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et g 7)1E ARAITE) 7128k FE dlAde] 7HAFAI TH(budgeted labor hours)ell ¥H],
I & X3 RFAES FH3 Ao 7| xste] AR FA G o
(Hackenbrack and Hogan 2005). Margheim and Kelly(1992)2] A Z3AF Aol A 19791
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THOtley and Pierce 1996). @A 0 2= AAFIAA[ZIO] ibde] A 29t 2
9 TARZE F4 Ha @Afo] WA sA Eth(Willett and Page 1996 ; Gist and Davidson 1999).
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<& 1> Descriptive statistics

variables mean median min  max  std variables  mean median min max  std
pmda —0.001 —0.002 —0.31 032  0.11 quatime sum 22.14 16 0 938  27.59
isl 0.11 0 0 1 032 partime sum 122.52 82 5 1170 113.40
is2 0.24 0 0 1 043 acctime sum 101525 632 32 31073 15312
is3 0.21 0 0 1 041 jrtime sum 323.47 176 0 7825 562.15
quanum 1.68 1 0 13 1.03  protime sum 72.69 0 0 12465 365.61
partnum 1.07 1 1 4 026 auditfee 112183 70000 19000 890000 133687
accnum 4.85 4 1 59  3.11 audithour 1479.82 9455 360 10858 1658.9
jrum 2.38 2 0 27 258  feeperhour 79.52  74.22 483 1139.6 42.73
pronum 2.81 0 0 56  4.64 size 19.16 1887 16.55 2435 1.45
quatime_q 8.26 6 0 313 10.05 lev 0.45 0.45 0.05 0.95 0.20
partime q  44.78 28 0 815 53.08 roa 0.00 0.02 —0.72 0.20 0.11
acctime_q  460.18 214 0 17929 855.61 growth 0.07 0.03 —0.64 2.16 0.33
jrtime_q 118.27 38 0 4304 26537 loss 0.31 0 0 1 0.46
protime q  13.70 0 0 5536 154.55 funding 0.16 0 —048 5.72 0.61
quatime_e  13.87 10 0 907 21.51 complex 0.27 0.26 0.01 0.65 0.14
partime_e 77.74 51 0 686 7197 for log 0.76 071 —6.22 3.96 1.64
acctime_e  555.07 400 0 13144 720.51 maj log 3.61 3.69 2.03 4.39 0.48
jrtime e 205.21 128 0 4845 325.88

protime e 58.99 0 0 6929 236.72

pmda : performance matched discretionary accruals suggested by Kothari et al.(2005) ; isl : 1 if an auditor
is the market leader in terms of market share(client sales base) in an industry and the difference between
the market leader and the second supplier in the industry is more than 10%, which is the Balsam et
al.(2003)’s third variable. ; is2 : 1 if an auditor is the market learder in therms of market share(client sales
base) in an industry, as well as the second— and/or the third—largest auditors with more than 10%
difference between them and the remaining auditors, which is the Balsam et al.(2003)’s first variable ; is3 :
1 if an auditor is the market leader in terms of market share(number of clients base) in an industry, which
is the Balsam et al.(2003)’s fourth variable ; quanum (partnum, accnum, jrnum, pronum) : the number of
audit quality assurance personnels (partners, auditors, junior auditors, specialists) for a company’s audit ;

quatime q (partime q, acctime g, jrtime ¢, protime q) : the quarter/half interim review hours reported by
audit quality assurance personnels (partners, auditors, junior auditors, specialists) for a company’s audit ;
quatime e (partime_e, acctime e, jrtime e, protime e) : the year —end audit hours reported by audit quality
assurance personnels (partners, auditors, junior auditors, specialists) for a company’s audit ; quatime sum
(partime_sum, acctime sum, jrtime sum, protime sum) : the total audit hours reported by audit quality
assurance personnels (partners, auditors, junior auditors, specialists) for a company’s audit ; feeperhour :
audit fee per auditi hour ; feeperhour log : a natural log of feeperhour ; size : a natural log of total asset ;
lev : total liability divided by total asset ; roa : net income divided by total asset ; growth : sales growth ;
loss : 1 if a company reports a net loss ; funding : borrowing and equity offering growth ; complex :
account receivable plus inventory scaled by total assets ; for : percentage shares owned by foreign investors
; maj : percentage shares owned by the largest owners ;
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(HE 2> Descriptive statistics (by year)

Panel A: 2014 n=1147

variables mean median  min max std variables mean median  min max std
quanum 1.83 2 1 13 1.23  quatime e 13.84 10 0 172 13.59
partnum 1.07 1 1 3 026 partime_e 70.11 47 3 584  66.19
accnum 5.02 4 1 59 346 acctime e 541.01 400 15 13144 663.65
jrnum 2.23 2 0 17 244 jrtime e 182.37 120 0 3300 274.50
pronum 2.49 0 0 36 419 protime e 48.12 0 0 4680 223.50
quatime_q 9.12 6 0 110 1022  quatime sum 22.96 16 1 256 21.09
partime q  43.10 24 0 560 50.83 partime sum 113.21 72 5 922 105.32
acctime_q  494.5 233 0 17929 937.5 acctime sum  1035.5 642 32 31073 1564.5
jrtime_q 111.2 36 0 2690 224.8 jrtime sum 293.53 160 0 5990 477.31
protime_q 14.24 0 0 4674 1513 protime_sum 62.36 0 0 9246 345.77
auditfee 109783 70000 19000 890000 129217  feeperhour 78.77  73.53 9.59 1080.1 40.58

audithour  1462.2 940 360 10858 1609.9




<& 2> Descriptive

statistics (by year) (A%)

Panel B : 2015 n=1063

variables mean median  min max std variables mean median  min max std

quanum 1.70 1 0 9 1.00 quatime e 14.071 10 0 907 3198
partnum 1.08 1 1 4 030 partime e 77.34 52 0 674 7027
accnum 4.94 4 1 39 331 acctime e 581.93 402 34 11935 811.47
jrnum 2.48 2 0 27 2,63 jrtime e 215.94 136 0 4845 33142
pronum 2.94 0 0 52 481 protime_e 61.249 0 0 4944 24334
quatime_q 8.08 6 0 101 8.48 quatime sum  22.149 16 0 938  36.34
partime q 4547 30 0 560 51.36  partime sum 122.81 88 6 896 111.32
acctime_q  483.7 216 0 15109 8869 acctime sum  1065.6 642 114 27044 1652.6
jrtime_q 130.2 40 0 4163 307.7 jrtime_sum 346.18 190 0 7141 609.69
protime_q 15.74 0 0 5298 173.8 protime_sum 76.991 0 0 10242 391.92
auditfee 120199 70000 19000 890000 146776  feeperhour 81.84 74.66 9.44 1139.6 56.70
audithour  1536.8 951 360 10858 1761.8
Panel C:2016 n=1578
variables mean median min  max st variables  mean median min  max  std
quanum 1.556 1 0 9 0.86 quatime e 13.771 10 0 366 17.3
partnum 1.061 1 1 3 0.24 partime e 83.146 56 4 686 76.2
accnum 4.667 4 1 38 271 acctime e 547.72 399 0 10378 696.3
jrum 2.414 2 0 17 2.63 jrtime e 2139 130 0 4553 3527
pronum 2.951 0 0 56 4.80 protime e 64.917 0 0 6929 241.0
quatime q  7.805 5 0 313 10.79 quatime sum  21.576 16 2 458 25.0
partime q 4547 30 0 815 55.58 partime_sum 128.62 87 8 1170 1194
acctime q 4223 201 0 12627 7727 acctime sum 969.99 618 32 22688 14252
jrtime _q 115.6 36 0 4304 2619 jrtime sum 329.46 180 0 7825 583.1
protime_q 12.06 0 0 5536 143.6 protime sum 76.979 0 0 12465 361.6
auditfee 108753 70000 19000 890000 127744  feeperhour 78.09 7421 483 289.86 27.75
audithour  1454.9 944 360 10858 1622.1
* Variable descriptions are in table 1.
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<& 4> 9 <3 5>E 7H 194 ARl o] AR Bavt EQlE = $dolgta B
gk Bae et al.(2016)°] %2k - 250 ARl gt o & F7} o -5 AlolitAl S Bl &
daf & Aol

(& 4> Comparison of audit hours between industry specialists and non —specialists
is=0 is=1 t—value is=0 is=1 t—value
quanum 1.624 2.090 —6.69""  quatime q 7.660 13.063  —532"
partnum 1.063 1.121 —3.57""  partime _q 43.608 54.124  —2.63"
accnum 4.496 7615 —12.54™  acctime q 366.6 12027  —9.08™
jrmum 2.138 4268 —1626""  jrtime q 93.014 3187  —9.28™
pronum 2.265 7.164 —14.48"  protime q 6.260 72.775 =316
quatime e 12.514 24.667 —6.93™  quatime sum  20.174 37.730  —7.02""
partime_e 77.662 78.360 —0.16 partime_sum 121.3 132.5 —1.45
acctime e 479.71  1153.19 —8.67""  acctime sum  846.35 23558  —9.08"
jrtime e 168.4 4974 —11.59""  jrtime sum 261.4 816.1 —11.14™
protime e 37.100 232.7 —6.53""  protime sum 43.36 305.5 —5.44™
* t—statistics in parentheses  ##* p<0.01, ** p<0.05, = p<O0.1.
Variable descriptions are in table 1.
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{# 5> Comparison of client characteristics between specialists/non —specialists

is=0 is=1 t—value is=0 is=1 t—value
size 19.016 20347 —1291™ funding_c 0.277 0.236 0.50
lev 0.444 0488  —3.87" complex 0.280 0.229 7.05"
ROA —0.004 0.004  —1.22 beta 0.855 0.899 —2.1 "
growth 0.097 0.107  —0.26 maj 40.869 40.837 —16.95™
loss 0.313 0.275 1.69" for 5.889 11520  —11.81""

* t—statistics in parentheses sk p<0.01, ** p<0.05, * p<0.1.
Variable descriptions are in table 1.

TRE <E 5> AGARRARIS mAje] FRIE ) An duelx FEe] wow, £47]
o 7Fs g BAol 1 AR FEAE Hol7} 98-S BelFa ek
ol < 4504 AGATAARIC] TR HFHAA NN 2P glo] B B AE A}

g3k e 09 9FY 5 Arhs 4L A M <E ol A3

7 25 AR W E S ol galr) 2 Ak o8 o} BIARALING $5FAH AN
of ATiA Wl HGFEEAN AL FRAEANE FWNAEADE BN A
2ol FEEAAAL o= JEe] B AN R YEAS LeFE WS, EEE
Fol w9 7] A% AAZ o wsidet

(& 6> Comparison of audit hour rates between specialists and non —specialists

Panel A : ISt

is=0 is=1 t—value is=0 is=1 t—value
quanum_r 0.178 0.108 1833  quatime q r 0.022 0.013 9.03"
partnum_r 0.130 0.063 35977 partime q r 0.131 0.041 35.80""
accnum_r 0.443 0.356 14.47™  acctime q r 0.708 0.721 —1.91"
junum_r 0.141 0204  —11.92""  jrtime q r 0.133 0205 —11.017"
pronum_r 0.109 0269  —19.02"  protime q r 0.006 0.019 504
quatime e r 0.019 0.014 8.16™" quatime sum r  0.019 0.014 9,607
partime e r  0.131 0.046 3623 partime sum r  0.130 0.043 3871
acctime e r  0.639 0.582 8.50""  acctime sum r  0.666 0.637 478"
jrtime e r 0.180 0286  —16.05""  jrtime sum r 0.164 0257 —1538"

protime e r  0.031 0.071  —1131""  protime sum r  0.021 0.049  —10.78""
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{HE 6> Comparison of audit hour rates between specialists and non —specialists (H%)

Panel B : IS2

is=0 is=1 t—value is=0 is=1 t—value
quanum_r 0.190 0.106 30.35™ quatime q r 0.023 0.013 17.70™
partnum_r 0.140 0.067 43.05™ partime q r 0.144 0.045 35.94™
accnum_r 0.456 0.358 21.35™ acctime q r 0.707 0717  —191"
junum_r 0.128 0212  —20.49™ jrtime q r 0.120 0209 —17.38"
pronum_r 0.086 0256  —27.92" protime q r 0.006 0.015 —-6.77"
quatime e r  0.020 0.014 13.66™ quatime_sum_r 0.020 0.013 17.78™
partime e r  0.144 0.049 35517 partime sum r  0.143 0.047 37.25™
acctime e r  0.650 0.579 13.32"™ acctime sum r  0.672 0.633 8.09"

jrtime e r 0.161 0290  —2447" jrtime_sum_r 0.148 0261 —23.62°
protime e r  0.025 0.068 —17217" protime sum r  0.017  0.046 —16.43""
Panel C : 1S3

is=0 is=1 t—value is=0 is=1 t—value
quanum_r 0.185  0.115 23.107 quatime g r 0023  0.014 13.60"
partnum_r 0.136 0.073 3476 partime q r 0.140  0.049 30317
accnum_r 0.448 0.377 14.63™ acctime_q_r 0.702 0737  —635"
junum_r 0.132 0206 —17.05" jrtime q r 0.129  0.184 —10.07"
pronum_r 0.099 0229 —20.85" protime q r 0.006 0.016 —6.73"
quatime e r  0.019 0.014 13.78™ quatime sum r  0.020 0.014 15.32°"
partime e r  0.140  0.052 31277 partime sum r  0.139 0050  32.007
acctime e r  0.642  0.601 6.84"" acctime sum r  0.666  0.651 2.85"

jrtime e r 0.169 0275 —18.40™ jrtime_sum_r 0.155 0244 —16.95™
protime e r  0.029  0.058  —11.04" protime sum r  0.020  0.041 —1181""

* t—statistics in parentheses  *¥* p<0.01, ** p<0.05, * p<0.1.
Variable descriptions are in table 1.
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{HE 7> Comparison of unit hours and EM between specialists/non —specialists

Panel A : unit hours

is=0 is=1 t—value
auditfee 9754723 229132.7 —20.49™"
audithour 1290.98 3112.83 —22.42™
feeperhour 80.12 74.70 2517
Panel B : earmnings management

is=0 is=1 t—value
pmda by isl —0.0018 —0.0067 1.064
pmda by is2 0.0011 —0.0089 2474
pmda by is3 0.0003 —0.0071 1.730"

* t—statistics in parentheses  ##* p<0.01, ** p<0.05, * p<0.l.
Variable descriptions are in table 1.
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(& 8> Fixed effect regression results of earnings management on audit hours

(1) ) %) o) 6) 6 7 €]
VARIABLES pmada pmada pmada pmada pmada pmada pmada pmada
partnum_r —0.007
(—0.095)
partime q_r —0.071"
(—2.137)
partime e r —0.091"""
(—2.601)
partime_sum_r —0.100™"
(—2.703)
jrnum_r 0.018
(0.700)
jrtime q r —0.024
(—1.198)
jrtime e r —0.004
(—0.186)
jrtime_sum_r —0.012
(—0.550)
size 0.049™"  0.046™"  0.050"  0.050™"  0.049""  0.046™"  0.049™"  0.049™"
(3.604) (3.318) (3.693) (3.679) (3.600) (3.316) (3.605) (3.611)
lev —0.061° —0.075" —0.063° —0.063" —0.062" —0.074" —0.061" —0.061"
(—1.672) (—2.036) (—1713) (—1.732) (—1.687) (—1997) (—1.662) (—1.655)
roa 0.198™  0.190™"  0.1967°  0.195 0198 01917 0.198"  0.197
(5.370) (5.124) (5.324) (5.318) (5.388) (5.141) (5.366) (5.355)
growth —0.020"  —0.020" —0.021" —0.021" —0.020" —0.020" —0.020" —0.020""
(—2407) (—2425) (—2507) (—2477) (—2412) (—2.415) (—2.406) (—2.408)
loss —0.007  —0.008  —0.008  —0.008 —0.008 —0.008 —0.007  —0.007
(—1.001) (—1.126) (—1.069) (—1.075) (—1.006) (—1.045) (—1.000) (—1.000)
funding 0.016™ 0.017" 0.015™ 0.015"  0016™ 00177 0.016™ 0.016™
(2.571) (2.735) (2.527) (2.517) (2.589) (2.772) (2.574) (2.576)
complex 0277 0273 0268 02677 0278 02817 0276 0276
(5.575) (5.460) (5.388) (5.382) (5.601) (5.624) (5.563) (5.558)
for —0.004  —0.005  —0.004 —0.004  —0.004 —0.005" —0.004  —0.004
(—1.543) (—1.608) (—1.483) (—1462) (—1.555) (—1.680) (—1.543) (—1.541)
maj —0.025"  —0.026" —0.0277" —0.027" —0.025" —0.025" —0.025" —0.025"
(—2.089) (—2.165) (—2235) (—2251) (—2.090) (—2.067) (—2.084) (—2.081)
Constant —0.895"" —0.811"" —0.897"" —0.891"" —0.897"" —0.824™" —0.895"" —0.895""
(—3.396) (—3.046) (—3.415) (—3.392) (—3.409) (—3.091) (—3.402) (—3.403)
Observations 3,788 3,788 3,788 3,788 3,788 3,788 3,788 3,788
R —squared 0.052 0.053 0.055 0.055 0.052 0.052 0.052 0.052
F 12.07 12.19 12.78 12.84 12.12 11.86 12.07 12.10

* t—statistics in parentheses
Variable descriptions are in table 1.

wrk p<0.01, #* p<0.05, * p<0.1.
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<H 9 Fixed effect regression results of EM on audit hours (IS/non—-IS group)
(1) ) 3 (4) ) ©®) (7) @)
dependent pmda pmda pmda pmda pmda pmda pmda pmda
independent partnum_r partime_g_r partime_e_r partime_sum_r jrnum_r jrtime_q_r jrtime_e_r jrtime_sum_r

—0.007 —0.048 —0.065 —0.070"  0.024 —0.015 —0.001 —0.005
(—0.093) (—1.504) (—1.944) (—1.973) (0.887) (—0.726) (—0.042) (—0.200)

control var. included included included included included included included included
Observations 3,374 3,374 3,374 3,374 3,374 3,374 3,374 3,374
R-squared  0.056 0.056 0.058 0.058 0.057 0.056 0.056 0.056
F 11.21 11.15 11.61 11.62 11.29 10.97 11.21 11.22

0281 0039 —0394 —0.895 0017 0039 0047  0.067
(0.738)  (0.093) (—0.811) (—1.282) (0.199)  (0.580)  (0.689)  (0.898)

control var. included included included included included included included included

is=0

is=1

Observations 414 414 414 414 414 414 414 414
R —squared 0.083 0.078 0.083 0.089 0.080 0.080 0.082 0.084
F 1.431 1.339 1.443 1.550 1.376 1.375 1.423 1.459

* t—statistics in parentheses  ##* p<0.01, *+ p<0.05, * p<O0.l.
Variable descriptions are in table 1.

>

4) Kothari et al.(2005)] J3}th-g o]}z W4 thAl 3fehg o] 24 W] AYighs AHEsii< o
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{# 10> Fixed effect regression results of audit hours on unit price

(model 1) (model 2) (model 3)
Panel A : quanum_r partnum_r jmum_r
feeperhour 0.000 0.000™ —0.000
(1.421) (2.429) (—1.466)
control var. included included included
Observations 3,788 3,788 3,788
R —squared 0.018 0.009 0.008
F 3.369 1.657 1.497
£ SEUCAA tehte fold A Me}»w eorTh AT} WMeS kel o] 24 &9 o]¢]
24 FRoR IS dole F ER BT FEUAAT £213 $(—)2) Aabrt ehdet ol 2
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<{H 10> Fixed effect regression results of audit hours on unit price (A%)

(model 1) (model 2) (model 3)
Panel B : quatime_q_r partime_q_r jrtime_q_r
feeperhour 0.000"" 0.000" —0.000
(3.666) (1.762) (—1.218)
control var. included included included
Observations 3,788 3,788 3,788
R —squared 0.021 0.020 0.004
F 3.929 3.654 0.698
Panel C: quatime_e_r partime_e_r jfime_e_r
feeperhour 0.000"" 0.000"" —0.000"
(1.876) (3.351) (—2.0206)
control var. included included included
Observations 3,788 3,788 3,788
R —squared 0.021 0.029 0.010
F 3.932 5.430 1.857
Panel D : quatime_sum_r partime_sum_r jrtime_sum_r
feeperhour 0.000"" 0.000"" —0.000
(3.146) (2.937) (—1.854)
control var. included included included
Observations 3,788 3,788 3,788
R —squared 0.037 0.027 0.008
F 7.043 5.029 1.517

* t—statistics in parentheses
Variable descriptions are in table 1.
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{H 11> Fixed effect regression results of audit hours on unit price (is/non—is)

(model 1) (model 2)

(model 3)  (model 4)

(model 5)  (model 6)

Panel A : guanum_r partnum_r jrnum_r
is=0 is=1 is=0 is=1 is=0 is=1
feeperhour 0.000 —0.000 0.000" —0.000 —0.000 —0.000
(1.557)  (—1200) (2212) (—1.084) (—0.800) (—0.083)
control var. included included included included included included
Observations 3,374 414 3,374 414 3,374 414
R —squared 0.013 0.212 0.008 0.098 0.012 0.127
F 2.105 3.446 1.281 1.388 1.941 1.872
Panel B : quatime_q_r partime_q_r jfime_q_r
is=0 is=1 is=0 is=1 is=0 is=1
feeperhour 0.000”"  —0.000 0.000 0.000 —0.000 0.000
(2.701)  (—0.533)  (1.098) 0.611)  (—1.127)  (0.186)
control var. included  included included included included  included
Observations 3,374 414 3,374 414 3,374 414
R —squared 0.018 0.106 0.021 0.150 0.005 0.107
F 2.888 1.517 3.362 2.263 0.852 1.540
Panel C: quatime_e_r partime_e_r jime_e_r
is=0 is=1 is=0 is=1 is=0 is=1
feeperhour 0.000™"  0.000 0.000™"  0.000 —0.000  —0.000
(2.735) (1.306) (2.964) (0.571)  (—1.508)  (0.308)
control var. included included included included included included
Observations 3,374 414 3,374 414 3,374 414
R —squared 0.021 0.194 0.033 0.069 0.019 0.132
F 3.380 3.089 5.356 0.958 2.959 1.951
Panel D : quatime_sum_r partime_sum_r jrtime_sum_r
is=0 is=1 is=0 is=1 is=0 is=1
feeperhour 0.000™"  0.000 0.000™"  0.000 —0.000  —0.000

control var.
Observations
R —squared
F

(2.788)  (0.225)

(2.394)  (0.556)

(—1428)  (—0.193)

included  included  included included included included
3,374 414 3,374 414 3,374 414
0.036 0.190 0.030 0.143 0.014 0.156
75.844 3.018 4.765 2.141 2.267 2.364

* t—statistics in parentheses

#xx p<0.01, ** p<0.05, * p<O0.1.
Variable descriptions are in table 1.
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{H 12> T—test/Fixed effect regression results of earnings management on unit price

Panel A: feeperhour<median feeperhour>median t—value
pmda 0.002 —0.003 1.678
Panel B : (model 1) : (model 2) : (model 3) :
full sample non—IS sample IS sample
pmda pmda pmda
—0.0002" —0.0002" 0.0008"
feeperhour
(—2.35) (—2.20) (1.66)
control var. included included included
Observations 3,788 3,374 414
R —squared 0.058 0.064 0.088
F 11.04 10.67 1.23

* t—statistics in parentheses  *¥* p<0.01, ** p<0.05, * p<O0.l.
Variable descriptions are in table 1.
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<& 13> Comparison of audit hour rates between profitable and non—profitable subsamples

Panel A full sample

feeperhour feeperhour {—value feeperhour feeperhour {—value

=low =high =low =high
partnum_r 0.1142  0.1303 —7.37"" jrmum r 0.1643  0.1325 742
partime q r 0.1065  0.1344 —6.92"" jrmum q r 0.1573  0.1245  6.65
partime e r 0.1079  0.1333 —6.60"" jrum e r 02131 01719 729
partime sum r  0.1064  0.1329 —6.93" jrnum sum r - 0.1936  0.1553  7.52"
Panel B full sample
feeperhour=Ilow feeperhour=high t—value

isl 0.1205 0.0979 223"
is2 0.2483 0.2129 259"
is3 0.2216 0.1778 3.38°"
Panel C big subsample

feeperhour feepelrhour {—value feeperhour feeperhour {—value

=low =high =low =high
partnum_r 0.0672  0.0663 0.53 jrum_r 0.2295 02185 244
partime q r 0.0406  0.0443 —2.90"" jrmum q r 0.2254 02083 271"
partime e r 0.0452  0.0487 —3.87" jrmum e r 0.3142 02948 332"
partime sum r  0.0424  0.0465 —5577 jrnum sum r - 0.2831 02638  3.64"
Panel D big subsample
feeperhour=low feeperhour=high t—value

isl 0.4475 0.4795 —1.38
is2 0.2195 0.2217 —0.12
is3 0.3960 0.3976 —0.07

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

Variable descriptions are in table 1.
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(H 14> Fixed effect regression of EM on per unit price

VARIABLES pmda
0.001
feeperhour (1.904)
. 0.060
audithour (1.224)
—0.209
Constant (—0.186)
convtrol var. included
Observations 414
R —squared 0.096
F 1.252

t —statistics in parentheses  #*x p<0.01, ** p<0.05, * p<0.1
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How Industry Specialist Auditors Respond

to the Unit Fee Discount?

Bae, Hong - Gi" - Yang, Dong —Hoon"" - Choi, Jun Hyeok™""

<{Abstract>

A recent research discovered that the industry specialized auditors’ audit fees were rather discounted
and that the audit fee premiums were attributed to more audit hours spent. If industry specialists
discount their fees and maintain their hours, their fee —per —hour and profitability will decrease. In
this study, we examine how auditors respond to a decline in profitability, and annalize industry
specialists for empirical perforce.

Based on the audit fee and hours —per —rank disclosures of KOSPI and KOSDAQ companies from
2014 to 2016, our main focus is how industry specialist auditors allocate their audit hours for each
rank.

Our findings are as follows. First, compared to non —specialists, industry specialists assign more
audit hours to junior auditors. Industry specialists allow relatively few hours to quality control
department, partners, and registered CPAs (senior auditors), and relatively high for junior auditors
and experts. Second, unlike higher rank auditors, junior auditors fail to restrain earnings management
for both industry specialists and non—specialists. This finding partially confirms the concern that
the reliance on junior auditors may reduce audit quality.

Third, the fee —per —hour has a positive (+) effect to partners hours, negative (—) to the junior
hours, and negative (—) to earnings management. We interpret this result as the confirm of the
practitioners’ concerns who pointed out that the audit fee discount may deepen the dependence on
low —rank auditors and worsen audit quality. However, industry specialized auditors’ fee —per —hour
has a marginally significant positive (1) relationship with the earnings management. We interpreted
this as, despite of the high reliance on the junior auditor, the efficiency of industry specialized auditor
prevents deterioration of audit quality.

However, concerns about the potential audit quality deterioration request more skilled senior auditors
and more time commitments by them. We suggest that the starting line to consider is the guarantee
of proper audit fees ; others include the standard rate system, the disclosure of fee —per —hour, more
application of designated auditors, and authorizing audit committee to determine audit fee.

<Key words> Industry specialized auditor, audit hours, junior auditor, unit audit fee discount
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