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This study investigates how the change of top management(CEO) affects the auditor choice and audit
quality, and whether the corporate governance of the audited company makes a difference in these
aspects. Despite the fact that a change of CEO who can exert influence on the auditor appointment
process likely has a significant impact on auditor choice, studies on the specific aspects of the impact
have been rare. The findings of this study are as follows. First, CEO turnover has positive association
with auditor switch in the subsequent year. Second, when CEO turnover occurs, the incumbent auditor
who puts in more audit efforts is more likely to be fired. Further, a new auditor’s efforts tend to decrease
when the auditor is appointed immediately after the CEO turnover. This can be collectively interpreted
as the incoming CEOs prefer low-quality audits on average. Third, the client company's corporate
governance appears not to suppress the incoming CEO's preference for low-quality audits, suggesting
that Korean companies’ governance is not effective enough at least with regard to the external auditor
choice. Overall, this study provides empirical evidence supporting recent policies focused on enhancing

auditors independence against CEOs.
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AUDTO, ¢ Yes No Total
Yes 76 (15.4%) 491 (13.4%) 567
No 419 (84.6%) 3,186 (86.6%) 3,605
Total 495 (100.0%) 3,677 (100.0%) 4,172
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(Table 2) Outgoing auditors’ tenure distribution

Panel A: When CEO turnover takes place

Variable N Mean Min Q1 Median Q3 Max
AUDTENURE 76 4.79 1 3 3 6 22
AUDTENURE Freq. PCT Cumulative PCT

1 7 9.21 9.21

2 8 10.53 19.74

3 30 39.47 59.21

4 1 1.32 60.53

5 1 1.32 61.84

6 13 17.11 78.95

7 1 1.32 80.26

8 2 2.63 82.89

9 8 10.53 93.42

10 2 2.63 96.05

11 1 1.32 97.37

16 1 1.32 98.68

22 1 1.32 100.00

Panel B: When CEO turnover does not take place

Variable N Mean Min Q1 Median Q3 Max
AUDTENURE 491 5.17 1 3 4 6 23
AUDTENURE Freq. PCT Cumulative PCT

1 56 11.41 11.41

2 27 5.50 16.90

3 149 30.35 47.25

4 19 3.87 51.12

5 13 2.65 53.77

6 108 22.00 75.76

7 16 3.26 79.02

8 11 2.24 81.26

9 47 9.57 90.84

10 10 2.04 92.87

11 4 0.81 93.69

12 18 3.67 97.35

13 3 0.61 97.96

14 1 0.20 98.17

15 1 0.20 98.37

16 4 0.81 99.19

17 2 0.41 99.59

21 1 0.20 99.80

23 1 0.20 100.00
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(Table 3) Sample selection and yearly distribution

Panel A: Sample selection procedure

Initial observations from 2010 to 2016 (KOSPI)
Less:

Financial institutions and firms w/ Non-December year-end firms

Missing CEO and auditor-related data
Missing control variables data
Final observations

5,460
(420)
(868)
(375)

3,797

Panel B: Yearly distribution

Year Observation Cumulative Percentage

2010 521 13.72

2011 533 14.04

2012 543 14.30

2013 537 14.14

2014 535 14.09

2015 559 14.72

2016 569 14.99

Total 3,797 100.00
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AUDTO = equals one if the relation between
client firm and audit firm is terminated at
the year, and zero otherwise:

CEOTOI1 = equals one if incumbent CEO(at
least one of them) is replaced by someone
else, and zero otherwise:

CEOTOZ2 = equals one if the above CEO turnover
is due to voluntary resignation or dismiss of
previous CEO, and zero otherwise;

SIZE = natural logarithm of total assets:

SALARIES = ratio of salaries to operating expenses:

INVREC =
receviables divided by total assets:

SALESGROW = growth of sales from previous
year divided by sales from previous year:

EXANTEFIN = cash flow from operation minus
capital expenditure divided by current asset:

LEV = total liabilities divided by total assets:

SEO = equals one if a firm did seasoned equity

sum of inventory and accounts

offer once or more during the year, and zero
otherwise;

HFD = Herfindahl index. Sum of (Z)? divided
by the square of the sum of Z, where Z; refers
to the sales of the ith firm in the industry:

CR = current assets divided by current liabilities:

ROA = net incomes divided by total assets:

LARGESH = the largest shareholder ownership:

FOR = Foreign shareholder ownership;

OWNMGT = equals one if the largest shareholder
is included in the board of directors(registered),
and zero otherwise:

Year = year fixed effect;

Industry = industry fixed effect.
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(Table 4) Disclosed reasons for CEO turnover

Freq. PCT Cumulative PCT
Aba 1 0.2 0.2
Ak 404 81.6 81.8
oJ7|wtg 74 15.0 96.8
FEAR] 13 2.6 99.4
a1 3 0.6 100.0
Total 495 100.0 -
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(Table b) Descriptive statistics and Pearson correlation matrix

Panel A: Descriptive statistics

Variable N Mean Std Q1 Median Q3
CEOTO1 3,797 0.13 0.33 0.00 0.00 0.00
CEOTO2 3,797 0.11 0.31 0.00 0.00 0.00
AUDTO 3,797 0.13 0.34 0.00 0.00 0.00
UPWARD 504 0.11 0.31 0.00 0.00 0.00
DOWNWARD 504 0.19 0.39 0.00 0.00 0.00
LNHOUR 3,797 7.26 0.85 6.69 7.09 7.69
ABHOUR 3,797 0.06 0.44 -0.24 0.08 0.28
ABSDA 3,782 0.05 0.07 0.02 0.03 0.07
SIZE 3,797 26.78 1.45 25.78 26.55 27.60
SALARIES 3,797 0.35 0.15 0.24 0.34 0.44
INVREC 3,797 0.27 0.14 0.16 0.26 0.36
SALESGROW 3,797 0.07 0.40 -0.05 0.03 0.12
EXANTEFIN 3,797 0.01 0.23 -0.08 0.03 0.12
LEV 3,797 0.44 0.20 0.28 0.43 0.58
SEO 3,797 0.07 0.26 0.00 0.00 0.00
HFD 3,797 0.16 0.13 0.07 0.11 0.21
CR 3,797 1.92 1.97 0.92 1.37 2.16
ROA 3,797 0.03 0.09 0.00 0.03 0.06
GOODCG 3,131 0.17 0.38 0.00 0.00 0.00
LARGESH 3,797 0.43 0.16 0.31 0.43 0.54
FOR 3,797 0.10 0.14 0.01 0.04 0.13
OWNMGT 3,797 0.39 0.49 0.00 0.00 1.00
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(Table b) Descriptive statistics and Pearson correlation matrix (continued)

Panel B: Correlation matrix

Variable L. 2. 3. 4. 5, 6 7. 8 9. 100 11 12 13 14 1. 16 17 18
1. AUDTO+ 1
2. CEOTOI; 003 1
3. CEOTOZ 0.03 091 1
4. ABHOUR; 0.05 0.04 003 1
5. ABSDA+ 0.09 0.02 0.03 -0.05 1
6. SIZE; -0.01  0.09 0.08 0.36 -0.09 1
7. SALARIES; 0.02 -0.04 -0.04 -0.09 -0.01 -0.33 1
8. INVREC; -0.05 -0.04 -0.04 0.01 002 -0.33 -0.04 1
9. SALESGROW, ~ -0.03 -0.06 -0.05 -0.02 0.04 -0.01 -0.01 0.03 1
10. EXANTEFIN; 0.0 0 0 0.09 -0.15 0.12 -0.07 -0.02 0 1
11. LEV; 0.08 0.05 0.05 013 0.23 019 -0.07 0.10 -0.01 -0.17 1
12. SEO; 0.07 0.06 0.07 002 0.23 -0.06 002 -0.08 0.01 -0.18 0.20 1
13. HFD; 0.02 0.03 001 -0.05 004 012 0.04 -0.13 0 -0.03 0.08 001 1
14. CR; -0.02 -0.04 -0.04 -0.06 -0.07 -0.19 0.09 -0.02 -0.03 0.09 -0.59 -0.04 -0.06 I
15. ROA; -0.08 -0.06 -0.06 0.02 -0.22 0.15 -0.03 0.05 0.19 0.30 -0.36 -0.26 0.02 0.14 1
16. LARGESH; 0 0 -0.01 -0.12 -0.11 -0.04 -0.06 0.03 002 0.7 -0.10 -0.17 -0.04 -0.01 0.18 1
17. FOR; -0.04 002 0.02 023 -0.10 049 -0.18 -0.17 0  0.18 -0.16 -0.09 0.15 0.08 0.22 -0.16 1
18. OWNMGT; -0.03 -0.15 -0.15 -0.10 -0.05 -0.27 0.14 0.11 -0.02 0.01 -0.16 -0.09 -0.11 0.14 0.02 -0.07 -0.16 1

* Bold-font figure denotes two-tail significance at equal to or more than 5% level.
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(Table 6) CEO turnover and subsequent auditor switch (H1)

Panel A: Univariate test

Variable CEOTOL =1 CEOTOL=0 t-value
(n=475) (n=3,322)
AUDTO,+; 0.160 0.129 1.87*
Variable CEOTOZ =1 CEOTOZ=0 t-value
(n=404) (n=3,393)
AUDTO,+; 0.171 0.128 2.39™
Panel B: Multivariate test
Model (1) Model (2)
Variables DV = AUDTO;+; DV = AUDTO;+;
Coefficient t-value Coefficient t-value

Intercept -1.249 -0.74 -1.227 -0.73
CEOQOTO1, 0.192 1.32
CEOQOTO2, 0.273* 1.78
SIZE; -0.064 -1.39 -0.065 -1.4
SALARIES; 0.075 0.19 0.082 0.2
INVREC, -1.016** -2.26 -1.024** -2.27
SALESGROW; -0.238 -1.53 -0.236 -1.52
EXANTEFIN; 0.355 1.44 0.352 1.43
LEV; 1.264*** 3.6 1.268*** 3.62
SEO; 0.16 1.01 0.153 0.97
HFD; 1.724 0.61 1.751 0.62
CR; 0.025 0.95 0.025 0.96
ROA; -1.147*" -1.98 -1.134* -1.96
LARGESH; 0.228 0.69 0.23 0.7
FOR; -0.802* -1.69 -0.798* -1.68
OWNMGT; -0.159 -1.56 -0.153 -1.49
Year & Industry Included Included
# of obs 3,797 3,797
Pseudo R? 0.047 0.048

s’k

All the continuous variables are winsorized at top and bottom one-percentile. * and *** denote significance at

10%, 5% and 1% level, respectively. Statistics are corrected for firm-level clustering.
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(Table 7) Whether a upward(downward) switch of auditor occurs when the CEO is changed (H2)

Model (1) Model (2) Model (3) Model (4)
Variables DV=UPWARD;+; DV=UPWARD;+; DV=DOWNWARD;+; DV=DOWNWARD:;;
Coef t-val Coef t-val Coef t-val Coef t-val

Intercept 9.538 1.54  9.472 1.55 0.617 0.13 0.572 0.12
CEOTO1, 0.262 0.54 0.083 0.22
CEOTOZ, 0.446 0.89 0.196 0.54
SIZE; -0.341""  -2.08 -0.340"" -2.09 -0.360*** -2.76 -0.359"*"  -2.74
SALARIES:; 0.512 0.43 0.483 0.41 -0.841 -0.74 -0.845 -0.75
INVREC; 0.362 0.32  0.371 0.33  -0.318 -0.29 -0.314 -0.29
SALESGROW, 0.008 0.02  0.021 0.05  -0.359 -0.80 -0.350 -0.78
EXANTEFIN, -0.578 -0.74 -0.610 -0.78  -0.448 -0.71 -0.468 -0.75
LEV; 0.719 0.67 0.754 0.71 0.943 0.98 0.964 1.00
SEO; -0.928 -1.54 -0.953 -1.57 -0.220 -0.47 -0.227 -0.49
HFD; -2.854 -0.25 -2.829 -0.26 -16.425" -1.79 -16.458" -1.79
CR; 0.125 1.19 0.128 1.21 0.012 0.15 0.016 0.19
ROA; 0.499 0.32  0.535 0.34 0.227 0.16 0.227 0.16
LARGESH; -1.535 -1.54 -1.519 -1.52  -0.475 -0.52 -0.469 -0.52
FOR; -1.696 -0.95 -1.737 -0.97  -1.216 -0.83 -1.247 -0.84
OWNMGT; 0.169 0.52  0.190 0.58 0.547* 1.91 0.558* 1.95
Year & Industry Included Included Included Included
# of obs 433 433 468 468
Pseudo R? 0.115 0.117 0.143 0.144

All the continuous variables are winsorized at top and bottom one-percentile.

* " and *** denote significance at

10%, 5% and 1% level, respectively. Statistics are corrected for firm-level clustering.
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(Table 8) Incoming CEO’s reaction to abnormal audit effort (H2)

Panel A: Univariate test

Variable CEOTOL=1 CEOTOL=0 t-value
(n=310) (n=2,013)
AUDTO 44 0.161 0.120 2.06**
Variable CEOTOZ =1 CEOTOZ=0 t-value
(n=256) (n=2,067)
AUDTOx+; 0.176 0.119 2.59***
Panel B: Multivariate tests
Model (1) Model (2)
Variables Dv = AUDTOx+; DV = AUDTO;+;
Coefficient t-value Coefficient t-value
Intercept -1.288 -0.72 -1.243 -0.69
ABHOUR; -0.136* -1.93 -0.142** -1.98
CEOTOI, 0.086 0.53
ABHOUR*CEQTO1; 0.519* 1.80
CEOTOZ2, 0.144 0.83
ABHOUR*CEOTO2; 0.622*" 2.06
SIZE; -0.061 -1.21 -0.063 -1.24
SALARIES; 0.057 0.14 0.059 0.14
INVREC, -0.989** -2.13 -1.004** -2.16
SALESGROW; -0.237 -1.53 -0.236 -1.52
EXANTEFIN; 0.374 1.51 0.371 1.50
LEV; 1.271** 3.65 1.275% 3.67
SEO, 0.162 1.03 0.161 1.01
HFD; 1.600 0.56 1.623 0.56
CR; 0.028 1.03 0.028 1.05
ROA; -1.171%F -2.03 -1.167** -2.02
LARGESH, 0.202 0.60 0.211 0.62
FOR; -0.803* -1.72 -0.807* -1.72
OWNMGT; -0.169* -1.65 -0.164 -1.59
Year Included Included
Industry Included Included
# of obs 3,797 3,797
Pseudo R? 0.036 0.037

All the continuous variables are winsorized at top and bottom one-percentile.

* ¥ and *** denote significance at

10%, 5% and 1% level, respectively. Statistics are corrected for firm-level clustering.
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(Table 8) Incoming CEQ’s reaction to abnormal audit effort (H2) (continued)

Panel C: ex post change in abnormal audit hours after auditor turnover following CEO turnover

Model (1) Model (2)
Variables Dv = ABHOUR;+; DV = ABHOUR;+;

Coefficient t-value Coefficient t-value
Intercept -2 .487*** -5.38 -2.492%** -5.39
AUDTOx+; 0.105* 1.89 0.120" 1.87
CEOTO1; -0.012 -0.52
AUDTO;+1#*CEOTO1; -0.022* -1.70
CEOTO2, -0.019 -0.73
AUDTO;+1*CEOTO2; -0.024** -2.33
SIZE;+1 0.061*** 2.84 0.061"* 2.85
LEV;+; 0.190** 2.08 0.190** 2.09
INVREC:+; 0.456*** 4.22 0.457** 4.23
CRy+1 0.028"** 4.64 0.028™** 4.65
ROA;+1 0.104 0.64 0.103 0.63
BIG;+1 -0.125*** -4.26 -0.125%** -4.26
OPNj+1 -0.020 -0.16 -0.019 -0.16
LOSS;+1 0.051** 2.00 0.051** 2.01
LnEMPLOY;+; 0.119*** 4.60 0.119™ 4.60
Year & Industry Included Included
# of obs 3,148 3,148
Adjusted R 0.247 0.247

All the continuous variables are winsorized at top and bottom one-percentile. *,

* " and *** denote significance at

10%, 5% and 1% level, respectively. Statistics are corrected for firm-level clustering.
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(Table 9) The influence of corporate governance on incoming CEO’s reaction to
abnormal audit effort (H3)

DV=AUDTO;+;
Variables Model (1) Model (2) Model (3) Model (4)

GOODCGy=1 GOODCG;=0 GOODCGy=1 GOODCG;=0

Coef t-val Coef t-val Coef t-val Coef t-val
Intercept 8.942 1.19 -4.008 -1.62  9.346 1.23 -4.048 -1.62
ABHOUR; -0.421 -0.86 -0.243 -1.24  -0.442 -0.89 -0.248 -1.28
CEOTO1; -1.188 -1.25  0.261 1.52
ABHOUR*CEQOTO1; 1.287 0.88 0.668** 2.03
CEOTOZ; -0.960**  -2.04 0.355" 1.96
ABHOUR*CEOTO2; 1.445**  2.42 0.752**  2.08
SIZE; -0.006 -0.03  -0.005 -0.07 -0.009 -0.04 -0.005 -0.08
SALARIES; -1.410 -0.83  0.160 0.32 -1.242 -0.72  0.179 0.36
INVREC, -6.599***  -3.54 -0.405 -0.72  -6.680*** -3.67 -0.420 -0.75
SALESGROW; 1.679* 1.93 -0.294 -1.17 1.679* 1.88 -0.295 -1.17
EXANTEFIN; -0.111 -0.11 0.537" 1.69 -0.235 -0.24 0.531" 1.66
LEV; 5.570"* 3.88  0.940* 2.15  5.504*** 392 0.952** 2.19
SEO; -0.669 -1.04  0.172 0.81 -0.584 -0.90 0.174 0.81
HFD; -22 .879** -2.43  5.343 1.17 -23.498" -2.28 5.519 1.19
CRy 0.216" 1.95 -0.005 -0.12  0.214" 1.93 -0.003 -0.09
ROA; 0.969 0.45 -2.579"" -3.09 1.142 0.55 -2.551""" -3.04
LARGESH, -1.069 -0.93  0.190 0.45 -0.996 -0.89 0.208 0.49
FOR; -2.299* -1.84  0.329 0.63 -2.411** -1.98 0.320 0.61
OWNMGT; -0.635* -1.73  -0.118 -0.94 -0.668" -1.83 -0.109 -0.87
Year & Industry Included Included Included Included
# of obs 502 2,529 502 2,529
Pseudo R 0.206 0.059 0.211 0.061

All the continuous variables are winsorized at top and bottom one-percentile. *, **

10%, 5% and 1% level, respectively. Statistics are corrected for firm-level clustering.

and *** denote significance at
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(Table 10> Subsample with no deterioration in the Altman-Z score

Panel A: Estimation results of equation (1)

Model (1) Model (2)
Variables DV = AUDTO;+; DV = AUDTO;+;
Coefficient t-value Coefficient, t-value
Intercept -3.030 -0.97 -3.205 -1.01
CEOTO1; 0.459** 2.26
CEOTO2; 0.533** 2.54
SIZE; -0.070 -0.92 -0.071 -0.92
SALARIES; 0.175 0.27 0.171 0.26
INVREC; -1.446* -1.85 -1.458* -1.86
SALESGROW, -0.106 -0.59 -0.105 -0.59
EXANTEFIN; -0.096 -0.22 -0.100 -0.23
LEV, 0.543 0.95 0.552 0.97
SEO; 0.412 1.53 0.398 1.47
HFD: 8.907 1.50 9.440 1.55
CR; -0.005 -0.13 -0.005 -0.12
ROA; -0.306 -0.36 -0.308 -0.36
LARGESH; 0.127 0.23 0.137 0.25
FOR; -0.413 -0.53 -0.425 -0.55
OWNMGT: -0.524*** -2.92 -0.517%** -2.88
Year & Industry Included Included
# of obs 1,587 1,587
Pseudo R? 0.047 0.048

All the continuous variables are winsorized at top and bottom one-percentile.

EEREEY

10%, 5% and 1% level, respectively. Statistics are corrected for firm-level clustering.

Panel B: Estimation results of equation (3)

and “** denote significance at

Model (1) Model (2)
Variables Dv = AUDTO;4; DV = AUDTO;+;
Coefficient t-value Coefficient t-value
Intercept -3.660 -1.11 -3.725 -1.12
ABHOUR; -0.497** -2.01 -0.538** -2.17
CEOTO1, 0.272 1.18
ABHOUR*CEOTO1,; 1.023** 2.40
CEOTOZ2; 0.275 1.12
ABHOUR*CEOTO2, 1.306*** 3.10
SIZE; -0.049 -0.58 -0.050 -0.59
SALARIES; 0.168 0.26 0.170 0.26
INVREC; -1.317*% -1.66 -1.323* -1.66
SALESGROW, -0.095 -0.52 -0.093 -0.51
EXANTEFIN; -0.075 -0.17 -0.081 -0.18
LEV; 0.587 1.03 0.592 1.04
SEO; 0.415 1.52 0.429 1.55
HFD; 9.307 1.55 9.482 1.55
CR; 0.006 0.15 0.009 0.21
ROA; -0.241 -0.29 -0.243 -0.29
LARGESH; 0.086 0.16 0.135 0.25
FOR; -0.439 -0.58 -0.509 -0.68
OWNMGT: -0.554*** -3.09 -0.554*** -3.08
Year & Industry Included Included
# of obs 1,587 1.587
Pseudo R? 0.080 0.083

All the continuous variables are winsorized at top and bottom one-percentile. *

EX3

10%, 5% and 1% level, respectively. Statistics are corrected for firm-level clustering.
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(Table 11) Results using PSM

Panel A: Propensity score calculation (Logit)

Dependent Variable = CEOTO2;

Variables

Coeff. z-value
Intercept -0.846 - -0.25
Ln Employee, 0.165%* 4.09
Ln Age; -0.101 -1.29
HFDy -2.051 -0.53
EXANTEFIN -0.190 -0.76
AltmanZ;-; -0.040* -1.86
Profit-Sales;-; -0.380* -1.76
Year & Industry Included
# of obs. 3,113
Pseudo R? 0.039

* " and *** indicate two-tail significance at the 0.1, 0.05, and 0.01 level, respectively.

Panel B: Univariate analysis before-and-after matching

Before matching After matching
CEOTO2=1 CEOTO02=0 t-value CEOTO2=1 CEOT0O2=0 t-value
(N=404) (N=3,393) (N=403) (N=403)

SIZE 27.08 26.74 4.49** 27.11 27.08 0.33
SALARIES 0.336 0.353 -2.19* 0.332 0.344 -1.16
INVREC 0.257 0.272 -1.96*" 0.257 0.246 1.21
SALESGROW 0.013 0.079 -3.16™** 0.012 0.043 -1.54
EXANTEFIN 0.008 0.005 0.26 0.005 0.003 0.92
LEV 0.470 0.435 3.31"* 0.472 0.477 -0.31
SEO 0.126 0.068 422" 0.122 0.092 1.37
HFD 0.167 0.163 0.59 0.165 0.163 0.17
CR 1.710 1.949 -2.30"" 1.686 1.549 1.40
ROA 0.008 0.029 442" 0.008 0.021 -1.56
LARGESH 0.429 0.434 -0.63 0.431 0.434 -0.25
FOR 0.106 0.096 1.36 0.106 0.108 -0.27
OWNMGT 0.183 0.409 8.92"* 0.181 0.349 2.23""

* % and *** indicate two-tail significance at the 0.1, 0.05, and 0.01 level, respectively.
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(Table 11) Results using PSM (continued)

Panel C: The regression result when using a matched sample by propensity score

Model (1) Model (2)
Variables DV = AUDTO;+; DV = AUDTO;+;

Coefficient t-value Coefficient t-value
Intercept -11.308*** -3.22 -10.856*** -2.69
CEOTO2; 0.588*** 2.63 0.440* 1.87
ABHOUR,; -0.358 -0.80
ABHOUR*CEOTO2; 0.713* 1.92
SIZE, -0.059 -0.62 -0.066 -0.61
SALARIES; 1.449 1.56 1.462 1.55
INVREC; -1.828 -1.58 -1.921 -1.60
SALESGROW, -0.186 -0.37 -0.169 -0.34
EXANTEFIN; 1.019* 1.85 1.014* 1.86
LEV; 0.733 0.93 0.645 0.82
SEO; -0.151 -0.43 -0.187 -0.52
HFD; -8.048 -1.30 -8.589 -1.33
CR; -0.088 -0.92 -0.083 -0.89
ROA; -3.023** -2.54 -3.126™** -2.62
LARGESH, 0.708 0.93 0.692 0.90
FOR;, 1.376 1.29 1.213 1.17
OWNMGT, 0.154 0.58 0.123 0.45
Year & Industry Included Included
# of obs 806 806
Pseudo R? 0.118 0.121

All the continuous variables are winsorized at top and bottom one-percentile.

ko ko

10%, 5% and 1% level, respectively. Statistics are corrected for firm-level clustering.
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(Table 12) Sensitivity tests

Panel A: Incoming CEO's reaction to abnormal audit fees

Model (1) Model (2)
Variables Dv = AUDTO;+; DV = AUDTO,+;

Coefficient t-value Coefficient t-value
Intercept -1.650 -0.88 -1.654 -0.88
ABFEE; -0.057 -1.26 -0.052 -1.42
CEOTO1, 1.104 0.92
ABFEE*CEOTO1, 0.173* 1.88
CEOTO2, 0.915 0.75
ABFEE*CEOTO02, 0.158" 1.76
SIZE; -0.037 -0.49 -0.038 -0.50
SALARIES; 0.076 0.19 0.080 0.20
INVREC; -1.056** -2.38 -1.069** -2.41
SALESGROW, -0.228 -1.01 -0.226 -1.01
EXANTEFIN; 0.434 1.63 0.429 1.61
LEV; 1.354*** 3.42 1.361"** 3.44
SEO, 0.132 0.83 0.126 0.79
HFD; 1.765 0.63 1.808 0.64
CR; 0.056 1.44 0.057 1.45
ROA; -1.768*" -2.56 -1.749** -2.52
LARGESH, 0.246 0.73 0.250 0.74
FOR; -0.905* -1.84 -0.901* -1.81
OWNMGT; -0.164 -1.59 -0.156 -1.51
Year & Industry Included Included
# of obs 3,745 3,745
Pseudo R? 0.048 0.049

All the continuous variables are winsorized at top and bottom one-percentile. *,

* " and *** denote significance at

10%, 5% and 1% level, respectively. Statistics are corrected for firm-level clustering.

1) ¥4
LN FEE;

AP AUATE gt o

2y A2 Feac,
=ay + & BIG: + aoINITIAL; + asOPN; + wSIZE;: + asLEV: + aINVREC; + a7;SEO;

+ agCR; + agROA; + a10LnEMPLOY; + Year + Industry + ¢

636

Korean Management Review Vol.50 Issue.3, June 2021



The Relation between CEO Turnover and Auditor Switch: Which Quality of Audits Do the Incoming CEOs Prefer?

(Table 12) Sensitivity tests (continued)

Panel B: Incoming CEO's reaction to absolute value of discretionary accruals

Model (1) Model (2)
Variables Dv = AUDTO,+; DV = AUDTO;+;

Coefficient t-value Coefficient t-value
Intercept -2.244 -1.31 -2.226 -1.29
ABSDA; 2.644*** 3.09 2.767** 3.26
CEOTO1, 0.339* 1.79
ABSDA#*CEOTO1, -2.424 -1.31
CEOTOZ2; 0.512%** 2.62
ABSDA*CEOTO2; -3.915** -2.05
SIZE, -0.036 -0.77 -0.037 -0.80
SALARIES; 0.136 0.34 0.126 0.31
INVREC; -1.102** -2.48 -1.120** -2.52
SALESGROW, -0.122 -0.48 -0.117 -0.46
EXANTEFIN; 0.466* 1.80 0.477* 1.85
LEV; 1.244*** 3.08 1.259%** 3.13
SEO; 0.116 0.73 0.116 0.72
HFD; 1.551 0.53 1.599 0.54
CR; 0.058 1.42 0.060 1.48
ROA; -1.274% -1.94 -1.292** -1.96
LARGESH, 0.331 0.99 0.327 0.98
FOR; -0.883* -1.79 -0.890* -1.79
OWNMGT, -0.132 -1.28 -0.124 -1.20
Year & Industry Included Included
# of obs 3,737 3,737
Pseudo R? 0.050 0.051

All the continuous variables are winsorized at top and bottom one-percentile.

* k%

10%, 5% and 1% level, respectively. Statistics are corrected for firm-level clustering.
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