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A4 71 ]o]@ﬂ—-xloﬂ U] Ae G GolE  fees)® HARIO] WHH FAE Hil(reports)
AT S 1‘”4 FHa5e Aolg Algle] of  BET Fo] Urke M ARSE A1

&t Je7tE Yol ?i:[l ol Atk & 4 =¥ (independence) &+ A7} AtH(Caramanis
= Al HAL5 zpo] FEE FARIO| and Lennox 2008).” o1& oAl 7ApAI 713}
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& B LE Apo|7h AR JES wX e Ao|7b AR nX = G I GolEoR
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and Krishnan(2005)¢] Aol o724 3 o] &3t F/HEAE sttt agla o] Fofe
S|Aolg FALES] Aol7} Al A7 XAl Hanlon and Krishnan(2005)¢] <
of MXE AdgS dolpgitt? zAbwdE (audit  FolAe] WEEAAL EARS MAHete] BAsto
efforts) & ZHAIRIC] A 719l EAlste & 24 WHEXCER Wt Fud T4 FHE
AS A (detects)F FEH o] = w2 gon O gAo|oT AL Apole) AL
AAE S (audit fees) 2 BIZAME S (non-audit B go] AT 28-S 232 Slo] 71EA
1) & AFeA =0k o9zl AZolv IAEE ARl ‘Q%}"ﬂ"i gAlel )T FALRES] Aozt AAG WA o] E ALE 9

w3, ol %-?7} 2h-e- 73-?—2 FZeAE guth dutdog 7RIS Hyo]2]o] ﬁr*i.\_ﬂt 7$-(understated earnings)

wr} ﬁmi—\—ﬂ‘; 7Z$-(overstated earnings)dl| o]9z=g] w& 7L/\H?ﬂ°] H Z71E itk RIS Aol A ol2gt 7]

o] ®Byo|e $Fo Hud st At Az ”‘3}% Bt A 9l (asymmetric) AAdl] £ YrHDeFond and Jiambalvo

1993: Nelson et al. 2002 ). Wk 71 Aol T A5 Aol WAdlo] 22 °i‘3} = Aol Rl %
719e AR & ZARle] o] dl¢d ke, AT B A% Ee ¥ wE2E & Sl

2) AYPATEL IS AR tigh diex2 B v 9Ioh(# 3 9d 2007; Caramanis and Lennox 2008; O'Keefe
et al. 1994; Palmrose 1989 %).

3) DeAngelo(1981)& ZAHEZ g ‘THALE LY SAA BN Q/E W -’F‘ 2
FLERZ HosIGtt o] Fool wEw 8 A E| AT HAFE BT &
3 gle E94E 7K ARIe] Algshe AR E| 2o,

4) A1} HAAES] Fpo|7t AL A= g8 o]n] Hanlon and Krishnan(2005)9] dFolA b vf glont, o] ¢
£ HEEg A BAES 2t it old) figk A *}5&3 Teoitt, & AFdA o] FAE AFHY EFAT E OE ol
+ U9 A% o] Fobel FAZ AAHL A7t A9 glu T HFEFY BARE A oz rEAT} YA " AF
7} HA RS GolEy] Aot

5) 3Ale|d7 JAALEY zlolel BN HHE ezt dAA BAd s doilEthe FeRAd FA o] FUHEY
(incremental) @EE»VP EANE A 2 o2 didtH(F217] ¥ 2005: Hanlon and Krishnan 2005).
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9| Olﬂié(earnmgs management) 9§ °]
A& 9ulat o] o9l A(quality of
earnings)°] Hthe A& gnjstnz, ARl
Hollre A E (audit risk)o]l =& A& <
gtk (Hanlon and Krishnan 2005: Gul et al.
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A58 20059714 259 Al
Z AdE A FAE AL
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2 IS Hrksta ol AR AR
of wrgsta A=A e 454 S (empirical
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Fomd FEATENIE ATHANE FUT oA vlgaAolge 4P B AL
%

A ATd AR 7tEn. HE AlFdve AL B4 AFE01%(Joos et

ojgt £ =79 AL vt 2tk Al 1 A& al. 2000 Hanlon 2005 Lev and Nissim 2004).
o olo}, AMANME HIPATE HES L, ol—a— AR, A0l FA 25| o] HHIF AT
o 2 AF7dE ARt Al e A A7 o] SA]d| WAE P GohE AT
BES Ak, E4d o] &2 FEEo MY “-x' golth. oldg AFES AFEAIL ods o
E27199 BAS gt AV s AFE SA SA0gH BHASY Aold x3tE HHE
MAztet s Aok, rAYo R AVAE  AA-GA o] &std mlgjeldlE dFsta UsAE
B A7 223 A B dAd S V1sdtt YolE AFEAN AFAE v AHE Holn

ATHWeber 2005; ¥Fd 5 2007).

UAl, Aol FAaSe Aol FHE A}

I|. MajoiTo| ZEQ} JIMME Qo] Adas o 8eln ETE Lop AP
A B QATE ol &aE Aold. Aol

259 Aol Ae AL AYAe |27

2.1 MtotTe| e o ol W JREA BAAE AAIAL B

Aol HA AT AolE o] AFEL A FURMIEE BT g8 AN F7t
2 7 FAE FACE AP o5 A FAEFE At B MESFE woga &)
TE FAMEE Hro] Fheke] AuE s gt AR, A2 ZAEFE A Bl doke 719 A

AR, Aol FAL5Y Aol At FA9 RIS A5 F Slof FAle wAE
o2& AAN = AFECIY. oY dFE HIHE AoR Jista ol HIFse ATEC
< oldxg e At ez de o8y o MIPAF F B A7 /P DA #Hel 3l
A= AFH Qe R e e = A< Hanlon and Krishnan(2005)2 74}
(measurement error)®] #AIE <14 staL 3]A <] Qlo] ZJAlo] 3t FA L5 Afold 3t e

A} A L5 Aol & o]dxAe] SHAZ He  HRE o|&stertE AFedT. o AT 712
ATEo]tt(Mills and Newberry 2001; Chaney =2]& Bradshaw et al.(2001)9 dA+E 7%=
et al. 1994: Phillips et al. 2003: #17] 5 33 3tk 3 Bradshaw et al.(2001)2 A|F&
2005: 1EAH &AF 2006 5). A7F 9 ZRARle] o] 23k o] HE

=4, A A5 AolE o] A & o]&slertE ¥olE AFeltd. Hanlon and
I FAATIE AFEC] ddt gAY AL Krishnan(2005)2 Bradshaw et al.(2001)]
59 Ao|7} 245 A ofdxAgol ®ol ¥k ATl Ao AT Ao] RS FTIS)
FE o]ofolnR FA0lF HA a5 Aozt F o FAG AFe & F Itk FAA SR Hanlon

£ o]99] A& (persistence of earnings)©] and Krishnan(2005)¢] €175 AvEH, 37
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Hanlon and Krishnan(2005)2 3]Ac]¢lz
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77} Hanlon and Krishnan(2005)3}
O 2o

Hanlon and Krishnan(2005)°14+< 3
A 259 Aol Bl FHAYHo] ZALH S
JIs T Aok B A7e A<
2 dljoo] 7FAlH S0 1
T AFAFAN A GUE 3
59| o] B IAH HEI} FhA}
(audit efforts)ell ad== AT P&
Mgttt E4], Hanlon and Krishnan
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%
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ATk, ol g HeA & AFe FLHAYYEE opy
2 A wydr go] BAS Hlmath Al
A, Hanlon and Krishnan(2005)2 d+&
Aol FA L5 Aol7} FALE S HA| = o
& u’?o}‘ﬂ/‘i -‘474] o]} HAALE AolE A
A (scale) Aits st Ad=a Ho
: S t. 131‘/} 5]74]"]‘”4 er/‘ﬂ

2 249 7 2
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fe e rlo r-{m
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3} 259

7) Bradshaw et al.(2001)2 3g]7Alo]<}z}
o wA7} ‘ﬁ%% AOR o Feta 753
Aol =2 o ZhARle] MFHE Al AS

8) ]‘”7*1*"1] e FAE E5ek A =

2 x5 ﬁ].E]—

=

LY mM3sH M2z 20094 4

} ]/\E,] z].o] EH/\]o]] Hl—xgoﬂﬁa— 0]_9_'5}.0:1 Hl—xgoﬂo] Z4E HE 7‘j Ao

st ey o dTte gl dAlde] F4E ﬁ@@/‘Hﬁ«] W7 22 Ao vept i
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Aolo Atits A SHA T ARG A9
HAZE vebd Aok & 38 A A
olgzt FA L5 Aol FHAE 2AY A &
1 AT A HEoAY o] B A E <ld

TEEH(scale effects)7t &A1 4 vk, weh

A & T4+ Hanlon and Krishnan(2005)
o] W S BAdE Adstaa S34
FAto 2 ~AYsted Hanlon and Krishnan
(2005)9] HEA¥e} vl - HAefa, HE3 o]

53l ASATAMY dets} Ttede ¢ A =
ol 1A} af3irt.

YA, Hanlon and Krishnan(2005)2 -l
Aol =2l Aol FALEY ATt 255
ol x| fFo] &7 Wil RIS bl
o] F7IE I & lew, 1 ARE RIS
F7F AAEFE aFdte Zlolth. e AA)
AAME S (actual audit fees)e A5+ APA+
1A 719t A3 SaAzE sk (i
;,} 122 2007), A4 AR SE IA)
T, _1.-;1——.454 oojo] BAA Zo] AAHQ
w}a} A% == WA (Choi et al. 2006), Hl
HAEST7Y 7199 IS SA 6k
o Bop A3 Sk F43cH(Caramanis
and Lennox 2008: Choi et al. 2006; ¥&4d
I} ATtk 20080 ¥R vkkg 2007 ] #I
e 2007 ). webd B dFe FIHAES
5l F7AAIRNS Bk AA™s S35 9ot
B34 A4 (abnormal audit fees) 2 H1H
¢ A7 H(abnormal audit hours) SHAE ©|
&sto] Aot nRIAR o5 S8 A4 37|
o)z} HAH 59| 20| (total book-tax differences)

i

Al v S Aol A 452 Zo](abnormal

book-tax differences) 2 H%/d #AJH (abnormal
accruals: A& WAYN) S o] &g FIHEA S F
B

olg]gt HelA & AT Al FA a5
Aol 7b ZAMEG] wA = o] dste] gopE
Hanlon and Krishnan(2005)¢] Q734 E4<]
AR F5 ol FHAA AdA7I glem, A
FAFAN ThFA| B} Ao T A5
Zpol7k AR WA= deke st §lof
71E A7 M E e A3 & ot

2.2 74de] HF

APATEo Al oJshd 3jAo|dH HFALE
9] zlel7} Arhks AL o]Ye] A(quality of earnings)
oJu| gt} (Phillips et al. 2003:
Hanlon 2005; $¢17] & 2005, &AL &4
T 2006 %). dE 501 Joos et al.(2000)<
3Alo] 3 FA L5 o]zt F 7Fol| o] Rk
Al4(earnings response coefficients)”} o 2}

= A& T892, Hanlon(2005)2 37
olojzt FA L5 Ao|7t F Ao o] A&
ol vtke A st} vk Akle] A
o]} I 25 Afolo WHFHE o]l Hof tf
gt AEE meldtd sAo]Y 3 FA L5 Aol

o] o —0—

72 19S A A Aol BAE AR
oo e wB (B PTG Y EE AR
ML A0l 2 B T 5 7182
ROIEE) b Aol LR Holst 2
FE ARG APl 34 AoR d3E

9) Feluetels AARztl] g JEE o] §7FeskAlRt el Foddt AaRle] Aoy ARle] AFd deike eE FEE

Falo] & 4 glorz ¥ droe e
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slA0]2fznt DSl Rfolot Ll HETL ZIAMAIZERL ZALE o D[Rl S

B ATE olsh Budel et 2ol M 1 o vAE GFE Tohus] Adtel Tt o) 7}

< AAPT A 28 Add.
7P 10 Aol AR50 Afole AR 7P 20 EAA L FARAZE k(+)9 AT
7} (+)9 #AZ} At ot

e, Aol FA a5 Aol offld o] A A B AR Fholy
o] A& Jehle SHAZ BN (accruals) & d AE7HEe Aol =& kDY T 4
H7} Zol] o] &5 gtth(Jones 1991: Dechow  AF7Haudit costs)E& BSA7IEE AL F
et al. 1995 5). AY9AE o|gxHo Fde=r 7bE A7) EQlo] W HAFS o 13}
BN S o] &otH | o2y e AL Ao o Axm AR F7IE ool Zlolth, T
2 AR B oa 2 277 A Er o] Aol HAAFY Apolrt Arkes AL v
Ao A7 FolsjaAAEAA A #F F oldxAY 3ol Erhe AolH (Hanlon and

rr
to,

= &40 glemg 7] o]zl AFE  Krishnan 2005), ol #ZARI AFdM= 74}
dre ALY 9 W7 BAY Fof ffEis ¥ (audit risk)o] Atke Zo|BE RIS F
(proxy)E AH&al 2tz Jones(1991)el <) 7He AR Adgete AALEFE Qe 2
HIA A B o] R g 2o] i et A Zolth, wtgha] Aol I a5 Ao|7} 2
FA WA S o] gt AFA TR 7Y T ARG RS 71 low ddE
o] o]z A= g o] AL gotst=dl fré . AFdAE ol9 #HHst eI 2] Jb
a S xde]l Dechow et al.(1995)¢] A7tolA 3& Agett

wr Lo

B ¢ e 24 7 31 A1 HAH L5 Aol PAES
do] FFE AR A Ze] Sk A o ak(+)o AT} Yt
Ade I7te ARle FrtAbEo] Sty

v

B 9] AT BEG AT o] olee] AL
Q= A UEe Bele] Majugd 04 ’

7t

do] 242 7hAQle AT T € 9FS Lot
oz oy ¥ ATdNE BAdel At BI] fele] Tt 2ol s 48 AFEn” 3

AT A l‘”—flﬂ ‘BA01)3} A 45S] AJo'E Hanlon(2005) E Hanlon and Krishnan(2005)3} o] ‘g|Alc]jz} 3}A)
’\57} X}OH e -4“]511’4 & ﬂﬁ] o]o)a} A AEL] ato] gro] AujghE Fofsle] SAJH WHaelt), 7|y A & AF
g Ao °‘4Jr A L5 Aol 2 7%t
1D O] %OPQ] "45304?\_ ?‘ﬂa”@"“" 0]9“}“’0‘% 2 dte wAd o FINATL A SAAE BT 24 o] &aioict. A
kel Aol de e FIAAETE AZFH TAYo]7] wjFo|tt,
12) Hanlon and Knshnan (2005) A = §]74]°] ‘”JJr A AEQ] Afolg} AALE 9k BAE ZAJSPHA FEbAldlo] ZIALH ] W]
L o3s gold uh 9
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ztol e} w7 pA] 2 kAo
A g ol F7tetd %‘7}7”\}5
NOoBZ(Gul et al. 2003),

= AR AApEaTE S7be ag;

WARES F(+)el B

3.1 4

A0l%3} FA25Y o] % wyo] AL
B EE RS BRse] YEAlE dopu]
et BRH AFBIANS 242 4(1) 2 A(2)
g 2o A1) 2 H(©2)e

AFEANN AT ARG AR R 3
FHOR A4BANE UEEI(ITLS 2
2007: #H B3 9Fd 2007: LI A<t
2008: " 2005: oAl&3 FHF 20050 A
F%9 & 2005 =73 5 2003; AFdH AL

2001: Caramanis and Lennox 2008; Choi
et al. 2006; Hanlon and Krishnan 2005:
O'Keefe et al. 1994; Palmrose 1989: Francis
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BTD* DTE* TA* DA*h= 25 23 <
(H)9] F#AFE 2te A2 Ygytt.33)

v FAIe R ~AYS BS(BTD, DTE, TA,
DA)= LNAHe| el 2% ¥(+)elAvt DTER
frojg Aol vewth @, SIZEE 2AY
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44%NA Hol 80% AtelZ =& F(+)9] A
FE Holx b, ol VA EI} & VYT E
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AR S7F 5712 4 9tk (Hanlon and Krishnan
2005). (E DM FHEEY 17 2& TE5HUF7L
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F7F BARSE(LNAR) Q] 7399 3A8A @
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sAlolfzt oM 52| Xfolot &
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IAIZb} ZiAbE Aol ojxls eigt

(F 3-2) 7|72t BAHA7 o] AltabA|
B LNAH SIZE BTD* DTE* TA* DA™ BTD DTE TA DA
LNAH : 0.828 | 0.662 | 0.336 | 0.662 | 0.696 | 0.029 | 0.068 | 0.020 | 0.034
(0.000) | (0.000) | (0.000) | (0.000) | (0.000) | (0.272) | (0.010) | (0.441) | (0.204)
B ) 0.740 | 0.436 | 0.789 | 0.805 | -0.059 | 0.047 | -0.011 | -0.026
(0.000) | (0.000) | (0.000) | (0.000) | (0.026) | (0.078) | (0.689) | (0.318)
BTD* ) 0.294 | 0.625 | 0.627 | 0.394 | 0.133 | 0.069 | 0.040
(0.000) | (0.000) | (0.000) | (0.000) | (0.000) | (0.009) | (0.135)
- . 0.285 | 0.315 | -0.147 | 0.401 | -0.133 | -0.070
(0.000) | (0.000) | (0.006) | (0.000) | (0.000) | (0.008)
" ) 0.732 | 0.016 | -0.004 | 0.377 | 0.161
(0.000) | (0.540) | (0.854) | (0.000) | (0.000)
DA : -0.003 | 0.021 | 0.142 | 0.437
(0.915) | (0.439) | (0.000) | (0.000)
0.043 | 0.239 | 0.156
EE L 10,109 | (0.000) | (0.000)
-0.013 | 0.050
DTE L 1(0.634) | (0.060)
0.407
TA 1 (0.000)
DA 1
1) BTD, DTE, TA, DA ¥ % 934 ™5 FAG A5E FA002 2A9ehy 42 Z9ola, BNFA @& B9E F
Aoz 27AE 299 @ Uulx W Hole (X 2)9 9 2
F9) BHoe] SAE pAk (FSAZ).
23) 99 BRE 2(1)9] RYAL o] 43 A%e] WaEThe] Fol= JAASE BuFH(N=1,426)
A1) 2(2) BF =4 dehdth, 94 2&W5 1% F30A 590 d(+)9 gto] Vet o
7F AR S FH B = BTDO 3 = DAY BFE FEAdo] 2 FfEY AFH
AAFE FHRE 13 2 25 5% FF0A 79 WA dlo] 2 7ALFE ZARIY] TAFEAAI ]
3k o (4)9 Fhol YEhY didd} o] slA o]} 7 OE AL guigit. & FdAde] 4¢ A
PH 25 Ho|7} S4E AR ZAMEUAZE Al A AFAES AT § e FEo] HAF
o Zteke Ao & Uit 2ol wolo] olel AHA LAdolmz  7RA}
a8 ACCY A TAQ A BAAHCR & 9L el At FrlekeE AR AP
ot Agghe] YEA] & wHH DAY A% o] EAste AMFA AN AV} /M AS
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(E 4) 3/A0[2fzt M52 Xto] & LM HETL ZAZE 52 ZAtEs Z2Fof njRle Jgof 2et 27Z4Zn

= FTEUSF T ARZHLNAH) &S AR (LNAF)
o T F4ud 1 45 2 453 3 453 4
=T 425 ACC=TA ACC=DA ACC=TA ACC=DA
e ) ~0.029 ~0.077 1,243 1.212
o ! (-0.132) (-0.349) (33.892%**) (33.482**%)
BTD " 0.646 0.555 ~0.025 ~0.006
(2.245%*) (1.927*%) (-0.185) (-0.045)
ACC " ~0.042 0.505 0.235 0.255
(-0.268) (2.713°*%) (2.614°*%) (2.544%**)
- . 0.322 0.323 0.333 0.335
(29.513**%) (29.708%**) (51.417**%) (51.529%*%)
0.137 0.137 0.067 0.066
“0.012 ~0.009 ~0.012 ~0.015
FIRST - (-0.402) (-0.298) (-0.735) (-0.895)
0115 0111 0.086 0.086
AUDREG i (-1.922%) (-1.855%) (2.662"*%) (2.666™%)
con + 0.091 0.091 0.082 0.082
(3.798*) (3.7987%) (6.024***) (6.028"**)
0.216 0.218 0.138 0.137
CONFM + (12.579**%) (12.707***) (13.244%*%) (13.928**%)
0.267 0.270 0.261 0.263
INVREC i (3.253"%) (3.998"*%) (5.580"**) (5.638"*%)
0.018 0.004 ~0.048 ~0.050
EXPT i (0.469) (0.095) (-2.145") (-2.239"%)
0.127 0.115 0.194 0.185
ISSUE i (1.539) (1.399) (2.638"*%) (2.5117*%)
I B ~0.019 ~0.019 ~0.028 ~0.030
(-1.751%) (-1.820%) (-4.826™%) (-5.092"**)
0.170 0.146 0.014 0.009
LEVE * (1.991%%) (1.717%) (0.319) (0.220)
2Ol + 0.809 0.721 ~0.074 0.057
(3.912*%) (4.0647%) (-0.742) (0.681)
0.407 0.393 0.099 0.100
LOSS * (3.207%) (3.1517%) (1.174) (1.189)
0.007 0.007 ~0.000 0.001
GRW * (1.876%) (1.914%) (-0.016) (0.119)
~0.298 ~0.279 ~0.067 ~0.075
OPN * (-1.566) (-1.471) (-0.900) (-1.009)
B ~0.245 ~0.234 0.142 0.139
OWNER (-4.957%) (-4.081*%) (-4.387%) (-4.302%)
0.397 0.395 0.450 0.443
FOREIGN * (5.438"*) (5.5247**) (10.344%*) (10.180°*%)
S'IND ¥t EX EX 3
SYEAR 3t 33 E] 3t
=l 0.763 0.765 0.857 0.857
7 144,647 1456317 377.332° 377.058°
BEE 1.4%6 1.4%6 2.003 2.003
=1) w%e AOE (£ 00 99E TE. ©, 245 17 09 2E05E I INAR Ol 2, 958 39 49 25055
a2 (LNAR) )
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AtE AL o]dxA o] shsAe] 7] Wi 7t
ARle]l Yol e AL Eo]l =t} Hanlon and
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The Effect of Book-Tax Differences and Accruals on
Audit Hours and Audit Fees

Kyu-An Jeon® - Jong-Il Park**

Abstract

Recent academic studies investigates book-tax differences as an indicator of earnings
management(Joos et al. 2000; Philips et al. 2003; Hanlon 2005; Hanlon and Krishnan 2005
etc). Tax accounting texts claim that the differences between pre-tax financial reporting
earnings and taxable income (i.e., book-tax differences) can provide information about
current earnings, and the large differences between book and taxable incomes should have
been an indicator of low—quality financial reporting earnings. The underlying maintained
hypothesis is that because less discretion is allowed in the computation of taxable income,
book-tax differences can informative about management discretion in the accruals process.
The prior literature on book-tax differences provides evidence consistent with the differences
providing information about quality of earnings. Though recent research reports that earnings
management incentives and lower earnings response coefficients are associated with book-
tax differences (i.e., Hanlon 2005), there is no direct evidence that large book-tax differences
reflecting information that auditors use to assess quality of earnings.

This paper examines whether auditor utilize the information in book-tax differences. Specifically,
we investigate whether book-tax differences are associated with higher audit hours and
audit fees. Prior financial accounting research reports evidence consistent with accrual earnings
being more relevant in reflecting firm performance as compared to cash flows (Dechow 1994;
Dechow et al. 1998). We also investigate whether audit hours and audit fees are associated
with discretionary accruals. Using our measure of total book-tax differences and discretionary
accruals allows us to examine auditors use of all this information collectively. We measure
book-tax differences as the absolute value of both total book-tax differences and accruals. A
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large or volatile book-tax differences and accruals (positive and negative) may imply a large extent
of aggressiveness or frequent manipulations. We use discretionary accruals to measure the
extent of firms earning management. We employ the model identified by Dechow, Sloan and
Sweeny(1995) to estimate discretionary accruals.

If auditors use the information reflected in book-tax differences in assessing quality of
earnings then large book-tax differences should indicate the necessity for auditors to exert
more audit effort (more audit hours and including more specialists) which would increase
the level of audit fees for these relative to firms with smaller book-tax differences, all else
constant, and also similar to accruals.

The sample consists of non-banking firms with a December fiscal year-end listed on the
Korean Stock Market over 2000-2005.

The empirical findings are summarized as follows. First, to audit hour results, the data
are consistent with larger book-tax differences or discretionary accruals being associated
with high audit hours and audit fees respectively. However, we find no evidence that audit
hours is associated with high total accruals. Second, to audit fee results, if prior Hanlon
and Krishnan(2005) differently, book-tax difference as dividing by total assets (this is
scale), the data are inconsistent with book-tax difference being associated with high audit
fees. However, the data are consistent with larger total accruals or discretionary accruals
being associated with high audit fees. Third, abnormal book-tax differences is no associated
with abnormal audit fees, but abnormal book-tax differences is positively associated with
abnormal audit hours. However, the magnitude of discretionary accruals is positively associated
with abnormal audit hours and fees. Finally, we find that audit pricing is premium related
to higher magnitude of discretionary accruals and deferred tax expenses.

Overall, we interpret this evidence as indicating that large book-tax differences or discretionary
accruals reflect information that represents a higher risk of earnings management which
increases auditor’s efforts and time spent on the audit. We interpret this as being consistent
with the book-tax differences or discretionary accruals reflecting information that auditors
use to assess earnings quality.

This paper make a important contributions to the accounting literature. This work contribute
to several lines of existing research in earnings management and audit quality related study.
As well, the findings of this study support the importance on the further detailed disclosure

on the tax income.

Key words: book-tax differences, discretionary accruals, quality of earnings, audit hours,
audit fees, audit risk, audit quality
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