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(Table 1) Distribution of observations

(Panel A) Distribution of observations by Year

Year Sample of AUDIT HOUR Sample of AUDIT FEE
# of obs. % # of obs. %
2003 387 12.90 449 14.47
2004 430 14.34 452 14.56
2005 416 13.87 423 13.63
2006 462 15.41 466 15.01
2007 416 13.87 418 13.47
2008 380 12.67 390 12.56
2009 508 16.94 506 16.30
Total 2,999 100.00 3,104 100.00

(Panel B) Distribution of observations by industry

Industry Sample of AUDIT HOUR Sample of AUDIT FEE

# of obs. % # of obs. %

9, 99 % oY 30 1 29 0.93
4 5 0.17 5 0.16
A z4 2,098 69.96 2,163 69.71
A7, b, BT R SR A 55 1.83 56 1.80
144 183 6.1 186 5.99
T % A 224 7.47 232 7.48
Y 82 2.73 87 2.80
Sub gl A 1 0.03 1 0.03
%, 93, BEeA 9 FEAH| Y 75 2.5 86 2.7
T 2 dddd 6 0.2 6 0.19
A 9 r1sAn 2 207 6.9 218 7.03
AT B AR A H] A Y 15 0.5 16 0.52
WEAH| 2 5 0.17 5 0.16
de, 2¥z 9 of7t## Afr|ay 13 0.43 13 0.42

Total 2,999 100.00 3,104 100.00

A2t 120,501(70,000) el e, Fa¥a  ZHAUDIT HOUR) #8710 247} 0.06(0.04),

ol M4 dHddAF5 59 ARWF(JACFO]), l

7@)&— ;(ﬂ
H &9 Ak (|ADE-1]) €]

ZASAT Ha1A M4z 20124 8

A7kel AAg(|APC ), ®

FHEFAR)E B

B AL A2

0.11(0.08),

0.11(0.08),

(AUDIT FEE)

EE7]

0.15(0.09) 2 uelytor, ZAtES
Fo7 27+ 0.06(0.05),

0.15(0.09) & Yeht ZHARAZE B
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(Table 2) Descriptive statistics

(Model 1) Dependent Variable= AUDIT HOUR;

(Model 2) Dependent Variable= AUDIT FEE;

Var. Mean Median Std. Var. Mean Median Std.
AHOUR 1,451 828 2,620 AFEE 120,501 70,000 189,522
| ACFO4 | 0.06 0.04 0.07 | ACFO¢-1] 0.06 0.05 0.07
|APC; | 0.11 0.08 0.11 |APC; | 0.11 0.08 0.11
|ADE; | 0.15 0.09 0.17 |ADE | 0.15 0.09 0.18
|DA | 0.07 0.05 0.08 IDA| 0.07 0.05 0.08
LTA; 19.48 19.18 1.49 LTAt1 19.39 19.12 1.47
BIGt 0.65 1.00 0.48 BIG: 0.64 1.00 0.48
CONg 0.61 1.00 0.49 CONy 0.61 1.00 0.49
INVREC: 0.30 0.29 0.16 INVREC¢-1 0.30 0.29 0.16
EXPT: 0.03 0.00 0.10 EXPT 0.03 0.00 0.11
ISSUE: 0.02 0.00 0.05 ISSUE1 0.02 0.00 0.05
LIQt 1.94 1.38 1.99 LIQt1 1.91 1.37 1.91
LEVE 0.44 0.45 0.19 LEVEt1 0.45 0.46 0.20
OPN}-1 1.00 1.00 0.06 OPNj-1 0.99 1.00 0.08
ROA; 0.03 0.04 0.11 ROA¢ 0.02 0.04 0.13
LOSS; 0.18 0.00 0.39 LOSS: 0.18 0.00 0.39
LOSS_3YR; 0.33 0.00 0.47 LOSS_3YR¢-1 0.34 0.00 0.47
GROWTH;, 0.08 0.06 0.27 GROWTH:-1 0.09 0.07 0.28
FIRST: 0.19 0.00 0.40 FIRST; 0.19 0.00 0.40
OWNER; 0.40 0.40 0.18 OWNER;, 0.40 0.40 0.18
FORN; 0.04 0.00 0.11 FORN;, 0.04 0.00 0.11
oJ7]A,

AHOUR, : t7] ZAAIZE,

AFEE, D7) AR (L),

|ACFO-1| : t-17] W13} 99dF5 8] 2,

|APC-1] =171 MR} AzL7ke Ao,

|ADE-1| =171 WA AZAugo Azt

| DA-1] : t-17] Modified Jones 2ol 2|3 A2z WAool Ak,
LTA D g AR g

BIG D BIG4 AF SAECIH 1, ofyd 0,

CON CAAAFAEES Y /19 AE T, oW 0,
INVREC : AnApt g & vF (= Aot +mEA4) /240,
EXPT DEHE (=EeEY/EMEd)),

ISSUE D AR e zdde] Adigh(7|2FAMIe R 2FE),
LIQ CHEHE (= (REARYREEA)),

LEVE D RAEE (= (ERA/EAD],

OPN L Al o] AR elZAelE 1, 28] goR 0,

ROA D3RG E (= (B0l /FARD) ),

LOSS D 7IEEA A vIdeld 1) o™ 0

LOSS3YR : 37 337 494 71gdeld T, ofyd 0,

GROWTH : WZ99 44E (=(Q7|vEd-A7|v&d)/A70Ed],
FIRST D 2EZRPIgelE 1, oW 0

OWNER @ 553AAE X3 d5F Ad+,

FORN DY FARAA A
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A ALl Aol7t ATt %4 Jones
24t AgA dAgd o] Ao gh(IDA )

52
& FHY BT JF(F99)0] 0.07(0.05) 2 Vet
-
2

rlu
P
o |o
i
=
Ruj
b9

o] FAPA| A 2pA] 8= H]F(INVREC) 2 2F 30%
Z ek g 18 SEAA 28 HuF
FAEE(OWNER)E ¢F 40%, = AFAA &
(FORN)<& oF 4%t = Velyitt

5o 2 (Table 3-1)914 & AR 9 ZHALE.
ol F QWG] ol ARAAE, (Table 3-2)
A= ZAAZE B AR S0} 716 BA W1
goj& FRABAE AAEATE (Table 3-1)9
(Panel AJolAl ZHAAIZHLHOUR) < B/ 44
dF5E(/ACFO P)H 1% FTolA freldt &
+)9] AHAE vEbd v w1 A=At
/APC_P/) ¢} B84 AZA ¥&(/ADE P/))#+=
gk AHAATE VEhA] @okeh e, HARA
(

ofs

(
(
'ﬁ' o A
ZHLHOUR)Z A %A @A (/DA P)H=
o AHAAE HAsA] E3tgieh. (Table 3-1)
] [Panel BJoA& ZAES(LAFEE) 9 94
T FRHAE AAEAE, HEY ddde
SE(/ACFO P/ v A=L7H/APC P))

FEdA o 5

St AR DA (/DA_P) T Al 7HA AAle]dz

Aol o4 (/ACFO_P/, (/APC_P/, /ADE_P/)3t

de 1% Tl Fog F(+) ZHAAAE vt

Ws ol oy, g5344 (multicollinearity)

TAE L ArY =& AHHAE ofd Ao
dodct® Fag oo 3)AEA AT A

z

o z

A A S (VIF) 2 Rastdsd Ho 24537
_/]:

?151‘

r
i
T

(Table 3-2)¢] [Panel A)9} (Panel BJE <4
Z, 719 R(LTA)7E 55, Bigd AR
FE e O2E PR ARSI 1%
Tl A fFolgk k(+)9 AuBA vepyitt A
AAFAREE A 719 (CON) L5 A

4
3 ZALEAE 7k W AR 2 w2

N

o] H]Fo] =& 7|9 (INVREC) S #4dte Ao
Uyttt 71 BAMSET ABAe B2 2
AR GEaAAH R 3 Azl di7hsA e

Ygedgon A A% dB7 1A S A5 dal (DA P| W4E 7} 2y
ster} Aske ti2A gkt

9) 2k
A7 Aoz ekt

AASIT H41E M4z 20124 8Y

HE A B Frkete] BedRs s sl B

3

v A= ] )

oz 3|AEAA B9l (variance inflation factor: VIF) #e] 102 A3]aPd t5-3-44 (multicollinearity) 417}
3 o F 3
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(Panel A) Audit hour and key variables

(Table 3-1) Pair-wise correlations between key variables
(p-value reported in parenthesis)

Pearson
Var. 1.]ACFO _P| 2.|APC_P| 3.|ADE_P| 4.|DA_P|
0.05 0.01 0.01 -0.02
P LHOUR
E 0.01 0.67 0.46 0.26
A ] 0.21 0.19 0.56
R ' (0.00) (0.00) (0.00)
S ) 0.59 0.13
o1 ~ (0.00) (0.00)
N 0.31
3.
(0.00)
(Panel B) Audit fee and key variables
Pearson
Var. LAFEE 1. 2. 3.
0.04
P 1.]ACFO_P|
o 0.02
A 0.04 0.21
2.|APC_P|
R 0.02 (0.00)
S 5 |ADE P| 0.01 0.21 0.59
0 I 0.64 (0.00) (0.00)
N -0.03 0.56 0.13 0.33
4.|DA_P|
0.06 (0.00) (0.00) (0.00)
% Please refer to (Table 2] for the definition of the variables.
5.2 Tk sl7iA| Za} 54 APEFEE(|ACRO ) 7] Az
Fe] B AAF ol 0.513(t-value=3.12) 2.2
B AN E AN 258 7714 1% SA ﬂ;} FH+)9 ”?&%ﬁlf—— R
Fot7| §lg i AL AHLE AAG WA th HHG AIZYL7HAPC )9 A% 271 ZA

(A7 1)oX e A7le] AA ] Fgle—i

772

AlZbake] S AA S ghol 0.171 t—value=2.08)i

+)9 FHBAE
(|ADE1 )& 371
A ﬂﬂ?ﬂ? el 0.305(t-value=5.28)

Uety 5%
HeRieH, v

oﬂ A #1 3
3 A&
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(Panel A) Audit hour and other variables

(Table 3-2) Pair-wise correlations between other variables (p-value reported in parenthesis)

HRO|EH ST LA

2F 9l ZiApRS

o

o

EL

P

Pearson
Var. 1LTA  2BIG  3.CON 4INVREC 5.EXPT 6ISSUE 7LIQ  8LEVE 9.0PNP 10.ROA 11.LOSS ]%SS R (l}%O\KITH %)%".»“'NER 15.FORN
LHOUR 078 042 040 -0.25 -0.01 0.11 -0.19 0.18 (0.000 0.10 -0.06 -0.707 0.03 -0.13 0.11
(0.00) (0.00) (0.00) (0.00) 0.58 (0.00) (0.00) (0.00) 0.95 (0.00) (0.00) (0.00) 0.17  (0.00) (0.00)
1 0.33 043 -0.31 -0.03 0.13 -0.16 0.15 0.01 021 -0.17 -0.22 0.06  -0.09 0.14
) (0.00) (0.00) (0.00) 0.07 (0.00) (0.00) (0.00) 0.45 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
9 0.13  -0.12 -0.03 0.06 -0.04 004 0.02 0.11 -0.05 -0.09 0.01 (0.000 0.14
) (0.00) (0.00) 0.08 (0.000 0.05 0.05 0.36 (0.000 (0.000 (0.00) 0.63 0.86  (0.00)
3 -0.21 0.13 0.05 -0.07 0.05 (0.000 0.06 -0.06 -0.07 -0.03 -0.08 0.03
’ (0.000 (0.00) 0.01 (0.000 0.01 095 (0.00) (0.00) (0.00) 0.12  (0.00) 0.08
4 0.03 -0.01 -0.06 0.22 0.01 -0.05 0.02 0.04 0.10 -0.04 -0.03
) 0.14 0.69 (0.000 (0.00) 0.44 (0.00) 0.32 0.03 (0.000 0.04 0.07
P |5 0.01 0.02 002 -0.03 -0.06 0.03 0.03 -0.05 -0.04 (0.00)
B ' 064 022 040 0.16 (0.000 0.06 0.08 0.01 0.04 0.89
A lg -0.07 0.23 (0.000 -0.09 0.08 0.03 0.03 -0.04 -0.04
R ) (0.00) (0.00) 0.81 (0.00) (0.00) 0.09 0.17 0.03 0.05
s |7 -0.58 0.02 0.13 -0.08 -0.12 -0.11  0.05 0.08
) (0.00) 0.18 (0.00) (0.00) (0.00) (0.00) 0.01 (0.00)
0 8 -0.08 -0.32 0.25 0.27 0.09 -0.14 -0.09
N (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
9 0.12 -0.08 -0.06 0.04 0.05 -0.02
) (0.00) (0.00) (0.00) 0.02 0.01 0.23
10 -0.61 -0.34 0.19 0.10 0.10
) (0.00) (0.00)  (0.00) (0.00) (0.00)
1 0.36 -0.14 -0.04 -0.05
: (0.000  (0.00) 0.05 (0.00)
19 -0.01  -0.09 -0.10
) 0.43  (0.00) (0.00)
13 0.03  (0.00)
) 0.07 0.85
0.05
14. 0.01
AASIT H41E M4z 20124 8Y 773




(Table 3-2) Pair-wise correlations between other variables (p-value reported in parenthesis) (A%)

(Panel B) Audit fee and other variables

Pearson
Var, AFEE L 2 3. 4 5 6 7 8 9 10, 1. 12 13 1
0.85
LLTA (0.00)
03 i
2Bl 0000 (0.00)
0L oA
3.CON .00 (000 (0.00
09503 T
AINVREC 0000 10,000 (0,000 (0.00)
002 004 008 04 G e
5.EXPT 020 003 010 (0.00) 029
0107000008006 10,000 0,60
p |6ISSUE 000 (0000 012 (0.000 089 086
E |71 09108006008 001001 o
A | 0000 (.00 (.00 (000 062 043 (000
3 - 020 04 008 006 00T 001 01 o
s |* 000 (0000 001 (.00 (0000 05  (0.000 (0.00
0 [oopyp 003005 00500304 000004 00T R
N | 0PN 011 001 (0000 015 002 044 001 062  (0.00
- B T TN 5 A AN ) X S A R B 17
: 0000 (0000 (0000 (0.00 074 004 (0.000 (0,000 (0.00 (0.00)
L Loss 01208008 008 0007 002 000 008 022 010”0 B
: 0000 (0000 (0.000 (0.0 088 029 (0.000 (0.000 (0.000 (0.00 (0.00)
i gy 002100009 008 006 005 012 027 008 029 0.3
0SS 0000 (0.000 (.00 (000 006 (000 001 (000 (000 (000 (0.00 (000
omowmn 004002 000003 006 007 008 007 007 (0000 014 011 (600
: 003 022 080 008 (0.00 (0000 (0.000 (0.000 (0000 094 (0.0 (0.000 095
owgn 0670080007 00T 004 004 003 006 014 006 010 005 008 0.1
: 0000 (0000 099 (0.00 004 002 009 (0000 (000 (.00 (0.00 001 (0.00) 043
o 003 014008 .08 000008 0,07 0009 000,09 00602 0T 0 G
FOR 0000 (.00 (.00 008 009 043 015 (000 (0000 076 (0.000 (0.00) (0.000 044 001
#* Please refer to (Table 2) for the definition of the variables.
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(Table 4) Results of Multivariate Regression Analysis - Audit Hour

AUDIT HOUR; = ap+ a;/REM;-;1/+ a2/DAw-1]+ asLTA:+ asBIG:+ asCON;
+ agINVREC; + a7EXPTi-1 + aslSSUE; + aol1Q) + aioLEVE;
+ a110PNg-1+ a12BOA: + a15L0SS: + ajsLOSS3YER: + aisGROWTH;
+ a;sOWNER: + a;7FORN; + YD+ XID+ ¢ (1) ~ (3)

Independent Dependent Variable = AUDIT_HOUR;

Variable Estimate t-value | Estimate | t-value Estimate t-value
B PO g (O RO 14 5222 R N -0 A PG AN s I8
. |ACFO4-1| 0.513*** 3.12 .
. | APCy1| 0.171** 2.08 .
R S SO SOt USRI M0 B E- X

DA | 0.082 0.58 0.289™ 2.45 0.133 1.09

LTA, 0.389*** 49.68 0.390*** 49.85 0.390*** 50.15
BIG: 0.327"** 16.54 0.325"** 16.46 0.323"** 16.38
CON; 0.118"** 5.80 0.119** 5.81 0.121"* 5.93

INVREC; -0.016 -0.25 -0.023 -0.37 -0.023 -0.38

EXPT, 0.040 0.44 0.030 0.33 0.040 0.44
ISSUE; -0.194 -1.07 -0.200 -1.09 -0.235 -1.29
LIQ: -0.025*** -4.49 -0.025*** -4.46 -0.024*** -4.38
LEVE -0.049 -0.75 -0.038 -0.58 0.003 0.04
OPNi1 -0.060 -0.35 -0.038 -0.22 0.026 0.15
ROA; -0.107 -0.91 -0.113 -0.96 -0.050 -0.43
LOSS; 0.061"" 2.02 0.061** 2.05 0.067" 2.25
LOSS_3YRS; 0.145™** 6.77 0.147*** 6.82 0.146™" 6.84
GROWTH, -0.057 -1.62 -0.057 -1.64 -0.055 -1.57
OWNER; -0.268%** -5.24 -0.260*** -5.08 -0.235*** -4.57
FORN; 0.031 0.39 0.024 0.30 0.005 0.06

Industry & Year Fixed Fixed Fixed

Adj. R 66.73% 66.67% 66.93%

F-Value 251.57** 250.88*** 253.84™**

# Of Samples 2,999 2,999 2,999

Max VIF 2.11 2.10 2.13
e ** ¥ represent significance at the 1%, 5%, 10% levels, respectively, two-tailed.

% Please refer to {Table 2) for the definition of the variables.
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(Table 5) Results of Multivariate Regression Analysis - Audit Fee

AUDIT FEE; = Bo+ Bi/REMy-1/+ Bo/DAs-1/ + BsLTAw-1+ BiBIG:+ B5CONy
+ BsINVRECi-1 + B7EXPTi-1 + BsISSUE -1 + BoL1@Q-1+ BioLEVE-
+ B110PNg-;1 + B12ROA¢-1 + B13LOSSr-1 + B14LOSS3YRs-1 + B1sGROWTH;-;

+ BisOWNER, + Bi7FORN;+ XYD+ XID+ § 1 (4) ~ (6)
Independent Dependent Variable = AUDIT_FEE;

Variable Estimate t-value Estimate t-value Estimate t-value
oot e L ane | s Ll s LT
. |ACFOy-1 | 0.576*** 4.37 :
:  |APC| 0.345"* | 5.40 :

DA | -0.072 -0.64 0.141 1.51 0.013 0.13
LTA 0.402%** 66.10 0.402*** 66.30 0.403*** 66.73
BIG: 0.123"** 7.96 0.120™** 7.81 0.116™** 7.58
CON; 0.074"* 4.61 0.079™** 4.91 0.075"** 4.72

INVREC 0.028 0.59 0.009 0.20 0.023 0.48

EXPTy 0.008 0.59 -0.006 -0.09 0.017 0.26

ISSUE-1 -0.158 -1.15 -0.156 -1.14 -0.147 -1.07

LIQ -0.011** -2.31 -0.011** -2.40 -0.011** -2.36
LEVE 0.184"** 3.75 0.194™** 3.96 0.233"** 4.75
OPNi+ -0.013 -0.12 0.001 0.01 0.048 0.46
ROA¢ -0.228*** -3.07 -0.199*** -2.72 -0.065 -0.88
LOSSi1 -0.018 -0.76 -0.014 -0.63 -0.017 -0.74
LOSS_3YRSi+ 0.027" 1.64 0.035™* 2.10 0.036"" 2.16
GROWTH 0.034 1.32 0.031 1.20 0.034 1.33
OWNER; -0.353*** -8.90 -0.338*** -8.51 -0.322%** -8.11
FORN; 0.154** 2.41 0.136™* 2.13 0.122" 1.92

Industry & Year Fixed Fixed Fixed

Adj. R® 74.84% 74.92% 75.12%

F-Value 385.5%** 387.16*** 391.46***

# Of Samples 3,104 3,104 3,104

Max VIF 1.97 1.97 1.99
e ** ¥ represent significance at the 1%, 5%, 10% levels, respectively, two-tailed.

#* Please refer to (Table 2) for the definition of the variables
ZESAT M4 FM4E 20124 8¢ 777
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(Table 6) Additional test : Results of Multivariate Regression Analysis (including Auditor turnover)

(Panel A) Audit Hour
AUDIT HOUR; = ap+ a;/REM,-1/+ as/DAw1/+ asL.TA,+ a.BIG,+ asCON,
+ agINVREC: + a7;EXPTi-1 + aslSSUE: + aol.1Q): + ajoLEVE;
+ a;;0PNi-; + a12B0A + a;3L.0OSS; + a;4LOSS3YR; + a;:GROWTH;

+ BisFIRST + B1r;:0WNER; + BisFORN, + X YD+ XID+ (1) ~ (3)

Independent Dependent Variable = AUDIT_HOUR;
Variable Estimate @ t-value Estimate t-value Estimate t-value
B 0 PO AR S S P 2 L0 e LS RPRCL2 N e 2 SO S 225
. | ACFOy-1] 0.519*** 3.60 .
s |APCy| 0197 268 :
SO\ FU AU IS AU DU L. . SN B 22 8-
DA 0.062 0.52 0.254"" 2.49 0.079 0.74
LTA; 0.388*** 55.25 0.388"** 55.33 0.390*** 55.75
BIG 0.304*** 17.24 0.303"** 17.17 0.300*** 17.09
CON; 0.117** 6.43 0.119** 6.48 0.119*** 6.58
INVREC; -0.011 -0.20 -0.022 -0.40 -0.017 -0.30
EXPT, 0.039 0.48 0.033 0.41 0.048 0.59
ISSUE 0.056 0.36 0.040 0.25 -0.015 -0.10
LIQ: -0.021*** -4.39 -0.021%** -4.35 -0.021*** -4.28
LEVE; -0.049 -0.86 -0.037 -0.64 0.003 0.05
OPNi-1 0.150 1.12 0.165 1.23 0.229 1.70
ROA; -0.184 -1.80 -0.196 -1.91 -0.139 -1.36
LOSS; 0.051 1.93 0.053" 1.98 0.057 2.15
LOSS_3YRS; 0.144*** 7.58 0.146™** 7.63 0.144™* 7.57
GROWTH; -0.053 -1.74 -0.050 -1.64 -0.052 -1.73
FIRST -0.007 -0.34 -0.005 -0.23 -0.009 -0.45
OWNER; -0.290*** -6.41 -0.284*** -6.24 -0.259*** -5.69
FOREIGN; 0.035 0.47 0.025 0.34 0.006 0.08
Industry & Year Fixed Fixed Fixed
Adj. R? 66.31% 66.26% 66.52%
F-Value 293.65™** 292.96*** 296.42%**
# Of Samples 3,718 3,718 3,718
Max VIF 2.05 2.05 2.07
R E % represent significance at the 1%, 5%, 10% levels, respectively, two-tailed.
# Please refer to (Table 2) for the definition of the variables.
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(Table 6) Additional test : Results of Multivariate Regression Analysis (including Auditor turnover) (AI%)

(Panel B) Audit Fee

AUDIT FEE, = By+ B1/REMy-1/+ Bo/DAr1/ + BsLTAr1+ BiBIG + B5CON;
+ BINVRECe-1+ BrEXPTe-1+ BslSSUE:-1 + Bol Qi1+ BioLEVE:-1
+ B110PNi-1 + B12ROAw-1 + Bi13LOSSi-1 + B14aLOSSSYRi-1 + B15GROWTHy-1
+ BisFIRST + B1;0WNER:+ BisFORN;+ X YD+ 3ID+ § 2 (4) ~ (6)
Independent Dependent Variable = AUDIT FEE;
Variable Estimate : t-value Estimate t-value Estimate t-value
B 0 2 PO I 521 S PUREZ U LCTY FRECE s N RS-V N - SO (LD
. | ACFOy-1 | 0.569*** 4.92 :
s |APC| 0.295"" | 515 :
[DA1] -0.044 -0.46 0.158" 1.94 0.006 0.07
LTA 0.398*** 72.57 0.398™** 72.53 0.399*** 73.14
BIG: 0.111** 8.01 0.109*** 7.89 0.105*** 7.62
CON; 0.081*** 5.64 0.085*** 5.92 0.083*** 5.83
INVREC-1 0.062 1.47 0.045 1.06 0.057 1.35
EXPTw -0.040 -0.69 -0.048 -0.82 -0.028 -0.49
ISSUE- -0.022 -0.19 -0.007 -0.06 -0.027 -0.23
LIQt1 -0.013*** -3.25 -0.013*** -3.28 -0.013*** -3.26
LEVE 0.172*** 3.94 0.184*** 4.22 0.221*** 5.07
OPNi -0.043 -0.5 -0.043 -0.51 0.024 0.28
ROA -0.159*** -2.61 -0.131** -2.17 0.004 0.06
LOSS:-1 -0.008 -0.42 -0.005 -0.24 -0.006 -0.30
LOSS_3YRSi1 0.031** 2.11 0.038** 2.54 0.039*** 2.62
GROWTHj-1 0.018 0.79 0.020 0.89 0.020 0.88
FIRST, -0.085*** -5.40 -0.082*** -5.21 -0.088*** -5.57
OWNER; -0.359*** -10.2 -0.350*** -9.90 -0.331*** -9.39
FOREIGN; 0.133** 2.27 0.117* 2.00 0.100* 1.71
Industry & Year Fixed Fixed Fixed
Adj. R 74.22% 74.23% 74.49%
F-Value 444 26*** 444 61" 450.63***
# Of Samples 3,851 3,851 3,851
Max VIF 1.98 1.98 2.00
R FF % represent significance at the 1%, 5%, 10% levels, respectively, two-tailed.
# Please refer to (Table 2) for the definition of the variables.
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(Table 7) Additional test : Results of Multivariate Regression Analysis (Current REM)

(Panel A) Audit Hour (Not including Auditor Turnover)
AUDIT HOUR; = ap+ a;/REM,]+ as/DA,/ + asL.TA; + a,BIG,+ asCON;

+ agINVREC:+ a7;EXPTi-1+ aslSSUE:+ aol. 16+ ajLEVE;
+ a;;0PNi-; + a;2B0A: + a;3L.0SS; + a;1.LOSS3YE: + a;;GROWTH;
+ a;sOWNER: + a;7FORN; + 2 YD+ XD+ &

(D~ (3

Independent Dependent Variable = AUDIT_HOUR;

Variable Estimate | t-value Estimate t-value Estimate t-value
O O PO N =0 o A
. |ACFO4| 0.687*** 3.96 :
: | APC| 0.241*** 2.84 :
T OO S AUt SRR UYLl B

| DA(| -0.263" -1.72 0.025 0.20 -0.094 -0.71
LTA; 0.388*** 49.54 0.389*** 49.74 0.388*** 49 .82
BIG: 0.329*** 16.63 0.325*** 16.43 0.322*** 16.29
CONy 0.119*** 5.80 0.118** 5.717 0.119*** 5.84
INVREC; -0.022 -0.35 -0.032 -0.51 -0.033 -0.53
EXPT, 0.039 0.43 0.035 0.38 0.051 0.56
ISSUE; -0.231 -1.26 -0.209 -1.14 -0.202 -1.11
LIQ: -0.024™** -4.32 -0.024"** -4.29 -0.023™** -4.07
LEVE; -0.040 -0.61 -0.025 -0.39 0.033 0.50
OPN¢+ -0.084 -0.49 -0.050 -0.29 0.013 0.08
ROA; -0.204* -1.68 -0.162 -1.34 0.032 0.26
LOSS; 0.053* 1.79 0.057" 1.90 0.062** 2.07
LOSS_3YRS: 0.147** 6.86 0.152™* 7.06 0.158™** 7.34

GROWTH; -0.061* -1.73 -0.061* -1.72 -0.066" -1.87

OWNER; -0.264*** -5.17 -0.259*** -5.04 -0.236*** -4.59

FOREIGN; 0.039 0.48 0.022 0.28 0.007 0.08

Industry & Year Fixed Fixed Fixed
Adj. R® 66.72% 66.63% 66.85%
F-Value 251.39*** 250.43*** 252.92%**

# Of Samples 2,999 2,999 2,999

Max VIF 2.11 2.10 2.17

FRE %% ¥ represent significance at the 1%, 5%, 10% levels, respectively, two-tailed.
% Please refer to (Table 2) for the definition of the variables.
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(Table 7) Additional test : Results of Multivariate Regression Analysis (Current REM) (AI%)

(Panel B) Audit Hour (Including Auditor Turnover)
AUDIT HOUR; = ap+ a;/REM;]+ a2/DA:/ + asLTA; + a4BIG: + asCON;
+ agINVREC:+ a7;EXPTi-1+ aslSSUE:+ aol. 16+ ajLEVE;
+ a;;0PNi-; + a;2B0A: + a;3L.0SS; + a;1.LOSS3YE: + a;;GROWTH;
(1)~ (3)

+ Bil'IRST + Br7OWNER: + BisFORN;+ XYD+ XD+ §

Independent Dependent Variable = AUDIT _HOUR;
Variable Estimate t-value Estimate t-value Estimate t-value
SRS o010 S P S U IS PO R 317 S SOCI: C B F 0 -2 SN BB
. |ACFO4| 0.493*** 3.30 .
. |APCy| 0.199*"* 2.60 .
LR 1 N KON SRPOUIPON SOOI SPUOY S - S PURRE: ot
| DA -0.094 -0.73 0.092 0.84 -0.043 -0.38
LTA, 0.387*** 55.16 0.388"** 55.26 0.388*** 55.42
BIG: 0.304*** 17.23 0.302*** 17.09 0.298*** 16.94
CONy 0.115** 6.32 0.116™* 6.36 0.118*** 6.49
INVREC; -0.018 -0.33 -0.026 -0.46 -0.022 -0.41
EXPT, 0.042 0.52 0.036 0.44 0.053 0.65
ISSUE: 0.022 0.14 0.031 0.20 0.033 0.21
LIQ¢ -0.021*** -4.25 -0.021%*** -4.22 -0.020*** -4.06
LEVE; -0.040 -0.69 -0.027 -0.47 0.024 0.41
OPNi-1 0.134 1.00 0.142 1.06 0.195 1.45
ROA; -0.247*" -2.32 -0.214™" -2.03 -0.030 -0.28
LOSS; 0.046* 1.72 0.049* 1.84 0.053* 1.98
LOSS_3YRS: 0.145™** 7.6 0.149*** 7.83 0.155™** 8.14
GROWTH, -0.054* -1.76 -0.055* -1.78 -0.064* -2.08
FIRST: -0.005 -0.27 -0.006 -0.27 -0.009 -0.42
OWNER; -0.290*** -6.40 -0.285*** -6.26 -0.261*** -5.72
FOREIGN, 0.040 0.54 0.025 0.34 0.007 0.09
Industry & Year Fixed Fixed Fixed
Adj. R? 66.23% 66.19% 66.42%
F-Value 292 57 292.08*** 295.13***
# Of Samples 3,718 3,718 3,718
Max VIF 2.06 2.05 2.15
R E % represent significance at the 1%, 5%, 10% levels, respectively, two-tailed.
% Please refer to (Table 2) for the definition of the variables.
782 BT 7412 ®4E 20121 8Y
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The Effect of Managers’ Real Earnings Management Activity
on Audit Hour and Audit Fee

Chang Seop Rhee* - Wooseok Choi** - Seong Ho Bae***

Abstract

In this study, we examine whether auditors are able to recognize managers real earnings
management activities. Roychowdhury (2006) define managers real earnings management
activities as “departures from normal operational practices, motivated by managers desire to
mislead at least some stakeholders into believing certain financial reporting goals have been
met in the normal course of operations.” This type of earnings management brings negative
effects on a firm's long-term performance and eventually increase audit risk by failing a
company s operation. Prior studies argue that real earnings management is less likely to draw
auditor's attention even though real earnings management may bring audit failure because,
unlike earnings management using discretionary accrual, auditors have no specific regulation
to restrain managers real earnings management activities (Graham et al. 2005; Roychowdhury
2006). However, we expect that auditors may recognize managers’ real earnings management
activities when they evaluate a firm's audit risk during a audit-planning period. For example,
in the audit-planning period, auditors carefully review a firm's various characteristics that
might affect the firm’s audit risk. The characteristics might include a firm’s governance
structure, operational environments, operational strategies, unusual sales and purchases, etc.
These characteristics might be directly and/or indirectly related to a firm’s real earnings
management behaviors.

In order to test whether auditors can recognize managers real earnings management activities,

we examine the association between managers real earnings activities and changes in audit
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hours and audit fees. We predict that if auditors recognize managers real earnings management
activities which might increase audit risk, they will increase audit hours and/or audit fees to
reduce or compensate additional audit risk due to the real earnings management activities.

Using the sample of listed companies in the Korean Stock Market(KOSPI) during 2003-
2009, we find that both audit hours and audit fees as of year t are significantly increased as
more managers real earnings management activities as of year t-1 are observed. This finding
suggests that auditors request more input of audit hours and more audit fees in the current
year after recognizing managers real earnings management activity from the past year of
audit. In addition, we examine the case of auditor changes to check the robustness of our results.
The results show that even though we include the case of auditor changes in our sample, our
findings are unchanged. We also examine whether auditors increase audit hour when they
recognize managers real earnings management activities at the same year. In other words, we
examine the contemporaneous relationship between a firm’s real earnings management activities
and audit hours/fees. The results are again is consistent with our findings, suggesting that our
findings are robust.

This study have several contributions to both academics and practitioners by providing a
new perspective about the role of auditors in recognizing a firm managers real earnings
management activities. The findings of this study suggest that auditors are able to recognize
managers real earnings management activities and reflect them in assessing a firm's audit
risk. We also believe that our empirical evidence may shed some lights on our understanding
of the potential effect of audit hours and audit fees as measure of audit quality. The findings of
this study demonstrate that audit hours and fees are closely associated with a firm’'s real

earnings management, implying that they are related to the quality of audit.

Key words: real earnings management, audit risk, audit hour, audit fee
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