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(Table1) Yearly distribution

Year 2011 2012 2013 2014 2015 2016 Total
Obs. 802 883 937 1,001 1,064 1,135 5,822
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(Table2) Descriptive statistics and Correlation matrix

(Panel A) Descriptive Statistics

Variables Mean Std. P1 P25 Median P75 P99
LnFee 11.31 0.68 10.04 10.88 11.18 11.61 13.66
Low Cpl 0.01 0.01 0.00 0.00 0.01 0.01 0.07
Low Cp2 0.01 0.01 0.00 0.00 0.01 0.01 0.08
Size 19.07 1.41 16.61 18.14 18.79 19.77 23.89
LEV 0.42 0.20 0.04 0.25 0.42 0.56 0.91
Tangibility 0.28 0.19 0.00 0.13 0.27 0.41 0.75
CURR 0.45 0.18 0.06 0.31 0.44 0.57 0.86
ATO 0.92 0.59 0.05 0.55 0.82 1.16 3.08
INVREC 0.28 0.16 0.00 0.16 0.26 0.38 0.73
Loss 0.29 0.45 0.00 0.00 0.00 1.00 1.00
LnAge 3.43 0.47 2.30 3.04 3.50 3.78 4.30
Large 0.40 0.17 0.07 0.28 0.40 0.52 0.82
Big 0.52 0.50 0.00 0.00 1.00 1.00 1.00
Tenure 4.96 2.95 1.00 2.00 5.00 7.00 12.00
Market 0.54 0.50 0.00 0.00 1.00 1.00 1.00
(Panel BJ) Correlation Matrix (Pearson)

Variables o @ @ @ &G © @O ©® @ (@ an a2 13 04 (15
(1) LnFee 1.00

(2) Low(Cpl -0.08 1.00

(3) Low(Cp2 -0.08 0.98 1.00

(4)  Size 0.78 -0.26 -0.27 1.00

(5) LEV 0.23 -0.02 -0.01 0.17 1.00

(6) Tangibility -0.01 -0.17 -0.17 0.12 0.22 1.00

(T) CURR -0.14 0.05 0.05 -0.21 0.01 -0.41 1.00

(8) ATO 0.03 -0.06 -0.07 0.02 0.24 -0.02 0.40 1.00

(99 INVREC  -0.11 -0.10 -0.10 -0.13 0.27 -0.06 0.60 0.48 1.00

(10) Loss -0.02 0.19 0.20 -0.15 0.21 -0.02 -0.03 -0.14 0.00 1.00

(11) LnAge 0.16 -0.21 -0.21 0.31 0.05 0.14 -0.13 0.02 0.04 -0.09 1.00

(12) Large -0.04 -0.20 -0.20 0.12 -0.06 0.08 -0.11 0.05 -0.04 -0.21 0.17 1.00

(13) Big 0.45 -0.12 -0.13 0.45 0.06 0.01 -0.06 0.06 -0.06 -0.10 0.12 0.13 1.00

(14) Tenure 0.06 -0.11 -0.12 0.09 -0.10 -0.02 -0.01 0.01 -0.02 -0.07 0.02 0.03 0.12 1.00

(15) Market -0.36 0.19 0.20 -0.52 -0.07 -0.12 0.16 -0.03 0.00 0.09 -0.52 -0.13 -0.26 -0.04 1.00

Notes: 1) Bolds indicate significance more than 1% level.
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(1) Low Cple #AWMSFE o] &3t ZAzjolt} T 56192 FA| 1% oA oo WEke g
Byl Aug2 oF 7T1%0H, 5822719 7|9f-A  fetth(t-#=12.12). °|& AAAL an= g
T BEAE o] 43 BAARE AN oM A vlmsleAo] 1 XFEHEA AE o 7R
w.Cpl®) ASHE 649302 1%914 %93t o 5.8% Z71eha dlek. o9 Auke 744
E‘r( t-#=12.09). ol AFAEY HlarksAgel ¥ 19 dFE A5t vt
(Table 3) The effect of low financial comparability on audit fees (Test of H1)
Dependent Variable = LnFee
Model (1) Model (2)
ible Low. o e
Coeff t-stat Coeff t-stat
Intercept 4.015%** 32.45 4.024*** 32.59
Low_Cp 6.493*** 12.09 5.619*** 12.12
Size 0.380"** 77.52 0.381"** 77.52
Lev 0.344"** 11.60 0.338™** 11.39
Tangibility -0.332%** -9.64 -0.328*** -9.52
Curr -0.220""* -5.27 -0.216™"* -5.19
ATO 0.007 0.68 0.007 0.67
INVREC 0.085" 1.82 0.085* 1.82
Loss 0.046™"* 3.87 0.046™** 3.86
LnAge -0.028*" -2.15 -0.029*" -2.20
Largeshare -0.369%** -11.48 -0.369*** -11.51
Big 0.190** 16.74 0.191*** 16.79
Tenure -0.004** -2.08 -0.004** -2.10
Kosdaq -0.001 -0.10 -0.002 -0.13
Year Included Included
Industry Included Included
Adj R 0.7087 0.7088
Obs. 5,822 5,822

Notes: 1) *, **, and *** denote the significance at 10%, 5%, and 1% level, respectively.
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(Table 4) The effect of auditor-client relationship on the association between low financial
comparability and audit fees (Test of H2a)

Panel A. Analysis using raw values of Tenure

Dependent Variable = LnFee

Independent Model (1) Model (2)
Variable Low Cpl Low Cp2
Coeff t-stat Coeff t-stat
Intercept 4.014%* 32.45 4.023%* 32.58
Low Cp 7.866**" 9.99 6.782*"* 9.78
Low_Cp#Tenure -0.366** -2.38 -0.309** -2.25
Tenure 0.000 -0.04 0.000 -0.07
Size 0.380%** 77.50 0.380%** 77.49
Lev 0.342%** 11.53 0.337%** 11.33
Tangibility -0.333*** -9.70 -0.330*** -9.59
Curr -0.221%** -5.31 -0.218*** -5.24
ATO 0.008 0.76 0.008 0.73
INVREC 0.085* 1.81 0.085* 1.82
Loss 0.046*** 3.84 0.046*** 3.84
LnAge -0.029** -2.23 -0.030** -2.28
Largeshare -0.370*** -11.51 -0.371%** -11.55
Big 0.191*** 16.80 0.192*** 16.85
Kosdaq -0.001 -0.07 -0.001 -0.10
F-tests:
Low Cp+Low Cp*Tenure=0 (.001 (.001
Tenure+ Low Cp*Tenure=0 0.016 0.023
Year Included Included
Industry Included Included
Adj R? 0.7090 0.7090
Obs. 5,822 5,822

Panel B. Analysis using indicator variable of Tenure

Dependent Variable = LnFee

Independent Model (1) Model (2)
Variable Low_Cpl Low_Cp2
Coeff t-stat Coeff t-stat
Intercept 4.005*** 32.42 4.304*** 37.22
Low Cp 7.225%** 10.87 6.031*** 10.43
Low_Cp#Tenure -1.511* -1.87 -1.257* -1.76
Tenure -0.012 -0.86 -0.012 -0.89
F-tests:
Low Cp+Low Cp*Tenure=0 (.001 (.001
Tenure+ Low Cp#*Tenure=0 0.057 0.073
Controls Included Included
Year Included Included
Industry Included Included
Adj R? 0.7090 0.7066
Obs. 5,822 5,822

Notes: 1) *, ™, and *** denote the significance at 10%, 5%, and 1% level, respectively.
2) Panel A uses raw values of Tenure while Panel B uses indicator values. In Panel B, Tenure equals one
if it is greater than the median value.
3) P-values are shown in the F-tests.
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(Table b) The effect of Big N auditor on the association between low financial comparability and
audit fees (Test of H2b)

Dependent Variable = LnFee

Model (1) Model (2)
Indepgndent Low Cpl Low Cp2
Variable
Coeff t-stat Coeff t-stat
Intercept 4.010%** 32.41 4.019*** 32.54
Low Cp 7.086*** 11.64 6.109"* 11.54
Low_Cp*Big -1.775** -2.07 -1.462* -1.92
Big 0.209*** 14.52 0.208"** 14.30
Size 0.380*** 77.51 0.380*** 77.49
Lev 0.345*** 11.62 0.339"** 11.42
Tangibility -0.329*** -9.55 -0.325*** -9.43
Curr -0.220*** -5.29 -0.217*** -5.21
ATO 0.008 0.74 0.008 0.70
INVREC 0.086* 1.83 0.086" 1.83
Loss 0.046*** 3.84 0.046"** 3.84
LnAge -0.028** -2.14 -0.029** -2.20
Largeshare -0.365%** -11.35 -0.366*** -11.38
Tenure -0.004** -2.05 -0.004** -2.07
Kosdaq 0.000 0.02 0.000 -0.02
F-tests:
Low Cp+ Low Cp#Big=0 (.001 (.001
Big+ Low_Cp#Big=0 0.065 0.096
Year Included Included
Industry Included Included
Adj R? 0.7089 0.7089
Obs. 5,822 5,822

Notes: 1) *, **, and *** denote the significance at 10%, 5%, and 1% level, respectively.
2) P-values are shown in the F-tests.

Fopdck, 28 (1)F (2)M 47 Low Cpl,  EF7h st S7kste e dnjgch v,
Low Cp2% °]&3l9s wf o] AlFate 7.086% Low Cp#*Big 332845 Algke] Low Cpl,

6.109% 1%°A <ol Wako g foslt}t ole  Low Cp2% o83 B0 ZH2 -1.775, -1.462
7Hd 1o)A o] =3 uke} 2o non-big 4 ARSI 2 g9 Weko g folit}. o]+ Big 4 #ARIT
AA7IFLe AFAE varbsAde] $S5E A A nA7|de @ vHlarteAd AALES
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(Table 6) The effect of low financial comparability on audit hours and hourly fees

(Panel A) Descriptive Statistics

Variables Mean Std. P1 P25 Median P75 P99
LnHour 6.966 0.715 5.481 6.497 6.838 7.313 9.353
LnFeePerHour 4.345 0.376 3.448 4.120 4.331 4.560 5.367
(Panel BJ) Regression tests

Independent Modgl (1) B Model EZ)
Variable Dependent Variable = LnHour Dependent Variable = LnFeePerHour
Coeff t-stat Coeff t-stat
Intercept -0.036 -0.28 4.028*** 33.98
Low_Cp 1.409*** 3.35 3.647*** 8.84
Size 0.377*** 71.03 0.005 1.04
Lev 0.177*** 5.06 0.170*** 5.50
Tangibility -0.404*** -10.92 0.076** 2.21
Curr -0.334"** -6.21 0.100** 2.23
ATO 0.018 1.59 -0.007 -0.66
INVREC 0.133** 2.44 -0.033 -0.68
Loss 0.056*** 4.43 -0.012 -1.00
LnAge -0.013 -0.93 -0.009 -0.70
Largeshare -0.333*** -8.97 -0.021 -0.66
Big 0.299*** 2477 -0.108"** -9.34
Tenure -0.010*** -5.76 0.007*** 3.98
Kosdaq 0.002 0.13 -0.001 -0.10
Year Included Included
Industry Included Included
Adj R 0.7186 0.0862
Obs. 5,822 5,822

Notes: 1) *, **, and *** denote the significance at 10%, 5%, and 1% level, respectively.
2) L0W70p1 is used in both models.

g A& Fofok Ao JEYo] gy & FEHUSFE Low Cple ©&3td o W57t Z9
7ro

tH(Shipman et al. 2016). & AP ol 2&  25% alFald 1, oh® 09 Hulse ¥u
A7 58S WYkl AET FHRFN 0§35 AEF BANFES SYUSR Fo} ¥ (Probit)
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(Table 7) Endogeneity check: Propensity score matching test

Panel A. Test results of H1

Dependent Variable = LnFee

Independent Variable Coeff t-stat
Intercept 6.065%*" 17.18
Low_Cp 3.266*** 3.47
Controls&Year&Industry Included
Adj R 0.5313
Obs. 872

Panel B. Test results of H2a

Dependent Variable = LnFee

Independent Variable Coeff t-stat
Intercept 6.006"** 16.99
Low Cp 6.402%** 3.60
Low_Cp#*Tenure -0.820** -2.08
Tenure 0.000 0.03
Controls&Year&Industry Included
Adj R 0.5331
Obs. 872

Panel C. Test results of H2b

Dependent Variable = LnFee

Independent Variable Coeff t-stat
Intercept 5.946*** 16.78
Low Cp 5.141*** 4.42
Low_Cp*Big -5.364*** -2.72
Big 0.270** 6.83
Controls&Year&Industry Included
Adj R 0.5349
Obs. 872

Notes: 1) *, **, and *** denote the significance at 10%, 5%, and 1% level, respectively.
2) P—values are shown in the F-tests.
3) Control variables are included in the models but omitted for brevity.

o o] gzt ¥ 436702 & 872709 HE o7 o|FofA gt} $-A41
EFAAINE (F Tl A, mFoz Qg g AdE 7M1 53 292 A A w3
FEL HwrtsAo] ¢e 53 B8 15| 717 H ZES o83 % Low Cp ¥ AFate

15) Caliper distance® 3%71%% ol&4slgith. WA ERME 12/] BANMFE T 1109 BANGAN T 283 fol@ 2ol
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Does Financial Statement Comparability
Influence Audit Pricing?

Woo Jae Lee* - Seung Uk Choi**

Abstract

This study analyzes the association between client's financial statement comparability and
audit fees. We further examine whether auditor tenure or auditor size affect the relation
between financial statement comparability and audit fees. Auditors may be burdened with the
audit contract even if their clients do not clearly violate accounting standard. For instance,
possibility of bankruptcy, management conflict, extensive reliance on financial statements by
external investors could be audit risks to the incumbent auditor. These engagement risks may
lead auditors to be involved in a lawsuit. We suggest that lower financial statement comparability
is one of these engagement risks for the following reasons.

First, the comparability of financial statements is an influential factor toward audit contract
that should be fully considered because it is directly related to the information usage costs of
investors or potential investors. If a firm reports highly comparable financial statements, it is
predicted that the probability of depending only on the auditor’s opinion would be significantly
lower for an investor with a low acquisition costs of accounting information. In other words, an
investor of a firm with lower comparability is more likely to be reliant on the financial
statements of the firm, which increases the auditor’s risk of being burdened. Therein, lower
comparability of financial statements lead to higher audit fees.

Second, a firm that report highly comparable financial statements with other firms tend to be
face less stock price crash risk. If an auditor do not recognize this in advance, it is very likely

to become involved in a lawsuit. In other words, if an auditor audits a firm with highly comparable

* Visiting Professor, College of Economics and Management, Chungnam National University, First Author
** Assistant Professor, Department of Accounting and Taxation, Kyung Hee University, Corresponding Author

1120 ZYSIHT M8 M4z 20194 8



aA7|Ye] MFME B|u7sH2 HALESOl BH=E=}?

financial statements, the likelihood of being audit failure would be relatively lower than the
other cases. Collectively, we first hypothesize and predict that there exists a positive association
between reporting lower comparable financial statements and charging higher audit fees.

Next, this study suggests that the negative relationship between comparability and audit fees
may be strengthened or mitigated depending on auditor's characteristics. First, we expect that
auditor tenure affects this association. Prior research provides two different perspective of audit
tenure on audit quality. On the one hand, studies argue that longer tenure increase auditor’s
knowledge of the client firm that leads to higher audit quality. On the other hand, studies also
insist that longer tenure impairs auditor independence. Thus, we provide a null hypothesis for
testing the effect of tenure on our first hypothesis.

Previous studies document that large auditors provide high quality audit services. The
underlying assumption of this finding is that the larger the size of the auditor, the greater the
transfer of knowledge within the audit firm. Thereby, Big N auditors may maintain a certain
level of audit service through strict quality control. Thus, we predict that our hypothesis 1 is
affected by client firms those who made contract with Big N auditors.

By using firms listed in Korean stock market from year 2011 to 2016, we find that auditors
charge higher audit fees to clients with lower financial statement comparability as expected.
This finding implies that financial statement comparability is one of the key factors that affects
audit pricing. We further find that a positive relation between lower financial statement
comparability and higher audit fees incrementally decreases in the presence of longer auditor-
client relationship and the contract with Big 4 auditors. These findings suggest that the increased
expertise due to long audit contract and the knowledge transfer inside Big 4 audit firms mitigate
the effect of low financial statement comparability reflected on audit fees. In addition, our results
show that both audit hours and unit audit fee increase as the level of financial statement
comparability decreases.

Our study contributes to the literature in the following ways. First, the results of the current
study suggests that comparability of financial statements is one of the key determinants of
audit fees. Second, the empirical finding that the longer tenure mitigates the effect of lower
comparability of financial statements on audit fees is a result of emphasizing the increased
expertise of auditors with longer tenure. Also, we provide that Big N auditors are less likely to
reflect lower comparability of financial statements as an audit risk by charging incrementally
higher audit fees. Lastly, our empirical finding that auditors charge higher audit fees on clients

who report less comparable financial statements suggests that investors need to be cautious
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about accounting information of the firm with these higher acquisition costs.

Key words: Financial statement comparability, audit fee, audit hour, auditor tenure, Big

4 auditor
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