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AHOUR 7.010 0.820 6.443 6.837 7.409
AFEE 18.298 0.761 17.735 18.106 18.700
DASTD 0.069 0.047 0.038 0.057 0.082
PDASTD 0.063 0.041 0.036 0.053 0.077
SMTHD 0.308 0.462 0 0 1.000
SMTH 0.910 0.861 0.384 0.669 1.102
SIZE 26.614 1.510 25.485 26.287 21.563
BIG4 0.710 0.454 0 1.000 1.000
CONFM 1.444 1.217 0 1.609 2.303
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INVREC 0.329 0.169 0.202 0.311 0.421
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OPN 0.003 0.058 0 0 0
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SMTHD  Leuz et al.(2003)0| M|A|8t 021045} HIO| 39| 30%01 £& Z< 1, ofLH 0
SMTH  : Leuz et al.(2003)0| MA|St O|2lFoIS} HIE( /o2 (N1,) / /o (CFO) )
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GRW  : Dol MEE OPN @ MEQI ZIAIR|Z40(T 0, ORL|H 1
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DASTD 3 PDASTDE #9l& FAWsd] et Ass d¥Ew vg3 Ao 7|
TEE ovstE SIZEZF F218 HH2 °
& AHLQ9Ee & F Atk BG4S BAAFE fFeld HH wg EOIF_ Ak ol

9 A3 BG4 BARIS) A S48 AN2E ATse] 2 BAS fA5]
A NorBIGH B4 34 e AAATE TR A& AIuT 43
g4} +2 oFlshe CONPME fold Hhol %2 B Be

_/_‘[:
IR HAAYD @t BIRYIL TABIE AE 2 5 a}:}. Tl 4
o] FulZol AXsHe MZES olmst EXPTE £9)8 )
Ao WA HAIEAALS Kl BEGo] Athe AL 4u16}:¢ a}u}. %
&S oElSE LIQE fo@ &) HAAFE Yo g

S gpkelo] AR A TRt RS ¢ &tk

A ot 2

<H 4> 0|UXA HEM0| ZAIZI DXl FeH(n=1,469)

ZEAHA AHOUR
A A

7|2 S

M -2.635 -8.79™ <.0001 -2.614 -8.74 <.0001
DASTD + 0.497 2.10™ 0.0359

PDASTD + 0.533 1.98™ 0.0478
SIZE + 0.345 29.57 <.0001 0.345 29.55 <.0001
BIG4 + 0.235 9.4 <.0001 0.234 9.40 <.0001
CONFM + 0.13 887 <.0001 0.112 885" <.0001
EXPT + 0.063 1.65" 0.0987 0.064 1.68" 0.0931
INVREC + -0.0%5 -0n 0.4793 -0.063 -0.80 0.4240
ISSUE + 0.19% 262 0.009 0.200 2.68™ 0.0074
LEV + -0.019 -0.23 0.8179 -0.015 -0.19 0.84%
LIQ - -0.032 -4.02 <.0001 -0.033 -4.06™ <.0001
ROA - -0.042 -0.24 0.8139 -0.037 -0.21 0.83%4
LOSS + 0.022 0.58 0.5607 0.023 0.62 0.5339
GRW + -0.049 -0.99 0.3234 -0.051 -1.03 0.3050
FIRST + 0.006 0.22 0.8293 0.006 0.23 0.8166
LARGE - -0.162 -2.80™ 0.0051 -0.163 -2.83™ 0.0048
FORN + 0.331 a4 <.0001 0.331 414 <.0001
OPN + 0.176 97 0.3313 0.186 1.03 0.3033

steicio| = 5t

2= =8t o8

3 R 0.765 0.764

1) HpMOie (7 29 e
2) ™ e UZH1%, 5%, 10% TEOIM Relgte LIER.
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FE T FAT FH 7S Boli sith <& 429 Aol H|FolE w) ZAHAE
Al ooz WEAl 24 PALS ARG A W R F7hEQ) kA
s FYdvke 2 & & Aok I A3 ARl F7H ke g o] Tl gt
H7EEA F7HQ AAESE ARSI A7 s Aol AT <& 5> 4

DASTD % PDASTDE #]9]3t SAH4o] A2 “ﬁ%_ﬂﬁ 7197 B (SIZE), ZHAIR1e]
TFE(BIGY), AZAAS|A AL F(CONFM), W& div] FE9d HFEXPT), =AAEE
(FORN) 59 3AAST7F 25 7|t SdaA f28 KHel e vehlz 2l
th ZEAME ] &0l AR 7] $138 FIRSTS AAA S 2v]sh= GRWE 3 A4
FE EF §9% () #g HolX Utk

<H 5> 0/2ZF Hs40l ZAE20 0IXls (n=1,469)

e AFEE
A A

S
My 7.789 30,74 <.0001 7.824 30,94 <.0001
DASTD + 0514 2,65 0.0082

PDASTD + 0.566 242" 0.0157
SIZE + 0.387 39.58™ <.0001 0.3%6 39.47 <.0001
BIG4 + 0.069 3.30™ 0.0010 0.069 3.30™ 0.0010
CONFM + 0.065 6.05" <.0001 0.065 6.05" <.0001
EXPT + 0.070 218" 0.0294 0.069 213 0.0330
INVREC + 0.077 1.17 0.2413 0.071 1.08 0.2818
ISSUE + 0.166 283 0.0047 0177 3.05™ 0.0024
LEV + -0.076 -1.21 0.2264 -0.076 -1.22 0.2223
LIQ - -0.016 2.2 0.0263 -0.017 2.2 0.0252
ROA - -0.310 =221 0.0272 -0.297 212" 0.0343
L0SS + -0.006 -0.22 0.8280 -0.006 -0.24 0.8126
GRW + -0.144 =331 0.0010 -0.148 -3.40™ 0.0007
FIRST + -0.052 2.2 0.0252 -0.051 -2.19" 0.0288
LARGE - -0.183 -3.60" 0.0003 -0.185 362 0.0003
FORN + 0.318 4,63 <.0001 0317 461 <.0001
OPN + 0.134 0.86 0.3921 0.142 0.91 0.3652

el Zgt Zgt

Ao Zgt Zgt

+8 R 0.805 0.805

1) HPMES (E D9 28
2) ™ e 22 1%, 5%, 10% TEOIM 72lEe e,
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<& 6> 7Hd 3] digk ASAFAE BolFEth 7HE 35 ASE] 9% oz W
EA 3 o]dfast 5o A5 A2 HEel DASTDXSMTHDS PDASTDXSMTHDS] 3] 4
Adre BF T3 209 g Hola Atk T3y oxge WEAdS ovlsie
DASTD % PDASTDE EF o8 KHel AATE HeplL AUtk o]fdst +
Tol =2 A9 oA WEdd dAMZEe] wE/de] DASTD(PDASTD)*SMTHD

of Z2=HA DASTD(PDASTD)®| 3|AAlFE &3 =, o|fAst FFo] W
73 olxd WA AANZE #EAS or| sl Elt} et <iE 6>9 A
ol st FFol =2 Afolle AARRle] ol WEFAl tig AR E B
A H7Fste] ZAAZRE ZAAAZIARE T gl e] Aol oA wEsAdel tis 7
RS = H7hgiteE As ndt FAH 2 DASTD % PDASTD?| 37|
7F HHO we B olfre oSt o)) flo=E Qlaf dAgh o] xAgol o
Al ZEARQlel R A o2 Hrlelr] Wil ZACE ATdHTy AEXHOE <& 69 4
= 7HE 35 AA sk Aolw, ZARIe] ol st el TP AR stk
710 @'fﬂ o)

HoFEr) 7 48 ASsH7] 98 o]9xH Bﬂiﬂﬂr
¢] DASTDxSMTHD$} PDASTDxSMTHD®] 3] A A <=

A BT FYg (-] S Eeolil Qithi2) dHi 2 DASTD %

PDASTD= E5F #Fod HHe AATE Het L Aok <F 7>9 A3+ °1°‘ e

o

—L/

= XMEPE} <E 8>°ﬂ SMTHD2= Leuz et al. (2003)01 zﬂA 13 /o2 (M) /\/a (cro) 9] 3ol
9 T0%e S8 A4S 1, obd™ 09 g zhe Huldeo|th!s) wheka SMTHD27F

12) <% 6>3 <F 7>9] FAo|A HPige] EASAAAS(VIF) S Hge 474002 el ts3xA 4= §le 3o
2 el

13) -rﬂ“*oi a3 °‘J+ H2R3-(2007) 0] AAIGE 2]
Aol 7Pdo] BE XA FH= A oR UERT

14) A1) 3ol Al ”AMWQAM A1 8 (Business Risk) = 7HAMIES 7% 7=

4 b&%” EH*’ #A 57k GPAFEEY Frleole] EEHAE

FPIAN 2SR FENSE A4 BAL S8 A3 2

Wl A By (DI B¥ (29 o]z =g
AAska w4 A ﬁ“ﬁﬂ%z%A FEHARE ol gokort %ﬂfol% o] FFEHAE oo °&(+)91 ﬁﬂﬁl?%
wola QJuk. ol#jgt Ax= FARIe] o]dfd } AR o HrgE B AT 74 33 7b 49 whEke)l S0l
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<H 6> 0/14Reidt 2F0| ME 01UXY Bsdilh ZANZe Y XH0l(n=1,469)

o -2.624 -8.76" <.0001 -2.607 -8.74 <.0001
DASTD + 0.809 2.9 0.0036
PDASTD + 1.241 3,56 0.0004
SMTHD - 0.002 0.05 0.9594 0.025 0.58 0.5639
DASTDXSMTHD - -0.911 -1.83° 0.0678

PDASTD*SMTHD - -1.405 -2.63™ 0.0087
SIZE + 0.345 29,60 <.0001 0.344 2964 <.0001
BIG4 + 0.23 9.44 <.0001 0.23 9.48™ <.0001
CONFM + 0.110 867 <.0001 0.110 8,65 <.0001
EXPT + 0.059 1.55 0.1216 0.057 1.49 0.1364
INVREC + -0.051 -0.65 0.5127 -0.067 -0.86 0.3918
ISSUE + 0.140 1.84* 0.0665 0.134 1.76° 0.0787
LEV + 0.022 0.27 0.7879 0.030 0.37 0.7143
LI0 - -0.033 -4 <.0001 -0.034 -4.28" <.0001
ROA - -0.080 -0.45 0.6547 -0.083 -0.47 0.6393
L0SS + 0.006 0.17 0.8670 0.007 0.18 0.8551
GRW + -0.045 -0.91 0.3616 -0.047 -0.9% 03373
FIRST + 0.004 0.14 0.8872 0.005 0.18 0.85%
LARGE - -0.165 2,87 0.0042 0171 =297 0.0031
FORN + 0.321 401 <.0001 0.320 401 <.0001
OPN + 0.146 081 0.4197 0.147 0.82 04149

ArA0| =5 =5t

ol=r0| zs e

A R 0.766 0.767
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<H 7> 012R%} S0 LE 01UXY HEdil ZAE4 23Y XH0I(n=1,469)

2l
S| 1.761 30.69™* <.0001 1.825 31.04™ <.0001
DASTD + 0.892 3.95™ <.0001
PDASTD + 1.176 394 <0001
SMTHD - 0.059 1.66" 0.0972 0.049 1.38 0.1677
DASTDxSMTHD - -1.275 =3.07 0.0022

PDASTDSMTHD - 139 29 00034
SIZE + 0.388 3977 <.0001 0.385 39.53™ <.0001
BIG4 + 0.072 3.43™ 0.0006 0.072 341 0.0007
CONFM + 0.064 597 00T 0.065 608™ <0001
EXPT + 0.070 2.18™ 0.0293 0.065 2.0 0.0443
INVREC + 0.089 1.35 0.1769 0.070 1.07 0.2855
ISSUE + 0.115 191" 0,056 0.128 214" 0.0329
LEV + -0.046 -0.73 0.4645 -0.046 -0.73 0.4642
LIQ - -0.017 -2.29™ 0.0222 -0.018 2.4 0.0161
ROA - 0315 225" 004 -0.301 216" 00311
LOSS + -0.007 -0.27 (.7888 -0.009 -0.32 0.7469
GRW + -0.143 -3.30™* 0.0010 -0.153 -3.52* 0.0004
FIRST + 0053 22 00219 0053 226" 00241
LARGE - -0.187 -3.69™* 0.0002 -0.189 =372 0.0002
FORN + 0.298 4,34~ <.0001 0.301 4,38 <.0001
OPN + 0.117 0.75 0.4529 0.121 0.77 0.43%

Aol k] =5t

o= ryn| e =5t

8 R 0.806 0.806

1) HPHHS (E Dot 25
2) ™ e 242 1%, 5%, 10% TEOIM Relgls LEK,

17) <& 8>°l4 SMTHD2E: oldfdsks Faak#] ¢t 71del 49 1, ofdd 09 #e 2t gupisz AAEdA,
DA(PDA)STDXSMTHDZ:=  o]<+1st ol9je] HAS 98 o|dxAs ousiAl Hrh upgbr ALY QJelA
DA(PDA)STDS} DA(PDA)STDXSMTHDRE A AEIALS] AL S S7IA17]= 89le = Hue 7lsAdo] Erfa &
4 9tk



Ol9=E SN 0|7s =0 AN & ZAE==0l OIXl= G | 43 - ol - 234 265

= olfdst ol whet o] WEAY AR #AHA
AHE AFRE HolFr) Panel A9 P72 DASTD % PDASTDE §9)8kA] &
10

o

< %S YA oy 45 A RQl DASTD(PDASTD)XSMTHD2E 2] 3 9H(+) €]
AATE OIJ‘ Atk <F 7> <F 89 AAE FHL © FARIES olFAst
ojele] olejzAel o H FAAoR Hrety 28 HE o itk

HH -2.622 -8.74 <.0001 -2.583 -8.63™ <.0001
DASTD + -0.102 -0.24 0.8107
PDASTD + -0.164 -0.39 0.6944
SMTHD? + -0.002 -0.05 0.9594 -0.025 -0.58 0.5639
DASTDXSMTHD? + 0911 1.83* 0.0678
PDASTD=SMTHD? + 1.405 263™ 0.0087
A R 0.766 0.767

My 780 308577 <0001 7874 31.04™  <.0001
DASTD + -0.384 -1.08 0.2819
PDASTD + 0.193 -0.52 0.6030
SMTHD2 + -0.059 -1.66" 0.0972 -0.049 -1.38 0.1677
DASTDSMTHD? + 1.275 307 0.0022
PDASTDXSMTHD2 + 1.369 293 0.0034
5 R 0.806 0.806

1) ™ = 22H 1%, 5%, 10% T&E0M 72lgt,
2) 7IEt SHHS0] e Zuks M2kl HMAIEL
3) SMTHD2E Hiefet W2 MH2 <E DI 25
SMTHD2 : Leuz et al.(2003)0| MA[SH O|2173I5} HIEO| 42| 70%01 &2 Z< 1, O™ 0
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The Effect of Volatility of Earnings Management and Level of
Income Smoothing on Audit Hours and Audit Fees

Chang, Seok Jin' / Lee, Myung Gon~ / Cho, Han Seok
ABSTRACT

Auditors implement a preliminary evaluation on an overall audit risk of audit tasks together with
understanding of client firms before they carry out audit tasks and based on this establish audit plans and
determine nature, timing and extent of audit procedures. In this process, the accounting practice custom
of client firms which have formed over a long period of time is highly likely to be used as an indicator
to estimate in advance the possibility for financial statements to contain frauds or misstatements. For
instance, if client firms have the accounting custom to carry out earnings management on reported
income, auditors will evaluate highly the possibility that financial statements contain frauds or
misstatements, and make an additional audit effort.

This study has two purposes like the following. The first purpose of this study is to look into whether
an evaluation of auditors on the accounting practice custom of client firms is related with auditor's effort
on audit tasks. In the position of auditors, as client firms have the accounting practice custom to carry
out earnings management, namely, the bigger the volatility of earnings management, the more highly they
evaluate audit risks. Also, auditors will make an additional audit effort to decrease the audit risk. In order
to test this, we analyze the effect of the volatility of discretionary accruals and performance matched
discretionary accruals which were used as proxies of earnings management in many preceding studies on
audit hours and audit fees.

The volatility of earnings management can be increased largely for two reasons. First, when managers
carry out earnings management to gain a private profit of himself, the volatility of earnings management
can be increased. Second, the volatility of earnings management can be increased for firms which
implement income smoothing. According to preceding studies on income smoothing, managers use
discretionary accruals as means to implement income smoothing. Therefore, depending on the degree of
implementing income smoothing, the volatility of earnings management are determined.

The second purpose of this study is to analyze an evaluation of auditors on the volatility of earnings
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management and to look into whether such an evaluation could be changed depending on the level of
income smoothing. If auditors consider income smoothing positively, it is highly likely that they would
evaluate an audit risk as being low about the volatility of earnings management of firms having high
level of income smoothing.

As a result, it reveals that audit hours are positively related to the volatility of earnings management
of client firms. Also, results show that as volatility of earnings management of client firms increases,
auditors charge additional audit fees. These result implies that the more client firms have propensity of
earnings management, the higher auditors evaluate audit risk and they make additional effort for audit. It
revealed that the higher the level of income smoothing, the weaker the relation between the volatility of
earnings management of client firms and the audit hours(audit fees) become. This result implies that
auditors evaluate the audit risk of earnings management for income smoothing as being low.

This study provides empirical evidences on audit quality in the aspect of audit implement stage by
looking into the response of auditors to factors of the audit risk in the process in which auditors plan
audit procedures and implement audit tasks. Therefore, the results are expected to contribute to
development of an evaluation model for audit risk in the future. Compared to investors, auditors generally
have more professional knowledge on accounting information and occupies information superiority about
client firms. Accordingly, the evaluation of auditors on income smoothing can have differentiation from
the evaluation of investors. This study is thought to suggest additional implications in that it analyzes the
evaluation of auditors on income smoothing in the situation where clear definition on income smoothing

does not exist.

Key Words : Audit Hours, Audit Fees, Audit Risk, Discretionary Accruals, Income Smoothing
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