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The Effects of Audit Planning and Interim Audit
on Audit Hours and Audit Fees

Soo Young Kwon* / Kyoung Chol Jung** / Yongsuk Yun**

<ABSTRACT>

This paper investigates whether audit planning and interim audit affect on audit hours (total audit
hours and auditor hours by rank) and audit fees. The Statement on Auditing Standards (SAS)
describes that audit planning is a progress of understanding client firms, selecting appropriate
auditors in order to react potential audit risk related client firms and of allocating inspection tasks
among auditors, therefore resulting in achievement of efficiency and effectiveness in audit process.
Interim audit is to conduct timely reviews to increase the quality of earings by determining
weighting matrix of dependence on internal control of the clients and proof progress in fiscal-year
end audit, reducing unintentional errors (estimation errors) and intentional errors (earnings
management during interim quarters). Although audit planning and interim audit process are
important in auditing procedures, there is little empirical evidence on them.

This paper examines whether audit planning hour and interim audit hour affect on audit hours
and audit fees. First, we conduct tests whether audit planning hour ratio (audit planning hours/total
audit hours) has the effect on total audit hours, audit hours by rank (partner, senior-manager,
associate, non-audit expert, quality controller), audit fees, and audit fee per hour. We find that the
higher audit planning hour ratio, 1) the lower total audit hours, 2) the significant decrease in the
portion of low-rank auditor hours, 3) no association with audit fees, 4) the higher hourly audit fee.

Second, we investigate whether interim audit hour ratio (interim audit hours /total audit hours)
has an effect on total audit hours, audit hours by rank, audit fees, and hourly audit fees. We find
the results that the higher interim hour ratio, 1) the total audit hours, 2) the lower high-rank

auditors hours, 3) the lower audit fees, 4) the higher hourly audit fees.

* Professor, Business School, Korea University
wx Ph D.Student, Business School, Korea University




In additional analyses, we conduct tests whether the effects of audit planning and interim audit
on audit hours by rank vary with auditor quality characteristics such as industry specialization, Big
4 affiliation, non-audit service provision, auditor tenure, or auditor workload. The effect of audit
planning ratio on audit hours by rank varies with auditor quality characteristics, while the effect of
interim audit ratio.

This paper has several contributions. First, we provide empirical evidence on the usefulness of
audit planning and interim audit in the audit process. Second, we document the analysis of audit
hours by rank, which were previously not studies in the archival research. Third, our results have
policy implications for regulatory authorities and practitioners by suggesting the circumstances in
which either audit planning or interim audit is effective.

Key words: Audit planning, interim audit, audit hour, audit fee, audit hours by rank
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Variable Mean Std. Dev Min Median Max
nAH 6.99 0.66 5.89 6.85 9.19
InAF 11.27 0.69 8.92 11.16 15.12
PLAN 0.02 0.02 0.00 0.01 0.25
INTERIM 0.13 0.06 0.00 0.12 0.43
SIZE 19.13 1.48 16.54 18.85 24.15
ROA 0.00 0.11 -0.55 0.02 0.24
LEV 0.46 0.22 0.06 0.46 1.08
BIG 0.53 0.50 0.00 1.00 1.00
INVREC 0.28 0.15 0.01 0.28 0.71
LiQ 0.79 0.58 0.07 0.68 3.61
EX 0.17 0.27 0.00 0.00 0.96
FRGN 0.07 0.11 0.00 0.02 0.55
LRGST 0.40 0.16 0.08 0.40 0.79
CON 1.34 0.80 0.69 1.10 4.20
LOSS 0.31 0.46 0.00 0.00 1.00
GRW 0.06 0.20 -0.43 0.04 1.12
FIRST 0.17 0.38 0.00 0.00 1.00
OPINION 0.01 0.08 0.00 0.00 1.00
TENU 5.13 3.35 1.00 5.00 25.00
MKT 0.60 0.49 0.00 1.00 1.00
/\ _]_/]
lnAH THARAIZESY] A A= 3E
InAF AR SG] A2 g
PLAN ZAAG A AR AT | F ZARAIZE
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SIZE FAA S AR G
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INAH | InAF | PLAN lgﬁ SIZE | ROA | LEV | BIG |INVREC| LQ EX | FRGN [LRGST| CON | LOSS | GRW | FIRST | OPN | TENU
InAF 0.87*
PLAN | -0.37% -0.28*
INTERM | -0.41* -0.33*| 0.18*
SIZE 0.82* 0.78% -0.31* -0.32*
ROA 0.06% 0.02 | -0.02 | 0.02| 0.22*
LEV 0.25% 0.25% -0.10*| -0.13*| 0.28* -0.13*
BIG 0.51* 0.44* -0.09* -0.07* 0.40* 0.11* 0.05*
INVREC | -0.11* -0.12* 0.01 0.03 | -0.14% 0.01 | 0.15* -0.12*
LIQ 0.13% 0.14* -0.07*| -0.07*| 0.13*| -0.38* 0.57* 0.01| -0.13*
EX -0.05 | -0.05 | -0.01 0.02 | -0.07*| -0.03 | 0.01|-0.02| 0.08% 0.04
FRGN 0.43% 0.45% -0.15* -0.13*| 0.46*| 0.19* -0.08* 0.26* -0.13*| -0.11*| -0.02
LRGST | 0.04 | -0.04 | -0.01 | -0.01 | 0.16* 0.25% -0.05*| 0.15* -0.05| -0.02 | -0.09% -0.03
CON 0.68*| 0.64*| -0.26*| -0.30* 0.69* 0.05* 0.22* 0.25* -0.09* 0.07* -0.06* 0.36* -0.03
LOSS | -0.06% -0.05| -0.01 | -0.01 | -0.19* -0.67* 0.17* -0.10* -0.03 | 0.30*| 0.09* -0.18* -0.23* -0.07*
GRW | -0.03 | -0.04 | 0.06*f 002| 0.03| 0.35% 0.27* 0.01| -0.04|-0.19" -0.04 | 0.04 | 0.06* -0.04 | -0.26*
FIRST | -0.03 | -0.08*| -0.03 | 0.05* -0.07* -0.05| 0.01| -0.17* -0.01| 0.04 | -0.05 | -0.08*| -0.01 | -0.05 | 0.04 | -0.01
OPN -0.04 | -0.01 | 0.01 0.01| -0.07% -0.19* 0.06*| -0.06* 0.01| 0.13* 0.01| -0.04 | -0.04 | -0.02 | 0.10* -0.03 | 0.03
TENU 0.12* 0.14% -0.04 | -0.06*| 0.13* 0.03 | 0.01| 0.18% -0.01| 002 | 0.04| 0.11% -0.02 | 0.15% -0.03 | -0.07*| -0.54* -0.01
MKT | -0.44* -0.43% 0.20* 0.18* -0.56* -0.08* -0.14* -0.25% -0.01 | -0.08* 0.10* -0.25* -0.19* -0.34* 0.09*| 0.05| 0.05| 0.06* -0.06*
D¥ISFES] ot CE 2D Fx 2) * & 5% olge] FEelA BAHNOE foI3E v



<E O ZAAEAIZE HIS 3 SZHAAZE H[S0| & ZAA|IZH0| O|X|= &
B = F ZIAAZE (InAH)

(=2 1) (24 2) (24 3)

Intercept 1.169*** 1527*** 1815***
(5.22) (6.61) (7.99)

PLAN -4.300***
(-5.24)

INTERIM -1.729***
(-9.95)

SIZE 0.283*** 0.269*** 0.262***
(22.89) (21.68) (21.61)

ROA -0.465*** -0.482*** -0.389***
(-3.82) (-4.26) (-3.27)
LEV 0.062 0.059 0.032
(0.86) (0.83) (0.47)

BIG 0.308*** 0.315*** 0.324***
(16.22) (17.1) (17.74)

INVREC 0.130* 0.116* 0.132**
(1.94) (1.73) (2.14)
LIQ -0.017 -0.019 -0.01
(-0.73) (-0.81) (-0.44)
EX -0.009 -0.016 -0.007
(-0.30) (-0.54) (-0.24)

FRGN 0.226*** 0.225*** 0.232***
(2.57) (2.50) (2.90)

LRGST -0.155*** -0.148*** -0.164***
(-2.53) (-2.49) (-2.88)

NSUBS 0.161*** 0.154*** 0.150***
(8.96) (8.76) (8.91)
LOSS 0.037 0.026 0.036
(1.50) (1.09) (1.50)
GRW -0.091 -0.072 -0.079
(-1.28) (-1.10) (-1.19)

FIRST 0.086*** 0.075*** 0.098***
(3.17) (2.83) (3.85)
OPINION -0.007 -0.019 0.008
(-0.09) (-0.23) (0.09)
TENU -0.002 -0.003 -0.002
(-0.78) (-1.04) (-0.84)
MKT 0.011 0.016 0.008
(0.47) (0.72) (0.36)
ZIND Included Included Included
N 1,525 1,525 1,525
Adj — R? 0.767 0.778 0.791

F-Value 107.126*** 107.026*** 114.183***
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SEH = FgY ZIAAZE
()SHHO A} (@) %% (€) f.‘-% &) DA MR (6) SEE]
SOIS|AHAL SOIS[AHAL = MEJt HAEAL
Intercept -0.093 1.060** -2.705** -8.003**7 -0.805**
(-0.22) (3.80) (-2.29) (-8.51) (-2.38)
PLAN 0.167 -3.874**7 -9.509*** 9.252*** -1.178
0.17) (-5.40) (-2.36) (-3.32) (-1.12)
SIZE 0.241**% 0.276**" 0.233**7 0.434*** 0.183***
(10.99) (18.67) (3.83) (8.52) (10.36)
ROA -0.740**7 -0.408**7 -0.624 -1.978**" -0.227
(-3.25) (-2.90) (-0.90) (-4.22) (-1.21)
LEV 0.054 0.029 0.171 0.227 0.091
(0.43) (0.34) (0.48) (0.80) (0.85)
BIG -0.857**7 0.260*** 3.525%*4 2.195**7 0.004
(-21.97) (11.08) (31.24) (26.22) (0.14)
INVREC 0177 0.092 -0.247 -0.096 -0.141
(1.27) (1.10) (-0.62) (-0.36) (-1.22)
LIQ 0.038 -0.010 -0.114 -0.182* -0.004
(0.87) (-0.36) (-0.94) (-1.92) (-0.11)
EX -0.059 0.026 -0.473**7 -0.068 -0.098*
(-0.91) 0.71) (-2.68) (-0.49) (-1.80)
FRGN 0.457**" 0.196* 0.636 1.179** 0.232
(2.72) (1.78) (1.34) (2.29) (1.50)
LRGST -0.078 -0.217**7 0.276 0.185 -0.134
(-0.71) (-2.75) (0.80) (0.73) (-1.33)
NSUBS 0.103**7 0.167**7 0.186** 0.098 0.087***
(3.27) (7.72) (2.00) (1.36) (3.26)
LOSS -0.061 0.023 0.311** 0.009 0.021
(-1.14) 0.77) (2.18) (0.08) (0.49)
GRW -0.158 -0.050 0.221 -0.128 -0.071
(-1.40) (-0.66) (0.67) (-0.51) (-0.73)
FIRST 0.108** 0.067** 0.103 0.193* 0.062
(1.98) (2.07) (0.65) (1.89) (1.41)
OPIMION -0.030 -0.084 0.590 0.457 0.138
(-0.09) (-0.65) (0.87) (0.93) (0.79)
TENU 0.004 -0.003 -0.010 -0.014 -0.001
(0.87) (-0.94) (-0.67) (-1.02) (-0.18)
MKT 0.053 0.039 -0.036 -0.125 0.003
(1.11) (1.39) (-0.28) (-1.29) (0.09)
ZIND Included Included Included Included Included
N 1,525 1,525 1,525 1,525 1,525
Adj — R? 0.345 0.681 0.543 0.572 0.276
F-Value 24.062*** 74.528**% 46.148**7 63.069*** 14.442***
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=

=2 ZANZ| D|X|= g

SEHS = 2T ZUAZ
DEIIO|A} 2 %% 3 4‘—3 @) M- MF | (B SEEE
SIS A AL SQIS[AAL = M2} HAEX}
Intercept 0.648 1.393**4 -3.168**7 -8.417**7 -0.810**
(1.56) (4.98) (-2.64) (-8.92) (-2.36)
INTERIM -1.945**7 -1.754**7 -0.877 -0.951 -0.25
(-6.33) (-8.54) (-1.01) (-1.50) (-0.99)
SIZE 0.216**4 0.267**4 0.253**4 0.452**4 0.184***
(10.04) (18.24) (4.12) (8.88) (10.33)
ROA -0.656**7 -0.315**7 -0.546 -1.898**" -0.211
(-2.91) (-2.13) (-0.78) (-4.11) (-1.13)
LEV 0.02 0.001 0.164 0.218 0.088
(0.16) (0.02) (0.46) 0.77) (0.82)
BIG -0.840**7 0.270**7 3.519**4 2.190**7 0.005
(-21.83) (11.60) (31.04) (26.01) (0.16)
INVREC 0.18 0.107 -0.217 -0.066 -0.137
(1.31) (1.34) (-0.54) (-0.24) (-1.19)
LIQ 0.046 -0.002 -0.107 -0.176* -0.003
(1.07) (-0.06) (-0.88) (-1.84) (-0.08)
EX -0.058 0.034 -0.457** -0.053 -0.096*
(-0.89) (0.94) (-2.56) (-0.38) (-1.76)
FRGN 0.464**7 0.203* 0.641 1.185** 0.233
(2.87) (1.95) (1.34) (2.38) (152)
LRGST -0.089 -0.232**7 0.257 0.166 -0.137
(-0.82) (-3.03) (0.74) (0.66) (-1.36)
NSUBS 0.090*** 0.163**7 0.197** 0.107 0.088***
(2.89) (7.82) (2.11) (1.49) (3.28)
LOSS -0.063 0.031 0.334** 0.031 0.023
(-1.19) (1.05) (2.33) (0.29) (0.56)
GRW -0.143 -0.055 0.186 -0.162 -0.074
(-1.27) (-0.71) (0.57) (-0.64) (-0.77)
FIRST 0.120**7 0.089*** 0.134 0.223** 0.067
(2.24) (2.83) (0.84) (2.16) (152)
OPIMION -0.014 -0.058 0.624 0.491 0.144
(-0.05) (-0.41) (0.90) (0.98) (0.80)
TENU 0.004 -0.003 -0.008 -0.012 -0.001
(0.85) (-0.80) (-0.57) (-0.92) (-0.14)
MKT 0.05 0.031 -0.049 -0.138 0.001
(1.06) (1.14) (-0.38) (-1.41) (0.04)
2IND Included Included Included Included Included
N 1,525 1,525 1,525 1,525 1,525
Adj — R? 0.365 0.695 0.540 0.568 0.276
F-Value 25.273**% 76.982**% 45.679** 62.903* *" 14.368***
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<E > ZAMAEAIZE R SZHEIAAZE HIS0| ZAE S R
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SEHS = ZAEE (A2 ZAIES)
(1) ZApE= (2) N2V ZAtE S
Intercept 5.485*** 5716*** 4137 4.075***
(18.71) (19.46) (19.86) (19.46)
PLAN -1.051 3.334***
(-1.55) (6.26)
INTERIM -0.854*** 0.907***
(-4.77) (5.74)
SIZE 0.292*** 0.285*** 0.015 0.015
(18.84) (18.46) (1.33) (1.38)
ROA -0.699*** -0.657*** -0.214* -0.267**
(-4.94) (-4.63) (-1.88) (-2.25)
LEV 0.072 0.058 0.034 0.047
(0.86) (0.70) (0.55) (0.75)
BlG 0.210*** 0.216*** -0.101*** -0.104***
(9.43) 9.73) (-5.11) (-5.22)
INVREC 0.072 0.076 -0.053 -0.065
(0.88) (0.96) (-0.78) (-0.96)
LIQ -0.001 0.003 0.016 0.011
(-0.04) 0.11) 0.77) (0.53)
EX -0.025 -0.022 -0.003 -0.009
(-0.65) (-0.58) (-0.09) (-0.28)
FRGN 0.611*** 0.614*** 0.311*** 0.306***
(5.53) (5.65) (3.83) (3.88)
LRGST -0.424*** -0.430*** -0.253*** -0.243***
(-6.18) (-6.36) (-4.74) (-4.55)
NSUBS 0.119*** 0.115*** -0.046*** -0.046***
(5.56) (5.53) (-3.01) (-2.94)
LOSS 0.001 0.002 -0.035 -0.042*
(-0.01) (0.06) (-1.37) (-1.67)
GRW -0.071 -0.069 -0.008 0.001
(-0.98) (-0.98) (-0.13) 0.01)
FIRST -0.011 -0.002 -0.095*** -0.109***
(-0.32) (-0.07) (-3.44) (-4.02)
OPINION 0.253** 0.263** 0.273 0.256
(2.16) (2.21) (1.58) (1.50)
TENU 0.001 0.001 0.001 0.001
0.11) (0.14) (0.15) (-0.02)
MKT -0.024 -0.027 -0.041* -0.035
(-0.85) (-0.97) (-1.81) (-1.55)
ZIND Included Included Included Included
N 1,525 1,525 1,525 1,525
Adj — R? 0.767 0.778 0.791 0.791
F-Value 107.126*** 107.026*** 114.183*** 114.183***




THHS = ZAAZE D ZFE ZAARE
A

== e KAF - ME =X
szt ommont | @ 5= | @5 |6 SE AT 6 2

SOIS|AHAL | SOIS[AAL S MEJ| HAEX}

Panel A. AFRIMZZIALOL 050 M2 EA
SPEC -4.526*** -3.693** -5.355*** -2.115 -5.689 0.282
(W=236) (-3.07) (-2.06) (-2.89) (-0.46) (-0.76) 0.13)
Non SPEC -4.205*** 0.542 -3809***  -10.244*** -8.995*** -1.491
(A=1,289) (-8.08) (0.45) (-5.77) (-3.02) (-3.96) (-1.60)

Panel B. BIG 4 ZtAlCl oof 2 EA
BIG 4 46117 -1514 -2.206** -8.356"** -23173*** -1.092
(\=810) (-5.63) (-1.46) (-2.15) (-3.28) (-5.76) (-0.86)
Non BIG4 -3.904*** 1.435 -4.883*** -9.717* 2012 -0.841
(NET15) (-6.70) (0.81) (-6.37) (-1.85) (1.13) (-0.72)

Panel C. ZtAlCIo| ZIAIZ|Zt0|| E 24
Long Tenure -3661*** 0.803 -3540*** 557 -8.308*** -2.005*
(A=796) (-5.73) (0.62) (-4.41) (-1.55) (-2.81) (-1.81)
Short Tenure -5.553*** -1.104 -4.819***  -14502*** -12.037*** -0.574
(NET29) (-6.92) (-0.63) (-4.63) (-2.91) (-357) (-0.41)

Panel D. H|ZIMIMH|A H& 0{F0] ME 2A

NAS -4.330*** -1.359 -3154**  -12.296*** -11.747*** -1.385
(A=514) (-4.92) (-0.84) (-2.80) (-2.72) (-2.95) (-0.95)
No NAS -4532*** 1.076 -4.406*** -7.972** -0.380*** -1.176
(M1,011) (-7.39) (0.78) (-5.65) (-2.03) (-3.50) (-1.08)

Panel E. SE3|HAl PR 20| IE 24
wHeflvyd -5.898*** -3.044 -6.263*** -8.801 2847 252
(Me665) (-6.80) (-136) (-6.02) (-147) (-093) (-159)
WLi%ht ] -3.484*** 1.202 -2.464*** -9.347*** -11.900*** -1.421
) (-5.63) (1.12) (-3.05) (-3.00) (-394) (-152)

SEIAA ] dFel wEt 4 == & H AR GOl A 2
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ARRlo g FE3IYTE Panel CollA AP median &%) 58 2 long tenue®} short
tenureE w3t Panel DolA & 71l HIZHAARIZE o] &ste Ao wet ABAES
£33tk Panel EolAe 55 FAIAAY TS SAHA AAQEIA 3 55 FU3
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ZaHS = ZANIZE Y ASE ZAARE
== ESEN AL - M[E =X[1]
EZIAAZL | @itolAr 3 S5 @ =5 G) FA M T (6) =2
SOIS|AHAL | SOIS[AAL S MEJ| HAEX}
Panel A. ARIFIEZIAIRl 0fFof T2 24
SPEC -1.681*** -2.367*** -1.976*** -0.524 -2.387 -0.184
(W=236) (-4.02) (-4.79) (-3.75) (-0.40) (-1.10) (-0.28)
Non SPEC -1.766*** -2.036*** -1.750*** -0.944 -0.747 -0.314
(N=1,289) (-12.62) (-6.35) (-9.73) (-1.02) (-1.20) (-1.23)
Panel B. BIG 4 ZtAIRl 020 2 EM
BIG 4 -1.884*** -1.268*** -2210%** -0.234 -2.969*** -0.394
(\=810) (-9.19) (-4.81) (-8.69) (-0.35) (-2.81) (-1.20)
Non BIG4 -1.526*** -2.435*** -1.274*** -1.06 0.829 0.053
(A\=715) (-9.30) (-4.80) (-5.70) (-0.69) (1.60) (0.16)
Panel C. ZtAlCIo| ZIAIZ|Zt0|| E 24
Long Tenure -1.614*** -1.930*** -1.680*** -0.933 -1.603* -0.021
(A=796) (-8.65) (-5.04) (-7.13) (-0.86) (-1.80) (-0.06)
Short Tenure -2.025%** -1.954*** -2077*** -0.656 -0.225 -0.419
(NET29) (-10.63) (-4.53) (-8.33) (-053) (-0.27) (-1.21)
Panel D. H|ZIIMH|A XS 0{F0f ME EA
NAS -2.119*** -1.036** -2.203*** -2.862** -1.930 0.094
(\E514) (-8.82) (-2.25) (-7.12) (-2.20) (-167) 0.22)
No NAS -1.522%** -2.247*** -1.552*** 0.174 -0.638 -0.480*
(M1,011) (-9.52) (-6.27) (-7.60) 0.17) (-0.89) (-1.66)
Panel E. SE3|HAl PR 20| IE 24
wHeflvyd -1505*** 2779 -1.403*** 2.298* 0.067 0.413
(A665) (-7.61) (-552) (-5.86) (165) 0.10) (113)
WLi%ht ] -1.899*** -1.408*** -2.021*** -2.841*** -1.706* -0.881***
(A860) (-10.32) (-427) (-8.36) (-2.94) (-181) (-3.05)
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