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Abstract In order to improve audit quality, it is essential to understand the occurrence of disagreement
between auditors and managers, and this study aims to analyze the impact of Business Strategies on
audit risk and accounting audit delay. To this end, we conducted an empirical analysis using sample
2,910 firm-year data from 2018 to 2020 of KOSPI-listed and KOSDAQ-listed companies. The results of
the empirical analysis of this study are as follows. First, compared to the companies of defender type,
prospectors can expand audit procedures for new products, R&D costs, and intangible assets, and
increase audit delays due to disagreement between managers and auditors. Second, compared to
KOSPI-listed companies, the prospectors in KOSDAQ are more likely to have lower financial reporting
quality, which further increases audit delays. The results of this study analyzed whether a company's
Business Strategy affects the possibility of disagreement between an auditor and a company, and verified
whether there is a difference in the audit report lag by stock market. The results of this study show
that auditors' strong duty of care is needed for the companies of prospector type with high audit risk,
and it is meaningful to present reinforced audit systems and specific guidelines for the companies of
prospector type through the definition of prospector type. It also enables the expansion of research to
identify the relationship between non-financial factors and audit risks that make up the companies of
prospector type.
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Table 1. Measurement of Business Strategy

Step 1. Selection of six measurements
characteristics of each type

Measurements

according  to

Calculation method

Research and
development

Average of the last five years of R&D
expenditure to sales

Average of the last five years of the ratio
of employees to sales

Average sales growth over the last five
years

Average SG&A expenses in the last five
years

Efficiency

Growth potential

Marketing

Organizational
stability and
decentralization

Last five—year standard deviation of
change in the number of employees

Average of the last five years of capital
assets to total assets

Step 2. Ranking Scoring

Ranking is assigned to each of the six measurements obtained
through the first stage process in five stages by
industry-year, and then one point is given to the lowest
measurement and five points are given to the highest
measurement (in the case of capital intensity, the opposite
score is given).

Capital intensity
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= B 74Y0lH, ASHS HYAA4(Business
Strategy)?] B 18.4758(18%) 0= Uepsitt. A
HEHOJA 19.1%7t A=H(PROSPECTOR) 39 714
o7 FRur, M 39| 13.8%= WIS (DEFENDER)
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Table 2. Descriptive statistics

Variable MEAN STD MIN ME'\?lA MAX
Audit Delay 74527 | 6.424 52 76 96
LAudit Delay 4307 | 0.092 | 3.951 | 4331 | 4.564
STRATEGY 18.475 | 4.218 7 18 30
PROSPECTOR 0.191 | 0.393 0 0 1
DEFENDER 0.138 | 0.345 0 0 1
SIZE 19.293 | 1.422 | 16.765 | 18.978 | 23.964
LEV 0.382 | 0.229 | 0.025 | 0.371 1.201
GRW 0.005 | 0.190 | -0.719 | 0.005 | 0.767
ACFO 0.046 | 0.089 | -0.273 | 0.044 | 0.313
FOR 8.717 | 11,610 0 3.800 | 56.910
ROA 0.005 | 0.116 | -0.556 | 0.019 | 0.312
AU 0.100 | 0.301 0 0 1
Y 0.063 | 0.243 0 0 1
LIQ 3.184 | 4722 | 0.132 | 1.629 | 33.709
INVREC 0.228 | 0.163 0 0.207 | 0.760
AGE 2616 | 0.783 | 0.693 | 2.773 | 3.912
MKT 0.596 | 0.491 0 1 1
BIG4 0.478 | 0.500 0 0 1

1) Detailed definition of variables is in the note of equations (1).

2) The unit of AuditDelay is the number of days, and LAuditDelay is its
natural log value. SIZE is the natural logarithm of total assets, and the unit
of FOR is %. The unit of STRATEGY is a score, and all other variables are
proportional variables.

Table 3. Pearson Correlations

4.2 3HENZAY

Table 4= 4] (1)& o]-83t 7Hd 19 AZEAS A3t
olt}. Model(1)2 HJHZAFE ALKHI(STRATEGY)
2 Z7sto] B3t dijo|n], STRATEGYS] Als#t
0.001&2 1% &4 fFstth(t-stat=3.88). °l+=
Axy 7|9LeE AR vAE 9F 1% =
oA ot FHHY S 2= Ao YERTE Model
&= AR ¥4E AEHS7t ofd Hulds: FH
2 BEA% AFtolrt, 27 AW EH PROSPECTOR
(A=g 71gold 1, oFd 0)9] Alg2 0.0072 10%
$ZoA {9 (t-stat=1.72)3}H, DEPENDER($13
7|9ol9 1, oFUH 0)9] AlSgkZ -0.013°% 1% =
oA f9(t-stat=-2.66)2 AT YeRH o= 4
AFAFE ol gsto] HES AxY, E4Y, Polgo
2 FEHES o AEgo] A AAGRAIRDe] 7H
Fon Wolgo] 7P W Aoz Yeht 74 18 A
Aok Aijo|th. 919] AatE siAlotH AR AEF
7199 A7l& Tx AANEE AE8ARE QAo
RS g & 1o, A9 JAEGA7
AT 7Hs/do] e AS Yulglht.

. [Audit Table 4. Regression Results for Hypothesis 1
variable STRATEGY | PROSPECTOR| DEFENDER
Delay Variable Dep. Var. = LAudit Delay;
LAudit Delay 1 0078 0.045 ~0.061 Model(1) Model(2)
STRATEGY ] 0696 20635 intercept 4.295 (108.02)*** 4.330 (112.96)***
STRATEGY 0.001 (3.88)***
PROSPECTOR 1 ~0.195 PROSPECTOR 0.007 (1.72)*
DEFENDER 1 DEFENDER -0.013 (-2.66)***
SIZE -0.001 (-1.03) -0.002 (-1.07)
N 2,910 LEV 0.030 (3.40)*** 0.029 (3.26)***
1) *, ** and ** denote the significance at 10%, 5%, and 1% level, respectively. GRW -0.029 (=3.10*** -0.027 (=2.92)***
2) Detailed definition of variables is in the note of equations (1). ACFO -0.021 (-0.94) -0.022 (-1.00)
FOR -0.000 (-4.49** | -0.000 (-4.35)***
o m A A AZEAIA Ales = ROA -0.068 (-3.81)** | -0.068 (-3.85)***
Table 3z E 1_?'0" -1 E]_O“E ——‘q] -1 ]’o =2 F8 AU 0.009 (-1.65)* 20.010 (-1.74)
4250 Tjgt ARAZ QOFAAE] Q. B [y 0,016 (1.9 | 0015 (-1 89
y LIQ -0.001 (-4.22** | -0.001 (-4.14)***
o] JA7ZF 2y 7 LN =[x b 3[=ioy B
A SARAL AR A (Laudit Delay)e 7 3HAS INVREC -0.014 (-1.15) -0.014 (-1.20)
HISTRATEGY)}F A% d o8 Su|Hsy PROSPECTOR) AGE 0.002 (1.08) 0.002 (0.90)
o o= e o N - MKT 0.024 (5.37)*** 0.024 (5.52)***
oF Fogt kY AHTAZL JoH, HolF ofi BIG4 0.027 (7.15)** 0.027 (7.20*
Cu|RAR(DEFENDERSHE RO% ()9 4aaA7 o neuced
Incluae
ol Aoz Uehgeh olefat ke 71919 BHe o 0001 000
. F-Value 14.82%* 13.95%**
of we} S|AHAL Aelo] Lol % Yl FHs AL Mol : L

Zo. sHAE ojgfat ATk B JuUARA0|nE

1) *, ** and *** denote the significance at 10%, 5%, and 1% level, respectively.
2) Detailed definition of variables is in the note of equations (1).
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A (2)F ol83t 7Hd 29 AFEA A= Table 59
2k A ARY 7|Yold 1, oW 09 g
Zr= En|WS(PROSPECTOR)S} FAY AZold 1,
ofH 09 gk 2 TvHR(MK D F5A-E] ol
PROSPECTOR*MKTAI42 0.0192 5% =olAl
FHolth(t-stat=2.04). ol IAH Al 4FH
Z1doldA A=g 71990 71952 IAT A A
E 719olHA AEY 71901 7 FEET AR
o] ol dojdti= AL oulgit.

Table 59] Aat= AEF 7199 FAIE8A Qo=
FAT A 719 oju] A AP 7]199] W AREL

Eo] ZANAS B F7HAHE AL Ui,

Table 5. Regression Results for Hypothesis 2

. Dep. Var. = LAudit Delay:
Variable
Parameter Estimate(t-value)

intercept 4.334 (112.99)***
PROSPECTOR -0.006 (-0.76)
DEFENDER -0.013 (-2.74)***
MKT 0.021 (4.57)***
PROSPECTOR*MKT 0.019 (2.04)**
SIZE -0.002 (-1.10)
LEV 0.028 (3.16)***
GRW -0.027 (-2.92)***
ACFO -0.023 (-1.03)
FOR -0.000 (-4.40)***
ROA -0.068 (-3.85)***
AU -0.009 (-1.73)*
Y -0.015 (-1.89)*
LIQ -0.001 (-4.20)***
INVREC -0.015 (-1.29)
AGE 0.001 (0.82)
BIG4 0.027 (7.22)***
YD included
IND included

Adj R? 0.090

F-Value 13.54***

N 2,910
1) *, ** and *** denote the significance at 10%, 5%, and 1% level,
respectively.
2) Detailed definition of variables is in the note of equations (1), (2).
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