





Panel B: Pearson/Spearman Correlation Matrix for Underpricing Tests (Table 4-Continued)

(11 (21 (31 1[4 [51 (6] [71 [8] [91 [10] [11] [12] ([13] [14] [15] ([16] [17] [18] [19]
[1] UNDERPRICING 1.00 -0.01 0.01 -0.07 -0.02 0.03 -0.04 0.08 0.06 0.17 0.18 0.40 0.00 0.04 0.05 0.03 0.03 0.00 0.07
[2] NATIPOSPEC DEFI ~ 0.01 1.00 0.32 0.02 0.26 0.00 0.18 0.32 0.04 0.14 0.16 -0.01 -0.08 -0.01 -0.07 0.00 0.04 0.05 0.06
[3] CITY IPOSPEC DEFI  0.04 0.32 1.00 -0.04 0.73 -0.02 0.20 0.26 -0.04 0.10 0.17 0.02 -0.09 0.05 0.04 -0.02 0.03 0.06 0.10
[4] NAT IPOSPEC DEF2 -0.03 0.02 -0.04 1.00 -0.06 -0.06 -0.08 -0.09 -0.10 -0.08 -0.11 0.05 0.09 0.04 -0.05 -0.07 -0.08 -0.04 -0.08
[5] CITY IPOSPEC DEF2 0.00 0.26 0.73 -0.06 1.00 -0.03 0.12 0.16 -0.06 0.06 0.14 0.03 -0.04 0.02 0.04 -0.04 0.01 0.04 0.10
[6] NAT INDUSTRYSPEC  0.03 0.00 -0.02 -0.06 -0.03 1.00 0.21 0.22 -0.03 0.00 0.12 0.01 -0.10 -0.06 0.02 -0.02 0.01 0.11 0.14
[7] CITY INDUSTRYSPEC -0.02 0.18 0.20 -0.08 0.12 0.21 1.00 0.25 -0.05 -0.02 0.12 -0.05 -0.12 -0.05 0.04 -0.01 0.00 0.14 0.14

[8] BIG4 0.12 0.32 0.26 -0.09 0.16 0.22 0.25 1.00 -0.11 0.17 0.51 0.05 -0.35 0.04 0.00 -0.10 -0.07 0.20 0.36
[9] EGC -0.01 0.04 -0.04 -0.10 -0.06 -0.03 -0.05 -0.11 1.00 0.19 -0.19 -0.06 0.14 -0.13 -0.09 0.10 0.11 -0.20 -0.24
[10] VC 0.16 0.14 0.10 -0.08 0.06 0.00 -0.02 0.17 0.19 1.00 0.17 0.05 0.05 0.20 -0.01 0.06 -0.01 -0.23 -0.26
[11] RANK 0.20 0.16 0.15 -0.11 0.17 0.11 0.11 0.44 -0.19 0.12 1.00 0.12 -0.54 0.06 0.02 -0.06 -0.07 0.26 0.55
[12] REVISION 0.54 0.00 0.03 0.02 0.03 0.01 -0.05 0.08 -0.05 0.08 0.19 1.00 -0.07 0.05 0.07 0.04 -0.04 0.00 0.25
[13] SPREAD -0.03 -0.01 -0.06 0.08 -0.07 -0.10 -0.14 -0.24 0.21 0.32 -0.42 -0.11 1.00 0.05-0.11 0.03 0.02 -0.19 -0.71
[14] TECH 0.08 -0.01 0.05 0.04 0.02 -0.06 -0.05 0.04 -0.13 0.20 0.06 0.04 0.09 1.00 0.06 -0.01 -0.11 -0.05 -0.10
[15] vwTOT 0.08 -0.07 0.02 -0.01 0.02 0.03 0.03 0.00-0.11 -0.03 -0.01 0.08 -0.02 0.05 1.00 -0.03 -0.16 0.06 0.04
[16] IPORET 0.02 0.02 0.00 -0.07 -0.03 -0.05 0.00 -0.10 0.16 0.08 -0.07 0.04 0.06 -0.02 -0.11 1.00 0.08 -0.12 -0.04
[17] IPOTOT 0.01 0.04 0.04 -0.08 0.01 0.01 -0.01 -0.06 0.11 0.00 -0.06 -0.03 0.04 -0.10 -0.20 0.14 1.00 -0.02 -0.06
[18] LNAGE 0.01 0.02 0.03 -0.04 0.02 0.10 0.12 0.14 -0.21 -0.29 0.13 -0.01 -0.27 -0.06 0.04 -0.11 -0.02 1.00 0.36
[19] PROCEEDS 0.16 0.03 0.07 -0.06 0.08 0.14 0.12 0.31 -0.26 -0.34 0.49 0.33 -0.85 -0.10 0.03 -0.08 -0.06 0.32 1.00

This table presents the Pearson correlation coefficients above the diagonal and Spearman correlation coefficients below the diagonal. Bolded
coefficients are significant at the 5 percent level. The sample contains 1,022 firm-year observations. Variables are defined in Appendix. None
of the variance inflation factors on any of the variables exceeds 3.5, which is below the threshold of 10 recommended by Kennedy (1992) to
test for multicollinearity.
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Results of my audit fee tests are reported in Table 5. My test variable is IPOSPEC. The
coefficients on IPOSPEC are positive and statistically significant in all four models (national IPO
specialist using definition one, city IPO specialist using definition one, national IPO specialist
using definition two, city IPO specialist using definition two) and are consistent with my
expectations. These significant positive coefficients on IPOSPEC support my first hypothesis that
IPO clients with an IPO specialist auditor pay higher audit fees compared to clients with non-IPO
specialists.

Using my first measure of specialization, national IPO specialists charge 78% higher audit
fees than non-national IPO specialists, while city IPO specialists charge 141% higher audit fees
than non-city IPO specialists. Using my second measure of specialization, national IPO specialists
charge 272% higher audit fees than non-national IPO specialists, while city IPO specialists charge
173% higher audit fees than non-city 1PO specialists.® These results demonstrate the economic
significance of IPO specialists. My adjusted R?s range from 36% to 37% which are comparable to
previous IPO audit fee studies (adjusted R%s in Venkataraman et al. (2008) range from 31% to 38%
and the adjusted R? in Mayhew and Wilkins (2003) is 26%).

The coefficients on INDUSTRYSPEC, SIZE, LOSS, ICW, and SECTIER in my city models
are positive and statistically significant, suggesting that audit fees are higher for firms that are
audited from an industry city specialist audit office, are larger, reported a net loss, reported internal
control weaknesses, and/or were audited from second tier audit firms. The coefficients on
FOREIGN and NONDEC are negative and statistically significant, suggesting that audit fees are

lower for clients with foreign incomes and/or without a December 31st fiscal year-end.

15 The interpretation of coefficients is the following: %A y = 100(ef* — 1) when 5, <-0.1 and
B1 = 0.1 (Craswell et al. 1995).
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Table 5. Regression of Multivariate Analysis (Dependent Variable: LNAFEES)

Definition 1 Definition 2

National City National City
Variable Coefficient P-value Coefficient P-value Coefficient P-value Coefficient P-value
Intercept 3.562 0.059* 3.610 0.054* 3.438 0.068* 3.388 0.070*
IPOSPEC 0.577 0.043** 0.880 0.001*** 1.315 0.010** 1.005 0.000***
INDUSTRYSPEC 0.148 0.650 0.706  0.007*** 0.110 0.735 0.769  0.003***
EGC -0.390 0.478 -0.290 0.596 -0.366  0.505 -0.234 0.668
SIZE 0.458 0.001*** 0.441 0.001*** 0.431 0.001*** 0.457 0.001***
LNSALES 0.081 0.484 0.068 0.552 0.083 0.471 0.070 0.542
SEGBUS 0.007 0.881 -0.005 0.902 0.009 0.834 -0.005 0.904
INVAR 0.083 0.927 0.096 0.914 0.011 0.990 0.082 0.927
FOREIGN -0.092 0.015** -0.093 0.013** -0.090 0.016** -0.097  0.009***
CATA -0.317 0.625 -0.333  0.604 -0.321 0.620 -0.314 0.624
QUICK -0.018 0.312 -0.020 0.260 -0.020 0.269 -0.026  0.138
ROA 0.020 0.765 0.027 0.682 0.023 0.730 0.016 0.809
LEV 0.063 0.595 0.074 0.530 0.053 0.660 0.055 0.640
LOSS 0.634 0.037** 0.546 0.070* 0.570 0.060* 0.503 0.095*
ICW 3.266 0.006*** 3.316  0.005*** 3.354  0.005*** 3.324  0.005***
GCONCERN -0.360 0.443 -0.391 0.402 -0.255 0.587 -0.382 0.412
NONDEC -2.112 <.0001*** -2.185 <.0001*** -2.123 <.0001*** -2.197 <.0001***
BIG4 -0.194 0.660 -0.417 0.334 0.467 0.309 -0.378  0.377
SECTIER 1.213  0.049** 1.110 0.070* 1.682 0.009*** 1.085 0.076*
LIT 0.264 0.492 0.317 0.405 0.269 0.484 0.316  0.407
LNPROCEEDS -0.232 0.177 -0.226  0.186 -0.223 0.195 -0.246  0.149
YEAR & INDUSTRY FIXED EFFECT Yes Yes Yes Yes
Adj. R? 0.3599 0.3683 0.3618 0.3704
N 1,226 1,226 1,226 1,226

*, ** *** Indicate significance at the 10 percent, 5 percent, and 1 percent levels, respectively. Bolded variables are the variables of interest. The
dependent variable is LNAFEES. The sample contains 1,226 firm-year observations. The sample period covers from 2001 to 2015. Year and industry
(based on 2-digit SIC codes) are included in the model. My adjusted R?s are comparable to previous IPO and audit fee studies (adjusted R?s in
Venkataraman et al. (2008) range from 30.9 to 38% and adjusted R? in Mayhew and Wilkins (2003) is 26%).
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Results of my audit fee tests using the propensity score matching (PSM) method tests are
reported in Table 6. | also evaluate whether covariates are balanced and report these results in
Table 6. All twenty-five of the covariates (twenty-four covariates for city IPO specialist using
definition one and national IPO specialist using definition two) are insignificantly different
between IPO specialist clients and non-IPO specialist clients after matching.® These results
suggest that the covariate balance substantially improves in the matched sample.

The coefficients on IPOSPEC, the test variable, are again positive and statistically
significant in all four models. These results are consistent with the results from my OLS models.
These significant positive coefficients on IPOSPEC support my first hypothesis that IPO clients
with an IPO specialist auditor pay higher audit fees compared to clients with non-1PO specialists
after controlling for a self-selection bias issue. Economically, using my first measure of
specialization, national IPO specialists charge 177% higher audit fees than non-national IPO
specialists, while city IPO specialists charge 86% higher audit fees than non-city IPO specialists.
Using my second measure of specialization, national IPO specialists charge 755% higher audit
fees than non-national IPO specialists, while city IPO specialists charge 96% higher audit fees than
non-city IPO specialists.

Results from my underpricing tests are reported in Table 7. My test variable is IPOSPEC.
The coefficients on IPOSPEC are negative and statistically significant in three out of four models
(city IPO specialist using definition one, national IPO specialist using definition two and city IPO
specialist using definition two). These results support my second hypothesis that IPO clients with

an IPO specialist auditor will exhibit lower levels of first-day underpricing.

16 | evaluate covariate balance using the same set of nineteen covariates from equation (1) and 6
covariates from equation (3).
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Table 6. Regression of Multivariate Analysis for Matched Sample (Dependent Variable: LNAFEES)

Definition 1 Definition 2

National City National City
Variable Coefficient P-value Coefficient P-value Coefficient P-value Coefficient P-value
Intercept -1.072 0.605 -1.044 0.602 1.891 0.365 2400 0.162
IPOSPEC 1.020 0.002*** 0.623 0.035** 2.146 0.002*** 0.674 0.018**
INDUSTRYSPEC 0.317 0.442 0.500 0.101 -1.273 0.032** -0.145 0.626
EGC -0.725 0.310 0.048 0.950 -0.508 0.667 -0.665 0.346
SIZE 0.357 0.078* 0.861 <.0001*** 0.465 0.054* 0.503  0.004***
LNSALES 0.093 0.601 -0.012 0.937 0.078 0.771 0.251 0.210
SEGBUS -0.014 0.817 -0.065 0.165 -0.075 0.746 0.048 0.752
INVAR -1.263 0.350 0.435 0.717 0.737 0.607 -0.647 0.579
FOREIGN -0.195 0.001*** -0.075 0.062* -0.067 0.423 -0.045 0.284
CATA 1.108 0.220 0.564 0.532 -0.381 0.734 0.148 0.860
QUICK -0.012 0.800 -0.048 0.287 -0.033 0.226 -0.013  0.439
ROA 0.215 0.531 0.025 0.796 0.065 0.704 -0.104 0.705
LEV 0.197 0.279 1.604 0.048** 0.019 0.952 0.101 0.711
LOSS -0.008 0.985 0.869 0.018* 0.531 0.301 0.653 0.079*
ICW -0.457 0.916 7.928 0.001*** 2.064 0.404 5.246  0.052*
GCONCERN 0.116 0.856 -0.242 0.700 0.491 0.617 0.005 0.994
NONDEC -2.333 <.0001*** -2.847 <.0001*** -1.563 0.009*** -2.302 <.0001***
BIG4 1.068 0.380 2.310 0.002*** -0.309 0.654
SECTIER 3.593 0.020** 4.464 0.009*** 0.925 0.356
LIT 1.031 0.050** -0.262 0.567 0.411 0.476 0.362 0.436
LNPROCEEDS 0.088 0.748 -0.376  0.147 -0.169 0.541 -0.205 0.368
YEAR & INDUSTRY FIXED EFFECT Yes Yes Yes Yes
Covariates Balanced 25/25 24/25 24/25 25/25
Adj. R 0.4554 0.3969 0.2981 0.4231
N 728 722 426 710

* ** *** Indicate significance at the 10 percent, 5 percent, and 1 percent levels, respectively. Bolded variables are the variables
of interest. The dependent variable is LNAFEES. The sample are matched by the propensity score. Year and industry (based on 2-
digit SIC codes) are included in the mode. My adjusted R?s are comparable to previous IPO and audit fee studies (adjusted R?s in
Venkataraman et al. (2008) range from 30.9 to 38% and adjusted R? in Mayhew and Wilkins (2003) is 26%).
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Economically, on average, IPO specialists reduced underpricing worth $3.8 million (city
IPO specialists definition 1), $6.2 million (national IPO specialists definition 2), and $6.7 million
(city IPO specialists definition 2).

The coefficients on EGC, VC, RANK, REVISION, SPREAD, VWTOT and IPOTOT in my
underpricing models are positive and statistically significant, suggesting that there is higher
underpricing for firms that are emerging growth companies, are backed by venture capital, hire a
more prestigious underwriter, have a higher price revision from the book building process, have a
higher fraction of underwriters’ fees over proceeds, and/or go public during a hot IPO market.

Results of my underpricing tests using the propensity score matching (PSM) method are
reported in Table 8. | also evaluate whether covariates are balanced and report these results in
Table 8. Sixteen covariates out of eighteen covariates are insignificantly different between IPO
specialist clients and non-IPO specialist clients after matching.}” These results suggest that the
covariate balance substantially improves in the matched sample.

The coefficients on IPOSPEC are negative and statistically significant in three out of four
models (city IPO specialist using definition one, national 1PO specialist using definition two and
city IPO specialist using definition two). These results are consistent with results from my OLS
models and support my second hypothesis that IPO clients with an IPO specialist auditor will
exhibit lower levels of first-day underpricing. Economically, on average, IPO specialists reduced
underpricing worth $6.9 million (city IPO specialists definition 1), $6.6 million (national 1PO

specialists definition 2), and $8.3 million (city IPO specialists definition 2).

171 evaluate covariate balance using the same set of fourteen covariates from equation (2) and 4
covariates from equation (3) after eliminating the same covariates in the two equations.
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Table 7. Regression of Multivariate Analysis for Full Sample (Dependent Variable: UNDERPRICING)

Definition 1 Definition 2
National City National City

. . Robust . Robust . Robust . Robust
Variable Coefficient t-statistics Coefficient t-statistics Coefficient t-statistics Coefficient t-statistics
Intercept -0.204 -2.36** -0.200 -2.35%* -0.181 -2.06** -0.198 -2.37**
IPOSPEC -0.031 -1.36 -0.021 -1.96* -0.039 -2.32** -0.037 -2.35**
INDUSTRYSPEC 0.011 0.80 -0.014 -0.95 0.013 0.89 -0.014 -0.98
BIG4 0.004 0.14 0.004 0.18 -0.009 -0.37 0.004 0.17
EGC 0.080 2.12** 0.076 2.06* 0.072 1.97* 0.075 2.03**
VC 0.054 2.91%** 0.053 2.87%** 0.049 2.65%** 0.053 2.90%**
RANK 0.031 2.93*** 0.030 2.93*** 0.030 2.84*** 0.031 2.95%**
REVISION 0.752 9.37*** 0.747 9.30*** 0.762 9.65*** 0.747 9.33***
SPREAD 2.670 1.65* 2.746 1.69* 2.658 1.66* 2.874 1.76*
TECH -0.001 -0.04 -0.001 -0.03 0.001 0.07 -0.001 -0.06
VWTOT 0.280 1.93* 0.322 2.15** 0.272 1.86** 0.331 2.21**
IPORET 0.000 0.44 0.000 0.43 0.000 0.23 0.000 0.35
IPOTOT 0.002 2.74%** 0.002 2.85%*** 0.001 2.51** 0.002 2.83***
LNAGE 0.004 0.66 0.005 0.71 0.003 0.53 0.004 0.66
PROCEEDS -0.006 -0.50 -0.004 -0.35 -0.007 -0.59 -0.003 -0.25
YEAR& INDUSTRY
CLUSTERING YES YES YES YES
Adj. R2 0.2067 0.2059 0.2071 0.2085
N 1,022 1,022 1,022 1,022

* ** *** Indicate significance at the 10 percent, 5 percent, and 1 percent levels, respectively. Bolded variables are the variables of interest.
The dependent variable is Underpricing. The sample contains 1,022 firm-year observations. The sample period covers from 2001 to 2015.
Robust t-statistics are adjusted for clustering of observations across years and 2-digit industry code (Fama-French industry category) to address

correlations among standard errors.
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Table 8. Regression of Multivariate Analysis for Matched Sample (Dependent Variable: UNDERPRICING)

Definition 1 Definition 2
National City National City
Robust Robust

Variable Coefficient t- Coefficient t- Coefficient _uo_ocmﬁ Coefficient _uo.ccﬂ

. . t-statistics t-statistics

statistics statistics

Intercept -0.373 -1.68* -0.390 -1.35 0.018 0.26 -0.263 -0.99
IPOSPEC -0.037 -1.15 -0.038 -2.90*** -0.042 -1.93* -0.046 -3.10%**
INDUSTRYSPEC 0.034 1.86* -0.013 -0.58 -0.024 -0.97 -0.031 -1.40
BIG4 0.007 0.18 0.015 0.50 -0.002 -0.05 -0.031 -0.69
EGC 0.067 1.65** 0.097 1.69* 0.126 1.52 0.055 0.71
VC 0.066 3.07*** 0.058 2.27** 0.048 1.93* 0.042 1.32
RANK 0.052 2.14** 0.054 1.86* 0.016 2.86%** 0.043 1.32
REVISION 0.857 10.30*** 0.886 11.67%** 0.592 2.69%** 0.919 9.67***
SPREAD 6.673 1.28 2.602 0.62 1.930 1.36 2.680 0.66
TECH -0.018 -0.73 -0.018 -0.98 0.019 0.68 -0.008 -0.28
VWTOT 0.041 0.26 -0.036 -0.17 0.482 1.79* 0.072 0.25
IPORET 0.000 -0.40 0.000 -0.52 -0.003 -1.51 0.000 -0.33
IPOTOT 0.002 2.59** 0.003 4.03*** 0.000 -0.30 0.002 1.93*
LNAGE -0.006 -0.58 0.000 0.02 0.003 0.23 0.016 1.74*
PROCEEDS 0.016 0.62 -0.014 -0.83 0.007 0.38 -0.026 -1.31
YEAR& INDUSTRY
CLUSTERING YES YES YES YES
Covariates Balanced 16/18 16/18 16/18 16/18
Adj. R2 0.2515 0.2686 0.1501 0.2278
N 638 616 342 596

*, ** *** Indicate significance at the 10 percent, 5 percent, and 1 percent levels, respectively. Bolded variables are the variables of interest.
The dependent variable is Underpricing. The sample period covers from 2001 to 2015. Robust t-statistics are adjusted for clustering of
observations across years and 2-digit industry code (Fama-French industry category) to address correlations among standard error.
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CHAPTER 6

ADDITIONAL ANALYSIS

| also reclassify my IPO specialist variable using a rolling three year window prior to IPO
issue date. In my OLS audit fees tests, the coefficients on IPOSPEC, the test variable, are positive
and statistically significant in three models (0.91 (t=2.94) for national IPO specialists using
definition 1, 1.40 (t=4.72) for city IPO specialists using definition 1, 0.43 (t=1.03) for national IPO
specialists using definition 2, and 1.08 (t=3.75) for city IPO specialists using definition 2). In my
PSM audit fees tests, the coefficients on IPOSPEC, the test variable, are positive and statistically
significant in all models (0.83 (t=3.10) for national IPO specialists using definition 1, 0.67 (t=2.54)
for city IPO specialists using definition 1, 2.10 (t=3.17) for national IPO specialists using definition
2, and 0.87 (t=3.38) for city IPO specialists using definition 2).

In my underpricing tests, the coefficients on IPOSPEC, the test variable, are negative and
statistically significant in all models (-0.04 (t=-1.98) for national IPO specialists using definition
1, -0.02 (t=-1.86) for city IPO specialists using definition 1, -0.03 (t=-1.80) for national IPO
specialists using definition 2, and -0.02 (t=-1.46) for city IPO specialists using definition 2). In my
PSM underpricing tests, the coefficients on IPOSPEC, the test variable, are negative and
statistically significant in three models (-0.05 (t=-1.98) for national IPO specialists using definition
1, -0.03 (t=-2.03) for city IPO specialists using definition 1, -0.06 (t=-1.95) for national IPO
specialists using definition 2, and -0.02 (t=-0.81) for city IPO specialists using definition 2). These
results using a rolling three year window prove additional support that IPO specialist auditors earn
fee premiums while reducing underpricing.

In my study, | also seek to better understand whether IPO specialist auditors provide

higher audit quality. Audit specialists are believed to be better able to deliver higher audit quality
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because they possess a deeper knowledge of business and accounting practices than non-
specialist auditors, suggesting that specialists have greater competency in providing high quality
audits (Dopuch and Simunic 1982; Reichelt and Wang 2010). | use restatements and
discretionary accruals to examine the audit quality of IPO specialist auditors. Results of my
restatement and discretionary accrual tests show that the coefficients of IPO specialist auditors

are negative but not statistically significant.
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CHAPTER 6

CONCLUSION

In this paper, | examine auditor specialization in the IPO market and then investigate the
pricing of IPO auditor expertise and the issuer underpricing of IPO auditor expertise. | find that
IPO clients with an IPO specialist auditor pay higher audit fees compared to clients with non-IPO
specialists using both the traditional OLS regression and the propensity score matching method.
When an audit firm is a national IPO audit specialist, I document significant fee premiums of 78
percent using an IPO market share measure and 272 percent using an IPO market concentration
measure. Additionally, when an audit office is a city IPO audit specialist, I document significant
fee premiums of 141 percent using an IPO market share measure and 173 percent using an IPO
market concentration measure. | also document evidence that IPO clients with an IPO specialist
auditor are associated with lower levels of first-day underpricing. Specifically, city IPO specialists
using an IPO market share measure, national IPO specialists using an IPO market concentration
measure and city IPO specialists using an IPO market concentration measure reduce first-day

issuer underpricing by 2.1 percent, 3.9 percent and 3.7 percent, respectively.

Results from my study contribute to both the auditor specialization literature and the IPO
audit literature by investigating auditor IPO specialization within the IPO audit market. | detail
that prior auditor specialization literature only focuses on industry wide auditor specialization and

does not distinguish between pre-1PO audits and post-1PO audits. While prior IPO audit literature
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demonstrates that Big4 audit firms of IPO issuers earn higher fees and that the increased litigation
risk imposed on auditors in pre-1PO audits leads to higher audit quality, no study has linked IPO
auditor specialization and audit fees. In addition, I also contribute to the auditing literature by

finding that IPO auditor specialization is associated with reduced levels of underpricing.

Additionally, my study also provides useful information to IPO market participants, such
as auditors, issuers, regulators, and investors. For auditors, a better understanding of audit pricing
in the IPO market should provide audit firms with practical information as they develop business
strategies to differentiate themselves from other audit firms in the course of becoming an IPO
specialist auditor. For issuers, private companies considering an IPO should benefit from knowing
the costs and the benefits of hiring IPO specialist auditors and which auditors differentiate
themselves within the IPO market. Regulators including the PCAOB will be able to use the results
from my study during their audit firm inspections because my analysis provides evidence of
auditor specialization within the IPO audit market. Also, I provide evidence that IPO specialized
auditors exert more effort (higher audit fees) which should help regulators to better understand the
role auditors (specialists and non-specialists) play in enforcing requirements in the IPO market as
a result of my study. Lastly, for potential investors, it should be beneficial information to know

that IPO specialist auditors have some effect on the value of the underlying security.
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