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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 IPO specialists.15 These results demonstrate the economic 

significance of IPO specialists. My adjusted R2s range from 36% to 37% which are comparable to 

previous IPO audit fee studies (adjusted R2s in Venkataraman et al. (2008) range from 31% to 38% 

and the adjusted R2 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: %∆ 𝑦 = 100(𝑒𝛽1 − 1) when 𝛽1 ≤ -0.1  and 
𝛽1 ≥ 0.1 (Craswell et al. 1995). 
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Results of my audit fee tests using the propensity score matching (PSM) method tests are 

reported in Table 6. I 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.16 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-IPO 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 I evaluate covariate balance using the same set of nineteen covariates from equation (1) and 6 

covariates from equation (3). 
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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. I 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.17 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 IPO 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 IPO 

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

                                                           
17 I 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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CHAPTER 6 

ADDITIONAL ANALYSIS 

I 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, I 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). I 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, I examine auditor specialization in the IPO market and then investigate the 

pricing of IPO auditor expertise and the issuer underpricing of IPO auditor expertise. I 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. I 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. I detail 

that prior auditor specialization literature only focuses on industry wide auditor specialization and 

does not distinguish between pre-IPO audits and post-IPO 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-IPO 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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