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Abstract 
This paper examines the relationship between industry expertise type, time lag of audit 
report and audit quality based on A-share listed companies from 2007 to 2018.we divide 
Accounting firms’ Industry expertise into “product” industry expertise, which is formed 
by auditing a small number of large-scale customers, and “low-cost” industry expertise, 
which is formed by auditing a large number of small-scale customers. The results show 
that accounting firms with "product" industry expertise tend to have longer audit time 
lag and higher audit quality than accounting firms with "low-cost" industry expertise. 
The result of this research expands the research angle of industry expertise type, and 
provides the reference for the customer to choose the Accountant firms. 
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1. Introduction 

Due to the information asymmetry and entrusted agency problems, the financial reports 
provided by the company's management are vulnerable to questioning by shareholders, 
investors and other information users, so the audit report provided by a third party is 
particularly important for the information users.The time lag of audit report and audit quality 
respectively reflect the efficiency and quality of audit work, which are related to the timeliness 
and reliability of financial information.Studies have shown that companies with surplus 
management tend to have a longer audit time lag. From this perspective, shortening the audit 
time lag and improving the audit quality is conducive to controlling the company's surplus 
management behavior, promoting the good operation of the economic market and protecting 
investors. 
The firm often audits a certain industry, and will be familiar with the audit work of the industry, 
so as to form the industry expertise.With the obvious social division of labor, the competitive 
advantage of firms with industry expertise is more prominent. The formation of industry 
expertise can improve work efficiency, reduce audit costs, and then obtain a competitive 
advantage. At present, there are many research on industry expertise, but the research 
literature on industry expertise types is still lacking.Therefore, it is even more important to 
strengthen the research on the type of industry expertise.Accounting firms form industry 
expertise in different ways, with significant differences in audit quality and audit lag.Therefore, 
when a client chooses an accounting firm, consider not only the industry expertise, but also the 
type of industry expertise of the firm. 
From the perspective of the firm, this paper examines the difference in the audit time lag and 
audit quality of accounting firms with different industry types of audit expertise.The firm's 
industry expertise is divided into two categories: "product"  industry expertise and "low-cost"  
industry expertise.The former is formed by auditing a small number of large-scale customers, 
while the latter is formed by auditing a large number of small-scale customers. For "product"  
industry expertise, due to its audit is large-scale enterprises pay more attention to corporate 
image, often pay more attention to the quality of its audit report, so may due to the pursuit of 
higher audit quality and extend audit report delay, but on the other hand, "product" industry  
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expertise due to its often audit individual industry large-scale enterprises, more familiar with 
the business, audit efficiency, so it may shorten its audit report delay.Of course, this is just some 
of our current speculation, and in the following article, we will build specific models and 
conduct a regression analysis on it to reach our final conclusion.After reading a lot of literature, 
we found that the current research mainly focused on the industry expertise of accounting firms, 
there are a lot of research shows that the firm has many benefits of industry expertise, also 
encourage firms to cultivate industry expertise, but the current industry expertise type 
research is very little, but accounting firms have industry expertise on audit report lag and audit 
quality also has a certain impact.Therefore, it is very meaningful to study it deeply. 

2. Literature Review 

2.1. Industry Expertise Type 
Different industry expertise may be formed in different ways.Cahan et al. believes that when 
accounting firms choose their customers, they can select small, large or small customers to 
audit [1]. When the firm audits a small number of large-scale customers, the business activities 
of large-scale customers have more diverse and complex activities, and the accounting 
processing methods are also different.At the same time, the internal structure of large-scale 
enterprises is also relatively complex. It may take a long time for auditors to have a 
comprehensive understanding of them, which makes the firm have to increase its audit 
investment, audit time and audit costs, and the firm will also enhance its competitive advantage 
through the differentiation of services.We call the industry expertise formed in this way 
"product" industry expertise. When firms audit small-scale customers, on the one hand, due to 
simple customer structure, simple business and similar accounting methods, on the other hand, 
because the audit can form scale effect, the cost and time will decrease; but because the audit 
of small-scale customers, the firm will reduce the audit cost and gain the price advantage. 
Industry expertise at this time can be called "low-cost" industry expertise. At present, there is 
still a blank research on how different industry expertise types impact the audit report time lag 
and the audit quality of the annual report, but the existing research also provides a certain 
research basis. Therefore, it is very meaningful to study more deeply into the type of industry 
expertise on this basis. 

2.2. Audit Report Lag 
Market conditions are changing rapidly, and information is more likely to go obsolete and fail.In 
order to make better decisions, information users have higher requirements for the timeliness 
and reliability of information.Timeliness is one of the requirements to ensure the quality of the 
accounting information, and it is an important guarantee to make the accounting information 
useful for the decision-making of the information users.As Bamber et al. said, the longer the 
audit lag, during this period, someone can use insider information to conduct insider trading 
and gain improper income, which will eventually disrupt market order and disrupt fair trading 
[2]. At the same time, Asthana also proposed that the too long audit time delay shows that the 
more likely the company is to conduct surplus management [3].This behavior largely destroys 
the authenticity of financial reports, and investors looking at financial reports with surplus 
management can easily lead to wrong judgments, make wrong decisions, and thus harm the 
interests of investors.The higher the level of expertise in the industry, the more familiar with 
the audit business of the industry, so that they can make better use of relevant accounting 
information, so as to reduce the audit time delay and issue audit reports faster.It can be seen 
that the time delay of the audit report can indirectly control the surplus management behavior 
of the enterprises, enhance the credibility of the financial statements, maintain the market 
order, and protect the investors.Shortening the audit report time delay is of great significance 
to improve the timeliness and reliability of financial reports. 
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2.3. Audit Quality 
Whether the financial report provided by enterprises can be trusted will greatly be affected by 
the quality of the audit, and the high-quality audit opinion on a financial report often shows that 
the financial report is trustworthy.Because, as an independent third party, its audit reports are 
very reliable for information users. Therefore, improving the quality of the audit is very 
meaningful. However, the factors affecting the quality of the audit are diverse. At present, many 
scholars have studied it. Here is a brief review of the views of scholars at home and abroad. 
Defond believes that Large firms with high-quality audits.Because large-scale firms tend to pay 
more attention to the image of the firm, once the wrong audit opinions on the image of the firm 
is very large, and to avoid this risk, large-scale firms tend to provide higher quality audit 
opinions [4]. Large firms have high audit fees, so they invest more in audit work, and the higher 
the quality of issuing audit opinions. Bartov and Gul believe that the audit quality will be 
affected by the practice experience of auditors, and the more their experience, the higher the 
audit quality will be [5]. The firms with industry expertise have high audit quality. We have 
learned that firms with industry expertise are often skilled in business and efficient, so they 
also provide high-quality audits. Audit risks are positively related to audit quality. Audit risk 
refers to the risk of the firm expressing the wrong audit opinions. When the firm is facing a high 
audit risk, it will increase the audit investment, and it will audit them more strictly and carefully, 
so as to put forward high-quality audit opinions to avoid the risks. 
Therefore, it is very meaningful for the capital markets for accounting firms to provide higher 
audit quality. Currently, we already know that firms with industry expertise are often able to 
provide higher audit quality. It is very important to enhance the research on the audit quality, 
improve the audit environment and maintain the audit quality. However, the above literature 
can see how the impact of the different types of industry expertise on the quality of the audit 
has not been widely studied, so more intensive research is necessary. 

3. Theoretical Analysis and Hypothesis Development 

3.1. Industry Expertise Type and Audit Report Lag 
The delay of the audit report refers to the time needed for the firm to complete all the audit 
work and issue the audit report after the enterprise issues the financial report.Shortening the 
time delay of audit reporting is of great significance for improving the timeliness of financial 
reporting, and then improving the quality of financial reporting information.Regarding the 
relationship between the type of industry expertise and the time lag in audit reports, we will 
consider and propose opposing hypotheses from the following two perspectives: 
On the one hand, we believe that the "product" industry expertise has a longer audit time lag. 
Because if firms want to form a "product" industry expertise, they have to audit a small number 
of large-scale companies. Large-scale companies often have complex business and internal 
structure, and firms need to collect more evidence to audit them, and it is difficult to fully 
understand their internal structure, so it often takes a long time to complete all the audit work. 
At the same time, large-scale enterprises tend to pay attention to corporate image, firm 
published wrong audit opinions on the corporate image is very big, so in order to improve the 
quality of audit, firm in mass enterprise audit will be more careful, pay attention to more details, 
perform more audit procedures, so may lead to longer audit report lag. So, in this regard, we 
believe that firms with "product" industry expertise tend to have longer audit reporting delays. 
Therefore, we propose the first hypothesis: 
H1a: Accounting firms with "product" industry expertise will have a longer audit reporting lag 
than their "low-cost" industry expertise. 
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On the other hand, Dyer and McHugh believe that accounting firms audit large companies, 
which will reduce the time spent by the audit, and then shorten the audit time lag [6]. At the 
same time, compared with the "low-cost" industry expertise, the "product" industry expertise 
is due to the small number of audit enterprises and the less distributed industries, and the 
industry expertise of the firm is equally divided by a few industries.Therefore, firms with 
"product-oriented" industry expertise are more familiar with the company's audit work when 
auditing, which will then improve work efficiency and shorten the time delay of audit 
report.Firms with "low-cost" industry expertise need to audit a large number of small-scale 
enterprises. Due to the many enterprises requiring audit, the enterprises are distributed in all 
walks of life, and the industry expertise of firms is equally divided by multiple industries. 
Therefore, firms with "low-cost" industry expertise are less familiar with the company's audit 
work, which will reduce work efficiency and extend the time delay of the audit report. In this 
regard, firms with "product-based" industry expertise tend to have shorter audit time delays. 
Therefore, we propose opposing hypothesis: 
H1b: Accounting firms with "product" industry expertise will have shorter audit reporting 
delays than their "low-cost" industry expertise. 

3.2. Industry Expertise Type and Audit Quality 
How to improve the audit quality of accounting firms has always been the focus of audit 
community, there are many related audit quality influence factors, improve audit quality on the 
one hand can strengthen the supervision of enterprise surplus management behavior, on the 
other hand can also make the need to choose high audit quality firm audit, in order to improve 
the corporate image.At present, we believe that industry expertise can improve the quality of 
audit, but what impact will the different types of industry expertise that accounting firms can 
have on audit quality?We believe that when accounting firms have "product" industry expertise, 
because of the complex business of large-scale enterprises and more attention to their 
corporate image, they will pay more attention to audit quality, and large-scale enterprises tend 
to have good management structure, good operating conditions, and have less motivation for 
surplus management.In this case, we believe that accounting firms with "product" industry 
expertise tend to have higher audit quality.Therefore, we present the second hypothesis of this 
paper: 
H2: Accounting firms with "product" industry expertise will provide higher audit quality than 
their "low-cost" industry expertise. 

4. Research Design  

4.1. Sample Selection and Data Source 
This paper selects A-share listed companies from 2007-2018 as the study samples,and 
processes the obtained samples as follows: ①Eliminates financial and insurance samples 
between inancial reports and normal enterprises; ② Removes company samples of * ST and 
ST; ③ Removes samples with missing variable data; ④Shrinks continuous variables to avoid 
the impact of extreme value.The number of samples was 20130. The data used in this article 
are all obtained from the CSMAR database. 

4.2. Empirical Model and Variable Definition 
To verify hypothesis 1, drawing on existing research practices, the following regression models 
to verify the relationship between different types of industry expertise and audit lag. 
 

                                          Delay=β0+β1Avglndcl+β2Control+β3Year+ε                                              (1) 
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In the model (1), Delay is the explained variable, referring to the audit report delay, as 
measured by the natural logarithm of the days separated between the audit report date and the 
balance sheet date. The explanatory variable we focus on is the type of industry expertise. 
Referring to Whitworth and Lambert, the industry market share method and then the type of 
industry expertise divided by the number of customers audited in the industry [8]. The specific 
calculation formula is as follows: 
 

𝐴𝑣𝑔𝑙𝑛𝑑𝑐𝑙 =
∑

∑ ∑
/NumCli 

 

As shown in the above formula,∑ 𝐴𝑠𝑠𝑒𝑡𝑠 is the sum of the square root of its customer 

assets in the K industry. ∑ ∑ 𝐴𝑠𝑠𝑒𝑡𝑠  is the sum of the square root of all the customer 
assets in the K industry. So the market share of i accounting firms in the k industry, and the 
denominator NumCli said the sum of the number of customers of accounting firms in the same 
industry. The greater the value, it shows that the accounting firm's industry expertise is formed 
by auditing a small number of large-scale customers. At this time, the firm has formed a 
"product-oriented" industry expertise, while we think that the firm has more "low-cost" 
industry expertise.Under H1a, firms with "product-type" industry expertise have longer audit 
reporting delays, and we expect the estimated coefficient of the variable Avglndcl to be 
significantly positive. Based on H1b, we expect significantly negative coefficients.According to 
the existing literature, this paper also controls the following variables that may affect the audit 
time delay. The specific definition and calculation methods of the control variables are shown 
in Table 1. 
To validate hypothesis 2, refer to the study of Audousset et al. [7], model (2) is constructed. 

 
                                         |DA|=β0+β1Avglndcl+β2Control+β3Year+ε                                          (2) 

 

Table 1. Definition of control variables 
Variable Definition 

Roa The net profit after tax divided by the total assets 
Size Natural log of the total assets at the beginning of the period 
Loss Whether the loss, the net profit is negative, the value is 1; otherwise 0 

Opin Audit opinion, if the company's financial report is issued with a non-standard opinion, 
the value is 1; otherwise it is 0 

Big4 
Whether it is four major, if the company is audited by four major in the current years, 

the value is 1; otherwise it is 0 

EiPos If there are abnormal items, if the off-business income and expenditure is greater than 0, 
the value is 1, otherwise it is 0 

BM City account ratio, is equal to the company's market value divided by the total assets 

Lev The asset-liability ratio is equal to the ratio of the total liabilities at the beginning of the 
period to the total assets at the beginning of the period 

 

In the model (2), | DA | is the explained variable, which refers to the audit quality, equal to the 
absolute value of the manipulative accrual profit. A cross-section modified Jones model was 
used to calculate the controllable accrual profit and take its absolute value to indicate the audit 
quality. Generally speaking, the larger the | DA |, the greater the space that the company can 
conduct profit manipulation, the lower the audit quality. According to the existing literature, 
this paper also controls for the following factors that may affect the quality of the audit, and the 
specific definitions of the control variables are shown in Table 1. 
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5. Results 

5.1. Descriptive Statistics 
Table 2 presents the descriptive statistical results for each variable.Delay's 25 and 75 percentile 
were 4.407 and 4.7, and were converted to 82 and 110 days, respectively, indicating that the 
audit lag of different companies varied greatly. The 25th and 75th percentile of | DA | are 0.018 
and 0.078, respectively, indicating that accounting firms also differ greatly in the audit quality 
of different enterprises. The average of Avglndcl of 0.008 and the median of 0.003 indicates that 
industry expertise types are in a right-biased distribution, meaning that most firms' industry 
expertise is product-type.The distribution of other control variables is also more reasonable, so 
it will not be repeated. 
 

Table 2. Descriptive statistics 
Variables Mean Std. dev 25th percentile median 75th percentile 

Delay 4.504 0.259 4.407 4.533 4.700 
Avglndcl 0.008 0.014 0.001 0.003 0.008 

Size 22.15 1.282 21.23 21.98 22.87 
Roa 0.061 0.122 0.029 0.068 0.114 
Lev 0.444 0.207 0.280 0.443 0.604 
Loss 0.177 0.382 0 0 0 
Opin 0.025 0.157 0 0 0 
Big4 0.061 0.240 0 0 0 
|DA| 0.059 0.060 0.018 0.041 0.078 

EiPos 0.782 0.413 1 1 1 
BM 0.615 0.244 0.424 0.616 0.805 

5.2. Fixed-effect Regression Analysis 
Table 3 is the result of the regression of the model (1) audit report time delay.Because small 
differences in industries across years, regression was performed using individual fixed effect 
models for control years.Through the regression results of model (1), the coefficient of Avglndcl 
is positive (0.642, t=2.86), which is significant at 1%. It shows that when accounting firms form 
"product-oriented" industry expertise through auditing a small number of large-scale 
enterprises, there will be a longer audit time lag due to the complex business and more 
attention to the corporate image. This results supports the hypothesis of H1a. 
 

Table 3. Model (1) regression analysis results 
variables coefficient t 
Avglndcl 0.642*** 2.86 

Size 0.063*** 15.57 
Roa -0.188*** -10.61 
Loss 0.368*** 6.30 
Opin 0.0937*** 7.62 
Big4 -0.010 -0.60 

Constant 0.066*** 18.61 
R-squared 0.085 

Number of obs 21030 
*** p<0.01, ** p<0.05, * p<0.1 

 
Table 4 is the regression result of the model (2).The individual fixed effect regression is 
controlled for the year, and the coefficient of Avglndcl is negative and significant at 1%, 
indicating that the more the firm has "product" industry expertise, the higher the audit quality 
it will provide. That is to words, when accounting firms audit large-scale enterprises, because 
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large enterprises pay more attention to the corporate image, they will issue high-quality audit 
opinions. This result indicates that our hypothesis that H2 is correct. 
 

Table 4. Model (2) Regression analysis results 
variables coefficient t 
Avglndcl -0.208*** -3.71 

BM -0.016*** -5.04 
EiPos -0.004*** -3.50 
Roa -0.043*** -10.64 
Lev 0.042*** 10.08 

Opin 0.010*** 3.33 
Constant 0.068*** 19.04 

R-squared 0.0302 
Number of obs 21030 

*** p<0.01, ** p<0.05, * p<0.1 

5.3. Robustness Test 
To make the results of the regression analysis more convincing, we tested its robustness by 
replacing the audit report delay variable and the surrogate variable for the type of industry 
expertise: 
Replace the audit report lag variable.This part directly represents the audit delay as the number 
of days different between the balance sheet date and the audit report date, and it is not 
logarithmically treated.The results of the regression of the model (1) based on the recalculated 
audit time delay are shown in Table 5. The regression coefficient of Avglndcl is positive and 
significant at 5%, which is consistent with the results of the regression before replacement, so 
we further verify our previous conclusions, and the regression results of other control variables 
are also consistent with before. 
 

Table 5. Robustness test 
Explained variable Audit report lag Audit quality 

 Test 1 Test 2 Test 2 
 coefficient t coefficient t coefficient t 

Avglndcl 41.363** 2.56 0.332** 2.16 -0.095** -2.49 
Size 4.800*** 16.55 0.063*** 15.62   
Roa -15.934*** -12.50 -0.188*** -10.60 -0.043*** -10.66 
Loss 3.072*** 7.33 0.036*** 6.29   
Opin 7.483*** 8.48 0.093*** 7.62 0.010*** 3.33 
Big4 -0.678 -0.56 -0.011 -0.65   
BM     -0.016*** -5.05 

EiPos     -0.004*** -3.49 
Lev     0.042*** 10.09 

Constant -13.640** -2.20 3.105*** 35.92 0.065*** 18.40 
R-squared 0.0992 0.0855 0.0298 

Number of obs 21030 21030 21030 
*** p<0.01, ** p<0.05, * p<0.1 

 

Variables replacing the type of industry expertise.This section calculates industry expertise 
with the logarithmic total customer assets.Model (1) and Model (2) were regressed with the 
recalculated industry expertise type data, and the results are shown in Table 5. The regression 
coefficient of Avglndcl in model (1) was positive, significant at 5%, and the Avglndcl is 
significantly negative.This result is consistent with that obtained before replacement, and is 
normal for other control variables. 
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The robustness test above shows that the results of the model estimates are valid, assuming 
that H1a and H2 are correct. 

6. Conclusion 

Through reading a large amount of literature, it can be seen that the current research focuses 
on industry expertise, and it generally believes that it is very necessary for firms to cultivate 
industry expertise. However, we also found that the current industry expertise type research is 
still relatively blank. However, it is very necessary to study different types of industry expertise, 
which is of important significance for the direction of firms to cultivate industry expertise.From 
the perspective of accounting firms, this paper examines the time lag of audit report and the 
quality of annual report audit between accounting firms with different industry expertise types 
in the audit work.Return to a series of models and conclude that when accounting firms have 
"product" industry expertise, there are longer audit reporting delays and higher audit quality. 
This provides a certain reference for customers when choosing accounting firms, but also 
provides a reference for the relevant regulatory agencies to improve the regulatory system. 

References 

[1] Cahan, Jeter V and Naiker: Are All Industry Specialist Auditors the Same?, Auditing: A Journal of 
Practice & Theory, Vol. 30 (2011) No.4, p.191-222. 

[2] Bamber, E. M. and M. P: Schoderbek. Audit Structure and Other Determinants of Audit Report Lag: 
An Empirical Analysis,  Auditing: A Journal of Practice & Theory,Vol. 12 (1994) No.1, p.21-23. 

[3] Asthana: Abnormal Audit Delay, Earnings Quality and Firm Value in the USA, Journal of Financial 
Reporting & Accounting ,Vol. 12 (2014) No.1, p.21-44. 

[4] DeFond M, Zhang: A Review of Archival Auditing Research, Journal of Accounting and Economics, 
Vol. 58 (2014) No.2, p.275-326. 

[5] Bartov E, Gul F and Tsui: Discretionary-accruals Models and Audit qualifications, Journal of 
Accounting and Economics, Vol. 30 (2001) No.3, p.421-452. 

[6] Dyer, Mchugh. The Timeliness of the Australian Annual Report[J].Journal of Accounting Research, 
Vol. 13 (1975) No.2, p.204-219. 

[7] Audousset, Jeny Liang: The Validity of Auditor Industry Specialization Measure, Auditing: A Journal 
of Practice & Theory, Vol. 35 (2016) No.1, p.139-161. 


