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VI. SUMMARY AND CONCLUSIONS

In this study, we reconcile the discrepancy between the theoretical prediction and empirical

evidence on the association between audit effort and subsequent restatements. We document that

auditor risk adjustment and the positive relation between audit effort and quarterly restatements

induce two upward biases that obscure the predicted negative association between audit effort and

annual restatements. We show that after appropriately controlling for these two biases, audit effort

has a robust negative association with annual restatements.
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