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A= 9GS Ed A3 EUATHGordon et al. 2004; Cheung et al. 2006; A& 2010; L&
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g 718 AFARTE AT 719
(5) A& 7Id2 A<

HoAgre] BA717k2 2003dHE 201037k 0™, o] 7]17F Fof] BAIS|AFe] UF-A
#7 Brg NP e s AUtk 24 (Dol F§UE Ad olf= AT
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s A ¥arbed S Aasty] fgtelth Eek 27 (2)9 ASE xZEe] FAA
FRE 93 1 Aol 24 3)F )= BAo] "Bas A8 B Aot}
B AT AARIZE BASIAL dE WEAY g 2 dF:F AEE As5e A4
3 9)3)(F)9] TS2000 Ho|EMo]| A2 HE] FZ359rh10 =] 2(1)2] & o)L
H AFE5S NICEA£H 7MY H(F)2] KISVALUE Hlo]Eu|o| 22 HE FZ3Ach =4
(S)oNA AR 7IHS EA oA ALJAIZ ol olE 7S A 79ES vlast
of ZFAES] fi7bsAel =2 F 7] "otk

9, B A7E WFE dd 3TN AHE sl A0 A9 BN A
AZI #HES FAH W) tuiFE Ay, YA A& tisiAs 2 W]
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ok olgel
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% 826571 714/ AEolth o] KOSPI X 07571 7194/94 013, KOSDAQ
= 4,1907 7199/ A& olth.

<E PPolle F2Y AYE BxE Ueth 9F53 NICEAEH 7P E(F)9

KISVALUES] tJ&E77|F0l whet BRIt <E 1>olA FEo| =25 J=o] tpksl
3 KO

FH F\‘ o>’

Aol Ax 3F FEEHO des B T AR EE, KOSPI ¥ KOSDAQ ¥ 9]

735 22t AzDOl 67.2%, 67.9%, 66.6%= 7HF FEEO] WIEFrt =3 1) thge] AjH|

202 7H7E 16.5%, 12.7%, 20.1%E H5F FENAM 10% o134S AR otk v
1

A Aol A= BT 10% ol vhehtT g

10) A2 218 ()2 TS0 dleleilo] ol i S5abAzisle] Adulae Adg vz, vlgl, 9], 182 nis
31}, 9, NICEA§37191.(5)9] KISVALUE elelelulo] ~ol 4 ols} phatste] wl e, wiaigh, -ola, w63
A= wastn gtk 5 ARAS vaste] Sels) ® A3 NICEAEW/FR ()] KISVALUE dolelulo] 2o A
27} e Z)9Ee] o Be Aow Urh) X dTol A e el o] TS0 Holelo] ARE AR 22
EASTHAA T 44 2008, 2000 LEA 5 NIL AL 5 2011 23] WL olB45- 845 12 5). 01714 5]
& ZIeRol g Slulalel, v 1o g8 SlUe e BN s S ekrele s el e
e, BASAL i3 BAEAL S 8-S pARA) uhelul 88 pepacy

1) Awy E2 washde gk, KISVALUES A5 S85 712 et Azee] g #42 dule ske
9l 44 1T RESO] Yes HAY F AUk Wb B APAIE Qs AsHo] BE Ao stk
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<H 1> H=EQ MEE B

Industry Full samples KOSPI samples KOSDAQ samples

HIE HHE2(%) HlEs HHE=(%) HlEs HHE=(%)
M= 5,557 61.2% 2,168 67.9% 2,189 66.6%
=l 361 4.4% 218 5.3% 143 3.4%
=g 3 A0HY 642 18% 315 17% 321 18%
MH[A 1,361 16.5% ol 12.7% 844 20.1%
7|et 344 4.2% 251 6.3% 87 2.1%
24l 8,265 100.0% 075 100.0% 4,190 100.0%

4,
F1) L8 FE2 NCEAIZEIIEE(F)2| KISVALUES =2 AEE thEF 710 ot =/
F2) =A7[2k 2003FFE 201097HK|2| AIRE SElsto] Eagt

V. ASEMAT

1. F2 B9l J|=8A

<® 2olE AT A9 BFel AFRE FL M5 NE5AE
NeSAE AARES U= 3, T9F, 259 S
th <¥ 2>3 B, ZAAZHINAH)S] BIHE YT 6.003(6.484)01 3, AAZ TS
at7) Aol ZE2 405(655)A17kolth N HLo g
919 9353(9.421)0) 3, BN O = 11,533(12,345) 8 ¥l o] k. GRPTS] HHES
0.242(0.136)%, F7] wiZE the] AAIZAL o7 WEAR Y HlT> Ht 242%=
4719 FiEd ] 1/4 JEE ApA gk

= HZo2 S4¥ d¥Ms NRPTO Fa Fel= 24 0.0207 -0.001°]t

e S8 FASAIEG BASAL 0]9S B AN T

E4Q Ao E YEETh NRPTDO] B 048622 UER} oA &

3|AL wjE o] AABIAL midul SR =4 Yelbth ol WA A9 A4S
BASAL 2He] WEAHE E& ALIrlA 258 oldste HEyge Jurt 27

P
k)
=
32

¥

or o oy

- T of | |V
=
S
o

o =4 e

Variables =
LNAH 6.003 6.484 0.750 4644 10.783
LNGRPT 9.353 9.421 2.421 2.485 15.916
GRPT 0.242 0.136 0.281 0 1.361
NRPT 0.020 -0.001 0.228 -0.674 0.866
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swe | uswd
NRPTD 0.486 0 0.500 0 1
SIZE 18.782 18.477 1.465 14.210 25.398
BlG4 0.580 1 0.494 0 1
FIRST 0.186 0 0.389 0 1
CON 0.541 [ 0.498 0 1
EXPT 0.278 0.135 0.312 0 0.99
INVREC 0.272 0.260 0.155 0 0.683
ISSUE 0.160 0 0.367 0 1
BOND 0.211 0 0.408 0 1
LIQ 2.417 1.516 2.101 0.243 17.769
LEV 0.415 0.417 0.197 0.048 0.870
GRW 0.155 0.080 0.458 -0.695 2917
ROA 0.030 0.040 0.127 -0.577 0.375
LOSS 0.223 0 0.416 0 1
OPN 0.001 0 0.036 0 1
LARGE 0.415 0.410 0.166 0.073 0.799
FORN 0.077 0.012 0.127 0 0.577
GROUP 0.873 1 0.333 0 1
MKT 0.507 1 0.500 0 1

1) 2i50]| Chst Ho|: INAH= tHE ZIARA|ZHol| RIA2TE #St 2k INGRPT= tH= ZHA|S|AF LIRS &Alo| RieiZ
0 2k B EAISAL LHR e (BAISALO CHE THE+7|EFrL +OHR) + 7 [EMHIE) - 27| BIHENH; GRPT= tHZ (2|
S|Atol| CHSE i +7|Efped +OHR) + 7 |EH|2)+ 27| S0iE; NRPT= tH= [(ZHAIS|Atol| CHEE OHE + 7 [EFRQ)) (A2
ALOf| CHSH OHR] +7|EHH|E) ]+ 27 |B0hEH; NRPTD= tHx [(ZAISAlO ChEt OHE +7 |EH2))-(BEAIS AL CHSE DR +
7|EH|2)]0] 2K +)°l 7|o|Td 1, OK|H 0; SIZE= t-1H= SARML| AHZTIE 5t Zh BIG4= tHE Big 4 HIEH
210|T 1, OH{T™ 0; FIRST= tAZ ZZZIAPIO0IM 1, ofH 0; CON= tH= HZXFHEES ZPdst 7|¢jo[H 1, of
LM 0; EXPT= tHE T2H|E( =5{2/0jEU/S04EM); INVREC= tAT AMDAKE L ofEx4A HIS[ = (RHTARM+0HS
AMH)/71Z=SRH; ISSUE= tHE SASA|Y0|M 1, Of™ 0; BOND= tAZ S|AR] 2&l7|do(s 1, of|™ 0;
LQ= td= FHIS(=FsAKYFSEM); LEV= tHE FXH|2(=52H/SXHH; GRW= tH= DfEdo| MEY
(=[0HEH-0HEH]/0iEAH); ROA= tAT BAKIOIAE(=E7[=0[2/7|=FAMD); L0SS= tHAE SAILMET[{0[H
1, Ol™ 0; OPN= t-1= XXMl o|ee| ZIAle|740|M 1, OlM 0; LARGE= tHZ CHEF XIE(SFElel =
8h); FORN= td= 2I=QI=XA} X[28; GROUP= tAS 7|HEEH|Zol| &5t 7|20[H 1, OF|H 0; MKT= tH= IA
SIAIE AET|R0IH 1, R7ISHAIE A&7|01H 0L,

2) 2447|274 2003FE] 201047kK| 2EBREE 8,657 7124/ RE=0f| CiSt Zzf!.

714 FE(SIZE)S] HH(EHT)S 18.782(18.477)°]1 1, o1& AART S FHelr) A9
o= 3hdsld 143,522(105,793)9 vh ol th Big 4 TARIS AU 7199 HH(BIGY)
2 58%% UElGTE ZEAFIYFIRST)S FEOA Ho] 18.6%°]1, AN FAE
ZA719(CON)°] HHE 541%E, THEY T sleuEdo] AX|eh= BIF(EXPT)S]
B 272%0Ith 8 §45AE AAIgE 7IAISSUE)e] Ht2 16%E, 3AR e
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719(BOND)®] HH#< 21.1%% JEFSTH
FEHELIQY Hitd =94 7H2 24173 151622 Hio] 95t =4 U
Elgtth B HS(LEV)S HA(ENF)S 04150.417)2 447192 A5 A7) =] b
Zo] ERIAER G = S AAAEGRW)S] Hdd =95 15.5%9 8%= YEhY
A

Oo

Aol TFET gk 2v] X EATh ol A FAVAEANA w22 A3
S AEAZIZ 7] wWEoE HAth E3 FAMEIIER0A)S HAH(FTHF)S
3%(4%)E K+ FX|ola, &Ao] WA E 7|Q(LOSS)S M 22.3%c°|H, A o]&9]
AA A HIF(OPN)E Ht 0.1%= YerY w9 gtk ol W 371 2474
o]9]e] ZFAle] Aol =X &S ou|glitt
FF AEES(LARGE)?] HA(EFUF)S 0415041002 HE3 Y5 EF 40% o]
]

dog et S A7 A SeaAldlel 3 AEEAdAE AiFEFrt
EAT 71540l =t AS HoFEth TR ARE(FORN)S Hitd F9F
= 2 1.7%SF 12%2 Hao] SATEY A A Jestth oeia 9590 Fx4A)
9] 75 Aol Asa= 7199 %ﬂ%—‘f—x}g ks 202 Helth 7IPHTEe] Alga
%3 719(GROUP)®] W+ 873%= =Wl 447149 49 71943 e] AL3)Ate] &

g 7199 HlFo] A3E] =ew B T %lv}. 1 $HF(MKT)S Ho] 50.7%= e
FHoA KOSDAQ ¥ o] KOSPI ¥E W} 2+ U Etch

2. Fo H=0f et xi0|AE 2t

3 (Big 4 vs non-Big 4)3} Al%-F3(KOSPI vs
KOSDAQ)2.Z 1o 7-} T8 ‘?ﬂ‘FE-‘ﬂ HFS HIs & o] HAt 7+e] WFEo
gk xpoldS AAE BASAE Aol d5S Hdel s t H3olth

<B 3> F2 B0l 0gt X0l

oY
(]

Difference Test

Big 4 non—Big 4 KOSDAQ o P
Variables (N=4,797) | (N=3,468) | (N=4,075) | (N=4,190) S =
non—Big 4 KOSDAQ
e e e e

LNAH 6.862 6.238 6.8% 6.312 44.078™ BT
LNGRPT 9.876 8.631 10.449 8.288 24,069 44,320
GRPT 0.260 0.217 0.271 0.214 6.924™ 9.242"
NRPT 0.027 0.0n 0.010 0.030 3.356™ -3.965"*
NRPTD 0.49 0.48 0.47 0.50 0.3% -2.887™
SIZE 19.187 18.224 19.605 17.983 33.406™ 60.002"
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Difference Test

Big 4 non-Big 4 KOSPI KOSDAQ

Variables (N=4,797) | (N=3,468) | (N=4,075) | (N=4,190) Big 4 vs
non—Big 4 KOSDAQ

BIG4 - - 0.69 0.48 - 19.863™
FIRST 017 0.20 0.18 0.19 -3.354™* -0.385
CON 0.60 0.47 0.67 0.41 11.722 24517
EXPT 0.281 0.274 0.280 0.277 0.994* 0.408
INVREC 0.261 0.288 0.268 0.276 -7.809™ -1.957~
ISSUE 0.18 0.13 0.17 0.15 6.268"* 3552
BOND 0.13 0.18 0.34 0.08 -16.937 29.707
LIQ 2.302 2.578 1.945 2.878 -4.529™* -16.013™*
LEV 0.419 0.410 0.440 0.391 2.068™ 11.398*
GRW 0.151 0.161 0.122 0.187 -0.951 -6.535"
ROA 0.042 0.014 0.042 0.019 10.008™* 8.238™*
LOSS 0.19 0.26 0.16 0.28 -1.782 -12.618™*
OPN 0.001 0.002 0.001 0.001 -0.813 0.256
LARGE 0.418 0.412 0.422 0.409 1.351 3730
FORN 0.10 0.04 0.1 0.05 22.910™ 23.364™
GRouUP 091 0.83 0.93 0.82 10.592"* 16.438™
MKT 0.42 0.63 ~ - -23.232" -

F1) Ho| Hol= (& 2)9| ittt 2E.

F2) "ol tisiMeE t ASZ20E B8

F3) = = 42 1%, 5%, 10% TE0IM Relgte LIEM(LSHS).

<% 3> B, Ho)7A= AFo)A Big 4 2ACl FTEF non-Big 4 Al FE 7
NRPTD, GRW, OPN, LARGEE A|¢|atH Uz MFES F 8k 2ol Ho|il QJth
KOSPI %3} KOSDAQ ¥ ¥ 7tol&= FIRST, EXPT, OPNS A& A2 WS
A Fregk ztolE Btk FAIHOEE FEHT ZAMIZHLNAH)S Big 4 AR
2 KOSPI A O A vepbd dubAl 7|tk Y] gitt

Big 4 ZtARRle] ZRALEE 97HA7I9E©] non-Big 4 7HARRIC] 7HAMEE 7| E R T
W#A4W LNGRPT, GRPT, NRPT= =7 YR, HE KOSPIANG “F7IdE°]
KOSDAQAIH 47719 E Xt} LNGRPT, GRPTE= =47 NRPT, NRPTDE WA Ul
T} = Big 4 ZHARIO]l ZHARSE A 192 non-Big 4 7HARRIS] 79K Th AAS|AF 7F
WRASTFEZE A3, ZAIA frEld o]ols Bistke ZC®E yERth =g KOSPI
Al 2371901 KOSDAQAY 487191t AASAL 2+ A FEE AAT, =
APl Al f2] gt o] 9] HiE KOSDAQAIY 38719 eA o =4 Yelsth

FARTY AR M= Big 4 HARRIC]l ZHAESE T7HAE7 T 0] non-Big 4 ZHARRIS] 73
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TR ZIQFE(SIZE), QAAFAE AA719(CON), FE8]S(EXPT), 454714
(ISSUE), #a§8]&(LEV), FAFo]lE(ROA), 2=AFAAF A+ %(FORN) 7195 ol
é 719(GROUP)°] H =A Yebd ¥ 2= 7FA7]Q(FIRST), A tiv] 2 722k
F 2w Z 2] H(INVREC), AR 23 71 4(BOND), F5H]&(LIQ), 44 714(LOSS)
2 KOSDAQAY 471 H(MKT) o 22 21 & Yetsith

SHH, KOSPIAG 3737192 KOSDAQA A7} vlwd o 7Y+t 5(SIZE),
Big 4 7HAFRIS] A U(BIGH), AAANFAIZ 271 U(CON), o% 271 4(ISSUE), 3] Ax)
2] 714(BOND), FABIE&(LEV), FAHFo]2E(ROA), HFF AEE&(LARGE), 2]=<l
T2 AEE(FORN), 7147l £33 719(GROUP)°] T —tﬁﬂl Uelhd vk, Fx}
b oib] AR 9o &2 FAINVREC), F-58]1&(LIQ), "IE e HAE(GRW), &4
A7 HL0SS)= B A e T

An [‘

A
a1

3. Armm|

O e -

HI

< 4>olle A 229 EF A ol & Wl gk AadA AfE YR
th ®ol HIYE A@ASE doE AdAgelth <3 4olA IS LNGRPT,
GRPT, NRPT, NRPTD EF+= TE5¥M LNAHSE 98k HH9] dad<s 7 Atk
= A EAY S AT 245, B7] = tin] BAFALY] |EAHE 2HA]
s HlFol S5, BASA jgul SR BASAL wjEFeo] F4E, B & A
T B ALY IAMEYPAIZE =4 JEETE ol 7H 13 29] et dAEE
3 o] B2, A1)

A
Haege] FAE F
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(SRER)RIEN SRS M= %0l %S ‘%l {2z =+ w e (€
(R/Blc 1R B=N)B & toleeE E=y IYtH0I0Z E&H00C foloskddsy S0l SRy Bra bE (£ TR EC¢ B) 3bir R (1=

1 1IN
(0000)
1L10- ! dnoeo
(©00) | (0000)
0620~ | 000 ! N&o4
©U0) | (0000) | (0000)
00- | (900 | 8600- ! 01
@L0) | (@10) | (8690) | (1000)
Q00 | 9100- | 1000 | 900- ! NaO
©00) | (000) | (@00 | (000) | (1000)
E10 | 100 | Zslo- | al0- | %00 ! §s01
@O0 | QD | @ | o | @0 ) |, oy
00- | LI00- 0610 | 1810 | 800- | 290-
@00 | 48D | GED | G0 | (00 | 00 | w0 "o
00 | 00~ | L00- | 9100~ | G00- | 600~ S0
@00 | (20 | @00 | @00 | 00D | 0D | 0o 0 o
Wl0- | 200 | 1900~ | %00- | 00 | 810 | 010 0800
@0 | D) | @O | @0 | G0 0D | GED | @00 | 00 on
€10 $00- | 100 00 | plo0- | 0800-  0i00 | 000- | pigo-
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§I€0- | 010 | 0 | 200- | £000- | 600~ | S00- | 900 | 0 | E120-
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G00- | 600 100 | [2l0- | 100 | 200 | 800 200 | 000 | 800- IO
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EAHF] Ao A FIRST, GRW, OPN HIE A sl A2 F45H5 LNAHS}
Fogh s Holx k. FAA S 2= SIZE, BIG4, CON, EXPT, ISSUE, BOND,
LEV, ROA, FORN, GROUP<>- LNAH®l| thal] fro]g K+)¢] 7445, FIRST, INVREC,
LIQ, GRW, LOSS, LARGE, MKT+= LNAH®| sl 23t ()2 J3aAdo]l ey
83 LNAH®F 7HE =2 F3AdS 7+ Wae SIZEO|th 7 Wy ko] A3
745%= w5 =A JERG ZARAIRe] Ao A 7RI 7MY 8% dEs WA

= AL ¢ F Ik L2 2 BOND(0.461), BIG4(0.411), FORN(0.41), MKT(0.389),
CON(0.37), LEV(0.232), ISSUE(0.213) 59| =22 LNAHOl W&l =2 Aol yelst:
t}. 1949 SIZEE= LNGRPT, CON, BOND, FORN, MKT®I%= Z}z} 0.710, 0.437, 0.542,
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ek, wekA WS 7] SRR FATE dEAE IARHA FAY Beot ek
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<H 5> LiSHZQ ZAAIZE 2] 2401 CHSH 9IHEY Zidh: U2

LNAH, = ) + BLNGRPT, (or GRPT) + BSIZE., + [:BIG4, + BFIRST, + G-CON, + GEXPT,
+ GJUNVREC, + GBOND, + [BISSUE, + BillQ; + BuLEV: + Gi:GRW, + [Gi3ROA,
+ BuLOSS, + GisOPNw + GisFORN, + Bi;LARGE, + BisGROUP, + BioMKT, + XIND + 2YD + &

ELHT = LNAH

Variables — Full samples Big 4 auditors non—Big 4 auditors

sign Model 3 Model 5 Model 6
el 0.602 0.38 019 0,183 2972 2,957
(0 9™ (2948™) (1.206) 1189) | (15103 | (15.266™)
0.025 0.041 0.002
+ PR PR PR
LNGRPT (8.005™) (9.333"™) (0.568)
0.135 0.200 0012
+ PR PR PR
GRPT (1.091*) (1915") (-0.430)
o . 0298 0.321 0322 0.358 0,185 0.187
(AA90™) | (S3TA0°) | (3TE91) | (47415%) | (1T208™) | (18.353*)
0276 0.276
Bic T oty (251007
. . 0009 0.008 0,019 0,020 00% 009
(0,639 (0.602) (-1.022) (-1.045) (1.680%) (1676")
con . 0031 0.037 0036 0.048 0,058 0.060
Qa0 | Qus™) | @04 | 1™ | (3312 | (34827
. . 0035 0.037 0033 0033 0,09 0.0%
(1.935™) (2.061%) (1.302) (1.334) 3616™) | (3861™)

12) 2340 gy AyusE 3o ool JeXE 42 Ax(variance influence factor; VIF) #ho.2 &els] 1
Stk dird oz VIF kol S A 0 AAE 2o mggte] tgdd A7 A4e Aoz it
dE 5o <X 5>9 Y 13 2 BF VIFY Hghe Hole W 27 INGRPT, ROA W42 1 3k 23207 2.168
2 Yepgth olgdt A9z B w Weity] tadidA BAlE 28 2 AslEe FEolEie AHolA B AFETelA =
ANeA] 92 Ao FaEh 2y 3RE 674X]9) o]F AXEE BAATe] A9k ol fAlE -7l Aoz et

t} Wb olF A EAe B o ARt
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[ Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
-0.023 0.022 0.014 0.081 0.03% 0.037
INVREC T o) (0.586) (0.250) (1.526) (0.718) (0.724)
0.053 0.051 0.033 0.031 0.055 0.055
I55UE Yoaaem | ear a6y | %) ) | (23%7)
0.123 0.127 0.116 0.120 0.103 0.103
sonp Yoge | 612 | (G | (GBI | (436 | (44i18™)
1o . -0.005 -0.006 -0.003 -0.006 -0.007 -0.007
(-1.874%) (-2.484™) (-0.847) (-1.699%) (-2.142) (-2.206™)
IEV N -0.042 -0.023 -0.065 -0.030 -0.003 -0.003
(-1.130) (-0.633) (-1.267) (-0.583) (-0.060) (-0.059)
CRW N -0.013 -0.013 -0.007 -0.008 -0.020 -0.020
(-1.170) (-1.170) (-0.425) (-0.488) (-1.315) (-1.325)
ROA B -0.111 -0.083 -0.077 -0.025 -0.168 -0.169
(-1.906") (-1.418) (-0.882) (-0.288) (-2.313™) (-2.320™)
1088 . 0.066 0.064 0.104 0.100 -0.003 -0.003
(3.875™) (3.743™) (4.212) (4.089™) (-0.129) (-0.133)
0PN . 0.081 0.055 0.231 0.219 -0.050 -0.046
(0.584) (0.397) (1.076) (1.015) (-0.300) (-0.214)
LARCGE . -0.412 -0.402 -0.574 -0.560 -0.086 -0.082
(-12.8117) | (-12526™) | (-13.263™) | (-12.927™) (-1.902) (-1.806™)
FORN N 0.245 0.258 0.178 0.209 0.207 0.208
(5.147) (5.423™) (3.104) (3.648™) (2.350™) (2.358™)
0.01 0.015 0.014 0.022 0.067 0.069
aRowp T o) (0.949) (0575) 08T) | G4 | (358
VKT e 0.045 0.043 0.089 0.085 -0.058 -0.059
(3.543*) (3.395™) (5.139) (4.884) (-3.361") (-3.390")
2IND ? included included included included included included
2YD ? included included included included included included
adj 0.625 0.624 0.642 0.640 0.313 0.313
F Value 460.321™* 459,099 297547 295.218™ 55475 55.468™*
N 8,265 8,265 4,797 4,797 3468 3,468
F1) Bie| Mol= (# 2DE EX
F2) BS &9| £Rl= ZF MHHY S|7Hpe t g
F3) L A2 1%, 5%, 10% TEUM Relgte LIEFA(LEHE).
dW, EEL Big 4 1A GRZ o] 742} SRS Aol AE F2 Big 4
7EA9lo] ZhAbar 71el A% LNGRPT % GRPTS] HAAIGE 218t okhel Az}
UEESL, non-Big 4 ZHARRIOl ZRARSE 7]4e] 79+ LNGRPT % GRPT W4 EF

LNAHS tfal §-ola 2747} vl

sk olel e

AAZ &

m sEAe] HAEE
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b 4 Utk 5 Big 4 WARLS WAEAL FE7 Rl rme] S
4 7 E = AR HEESAITE o]9F 9] non-Big 4 ARSI #AF
A B2 WRAN GRS Fo] AXHHRE o] AN FIIE WA Ut

4

EAWF) Ao ME AANFEE 7|F0 2 2 u SIZE, BIG4, CON, EXPT, ISSUE,

BOND, LIQ, ROA, LOSS, LARGE, FORN, MKTolA 28t Ax7} bttt o] &9

HEE A2 719 939 235 Holw Atk & 71YFE7 52, Big 4 A

Aol ARG 7-f, AAAFAZE 2 7IHolq, FEHT0 F55, FdsAE 4
[e)

AR Z1dol®, SIARE 23T 7o, £do] 2R Vheld, o=

¢

S
-
e
o u

%o %252, KOSDAQA S 47719018 ZAKIS] ZAREAIZR] B, fEul&o]
255, T4 gEe] FHE, FF ARSo] EIFE WA BAFYATE
Ao AOF Uehgth Tl ROA, LOSS % MKT 58] 455 < 3-9] 9 49
49 Agshe B ARE Bolw gtk

s

H, AAFES thA] Big 4 24K oFE wbro] SARMSE Al A= EXPT,
ISSUE, LIQ, ROAE & non-Big 4 ARRIC] ZHARRE AL 1ol 7191

W3, LOSSE & Big 4 A0l ZARE I 1l 7191d A= vkttt 3
AAFTEAME FoI81A AT, GROUPS non-Big 4 A1 T A o] 4]
Al o3 FHHS AFHE YEsth 1213 MKTE Big 4 24K

FHHel 23S, non-Big 4 FAR] FEolM = o7t ()2 2= YER Big 4 AL
2= KOSDAQAE 4771kl AAteg s S7HA7IAIRYE, non-Big 4 HARRIE kAt
Hhel o2 vebytth $H, SIZE, CON, BOND, LARGE, FORN <9 A= Big
4 ZPARD B #-3} non-Big 4 AR BE BT J#AEA X E AHE Holy 9l

5. 71d 20f| CHgt 3|FEA 20 ™A MAEI[ X Big 4 vs non-Big 4 E2

<E ol AMELS WAOE @ /M 22 AZS] A9 )Y B34S
HARY AE etk E RIS M <E S5 FUsteh o, 289

T3
of whgl B3 1, 3, 5= #AIMS7E NRPTO| 2, B 2, 4, 62 4 H57F NRPTDo| . &
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H, AT Ade <3 5> HUE Zpolrt BEEA] dobr] AHAF B4 MG (NRPT,
NRPTD)E ZA 02 RE HI3YT <% 659 272 By, 453 12 o714 &%
F 32 57
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AW H(Adi. R)S <% 5
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>0 7ok AR AR A3 Holil Slth

AAFE A A4HS NRPT 2 NRPTDE EF LNAHO| ths] 94 WH4EE =438
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St A}

Al A BAAL shErelol WAL HgE g 2 7199
siEselo] BASAL MUl guTt 2 el 184 gk /19SS viad 9 3
Q9] PAEYAZS Z7bEE RO Vebgth ol BAGA FE7H ARy
B BAE Eefo] AAlA Feld olofol WABSE Akl A Fo] Erha

Thste] AAMEQAINE Z7MAIAIHE ARE M 28 AABY 5 WAL A
WEANE F8 ol HalAE AAIS AR Z7hE Bbske] ukgah
RS gudith 2 B Aastel nhZu, o dst AX s BANA 7 AR
2 <A

]_

Lo

thste] AL 29 FAA olefs £ FANS BEat WA 7 A

o WelA BASAe] hEEeleln BABNE YuES A F DA A
7 WRANERE WAHE £olofR] )Eate] gAY FHARE Al ol
2 A7 A0l MY olaie JHE 2k AAE AsE QAT we B aT
Ashe WA WA M YR £oe] Astel] wlet arels] ALY £

<H 6> LHSHZHQF ZEARAIZE 212l A0 CHRt D=2 24k = &2

LNAH, = By + BINRPT, (or NRPTD) + G:SIZE.; + [:BIG4; + BFIRST, + G-CON, + GEXPT,
+ GJINVREC, + GBOND, + [BISSUE, + BillQ; + LGiuLEV: + Gi:GRW, + [Gi3ROA,
+ BuLOSS, + BisOPN.; + BisFORN, + Bi;,LARGE, + BisGROUP, + BioMKT, + XIND + 2XYD + &

S4BT = LNAH

Variables Full samples Big 4 auditors non—Big 4 auditors

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
0.069 0.094 -0.006
NReT T (306t (3.196") (-0.187)
0.020 0.033 -0.003
NRPTD ’ (1.973%) (2,33 (-0.197)
Coqtro/ ? included included included included included included
variables
adi K 0.623 0.622 0.636 0.636 0.313 0.313
F Value 455.478™ 454,991 290.229™ 289.775™ 55.460™ 55.460™"
N 8,265 8,265 4,797 4,797 3,468 3,468
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The Effect of the Related Party Transactions on Auditor’s
Audit Effort
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Abstract

This paper investigates whether related party transactions affect auditor’s audit efforts. In order to
measure auditors’ efforts, we use audit hours that auditors commit. We classify the related party
transactions in our sample into two broad categories: total amount of related party transactions and
transactions that are likely to results in a profit or loss to the listed firms. We expect the auditors
considers a large amount of related party transaction and a profit from the related party transaction as
audit risk and increases their audit hours. Furthermore, this paper examines whether the relations between
the related party transaction and auditor’s efforts reflected on audit hours are differentiated according to
a Big 4 audit firm or not.

In companies with the related party transactions, controlling shareholders can expropriate wealth from
minority shareholders in many ways. For example, they can extract cash by selling assets, goods, or
services to the company through self-dealing transactions; they can obtain loans on preferential term; they
can transfer assets from the listed company to other companies under their control; and they can dilute
the interests of minority shareholders by acquiring additional shares at a preferential price (Johnson et al.
2000; Cheung et al. 2006).

Prior studies about KOSPI listed firms report that the firms with related party transactions increase
discretionary accruals, showing that related party transactions are used as a way of earnings management
in Korea (Kim and Woo 2008). Kim and Woo (2008) also find that the market reacts negatively on the
related party transactions. Most of the current literature, however, has attempted to measure the size of
the related party transactions simply, adding up sales, purchases, and miscellaneous incomes and expenses
from the related party transactions (Kim and Woo 2008, 2009; Choi et al. 2011 etc.).

Our paper is differentiated with prior studies in that, with a viewpoint of profit and loss, we devide
the related party transaction into two types, transactions that are likely to benefit the listed firms, and the
transactions that do harm to the listed firms. We define the former transaction if the sales and
miscellaneous incomes from related party transaction are larger than the purchases and miscellaneous

expenses from related party transactions. We also define the latter transaction if the sales and
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miscellaneous incomes from related party transaction are smaller than the purchases and miscellaneous
expenses from related party transactions. The purpose of our paper is to investigate whether auditors
show a differentiated response on firms with profits from related party transactions and firms with losses
from related party transactions when they consider audit hours.

All information about audit hours, sales, miscellaneous incomes, purchases, and miscellaneous expenses
from the related party transactions are obtained via TS2000 database. Our observations are based on
8,265 firm-year data, selected from listed firms in KOREA for eight years (2003 to 2010).

The empirical findings of this paper are following. First, we find that auditors increase audit hours as
the size of related party transactions is large. Our results of significantly positive association between the
size of related party transaction and audit hours are mainly for Big 4 audit firms. Second, we find that
auditors put more time into audit firms whose sales and miscellaneous incomes from related party
transactions are larger than the purchases and miscellaneous expenses from related party transactions. Our
results are same even after we control a certain variable that might affect the dependent variable, audit
hours. For instances, receiving cash assistance might be a bad news for auditors since controlling
shareholders might choose to prop up firms in periods of financial crisis. Therefore, auditors might
consider more audit risk for firms with a profit from the related party transactions rather than for firms
with a loss from the related party transactions. Our results of auditor’s differentiated response are mainly
for Big 4 audit firms. Accordingly, our results show that auditors estimate audit risks depending on the
profit and loss point, resulting that they have differentiated response on deciding audit hours.

Finally, the results of our study suggest that auditors reflect on audit hours depending on not only the
size of related party transactions but also profit and loss point from related party transactions. Our paper
is almost first to research the relation between auditor’s efforts on audit hours and related party
transactions while prior studies have focused on the value of firms if the firms have related party
transactions.

Our paper contributes to a literature on related party transactions, in that not only the size of the
related party transaction, used for prior studies, but also the profit and loss from the related party
transaction could be an informative measure in a capital market. In addition, our findings are expected
to help to understand external auditors how they apply information about related party transaction, which
might play an important role to improve reliability of financial statements. Therefore, our findings provide
an important implication to not only investors and creditors but also regulators who are interested in

earnings quality.

Key words: Related party transaction, Auditor’s audit effort, Audit hours, Audit risk, Audit quality



