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Abstract

MandatoryAuditorDesignation

System andAuditQuality:

AnEmpiricalAnalysisof

KoreanIPOFirms

Kim,Taeyun

CollegeofBusinessAdministration

TheGraduateSchool

SeoulNationalUniversity

The purpose ofthis study is to empirically examine the

impactofthemandatoryauditordesignationsystem onauditquality

aimedatInitialPublicOffering(IPO)firmsinKorea.Themandatory

auditordesignationsystem hasbeenenforcedforIPO firmslistedon

thesecuritiesmarketsince2006.Thisstudyinvestigatesthechange

ofauditqualityoftheIPOfirmsasof2006.Iuseabsolutevaluesof

performance-matcheddiscretionaryaccrualsfrom themodifiedJones

modelsuggestedbyKotharietal.(2005)asaproxyofauditquality.
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Iperform theunivariateandmultivariateanalysestargeting

thetotalfirm-yearsampleslistedonthesecuritiesmarket(which

amountto14,599firm-yearsamples)and621IPO firmscoveringthe

periodsfrom 2002to2010.

TheempiricalresultsofmystudytargetingIPO firmsshow

that mandatory designation of auditors significantly lowers

discretionary accrualscompared to theIPO firmswith freeaudit

engagement system. This means that the mandatory auditor

designationsystem ispositivelyassociatedwithauditquality.

Meanwhile,the empirical results of the total firm-year

samples give the result that discretionary accruals have been

significantly lowered forthe firm-yearsamples since 2006.This

signifiesthatreformsofvariousaccountingsystemsotherthanthe

mandatoryauditordesignationsystem forIPOfirmsalsocontributeto

improveauditqualityincourseoftime.

Also,Ifindanincrementaldecreaseindiscretionaryaccruals

forIPO firmscomparedtothetotalfirm-yearsamples.Itsuggests

thatthe improvementdegrees ofauditquality ofIPO firms are

significantlyhighercomparedtooveralllistedcompanies.

In conclusion,this study gives more confidence in the

mandatoryauditordesignationsystem;itpositivelyinfluenceonthe

improvementofauditquality.

Thispaperprovidesseveralcontributionsasfollows:First,

thisresearchtriestoincreasetheaccuracytoproveeffectsofthe

mandatory auditor designation system on audit quality by
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distinguishingIPOfirmssince2006from totalfirm-yearsamples.

Second,thisstudyprovidestheupdatedresultsregardingthe

relationshipsbetweenauditengagementsystem andtheauditquality

byanalyzingrecentfirm-yeardata.

Lastly,this study is expected to contribute to regulators

involvedinaccountingpracticesfortheirdecisionmakingwhenthey

makeorrevisevariouslawsorpracticesrelatedtotheappointment

ofauditors.

Keywords : Initial Public Offering (IPO),Mandatory Auditor

DesignationSystem,FreeAuditEngagementSystem,

Audit Quality, Discretionary Accruals, Earnings

Management.

StudentNumber:2005-23299
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1.Introduction

Stakeholders including managers, investors, creditors,

employeesandanalystsusetargetfirms’accountinginformationwhen

theymakeeconomicdecision.Inordertoprovideinterestedparties

withsuitableaccountinginformation,itneedshigherqualityandmore

transparency. Through attestation processes, an external audit

furnishesreliabilityandcredibilityonfirms'financialstatements;it

makes accounting information moreusefulforstakeholders.As a

result,itcanbesaidthatauditqualityhasamajorimpactonquality

ofaccountinginformation.

However, audit quality has difficulties to observe and

measure. DeAngelo (1981b) defines audit quality as the

market-assessedjointprobabilitythatagivenauditorwillbothdetect

materialmisstatementsintheclient'sfinancialstatementsandreport

thematerialmisstatements.Thatis,auditqualityisafunctionofthe

auditor'sabilitytodetectmaterialmisstatements(auditorcompetence)

andreportingtheerrors(auditorindependence).

A varietyofproxiesaresuggestedtoestimateauditquality.

Forinstance,priorstudies propose accounting firm size,industry

specialization,auditorreputation,outrightauditfailures,etc.Incaseof

outrightauditfailures,therearelitigation,businessfailuresandaudit

failures,whichoccurwhenan auditorviolatesstatutory provisions

providedbyAccountingandAuditingEnforcementReleases(AAERs);

inthiscontext,earningsrestatementisnaturallyusedtoassessaudit
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quality.Buttherearelimitationsin theseproxiesasdoubtshave

been expressed aboutthe directand reliable relationship between

theseproxiesandauditquality.Alongwiththis,thereisaproblem

thattheyrarelyoccurintherealworld.Thus,adegreeofearnings

managementispracticallyusedtoassessauditquality,wheremany

scholars consider discretionary accruals as a major measure to

capturesuchearningsmanagement.

Auditorappointmentsystem islargelydividedintotheFree

AuditEngagementSystem andtheMandatory AuditorDesignation

System.Thefreeauditengagementsystem (FAES)isintroducedto

enhancetheauditor’scompetenceby accelerating competition with

various auditors or accounting firms.On the other hand,the

mandatoryauditordesignationsystem (MADS)isoneofthedistinct

auditing institutions ofKorea,which is intended to protectthe

auditor’sindependence.Thissystem isexpectedtoencourageauditors

toprovidetheirfindingsproperlyintheauditors’reports.InKorea,

theFAESismainlyadoptedatpresent,whiletheMADSisusedfor

specificcasesworryingauditrisks.

InmyresearchIusetheperformance-matchedmodifiedJones

model(Kotharietal.,2005)todetectauditqualityofselectedInitial

PublicOffering(IPO)firmsontheKoreanStockMarketortheKorea

SecuritiesDealersAutomated Quotations(KOSDAQ).Icollect621

firm-yearobservationsofIPOcoveringtheperiodfrom 2002to2010.

Inaddition,Idividethesamplesintotwodistinctperiods;oneperiod

isfrom 2002to2005,theperiodofthefreeauditengagementsystem,
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andtheotherisfrom 2006to2010,theperiodofthemandatory

auditordesignationsystem forthefirms.Iverifymyhypothesisthat

themandatoryauditordesignationsystem forIPO firmssignificantly

andpositivelyinfluenceonauditquality,supportingthemostofprior

literatures.

Furthermore,Ialso check auditquality ofalready listed

companiesduringtheselectionperiodsinordertocomparewithaudit

qualityofnewlylistedones,i.e.IPO firms.Thisisthoughttobe

helpfultoincreasetheaccuracyofcapturingrelationshipbetweenthe

mandatoryauditordesignationsystem andauditquality.Thisstudy

providestheupdatedresultsregardingtherelationshipsbetweenaudit

engagementsystem andauditqualitybyanalyzingrecentfirm-year

data.Thisstudyisexpectedtocontributetoregulatorsinvolvedin

accounting practicesfortheirdecisionmaking whenthey makeor

revise various laws or practices related to the appointment of

auditors.

This paper is composed of five sections: introduction,

literature reviews and hypothesis development,research methods,

empiricalresultsandconclusion.Inthenextsection,Ibrieflyreview

precedentstudies on the relationship between auditorappointment

system andauditqualityandprovidemyhypothesis.Insection3,I

discussthesampleselectionandmyresearchdesigns.Insection4,I

presenttheempiricalresults.In thefinalsection,Iconcludethe

resultsofthisstudyandprovidecontributionandlimitationofmy

research.
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2. Literature Reviews and Hypothesis

Development

2.1MandatoryAuditorDesignationSystem

The free audit engagement system (FAES) has been

implementedin Koreasince1982,butthisauditing system causes

severalworriesonthepossibilityofinfringementtotheindependence

ofexternalauditorssincecompanieshasauthority tochoosetheir

externalauditors.Auditeesareconsideredtohavetendencytoabuse

theirappointmentauthoritiesundertheFAES,whichmayresultin

weakenedauditqualityoroutrightauditfailure.Asaresult,these

concernsimposeFinancialSupervisory Service(FSS)todevisean

alternativeauditsystem mixing thefreeauditengagementsystem

and the mandatory auditor designation system. That is, the

mandatoryauditordesignationsystem hasbeenadoptedinspecific

casesafter1990whilethemainstream ofauditstillholdsthefree

auditengagementsystem.

Precedent studies reported severalreasons why auditees’

selectionofauditorsmayaffecttheindependenceofexternalauditors.

Firstofall,ifauditeesselectanexternalauditorforthepurposeof

opinionshopping,theauditormaybeunderpressurefrom theirclient

(Chow andRice,1982).Inthiscase,forcedauditorchangewillhelp

toincreaseauditquality.Second,severalexistingstudiesofFrancis

etal.(2010),Kallapuretal.(2011)andNewtonetal.(2011)found
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auditorsinthefaceofincreasedcompetitionarerelatedtolow audit

quality.Fiolleauetal.(2009)arguedthatthebiddingprocessaffects

behaviors of auditors which result in impaired independence of

auditors.Towinthebidding,eachauditortrieshardtogetonthe

goodsideofaclientdemonstratingthathe/shewillaudittheclient

in aflexibleway becausetheauditorthoroughly understandsthe

client.Lastly,competitionsamongauditorscanleadto‘low balling’

(DeAngelo,1981a)whichisthoughttoimpairtheindependenceof

externalauditors,whichisreportedbyBandyopadhyay& Kao(2001),

Hackenbracketal.(2000)andMaheretal.(1992).Accordingtothe

reportbytheFinancialSupervisoryService(FSS)thatanalyzedthe

auditcontractreportsof19,642firmswithDecemberfiscalyearasof

2011,Korean companies’auditfees ofthe firms with designated

auditorsare54-118% higherthanfirmswithnon-designatedauditors.

AccordingtotheArticle4.3oftheActonExternalAuditof

StockCompaniesandtheArticle4oftheEnforcementDecreeofthe

Acton ExternalAuditofStock Companies,the Securities and

FuturesCommission(SFC)maynominateanauditorofacompany

when the company requests the nomination to the SFC after

obtainingapprovalfrom thestatutoryauditorortheauditorselection

andappointmentcommission,orrequestanycompanydepictedonthe

Article4.3oftheActonExternalAuditofStockCompanies1)to

1) [Article 4.3 Designation of Auditors by Securities and Futures

Commission(SFC)]

(1)Anycompanyfailingtoappointanauditorwithinfourmonthsfrom

thedateofcommencementofeachbusinessyear;

(2)Anycompanydeemedtoreplaceanauditoronunjustifiablegrounds
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oranycompanywhichappointsanauditorinviolationofthestatutory

auditorappointmentprocess;

(3)AnycompanypointedoutbytheSFCtohavepreparedandpublished

financialstatementsorconsolidatedfinancialstatementsinviolationofthe

accounting standards like Generally Accepted Accounting Principle

(GAAP);

(4)Anycompanywherethelargeshareholderandthepersonundera

specialrelationshipjointlyholdmorethan50/100* (25/100**)ofthetotal

issuedandoutstandingshares,andthelargeshareholderortheperson

underaspecialrelationshipistherepresentativedirector;

*A conditionfor50/100shallbeappliedamongthecompanieswhose

totalamountofassetsismorethan100billionwon,whichindicatesa

companyjointlyheldmorethan50/100ofthetotalissuedandoutstanding

shares;

**A conditionfor25/100shallbeappliedamongthelistedcompanies

ontheKoreanStockMarketortheKOSDAQ Market,whichindicatesa

companyjointlyheldmorethan25/100ofthetotalissuedandoutstanding

shares;

(5)From among listed companieson theKorean Stock Market,any

companyrecognizedanddesignatedasrequiringafairauditbytheSFC,

asprescribedbyPresidentialDecreeasfollows:

(a)Anylistedcompanywhoseissuesofstockhavebeendesignatedas

administrativeissues;

(b)Anylistedcompanywhereloanstothelargestshareholderandthe

person undera specialrelationship is more than 30/100 ofits total

equities,orasecuritieslistedcompanywherethetotalamountofloansto

thelargestshareholderandthepersonunderaspecialrelationshipand

guaranteedepositsforthem ismorethan10/100ofitstotalequities;

(c)Any company forwhich fairauditisnecessary becauseofits

violation oftheActortheFinancialInvestmentServicesand Capital

MarketsAct;

(6)Any company whose main creditor bank requests the SFC to

nominateauditors;

(7)OtheractsliketheMutualSavingBanksActrequestfirmswiththe

relevantconditionsforhiringdesignatedauditors;or

(8)Othercompaniesrecognizedanddesignatedby PresidentialDecree

thattheyareespeciallyinneedofafairauditasfollows:

(a)A stockcompanythatintendstohaveitsstockslistedduringthe

pertinentornextbusiness yearexcluding a corporation listed on the

KoreanStockMarket,whichintendstobecomeacorporationlistedonthe

KOSDAQ Market,acorporation listedontheKOSDAQ Market,which
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Year
Item

2002 2003 2004 2005 2006 2007 2008 2009 2010

ViolationofStatutory

RegulationsRegarding

AuditorAppointment

andChange

14 9 10 10 8 19 20 6 12

EnforcementResultsof

Surveillance
43 54 47 54 56 41 48 41 31

Designatedas

AdministrativeIssues
68 57 91 73 27 54 55 72 53

IPOFirms - - - 300 198 192 142 125 172
Others 37 33 43 36 18 33 36 26 27

appointan auditororreplacewith the person designated by the

Securities and Futures Commission (SFC) within three business

years.Insuchcases,theSFCshallnominateanauditorfrom among

accountingcorporations.

Thenumbersofcorporationswithdesignatedauditorsandthe

causesofauditordesignationfrom 2002to2010announcedbythe

FSSareasfollows:

Table1.NumbersandMajorCausesofAuditorDesignation

intendstobecomeacorporationlistedontheKoreanStockMarket,ora

stockcompanythatintendstobecomeacorporationlistedontheKorean

StockMarketandthathasitsstockslistedonaforeignstockexchange

designatedby theSecuritiesandFuturesCommission (limitedtostock

exchangesthatpermitonly companieswhoseaccounting informationis

reliablestolisttheirsecurities);

(b)A corporationlistedontheKOSDAQ Market,whoseissueshave

been designated as administrative issues underthe listing regulations

establishedseparatelyfortheKOSDAQ MarketpursuanttotheFinancial

Investment Services and Capital Markets Act: Provided that those

designatedasadministrativeissuesduetolow tradingvolumeofstocks

shallbeexcludedherefrom;or

(c)Anyothercompanyforwhichfairauditingisdeemedparticularly

necessary duetoany reasonsimilartothoseundersubparagraphs(a)

through(b).
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Year
Item

2002 2003 2004 2005 2006 2007 2008 2009 2010

Total 162 153 191 473 307 339 301 270 295

(Source:TheFinancialSupervisoryService,http://www.fss.or.kr/)

Inthetableabove,itisobservedthat300firmswhichintend

tolistonthesecuritiesmarketincludingtheKoreanStockMarket

and the KOSDAQ Markethad designated auditors in 2005.The

FictitiousAuditorDesignationSystem hadbeenadoptedfrom 2001to

2005.Accordingtothissystem,ifafirm,whichhadanintentionof

listingonthesecuritiesmarketinthenextbusinessyear,chosean

auditorwhofulfilledthecertainnecessaryrequirements,theSecurities

and Futures Commission could approve the appointed auditor

consideredasadesignatedauditor.Soitcanbesaidthefreeaudit

engagementsystem wereactuallyadoptedduringtheperiod.Butin

2004,legislatorsamendedseveralarticlesofActonExternalAuditof

StockCompanies,concerningauditorappointmentsanditschangesin

ordertoprotectinvestors,andthisamendmentbegantotakeeffect

in2005tothecompanieswhich intendedtolistonthesecurities

marketin the nextbusiness year.Consequently,the mandatory

auditordesignation system hasbeen applied toalltheIPO firms

listedonthesecuritiesmarketsince2006.

Therearesomewhatconsiderableliteratureonthemandatory

auditordesignationsystem inKorea.Generally,agooddealofprior

studies find thatthe auditor designated firms have a statically

significantrelationtolowereddiscretionaryaccruals(DA),andtheir
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resultssupportanargumentthatthemandatoryauditordesignation

system ishelpfultoauditquality.

According toKim andYi(2009),discretionaryaccrualsare

loweredforauditordesignated firmscompared toacontrolgroup

consistingoffirmswhichhaverightstoselectorappointtheirown

externalauditors.Mayhew and Pike(2004)concludethatauditors’

independence increases when investors select external auditors

regardlessofmanagers’influence.Theysuggestthattheproportion

ofindependenceviolationssignificantlydecreasesforthefirm which

transferstherighttoappointandchangeanauditorfrom managers

toinvestors.Thatleadstoimprovedauditquality.

Kwon et al.(2004) analyzed a sample of 811 auditor

designated firms from 1991 to 2000.The resultofdiscretionary

accrualsforthesampleshowsthatdiscretionaryaccrualsoffirms

with mandatory auditordesignation system are significantly more

income-decreasing than thosewith freeauditengagementsystem.

Theyalsoshow thatthereisatendencyofmoreincome-decreasing

discretionaryaccrualsforthefirmswhichhavedesignatedauditors

forlongerperiods.Theyarguethattheauditordesignationregulation

perseprovidesincentivesforauditorstoaudittheirclientsonabase

ofthe conservativeaccounting principle.Indeed,they supportthe

mandatoryauditorretentionsystem from theirfindingthatauditors

become more conservative with theirclients as a period ofthe

relationshipbetweenanauditorandafirm lengthens.

KangandHwang(2007)suggestthatthemandatoryauditor
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designationsystem improvesaccountingtransparencybyguaranteeing

independence of a firm’s auditor.They divide periods of 1,528

firm-yearobservationsintotheauditorpre-designationperiods,the

auditorongoingdesignationperiodsandtheauditorpost-designation

periodson308corporationswithdesignatedauditorsfrom 1998to

2004. They perform paired t-tests and regression analysis of

discretionaryaccrualsmeasuredbythemodifiedJonesmodel.They

find that discretionary accruals decrease during the auditor

designationperiods.Theyalsofinddiscretionaryaccrualsbeforethe

auditordesignationperiodsaresignificantlybiggerthanthoseafter

the designation periods.Meanwhile,they show thatdiscretionary

accrualshavealsocontinuedtodecreasefortwoyearspriortothe

auditor designation, which means the improvement in auditor

independenceisnottheonlyfactorsufficienttoexplainthedecrease

in discretionary accruals. As a result, they argue that the

improvementin accounting transparency is caused by the mixed

effortsoftheimprovementofadesignatedauditor’sindependenceand

the exertion of a corporation to achieve better accounting

transparency.

On the contrary,Kim and Jeong (2009) argue thatthe

mandatoryauditordesignationsystem appliedtoIPO companiesdoes

not improve transparency of accounting information through

enhancementofauditors’independence.They investigate whether

thereareanydifferencesinearningsmanagementofIPO companies,

towhichthemandatoryauditordesignationsystem appliedin2006
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and2007whilethefreeauditengagementsystem isappliedin2004

and 2005.From the univariate test,they show that earnings

managementhasnodifferenceinIPO companiesregardlessofthe

engagementofstatutory auditors.In addition,themultivariatetest

showsthatearningsmanagementmeasuredbyperformance-matched

discretionary accruals when statutory auditors were engaged

surpassesearningsmanagementwhen companieshad therightto

choosetheirownauditors.

According toBaeetal.(2010),itisimpossibletofindan

evidence on theirsuggestion thatauditquality measured by an

absolutevalueofdiscretionaryaccrualsincreaseswhenauditedbya

designatedauditor.Theysuggestthatwhennon-designatedperiods

ofthe controlgroup is included,the resultis changed to be

insignificantunlikethefindingsbyKim andYi(2009).Theyoppose

thewell-knownperceptionthatthefreeauditengagementbyclients

maybeasignificantthreattoauditorindependence.

2.2EstimationofAuditQuality

Thepurposeofauditistoreduceinformation risk.Firms

providefinancialinformationlikefinancialstatementsandfootnotes

forinformationusersincludingstakeholders.Butthereisinformation

riskintheinformationthatfirmsprovide.Fourmajorreasonsfor

informationriskarereportedasfollows(Leeetal.,2007):First,there

areconflicts between information providersand information users.
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Firms,informationproviders,canpervertfinancialinformationbased

on theirtastesandinterests.Second,financialinformation hasan

importanteffectupon its information users.Biased orincomplete

informationmay leadtoseriousharm totheuserswhomakean

economic decision.Third,the complexity offinancialinformation

contributes to information risk. Information users are lack of

professionalknowledgetodiscernthetruthalthoughthecomplexity

ofinformationincreasesastimeadvanced.Lastly,informationusers

arelocatedremotelyfrom thesourceofafirm’sfinancialinformation.

Duetotemporal,economicandinstitutionalconstraints,information

userscannotaccessandtestthesourcesforinformation.Asaresult,

an auditconductedby objectivethird partiesisneeded toreduce

informationrisk,andpeoplepayattentiontoincreasethequalityof

anaudit.Then,itisnaturaltorecognizetheimportanceofapplyinga

properproxyofauditquality.

Audit quality defined by DeAngelo (1981b) is the joint

probabilityofdiscoveringandreportingabreachinregardtoauditing

a given company,which isperceived by marketparticipants.To

estimateauditqualityinthisconnection,precedentliteraturessuggest

someproxiesincludingaccounting firm size,industryspecialization,

auditorreputationandoutrightauditfailures.

DeAngelo(1981b)providesaccountingfirm sizeasaproxy

forauditqualityashebelievesthatinformationuserstrustmajor

accountingfirms.FrancisandWilson(1988)aswellasJonsonand

Lys(1990)also use thatproxy forestimating auditquality.Big



-13-

accountingfirmsgenerallyhavemoreclientsthansmallsizeones.As

aresult,theyarguethatifbigsizefirmsdonotreporttheirfindings

offraudanderrorsofclients,ormisreportfinancialreporting,then

theywilllosemuchmorereputationcomparingtosmallsizefirms,

resultingineconomiclosseswhichitishardforthebigaccounting

firmstoafford.Bycontrast,smallaccountingfirmshavelessclients,

thusasingleclientoccupiesmoresharesinprofits.Smallfirmswill

easilyunderstandandgoalongwiththeirclients’stanceintermsof

importance.

ShockleyandHolt(1983)andPalmrose(1984)useindustry

specializationasaproxyforperceivedauditquality.Anauditorofa

givenindustryspecialisthasanabilitytoprovidemoretalentedaudit

service,alongwithhighreputationtobemoredamagedifhis/her

auditresultsinfailure.

WattsandZimmerman(1983)useauditor’sreputationbecause

they arguethatmarketparticipantsperceivethereputation asan

importantproxyforauditorindependence.Accordingtotheirstudies,

whenauditorsestablishhighreputations,theyareforcedtoincrease

auditqualitytomaintaintheirreputationsbecausehighreputations

areconsideredtoguaranteeincreasesinauditdemandsaswellas

auditfees.

Meanwhile,Francis (2004)summarizes thatoutrightaudit

failuresconsistofGenerallyAcceptedAccountingPrinciples(GAAP)

failuresandauditreportfailures.TheGAAPfailuremeansacaseof

an auditor’sfailuretoenforceGAAP,and theauditreportfailure
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meansacaseofanauditor’sfailuretomodifyanauditreport.Itis

believed thatoutrightauditfailuresarequiteapparentin caseof

auditorlitigation,businessfailuresandearningsrestatements.Audit

failureratescan bemeasured by thenumberoflawsuitsagainst

auditors,bankruptciesofauditeesin spiteofmodifiedorqualified

auditopinions,whichincludeissuinganauditreportmentioninggoing

concernuncertainty,andexpostfactomodificationsofauditreports.

But outright audit failure rates measured by these factors are

relativelyverysmall.Asaresult,thosearenotthegoodproxiesto

captureauditquality.

Beckeretal.(1998)andFrankeletal.(2002)arguethataudit

qualityisrelatedtoimpliedearningsmanagementbehaviorofclients,

which is estimated by the amount of discretionary accruals.

Discretionary accruals are one ofthe mostpreferred proxies to

capture auditquality,and they are examined or tested for the

explanationpowerinvariousstudies.Asafairlytypicalcase,the

Jones model (Jones,1991) including the adjusted Jones model

(Dechow etal.,1995)ismainly adopted.Afterward,Kotharietal.

(2005)argue thatperformance-matched discretionary accruals are

superior to the ordinary discretionary accruals for they show

enhancedpowerstocaptureafirm’searningsmanagementwell.

Following previousliteratures,Ialsousethisproxyinmy

researchwhenfiguringouttherelationshipbetweenthemandatory

auditor designation system and audit quality. I use

performance-matched discretionary accruals which Kothariet al.
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(2005)suggests;inaconcreteform,Ianalyzeanabsolutevalueof

performance-matched discretionary accruals foritis reported that

negativevaluesbearacloserelationtodecreasedauditquality,along

withpositivevaluesofthediscretionaryaccruals.

2.3ResearchHypothesis

Characteristicsofauditorsmayhavesignificantinfluenceon

differencesinaccountingquality.Themandatoryauditordesignation

system was introduced to protectthe interested parties and to

improveauditquality,which resultsinfairaudit,by guaranteeing

independence ofauditors which is one ofkey characteristics of

auditors.However,thereisa risk in thiscasefortheFinancial

SupervisoryService(FSS),whichinvolvestheSecuritiesandFutures

Commission(SFC),toappointanauditorwhoislackofcompetence.

To dealwith this,the FSS prepares requirements for auditors

according totheircharacteristicswhenselecting andappointing an

auditorforaparticularfirm byannouncingtheRegulationofExternal

AuditandAccounting.Accordingtothisregulation,whentotalassets

ofafirm assignedfortheauditdesignationgetlarger,theBig4

accountingfirms(SamilPricewaterhouseCoopers,DeloitteAnjinLLC,

SamjongKPMG Inc.andErnst& YoungAdvisory,Inc.)havemore

chancestobeappointed.Inthisway,theFSSintendstocopewith

apprehensionofafalling-offinauditquality,whichismorelikelyto

ariseintherandom selectionsystem ofadesignatedauditor.The
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Cate-

gory

TotalAsset

ofCompany

ConditionsofAuditors

Accounting

Firm

Designation

No.of

CPAs

Belonging

toan

Account-

ingFirm

No.Years

of

Establish-

ment

Revenue

Capacity

for

Damages

Statusof

Coopera-

tionwith

Foreign

Firms

I

Over800

billion

won

Over

100

Over10

years

Over30

billion

won

Over5

billion

won

Actual

coopera-

tion

Satisfying

4

conditions

II

300billion

~800

billion

won

Over50
Over7

years

Over10

billion

won

Over1.5

billion

won

Actual

coopera-

tion

Satisfying

4

conditions

conditions for auditor designation according to characteristics of

auditorareintroducedinAppendix3oftheRegulationofExternal

AuditandAccounting.Inaccordancewiththisappendix,theBig4

accountingfirmswhichoperatetheirbusinessonalargescaleare

apttobeappointedforlargesizecorporations.Theconditionsare

showninTable2asfollows:

Table 2. Conditions for Auditor Designation According to

CharacteristicsofAuditors2)

2)(1)TheNumberofCPAsBelongingtoanAccountingFirm iscalculated

accordingtothestatutoryauditorpointformula.

(2)Capacity forDamages is calculated by the sum ofaccumulated

amountofjointfundfordamages,reservesfordamagecompensationand

liabilityinsuranceforcompensationpremium.

(3)InthecategoryofStatusofCooperationwithForeignFirms,Actual

Cooperationmeanshaving enteredintoan auditquality agreementand

SimpleCooperationmeansanycooperationotherthantheaforementioned

cooperation.

(4)Anaccountingfirm withthecapacitytoauditcompanieswithover

800billionwoninassetscannotbedesignatedasauditortothecompanies

withlessthan50billionwoninassets.However,thisdoesnotapplyto

thedesignationofprospectivestocklistedcorporations.



-17-

Cate-

gory

TotalAsset

ofCompany

ConditionsofAuditors

Accounting

Firm

Designation

No.of

CPAs

Belonging

toan

Account-

ingFirm

No.Years

of

Establish-

ment

Revenue

Capacity

for

Damages

Statusof

Coopera-

tionwith

Foreign

Firms

III

50billion

~300

billion

won

Over20
Over3

years

3billion

won

500

million

won

Simple

coopera-

tion

Satisfying

3

conditions

IV
Lessthan

50

All

account-

ingfirms

(Source:Appendix3oftheRegulationonExternalAuditandAccounting)

In summary,the mandatory auditordesignation system in

current operation in Korea is considered an improvement of

independence of an auditor along with complementation of

competence.Ithinkitisimportanttoresearchwhetherthemandatory

auditor designation system achieves this purpose in terms of

academicsignificanceornot.Thisstudywillalsocontributetopolicy

makersrevisingandimplementingtherelatedregulationsorpractices

inthefuture.

I hypothesize that the implementation of the mandatory

auditordesignationsystem contributestoan improvementofaudit

quality.Itestthe following hypothesis using absolute values of

performance-matcheddiscretionaryaccrualsfrom themodifiedJones

modelsuggestedbyKotharietal.(2005)asaproxyofauditquality.

Hypothesis1:IPO firmswith designated auditorsaresignificantly
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associated with lower absolute values of discretionary accruals

comparingtoIPOfirmswithfreeauditengagementsystem.

Meanwhileitispossibletoexpectoverallqualityoffinancial

reportingincreasesastimepassesbymodifyingrelatedaccounting

systems.Astheperiodsofthefreeauditengagementsystem forIPO

firmsprecedethoseofthemandatoryauditordesignationsystem,itis

required acomparativeanalysisofthetransition ofaverageaudit

qualityforalreadystocklistedcompaniesduringtheresearchperiods.

Weneed to calculatethedifferencesin discretionary accrualsfor

already stock listed companies making a comparison between the

periodsofthefreeauditengagementsystem (from 2002to2005)and

thoseofthemandatory auditordesignation system (from 2006to

2010).And it is necessary to determine whether the levelof

differencesbetweenthealreadystocklistedcompaniesandIPOfirms

calculatedaccordingtotheabovehypothesisarestaticallysignificant.

Therefore,Iproposeanadditionalhypothesisasfollows:

Hypothesis2:Foralready stock listed companies otherthan IPO

firms,the differences in absolute values ofdiscretionary accruals

duringtheperiodsbetweenthefreeauditengagementsystem andthe

mandatory auditordesignation system aresignificantly lowerthan

thoseforIPOfirms.
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3.ResearchMethods

3.1DataCollection

The data ofIPO firms during the research periods are

obtained from Korea Exchange (KRX) and the Korea Investors

Service(KIS)ValueofNICEInformationServiceCo.,Ltd.Thedata

ofexternalauditorsandfinancialreportingfortheselectedsample

firmsarecollectedfrom theKIS Value.Iusetheresearchperiods

from 2002to2010,whicharedividedintotwogroupsasof2006

when allthenewly securitieslisted companiesshould havetheir

designatedauditors.Thefreeauditengagementsystem wasadopted

from 2002to2005;themandatory auditordesignationsystem was

appliedfrom 2006to2010.Thespecificstandardsofsampleselection

areasfollows:

(1)FirmswithDecemberfiscalyear,newlyorcontinuouslylistedon

thesecuritiesmarketduringtheresearchperiods(from 2002to2010)

(2)Excludingbankingfirms

(3)Excludingfirm-yeardataafterdelistingifanylistedcompanies

aredelistedfrom thesecuritiesmarketduringtheresearchperiods

(4)Firmswhosedataofexternalauditorsandfinancialreportingare

available
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The firstcondition is introduced forthe comparison with

otherpriorstudiesandtheconvenienceofanalysis.Iselectsamples

from firmswithDecemberfiscalyeartomatchthesamplewiththe

identicalfeature.Thesecondconditionisusedbecausebankingfirms

are very different from firms which run other businesses like

manufacturingindustry,andsoon.Inotherwords,itcanbesaid

thatthebusinessenvironmentortheregulationdegreeofthebanking

business is unique when compared with other businesses.Itis

consideredthatfinancialreportingdataofthebankingbusinesshave

norelationwiththoseofotherbusinessesbecauseofthedifferences

incomponentsandmeaningsofaccountsinfinancialstatements.The

third condition is introduced to remove unusualfactors for the

research.Firms delisted from the securities market during the

researchperiodsareapttoresultinhigherprobabilitiesofabnormal

financialreportingincomparisonwithcommonfirms.So,ifagiven

firm is delisted from the securities marketduring the research

periods,Iexcludecertainfirm-yeardataafterthedateofdelisting.

Thelastconditionisaddedtoenhanceavailabilityofsampledataand

accuracyoftheanalysisforanempiricalresearch.

Iextractand analyze the samples which meetthe above

conditions.ThedataofnewlyIPO firmsareprovidedbytheKRX

duringtheresearchperiodsfrom 2002to2010amountto905asa

whole.Tosettletheresearchsample,Iremove30firmsthataccounts

forrelocatedlistingsontheothersecuritiesmarket,whichsometimes

occurwhenalreadylistedfirmsmovefrom theKOSDAQ Marketto



-21-

PanelA.CompositionofthetotalIPOfirm samples　

IPOFirmsfrom 2002to2010
905

IPO Firms with Relocated Listings on the Other

Securities Market (From KOSDAQ Market to

KoreanStockMarket)

(30)

BankingFirms
(35)

FirmswithoutDecemberFiscalYear
(40)

FirmsInfeasibletoMeasureDiscretionary Accruals

DuetoLackofData,etc.

(179)

Total 621

PanelB.CompositionofIPOFirms　

IPOfrom 2002to2005
342

IPOfrom 2006to2010
279

Total 621

the Korean Stock Market. I also exclude firms with the

incompletenessoffinancialdataincasethatIcannotobtainthedata

ofexternalauditorsaswellasfinancialreportingforthesamplefrom

theKISValuedatabase.Finally,IhaveIPO firm samplesamounting

to621forthisresearch.

ThedetailsofIPOfirm samplesareasfollows:

Table3.SampleCompositionsofIPOFirms
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3.2ResearchDesign

3.2.1 Estimation of Audit Quality from

DiscretionaryAccruals

Iuseabsolutevaluesofdiscretionaryaccrualsasaproxyof

accrual-basedearningsmanagement.Itiswellknownthatabsolute

valuesofdiscretionaryaccrualsprovidebetterinformationonaudit

quality comparing to the originalvalues ofdiscretionary accruals

(Bartov etal.,2000).Discretionary accrualsareestimated from a

cross-sectionalanalysisofvariablesasSubramanyam (1996)suggests

thatcross-sectionalregressionanalysisusingtheJonesmodelshows

morestableresultthan thatoftime-seriesanalysis.To measure

discretionary accruals,Iuse the performance-matched measure of

abnormalaccrualsfollowing Kotharietal.(2005),whoprovideda

modifiedversionoftheadjustedJonesmodel(1995),frequentlyused

invariousrecentstudies.Theperformance-matchedmodifiedJones

model(Kotharietal.,2005)isasfollows:

TAit/Ai,t-1=a0[1/Ai,t-1]+b1[(ΔREVit－ΔRECit)/Ai,t-1]+b2[PPEit/Ai,t-1]+

b3ROAit+εit (1)

Whereiandtmeananindividualfirm andaspecificyear,

respectively;
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TAit=totalaccrualsoffirm iinyeart;

ΔREVit=changeinsalesoffirm iinyeart,ascomparedfrom year

t-1;

ΔRECit=changeinaccountreceivablesfrom tradeoffirm iinyear

oft,ascomparedfrom yeart-1;

PPEit=grossproperty,plantandequipmentoffirm iinyeart;

ROAit=returnonassetsoffirm iinyeart;

Ai,t-1=totalassetsoffirm iinyeart-1,and;

εit=theerrorterm.

Totalaccruals (TA)are computed from netincome (NI)

minuscashflowsfrom operatingactivities(CFO).Anddiscretionary

accrualsarecalculatedbysubtractingnon-discretionaryaccrualsfrom

totalaccruals,whichisofferedastheerrorterm.

TheaboveEquation(1)iscalculatedseparatelyaccordingto

each setofthe two-digitKorea Standard Industry Classification

(KSIC)codesand a calendaryear,following precedentstudies.I

excludefirmsbelongingtocertainsetsofindustryandyearwhich

havelessthan10firms.ThenIcalculatecoefficientsofeachvariable

for every set using a regression analysis. Finally I compute

discretionary accruals ofevery firm foreach industry code and

calendaryear,whichisnotexcludedfrom theresearchsample.
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3.2.2ResearchModel

Iassumethattheimplementationofthemandatoryauditor

designation system for IPO firms is negatively associated with

absolutevaluesofdiscretionaryaccrualsinmyhypothesis.Totest

Hypothesis1,Iuseamultivariateregressionmodelasfollows:

ABDAit=a0+b1DESIGit+b2BIG4it+b3SIZEit+b4LEVit+b5CFOit+

b6GROWTHit + b7LOSSit + b8ROAit + Yeardummies+

Industrydummies+εit (2)

Whereiandtmeananindividualfirm andaspecificyear,

respectively;

ABDAit=theabsolutevalueofdiscretionaryaccruals;

DESIGit=1ifanauditorofanIPOfirm duringtheresearchperiods

from 2002to2010isdesignatedand0otherwise,whichisdivided

into two groups as of 2006,following the revision of related

regulations;

BIG4it=1ifafirm isauditedbytheBig4majoraccountingfirms

and0otherwise;

SIZEit=naturallogarithm ofthebookvalueoftotalassets;

LEVit=leverageofliabilitiesthatismeasuredbytheratiooftotal

liabilitiestototalequities;

CFOit=cashflowsfrom operationsscaledbylaggedtotalassets;

GROWTHit=growthrateofsales,whichissalesscaledbylagged
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sales;

LOSSit=1ifafirm’snetincomeisnegativeand0otherwise;

ROAit=netincomedeflatedbylaggedtotalassets;

Year dummies = dummy variables intended to controlfor year

differencesduringtheresearchperiods;

Industrydummies=dummyvariablesintendedtocontrolforindustry

differencesusingthetwo-digitKSICcodes;

εit=theerrorterm.

Theindependentvariableoftheabovemodelisanindicator

variablethattakes1whenthemandatoryauditordesignationsystem

isappliedtoan IPO firm,ortakes0otherwise.Theindependent

variableistheabsolutevalueofperformance-matcheddiscretionary

accrualsthatisaproxyofauditquality.

Intheabovementionedequation,controlvariablesincludethe

Big4majoraccountingfirms(BIG4),assetssizeofafirm (SIZE),

theleverageofliabilities(LEV),cashflowsfrom operations(CFO),

thegrowthrateoftotalassets(GROWTH),profitorlossofafirm

(LOSS),andreturnonassets(ROA),whichallareexpectedtoaffect

abnormalearningsofafirm,i.e.theabsolutevalueofdiscretionary

accruals.In the multivariate regression model,I control those

variables.

Iuse a controlvariable ofBIG4 following Francis etal.

(1999)whoarguethatthesizeofanaccountingfirm isnegatively

associated with earningsmanagementofitsclient.Itisgenerally



-26-

expected thatBIG4havemorefinancialresources,betterindustry

expertise and higher auditor reputations,allof which lead to

increasedauditquality.Inotherwords,theexistenceofauditbythe

Big4accountingfirmshasthepossibilitytorestrainmanagersfrom

adjustingtheirearnings.

SIZEisincludedtocontrolpoliticalcostsofafirm.According

toWattsandZimmerman(1978),ifthesizeofafirm isbigger,its

probabilitytobeapoliticaltargetwillalsobeincreasingthroughthe

growth of interested parties;increase of politicalcosts provide

managerswithincentivestoreportaccountingincomeslessthanthe

actual.Larger firms are more likely to show higher quality of

earnings,whichisnegativelyassociatedwithdiscretionaryaccruals

(Beckeretal.,1998).

LEV isusedtocontrolfirmswithhigherleverage.DeFond

and Jiambalvo (1994)suggestthatmanagers ofsuch firmshave

incentivesto reportoptimisticearningsto avoid violation ofdebt

covenantsbyusingearningsmanagement.Asaresult,whenafirm’s

levelofleveragegetshigher,theamountofdiscretionaryaccruals

hasmorepossibilitiestogrow.

CFO isincludedtocontrolforcross-sectionalvariationsin

cash flows from operations, which may affect the level of

discretionaryaccruals.Dechow etal.(1995)andBeckeretal.(1998)

reportitsnegativeassociationwithdiscretionaryaccruals.

GROWTH isselected to controlthedifferencein earnings

management according to the growth levels offirms.As high
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growingfirmsneedmoremoneytokeepuptheirpaces,theyhave

more incentives to manage earnings aggressively (Mizik and

Jacobson,2008).Itisexpectedthatpositiverelationshipbetweena

firm’sgrowthmeasuredbygrowthratesofsalesanddiscretionary

accruals.

LOSS ischosen tocontroltheeffectoffirmsthatreport

negative earnings.These firms have incentives to make their

business performances better.Thus,Roychowdhury (2006)argues

firmswithnegativeearningswillusediscretionaryaccrualsmore,and

auditqualitywillbecomeworse.However,accordingtoHealy(1985),

whenafirm reportsheavylosses,theymaynotmanageearnings

aggressivelywiththepurposeofBigBath3).Consequently,thereare

twoconflictingopinionsabouttheeffectofLOSS.

ROA isincludedtocontroltheeffectoffirm performanceon

accruals estimating discretionary accruals,following Butler etal.

(2004).Butleretal.(2004)and Kotharietal.(2005)argue that

discretionary accruals are positively associated with earnings

performanceofafirm inthewaythatfirmswithhighearningshave

tendencytoshow positiveaccrualsthatleadtopositivediscretionary

accruals.Thus,ROA may be positively correlated with earnings

management.

3) Big Bath means an earnings managementtechnique by which an

one-timechargeistakenagainstincome,whichresultsinlowerexpenses

inthefuture.Thewrite-offreducesnetassetsornetincomefrom the

financialreportsandcauselowernetincomeforthatfiscalyear.The

objectiveisto‘takeonebigbath’inasingleyear,thusthecompanywill

reportincreasednetincomeinthefuture.
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Likewise,Isuggestthesecondmultivariatemodeltoverify

Hypothesis2.Inthebelow model,acoefficientofIPO×POSTvariable

meanstheincrementalchangeofdiscretionaryaccrualsforIPO firms

compared with thatofthe totalsample including already listed

companiesaswellasIPO firms,whichamountto14,599firm-years.

Thiscoefficientisexpected to capturetheactualeffecton audit

qualityimprovementbyenforcingthemandatoryauditordesignation

system forIPOfirms.Aconcreteform ofthemodelisasfollows:

ABDAit = a0 + b1IPOit + b2POSTit + b3IPOit×POSTit +b4BIG4it +

b5SIZEit+b6LEVit+b7CFOit+b8GROWTHit+b9LOSSit+

b10ROAit+Yeardummies+Industrydummies+εit (3)

Whereiandtmeananindividualfirm andaspecificyear,

respectively;

ABDAit=theabsolutevalueofdiscretionaryaccruals;

IPOit=1ifafirm isnewlylistedonthesecuritiesmarketduringthe

researchperiodsfrom 2002to2010and0otherwise;

POSTit=1ifafirm-yearsamplebelongstotheperiodsfrom 2006to

2010whenthemandatoryauditordesignationsystem becameeffective

forIPO firms,and 0 otherwisewhen the free auditengagement

system wasenforcedonthem;

BIG4it=1ifafirm isauditedbytheBig4majoraccountingfirms

and0otherwise;

SIZEit=naturallogarithm ofthebookvalueoftotalassets;
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LEVit=leverageofliabilitiesthatismeasuredbytheratiooftotal

liabilitiestototalequities;

CFOit=cashflowsfrom operationsscaledbylaggedtotalassets;

GROWTHit=growthrateofsales,whichissalesscaledbylagged

sales;

LOSSit=1ifafirm’snetincomeisnegativeand0otherwise;

ROAit=netincomedeflatedbylaggedtotalassets;

Year dummies = dummy variables intended to controlfor year

differencesduringtheresearchperiods;

Industrydummies=dummyvariablesintendedtocontrolforindustry

differencesusingthetwo-digitKSICcodes;

εit=theerrorterm.

The independent variables are IPO and POST that are

indicatorvariables.IPO takes1ifafirm isnewly listed on the

securitiesmarketduringtheresearchperiods,ortakes0otherwise.

POST takes1ifafirm-yearsamplebelongstotheperiodsofthe

mandatoryauditordesignationsystem forIPO firms(from 2002to

2005),ortakes0otherwise.Thedependentvariableistheabsolute

valueofperformance-matcheddiscretionaryaccrualsfollowingKothari

etal.(2005),whichisaproxyofauditquality.

Todraw morereliableresults,Ialsowinsorizeoutliersofall

thevariablesusedinthisstudyexceptfortheindicatorvariableslike

DESIG,IPO,POST,BIG4 and LOSS to the1and 99 percentile

values.
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4.EmpiricalResults

4.1DescriptiveStatistics

Ifinallyhave621IPOfirm-yearobservationsamongthetotal

sampleof14,599firm-years,whicharelistedonthesecuritiesmarket

thatconsistsoftheKoreanStockMarketandtheKOSDAQ Market,

duringtheresearchperiods.Isummarizedescriptivestatisticsofmy

researchvariables.Theminimums,thefirstquartiles,themeans,the

medians,the third quartiles, the maximums and the standard

deviations of variables including independent variables, control

variablesanddependentvariablesareshowninTable4andTable5.

WhenIcompareIPO firm sampleswiththetotalsample,I

findthatthemeanDA ofIPOfirmsis0.025588whichisbiggerthan

–0.00133forthetotalfirm-yearsamples.Itisexpectedthatearnings

managementinthefirstlistedyearsforIPO firmsisagenerally

higherlevel.Asaresult,Ianalyzethedegreeofimprovementof

auditquality from adoption ofthe mandatory auditordesignation

system,whichwillbedescribedinthefollowinganalyses.

AndIfindthemeanratio(0.634461)ofBIG4forIPOfirmsis

biggerthantheentirefirms(0.551408).Whenenforcingtheauditor

designationonIPOfirms,possibilitiesofhiringBig4auditorsbecome

higherbecause the statutory methods ofauditorengagementare

favorableforthem.
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Tablesoftheabove-mentioned descriptivestatisticsareas

follows:
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Variable N Minimum
First

Quartile
Mean Median

Third

Quartile
Maximum

Standard

Deviation

DA 621 -0.36366 -0.05984 0.025588 0.020001 0.106686 0.388889 0.14643

ABDA 621 0.00105 0.035926 0.113702 0.083824 0.153751 0.455206 0.103416

DESIG 621 0 0 0.449275 0 1 1 0.497821

BIG4 621 0 0 0.634461 1 1 1 0.481969

SIZE 621 22.35468 23.85161 24.52092 24.33366 24.95625 29.84805 0.974122

LEV 621 0.026105 0.218026 0.614671 0.426599 0.777163 10.74015 0.728994

CFO 621 -0.50667 -0.00598 0.098031 0.09293 0.197684 0.611992 0.203688

GROWTH 621 -1.46229 0.007096 0.16432 0.150011 0.306672 1.655737 0.364252

LOSS 621 0 0 0.085346 0 0 1 0.279621

ROA 621 -0.68637 0.059763 0.143619 0.129078 0.216978 0.572871 0.160697

Table4.DescriptiveStatisticsforIPOFirm-yearObservations

Variablesaredefinedasfollows:

DA=discretionaryaccrualsmeasuredbythemodifiedversionofadjustedJonesmodel(Kotharietal.,2005);

ABDA=theabsolutevalueofabovemeasureddiscretionaryaccruals;

DESIG=1ifanauditorofanIPOfirm duringtheresearchperiodsfrom 2002to2010isdesignatedand0otherwise,

whichisdividedintotwogroupsasof2006,followingtherevisionofrelatedregulations;

BIG4=1ifafirm isauditedbytheBig4majoraccountingfirmsand0otherwise;

SIZE=naturallogarithm ofthebookvalueoftotalassets;

LEV=leverageofliabilitiesthatismeasuredbytheratiooftotalliabilitiestototalequities;

CFO=cashflowsfrom operationsscaledbylaggedtotalassets;

GROWTH=growthrateofsales,whichissalesscaledbylaggedsales;
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Variable N Minimum
First

Quartile
Mean Median

Third

Quartile
Maximum

Standard

Deviation

DA 14,599 -0.36366 -0.05795 -0.00133 -0.00069 0.05621 0.388889 0.114399

ABDA 14,599 0.00105 0.025321 0.082444 0.057036 0.107573 0.455206 0.084838

IPO 14,599 0 0 0.042537 0 0 1 0.201818

POST 14,599 0 0 0.550106 1 1 1 0.4975

BIG4 14,599 0 0 0.551408 1 1 1 0.497367

SIZE 14,599 22.23562 24.10429 25.08838 24.88166 25.83525 29.84805 1.476372

LEV 14,599 -1.71782 0.367612 1.168626 0.769183 1.410618 10.74015 1.545675

CFO 14,599 -0.50667 -0.01736 0.056305 0.052593 0.128444 0.611992 0.162079

GROWTH 14,599 -1.46229 -0.04502 0.103785 0.092383 0.253498 1.655737 0.415219

LOSS 14,599 0 0 0.259949 0 1 1 0.438622

ROA 14,599 -0.85117 -0.00805 0.018537 0.042403 0.101052 0.572871 0.201572

LOSS=1ifafirm’snetincomeisnegativeand0otherwise;

ROA=netincomedeflatedbylaggedtotalassets.

Table5.DescriptiveStatisticsforTotalSampleFirm-years

Variablesaredefinedasfollows:

DA=discretionaryaccrualsmeasuredbythemodifiedversionofadjustedJonesmodel(Kotharietal.,2005);

ABDA=theabsolutevalueofabovemeasureddiscretionaryaccruals;

IPO =1ifafirm isnewlylistedonthesecuritiesmarketduringtheresearchperiodsfrom 2002to2010and0

otherwise;
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POST =1ifafirm-yearsamplebelongstotheperiodsfrom 2006to2010whenthemandatoryauditordesignation

system becameeffectiveforIPO firms,and0otherwisewhenthefreeauditengagementsystem wasenforcedon

them;

BIG4=1ifafirm isauditedbytheBig4majoraccountingfirmsand0otherwise;

SIZE=naturallogarithm ofthebookvalueoftotalassets;

LEV=leverageofliabilitiesthatismeasuredbytheratiooftotalliabilitiestototalequities;

CFO=cashflowsfrom operationsscaledbylaggedtotalassets;

GROWTH=growthrateofsales,whichissalesscaledbylaggedsales;

LOSS=1ifafirm’snetincomeisnegativeand0otherwise;

ROA=netincomedeflatedbylaggedtotalassets.
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4.2CorrelationAnalysisofVariables

Iprovide an analysis of the pairwise relations between

variablesselectedasindependent,dependentandcontrolvariablesin

mymodels.

Ifindthattherearesignificantlycorrelationsbetweensome

variables in certain cases. In cases that correlations between

independentvariablesand controlvariables,oramong independent

variables are particularly significant,it is suspected that some

variables seem to have high levelofmulticollinearity.Thus,the

multicollinearity test is needed.According to my analysis,the

maximum value of the Variance Inflation Factors (VIF) from

RegressionModel(2)is5.01546,andthemaximum valueoftheVIF

from Regression Model(3)is 4.71897.Iconsiderthatsignificant

multicollinearityproblemsarenotseriouslyinfluentialinmyresearch

models.ChatterjeeandPrice(1977)arguethatifaregressionmodel

hasindependentorcontrolvariablesamongwhichavalueoftheVIF

is found more than 10,there is high probability ofsignificant

multicollinearityproblems.

ThePearsoncorrelationcoefficientsarereportedinTable6

andTable7asfollows:



-36-

　 ABDA DESIG BIG4 SIZE LEV CFO GROWTH LOSS ROA

ABDA ** *** *** *** ** **1 -0.09947 -0.03079 0.02938 0.18592 -0.20196 0.17201 0.09069 0.09431

DESIG ** ** *** ** ** *** ***-0.09947 1 0.08729 0.25241 -0.08522 0.08732 0.01895 -0.12527 0.11342

BIG4 ** *** *-0.03079 0.08729 1 0.15718 -0.03888 0.03708 0.0421 -0.01946 0.07058

SIZE *** *** ** ** *** *** ***0.02938 0.25241 0.15718 1 0.10255 0.103 0.13807 -0.15448 0.12279

LEV *** ** ** *** ** *** ***0.18592 -0.08522 -0.03888 0.10255 1 -0.33181 0.08714 0.25116 -0.40143

CFO *** ** ** *** *** *** ***-0.20196 0.08732 0.03708 0.103 -0.33181 1 0.30635 -0.33922 0.64345

GROWTH *** *** ** *** *** ***0.17201 0.01895 0.0421 0.13807 0.08714 0.30635 1 -0.29082 0.5074

LOSS ** *** *** *** *** *** ***0.09069 -0.12527 -0.01946 -0.15448 0.25116 -0.33922 -0.29082 1 -0.57917

ROA ** *** * *** *** *** *** ***0.09431 0.11342 0.07058 0.12279 -0.40143 0.64345 0.5074 -0.57917 1

Table6.PearsonCorrelationMatrixforIPOFirm-yearObservations

***,**and*denotethatcorrelationcoefficientsoftwoindicatedpairsofvariablesarestatisticallysignificantatthe
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　 ABDA IPO POST BIG4 SIZE LEV CFO GROWTH LOSS ROA

ABDA *** *** *** *** *** *** *** *** ***

1 0.07766 -0.02652 -0.05574 -0.21906 0.06448 -0.04936 0.12437 0.07592 -0.05028

IPO *** *** *** *** *** *** *** *** ***

0.07766 1 -0.04272 0.0352 -0.08102 -0.07554 0.05426 0.03073 -0.08391 0.1308

POST *** *** ** *** *** *** * *** ***

-0.02652 -0.04272 1 -0.01671 0.17294 -0.05629 -0.04587 -0.01426 0.03621 -0.04456

levelof1%,5% and10%,respectively.

Variablesaredefinedasfollows:

ABDA =theabsolutevalueofdiscretionaryaccrualsmeasuredbythemodifiedversionofadjustedJonesmodel

(Kotharietal.,2005);

DESIG=1ifanauditorofanIPOfirm duringtheresearchperiodsfrom 2002to2010isdesignatedand0otherwise,

whichisdividedintotwogroupsasof2006,followingtherevisionofrelatedregulations;

BIG4=1ifafirm isauditedbytheBig4majoraccountingfirmsand0otherwise;

SIZE=naturallogarithm ofthebookvalueoftotalassets;

LEV=leverageofliabilitiesthatismeasuredbytheratiooftotalliabilitiestototalequities;

CFO=cashflowsfrom operationsscaledbylaggedtotalassets;

GROWTH=growthrateofsales,whichissalesscaledbylaggedsales;

LOSS=1ifafirm’snetincomeisnegativeand0otherwise;

ROA=netincomedeflatedbylaggedtotalassets.

Table7.PearsonCorrelationMatrixforTotalSampleFirm-years
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　 ABDA IPO POST BIG4 SIZE LEV CFO GROWTH LOSS ROA

BIG4 *** *** ** *** *** *** *** ***

-0.05574 0.0352 -0.01671 1 0.29939 -0.00276 0.1121 0.02317 -0.11134 0.14043

SIZE *** *** *** *** *** *** *** *** ***

-0.21906 -0.08102 0.17294 0.29939 1 0.05941 0.04837 -0.0301 -0.17514 0.11358

LEV *** *** *** *** *** *** ***

0.06448 -0.07554 -0.05629 -0.00276 0.05941 1 -0.13674 -0.00088 0.20793 -0.22658

CFO *** *** *** *** *** *** *** *** ***

-0.04936 0.05426 -0.04587 0.1121 0.04837 -0.13674 1 0.24735 -0.41967 0.61922

GROWTH *** *** * *** *** *** *** ***

0.12437 0.03073 -0.01426 0.02317 -0.0301 -0.00088 0.24735 1 -0.25052 0.35678

LOSS *** *** *** *** *** *** *** *** ***

0.07592 -0.08391 0.03621 -0.11134 -0.17514 0.20793 -0.41967 -0.25052 1 -0.68653

ROA
*** *** *** *** *** *** *** *** *** 　

-0.05028 0.1308 -0.04456 0.14043 0.11358 -0.22658 0.61922 0.35678 -0.68653 1

***,**and*denotethatcorrelationcoefficientsoftwoindicatedpairsofvariablesarestatisticallysignificantatthe

levelof1%,5% and10%,respectively.

Variablesaredefinedasfollows:

ABDA =theabsolutevalueofdiscretionaryaccrualsmeasuredbythemodifiedversionofadjustedJonesmodel

(Kotharietal.,2005);

IPO =1ifafirm isnewlylistedonthesecuritiesmarketduringtheresearchperiodsfrom 2002to2010and0

otherwise;

POST =1ifafirm-yearsamplebelongstotheperiodsfrom 2006to2010whenthemandatoryauditordesignation
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system becameeffectiveforIPO firms,and0otherwisewhenthefreeauditengagementsystem wasenforcedon

them;

BIG4=1ifafirm isauditedbytheBig4majoraccountingfirmsand0otherwise;

SIZE=naturallogarithm ofthebookvalueoftotalassets;

LEV=leverageofliabilitiesthatismeasuredbytheratiooftotalliabilitiestototalequities;

CFO=cashflowsfrom operationsscaledbylaggedtotalassets;

GROWTH=growthrateofsales,whichissalesscaledbylaggedsales;

LOSS=1ifafirm’snetincomeisnegativeand0otherwise;

ROA=netincomedeflatedbylaggedtotalassets.
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DESIG N AverageABDA Std.Dev.

0 342 0.123 0.1122

1 279 0.1023 0.0904
Diff. 　 0.0207 0.103

T-value 　 2.54**(p=0.0113)　

4.3UnivariateAnalysis

Fortheunivariateanalysis,IdividethefullIPO observations

into2groups.ThecriterionofclassificationiswhethertheDESIG

variabletakes0or1.IPOfirmsnewlylistedonthesecuritiesmarket

from 2002to2005(whereDESIG is0),whenthemandatoryauditor

designationsystem forIPO firmswasnotimplemented,amountto

342firms,whiletheothersfrom 2006to2010(whereDESIG is1),

when revised regulations on the mandatory auditor designation

system wereenforced,amountto279firms.

I compare the average absolute values of discretionary

accrualsincasethatDESIG is1,tothatwhereDESIG is0.The

differencebetweentwogroupsis0.0207,whichissignificantatthe

levelof5%.TheaverageABDA forIPO firmswhoseDESIG is0

surpassesmeaningfullythatforIPO firmswhoseDESIG is1.This

meansthatauditqualityforIPOfirmsauditedbydesignatedauditors

ishigherthantheothers.

The result from univariate analysis of IPO firms is

representedinTable8asfollows:

Table8.T-testforIPOFirms
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***,**and*denotestatisticalsignificanceatthelevelsof1%,5% and

10%,respectively.

Variablesaredefinedasfollows:

ABDA = the absolute value ofdiscretionary accruals measured by the

modifiedversionofadjustedJonesmodel(Kotharietal.,2005).

4.4MultivariateAnalysis

TheresultsofmultivariateanalysisusingRegressionModel

(2)andRegressionModel(3)areprovidedinTable9andTable10.

SamplesforModel(2)areaimedatIPO firmsduringtheresearch

periodsfrom 2002to2010.Ontheotherhand,Model(3)targetstotal

listedfirm samplesasthismodelisusedtodistinguishthedegreeof

auditquality improvementforIPO firms from thatforthe total

sample.

Ifind thatthe coefficientofDESIG is –0.047 with the

t-valueof–2.86,whichmeansDESIG isnegativelyassociatedwith

absolutevaluesofdiscretionaryaccrualswithsignificanceofthe1%

level.Inotherwords,themandatoryauditordesignationsystem for

IPOfirmsishighlyassociatedwithimprovementofauditquality.

IalsofindthatBIG4andSIZEhavenosignificanteffectson

absolutevaluesofdiscretionaryaccrualsintheobservedIPO firms.

AlthoughthecoefficientofBIG4isbelow zero,itisespeciallyworthy

ofnoticethatsignificantlyactualrelationshipbetweenBIG4andaudit

qualityisnotfoundinKorea.Also,Icannotfindthatrelationship

between the two in Regression Model(3),which willappear

hereafter.
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Variable
Coefficient

Estimate

Standard

Error
T-value Pr>|t|

INTERCEPT -0.09907 0.11536 -0.86 0.3908

DESIG -0.047
***

0.01643 -2.86 0.0044

BIG4 -0.00864 0.00814 -1.06 0.2888

SIZE 0.00581 0.00441 1.32 0.1881

LEV 0.02435
***

0.00624 3.9 0.0001

CFO -0.22974
***

0.02467 -9.31 <.0001

GROWTH 0.0233
*

0.01297 1.8 0.0729

LOSS 0.07378
***

0.01685 4.38 <.0001

ROA 0.33059*** 0.04159 7.95 <.0001

Year

dummies
Included

Industry

dummies
Included

Observations 621

FValue 5.03*** Pr>F <.0001

R-Square 0.2826 Adj.R-Sq. 0.2265

Othercoefficientsofcontrolvariablesandtheirt-valuesare

shown as expected.In case ofLOSS,itis suggested thatthe

tendency ofIPO firms thatreportlosses is using discretionary

accrualsmore,accordingtothisanalysis.

Table9.MultivariateRegressionAnalysisforIPOFirms

***,** and * denote that an indicated coefficient of variables are

statisticallysignificantatthelevelsof1%,5% and10%,respectively.

Variablesaredefinedasfollows:

DESIG =1ifanauditorofanIPO firm duringtheresearchperiodsfrom

2002to2010isdesignated and 0otherwise,which isdivided intotwo

groupsasof2006,followingtherevisionofrelatedregulations;

BIG4=1ifafirm isauditedbytheBig4majoraccountingfirmsand0

otherwise;

SIZE=naturallogarithm ofthebookvalueoftotalassets;

LEV =leverageofliabilitiesthatismeasuredbytheratiooftotalliabilities
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tototalequities;

CFO=cashflowsfrom operationsscaledbylaggedtotalassets;

GROWTH=growthrateofsales,whichissalesscaledbylaggedsales;

LOSS=1ifafirm’snetincomeisnegativeand0otherwise;

ROA=netincomedeflatedbylaggedtotalassets.

In analysis of Regression Model (3),the coefficient of

IPO×POST represents the degree of incremental audit quality

improvementforIPO firmscomparedwiththetotalsample.Before

checkingthatvariable,itisneededtolookintovariablesofIPO and

POST.ThecoefficientofIPO is0.0309061andthet-valueis5.26,

which means significantly negative association with auditquality,

equaltotheargumentsofFriedlan (1994)andTeoh etal.(1994,

1998).They show thatearningsmanagementofIPO firmshasa

tendencyofoccurringmoreaggressivelyandmorefrequently.Incase

ofPOST,thecoefficientis–0.017921whichissignificantatthe1%

level.Thus,itisassumedthatoverallauditqualityimprovesalong

withthequalityoffinancialreportingincourseoftime,duetothe

reform ofvariousaccountingsystems.

IPO×POST presents a coefficient of –0.014497 which is

staticallysignificantatthe10% level.Itsuggeststhatthedegreesof

auditqualityimprovementforIPO firmsaresignificantlyhigherand

greater,comparedtooveralllistedcompanies.

When looking intoBIG4,ithasnosignificancewith audit

qualityalthoughitscoefficienthasnegativevalue,whichissameas

theresultofRegressionModel(2).Unlikeprecedentliteraturesinthe

UnitedStates,whichfindsanegativerelationshipbetweenthesizeof
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Variable
Coefficient

Estimate

Standard

Error
T-value Pr>|t|

INTERCEPT 0.2866051
***

0.01684876 17.01 <.0001
IPO 0.0309061*** 0.00587903 5.26 <.0001

POST -0.017921*** 0.0026434 -6.78 <.0001

IPO×POST -0.014497* 0.00796 -1.82 0.0687

BIG4
-0.000328 0.00175188 -0.19 0.8513

anauditoranddiscretionaryaccruals(Beckeretal.,1998;Franciset

al., 1999), prior researches targeting Korean firms provide

controversialconclusionswhetherauditsbybigaccountingfirmsin

Korearesultindecreasing discretionary accruals.According tothe

analysis in this paper,there is no evidence of a significant

relationship between thesizeofan accounting firm and absolute

valuesofdiscretionaryaccrualsofitsclients,whichissimilartothe

resultofParkandLee(2003)andChoi(2005).Itisconsideredthat

disparities in the business environments and accounting systems

bringaboutthedifferencesbetweendiscretionaryaccrualsinrespect

ofthesizeofanauditorintheUnitedStatesandthoseinKorea.

In thecaseofSIZE,LEV,CFO andGROWTH,estimated

coefficientsofthesevariablescomeupasexpected,followingprior

studies.ButIcannotfindmeaningfuloutcomesregardingLOSSand

ROAinthisanalysis.

ThedetailedresultofMultivariateRegressionModel(3)isas

follows:

Table 10. Multivariate Regression Analysis for Total Sample

Firm-years
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Variable
Coefficient

Estimate

Standard

Error
T-value Pr>|t|

SIZE
-0.00875*** 0.00066944 -13.07 <.0001

LEV
0.0031591*** 0.00059948 5.27 <.0001

CFO
-0.025873** 0.01313041 -1.97 0.0489

GROWTH
0.0283283*** 0.00234579 12.08 <.0001

LOSS
0.0024336 0.00253805 0.96 0.3378

ROA
-0.009551 0.0105657 -0.9 0.3661

Year

dummies
Included

Industry

dummies
Included

Observations 14,599
　 　 　 　

FValue 27.65
***

Pr>F <.0001

R-Square 0.1208 No.ofClusters 1,878
***,** and * denote that an indicated coefficient of variables are

statisticallysignificantatthelevelsof1%,5% and10%,respectively.

Variablesaredefinedasfollows:

IPO = 1ifafirm isnewly listed on thesecuritiesmarketduring the

researchperiodsfrom 2002to2010and0otherwise;

POST =1ifafirm-yearsamplebelongstotheperiodsfrom 2006to2010

whenthemandatoryauditordesignationsystem becameeffectiveforIPO

firms,and0otherwisewhenthefreeauditengagementsystem wasenforced

onthem;

IPO×POST=1ifbothvariablesofIPOandPOSTare1and0otherwise;

BIG4=1ifafirm isauditedbytheBig4majoraccountingfirmsand0

otherwise;

SIZE=naturallogarithm ofthebookvalueoftotalassets;

LEV =leverageofliabilitiesthatismeasuredbytheratiooftotalliabilities

tototalequities;

CFO=cashflowsfrom operationsscaledbylaggedtotalassets;

GROWTH=growthrateofsales,whichissalesscaledbylaggedsales;

LOSS=1ifafirm’snetincomeisnegativeand0otherwise;

ROA=netincomedeflatedbylaggedtotalassets.

When summarizing those findings in this paper, it is

suggested thatthe mandatory auditor designation system has a
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positiverelationshipwithauditquality.A designatedauditorprovides

high quality ofauditservices in case ofIPO firms atthe 1%

significancelevel.Furthermore,theabove-statedfindingisstillvalid

forthetotalfirm-yearsamplesdespitethelowersignificanceof10%.

Thisgivesmoreconfidenceaboutthemandatoryauditordesignation

system thatwillcontributeto a significantimprovementofaudit

quality.In thissense,independenceofauditorsmay play amore

importantrole in the improvementofauditquality,even though

auditorcompetencehasacrucialinfluenceaswell.
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5.Conclusion

Ianalyze the relationship between the mandatory auditor

designationsystem andauditquality,particularlyaimedatIPO firms

from 2002to2010.Auditqualityismeasuredbytheabsolutevalue

ofperformance-matcheddiscretionaryaccruals(Kotharietal.,2005).

From 621 IPO firm samples,Ifind thatthe mandatory auditor

designation system has a negative association with discretionary

accrualsatthe1% levelofsignificance.Thisfindingisconsistent

withmyhypothesisofthemandatoryauditordesignationsystem that

hasbeenenforcedonfirmslistedonthesecuritiesmarketsince2006.

Furthermore, I strengthen my hypothesis by the entire

firm-yearsanalysis.Ifind theincrementaleffectofauditquality

improvementfocusingontheIPO firmsthathavebeenlistedsince

2006,whencomparedwiththetotalfirm-yearsamplesamountingto

14,599.Althoughthesignificancelevelisloweredto10%,thisfinding

givesamoremeaningfulinsightinregardtotheliteratureonaudit

quality.This result is interpreted as a suggestion thatauditor

independenceplaysanimportantroleinimprovingauditquality.

However,thisstudyhasseverallimitationsaswell.Firstof

all,IdividetheIPOsamplesintotwogroupsasof2006.Theremay

beotherfactorstodetermineauditqualityotherthanthereform of

regulationsonauditorengagement.Thisisobviousinthewaythat

the adjusted R-squared value is under30% forboth regression

modelsfrom hypothesesofthispaper.Thesemodelsneed to be
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improvedforabetterexplanationpower.

Second,Iusetheabsolutevalueofdiscretionaryaccrualsasa

proxyofauditquality.WhenIusetheoriginalvalueofdiscretionary

accruals,I do not find a significant relationship between the

mandatoryauditordesignationsystem anddiscretionaryaccruals.This

consequencemaybeduetonegativevaluesofdiscretionaryaccruals

inthewaythatnegativevaluesimpactonthestatisticalanalysis.

Plenty offirm-yearsampleswith negativevaluesarethoughtto

contribute the dilution ofmeaningfulresults,as negative values

reducethestatisticaleffects from positivevaluesofdiscretionary

accruals.

Inthispaper,Iusetheabsolutevaluesforitisthesizeof

discretionaryaccrualsthatmatters.Itisdifficulttosaythataudit

qualityregardingfirmswiththelargenegativevaluesofdiscretionary

accruals is desirable.Thatcan be interpreted as auditorsfailto

controlearningsmanagementoffirmsin caseoftheincreasein

absolute degrees ofdiscretionary accruals,regardless ofpositive

numbersornegativenumbers.Nevertheless,itisunavoidabletosay

thatexplanatorypowersofthisstudyarerestrictedbythefactthatI

cannotfindasignificantrelationshipbetweenindependentvariables

andoriginalvaluesofdiscretionaryaccruals.

Third, the appropriacy of using proxies related to

discretionary accruals is not guaranteed in allcases.Balland

Shivakumar(2008)bringdiscretionaryaccrualsintoquestionasthey

arguethatestimatesofdiscretionaryaccrualsarebiasedupwardin
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various related studies on earnings managementin many cases

including IPO.Itispossibletousevariousalternativeproxiesof

auditqualitytostrengthentherobustnessofregressionmodelsthatI

provide.

Inconclusion,itisbelievedthatthispaperprovidesseveral

contributionsasfollows:First,thisresearchcontributestoincrease

theaccuracytoproveeffectsofthemandatoryauditordesignation

system onauditqualitybydistinguishingIPO firmssince2006from

totalfirm-yearsamples.

Second,thisstudyprovidestheupdatedresultsregardingthe

relationshipsbetweenauditengagementsystemsandauditqualityby

analyzing recentfirm-yeardata.This research contributes to the

literatureonsearchingarelationshipbetweentheauditorengagement

system andauditquality throughthoserecentdata,astherecent

reform ofregulations on auditsprovides optimalopportunities for

researchesonauditquality.

Lastly,this study is expected to contribute to regulators

involvedinaccountingpracticesfortheirdecisionmakingwhenthey

makeorrevisevariouslawsorpracticesrelatedtotheappointment

ofauditors.

Empiricalresultsfrom thisstudy reconfirm thesuggestions

thatmajority ofprecedentstudies provide.Ifind thatgiving a

guaranteeofauditors’independencehelpsimproveauditquality.Of

course,itiscapturedthatoveralldegreesofauditqualityhavebeen

improvedwiththecourseoftime.Thisshowsafactthatreformsof
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various accounting systems other than the mandatory auditor

designation system forIPO firmsalso contributeto auditquality

improvements.Nevertheless,Isuggestthatthe mandatory auditor

designationsystem provideshigherdegreesofimprovementsfrom the

findingsofthisstudy.Thefindingsofthisstudyproposethatthere

areconsiderable needsto considerwhetherthissystem isto be

expanded to the other cases,in which the mandatory auditor

designationsystem isnotappliedatpresent.
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요약(국문초록)

본 연구의 목적은 신규상장기업을 대상으로 감사인지정제도가 감사품

질에 미치는 영향을 실증하는데 있다.감사인지정제도는 2006년 이후 신

규상장하는 기업에 대해 의무화되었다.이에 해당 연도를 기준으로 신규

상장기업들의 감사품질의 변화를 연구하였다.감사품질은 Kotharietal.

(2005)이 제시한 수정된 Jones모형에서 기업성과를 통제한 모형을 통해

산출한 재량적 발생액의 절대값을 통해 측정하였다.

이를 위해 2002년부터 2010년까지 한국거래소에 상장되어 있는 기업

(14,599개 표본 기업-연도)및 연구대상기간에 기업공개가 이루어진 621

개 표본 기업을 대상으로 일변량 및 다변량 분석을 진행하였다.

우선 신규상장기업 표본에 대한 분석 결과,기업공개 시 감사인지정이

이루어진 기업이 그렇지 않은 기업에 비해서 유의적으로 낮은 재량적 발

생액을 보였다.이는 감사인지정제도가 감사품질에 긍정적인 영향을 미

치고 있는 것으로 해석할 수 있다.

한편,전체 표본을 대상으로 한 결과,감사인지정 관련 제도가 정비된

2006년을 기준으로 재량적 발생액이 유의적으로 감소하였음이 확인되었

다.이는 시간 경과에 따라 회계제도의 정비 등이 이루어지면서 기업들

의 전반적인 감사품질이 개선된 것으로 볼 수 있다.

여기에 연구대상기간 동안 기업공개가 이루어진 기업들에 있어서 유의

적인 수준에서 추가적인 재량적 발생액의 감소효과가 있음을 확인하였

다.이는 전반적인 감사품질의 개선되는 수준에 비해서 상장예정기업의

감사품질 개선효과가 더 크다는 사실을 의미한다.

이상을 종합하면 본 연구를 통해 감사인지정제도가 감사품질개선에 긍

정적인 영향을 미치고 있다는 사실에 대해 보다 높은 수준의 확신을 부

여할 수 있다.
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본 연구의 공헌점은 다음과 같다.

첫째,상장예정기업에 대한 감사인지정제도가 본격적으로 시행된 2006

년 이후의 자료를 통하여 전체 표본 기업 대비 신규상장기업에 대한 감

사품질 개선효과를 보다 정밀하게 담아내었다.

둘째,최근의 상장기업 자료를 이용하여 감사인지정제도가 감사품질에

미치는 영향을 분석하였다.보다 최근 자료의 분석을 통해 관련 연구 진

척에 도움이 될 수 있다.

마지막으로,본 연구가 규제기관 담당자들이 향후 감사인 선임과 관련

된 여러 제도를 개선하는데 일정 수준 기여할 수 있을 것으로 판단된다.

주요어 :기업공개,감사인지정제도,자유수임제도,감사품질,재량적 발

생액,이익조정

학 번 :2005-23299
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