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Bigd ZAIEEe| F42 2 w29 7|gd HE=He=P

(B 771884

Hr N B e #EH Hagk Ak
DACC 11,533 -0.012 -0.006 0.185 -2.685 2.344
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golej - Mol - HEZ

(Z 8) BFEM0 ABEE #E2 HojE Jua|(2a4=11.533)

DACC Bigd LASS LEV OCF ROA ABSTAC
0.004
Bied (0.685)
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©0.000) | (0.00) | 027D | (0.000
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ABSTAC 1 00000 | (02260 | 00000 | 0.0000 | (0.0000 | (0.000)
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Bigd UAIEHY| 2442 2E F29 Jigd HEsE=r1?

B

(F 9) 7|ty ZAlIZH X2l (DACC) Atolof| kst HE
A4k
AR ' '
A -0.016 0.001 -0.010 -0.009 -0.022 -0.012
Bigd | EZua 0.233 0.146 0.148 0.117 0.114 0.182
B 2578 1138 1787 399 688 6,590
e -0.027 0.003 -0.007 0.021 0.007 -0.013
L(I);j EZu% 0.212 0.156 0.122 0.133 0.128 0.177
B 1103 502 565 89 97 2,356
B2 -0.034 0.006 0.006 -0.019
];::1:;1 g2a4 | 0.229 0.179 0.140 - - 0.207
B 1294 448 344 2,086
A7 0.003 0.007
2 | Ezwa | 0.164 s : : o 0.164
s 420 420
ANOVA Test F-& | 3.76* 0.16 2.04 4.63" 5.30°* 2.48°
Tukey's mutiple | Local-Small ) ) Bigh vs. Bigh vs. | Lotal-Small
comparison vs. ARt Local-Big | Local-Big | vs. ZAht
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olic} 2 0.177¢]8, AT 0.1642 vebdsiuch oet, Local-
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ol - goel - Yo

(¥ 10) 37124245} : 'BIG4 vs. 'Non-BIG4'(Local-Big & Local-Small & ZtAIH

DACC: = ap + aiBIG4y + a2LASS: + asLEV: + a4OCF: + asROA; + asABSTAC: + as;LOSS, + &

e \Eﬁé E e ‘BIG4" vs 'Non-BIG4'(Local-Big & Local-Small & 7Hh)
4 ¥ ? -0.082 (-6.28)***
BIG4 = -0.001 (-0.55)
LASS ? 0.006 (8.82)***
LEV + 0.001 (0.09)

OCF - -0.694 (-121.15)***
ROA + 0.674 (108.53)***
ABSTAC - -0.259 (-43.31)***
LOSS = -0.017 (-5.92)***
Adj. R® 62.77%
F-at 2778.24***
Al VIF# 2.01
EEs 11,533

F) /e A 10%, 5% R 1% 73 f@E dehd (F53F).

F2) 28d xgd Hgd g Ao e 2o
DACC: % Jones2%l o3 A 249
BIG4: A=A F3AMA(BIG4)oH 1, 137 ¢edl 0
LASS: Fakbel Advisg
LEV: §/FAbd
OCF: 94¥d3s8/4ds 3244
ROA: wo]d/xd% Fa4t
ABSTAC: F4hole] Adgl/Ads Fap4h
LOSS: 7licddeld 1, 284 %2¥ 0
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g ole b AYPETFEAY AIE ojus
3t} ZMAHEAS 19E W 2 A7t YeAE &
dst7] AsMeltt. &, AFH BAYo] Bigd%
Non-Bigd2 7% 2RI ¥l mtA zlo]
7t deAE AFE Z2F Bigdd dAATI &
()9 &g ZAT 2 A4 /8L U
olglg Ade 71E APAFE F9 Bigdd #
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Bigd UAEXY 2442 RE 729 (o] HESEII?

(B 11) 81 78AZD} 'BIG4 vs ‘Local-Big' vs ‘Local-Small’ vs ‘ZtARF

DACG; = ap + aillB + aslS + aslG + asLASS; + asLEV: + asOCF: + a7ROA: + asABSTAG + aLOSS: + &

%;\E%} dEHE ‘BIG4’ vs ‘Local-Big vs ‘Local-Small vs ZHARY
49 ? -0.087 (-6.38)***
LB + 0.002 (0.55)

LS + -0.003 (-1.04)
1G + 0.020 (3.70)***
LASS ? 0.007 (9.06)***
LEV B -0.001 (-0.11)
OCF - -0.694 (-121.22)***
ROA + 0.674 (108.59)***
ABSTAC = -0.2569 (-43.23)***
LOSS - -0.017 (-5.73)***
Adj. R® 62.81%
F-a 2165.38"**"
Y VIFg 2.01
REF 11533

F1) /e A% 10%. 5% R 1% FEAA FAdEE G (¥522)

72) 28] TFE Wy diF 452 oo 2o
DACC: % Jones2#8dl o3 %4 T4

LB: Fui# s A% ole|® (Local-Big)el® 1, 234 &
LS: FUA8EA M (Local-Small)el®d 1, 284 g2

1G: Ak Sold 1, 18] ged 0
LASS: Fabitel Addi4=3t

LEV: /%2

OCF: 9483 58/Adx a4

ROA: wold/Adx Fapt

ABSTAC: Fugdlel dogh/Ads Fap4t
LOSS: @71&s&4olw 1, a2%A %29 0
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F3) A VIFge 498489 VIFE 7 22 £3 8 Jehid

& HATAZ I (7M.

AFH 2AA(DACC)S FEUTE 3o 34
A 23 Z2AE (169 EAATE 0.0202
2 1%5TAA Felstdd. olg 22 3A4 2
ghe ZARIZZ ] dAol g TR} o] 2AQ A

sl m3sd M1E 20094 29

el B SAMAA viste] AZA7Ide] A FA
Yo 2T R0 doe 7H1E A
Ak, o]FA Fahite] A AAERC] A
02 VA deid 99 d77HdN dHaaRk
o] Zhite By FHAMAAE € FAkrddol
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(B 12) AAraY 3|2y Zot

DACC: = ap + aillB + aLS + alG + asLASS: + asLEVi + as0CF: + asROA: + asABSTAC, + alOSS + &

| = o] Al o] Al o] Al
e N :& 5004 A 1?33;; L!i ;ggg: ut: S'qi)ilﬂ] & 12 1%
34 -0.494(-9.42)*** | -0.075(-043) | -0.074(-1.16) | -0.719(-2.02)** | 0.318(3.62)**
LB + | -0.009(-2.01)** |  0.006(1.27) 0.002(-0.52) | 0.015(1.78)* | 0.018(1.87)*
LS + |-0.011(-2.49)** | 0.005(1.01) -0.005(-1.20) - -
IG + | 0.017(2.48)* - - - -
LASS | 2 | 0.032(10.30*** | 0.004(0.41) 0.005(1.44) 0.035(2.00)** | -0.018(-4.41)***
LEV + 0.001(0.46) | 0.056(6.66)°** | 0.013(2.18)** | 0.044(2.39)** | 0.075(3.68)"**
OCF - |-0.727(-90.27)*** | -0.716(-55.76)*** | -0.929(-73.92)*** | -0.895(-24.71)*** | -0.444(-16.29)***
ROA + | 0.666(81.0M*** | 0.904(50.88)*** | 0.952(62.83)*** | 1.019(18.27)*** | 0.876(17.81)***
ABSTAC | - |-0.333(-40.05)***|-0.274(-19.81)*** | -0.053(-3.44)*** | -0.075(-1.51) | 0.158(5.38)"**
LOSS | - |-0.020-4.09** | 0.013(229° | -0.004(-0.92) 0.006(0.56) ~0.005(-0.48)
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Does Qutstanding Audit Quality of Big 4 Audit Firms
Apply to Corporations at All Sizes?

In Tae Hwang® - Sun Min Kang** - Do Jin Jung***

Abstract

In general, audit firm size has widely been used as a substitute measure for audit quality.
A number of studies have been conducted to evaluate if such measure were appropriately
reflected upon the true face of audit quality. According to precedent studies on audit quality
of other countries, those scholars assert that highly reputable and large scale audit
corporations like Big 4 provide their clients with a higher-quality audit than other smaller
audit firms. Unlike those foreign countries, outstanding audit quality of Big 4 in Korea has
not consistently been exhibited according to prior studies on the differences in audit quality
with respect to the size of audit corporations. The aim of this study is to display that Big 4
audit firms do not provide corporations at all sizes with higher audit quality than other
auditors. Instead, we will positively analyze how audit firm size with high audit quality
changes directly proportional to the size of audited corporations.

There have been many direct or indirect studies on the relationship between an auditor’s
reputation or size and the audit quality, but they have not yielded any satisfactory results.
That is, most studies from other countries including the US have exhibited that audit
quality of Big 4 was significantly higher than the others. Such differences in audit quality,
however, have been not only inconsistent, but also negligible sometimes according to the
domestic research.

In most precedent studies on audit quality, researchers dichotomized audit corporations as
Big 4 in cooperation with internationally reputable audit firms and non-Big 4, and conducted
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their analysis to prove their hypothesis that audit quality of large audit firms was consistently
better than that of non-Big 4 regardless of the size of audited corporations. However, the
above research method took the prior studies of other countries for granted without
considering the reality of audit market in Korea. For this constraint in the research method,
differences in audit quality among audit firms were not fairly determined. In Korea, the
government has given various benefits to large audit firms by enacting laws and regulations
to cultivate them. On the other hand, other audit firms without receiving such benefits have
provided with their unique service, that's not possessed by the large corporations, in
specialized audit service market and satisfied the market demand for their pursuit of
survival and development.

In Korea, the size of audited corporations has been constrained by an auditor’s size and
structure. Various sizes of companies exist even among the listed corporations, the users of
audit service. For instance, 46.78% of those companies have the total asset of less than 50
billion won. Thus, various audit organizations have provided their clients with their specialized
service. Moreover, it is thought to be an extremely strong assumption to classify the audit
corporations into Big 4 and non-Big 4 and assert that audit quality of the former was
proven to be higher than that of the latter for corporations at all levels without considering
such aforementioned heterogeneous audit service market.

Therefore, this research is to find reasons why the audit quality of large audit firms in
cooperation with internationally reputable audit corporations is not proven to be consistent.
Moreover, we will attempt to figure out if audit quality is affected by the correlation
between an audit firm as the auditor in the audit service market and an audited corporation
as a user. Upon specifically categorizing the audit corporations into Big 4. Local Big, Local
Small and audit team and dividing corporations into five categories based on their total
asset, we examined if selective audit quality according to audit firm size changed depending
on the size of an audited corporation. In other words, the aim of this paper is to positively
analyze that audit firm size should change directly proportional to the size of an audited
corporation to offer the most optimal service. In order to investigate this matter, we
performed analysis using discretionary accruals. We utilized discretionary accruals as the
measure to indicate audit quality in this research to examine if such quality improved with
respect to the increase in audit firm size.

We yielded results that corresponded to our hypothesis. First, audit team's audit quality is
low for corporations at all levels since discretionary accruals of the audited corporations
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were significantly greater than other audit corporations. Second, client corporations in the
small and medium enterprises market with the asset of 50 billion won or less of Local Big
and Local Small generate significantly less discretionary accruals than those of Big 4. Thus,
Local Big and Local Small provide the clients in this category with higher quality audit than
Big 4. Third, audit quality of Big 4 is significantly higher than other audit corporations for
those corporations with the total asset of 500 billion to 1 trillion won and large corporations
with more than 1 trillion won in the total asset.

Therefore, the result of this research implies that the most optimal audit firm changes
based on the size of audited corporations. Moreover, such result may explain why the precedent
studies could not yield consistent results while dichotomizing the audited corporations into
Big 4 and non-Big 4 at the same time. Namely, the reason for insignificant or contradicting
results from those studies is that the dichotomized classification did not reflect on the reality
of our audit service market well. In addition, they did not consider how those corporations
as the users of audit service might have influenced the audit quality.

Key words: the size of audited corporations, audit firm size. audit quality, Big 4. discretionary
accruals
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