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DeAngel(1981)7} ZAHEA S ZHA1lo] A
A3|Ate) ARA oM FHol 0fE BAF 7}
AT Y FAU 2fiE Hi¥ 74
ARYER o ojF2 MIFH dF B2
A7 Aol gt AAEAH ddd AFE
A AERE %A 33E AU AER
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ANEY EL WAL FA8] A8 o B4Ed
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AReM A E L FASH AT HAge] do
279 ¥, MEAS 7] A7 A
FEZAL old F 9. B2 T AARMNE
AL JAZANEAAA 2AE AR ol575F 7]
3y E&3Ale] A O JBRE FE&n
A9 JAAES B AA3A HARIF F&
3AL ZAARgle] ME FRetEAM ZARITE T8E
o w24 88 4 Aot oA L HZM} dFIL
A4 Ao| (knowledge spillover)E F& #Al
#44< A2(Simunic, 1984: Palmrose, 1986)
st 2% mpazA o,

AAATAE ZAN AR A4 Aol B3t
FY AAlo] AAZALe F53AE BT A
A% Bk £48A o]Fojd & do. HEF o
A3ALe E43)A1] Aol t2dete, F4¢
ZARI (B AMA L uigheletd d2LF9] =%
2 QA AA 2o WHEAQA YArrFo] g
A E ol fste AFutde v4E Aoz Jd
g+ Ut =g §Y HARIES FEE AL
s Y573 2 HEHAH review process)E
A4e7] W2 ZAERAS YBTE OB ¥
AN7EE =85 eaRRle] £3E A4EY o
S 98 Aot gebyq E AFdHE B
o JEAcel #HAS oIy T AFMIS

ARsad

M 10 BRI G2} §44E 92
AEAo| ¥ Aol

B d7oN BAsm Q dAATAEE 92
s|Atsl A ££3AE BT oSS s
o AAA AA2 FAsE B, o2 A
E21eh RS AAA AL, ABAR T YA
42 AAse, 323 FARAY BIA7} Qe
AL oldd BUXNE sastn, 24AT
AFEE 53 2S 228 TANGES A7)
AA) FFN geshe 59 Ay} s49g, o
M E&34 47 Be4E dARge ¥g
2284 4 9o (Simunic, 1980), AZAZARE
&9 2 gAY F2, 2 o]dg Az
A% 2gshe AR 2 AR Fb 245 2
e AgE £ ok 7|4 AAMRIT &
Ae sdes 9449 4 99 Habib et
al.(1997)°] AAsIa%o| st JUHEL

Fate A4S0l FuulgRo] TAT 4 gled, ol
Ag AR AL o4t AARE oS 27
& 4 Ak 7188 4 + Q) WEold. 59
AAE - £24(2008)C NLATARY AS &
s AEde] 242 AFH 240l
Zolste @A wAo 2N, EXRAA Y A
7t R4S AGAe old2A 9l Z7hd
2 B3 oA ApAse fAH, A

4) $eldaeliE 5aARIe] SAZAIZAUSAN Fad "HAIRA 7R 3-780: AAATAR ¥ AFAW(AB 2005
d 129 229 743 20069 99 8%)"Y) Aol wet ARATAT P HARIFE FAHEF dhn ok F ARA (B
6) ARZAAYY $Y N E ZHAkRle] HuhAgEE Ak faM Bl Ex d@tel FAFENAE n2EtES 27
a3 glov) "(BH8) AFATAR YFAAME FAAQ AAE AN Aok ol AR AAF FHL F513} $520)

AxetEg
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9 ExA4o| 7185% AAAAER] S R
olgte 7MdE AFE] S5t dZAA A 23
o] sl F&£3Ake F(SUBSIDIARY)% 9723
AR WEAYY FR(TRANSE AR - A7
TR(ARAP)E A9¥iyz ALgsiaid. 42744
A7 B4 Jehlle A8 =3 927D
Aol 28 2 FA AH FEAd. $534
e Ad2aE Hald Agstgoen” WRAY
o FE(TRANS)E QZA3|AIL wjE&AN, iUA
#, ZIgsdAd 2 Zlep AN E BT 3 F
A AZFvEd02 Yoo, A - AT
TR(ARAP)E QAR AW 2 AFs §F
9L dAFAI0R Yol SA5AY. A2l
A F&304H] xAE solu delkdt 3AAE
Ui YREAAEE 295tn e FHIME
£ sked o gel dg Ut B F5
AR WEARY FR7F 37 o] Z2F 9] 754
o] goBZ(FAAF - 82 2008), ZAIY ¢
7t g 5349 2 4 Ao

5) FA3jAle] ezt B3 HE A12<3 A28 13dME ARME diate] oid FalAke ARG RelA Aldses FRsn
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— FAL HF
ezl =
Al b gz — DETRNES
(7Hd1) ]
— o] A
d99% | || anensa
aggnge |~ P [
ZAF 3B AL 44
P ohn ||t |
WAy Fe
(28 1) 7KEEsE
4.2 Mg g FANTEE dd A 945 (BIGY), A=

Yubd o2 AAATATY WP P 943
A AEATA Fo| the ZAHERL FRE Fol
AAzAAge dF F71H AERE £9
o024 o)A} wehy AZ3|Ale NEA A
Eo) Uig 2AEAD AZATA RS FAEA A}
olo] £ #AXo] g 4 Urt? mey A2
Aol AEAFARANN ZAT AEIAY Aoz
A AR LY (ADJIDA)E AN BA 4
EA¥s2 TFA7o2A oF BAE FAs
E{it}_ﬂ

£ AYATEN o] 8 AFH BAYoz
249 AAERY 9%E v)d Zez dudge
FEL AR BANSE ASSGY. & 43

FEAN(TA-), 719TR(SIZE), FWE299%E
(GRW), FA4u1&(LEV), 9EFEE(CFO), T4
A E(ROA), ARE B71EEA 9AR(LOSS-1).
AF8e) AR(ISSUE) % <5A1%-&(FOREIGNER)
o}, :

Big 42tz %2 o8 ZARI(BIGHS A
ZARRle] g ZAtER] 22 Aoz ofFHER
23 ¥#FstAcH(Becker et al., 1998). =
o] Wi+ AZ3jAle ZAIC] Big 47411 F9
shel® 1, ofy®d 0% ojikigeltt. AAE F
S (TA)S 2719 olgz=3 F#H7E 3719
vk (reversal) H& &35 SAIs] Slatd AHg3t
gtk (Ashbaugh et al., 2003). 71472 (SIZE)
£ A% 249 ()9 FA7} ooz (Becker

6) 2EUES0] BAIE 2007 AT AAIA ZAE DA $Ad| wed AANTARE FAP 773 71 F 160740 7l
W7ol AT} dAzAbe) o] YRE o, o F ThrlAke EztAlel AABA} RS HAAS W Ao eyt

T ADJIDA &= t4E 719 19 AnzA Az ooz MdATaEe] £2F oldsl] FHE JonesBH o2 FHE A2
Mol S Kasznik(1999)7F MA@ 28e) et ARr)ze 2 238Ach £ ADJIDAE 923419 ATz YE 23E
3o}, o]el] W] £ @) 3AXeM FHWSE AHLEE AD/DAE A3 AAAFAREEE 2PE AFH 29

olct.
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ZZUARE A ZE20lo) et dF

et al., 1998) EAl¥sd] zasiglth. FujEd
ARE(GRWE 7199 ARAol %245 729
Aol olejzAoe] Atkm Bmg APATF Az
wet ¥FsGoH(EEA, 2001). Becker et al.
(1998)°] Hajujgo] £ 7IdEL AZH A
do] yrtm Bwdgr] #Ed FAulE(LEV)
42 ¥otelgnt 998%5es Y d35ES
Z1Z2EAe g ol Aad 4d8338(CFO)
M4 dYgEes A% dFEE(CFOH 2
Aol &(-)9 #AZ} e APAT] d7 2
o] we} FAWSFd F7tetAtH(Chung and
Kallapur, 2003). #zHte|9&(ROA) ®TE
271e0|Y & FAe 2 Wro] 4Esigon, 7
Ao ZAGAH} AFA SN FHX A A=
Jae SAs] g8 £Fstach(Kasznik, 1999:
Kothari et al., 2005). A4E B71eEd oF
(LOSS.-1) ¥Fe Adxd Prlesdd v
71del™ 103, I¥A ¥oR 09 tn] WFE
A, 9A AQxY AY4HE SAE FHeE 2
Faluct. AFEY AR(ISSUE) ¥ae ALF
o] A= tiy] 10% °1¥ F/HE Atole 1o
1, 283 g2 Ffde 0 gv] Bt &
A7 FAASCAA 7Idel oA AWE
TR Ho|TE o] F¥gzAslee fY
S M F U] A4 BAUsE 2¥EG
(H# - 994, 1999). vHAtes IAFF A
¥&(FOREIGNER)& 47434l ¢35+ A
2E2M, 38459 SAAEHH FAE d4%
AtEmA e FHeA AR FEeAT. 9439 F
AREL AR DAYdo] o} o]ele] Ho] F2
719S Asshe %] Ark]33] - AT, 2006).
ol ANE BASK] 1ol A=A E-&( FOREIGNER)
< Aol F7leact
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4.3 3729

2 d7E QNFAL ARe 298 F
A BN Zze) abae A3 A
G A9 Asst SANSE ol 8alo} oy
3 2 2Y4E P,

(1) BHAK 88583 HEEE
(28 1.1) ADJDAi: = 0 + By -
ASSETCOVER:; + B+
CONTROLS,: + &.
(2% 1.2) ADJDAix = oo + B+
SALESCOVER,. + B -
CONTROLS: + &.
(2% 1.3) ADJDAix = a9 + By -
OTHER,, + B -
CONTROLS.: + &t

(2) 274 F B A 43R

(28 2.1) ADJDAi = a9 + G-
SUBSIDIARY: + B -
CONTROLS: + &

(28 2.2) ADJDAr = a + B -
TRANS: + B - CONTROLS;
+ &t

(28 2.3) ADJDA: = a9 + B -
ARAP; + B - CONTROLS;
+ &

(2% 2.4) ADJDAw = ap + B -
TRANSy + B2+ ARAP;
+ B+ CONTROLS: + &

BE 2¥9 F4UE AZAPAEAS Jeh
© ADJDA; & Attt ADJDA v td & 7]

1667



ey L - 25y

A i9 Az AFH Yo, AZATAR
9 FAE o] &stoq +HE JonesRFoZ FHPH
AFH SAYAS Kasznik(1999)7F AT =¥
o wg 4rlFEe s 243U

7Ha1€ AFs] dskd (2F 1.1), (28 1.2)
2 (2Y 1.3]% AFs%T. o714 Adgdsd
ASSETCOVER:, 2 SALESCOVER,,= td%
719 19 GZAFAE FoAA eHARIol g
Z&3|A419 FAt ulF 2 o2 85 47 9
n|ate, OTHER. & t4% 719 i9 QAAFAE
Ao 49 FEIAE A BRAIRIY 8
gehdth, o] ¥ge 534k £At ol
ZF4IAE AR BRI £A ol dE E
o] Y ZARle| g FLIAE BT AL
o gl £3E 12 A9 7KL g
A9 JZzYTt 25 E FAMIER] #
< AL gujgiez, (23 1.1), (¥ 1.2) &
(28 1.3]) 254 B H(+)9 #s 712 A
o2 didn,

P22 AZsp] dald (2E 2.1) ~ (2% 24)
2 ARsY. o714 A9 SUBSIDIARY: .
EtdE 71 iy 9AAAd TFE FEIAY
#% Yehls|, TRANS.R ARAP.= 77 42
AR WEAYY #= 2 Ad - AT FRE
Ueiiith 72 QAT TY 340 St
42 dAAED] B2 S Yujgez (B
¥ 2.1), (28 2.2) 3 (B 2.3)4A B2 ¥
(+)9] #2 7Kz (28 2.4)d0ME B Byt
25 %(+)9 @#g /A Aoz o€

T3 ZE 2HoN A&g AA3|Ale AEATF
AEAN ST AFH YN (ADJIDA), AEE
FLAN(TA), 71ATFR(SIZE), FM2A34E
(GRW), RAHI&(LEV), 9AB2EE(CFO), %
A E(ROA), AT B718ed AR(LOSS-).
AZpie) oR(ISSUE) % 9JFRIX1¥-8( FOREIGNER),
g8 7 R (BIGHE FAMTE TFAHL
2 A3,

4.4 3A[LYA| £

E dfoMe B2 AYPATE0| A2 AR
2 A9l (discretionary accruals) € ©]83e
AAEAS 28 Y. AFA $44S R
A% A SAZ A(1)F 2o] B33 FH2WL2 9
L3l FAAPNE A3 Hribar and Collins,
2002).*

TACG. = EARNiy - CFO - (1)

714,
TACC, : td% 719 19 F¢44
EARN,. : t4% 719 i9 971€0l9
CFO, : t{% 719 i9 9U¥Foz U &3

iF

g SAZE A(2)8 ol 8std +3€ Jones
23 (Dechow et al., 1995)0] we} A LA
A A5} 200235 20067449 717
of dite] Ag-dedz AdH A8E o] L%

g) A A F48ARE EE F4Ae T4 8 9RE WAl ARIH 540l

& & i, ol Aol

ARARA RS $29 Y43 AFHZE 7ldsb) oldA & £ ok, deAoe AFIAL ABATARE Aeke 2T AT
AT ARTNRZ Hol§ A dskd F&3Ale ATAR AFHZE ALFH ceb dAdzEdIYel W ARAT
Afe) AN A HU SR A7 24 7Heol U

1668

Addstol4 y33A Mex 20094 12¥



AUUAES| ZHRol VY B3

edl, #3343 LojAle B (a0l AF
A iido] ddh, o] AL 7Igde AFH &
Aojo] AQl-dx AAe HAA AFH EAY
A o= Fxe ARE 7 ertE HeRITH(H
% 5. 2005).

TACG. Qg .
TAivi  TAiwm v A
(AREVi-48AR..) B PPE;
TAi -1 - TAi 11
+ El.T. GessseacessacsssssstenaadtsresanTssRsTREERRRRITIY (2}
714,

TACG, : tdx 714 i9 FE4

TAig t-1de 7]‘:{3 i9| %7'}{].'
AREV,: t3E 719 19 wj&e] M3}
AAR, :t-19E 719 i8] o &) Wi}
PPE, :t1¥% 719 i s8Rt

Eit 1= 719 iy A

gt dAZE 4(3)2 °l&3dtd Kasznik
~(1999)7F A mEd wet EE 7199 ROA
© THE VTR 207)e REERIE TAUCEHN
Aoz ANFAH B Y (performance-adjusted
discretionary accruals)S E=Z3%t. A4S
ZAA &2 AFH SN Ao VA F
% 2 Z3Hmeasurement error) A7} EA3}7] o
7o, o] #FAE siZ2st7] A 8 € JonesE
S o83l 39 A LAAE 7199 A

o me} A s who] de] AHEEd(Kasznik,
1999: Kothari et al., 2005) %

ADJDAix = DAi; - median(DAy¢) - (3)

4714,
ADJDA; 1 AR V1Y e ARzE AR
Ao
DAy A% 714 19 JonesEEoE F

A8 A LA

median(DAp,) : td%E ROA €48 71502 F
g 207 ETEZe] e ztztel A
A wyde] F94

4.5 22| MF

2 d7E 200295 200697125 didez
3o 9o, F 7T F gee AL BEAF)
=79¢ 520z MAs

(1) 20063 Z @A &= {7I5AAIZ 2
A8 71gezN AZAAFARE A
714 '

(2) 3% 2842 J9HA g4+ 714

(3) AAtdo] 124 3149 714

(4) =87 E(F) 9] Kis-ValueOolA A
PRBE 32T S Y

(5) 38459 HAFAIA A (DART System,
dat.fss.or.kr)ollA &|F7HAte} HHF HB
g %% 5 =74

9) 452 st Wios & AFoN Agd ulst Zo] 7|9 g3tol we XEFe)9E ANG F FEE Y ATA LA
B FATE Ashe Bl 7 de) AMgEd. A 2HRY (2 (2))9 A4 71943 ¥4(ROAE 3718l £4
she Yk Juidos AFH P4 At idelr] o] YF AHREY o) WYEL JIgiAne) A Alolg BAL Y
(linear)2he 738 I¥E ¥ #4ehe Zlolch. wof ROASH WA Alolo] ghelgt AYBATL ZABCR, FAo] BPEE o] &
st AL gty A% G4 Ao MHES ARY A 4s Y A2 AdEs) B

AL 38 M6E 20094 128

1669



Ay - LY - A5

(1) 228%
< :
2w 20024 20034 2004 20054 20063 A
AZATFAR A4 A 275 289 306 328 339 1,537

B d7E 2006 12492 A 715U A
el e 7desy AANFAE T
7h e 19e gaeE dn it Fedold
B3 &31A Aol 12€ 31%9] ofd 7]
AL BN ALt ol 7Y & 714
£33 40| A dz7] qid vartsae
&3S g8l TEAM AAG Rojtt. T4
JHE(F) Kis-ValueldlM AFARE &
g & AY FEAEY AATAA 29 57
AR NS FASA R 71T A A 25
Atk EE27]17He 2002958 200637k o]},

AA3AL 2 F&3A] g bee SEA5Y
AAZA A A" FAIE Y GAHAIE A9
BRI F4E olgsld A Fysgen, At
do) i AR FEAEY FH A9 JdFAE
A(www.fss.or.kr)dld #3839t 2eln 718
AT ABE Kis-Valuell dlojgijo]2E o] 43}
o 389

(E 1)& 2 Ao AHEE RESFE dxie
BaZa gk, & & 7je] FEolgx AR
AHLd 4SS B el AA FE2 15374
719-g o},

V. dEEME

5.1 7|8l

B AFoA R o]48 WFES 7|EFAA
E (X 2 AAE gt & & droMe 7
AN mit o]87tEd BRE HES FAY
A, 22 79SS AA 3AAENY "o
g ZAR7 BF o]l&7bEstA %7 W] o] 47t
T BEY A7) AARAA ol 234 g2
. 2 23 7 71e5AA At ER <A
£ ¥t 25 g2, g 2t it 7
E5AA At ALgE HEo £AE (E 2)9
F AR dell AU, F (F 2)d Bn¥ F
AEL @ ol ALY AHEE ARET
S Qe s A FXEeld.

(B 2)d m2d, 2477 § 712520 o]
2710l (NN Hite]l 0.03001%, YH8SE
E(CFO)& Ha°] 0.0700.8 25 %k(+)o] 3
oldtt. NIM CFOE #A3tstd 7§ F2A9
(TA)S Hitol -0.04001Ack, AZAFARZY
g ANE 539 JonesEdog 49 AP
SN (DA)E AT -0.006010H, AH=2H
A2 YA (ADJDA)S BFE 0.0012 et
w10 =3 AEATARSRY AdE $3€

10) £ A7dNE HARNA ADJDAS A8 238 B2 Basln, DAE AHE Az FHo2 ddsigd. ot oW i

AMgsteztel #AIgle) Asst AR o2 A9 fAkshy] wWEolth

1670

Asol X382 AL 20094 128



HZUAEEe FE2olo et o7t

(£ 2) @ 7230~

¥oF RESF o #EHA HEU% 1894 A 3T Hujgt
NI 1,537 0.030 0.070 -0.309 0.008 0.031 0.062 0.229
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What determines Audit Quality of Consolidated
Financial Statements?

Youn Sik Choi* - Kyoung-Won Na** - Jong-Hag Choi***

Abstract

This paper investigates the determinants of audit quality of consolidated financial statements.
Given that International Financial Reporting Standards (IFRS) will be introduced to Korea
starting from year 2011 and IFRS mandate the use of consolidated financial statements, it
would be very important to examine the audit quality of the consolidated financial
statements. Up to now, there has been no research at all in Korea which investigates this
issue because not consolidated but non-consolidated (i.e., individual) financial statements
have been used as primary financial statements. The audit quality is a very important issue
in Korean situation which tries hard to enhance corporate transparency and, thus, attracts
more local and foreign investments into capital market.

This study makes two predictions on the determinants of the audit quality of consolidated
financial statements. First, in audit work for consolidated financial statements, the parent
company's auditor may be different from subsidiaries” auditors. In such a case, the auditor of
parent company needs to depend on the audits of subsidiary companies performed by another
auditors in order to consolidate the financial statements of subsidiaries into those of parent
company. In such a case, efficient and effective communications between them could be more
difficult. Thus, it might be less expected that information sharing and knowledge spillover
occurs during the audit procedures if several different auditors are related to the audit of
subsidiary companies. As a results, we expect that the more dependence on other auditors
decreases the audit quality of consolidated financial statements.

*

Doctoral Student, College of Business Administration, Seoul National University
** (CPA, Accounting Advisory Service/IFRS Advisory Group. KPMG SAMJUNG Accounting Corp.
*** Associate Professor. College of Business Administration, Seoul National University
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Second, consolidated financial statements represent the parent company and its subsidiaries
as one economic entity and, therefore, the complexity of consolidation itself and information
asymmetry between the parent company auditor and its subsidiaries  auditors would increase
in proportion with the total number of subsidiaries or the magnitude of transactions between
the parent company and subsidiaries or among subsidiaries. So, we expect that the more
complexity in consolidation processes decreases the audit quality of consolidated financial
statements.

This paper measures the dependence on other auditors is measure by the portion of total
assets (or sales) audited by other auditors and the number of other auditors. The complexity
of consolidation is measured by the total number of subsidiaries or the magnitude of transactions
or account receivables and account payables between the parent company and subsidiaries
or among subsidiaries. Finally, we employ discretionary accruals estimated by using performance-
adjusted modified Jones model (Kasznik 1999: Kothari et al. 2005) in order to proxy for the
audit quality. This measure has been used in various prior studies to proxy for accounting
or audit quality. This measure has relative advantage compared with other possible measure
-of audit quality - such as audit opinion, post audit review, or earnings restatement - because
this is the only measure that can be applied to general sample of firms whereas other
"measures are applicable to only a few firms which could be classified into outliers among
general samples. In addition, during empirical analyses, we control for the audit quality of
individual financial statements in order to emphasize the determinants of consolidated
financial statements.

For the empirical analyses, we use 1,537 firm-year observations collected over the period
from year 2002 to year 2006. These are the firm-year observations that issue both individual
and consolidated financial statements and those with all the necessary data are available
from KIS-Value 0 database. We perform both univariate and multivariate regression
analyses.

Empirical results show that the dependence measures (the portion of total assets or sales
which are audited by other auditors and the number of other auditors) have significantly
positive coefficients. In addition, the total number of subsidiaries of complexity measures
have significantly positive coefficients but the magnitude of transactions and the magnitude
of account receivables and account payables have insignificant coefficients. Thus, these significant
variables are turn out to be the determinants of the accounting quality of consolidated
financial statements.
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The findings in this study are interesting and important. It is expected that the findings
in this study provide valuable insights and helpful to policy-makers, academics, practitioners,
firms. as well as individual and institutional investors. For the most of all, this study shows
what determines the quality of consolidated financial statements and, thus, provide insights
into the possible way to improve the quality. Given that IFRS mandates the use of consolidated
financial statements, the findings of this study have important practical implications as
well. Both regulators and practitioners can learn from this study and use the information in
this study in order to improve the transparency of firms in the future.

Key words: Consolidated financial statements, Audit quality, Other auditor dependence,
Complexity of consolidation
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