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+vCAP, + ’YsA T+ NAFEE,

+90BOD_OUT, + 335, ¥D+e,, (3)
j=1

AUD, = §,+8, MOWN H,+68,5I7E, + 5,LEV,,
+8,ISSUE, + 8,AGE, +6,L OSS,
+6,CAP, +8,AT, +6,NAFEE,
+6,,BOD_OUT, + 36, YDte, (4)
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=275 A a9 o A

gto] B} & 39 FAH| S AT o ER
AR AFAE Ageta FAE Jue A&
9 < 3itH(Krishnan, 2003b). Craswell et a
(1995) 2 Big8 WA= AAAE77} vl A E
T O B HEE e, o]d B HEs
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2 o] &3l3ltt. & =
M= 2 HE4E Hogan and Jeter(1999),
Gramling and Stone(2001)° wa} th52 2ol
EQAk] Yol M 9] A -8 (MS: market share)
2 Z3g}

Z\/_

[l\ ik

MS;,

w=#3tH(MacDonald, 1997). BIG4= Gu|¥< i=li=

2A drdg 7”\}0 o] Big4el &8 A% BIcu A7

12, ol¥ 05 Fofste] 3 et 1AL T AR, K ASNY] L 0 A

A AR L 7}%1 ZARRIE A o] A9 o kelAe] 7kl =, 1 Ak kel A 7R i)

78 2t & FPgozy v 22 F49 1A} A7) ¢, A, - A kel A gL i) AL

NEl2g AFE & A v9¢ 2F3 gon  WIEe A

9) 2002d%€ 20129742 ARHFRE 71Foz A9 ] 7 AW S Bigdz ¥RaIGeH, 95 Bigde o3 2o 20024:
A, ok, ok, AP, 20039 A, AR, ok, g8 s, okl d9, 20049 AW, AHY, oF, sk, R @9, 2005
d: Akl sk 3k, A 2006~20129: AR o}x A gled

10) DeAngelo(1981)& ?3}47‘*}0101 o ARl g & 1%1011 e AEAA S o wol HeEH T 7199 tellA
Aoz o e 2709 (quasi-rents) < & 4 9, 7M} S7HAEE 2 2 wAH]E-(auditor startup and client switching
costs) 5 FAPE SHAAM ARFARIC] AdHoZ o fEldt o]de Rt A& 2AZ, 1R & IMRIYSE o B2
227198 13 ol W gAklsl S9o] delsle} sl ke dakgdol QR A9 olm Qla) Aridor o Be 2
Holle HE A9E 9 I Akel T 2 GAIDEE 8 220 BIELE ATIAE F9E 2t T
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we 7IQlold 1, opH 002 2FaiRickKrishnan, ¥ Q7olAE 71918 A% AR AAL U]
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Sk, 3¢ w 2349 5, A 27t ()9 @It
ARAEFA(MOWN) & HENPAEES o8 (1) ¢2 7HE Zojn BH59 3 & 474
sto] gt dRoAE T AA ddAEE 09 #F )9 #e 7HE AeE vdgd
il EAAEES AR olfrE Gt ¢ AAEAL SApIge AAA Az g
BFF 2] gRIEAE B Wee sy 299 43 W) ujie] Ty 2 BANSE
Agtolth. tiolAte oAHY] oe=A RAe AT dYe ARAFeRREHY A H=
2 YR APsln gRHoz A IS A M ANHeR 282 B T RIS 5T
gho] Sl7] wjiol AMEZd 71 o] AAAQ 2lrje & 7Fe/gol Eoh. W 7] & HEIA A0l A

11) diEolrke oAk S19de] W9l iellA rdadel Bt AlFA - 444 S A4sta 18 & slvt 74 - AR A 7]%“%‘&
(356%, 478%), F24] - AkAl9] 74%“1 X—W 420%, 474%), ¥ - FFF - AR - A= ¥|H(396%), AFAIRS #

EAIA '°é?§EL*H X—W -AE ]' (4472 WA 44729 3, 4482 449%) 5ol QEA el St
12) WelAke 3l EHOM Al w2 Ak AR el Rut glom, AR TGt 7 A (3972), A7 A
7h AIRHETH398%), ]*}7} WY T A e P95 5}71\/} 2 %‘%2 NN mol= Al thoto] Arhsio] EalEs

0% Aol om0 2 ALE 3 Arel Beles BART02%). oLl ool e Fuhd B2 Qe 3 e
AR el 7 oA A3 shele] Aofelel SA% WA Aol SIRHA0LE). HAGDRToIIE B9 thalel 814
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45 AHE3h Pagano and Roell(1998)
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wjZoll (Jensen and Meckling, 1976), A#A=
7193 FAAE AZA JAPEE o] &3t Fo
o|ME Agste 23 TN CEZA i dn&
< W3 g mepd FAuEo] e 7199
AAe FAA G Nt Fstr] fste] o
g AR sEe AUS 7 BZ(Watts and

Zimmerman, 1986) F-AlH&°] =& 7|HdLTE

o xAo] 7hielS MEd Aoz oAET). Bt

Holl T A kx| fiubbsAdo]l W 7199 A

¥ 7§°§Z}—: FAH o] F7Fel et A FE e

9 AEH S-S W3] 9fste] ApEA o
o]

Q o
=
% e £A9 AL IS A590] ol

Aoz oiddtt, wabd Ha AT (Francis and

Wilson, 1988: DeFond, 1992)¢} B4t &
AP E ZAH&(LEV)S BRdo EAHTE A}

&ata, FAu &I AEA e #AS Weke
AR et ereth Y §3EA19e A9R
= FAAEAA 7199 FHE WA EY F U=
5 o|9g FEgxHstee s 7 I fleng

(Rangan, 1998) 7| vl <74
7t =& W w2 F2Y ARl A9 AeR
N R AEF Z7HISSUE) S A533 29
T3e &Y #@e 7 Zigi 71 g, E=3 &4
WY AR (L0SS)E % T
AR T AT Franc1s, 1984: Simunic, 1980).
& A4 H(fixed or hard capital assets)S A%
Ake] Aol & A4H(soft capital assets)ETh
o] golata AASI7F vt whebA] frE At
o Fert =& 719 AF AAle] BeAde] ¥
ool ARk oz A 7§°§Z} T FEE ¥
Aolth(Himmelberg et al., 1999). o]&3 A
Hrgsl] e ALFFm(cAaP)E AHEEEL,
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Z I 7FAFS| ALl Tl g ET A 2le] F7t2 AEA
o] Z7}& 4 AdtH(Geiger and Raghunandan,
2002: Ghosh and Moon, 2005: 9444, 2006).

13) Francis and Wilson(1988)%} DeFond(1992) =5 R¥e F&H42 A1 wAl(auditor switching) & A ,
JJJ € UL EA FE7F G2 IARIA FE7F & FARICE wAEE A9 22 IMEES 7= T, skl 4
A7, Francis and Wilson(1988)¢] 2 #AAREAZ FAju& 7t fo &

3k ok (+
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(&7 2) 7I28A (n=11,088)

H it Rab FH gk 25% =95 75% ok
BIGA b7 .49 .00 0.00 1.00 1.00 1.00
SP 44 .50 .00 0.00 .00 1.00 1.00
AFEE 4.14 .67 3.00 3.69 4.01 5.62 6.46
MOWN A1 14 .00 .00 .02 .40 75
SIZE 11.18 1.55 8.55 10.12 10.89 14.45 16.21
LEV 41 .20 .04 .25 41 73 .87
ISSUD 41 .49 .00 .00 .00 1.00 1.00
AGE 2.22 91 .00 1.61 2.30 3.56 3.71
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The relationship between management ownership
and audit quality

Jeong-Kyo Kim* - Gyeong-Ok Kim**

Abstract

This study investigates the effect of management ownership on the demand for quality-
differentiated audits using a sample of listed companies in Korean securities market. The
finance literature finds that levels of management ownership reflect two agency problems
between managers and outside shareholders. First, there is a convergence of interest hypothesis,
such that managers with smaller shareholdings have weaker incentives to act in outside
shareholders” interests. Second, there is an entrenchment hypothesis, such that managers with
larger shareholdings have greater control over the company and therefore greater scope for
acting in their own private interests. Auditing helps prevent managerial opportunism because
that makes it more difficult for managers to conceal the consequences of their actions from
investors. Also, managers can bond themselves to outside shareholders by selecting high-
quality auditor. It follows that when agency costs are greater there will be increased demand
for higher-level audit quality. Agency theory therefore predicts a positive association between
agency costs and the selection of high-quality auditor.

This study investigates the empirical relationship between management ownership and three
proxy of audit quality. Three variables can be used as proxies of audit quality: auditor size,
industry specialization, audit fee. We find evidence of a significant non-monotonic relationship
between management ownership and four proxy of audit quality. Consistent with a divergence-
of-interests hypothesis, the association between management ownership and audit quality is

found to be significantly negative within low regions of management ownership. The association
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is significantly positive within high regions of management ownership, as suggested by an
entrenchment hypothesis. The non-linearity is consistent with the finance literature and with
the prediction of agency theory. These evidences suggest the possibility that high-quality auditor

contributes to addressing the agency problem between managers and shareholders.

Key words: management ownership, audit quality, agency problem, divergence-of-interests

effect, entrenchment effect
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