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Abstract This research is to analyze how an introduction of full-time quality control(*QC”) personnel
system in audit firms influences on audit quality and verify how important it is to establish the
quality control system for auditing quality. We measure audit quality as the level of discretionary
accruals and compare the differences between audit firms with QC and without QC. In addition,
we analyze the difference in audit qualities between before and after activating the full-time QC
personnel system by comparing audit quality of before 2015 with that of after 2016. The results
of this study are summarized as follows. First, the audit quality is higher when audit firms have QC
personnel. Second, the audit quality is improved after the introduction of the full-time QC
personnel system.

Key Words : Full-time Quality Control Personnel, Audit Firm's Registration, Assign Auditor,
Audit Quality, Auditor Size
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Table 1. Classification of Audit Firms

number of CPAs and auditing firms| Supervisor2)
Big firm 30 or more CPAs FSS
Middle firm 20~29 CPAs + over 3 firms KICPA
Small firm under 20 CPAs KICPA
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Table 2. Full-time QC personnel

Before After
Big firm Yes Yes
Middle firm No Yes
Small firm No No
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Table 3. Sample Composition by year/auditor

Audit firms
vear Big Middle Small Total
2014 1,523 81 106 1,710
2015 1,579 92 101 1,772
2016 1,636 92 105 1,833
2017 1,678 81 136 1,895
2018 1,683 92 163 1,938
Total 8,099 438 611 9,148
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Table 4. Descriptive Statistics

variable | mean | S.D. min p25 |median| p75 max
DA |-0.0004] 0.118 | -1.000|-0.043|-0.000| 0.042 | 1.000
QCPT | 0.914 | 0.280 | 0.000 | 1.000 | 1.000 | 1.000 | 1.000
BIG4 | 0.499 | 0.500 | 0.000 | 0.000 | 0.000 | 1.000 | 1.000
SIZE |25.774| 1.418 | 22.750|24.851 | 25.575| 26.481 | 30.359
GROWTH| 0.130 | 0.355 |-0.402|-0.018| 0.045 | 0.153 | 2.398
LEV 0.376 | 0.206 | 0.028 | 0.205 | 0.370 | 0.528 | 0.924
CFOA | 0.049 | 0.118 [-0.476| 0.001 | 0.047 | 0.102 | 0.469
FORN | 6.127 |10.056| 0.000 | 0.440 | 1.900 | 6.860 |52.610
TACC |-0.024| 0.122 |-0.483|-0.071|-0.023| 0.018 | 0.410
F_AUDIT| 0.222 | 0.416 | 0.000 | 0.000 | 0.000 | 0.000 | 1.000
N 9,148
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Table 5. The result of test of Hypothesis 1
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Table 6. The result of test of Hypothesis 2

variable coefficient t-value Pr) It VIF
Intercept -0.1870 =7.27%** <.0001 0
QCPT -0.0101 —2.45%* 0.0143 1.1100
BIG4 -0.0010 -0.42 0.6762 1.2740
SIZE 0.0094 9.47%** {.0001 1.6520
GROWTH 0.0566 17.75%** <.0001 1.0617
LEV -0.0663 =11.70%** <.0001 1.1242
CFOA -0.3294 -34.26%** {.0001 1.0627
FORN 0.0001 0.37 0.7097 1.4329
TACC 0.2254 24 .90*** <0.001 1.0179
F_AUDIT 0.0033 1.21 0.2308 1.0557
YD included
IND included
F Value 164.85%**
Adj R-Sq 0.2005
N 9,148

QCPT is an indicator variable that equals 1 if audit firms have
QC personnel and 0 otherwise.

***: p¢0.01, **: p<0.05 , *: p¢0.1

Multicollinearity is not expected because all variables show
under 10 VIF(Variance Inflation Factor)
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422 EMUHLX M QI ZAEE

T
et 2o e 2015 vs 2017+2018
coefficient t-value coefficient t-value
Intercept -0.1915 —7.45%%* -0.2243 —-6.52%**
QCPTYR -0.0137 -39 -0.0078 —-2.45**
BIG4 -0.0033 -1.38 -0.0070 -2.20**
SIZE 0.0096 9.63*** 0.0108 8.08***
GROWTH 0.0571 17.89%** 0.0386 9.28***
LEV -0.0676 -11.92%%* -0.0651 —8.54***
CFOA -0.3316 -34.43*%* -0.3194 —24.93***
FORN 0.0000 0.44 0.0001 0.86
TACC 0.2264 25.02%** 0.2773 22.971%x*
F_AUDIT 0.0039 1.43 0.0052 1.46
YD included included
IND included included
F Value 136.58%** 99.9%**
Adj R-Sq 0.2013 0.1981
N 9,148 5,605

QCPTYR is an indicator variable that equals 1 if the sample
period is applicable to the year after the implementation of
QC personnel system and O otherwise.

**%: p(0.01, **: p<0.05 , *: p¢0.1
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Table 7. The result of test of hypothesis 2 by

auditor size
cditor | statistics | 2075 8 2015 vs | 2014+2015 vs
2016 201742018 | 2016~2018
o | cosfficient | -0.08089 | -0.04662 -0.03278
t-value —2.49%* -3.20%* -3.58%x*
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Table 8. Additional analysis(KOSPI vs KOSDAQ)

) KOSPI KOSDAQ
variable — —
coefficient t-value coefficient t-value
QCPT 0.00506 0.71 -0.01505 —2,92%x*
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Table 9. Additional analysis(Large vs SME)

. Large firms SME
variable — —
coefficient t-value coefficient t-value
QCPT 0.00696 1.3 -0.01963 —3,12%**
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