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Apeke 7R3 STALE A} Rbe] A Aokolt), TZAFEA} of e ZAFRAE ¢
ShataA Shtiehn o2 2ARle] £8aA] B Aol BEFRlo] o] FojAA] et of
Aol ZERAL BAgele AT S gALE AL kel Bl )@ AvkEole & 4 itk w
o J_L:_%}/\} HEYS BAF A9 WZAE bS] B ofe} Al B4 g 2

sath B ATE ) B4 MEE AHER S0 Ay dEEE 371
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S, A A5 FAA Aol ARG B Fe] B EEE A £
AR web 2@ GARIE A ALY BaEgel 978 &
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19E AT D A A A S D2 ATE EAA 23585
ARG GAe 27T 5 Ak of W AL AP nACERE W AA FUE ZTAT
78 $8T 7hsol ATk ek BAEl kg A AN H 2E A B
A% BALE Gy 1 R MR BRI} GG B 42
ooz A 9IS ARt ¥ AT the 2 uA M S A e,

—}

b
ulg

THd 42 ZEARAE] 2 9) A H] 28 A AT 79 ZEAF BFERle] o] Fold v}
/g0l Eoh

71949 AFARNE ZHsl7] HaliA] ditdZndo &) A Zz— 3 B e ES
/42 A H(Altman 1968 ; Ohlson 1980 ; Zmijewski 1984)2] F}itd S & J

e AR it 3 BdE WisEE etk 28l 19999
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$oldom ey

ZSCORE =—2.5288+0.9124+FINL —1.1291*ROA —1.5834*CF +0.9816*LOSS

CE 1> IHMOIEZHE(N=1,746)

Bankrupt = by + bi*FINL + by*ROA + by*CF + by#LOSS + u

Variable A % Wald 72

Intercept —2.5288 294.0052"**

FINL 0.9124 20.0932*"*

ROA —1.1291 23.5098""

CF —1.5834 36.3532™

LOSS 0.9816 412616
Likelihood ratio 540.4979

T 1) Bankrupt : $E7]94 9] B 1, oR® 0, FINL - FAH] E(FA S/A ), ROA © FAbrte] o &
(71l d/FAR), CF : ARE (P EEoR A AFEE/MEY), LOSS 1 £y o
PPA(7IEEA ™ 1, o™ 0)

2) wix 1% Frol5E

U AEAe) 57

Aele] ZAFEA S AR TR, BANZE FAMES § ele] SHeld Aol gk &
AL el ek AR Aol7k Aol ta A7vh gl ol Felgith v 3
o

I
Big 4°l &8l ZARIo] ThE ARl HIg) =2 F42] A AE Agetes A=

4) ARAQS BESE Shblgel M2 @ AL FAYFANA A ER i gelo] NuE -
A

= =
AZ77A4E nEste] Aty thre] FAdSATFE(Zmijewski 1984 ; o] Al 1993 ; 3] &
1997)% 3842 g HES Atk
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Hrh Big 49 &2 td AARIS FFANA 2R 8k HFo] 22 93A71g el F93 517
Aels Hste] 1S fAToER de THg AEA sgeR Qe A nae
@7 "ol wheh TAYH = v-8o] ¥ Ark(DeAngelo 1981). whebA the AL 7HE 3)3HAL7]
Qozrele HYgo] Tkstel nEL AN LS ARY Aoz FHEG. tae MY

=% Bigd A1} non—Bigd FAIQL Zhel] ZAREA 2bol7h EA Y 23S AASEAL 9
THTeoh and Wong 1993 ; Becker et al. 1998 ; Francis et al. 1999 ; Palmrose 1989). Z121} =]
o A% vl=d o]l g ZARIZ 71E ARl gt o] W skl &7] Wil nEd
ZApel T A EA ZhAbele] Pio] 414 etk A EE(1997), HHE ;J #715(2001), A13H€](2001)
& olddl tigh tiete® W= Big 49} AlFrola e ARl fFEAARIC R BRetaL of
Eo] & FA AU AE A Fete Ao R Hoth B AFME Big 4919 T AF

of o] wehq mED AT AFA FARlo R TEEATE = Big 49 AFaE Al
LEE AR, 718 IS A AARle R ERAT

B olge) 3 WA e 719l ARE dael et HEshe
AZE) 98 Roleh ol S AFA] Astel thedt ge AFRIS WY,

AQUALITY = ay + by * ZSCORE + b, * SIZE + by * ISSUE + by * GROWTH + bs * MKT
+ 3 b YEAR, + u (1)

©]7] AQUALITY : 24 7HIeleze] mAlod s Yehle tuWiBig 42 AHY 1,
°hiw 0)
ZSCORE : JJr*Pcﬂ% ol 3 Alxkd
SIZE : log(A] AH A% ZA4h
ISSUE : 354 558 Yl tinHa@A 3 3d el AEFe] 10%]8 571 3o

71, obdE 0)
GROWTH : FAMFS7HE (A Ad A& FA—wA dd A= FaRbh/aA 147 d=
Z2h
MKT : A2 GufeH7sdAgeld 1, ol 0)

YEAR : 9% ©njds

21 (Dol #AR4= ZSCORER, ©] gho] 25 AFdgo] £4] &a5 vttt AF4
ol 4] ¥ 792 AFE RIS A5 o2 7| EBE ZSCOREE w(—)9 AF
S 71 Ao g dZdt) SIZESH GROWTHE 71975t Aol 7ol Aea) Ut
#o] ke A2 3K (Francis and Wilson 1988)°l] whe} 2&o] F71EQlom, §45AF Al
2 =o)7] & FARIE wA g 7tsAd o] v F%H(Francis and Wilson 1988)°l]
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HAEA A5sh HAE A A e wA o he) AFA G 7] 2sjo] 01%%1 Aolmg
ZSCORE, SIZE 2 GROWTHE 7hAtel wA| A AAwe] gto g =gt uhdo) ISSUES 7+
Akel Al & 3d o] AE-Fo] 10% o] Z71egied |

£ RPN A% 39 AR At A d el 3
g AN AZo] YEAT weldte] PAI Aol B AAAGo] ol Fold Aoz e
7] w ol ch

2 AP F o e nEA PAIeR A 71l va) AFL BAelo s wAd
19elA AL Fad el o Bol UehbeAE AF] A% Aol o8 Hag A
F37) flsel hedt g ATndge AYac
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_WL

DISCOUNT = ay + b*AQUALITY + by*d SIZE + by*d INVREC + by«d LEV
+ bstd ROA + be*MKT + Y b*YEAR, + u Q)
o]7]4 DISCOUNT : 7HAE 71 gelEloem |, ofy™ 0
AQUALITY : 14 RIS 2o WA RS Yehll= tin¥fsBig 42 AW 1,
of™ 0)
d_SIZE : log(a Al A= FAh—log(a Al AAAE FA4h
d_INVREC : A A%e] INVREC((AAF + wj &)y ZAh — w4l 249 = INVREC
d_LEV : 24 9% LEV(ZFA/FAh— a4 AHAE LEV
d ROA : WA 9% ROA(Z7Iel/EAh — A AHAE ROA
MKT : A7 Huas(G7sdAdold 1, ofd™ 0)
YEAR : 9% g
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B 3 F2 HLO J7128A4(N=356) (A%)

# o Bk EFHA Z|th 2k R ESE
d SIZE 0.1146 0.2358 1.0559 0.0776 —0.4406
d INVREC —0.0035 0.0796 0.1974 0.0033 —0.3390
d LEV —0.0079 0.1084 0.3557 —0.0035 —0.3924
d_ROA 0.0171 0.1658 0.8188 —0.0019 —0.5584
AFR 0.4821 0.1180 0.7601 0.5253 0.2193
NAS 0.2079 0.4064 1.0000 0.0000 0.0000
ZSCORE —1.9042 0.8664 1.4385 —2.2083 —3.0229

3 1) DISCOUNT : ARSI ERlE 9o [, ofU™ 0, AQUALITY : 2EZ Ao R o] wAHE
Uehl & guji<sBig 42 wAHW 1, oW 0), SIZE : log(A] HA A% A4}, ISSUE : 74
Z2} o3 A o]F 3 Yo AHEFo] 10% o4 271l o 1, oY 0, GROWTH : EAMk=7}
E(@A A A% FARF A AA A% FA/ A AA A% FAY), dSIZE : log( A =
A —log(@A AA A% A4, d INVREC : A AEe] INVREC(AHAAL + mj&AA)/%
2 —wA AHAE INVREC, d LEV : WAl A% LEV(ESA/ZFAh— w4 J4A= LEV,
d_ROA : WA AE ROA(B7IE0]/EAHH —nA AHAE ROA, AFR @ S5 YA Aol
228k BlS, NAS @ AP H| 28} FAof] BIZRARA ] 25 W 7% 1, oYW 0, ZSCORE : T4t

A Al wA AA Adxe AFdER %

e WMER HxQ] HFEL S J3E Fol7] Al &4, 3k 1% s X

AF3ta o] & 2% (Winsorize)
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Variables | DISCOUNT | AQUALITY | SIZE ISSUE | d.SIZE |dINVREC| dLEV | d_ROA AFR NAS | ZSCORE
DISCOUNT 1.0000 |—0.1814""|—0.0395 |—0.0176 0.0580 0.0751 0.0171 0.0256 0.0961° | —0.0340 0.0268
AQUALITY 1.0000 0.3263"| —0.1734™ | —0.1184" 0.1229" 0.0988" | —0.1104™ 0.0666 0.1007° |—0.2416™

SIZE 1.0000 |—0.4558""|—0.2018""| 0.1056" 0.0365 |—0.1831""| 0.0197 02163 —0.3347"

ISSUE 1.0000 0.2463""| —0.1251"" | —0.1204™ 0.0831 0.0284 | —0.0666 0.2403""

d SIZE 1.0000 |—0.0916" |—0.0210 0.3093""| —0.0340 0.1753™| 0.0268
d INVREC 1.0000 0.1335™ 0.0927° |—0.0518 |—0.0012 |—0.0131

d LEV 1.0000 |—0.2820""| —0.1203" | —0.0066 |—0.1629""

d ROA 1.0000 |—0.0252 0.0720 0.5310""

AFR 1.0000 |—0.1061" 0.0346
NAS 1.0000 |—0.0033
ZSCORE 1.0000

% 1) DISCOUNT : AH47h SIsI9 00 1, ohl 0, AQUALITY : 14 1Aj9le.2e] mAlol 8 ekl Hvs(Big 42 mASH 1,
ofU® 0), SIZE : log(mA A7

d_SIZE : log(x A 1% FA4h —log( A

A fis
A= FA4h, ISSUE :
Ao

h A SRS

[e] =
‘IT}E]——G

A R, wA o]F 3d ol AHEFo] 10% ©1% F7Hed 1, ohH o,
Z24h), d INVREC : 4 A% INVREC(M A + m| & A)yZ2A40)—wA -4

% INVREC, d LEV : WA A% LEVEREA/ZAMH)— A AAA% LEV, d ROA : 4 9% ROA(Z7IE0]d/EAH— A4 214 A% ROA,
AFR : F50lA AR o] AA8h= HI 5, NAS : ZAMIE] 29} FAJof] A E| A8 W 9 1, oFY™ 0, ZSCORE : T4t SRy &
Tl B9 AR A A AR AFGIA R
2) BAE BAFE Foj& FBASFY.
3) * 10% FAFE, =+ 5% FAFE, == 1% FolFE

4) BRI AE EY AR WLEe FuAe] JFS Zol7] 93 49, H9 1%

1S AR 7HF8ta o] 2% (Winsorize)
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(E 5 DEI ZARICE THE I HEY ZARICE THE Il 7H
ZiAfel LA M= ZSCORE HI
2 EPIPY
Al A k== X ZA =3 MEE
Zatel Zatel - Zatel ZAtel aa
t—3 —2.1304 —1.8206 —3.74™ —2.3034 —2.0977 —3.98"™
t—2 —2.1231 —1.7653 —4.07™ —2.2866 —2.1637 —3.58"™
t—1 —2.0826 —1.6593 —4.35™ —2.2599 —2.0976 —3.52™
t=0 —2.1142 —1.7148 —4.23"" —2.2566 —2.1158 —3.50""
t+1 —1.9954 —1.4647 —4.42™ —2.2147 —2.0580 —3.52™

1) ZSCORE : #4228 & Sl =FH AFIFAE
2) t=0 Aol FARI wAAE.
3) Hatgkoll gk t— gk

A

4) e 1% o5

X

st & 1 A
23712 9] 72+ AebdE A FA3SA F(ZSCORE)S 1#Z 2 Yehd Zolth o et 5
FE(NBB4)S] Aol 7 FoH, AFE AN AFE ARICE wAg B2
(NBNB)9] AFse] 718 $4 82 o= YETh shaFwA] E2(B4ANB)S] 2% wA| 2|
AALTA] AFggo] YA th wA o= Q38 AlF/dsde] HE S Btk 53] shakw

] L.
Al FEBANB)2 Wl A T AFdRge] MFe] 7P A Aoz yeya o
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A 1> HAR IHYTE HFIEXE FO|

il
0
-3 0 -1 0 1
-05
o ——p4p4
ZSCORE —*—BANB
——\BB4
-15 = MENB
=& I e ....-—""-'--
2 -
K 0—0—-—-—'—'_'_'_"‘_'_‘_‘—-—73//‘
= * *
25

<# >& ﬁl%‘*}ﬂ%ﬂﬂ Aol met dsshe AREE ) 2Hol7t AEA S Lotily] ¢
w2 el Log Likelihood #kell th3lh E4 ke

<H 6> ZARR! wAgen 1 F24HY(ZSCORE) 7t A (N=356)

AQUALITY = ay + by*ZSCORE + by*SIZE + by*ISSUE + by* GROWTH +bs*MKT+ Y | b* YEAR, +u

A = Wald z2 p—value
Intercept —7.2400 23.59™" <0.0001
ZSCORE —0.3834 572" 0.0168
SIZE 0.5906 18.87 <0.0001
ISSUE 0.0384 0.02 0.8869
GROWTH —0.3524 0.81 0.3681
MKT —0.0978 0.10 0.7479
YEAR(A=H 1) *3t
VIFZ U gk 1.8478
Likelihood ratio 60.1716™"
1) AQUALITY : 2#4 FARRloe] wAo g Yehl= Hris(Big 42 A EH 1, ofyd 0),
ZSCORE : 3bof| 208 & %‘H =9 %.AM wA HA Axe] N FAFSA R, SIZE : log(a A 2
A A= FAR), ISSUE © #7854F oA, A o F 3 el A2l 10% °1°3 S7k1ew 1, of

Y™ 0, GROWTH : %—1}457}3(@%1] AA Ax FARE—wA AA A= FA)/uA Ad de
A4, YEAR @ =0 Y], MKT : AT GuRF(R7FsdAldeld 1, ofdH 0)

2) 5% FOAFE, wex 1% FAFE
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ZEARR! MA|9 EEZAF BaBtol0] BEH 91T 121
TE XA B4R A7 245 AAESITh 4 2d19 9 AQAULITY = w9 3|74
TS 7HA H(p—value =0.0006), ©]= AEFD FARICE wA|Z A9 AR SE dlnke 7
S7F o WIS ojm|gitt webA nFA FARIC R wAS 7|l Bls] AFA AARIeE
WA 714l A FALES ERlEZo] o Wol Uehdtie 7Hd2E AR HIAS 2l 22
A= FFAolA Aol AAsHE HIF(AFR)S] 2% o4 <ol AlFa& 7HIthp—

value=0.0566).

(H 8 ZTZA

HIS, HIZAHIMAL

2LE0IT} ZAR! DAY, ZALY
20| 242

SA HE 2+l 2 (N=356)

DISCOUNT = ay + bi*AQUALITY + by*d SIZE + by*d INVREC + bsd LEV + bstd ROA
+ bg*MKT + Y b#*YEAR, + u Model(1)
DISCOUNT = ay + b*AFR + by*d SIZE + byxd INVREC + bsd LEV + bstd ROA
+ bs*MKT + Y ,b#*YEAR; + u Model(2)
DISCOUNT = ay + b*NAS + by*d SIZE + by*d INVREC + bgd LEV + bs*d ROA
+ bg*MKT + Y ,b#*YEAR; + u Model(3)
DISCOUNT = ay + b*AQUALITY + by*AFR + by*NAS + bstd SIZE + bstd INVREC
+ bgtd LEV + by*d ROA + bs*MKT + Y ,b*YEAR, + u Model(4)
Variable Model(1) Model(2) Model(3) Model(4)
A Wad x?| A+ Wad x?| A Wad x?| A Wad x°
Intercept —03034 0.83 |—1.5691 7.54" [—0.6037 3.58" |[—12126 448"
AQUALITY |—0.8328 11.69* —0.8554 11.83™
AFR 1.9217  3.64" 2.0168  4.15"
NAS —0.2993 099 [—0.0896 0.08
d SIZE 04933 0.85 0.6102 1.28 0.6886  1.59 0.5500  0.99
d_INVREC 27767 321" 24062 240 23079 220 29272 3.54"
d LEV 0.3276  0.08 0.3828  0.11 0.1043  0.01 0.6522  0.32
d ROA —0.1528  0.04 0.0979  0.02 0.0561 0.01 |—0.0851 0.01
MKT 0.1187 021 |—0.0630 0.06 |—0.0068 0.00 0.0896  0.12
YEAR(A=H 1) i x3 i x3
VIFZ] v gk 1.6888 1.6799 0.9792 1.7215
Likelihood ratio 18.4025™ 10.2334 7.5454 22.9090™
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M 22 MEAMT| MEEHMIIH
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CH 12> ZARR! WA Yakt ZEARAZE F4 7He 27 (N=288)
AH DECREASE = ay + b*BANB + by*NBB4 + by#d SIZE + by*d INVREC + bstd LEV
+ bgtd ROA + b*MKT + Y)b*YEAR, + u

Mo A = Wald z2 p—value
Intercept —0.4089 1.28 0.2583
B4NB 0.9766 9.06™ 0.0026
NBB4 —0.6709 2.31 0.1285
d SIZE 0.6780 1.25 0.2643
d INVREC 4.1508 5.28™ 0.0216
d LEV —0.5416 0.16 0.6898
d ROA —0.8959 0.78 0.3764
MKT —0.5307 3.31° 0.0688
YEAR(AZ=H 1) *3t
VIFZ] o gk 1.4633
Likelihood ratio 28.1651"

1) AH_DECREASE : 7HARA[ZEo] ZAEQI oW [, ofH 0, BANB : 34 HARIOA A F4 7RAl o
2 wAEHFRA)S 45 1, oFU¥ 0, NBB4 : AF4 AN nEF AARICZ wA g den
Ay 7851, o™ 0, d_SIZE : log( Al A% FAh —log( A HH A= FAF4Y), d INVREC © A
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FHANFADH—2A AAAE LEV, d_ ROA : 1A % ROA(B7IEC|/FAMh) — A A-AAE
ROA, MKT : A7 Hu|(f7FsdAgeld 1, of¥ 0), Year : 91% HH|
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A Study on Auditor Change and Initial Audit

Fee Discount

Jongsung Park® - Sunghwan Kim** - Eunhye Jo

<{Abstract>

This study investigate whether firms in financial distress try to switch to a lower quality auditor
and initial —year audit fee discounts happen more frequently in the sample of switching to a lower
quality auditor compared to switching to a higher quality auditor. This paper also examine the
effect of the fee dependence to a specific client and non—audit service provision on the initial
audit fee discount.

The empirical result shows that firms who have bad financial conditions generally are more
likely to switch to a lower quality auditor rather than to a higher quality one. We also find that
initial engagement discounting is more likely in the case of switching to a lower —quality auditor
than in the case of switching to a higher —quality one. It was found that more than fifty percent
of downgrade sample(switching from a higher—quality auditor to a lower—quality auditor)
discount their audit fees. In addition, the greater the fee dependence to a specific client is, the
more initial audit fee discount happen. However, there is no relation between non—audit fee

provision and initial audit fee discount.

<Key words> auditor change, initial audit, audit fee discount, audit quality

* Professor, Dept. of Business Administration, Sookmyung Women's University
x+ Ph.D Student, School of Business, Yonsei University
s+ M.S. Student, Dept. of Business Administration, Sookmyung Women's University



