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{Table 2> Summary Statistics from Regressions of Market Value of Equity on

Accounting Measures(BVE, NI) by Auditor Designation or not

Panel A : The Value Relevance of Designation Firm

Model 1 Model 2 Model 3
BVE 0.937"(77.83) 0.838"(63.70)
NI 3.8327(36.90) 1.378"(16.44)
Yeardummies Included Included Included
Industrydummies Included Included Included
Adj.R2 0.6135 0.2922 0.6363
F -value 141.46™ 37.52" 152.74™
# of Sample 4,336 4,336 4,336
Panel B : The Value Relevance of Non-Designation Firm
Model 1 Model 2 Model 3
BVE 1.27077(80.33) 0.9717(38.63)
NI 8.439"(67.98) 2.8177(15.17)
Yeardummies Included Included Included
Industrydummies Included Included Included
Adj R’ 0.7895 0.8533 0.5015
F—value 164.88™" 126.48™ 169.92°
# of Sample 9,572 9,572 9,572
Panel C : The Comparison of Value Relevance of BVE and NI by Designation or not
Model 1 Model 2 Model 3
BVE 1.27877(97.59) 0.995"(47.18)
NI 8.569"(80.19) 2.7077(17.08)
BVEdesigfirm —0.342""(—11.16) —0.160""(—4.26)
Nidesigfirm —4811™"(—21.64) | —1.359""(—36.45)
Desigfirm Included Included Included
Yeardummies Included Included Included
Industrydummies Included Included Included
Adj R’ 0.4918 0.4012 0.5037
F—value 233.06™ 161.65™ 236.25™
F test : Coefficient e
(NIdesigfirm — BVEdesigfirm) N/A 667
# of Sample 13,909

MVE=market value of equity per share ; BVE=(asset—debt), per share ; NI=netincome per share ;

Designation firm=if firm are designated then 1, else 0 ; Non—-Designation firm=if firm are not designated

then 1, else 0.

#* %% and *** denote significance at the 0.1, 0.05, and 0.01 levels, respectively.
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(Table 3> Summary Statistics from Regressions of Market Value of Equity on

Accounting Measures(BVE, NI) in Auditor Designation

Panel A : The Value Relevance of Pre-Designation Year

Model 1 Model 2 Model 3
BVE 0.366"(9.28) 0.367"(9.25)
NI 0.097(0.35) —0.101(—0.46)
Adj R’ 0.6883 0.5893 0.6877
F -value 38.83" 22.57 37.60"
# of Sample 176 176 176
Panel B : The Value Relevance of Designation Year
Model 1 Model 2 Model 3
BVE 0.7007°(24.79) 0.49577(16.37)
NI 2.4587°(19.87) 1.31577(11.29)
AdjR® 0.8179 0.7644 0.8662
F -value 43.04™ 31.35™ 60.16™
# of Sample 393 393 393
Panel C : The Value Relevance of Post-Designation Year
Model 1 Model 2 Model 3
BVE 0.667"7(20.05) 0.590""(12.35)
NI 2.38777°(10.57) 0.5987(2.59)
Adj R’ 0.7696 0.7092 0.7989
F -value 3526 13.69™ 40.65™
# of Sample 176 176 176

MVE=market value of equity per share ; BVE=(asset—debt), per share ; NI=netincome per share ; Pre -
Designation Year=if year is the previous year of desigantion then 1, else 0 ; Designation Year=if year is
the year of designation then 1, else O ; Post—Designation Year=if year is the after year of designation
termination.

#* %% and *** denote significance at the 0.1, 0.05, and 0.01 levels, respectively.
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{Table 4> Summary Statistics from Regressions of Market Value of Equity on

Accounting Measures(BVE, NI) in Auditor Designation

1. Except Postdesig 2 Except Desig Year 3. Except Predesig
Year Year
Comparison between = Comparison between = Comparison between
Predesig and Desig | Predesig and Postdesig: Desig and Postdesig
BVE 0.450™" (12.17) 0.585™" (16.50) 0.515™" (15.43)
NI 0317  (1.50) 0.525™" (2.97) 1.269° (1)
BVEDesig 0.320™ (2.46)
NIDesig 1.0077 (4.24)
BVEPredesig —0.159"" (—3.29)
NIPredesig —0.172" (—1.66)
BVEPostdesig 0.145™" (3.27)
NIPostdesig —0.927™" (—2.89)
Desigdummy Included
Predesigdummy Included
Postdesigdummy Included
Year and Industry dummies Included Included Included
Adj.R® 0.8599 0.8756 0.8546
F -value 77.05" 62.89"" 77.61°°
# of Sample 571 354 571

MVE=market value of equity per share ; BVE=(asset—debt), per share ; NI=netincome per share.
#, %% and *** denote significance at the 0.1, 0.05, and 0.01 levels, respectively.
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{Table 5> Summary Statistics from Regressions of Market Value of Equity on

Accounting Measures(BVE, NI) by Auditor Designation or not

Panel A : The Value Relevance of Pre-Designation Year

Designation Firm Non-Designation Firm
Model 1 Model 2 Model 3 Model 1 Model 2 Model 3
0366 0367 1412 1.020"
BVE
(9.28) (9.25) (35.45) (16.51)
NI 0.097 —0.101 13.484™ 5.043"
(0.35) (—0.46) (26.90) (7.91)
Adj.R2 0.6883 0.5893 0.6877 0.8258 0.7408 0.8507
F-value 38.83" 22.57" 37.60 40.04 24.54 47.03
# of Sample 176 176 176 352 352 352
BVEdesigfirm —0.8977(3.56)
NIdesigfirm —1.356"(8.96)
Panel B : The Value Relevance of Designation Year
Designation Firm Non -Designation Firm
Model 1 Model 2 Model 3 Model 1 Model 2 Model 3
BVE 0.700"" 0.495™ 1.500"" 1378
(24.79) (16.37) (46.69) (35.09)
NI 2458 13157 6.409"" 12577
(19.87) (11.29) (20.41) (5.09)
Adj.R2 0.8179 0.7644 0.8662 0.8752 0.8551 0.7818
F-value 43.04™ 31.35™ 60.16™ 57.92°" 14.79" 59.05""
# of Sample 393 393 393 786 786 786
BVEdesigfirm —0.786 7 (3.25)
Nldesigfirm 0.036(1.26)
Panel C : The Value Relevance of Post-Designation Year
Designation Firm Non-Designation Firm
Model 1 Model 2 Model 3 Model 1 Model 2 Model 3
BVE 0.667" 0.590"" 1.092" 0.876™
(20.05) (12.35) (30.10) (18.42)
NI 2387 0.598" 7.369"" 2.769"
(10.57) (2.59) (22.22) (7.98)
Adj.R2 0.7696 0.7092 0.7989 0.7852 0.7654 0.7995
F-value 3526 13.69™ 40.65™ 3332 18.56™ 4236
# of Sample 176 176 176 352 352 352
BVEdesigfirm —0.538"7(2.89)
Nldesigfirm —0.968""(3.01)

MVE=market value of equity ; BVE=(asset—debt), per share ; NI=netincome per share.

# % and *#* denote significance at the 0.1, 0.05, and 0.01 levels, respectively.
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Auditor Designated Firms and Value Relevance

of Accounting Information

Jeong Ok Kim®

{Abstract>

Reliable accounting information is an important input in firm valuation. Reliability of accounting
information is reasonably assured by firms’ external auditors. External auditors are hired in one of
the two ways : the issuer’s discretionary selection and regulators’ designation. So it would be
interesting to investigate whether regulators’ auditor designation is a positive influence on firm
value. We use, unlike prior research, value relevance to measure audit quality. Korea serves as a
perfect setting for the research of this kind because in Korea the two auditor—hiring methods are
in practice. The findings of this study have both academic and policy implications. First, our study
is another addition to the literature which supports regulators’roles in maintaining the quality of
external auditing. Second, we look at the issue of audit quality through the lens of wvalue
relevance, a departure from the research tradition in audit quality which focuses on discretionary
accruals and other earnings management practices. Lastly, this study promotes both academic and
practical awareness of each different reason for auditor designation because each reason may have
a different influence on value relevance, and ultimately, firm value.

<{Key words> Value relevance, Auditor designation, Accounting information

* School of Business, Yeungnam University
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