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Internal Audit Quality and External Audit

Hyo Ju Kim

Department of Business, The Graduate School,
Pukyong National University

Abstract

The purpose of this study is to analyze the relationship between internal audit
quality and external audit by measuring internal audit quality. Specifically, it is
to analyze whether the internal audit quality increases or decreases external
audit time, audit fees, audit quality, and audit risk. External auditors review and
comment on whether the entity has properly accounted for in accordance with
accounting standards. The reason for strengthening audits with the recent
revision of the law is that the results of all management activities of the
company ultimately appear in the figures in accounting. As external audits are
important, and the importance of internal audits increases day by day, research
on the relationship between internal audit quality and external audits is timely.

This study is defined as IAQ by measuring internal audit quality based on
international standards, domestic standards and regulations on internal audit,
and prior research. The primary analysis of the relationship between the
measured JAQ and audit time, audit fees, audit quality, and audit risk is first
analyzed. Secondly, in order to clearly demonstrate the IAQ, the study is defined
in detail with independence, expertise, scale, and scope, and conducted analysis
of the relationship between each characteristic and audit time, audit fee, audit
quality, and audit risk.

We find the following empirical results. The internal audit quality(IAQ) showed



a significant negative relationship with external audit time, audit fees, and audit
risk. It means that a excellant internal audit quality can reduce external audit
time, audit compensation, and audit risk. In the analysis by characteristics,
Independence affects the reduction of audit time and audit fees, Expertise affects
the reduction of audit risk, Scale affects the reduction of audit time and audit
risk, and Scope affects the reduction of audit fees. We provide empirical
evidence that if the internal audit quality is excellent, it contributes to the
external audit, thereby increasing the efficiency and effectiveness of the external
audit.

This study has the following significance. First, this study measures the
internal audit quality by using the data disclosed in the business report as much
as possible. It means that the foundation for internal audit quality evaluation
has been established since then. Second, it prove the necessity for mutual
cooperation and complementation between internal audits and external audits.
These results will contribute to decision making by enterprises, auditors and
regulator. Third, strengthening internal audits means investing in a greater

value of the entity than to contribute to external audits.

Vi
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322 AAET B

FEE = o+ £ IAQ + 4 SIZE + 4 IRISK + 4 SBSUB
+ A LEV + 4 ROA + /4 BIG4 + 4 AUDCH
+ A4 AGE + 4, OPIN + /4, MANSR + /4, DUAL
+ XYD + XIND + & 2(3)

FEE = a + 8, STATUS + ff, EXP + f3, IA + f8, SCOPE
+ B, SIZE + f, IRISK + 8, SBSUB + f, LEV
+ 8, ROA + B, BIG4 + 8, AUDCH + S, AGE
+ B, OPIN + f,, MANSR + ., DUAL + YD
+ TIND +¢ (24)
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323 AAEH 2¥

DA = a+ £ IAQ + 4 SIZE + 4 IRISK + 4, SBSUB
+ 4 LEV + 4 ROA + 4 BIG4 + /4 AUDCH
+ 4 AGE + /4, OPIN + £, MANSR + /4, DUAL
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+XYD + XIND + ¢ 2](5)

<HAE>
DA @ 4 Jones @9 A4 LAY

= -

AREV — AAR PPE

=q( )+ a,( )+ ay ( )+ e 4®
Ay A, ’ A T ﬁl
T4 1 AREV — AAR PPE
A - “a )+ a ( ) + a ( )} 21(7)
Ay { A, ’ Ay T A —'
TA : 3EAN(F7]+old-FHA=EF
; A, NS
AREV : i &4 9] ®HF AR
. N 4 (= =g
AAR : "iEA A WS DA : A FA A
PPE : 7 dd Aduzpl

DA = @ + f, STATUS + 8, EXP + f, IA + f, SCOPE
+ 4 SIZE + 4 IRISK + 4 SBSUB + 4 LEV
+ 4 ROA + /4, BIG4 + 4, AUDCH + 4, AGE

+ [, OPIN + 4, MANSR + 4, DUAL + xYD
+ XY/IND + ¢ (218)
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A AR

flo

AR FREy g FEHE DAY 4 Jones B E
g3ttt o7 A
= 2 G)eA TAQeE A@®)AdA Zt my¥wa STATUS, EXP, 1A %

=

(Dechow et al. 1995) 0. & AAFsE A 2k2 kA ol19)S A}

19) AFA WYNL AGT W Aste] $FYF 2718 % Wi DAS g3,
YR 2718 Bu @ W DARUES ASdth AFAuANe A}
A0 WEAD A AT GAELY AsAGe Axsar] A
Aol AL E FrHFAFS) o)A 2016)
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324 A9 8 28

RISK = @+ £ IAQ + 4 SIZE + 4 IRISK + /4, SBSUB
+ 4 LEV + 4 ROA + 4 BIG4 + 4 AUDCH
+ 4 AGE + 4, OPIN + 4, MANSR + 4, DUAL
+ ¥YD + $IND + ¢ 4(9)

<>
RISK : t+1d =200 @z A 4, QAFAZTH A2 DA
A SH%] Aol T JOMDN0 EEme sl 7t )

RISK = @ + ff, STATUS + ff, EXP + 5, IA + f, SCOPE
+ 4 SIZE + 4 IRISK + £ SBSUB + 4 LEV
+ 4 ROA + 4, BIG4 + £, AUDCH + /4, AGE
+ 4, OPIN + 4, MANSR + /4, DUAL + £YD
+ ZND-+ € (410)
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ol #3F o AFA A ol gl ouw]o]t)

7N BARFEESY NESAES B, 7R (SIZE) e FiFd 4G
< 26.800(26.536), AlaApabat wjEA @] vl &IRISK) O Ht (F4ah)S
0.259(0.250), &% A3 AF(SBSUB) 9] H (5470 1.961(1.732)¢] a1,
AU (LEV)S Hit 4285%°]th. FAHite]l 9 E(ROA)S Bt (Fdah) <
0.024(0.029), 71 AdeolF 7IZHAGE)S B (F9wh)- 3.770(3.932),
3| Al R (BIGAH S Hie 06722 67.2%7F N3] AR e HALS
W gl HARRD WA(AUDCH) S st (F < 4h)< 0.124(0.000), 7HARS A
(OPIN)9] 2 09982 99.8%7F Adozs wa glrh dLA2u&
(MANSR)®] #HH(F943)2 0.118(0.053)2 YEbSkaL, Afet He] &
(DUAL)®] H#L 077302 77.3%7F EdHo] e Aow Uyt
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<E 15 > Jl=sAY
3 B &5k R =518
TIME 7.336 0.814 5.817 7.184 9.957
FEE 18.547 0.826 16.951 18.369 21.122
DA -0.241 0.263 -1.088 -0.217 0.618
RISK 0.257 0.449 0.000 0.000 3.000
IAQ 1.508 0.723 0.000 1.500 3.000
STATUS 0.294 0.456 0.000 0.000 1.000
EXP 0.367 0.328 0.000 0.500 1.000
1A 0.264 0.276 0.000 0.500 1.000
SCOPE 0.588 0.357 0.000 0.500 1.000
SIZE 26.800 1.489 23.928 26.536 31.054
IRISK 0.259 0.145 0.004 0.250 0.629
SBSUB 1.961 2.060 0.000 1.732 17.578
LEV 0.428 0.198 0.056 0.426 0.896
ROA 0.024 0.079 -0.352 0.029 0.225
AGE 3.770 0.509 2.079 3.932 4.533
BIG4 0.672 0.469 0.000 1.000 1.000
AUDCH 0.124 0.329 0.000 0.000 1.000
OPIN 0.998 0.041 0.000 1.000 1.000
MANSR 0.118 0.142 0.000 0.053 0.530
DUAL 0.773 0.419 0.000 1.000 1.000

IEEEIEE
TIME
FEE
DA

RISK

IAQ
STATUS
EXP
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SCOPE
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AN he] A= 3
AR e Apd 2= gk
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< E 16> FL Hyol A 2M(0]FAHHK)

FEE  TIME DA RSK  1aQ S8l Exp A SOP sze o misk SBU ev roa AGE Biaa AUPC opy MAN S DUA
us E B H SR L

FEE 1

0.902
TIME * k% 1

-0.138 -0.113
DA * % % * 1

0.048 0.039
RISK kK kK -0.002 1

0.102 0.1 -0.038
IAQ * ok % * % % 0.000 * % 1
Stam 2B 2 e oms O !

0. 0.092 0.043 -0.04 0.439 -0.039
EXP * % % * % % * Kk * % * ok * * % 1

0. 0. -0.060 0. *
IA * ok k * Kk * % % 0.023 * Kk 0.022 0.031 1
3C 0.539 0.075
E(JOP -0.008 -0.001 -0.001 0.002 * Kk 0.023 0026* * ko 1

S 0.833 0.852 -0.175 0.1 -0.049 0.098 0.358
SIZE * Kk * %k * sk k 0.024 * ok k * K K * ok * * Kk 0.020 1
. -0.244 -0.263 0.116 -0.035 -0.032 -0.124 -0.298

IRISK * K * * % % * sk k * % * % 0.003 0.006 * % * 0.025 * % * 1
1)« e = FEAA T 217 10%, 5%, 1% T2 A EAA°E Fo1¢.
2) Mol o= <E 15 >¢ T3k
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RoA  AGE  Bigt AUDG opy  MAR DUA

LEV

jejes)
N

95}

TIME pA RSk 1aQ OTAL Exp m SO spe misk SB

‘E

FE

SBSU

0.221
* sk K

LEV

*

S*

0.171
* %

-0.020

0.037
0.019 0.022 -0.015 0.008 * % -0.014 -0.011

AGE

1

-0.018

0.007

-0.021

-0.010 0.009

AUDC

0.012

0.001

25

0.023 0.014 0.028* 0.013 0.0:

0.025

0.066
-0.001 * ok

-0.015

OPIN

-0.012

-0.015

.561
* %

-0.
*

-0.006

0.034
* ok

0.211
* sk K

DUAL

B

%, 1% 3ol SAH 2

6, 5

81



=

=

Fol &4 T-test 23}

It

2

i

FAF A ZHTIME) 9
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Hagdo] zHAbe} o]ARE <l
|7Ee] Aol 7F Atk EXPoll A

-

1

gltt, STATUS

TIME €]

o]

17F siet.

p—value
-45417
21.070™"
-8.681""
11.699™
19.633"""
3.898""
-3.704""

0.116
0.555
0.202
0.681
0.443
0.097
0.087

Aol 7k 9lth. SCOPESI A <f 59 ¢l 71
Difference
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7.254
7.370
7.756
7.201
7.232
7.434
7.989
7.308
7.563
7.120
7.372
7.275
7.295
7.382

Cki

EXP(1)=1
EXP(1)=0
EXP(2)=1
EXP(2)=0
IA(1)=1
IA(1)=0
IA(2)=1
IA(2)=0
SCOPE(1)=1

STATUS=1
STATUS=0
SCOPE(1)=0
SCOPE(2)=1
SCOPE(2)=0

TIME




1) W A

TIME td= ZAMAIZES] AA R g

FEE td% AR AR g

DA T4 JonesE 3| AleFA Ayl

RISK tHr1d = OFEA A, QAFARSFA, Q4w A2 A A A7}

Qo] olyw 0 (D,2,89 A)

STATUS AL, AR D8], o] AbS] o] B of K-

EXP(1) CPA, CIARIZA Zo] glom 1, olyd 0

EXP(2) Ahele] dFAE T4 ool 1, ofbyw 0

IA(D) WAL 1] F7F Qe 1, ofY W 0

IA(2) ARl Fo T894 ool 1, obyd 0

SCOPE(1) AEFHY 5 0 G, A7), B, S, AAZANE 1, ok 0

Adg gy 5 @ AAY AT (FAH el Z*H%,
SCOPE(Z) ]71—/\]—/\1H]/\) .AUJJ,]-Q(EH%’ j]-‘?:} Z;(]. 71—;<]. -51—131 74)\]_)
71 A Bl 2 (Y F AR A ) A A Aol 2o sk 1 oby™ 0

< ¥ 18 >& E&WS ARG (FER)O| dldh Z=gwW49o i xfo] A

Aytolt}, ZAAAZHTIME) ¥ vlx7R 2 BE SAAAA A 7F 7938
kol 7F e Aoew Yeygth SH1AdY AS dlEolA T AGAA B
stE A9 ZAF 2 oJAbg]e] R ast= A4S AARAIZR Aol b QLT
Aol A5 sARA ST e 459 g A Aol7F o, AR
o] A= F95 ol olst o] o] 7t Tt

TR A9 APl A= A9 gl AF Aol7r A, di A5
ol 3} o]zl Heto] xol7t vk WM A AU AN = H
FoF 471, 4, FAL, Y, AA ZALE BT oste Juo] zpolrt Qlal
F-7ARQlo] MY o sk oA A Aol Fosh= oty ofd Hut
o] zpol7} Q= Aoz YEgTh
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< E 18 > AR HHEXOIEY

Lk B Difference p-value
STATUS.0  l1sam 0116 -

AP0 154w 0537 20054

S I B8

FEE a0 lsely 07 12121
%ﬁ%z(l) ﬁﬁgg 0.449 19.632°

gggﬁggié g%é 0.082 3.238""
SCOPE(2)=1 18505 . -

SCOPE(2)=0 18.594
DHEFY AYgE < § 17 >3 593
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< E 19> HdAMEHS EAolEN

ik B Difference p-value
ﬁﬁggié :8332 0.007 0.756

BXPD0  oom 00N 1918

Egg;zé :8352); 0.025 3.321°"

DA %ﬁ%;i(l) :8:%% 0.074 -3.893"
%ﬁ%z(l) :8:%3 0.018 -0.085
SCOPE(-0 0 0% L1
gggﬁg%zé :8133(1) 0.001 0.159

DHEFY AYgE < § 17 >3 593

< E 20 > TEHST IASIFERISK)O e Sywso Pl
A Adtelrt. STATUSSF EXPellA Apol7k Qhal yojx|= iAozl 1
BhubAl ek, 94 As dEoA & FIANA Bask= P59

WAL R o)A mIstE A% Felz} vk
=]

o
rir
2
X
X
g0
K
2 C
-
oL
do
rlr
S
>,
Jim

85



< X 20 > #dAE el HHAROIEN

i B Difference p-value
STATUSG 0210 0.04 205"
BXPO0 09 001 0682
FXb(D0  05% 005 4015
ﬁg;z(l) 8:3?8 0.02 -1555
388}3%853) 8:328 0.00 -0.236
SCOPE(2)=1 0.260 oL I

SCOPE(2)=0 0.250
DS Aol < % 17 >3 593
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< E 21> 3HEM : Jtd19 HEE T

IME W AAHE R Nd 24
coef. t-value coef. t-value
(=) -1.790 -7.365 -1.790 -8.748
TAQ -0.032 -4.134***
STATUS -0.022 -1.861*
EXP -0.030 -1.409
IA -0.052 -3.363***
SCOPE -0.024 -1.417
SIZE 0.337 57.938*** 0.337 56.659***
IRISK 0.053 1.177 0.053 1.187
SBSUB 0.102 28.062%** 0.102 27.957***
LEV 0.202 6.141%** 0.207 6.248%**
ROA -0.238 -3.010*** -0.238 -3.013#**
AGE -0.011 -0.969 -0.009 -0.857
BIG4 0.232 17.764%%* 0.233 17.800%**
AUDCH 0.046 2.736*** 0.046 .72+
OPIN -0.194 -1.449 -0.194 -1.444
MANSR -0.269 8561l -0.265 -5.516%**
DUAL -0.010 -0.636 -0.009 -0.549
YD X3 xgh
IND ' iy x3
F-value 513.043*** 466.568***
adj R? 0.791 0.791
1), xx, s FSHAAOZ Z42F 10%, 5%, 1% FolA SAHSZ {28
2) Mol Aol <3 15 >9F 5YE.
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WRgEALE) Flo17h RAAF AL wek 9 ghA N} e e

< E 22> 3HEAN :td29 AB5ET

W52 ANE 2 Md &4
FEE
coef. t-value coef. t-value
(%) 9.278 40.391 9.522 40.532
TAQ -0.031 -3.651 ***
STATUS -0.028 -2.008**
EXP -0.029 -1.515
1A -0.011 -0.439
SCOPE -0.066 =-3.750***
SIZE 0.355 54.338*** 0.350 52.152%**
IRISK 0.065 1.288 0.063 1.314
SBSUB 0.088 21.586%** 0.092 22.591***
LEV 0.341 9.232%** 0.267 7.359%**
ROA -0.401 —4.511*** -0.463 —5.132%**
AGE -0.020 -1.627 -0.031 =2.447**
BIG4 0.153 10.400*** 0.147 9.811 %+
AUDCH 0.007 0.385 0.009 -0.493
OPIN -0.506 -3.361*** -0.514 —3.324%**
MANSR -0.294 —5.481 %** -0.385 =7.049***
DUAL -0.014 -0.781 -0.027 -1.462*
YD X3 23
IND xg x3
F-value 418.213*** 458.913***
adj R2 0.741 0.740
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2= 0]

F Ak AASAE gFAn

(2005) HE&of <3 A FA dAydoz FIALE

i Folahx| eka wsEk fEoln

< E 23 > 37EA

: 7139 43Z

WHZAE 2 NE 4
DA coef. t-value coef. t-value
(%) 0.485 5.439 0.480 5.327
TIAQ 0.003 0.972
STATUS -0.001 -0.189
EXP 0.005 0.688
IA -0.001 -0.076
SCOPE 0.008 1.268
SIZE -0.032 —12.728*** -0.031 -12.380***
IRISK 0.167 8.819%** 0.166 8767+
SBSUB 0.024 13.961*** 0.024 13.816%**
LEV -0.163 -11.429*** -0.164 —11.442%**
ROA 0.373 11.096*** 0.375 11.127***
AGE -0.008 -1.607 -0.008 -1.624
BIG4 -0.020 =3.598 %% -0.020 -3.636***
AUDCH -0.010 -1.567 -0.010 -1.552
OPIN 0.145 2.405%* 0.144 2.393**
MANSR 0.046 2.287** 0.044 2.173**
DUAL -0.008 -1.123 -0.008 -1.156
YD xst g
IND x5 x3
F-value 58.475%+* 53.172%**
adj R? 0.299 0.298
1) %, wx, wexts GEAAOR 242 10%, 5%, 1% FENA BAROZ Fo3
2)tﬂ 4 dol= <% 15 >9 #4%
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< E 24> 3HEM : JHd4e] HEE T

W AAHE R Nd 24
RISK
coef, t-value coef, t-value
(%) 0.065 0.395 0.023 0.097
TAQ -0.024 -1.962**
STATUS -0.016 -1.177
EXP -0.051 -2.604***
IA -0.069 —2.781***
SCOPE 0.015 0.833
SIZE -0.007 -1.050 -0.004 -0.522
IRISK -0.108 =207 9 -0.108 -2.081**
SBSUB 0.014 3.301 0.014 3.383%**
LEV 0.160 4.7739%** 0.175 4.596%**
ROA -0.401 =4. 8055k * -0.402 —4.397***
AGE 0.008 0.650 0.007 0.563
BIG4 -0.016 -1.030 -0.016 -1.046
AUDCH 0.051 2.621%** 0.050 2.586%**
OPIN 0.229 1.482 0.228 1.473
MANSR -0.120 AN -0.125 —2.253**
DUAL 0.007 0.400 0.005 0.295
YD X3 xgh
IND ' iy x3
F-value 13.292%** 12.373***
adj R? 0.071 0.072

D) x, wx, wsxts FEPAFOR 77 10%, 5%, 1% FolM BAAoR fogh
2) Mo Aol <F 15 >9 4%
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< E 25 > RISK(&#AI®I &)l 2x|2H 3724 1

welA A ATAES FEPp
IAQ k! IAQ EA42 IAQ EA4d
1AQ 0.076 0.101 0204
0.053 3728° | 3015 0557 0.064
0.336 0.002 0.102
STATUS 0.496 1.360 0.064
0.701 ~0.246 70.99%
EXP 1.027 5.002°° 3.015°
" 1319 ~0.373 0.297
2.157 7.141°"" 0.187
0412 0.083 0.033
SCOPE 0.448 0.787 0.004
- 0263 | -0178 | —001l 0013 | 0490 | 0469
1.430 0.611 0.088 0126 | 7380 | 6.496""
RSk 1808 | 1644 | 0401 | 0400 | 2846 | 2742
1.012 0.757 1.923 1.906 3989 | 3.640"
0276 0315 | 0063 0.065 0.064 0.087
SBSUB | g ouzeer | 9g37* | 77627 | 8267 | 0301 0526
by 2.923 3115 0.663 0.641 6747 6.701
5555 | 6.050° | 10276 | 9.341*** | 40.238*** | 39.231" "
FOA 186 | 194l | 2023 | 202 1633 1453
0.736 0776 | 17320 | 17252 | 1017 0.306
e 0.331 0.401 0,008 0.005 1.250 1222
0.439 0.647 0.013 0005 | 5082 | 4856
4 0609 | 0637 | 0088 | 0039 | 0073 | —0081L
1.983 1.402 1.086 1.002 0.033 0.041
0.320 0772 0.154 0.149 1.251 1.260
AUDCH 2472 2.196 2.194 2051 | 105627 | 10.634°*
OPIN 16449 | 16216 1.993 1979 | 0339 | 0419
0.000 0.000 3146° | 3108 | 0088 0.100
3031 | 3075 | 0478 | 0515 | 7833 | 7507
MANSR 1.489 1378 2.967 2587 | 7929°** | 7.379"*
DUAL 0526 0583 0.039 0028 | 0218 | 019
0.364 0.464 0.137 0.073 0.110 0.081
w3 45968 | 50411 | 338828 | 349.034 | 125708 | 128455
Nagelkerke
" 0.162 0.177 0.101 0.104 0.281 0.287
OLL | 245765 | 241322 | 5011.224 | 5001017 | 337.241 | -334.495

F1) Z3Fe Walde Al 7. s = 1%, 5%, 10% 2.
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