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Abstract This study verified whether the increase in an auditor's audit risk and investor's investment risk
due to an increase in a company's cash holding level is offset by the ability of an able manager. The
empirical results of the study showed that audit time(fee) increased as the company's cash holding level
increased. It was also observed that the manager's discretion to gain a private profit in the process of
investment decision-making and the company's operation increases as the amount of cash held
increases. Meanwhile, there was no significant relationship between cash holding level and audit risk in
the sample of companies with excellent managerial ability. This means that a company with excellent
management invests and allocates cash appropriately where it is needed for the business operation
rather than for personal gain. Finally, the expected negative stock price response due to the increase
in the cash holding level and audit time was found to be positive in companies with excellent managerial
ability. This implies that the ability of excellent managers also receives a positive stock reaction from
investors despite the increase in the cash holding level and audit time. The contributions of this study
are as follows: First, a manager's ability contributes to improving the reliability of financial statements
by reducing the auditor's audit risk and the investor's investment risk. Therefore, companies should
appoint excellent managers to improve the reliability of their financial statements or develop and
implement measures to maximize the abilities of the existing managers. Second, external auditors fulfill
their role in reducing the audit risk of financial statements by putting in additional efforts.
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A 1). Eq. ()9A Eﬂt&#ﬂ CASH®}F F&8i4<1
AHOURZ} AFEEE R9Jgt ¥H(+)9] #3571 dlAydct. 7t
A 204 EFEREC] A nAlE HHY
A7 B9 Yl webA G EA Eelskqich
grek, 7Hd 27F ofldat GAFE Eq. (DOllA A7
50| LA ) HEEoAE CASHY
AHOUR3} AFEEZFS] A7L oot gk2(-29fgh) &
A7} dPFEeh HREC R Eq. (2)= 7H 3& AFSH]
9t BP0 AP 5ol 43 REAE EFE
92z ZFARRZEe] AbsARg 49l AHOUR x CASH

_DE FI% DY A F2 FsHA &2 BAL
.
AHOUR(AFEE), = a, +b, CASH, +b,SIZE, + b, LEV,

b AR_INV, +b, ROA, +b,LOSS, +b. FOR, +
b LARGE, +b,CFO, +e,
M

CAR, = a, +b AHOUR, +b,CASH_D+
b, AHOURX CASH_D+b,SIZF, +b,LEV, +b, ROE, +¢,

2
AHOUR = Log(audit hour)
AFEE = Log(audit fee)
CAR = Cumulative abnormal return
MA = Managerial ability
CASH = Cash and cash equivalent / total asset
SIZE = Log(total asset)
LEV = Total debt / Total equity
AR_INV = (Account receivable+inventory)/total asset
ROA(E) = Net income(total equity) / total asset
LOSS = If net income is smaller than 0, then 1

otherwise 0

FOR = Shareholdings of foreign investor
LARGE = Shareholdings of large shareholder
CFO = Cash flow from operation / total asset

2 A79 7Hd 13 M 29] E8RSE 719 E5

c”"‘(CASH)_E APATFLL} FASHA 7190] B

St Sl @EHET A SAMICE Lro] N"E

WEHB 24]. 7H4 13+ 714 29] E&HSE AR
(AHOUR)T ZHAME=(AFEE)°H 22t AR 1 Fst
k.

71 29t 74 3ollxds ARA e wet FES
E5l9=d FG9A 5382 Demerjian et al.(2012) [6]
oA 9] WHES 0|85}t Demerjian et al.(2012)
(6} APAT HxE HYA9] 58S AEstgleon &
T AR FEE=T A 9 @A E ARy
= ol-&ste] ARl BEHS A E AEE 574
gk ARl 88442 FARE A WielA &4 719
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o] gl FEH 0T WiES BAFAEAE Avlst= Table 1. Descriptive statistics

Ao AFZEQ] &S YA g AleE EolRayu
o8 A=l WEs okt AHE FeERe Var Mean Min Max Std

“Hgﬂﬂ, Tfuieltaiy], @A FPRAte R AHOUR | 7.4837 0.8523 4.6444 9.3968
RETh 28 1DA0A] AFSE AEe afA = AFEE 117977 0.8537 9.2103 13.7536
ol Eoo gole ot ARl LEe ZAs CAR 0.0020 0.0320  -0.0971 0.1559
19 Sl = Aot 3 OL} sHE 57 ;E} MA 0.0048 0.2032 -0.5221 0.4004
Demerjian et al.(2012) [6]°14= 71h+HR, Fo9d= CASH 00562  0.0635 0.0003 0.5057
5E, 7]%}@ ﬂﬁ}ﬂa AR, AFFEEs 183 AR SIZE 20.1192 1.4619 163087  23.5432
H-8S 7| E9 goloz yHEskYL) olgst 7Y LEV 0.9222 1.1519 0.0093 6.9667
ARLINV | 0.2463 0.1526 0.0016 0.6762

EQ Qo 2 =3 KA AMRAol & -
‘—] e s Aok, oA 2 ROA 0.0138 00874  -0.6265  0.2631
AE& S5HE Agste] BEYIS|AEAE HAls o LOSS 0.2364 0.4249 0.0000 1.0000
ARE AR o] gexz Fesi9t FOR 0.1067 0.1246 0.0000 0.5307
4357 0.1626 0.0644 0.7940

7H8 39] 2&WSL A2 712201 8(CAR)O L% LARGE 0

. Fd 39 25 HEASABCAR) TP 7 CFO 0.0428 00668 -02907 _ 0.2995

Z 3015 A7 3t 7|17 TAGUEE TA
chedE, AIYe 25U et 234
£ AESY] 9%t o EE ARG T AR
@ol lom & AFoi= AFEFS ARSI oH ‘ir

1) See page 4 for the definition of variables.

Table 2. Correlation matrix

717k oHIE 7|7+ o)A 1800t} sHH, = AFEE  CASH  MA  SIZE ARINV  LEV
o511 5] FUE A WAL FANAE & o] T T T T T
Asto] JAHEP ZFsH AFEE -0.0904 -0.2402 0.822 -0.0950 0.2422

<.0001 <0001 <.0001 <.0001 <.0001
0.0266 -0.1676 0.0174 -0.1037

3.2 B2 MH CASH 0.0842  <.0001 042521 <40201

-0.1301 02149 0.0677

2 A7 20159ERE 2020874 SAEEag <0001 <0001 <0001

. ~ 01864 0.1744

Oﬂ *ch}% 12% ‘?—:1.' @ﬁ]ﬂcﬂ = T_:L‘g‘%}:] 1;% Edcﬁoﬂ OH SIZE 0001 <0001

FoHAl @hom Fn-Guideolld AFARE & 5 Ue AR_INV 3'(2)(2)(7)%
71902 FHgoigitt. EAo] "ast AFEAEE .

N ) _ ROA 1055 FOR IARGE CFO _ CAR

Fn-Guide dlo|H#o]2o)A HsIgoH HF F AHOUR | 00520 -0.0104 04603 -0.1169 0.1244 -0.0350

4,187/ 714-dx FELS ARgsic) gk, 2k o 0.0007 0.5008 <.0001 <.0001 <.0001 0.0601

N ApEE | 00268 0.0040 04894 -0.1644 0.1392 -0.0401

TAT| v = FFE BAISH| Hote] 24 W] A 0.0821 07936 <0001 <.0001 <0001 0.0315

o] w =19] 10 L mEn 1oo] sioele 7F 0.0328 -0.0363 0.0095 -0.1623 0.0887 -0.0252

e OH_ 1%S Z3he A5 1% Hdohs @ CASH 1 00334 00186 0536 0001 <0001 0.1741

o7 2A5Ich Mp | 00857 -0.0701 -0.1171 0.0133 -0.0283 0.0215

(0001 (0001 <.0001 03892 0.0658 0.2461

qzp | 01684 -0.1210 05463 -0.0432 0.2044 -0.0367

¢0001 0001 <.0001 0.0051 <.0001 0.0479

-0.0148 0.0379 -0.1485 -0.0958 -0.0509 0.0092

4. H35 =M Z4t ARINVI 0337 0014 <0001 <0001 0.0012 0.6177

Ly |70:2774 03179 -0.1350 -0.1111 -0.1307 -0.0148

o R o] 714 ¢0001 (0001 <.0001 <0001 <.0001 0.4241

% Table 12 £ AFolA AMSE H4E9 71& ROA -0.6274 02342 0.1515 0.4210 0.0290

FAE 70 T 712 13 $0059 AHOUR G Gom o Lol a1

T} AFEES] B2 2+t 7.48373 11. 7977i e LOSS ¢.0001 €000l <0001 0.0755

FFUAT ] BEE oF 5.6%2 ol WA A o ot <ol o280r

oA FAFLEZTAHAALY HIE2 5.6%US oulgict LARGE 0.0455  0.0309

0.0031 0.0964

ololo] WAEE HHon Muelyol FaBAtt o

4xoz 2 AolS ehyA skt - 07005

1) See page 4 for the definition of variables.
2) Values in second line of each cell indicate significance.
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919] Table 2% 2 ATLo|A ARRE HZE0] Azl

Table 4. Result of Verifying Hypothesis 2

B 7:1,1_«_@_ T 9tk 7 19 Eduzeol
] = O:]T ‘:]' ]— 4 % T_ Panel A. Ability of Manager = Median
CASH®} £414291 AHOUR¥} AFEE9H= H5F 9%t ; :
Audit hour Audit fee
7 A L= ] A7} AA o
—( )—4 ‘L}Z‘ﬂ ]— 14‘]:4‘1/]‘ 01] J'L]— ]-EH'/] 'L]— ]— ﬂ ]H Estimate t-stat. Estimate t-stat.
) 7 L Z=x]z]o o]
o o, BeR 8 SBARA MASH AFEE ¥ Intercept -1.861 =9.97* 2.666 13.65™*
AHOURZ 25 005t 2(-)9] AoAZF A=A casH 0.095 0.62 0.311 113
AJ—%]—T‘:]_—H] _E_&} gj’,}—.“-:—_ %xﬂ}ﬁ_/,\_g] 01‘6‘(};9. _]’131‘3]_11 ?O% SIZE 0.462 48.91%** 0.451 45.52%*
_ AR_INV 0.262 3.98%4* 0.223 3,23
Ailo A= =Nl I R=S E3] = _1_17\_ -
Asjol7] WEo] EIARAS B S " | om BT
9] BAO] el oA Tt 5 Sl Aol ROA 0354 -1.98" 0.050 0.75
LOSS 0.099 3.01%* 0.168 5.31%*
Table 3. Result of Verifying Hypothesis 1 FOR gzt 2.06™ 0464 5.98™
LARGE -0.294 -4 47 -0.501 =7.34%
Audit hour Audit fee CFO 0.069 0.41 -0.054 -0.32
Estimate t-stat. Estimate t-stat. Year/Indus Included
Intercept | -2073  -15.53** 2.524 19.54* adi R? 0.682 0.680
CASH 0.262 2.19™ 0510 441 Postat. 440,57+ 434,76
SIZE 0.473 69.08"" 0.461 069.52 Panel B. Ability of Manager { Median
AR_INV 0.175 3164 0189 3.53% - -
LEV 0.165 3.69" 0.264 619 Audit hour Audit fee
ROA -0.432 -3, 78 -0.710 —6.42%x Estimate t-stat. Estimate t-stat.
LOSS 0.084 3,744 0.073 3.39™* ﬁnfercept -2.195 =11.77%* 2.291 12.97%*
FOR 0.256 3.20%* 0.518 6.86™** CASH 0.499 2.76** 0.681 4.07%
LARGE -0.252 -5.18*** -0.429 =9.1 SIZE 0.480 52.13%* 0.473 53.9%*
CFO -0.142 -1.14 0.113 0.94 AR_INV 0.063 0.81 0.217 2.96™**
Year/Indus Included LEV 0.030 2.83%* 0.012 1.1
adi R? 0.697 0.717 ROA -0.449 -3.01% -0.240 -4.62%
Festat 643,954+ 708,84+ LOSS 0.065 2.1 0.102 3.8
1) See page 4 for the definition of variables. FOR 0.297 2.78% 0.430 4.34m
2) *, * % denote statistical significance at the 10%, 5%, and 1% LARGE -0.194 =2.75% -0.399 =617
level respectively, for a two-tailed test. CFO -0.376 22,07 0.088 0.52
Year/Indus Included
= — B 2
o] Table 32 2 A7e] 744 12 A5 Fojrf. o £ o o
_ F-stat. 584.76** 9.82%*
7Hd 104 7199 daRaET AT 2 AL — ,
1) See page 4 for the definition of variables.
_‘}_]-/,\—9]—9] T&Zﬂ% 7&%3]-5&1:} 2) ¥ ** ¥ denote statistical significance at the 10%, 5%, and 1%
level respectively, for a two-tailed test.
B4 A, S ASHQ‘r $4¥4:91 AHOUR pectey ‘
3! AFEEx= 27} 5%2} 1% ol W FHHe| A7
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Table 5. Result of Verifying Hypothesis 3

Ability of Manager Ability of Manager
= Median { Median

Estimate t-stat. Estimate t-stat.
Intercept 0.057 2.88* 0.024 2.79%
AHOUR -0.004 -1.59 -0.001 -0.54
CASH_D -0.063 =2.27 -0.005 -2.18"*
AHOUR
«CASH_D 0.005 2.28** 0.000 0.20
SIZE -0.001 -0.48 -0.000 -0.24
LEV 0.001 1.52 -0.001 -1.53
ROA 0.015 0.84 0.007 0.43
CFO 0.029 1.78* -0.027 -1.57
LOSS -0.002 -0.74 -0.002 -0.72
Year/Indus Included
adj R? 0.007 0.003
F-stat. 2.00%* 1.93*

1) CASH_D is equal 1 if cash holdings of the company are greater
than median, otherwise O.

2) See page 4 for the definition of variables.

3) *, ** *** denote statistical significance at the 10%, 5%, and 1%
level respectively, for a two-tailed test.
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