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FRMROl Ao KA waolntel B

(B 2) JlesA

(Panel A) /8554
A AT
1__}|: 33 E—% = 0] A~ = = 5 E_‘l“ = =
N BT A3 A (%% 9% | N B A3 s (A% | A%
ABSDA 411 0.03| 0.03] 0.02] 0.00| 0.08| 5,005 0.02] 0.03| 0.01| 0.00 0.08
AF 4111 12.39| 0.95] 12.68]| 10.46| 13.49| 5,005| 11.68| 0.86| 11.46| 10.46| 13.49
ANAF 4111 0.02| 0.26] 0.03] -0.60| 0.62| 5,005( 0.01] 0.32] 0.01| -0.60| 0.62
SIZE 411 28.41| 1.87| 29.16| 23.03| 31.10| 5,005| 27.08| 1.70| 26.77| 22.68| 32.76
LEV 411 0.63| 0.14| 0.66| 0.11| 0.82| 5,005 0.44| 0.20| 0.44| 0.11| 0.82
LOSS 411 0.36] 0.48| 0.00f 0.00| 1.00| 5,005 0.20f 0.40| 0.00| 0.00| 1.00
ROE 411 0.00 0.16] 0.03] -0.28| 0.29| 5,005 0.05] 0.13]| 0.06| -0.28| 0.29
CFO 411 0.01| 0.06] 0.01] -0.07| 0.19| 5,005 0.05| 0.07| 0.05| -0.07| 0.19
GRW 411 0.00( 0.12] 0.01] -0.17| 0.33| 5,005 0.06| 0.12]| 0.04| -0.17| 0.33
BIG4 411 0.86| 0.34] 1.00] 0.00| 1.00| 5,005 0.74] 0.44| 1.00| 0.00 1.00
LIQ 411 1.34 0.57] 1.32| 0.46| 5.82| 5,005 1.82] 1.38| 1.36| 0.46| 5.82
TA 411 0.071 0.06] 0.06| 0.00| 0.18| 5,005 0.05] 0.05| 0.04| 0.003| 0.18
GOV 411 1.57( 0.11] 1.52| 1.26| 2.12| 5,005 0.46| 0.50| 0.00| 0.00 1.00
SVCF 4111 0.62| 0.49] 1.00] 0.00| 1.00| 5,005 0.46| 0.50| 0.00| 0.00 1.00
F) W] 4o
ABSDA : 71909] td% H5A AFA 2] Adgh(Kothari et al. 2005)
AF D719t E AR AlA 2 gk
ANAF @ 7199 td= v AR A 2 gk
SIZE -t 7199 tdELOG (7] =AM
LEV 7199 t9% FA & (=352 /7] 2544
LOSS 7199 td= ﬂﬂfte‘oqf (P74 1, 3715019 0)
ROE 7199 td% A7) #}io] o) & (P7|40] ol /7] A7 A L)
CFO 71909 ti% 9918E ABss( QB AP AF8E/7)2EAY)
GRW = 71949 = ARE Y8 (A S7be /71 2541
BIG4 7199 t9= AR 3 T
LIQ 7199t = B E (FEARH FEEA)
TA 7)9lel (A SR (39 )25
GOV 7199 td = HUFF A (HUFF A EE/100)
SVCF = 7199 td= v]ZiAAul A ZAfo] (24 1, 1]EA0)
ID 7199 tdE Akew < o)
YR 71919 td & Axds o
(Panel B) zo] &4
” T ey oI 2A
- B % S5 7t 3k S5 t-value z-value
ANFATyd A gk 3.64%* 4.823***
(ABSDA) 0.028 0.020 0.023 0.014 1 (0003) | ({.0001)
A7 F(+) 0.031 0.030 0.022 0.013 4.58°7 53157
) ) ' ' (¢.0001) (€.0001)
?gﬁ 2 () -0.026 0020 | -0.024 | -0.015 ~1.04 ~1.480
= ) ) ) ) (0.2995) (0.1390)
PR 14,527 | 13.659°
(AF) 12.386 12.676 11.684 11.462 (€.0001) ((0001)
d=7IAH 5 0.43 0.528
(ANAF) 0.020 0.033 0.014 0.015 | (16639) | (0.5973)
HESAT HM4a7A ®M2% 20184 42 235



2L
o

o
o2
o
= ﬂlﬁ
_E
o O
PN
rie
e,
-1

N1
>~ dlo
s
=2

=

o

J

ol
o

=

. %o
2
L
i
tu S
ol

o

£l
>
E)
o
£

N o
& e
_O|L
I,
rir
o
o -
O,
%2
[o L

=
=
1o
N
9,
M
oS M

QEFRAQNZ‘JHU-WHE
o
—o
o
10
o
o X
2 o
> puy
+

ol
12

1y

I,
o=
12
g
=
&
=)
ol
2
i

12

=
gv:
o>
&
wn
-
9_>/ -
1o,
o,
U
o)
2|
of
{10, o Wi X o

3
rir
&
-
[
o 2 ox
o)

=

om o @ Aol7k EA9
A ALY (DA)
Baws e F
frelsl w2 e
BAat soee e
e AR vERt o=
o Blg) BgAre] 7131594 o]
o] & JoR A & girh
MEF(AF) S Fddd meTaele] ket
TAG7E s Aozt Sle AR e ot
S (ANAR) = FofshA] €& Aoz 1
Ehat.

ok
o
+ 12 Lo
4
%9,
O,
=

X
r
o 2
o
=
I
N
>,
s
K (!
=
ol

0
Lo
B
of
o

ol
o2
©
=
o
12

119

5
o=
12

rx d

=4~ e
X
rx
s
o

4»5

=
H
o
r -

ox,
o
ol

v

12

o N

m)

>,
e

ET4 X}Oiizﬂ(AF) o] gt °( )

7HE Ao vehtor %‘%%R}E—’F(ANAF) s
+(0)9 WIS Holu froshA] e Ae® U
EHth ol FFAAH vl BEA AL
B F7he o2 S JASe EFE e
T AoE Addn. agan FANSE 1Y T8

236

ARAAZ AW B T3 2 RAH&(LEY),

TEHAR(LOSS), A +8(BIGY), &

H S (LIQ), ZLAN(TA) T ok(+)9] Wafoz

Aoz Yepptor 719 (SIZE),

XPVI%OME(RO HWWHI* EWAR(SVCF)
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Liks M | @ | @ [ @ | &) | @ | (M6 | © |0 |00 |13 | (14

(1)ABSDA 1| -0.07| -0.01} -0.09| 004} 0.06]| -0.07| -0.09| 0.01| 0.00f 002 0.26| -0.01| -0.03

(.0001] 0.47]¢.0001| 0.00|<.0001].0001|<.0001| 0.66] 0.80| 0.07|0001| 0.55] 0.05

(2)AF -0.07 1y 036 088 026| 000[ 0.09| 010 -0.01| 046{ -0.23| -0.01| -0.06| 0.44

(.0001 (.0001 | €.0001 | €.0001 | 0.72]€.0001 | €.0001| 0.43]¢.0001|<.0001| 0.50<.0001 |<.0001

(3)ANAF 0.00f 0.37 1{ -0.01} -0.02{ 0.01| -0.01| -0.01| -0.08| -0.03| 0.02f 0.00] -0.05] 0.11

0.80 | €.0001 0.63] 019 0.63| 046] 048{<0001| 0.02] 021 0.7} 0.00]<.0001

(4)SIZE -0.09] 0.87] -0.01 If 023] -0.08] 0.15] 0.14| 0.06| 047 -0.23] -0.06| -0.06| 0.41

(.0001] €.0001| 0.58 (.0001 | €.0001 | €.0001 | €.0001 | €.0001| €.0001 | {.0001 | €.0001| €.0001 | €.0001

(B)LEV 0.03| 0.22f -0.02{ 018 If 024} -0.15| -0.16] 0.20] 0.08| -0.65| 0.18| 0.02] 0.11

0.05]€.0001| 0.27] .0001 (.0001 €.0001 | €.0001 | €.0001 | <.0001 | €.0001| €.0001 | 0.19] ¢.0001

(6)LOSS 0.06f -0.01 0.01| -0.10] 0.24 1| -0.73| -0.35| -0.31] -0.09| -0.17| 0.24| -0.02| -0.03

0.00] 0.32] 0450001 |<.0001 (.0001 | €.0001 | €.0001 | €.0001 | €.0001 | €.0001| 0.07| 0.01

(T)ROE -0.047 011 -0.02| 0.18| -0.13] -0.72 1| 046] 042} 011 013] -0.15| 0.04] 0.09

0.00 €.0001| 0.21|<.0001 | €.0001] (.0001 (.0001 | €.0001 | €.0001 | €.0001 | €.0001| 0.01 | {.0001

(8)CFO -0.09] 0.16] -0.01| 0.21| -0.13| -0.36| 048 1y 018 009 0.09| 006 001 007

(.0001 | .0001| 0.51]<.0001 | (.0001 | €.0001 | <.0001 (.0001 | €.0001 | €.0001| €.0001 | 0.45] €.0001

(9)GRW 000 0.02f -0.08{ 009 024] -0.30| 044| 0.17 1{ 0.04] 003} -0.05] 0.00]| 0.06

0.31] 0.12] €.0001 | €.0001 | €.0001 | €.0001 | <.0001 | {.0001 0.00{ 0.0 0.00{ 0.73]<.0001

(10)BIG4 | -0.01| 046] -0.03| 046| 005 -0.10| 0.13] 0.I1| 0.06 I -0.11} -0.05] 0.05] 0.29

0.711<.0001| 0.05{¢.0001| 0.00]<.0001 ] .0001 | .0001 | (.0001 (.0001 | €.0001 | 0.001 (.0001

(11LIQ 0.03| -0.23] 0.02| -0.22| -0.65| -0.17| 0.13| 0.07| 0.02| -0.10 I{ -0.10] 0.02] -0.07

0.03]€.0001| 0.26|<.0001 | €.0001]| €.0001 | €.0001{ €.0001 | 0.19<.0001 (.0001] 0.16<.0001

(12)TA 0.27( 0.00f 000| -0.06] 0.18] 024 -0.13] 0.09] -0.03| -0.06| -0.09 1| -0.04] 0.0

(.0001] 0.80| 0.95]<.0001 | <.0001|<.0001 | <.0001 | <.0001 | 0.02]<.0001]<.0001 0.00] 0.44

(13)GOV 0.00] -0.06f -0.05| -0.05{ 0.01| -0.05{ 007} 0.02| 001] 0.06| 002] -0.05 1 -0.05

0.93[¢.0001| 0.00 0.00{ 055 0.00f¢0001| 0.11| 0.48]¢0001| 0.12| 0.00 0.00

(14)SVCF | -0.02| 043] 0.11| 039] 008 -0.04| 0.10] 0.10| 0.08] 027 -0.07| 0.02| -0.05 1
0.11]<.0001 | €.0001 | €.0001 | €.0001 | 0.00 €.0001 | €.0001 | €.0001 | €.0001 | <.0001| 0.18| 0.00

1) W gl 7]

T T = N

72) §2A4TE 709, AFATE BT A
F3) AE2 FRAF, EAEL RGeS AT
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SFMele] AAELS R LA T

(E 4) $F/BIEFNY LAELT} RS 2aolof ojxls He

ATV AFALA AT 57/8) 5520 RS 4 7Y
ABSDA, = 3, + 3,AF, + B,SIZE, + B,LEV , + B,LOSS, + 3, ROE, + 3, CFO, + 3.GRW,
+ BBIGA, + By LIQ, + B,y TA, + 5,,GOV, + 3,,SVCF, + Y ID, + Y, YR, + ¢,

FSW T =absDA
OLSZA FEERY
s FEY W5 7583 D=t
(DIV=1) (DIV=0) (DIV=1) (DIV=0)
a t-value a t-value a t-value a t-value
0.0 | ~0.0005 | _ 0017 | ~0.0005 | _
A ©0.008) | 2870 | (o'510) | 9660 | (0.006) | 2760 | (0.539) | 0-610
0.003 20.00004 | _ 0.003 20.00004 | _
SIZE | (174) | 1360 | (g913) | 0110 | (giy73) | 1360 | (Gggp) | 70-100
0.0427" 0.0022 0.042°" 0.002
LEV. | 0.0002) | 3710 | (0.339) | 9960 | (5o003) | 3630 | (o'377) | 0-900
0.001 0.0009 0.001 0.001
LOSS | (o7e6) | 9390 | (9409 | 9830 | (ol792) | 0260 | (gla30) | 0-790
0.000 0.014"" 0.0005 0.014""
ROE | (g'9e5) | 9940 | (g.0002) | 3690 | 0.970) | 9040 | (9.0014) | 3-200
0019 | _ 0.027 | 0019 | _ 0.027 |
CFO | (0.356) | 9920 | (Cooor) | 210 | (ga23) | “0-800 | (oo | 4520
20,0347 | 0.005 200347 | 0.005
GEW | (0.006) | 2760 | ©112) | 1999 | (0.006) | 270 | (0143 | 1470
0.005 0.001 0.005 0.001
BIG4 | (go43) | 1170 | (0'508) | 0670 | (g332) | 0970 | (gl5ag) | 0-610
0.004 0.0003 0.004 0.0003
LiQ 0129) | 1520 | (0385 | 9870 | (o1e3) | 1400 | (ga37) | 0-780
0.084"" 0.163"" 0.084"" 0.163""
TA (0.0003) | 3680 | (Cooon) | 25-920 | (p.001) | 2439 | (Cooor) | 21810
0.0327 | 0.007"" 0.0327 | 0.007""
GOV 1 (0.0002) | 3770 | (0.001) | 2399 | (0.0003) | 3680 | (g.o02) | 8180
0001 | _ 0.0027 | 0001 | _ 0.0027 |
SVCF | (o716) | 0360 | (g.014) | 2470 | (o735 | 9340 | (goog) | 2290
Industry w3 w8} 3 23}
Dummies v v v v
Yealj 23 3l 3t 23
Dummies v v v v
F value 9.44 32.12 15.47 68.50
Adj R2(%) 31.17% 12.33% 31.17% 12.33%
EE25(N) A1l 5.005 411 5.005

F1) W] g dHe (R H)8 Fx2T A
l

A
F2) e A2 10%, 5%, 1% FEANA SAA R fATE onF

AYSHHT ®47A X235 20184 4 299



(% b) $F/H|3FL SEUALESI} A

HNEA ALY} 57/

[Sha

LA Wl ozl %3

s~z )o] =7}

TTXYH 20 u/‘}i%\‘ }E]'S& 5]——631

ABSDA, = f, + 3,ANAF, + 3,SIZE, + B,LEV , + 3,LOSS, + 3,ROE, + 3,CFO, + 3,GRW,
+ BBIGA, + By LIQ, + B,y TA, + 5,,GOV, + 3,,SVCF, + Y ID, + Y, YR, + ¢,

F&H S =absDA
OLSEA EEED
LR FFAA H| =34 FFAY H| &34
(DIV=1) (DIV=0) (DIV=1) (DIV=0)
B t-value B t-value B t-value B t-value
0.044 0.005 | 0.044 0.005 | _
Intercept | ('1g1) | 1400 | (g499) | 0680 | (giygg) | 1330 | (9595 | 0640
0.009° | _ 20.0002 | _ 20.009% | _ 20.00024 | _
ANAF | (oosa) | 1930 | (oi7ss) | 92470 | (0.050) | 1970 | (o.70my | 0260
20.002 | _ 20.0003 | _ 0.002 | 20.0003 | _
SIZE | (og1) | 1310 | (gloge) | O8O | (ga03) | 1220 | (gi33p) | 0960
0.040"* 0.002 0.040"* 0.002
LEV. | “0.00n) | 3219 | (o3sp) | 9870 | (g.o0om) | 3440 | (042 | 0810
0.0004 0.001 0.0004 0.0009
LOSS | (gg16) | 91O | oaon | 970 | (9925 | 990 | (gaag) | 0760
20.0004 | _ 0.014* 20.0004 | _ 0.014*
ROE | (9969 | 0040 | (go00) | 2570 | 0ig73) | 9030 | (90015 | 3180
20.018 | _ 20.027 | 0.018 | _ 20.0277 |
CFO | (9389 | 9860 | (goor) | MY | (as2) | 070 | (ooon) | 4510
0.3 | 0.005" 0.0 | 0.005
GEW | (9009 | 2610 | oo | 1790 | goo9 | 260 | (o119 | 1960
0.003 0.0004 0.003 0.0004
BIGL | (gug0) | 9740 | (0573) | 9B80 | (giag) | 0600 | (gpoa) | 0520
0.004 0.0004 0.004 0.0003
LIQ ©0.133) | P10 | (0391 | 9850 | oliery | 1390 | (gaaz) | 0770
0.082°* 0.163"" 0.082"* 0.163""
TA 0.0004) | 2999 | ooon) | 25510 | ooy | 3340 | (Cooop) | 21TV
20.03277 | 0.007"* 0.0327 | 0.007"*
GOV | 9.0002) | 2770 | 0.0009) | 3320 | 0.0002) | 2700 | (0.002) | 3170
0.001 | _ 0.002 | _ 0.001 | _ 0.0027 |
SVCF | (gaay | 0460 | o1y | 250 | oeen) | 0430 | (g.o19) | 230
Industry 3k sIE) I3 I3
Dummies - - - -
Year w3 73 =3 EE
Dummies
F value 9.2 32.12 14.39 68.42
Adj R2(%) 30.56% 13.68% 30.56% 42.32%
EEF(N) 411 5.005 411 5.005
=7) a2 0 B9E (% HE TET A
29)+ e A2 102, 5%, 1% ol BARNCE $o1gS ofnlg
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FRMROl Ao KA waolntel B

(F 6) $F/H|IFFLUY ZAES/SSLAIESTL MY Ldodof olxls dE - tisE= 20

(PANEL A) FF/H5F30 ZARE7E AFA 2ol n|A] = J e
AIEA AFALAYN I F/ M FFAY RS FE 2
ABSDA, = 3, + B, AF, + 3,SIZE, + B,LEV , + 3,LOSS, + 3,ROE, + 3,CFO, + 3,GRW,
+ B BIGH, + B, LIQ, + B, TA, + 3,, GOV, + 3,,SVCFE, + Y ID, + ¥, YR, + ¢,

1:3 QS EE(F&HT=2absDA) 1:5 SR E(FSHT=absDA)
Hae FFAA(DIV=1) |¥+F44(DIV=0) FF] (DIV=1) |¥+F4(DIV=0)
t-value B t-value t-value B t-value
0.039 0.007 | 0.039 0.001 |
Intercet | (' on | 1240 | (ool | 0520 | 009 1240 | JOOL | 0130
0.0 | 0.0004 0.0 | 20.00029 | _
— ©0.008) | 2570 | ©s0on | 90 | (0.008) | 2670 | (0,822 | 020
0.003 0.0001 0.003 20.0002 | _
SIZE | (g174) | 1360 | (g.oa9) | 0060 | (oy74) | 1360 | (gay) | 70-320
0.04%* 0.006 | _ 0.04°* 0.004 | _
LEV- | 00002 | 2710 | ©o242) | 1170 | (go002) | 3710 | (o327 | V980
0.001 0.001 0.001 0.004
LOSS | (o766 | 9390 | olesay | OHO | (0766) | 9390 | (gio39) | 2070
0.000 0.018" 0.000 0.021°"
ROE 1 (9965 | 0040 | (002n) | 2220 | (09e5) | 2040 | (goon | 334
0019 | _ 0.050 | _ 0019 | _ 0027 | _
CFO 1 (0356) | 0920 | ooo) | 4230 | (0.356) | 0920 | (o.o1p) | 2380
0.037 | _ 0.0095 0.037 | _ 0.007
GEW | 0.006) | 270 | (0116) | 1570 | (0.006) | 2760 | (0.118) | 1560
0.005 0.0008 0.005 0.001
BIGL | (ho43) | 1170 | (ge3g) | 0470 | (gloag) | 1170 | (ga75) | 1090
0.004 20.0005 | _ 0.004 ~0.0003 | _
LIQ ©0.129) | 1920 | (0a33) | 0780 | (gio9) | 1520 | (gagg) | 0680
0.08" 0.188"" 0.08" 0.167*"
TA 1 (0.0003) | 2580 | ooon) | 2710 | 0.0003) | 3680 | ((ooo1) | 1790
0037 | 0.003 003" | _ 0.005
GOV | (0o002) | 2770 | 575 | 9959 | (0.0002) | 2770 | (0190) | 1310
0.001 | _ 0.007 | 0.001 | _ 20.002 | _
SVCF | (07180 | 9350 | (goo2) | 3100 | (o.716) | 0360 | (g.020) | 2330
Industry o sk 5k o
Dummies - - - -
YeaI: L) x3}F x3+ LS
Dummies
F value 9.44 8.9 9.44 13.27
Adj R2(%) 31.17% 41.60% 31.17% 39.87%
EEZ(N) A11 1.233 A1 2.055

A

F1) W] dig AR (F )8 F2Z
42 10%. 5%, 1% A SAA SR ol ds ov|e

o
_1,_2) *' **' ***%

AYSHHT ®47A X235 20184 4 241



(F 6) $F/H|IFFLUY ZAES/SSLAIESTL M2 Ldodof olxls g - tieE= 2o (%)

(PANEL B) F/¥5F4 S5 G7E A F 2 o] nxl= 4
AEA AFALYA 3 $5/0 5720 SRS 4 0 Y
ABSDA, = 8, + 3,ANAF, + B,SIZE, + 3,LEV, + 3,LOSS, + 3, ROE, + 3,CFO, + 3,GRW,
+ BBIGA, + By LIQ, + B,y TA, + 5,,GOV, + 3,,SVCF, + Y ID, + Y, YR, + ¢,

1:3 JSRFE(FE5HT=absDA) 1:5 SRFE(FEH T =absDA)
LR FFA(DIV=1) |H$F4Y(DIV=0) FFA(DIV=1) |H$F44(DIV=0)
B t-value B t-value B t-value B t-value
0.044 20.007 | 0.044 0.002 |
Intercept (0.161) 1.400 (0.598) 0.530 (0.161) 1.400 (0.890) 0.140
0.009" | _ 0.0011 0.009" | _ 20.00003 | _
ANAF 1 osay | 2930 | (g533) | 9620 | (giosa) | 1980 | (g.os3) | 0020
20.002 | _ 0.0002 0.002 | _ ~0.0003 | _
SIZE ©0.190) | 1319 | w0650 | %% | 019 | 130 | (ga08) | T0-830
0.04%* 20.006 | _ 0.04%* 0.004 | _
LEV. | (90005 | 2210 | (0245 | 1189 | (go00s) | 3P0 | (0303 | 10%0
0.000 0.001 0.000 0.004°"
LOSS | (hg16) | 010 | oe7e) | 0420 | (0916) | QMO | (0.0a0) | 2060
0.000 | _ 0.018" 0.000 | _ 0.021""
ROE ©0.969) | 2040 | (0.026) | 2230 | 099y | 0040 | ggopy) | 3-340
0018 | _ 0,050 | _ 0018 | _ 0.021% |
CFO 0.389) | 9860 | (Cooon) | 4230 | (9.389) | 0860 | (goi7y | 2390
0.03277 | 0.0095 0.0327 | 0.008
GEW | go09) | 2810 | 01120 | 22 | (0.009) | 2619 | (o108 | 1610
0.003 0.0008 0.003 0.001
BIG4 | (gug0) | 9740 | (0596 | 9930 | 0460y | 0740 | (giage) | 1070
0.004 ~0.0005 | _ 0.004 ~0.0003 | _
LIQ ©0.133) | P10 | (0425 | 9800 | (giyzs) | 1510 | (glag8) | T0-680
0.082°* 0.188"" 0.082°* 0.167""
TA 0.0000 | 2290 | (Cooon) | 13720 | (0.0004) | 3P | (Cooo1) | 12780
0.03277 | 0.003 20.0327 | _ 0.005
GOV 00000 | 370 | ossay | 990 | gooo2) | 27O | (o1ss) | 1390
20.001 | _ 20.00" | 20.001 | _ 20.0024™ | _
SVCF | (o6aa) | 0460 | (go02) | 3150 | (ggaay | 0460 | (o018 | 2360
Industry 73 78} 78 78}
Dummies - - - -
Year‘ Z3)k szt Z3)k 3z}
Dummies - - v
F value 9.2 8.91 9.2 13.27
Adj R2(%) 30.56% 41.61% 30.56% 39.87%
&(N) A11 1.233 411 2.055
_,_1 ‘__I.oﬂ < =2 zlzz‘f_;} Al

He(E
2+ 10%, 5%, 1% ?5*01]/11 EAR oz §98S ojn]et

oA
_,_2)* **'**%Zj
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Audit Fees and Discretionary Accruals:
Focused on Order-taking Industries

Sang Hoon Shin* - Seon Mi Kim**

Abstract

This paper examines the appropriation of audit fees for order-taking industries on discretionary
accruals. After the ‘accounting cliff incident of the so-called Daewoo Shipbuilding & Marine
Engineering (DSME) in 2015, the issue of accounting transparency of the order-taking industry
has once again attracted attention. Daewoo Shipbuilding & Marine Engineering is an industry
that produces low-demand, high-priced products, including construction, shipbuilding, computer
programming and systems integration. The order-taking industry is characterized by a long-
term industry, from product completion to delivery. The percentage-of-completion method is
based on the completion of construction contracts, in calculating the revenue for subcontracting
works such as bridges, dams, roads, etc. It is a revenue recognition method by considering the
construction progress ratio between each profit and loss account and explaining the actual costs
incurred in response to the construction revenues. However, recently controversial accounting
disputes of the order-taking industry have been continuing, due to the accounting process
based on this construction progress criterion.

In other words, it can reduces accounting transparency by arbitrarily reducing the total
redetermined costs and carrying out high construction progress ratio, as in the case of Daewoo
Shipbuilding & Marine Engineering. However, companies can estimate the construction costs
when the construction progress rate is released. As the results, the industrial competitiveness

will be degraded. Accordingly, authorities and related organizations have proposed various
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measures and regulations in order to prevent mismanagement of accounts receivable and
accounting operations. In 2016, the Korea Certified Public Accountant Society firstly introduced
"Key Audit Matter, KAM™ for Financial Statements of the Order-taking Industries established
various practical guidelines, to establish accounting transparency. In 2017, the regulators
announce the guideline to broaden the scope of sanctions for auditors that neglected such
fraudulent accounting.

On the other hand, the auditing is carried out through rigorous criteria for the order-taking
industry. It is not possible to erase the accountability for external accounting if the auditors
have been faced the lower audit fees and audit efforts. That is, in the accounting industry, it is
argued that audit quality may be deteriorated due to low audit fees(Lee and Lee 2004; Rho and
Bae 2004: Kim and Ko 2017). In other words, due to the uncertainty of the long-term construction
progress estimate and lack of disclosure on the change in the construction progress ratio, audit
quality is deteriorating(Shin 2005: Kang et al. 2011: Sohn et al 2014: Hyun et al. 2016). The
main factor is low audit fees which cannot compensate the high litigation risks(Pratt and Stice
1994; Gul et al. 1998; Abbott et al. 2006; Lee and Kim 2017). In addition, the level of increase
in audit fees for listed companies in Korea has been lowered compared to the increase in audit
time since the adoption of K-IFRS in 2011. It is also resulted in deterioration of auditing quality.

However, there is a lack of empirical research on the audit quality of the order-taking industry,
which has raised many controversies. Therefore, it is meaningful to examine the relationship
between the audit fees and the discretionary accruals in order-taking industries. In this study,
we examine the effect of audit fees and abnormal audit fees on the absolute value of discretionary
accruals in the order-taking industries such as constructing industry, shipbuilding industry,
computer programming and system integration industry.

The results of this study, which analyzed the effect of audit fees and abnormal audit fees on
the quality of financial information by dividing total samples into order-taking and non-order-
taking industries from 2009 to 2015, showed that audit fees are a negatively correlated with
the absolute value of discretionary accruals for order-taking industries. But, there are normally
negative correlation between audit fees and abnormal audit fees and discretionary accruals for
non-order-taking industries, but not significant. This implies that the increase of audit fees in
the order-taking industry have higher the accounting credibility, whereas the increase in audit
fees can not affect the discretionary accruals of non-order-taking industries. It implies that the
incentives of managers to manage their earnings for order-taking firms is higher than for

non-order-taking firms due to the uncertain progress rate. Thus, the higher audit quality is
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required in the order-taking industries due to the unclear standard. In addition, these results
indirectly show the differential application of audit fees according to industrial characteristics.

The contribution of this study is as follows. First, the relationship between audit fees and
abnormal audit fees and discretionary accruals according to industry characteristics was
demonstrated through empirical analysis. This study presents the empirical analysis on the
effect of audit fees on the quality of financial information by dividing the industry into the
order-taking industry and the non-order-taking industry. Second, the results of this paper are
systematically meaningful in that the audit fees can differently affect the audit qualities by the
industries. Currently, the controversial accounting of the construction and shipbuilding industries,
which are the typical order-taking industries, continues to arise. Therefore, this study indirectly
suggests ways to improve the accounting credibility in these industries. It also provides
implications for the authorities and firms on the appropriate level of audit fees for these
controversial industries.

Key words: Percentage-of-completion method, Order-taking industries, Audit Fees, Abnormal

Audit Fees, Audit Quality, Earning managements
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