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0.0563Z} 0.0295% Hito] FH4 Hoh <t =l Brieolde] P8 Ad d9dT
0.0465(0.0455)$} 0.0105(—0.0088) 2 LFE}RT}.

3
(CFO)3t FLANY(TA)S] H(FHF)e 242t

B 2> J|esA¥

Panel A, M EZE

aT =R Ea EFHX =|CHEL | A7k
<N=176>
Eit1 0.0184 0.0239 0.0767 0.2397 —0.2353
E: 0.0563 0.0295 0.0757 0.4014 0.0008
CFO, 0.0465 0.0455 0.0981 0.3418 —0.2512
TA 0.0105 —0.0088 0.1199 0.4610 —0.2436
SIZE; 3.7114 1.0328 8.0013 28.4318 0.6393
LEV; 0.5885 0.6371 0.2218 1.2412 0.0793
Panel B. Z2[X|& ™ E&
AT =R ER EFEHA Z|CHEL =gk
<N=69>
Ei+1 0.0029 0.0144 0.0664 0.0954 —0.2353
E; 0.0500 0.0225 0.0882 0.4014 0.0024
CFO, 0.0467 0.0434 0.0849 0.2633 —0.2512
TA 0.0058 —0.0096 0.1326 0.4610 —0.2436
SIZE, 0.9934 0.9917 0.1070 1.4327 0.6836
LEV, 0.5924 0.6272 0.2442 1.2412 0.0793
Panel C. Z2lX|™ = E2
ar =iy E EEHEHA =|CHzL =| A5t
<N=107>
Ei+1 0.0283 0.0275 0.0814 0.2397 —0.2353
E: 0.0604 0.0347 0.0665 0.4014 0.0008
CFO; 0.0463 0.0468 0.1061 0.3418 —0.2512
TA 0.0136 —0.0081 0.1114 0.4610 —0.1982
SIZE, 5.4642 1.0677 9.8883 28.4318 0.6393
LEV: 0.5860 0.6426 0.2072 0.9356 0.1105
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(#5e] Ael)

Etern = tt+DH)E T ol
CFO, =td% 9YdFsE
TA =td% FTAAdE Folg—rd

SIZE, = td% 7| %ZA}ake] A4
LEV, = td= FA8 & EEFA/71EFA

BAIAFQ] ALt B (SIZE) & F-A1H] g(LEVtH BIH(EFHT)S 2+ 3.7114(1.0328) 2} 0.5885
(0.6371)2 YEFSTE Panel B #H2|A| 4 H F 23} Panel Co| 78|A4 & R&9 7|=FAE
s8R, geiAd 5 gRelsel Arlel ()T BTl By BREFAPE A7
0.0283(0.0275)%} 0.0604(0.0347)& #2] 1A A e] x}7]0](E,: )T DL71T01 (Et)«l Bt(F9
)< 0.0029(0.0144)<} 0.0500(0.0225)1 Hl3ll 2zt =t} AT EH(CFO)2] B (T )L
ARl FRAYN(TAYS] FH(FAF)S o S7H Az yepgnh Al At
(SIZE)= ZE]A1A ol 3t S7hellom, FAH &(LEV) S Bi(FAF) S fARE ez v
Bttt

ofef o] < 3> & AFolA &8 UFE e AARE B JId ol FHATE U
el Zlolth @)l T) o] A @ Ak Apy]Eoled] WA ABATRAE Ho|n 7)o
7} G740l ele] ARzt A A A B = ‘

7 AR BEANE Gl ok(+)4 BBBAE etk o] el AA7HA ZHeiA|
of Hlal Zej A4 Fof o] x| & o]

Panel A, x| Z=2

Ei = CFO; TAY SIZE
E, 0.2353
0.0017
CFO, 0.4078 0.0889
<.0001 0.2409
TA, —0.1991 0.5759 —0.7554
0.0081 <.0001 <.0001
SIZE, 0.0107 0.0584 —0.0124 0.0451
0.8885 0.4412 0.8700 0.5519
LEV, —0.1275 —0.0684 —0.0831 0.0289 —0.0863
0.0918 0.3670 0.2728 0.7037 0.2550
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(HE 3 FUELZE MTEA (A
Panel B. Z2|X[d M &
EHW Et CFOt TAt S'ZEt
0.1102
E
0.3673
0.4217 —0.0464
CFO,
0.0003 0.7050
A —0.2128 0.7573 —0.6751
' 0.0791 <0001 <0001
SIZE —0.0987 —0.3486 —0.0021 —0.2471
' 0.4198 0.0033 0.9865 0.0407
LEV —0.1556 —0.0722 0.0304 —0.0477 0.2797
' 0.2019 0.5556 0.8045 0.6972 0.0199
Panel C. Z2IX X & E&
E s E, CFO, TA, SIZE,
0.3208
E:
0.0008
0.4102 0.1862
CFO,
<0001 0.0549
A —0.2092 0.3926 —0.8278
' 0.0306 <0001 <0001
—0.0417 0.0640 —0.0146 0.0544
SIZE,
0.6696 0.5122 0.8814 0.5778
LEv —0.1124 —0.0632 —0.1541 0.0987 —0.1200
' 0.2490 0.5176 0.1129 0.3119 02182
(MY Fohe <F 2>#=x
2. AN Az
<E e B AT /S HAs] A AR 29 SARY 39 Uig AR EAE
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Z3] Fo =& Folgke B 28 AAs] 93 Aoz A7)0
ek A A A Ao ep FLAYd o] FSA-EF(VD - TA)Ol 24
= AR7IdAA ZEIA A Aol vlsf 7He]A A Fof o] =]
&do] & olf7F LA 7|1 AJAAE A8 9% Aol
AT, B 29 AF BAAR A A A ETn] e} Dol el FTA-EHE(VD - Ey
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Effectiveness of the Audit Report Review System

-Focusing on Earnings Persistence -

Seung Cheol Seo” - June Bok Wee""

<{Abstract>

This study investigates whether the audit report review system control the firm's earnings
management and increase the earnings persistence or not. The purpose of the audit report review
system is to monitor the audit results and eventually to improve accounting transparency. Prior
studies suggested that the firms indicated by reviewing the audit report show more highly
managed earnings relative to those not indicated. Those indicated firms show higher discretionary
accruals, which induce artificial earnings elevation. The earnings management is not persistent in
nature. So the earning management is possibly inferred having adverse effects on earnings
persistence. In this study, we would like to examine the effectiveness of audit report review
system of the Financial Supervisory Service(FSS), especially investigating the relations between
the audit report review system and the earnings persistence.

Earnings persistence is defined as the covariance between the current year earnings and the next
year earnings divided by the variance of current year earnings. As the earnings of the indicated
firms are supposed to be managed, the earnings persistence is doubted to be lower. But the
earnings management of the indicated firms is expected to be controlled after indication, the
earnings persistence would be increased after indication. In order to examine whether the inference
be true or not, the paper hypothesizes the earnings persistence would be improved after audit
report indication.

The sample for the test consists of 176 firm—years ended in December from 2000 through
2009, traded in the Korean Stock Exchange during the period. The test results of the study show
that the earnings persistence after indication be significantly improved. The improved earnings
persistence of the indicated firms suggests that the audit report review system would control the
discretionary accruals and then increase transparency of the financial statements. The conclusion of
this paper would be helpful for the FSS setting supervisory policies for successful audit report

review system.

<Key words> audit report review system, earnings persistence, earnings management, audit quality
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