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A Study on the Avoidance Behavior of External Audit of
Limited Companies According to the Application of New
External Audit Standards

Abstract

Since the "Act on External Audit of Stock Companies; (hereinafter referred to as
the “New External Audit Act”) was enacted in 2019, if financial status of a limited
company meets three of the following conditions such as 1) total assets are more than
12 billion KRW, 2) liabilities are more than 7 billion KRW, 3) sales is more than 10
billion KRW, 4) number of employees is 100 or above, and 5) number of partners is
50 or more, or if total assets or sales are more than 50 billion KRW, those limited
companies are subject to external audit.

This study attempts to verify whether a limited company, which is incorporated into
external audit for the first time since the implementation of the new external audit act,
artificially adjusts the accounting figures such as total assets, total liabilities, and sales
among the criteria for external audit in order to avoid external audit.

I use Benford's law to achieve this research objective. Benford's law is a rule of
thumb that the first digits of naturally occurring numbers are not evenly distributed,
the smaller the number is, the most frequent, and the larger the number, the less
frequent.

This study analyzed the total assets, total liabilities, and the first digit of sales for
each year from 2017 to 2019. Research shows that both the first digits of total assets
and liabilities from 2017 to 2019 follow Benford’s Law. The first digit of sales also
follows Benford's law well in 2017 and 2018, but there was a statistically significant

difference between the observed and expected frequencies in 2019. This implies the



possibility of artificially adjusting sales in 2019. In particular, the first digits ‘1’ and ‘4
of the sales amount showed a statistically significant difference. According to the
revised New External Audit Act in 2017, if the sales of the previous business year
were more than 10 billion won, it was added to the criteria for external audit. For
companies with either total assets or sales of 50 billion won or more, the relationship
between the total amount of liabilities and the number of employees and the number
of employees. It can be presumed that it has intentionally avoided because it has been
revised to be included in the subject of external audit without any conditions.

This is the first study on the behavior of avoiding external audits on a limited
company rather than a stock company. In addition, it is meaningful that the behavior
to avoid external audit was confirmed through sales items rather than total assets or

liabilities.

Key words: Benford’s law, external audit, act on external audit of stock companies,

limited company, reliability of accounting figures
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<E 15> AE A AR MERA (2019)

% 7= o=
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<E 16> FaEH AA A HEEA (20179)

Z = 1.
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<H 1> FAF AA A NEEY (20189)
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<GE 19> wiE e A Al WA (20179)

% = =
1 908 0.287 0.301 %l -0014 | 0014 1.658
2 540 0.171 0.176 556 -0005 | 0005 0.745
3 449 0.142 0.125 3% 0.017 0017 2,889+
4 314 0.09 0.097 306 0.002 0.002 0437
5 258 0.032 0.079 250 0.002 0.002 0480
6 211 0.067 0.067 212 0.000 0.000 0.004
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8 143 0.045 0.051 162 -0006 | 0006 1.464
9 146 0.046 0.046 145 0.000 0.000 0.076
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