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Abstract

We investigate whether auditors take into account accruals quality, a proxy
for the information risk associated with earnings, by adjusting their audit
effort. Accruals quality tells investors about the mapping of accounting
earnings into cash flows. Poor accruals quality weakens this mapping and
thus increases this information risk. We find a negative relationship
between accruals quality and audit hours/fees, indicating that auditors
increase their audit efforts by modifying audit procedures and substantive
tests and charge higher fees for the increased information risk. In addition,
we find that both innate accruals quality and discretionary accruals quality
are negatively related to audit hours and fees but that innate accruals
guality is more likely to influence audit hours and fees than discretionary
accruals quality. The results indicate that auditors respond to the
information risk associated with accruals quality but that their response
varies according to the source of accruals quality.
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