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Abstract

Purpose — This paper examines the relationship between corporate social responsibility and financial reporting quality.
Corporate social responsibility is a way for firms to take responsibility for the social and environmental impacts of their
business operations. Corporate social responsibility is a broad concept that can take various forms depending on the firm
and industry. Through corporate social responsibility programs, firms can benefit society. At the same time, firms improve
their reputations by increasing engagement in corporate social responsibility activities. However, corporate social responsibility
activities are not directly related to profitability, especially for distribution firms.

Research design, data, and methodology — 229 distribution & service firm-years between 2011 and 2016 are used for the
main analysis. In Korea, Korean Economic Justice Institute evaluates the ethical performance of Korean firms, and the
institute annually discloses the scores of top firms. This study uses the KEJI Index scores to measure firm-level corporate
social responsibility activities. Discretionary accruals are used as a proxy for financial reporting quality. Discretionary accruals
can be used opportunistically, and thus distort the information in earnings. We extract financial data from the KIS Value
database.

Results — We find that distribution & service firms’ engagement in corporate social responsibilities is positively related to their
financial reporting quality. First, there is a negative correlation between implementation of corporate social responsibility
activities and discretionary accruals. In addition, we find that the coefficient of CSR is significantly negative, supporting our
prediction. The result is significant at the 1% level.

Conclusions — We examine the relationship between corporate social responsibility activities of distribution firms and their
financial reporting quality while most prior studies examine the engagement in corporate social responsibility activities of
manufacturing firms. The results of this study show that distribution & service firms engaging in corporate social responsibility
activities are likely to maintain high-quality financial reporting.

Keywords: Corporate Social Responsibility, Financial Reporting Quality.
JEL Classifications: D52, G30, M41.
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<Table 1> Variable definitions

Variable Definition
CSR = CSR scores evaluated by the KEJI
DA = Discretionary accruals
SIZE = The logarithm form of total assets
= The ratio of the cash flow from operations to
CFO
total assets
LEV = The ratio of the total debt to total assets
= 1 if the firm is audited by a Big 4 auditor, and
BIG4 ;
0 otherwise
ROA = The ratio of the net income to total assets
I, t = firm, year
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<Table 2> Descriptive Statistics

Panel A. Distribution & Service Companies

Standard

deviation Minimum | Median | Maximum

Variable | N Mean

DA 229 | -0.006 | 0.060 -0.161 0.001 0.149

CSR 229 |61.117 | 3.067 53.255 | 61.167 | 68.708

SIZE | 229 |26.815| 1.298 24.393 | 26.708 | 30.829

CFO 229 | 0.060 | 0.066 -0.094 | 0.052 0.256

LEV 229 | 0.347 | 0.198 0.046 0.325 0.809

BIG4 | 229 | 0.773 | 0.420 0.000 1.000 1.000

ROA | 229 | 0.042 | 0.041 -0.065 | 0.038 0.192

Panel B. Manufacturing Companies

Standard

deviation Minimum | Median | Maximum

Variable | N Mean

DA |1,347| -0.006 | 0.056 -0.251 | -0.004 | 0.399

CSR [1,347|62.114| 3.007 51.635 | 62.115 | 72.158

SIZE |1,347|26.638 | 1.282 23.224 | 26.463 | 32.731

CFO [1,347| 0.065 | 0.062 -0.271 0.062 0.353

LEV [1,347| 0.383 | 0.180 0.007 0.376 0.958

BIG4 [1,347| 0.653 | 0.476 0.000 1.000 1.000

ROA [1,347| 0.047 0.090 -0.424 0.039 2.842

Variable definitions: refer to <Table 1>
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<Table 3> Pearson-correlation Matrix among Variables

CSR | SIZE | CFO | LEV | BIG4 | ROA

DA | 0351 | -0036 | 0684 | 0.063 | -0.074 | -0.227

(<.0001) | (0.5902) | (<.0001) | (0.3402) | (0.2639) | (0.0005)

csR 0031 | 0363 | -0234 | 0091 | 0221

(0.636) | (<.0001) | (0.0004) | (0.1713) | (0.0007)

e 0210 | 0385 | 0527 | 0045

(0.0014) | (<.0001) | (<.0001) | (0.4977)

0111 | 0170 | 0531

CFO (0.0925) | (0.0099) | (<.0001)

0179 | -0.172

LEV (0.0066) | (0.0091)

0.067

BIG4 (0.3139)

Variable definitions: refer to <Table 1>. Values in parentheses
are p-values.
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<Table 4> The Effect of CSR on Financial Reporting Quality

DA, =g+, CSR, , +,SIZE, , + 0, CFO, ,
+o, LEV, , + o, BIG4; , + s ROA; , +¢; ,
Variables Estimate t-stat
Intercept -0.016 -0.190
CSR -0.003 -2.830%*
SIZE 0.008 3.200%**
CFO -0.745 -13.690***
LEV 0.017 1.010
BIG4 -0.010 -1.250
ROA 0.326 3.980***
Year Dummies Included
) Adj. R? 0.55
Model Fit
F-stat 24.92%**
Sample Size 229
Notes: ***, **, and * represent significance at the 1%, 5%, and
10% levels, respectively.
Variable definitions: refer to <Table 1>
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