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Abstract The purpose of the study is to explore the relationship between the type of reporting
weaknesses in the Internal Accounting Control System and executive compensation, and then analyze
whether such relevance varies depending on the characteristics of governance structure. The analysis
data used 6,343 KOSPI&KOSDAQ companies excluding the financial industry from 2011 to 2016. As a
results of the study, First, executive compensation decreased in companies reporting the weaknesses
of CL. Second, this relevance was further strengthened according to the governance structure. This
study confirms that information on the operation results of system is an important factor in
determining manager compensation. It implies that it is necessary to study reasonable compensation
policies and governance structures suitable for companies. If an internal control system that affects
executive compensation is added, the basis for stronger support of the research results can be

prepared.
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Table 2. Descriptive statistics

Var Min Max Mean Median
COM 14.02 22.62 18.15 18.26
CLwW 0 1 0.03 0
ASW 0 1 0.00 0.00
FOR 0 0.89 0.07 0.02

BH 0 0.64 0.04 0
ouT 0 0.75 0.20 0.20

BD 1 20 6.21 6.00
LEV 0.03 5.96 0.46 0.46
SIZE 19.22 29.99 26.10 25.84
ROA -6.41 1.97 -0.01 0
MTB 0.25 24.85 1.75 1.1
LOS 0 1 0.24 0
MKT 0 1 0.44 0

Table 32 ¥ 7t AHBAE 24 Aot
BA B CLY #Hor r
ARl Z(-)2] BA, AS9] FHerdE Harsk Y= 7Y
e TS YA &L gl ol R Eu
Tl wt AgA HAel @2 ThsAde AR
ES Azt BE Mg S ASAAREE, R
F HIE, oA FHEkE Fof <l HH] B, At
oAt Hl&TE ()9 TAVE el wet Azt
YA Bl Aottt ¥F= v = AES A
I 9k

o
b
_O'L
K
x0,
rr
N
jin
o



248

ol
H
0o
o
o
ﬂ
r-|n

X "1 ®H125

Table 3. Correlation matrix

Vv A B C D E F G H J K L M

A 1

B -0.09%** 1

C 0.00 -0.01 1

D 0.20%** { -0.09*** ¢ -0.01 1

E 0.07%** 1 013%* | 000 | 0.19%* 1

F -0.08*** . 0.04*** = 003" | -0.06*** | 001 1

G 0.06% | -0.75%* | 0.04** | 0274 | 0124 | 0,00%* 1

H -0.02* 0.33*** i 0.08*** : -0.12*** : -0.00 0.07*** 0.02 1

| 0.32%** & -0, 19*** 0.02 0.44*** + 0.16%** : -0.06*** ; 0.30%** ; 0.09*** 1

J 0.03** | -022%* i -0.02 002 | -0.04%* | -0.04%* | 001 -0.26%** 0.07** 1

K -0.01 0.05%** -0.01 0.08*** -0.01 0.03** | 0.06*** | 0.03** :-0.16*** | -0.08*** 1

L -0.10%** i -0.00 0.08*** { —=0.13*** © -0.09*** i 0.05*** | 0.06*** i 0.18*** | -0.11***{ -0.06%** | 0.04*** 1

M 0.18*** 1 -0,10%** 0.02 0.24%** © 0.14%* 1 -0.05%** | 0.21*** i 0.06*** | 0.55*** i 0.02 :-0.10%**:-0.06*** 1
A: COM, B: CLW, C: ASW, D: FOR, E: BH, F: OUT, G: BD H: LEV, I: SIZ, J: ROA, K: MTB, L: LOS, M: MKT
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Table 4. Regression Analysis for testing H1

C Model 1 Model 2

Coef t Coef t Coef t
Const. | 11.10 | 34.66*** | 11.13 | 34.66*** | 11.01 | 34.85***
MW -0.17 | -1.75* - - - -
CLW - - -022 | -2.10* - -
ASW - - - - 0.13 0.50
LEV -0.16 | -2.59** | -0.15 | -2.48* | -0.19 | -3.38***
Slz 0.27 | 21.69** | 0.27 | 21.55*** | 0.28 | 22.36***
ROA -0.04 © -0.52 -0.04 -057 | -0.02 i -0.31
MTB 0.02 § 353*** | 0.02 | 3.54%* | 0.02 i 3.54***
LOS -0.18 { -4.96*** | -0.18 | -5.04*** | -0.18 | -4.88***
MKT 0.00 0.11 0.00 0.10 0.00 0.10

F 111.75%* 111.97%* 111.30%**
R? 0.1 0.1 0.1
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Table 5. Regression Analysis for testing H2

Model 3

\ Coef t Coef t Coef t Coef t
Con. 11.67 33.56%** 11.20 34.68*** 11.29 34.98*** 11.03 34.18**
CLW -0.16 -1.47 -0.15 -1.29 -0.35 =2.12%* -0.18 -0.73
FOR 0.01 4.38%** - - - - - -

CF -0.10 =2.71%*% - - - - - -

BH - - 0.01 2.18** - - - -
CBH - - -0.01 -1.80* - - - -
ouT - - - - -0.54 —4.36*** - -
CO - - - - 0.59 1.04 - -
BD - - - - - - -0.02 —2.88***
CBD - - - - - - -0.01 -0.21
LEV -0.11 -1.81* -0.14 -2.36** -0.14 —2.28** -0.16 -2.68**
SIZE 0.25 18.04%* 0.27 21.03*** 0.27 21.37*** 0.28 21.63***
ROA -0.20 -0.26 -0.04 -0.59 -0.04 -0.53 -0.05 -0.60
MTB 0.02 2.69%** 0.02 3.49%** 0.02 3.60%** 0.03 3.86%**
LOS -0.17 —4.65*** -0.18 —4,93*** -0.17 —4,85*** -0.17 —4.70%**
MKT 0.00 0.09 -0.00 -0.05 0.00 0.04 0.01 0.28

F 90.34*** 87.77*** 89.43*** 88.18***

R? 0.11 0.1 0.11 0.11

Model 4

V Coef t Coef t Coef t Coef t
Con. 11.56 33.82%** 11.05 34.87*** 11.16 35.12%** 10.92 34.36%**
ASW 0.14 0.49 0.62 1.84* -0.76 -1.36 0.95 1.35
FOR 0.01 4.24%x% - - - -
AF -0.00 -0.08 - - - -
BH - - 0.00 1.29%* - -
ABH - - -0.12 =2.17%* - -
ouT - - - - -0.53 —4.36%**

AO - - - - 3.59 1.81*

BD - - - - -0.02 —2.85%**
ABD - - - - -0.11 -1.22
LEV -0.15 -2.60%** -0.19 —3.34*** -0.18 —3.12%** -0..20 -3.48***
SIZE 0.25 18.71%* 0.28 22.09%** 0.28 20.20%** 0.29 22 .37%**
ROA -0.01 -0.10 -0.01 -0.19 -0.03 -0.33 -0.02 -0.32
MTB 0.02 2.73%** 0.02 3.53*** 0.02 3.60%** 0.03 3.84%**
LOS -0.17 —4.67%** -0.17 —4.75%** -0.17 —4.68*** -0.16 —4 55%**%
MKT 0.00 0.08 0.00 0.07 0.00 0.02 0.01 0.27
F 88.79*** 87.31%** 89.21*** 87.83***

R? 0.11 0.1 0.11 0.11

Rgto] ASZRHCH tFt A47t -0.100% 1% 2=l oke] Fel4lo] thehgtt. olajst Aaks AAA7}

Sl of 7%

=09 BAE

Uehie. ol

sto] BS gage ool

AS9] ok H117]|dRl Al49] At QuFFolt

e, oRoiF
zolo] A5 AFEEHCBH) that AGE 0,012 10%%
FoA 20 WAS
o BT 7|0l 2Jelut olRrjFFo] 2HA)-EA|S)
Slo] 7}olE 22 HARRARS.

A3 Ly #

Asjo] vhat AL 2

9] A5 2-83HABH)o gt A7t -0.012 10%4

=93} o

= =1

€ o= AR = 3592 10% =

=
IFE F

=AM

=0l FE A
A oFRt =) Aol HErgtow, CLo FHobd Bl
7193 t2A =19 SAE
orotr} E3h ARQ]o| AR &} *PEX*QUL(AOH A4

A=

A419] G0 Aglolte] Ag)
AR mEde
Aets ¢
£ ETE o8
w0 Lt A S IEHIG

e Befsto] of
NHgElE AglolAt Awrt YA A
goz AgE|uct A4le] HAe
T 5 AL AN HYAT Bt

771

W] AAEE 719 AT WA AR

(o]
L
S

9] Zokd W8 we} APA HAYo|| Aolsl
Uetgel, gAE0E CLo| Hopie B
5= 7|FollA AEjEERIT a8R0 8 SFELE

A B Havke FHE 2o AJet fdEE

Rolgg HAT 4 ek




250 3s=88stsl=2x M1 HM125
5. Z& AdRE gL s AAE] 3t AuTERE HA 2
2033 1 7 7|58 AhE LHT & QEE AAS =
2 AFoMe WRIARAZY] Hbd Busyd 9 1

o] AJA B Aolgt IS nAE=AE HStL,
Auitz0] §&4Q1 9o Fokd Higgol utet 4
GAb B wA= JFo] AEHRIAE FRIstGr
2011-201697H] S84E AlQgt d=tAHA 437
Ae WdoR F 63434709 AEE ol8stylon 3

45 5o A EsIH

AT e A, WEIASREAES] HFES CL
I} ASY] HeFd o ESHS W, CLY) S B
St 7]dRte] AR B ATl A0® UEy
o} ol HEEAZE A- 4= & CLY HHS 51
e 71olA FHokd Hug 7| W o 23 A
E 2T 5 glona HIRA ool Higt HdEE
Alsdke Ao= adEnt =4, CLO FoFd K7l

old= Q=i RSl FA-BA FskE A7
BAo] H& FHachs A0 & YEydth 1Eu ASY #
oY Ha7|golils QR HFF] Agte] FgRtEA
< AAAZH ALRJolAHI&L Q5] BARS F7HA7
£ Z0& Ugkol}, o= APAFolAl AAH viet &
o] YAt FATsAAS Aol & o Hot Huwgt
tlolEE B3l oA A4 & "art Jona dFe]
AR e AFRFoR ARt 2 AfoA=
ESH HA91 39| E%ﬂ %@OM ALQ]ojAL =191
3] 5 ot AR BiSEo] AR B 4T
< ATE + Yol ﬁ } tlo]E7} F=5to] o]
£ 1ok Ecks A3 HdS AR 719AE
AA7E A 3ol vsf Rloksto] ArAbto] gk
visto] £o)7} W gojrhs APATolA Y A& =T
4 e H2 o[ SAHCRE HoRlet. wEbA g
< ol=|gt HEo| BHYErtd 7oA WEIA A
9] Ford Haggol wet Y4 P FQlo] A&
H O o]RoJAEE FRlohks SHIE BATRE AA
Sl Hoh B2 =S & 4 IS Aolth Idd=
2 AdTe A9 BAS AT o WRESAAES] 2
I AARI & 5 Qe WRIAREAE]

-[o

B3 iR Gsh] WISkt Znth S 59 A
w1 4 gl 42914, ohR /]9 AME o At

& e FEAAE THeo] WSk o] B f
88 ARt 2 5 deg AT EF CLY HoRd
< BYEl= 7|g7 ASQ] HoFHS Rusls 7]o)A
22} A 0] o] Gebd S YOHR ]l

_I

o) 7]g0] Wt 9% AT AYRE F3k0lo]
2 gol JAARE T PASHE ATL e
REA7| 77} wabaol ) 2ol Wi ATl o] Hok
o] & 71 QolAE AGR7E A1 ojog ol
7] S8 AslolAe AARE sk elEAt
ehg 4 glek meb 2 AT 719 W oleiet Hhe
AR AL AGA) AR A $%
7] g%t WA A BAARE vheishey] £eS
AZT Aol, Yo7t 719 HTHE Al 719 714
$oli=d] 71018 4 QIeke WolA ofm] gl ATe}

3% Zolch

_JE

REFERENCES

[11 1 S. Yoo. (2018. 2. 11). Companies need to hurry to
prepare for internal accounting comtrol audit system,
https ://www.mk.co.kr/opinion/contributors/view/2018/
02/ 98533/

[2] R. Hoitash, U. Hoitash & K. M. Johnstone. (2012).
Internal control material weaknesses and CFO
compensation. Contemporary Accounting Research,

2903, 768-803.

[3] W. S. Jung. & S. J. Ryu. (2018). The Effect of the
Quality of Internal Accounting Control System on
Executive Compensation. The Journal of Business
Education, 32(5), 101-120.

[4] J. T. Doyle, W. Ge & S. McVay. (2007a). Accruals
quality and internal control over financial reporting.
The Accounting Review, 82(5) 1141-1170.

[5] K. E. Brown & J. H. Lim. (2012). The effect of internal
control deficiencies on the usefulness of earnings in
executive compensation. Advances in Accounting,

incorporating Advances in International Accounting,
28, 75-87.

[6] J. G. Kim, S. M. Yu. & H. J. Kim. (2009). Internal
Control Weaknesses over Financial Reporting and
Accruals Quality. Korean Accounting Journal. 18(4).
33-65.

[7] R. A. Lambert, D. F. Larcker, & K. Weigelt. (1993). The
structure of organizational incentives. Administrative
Science Quarterly, 38(3). 438-461.

[8] S. J. Hwang. & D. I. Kim. (2019). Corporate Social
Responsibility and Executive Performance -Impact on
Compensation Sensitivity. Journal of the Korea
Convergence Society, 10(9), 221-228.

O] M. C. Jensen. (1993). The modern industrial
revolution, exit and the failure of internal control



XIEHTZ7F S SAR2IHZO] FoFY B0 R ZAXH 249 #A0 D|xl= 3% 251

systems. 7he Journal of Finance, 48(3). 831-880.

[10] D. Y. Song & S. C. Jeong. (2014). Corporate
Governance Structure and Managerial Compensation
in Korea. The Korean Journal of Financial
Management. 31(4). 179-207.

[11] S. W. .Barnhart, M. W. Marr & S. Rosenstein. (1994).
Firm performance and board composition: Some new
evidence. Managerial and Decision Economics, 15(4),

329-340.

[12] J. W. Yoo. (2019). R&D Investment and Corporate
Governance Systems for the Performance of Chinese
Firms. Journal of the Korea Convergence Society,
10(11), 367-374.

[13] S. W. Shin. (2007). The effect of cooperate governance
on managers' compensation and future firm
performance, doctoral dissertation, Pusan University.
Pusan.

[14] H. G. Shin. (2007). Analysis of review reports on
Internal Control Systems. Korean Accounting Journal,
16(1), 107-128.

[15] J. B. Kim. (2010). The effect of auditors’ economic
dependence from non-audit services on review
opinion and reporting material weaknesses in Internal
Controls, Korean Accounting Journal, 19(4), 263-299

[16] G. S. Crystal. (1991). In search of excess: the
overcompensation of American executives. New York
© W. W. Norton and Company.

gL t—','(Woo—Sung Jung) [Hs]2]
p - 19904 29 : Soldisti AAsTHA
oA
- 1995¢ 2% : %O}I:H'Ez}-ﬂ %Og'(—i]'ﬂ}(%‘
Feapah

19964 9¥ ~ FA] 1 FARFoltiet

W AP @

- TR ¢ AFIA, ALAIA|, BEIA, AFHA

- E-Mail : wsjung@bufs.ac.kr



