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Sougiannis(1998)2} Subramanyam and Venkatachalam(2007)3} 5 <3lAl 2+ 71E714<] A}
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<H 2 JIEEHZE (n=2,327)

Z i}

ABSDA -0.118 0.139 -0.033 -0.074 -0.148
ABSPDA -0.102 0.126 -0.026 -0.061 -0.129
ABSEQ -0.058 0.059 -0.018 -0.040 -0.078
CON 0.280 6.703 0.872 -0.055 -1.023
STDRET 3.969 1.369 4.853 3.821 2.907
UVARRET 3613 1.297 4317 3.432 2617
STDVOL 0.030 0.037 0.040 0.016 0.007
TURN 0.022 0.028 0.029 0.012 0.005
UTURN -0.007 0.028 -0.001 -0.012 -0.024
SAR -0.020 0.702 0.159 -0.101 -0.311
COE -0.398 0.805 0 0 -0.432
v 8.221 1.791 9,515 8.349 1.053

Ic 0.046 0.209 0 0 0

Mw 0.031 0.174 0 0 0

ICN 0.076 0.401 0 0 0
SIZE 24.993 1.174 25.461 24.826 24.264
LEV 0.413 0.205 0.560 0.409 0.250
ROA -0.046 0.310 0.073 0.023 -0.069

BIG4 0.477 0.500 1 0 0

OPN 0.006 0.080 0 0 0
OWN 0.359 0.163 0.465 0.347 0.238
FOR 0.055 0.108 0.052 0.007 0.001

MK 0.777 0.416 1 1 1

1) Hpad
ABSDA £ Jones2(19%)E 0135101 ZZE M= Welloho] Hrjgh x (-1)

ABSPDA @ ‘d3IHS R{ZA ool FriZt x (-1)

ABSEQ  : Dechow and Dichev(2002)7} M|QtSt Fstilolo| siZMettsM x (-1)
CON : Penman and Zhang(2002)0| |5t XjAtst HIZ

STDRET - YYFAlol=0| MR}

UVARRET : H|7|CHlES| EEMAL

STDVOL  : LEFAD{e|2le| EFHA}

TURN (LA a2/ ARISAIS) | 11 T

UTURN  : H|7|[CHFAI R RIS T

A

SAR R TEy SRl

COE : Fama and French(1993)2] 3-291 232 ol A6 AR=H|& x (-1)
v ©AEEE LR IR

ic D LSS AIREIME 2ok E107(¢{0(T 1, ofLH™ 0

MW D LIRS IME S5t M E17(¢{0[T 1, L™ 0
ICN L LSS AN E R oo =

SIZE ©In(&Ah

LEV » B

ROA L EXRO1YE

BIG4 : ZFAjolo] BIG4OIH 1, Of|Ed 0

OPN © ZHARR|Z0] MAo[H 0, OfL™ 1

OWN L UiFE==RIRE

FOR L QZRIXIEE

MK D AASAET[M0IH 1, ofH 0
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e ASAE Aol M 49 WRIAAYA RS FHFH ol olfe] A IES F
S AREAIE 7kl FAEAA FFe A Holgke M 5, T X RS A AEA =
Fepgol AENNA ASE Fol ALA Gkl FAAA dFe vE Aeolgks vt
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<J3 2> XN 2MEL (n=2,327)

7Hd 1
0195
(<.0001) oreel 4
' ABSDA
ABSPDA
WA BA =
2opd ABSEC
Ic
Mw g
\\
\
744 3 \
0,045 \
(0.0315) \

7}@ 4 \
S .
7t 2 00727
0.122° (0.0015)
(<.0001)

R EE
STDRET
UVARRET
STDVOL
TURN
UTURN

1) HPMHE (F 29 23,
2) 77 e A2 1%, 5%, 10% TEOIM Relgke LIErEL

— T
3) Bzote| £RI= p-AtE AU (HEHS).
4) BM2 EMHS7E 2 2210 DXl &S 2lnlgh

(ML)

5) SHHSZ SIZE, LEV, ROA, BIG4, OPN, OWN, FOR & MKE

=

=ES)

o RHAEE

0.374™
(<.0001)

\
7Hd 6, 7M7)
\

03047\
(<.0001)
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7Hd 5

0.075™
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A7}
SAR
COE

// 0.394™
- (<.000D)
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<B 4> ATYEA TH(IY )9 A

ZHH[CHY

ISt

LH $§I 71 |:I|:|-E | kK kK KKk KKk Kk Kkk Fokk
HEo| Eox -0.19% 0.122 0.014 0.1% -0.045 -0.056 -0.101
ojelel & -0.072 -0.072 0.075™ 0.022™* 0.097"
Z2H|HE -0.304 -0.304™
SXHHT 0.374™ -0.308™" -0.027™ -0.335"™" 0.394"™ 0.130™* 0.524™*
1), 7, "2 2420 1%, 5%, 10% TZ0IM Relgte UEHE(HEEE).

<H 5> FXYIY ZY(IE 20)2 N

IH | GFI | AGFI | PGFI | RMR
2t 0.761 0.7113 0.634 0.066
CSPIES 0.90|At 0.90]A¢ ETE A5 0.050/51H %S

<# S>v <1d¥ 2o AAE T 2]
A GFIE <18 259 1zuA 2 o] A A5E
ARZ BALA Y R fAb gholgk & 4 ith AGFIE GFIeA] % ]
T weE AARMe #4 R HAE gotk F, 1R 29 H3es
Yo Au¥s veiis ZolE & & vk <d 5>8 ARy 72y o)
AFEst 71FRT G FXE Holw Atk wEa TR e AR
| B8l & 4 rh19)

2 rr

o3

AI717] 91k F7FA Q1 A0

o172 Q1 EX(Confirmatory Factor Analysis)S £33+ 432 Z3f o]eleo] Holgt=
20elA AT Bpge] thEAE ARE-gE A4St H-E(CON)= AlE Fo7t e
e YUeRST20) S, o]2]e] Hojgls 2908 CONolgle 447t disie A=t
- 2 Ao ® UER} CONe ©]9¢] Holgte 2Rl AlQafor ke AdE
15ttt Fsta U4 AdEs ARE SuTEe] dTEHE 890s A
Wote X =255 PET & 5 dth

_I

2]
=
20 AL EAUCI B WY Sl WG 29 B 2l 3
g 3 7 fold] HPE WHFES FA aca_o_g PN g
Q1 =ol SJstel MR 7} 890 FATEE T RS &
: AAGoEA BP0 AFES PPN Wilol
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< 3> XA +-2Y 2MEL (n=2,327)

714 1

-0.211™ olele] &

(<.0001) ABSDA
ABSPDA

o8l A e A =
2o

Ic

MW

ABSEQ

7Hd 5
0.073™
(0.0065)

\
\ 0315
(<.0001)

A7}
SAR

7Hd 2
0.116™
(<.0001)

BEu|g
UVARRET

744 6, 74 7', /
\

. /
STDVOL -0.300"" \\ // 0.353""
\ /
TURN <<0001) \\ // (<0001)
02017
(<.0001)

1) HPMES E 22 25

2) 77 E A2 1%, 5%, 10% TEOM Relgks LIERE,
3 *‘go“’l TRI= p-akE °|D|°’(EF"74"

4) g SMHa7E 2 200 0jxle @' 2ofg

5) SHMHTZ SIZE, BIG4 X FORE ME.

= AWshe AR7F Y2 CON= Algjsh= 2o
5 FAT7IE Wiolet & o ok 3 FHE|thA o))

R

]
A GEFAFIESY] FFAAE SJv]skE STDRETSF H7|thF2 A o] 2 o7
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&= UTURNS AlQjafol st Ao ® UERTh rAIRO R <O§ 2>d4 SAMTE
473 SIZE, LEV, ROA, BIG4, OPN, OWN, FOR % MKe|4 LEV, ROA, OPN, OWN
3 MKE Al ¢]ght2h

2172 =3 ¥e}dk CON, STDRET, UTURN, LEV, ROA, OPN, OWN

S U YA ALty EAS st Ade <I¥ 3> 2ok 244

<I¥ 2> Tl & A9 7Mool EF AAEHE ACE et

WA AA LY Aol AHEA GG 7] HAH AR HA

FaA 4EFe] foET WA vYER WRIAAZALZY] F
4

A Gl A JPun Farhs AL o

<H 6> 7XYIY 2YTY(IY 3>)Y 2MEL

e o|eje| & YHEH[cHY A=AIEE7L
=T = = = = = = = = = =
e e

IEEPES

HZo| Fok -0.211 0.116 0.024 0.140 -0.039 -0.057 -0.0%6
olele| & -0.113™ -0.113™ 0.073™* 0.034™ 0.107
X EH|CHE -0.300" -0.300
SHHT 0.315™ -0.291 -0.036™ -0.327 0.353™ 0.121™ 0.474>
1) ™™ = 22H1%, 5%, 10% TE0IM Relgts LEI(EEEE).
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gtk 9 WRIARIAE AF olefe] A A& o
S ARAGEN A OE (0

21) T HPe aQRHe el ool 2HUSES el f0loz S4stu, teel AR Ba 249 4
2915 9] PAYE FYR BYole & 5 ek olefd FWelA PR BP9 APEE F A B4 Fa
P48 5 ek A WA RHe SARNA AEHEE 2 ude) Nzush BYRE Sushs Aoy, T WA R
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HWFAATA4E, “WRIARIAE FFd BarIde] Az ddo] 719714
= G #ek A7, NEIAATE, A31=, 2012, pp.177-198.
THE, CHFIA AR L] AEATS} o]]xA 7] AAA, FAH
BAF A26d Al4Z, 2008, pp.171-200.
AAZE, “ZFHo|H R g e At F84 BA» T3 AstAL,  A26d A|3s, 2001,
pp.91-121.
AFG-EH, BTt Ao]-AF-o]e ] Aol P WA AEH] G- 7H2] Al T
Sk A T AstAE, A34E A12E, 2009, pp.27-65.
@@E%ﬁﬂl@?ﬂﬁ, “WRIIABAEY] FHoRd wAA e A TBAAG, #1138
A A4%, 2009, pp.33-64.
AR AE, “719e] Aol SAEFA A= G, FASAF, A31d Al
3, 2006, pp.69-96.
EATAGE, “ANDTHTE T AR ASHEIFAY FEHI I HAg A,
S A stAT, #2554 43, 2000, pp.27-53.
FA-AY AR, NWEIABHAE FAFHEIS AAoldxAr, TIAARA
Ty A294E A23E, 2011, pp.319-344.
ol Lol E, “URIAAAEL] Fa8g HFHH o] AA &4, et7dedst
3#];  A224@ #1235, 2009, pp.783-811.
o Lol AR, “HFEI| A A AL FHFR o] FAMAZY ARG mAE
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The Material Weaknesses in the Internal Accounting Control
System, Earnings Quality, Information Asymmetry, and Capital
Market Evaluation

Seok-Jin Chang* / Myung-Gon Lee**
ABSTRACT

A series of accounting scandals that started with the Enron, WorldCom, and Daewoo implies that the
loss of accounting reliability may interrupt capital market operation. In response to accounting scandals,
implementation of Internal Accounting Control System (IACS) has become a mandatory requirement in
2003. IACS has been effective since April 2004 in Korea.

This study examines the effectiveness of IACS in three aspects using firm-year sample of all
companies listed on KOSPI and KOSDAQ. In concrete, this study examines the effect of material
weaknesses in internal accounting control system (ICW) on earnings quality, information asymmetry, and
capital market evaluation.

In general, reporting ICW implies the existence of problems in accounting information generation and
disclosure process. Companies reporting ICW are expected to show lower level of earnings quality. The
effect of ICW on earnings quality is only direct effect, but information asymmetry and capital market
evaluation can be classified into two: direct effect and indirect effect. That is, ICW indirectly affect
information asymmetry through lowering earnings quality as well as ICW directly affects information
asymmetry. Moreover, ICW have both direct and indirect effect on capital market evaluation.

To the extent of indirect effect, ICW decrease earnings quality and increase information asymmetry,
and ultimately, affect investment decisions of market participants. Therefore not only direct effect of
ICW, but also indirect effect of ICW should be recognized so as to figure out the effectiveness of IACS.
This study analyzes direct effect and indirect effect of ICW through structural equation model.

As a result, this study finds that ICW lower earnings quality and increases information asymmetry.
Also, this study suggests that capital market have propensity to undervalue companies reporting ICW.
Moreover, the result implies that lowering earnings quality and increasing information asymmetry, rather
than direct effect of ICW, attribute the undervaluation for companies reporting ICW.

This study makes several contributions. Firstly, this study differentiates from prior studies in that it
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delivered a comprehensive analysis the benefits of the internal accounting control system using structural
equation model by considering moderating variables. Secondly, this study proposes supportive, timely, and
comprehensive evidences for the argument that the benefits of internal control system exceeds the costs.
Lastly, this study contributes to the companies operating the internal accounting control system,
supervisory institutions, market participants, and auditors by providing the results suggesting that capital

market tend to undervalue companies with ICW.

Key Words : Internal Accounting Control System, Earnings Quality, Information Asymmetry, Capital
Market Evaluation, Structural Equation Model



