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(Table 1) Sampling process and the yearly distribution

Panel A: Sample selection procedure

Initial observations from 2011 to 2016 4,054
Less:

Missing F/S comparability data (1,505)
Missing data regarding control variables (169)
Final observations 2,380

As data missing occurs in regressions using ESG governance score, samples ranging from 1,951 to 2,380 are

actually used in this study.

Panel B: Yearly distribution

Year Freq. Pct(%) Cum.
2011 336 14.12 14.12
2012 392 16.47 30.59
2013 397 16.68 47.27
2014 407 17.10 64.37
2015 417 17.52 81.89
2016 431 18.11 100.00
Total 2,380 100.00 -

2 De Franco et al.(2011)
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(Table 2) Summary statistics

Panel A: Decriptive statistics

Variables N Mean Sz(\i] Q1 Median Q3
COMPI 2,380 -0.01 0.01 -0.02 -0.01 -0.01
COMPZ2 2,380 -0.01 0.01 -0.01 -0.00 -0.00

FORNSH 2,380 0.09 0.13 0.01 0.04 0.13

Ln_SHRIGHT 1,951 3.73 0.31 3.58 3.81 3.95
Ln VOTE 1,951 2.75 0.41 2.71 2.89 3.00
Ln OWNSTRC 1,951 2.34 0.54 2.08 2.48 2.71
Ln FIN 1,951 2.80 0.34 2.56 2.83 3.04
SIZE 2,380 20.10 1.56 18.99 19.90 20.90
LEV 2,380 0.48 0.20 0.32 0.48 0.63
ROA 2,380 0.02 0.07 0.00 0.02 0.06
MTB 2,380 1.09 1.00 0.53 0.80 1.26
CFO 2,380 0.05 0.06 0.01 0.05 0.08

EXPORT 2,380 0.24 0.29 0.00 0.10 0.45
ABS DA 2,380 0.04 0.04 0.01 0.03 0.05
LOSS 2,380 0.25 0.43 0.00 0.00 0.00

BIG4 2,380 0.67 0.47 0.00 1.00 1.00

CONGLO 2,380 0.16 0.37 0.00 0.00 0.00
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(Table 2) Summary statistics (continue)

Panel B: Pearson correlation matrix

(1) (2) (3) (4) (5) (6) (7 (8) 9) 1 a @ o 4 1 16 an

2 R6Tl LRBRE

=

(1) comp! 1

(2) copyz2 083 1

(3) FORNSH 0.00 0.6 1

(4) Ln SHRIGHT ~ 0.02 005" 0.07" 1

(5) Ln_VOTE 0.04 008" 01" 017t 1

(6) Ln OWNSTRC ~ 0.06™  0.08™ 002 047" 0.06" 1

(7) Ln_FIN 004 <000 003 037 016" 013 1

(8) SIZE 017" 015" 050" 003 018 002 014 1

(9) LEV 0060 002  -0.15"™ 007" 008 0027 -0.23"" 026" 1

(10) RoA 0187 017 024" 004 003 010" 004 013" 036 1

(11) MTB 037 0827 0127 012" 015" <005 0.0 006" 0.09" -0.05° 1

(12) CFO 0.09* 012" 020" <002 -0.00 003 0.02 012" -0.20"" 050" 0.05° 1

(13) EXPORT 012" 006" -0.05" 001 002 002 <003 001 006" -0.10%" 0 0.0 1

(14) ABS DA S0.16™ -0.16™" -0.04 0 001 -0.04 0 -006™ 013" 020" 015" -0.06" 0.04 1

(15) LOSS 0.9 020" 0.9 -0.02 0 011" -0.04 012" 033 069" 0097 036" 013" 018" 1

(16) BIG4 0.07* 007 0287 007 013 000 -0.00 043" 0.06™ 012" 0.03 011" <000 -0.04 -010" 1

(17) CONGLO 0.03 003 035" 005" 022" 014" -0.05" 061" 017" 004 008" 003 002 -003 0.0 029" 1

7 #020¢

s

=

* p(0.05, ** p(0.01, *** p<0.001
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(Table 3) The relation between overall shareholder rights and F/S comparability (H1-1)

Model (1) Model (2)
Variables DEP = COMPI DEP = COMP2
Coefficient t-value Coefficient t-value
Intercept -0.028*** -5.86 -0.015%** -6.15
Ln_SHRIGHT 0.002** 1.99 0.001** 2.01
SIZE 0.001** 2.98 0.000*** 4.16
LEV 0.006"** 5.06 0.002%** 2.60
ROA -0.001 -0.32 0.001 0.63
MTB -0.003*** -15.26 -0.001*** -12.31
CFO 0.009** 2.41 0.004** 2.21
EXPORT -0.002** -2.57 -0.001*** -3.28
ABS DA -0.015""* =277 -0.010™** -3.79
LOSS -0.003*** -4.45 -0.001*** -4.39
BIG4 0.000 0.28 0.000 0.70
CONGLO -0.001 -1.16 -0.001 -1.60
Year Included Included
Industry Included Included
F-value 19.14** 13.16%*
# of obs 1,951 1,951
Adjusted R? 0.261 0.192

1) * ** and *** denote significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.
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(Table 4) The relation between detailed shareholder rights and F/S comparability (H1-2)

Variables

Model (1)
DEP = COMPI

Model (2)
DEP = COMP2

Model (3)
DEP = COMPI

Model (4)
DEP = COMP2

Model (5)
DEP = COMPI

Model (6)
DEP = COMP2

Model (7)
DEP = COMPI

Model (8)
DEP = COMP2

Coeff.  t-value

Coeff. t-value

Coeff.  t-value

Coeff.  t-value

Coeff.  t-value

Coeff.  t-value

Coeff.  t-value

Coeff.  t-value

Intercept
Ln VOTE
Ln_FIN

Ln OWNSTRC
SIZE

LEV

ROA

MTB

CFO
EXPORT
ABS DA
LOSS

BIG4
CONGLO
Year
Industry
F-value
Observations

Adjusted R?

0027 6,67
0.002* 254

0.001" 281
0.006™ 4.8

-0.001 .34
0.003"*  -15.03
0.009" 2.36

20,002 -2.50
0,015 -2.80
20,003 -4.50
0.000 0.23
-0.001 -1.55
Included
Included
19.23%
1,951
0.262

0,015 -T.09
0.001*** 273

0.0007** 397

0.001™ 2.37
0.001 0.61
0.0 -12.07
0.004™ 2.16

S0.001% 321
.01 383
S0.0017% 444
0.000 0.65
-0.001* -2.01
Included
Included
13217
1,951
0.193

002" -5.26

0.000 031

0.001" 2.9
0.006" 475
-0.003 0.1
-0.003*  -15.08
0010 2.61
0.002""  -2.58
S0.015" 279
0.003""  -4.63
0.000 0.43
-0.001 -1.09
Included
Included
18.40*

1,951
0.276

0012 567

0.000 0.46

0.0007 412

0.001" 241
0.001 0.42
0.001"* -12.19
0.004™ 2.32

S0.000"" 3.5
0011 386
0,000 454
0.000 0.80
-0.001 -1.51
Included
Included
12,44
1,951
0.201

0.021" 576

0.001* 171
0.000™ 224
0.006™* 530
-0.003 0.7
0.003*  -15.77
0.011**3.00
0,002 -2.52

0.014" 269
<0.003"" 462
0.001 112
-0.001 0.4
Included
Included
19.66*

1,951
0.256

0012 657

0.000" 2.32
0.000"* 311
0.002**  3.06
0.001 0.42
0,001 -1291

0006 2.93
-0.001" -3.02
0.010" -3.56
-0.001"" -4.46

0.000 1.22
-0.000 -1.18

Included

Included

1328
1,951
0.184

0,024 5.8

0.002* 197
-0.000  -0.02
0.001° 1.69
0.000" 1.83
0.006™*  5.08
0.006  -1.34
0,003 -15.22

0.01%* 313
0.002"  -2.58
0.015"  -2.78
20,003 471

0.001 1.20
-0.001 -1.05

Included

Included

18.33"
1,951
0.274

0.014™ -6.08

0.00*  1.90
0.000 0.26
0.000* 230

0.0007*  3.36
00027 2.98
0.000 0.03
-0.001"" -12.39
0.006%  2.97
0.001" 3.0
0.010" -3.69
-0.001""  -4.49
0.000 1.20
-0.001 147
Included
Included
12,37
1,951
0.198

1) *, ™ and *** denote significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.
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(Table 5) The relation between foreign shareholder’s equity and F/S comparability (H2)

Model (1) Model (2)
Variables DEP = COMPI DEP = COMP2
Coefficient t-value Coefficient t-value
Intercept -0.022%** -6.06 -0.012%** -6.41
FORNSH -0.001 -0.74 -0.001 -0.98
SIZE 0.001*** 3.35 0.000"** 4.62
LEV 0.004*** 3.22 0.000 0.35
ROA -0.005 -1.23 -0.001 -0.58
MTB -0.003*** -15.87 -0.001*** -12.72
CFO 0.011** 3.26 0.006"** 3.48
EXPORT -0.002"** -2.86 -0.001%*** -3.45
ABS DA -0.022%** -4.43 -0.015%** -5.58
LOSS -0.003*** -4.93 -0.001%** -4.71
BIG4 0.000 0.93 0.000 1.09
CONGLO -0.001 -1.12 -0.001 -1.43
Year Included Included
Industry Included Included
F-value 20.17*** 14.31%*
# of obs 2,380 2,380
Adjusted R? 0.239 0.179

1) * ** and *** denote significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.
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(Table 6) Sensitivity test: F/S Comparability in Francis et al.(2014)

Model (2)
Variables DEP = Diff TAI DEP = Diff TAZ
t-value Coefficient t-value

Intercept -2.73 0.005
Ln_SHRIGHT 1.77 0.005**
FORNSH -1.05 -0.002
SIZE 3.57 0.001*
LEV -1.41 -0.007***
ROA 2.02 0.010
MTB -6.80 -0.003***
CFO 3.27 0.030"**
EXPORT 2.37 0.004**
ABS DA -42.03 -0.345*** -30.76
LOSS -0.31 0.001
BIG4 -1.64 -0.002*
CONGLO -0.02 0.001
Year Included
Industry Included
F-value 55.35""*
# of obs 2,372
Adjusted R? 0.472

1) *, **, and *** denote significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.
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(Table 7) Demand for F/S comparability and actual F/S comparability

Panel A: Comparison of F/S comparability between homogenous firms and less homogenous firms

High I HOMO Low I_ HOMO t—value
(above median) (below median) Mean Diff. L
n=954 n=990 in Diff
COMPI1 -0.014 -0.016 0.002 4. 87
Panel B: Subsample test
Model (1) Model (2)
Variables High I HOMO & High COMPI High I HOMO & LOW COMPI
DEP = COMPI DEP = COMPI
Coefficient t-value Coefficient t-value
Intercept -0.027*** -4.30 -0.004*** -3.19
Ln_SHRIGHT 0.002** 2.19 0.000* 1.94
FORNSH -0.005 -1.23 -0.001 -0.58
SIZE 0.001** 2.65 0.000 0.16
LEV -0.000 -0.22 -0.000 -0.15
ROA -0.002 -0.37 -0.003 -1.62
MTB -0.002*** -7.86 -0.000** -2.12
CFO 0.008" 1.96 -0.000 -0.07
EXPORT -0.004*** -3.71 0.000 1.11
ABS DA -0.008 -1.29 -0.000 -0.14
LOSS -0.002*** -2.75 -0.001%** -2.78
BIG4 -0.000 -0.26 0.000 0.05
CONGLO 0.001" 1.68 -0.000 -0.49
Year Included Included
Industry Included Included
F-value 9.36""* 8.07***
# of obs 435 519
Adjusted R? 0.342 0.269

1) *, ** and *** denote significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.
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(Table 8) Heckman 2-stage model

Panel A: 1st stage Probit analysis

DEP = GoodCG (dummy)

Variables

Coefficient z-value p-value
Intercept -8.924""* -8.24 0.000
CONSH -1.957"** -3.86 0.000
OTHERSH 0.154** 2.38 0.017
Ln BOD 1.193*** 5.16 0.000
EXPORT -0.164 -0.68 0.499
HHI 6.605 1.12 0.262
SIZE 0.219*** 4.04 0.000
LEV -0.891** -2.21 0.027
LOSS 0.247 1.46 0.145
Year Included
Industry Included
# of obs 2,060
Panel B: 2nd stage regression
Model (1) Model (2)
Variables DEP = COMPI DEP = COMP2
Coefficient t-value Coefficient t-value
Intercept -0.042*** -5.98 -0.024"** -6.56
Ln_SHRIGHT 0.002** 2.12 0.001** 2.21
FORNSH -0.002 -0.77 -0.001 -0.68
SIZE 0.001** 4.44 0.001** 5.57
LEV 0.003*** 2.59 0.000 0.28
ROA -0.013"** -2.71 -0.005™* -2.10
MTB -0.003*** -12.77 -0.001"** -10.21
CFO 0.012%** 3.02 0.006** 2.96
EXPORT -0.002** -2.44 -0.001"** -2.95
ABS DA -0.013** -2.35 -0.009"** -3.27
LOSS -0.003"** -3.96 -0.002*** -4.24
BIG4 -0.001 -1.53 -0.000 -0.64
CONGLO -0.000 -0.29 -0.000 -0.32
IMR 0.001*** 3.00 0.001*** 3.98
Year Included Included
Industry Included Included
F-value 15.36*** 10.60***
# of obs 1,550 1,550
Adjusted R? 0.234 0.170

1) *, ** and *** denote significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.
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(Table 9) Regression of F/S comparability on lagged shareholder rights

Model (1) Model (2)
Variables DEP = COMPI DEP = COMP2
Coefficient t-value Coefficient t-value
Intercept -0.044%** -7.28 -0.022%** -7.14
Lagged Ln_SHRIGHT 0.005*** 4.44 0.002*** 3.92
Lagged FORNSH -0.002 -1.16 -0.001 -1.48
SIZE 0.001*** 3.35 0.000*** 4.37
LEV 0.006*** 4.41 0.001** 2.06
ROA 0.003 0.67 0.004 1.56
MTB -0.003*** -12.61 -0.001*** -10.14
CFO 0.007* 1.88 0.004** 1.97
EXPORT -0.003"** -3.25 -0.002"** -3.89
ABS DA -0.018** -2.97 -0.011"** -3.55
LOSS -0.002"** -3.54 -0.001*** -3.48
BIG4 0.001 1.05 0.000 1.39
CONGLO -0.002** -2.15 -0.001** -2.29
Year Included Included
Industry Included Included
F-value 15.58*** 11.00%**
# of obs 1,532 1,532
Adjusted R 0.266 0.199

1) *, ** and *** denote significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.
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The Effect of Shareholders’ Surveillance against Top
Management on Financial Statements Comparability

Jeongtaek Kim* - Wooseok Choi**

Abstract

This study examines the effect of corporate governance designed to alleviate agency problems
on accounting information quality, extending existing research in two aspects. First, while
prior research on corporate governance has focused on the board of directors or the audit
committee, this study focuses on shareholders. Second, the financial statements comparability
is used as a proxy for accounting information quality. The reason why we conjecture that the
cross—sectional comparability of accounting information will vary according to the degree of
shareholder power against the top management is as follows. The top management, the agent,
will change his or her behavior depending on the degree of surveillance of the shareholder, the
owner. Meanwhile, ordinary shareholders who have less expertise than professional investors
or foreign investors who have less understanding of accounting-related regulations and
practices than domestic investors are more likely interested in the comparability of accounting
information in order to reduce information processing costs and thereby improve investment
efficiency. Therefore, in an environment where this type of shareholders exert a strong influence
on top management, they will require a firm to build an accounting system that can produce
comparable accounting information in both cross-sectional and time-series manners.

In this study, we use (1) the level of protection for ordinary shareholder rights and (2) the
relative portion of shares of foreign investors as the proxies for the monitoring environment
against top management. The financial statements comparability is measured according to the
method introduced in De Franco et al.(2011).

* Korea University Business School, First Author
** Korea University Business School, Corresponding Author
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The results show that companies whose ordinary shareholders are protected more strongly
have a significantly higher financial statements comparability, suggesting that shareholders’
monitoring can play an important role in producing relevant accounting information. In particular,
the financial statements comparability appears to be closely related to voting rights rather than
economic rights, suggesting that in order to produce useful accounting information, companies
should focus on improving the effectiveness and convenience of voting rights of ordinary
shareholders. On the other hand, foreign investors ownership itself does not have a significant
effect on the financial statements comparability. This result appears to deviate from the
previous studies documenting that there is a positive relationship between the foreign investor
ownership and the quality of accounting information. It is presumed to be due to the fact that
the financial statements comparability is relatively ineffective attribute for foreign investors,
most of which are institutional investors, because it is not a direct measure of accounting
information, but rather a attribute to improve the investment efficiency. Given this fact, our
findings are not necessarily in conflict with prior studies.

This study provides related studies with a new perspective by focusing on shareholders that
have not been covered much in corporate governance research, and investigating the association
between shareholders power and financial statements comparability that might be of interest to
ordinary shareholders and foreign investors. Given that the emphasis is more and more on
providing capital market participants with relevant information to help their investment decision
making, the findings of this study, which suggests several important considerations in the

process of corporate governance design, have practical and policy implications.

Key words: financial statements comparability, ordinary shareholder rights, minority

shareholder rights, foreign investors, corporate governance
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