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Listed small and medium-sized companies (SMEs), when applying the standards (Standards) for internal
accounting control system (IACS), can apply a relaxed Standards unlike large listed companies. This study
analyzes the effect of SMEs applying the Standards applied to large companies (applying of reinforced
Standards) on the cost of equity capital (COE). In addition, this study examines whether the differential
role of external corporate governance appears in the relationship between the two.

Empirical results show a negative relationship between the applying of reinforced Standards of SMEs and
the COE. This suggests that reinforced application of SMEs increases the reliability of the accounting
information process and ultimately is related to the reduction of information risk. Specifically, the result
is found firms without industry specialized auditors, firms without institutional shareholders and firms
with low foreign investor equity, suggesting the application of reinforced Standards is more effectively
related to information risk reduction when external corporate governance is weak.

This study has a differentiated contribution by presenting empirical results that SME's selection of the
Standards affects the COE. In particular, the results of this study that proactive design and operation of
IACS are related to the reduction of cost of capital.
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The Effect of Small and Medium Listed Companies Applying of Reinforced Standards for Internal Accounting Control System on Cost of Equity Capital

(Table 1) #& MAYEL} Y F29| EX
Panel A: % X344}
iR TR
2011958 20199704 =5 A& f7bedAld 9 Z2gA 3o 3ddE T4 6,740
(D) F69F 719-dx (22)
(2}41): Aol 12€%o] ofd 7g-d= (232)
(AR AFEA7L o] SAE 238 F gle 7I9g-dk (5,843)
) a2 9 WFE AT F gl 79-9= (403)
AZRE 240
Panel B: X9 ¥ £xX
4% Az HEZAA =Rl Ar#rey et E A
HES 182 46 5 5 2 240
H % 75.83% 19.17% 2.08% 2.08% 0.84% 100.00%
Panel C: E&9 Z3ld BT A8 2 P4ANPE £X
" Ak BRAE A8 o & AN
T g LIRSS 27 KOSPI KOSDAQ 2
RESF 84 156 240 4 236 240
H % 35.00% 65.00% 100.00% 1.67% 98.33% 100.00%
2], Ohlson and Juettner(2005)914+= °}2| p o EPS. | (EPS,,—EPS,,, —r, (EPS,,, — DPS,,,))
o] A(1)3} Zo] FojolAXARE L AABAL t T, r(r,—g,)
AT-EH 7} ol2l | %218 o] gato] Hefolel & A% 1)
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2 LY AA AN 2N 28T 5 e 39 r,AIARHE
234 o)LL ;\}3.3}1 39 a3 o2& 8 71848 (=33 1A oA AEd
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x];q 104 Eo]-/]
st A7AAAER

and Juettner(2005)
Z|AFEH &S OJR FA

JZYoldE HE A
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The Effect of Small and Medium Listed Companies Applying of Reinforced Standards for Internal Accounting Control System on Cost of Equity Capital

(Table 2) 7|=EA2

W4y FEF Bt =9 FFEHA Ql Q3

cocC 240 0.152 0.140 0.069 0.103 0.192
oJ 240 0.157 0.148 0.065 0.110 0.195
PEG 240 0.151 0.139 0.062 0.106 0.188
IRR 240 0.148 0.132 0.081 0.093 0.192
NST 240 0.350 0.000 0.478 0.000 1.000
EXPERT A 240 0.258 0.000 0.439 0.000 1.000
INS 240 0.517 1.000 0.501 0.000 1.000
FOR 240 0.111 0.071 0.117 0.023 0.157
LOWFOR 240 0.500 0.500 0.501 0.000 1.000
SIZE 240 25.754 25.17125 0.683 25.224 26.190
LEV 240 0.332 0.313 0.179 0.177 0.482
BTM 240 0.487 0.433 0.300 0.250 0.640
BETA 240 1.040 1.003 0.461 0.727 1.362
VOL 240 0.446 0.442 0.119 0.356 0.517
RET 240 0.281 0.130 0.623 -0.113 0.519
FOLLOW 240 3.679 3.000 3.097 2.000 5.000
EXPSD 240 0.128 0.095 0.103 0.055 0.172
KOSPI 240 0.017 0.000 0.128 0.000 0.000
1) M) Fe

coc : Ohlson and Juettner(2005), Easton(2004), Claus and Thomas(2001)¢] 37k WHo2 Ar&e 2]

AHEH|go] dedd

OJ © Ohlson and Juettner(2005)9] W o2 Jt&ek A7) AHEn] &

PEG : Easton(2004)¢] ¥yoz A&e 27|26 &

IRR ¢ Claus and Thomas(2001)9] o2 Ab&e A7) AHEH] &

NST TR I A s WS AREA R miates A8 A 19 g, of® 0

EXPERT A @ 37A19e] A 71es S 4 %‘ﬂﬁ‘ﬂ*}ol AA ZANES A5 19 & 7T guEe

INS L1 BEAA FF7E *Zﬂ e 7% 19 @2 /e "re

FOR DY ARAAL A S

LOWFOR @ 5152 A i&o] 2914 o3kl A+ 19 @& 7HAle vnis

SIZE : %‘X]'ﬂ")ﬂ AAd2TE Ha gk

LEV D ERAE AR Ui @

BTM : *Z}iJ FHIRAE TR AR Y &

BETA S A 1d9zE e

VOL AR 1A dEs s BEEA

RET AR 1A B E

FOLLOW @ ARE47} 3% +

EXPSD CAFEAY dEX 0] BEAAL

KOSPI AR AE fEEA A A 19 #@E JAE e
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(Table 3) &zAIEA

(1) (2) (3) (4) (5) (6) (7) (8) 9 a0 ) a2 a1y 14 (15 (16 (17
(1) coc 0.996" 0.992° 0994" -0.052 -0.006 -0.189" 0.321" -0.042 0.208" 0.508" 0.102 0072 -0.094 -0.194" 0.204" 0.051
(2)0J 0.992* 0.990" 0985 -0.048 -0.018 -0.192° 0317" -0.042 0210° 0502° 0100 0.062 -0.092 -0.185" 0.199" 0.054
(3) PEG 0.990  0.988° 0.976* -0.051 0001 -0.185" 0.321" -0.039 0224 0471 0114 0082 -0.103 -0.181" 0.206" 0.059
(4) IRR 0.986" 0.961"  0.956" <0.059 -0.009 -0.196" 0328" -0.039 0193 0.540" 0.103 0.076 -0.08T -0.205" 0.199" 0.040
(5) NST <0071 -0.060 -0.072 -0.077 0074 0168 -0.227" 0287 0041 0057 -0.136" -0.153" -0.011 0038 -0.012 0.109
(6) EXPERT A -0.026 -0.045 -0.027 -0.009 -0.074 <0.058 -0.057 0183 0041 0039 -0.048 -0.031 -0.063 -0.021  0.163" -0.003
(7) INS <0.150° -0.155" -0.153" -0.138" 0.168" -0.058 <0.334" 0123 0055 -0.18" -0.034 -0.009 0062 -0.050 0.069 0.061
(8) LOWFOR 0.281" 028" 029" 0261 -0.221" -0.057 -0.334" <0.316" 0158 0.335" 0058 0039 002 -0.249" 0013 -0.065
(9) SIZE 0.058 -0.050 -0.053 -0.066 0.265" 0208 0.122 -0.315" 0.393" 0123 -0.23" -0.23%5" -0.150° 0.022 0.157° 0.210°
(10) LEV 0.209" 0.220° 0.241" 017" 0.037 0.075 004 0157 0.366" 0111 -0.063 -0.107 -0.019 -0.176" 0.115  0.129°
(11) BIM 0456 0460" 0436" 045" 0.074 0020 -0.159" 0.304" 0.083  0.084 S0.074 -0.231" -0.289" -0.380" 0.064 -0.018
(12) BETA 0.078 0079 009 0065 -0.131" -0.026 -0.039 0.037 -0.238" -0.073 -0.133 0.554* -0.012 0070  0.077 -0.100
(13) VOL 0.040 0026 0052 0042 -0.179" -0.038 -0.033 0.066 -0.252" -0.102 -0.261" 0.505" 0220 0.131" 0.189" -0.106
(14) RET 0.093 -0.090 -0.098 -0.090 -0.054 -0.087 0.040 0065 -0.162° -0.020 -0.294" 0061 0377 0.185* -0.093  -0.050
(15) FOLLOW ~ -0.118 -0.117 -0.104 -0.127  0.028 0.154" 0002 -0.263" 0.118 -0.222" -0.322° 0013 0.154" 0.156" 0.102  0.016
(16) EXPSD 0323 0282 03100 035" -0.009 0204" 008 0053 0073 0.09% 0079 008 019" -0.049 0.034 -0.073
(17) KOSPI 0.064 0.067 0077 0050 0109 -0.003 0.061 -0.065 0.321" 0.127° 0.042 -0.146" -0.102 -0.055  0.161" -0.073

1) W9 oE Table 29 L
2) *& 0.05 FFAM BAAOR o3
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The Effect of Small and Medium Listed Companies Applying of Reinforced Standards for Internal Accounting Control System on Cost of Equity Capital

(Table 4) Zs}=

ZHFE HE0| A |x=H|B0l| olxls S

o

W DV = COoC DV = OJ DV = PEG DV = IRR
Intercept 0.719"* 0.678*** 0.721%*** 0.745***
(3.16) (3.13) (3.47) (2.82)
NST -0.019** -0.017* -0.017" -0.023"*
(-2.39) (-2.24) (-2.29) (-2.51)
SIZE -0.021*" -0.019** -0.022™" -0.022™"
(-2.31) (-2.20) (-2.60) (-2.09)
LEV 0.052" 0.054** 0.066"** 0.036
(1.89) (2.02) (2.73) (1.08)
BTM 0.093*** 0.088*** 0.085"** 0.105™*
(5.51) (5.31) (5.10) (5.75)
BETA 0.020* 0.022** 0.019* 0.019
(1.92) (2.15) (1.99) (1.42)
VOL -0.016 -0.024 -0.004 -0.017
(-0.37) (-0.64) (-0.12) (-0.31)
RET 0.008 0.008 0.005 0.010
(1.26) (1.41) (0.93) (1.36)
FOLLOW -0.000 -0.000 0.000 -0.001
(-0.35) (-0.25) (0.14) (-0.69)
EXPSD 0.195*** 0.158*** 0.167** 0.262"**
(4.18) (3.82) (4.06) (3.99)
KOSPI 0.060" 0.053 0.059* 0.068"
(1.72) (1.60) (1.78) (1.75)
Industry dummy Included Included Included Included
Year dummy Included Included Included Included
No. of Obs. 240 240 240
Adj. R-sq. 0.489 0.486 0.474 0.482
F-value 7.02%** 6.95%* 6.67" 6.86***

) W2l HolE Table 29 4
2) v 7424 0.01, 0.05, 0.1

soleh, #AZ3tE BT Ao
Ew% 48 g ARG 7L FF
) =

() BAE Aol ol A WA 4o At
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oo
rS’L'
S -{o
1o
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Sang Hyuk Lee - Namchul Jung - Jinwook Choi

(Table b) 2% 7|gX|uj7x0l e Zstel 2HFE HE0| A|Al=H|Z0l| olxl= S

Panel A: £EHSLE COCE AR st EX8 A3

P DV = CoC
EXPERT A=1 EXPERT A=0 INS=1 INS=0 LOWFOR=1 LOWFOR=0
Intercept 0.634 0.766*** 1.202%** 0.492 0.843* 0.641*
(1.40) (2.72) (4.52) (1.35) (1.88) (1.95)
NST 0.006 -0.019* -0.007 -0.032"** -0.029"" -0.006
(0.25) (-1.91) (-0.46) (-3.31) (-2.31) (-0.52)
SIZE -0.021 -0.023** -0.036™"* -0.015 -0.029 -0.019
(-1.01) (-2.03) (-3.45) (-1.03) (-1.60) (-1.34)
LEV 0.007 0.067* 0.043 0.045 0.102 0.023
(0.09) (2.09) (1.04) (0.98) (1.52) (0.67)
BTM 0.035 0.086*** 0.064** 0.081*** 0.071** 0.102***
(1.05) (4.44) (2.59) (3.26) (2.62) (3.58)
BETA -0.058"* 0.031** 0.025 0.028™* 0.029* 0.008
(-2.42) (2.53) (1.30) (2.09) (2.34) (0.39)
VOL 0.350*** -0.070 0.013 -0.077 -0.073 0.007
(3.72) (-1.44) (0.19) (-1.06) (-1.01) (0.09)
RET -0.054"" 0.009 -0.013 0.018" 0.017 0.001
(-2.41) (1.12) (-1.24) (1.98) (1.37) (0.09)
FOLLOW 0.001 0.001 -0.000 -0.002 0.001 -0.001
(0.18) (0.41) (-0.08) (-0.72) (0.22) (-0.57)
EXPSD 0.171* 0.203*** 0.204*** 0.218"** 0.209*** 0.200"**
(2.40) (3.59) (3.18) (3.42) (3.10) (2.92)
KOSPI 0.130** 0.025 0.095** -0.015 0.164*** 0.040
(2.32) (0.90) (2.23) (-0.55) (3.06) (1.45)
]giii;y Included Included Included Included Included Included
Year dummy Included Included Included Included Included Included
No. of Obs. 54 186 124 116 120 120
Adj. R-sq. 0.548 0.474 0.487 0.473 0.338 0.500
F-value 3.01*** 5.62""* 4.43*** 3.95" 2.64*** 4,727
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The Effect of Small and Medium Listed Companies Applying of Reinforced Standards for Internal Accounting Control System on Cost of Equity Capital

(Table b) 2% 7|gX|uj7x0i e Zatel REFE HE0| AZ|At=H|30l| ojxl= I (%)

oo

Panel B: £5¥5E OJ2 AAdto] 43 23}
epe DV = 0OJ
EXPERT A=1 EXPERT A=0 INS=1 INS=0 LOWFOR=1 LOWFOR=0
NST 0.011 -0.018* -0.004 -0.030*** -0.027*" -0.002
(0.58) (-1.90) (-0.24) (-3.31) (-2.30) (-0.21)
Controls Included Included Included Included Included Included
]ZS;?];Y Included Included Included Included Included Included
Year dummy Included Included Included Included Included Included
No. of Obs. 54 186 124 116 120 120
Adj. R-sq. 0.554 0.477 0.483 0.486 0.340 0.494
F-value 3.05""* 5.69""* 4.38%** 4.10%** 2.66""* 4.63***
Panel C: WS PEGE A% dto] B3 A3}
epe DV = PEG
EXPERT A=1 EXPERT A=0 INS=1 INS=0 LOWFOR=1 LOWFOR=0
NST 0.010 -0.018** -0.006 -0.028*** -0.025™* -0.004
(0.53) (-2.00) (-0.44) (-3.05) (-2.21) (-0.34)
Controls Included Included Included Included Included Included
Igs;i;y Included Included Included Included Included Included
Year dummy Included Included Included Included Included Included
No. of Obs. 54 186 124 116 120 120
Adj. R-sq. 0.577 0.456 0.477 0.469 0.340 0.466
F-value 3.26™** 5.30™** 4.30%** 3.90%** 2.66%"" 4.25%"
Panel D: $4W4S [RRE AAsto] A3 A3
epe DV = IRR
EXPERT A=1 EXPERT A=0 INS=1 INS=0 LOWFOR=1 LOWFOR=0
NST -0.004 -0.020* -0.012 -0.037*** -0.034*" -0.012
(-0.12) (-1.80) (-0.62) (-3.38) (-2.32) (-0.85)
Controls Included Included Included Included Included Included
]gng}g;y Included Included Included Included Included Included
Year dummy Included Included Included Included Included Included
No. of Obs. 54 186 124 116 120 120
Adj. R-sq. 0.470 0.479 0.461 0.462 0.332 0.495
F-value 2.47 5.72%** 4.09*** 3.82%** 2.60""* 4.64***

Ho] o= Table 29 FUE
2) w0 a2 0 010105, 01 FEoN BAHCE fofd.
3) B3 ¥ gre AAAT BAR 498 UBIE theldl, A9 sRaN Felsvgae] 249,
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(Table 6) A&X=0jzl

AFAFoA A HFATIE 7
R e R e T N e e
SIZE 26.000 25.621 0.379*** 26.009 25.875 0.133
LEV 0.341 0.327 0.014 0.341 0.364 -0.023
BTM 0.518 0.471 0.047 0.519 0.500 0.019
BETA 0.958 1.085 -0.127** 0.975 1.000 -0.025
VOL 0.417 0.462 -0.045*** 0.418 0.436 -0.018
RET 0.236 0.306 -0.070 0.240 0.222 0.018
FOLLOW 3.798 3.615 0.182 3.807 3.361 0.446
EXPSD 0.127 0.129 -0.002 0.126 0.124 0.002
KOSPI 0.036 0.006 0.029 0.036 0.012 0.024
Panel B: Zstd BHTE A &o| A7|IAEH & nX e JFAHFHFNH F)
A DV = COC DV = OJ DV = PEG DV = IRR
Intercept 0.741%** 0.672"** 0.763*** 0.782***
(3.10) (3.02) (3.55) (2.67)
NST -0.025*** -0.023*** -0.023*** -0.028"**
(-3.00) (-2.94) (-2.98) (-2.81)
SIZE -0.024** -0.021%* -0.025"** -0.026**
(-2.54) (-2.35) (-2.94) (-2.25)
LEV 0.017 0.014 0.027 0.002
(0.61) (0.52) (1.17) (0.05)
BTM 0.098*** 0.091%** 0.087*** 0.120***
(5.21) (4.93) (4.73) (5.48)
BETA 0.017 0.017 0.013 0.020
(1.26) (1.25) (1.02) (1.36)
VOL -0.019 -0.019 -0.001 -0.037
(-0.37) (-0.39) (-0.03) (-0.60)
RET 0.011 0.011* 0.008 0.014*
(1.61) (1.73) (1.22) (1.69)
FOLLOW 0.000 -0.000 0.001 0.001
(0.29) (-0.13) (0.50) (0.57)
EXPSD 0.211%* 0.188*** 0.197*** 0.258***
(3.26) (3.19) (3.33) (3.11)
KOSPI 0.062** 0.057** 0.064** 0.063**
(2.13) (2.01) (2.27) (2.12)
Industry dummy Included Included Included Included
Year dummy Included Included Included Included
No. of Obs. 166 166 166 166
Adj. R-sq. 0.567 0.570 0.557 0.535
F-value 7.98%** 8.06%"" 7.70%* 7.11%*
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(Table 6) M&&Es0HA (HlZ)

Panel C: &% 7|9A 720 we Fshd 2ite 48] A7|ARH & nAe FdFTNE § C0Cs
FTEUTFE dyeto] £Ag 43
P DV = COC
EXPERT A=1 EXPERT A=0 INS=1 INS=0 LOWFOR=1 LOWFOR=0
Intercept 0.975 0.784*** 1.342%* 0.557 0.616 0.807*
(1.02) (3.00) (4.07) (1.61) (1.63) (1.98)
NST 0.012 -0.025™* -0.014 -0.033"** -0.037"** -0.003
(0.49) (-2.35) (-0.78) (-3.27) (-3.33) (-0.26)
SIZE -0.039 -0.027** -0.047""* -0.014 -0.018 -0.027
(-1.01) (-2.55) (-3.49) (-0.97) (-1.15) (-1.64)
LEV 0.114 0.033 0.010 -0.020 -0.006 -0.028
(0.46) (1.01) (0.21) (-0.45) (-0.12) (-0.61)
BTM 0.043 0.087*** 0.103*** 0.052** 0.046** 0.124***
(0.41) (4.47) (2.90) (2.55) (2.59) (3.49)
BETA -0.045 0.028* -0.004 0.016 0.024 0.033
(-0.97) (1.70) (-0.15) (1.28) (1.48) (1.21)
VOL 0.393 -0.080 0.061 -0.063 -0.056 -0.116
(1.54) (-1.29) (0.57) (-1.17) (-0.67) (-1.11)
RET -0.029 0.015* -0.015 0.021** 0.019* -0.011
(-0.55) (1.78) (-0.98) (2.65) (1.96) (-0.67)
FOLLOW 0.002 0.001 0.003 -0.004 -0.001 0.001
(0.33) (0.58) (1.38) (-1.43) (-0.35) (0.82)
EXPSD 0.053 0.276*** 0.216"" 0.291*** 0.232"* 0.207*
(0.37) (3.58) (2.38) (4.07) (2.55) (2.23)
KOSPI 0.118 0.038 0.080** 0.000 0.187*** 0.039
(0.78) (1.56) (2.50) (0.01) (3.27) (1.50)
]gggif];y Included Included Included Included Included Included
Year dummy Included Included Included Included Included Included
No. of Obs. 36 130 88 78 83 83
Adj. R-sq. 0.506 0.572 0.587 0.600 0.560 0.548
F-value 2.28 6.57*** 499" 485 448" 4 .54

1614 Korean Management Review Vol.50 Issue.6, December 2021



The Effect of Small and Medium Listed Companies Applying of Reinforced Standards for Internal Accounting Control System on Cost of Equity Capital

(Table 6) M&Hs

ofE (A1)

Panel D: &% 71g4A w720 w& Zstd 2Rlqie Aol A7|A2H & mXe FARATFdFNA = 05
TEUFR A6t A 29
B 2= DV = OJ
EXPERT A=1 EXPERT A=0 INS=1 INS=0 LOWFOR=1 LOWFOR=0
NST 0.017 -0.024** -0.012 -0.030*** -0.034*** -0.001
(0.72) (-2.38) (-0.75) (-3.26) (-3.24) (-0.09)
Controls Included Included Included Included Included Included
[ndustry Included Included Included Included Included Included
dummy
Year dummy Included Included Included Included Included Included
No. of Obs. 36 130 88 78 83 83
Adj. R-sq. 0.511 0.575 0.584 0.610 0.562 0.554
F-value 2.31 6.64"** 4.94*** 5.01""" 4.50%** 4.64***
Panel E: 9% 7]9A T30l we& Zstd BRiqte A8o] A7IAE0 & nA= JFAFAFd & PEGE

EZNEPS

2 AAeto] AT 23

O T
epe DV = PEG
e EXPERT A=1 EXPERT A=0 INS=1 INS=0 LOWFOR=1 LOWFOR=0
NST 0.016 -0.024** -0.014 -0.029*** -0.033*** -0.004
(0.73) (-2.48) (-0.88) (-3.04) (-3.19) (-0.40)
Controls Included Included Included Included Included Included
[ndustry Included Included Included Included Included Included
dummy
Year dummy Included Included Included Included Included Included
No. of Obs. 36 130 88 78 83 83
Adj. R-sq. 0.550 0.560 0.585 0.598 0.574 0.498
F-value 2.53 6.30"** 4.96*** 4.82"** 4.69*** 3.90"**
Panel F: 9F 7|4A w720 w2 Zstd Byt A& A AH & nAe FF(3FATHA = [RRE

Fauee 4939 24T A3

epe DV = IRR
EXPERT A=1 EXPERT A=0 INS=1 INS=0 LOWFOR=1 LOWFOR=0
NST 0.003 -0.027** -0.015 -0.039*** -0.043*** -0.004
(0.09) (-2.18) (-0.72) (-3.35) (-3.41) (-0.27)
Controls Included Included Included Included Included Included
[ndustry Included Included Included Included Included Included
dummy
Year dummy Included Included Included Included Included Included
No. of Obs. 36 130 88 78 83 83
Adj. R-sq. 0.447 0.565 0.572 0.580 0.532 0.563
F-value 2.01 6.41"** 4.75%** 4 .55 4.10%** 477
) W] Hol= Table 29 £43
2) *FE o r2 7k 0.01, 0.05, 0.1 204 BAA L °«]?ﬂ

3) E3 o] e BAAAFY BAA Folde vdehle tatolH,

§ FEdld FHxHF o] 24
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