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<3 3> 2005% Al FEE- Y B 85 A 9%
A “11% SCORE1 | SCORE2 | SCORE3 | SCORE4 | & 7| f}
T f=au
SHBE | 33 | 5024 21.64 17.12 200 | 91.00 | 36.40
Aoy | 21 | 5137 17.89 13.89 248 | 85.63 | 34.25
Fol- = | 21 | 49.00 18.86 11.90 338 | 83.14 |33.26
33} 75 | 49.29 22.91 17.03 360 | 92.83 |37.13
ooFE | 25 | 5212 20.32 18.92 208 | 93.44 |37.38
B S35 | 21 | 46.14 20.38 13.57 362 | 83.71 | 3348
A% 2 % 36 | 4914 22.31 18.08 325 | 9278 | 37.11
717 36 | 4847 20.75 16.89 275 | 88.86 | 3554
A7) A4 | 60 | 46.23 21.78 18.03 200 | 88.05 | 35.22
JdaAd | 5 | 46.00 28.60 2140 220 | 98.20 | 39.28
SFAE | 35 | 4651 23.03 20.86 226 | 93.06 | 37.22
% 4 | 4173 24.03 20.16 218 | 94.09 | 37.64
A717k2 | 10 | 53.70 22.40 22.20 480 [103.10 | 41.24
AA 36 | 50.61 23.97 2317 3.06 |100.81 | 40.32
SR | 15 | 4620 18.80 17.21 160 | 83.87 | 33.55
Al 4 | 57.25 56.50 | 47.25 550 | 166.50 | 66.60
AAAG | 483 | 48.80 22.16 18.21 278 | 91.95 | 3678
A 90 90 60 10 250
e R 54.22 24.62 3035 | 2780 | 36.78
T 1) s AFEEE B A IARS/A A E S 4<100
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Eﬁilqlo‘j 103 | 47.44 29.84 26.27 310 | 106.65 | 42.66
H 1

Auk7]el 380 | 49.16 20.38 16.02 269 | 87.86 | 35.14

F1 1)+ AR5/ X100

2) SCOREL- F-5-¢] A u.&o] ¥k Auj35]4, SCORE2+= oA}
3] 540 & A 24S, SCORE3E Tl 3k Auf24
7, SCORE4+= B9l whaduliel ek Auiz4a4l.
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A=E Ak gl WA A Sk A8 B
FhA o MiERTR= wi]) Aol ALY 7] Al W]
<ol ¥ x& Ao YEpRdth E=3 i-viEe] - WEA
AnlEo] MEHERY 2ol dE3eE = sk =
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z1o] FAIEA] @47] wiitel] 717kAel WA= dEs WP
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<% 5> WiAHNE 71s4 FA
AN s | 2 | Hy | EZEEA | SA% | 5% | 75%
968 | 0.126 0.180 0.05 | 0015 | 0.160
425 | 0330 0.304 0.232 | 0056 | 0556
851 0.170 0.219 0.072 | 0023 | 0.222
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ool = 643 | 0722 | 0376 | 0997 | 0393 | 1.000
WAl 62 | 0312 | 0362 | 0.130 | 0032 | 0514
T ES W E, W LHTHHC"/HHC" el A
& LH%LHH gz}F‘J/Hﬂng;‘J W A e A v A
oA w2 Wi o5/l =, LH%LXP%‘%S W ARd /A T
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vl & 198 0.163 770 0.117 3.20 0.01
vl < 69 0.351 356 0.326 0.62 0.53
CIE R kil 1m 0.194 680 0.164 1.60 0.10

vl 2] 5 163 0.244 559 0.227 0.76 0.44
RN 115 0.639 528 0.740 -2.45 0.02
s N
A=!

WEAy 6 0.300 56 0.314 -0.09 0.94
S RS/ E, WP g RSl Wil
= LH%H@XH;‘J/ﬂﬁng;‘J WA= el /e S AR
WF-tol 52 wR-oiela/dol &, LH*%XP%‘%S WA=/ = 9.
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<& 7> AhFzst A 8R4 23t

RPT= 0+, SCOREL + 0, SCORE2 + 0, SCORE3+ 0, SCORE} 2% (1)
+ 0, SIZE+ 0, OWN+ o, LEV+ oy EBIT+ oy RD

i=2 i =26
+ Y] o ICODE+ Y o, YEAR+e
i=10 i =25
. WEE [ | o |
wa |l |y | TIOE RS )
0001a | -0008a | 0.010a | 0.001a | -0.000 | -0.001
SCORET | (4121) | (380) | (916) | (682 | (0.06) | (-013)
0001 | 0010a | 0002 | 0008a | -0.001 | 0016
SCORE2 | 065 | (47 | (078) | (299 | 032 | (094
0003b | 0004 | 0002 | -0003c | 0.007a | 0003
SCORES | "3ty | (133 | (147) | (180) | (261) | (032)
0004c | 0006 | -0001 | 0008b | 0010c | 0038
SCORE4 | 1g6) | (106) | (027) | (210) | (1.75) | (184)
oze | W5 | 002 | 010 | 0002 | 0015 | 0108
(087) | (190) | (142) | (021) | (040) | (-1.80)
own | 000 | 0000 | 0000 | -0000 | 0000 | 0006
(004 | (043 | (028) | (036 | (012 | (202
v 0024 | 019%a | 0.070b | -0.138a | 0062 | -0224
080) | (257) | (194) | (280) | (087) | (-1.08)
car | 009 | 0186 | 015 | 0169 | 03%fc | 0427
062 | (090) | (118 | (128) | (186) | (-0.65)
0 09%b | 0927 | 1087b | -0557 | 0120 | 6.784c
(236) | (077) | (@01) | (066) | (010) | (183)
ICODE ¥ ¥ ¥ ¥ ¥ ¥
YEAR ¥ ¥ ¥ ¥ ¥ ¥
F 3 772 | 450 | 783 | 3% | 839 | 315
P | <00 | <01 | (<001) | (<001) | (<001) | (<0.01)
FAARAS] 016 | 047 | 047 | 010 | 023 | 044
EE 5 | 9t 121 845 | 718 | 640 61

1) SCORE1S 2] ARl 3 A2 47, SCORE2:= ©|A}3]
Exo] 2k A u]FEHE, SCORE3S Ao ek A w545,
SCORE4+= 74 9de] padulliol #st A2, SIZE+= FAH1e]
AAZ 1%L OWNS HUFFA 28, LEVE 2w 2o|E= (/2
A1), EBITE g golel/At, RDE A7ieh)/ul%, ICODEE 4H)
Hu], YEARE dxdv]E on|gl

2) () ok Fh2t Fe dvlstH, a, b & = 4 1%, 5% 10%
FFolA Fogs grdHESAS).
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T2 WA Bl ke Oéfz% H A2 G Ao
= A5 Aek w13k 7 x hﬂH TZ2H59F GROUPH| 544

HFE g FAA FrofahAl ekt 71Tzt Ul

FAg e #Ago] diftR/IGRT &g 719 of ol whEbA

gEpA] geths 7Hd (1-1)¢] 71247 gtk o9 2

A= Aoz AR d=re] gfAlE o @ol WAL Qe o
EAAAE A% 7I]e] Aol Auzet WlFA e

Aol dnr|dat Apol7t §les ofnlste] iR Aol o
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<% 8> Aujtze} YEAY 2 7197k 3984 A
RPT= o, +a,SCORE\ + 0, SCORE2 + 0, SCORE3
+ 0, SCORBA+ o, GROUP+ o, SCORE

X GROUP+ oy SCORE2 X GROUP

+ 0y SCORE3 % GROUP+a, SCORE) 2% (1-1)
% GROUP-+ o, SIZE+ 0, OWN+ ay, LEV
i =30 i =32
+ay, EBIT+ o, RD+ Y o,ICODE+ Y o, YEAR+e

i =16 i =31

W+ RIEs RIEs £
= 1
BER R R ey g | aeiz | A9z
scorgq | 0010 | 0007a | 0.010a | 00088 | 0001 | 0001
(1051) | (272) | (860) | (540) | (055) | (0.14)
0001 | 0.010a | 0003 | 0.008a | -0.001 | 0.010
SCOREZ | 060) | (252 | (t.11) | (286) | (022) | (049)
0001 | -0.004 | 0002 | -0.005b | -0.007b | 0.002
SCORES | gy | (135) | (t.or) | (234) | (237) | (0.20)
0003 | 0002 | 0.000 | 00106 | 0.012b | 0.040c
SCOREA | 138) | (038) | (043) | (243) | (198) | (1.80)
0123 | 0153 | 0065 | -0062 | -0.237 | -1.944
GROUP 1 475 | (079) | (070) | (050) | (131) | (1.26)
0001 | 0.005 | 0003 | 0001 | 0.007 | 0.0%0
SCOREIXGROUP| g 24y | (-1.03) | (1.03) | (020) | (144) | (0.64)
0001 | 0.003 | -0.005c | -0001 | -0.003 | 0.013
SCORE2XGROUP| 474y | (0.42) | (167) | (048) | (0.70) | (059)
0.005b | 0001 | 0002 | 0006 | 0001 | -0004
SCORESGROUP| 520y | (0.18) | (0.69) | (161) | (019) | (0.07)
0004 | 0024 | 0000 | -0009 | -0.015 | 0228
SCOREMGROUP| 1070y | (154) | (0.05) | (1.12) | (041) | (044)
. 0006 | 0024 | 0011 | -0001 | -0011 | -0.103
(112) | (155 | (145) | (0.08) | (079) | (138)
onn 0000 | 0000 | 0000 | -0000 | 0.000 | 0.06c
(004) | (014 | (016 | (040) | (009) | (183)
N 0023 | -0.120a | 0.070b | 0.140a | -0.049 | -0215
©75) | (267) | (193 | (282) | (069) | (097)
- 0057 | 0456 | 0119 | -0478 | 0365 | -0.408
072) | (090) | (1.21) | (134) | (173) | (0.8)
V. d7Adste] 24 | 45



wed |l e | 0 e Y
e " TR AR | AT | g | A9e
RD 0987 | -0.927 | 1.081b | -0.467 | -0.218 | 7.007c
(a2.35) | (0.77) | (2.00) | (-0.55) | (-0.17) | (1.76)

ICODE 3 x3g x3g ¥t ¥t ¥
YEAR 3 xg xg ¥ ¥ ¥

F 3k 6.82 3.91 6.65 3.44 7.12 247

(P (<0.01) | (<0.01) | (<0.01) | (<0.01) | (<0.01) | (<0.01)
TAARASF | 0186 0.17 0.17 0.10 0.23 0.39
FH 961 421 845 718 640 61

T 1) GROUP deZAAR |98l &3k 719 A5 (aldsid 1, 1%
A grom 0)& usiH, x| Mg Hoje <x 7>7 Y

2) () Sre] gret 7S gmsh, a, b @ o= 4 1%, 5%} 10%
FollA FEHe usHAFHD).

<3 9>°lli= 7IdAl el 71919k A ek v 7]
A71A o] FEAel gk 7k (2)E HFE
BATTE AR E] vk <3F 9>9] 3d Adl
Sk 71A7HA o w3 2 (2)9] FA37E e ) sid
Bolli= 5 W] o] dintrdzidel Eah= 7190A
opdA| el whe} G =7k AHSEh] 913 BE (2-1)9 F4
A7y AAEo] ek WA A AS B, FeEgE
78-9- EXRPT®] F4 A7 AM SR froleh &9 ks 2=
R, Rl Agels 2o @hE zhe Fow vE
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Abstract |

A Study on the Relationship between Corporate Governance,

Internal Business Transactions, and Firm Value

Jung Ho Choi

Recent accounting scandals have raised considerable concern among
regulators, accounting community and scholars about related party
transactions (RPTs). RP dealings among affiliates could impact the
reliability of financial information both in terms of representational
faithfulness and reliability of reported amounts. Although RPTs are
formally disclosed in the footnotes of financial statements, outside
information users have not access to the details and have difficulty
in fully understanding their impact on the reliability of accounting
information. This study examines the relationship between corporate
governance quality, level of RPTs, and firm value. Corporate
governance quality is operationalized as the governance scores annually
compiled by the Korea Corporate Governance Service from 2003
to 2005. This study examines the relationship between corporate
governance quality, the ratio of RPTs such as sale of goods, credit
offering, and loans engaging among the affiliates of listed companies,

and firm value.

74 |74z WA 9 7197 B A



We generally find that firms with stronger shareholder rights engage
in less RPTs such as sale of goods and credit offering, and that
whether the large Chaebul firms have been closely regulated by the
Korea Fair Trade Commission (FTC) or not does not affect such
results. In addition, we find that while excess RPTs such as offering
of credit (accounts receivables) to the affiliates associated with poor
governance quality have unexpected positive effect on the firm value,
excess lending of funds to the affiliates have negative effect. We
also report that the large Chaebul group firms monitored strongly
by the Korea FTC suffer from the decline of firm value attributed
to the excess sale of goods and offering of credit associated with
poor governance quality. Lastly, we provide some evidence that all
of the predicted excess RPTs attributable to poor governance quality
is not negatively associated with future operating cash flows. This
study report that the large Chaebul group firms suffer from the decline
of firm value owing to the excess sale of goods and offering of
credit associated with poor governance quality even if such RPTs
do not decrease the future operating performance. This results imply
that the Chabul group firms need to disclose more information about
RPTs positively to prevent such RPTs negative impact on the firm

value.

Key words: corporate governance, internal transactions, large business group

company, firm value
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