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[.A &
719E A HAA S AAD wol] dutA oz Aol YT EI &2 A
HE o] &t} At B ddsto] dAo]Ye] J&E thE A= BARKLambert and

=5

Larcker 1987 ; Bushman et al. 2006 ; Dikolli et al. 2009), F 4 &= FE AT =EE
o} SHAIRE, B 7ol Bt BAAAF A d9dvsES %ﬁ?'?} J 1o e ALES
U THPerry and Zenner 2001). B3k, S|AF B HGx} BdA kol wkdd Bnt opyz} 71047}
2] H7} Al = F83F 9&-8 3K Collins et al. 1997 ; Ashbaugh and Olsson 2002 ; Caylor et
al. 2007). AgPATE 7 FAA SHAA A H o 2E 7I47H] vk oiME dAFsE
Hoe IAFE JEEZAC LA A9d Use U8t UATHDechow 1994 ;
Dechow et al. 1998), 4 GA} B3 Bdstodr = AGAte] & S4ot=d ol a5 F
o F8AS Hol Fu e A7 AA YrkDikolli 2001 ; Dutta and Reicheltein 2005 ;
Nwaeze et. al 2006)D). & AF= 7|Fe] dga59 7IATHAFo] =& uf ol & ZAGA B4
ot A WrdsteA] AR-E HSTo2MN, AdadTFolA FiA ez 2&aA B-FAd 7197
2177k B9A BAgA koM o] ddATEFY FEA 7RIS A6k U

2] Qlo] &7Hagency theorists) S 7IH7HA] 7F A9 S|AI He] A &at At BAAA oF
oMol B|AA K odto] FEEo] tia FAEA] WH(Gjesdal 1981 ; Paul 1992), A5 o]

A= kAl Abolo] <ke] Aol 9SS Heo] 1 9lrhBushman et al. 2006 ; Banker et al.
2009 ; Huang et al. 2013)2). 7|47Fx] ¢} S|AF B 7ke] FAA o] & 45 7ol )&l 9
AR S AT o] & G Ate] B A ek Rhedate] AGA 7L 7197 A g Al =95t
55 f58 & Aot # dFe d9dssigy /A =2 A5 7197 SHE

o)

2R 7150 2GR Bt o8 WMIT Aoleh S A o AT

2001AE 20099 Abole] FFAN G 2N e A0S PR BAD A,
JYAFEEY I BAA 0] L /199 A% A4 WAt JYBRER AFAE
2o Ao Uehith of Astel onlt thest 2ol A4 Yk JYAFEERY B
ol we 71499 A% 28A @ g v JYAFEEE b 299 2H S 23
93, vheb YA SolF JYAFERY F7h) B} BE =L VLo EE BAAGE

1) nl=e] Ao} D] @S Azl Wzt At 7o) AlBsta Qs FHI} w2 gk ot} A
AR AN AG2; o 71A s eh BT} #g s Ao zholry] ofglf Aot} a4 wh
AT El 7197l 2 dFE A= gllolehd =] 7 1%011/\115 nl=e] 7193 2ol o2
AR AErret Bado] W Aolgte F2o] shEdith B A1e Il Z1gEolH & Ao
ol EW Tl st dFEAsta sk

2) o] d750] 71117“9‘ HAABL Sle Ae 3
ﬁOhﬂr. B ATE ol AT 7% HAE wE

[‘R,
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Al A &&Ee AFE 5 7P gl AFgEH A AEe Aol AT
flow from operation)1 Hl, 73 A} B g7} A& st S| Alo] ol tigt A= Bol] YARE dHdF
S5 #AZ AT FHH R FES WA K3k Ao] ARt

787 BAA el A B A S A S| A& el AFA R TAT AFES VEH R A
FA HAFe] A7 He d4 Zﬂ.‘d BEE A0S 7H st
1987 ; Bushman et al. 2006). <, © =
sge ool AEaA R U YNE HEHew AFHE Aud AeS e A
o 5 Ytk

ST, 716l e B9 RGN FUAFEES FLE HR IR AHEn i
= o] dAelt} Perry and Zenner(2001)°] S&P ( Standard & Poor’s) 50094 1007] 7]
2]31 Midcap 400914 1007 7199 T2 2 FE5t] Aexrts AAg 23, 24 719 %
15%7} 73874 BAHASHAE AFs5S ol&dta Utk SHATE FAX SR ATLT,
Disney, Duke Energy, General Electric, IBM, Motorola, Nortel Networks ~12] 3. Avery Dennison
Corporation 59| 7|Q9ellX = BAA L2 AGA} B d9AFTE SHAE vrdsta ok
o|& 5°] Avery Dennison Corporation<= 2009%d 9] 1734l 114 (proxy statement)©]l

%0,
&
5
T 3
(on
o
a
g8
o,
=
8
S
o
=

“2009d = Bt AAA 3 AAdAEE sk E"L-ﬂﬂo’lﬂ'—‘ BGAt WA k=
Aste SHA R JoAddF T E(free cash flow)= AEA =YsHHA Tl A(EPS)H 5Y
g 7RIS sy = stk

te AE2A 235 At B AlzdldA b A RS 3 dddEsEsS E*&PJ

71Fo 2 AMEElE A7) gl T 9SS Hol Fu Yt} KPMGE| Peat Marwicke] 1991

Fortune 500t 7] < W< gt AiEzeAte] Waw 37|99 28%7F G Ak ‘5 H

Uxa A g das5= 9 2ithar &1, Hay Group Inc.2] 199313 AE-ZAlo M E ZA}

W 7199 15%7F desae] ZEs A9A B vtgsta lvhe 2345 Hof 3 %‘«DP

oA B B VEe R 94
o]efo l

e SN S A

5
| “
(manipulate)+= Ziol\ﬂ-(Healy 1985 ; Gaver et al. 1995). ©]] H]g| JHAFITELS A |YES

3) 2004 Motorola®] 9|LFAI DA = “f 2] 5192 APEL &g FEo| Aol wg} HUxE
A FEA R 1912 Q] A9 Buyso A o] 719 WA Il dFs g dEH

geeba wela sl
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asd vl 24sk7] fdA] @71 "l 7S] ddAte] B dddws

AME Al FFsFS AME TOE 72?3?]4 7?"]” 7R3 dokeE A AAska A
(Bowen et al. 1986 ; Ali 1994 ; Sloan 1996), A A 2. 2= 7|47FA] Rkl A= a5
Hoe AR FR A 4490 A9 &2 AF 3t JthDechow 1994 ; Dechow
et al. 1998). s}A|Rk, A2 B3 HAstod = A w2 Skt o 5589
FE4S Hol Fu e A7 A &) o & £, Dikolli(2001)2 Dutta and Reicheltein
(2005) 5o Aol At I T olA FAe|d I AFsEY 84S vl

=, A7 A3 F A 25 a8 FHES 71 e Aoz g A TE Nwaeze et. al
(2006) 7AGA} B A dPEFTEE A Aol #aste] s|Ao] o YERA] ¢

Av & 1 oY AEE /A dvtn Fgsith
2 ATE 98T /R HEA T B e AudAY EA ARE ASeh
2] 9lo] &7Kagency theorists)E°l| W2 71X H 7} A] A H] F-844S F 7}‘6}‘{— A3} 73
FA BAAAE A S AR L] {8 Hrshe AL FEA SR thath Gjesdal(1981)2 71
= WA FEA Bl A A HI} o] &H = WA

) B BHOR AAG B o] §HE
o

< dtd o 2 thES AAska ok sHAT, AFAT A= ol she e AHE A
3 9tk AGA} BogA koA 9] 3] Alo] el e] 715 X](compensation earnings coefficient)<} 71|
A 32 oA Aol e] 7}5 2] (valuation earnings coefficient)2] 1¥43-S 7153+ Bushman

al.(2006) FAF Atolel]l 2]k Fe] Aol a& Ho F3Ath Huang et al.(2013)2 &
i%«l ST 7RI CEO HU 2 Al Ao dgsge &8k e ol 4ad

S ASATY] sE o] YU FsFY N BEE ) A B
FAgAA S AT F 7HAl ol Aol e TS AN ddEEsEE
o ZEREE el =& 714l A5 28A @2 71l vlel 7147k Alae] HAos d9d
TEEe Ao B2 #4E 7 Aelth ol wt FYAR stolg dddTEE T
7Fe fal Bo B2 =82 7)o 25 TNl s Ha o= AgA EAdA kel Wi E

7M1 T a5 A ERA 0] STkl AdAr BAdA dHddFTEEY TR =
s7hett
4) Huang et al.(2013)2 AplE0] AA S A5AAE AR 7N TAA D BATAA Ttlle 4o
BHHAY g BoFe S At
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2. ARGl o} JURFEEE AN DAY BB 2] DAl
WA 9%

o2 Q7G5 d9das il /XA Badwdd ko] BA A= 9
of tial] AmEch A7 H] AE71A 2 i = 54 o] EA3H=1 Bae and Jeong(2007)
< ol /A Z ZEsith AA, 7G-S BANLE O HFe] iR AdE Wwekon
ARZ F7HSAAG AZFEde] & FiS AA S F =2 RHdA Ao =4, Al

= Hllﬂ”‘ﬂ%f’ﬂ Hlel di oz Ad ezt st o] itk A, AE 2 A<D} 2t

iu

BAIAFESE B3l BEsHA JFAEs 2Est A et A Ee] ok mA e g,
719 74 01 A ARl o] FARTIETE 7 7, 52 7FE] FAl st e AIEAR 3E
35 ZA}(cross —sharholding) & %3l o] Fo] 7t}

ole} e v Y|P FEEE 5oz Qd AT A-bsAME 719482 2 71
742 SR A vl 7 Gl Hla fel e ApEA o] sleAlel tel B A Mol g
th B2, QU714 o]H e F43 AFERE A 3t) Chang and Choi(1988)F G4 HollA]
A7 o] ]ZHHUlO*Eﬂr  $-4slths 275 B9 o, Chang and Hong(2000)%= A2
7190l ALGAL 2 AL FFAL S THTOR M o5 dSS Bk AR o
o] AFE oy T wels SAE AAlst 9

Bae and Jeong(2007)2 A7 HolA = vlAE 71l vlal Aul|F=F=9f A3 7t o] 7}
Zohe A7 2A JEhE F sdle= Ak i, Kim and Yi(2010)o] WEW ZAH 7Y
of A% H3g A= el ATt 7199 Aas AR SRR o] &8 Thsde] &
dx= &t tE TP ol REYEHse 2ol ofelE F Utk <lHd HEH
(tunneling) — AW =7} 2 FF0] S|AE B3l o] 52 Fshe B2 o8 FEHRE o] FolA]
+H, Bae et al.(2002)-= AE7IF 9] Qg Al AujFFES & AGA] 7HA] SHE Fsto]
o|5% FHol=dl W) AdFFEL EdlE Eve A7E HuskSth Chang(2003)2 AHE <1
BEE o]&sto] A7 AuFFE] FYdo] F& AGAY A& S7HIIIAY A
7197 W AIGAE 3 o] olH e & = FUAIITHE AFE A AEFS T

APATFo A AAsta e A FHAQ SHE AujFFE0] e FFEY o< 3
RAAIZIHA 2 E9] o9& Fsly] wjiTell STt A7) AuFFES BIAE] 7]
4d AA FFEL olde Al A AP S Y= B, e FFE9 oAt whettgts A
W7 259 o]os e F7]E At A T|A I ApEstE = ol g AT &
JL A9 A w A (turnover) 9t 74 AL HAo| = REJ ETE Campbell and Keys(2002)= H'H 714
o] A7 BTG HlE FA] Seol® Eeta, BAETIE Y] AF 719 A F
A g wl BIAE wAE TheAdol =2 whd, st AV AR wAle g Tet #

o

o

dlo
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SHTE AMEE d9e] 5o ¥4 AEE 25U EYY AAFAIA 25(DART) = ©]
AR DM ZEEY 3890, 1 2o AF 2L F71 FRE o Zalvko] =(fnguide)7} Al
tlol8 7lo]E=(data guide)oll A, A #AAS FEH= =48 7P H(F)9 KIS—
VALUE®A 22t Zslith. 2e]a Se@x| = Q18 Axte] =3 Wx|ahy] 9ot BE| ¥
T EE G EE E 1% 1 g2 23ete A pddle 2 aldske #he Folske 94

3H(winsorization)”7 | = AF&-3153Th.

& 5 AFs] f9

=l : a5 7Hx A& (Valrelt) Banker et
al.(2009)7} AHE-gE o] AIAIE F WA e 7]hkete] ofefe] 71 - AR FH 4 S o] &3t 4b
sttt

X
12
=
rE
o
=
[
>
)

Py,=pBot+ B1-BPS;;+ B, CPS;;+ €4 @)
P, =719 i9 t IAAEE 77T
BPS;,; =714 9] t SAAEE FEEANTIA
CPS, =714 i t IAA=T FEFIIEFEE;

ddAFEEe] AN VAL To] feke] mio) Sal e A J15e] 1097ke) A
AR o83t I (el A% AYAFR-square)& FH A ol Fol, /14 i)
206l JIQRE s 7}‘11 A€ 719 i 199740 0G| BEAE o] 83

o] HE Aotk vkl H
998 E] 2007 RS BEAE ol 8 T 4 50k, o5 B AL 14 i8] 1
£ 998758 AN BALS 7 5 Ak o] W 1
= As Bk

@9, FAolle] AR BARe] WAL FEL FAG] Akl olele] 71 - A= F44
ol g3l FYAFEE A BAY S Tohs WAT A H7Aolele] A BANE A4
a5,

Py,=Bo+ 81+ BPS;;+ 8, EPS;;+ & 2

Py =719 i9 t JAAET F7};
BPS;, =719 i9 t IAJA=Y FETAIHA ;
EPS, =71 i9] t AL F<¢

—~

=

=
=



LAUHZ STl IR0 JLAF 24 Aokl D[X= S 95

3.9+ &

oPL

Ao 7S ASe] A7 d7RYEe ted 2k

Log(Cashcomp),— B9+ 1 - CFO,+ 3, + Earn,+ 33 + CFO*cValrel,
+ B4 + Earn*eValrel,+ 85 - c¢Valrel,+ 56 + eValrel,
+ B 7+ CFO*Lev,+ B3 * CFO*Size,+ ¢ - Earn*Lev,
+ B 1o - BarnxSize,+ 811 - Ret, +Industry_dummy

+Year_dummy+ &, 3)
Log(Comp),=571442] AHdHo];
CFO, =4dHFEE A A7l
Earn, =37)eo]d AR A|7lEA
cValrel, =9dAFsE2 7IX#HAA
eValrel, =3]A0]<)(d7]0] )< 7].x] HEA
LEV, =B8] & (=22 + 2244 ;
SIZE,  =%Apde] Ade;
Rey  —FA] AURHSE

e AellA FEHALE AFEHE Log(Cashcomp)S 5719912 dAgFgolS yehin
CFO= Y9d535E, Eame 97]eolds 247 A2 A7LEY
cValrel2 374 (1)E, eValrel = 3|72 ) /¥ 71999 °o]F AlA =R
AR 747t AT EF I Alold(@7Ieel ) 7Y 7R A= ‘/}E}‘ﬂi‘ﬂr. CValreltJJr
eValrel, #4152 28AF #o= FAEY 2 A7+ 9= 7Y 7 AHA o] S7tshd
BA A NAM Y dYATEFTY AR Flkele AR e A
A|A]

97 ,
CFO*Valrel, o] A5 B3 7F F9Jgt 9] 3k 7AW 7Md& AR ek A7t €t o] Hiol
7B B & XE 8Qlo® FAHE(LEV)H 71 TTREHF(SIZE), 183 ke
A ERet)E HTEH EFAA SASIATE 18]a A=, A Aol 7t AR F&
A 2 A vAe 93 SASH] $ste] A Pl(Ind_Dummy)®t AET P|(Year
Dummy)E 24| Z3et3ich

4 x-l 73,.,].

1. 717 B a4

<Table 1> & A7) AL o] &5 3= 24 Mgse] 7eeAde HolFa 3l
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fr
ka}
N
[

e
il
fo

AL, G 25%gk ST, E91 T3% S Al AT

R |

TEARQ 7L AGFEAe] AAR2E Log(Comp)e Bte] 5426, =957}
529801310 #AEY CFO(YP BT EF +AREe] AIZFE)E Hte] 0.233, S99 0.144
o F Ueyth &, X7 d9desme HH o2 A A7 o] <F 23.3% &
Lolt}. Earn(B71sEe] e + 21 9] AIA7EA)S o] 0.0972 FE7|e] B7]eel 2 AFe]
Al7FEd tiE] 9F 9.7% ot cValrelS @B ES] 7| HAJ 2 A=t vpel o] 314
2 (D)= 71949 ol AAE Apsdl A &ste] 73 AR Aol th <Table 1>l Yot e ket
o] cValrel®] S 0467, 2714 (2)2 719 olF AIAIE Amo] A&ste] 1 247
4=l eValrel?] B2 05152 YePTh FE 7|e] #Ratdn] FAu &L Hd 0.73, 95
0.300|tt. 1E]a AA A A7l &ote FE-S 9F 33.5%= YERSTE

{Table 1> Descriptive Statistics
Variables No. of obs Mean Qat Median Q3 Std. Dev

Log(Comp) 1,755 5.426 4.804 5.298 5914 0.822

CFO 1,755 0.233 0.021 0.144 0.339 0.508

Earn 1,755 0.097 0.036 0.105 0.204 0.323

cValrel 1,755 0.467 0.217 0.444 0.703 0.289

eValrel 1,755 0.515 0.277 0.520 0.752 0.282

Lev 1,755 0.733 0.119 0.302 0.768 1.218

Size 1,755 19.946 18.734 19.622 20.986 1.610

Ret 1,755 0.018 —0.303 —0.088 0.2074 0.519

Chaebol 1,755 0.335 0.000 0.000 1.000 0.472

Variable Definition :
Log(Comp) =executives’ average cash compensation

CFO =cash flow from operation+beginning of year market value of equity ;

Earn =net income ~+beginning of year market value of equity ,

cValrel =value relevance of cash flow from operation ;

eValrel =value relevance of net income ;

Lev =total liability ~total asset ;

SIZE =natural logarithm of the market value of equity ;

Ret =the cumulative stock return over the 12—mondth period of the firm’s fiscal year ;
Chaebol  =an indicator variable that takes the value 1 if the firm belongs to Chaebol,

and zero otherwise

6) Elo]Eoll= FAISHA UAT T2V S71d499 dBdFodE 39659 vh, F94= 29 Yol
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Alo19(Earn), TF2(Size) 181 F7FEI ERet)Z o] FAAAZ 7121 ek vHE 7199
A go] 2o e FFAFE fhdste A BHola 5S¢ F AUk ol F#
A B TEUS 9FS F F e UE 8JES BASHK & Aoz ditsls)
7] FT b o F ChIRAL B3 MS ASAT
(Table 2> Pearson Correlation Matrix

Variables | Log(Comp)  CFO Eam cValrel eValrel Lev Size Ret
Log(Comp) 1

CFO —0.0544" 1

Earn 0.0620" 021827 1

cValrel 0.0315  —0.0777"  0.0388 1

eValrel 0.1340™" —0.0974"" —0.0367 0.7840" 1

Lev —0.0888""  0.2424"° —0.1673"" —0.1713"" —0.1975"" 1

Size 0.6688™"  0.0463" 0.0640™" —0.0689"  0.0215  0.0196"" 1

Ret 0.0477°  0.1400™"  0.0980"" —0.0668" —0.0699" 0.0985"" 0.1041"" 1

1) All variables are defined in Table 1.
2) *, #% #kx Significant at 10%, 5%, and 1% two tailed level, respectively.
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(Table 3> Association between Pay—Sensitivity and Value Relevance of CFO

Log(Cashcomp),= B9+ 81 - CFO,+ 8> - Earn,+ 33 - CFO*cValrel,
+ B4 - Earn*eValrel,+ 85 - cValrel,+ B¢ - eValrel,
+ B - Controls + Industry dummy+ Year _dummy—+ ¢,

Independent Variables Exp. Sign Coefficients t—statistics
Intercept 4.873 ™ (8.15)
CFO —4.084 ™ (—10.11)
Earn —4.936 ™ (—7.40)
CFO*cValrel + 0.278 (2.26)
Earn*eValrel + 0.563 ™ (2.78)
cValrel —0.541 ™ (—4.29)
eValrel 0.360 ™ (3.97)
CFO*Lev —0.054 " (—4.29)
Earn*Ley —0.140 ™ (—6.10)
CFOx*Size 0.207 ™ (10.07)
Earn+Size 0.261 ™ (7.70)
Ret 0.067 ™ (2.25)
Industry_dummy Included
Year_dummy Included
Sample size 1,674
Adjusted R® 0.36

1) Variables are defined in Table 1.

2) All specifications are estimated with OLS standard errors and include industry and year fixed effects.

3) Observations of which absolute value is greater than 2 of studentized residual are removed in each
regression test to avoid problems related to outliers.

4) =, ** sk Significant at 10%, 5%, and 1% two tailed level, respectively.

B2 A3 dAAFEE(CFO)T Q8 Fa 29 7Ex|#HA A (cValrel) 7+ 1 A33HCFO*cValrel)
o] AAG kol 0278, t gko] 22607 EAZH 0= Fol3 o] ghg Hola P, F, FddF
S 7R EAG ] 2EFF AR BAASNAN 9@ T8 5 7HeA7E Sk e,

9) <Table 3>& EA|WM<7} CFO*Lev, EarntLev, CFO*Size, Earn*Size®} #o] Ak & 2F-8H < (interaction
terms)®] FEIE AFEE 2 e 3|2 AFAE BoFa ity BAWTE S5 A-EHSTT ofd Ley,
Size9} o] W5 <(stand alone variable) e 2 AFR-Slo] AFEA S slol = BAAQ F-2Xd0] 74

s7)e stgloy FAgMee] Anpr) delxA] gkt
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(Table 4> Association between Pay—Sensitivity and Value Relevance of CFO in

Chaebol versus non—Chaebol

Log(Cashcomp),= B¢+ 1 - CFO,+ (> - Earn,+ 33 - CFO*cValrel,+ /54 - Earn*eValrel,
+ Bs - cValrel,+ S - eValrel,+ 8 - Controls +Industry _dummy+ Year _dummy+ ¢,

Non—chaebol Chaebol
Independent Variables Exp. Sign Coefficients Coefficients
(t—statistics) (t—statistics)
Intercept 4.826™ 5.280™"
(11.08) 9.24)
CFO —1.026" —0.760
(—2.06) (—0.66)
Eam —3.035" —5.949"
(—3.70) (—3.01)
0.265" 0.208
CFO+cValrel + (234) 073)
0.106 —0.102
EarnxeValrel + 0.60) (—021)
Valrel —0.033 —0.654""
(—0.37) (—4.63)
0.112 0.918™
eValrel (1.26) (6.18)
CFO*Lev —0.005 —0.075"
(—0.39) (—3.03)
EarmtLev —0.065"" —0.076
(—2.92) (—1.59)
CFO*Sise 0.045" 0.037
(1.71) (0.67)
P 0.172™ 0.290""
(4.04) (3.04)
Rt —0.012 —0.014
(—0.43) (—0.31)
Industry _dummy included included
Year dummy included included
Sample size 1,045 559
Adjusted R 0.33 0.53

1) Variables are defined in Table 1.

2) All specifications are estimated with OLS standard errors and include industry and year fixed effects.

3) Observations of which absolute value is greater than 2 of studentized residual are removed in each
regression test to avoid problems related to outliers.

4) =, wx wxx Significant at 10%, 5%, and 1% two tailed level, respectively.
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(Table 5> Association between Pay—Sensitivity and Value Relevance of CFO using

alternative Measure of Value Relevance of CFO

Log(Cashcomp),= B¢+ 1 - CFO,+ (8, - Earn,+ 33 - CFO*cValrel,+ 4 - Earn*eValrel,
+ Bs - cValrel,+ (6 - eValrel,+ 8 - Controls +Industry dummy+ Year _dummy+ ¢,

Pooled sample Non—chaebol Chaebol
Independent Variables Exp. Sign Coefficients Coefficients Coefficients
(t—statistics) (t—statistics) (t—statistics)
Intercent 4922 4997 52657
P (8.27) (10.75) (9.19)
—4.003"" —1.341" —0.4
CFO 003 3 0.403
(—10.04) (—2.68) (—0.35)
5 —4.208™ —2.228" —5.929™
an (—6.46) (—2.77) (—2.98)
0.321" 0.377" 0.215
CFO*cValrel
crate (2.49) (3.25) 0.72)
0.192 —0.456"™ 0.0
Earn*eValrel 0 I
(0.88) (—2.36) (0.16)
—0.423" —0.099 —0.684""
cValrel
(—4.76) (—1.13) (—4.77)
Valrel 0.261"" 0.169" 1.0617
.
eratre (2.83) (1.88) (6.91)
CFOSL —0.049™" —0.002 —0.082""
*L.ev
(—3.92) (—0.13) (—3.19)
—0.138™ —0.084"" —0.067
Earn*Lev
(—6.10) (—4.10) (—1.41)
CFO®Si 0.202°" 0.057" 0.021
*dlze
(9.94) (2.18) 0.37)
) 0.234™ 0.148"™ 0.284™
Earn+Size
(7.00) (3.51) (2.96)
0.071" 0.015 0.012
Ret
(2.26) (0.50) 0.23)
Industry _dummy included included included
Year _dummy included included included
Sample size 1,675 1,043 559
Adjusted R’ 0.36 0.33 0.52

1) Variables are defined in Table 1.

2) All specifications are estimated with OLS standard errors and include industry and year fixed effects.

3) Observations of which absolute value is greater than 2 of studentized residual are removed in each
regression test to avoid problems related to outliers.

4) =, *x sk Significant at 10%, 5%, and 1% two tailed level, respectively.
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A Valuation Role of Cash flows and

Incentive Contracting

Dae—Hyun Kwon"

{Abstract>

In this study, I investigate the role of cash flow from operation (CFO) in performance evaluation
purposes. Earnings and CFO are the recognized accounting indicators of firm performance.
Anecdotal and research evidence have established that earnings and cash flows have differential
implications for firm performance. While the literature is replete with research that show the
contracting role of earnings, evidence on the relevance of CFO in incentive contracting is sparse
and weak. The incentive plans of noted companies justify the link between CFO and executive
reward on the logic that CFO is a key driver of success and stock return. From a valuation point
of view, CFO is useful because it is one of a key component of the firm performance. Market
participants, therefore, use the signal to update their beliefs about the outcome. So from a
contracting point of view, management cash compensation would be sensitive to value relevance
of CFO. Using compensation and accounting data for a number of Korean firms over an 9 —year
period from 2001 to 2009, I find that pay —sensitivity of CFO is higher for firms that exhibit high
value relevance of CFO. Next, I examine whether the association between value relevance and
compensation weights of CFO is different between chaebol firms and non—chaebol firms. The
controlling families of a chaebol group have been criticized for running the affiliated firms as a
vehicle to enrich their own personal wealth, and not necessarily the wealth of shareholders in those
individual companies. It has been alleged that a chaebol sometimes instructs its member firm to
transfer wealth to a member firm under financial distress via illegal related —party transactions.
Such ‘tunneling” may be consistent with the interest of the controlling family and the group as a
whole yet it is done at the expense of the minority shareholders of the firm. There are two papers
closely related to my second project. Campbell and Keys (2002) show that chaebol firms under—
perform non—chaebol firms financially and that top executive turnover is not significantly related
to firm performance for chaebol firms whereas it is for non—chaebol firms, suggesting that if
group chairman or controlling shareholder mandates top executives to pursue the interest of
chaebol as a whole, executive turnover might be insensitive to individual firm—level performance.
Kato et al. (2007) have found that cash compensation of Korean executives is significantly related
to stock market performance only for non—chaebol firms, not for chaebol firms. Such evidence

suggests that if top executives of chaebol are mandated to pursue the interests of the overall group,

* Assistant Professor, Division of Business Administration, Sookmyung Women’s University
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and not the shareholders’ interest of the firm they work for, their cash compensation would be less
sensitive to value relevance of CFO, compared to those firms unaffiliated to any chaebol group.
I find that the association between value relevance and compensation weights of CFO remains still
significant only in non—chaebol firms, whereas the significance disappears in the chaebol firms,

supporting for the hypothesis.

<Key words> value relevance, cash flow from operation, compensation, chaebol




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /CHS <FEFF4f7f75288fd94e9b8bbe7f6e521b5efa76840020005000440046002065876863ff0c5c065305542b66f49ad8768456fe50cf52068fa87387ff0c4ee563d09ad8625353708d2891cf30028be5002000500044004600206587686353ef4ee54f7f752800200020004100630072006f00620061007400204e0e002000520065006100640065007200200035002e00300020548c66f49ad87248672c62535f003002>
    /CHT <FEFF4f7f752890194e9b8a2d5b9a5efa7acb76840020005000440046002065874ef65305542b8f039ad876845f7150cf89e367905ea6ff0c4fbf65bc63d066075217537054c18cea3002005000440046002065874ef653ef4ee54f7f75280020004100630072006f0062006100740020548c002000520065006100640065007200200035002e0030002053ca66f465b07248672c4f86958b555f3002>
    /KOR <FEFFd5a5c0c1b41c0020c778c1c40020d488c9c8c7440020c5bbae300020c704d5740020ace0d574c0c1b3c4c7580020c774bbf8c9c0b97c0020c0acc6a9d558c5ec00200050004400460020bb38c11cb97c0020b9ccb4e4b824ba740020c7740020c124c815c7440020c0acc6a9d558c2edc2dcc624002e0020c7740020c124c815c7440020c0acc6a9d558c5ec0020b9ccb4e000200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
  >>
>> setdistillerparams
<<
  /HWResolution [1200 1200]
  /PageSize [612.000 792.000]
>> setpagedevice


