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Impacts of an Inhouse Agency and the Controlling
Shareholders” Ownership on Advertising Expenditures

Hyo Jin Kim* + Ki Hoon Lee™

Abstract

This study examines the accounting choices using advertising expenditures to investigate
controlling shareholders” opportunistic behavior in the perspective of related party transactions.
We empirically analyze the relationship between an existence of related advertising company
(Inhouse Agency) and advertising expenditures of conglomerates” subsidiaries. Furthermore,
we investigate the impacts of controlling shareholders” ownership for Inhouse Agency on advertising
expenditures of their related companies.

The main regression models to examine hypotheses of this study are briefly described below
in equations (1) and (2).

ADViy = By + BilnhouseAgency;; + LoADV; 1 + L3SIZE; + LiROA; -1 + B5LEV;
+ BsGROW; ¢ + B:CFO;¢ + BsTRi¢+ BoYD + BioIND + &4 (1)

Here, ADV represents advertising expenses, /nhouseAgency dummy variable to represent an
existence of related advertising company, SIZE natural log of total assets, ZOA net income,
LEV total liabilities, GEOW sales growth, CFO cash flows from operations, 7% education and
training expenses, YD year dummy, /ND industry dummy. ADV, CFO, TR are standardized by
sales, KOA, LEV are standardized by total assets respectively for the control of heteroscedasticity.

ADV;y = By + B;Ownership;: + B2ADV -1 + B3SIZE; ¢ + BiROA; -1 + B5LEV
+ BsGROW; ¢ + B:CFO; ¢ + BsTRy ¢+ BoYD + BioIND + &4 (2)

*  Assistant Professor, Department of Accounting and Tax, Jeonju University, 1st author.
** Professor, Department of Business Administration, Jeonju University, Corresponding Author.
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Here, Ownership represents controlling shareholders” cash flow rights for Inhouse Agency.

We find that advertising expenses of the firms with Inhouse Agency are significantly higher
than those of the firms without Inhouse Agency even after controlling for prior advertising
expenses level. This result indicates that an Inhouse Agency as a related party in Korean
Chabol would be an important factor that influences firms” advertising expenditures.

The second finding of this study is that advertising expenses of the firms with Inhouse Agency
are affected by the cash flow rights of controlling shareholders” for the Inhouse Agency. The
empirical result for analysis to examine the second hypothesis of this study shows that the
firms with higher cash flow rights of the controlling shareholders” for Inhouse Agency increase
advertising expenditures after controlling firm's size, return on assets, leverage ratio, sales
growth, cash flows from operations and training expenses.

These results provide implications on making the strategic decision to regulatory agencies
like Fair Trade Commission because they are currently focusing on related party transactions
of conglomerates with controlling shareholder. Futhermore, the empirical results of this study
are expected to help the external auditors for auditing firms’ abnormal advertising expenses
and external investors when they make investing decisions particularly in terms of the related
party transactions with advertising expenditures influenced by the pursuit of controlling

shareholders” private benefits probably.

Key words: Inhouse Agency, Advertising Expenses, Related Party Transactions, Controlling
Shareholders
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