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Abstract
Previous research finds that selling, general, and administrative (SG&A) costs are sticky or asymmetric, meaning that SG&A costs increase as sales increase but SG&A costs decrease to a lesser extent when sales decrease. This study examines whether and how this SG&A cost asymmetry is influenced by a firm’s internal control weakness (ICW). We hypothesize that the SG&A cost asymmetry is exacerbated for firms with weak internal controls because firms with ICW problems not only provides less precise information required for adjusting SG&A cost in response to sales changes, but these firms are also likely to suffer more from agency problems, than those without such problems. Using a sample of firms that disclosed ICW under Section 404 of the Sarbanes-Oxley Act, we find that SG&A cost stickiness or asymmetry is exacerbated for ICW firms. We also find that the impact of ICW on worsening the SG&A cost asymmetry is more pronounced for firms with more severe, company-level ICW than for those with less severe, account-level ICW. Moreover, the positive relation between ICW and SG&A cost asymmetry disappears after firms remediate previously reported ICW. Overall, our results are consistent with the view that strong internal controls facilitate optimal cost management and act as a governance mechanism that controls agency costs.
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A Short Biography of Dr. Jay JungHun Lee
Dr. Lee is the Assistant Professor in Accounting at Department of Accountancy and Law, Hong Kong Baptist University.  He got his Ph.D. in Business Administration (Accounting), from Seoul National University in 2007.  He was previously an instructor at Seoul National University in 2007 Spring and was a Teaching and Research Assistant in University of Illinois at Urbana-Champaign between 2001-2003.

Dr. Lee research interest includes Capital Market Valuation of Accounting and Auditing Information, Financial Reporting Quality, Corporate Governance, Analyst Forecasts and International Accounting Issues and his teaching areas are Financial Accounting and Reporting and Managerial Accounting.   
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