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Because of various tax exemption benefits, the public demands accountability 

and transparency from nonprofit organizations. Publicly available financial 

information can be a solution. In Korea, National Tax Service started an online 

reporting system in 2008. Using the data disclosed in this system, this paper 

investigates the reporting quality of this financial information for the year 2011. 

The purpose of this study is to examine if various monitoring factors affect the 

reporting quality. Results show that capital provider monitoring influences 
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I. Introduction 

 

This paper examines reporting quality of financial data provided on 

Nonprofit Information System of Korea’s National Tax Service. 

Nonprofit organizations enjoy various tax exemption benefits. Also, their 

tax-exempt status allow their donors to get tax-deduction by the amount 

of their charitable contributions. Because of these benefits, the public 

rightfully demands accountability and transparency from nonprofit 

organizations.  

“Accountability” and “transparency” have been the key 

buzzwords in the nonprofit sector since the early 2000’s. Donors want to 

know whether their donations are being well spent and the government 

want to know if an organization is serving a public purpose fit for its tax-

exempt status. To address these questions, nonprofit organizations are 

required to make their financial information publicly available in many 

countries such as the United States, Canada, the United Kingdom, and 

New Zealand. For example, the United States’ Internal Revenue Service 

Form 990 (Return of Organization Exempt From Income Tax) contains 

financial statements, governance information, organizational structure, 

compensation information, and program accomplishments. 

Using these data, researchers show donors are interested in 

financial measures like program spending ratios (i.e., the ratio of 
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charitable expenses to total expenses) that organizations with higher 

program ratios receive more donation(Tinkelman 1999; Greenlee and 

Brown 1999;  Parsons 2003; Tinkelman and Mankaney 2007; Parsons 

2007), manager compensation and program measures are positively 

associated (Barber et al. 2002), and thus managers of nonprofits 

manipulate program ratios either intentionally or unintentionally 

(Trussel 2003; Krishnan et al. 2006; Keating et al. 2008; Krishnan and 

Yetman 2011). 

Unfortunately, in South Korea, empirical studies in the nonprofit 

sector are very few due to the limited data availability. Before 2008, 

every nonprofit organization reported only to the Ministry of which each 

organization is under the jurisdiction. Starting in 2008, non-religious 

public interest corporations with more than 1 billion won in total assets 

are required to disclose financial information on National Tax 

Service(hereafter NTS)’s new online information system(hereafter 

NPOInfo)1, which is publicly accessible. But there was no official format 

for financial statements to be uploaded in the system then. In 2012, the 

subject of NTS mandated disclosure expanded to non-religious public 

interest corporations with more than 0.5 billion won in contributions.  

                                      
1 http://npoinfo.hometax.go.kr 
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This paper investigates the reporting quality of these disclosed 

information for the year 2011 provided on Nonprofit Information System. 

This paper’s main purpose is to assess the reliability of the NTS 

information and investigates if monitoring factors affect the reporting 

quality. 

Consistent with the findings of Yetman and Yetman (2012), 

capital provider monitoring is positively associated with the quality of 

financial disclosure by Korean nonprofits. However, board of directors 

monitoring and auditor monitoring are not significantly related with the 

reporting quality. 

The primary contribution of this paper is that it is the first to 

collect and examine the data from the re-formatted Nonprofit 

Information System. To my knowledge, only three published papers look 

into this NPOInfo data, and they all examine limited samples and their 

data was from before the year 2011, when the NPOInfo system had no 

consistent reporting form.  

In addition, this paper sheds light to nonprofit regulators and 

policy makers in Korea by revealing problems that the current nonprofit 

reporting system has. Extant researches on nonprofit accounting and 

reporting regulations mostly focus on theoretical and institutional sides. 

This has been partly due to the challenge of obtaining aggregate financial 

data. Utilizing the analyses of this paper, regulators can get an empirical 
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insight into how to categorize the entries in the financial statements to 

improve current system. 

The remainder of the paper is organized as follows. Section II 

describes Korean nonprofit regulations and reviews related accounting 

literature. The research hypotheses are developed in Section III. Section 

IV presents the research design. Section V and Section VI analyzes the 

results. The final section concludes. 

  



5 

II. Background and Literature Review 

 

2.1. Korean nonprofit regulations 

Korean nonprofit disclosure policies are under various laws depending 

on the types of foundation and operation of nonprofit organizations, such 

as Civil Law, Medical Service Act, Private School Act, Social Welfare 

Services Act, Corporate Tax Act, Income Tax Law, Inheritance Tax and 

Gift Tax Act and so on. Each nonprofit organization is required to 

disclose designated information to its managing Ministry according to its 

relevant laws. For instance, a social welfare corporation, which is 

established by the Social Welfare Services Act, must report its 

information on budgeting and closing accounts to its county office. This 

reported information was not available to the public before. And even 

the policymakers had trouble summarizing and analyzing the 

information because the data was scattered over 23 different ministries 

and departmental offices. Park and Lee (2012) defines the problems of 

nonprofit disclosure in South Korea as follows. There is no overall 

executive agency for it. The scope of subject organizations and the extent 

of required reporting items vary according to the different laws each 

organization is under. And it is hard to utilize the disclosed data because 

the data is scattered over several offices and not disclosed to the public. 
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Currently, public interest corporations under the law of 

Inheritance Tax and Gift Tax Act2, which is the most comprehensive law 

regarding nonprofits, with more than 1 billion won in total assets or with 

more than 0.5 billion won in contributions must disclose financial 

information to the public on NPOInfo system along with donations 

information, stock possession information, and board of directors 

information. In South Korea, the term ‘public interest corporations’ 

generally means legally founded nonprofit organizations. If an 

organization fails to report on NPOInfo system, it will face an additional 

tax penalty in the amount of 0.5 percent of its total assets. Additionally, 

public interest corporations with more than 10 billion in total assets are 

required to undergo external audit. 

 

2.2. Prior Literature 

Because of organizations’ diversity and lack of institutionalized methods 

to sort and acquire cross-sectional data, the study of nonprofit sector had 

been a challenge (Froelich et al., 2000). The United States’ IRS 990 Form, 

which is an organization’s tax return required by the Internal Revenue 

Service for all non-religious organizations receiving at least $25,000 of 

                                      
2 Inheritance Tax and Gift Tax Act, No.50, 3 
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public support, has been a crucial source for nonprofit researches because 

it is open to public inspection. 

 

The reliability of IRS 990 Form 

There have been several studies on whether this 990 data is reliable or 

not. To answer the questions about the adequacy, reliability, and quality 

of IRS 990 Return, Froelich et al. (2000) compares IRS 990 Return data 

of Minnesota registered charities with each organization’s audited 

financial statements. The paper concludes that IRS 990 Return is a 

reliable source for basic balance sheet and income statement entries such 

as total assets, total liabilities, total income, and total expenses, but 

variables like total contributions, program service revenue, program 

service expenses, and fundraising expenses seems somewhat lower 

consistency with the audit report entries.  

Fischer et al. (2002) also examines the IRS 990 Form data and 

the audited financial statements of private colleges and universities. 

Results show that balance sheet elements are more reliable than income 

statement elements and aggregated information such as total liabilities is 

more reliable than detailed entries such as tax-exempt bonds payable.  

Gordon et al. (2007) show 990 Form contain numerous errors, 

by comparing IRS 990 data and the audited financial statements for 39 

environmental organizations, and comments that this discrepancy is not 
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only unreliable but possibly misleading in that some key measures used 

by watchdog agencies are misreported. Both Fischer et al. (2002) and 

Gordon et al. (2007) says that some errors are potentially due to the 

differences in IRS 990 Form and nonprofit accounting principles. 

 

Nonprofit misreporting  

Trussel (2003) finds that charitable organizations intentionally 

manipulate financial information. Managers of nonprofit organizations 

have incentives to show favorable performance measures-particularly 

program-spending ratios because donors use them when making 

contribution decisions. The results suggest that potential accounting 

manipulators tend to have lower surplus margins, less deferred expenses, 

similar growth rates, more depreciation allocated to programs, less 

deferred revenue, and higher program-spending ration changes than 

potential non-manipulators.  

Krishnan et al. (2006) investigates whether nonprofit 

organizations understate fundraising expenses on their IRS 990 Form 

and finds that nonprofits inappropriately shift expenses from fundraising 

to programs. The paper’s further analysis shows that the misreporting 

behavior is related with managerial incentives to get higher 

compensation and donations. 
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Keating et al. (2008) examines the frequency and methods of 

fundraising expenses misreporting by nonprofit organizations. Using the 

telemarketing campaign reports and IRS 990 Form, they finds that 

smaller, less monitored organizations with less accounting sophistication 

that do not use external accounting services are more likely to misreport 

telemarketing cost as a part of net revenue rather than as a part of 

fundraising expenses. 

Krishnan and Yetman (2011) shows that hospitals shift costs 

from administrative and fundraising expenses into program service 

expenses. The study’s empirical results indicates that nonprofit hospitals 

facing higher normative pressures to show efficiency, hospitals with 

lower regulatory monitoring, and hospitals that garner higher donations 

shift costs to a greater extent. 

 

Incentives to misreport  

Tinkelman (1999), Greenlee and Brown (1999), Parsons (2003), 

Tinkelman and Mankaney (2007), Parsons (2007) all indicate that 

donation and contributions increases with program spending ratios. 

Barber et al. (2002) examines the relations between changes in 

the compensation for managers of charities and changes in program 

spending measures and finds that changes in compensation and changes 

in main program-spending are significantly positively associated.  
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III. Hypotheses Development 

 

3.1. Capital provider monitoring 

Capital providers monitor overall activities of nonprofits. Donors want 

to make sure their contributions are well spent for their original intention 

which is the organization’s missions. In addition, government keeps an 

eye on grant-receiving organizations. One of the sources that capital 

providers depend on is financial statements, leading to: 

Hypothesis 1. There is a positive association between capital provider 

monitoring and NPOInfo reporting quality. 

 

3.2. Board of director monitoring 

In the for-profit setting, the board of directors is at the core of governance 

system. Similarly, because a nonprofit board affects managerial 

incentives, the size of the organization’s asset base, and the nonprofit’s 

ability to lower the fixed costs associated with conducting multiple 

programs, the size of the board has a direct impact on its performance 

(Aggarwal et al. 2012). Ostrower(2007) also mentions that a nonprofit 

board is associated with the acts of raising funds, monitoring its 

programs, and setting its policy. Since one of the board’s duties is to 

monitor the financial reporting process: 
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Hypothesis 2. There is a positive association between board of director 

monitoring and NPOInfo reporting quality. 

 

3.3. Auditor monitoring  

Generally, external auditing is not a requirement for nonprofit 

organizations in Korea. But organizations with more than 10 billion won 

in total assets must undergo an audit. Saito and Mcintosh (2010) says 

that because governance mechanisms are less severe in the nonprofit 

sector, auditors supply additional monitoring function to public 

organizations. This leads to: 

Hypothesis 3. There is a positive association between audit quality and 

NPOInfo reporting quality. 
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IV. Research Design 

 

4.1. Data 

As described earlier, NPOInfo data is the Korean equivalent of IRS 990 

data. NPOInfo system has information of public interest corporations 

with more than 1 billion won in total assets (excluding religious 

organizations). The enlisted organizations are categorized into education, 

academy, social welfare, medical care, art & culture, and the others. My 

initial sample is from social welfare category in year 2011.  

Each organization’s NPOInfo report have seven parts: (1) Basic 

information, (2) Donation statements, (3) Stock statements, (4) 

Contributors and board members, (5) Balance sheet, (6) Income 

statement, (7) Audited report. I hand-collect data for balance sheet 

variables, income statement variables, governance variables, and other 

key variables of this study by reading each organization’s reports on 

NPOInfo system.  

Variables such as year founded, organization type, and donation 

deduction status are hand-collected by searching each organization’s 

website and related government ministries’ websites. 
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Sample selection 

TABLE 1 

Sample selection 

NTS NPOInfo data 
 

Social Welfare category 1,199 

Organizations with more than 10 billion won in Total 

Assets 

170 

Less financial statements with no entries (17) 

 153 

Less outliers (total revenue > 100,000,000,000) (5) 

 148 

Table 1 provides the sample selection process. For year 2011, total 1,199 

organizations is listed in the social welfare category. To compare 

NPOInfo data with audited financial statements later, I limit the sample 

to the subsets of organizations that have more than 10 billion won in total 

assets. Among them, I eliminate 17 observations which do not contain 

financial entries. Lastly, 5 outliers (in the size of total not-for-profit 

revenue) that has a risk of skewing analyses are removed. 

 

Variable definitions 

Table 2 describes the definitions of variables. All financial level 

variables are in a hundred million won. All financial ratio variables are 

in percent. 
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TABLE 2 

Variable Definitions 

Variable  Definition 

Total assets = Total (not-for-profit and for-profit) assets for end-of-

year 2011 

Current assets = Current (not-for-profit and for-profit) assets for end-

of-year 2011 

Total liabilities = Total (not-for-profit and for-profit) liabilities for end-

of-year 2011 

Current liabilities = Current (not-for-profit and for-profit) liabilities for 

end-of-year 2011 

Net assets = Net (not-for-profit and for-profit) assets for end-of-

year 2011 

Unrestricted net 

assets 

= Unrestricted net (not-for-profit and for-profit) assets 

for end-of-year 2011 

Temporarily 

restricted net assets 

= Temporarily restricted net (not-for-profit and for-

profit) assets for end-of-year 2011 

Permanently 

restricted net assets 

= Permanently restricted net (not-for-profit and for-

profit) assets for end-of-year 2011 

Temporarily 

restricted ratio 

= Temporarily restricted net assets/Net assets 

Permanently 

restricted ratio 

= Permanently restricted net assets/Net assets 

Donations = Donations received for the fiscal year 2011 

Donation change = Donations received for the fiscal year 2011 - 

Donations received for the fiscal year 2010 

Government grants = Government grants received for the fiscal year 2011 

Transferred money = The sum of reserve fund for essential business and 

transferred money from the parent corporation for the 

fiscal year 2011 

Program revenue = Program service revenue received for the fiscal year 

2011 

Investment income = Income from dividends, interests, and gain from sales 

of assets other than inventory for the fiscal year 2011 

Total revenue = Total (not-for-profit) revenue for the fiscal year 2011 

Total nonprofit and 

for-profit revenue 

= Total (not-for-profit and for-profit) revenue for the 

fiscal year 2011 

Donation intensity = Donations/Total revenue 

Grant intensity = Government grants/Total revenue 

Transferred intensity = Transferred money/Total revenue 

Program expenses = Program service expenses for the fiscal year 2011 
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Administrative 

expenses 

= Managerial and General expenses including labor 

costs for the fiscal year 2011 

Labor costs = Salaries, other compensation, and other employee 

benefits for the fiscal year 2011 

Total expenses = Total (not-for-profit) expenses for the fiscal year 2011 

Program ratio = Program expenses/Total expenses 

Administrative ratio = Administrative expenses/Total expenses 

Labor cost ratio = Labor costs/Total expenses 

Total nonprofit and 

for-profit expenses 

= Total (not-for-profit and for-profit) expenses for the 

fiscal year 2011 

Audited = An indicator variable that equals 1 if audited; 

otherwise 0 

Big4CPA = An indicator variable that equals 1 if audited by one 

of the Big 4 auditors; otherwise 0 

Board size = Number of board members 

Independent board 

ratio 

= Number of board members who are stated as 

unrelated in NPOInfo/Number of board members 

Financial distress = An indicator variable that equals 1 if current ratio is 

lower than 2; otherwise 0 

Social Welfare = An indicator variable that equals 1 if the type is social 

welfare corporation; otherwise 0 

Foundation = An indicator variable that equals 1 if the type is 

incorporated foundation; otherwise 0 

Association = An indicator variable that equals 1 if the type is 

incorporated association; otherwise 0 

Statutory donation = An indicator variable that equals 1 if donation to the 

organization is classified as statutory; otherwise 0 

Designated donation = An indicator variable that equals 1 if donation to the 

organization is classified as designated; otherwise 0 

Non-zero 

Administrative 

= An indicator variable that equals 1 if reported 

administrative expense is 0; otherwise 0 

Non-zero Labor costs = An indicator variable that equals 1 if reported labor 

cost is 0; otherwise 0 

Age = Number of years the organization has been 

incorporated as public interest corporation 

Size = The log of Total assets 
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4.2. Models 

To estimate the effects of monitoring on financial reporting quality, I 

regress the following monitoring measures and control variables on each 

financial reporting quality measure. The model is:  

𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑅𝑒𝑝𝑜𝑟𝑡𝑖𝑛𝑔 𝑄𝑢𝑎𝑙𝑖𝑡𝑦

=  α +  β1 𝑅𝑒𝑠𝑡𝑟𝑖𝑐𝑡𝑒𝑑 𝑅𝑎𝑡𝑖𝑜 + 𝛽2 𝐷𝑜𝑛𝑎𝑡𝑖𝑜𝑛 𝐼𝑛𝑡𝑒𝑛𝑠𝑖𝑡𝑦

+  𝛽3 𝑇𝑟𝑎𝑛𝑠𝑓𝑒𝑟𝑟𝑒𝑑 𝐼𝑛𝑡𝑒𝑛𝑠𝑖𝑡𝑦

+  𝛽4 𝐺𝑜𝑣𝑒𝑟𝑛𝑚𝑒𝑛𝑡 𝐺𝑟𝑎𝑛𝑡𝑠 + 𝛽5 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒

+  𝛽6 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑡 𝐵𝑜𝑎𝑟𝑑 𝑅𝑎𝑡𝑖𝑜 +  𝛽7 𝐴𝑢𝑑𝑖𝑡𝑒𝑑

+  𝛽8 𝐵𝑖𝑔4𝐶𝑃𝐴 +  Σ𝛿 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠 +  휀 

 

Measures of financial reporting quality  

As described previously, many nonprofit organizations misreport their 

financial information primarily through inflating program-spending 

ratios and understating administrative and fundraising expenses. 

Motivated by Krishnan et al. (2006), Yetman and Yetman (2012), and 

Yetman and Yetman (2013), I consider two different reporting quality 

measure. 

 

Zero/nonzero administrative expenses 

According to Steinberg (1986), a nonprofit that converts revenue to 

charitable results has to show at least some administrative expenses. If 
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an organization reports zero administrative cost, this understated amount 

is likely to become a part of program service expenses, resulting in an 

overstated charitable expenses. This Nonzero Administrative variable is 

set to one when an observation reports zero administrative expenses and 

zero otherwise. 

 

Residual administrative expenses 

By the same logic, the second quality measure is the amount of 

understated administrative expenses. Motivated by Steinberg (1986) that 

studies the theoretical link between donations and administrative 

expenses, and following the expectation models of Yetman and Yetman 

(2012) and Yetman and Yetman (2013), I estimate the following 

administrative expense prediction model: 

𝐴𝑑𝑚𝑖𝑛𝑖𝑠𝑡𝑟𝑎𝑡𝑖𝑣𝑒 𝐸𝑥𝑝𝑒𝑛𝑠𝑒𝑠

= α +  β1 𝐷𝑜𝑛𝑎𝑡𝑖𝑜𝑛𝑠

+  𝛽2 𝑃𝑟𝑜𝑔𝑟𝑎𝑚 𝑆𝑒𝑟𝑣𝑖𝑐𝑒 𝑅𝑒𝑣𝑒𝑛𝑢𝑒

+  β3 𝐺𝑜𝑣𝑒𝑟𝑚𝑒𝑛𝑡 𝐺𝑟𝑎𝑛𝑡𝑠

+  β4 𝑇𝑟𝑎𝑛𝑠𝑓𝑒𝑟𝑟𝑒𝑑 𝐴𝑐𝑐𝑜𝑢𝑛𝑡

+  β5 𝐼𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 𝐼𝑛𝑐𝑜𝑚𝑒 +  β6 𝑂𝑡ℎ𝑒𝑟 𝑟𝑒𝑣𝑒𝑛𝑢𝑒

+  β7 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠 +  ϵ 
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The model is reasonable with an R-squared of 0.7723. This measure, 

Residual Administrative is equal to the model’s residual, which is 

increasing in program expense accuracy. 

 

Measures of independent variables 

Capital provider monitoring 

I use four measures of capital provider monitoring, which are similar to 

the logic of previous literature. The first measure is Restricted Ratio, 

which is equal to the percentage of net assets that are restricted. I use 

both temporarily restricted ratio and permanently restricted ratio. I 

assume that donors who set the limits on their contributions are more 

likely to follow up on the spending activities of the organization. Thus 

consistent with my hypothesis 1, I predict that both Restricted Ratios are 

positively associated with financial reporting quality. 

The second measure of capital provider monitoring is Donation 

Intensity, which is equal to the ratio of donations to total not-for-profit 

revenue. Consistent with my hypothesis 1, I predict that Donation 

Intensity is positively associated with financial reporting quality. 

The third measure is Transferred Intensity, which is equal to the 

ratio of transferred income to total not-for-profit revenue. I define 

transferred income as a sum of reserve fund for essential business and 

transferred money from the parent corporation. The providers of this 
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transferred portion are less likely to monitor the organization than other 

independent capital providers like outside donors. Consistent with my 

hypothesis 1, I predict that Transferred Intensity is negatively associated 

with financial reporting quality. 

The last measure of capital provider monitoring is Government 

Grants, which is the size of grant-for-aid from the government or the 

local government authorities. To receive government subsidies, an 

organization has to be evaluated and judged by relevant committees. 

Consistent with my hypothesis 1, I predict that Government Grants is 

positively associated with financial reporting quality. 

 

Board of director monitoring 

I use two measures of board of directors monitoring. The first measure 

is Board Size, which is equal to the number of board members reported 

on the NPOInfo system. Consistent with my hypothesis 2, I predict that 

Board Size is positively associated with financial reporting quality.  

The second measure is Independent Board Ratio, which is the 

percentage of unrelated board members as reported on the NPOInfo 

system. Consistent with my hypothesis 2, I expect that Independent 

Board Ratio is positively associated with financial reporting quality. 

 

Auditor monitoring 
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I use two measures of audit quality. The first measure is Audited, which 

is an indicator variable whether the organization is audited by external 

CPA. Consistent with my hypothesis 3, I predict that Audited is 

positively associated with financial reporting quality.  

My second measure is Big4, which is set to 1 when the nonprofit 

underwent an audit by big-4 CPA firms, and zero otherwise. I predict 

that Big4 is positively associated with financial reporting quality. 

 

Controls 

I include the log of total assets (Size) to control for the size of an 

organization, and the Age to control for the reputation of an organization. 

I also control for organization foundation type by categorizing 

organizations into social welfare corporation, incorporated foundation, 

incorporated association, and other corporations. Donation deduction 

status (whether it is statutory, designated, or not applicable) is also 

included. Motivated by Yetman and Yetman (2012), Donation Change 

(the increased amount of donations from last year’s) and Financial 

Distress (an indicator if current ratio is lower than 2) is included as well. 
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V. Empirical Results 

 

The following Table 3 describes the sample characteristics.  

TABLE 3 

Sample Characteristics 

 Count Percent 

Panel A: Type of Corporation   

Social Welfare Organization 124 83.78  

Foundation 18 12.16  

Incorporated Association 5 3.38  

Other 1 0.68  

 148 100.00  

Panel B: Donation deduction status  

Statutory 1 0.68  

Designated 141 95.27  

not applicable 6 4.05  

 148 100.00  

Panel C: Disclosed in NPOInfo   

Audited financial statements 29 19.59  

Audit report cover 10  6.76  

Other financial statements 36  24.32  

Damaged files 2  1.35  

No attachment 71  47.97  

 148  100.00  

 

Table 4 shows descriptive statistics for NPOInfo entries and the 

calculated ratio variables.  
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TABLE 4 

Descriptive Statistics 

 Mean Std Dev Q1 Median Q3 

Total assets 415.23  1,448.50  129.81  173.18  286.80  

Current assets 117.30  465.91  8.31  29.50  69.87  

Total liabilities 70.17  546.64  0.38  4.57  24.01  

Current liabilities 29.56  218.31  0.02  0.48  4.29  

Net assets 344.27  988.12  109.78  146.53  233.89  

Unrestricted net assets 206.49  890.52  1.78  72.30  152.35  

Temporarily restricted 

net assets 

14.35  81.10  0.00  0.00  0.00  

Permanently restricted 

net assets 

123.43  414.07  0.00  3.20  116.66  

Temporarily restricted 

ratio 

5.55  19.05  0.00  0.00  0.00  

Permanently restricted 

ratio 

36.71  43.31  0.00  3.66  90.30  

Donations 31.81  112.36  0.30  1.97  13.61  

Donation change 1.20  32.53  -0.13  0.05  2.29  

Government grants 15.65  41.47  0.00  0.00  11.09  

Transferred money 9.61  33.89  0.00  0.10  4.56  

Program revenue 10.12  27.70  0.00  0.00  4.66  

Investment income 1.65  5.31  0.00  0.00  0.62  

Total revenue 70.31  136.18  8.77  21.46  68.16  

Total nonprofit and for-

profit revenue 

202.42  1,037.22  15.97  36.55  108.46  

Donation intensity 32.40  36.90  1.83  12.12  67.51  

Grant intensity 19.75  28.97  0.00  0.00  34.70  

Transferred intensity 26.45  97.02  0.00  0.47  20.17  

Program expenses 34.32  90.93  1.53  6.42  19.92  

Administrative 24.99  64.13  0.36  5.54  19.42  

Labor costs 11.01  29.86  0.00  0.79  6.52  

Total expenses 64.25  121.26  7.71  21.51  64.02  

Program ratio 46.85  36.74  11.12  44.15  83.76  

Administrative ratio 36.02  32.86  5.10  28.76  61.58  

Labor cost ratio 17.61  23.44  0.00  3.98  31.78  
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Total nonprofit and for-

profit expenses 

157.87  908.19  12.26  28.42  101.47  

Audited 0.26  0.44  0.00  0.00  1.00  

Big4CPA 0.07  0.25  0.00  0.00  0.00  

Board size 8.04  4.30  5.00  7.00  10.00  

Independent board ratio 0.88  0.24  0.86  1.00  1.00  

Financial distress 0.17  0.38  0.00  0.00  0.00  

Social Welfare 0.84  0.37  1.00  1.00  1.00  

Foundation 0.12  0.33  0.00  0.00  0.00  

Association 0.03  0.18  0.00  0.00  0.00  

Statutory donation 0.01  0.08  0.00  0.00  0.00  

Designated donation 0.95  0.21  1.00  1.00  1.00  

Non-zero Administrative 0.86  0.34  1.00  1.00  1.00  

Non-zero Labor costs 0.63  0.48  0.00  1.00  1.00  

 

Out of 148 sample organizations, 86 percent reports non-zero 

administrative expenses and 63 percent reports nonzero compensation 

expenses. In comparison to IRS 990 data from Yetman and Yetman 

(2012), Korean data shows more reported zero administrative. Since it is 

very unlikely to spend no administrative cost or no labor cost in an active 

organization, reporting zero administrative or zero labor cost implies 

inadequacy in reporting quality. Residual values are also scaled by a 

hundred million won. 

On average, 42.26 percent of net assets is restricted (both 

temporarily and permanently) by donors with the median 10.55. This is 

similar to IRS 990 data in that the median is much lower than the mean. 

Donation intensity has a mean of 32.4 percent, meaning nearly a third of 

nonprofit revenue comes from contributions from donors, on average. 
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Government grants consist 19.75 percent of nonprofit revenue with on 

average 1,565 million won to each organization. Transferred intensity 

has a mean of 26.45, which is higher than Q3 value. This means that 

small portion of nonprofits rely on a large amount of transferred money. 

Of total expenses, 46.85 percent is spent on program service and 

36.02 percent is spent on administrative activities which includes labor 

costs of 17.61 percent. 

The board of directors has approximately 8 members on average, 

and 88 percent of them are independent. Some report zero board 

members and this seems to be reporting errors which lowers the quality 

of NPOInfo data. Only 26 percent of our sample underwent external 

audit. In a regulator’s view, this should be a serious problem since all 

sample organizations are required to be audited by the law. 

 

Nonzero administrative expenses for panel data 

Contrary to my prediction, no variable meets the 0.05 significance level. 

I partitioned the sample by zero/nonzero administrative expenses and 

examined independent variables. Differences between the means of two 

partitions are all not significant at the 5 percent level. The limited number 

(20) of organizations which reported zero administrative expenses seems 

to be one cause of the result. Another possible explanation is that 

Zero/Nonzero administrative expenses captures both intentionally 
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understated expenses which can be influenced by monitoring presence 

and unintentionally omitted expenses. 

 

Regression results - Residual administrative expenses 

Table 5 shows the regression results for residual administrative expenses. 

TABLE 5 

Regression results 

Variable 

Predicted 

Sign 

Parameter 

Estimate t Value 

Intercept  -65.8666 -1.69 

Temporarily restricted ratio + 0.38651 2.72 

Permanently restricted ratio + 0.02831** 0.47 

Donation intensity + 0.15875* 2 

Transferred intensity - -0.02051 -0.73 

Government grants + 0.03055 0.41 

Audited + -12.4172 -1.86 

Big4 + -6.41927 -0.55 

Board size + -0.39823 -0.6 

Independent board ratio + 2.68891 0.21 

Size  -0.89838 -0.22 

Age  0.04102 0.26 

Donation change  -0.19677* -2.4 

Financial distress  -3.98305 -0.56 

Observations 128 
 

R square  0.2142  

Consistent with my hypothesis that more restriction on net assets 

leads to more accurate financial reporting, the coefficients of both 
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restricted ratios are positive. However, only the coefficient of 

temporarily restricted ratio is significant. One possible explanation is that 

temporarily restricted fund is with definite use-by date and precise 

purpose to be spend on, while permanently restricted fund is more of 

non-disposable restriction. So donors who restricted their donations 

temporarily may give more attention to the receiving organizations. 

Donation intensity has a positive and significant effect on reporting 

quality as predicted. This implies donor monitoring has an effect on 

nonprofit accuracy. The coefficients for transferred intensity and 

government grants have predicted signs, but both are insignificant at 5 

percent level. This shows government monitoring through subsidizing 

nonprofits is somewhat questionable. 

Table 5 shows that auditor monitoring does not necessarily 

improves financial reporting accuracy. Also, being audited by big 4 CPA 

firm does not increase the quality of NPOInfo data. One possible 

explanation is that nonprofit organizations do not treat mandatory 

auditing seriously. This sounds plausible, considering only 26 percent of 

sample organizations for which audit is required by law underwent 

external audit. Another explanation is that external auditors is generally 

unfamiliar with nonprofit accounting principles, so the probability to 

discover an error is somewhat low. These reasons can lead to ineffective 

monitoring by auditors. 
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Board of directors monitoring measures are not significant. The 

sign of Board size coefficient is negative, contrary to expectation. 

Independent ratio sign is as predicted, but not significant. The results 

indicate that Korean nonprofit boards are not effectively monitoring the 

reporting process of organizations. Regulators seems to acknowledge 

this reality. Recent amendment of Social Welfare Law states that a third 

of board members should be selected among the candidates that are 

chosen by pertinent government agencies. This revision will be carried 

out from January, 2013. 
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VI. Additional Tests 

 

To assess the financial reporting quality of nonprofit organizations 

further, I compare the NPOInfo data and audited financial statements 

Similar to Froelich et al. (2000), Fischer et al. (2002), and Gordon et al. 

(2007), I use the consistency between two data source as a measure for 

financial reporting quality. 

Table 6 describes the sample characteristics.  

TABLE 6 

Description of Sample Organizations 

 Count Percent 

Panel A: Type of Corporation   

Social Welfare Organization 24 70.59  

Foundation 7 20.59  

Incorporated Association 1 2.94  

not applicable 2 5.88  

 34 100.00  

Panel B: Type of Donation status   

Statutory 2 5.88  

Designated 30 88.24  

not applicable 2 5.88  

 34 100.00  

Panel C: Audited by   

Big4 CPA 7 20.59  

non-Big4 CPA 27 79.41  

 34 100.00  
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The sample for additional tests are 34 organizations from the 

initial sample of 170 nonprofits that uploaded the audited financial 

statements.  

TABLE 7 

Correlation Coefficients 

Variable Sample Big4 NonBig4 

Total assets 0.803534 1 0.781149 

Current assets 0.976019 1 0.957459 

Total liabilities 0.717244 1 0.713402 

Current liabilities 0.920487 1 0.91929 

Net assets 0.980906 0.999661 0.975872 

Donations 0.997329 1 0.973072 

Government grants 0.922732 1 0.899954 

Transferred money 0.031043 0.760436 0.019101 

Program revenue 0.462097 1 0.38267 

Investment income 0.994457 0.999999 0.810226 

Total revenue -0.00571 0.999999 -0.01779 

Total nonprofit and for-profit revenue 0.03099 1 0.032669 

Program expenses -0.02091 1 -0.12961 

Administrative expenses 0.044036 0.99995 0.035206 

Labor costs 0.010685 -0.05484 0.017155 

Total expenses -0.01607 0.999974 -0.02706 

Total nonprofit and for-profit expenses 0.031228 1 0.035212 

 

The first consistency measure is Pearson correlation coefficient. 

Table 7 shows that balance sheet variables are more consistent with 

audited financial reports than income statements variables. Transferred 

money, program revenue, total not-for-profit revenue, total revenue, 

program expenses, total expenses, and total not-for-profit expenses show 

great discrepancies. Table 8 shows similar results. 
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When partitioned by Big4 indicator, organizations audited by 

Big4 CPA have higher correlation coefficients than the non-big4 group, 

significantly (Bold entries in Table 7). 

TABLE 8 

Cumulative Distribution of Differences 

Variable 0% 

Within 

5% 

Within 

10% 

Within 

25% <-25% >25% 

Miss-

ing 

Total assets 0.74  0.91  0.91  0.91  0.03  0.03  0.03  

Current assets 0.68  0.85  0.88  0.88  0.06  0.03  0.03  

Total liabilities 0.65  0.76  0.82  0.82  0.12  0.03  0.03  

Current liabilities 0.71  0.82  0.82  0.82  0.06  0.09  0.03  

Net assets 0.62  0.65  0.68  0.74  0.06  0.18  0.03  

Donations 0.79  0.79  0.79  0.82  0.06  0.09  0.03  

Government grants 0.82  0.82  0.82  0.82  0.03  0.12  0.03  

Transferred money 0.65  0.68  0.68  0.71  0.03  0.21  0.06  

Program revenue 0.85  0.88  0.88  0.88  0.03  0.09  0.00  

Investment income 0.74  0.79  0.79  0.82  0.06  0.09  0.03  

Total revenue 0.53  0.65  0.65  0.68  0.06  0.26  0.00  

Total nonprofit and for-

profit revenue 

0.71  0.71  0.71  0.74  0.15  0.12  0.00  

Program expenses 0.59  0.71  0.76  0.79  0.06  0.09  0.06  

Administrative 

expenses 

0.62  0.79  0.79  0.88  0.00  0.09  0.03  

Labor costs 0.53  0.59  0.62  0.65  0.00  0.26  0.09  

Total expenses 0.71  0.79  0.79  0.85  0.06  0.06  0.03  

Total nonprofit and for-

profit expenses 

0.74  0.76  0.76  0.79  0.15  0.06  0.00  

 

The second consistency measure is percentage differences 

between NPOInfo entries and audited entries. Table 8 show balance sheet 

variables show more consistency with audit report variables than income 

statement variables. Transferred money, program revenue, total not-for-
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profit revenue, total revenue, program expenses, total expenses, and total 

not-for-profit expenses show great discrepancies 

When probe deeper, most common problem I detect is the 

allocation of revenue and expenses. NTS NPOInfo system recommends 

categorizing revenue into donations, government grants, transferred 

money, and other. The system separates for-profit and not-for-profit 

items also. However, the allocation principle is not clear and reporting 

format is editable that an organization’s manager can easily steer 

accounting numbers for one’s benefit. For example, membership fees of 

a charitable organization can either be assigned as donation or program 

service revenue. 
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VII. Conclusion 

 

Nonprofit sector is ever increasing and financial statements from 

nonprofit organizations are an important source to understand the 

nonprofit sector. Reporting low quality information can misguide 

stakeholders such as donors, volunteers, and other governmental 

agencies. This study investigates the quality of National Tax Service’s 

NPOInfo system data and whether monitoring affects the reporting 

quality. 

Compared to the IRS 990 Form data from the United States, 

NTS NPOInfo data shows lower reporting quality, having more zero 

variables. Similar to prior studies, balance sheet variables are more 

accurate than income statement variables. 

Prior literature show monitoring could mitigate the misreporting 

behavior and increase the quality of nonprofit disclosure. Consistent with 

my prediction, capital provider monitoring is positively related to the 

quality measure. However, the effects of board of directors monitoring 

measure and auditor monitoring measure are not significant, contrary to 

prior studies.  

One of limitations of this study is that the number of 

observations is small because of limiting the sample organizations to 

those with more than 10 billion won in total assets. Hand-collecting 
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NPOInfo data is a very time-consuming task. But gathering information 

from all nonprofits that discloses financial data on NPOInfo system 

would be an invaluable resource for the Korean nonprofit study. 

Another limitation is that the NPOInfo system has institutional 

problems. The problems includes poorly organized financial statement 

format, lack of penalty enforcement, and lack of post-management by 

regulators. Even though this study’s sample organizations are relatively 

large organizations, some act irresponsibly in disclosing required 

information. In my opinion, Korean regulators can benefit from building 

more thorough and clear reporting rules and paying attention to financial 

reports they submitted. 
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국문 초록 

 

다양한 세금 면제 혜택을 받는 비영리 단체들은 책무성과 투명성을 

요구받는다. 재무 정보를 대중에게 공개하는 것이 이 문제를 

해결하는 하나의 방법이 될 수 있다. 한국 국세청은 2008 년부터 

온라인 공시 시스템을 도입했다. 본 논문에서는 이 시스템에 공시된 

자료 중 회계연도 2011 년의 회계 정보를 가지고 비영리 단체의 

공시의 질을 연구한다. 본 연구의 목적은 다양한 모니터링 요소들이 

공시의 질에 영향을 미치는가를 연구하는 것이다. 연구 결과, 자본 

제공자 모니터링이 비영리 공시의 질에 영향을 끼치는 것으로 

나타났다. 

주요어: 비영리 회계; 공익법인; 회계 공시 

학  번: 2011-20510 
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