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This study aims to investigate the effect of analyst coverage on the relationship between IR activity and
earnings quality. The main findings of the analysis are as follows. First, firms that hold IR events tend
to engage in earnings management through discretionary accruals, and the stock price informativeness of
future earnings is lower. This indicates relatively lower earnings quality. Second, firms covered by
analysts tend to engage more in earnings management. This supports prior research suggesting that
analyst coverage may serve as a source of performance pressure. However, the incremental current and
future earnings response coefficients of firms covered by analysts are both significantly positive. This
implies that despite higher earnings management, the stock price informativeness of both current and
future earnings is greater for firms covered by analysts. Third, the combined effect of IR activity and
analyst coverage on earnings management and earnings response coefficients, including ERC and FERC,
is limited or statistically insignificant. This suggests that analyst coverage has only a limited moderating
role in the relationship between IR activity and earnings quality. Instead, it implies that analyst
coverage may serve as a main factor in assessing earnings quality, more so than the mere presence of IR
activities.

Keywords: investor relations, analyst coverage, earnings management, earnings response coefficient,
future earnings response coefficient
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Al2=H] (Korea Investors Network for Disclosure -dzo|t} 2

system, KIND)o|A FZ&sgon zF-dolEE 2 A7 A 2E AWYA 77} 7199 IR
FnGulde«] DataGuideold &3ttt g =3} o]l A 7+ #EA ] Fo3k gk S
E AW A 5= FnGuided] T4 A} 51 A A S Au Y] g8 AA TES 79993 &
P R AN AL R Sl e AAE R et % A )
2 52 Fdsioitt. o2 WAk 23ete] ) e 2FE P38
(Table 1) Sample selection
Panel A. Sample selection criteria
Initial sample of firms listed in KOSPI or KOSDAQ from 2012 to 2021 26,055
(-) firms with non-December fiscal year end (3,102)
(-) firms in financial and utility industries (1,426)
(-) firms with negative book value of equity or auditor’s disclaimer of opinion (695)
(=) firms that belong to an industry with less than 20 firms in a year (134)
(-) firms with missing financial data for the variables (4,604)
(=) Final sample 16,094
Panel B. Number of observations by groups
IR
Active Inactive Total
IA-C 11-C )
Analyst | 070 | 895 (11.8%) 2,343 (14.6%) 4,238 (26.3%)
coverage Non- IA-NC II-NC B
Covered 1,520 (9.4%) 10,336 (64.2%) 11.856 (73.7%)
Total 3,415 (21.2%) 12,679 (78.8%) 16,094 (100.0%)
2) ¥ A7 ¥4 By F el welo| WAl 8 B (+271714]9] AFdolE 7l Bashy] W] Al x3EE 7]
7+ 20129 5H 2019d0]1, 7]9-A% FEL 3 92170 74 12,17370°]c}
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2528 (Kothari et al., 2005)2 &-&3 127
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(t7] UH oﬂ - t- 171 uH?-oﬂ
AARy =719 19 t71 E&xd HE
(t7] WEAHE - t-17] WiE=A44):
PPE; =719 i9 7] &FdAt
(o —aﬂx]_}\}- E;(] /\4 Zo ]}_/\]—
ROA; =719 19 7] B7Ieo 1°‘/t71 71 SRk

719 i8] 7] AR

o
|

3) Schipper and Vincent(2003 )2 ool A& vehll=
O]H i%] z}g
4—/‘4 o= -_rLﬂ‘OP‘ﬁ‘:} Liu and Thomas(2000)&

2 Dechow et al.(2010)0] A|AI3F o]<ol| T3t FxjA} vt
“& 01‘452723?4 AZEES 718k ERC 2 FERCE

1492

okt AT SRR ) dE A
2 A& BYXE § 9SS Huslt) L3 Francis et al.(2004)& ]2
o Bx

WEo R sE s A oA,
—% 3 A 714k A3 A 7]k
2o

Eay s
rlolelst FA59E 1 BRYE $AE DEAY BRC A7, oleld A
kg A olele] A tgA WRel FATh old] ¥ A7E w4 7]
olojel A& AR A BE $49 FYA2 FEdlel THan.

zyst

AT w553 M4% 20264 8Y



oM
==

N

OEI

HAEgdE o]dxAe vA + s 9T 1y}t
o], Roychowdhury(2006) 2%< 83 4=
2L LA thHAAE 9, 2008). 3 A&
o B o]dxAg L sht o]} HEgE FAlol
AR 4 Qltke Aol ARbste] ol5g XEdle

215 AAgE Cohen and Zarow1n(2010) o

ﬂﬁiqef
5% Rtk 4% zeaaoq B4 4 BelE 9
o ¥R dYRFEET uAR ARA v
M (e 3 A A 958 Gage
A o2 REMQ| ghel &

g ol frhe 9w m.

=s]
=
=
o
oy
i
=
£
o

CFo, n 1 n St n A5y
—=aq,ta e! e!

A O Ay P A A
+a,ROA;, +e,;, (2)
PROD,, I 1 n Sii I A5,
— =y ta o o

T OO A T A

Sy
fo,—— a, +o¢5ROAZ,+e (3)
-1
DISX,, )
i, —a0+a1A 1+a2A 1+a3ROAZ,+e

(4)

HHSATL H55A M43 20261 8Y

45| & of 2| AE FABE|R|2} ofele] H

d7]A,
CFO; 719 19 7] Y9d=s R
Aitfl = 7101:'1] 1-04 t- 17] 2;],/1\_]:
Sit = 714 9 ¢7] wiE9;
Sii =719 9] t-17] &=
AS; = 71 i ] wiEY WE
(t7] wjZ9 - ¢t-17] WiEY):
ASj1 719 9] t-17] mjEd WE
(t-17] W& - t-27] WjEd);
ROA; 719 9] t7] B71seele/ 7] 71 FAKE
PROD;; = 719 i8] t7] A1Z297}

(MEL7H+ A 22t HE);
DISX; = 719 i9] 7] AFA vl &
(Fef ey - 271 2)) ;
19 19 7] AgolfzA
719 19 ¢7] Zakg

REMj
Eit =

3.2.2 ol fuEEAF

u]gfo]uk-S A= (future earnings response
coefficient, FERC)E Collins et al.(1994)¢]
F7holo #EY By 2345 T, 7ld 34
at7] oE T8 HMFEl] dHA FAdS g

st WEe Lundholm and Myers(2002)%
Tucker and Zarowin(2006)2] FERC =3¢l o}
# 2(6)& &3ttt o] BFelxe AdE n|
o] (Xis) & tAIFAAY wef 7ol o2 &

ofH, AdE vlefolel WAE nlzf H]7]ho] <o
SHHE BAlP] 8l mlH TR (R =
¥ 2] 6)01]*1 ar= @o ]@.‘?}?ﬁ]T(ERC),
UrEMD}. ERC
o #HE HH
Ho} 37 ‘i%ﬂi, A1 ;}017\}%0] FAJAA

1493



0!

=

T

&}

Ol

rr

= o N b 10 b

¢

= & o 7199 o] FR o A oEgtt
S 9ujdty, FERCE dAlel 4953 v
Atole] #AE YEpllE A2 & FERC7L =
& @A TP} veel s wdstn de =,

F7F HEA] Eoe AL uatt. A5y

(2012) 9} o] &4 91(2018)0l4 ¢k 2ol T
Ae el ng ke £ 73S 2
ARt ole Ado} & (2012) 9}
A €(2018) A =l AHEAI A= 3 ©]
njgfo]efo] 7] Frtel| mX & F3Fo

aehe 4 &l 7] Wil vl

O

—

)

EZE:

=]
s

Ry =ogta Xy taX, tagXytoultst+e,
(6)

o17]4,

Ry =718 i9 7] F71dE

Xier = 7190 i9] t-17] F3wolel/t7] 71257k
Xit 719 19 7] FEEol/t7] 71257
Xit3 719 9] t+171%E t+3717441 9]
Tl /1) 71257k

719 19 t+ 17158 t+37174419
He|2 ALk vt &
719 19 7] 7=k

Ris
Eit

3.2.3d472%

M
rlo

2 e
% 2o,

abs DA, (REM,,) = B, + B,IR,,( Cover,,) + 3,SIZE,,
+ B, BIGA;, + ByOWN,, + B,FRN,, + Y ) Ind+ Y Jyr
+e€y (7
RET;, = 3y + X,y 1 + 0, X, +B:.X2;, + B, RET2;,
+ By IR, (Cover;,) + B4IR;,( Cover;,) X X;,_,
+B.IR;, ( C’over“) X X, +/@81R“(C’over“) X X2,

+ ByIR,,(Cover,,) X RET2,, + 3,,SIZE,, + 3,,MB,,
+8,,CFO;, + 313 L EV;, + (3,,LOSS,, + 3, BIG4,;,
+B,,OWN,, + B,,FRN,,+ Y Ind+ Y jyr +¢;,  (8)
abs DA, (REM,,) = B3, + B,IR,;, + 3, Cover;, + 3, IR;,
X Cover;, + BSIZE,, + B MDB;, + 3,CFO,, + 8, LEV;,
+ B4LOSS,, + B, BIGA;, + 3,,OWN,, + 3,, FRN,,

+E]nd+zyr+eit (9)

oJ7]A,

719 i t7] ATEA AT wagalol
abSDAit:;‘%E]E%}\_: ° ° s
REM, :7Zl°§1ﬂ t7] AESEs 53 o]x2H

FA

719 i9) 7] 495E t+17] 38749
RET: =zj0g:

In 719 7} 719l @ Welg® RS AN
tTakged 1, ohE 09 geEs;

Cover 714 i7h 7100 DR AE AWe|A|d &
OVerit _Eﬂ_o]a}g:_ E@‘ﬂ?}.@.‘ﬂ 1, o]—]/]ﬂj 0l ¢

Ll
X 719 19 t-171 B71ee] 9/ t-17]

it-1 _7]5\— %—Z]-}ﬂ_",
X 719 19 7] @7l Y/ 7]
it

IESE

4) Lundholm and Myers(2002) ¢} Tucker and Zarowin(2006) 59| Aadd o)A
ARgslgd o B Apole 2d 7ke] mg gatolelz} mlg

EREREER RURERE R M
st
1494

L

(power of test)S S7H1717] 24l 3
PAF7ES AN

Aosiel

- M55 M4Z 202614 8¥



T3] 3 ofde|AE FB{2|X|2t o[l A

:71?3 i t+17] 09/t +17]
+(t+27] &0|/t+27]

1‘4 t+171 4%‘#—
ZH T7}*°‘

H ¢t+37] 397

_71%} %—XVM iz &k

A 19 7] 71E AR/ 7] 718 AR
=719 i v YJEFE/t7] 71 ARk
718 A/ 7] 71 FARE
14 7t 7] 1 D]'7]T':1‘:N°]Dj 1,
_OM‘S 0% Hul¥S

3 9 7] ZHAele] BI G4 S| A
nq 1 ol (9] tu]H
4 9 vl HaEF Z]?:%
4 9 t71 TR} A&

A ol 7] AR

e
of

)
o M xR o (&

ot = A

£1mu\ﬁ%t°

N

-

9] 1 IR 7% 04%4 EE% A

ol

-

olN

)
PN E

=

19

d

W

of

ne

i

IR E o%#—

=

e
K3

=3

N

EIJ_l—:t"H_‘

ol
rr
fd

}oq 154944 2
IR 7H3 o] F-¢} of
st o|j29s] WS 5

1m ofN

)«

=
©

orn

i
w

fn3

o

AGA Thel 9 AELES B9 ool
=t RS A 3

%= 714

= 1R H] +
B0 ojelg Qo] Wi wgoleld] Tt F

=

A

ox,

-

o
N
[e]

ol w}am RS 7128 103
BE S AN fE FF F(+

o

1 (+

& wa Aeleh. 1@00}1 JEEECE z
% 39207} Sl 1]l 3 vy

2 F7E AN B3 RAHE 4 (8)¢]

3§ Ae 199 09 B2 1 Aoz A3
oh M 2% ofdelaE AueA st o9l
4 el Bl A A 40D -
B9 IR 85 A9 AeILE A
= 9% 7]0—]0][31 1 JEJZ] ko
Cover& A48, e 2E 7
19l Ba BEFIsE FAY
Ao] 25 A $2 e, de 2t
ﬂrﬂaxﬁ TS 7190l AFH A AF
29 o] &3} o

—

~1N

;
N

E
fr o
o}‘u

°l

58 24 FEol & A% Adels
£} AR e g 719l e A
o2 oejg do| ¥x HAclde FRAE ¥S
Aolth. webd el 2E7 AW 199 o))
o Aol b 4(N)9 e F9F F(+)d @4E
2 Rolw 71908 AA 77k A 2 ol
328 B9 AL Job 4@ 53 A
FIF ()9 ¢S M Ao da

o
19

71 38 IR 7 ¢ 019 4 1 7F FEA o ofd
2| AE AR oJF7}F Folgt JaS nA A E

>

2(8)3 4(9) & &3 HA33d.
2E AWeA] g5 (Cover) 7t
=AE B4 Qg 8 A
ojth, A1(9)9 F&HLE o] A3
L2 2A A B (absDA) I HELE o]

2% (REM)= AH&3. ofide] 2E 7Arg]A] o7

1(9)elA oz

HrE2A 249

O

z
:

rE
Jy
rir
5
X
Q
S
<
<
~

i

[o
=
)
=
rir
=

1495



7F IR 7H3 sk oleje] A 3t 71E #7293
Fg= mzIth 21(9)9] g2 frole s 7t
ot} ¥, HA RS ofde]~E A A
z‘ﬂ—ﬂ 7]04 (o]s} Covered th-);q_ ﬁz‘s}ﬂx] oro 7]
(]38} Non-covered H¥hH o g 23 & 2(8)
°ﬂ AR R ¥eE ARsH, vR7A = IR
ME o F-o} o] fut-gAlS 7& HAA ol OH%E]*E
7welA] o571 Fol g
4 Atk o] A4 4(8)e
S [RxXp01™ *H%
= O 7 893
A 5t omefolefnt
w2 x| o F7} fro
& Sl
3t A akx% tﬂ-/\g Azl AE3D
MR Agd AT 9 vl
ATE Bz o2y
A & e 205 A7),
WeE TFRAT. /G TR(SIZEE 719

A9 2 ARG

()
P> ot

3

©.
o
3}

pud

oﬁ

9
Ao} AHAlo] =31 (Becker et
al., 1998), 99T EEL AFA BT f

@ ()l wﬂ b e Aom Base d4dw
TEE NLEFACRE UiE BH(CFO)S BAWS:

2 At (DeFond and  Subramanyam,
1998). o] of o]2e] Ao 3L HA F Y=

AR O] A A7EA] B1E&(MB), A8 (LEV),

[=]
=

V.

Ig dl.

J
=~

4.1 J7l=EAI

(Table 2)= & AFIA AHeE WiFE9] 7156
AFE VERITE 7K 1el4= TR 7HF o7(IR),
7Hd 244 e ofde|2E AHA AR (Cover) 7}
‘r‘—9- A—]Uitﬂ"o]\:!i A3 7}/\4 o 74_2_0].1— _LEO -+
3t Panel A%} Panel Bell 7|&5A%2 A4
39T Panel C& 714 39 IR 713 o F-¢} 0|9

U‘.

RN

\1

o] A 7+ AEA e 2E AR A7} o
g A= 24EHE AT A T HEE
Z3ste] o] 7k Jee] 712 A S Baustitt
¥ Panel A-H Panel C7HA] A& 3t o] A4S
lsty] Asl FiE AoldFTEAHAE AN

Panel ColA 71 vt %(absDAa} REmM

7P 2)9 oloje] A Hiake Holv A7) wold
(Xi1), F71ol 9 (Xy), A7) 293t ol (X2) 0]

AiA oz ve Figs vehd IA-NC 719 (IR

MAd ofde 2E AR e ETHA &
719) & 71ee 2 YA Al ez} v wskgint,
Panel A4 IR< 733 F& F& 3,41571=

AL T T

o
=
o
i

F71eEd oA F(LOSS), HBAA JF(BIG4),  AA TE < 21%9 719E°] IRS M5t ¢
HNFFAEE(OWN), Y=AFFA & (FRN) At IR 7N 719 F 55.5%7} ofde] ~E9]
S EAdd Edelgn Y, dxd 549 Aw g A]o] £3Hd wo| [RS A A ¥+ 714
1A E 7 (fixed-effect) S EA|s7] Y8 2idv] oM 18.5%%ko] ofdg|A~ES] AweA|o] X
5) “ﬂ—}h‘ﬂr olukgAsele] AL A(8)d FEAEYFL TFAA BE BN A oAl S84 Al 98 4

E

1496

I (Covered 7142 Non-covered 7|%}) 2.2 st Wit

71

A st

AT w553 M4% 20264 8Y



o
[74

Pl RSl iaie

8 F920C &

=
s

L6yl

Panel A. IR-active vs. IR-inactive group

(Table 2) Descriptive statistics

Variables

[R-active (N=3,415)

[R-inactive (N=12,679)

IR-active vs. IR-inactive

mean median std. mean median std. diff. (t-value)

Cover 0.555 1.000 0.497 0.185 0.000 0.388

absDA 0.066 0.043 0.080 0.054 0.037 0.061 0.012 *** (8.16)
REM -0.002 0.000 0.070 -0.002 0.000 0.068 -0.000 (-0.07)
RET 0.184 -0.047 1.374 0.178 -0.023 1.561 0.007 (0.21)
Xig 0.026 0.041 0.344 0.020 0.028 0.126 0.006 (0.92)
Xi 0.022 0.036 0.204 0.015 0.024 0.112 0.008 * (1.82)
X2t 0.034 0.054 0.379 0.021 0.046 0.215 0.013 * (1.67)
RET2; 0.421 0.067 2.315 0.540 0.140 1.975 -0.120 ** -2.43)
SIZE 19.909 19.503 1.906 19.065 18.871 1.246 0.844 *** (24.50)
MB 2.900 1.657 5.985 1.774 1.060 20.800 1.126 *** (5.33)
CFO 0.048 0.054 0.096 0.043 0.045 0.082 0.005 *** (2.86)
LEV 0.424 0.433 0.200 0.413 0.411 0.200 0.011 *** (2.85)
LOSS 0.253 0.000 0.435 0.302 0.000 0.459 -0.050 *** (-5.84)
BIG4 0.570 1.000 0.495 0.418 0.000 0.493 0.152 *** (15.96)
OWN 0.381 0.368 0.159 0.405 0.402 0.169 -0.023 *** (-7.53)
FRN 0.112 0.057 0.136 0.057 0.021 0.096 0.055 *** (22.16)

Panel B. Covered

vs. Non-covered group

Covered (N=4,238)

Non-covered (N=11,856)

Covered vs. Non—covered

Variables mean median std. mean median std. diff. (t-value)

IR 0.447 0.000 0.497 0.128 0.000 0.334

absDA 0.053 0.037 0.056 0.058 0.038 0.069 -0.005 *** (-5.00)
REM -0.003 0.000 0.066 -0.001 0.000 0.069 -0.002 * (-1.65)
RET 0.107 -0.024 0.819 0.206 -0.029 1.710 -0.099 *** (-4.28)
X1 0.067 0.053 0.105 0.005 0.022 0.217 0.062 *** (21.24)
Xi 0.059 0.049 0.088 0.001 0.018 0.148 0.058 *** (26.31)
X2 0.099 0.081 0.188 -0.003 0.034 0.276 0.102 *** (23.18)
RET2; 0.230 -0.012 0.998 0.620 0.185 2.318 -0.390 *** (-12.93)
SIZE 20.529 20.238 1.614 18.785 18.663 1.065 1.744 *** (65.43)
MB 2.051 1.385 2.699 1.999 1.085 21.695 0.052 (0.25)
CFO 0.074 0.072 0.076 0.033 0.038 0.086 0.041 *** (28.86)
LEV 0.425 0.425 0.194 0.412 0.412 0.202 0.014 *** (3.86)
LOSS 0.134 0.000 0.341 0.348 0.000 0.476 -0.213 *** (-31.26)
BIG4 0.696 1.000 0.460 0.362 0.000 0.481 0.335 *** (40.15)
OWN 0.409 0.395 0.149 0.397 0.393 0.173 0.012 *** (4.30)
FRN 0.142 0.102 0.135 0.043 0.017 0.082 0.099 *** (44.79)
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(Table 2) Descriptive statistics(continued)

Panel C. Four groups according to IR and Coverage

Variables IA-C(Group 1) TA-NC(Group 2)| II-C(Group 3) [II-NC(Group 4)| IA-NC vs. IA-C | IA-NC vs. II-C | IA-NC vs. II-NC

mean std. | mean std. | mean std. | mean std. | diff. (t-value)| diff. (t-value)| diff. (t-value)
absDA 0.056 0.062| 0.078 0.096| 0.050 0.051| 0.055 0.063| 0.022 ***  (7.80)| 0.029 *** (10.63)| 0.023 *** (9.18)
REM -0.002 0.068| -0.001 0.071] -0.004 0.065| -0.001 0.069| 0.001 (0.48)| 0.003 (1.21)] 0.000 (0.03)
RET 0.061 0.597| 0.340 1.943| 0.145 0.961| 0.186 1.671| 0.279 *** (4.73)| 0.195 *** (3 19)| 0.154 ** (2.57)
Xi-1 0.071 0.126| -0.030 0.491| 0.064 0.083| 0.010 0.132]-0.101 *** (-6.85)[-0.094 *** (-6.46)|-0.040 ***  (-2.75)
X 0.061 0.103| -0.026 0.277| 0.057 0.074| 0.005 0.116|-0.087 *** (-10.16)|-0.083 ***(-10.00) [-0.031 ***  (-3.76)
X2 0.090 0.206| -0.036 0.512| 0.106 0.173| 0.002 0.219]-0.126 *** (-7.93)|-0.142 *** (-9.13)|-0.038 ** (-2.47)
RET2; 0.219 0.917| 0.675 3.307| 0.240 1.059| 0.611 2.128| 0.456 ***  (4.58)| 0.435*** (4.36)| 0.063 (0.64)
SI/E 20.929 1.810| 18.636 1.076] 20.205 1.352| 18.807 1.062|-2.293 *** (-45.94)|-1.569 **%(-39.94) [-0.170 ***  (-5.77)
MB 2.354 3.558| 3.581 7.993| 1.806 1.675| 1.766 23.024| 1.227 ***  (5.56)| 1.775 " (8.54)| 1.814 *** (5.94)
CFO 0.072 0.080| 0.017 0.104]| 0.075 0.072| 0.035 0.082|-0.055 *** (-16.90)|-0.058 ***(-18.81)|-0.018 ***  (-6.47)
LEV 0.438 0.192| 0.407 0.207| 0.415 0.195| 0.413 0.202|-0.031 *** (-4.42)|-0.008 (-1.25) [-0.005 (-0.96)
LOSS 0.139 0.346| 0.395 0.489| 0.131 0.338| 0.341 0.474| 0.256 *** (17.24)| 0.264 *** (18.38)| 0.054 *** (4.01)
BIG4 0.737 0.441| 0.362 0.481| 0.664 0.473| 0.362 0.481|-0.375 *** (-23.50) |-0.302 **%(-19.19)| 0.000 (0.00)
OWN 0.397 0.151| 0.363 0.167| 0.419 0.148| 0.402 0.173|-0.034 *** (-6.17)|-0.056 **(-10.64)|-0.039 ***  (-8.50)
FRN 0.168 0.148| 0.042 0.074| 0.120 0.118| 0.043 0.084|-0.126 *** (-32.36) |-0.078 **(-25.13)|-0.001 (-0.34)
obs. 1,895 1,520 2,343 10,336

1) This table presents comparative descriptive statistics of three types of earnings quality (absDA: absolute value of discretionary accruals, REM: real
activity earnings management, and FERC: future earnings response coefficient) for subsamples. Panel A is for IR-active(investor relations activity)
versus [R-inactive subsamples. Panel B is for Covered(analyst coverage) versus Non-covered subsamples. Panel C is for four subsamples(IA-C,
IA-NC, II-C, and II-NC), where IA-C is IR-active & covered subsample, IA-NC is [R-active & non-covered subsample, [I-C is [R-inactive & covered
subsample, and II-NC is IR-inactive & non-covered subsample.

2) The variables are defined as follows:

IR equals 1 if the firm holds an IR event at least once a year, and O otherwise; absDA is the absolute value of modified discretionary accruals,
measured using the Kothari et al. (2005) model: REM is real activity earnings management, measured using the modified Roychowdhury(2006) and
Cohen and Zarowin(2010) models: RET is stock returns: X is net income for fiscal year t-1, deflated by total assets at the beginning of fiscal year
t-1; X; is net income for fiscal year t, deflated by total assets at the beginning of fiscal year t; X2; is the combined net income for fiscal years t+1
and t+2, deflated by total assets at the beginning of fiscal year t: RET2; is the 2-year stock return starting in April of year t+1: SIZE is the natural
logarithm of total assets: MB is the market-to-book ratio; CFO is operating cash flows scaled by total assets: LEV is debt scaled by total assets;
LOSS is 1 if net income is negative, and 0 otherwise; BI(4 is 1 if an audit firm is one of the Big 4 audit firms, and 0 otherwise; OWN is the largest
shareholder ratio; FRN is the foreign shareholder ratio.

3) diff. is the mean difference between the subsamples, tested by a two-sample t-test.
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(Table 3) Pearson correlation

LRERZ

Yl 9SGl

8 F9C0C 2

I3

=

Variables 3 @ G . M (® (9 aqo an a2 a3 a4 a5 ae am
(D IR 0.344  0.075-0.001 -0.003 0.003 0.026 0.021-0.028 0.237 0.025 0.025 0.022-0.045 0.125-0.057 0.208
(.0001 <.0001 0.947 0.713 0.730 0.001 0.021 0.002<.0001 0.002 0.002 0.005<.0001 <.0001 <.0001 ¢.0001

(2) Cover -0.036 -0.013-0.033 0.122 0.137 0.174-0.086 0.529 0.001 0.210 0.030-0.207 0.296 0.032 0.402
(.0001 0.106 <.0001 €.0001 <.0001 <.0001 €.0001 €.0001 0.877 <.0001 0.000 <.0001 <.0001 <.0001 €.0001

(3) absDA -0.015 0.079-0.083 0.019-0.079 0.041-0.140 0.026 -0.073-0.010 0.074 -0.077 -0.130 -0.038
0.062 <.0001 €.0001 0.014 €.0001 <.0001 {.0001 0.001 <.0001 0.184<.0001 €.0001 ¢.0001 <.0001

(4) REM -0.018 0.004 0.001 -0.005-0.024 0.002 0.003-0.343 0.006 0.006-0.003 0.015-0.011
0.019 0.658 0.878 0.607 0.008 0.813 0.686<.0001 0.414 0.419 0.672 0.056 0.172

(5) RET 0.000-0.038 0.013-0.049-0.085 0.036 0.007-0.002 0.033-0.039 0.005-0.045
0.981<.0001 0.141<.0001 €.0001 €.0001 0.410 0.770<.0001 <.0001 0.539 ¢.0001

(6) Xi 0.295 0.270-0.027 0.098 -0.016 0.253-0.108 -0.228 0.047 0.123 0.094
(.0001 <.0001 0.003<.0001 0.039 <.0001 ¢.0001 <.0001 <.0001 .0001 <.0001

(7 X 0.372-0.020 0.120-0.019 0.349-0.152-0.431 0.044 0.114 0.112
(.0001 0.027<.0001 0.015<.0001 €.0001 <.0001 <.0001 <.0001 <.0001

(8) X2, 0.015 0.145-0.009 0.347-0.140-0.335 0.083 0.181 0.152
0.088<.0001 0.327 €.0001 ¢.0001 <.0001 <.0001 <.0001 <.0001

(9) RET2, -0.117-0.006 -0.025 0.072 0.061 -0.071 -0.066 -0.068
(.0001 0.491 0.006 €.0001 <.0001 €.0001 <.0001 <.0001

(10) SIZE -0.032 0.152 0.287-0.197 0.395 0.188 0.446
(.0001 <.0001 <.0001 €.0001 <.0001 €.0001 €.0001

(11) MB -0.020 -0.002 0.033 -0.017 -0.010 -0.003
0.011 0.786<.0001 0.035 0.217 0.688

(12) CFO -0.134 -0.417 0.095 0.160 0.200
(.0001 <.0001 <.0001 <.0001 <.0001

(13) LEV 0.210 0.087-0.069 -0.073
(.0001 €.0001 <.0001 €.0001

(14) LOSS -0.094 -0.212-0.171
(.0001 <.0001 <.0001

(15) BIG4 0.170 0.250
(.0001 <.0001

(16) OWN -0.002
0.789

(17) FRN 1.000

1) This table reports Pearson correlation coefficients. The figures below the correlation coefficients are p-values.
2) All variables are defined in (Table 2).
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(Table 4) Result for testing hypothesis 1
Panel A: Testing equation (7) and (8)

(1) (2) (3)
Variables Dep: absDA Dep: REM Dep: RET
Coeff. t-value Coeff. t-value Coeff. t-value
Intercept 0.143 (10.85)*** -0.004 (-0.30) 2.034 (5.50)***
IR 0.012 (9.40)*** -0.001 (-0.59) 0.089 (2.40)**
IR*X 0.422 (2.40)**
IR*X; 0.223 (0.89)
IR*X2; -0.256 (-2.21)*
IRXRET2, 0.004 (0.26)
X1 -0.114 (-0.82)
Xi -0.474 (-2.54)**
X2 0.344 (4.06)***
RET2, -0.035 (-4.30) ***
SIZE -0.007 (-13.91)*** 0.002 (3.27)*** -0.124 (-9.00) ***
MB 0.000 (0.80) 0.000 (0.51) 0.002 (2.85)***
CFO -0.010 (-1.49) -0.356 (-52.95)*** 0.197 (0.98)
LEV 0.023 (8.14)*** -0.007 (-2.50)** 0.205 (2.50)**
LOSS 0.000 (-0.34) -0.022 (-16.81)*** -0.019 (-0.49)
BIG4 -0.002 (-1.59) -0.002 (-1.48) -0.003 (-0.10)
OWN -0.015 (=4.74) """ 0.019 (5.84)"** 0.220 (2.38)*"
FRN 0.021 (3.74)""" 0.022 (3.93)"** 0.070 (0.46)
Industry and year fixed effects are included
adj. R? 0.127 0.156 0.029
N 16,094 16,094 12,173
Panel B: Testing equation (7) after controlling for endogeneity (reverse causality)
(1) (2)
Variables Lagged variable 2SLS Lagged variable 2SLS
Dep: absDA Dep: absDA Dep: REM Dep: REM
Coeff. t-value Coeff. t-value Coeff.  t-value Coeff.  t-value
Intercept 0.135  (9.57)*** 0.141 (10.20)*** -0.001 (-0.04) 0.004  (0.31)
IR+ 0.011  (7.76)*** -0.001 (-0.81)
IRy 0.017  (1.80)" 0.017  (1.8D)*
Control variables are included
Industry and year fixed effects are included
adj. R2 0.126 0.123 0.170 0.155
N 14,070 16,094 14,070 16,094

1) This table reports the results for Hypothesis 1. In Panel A, the first and second sets of columns present regressions
of absDA and REM, respectively, using equation (7), and the third set of columns presents the regression of RET
using equation (8). Panel B presents the results of equation (7), after controlling for endogeneity, specifically
potential reverse causality. IR;; denotes the lagged variable of IR, and IRj; represents the predicted IR value
obtained from a first-stage regression using the industry-year average IR as an instrument.

2) All variables are defined in (Table 2).

3) *, ** and *** denote significance at the 10%, 5% and 1% levels (two-tailed) respectively.
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(Table b) Result for testing hypothesis 2

Panel A: Testing equation (7) and (8)

(1) (2) (3)
Variables Dep: absDA Dep: REM Dep: RET
Coeff. t-value Coeff. t-value Coeff. t-value
Intercept 0.148 (10.88)*** 0.007 (0.52) 1.983 (5.19)***
Cover 0.006 (4.40)*** 0.005 (3.18)*** 0.016 (0.34)
CoverxXi1 -1.581 (-5.43)***
CoverxX; 1.648 (4.40)***
CoverxX2; 0.429 (2.56)**
Cover<RET2; 0.003 (0.12)
X1 0.347 (4.01)***
Xi -0.517 (-3.53)***
X2 0.132 (2.06)*
RET2; -0.034 (=4.77)***
SIZE -0.007 (-13.03)*** 0.001 (1.69)* -0.120 (-8.07)***
MB 0.000 (0.94) 0.000 (0.42) 0.002 (2.89)***
CFO -0.013 (-1.98)** -0.358 (-53.05) *** 0.087 (0.43)
LEV 0.024 (8.39)*** -0.007 (-2.32)** 0.215 (2.62)***
LOSS 0.000 (-0.25) -0.021 (-16.54) *** -0.008 (-0.22)
BIG4 -0.002 (-1.75)* -0.002 (-1.74)* 0.001 (0.04)
OWN -0.016 (-4.84)*** 0.020 (6.09)*** 0.234 (2.55)**
FRN 0.020 (3.69) """ 0.019 (3.35) """ 0.029 (0.19)
Industry and year fixed effects are included
adj. R? 0.123 0.157 0.032
N 16,094 16,094 12,173
Panel B: Testing equation (7) after controlling for endogeneity (reverse causality)
(1) (2)
Variables Lagged variable 28LS Lagged variable 2SLS
Dep: absDA Dep: absDA Dep: REM Dep: REM
Coeff. t-value Coeff.  t-value Coeff.  t-value Coeff.  t-value
Intercept 0.138  (9.56)*** 0.199  (5.46)™*" 0.006  (0.43) 0.026 (0.70)
Covery1 0.006  (3.78)*** 0.002  (1.61)
Coverj 0.036  (1.94)* 0.016 (0.85)
Control variables are included
Industry and year fixed effects are included
adj. R2 0.123 0.119 0.171 0.156
N 14,070 16,094 14,070 16,094
1) This table reports the results for Hypothesis 2. In Panel A, the first and second sets of columns present

regressions of absDA and REM, respectively, using equation (7), and the third set of columns presents the
regression of RET using equation (8). Panel B presents the results of equation (7), after controlling for endogeneity,
specifically potential reverse causality. Covery; denotes the lagged variable of Cover, and Cover; represents the
predicted Cover value obtained from a first-stage regression using the industry-year average Cover as an instrument.

2) All variables are defined in (Table 2).
3) * ** and *** denote significance at the 10%, 5% and 1% levels (two-tailed) respectively.
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(Table 6) Result for testing hypothesis 3 - earnings management

(1)

(2)

Variables Dep: absDA Dep: REM
CoefT. (t-value) Coeff. (t-value)
Intercept 0.150 (11.04)*** 0.007 (O 52)
IR 0.013 (7.62)*** -0.003 (-1.53)
Cover 0.005 (2.95)*** 0.004 (2.68) """
IRxCover -0.004 (-1.67)* 0.002 (0.84)
SIZE -0.007 (-13.61)*** 0.001 (1.72)*
MB 0.000 (0.75) 0.000 (0.45)
CFO -0.011 (-1.69)* -0.358 (-53.07)***
LEV 0.024 (8.25)*** -0.007 (-2.28)**
LOSS 0.000 (-0.15) -0.021 (- 16 56)***
BIG4 -0.002 (-1.80)* -0.002 (-1.72)*
OWN -0.015 (-4.60)*** 0.020 (6.06) "
FRN 0.019 (3.41)*** 0.019 (3.36) """
Industry and year fixed effects are included
adj. R? 0.127 0.157
N 16,094 16,094

1) This table reports the results for Hypothesis 3, using model (9).

2) All variables are defined in (Table 2).
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) ¥, " and *** denote significance at the 10%, 5% and 1% levels (two-tailed) respectively.
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(Table 7) Result for testing hypothesis 3

(1) Covered Group (2) Non-covered Group (3) Full Sample
Variables Dep: RET Dep: RET Dep: RET
Coeff. (t-value) Coeff.  (t-value) Coeff.  (t-value)

Intercept 0.138 (0.44) 2.996 (4.38)*** 1.967 (5.14)***
X1 -1.688 (-6.72)*** 0.032 (0.20) 0.005 (0.03)
Xi 1.470 (4.33)"** -0.635 (-2.87)*** -0.633 (-3.30)***
X2 0.651 (5.20) *** 0.281 (2.73)*** 0.267 (2.96)***
RET2: -0.021 (-1.14) -0.038 (-4.10)*** -0.036 (-4.33)***
IR -0.046 (-1.19) 0.135 (2.38)** 0.115 (2.80)***
ITR*x X 0.726 (2.39)** 0.477 (2.28)** 0.502 (2.70)**
IRxX; -0.633 (-1.65)* 0.132 (0.43) 0.110 (0.40)
IR*X2; -0.110 (-0.67) -0.256 (-1.80)* -0.241 (-1.92)%
IRXRET2; -0.049 (-1.72)% 0.005 (0.31) 0.006 (0.41)
Cover -0.021 (-0.44)
CoverxX -1.558 (-3.19)***
CoverxX; 2.221 (3.66)***
CoverxX2, 0.362 (1.44)
CoverxRET2; 0.033 (0.97)
IR*CoverxXi1 -0.060 (-0.10)
IRxCoverxX; -0.949 (-1.25)
IRxCover=xX2; 0.119 (0.35)
IRxCover*RET2; -0.077 (-1.37)

Control variables are included
Industry and year fixed effects are included
adj. R? 0.115 0.032 0.033
N 3,291 8,882 12,173
1) This table reports the results of hypothesis 3. Columns (1) and (2) present the estimates for model (8),
conducted separately for the Covered and Non-covered subsamples. Column (3) provides the results including the
three interaction terms using the full sample.
2) All variables are defined in (Table 2).
3) * ** and *** denote significance at the 10%, 5% and 1% levels (two-tailed) respectively.
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