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deNvn &t -0.37 -1.62 ~(.58 -2.19 * -2.72 ™
F4gt | -0.020 -0.009 | -0.032 -0.016 -0.016 -0.026 -0.005 0.000 -0.003 -0.002
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NR | 46% 36% 48% 36% ** 39% ***
Hagk { 0.016 0.008 | 0.007 0.003 0.017 0.003 0.009 0.003 0.001 0.001
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Earnings and Cash Flows Management
of Firms on the Verge of Bankruptcy

Young-do Kwon*

Abstract

The purpese of this study is to identify the earings and cash flows management behaviors
of firms on the verge of bankruptcy by accruals. This study is dividing accruals into two
categories: accruals due to a pure earnings management, and accruals due to a cash flows
management. The empirical analysis was carried out using data from 69 failed and 69
similar non-failed firms during five years before the failure.

The empirical results shows that failing firms are trying to adjust their cash flows as
well as earnings before the failure, but the effort improving cash flows is not sufficient.

Key Words: earnings management, cash flows, accruals, bankruptcy, failing firms
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