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Panel A : 7841 (N=389)
7174 4B AS(N=239) A7N%4 A=AHN=150) -
B | EEHEA| HUg | i | BT | 2FEAEA| HUE | HAF | T-value
CASH/TA 0.106| 0.098| 057] 0.001] 0.105] 0.093] 0.425] 0.005] 0.0008
CF/TA 0.09] 0.083| 0.338]-0.142] 0057 0.076] 0.267]-0.169] 0.03"**
DEBT(%) 93.906 | 75.446 | 608.37| 7.17[124.405|133.238 | 836.93| 12.84|-30.49*
ROA(%) 6.129| 6.036| 50.96|-12.19| 4.47| 4426| 19.26] -11.23] 1.6
FIX TURN 209 18| 21.16] 0.03] 1.8 1.104] 893 o024 0.24*
SALE GROW(%) | 11.473| 37.88| 327.18|-85.98| 43.807|181.207 |1306.57 | -48.33 | -32.33"*
NOI/TA 0.043] 0.033| 0.318] 0.007] 0.048] 0.047| 0.491] 0.006] -0.004
OWN(%) 29.166 | 14.539| 72.83| 02| 34.623] 15.988| 67.16| 1.0| -5.45"**
CAR(0,3) 0.046| 0.077| 0.492]-0.235] 0.031] 0.069] 0.309]-0.127] 0.01*
PCAR -0.036| 0.15| 0484 -0.69| -0.004] 0.162] 0.752] -0.403] -0.03*
TFR (%) 3.963| 2.878| 21.38| 027 4.99| 4.304| 28586 | 0.529| -1.02**
REAL TFR(%) | 3.769| 2.698| 17.86| 0.27| 3.432| 3.368| 22.682 0| 0.33
LSIZE 26.318| 1.549| 31.561|24.187| 26.506| 1.164| 29.978| 24.078| -0.18
REAL TFR/TFR(%)| 96.44| 12.19| 100| 9.32| 72.98| 34.46] 212.42 0| 2558
Panel B: ZA2A1F (N=488)
A7154 A HA5(N=165) A7134 ATEAH(N=323) o
B | EFAEA| AU | Aag | "9 | 238 | Hdig | 4% | Tvalue
CASH/TA 0.186| 0.147| 0.742] 0.012 0.198] 0.153] 0.766] 0.002]-0.012
CF/TA 0.073] 0.105| 0.359]-0.268] 0.046] 0.111| 0.697]-0.345| 0.02"**
DEBT(%) 77562 | 81.697|  785| 2.02| 76.591| 58.633| 298.21| 2.43] 0.97
ROA(%) 743| 8.157| 31.62|-24.73| 6.387| 7.972| 44.67| -40.06| 1.04
FIX TURN 4785| 7.446| 5056 0.08| 3.883| 5.266| 59.93| 0.07] 0.90
SALE GROW(%) | 25.494| 49.67|288.37|-76.03| 19.97| 55.175| 496.07| -94.68| 5.52
NOI/TA 0.037| 0.038| 0.265] 0.006] 0.041] 0.045| 0.644] 0.001]-0.003
OWN(%) 36.764 | 17.052 80| 24| 40431] 15734 82.7| 5.2|-3.66"
CAR(0,3) 0.044| 0.093| 0452]-0.226] 0.033] 0.088] 0.32]-0.393] 0.01
PCAR 0.065| 0.163| 0.435|-0.724| -0.051| 0.158] 0.496| -0.795|-0.01
TFR(%) 3.662| 2.866| 17.851| 0.425| 5.128| 3.49| 23.624| 0.166|-1.46"**
REAL TFR(%) | 3.419| 2.602| 15.175| 0.425| 2.635| 2.382| 13.81| 0.0] 0.78*
LSIZE 92348 | 0.792] 25.134[20.524 | 24.508| 0.697| 26.922 | 22.862 | -2.16"**
REAL TFR/TFR(%)| 96.15| 12.70| 10.81| 100| 57.34| 37.60| 136.72 038.817
" 0.104 7€ 0.05914 " E 0.01 2ol Fe,
AYEITL w373 M52 2008 10¥ 1219
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Panel A' 7158149 oI EHIASE

CaR(0.3) | CASH/T| cr/ma | DEBT | ROA | FIX TURN |SALE GROW|NOLTA| OWN | PCAR | TFR |REAL TFR|LSIZE

CAR(0.3) | 1

CASH/TA |-0.05 | 1

CF/TA | 002 | 013" | 1

DEBT  |-0.04 |-0.18% |-0.06 | 1

ROA |00 | 0.18" | 0.38" [0.27 | 1

FIXTURN |-0.05 | 0.5 | 0.02 | 0.02 | 0.05 | 1

SALE GROW [-0.04 | 0.01 | 0.03 | 0.01 | 0.004 | 0.06 1

NOL/TA |-0.04 |-005 |-0.13%]-002 | 017" | 009"  |-0.05 1

OWN | 0.04 |-0.07 |-004 |-002 |-002 [-011" |-0.02 001 |1
PCARC-25.-5)[0.05 | -0.11"" |-0.05 | 0.08 |-0.09° | 0.03 0.02 005 | 0.16%]1

TFR 021" |-0.06 |-0.15"| 0.16" |-0.21"* | 0.08 0.01 001 |-0.08 |012% | 1

REAL TFR | 0.21° |-0.02 |-0.11°* | 0.14"* |-0.18"* | 0.06 0.02 2002 0117 011 | 087 1

LSZE  |-0.12° [-0.20% | 0.1 | 0.22°*] 0.05 |-0.16" |-0.07 011" [-0.15"*] 0.01 |-0.03 |-0.05 1
Panel B: ZAYAIZY 3oj&ARALE

CAR(0.3) | 1

CASH/TA |-001 |1

CF/TA | 0.03 | 0127 | 1

DEBT  |-0.01 |-0.16" [-0.07 | 1

ROA  |-0.02 | 0.10% | 037 [-0.27" | 1

FIX TURN |-0.001 | 0.10° |-0.13"| 0.14"* | 0.13 | 1

SALE CROW [0.03  |-001 | 0.06 | 0.08° | 020 | 017 | 1

NOL/TA  |-0.003 | 0.01 | 0.01 |-0.09" | 0.32"* |-0.04 0.06 1

OWN | 0.07 |-0.06 | 0127 [0.03 | 0.08° | 0.04 |-0.05 001 | 1
PCAR(-25-5)[-0.07 | 003 | 0.01 |-001 |-002 |-001  |-0.04 2003 0005 |1

TFR | 0.23"* |-0.06 |-0.02 | 0.09° |-0.08 | 0.07  |-0.04 005 | 007 |0.08" |1

REAL TFR | 0.16™* |-002 | 0.06 | 006 |-0.02 | 007  |-0.01 007 | 001|012 |06 1

ISIZE | -0.08 |-0.09" |-0.08 | 0.09° |-007 |-01% |-0.04 003 | 0.09 |0.06 |0.09% |-016" | 1
) & 0194 *E 0.0594 7 0.01 4294 #9I%.
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(E 4 Logit 242 S8t 25 weje] 2% 20l 24
Panel A: 7k 8414 2484 (N=389) Panel B: Z2EA% 2AEA (N=488)
(Event : 2754418 (Event : AZ|F4A )
model1 model2 model3 model4 modelb model6 model7 model8
tercen | 12357 | -L319™ | -1196™* | 0,180 | 0.247 0.227 0.226 0.794
fntercep (793 |(11.92) | (9.24) 052 [(0.63) (0.54) (0.55) (14.04)
-4 AT “5.129%* | -5.295*** | -2.729*** -9.876%*
CE/TA | (519) 1255|1374 | (7.25) (9.56)
DERT 0.003* | 0.002" | 0.003* | 0.002** |-0.00007 |-0.0004 | 0.0001 | -0.0003
(4.89) (4.0) (6.52) (5.76) | (0.002) | (0.07) (0.006) (0.06)
- -0.026 | -0.058" 000569 |-0.0231 -0.019
(1.06) (5.52) 0.13) |(2.52) (1.88)
20109 | -0.106 | -0.115 | -0.143* [-0.0296" |-0.0191 |-0.031* | -0.017
FIXTURN 1 gg) | (188) | (1.99) | 280) | (323) |(148)  |(3.69) (1.16)
0.004** | 0.004™ | 0.004* | 0.003* |-0.0006 |-0.0005 |-0.0008 | -0.0008
SALEGROW | /oy | son | 6D | @on | 013 |00n |02 | 021
NOU/TA 3.647 5.498* | 2.843 2.783 3.547 2.501 3.488
(1.31) | (3.39) (0.83) (0.96) (1.68) (0.83) (1.60)
N 0.025%** | 0.025"* | 0.025* 0.017°** | 0.015* | 0.017***
(11.27)  |(141) | (11.24) (7.73) (6.25) (7.67)
likelihood ratio | 47.613%** | 39.171"** | 46.490*** | 34.119"** | 19.695""* |12.267* |19.564"** | 5.853
()& Chi-square? < YeERH *& 0.194 **& 0.05¢4 ***& 0.01 =94 frls
An| A4 E CAR0,3) S 4R 3 = A3t}
AEA APE AANEn Yot B9 FH=e 2R A 19 FSoM FxEoY8E(TFR) W
¥ & (TFR) WS AHHsE ¥3e Aol FE X3 AL dFEFAEE(0WN), 1
o, 19 32 AAYHE(REAL_TFR) ¥4 HE(TFR), 7I9HE(LSIZE), $AEE(ROA),
£ Aydsg o] g3 Adolt} azla FHEWH =" gupiag(Method Dummy)So] <3t
gn < (Method Dummy)e EHAEL AS AIE Holx 9}, F, dFFAEET ZHuY
1, 28lx JAHASY 45 09 @S Fo3 Ao Hl&o] =555 F39 Ho H(+)9 d3FS T
o UdA] W50 Foe oA AW A B gom T J|GFRY FAEY Ee] E4E
14) ZARNN BFHE5E W01 CASH/TA W5E 7|12EA g0 A5y gaajolBAdN BA2 fo4< 2m QA 2ol
N WEE FaE] Goith o] WS 2ARN Takslel BaE A ned T WrSe] z2id net ABE 4
W7 4 glglom, 9ol (E 4)lA AAG BAATG} §AG ATk Holw gtk wak, AFEn] (S/FEAAH(), 2B
(0)2 T A QY7L S()9) goz Go4S 27 glort, o AL ZAGAE 7]9lo] SAEANR 71ele] Hlak] A
Broke o o 3] wjH] vehte Azjolt),
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(F B) FREIHASIE(CAR) O CH3H BITiol 3I7I8A: S7ISAARD
7R 4353 AN =389) 7154 40353 AeAS (N=389):
Exojgu & (TFR) VS AM-e A% AR mH & (REAL TFR)HSE A3 2%
terceng | 0-10905 | 00039 | 0.01682 | 0.12349" | 0.11604 | 000762 | 002538 | 0.18175°
rereep (1.45) (-0.27) (1.57) (1.69) (1.57) (0.56) (2.58) (1.80)
AR 0.03813 | -0.0421 | -0.03409 ~0.03698 | -0.04047° | -0.03313
(-1.55) (-1.71) (-1.4) (-1.52) (-1.67) (-1.38)
o 0.00046* | 0.00052** 0.00034 | 0.000408 | 0.000466 0.00033
(1.82) (2.06) (1.38) (1.62) (1.88) (1.34)
TFRor | 0.00531%** | 0.00512"** | 0.00484*** | 0.00487"** | 0.00571*** | 0.00556*** | 0.00527*** | 0.00522"**
REAL TFR | (4.82) (4.63) (4.39) (4.61) (4.45) (4.33) (4.12) (4.18)
DERT ~0.000008 | -0.00004 | -0.00005 ~0.000021 | -0.000056 | -0.000059
(-0.22) (-1.14) (-1.31) (-0.56) (-1.51) (-1.58)
LS -0.00463 -0.00481* | -0.00446 -0.00486
(-1.67) (-1.82) (-1.63) (-1.83)
- 0.03151 | 0.06258 0.0613 0.04003 | 0.07476 | 0.07325
(0.66) (1.24) (1.21) (0.86) (1.51) (1.47)
o ~0.00172"* | -0.00175* ~0.00179"* | -0.00179**
(-2.25) (-2.29) (-2.38) (-2.38)
~0.000016 | -0.000017 | -0.00002 -0.00002 | -0.000023 | -0.000024
SALE_GROW (-0.46) (-0.5) (-0.65) 066) | (074 | (077
Method | -0.02054** | -0.02204*** | -0.01898"* | -0.01992** | -0.01093 | -0.01209 | -0.00976 | -0.01297*
Dummy (-2.48) (-2.65) (-2.31) (-2.54) (-1.37) (-1.51) (-1.23) (-1.66)
e Vale 4.97 468 47 6.27 435 4.6 433 5.49
(p<0.0001) | (p<0.0001) | (p=0.0001) | (p<0.0001) | (p=0.0001) | (p=<0.0001) | (p=0.0001) | (p<0.0001)
R-squre 0.0865 0.0927 0.0822 0.0756 0.074 0.0822 0.0712 0.0669
(adi.R) (0.0691) | (0.0729) | (0.0647) | (0.0636) | (0.057) | (0.0629) | (0.0535) | 0.0547

F) ()9 #e t-3S FAk glem * 0.1904 "= 0.0594 ***& 0.01 FFAX o3

18) BAEAA AHE:

ol gt
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(E 6) THH|YATAUE

XMI";IS DHOIHLAI_9|

(CAR)OI| CHEt &

ch

Zyeeoln 7jziFe e 2

BFEA:

2T AR5 A SN =488) 24 AR A ST A SHN=488):
230l & (TFR) M4 143 25 Ao dH) & (REAL TFR)MZ%S A18d 749
Intercent 0.03262 -0.01279 0.00053 -0.0147 0.12692 0.0038 0.0195** 0.00269
P (0.24) (-0.93) (0.05) (-1.18) 0.93) 0.28) ©.1) 0.22)
PCAR -0.04743* -0.04849* -0.04896* -0.04722* -0.04923* | -0.04971*
(-1.92) (-1.97) (-1.98) (-1.87) (-1.95) (-1.96)
OWN 0.00034 0.00035 0.00035 0.000402 0.000406 0.0004
(1.43) (1.43) (1.43) (1.61) (1.62) (1.61)
TFR or 0.00679*** | 0.00681*** 0.0069*** 0.00658™** | 0.00589*** | 00.00597*** | 0.00604™** | 0.00556**
REAL TFR (5.57) (5.65) (5.72) (5.50) (3.57) (3.63) (3.66) (3.41)
DERT -0.000036 -0.00005 -0.00005 -0.000013 -0.000035 | -0.000035
(-0.62) (-0.82) (-0.81) (-0.22) (-0.57) (-0.56)
-0.00198 -0.00519
LSIZE (-0.36) (-0.93)
CF/TA 0.00917 0.01874 0.02475 0.0099 0.00596 0.01706 0.024 0.00538
(0.25) (0.48) (0.63) (0.27) (0.16) (0.43) (0.6) (0.14)
ROA -0.00037 -0.00032 -0.00047 -0.00042
065 | (-0.57) 0.8 | 0.1
-0.000016 -0.000023 -0.000031 -0.000019 | -0.000027 | -0.000036
SALE_GROW (<0.21) (-0.3) (-0.42) 024) | (035 | (<049
Method -0.01661 -0.02113** -0.0198** -0.02135** 0.00465 -0.00681 -0.00507 -0.00767
Dummy (-1.11) (-2.46) (-2.32) (-2.48) (0.31) (-0.78) (-0.59) (-0.88)
F-Value 5.68 5.03 5.44 7.09 3.02 2.65 2.64 3.32
(p<0.0001) | (p<0.0001) | (p=<0.0001) | (p<0.0001) | (p=0.0041) | (p=0.0076) | (p=0.011) | (p=0.0058)
Rsque | 0.0765 | 00774 | 00735 | 00685 | 00422 | 00423 | 00871 | 0.0333
(adj.R) (0.063) (0.062) (0.06) (0.0588) (0.0282) (0.0263) (0.023) (0.0233)

F) ()9 g =78 Bk glew * 0,104 "= 0.05¢14 ***& 0.01

FlM #99.

9) 341

Pz
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The Determinants of Stock Repurchase Methods and the
Test of Opportunistic Behavior Hypothesis

Young-Whan Kim* - Sung-Chang Jung™*

Abstract

For conducting stock repurchases, firms are supposed to choose one of the repurchasing
methods between direct open market stock repurchase and indirect stock repurchase through
trust contracts with financial institutions. The regulation governing direct stock repurchases
requires firms to complete the repurchases within three months from the date of announce-
ment, but the rule on indirect repurchases allows financial institutions (or firms) to repur-
chase as well as reissue stocks anytime within two years. In particular, the firms choosing
indirect repurchases have no obligation to complete repurchases within the contract period.
They may reissue the repurchased stocks also. These differences in regulation on repur-
chasing methods have significant implications on the value of firms.

From those differences, we can hypothesize that those firms which are more financially
flexible are more likely to choose direct open market stock repurchases than indirect stock
repurchases. Without financial flexibility, firms cannot commit themselves to complete the
repurchases within three months. We can also make the hypothesis that the fraction of
shares repurchased in the indirect stock repurchases is lower than that in the direct stock
repurchases. That is, the firms which choose the indirect stock repurchases are more likely
to repurchase the shares opportunistically.

Previous studies on this topic have simply analyzed the shareholder wealth effects of two
different methods. Extending the previous analyses, this study examines the determinants

of decision making on repurchasing methods, and also tests the hypothesis of opportunistic
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behavior which may occur in the process of firms decision making on the targeted fraction of
shares to be repurchased and actual fraction of shares repurchased.

This study investigates 877 stock repurchase disclosures from January 2000 to December
2000 in the Korean security market. The total sample consists of 404 direct stock repurchases
(open market stock repurchases) and 323 indirect stock repurchases through trust contracts.
We find the following results. First, the firms which choose the direct stock repurchases
have significantly higher financial flexibility than the firms which use the indirect stock
repurchases. Those firms using open market repurchases have higher cash flow and
profitability ratios, and lower debt and growth ratios than those firms choosing indirect
stock repurchases.

Second, those firms choosing indirect repurchases repurchase the shares more opportuni-
stically than those firms using direct repurchases. The actual fraction of the number of
shares repurchased over the number of shares announced in the direct repurchases is more
than 96%. However, it is 72.98% (in the stock market) and 67.34% (in the KOSDAQ
market) in the indirect stock repurchases.

Finally, that the firms choosing the indirect stock repurchases may repurchase the shares
more opportunistically is reflected in the stock prices of these firms. To evaluate how the
information about opportunistic behaviors are revealed in the stock prices, we regress the
announcement period Average Cumulative Abnormal Returns (CARs) on proxies for theories
of stock repurchases and control variables. When the targeted fraction of shares to be repur-
chased is included in the regression models, the dummy variable of repurchasing method is
significant. However, when the actual fraction of the number of shares repurchased is
included in the regression, the method dummy is not significant.

The results suggest that when firms announce the targeted fraction of shares to be
repurchased in the cases of indirect repurchases, investors can interpret that the targeted
fractions may convey a false signal and the repurchasing method has a significant effect on
stock prices. In contrast, investors regard the actual fractions of shares repurchased as
reliable signals. Therefore, when the actual fraction of shares repurchased is included in

regression model, the dummy variable of repurchasing method is not significant.

Key words: Open Market Stock Repurchase, Trust Contracts, Targeted Fraction of Shares
to be Repurchased, Actual Stock Repurchases, Opportunistic Behavior Hypothesis
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