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A7 |7 AjoHe)

7\gie] oleizFol pat gip

(E D 7I=8 A
Panel A
N MEAN  MEDIAN
AA GBI & 253 0.0400? 0.0315°
A7 A7 253 1.8946° 1.4121°
714 253 19.3993* 19.0841°
Fa& 253 -0.0612% -0.0417°
FAE gl E 253 0.0138* 0.0093"
FAEol & 253 0.0166° 0.0065"
A A A 253 0.0034 0.0029
YHddEsE 253 0.0118" 0.0098°
Panel B
Low CFO High CFO Low -High
N MEAN  MEDIAN N MEAN  MEDIAN t-value z-value

AA B & 112 0.0427"  0.0361" 141 0.0380*  0.0299 1.05 1.53
BRI/ A 112 1.9938° 1.6068° 141 1.8157° 1.2141° 0.84 2.47°
714 112 19.2670° 18.9583" 141 19.5043" 19.3853" -1.29 -1.61
FAE & 112 -0.0449* -0.0403° 141 -0.0742* -0.0434° 1.53 1.11
A9l E 112 0.0020  -0.0010 141 0.0232° 0.0192* -3.84° -3.84°
FAEol & 112 0.0046° 0.0008 141 0.0262° 0.0141*  -4.52° -4 .49
A Ay d 112 0.0542¢  0.0567* 141  -0.0370* -0.0303" 9.26° 8.47°
YHddEsE 112 -0.0629° -0.0474" 141 0.0711° 0.0472° -16.61" -13.66"
@ AgE AN JYFRE 2H S Folv] FAuE, FATIDITE, FAIECAE, YHEFTIES FY Y FUHE

A7k gholtk, 5 Hke] Aol HA & tHA T WilcoxonFHol ol 8H U a, b, ¢ € A41%, 5%, 10% FlFES nlgat.
2 qla) BARAE(DY Bolwolole] el ok olelzAe] 27} B
Rt JYAREEC| FEF ANFHAS /19
S A AAECDA F98TEC RIN 43 WIFAIS JIgel ollEYEA: CllurRisA
ou}, ve ARH WA 0T Yrlize|ele] Fol
YA et 7193 Hlus E& AIFAMY 7199

JYATEES AFA WYL )] BAL | 2PAYS BAVT BRG] JYATE
UER L IARE o] ApERte R FAAER(-1)9 HER(FUE)S 1.18%(0.98%) 1™ t-&719¢]
g EAdo] = FFAA] P& FEANE JYHFSE FAR(FIH S 1.02%(0.67%)°]
#dd £ Qo de7I9e ARgH AR o F P P GYBFTSEY Aolrh fo5HA|
ANFAAE de] A% Who] BAY ol Rgoz U A4aA N4E Aoz Au
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(E 2) A|IFAFS 7162 FHEY

Low CFO High CFO
A -2 -1 0 +1 -2 -1 0 +1
NI EEF | 105 112 112 103 138 141 141 125
Hg | 0.0040 | 0.0046° | -0.0018 | -0.0300" | 0.0200"| 0.0262* | 0.0209° | 0.0063
FY% | 0.0036° | 0.0008 | 0.0011 0.0002 0.0068* | 0.0141%| 0.0160%| 0.0107*
dNI 2T 105 112 103 138 141 125
Bk 0.0002 | -0.0064 | -0.0293" 0.0059 | -0.0053 | -0.0142°
ToH® -0.0012 | 0.0001 | -0.00627 0.0022 | 0.0008 |-0.0091"
DTAC | #&4 | 107 112 112 105 137 141 141 124
HBgk | 0.0009 | 0.0542* | 0.0066 | -0.0019 | -0.0043 | -0.0370* | -0.0043 | -0.0062
F%%k | -0.0016 | 0.0567* | 0.0015 | -0.0039 | -0.0146" | -0.0303" | -0.0085 | -0.0086
dDTAC | &% 107 112 105 137 141 124
Bk 0.0516" | -0.0476" | -0.0105 -0.0280% | 0.0327" | -0.0003
S 0.0505" | -0.0416" | -0.0126 -0.0076" | 0.0358" | 0.0019
CFO | ¥4 | 105 112 112 103 138 141 141 125
Hagk | -0.0025 | -0.06297 | -0.0123° | -0.0118 0.0428* | 0.0711% | 0.0358"| 0.0252
FY% | -0.0107 | -0.0474" | -0.0060°¢ | -0.0034 0.0315* | 0.0472% | 0.0308"| 0.0161°
dCFO | &% 105 112 103 138 141 125
Bk -0.05967 | 0.0506" | -0.0009 0.0253" | -0.0353% | -0.0121
T -0. 0478a 0.0438" | -0.0084 0.0393" | -0.0325% | -0.0050
&) 00] A71FA MY FAG Azoltt, dNI(t)& NI(t) - NI(t-1)2 71]]Ahﬂ ol UmA] vFER Fda Wi o R Atsisitt
A EAA(DTAC) S A HE 24 %ME’% FANECdE(ND, 998888 (CFO)E Y 2499 8= A &
ot} a, b, ¢ € A41%, 5%, 10% g vt}

A St JPAFEEo] BT 719 o
FEo A Ao g7 AFH & IS g Folgtes M 4Rz FAdE
AAS A7kt 719z AFE dAddol (3 =(0) AFH SAAE 37|l Bls) gkl

= ] BA
7 10%FEAA T, Fdtde F JAd
e ANFANY A9 AFE 2 Felrt feaA
o grlgdel v wade FAANE(-1)Y A Tguct 7

HAS A=) AT TAAE W71l
o #& FEolth & AT o] Aol A & FelAT feldiAe BT
A AN S oS ARt £ AAFEFO] FEF AIFAMY 7142 B
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[e]
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2 AFH

-0.0080
-0.0056
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141
FR7A B

°

High CFO
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0.0154°
134
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RE

[
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[e)

134

0.0050

0.0014
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A7} el

3
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[

94
248 A%A BN vgrIee] JYn

0.0047

0.0126

94
-0.0037
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=3

=

0.0164°
0.0156

112
-0.0088

112
-0.0092

Low CFO
DTAC(t) - DTAC(t-1)& At gkelth. a, b, ¢ & 24211 %, 5%, 10% elF<

£27199) 9993
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103
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A

T
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-0.0058

103

#olth, dDTAC(t)

&
3

0]
pal

o
1

o

A

DTAC

dDTAC
1S 3}
@k

N
N

oj

719l 1%k

e

s 2713945 719

A7 545 v)

FE 0.01742 Fog gholH,

Z}7]
d = A%H o] A

1o

A o]

(D)

L

Hrse] 457 o

2 Aol
7545w

Al
o

on 2
15

b A

1
L

o

[

=
3z

5k,
Al

3o} ventA ek,

719 ETh

<]

3L

[e]
o

<)

g 2

9]
17} o

(0]

T

A

AT fo)

ok
=139

A9

B voe] Zjolt)
(0)9] A=A ool zro] 89

0.0154=%

=

=

s
a

3

[e)
RuA

B AZEA0

2714

o

(D)9 Al

T
T

714 Bt

gtk ol

]

S
o

1

o]

=

2 27

Ao

;O_

e

o0

ol
b
oy

)

1211

o

Ashe 3

=
-

ax7t

7} &

=

o

A

7kx

o]
H

T ®39 HM5% 20104 10

7]
1

T
-
Shor:
El

A

£}

7C:,lO

&



(E &) TIZAHY 7129l ofelmR By

DTAC, =ay+o, D, +a,CFO,+ a3 LEV, + o, SIZE, + ¢,

(1) (2) (3) (4)
Low CFO Low CFO High CFO High CFO
fah=) -1 0 -1 0
el -0.0342 -0.0333 -0.0160 0.0623
(0.499) (0.612) (0.794) (0.320)
A7) FA e (D) 0.0174" 0.0149 0.0124 0.0057
(0.024) (0.123) (0.141) (0.521)
4dd=3E(CFO) -0.8058" -0.3740° -0.6517" -0.6882°
(0.000) (0.000) (0.000) (0.000)
FAH] & (LEV) -0.0406" -0.0107° -0.0746" -0.0480¢
(0.018) (0.077) (0.005) (0.061)
719 TR (SIZE) 0.0010 0.0010 0.0004 -0.0026
(0.718) (0.760) (0.903) (0.421)
Fval 35.08 10.29 29.57 53.85
adj. R’ 0.379 0.143 0.289 0.429
Num 224 224 282 282

ol

P

) 00] A71FAM A TAIE doln] -1 FAAE Rt A4 YN (DTAC) > F948FE 24 E gol=] FAH&(LEV),
IPEFEF(CFO) 2 T A9 SEaE AR grolth. 717t R(Size) & FART AA=IE 3 gholth. 27174 enH
FD) e ANIFAAE 714 19 #S 7HH d-g71geld 02 <& 7K ()€ p-value®ks YehiH, a, b, ¢ © 242
1%, 5%, 10% Fsas nlett

© 2 me

o= dFzAdel Al 45 Z7IFAMoHY Tlgdel o|oxF JYdnetel
YHAFEEo| B BEY AF A|FAYHW A
F(D)9 AFe FAHAEE(CD G FAEE(0) =
T oA Gk SduFHA TS A Aol FAAFEE0 EFT RN FAHEE o]
o, AFAHAE AR oldzAg@del EAeAl AFEE Aol BAHUG. oHde FAEE
gee vt of S7Fe A Lol P vAe IF
d871 kel A B AolEHt FAEY  HE dele Eu. d9Te FATIHeIG 59
< BAlA el dage] ged. dPdFTsE ol8H, d9Iisie TAEE FAtE gl
of #FF AIFHHE 19 ANFHAS AT EolA SAREE FATIAN A ES Astete] A
o ol9& 2geke FEol TAHA et whd] AT Z7|FA A Gk Aol sl AAY
HdTEEe] BT AIFAAS 7192 AT HIE(PSR), IR (Size), HHIH/AIE7E= ]
AHAS Aol olgs F¥FxYste Pl Aldr. & (LnBM), FAUE(LEV), @52 57H=(CASH)
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X7 |FAloHe) Flgtel olejx

02!
=2
o
3
re
-

(£ 5) 3A  o[dx=Fat SA & JYedneist

dROA; ;, = oy +a, DTAC, , _ +a,PSR, , | +o,lnBM,, |+, SIZE, ;| +a;LEV,
+agCASH; +e

(1) (2) (3) (4)
Low CFO Low CFO High CFO High CFO
ekl -0.0390 -0.0524 0.0374 0.0675
(0.492) (0.385) (0.441) (0.249)
A Wy (DTAC) -0.1021° -0.1035° 0.0445 0.0458
(0.084) (0.081) (0.283) (0.271)
A A o318 & (PSR) -0.0226 -0.0036 -0.0583 -0.0606
(0.845) (0.976) (0.577) (0.563)
AR}/ A %7422 (LnBM) -0.0137" -0.0140" 0.0098" 0.0095"
(0.032) (0.030) (0.031) (0.039)
719472 (Size) 0.0029 0.0036 -0.0020 -0.0034
(0.322) (0.257) (0.417) (0.240)
HAH) & (LEV) -0.0338 0.0001
(0.286) (0.998)
HF2 %5712 (CASH) -0.0258 -0.0729
(0.719) (0.153)
Fval 1.80 1.39 1.40 1.28
adj. R? 0.028 0.021 0.011 0.012
Num 112 112 141 141
G AFA Y (DTAC) S I9ATE 243 gtolw] FAIGY0lE(ROA), A& (LEV), @FLE/HE(CASH) S 52 4
Qo] ZUge A7 grolth. 71YFR(Size) & FAMI AARIE 3 Folth, dROAE TAYE() FAAIIY 0] EA
FAALE(t-1) FATILO &L A3bst] A4@ () pvaluedts Jeho, a, b, ¢ & 2421 %, 5%, 10% +I5%
< ongt
o] ZAMFEEAN AR RY | XA} 718]5] @ Folgta Adslrlde FESA @tk
dPddasFel BFe A7 FAud Jee] 39 vl dig A FE AY 54 o]fxzH ol
a2 (DG ()€ = da. 27l 1 dle AR A S A GGt
FAE A5 A= (-1)9 A Sy A (+)9 FAZF YehdA 2 5 itk mlgd o
F7F10%5TANA Felet 2 (0)9 #olth, A1 A AN dAs dgstaz A A S F7
AR A wAdo] JydTte] AR dF  AFIARE AjFH B AL A EA o] ] e
o] Slag oujgtt AT o] Aoz FA|  FA] o] Fo] AL o FEY YPPFIELS AT
9] ol g o] @d ol FEEY] AT SAIRF AlFA B o] Haste] HA| I F
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7|z Ajofel 7lelel ofeimRo| T 4T

(2 7) desigsE0| 2 A[FAle 71" (Low CFO)2| 3A| N o|d=dzt SIS E S}
dCFO,, = oy +a,DTAC; ;| +a,DTAC; , +3CAC, , _ +o,PSR; , | +a;LnBM,,_,
+agSIZE,, | +a,LEV,, | +asCASH,, | +e,
(1) (2)
ki -0.0854 -0.0953
(0.339) (0.312)
A7) A% YA (DTAC) 0.2575" 0.2540
(0.020) (0.021)
37) A% 2 (DTAC) -0.5206" -0.5204*
(0.000) (0.000)
FELAY A (CAC) 0.2644° 0.2578°
(0.056) (0.061)
A A o318 & (PSR) 0.0179 0.0739
(0.922) (0.689)
AR/ A 4722 (LnBM) -0.0121 -0.0133
(0.231) (0.186)
71472 (Size) 0.0061 0.0064
(0.192) (0.184)
HAH) & (LEV) -0.0731
(0.132)
H39 %5712 (CASH) -0.1552
(0.159)
Fval 9.55 7.75
adj. R? 0.316 0.327
Num 112 112
7 A Y (DTAC) & FYH7E 298 golm FYAFEE(CFO), FAUE(LEY), AFRS/H(CASH)& 59 44l
ZUEEE A7 grolth, 71T (Size)E FAM AARIE e gho IE} dCFO 1 o>h FAYE AQ@F5 BN FA%
A% YA EES Atste] Askant. ( e p-valuedhs JERIH a, b, ¢ & 221%, 5%, 10% 457 oJuldt,

[
N
=Y

AR By el A% 0.2575% 0.25409 +  Bel U@ ARE Qo] AgdE s
AT wolw, TAME A TYAL(Y] A% A A7) ARA Tl %794 A

R

A 2o A -0.5206% -0.52049 £x  dEHG JHAFsE WSt A

—

otk A w9 A% Ajge Masd 3
AdEe] gol BAAYES] gurt o anh 49 B4 9QdRsEe WaE o @ 4yl
A7k Ale AR wAAe A 9dFE Ao A95e 998RsR e en
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Low CFO Middle CFO High CFO

fak= -2 -1 0 +1 -2 -1 0 +1 -2 -1 0 +1

NI &5 |10 75 75 69 99 102 102 94 74 76 76 65
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°
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Earnings management of stock repurchase firms in Korea

Youngkyu Park*

Abstract

This study examines earnings management of stock repurchase firms in korean stock market
to find motive and intent of managing earings before the announcement of repurchase.

Previous studies have tried to investigate earings management of repurchase firms finding
the mixed results which some those increase and others decrease earings prior to announcement
of repurchase. The major difference from previous researches is focusing cash flow form
operating(CFO) which is closely related to earnings management. I hypothesize that repurchase
firms have different motives of earnings management according to the level of CFO. Repurchase
firms with high CFO tend to deflate earnings before buyback because of reducing further
repurchasing price. Repurchase firms with low CFO are likely to inflate earnings, which helps
to support poor stock price —generally most repurchase firms experience poor stock performance.

I select the matching firms using subsequent matching procedure. For each sample firm, I
select non-repurchase firms from the same industry of each sample firms with asset-scaled
CFO closest to that of the repurchaser in year -1.

The comparison between sample firms and matching firms shows that repurchase firms with
low CFO boost earnings prior to announcement year but those with high CFO do not decrease
earnings. The repurchaser with high CFO choose to get positive effect from disgorging free
cash flow(FCF) instead of deflating earnigs. Repurchase firms do not decrease earnings to
disgorge FCF. Free cash flow(FCF) hypothesis help to explain the result that repurchase
firms with high CFO do not manage earings.

Managers utilize up-ward earings management to inform positive information into the stock
market or to pretend to be good performer. To distinguish the managerial intents, I examine the

change of CFO and operate an additional regression analysis. Low CFO samples do not show

* Department of Management, Catholic University of Korea(E-mail : ykpark@catholic.ac.kr)
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the improvement of CFO following repurchase year. It implicate up-ward earnings management
as false signaling by managers. The change of CFO from prior year to announcement year is
regressed by discretionary total accruals(DTAC) prior to announcement year and discretionary
total accruals(DTAC) at the announcement year. The value of coefficient on DTAC at the
announcement year is higher than that prior to the announcement year. This suggests the
prior DTAC is not related the improvement of CFO after following repurchase.

The findings of this study are as follows. First, all repurchase firms do not like to manage
earings before buyback transaction. Only repurchase firms facing poor CFO have a motive to
manage earnings upward. Second, The managerial intent of upward earnings by those firms
is not to give signaling positive future information into outside investors. In other words,
earnings management by repurchaser with poor CFO is regarded as false signaling based on

managerial opportunistic behavior.

Key words: stock repurchase, earnings management, discretionary accruals, cash flow from

operating, opportunistic behavior
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