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(adjEBITDA) /0| 2] &) 0] 1olstel 3% 19 2

N
< Ze

M| e & AN A& 719 5 XDE=1 283 XRnD=1 |9 19| #&

S

Zb= ¥ XDES td
XRnDe td% Apdy] & k29 49 19 S 74 XDEOXRnD1e td: &4 ZAH] $7F & A7704Ey|

tuds: XTDEE t4% & AA v§ 7449 25
L=y

=4

Hitol} & olARAE (2 dH ol
19 @ 7H4: Al deceE t
A 7

_=— 4

il

FIvS

B 19 @s 7L
719. & XDE=0 232

o

1

o |

= /\H]

o= 4

XRnD=1 o|¥ 19| #& Z+ gu¥d:; XDEOXRnD1E tdx: &84 Av] 37 & A0y 24& 719, & XDE=0 Z8]2 XRnD=1 o|¥ 19| #&
gud$; SIZEE td=

zhe Hus; Allines td% &¥4 72¥] 371 & d77hE 37 719, & XDE=0 222 XRnD=0 °9 19|

QTR (AL AL
o) WA (278 pdEe] WA ARA Jgo]
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CPME t-19% mjE30]E(t-1 EF0|9/t-1 Wi&): MTBE

R A

o L
e e

(NB7H/ARAEF7H: VOLe tds

(EBITDA) EFHA/HTFAY): CEOE afddAteld 1, &4l 0: LSHRE 7109
HFEF 193 E4AAAY AES T3 fF:F: A 8-S FORS 93¢ FAR A 8-&; KOSPIE KOSPI 4471l 1, KOSDAQ 4371304 0.
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2 7lglel A bl

Bzt wfol chet oI

(CHZHM 2F A2 Tojs AR, 25 siohe Am|ofoh MRbAIE 242 LIEH- )
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
1.DISTRESS 0.064  0.004 0087 0.08 0006 -0079 -0.010 -0.018 -0.152 0126  0.143 -0.130 -0.168 -0.059
(0.011)  (0.851) (€.0001) (€.0001) (0.761) (€.0001) (0.601) (0.361) (€.0001) (£.0001) ((.0001) (<.0001) (€.0001) (0.001)
2.XTDE 0.054 0629 0292 0547 -0322 0056 -0492 003 -0.079 -0.117 -0.071 -0.103 -0.006  -0.017
(0.011) (€.0001) (.0001) ({.0001) (¢.0001) (0.001) (€.0001) (0.071) (€.0001) (£.0001) (0.001) ({.0001) (0.771) (0.371)
3.XDE 0.004  0.629 -0.048 0398 -0.625 0525 -0.675 -0.052 -0.061 -0.109 -0.020 -0.028 -0.065 -0.033
(0.851) (€.0001) (0.011) (€.0001) ({.0001) (€.0001) (€.0001) (0.011) (0.001) (.0001) (0.301) (0.171) (0.001)  (0.091)
4 XRND 0.087 0292 -0.048 0762 0438 -0.750 -0.353  0.017 -0.011 -0.074 -0.014 -0.115  0.057 -0.032
(€.0001) (€.0001) (0.011) (€.0001) (£.0001) (€.0001) (C.0001) (0.381) (0.561) (0.001) (0.481) ({.0001) (0.011) (0.101)
5.All dec 0.089 0547 0398  0.762 -0.249 0571 -0.269  0.004 -0.030 -0.106 -0.024 -0.132  0.026 -0.019
(€.0001) (€.0001) (.0001) ({.0001) (€.0001) (€.0001) (€.0001) (0.831) (0.121) (€.0001) (0.221) ({.0001) (0.211) (0.341)
6. XDEOXRnD1 0006 -0.322 -0.625 0438 -0.249 -0.328  -0.154  0.020 0.024 0036 0012 0.012 0.049 -0.022
(0.761) (¢.0001) (¢.0001) ({.0001) (£.0001) (€.0001) ({.0001) (0.321) (0.211) (0.081) (0.541) (0.561) (0.021) (0.251)
TXDEIXRnDO | -0.079  0.0%6 0525 -0.750 -0.571  -0.328 -0.354  -0.050 -0.027  0.002  0.004 0098 -0.081 -0.012
(€.0001) (0.001) ((.0001) ({.0001) (€.0001) (¢.0001) (€.0001) (0.011) (0.161) (0.931)  (0.851) (€.0001) (<.0001) (0.531)
8.All inc -0.010 -0492 0675 -0.353 -0.269 -0.164 -0.354 0.047  0.064 0105 0014 0.02 003 0063
(0.601) (<.0001) (€.0001) (€.0001) (£.0001) (€.0001) ({.0001) (0.021)  (0.011) (€.0001) (0.471) (0.231) (0.091)  (0.001)
9.SI7E -0.027  0.047 -0.031 0011  0.013 -0.002 -0.040  0.041 -0.078 <0166  -0.302 -0.023  0.172 0421
(0.161) (0.01D)  (0.111)  (0.591)  (0.501)  (0.911)  (0.041)  (0.031) (€.0001) (€.0001) ({.0001) (0.271) (¢.0001) (£.0001)
10.GPM -0.191  -0.091 -0.031 -0.077 -0.067 -0.022  0.034 0060 -0.137 0.117  -0.030  0.148  0.08¢  0.091
(€.0001) (.0001) (0.111) (€.0001) (0.001) (0.251) (0.081) (0.001) (£.0001) (€.0001)  (0.131) ({.0001) ({.0001) ({.0001)
11.MTB 0.088 -0.107 -0.063 -0.1056 -0.111 -0.001  0.057  0.070 -0.280  0.157 0.287 -0.008 -0.263  0.106
(€.0001) (€.0001) (0.011) (€.0001) (€.0001) (0.951) (0.011) (0.001) (<.0001) ((.0001) (€.0001)  (0.701) (<.0001) (<.0001)
12.VOL 0.136  -0.077  0.005 -0.034 -0.040  0.004 0041 -0.010 -0.350  0.004  0.287 -0.028  -0.223  -0.097
(€.0001) (€.0001) (0.791) (0.081) (0.041) (0.841) (0.031) (0.591) ({.0001) (0.851) ({.0001) (0.181) (€.0001) (<.0001)
13.CEO -0.130  -0.103 -0.028 -0.115 -0.132  0.012  0.098 0025 -0.022 0178 -0.008 -0.028 0.090 -0.001
(€.0001) (€.0001) (0.171) (€.0001) (€.0001) (0.561) ((.0001) (0.231) (0.301) (£.0001) (0.701) (0.181) (€.0001)  (0.951)
14 LSHR -0.171  -0.003 -0.059 005  0.02 0049 -0.076 0029 0199 0055 -0.263 -0.223  0.090 -0.109
(€.0001) (0.871) (0.001) (0.011) (0.221) (0.021) (0.001)  (0.161) ({.0001) (0.011) (¢.0001) ({.0001) (£.0001) (€.0001)
15.FOR 0.030  0.047 0015 -0.032 -0.020 -0.021 0032 0.001 0489 -0.035  0.106 -0.097 -0.001 -0.109
(0.121) (0.021) (0.441) (0.101) (0.311) (0.291)  (0.101) (0.981) (€.0001) (0.071) ((.0001) (£.0001) (0.951) (¢.0001)
1) W5 HolE (F 3) F=.
2) 7t ol 919 ghe AASoln| ol ZEete] e p-AY.
AT H45R M4Z 20164 8¢ 1105
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NP 2F J|del M vIg HZ Mol oiEt o

(E 5) MPH 24| T2 b A4E SAZ™o| Chet EXNEA

£¥W 4 (DE type) XTDE=1 XDE=1 XRnD=1

o dFs 2y ] wy 9 =3 3
353 0.130 -1.218 4.399***
(0.089) (-0.667) (2.718)
DISTRESS 4= 0.231** 0.127 0.532***
(2.013) (0.943) (4.404)
SIZE - -0.046 -0.077 -0.188***
(-0.789) (-1.142) (-2.971)

GPM - -0.566** 0.403 -0.369
(-2.235) (1.392) (-1.413)
MTB - -0.209*** -0.226*** -0.214***
(-5.649) (-5.509) (-5.348)
VOL +/- 0.353 -1.302 3.815***
(0.336) (-1.033) (3.284)

LSHR +/- -0.074 -0.483 0.486
(-0.244) (-1.346) (1.511)

FOR + -0.178 -0.100 0.151
(-0.333) (-0.162) (0.266)

KOSPI ? 0.151 -0.198 0.254*
(1.215) (-1.357) (1.928)

Ax/A4S] dnl 2%

NS 2,124 2,124 2,124

Pseudo R? 0.072 0.203 0.187

Likelihood ratio 1327 980 1182

AFE9 Fe (&£ 3) Z=x.
2) d=, AglErlE Egegolt ARsl B84E Astel AAASFE HREA P,
3) BaRe FPAR WD . 7 A 1%, 5%, 10% FEIN 9.

2] v g e BF A (All dec) B BF F
ZHAILin) A7l A5l tet #4243+ 23 1 AFIA @ethe A& guidtt. 22 et &f
I} 4o AASATE. BE 13 4004 CEOE 5%

o= (- 4 A (A2 - 5664 -0.153)%

1__ LY /
FEoAA 40}3} dEA oz A gt oA 7 slen 2 29 30] o]d st =g 2004
AE7QAtel vlete] afddze 7K drle a¥dAu s A2A71A da(E7171E) A0

SH1TL ®453 M4E 20164 8Y 1107

_|0I



(£ 6) MFH 287|Ye| ZIAt 7ol mME MY B 45 A2l tigt 2HEY
%444 (DE type) All_dec=1 XDEOXRnD1=1 XDEIXRnDO=1 All inc=1
o35S 2y 1 52y 2 23 3 52y 4
Aty -12.090 4.380 -17.489 -0.346
(-0.017) (1.042) (-0.045) (-0.087)
CEO -/+ -0.566** 0.371 0.511** -0.153
(-2.507) (1.113) (2.093) (-0.459)
SIZE - -0.080 -0.160 0.199 0.004
(-0.612) (-0.914) (1.368) (0.024)
GPM - -0.000 -0.559 0.350 0.139
(-0.001) (-0.776) (0.616) (0.183)
MTB -/+ -0.293*** 0.125 0.082 0.259***
(-3.910) (1.528) (1.158) (2.952)
VOL +/- 1.886 0.457 -0.383 -3.732
(0.963) (0.164) (-0.186) (-1.148)
LSHR +/- 0.285 -0.011 -0.500 0.563
(0.450) (-0.013) (-0.703) (0.621)
FOR + -1.422 -0.287 -1.496 4.328"**
(-0.995) (-0.143) (-0.906) (2.630)
KOSPI ? -0.019 0.178 -0.182 0.144
(-0.072) (0.483) (-0.611) (0.382)
Ar/A Hr] 23
w55 578 578 578 578
Pseudo R 0.188 0.159 0.244 0.192
Likelihood ratio 137.7 172.5 176.7 168.2

) B5E A9k (F 3) %,
2) 9=, Al EYagol ARs BUE A8 ANASE Bas) e,
3) BEGE 2RAG N &Y. 77, 7 TE A 1%, 5%, 10% FEIA FIT.

e S %‘i/‘l? © 74+, XDEOXRnD1E £ 718 d7hdvs #2714 fe(37H718) 9
Z otle W CEOE ¥ A (0.37D) o= vt AbaH A%l ste A=
ot Frelshx 1% gt @9 2¥ 3, XDE1XRnDO o]}l Ais Tl
(5 2H73v e AaA7| L el 27 Ak Hlel B3 71
A5l g CEOY Aee &9 AF#(0.5611) = EE AFA v& Fa(All dec) A7l B4,
C2 5% FEAM felat. ol & MstAd af 7I9e] FAoeEN BT|AQ ko ¥ E S
7 TGl Hlote] 2ngAHE Al aeete] A A5daEd s e Aol

1108 HAASAT H4sH M4z 2016 82



NP 2F J|del M vIg HZ Mol oiEt o

Z 254N HEA S Aot BEEE A0 A AuE 2AATA R A7 E Z714)9)
A2 el 9ol JYAES wRstna) s & A4S = ued AYmQl 7a AR de
B0 719 A71H AR "EA AT A Alge] 2RA 0 WolSo|k AL AN G}
] R Zo] glojM = A&AQA A &S 733t o|2| g A1 HkS-& Al T o] 2(information signaling
T ZF(XDEIXRnD0)2A # A9 7Md& Al hypothesis) WA Ano] 7hssitt. & 7198
A g Aol BeAo] wa, ARu|tHo] ZI1ALE 7)

de) watdl AEAGAY A 2449 ¥ G YRAGAE J19e WA EE G AL
so] 719l AT} 24 L AL wAD 9 AYRE dREAAA A2s] 92 AuA
Go] ol B (FAF - AAF, 2005) 71gdo] A H & A dAAR S & shsAol ok webd A
A ol go] AALE ARAAAY g 4 T4 24 99 AGA} vlg 719 Aol @4
(H g8 - w@R, 2011)0] 2718 Aolahe A8 B AR tek ANRS AssnA dohd A7
AT7E Ak Ao & 5 I} el g Azre gvjstn Ang Aug Azdes

JNARS & Aoln] B AT ZjEAL o2

4.3 AERIS T} ojsdiAn) B4 2D} AR s At & 5 dok

e ARA 247199 AT ug 4 o CAR, = ot BiDEwpe;, + B,SIZE,,
Ao gk A3} o] 2| 817} oA AH o] T B, VOL,, + B LSHE,
me) G Tl 1A G AR A} s +05FOR, , + 3 AGE,,

©H AALSA] goN FAAEE 799 4] + 6,3, YD+ B, ID+e 4(5)

CAR : Az 74 284dE(td 48 189~ t+1

Hoies & A gk 75 |
wolse Aoz et ol e 4 (5)0 % (LA SIS )
AGE : td= AR (Ln(HE9=712958))
Adshs (& Dol AXetslen S5ee AdE olg] W2d] )3k AL A(3)7} 2e
2 74 2481 49 19~ t+1d 3€ 31
WA 9 2350l 8), CARS ol 835l 2R AP Hg A% Saagel 85 719
2 1~40A #AWS XTDE, All dec, XDE, 9] |94 3] olwd &< X & 24 (5)F A

lo,
D
N

A
A <

XRnDE EF #ol5pA] o Aoz yeiyth a8 gl AARAS & Holth AR Ane (&
U SRS A2 2 5olA #ws XDEIXRNDO  8)el] AlAelglon F&i

E5%FEAA et del AlFdt 0.1428 v t+2)9] ¥4 HF FAME

W ol AFA of2Fel ARG Ve Bt A Ee A3z A 4ol (EBITDA)

o] 719 W4 D= dAlel F77F A7 EG WA H7ts o] drhe HRE REAA A gEle Y3 AT A5
o]+ 4159 98 (information signal hypothesis) & AHEtH Dann, 1981).

AASIT H45H M4z 2016 82 1109



(B 7) MFH 227|9e MY v|E 25 A2l mE A (FHEnrdE)

=¥ (DE type) XTDE=1 All dec=1 XDE=1 XREnD=1  XDEIXRnDO=1

o 55 23 1 23 2 23 3 23 4 23 5
Canls 2.050* 2.007* 2.069** 2.090** 2.103**
(2.312) (2.271) (2.335) (2.362) (2.385)
DE type -/+ 0.027 -0.075 0.058 -0.082 0.142**
(0.448) (-1.222) (0.816) (-1.349) (2.116)
SIZE - -0.111*** -0.110*** -0.111%** -0.112*** -0.113***
(-3.257) (-3.239) (-3.265) (-3.287) (-3.333)
VOL - -1.331** -1.313** -1.325" -1.303** -1.312**
(-2.569) (-2.540) (-2.562) (-2.521) (-2.546)
LSHR + 0.592*** 0.597*** 0.594*** 0.597*** 0.599***
(3.480) (3.513) (3.491) (3.511) (3.533)
FOR + 0.368 0.309 0.375 0.306 0.363
(0.961) (0.816) (0.985) (0.807) (0.964)
AGE - -0.030 -0.021 -0.031 -0.020 -0.027
(-0.596) (-0.427) (-0.626) (-0.397) (-0.536)
KOSPI ? 0.087 0.083 0.089 0.083 0.088
(1.114) (1.065) (1.140) (1.065) (1.139)
AL/A vl 23
BEF. 578 578 578 578 578
Adj. R2 0.112 0.115 0.113 0.120 0.125
F—value 3.454 3.712 3.482 3.241 3.431

MFES] A9t (E 3) JE.
)Gy vl Egelglont Avel 184S etel AAAFE wash e,
3) I FAF B @Y. ", "k A 1%, 5%, 10% $2AN 79T,

S Y7 AR Ui £YES o] g 2 394 XDEE 98 9 vAA %A
23 13 20|14 #AMS XTDES All decE B 9 238 4, XRnDE 5%FEAA o3 2(-)9
T &(-)9 ASE(-0.0082 -0.021)lA%F All dec A3k, -0.024% yehdth, yolrl 28 59A
gro] 5%FEolA ottt ol & dlMsAH AF  XDEIXRnDE 1%FwolAM el H(+)e] A
A 247199 A9t xR ek A E 3 0.03022 YERh
BF AeATE S Y 9983t seeitte ol A4} AAete AR 2HA4 Auet AP
A5 ARG N & Aol g vjgo] Ao =2 QI v| 8] M
24) ok A 71999] t+ 197} t+2d9] ROAZH 27 1028} 15%% A%, B AT E5u5e ALgEE vg w4 3 FA4 5
AEL 12.5%((10%+15%)/2)7} Bt}
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e 22 7lglel MEH ulg

S

M2t w0l ofet o7

(E 8) M7H Zg7|gel M 8|8 25 2AAZE0| e olzf Idnk(ojel 270de| i SATE)

=3¥ % (DE type) XTDE=1  All dec=1 XDE=1 XRnD=1  XDEIXRnD0O=1
o 5 28 1 2y 5 2 2 =3 3 2y 4
35 -0.156 -0.156 -0.151 -0.106 -0.132
(-1.000) (-1.005) (-0.967) (-0.679) (-0.853)
DE type =/ -0.008 -0.021** 0.009 -0.024** 0.030***
(-0.772) (-2.134) (0.751) (-2.456) (2.915)
SIZE + 0.001 0.001 0.001 -0.000 -0.000
(0.233) (0.143) (0.175) (-0.025) (-0.002)
GROWTH + 0.000 0.000 0.001 0.000 0.002
(0.027) (0.068) (0.169) (0.060) (0.303)
LSHR + 0.125*** 0.126*** 0.126*** 0.125%** 0.128***
(4.573) (4.639) (4.591) (4.602) (4.716)
FOR + 0.298*** 0.297*** 0.311*** 0.291*** 0.316***
(4.257) (4.280) (4.431) (4.196) (4.577)
AGE - -0.011 -0.010 -0.012 -0.010 -0.011
(-1.279) (-1.160) (-1.412) (-1.094) (-1.279)
KOSPI ? 0.011 0.010 0.011 0.011 0.012
(0.789) (0.750) (0.806) (0.792) (0.872)
AL/ Hn| 2E
A5 384 384 384 384 384
Adj. R2 0.267 0.259 0.269 0.281 0.283
F-value 3.871 3.892 3.900 4.153 4.183
) ASES) JoE (F 3) BZ.
2 A=, P%}tﬂu ¥alg ot Awe] a84S stel AAAGE BusA Fe
3) BEHE FPAF NF @Y. e 4% 1%, 5%, 10/ Zol A 23
A Ao aA o] B 71 AT Aolet  FARAR S AFA 24 B8-S S5t v 7]
&S A= A A Aot S AnA 7] A7 E A de FEAQ garAH ol
7199 471 848 2 £ b viAe 9 = As g
o] froskA &g WA A= A7) A& SAMT & WFF A& (LSHR)Z 9= A
e A dEgo] H7] wTel AT 27 Al & (FOR)E S7HE45 vy 71948 3E Al
H2g & 7199 71 AL Yehd gi539 ol g = Qg v

A& A7 A& 2| EefA
AEd AN 9 Foe AS ANETY &
3 AFNIH] A& F7T) 2 AEA AHlE 7
%3l=(XDE1XRnD0) A4 v]44 Mzl 1t

AASIT H45H M4z 2016 82
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Financially Distressed Firms and Their Strategies to
Reduce Discretionary Expenses®

Seun-Young Park** - Yunsung Koh***

Abstract

We examine whether financially distressed firms (henceforth FD firms) adopt strategies for
reducing discretionary expenses in order to solve their urgent issues related to immediate
survival. We further analyze that their adoption behavior varies across types of CEO - owner
managers vs. non-owner managers. In this study, education or training expenses, employee benefits,
advertisement expenses, entertainment expenses, and research & development (henceforth R&D)
expenditures are regarded as discretionary items which managers have discretions to disburse.

From non-financial industry firms which have been consecutively listed in KOSPI and
KOSDAQ from 2004 to 2010, we select 578 FD firms for analysis sample, and 1,546 non-FD
firms for matching sample to compare with. Based on both samples, we have the empirical
results as follows: First, discretionary expenses in sum have significantly decreased during the
periods of financial distress. In particular, R&D expenditures which require high-risk and
high-effort deem higher priority of reduction. Second, owner managers and non-owner managers
show different behavior when they choose expense-reducing strategies. Owner managers rather
increase R&D expenditures and decrease other expendable expenses, contrary to the behavior
of non-owner managers. Third, FD firms which increase R&D expenditures show significantly
better performance not only in their future operations (measured as return on assets) but also

in the stock markets (measured as abnormal returns) compared to their counterparts.

*  This work was supported by the National Research Foundation of Korea Grant funded by the Korean Government.

(NRF-2014S1A5B5A01015270]
Ph.D. in Accounting, College of Business Administration, Ewha Womans University, First Author
*** Associate Professor, College of Business, Hankuk University of Foreign Studies, Corresponding Author
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Thus the study provide useful information for internal managers who try to escape from
financial distresses by showing that firms future performance significantly differs according to
their strategies of reducing various discretionary expenses. It also confers a guideline on present

and potential investors who make rational decisions to invest.

Key words: financially distressed firms, discretionary expenses, R&D expense, CEO type,

operating performance
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