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ABSTRACT

A Study on the Change of Bank CEO and the Selective

Disposition of Available for Sales

Moon Young Lee

Advisor : Prof. Moon Tae Kim, Ph.D.
Department of Business Administration

Graduate School, Chosun University

This study examined whether the selective disposal and earnings management
by the available for sales were used in the current year and the next year
when the CEO was replaced in the Korea banks. This study is limited to the
available for sales applied to the K-IFRS(Korea Adopted International Financial
Reporting Standards) No. 1039, so it is necessary to pay attention to whether
the earnings management strategy using the unrealized gains 1is directly
displayed on the managerial performance as other comprehensive gains and
losses, while the available for sales disposal gains and losses are recognized as
the current gains and losses.

This study was conducted from 2000 to 2017 with five commercial banks
including KB Kookmin, Shinhan, Hana (KEB), Woori, and NH Nonghyup,
Industrial Bank of Korea, Standard Chartered (SC First Bank), Korea City Bank
(CITY), and six local banks. It was obtained through FnGuide database. The
available for sales disposal profit is the value standardized as total assets by
deducting the disposal loss from the available for sales disposal profit
(AFSGAIN) and the available for sales evaluation profit is the value
standardized as total assets by deducting the evaluation loss from the available

for sales evaluation profit (AFSHOLD). The hypothesis was verified by
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responding to the main verification variables, CHANGE and NEXT dummy
variables. The results of the empirical analysis are as follows.

First, the correlation coefficient between AFSGAIN and CHANGE was
significant negative (=) correlation at 1% level, while the correlation coefficient
between AFSHOLD and CHANGE was showed positive (+) correlation at 1%
significance level. This implies that the bank recognizes losses or still has the
holding profit of the available for sales by intentionally disposing of the
available for sales in the year when the CEO is changed. However, in the next
yvear when CEOs were replaced, the disposal profit of the available for sales
was significantly positive (+), and the holding profit of the available for sales
was significantly negative (-). This implies that the bank has a strong
incentive to realize the financial portfolios that the CEO holds as a available for
sales holding profit to prepare for the next year of CEO replacement.

Second, as the result of mean difference analysis, the disposal profit of the
available for sales was significantly lower than that of the comparative year in
the year of the replacement of the CEO of the bank, while the average of the
holding profit of the available for sales was significantly higher than that of the
other years. However, in the next year of CEO replacement, the disposal profit
of the available for sales was significantly higher than the average value.

Third, as the result of multiple regression analysis, the main variable
CHANGE was shown to be a significant negative (-) explanatory power at 1%
level in AFSGAIN, while the coefficient of CHANGE for AFSHOLD was shown
to be significant positive (+) result. This means that the bank’s CEO disposed
the available for sales holding loss which was not the current loss, to recognize
the current loss by selectively disposing of financial portfolios. On the other
hand, NEXT showed significant positive (+) and 5% positive (=) explanatory
power in AFSGAIN and AFSHOLD, respectively, and showed a significant
negative (-) explanatory power. This can be interpreted as the result of a
strong incentive to raise the reporting earnings after the change of the chief
executive officer by realizing the disposal profit by intentionally selling the
financial products corresponding to the unrealized holding profit among the
available for sales held in the next year of the bank’s CEO replacement.

In short, the disposal loss of available for sales is reported more in the year

when the CEO of the bank is replaced, and unrealized holding profit part of the
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available for sales reserved for the next year of the CEO replacement 1is
disposed. This study 1is contributing to the fact that the new CEO is
strategically adjusting earnings management through selective disposal of

unrealized holding profit or loss of the available for sales.
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<7t 1-19 AFEY>
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+oa;AFS; , +a¢BIG5,;  +e€

<7t 1-2¢ AFEY>

AFSHOLD,, = v CHANGE , , +ROA , , + ,SIZE, , + v,DEBT,, 2}(2)
+’)/5AFSZ71: +PYGBIG5171’ +e
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<E 2> FoWT Ve E A F(n=254)

T gt Caikn FFHA 58k = gk
AFSGAIN 0.001 0.001 0.001 0.000 0.007
AFSHOLD 0.001 0.000 0.003 -0.003 0.022
CHANGE 0.295 0.000 0.457 0.000 1.000

ROA 0.005 0.006 0.007 -0.043 0.030

SIZE 31.401 31.542 1.345 27.953 33.410

DEBT 0.935 0.934 0.019 0.844 0.976

AFS 0.127 0.103 0.069 0.041 0.336

BIG5 0.362 0.000 0.482 0.000 1.000
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AFSGAIN : (=9l =7bg & AREA o] o) ol e 7bs 3 S AR A & 4)/ 7] 2 ARt
AFSHOLD : (=Fl%27Fs 5§ Atsg 7ol of -] T vhs 3 g Ak 7HE )/ 7] 23 ARk
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J
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R
E—‘é
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DEBT : H-Aju0] &(= —“‘%ZH/ZXM)

AFS : W= 7be 3§ AR Em 2 s 5 8 A/ A4

= 1l
BIG5 : W18 Als23olH 1, 282 o 0

<E 2>b Fa owse JeEASe JEum At 38 A3usd
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2t ¢ Avdes A ¢ F gt AFSHOLD®] ¥+ (59 <7)2 0.001(0.000) =
MEsbEEg Al o] WohEART B 2 Rew uetou, #A5eAE A
ol7F A9l gl ALR HY CHANGE W49 Hir2 0.295= 7|Hd-A% 2547
% AnAdAsL AW S8 FRo| Bk AL % 5 AT,
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of G4 o ®e $AE wolnh o U FUAUES e 27
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(AFSGAIN)Sl  #A5E  vehln, oz A%e AnFIgd aAdz
(CHANGE)S} ™) %7b5-5-8 2% % 7bo] @) (AFSHOLD) S| 49458 wojZ .

A, g9 AdlA AFSGAINZ CHANGEY d#AT+ -0204=2 YEy 1%
FEAM BARCE FT $() FVHS RAT ot LB HuPYA W

Adrel wE=7beagAt Afeldde] § wAY ALEL] ¥ Aves Ae o

A =]
Algteh, o]ef gz oz gzt fF oA AFSHOLDS CHANGES d#A14+
021602 YEtoe™ 1% #94 Loﬂfﬂ F(+) 9] ”?’l%ﬂ_ﬂr% BAY o= 238 A

AAolA 2018Kd0] A

8o HuAPA wAAEs}F 20170 dFet 67] T 2
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<E 3> ATEAN Ay
g A HuAGA wA G Axe] FHEA A (n=254)
AFSGAIN |CHANGE| ROA SIZE | DEBT | AFS BIG5
AFS 0.216 0.310 0.310/ -0.186| -0.160 0.359
HOLD 0.001 0.000 0.000 0.003 0.011 0.000
-0.204 1 -0.071 0.110 0.085] -0.002 0.195
CHANGE
0.001 0.259 0.079 0.176 0.978 0.002
ROA 0296 -0.125 1 0.095 -0.291| -0213 -0.023
0.000 0.047 0.133 0.000 0.001 0.718
SI/E 0.331 0.003 0.097 1l -0302] -0.279 0.675
0.000 0.959 0.128 0.000 0.000 0.000
DERT -0.212 0.136] -0.290| -0.302 1 0.231] -0.038
0.001 0.030 0.000 0.000 0.000 0.543
AFS -0.141 0.019] -0.213| -0.279 0.231 1| -0.162
0.025 0.764 0.001 0.000 0.000 0.010
BIGS 0.353 0.069] -0.023 0.675| -0.038/ -0.162 1
0.000 0.274 0.718 0.000 0.543 0.010
g B, Hudda wA 2] Axe] AdEA Ay (n=254)
AFSGAIN| NEXT | ROA SIZE | DEBT | AFS BIG5
AFS -0.081 0.311 0.326] -0.188| -0.166 0.373
HOLD 0.203 0.000 0.000 0.003 0.009 0.000
0.225 1 0.022 0.083 0.025| -0.039 0.097
NEXT
0.000 0.734 0.195 0.700 0.539 0.126
ROA 0310/ -0.071 1 0.095 -0.291| -0215 -0.023
0.000 0.259 0.133 0.000 0.001 0.722
SI/E 0.342 0.144 0.097 1l -0302] -0.275 0.662
0.000 0.024 0.128 0.000 0.000 0.000
DERT -0.186 0.085] -0.290| -0.302 1 0.232]  -0.032
0.003 0.176 0.000 0.000 0.000 0.611
AFS -0.1601  -0.029| -0.213 -0.279 0.231 1| -0.157
0.011 0.655 0.001 0.000 0.000 0.013
BIGS 0.359 0.195| -0.023 0.675| -0.038/ -0.162 1
0.000 0.002 0.718 0.000 0.543 0.010
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WE7bs a8 At WUkEA'R ZAE S8AES AREe] A A G
AT RS AAS AFAE HFATAL, WA AFAEA = BT vi=rt
T gAY T Wrtolode AEste] oS AdEste] Ale] FFE A= A6t
= el dESs FEY 5 Sk

Erbsa g Ak FARAe] AaRA Ads Agstd tea 2
AFSGAINT ROAE 98 &(+)o] FdAFE e =

ool W ZIdelM FARE tiu] o9 mlFe] o= Ae &+ dth

AFSGAINY} SIZE T8 1% oA 98k ()] FaAT=E YeElY 7|dF =

_46_

Collection @ chosun



o2 egeld dmsbeEeA

AFSGAIN#} BIG59] A $ol = 1% G0l Al < 3

b F(H)e] ARATE YERY A
Tedo] Ao Hte] wjErbs a8 A HiEele] HFo] & o A
& 4 glt}. 18y AFSGAIN# DEBTZF 1% FaolA w98 &(-)9 AaAs
2 Ueh FAujEo] w2 oA mrlsa g At Aol HFo] wrha
£ 4 9tk AFSGAINY AFS H3 1% FFolA fFog ()9 FaAF=E e
U et s s g Ate]l B (H2) 7oA mikrtsa g AhE A sk Bl SOl
Aoz Be(Ee) 22 & & Utk BAHFoA ol#d i A=
= 7bs w8 AL Aol o itgt ol e} wiETbsa AL ko]l fALE

A3s HTh

2. BF Aol £4

<H 4>= AT 28 2640 Hud A wAlA=(CHANGE), wA #47] 4

REY

E(NEXT)$ B2 A A % (non-CHANGE)Z &3] w2758 24 2] 2] 9]

huy

(AFSGAIN) 2 #7}o] ¢J(AFSHOLD) ¥ S8 <=9] Hyfxtol & 413 A feoltd).

CHANGE non-CHANGE
TR (n=75) (n=179)
B (BT | Hd | BEEA [HaAbe] | tEAY pak
AFSGAIN | 0.0007 0.001 | 0.0013 0.001 | -0.001| -3.673 “* |0.000
AFSHOLD | 0.0023 0.004 | 0.0010 0.002 0.001 | 3510 ™ |0.000
31.630
0.939
0.004

N

178 A=

=

SIZE 1.351 | 31.305 1.335 0325 1.764 * 0.079
DEBT 0.018 | 0934 0.019 0.006 | 2263 ™ |0.025
ROA 0.006 | 0.006 0.007 | -0.002 | -2174 ™ ]0.031
AFS 0.129 0.067 | 0.126 0.070 0.003 | 0.307 0.759

5) td AlTd Wl BIGhE Huwigolne, XA 71l "Hatatol iy A3s AreHA] it
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A B Ang g wAl A7) A% Garae] w4

NEXT non-CHANGE T
THE (n=69) (n=179)
Ay FFER | Hyr (ZFEAR Hirto]l | tEAE pak

AFSGAIN | 0.0016 0.002 | 0.0009 0.001 0.001 | 3617 ™ 10.000

AFSHOLD | 0.0010 0.002 | 0.0015 0.003 | -0.001 | -1.596 0.112

SIZE 31676 | 1362 | 31247 | 1306 | 0428 2278 © | 0024
DEBT 0936 0018 0935 0020 0001 0398 0691
ROA 0006 0005 0005 0007 0001 1247 0214
AFS 0125 0067 0129 0070 | -0.004 -0457 0648
Moo ge)>
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. F&W S 0 AFSGAIN F4&W 4 0 AFSHOLD

e A - tSA% | p-value | A F tE Al | p-value
CHANGE -0.184| -3.313" 0.001| 0182 3270* 0.001

ROA 0.251| 4.328* 0.000| 0297 5.144* 0.000

SIZE 0.063| 0.779 0437| 0019 0.233 0.816

DEBT -0.084| -1.357 0.176| -0.093| -1510 0.132

AFS 0.006| 0.108 0.914| -0.019| -0.334 0.739

BIG5 0.327| 4.282 0.000| 0311 4.048" 0.000
+4 RAFF) 0.247 (14.841)*** 0.251 (15.1511)"

<E 6> HuAGFA wA 2] AR vF3FEA A3 (n=254)

. F&WMG 1 AFSGAIN F2WZ . AFSHOLD
T A 4| t5A% | p-value| Al & | tSAZF | p-value
NEXT 0.152| 2700 * 0.007 -0.125| -2.249 *** | 0.025
ROA 0.255| 4.329** | 0.000 0.292| 4.983™* | 0.000
SIZE 0.064| 0.786 0.433 0.044| 0.540 0.590
DEBT -0.110| -1.772" 0.078 -0.070| -1.126 0.261
AFS 0.001| 0.013 0.990 -0.024| -0.410 0.682
BIG5 0.300| 3.939** | 0.000 0.357| 4.698* | 0.000
+4 RAF7D) 0.264 (14.981)™* 0.247 (14.515)*
<HSEe] Aeol>
AFSGAIN : <:HHE7}%%%4UJ%01ﬁ—uﬁ&ﬂ%%%x}@ﬂ%e g/ﬂz&xw

(@
T
o>
Z
m
L
H Il
oh‘,
_|>:1,
N
Bl o

7). T 7 olde SYHFEe] FEHP nAE JIdE o] FET w(S SHHMTEYE AR W =2
ABaA 7 248 u) v A (multicollinearity) 417F g 4 QT B AfdA= E’l‘}%%}ﬂ
4+(VIF, Variance Inflation Factor)& ©]&3}4 thaa-xd4& sl A VIFE 2.2382 d1+43
2 YeRth gubd oz VIF gho] 10014 oJH SyHRSE 7ol tsaaAo] EA3itta sl
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<E > Y ATESPY HuAFA wAA G A 3] A
d A HuAGA wA B3 A% o3 A3 (n=254)

" FTE5WH 0 AFSGAIN T& AFSHOLD

T A ¢ | tEAE | pvalue| A & | tEAZ | p-value
CHANGE -0.096| -1.363 0.174 0.082| 1.107 0.269
BIG5 0.392| 4.749 | 0.000 0.227| 2613 0.010
CHANGExBIG5| -0.161| -2.004 ™ 0.046 0.177| 2.026™ 0.044

4 RAFZH) 0.256 (13.450)" 0.245 (13.736)""

A B, HuG9A wA 2] A= v AL A3 (n=254)

" FTE5WHT 0 AFSGAIN =& S= 0 AFSHOLD
T A ¢ | tEAE | pvalue| A | tEAZ | p-value
NEXT 0.044| 0.597 0.551 0.007| 0.105 0.916
BIG5 0.213| 2512 0.013 0.459| 5583 0.000
NEXTxBIG5 0.193| 2267 0.024 -0.241| -2.990 =" 0.003
4 RAFZH) 0.258 (13.272)"" 0.271 (14.128)"
wgel o>
AFSGAIN : (/s 3 ARl A/l 55 8AIA LA 1284,

AFSHOLD : =vl=7lsa8
CHANGE : #3174 d27F axle tdold 1,
NEXT : Hu74 g7 walg t+1deldl 1, 18 ¢ow 0,
BIG5 : Hg Al%‘— ;

Z
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