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ABSTRACT

A Study on the Interest Coverage Ratio and Earnings Management

Moon Kee Kang
Advisor : Prof. Moon-Tae Kim, Ph.D.
Department of Business Adminstration

Graduate School, Chosun University

The study examines whether the construction firms manage reported earnings to meet
accomplishing their interest coverage ratios according to the Evaluation and Public

Announcing System of the Contractor’s Construction Capacity.

After the year 2015, the domestic construction industry was imposed to adopt the interest
coverage ratios because of the importance of solvency ratios. In this conditions, the managers
of construction firms are willing to increase their earnings to take competitive advantage
toward their own intention and discretion. It can be absolutely necessary for managers

of construction firms to exercise earnings upward adjusting.

This study analyzes three hypotheses; 1) managers of construction firms increase their
earnings to report a good interest coverage ratios 2) after the year 2015, managers of
construction firms exercise an aggressive earnings management.

To test the hypotheses, the models include the discretionary accruals(DA) estimated
by modified Jones model(Dechow et al., 1995) as the main dependant variables. Also the

test models contains other control variables such as firm size(SIZE), debt ratio(DEBT),
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block-holders(BLOK), the ownership of foreign investors(FOR), audit opinion(OPIN), big
auditors(BIG4), and capital market dummy variables(MKT).

This study shows the empirical results through statistical descriptive statistics, coefficient
of correlation, mean difference analysis and the multiple regression tables. The test sample
consists of 350 construction firm-year data, selected from the KRX listed companies of
the fiscal year during 2012-2018.

The majority of hypotheses is accepted. These results imply that construction firms
boost their earnings to meet the Evaluation and Public Announcing System of the Contractor’s
Construction Capacity to get competitive advantage, and this result is shown after the

2015 because of changing from the current ratios to the interest coverage ratios.
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ok g FE9] FHt A JonesE (19919 W} S-S &85l ). 2 AT
A= 44 JonesEH(1995)8 o83t vt (&4 1)} o] A mFd ety oS 3743513,

=
o] AL e mRo) uale] Adaom wit el AFAoRE 1 $540] 4FY

o] @o] 21851 Qti(Dechow et al., 1995; Subramanyam, 1996)5).

_ 1
Ay Ay

AREV,— AREC,
At*l

)+/82( )+ﬁ‘;(—

<o >

TA(total accrual) : 2 = F7]50] 9 (net income, NI)-&8F & E(cash flow, CFO)
DA(discretionary accrual) @ A @2 @A) ol

AREV(change of revenue): "l& 2 Hs=37| & A -7 &
AAR(change of accounting receivable): <=4 ¢
PPE(plant, property and equipment): Z+7F4F2zke] 7h
ROA(return on asset): @7]s=0]9]/Z&x}Ak

At-1 : A3 %= FA4H

¢ BE Wl ool A1ee UEhE obdl AR 7% Bl A

2. ol AR gn] o] 54

—

oA xH] & T a Bk 71glo] Wol5el dglolelo] Tafel Zolok & o]}

al-go vla] dviit g2AE YEhle AR dHeldS o)A g o v 3o

4). A=A o7 AgPATolAx 44 JonesEH(Dechow et al. 1995)0]9]dl] AP NS =Azi= 1
o2 dutdgoz (D Healym&(Healy, 1985), @ DeAngelo®&(DeAngelo, 1986), @ Jones®
(Jones 1991), @ Industry®3&(Dechow and Sloan, 1991) o] t}. o]l B3+ A3 AL H =
AH(2003), AAH-014-HAA(2007), G- AT -2 #eH5-8(201005 F=x317] vbe

5). 2y} o] H¥L wjEd ¥z A gle d5S AFgEAdor ERete 24 TAE g 3l
om QA e} FAejy] S& WrdehA] ¥ 5 rEWS(omitted variables)dll €% SAE
FEA] gthe (AL ok 9A, 2000).

6) ool wksto] F-An]E(debt ratio) 7I9el 7L Qe At 5 FA7E et AR ApAEtL leTvkE
YehlE HE&2, 7199 AT 53] ERIAEGERE Yl g1 AgA R FAREL
FAFNE A7 Z ir § 1008 8 AFEdt) o= A3talor & gRIAME(FAZA) s
A7 A o] o A FHlE JAETE YERE FANES 7de] A4S Hrlste w89 At
) ol g FAjet AR PSS YY) diddl ‘AFTER Ee NS ogak g
o7 o= 7|49 FAfulEo] 200%eHH ol AAE Bk AERTY F v Brhe AS Sghth o
w02 100% ©lehe ETHER B e, AT s 200% °lst 4AE AFF27F =3
Az 7H=gk)
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;(-]] 4 )

AR 7= A%

sid A, AA (n=350)

T it 9% EEAR A543 A9k
DA —0.004 0.007 0.205 —0.654 0.640
ICR 1530.468 3.267 13609.218 —69.138 194874.486
SIZE 26.638 26.398 1.610 23.350 30.174
DEBT 0.563 0.574 0.194 0.107 0.965
BLOK 0.406 0.432 0.197 0.000 0.878
FOR 0.063 0.020 0.110 0.000 0.650
OPIN 0.951 1.000 0.215 0.000 1.000
BIG 0.500 0.500 0.501 0.000 1.000
MKT 0.543 1.000 0.499 0.000 1.000
A B. 20149 o)A (n=150)
= P F9% EEA% A5t 92k
DA —0.025 —0.004 0.174 —0.640 0.603
ICR 194.408 1.206 1211.067 —21.669 13547.576
SIZE 26.607 26.332 1.709 23.350 30.131
DEBT 0.588 0.594 0.198 0.133 0.963
BLOK 0.392 0.432 0.206 0.000 0.878
FOR 0.056 0.012 0.109 0.000 0.650
OPIN 0.930 1.000 0.250 0.000 1.000
BIG 0.530 1.000 0.501 0.000 1.000
MKT 0.530 1.000 0.501 0.000 1.000
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2 C. 2015 ©]F (n=200)

T it O FE0A 358k =gk
DA 0.012 0.012 0.225 —0.654 0.640
ICR 2532.513 5.826 17926.631 —69.138 194874.486
SIZE 26.662 26.432 1.535 23.402 30.174
DEBT 0.545 0.563 0.189 0.107 0.965
BLOK 0.416 0.433 0.190 0.000 0.828
FOR 0.069 0.027 0.111 0.000 0.641
OPIN 0.970 1.000 0.184 0.000 1.000
BIG 0.480 0.000 0.501 0.000 1.000
MKT 0.560 1.000 0.498 0.000 1.000

ICR : ©|A R JH] &
SIZE : 71 TFER(=ZAA e AARIE HI Fh)

DEBT : F-A) 0] & (=F 32| /FA4H

BLOK : 7% HFFA &

FOR : 71'% =R &

OPIN : ZHALo A g m| M a=(H g At deold 1)
BIG4 : W@ ARl ZALE WO ]
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e 9l o] = 20151 o Hell= Algs B 7tel fEHlEo] AHgH e 20159
o] F-oll = o] AR GH] o] Abg-H o= Qlsko] 2014 ool 71 o] o] AR ] &l
TFOE 7|ekAl FThrt o] AR AU Eo] 2015\ o] F AlF T HE FY HIEA] whe 7]
Lol A7 o] o] ARAGH &S] TS AATAL o AR AGH & dHo AT
713 Adaet & ¢ Sl

SIZE®] Htat 9o 3d BRY 32 ColA mAlsHA Aiid ez Avs= Zlow
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DA ICR SIZE | DEBT | BLOK FOR OPIN BIG MKT
1.000) 0.180| 0.154| —0.150| —0.041| —0.139| —0.273| 0.046| —0.094
DA 0.027| 0.060| 0.068| 0.616| 0.089| 0.001| 0.575| 0.255
0.310| 1.000| —0.151| —0.256| —0.136| —0.023 | —0.288| —0.083| —0.169
IR 0.000 0.065| 0.002| 0.097, 0.782| 0.000f 0.311| 0.039
—0.054| =0.056| 1.000| 0.505| 0.193] 0.351| 0.197| 0.596| 0.638
SvE 0.446| 0.430 0.000| 0.018| 0.000| 0.016] 0.000| 0.000
-0.382| —0.213| 0.460| 1.000| —0.011| —0.026| 0.134| 0.362| 0.534
DEBT
0.000| 0.003| 0.000 0.898| 0.754| 0.103| 0.000| 0.000
BLOK 0.085| —0.011| 0.169| 0.094| 1.000| 0.098| 0.511| 0.232| 0.237
0.233| 0.878| 0.016| 0.186 0.231) 0.000] 0.004| 0.003
FOR —0.125| —0.007| 0.405| 0.068| 0.006| 1.000| 0.139] 0.082| 0.329
0.078| 0.926| 0.000| 0.340| 0.929 0.091} 0.317| 0.000
OPIN —0.050| —-0.198| 0.127| 0.110| 0.327| 0.103| 1.000| 0.286| 0.282
0.483] 0.005| 0.073] 0.121| 0.000| 0.148 0.000| 0.000
BIG —-0.115| =0.009| 0.501| 0.376| 0.198| 0.043| 0.127| 1.000| 0.478
0.105| 0.894| 0.000| 0.000| 0.005| 0.548| 0.074 0.000
MKT —0.126| —0.034| 0.574| 0.480| 0.331| 0.279| 0.158| 0.368 1
0.075] 0.630| 0.000| 0.000| 0.000| 0.000| 0.026] 0.000

<o A o>

DA : ol #e] dEHFEN AFH Ay
ICR : o] AR FH] &
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21 Gekat ()8 el W ol A& el 3

HAFol S A% AaE Yl dok A7 7Eel ol F e o] ARG &
o] Hat o] zpoli= 2829.370(t%4;2.008) &= A 2wk A el o] <k(+)Ql F koA FA % o

& 5% olvl =l A A vEbwth 2014 o] 7]3Fe] B goll= T Rt

o] o] %}

BRI & o] Hto] Aol7t SAACE fFostA &= Ao yEutow, 20154 ©]
T 713 M= S o] oAk FR &0 WAt o] 2ol 4545.481(tgk; 2.002) = A

A kA o] h(+)9] Heko| A FAIH o Z 5% o|u] ol A = A UERR

o A

= & 20159 o5 AFA HIPEHE WA AlgsHH e Mg AFRE o)A}

O

nogH gl AN/ AFA R o]z WHF HAHo] Atk A

15 o

e A-2. AFALAADA) Al whE ol AR &(ACR) 9 Htateo] 4

(n=108 vs. 92)

2p DA > &% DA < 9% AR EZAF
* ICR g%m ICRAT [EFA%} | F7abo] |tEAZ | pat
%] %
A 2987.566 [19157.269 | 73.370 |463.052 [2914.196 [2.012 ** |0.046
(n=175 vs. 175)
20144 o)A
256.894 | 1659.111 |143.966 |666.151 | 112.928 0.524 | 0.602
(n=67 vs. 83)
20159 o]
4681.594 |24239.261 | 9.680 |38.316 |4671.914 [2.003 *+ | 0.048

<gel o>

DA : o]j#e] d&FEA A

2
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2 1) wen, wens 2V7E 10%, 5%, 1% el9ES by
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o] Hto] xol&= 4671.914(tgk; 2.003)= A @A A Mo] F2]4 o] gl koA
AH o2 5% olul FEAA %A vhebgth of AnE 2 W 20154 o F AFA
e WA AR WER A ol 4uaulgol U710 A

o [e) 2=
zgel WHE wuel vk AL ¢ 5 vk

2 B-1. o|ARAGHE(ICR) ¥& T30 wE AFATYNDA)S] Ftte] &4

. ICR > 0 ICR <0 HAAE A=
* DAR# | ¥#AA |DART |mEuA [g7Fael | tEAZ | pwt
A
0.042 0.182 |—-0.170 | 0.200 | 0.211 | 8.271 ** | 0.000
(n=275 vs. 75)
2014 ef 2l 0.026 0.136 0.136 | 0.196 | 0.162 | 5.122 ** | 0.000
(n=103 vs. 47) ‘ ’ ' ' ) ) '
20154 o] %
0.051 0.205 |—0.227 | 0.197 | 0.278 | 6.875 ** | 0.000
(n=172 vs. 28)
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Ayl o] Gite] zho] 7} 0.162(5122) % FAH 02 1% o WalA = A Lhebtt). 2015
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g B-2. o|ARGH| & (ICR) Tl w& A

a9 (DA)®] 3t 7ol B

. ICR > =49 ICR < 95 AT A =
e DA®# | ®F&WA DA |gEuA @iEdel | tEAF | p@
2
0.060 0.192 |—-0.068 | 0.198 | 0.128 | 6.124 ™ | 0.000
(n=175 vs. 175)
20144 o1 4 0.028 0.171 0.053 | 0.169 | 0.082 | 2.796 *** | 0.006
(n=52 vs. 98) ’ ' ’ ' ) ) ’
20154 o] &
0.074 0.200 | —0.086 | 0.230 | 0.160 | 5.021 ** | 0.000
(n=123 vs. 77)
R EER
DA : o]¢jgte] ol gwFan A WA
ICR : o|AR3v] &
1) #x, wexi= 27 10%, 5%, 1% o559 Lheb
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o Al F AU Al gie] Aol sk 0.082(te2.796) % FAH O

2 1% ool A=A dEbRTh 20159 ol F Vbl M e T o] A FA
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A3 3878

<% 5> U3 A8 Az

Hd A A A (n=350)
T & Al tEA = p-value
(& —4.208 0.000 ***
ICR 0.204 4.180 0.000 ***
SIZE 0.381 5.375 0.000 ***
DEBT —-0.379 —6.293 0.000 ***
BLOK 0.073 1.340 0.181
FORE —-0.235 —4.325 0.000 ***
OPIN —0.104 —-1.937 0.054 *
BIG —-0.088 —-1.495 0.136
MKT —-0.036 —-0.552 0.582
74 RAF7D 0.216 (13.011)"
A B. 2014 ©] & (n=150)

T Al tE A p—value
(&) —-3.803 0.000 ™
ICR 0.088 1.126 0.262
SIZE 0.530 4.660 0.000 ***
DEBT —-0.309 —3.167 0.002 ***

BLOK 0.056 0.649 0.517

FORE —0.268 —3.165 0.002 ***

OPIN —-0.271 —3.005 0.003 ***

BIG —0.020 —-0.214 0.831

MKT —-0.091 —0.859 0.392
44 RUF#H) 0.218 (6.188)"*
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2 C. 2015 ©]F (n=200)

T Al tS AT p-value
(=) —2.867 0.005 ***
ICR 0.234 3.856 0.000 **
SIZE 0.299 3.551 0.000 ™
DEBT —0.409 —5.670 0.000 ™
BLOK 0.119 1.827 0.069 ~
FORE —0.220 —3.326 0.001 ™
OPIN —-0.014 —-0.216 0.829
BIG —0.073 —1.037 0.301
MKT —0.036 —0.457 0.648
4 RAF3h 0.336 (12.181)™
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DEBT : -Aju] & (=% 5-2/FA2h)

BLOK : 7|2 HAWFFA&EE

FOR : 7]% Q=< x| £ &

OPIN @ ghabell vn (A Aol el 1)

BIGA : @ ghAbqle] Ak wrow 1, 284 ofow 0
MKT @ A#a 33710 drivs (229 1, 229 0)
T wpex, o Z12F 10%, 5%, 1% frol s e

<E 5> AYATAA ol o] FH FFL WAL AR AFH ]
AN, FFALE, AFAANEE, A0 TR F FANSES W@
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A 2015\ HE AEA AlEded Hrb ¥

[e)
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(ICR)°] o] z=4 (DA WA= d&FS a3+ &4 23 AN A

0.218(F #£6.188), 0.336(F%k12.181)]
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oW (Watts and Zimmerman, 1986; #2771, 2005), DEBT+ DA &(-)¢]
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