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ABSTRACT
A Study on the Characteristics of Earnings
Management in Delisting KOSDAQ Firms

Lee Ji Hyun
Advisor : Prof. Moon-Tae Kim, Ph.D.
Department of Accounting

Graduate School, Chosun University

This study examines whether KOSDAQ(Korea Securities Dealers Automated
Quotation) firms have different earnings management patterns before they are
delisted.

Earnings management is exercised with various intentions(Healy, 1985; Trueman
and Titman, 1988; Jones,1991; Scholes et al., 1992, Defond and Jiambalvo, 1994).
Typically, prior studies have showed that earnings are managed in order to meet
certain targets or thresholds. Those targets or thresholds are aimed at: (1) reporting
positive earnings (i.e. loss aversion); (2) sustaining recent performances (i.e. report a
higher earnings figure than previous year); (3) meeting investors’ expectations; and
(4) avoiding the regulations.

The Korea Exchange(KRX) have strongly imposed a new delisting system called
“Substantial Investigation System of Delisting(hereater SISD)” in February 2009. The
purpose of this system is to accomplish ‘clean KOSDAQ' with the financial health of

the firms and to protect investors with the transparency of accounting.



This paper is intended to test the following hypothesis in the two cases. The one
1s all the delisting firms by formal or substantial standards, the other is delisting by
the only substantial standards(SISD). The following hypothesis is that KOSDAQ
firms increase their earnings before delisting t-3, t-2 to meet listing conditions such
as ROA, but there is no choice but to report negative earnings before delisting t-1,
because they can not reverse negative performances through earnings increasing
management.

For testing the hypothesis, the research models include all the delisting
firms(DEL) and SISD in the 2010 year(REAL) as independent variables, and
earnings management proxies, discretionary accruals as main independent variables.
The discretionary accruals are estimated by using the modified Jones model(DA1)
and the modified Jones model with cash flow from operations(DA2). And other
control variables are included such as firm size(SIZE), debt ratio(DEBT), cash flow
from operations(CFO), credit ratings(SCORE), BIG-audited firm(BIG), audit
opinion(OPIN) and blockholders(BLOK). The main test methods used in this study
are two-sample independent t-test and multiple linear regression analysis. The test
sample consists of 802(DEL 63 firms + matching firms 739) and 554(REAL 21
firms + matching firms 533) selected from the KRX. The major findings of the
study are as the two hypotheses. The results of this study show that KOSDAQ
delisting firms increase their earnings before delisting t-3, t-2 to avoid delisting
regulations related to performances, in contrast, before delisting t-1, at the end of
listing, KOSDAQ firms bring down their earnings because they exhaust every

means boosting earnings.
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A2d oz

thero] AdddT= AGA7E ALl olajvbA B AMA HAd Fgete] = thefstal
Ao A QL o= I Ao]Yd e £ Hv FASASTS Wl Utk o] ¥ (earnings
management) &, 7|g4o] dukxow <olAHE 3 A7|F(GAAP: Generally Accepted
Accounting Principles) ¢tollA 2 A7 S =4 om Hdesto] o]&st= A S
D3t Schipper(1989)= o] ZxA S “ojw g ALAQl o5& & s 7HAL ¢
Fo AFHIE st HAHo| grEHdo=z Jfdst= A7(- - -purposeful intervention in
the external financial reporting process, with the intent of obtainting some private
gain(as opposed to, say, merely facilitating the neutral operation of the process.)©]
ol Aolsink. ol o] Aol Aol wel v Zol7b o Axm2 A
Aol #1428 “AbA ool whel 3] Ao]del] “HE S st AS BT

e AgAFANME BEAFe] “AHH ETo S Far ol fr¢lo
Fod 7kl whel vhgyp ol ol o] 7S A stal

A A, o] 431714 (income smoothing hypothesis)o]th. o] 7Fd L o]l ¢ HEA

o] Frhrolge] RAA o AgHte A4 sl AGAT IS EAY Be o

ol MHHE(Es xTstE) odsFoer fFESta FFSh DeFond &
Park(1997)2 74 3d=}e] oG F=sE 7|4 dAet v Aot #A FoA et
stazt st FAldeR JFdES dAAe Ayt yma mge Aygrt £& Fe

2 diss dFols v Al FoA dRE dA Aoz Wt Y+
AFAAERNS FHopARt, AR Aarr T v A3 g Adem didss
Aol dAe Al Asete] vl Abgstr] flaiA () AFA T YA

3) olell #ate] A 2201008 A H (2004) 9] 75 Fa-dH skl

4) APB oA #2250 st 3| AAG Aol HudAe] FAPArE dutd oz A4 E 3] A YA
Azrste] AFAE] L AFEHS WE, AN 5& 5 FFAA E AAsHA YER7
$1ste] giAA ALY °JX] S M. X4%0}°4 Agste #HFor HAgEAHHAS 9], 2000). L},
o] 9] 22} (earnings manipulation)®] 7% GAAPE 9| utdlo] o]z AE 3= AL 78 0Y. g
o ATAREL olg#HAT Y o] xS FEste AAA - AAA Aol flernzE o] F IS
&5t |l
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& APTE AL WA Hunt et al(195)& ol FE st FA7 A6l H e

GG FAHALE, o dBFE @io] F5F FAAGIA $EHA WS W

2 VERRQITh olsh AR $9IE - ol §EAWDE olPEe B YuENE

AR AR uAel Suele] B A7]ErAEL Fol odBFHY Fo w

T2 ARGHTE A3 BER ol tstel FHAY FoldEe]l $EHHYY WL
!

o A7 A

SA), 7494218 A7 (management compensation hypothesis)©] . 74 & 2} ®.AF7}A 9]
AA= AT oA AkAALY A7 dAoke= 253 A (positive accounting
theory)d Afado A o]22 AE 2=t} Healy(1985)] <lstd A A7t #HAl <]
A4S Sdgsid e oz Ayt i H e BAgUIEe] sieks xdshr] 9

af ol AdF7HAAE FetE = TR Aol dojub, w2 A3t Y FobA
A7 Adhs 2dsts Aol 2388 oA s At sttt
H] 28k w2t A McNichols & Wilson(1988 a)< 4G AwgA A A - skt o
datA] eFal o]ojo] FAGA w=AY Ws w o]s Hicse WEgew Ao x4
o] eSS BTt o] 9o FYARG7MES A A s AFEE Holthausen et

al.(1995), Gaver et al.(1995), Y& 2(1996) 5= & I Ath
A, AHEA G A" 5715 5 F At SAAEE FARS AFEA TR o]
/5o 7o Frhet AR & dFS wjoll G A= ol dS =48}
of Aol BE FoststAY FF9o Fo dFE F 5 Utk DeAngelo(1986)= 7 <
2t vl 4= (management buyout)oll A AGA7F o] x=AH S st=A o FE FAFSEATH
ko

¢
ddAes F4E WdEd F V1dE & skl v 2 HE2AY, 719 Aatol
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&
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UoEge Relstel vizea Ao e QA Bk FAuSe A FIAE 719
o olo)e sEgsteE §/1% ATk sty Jldelle] NGRS Hrhshe

5 AZ3)A S A ~H(Rochester) e 317t SAlo] ol Ao et AT A9 SAHS
FHEIEE AERE gEo] gom HGArE AEs FAAVIHe FRlo] FARAE gt =
A Zokolth. Watts & Zimmerman(1986)> A3 Alo]&9 Al 7MEAE A JARAG7HA, F-AA
k7t A AH LIS AT
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o 2H 7|Q7FX o #ele] HgAbel A H o] 8k EA = A X E Y (information
asymmetry)s slAa 7 vk 344 FHo] Artk(Nagy et al, 1999, &<wk - o]
€3, 1997). 1oy AR YFeA Al Brbsd AFds ol &ste] Al EE
SA olaj @AY oS RS 9% ol FHo R AREH F k= AolA
BEA# Z=wo] Zth(Lev & Zarowin 1999). & Fx2k= 7|99 ® o]l s 7| A
A2 Adstr] wio] AFA R v 3)A ol IAFRY FEAS AFA
S 717ta & 4 9lth Feltham & Pae(2000)& 7 3

2ol o] xdo] 58] AXARE FAAANA Mt o R o] ¥ 3] o]
of AREINE FTHUAINANL olezdo] HGAe] AP AR} S A o] HAE ¢
o] Z(noise)E A&k 8] 7]t o] 2] (unexpected earnings)®] #AFS FthA|7

3 wpebA 8] Aole)e] An Eate hastty sgich

o]

)

ol gel o] g ol ;e FHo

iy

3 o] 5L6)

)

<E 4> o]@:a e MyAT

Panel A. Aggregate accruals models

A T & ) w2 ik Ay o
Healy (19835) Ay o
DeAnelo(1936) T o] Mg (M= 7H)
Jones(1991) s B F @Al gk Sy el o] 3] 7] A}
Dechow et al.(1995) dAwvlEW-s 3 FE ALkl digh SR Qe 37 xkat

Kang & Hd 574
Sivaramakrishnan(1995) % <7}
3

Yoon & Miller(2002)

6) ol #ato] HLEN(2004)9] A5 Fz2Fsk e
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Panel B. Specific accruals models

A T =k A A 1A ol
McNichols & 71z AA dEFEEe gAY AAAe Aol
Wilson(1988) (residual)
£ Fo]  FAHQF(claim loss reserve estimation
Petroni(1992) =R e

error)

edof MEF gEadl g HEEAFIT 2
(residual allowance for loan losses)
v &2 A3 712, A A, ZpAke] el ik A

Beneish(1997) H7VE A%, Al 2 AdRkden] A, FAgkel i

Beaver & Engel(1996)

S A%
Beaver & :
A ARl e ddzre] AAD
McNichols(1998)
Panel C. Frequency distribution approach
AT A EETER
Burgastahler & ) ] .
02 NFoz AF Az o] a@e] REe| o] 4
Dichev(1997)

Degeorge et al.(1999) 0< 7] o2 HAS3 £7] o]ojadde] &

Myers & Skinner(1996)
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