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ABSTRACT

A Study on Earnings Management by Using
Equity Method System

Young hwan, Kim
Advisor : Prof. Moon-Tae Kim, PhD.
Department of Accounting

Graduate School, Chosun University

Unfortunately traditional accounting information system has revealed many
problems in accounting income measurement, so accounting entity has failed to
provide useful accounting information necessary for their economic decision
related to business enterprise. The problems are discordance between accounting
concept and the concepts of economic theory, inconsistency with the accounting
concepts in its application, unappropriated matching of revenue and expense and
overstates the real profitability of an accounting entity, etc.

As a result, the above problems have caused the failure of rational income
determination, understandability of financial accounting reports, check the
maintenance of capital and mislead users’ economic decision making. This
resulted in rejecting the cost of capital in financial reporting, mainly the
recognition of equity capital cost. The cost of equity capital have never been

reflected in financial accounting processes. To avoid this problems, financial



accounting information system should accept the cost of equity -capital
accounting. So we need the Economic Value Added(EVA) in Accounting and
management. There is no doubt that this paper includes return on asset(ROA)
and cash flow from operations(CFO)

This paper examines the effects of patents(PAT), R&D(as expences), and
development(DEVEL) costs(asset) on EVA, ROA and CFO in the KOSDAQ
firms. The main hypothesis of this study is whether PAT, R&D and DEVEL
have a relation positively on firm performances after including control variables
such as firm sizes, debt ratios, advertisement expenditures and education &
training costs.

The main test methods used in this study are correlation analysis and
multiple linear regression analysis. The test sample consists of 376 firm-year
data, selected from the Korea Exchange(KRX) listed companies during
200772010. The major findings of the study are that the relationship between
firm performances and PAT are positively significant, but R&D is not
significant. This means firm performances regard high patents as the future

economic benefits.
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j=1 : EVA (Economic Value Added) : A& 57174
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MNE Aol 288t o2 Az AHeehd <& 3>3 2}
<FE 3> RS A
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A W EEgAE AxY 15 3.99%
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Hl54 FEA%F Az 4 1.06%
AFAE Az 9349 2 0.53%
AEE AxY 3 0.80%
28 Az 1 0.27%
o, AY, Fsr)7] @ AA AxzY 24 6.38%
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A 44 A5

A1d 71=SAZF

A3}

gt 3 = 2} Ha gt 2 ol 5k
EVA() -152,923,179.45 | 6,781,109,894.00 | -24,792,056,643 | 49,148,258,474
ROA(t) -.001322 1786456 -1.2972 3870
CFO(t) 048022 1194544 -.7843 3919
EVA(t+1) 179,180,170 | 8,123,268,561.65 | —31,251,865,600 | 49,610,433,000
ROA(t+1) 001734315752 | 1910107585044 | —1.5443842000 5162324000
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PAT 0036588830607 | 011393750296 | .00000005083 | .10000000000
R&D 038641057126 | .049384422067 0000605399 | .3476856600
DEVEL 090399008842 | 1556053767977 0000001214 | 1.2009248000
TRC 000748 0016932 .0000 0175
AD 007359 0165228 .0000 1781
SIZE 17744239 1989587 15.5320 20.0286
DEBT 404454 2038241 0336 9330

W] gef>
EVA (Economic Value Added) : 73 A%
ROA (Return On Assets): FAato] & (=370l S FA}
CFO (Cash flow from operations) : < 3
PAT(patent) : A5 T FHA4¢
R&D: =9l A 4 8 Az A7 Al A 9

DEVEL : AFde e FdAt 2 7hdn]/vi=

TRC : &AM Gt Azd7tgrA e wsEd ddAEe] gA/MEd
AD @ &AM 9 A=A T AAM o Bl dn] ARAEZe A/ E
SIZE @ 7|9t HF(=EA 0] Ad22E AT 70

DEBT A vl & (=FFA/F 2

<EA>T Ao 8% 3767 RES FoWF VT AHEE Hola
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Bae dxdl oste WAL AR glov, FAdcd Y dFEEE ha
gel 79 ,

<
A A TV BT ARAS

EVA ROA CFO PAT R&D | DEVEL | TRC AD SIZE
0.365  1.000
ROA 0.000
0.383 0.445 1.000
Cro 0.000  0.000
0.113 0.166 0.1060 1.000
PAT 0.028 0.001] 0.040
R&D 0.095 0.145 0.183 0.158 1.000
0.067) 0.005 0.000 0.002
0.019 0.126/ 0.035 0.195 0.278 1.000
DEVEL 0.716¢ 0.015 0.500 0.000 0.000
TRC -0.042 0.066 0.013 -0.007 -0.017) 0.049 1.000
0.413 0.202 0.796 0.893 0.740  0.348
AD -0.091] -0.016 -0.104 0.034 -0.059  0.129 0.443 1.000
0.0770 0.7561] 0.044 0.513 0.2562  0.012 0.000
SIZE 0.051) -0.050 -0.103 -0.145 -0.155 -0.234 -0.001] -0.065 1.000
) 0.321) 0.336/ 0.045 0.005 0.003 ~ 0.000 0.980 0.211
DEBT -0.157 -0.390 -0.266 -0.105 -0.314 -0.151 -0.159 -0.089 0.236
0.002 0.000 0.000 0.042 0.000  0.003 0.002 0.085 0.000
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g B. T+17]19] ¥4 AAA S
EVA | ROA | CFO | PAT | R& |DEVEL| TRC | AD | SIZE
0.269 1000
ROA 4 000
0.345 0389  1.000
CFO 5,000 0.000
0.248 0.103 0083 1000
PAT 70000 0047 0.106
nep | 0182 0261 0169 0104 1.000
0.000 0.000 0.001 0.044
0.134 0167 0111 0071 0291 1.000
DEVEL 5009 0,001 0.032 0.168 0.000
TRe | 0025 0049 0.00§ -0.01§ 0.007 0.025 1000
0632 0343 0907 0728 0898 0.634
Ap | 0071 0043 -0.03§ 0.00§ -0.052 0.154 0443 1000
0.168 0409 0468 0901 0313 0.003 0.000
e | 0003 <0103 -0.042 0123 -0.155 -0.217 -0.001 ~0.065 100
: 0952 0047 0416 0015 0003 0000 0980 0211
Sepr | 0095 -0.100 -0.114 0065 -0.224 0051 -0.159 -0.089 0.236
0.065 0052 0021 0207 0000 0324 0002 0085 0.000
AW C.Te2719) WAL A
EVA | ROA | CFO | PAT | R& |DEVEL| TRC | AD | SIZE
0.427 1000
ROA ™5 600
0.255 0472  1.000
CFO 5,000 0.000
0.350 0.124 0004 1.000
PAT 0000 0016 0.933
ep | 0203 0315 0165 0094  1.000
0.000 0.000 0.001 0.069
0.099 0291 0184 -0.057 0406  1.000
DEVEL 4 056 0,000 0.000 0.273 0.000
TRe | 0023 0050 0034 0019 0017 0017 1000
0653 0331 0510 0718 0743 0742
Ap | 0072 0034 0029 -0.03§ 0041 0.240 0443 1000
0.162 0510 0573 0457 0433 0000 0.000
szp | 0012 =0100 -0.026 0175 -0.208 -0.215 -0.001 -0.065 100
: 0815 0053 0614 0001 0000 0000 0080 0211
epr | 0068 -0.083 -0.068 0002 -0.169 -0.003 -0.159 -0.089 0.236
0.188 0.110 0.188 0967 0001 0957 0002 0.085 0.000
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ROA (Return On Assets): EAp2lo]| & (=37

EVA (Economic Value Added)
CFO (Cash flow from operations) :
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sbo] ofijel wmEfe] HAA EQoEA §

A34 o5 ARA
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<R 6> v 23
WA t7]19] 584, AT MNEAE, MLn7F 7198 ol v A= dE
T4 W EVA T4 WM ROA T E5W7ICFO

T7] A t pak A t pak AT t pak

() -2.146 | 0.033 2410 | 0.016 -0.934 | 0.351
ROA 0232 | 4.194 | 0.000 0.313 6.090 | 0.000

EVA 0.248 5175 0.000 0.197 4194 | 0.000
CFO 0275 | 5175 | 0.000 0.294 6.090 | 0.000
PAT 0059 | 1.216 | 0.225 | 0.006 126 | 0900 ] 0.084 1.896 | 0.059
R&D 0010 | 0.192 | 0.848 | 0.090 1.846 | 0.066 | —0.043 | -0.911 | 0.363
DEVEL 0069 | 1541 | 0124 ] -0.056 | -1.168 | 0.243 ]| 0.079 1.710 | 0.088
TRC 0.030 | 0625| 0532 0.038 756 | 0.450 0.029 0.600 | 0.549
AD -0.014 | -0.283 | 0.777] -0.092 | -1.832 | 0.068 | -0.018 | -0.365| 0.715
SIZE 0062 | 1354 | 01771 -0.089 | -1.895 | 0.059 0.061 1.327 | 0185
DEBT -0.274 | -5879 | 0.000 | -0.065 | -1.263 | 0208 | -0.285| -5919 | 0.000
Ad-R*(F%b) 0.21 | 10.878 | 0.000 0.33 | 20.072 | 0.000 0.286 | 16.309 | 0.000
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g B. t+17]9]

559, 977

) 2

=

AERZE 71 Tl m A= dE

FTEHSEVA F 4 M ROA 4 W CFO

T+17] AT t D&k A t D&k A t joxds

&) =772 441 356 122 .824 410
ROA 124 2.372 018 311 6.265 .000
EVA 248 4.964 .000 122 2.372 .018
CFO 254 4.964 .000 312 6.265 .000
PAT 204 | 4.270 .000 -.012 -.237 812 033 678 498
R&D .051 975 330 023 444 657 .164 3.228 001
DEVEL 073 | 1.429 154 025 502 616 .046 912 362
TRC -.007 -.141 888 .006 11 912 028 531 .596
AD =077 | -1.453 147 -.043 -.808 420 .049 .924 .356
SIZE .036 716 A74 .010 208 835 =057 | -1.152 .250
DEBT -.069 | -1.374 170 =057 | -1.156 248 .006 119 905
Ad-R*(Fgh) 0.203 | 10.323 | 0.000 0217 | 11.219 | 0.000 0.220 | 11.432 0.000
A C. 142719 B3, AN EAE, AMEa 7t Z1dAdF7e nA = e
FTEHEHFEVA T4 M ROA FE&WHCFO

T+27] A t D&k A t D&k A t joxds

(&) .267 789 =721 471 541 589
ROA 330 6.205 .000 427 7.998 .000

EVA .096 1.786 075 288 6.205 .000
CFO .090 1.786 075 348 7.998 .000
PAT 303 | 6617 .000 -.088 | -1.768 078 023 515 607
R&D 051 | 1.004 316 001 021 983 132 2.794 005
DEVEL -.003 | -.054 957 .055 1.026 306 142 2.947 .003
TRC -.010 -.190 .849 .005 .099 921 048 1.031 303
AD =076 | -1.475 141 .003 052 .959 -.017 -.364 716
SIZE -.017 -.363 717 .054 1.101 271 -.034 =758 449
DEBT -.031 -.660 509 -.037 =773 .440 -.002 -.056 955
Ad-RYFzh) 0.288 | 16.442 | 0.000 0.378 | 24.759 | 0.000 0.237 | 12.661 0.000
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Output, ; = (ay+aPAT+ ayRD+ a;DEVEL+ AW+ ¢)f
Output . ; = (ay+a,PAT+ a,RD+ ayDEVEL + S A A5+ €)'
Output .y ; = (ay+a;PAT+ ayRD+ a;DEVEL + & AR5+ ¢)f

<He] Aol
) &M Output -
j=1 : EVA (Economic Value Added) : A
j=2 * ROA (Return On Assets): FA4tel A& (=77 ol s FAAo 2 Vg 4
j=3 : CFO (Cash flow from operations) : G4 &F o2 <13 AFEES(=ILAT5E/FA4H
2) FAEHS
PAT(patent) : A+ Ee] FAAN 5 537A/m=9
R&D: &AM S Az g Ale] 4
DEVEL : A7 ejge] F3xqt F shdn]/mj &
3)EAHF
TRC : &AL S A=A g A AKFA AHAAE] FA/ &=
AD 1 AL & A=A 7 EH A Y B D[ ARA=Y FA/m =
SIZE : 719t EHlFEEAAt AdZ2as AT 3h
DEBT A4 & (=FFA/F A1)

—_

e

[l

<E 6> H FAClA At FE wEeR =ofFal e 5d, Ayt
A&, v 5 FEAAA A EFe] EVA, ROA, CFO 5 71dAd #ol vA &= g
S BT doltt ol Al e v F Sl oE A, Faid
v, B&EFAH 5 FEAtes =49 5 Sl uE W, VIR, FANE
GO avg vg FAste R ddelth 7 AF RS Ad-R diF Fare
19 frolgEold 2@ a4 vBdde Aesta e ggeiddez A A
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