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Abstract

Purpose - This study conducted empirical research on non-fi-
nancial corporations listed on the stock exchange from 2001 to
2010, focusing on the effects of corporate governance on real
earnings management of corporations. In particular, this study
examined primarily the impact of the largest shareholder who
could use earnings management to pursue his own self-interest,
and foreign investors who played a checking role against the
largest shareholders. The study also reviewed the relationship
between corporate governance and earnings management while
also considering corporate growth.

Research design, data, and methodology - As for the meas-
urements of real earnings management, abnormal operating
cash flow and abnormal production cost were utilized. As for
the independent variables, share ratio of the largest shareholder
and affiliate person (M) and share ratio of foreign investors (FT)
were leveraged. This study excluded those organizations that
had changed their fiscal years, those that had not submitted an
audit report, corporations under supervision, delisted corpo-
rations, corporations that had changed their business type, and
so on, from the non-financial corporations out of the publicly
traded corporations whose fiscal year ended in December from
2001 to 2010 in addition, KIS values were utilized for the corpo-
rate financial data in the study. To verify whether management
structure and growth had an impact on real earnings manage-
ment of a corporation through empirical analysis, a multiple re-
gression analysis model was applied.
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Result - First, as a result of the analysis, the share ratio (M)
of the largest shareholder and affiliate person was found to
have a significant positive correlation with abnormal cash flow
from operations(ACF) and abnormal production cost (APD).
When controlling the growth, the share ratio (M) of the largest
shareholder and affiliate person was found to have an insignif-
icant correlation with abnormal cash flow from operations(ACF)
but a significant correlation with abnormal production cost (APD).
Second, foreign ownership (FT) was found to have a significant
positive correlation with abnormal cash flow from oper-
ations(ACF) and abnormal production cost (APD) at the con-
fidence level of 1 percent when not including the growth
dummy. When controlling the growth, foreign ownership (FT)
was found to have a significant negative correlation with abnor-
mal cash flow from operations (ACF) and with abnormal pro-
duction cost (APD).

Conclusion - The results imply that the largest shareholder is
closely related to earnings management through real activities
regardless of corporate growth. It is also possible to determine
from these results that foreign investors are related to earnings
management through real activities when not considering corpo-
rate growth, but that they would reduce earnings management
in the case of considering the growth. Thus, this study verified
along with the existing studies that foreign investors were con-
ducting the control function on controlling shareholders.
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SHeA 4= QICKPark and Lee, 2006). X|CiFEFo| AL 7|gol M
Zdof et o|Y=Fo| Xto|7h U= el Ut Ol
AHFESF A S4A R X2EH0|HMD)Q dF4 o0
(QD)9| uxtH=<(MQD)E HHSIRACt. S X[HiFF| AR
2 oot 2T QR QIEXIRe| 4% 7|/l dEdo wat
Olo=7go| ofHIeS F=A| LS| {I5tH, 2= IFXIXX|
=2 HO/E=(FTD)Rt d7td Ho|H(QD)2l uXHH~(FQD)E
AYSIALE HCFF U S2A 2l X|Z22H0|#H(MD), (=2l
SXAA 22 HO|H=(FTD)t &2 HO/H(QD)2| uXiH==
(MQD)= 212t ZOIFEF A EA Rl X[EEM), 2= AFXX}
A22(FT)et EFIQ H(Q)2| EH7t0|42 1, Ex7t0|TH2 09
US A= CojfsE dHESISICt

7189 HEo|AxFo S E AR HLhE= SHEFE
AW, A2o| XAHEROE F ot 7| Y E(Size)E AL
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dets dHEY| 25 2EFet fUF AZIENHE AL
FHHoR Lhr Q H4E AEOIRICE R, FAHH|[S(Debt)2
SALOA FR7F KX [SH= BIS(FAHAZ A=) 22 SEOtA=E,
FAEIE0] =2 7|92l BF 7Yl =t 70| R0 Al
oM H2 EItE A o] 7|”el XZEHo| Fof 2At of
YELE 7| fH2(Size), 2 8(Roa), dEE(Q)., FHH[Z(Debt)H
= 474 TR SFE MAHSH| RA5t0] Bk 1%0M 22t
O g (Winsorizing)stALt. LAE, A=E ZuE SHSH| {5+
A S A= HO|#EE ARSI O 2E SASHLE 2 AT
oA A8l 2MOIA=ZR|, Z|thFs 8 E+2A 2 XZE, 2=
CIERIAREE S SH 0| 2510] <Table 1>0 F2[SHRACE

oA rr

u

230t YMHESS ST 0[Y=THO| M2 LFSHA 30| USS
=gs T 3UFF A ExEA2 XEEaM2 B
(B YLH0| 37.360(37.090)2 2 %A 0%0A Z[CH 92.480%, 2|
TR EE2 BRU(SYAO0| 9.089(2.110)2 X2 0%O0| A Z|CH
69.950%0|Ct. SHH-E HHEDH 7|Y2(Size)s Ba(EY
20| 26.396(26.135), +2'd(Roa)2 Bwe(SYa)0| 0.028
(0.036), dE3(Q2 BJmaH(SLL0l 0.003(0.867), FxiH|E
(Debt)2 HrHZH(EZYZH0| 111.091(79.857)0| AL}t

<Table 2> General statistics

Standard

variables | sample | mean minimum | maximum | median

deviation
<Table 1> description of variables ACF 1344 | -0.0044 | 0.0902 | -0.3484 | 0.3198 |-0.0002
variables description APD 1344 | -0.0059 | 0.1815 | -0.5805 | 0.8242 |-0.0308

Unusual operating cash flow (equation 1 and

Dependent | ACF 3)

iabl - -
variables APD | Unusual production cost (equation 2 and 4)

Size 1971 26.396 | 1.353 | 23.360 | 30.686 | 26.135

Roa 1971 0.028 0.086 -0.452 0.266 0.036

Shareholding Ratios of Major shareholders and
M
related people (%)

FT | Shareholding ratios of foreign investors(%)

Dummy variable that equals 1 if shareholding
ratio of a firm's major shareholders and related
people exceeds average (MD)

Dummy variable that equals 1 if growth rate of
a firm exceeds average (QD)

Multiplication of MD and QD(MQD)

Independent | MQD
variables

Dummy variable that equals 1 if shareholding
ratio of foreign investors exceeds average
(FTD)

Multiplication of FTD and QD(FQD)

FQD

Size | Size: In(year end total asset)

Roa | Profit: (net profit/total asset)

Control
variables Q

Growth:(market value of common shares and
preferred shares+book value ofdebt) /book
value of total asset

Debt | Soundness: (total debt/equity)

HEEMLR XHiT= 8 gFE0| 7|gel dHol=Fo &

=
YdE OM=THE ASsH7| RIS A (5)1F 22 CHEzHEA4R
He Mgotct
k
REM=a+ Y, Bz, +e (5)

=1

* REM(Real Earnings Management): A!K|0|2xH

M

Al
4. =0 =

AT

HHE=2 F7ISTAIEN JEE0 U= 2001H0A 20104
TRl 128 2L MR HIZ8YME 2z siglen], it

7| BIBAME MBI = Ao AEE Z|gEel 7= AT
= <Table 2>0f, H7h 227 = <Table 3>0| “I2|5RALCt.
e
z

-

o[zl #40l HYISIYASSE(ACF) = Boi(EY
24)0| -0.0044(-0.0002), H|FHELRA7HAPD)E B (S
0] -0.0059(-0.0308)0|C}. HI'YSUHSSEACF) I} HIZ YL
B7HAPD)E 5%F0|A Foleh A(+)2] HEBA 7 LIEHLL OfE

Q 1971 0.993 0.502 0.355 3.463 0.867

Debt 1573 | 111.091 | 110.040 | 8.307 | 667.555 | 79.857

M 1304 37.360 | 18.407 | 0.000 92.480 | 37.090
FT 1573 9.089 | 13.049 | 0.000 69.950 | 2.110

Each ACF, APD, Size, Roa, Q, Debt variable was winsorized at 1%.

2Ho|=FRIet SEFHI HAS ATHEH HUFF A
ExEALl X22M)2 HIESYLASSEACH = 5% &
ol Refeh d(+)el 2A7E BI8SdL7HAPD)RIE Foleh 2
AZF LIEILEX] BEACE A= QX|ZE(FT)2 HIYYIYUNSSE
(ACF) Sl HIEYYLATHAPD)RL 25 5%+E0|M Foleh &(+)
o BAE B/ Ol AUFFo| 32 XZ2&80| S7ted+5 of
2SS S 0|Y=E Rofet BAE 2olH, 2=l B%
OIEgs o dMESS ST 0|d=Fi Rolst AAYS RFY
7 QCh ol2feh HEA EMEs FH YLSP mAg et

o
o
oo
&=

=

-
AN CHEE =Y ALY

HHo|Y=FXIt SHHFZE HAE HTEH 7| Y= (Size)

HIESBLATSEACH = Rl 2+l 2AZE B8
SUATHAPD)RIE ROlot S(-)Q 2AIZL LIEHRLEL $=9/d(Roa)
A H3EQe HEIIUHSSEACF) U HIESELURTL
(APD)2t 25 ROIgH H(+)2| RAE, FX{H|E(Debt)2 HIZHS
YIS E(ACF) AU HIZSYLURATHAPD)t 25 Rolph 3(-)2
HASE

i

rir

<Table 3> Correlation Analysis

ACF | APD | Size | Roa Q Debt M FT
ACF| 1
APD| 0.09* 1
Size | 0.12* | -0.05* 1
Roa | 0.34* | 0.08* | 0.10* 1
Q | 0.13* | 0.11* | 0.11* | 0.06* 1
Debt| -0.17* | -0.07* | 0.12* | -0.27* | 0.09* 1
M | 0.06* | 0.01 |-0.04*| 0.11* | -0.10* | -0.10* 1
FT | 0.20* | 0.07* | 0.46* | 0.19* | 0.28* | -0.12* | -0.05* 1

* 5% F=0M Rolet 3%
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<Table 4>= Z|UiFF 8l E427Q X2e X AFAFEXAL
XlZ& Xolof M2t 7| Fea=0] Ko7} JUE=K|E ttestz HY
oto] 1 ZItE ofet ®OICh ACiFF 8 S22 K22
A 2RI ZES 42 Fuaolde A5 gl O
ol Aoz L+l

xchEz 8 SA I X2eMWel Bais 7IE2R o &

<Table 4> T-test of Major shareholders and Foreign investors

S ttest 2, HUiFF X Z20| Bogt 0ldel 2F0| Ez
g 0T AFRC 7|gREE AL, 942 w2, 984,
FAjHE % =2 XZ2E82 HRUACE O[0f] HISH = AFRIALX]|
=20 gt ojde OE2 Fxat ol a0 Bl 7|t

DL 33, 4oy, HEES EUCH, BAHISS KoL

shareholding ratio  shareholding ratio . .
- . , . ) . shareholding ratio
of a firm's major of a firm's major shareholding ratio of - .
- ) of a firm's foreign
shareholders and  shareholders and a firm's foreign .
. investors does not
related people related people does HO:U1=NU1 investors exceeds exceeds average HO:U2=NU2
variables  exceeds average not exceeds variables average (U2) (NU2) 9
(u1) average (NU1)
(n=724) (n=620) (n=895) (n=449)
mean average t-value mean average t-value
Size 26.193 26.393 0.120*** Size 27.215 25.819 -1.396**
Roa 0.038 0.014 -0.024** Roa 0.057 0.012 -0.045**
Q 0.929 0.997 0.068*** Q 1.142 0.864 -0.277**
Debt 103.594 135.614 32.020*** Debt 101.652 126.750 25.098***
FT 8.117 9.955 1.838** M 35.095 38.565 3.470***
= o|stod
5. X|M{PE, QEQIERIRL U MRAD AX o] sk )
OIlxX 7} _T‘_|-7:” = sHHol 20E 4HEH $£9d(Roa), dHEQ2 HIEY
e = oerh e AUNSSE(ACF) X HIFSYULRATHAPD)RE 1% 0N T2
o A(+)2 AL ExiHIE2 1% +T0IM 7ol S(-)e 2
7|¥e| 2RXHTE F XHIFZF0]| Cheh ARMMELZAM 2= 7b LIEFRCE Ol 7|gel +od X 4380l =1 ExiH|E0|
CIEXIAS] X 20| 7| d= o|Y=Fo| O/X|= &t 7|¢ HE2+E N 232 S 0199 NAYE F45HEE 0
o dEdof w2t ol EA | oot A=K HHEUCL ALY Ae AS=Z LIEFRLE Ol2{gt Zit= <Table 3>0f A HIY I
dO = 2001~2010E7ZE RS E o Hies8YMz a2 HE4 HIESE(ACF) A HIESYLRATHAPD)O| S22A M= LIE
= 2AISIeH, o 8 A E48 SHSH| fIsto] Ao o Zotet YX|oICE 7|YEel R HIYY ARSI SE(ACF)|
o HE=HO|E ZetSACKTable 5). ME 1%TE0M Felgh &(+)2l 2A7L BIE&dL47HAPD)2t
HEEMZAL JW, ZoiFEF W Ef2A Y XzeM)2 2= = 1%TET0M Felst S(-)ef 2AZH LIEtL 7|YREE 7| e
2HM BHYYS YIS =E(ACF) A HIZYYLHA7HAPD)2E =+ oizsgs % duzgss St ojdx=gar felst A7 ASS
s =] Qb £ olc}
x =2 T M-l

SE
BA(RY 31 2 6)7h HIZSELRA7HAPD)E Folot
|

X rlo
T.

i
M
ol
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A
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2
E
>
=0
o
o
P
o
mjo o
kl
o
!
o
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o

= Aoz HIFSULMATHA
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HEY 49 2 10) HYYSYUHSSE(ACF) A H|
7HAPD)QF 1% +==O|M Foleh 2(+)2 HAE 2Lt T4
SHet 82, =X ZE(FT)2 H3YI LA =F(ACF) &
FSYLHATHAPD)RE Folgt 2()2] A (ZY 5 6 & 2Y
12)7}F LIEfSEC

o[zt Zat= CiFFo| d2 7|Yel d¥dut= 2A80]
HHESE S ol AL USS & & UL 2=
Aol B2 7Yl dEdS 1A 2 R0 dNESS
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<Table 5> Panel test of the relationship between governance, foreign
investor and growth Year dummy and industry dummy are
included in all models.

[Panel A] dependent variable: Unusual operating cash flow (ACF)

(1) @ (©) (4) ®) (6)

0.000  0.000* 0.000* 0.000*  0.000**

M
(1.804) (2.383) (2.025) (2.336) (2.463)
0.009 0.006

MQD
(1.398) (1.041)
0.001*** 0.000  0.000

FT
(3416) (0.233) (0.233)
-0.025% -0.024**

FQD

(-3.502) (-3.437)
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_ 0.012*** 0.012*** 0.012*** 0.009*** 0.008*** 0.008***
Size (6.845) (6.695) (6.760) (4.135) (3.469) (3.551)
0.277** 0.262*** 0.263*** 0.247** 0.236*** 0.238***
Roa (8.837) (8.067) (8.077) (7.489) (7.149) (7.173)
0.021*** 0.024*** 0.019*** 0.018*** 0.032*** 0.027***
? (3.604) (4.056) (2.742) (2.869) (4.731) (3.601)
-0.000*** -0.000*** -0.000*** -0.000*** -0.000*** -0.000***
Pett (-4.601) (-4.252) (-4.214) (-3.652) (-3.418) (-3.403)
-0.282*** -0.303*** -0.310*** -0.218** -0.173*** -0.180***
g
(-6.211) (-6.166) (-6.335) (-3.730) (-2.941) (-3.081)
sample 1,855 1,550 1,550 1,550 1,550 1,550
R-squared 0.203 0.212 0.213 0.220 0.228 0.228
F-value 14.12*** 11.61** 11.24** 13.59*** 13.50*** 13.11***
[panel B] dependent variable: Unusual production cost (APD)
() ®) (©) (10) (1) (12)
0.001*** 0.001*** 0.001*** 0.001*** 0.002***
M (2.623) (4.013) (2.970) (3.242) (4.508)
0.043*** 0.042***
Qmvd
(2.642) (2.807)
0.002*** -0.000  -0.000
FT
(3.337) (-0.003) (-0.089)
-0.076*** -0.077***
QFTd
(-4.205) (-4.336)
) -0.008** -0.007* -0.007* -0.016*** -0.021*** -0.021***
Size (-2419) (-1.761) (-1.842) (-3.128) (-4.075) (-4.159)
0.100*  0.104 0.118*  0.060 0.040 0.055
Roa (1.686) (1.642) (1.858) (0.946) (0.648) (0.883)
0.056*** 0.065*** 0.042** 0.049*** 0.092*** 0.070***
“ (4.232) (4.382) (2.360) (3.303) (5.007) (3.599)
-0.000*** -0.000*** -0.000*** -0.000** -0.000** -0.000**
Debt (-4579) (-3.750) (-3.751) (-2.547) (-2.170) (-2.208)
0.167*  0.071 0.051 0.307**  0.459*** 0.437***
Constant
(1.869) (0.592) (0.426) (2.112) (3.138) (3.036)
Sample 1,573 1,304 1,304 1,304 1,304 1,304
E'Sq”are 0086 0092 0100 0108 0127  0.134
F-value 5.49** 531** 553*** 569 593 6.12***

6. 22

= 71X 7[gel ZRol=Fo| ojXl= S
T3 2001~2010E7HX| R7ISTHO| JSHE HEsYA
2 HJTUTE ZAIBIRCE &3] 2 AFoME 7YX
70| Oist HA7[s22 FARAAE, 7|Yol d88E 1
5 YKX[HY =Rt O] =FZE AE AT AL,
120t HE, xoiFF 8 el XZeaMm2 2E
SYYHUSSE(ACF) 8 HIZ Y YLURATHAPD)2E &7
FHel HAE 2Lt d8ds SAe BF HUFF &
2 HIE4SYUHUSSEACFIE R2ISH
 6)7), HIEYYLATHAPD)IRIE Folot
12)7} LIELEE =M, 2l=elXZ2&FT)2
JEYEOIE ZASH| B2 FHEY 42t 2Y 10) HIZYSY
HESEACF) A HIZSYLRATHAPD)RE 1% +=Z0iA Felet
F(Hel BAE 2Lt dYEE S B A=CUXZE(FT)
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7b HERRLE Ol= 7[gel #9d 3 4380] &1 Fx{H[=0
RETE 2N 252 St 0192 MAYE Fadts B0
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