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A Study on the Relationship between the Types of Earnings
Management and CEO Compensation®

Park, Jae Young ™
Lee, Dong Young ™

*

< Abstract >

This study analyzes the relationship between the level of earnings management
and CEO compensation depend on the type of earnings management with 1532
sample firm from 2003 to 2007. Also, this paper examines CEO compensation
along with the level of earnings management. The results are followed.

First, after reviewing the result of relationship between CEO compensation and
the types of earnings management, there is a significant positive relationship
between the level of earnings management and CEO compensation statistically
in income smoothing group, which are type A, B, and C. Also, there is
statistically a significant negative relationship in big bath group, which is type D.

Second, after reviewing CEO compensation along with the earnings
management level, the high level(71%-100%) of earnings management has a
statistically significant positive effect in the income smoothing group, which are
type A, B, and C. Also, the next level(51%-100%) is statistically a significant
negative relationship in big bath group, which is type D. The low level(0%-25%)
is statistically a significant negative or positive relationship in the income
smoothing group, which are type B and C.

Key Words : Income Smoothing, Big Bath, Earnings Management
CEO Compensation
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AFAQHEAH R F7HAE(RET)S ()3 2183714 9] KIS-Value Plus
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oS AHgSgon, AAYREYA(ROE)E 3309 S
o

2) FX712[(108)

Smith and Watts(1992)= 7137} 2 7|49 A$ AR BdPo= Qlstd
2= A 7 AZbek Al YEbUE, o]y st ol 2 e AR ARSI %D}%
ASH FAE AASL Yok B A= o8 FAE FASH] Yo F

A713) o ek g X 2A A7 o) ZE71R] (market value to book value) H]
S5 AMgeR e, Fx713] 9 | AATE F(+H)e S 7

105 = %Y ARAAGD / 73 AN JolR £47]39)

3) AAZAA AADY EEARE ol of°

X 93} A%+ Hunt et.(1997), Minton
and Schrand(1999), %% F(2008)8 Ao o8& nvF gl

q
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<E 3-1> BE27|¥9 M (chel : 7H)
M4 " 7 = 71 %
o128 ZitHoloz MY Y 2EUS HMest BRFET|2H 413

£ 2H(1999 ~ 2007 )7k K| H & AR |
o X 27|

- a2E= (29)

- AR0H|7|Y (45)

- AT St S AHATHAT Y (24)

- Zctx| MM 9

2 ZE 247 (2003H ~20071H) 306 X 54=1,532
Iv. dE5E4 &1t
1. 72| e8AH %
T2 Wl Uik VEFAEE <& 4-1>0 AAFHo T
<E 4-1> B27|9 7|8 A Z(n=1,530, Bt M3, %)

H T z A& gk g Fin = of 2 ZEE=HA
Comp;, 26,000 318,635 8,975,000 5,118.41
AlnComp, , 17.07 19.15 22.92 0.82
RET,, -4,549.30 943.02 9,761.90 1,498.82
ROE,, -793.77 5.75 96.940 38.69
108, , 0.01 0.92 9.62 0.93
LEV,, 1.71 110.85 2,090.84 129.85
SIZE, , 16.24 19.44 24.91 1.51
IML, -20,377.47 -2,260.56 -13.79 3,056.82

5) FEA7E M AN WA= dFS FASH] s 2 AT Fo HAWMFEA ooz
AeE(IML)e] B8 2 HeE dojue x2S AAs
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<E 4-2> F H2o ArzaA (Pearson A&A )

85 AlnComp RET AROFE 108 LEV SIZE IML
AlnComp 1
(p-value)
RET 0.141 ™ 1
(p-value) (0.000)
AROFE 0.176 ™ 0.099 ™ 1
(p-value) (0.000) (0.000)
10S 0.290 ™ 0175™ -0.120 ™ 1
(p-value) (0.000) (0.000) (0.000)
LEV -0.015 -0.061 -0.300 ™ 0.196 ™ 1
(p-value) (0.555) (0.018) (0.000) (0.000)
SIZE 0.664 ™ 0.117 ™ 0.185 ™ 0214™ 0.024 1
(p-value) (0.000) (0.000) (0.000) (0.000) (0.354)
IML 0.095 ™ 0.056 -0.016 -0.064 " -0.024 -0.242 ™ 1
(p—value) (0.000) (0.028) (0.533) (0.012) (0.353) (0.000)
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W EFSTHE] A Al97=0.086, p>0.045). TARF FTolA = FAHE&ES AQe &
el At Aaraget AR fFofgh F(+)e HAE el Ak
U A dell Baug gdrlsele] Wshio]l S(-)olal A=A H&Wshio]l &
()9 el 3 Col tat AR A, o]dxHFEN AYA ARRS
Aol BAH o2 e Fsl AL Sl Aew UEkekEAAL=0112
p>0.019). AW F 1 M FA7IE S Tt el A B RA AR SAA
07 fold °k<+>4 dE ez glom, RAnse EAH0R feld &
()9 BAE A1 wu}.
<¥ 4-3> 0| x=FH 78 AAX MuEsotol mHAM
ol =™ 7#
(A) (B) (C) D)
o Ab %{%OI%' oUI;%OI 2| %7|;$0|9! %*7I;%0I9!
I e B R BRI B3 () 3R () B s ()
T2 and and and and
MY b MY b M bg MY v
#at=(-) HEHE(+) HaHE(-) HEHE ()
(n = 1530) (n = 417) (n = 409) (n = 291) (n = 413)
& ? 12,433 »x 12612 wxs 12714 »xs 12.316 s 12172 s
(0.000) (0.000) (0.000) (0.000) (0.000)
RET,, + 0.024 0.024 0.064 * 0.051 -0.013
(0.201) (0.500) (0.098) (0.281) 0.713)
AROE,, + 0.066 *+ 0.060 0.081 * -0.050 0.140 =
(0.001) (0.129) (0.036) (0.295) (0.003)
108, + 0.171 wx 0.204 #++ 0.188 # 0.124 wx 0.137 #xx
(0.000) (0.000) (0.000) (0.009) (0.001)
LEV,, - -0.040 * -0.063 0.001 -0.087 -0.005
(0.041) (0.115) (0.972) (0.073) (0.902)
SIZE,,  + 0.630 *+ 0.634 »+ 0.592 *xx 0.629 *xx 0.651 =
(0.000) (0.000) (0.000) (0.000) (0.000)
IML;, + or - 0.067 *x 0.106 ** 0.086 * 0.112 » -0.103 *xx
(0.000) (0.003) (0.045) (0.019) (0.004)
F3t 231,683 *+ 71.704 =+ B5.412 xxx 32,523 #xx 66.700 =
adiR? 37.5% 40.4% 38.6% 39.5% 38.8%
F1) #, wx, wwne ZPZE F o 10%, 5%, 1% FaollA o
T2) tﬂ—r-J AoE <X 4-1>& #F=

RS AHAT HW 30& (20104 042 30Y)
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()2 o))z A% Col doM AAe] BAlA olelzdrEat B Hotn
T Afolell FAA SR fFolgh F(+)e e AL AU olH T FF A A
& olole) pat Ao wdol Awaks /1A A% AUA V8L 22AA 4
BRRH?E WA= BEAEY oA FUE e A & ¢ U

<E 4-4> Ol ZHAF 012 FYX Bioto] BEA
e
@ ® © D)
ootz x Zolzole] | @ulzolel | guimolel | @7l%0l9)
ML) o 3} () 5 () 5 () o 3HE ()
Portpolo A sl | Aus g | Mudug | Aud e
3} () B () 5 ()  SHE ()
(n = 1530) (n = 417) (n = 409) (h = 291) (n = 413)
100% 0.067 #*x 0.106 #*+ 0.086 ** 0.112 #+ —0.103 ##*
(0.000) (0.003) (0.045) (0.019) (0.004)
Fat 231.683 #xx 71.704 #xx 65.412 #xx 32.523 ##x 66.700 ***
adjR? 37.5% 40.4% 38.6% 39.5% 38.8%
5% 0.044 0.014 0.077 * 0.124 ++ -0.015
(0.133) (0.752) (0.067) (0.020) (0.844)
Fat 141.469 »+* 50.948 #xx 57.703 #*x 27.886 **x 50.774 ##x
adjR? 32.3% 38.8% 42.6% 32.5% 39.2%
0% 0.001 0.060 0.076 * 0.212 *xx -0.007
(0.966) (0.121) (0.063) (0.001) (0.937)
Fat 76.035 #xx 27.769 #xx 25.482 #xx 23.880 #*x 36.959 ##x
adjR? 37.0% 33.6% 41.9% 38.6% 37.7%
05% =0.210 #** -0.003 -0.300 #* 0.241 « -0.002
(0.002) (0.980) (0.037) (0.067) (0.963)
Fat 32.252 #xx 15.532 #xx 8.316 #x 15,113 ##x 20.323 ##x
adjR? 32.9% 35.6% 31.7% 44.0% 43.9%
F1) w, b, e Z7E FO5E 10%, 5%, 1% FEAA Fo18
29) WMol Aoe <E 41>9 Az
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gHE/0sE

<E 4-5> Zt CHAY ol =FrE AIA B2 HHY

EELEE
) ® C) D)
I I e cty| 20| !
ol =3 WEER)  dEE() @B 5RO
StE stE st (- SIE (-
Portpolio oA e s s s
and and and and
VML) MM HE  AMTH o WM HB TN uE
v st () b 5hE(+) v shE () v 5HE (+)
(n = 1530) (n = 418) (n = 409) (n = 291) (n = 413)
71%~ 100% 0.088 #** 0.073 *+ 0.084 *+ 0.283 #*+ -0.093 **
(0.010) (0.049) (0.045) (0.001) (0.027)
Far 84.499 xxx 71.704 *xx 20.663 *x* 15.113 *xx 36.959 *xx
adj R? 36.7% 40.4% 43.9% 44.0% 37.7%
51%~75% 0.028 0.036 0.033 0.059 -0.073 **
(0.458) (0.808) (0.867) (0.517) (0.0491)
Fzt 61.996 *x* 1.024 18.379 *xx 9.858 #*x 15.371 *xx
adj R? 38.9% 5.9% 40.6% 32.5% 36.1%
6% ~ 50% 0.031 0.047 0.004 0.006 -0.057
(0.427) (0.655) (0.878) (0.950) (0.496)
Far 46.938 0.698 17.749 #xx 6.923 #*x 9.003 #*+
adj R? 31.9% 4.1% 39.9% 33.4% 31.8%
=0.210 *** -0.003 —0.300 ** 0.241 * -0.002
Oo/o“’25°/o
(0.002) (0.980) (0.037) (0.067) (0.963)
Fzr 32.252 xxx 15.532 *xx 8.316 #*x 15.113 *xx 20.323 *x*
adj R? 32.9% 35.6% 31.7% 44.0% 43.9%
F1) #, o, wenis 2h7h S 95 F 10%, 5%, 1% FEA @
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