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Abstract This paper examines whether debt ratio effects earnings management. There are various methods that
estimate earnings management. This paper examines whether these methods impact on the relationship between
earnings management and debt ratio. In addition, this study examines whether these relationship effects of debt type.
Previous studies in this area haven't examined the relationship between debt ratio and earnings management in Korea.
These studies didn't consider earnings management's method to analysis for this relationship. This paper tests the
relationship between earnings management and debt ratio with methods of earnings management unlike from previous
studies.

Results are summaried as following. First, the relationship between debt ratio and earnings management was different
for these methods. Abnormal Accruals that used estimation of eanrnings management in previous studies didn't
examine these results that debt ratio effects of earnings management. However, it was significant positive the
relationship between real activity management and debt ratio.

Key Words : Abnormal Accruals, Debt Ratio, Financial Debt, Methods of Earnings Management, Operating Debt,
Real Activity
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[Table 1] Descriptive Statistics

Variables Mean STD Median Min Max

EM;; 0.009 0.087 0.011 -0.143 0.152
EM>; -0.002 0.087 -0.002 -0.149 0.145
EMs, -0.144 0.332 -0.104 -0.758 0.279
EMy: -0.098 0.19% -0.098 -0.427 0.178
Lev; 0.456 0.183 0455 0.160 0.751
FL; 0.233 0.155 0.219 0.014 0514
OL, 0.224 0.130 0.190 0.072 0471

SIZE; 26.231 1312 26.988 24.549 29.021

ASales; 0.122 0.501 0.076 -0.235 0497

ACFO, 0.001 0.106 -0.002 -0.159 0.169
a) Each variable is defined in Eq (1) and (2)
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[Table 2] Test Results of Hypothesis 1

i EM,, EM, EM;, EM,,
Variables | i) G=2) G=3) G=0)
Lev; -0.033"™ -0.022" 0.106™ 0.120™
SIZE; -0.002 -0.001 -0.007 -0.009

ASales; 0.013™ 0.017™ -0.005 -0.007

ACFO; -0.322" -0.301"" -0.146" -0.360""

~
v 4IF 1.191 1.191 1.191 1.191
Maximum
.y 0230 0199 0422 0.369
AL RN | oy | emy | ewn | @6

a) Each variable is defined in Eq (1) and (2)
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[Table 3] Test Results of Hypothesis 2-1 and 2-2

Variables EM;(j=3) EM;(j=4)
FL 0.180" 0.194™
OL; -0.070 -0.056

SIZE: -0.004 -0.007
ASales; -0.003 -0.004
ACFO; -0139™ -0.352""
Adi BN 0426 0382
(2,063) (2,053)

a) Each variable is defined in Eq (1) and (2)
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