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Abstract : Earnings management is defined as an intentional act during the financial reporting process or a managers choice of
accounting policies to avoid earnings decreases or obtain some private gains. Shipping firms have a highly debt-intensive capital structure
and a significant motivation in earnings management to avoid filure of a Debt Covenant. From this point of views, this paper tries to
determine the relationship between the capital structure and discretionary accruals estimated using the re-modified Jones model (1995).
The sample used to test the research models is made up of 87 Korean shipping firms during the period from 2007 to 2015. A histogram
analysis, t-test and FGLS confirm the possibility of using earnings management, and it proved that Korean shipping firms manage their
earnings to avoid financial loss. An analysis of the relationship between the capital structure and earning managements, shows It 1s diflicult
to support the Debt Covenant, shown as a negative relationship between the debt ratio and debt maturity as shipping firms’ capital
structure and discretionary accruals as earning management variable. An additional analysis presents a negative relationship between
previous debt maturity and discretionary accruals, and the possibility of earning management in a highly increased debt ration group.
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Table 2 Descriptive statistics for variables

Mean | St. Dev. Min Max

Acer | overall 0210 | -1.680 | 1.406
between | -0.014 | 0076 | -0203 | 0.321

uals  oiin 0197 | -1580 | 1.262
overall 0172 | -0.88 | 1.921

OCF | between | 0.082 | 0081 | -0234 | 0337
within 0154 | -0.880 | 1.665

overall 3.256 0.006 56.592

LIQ | between | 1.175 1772 0032 | 14715
within 2662 | -13.063 | 43.052

overall 0.718 0018 | 7.140

DBT | between | 0965 | 0.421 0154 | 2604
within 059 | -1.040 | 6.186

overall 0.281 0.000 | 0988

DAT | between | 0514 | 0236 0.001 0.947
within 0150 | -0.301 | 1.073

obs. N=674,n=87T=17

ATEFG A
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Table 3 Correlations and multicollinearity analysis

Accruals OCF LIQ DBT DAT

~0.508 1,000

Ocr (0.000)
0.037 0.055 T.000

- (%313726) (8'%455) 0.1% 1.000

PBT 1 0000 | 000y | .00

oaT | 0016 -0.057 0.074 0.136 1.000
068D | (0133 | (0.055) | (0.000)

VIF - 1.04 1.03 1.07 1.04
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Fig. 1 Change in operating income
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0.05%2] frolEelAl 2ozt ASS gl & 4 AT variables
coef ’ SE
Table 4 R.esults. of t-test between profit-loss group and OCF 0577 0,024
Discretionary Accruals LIQ 0005 0.001
(Re-modified Jones ( .eamings oper.ating income DBT ~0.011* 0.007
Model) profit-loss group) | (profit-loss group) DAT 0021 0,003
loss group -0.116 -0.047 cons 0,044 0007
mean | profit group 0.031 -0.002 Wald chi? 605.9°
Diff ’ -0.147 -0.045 LR chi? 897.17
t-value -8.871 -2.414 Wooldridge F 3.0"
p-value 0.000 0.016 wor ok ko gignificant at the 196,5% and 10% levels, respectively
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Table 5 FGLS results of profit-loss dummy variables on DBT_1 -0.001 0.001
the earning management DAT_1 -0.047" 0.007
model 1 model 2 IDT_d 0.014™ 0.007
coef SE coef ’ SE IDB_d 0.004 0.006
OCF -0.701"" 0.020 -0.822" 0.015 cons 0.048™ 0.006
LIQ 0.006™" 0.001 0.004™* 0.002 Wald chi® 715.2"
op_d 0076 | 0.006 LR chi’ 909.6™
NLd 0018 | 0.004 Wooldridge F 3.2
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