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Abstract

Purpose - This study investigates whether firms engage in Real Earnings Management surrounding
preliminary earnings announcements when experiencing a reversal of accounting earnings signs.
Design/methodology/approach - We use ordinary least squares regression analysis to examine the
association between the reversal of accounting earnings signs and three measures of REM(abnormal
operating cash flows, abnormal discretionary expenses, and abnormal production costs).
Findings - Our findings indicate that both profit-to-loss and loss-to-profit reversals are positively
associated with all three measures of REM. This suggests that managers use various REM activities
to mitigate negative consequences or enhance positive perceptions associated with earnings reversals.
Research implications or Originality - This study provides new insights into the relationship between
preliminary earnings announcements and REM by documenting that the reversal of accounting
earnings signs is a significant determinant of managers' REM decisions. Our findings highlight the
importance of scrutinizing REM activities surrounding preliminary earnings announcements,
particularly when firms experience a reversal of accounting earnings signs.
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abREM,,(abCFO, abEXP, abPROD) = B,+ 3, TurnLoss ;, + B, Turn Profit ;, (1)

+ B,SIZE,,+ B,L EV,, + B, ROA,, +B,MTB,
+ > Market + > Year+ 22 Industry +e

abCFro Roychowdhury(2006)2] ¥]3d JdEFEE X (-1)

abEXP Roychowdhury(2006)¢] 8|44 AFu]8 X (-1)

abPROD Roychowdhury(2006)2] B4 YrkA7h

TurnLoss A7) B AH ] SAeA BY] FAAA ] AR} HFE A9 1, ofU™ 0
TurnProfit A7] BgAdH ] ARl B7] FAgAH ] F4 HAEE A9 1, o™ 0
SIZE 7197t (log(FAHH

LEV FTRAN/FAT

ROA FrIoll/F AR

MTB A 7R /3572
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ZEH 9l A o] 242 Roychowdhury(2000)2] W&ol whel F=H =, B34 dddsss
(abCFO), B/ A=) H]-&(abEXP), H74¢ H1H17HabPROD) & AlEshett, HEY dHATEF

& AGA7 74 Belont Ag Bl F74E Bal oo clgiHom FrAlel & W vehie, R
7 el weh AFEES ALshu olole SN JPAFEEE Akl Bk e,
ololg A% AT A9 AN JUVFEEL 20 G eI WY AFA gL FYAL
g we oloe BEe] 915 BelF A e 5 ZolwA o|ole A% A4S Bk, web
ololg FTATIE SNERS AT B vl gol wolA7] el WA AR v gL (e ghe
UehiT) shAsto g, ulA ARkl SAAZGENE B 2ol7] S8 ANRS S/
WA, o]l B AT A F(H)e G VehlA Bk oleh ol HA| o]z S
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2l (De] Fa ¥4l TurnLosset TurnProfite P A o] 548 Uehlls tr] #igroth,
TurnLoss= 7] B AH 00X FA5 7|53 ou, 3719 FALAANN A2 Asd B¢ 19 s,
%A o 09 s Rt vl E, TurnProfites A7) SANAS Ax2 7|2 oy F7]9
AARAA AN B2 gk B9 19 gh&, 23A @2 09 3h& vehdith, SAHSl SIZE= 7199
TTRE ¥dstH, 72 fFE gilste dES Fdshr] 8 2FET(Becker et al,, 1998; Cheng
and Warfield, 2005), LEVE FAAI7 P of whet o]z fele] vhE F IS Lelete] Rl &S
SAHEE AHg3tH(Defond and Jiambalvo, 1994; DeAngelo et al., 1994). 7 g=&}e] o] =4 Y]
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AEE AdE 71do] Hot, 712HQl AFAHE] - NICER7HHE(F)¢] ValueSearchE &3 3]st
o, A2 @dzZdzte| =] DataGuide 2At2E #8330t £ A79] F5HF REM
78 B FRA A FHE RS ARSEE] wlEel] Ao A v AR Anid BE
7F 107) o3l 719ER 7 EH. old HFHow A" TR = 10,867 7IH-ArelH, B
078 AApe] AFAES Bee] (Table 1)3 2t

Table 1. B= M Azt

H=9 Mg E3f e

(1) 201113-2023'F R/FSHAIEE ZLAH 4EH 7|9 & AZHRHEE SAlPE 7Y 44,927
(2) 384tY, BH0] 1280] ofd 7|Y, MEHEE & 4 Sl= 7IY AA (32,582)
(3) A=-HYE E2471 1074 DjRtR! 71 AA (1,478)
F HYH 719 = 10,867

v, 458N 43
1. 71&5A%

th29] (Table 2) & & A77Mdg A% 24387 At T8 fFEY 7I&8A%S vehdt, ST3|
B - 319] 3%ell 27 (winsorization)dF 748 WERAL ok, WA REM & wisee] 7]&5 A%
2R abCFO9] H#gk-e —0.0029, abEXPE —0.005, abPROD= ~0.00630. 2 UEhston
FAF7F gt A G2A ol AP AT A EE TETAF] # A vh=2A kst
A ] §35%88 YehE TurnLosset TurnProfite] 4k 0.1330, 0.12132.32 HA| FE 9
13.3%, 12,13%7} ztzt g4 e] B3 dge] o|fo] 2 A & F Utk

SARTY Ve ASS AHEYE thaF 2ot WA SIZES] FHERH(EH)E 26.3006(26.0630)2]
s YERNAL 913, LEVRE H7 0.44058 F 2ARb oiH] 44,05%7F FAu] v&2 Jepgen, 4
EE F B2Anlgo] 714 2 719 & A i) 80.77%2) A2 Yyt ROAY HAg(F9)e
0.0030(0.0179)9] & HEa, MTBE 1.6131(1.1278)0.2 AR7}A] thu] A7kEde] F50] &3]

o 2~
Fe AL & 5 U

to

Table 2. 7| =SA|=F

H N MEAN STD MIN Q71 MEDIAN Q3 MAX
abCFO 10,867 | -0.0029 0.0673 -0.1416 -0.0465 -0.0043 0.0395 0.1436
abEXP 10,867 | -0.0050 0.0573 -0.1740 -0.0259 0.0033 0.0271 0.0969
abPROD 10,867 | -0.0063 0.1042 -0.2762 -0.0587 -0.0022 0.0541 0.2187
Turnloss 10,867 0.1330 0.3396 0.0000 0.0000 0.0000 0.0000 1.0000

TurnProfit 10,867 0.1213 0.3265 0.0000 0.0000 0.0000 0.0000 1.0000

SIZE 10,867 | 26.3606 1.3674 243920 | 25.3538 26.0630 27.0986 | 29.9654
LEV 10,867 0.4405 0.1966 0.0903 0.2818 0.4452 0.5944 0.8077
ROA 10,867 0.0030 0.0880 -0.2738 -0.0227 0.0179 0.0522 0.1521

MTB 10,867 1.6131 1.4186 0.2767 0.6592 1.1278 2.0078 6.4652
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abCro Roychowdhury(2006)¢] ¥4 JdAFTEE X (-1)
abEXP Roychowdhury(2006)¢] 8|4 AFgu]8 X (-1)
abPROD Roychowdhury(2006)¢] B34 A2k71
TurnLoss A7) GAAA o] FaolA F7] LA el AR Mg B 1, ofyH 0
TurnProfit A7) GgdHo] AR elA F7] FRAHo] FA HFHE A9 1, ofldH 0
SIZE 7142 (log(FAH4H
LEV Z8Y /2244
ROA F71E0ll/F A
MIB A7YA /257

2. AAAAEA

th&9] (Table 3)+= W4~ 7+e] Pearson A##AIE vepdtt, 411421 abCFO, abEXP, abPROD
9} #AIM 4=l TurnLoss, TurmnProfite] A#AAAE A H | TurnLosstE abCFO%}F 1% FE08 F9
gt A(+)e] #EAPE B o}, TurnProfits FAH SR fofgt A& HolA| &9ttt abEXPAA
H|s23k A5 B =], TurnLossed abEXPE 1% #2138k A(+)e] A B o, TumProfit| &
frejulst AR5 HolA| goknt, &, 7Agolele] A o]t JPPTE TS AT HlE-S o83
o]z HHAo] TS F vk dlAlo] €k, kA, abPROD®| 7-9-+= TurnLoss, TurnProfit X5
SAHLE Fofgt F(H) o] AFas 2+ AR Yetyitt, T RH, FH oo RE 8-S REMHA
A EAY F Y FFAIARA S T geldnt

[ejnuinul

Table 3. Pearson AMZHA|2A

Var. VART VAR2 VAR3 VAR4 VAR5 VARS VAR7 VARS VAR9
abCFO 1.000
abEXP -0.017° 1.000

abPROD 0.384™  0.633"™ 1.000
TurnLoss  0.122™" 0.032™ 0.086™  1.000
TurnProfit 0.013 0.015 0031 -0.145™ 1.000
SIZE -0.059"" -0.098™ -0.054™ -0.049" -0.048""  1.000
LEV 0.258™  0.0577 0229 0069 0074™ 0.264™ 1.000
ROA -0.393"  0.011 -0.239™  -026™ 0.141" 0245 -0.255™ 1.000
MTB 0.039™ -0.151"" -0.087"" -0.019" -0014 -0268™  0.001 -0.165™  1.000

1) 72 AL 1%, 5%, 10% +E0A o3
2) ¥4 %ol <Table 2>9f £t

AN AN

r&

3. AN 23

ol (Table 4)& B 979 /ME 4% $H% Fa2, 43050 D& AFo] REMo| v]E
dee ehdth 29 1398 29 345 REMe] SRolq vl4d JATEE, WA A 8,

)
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HIAY A7 gt A d3E HoFEth 239 Fvaluew BT 1% oA SAIHSE Fo3i
velton, £4% 0,0668014 0,19060=2 yebgth, WA 2 19 Zs AHEW, 58 w52l
TurnLosse} TurnProfite 25 (+)9] AFaS BgoH, SAFHCRE 1% oA 93k Zog
Uelsdth, &, g o] AR HEHAY SAE AREHE A 2T HAY REMO| 0] 2
Aoz Jepdtt 2y 29 v ARy B8 ZAAE ATEY, Tumnlosse 1% T4 ok & (+)
o] AlFEE vEkd v, TurnProfite SAIA SR {-ol8tA] sttt ol JAUA o] A2 A H=
BAe AT HE&S 29 o]dg FFATIEE felol AL e vERdTh wiAE e »E 39
vAY A7 A9E B, AR e] Azlg AEHAY A2 ASEE A9 247 5%t 1%
A BAFSRE Fofdt F(+) AlFES Jebih whekA d7]e] AH o] JFAHAAE BaskeE Al
F5A%s BY B dF 7192 A BREF T AHIFTEE, AFH AL, AdrrE AEATE
ANE YeEpATaL & 4 9t} olof wel 2 Ao ypdoe] 7]zt

502 FANSY AT 4 A3E AuEd o3 2o, SIZEE 2E E¥H A SAHCE £
gt (9] AFgS BIon, ol 719 117t F45 REM9| %] fadhe ¥l e Yehdnt,
LEVE TAHSRE Foldtk k(+)9] g vehlio], 2aul&e] S7F= REMS S7M7|= 235 Byt
7199 75 vElll= ROAE abEXPOA 1% FFollA frofdt F(+)9 #& B, abCFO9}
abPRODIIA & 1% FFdA F9s ()Y 38 Kol 7199 AT whet REMe| Wakde] gebd
F S AR 7199 437188 YellE MIBE BE A 1% FFolA SAZHoR {8
()] AFE Bon, o= FRIEA| tiv] ARVEAZE 2 719YFE REMS ¥ &8ss A9E
HoFE

v

<

o]
=
=

Table 4. CHATT 2| {2 Z22f

23 1 28 2 2% 3
i abCFo abEXP abPROD

Coeff Coeff Coeff

(t-value) (t-value) (t-value)
Intercent 0.0257" 02294 0.1825™

o (1.67) (16.25) (7.34)

rurnloss 0.0054™ 0.0044™ 0.0068"
(2.98) (2.67) (2.34)
. 0.0109"™ -0,0025 0.0121™

TurnProfit (5.91) (-147) (4.06)
-0.0023™ -0.00927 -0.0086™"

SlE (-3.84) (-16.75) (-8.98)
0.0641" 0.0399™ 0.1193™

LEV (18.36) (12.5) (21.2)
-0.2694™ 0.0454™ -0.2249™

ROA (-34.41) (634) (-17.84)
-0.0021™ -0.0089™ -0.0129™

MI& (-4.42) (-20.54) (-17.02)

Year Include Include Include
Industry Include Include Include
FValue 57.87° 183™ 35.18"™
Adj R-square 0.1906 0.0668 0.124
Obs, 10,867 10,867 10,867

)2 A 1%, 5%, 10% 2704 o
F 2)84 Y= <Table 2>9f L.
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rot

1=

=
e

1) S8 MHOIUEY #4E 0/8

t}2-9] (Table 5)& Cohen and Zarowin(2010)¢] %3 REMS o|&3ale] A= BA35 Ajolr),
REM1(ZF 1) A% 99AF55(@abCFO)T 1424 A4 n]-&(abEXP)S F4kat
ojuatr, REM2(2 ¥ 2)& H|Ad A2 u]&-(abEXP)#} v]H 4 A 2H7HabPROD)E ket FHA| &
omjgitt, By 13 BY 29| Fvaluex EF 1% FFollA fogt A= Yepon, —r@ﬂ zapay
0.1472¢} 0.1001% Yebt), WA 28 19 Ad}o] w2, TurnLosse} TurnProfite =% ¥ (+)9]
AFs BolH, 1% FFoA SAXLE Fofdh Ao Ushyth, ole AP d3 o] AA= 45}5}7%‘/}
SAR A8E B, vAZY d9ATsEH B AFANES o8-8 REM %] S7ketal &
ojujgith, theow v 290 A= B UM Ae} FUsHA| TurnLosset TurnProfite 2% °<}(+)4
Aris ekt =, 28 13 s R 4] Fode 7192 REME o]8ste] o]els Ad3FA|
7l felol Eth= RS ovlsitt, weba| 7 A% 9 Ak} v kAR B ATte] 7Hd o]

MEagsi= 3

J

Table 5. S35 40| 2Yg 083 27H2H
o 23 2
. REM] REM2
Coeff Coeff
(t-value) (t-value)
0.2477" 0.4139™
Intercept (12.08) (11.6)
0.0096™ 0.0119™
TurnLoss (4.00) (2.85)
) 0.0081™ 0.0098™
TurnProfit (3.31) (2.3)
-0.0112™ -0.0179™
SIZE (-14.07) (-12.97)
0.103™ 0.1601™
LEV (22.23) (19.85)
-0.2123™ -0.1747™
ROA (-20.41) (-9.65)
-0.0103™ -0.0217™
MIB (-16.51) (-19.89)
Year Include Include
Industry Include Include
F-Value 42,69 27.86™"
Adj R-square 0.1472 0.1001
Obs. 10,867 10,867
21) 2 12 1%, 5%, 10% 2204 QO3
ZF 2)H4 Yol= <Table 2> Y3t

2) DAL AT TAS MY 7R

59 (Table 6) & 2y AgAES tdom g ze] e Agko] REMo| mlxE dFS
A E Aabolt}, WA 2E 19 abCFO ZAFE Aurd, Q8 W42l TurnLoss?}t TurnProfitS 5
G Alghs Bor, 1% FFolr TAFR fodt Aoz yeiyth AAdd e ¥57t Azt
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S22 [AgE A 7|do] v AFFFTEES ST ATl IS AARIE S, A RS
S BAg AFeME FAPA ] Ro Ak v YT EF@bCFO)E 7= Ao=R
et 28 29] v A 8L (abEXP) oM s BN H B35 A3 W4l TurnLosse}
TurnProfitlA] SAHLZE Fofet Ayt Yeht=] it :'iJJ 3 719l A AR AH o] At
SAZ AEAT AFH HE&S B3 o)dE 24T fe] AHeg A dvhe RS ofr|gitt,
npzjeto 2 2 & 39 u|AA} A2 7H(abPROD) Ao A= TurnLossgl- TurnProfit 25
FoJElA] e AFE KWk, AAAZ e BT #Hsto] H|AHA AAAIIE 53 o|dxAuE HHo|
NE& TFsgel Atke AL AKX

upebd, v 4 719S g s 243 Ayt abCFOdIA Rt f2jn)dt Anrl yelyton,
A o] Ay A2 dgkE B9 V1Yol dHPTEES MY H R &85l REMS 343t
AgFo]l Ud&S A 4 At wHA, AFFH H|-&(abEXP)#H A2kA7HabPROD)E &gt o]z
soln|at AE e A ekgron] maw A 7oA o]EEF FEELS B} o]olzAo] Ao E

[e)

g o]FoA|aL 5E& AAktaL it

Table 6. AL AZF 7| CHAf

83 1 o3 2 233
ir abCFo SbEXP abPROD

Coeff Coeff Coeff
(t-value) (t-value) (t-value)
Intercent 0.1112™ 0.145™ 01464

w (6.06) (7.82) (4.47)

—— 0.0079" 0.0028 0.0074
(2.94) (1.02) (154)

_ 0.0098"™ -0.0021 0.0049

Turnfrofit (3.65) -0.79) (1.02)
-0.0051™ -0.0058" -0.0068"™

SIZE (751) (-851) (-5.67)
0.0565™ 0.0377" 0.1022"

LEV (11.27) (7.45) (11.42)
-0.2549" 00409 -0.1765™

RrOA 18.1) (2.88) (7.02)
-0.0046™ -0.007" -0.0109"™

MIB -6.12) (£9.28) (-822)

Year Include Include Include
Industry Include Include Include
F-Value 24.64™ 9.61™ 13.81™
Adj R-square 0.202 0.0844 0.1206

Obs. 4109 4,109 4109

1) 7 47 1%, 5%, 10% +E0M [elgt
2)#4 o <Table 2>9 58

AN AN

thg-2] (Table 7)& = E} A 7199 o2 A el 25 Hke] REMd RIAE 93-S
AHE Adtolct, WA BF 19 abCFO A5 A#HEW, 8 W<l Turnlosse F(+) AT
BRI FAHE frof O}Zl & A%E YeRth. 9, TumProfit 1% oA BAIH o= f9
g G| ArgS Bk SA2 ﬁﬂﬂ 7190l ¥R AdATEES S7MIA REME gtk

AL ofnjgitt, &, 228 A 7199 B¢ AR SAZ FHEE o vAY 9IS E(@bCFO)

Solee ] A estel. 23 29] W48 A% 2 SHEX) AdkalA, TumLosst

O
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FHY FE B 1% FFolX TAXNLRE fogt Ao yehsitt, ¥k, TumProfit 10% FFolA
Frolek ()] gk ®rk, AA; HFE 7]l ZWEXq H8-& S7IA7IE Aol AE vk, S HgH
1L AFH ves =9 o]de =AY Aol U AT =Y 39 wAd AL

(abPROD) A}oA= TurnLoss®} TurnProfit 25 EA1F o2 Fost A2 H Yt} TurnLosss

10% ol A ()2l AGakE B laL, TumProfite 1% FEollM H(+)9] Alrghs Back, 24

o] Atz Aghd w 7o) AAATIE B AFE Holn, TR HAFE wjr PAArtE 59

ololg A3 Aol Uthe A& AR
webx] FZ2H A 719S R EA4% AFeX=, abCFO, abEXP, abPRODOJ|A]
frefnlgt A3t vEhgon, ol A o] HA; e SR HEkE o 7)ol 9™

TEE, AFH L, ANAUIE v R A REMS s AS el &

ATt

Table 7 AR 7Y Y
83 1 o3 2 23 3
Var abCFo abEXP abPROD
Coeff Coeff Coeff
(t-value) (t-value) (t-value)
Intercent -0.1088™ 0.3802" 0.2547"
P (-3.97) (16.01) (6.07)
Turnl.oss 0.0035 0.0058™ 0.0066"
(1.46) (2.82) (1.84)
. 0.0121™ -0.0036" 0.0151™
TurnProfit (4.9) 1.7) ()
0.0029™ -0.0151™ -0.0116™
SIZE (2.68) (16.36) (-7.15)
0.0624™ 0.0486™ 0.1349™
LEV (12.88) (11.56) (18.19)
-0.2825™ 0.0586™ -0.2345™
rOA (-2879) (6.88) (-15.6)
-0.0002 -0.0108™ -0.0146™
MTB (-0.36) (-19.88) (-15.22)
Year Include Include Include
Industry Include Include Include
F-Value 38.33™ 1472 26.48™
Adj R-square 0.1956 0.082 0.1423
Obs. 6,758 6,758 6,758
2R UL 1%, 5%, 10% S22 Qolgt
F 2)#4 G <Table 2> Y3

3) 7| SH SHAEY M

theo] (Table 8)& WAl HEL tlo = 719e EAT Se2H 248 Ba) AHUA) B3
Agho] REMo| | A% Jgg iR Asfolth, 23 1e] abCFO AvkE AWM, Fa W4l TumLoss
£ W) AFGEE welor], 10 FEAN FAROR FolF Ao Uehith FEUHe] ARm
Ak w 71elo] WY JYVFEES F7IA REMS Fashs 4] 218 AA TumProfi
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= 1% oM AR frod (o] AT Bl SR Hed w) IA) v JPBFEE0
S7h A Bolvh 2y 29| ujAd AT H8(abEXP) A3tellAl=, Turnloss7h 1% FEollAl

F(+H)o] AFaks e Axtz AgE 7o) AFH v8-S Fo o|Yg AT 2AstEE f2lol
U AT 4 Qo vEE TumnProfite SAIHSZ Fo31A] g2 &) AF#kS Uehdo] A=
A 71gde AR wee Bol ololg FlHes AT felol AHoT ax 2hes AN,
23 39] v} AAYI7HabPROD) Aol A+ TurnLosse} TurnProfit =5 EAZ 02 fo3t A=

vebdth, TurnLoss® 5% FEolx F(+)2 AlLahs Bo HAxtz AgE 7o) Artdrte 23st]
o] FFE|E Aol UeS AXFSTE TumProfitol| = 1% FEollA] (+)2] AlFitS Hof Sx=2
Azt 7GolM = AAdNE B8 o)9E 24 ATl dS A

wEha] JAA BES Yoz 7Y9Ee TAIs FE2E Y B A= o thiE 37 Aee}
nlk7FA| 2 abCFO, abEXP, abPROD ®5Follx] f-oulst Ax7} Velydt), o] A2 o] 2zt
A= AgE A V1Yol IHABEE, AT vE, AFAUE vgdH R 883t REMS $-33)
S gelg 4= gltd, 53], abCFO$} abPRODOIA A A A o] 25 Agho] o]e]xA |
FEHAA JERT

Table 8. 7| &4 22{2HY &M

831 o3 2 23 3
Var abCFo abEXP abPROD

Coeff Coeff Coeff
(t-value) (t-value) (t-value)
Intercent 0.0257 0.2294™ 0.1825™

o (1.16) (6.46) (3.28)

Turnloss 0.0053" 0.0044" 0.0068"

(3.02) (2.81) (2.5)
. 0.0109™ -0.0025 0.0121°

TurnProfit (5.62) (-149) (3.91)
-0.0023™ -0.0091" -0.0086™"

SIZE (-2.63) (-6.59) (-3.96)
0.064™ 0.0399" 0.1193™

LEV (13.9) (5.69) (10.61)
-0.2694 0.0454™ -0.2249™"

RrOA (-25.65) (348) (-11.37)
-0.0021" -0.0089"" -0.0129""

MIB (-3.09) (-8.86) (-7.74)

Fixed effect Firm Firm Firm
Year Include Include Include
Industry Include Include Include
R-square 0.194 0.0707 0.1276
Obs. 10,867 10,867 10,867

)2 A 1%, 5%, 10% +70A |2

2 2)¥i4 ol <Table 2>% §%3.
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V., 28
B AT 201345 E 20239714 $7157 9 2AT A 719e ggo s 71ge] 3gad ne A
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B} v]44 ARAAE B o)o)e REE AT Both T4 A% 7Qe PR REME 3
ololg Eelels A% nyow WA AFH vgolE Fold ARE HolH o} AR A
719 urhs REM] #¢lo] thi ke Ao tehdeh, ol 44 4H 84 A-M S4 88 7190

oln] SAA AEE APl AT wiell, AAk A& VdRG o]e] 2 fele] vt & e
A|AFSHEE

¥ QFE AYUA $5 Aol REMA vl 9 AFHoL PIgen Wéw Anol
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