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ARND  SRND  ROA 70 CFO  DEBTR  AGE OC  FORE SIZE
ARND 1

SRND | 0.534™ 1
ROA | 0.110° —0.291
70 | 0218 0.072 0.019 1

CFO | 0.110° —0206™" 0.693™" 0.099 1
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CH 5> AESH AR ME &Y A4t X0

5 s DA (N=130) | #AZ|E(N=107 Xf0| 2A

. ot ot t Value
+1 —0.0120 0.0702 —0.75

N, +2 —0.1440 0.0107 —2477

| Z%0| 9 E e
+3 —0.1468 0.0277 -2.7

- - -

o1 3AH A 0.0934 0.0362 2.03 *

+1 —0.0368 0.0095 —1.68

ufl 2ol e o] +2 —0.0376 0.0422 -277 "

o|dE +3 —0.0619 0.0146 —249 "

3dHE T —0.0389 0.0278 —2627
+1 —0.3972 —0.7532 1.39
P +2 —0.5321 —0.1642 —1.59
+3 —0.5797 —0.3272 —0.93
3dH T —0.2646 —0.3282 0.48

4734
+1 —0.1262 0.2498 —4.51

+2 —0.1004 0.3387 —4.17"

A 7Y AR &
+3 —0.2019 0.2157 —438

3dE T —0.1019 0.3162 —491 ™
+1 —17,720 —10,497 —1.11
=419 +2 —20,812 —8,938 —1.51

HI71R) +3 —35,871 —13,597 —233 "

PR 3dg —34,329 —15,911 —246"
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H 6> L] XE0 OE &Y Z2F4at
Panel A S5 MAEAF =11 o 50| E
AL (N=130) A7 |N=107)
. T+1d T+24 T+34 T+14 T+24 T+34
T AT A5 3|3 AH A5 3|3 AH 5 A5
{t Value) {t Value) (t Value) {t Value) (t Value) {t Value)
Ay —0.6004" —0.5942" —0.8475™ 0.2074 0.1802 0.1767
(—2.42) (—2.17) (—3.21) (0.96) (0.70) 0.71)
RND —0.1310 —0.4831 —0.3477 1.3259™ 1.5599 " 0.9999"
(—0.25) (—0.83) (—0.62) (2.65) (2.62) a.75)
0.2464 0.1006 0.0888 0.4742" 0.0344 0.1795
cro (1.47) (0.55) (0.50) (2.95) (0.18) (0.98)
DEBTR —0.0700 —0.1587 —0.1195 —0.1023 —0.1005 —0.1432
(—0.90) (—1.85) (—1.44) (—1.12) (—0.93) (—1.38)
AGE 0.0024 0.0021 0.0032 —0.0002 —0.0007 —0.0015
(0.95) (0.77) (1.20) (—0.08) (—0.33) (—0.69)
0.2395" 0.1927° 0.1974" —0.0326 —0.0598 —0.0692
oc (2.36) (1.72) (1.83) (—0.32) (—0.50) (—0.60)
0.1572 0.3478" 0.2125 0.2938" 0.3765™ 0.2472
FORE
(0.90) (1.80) (1.14) (1.96) (2.12) (1.45)
SE 0.0283" 0.0364" 0.0426™" |  —0.0089 —0.0060 —0.0069
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The Effect of R&D Cost on Employee Stock

Option Exercises and Operation Profit

Yunsung Koh® - Jinhwon Lee" - Jungmin Yoo "

<{Abstract>

Given to the CEOs, stock option awards are expected to drive managers’ higher performances
and align their interests with the firm value by sharing the ownership together with the
stockholders. Under this concern, we aim to verify the purposeful effect of stock option awards
through the association test between stock option exercises and firm’s R&D expenditures, followed
by corporate long—term performance.

From the empirical results, we find that the firms whose managers already exercised their stock
options show significantly high abnormal R&D expenditures above the industry average. It implies
that the managers put their efforts to increase firm value through the R&D expenditures in order
to exercise their stock options under more favorable conditions. Next, the long—term operating
performances measured via profitability, growth opportunity and productivity are significantly
higher at the following year after the managers exercised their stock options. This result suggests
that the managers who received stock option awards more focus on long—term performances in
their decision making rather than short term performances. Then, we test the impact of managers’
R&D expenditures on the firm’s long—term performance to connect it with stock option exercise
by managers. As a result, we find that the firms which managers exercised their stock options and
their R&D expenditures are above the industry average show significantly larger sales to operating
profit ratio and market to book ratio for the following three years after stock options are
exercised. This tells us that CEO stock option awards provide incentives to rise firms’ long —term
performances, and the managers evidence the effort with the increase of their R&D expenditures.

Against the recent dispute regarding the actual effectiveness and necessity of stock option
awards, our results demonstrate that stock options still show positive impact on the firm
performance, implying stock option systems can still be usefully applied to drive better corporate
long —term performances if they are properly implemented to be goal —directed.

<Key words> Stock option, R&D expenditures, Long—term performance
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