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LAWSUIT A;= Bo+ B1AQ:—1+ B2CRATING, -+ [3BIG4: -1+ B4ROA;—;+ B5ACFO; -,
+ BsLOSSF,—1+ B:MV,—;+ BsLEV:—1+ BoMTB,—;+ 3 10BETA;—;
+ B1/VOL;—;+ B12ISSUE;—;+ B13BOND;—;+ B1.OWNER,—;

+ B15FOR,—;+ B]gGROUPt—1‘|‘Z'[ND+ >YD+ e (2)
A7\X, LAWSUIT, = td% A%7|gold 1, 2284 ¥od ¢
LAWSUIT 4, = td% 312 AFF 259

test variables ; AQ

TotalAQ; -,

A sdE
InnateAQ,—; = t—19%
DiscAQ,-; =t—19%
control variables
CRATING,-; = t— 1%
BIG4,-, =t—1d=
ROA; -, =t-1d=
ACFO, =t—1d=

A4
LOSSF;—; =t-1d=
MV, =t—1d=
LEV,—; =t-1d=
MTB, =t-1d=
BETA,—; =t—1d=
VOL,—; =t-1d=
ISSUE, -, =t 1d%
BOND, -, =t—1d=
OWNER,-; =t—1d%
FOR,—; =t-1d=
GROUP,-; =t—1d%
SIND = Ao
YD = Ad=gn
€ = A3}

Aol i 719

= t— 14 % Francis et al.(2005)2] 3| me} = t—4dFH td7kx] 2

o] gkl T3 2Hak(e )
Francis et al.(2005)] ®F 2]
Francis et al.(2005)2] " 2 waolo] =
7194185
Big 4 A&
Ao 9

5

Y=

ZIgel™ 1, ohd™ 0

o<
=4 2

A 337k
1A ECIEA 7R ol| AR Z2E
FAH &(=FFA/FA2h

A7 AHEL] AE7EA] diH] AR
AAAD AANGRE ] wagt =4 %)
1dzke] FAed 5] it
YRS AAIRE 719ol™ 1, oW 0
AR e 71dold 1, ofW 0
5T AZEEFHA] 23
QFRAFAA}L A&

71938 e ALl 43 7ol 1, ofyd o

%
o=
)9

ek ol At Hue A
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2(1)9] F&HFE LAWSUIT(A %50 )0

~
¢
-

a1, A(2)9] FEHFE LAWSUIT A(LSEY
A = =

t}h o]lE FHHSE Al Y1z AFEA 71945 #HhE HeEo|th B AFE ol 7Y
2% AFE SA57] St 364549 AT =" FNEE AFAZY T4 25
£ 0] 239t LAWSUITE B7] F12 7| ago] AlFZo|H 1, oUW 09 7S 7 & A
Al 4=(indicator variable)?] 1, LAWSUIT A= ©7] F1& 7|d4a$o] A7 7199 &%
oItk LAWSUITS 372 Ay A7o 3} o] 3z AFEed 7Idastts 22
133 3,0 LAWSUIT A9] A% Fuz 3 AFFdd AAdRaE Falo] Z43Ich 4
(HolA F5M4=7F LAWSUITS! Z$-E o] 2318 AAHESGol g, 2] ~E(logistic) 2|74
< o] &atar, )ollA FEWS7E LAWSUIT A% 795 dEHsolng OLS AN S

o]-g-3te] HFgh

AT A @2)0lA #AHFE 25 AQ(EA Y A)olth. AQY] 4 MaAAF Francis
et al.(2005)°] FgE EP 2o me} FEkAd o] H(o]al TotalAQ)Y ol & YHHRE et
B4 Aol A(o]s} InnateAQ)H} A2 LAY M <] (o]} DiscAQ)Z A3t ol& =
A7 Hste] Boy pAAQ] FHRP I AAbs oy 24 gET
E3 2 AT7E InnateAQ9} DiscAQ©] TotalAQ2] T4 84 Eles oA o5 F FALA
A= TotalAQ9} A 71 13 20 tlal] L3 71U & szl o) wpeha qhd
12} 29] 7]diell FF= A Sgde] A(FL2 ZHA el A 9 A waydle] Hyo] v
9L FE FEO o] Fof 2] R g 7|daEe] BVt sA ol AY A%E
o] Z7kstd A(HF 22)dA AW TotalAQ, InnateAQ Z DiscAQ EFE F5W
LAWSUIT E=% LAWSUIT Aol thate] folgt ok(+)] < 71 Aoz dddchs >

ghd, 21(1) 2 2©2)oll nEE FAMEF HallA e 71942 A% 2.2 (determinants)S
HE Ty YA BE S F85te] A AL AAE 2014). ZF 2o 1€
AR E 7941898 (CRATING), ZAHEA(BIGY), 2173(ROA, ACFO, LOSSF), 714
MV), AFTZ(LEV), 734 (MTB), A7 &(BETA, VOL), AHEZZ(ISSUE, BOND), 4
Z(OWNER, FOR, GROUP), 18] A zto] 9} 77| Fol| mE A4 Jgoz
AEIE EA87] Yste] AGEn|(SIND)S} AEER|(ZYD)E RE o F712 1
WSy AE g 58 2(2)9] shdtel HuH Az 2t} o7 E ol g SAlW
A7 oSl dis] A
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7bFsAd 9 712 A0 7|E B R, CRATING(Z1 941 &53))3 LAWSUIT 7t o(+)9]
A7 vepd Ao = o) Ht) BIG4(Big 4 A1 o )= 211 5443 e Wgoltt
AFA F] A8 Big 4 #ARRIC] 1387 @& ZAET U] =& F Utk 12y dHe R
2dI A1z BAE OFE APATES Big 4 RIS 2 IAYEICR A7) &
7} 2o 9ol A u) o] & F(more wealth at risk)7} 21o], 2 AZHo] UE(deep pocket)
s|A I gk A4 Big 4 AAlRle] 237 @& A¢ET &g HA7sES o Eoa
F7 3t (Lennox 1999 ; Khurana and Raman 2004 ; Casey et al. 2011 ; ¥4 & 2005). o]&| g+
et A B, Big 4 7HARIEE olu g} Big 4 7HARI0] HAlele 97719 9Al 719445

FE 7teAol =& F dorm g BIG49 LAWSUIT tel| & 9K(+)2 A7} o] 4FE . ROA
(TRl &), ACFO(F A8 FT 59 W3t % LOSSF(IA 3¢zt &40 AN E)= 7|49
FAAS BASH] 9ste] mg 2o £35S thPittman and Fortin 2004 ; Ge and Kim 2014
). mEA 78T o] GEFE AdAte oz fjle] BE F lenz,
ROA % ACFOE LAWSUITH S(—)2] #AE, LOSSFE LAWSUITH K +)2] TAI7} o3
(EL T A1 2014).

MVZI4TtR) 2 LEV(EFAHI &) e 242 27|22 A7 &= 39
S e & Wolt)h meEbA] Gt et AL 73 S-Ert
7d°] ¥11(Cao and Narayanamoorthy 2014), =3+ F-ajH]&o] =& 7|YgL ©
frolo] =& & 7] W&o MVSF LEV 5% LAWSUITH %K(+)2] #A 7} o4
AVA 8- 2014). MTB(APIARES] 5714 vl A7 = 7149l mlel 8747t
ug, ol& BAsH| Yste] 15 tHAhmed et al. 2008 ; Ge and Kim 2014). =
71940l o]z P9 = E& & JoBE, MTBZ LAWSUIT Frell= H(+)°] @17t 71tk
BETA(AIAIA 9138)9 VOL(FA5 &9 W) 7199 ni9ds ddd dgsolrh o
2hA] BETA 2 VOLS LAWSUITO] thell 9k(+)e] A7} 71thsy, B AT E BETAS
7% LAWSUITH &(—)2] AZE5 Eudt vl gtk S AAA fdo] B2 P A 71dolA 7
12 3 7|4 ade] BT = UERgth ISSUE(Rd5Ate] F)<F BOND(3] AL )
¥ 71l AFEREY Aol e WEEeth AEXE S Y8 FYsAE A 7Y
ol A E Lt 7199 AF olds =Y U] 7] wEoll(Tech et al. 1998 ; 2 &
7} WA 1999), ISSUE 2@ BONDE LAWSUITH 9K(+)9] #A7} oAt o]& AEzdS
Feste 7194 vlE S $A Ko7l gk o]z felo] ZItE7] wjiEe]th

OWNER(H 5 A {&&)9F FOR(Y 7 A FAA}F A &) 72 dddgolm, gy &

ot
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7) B AFE APAF9} o] CRATING W42 NICER 7 B(F)ll A Al Zete 7198552 0] &3
Ao A AAE 2014). ALY A14-5F3 G2, NICEE 7 B (F)ol M 2] 71h445FS 1904
10 Aol 2 AFZEth & 10] 7M & Sl 100] 7H @& Saolth wekal CRATINGS kel
255 7199 Agdo] w1, VAL HC] B2 o= daE 4 glth
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Ix #edo] girk WA} AA-E(2014)2] 7= OWNER 2 FORE= LAWSUIT# f-2] 8k &
EARERE 12319 th GROUP(ZIGHE AlGe] Adoliye 7]
S BASAL 2P HFEAY ] LA o] B F o], o] = QIS
g F glomgmEdyl f4 2013), GROUPSH LAWSUIT 3o o
. LAWSUIT A%} A 7] A= ehx) LAWSUIT#H 22 &£/ o
o} SEAIRE o] 2 gt Ao} FEHS(LAWSUIT, LAWSUIT _A) 7t
d W ZF S ko] IAle A5 o 29 o= Bl

AYPATFES] I VA2 FEAFE rIFoR2 SHsta, IS
L Ft— 1AM o2 =43} tHCao and Narayanamoorthy 2014). ©|ZA] =735
YA el FEHee AT o] WAl AEAATE neE HSEAHRE AlTE E op
g}, ek FEHATe IS RS Ao R S5t Wl Bls] WA/ (endogeneity) A1 E
:54 o

9 4 Qlthe oA 9 th(Jiang 2008).

B o wAdle] A(AQ)S Francis et al.(2005)2] AFREF] 7] Zsle] =H31Th
Francis et al.(2005)8] 9112804l AQE Dechow and Dichev(2002, ©]&} DD)ol|l 2j&j 7|&=
Y2 7]xste] SHETE S DD(2002)9] A= HAN A(AQ)= 7], BV avla A
JHdFEaE dAshe Y-S AAYsta, O ARG S 5 2rEE e Ao 2FEAA
(= AdizghS wade] Ao] ol -&X|(proxy)® AT 2 #ate] BFEHKSS AU
AL E BN A9} dA, a2la vge] dFEES AURE wkdstu glorug, oy
3l A o] Ao =2 Fog FHITh Francis et al.(2005)2 AQE SHE uw] A
DD(2002) &l tiat A= S Eo]7] $138l4 Jones(1991)°llA A}-8-¥ wjZE9e] WHSHAREV)
FIAKHPPE)S 2o F7t2 e’ & %t 53] Francis et al.(2005)
DD(2002) E3l|M 2] AQe W ZF zate] Hujgh tldl 2ate] EFEAAE ol §3ta, &
3 AQE 1 Ul uwiet FEeb] flte] Bk AR 2P S AFelSlth Francis et al.
(2005)°l14 AIME AQS] R3] th59] 2(3)F 247 ZErt

CAr/Ah]: BO+ B]CFOI‘*I/AI*I + BZCFO/AhI + BSCFOHI/Ath + ;84AREV/A;71
+B§PPE¢/At71+ &t (3)

AQ= Bo+ BISIZE, A+ B2 8 (CFO)/A;-1+ 38 (SALE,) + 84OperCycle,
+ BsNeg Earn+ ¢, “)



q71A, C4, =td% 528y ;
CFO—1+1 =t—1, t, t+1d % JFEFo =2 A3 dAF5E;
AREV, =td% wjEde] W},
PPE, =td% FPAL,
A =td&E 7]2SAR
A0, =td% Q) e2RH T8 At BFUA
SIZE, =td% 2] AR FELTS) ;
JCFO), =td= I7A 540 44 39 Iz FY 2TUA,
S(SALE), =td%= A 5o Z2A S wEde ZFAA
OperCycle, =tAx YATEHT7Ie] AAZT 7L
Neg Earn, =tA% ZA 537 HAMADAA GANG 0] o] 0BT} 2 Ao 4
& = zkapg
HoP} 714l digt olAr Rue A

e

21(3)9ll 4] Francis et al.(2005)& 53N S A7), 7] 28]a 27]9] dAIAZFEE, vl
N o] MSHAREV)S @8 AHPPE)S 3]st 22k e)E 4T &, t—4dFE td74A] 2]
S 33 A 5dzHs B8 73 AA(e)d AEAANE TN H(TotalAQ)E =731
Tl EE3 Francis et al.(2005)< Total AQE =22 TAJH o] Z(InnateAQ)Zt Al 4] Tyl o] 2
(DiscAQ)Z #33l7] 3] 2l(4)& o]&3lith = o] A+ Eda dyde] do] 7| L
(SIZE), 998555 ETAHAK S (CFO)), M=l EFHAK S (SALE)), 9 Hc2H71(Oper
Cycle), &=AE 1R = (Neg_Earn)oll we} 2 Etta B 2](3)olA] 4 € TotalAQE TEHHF
2 3 2(4)9] Rd2]L o] &3lo] InnateAQF} DiscAQE Tt Uth

TAA R WA A BA7IEE WEeR H@)e ol8dl A -d=E Jdd FF AT
T FHASFE AE a8 T AA XA 2(4)e] % A (predicted value)S 2Hske] 2}
(residual)E A4t o] W Francis et al.(2005)2] 735 21(4)9] 3|ARYG A dojxl 4] g
o] TotalAQ T ¥27 WAdlo] A(InnateAQ)°I™, 2|(4)ollA Aojzl w7} A A<
A (DiscAQ)e] Bt} ¥ A& InnateAQ Z DiscAQE T-317] &l TotalAQelH 2] %717t}
A2 51321 rolling window AFEE o] 85K th whebA] 21(3) 2 2(4)S E3l Francis
et al.(2005)Z} Zo] AQE F st LAY Aof t§X]= TotalAQ, InnateAQ Z DiscAQ Al
71 S 271 A B3 Ahste] WMgR o] &bttt ZF 829 ate] REHAL F¢
= WAool AAGAQ] Mgl 2] wiitel sl 719l AR Ho] A vk Ao

&2} 8- CH(Francis et al. 2005).

Ll

8) ¥ AT FERYAS NPT vt et o] SHAGTHAFDT /1S4 2011). F F
B =[AKEA - AR ERA - AR FLAFEHE AV 0] F+ AV AL F+AREA I A

o
|Z2FA

>

i

N
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E AFE 200195E 2013971A] A Lol AE e A9 E ddes
theol 24 g e BES A5k

o)

() FEUEQ AAFAN =] TG adel 2L 25T BRY AR shofe] b

(5) 7273 AFE 93] ()] TS2000 tloE o] 2= A tF=F A& A87F Y573 714
(6) N AE&o] J0) 7192 Al
(7) AR SEE s 7192 Al

2 AN EANES f7sdad87Idl, &

2001 dHE] 20139 7k4] (20001 58] 201213714 o1t} 220 (D)ol = 2
ATl ANt F3 Hlwate] AolstER, ol & Attt 21 )9 A BB F
AL sl Yatolty. =1 3)FEH GA = BAd o] &E A8 F '
AFdA 719 a$ #ESd Ase FeU59Y] AAFAIA 2=8(DART System)©] AR L
1 o Rauxe AFARS] F4 9 FAARIY] AR 1A WIS o] ato] FA9S &
3 FHEATEY 7]EF B4 D3 AR EL NICEH 7Y H(5)2] KISVALUE d|o]Ejso] 2~
=25 1 FEL. i, UlFF A 2& AR 49de *JXJ@‘MSSA?J(TH TS2000 Hlo] €]
Hlo] ~E o] &atila, g 24 (6)9] B¢ tFF A&l 0% 719 A7t e A
o2 7] B A AthH £ T 2012) aela 24 (7)01]*1 Apo] 4E 714

1
N
~
rlo
o‘-N
Ipr
e
:L},
e

>,
e
j/},
i
N
HN

9) & AFE Al V9 LeEARE FEUED AATAIA 2T A AR A O] A FAF] T4 XP o
A R FAR SR E VLS R B glste] AFAEe] FAAGA A “adrolghe Thol
= A T, Vdas e " FYERE A= J}OLO}@‘:} S A *i*}ﬂo] 3
T QA E Tttt ol dals A f75Ar19S tde s FE A d, B AT
= 7194l tiste HPATET v A 2 53l 75l i@ & W] E435] g5t Yduz
AFE 25AAE BXoq AgdaalEda A4 2014).
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0

4,9017] 7194/91 Akgel 1, o5 dA= = 7gage] BAPH 7Id(elst 2F571%)2 1,801
A 719/4 AgelH, YA Hla$79E 3,10070 7199/ AR o714 Bl &aE7]

e A
ARHEF719)el ek SA F Hcontrol group) &=, - A= o AHAAT] WHI ol
3ot Az aFAo] AFFolA &2 V9 er A thHATE 5 20125 Edd &
S 2013 ; 9rEA T AAE 2014). 3, 257199 1,801 F 25FHd| B3t gefo] 74
P LS 1,5457) 714/ gt
<#E 1> F29 g afn dxd BEE JERGth 8 Bud o AAEE o=
FES A 287193 HaFrIder Yiro] Eausleh Add £ Bis )M F
SEULE PR R 24T TES FHoE Budlith w3 FolA Akl ¥77]F(Panel
A)e NICER7P E(FF)9] dEF 7oz et

Industry Total sample Lawsuit sample | Non—lawsuit sample
HIETHEE(%)| YET |HEE(%)| YT |WES(%)
A8E AZY 303 6.2% 88 4.9% 215 6.9%
AfAE Az 101 2.1% 23 1.3% 78 2.5%
o) &, ojEdAe] B RIAE Az 18] 2.4% 40 2.2% 78 2.5%
Pz, Fo] B Fo|AFE AZXY 217|  4.4% 44 2.4% 173 5.6%
ﬂ?“”*‘ SgeAl S A=Y 593 | 12.1% 216 | 12.0% 377 12.2%
o7g E4 9 oUE AxY 292 6.0% 83 4.6% 209 6.7%
DFAF D ZHAEAF AY 139  2.8% 31 1.7% 108 3.5%
v 24 SFEAE A2 234 | 4.8% 80 4.4% 154 5.0%
123} 55 Az 426 8.7% 82 4.6% 344 11.1%
AAFE, A, 9, 2% % A 393 | 8.0% 118 6.6% 275 8.9%
Az
A7178m] Az 162| 3.3% 61 3.4% 101 3.3%
718F 71A 2 ] Az 276 | 5.6% 85 4.7% 191 6.2%
A 4 Efde AxY 365  7.4% 109 6.1% 256 8.3%
A1, 7, 7 B 37IERE FE9 109 22% 78 4.3% 31 1.0%
T A9 287 5.9% 263 | 14.6% 24 0.8%
T 2 AEEANS 350 7.1% 154 8.6% 196 6.3%
Eabel 76| 1.6% 39 2.2% 37 1.2%
S5 4 JJrOI 2l =% 104 2.1% 47 2.6% 57 1.8%
AT H] 2~ 356 | 7.3% 160 8.9% 196 6.3%
Total 4901 | 100% | 1,801 | 100% | 3,100 100%
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CE 1> HEQ A I AxYE 22 (AS)
Panel B: 91 2x

Vear Total sample Lawsuit sample Non—lawsuit sample

BlEa = (%) Bl = E(%) Bl =2 (%)
2001 330 6.73% 81 24.5% 249 75.5%
2002 341 6.96% 89 26.1% 252 73.9%
2003 358 7.30% 107 29.9% 251 70.1%
2004 364 7.43% 117 32.1% 247 67.9%
2005 371 7.57% 118 31.8% 253 63.2%
2006 380 7.75% 123 32.4% 257 67.6%
2007 389 7.94% 131 33.7% 258 66.3%
2008 393 8.02% 156 39.7% 237 60.3%
2009 394 8.04% 167 42.4% 227 57.6%
2010 398 8.12% 176 44.2% 222 55.8%
2011 393 8.02% 164 41.7% 229 58.3%
2012 397 8.10% 179 45.1% 218 54.9%
2013 393 8.02% 193 49.1% 200 50.9%
Total 4,901 100.0% 1,801 36.7% 3,100 63.3%

F1) AE T2 NICER7H E(F)2] KISVALUEY] 59 45E &

F2) 257192 I ARSA 25A10] TAE 710l HlaFT]Y
AFEA 2FAo] A &2 7IdEY.

F3) el Bl FAe FEUFE 71T E 24713 2001358 20133704 AR S Sgete] B

i

O
o M HF K

3 2% A e 24 pE
3% A 0 HIAF AxGo] 12.1%2 7MY N
D 34 AZAEI%), AAE, AFE, 99, 3 2 BN ALG6%), AEA
2.0
H

[e}
(73%) 2 Sof 2 AEZ7A(7.1%)904 7% o] Fo=

WA Panel AZ B, AAEE, }
oo
=

e
% 8 otk 287199 B9

s

]

gl de} A2 (7.4%), AEAH] 2~
Hog 2Fo] WErF Eokt)

= O = Panel BE EW, 2001'dFH 200374 AAFE F tiH] &0 &S 742t 24.5%
N 29.9% Alel 2 30% oW o 20043 HE 200837k = 53] F7FE o] 31.8%Cl4
39.7% Atol 2 WFERRtaL, 20099 FE 2013974 = H F7kE o] a1 49.1%¢°] o] 231 Ut} ©]
< %41 AER 245 Ju= g 7|gade] Hat S7iEe Fol& Holx 2 ¢ & Atk
E S0, 20019 % SIHG Y A£57199] 71 20130 o= 19370 2 2.44(=193/817) &7}
E}.

= m K

29‘:’_



<& 2>oll= A9 Bl o] &H Fo W VeSAFe UehIth <E 2>5 BH,
LAWSUIT(&$0] )9 & 03672 R 5 36.7%7F R 3 7]gade] sl =
712871909 173 o)4de] M nE & 2go] AFFo|h10) FAMS: ToalAQESEA A )
o] FHE )L 0.059(0.051)0] 12, o] S H-3) 3t InnateAQ(E-ZA A WA ol o] Ao HiH(E4)
< 0.060(0.058)°]™, DiscAQ(M ZF24 HAH o] Ao H(FAT)S —0.001(—0.007)°] .

(B 2> FREL9 7=

, Total sample (N=4,901)

Varables ! ESTPY e T = th3t
LAWSUIT 0.367 0 0.482 0 1
TotalAQ 0.059 0.051 0.036 0.011 0.188
InnateAQ 0.060 0.058 0.013 0.036 0.102
DiscAQ —0.001 —0.007 0.033 —0.055 0.110
CRATING 5.183 5 1.889 1 10
BIG4 0.601 1 0.490 0 1
ROA 0.032 0.036 0.083 —0.333 0.247
ACFO 0.003 0.002 0.093 —0.282 0.293
LOSSF 0.645 0 0.903 0 3
MV 25.297 25.005 1.687 22.341 30.391
LEV 0.460 0.460 0.191 0.090 0.948
MTB 0.869 0.630 0.769 0.076 4.493
BETA 0.712 0.692 0.346 0.020 1.600
VOL 0.545 0.506 0.206 0.207 1.208
ISSUE 0.084 0 0.277 0 1
BOND 0.234 0 0.424 0 1
OWNER 0.414 0.415 0.163 0.075 0.805
FOR 0.093 0.026 0.139 0 0.654
GROUP 0.880 1 0.325 0 1

10) A9 22 JepfixE gtedl 22)2 F5¥¢ LAWSUIT A(2R$E9)e 3y S+ 42
21.8307 21.8140]31, AARIE FH3l7] Wl ah2 242t 3,024 9 7HA 3 2,976 7k o] T}
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F1) ¥4 A LAWSUIT,=tA % 2571909 1, 282 o™ 0; TotaldQ,-;=t— 1'% Francis et
al.2005)°l] w2} FAR t—4dFH od7A] HA sdze] AA F3 A (e)o FFHAL,
InnateAQ,—;=t—1'A = Francis et al.(2005)°l wig} F3 ¥ 222 wANd] A ; DisedQ,—,=t— 13 %
Francis et al.2005)] we} ¥ A dAYd A ; CRATING, ,=t—19% 7GR L5H ;
BIG4,-;=t—1d % Big 4°17 ZHAPSke™ 1, o)™ 0; RO4,—,=t— 1= FA|dE (=37
0|71 2FAL ; ACFO - =t~ 1% Y9dF35E HE[=(dHddaai—d9ds3s5 )7
Z2F A4 LOSSF, 1=t—1d% A 3dzte] &4 RIx ; MY, =t— 14X 7721 EA %
ZH e AR RIS AFD ; LEV - =t— 19 % FAR&(=FFN/FAL ; MTB-,=t—149% A7|#
ol AR tiu] A AR ; BETA, -, =t—19% AAZ JPRAAZRIeZ 2%); VOL,_,=t—1
UE 137k 25050 BAF; ISSUE, - =t—19E fAZAE AAEE 7oA 1, 12A] go
H 0 ; BOND,—;=t— 1A% ARIE 2get 7]dold 1, 28] o™ 0; OWNER - ,=t—1d% tF
F ABEEFEAYA £ ; FOR - =t— 1= FAFAA A& ; GROUP,-,=t— 1% 7|9H
thl] &3l 1, 2282 gow 09l

F2) FEHFE 7IFo 2 B4V 20015 E 20133714 AEE E38le] Hugh
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THEH5)2 0.032(0.036)2 H(+)9] FA°]1, ACFO(BFAFEES WH)E 0.003(0.002)°
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Lawsuit sample Non—lawsLit sample .
Variables (N=1,801) (N=3,100)
g =95 g 9 t—test | Wilcoxon test

TotalAQ 0.059 0.050 0.059 0.051 —0.22 —121

InnateAQ 0.058 0.055 0.061 0.059 —8.59™ 10347
DiscAQ 0.001 —0.005 —0.002 —0.008 3327 416
CRATING 5.557 6 4.965 5 10.69™ 1035
BIG4 0.748 1 0.516 1 1647 604
ROA 0.025 0.033 0.037 0.039 —4.88"" —4.05"
ACFO 0.002 0.002 0.0003 0.001 0.49 0.23

LOSSF 0.684 0 0.622 0 229" 297"
My 26.185 25.941 24.782 24.647 30.62° 25.34™
LEV 0.516 0.525 0.427 0.424 16.13° 1557
MTB 1.057 0.758 0.760 0.585 13.24™ 10.28™
BETA 0.789 0.781 0.667 0.649 12.007" 11.30™"
VOL 0.535 0.496 0.552 0.514 s oo
ISSUE 0.109 0 0.069 0 482" 481"
BOND 0.394 0 0.142 0 20.96" 20.09™
OWNER 0.395 0.387 0.425 0.429 —621 6.60"
FOR 0.124 0.063 0.075 0.013 12.16™ 16.75™
GROUP 0.906 1 0.865 1 407 126"

F1) W] HoE <F 2>9 2L
F2) FHUFE 1EoR $A7IZE 20019 0E 20139744 AnE B Bt
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wyoo| Wit 7|YAS 210 RRAE HFEA A ABOILE 0183 B

LAWSUIT,= Bo+ B1AQ,—;+ B:CRATING, -+ [33BIG4,—;+ B4ROA,-;+ 854CFO,—,

+ BeLOSSF 1+ B7MVi—1+ BsLEVi—+ BoMIBi—;+ B10BETAi—1+ B11VOL—,
+ B 1ISSUE,—1+ B13BOND,—; + 8 1.OWNER,—; + 815FOR.—; + 816GROUP; -,

+2/IND+3YD+ ¢

(M

Logistic regression
Voot (Dep. variable =LAWSUIT)
ariables

Pred Model 1 Model 2 Model 3

Sign TotalAQ InnateAQ DiscAQ

—18.948 —19.998 —18.478

Intercept ?
(32025 (276.04) (309.26™")

3.696 11.103 3.323

AQ + el il * 113
11.477) 6.20) 8.65)

0.073 0.072 0.079

CRATING + .
(3.13%) (2.97%) (3.60%)

0.393 0.404 0.392

(23.077) (24.30™7) (2293

—2.029 —2.037 —2.001

(11.90 ) (12.01) (11.57 )

—0.023 —0.024 —0.029

ACFO -

(0.00) (0.00) (0.01)

0.178 0.136 0.194

LOSSF +
(9.43") (4.877) (11.18"™)

0.723 0.748 0.710
(315.16™) (296.73") (307.66")

1.863 1.808 1.822

LEV + *okok kKK *okok
(28337) (26.76" ) (27.237)

—0.131 —0.144 —0.115

WB + 3k ok *
4.82) (5.567) (3.82)

—0.458 —0.480 —0.449

BETA + *okok kKK *okok
(11.77 ) (12.84 ) (11.29)

0.047 0.048 0.076

VOL +

(0.03) (0.03) (0.08)

0.259 0.260 0.275

ISSUE + B o
(3.39") (3.41" (3.85™)

0.246 0.250 0.240

(6.287) (6.45") (5.99)
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B3 (4%

Logistic regression
" (Dep. variable =LAWSUIT)
ariables

Pred Model 1 Model 2 Model 3

Sign TotalAQ InnateAQ DiscAQ

—0.794 —0.778 —0.788

(11.48™ (11.06™) (11317

—0.670 —0.652 —0.661

(3.957) (3.76") (3.847)

0.256 0.248 0.254

4.36) 4.07) 4.287)

Az B
(46.03™) (44.60") (44.54")

2149 9 2.173** 2.22*8** 2.201*
(55.18™) (58.14™) (57.46™)

st amy | o |08 e o
(10.61°) (9.26™) (9.44™)

App 2] ? B o o
(15.14™) (13.55") (14.40")

2YD Included Included Included
X 1032.424™ 1027.070"" 1031.523"

Pseudo R’ 0.277 0.277 0.277

N 4,901 4,901 4,901

F1) Wee] Aol < .
72) BELe] $AE 24 ARUEY QAR Wald %),
F3) wn, o, w2 A2 1%, 5%, 10% FEAA FITE ERI(FEAZ).

I3 TotalAQZE Francis et al.(2005)8] WHiol wel o 9HQ FAALAR FESI] A
A= AAHS InnateAQT} DiscAQ =5 LAWSUITO) thell 2+t 5% 1%

A ha
Dol whet 2 dgee] A A FA Yol dr 7L Aol A7) 22 LA

ol
o Ao] ¥ A ohyet 7] AFA B9 do] w2 VddrE 3] v g 7
119]

Aade] TA7FsA0] S7tE = AL on|dit) o3t Ay Ade el 75 2 d e
T aae] Yo #Agle] WA Ho] ol HHO] ESHAo] F
(Francis et al. 2005) 719450 952 7542 2ol 23z 449
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LAWSUIT A;= Bo+ B1AQ:— 1+ B:CRATING, -+ [3BIG4: -1+ B4ROA;—;+ B5ACFO; -,
+ BsLOSSF,—;+ B:MV—1+ BsLEV,—;+ BoMTB:—;+ B10BETA;—;
+ B1VOL,—;+ B12ISSUE;—;+ 8 13BOND,—; + 8 1,O0WNER,—;
+ B1sFOR,—;+ B1sGROUP,—; + SIND+ YD+ & 5

OLS regression
Voot (Dep. variable =LAWSUIT_A)
anavies Pred Mode! 1 Mode! 2 Mode! 3
sign TotalAQ InnateAQ DiscAQ
—1.617 —2.297 —1.029
Intercept ?
(—1.35) (—1.64) (—0.86)
4.539 7.131 4.181
AQ + Aok Aok
@3.11™) (1.27) (2.82"™)
0.111 0.125 0.120
CRATING + i i .
(2.177) (2.427) (2.36™)
—0.250 —0.225 —0.249
BIG4 + i " .
(—2.127) (—1.90) (—2.10)
—0.441 —0.344 —0.392
ROA -
(—0.64) (—0.50) (—0.57)
0.116 0.088 0.101
ACFO -
(0.24) (0.18) 0.21)
0.045 0.030 0.061
LOSSF +
(0.61) (0.39) (0.84)
0.870 0.886 0.853
MV + okok okok skkok
(1936 ) (18.06 ) (18.99 )
1.153 1.016 1.107
(2.68) (2377 (2.58°)
—0.426 —0.426 —0.409
MTB + seokok seokok seokok
(—6.36™) (—6.18™) (—6.147)

14) <& 6>l d3te] 34
Vg =R W

P
T

AL deAE

VIF gro 2 delel) & A3l 23 12E 3707 VIFO)
% CRATINGEE 247} 4.536(23 1), 4.567(2F 2), 4.480(2F 3)o 2 eyt
o A <E 69 AT ABHSty gsFAd 2Ae A48k &t



<H 6> 2hioo] A} 7|9AE 7t9 OLS 3|HEM 21} : A53HE 0|88 22 (HAS)
OLS regression
P (Dep. variable =LAWSUIT_A)
ariables
Pred Model 1 Model 2 Model 3
sign TotalAQ InnateAQ DiscAQ
0.355 0.327 0.358
2.04) (1.87) 2.05)
0.119 0.211 0.169
VOL +
(0.31) (0.53) (0.44)
0.432 0.462 0.450
(2.547) (2.70™) (2.65)
—0.096 —0.109 —0.106
BOND +
(—0.86) (—0.98) (—0.95)
—0.514 —0.466 —0.492
OWNER - . N
(—1.79%) (—1.62) (—1.72%)
—1.603 —1.666 —1.595
(—4.027) (—4.177 (—4.007)
—0.402 —0.429 —0.410
(—2.35) (—2.51) (—2.40)
Az o —0.228 —0.167 —0.208
(—1.14) (—0.84) (—1.05)
243 2 - b 122
(6.59") (7.04™) 6.71°7)
st 2o o 0.140 0.273 0.193
(0.57) (1.12) (0.79)
] 2] o —0.077 —0.007 —0.057
(—0.31) (—0.03) (—0.23)
2YD Included Included Included
F—stat 3224 31.82" 32.15™
Adj. R 0.393 0.390 0.392
N 1,545 1,545 1,545
F1) A, FYe= <E 2> 6}‘%54 2
F2) Toete] A= 24 Ayusd oLse] slAAISY t #hY.
F3) wex, wx, v 212 1%, 5%, 10% ?%OM Folhg VERI(FED).
7Hd 29 BEE WS TotalAQe T5 W LAWSUIT A tiall 1% Tl SAIA4 S
2 Fold el AGatel Uehedth ol A7) Figae] o] YgsE Pold] Huz @
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ol WA 7199 A 2FFde U wre AS on|dith Eo A9 A3 ol
TotalAQE 1 9 FALAZ YF
InnateAQE LAWSUIT Adll thall 9K(+)9] golAwt BAA o7 §93F F30] ol it} b,
DiscAQ= LAWSUIT_Ac°]l thall 1% oA Fogh SR(+)] ko] #ZA=HAT ole 9dA
TotalAQ®} g 719 9] &dad ol H(+)o #AVE Yebwd A T2 A7 Ao o
T2 710 AL & F AUtk A& upe) o] EHA wAd o] AL FxAEA HH ]
EAAS oAk Ajeka] wagole] Ao A H o] Halauiul ohel Aol A ko] x3F
! & | Avb= A9Ae] 7]
HET5H ZEZ] o 7teE + 3
ou@ FauR Aol TG 7|ge] AS olE VI &5 9
Abghet, wabs 7R 2= AL A3 O P8 A T AT T Aelx A" A3}
=2 ey
ol}e] A= 7IgHd &% SHA = EAN AFAF (LG ALEIAR)S FHe
1293} Cao and Narayanamoorthy(2014)2] 2 }¢}
environment)©] &]=¥= ThE T Aol ATA TR Ho] Le VLTS Vg a
TEYo] Axthe & AFA = T FA7IQedA AR Ho] 7P9LFe] T
821 F sl Ak Frk
71el B2l 749 CRATING, BIG4, MV, LEV, MTB, BETA, ISSUE, OWNER, FOR,
GROUP &< LAWSUIT A9 #2ol3 #AZ eyt = CRATING, MV, LEV, BETA,
ISSUE= LAWSUIT Acl tlall <]t <K +)e] #AE, BIG4, MTB, OWNER, FOR, GROUP+=
LAWSUIT Aol thall frelet &(—) #AZ el A <& 5>9F vlwshd tiA 2 I gt
il 2EHETL 25FAe] A9 BIG4, BETA 2 GROUPIA <X 5>9} 2po]S HQIT}
, AW R 32 JehliA = esto, A 40 dgtoz tE Ayuiae

&
e
=)
o2
o
oL
Ko
k=)
Y
(9%
opy
o
923
0%2
8
=
=

g

)
o

3

[«

pL—

| =& CRATING Wol tia] dad] whol wal 2)(1) 2 2l(2) ZFel neld
WHE F CRATINGS THWTRE ota, WA ¥ R5E AT R ot 394&
FH3 &, o] | AEA N dolxl AAK e) S CRATINGS] WG Fo =2 thA st
S8 HFTHMansi et al. 2004 ; Ge and Kim 2014 ; WL 3} Fa&]3 2014). = o] 23}
= CRATING t4l &-&3hd 2(1) 3 2(2)9] B3l ned the Auae o] AA

2] 7 ¥ (orthogonalize) 4184559 o]&o] 7lsslthulEd Falg 2014). <& 5> 2 <i*
o sl 4
%l

e

R

>,

.
2

o o

oy
ru

(=)}

o =
>oll el 2 me 2kakgk gk ol&ste] 7Hd 13 25 AT oAM= <F 5> 9 <F 6>
3

A TotalAQ, InnateAQ, DiscAQE A o2 FAFRF A3t2 Uebyit)

lo
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A= Big 4 AL of F-of] whel,
EAZ 719N 85F9 nAd wel, A E IFRS o F =y HF7|7te] wah A wkgo)

[¢}
A& F7HEA (additional analysis)e] Yo 2 A H 1z} g}
A

A
A AR S AN E ARl FRE ST AAEAA Hel 4 131 29 BBA A
HQ) Whgo] EAS AW B HAATELS Big 4 FAII0] 2 FARACR A

==
2] =215
F7F B 22 SAHQART 2 o] l=(deep pocket) | AHIo| 22 Big 4 3| AW thak
2ol Aol ¥ Ere F30] Al7]E o] $tk(Lennox 1999 ; Khurana and Raman 2004
; Casey et al. 2011 ; A5G & 2005 ). webA & A= Aoz 2] Y7/l
2 AYy 0387 e AR FEs] fote] AAEES THA Big 4 AHARQD of Fof whet
HerE vrol 7Hd 13 20l el Al S Faal Bokrh 1 A3 <E 7>ol YIS o
Aol BAHEAbe} np A 2 e AN S Fds o, AHEBAY TSI AQE
FAo g 9ok 5 ZAs] a3t} Panel Ao Big 4 7HAFS] ®¥-o] A3 Z, Panel Boll&
non—Big 4 7HAIQl FEe] ARE 7H7 Buslla, B 15H 37K A()ellA F58571
LAWSUITS] ZA3lo]1, 23 43E 6744 & 2(2)dllA F4H 47} LAWSUIT A9 ZA3folt}. &
3t 23 17} 4& TotalAQQ A3E, 28 29} 5& InnateAQ2] AH =, 28 33} 62 DiscAQ2)
A3g vro] 24zt Bagtt

<# 7>9 235 2EH, 7Hd 19 gt
¥ 23} Panel B9 non—Big 4 ZHAIQI %

TS LAWSUIT thell #2]3F K(+)e] Alrgrel #2H A a2 & F itk o3 2
B B, S 3E71H0A 9] 7199 4a%S Big 4 ZHARICIY non—Big 4 #AR10] 2R I

H

P71l ARl g ee] Ho] v g 714 adel 72 = YER .
19} 22, 74 20 g 2491 29 458 6744 T DA <H 6>9] FF-o Hlad o dAE
AIE Hol 75 Big 4 A FEEoIT web adwde] 5= Big 4 7413 non
—Big 4 ZHARD & Fhol] ApEA W] Sl= Uebtt. 53] A < 4>014 BIG49}
MV (717t 5) 1l e A

HApEE S)771])0] Heh 27 2 ¢ 7] ks
H O34 ¢ ARt B o] Aat g Tt (+)9] BRG] o FBig b

< Hole Aoz Yyt

N
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N
s
=)
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=41 Z1} 1 :Big 4 vs. non—Big 4 E2

Panel A : Big 4 sample

Logistic regression (N=3040)
(Dep. variable =LAWSUIT)

OLS regression (N=1,199)
(Dep. variable =LAWSUIT_A)

Variabl
VG| g | Model 1 | Model 2 | Model 3 | Model 4 | Model 5 | Model 6
Sign TotalAQ InnateAQ DiscAQ TotalAQ InnateAQ DiscAQ
40 n 3.305 11.958 2.881 5.593 4.080 5.583
(5.46™) (4.087) (3.83) 3.19™) (0.61) (3.12°™)
Control
Included Included Included Included Included Included
variables
Panel B : non—Big 4 sample

Variables

Logistic regression (N=1,661)
(Dep. variable =LAWSUIT)

OLS regression (N=2346)
(Dep. variable =LAWSUIT_A)

Pred Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
sign TotalAQ InnateAQ DiscAQ TotalAQ InnateAQ DiscAQ
40 n 5.191 13.302 4.373 2.933 18.045 1.773
6.41°%) (2.83") (4.46™) 1.07) a.72% (0.64)
Control
. Included Included Included Included Included Included
variables
F1) W] Fele g

<
F2) ot A=

(t Y.

£ 2-9) s}
29 198 (=

4 458 6717)°]

AAGS Wald 7%

F3) wex, w2 A2 1%, 5%, 10% FEAA FelFe Hehd(F5HD).

il RS [¢}
71222 F7]5F(non—investment grade) o5& 183t B oA 2EFFo] ¥ Fr|eF
d (5 A& & A 79EES T el 55 Hausisith kA 2 Ao
= &5w°] 10555 65w57H)H FAsw(GsETH
1872 o] A9l <3 5> 9 <3 6>°f tial 2 Al S F7HE AAEThS
Gl

7}
o] A3}E, Panel Boll& FAbsw< 22

]
i)
i
Ll
A
=3
%
=
AW
iuj
=
32,
o
—J
5

>
3
fr
—t
N
of

ola, AMAA Y HAMTE FHORE FE HusH

<% &9 275 B, UA Panel AF716)e 45 7Hd 13} 29 AN 28 15H 3714

TS TotalAQ, InnateAQ ! DiscAQ - LAWSUITOY thall f-2lat ok(+)e] Alggko]
WEbs s, gt SERFT 2Fad ] A5 2E 45H 6744 TotalAQ 2 DiscAQe ol 3t &

15) QA EEFNN F5FI FAFF] TR AP 2L} 44820149 Wl st



S
o
Lo

(+)2] Al=gko], InnateAQE 2] 3 gho] #Hatw ] ¢F A= oA <F 5> 2 <H
6>2] 7-5-9F IA| gt H&“ﬂ, Panel BEEAISF)2] A= gsL Az} & PR FAH Y
1,2, 4,59 6) 312 wtjo] Atz yehtm Ak 3).10 gaba] Al <X 559 <E 659
A T2 FAGHETDE 218930 = =2 TR 237t vebdS BolErh
aEek HellA] Afolf 9 Adgd BT 28] nA(FI15H vs. FAFG )l wheh A
o A 71Ygag TE AT el FH(H)e TAle AHHA wkgo] Y <E 8] A=
HolFr,

CH 8 FIEAM it 2:FI|52 vs. FASE

Panel A : 7| S&(Speculative grade group)

Logistic regression (N=2,082)
(Dep. variable =LAWSUIT)

OLS regression (N=814)
(Dep. variable =LAWSUIT_A)

Variables
Pred | Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
sign TotalAQ InnateAQ DiscAQ TotalAQ InnateAQ DiscAQ
40 n 7.805 13.533 7.253 5.486 10.251 4.656
(25.69™") | (4.98™) | (21.40™) | (3.03"™) 1.52) (2.55™)
Control
. Included Included Included Included Included Included
variables

Panel B : £XIS=(Investment grade group)

Logistic regression (N=2.819)

OLS regression (N=731)

Variabl (Dep. variable =LAWSUIT) (Dep. variable =LAWSUIT_A)
IS | g | Model 1 | Model 2 | Model 3 | Model 4 | Model 5 | Model 6
Sign TotalAQ InnateAQ DiscAQ TotalAQ InnateAQ DiscAQ
40 n —2.552 6.409 —3.005 1.478 1.744 1.615
(2.28) (0.86) (2.88%) (0.57) 0.17) (0.60)
Control
) Included Included Included Included Included Included
variables

F1) W] Hole <F 2> s 2.

F2) 2EQE FAE 2Y 198 A(RF 47E o) B¢ 74 dus

(t %}1\-)01
73) Ag5H0l 6FE 107 FEFOR, 1PH THE BASFOR BRU(IFAD A4S
2014).

Ty wwn, wx, w2 2F 1%, 5%, 10% FEoA Fol3-E Jepd(FSA9).

16) 28y A3l A DiscAQet LAWSUIT Ztol| S(—)2 A= 10% oA A1 . 2 (marginally)
Uehd Zatets A3 gk 23 1, 2, 4, 5, 69lA= Fol g glo] & #EHA ¥ AR B 1

onle AR F& Ao Btk
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Al WA F7HEA O TFRS o F=9) A37| 7t we} 714 132} 29] H5A el 2 A
ol ykgo] QJEAE dolB 1A}t gt} 20119 % IFRS(EHEA & 2A| 3] A 7)) o Fxge =
W A B W3S 2ttt o 50, Il APdAFEdAM = IFRS 9728 o]
3} vl e A o] F7|7ke] AT o *3"“““ ofle} AA| oA BT AiEUTE FAE H
1% A7 o UTHAHEH 2 ATt 5 2014 ; z}%L 2014 ; ¥4 2015). o=
[FRS £¢] A5 ug} o]2le] A %i}i F2AHE2] %) 237 (information environment)©l] 1 3}
7F = UERTHD) o] ¢} o] A2 I A7]Ee] EYHA wet 7199 o]ele] A Wit
WAool At 7)Y Aado N e ST 1o A E dFe A £ S AeE 7
oh mbd B Ao FrHEA M e AAEES A IFRS 9F = AE7]e 2 vro] <&
5> % <3 6> Az dial AT 2 Ao < 9>o] YERNATE Panel Adll+= IFRS
o =9] o] A717H2001FE 20108 744])2] Z3}Z, Panel Bl & IFRS 2| F5=¢ 0137172011
WERE 2013371A))e] 235 247 Hasigict AW A9 o] BARFE SR W
13T

% 9> A3E B, Panel A(Pre—IFRS 7]ZhollA 238 15 371X] 3 B HS Total AQ,

InnateAQ 2 DiscAQ E5F% LAWSUIT|| thall F2f gt oK(+)9 AlFats, 3 28 45 67}
2] FAH S TotalAQ, InnateAQ 2 DiscAQ =5 LAWSUIT Aol thall fr2let ok(+)<] Al
kel Uebytth. 53] Pre—IFRS 71312 24 54 Ao Z7be gol3t ok(+)e] Azts el
t}. 5hA, Panel B(Post—IFRS 7|ZhellAdE 28 22 Al9jsld Uz JAHLELS FHHp
(LAWSUIT 2 LAWSUIT A)d] thal folat Algho] #awx] RdthEE 1, 3,4, 5 2 6).
w3k 2y 29 AE A <E 5>9 AFe vlastd o ofstd 23S Helth o] AdE
] IFRS 9P =g ez FuaAo] o} jale o] F7I3 ks o] A7)t <& 5> 3 <#
6> Az= o FElg vhgo] UedS & & 3

A 2 Ahgof 9 AgFd BE IFRS
o) F=8) AF 717t uhe} dA A o] Az 7|4 % EE 25Fd 7t 9(+)9] BAE ApEF
o] Bkgo] 9J& W oolg}, <3 5> ¥ <¥ 6>9 A= F2 IFRS £ oA 7|7t 7|18 Al

A9, <& 159 Pancl BY 4% 257199 £E HTAER 248 f Z/h9E Fol2 B9
o} AR B APATAA = IFRS =S o Fiz ol A3} vlmate] wagele] A3t 7))
9 2539 o] ¥+ DAYl ehiAE @steh oleld At ek ol % F shiz
o S-S A7e & 4 vk IFRSO| 232 tE Wl APAFEIA & IFRS =
Q] %

037} oA} A4 ooz EE ARA B B FANNES BusdhAY
2~n O =]

2014 ; A7tk 5 2014 5 SR 5 2014 5 D 2015). mepA BAYe] AL g A7E of
17) o2 01, IFRS2] 9F =) ﬁi}é 43 22 AFE2 IFRS &Y o|FET} o] 37|l A Al 724

7te] FBE7E o] AdE At 743tk Byard et al. 2011 ; Horton et al. 2013).



Ui, 94 Ao wnd Aneh <@ o> ATE
o]ZL AFH o] o] o|ART} Aoz gk

o -+l #AAol FEE How fEEn

9 FIHEM Z1} 3: Pre—IFRS period vs.

of whe w2 AFH o] A3t 7Y

AAAA Azt 2o, IFRS =Y

g

Post—IFRS period

Panel A : Pre—IFRS period (2001 ~2010)

Logistic regression (N=3718)
(Dep. var=LAWSUIT)

OLS regression (N=1,083)
(Dep. var=LAWSUIT_A)

Variables

Pred Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
sign TotalAQ InnateAQ DiscAQ TotalAQ InnateAQ DiscAQ
40 n 5.246 12.072 4.868 5.215 17.893 4.113
16.74°") (6.24™) 13.53™) | G.12™) | .90 | (2.39™)
Control
. Included Included Included Included | Included | Included
variables
Panel B : Post—IFRS period (2011~2013)

Logistic regression (N=1,183)
(Dep. var=LAWSUIT)

OLS regression (N=462)
(Dep. var=LAWSUIT_A)

Variables

MBS | b | Model 1 | Model 2 | Model 3 | Model 4 | Model 5 | Model 6

sign TotalAQ InnateAQ DiscAQ TotalAQ InnateAQ DiscAQ
40 n 0.238 17.198 —1.306 3.283 —6.444 4.047
(0.01) (3.38") (0.23) (1.10) (—0.63) (1.32)

Control

) Included Included Included Included | Included | Included
variables

1) A Foe <
F2) Bt FAE

(r .

23) wen, wn, w2 242 1%, 5%, 10% S Fol8E e

6. \IZE ¥4

QoM e WA= X (sensitivity analysis)] 015_&; UM <H 5> 2 <F 6> I3 =
o] #AE VIR Y8 EUTh dA 9 EA s IS ST w dSUFE S
A3E A7 AHHEgIT - H Francis et al ( OOS)Q AT DA Ho gig 42
25 Zo|1A}b TotalAQ, InnateAQ E DiscAQ S A E o|&3 u] 10899 £SFHs
(decile rank value)Z =743t & A3 v} Qi) mahA] £ o] vtz BN = A9 <
5> 2 <% 6>2] Z3}7} Francis et al.(2005)2] SgoA] o] &4 10E¢] oH¥HTE =33 9

Wl B A G Wald gk
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A& ZAgA 5 AHE 07} gt o] & faiA 2 dFe AT Wi o] #AHE
TotalAQ, InnateAQ, DiscAQ EFE 1039 5 (decile)Z U7 o|F 7P =2 F5El 10, 7
e g 12 3 T o] 1002 o] 3% 8k th(Francis et al. 2005). ©] ©4E o] &3
A= <3 10>o] YRRl Fe] Bura] e kA T3t
CE 10> PIZE 2AZ1: AQE 102919 =flsaHsE S8 8%
Logistic regression (N=4,901) OLS regression (N=1,545)
(Dep. variable =LAWSUIT) (Dep. variable =LAWSUIT_A)
Variables
Pred Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Sign TotalAQ InnateAQ DiscAQ TotalAQ InnateAQ DiscAQ
40 n 0.289 —0.122 0.397 0.556 —0.247 0.565
(4.65") 0.32) 9.59") | (2917 | (—0.85) | (3.30™)
Control
. Included Included Included | Included | Included | Included
variables
F1) ¥ Foe <F 2> sty 22 thik AQ M-S 1059 943 (decile rank value)Z =74 gt
T2) ZEte] X E 2 13Y 372 43E 670x)e] AS 2 AW s AASTY] Wald 3
t .
F3) wx, wx T ZHZE 1%, 5%, 10% Tl o83 JEPA(GSH D).
<¥# 10>9] Z¥= B, 28 [53E 371X 04 #AES F TotalAQ 2 DiscAQS] A3t
<¥ 5> 799 dx)eb, w3 23 47E 671A |4 TotalAQ, InnateAQ, DiscAQS] AT}
<# 6>9] A5 dATE = 5 Utk WA AQE AEH S U4l 1058 s TE S
BFE A <3 5> H <iF 6>9 A= AR A A= e
V . ﬁa %
2 AT AU Id S e R 7] S de] ol 3719 sag AFE 7Idad
DAV 7ol A71E AE AFadl TS nA=AE BAEA T g A
= WA AL FANY] AW ofg} 1 A LR BAA DN A A B4
do] A2 oM E A Egith aga B FUHEA A = B L] Ay 7| ad ke ©
A7t AL T E(Big 4 7HARQ] of Fhyell whak, 4181 @ 2] 1o whe}, IFRS o F=Y HA57]
A=A A= GolH gkt
Aol e AFEe] S AAste TN o] G eE Huz 3 7

=
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<{Abstract>

This study examines the effect of financial reporting uncertainty that is proxied by accruals quality
on a firm’s actual litigation risk. Previous studies define accruals quality as the extent to which
accruals map into last—period, current—period, and next—period operating cash flow realizations
(Dechow and Dichev, 2002 ; Francis et al., 2005). The more accruals are to be converted into
operating cash flows, the easier to forecast firm’s future cash flows, therefore, decrease information
uncertainty. On the contrary, the lower the accrual quality, the higher the uncertainty about
company’s prospects. Managers are likely to disclose accounting information including financial
errors or distortions of future cash flows for firms in high information uncertainty.

Previous studies have considered accruals quality as a proxy variable for information asymmetry
or information risk (Dechow and Dichev, 2002 ; Francis et al., 2005 ; Balakrishnan et al., 2012).
As such, if investors make an investment in companies with low accrual quality, they are likely
to confront financial uncertainty. They may face increasing possibility to file a lawsuit against the
companies. Therefore, we expect that the occurrence of corporate lawsuits (Hypothesis 1) and
amounts of litigation (Hypothesis 2) are higher for the firms with low accrual quality. We
manually collect data about the existence of lawsuits and the amount of litigation from the
footnotes of audit reports. We measure accruals quality (Total AQ) as the standard deviation of
residuals from the regressions relating current accruals to cash flows (Francis et al. 2005). We
also divide the Total AQ into two parts. One is the accruals quality driven by economic
fundamentals (Innate AQ) and the other one driven by management discretion (Discretionary AQ).
The sample of this paper consists of companies listed in the Korea Stock Exchange from 2001 to
2013. We restrict the sample firms for non—financial firms whose fiscal year ends in December.
Final number of sample is 4,901 firm —year observations, of which 1,801 firm —year observations
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(36.7 percent of firms) are under litigation.

The results of empirical analysis are summarized as follows. First, firms with lower accrual
quality have higher possibility of facing lawsuits even after controlling other factors which could
affect the occurrence of corporate lawsuits. Both innate accruals and discretionary accruals affect
the increasing occurrence of corporate lawsuits. Second, firms with lower total accrual quality or
discretionary accrual quality have a significantly higher amount of litigation. However, innate
accrual quality is not significantly related to the amount of litigation. It implies that investors are
not indifferent in making decisions depending on the source of accruals quality. They give greater
weight to the accruals that reflect manager’s opportunistic behavior and information uncertainty
but do not give serious consideration to the accruals of innate fundamentals.

This means that discretionary accrual quality has more important effect on the amount of
litigation than innate accrual quality. Third, when we divide full sample firms into sub—samples
based on the type of Big 4/non—Big 4 auditors, the firms audited by Big 4 auditors face higher
occurrence of litigation and amount of litigation. Fourth, the firms with speculative grade of credit
ratings have stronger relations between accrual quality and litigation than the firms with
investment grade. Fifth, firms observations in pre —IFRS period have more significant relations
between accrual quality and litigation than those in post—IFRS period.

This study has several contributions. It shows there is a systematic relation between the financial
reporting quality proxied by accruals quality and the actual occurrence of litigation. The firms
with low accruals quality face higher incidence of corporate litigation because these firms have
higher information asymmetry and information uncertainty. It suggests that reporting quality as
captured by accruals quality is valuable information for investors. We believe that this study
provide important implications for understanding the characteristics of firms with litigation in
terms of financial reporting quality. As there is growing number of firms with lawsuits in Korea,
findings of this paper will be of interest to practitioners, regulators as well as academicians.

<Key words> Corporate lawsuits, Accruals quality, Innate accrual quality, Discretionary accrual quality,
Financial reporting quality
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