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摘要 

  本研究以台灣 468筆私募增資案，探討應計基礎和實質盈餘管理的決定因素，

及盈餘管理對宣告效果的影響。我們發現當投資人類別分為內部人及外部人時，

於私募增資前一年，兩者的盈餘管理程度有顯著地不同。並發現相較於應計基礎

盈餘管理，實質盈餘管理與宣告效果呈顯著負相關。研究結果顯示與內部人的私

募案相比，外部人的私募案，其盈餘管理程度較低，宣告時市場給予較高的異常

報酬，且盈餘管理會顯著地負向影響宣告時的報酬。 

關鍵字：宣告效果、盈餘管理、投資人類別、私募增資 

Abstract 

  We employ 468 private placements in Taiwan to examine the determinants of 

accrual-based earnings management and real earnings management (REM), as well as 

the impact of earnings management on announcement returns. The results indicate that 

the type of investors affects earnings management prior to private placements. 

Compared with discretionary current accruals (DCA), REM is significantly and

negatively related with announcement returns. Outsider placements are associated with 

lower earnings overstatement and higher announcement returns. Outsider placements 

also exhibit a significantly negative relation between earnings management and 

announcement returns. 

Keywords: Announcement Returns, Earnings Management, Investor Type, Private 

Placement 
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1. Introduction 

Recently, private investment in public equity (PIPE) have become an important 

mechanism to raise fund in the US. Between 1995 and 2006, the number of private 

placements has grown rapidly from US $2 billion to US $ 88 billion (Chen, Dai, and 

Schatzberg, 2010). Based on Sagient Research1, the total amount of capital raised in the 

U.S. PIPE market was US $42.7 billion involving 875 transactions throughout 2016. 

Previous studies find that private placements in contrast to public offerings 

experience positive announcement returns. The well-established explanations are 

monitoring (Wruck, 1989) and certification (Hertzel and Smith, 1993). The former 

demonstrates that the private placements are purchased by active investors, and they 

can monitor managers to use corporate resources efficiently. The latter suggests that 

private placements are purchased by informed investors, and they can verify intrinsic 

value of the firms with severe information asymmetry. 

However, the monitoring and certification hypotheses have been challenged. Barclay, 

Holderness, and Sheehan (2007) argue that main investors in private placements are 

passive investors, and they are not able to monitor the firms. Hence, through private 

placements, the managers can solidify control of the companies, and achieve the 

managerial entrenchment. 

Since Taiwan’s Securities and Exchange Act was amended in 2002, the number of 

private placements have increased in Taiwan. Previous research finds that most private 

placement issuers are small, poor operating, and high firm-specific risk firms (Ma, Yeh, 

and Hsu, 2010; Hung, Shiu and Wei, 2012; Shiu and Wei, 2013). This act makes these 

firms be feasible to access public market, because it is difficult for them to raise capital 

by seasoned equity offerings (SEO). 

                                                      
1 The source for data and analysis to institutions in the private placement markets. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

2 
 

We suppose that, in order to raise fund successfully, these firms offer larger discount 

and managers are motivated to overstate earnings for private placements. Additionally, 

since issuers can target specific investors in private placements, we hypothesize 

whether types of investor affect earnings management or not. We classify private 

placements into two categories, outsider placements and insider placements. For 

earnings manipulation, we argue that managers have two opposite motivations in 

outsider placements, and existing research on this issue remains inconclusive. 

First, outside investors play role in monitoring. Tang (2016) finds that strategic 

investors can monitor the managerial behavior, and reduce the degree of earnings 

management. Due to business relation between firms and strategic investors, they have 

industry knowledge and they know the actual situation of companies. We argue that 

monitor effect of outside investor is stronger than inside investor, because outside 

investors are professional. Therefore, degree of earnings manipulation may be lower in 

outsider placements than insider placements. 

Second, managers have incentives to manipulate earnings in outsider placements. 

Previous studies suggest that managers overstate earnings before public offerings to 

maintain operating performance, to attract investors participating, and to decrease 

financing cost (Toeh, Welch, and Wong, 1998; Cohen and Zarowin, 2010). Additionally, 

research examines earnings management before management buyouts (Wu, 1997; Mao 

and Renneboog, 2015). The results indicate that managers decrease income before 

management buyout. By downward earnings management, managers can save 

acquiring costs if stock price falls. These studies suggest that managers are motivated 

to manipulate earnings for self-interest. Hence, compared to insider placements, 

outsider placements may experience higher degree of upward earnings management. 

We discuss this issue in a sample of 468 private placements, listed and OTC firms 

issued in Taiwan from 2003 to 2013. With Taiwanese data, we are able to recognize the 
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identities of the investors. We classify the private placements into outsider placements 

and insider placements. If purchase of outside investors in one placement exceeds 70% 

of issuing shares, we define it as outsider placement. Other placements are defined as 

insider placements. After the Sarbanes-Oxley Act was enacted, companies changed the 

method of earnings manipulation from accrual-based to real business activities. To 

improve corporate governance, Taiwan introduced independent directors and audit 

committee in 2006. We use both of them to estimate earnings management in this study. 

We find that types of investor can affect managerial behavior in private placement. 

Compared to insider placements, accrual-based (DCA) and real earnings management 

(REM) are lower in outsider placements, and the difference of earnings management 

between outsider and insider only occurs prior to placement. It indicates that outsider 

placements are less likely to overstate earnings before private placements by altering 

discretionary current accruals, manipulating sales, overproducing, and decreasing 

discretionary expenditures. These results imply that outside investors play a role in 

monitoring, and manager are motivated to reduce earnings management preventing 

from investor detecting it and withdrawing placements. 

Furthermore, we examine whether pre-issue earnings management affects 

announcement returns or not. The results show that REM prior to private placement 

significantly negatively influence announcement returns, but DCA does not. For the 

subsamples of outsider and insider placements, REM affects announcement returns to 

varying degrees. The relation between pre-issue REM and announcement returns is 

negative and significant for outsider placement, whereas the relation is insignificant for 

insider placement. We infer that market supposes managers have incentive to overstate 

earnings in outsider placements. Hence, market pays attention to detect earnings 

management and corrects the price at offering announcement. On the contrary, market 

does not suppose that in insider placements.  
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We contribute the existing private placement research on supporting monitoring 

hypothesis by earnings management. There is no previous study investigated the 

earnings management of private placement classified by inside or outside investor. In 

addition, we document relation between earnings management and announcement 

returns. The results support argument that investors can recognize earnings 

management and correct its price at declarations. 

The reminder of this study is organized as follows. Section 2 reviews previous 

literature and hypotheses developed. Section 3 describes the data and methodology used 

in this study. Section 4 is the main empirical results. Section 5 is the robustness check. 

Section 6 provides my conclusion. 

 

2. Literature Review and Hypotheses 

2.1 Private Placements 

Previous research finds that private placements in contrast to public offerings 

experience positive announcement returns. Krishnamurthy, Spindt, Subramaniam, and 

Woidtke (2005) measure a CAR [-1,1] of 1.36% in US from 1983 to 1992. Wruck and 

Wu (2005) report a CAR [-3,0] of 2.02% in US from 1980 to 1999. Wu, Wang, and Yao 

(2005) document a mean CAR [-1,1] of 3.51% for private placement in Hong Kong 

from 1989 to 1997. Shiu and Wei (2003) document a mean CAR [-1,3] of 3.85% in 

Taiwan from 2002 to 2008. 

The well-established explanation for positive announcement abnormal returns are 

monitoring (Wruck, 1989) and certification (Hertzel and Smith, 1993). The former 

demonstrates that the private placements are purchased by active investors, and they 

can monitor managers to use corporate resources efficiently. The latter suggests that 

private placements are purchased by informed investors, and they can verify intrinsic 

value of the firms with severe information asymmetry.  



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

5 
 

Wruck (1989) suggests that the change in firm value is positively correlated with the 

change in ownership concentration from evidence of private placements. Concentrated 

ownership can promote firm value, if the block holders use their vote to oversee 

managerial decision. His sample of private placements coincides with an increase in 

ownership concentration, a reduction in management-controlled holdings, and an 

increase in non-management holdings. The results suggest that the shift to more 

concentrated holdings by non-managements increase firm value. 

Shleifer and Vishny (1986) find that concentrated ownership improves monitoring 

incentives. When a large percentage of new shares is sold to a small number of investors, 

for example private placement, it is expected the effect of monitor. Kahn and Winton 

(1998) suggest that trading restrictions also provide monitoring incentives. Instead of 

selling the stock and walking away, the investors have no alternative but to stay and 

monitor it. In Taiwan, investors purchasing the share of private placement are limited 

to resale in a period of three years. 

Barclay, Holderness, and Sheehan (2007) reexamine private placements with larger 

samples. They suggest that private placements are purchased by passive investors. 

Active investors only exist in 12% of private placements. They find that most investors 

of placements do not join the board, do not participate in firm affairs, and do not 

facilitate acquisitions. The results support more to entrenchment than to monitoring or 

certification, and indicate that managers solidify control of the firm through private 

placements. 

  Chen, Dai, and Schatzberg (2010) present last resort hypothesis. They conjecture that 

firms choose private placements because they cannot process the traditional seasoned 

equity offerings to raise fund. Their results show that firms of private placement have 

weak operating performance and present characteristics consistent with high degree of 

information asymmetry. Therefore, we hypothesize whether managers are motivated to 
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overstate earnings in order to raise fund successfully or not. 

 

2.2 Earnings Management  

Healy and Wahlen (1999) find that there are three motivation of earnings 

management, including: (1) capital market expectation and valuation (2) contracts 

written in terms of accounting numbers (3) antitrust or other government regulation. 

This study focus on capital market motivations. 

Prior research finds that managers may expropriate shareholders by earnings 

management during transaction, for example: purchasing share at lower price in 

management buyout or selling equity at higher price in seasoned equity offering. 

Wu (1997) and Mao and Renneboog (2015) indicate that financial information is 

important for valuation in management buyout and managers have an incentive to 

understate earnings. The manager is motivated by reducing cost of acquisition. Toeh, 

Welch, and Wong (1998) and Cohen and Zarowin (2010) point that manager overstate 

earnings prior to seasoned equity offerings. The managerial motivation is to maintain 

operating performance, to attract investors participating, and to decrease cost of 

financing. 

The amendment of Taiwan’s Securities and Exchange Act was enacted in 2002. The 

act was amend to lower financial constraints for firms with financial distress or poor 

performance. Therefore, most private placement issuers are small, poor operating, and 

high firm-specific risk firms. (Ma, Yeh, and Hsu, 2010; Hung, Shiu, and Wei, 2012). 

Therefore, we argue that the managers have incentive to engage in earnings 

management to deceive external investors who cannot perceive it. 

  As same as seasoned equity offerings motivation to maintain performance and to 

decrease financing cost, we hypothesize that managers are motivated to overstate 

earnings in private placements. 
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Tang (2016) discusses whether strategic or non-strategic investors can influence 

degree of earnings management. The result shows that strategic investors reduce the 

degree of earnings management. Strategic private placements refer to strategic alliance 

partnership with suppliers, customers, and investment institutions. Because of business 

relation between firms and strategic investors, they have industry knowledge and they 

know the actual situation of companies. Therefore, they can effectively monitor the 

earnings manipulation. 

Based on monitoring hypothesis, we hypothesize that outside investors have ability 

to monitor the managerial behavior, because they are professional. For successful 

raising fund, managers reduce degree of earnings management. 

We categorize the private placements, based on type of dominant investors in the 

placement, as follows. We examine the identity of the participating investors by 

matching the names of the directors, managers, and major shareholder from TEJ 

Company database. We classify these private placements as insider placements or 

outsider placements. If purchase of outside investors in a private placement exceeds 

70% of new issuing shares, we define it as outside investor placement. Other 

placements are defined as insider placements. 

Hypothesis 1: Consistent with seasoned equity offerings, managers overstate 

earnings before private placements.  

Hypothesis 2: Compared to inside investors, private placements dominated by 

outside investors are less likely to overstate earnings before private placement. 

 

2.3 Earnings Management and Announcement Returns 

  Louis (2004) examines the market’s efficiency in earnings manipulation and 

provides an explanation for the post-merger underperformance. When the event 

window is from 21 trading days before to 1 trading day after the announcement, there 
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is significantly negative correlation between the discretionary accrual and 

announcement returns. The result shows that negative announcement returns by 

acquiring firms is partly attributable to the earnings management. 

  Shivakumar (2000) models earnings manipulation before equity offerings as the 

outcome of a rational expectations model. The result suggests that investors recognize 

and undo the effects of such earnings management, as evidenced by a negative relation 

between pre-issue earnings management and announcement returns. It is not consistent 

with Teoh et al (1998), who demonstrate that investors are unable to perceive earnings 

management causing long-term stock underperformance. 

  According to the result of above studies, we hypothesize that the announcement 

returns of private placement is affected by earnings management and relation is 

negative.  

Hypothesis 3: Earnings management prior to a private placement is negatively 

related with announcement returns. 

 

3. Methodology and Sample 

3.1 Sample Formation 

The data comprises listed and OTC companies that issued private placements in 

Taiwan from 2003 to 2013. We select private placement sample from Taiwan Economic 

Journal database. Criteria for the sample are: (a) firms that issued common stocks 

through private placements; (b) firms in financial services are excluded because of 

characteristics and regulations; (c) firms that issued multiple private placements during 

study period, we only select first private placement per year. This process leaves a final 

sample of 468 private placements. Table 1 displays the distribution of sample. Panel A 

reports the frequency of the sample companies by year. Panel B reports the frequency 

of sample companies by industry. 
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3.2 Earnings Management Variables 

3.2.1 Accrual - Based Earnings Management 

We follow the Modified-Jones model with ROA. To eliminate the size effect, this 

study deflates the DCA by lagged assets. The model for estimating discretionary current 

accruals is based on the following equation (1) to estimate the regression coefficients 

by industry and year.  

 

𝐶𝐴𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 = 𝑘1 

1

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 + 𝑘2 

(∆𝑆𝑎𝑙𝑒𝑠𝑖,𝑡 − ∆𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑖,𝑡)

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
  

+ 𝑘3 𝑅𝑂𝐴𝑖,𝑡 + 𝜀𝑖,𝑡                                (1) 

, where CAi,t refers to current accruals defined as CAi,t = [∆Current asseti,t - ∆Cashi,t - 

(∆ Current liabilitiesi,t - ∆ Current maturity of long-term debti,t)]; ∆ Current asseti,t 

denotes the change in current assets; ∆Cashi,t represents the change in cash and cash 

equivalents; ∆Current maturity of long-term debti,t denotes to the change in current 

maturities of long-term debt; ∆ Salesi,t is the change in net sales; ∆ Receivablei,t 

represents the change in accounts receivable; ROAi,t represents the return on asset; 

Asseti,t-1 denotes a firm’s asset in the previous year. 

The coefficient estimates from Equation (1) are used to calculate the 

nondiscretionary current accruals (NDCA). 

 

𝑁𝐷𝐶𝐴𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 = k̂1 

1

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 + k̂2 

(∆𝑆𝑎𝑙𝑒𝑠𝑖,𝑡 − ∆𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑖,𝑡)

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 

+ k̂3 𝑅𝑂𝐴𝑖,𝑡                                           (2) 

, where NDCAi,t is a firm’s nondiscretionary current accruals. 

Finally, the year-end discretionary current accrual (DCA) before a private placement 

is obtained by subtracting nondiscretionary current accruals (NDCA) from current 

accruals (CA). 
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𝐷𝐶𝐴𝑖,𝑡  = 
𝐶𝐴𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
  - 

𝑁𝐷𝐶𝐴𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
                          (3) 

, where DCAi,t refers to a firm’s discretionary current accrual.  

 

3.2.2 Real Earnings Management 

We use the following three measures to detect which private placement firms 

manipulate earnings through real activities (Roychowdhury, 2006). 

(1) Sales manipulation. Managers attempt to increase revenue temporarily by price 

discount or relaxing credit constraint. However, the sales is not sustainable, when 

discount is not offered or credit policy become stringent. 

(2) Overproduce to report lower cost of goods sold. Managers can manufacture more 

products than necessary. As long as decreased average fixed cost is not offset by 

increased marginal cost, total unit cost declines. 

(3) Reduction of discretionary expenditure. Managers may reduce discretionary 

expenditures, which are defined as R&D expense, adverting expense, and SG&A 

expense. Reducing these expenditures does not decrease sales immediately. Therefore, 

managers can overstate current earnings by this method. 

This study refers to the model developed by Dechow, Kothari, and Watts (1998) to 

calculate normal operating cash flow, production cost, and discretionary expenditure. 

Abnormal operating cash flow, production cost, and discretionary expenditure are that 

actual one subtract normal one, and divided by lagged assets to eliminate the size effect. 

The method is described as follows.  

(1) Abnormal Operating Cash Flows: Following Dechow et al. (1998), we express 

normal cash flow from operations as a linear function of sales in the current period.  



𝐶𝐹𝑂𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
𝑘1 

1

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 + 𝑘2 

𝑆𝑎𝑙𝑒𝑠𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 + 𝑘3 

∆𝑆𝑎𝑙𝑒𝑠𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 + 𝜀𝑖,𝑡  (4)
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, where CFOi,t is the operating cash flows during the period t. 

For every firm-year, abnormal operating cash flow is subtracting normal CFO, which 

is estimated coefficients from industry-year model, from actual CFO. 

(2) Abnormal Production Cost: Following Dechow et al. (1998), we model COGS as 

a linear function of contemporaneous sales and model inventory growth as a linear 

function of contemporaneous sales and lagged change in sales. 

 

𝐶𝑂𝐺𝑆𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 = 𝑘1 

1

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
  + 𝑘2 

𝑆𝑎𝑙𝑒𝑠𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
  + 𝜀𝑖,𝑡                  (5) 

∆𝐼𝑁𝑉𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 = 𝑘1 

1

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 + 𝑘2 

∆𝑆𝑎𝑙𝑒𝑠𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 + 𝑘3 

∆𝑆𝑎𝑙𝑒𝑠𝑖,𝑡−1

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 + 𝜀𝑖,𝑡  (6) 

This study defines production costs as the sum of cost of goods sold (COGS) and 

change in inventories (∆INV). We use the Equation (7) to estimate the normal level of 

production cost.  

 

𝑃𝑅𝑂𝐷𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 = 𝑘1 

1

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 + 𝑘2 

𝑆𝑎𝑙𝑒𝑠𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
  + 𝑘3 

∆𝑆𝑎𝑙𝑒𝑠𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
  

+ 𝑘4 
∆𝑆𝑎𝑙𝑒𝑠𝑖,𝑡−1

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 + 𝜀𝑖,𝑡                        (7) 

, where PRODi,t is the production cost during the period t. 

(3) Abnormal Discretionary Expenditures: Following Roychowdhury (2006), use 

lagged sales to calculate normal discretionary expenditures.  

 

𝐷𝐼𝑆𝑋𝑖,𝑡

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
 =𝑘1 

1

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
  + 𝑘2 

𝑆𝑎𝑙𝑒𝑠𝑖,𝑡−1

𝐴𝑠𝑠𝑒𝑡𝑖,𝑡−1
  + 𝜀𝑖,𝑡                 (8) 

, where DISXit is the discretionary expenditures during the period t. 

In order to capture the overall effect of real earnings management, we combine the 

three individual measures to form two aggregate variables REM1 and REM2. This 

study multiplies abnormal discretionary expenditures by (-1) and add it to abnormal 
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production cost to get first measure REM1. Similarly, multiplies both abnormal 

operating cash flows and abnormal discretionary expenditures by (-1) and aggregate 

them to get second measure REM2. At a given sales, firms adjust real business activities 

to overstate earnings is likely to have following features: (1) low ABCFO, (2) high 

ABPROD, (3) low ABDISX, (4) high REM1, or (5) high REM2. 

 

REM1 = ABPROD + ABDISX × (-1)                                (9) 

REM2 = ABCFO × (-1) + ABDISX × (-1)                          (10) 

 

3.3 Control Variables 

3.3.1 Debt Ratio (Debt) 

According to Minton et al (1999), a firm with high debt ratio is more likely to 

manipulate earnings upward through discretionary accruals to meet covenant 

requirements and maintain company’s credit rate. Thus, the debt ratio should be 

controlled.  

𝐷𝑒𝑏𝑡 = 
𝑇𝑜𝑡𝑎𝑙 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑦

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡
 

 

3.3.2 Growth (BM) 

Book to market ratio is defined as dividing book value of equity by market value. 

This variable captures company’s growth. Thus, this study includes the book-to-market 

ratio to control the influence of growth opportunities on earnings manipulation.  

 

3.3.3 Firm Size (SIZE) 

We use natural logarithm of market value to estimate SIZE. We predict that there is 

a negative relation between firm size and earnings management, since small firms have 

higher information asymmetry.  
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3.3.4 Profitability (ROA) 

ROA is defined as dividing net income by asset. This variable captures company’s 

profitability.  

𝑅𝑂𝐴 = 
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝐴𝑠𝑠𝑒𝑡
 

 

3.3.5 Fraction Placed (Fraction) 

  Fraction placed is the percentage of new offering shares relative to the total shares 

outstanding before the private placement.  

𝐹𝑟𝑎𝑐𝑡𝑖𝑜𝑛 = 
𝑁𝑒𝑤 𝐼𝑠𝑠𝑢𝑖𝑛𝑔 𝑆ℎ𝑎𝑟𝑒𝑠

𝑂𝑢𝑡𝑠𝑡𝑎𝑛𝑑𝑖𝑛𝑔 𝑆ℎ𝑎𝑟𝑒𝑠
 

 

3.3.6 Controlling Ownership (Controlling) 

  Controlling Ownership is that the percentage of outstanding shares controlling 

shareholders owned prior to private placement. 

 

3.3.7 Prior Returns (Prior) 

  Prior returns is firm’s daily stock returns prior to private placement, and is measured 

by CAR [-240, -11]. The market model is estimated in the period from day -120 through 

day -11 by regressing the firm’s daily returns on the market returns. 

 

3.4 Multiple Regression 

We hypothesize whether types of investors influence earnings management or not. 

Thus, we use multiple regression analysis to explain that earnings management can be 

attributed to types of investor. Besides, we employ Fixed Effect Model to control yearly 

difference by setting year dummies. The regression model Equation (9) is shown below: 

EM = β0 + β1 Type + β2 Debt + β3 BM + β4 SIZE + β5 ROA + β6 LagEM 

+ ∑ 𝛾10
𝑛=1 Year Dummyn + ϵt                                (9) 

, where EM refers DCA or REM variables before a private placement, including 
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ABCFO, ABPROD, ABDISX, REM1 and REM2. Type is a dummy variable. It is equal 

to one if purchase of outside investors in one private placement exceeds 70% of new 

issuing shares. Otherwise, it is equal to zero. LagEM represents the previous DCA and 

REM variables.  

We further adopt DCA and REM variables to discuss the influence of earnings 

management on the announcement returns of private placement. The model is 

expressed is Equation (10). 

CAR = β0 + β1 EM + β2 Fraction + β3 Controlling + β4 BM + β5 Size 

+ β6 Prior + ∑ 𝛾10
𝑛=1 Year Dummyn + ϵt                       (10) 

, where CAR is cumulative abnormal returns, EM refers to DCA or REM variables prior 

to a private placement, including ABCFO, ABPROD, ABDISX, REM1 and REM2. 

We predict that DCA and REM prior to a private placement negatively influence 

announcement returns. The controlling variables are mentioned in 3.3. 

 

3.5 Announcement Returns 

  We employ the market model to calculate the announcement returns of private 

placement.  

R̂i,t = α̂ + β̂ Rmt                                                  (11) 

, where R̂i,t denotes the expected daily returns of stock i on date t; Rm,t denotes the daily 

market returns on date t. 

The abnormal returns (AR) is calculated by subtracting actual returns by expected 

returns. 

ARi,t = Ri,t - R̂i,t                                                  (12) 

, where Ri,t is the actual daily returns of stock i on date t. 

The market model is estimated in the period from day -120 through day -11 by 

regressing the firm’s daily returns on the market returns. Following Shiu and Wei 
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(2013), we employ two event windows to calculate market reaction to the 

announcement of private placements: CAR [-1,3] and CAR [-1,10].  

 

4. Empirical Results 

4.1 Descriptive Statistics 

Table 2 shows the descriptive statistics for sampled firms before private placements. 

Panel A reports descriptive statistics for the earnings management. The mean of DCA, 

REM1, and REM2 are negative and significant. It is not consistent with result of 

seasoned equity offerings. Teoh, Welch, and Wong (1998) and Cohen and Zarowin 

(2010) find that earnings management prior to seasoned equity offerings is positive and 

significant. 

There are two possible explanations why the earnings management prior to private 

placement is negative: (1) before participating private placements, professional 

investors process due diligence and they can detect earnings manipulation (2) it is the 

last resort for private placement firms to access public capital. Hence, managers are 

motivated to decrease degree of earnings management preventing from invertors 

detecting it and walking away.  

  Panel B represents descriptive statistics for the firm characteristics. The market 

capitalization of the average offering firm is NT$ 3,022 million (median NT$ 699) and 

the ROA is -13.9% (median -6.9%). The mean (median) debt ratio is 14.2% (10.3%), 

and the mean (median) book to market ratio is 1.011 (0.793), and the mean (median) 

ownership of the controlling shareholders is 25.2% (20.5%). Panel C reports descriptive 

statistics for the deal. The mean gross proceeds is NT$ 443 million, with a median of 

NT$ 134 million. The mean of fraction is 37.2% (median 18.5%). The mean discount 

of the private placement sold at is 8.1% (median 18.1%). 

Panel D represents the summary statistics for the placements classified by the types 
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of investor. It indicates that the issuers of placements sold to outside investors have the 

insignificantly larger market capitalization, insignificantly larger gross proceeds, and 

significantly higher fraction of new shares issued. Besides, there is the significantly 

lower degree of earnings management and significantly higher discount rate in outsider 

placements. It suggests that the managers undertake these approaches to attract outside 

investors. 

Table 3 shows the earnings management of sample firms during three years before 

and after private placements. We find that earnings management of private placement 

is negative before placements and reverses after the placements. It indicates that, in 

order to raise capital successfully, managers are motivated to reduce degree of earnings 

management preventing from invertors’ detecting it and walking away. After 

placements, the motivation disappears.  

  Participants of private placements are not limited to existing shareholders and issuers 

can target investors. We argue whether different types of investor affect the managerial 

behavior or not. Hence, we conduct the independent two-sample t-test. Table 4 presents 

difference of earnings management classified by the type of investor during three years 

before and after private placements. 

The result points that actual-based earnings management significantly different only 

occurs in proceeding year of offerings. It indicates that the difference is influenced by 

private placements, and the degree of earnings manipulation is lower in outsider 

placements. In addition, most of REM variables are significantly different occurs in 

proceeding year of offerings, and it points the same conclusion with DCA. 

 

4.2 Determinants of Earnings management of Private Placements 

We conjecture that earnings management could be attributed to the types of investors. 

Therefore, we conduct multiple regression analysis to control related variables, and to 
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see the direct relation between all sort of earnings management and types of investor. 

Table 5 presents the regression results for the factors influencing the earnings 

management activities of private placement. In this table, Type correlates significantly 

and negatively with DCA, REM1, and REM2, and correlates significantly and 

positively with ABDISX. Although it is not significant, Type correlates negatively with 

ABPROD, and correlates positively with ABCFO. 

These results imply that outside investors play a role in monitoring firms’ activities, 

and manager are motivated to decrease degree of earnings management preventing from 

investor detecting it and withdrawing placements. Therefore, outsider placements are 

less likely to use accrual-based earnings management or REM to manipulate their 

financial reports. The result supports Hypothesis 2. 

  Debt has a significantly positive influence on ABPROD, REM1, and REM2, and 

significantly negative influence on ABCFO and ABDISX. The results indicate that 

firms with high debt ratio are likely to engage real earnings management to meet 

covenant requirements and to maintain company’s credit rate. It is consistent with 

Dechow, Sloan, and Sweeney (1996) and Minton et al (1999).  

  The variables ABCFO, ABPROD, and REM1 of previous periods is significantly and 

negatively related to those for current periods. The results imply that managers, who 

engage REM will continue to manipulate financial reports. 

 

4.3 Announcement Effect 

  We employ the market model to calculate the announcement abnormal returns of 

private placement. Following Shiu and Wei (2013), we employ two event windows to 

calculate market reaction to the private placements: CAR [-1,3] and CAR [-1,10]. As 

report in Panel A of Table 6, the mean (median) CAR [-1,3] for placements is 5.39% 

(2.42%), and the mean (median) CAR [-1,10] is 9.63% (4.07%). All of these abnormal 
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returns are significant. The result is consistent with previous research (Shiu and Wei, 

2013). Classified by types of investor, mean CAR [-1,3] and CAR [-1,10] for outsider 

placements is significantly greater than insider placements. It indicates that market 

reaction for outside investor is more positive. 

Panel B shows that regression results for the factors influencing the announcement 

returns of private placements. Type of investor correlates significantly and positively 

with CAR [-1,3] and CAR [-1,10]. It indicates that announcement abnormal returns of 

outsider placements are higher than insider placements. Based on monitoring 

hypothesis, it suggests that monitor effect of outside investor is great than inside 

investor. 

We find that placements with higher fraction placed and prior returns experience 

higher CAR. It implies that market react positively for more share issued in placements 

and past returns. With higher controlling ownership and lager market capitalization, 

placements experience lower CAR. It indicates that market react negatively for higher 

ownership of controlling shareholder and big companies. 

 

4.4 Influence of Earnings management on Announcement Returns 

We conduct multiple regression analysis to control related variables, and to see the 

relation between announcement returns and earnings management. Table 7 represents 

the influence of pre-placement DCA and REM on the announcement returns of two 

event windows [-1,3] and [-1,10]. According to this table, the coefficient of DCA is 

negative but insignificant. However, REM1 and REM2 have a negative influence on 

announcement returns. These results imply that investors can recognize and undo the 

effects of real earnings management, and it is consistent with Shivakumar (2000) and 

Louis (2004), who demonstrate that announcement returns is partly attributable to the 

earnings management. The result supports Hypothesis 3. 
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To understand the influence of investor type on those results, the sample is further 

divided into insider placement and outsider placement. 

Table 8 presents the regression analysis of the influence of the earnings management 

activities on announcement returns for insider placements. Most of earnings 

management variables are insignificant. For insider placements, only ABCFO 

correlates significantly and negatively with CAR [-1,3]. It implies that market reaction 

is rarely attributed to earnings management for insider placements.  

  Table 9 shows that the coefficient of DCA for outsider placements is not significant. 

The coefficient of REM variables and aggregate REM variables are significant and 

negative with CAR [-1,3]. For event window [-1,10], aggregate REM variables 

correlates significantly and negatively with announcement returns. The results imply 

that investors can recognize and undo the effects of real earnings management in 

outsider placements. 

In summary, DCA and various REM variables have different influence on the 

announcement returns of private placements. Specifically, the pre-issue REM has a 

significant negative influence on the announcement returns only for outsider 

placements. For insider placements, pre-offer REM and accrual-based earnings 

management exert insignificantly negative influence on announcement returns.  

  The explanation of different reaction is that market believes firms have incentive to 

overstate earnings prior to placements of outsider placements. Hence, market pays more 

attention to detect earnings management and corrects the price at offering 

announcement. On the contrary, market pays less attention in insider placements, since 

market believes the managers are not motivated to manipulate earnings. Therefore, the 

relation between earnings management and announcement abnormal returns is 

insignificant. 
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5. Robustness Checks 

5.1 Influence of Industry on Pre-Issue Earnings Management 

Since half of sample is electronic industry, it might argue that the types of investor 

only influence earnings management of private placements in electronic industry. 

Hence, we conduct robustness tests to examine whether the relation only exists in 

electronic industry or not. We divide sample into electronic and non-electronic 

placements. Interestingly, Table 10 and Table 11 show that types of investor have 

different influence on accrual-based earnings management and REM in electronic and 

non-electronic placements.  

  Table 10 reports that types of investor significantly correlate with REM. It indicates 

that, for electronic industry, degree of REM is reduced in outsider placements. Table11 

shows that types of investor significantly correlate with accrual-based earnings 

management. It implies that, for non-electronic industry, accrual-based earnings 

management is reduced in outsider placements. 

  In summary, types of investor affects earnings management in electronic and non-

electronic industry, but sort of earnings management is different.  

 

5.2 Influence of Strategic Investor on Earnings Management and 

Announcement Returns 

  Prior research finds that strategic investors can reduce earnings management of 

private placements. To control the influence of strategic investors, we categorize the 

private placements into strategic, outsider, and insider. If the deal’s announcement 

states that the offering shares are sold to strategic investors, they are defined as strategic 

placements (137 placements or 29.27% of our sample). Other placements are classified 

into outsider (126 or 26.92% of our sample) and insider (205 or 43.80% of our sample). 

The method to categorize deals into insider and outsider is explained in 3.4.  
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  Table 12 shows the descriptive statistics classified by the type of investors. Table 13 

reports the results of the robustness test. In the table, Outside correlates significantly 

and negatively with DCA and REM2. It implies that outside investor still can affect 

earnings management when we control strategic placements. Compared with Strategic, 

coefficient of Outside is not only more statistically significant but also more 

economically significant. It indicates that influence of outsider on earnings 

manipulation is stronger than strategic.  

  Table 14 shows that announcement returns of private placement classified by investor 

type. According to the table, Outside correlates significantly and positively with CAR 

[-1,3] and CAR [-1,10]. It indicates that outside investor still can influence 

announcement returns when we control strategic placements. Compared to Strategic, 

coefficient of Outside is not only more statistically significant but also more 

economically significant. Based on monitor hypothesis, the results suggest that the 

monitor effect of outsider is greater than strategic investor.  

  In summary, even we control strategic investor, the results of this study are still robust.  

 

6. Conclusion 

We use 468 private placements that took place in Taiwan. With accrual-based and 

real activities earnings manipulation, we shed lights on the relation between types of 

investor and earnings management. The results indicate that placements dominated by 

outside investors have lower degree of earnings management. Since professional 

investors would undertake due diligence prior to placements, managers are motivated 

to reduce degree of earnings management in order to raise capital successfully. It is 

consistent with monitoring hypotheses (Wruck, 1989). 

  Furthermore, we find a negative relation between pre-issue REM earnings 
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management and post-issue announcement returns in private placements. The results 

from the subsamples of insider and outsider presents that the relation between REM 

prior to placements and post-issue announcement returns is negative and significant for 

outside investor, whereas the relationship is insignificant for inside investors.  

  We provide new evidence on earnings management of private placements, and 

understand earnings management activities and managerial motivation. Besides, the 

results suggest that market can detect earnings management, and correct the price at 

offering announcement. It is an evidence to support market efficiency theory. 
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Table 1. Distribution of the Private Placements by Industry and Year 

The sample consists 468 private placements of Taiwanese listed or OTC from 2003 to 

2013. Panel A presents the frequency distribution of sample firms by year. Panel B 

presents the frequency distribution of sample firms by industry. 

Panel A. Time distribution 

Year Frequency % of Sample 

2003 1 0.21% 

2004 3 0.64% 

2005 32 6.84% 

2006 66 14.10% 

2007 58 12.39% 

2008 58 12.39% 

2009 80 17.09% 

2010 52 11.11% 

2011 38 8.12% 

2012 37 7.91% 

2013 43 9.19% 

Total 468 100% 

Panel B. Industry distribution 

Industry Frequency % of Sample 

Electronic 238 50.85% 

Building Material and Construction 56 11.97% 

Biotechnology and Medical Care 22 4.70% 

Electric Machinery 21 4.49% 

Trade and Grocery 21 4.49% 

Textile 20 4.27% 

Iron and Steel 11 2.35% 

Sightseeing 8 1.71% 

Chemical 6 1.28% 

Other 65 13.89% 

Total 468 100% 
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Table 2. Descriptive Statistics of the Firms Prior to Private Placement 

The sample consists 468 private placements of Taiwanese listed or OTC from 2003 to 

2013. Panel A reports descriptive statistics for the earnings management. DCA is 

discretionary current accrual following the Modified-Jones model with ROA. ABCFO 

is the abnormal operating cash flow. ABPROD is the abnormal production cost. 

ABDISX is the abnormal discretionary expenditures. REM1 is the aggregate REM 

variable (ABPROD + ABDISX x (-1)). REM2 is the aggregate REM variable (ABCFO 

x (-1) + ABDISX x (-1)). Panel B reports descriptive statistics for the firm 

characteristics. Mkt is the market value. ROA is the return on assets. Debt is the debt 

ratio. BM is the book-to-market ratio. Ownership is the ownership of controlling family 

before the deal. Panel C reports descriptive statistics for the deal. Proceeds is the 

amount of the deal. Fraction is the fraction of the issued shares relative to outstanding 

shares before the deal. Discount is calculated as the (P1-P0)/P1, where P0 is the offering 

price and P1 is the market price. Panel D reports descriptive statistics for the placement 

classified by the Types of Investor. 

 Mean Median Std. Dev. 

Panel A. Descriptive Statistics for the Earnings Management 

DCA -0.020 -0.006 0.205 

ABCFO 0.001 0.011 0.235 

ABPROD -0.018 -0.011 0.450 

ABDISX 0.075 0.042 0.355 

REM1 -0.093 -0.063 0.598 

REM2 -0.076 -0.047 0.433 

Panel B. Descriptive Statistics for the Firm Characteristics 

Mkt (million) 3,022 699 12,718 

ROA  -0.139 -0.069 0.266 

Debt 0.537 0.554 0.226 

BM 1.011 0.793 0.845 

Ownership 0.252 0.205 0.185 

Panel C. Descriptive Statistics for the Deal 

Proceeds (million) 443 134 1,724 

Fraction  0.372 0.185 0.678 

Discount  0.081 0.200 1.503 
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Table 2. (Continued) 

Panel. D Descriptive Statistics Classified by the Types of Investor 

 Outside Investor Inside Investor Difference 

Number of Placement 202 266  

% of Sample 43.16% 56.84%  

DCA Mean -0.049 0.002 -0.051*** 

 Median -0.010 -0.004 -0.006** 

ABCFO Mean 0.028 -0.020 0.048** 

 Median 0.013 0.008 0.005* 

ABPROD Mean -0.060 0.014 -0.074** 

 Median -0.023 -0.006 -0.017** 

ABDISX Mean 0.096 0.060 0.036 

 Median 0.057 0.036 0.021** 

REM1 Mean -0.156 -0.045 -0.111** 

 Median -0.091 -0.050 -0.041** 

REM2 Mean -0.124 -0.040 -0.084** 

 Median -0.067 -0.037 -0.030*** 

Mkt Mean 4,256 2,085 2,171 

(Million) Median 807 662 145** 

ROA Mean -0.113 -0.159 0.046* 

 Median -0.048 -0.081 0.033*** 

Debt Mean 0.522 0.549 -0.026 

 Median 0.535 0.574 -0.039** 

BM Mean 0.918 1.082 -0.164** 

 Median 0.748 0.824 -0.076 

Ownership Mean 0.210 0.284 -0.074*** 

 Median 0.172 0.250 -0.078*** 

Proceeds Mean 466 425 41 

(Million) Median 197 107 90*** 

Fraction Mean 0.470 0.298 0.172** 

 Median 0.205 0.176 0.029* 

Discount Mean 0.180 0.006 0.174*** 

 Median 0.226 0.181 0.045*** 
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Table 3. Earnings Management of Sample Firms during Three Years before and after Private Placements 

This table presents the earnings management of sample during three years before and after private placements. DCA is discretionary current accrual 

following the Modified-Jones model with ROA. ABCFO is the abnormal operating cash flow. ABPROD is the abnormal production cost. ABDISX 

is the abnormal discretionary expenditures. REM1 is the aggregate REM variable (ABPROD+ ABDISX x (-1)). REM2 is the aggregate REM 

variable (ABCFO x (-1) + ABDISX x (-1)). ***, **, * represent significance levels at 1%, 5%, and 10%, respectively. 

Year  -3 -2 -1 0 1 2 3 

DCA Mean -0.009 -0.012 -0.020** 0.029** 0.044** 0.006 -0.001 

 Median -0.010 -0.007 -0.006** 0.011*** 0.023*** 0.001 0.008 

ABCFO Mean 0.026** 0.010 0.001 -0.012 -0.054** -0.030* -0.030* 

 Median 0.023*** 0.009** 0.011 -0.010 -0.003 -0.002 0.000 

ABPROD Mean -0.034 -0.034 -0.018 0.011 0.050* 0.035** 0.020 

 Median -0.026*** -0.021*** -0.011*** -0.005 0.003 -0.001 0.000 

ABDISX Mean 0.071*** 0.065*** 0.075*** 0.106*** 0.082*** 0.078*** 0.054*** 

 Median 0.045*** 0.041*** 0.042*** 0.038*** 0.030*** 0.028*** 0.028*** 

REM1 Mean -0.105*** -0.099*** -0.093*** -0.095*** -0.032 -0.043 -0.034 

 Median -0.072*** -0.072*** -0.063*** -0.046*** -0.029*** -0.023** -0.031*** 

REM2 Mean -0.097*** -0.075*** -0.076*** -0.094*** -0.028 -0.049* -0.024 

 Median -0.071*** -0.057*** -0.047*** -0.035*** -0.033*** -0.037*** -0.038*** 
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Table 4. Difference in Earnings Management by Types of Investor during Three Years before and after Private Placements 

DCA is discretionary current accrual following the Modified-Jones model with ROA. ABCFO is the abnormal operating cash flow. ABPROD is 

the abnormal production cost. ABDISX is the abnormal discretionary expenditures. REM1 is the aggregate variable (ABPROD+ ABDISX x (-1)). 

REM2 is the aggregate variable (ABCFO x (-1) + ABDISX x (-1)). ***, **, * represent significance levels at 1%, 5%, and 10%, respectively. 

  DCA ABCFO ABPROD ABDISX REM1 REM2 

Year  Outsider - Insider Outsider - Insider Outsider - Insider Outsider - Insider Outsider - Insider Outsider - Insider 

-3 Mean -0.008 0.012 -0.051 0.046* -0.096** -0.058* 

 Median 0.000 0.008 -0.037** 0.023*** -0.062** -0.051** 

-2 Mean -0.036 0.031 -0.054 -0.006 -0.048 -0.025 

 Median -0.014 0.016* -0.024* 0.019** -0.045** -0.030** 

-1 Mean -0.051*** 0.048** -0.075** 0.036 -0.111** -0.084** 

 Median -0.006** 0.005* -0.017** 0.021** -0.041** -0.030*** 

0 Mean 0.002 0.040 -0.086* 0.082 -0.168** -0.122* 

 Median -0.009 0.033*** -0.032*** 0.026*** -0.048*** -0.041*** 

1 Mean -0.029 -0.008 -0.033 -0.019 -0.014 0.027 

 Median 0.011 0.009 0.007 0.011** 0.011 -0.001 

2 Mean -0.002 0.010 -0.034 -0.011 -0.023 0.002 

 Median 0.015 -0.004 -0.012 0.008 -0.018 0.000 

3 Mean 0.006 -0.016 0.028 0.031 -0.003 -0.016 

 Median -0.014 0.005 0.005 0.002 0.007 0.013 
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Table 5. Determinants of Earnings Management for Private Placements 

This table presents the determinants of DCA and REM activities for private placement. 

DCA is discretionary current accrual following the Modified-Jones model with ROA. 

ABCFO is the abnormal operating cash flow. ABPROD is the abnormal production cost. 

ABDISX is the abnormal discretionary expenditures. REM1 is the aggregate REM 

variable (ABPROD+ ABDISX x (-1)). REM2 is the aggregate REM variable (ABCFO 

x (-1) + ABDISX x (-1)). Type is equal to one if the placements are dominated by 

outside investors those with no preplacement employment, or directorship relationship; 

otherwise, type is equal to zero. Debt is the debt ratio. BM is the book-to-market ratio. 

LnMkt is the natural logarithm of the market value. ROA is the return on assets. LagEM 

is the previous earnings management. ***, **, * represent significance levels at 1%, 

5%, and 10%, respectively. 

Variable DCA ABCFO ABPROD ABDISX REM1 REM2 

Intercept -0.174 -0.063 -0.033 -0.044 0.044 0.141 

 (-1.47) (-0.70) (-0.29) (-0.56) (0.28) (1.20) 

Type -0.050*** 0.023 -0.025 0.020* -0.045** -0.045** 

 (-2.63) (1.33) (-1.56) (1.92) (-2.08) (-2.22) 

Debt 0.025 -0.099*** 0.070* -0.075*** 0.139** 0.179*** 

 (0.52) (-2.85) (1.67) (-2.61) (2.30) (3.99) 

BM 0.014 -0.000 0.018 -0.007 0.021 0.006 

 (1.34) (-0.02) (1.55) (-0.73) (1.06) (0.43) 

LnMkt 0.015** 0.006 -0.000 0.010** -0.012 -0.019** 

 (1.97) (1.09) (-0.03) (1.98) (-1.15) (-2.43) 

ROA 0.028 0.038 0.002 -0.041 0.042 0.007 

 (0.81) (0.67) (0.03) (-1.50) (0.58) (0.11) 

LagEM 0.153 0.105*** 0.101** 0.068 0.125** 0.067 

 (1.45) (3.16) (2.08) (1.43) (2.31) (1.61) 

Year Dummy Yes Yes Yes Yes Yes Yes 

Firm Cluster Yes Yes Yes Yes Yes Yes 

N 468 468 468 468 468 468 

Adj-R2 0.067 0.057 0.092 0.108 0.131 0.093 
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Table 6. Announcement Returns for Private Placements 

The sample consists 468 Taiwanese listed and OTC firms from 2003 to 2013. Panel A 

presents announcement returns. The market model is estimated from day -120 through 

day -11. Panel B reports the regression analysis of the announcement returns. Type is 

equal to one if the placements are dominated by outside investors Fraction is the 

fraction of the issued shares relative to outstanding shares before the deal. Ownership 

is the ownership of controlling family before the deal. BM is the book-to-market ratio. 

LnMkt is the natural logarithm of the market value. Prior is the measured by CAR [-

240, -11]. ***, **, * represent significance levels at 1%, 5%, and 10%, respectively. 

The numbers in parentheses are White (1980) heteroscedasticity-adjusted t-statistics. 

Panel A. Announcement Abnormal Returns 

  Private 

Placements 

Outside 

Investor 

Inside 

Investor 
Difference 

Number of Observations 468 202 266  

CAR [-1,3] Mean 5.39%*** 7.05%*** 4.13%*** 2.92%*** 

 Median 2.42%*** 5.15%*** 1.46%*** 3.69%** 

CAR [-1,10] Mean 9.63%*** 12.98%*** 7.09%*** 5.89%*** 

 Median 4.07%*** 5.97%*** 3.49%*** 2.48%** 

Panel B. Regression Analysis of Announcement Abnormal Returns 

 CAR [-1,3] CAR [-1,10] 

Intercept 21.750*** 62.152*** 

 (3.67) (5.57) 

Type 2.493** 5.430*** 

 (2.32) (2.84) 

Fraction 2.392* 6.431* 

 (1.82) (1.89) 

Ownership -0.053* -0.104** 

 (-1.82) (-2.13) 

BM 1.219* 1.214 

 (1.88) (1.19) 

LnMkt -1.085*** -3.818*** 

 (-2.88) (-5.26) 

Prior 0.025*** 0.078*** 

 (2.61) (4.55) 

Year Dummy Yes Yes 

N 468 468 

Adj-R2 0.086 0.201 
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Table 7. Regression of Announcement Returns on the Earnings Management 

This table presents the regression analysis of announcement returns for private placement. DCA is discretionary current accrual following the 

Modified-Jones model with ROA. ABCFO is the abnormal operating cash flow. ABPROD is the abnormal production cost. ABDISX is the 

abnormal discretionary expenditures. REM1 is the aggregate REM variable (ABPROD+ ABDISX x (-1)). REM2 is the aggregate REM variable 

(ABCFO x (-1) + ABDISX x (-1)). Fraction is the fraction of the issued shares relative to outstanding shares before the deal. Ownership is the 

ownership of controlling family before the deal. BM is the book-to-market ratio. LnMkt is the natural logarithm of the market value. Prior is the 

measured by CAR [-240, -11]. ***, **, * represent significance levels at 1%, 5%, and 10%, respectively. The numbers in parentheses are White 

(1980) heteroscedasticity-adjusted t-statistics.  

Variable CAR [-1,3] CAR [-1,10] 

Intercept 21.632*** 22.977*** 21.830*** 21.886*** 22.208*** 23.073*** 61.965*** 63.446*** 62.347*** 62.633*** 63.101*** 64.865*** 

 (3.69) (3.84) (3.70) (3.70) (3.77) (3.88) (5.56) (5.58) (5.55) (5.57) (5.63) (5.73) 

DCA -1.912      -3.355      

 (-0.61)      (-0.61)      

ABCFO  6.385**      6.114     

  (2.22)      (1.06)     

ABPROD   -2.434      -2.594    

   (-0.95)      (-0.53)    

ABDISEXP    1.490      10.428   

    (0.31)      (1.25)   

REM1     -1.280**      -2.608*  

     (-1.98)      (-1.80)  



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y
33 

 

Table 7. (Continued) 

Variable CAR [-1,3] CAR [-1,10] 

REM2      -2.353**      -4.799** 

      (-2.49)      (-2.49) 

Fraction 2.650** 2.592** 2.715*** 2.726** 2.685** 2.644** 7.018** 7.029** 7.146** 7.165** 7.076** 6.991** 

 (2.00) (2.04) (2.06) (2.06) (2.04) (2.01) (2.09) (2.06) (2.09) (2.09) (2.08) (2.05) 

Ownership -0.066** -0.060** -0.064** -0.066** -0.064** -0.063** -0.133*** -0.128** -0.131*** -0.125** -0.127*** -0.125** 

 (-2.32) (-2.06) (-2.23) (-2.30) (-2.20) (-2.15) (-2.78) (-2.62) (-2.70) (-2.54) (-2.60) (-2.54) 

BM 1.102 1.113* 1.149* 1.097 1.066 0.990 0.957 0.960 1.001 0.960 0.884 0.729 

 (1.64) (1.66) (1.72) (1.63) (1.56) (1.43) (0.90) (0.90) (0.94) (0.89) (0.81) (0.65) 

LnMkt -0.975*** -1.075*** -1.001*** -1.007*** -1.031*** -1.092*** -3.585*** -3.697*** -3.627*** -3.712*** -3.696*** -3.820*** 

 (-2.62) (-2.81) (-2.67) (-2.64) (-2.76) (-2.88) (-5.05) (-5.09) (-5.04) (-5.15) (-5.17) (-5.30) 

Prior 0.025** 0.024** 0.025*** 0.025*** 0.025*** 0.026*** 0.078*** 0.078*** 0.078*** 0.080*** 0.079*** 0.080*** 

 (2.60) (2.55) (2.59) (2.62) (2.67) (2.71) (4.47) (4.45) (4.48) (4.1) (4.59) (4.64) 

Year Dummy YES YES YES YES YES YES YES YES YES YES YES YES 

N 468 468 468 468 468 468 468 468 468 468 468 468 

Adi-R2 0.077 0.083 0.077 0.076 0.080 0.083 0.188 0.189 0.187 0.190 0.192 0.196 
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Table 8. Regression of Announcement Returns on the Earnings Management for Insider Placements 

This table presents the regression analysis of announcement returns for private placement. DCA is discretionary current accrual following the 

Modified-Jones model with ROA. ABCFO is the abnormal operating cash flow. ABPROD is the abnormal production cost. ABDISX is the 

abnormal discretionary expenditures. REM1 is the aggregate REM variable (ABPROD+ ABDISX x (-1)). REM2 is the aggregate REM variable 

(ABCFO x (-1) + ABDISX x (-1)). Fraction is the fraction of the issued shares relative to outstanding shares before the deal. Ownership is the 

ownership of controlling family before the deal. BM is the book-to-market ratio. LnMkt is the natural logarithm of the market value. Prior is the 

measured by CAR [-240, -11]. ***, **, * represent significance levels at 1%, 5%, and 10%, respectively. The numbers in parentheses are White 

(1980) heteroscedasticity-adjusted t-statistics. 

Variable CAR [-1,3] CAR [-1,10] 

Intercept 10.219 11.627 10.287 9.528 10.386 10.942 35.186*** 37.065*** 35.455*** 35.441*** 35.551*** 36.458*** 

 (1.31) (1.46) (1.32) (1.20) (1.33) (1.39) (2.85) (2.91) (2.85) (2.86) (2.86) (2.92) 

DCA 2.296      5.619      

 (0.59)      (0.91)      

ABCFO  6.789*      8.400     

  (1.90)      (1.23)     

ABPROD   0.785      0.146    

   (0.23)      (0.03)    

ABDISEXP    -7.025      -0.1885   

    (-1.03)      (-0.02)   

REM1     -0.531      -0.881  

     (-0.98)      (-1.17)  
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Table 8. (Continued) 

Variable CAR [-1,3] CAR [-1,10] 

REM2      -1.486      -2.425 

      (-1.46)      (-1.20) 

Fraction 5.005*** 5.019*** 4.937*** 4.990*** 4.932*** 4.933*** 12.146*** 12.087*** 11.992*** 11.994*** 11.975*** 11.979*** 

 (3.02) (3.08) (3.02) (3.03) (3.02) (3.04) (3.68) (3.70) (3.66) (3.66) (3.66) (3.68) 

Ownership -0.015 -0.008 -0.015 -0.018 -0.013 -0.014 -0.029 -0.020 -0.028 -0.028 -0.026 -0.027 

 (-0.42) (-0.23) (-0.44) (-0.51) (-0.37) (-0.39) (-0.58) (-0.40) (-0.55) (-0.53) (-0.51) (-0.53) 

BM -0.008 -0.085 -0.041 0.028 -0.070 -0.175 0.525 0.403 0.469 0.472 0.404 0.234 

 (-0.01) (-0.14) (-0.07) (0.04) (-0.11) (-0.26) (0.54) (0.43) (0.50) (0.48) (0.41) (0.23) 

LnMkt -0.082 -0.167 -0.076 0.004 -0.086 -0.119 -1.535* -1.639* -1.532* -1.531* -1.541* -1.595* 

 (-0.16) (-0.32) (-0.15) (0.01) (-0.17) (-0.23) (-1.86) (-1.94) (-1.84) (-1.83) (-1.86) (-1.91) 

Prior 0.033** 0.033** 0.033** 0.031** 0.033** 0.033** 0.057*** 0.057*** 0.057*** 0.057*** 0.058*** 0.058*** 

 (2.51) (2.53) (2.50) (2.34) (2.52) (2.54) (2.75) (2.75) (2.73) (2.75) (2.75) (2.77) 

Year Dummy YES YES YES YES YES YES YES YES YES YES YES YES 

N 266 266 266 266 266 266 266 266 266 266 266 266 

Adi-R2 0.085 0.093 0.084 0.088 0.085 0.086 0.162 0.169 0.164 0.164 0.165 0.166 
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Table 9. Regression of Announcement Returns on the Earnings Management for Outsider Placements 

This table presents the regression analysis of announcement returns for private placement. DCA is discretionary current accrual following the 

Modified-Jones model with ROA. ABCFO is the abnormal operating cash flow. ABPROD is the abnormal production cost. ABDISX is the 

abnormal discretionary expenditures. REM1 is the aggregate REM variable (ABPROD+ ABDISX x (-1)). REM2 is the aggregate REM variable 

(ABCFO x (-1) + ABDISX x (-1)). Fraction is the fraction of the issued shares relative to outstanding shares before the deal. Ownership is the 

ownership of controlling family before the deal. BM is the book-to-market ratio. LnMkt is the natural logarithm of the market value. Prior is the 

measured by CAR [-240, -11]. ***, **, * represent significance levels at 1%, 5%, and 10%, respectively. The numbers in parentheses are White 

(1980) heteroscedasticity-adjusted t-statistics. 

Variable CAR [-1,3] CAR [-1,10] 

Intercept 25.761*** 28.424*** 26.735*** 26.007*** 27.979*** 28.828*** 78.302*** 82.302*** 81.267*** 79.102*** 82.440*** 84.078*** 

 (3.20) (3.52) (3.35) (3.18) (3.50) (3.58) (4.53) (4.75) (4.69) (4.48) (4.79) (4.87) 

DCA -5.634      -10.588      

 (-1.25)      (-1.20)      

ABCFO  8.616*      4.573     

  (1.87)      (0.48)     

ABPROD   -7.815**      -5.299    

   (-2.29)      (-0.72)    

ABDISEXP    12.424*      20.829   

    (1.96)      (1.59)   

REM1     -3.545***      -6.304***  

     (-3.67)      (-4.17)  
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Table 9. (Continued) 

Variable CAR [-1,3] CAR [-1,10] 

REM2      -3.794***      -7.171*** 

      (-3.31)      (-4.72) 

Fraction 1.816 1.790 2.016 2.066 1.964 1.879 4.511 4.784 4.903 4.973 4.795 4.628 

 (1.71) (1.72) (1.91) (1.86) (1.83) (1.76) (1.44) (1.50) (1.54) (1.55) (1.52) (1.47) 

Ownership -0.131*** -0.122*** -0.127*** -0.115** -0.121*** -0.118*** -0.247*** -0.252*** -0.253*** -0.223** -0.230** -0.223** 

 (-2.95) (-2.78) (-2.85) (-2.46) (-2.69) (-2.64) (-2.68) (-2.69) (-2.70) (-2.29) (-2.47) (-2.39) 

BM 3.394*** 3.432*** 3.559*** 3.533*** 3.523*** 3.476*** 2.864 2.702 2.821 3.069 3.080 3.021 

 (3.92) (3.95) (4.14) (4.22) (4.21) (4.14) (1.51) (1.40) (1.46) (1.66) (1.66) (1.63) 

LnMkt -1.524*** -1.725*** -1.628*** -1.670*** -1.738*** -1.791*** -5.135*** -5.409*** -5.355*** -5.406*** -5.529*** -5.640*** 

 (-3.01) (-3.36) (-3.22) (-3.26) (-3.43) (-3.49) (-4.84) (-5.06) (-5.02) (-5.08) (-5.23) (-5.32) 

Prior 0.015 0.013 0.013 0.016 0.017 0.017 0.098*** 0.097*** 0.097*** 0.100*** 0.101*** 0.102*** 

 (1.18) (0.96) (1.06) (1.28) (1.35) (1.37) (3.06) (3.56) (3.53) (3.73) (3.77) (3.79) 

Year Dummy YES YES YES YES YES YES YES YES YES YES YES YES 

N 202 202 202 202 202 202 202 202 202 202 202 202 

Adi-R2 0.149 0.156 0.159 0.158 0.167 0.166 0.261 0.256 0.257 0.265 0.274 0.275 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

38 
 

Table 10. Determinants of Earnings Management for Electronic Industry  

This table presents the determinants of DCA and REM activities for electronic industry. 

DCA is discretionary current accrual following the Modified-Jones model with ROA. 

ABCFO is the abnormal operating cash flow. ABPROD is the abnormal production cost. 

ABDISX is the abnormal discretionary expenditures. REM1 is the aggregate REM 

variable (ABPROD+ ABDISX x (-1)). REM2 is the second aggregate REM variable 

(ABCFO x (-1) + ABDISX x (-1)). Type is equal to one if the placements are dominated 

by outside investors those with no preplacement employment, or directorship 

relationship; otherwise, type is equal to zero. Debt is the debt ratio. BM is the book-to-

market ratio. LnMkt is the natural logarithm of the market value. ROA is the return on 

assets. LagEM is the previous earnings management. ***, **, * represent significance 

levels at 1%, 5%, and 10%, respectively. 

Variable DCA ABCFO ABPROD ABDISX REM1 REM2 

Intercept -0.114 0.001 -0.078 -0.034 -0.106 0.042 

 (-0.98) (0.01) (-0.64) (-0.34) (-0.52) (0.31) 

Type -0.026 0.012 -0.020 0.030** -0.063** -0.043** 

 (-1.23) (0.74) (-1.23) (2.11) (-2.37) (-2.02) 

Debt -0.079 -0.108** 0.083 -0.089** 0.254*** 0.216*** 

 (-1.44) (-2.60) (1.59) (-2.14) (2.73) (3.48) 

BM 0.016 -0.006 0.012 -0.005 0.029 0.008 

 (1.44) (-0.78) (1.08) (-0.35) (1.05) (0.39) 

LnMkt 0.010 0.006 0.004 0.009 -0.005 -0.016** 

 (1.24) (0.95) (0.50) (1.56) (-0.40) (-2.02) 

ROA -0.007 0.148*** -0.044 -0.070** -0.020 -0.092 

 (-0.22) (3.92) (-1.06) (-2.13) (-0.28) (-1.47) 

LagEM -0.091 0.090 0.501*** 0.039 0.188* 0.053 

 (-0.85) (1.47) (7.00) (1.02) (1.76) (1.06) 

Year Dummy Yes Yes Yes Yes Yes Yes 

Firm Cluster Yes Yes Yes Yes Yes Yes 

N 238 238 238 238 238 238 

Adj-R2 0.015 0.217 0.360 0.134 0.253 0.217 
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Table 11. Determinants of Earnings Management for Non-Electronic Industry 

This table presents the determinants of DCA and REM activities for non-electronic 

industry. DCA is discretionary current accrual following the Modified-Jones model 

with ROA. ABCFO is the abnormal operating cash flow. ABPROD is the abnormal 

production cost. ABDISX is the abnormal discretionary expenditures. REM1 is the 

aggregate REM variable (ABPROD+ ABDISX x (-1)). REM2 is the aggregate REM 

variable (ABCFO x (-1) + ABDISX x (-1)). Type is equal to one if the placements are 

dominated by outside investors those with no preplacement employment, or 

directorship relationship; otherwise, type is equal to zero. Debt is the debt ratio. BM is 

the book-to-market ratio. LnMkt is the natural logarithm of the market value. ROA is 

the return on assets. LagEM is the previous earnings management. ***, **, * represent 

significance levels at 1%, 5%, and 10%, respectively. 

Variable DCA ABCFO ABPROD ABDISX REM1 REM2 

Intercept -0.285 -0.009 -0.100 0.042 -0.119 -0.020 

(-1.19) (-0.06) (-0.58) (0.38) (-0.50) (-0.11) 

Type -0.091*** 0.041 -0.024 0.005 -0.032 -0.054 

(-2.83) (1.36) (-0.88) (0.38) (-0.93) (-1.59) 

Debt 0.090 -0.091 -0.000 -0.047 0.045 0.143** 

(1.23) (-1.81) (-0.01) (-1.26) (0.63) (2.46) 

BM 0.018 0.012 -0.004 -0.009 0.006 0.001 

(0.80) (0.79) (-0.20) (-0.98) (0.25) (0.04) 

LnMkt 0.025 -0.001 0.009 0.003 0.004 -0.003 

(1.55) (-0.11) (0.76) (0.40) (0.27) (-0.20) 

ROA 0.036 -0.064 0.103 -0.029 0.130 0.100 

(0.63) (-0.70) (1.03) (-0.92) (1.10) (0.94) 

LagEM 0.159 0.068 0.069*** 0.176 0.087* 0.050 

(1.43) (1.54) (2.80) (1.09) (1.95) (0.71) 

Year Dummy Yes Yes Yes Yes Yes Yes 

Firm Cluster Yes Yes Yes Yes Yes Yes 

N 230 230 230 230 230 230 

Adj-R2 0.113 0.053 0.036 0.094 0.039 0.054 
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Table 12. Descriptive Statistics for Placement Classified by the Types of Investor 

DCA is discretionary current accrual following the Modified-Jones model with ROA. 

ABCFO is the abnormal operating cash flow. ABPROD is the abnormal production cost. 

ABDISX is the abnormal discretionary expenditures. REM1 is the aggregate REM 

variable (ABPROD+ ABDISX x (-1)). REM2 is the aggregate REM variable (ABCFO 

x (-1) + ABDISX x (-1)). Mkt is the market value. ROA is the return on assets. Debt is 

the debt ratio. BM is the book-to-market ratio. Ownership is the ownership of 

controlling family before the deal. Proceeds is the amount of the deal. Fraction is the 

fraction of the issued shares relative to outstanding shares before the deal. Discount is 

calculated as the (P1-P0)/P1, where P0 is the offering price and P1 is the market price. 

 Strategic Investor Outside Investor Inside Investor 

Number of Placement 137 126 205 

% of Sample 29.27% 26.92% 43.80% 

DCA  -0.028 -0.049 0.004 

ABCFO  0.024 0.019 -0.026 

ABPROD  -0.059 -0.045 0.026 

ABDISX  0.099 0.064 0.067 

REM1  -0.158 -0.108 -0.041 

REM2  -0.123 -0.083 -0.041 

Mkt (million) 2,280 4,999 2,302 

ROA  -0.093 -0.166 -0.154 

Debt  0.503 0.571 0.540 

BM  0.865 0.991 1.121 

Ownership  0.233 0.209 0.291 

Proceeds (million) 270 548 493 

Fraction  0.338 0.510 0.310 

Discount  0.153 0.153 -0.011 
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Table 13. Determinants of Earnings Management for Private Placements 

This table presents the determinants of DCA and REM activities for private placement. 

DCA is discretionary current accrual following the Modified-Jones model with ROA. 

ABCFO is the abnormal operating cash flow. ABPROD is the abnormal production cost. 

ABDISX is the abnormal discretionary expenditures. REM1 is the aggregate REM 

variable (ABPROD+ ABDISX x (-1)). REM2 is the aggregate REM variable (ABCFO 

x (-1) + ABDISX x (-1)). Strategic and Outside are equal to one if dominant investor is 

strategic and outside, respectively. Debt is the debt ratio. BM is the book-to-market 

ratio. LnMkt is the natural logarithm of the market value. ROA is the return on assets. 

LagEM is the previous earnings management. ***, **, * represent significance levels 

at 1%, 5%, and 10%, respectively. 

Variable DCA ABCFO ABPROD ABDISX REM1 REM2 

Intercept -0.176 -0.063 -0.036 -0.039 0.035 0.134 

 (-1.47) (-0.70) (-0.33) (-0.48) (0.21) (1.12) 

Strategic  -0.036 0.019 -0.010 0.002 -0.013 -0.021 

 (-1.61) (1.02) (-0.54) (0.13) (-0.45) (-0.86) 

Outside -0.053** 0.024 -0.018 0.012 -0.032 -0.042* 

 (-2.26) (1.25) (-0.96) (1.01) (-1.23) (-1.78) 

Debt 0.033 -0.102*** 0.073* -0.078*** 0.146** 0.187*** 

 (0.67) (-2.92) (1.73) (-2.71) (2.40) (4.17) 

BM 0.014 -0.000 0.019 -0.008 0.022 0.007 

 (1.36) (-0.02) (1.62) (-0.84) (1.15) (0.49) 

LnMkt 0.015* 0.006 -0.000 0.010** -0.012 -0.019** 

 (1.94) (1.10) (-0.06) (2.02) (-1.19) (-2.43) 

ROA 0.022 0.041 -0.002 -0.037 0.034 0.000 

 (0.63) (0.72) (-0.03) (-1.32) (0.47) (0.00) 

LagEM 0.154 0.104*** 0.101 0.067 0.125*** 0.066 

 (1.43) (3.15) (2.07) (1.40) (2.30) (1.57) 

Year Dummy Yes Yes Yes Yes Yes Yes 

Firm Cluster Yes Yes Yes Yes Yes Yes 

N 468 468 468 468 468 468 

Adj-R2 0.063 0.055 0.088 0.100 0.124 0.086 
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Table 14. Announcement Returns for Private Placements 

Panel A presents announcement returns. Panel B reports the regression analysis of the 

announcement returns. Strategic and Outside are equal to one if dominant investor is 

strategic and outside, respectively. Fraction is the issued shares relative to outstanding 

shares. Ownership is the ownership of controlling family. BM is the book-to-market 

ratio. LnMkt is the natural logarithm of the market value. Prior is the measured by CAR 

[-240, -11]. ***, **, * represent significance levels at 1%, 5%, and 10%, respectively. 

The numbers in parentheses are White (1980) heteroscedasticity-adjusted t-statistics. 

Panel A. Announcement Abnormal Returns 

  Private 

Placements 

Strategic 

Investor 

Outside 

Investor 

Inside 

Investor 

Number of Observations 468 137 126 205 

CAR [-1,3]  5.39%*** 5.34%*** 7.89%*** 3.90%*** 

CAR [-1,10]  9.63%*** 8.35%*** 15.168*** 7.09%*** 

Panel B. Regression Analysis of Announcement Abnormal Returns 

 CAR [-1,3] CAR [-1,10] 

Intercept 20.757*** 60.506*** 

 (3.50) (5.47) 

Strategic 1.418 1.547 

 (1.15) (0.76) 

Outside 3.258** 6.009** 

 (2.47) (2.56) 

Fraction 2.422* 6.579* 

 (1.83) (1.92) 

Ownership -0.053* -0.109** 

 (-1.81) (-2.25) 

BM 1.222* 1.140 

 (1.86) (1.07) 

LnMkt -1.017*** -3.642*** 

 (-2.72) (-5.14) 

Prior 0.024** 0.077*** 

 (2.53) (4.46) 

Year Dummy Yes Yes 

N 468 468 

Adj-R2 0.086 0.198 

 


