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2. A% 4+ R 7 2AA
2.1 RALFOHY 2 74

A S FAISHE 7Y e s etk (Dann, 1981; Vermaelen, 1981;
Comment and Jarrell, 1991; Ikenberry, Lakonishok, and Vermaelen, 1995; Stephens
and Weisbach, 1998). o]& g 23059 o|frell teh =o= Al&Ha glon, 5
oAl Y(+)o] Fo EHE AT A VA Ao AMETPE, Fo ol 7, Ao
duss 7Hdol wWol duHal Aok

Ao 7pAel ostd, BFA7E 714l WAZEA el vkl dAF77F A 7EE] vt
A @Eshy] wio] AANFE wifdEthar 1A HER AT S FAEkE 719 9
F7t= Assittar dth Vermaelen(1984), Constantinides and  Grundy(1989),
Bartov(1991) Dann, Masulis, and Mayers(1991), Hertzel and Jain (1991), Erik and
McConnell(1998), Dittmar(2000) o] ©] 7Fd& A A&tk 22fyt Grullon and
Michaely(2004)= A&7 2= Agdbs] Al o]e]o] zpal=u§] S-of sfehstriar B gk
ot el A= A%, ©]81(2001), A/31(2003), B+ (2005) & 9] A7F o
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ok ZRAbFEERQ) e 71 e AARS A 1A AdAre] S
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o olH7H BEE Ak, AAFoS

Stephens(2003)¢] AF-A¥= Ao 7pdy) F

o Rt S5 2eal Aol AT QA A 4ol o Ave e HolE
t}. Eberhart and Siddique(2002)= ARAFFuid 3 gate] = 71§ o] oMEE F452t
(seasoned equity offerings)= Q18 7|24t e] F7h= FFEEH AR Al F-9] o
S op7|sle] ikl E S E1ukal Skt Elliott et al.(2005) HE3H A5 AF F-A]o w
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Table 1. The distribution of share repurchases over time

Shown are the mean (median) statistics for the sample of 287 firms that announce
repurchases from 2001-2005. The number and percentage of firms that have executive
stock options prior to the repurchase announcement are also shown according to the
year of the announcement.

Year Number of Number of firms % of firms

observations with stock options | with stock options

2001 105 14 13.3

2002 47 12 25.5

2003 64 23 35.9

2004 43 18 41.9

2005 28 19 67.9

Total 287 86 30.0
CGE DE ANTUY EL 1D LAY AT 2AFATE A9 25
A Bfrol el uhe} Ur‘roifﬂ HojFth Panel AollA 532w SiH] & (Repurchase %)
T P? Jgell A vl b= AAFa] WlERA AR HS
5.73%01 ™, FAGLe 400%014 2= Ao] Qi A9l WiFo] 3.65%% B Mol

=]
G A9 6,628 WA Tk whAT e Wiea FPge) AelE A7 AFee
3

7)
t-test®} Kruskal-Wallis testd] p-#tS ey, ~EZHo] 9+ A9 = 499
EufgiulEo] frolH o Apolrt QlES HolFErh
ZNJFEMVE)E 2RAEue) 34 Adds @ g2 ArtEdon, e
2,560 ol FUz2 11040 zA 7|t Rel ojA HA7F Asives AL
dafErt 3, AAEE 4 E 71 SellA AR 2E5FAS Fod 7] PRt
R Ave AL & ok ol A (2000)0M A7 Aok Fgo] el datE
719Ld5E dEgn &S U] Y8 255AS Fod f1lol ¢ A7) wiEsl AL
2 Btk FAW&D/E)S FAg A7|AEo R o] AlitelH, WA ZE oA
He 0.6201H, 2EZFH] e 719 2.240]a1 ~EZA] e 7Y 1.71°t
A7 R M EM/B)S A7 AHE L] A7 S FRTER R vee]l Akt A
AEEel ol HE 0.750]1, ~EgA] = VIS 11724 25FAHo] gle
7199 0578 fFoHo R Fre e & F Utk o= Aol & VYol
4) MAE, FANI2006)E o] HlE Bl ARIYAG7}E 01 &L AFgEhe, 2907] 9] Wato] 2.01, FUwtol
1.322}1 f&u} 5L o] Hgo] ¥LFF GUIAHL} AGTEA T} rola] F2jo] ATt ¢ u}z .
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ZAulE 55 st A2EFHS Fod f{Qle] © Avrtal = Barclay and
Smith(1995)¢} 7 84(2000)] F4-5 A gttt JAPdFEEFCE)S AFFHoldel
A FAAEFR, FEAER, VRS Apgete] ALbe doldesE s Ao R
Lhrol A Akt A EEe] deld "2 0.003%°1M, 2554l s
0.005% 24 2E3Ho] gl 7199 0.002%Kt} frolz oz =t} o= dojdFo] I}
Tt B 7199 Agel 25sMdel diEdngs SsATE fels AlEgthe
Fenn and Liang(2001)9] 7S sz}
Betax 714el AA A -‘Hé—% S5k, AAFE ] dolA HarS 0.78°]H,
o] A& 71 0.932A 25FH] gl 7199 0.71HTh ‘n‘/] o= A xﬂﬁlﬂ
Aédol o =55 & 913}. HERe] Alhko] A7FE S mlFo] 2 7]gdel o) 25
= e WAL s deddFIIATE ARSete] AlAbseh ARAbEeY A o
FAEEOWN)S] Hate AAzE SlojA 18.6%°lH, =53l e 79
8 2 19.3%°]t}. o= A4(2004)9}F o] A H], o], 1t
o4 (2005)A A H dFF9 AFo] H=&TF Qv & wolx] AE5ESH Fol9
]

AN o o
'

RN
o
=

.
fm
o
2ol
o
e
rlr
N
2

o
©
o

Panel B ¥ =3olA AR vbg-& SAY] flsto] ARESHA 2 AWrALA] €]
SAS f9sto] RojEth AAbEmiel 2827190 7 Ao 37K Ads 2

cAZ Adgsigion, 71 3 A8 A F(number of bonds)é] Bt
of hojA] 2.287) otk &t (amount outstanding)> o] L E o] 3
Holole Ao g AAFE oA HHE 6839 Yo, AEIMHo] Y=
SaAol 8= 7IYEY Fod e Av. 4185 H(ratings)S AU & A
E]_]:

ARG AEEFOR /e AR RGA AEEF BFY TS
=

flo X o XN N
o N =
Loy 22wy
2o |y Ko

e}

i,

A+ (A, 2554 %%@‘ﬂr o= ATl AR
T 25 Fods 7ol didew ¢@FrIdolgts AS UEdY

4752l o] A (modified duration)-< FH:A«] AFgoldo s o|aA&Hsle WE A
7tA ] WstE 545H7] A8 AREET. Hare dAE Rl oA 1.24dolt. why]e
ol & (yield to maturity)& AHL “1’}7]77}Z] HFste 499 FYUEZA 2 =dA
AHESHAl E AAF] Eolv. WS AAFE R oA T.46%clH, 255l U=
7192 6.09%24 ~EFAC] gl 7199 8.05%KETE foHoz #&s & 4 At
ol Al 2EFAS Fodte Yol duHow sFTIYelgs AS on gt

5 Agewe W TYE o ol BE( )9t RAR st AL AAAL, AA+(2), AA®),
AA-(4), A+(5), A(6), A~(7), BBB+(8), BBB(9), BBB~(10), BB+ (11), BB(12), BB-(13), B+(14), B(15),
B-(16), CCC+(17), CCC(18).
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Table 2. Descriptive statistics

Shown are the mean (median) statistics of the firm (Panel A) and bond (Panel B)
characteristics for the event firms that announce repurchases. Total sample is divided
into two sub-samples according to whether the firm has executive stock options prior to
the repurchase announcement or not. In Panel A Repurchase(%) is the percentage of
total shares outstanding authorized for repurchases. MVE, D/E, M/B, and FCF indicate,
respectively, the market capitalization, debt—-to—asset ratio, market—to—book equity ratio,
and free cash flow to asset of the event firms in the year—-end prior to the
announcement. Beta measures the systematic risk of firms. OWN(%) indicates the
percentage of total shares owned by the largest shareholder. In Panel B the number of
bonds per firm, the amount of bonds outstanding, ratings, and the modified duration at
the repurchase announcement are shown as bond characteristics. Ratings is a cardinal
number that is assigned to each letter-based bond rating. The last column indicates the
p-values of t-test (Kruskal-Wallis test) for mean (median) differences.

Panel A: Firm characteristics

Total With. Without p-value of
Firm characteristics (287) stock options|stock options| tests for
(86) (201) differences
R reh %) mean 5.73 3.65 6.62 <0.001
CPUTCRASERL | hedian 4.00 2.19 5.00 <0.001
) mean 25.6 73.0 5.3 <0.001
MVE(100 bil. KRW)| " ian 1.1 4.0 0.8 <0.001
D/E mean 1.87 2.24 1.71 0.503
median 1.26 1.09 1.30 0.058
M/B mean 0.75 1.17 0.57 <0.001
median 0.49 0.95 0.41 <0.001
mean 0.003 0.005 0.002 0.065
FCF(%) median 0.004 0.004 0.004 0.162
Beta mean 0.78 0.93 0.71 <0.001
median 0.78 0.89 0.73 <0.001
mean 18.6 16.8 19.3 0.102
OWN(%) median 16.3 15.7 16.4 0.064
Panel B: Bond characteristics
o Total With Without p-value of
Bond characteristics (287) stock options|stock options| tests for
(86) (201) differences
Number of bonds mean 2.28 2.40 2.23 0.119
per firm median 3.00 3.00 2.00 0.189
Amount outstanding| mean 683 1,295 421 <0.001
(bil. KRW) median 200 500 200 <0.001
Ratines mean 7.97 5.70 8.95 <0.001
& median 9.00 6.00 9.00 <0.001
Modified duration mean 1.24 1.32 1.20 0.513
(year) median 0.92 1.28 0.81 0.001
Yield to maturity mean 7.46 6.09 8.05 <0.001
(%) median 6.82 5.50 7.74 <0.001
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T F7F SV e dEhdnh olelgk S ARl FURbES ASTHE S A A
e o A3 At X3} Ikenberry et al(1995)& FA A IS 5471 Z 4ol
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Table 3. Stock market reactions to the announcement of share repurchases

The 3-day cumulative abnormal returns (CAR) surrounding the announcement of stock
repurchases are computed using both market-adjusted model (CAR_MA) and market
model (CAR_MM). Panel A includes all purposes for repurchases while Panel B and
Panel C exclude, respectively, stock option exercise purposes and both stock option
exercise and employee compensation purposes. Total sample is divided into sub—-samples
according to whether the firm has executive stock options prior to the repurchase
announcement or not. #—statistics are also shown in parentheses. The last column
indicates the p-values of #test for mean differences. ***, *x and * denote significantly
different from zero at the 1%, 5%, and 10% levels, respectively.

Total With stock Without stock | p-value of
options options tests for

% (t-value)| %  (+~value)] %  (+~value)|differences
Panel A: Include all purposes (287)

CAR_MA 3.44 (9597 2.25 (5.86)77 3.95 (8.20077| 0.006

CAR_MM 3.10 (8.12)™"| 2.14 (5.0D™| 3.52 (6.86)77| 0.040
Panel B: Exclude stock option exercise purposes (278)

CAR_MA 3.40  (9.22)™"| 1.97 4.76)77] 3.94 (R.24)™| 0.002

CAR_MM 3.08 (7.82)™| 1.95 (4.14)™| 3.51 (6.88)™| 0.025
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Table 4. Bondholder reactions to the announcement of repurchases

Panel A shows the yield of S(straight)-bond of event firms, G(Government)-bond
yvield, and the yield spread one day before and after the repurchase announcement day.
Panel B shows two measures of the change in bondholder wealth: yield spread changes
(YSC) and bondholder returns. G-bond-controlled yield spreads are the difference
between the raw yields of straight bonds and the G-bond yields. YSC(-1,1) is defined
as the difference between yield spreads one day before and after the announcement day
(day 1 minus day —1). YSC is computed using both the value-weighted(YSC_VW) and
equal-weighted(YSC_VW) average of three major bonds of the event firm at the
repurchase announcement. Bond returns(Return_VW, Return_EW) are approximated by
multiplying modified duration by the yield change. f¢-statistics are also shown in
parentheses. The last column indicates the p-values of ftest for mean differences. #***,
#% and * denote significantly different from zero at the 1%, 5%, and 10% levels,
respectively.

Panel A: S-bond yield, G-bond yield, and yield spread

With stock Without stock | 2~ Value of

% Day Total (287) options (86) options (201) ditfefsetrserfgés
S-bond yield 7.548 6.082 8.176 <0.001
G-Bond yield -1 5.100 4.737 5.256 <0.001
Yield spread 2.448 1.346 2.920 <0.001
S-bond yield 7.556 6.080 8.187 <0.001
G-Bond yield +1 5.101 4.724 5.262 <0.001
Yield spread 2.455 1.356 2.925 <0.001

Panel B: YSC and bond returns

Total With stock Without stock | p-value of
options options tests for
%  (t-value)] %  (+-value)] %  (t-value)|differences
Panel B-1: Include all purposes (287)
YSC_VW 0.007 (1.35) | 0.010 (1.38) | 0.005 (0.82) 0.623
YSC_EW 0.007 (1.38) | 0.010 (1.46) | 0.005 (0.82) 0.576
Return_VW 0.005 (0.51) | -0.007 (-0.87)| 0.011 (0.75) 0.277
Return_EW 0.004 (0.39) | -0.007 (-0.82)| 0.008 (0.64) 0.323
Panel B-2: Exclude stock option exercise purposes (278)
YSC_VW 0.006 (1.20) | 0.008 (1.05) | 0.005 (0.83) 0.759
YSC_EW 0.006 (1.24) | 0.009 (1.13) | 0.005 (0.83) 0.712
Return_VW 0.006 (0.56) | -0.006 (-0.65)| 0.010 (0.74) 0.330
Return_EW 0.004 (0.45) | -0.005 (-0.56)| 0.008 (0.63) 0.403

Aol A= ANt st A5FAAe] gl 71l Hste] A5l e 71l

-0.0U(gk -1,79)= HAAe] H7} dohas Btk
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Table 5. The correlation between CAR and YSC (Bond returns)

In Panel A, yield spread changes(YSC) at the repurchase announcement are shown
whether the cumulative abnormal returns(CAR) are positive or negative. The Pearson
correlations between CAR and YSC are shown in Panel B, along with p-values to test
the null hypothesis that the correlation is zero. CARs are calculated using
market—adjusted model. YSC is computed using both the value-weighted(YSC_VW) and
equal-weighted(YSC_VW) average of three major bonds of the event firm at the
repurchase announcement. Bond returns(Return_VW, Return_EW) are approximated by
multiplying modified duration by the yield change. *#*, ** and * denote significantly
different from zero at the 1%, 5%, and 10% levels, respectively.

Panel A: Positive vs. negative CAR

Positive CAR_MA(-1,1) Negative CAR_MA(-1,1)
Total s\yétc}ll{ Vzltt(glglgt p—\(l)e}[_lue Total svtv(;gll{ \thtgglgt p—\ge%lue
2120 | ORGSR | wrtests | TP | ORRS | RIS | ctests
YSC_VW | 0.003 | 0.017 | -0.003 | 0.030 | 0.016 | -0.012 | 0.026 | 0.036
(0.61) | (2.09)™ | (-0.40) (1.46) | (-0.86) | (1.95)
YSC_EW | 0.003 | 0.018 | -0.003 | 0.037 | 0.016 | -0.012 | 0.026 | 0.037
(0.66) | (2.18)" | (-0.41) (1.47) | (-0.85) | (1.95)"
Return_VW| 0.010 | -0.015 | 0.022 | <0.001 | -0.010 | 0.016 | -0.020 | 0.094
(0.78) | (-1.50) | (1.16) (-0.92) | (1.10) | (-1.51)
Return_.EW | 0.008 | -0.015 | 0.018 | <0.001 | -0.009 | 0.017 | -0.018 | 0.116
(0.66) | (-1.46) | (1.08) (-0.82) | (1.10) | (-1.41)

Panel B: Correlation between CAR and YSC(Bond returns)

CAR_MA
Total (287) With stock options (86) Without (52%)1C)k options

YSC_VW -0.123 0.261 -0.184
(0.038)™ (0.015)" (0.009)™

YSC_EW -0.123 0.264 -0.185
(0.038)" (0.014)” (0.009)"

Return_VW 0.076 -0.246 0.099
(0.197) (0.023)* (0.163)

Return_EW 0.090 -0.245 0.117
(0.130) (0.023)* (0.098)"

2o A BAS FIA olEe wi A#HAAE Lol Panel B

CARF} YSC ¥ Bond return®] Iloj& AHAAIGFE Hosr REHAAE oz =

Ast CAR¥ YSCY AAATE EF -0.1232.2 YSCY 71 v @A I8l 5%
[e)

Tl frelstth. 22y CARY Bond return®] AdAFE o4 ol#] &t A5
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Table 6. Definition of the variables to be used in regression analyses

Shows are the brief definitions of the variables that will be used in cross—sectional
regression analyses.

Variables Definition Type
CAR_MA 3-day cumulative abnormal returns (market-adj. model)| dependent
CAR_MM 3-day cumulative abnormal returns (market model)| dependent
YSC_VW value-weighted yield spread change(d+ 1 minus d-1)|independent
YSC_EW equal-weighted yield spread change(d+ 1 minus d-1)|independent
Return_ VW 3-day value-weighted bond returns independent
Return_EW 3-day equal-weighted bond returns independent

Repurchase_% % of shares authorized for repurchases control

Size log of market capitalization control

D/E debt/ total asset control

M/B market equity/book equity control

FCF free cash flow/total asset control

Beta measure of systematic risk control

OWN % of shares owned by the largest shareholder control

D_method dummy variable (direct repurchase = 1) control

D_option dummy variable (firms with stock options = 1) control
D_option*YSC_VW |interaction variable with independent variable interaction
D_option*YSC_EW |interaction variable with independent variable interaction
D_option*Return_VW|interaction variable with independent variable interaction
D_option*Return_EW |interaction variable with independent variable interaction
D_option*M/B interaction variable with control variable interaction
D_option*FCF interaction variable with control variable interaction
D_option*Beta interaction variable with control variable interaction
D_option*OWN |interaction variable with control variable interaction
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Table 7. Cross—sectional relationship between stock market reactions and YSC

Shown are the results of cross—sectional regressions in which the dependent variable is
CAR(-1,1); independent variables are YSC_VW and YSC_EW; and control variables are
Repurchase(%), Size, D/E, M/B, FCF, Beta, OWN, D_method, D_option,
D_option*YSC_VW, D_option*YSC_EW, D_option*M/B, D_option*FCF, D_option*Beta,
D_option*OWN. The brief definitions of these variables are provided in Table 6.
t—statistics of the coefficients are shown in parentheses. #x* ** and * denote
significantly different from zero at the 1%, 5%, and 10% levels, respectively.

CAR_MA(-1,1)
(1) (2) (3) 4)
Intercept 0.055 0.063 0.055 0.063
(1.21) (1.38) (1.21) (1.38)
YSC_VW -0.078 -0.118
(-1.90)" (-2.64)™
YSC_EW -0.077 -0.119
(-1.88)" (-2.64)""
Repurchase(%) 0.001 0.001 0.001 0.001
(2.50)" (2.06)" (2.50)" (2.06)"
Size -0.001 -0.001 -0.001 -0.001
(-0.46) (-0.44) (-0.46) (-0.44)
D/E 0.000 0.000 0.000 0.000
(0.16) (-0.31) (0.15) (-0.31)
M/B -0.006 -0.022 -0.006 -0.022
(-0.86) (-2.10)" (-0.85) (-2.10)"
FCF 1.109 1.214 1.109 1.214
(4.14) (4.18)" (4.14)" 4.17)"™
Beta -0.033 -0.034 -0.033 -0.034
(-2.35)" (-2.17)" (-2.35)" (-2.16)"
OWN 0.059 0.081 0.059 0.081
(2.04)" (2.38)" (2.04)" (2.38)"
D_method 0.019 0.018 0.019 0.018
(2.53)" (2.45)" (2.52)" (2.44)"
D_option -0.005 -0.029 -0.005 -0.029
(-0.55) (-1.01) (-0.54) (-1.01)
D_option*YSC_VW 0.256
(2.48)"
D_option*YSC_EW 0.258
(2.50)"
D_option*M/B 0.024 0.024
(2.06)” (2.05)"
D_option*FCF -1.771 -1.773
(-2.29)" (-2.29)"
D_option*Beta 0.030 0.030
(0.98) (0.98)
D_option*OWN -0.101 -0.102
(-1.62) (-1.63)
Adj-R® 0.133 0.170 0.133 0.170
N of obs 287 287 287 287
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Table 8. Cross—sectional relationship between stock market reactions and bond returns

Shown are the results of cross—sectional regressions in which the dependent variable is
CAR(-1,1); independent variables are Return_VW and Return_EW; and control variables
are Repurchase(%), Size, D/E, M/B, FCF, Beta, OWN, D_method, D_option,
D_option*Return_VW, D_option*Return_EW, D_option*M/B, D_option*FCF,
D_option*Beta, D_option*OWN. The brief definitions of these variables are provided in
Table 6. t-statistics of the coefficients are shown in parentheses. **x *% and * denote
significantly different from zero at the 1%, 5%, and 10% levels, respectively.

CAR_MA(-1,1)
(D (2) (3) (4)
Intercept 0.051 0.056 0.051 0.056
(1.1D) (1.23) (1.12) (1.21)
Return_VW 0.028 0.033
(1.41) (1.67)"
Return_EW 0.033 0.040
(1.50) (1.77)
Repurchase(%) 0.002 0.001 0.002 0.001
(2.54)" (2.07)" (2.55)" (2.08)"
Size -0.001 -0.001 -0.001 -0.001
(-0.34) (-0.24) (-0.35) (-0.23)
D/E 0.000 0.000 0.000 0.000
(0.14) (-0.35) (0.11) (-0.37)
M/B -0.006 -0.022 -0.006 -0.022
(-0.84) (-2.08)" (-0.83) (-2.08)"
FCF 1.123 1.251 1.117 1.244
(4.18)™ (4.27)"" (4.16)™" (4.25)""
Beta -0.036 -0.040 -0.035 -0.040
(-2.56)" (-2.55)" (-2.53)" (-2.50)"
OWN 0.057 0.080 0.056 0.078
(1.98)" (2.32)" (1.94) (2.25)"
D_method 0.020 0.018 0.020 0.018
(2.62) (2.47)" (2.63)" (2.48)"
D_option -0.005 -0.030 -0.005 -0.029
(-0.56) (-1.04) (-0.58) (-1.02)
D_option*Return_VW -0.130
(-1.61)
D_option*Return_EW -0.137
(-1.67)
D_option*M/B 0.023 0.023
(1.96)" (1.95)
D_option*FCF -1.793 -1.790
(-2.29)" (-2.29)"
D_option*Beta 0.034 0.033
(1.10) (1.06)
D_option*OWN -0.100 -0.097
(-1.57) (-1.53)
Adj-R® 0.128 0.156 0.129 0.157
N of obs 287 287 287 287
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