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[ABSTRACT]

Trend analysis on the ability of earnings

to forecast future operating cash flows

Yeo, Young-_Jun
Dept. of Business Administration

Graduate School of Sogang University

According to previous research on the "value relevance” of earnings,
the relationship between earnings and stock prices has been decreasing
over time. Since stock prices are the present value of future cash
flows, theoretically, the deterioration in the value relevance of earnings
implies a growing inability of accounting earnings to forecast future
cash flows. However, on the contrary, as Kim and Kross [2005] have
shown, the relationship between current earnings and future cash flows
has increased over time.

Using Korean accounting stock market data, this study verifies the
usefulness of accounting earnings in the Korean domestic capital market
by analyzing trends in the relationship between accounting earnings and
future cash flows and how it has changed over time For this purpose,

I have selected the sample period of 1981 through 2006 and proceeded



with a rigid sample selection procedure in order to secure accuracy of
analysis. This resulted in a sample total of 6,583 (firm-year), which
consisted of 16 industries and 528 firms.

The empirical results are as follows.

First of all, the value relevance of earnings (the relationship between
earnings and stock prices) changed insignificantly when the analysis
was conducted on the overall sample period. Nevertheless, a significant
decrease was witnessed recently between 1992 and 2005.

Second, in spite of the current decline in the value relevance of
earnings, the relationship between current earnings and one-year—ahead
cash flows steadily increased over time. This was shown identically in
both the full sample, controlling for survivor bias, and the survivor
sample, controlling for sample selection bias.

Third, the accuracy of cash flow predictions based on current
earnings increased over time. This means the accuracy of such
prediction 1s heightened as time elapses.

Fourth and last, as a result of sensitivity analysis conducted on
various samples, grouped by firm size, dividends level, earnings level,
changes in the operating cycle, no significant decrease between current
earnings and one-year—ahead cash flows was found in any of the
sub-samples. Consequently, it can be seen that the turn of affairs on
the ability of earnings to forecast future cash flows is not affected by a
specific number of factors, but can be regarded as a consistent trend
within the overall sample.

The results of this study imply that the accrual basis accounting

earnings 1s still relevant and appropriate information.
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wr
N
nR

s, ol )3}

S

Ao <

g]

o 73 Al (relationship) = Al ZFo] 7 3} ghol] u}z}

=

?_

=z
=d

7]

o] 9] o]
bkl

)

7

=
-

?_

A7 o)z, o] oo 7}A

3

o
pul

t}. 28]y} Kim, and Kross [2005]¢]

}

k9
pul

of ]

=

o
=

3

[e]
R

3] Al o] 9] 2]
1981 H-E] 2006 71 A ¢] 7]

s Aol 3 1

+ed

°©

[¢]

Q

}

9
pud

o]

[¢)

2 =
=

7} 7}

A~
T

0]
H

3 7%
Ao A, T AR A G o] A o]

32l vhetel
CEEEE

=

=

-

R

of AT AlZke] Aol whEh of g
o]

o

e
A

2}

& ol A

sl

=
=

H
pu
3
=
o

A

K&

_L
=

W
X

)
2]

B

o

)

boi et

6]

EEENE
6,58371 (71 ¢

oo ulg} 1670 Akd, 52870 71 o=

BR

o
A
-

oy

F

)

el
~

)
b

</

X

o))

&

gk, F o] 717H(1992 72005 )

JEpte,

\Dro
l
o
T
o

ojn

R

B
o

o

parin
o

il

- vii -



ol et

Nzrel A3

]

B

Full sample3}

Els

A

o

B

ojn
R

B!

~
o

Survivor sample

ki3

A

o

g3 gkl w

J o] AlRto]

o

el S
e

z9) A

I

voE 9

Bl

ol

o5

7heh it
1

S|

g =

2k

B
&

B H (sub-sample) ol A = o]

)

o

o7 YEA

il
E

Njo

A
T
]
;Oﬁ
]t

Bl

"

37h ohve AA &

W
o))
oy

AL
o

A 3 A ] o] o

A}
2l

3

o ¢

A7) &=

oy
ol

- viii -



A1 X E

AFRa(Es AFIA)e 54 FAAE X238 o BAAEAA
BHe orAAAo] F83 A H(relevant infor-
mation) & Al ¥t Aotk o] o] 83 Fro ool 7Ide] v
A5 5 FEodH=E ¥, ol du FEedHo] 7|4 W=
vEaE Aoy, Frtele 2 A4S 71A7] wizolty. o]y o] fF = 1]
= A F3] A 7l =4 9 9 Y 3] (Financial Accounting Standard Board: FASB)

= 197830 vt o] AFso 2X 3] A A H (accounting information)
2

o,
=
)

_L
=

o
uli]

o] w"kod (cash—flow projection)S At}
“AFRI= TR, AR R 71E AR AV #EVIHY vy £d
¢ o (prospective net cash inflows)®] = 7](amounts), Al 7] (timing),

i=]
=
82 A (uncertainty)= H 78 4 JA dlTE AERE AT oF st (2

FASBE © Uo7l 919 @358 uel B4& S4etr] ga4: ol
H

2E AT gHol

o
Ho

1
NAasent 7199 dxe v AFE

FdEsEHe o & vEd F3u dvre A& =3 duhD wEkd v

1) o]2fg FASBe| Zsfoll theljr= B2 dtabgo] whes Al7jstal l=Hl, wfeldse] 71242l

Y FASBY FHCINAFEE tle AZARA olole FmBuct $Usithel 45
49 ATEN F23 AXHA Qelrks Holtkh olEL WAIE AV BFNF AAuT 7]
Ao AGHAE S AR 24T 5 Arka $4, o] vt 2 Plwololo] AFEFHH
199 VAREEE FEFEL U 4G AR 5 doks FAE 894 Ravks 9
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T3 ol FIHEZE ol FdE)Y AAel distod EA g
Collins, Maydew, and Weiss [1997] 52 A5 ZA 3ol &3}, o] o] 7

Z & H A (value relevance)d> A| o] A 3}pgho] wel T AstE FA
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Ll

ola A (F, o]y F717+e] A FA (relationship) 7} #FAdHaL Y-3)o]

gAE A, a2 Frhe AT EFY] AATEAY B R, S A4 o

ol SARE UAeTh
2) olo] tislxE A27Fo] A2EA 28] 7]
3) ool tjalxE A27Fe] A1ANA 2HAE] 7]
4) 7RI AR R} VI7AE HFEel oM e 84,
(relevance)® 212 A (reliability)?] 278 FAHoz histe =
[1998]% ol& v} Zo] Aosialrt. “ojuldt WMF7t F7he) frolatA 7ol Yo 7hA#
BAo] e Aow Bl Ax B IJAREIE JABHENE A offe= FUkE
SWUFR 513 FI| JERPES SHUTE shs ARG 2
& AR AFAFR?) Soll 28 AT 4 gk

0

CF, .
9 K=Yy (B BANRS T OB 1139 REEE, i E 1149 29D

6) Kim, M., and W. Kross, 2005, "The ability of earnings to predict future operating cash flows

has been increasing—not decreasing”, Jowrral of Accournting Fesearch 43, 753-780.
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=4, Dechow, Kothari, and Watts [1998]¢] 3]+ %% ¥ Barth, Cram,
and Nelson [2001]¢] 3 dH HIHES A&}

AA A7 A 3] 754 (annual cross—sectional regression analysis)

S48 AgE Jo AAYE FA(time-series trend)& I} skr}.
A A, Theile] U-FAFS ol &5to] o559 ALAHS ST

B oEge 9w o ARG WA AlFAAE A7 WE 2 =
A3 AT, agn =R Aol e AAsah A2gAE B A
Tob gaE AAATel vl A&k AL AFAA e A
Patvl, AdgNAE AFRA L FARAY ARE AN A4 @
Ao w A5t ALANE ackse ARL velm, X AT

GA Al el =] dt



A2 APA7

A1E AR ZXBAA #Ag AP AT
1. Collins, Maydew, and Weiss [1997]2] 410

Collins, Maydew, and Weiss [1997]& V=714 9 3AAHRL 7Fx#A
Aol AstE e FAO dtteE F=AAS FA 40d 7H(1953d 71993 ) o] AR
=

7heat s Aol e}l FA g Eo] 3 AW HS vuFgo
=

Aw ARG AANBALE T ol gow Frsdon old e

AR FAA ANAAY G4 DR PR FAT AoD et
1

58, 259 A7Ane AAclel We FRobede] HuiE B

8) o714 9] AR T A1} AFIIAE A g

9) olgfgt A&l %01 A AR RS B, ATk AgHE AdHolA el s]Ae1e)e] FAlA
QA 7HgEA dsiM e ATAig Mz GE ZES AR, SA019 9] ZHjdE el tisiA
E o A5k 2EE A FBade deksn drhe 2

10) Collins, Maydew, and Weiss [19971% 7zt WisE9] Atd 7FxdeA 9 0 FAuebA] R?
2 53 49 FEAYEHS ALEnh B AFoE o] WMHES ALgEle] F7]o]ol 9]
Y EAZF3Z S EHL AUA 84 2 O FAE et



2. Francis, and Schipper [1999]2] & 1

Francis, and Schipper [1999]+= Collins, Maydew, and Weiss [1997]<}
frARSE WS AFEEEo] m o AEA A A Y AFARY THABAAY W)

of tal AFEARAT. AFA%, Al Fohel d@ dPHe A

WUtk F7tR o5 A2 AR X BEA Y stFgo] £33 H7)
=79l A BAgTE FFS HAF67] fste] 22S ADUIdd v
qatgd o, AATEAA A& Aot Zolrt
Sl Ao® ey 7t #-AAg ] v Adv)e kgl 53] gue F

4o AAHAE Rk

>

Ao FRe] A5

g

3. Brown, Lo, and Lys [1999]9] 12

nqm

11) Francis, and Schipper [1999]+% o]93} #4239 & (cumulative market-adjusted return)
o] ABBAE F o199 HNBEAEE SAsITE 2y o] o] 9] TN #UAEE w|
g, PlHdsEs, rlgeld, nEARIA T8 d5ste sEHOER SAVbssitta AF
st ol&9] o]¢} 2 Ao 9, nHIdATEFASA o] o199 FuH d4T 3 1
Al tisl sefstazt sk B Aol Fol(implication)® Ax o]le] M #AEAS HAEet
= Eﬂ ol.O_Q zz]-o sL _/,: ol

A

12) Brown, Lo, and Lys [1999]% TEascale effect)’} SAH EAAIE g=A1Z + d&
o FE3T} o]52 ol FEANE SAetE WHoR 1) FEE BAMTE IR
F7FAY, i) SHBSY TEHESE BT FRAY YRS R Yol BEse & 39
TS Adshe WS AdsGlth B =AM E o] F 7 dA WS AMSSH] fEadE
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Brown, Lo, and Lys [1999]= Collins, Maydew, and Weiss [1997]%}
Francis, and Schipper [1999]o] A4 A}& % ZAWHE vjHAsHA F+ A

o Aol AuHE AFARE AAGAL 0|5 FA T AT A%
By = =
h - -

Core, Guay, and Buskirk [2003]:= AF71 & 7Fx] &} A& 20 A F¥H
=

7F 1990t ol iy trEVtE ATEAs AT 44, 7147 e A

Mol ATA Mgz BAAS WS AFAA Ao vEhgon, A%
Wb A ARWSEE A2 SAME o4 £88 AR 2

o2 eyt

o]¢}= W2 Lev, and Zarowin [1999]> 3] A o] elo] F2]4=9]
g AW (RY)o] A 20:d3b1977d719961) A &H 0w
W, o]t AFIE wpEATLA] FolE HAUE HAFARE A GA

o]52 olel W olfF=A gl Wk, 53 FF ALl o FA

o WFo] FARALANE BEPS @Y AALRS 0§ HAAF WY@
F goed Aaddn g

Ao gt
13)

o]eu-g- A5 (Earning Response Coefficient: ERC)Z H|7]tjzole] 1d gist F7159 &9
WSAEE onlab, SRS F84S UEhlE A BN ARGET
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2 AFaAt 23A%, IANGARLY 8-l BA 159 B A5

0% FsgeS WA HF ARozE B4 AALAY wdoE

1. Dechow, Kothari, and Watts [1998]¢] | +17

Dechow, Kothari, and Watts [1998]= @A 7|5 3] A Y92 & o] 835}

ololz} AFsEe BAE LA o5 FA 30 1H19631371992
d)ol Brloledd vHFddasgHe] dAS 7IdE AAL e

(firm-specific time-series regression analysis)S =& Ay o zx n) g

AL dZsted golA 2093 AFEE FoAA o= el o o
Zelo] peA e £olds AFsEL owW@ AAIEAS A

14) o]¢Jx]&A(earnings persistence)0]& 37]2] o]dJo] vgr7ta AEHEHOT FAHe A%
2 3, o]olg A&7 o] (persistent earnings)¥ Y12 o]9(transitory earnings) O ®
Tt A 7)ol
15) A71X9] ARG T4 B7]olow
16) @F35E oZo] g o]d(F2 LA
oAl SA] F7]o]ele] oE5Ho] Fridw
[1994], Burgstahler, Jiambalvo, and Pyo [
ot o]t dFEE9 oFgo] o] #th)
17) Dechow, Kothari, and Watts [1998]= ©7|o]] ¥ B7|dF55y) nfdFsES 7+o Add
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CFO, = ayta,CFO, + a5, + [
(A7IM, CFO, < t+1719 719 9 49AFSE, CFO,= 719 719 9 d9dvss,
E,= t719] 719 9] o]9), g, &
2 AFAE 371019 ¥ BYIdEsed nHdagss 1o AddA SebA] 99 A& o) &
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e ATsach AF Aol dsw, vAdTEE AFels AT E
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(timing) 3! W -$-(matching) =AW®E $%spA| 7= FA Ao Az WO

H, ol TAVE AL e AT A2 = 7 Utk

2. Barth, Cram, and Nelson [2001]¢] A 19

18) AFREAIZE 709 QA7) AT F|FAI7]9] zlol9 v]&-9] QXA 7S} A7 AEA7]9]
ztol & ofulstar, tl-gEAlE el¥t H-8-9] tlgolA A7|= AfolE et

19) Barth, Cram, and Nelson [2001]2 3w H%W(cross—sectional approach)< AF&-3}o] 1]

@%EE ] o] Qloiae] W] Aghs AT # ATdAE 37l 3 Brdw

& 719 A= AAEA TebA] oleig Hud HIgE AEete] 245 A
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[& 2] 7] Wge

7= F A

W oAt R 25% =T 75%
CFO 0.005 0.087 -0.045 0.008 0.060
E 0.028 0.046 0.006 0.025 0.052
ACC 0.023 0.081 -0.027 0.018 0.067

(F1) BE HFEL JaFAMo2 %3 (deflated) H A&

(F2) EEL2 19823 H-E 200574 65837/0(71d- )= FAFH o] Id=

CFO -39 @35 5-07b370 A7 ol o] o] v &+ 0] 459 - & A1 §- A T

AT ZAAE(AWO)AAFEAN-AAFTLIAFT S 7/IE-AD7|vu| TA - {AF 553 A

CARARDTF-AFEL R RA)

ACC= N\ WC— DEP

EF=CFoO+ACC

AREAL = HEA, — HEA,

ARFRARENE - AF AR EINE, —ARAREAE,

AR FAZ = B FAZH, — W EAET,

AFEHA = FERA, —HERA,

AWIANE = WA AR, - AR,

AFERG7N A = 547 A, - F5 33715 A,

DEP ~sol v 2o v gohd 7 2w R A

2. 7182 WS AAAA 4

[3 3l & ZF AFdE He AaAAE HogF= I o] &(Pearson) 37
“(correlation coefficients) % 23 o] ¥H(Spearman) &A1 47F YEY

9. @aw
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B B(CFO)3 @A (ACC) 7+e] 7
27 (-85.19%) o] T GERY

(-)2] whA o2,

_29_



ol
Lo

A EE(CFO) 171 WA AF5E(CFO,.,) 79 Ho«

B

S|

Y o

o
rJ
HN
I

A= 11.6%Ad], ol d=
Ad g ol g}

Jot

gol YuwMHoz A4 F

o

W CFO, ., CFO, E, Acq,
CFO,., s S 0.116™ 0.223" 0.002
CFO, 0.147" I 0.396" -0.851"
E, 0.222" 0.3947 L 0.144™
Acq, -0.015 -0.823" 0119" I

1% FEolA FolE

(1) BE WSS PFEAN0Z E 7 5H(deflated) 5] 2 &

(F2) FEL2 1982358 2005 7+#] 65830 (71d-d)=Z F+AFH ] A

(F3) AL 7|Foz Fo = A3 v o]&(Pearson) ¥ BAFE, = e

v 24 AaaA el A9 o vwk(Spearman)e] Z(Rho)S YHeEFH.

CFO =394 @35 8=27b7u AR o] o -o] ] §+0] 25 0] A Al 1] & A WC

Z
2
EEAARAWOAAFEAL-ADTLATE/HE- A 0] Z7) (A 5377
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AFE AR} = frs At — fre A,

ARFRAF 7 = A RdF o7, - AE AT,
A7) FAS A =7 F AT, - R A,
AFFERA =57 A, - A,

ARZIARI S = 1A, - A,

A3 71 = e 375 A, — e A,
DEP = o) vl 9 ¢h2) u] 4 H7hg7bn] g 38 bt 7k
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A2A BAol)e ANBAY WEFo] 2

o

[F 4lelli= o] N(E)3) 2 ARIAX(BV)S F7HEP)He] AgaAzt

B e, o F vhAm E 2Re Azo] g weh FRAgeo
o]

Full Model (A): P, = ay; + ay, By +ay, BV, +e;,
Earnings Model (B): P;, = By; + B1:Ei + €
Book value Model (C): P, = xo; + x1:BVis + &1

Trend in R*: R} =06,+06, YEAR, +¢,

U

(where R?is the R? from (A)-(C) or (A)-(B))

(A) (B) © A)-(C) A)-DB)
Years Average n FE&BV E BV Inc £ Inc BV
1982~1989 199 32.0 25.7 30.2 1.8 6.2
1990~1997 360 51.8 32.2 45.3 6.5 19.6
1999~2005 302 46.7 17.3 44.1 2.6 29.4
AAE o] A6 t-SAF 0.89 5.25

(F1) BEL 1982358 20058 7FA] 658371(719- )= FAEHY A
P, = t719 IAAE FRIZRE AL F 719 i F7)

]

37) [E 4]0 YR} 9= o]2l Collins, Maydew, and Weiss [1997]1¢] oA e} npzrlA &

FFol9(earnings per share, EPS)& Al43to] S50 £ AF9 [R 415 A9g o
2 EE AF0A AR E o]92 deA AFS AAE JdddvEen dAdY gor F4
Hrt
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E, = t717F 99 714 i EPS(earnings per share: 9 <0]9)
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BV, = t7] &9 714 9 BPS(book value per share: %4 71])
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T 0A 26%% gatens o FbAAE AR @A vEgen, o

W 6,9 t-FAFL 089% FoetA FS FAAT. ol o] THA A

(0
of
)
flo

FEE71ZF FeF 1982371989

HE WAoo sho] B4 AAsdrd, 1 Ans APATEe o4y
FASA stk 1992958 20059744 el b e
Basgen, o W 4o tEABL 2129 #E AYOA 1 A

7 ofrelEe dEu o2 Fa elde AAnAde elvete 39

[Z29 1]ell+= o] @ AF7EA Y Aia 7HAHE8 S Udetlls s34
Wao] A7 A7F Add s el BRI 2 x| S99 A
HEo] B FEolA vlzst AR, 80t FHto] 2= Ao o FiE 9

7oA gRAA ) Aw el oo A@EET wehon, 1 Aol
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kd

5] =

o

AT FA4A L t-TAY

Full Model: CFO;, ., = ay+a,CFO; + a,E;, +

Average Average Coefficient Average Coefficient

Years n CFOla, ] Ela,]
1982~1989 199 0.13 0.38
(t-& A=) (1.56) (2.56)
1990~1997 360 0.03 0.44
(t-5A =) 0.71) (3.94)
1999~2005 302 -0.08 0.45
(t-& A=) (-1.30) (4.76)
AA ZE713F 286 0.04 0.42
(t-5A =) (0.40) (3.71)
BCN 0.38 0.22
DKW 0.07 0.45
K&K 0.23 0.43

(F1) BE ¥FE2 I T AN E FF 5 (deflated) ¥ A+

(F2) B2 198298 2005d7b4] 658370 (71 d-d)2 4 5o A&

(F3) 3 o] FAE 24 b5 As t-FAZFS e

(54) BCN=Barth, Cram, and Nelson [2001]

(55) DKW=Dechow, Kothari, and Watts [1998]

(56) K&K=Kim, and Kross [2005]

CFO =3 Q3835 F=47132n A7 o] -o|aAu] &+o] 2 - AAMH] & - AWC
AT AAZ(AWO)HAAFTEA - AT LTS 7HE- A7 S A -{A K555
“AGTN A F-A R EA L)AL

ACC=AWC— DEP, F= CFO+ACC

AFEAL = B, — FEA,
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Hee ondt (e 9dF5E FR ASe)E 27ldE F()9

il

ot

golAA T, Z7e = ()9 o= YEebwth) F7]ol e o] AS(a,)
o] F FE7IZF Foro] HF e 0420, ol TAH R Fo5HA E
Wk (t=371). & S oy AlF =A7]7F Dechow, Kothari, and

Watts [1998]¢] A 3(0.45) ¥ Kim, and Kross [2005]¢] A 3(0.43)¢} A

= o 2
qs g F 9

iihd

Alzbol A e wel o] i AF(a)E 1 A7 FES] FUL
(0.38—0.44—045)8t R oy, F7dF s F5Y AT(a)s 238 #Ha
(0.13—0.03—>-0.08)3F A t}. Al gFo] A x}hell whe} o] & o] A4 (ay)7t T
bt e AME S 2 37l y 171% dwsss P dadA
(relationship)7} F7Fstal &= onget. olo] thd AW =& Hol
A F o AAE ARyE g

[

6le @7lelel(E) 2 WAREEE(CFO)N 171§ dA@sE

=]

(CFO,, )79 A#AAZ, A7 R*° 3t (average annual RS F3 B

of Ftt. Full samples ©o]&sto] 413 sid A Ao, AH

s AR B4 vddTEFol de o] A et

shdth o] o] 198271989 ¢ 7I7F o 171 dwEEe] oA ¥
& & (cross—sectional variation)?] 6.2% % Aw g}, o<l o] HdoH

2 199071997 9] 7| kel = 5.7% = o ZAask Tl 1999172005 <

717F Fotel = 65%= ThAl F7heFsl T

[ 6]9 mtA F Zdoles B7dsss B F70d9 1715 55

Eo] o3 FE A9 (incremental explanatory power)o] A A ¥ o] glt}.
dgE559 ol ZF A 73t AA g(H)e FEAAWEHLE Ay o
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o

[ 6] F71o193} 171 % 44 2 2t QAuRA (R %)

l"_8{_|4

_L
=

Full Model (A): CFO,, ., = ay+ a,CFO;, + a,B., + fi,
CFO Model (B): CFO,, ., = b, +b,CFO, + g.,
Earnings Model (C): CFO,,,, =c, +c,E;; +h;

Trend in R*: R} =06,+06, YEAR, +¢,
(where R?is the R? from (A)-(C) or (A)-(B))

(A) (B) © A)-(C) A)-DB)
Years Average n CFO&E CFO E Inc CFO Inc FE
Panel A: Full sample
1982~1989 199 8.1 5.2 6.2 1.9 2.9
1990~1997 360 6.7 2.6 5.7 0.9 4.0
1999~2005 302 7.1 0.3 6.5 0.7 6.8
AADRFY] A6 t—SAF -1.55 3.34
Panel B: Constant (survivor) sample
1982~1989 67 8.0 1.9 7.2 0.8 6.1
1990~1997 67 9.5 3.3 6.5 2.9 6.2
1999~2005 65 16.5 0.8 12.1 4.5 15.7
AA DRG] A6 t-SAF 1.81 2.20

(FD) BE RFES T FANoR HF 5 (deflated) ¥ A&

(522) Full sample< 19825 B 20058 7bA] 658370 (719 -A)E A

(53) Constant sample % 239 FE7| T Hoj= 21d9 &4 dvolgE 717

AFAEZ FEAHAS

CFO =3 Qa3 5 F=47132n A7 o] -o|aAu] &+o] 2 - AAH] & - AWC
T AAE(AWO)HAFTAN-AFdFL AT 57E- A7 v S A -{AF 55 A

“AGTN A F-A R EA L) A

ACC= ANWC— DEP

E=CFO+ACC

A‘IQF Z]—)\}- —IQF ]—}\]—f - %%Z]—)\\_}:t,1
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Year

1) A (5) CFO., . =ay+a,CFO, +aE,+ [
2 (6): CFO,,, =by,+b,CFO, +g,,
2 (7): CFO, ., =cy+c, B, +h,,
(52) Inc-E(B7]0]2 9] R H)=2] (5)2 R*-2 (6)2] R?
(573) Inc- CFO(B71d g5 52 S&4¥e)=2 (59 RrR*-2 (19 R*

[ 6]9 Ad A9 A= AeH 9 (sample-selection bias, ¥ ¥EA4 Q9

FelA 71E A F= demw [# 6]9 Fd BellAd= ool wg 4

)
off

14 HE(robustness check)3®e] Ay & A A g}, 19821171989 7|

oto] I 7|de =33 1999372005 713F Fote] nE Ve ¢

et adez vfdgssel g Frie]d e dwgo] Frkg ARA

S @x dA EAE = 71de] 1980t E=AEE vl dr Fr]e] oI

ngdFagFae] dAA o & A3FA (relationship) & 2= Ao =2 3
o

ol B 24 Aol H(bias)7t EASHA Hew, B2

>,

lo

71Zbell AR AE EAHML 719239 F27IF T Aok 219 F

38) %714 AE(robust check)® Z39 % HABANN A= Ash A7k AAE Pl
tal 2AksHE S W,
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QA dolgE 7FXa dE 7Y, surviving fim)ETS FERPYFOE

sto] sld A9 RAS wlEd sl BolM: olea M@l AAg

[% 6]°] (OZH} (A)-B) Zd= &l €5 F U= T2 2344
ks

Aol Aol weh MA@FEE @ @lelle A
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=
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O
[0e]
Do
rL

1
—
O
o0
O
(L
Lo
N
L
offt
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o
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flo
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dl, o]ojo] o]yt Hdu e 19901719973 9] ]kl = 65% = oFgh 7t

Lo

rr

8k tkzE, 19999720051 9 717wt = 121% % AA Ttk &

g ogd BY WA ZgoA BHE wr]elde FRAHYEE Brdvs

il

Y AnES E4 Hojda l=d, 199972005 ¢ 7)1t w kel m) g

gk ol SR Y (15.7%) 198271989 o] 7| 3F F <k

d

wsagol o
TeAW g 6.1%) Hva F o o4 FrskdTh o] W AIAEWE

YEARS] AF(6)9 t-SAHFE 22002 {23174 Yetyttl ol =y

[18{.',

Lo

Bol A= g A ZAyet fAetH o2 Fal viddAEEEol W 2
7lo]ele] Aw o]l kst = FAZE A E LA (survivor bias) B A H
A Y (selection bias)ol Al 7]dekA] FdeS Fotd = ok (34, I
Bol (A)-(CO)Z"ol AAE= vAdssFel e Z7d5552 T4
e 1982171989 9] 0.8% A 199972005 ol = 4.5% = S 7H(6, Y t

=1.8D)3t ¥}, o] = Full samples Aoz #A3% sijd Ao+ & A

aul, olF FaH AGYAF F& NPALE AY5FFY JYAFEEL
A%How AEHL 9Le % F ATk
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A4d =9 AIFA A=

[¢}

AG7HA F7le]o]l mYdAdssF (5 171§ dvs5s5)e dry 2 4
7Y g derkE SAsAT 2y 2E e AR (o] =ua s B

o dSgEn Eolxs= AL oldd ol Rdo] dHolHE I A s
(overfitting)398 4= 7] wjZolt}. o] 7t5AS Fotslr] 3, 2 Aol
Ae dEe AZAHS AS5T & e FE A S (out-of-sample forecas
B AT E ey 2o wyox AaE Theile U-EA#HE o &

ol ERoZe ZHAYr

\/Z(CFQJH predicted CFO,, ., )?
Z(CFOi,t+1)

o] BAZIHL 2L 2 A (small error)H.th+= 2 2 A(large error)oll U

gl

7V A S FoJst, o Zo] ¥ (perfect forecast)d A§ U-F A2
08 #s zZtev. 28BEE A AFsdd 23S AMERES o AA 9

258 U F 3T 5 o/ B9, Age] Anete we U-

o

39) FHAHII AT overfitting) & Eo] BpA doJEldRt A g o] AAlvo]HE F3liE
Fe AIAT WEA 2okt AP BT ol Byl wie 2 AR A
23 welahea WA

40) o]9] AL 200599 AUAFEE(CFOP,)S oIz So] ABapd thas) ek,
© WA By CFOy3 0% CFOygs s 1743
@ oI5 Tl Lol FAATE 200439 FHAF(Eyy T CFOy) A8 CFOy5°]
ASAE I
®Q o5 A CFOy <t vlagtct,
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t}. Full sample
@ o] 098104 19993720051 9] 0917% 74t ow AAEWHST YEAR

o AF()] t-EAFLE —17312 AFH oz FIsArt. (3, 944

a

55 ANE B AZAAL AT UFAFE B 7 F 0984

o A 0.948% oFz ZHAEd =, o w 6,9 t-TAFS —06122 HER

g oSl v oS ¥ AFgAL dEFs FGD ¢ Ak

[#% 7]2] #'d Boel: Survivor sampleo] thd ZAx}px7F 8ok o] gl
Theil®] U-FA S 1983719891 9] 1.000¢1 A4 1999720051 ] 0.932=
Hastd oy, AAGR T YEARS A5 (6)7F —0.8869] t-FAFS K<

o= I g FAZE FeA dEA = #dd (3, 9H9dvEE
AAE FEA AFEAS AT U-FAFEE 22L& 73 3 10114
09500 = FFAastgom, o] wf §,9 t-FAFS —0.946°] 3 T})
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[ 71 171% 998 F35E o= g3 Theild U-FAF

CFO Model (A): CFO;, ., =b,+b,CFO; + g,

Earnings Model (B): CFO,;, ., = c,+c,E;; + hy,

2 (CFO;, ,, —predicted CFO, , . , )?
X(CFO; ;1)

Theile] U-EA2: 0, :\/

Trend in R®: R? =6, +6, YEAR, +¢,,
(where R”is the R? from (A) or (B))

(A) (B)
Years Average n CFO E
Panel A: Full sample
1983~1989 210 0.984 0.981
1990~1997 360 0.997 0.980
1999~2005 302 0.948 0.917
AADHAFY AF6) t-SAF -0.612 -1.731
Panel B: Constant (survivor) sample
1983~1989 67 1.011 1.000
1990~1997 67 1.027 0.981
1999~2005 65 0.950 0.932
AADRF] A6 t—SAF -0.946 -0.886

(FD BT ¥FEL JFTANLE X F 3 (deflated) ¥ A &

(2) Full sample 1983 & 20053 7k4 645970 (71 d-)Z FAA = A&

(53) Constant sample & 2399 87| & Aoj= 21de] &3 volHE 713
BSANEZ FAHAS

CFO =9 9dF5E=771%72) 7:]]/\01
AT EFAAE(AWO)={AFZA2A-AT
AT YF-A R EAR L)AL
ACC= AWC— DEP
E=CFO+ACC

ol A -F AAH & -AWC

CARSAE ) (A 5
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Baginski, Lorek, Willinger, and Branson [1999]& 7| &7} o] A%
’J (earnings persistence)®] A4 A 24 F9 sty FFsATH O

719E 2719(&FS A7)0l v vzsts el glar, erbshARt kA4 A

Full Model (A): CFO;,,, =ay+a,CFO,, +a,E;, + f;
CFO Model (B): CFO,, ., = b, +b,CFO, +g.,
Earnings Model (C): CFO,;, ., =cy+c,E;; + hyy

Trend in R*: R% =0,+6, YEAR, +¢;,

(where RZis the R? from (A)-(C) or (A)-(B))

(A) B) © (A)-(C) (A)-(B)
Years Average n CFO&E CFO E Inc CFO Inc FE
Panel A: Large Firms
1982~1989 66 9.6 5.1 9.4 0.2 4.5
1990~1997 120 6.3 3.4 4.2 2.1 2.9
1999~2005 100 6.0 0.4 5.3 0.7 5.5
AADR ] A6 t-SAF 0.27 0.51
Panel B: Medium-sized Firms
1982~1989 66 8.5 3.9 7.7 0.7 4.6
1990~1997 120 7.0 3.2 5.6 1.4 3.8
1999~2005 101 8.4 0.7 5.9 2.4 7.7
A A DT AF(6,)] t-FAZF 0.82 1.73
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(3% 8] A&

@ ® O WO W-®
Years Average n CFO&E CFO E Inc CFO 1Inc FE
Panel C: Small Firms
1982~1989 67 7.1 5.7 3.1 4.0 1.4
1990~1997 120 5.9 1.2 6.1 -0.3 4.7
1999~2005 101 8.3 0.6 7.5 0.8 7.7
AADHF] A6 t-SAF -1.19 3.12
(F1) B HFEL JuF AN E % F 3 (deflated) ¥ S
(2)

G ARAEZRE) AR o] o] - o] A u] o] A5 0] - &1 Al ] §- A WC

AEEJAZ(AWOAAFFAN-ADFL BT S7HE-AD7 oo S A} -{AFF7A

ACC=ANWC—- DEP
E=CFO+ACC

AFEARY = frs At — fre AT,
ARFRAFE7HE = AT AT S/, —AFRAF ST,
A7) FAS A = A7 F A, - F A,
AFFERA = FH5FA, - oA,

ARZIARI S = 1A, - A,
AFERATNA = 83375, — e A3 A,
DEP =t vl Sl gk2)v] 4 gH7b 7] Bl 5 AR 2]

[ 8l]ol A= dAl E2(full sample)= vid 7] @24k FR7tdo g =
AE 7AdTEE 7o 2 Y arge), T 7] (medium), 471 (small) <]
Al 7HA 2502 7 F, 2479 F3FE(sub-sample) B2 [£ 6]9] &
NARE ARESS AT £4 247, (A)-(O)ZHd veErd e mads
S5 g Frlelde] FERAWHLS 19829719899 9] 45%(H714),
46%(571%), 1.4% (A7) A 199972005 ¢ 55% (7] §), 7.7%(F 7]
), 77%(2719)2 BF F7stqith o] Wl AAGRW s YEARS A(6,)
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© BE FEIAA Y @e Ao, 69 t-F ATl 2+z 0.51(H
719, 1.73(5719), 3.12(&719)E YepF o 2R 11 FoAdole zolg H
At

2. W FA ] Aol

Fama, and French [2001]¢] <Atel 9oslH, wigd S AFst= 7199 &
= A 2 AA FEs gAen dv Ao = YERy 4D Miller, and
Modigliani [1961] 59 ®ig x| Fol 3 AZo]|2o A=, 7]do] LEO]
SR AFAZELY oA d AFHAHES Eol7] A WMITE AF
g AR g o]y A ostd, wiEe AwskA ¥Fe IS of
vhe g S AEd AF7F iAWY £ =2 NPV FARete] 617 of
wd Aolg. a2y o)A AAY vddTEEe Y T2 AT
A HbolS oA 7] wiite] ZIYdEe] wMES A ¥E TR U IR
T 1] o)l v rIg e ool HlE mAAFEEIN oS WA
A duEol S A= EEH.

[£ 9ldlA e AA 225 e fFFol 27 F /e 2502 4
FAT WB Y] e AH 2227090, FuigrIde] e AT
6470t A A3 (A)-(CO)ZHd vety e vddgssol ded @

71019} 9] FR-AWH L 1982971989 9] 3.1% (M F714), 1.8%(Ful 2 7]

-
ol
-

el A 1999720059 ¢ 3.6% (M 71 4), 7.6%(FulF 7 )= 25 F7

41) olo] uisl & Ao HES o] gt A AY, FudX T Feigrige] 47t 23] S
st Qo] FRlFSITh AA BE FalgrIde] vl&L 19821~198919] 16.4%0 4
1999»1 ~2005¥191& 28.6%% F7k8talow, o w g gl gk AIAL AlFe] -SA

2 47022 FosHAl YT

o ol m
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Full Model (A): CFO,,,, = ay+a,CFO,, + a,E;y + f,y
CFO Model (B): CFO;, ., ="b,+b,CFO,,+ g,,
Earnings Model (C): CFO;, ., =cy+c,E;; + hyy

Trend in R®: R? =6, +6, YEAR, + ¢,
(where R”is the R? from (A)-(C) or (A)-(B))

(A) B) (@) (A)-(C) (A)-B)
Years Average n CFO&E CFO E Inc CFO 1Inc FE

Panel A: Dividend-paying Firms

1982~1989 166 6.7 3.6 5.7 1.0 3.1
1990~1997 284 5.5 2.4 4.3 1.1 3.1
1999~2005 216 3.6 0.0 3.4 0.2 3.6
AA D] A6, t—SAF -1.12  0.48
Panel B: Non-dividend-paying Firms
1982~1989 33 13.1 11.3 1.5 11.6 1.8
1990~1997 76 6.5 3.2 5.2 1.3 3.3
1999~2005 86 8.3 0.6 6.4 1.9 7.6
AADHAFY AF(6)e t-SAF -2.10 1.81
(5D BEE RFES JdFANeR HE 3 (deflated) ¥ A &
(F2) B2 198298 2005d7b4] 65837071 d-d)2 T4 5o A&
CFO =9385 35 5=37147M| 741%@ o] & - o] A} H] G-+ o] AF = A —H QA W] §-- A WC
AT AR Z(AWO)AAFFAN-ATFTLA ST/l - A7 v S A -{AF 55 A

AR AL AFEA )5
ACC=ANWC— DEP
E=CFO+ACC

BAL = AL~ AL
s A
A=}

=
—
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ARl YEARS Ag(6)c Mg 71dat Fa=7id BE5elA F(he gt&
Ao, 6,9 t-FAZFe] zhz 048 F 7)), 1.81(F w7 )= WEbd

owM I FoAdole AolE HAT

3. o]dHdd oF

Burgstahler, and Dichev [1997], Collins, Maydew, and Weiss [1997] %
2 o] o] A TAA (o]} Frhete] A#FAA )] o]edH 7]l B3|
AR 7N A vEPES B E Y. olE FEl 9]l A

doasel dHE FEAHEE SHdRu7|HelM = ofdr a7 PolH Ry

|

2ol e Ao ogst el etk awd Hayn (199519 9
of e, old @ EARLA e Fi Agre] Aol weh FrH2s
t Ao veRonz odw F/FA [ 619 Avtl Jge v
of G oJERel WABT X ATl AL o % selalr]
Ao AA EEL 7] ()2 old e mu@ /Y t7]e] F)e of

42) olo] tisf & A7 FES o]gat] AFe AF, TN SARITIYPY FU FES] &
7Vstar 9dgo] FEIth AA FE F &A% HlES 19821W~198919] 15.3%014
19991~2005%10l= 25.3%% F7kstglon, o wf &ARE7|YH& gk AAE A9 -
EAS 43307 §o&tA vEsTh
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S
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(where R”is the R? from (A)-(C) or (A)-(B))
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Full Model (A): CFO,,,, = ay+a,CFO,, + a,E;y + f,y
CFO Model (B): CFO;, ., ="b,+b,CFO,,+ g,,
Earnings Model (C): CFO;, ., =cy+c,E;; + hyy

Trend in R®: R? =6, +6, YEAR, + ¢,
(where R”is the R? from (A)-(C) or (A)-(B))

(A) B) (@) (A)-(C) (A)-B)
Years Average n CFO&E CFO E Inc CFO 1Inc FE

Panel A: Operating cycle increasing

1982~1989 39 9.3 2.3 6.6 2.8 7.0
1990~1997 59 8.6 2.6 7.0 1.6 5.9
1999~2005 53 10.9 1.5 8.8 2.1 9.4
AA D] A6, t—SAF -0.44 053
Panel B: Operating cycle NOT increasing

1982~1989 160 10.5 6.7 7.5 3.0 3.8
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