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719 %*711~°1‘21—% @71 oo tgt AF7IHA|
Z AHgEhe Af uridelde 2P A8 2YE
% oltk? #rle] grlge|d S AR 2 A
gdoz o BT & e FH o FAE 23
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< detde A& AAEZ U (Collins and
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ek 2 dAFebe Z1EA 1371 A8E7] A
?l 2000 FAAE oA 7|7tte BEI|TOR @
o 389 7199 FAARY FARYS HFE
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(& 1) WlefsEeolel 2x”
Ad A: A7leRsgedel sk Y 4 BE
i H7] 9 85Ao0lo0] gk 719 % B2 F5AEM0] e 7Y £
A= | U . [RAWNLE]  WQA | Jles |RAWleRs | WA | AEales
T 4o B3 #70]9) Aed 2ol F5e
1991 434 287(66%) 130(30%) 209(48%) 402(93%) 314(72%) 307(71%)
1992 432 310(72) 158(36) 222(51) 402(93) 332(77N 296(69)
1993 373 261(70) 128(34) 195(52) 338(91) 271(73) 265(71)
1994 444 295(66) 150(34) 215(48) 401(90) 317(71) 302(68)
1995 432 286(66) 160(37) 196(45) 382(88) 298(69) 284(66)
1996 439 316(72) 198(45) 205(47) 375(85) 306(70) 273(62)
1997 414 216(52) 152(37) 129(31) 307(74) 270(65) 140(34)
1998 404 235(58) 147(36) 157(39) 306(76) 268(66) 145(36)
1999 406 178(44) 72(18) 122(30) 296(73) 206(51) 154(38)
2000 399 132(33) 109(27) 27(7) 227(57) 205(51) 46(12)
A A 4,177 | 2,516(60) 1,404(34) 1,677(40) 3,436(82) 2.787(67) 2,212(53)
A B: 19974 o|F 718 H71QFSAEAY ATAL 4 A48 Y=Y BF
e 718} 37 7540l 7k #7leREg e
T A | ag9se | sudy | o9udB(+) |4 | ddoue | 588 | olgYdE()
1997 | 129 0(0%) 129(100%) 0(0%) 140 0(0%) 140(100%) 0(0%)
1998 | 157 0(0) 152(97) 5(3) 145 0(0) 145(100) 5(3)
1999 | 122 0(0) 26(21) 96(79) 154 0(0) 31(20) 124(80)
2000 | 27 0(0) 0(0) 27(100) 46 0(0) 0(0) 46(100)
1) 322 HF8Y 47192 ¥ AAGE ] Bitdo) vl dxo] FEL A9t
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H712fFsuEle) Ao mE HRan XolEY

5 g 1999-2000 IAQ= = HAAEE £
F54E AGY 7lek LF5Hc] ol g g wt
FHAT. o] 7NTFL LFFHEEA dAMe
HuEAoz FAHE A7 AFAES AR
E5 IEF Hof girh. a2 1998d T 7i9iE
A71Ee] diR ez AR met AR 71934

1€ 22 Agste dAdRde A7) AFA
Fo] ulmEA flo] AT A= AFAET 2
g & J=E &3kt ol mhgt 1998 2o
ARE 7148A7 Iz A HEHe 1999 A
Axde Aoy 7Ide] HazEReR AN
A7) AFARE YA g2l w2k LFFH0l

(B 2) M7|2F4-ee] 7|25 EAR:" & |fma/(g7leolY|

A olqgaiz 3oz 4d .

@7?9_%1‘—78 49 @7]}9_%_376]_@0 %ilm%ﬁ"—i@ﬁ:—;}]” AR A7 HFTHEY

'ﬁ;‘(‘f) 2;32‘) REH | REC) | US(+) | UsO) | aa) | aae)

1991 0.0122 0.0782 0.0644 0.1700 ~ ~ 0.0812 0.2552
(0.0000) | (0.0082) | (0.0000) | (0.0225) {0.0031) | (0.0693)

1992 0.0187 0.1371 0.0452 0.2853 _ ~ 0.0656 0.4259
(0.0000) | (0.0138) | (0.0001) | (0.0169) (0.0060) | (0.0720)

1993 0.0164 0.1443 0.0480 0.1534 ~ ~ 0.0655 0.2989
{0.0000) | (0.0095) | (0.0002) | (0.0182) (0.0039) | (0.0680)

1994 0.0136 0.1703 0.0480 0.3814 _ ~ 0.0627 0.5572
(0.0000) | (0.0096) | (0.0000) | (0.0142) (0.0039) | (0.0716)

1995 0.0812 0.1989 0.0584 1.0030 ~ _ 0.1397 1.2021
(0.0000) | (0.0094) | (0.0000) | (0.0100 (0.0038) | (0.0596)

logs | 00358 | 01990 | 00542 | 02189 | | 00009 | 04101
(0.0000) | (0.0115) | (0.0000) | (0.0052) (0.0045) | (0.0541)

1997 0.0289 0.2962 _ ~ 0.0311 0.0636 0.0601 0.3599
(0.0000) | (0.0089) (0.0000) | (0.0000) | (0.0001) | (0.0246)

1998 0.0876 0.0953 0.0011 0.0084 0.0542 0.0784 0.1419 0.1737
(0.0000) | (0.0037) | (0.0000) | (0.0000) | (0.0000) | (0.0000) | (0.0007) | (0.0143)

1999 0.0103 0.0756 0.0232 0.1687 0.0018 0.0079 0.0355 0.2522
(0.0000) | (0.0001) | (0.0000) | (0.0000) | (0.0000) (0.0000) | (0.0000) | (0.0140)

9000 0.0195 0.1162 0.0184 0.0726 _ _ 0.0380 0.1888
(0.0000) | (0.0000) | €0.0000) | (0.0000) (0.0000) | (0.0005)

A 0.0323 0.1515 0.0366 0.2523 0.0215 0.0372 0.0783 0.4212
(0.0000) | (0.0062) | (0.0000) | (0.0000) | (0.0000) | (0.0000) | (0.0014) | (0.0401)

1) B2 HMEEY MY & A= A4do] v dre FEL Atk FH A WA $A= ¥FE L ¢

o #A e FAGE v

2) AR A7) /4 EA L A

3
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ojddF 2FYHe BudYth HmEAL
2 A7) AFA B/ F8E 2000 SADzE o
2 7194e o]l FE 2 2FFE U
A7) EAAMNE AFAske diAl odUddFH
ARG A7) 74 3<EY FEOE sttt

(F )& A7e553Ede SPNEE A
L gel (B 2> ALRSEEEY 99
1€d SAXNE Badd HAASFYL g
Hoz Brigeld HAugd 1%~3%c°lth. <9
Ao2 1995, 1996, 1998 AAEE 8.12%,
3.58%, 8.716%°1 €t HAAFEA] HRe=
1996 JAAE ojAdle Uwtzgoz Yrjeold
Aol 10%~20%1 23ttt 1997 IJAA
ToE 1 7RI o 30%01 g8 whA, 1998 3
AQx o|Fole A& FAE Bt 1996 37
A% o] 7|7HEet 7lEt A7) LFFH0 Y FR
E dg 3710l Adigke) 5% el &4
ot 7)et AL FFAEA R 84 AX 1995
JARAEZ Adstue Brieold Adgd 1
5%~40% Atolo|tt. 1995 dAAEdE HF A
71 R EMNe] BrEold Adigke 103%°l
ol2xd olE U FLd /AT Relth, Sd
groz Qg g AAI] A (R 3) olsty
FAME AVIeRTAYEY BEE 99%°A
At

718 AZNLFFAEYLE 1997 IAARE oF
Zrdte FAE Bt F 7z JlE AUl
g4Aolole HFHoR Pr&olde] 5% wwt
ol Jlet H/NeFTFAEAL 10% viwtelt}
1998 HALE o|A 717te F A7 LFFH]Y
FE2 BW 19959 1998 IHAAEES Addstue
3710 Aoizkel 6%~10% Ateloltd, 1995
g 1998 ALES] F AL FFHo|Ae BV
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ol Adige 14%°lt%. § 713EE F A7)
SFRFAELY TEE 1995 HAHGTE Adstn
T % 20%~60% Atololtt. 1995 AR 3
Folle e dis} Zo] VRS d¥ez 37
ol Adige 120%° €. 1999 2000
A= E F A71efTHolYe] v Fast
o B7lcold] HAu@e 3.5%% 3.8%°1% F A
J1eFFHEAL Brlcold A 25%%
18%°lch. olAd 1999 JARE o|F H7|LF
FAEY FEFY FRIE oA 717k vl HaF
AE HoAR ol A7 F7FAFE AT A4
A7Ede 27539 4FrEe] A7 AFA
¥ ARYe T AALRA HH W] o
U Aoz #4490,

4.2 457 2ot

AN A (R )& AFA R A7 F
FRYES Bud 7|YgS udeE AR AL
48 WFEY Va3 FAAE Rag.

A7l #%9¢ A3 AFRY FR2HSY
£ MMCARe #H# 2 %L 0.00317%
-0.004609 AAFLERA TAZITE] MACAR
o] AA BFL 0.0059°12 FH%L -0.0033¢]
o w7ltheld AQUES #Ha#e 0.0446°]9
A% 0.00370]c}. ol 7o vlg ©B7] °]
o] F7HEA-ES udct, AFAE FALA

FAE9 He 0.1118°]4 FHAL -0.0389
o, HEVIQY FANE i 7,33094ol%
FUFE 1,52999 02 B¥7 AFHo| 9T
& 4 Ao 7199 A348E F4ske MKTBOOK
9 HE(FAF)E 0.99(0.96) 2 ol At A
Wb H ARl 99% 9 HolFrh Rt
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WleR+YEole BIWA 1HE YEEY Hol2H

(& 3) @5Eel 7|28 £A4x"

A H FHA H#% 75% 50% 25% Hargk
MMCAR 0.0031 0.1182 0.6733 0.0572  -0.0046 -0.0614  -0.7714
MACAR 0.0059 0.1155 0.7254 0.0611 -0.0033  -0.0589  -0.7920

AdjUE 0.0446 1.0223 21.1287  0.0409 0.0037 -0.0306  -10.4002

PASTRET 0.1118 0.7395 9.0481 0.2654  -0.0389  -0.2531  -0.9479
FAHYGY) 7.330 27,851 645,297 4,351 1,529 653 47
MKTBOOK 0.99 0.30 6.72 1.09 0.96 0.84 0.22
DERATIO 4.38 32.16 1036.60 3.17 1.96 1.16 0.07
REPRG/Pt1 0.0055 0.0855 4.0642 0.0012 0.0000 0.0000 0.0000
ISPRG/P:-1 0.0021 0.0323 1.6269 0.0000 0.0000 0.0000 0.0000
REPRL/Pi1 0.0222 0.2869 13.4337  0.0089 0.0016 0.0000 0.0000
ISPRL/Pi1 0.0082 0.1139 5.5356 0.0003 0.0000 0.0000 0.0000
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(E 4y €3S A0|2] AR (Pearson/Spearman)”

EE MACAR AdiUE PASTRET Log(TA) MKTBOOK
0.967" 0.051* ~0.200"* ~0.061°* ~0.140"
MMCAR 0.953"** 0.085*** -0.214%* -0.049*** -0.130***
0.064*** -0.072°** -0.077*** 0.101***
MACAR 1000 0.118‘** _0.082”‘ _0.059#1(* _0'0961#!#
‘ -0.012 0.016 -0.007
AdUE 1.000 0.204*** ~0.005 0.030°
PASTRET 1.000 :883? 01 wes
MKTBOOK 1.000
A5 DERATIO __ REPRGDUM __ ISPRGDUM _ REPRLDUM __ ISPRLDUM
20.036" 20.019 0.050°** -0.033* 0.035"*
MMCAR -0.042% -0.023 0.048*** -0.043*** 0.043***
-0.041%* -0.014 0.035** -0.036** 0.015
MACAR -0.041** -0.019 0.036** -0.047*** 0.027
. -0.052*** -0.013 -0.033"* 0.017 0.020
AGUE -0.095%** -0.015 0.005 -0.032** 0.045%**
-0.042** -0.032** 0.023 -0.065*** -0.016
PASTRET -0.083*** 0.051*** -0.064%** 0.042*** -0.136***
0.236%** -0.024 0.150*** -0.116** 0.188***
Log(TA) 0.349*** -0.020 0.145%** 0.114*** 0.192***
0.104*** 0.183*** -0.242°** 0.247*** -0.292***
MKTBOOK 0.184*** 0.242** -0.302*** 0.344*** -0.398***
0.021 -0.020 0.035** -0.040"*
DERATIO 1000 0.081*** _0‘059*#1# 0‘127*#* _0-100#**
REPRGDUM 1.000 0383 e e e
ISPRGDUM 1.000 82%3 8228
REPRLDUM 1.000 jg'ggjm
ISPRLDUM 1.000
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= 798 49 AFE 1Y, ole A|FA 7] AR} 45, 2ty ARt vg A7)
H3lx] £3E o]oo] FFE o|YFAIAAY FyHE FLE Eaujge] E24E AU F2YE AZ
£ A9E Plois Aoz 4497 WA @ Phise Ao
#Adol vt PASTRETE dAe ti2 fo3 & 2 1dA o|YYAFE AT A7 FFH Y
9 AFE BAY. ol HAFYE0 555 o] o] ._T(REPRGDUM)Q} E‘é 20014 £ A4k 0
Qo] FAHE AAY FHZ2AFIEL FolF & e d A7 e FA ol gu4(ISPRGDUM)
(E 5y 2AAMMo| QlA|E M7|QE4LMa0ln ojddloiaS TNt My|2BSHACle HEED Rjof2AY
g A: MMCAR(-5,+5)& F&£HF2 3 AN
Ay 2y ] 2y 2 28 3 2y 4 Ty 5
Interceot 0.1517 0.1526 0.1634 0.1472 0.1603
P (4.82)** (4.84)*** (5.07)** (4.67)"* (4.96)***
AQIUE 0.0126 0.0128 0.0127 0.0124 0.0126
(3.33)*** (3.36)*** (3.37)*** (3.28)*** (3.32)***
-0.0424 -0.0424 -0.0430 -0.0427 -0.0434
PASTRET (-10.34)**  (-10.34)***  (-10.45)"**  (-10.41)**  (-10.53)***
Loa(TA) -0.0064 -0.0064 -0.0063 -0.0062 -0.0061
& (-4.17)*** (-4.21)*** (-4.16)*** (-4.03)*** (-3.96)***
-0.0310 ~-0.0309 -0.0309 -0.0305 -0.0303
MKTBOOK (315" (-3.14)* (-3.14)°"*  (-3.10)*** (-3.08)""*
-0.0016 -0.0016 -0.0016 ~0.0017 -0.0017
DERATIO (-2.25)** (-2.23)** (-2.23)* (-2.37)* (-2.35)"*
0.0001 -0.0002
REPRGDUM (0.03) (0.06)
0.0037 0.0007
ISPRGDUM (0.53) (0.11)
~0.0130 ~0.0146
REPRLDUM (-1.68)" (-1.88)*
-0.0208 -0.0222
ISPRLDUM (-2.26)** (-2.37)**
A tojEg 3 3 =3 3 2%
Adjusted R 13.04% 13.04% 13.11% 13.17% 13.19%
g2 45 3.232 3.232 3,232 3.232 3.232
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#d B: MACAR(-5,+5)8 24442 o 38N
e 78 1 23 2 5y 3 Ty 4 285
tereent 0.1532 0.1539 0.1704 0.1487 0.1663
P (4.85)*** (4.87)*** (5.28)*** 4.71)*** (5.14)**
AGUE 0.0134 0.0135 0.0136 0.0132 0.0134
(3.54)*** (3.55)*** (3.59)*** (3.49)"** (3.52)***
-0.0069 -0.0069 -0.0077 -0.0072 -0.0081
PASTRET (-1.68)" (-1.68)* (-1.88)* (-1.75)" (-1.97)**
Log(TA) -0.0067 -0.0067 -0.0066 -0.0064 -0.0063
(-4.36)*  (-4.36)"™" (431" (419" (410"
-0.0263 -0.0262 -0.0261 -0.0257 10,0256
MKTBOOK (-2.66)"" (-2.66)*** (-2.65)**" (-2.61)"** (-2.59)"*
0.0015 0.0015 0.0015 -0.0015 -0.0015
DERATIO (-2.04)** (-2.04)* (-2.02)** (-2.17)* (-2.16)**
0.0012 0.0007
REPRGDUM 0 0) (0.14)
0.0019 -0.0014
ISPRGDUM (0.27) (-0.20)
-0.0189 0.0207
REPRLDUM Co e o geomes
-0.0215 -0.0240
ISPRLDUM (o 9 Co ey
Axd topise ¥ P X3} 3 3
Adjusted R? 9.38% 9.38% 9.54% 9.53% 9.64%
w2 -}f‘ 3,232 3,232 3.232 3.232 3,232
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Asl7l s A cHEFE AR AdA
#9E 2 ANLFFHEY Wy dg) T ¥
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2R EEels] HaWAof mE HEaD} X0l

£ 0183104 £olAKMo| lME HY|2F4H el ofloide
ZHS A |2FSTEol HEED KojgA”

!

by
B MMCAR(-5, +5) MACAR(-5, +5)
Intercept 0.1968 o0
P (4.86)*** (4.96)***
, 0.0128 0.0135
AdiUE (3.37)*** (3.56)***
-0.0428 -0.0073
PASTRET (-12.99)*** (-1.78)*
-0.0062 -0.0065
Log(TA) (-4.07)*** (-4.21)***
-0.0319 -0.0275
MKTBOOK (-3.99)*** (-2.79)**
-0.0015 -0.0013
DERATIO -2.10)* (-1.87)*
0.0001 0.0018
RANK_REPRG (0.01) (0.30)
0.0060 0.0028
RANK_ISPRG 073) (0.35)
-0.0102 -0.0147
RANK REPRL (-1.20) (-1.72)*
-0.0230 -0.0273
RANK_ISPRL (-2.06)** (-2.43)"
A e 3 T2
Adjusted R’ 13.13% 9.54%
gue 3,232 3.232
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Differential Informational Effects of Prior Period Error
Corrections across Reporting Outlets

Moonchul Kim* - Youngsoon S. Cheon** - In Tae Hwang***

Abstract

This study investigates whether there are significant differences in stock market reactions
to the prior period error corrections (hereafter PPEC’) across accounting methods firms use.
Prior to 1996 all PPEC were adjusted to retained earnings. As prior research shows that
management frequently utilizes PPEC to manipulate earnings, the standard setter revised
accounting standards for PPEC in the way that PPEC are reflected in the income statement
for 1997-1998 fiscal year. However, the accounting standards for PPEC revised in 1999
required that PPEC be adjusted to retained earnings, except for income-tax-related error
corrections that were recognized in the income statement. In 2001, the newly organized
standard setter, the Korean Accounting Standard Board (KASB), issued the standards for
accounting changes and error corrections (The KASB Statement No. 1) which requires a
two-fold accounting treatment for PPEC. The Statement requires that PPEC be reported as
income or loss from continuing operations in the income statement. However, if PPEC is
material, it should be adjusted to retained earnings. In this case, if financial statements for
prior periods are presented for the comparison purpose, the prior period financial statements
should be restated. The issue of the accounting treatment for PPEC boils down to where
PPEC should be reported. Thus, we examine whether investors evaluate information effects
of PPEC differently depending upon where it is reported.

The crux of the debates on accounting for PPEC over last 10 years is whether PPEC
should be reported in the income statement or reported as an adjustment to retained earnings.
The underlying premise is that investors evaluation of informativeness of PPEC differs
depending upon where it is presented. If there is no difference in the market reactions to

Professor, KyungHee University, College of Business Administration
**  Associate Professor, Chung-Ang University, College of Business Administration
*** Associate Professor, Chung-Ang University, College of Business Administration
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PPEC regardless of whether it adjusts retained earnings or net income, which method
should be used may not be an important issue. On the other hand, if investors react
differently even to the identical information depending upon the way it is presented in
financial statements, the standard setter should consider this aspect in prescribing the
accounting treatment. Nevertheless, the standard setter has not considered how investors
actually evaluate the informativeness of PPEC. It is partly attributable to lack of empirical
studies on this issue. Our study provides insights into this issue by finding the market's
differential reactions to PPEC across the reporting venues.

Our sample consists of non-financial firms listed on the Korean Stock Exchange during
1991-2000. The regulatory environment and accounting practice for firms in financial
industries are much more restrictive than those for firms in non-financial industries. Thus,
we exclude financial institutions. Although the KASB Statement No. 1 was effective for
fiscal years beginning after December 31, 2001, earlier adoption was encouraged. This
suggests that the Statement could be applied even to 2001 financial statements for earlier
adopters. Thus, we exclude 2001 and thereafter from the sample. Our final sample consists
of 4,177 firm-years. To examine information effects of PPEC, we adopt an event-study
methodology. We calculate abnormal returns using the market-model and market-adjusted
metrics. The results are robust to the return metrics.

We find that there are significantly negative market reactions to losses from PPEC, while
there is no significant market reaction to gains from PPEC. In addition, the magnitude of
the market reactions to losses from PPEC is bigger when the losses are reflected in the
income statement than when they are reported as adjustments to retained earnings. We
perform additional tests to investigate whether market reactions to PPEC differ between
income tax-related PPEC and non-tax-related PPEC. The results reveal that tax-related
PPEC losses reflected in the income statement are associated with significantly negative
market reactions relative to other types of PPEC.

The results suggest that investors perceive PPEC losses more informative when they are
reported in the income statement than they are adjusted to retained earnings. Our results
provide implications for the KASB Statement No. 1 which requires material PPEC to be
reported as adjustments to retained earnings. Since investors perceive PPEC losses more
informative when they adjust net income, reporting material PPEC gains and losses in the
income statement rather than in the retained earnings statement can enhance their usefulness.

Key words: prior period error corrections, information effects, KASB Statement No.l,
restatement
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