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ey - YRl - AN

(E 3) 719405 ehel sy 23

g o g wAea | A | e | A A
1994 44 40 50 43 63 240
1995 40 45 48 57 55 245
1996 38 43 46 69 50 246
1997 38 44 47 69 51 249
1998 37 40 54 52 57 240
1999 37 48 55 57 62 259
2000 40 49 64 63 67 283
2001 48 59 59 67 77 310
2002 53 58 71 82 71 335
2003 60 53 65 88 76 342
&7 435 479 559 647 629 2,749
(B 4) H27\gi9| Mdd £HE7| ohy| 27
i A=Y L B | BAGA | A& | BAGA | 4 H A
5000 | oi4 1 8 9 12 30
11000 | %9 2 2 3 2 9
15000 | SX8E 23 37 45 49 48 202
17000 | AfA% 0 3 3 16 57 79
18000 | 9% 2 =A% 16 10 6 19 28 79
19000 | 7}, 7hg 2 At 0 10 14 13 14 51
21000 | B, ZFo|, Zo|AE 12 10 18 31 18 89
23000 | ZAA, A4AA ‘ 9 8 9 6 8 40
24000 | 38HAE 58 76 110 120 79 443
25000 | 2% % Zgnd 6 19 20 14 24 83
26000 | HIEE BEAF 9 16 24 35 40 124
27000 | A1 FEAE 19 53 59 44 42 217
28000 | 2YFEAE 13 11 21 15 19 79
29000 | 714 2 A 19 18 19 38 27 121
30000 | #FHE 2 AFL717] 0 7 6 0 3 16
31000 | A7|71A 10 18 17 18 25 88
32000 | AAEE 94 2%, A4 68 33 29 49 40 219
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(B b) 7|99 #UF7| 27T 7|2EH
g 37 W BEs eEETy EFHA HAxg Sk Hdigk
i 0.204 0.105 0.048 0.185 0.903
d A | 2RSS 435 0.173 0.120 -0.020 0.160 0.625
FTALIE 0.072 0.173 -0.044 0.050 3.440
-3 0.103 0.070 -0.273 0.101 0.380
<! & | 23RS 559 0.053 0.083 -0.136 0.037 0.393
FALENE -0.016 0.045 -0.308 -0.013 0.217
ENEIHE 0.005 0.087 -0.400 0.026 0.188
4] H DRSS 629 -0.027 0.067 -0.567 -0.025 0.147
oA =7le -0.083 0.060 -0.410 -0.074 0.023
EAZ7He 0.099 0.111 -0.400 0.096 1.097
Bl A | 2SI 2.749 0.051 0.110 -0.567 0.027 0.652
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(X 6) 7|=EAH2
Sl - = s . .
=) R o Ezhay A Hagk 3%k Hulgk
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% 435 BVE 5.069 8.740 0.072 1.488 52.001
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» 347 9
MVE = % 34% A73713) BVE = &9 £
NI = &% 7409 CFO = #% 948502 A% 4358
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The Relative Value-Relevance of Earnings and
Cash Flow Measures in Each Life-Cycle Stage

Heon-Seob Choi* - Ji-In Jang** - Sang-Cheol Shin***

Abstract

This study examines the relative value-relevance of earnings and operating cash flows.
Also. by examining the effects of the corporate life-cycle on these relationship, this study is
able to provide evidence of the relative value-relevance of earnings and operating cash flow
measures in the economic context of life-cycle theory. In general the hypotheses are
supported using Vuongs z test of a model based on the theoretical work of Barth et al
(1998), Black (1998).

This study uses results based on life-cycle classification methods developed by Anthony
and Ramesh(1992). We classify firms using individuals variables(sales growth, capital
expenditure growth, employee growth) and then use a composite score obtained from all
variables for classification. We assign firm-year observations into five categories for each of
the three classification variables. Then, these rankings are assigned a score. For each
firm-year observation scores are then added to form a composite score and the observations
are categorized three life-cycle stages: growth, mature, and decline stages. To substantiate
the classification methodology and to make sure that random economic effects are not
creating misclassification, a check is made on the stability of the firm-year classifications.

The sample is restricted to firms for which life-cycle classification data and operating cash
flow and earnings data are available. Financial institutions and insurance are not included
in the study, due to their unique characteristics as regulated industries. Our sample

consists of 261 firms listed in the Korean Stock Exchange and 105 firms listed in the

*

Full-time Lecturer. Hong-1k University. College of Business Management
** Professor, Chung-Ang University, College of Business Administration
*** Researcher. Korea Small Business Institute
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Kosdaq during 10 years(1994-2003). Our final sample for regression variables consists of
2,749 firm-year observations.

We find that (1) earnings are more value-relevant than operating cash flows measures in
the growth stage, but is not significant, (2) the value-relevant of earnings and operating
cash flows can't be differentiated in the mature stage, (3) operating cash flows measures are
more value-relevant than earnings measures in the decline stage. but is not significant.

The results of this study suggest that corporate life cycle stages influence the
value-relevance of earnings and operating cash flow measures. This evidence implies that in
the mature and decline stage of the firm earnings may not be the summary measure that
investors and creditors should focus on. Earnings do not dominate the operating cash flow
measures in these stages. A variety of stakeholders should benefit from understanding the
relative value-relevance of earnings and cash flow measures within these different life-cycle

stages, and how this value-relevance changes as the firm moves from stage to stage.

Key words: value-relevance. earnings, cash flows, corporate life cycle
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