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7|9YF7| stolM A7|AH=0[elES] YA

ROE 9 1 FA LAV AgAA =
ogﬂzw; FYg E} Pl
71 o FHF7) whe} ek e

& APRY e eI 2L A4S o gah

In (ROE,, ) = ag+anln (ROE,) + Y % YR,
=1
%

+ S NINDy, + e (1)
E=1

=q + aIn (ROS,) + ay5In (ATO,) + aysln (LEV,)
K

+ E% YR, + Z MIND,, + €, (2)

o714, In(ROE;+1) ¢ In(ROE) = Z¥zt t+14d
To] A ARl E Addlgoltt. ROS,

=9} td

 td% viEdelfg(zeld/mMEd), ATO~ t
dE SR & (EA /71234, LEVE t
dE A& (1 23AR/ 71 22 ) ol ], S

7] gu4E ¥3sle] ROE ¥ 2 74 24949
ATHAE g 3AA e ST 2t

In (ROE, 1) = ay+aqln (ROE,)
7

T
+ N B,LG I (ROE,) + Y7 YR,
i=1 i=1

©
+ SININD, +e, (3)
=1
=g+ o In(ROS,) + ayn(ATO,) + aysin (LEV,)
J 7
+ N BLCGIn(ROS) + Y o, LG In(ATO,)
i=1 =1

J T
+ Y85, LG I (LEV,) + Y v YR,
j=1 t=1

K

+ Y MINDy, + € (4)
k=1

M 1A grb 0% feEAl dadE e

9719 el HaFAd e d3sher glo 7]
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3.2.2 ROE 9 o1 749 7IX#AAY 1%

Ohlson(1995)& gelujdgel AFE Fo]e] g
wgzte] =244 #4 (clean surplus relation) <}
Z3poloel AALGE 1AApPEERBAY TS
oto] F7HE ARt AR7FA I o] o] AP A
AR FAS

A

r:i

Pt:(l—w)Bt—i-w(pE;—Dt)-i-qvt
=(1-w)B_ +(1-w+wp)E — D,
+qu, (5)

)M P td ¥ 7} B e t-1d 2
_‘/‘,:;(]J\]— X]— 7].014 E = tdx _/,:olol Die tU =
W, vE S Rk, folel @ WwE
194«1 15} HEES et e Ao g
< gd¥ew $AX Heetd ot 2.

P+ D= (1_W)Bt—1+ (1_W+WP)E;

+qu, (6)
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=5
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PBR, = by+ b ROE, +u, U

=

7|4 ZIEPg Eel the FE = APA o R oS
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H o 2
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x
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HArE A7) e JE7|E BRI "o
Bens, Nagar and Wong(2002)°]4 571
el AZA(M/B) Ble= 7199 ml= 4784

E(HA B7HE7] wEed 7199
T8 AT & de "FE AXENY, o
Sl o & INA 7199
T8 45t AsEAs s =g
el tiek JrHo] A fuet dds A
eAngelo, DeAngelo and Stulz(2006)7}
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Aol %71 2o W= S7ke

(o3 ]
H
3 ARA AZ9] A$ &9 1/3¢ &3 39

q
& elstn, WP Al A% A9l 1/300
ol 39l gkg Foladnh. 4419l ge B
T30 @E M AR g9 /3404 39
2/30] &3 7 29 g ¥oleant. A7) ¥
o ¥ WAEY @e BT $AA 4% A9 ¢
W371% 2337 93 vAl 917 AR 4
9 1/38 441, @9 1/32 A8 deiAe 4
%72 R

WY Be HEAez BRE 2 95HF)
W9 54¢ RAFD Uk 4712 $RE 7]
QEe 44719 A8 o) FFAoR He )
29 27143 AEA A2 Holk W /g 9
ol wa MRE] YeT AT £ Ant 4%
71719 94 HH7] ue FERACR e EY
F7He3 ALA AZE 2 e 7199 )
TS Holx et

3.3 F=274

2 A7 2o AFAEE dAE
©] KIS-LIBRARY Hleo]eluo] 2ollA 433}5h o
™ 19919 FE 200797 & EE7|CRE 519
ok ®E7|9)e KIS-LIBRARY H|o]EjHjo] 20|
A A= Fedel F3A ¥ 129 A
1(25,33470 719-d) & tiH ez sttt (& 2)
of AAE whel o] TEAF ] 9ol Tl A
fox]
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(3) 2 2 71957 370 o174 Z(24070 ol}e] A& FFohe ATHES BT 9,03670
7194 A99) 9o FAHIen, ofs HZHEE 35.65%
E AN@T AgRA (22 st TR F

(B 1D 7Igel 857 &

0!
N
M
=]
s
OEI
R
N
i
X
i)
1o
i=
=

Panel A: 719485719 U 471+

EVVIES nj| Z=ol XA 20 B2 iy

o S871% Zﬁgoﬂl) A 15-24) R e AEE 5])
857 s7H RN ol gl

77 Al Al i S i

cad oxil Cxis CRis Cxis Cxis

4 5 7] S S Ll e Fe
”HH"’“ S7HeE 3719 WEdelA Ar1e] WEA S Agteta ol & tA] AA71e] WEA R o] 100= waf ANt
DRRA Az AA Dle FIANY F71E Y AR B KFIALCR o] AR
97)¢] Age 1909 Y R 24 A St

4*Hﬁwa AL WIFE B7) 20|02 hre] AR
DYool FE ol el FS N RARFOE o] AL

Panel B: 7|98 5719 that 7l1& E7

7% iy FFa 25% 50% 5%

A &7+ 0.130 0.376 0.028 0.095 0.176
n=9036 | AH2AA =] A7 0.066 0.214 -0.027 0.022 0.117
7194 33 14 23 33 42

Cllicasy 0.229 0.692 0.038 0.188 0.327

A7 | EdsTke 0.252 0.546 0.106 0.174 0.272
n=3421 | A2AAZ9| A A7) 0.171 0.245 0.031 0.114 0.247
7194 25 12 14 24 32

Cllicasy 0.156 0.220 0.000 0.127 0.232

Ae7) | EdsTke 0.076 0.194 0.022 0.080 0.135
n=3560 | AHEAAZ2| A A7) 0.018 0.178 -0.033 0.009 0.067
719978 36 14 27 35 44

Cllkcasy 0.239 0.476 0.042 0.193 0.336

971 | e 0.013 0.103 -0.025 0.023 0.070
n=2055 | AHEAA 22 A7 -0.032 0.120 -0.053 -0.026 0.004
7194 43 12 36 42 51

Cllicasy 0.339 1.291 0.195 0.285 0.444
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7|9ES7| stolM A7|At=0lel g T4t nl2fely & Thx|ady

(E 2) BRAY BF
F2A% 7% Har H£(%)
1992~20074 43719 5 289 &34 g&= 129 24’ 25,344 100
AZER AF2EA ARART gl 7199 (firm-year) (11,414) 45.05
ROES] #4827 (19l 719 (4,654) 18.35
QG 719571 3 olghel A19-d (240) 0.95
Azge 9,036 35.65

F71E8 437 YalAe 19889 FH 9

V%2 7A2d5r} 1992d0 | A 5d7F BRHMS] 2942 A43lnz 7|9 433
e FEA AH ATt

257t Basith kA o] 713t Aol AAHAY I ] 9l 22E 7]

A4S Bag 719E & A7 BEEORRY A #'d Bel& ROESH 1 74849 2
QEdTt. o] ALEHE ROE 9 FA LA A < AASHAT. 939)7] o] o] Al ARrAQl
FE A AP EF (linear model)= A4 0} 312 aresle] 19984 oM o] TR F

i)
o,

N
r\l
o
e A HUOrE

7] wjZol FrE Aot wmEkd B Ao % TFEste] Eushth. 9Eg)7] o] & 3719 Ak
& FYgio] Ao U435 J|gdeR ?WFJL (AE3F Axd, 27A4F 2 ZFHEHAF A=
Ho7b S 4 Aot a8l AFH Zzagy, Alzg 53 9 e
s A YA AdredMe] ROEE 9%
A7l AEY ZkEY. ROSE shiel AT
V. AZEM (AFE Z2ady, Az 53 2 #=d) S Al
ojeta 93e)7] o] F BF EolAth ATOE 9
$9)7] HIER Zopxl ATy Yroprl Akelitol
4.1 7|eEAZE & AREN st Yehteon | LEVE 2897 & 3319
A&EA A} AR AR DA gl mek A
(£ 3)9 Hd Av HAAZE 3k Fow s Aol A grolx T

b Fe W4t 4RWAE BT 9

N

|4%AE Busta itk PBRY Hu3 94 & e 7
7t7} 1.082¢F 0.814°1%, ROES #H#7 & o "9 #9485 Uehlls ROE+ < 9719
T 47 0.1449 0.0970|t}, FEAFzAe FAHE Yel= ROES 0.4189) &2 A##
2 ROE®] #4847} & (+)9 @= ZHES & Holx glof o]9e] Aol vt & &
w %ol ROE Hitol & 14%S A3jslng 94 ott, g Arz BE Yoz A 60% 3l
of gt VI9ER FAH Avde A& ¢+ Gte v FYAo] ] FTeRE A
itk 9 ROES T840 Bt (594 2ol s HAFa gtk ROE =
Hr ROSE 0.063(0.043), ATO= 1.163 &9l ROS, ATO, 28l1 LEVS #9
a8 LEVE 2.596(2.046)°]t}. gt H(+)9] FABAE Holn Ut FHeA F

rr

]

ZHstolTL Hi3sA AM5E 20094 10¥ 1227



(% 3) ROE ¥ 1 74248 PBRe 7|=&4l

Panel A: x| E | Eﬁﬂ 7]%%74]
.?'L

A 50 w204 F9% ER EER
ROE 0.144 0.187 0.097 0.004 1.454
ROS 0.063 0.069 0.043 0.001 0.490
ATO 1.163 0.616 1.037 0.186 4.052
LEV 2.596 1.959 2.046 1.081 15.491
PBR 1.082 0.969 0.814 0.134 6.452

Panel B: ROE 3 ROE 74849 4t w4 vl (IMF ©]d vs. IMF ©]¥)

X o (ki z)?) 1992~1998 1999~2007

ROE | ROS | ATO | LEV | ROE | ROS | ATO | LEV
ARAE AZY d85A49 0.102 | 0.024 | 1.019 | 3.145 | 0.108 | 0.067 | 0.823 | 2.085
A5, gEgqAXE 3 2IAE Az 0.142 | 0.050 | 1.406 | 2.803 | 0.145 | 0.066 | 1.245 | 2.367
=, Fol 9 FopAlF Az 0.128 | 0.045 | 0.905 | 3.743 | 0.135 | 0.064 | 0.882 | 2.448
steted 3l E Az E A 0.097 | 0.041 | 0.904 | 2.877 | 0.117 | 0.068 | 1.008 | 1.899
og5d B4 ¥ goF Axd 0.106 | 0.046 | 0.791 | 3.030 | 0.133 | 0.103 | 0.848 | 1.748
AFAE B FHAEAE AXY 0.117 | 0.048 | 1.088 | 2.737 | 0.105 | 0.063 | 1.030 | 1.884
Hl2& FEAE AXY 0.092 | 0.037 | 0.773 | 3.407 | 0.129 | 0.079 | 0.877 | 2.187
12 2% Az 0.101 | 0.033 | 1.134 | 2.966 | 0.164 | 0.059 | 1.377 | 2.477
BEREAE AxA7IA B 7k A9 0.133 | 0.042 | 1.063 | 3.368 | 0.137 | 0.056 | 1.210 | 2.130
AR, AFE 3 S A2 0.121 | 0.042 | 1.188 | 2.703 | 0.172 | 0.081 | 1.302 | 2.017
o7, FY, 7] 2 AA Az 0.101 | 0.057 | 1.009 | 2.993 | 0.130 | 0.090 | 0.850 | 1.996
A7) Az 0.089 | 0.033 | 1.112 | 3.148 | 0.131 | 0.059 | 1.249 | 2.238
71et 717 9 ] Al 0.091 | 0.036 | 1.040 | 2.959 | 0.151 | 0.078 | 1.089 | 1.957
Ak 2 EYYd Az 0.085 | 0.029 | 1.104 | 3.493 | 0.151 | 0.053 | 1.344 | 2.515
T 144 0.093 | 0.018 | 0.881 | 5.658 | 0.185 | 0.054 | 1.092 | 3.405
= 3 AESAY 0.104 | 0.024 | 1.915 | 3.851 | 0.152 | 0.056 | 1.768 | 2.413
2 AHEAk A<l 0.097 | 0.020 | 1.155 | 4.786 | 0.167 | 0.082 | 1.012 | 2.318
=04 0.094 | 0.039 | 1.319 | 2.829 | 0.135 | 0.117 | 0.995 | 1.588
- UL 71EE A% % wiEdd 0.060 | 0.031 | 0.734 | 2.881 | 0.182 | 0.100 | 0.956 | 2.354
AFH z2agd, Alad 58 9 #99 | 0441 [ 0.114 | 1.023 | 5.018 | 0.117 | 0.031 | 1.657 | 2.066
7 EHAH] 24 0.168 | 0.085 | 1.126 | 1.7567 | 0.183 | 0.117 | 1.135 | 1.705
ﬁ%‘iﬂ]icﬁ 0.087 |1 0.021 | 1.029 | 3.956 | 0.124 | 0.152 | 0.756 | 1.925

WMol PBR, = t9'% wjg7kt FUl-7) 20 v &
ROE+ = t+19% AIAHE0| A&, 5 o] /7] 2A1E
ROE; = td% A7|atEo|d &
ROS; = td% vjEdo]|d g, = Folol/njZY
ATO, = td% FAAE, 5 & /7253214
LEV, = td% ¥Au & & 7|2344Y/7| 2218
VRESIL 3 olakel Al e A9

1228 Aol 38R AM5% 20094 10¥



7|94 8T stolld ARl 8 THRA0 olahsoly o Tix|HEY
(E 4) FQ @574 Ann
W gl ROEt+1 ROEt ROS ATO LEV
*%%2)

ROEC | (000

ROS <81<2)83> <8ﬁ<5x1><7)>

ATO (8:58& (8:583 (8:3(3{)1)

LEV 0.241*** 0.509*** -0.080*** 0.012

(0.000) (0.000) (0.000) (0.299)
PBR 0.314*** 0.263*** 0.197*** 0.111*** 0.084***
(0.000) (0.000) (0.000) (0.000) (0.000)

S 10%/5%/1% Tl BARLRE f9
Uesgele (X 3) F=x
97} Aol dA Z& pahs vEnd
oA ROE < A##A7 7V =& A& ROS 718 A7 9 7199 IS wdsl|
(0.517)e]a, 7P $& A& ATO(0.165)°ltr. wiel Aoz Holth
T3t ?ﬁ&iﬂ FBAAAE EH ROS+ ATO
(-0.234) 2 LEV(-0.080)¢} folat =()e & 4.2 7|¢5B37(ol w2 g7|5=Aol njzf=el Mo
HHAE Holm vk &, FYHo| =25E A Ofst dEmEd
AEE/go] HojA|an, AFH| o] Yol o] g
o ool WA 9 291 (2004)9] AtAze} U 4.2.1 7195985719 W ROES] mlef+ Aol
A8kal et e 284
PBR#} ROEZMl= freoleh &F(+)9 ZaaArt
(ROE;+;: 0.314, ROEt 0.263)9& Aoz B (% 5)e 371 FY4(ROE) 2 T4 849 1l
Hr}t. ROES] #8491 ROS, ATO, LEVZ7Y 2% #FAP(ROE:+ ) td FEFE4e HodFn
PBRZ} frefdt <k (+)9] Aa##A41(0.197, 0.111, E} In(ROE)9] 3AAFE 0.479¢m e
0.084)2 Holx 9t} &¥ PBRo| ROE® 1 & 28.7%°|th. wd BEI|HS [MF o3 o
TReast e ABEAY A7e ROE+1°l F2 Wrol e E49e dde dAAFY
ROE % 11 #4849 2= A#dle] a7iin AwEgo] A/ Wgletr] ¥ol R¥o] w4 A
2 Jetda et dE 89, ROE+; 9% ROE 42 ¢ 4 vk @9 In(ROE) & 21 F484%
o F#AAE 0.418¢ ¥, PBR¥ ROE & E3l& A% In(ROS), In(ATO), In(LEV)9] 3]
dHAE 0.2639 EHstt. o] ROE+ °l & AAFE 44 0.441, 0.648, 0.488¢% And
71491 meg2e Yepdthd, PBRE 7199 & & 29%=2 Fal Ao vjste] < 0.3% F= SVt
ZAYSITL wi38A M52 2009 10 1229



(E5) &7 794d &

rH
4>
02
Ho
HT
02

THQ40% oleireldol it BEREY

In(ROE+1) = ap + a1 In(ROE;) + k=150 YR + &
In(ROE;+1) = ap + ai; In(ROS;) + ai2 In(ATO,) + ais In(LEV;) + Si-1xnYR: + &
Al 371 4 ROE 71 o4 FHas
1992-1998 1999-2007 A T 1992-1998 1999-2007 A EE
-1.671**% -1.403*** -1.362"** -1.904*** -1.420*** -1.401***
s -3.76 -5.96 -31.80 -4.25 -6.02 -6.73
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
0.486*** 0.461%** 0.479***
In(ROE) 20.72 40.29 46.96
(0.000) (0.000) (0.000)
0.458*** 0.419*** 0.441***
In(ROS) 18.80 34.32 40.81
(0.000) (0.000) (0.000)
0.725%** 0.615*** 0.648***
In(ATO) 11.89 24.53 28.18
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0.606™"" 0.900*** 1.07*** 0.538"** 0.922*** 1.024***
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Decomposed Return on Equity, Future Profitability,
and Value Relevance over the Firm Life Cycle

Soo Young Kwon* - Bo Young Moon™*

Abstract

This study examines the effect of firm life cycle on the relation between current profitability
and future profitability. We employ ROE(return on equity) at t as current profitability ROE
at t+1 as future profitability. We decompose ROE into three components such as ROS
(return on sales), ATO(assets turnover), and LEV(financial leverage). And then we test the
impact of firm life cycle on the association between ROE three components and future profitability.
In addition, we investigate whether value relevances of ROE and ROE components vary with
firm life cycle. We classify firm life cycle into three categories— growth stage, maturity stage
and decline stage.

We analyze 9,036 firm-years over the 1992~2007 period. Empirical results are summarized
as follows: First, the usefulness of ROE and its components in predicting future profitability
varies with firm life cycle. Second, the usefulness of current profitability at growth stage is
lower than that at maturity stage, while the usefulness at decline stage is higher than that
at maturity stage. Third, at growth stage, information about capital investments is less important
than that at maturity stage, while information about debt financing is more important than
that at maturity stage. Fourth, value relevances of ROE and its components vary with firm
life cycle. Fifth, value relevance of ROE is relatively low at growth stage, and relatively high
at decline stage. Sixth, ROS is less value relevant at growth stage than at maturity stage,
while LEV at growth stage is more value relevant than those at maturity stage. Seventh,
ROS and LEV at decline stage all more value relevant than those at maturity stage.

Based on these results, we make the following inferences. First, current profitability at

* Professor, Korea University, Anam-Dong Sungbuk-Ku, Seoul, Korea (136-701)
** Ph.D student at Korea University
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growth stage is viewed as a noisy indicator of future profitability and having less value relevance.
This is because firms at growth stage pursue differentiation strategy so that they spend on
advertising and promotions, R&D and capital investments, depressing the level of current
income to a great extent. Second, current profitability at decline stage, however, plays more
important role in predicting future profits and valuing firms than that at maturity stage. This
is because the cost structure at decline stage is quite stable so that current profitability is
useful in predicting profits and conducting valuation. Third, information about assets turnover
at growth stage is relatively less useful in predicting future profits than that at maturity
stage. Managers planning to use resources in efficient ways is far from the realization of profit
at growth stage. Fourth, the financial leverage information at decline stage has more usefulness
in profit predictability and value relevance than that at maturity stage. It appears that firms'
decision to retire or refinance their existing debts at decline stage is critical in understanding
whether they pursue cost saving strategies or enter into new projects.

We can discuss the contribution of this study in terms of five aspects. First, this study extends
the usefulness of accounting information to the area previously unexplored by providing empirical
evidence that earnings predictability and value relevance of ROE and its components vary
with firm life cycle. Second, the results of this study can be used in the classroom to demonstrate
the interaction of firm life cycle with competitive strategy, investment/financing policies, and
expenditures on R&D and advertising, which is well discussed in the textbook of financial
statement analysis. Third, the results of this study can convey important messages to managers,
analysts, and regulators. For example, managers at growth stage don't have to too much
worry about the current performance indicator to the extent that market participants put
less weight on it in valuing growing firms.

The basic premise of this paper is that the uncertainty about firms and the information
asymmetry between managers and market participants differ across firm life cycle. Thus, it
may be worthwhile to reexamine many of the accounting issues with the explicit consideration
of firm life cycle. Examples include earnings management of IPO firms, accuracy of management
forecasts, audit quality and auditor independence, and so on. We believe that firm life cycle
will be an important analytical tool in understanding firms strategy and interpreting accounting

numbers in more refined contexts.

Key words: ROE (return on equity), ROS (return on sales), ATO (assets turnover), LEV
(financial leverage), PBR (price-to-book value ratio), firm life cycle, future

profitability, value relevance
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