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JARE AR Ao & FA7EY FAA A} o] H2Z B 7Pt FAYANEE APl o
71435 1 90}, Dichev and Tang(2008)°] Bugh vlsh 20| v|ZolA F=oju]8u}go| k3lsle FAlE vZdet =
g 23k ofd Aolt}. olo] & APo)ME Dichev and Tang(2008)3+ A v Su)e) AAHL Ayn
Stch. 53] A 2647 £YAMNYE Fou Sl AALY FA9 AY BXE BAM39ct. £ Dichev and
Tang(2008) < #73le] =] 4ul-g-e HAA FAF 932 v]A 890 AFsith <& A5k AA, w474
840 WAsieh #u|8dige] A, A, 7198 S FYul L] FA 52 dujRsid

Paton and Littleton(1940) |2} AcME AEH o2 7I¢jo] x| d7l2 HHE SIde AJFAE AA=Z
Aolstth. o8 Edz ¢ #A v 4 AT E S|4 s9E S EYE s 77k A2 g agy
38 ¥F, 293 ARE, 5HFZY] SHEAR AP v EA2 FoB sl FRHoR £ u4e] FAY U
< oHd. £3 AL SALHE AR QM EAAM T ATYY R 2 Fr o WEe
Azl e} -oJu) 8ol 2-92e] F840] vl$ %3}s]3 et

19833 5E 20089744 E8%el &304 ¥ Ada 4% 129 2409 10,4837) 719-3S diies 6|4
9 F42 AuEsgit AZFEA Zuld 98 Dichev and Tang(2008)3 4#= UM Fou|4u)Lo] FE
71t B3t A3 3148 Aoz et £3 v)4e] P84t £ B0 U BNA vj2qdr} Hejde]y] 2
FAoqu &2 £7te] AL dAR GBIt V19T FollMe AR Rz 9 A2 Wi
o] sulgulge AAANE A& /P HFR AdEgid

SAZIEAR7 BN A SR AT E 24 T Wgoz M3l HdN 33 01‘4*%— 93le] 245
o & Foulgrsdze o o4 Ts.ﬁlxﬂﬂzl_iw 2918 47 Hthe ARdo] 4% nlAe gL uf$ A
Fu 40139 AejH S AHo2 AT +& sida e Foju) S go] A3 o|FoiR|A| ga Yoke % sﬂ
AR F840 7S A7she 3G 2471 2 Aol ol AN ¥ A7 Fake A ARAE
NEAZR 71 B 7573l FUIF A AAE S ATE Aoz 7gigt)

FAol: 34797}, Fou] g3, JAH 9715 .
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o3 291¢ Yl =8 94 FAYANES
AUEQis/|2 & EANAAN 83 FAe &
T .

A Eo| & A 7198 Te] HAEEA o]
4 F8% ulg Add, o oYL k¥
(effort)dl] aidshe vl-83 3 (accomplishment)
ol Fete FAT A dAF 2N S
t}(Paton and Littleton 1940). 1970303
o ZAFIAAZEALB N A/ A Hrte
79/ 49 A4S AFFHYEE TS HAH
o e AFHE ARAY o|YiEE 9%
EAAME FHLE AEHo] #A +Yu| &)
$94 L F8 A9F 2N A& B
HAt. 53 dAA e 2L da 8l
£ 7129 AL E (gutdez fAagrte)
Akl AEdste #Fste vl HAaAYEHE
7ol gen, FYu 89 3o AYAA A9
Aolghe HtS Wolgth(Wolk et al. 2004).

£ dFdAE olgd =g F4d e F9
v 83 o) B @7E AFEHE AESA
o}, #4322 Dichev and Tang(2008)3 A}
A el gdigo] FAsA APHo feAE
A7) sl HFAEIL )87 A 26
Wzk Fou 8ol g AAEY A% AE ¥
A3, £ Foul LS FAA
A% g2 P 8L Ay 95t A,
47k, Sejdely], dggul g § HlETAL
&9 ¥, 4, 4R, RN, F
YA A2 F 71958 e QA 5 A
L R-Biee

19839%E 20083712 F&HA &aA RBe
FEAYE 3% 129 Z24EQ 10,4834 719
dg gz 37] o3 A7), 371 2 A7) v
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£ IAALHE FPAT. AFEH 2T 9
A ou gl ge] FEIT B HA d&d
202 Yepyitt, B7] 93 A7], 971 2 A7) ¥
42t SARNA Ful LS 3PS e
£ 7] vl4e FAAF7 1983-19914d 1.063,
1992-20019 0.969, 2002-20089 0.830 T2
2 g3lHe FAE BT, L7 52 £
folgo] AdsA g™ lde Ad=F=E 20
(324 2 A F AxS), 21 (958 22
2 odF AxY), 28 (A A=zY) Fol
FEEAL

Eg v 49 FAH_AG YT AAH YT ¥
Ao o5t 3719 wj2dstet Aujdeiy] 2 o
Aou) &3 F7le] $9zte] @A} A= %F3s
© A%E 14d. £Yuedee A44S A
e H 719 AR E EA9E, /T
Az 9 AFH Y So] feg oz
AWgr. & £4% EafdAY +FEAM
27k 2AY AFH BAYo] E4F YT v
4o] AA3 feHA g A2 YET

£ 47 AA, viEdsh, gede]y], Jd9y
£ 5 Hl&FH 8L FYT dgY AAE A
g AEJdE dH 4, A9 2] gt o
ste v 889 AAAd JFE v 8
EA4gd= AoAM Dichev and Tang(2008)¢
FHAQ FREE AT AP R §84
< OE 479 29 AR fE848L 5
7k o] &AM f8AL AadAUe
A3} BaEAHCollins et al. 1997: Francis
and Schipper 1999). € 479 A= &4
A9 84 AAE v &d-3T AAso A
Edozy JAFEY /84S OE 978 B
gote o 1 99§ zen.
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. A 4049zt £ouEsdE L BT
AAE A8 & v+ T8 JAGIo2 Q4
5ol t3olE Edtn #d A3t A9 gle A
olt}, =G AN 713 Ao A7}
Agso] & o]YzxHd AF AFT AMA 9
3} v &S g2 o|Foj Hojge HAA F
Qo] &3 wi$- F8F M A ATFA]
ojt},

2 FAYA7I1E9 93 (IASB) & vI=HA/E
93] (FASB) 9 AF3AMNIAA dst] A=
+ A2 AEsta o m2M 2 979 AF
¥ A3 [ASB/F 2 2 AFAMIA
A E&4(discussion paper)o] W& $-2yetel
33 g g9 AR AFE £ UG E

Y S g o st AUF
2 3844 gede o] T AFIME F4H
A &g 9ulshe AL ofgr] g B A2
I 757180} AR A AANEE ATE
Aoz 7|ug},

ool £ =89 AL g 2. ANA
A A SSAH T} FH7HAH #hE
AgATE A AAGH e FEAA7]
Z3 AR S A s, AIVENA 4582
BE =it A Hez AVAN AEE
ek,
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5] 8013932 Paton and Littleton(1940)
olgf 4371 T FE JALHY Fuz A
Fotgtt. FYu] 43 v LS FAFo
A4S E 7139 dgAA AAdche dFozA
% AAANZTE Hste £ v
ANEE 25t Aold. ol g £u|4uee
S A4 43 3A0|YL EFTFEY UFA
o] Y1, §4% FHE AT Aoz LA
AoH(Dechow 1994 Su 2005).

azjy 1970dd 58 nlE A3 A7 E9 93
(FASB)7} 3A71%9 278 AFAHE 24
o2 AHAM £qAIA Y 72T 4]
SHH L FYAYH 2] F840] Hojx|7]
AFstgh. 53 198034l ml=e] AZuEzg
(Savings and Loan Associations)® FEZH
g7 4d< AZIZ A A7l o 3A%
B} AR AAE Bgsir] Rde HolM 3
oA wdo] AZ1EAT. 2 A3 19908t &
ojA FASB7} S8AE 422 33797
of A dA9 JIEAE L] ARSI R, 1
of et FAuSuedF e 1 983 v|Fo] o
& 28 g9

AR RS A BAYE HEF APaT7d o
29 AR LY Ay 7 AFYL A W3}t
A GAT ARAHogE £Apte] A HAA L
Az F71% dhe) o] X AAY L FAad A
o2 4#A U (Collins et al. 1997: Francis
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and Schipper 1999: Lev and Zarowin 1999).
3 f7A%7KEY, A9 § 3RAE
utg 3 AR EE QAH drte F7 frol
A JAFERE Ze A2 EuHAt(Barth
1994: Barth et al. 1996: Barth and Clinch
1998: <15t 5 2000: AAF A& 2000:
45 1997 AB3A T 2002: W9 F 2002).

Dichev and Tang(2008)& ©l= 7|d< U4
o2 YT THA FYu] &g HAA ] A
¢ 4043 ASH 2 AFHo] e AL En
%t 371 A3 9] v83te] AR SHHe
Fou] 4o AL 19873(HL €89 FHEH),
1991-1993d (AFd 23 38971), 1997d (o}
Al 2€471), 28z 2001-20034 (%A F7}
Zg) 59 A7ldl 53] AsA AEHAG, £=F
v 4o B4 A4 FHihAPolgte Y FF
He @40 FAd 2AH1 Je AR AFY
Ack. o]fg Fou| 83 HEoz st of
Q&) ZAhdhe FAd oY FAe] F7t8t
dr} 2

T S-&949 F8A4d% £ Dichev
and Tang(2008)< A|Yatd FHu| &g &
T AFENLE A9 o|FojA|A] Ysith £ AFA
£ FUAEE ] 4389 Dichev and Tang(2008)
< #48t. 3A, Dichev and Tang(2008)
I AR A2 2697 v Edge] dxd
FA 2 MY XS AWEn, B4, S|4
&9 AHAd = v 89S HESG.
53] (1) v&74840 wste (2) 7194%9
Bgl 5§ 5 71A 9o 23E @3o] £udd
€9 AAAY 9FE vF 2T YA

Fu| 43432 FEE FAH FAUe A
o) L2 g3A7le AoEz H&S AFTFAS
A2 Uro] BARCEN £H LSS FH &
t HEA7] $5S FAFHoE AEE + Qo
ol2 HAslel WA EYANNY v 8-S w2},
Hujdey] 2 FAYu & F A FHLLER
TR, v T840 Wl wE o
089 AFAFL T FAHRA F 5 &S
o AAA FUT 9L vF FHLAEE A
she Aot #ul g M F8 dde E
€ &9t dojdeluloln, FYu &L 59
v 8] 2olA AA|she FdE F840] BoF A
o|t.

FYu|&d-ge] AL 71dol AT AARA
o Mg 7|94 F w 2. 48 S04
AU vl Fo] #2719 234 &L 79T
Sl guigo] 9 sH54L Bt oj2e 7]
AT Wslo] e FouguSe AEYS ¥
As7] A8t gFd 7198 AT FAAM ]
20139 AZAA {9 9FL vHe 2US
AU Ful s g S v 220
2 B7H% ARIS (o 23] ¥F), 494
AFA(d: o]dx3), AL (d: FHAMA
A& v-§A2) Fo| At (Dichev 2008). EZ
AR RS 848 FAE FAT AYPATd =2
A 7194%S Jeile 94 i1 AR R
T840 %S nF Aoz AEHAY. HEH
A 2 &dRn, AYPFE, T A&,
Z19TR 5ol AABRY] f8A4 T 4FS
oA Aoz EaHAR(Collins et al. 1997:
Francis and Schipper 1999: Lev and Zarowin

2) 37WH7 0 7128 o] vlgole] eF) Ego] HA] Gerke F4el tdld Barth(2006)= 2AH01Y2 FrRol A A &
43 ARE AZe, vHPIEEY ddF0] =3E F7] AD AolA, vl A 45E AP AL ohjn FEAA
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1999). o2& 71447t sou 8dg9 3
A4 PR 9% AvET.

Il EEMY I T

3.1 #2413

HEREL 1983958 20083744 @414
7HF)9 KIS-FAS dolgjdjolxd] +5€ 79
o2x #29 FAE ¥/l A% F¥%
&34 oA FAAYLd BEE 124 2N
HA17.78474 719-9) € WdeR st 2
T ATEX 28F BE AFAET} o] 87}
A &2 #34(6,99070 719-d) ¢ 4584
of AHE ¥t 33 1% HHE Holue &3
AGLIA 719-d) & A3t 1 23 JFE
22 10,4837 719-dez FAHA.

3.2 gt
AFFAE EA37] 98t Dichev and Tang
(2008)°] AH8% t39 Mg ¥ Axd/A

I FHsA

REV, = ap + a; EXPi-; + a2 EXP,
+ az EXPi+) + e (1)

@, REViE td 59, & &3 9499499 @
A t+1d2 FEFAICE Yw),

R S R e

EXPe td FH8, & sj2d7}, doju|opaeiy) o
A& AL t+13829 HAFA
Aoz ).

s &9 FAE A(1)9 AAATFE &
stol ABgit. FAHoz A(1)2RE F44
HAAT A 371 v (EXP) 9 3AAT(a2)
7t 24% s 4dgo] AAF AL gnj@g?
EZ A7) W (EXP-)Y BAAAT(a) € ¥&9
744 L, 27] W (EXP.+1)9) 3AAT(as)E
Hl§9] Add4 S vl ojd@ 53t H&
A7 Az A me} folsiA wstEn
AEAE Lotir] Adte] o3 A4S FH3
Att.

Yie = to + t1 YR + (2)

o, Ve td A 58S = Vy=a;, Ya=as
Ya=as, Yu=adjusted R’. YR FE7)3|
&3 dedl4(F, 1983, . . ., 2008).

H(2)elM d=rTe AAAF ()7t T &
(ol vl &digo] A2 Fatde FA9 §l
ge A< v

eos EQAMMY 8 F8 748
d vjEdsh, sojaey] 2 9 g § 7L
a9 sto] M Fou i g HAPE 43t
7] S5t bgel A4S T

REV, = ap + a; EXPi-; + az CGS,
+ agz SGA: + azs NOXPy
+ a3 EXPi+1 + e (3)

3) ol&% s guigo] A o]FojA A% F7] ¥l 89 FAAFE 10| Hojo} & RojAY & A7 Dichev and Tang
(2008)] 22¥ Hlo oJatd 27 vl49] AAAL7} 180 2 A= A loke A ¢+ A
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& CGSE td viE7l, SGAxE td By,
NOXP= td dgdeju] 4.

Q)M FHl8 74829 IAAT (a2~ azs)
9 719 feleEd wet 74847} vl g
39 A2 A 9%E BN

a2 7193 dsTE sl gl PR 9%
2 AR 93t O&9 A4 Fs.

REV: = ao + ao1 LOSS: + aoz RDEP;

+ agps RINTAN; + aps RXTRA:

+ ags RDDCF, + aos RDDAC:

+ ao7 RLMV: + a1 EXPi-

+ a2 EXP: + az LOSS: EXP;

+ age RDEP; EXP; + ass RINTAN: EXP:
+ az¢ RXTRA: EXP: + az RDDCF. EXP:
+ az RDDAC: EXP, + azr RLMV: EXP:
+ a3 EXPi+1 + e (4)

@, LOSSt &29uds, F, td £453171¢9
W 1, 234 @ew 0, RDEP+E td 7137
o 9 2¥apbtzele] dxE 10895(0~1),
RINTANi= t9 3243 A& (Faddy), o
THEE] R AgATARE e A)e dAxdE
10894(0~1), RXTRAx= td SHTEYU(5
dolooM 5EEAE Ahe AxY 10895
(0~1), RDDCF¢= Roychowdhury(2006) =
Yozde FHE td AP 94¥3389Y 9
=¥ 108914(0~1), RDDAC= Kothari et
al.(2005) Yo 2iE 39 td AFH LA
deo] dx¥ 10895(0~1), RLMVie td%
A7HEYde] A=Y 10895(0~1).

A4l =€ 7194 FdrE APATelA 3

ARBY #8400 f94 9HL v Aoz 4
¥e ¥4E Yoz gt 98 £dundy
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A2

& Jehle dujdsE TG A5
Az dEHQ] ngH|o S3je], Hojde]u]d
A 2 ¥FE AR i o ddea
do] ot FnAAv], ARy § FIAM
A&7 L3J4PEd e 5¥Ey, aga
Fdd e Y E o8 o]Y2AL 3
ABEY 8o 9FS vAe AR %A
A7 W] EFHAZTH(Dechow 1994: Collins
et al. 1997. Francis and Schipper 1999;
Roychowdhury 2006: Dichev 2008).

A(4)9 79 FArE AT B7t M F
Aas 7P 2 AGY A FREHE
A3}7] Y3t £AGuE AYstae BF AxE
108952 fgste] TFAZH(Bradshaw et al.
2001: Pincus et al. 2007). 4(4)°|- 71943
Wael B7] v§r A BAAT(az~az)
g AvjgozH oS WHt Foulsulge AR
Ao vA &S ENE F U oA TN 7
wAFe] IAAASFTE fFd F(+)olE g
7t FYHEU &S AN AY v [
S(-)olgtd g FR Qe Fu|bogo] F
st A& E3

B

—

252
R

e rlo

V. dEEMEN

4.1 718 | S|

Fogd] dig 7]&FAE (Table 19 A3
Aot FFA(REV)Y B3t $95E 44 B2 F
kel 113.4%2k 104.3%°10c}. F¥|&(EXP)
9| BH(FAT)S BaFA] 109.1% (99.8%)
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s g2l giajel SolulSCHS A

olgltt. EH| &9 FALAQ wjZdUr}, e
v 2 gejojul g F7|18 AHEY, vjZds}
(CGS)Y B (FA5)L HTEAN 88.4%
(80.4%), Hoj@A¥](SGA)Y HTF(FAF)L
PAEANE 13.4% (9.7%), 22n FGu &
(NOXP)9 B (FA5)e HTFANY 7.2%
(6.2%)010ch. 4 dlEds}, Boj@ey] 2L o
Aojulgo] FH|GoM AR e ¥FL AU
81.0%, 12.3%. 6.6% S22 Uyt oY
(B)e Haa T 247 HaFALe 4.4%
9} 4.1%%t}.

Ful 4 AN (A1) AN F5% ged A
71, 371 B A7] 4|8 (EXP:-1, EXP:, EXPi+1)
o AAAT(an, az an® BT(FAF)E €A
W2 0.078 (0.037), 0.987 (1.021), -0.028
(-0.033)eI3it}. 371 Fu &< AAAFI 73
Z AL Ad2E Aolr}, A7) Fu| 89 3
A7t AL F(+)ol2he AL v o] o=
AE B4A02 74441 Stk AL 9u|§

T D R T N e s A I T P T R R A s s e s

9. 2ga 7] FH89 AAATI () A
& v 89 AAUo] dAZ YehtR] gskhe
A L3

(Table 2)9 F8¥F7t Pearson Z3IAE
ANEAG. E5A(REV) S F8|4(EXP)E A
o g AARA(0.980)8 HA 93
FH &L oY BF RO %(+)o ARBAS
Hgoh $HE FAHeAL ARBAS HE, 03
A7HCGS) S Bol B2l (SGA) e %(+)9
488A(0.057)7F frejRen, Avjdeiu|st 9
AeJH)&-(NOXP) 7 433A(0.057) = fold 4
(+)olAct. 22y wj&drke 99943 f9
g ()9 3BAA(-0.041)F BA}.

359, F4¢ 2 olgs £Yu|Ldg 3
ATt AR A 48d JdE B, 3] F
H189 gAAT(az)e F5Y, FHE 2 oYd
o FH+)9 AFIA = 0.071, 0.051,
0.109)& Bl ¥Hio] 7] e 37| Fu]89] 3
AAF (an, az)e 579, F94 2 97 §9

(Table 1) Descriptive statistics

Variables Mean Std Dev. 1% Median 99%
REV: 1.134 0.526 0.347 1.043 2.904
EXP, 1.091 0.505 0.372 0.998 2.780
CGS, 0.884 0.481 0.208 0.804 2.511
SGA: 0.134 0.119 0.019 0.097 0.563
NOXP; 0.072 0.066 0.005 0.062 0.274
E, 0.044 0.105 -0.298 0.041 0.282
an 0.078 0.194 -0.319 0.037 0.731
az 0.987 0.274 0.071 1.021 1.644
ast -0.028 0.177 -0.477 -0.033 0.584

The sample consists of 10,483 non-banking firm-years that are traded over Korean Stock Exchange for

1983-2008 with non-missing data that are used in empirical analysis and collected from KIS-Value database.

See appendix for variable definitions.
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& ()9 ARAE 20 371 FH8 3§
AAge A7) Ee A7) FH49 3AATS &
(-)9] 3E3A (47 -0.758% -0.726)% B
o, 2471 4189 AAATE A7 FHl4e A
At frof@ F(+)9 #7(0.180)8 et

4.2 FBI8rhSe| AAIE FAjet Moy EX

e 8t-&e AAL FHE (Table 3)o 2
T HA ' Ad Fu S A=
ALY Z23e v gz Y ehee A4
Aol Azte] Aztd wet #EH0] Fobe AL ¢
& Ao 53 19944, 20019, 20032 2005
dole 371 3489 AAAF7} ol 22 oAl
of A7) FH| 89 FAATIH Bz g &
7] #4189 IAAF7E ddRez Zd 20029
(0.148)2 2007'd(0.183)dl& 371 Ful89l 3
AAF7} 0.59% w2 RP}, AAELANA 7
71 9189 FHAATE 0.959°1%. o A

271208 HAASE 1983-1991d9) 1.0630]€
o] 1992-20019¥E 0.969, 2002-200839)
£ 0.8300.2 743

g Bl AN FYu| gl Az FA
g 23230 m2d A7) F889 AT
A7) 2949 AAATE Nzt 7o et A
A4 AN ok, &, Axdgd dF JAASF
77} 0.0063% 0.0028A4 1% vlgte] $FoM
JEgict. v 37 FH| L9 AATY +9
v &g 34 AEEe FAA 43EH1 v
A& ¢ 4 d9. o] A= Dichev and Tang
(2008)2 d&=A TN A 26183 49
v 4t)ge] HANo) &Aooz F&Ho Yrhe
AL 9njdg,

(Table 4)d &89 A £¥& U
el AQlE Fouguigo] diFd AARHE A
Ak 971 FH149 3AAS7 B )
o iAoz e AQle AQjas 20 (3%
4 2 3AAF AxY), 21 (958 &3 ¢

(Table 2) Pearson correlations

Variables | EXP, CGS; SGA: NOXP, T an az as

REV, 0.980 | 0958 | 0.300 | -0.032 | 0.296 | -0.097 | 0.071 | -0.032
EXP, 0.961 0.296 | 0.106 | 0.099 | -0.087 | 0.051 | -0.014
CGS: 0.057 | -0.041 0.177 | -0.100 | 0.060 | -0.016
SGA: 0.057 | 0.076 0.013 0.009 | -0.034
NOXP, -0.667 0.046 | -0.064 0.065
E. -0.071 0.109 | -0.090
an -0.758 | 0.180
az -0.726

The sample consists of 10,483 non-banking firm-years that are traded over Korean Stock Exchange for 1983-
2008 with non-missing data that are used in empirical analysis and collected from KIS-Value database.
Correlations in bold and italic are significant at less than 10% levels.

See appendix for variable definitions.
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(Table 3) Matching between revenues and expenses over time

REV, = ap + a1 EXPi-; + a2 EXP, + as EXPi+1 + & (1)

Panel A. Matching between revenues and expenses over time
Year N ag aj az as adj K
1983 125 0.028 -0.010 1.035 -0.014 0.994
1984 123 0.041 -0.005 1.055 -0.043 0.992
1985 279 0.047 0.010 1.001 -0.008 0.987
1986 336 0.032 -0.022 1.068 -0.030 0.990
1987 364 0.031 -0.014 1.092 -0.050 0.988
1988 381 0.040 0.072 1.031 -0.075 0.989
1989 393 0.055 0.029 1.030 -0.038 0.981
1990 413 0.039 -0.030 1.107 -0.050 0.979
1991 423 0.033 -0.002 1.081 -0.057 0.976
1992 428 0.020 0.009 0.928 0.097 0.974
1993 430 -0.002 0.044 1.088 -0.093 0.983
1994 434 0.010 0.165 0.888 -0.028 0.964
1995 436 0.004 0.045 1.023 -0.026 0.983
1996 434 0.006 0.012 1.054 -0.029 0.983
1997 444 -0.001 0.021 1.070 -0.059 0.983
1998 443 -0.021 0.105 0.949 -0.021 0.973
1999 446 -0.068 0.162 0.918 -0.026 0.912
2000 445 -0.017 0.054 1.028 -0.033 0.925
2001 438 -0.021 0.247 0.813 0.003 0.919
2002 447 0.017 0.393 0.456 0.148 0.840
2003 453 0.049 0.098 0.892 0.000 0.911
2004 461 0.053 0.005 1.010 -0.023 0.936
2005 471 0.036 0.108 0.854 0.060 0.948
2006 476 0.031 -0.008 1.091 -0.067 0.964
2007 478 0.023 0.281 0.549 0.183 0.929
2008 482 0.046 -0.074 1.093 -0.018 0.943

Pooled 10,483 0.014 0.072 0.959 -0.004 0.961

(t-stat) (5.48)*** (3.99)*** (28.45)*** (-0.26)

1983-1991 2,837 0.041 0.005 1.063 -0.051 0.986

(t-stat) (9.74)*** (0.68) (95.65)*** | (-6.78)**"

1992-2001 4,378 -0.011 0.084 0.969 -0.012 0.959

(t-stat) (-2.871)*** (b.13)*** (35.53)*** (-0.63)

2002-2008 3,268 0.038 0.120 0.830 0.051 0.921

(t-stat) (6.655)"*" (2.44)*" (9.49)*** (1.23)
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(Table 3) Matching between revenues and expenses over time (Al%)

Panel B. Time trend regression of matching

Yie =to + t1 YR + w

(2)

Yi = an
Coeffs. (t-stat®)

Variables

Y = az
Coeffs. (t-stat’)

Yi = adj B
Coeffs. (t-stat”)

Yi = az
Coeffs. (t-stat’)

-12.183 (-23.11)***
0.006 (23.26)***
0.049

Intercept  (to)
YR: (1)
adi B

19.071 (25.69)***
-0.009 (-24.36)""*
0.054

5.222 (36.77)***
-0.002 (-30.05)*"*
0.079

-4.524 (-9.25)***
0.002 (9.19)***
0.008

The sample consists of 10,483 non-banking firm-years that are traded over Korean Stock Exchange for 1983-2008
with non-missing data that are used in empirical analysis and collected from KIS-Value database.
*Two-tailed t-test: *.**, ***significant at less than 10%, 5%. and 1% levels, respectively.

See appendix for variable definitions.
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(Table 4> Matching between revenues and expenses across industries

REV: = ag + aj; EXPi-1 + az EXP: + as EXPiv1 + & (1)
Industries N ao aj az as adi &
10 683 0.019 0.040 1.027 -0.053 0.983
13 259 -0.035 0.051 0.998 0.020 0.960
14 288 0.044 0.083 0.988 -0.042 0.975
17 460 -0.034 0.173 0.929 -0.038 0.942
20 1,321 -0.014 0.225 0.707 0.132 0.915
21 656 0.049 0.087 0.850 0.068 0.842
22 282 -0.001 0.105 1.074 -0.121 0.962
23 536 0.070 -0.006 0.915 0.056 0.947
24 903 -0.010 0.041 1.059 -0.052 0.971
25 195 -0.019 0.110 0.991 -0.030 0.939
26 |. 861 -0.014 0.102 0.945 -0.017 0.910
28 314 0.024 0.095 0.846 0.069 0.931
29 473 0.005 0.014 1.086 -0.041 0.915
30 691 -0.024 0.070 0.973 0.011 0.954
35 200 0.034 0.004 0.975 0.039 0.994
41 825 -0.017 0.060 0.971 0.011 0.963
46 590 -0.012 0.037 1.004 -0.018 0.984
47 166 0.033 0.046 1.027 -0.066 0.980
49 185 0.008 0.012 1.136 -0.118 0.989
71 595 0.017 0.007 1.073 -0.047 0.979
SICs | Description

10| Manufacture of food products (3EF A=)

13| Manufacture of textiles (except apparel) (4#A4F A=)

14 | Manufacture of wearing apparel, clothing accessories and fur articles (9%, 284z 2 24 F #=%)

17| Manufacture of pulp. paper and paper products (3=, Fo] 2 FolAF A=)

20| Manufacture of chemicals and chemical products (except pharmaceuticals, medicinal chemicals) (EE2

2 3HAF A=)

21 | Manufacture of pharmaceuticals, medicinal chemicals and botanical products ()&% B3 9 o<F A=x%])

22| Manufacture of rubber and plastic products (RFAE 2 FetAEAF A=)

23| Manufacture of other non-metallic mineral products (934 FE2A4F A=%)

24| Manufacture of basic metal products (1254 #=%)

25| Manufacture of fabricated metal products (except machinery and furniture) (E&7F8A1F A%4)

26| Manufacture of electronic components, computer, radio, television and communication equipment and

apparatuses (AAR-E, AFE, 94, 3 ¢ FAH] A=5)

28| Manufacture of electrical equipment (F7]7¥] A2%])

29| Manufacture of other machinery and equipment (7€} 7|7 2 #] #A2%)

30| Manufacture of motor vehicles, trailers and semitrailers (54 % Ed3] A=)

35| Electricity, gas, steam and air conditioning supply (H7], 7}2, £7] 2 #7124 33%)

41 | General construction (F¥244)

46| Wholesale trade and commission trade (except motor vehicles and motorcycles) (¢ 2 4EF71)

47| Retail trade (except motor vehicles and motorcycles) (&4%)

49| Land transport. transport via pipelines (§4&4 ¥ dfo]Zalol $4:¢)

71| Professional services (H&AH2%)
The sample consists of 10,483 non-banking firm-years that are traded over Korean Stock Exchange for
1983-2008 with non-missing data that are used in empirical analysis and collected from KIS-Value database.
*Two-tailed t-test: *,**, ***significant at less than 10%, 5%, and 1% levels, respectively.
See appendix for variable definitions.
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The sample consists of 10,483 non-banking firm-years that are traded over Korean Stock Exchange for
1983-2008 with non-missing data that are used in empirical analysis and collected from KIS-Value database.
See appendix for variable definitions.

{Figure 1) Comparison of major components of expenses across industries

(Table 5) Matching between revenues and cost of goods sold, general, selling
and administrative expenses, and nonoperating expenses

Panel A. Matching between current-period revenues and past-, current-, and future-period cost of
goods sold, general, selling and administrative expenses, and nonoperating expenses

REVy = ap + a; EXPi-1 + az1 CGS: + aze SGA: + azz NOXPu + az EXPi+1 + &

(3)

Variables

Entire (N=10,483)
Coeffs (t-stat’)

1983-1991 (N=2 837)
Coeffs (t-stat’)

1992-2001
(N=4,378)

Coeffs (t-stat’)

2002-2008
(N=3,268)

Coeffs (t-stat’)

Intercept

EXPy

-1

COGS;

SGA;

NOXP,

EXPi

*1

Adjusted

(a0)
(a7)
(az1)
(az2)
(a2)
(a3)

0.082 (24.23)"**

0.013 (2.29)*

1.053 (122.40)***

1.112 (61.24)***

-0.042 (-1.16)

-0.037 (-6.22)"**
0.979

0.095 (13.71)***

-0.017 (-2.68)***

1.072 (119.40)***

1.188 (79.37)***

0.294 (4.10)***

-0.043 (-6.69)***
0.988

0.074 (14.40)***

0.031 (2.77)***

1.034 (66.94)***

1.109 (28.03)***

-0.053 (-1.05)

-0.032 (-2.79)***
0.975

0.077 (15.00)***
0.003 (0.20)
1.052 (56.09)***
1.076 (36.22)***
-0.139 (-2.36)**
-0.029 (-2.36)**
0.971
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Panel B. Time trend regression of matching

e e e

(Table 5) Matching between revenues and cost of goods sold, general, selling
and administrative expenses, and nonoperating expenses (Al%)

Ye=to+t YR + w (2)
Variables REV: = ap + aj COGS1 + ajz COGS; + a3 COGSi+1 + en
Yi = an Yi = a2 Vi = an Yi = adi B
Coeffs. (t-stat’) Coeffs. (t-stat’) Coeffs. (t-stat’) Coeffs. (t-stat’)
Intercept (t) | -4.515 (-6.42)*** 7.017 (6.50)*** -2.267 (-2.83)*** 4.799 (13.09)***
YR (&) 0.002 (6.41)"** -0.003 (-5.42)*"* 0.001 (2.75)"** -0.002 (-10.61)***
adj B 0.004 0.003 0.001 0.011
Variables REV, = ap + az SGAw + az SGA: + az SGAi+1 + ex
Yi = az Yo = az Yi = az Yi = adi B
Coeffs. (t-stat’) Coeffs. (t-stat’) Coeffs. (t-stat’) Coeffs. (t-stat’)
Intercept (to) -283.2 (-9.01)*** 246.8 (4.48)"** 115.9 (3.04)*** -0.070 (-0.10)
YR, (&) 0.142 (9.00)*** -0.121 (-4.40)*** | -0.058 (-3.06)*** 0.000 (0.48)
adi B 0.008 0.002 0.001 -0.000
Variables REV: = ap + as1 NOXPi-; + asze NOXP: + aszs NOXPi+1 + ea
Vi = an Yi = as Yi = an adi B
Coeffs. (t-stat’) Coeffs. (t-stat’) Coeffs. (t-stat’) Coeffs. (t-stat’)
Intercept (to) 154.6 (2.79)*** 184.1 (3.04)*** -373.2 (-9.33)*** 7.511 (13.37)***
YR (¢ | -0.076 (-2.75)*** | -0.092 (-3.03)*** 0.186 (9.28)*** ~0.004 (-13.24)'**
adj K 0.001 0.001 0.008 0.016
Panel C. Time trend regression of major components of expenses
Yo =to + t1 YR + w (2)
Variables Y = CGSYEXP, Yi = SGA/EXP, Yi = NOXP/EXP,
Coeffs. (t-stat’) Coeffs. (t-stat’) Coeffs. (t-stat’)
Intercept (o) 2.354 (3.13)** -2.903 (-11.48)*** 1.549 (1.64)
YR (1) -0.001 (-2.07)"* 0.002 (11.99)'** -0.001 (-1.56)
adj K 0.116 0.851 0.055

The sample consists of 10,483 non-banking firm-years that are traded over Korean Stock Exchange for
1983-2008 with non-missing data that are used in empirical analysis and collected from KIS-Value database.

“Two-tailed t-test with t-statistics adjusted for clustering of standard errors by firm and year: *,

at less than 10%, 5%, and 1% levels, respectively.

“Two-tailed t-test: *,**, ***significant at less than 10%, 5%, and 1% levels. respectively.

See appendix for variable definitions.
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(Table 6) Factors affecting matching between revenues and expenses

REV: = ap + ag1 LOSS: + aoz RDEP; + agps RINTAN; + aps RXTRA; + aps RDDCF,
+ aps RDDAC: + agr RLMV: + a; EXPiy + a2 EXP: + az; LOSS: EXP:
+ agz RDEP: EXP; + az3 RINTAN; EXP, + az RXTRA: EXP;, + azs RDDCFy EXP;

+ azx RDDAC: EXP, + azz RLMV; EXP: + az EXPi+1 + &

Panel A. For entire sample period

(4)

Variables Coeffs (t-stat’) Coeffs (t-stat’)
Intercept (a0) -0.087 (-5.74)*** -0.060 (-3.23)***
LOSS: (ao1) -0.021 (-1.09) -0.047 (-1.83)*
RDEP; (ao2) 0.049 (3.98)*** 0.051 (3.70)***
RINTAN; (ap3) -0.005 (-0.38) -0.034 (-2.17)**
RXTRA; (ap4) -0.003 (-0.19)
RDDCF, (aps) 0.102 (19.38)*** 0.098 (13.01)***
RDDAC: (aoe) 0.084 (16.87)*** 0.081 (11.34)***
RLMV; (ao7) 0.039 (3.49)*** 0.017 (1.16)
EXP (ar) 0.026 (2.02)** 0.024 (1.98)**
EXP (az) 1.021 (56.08)*** 0.995 (32.67)***
LOSS: EXP, (az1) -0.121 (-5.20)"** -0.081 (-2.40)**
RDEP, EXP, (az) -0.050 (-3.86)*** -0.041 (-2.78)***
RINTAN, EXP,  (az) 0.020 (1.49) 0.050 (2.87)***
RXTRA: EXP, (az4) 0.001 (0.10)
RDDCF; EXP; (azs) 0.001 (0.25) 0.013 (1.72)*
RDDAC; EXP, (aze) -0.015 (-2.70)*** -0.013 (-1.65)*
RLMV; EXP, (az7) -0.007 (-0.64) -0.006 (-0.39)
EXPi+1 (a3) 0.000 (0.02) -0.006 (-0.37)
Adjusted R 0.977 0.987
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(Table 6) Factors affecting matching between revenues and expenses (AH%)

Panel B. For three subperiods

Variables 1983-1991(N=2,837) 1992-2001(N=4,378) | 2002-2008(N=3,268)
Coeffs (t-stat”) Coeffs (t-stat’) Coeffs (t-stat’)
Intercept (ao) -0.050 (-3.79)*** -0.070 (-3.51)*** -0.097 (-3.79)***
LOSS; (aor) -0.043 (-1.92)* -0.019 (-0.79) -0.009 (-0.29)
RDEP; (ao2) 0.069 (4.94)*** 0.018 (1.08) 0.041 (1.98)**
RINTAN; (ag3) -0.014 (-1.11) -0.002 (-0.10) 0.013 (0.50)
RDDCF; (a0s) 0.087 (10.98)*** 0.093 (11.69)*** 0.115 (12.96)***
RDDAC: (aos) 0.066 (10.03)*** 0.085 (11.31)*** 0.087 (10.81)***
RLMV; (a07) 0.027 (2.34)** -0.003 (-0.13) 0.041 (2.12)**
EXPy-; (ar) -0.009 (-1.07) 0.043 (2.61)*** 0.043 (1.36)
EXP, (a2) 1.065 (78.36)*** 0.976 (26.66)*** 1.007 (33.63)***
LOSS: EXP: (az1) -0.072 (-2.87)*** -0.112 (-3.50)*** -0.141 (-3.93)***
RDEP; EXP, (az2) -0.052 (-4.50)*** -0.008 (-0.43) -0.066 (-2.98)***
RINTAN: EXP:  (az) 0.033 (2.84)** 0.003 (0.12) 0.011 (0.38)
RDDCF; EXP; (azs) 0.018 (2.83)*** 0.007 (0.86) -0.014 (-1.53)
RDDAC; EXP, (a2e) -0.012 (-2.19)** -0.022 (-2.31)** -0.017 (-1.69)*
RLMV; EXP; (az7) -0.026 (-2.98)*** 0.034 (1.42) 0.022 (1.06)
EXPi+1 (as) -0.031 (-3.54)*** 0.007 (0.40) 0.010 (0.55)
Adjusted K 0.993 0.971 0.965

The sample consists of 10,483 non-banking firm-years that are traded over Korean Stock Exchange for
1983-2008 with non-missing data that are used in empirical analysis and collected from KIS-Value database.

“Two-tailed t-test with t-statistics adjusted for clustering of standard errors by firm and year:

at less than 10%. 5%. and 1% levels, respectively.

significant

See appendix for variable definitions.
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The sample consists of 10,483 non-banking firm-years that are traded over Korean Stock Exchange for
1983-2008 with non-missing data that are used in empirical analysis and collected from KIS-Value database.

See appendix for variable definitions.

{Figure 2) Time trend of losses

te A& At .

sjd Bel Exd HE7ZhE 3AEN ] =
Fofu &g AAYd dFS uF Jd T
TE A3 ot ¥gEgidE A2 ¢+ 3
o} 1983-1991d 7|ZtelE 3]F4d] 3 7]
Qg F7] FH 89 mage] BF Hodo
1992-2001'4 713tdl& &Adn] g AFH G4
To] fod W2 Utz 2002-2008 7
Tole &4dn], AFH 24 o FFHA4
B2 7E ol g HA FoF JFS
P 1=

(Table 6)9] 23] 2w £ulgdeS 9]
EAl7le | M 3A 719 Mg
AduAsAnt. (Figure 2)o] £4817]¢Y0] A
AR LM Ao HFY A=Y FHE BAS

4
R

44

Ak 1980dddle &8 n71]) HFo| 10%
of vjgde © distd 1990ddo] EoME 2
HlFo] 13.3%2 &5on, 20008 d9le 19.2%
WA A%kt §3] 1998 3% E 2003 Ato]o]
t SAEWAY HFo] 20%E E/I% St
X2 BastAe FRAT 4(2)9 Zo] £4tn|
RIS Axiisd digto AENE o= &4
o] A|Zte] Aol wet fodHA /M Aoz y
et}

=2

(==

v. 4
2 a7 47129 $48 Ae dle

HASAT x40A H1Z 20114 28



S{AEe| pisjel Fou|BCIS A

e P TR T

£ Z19A Dichev and Tang(2008)9 Z3}7}
FFARE ol&ste Afol= A dYehde
A, &, A9 7 gt $u|gdgo] I
e AEUEA g FA4 2 FYu 4039
AR 9L v 7198 TAEAT. 1983
dRE 20089714 Afadd 129 Z2Eds
fAog & AFEY Age Y49 FHAo]
A&Foz odsiee FA &S HAFAG.
olgd FAe &ARIdY 7t F5IAME
] 2 AR A T o]z T 9%
< e Ao Vet

A9 9 sjddo] AFFefE 2HE F
€ /R RAFNE 208 o o

93 #d W82 g3AA A FYH
S-&93 9 FoA0 HA Hlsid AA A
Act. oY Wsox BT A Wl
o TR/ B7t g AEA FEHS FHeR
g =32 gogx A4 239 Aoz HAY
538 FAZA7Eol 4FABVHS B o
g SABEI} AGA AF dEF 7FsAol
O AAL gon, AFFEF7Ie @5 2 A7
WEEF 73t 5 A3 Wsle 3]AA K
ZUd 98 A Aoz #odd, o #4
o ¥zt st FYu|8de AAYE A%
&9 el §le Aot

2 A7 Aze A9 ARRelA FF
3ALA AP R 2T Aoz I
g2g. 474 A57#Ae FYu L] 3
A Fad AAA 9 ARE HAsk= AVIE AT
g Aoltt. 3 FAZNE FYu LS 943
o] op7lshe Al3lA w43 PHA TG o] &2zt
FEETYE dash] A% TH/HHNL A
o ASlH &Yl i3t AL vluEHe] 9g

st x402 A1z 20114 29

& N3eld.

BAF (1997), "AdAH7}st HAG R F8900 g
AFA 4 sAgA T, 22, 37-57.

BAF, D22 (2000). FEUE o83 TAHA A
AR FHAEN " AAT, 25 133-154.

A4, 994, o|&Y (2002), “f715d H7KEYT A
£ /1A BT 27, 117-138.

WA, o3k, HY7] (2002), “AHXHAH 7} 719 A
WY Ee] 7AHsL" sAse T 27, 1-24.

A, S FEF (2000), #7158 AVMRS &
B4 g ST AAATR, 25, 1-24.

Barth, M. (1994), “Fair value accounting: Evidence
from investment securities and the market
valuation of banks,” The Accounting Re-
view, 69, 1-25,

Barth, M. (2006), “Including estimates of the
future in today's financial statements,” Ac-
counting Horizons, 20, 271-285.

Barth, M., W. Beaver and W. Landsman (1996),
“Value-relevance of bank’s fair value dis-
closures under SFAS No.107,” The Accoun-
ting Review, 71, 513-537.

Barth, M. and G. Clinch (1998), "Revalued finan-
cial, tangible, and intangible assets: As-
sociations with share prices and non market-
based estimates,” Journal of Accounting
Research, 36, 199-233.

Bradshaw, M., S. Richardson, and R. Sloan
(2001), Do analysts and auditors use in-
formation in accruals?” Journal of Accoun-
ting Hesearch, 39, 45-74.

45



AR T

Collins, D., E. Maydew, and 1. Weiss (1997),
“Changes in the value relevance of earnings
and book values over the past forty years,”
Journal of Accounting and Economics, 24,
39-61.

Dechow, P. M. (1994), “Accounting earnings and
cash flows as measures of firm perfor-
mance: The role of accounting accruals,”
Journal of Accounting and Economics, 18,
3-42.

Dichev, I. (2008), “On the balance sheet-based
model of financial reporting,” Accounting
Horizons, 22, 453-470.

Dichev, 1. and V. Tang (2008), "Matching and the
changing properties of accounting earnings
over the last 40 years,” The Accounting
Review, 83, 1425-1460.

Francis, J. and K. Schipper (1999), “Have financial
statements lost their relevance?” Journal
of Accounting Research, 37, 319- 352.

Kothari, S., A. Leone, and C. Wasley (2005), “Per-

46

formance matched discretionary accrual mea-
sures, Journal of Accounting and Economics,
39, 163-197.

Lev, B. and P. Zarowin (1999), “The boundaries of
financial reporting and how to extend
them,” Journal of Accounting Research, 37,
353-385.

Paton, W. and A. Littleton (1940), An Introduction
to Corporate Accounting Standards, American
Accounting Association.

Pincus, M., S. Rajgopal, and M. Venkatachalam
(2007), "The accrual anomaly: International
evidence,” The Accounting Review, 82,
169-203.

Roychowdhury, S. (2006), “Earnings management
through real activities manipulation,” Journal
of Accounting and Economics, 42, 335-370.

Su, S. (2005), “To match or not to match?” British
Accounting Review, 37, 1-21.

Wolk, H., J. Dodd, and M. Tearney (2004), Ac-
counting Theory, 6th ed., South-Western.

AT x40 M12 20114 28



e ——

B wstel sold|BCIS Y

PR = SR e e S

(Appendix) Variable definitions

REV;

EXPi

EXPi
CGS;
SGA;
NOXP;
Yit

YR
az

aip

as

E;
RDDCF;

RDDAG,

LOSS;
RDEP,

RINTAN;

RXTRA,

RLMV;

revenues for year t, i.e., the sum of sales and non-operating income, scaled by
average total assets

expenses for year t, i.e., the sum of cost of goods sold, general, selling, and
administrative expenses, and non-operating expenses, scaled by average total assets

ith component of expenses for year t

cost of goods sold for year t, scaled by average total assets

selling, general, and administrative expenses for year t, scaled by average total assets
non-operating expenses for year t, scaled by average total assets

a1 from equation (1) for i=1, a2 from equation (1) for i=2, as from equation (1) for
i=3, adjusted R* from equation (1) for i=4

year (1983, . . . 2008)

coefficient estimates for year t (a2) from cross-sectional regressions of REV; = a0 + a;
EXPi-; + az EXP: + a3 EXPi+1 + e: that are estimated by year and two-digit SIC

coefficient estimates for year t (aj) from cross-sectional regressions of REV; = ap + a;
EXPy; + a2 EXP: + az EXP;+; + e that are estimated by year and two-digit SIC

coefficient estimates for year t (a3 from cross-sectional regressions of REV; = ap + a;
EXPi; + az EXP: + a3 EXPi+1 + e that are estimated by year and two-digit SIC

income before extraordinary items for year t, scaled by average total assets

scaled decile ranks for the absolute value of discretionary operating cash flows for year
t (ranging from O to 1), estimated from cross-sectional regressions of CF; = b1 + b
(1/A)) + b1z SALE; + biz ASALE: + e: by year and two-digit SIC, all scaled by
average total assets as adopted in Roychowdhury (2006), where CF; is cash flows from
operations for year t, A: is total assets at the end of year t, SALE; is sales for year t,
and ASALE: is the change in sales for year t

scaled decile ranks for the absolute value of discretionary accruals for year t (ranging
from O to 1), estimated from cross-sectional regressions of AC; = ba + bar (1/A) +
b2z (ASALE-AAR:) + bzs PPE; + b2t Eivt + e: by year and two-digit SIC as adopted
in Kothari et al. (2005), where AC: is total accruals for year t. A is total assets at
the end of year t, ASALE; is the change in sales for year t, 4AR; is the change in
accounts receivable for year t, and PPE; is gross property, plant and equipment at the
end of year t, all scaled by average total assets

1 if E; is negative and 0 otherwise

scaled decile ranks for depreciation and amortization expenses for year t, scaled by
average total assets (ranging from 0 to 1)

scaled decile ranks for advertising and R&D expenses for year t, scaled by average
total assets (ranging from 0 to 1)

scaled decile ranks for extraordinary losses minus extraordinary gains for year t,
scaled by average total assets (ranging from 0 to 1)

scaled decile ranks for log of equity market value at the end of year t (ranging from 0
to 1)
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The Change in Accounting Environment
and the Matching Principle* -

Wonsun Paek**

Abstract

This study examines trend of matching between revenues and expenses over time and across
industries and identifies determinants of the matching. The identification of the determinants
is explored in two dimensions: components of expenses and firm characteristics. Since Paton
and Littleton (1940), the matching principle has been implemented such that efforts (expenses)
are matched against accomplishments (revenues) to generate accurate net income for a period.
A successful business is an outcome of arbitraging prices between input and output markets
in a conventional sense.

Theoretically, all expenses should be matched against goods sold or service rendered. In
practice, however, we cannot observe the perfect matching due to such inevitable factors as
intensive investments and fixed costs, managerial discretion or specific sets of accounting
principles (Dichev 2008). They introduce subjective estimates or arbitrary allocation into
financial information. In addition, as the measurement of assets or liabilities is shifted from
historical cost to fair value and net income is measured as the difference between beginning
and ending equity, the importance of the matching principle becomes significantly diminished.
Thus, it is important to investigate how the matching between revenues and expenses has
been changing over time and different across industries and what has affected the matching.

The sample consists of 10,483 non-banking firm-years that are traded over Korean Stock
Exchange for 1983-2008 with non-missing data that are used in empirical analysis and
collected from KIS-Value database. I find that the matching of contemporaneous association

* This work was supported by the Korea Research Foundation Grant funded by the Korean Government
(KRF-2009-B00351).
** Professor, School of Business, Sungkyunkwan University
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between revenues and expenses gradually deteriorates over the sample period as consistent
with Dichev and Tang (2008). The contemporaneous association between revenues and
expenses has declined from 1.063 (over 1983-1991) to 0.830 (2002-2008). Poor matching is
severe in industries including chemicals and chemical products manufacturing, pharmaceuticals,
medicinal chemicals and botanical products manufacturing, and electrical equipment manufacturing.
The contemporaneous relations between revenues and three components of expenses (i.e.,
cost of goods sold, selling, general, and administrative expenses, and non-operating expenses)
have been weakened over time. Further, poor matching is driven mainly by loss, depreciation
and amortization expenses, and discretionary accruals. About 10% of the sample firms report
losses in 1980s, but slightly less than 20% of the sample firms experience losses in 2000s.
This suggests that there is an increasing tendency of conservatism over the sample period.

It is known that fair-value accounting is preferred because it mitigates information asymmetry
between information providers and users. Under fair-value accounting that measures earnings
as the change in assets and liabilities at two points in time, the proper matching between
revenues and expenses will not be guaranteed. To the extent that International Financial
Reporting Standards are principle-based, it is generally anticipated that managerial discretion
will be even increasing and as a consequence, the matching will deteriorate further. When a
firm's performance is based on fair value that is not controllable by managers, accounting
information may not play an important role in evaluation managerial stewardship. Also, we
should change our perspective on a successful business model that is no longer to arbitrage
between input and output prices.

The result in this study principle provides policy implication for setting or revising accounting
principles in the future. It also provides a chance to review the adequacy of discarding the
matching principle in the perspectives of practitioners and regulators. In any event, the
controversy over the usefulness of fair-value accounting will continue. Accordingly, more
research is needed to investigate what is gained or lost from adopting fair-value accounting
at the expense of historical cost principle including the matching principle.

Key words: Fair-value accounting, Historical principle, Matching principle
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