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@ Beie] YEAE 4% PAsE o 1 %48
F3 gt 54 olAAHE F(+)el o<l o)
@ AN 2 £ U AN PR, R
AApge] BN B TRl 22l
AA4 B2 443 240 YLAS 2334
Atk denz @ AN 288 o|o4AY
9

geAE (i) 79 %
Fhsdlor 9, (i) 44149 AL WS 2 A
W 4 glojobd et oh
1 AAS TR BT % glolof B

u

Aok 2 I 24E =2

= :
A WEAE FH] Al & AdFAE Khan
and Watts(2009)2] 7]1¢-91x=d o] AAAY 24

.
H

Bg g ol &3t & 7% Basu(1997) BR¥s
7INre 2 B4A S| A2 e W g gl Sle 7
4 2F9 FA7|5 x5 (investment opportunity
set)& e ste] S g B A (B
F9]), F(+)e] ol i3t AN HFE 7IH-
Az=dz Zgsct.!

EARN, , = (3, +0,NEG, , + B, RET ,
+B,NEG, , < RET,, +¢,, (1)

Where, EARN is the net income scaled by the
beginning market value of equity; RET
is the 12-month stock return ending 3
months after fiscal year: NEG is a indicator
variable equal to 1 if RET is negative,
otherwise 0.

‘
O

Khan and Watts(2009)= H5A< 37
Ao wep £ - v & g BEUAE fE
719 R FAI3E S el ® AR
A, t2lel B4 58 AAEIE. ol thet
2 7199t AAZIaR%UnSIZE), NE7
571 ¥&(MTB), SFA8&(LEV) < 2
Aom, ol 7t dxd F(+)9 AAA o]
(-)e] AAA oo vt MyPzFoz FAlstH T}
21(2)914 PosTIMES ZAjell that o] A A<,
21(3)91X NegTIMES H4F2] 2 oAjol v
oA & vepdith,

_r‘é_‘:,’
2 oo ox ok

Ho ofF = N ox ff

Pos TIME,, = B, = i, + 1,InSIZE, , + 11, MTB,,

Tt =V, (2)
Neg TIME,, = 3, =\, + \JnSIZE, ,+ \,MTB,,
A<V, (3)

Where, InSIZE is the natural log of total assets;
MTRB is the market-to-book ratio: LEV is
the total debt divided by total assets.

1) Francis et al.(2004) %Al 7]9-91= o]AAlY 4 g3

AN v St § AFE Basu(1997)7h 19Kk o]9-F7ke)

E9] 93784 2gS 7o g 109 AAE o] F3HAEA (rolling-regression) & 53 719-A=¥ o|dAANA S FHs9T. T+

AHew oje-Frlps BP9 AuHE Folo gt AAA,
e SAsgTh &, F(+)9 oodl WE AAYE 2 EHA 2] dgrer, dd »
AgAA e delH= Mol Fo] o] FojAA @tk R ojgk 22 o] FI RN FHRIL

s

=8 FheEd fd LA ugATE Sl g 4
ol F(+)e] oA 4l
7199 9 Aol 713t Bt

el (stationary) ol 2he 7P8-& WESIER oA o] AIALGA 7P (time variance) & #438] Fgok=t] AgalA drh=

HZo] 91t} (Khan and Watts 2009).
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A 4@ 43)& 401 )31 Basu(1997) 2] JHH‘& TEZTQ T4 713t < AFAEE A

agtetel A (4)5 =&t 4 (4)9] AAEH S & = 7HetH, FARoIAE did d&A 2 I
af 7] el fH?fJ A= Ak 28 SIS 3644 % ARE o83

O

(@]

¥ PosTIME® NegTIME A g1 719 A 4] KOSPI 9 KOSDAQ
osTIMEJJr NegTIMES &4 A1 4371902 HolH, Aatdo] 129%o] o}
ato] & o] 9o ﬂif‘z} AAE nlsts ALLTIME 9 719, A2Z2E ] 719, 2Akelzde] A% o

S AEATY. A7 Azgo] 252 AAH £F oM 719, W] B 71E FAF(penny stock)l 3
o] &< oJndnh o 719 HE AY Aolo] g B4 Aol

N
X
Ny
L
|

FsE et glatel B4 el

EARN,, = 8, +3,NEG, , Az, HEHor Adx 200295FH 2014
+ (1, + uINSIZE, , + i, MTB, , +p, <V, ,)RET,, W7HA] o] AN SR E 7IEe® 20039 449
+(\ + \INSIZE A \MTB,  + )\, < V. ,)NEG,, < RET,, FE 20169 39714 % 15671€ 7+ 177,3247)
+0,InSIZE,, +6,MTB_, +5, < V,, o 719-2 (14,777 719-94) FHF9Es XE
+06,NEG, ,(InSIZE, , + MTB, ,+< V,,) +e,, (4) 22 AT EA0 &8eitt I 3174 oA
= RE U2 7199 1f S A vk
3.2 2M o B9 MY qET} oA 7t A FFE wA F 9l
T A AeES S8 A6k Slskd, @
2 Ao AT 7]E 20019 RE 2014 BARSES AT Sl 2ES BY O
A7hA 8] ARE o] gote] AEW o|dHAGE F oA AL mebA o2 A7 172,695 714~
et odAqAG F A7l AFAR Wt 914,392 719-9) ARE AS

= ©
Q7w AMNAE 7]E 200295 F 20149 AFAE 2 AHERA #E A5 KISVALUE
7R, F 1370 A% o] QAN SAHAE MEAST 9 TS2000, €¥ F71E 9 A7 B9 A
Fo| Aol o]dAA A nlg  BE FnCuideZ Tal YTttt 7A49 52
AdE Aete d denz ol X 71EH B F UL (E DA A
T AAE 7FoR 7] T o]
& B4 &3t FAHeE 337K AT =Y
& 1%‘& t7] L] xﬂ—‘%@w} Alﬂoﬂ
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LA = ’%@@E}(Sloan 1996: Xie 2001: & 7P 7]‘”«1 o FrkE 3 47 ojud &
A5 2007). F7hedEdle & 852, ol deAE 24T FAHeR 7 7}*291 A7}

9

- 1A, 2A, 3A - AAE A AAAY 4 - &)

o8 B9E o8 A9 4N S8 9

—{)jfam

762 AYSIAT a7A HM4z 20184 82



(Table 1) Sample Selection Criteria

Sample selection criteria Firm-months  Firm-years
Initial sample:
All firm-months observations listed in Korea stock exchange(KOSPI
and KOSDAQ) and available to get monthly stock return during the
period of 2003.04 to 2016.03 208,999 17,443
(Less)
Observations with financial firms (7,955) (666)
Observations with non-December fiscal month (8,552) (716)
Observations with impaired capital (673) (57)
Observations with non-unqualified opinion (1,842) (156)
Observations with penny stocks (5,693) (491)
Observations with unavailable to measure tiemliness (6,960) (580)
Final sample for the portfolio return analysis 177,324 14,777
(Less)
Observations with unavailable to measure other control variables (4,629) (385)
Final sample for the cross-sectional regression analysis 172,695 14,392

A

rir

0
-z
il
o

1 Zohe @7 XEZ 0 AAY 4
He AT o2 5 AgRIAE o
A9E SRR A3l e S
A}, olelA e 2

3B - A 9 b R AdEelEd] 9ae
AR Aew A geel 719
&7 o] AR T} Bl o]
3 AALREL WS 5T BAY 5 )

M40 &L%o
N
Ax H‘I

=

I

@A]zsh:}
2 —T—aﬂfﬂ'oi’ﬂ o] 17(4/\]@) 7@
59 QA o FE Hoh AdsA dFet(Sloan
1996; Hirshleifer et al. 2012).

HE o 1%
noax ruor

TEEZLE XH:rL é(rebalancmg)
Z g vd 442 A%
g ol e AN AEE 3 A BIF AR
AZEN A FE8] EEA7I7A 9] 717bE 186}
Aaf Aol o] AAAIG 1089 LEZE 29 3}

1895 o]dAAA &9 TEZE S (Low), HA
1895 o] AAA A9 LEZ2]Q (High) & A

)14

@k 1089 4 43RS Moz gEs
7 913 F9l5ol AFeE 5, 6E9E ololAAA
59 ZEZE) (Mid) 2 Aol g
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3.3.2 FAXEZY L AAY 25 E B4 29
3.3.1014 338 7} o] JAAIY LEEZ Q0| b
st CAPM(Sharpe 1964: Lintner 1965) 2 3
89l (Fama and French 1993), 42¢1(Carhart
1997) RE85 o] &3 9 AAY AEAoR ¢

B 2o ES FHEH
R, =R, =a,+B,[Ry— R+ (5)
R,— R; = o, + 3, [R)— R;]+5,5MB
+h,HML+e, (6)
R, — Ry =, + 5, [Ry,— R] +5,SMB+h, HML
+u, UMD+ e, (7)

Where, R; is the returns from each of timeliness
portfolios i RM is the market returns:
Ry is the risk-free rates.

21(5)= AMFLR/(Ry - R)=
o}, 4(6)2 CAPMelA T+2221(SMB
A(HML)E F7Fet 3891 Z¥o|H(Fama and
French 1993), 21(7)& 30‘31 B oA @7 FA
291(UMD)< F71 4891 2o aJggHCarhart
1997). Algadle ’ﬂ/‘]ﬂ(KOSPI =
KOSDAQ)' €9 Al
H 364989 1/1€ ik 5
Akgttt 91 2(5), 21(6) % ‘(7)" /‘]ﬁl‘ﬂ 3%

7<
A EOH Jensens a§_ Fst] 7+ AAY XE
o)

EA8 CAPMO]
MB) ¥} 712 &

L ofy

Mmpo
\1
S
N
o
;<
£
xd,

764

AAE A3 e 2743H7] 918l Newey and West
(1987)94 GMM 54 EF A o8-8} (Petersen
2009). HFHo= 7t /M| 7Md AE AZI]
3 AAI A9 LEZE] 2(High)E 4(long)
ot AA ofe] TEZE] 2 (Low)E "H%=(short)
3l “High-Low 3% (hedge) ZEZ#] 029 %3}

h
F98g 2AR

3.3.3 Fama-MacBeth(1973) d&H 3|9 &4
23

Fama-MacBeth(1973) 3dd sAEA M=

24 A e A% 93, 7
g

2000: Francis et al. 2004)°] ©] ] Sige Bl ﬁﬁ]
FEEFA dste] FEA Ao gl 4+,

a7 EEF S 43t #4 Ae 444 Pu
WA A Al o) aH A ks
He AT % ek &, A7 ZEZe 43 ¥
A $9I2 298 A7 LA e
olelg Aa} 71 el ARG RS B o

JAE FRH0E AYahe 23 sbsdel 9

:_

Sﬂr«l BEA A 27}1- 0
Al Agstaat ofel] 21(8)~(15)9 2ol 874

BASIC
RET(%), ., = a+ B {ALLTIME | Pos TIME | NegTIME},
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+ B,InSIZE, + B,InBM, + 8, BETA, + 3,IDVOL,

+ B, MOM, + B, BIGA, + SIND+ ¢ (8)
AEM :
RET(%), ., = o+ B {ALLTIME | PosTIME' | NegTIME},

+ B,| PMDA|, + 3,InSIZE, + 3,InBM, + 3, BETA,
+ B,IDVOL, + 3, MOM, + B, BIG4, + ZIND+¢ (9)
OPAQUE :

RET(%), ., = a+B {ALLTIME | PosTIME | NegTIME},

+ B,| PMDA3yr|, + 3,InSIZE, + 8,\nBM, + 3, BETA,
+ B,IDVOL, + 3, MOM, + 3, BIG4, + SIND+¢ (10)
REM :

RET(%), ., = a+ B {ALLTIME | Pos TIME' | Neg TIME},

+ 8, REMByr, + (3,InSIZE, + 3,InBM, + 3, BETA,
+3,IDVOL, + 3, MOM, + B, BIGA, + SIND+¢ (11)
PROFIT

RET(%),, , = a+ B, { ALLTIME | PosTIME | NegTIME},

+ B8, PROFIT, + B,InSIZE, + 3,InBM, + 3, BETA,
+ B,IDVOL, + 3, MOM, + B, BIG4, + SIND+¢ (12)
ABFEE

RET(%), ., = a+ B {ALLTIME | PosTIME | NegTIME},

+ 8, ABFEE, + (,InSIZE, + 3, InBM, + 3, BETA,
+ B,IDVOL, + 3, MOM, + 3, BIG4, + SIND+¢ (13)
FULL1

RET(%), ., = a+ B {ALLTIME | Pos TIME' | NegTIME},

+3,|PMDA|, + 8, REMyr, + 3, PROFIT,

+ 3, ABFEE, + (3,InSIZE, + 3. BM,

+ B, BETA, + B,IDVOIL, + B3,, MOM, + 3, BIG4,
+ XIND+ ¢ (14)

FULL2

RET(%), ., = a+ B {ALLTIME | Pos TIME' | Neg TIME},

+ ﬁ2|P]l/lDA3yr'|, + B, REM3yr, + 3, PROFIT]
+ B, ABFEE, + 34InSIZE, + 5,InBM, + 3, BETA,
+B,IDVOL, + (3,,MOM, + 3,, BIG4,

HSHATL ®a7H 45 20184 8Y

+ ZIND+e (15)

Where, RET(%) is one-year-ahead monthly stock

returns(in %), which starts on the first
day of April after the fiscal year-end:
ALLTIME is the timeliness score on overall
earnings, PosTIME is the timeliness score
NegTIME is the
timeliness score on negative earnings(Khan
and Watts 2009); Refer to {Table 2) notes

for other variable definitions.

on positive earnings,

21(8) BASIC 282 Ndusdd 2 21499
£ BAIs] fletd AFR(SIZE), 87873 (BM),
AHEHBETA), 1883 (IDVOL), ©71FH &
FHMOM)E EA3 2ao|th(Sharpe 1964; Fama
and French 1993: Carhart 1997). 41(9) AEM
B A = o] dg t&ste A AT
Aol Aoigk(| PMDA|) < BASIC E3d] F71=2
SAIg(Kothari et al. 2005). 21(10) OPAQUE

B2yl e v FrledEY vdAAY et
frddte AFAES EF8A (| PMDA3yr|) =
7} A8 (Hutton et al. 2009), 41(11) REM
A &0l 2% (REM3yr) < F
. Aoy 9 AFAE
e d&atH, A7) F7HEEE S 79
Ao deA] drk(e]ds 5 2017).
21(12) PROFIT RN 71e] 24 upe
Jeks BAS] Al WEE5YA (PROFIT) <
71 54 I}‘:}. 21(13) ABFEE RE3oAM = ZAE
4 w4& BA
(ABFEE) E%ff&t} 4
BgollM =
gk, o, A A A
A7k

ah

(1

eS|
-
—
—
—
1-[]
N )ltn —r‘
:
&
S
G
—
-
DO
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CEERETES

1#3ted FULL1 R8dA+ |PMDA|, FULL2
2YoME | PMDASyr| & 217t A @,

e S A E oA S5k (outlier) 0.2 A3 A
7o HAYrpeE dsletuat BE A4y WSFE
= T 1% - 99% TolA A3 winsorization)
ahe, AR 7F oA & BAlS] el At 1

HENES THAT BE BN o] BT} A7)

o] 9F9ES FAT FHE o]R|&A o]
nlef F7hEe gl tishe]
3% ALLTIME, PosTIME, NegTIME®| g+ 3
AATF B FE F(+), = ()9 @& 7}
A Aog oidd, ukd A%

A ZH Ao ZA = e
S FEAA A o] g&F0R

=
& fola ge %2 M A

Z8AQ 4wl g

o
o @
-
>
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o,
£
o,
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(Table 2) Panel AdAE Zo|dANAL 7|5
o2 F44% 1084 | tiste] 9HEA
HEES] 7|28 AEE A 20039 4€
201643 3€7HA], 156709 717+ Bt

TEZ7 o

==

4T 4
o

2 Y3 ghs AT EH ) A E
~1.0382 d|F-& 1] 27303l o]9HA g 2E
o AAA AZ Ao|7} BAZA I HE 7}
A& 7FedE ol HRlth, &, 7197 R (InSIZE)
o} AR7FNAIA7M & (InBM)S 242 10,134~
14.012, 2 -0.523~0.518% ta HAEZ HY

NQFELY B LS BAG 399 o4l

T

&
S
=
N
(e}

766

288 L0 4T A2 3

mo=w T

& g7ttt 719 sAd (IDVOL) 2 0.124
~0.159 Aol 2 BlwA #L3 FEE Kol glof
HlAAZ 20l o3t Axte] ol sFeAe A
gvta sE

(Table 2) Panel BellA= S 37847 ¢
Al 7B AE AAGT A4 2R 99FE F

V9 E(RET)S -47.170%~83.939% 2 H]t)
A4 BES Itk H(+)9] ol AAA (PosTIME)
482 0.051(0.036), EHAHAIA
(NegTIME) 2] 3k 0.353(0.345) 22 NegTIME
o] HlwA Z & 7HIt}. o] ZAA o]d v
ZAAA Sl g 37019 149 Aol A
Ao Y g2 AUZ JARFFY #HYP A}
+ A3o]tH(Basu 1997: Khan and Watts 2009).
AHEH(BETA) ©] B3t-& 0.988% 19 vi§- 24
g FAE B, 4 g 229 A3HE 54
o] Bl Al At H 3 (market universe)l
547 3A g2A @& Ao Addn) Bigd ¢
ARQI ¥ 53.7%% Ve
(Table 2) Panel ColAx = e
dek 9 WY AAAA
ARG (ALLTIME) 2 &48 A4 (NegTIME) &
oz 7] 9T 7S (RET) &
F(+)e] FHHAE HolH(0.033, 0.037),
(+)9] o]AHAA (PosTIME)S RETS frela
( HTH-0.009). olgg A¥}

[ E=t
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ARG, Fol

CITE
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(Table 2) Descriptive Statistics and Correlation Matrix
(Panel A) Mean of Each Portfolios by Overall Timeliness(ALLTIME;) Decile

Overall Timeliness (ALLTIME,) Decile Portfolios

Variables 7T 2 3 4 (5  (OGd 6 7 g 9 (igh) 10
RET%) T4 1373 1537 1569 L79  20% 2% 2634 3263 3.9
ALLTIME, 0110 0063 005 0053 0051 0050 0047 0048 0051 0089
InSIZE, 14012 12316 11628 11217 10919 10687 1045 1033 1015 10134
1nB), 058  -0225 0164 -0.067 0050 0181 0215 0288 0404 0518
BETA, 099% 1013 1004 1009 1038 0978 0973 0935 0945 0932
IDVOL, 0124 0137 0146 0153 015 0149 0152 0151 0152 0159

Avg. Firms © 11090  111.00  111.07  111.08  110.60  111.23  111.00  111.08  110.92 110.99

(Panel BJ Descriptive Statistics for Cross-sectional Regressions

Variables Obs.  Mean Std. Min P5 P10 Q1 Median Q3 P90 P95 Max

RET(%)+r 172,695 1.725 14.859 -47.170 -19.010 -13.972 -6.811  0.000 8.026 18.838 28.516 83.939
ALLTIME; 172,69 0404 0405 -2562 -0.106  0.068 0248 0.395 0.565 0.774 0976  2.970
PosTIME; 172,69  0.061 0132 -1.216 -0.059 -0.039 -0.005 0.036 0.079 0.168 0.300 0.594
NegTIME; 17269 0353 0422 -2.694 -0.202 -0.008 0.191 0345 0514 0737 0949 2724
| PMDA, 172,695 0106 0.107  0.001  0.006 0.013 0033 0074 0143 0237 0319 0.759
[PMDA3yr|; 172,695  0.334 0222 0.037 0.084 0113 0178 0281 0427 0.623 0.770  1.69
REM3yr; 172,69  0.008  0.157 -0.704 -0.261 -0.161 -0.057 0.018 0.093 0.178 0241  0.464
PROFIT; 172,69  0.055  0.171 -0.958 -0.221 -0.115 -0.006  0.054 0.135 0238 0311 0.714
ABFEE; 172,69 -0.002 0307 -0.873 -0.508 -0.394 -0.205 0.000 0.198  0.389 0.509  0.843

InSIZE; 172,695 11.265  1.515 8195 9319  9.622 10.223 10.999 11.995 13.277 14.444 16.466
InBM; 172,695  0.036 0.756 -2.404 -1.284 -0.959 -0.455 0.076 0560 0979 1203  2.199
BETA, 172,695 0988 0558 -0.940 0.148 0.326  0.618 0.956  1.317 1.699 1958 3171
IDVOL, 172,695 0.143  0.070  0.043 0.066  0.076  0.097 0.127  0.170  0.230  0.278  0.538
MOM; 172,695 0.100 0431 -0.749 -0.402 -0.309 -0.158  0.011  0.247 0594 0901  3.013
BIG4, 172,695 0537 0.499  0.000  0.000  0.000  0.000 1.000 1.000  1.000  1.000  1.000
(Panel CJ Correlation Matrix for Cross-sectional Regressions (Pearson \ Spearman)

Variables o @ B @ B % 0 ® @ 0 an (a2 13 (14
(1) RET(%):+1 0.010 0.010 0.010 -0.020 -0.020 0.021 0.003 -0.021 0.069 -0.022 -0.049 -0.024 0.006
(2) ALLTIME;, 0.033 -0.143 0.906 0.039 0.173 -0.300 -0.001 -0.718 0.397 -0.030 0.166 0.028 -0.237
(3) PosTIME; -0.009 -0.143 -0.373 -0.070 -0.025 0.031 -0.016 0.387 0.144 -0.023 -0.222 -0.006 0.230
(4) NegTIME,  0.037 0.906 -0.373 0.059 0.165 -0.291 0.012 -0.759 0.294 -0.014 0.222 0.033 -0.275
(5) |[PMDAl;  -0.008 0.039 -0.070 0.059 0.064 -0.032 0.002 -0.053 -0.122 0.074 0.139 -0.032 -0.032
(6) REM3yr;  -0.006 0.173 -0.025 0.165 0.064 -0.297 -0.043 -0.177 0.097 0.030 0.137 -0.038 -0.091
(7) PROFIT;  -0.007 -0.300 0.031 -0.291 -0.032 -0.297 -0.001 0.289 -0.201 -0.037 -0.201 0.060 0.066
(8) ABFEE;  0.004 -0.001 -0.016 0.012 0.002 -0.043 -0.001 -0.010 -0.033 -0.004 0.002 0.005 -0.007
(9) InSIZE,  -0.048 -0.698 0.418 -0.734 -0.054 -0.180 0.281 0.035 -0.429 0.066 -0.240 -0.052 0.344

(10) InBM; 0.063 0.384 0.134 0.286 -0.126 0.091 -0.187 -0.037 -0.410 -0.116 -0.251 0.136 -0.059
(11) BETA; 0.002 -0.026 -0.020 -0.012 0.069 0.039 -0.039 -0.006 0.042 -0.108 0.276 -0.035 0.019
(12) IDVOL; 0.016 0.126 -0.192 0.183 0.126 0.137 -0.205 0.002 -0.241 -0.256 0.239 -0.007 -0.157
(13) MOM; -0.018 0.052 -0.030 0.062 -0.010 -0.019 0.023 0.011 -0.078 0.099 0.029 0.110 0.000

(14) BIG4 -0.010 -0.237 0.230 -0.275 -0.032 -0.091 0.066 -0.007 0.358 -0.052 0.011 -0.152 -0.020

Notes: Bold numbers indicate the significance at 5%. All continuous variables are winsorised at extreme 1% in Panel B and Panel C. Variable
definitions are as follows. RET(%) is one-year-ahead monthly stock returns(in %), which starts on the first day of April after the fiscal year-end:
PosTIME is the timeliness score on positive earnings(Khan and Watts 2009): NegTIME is the timeliness score on negative earnings(Khan and
Watts 2009): ALLTIME is the timeliness score on overall earnings(Khan and Watts 2009): | PMDA| is the absolute value of performance-matched
discretionary accruals. Discretionary accruals are measured based on modified Jones model and matching is conducted with peer firms ROA performance
on the industry-year basis(Kothari et al. 2005): |PMDA3yr| proxies the opaqueness in financial reporting measured as sum of |PMDA| for recent 3
years(Hutton et al. 2009): REM3yr is the real earnings management activities for recent 3 years calculated by the mean of abnormal cash flows in
operation and discretionary expenses(Roychowdhurry 2006): PROFIT is the gross profit margin calculated as gross income divided by the beginning
book value of equity(Novy-Marx 2013): ABFEE is the abnormal audit fees estimated following Lee and Choi(2018): InSIZE is the natural log of the
beginning market capitalization: InBM is the natural log of the beginning book-to-market ratio: BETA is the systematic risk estimated by the
market model using monthly stock returns over at least 24-month rolling windows up to 36-month rolling windows: IDVOL is idiosyncratic risk
measured as the standard deviation of residuals from the regressions of BETA estimation: MOM is the stock return performance past 6-month ending
one-month prior the portfolio formulation: BIG4 takes 1 if the auditor is one of the bigd accounting firms, otherwise 0.

AYSIAT Ha7A HM4z 20184 82 767



oo 2 BARE WIF TEZEQ A3 24
0 P9 JARNS B B 479 A99F 2
2 AN,

4.1.1 Fol9AA Y3} vlg) 715 g3kl
BAYOM 1)

J

(Table 3) Panel A& %°] A4 (ALLTIME)
FEZF Q0 tidte] 2003 4¥5H 2016 3¢
A F 15670€ 7 9 ()T ES AAE
3 A8 Ao|tt, “High-Low's ALLTIME
3¢ (Low) 25 mj=3 g9z ALLTIME
3491 (High) 155 wigate] 749 a7 TEE
gl 2olth. Raw Return 715 1.94% (t3t=4.86),
CAPM a 715 1.93%(t3t=4.99), 3-Factor a 7|
+ 1.27%(t3=3.85), 4-Factor a 715 1.29%
(t#=4.0002 2% 1% FTlA F2gt F(+)9
A Fd &S 7153 Ao AP Eelst
7] 8l FoldH Aol hES, 6EH FA4 2
&(Mid) & ol&ste] |7 TEFe|E F4% 4
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317] $l8] Fama-MacBeth(1973) 3 3
A A3E A E(DAAE 719 2 9
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(Table 3) Overall Timeliness on Earnings(ALLTIME) and One-year-ahead Returns

This table represents the relationship between timeliness on overall earnings(ALLTIME) and one-year-
ahead monthly stock returns. Panel A reports the equal-weighted average (excess) return (in %) for
timeliness on overall earnings portfolios from April 2003 to March 2016, 156 monthly observations.
Stocks are allocated into decile groups of fiscal year t timeliness on overall earnings(ALLTIME;) at each
April of year t+1. Panel B reports month-by-month Fama-MacBeth(1973) cross-sectional regressions of
one-year-ahead individual monthly stock returns(RET(%):+1) on timeliness on overall earnings(ALLTIME;)

from April 2003 to March 2016.

(Panel A) One-year-ahead Portfolio Returns Sorted on ALLTIME

ALLTIME; Average
Decile Raw Return CAPM a 3-Factor a 4-Factor a Number
Portfolio (%):+1 (/)m (% )i+ (%):+1 of Firms
(Low) 1| 1.397 (2.71) 0427 (2.62 0347 (1.99  0.32° (1.81) | (110.90)
21 1.36° (251) 038 (1.14 013 (0.700  0.10 (0.52) | [(111.00)
3| 1547 (253) 056  (1.65)  0.32° (1.74) 0.33 (1.65) | [(111.07)
41 1607 (2.56) 0.67 (1.63) 045 (1.85)  0.50° (2.02) | (111.08)
(Mid) 5 | 1.817 (2.80) 0.847 (2.22)  0.57 (2.80) 0.64 (3.17) | [(110.60)
(Mid) 6 | 1.977 (2.91)  1.027 (2.48) 0.55  (3.57)  0.56 (3.40) | [(111.23)
71 2337 (337 1.377 (3.38) 0997 (4.99 1.037 (519 | [(111.00)
8| 263 (3.71) 1.68° (404 1.197 (5700 1.237 (6.02) | [(111.08)
9| 3337 (4.63) 2367 (562 1.817 (6.79  1.797 (6.75) | [(110.92)
(High) 10 | 3.347 (4.67) 236" (5.21) 1.617 (5.22) 1.60° (5.48) | (110.99)
Mid-Low | 0.50  (1.51)  0.51  (1.65) 0.22 (1.06) 0.28  (1.42)
High-Mid | 1.447 (4.58) 1.437 (458 1.05° (3.25) 1.01 (3.30)
High-Low | 1.947 (4.86) 1.937 (4.99) 1.277 (3.85) 1.297 (4.00)
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(Table 3) Overall Timeliness on Earnings(ALLTIME) and One-year-ahead Returns (continue)

(Panel B) Cross-sectional Regression Results between ALLTIME and One-year-ahead Stock Returns

Variables Pged. (1) (2) (3) (4) (5) (6) (7) (8)
Sign  BASIC  AEM  OPAQUE REM  PROFIT ABFEE FULLl  FULL2
Intercept 0.267  0.262 0.298 0.302 0.248  0.330  0.335 0.373
(0.15)  (0.14) (0.16) (0.17)  (0.14)  (0.18)  (0.190  (0.21)
ALLTIME; ) 0.761°  0.781 0.801°  0.875°  0.847  0.734  0.908"  0.922"
(1.66)  (1.71) (1.76) (2.04) (19D (.61 (215  (2.18)
| PMDA ; - -0.309" -0.276"
(-2.18) (-2.00)
|PMDA3yr|, - -0.4117" -0.360""
(-9.08) (-7.50)
REM3yr, - -0.800"" -0.697" -0.688"
(-6.27) (-4.98)  (-5.01)
PROFIT, + 0.470" 0.307 0.301
(2.50) (1.57)  (1.52)
ABFEE, + 02117 0.188" 0.191"
(2.84) (2720 (2.82)
InSIZE; - 0.044  0.045 0.040 0.044 0.041  0.038  0.037 0.033
(0.30)  (0.30) (0.27) (0.31)  (0.28)  (0.25)  (0.26)  (0.23)
InBM, + 08627 0.848  0.826°  0.9097 0.900" 0.867 0916  0.896 "
(4.87)  (4.80) (4.72) (5.27)  (5.38)  (4.90) (5.62)  (5.55)
BETA; + 0.368  0.369 0.375 0.381 0.357  0.369  0.371 0.376
(1.12)  (1.13) (1.15) (117 (1.100  (1.13)  (1.15)  (1.16)
IDVOL, + 66147 6698 6761 71497 7.1107 6.631° 7483 7525
(3.62)  (3.69) (3.64) (3.93)  (4.25)  (3.64)  (4.48)  (4.42)
MOM, +  -0.395  -0.400" -0.398"  -0.431" -0.440" -0.398 -0.467  -0.463"
(-1.95  (-1.96)  (-1.96)  (2.15)  (-2.17) (-1.95) (-2.27)  (-2.28)
BIG4; + 01797 01767 0.176  0.1537  0.1887 0.1827 0.1647  0.164

(3.41) (3.31) (3.33) (3.10) (3.76) (3.44) (3.44) (3.48)

Industry Dummies Included Included Included Included Included Included Included Included

R 0.106° 0.1077 0.107  0.108 0.108° 0.107 0.1127 0.111°
Adjusted R? 0.0837  0.083" 0.083" 0084 0.08 0.083" 0.08  0.085"
Number of Month 156 156 156 156 156 156 156 156

Monthly Obs. 172,695 172,695 172,695 172,695 172,695 172,695 172,695 172,695

Notes: Variable definitions: Refer to [Table 2] notes. Raw Return is monthly average raw return. CAPM a is
monthly excess return on market factor(Sharpe 1964: Lintner 1965). 3-Factor a is monthly excess return on market,
size, and value factor(Fama and French 1993). And 4-Factor a is monthly excess return on market, size, value, and
momentum factor(Carhart 1997). Dividend yields are reflected in stock returns and assumed to be re-invested.
‘Mid-Low™ indicates the difference of one-year-ahead monthly (excess) return performance between firms in the
mean of 5th and 6th decile(Mid) and in the bottom decile(Low) of ALLTIME. “High-Low" indicates the difference of
one-year-ahead monthly (excess) return performance between firms in the top decile(High) and in the bottom
decile(Low) of ALLTIME. *, **, and *** denote the significance at 10%, 5%, and 1% level, respectively. t-statistics
in parentheses are corrected for Newey-West heteroskedasticity and autocorrelation consistent standard error.
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(Table 4) Timeliness on Positive Earnings(PosTIME) and One-year-ahead Returns

This table represents the relationship between timeliness on positive earnings(PosTIME) and one-year-
ahead monthly stock returns. Panel A reports the equal-weighted average (excess) return (in %) for
timeliness on positive earnings portfolios from April 2003 to March 2016, 156 monthly observations.
Stocks are allocated into decile groups of fiscal year t timeliness on positive earnings(PosTIME;) at each
April of year t+1. Panel B reports month-by-month Fama-MacBeth(1973) cross-sectional regressions of
one-year-ahead individual monthly stock returns(RET(%):+1) on timeliness on positive earnings(PosTIME;)
from April 2003 to March 2016.

(Panel A) One-year-ahead Portfolio Returns Sorted on PosTIME

PosTIME; Average

Decile Raw Return CAPM a 3-Factor a 4-Factor a Number

Portfolio (%)+1 (%) +1 (%) +1 (%)+1 of Firms

(Low) 1 | 2,707 (4.24) 1.78 (3.90) 1.66  (6.32) 1.72°  (6.39) | (110.92)

2| 2297 (3.14) 1307 (288  1.137 (519  1.16° (5.43) | (110.99)

3] 2197 (333 1257 (3.04) 1.027 (6.13) 1.087 (6.19) | (111.00)

4 | 2127 (335 1.157 (3.01) 0.8 (451) 0.86 (4.59) | [111.14)

(Mid) 5 | 1.957 (3.11) 099" (2.83) 0.66  (3.71) 0.69  (3.83) | (110.61)

(Mid) 6 | 2127 (3.05) 1.157 (3.100 0.80 (3.46) 0.84  (3.53) | (111.22)

71 1957 (312 1.017 (2.84) 060 (3.14) 0617  (3.08) | [110.99)

8 | 1.947 (3390 0997 (3.41) 0547 (328 0507 (2.91) | [111.08)

9 | 1.937 (315 095 (295 0307  (2.14) 027  (1.77) | [110.99)

(High) 10 | 2.137 (3.09) 1.09° (2.78)  0.38 (1.59)  0.36 (1.53) | (110.92]
Mid-Low | -0.66  (-2.01) -0.71" (-2.16) -0.93" (-3.11) -0.95  (-3.21)
High-Mid | 0.09  (0.29) 0.02 (0.0 -0.36 (-1.17) -0.40  (-1.35)
High-Low | -0.57 (-1.13) -0.69 (-1.42) -1.28" (-3.79) -1.36 (-3.99)

(Panel B) Cross-sectional Regression Results between PosTIME and One-year-ahead Stock Returns

Variables  Lred: (1) (2) (3) (4) (5) (6) (7) (8)
Sign  BASIC AEM  OPAQUE REM  PROFIT ABFEE FULL1  FULL2
Intercept 1.141 1.173 1.259 1.458 1.385 1.180 1.655 1.730

(1.01) (1.03) (1.10) (1.21) (1.25) (1.05) (1.42) (1.49)
PosTIME; t -0.318  -0.315  -0.297  -0.247  -0.241  -0.305  -0.182  -0.165
(-1.30)  (-1.29) (-1.22) (-1.07) (-0.91) (-1.25) (-0.73)  (-0.66)

Controls Included Included Included Included Included Included Included Included
Industry Dummies Included Included Included Included Included Included Included Included
R 0.106 ~  0.107° 0.106  0.107 0.108 0.106  0.111° 0.111°
Adjusted R 0.0837  0.0837 0.083° 0.0847 0.085 0.083 0.085 0.085
Number of Month 156 156 156 156 156 156 156 156

Monthly Obs. 172,695 172,695 172,695 172,695 172,695 172,695 172,695 172,695

Notes: Variable definitions: Refer to [Table 2] notes. Raw Return is monthly average raw return. CAPM a is
monthly excess return on market factor(Sharpe 1964: Lintner 1965). 3-Factor a is monthly excess return on market,
size, and value factor(Fama and French 1993). And 4-Factor a is monthly excess return on market, size, value, and
momentum factor(Carhart 1997). Dividend yields are reflected in stock returns and assumed to be re-invested.
“Mid-Low™ indicates the difference of one-year-ahead monthly (excess) return performance between firms in the
mean of 5th and 6th decile(Mid) and in the bottom decile(Low) of PosTIME. “High-Low" indicates the difference of
one-year-ahead monthly (excess) return performance between firms in the top decile(High) and in the bottom
decile(Low) of PosTIME. *, **, and *** denote the significance at 10%, 5%, and 1% level, respectively. t-statistics
in parentheses are corrected for Newey-West heteroskedasticity and autocorrelation consistent standard error.
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(Table 5) Timeliness on Negative Earnings(NegTIME) and One-year-ahead Returns

This table represents the relationship between timeliness on negative earnings(NegTIME) and one-
year-ahead monthly stock returns. Panel A reports the equal-weighted average (excess) return (in %)
for timeliness on negative earnings portfolios from April 2003 to March 2016, 156 monthly observations.
Stocks are allocated into decile groups of fiscal year t timeliness on negative earnings(NegTIME;) at
each April of year t+1. Panel B reports month-by-month Fama-MacBeth(1973) cross-sectional
regressions of one-year-ahead individual monthly stock returns(RET(%):+1) on timeliness on negative
earnings(NegTIME;) from April 2003 to March 2016.

(Panel A) One-year-ahead Portfolio Returns Sorted on NegTIME

NegTIME; Average

Decile Raw Return CAPM a 3-Factor a 4-Factor a Number

Portfolio (% )41 (%)+1 (% )+ (% )41 of Firms

(Low) 1 | 1.187 (2.35) 0.22 (1.120 0.11 (0.47) 0.13 (0.52) (110.90)

2 | 1457 (2.60) 047 (1.56) 0.18 (0.97) 0.12  (0.63) (111.00)

3| 1477 (243 050 (1.39) 0.14 (0.74)  0.13  (0.61) (111.07)

4| 1657 (274 0720 (1.87) 045" (1.99)  0.50° (2.06) (111.08)

(Mid) 5 | 1777 (2750 0.807 (2.22) 0597 (2.75)  0.647 (3.04) (110.62)

(Mid) 6 | 1.937 (2.86) 0.96° (2.41) 048" (2.96) 0517 (2.99) (111.22)

71 2367 (3500 1.387 (3.85)  0.917 (4.90) 0.927 (4.99) (110.99)

8 | 265 (3.68) 1.727 (3.84) 1.30° (6.000 1.37 (6.50) (111.08)

9 | 3.197 (4.36) 2217 (5.12) 1.67  (6.83) 1.67 (6.79) (110.92)

(High) 10 | 3.66° (4.81) 268 (506 2117 (6.000 2.107 (6.17) (110.99)
Mid-Low | 0.67 (1.87) 0.66 (2.03) 042 (1.42) 045 (1.60)
High-Mid | 1.817 .77  1.797 (4.72) 1577 (3.79 1537 (3.82)
High-Low | 247 (5200 246 (5.36) 1.99° (4.85) 1.98"" (4.98)

(Panel B) Cross-sectional Regression Results between NegTIME and One-year-ahead Stock Returns

Variables  Lred: (1) (2) (3) (4) (5) (6) (7) (8)
Sign  BASIC AEM  OPAQUE REM PROFIT ABFEE FULL1  FULL2
Intercept -0.541 -0.542  -0.515 -0.509  -0.556  -0.450  -0.416  -0.387

(-0.32)  (0.32)  (-0.30) (-0.30) (0.34) (-0.26) (-0.25)  (-0.23)
NegTIME,  + 11527 1170° 11017 12467 12387 1115° 12637 1.278
(2.53) (259  (262)  (2.88)  (293) (243) (30D  (3.07)

Controls Included Included Included Included Included Included Included Included
Industry Dummies Included Included Included Included Included Included Included Included
R’ 0.106°  0.107" 0.107 " 0.108 0.109° 0.107 0.112° 0.112"
Adjusted R* 0.0847 0.0847 0.084" 0.084 0.085 0.083 0.086 0.086
Number of Month 156 156 156 156 156 156 156 156

Monthly Obs. 172,695 172,695 172,695 172,695 172,695 172,695 172,695 172,695

Notes: Variable definitions: Refer to (Table 2) notes. Raw Return is monthly average raw return. CAPM a is
monthly excess return on market factor(Sharpe 1964: Lintner 1965). 3-Factor a is monthly excess return on market,
size, and value factor(Fama and French 1993). And 4-Factor a is monthly excess return on market, size, value, and
momentum factor(Carhart 1997). Dividend yields are reflected in stock returns and assumed to be re-invested.
“Mid-Low™ indicates the difference of one-year-ahead monthly (excess) return performance between firms in the
mean of 5th and 6th decile(Mid) and in the bottom decile(Low) of NegTIME. “High-Low" indicates the difference of
one-year-ahead monthly (excess) return performance between firms in the top decile(High) and in the bottom
decile(Low) of NegTIME. *, **, and *** denote the significance at 10%, 5%, and 1% level, respectively. t-statistics
in parentheses are corrected for Newey-West heteroskedasticity and autocorrelation consistent standard error.
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(Table 6) 2-by-2 Portfolio Return Performance of Timeliness on Positive Earnings(PosTIME)
and Negative Earnings(NegTIME)

This table represents the equal-weighted average excess return (in %) for timeliness on positive earnings
and negative earnings 2-by-2 portfolios from April 2003 to March 2016, 156 monthly observations.
Stocks are allocated into two PosTIME groups and two NegTIME groups independently, using fiscal

year t data at each April of year t+1.

PosTIME; Portfolio
_ 17)
3-Factor a(%)v+1 (1) Low (2) High (3) High-Low
(2) Low 0.387 0.191 -0.196
(1.94) (1.13) (-1.00)
NegTIME, (b) Hich 1.4577 0.993" -0.464"
Portfolio & (8.18) (5.68) (-2.53)
. 1.070" 0.802" -0.268
(c) High-Low (3.97) (3.60) (-1.20)
PosTIMEt Portfolio
— 17)
4-Factor a(%)ve1 (1) Low (2) High (3) High-Low
(2) Low 0.399° 0.182 -0.217
(1.85) (0.97) (-1.07)
NegTIME, (b) Hich 1.489" 1.007™ -0.482"
Portfolio & (8.46) (5.99) (-2.60)
. 1.090" 0.825" -0.265
(c) High-Low (3.84) (3.60) (-1.16)
. PosTIMEt Portfolio
Average Number of Firms 1) Low (2) High
NegTIME, (a) Low (199.31) (369.85)
Portfolio (b) High (369.85) (200.00)
Notes: Variable definitions: Refer to (Table 2) notes. Raw Return is monthly average raw return. CAPM a is

monthly excess return on market factor(Sharpe 1964: Lintner 1965).

3-Factor a is monthly excess return on

market, size, and value factor(Fama and French 1993). And 4-Factor a is monthly excess return on market, size,

value, and momentum factor(Carhart 1997).

Dividend yields are reflected in stock returns and assumed to be

re-invested. ‘High-Low indicates the difference of one-year-ahead monthly (excess) return performance between

firms above median(High) and below median(Low) of each timeliness on earnings. *,

sk

. and *** denote the significance

at 10%, 5%, and 1% level, respectively. t-statistics in parentheses are corrected for Newey-West heteroskedasticity

and autocorrelation consistent standard error.
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Timeliness of Accounting Earnings and Market Anomaly

Ji Yeon Ryu® - Seung Uk Choi** - Sang Ho Lee***

Abstract

Timely recognition of accounting earnings could change depending on the firm circumstances
or managers characteristics. Prior studies have found conflicting results regarding the timeliness
of accounting earnings recognition. First, Basu (1997) and Penman and Zhang (2002) find
accounting conservatism, which recognize loss compared to profit in more timely manner. On
the other hand, Kothari et al. (2009) provide evidence of managers’ incentive to delay disclosure
of loss but timely recognize earnings. This study examines if arbitrage profit is possible by
perceiving the timeliness of accounting earnings recognition, and whether investors perceive
earnings timeliness in making investment decisions. In addition, we analyze whether timely
recognition of accounting earnings would have differential effect on future stock return after
controlling for variable known to influence stock return such as firm-specific characteristics
and financial reporting quality.

Timeliness of earnings recognition is estimated following Khan and Watts (2009). Our findings
are as follows. First, we perform a hedge portfolio return test and find investors could gain
risk-free arbitrage profit by buying firms with timely recognition of earnings and selling firms
with untimely earnings recognition in a year. Second, we perform cross—sectional regression after
controlling for determinants known to influence financial reporting quality and future stock
return. Results from cross-sectional regression analysis find a positive association between
timely accounting earnings recognition and future stock price. In order to analyze the driver of
the results, accounting earnings is divided into positive and negative earnings: profit and loss.

We examine how each positive and negative earnings recognition timeliness and future stock

* Ph. D Candidate, Korea University Business School, First Author
** Assistant Professor, Department of Accounting and Taxation, Kyung Hee University, Corresponding Author
*** Ph. D Candidate, Korea University Business School, Co-Author
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price are related, and discover that risk-free arbitrage profit is possible by constructing hedge
portfolio using both timely recognition of profit and loss. In firm-level cross-sectional regression
analysis after controlling stock return determinants, only timeliness of loss recognition has a
significant correlation with future stock return. Result indicates timely recognition of loss is
positively associated with future stock return and could gain risk-free arbitrage profit by
constructing hedge portfolio. Result also captures the fact that investors do not perceive
timeliness of loss recognition in making investment decision.

This research has following contributions. First, studies regarding market anomaly associated
with accounting information has mostly been dealt from the perspective of accrual. This study
extends the prior studies by examining market anomaly using the timeliness of accounting
earnings recognition. Second, we find investors do not perceive the timely loss recognition in
making investment decision, despite the fact that the purpose of accounting conservatism is to
protect investors by recognize loss in timely manner and reduce information asymmetry. Third,
the fact that investor do not perceive the timeliness in decision making process could indicate
such firms accounting perceptions could be too difficult to be perceived in market price.
Therefore, results of the paper propose the need for firms and regulators to support investors in

easily understanding timeliness of accounting information.

Key words: Timeliness of Earnings, Timeliness of Loss, Accounting Conservatism, Market

Anomaly
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