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SIAIFE S siThE Yol ohet Hatgudrtd

(E 2) ¥+ 7I2SHIHN = 8,260)

He Mean Median std. Q1 Q3
ROA 0.026 0.029 0.110 -0.080 0.067
E 0.052 0.052 0.153 -0.006 0.132

RET 0.040 0.018 0.177 -0.042 0.095

CON 0.500 0 0.497 0 1

LOSS 0.263 0 0.440 0 1

CUR 0.157 0 0.364 0 0

F 1) WA

ROA: AgAR}el/Ad Fapat

E: (A&Adeld/ BT 724 5)/ANT 74

RET: At #4595

CON : Khan and Watts(2009)9 C-Score® 94 Bt} Eom 1 ofyd 09 gn|s:

LOSS : ROA ¢ 0°]¥ 1, ofywd 091 tjn]wi4

CUR : 4= di¥] $9Y 47} 24sta vjzde] A8t 0™ 1, o™ 09 tu¥is

(Z 3) 0|27|¥3} &=AT|Hel Feuifol| thst HHALO|
A o]971g HE(N = 6,080) £2719 H(N = 2,180) Difference
ROA 0.035 -0.093 0.128"**

E 0.118 -0.133 0.251"**
RET 0.048 0.015 0.033***
CON 0.408 0.756 0.348"**
CUR 0.101 0.315 0.214***

F1) *, e A2 10%, 5%, 1% kel $FolA o8-S ojn|gt

F2) ©uM4(CON, CUR)S ZA3H= 7lolAl#(2) B4

.
(F 4) FUEF9| AutA 24 Zo}
ROA E RET CON LOSS CUR
ROA 0.399*** 0.119*** -0.062*** -0.471%** -0.063***
E 0.522*** 0.215*** -0.029*** -0.724*** -0.242%**
RET 0.201*** 0.334*** -0.025%** -0.154*** -0.152%**
CON -0.051%** -0.039*** -0.027*** 0.049*** 0.079***
LOSS -0.544*** -0.763*** -0.260*** 0.049*** 0.259***
CUR -0.104*** -0.249*** -0.193*** 0.079*** 0.259***
F 1), e 4 10%, 5%, 1% ol f94Y.
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SRR Bl Al ot FAMI ML 2 BhFolel oy

(Z b) H|tHEH of|X|&dol| et =7 EaFolet Alxd =1

Panel A. 3#%4 2% (N = 6,356)

71 A

A s 4 (1) A (2) 4 (3) 4 (4)
T
Intercept 7 -0.001(-0.71) 0.001(0.35) -0.001(-0.40) 0.001(0.48)
ROA +  0.755(39.07)***  0.755(25.15)***  0.754(36.76)***  0.754(24.65)***
LOSS 7 -0.011(-3.64)***  -0.009(-1.97)***  -0.007(-2.04)** -0.003(-0.58)
CON ? -0.003(-1.08) -0.003(-1.06)
CUR ? -0.002(-0.41) -0.002(-0.37)
LOSS*CON ? -0.002(-0.29) -0.007(-1.05)
LOSS*CUR ? -0.007(-1.11) -0.016(-0.05)
LOSS*CON*CUR ? 0.014(-1.25)
ROA*CON + 0.092(2.22)** 0.089(2.06)**
ROA*CUR +/- -0.015(-0.22) -0.015(-0.23)
ROA#LOSS - -0.467(-13.39)*** -0.398(-6.57)*** -0.382(-8.75)*** -0.316(-4.70)***
ROA*LOSS*CON - -0.101(-2.33)** -0.155(-2.44)**
ROA#*LOSS*CUR - -0.175(-1.98)**  -0.173(-1.96)**
Adj. R 0.4019 0.4121 0.4138 0.4551
AYE A5 Fvalue 3.253*** 3.155*** 2.603** -
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A719eA Aol SR 7R BEA AF(E<LOSS)
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Panel A. 3A%4 43 (N = 8.260)

ws 19 3 (5) A () 4 () 4 )
T
Intercept ?  -0.008(-0.81) 0.021(1.58) 0.008(0.75) 0.030(2.22)**

E b 1.062(31.68)*  1.975(22.42)°"  1.958(30.46)**"  2.002(22.37)"**
LOSS ? 0.012(-0.61) 0.030(1.10) 0.020(0.93) 0.059(2.02)**
CON ? -0.061(-3.17)*** -0.050(-2.64)***
CUR ? -0.110(-3.72)*** -0.099(-3.36) ***

LOSS*CON ? -0.072(-1.92)** -0.071(-1.80)*
LOSS*CUR ? -0.067(-1.47) -0.099(-1.83)*
LOSS*CON*CUR 7 0.048(1.05)
E+CON ? 0.018(-0.15) 10.069(-0.57)
E+CUR  +/- 0.412(-1.80)°  -0.463(-2.07)*
E+LOSS C 2.637(-23.99)"" -2.191(-13.81)"" -2.835(-22.17)"" -2.475(-14.54)"""
E+LOSS*CON - -0.853(-3.88)*** -0.718(-3.28)***
E*LOSS*CUR  + 0.803(2.72)""  0.872(2.95)"""
Adj. R2 0.1274 0.1320 0.1440 0.1580
A A% F-value 13.645%** 11.964*** 8.675*** -

4 A HEA W E«CON = ExCUR ExLOSS*CON = E+«LOSS*CUR
F-value 2.42 18.45%**

=
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The Role of Liquidation Option and Conditional Conservatism
on Asymmetric Informativeness of Earnings

Seunghwa Ha* - Myoung Jong Kim**

Abstract

As a representative hypothesis on the asymmetric informativeness of earnings, the liquidation
option hypothesis and conditional conservatism have been supported by many previous literatures,
but they have the different view for the reason of the asymmetry. The liquidation option
hypothesis argues that the loss is less correlated with future earnings and future cash flows
than profit. On the other hand, conditional conservatism argues that conservatism reduces the
loss persistence because the bad news is timely reflected in the earnings and is revesed in next
period. While conservatism increases profit persistence because the good news is gradually
absorbed in earnings over the future periods. Therefore, conservatism results in the asymmetric
persistence. Condition conservatism also makes that the bad news is immediately reflected in
the earnings, while the good news is gradually reflected in earnings. Therefore, conservatism
generates the asymmetric timeliness(an asymmetric value relevance). Many previous studies
have shown that liquidation option hypothesis and conditional conservatism are mutually
exclusive hypotheses, but there is no empirical evidence through the investigating the role of
two hypothese in the perspective of earnings persistence and value relevance. This paper is to
investigate the individual effect of the liquidation options hypothesis and conditional conservatism
on the asymmetric persistence and value relevance between profit and loss, and the complementary
effects of conditional conservatism and liquidation option on asymmetric informativeness of

profit and loss.

* Researcher, Finance Investment Team, Busan Public Investment Analysis Center, Busan Development Institute,
First Author
** Professor, School of Business, Pusan Nation University, Corresponding Author

1482 ZESIHT M47H Mz 2018 12¥



SRR Bl Al ot FAMI ML 2 BhFolel oy

Main findings can be summarized as follows. First, conditional conservatism and curtailments
are co-factors that are able to explain the asymmetry persistence. Conditional conservatism
provides a positive incremental effect on the earnings persistence of profit firms, but curtailment
does not provide a significant incremental effect. On the other hand, conditional conservatism
and curtailment provide a significant negative incremental effect on earnings persistence of loss
firms.

Second, conditional conservatism and curtailments are also the factors for asymmetric value
relevance. Conditional conservatism does not have a significant effect on value relevance for
profit, but curtailment provides a negative effect. On the other hand, conditional conservatism
has a significant negative impact on value relevance of loss firm, and curtailment has a significant
positive effect on loss reporting firms. Finally, Curtailments and conditional conservatism are

not mutually exclusive competitive factors, but are coexisted factors.

Key words: Curtailments, Conditional Conservatism, Asymmetric Persistence, Asymmetric

Value Relevance
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