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ot BAWIEE eI AAA L AR AT BIE Gulie

AN ATATE 537} 928 s o] WAL TR w1 el EBHLC a0
BH 200447k BEIE 5 ol ge] 2AL BE FHIE V19 F 192070 - At A
EEoz A4

O

ind

T

O

L 8 Wo] 7|37 3 S

<3 1>°olle Ao AHE F2 s Ve A A Ho Jtk <3 1>S AWud, A
A ) WGl EY S -89%0la HI7IHo|ole] BEE 36%9T WBYF)EL 3
factor model & 0]-&-3Fo] ZAF WGP Folvi, vl7|fo]e)L o] oA W7 FFH AL A
o Folo] WskE 7|2AIZERE Uire] SASSH. Bl &3 nl7Ido] o Se| o] Gl
A £18 71F 02 winsorize3}ATE A7 L FFAAEE e Holg| o] AV S FFAHS By}

B 2R miitoltk. <3 2> FAHR] FA7F Bals]7] wjte] ¥R Has)

A REF QFFHS I RELS BT UGNEA, AAY 8.23%0 Ex}slgin). ¥
Ao A sl Zlow, wals SAkke] Anks Rt FSSY. Lomda
T WM—% AT 5Hoz F71Einh
=

< 2ot 212G 2R G el *}%EA F8 WrEe] 1EEAR}

o

O

§2 rlo
s
B
rﬂ
ra

HW*J?%%# Sgele

2 fole) QST BANE FoAE SANEY F T8 o] Hols) ool i
R IO RFAEL A 8.9%0] 1 F4A BE| A 53.6%0]T) Z, A7) FHHRL
el B ) debit ol Falee] me gues Bled 498 nug

7FsAo] =tk AL 9n|dith



H7|F TR Eelnt AIFEIE| BHYo| 25 A7 121
KE 1> HEo 7134

g EFHEA 25% 50% 75%
CAR —0.089 0.544 —0.476 —0.180 0.183
UE 0.036 0453 —0.097 0.017 0.154
CORRECT2 —0.0002 0.021 0.000 0.000 0.000
SIZE 17.586 1.617 16,522 17.297 18.343
BM 2.566 3312 1.252 2294 3.604
LEV 0.541 0.271 0.364 0513 0.660
Lamda 1.901 0.144 1.823 1.918 1.997

1) FE7]17ES 2001 —2004 0, FE-2 1,920 7|9 - 9.

D) CAR -3 factor modek@ o183kl 7] 40IA c+17] 32Alolol] SHT WIS R, UE : ERTTIle] -

2R A7) ZREFAL 2 ZAF Hltjele]. o7lelN ZHolelolg o]2je) A
CORRECT? : A7)

=
oRF

ATES U O F CORRECT! = fUE, LEV, ROA, BIGS, SIZE, BM)2] 37
4) CAR®} UE= 1H3Y ZAY —18 Ze ke

9] 31 =ono)

QAN = B i = 53

3) Lamda -

=~
LFTEY

Z}7} 1,— 12 winsorize

ITT70=
[ZAY SIZE - InGEARD, BM @ SARYESFAIZL, LEV @ A2t
o] JAAS EAT ZF0F 2—stage I HAEA Ao AL Inverse Mills Ratio. 275

2 2=z]of O

Al

2ys Sl ARk

B 2> £37|ge F487199l xo[H|w
LETNEE EryEE 10| 241
(n=146) (n=1774)
2k i bAs
o7 FEmA a7 FEmA tx Wilcoxon zat
(p value) (p value)

—1.042 —0.391

CAR —0.044 0.626 —0.093 0.537
(0.298) (0.696)
0.990 1.327

UE 0.001 0.549 0.039 0.445
(0.323) (0.184)

CORRECT2 —0.003 0.075 0.000 0.000 — —

1.341 1.416

SIZE 17.414 1.526 17.601 1.624
(0.180) 0.157)
0.692 0.636

BM 2.384 3.680 2.581 3.281
(0.489) (0.525)
—3.143 —2.808

LEV 0.689 0316 0.536 0.266
(0.002) (0.005)
4.617 4.486

Lamda 1.849 0.156 1.906 0.142
(0.000) (0.000)

) 32 W 8 WeSAe <& 1> 2
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<3t 3>9l= A71eF] FAHYECORRECT2)7F Bagst 7 Rode X*ElEM P
L9207) E TolM 71874 B 1467]0H, o5 TpAel o]ejolu A& A7t 2
5 TR 8l ool A-S AAATE IR AT A7t 107hEA, HAY FHa
B7VE wAste] Harg 457 Hoh gt 3 Hdgrie s Weks A7t Hagre s Met
T AvEn At gos AL, Fe] W), Wit AR wAsks Zlo] oz} A3
A7) BAAE o2 E HHOoE VYE0] AR IAFAE 2R A Uehl 5
(B 1995; FRATH 0] 85 1996, HE3 G 1996).

iAol AR AR|Shs TS AHEY, ANFIIeFFL HIHT ) 290.2%)
o] HAH7FFFGL BIEP) 3.6%03%) ok S A7 o] Zol& ol Folont o)z
g A3t A7t R HARTIe R F5 Aol MRS 5 9l WIIeFr
BAE] AhAE SR AHshs vl AolE F7t ASesint. 1 An st f
A A7 vlge] Aol fFolHolA gtk § A eFTA S Hasks 397t
H2B7FFFE Bashs Afol vg) FHORE 2u) o dolAN, HEAH oz B uf FAl|
A LR o] ARk HlE2 AFo)7h YIGITHe= - 1.014).

J

J

=

B3 238z Y 20R8E @RS Y T (CORRECTZ)
_ = HrALo|
oo - 25% 50% 5%
= X} tak
22 | (1) ZRE7HH0=101) —0.020 0.047 | —0.001 | —0.002 | —0.0002 ase
23 |2 FA2BEA(n=45) 0.036 0.107 |  0.0004 0.003 0.015 '
o (1) A2 H(n=68) 0.000 0.021 | —0.003 | —0.0001 0.001
Nl
[ o]d]FHEAAN R —0.455
+3 ) °1el °04”#1T 144 —0.005 0.102 | —0.008 | —0.001 | 0.0001
D AFAZAZLS 0=78)

A71575 AT AR B o] fYATARANAM A AV efrgEelos B
Y AFALE AHdslior k. 1407l B2 F AR AEdS Iy
G87NAL, ol JeATAHLA A el HarsPAY A 545
71858 E0 0] FARIAIA AT HlF2 EOAIA BIE919) 0%(0.01%)
ofaL o] YAFTAHTAGMY A2 AFA L] Hirg F7F (G —05% ~ 019
Tefu ol @ Aole FAHLE FolatA gtk

—t— ATl AR T8 WALl o} AAAIE ARSI $-4, Il g vlvI)
ole] Ato]o] FRBAE 234% 2 1%5FNN SAFLE frolF ol o) oA o]9]e]
Al sk gre) frofds ol W7eRede A vl g Aol gle
Ao2 Uepstet), ofe A7]efgel tigh Ae] wheo] gl onidith dgdTehe g &

Eay
I



A WA 5 v7ifolols) ool B I, ol Aol 85 WA
o8 3 H7ljolelo] AR etk oleid Ak HAlHlge] ARAFL ofrlshe AL
ur} FAFRsh 28 JuE AT ARLE A4 5 ke B2 AR ZEFANNN

A vle} o] RA} ARE okb sk SEolehd RATFRE A ARSI Po] Ark 1)
ol 1% Landes W70 FFAL AT WEFET 179 FRWAE BT FHHo2
RSE Alole] ARWAZE MR 4 9] WEe] OEEage] BAE 24 eoele} st
(H 4> HEAMOQ| Akt
CAR UE CORRE —CT!1 | CORRE —CT2 SIZE BV LEV
UE 0.234"
CORRECT1 0.024 | —0.023
CORRECT? 0017 | —0.024 —0.037
SIZE 0.047" | —0.041° —0.031 —0.015
BM 0.035 —0.190""|  —0.016 —0.012 —0.055"
LEV 0.190™* | 0.271™ 0.072™ 0.013 —0.256™"| —0.423""
Lamda —0.039" 0217 —0.105™ —0.031 0.309™ |  0.089™"| —0.719"

D e U % WEEe <d 1> P2
D) Pearson FBAFOIB, w5, w5, % = 242} 19, 5%, 1055 FEE DN FRBAT F21Fe eRd

2. TR

7). eRGART FAGE Alole] TEIA

4
4 AEE <

JHoz, ¥ AT HAnAL Ada 44 Aoz B
gl 29l FeH2] e Holm gl o olojurgA

F7F Eholghe BAY AT AR} FUsith B3 UEsNEGS] Al B5F olct o] T3 A

7) B3 20X UE + UESNEG=0 A Z 7AZ3 A F=0.15 (p=0.699)Ac}. = Hl7|the]e]o] &(—)91 7
0] ook AE 07} folH o2 e gk
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(E 5 2FTH0| oist FIHEhE o 20| et =4
2% 1 k= ) 25 3 25 4 235 5
—2.507 —2474 —2.475 —2.522 —2522
(—5.84™) (—5.75™) (—5.75™) (—5.87™) (—5.87")
- 0.305 0.303 0.304 0.307 0.306
(4.81"%) (4.78" 4.79"% (4.85") (4.82"%)
—0.279 —0..276 —0.275 —0.282 —0.281
(—=293) (—291™) (—=290) (=2977) (—2.94™)
SI7E 0.044 0.044 0.044 0.044 0.044
B 0.034 0.034 0.034 0.034 0.034
LBV 0.680 0.682 0.682 0.681 0.681
(625" (6.26™) (6.26" (6.26" (625"
0.591 0.600 0.600 0.596 0.596
Lamda
(3.017) (3.05") (3.05") (3.04™) (3.04
0.044 0.036
CORRECT1
0.84) 0.59)
0.027
CORRECT1*SIGN
0.24)
0.735 0.794
CORRECT2
(0.86) (0.80)
1.105
CORRECT2*SIGN
0.11)
Adjusted R? 0.125 0.125 0.125 0.126 0.126
FZk 25.96™* 2337 21.24™* 23.55™* 21.40™*
1) ZE7)7FS 2001 —2004d o)™, 1,920 7149 —¢<d

2) CAR : 3 factor modelS ©]-838}4] t7] 49 ol|A] t+17] 3¥ Alolo] S FHRAGIGAE, UE : (FHTF7]
ole] -z 70|72 REFAIZE 2 FHT vl7|tjo]e]. &7]oA] A o]dol@ o] QLFFA Y

o A9JF Fo
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SFTFHE S 7

19l 1 23R @o™ 0, CORRECT? : A7) 7F5H

WZEAY, SIZE : InGEAD, BM : AR REFAZL, LEV : B2)/A4), NEG 1 UE<0 o|¥ 1 7]g} 0, SIG
N : CORRECI2 > 0 o] 1 18x] gto o,

5 Londs : 255739 WS A

2Hog )

= S

—stage 3| A Ao AARE inverse Mills Ratio.

SFFHERE WO Z CORRECIT = AUE, LEV, ROA, BIGS, SIZE, BM2] 3RS 53 ALk
4) CARY} UE= 1RY I AY —1HY & 7ke 7242t 1, — 12 winsorize 3
5) wk ek k = 22 19, 5%, 10%TFNA AGT7E el YERd.
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B2 A5l BIIThio 4 7904 CARE ARHo]9] FANH AT 3U(-3QRE +39 7149 &
797 FAN) W FTE oItk the Wge] Aok B FUsi

CAR = a + b UE+ by, SIZE + b; BM + by LEV + bs ERRI P+ bs ERRI N

+ b; ERR2 P + by ERR2 N + 1% 41| + ¢ 2 (7)
AellA gt niol 2o, A 7oA ERRI-Z EJAIMA G Baigk 7] FrEelo] FA
A 2R 8k HIFo |, ERR2E o] A YAFA AL Ee AZGA Al Bagk H7] /A
&9Jo] FAPto A KRSk HIFo|th ERRI W& ERR29) 3719 POl A& BRud QFF o]

K+, positive, & AAF7FEAAS, N A= BHuE LFFHO| S(—, negative, F FHH 7}
RS Uehdc BEL S0 A9 A7 HAD BAS sk, £AEA0) Hud 7
279 RS 92 BRRI_PS) AZQ)E BAHOE S(-olv], EALA Wk sho)
ke 9] B9 ERRI NS A0S FIHOR B(-j0lhe A HF v ek

278 AHastol AARAS +9D AT <E 6> Waso] ok < 6> AHEE EE

A 100 24, < 520 AL L9 e SR Sl ol 39 oloIEA
s 2307 MEelth < 6>o14 B 18 BANEE AAskn AALHE 2 2o
2 2k 23 1] BAESE 2750 $HS Aol

il
il

2 o

10) 2] T2 S0 3 inverse Mills ratio= 2] 70| E3HER] A9t o] AEE 5(2005)0] AHE-3H
743 AS AR HAAL AEE7] AToIch LA F005)L imere Mills rio® T £HE
ANEA st

1) AR 50059 ATNHE o]4FAY 5U AR 5Y FAAY 1Y Fre] M PPF L A
A3 % AR 5003 FYSP 19 S FHAAN AR )

T2 ARSI B dTelME A
& (CARE AT A5, ARL <3k 6>o g g3} Ay Aggol Mol {94

ArE <¥E 6>0 Bu® WEHT 745190 = 7¢80] obd 119 5<k] event windowsS AR5,

window?} Wi AojA APe] Whg-S ARt B ARevenn g 9] FFS ol AP 7310

£ o)t
12) B Ao AA o]z Y=g IAAHFZ ARESIFoY, AEE 52005 o= HFE] &
Awank)E o-83d ALF 9SS ol8aAT



M| RN ARISe] BN B ST 127

(E 6 09BN NEO 2F4Y HSY RIS ofo| Tfst 24

2 28 2
% o o
(—3.65™ (—3.68"
0.017 0.017
UE
(1.94 (1.94
0.004 0.004
SIZE
(2.53") (2.56™)
0.002 0.002
BM
(1.27) (1.32)
—0.019 —0.018
LEV
(—1.21 (—1.13)
—0.301
(—6.95™)
—0.502
ERRI_N
- (—3.117
2.287
ERR2 P
9.12")
—0.284
ERR2 N
- (—1.23)
Adjusted R? 0.069 0.075
F3k 18.78" 7836
1) FE7]17R 2001 —2004d 0, FE-2 1,700 7|9 - 9.
2) CAR 3 factor model& ©]-83}0] 7] 0] FAIY 3 HFE 3U F71A] Abolof] S FAMA LT E,
UE 1 (271019 - 2R 710|712 BEFA7FE Z73 HI7Igjo]e]. of7]ol|lx] Z7go]<folgh o] 2o

AN SFFANS ALZE FA, SIZE : In(EAY, BM : &AYREFAZY, LEV @ BA)/AXY, ERRI P : T
B FE £AARMG £33 A= 1, olJW 0, ERRI N : FH7ILFE AR =43 7
S R 1, oRIH 0, ERR2_P : HATIIOFE JEMOR 8T AE 1, oRIH 0, ERRN -
RN AE IR T $HF AFE 1, ohld 0

3) CARY} UE+= 1Rt AU —180 2& 2ke 747} 1 — 12 winsorize 3}

s v % = 2h2} 1%, 5%, 1095 FNA AGTE FIF Lhehd,

A 520059 Aot FARSIARY, Bt o f-o)# o]t} ERRI_PO
F 1% FAFEAA fFHoltt ole LFE EAAIAMAA F4T

4 = A% et FE7EeRE FAste] AR 79
S ERRI_NO| 73-%) F7P} ashe 2L 3askAw,
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EAAIA | A7) FFH0lE 75T BHF ERRI_P% F7P} aske AL,
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3 ARAS AASte] B ERRI P, ERRI_N, ERR2_P, ERR2_N9| 47]¢] W4 B folZo]x] o
Stk 2 1d7ke] AA7)7E Bk AwuE, A 075 AAd)] thetele W

1 5> WAL o]} At} o= FNH7KFHAH7DLFY] B¢ F7F LFFgol ER
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317) i Fol Mro] X2 HIuIRE &th <E 7>9A, 28 18 (ORRECTIo] E3EA] & 7]
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KB 7> 2Fsg1 olESAH ol 2EYo gt 2l =2A

28 1 2y 2 28 3 2 4
3% I o 2 .
(—5.84") (—5.80™) (—5.80") (—5.70™)
- 0.305 0.320 0.318 0313
—0.279 —0.248 —0.255 —0.236
(—2.93™) (—2.54") (—2.59™) (—2.417)
0.044 0.043 0.043 0.042
(5.44™ 6357 (5.24™) (5.20")
B 0.034 0.034 0.034 0.034
0.680 0.675 0.687 0.686
(625 (6207 (6.19™) (622
0.591 0.5 0.637 0.600
Lands - ” g
(3.017) (3.0277) (3.18 ) (3.017)
0.004 0.001 —0.014
CORRECT1
(0.07) 0.01) (—0.17)
—0.142 —0.130 —0.126
UE*CORRECT1
(—0.76) (—0.56) (—0.40)
—0.219 —0.184 —0.387
UE*NEG*CORRECT1
(—0.74) (—048) (—0.91)
Adjusted R’ 0.125 0.130 0.131 0.135
FZk 25.96™ 19.96™ 19.28"™ 19.86™

2)

3)

4

5)
6)

717F& 2001 —2004d0]™, B8 13} 29] FTEL2 1920 7|G—< . B2 39] TEL 1852, B3 49]
1,837 7199—4 4.

g 17 2 AARES o8 B4, By 3 AV|LF[FE E£YANA A o] WhHog Hgh 7
Aejet B4, BE 4 AV FE YA A Bagk 79-S AlLfsh 74

CAR : 3 factor modelS ©]-€3}F] 7] 4€oA] t+17] 38 Alololl A8 FARIAANFE, UE 1 (FHT7)
o]e] ~z=AR 70|72 REFAIZE 2 ZA43¢ Hl7|gjo]Q]. o7]o|x Aol old o] L {FGFA A
< A8t FU, NEG : UE<0 ©|9 1 7|e} 0, SIZE : InGFAD; BM @ SARYEFSTA|7), LEV @ F-3l/A4h
CORRECT! : 71755 4S 3 71golw 1 134 ¢kod o.

Lamda = L 7T HAAAHES BAE 5ZHOZ 2—stage 3]|7EA] Aol AXLE inverse Mills Ratio. L7
AR ES YO Z CORRECTI = AUE, LEV, ROA, BIGS, SIZE, BM)2] 3|ARHS E3) A4k

CARY} UE= 1R I AY — 11t F2 zke 247 1, - 12 winsorize &

ok ok k= ZEZF 19, 5%, 10%ol A AlSTE el ek,
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<3 7>% AR, 4 UEY A3 P HH2ZA, 1% S0l A frelFoltt. o]d nis}
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A Study on the Association between Prior

Period Error Corrections and Market Response

Hyuck Jun Song”

<{Abstract>

The purpose of this study is to examine the market’ response to the prior period error corrections,
especially the change in earnings response coefficients with respect to the error corrections. Thus,
it investigates the magnitude of the earnings response coefficient for the firms that announce prior
period error corrections and those who do not. Unlike prior studies who focus on short window in
which the prior period error corrections are announced, this study extends the research window to
one—year fiscal year period including the announcement period and examining the relationship. The
sample includes 1,920 firm—year observations collected from Korean listed firms over the period of
2001 —2004.

Major findings are summarized as follows.
First, there is no evidence of the existence of the simple market reaction for the prior error

corrections itself during the year. The analysis considering the direction of the error corrections do
not make any differences in the results. In contrast, prior studies on prior period error corrections
documented significant stork price response to the announcement of the error corrections in the
short research window. Combined together, we interpret these results that stock market’'s response
at the announcement period is the response to correct inappropriate stock price. For example, when
a company commit accounting errors and thus report inflated (deflated) earnings, the stock is over
—priced (under—priced) than intrinsic value of the firm. Subsequently, when firm announces prior
error corrections and decreases (increases) reported earnings for the current period, the stock prices
decreases (increases) at the moment of the announcement. As a result, the final stock price would
be adjusted to the level which is equal to the intrinsic value of the firm. In summary, combined
together, it looks like that there is no response to the prior error corrections announcements for the

long —window research period.
Second, the earnings response coefficient decreases significantly when firms report prior period

error corrections and treat the corrections as an increase of net income for the current period. In
contrast, there is no earnings response coefficient changes when prior error is corrected in a way
to adjust retained earnings. When the error is corrected in a way to decrease the net income, there

is no change of the coefficient either.

* Assistant Professor, College of Social Science, Duksung Women's University, Korea




These results can be the evidence of the effect of the market’s perceived credibility on the
valuation implication of the accounting information. When a firm reports prior period error
corrections and increase net income to adjust the error, it seems that the market does not trust the
company any more and decrease market response.

<Key words> Prior Period Error Correction, Market Response, Earnings Response Coefficient



