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3) Fn—Guidedl|A] cal by 1 month= AFEA7} o SXE Al AlES 7oz A 1714 54
FTHUAE dSXE Hatete] AlLtels WiHo M, cal by 3 month®} cal by 6 months A F--437} o S
£ A= e 71 R I HE T oY B<te SHARE CSXE S itste] AlLtele WhHolth
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L 7leS A% daaA

<3k 1>9] 7|8 AZAAN 24 AAE AFRATEY Tl o EA = 127 A FEE]
o] =9 ZHEPSFE_1Q)9] ZE-7} 1,114700]8 287] A FG<=0]9] o =9 2HEPSFE 2Q)<]
2re ©] A5 70 Al L

L1267} T o= zpol7} EAET ol AFEA7EY FEweld 95
TSl 7F Al "2 FEeo|de] dEAE ALEly] et FEEold dEFeats
= 1R7]dA A 7R7] AR ZAeE dal SThske e & F Atk 177 A dS5S
<o) 9] o 29 AHEPSFE_1Q)9] HT gk 0.0061, 2%7] ZA(EPSFE_2Q)2 0.080, 3%7] A2
0.096 5o2 o F7]7to] ZoAAFHE AFEA 7Y dSeates F7lketa ok ol#g A=
Eddy$} Seifert(1992)9] M@ Ao A o]fel S AH I} o] 3 F AIHIEY] AI7HA 3HA ] A
7 BT E AFEATE A5t Aaditte A AT Aot dA| G Sl
o] X 77} S4 WS DE1S o] 0.010]a gk 0.370]H, S|A & 7]l s an
W4 DE2E Hto] 0.03°] 2 AR 0.752 YeEbT

U (- R )

¢

E 1 JesAE

Mo FET 4 EFHX E & AR o
EPSFE_7Q 970 0.135 0.142 0.004 0.083 0.700
FN_7Q 970 1.269 0.892 0.000 1.386 2.708
SIZE 970 5.155 0.522 3.819 5.111 6.284
DR 970 1.104 0.742 0.178 0.927 3.951
DE1 970 0.010 0.038 0.000 0.000 0.371
DE2 970 0.034 0.090 0.000 0.000 0.750
EPSFE _6Q 1,243 0.150 0.174 0.005 0.088 1.099
FN_6Q 1,243 1.182 0.952 0.000 1.099 2.773
SIZE 1,243 5.046 0.543 3.758 5.003 6.284
DR 1,243 1.111 0.746 0.178 0.937 4.100
DE1 1,243 0.010 0.038 0.000 0.000 0.387
L2RATIO 1,243 0.037 0.093 0.000 0.000 0.750
EPSFE_5Q 1,085 0.118 0.126 0.005 0.072 0.710
FN_5Q 1,085 1.344 0.922 0.000 1.386 2.833
SIZE 1,085 5.122 0.527 3.821 5.078 6.284
DR 1,085 1.087 0.719 0.178 0.920 4.114
DE1 1,085 0.011 0.040 0.000 0.000 0.387
DE2 1,085 0.034 0.089 0.000 0.000 0.750
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CE 1> 7284 A%5)

B 5 TEF g @ EZEHX A ERa z| rf
EPSFE_4Q 1,080 0.101 0.107 0.004 0.060 0.561
SIZE 1,080 5.129 0.526 3.821 5.083 6.284
FN 4Q 1,080 1.426 0.950 0.000 1.609 2.944
DR 1,080 1.095 0.726 0.178 0.922 3.972
DE1 1,080 0.011 0.040 0.000 0.000 0.387
DE2 1,080 0.033 0.088 0.000 0.000 0.750
EPSFE 3Q 1,111 0.096 0.108 0.003 0.058 0.577
SIZE 1,111 5.169 0.542 3.819 5.119 6.284
FN 3Q 1,111 1.427 0.928 0.000 1.609 2.890
DR 1,111 1.079 0.737 0.175 0.897 4246
DE1 1,111 0.010 0.035 0.000 0.000 0.371
DE2 1,111 0.030 0.084 0.000 0.000 0.750
EPSFE 2Q 1,126 0.080 0.094 0.003 0.045 0.525
SIZE 1,126 5.171 0.533 3.844 5.122 6.28
FN 2Q 1,126 1.405 0.936 0.000 1.609 2.890
DR 1,126 1.057 0.715 0.175 0.883 4.126
DE1 1,126 0.010 0.035 0.000 0.000 0.371
DE2 1,126 0.028 0.081 0.000 0.000 0.750
EPSFE_1Q 1,114 0.061 0.074 0.002 0.034 0.393
SIZE 1,114 5.166 0.542 3.821 5.121 6.284
FN_1Q 1,114 1.399 0.944 0.000 1.609 2.890
DR 1,114 1.073 0.716 0.175 0.907 3.972
DE1 1,114 0.009 0.035 0.000 0.000 0.371
DE2 1,114 0.028 0.079 0.000 0.000 0.629

) EPSFE : Fd<wo|e] 502k = A(EPS AAA] — EPS «SA) /712571
SIZE : 7]1% NA7 Y 213 3

DR : 7|% FAH|&
FN : Log(3lE 719S 24t AFEA71e] Lah(dSA-ER AL
El : 4FEole] 7[Ee 2 24e g ga(dS AlEE= A

DE2 :

(o] o)) — A TR o)) AT

sNFR|EoR 54T JMERCASAIER Al

=(ABALR sl wlehell B et FA

T/ 7S A S
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CH 2> AR

EPSFE_1Q SIZE DR FN_1Q DET DE2
EPSFE 1Q —0.31940 | 0.17050™ | —0.19217" | —0.03856 0.09250"
SIZE —0.25019™ 0.10367" 0.59688™ 0.19767" | 0.01586
DR 0.19001"" 0.12298™ 0.08124™ 0.12632" | 0.22895™
FN_1Q —0.13530™ 0.58951™ | 0.07108" 0.18570™ | 0.11564"
DE1 0.00932 0.04495 0.14513™ 0.11408™ 0.52874™
DE2 0.07742" | —0.08010" | 0.19656" 0.05841 0.58930"

EPSFE_2Q SIZE DR FN_2Q DET DE2
EPSFE _2Q —0.29761™ | 0.18304" | —0.15055™ | —0.03140 0.09072"
SIZE —0.25182" 0.11623" 0.57485™ 0.18980° |  0.00650
DR 0.18381" 0.14285™ 0.08518™ 0.13372 | 0.22328"
FN 2Q —0.13024™ 0.56437" | 0.06991" 0.15172™ | 0.10334™
DE1 0.01557 0.05227 0.14528™ 0.10803 ™ 0.52263"
DE2 0.08626 —0.07622" 0.19350™ 0.05430 0.55490™

EPSFE_3Q SIZE DR FN_3Q DET DE2
EPSFE 3Q —0.28466" | 020250 | —0.16468" | —0.03525 0.12220™
SIZE —0.23668"" 0.11932™ 0.60739™ 0.21280™ |  0.02090
DR 0.18616" 0.13227™ 0.08411" 0.13242™ | 0252917
FN 3Q —0.13811" 0.5939" 0.05878" 0.17514™ | 0.12268"
DE1 0.07216" 0.07841 0.12803" 0.13264™ 0.50848™
DE2 0.15446" | —0.06115" 0.22347" 0.05771 0.50259™
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CH 2> HEEA (A5)

EPSFE_4Q SIZE DR FN_4Q DET DE2
EPSFE 4Q —0.25937" 0.16206™ | —0.19856" 0.0072 0.09451"
SIZE —0.1964" 0.10553™ 0.60999™ 0.17298™ 0.03234
DR 0.17056" 0.1156™ 0.10687" 0.14568™ 0.2623"
FN 4Q —0.15487" 0.60158™ 0.08454™ 0.15286"" 0.10634™
DE1 0.02900 0.05217 0.15067"" 0.10263™ 0.52305™
DE2 0.09165 —0.04050 0.21857" 0.05492 0.51211"

EPSFE_5Q SIZE DR FN_5Q DET DE2
EPSFE_5Q —0.25438" 0.13903™ | —0.23638" 0.00915 0.11801%
SIZE —0.19767"" 0.10355" 0.61625™ 0.18416" 0.02294
DR 0.14281" 0.12279™ 0.07432" 0.16659™ 0.27159™
FN_5Q —0.18641" 0.60989™ 0.05785 0.17701™ 0.09803™
DEI 0.04713 0.05035 0.18162" 0.09071" 0.50321%
DE2 0.09023™ | —0.04955 0.22811% 0.03476 0.48114™

EPSFE_6Q SIZE DR FN_6Q DET DE2
EPSFE 6Q —0.27307" 0.16108™ | —0.23979" 0.01274 0.11827"
SIZE —0.21006"" 0.04993 0.63183™ 0.17199™ 0.00988
DR 0.14929™ 0.07577" 0.04065 0.12529™ 0.24244™
FN_6Q —0.19230™ 0.63314™ 0.02500 0.1337" 0.04185
DE1 0.00740 0.06414" 0.15235™ 0.08472™ 0.49758™
DE2 0.13997" | —0.04973 0.21645" | —0.00345 0.44425™

EPSFE_7Q SIZE DR FN_7Q DET DE2
EPSFE_7Q —0.26830" 0.17544™ | —0.23137" | —0.00929 0.13876™
SIZE —0.24040" 0.11425™ 0.60433™ 0.20806" 0.00253
DR 0.19259™ 0.12773™ 0.05149 0.12255™ 0.24998™
FN_7Q —0.21717" 0.59502"" 0.03925 0.16400™" 0.06254
DE1 0.00928 0.07057" 0.13983™ 0.07932" 0.45488™"
DE2 0.15912" | —0.06241 0.23134™ 0.02380 0.46816"
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# 3 HseHEMEn

2MQ  EPSFE =a + 3,SIZE + $,DR + B,FN + B,DE + e,,

(—) (—) (+)

Panel A : 3|MFEw0(e] 7|&E 3|M &1t (DE1)

o ZAIH SIZE DR FN DE1 Adj R? F
—7Q | Bi(—6.09)" | Bx6.79)7 | B3(—1.92)" | B840.47) 0.1154 30.25"
—6Q | Bi(—5.59)" B825.59)" | B3(—1.81)" | B4(0.69) 0.0813 26.26"
—5Q | Bi(—4.9D)" B2(4.94)" | B3(—2.22)" | B4(1.43) 0.0752 21.127
—4Q | Bi(—546)" | BA643)7 | Bx(—1.45) | B41.47) 0.0835 2347
—3Q | Bi(—830)" | BA7.04)" | 830.93) £ 4(0.85) 0.1095 32.52"
—2Q | Bi(—844)" B82(7.19)" | 85(0.77) 8 4(0.79) 0.1080 32.52"
—1Q | Bi«(—7.8D)" B2(7.24)" | 85(0.54) 84(0.25) 0.1050 31.23"

Panel B: s|Al=&F 7|& 5M 53} (DE2)

o EAIH SIZE DR FN DE2 Adj R? F
—-7Q | Bi(—5.60)" B825.85)" | B3(—224)" | B4(3.10)” 0.1050 28.53"
—6Q | Bi(—4.64)" B25.18)" | B3(—2.59)" | B4(2.19)” 0.0764 22.54"”
—5Q | Bi(—4257 | BA4TD)T | Bx(—291)7 | B.2.17)" 0.0759 22.48"
—4Q | Bi(—522)" | BASTDT | Bx(—1.74) | B.2.67)" 0.0817 24117
-3Q | Bi(—7.18)" B82(6.59)" | 55(0.49) B4(1.52) 0.0900 27.63"
—-2Q | Bi(—822)" B82(7.50)" | 85(0.63) 8 4(0.60) 0.1043 32.85"
—1Q | Bu(—=777)" | BA7.67)" | B30.30) 8 4(0.62) 0.1074 33.56"

1) EPSFE : F35e0]d] dl&eat = AZ(EPS A& A —EPS 53]/ 71257}

SIZE : 71% A&7k 21 gk
DR : 7| % BAjH]&

FN : Log(3l @ 719d& B43le AFE4719 524
DEl : 8|4 F3<e]d] 7% S| EaidSAIHER AL
(71 B0l o)

(Fe0]9] — 3|9 Fgzol o)/ 2

T o

DE2 :
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G7hEd 7be FAFE/ 71 LY HERETHP)
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Dilutive Securities and Financial Analysts

EPS Forecast Errors

Sang - Ryul Lee® - Yi—Bae Kim**

<{Abstract>

This study examines how financial analysts incorporate dilution effects and tests the dilution
effects by analyzing financial analysts' forecast errors. If dilutive securities contain an information
that future earnings per share is to be reduced, dilution effects will increase financial analysts'
forecast errors. Since diluted EPS reported on the income statements may not capture the full
effects of dilutive securities, this study uses two measures of dilution effects. One is share based
and the other is diluted EPS based. To test the effects of dilutive securities on the financial
analysts' forecast errors, this study uses all companies having analysts' forecasts during 1999 —
2007.

The results are as follows :

The share based measure is positively related to financial analysts' forecasts errors, but the one
based on diluted EPS is not. These results indicate that the diluted EPS reported on the income
statements does not fully convey the dilution information anticipated by analysts for their earnings
forecasts.

These are several contributions for accounting research and practitioners. First, the results of this
study indicate that diluted EPS does not fully communicate the dilution information of dilutive
securities. These results may be helpful for accounting regulators to set and revise accounting
standards in the future. Second, this study suggests that share based dilution measure is more
effective than diluted EPS based one. The results of this study may be useful for financial

analysts to forecast or perform valuations.

<Key words> Dilutive Securities, Dilution Effect, Financial Analysts' Forecast Errors

* Researcher, POSCO Research Institute
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