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TARE FAISH == A3l et ©o] & EFF9(accounting conservatism)etil kot 12
g ole glon, st 52 7|dvit B4 me} ga vE o E
2l \“4- ]‘3-4 H ﬂﬁ] 7]% A+ Statement of Financial Accounting Concepts(SFAC) No.2
= Ad 443 3ol AAsH =R el

3;

5‘] 13]'5}04 n) o] WAV Z& A Esto]of st aHe] F
o] ArpH, Wz A gt Ao urh o Yukdel 24 S Alg
St 2ok (FASB 1980)3}-1— Ha 43 Adsta ot e 72 B4l E oA vt
HayFo] s|AA e = Qe 7199 eARZEA 7} o] 3A1]] 71| B wropx] & Avke: Erg sttt
olggt 54 wjZo EFos nlge BgAo] EAlcte A& olA AP EE o] &st= 9
AR AZE B} b A o2 A EE AHEE RS gt
T AAD = o| A< AA ] Hrte tHEs] AFA< 3] AAelolt} o2&
AFA Azle dh9dA ASHL e R dAFEAde KT 311’/}(Beaver and Ryan,
2000 ; Dichev and Tang, 2008). 3tA| 5+ B2 SAA 7} A &5 Y= Bt K
Zo] |AA 2l ¢} o] e A(Quality of carnings)e] A thajAlE SRS 7t Be =dho] 9]
t}. Dichev and Tang(2008), Chen et al.(2014) 52 EFFo F 2124 H4F9](conditional
conservatism)”} ©]219] MEAAS S7MA7) L o]dAEAA S AAaA7]H, Kim and Kross(2005),
Bandyopadhyay et al.(2010) &< ®E5F2]7} vlge] dAFaFd Sl 83t 23y ol
9] dFdle F&3kA Frhe IS A7Iskith E=gF WA H o]F2(2004)9F Chen et al
(2014) H2Ql SAA DS g 7199 o] dA S FrhlarE 24 2L SAAYE &
7149] o] YA &7 Frhul ol Hlsto] B Ythe AFAIAE WESIUT By e o] 99
&3 B At =ty A2 g whel =4 ] Al 7] F(International Financial Reporting
Standards : IFRS)Z} u|=r2] A|7|Fol| A= 2 EAA NN ByEFoE A Lfste F3 ol 7HA]
o2y} kAWt B4Fo] AFE 473 Basu(1997)9F Watts(2003)= E4F97 7192
21 Aokl Slolx] Adate] B ATz Aleke] BEAS FAIZIvk L F7sto]
t}. Holthausen and Watts(2001)= E5F2]ol] gt 8= AEAF 2 HE Y& Aol o}

=
%
ol op =
2 AARR A4S B dold ARBRYE Fa8 Grhe FHS e § BeFe

lo
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7F 719l dolAl 2A-AQ0 95 st Uk
LaFond and Watts(2008), Kim et al.(2013) &<
o taiA 04?—6‘}919,@ Garcia et al.(2011)2 =714
Al /‘E]%‘s]'L = 5o BEFold tigh 7]—X] Mz =1

194'* BIAF A GAL 22 AREALe] Frodate] 9 01]7\1 B RS s 9ste SAA
2 E g AUtk v EAsks B0 thaliA ] ¢l A5 Bl mlEe] B
EHH16P34 = AgARl Sl EAste Hl o= R3] F A (risk aversion)o] 2kl ghet. A o
M A AAFAE 7S wl 7RIl RS 9 A (risk —averse)©| 2kal 7Hg gheh. 1
U olgt 7S AEFFA(risk seeking)Q! 7HQle] S AHsA] Het}. Kahneman and
Tversky= ©l&gt 7H<19] @394 PF2 AFFT4 s AWsh] A o|&=
1979'd<) W3 3}=d ©|& “Prospect ©|&’o]gtx HEt}.

Prospect ©] &2 7|E&9] ATl TSI 7N E ol I MUY AgAQl F
(wealth)®] o] 7FX|(E&)E AH st 3lo] ofd et 543 #T7|FH (reference point)= F-
Ao R o5 FalE ddsta olof weh ZEX|(E8)Y Skt A4 ATt et
Al HehH 533 Ay (reference point) ©]/4F o & o|o] FrlEbH (0] 5738, gain
domain) 7}X|7} F718ta, BV H o|3tE o] o] 7HASHH (A3 loss domain) 7FX] 7}
223tk Prospect ©] & 71X 9] S7F B A Aew o]l9o] Frkete Aok oljo] Ha
st A5l HldA A o2 Yehve d, sYs 599 o9 It 52
S7FR QIgh 74| 9] F7tETh o] o] AR QIgh 74X 9] vt ¥ & AR K it 1y
2R AWEHS SR g o] AT IHstnat ste Aol dtkal FAske

Z 7ol ;(lé':E] gt} E3] HZo| EoA
) 5 H

£
#EAE BEFole F84

= €433 (loss aversion)©]2Z} F-E2t}

HeFole C’] o2 AArFeAol £ Aol At 4 AdVbeAo] AlAem v
Hete mle] 1yste ote EAA T oIt of2fdk HaFe] AR = o]t &4 Q14
1014 H]Eﬁ%]zﬂqﬁ} & g 3t} ol HEFort 7ge B olaldAAES] EE g
A shs A Al Akl yehdt Aoletn Azt & =52 AFA R HyFo] 3)7%
2] d3e ASE L sl oj2fd B A A S SRR E o] 84 275 2] fdt &

= TP 53] 7129 dFelA ool AIHAL HEFols 7Y THE AT
=7krell el dSH oz Agetart gt HgFols AEato] 7|9 AP EE A&t
B4 o152 Bl 1A sk o] 5ol & Aotk 71Ee] dAFE HEFo et oo A
BAE A7l el AA x5 7Ieer ATE AFPsilov, & A= a7t EAske
oA By onrt H& 102 Hil Prospect ©] 29 AV EHE TAOE AT
o] B85S WA AEe® vro] AuEgi A WA e AdvIEA A Heke uf o]
o] T7IRE B8(°1573%, gain domain)o] 1L, F WA G ATRT|EH AN HtE o S0l
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F3F loss domain)©] T}, Prospect ©] &2 o] 574 8ol = 218392 7
°ﬂ’\1% A@FT4 ko] Yepdoha 4 E
tolo] whet HyFoy7h 27| AbdH] &oll mlA]= Gake] apE A olgt=
tath o714 Ad7Ed & X471«] &g
S4go®, A7) By o]o] Aad A5 St
2} = BeAQl 5]74]7437} 1}7]X}i‘ﬂ]
= AL2 Yt Eut ofue} o] 54 gelA o] BaAQl A FHH L
& 1o = A%t} o= LaFond and Watts(2008)7} FHste
1A FEB A o] & A5 ol & s ashr] ek - FARe] FE a7 HEFo] 34| 2
E TAA7|aL ol SAAEE B3l F-FAANA AlFH FE} @Eﬂ]fﬁﬂ = 3NaAA
FApAte]l a7 S HAaAZY] WiEoleta ATETt 55 o] 538 &3 $1E 3|94l
ExAs AR AL 257 95k g Be HRQTE 7| & Zo|u, o] uwle} o
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1. AR A%

1 B5%e)s} A7) 4

Fole AR R 7P 718H ol F23 54 & SFkRuch & Taylor, 2015 ; Lin,
2006)01Xl“&, HEo] SR o] £AS} S HaFos} ojeje] At #yd ofF
o] #dglol A7l ATk HgFel7t o]zt £4 ] Q4| QleiA A3 (biased) 34 2] o]
B ojejel Aof digAZta & 5 e oYX &2 AR A 5 o] o AT AN &
< o] 79 old=digE iilte Aot
A2} ©]4=2(2004)= Penman and Zhang(2002)] Bl A Y3 23, Givoly and Hayn(2000)
o Hjd Ayl 28 Market—to—book H]-& 2 Basu(1997)2] 282 o8 '8]—04 HyFos =24
ShaL o] QA&7 Bl 7 ERAdE AV EIT ol HeFert vigfe] BEdAd e A7)
Az AR oA B-8-& WA et HER o HlE dedH S ?4]%*174 oleje] A4
o A ERAE dojmel A dAve d7AdE HoFa v
Chen et al.(2014)& H2Q1 SAA & & 7199] oA H3 F7h7t 294 &< 3

o

mlo

U:

O

AAE @ 7199 oS543} Fohgel wetel o Brks A2ARE SEIAG. £
BEFY FAAE 2AH BEFIAT A8 /199 o|dAST FA AL WAL B

Fol 5 A& 7199 o|dA&H R Frhl Bt ] Yt B usiith

Francis et al.(2004)2 ©] 22| £44-8 Aol A(accrual quality), ©] 1A 44 (persistence), <l
=75 (predictability), ©]1912] F93} & =(smoothness), 7} ¥ (value relevance), ZA]%
(timeliness) ¥ X =F2](conservatism)2] 77HA &2 E-F3lal 2ol 471A = Al 7| %38 A0
2 Rt FHel 37 = Al 7123 S 02 E/RIIAT o5 o|2e] Ad me} 7Y
o] AHEH]|E(cost of equity)°] HEE Aozt Hu AFTEAS Fst9on, 1 Az} 3|74 <
7% &40] 714 e] AHREH & PE F G PR L FeA R Bl o) g &
e A= AR B st oyt Byl of AHRH| &2 fojd dAV} gle ZeE By
Ak
LaFond and Watts(2008):= 714 2] WAt} o -0 S Fxpazte] A Hu|th o] A -7 &
o Slojx o] BEyFolE WAAZIT L FA%ItE Byl AFARE 2 e A9
T3 58S AaA7)7] WEolth. HaeFe] sAA e JBH A& vet 7]odste, 4
e A o & el WA stE AEEA (deadweight loss)S 7HAA]7] 3L o]dl] wha} 719 9] 71X <}
FATIAE deAlvka F3skdt

Chan et al.(2009)& EFFo 5 2% Mool H| 214 Byl 2 o] 27| 2pdH]
S A AFeath 979 ARE B3l HAS 23 204 ByeFole A AHEE 83
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£ zte dof| vlste] v|Z2AA4 HeFoe AR & S #AAE Zdevtn B
Sta At} 28U Garcia et al.(2011)2 F2]o] 23] &3} HyFoebo] A A4S 53}
A HgFo|e) 27| AR go] o] #AZF ' ASZ B3t Chan et al.(2009)<]
:llglr—t— Rt A2 A sk Th

W SQ01E FANI BEAQINE BEH HAA S} Fge] A eETel vHE
Qe Avngrenl, 247 HAAE FEe] ¥ YRS Jge] AgEF] L AL
AT 5 AT

i

GRS AV AR & BRAG HAATE FHse] WA HEFIAE A8
St A AR ge] BAG dANE HAAT 4F Aot EAH e el

Of

2. Prospect °]2% 1¥3]9

7}. Prospect 0|22] 72

Kahneman and Tversky(1979)< &2t4d/do] EActe Aol A Sl 71t &-8-0] E(Expected
Utility theory)o] #Z2 <1 ¥o| 2A38te] E&(7H)S ZA et Uthe AL H|Asta, HEA<
H71 obd 7] F 4 (reference point) S 71502 AMA AL w7)= 7R ek & Tk
Prospect ©| &2 W3EaIth =, Prospect ©] &2 S|APAR A}e] 74x] 9] 7o} havt dev]EA

olgta Bele 54 7S d3lskeAl oblH shslateA ol wet 23 HrtE Zlot o] 2
71219] F7kek A ob# <Figure 1>2] 7Fx|8<(value function)® YERE = L

rl

P

r;n

<Figure 1> The Value Function of Prospect Theory

Value

Loss Reference Gain
Point
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<Figure 1> 7kX|3He] 54 A7 372 Fed & ok

A WA 54 A7 FEH o] (reference dependent)©|2t= Zlo|th. o] = oJAMEA A7} B
AZgstell A Jaag Aledl A7 o 27 6ke A weth 78] 82 ol 71EH ol
gk 7ide] glo] T4 9 S7F &2 Aadl wet 289 S S 4AaE A9t o]
Hkato] Prospect 0] &2 Q19 B8 52 7HX|9 S7h= 543 7SS A 0R o|FolXitte
Zolthh) BH7|EH Bz AT 7HA 9] Sk e <Figure 1>2 Foto] & 5 3tk

T HA 542 £&43]9(loss aversion)©] Uth= Aolth <Figure 1> EH A7 FH
(reference point) 7-Z(gain, ©|3} ‘o] 5382 7| &7] Auigkel] vlste] AA7]FEH S (loss,
ola} ‘&l Feh)e] 71&7] Auigte]l o 2 AL B F Utk o= §Yd A7]9 o] 57 &7t
WA she Aol Ed7F B s 7ol Edllell delA =7l= 71| A4 A717F o] 5ol o
M= wle 7] 7o A71EY o Ave AE ot meba] AR A= ol E g &
a2 3lvste dtte Aol

opxj et E2& W7 E 2| 7H(diminishing sensitivity) .2 o] HH7|E- A oA ASE 3
Aol 71&717F Aadte s EetH, ole 43 2719 o] 5olu Ealats Al
TPhE Aol 79 g Fol Y Avke s ondth

HN

ol oy

i SA3| et o HAdel ofst

el 7171 Arfgkel FRelM ] 71e7] Adigt Bt 2 vepdt ol
o] o]e}E FrHH R A Al Eallddel ' Aol TSI ol 5%l 3l
o 7HF7L 2ok o] 2, W2 $U9e 3719 $4 S FbH e R Bdshs At &3
ol SlE Aol 7Tt o] 53R e R A Bt v Aate AE et o]
gako 9l AGAtE 4 o] S Ar] 9t Ao £3
P 7§°§x}y_1:} ‘iAoz BAHolA 2 hsdol Eol AR89 H(risk—averse)o] HH, v
= Eaddel Adate FAbl wE 7Hx 9] MEo] AB8s 919574 (risk—seeking)©] 2

N
olr
oX,
e
Mt
Lot

C}t, Prospect O|20{|AMQ| BT |ZH
Kahneman and Tversky(1979)7} Prospect ©] &2 &3
Arste BHE AABAeole ET6ta, Folo] dAdrlEAeol 2 AdA = sk &
&

Foltt. AR A T3] A Eoke] AYATFE LF

D ol He 2009 Bolg® Agole sl LT o Bl AASA AN E Rol ¥
F g, oleld A4e Zzkel BRIEA(A LT o Byel T2y wEelth,
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o] £A8]3] Ao 7|8t Aoz A HEel Tl Burgstahler and Dichev(1997)= ©]<lo] <0721
TR A o]9]o] Fx7F W= S THAT S, ol “0vS TSR 7[ge o] T
Zro] L EHRCo R §AEFeta flom, &9 o]9)o] 7HAe) L] EAlo] EEA WA gth= A
olth. o] 5 olelgk Aol 719 AIATL o] et A 3T 5] ffste] o] xF

= ot slen, ol o|dxAo]l ZAE Prospect ©|E9] HAI|TAAA ‘;’Jxr/}

(]

Degeorge et al.(1999)-> Prospect ©| 2] #H7|FH 55 ©|F= S°] 7IFH (threshold)°] 5 &
shtta Hetth 2 7154 5 e o] i A, Rl K)ol wold 15T, SAle
719 wole} 23mg o F 283 ARl AFE47F 539 23b/mEofFo]th Degeorge
et al.(1999)& £42 ot 7|E4S 2dste = Heo] APA YedsA S BoAFAAH &
7] AFE F3sle] B, Degeorge et al.(1999)7} A|A] g+ 7|54 (threshold)©] Prospect ©]&2]
H7IEHe] 2 F dva Bz,

I 7F3AA % A7

1. 7hae) 44

B389l g AA )= LaFond and Watts(2008)7} A™3la Slxo] Agxel FAAI7He)
BEBA S 250l 7199 7HXE Eoled], ol ek A FEH| A A
Fo] 275 E AR YERE ZoltH(Easley and O’hara, 2004). 3 BH| )3 A4S

o JE7} Al gHoEN il T ‘}lttﬂ AHEA A 3] 9 Al FAAE AR ST =2
ARFTHA T4 B} o] 22 FYHE D97 & Zolth Vlastakis and Markellos(2012)%
ol gt Y &5 vt oz TRt H‘éﬁﬂ BAErt AAFE FH a7} o] AR FH+H)Y &

ST A9 AR Tt FAbllA 9 9@ S E0l7] flste] AdAlAl T B
BROTFE o7 Ha, olgd a7 sl 7192 ¥ B2 FAE sHAY BEFoE ol A
£ AT T U= Aotk HE FA|o|d = HyFols Bl FEE AlFarhd A EA
o] slasBE FFo 975 S ATIAHAH| &2 gold Flolt}, 53] o] 54 g &3
AR89 A< Tt FEA YA S S 4 '5‘}7] st O B FEAFE 7Igd & Ao,
olef we} o] 5 Fe M= ByFolof 27129 A7) A e L] et any) Vet o]
£ 2R th5 Zo] A WA M ’é@“‘?}‘:}.

7k 11, Bt AR S A7 AN 82 %o}él Aol
7k 1-2. 1%*0 ol &ots 7190 Byt 245 7|99 AAEE &2 o R
stold Zlolt.
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A7 AHEH] 8] e FHEHANA Y dlam g defln] g Fa Qe AemA HH
HITh elae ARl FAAEe JHLFERFE AlZHE Atk LaFond and Watts
(2008)= 719 iAo} of F-EApate] FHB| A o] S5 ATkl HeFort ¥ 24 u
B Zlojeta sigitt. ofd mel 7 1o W o] S3& I £l nhE A7 AHEH] &9
Aol FEHh 2] Zfolo whE AAASL Afel2ta o Fe 4= 9lof HHB| A3} HapFo| o}
o dagol tiell tha3 2ol 7Hd 28 A3

JHd 2. Prospect ©|&9] oS48l EAleke 714 A% Fuultie] 248 weels}

274 Rolek,

HeFoe O 44 wet 244 BaFod vlz4 EHeFos v 4 9= Kothari
et al.(2008) 71E AT1E Flste] Ay} gH]go] & 3o 204 BE4Fort e
1, 257 AF 2 AN Sl 2 FgeM mzdd HeFort yehdtia sta ik <
FollM FE 21 JE LT Ade 2843 2598 53 FE #dEE 933y
A FHEHBR o2 4 vUehd F Sle 204 BT 34 RIS Al EHeFos

AYh o159% % SIS ARNE TUABE A o5 ¥ £ 3P WSS E

Xi= B1+ B2Di+ B3R+ B4DRy+e; 2] (1)

Xi 117199 g7leel e
Ri 117199 Fd&
D :HuHEE Ri<0 2 AF 1, 2%A ¥ HF%0

2) AL A T(2015)2 ol A Basu(1997) E o o3t Fgd oyt #adthes AdF47E Tt
Aok AFERE A A TR 7% Ball et al.(20132)2] Wl we} Basu(1997) 23S 2
As] BAlshe A5 FHHII} oA, A8 Ao oleg BAIE BT FHHL
Solx] ] gkettn 9 Th 3 Basu(1997)9] H4Fe] S nde] sl 13 9] Khan and Watts(2009)
2N AEEE C—score® & 77158 AlF BES o] &dle] A&sle AF FHHAE von),
AT AG RES o] g3l A FHHY/F Avkn AFstn gtk E F = Khan and Watts(2009)

= B3 S C—scored AH&Ste AFE ol|d FHAYVL EAGT= AL HAFHA X

AT AF R derh

P
Mo ot |
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A7) 282 Basu(1997)2] 2802 £ HH(Good news) W o] A& L g2 233
o, V¥ H B (Bad news) ¥r 9] A& ZRA0 R wolals AF = BEFolol A
AsE ot Bk 2 AFE BeFo
gomz 7} A4t then o] Ygd 4 g

1o
(i
o
—~ fo
o
o
w
&
4
AC)
‘..
—
[¢]
<
a
i
[¢]
i
=)
it
=
)
2

G_Score= B3= p1+ poSizeit+ p3M/Bi+ palevi 2 (2)
C Score= 4= A1+ AsSizei+ AsM/Bi+ Aslevi 2 (3)

Size; 71 EAke] AA 7k
M/B; @ i719 FAl9] Al7}Eol/A}E-Zol
Lev 17]04,] R EXAPAE )

4 @)% Gy A (Dol AP e 2 A () AL 5 9
Xi= B1+ BaDi+Ri( g1+ p2Sizei+ 113M/Bi+ 14Levi) +DR( A1+ AsSizei+ AsM/Bi+ A4Levi)
+( 81+ 82:Sizei+ 63M/Bi+ dslevi)+ € 2] (4)

G Score & C Scorex 2] (45 JAEASIA py, 1o, 13, 14 ‘%l AL Asy As, B TR T
°1F A @3 @) Hgstel HEA B =R E REFAE SYGAA e A7 §
Ao W} C ScoreZ AMg-8le] BEFo2 2t

L}, H4zolot X7 |RIEHIRO| B HE

B9l A7) A8 & 7ke] BA|E Francis et al.(2004)8] 282 o] &&to] thS3} o] =
ey
CoCjit=b; +b,CONS;; +b3SIZE; +bsMB; + BETA; + &; 7—\} ()
CoCyy 17199 717t ZPWEH]
CONS; :i7199] t717te] BEFe] S
SIZE; 7199 7] %9 XVH A2 Fk
MB;  :i71999] t7]17F #e] Market to book value ratio
]

BETA; :i719¢] t717te] wlEl #k

NATFES Size= 7199 ARIAL on|sls EAWMGER 7199 F2rt AZEE 7199
ARG HNED Aog A Eg dFRe} 7| AR &S g(—)9] BAEZS HE Ao
a2t} W o] WEKBeta)s A7 A 2 (CAPM) W2 AA A 98-S ZA4517] 9]
a FARTE AREEAoH, AAA Aol LTS FFATFAER SRR 274t
EH| 83} K)o TAE 7HE Aoz ot AR7EA] tid] ARkl B]&(MB)2 W E}
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S Eohe e AdE SAH] fste] SAMEE AREE AT, A7AREH] Gl H(+)

o :
47] A G)IA BEAFE ALFA AR Golth A A wE(CAPM)I o8] A&
AAH 8L AFFH e Aoz ny FAFES AHEd A7 dota o
(Elton, 1999). Leju} A F- RS o] gate] AEshe AEH| o] A9 ALH| g & 93
o] 44a 7ol %ohi 279l olzlgol mETELI FalH, 2011)9) EF B A7
oA AMEEE HEFe SHAE ALFA 0w Syeng ALS A 2HEe|gae] g da

o] glom, & oﬂ%u AR mlE 440 8¢ ARE] 9@ o] o E Aulg dEo|

AR 5 Adtel AFH AR &S ALESATY

¢

:L

oXx

N
=

Ch HaFoloh HHH|tfztel 24 4

ol

1 H B3 & Lang and Lundholm(1993)¢} Leuz and Verrecchia(2000) 12 12 25
3](2010)01 4 2183+ L F=2]5=2] 511 4] (Daily stock return volatility : VOLA)Z} ¢
2| 8] 1 E(Trading volume turnover : VOL)Z =7 3} th

AP FA L EHEX(VOLA)S td % 1€95E 129717 9] &
=33ttt o714 VOLAZE Athes AL 4 $9& t&%o
Fare} e apzte] Jrel AE|rt Aths o2 FEug o

A FAANIAE(VOL)2 7} 7I]) el 525 BtANG= AT TR

o Azt FAAY &S ZQJ &3 (liquidity) & YERl = R o2 F29] fr5dol

& FEug o] H Aoz & VOLe] W&
itk ey o7ldlA s HERg o] Skl uhE BaFe] SRS
AWE A slBR, VOLA ¥ote] Fads edst 2Eshy] flste] VoL 3t
FAANS A& (—)F F3l A= webA VOLo| S7kske A% FHEg A o] AR= A
o2 st

BEE A3 BaFolste] BAE el RPow

2

A\

g 2ot

3) AR S AL &S WAIE AEE] 8 ALt Al 2 5= gl AE ol deid e eda
33 (2011) pp.206—2072] FA A A&t Ut
4) (FelZddztol oA A Fdte AZ|AEH] -2 AMHE-EES]
5) ZZ“J% 27320109 dHFAFAE HEH AE77HE 49 19 5E o] F3l 39 314714
gttt 22t} B Aol A& LaFond and Watts(2008)oll whel 4 Hujt]3 o] HgFolo] Maste
ﬂoi Hoporma JdHFaLeg viggdol &7 1€ 195H 12€ 31Y7A 2 St Hug
22 2E3)(2010)90M = A&7l BAIGle] Ade LA Yelhdtin A9t o
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CONSit=c1 +¢c2VOLAj +¢3SIZEi + ¢4 LEVii + ¢sMBi + &5 }—\1 (6)
CONS;i=c1 +¢c2VOL;; +c3SIZE;i + ¢4 LEV;i +¢sMBi + €5 }-\—], 7
CONS; :i 7199 t7]13te] BE&Fe] =7]
VOLAL i 199l V1] QR4 S5
VOL; i 7199 v1zke] Azt F2AAHS] A E+(—1)
SIZE: i 7199 ] 29 FA4ke AAZ g
LEVi i 71ge] v]ihde] Ay
MB; 7199 712 2] Market to book value ratio
LaFond and Watts(2008)e] A2} mhel Fumhge] Zrtehs 4 Hetolrt Z7be
Aoe dAaEEe BN oE KH)d e Hd Aew dAED OE SAUSEe

Khan and Watts(2009)°] w2} AH8-¥ Ao 2 SIZE Wel| i3t Al 27k 2 7149 FH
A 7ol TR HeFoohes ()9 AE 7M. Aol MB7F 2 712 A F-tAl 7L
g stug HaFold et 8771 Hob 2(-)9l = /M AeR 7lrﬂ“<ﬂt‘r g LEVRIS|
3t Al g AR o] EeFS Al R BaeFold td sort T4 Aew
A FEEE FH )9 #hE et

3. BE7]e] AA

2 ol 3= 20019 5E 20143744 KOSPI A&l A= o] QLAY KOSDAQ Al S25]
of A& 7Y FellM vao e WEATE VIdES EEoR o

D ¥ =64

2) ZA4kdo] 1299 71¢]

3) KIS—VALUEd] 71d#@x 7, AF#AAAFZI} JdE 7149
4) FnGuideol| ] 27| AFEH] &8 13 5 Y& 7Y

1997 IMF €]8k9]7] o] & A FHEA Zste] dgto =z A 7% Ml tigt A7) o] F
o171 1999l -elutete] SA7]IFEe] AT Bto] tE R E ATk 1999 o]H o] 3
A7EE Ao SAZIEH A E5ton, 19999 o] T2 = FA| S| A7 e ol Eob
7 ggtolnt. o]d whet P H I|A7IE FaFo] W= 20019 FH ARE FHAT =
9= A olfre 3699 S8 AAEH AEH= 74 ol Hlaedd vE F U
o] FAR AARE Fol 27 Agtoln, Aikde] 1299 71GehE F ol vl et o] &
= 713t ato] & QI g A o] atol7h AAE 217} Slo] Wi Aotk thF-Ee] Al F-dlo]
T KIS—VALUEA] T8t o, & vlo|gu|o] 2ol A Flole 7} EAsHA] &= 719E Al

2
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719AEE F 17,506719 —A=o|t}. ofg <Table 1>

{Table 1> Industrial poupulation of research sample

KOSPI KOSDAQ

Name of Industry NO. of , NO. of ,

Samples ratio Samples ratio
Manufacturing 5,075 65.8% | 6,512 66.5%
Professional, scientific and technical activities 792 10.3% 306 3.1%
Wholesale and retail trade 584 7.6% 762 7.8%
Construction 402 52% 316 3.2%
Information and communications 255 3.3% 1,391 14.2%
Transportation 249 3.2% 77 0.8%
Electricity, gas, steam and water supply 131 1.7% 16 0.2%
Agriculture, forestry and fishing 70 0.9% 0 0.0%
Business facilities management and business support services 49 0.6% 152 1.6%
Arts, sports and recreation related services 42 0.5% 71 0.7%
Real estate activities and renting and leasing 24 0.3% 42 0.4%
Mining and quarrying 14 0.2% 0 0.0%
Membership organizations, repair and other personal services 14 0.2% 0 0.0%
Education 11 0.1% 77 0.8%
Accommodation and food service activities 5 0.1% 9 0.1%

Sewerage, waste management, materials recovery and
o . 0 0.0% 58 0.6%
remediation activities

Total 7,717 100% | 9,789 100%

7] <Table 1>& FFEFAG L Rel B2 D27 7159 M FLolth, KL F Az el
AA| B2 o 66%S A0 Yor, AR, e L A& AAT F, 3, BEEA 2
ARAU 2GS AF YA QFL 10% oluel e BEE Holw n.

L. 719 A5 A7 24

B Aol A = Degeorge et al.(1999)°] AF&-3+ A|71A] 7] (threshold) 5 7] o] %3}/
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Mg o 28 7| RAQ) AR FHOR AFe] ATE A, ATLAT} 52 Zhv|D
ARG F7} HHOIA HUIFHOR AT BUNZPOE o]/ LHol RS Mg &
e ol FeAQ AGARe NEAoR 0ne o] & BEE 4 B Hol7] wRelth. 4
QA oo} BEE /1992 B SeibA] gomE o]ud o) BEE sk 7}
4 Aol n FelAQ 719 o) 45 B FH R Ao, o B 2 FS ol
gl Sehi 71902 B dhle] A9 £l et V15 0R malth ATEA}
AEAE AF A o)) w71 APu delelue]l 2o tehbe ATEA dEAE
HEHo2 AUE AN LS o A doleilel2g olefd &4 A2}
o o222 AGAe ABAQ FEE Holok ol YT oL AFBTE AW ATEA
o] e ZAE AA ARAGA FFL VAR ATEA oo ZAE HAIFH o
A

2. 7leEA%

E APolA AFREE T8 B4 BT S o2 HFEe] 7ed BAES Us
9] <Table 2>} Zt}.

2+7] <Table 2>2] Panel A= A L7 OJ 17, 5067H 719 -5 F8 ¥HFY Vs AE
olt}. A7) <Table 2>l WhE™ AA| 7] D Az B A(CONS) ﬁLO] 021502 K +)&
2 UrE}Uri o], 7]&e] A} o] -2 a‘rE M 15937 Byt A &8 o7 Yehd

Ao 7 & 4 9t} Panel BE A7]|Ht} o]ejo] F718t 9325719 71?3 Ax REO 7|&5A
Zro]m, Panel C& 7] Kt} o]2jo] 7443 82977¢] 719 — A= F ol 3} 7|5 A ot}
Panel BS} Panel Co] B30 HiS 717} 0.1972¢} 0.23342 A7) Hr} o] Qo] %7}‘ 71 B2
o Ak 7199 Begolrt dvbd o g A7 vehvda /ot FE<ee] 99l NIe A7) tiH] o]
oJo] F713t Panel B2 7§ Hito] 2,383 2 7] ty] o]<le] 7443t Panel CO] —144 Erth
2 %= YEia ok MB9| 5= 7] Hu o]jo] Fojd 7|9jeo] HEAoE T E A
2 UEsen LEVY HS ool 74 7IYe] ¥ A vewth UmA FAES 7]
iy o]elo] Frtet 719 %A &b 7IgelA R Ak FEolth
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(Table 2> Descriptive Statistics

Panel A : Total Samples (N=17,506)

Variables Mean Median Min Max Std
CONS 0.2150 0.2332 —3.8013 2.8782 0.4482
NI 1,195 321 —1,853,007 546,577 21,022
MB 1.3861 0.9317 —493.4866 483.8608 6.3631
Size 25.6212 25.3525 0.0000 32.7313 1.4576
LEV 1.4778 0.7073 0.0000 126.0697 3.1669
beta 0.7941 0.7887 —5.3863 12.6698 0.4906
CoC 9.0161 9.0300 —6.0300 26.1800 2.8834
VOLA 0.0368 0.0335 0.0003 4.5088 0.0566
VOL —0.0203 —0.0086 —3.3784 0.0000 0.0510
Panel B : Eamings increase (N=9,276)
Variables Mean Median Min Max Std
CONS 0.1972 0.2193 —3.8013 2.5828 0.4641
NI 2,383 555 —368,413 546,577 11,559
MB 1.4579 1.0042 —53.6985 126.5025 2.2668
Size 25.6158 25.3471 21.1182 32.6733 1.4437
LEV 1.3739 0.6469 0.0019 88.0225 2.9551
beta 0.7820 0.7735 —5.3863 12.6698 0.5248
Equity 9.0235 9.0100 —1.9200 26.1800 2.9490
VOLA 0.0378 0.0340 0.0003 3.7860 0.0564
VOL —0.0222 —0.0092 —3.3784 0.0000 0.0621
Panel C : Eamings decrease (N=8,230)
Variables Mean Median Min Max Std
CONS 0.2349 0.2507 —3.2168 2.8782 0.4287
NI —144 101 —1,853,007 325,310 28,038
MB 1.3052 0.8592 —493.4866 483.8608 8.9625
Size 25.6273 25.3602 0.0000 32.7313 1.4731
LEV 1.5948 0.7776 0.0000 126.0697 3.3861
beta 0.8078 0.8036 —2.4602 44121 0.4484
CoC 9.0077 9.0400 —6.0300 19.6100 2.8078
VOLA 0.0357 0.0330 0.0071 4.5088 0.0567
VOL —0.0181 —0.0080 —0.8514 0.0000 0.0343

* CONS : Conservatism measure by Kahn and Watts(2008), NI : Earnings per share, MB : Year—end
market —to—book ratio, Size : Natural log of total assets, LEV : Leverage ratio(Total debts/Total assets),
beta : systematic risk, CoC : Cost of equity capital, VOLA : Daily stock return volatility, VOL : Trading
volume turnover*(—1)
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<Table 3>& 40 A18H HFES] Fo&FHAFE e Ut B5Fe) o) FEo]
o] AHIAE ()Y #e= Yehda 3l 2“1 Khan and Watts(2009)°| 4 A|AlslaL &
AAY BFF2]e} MB, Sizew w(—)% # 22 18|31 LEVE &(+)9 #o=2 frofgh glo] 4
Z5 ok ek AAZA 92 betadte] A Qi(2011) TollA AFHE BT ()
o] BAE Uetston, ofd] wie} A7|AHEH] & 5(—)9] VAR YEIET Haaol ek 7 HA
3 el &9 VOLASH VOLY] ##AE a2 K(+)2 grez Yelytoy, A Hnd)
o] &% VOLA® VOLO] &A= ()9 #oZ Yehtal Stk <Table 3>0|A4] B
o] AT AHEEE MFE He] AL 22 ot Mty g3 S A EAl
A e Ao wddd.

{Table 3> Correlation Matrix

T2 CONS NI MB Size LEV beta Equity | VOLA VOL
CONS 1
NI —0.0828 1

p—value | 0.0000

MB —0.1400| 0.0075 1
p—value | 0.0000| 0.3190

Size | —0.0778| 0.0633| —0.0411 1
p—value | 0.0000 0.0000| 0.0000

LEV 0.3151| —0.1073 | —0.0500| 0.1590 1
p—value | 0.0000| 0.0000| 0.0000| 0.0000

beta | —0.0629| —0.0254| 0.0261| 0.0912| —0.0658 1
p—value | 0.0000| 0.0008| 0.0006| 0.0000| 0.0000

CoC | —0.0629| —0.0254| 0.0261| 0.0912| —0.0658| 0.7135 1
p—value | 0.0000| 0.0008| 0.0006 0.0000| 0.0000| 0.0000
VOLA 0.0241| —0.0289| 0.0099| —0.0825| 0.0140| 0.1122| 0.0803 1
p—value | 0.0014| 0.0001| 0.1891| 0.0000| 0.0635| 0.0000| 0.0000

VOL 0.0143| 0.0248| —0.0208 | 0.1747| —0.0307 | —0.1226| —0.1553 | —0.1309 1
p—value | 0.0591| 0.0010{ 0.0060| 0.0000f 0.0000| 0.0000| 0.0000| 0.0000

* CONS : Conservatism measure by Kahn and Watts(2008), NI : Earnings per share, MB : Year—end
market —to—book ratio, Size : Natural log of total assets, LEV : Leverage ratio(Total debts/Total assets),
beta : systematic risk, CoC : Cost of equity capital, VOLA : Daily stock return volatility, VOL : Trading
volume turnover*(—1)
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3. BFojet AP|ARE vl§-2] BAl wE M AT

7H 12 A7) fste] I AR HeRIPoz HyFoe ArAHEn| o] A HS
3} A3l= ol <Table 4>2} 2t}

(Table 4> Conservatism and cost of equity capital

Earnings Eamnings full sample with
. pred. full sample , i
Variables sign ) increase decrease earning dummy VIF
@ 3 (4)
—0.3539"" —04114™ —0.2118" —0.2407"
CONS — 2.37
(—10.472) (—8.083) (—4.738) (—4.701)
) —0.1732"" —0.1433"™ —0.2088"" —0.1730™"
Size — 1.02
(—16.775) (—9.197) (—16.089) (—16.770)
0.0018 0.0315™ 0.0004 0.002
MB + 1.02
(0.755) (3.014) 0.21) (0.829)
42693 3.8138" 49633 42717
beta + 1.01
(139.495) (89.096) (116.719) (139.592)
0.1518™
Plus +/— 1.24
(4.553)
—0.1888"
CONS*Plus — 2.52
(—2.806)
, 10.1365™ 9.7479™ 10.3973 10.0453™
intercept
(38.276) (24.283) (31.272) (37.844)
N 17,506 9,276 8,230 17,506
R’ 0.5312 0.4726 0.6257 0.5318
F 49573176 2077.2224 3437.8798 3312.1524

1) CoCy=b; +byCONS; +bsSIZE; +bsMB; +bsBETA +e; [(1), (2), (3)]
2) COCln:bl +b2CONSn +b3Plusn + b4CONSi¢*PIUSn + t)sS[ZEi«L "’bd\/lBi«L + b7BETAit + Ci [(4)]

3) CONS : Conservatism measure by Kahn and Watts(2008), MB : Year —end market—to—book ratio,
Size : Natural log of total assets, LEV : Leverage ratio(Total debts/Total assets), beta : systematic
risk, CoC : Cost of equity capital, Plus : A dummy variable that takes 1 if earnings increases,
otherwise 0, VIF : Variance Inflation Factor

4) The numbers in round parenthesis is t statistic calculated with heteroscedasticity consistent standard
errors, and the number in square parenthesis is p—values. *** and ** represent the statistical
significance at the 1% and 5% level, respectively.
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<Table 45914 (1)& 714 1-1€ AZe7] Aeked A4 BARES o] gala] 57184 A
o3, ), (). () M2 1-28 AZe] ek |54} Sl agel 719 Belelal B4
@ AT AA BES BAGE o 59T EalQdelo] AY|AR &0 vAE AU S A%

]

599
37] 95l HuRLE Zr)8ko] ARG 292 ez Yok
<Table 4>2] (DANE FEUFL A7 E(Co0)H FWF2) LT CONS)9H]
AAE Gl AS 3ol —035392 &(—)9] < 7HAH 1% F3lA folaA Yehda
o) o] RG] W2 7 9Eate] AR e} HeFo 7 JeEh g, o] 2 E3)
FEY| A o] Haste] FxF oz 7| AHEH]S-o| Grolx] A ETh= LaFond and Watts(2008)2]
F73} Garcia et al.(2011)7} Bagk R3] 7) 27 AHEH]Sd] n|x]& Aol dx)5= A3

ot} o]2fg A= 7H 1-1°] AAHES Est] Frk

Table &5 Q= ()7 BAT 2YZ AALAE AR, ISR Sk 1YL

A G 2 skt (2)elA BAlael ’“T/](CONS)PJ AT 2 —041142.2 1% 7
A el ()9l fs 2o a9l zﬂ 7} A7 AR EE ST A3 () A
g Avs HojFa glvt o, (2)01%1 Oy Fololl thet Aol Arhgke ()ellM A==
Alsee] Ahigt 715 oF 16%7F 2 Ao UrE}UrE_ .ol FA oA B} o] 5748

A 58 BT AL G o o) B A0R FAY F ek <Table 4o
(e EaRe Soe YRS ELOR S ()3} FLF RO HALAD ZolTh 1

o

A3 AEE BT (CONS)Y Al & —02118% 1% FEolA Fo1 Zl o= vepgton,
ol A FiolA Uehd BT Alg @ Boh Ao vl Al oF 40% A2 Zlo|th
ol &l F Ao BeFols AR &-F U b 72t W o R A HEt (2)
¢} (3)= ot BHEFo7 A7 A EH &2 YETe 7HE 119 AAAK S Al=lsisl o

o] EALstY] &g Aksle] & 3uAd xfo] ) A7 AFER] Lo xpEAQ JIFS A £ LS Q,OL]
& 4 UATE <Table 4>9] (4)= |54 &al 3 &a n|fFR FEste] A T2 i
o2 3| AEA g Afoln], AAUG o] 5733 H5F0)(CONS*Plus)7t A7| AFE-H] &0 m
A= dgko]l —0.1888% 1% Tl T3 UElHth ol HAl B SalAE o] 533
&8t 2e] Hﬁ*ﬂ#” zpo] 7} A7) AR G| = 2pEA Q] kS v|FIthe S AlgRlste] F
© Ado|tt. &, BFort A7 AR &5 YR 7SN o] & o] 5 g a3 e
2ure AT lﬁ ol M BgFols A ARH S FHH 08 Yae FEAQ A3t
AtheE AL LalFe Zolth ol /M 128 AR A= 4T 4 ok

A HEF 7L A7) AR &ol| mAE S AR EJYT. o2 Tl HyFolE AR
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HES BRE GBS S, o2 o S4Y ARl S JdoR PR BT 99
gu)ge] e o|S4ge| Lokt /19iel AR Gl o Yobd £ 98-S B 4 9

l

-4
tt

LaFond and Watts(2008)= ©| 213t z}7|Apn] 80| 7Hart HHu|ti Ao W& B4 8
lste] Yehe= Zoleta F4sta glomn, o] HHH|thA 3} B0 ofo] Ao ek

71

3& AReth 7 3 digt AFATE ofefle] <Table 5>l A|A o] ATk,
<Table 5>2] Panel A Y FAFAEUS(VOLA)CZ =43 JHEE|YA I} HEFoo

HAE AN Aot ()T 2)e 2442 o| 58] B £3)dde] & %L‘rbrOi o
W FALENEY W] AA S 3R 4?‘1 A3E 47 depla o S5 ee B
T (CONS)IH], ()l o] 57l o] HFF2(CONS)oF ¥l Ul F25+ &
HE(VOLA)S BAS YehE Al gho] 0195822 5% FaolA #23 a2 7K1 IS
< BAFm gtk &, 4 A ENEY A7 FENUAY g2l S (proxy)e] B2
FEB|hA o] S5 BT 7|99 Fols| #AAES] BT tak a7t Svhsithe
Ag oujgth W2 )l A = £33 &3he 7199 By Il FAFAE VTS
A e, TS VOLAL Al ghol ()9 #oz YelgAw fo8kA] &2 3o
2 Yelth o] 59 A3 1 A, £33 B o] 533t HBH| A& & as)
1A e AR QTR QS BFEFort St AR M E & A 3) HA S 7t
A3 F A4S tuisR FEete] S|AEA S Flolth o7 BAWFE o] 5 E A <]
ZEH| A ] VOLA*Pluso] ™, & W] Al gh 0.1457= H(+)9] ez A=Ay §

AR SR frolsiAle &kt
<Table 5>2] Panel B B HH|tA S At FAAHIA&(VOL)E 7 sto] HagFofote]
BEAS AF3 Aot} o] EASS FEO 7 3 3]AEA A= <Table 5> Panel B (1)
o el glom 45049l B30 (CONS)eF Al A7t F2 A S| A &(VOL) R A &
UER = AT 3% 030822 1% FrollA froleh H+)e @& zteth & @Hﬂlﬂ%ﬂ o] F5
5 BEyFo) Sukete Aoz siddnt Eadss R0 23 2)olM T ByFofeh F4A
P& BAIL FI K9 &e e Ao vestth () (2)4 «% = 2%
319, VOLS B3t FRH|tA S S48k 74 5ol FEHgA o] S48 BEyFolr) o] 543
I &g ol flol Fkete AR M 4 QUth o= Panel BO (3)4 = yER}
3 e, A4 FRo 7 HEFolel A FAAYE % %:% A 7S ISR o] 548
el AzF FA AN AE(VOL+Plus)] A5 kol —0.1278% o(—)9 #e= Yepyton),
AR R oA & Yot o| 58T &8l d ol o] HEB| A tE K40l WMol
A o)7] ke Ao M 4 ok
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{Table 5> Conservatism and Information Asymmetry

Panel A. Information asymmetry measured by VOLA

full sample with

Pred. Eamings i Eami .
Variables red arnings increase amings decrease eaming dummy VIF
Sign (1) @
]
0.1958™ 0.0058 0.0041
VOLA + 2.12
© (2.53) (0.075) (0.051)
Size B —0.0450"" —0.0397"" —0.0414"" 103
(—14.726) (—13.094) (—18.806) ’
0.0437" 0.0444™ 0.0466™"
LEV + 1.03
(29.074) (33.763) (46.066)
—0.0586"" —0.0056"" —0.0091""
MB - 1.
(—30.160) (—11.379) (—18.272) 00
—0.0321""
+/— .
Plus / (—4.25%) 1.42
0.1457
VOLA*PI + 2.56
O us (1.305) 3
Intercent 1.3679™" 1.1892°" 1.2331°"
P (17.399) (15.28) (21.781)
N 9,276 8,230 17,506
R’ 0.1878 0.1399 0.1337
Panel B. Information asymmetry measured by VOL
o A full sample with
. Pred. Earmnings increase Earnings decrease N 'a ple wi
Variables . earning dummy VIF
Sign (1) @
Q)
0.3042"" 0.5117" 0.5038""
L + 4,
Vo (4.279) (3.714) (3.896) 83
—0.0479"" —0.0426™" —0.0444™"
Si - 1.07
1ze (—15.523) (—19.867) (—13.703)
0.0444™ 0.0445™ 0.0470""
LEV + 1.0
(29.448) (46.458) (33.89) 3
—0.0580"" —0.0055"" —0.0090""
MB (—29.890) (—18.167) (—11.333) 1.00
—0.0272""
+/— )
Plus / (—3.922) 1.21
—0.1278
L*P] - .02
VO us (—0.843) 5.0
Intercent 1.4535™ 12727 1.3197°
P (18.346) (22.855) (15.885)
N 9276 8230 17506
R’ 0.1889 0.1415 0.1356
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1) CONS;=c| +cVOLA(VOL ) +¢3SIZE; +¢,LEVy +¢sMBy +ei [(1), (2)]

2) CONSji=c;+c,VOLA(VOL)ii+c3SIZE; + csLEV; +¢sMBj +csPlusi+¢;VOLA(VOL)i#Plusi t+ei [(3)]

3) CONS : Conservatism measure by Kahn and Watts(2008), MB : Year—end market—to—book ratio, Size
* Natural log of total assets, LEV : Leverage ratio(Total debts/Total assets), beta : systematic risk, CoC
: Cost of equity capital, Plus : A dummy variable that takes 1 if earnings increases, otherwise 0, VIF :
Variance Inflation Factor

4) The numbers in round parenthesis is t statistic calculated with heteroscedasticity consistent standard
errors, and the number in square parenthesis is p—values. *¥* and ** represent the statistical
significance at the 1% and 5% level, respectively.

<Table 5>2] Panel A} Panel BY| 3|74 235 Fqate] B FHH[A o] =
BEyEFort Svbeke s #EE F ATh 59 JERUA S VOLAR SH5te 7
B o|S5AgA HEH A mtE HaFo] a7t o & AR B ok 28y
FAEB A S ST AF |58 &l FolA e BayFe gato]7t FAsHA A
© @Uth 22V FEBg A o] ALFE BEFold te aFe Tkeke As B g e,
15733 A BH|tA o] BaFold tigh aF5 ] S7HZ 7HeAe] dthe Ao s s
ATt webx 7 13 7P 28 A ske] @A SHA Prospect ©] &9 o] 5 &A=
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{Table 6> Conservatism and cost of equity capital : analyst forecast case

Earnings Eamings full sample with
. pred. full sample ) ,
Variables sian ) increase decrease earming dummy VIF
@ 3 4)
—0.3508"" —0.5224"" —0.2708"" —0.2672"
CONS 1.48
(—8.354) (—6.220) (—5.464) (—5.474)
) —0.2806"" —0.2185"" —0.3014"" —0.2816™"
Size 1.02
(—23.581) (—9.320) (—21.882) (—23.702)
0.0094 0.0004 0.0097 0.0096
MB + 1.09
(1.244) (0.016) (1.226) (1.279)
43865 4.4496™ 43756 43932"
beta + 1.02
(102.441) (53.615) (87.532) (102.672)
0.2363""
Plus +/— 1.06
(5.225)
—0.2642"
CONS*Plus — 1.43
(—2.943)
13.3980"" 11.9046™ 13.8854™ 13.3542""
Intercept
(43.021) (19.366) (38.535) (42.924)
N 8,636 2,165 6,471 8,636
R’ 0.556 0.5824 0.5502 0.5576
F 2702.01 753.0948 1977.2452 1812.405

1) CoCi;=b; +bCONS; +bsSIZE; +bsMB; +bsBETAi +ei [(1), (2), (3)]

2) CoClj;=Db; +b,CONS;+bsPlusi; +bsCONS;¢*Plusi; + bsSIZE;; + bsMBi +b;BETAi +ei [(4)]

3) CONS : Conservatism measure by Kahn and Watts(2008), MB : Year —end market —to—book
ratio, Size : Natural log of total assets, LEV : Leverage ratio(Total debts/Total assets), beta :
systematic risk, CoC : Cost of equity capital, Plus : A dummy variable that takes 1 if earnings
beat analyst forecast, otherwise 0, VIF : Variance inflation factor

4) The numbers in round parenthesis is t statistic calculated with heteroscedasticity consistent standard
errors, and the number in square parenthesis is p—values. *#** and ** represent the statistical
significance at the 1% and 5% level, respectively.
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The Effects of Conservative Accounting on

Cost of Equity Capital

- Perspectives from Prospect Theory -

Hong—Joon Jun® - Kwanghee Cho** - Dong—Hoon Yang"**

<{Abstract>

The role of accounting conservatism in reporting financial statements is in dispute even though

it has been regarded as a fundamental feature for several decades. As a result, accounting
conservatism is excluded by the international Accounting Standards Board’s conceptual framework
due to concerns causing biases and threatening neutrality in accounting information. However,
conservative accounting is still being employed after the adoption of IFRS. At this point, the
usefulness of accounting conservatism needs to be reviewed. Accounting conservatism seems to
have a close relationship with the phenomenon of avoiding risk. The prospect theory of Kahneman
and Tversky(1979) provides a behavioral —based alternative to the rational decision theory. It
assumes the investor’s utility for gains exhibits risk —averse behavior while the utility for losses
exhibits risk —taking behavior. The purpose of this study is to examine the effect of accounting
conservatism on cost of equity capital in terms of prospect theory. For this purpose, a research
sample was divided into two groups : gain group (risk—averse) and loss group (risk—seeking).
The results show that there exists a significant negative relationship between conditional
conservatism and the cost of equity capital. Even in the gain group, conditional conservatism
additionally decreases the cost of equity capital. Tests show the cause of the declining cost of
equity capital originates from the difference of information asymmetry between the gain and loss
group. This study provides a perspective that conservative accounting improves the quality of
earnings such as the cost of equity capital and reference point can play an important role in
studying accounting conservatism.

<Keywords> prospect theory, accounting conservatism, cost of equity capital, information asymmetry
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