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A 1R SA0lY $ENY F49 98 FREY 74495 (ADJRm)

-2 0.0059  0.0007 0.0052#xx 0.0083 -0.0037 0.0119%*
-1 0.0086 -0.0076  0.0010%x=* 0.0131 -0.0013 0.0118#x*

0 00202  0.0114 0.0088+x 0.0208 0.0085 0.0123%**
1 0.0079  0.0037 0.0042xxx 0.0057 0.0058 -0.0001 %**
2 0.0113  0.0014 0.0099+ 0.0071 0.0049 0.0022%%x
3 0.0037  0.0032  0.0005%*x* 0.0018 0.0056 —0.0038%xx
4 0.0011 0.0014 -0.0003= 0.0017 0.0006 —0.0011%#x
5 0.0020 -0.0050 0.0070%** 0.0001 0.0039 -0.0038#*
6 -0.0015  0.0018 -0.0033*x*= 0.0011 0.0013 -0.0002+*

A2 % F22AY ¥4 49 E(CUMRmim)

(ml, m2) UCFQ9 ¥ 35 UINCe] £35
@ QH B @BE@-@ B B DEG-®

1, 3) 0.0231 0.0085  0.0146%xx* 0.0147 0.0166 -0.0019xx
3. 6) 0.0022  -0.0020  0.0042%*x 0.0029 -0.0039 0.0068***
(7, 9 0.0077  -0.0010  0.0087**x* 0.0042 0.0018 0.0028+**
(10, 12) 0.0267 00137  0.0130%x*x* 0.0147 0.0272 —0.0125%**

(1, 12) 00605  0.0211 0.0394%x* 0.0367 0.0447 —0.0080%x*x
(13, 24) 00363 ~0.0239 00124 0.0253 0.0363 ~0.0110%*x*
(25, 36) 00262  0.0161 0.0102:xx* 0.0064 0.0406 -0.0342 %%

(1, 36)  0.1650  0.0890  0.0760#*x 0.1063 0.1521 —0.0458%**
E 7
UCFO;; = (CFOi -~ CFO-1)/MVey MV = 7199 i9] 9% t9 & A F7HA,
CFO,; = SFAS No. 959 9j3ld 719 i/t 3% 4% to 335,
INC;i = MV ;2 Y 719 i9 9k t9 59325 Fu8 209,

UINC;; = (INCi; - INCi-11)/MVia, ADJRm = ZiADJRm; = Zi(RETwmi - SZRETy),
RETm; = 719 i, € m9 #7498, SZRET. = 719 id £33+ #329 By FJ &,
CMRmim2i = Zmim2ADJRm; w/fxx/xxx/ = 10/5/1%9 FATFF(d2AS
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CMle,ml,l = az t bZUCFOt,l + CZUINCt,l + d2l/MVt*l,\ + e

ADJRm; = ai + biIUCFO,; + ¢;UINCyi + dil/MViy; + e, 1)
m a b Cl d Adi-R?
0 0.0125 00440  0.0703 0.0622 0.006
(T44)xxx  (214)%x  (458)**+ (533)x**
1 0.0050 00282 -0.0171 0.0158 0.002
(343)xxx (157 (-1.27) (154)
A 2R olQREFY FH7|Z (ml, mD)S] FEZRA $9F9 M9

2)

(ml, m2) a by 2 ds Adj-R®
1, 3 0.0121 0.0717 -0.0164 0.0783 0.003
(5.09) % (2.47)%x (-0.75) (4.71)%*x*
(4, 6) -0.0036 10.0252 0.0109 0.0768 0.002
(-1.45) (0.84) (0.48) (4.38)*x*
(7, 9 -0.0004 -0.0040 -0.0236 0.0831 0.002
(-0.14) (-0.13) (-0.98) (4.48) %%
(10, 12) 0.0153 0.1327 -0.0883 0.1182 0.050
(5.82) x%x* (4.18)%+x (=3.70)x**  (517)**x
(13, 24) 0.0132 0.0826 -0.0401 0.3933 0.009
(2.71 )% (1.69)=* (-1.72)* (9.09)%**
(25, 36) 0.0146 0.1396 -0.2081 0.1848 0.004
(2.67)%*x (2.19)*x (~4.05)***  (3.74)***
® Zp
UCFOy; = (CFOy; - CFOm)/MVirs MV = 7199 i8] A& 9] 2 AA71A,
CFO.; = SFAS No. 959 938l 719 i/ Had d% to] EF3 8,
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The Informativeness of Cash Flows and Eamings

Young-In Pyo’
Abstract

One form of the anomalies of stock price changes as reaction to earnings
information is believed to be caused by the so-called earnings fixation, which is the
overreaction of stock prices to earnings. According to the Sloan (1996) study, stock
price changes are positively associated with earnings at the time of earnings releases,
but the association becomes negative after that, as the early overreaction is corrected.
However, the problem in his study is to use cash flows computed by adjusting earnings
with appropriate income statement and balance sheet items. As Bahnson et al. (1996)
show, these cash flows substantially deviate from SFAS No. 95 cash flows and the
sample used in this study is found to be subject to this substantial measurement error.
Therefore, the result of Sloan might be driven by this error and the reexamination of
earnings fixation is warranted.

The results are generally consistent with those in Sloan. First, earnings is
positively associated with stock price changes at the time of earnings releases, but the
association becomes negative after that. Second, cash flows show a weak association
with stock price changes at the time of earnings releases, but the association become
stronger thereafter. Third, when seperated from cash flows, accruals have an
incremental explanation about stock price changes beyond that of cash flows, accruals
have a negative association later on. This finding is consistent with stock price
overreaction to accruals, even when more cleaner cash flow data are used.

* Associate professor, Department of Accounting, Kangwon National University.
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