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This study analyzed how management earnings forecasts would have an effect on future
earnings quality. The analysis period of study was from 2003 till 2009 (ofrom 2004 till 2011) based on
variables of interest (dependent variables) and the annual data from a total of 475 companies that publicly
announced manager’'s operating earnings forecasts among securities listing companies were used for
analysis. As a result, first, it appeared that the more optimistic the manager’s earnings forecasts were for
the current term, the lower the future earnings quality was. Second, it was found that the lower the
accuracy of the manager’'s earnings forecasts was for the current term, the lower the future earnings
quality was. Such findings suggest that management earnings forecasts will be used for determining future
earnings quality.
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(Table 1) Sample distribution

Panel A: Sample distribution by year

Year Number of firms Percent(%)
2003 57 12.0
2004 66 13.9
2005 69 145
2006 62 13.1
2007 73 15.4
2008 88 185
2009 60 12.6
Total 475 100.0

Panel B: Sample distribution by industry
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(Table 2) Descriptive statistics

Industry Number of firms Percent(%)
Manufacturing industry 261 549
Construction 70 14.7
Wholesale & retail
trade industry a o1
Services 46 9.7
Other 55 11.6
Total 475 100.0
=y
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(Table 3) Correlation matrix

var MFBIAS | MFACC EQf EQ2
Variables | Mean Median STD Min Max MEBIAS i 0.982 0.159 0.156
MFBIAS | 0.034 0.010 0182 | -0.177 | 359 (0.000) (0.000) (0.000)
MFACC | 0.045 0018 0.180 0000 | 3599 MFACC 1 0.167 0.158
EQl | 0213 | 0167 | 0162 | 0020 | 1568 0000 0.0
EG2 | 0076 | 005 | 0070 | 0000 | 0600 £ar i b
SIZE 27208 | 26942 | 1641 | 23762 | 31.783 =% 1
CR 1566 1202 1.289 0228 | 11.593
LEVE 0.492 0.495 0.176 0.077 0.889
GRW 0.109 0.078 0287 | -0769 | 1.661
BIG4 0.770 1 0.420 0 1
FIRST 0.200 0 0.404 0 1 4) AAHAVS <Table 3> AW} FEHWUS 7] A
Cl 0.210 0 0.405 0 1 A AASFAA R, EQLE frofeh dads 1ol BAW
cB 0.460 0 0.499 0 1 s ghew gk
CFO 0.061 0.057 0097 | -0304 | 0482 - ——
LOSS 0362 0 0671 0 1 Var| SIZE | GRW | BIG4 (o} @B CFO | LOSS |SIOK | GROUP | FOR
STOCK 0177 0 0.382 0 1 PO 0254 | 0.0% | -0.107 | 0.098 | -0.166 | -0.110| 0.208 | 0125 | -0.127 | -0.09%
(0.000) | (0.039) | (0.019) | (0.032) | (0.000) | (0.016) | (0.000) | (0.006) | (0.006) | (0.038)
BETA 0.930 0912 0385 | -0039 | 1.868
AGE 3.431 3584 0.628 1,386 4533 o502 BRot #2913 ATAS 1Ol A e} 2k
GROUP | 0920 1 0.272 0 1
OWNER 0.387 0.372 0.155 0.074 0.792 Var SIZE | LEVE | BIG4 CB CFO | LOSS | SIOK | GROUP | FOR
FOR 0.150 0.092 0.157 0.000 0516 FQ2 -0.257 | 0100 | -0.124 | -0153 | -0.110 | 0243 | 0.113 | -0.103 | -0.130

(0.000) | (0.030) | (0.007) | (0.00D) | (0.016) | (0.000) | (0.013) | (0.025) | (0.005)
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4.3 §|.'|L|_E_J£I|7Eﬁl_|- (Table 4) The effect of management earnings forecasts
_ bias on earnings qualit
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(Table 5) The effect of management earnings forecasts
accuracy on earnings quality
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Intercept ? 0'801 0332
4.770™) (4.530™)
MFACC : %) il
SIZE - e A0
cR - oe oz
LEVE ‘ ol )
cro i e e
eaw i 000 e
LOSS i da0n) P
BiGt i o o
ARST i oo o158
al . 0.019 0.001
(1.037) (0.106)
cB i e o500
STOCK : o) Pyoss
BETA : e oo
AGE - o310 o
cGROUP i Cosn) g

B AT gl A 7 2N SR,
WAl 37149 <Table 6> AR}l ololalZa

o] e} o]2le] Aol xpAA N ko] EAsH=A] AT
B 1A} 3 Aolth Panel Ax HBA 02 =3 H9-5,
Panel B& B]#A 02 o535 495 ZH7F el Zlo]
th B3 BAWM5 MFBIASE #3302 o33
Panel A®] E4W57F BQRal 79 100657004 fo)
Ok(+ o] Algkol vetuitt whebA 7Hd 19] A F

SHA R &g IR e diEs Ao

%“ﬂﬂ&’iﬂ}.

(Table 6) Additional analysis 1: The effect of the sign
of management earnings forecasts bias on
earnings quality

Panel A: Optimistic bias(N=343)

Model 1 Model 2
Variable pred.
sign EQ1 EQ2
0.061 0.037
MFBIAS +
(1.281) (1.776%)
Panel B: Pessimistic bias(N=132)
Model 1 Model 2
Variable pred.
sign EQ1 EQ2
-0.501 -0.083
MFBIAS 4=
(-1.235) (-0.468)
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(Table 7) Additional analysis 2: The effect of
management earnings forecasts bias on
earnings quality by profit and loss firms

Panel A: Profit firms(N=348)

Model 1 Model 2
Variable pred.
sign EQ1 EQ2
0.117 0.090
MFBIAS |+ 0959 (1708
Panel B: Loss firms(N=127)
Model 1 Model 2
Variable pred.
sign EQ1 EQ2
0.157 0.103
AR || (1.208) (18509

2] <Table 8> 4GA}] o]old=
433} ole)e] A 7ol BT 7191 ool £4e]

(Table 8) Additional analysis 3: The effect of
management earnings forecasts accuracy
on earnings quality by profit and loss

firms
Panel A: Profit firms(N=348)
Veriable pred. Model 1 Model 2
sign EQ1 EQ2
0.117 0.090
MFACC +
(0.958) (1.708%)
Panel B: Loss firms(N=127)
Variable pred. Mode! 1 Model 2
sign EQ1 EQ2
0.056 0.020
MFACC =
(0.865) (0.709)
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