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e Accounting accruals

e Accrua anomaly

— ( , BPR)
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Cash-flow approach ( )
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Accounting approach ( )
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Francis, J., Olsson, P. and D.R. Oswald (2000),
Journal of Accounting Research
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Edwards-Bell-Ohlson model

— +

* N E[NI +i_reB+i—]
\/t:Bt+Z (t1+r)it -
=1 e

g+ 3 EIROE, —1)B,, ]
= (1+r,)
B, : Book valueat timet,
NI
r, . cost of equity capital,
ROE, .. : Return On Equity for periodt +1,

. Net Incomefor periodt +1,

t+i



Frankel-L ee(1998)

Frankel, R. and C.M.C. Lee, “Accounting valuation, market
expectation, and cross-sectional stock returns,” Journal of Accounting
and Economics 25 (1998) 283-319.

V/P: *“fundamental value to price’

V/P
VPR , ,
\Zl _B + FROE, —r, B + FROE, —r, B
1+, (A+r)r,
\ZZ _B + FROE, —r, 5 . FROE,, -, o

1+r, = (@+r),
(where B.,=B+NI - Dt+1)



Kubota, Suda, Takehara(2002)

. (Fama-French model )
= 1 ,1980 1 1999 12
_ 36 - 1307
— SMB, HML 1
Fama—French(1993)
- 1980 1999

Kubota, Suda, Takehara(2002), “Common Risk Factors Vs. Mispricing Factor of Tokyo Stock Exchange Firms:
Inquries Into The Fundamental Price Derived From Analysts' Earnings Forecasts,”
( , SSRN Electric Library, SSRN_1D301906 code020309600.pdf. )


http://papers.ssrn.com/

. V/P

Table 4. L ow < > High

Panel A. Book-to-price ratio and the size sorted 9 portfolio case

VP1 VP2 VP3 VP4 VP5 Mean t-stat
BP1MV1 1473 0.684 0.666 0.825 1.081 -0.251 -0.413
BP1MV2 0.423 -0.054 0.296 0.275 0478 0.384 0.969
BP1MV3 0.023 0.528 0.592 0.423 0.949 0.821 1.976
BP2MV1 1.157 1.338 0.948 0.891 0.754 -0.850 -1.846
BP2MV?2 0.481 0.497 0.781 0.726 0.837 0.585 1.588
BP2MV3 0.910 0.701 0.666 0.739 1.003 0.130 0.291
BP3MV1 1.143 1.147 1.055 1.213 1.374 0.298 0.847
BP3MV?2 0.794 0.650 0.845 0.999 1.046 0.600 1.722
BP3MV3 0.765 0.821 1.236 1.105 1.562 1.081 2.007

Panel B. Book-to-price ratio and ROE sorted 9 portfolio case

VP1 VP2 VP3 VP4 VP5 Mean t-stat

BP1ROE1 0.975 0.227 0.301 0.674 1.045 0.517 0.974
BP1ROE2 0.330 0.282 0.775 0.449 0.503 0.340 0.902
BP1ROE3 0.235 0.343 0.290 0.806 1.032 1.259 3.519

BP2ROE1 1.045 0.708 0.865 1.029 1.140 0416 1.013
BP2ROE2 0.751 0.628 0.952 0.838 0.984 0.443 1.152
BP2ROE3 0478 0.518 0.876 0.880 0.780 0.664 2.144

BP3ROE1L 1.103 0.951 1.021 1.169 1411 0.526 1.405
BP3ROE2 0.699 0.858 1.057 0.960 1.253 0.656 1.983
BP3ROE3 0.685 0.954 1.020 1.150 1.318 0.830 2.228
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(Accounting accruals)

Guay.R, S.P.Kothari, and Ross L .Watts (1996), Journal of Accounting Research
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Jones modd! :
ACC, j=a,+7,A
Jonesmodd :
ACC, ,=a,+7,,(A
CFO Jones modd :
ACC, ,=a,+7,A
CFO Jones modd! :
ACC, j=a,+7,,(A

(Discretionary accruals)

—

—

— discretionary or abnormal accruals
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— time seriesregression

CFO Jones model, CFO

8 = 4 (models) x 2 (Cross-section, time-series)
1975-2001.

DeFond and Jambalvo(1994), Journal of Accounting and Economics

o Jones model
. Cross-sectional CFO Jones model
Cross-section Time-Series

Jones Jones CFOJones _ CFO Jones Jones Jones CFOJones _ CFO Jones
Ave. R-squared 0.210 0.217 0.592 0.594 0.136 0.139 0.593 0.590
Correlation Jones Jones CFOJones _ CFO Jones Jones Jones CFOJones  CFO Jones
Cross-section |Jones 1.000 0.962 0.507 0.487 0.775 0.758 0.553 0.578
Jones 0.962 1.000 0.497 0.497 0.742 0.732 0.535 0.563
CFOJones 0.507 0.497 1.000 0.988 0.344 0.336 0.615 0.590
CFO___ Jones 0.487 0.497 0.988 1.000 0.329 0.326 0.600 0.579
Time-Series  |Jones 0.775 0.742 0.344 0.329 1.000 0.983 0.619 0.652
Jones 0.758 0.732 0.336 0.326 0.983 1.000 0.608 0.649
CFOJones 0.553 0.535 0.615 0.600 0.619 0.608 1.000 0.983
CFO _ Jones 0.578 0.563 0.590 0.579 0.652 0.649 0.983 1.000




Accrua anomaly
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Accrua anomaly

« High accrual, low accrual portfolio return spread
. : 07-1980-06/2001
e Size BPR
» Discretionary accrual
High < > Low
P1 P2 P3 P4 P5 SPR. t-vlaue p-value
CFO 0.76 0.85 0.88 0.90 084 | -006 -052 0.60
ACC 0.77 0.82 0.85 0.93 085| -010 -1.34 0.18
F1 0.75 0.85 0.85 0.86 092 | -009 -1.11 0.27
F2 0.86 0.87 0.87 0.79 0.83 0.06 0.43 0.67
C1 0.64 0.82 0.88 0.90 097 | -021 -167 0.10
C2 0.71 0.75 0.88 0.95 092 | -020 -1.72 0.09
C3 0.86 0.79 0.76 0.82 1.00| -0.09 -0.70 0.49
C4 0.87 0.87 0.88 0.81 0.79 0.07 054 0.59
NDA 0.80 0.94 0.85 0.91 0.72 0.05 0.70 0.48
DA 0.72 0.76 0.85 0.92 098 | -021  -3.46 0.00




Previous Studies

Sloan R. G., “Do stock pricesfully reflect information in accruals
and cash flows about future earnings?’, The Accounting Review, 71
(1996) 289-315.

Xie, H., “The mispricing of abnormal accruals,”
The Accounting Review, 76 (2001) 357-373.

Richardson S., R. G. Sloan, M. Soliman,
“Information in accruals about the quality of earnings,”
Working Paper, University of Michigan, (2001).
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“Vaue-glamour and accruals mispricing,”
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Book to market anomaly?

* Fama, French (2000), Journal of Finance.

e Four common explanations

— Out of sample
Black(1993), MacKinley(1995)

— (ICAPM, APT)
— Distress factor

— Investor overreaction to firm performance
L akonishok, Shlafer, Vishny(1994)

— Characteristics, Daniel, Titman(1997)



Accruals

Table 1: Descriptive statistics

Mean S.D. 1st Qu. Median 3rd Qu.
CFO 0.043 0.079 0.010 0.043 0.075
EARN. 0.019 0.028 0.008 0.018 0.031
ACC -0.024 0.077 -0.054 -0.024 0.006
F1 0.008 0.060 -0.017 0.006 0.033
F2 0.032 0.035 0.015 0.029 0.043
Cl 0.013 0.075 -0.021 0.012 0.050
C2 0.005 0.060 -0.021 0.005 0.033
C3 0.002 0.027 -0.001 0.001 0.004
C4 0.030 0.021 0.015 0.027 0.041
NDA -0.023 0.070 -0.048 -0.023 0.002
DA -0.001 0.035 -0.020 -0.001 0.018

Accrual

?)




Table 2: Correlation among the components

CFO Earnings  ACC F1 F2 C1l Cc2 C3 C4 NDA DA
CFO 0.35415 -0.87864 | -0.73146 = 044755 -0.36356 @ 0.19399 0.18445 | 0.40602 -0.69271 -0.46497
0.00000 = 0.00000 [ 0.00000  0.00000 0.00000 0.00000 0.00000  0.00000 0.00000 0.00000
Earnings 0.25628 0.04412 | 0.12864 0.17027 | 0.22820 0.17723 @ 0.28821  0.09148 @ 0.00855 0.05075
0.00000 0.00000 | 0.00000  0.00000 | 0.00000 0.00000 0.00000 0.00000 0.26764 0.00000
ACC -0.93672  0.09831 0.87144 -0.42657 050906 -0.12316 -0.06869 -0.42252 0.75724  0.54557
0.00000  0.00000 0.00000  0.00000 = 0.00000 ' 0.00000 0.00000 0.00000 0.00000 0.00000
F1 -0.81728 @ 0.15915 | 0.89907 0.00173 | 057606 -0.13413 | 0.09210 -0.02548 0.61626  0.53509
0.00000 = 0.00000  0.00000 0.82205 | 0.00000 = 0.00000 | 0.00000 0.00096 0.00000 0.00000
F2 0.65179 @ 0.05900 | -0.64968 | -0.25128 0.00900 = 0.02295  0.34666 | 0.92972 -0.42027 -0.12508
0.00000 = 0.00000  0.00000 | 0.00000 0.24306  0.00292  0.00000 | 0.00000  0.00000 0.00000
C1 -0.45022  0.25573 | 0.55614  0.63284 -0.13066 0.65891 @ 0.28126 | -0.07077 | 0.37756  0.30258
0.00000 ' 0.00000 ' 0.00000 0.00000 0.00000 0.00000 = 0.00000 | 0.00000 [ 0.00000 0.00000
C2 0.26191  0.16086 | -0.21139 -0.21713 @ 0.09032 | 0.61840 0.27785 -0.05787 | -0.07761 -0.09429
0.00000 = 0.00000 | 0.00000 0.00000 0.00000 | 0.00000 0.00000 = 0.00000 | 0.00000 0.00000
C3 0.60201 = 0.05204 | -0.60095 -0.30685 0.79577 | -0.13375  0.14282 0.06040 | -0.02749 -0.07683
0.00000 = 0.00000 | 0.00000 0.00000 0.00000 | 0.00000 0.00000 0.00000 | 0.00037  0.00000
C4 0.29095 0.02954 | -0.28885 -0.01464 0.61316 | -0.04127 -0.03717  0.00953 -0.43238  -0.10410
0.00000 = 0.00013 | 0.00000 0.05766 @ 0.00000 | 0.00000 0.00000 0.21684 0.00000 ~ 0.00000
NDA -0.85262 0.03685  0.89116  0.74637 -0.67419 045395 -0.18524 -0.66101 -0.25096 -0.05129
0.00000 = 0.00000 | 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000
DA -0.35819  0.14285 0.42051 0.48773 -0.08277 031717 -0.09517 -0.00178 -0.13435 | -0.03689
0.00000 = 0.00000 = 0.00000 0.00000 0.00000 0.00000 0.00000 0.81782  0.00000 | 0.00000
Pearson, Spearman, , p-value.




Results of OLSregressions

() Rau=a+74cCFO, +¢,
(1) Ry =a+yeyEARN, + ¢,
(M) R =a+yoCFO, + 74 ACC, + &4

(IV) Ry =a+yoCFO, + y\paNDA + 7, DA + &,

Table 3 CFO, Earnings and Accrual components are regressed on July-Jun

Intercer CFO Earnings ACC NDA DA R-s(
Coef 0.08 0.04 0.00004
t-val 20.11 0.84 -0.00002
p-val 0.00 0.40
Coef 0.09 -0.47 0.00089
t-val 21.49 -3.87 0.00083
p-val 0.00 0.00
Coef 0.08 -0.44 -0.53 0.00110
t-val 1993  -3.66 -4.22 0.00098
p-val 0.00 0.00 0.00
Coef 0.09 -0.40 -042 | -0.76 | 0.00170
t-val 2004 -3.28 -3.25 -5261| 0.00153
p-val 0.00 0.00 0.00 0.00




e Sl0an(1997), Xie(2000) - Mishkin test
. , Value/Growth
Forecasting: EARN,,, =y,+7,CFO, +7,NDA +y,DA +v,,,
Valuation : SZEADJ,,, = a + B(EARN,,, — 7, + 7, CFO, + 7, NDA +y, DA)

Size adjusted BPR adjusted Size and BPR adjustec

Forecast Valuation | Forecast Valuation | Forecast Valuation
CFO 0.736 0.482 0.736 0.608 0.736 0.337
ACC 0.722 0.851 0.722 0.981 0.722 0.688
CFO 0.738 0.498 0.738 0.615 0.738 0.342
SACC (F1) 0.722 0.849 0.722 0.980 0.722 0.688
LACC (F2) -0.731 -0.959 -0.731 -1.026 -0.731 -0.719
CFO 0.737 0.526 0.737 0.649 0.737 0.374
NDA 0.727 0.993 0.727 1.113 0.727 0.809
DA 0.716 0.673 0.716 0.818 0.716 0.535




Mishkin test

e Mishkin, F. (1983) “A rational expectations approach to
macroeconomics,” The University of Chicago Press,
Chicago, IL.

Likelihood ratiostatistic: 2nIn(SSR. /SR,) ~ 7°(q)
(under the null hypothesisof market efficiency)
g = thenumber of constraints
Imposed by market efficiency
n = the number of observationsin thesample
SSR. =thesum of squared residualsfrom
the constrained weighted system
SSR, =thesum of squared residualsfrom
the unconstrained weighted system.



Result of Mishkin test

( ACCRUAL

e Mishkin test , mispricing
N ?

- ACC, DA ?

Size adjusted BPR adjusted Size and BPR adjusted
Likelihood Ratio Significance Level| Likelihood Ratio Significance Level| Likelihood Ratio Significance Level
CFO,ACC y 1=y 1* 85.34 0 82.02 0 37.76 6.32E-09
y 2=y 2* 63.97 1.29E-14 65.10 7.33E-15 56.70 4.88E-13
y 1=y 1* vy 2=y 2* 67.29 2.44E-15 67.55 2.11E-15 60.57 7.05E-14
CFO,SACCLACC y 1=y 1* 85.28 0 81.11 0 79.34 0
y 2=y 2* 117.75 0 64.91 5.25E-14 111.65 0
y 3=y 3* 71.08 2.55E-15 62.22 197E-13 73.31 8.88E-16
y 2=y 2* y 3=y 3* 64.23 7.32E-14 65.15 4.65E-14 56.74 2.93E-12
y 1=y 1* y 2=y 2* vy 3=y 3* 67.56 142E-14 67.60 1.39E-14 60.60 4.37E-13
CFO, NDA, DA vy 1=y 1* 88.17 0 84.24 0 82.54 0
y 2=y 2* 66.24 2.73E-14 66.05 2.99E-14 114.35 0
y 3=y 3* 79.87 0 76.69 1.11E-16 77.87 1.11E-16
y 2=y 2* y 3=y 3* 67.12 1.77E-14 67.47 1.49E-14 115.95 0
y 1=y 1* y 2=y 2* vy 3=y 3* 70.41 3.44E-15 69.89 4.55E-15 63.13 1.26E-13




accrual anomaly

25 Qortfolios sorted bx Size and CFO

CFO1 CFO2 CFO3 CFO4 CEFO5 | Ave. Spr t-value p-value
MV1 0.75 0.79 0.74 0.77 0.58 0.09 0.64 0.52
MV2 0.74 0.67 0.64 0.85 0.63 -0.03 -0.26 0.80
MV3 0.80 0.79 0.70 0.66 0.82 0.06 0.44 0.66
MV4 0.79 0.95 0.82 0.78 0.69 0.13 1.07 0.28
MV5 0.97 1.18 1.30 1.39 1.31 -0.28 -2.06 0.04
25 portfolios sorted by Size and ACC

ACCl1 ACC2 ACC3 ACC4 ACC5 | Ave. Spr t-value p-value
MV1 0.58 0.66 0.65 0.96 0.78 -0.25 -1.74 0.08
MV2 0.68 0.63 0.73 0.75 0.73 -0.08 -0.74 0.46
MV3 0.73 0.63 0.69 0.89 0.82 -0.18 -1.47 0.14
MV4 0.65 0.82 0.81 0.80 0.93 -0.13 -1.15 0.25
MV5 1.06 1.24 1.42 1.29 1.14 -0.06 -0.44 0.66




Short-term accruals, DA

25 portfolios sorted by Size and C1

Cl1 Cl12 C13 Cl4 C15 Ave. Spr t-value p-value
MV1 052 057 071 090 092 -036 -1.88 0.06
MV?2 046 058 082 088 077 -031 -210 0.04
MV3 044 073 084 077 096 -028 -1.75 0.08
MV4 074 069 091 078 091 -013 -1.06 0.29
MV5 1.22 115 129 123 127] -006 -0.40 0.69
25 portfolios sorted by Size and C2

C21 C22 C23 C24 C25 Ave. Spr t-value p-value
MV1 044 057 090 082 090 -036 -1.93 0.06
MV?2 039 067 079 082 085 -030 -1.90 0.06
MV3 057 062 066 091 1.00( -036 -2.30 0.02
MV4 067 087 099 077 0.72 0.03 0.20 0.84
MV5 123 128 122 1.27 1.16 0.04 0.29 0.77
25 portfolios sorted by Size and DA

DAl DA2 DA3 DA4 DA5 [ Ave. Spr t-value p-value
MV1 062 086 048 086 081 -010 -0.97 0.33
MV?2 056 068 076 077 074 -014 -131 0.19
MV3 061 063 080 076 096 -024 -211 0.04
MV4 074 069 077 088 095 -020 -1.73 0.08
MV5 106 106 1.32 1.37 134 -029 -210 0.04




BP anomaly

 Accrual anomaly BP anomaly

short-tem accrual, DA

25 portfolios sorted by BPR and ACC

ACCl1 ACC2 ACC3 ACC4 ACC5 [ Ave. Spr. t-value p-value
BP1 1.21 1.12 1.14 1.36 1.22 -0.12 -091 0.37
BP2 0.98 0.83 1.10 1.04 0.93 -0.08 -0.64 0.52
BP3 0.72 0.85 0.91 0.95 1.04 -0.21 -1.65 0.10
BP4 0.73 0.59 0.74 0.77 0.49 0.03 0.26 0.79
BP5 0.34 0.37 0.60 0.53 0.55 -0.19 -1.33 0.19
25 portfolios sorted by BPR and F1

F11 F12 F13 F14 F15 Ave. Spr. t-value p-value
BP1 1.15 1.29 1.07 1.25 1.28 -0.04 -0.35 0.73
BP2 0.93 0.91 1.09 0.96 0.98 -0.05 -0.43 0.67
BP3 0.73 0.87 0.86 1.01 1.00 -0.21 -1.63 0.10
BP4 0.70 0.52 0.65 0.76 0.68 -0.10 -0.85 0.40
BP5 0.35 0.49 0.48 0.38 0.70 -0.12 -0.71 0.48
25 portfolios sorted by BPR and DA

DA1 DA2 DA3 DA4 DA5 Ave. Spr. t-value p-value
BP1 1.11 1.14 1.31 1.22 1.26 -0.11 -0.94 0.35
BP2 0.78 0.89 1.01 1.20 0.99 -0.26 -2.15 0.03
BP3 0.71 0.74 0.97 0.97 1.07 -0.29 -2.62 0.01
BP4 0.65 0.58 0.52 0.81 0.75 -0.16 -1.50 0.13
BP5 0.46 041 0.39 0.47 0.68 -0.14 -1.07 0.29




Size, BPR and accruals sorted portfolio

N
45 portfolios sorted by Size, BPR and ACC
ACC1 ACC2 ACC3 ACC4  ACC5H Ave. Spr. t-value p-value
MV1BP1 0.94 0.96 0.95 111 1.18 -0.19 -1.20 0.23
MV1BP2 0.80 0.66 0.72 0.98 0.58 -0.05 -0.36 0.72
MV1BP3 0.41 0.31 0.31 0.46 0.66 -0.20 -1.20 0.23
MV2BP1 1.04 0.85 0.98 1.08 0.95 -0.07 -0.43 0.67
MV2BP2 0.57 0.72 0.71 0.78 0.79 -0.14 -1.10 0.27
MV2BP3 0.53 0.31 0.61 0.58 0.25 0.01 0.05 0.96
MV3BP1 1.08 1.20 1.44 1.49 1.27 -0.24 -1.38 0.17
MV3BP2 0.80 1.16 1.10 1.36 1.05 -0.23 -1.44 0.15
MV3BP3 0.84 0.73 0.97 0.72 0.93 -0.04 -0.22 0.83
45 portfolios sorted by Size, BPR and DA
DA1 DA2 DA3 DA4 DAS Ave. Spr. t-value p-value

MV1BP1 1.02 1.01 0.99 1.10 1.05 -0.06 -0.41 0.68
MV1BP2 0.53 0.75 0.87 0.74 0.86 -0.16 -1.21 0.23
MV1BP3 0.35 0.47 0.30 0.39 0.64 -0.10 -0.69 0.49
MV2BP1 0.84 0.96 1.05 091 1.14 -0.12 -0.89 0.38
MV2BP2 0.53 0.69 0.69 0.84 0.82 -0.22 -1.53 0.13
MV2BP3 0.36 0.38 0.54 0.50 0.51 -0.13 -0.83 041
MV3BP1 1.09 1.34 1.32 1.38 1.35 -0.15 -0.95 0.34
MV3BP2 0.97 0.84 1.10 1.29 1.28 -0.38 -2.45 0.02
MV3BP3 0.72 0.63 0.69 1.18 0.96 -0.39 -2.24 0.03




Conclusion and future research

e Accounting accruals
— Accrual

e Accrua components
— Short-term, long-term accruals

— Non-discretionary, discretionary accruals
 Jones model, CFO Jones model

e Accrual anomaly
— discretionary accrual
— Mispricing vs. rational expectation
— Characteristics or covariances
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