Ms|H*  (yzdgsw)
g S g agdew)
0] S B*** (Hegsiw)
of & ¥ (Fydetw

Abstract

oft

Rouen et al. (2021)2 v]= 27149 FE 14(10-K)ofl HAIZES Z8st0] s £ Aldstn
0|& g7]&of 717t5te] AFESE A& (core earnings)] A&A T 7R BHAA ] thsto] =9)5t9th.
ojo]] & At A4lelal AFARI ATRARES] A& 2 7IXHAESE AiEe® FrlsiRy, AR
o 9] AARE &St 3 2012-2020 717H] =W APRERIY AR BARE A, o’ AR
oA JPE£dT} FH4lE9 9 njFo]] d&Ho] 7P &k 37 U 2] FALIERE HHY
AAAE B ol2dt Aik= Y] FAAG0] GAEQT d4lEl 9] ZIRTIHP(EL AE)E FEI
7202 olgol] Firh= SAZ At B JHE(F7)47 GAE9] Zpol)at Hlshilee)(T
71903} #4lE0) o] Aol YR AqtR FAK(small-cap stocks)ollA B7] R Z7| FA+AET] FHH2
BABBAE B A7) Ak 99&at ieo] i 8 A EE 82 4 9o, olE o83t
FAEo] AR RashS ARt £ Ao &S 3T o waleld IS Aokl £YAKLA
oA SZ4FHORE ol grlset RIS Egoiyonz tiek siildolo] MY IS AXA A A
FYP£ABr} v 22 &7 7RSS Uehd 7FsAS viAE 4 giok Ty S4l&elo] HuwstA|
EEEE IGoA EA8skE HlES 7ARMHY, £AKIA ] B1EE dUedS FUHTIA 1] tijte g
AHgstke A= Aol Qi)

=

x8

Y ol T HARIYEEN ZAMSELCL 2 =22 0[2H0IAXHE
2E@Q TN HUME saxoz UNAIZl AYULICEL M HI MX= MES0isty e Z2EATAL| | K20 2
AERLIC,

FHIO ;TR [EEY, FUEQ, 0|AXIEY, &
JEL 213713 : G12, G14, M41
* H1XAXRE, MBS AHSHE Bu4 E-mail : hysunwoo@sejong.ac.kr
*** SEXARL MBSty AE0S 2w, E-mail : dpark@sogang.ac.kr

*xxx DSXAL M2OSte ZHHSE W4, E-mail : woojong@snu.ac.kr

weexx MAMKRE SUTHSID AYSHE X4 E-mail : wsha@cau.ac.kr



[1]A4=

A5ARe] #AE ot AR FARES
714712187t Gupt BHd = =4 HES= A
2L A ATe] HAHAR] Aotk A1
TS =95te A2 Al 7HA] HolN 2
Z95A1 k. AA, 19801t o]F A7]olRp&o]
A&H o= siEhto] weh, 7|A7IXE 7K o
71857}t @71/l visl Aid e f Fasizc
wEhA AJaA| 10 vl et oEEo] wet X8
do] ApEA 02 Uy 7Fs/dol o AR &4,
FRiES Q46| of#e @3 AR AR
Qlsto] B7]s=o]Qjolt AL ] ZlA| B0 HES
#4310, 37]e0|dS B0 7 AT 4 =
AR #2] D QgXo] iFEUHLev and Gu 2016;
Barth et al. 2022). A4, SHAle} A5}t Efol=
A AAR RGN A4, 4348, SHlv 9
5= TYH o= HIYste “quality” 821 ARk
o] Q1 0m(Asness et al. 2019), o= ATA#9]
ZHE 0] FAFAES AP 1 AAZCE
28T 95 uieith

et AIARE FHok: Y9 dgow
Rouen et al. (2021)2 FAE1A(10-K)o HAIH

< 283st0] Y3l £2Z AlEslal ol 370l
Qo] 7}gsto] AFEQE MAl&2](core earnings)
A&/} 71 el isto] =2leigitt. & Al
Y| 7|QARE 08519 1) Rouen et al. (2021)°]l
A AR HI341EQ] 5 HlolEHo] A Aol FHE
7Fst s 270t Ageldt sl 9 HEA
QA A EE9] 7HHHES ATF R Frls
1, 2) FARAAGE 9 AAREE EE5LA g

2012-20209 7|17He] =i RIS o=
g8 B4 Anes o33 2o AA, 2 A4
T3 TRkt IR RS FolA ALy} s
Qlo] z}7|o|Q]te] o] 7 =okem, o] F
A 19 7B AR LE FlgE Zol7t

2 | xuesen mim s 023 062) 1-32

QT B4, AL} BEele T d 2]
24150183} )] AT BT of 24
AAo] % olelgro] B FAABHES X&)

5
3ok AL ST 4= Qlrk. AlA, BULEA[B7]
3} JULQ) 9] Zpo)zt H]F A& (P73}
NA]4=0]0] zlo))S AR AgFR FA(small-cap
stockg)olA B7] E 27| FARRl g FHHe] A
IAE HAh

ofelgt Aske 1) &olARbAR] BAsh: ]
o] ofe] £PRES ATHsle] £5F Ail&ol

W A dHRABE 82 4 9o, 2) ol olf
g EApdEko] AR Fa3hE ou|gitt. o]& v+
AZAPZoA BlEe]o] tE AR E T vl
IHE B $55HA AEsh=t 10 S RlgER|
A=the S olgslo] 2 ES 2T 4 A
£ Rouen et al. (2021)9] A7l AX|5H7] =t
T3 999&q ¢ HEi4lEo] wgiRTleeE
&0l FHHoE F-E5HA] gl Aqtir| Yol Higt
EA Rt AlRM 08 fasiths il AR
718 FAAEO] o|dFH 4S9 APEAQ £
89| oJsfiskA] Fskal s 7Fs/dS AR 1
g £ dolis ES 5T o HAlEYY
IS Aeolal S4H 0= o] 87Fset £QA LA
AHuks Egolong SiElo] wAley I
= AAA BAEE S ASdT 7R S50
A JYPEHT o 948 7154 HIAIE 4 Qick
TR0 Eqtstal 2 A8 S4leo] FAE]
£ oA Bk -GS Ao JULdS
tiRte g AMgste AE AQo] 932 AR
2 Ate thadt 2o] dEh Aol B
SredTE HESY, ARY U Al4golx= ASE
IE AARI, upReto 2 A5 e AFEIE
[oksty Aol FAAH IARS 7|&d




[ 2 ] xaa7e 2=

0]21°| Zearnings quality) 2 =3

T2 £49 0|92 7|49 A5/l TR Bt
U2 ARE A AFAEMA ATE 5 Ao
(Dechow et al. 2010). ©]2}9] Z2 o] 7F7] SHo]|
A ERFT 4 =, VIR =RE2 A&, TAY,
F3} A 5 ARgSto] 0|9 Aol A alin
RIS AEEYYT E9], TN F FYA] Aol
o3 AA=EE A dAY(discretionary ac-
crualsqZ ©]9]9] A& =93 oj 0]2]9] HOYL} 0]
Z(noise)? HEAQJ AHE AAEALE Xie
(2001)= AFZ HAYHo] o] 9] A|&/dxt Fomgt
HHY TAE 7tk B 18199t} Subramanyam
(1996) o]} 414005 7] Al A,
AFA dAYAo] 27121 JH -7 IHincremental
information content)’} Utix EI5}%oH,
Chaney et al. (1998)2 7|9E°] AFA HPAZ
33l 0]9S fislslo] wlgo|Qlo] wt HHE A
Aol Agrittal H s

FAARL A S AgA WAYHo| 2pEF
E JISsles A2 YWelAh oE 591, DeFond
and Park (2001) 2&AK20]| 7|5kt A2 Ayl
o] X3 o]2of tisto] FAAPFo] B|2A0E Yk
QA BTl ol FARPEo] WA At
3E &1 ofsfiska Qo= A ouldict. Wi
Xie (2001)2 A= Wgdo] 7]5ket WYN olif=a
THaccruals anomaly)®] A=A E(hedge return)
o] H|AgZ] WA 7|5ket 4=l EHT} Frial
it ol=et Al Ao WA At
o] A|&A] 9] BA) diste] olsfistal Jlo olF
Aol F-&9] HgsHA gethe A AARITH

WA FF5E0] APEE 2|43 o8kt FA
Ak F9 23 $49l diidolqdtt. Sloan
(1996) B71<=0]2l9] WAJdo] 757 H|sto]
g A&Ho|A|qt FAXZL o] FEAAEA

¢

i)

Sl

273] HtgslA] Sol] wjiEo] WAYdlo] 2 AL
syl 2R FAS HiQlshs SIXZEERE
ol 2IGAES AT = ISS AT
Richardson et al. (2005)= AN 0] FHAES
AF|zo] wpah E5Fatal, o]Q]e] z&Ado] A Q]
Alg| o] w} F71ekS 9ty of2gh o] w2
H Sloan (1996)9] A+Z23= FAAF0] g9
A E F8] olgfiolA] K3t A0 olgfd 4
itk Thomas and Zhang (2002)2 Sloan (1996)
oA X313t BRI wjEf 2340lE 7Ho] 3(-)9
AP} A AR $3) glRof ARtk SAE
AR 5FATE.

4 E3ox= FEl&((2009)0] Sloan (1996)9]
HPREZ Y 7140 Z-851%92 1 Sloan (1996)7}
FASHA g714e0]e] o] iAol o] z|&do] JATAF
S50 &K} driy B 1sioir}. o9k s}
of, B4 A4(2014) Francis and Smith (2005)<]
wAlof| w2} A7y 2}7] o]Qof g3k vl o]+
HRAE AQRE T WhAgolo] Z|&Ado] FATF
559 A|&AJHr} ojds] Woral, olof wke} WAl
o ot APZe] It ojdds] £ SAS
AATst et 3 FWE} HeA(2009)= BlFqY
AJlio] Z3ke o]Qlo] Z|&/do] 1A QR o]QjHr}
vthy Barsloly, Wit HAH2011)2 £94
AbA| Z39] ol rtt 490 HlE = WAYA 9
A|&440] ool HaEle WAool x&AH Tt ot
1 25ty Fdah W44(200782 Dechow and
Dichev (2002)9] 293 ARgsjo] HAyoo] A
(accruals quality)Z 733t ¥, WA Q] Ho] &3
E AHo] AoA TS Ffgrt Hoks SAE
A ATt

0[2l0] TMQAE SN0 Cist 251

A Aold &AM E A4S0l



ARl 7 HHYE Atk $AE AXlskL
AUrt. o5 o= o] FHIRAEE 1 &4
o] Jolstu = o9 A B7]<eo0lo] B
AH= AR $Hof| gl 7} =] oijh FAAE
9] Pt g2bd 4= itk g3t £3], Hayn
(1995)2 71971218710l Slo] B71&9e tiAd
IARSFE 1HT DR disf FAsh ot
F0]| g& At Lipe (1986)= ©]2]9] Z|&A4o]
EAALIA G| Y QAEE T2, X|&A0] It
FEU+E JB K information content)”} Atk
1 BASI9in) o] AE AROR, £913E0] A&
3 Aro] M APEAR] 7RSS Halsks v
9] A A3p7t A= AcKElliott and Shaw 1988;
Ali and Zarowin 1992; Elliott and Hanna 1996;
Francis et al. 1996; Ramakrishnan and Thomas
1998).

TAROR, &AM 24 TR viEH
< 54 A=ollA B71e0lYoll F7HARI 78R
S 7= Aog Yl tHErtimur et al. 2003;
Chandra and Ro 2008). Barton et al. (2010)
o7 F719] A=E Al YUERSE, HEY,
EBITDA, 9%ol9], Ao, v|3 & t4e
0]9], Feh&9] 7)ol W FHEEE F ofuet
0]Q]9] /g 84of BEAAE0| FEII=AIE ATE
Jr}. 1 A3 giAE Foleat FAelEe] A
7} 7V ZdsHA g e, £A4A 9 7 A
P& vpR|et =1 viEH} grleo| A
Q&I TAZE 7T Witk olzdt Ak o
A% 5 v FHEESE A5 783 ARE0
7HA| 710 FQ5HA 1= AR siiE 4 3
t}. Jones and Smith (2011)+= 7|e}xg&ey) B
T 7R, A5V 2 A& vl sk
o} 7|8 Ly EEYEE B 7B
U= AR Yo}, RS A&Ho|x] k2
W, 78 2dE 2 F(-)9 A& B 7
o2 FAIARY $4E 7] A& Ytk
e SRS v|Fo]dy} da5Ee] tiel A3t CliE
/3E Hol= ¥, 718 8E0|9] oETsAdS Wt

A | nueges mia mis o3 06g) 1-32

I Bsint o]t A A ZIeEEE
ST 7ho)] &/do] Aolstn &9 YES
AFA o Biarsl: WAlo] FHolgAoA R-83
< Hojgr

E3 FRAME A AP EE S
ojuf HIFYHE FEZ Aoty AFF3E “street
earnings 7} 3|A71&] wh APgE 0]2(GAAP
earnings) Bt =2 7M1 #S Bty ¥Hgtt
(Bradshaw and Sloan 2002; Brown and
Sivakumar 2003; Bhattacharya et al. 2003). 53],
Bhattacharya et al. (2003)2 FAAFE0] “street
earnings = 2|A7|E0] wE B7]=0]o] H]5f Z|
&/do] =il QAR AE Harsioint. Fo
= Rouen et al. (2021)0] BZZHo]y YAZl o]9]
9] FHRAE AQstal FJT AAEYE o]Es
SHI FARE] A 8% 2aleelES AR
LA L

U ToAE &9 Q(2014)0] 19979FH
2011970 SU7199) 71ek2g&o)at md&o]o
FAIE BARH 23}, 7|elaEgE)at Zg&o|o] &
78 53 WO A&7/ siEelolal 28E
2]9] o]|QJukgAl4(earnings response coefficient)
o} 7HA1##/do] FostA F7Feloka= sttt
T3 AUEH2019) 71EkEEE0 9] AJA| 40
FHHT ()Y A&Ado] EA=] U= o,
ojget &40 Qlsto] | 71UEY 7IekEEEe)
o] Aol A g7t =1l ek SAE AAIGH
t}, o7| M9} L2014} IFRS = #32] 9
o]} FALEQ) 9 7 TAY S AHE AtofA,
IFRS £¢) & ¥AE FAol|Y9 845 5 <3t
AL, PR HEEQ T8 7|eRkEel
TR 7R BRI Bl o, el 7R
< Ho|A| = ZoE Wsio). 2HH, ¥F4] 9
(201602 FU7I9EY 3999<LY FES 53
ojzxA @i BARH 7, 7IdE0] &AM 4
o] Buxl= A oleS S7HIFI7] skl JdH]
45 F9I9U0 ol JPvEeE ERSHAY

592 A%YYF 0 BRITE AL




ol
8
i)
o,
o
ol
iy
%
N
A
6
?

A B
50| 25 WAL B3] ooz S A ool
FHaA50] AEA AXBAY] Fge nd &
oqrHe A AAkt,

A7) A7ANSE A44o] ¥ i ETeE
dflo] e Aoz Beshe £olgEEo] X
A4o] on, £AAAA] FAHor TR
Qe ol YEES AEshe o] 7197
7ol 582 AL AR

shpofele] M0 st 22 S+t
(Rouen et al. 2021)

2 A9t Y-S #=o] = Rouen et al.
(2021)2 EQAAA Aol BaE= 37]0]9 9]
T84 F HRARI Esoly AR S22 s
AE FEo] HToR 245 NI It
N9 37] B3t Adoit= Hoj 2Rt E3F
oZet FEEZ 1Eolo] ARt HA&]o] Higt
ARl JAEAA| L} A E A&k o o7&
Yol Bk, ARAPE JoRE2 0|99 48
A PEA]] EAS S4F 08 FAHE tigst
Az =the 2s o, ol& o8t FAEE
o 2SS B2 F Ya HArh &9
ofu] AU AFAPA F85HA tFoid i
AR ol Aod wff ARt BAZEY] A9 Ei=
Ho7t 7/HhE 4 ok Aol & 9ol ol
410 o|27|7HA] F7]ollA] AASHoF 5t
FEE0| TAIER= Ao A7 it HE
Ao A= 71913t} Rouen et al. (2021)2 o&
HstuAr Ml 7S ol-8slo] nl=7|gES
10-KollA] H]g4lE9lo] sfgots FHES AAA
o2 FF5IgH AR, (1) 71995, ()
s, 3) 3999, @) HE 2 A3 A,
6) BEAE, 6) T22F, (7) £AAKRA Aol 7]
BV O] =02 FEE £9] @) 7[5t H2A]l &5
A EAgRE 9] 53 AEsigin) oj#e FEES

EANA, BITZE L 4] FAE 2 of

flo of

& O

o [

Yzt AGAAZHMDEA)2] WeE Zgtaict

ojzfgt AaT= Y| IARE @ AEAPFAFL
o A Algeitt |4 FW7|dE2 20119
K-TFRSE E=4sHHA FholY9] Ao s w2
=95 AR mEbA Fl ARAIR-AE A=
A& Aokl a0 &8 {110
Rouen et al. 2021)°4 =25 AR 2S 7164
o] &t} I APAFEole= Fgoldo] tE 4
IR BHC} FRpRlES F At A8 Bt
o]& A= K-IFRS E9& AFslo], K-GAAPZ}
t2A ggolgo] Hejgo] uke} 7R W
o] JEAE FHF o7 Aungty, 1 AdE A7
27| Vepdrh R EEy} AgE 2012 782 9 2013
o7|MIgt /Y 2014). FAHCE, ARET AP
(2012} K-IFRS =9 27100 gdo]le] izt et
HESHA] k2 Ad=elM 719 7 Bl ls/gE Al
Kol FALAS AHs] FT YaAdS AERARE
AZEAE 59 A ARERAPIANE 27
K-IFRS Fh<Y FA] 730] EF-Eo1H, FA1H I
A< Fu7t f8olhe 9ol ittt 12
U AZZAoME K-TFRS &Y 2710 AgHog
SAE Y& ST K-GAAP A9 99
4912 %3l5}0] gioky oz Hojd Jh&ele] F7t
A9 Aol BAHOZ Fo3IA] L2 Aoz
gt {8 Q013)°IME 5Ye EAIYAE
7H 2 K-GAAP 4] %ol K-TFRS 9] 271
7140 Aoz osto] FAIRE FYolY 9
7RIS vttt EET HY4(2012)3H=
9 ol A7 AL SRR 22 VSRS
Zk= 7oz Byt o]g% K-IFRS &Y 27|
Fol A9 Wale] wE 7Rx|/g 9] 9ol Thgt
AATE I I8u K-IFRS7F =9 0%
igH o AHojd Ja5Ax|9t Jgelde 77
HG 7ol F9AQ &ol7} Aol tigt A+
HA&H o Y] it ol £ A= K-IFRS
E9 o]& H 7|71 A=E vPEO9 & Rouen et al.
(2021)0lA] w]EAAlERl o2 HolE F= = Hlo|EfH|
o] A0f|A] o] 8753t FES 2Agsto] tiREI”l gt



SRAE 4HEsta, Yol vwsto] n| gt
15 AmEc ®3 Zjzk] A3
ERAE 71F0R T 0|99 YIS, Y&
ol g9, WAHEF} HFHEE w]H S
7t E diEEo] gEAE AR, olgt o7t
7 QAR F710) HigEE £t tE7] fiERlA]|
£ 7R 0= AmEr, ol 22 £ 8 S
A : FHolN9 F7IqEEolRt 24E w51
3710l Hoke WA 84E0l= 5514
ok Aol ApEsEt
H A= Rouen et al. (2021)7} A Al 714
ZHoA tt2¢}, AA], Rouen et al. (2021)°114
AXRE 8709] FEHT} A2 3719] ENe R v
£91Z njofsioirt. o] Hlo[eH|o]A Aol FZH4
o2 A 7153 FHIE A7) giEoltt o]
22 Aol 1) AT Ao|2 7|96 EC] H

Ao gunie Byt gt 4, 193 2) & a7

i

AVEA| o]Q9] W AAS SEoHK] o] WE
of] TAYSk= Aolct. A4, Rouen et al. (2021)0]

T

2 Gololg Tket Yleole] TS ol
FArelE 58S - RaE o X2 B
oleoje] Fa4e] FE sk FASAY =SS =
]9} whe- Zro] §h}, 0|8 B AT Rouen et al.
2021)°] AAT FHEG S AFHoR HFsle=
2 wa

FTHH o, & A7« K-IFRS =9 o1%9 22
A28 o83l ko] olsle] dobel 47ia
A2 BAGO A B9 A4S SARL, e
ololg F4ah= olol R4 HHFT of&eg
EBHoE Aol BA BAY B2 AYFA

gttt

[ 3] elpras 8 upele] djzele] ot Az

2M0| ALZEl 0[2J9] QA

£ Aoiis A o] de4ad wiF <o)
A5 vlaste, 5ol e 52 0|99
Y47} EAIIEA] AR ofE sl &dAKT
A9 F71e0]E FAE, A&, miEFold,
AR, AlEARIo1at T of9] o
2 P70 0]9S dslke 1Rl wet vl 3710l
9] di&elo] EeA AnEn. FU1H R, 7]
09| njFf £019] 57 EeF S7Fsle] 74 98
&F o83 A5 vk 7IEH R AT
FEEY, vhiEFold, WAL 1Y, A%
Aol EAIA AolA FEH AE=

>~

]_

6 | xusses mia s oo 06w 1-32

FE-Z o]8slgrt. <22 Rouen et al. (2021)
oA o]Qle] HjEH AR LR = 5 H|o[E71o]
E(DataGuide) Blo|efHo]A0lA] AFo] 753t 3
ES 71EQolA ALt &]o g Aolsiirt. s
£9& A1) Y8l Rouen et al. (2021)0014] AR
g &ol9] 2AFEE AR

o8 S AER 2 F 87K 2FFHE
5 A T &4 S IS4 A At
ZJolRt 7|ef &Alo] o]§7153t AR motE|glom,
1 HE Ao AAIRE Y82 th3 (Table 1)l
AXBITE. wEbA 2 Atollx] ARgSlE Sl
3710l YollA QJeitEde], FHAIEE] ¢ 7]et
FAQAEA S AT R R HojHr)




(Table 1) Rouen et al. (2021)2] £0|2] XXst=H X|22| 0|27KsAM ZHE

=09 XMEI= 0I87I5d o% DataGuide B4 FC
1 ey e &4 X n/a
2 A #E &4 o) 915} 7H#142](M000906023)
3 FEAR R &4 o) FTAREL2(M000907005)
4 H/AA B &4 X n/a
5 Aa = &4 X n/a
6 TR I &4 X n/a
7 AL Hegt 71e &4 o) 71EH9 Y 212 (M000906027)
8 7et &4 X n/a

Note: This table describes various categories of income statement items that are used for the adjustments of net
income as reported by Rouen et al.(2021) and the availability of the data for computing the adjustment items in
the DataGuide database.
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(Table 2) QAUSAHZ - 0[2l9] K=& 24 (N=16,715)

Panel A. 7IE8AHE (H9: Ma/F)

Variable Mean Std. P10 P25 P50 P75 P90
NI 1.274 4.357 -0.660 -0.109 0.201 0.981 3.444
or 1.324 3.732 -0.274 0.000 0.229 0.995 3.352
NON_OI -0.126 1.442 -0.755 -0.215 -0.03 0.051 0.333
CORE 1.260 3.980 -3.892 -0.477 -0.062 0.196 0.958
NON_CORE -0.046 0.838 -0.381 -0.088 -0.004 0.035 0.203
GM 5.541 14.399 0.060 0.352 1.190 3.530 12.082
NON_GM -4.382 11.962 -8.863 -2.762 -0.996 -0.370 -0.128
PTIT 1.230 4.082 -0.575 -0.076 0.191 0.952 3.337
NON_PTI -0.014 0.207 -0.051 0.000 0.000 0.000 0.002
cor 1.215 4.108 -0.634 -0.102 0.200 0.962 3.375
NON_COI -0.002 0.147 0.000 0.000 0.000 0.000 0.000

Panel B. AM2HHA|

] [2] [3] [4] [5] 6]

(1] NI 1.00

(2] or 0.87 1.00

(3] NON_OI 0.34 -0.05 1.00

[4] CORE 0.93 0.95 0.13 1.00

[5] NON_CORE 0.22 -0.08 0.71 -0.05 1.00

[6] GM 0.72 0.83 -0.07 0.78 -0.08 1.00

(7] NON_GM -0.53 -0.68 0.22 -0.61 0.19 -0.95

(8] PTI 0.97 0.90 0.27 0.96 0.14 0.75

9 NON_PTI 0.18 0.02 0.37 0.06 0.38 -0.02

[101 cor 0.97 0.90 0.28 0.96 0.14 0.74

[11] NON_COI 0.14 0.01 0.27 0.01 0.38 0.01
(71 [8] [9] [10] N1l

(7] NON_GM 1.00

(8] PTI -0.56 1.00

9 NON_PTI 0.09 0.06 1.00

[10] cor -0.55 1.00 0.08 1.00

[11]  NON_COI 0.03 0.02 0.83 0.02 1.00

Note: This table presents the summary statistics of the variables used for empirical analyses in Section Ill. Panel A

presents the descriptive statistics of the variables. Panel B presents the Pearson correlations among the variables,
where figures in bold indicate statistical significance at the 5% level. The definitions of the variables are provided
in the Appendix.
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vehdth. F Ag7t BFE oot 22 37149
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A&k Aol fomsitt= A Julght. B8 Of
9] ulgo]e] dj&Ee NON OFI Hl3 FolsHA &
2 202 YethASEe] #0]=0.351; p-val-
ue0.001). o]t Aik= FP&o] FHdEQR
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(NON_CORBP9] mljo|Y] d&8< v|wet 2=
FALEQR Y9 Aol gAZ AR &,
CORE 9 NON_CORF= B5 SAZo=7 {93t
FZA w#oldE &AL COREY &Y
(0.846)°] NON_CORE®] 5¥(0.448)Er} B&
=2 Ao7 yehyrh

(Table 3) 0|2jo] M4 Oj2{0]2o| oI5

Dep. Variable= Nz
Model= (1 V)] 3 @ () 6)
Ol-; 0.875%*
(48.05)
NON_OI-; 0.524™*
(9.87)
CORE;-; 0.846***
(42.94)

2) o 7I2R[E(E)]2 HESO0IARFEE)] 2 HAMIATEARH[S@) 0= 2 Xehd0] RS =2 A= LERS
0 ASAMGEADH[HG)| k= 2 ME0] RsH R2 A= LML 0[2{3 Zik= SHAIYEQI9| HIF0| MBI H<
IHEE0|20|Lt HAMAIATES B2 12{5HX| QT2 G71220] 0219 £0|2S KIFct= Ol REE == AUSS AL

3) Rouen et al. (2021)2 SHHEQI0] CHRIHQ! MMEHR|LCE DfEUE LESH OIFBICE XAS 210 =29 £HS aHnlad
1} HIS#ME0l0f FRAC HHH, 2 A0 stz JGRlo] 021012 oIEH 2t RES 71 4+ VI & SEXIE HlW-

s, T L

S5 20 ZMS F1 =02 MBI,

=
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Dep. Variable= Ni;
Model= (1) @ 3 @ (6) (6)
NON_CORE,; 0.448***
(5.85)
GM,-; 0.477%*
(13.53)
NON_GM;-; 0.348%**
(7.90)
PTl-; 0.274***
(5.68)
NON _PTI-; 1.162%*
3.1D)
COI-; 0.790%**
(38.11)
NON_COI; 2.357%
6.17)
NI 0.741%**
(35.33)
Vuong test of comparing each column against Model (1)
Z-statistic 0.135 -6.515 -10.738 -2.353 -3.714
p-value 0.893 0.000 0.000 0.019 0.000
Vuong test of comparing each column against Model (2)
Z-statistic -0.135 -6.241 -10.696 -3.458 -4.695
p-value 0.893 0.000 0.000 0.001 0.000
Vuong test of comparing each column against Model (G)
z-statistic 3.714 4.695 -2.455 -8.688 2.773
p-value 0.000 0.000 0.014 0.000 0.006
Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Observations 16,715 16,715 16,449 16,715 16,715 16,715
Adjusted R? 0.645 0.646 0.572 0.366 0.622 0.604

Note: This table presents the results of estimating equations (1)-(6) using an ordinary least square regression to
examine the predictive ability of various earnings components for future net income. The fitness of each model is
assessed with Vuong's (1989) tests, where each model is compared against the baseline models (1) and (2).
Numbers in parentheses are t-statistics calculated with standard errors clustered by firm. *** ** and * indicate
statistical significance at the 1%, 5%, and 10% levels, respectively.
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1%(top-decile group) ZEZT] L& w35}l
319] 4129 I1F(bottom-decile group) ZEZT]
25 viEsts FAREE Q9] £AELS A
o} 59| FAIAR] ALt WAL Appendix©l AA
Ho] Stk AEY 15 FAAEY FHaol o
g BAA Fode ZEET Q9] A7ES] H
Akt 327171 tisiA] olF Bk #E
QA= 5t AFE ~EAFE HIge R Bt
(Rouen et al. 2021).7

L =

(Table 4)°l| B35}t 94 (Panel AoM+= F
8 W55 715 AZES AL F7HedE
EAofAf= o]9] 449 a3 AR 1 7149
THE 1% "t glous 7t o]Qlo] g8 AE
< e R WYie S ol85i9it) BE 7|95
HaA02 127019 B AE(BHRETS 16.6%0]
o, AAZAFAEMARED S 5.8%, 719FEZH
FAE(SARET —1.5%%] Ao2 Yehdt}. (Panel
BYoll AAE W 7 ATTHARIAE Al 7] 579
F7159E g7t oA FHY IS Hol=

422 6B Aoz vepyirt. 1 ojele] w4Eo] s Sol
3t o] A=A AA710l A BAVT ARt A
FAeolg Bao] ST BEY AEATS e
(Table 4) QUASHHE - F7I+AEEM (N=13,564)
Panel A. 7|&SH 2
Variable Mean Std. P10 P25 P50 P75 P90

BHRET 0.166 0.641 -0.402 -0.226 0.000 0.351 0.922
MARET 0.058 0.495 -0.409 -0.240 -0.045 0.220 0.615
SARET -0.015 0.462 -0.443 -0.295 -0.112 0.133 0.494
NI TA 0.002 0.110 -0.115 -0.016 0.021 0.056 0.095
Ol TA 0.018 0.069 -0.056 0.000 0.024 0.053 0.088
NON_OI[ TA -0.016 0.108 -0.061 -0.019 -0.004 0.006 0.018
CORE_TA 0.011 0.083 -0.081 -0.009 0.021 0.054 0.092
NON_CORE_TA -0.008 0.094 -0.035 -0.008 0.000 0.003 0.011
SIZE 18.787 1.384 17.305 17.831 18.530 19.448 20.680
BTM 1.138 0.954 0.274 0.491 0.876 1.477 2.287
MOMENTUM 0.055 0.497 -0.413 -0.247 -0.047 0.217 0.608
SH_TURNOVER 0.015 0.023 0.001 0.003 0.007 0.017 0.037
7) Sloan (1996)2] STk SAEIL 1280] SEEE= 7|HYENUS HHCE HEELR $AUE BME oI, 0| 32 S
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AlEHO
Ho T

=g ZEET
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Panel B. A2

[l [2] 3] [4] (5] (6] (71

(11  BHRET 1.00

21  MARET 0.86 1.00

Bl SARET 0.82 0.94 1.00

4 NLTA 0.02 0.04 0.08 1.00

(5] OLTA -0.00 0.02 0.06 0.84 1.00

[6]  NON O TA 0.03 0.04 0.06 0.59 0.24 1.00

(7] CORE_TA -0.00 0.02 0.07 0.90 0.93 0.36 1.00

8] NON_CORE_TA 0.03 0.04 0.05 0.46 0.17 0.92 0.19

Ol  SIZE -0.15 -0.13 0.01 0.25 0.25 0.11 0.26

[10] BTM 0.17 0.09 0.05 0.08 0.00 0.09 0.03

(111  MOMENTUM -0.15 -0.05 -0.04 0.17 0.18 0.06 0.18

[12] SH TURNOVER -0.06 -0.09 -0.11 -0.20 -0.17 -0.12 -0.18
(8] [ [10] [11]

[8]  NON_CORE TA 1.00

Ol SIZE 0.08 1.00

[10] BTM 0.07 -0.11 1.00

(111  MOMENTUM 0.04 0.15 -0.27 1.00

[12] SH TURNOVER -0.09 -0.18 -0.23 0.22

Note: This table presents the summary statistics of the variables used for empirical analyses in Section V. Panel A
presents the descriptive statistics of the variables. Panel B presents the Pearson correlations among the variables.
Numbers in bold are statistically significant at the 5% level. The definitions of the variables are provided in the
Appendix.
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A2 AOo=E Yehgrt o]z’ 3= Rouen et al.
o21)elA s 7oVt @t YA|sHA| Y=t
2357 I FAARA = A& njgo|o
A& tfgt F4EES{(under-reaction)o] UERE
o7} 39| sfianEl= I FH F7H2lE0]
AQEE Ao Fj4Hrt9)
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=
=

B

4 4N fo 10
to 12

of ZEZE2R9| FII2E B4

Panel A. SY&2(OL TAN 7=t HEH 18 ZEEZR9 FIIeAUSE

Ol TA BHRET MARET SARET

Deciles Mean t-stat. Mean #-stat. Mean t-stat.
1 (Bottom) -0.014 (-0.147) -0.089* (-2.323) -0.137** (-2.51)
2 0.098 0.731) 0.002 (0.05) -0.024 (-0.738)
3 0.066 0.757) 0.004 (0.118) -0.018 (-0.503)
4 0.075 (0.776) -0.009 (-0.445) -0.020 (-0.979)
5 0.086 (0.634) -0.004 (-0.096) -0.019 (-0.512)
6 0.098 (0.718) 0.004 (0.104) -0.008 (-0.207)
7 0.006 (0.06) -0.075** (-2.779) -0.087** (-3.184)
8 0.113 (1.08) 0.026 (1.59) 0.016 (1.005)
9 0.143 (1.425) 0.053 (1.524) 0.042 (1.205)
10 (Top) 0.089 (1.236) 0.025 (0.588) 0.012 (0.301)
Top-Bottom 0.103 (1.711) 0.114* (2.077) 0.149* (2.359)
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Panel B. SYLIE2A(NON_O/ TAM 718t MEH 1E ZEERRS| FII+USE

NON_O/_TA BHRET MARET SARET

Deciles Mean f-stat. Mean t-stat. Mean f-stat.
1 (Bottom) -0.004 (-0.048) -0.079* (-1.992) -0.113** (-2.85)
2 0.069 (0.400) -0.047 (-0.817) -0.072 (-1.385)
3 0.157 (1.136) 0.058* (2.006) 0.040 (1.477)
4 0.074 (0.708) -0.007 (-0.193) -0.020 (-0.602)
5 0.104 (0.965) 0.015 (0.500) 0.009 (0.255)
6 0.081 (0.819) 0.002 (0.031) -0.011 (-0.215)
7 0.072 (0.632) -0.006 (-0.201) -0.020 (-0.607)
8 0.108 (1.051) 0.031 (0.911) 0.017 0.524)
9 0.072 0.757) -0.003 (-0.098) -0.019 (-0.579)
10 (Top) 0.063 0.722) -0.008 (-0.181) -0.025 (-0.551)
Bottom-Top -0.066 (-0.936) -0.071 (-1.253) -0.088 (-1.52)

Note: This table presents the value-weighted buy-and-hold (BHRET), market-adjusted (MARET), and size-adjusted
(SARET) returns of the decile portfolios. On the portfolio formation date (i.e., three months after the fiscal year
end), firms are sorted into decile groups based on operating income scaled by total assets (O/_74) in Panel A and
on non-operating income scaled by total assets (MON_O/_TA) in Panel B. In both Panels, the decile groups are
formed with the breakpoints determined by the distribution of O/ 74 or NON_O/[_TA in the prior fiscal year. The
value-weighted returns are measured for 12 months following the portfolio formation date. The last row in gray
presents the mean returns of hedge portfolios taking a long (short) position in stocks in the top decile and a short
(long) position in stocks in the bottom decile in Panel A (B). Numbers in parentheses are t-statistics from
two-tailed tests, where the statistics are based on t-distribution with the degree of freedom equal to 7 (i.e., the
number of sample years less one). *** ** and * indicate statistical significance at the 1%, 5%, and 10% levels,

respectively.
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(Table 6) SHALQN(CORE TAS EE2SH IEED|Q9| FIIrE 2M
Panel A. SHMEO(CORE_TAM 71x8t M2 18 ZEEZ|QQ| FIILAUE
CORE_TA BHRET MARET SARET
Deciles Mean t-stat. Mean t-stat. Mean t-stat.
1 (Bottom) -0.029 (-0.277) -0.113* (-2.357) -0.148* (-2.257)
2 0.055 (0.475) -0.029 (-0.878) -0.063* (-1.979)
3 0.097 (0.884) 0.029 0.673) 0.001 (0.017)
4 0.105 (0.896) 0.016 (1.046) 0.003 (0.182)
5 0.103 (0.744) 0.007 (0.135) -0.005 (-0.106)
6 0.036 (0.3006) -0.046 (-1.827) -0.059** (-2.460)
7 0.082 (0.733) -0.006 (-0.157) -0.019 (-0.550)
8 0.097 (0.866) 0.003 0.127) -0.003 (-0.149)
9 0.141 (1.517) 0.058* (1.919) 0.041 (1.443)
10 (Top) 0.076 (1.153) 0.012 0.279) 0.003 (0.068)
Top-bottom 0.105 (1.288) 0.125 (1.88) 0.150* (1.957)
Panel B. H|ZYULO(NON_CORE_TAM 7|1%5t 29 18 ZEED|Q0| XI|4QE
NON_CORE_TA BHRET MARET SARET
Deciles Mean t-stat. Mean t-stat. Mean t-stat.

1 (Bottom) 0.098 (0.629) -0.014 (-0.337) -0.046 (-1.238)
2 0.049 (0.438) -0.036 (-1.312) -0.053* (-2.276)
3 0.139 (1.265) 0.049 (1.315) 0.036 0.932)
4 0.111 (0.963) 0.017 (0.701) 0.011 (0.383)
5 0.066 0.671) -0.015 (-0.525) -0.026 (-0.919)
6 0.064 (0.652) -0.009 (-0.436) -0.022 (-1.030)
7 0.132 (1.288) 0.054* (2.125) 0.041 (1.853)
8 0.062 0.517) -0.025 (-0.884) -0.038 (-1.522)
9 0.081 (0.670) -0.005 (-0.225) -0.021 (-1.137)
10 (Top) 0.110 (1.327) 0.034 (0.613) 0.009 (0.159)
Bottom-Top -0.012 (-0.126) -0.048 (-0.596) -0.055 (-0.675)

Note: This table presents the value-weighted buy-and-hold (BHRET), market-adjusted (MARET), and size-adjusted

(SARET) returns of the decile portfolios. On the portfolio formation date (i.e., three months after the fiscal year
end), firms are sorted into decile groups based on core earnings scaled by total assets (CORE_TA) in Panel A and
on non-core earnings scaled by total assets (NMON_CORE_TA) in Panel B. In both Panels, the decile groups are
formed with the breakpoints determined by the distribution of CORE TA or NON_CORE_TA in the prior fiscal year.
The value-weighted returns are measured for 12 months following the portfolio formation date. The last row in
gray presents the mean returns of hedge portfolios taking a long (short) position in the top decile and a short
(long) position in stocks in the bottom decile in Panel A (B). Numbers in parentheses are #-statistics from
two-tailed tests, where the statistics are based on t-distribution with the degree of freedom equal to 7 (i.e., the
number of sample years less one). *** ** and * indicate statistical significance at the 1%, 5%, and 10% levels,
respectively.
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(Table 7) 0|74 Q40t DIF7IRAUS CLHSEIFRA(WLS)

Dep. Variable = BHRET MARET SARET
m @ ® @ (5) ©)
O TA 0.675** 0.650%** 0.666***
(3.00) (2.96) (3.18)
NON _OI TA -0.030 -0.028 -0.019
(-0.48) (-0.47) (-0.33)
CORE_TA 0.628*** 0.599%* 0.614™**
(3.13) (3.07) (3.27)
NON_CORE_TA -0.065 -0.058 -0.050
(-0.99) (-0.96) (-0.84)
SIZE -0.009 -0.010 -0.004 -0.005 0.000 -0.001
(-1.46) (-1.59) (-0.74) (-0.88) 0.02) (-0.13)
BTM 0.011 0.010 0.001 0.000 -0.002 -0.003
(0.78) (0.75) (0.10) (0.03) (-0.21) (-0.29)
MOMENTUM -0.080"*  -0.079** -0.071*  -0.070™*  -0.080**  -0.079™**
(-2.59) (-2.55) (-2.70) (-2.66) (-2.83) (-2.79)
SH_TURNOVER -1.663** -1.634*  -1.122*™ -1.099**  -1.158%  -1.135*
(-2.46) (-2.41) (-2.02) (-1.97) (-2.07) (-2.02)

Vuong test of comparing the model with OI against the model with CORE

Z-statistic -0.367 -0.342 -1.205

p-value 0.714 0.732 0.228

Year FE Yes Yes Yes Yes Yes Yes
Observations 13,564 13,564 13,564 13,564 13,564 13,564
Adjusted R? 0.370 0.370 0.024 0.024 0.030 0.031

Note: This table presents the results of estimating equations (7) and (8) using a weighted least square regression to
examine the association between earnings metrics and future stock returns measured with buy-and-hold (BHRET),
market-adjusted (MARET), or size-adjusted (SARET) returns. Earnings metrics of interest are operating income
(OLTA) and non-operating income (NON_O/ TA) in columns (1), (3), and (5) and core earnings (CORE_TA) and
non-core earnings (WON_CORE_TA) in columns (2), (4), and (6). The fitness of each model is assessed with
Vuong's (1989) tests. where models (1), (3) and (5) are compared against models (2), (4), and (6), respectively.
Numbers in parentheses are f-statistics calculated with standard errors clustered by firm. ***, ** and * indicate
statistical significance at the 1%, 5%, and 10% levels, respectively.
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(Table 8) O|A7HQA0 7|83t REZZ|Q9| J7|F7I2SE
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LOED

o2t Avk= I
(NON_CORE_TA)
™ 1 A3 A AV

Panel A. JA&Q(OL TAN 718t MES I8 ZEE2|Q9 YIIF7I2s
Ol TA BHRET_CONT MARET_CONT SARET_CONT
Deciles Mean t-stat. Mean t-stat. Mean t-stat.
1 (Bottom) 0.207 (1.063) 0.169 (1.392) 0.117 (0.741)
2 0.031 (0.459) 0.029 (1.48) 0.020 (0.5406)
3 0.098 (1.008) 0.105 (1.191) 0.104 (1.014)
4 0.041 (0.609) 0.050 (1.501) 0.031 (0.984)
5 0.046 (0.938) 0.049* (2.279) 0.036 (1.558)
6 0.055 (1.759) 0.071** (2.579) 0.050* (2.003)
7 0.070 (1.577) 0.079** (2.869) 0.062* (2.148)
8 0.108™* (3.358) 0.119% (4.204) 0.106™** (4.149)
9 0.189* (2.243) 0.189** (3.159) 0.175** (3.031)
10 (Top) 0.203** (3.653) 0.211% (6.181) 0.204** (5.646)
Top-Bottom -0.004 (-0.026) 0.042 (0.369) 0.087 (0.554)
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Panel B. ZRIQIAQNON. O TAO 753 M2 18 EEE2|Q0| HI|5yl40lE

NON_O/_TA BHRET CONT MARET._CONT SARET _CONT
Deciles Mean t-stat. Mean t-stat. Mean t-stat.
1 (Bottom) 0.089 (1.128) 0.076 (1.423) 0.034 (0.593)
2 0.219 (1.717) 0.203** (2.519) 0.181* (1.898)
3 0.111* (2.147) 0.113% (4.52) 0.102% (4.321)
4 0.104 (1.5206) 0.111** (2.574) 0.100* (2.225)
5 0.152 (1.712) 0.149** (2.706) 0.139** (2.455)
6 0.039 (0.894) 0.052** (2.376) 0.035 (1.693)
7 0.180* (1.945) 0.177* (2.603) 0.177* (2.269)
8 0.118* (2.043) 0.129* (2.526) 0.109* (2.243)
9 0.100 (1.583) 0.110™ (2.699) 0.094** (2.429)
10 (Top) 0.099* (2.059) 0.109** (2.621) 0.094* (2.353)
Bottom-Top -0.010 (-0.137) -0.033 (-0.558) -0.060 (-0.896)

Note: This table presents the value-weighted contemporaneous buy-and-hold (BHRET_CONT), market-adjusted
(MARET_CONT), and size-adjusted (SARET_CONT) returns of the decile portfolios. On the portfolio formation date
(i.e., three months after the previous fiscal year end), firms are sorted into decile groups based on operating
income scaled by total assets (O/.74) in Panel A and on non-operating income scaled by total assets
(MON_O[_TA) in Panel B. In both Panels, the decile groups are formed with the breakpoints determined by the
distribution of O/ 7A or NON_O/_TA in the prior year. The value-weighted returns are measured for 12 months
following the portfolio formation date. The last row in gray presents the mean returns of hedge portfolios taking a
long (short) position in the top decile and a short (long) position in stocks in the bottom decile in Panel A (B).
Numbers in parentheses are #-statistics from two-tailed tests, where the statistics are based on #distribution with
the degree of freedom equal to 7 (i.e., the number of sample years less one). *** ** and * indicate statistical
significance at the 1%, 5%, and 10% levels, respectively.
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(Table 9) 0|21dQAL} F7IF7|HAUE CLISSIHEM(WLS)

Dep. Variable = BHRET_CONT MARET_CONT SARET_CONT
Q) (@3] @) @) (5) 6
OLTA 1.654 1.566*** 1.580%**
(10.57) (11.70) (11.34)
NON_OI_TA -0.046 -0.015 -0.020
(-0.68) (-0.25) (-0.32)
CORE_TA 1.427% 1371 1.373"*
(10.59) (11.71) (11.49)
NON_CORE_TA -0.050 -0.021 -0.024
(-0.73) (-0.33) (-0.39)
SIZE -0.019%  -0.021%" -0.014™  -0.016™*  -0.011** -0.013**
(-3.47) (-3.56) (-2.47) (-2.65) (-2.08) (-2.27)
BTM 0.027* 0.023* 0.023* 0.019 0.018 0.014
(2.18) (1.79) (1.95) (1.61) (1.46) (1.11)
MOMENTUM -0.082"*  -0.079**  -0.070"*  -0.068**  -0.080™*  -0.078**"
(-3.00) (-2.88) (-3.00) (-2.90) (-3.21) (-3.10)
SH_TURNOVER -0.736 -0.941* -0.825* -0.996**  -0.766 -0.950*

(-1.33) (-1.65) (-1.84) (-2.12) (-1.59) (-1.88)

Year FE Yes Yes Yes Yes Yes Yes
Observations 13,105 13,105 13,105 13,105 13,105 13,105
Adjusted R? 0.159 0.154 0.070 0.067 0.077 0.074

Note: This table presents the results of estimating equations (7) and (8) using a weighted least square regression to
examine the association between earnings metrics and contemporaneous stock returns measured with
buy-and-hold (BHRET_CONT), market-adjusted (MARET_CONT), or size-adjusted (SARET_CONT) returns. Earnings
metrics of interest are operating income (O/_74) and non-operating income (NON_O/_TA) in columns (1), (3), and
(5) and core earnings (CORE_TA) and non-core earnings (NON_CORE_TA) in columns (2), (4), and (6). Numbers in
parentheses are t-statistics calculated with standard errors clustered by firm. *** ** and * indicate statistical
significance at the 1%, 5%, and 10% levels, respectively.
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(Table 10) O|2l7+dQ4e} OFII2lE THEEIFIEA(OLS)

Dep. Variable= BHRET MARET SARET
(1) ) ©)] 4 (5) (6)
Ol TA 0.23 7 0.220%* 0.298***
2.67) (2.81) (3.89)
NON_O[ ' TA 0.202%** 0.188™** 0.182%**
(3.25) (3.42) (3.40)
CORE_TA 0.2937** 0.265™* 0.323%**
(4.06) (4.20) (5.20)
NON_CORE_TA 0.173** 0.167*** 0.161**
(2.42) (2.62) 2.57)
SIZE -0.057*** -0.058*** -0.050™"** -0.051%* -0.006** -0.006**
(-15.90) (-16.10) (-16.00) (-16.20) (-2.20) (-2.37)
BTM 0.027%** 0.026™** 0.016™** 0.016™ 0.007* 0.007
4.57) (4.59) (3.54) (3.55) (1.66) (1.62)
MOMENTUM -0.040™** -0.04 1% -0.028™** -0.029%*** -0.023** -0.024
(-4.00) (-4.18) (-3.02) (-3.18) (-2.56) (-2.71)
SH_TURNOVER -2.301%* =2.277%* -2.044%* -2.024%* -1.751%** -1.734%*
(-9.78) (-9.70) (-10.42) (-10.35) (-9.29) (-9.21)
Year FE Yes Yes Yes Yes Yes Yes
Observations 13,564 13,564 13,564 13,564 13,564 13,564
Adjusted R? 0.282 0.282 0.061 0.061 0.015 0.016

Note: This table presents the results of estimating equations (7) and (8) using an ordinary least square regression to
examine the association between earnings metrics and future stock returns measured with buy-and-hold (BHRET),
market-adjusted (MARET), or size-adjusted (SARET) returns. Earnings metrics of interest are operating income
(OLTA) and non-operating income (NON_O/_ TA) in columns (1), (3), and (5) and core earnings (CORE_TA) and
non-core earnings (NON_CORE_TA) in columns (2), (4), and (6). Numbers in parentheses are tstatistics calculated
with standard errors clustered by firm. *** ** and * indicate statistical significance at the 1%, 5%, and 10%
levels, respectively.
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(Appendix) Definitions of variables

Variables Definitions

NI = Net income per share.

or = Operating income per share.

NON_OI = Non-operating income per share, calculated as N-OL

CORE = Core earnings per share, calculated as net income less foreign-currency-related
net income less discontinued-operations-related net income less other
non-operating net income scaled by the number of shares outstanding.

NON_CORE = Non-core earnings per share, calculated as N-CORE.

GM = Gross margin per share, calculated as sales revenues less cost of goods sold
scaled by the number of shares outstanding.

NON_GM = NFGM.

PTT = Pre-tax income from continuing operations scaled by the number of shares
outstanding.

NON_PTT = NFPTIL

Ccor = Income from continuing operations scaled by the number of shares
outstanding.

NON_COI = NFCOL

RET = Either BHRET, MARFET, or SARET.

BHRET = Buy-and-hold return measured for the 12-month period beginning three
months after the fiscal year end, i.e, from April 1st in year t+1 to March 31st
in year t+2.

MARET = Market-adjusted return measured for the 12 months beginning three months
after the fiscal year end, which is calculated as the buy-and-hold annual
return (BHRET) less the value-weighted market return measured for the
corresponding 12-month period.

SARET = Size-adjusted return measured for the 12 months beginning three months after
the fiscal year end, which is calculated as the buy-and-hold annual return
(BHRET) less the value-weighted return on a benchmark size portfolio
measured for the corresponding 12-month period, consisting of firms that
belong to the same decile group determined with the firms market
capitalization as of the end of each prior month.

NI TA = Net income scaled by total assets.

O[ TA = Operating income scaled by total assets.

NON O TA = N[ TA-OI[ TA.

CORE_TA = Net income less foreign-currency-related net income less
discontinued-operations-related net income less other non-operating net
income scaled by total assets.

NON CORE TA = N[ TA-CORE TA.

SIZE = Natural logarithm of the market value of equity measured prior to the return
measurement window.

BTM = Ratio of book value of equity to market value of equity.

MOMENTUM = Buy-and-hold return measured for the 12-month period ending three months

SH TURNOVER

after the fiscal year end.
Average of daily share turnover measured for the 6-month period ending three
months after the fiscal year end.
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An Empirical Evaluation of Investment Strategies
Based on Core Performance Measures

Hee-Yeon Sunwoo® (Sejong University)
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Abstract

Separating transitory components from recurring components of earnings is a primary task
in financial statement analysis. A recent study by Rouen et al. (2021) uses a proprietary database
compiled by New Constructs and evaluate whether their earnings measure after excluding transitory
components from GAAP earnings has incremental explanatory power for future earnings. They
show that their “core” earnings measure (as referred to in Rouen et al. (2021)) is more persistent
than Compustat-defined operating income, suggesting that a core earnings measure effectively
excludes transitory (i.e., less persistent) components of GAAP earnings. They also find that investors
and financial analysts do not immediately incorporate the differential implications of the recurring
and non-recurring components of earnings into stock prices, and that a trading strategy based
on their non-core earnings components yields annual abnormal return of 8%.

Given the findings of Rouen et al. (2021), it is an empirical question whether a core earnings
measure distinguishes between recurring and transitory components of earnings more effectively
than do other earnings measures in countries outside the U.S. In this study, we follow the procedure
outlined in Rouen et al. (2021) and attempt to exclude the non-recurring components from
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net income of Korean listed firms. Specifically, we identify the non-recurring components of
earnings from the DataGuide database and estimate a core earnings measure by excluding from
net income (1) currency fluctuations, (2) discontinued operations, and (3) gains and losses labeled
as ‘other” on the income statement. We then compare the persistence and return predictability
of core earnings and various commonly used adjusted income measures such as operating income,
gross margin, income before income taxes, and income from continuing operations of Korean
firms listed in KOSPI and KOSDAQ from 2012 to 2020.

The results suggest that operating income is most persistent, followed by core earnings, income
from continuing operations, gross margin, and income before income taxes when predicting
one-year ahead net income. We further report that both non-operating income (i.e., net income
minus operating income) and non-core earnings (i.e., net income minus core earnings) have
some information contents in that they are predictive of one-year ahead net income with smaller
magnitudes compared to their counterparts. Portfolio analyses based on operating income and
core earnings show that both measures are predictive of future stock returns, implying that
investors in the Korean stock market act as if they fail to fully incorporate the information
contained in the transitory and permanent components of current earnings into stock prices,
similar to the findings of Rouen et al. (2021). Our results confirm that 1) operating income
and core earnings are comparably superior to other adjusted earnings measures as key performance
indicators of a firm and 2) a trading strategy based on these measures yields profitable returns
in the Korean stock market.

Our results should be interpreted with caution. While Rouen et al. (2021) indicate that New
Constructs uses both fundamental analysis and machine learning to extract transitory components
of earnings, the core earnings measure used in this study only utilizes the income statement
items readily available from the DataGuide database for Korean listed firms. A procedure that
closely replicates Rouen et al. (2021) (including machine learning) may yield a core earnings
proxy with improved persistence and future earnings predictability by distinguishing between
transitory and permanent components of earnings more effectively. Despite the differences in
the measurement, our results suggest that operating income is comparable to core earnings
in terms of earnings and return predictability without considering a machine-learning algorithm
for estimating core earnings. Given that implementation of a machine-learning algorithm could
be costly, operating income could be an effective alternative to core earnings. Future research
is warranted to further establish a cost-effective measurement of permanent components of
earnings.

Keywords : core earnings, earnings persistence, operating income, return predictability
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