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Summary

This paper examines the relationship between the beginning or ending net asset conservatism and earnings
conservatism, and the relationship between the change of net asset conservatism and earnings conservatism
is also examined. Net asset conservatism is measured using Market-to-Book Ratio and earnings
conservatism is measured using the model developed by Basu (1997). Following Roychowdhury and Watts
(2007), which state that the economic rents might make conservatism measures have biases, conservatism
are measured over both in short (one period) and long window (three periods).

The results of the test show that firms with high degree of the beginning net asset conservatism have lower
degree of earnings conservatism of the period. Further, the results also indicate that earnings are
conservative, if the degree of net asset conservatism conservatively changes from the beginning to the
ending of the period. This evidence is held in measuring conservatism over three periods, and suggests that
net asset conservatism and earnings conservatism are interrelated each other.
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x®1 EFREE

MBR, 1) MBR, AMBR, vy Xewd/ MV, ) Ry DR,,, Obs.
JNZJVA : 1 period
Mean 1.789 1.721 -0.068 0.008 0.168
Median 0.945 0.996 0.021 0.042 0.046
Std. 28.685 28.653 40.260 0.253 0.585
Total 2878 (43.9%) 6553
JNZJUB : 3 periods
Mean 1.464 1.996 0.533 0.042 0.399
Median 0.833 1.055 0.082 0.094 0.197
Std. 2442 38.497 38.562 0.487 1.006
Total 1293 (35.7%) 3622
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average 2001 2003 2004 2005
R_MBR,, &S > 2 - % 7W)
R 0.03 0.08 -0.06 0.08** 0.13**
R - Rank 0.00 -0.01 0.02 0.00 -0.01*
R - DR 045 0.52"* 1.20* 1.23"* -1.28 0.60*
R+ DR - Rank -0.02 -0.04 -0.12" -0.13* 0.24 -0.04
adj. R 0.19 013 0.22 0.11 0.20
R_MBR, iks5 >z - 7))
R 013 0.01 0.25** 0.12 0.11* 0.14*
R - Rank -0.01 0.01 -0.03* -0.01 -0.01* -0.01*
R - DR -0.11 0.00 056" 0.32* -154 0.10
R - DR - Rank 0.06 -0.01 -0.05* -0.02 0.37 0.01
adj. R? 0.12 0.04 0.11 0.12 0.13
R_AMBR,,, (E8lE7 27 - % 7))
R 0.16 -0.03 0.08 0.11* 0.39*
R+ Rank 0.00 0.01 0.00 0.00 -0.02***
R - DR 0.24 0.10 0.26 047 0.11
R - DR - Rank 0.00 0.00 0.09* 0.11* -0.2 -0.01
adj. R 0.30 0.08 041 017 041

) RCBHES 7 AN, WRS U7 c U TN, BIOEHES Y2 - U TNVOFEELRERIZOWT, P
WL BEORRERL TV S, K FEDad). RIGHBIERBHEARERETH 5, Panel BIZIZ, FEROAHEK

HEERL TS, ™, = *BEhgh () 1%,

5%, 10%DHEKETH D, B, BEHELBD 20 K%
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TEDOWETIET I AL <A FADMEDRIELT
Wb, 2% ), INLOGHTIE, AT %8
U CEBANGMEREZDZENTERDPSDT
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FETLIHE LT RTOBRBEEATH, 10%LL
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KoV 7 -y TINVEHhbE, R DR - Rankd
BRECEH 006 TH 0 . ETE OHEEMD E&THS
TIATHbB, 6T, EWRZ > 7 - F TV
DFER%EMD L R - DR - Rank DRECE130.17
THY. ETLIHE LB TRTAET T A

Thbo UEDXHIT, BHL ¥+ OEEDEIK
ENTWBEEZLND 3HHOGHTOMA, &
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52 EOEEMARE L TV D,
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average 2001-2003 2002-2004 2003-2005
R _MBR,, s> 2 - % 7N)
R 0.04 -0.20 0.10* 0.22%+*
R - Rank 0.02 0.07 0.01 -0.01*
R - DR 2.06 176" 1.62* 279"
R - DR - Rank -0.20 -0.20* -0.16* -0.25"
adj. R 0.22 0.28 0.16 0.23
R _MBR, K52 - %> 7))
R 0.29 053" 0.17* 017"
R - Rank -0.03 -0.06 -0.01 -0.01
R - DR -0.23 -0.15 -0.08 -0.46
R - DR - Rank 0.06 0.05 0.02 0.12*
adj. R? 0.11 0.09 0.07 0.16
R_AMBR,;, EBET > 2 - %27 W)
R 111 268" 0.42" 0.21*
R - Rank -0.09 -0.25* -0.02" 0.00
R - DR -0.71 -2.05* -0.16 0.08
R - DR - Rank 0.17 0.35** 0.07 0.09
adj. R 0.31 0.42 0.23 0.28
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