
CHAPTER 5
EMPIRICAL RESULTS

5.1 Sample Characteristics

T he sam ple com poses o f  lis ted  com pan ies in  the  S tock E xchange o f  T hailand  
(S E T ) in  the  p eriod  during  the first quarter o f  y ear 1997 to  th e  second  quarte r o f  the year 2001. 
The num bers o f  firm s listed  in the SET  are 454  firm s on 1 January  1997.

A s d iscussed  in C hap ter 4 , the  sam ple  does n o t include the  firm s in  financial 
in stitu tion  sectors. T here are 91 firm s in  bank ing  industry , finance and  securities industry , and  
insurance industry . T hus, num bers o f  firm s lis ted  in  the  SE T  exclud ing  the  financial institu tion  
secto rs are 363 firm s on 1 January  1997. T h is study  also  excludes f irm s ’ financial sta tem ents 
w hich  are n on-D ecem ber year-ended. T here are  31 firm s w h ich  are  excluded  from  the  sam ple for 

th is  criterion .

D uring  year 1997, there  are 5 n ew  lis ted  com pan ies in  the SET. T hese 
com pan ies are  inc luded  in  the sam ple o f  th is study. In  add ition , the re  is a n ew  listed  com pany in 
1998. T his firm  is lis ted  in the SET at the  end  o f  y ea r 1998, so the re  is on ly  one-quarter financial 

sta tem en t befo re the  changes in accounting standards. T his new  lis ted  com pany  is not included in 
the  sam ple. N e w  lis ted  com panies in 1999 and  2000  are n o t inc luded  in  th e  sam ple because there  
is n o  accoun ting  da ta  o f  these com panies in the  period  befo re  the  changes ๒ accounting  

standards.

M oreover, there are 14 firm s delisted  fro m  the  SE T  befo re  the changes o f  

accoun ting  standards (3 firm s in year 1997 and  11 firm s in  year 1998). T hese  firm s are excluded 
from  the  sam ple. T w en ty  firm s are delisted  in y ear 1999, thus nu m b ers  o f  financial sta tem ents 
a fte r the changes in accounting standards are less  than  4  quarters. T hey  w ill a lso  be deleted  from  

the  sam ple.

As d iscussed  in C hapter 4, T A S  N o. 34 Accounting for Troubled Debt 
Restructurings becom es operative for financial sta tem ents end ing  on o r a fter 30 Septem ber 1998, 
w h ich  is m andated  before o ther new  accoun ting  standards. T his study investigates the effects o f
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In  addition, IC A A T  issued  T A S  N o . 41-48 in  y ear 2000  and  TA S N o . 49  in year 
2001. D a ta  u sed  in  analyses covers the  quarte rly  financia l sta tem ents in  y ear 2 000  and  2001, too . 
So 12 firm s tha t are  d irectly  affec ted  by  the  accoun ting  standards (T A S N o. 41-49) are deleted  
from  the sam ple.

year 1999 changes in accounting standards and the adoption of new accounting conceptual
framework. Three firms that have gain/loss on TDR in income statement for the third quarter and
the fourth quarter in year 1998 will be deleted from the sample.

Furtherm ore, the  com pan ies u n de r the  reh ab ilita tio n  du ring  the  all period  o f  
รณdy  are  also  excluded  from  the  sam ple.

T he num bers o f  firm s used  as the  sam p le  are sum m arized  in  T A B L E  5.1.
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T A B L E  5.1 Numbers o f Firms in the Study

Listed Companies Number o f Listed Companies

L isted  com pan ies o f  T he S tock E xchange 
o f  T hailand  (SET) on  1 January  1997

454

m inus F irm s in financial institu tion  sectors (91)

L isted  com panies excludes the financial institu tion  sectors 

on  1 January  1997

363

m inus N on-D ecem ber vear-ended  firm s (31)
add N ew  lis ted  com panies in 1997“ 5

m inus D elisted  com panies in 1997b (3)
D elisted com panies in 1998b (11)

D elisted  com panies in 1999c (20)

m inus F irm s’ financial sta tem ent have gain and  loss on 
troub led  deb t restructurings in the th ird  quarter 

and  the fourth  quarter in 1998

(3)

F irm s d irectly  affected  by  TA S N o. 41-49 (12)

m inus C om panies under re h a b ilita tio n d (50)

T otal lis ted  com panies 238
“ In fact, there is a new listed company in year 1998, but it has only one quarter of financial statement 

before the changes in accounting standards. So this firm is not included in the sample.
b Firms are delisted from the SET before the changes ๒ accounting standards. 
c Firms are delisted from the SET after the changes in accounting standards, but the numbers of 

financial statements are less than 4 consecutive quarters.
d Companies under rehabilitation are the companies which are in “SP” sign (not trade their securities) 

and have the minus sign of book values of equities.

From  TA B L E  5.1, lis ted  com pan ies used  in  the study  are 238 firm s in each 
quarter. The period  o f  data analysis is during  the first quarte r o f  year 1997 to  the second  quarter 
o f  y ear 2001. Total num bers o f  quarters are 18 quarters. T hus, total num bers o f  fin n -qu arte rs  are 

4 ,284  firm -quarters.
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T he num bers o f  firm -quarters fo r re tu rn  m odel and  ba lance  sheet m odel (price 
m odel) are d ifferen t. The balance sheet m odel uses the  s to ck s’ p rices a t th e  dates w hich  the listed  
com pan ies send  th e ir financial sta tem ents to  SET as dependent variab le . T hus, there  are som e 
m issing  s to ck s’ p rices w ith  no  trad ing  vo lum e at th is  date. T he re tu rn  m odel uses s to ck s’ returns 

fo r quarterly  p eriod  (com pounded  daily  re tu rn s  for each  quarte r period) as dependent variable . 
F o r the  day  w ith  m iss in g  price  (w ith  n o  trad in g  vo lum e), the  daily  re tu rn  is com puted  from  the  
clo sing  price  o f  p rev ious day. So the  num bers o f  firm -quarters in re tu rn  m odel are m ore than  

balance  sheet m odel. T he num bers o f  sam ples are  sum m arized  in  T A B L E  5.2

T A B L E  5.2 Characteristics and Numbers o f Samples

Listed Companies For the Return Model For the Price Model 
(Balance Sheet Model)

N um bers o f  firm -quarters N u m b ers  o f  fin n -qu arte rs

F irm s lis ted  in  SET 4,284 4,284
M issing  re tu rn s  data  in  D ata Stream (239)
M issing  p rices w ith  n o  trad ing  vo lum e 

at the  dates o f  send ing  th e  financial 
sta tem ents

(1,269)

E xtrem e values o f  observations and  
ou tlier o f  re tu rn  m o d el3

(515)

E xtrem e values o f  observations and 
ou tlier o f  p rice  m o d elb

(724)

Tota l numbers o f samples 3,530 2,291
a Extreme values o f observations are the observations which have the highest and the least values o f 

earnings (at 1% o f all observations) in return-earnings model. The outlier observations are the observations 
whose residuals are more than +3 standard deviations or less than - 3 standard deviations.

b Extreme values o f observations are the observations which have the highest and the least values of 
total assets and total liabilities (at 1% o f all observations) in balance sheet model. The outlier observations are 
the observations whose residuals are more than + 3 or less than -3 standard deviations.
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5.2 Results of Data Analyses

T his C hapter p rov ides the  em pirical resu lts  o f  data analyses and hypotheses 

testing . T here can  be  d iv ided into  tw o  m am  sections: the  effects o f  changes in  accounting  
standards on value  re levance o f  earn ings and  accoun ting  item s in  incom e sta tem ent and  the  
effects o f  changes in  accounting  standards on  value re levance o f  accoun ting  item s in  balance 

sheet.

F o r the  first section, the  resu lts  p rov ide the  ev idence o n  how  the  changes in 
accoun ting  standards affect value re levance o f  earn ings. T hey also  show  w hether the  new  
accoun ting  item s in  incom e sta tem ent (gain  on  T D R , loss on  T D R , im pairm ent loss o f  PP E , 

im pairm ent loss o f  investm ent in securities, and  un realized  gain /loss on  trad ing  securities) are 
value re levan t inform ation . H ow  the  inc lusion  o f  these  accoun ting  item s in  incom e statem ent 
affects value re levance  o f  earnings is a lso  exam ined. In  addition , th e  investiga tion  o f  p roperties o f  
new  accoun ting  item s in  tha t w hether each  o f  n ew  item s is the  transito ry  com ponent o f  earn ings is 

als 0  reported.

F o r the  second section, the resu lts  describe the  effects o f  changes in accounting  
standards on  value  relevance o f  total asse ts, p roperty  p lan t and  equ ipm ent, investm ent in 
securities, and  o ther assets. T he evidence also  p rov ides the  value re levance o f  reva lua tion  surplus 
am oun t o f  PP E  (bo th  before and after the  changes in  accounting  standards) and  value re levance o f  
allow ance fo r im pairm ent o f  PP E  (after the  changes in accoun ting  standards). T he resu lts  o f  the 

investigation  o f  v alue relevance o f  investm ent in  securities partitioned  by  types o f  investm ent are 

also  presented .

B efo re  the p resen tation  o f  the  data  analyses resu lts , T A B L E  5.3 sum m arizes the

descrip tive s ta tis tics o f  variab les used  in  the  m odel.
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T A B L E  5.3 Descriptive Statistics 
P A N E L A  Tota l Sample (Q1/1997-Q2/2001)a

V ariab les N um ber o f M ean S tandard  D ev iation

O bservations

Return-Earnings Model

R it 3,530 0.019978 0.333032

E ./P ,,-1 3,530 -0 .041352 0.417275

Balance Sheet Model

P/P.M 2,291 1.010777 0.326225

T A ./P .,, 2,291 6 .801340 7.315726

T L ./P , , 2,291 4 .632580 6.220513

PPE./P.,-, 2,291 3.049893 4.024971

B V P ,/P lt, 2,291 -0.881133 3.578498

IN V it/P it_ 1 2,291 0 .455134 1.222268

B V I./P ,,.1 2,291 1.713626 2 .105679

O T H A /P it.1 2,291 0.226553 1.177232

B V O it/P iM 2,291 1.942207 2.130118
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T A B L E  5.3 Descriptive Statistics (Continued)
PA N EL B Sample Partitioned by the Adoption o f Accounting Standards
Variables Before Changes in Standards A fter Changes in Standards

N Mean S.D. N M ean S.D.
Retum -Eam ings M odel

R,t 1,847 -0.010225 0.363788 1,683 0.053125 0.292155

E ,/P lt.1 1,847 -0.037142 0.462616 1,683 -0.045973 0.361104
E A D J /P ,1 - - - 1,683 0.092052 5.712970
G TD R ./P ,,1 - - 1,683 0.017912 0.126970
LTDR./P,,.1 - - - 1,683 -0.000491 0.010685
IMPPE|t/P i11 - - - 1,683 - 0.009977 0.101445
IM INVit/P i(.1 - - - 1,683 -0.145586 5.706652
TRADEit/P it.1 - - - 1,683 0.000150 0.012967
Balance Sheet Model

P./P.H 1,146 0.990288 0.367212 1,145 1.031284 0.277900

T A ./P ,1 1,146 7.595576 8.121639 1,145 6.006411 6.312702

T L ./P ,1 1,146 5.164326 6.638599 1,145 4.100370 5.725466

B VP,1/p 1, , 1,146 -0.964157 3.810485 1,145 -0.798035 3.329771

PPE./P,1-1 1,146 3.395407 4.553522 1,145 2.704076 3.381884

P P E C ./P ,1 1,146 3.168275 4.107478 1,145 2.261816 2.680198

PPER./P,,-, 1,146 0.240455 1.205262 1,145 0.482997 1.316515

PPEI./P.H - - - 1,145 0.008458 0.056473

B V I /P ,1 1,146 1.932912 2.210538 1,145 1.494148 1.971900

INV./P.M 1,146 0.498338 1.075894 1,145 0.411893 1.352105
STM S/P,,1 1,146 0.071915 0.312784 - - -

LTMS/P,, 1 1,146 0.014433 0.087147 - - -
LTRINV/P ,,1 1,146 0.295918 0.775097 1,145 0.249968 1.263939
LTOINV/P,,1 1,146 0.115236 0.478489 1,145 0.077787 0.241182

TR D ,/P,„ - - - 1,145 0.038914 0.138056

A FS ./P ,,1 - - - 1,145 0.033894 0.158806
H T M /P ,,.1 - - 1,145 0.011330 0.060043
o t h a / p ,, 1 1,890 0.245500 1.287878 401 0.137250 0.302606
B V O ,/P „1 1,890 2.006013 2.244175 401 1.641475 1.443160
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The variables are defined as follows.
K
E,t
P,K
EADJ;

= quarterly period return o f firm  i for quarter t,
= earnings per share o f firm  i for quarter t,
= stock’s price o f firm  i at the beginning o f quarter t,
= adjusted earnings or accounting earnings per share exclude the effects o f new accounting 

items o f firm i for quarter t,
GTDRit = gain on troubled debt restructuring per share o f firm  i for quarter t,
LTDRit = loss on troubled debt restructuring per share o f firm  i for quarter t,
IMPPE, = impairment loss (reversal o f impairment loss) o f PPE per share o f firm  i for quarter t, 
IM INV.t = impairment loss (reversal o f impairment loss) o f investment in securities per share o f 

firm  i for quarter t,
TRADEit = unrealized gain/loss on trading securities per share o f firm  i for quarter t,
Pit = stock’s price o f firm  i at the end o f quarter t,

= firm  i ’s total asset per share at the end o f quarter t,
= firm  i ’s total liability per share at the end o f quarter t,
= firm  i ’s net property, plant and equipment per share at the end o f quarter t,
= firm  i ’s book value o f equity per share after subtracting the amount o f property, plant 

and equipment at the end o f quarter t,
= firm  i ’s cost o f property, plant and equipment per share at the end o f quarter t,
= firm  i ’s revaluation surplus amount o f PPE per share at the end o f quarter t,
= firm  i ’s allowance for impairment o f PPE per share at the end o f quarter,
= firm  i’s total investment in securities per share at the end o f quarter t,
= firm  i ’s book value o f equity per share after subtracting the value o f investment in 

securities at the end o f quarter t,
= firm  i ’s short-term investment in securities per share at the end o f quarter t,
= firm  i ’s long-term marketable securities per share at the end o f quarter t,

LTRINVj, = firm  i ’s investment in associated company per share at the end o f quarter t,
LTOINV,1 = firm  i ’s other investment or general investment per share at the end o f quarter t,
TRDjt = firm  i ’s trading securities per share at the end o f quarter t,

= firm  i ’s available-for -sales securities per share at the end o f quarter t,
= firm  i ’s held-to-maturity debt securities per share at the end o f quarter t,
= firm  i ’s other assets per share at the end o f quarter t, and
= firm  i ’s book value o f equity per share after subtracting other asset at the end o f quarter t.

’ Some o f variables are introduced because o f the adoption o f new accounting standards such as gain 
on TDR, loss on TDR and impairment loss o f PPE. So their amounts appear only in the period after the changes 
in accounting standards. Moreover, the partition o f types o f investment differs between before and after the 
changes in accounting standards. Thus, amounts partitioned by types o f the investment in securities w ill appear 
either in the period o f before or after the changes in accounting standards.

F rom  the T A B L E  5.3 (P A N E L  A ), the  m ean  o f  s to c k ’s re tu rn  (R it) is positive for
the p eriod  from  Q 1/1997 to  Q 2/2001. It is a lso  positive  in the  period  after the changes in
accoun ting  standards period, but it has a negative  sign  in the  period  befo re  changes in accounting
standards (T A B L E  5.3 PA N E L  B).

TA,1 
TL„
PPE,
BVP;.

PPEÇ,
PPER,
PPEL,
IN Vit
B V Iit

STMSit
LTMS

OTHA,
BVO,t
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A fte r the  changes in accounting  standards (T A B L E  5.3 P A N E L  B ), m ean  o f  
earn ings b efo re  th e  inclusion  o f  four new  accounting  item s (E A D Jit) has a positive  sign. T hat is, 
earn ings are gain  befo re  the  inclusion o f  new  accoun ting  item s. G ain  on  T D R  (G T D R jt/P it_1) has 

the  abso lu te  v a lue  m o re  than  loss on T D R  (L T D R it/P it.1) so m uch . M ean  o f  u n rea lized  gain /loss o f  
trad ing  securities has a  positive sign  (TR A D E j/P ;1.1). T hat is, p rices o f  trad in g  securities are 
h igher, so  the  h o ld e r o f  trad ing  securities earns the  gain  from  investing . F o r  th e  im pairm ent loss, 

m ean  va lues o f  im pairm ent loss o f  PPE (IM PP E it/P it.1) and  investm ent in  secu rities (IM IN V it/P it.1) 

have negative  signs. A lthough  there are  the reversa ls  fo r im pairm ent losses in  som e firm - 
quarters , the  im pairm ent loss values are  m o re  than  the  reversa ls . So the  m ean  values o f  
im pairm ent losses are  negative bo th  for PPE and  investm ent in  securities.

F or the  balance sheet m odel, m ean  o f  p rice  d efla ted  by  p rice  a t the beg inn ing  o f  

quarter (Pj/Pjj.j) is m o re  than  one from  Q l/1 9 9 7  to  Q 2/2001 (T A B L E  5.3 P A N E L  A ). M ean  o f  

p rice  defla ted  by  p rice  at the beg inn ing  o f  quarter (Pj/Pjj.,) is  a lso  m ore  th a n  one in  the  p eriod  o f  
after the  changes in accounting  standards, bu t it is less than  one in  th e  p e rio d  befo re  the  changes 
in accoun ting  standards (T A B L E  5.3 P A N E L  B). That is, s to c k ’s p rice  a t end ing  o f  quarter is 
h igher (less) than  p rice  at beg inn ing  o f  quarter in  the  p e rio d  afte r (befo re) the  changes in 
accoun ting  standards. T his resu lt is the  sam e as m ean  value o f  re tu rn  in  re tu m -eam in g s  m odel. 

R e tu rn  has a positive  sign  after the  changes in accoun ting  s tandards, bu t it h as  a negative  sign 

before the  changes in accounting  standards period.
In  add ition  to  total assets (TA i/ P it.1), th is  รณdy also  exam ines th ree  com ponents 

o f  asse ts. T hey are  p roperty , p lan t and  equipm ent (PPE;1/ P:11), investm ent in  securities (IN V j/P it.1), 

and  o th er asse ts  (OTHAj/Pj,.1). PPE value has the h ighest p o rtio n  and  o th er asse ts  value has the 
least po rtio n  am ong  three  com ponents. T he h igh  value  o f  PP E  m akes the  b o ok  value o f  equ ity  
a fte r sub trac tion  o f  PP E  (B V Pi(/P it.1) be negative  bo th  before and  a fte r the  changes in  accounting 
standards. B ut book  values o f  equity  after subtraction  o f  investm ent in  securities (B V Ij/Pj 1.1) and 
o ther asse ts  (B V O j/P it.1) have the positive signs because investm ent in  securities and  o ther a sse t’s 
values are m u ch  less than  PPE (TA B LE 5.3 PA N E L  B).

For the earnings deflated with price at the beginning of quarter (Eit/Pit.1), mean
value is net loss in the period from Ql/1997 to Q2/2001. It is also net loss in the periods before
and after the changes in accounting standards.
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Property , p lant and  equ ipm ent (P P E it/P it_ 1) is partitioned  into cost am ount 

(P P E C jt/P it_1) and  revaluation  surplus am oun t (P P E R it/P 11,1) in the  period  befo re  the  changes in 
accoun ting  standards. PPE  is com posed  o f  th ree  com ponen ts a fte r the  changes in accounting 
standards: cost am ount (PPEC jt/P it,1), reva lua tion  su rp lus am oun t (P P E R it/P it,1), and  allow ance for 

im pairm ent o f  P P E  (PPEIj/P ;11). M ean  o f  a llow ance fo r im pairm ent o f  PP E  (P PE Ilt/P it.1) in 
T A B L E  5.3 (P A N E L  B) has a positive sign  because  th is  study  use  the  a llow ance for im pairm ent 

o f  PP E  as the positive  sign in the m odel.
B efo re  the  changes in accoun ting  standards, investm ents in  securities are d ivided 

into  short-term  investm ent (S T M S;/P 111) and  long -term  investm ent in  securities. L ong-term  

investm ents are  separated  into  long-term  m arketab le  securities (L T M S it/P it.1), long-term  
investm ent in  subsid iary  and associa ted  com pany  (L T R IN V j/P ,.1), and  o ther investm ents 

(L T O IN V jl/P il.1). F rom  TA B L E  5.3 (P A N E L  B ), m ean  o f  long -te rm  investm ent in  subsid iary  and 
associa ted  com pany (LTRIN V j1/ PH.1) has the  h ig h est v alue , w h ile  m ean  o f  long-term  m arketable  

securities (LTM Sj/P j1.1) has the least value.
A fter the changes in  accoun ting  standards, investm en ts  in  securities are d iv ided 

into trad ing  securities (TRD j/Pj,.1), availab le-for-sa les securities (A F Sjt/P 11.1), long-term  investm ent 

in  subsid iary  and  associa ted  com pany sta ted  at equ ity  m ethod  (LTR IN V j1/Pj 1.1), o ther investm ent 
o r general investm ent (LTOINVj/Pj,.1), and  investm ent in  deben tu re o r held-to -m aturity  debt 
securities (H T M ;1/Plt.1). F rom  TA B L E  5.3 (P A N E L  B ), m e an  o f  long-term  investm ent in 
subsid iary  and  associa ted  com pany (LTRLNVj/Pj1.1) has the  h ig h est value , w h ile  m ean  o f  held-to- 

m atu rity  debt securities (H TM jt/P  111) has the least value .
T A S in terpretation  N o. 4  becom es opera tive  fo r financia l sta tem ents ending on 

o r a fte r 31 D ecem ber 1999. So the  num ber o f  observations o f  firm -quarters  after the adoption o f  

th is  in terp re ta tion  is m uch  less than  the  others. F rom  T A B L E  5.3 (P A N E L  B), m ean  value o f  
o ther assets (O T H A j/P j1.1) after the adop tion  th is  in te rp re ta tio n  is less  than  that o f  before the 
adop tion  period. T he interpre tation  requ ires tha t expend itu re , w h ich  does n o t m eet the defin ition  
o f  assets, does n o t recogn ize as the  assets. The exam ples are o rgan ization  establishm ent expense, 
p re-open ing  expense, and  p re-operating  expense. I f  they  are  recogn ized  as assets in  the prev ious 
periods, they  shou ld  be w ritten  off. Thus, o ther asse ts  are  red u ced  after the adoption o f  th is 
in terpre tation , so the  m ean  o f  value o f  o ther assets after the adop tion  the interpre tation  is less than  
that o f  before the  adoption period.
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5.2.1 The Effects of Changes in Accounting Standards on Value Relevance 
o f Earnings and Accounting Items in Income Statement

5.2.1.1 The Effects o f Changes in  Accounting Standards on Value 
Relevance Earnings (Hypothesis 1)

A s discussed  in  C hap ter 4 , the  fo llow ing  m odel is u sed  to  test the  effects 

o f  changes in  accoun ting  standards on value re levance o f  earn ings:

R ,r Po + P ,T  + p 2 พ Pi,.1) + P 31T(Ei/P i, 1)+ ร แ (1)

TA B LE 5.4 show s the  resu lts  o f  te s t o f  m odel (1) w hen  R itis quarterly  
re tu rn  ca lcu la ted  by  com pounding the daily  re tu rn s  from  a day  a fte r p rio r quarterly  earn ings’ 

announcem ent th rough  the  day o f  current quarterly  e a rn in g s’ announcem ent.

T A B L E  5.4 Regression to Test the Effects o f Changes in  Accounting Standards on Value 
Relevance o f E arn ingsa

R*= Po’+ P ,T  + p 2พ p;, 1) + P 31T(Ei/P1, 1) + 8,1 (l)b
V ariab le C oefficient E stim ate t  -s ta tis t ic s 0 p value0

In tercep t -0.009 -1.103 0.270

T 0.065 5 .826”* o .ooo"

Ej/Pft-I 0.046 2 .763” 0 .006”’

T ( E , /P 1, 1) 0.034 1.211 0.226

F -sta tis tics  17.563 (0.000)"
A dj. R -square  0.014

aThe sample consists of 3,530 firm-quarters during Ql/1997 to Q2/2001. 
b The variables are defined as follows.
Rit = quarterly period return of firm i for quarter t,
T = 1 if firms-quarter’s are earnings after the changes in accounting standards, and 0 otherwise. 
Eit = earnings per share of firm i for quarter t,
Pit_1 = stock’s price of firm i at the beginning of quarter t, and
8 lt = error terni.
01 statistics andp value for two tail t -test, significance at 0.01 <  oc <  0.05 level

significance at c t <  0.01 level
The number in the parenthesis is p value of F-statistics. It is the same definition for all models.
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TABLE 5.4 shows that the overall model is significant (F-statistics is 
equal to 17.563). The value of adjusted R-squareis 0.014. Earnings and interaction term between 
dummy variable (T) and earnings (Eit) can explain the variation in quarterly stock’s returns at 
1.4%.

The earnings coefficient (|32 ) has a positive sign and significant at 0.01 
level. There is the positive association between earnings and returns over the quarterly period. 
That is, when earnings increase (decrease), the stock’s return will increase (decrease). The 
investors use earnings in setting their security prices. Earnings are value relevant information. 
This result is consistent with results on บ.ร. data provided by Lev (1989), Easton and Harris 
(1991), Ely and Waymire (1999), Francis and Schipper (1999), Lev and Zarowin (1999).

The coefficient of interaction term between dummy variable (which 
partitions the firm-quarters into before and after the changes in accounting standards) and 
earnings (p 3 ) is used test whether the changes in accounting standards affect value relevance of 
earnings. The coefficient (p 3 ) has a positive sign, but insignificant. It indicates that value 
relevance of earnings does not change due to the effect of changes in accounting standards.

5.2.1.2 Value Relevance of New Accounting Items in Income 
Statement (Hypotheses 2.1A, 2.2 A, 3A, 4A, 5A)

As discussed in Chapter 3 and Chapter 4, there are the new accounting 
items in income statement. They are gam and loss on troubled debt restructurings, impairment 
loss of property, plant and equipment, impairment loss of investment in securities, and unrealized 
gain/loss on trading securities. The following model is used to test whether the new accounting 
items are value relevant information.

Rft= Po + p  12(E AD Jit/Pit_ 1)+ P^GTDR/P,, 1)+ p 32(LTDRi/Pi, 1)+ P./dMPPE./P,1)
+ p j2(IMINVt/P it_ 1) + P 62(TRADE,/Pt l)+ ร  a (2)

The model (2) is run for the period after the adoption of new accounting 
standards. It is run by separating gain and loss on TDR because gain on TDR is an extraordinary 
item and loss on TDR is an ordinary item. The results are presented in TABLE 5.5.
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TABLE 5.5 Regression to Test the Value Relevance of New Accounting Items in Income
Statement

Rit= p » + (3,2(EADJit/Pit.1)+ P 22(GTDRit/Pitl) + P 32(LTDRi/P 1, 1)+ P.OMPPE/P.J
+ P 52(IMINVit/Pit.1)+ P G2(TRADE,/P1M1) + 8 it (2)b

Variable Coefficient Estimate t-statisticsc p value0
Intercept 0.058 8.032*’ 0.000**
EjADJj/Pj,. 1 0.076 3.584** 0.000**
GTDR,/P1M 0.013 0.220 0.826
LTDRj/Pjtl 0.149 0.225 0.411
im ppe,/p iM 0.144 2.051* 0.020*
IMINV./P,., 0.077 3.613** 0.000**
TRADE,1/Pit_ 1 1.354 2.478** 0.007**
F-statistics 4.109 (0.000) 
Adj. R-square 0.012

a The sample consists of 1,683 firm-quarters after the changes in accounting standards. 
b The variables are defined as follows.

Rjt = quarterly period return of firm i for quarter t,
EADJit = adjusted earnings or accounting earnings per share exclude the effects of 

the new accounting items of firm i for quarter t,
GTDRjt = gain on troubled debt restructuring per share of firm i for quarter t,
LTDRit = loss on troubled debt restructuring per share of firm i for quarter t,
IMPPEit = impairment loss (revered of impairment loss) of property, plant, and equipment 

per share of firm i for quarter t,
IMINVjt = impairment loss (reversal of impairment loss) of investment in securities per share of 

firm i for quarter t,
TRADE, = unrealized gain/loss on trading securities per share of firm i for quarter t, 
p = stock’s price of firm i at the beginning of quarter t, and
ร it = error term.

c t-statistics and p value without bold character for two tail tests; significance at 0.01 < 06  <0.05,
significance at 06 <  0.01 level.

t-statistics and p value with bold character for one-tail tests; * significance at 0.01 <  06 <  0.05,
** significance at 06 <  0.01 level.
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The results presented in TABLE 5.5 show that the overall model is 
significant. All of the independent variables can explain the variation in stock returns at 1.2%.
The coefficient of adjusted earnings ((31 ) has a positive sign and significant at 0.01 level. It 
shows that earnings before the inclusion of the new accounting items are value relevant 
information.

The coefficient of gain on troubled debt restructuring (|32 ) is positive 
sign but insignificant. It is not related with the stock’s return. Thus, gain on TDR is not value 
relevant information. It is consistent with the prediction in research hypothesis. Gain on TDR is 
not value relevant because the nature of this item is like one-time item or special item.

The coefficient of loss on troubled debt restructuring (p 3 ) has a 
positive sign (put value of loss on TDR as negative sign in model), but insignificant. Thus, it is 
not value relevant information. This result contrasts with the expectation in research hypothesis. 
Although loss on TDR is presented as an ordinary item in income statement, the investors 
perceive it as special item since it is not the usual event. The supporting evidence is that the 
occurrences of this item are very few (only 26 loss on TDR observations) for the samples which 
are the manufacturing firms.

The coefficient of impairment loss on property plant and equipment
((3 , ) has a positive sign (put gain from reversal of impairment loss as positive sign and 
impairment loss as negative sign in the model) and significant at 0.05 level. The coefficient of 
impairment loss on investment in securities (|35 ) has a positive sign and significant at 0.01 level.
The coefficient of unrealized gain/loss on trading securities (|36 ) is also positively significant at 
0.01 level the same as impairment loss of investment in securities.

The impairment loss (reversal of impairment loss) of property, plant and 
equipment, impairment loss (reversal of impairment loss) of investment in securities, and the 
unrealized gain/loss on trading securities are positively related with the quarterly returns. They 
are value relevant information. That is, gain from the reversal of impairment loss of PPE and 
investment in securities and unrealized gain from the changes in values of trading securities make 
an increase in security’s return, while the loss from impairment of PPE and investment in 
securities and unrealized loss of trading securities make a reduction in security’s return. Thus, it 
can conclude that investors consider the impairment loss of PPE, impairment loss of investment
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in securities, and unrealized gain/loss on trading securities in income statement in setting their 
security prices. These results can imply that these earnings components are value relevant 
information. The existence of value relevance of earnings components is consistent with results 
of บ.ร. data provided by Lipe (1986), Swaminathan and Weinthrop (1991), Ohlson and Penman 
(1992).

The results in that impairment loss of PPE and investment in securities 
are value relevant information correspond with Heflin and Warfield (1997) and Alciatore et al. 
(2000). The unrealized gain/loss on trading securities are value relevant information the same as 
the results of Barth (1994), Carroll and Linsmeier (1996), and Graham, et al. (1998).

Furthermore, this study will examine the effects of the inclusion of 
these new accounting items in income statement on value relevance of earnings. The next section 
will report these results.

5.2.13 The Effects of the Inclusion of New Accounting Items in 
Income Statement on Value Relevance of Earnings (Hypotheses 2.1B, 2.2B, 3B, 4B, 5B)

The following model is used to test the effects of inclusion gain on 
TDR, loss on TDR, impairment loss of PPE, impairment loss of investment in securities, and 
unrealized gain/loss on trading securities in income statement on value relevance of earnings. It 
will provide the evidence on whether the inclusion of each of new accounting items increases or 
decreases value relevance of earnings.

Rit =Po + P, V  P 2 D2+ P 3 D3 +P 4 D4  + P ;’d 5 + P j e ./P .J  + P 73D1 (E /P,,)
+ P 8D2(E./P ,1)+ p 93D3(Ei/P i1,)+  P 10D4(Eit/P 11,)  + P U D5(Eit/P,, 1)+ ธ,, (3)

Model (3) is run for firm-quarters after the adoption of new accounting 
standards the same as model (2). Each dummy variable is used to partition the samples into firm- 
quarters with or without each of new accounting items. The coefficients of interaction terms 
between dummy variables and earnings are used to test the effects of the inclusion of new 
accounting items on value relevance of earnings. Tire results are reported in TABLE 5.6.
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TABLE 5.6 Regression to Test the Effects of the Inclusion of New Accounting Items on 
Value Relevance of Earningsa

Rit =Po + p 13D1 + P 2D2+ P 3D3 + P 43D4+ P /d 5 + P 63(Eit/p 1, 1)+ p 7 D, o y p 1, 1)

+ p . D /V P 1, 1)+ P 9D3(Ei/Pi, 1) + Pto D4(E1/P1, 1)+ p „ D5(E/P,,1)+ ร11 (3)b
Variable Coefficient Estimate t-statistics0 p value0
Intercept 0.043 5.615" 0.000**
D, -0.062 -2.629" 0.009**
d 2 -0.228 -2.901** 0.004**
e>3 -0.002 -0.095 0.924
๐4 -0.023 -1.436 0.151
d 5 -0.009 -0.491 0.623
Ei/Pa-t 0.116 4.853** 0.000**
D, (E./P,1) -0.111 -2.280* 0.012*
D2(E;/P1, 1) -0.036 -0.435 0.664
D3 (E,/Pi,1) 0.013 0.285 0.775
D ^ /P u-1) 0.115 2.745*’ 0.006**
D5(E,/P,1) 0.014 0.295 0.766
F-statistics 4.591 (0.000)
Adj. R-square 0.023

The sample consists of 1,683 firm-quarters after the changes in accounting standards.
b The variables are defined as follows.

Rjt = quarterly period return of firm i for quarter t,
Ejt = earnings of firm i for quarter t,
Pjt.1 = stock’s price of firm i at the beginning of quarter t,
D1 = 1 if earnings include gain on TDR, 0 otherwise,
D, = 1 if earnings include loss on TDR, 0 otherwise,
D3 = 1 if earnings include impairment loss (reversal of impaimient loss) of PPE, 0 otherwise,
D4 = 1 if earnings include impairment loss (reversal of impairment loss) of investment in securities,

0 otherwise,
D5 = 1 if earnings include unrealized gain/loss on trading sécurités, 0 otherwise, and 
ร 11 = error term.

Ystatistics and p value without bold character for two-tail tests; significance at 0.01 <  Œ <  0.05,
significance at Of, <  0.01 level.

Ystatistics and p value with bold character for one-tail tests; * significance at 0.01 <  CL <  0.05,
** significance at (X  ‘ะะะ 0.01 level.
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TABLE 5.6 shows that the overall model is significant. All independent 
variables can explain the variation in stock’s returns at 2.3 %. The coefficient of earnings ( p j  is 
significantly positive. The result indicates that earnings is related with the stock’s return. That is, 
earnings are value relevant information. It is consistent with the result provided by model (1) as 
presented in TABLE 5.4.

The coefficient of interaction term between D1 and Eit/Pit_, (P 7 ) is 
significantly negative (at 5% level) as the prediction in research hypothesis 2.IB. The earnings 
coefficients for firms that report gains on TDR are significantly less than those of firms that do 
not report gains on TDR. That is, the inclusion of gain on TDR will reduce the value relevance of 
earnings. The nature of this item is like one-time item or special item. This result is also 
consistent with Elliott and Hana (1996), Collins et al. (1997), and Easton et ฟ. (2000). They find 
that earnings with one-time items are less v ^ e  relevance than earnings without.

For loss on TDR, the coefficient of interaction term between D2 and
Ei/Pjt-1 <p. ) is negative, but insignificant. That is, the inclusion of loss on TDR does not affect 
value relevance of earnings. Although both gain and loss on TDR are not vdue relevant 
information (as presented in TABLE 5.5), the effects of gain and loss on TDR on value relevance 
of earnings are different. The plausible explanation is that the presentation of gain and loss on 
TDR in income statement is clearly distinct (gain on TDR is presented as an extraordinary item, 
while loss on TDR is presented as an ordinary item). The inclusion of an extraordinary item in 
income statement reduces vdue relevance of earnings (Collins et ฟ., 1997; Easton et ฟ., 2000). 
In addition, numbers of transactions and v ^ e s  of loss on TDR in income statement are much less 
than gain on TDR. So the effect of loss on TDR on value relevance of earnings is not the same as 
gain on TDR.

The coefficient p 9 which captures the effect of the inclusion 
impairment loss of PPE (or gain from reversal of impairment loss of PPE) on value relevance of 
earnings is insignificantly positive. The earnings coefficients of firms with impairment loss of 
PPE do not differ from the earnings coefficients of firms without it. Thus, the impairment loss of 
PPE does not affect the value relevance of earnings.

The coefficient p  10 which is used to investigate the effect of the 
inclusion impairment loss of investment in securities (or gain from reversฟ of impairment loss of
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investment) on value relevance of earnings is significantly positive. The earnings coefficients for 
firms that report impairment loss of investment in securities in income statement are significantly 
more than the earnings coefficients for firms that do not report it. The inclusion of impairment 
loss of investment in securities increases value relevance of earnings.

The coefficient Pu is used to test the effect of the inclusion of 
unrealized gain/loss on trading securities on value relevance of earnings. It is positive, but not 
significant. This result is the same as the effect of impairment loss of PPE. That is, the earnings 
coefficients do not differ between the firms with and without unrealized gain/loss on trading 
securities in income statement.

Although impairment loss of PPE, impairment loss of investment in 
securities, unrealized gain/loss on trading securities are value relevant information (as presented 
in TABLE 5.5), their effects on value relevance of earnings are different. The inclusion of 
impairment loss of investment in securities increases value relevance of earnings, while the 
inclusion of impairment loss of PPE and unrealized gain/loss on trading securities does not affect 
value relevance of earnings. The plausible explanations are that impairment loss of PPE is 
positively related with the stock’s return only at 0.05 level, while impairment loss of investment 
in securities and unrealized gain/loss on trading securities is positively significant at 0.01 level 
(see TABLE 5.5). Thus, the adjusted earnings (EADJ;1) including the impairment loss of PPE 
(EADJj1+IMPPE;1) are less related with stock’s return than those of adjusted earnings including 
impairment loss of investment ๒ securities (EADJit+ IMINVit) or adjusted earnings including 
unrealized gain/loss on trading securities (EADJit+ TRADEj1). So the effect of inclusion of 
impairment loss of PPE on value relevance of earnings is not significant.

TABLE 5.6 indicates that only impairment loss of investment in 
securities has the significant effect on value relevance of earnings in the direction of an increase, 
while unrealized gain/loss on trading securities does not affect value relevance of earnings. The 
reason is that the types of impaired investments are not trading securities. Types of impaired 
investments in securities are available-for-sales securities, general investment, and held-to- 
maturity debt securities. Values of impairment loss of investments ๒ securities are much higher 
than those of unrealized gain/loss on trading securities (see TABLE 5.3). So the inclusion of 
unrealized gain/loss on trading securities in income statement does not statistically affect value 
relevance of earnings.
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From the result of TABLE 5.4, value relevance of earnings is not 
affected by the changes in accounting standards. It can be explained by the results of TABLE 5.6. 
That is, impairment loss of investment in securities increases value relevance of earnings, while 
gain on TDR decreases value relevance of earnings. Other new accounting items (loss on TDR, 
impairment loss of PPE, and unrealized gain/loss on trading securities) do not affect the value 
relevance of earnings.

Furthermore, this study will investigate the reasons for the reduction of 
value relevance of earnings. The results in TABLE 5.6 show that only the inclusion of gain on 
TDR in income statement decreases value relevance of earnings. One plausible explanation is that 
gain on TDR is the transitory component of earnings (Collins et ah, 1997; Easton et ฟ., 2000).

The next section will report the results of the test of transitory
components of earnings.

5.2.1.4 Additional Test: Test of Transitory Components of Earnings
As discussed above, the model (4) is used to test whether each of new 

accounting items is the transitory component of earnings.
(Elt+1-Eit)/P,H = (304 + p , v  Eit.1)/p,, 1 + Sjt (4)

The results in TABLE 5.6 indicate that the inclusion of only gain on 
TDR in income statement decreases value relevance of earnings, the inclusion of other new 
accounting items in income statement does not affect or increase value relevance of earnings. 
However, this study will examine all of these accounting items about the transitory properties. 
Ramakrishnan and Thomas (1998) and Burgstahler et ฟ. (1999) conclude that special items are 
much more transitory than other components of earnings, as portion that persists in subsequent 
quarter is nearly zero. The autocorrelation coefficients of firm-quarters with the spec^ items 
either positive or negative are closer to zero. That is, if the coefficient (3, of firm with new 
accounting item is zero (the coefficient p 1 is insignificant), this new item will be the transitory 
component of earnings.

Model (4) is run for sub-sample with each of new accounting items. 
The significance of coefficient p 1 will be examined. The results are reported in TABLE 5.7.
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TABLE 5.7 Regression to Investigate the Transitory Components of Earnings3
(Eit+fEit)/PiH = p 04 + p , w  E,m)/P,m + ร it (4)b

PANEL A: Firm-Quarters with only Gain on TDR
Variable Coefficient Estimate t -statistics0 p value0
Intercept -0.087 -1.225 0.223
(E,fE, 11,1)/p 11.1 -0.134 -2.364* 0.020*
F-statistics 5.587 (0.020 ) Adj. R-square 0.038
PANEL B: Firm-Quarters with only Loss on TDR
Variable Coefficient Estimate t -statistics0 p value'
Intercept -0.024 -0.337 0.737
(E.fE,, 1)/?1, 1 -0.198 -3.508** 0.001**
F-statistics 12.305 (0.001) Adj. R-square 0.081
PANEL C: Firm-Quarters with only Impairment Loss of PPE
Variable Coefficient Estimate t-statistics° p value'
Intercept 0.105 2.428* 0.016*
E - E, 1it it-1 -0.420 -6.958** 0.000**
F-statistics 48.414 (0.000) Adj. R-square 0.155
PANEL D: Firm-Quarters with only Impairment Loss of Investment in Securities
Variable Coefficient Estimate t-statistics° p value'
Intercept 0.052 1.398 0.163
Et- E, 1It it-1 -0.440 -7.010*’ 0.000**
F-statistics 49.137 (0.000) Adj. R-square 0.144
PANEL E: Firm-Quarters with only Unrealized Gain/Loss on Trading Securities
Variable Coefficient Estimate t-statistics° p value'
Intercept 0.036 1.758 0.080
E,fE, 1.1 -0.404 1 o o o VO 0.000*’
F-statistics 100.190 (0.000) Adj. R-square 0.312

3 The numbers of sample in each panel are not equal. The sample consists of 118 gain on TDR firm- 
quarters, 26 loss on TDR firm-quarters, 259 impairment loss of PPE firm-quarters, 287 impairment loss of
investment in securities firm-quarters, and 220 unrealized gain/loss on trading securities firm-quarters.

The variables are defined as follows.
Eit = earnings per share of firm i for quarter t,
Ejt+] = earnings per share of firm i for quarter t+1, and 
Ejt 1 = earnings per share of firm i for quarter t-1.
significance at 0.01 <  (X <  0.05 level, significance at (X <  0.01 level for two tail t-test.
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For the results of TABLE 5.7, the coefficients of p , have the negative 
signs and significant at 0.01 level for all new accounting items except the firm-quarters with gain
on TDR. The coefficient of p  1 of firm-quarters with gain on TDR is negatively significant at 
0.05 level. The difference of future earnings and current quarterly earnings (Eit+1-Eit) is negatively 
related to the difference of current earnings and previous quarterly earnings (Ejt- Eit.1) 
significantly for the firm-quarters with each of new accounting items. That is, all of new 
accounting items are not the transitory components of earnings.

However, the comparison between each of new accounting items
indicates that the absolute value of the coefficient of p  1 of firm-quarters with only gain on TDR
(0.134) is less than the coefficient p  1 of firm-quarters with loss on TDR (0.198), impairment loss 
of PPE (0.420), impairment loss of investment in securities (0.440), and unrealized gain/loss on 
trading securities (0.404). That is, the correlation of Eit+1-Ejt and Eit- Ejt.1 of firm-quarters with 
gain on TDR is much less than those of firm-quarters with loss on TDR and other three new 
accounting items. Although gain on TDR is not transitory component of earnings, it has the
absolute value of the coefficient p  1 less than other new accounting items.

The results in which loss on TDR, impairment loss of PPE, impairment 
loss of investment in securities and unrealized gain/loss on trading securities are not transitory 
items are consistent with results in TABLE 5.6. That is, the inclusion of these items in income 
statement does not decrease (increases or does not affect) value relevance of earnings, and they 
are not transitory components of earnings. The result in which gain on TDR is not transitory 
component of earnings contrasts with TABLE 5.6. Gain on TDR reduces value relevance of 
earnings, but it is not transitory components of earnings. However, the attempt to find other 
plausible explanations in which gain on TDR reduces value relevance of earnings is not in the 
scope of this study.

The evidence supporting that gain on TDR is not transitory component 
of earnings is the frequencies of occurrences of gain on TDR in same firm for consecutive 
quarters. From the observation of data of firms with TDR transactions, gain on TDR occurs 
repeatedly in the same firm. The frequencies of the occurrence of gains and losses on TDR in the 
same firm are summarized in TABLE 5.8.
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TABLE 5.8 The Frequencies of the Occurrence of Gains and Losses on TDR in the Same 
Firm for Quarterly Financial Statements

Frequencies Gain on TDR Loss on TDR
Numbers of Firms Percentage Numbers of Firms Percentage

One quarter 27 45.76% 11 64.70%
Two consecutive quarters 15 25.42% 3 17.65%
Three consecutive quarters 5 8.48% 3 17.65%
More than three 12 20.34% 0 0.00%
consecutive quarters
Total 59 100% 17 100%

From TABLE 5.8, the occurrence of gain on TDR in one quarter is 
equal to 45.76%. The sum of percentage of frequencies which gams on TDR occur more than 
one quarter in the same firm is equal to 54.24% (two consecutive quarters is equal to 25.42%, 
three consecutive quarters is equal to 8.48% and more than three consecutive quarters is equal to 
20.34%). That is, there are the possibilities that gains on TDR occur in the same firm for 
consecutive quarters. This evidence supports the result in which gain on TDR is not the transitory 
component of earnings. Although loss on TDR mostly occurs once (64.70%), there are still the 
possibilities that loss on TDR occurs more than one consecutive quarters. So the result also 
supports that loss on TDR is not transitory component of earnings.

The debt restructuring between the creditor and debtor always takes a 
long time in making the agreement. So it is possible that the gains on TDR occur in same firms in 
the consecutive quarters. It is the reason why the gain on TDR is not transitory component of 
quarterly earnings.

This study also examines the frequencies of the occurrence of gains and 
losses on TDR in the same firni for yearly financial statements. As discussed in Chapter 4, data 
used in the analyses for the period after changes in accounting standards is quarterly financial 
statements from Q1/1999 to Q2/2001. Thus, there are yearly financial statements for the period of 
year 1999 and 2000 in the examination of frequencies of TDR. The result is presented in TABLE
5.9.
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Frequencies Gain on TDR Loss on TDR
Number of firms Percentage Number of firms Percentage

One year 39 69.64% 11 100.00%
Two consecutive years 17 30.36% 0 0.00%
Total 56 100.00% 11 100.00%

From TABLE 5.9, the percentage of the occurrence of gain on TDR for 
two consecutive years is 30.36%, which is less than percentage of the occurrence for one year 
(69.64%) as half. It is also less than percentage of the occurrence of gain on TDR more than one 
quarter (54.24% in TABLE 5.8). However, there are the possibilities that gains on TDR also 
occur repeatedly in the same firm for yearly financial statement data.

The results of TABLE 5.8 and 5.9 are the same. That is, there is the 
supporting evidence that gain on TDR occur in consecutive quarters or consecutive years for the 
same firm. These results thus support the conclusion that gain on TDR is not transitory 
component of earnings.

All of losses on TDR occur in one year. There is no repeatedly loss on 
TDR in samples. This evidence supports the results presented in TABLE 5.5 in which loss on 
TDR is not value relevant information because the nature of loss on TDR item like one-time item.
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5.2.2 The Effects of Changes in Accounting Standards on Value Relevance 
of Accounting Items in Balance Sheet

5.2.2.1 The Effects of Changes in Accounting Standards (TAS No. 
32-40) and the Adoption of TAS Interpretation No. 4 on Value Relevance of Total Assets 
(Hypothesis 6A and Hypothesis 6B)

As discussed in Chapter 4, the following model is used to test the effects 
of changes in accounting standards on the value relevance of total assets:

pu /p,, 1= Po + P i V  P / t2 + P 35(TAit/ p ,1)+ p / o v  p,„) + P 5T1(TA,/PiH)
+ p 6T1(TL/P,11) + P ?T2(TA./P.,1) + p 8T2(TLit/P1,,) + ธ,, (5)

The model (5) is run pooled samples for both the sample of before and 
after the changes in accounting standards. TABLE 5.10 shows the results of model (5).
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Pu /Pu-1= P o + P . v  p 25 T2 + p 35 ( T V  Pi, 1)+ p ,5 (T V  Pi,1) + P / t , OA/Pi, 1)
+ P 6T, (TL,/Pit.1) +P 7T2(TA,/Pj, 1)+ P ST2(TL/P,1)+ ธ11 (5)b

TABLE 5.10 Regression to Test the Effects of Changes in Accounting Standards (TAS No.
32-40) and the Adoption of TAS Interpretation No. 4 on Value Relevance of Total Assets"

Variable Coefficient Estimate t-statistics p value
Intercept 0.900 65.285** 0.000**
T, 0.038 1.719 0.086
t2 -0.035 -1.130 0.258
T vr«-1 0.031 6.242** 0.000**
TLit / Pit-1 - 0.028 -4.618** 0.000**
T, (T V  Pi,.) 0.018 2.202* 0.014*
T,(TL,1/ p„1) -0.017 -1.788 0.074
T2(TVP«-i) -0.004 -0.282 0.389
พ p 1, 1) 0.002 0.126 0.900
F-statistics 22.696 (0.000)
Adj. R-square 0.070

“The sample consists o f2,291 firm-quarters from Ql/1997 to Q2/2001. 
b The variables are defined as follows.
Pit = stock’s price of firm i at the end of quarter t,
Pit.1 = stock’s price of firm i at the beginning of quarter t,
Tj = 1 if the firm-quarters’ total assets (total liabilities) are total assets (total liabilities) 

after the changes in accounting standards, 0 otherwise,
T2 = 1 if the firm-quarters’ total assets (total liabilities) are affected by the adoption of TAS 

inteipretation No.4, 0 otherwise,
TAit = film i’s total asset per share at the end of quarter,
TLit = firm i’s total liability per share at the end of quarter t, and
ร 1, = error term.
't-statistics and p value without bold character for two-tail tests; significance at 0.01 <  (X <  0.05,and

significance at oc <  0.01 level.
t-statistics and p value with bold character for one-tail tests; * significance at 0.01 <  cc <  0.05, and

** significance at ct <  0.01 level.
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In TABLE 5.10, the overall model is significant at 0.01 level. The 
adjusted R2 value is 0.070. All independent variables can explain the variation in stock prices at 
7.0%.

The coefficient of total assets ([33  ) has a positive sign and significant at 
0.01 level. Value of total assets increases (decreases), the stock’s price also increases (decreases).
The coefficient of total liabilities (|3 4 ) has a negative sign and also significant at 0.01 level. 
Value of total liabilities increases (decreases), the stock’s price decreases (increases). Thus, both 
total assets and total liabilities are value relevant information. Investors use total assets and total 
liabilities in balance sheet in setting the security prices. This result corresponds to the results of 
บ.ร. data provided by Collins et ฟ. (1997), Francis and Schipper (1999) and Lev and Zarowin 
(1999).

The coefficient (3 5 , which captures the effects of the changes in 
accounting standards (TAS No. 32-40) on value relevance of total assets, is positive and 
significant at 0.05 level (t-statistics is 2.202 for one tail t-test). As predicted in the research 
hypothesis 6A, the coefficient of total assets after the changes in accounting standards is 
significantly more than those of before the changes in accounting standards. That is, value 
relevance of total assets increases due to the adoption of TAS No. 32-40.

As discussed in Chapter 4, the adoption of TAS interpretation No. 4 
does not occur at the same time as TAS No. 32-40. Thus, the study uses another dummy variable 
(T2) to partition firm-quarters into before and after the adoption of this interpretation. The
coefficient of interaction term between dummy variable (T2) and total assets ((37 ) is used to test 
whether the adoption of TAS interpretation No. 4 (Expenditures Capit^zed by Developing Stage 
Enterprises and Developed Enterprises) affects the value relevance of total assets. This coefficient
{37 has a negative sign, but insignificant (t statistics is -0.282 for one tail t-test). Thus, the 
adoption of TAS interpretation No.4 does not affect the value relevance of total assets. This result 
contrasts with the expectation in the research hypothesis 6B. The plausible explanation is that 
TAS interpretation No. 4 affects especially for other assets which is the least portion among of 
components of assets. The effect on other assets may be insignificant for investors in the use of 
total assets in setting their security prices. So the adoption of this interpretation does not affect
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value relevance of total assets. The effects of the adoption of this interpretation on value 
relevance of other assets will be further examined.

Although the effects of the adoption of TAS No. 32-40 and accounting 
standard interpretations on value relevance of total liabilities are not stated in the research
hypotheses, TABLE 5.10 also presents these results. The coefficient |3 6 and p 8 is used to test 
the effects of the adoption of TAS No. 32-40 and TAS interpretation No. 4 on value relevance of
total liabilities, respectively. The coefficient P 6 has a negative sign and insignificant (ฟthough it 
is significant at 0.10 level). It indicates that value relevance of total liabilities does not change 
after the adoption of TAS No. 32-40. This result is the same as prediction because the new 
accounting standards do not change the recognition and measurement criteria of components of
total liabilities. The coefficient P 3 is positive, but insignificant. The adoption of TAS 
interpretation No. 4 does not affect the value relevance of total liabilities as the prediction.

From the results stated above, there are three plausible explanations of 
an increase in value relevance of total assets due to the adoption of TAS No. 32-40. First, value 
relevance of both PPE and investment in securities increases. Thus, PPE and investment in 
securities are directly affected by the adoption of new accounting standards. Second, value 
relevance of PPE increases, but value relevance of investment in securities decreases or value 
relevance of investment is not affected by the changes in accounting standards. Thus, the effect 
of PPE dominates the effect of investment in securities. Third, value relevance of investment in 
securities increases, but value relevance of PPE decreases or value relevance of PPE is not 
affected by the changes in accounting standards. Thus, the effect of investment in securities 
dominates the effect of PPE. The detailed of this point will be further examined in section 5.2.2.2 
and 5.2.2.4. The result in section 5 .2 2 .2  shows that value relevance of PPE increases, while the 
result in section 5.2.2.4 shows that value relevance of investment in securities does not change 
after the changes in accounting standards. This evidence supports the second explanation of an 
increase in value relevance of total assets.

For the result of the adoption TAS interpretation No. 4, the other assets 
is directly affected by the adoption of this interpretation. The effect of adoption this interpretation 
on value relevance of other assets will be examined in section 5.2.2.6.
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5.2.2.2 The Effects of Changes in Accounting Standards on Value 
Relevance of Property, Plant and Equipment (PPE) (Hypothesis 7A)

As discussed in Chapter 4, the following model is used to test whether 
the adoption of TAS No. 32 and TAS No. 36 affects the value relevance of PPE.

พ -1=P o+ P .T , + P 26(PPEi/P1, 1)+P 36(BVPi/P1, 1) +P4 T1(PPEit !?. , 1)+p  5' T/B V P i/P 1, 1)+ 8 lt (6)

Model (6) is run pooled sample for firm-quarters both the sample before 
and after the changes in accounting standards. TABLE 5.11 reports the regression results.
TABLE 5.11 Regression to Test the Effects of Changes in Accounting Standards on Value 
Relevance of Property, Plant and Equipment (PPE) °
pit/pit- r P o + P .T , + P 25(PPE,/P,1)+p / ,(BVP,/P„1)+P46T1(PPEit [?, , 1)+P 5 T1(BVP1/P1, 1)+ ธ11 (6)b

Variable Coefficient Estimate t -statistics'" p value0
Intercept 0.900 65.412** 0.000**
T, 0.025 1.244 0.214
PPE./P,, 1 0.035 8.565** 0.000**
BVP./P,,1 0.030 6.158** 0.000
T, (PPE,1/p,, 1) 0.018 2.594** 0.005**
T, (BVPj/P j,1) 0.018 2.382* 0.017*
F-statistics 35.356 (0.000) Adj. R-square 0.070

T he  sam p le  c o n s is ts  o f  2291  f irm -q u a r te rs  f r o m  Q 1 /1997  to  Q 2 /2 0 0 1 . 
b T h e  v a r ia b le s  a re  d e fin e d  as fo llo w s .

P it =  s to c k ’ s p r ic e  o f  f i rm  i  a t the  e nd  o f  q u a rte r  t,

p , 1 =  s to c k ’ s p r ic e  o f  f i rm  i a t the  b e g in n in g  o f  q u a rte r  t,

T 1 =  1 i f  f i rm s -q u a r te rs ’ PPE  are  P P E  u n d e r n e w  a c c o u n tin g  s tanda rds  re q u irem e n ts , 0  o the rw ise . 
PPE it =  f i rm  i ’ s n e t p ro p e r ty , p la n t a nd  e q u ip m e n t p e r  sha re  a t th e  e nd  o f  q u a rte r  t,

B V P t =  f i rm  i ’ s b o o k  va lu e  o f  e q u ity  p e r  sha re  a f te r  s u b tra c t in g  the a m o u n t o f  p ro p e r ty , p la n t and  
e q u ip m e n t a t the  e nd  o f  q u a rte r t, and  

ร 11 =  e rro r  te rm .

^ -s ta t is t ic s  a nd  p  v a lu e  w ith o u t  b o ld  c h a ra c te r fo r  tw o - ta i l  tes ts ; s ig n if ic a n c e  a t 0.01 <  oc <  0 .0 5 , a nd

s ig n if ic a n c e  a t CL <  0 .01 le ve l.

t -s ta t is t ic s  a nd  p  v a lu e  w i th  b o ld  ch a ra c te r fo r  o n e - ta il tes ts ; *  s ig n if ic a n c e  a t 0 .01 <  o t  5= 0 .0 5 , a nd

* *  s ig n if ic a n c e  a t oc <  0 .01 le v e l.
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TABLE 5.11 indicates that the overall model is significant. The adjusted
R2value is 0.070. The coefficient of PPE (f32 ) has a positive sign and significant at 0.01 level. So 
PPE is positively related with stock’s price. Thus, PPE is value relevant information. This result 
corresponds with Easton et al. (1993), Barth and Clinch (1998), and Aboody et al. (1999).

The coefficient (34 5 which is the interaction term between dummy 
variable (Tj) and PPE, is used to test whether the adoption of new accounting standards affects
value relevance of PPE. The result shows that the coefficient (3, has a positive sign and 
significant at 0.01 level (t-statistics equal to 2.594 for one tail t-test). This result is the same as 
prediction in the research hypothesis 7A. Thus, value relevance of PPE increases due to the 
adoption of new accounting standards (TAS No. 32 and TAS No. 36).

In addition, the coefficient of dummy variable on book value of equity
after subtraction of PPE (P 5 ) is positively significant. It indicates that value relevance of other 
components of balance sheet after the subtraction of PPE also changes.

There will be further analyses for the reasons of an increase in value 
relevance of PPE. TAS No. 32 has the altemative treatment of PPE valuation which allows the 
firms to revalue. This point does not differ from the old accounting standard. TAS No. 36 requires 
that firms should record impairment loss of PPE in income statement and allowance for the 
impairment loss of PPE in balance sheet in the case that the book value exceeds the recoverable 
amount. The value relevance of components of PPE will be further examined in the next section.

5.2.2.3 Value Relevance of the Revaluation Surplus and Allowance 
for Impairment of Property, Plant and Equipment (Hypothesis 7B and Hypothesis 7C)

As discussed in Chapter 4, model (7) is used to investigate whether the 
revaluation surplus amount of property, plant and equipment (PPE) under the old accounting 
standards’ requirements (TAS No.9 and TAS No. 10) is value relevant information. Model (8) is 
used to examine the value relevance of revaluation surplus amount and allowance for impairment 
of PPE under new accounting standards’ requirements (TAS No. 32 and TAS No. 36).

P,/Pit- ,=Po + fV œ V P ./P j + P jP P E Ç /P ,,,) + P 37(PPERt 1/p, , 1) + ร a (7)

P it/P«-1=Po + P . œ v p / p , 1,)  +  P 28(P P E C lt/ P , J  +  P > P E R , / P , J  +  P > P E y p lt) + 8 it (8 )
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Model (7) is run for firm-quarters before changes in accounting 
standards. The components of PPE are composed only cost amount and revaluation surplus 
amount before the changes in accounting standards. Model (8) is run for firm-quarters after the 
changes of accounting standards. The components of PPE are composed of three components: 
cost amount, revaluation surplus amount, and allowance for impairment of PPE. The results are 
presented in TABLE 5.12.

TABLE 5.12 Regression to Test Value Relevance of Cost Amount, Revaluation Surplus 
Amount, and Allowance for the Impairment Amount of PPE

PANEL A: For the firm-quarters before the changes in accounting standards ‘
Pi/P,t-=Po7+ P lW p / P J  + P 27(PPECi/P i, 1) + P 37(PPER i/P 1, 1) +S it (7)

Variable Coefficient Estimate t -statistics'" p valuec
Intercept 0.908 58.121** 0.000**
BVP/P,1 0.026 4.791** 0.000**
PPECj/Pj, 1 0.032 6.655*’ 0.000**
PPER./P*-, 0.029 2.926** 0.003**
F-statistics 17.620 (0.000)
Adj. R-square 0.042
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TABLE 5.12 Regression to Test Value Relevance of Cost Amount, Revaluation Surplus 
Amount, and Allowance for the Impairment Amount of PPE (Continued)

PANEL B: For the firm-quarters after the changes in accounting standards

P,/Pi,-1=Po8+P ,8(BVPi/P i, 1) + P > P E C it/P t, )  +P,YpPERit/Pi1, )  +p48(PPEIi/P j1) +£11 ๙

Variable Coefficient Estimate t-statisticsc p value0
Intercept 0.941 78.636*’ 0.000**
BVP./P.,, 0.039 8.723** 0.000**
PPECj/Pj,, 0.049 10.283** 0.000**
PEER,/Pu-, 0.031 3.856** 0.000**
PPEIit/Pit, -0.452 -3.236** 0.001**
F-statistics 30.284 (0.000)
Adj. R-square 0.093

The numbers of sample in each panel are not equal. PANEL A consists of 1,146 firm-quarters before
the changes in accounting standards. PANEL B consists of 1,145 firm-quarters after the changes in accounting 
standards.

bThe variables are defined as follows.
Pit = stock’s price of firm i at the end of quarter t,
PiH = stock’s price of firm i at the beginning of quarter t,
BVPit = firm i’s book value of equity per share after subtracting the amount of property, plant and 

equipment at the end of quarter t,
PPECit = firm i’s amount of cost of property, plant and equipment per share at the end of quarter t, 
PPERit = firm i’s amount of revaluation surplus per share at the end of quarter t,
PPEIit = firm i’s amount of allowance for impairment of property, plant an equipment per share at 

the end of quarter t, and 
ร 11 = error term.

Ct-statistics and p value without bold character for two-tail tests, significance at 0.01 <  ct <  0.05, and
significance at ot <  0.01 level.

t-statistics and p value with bold character for one-tail tests; * significance at 0.01 <  ct <  0.05, and
** significance at oc <  0.01 level.

TABLE 5.12 (PANEL A) shows that the overall model is significant (F- 
statistics is equal to 17.620, significant at 0.01 level). The coefficient of property, plant and
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equipment stated at cost (|32 ) has a positive sign and significant at 0.01 level. The coefficient of 
revaluation surplus of PPE (|33 ) has als0  a positive sign and also significant at 0.01 level the 
same as cost value of PPE. That is, the revaluation surplus amount of PPE is positively related 
with stocks’ price. In addition to cost amount, investors also use the revaluation surplus amount 
of PPE in valuing their securities. This result is consistent with บ.ร. data provided by Easton et al. 
(1993), Barth and Clinch (1998), and Aboody et al. (1999).

TABLE 5.12 (PANEL B) shows that the overall model is significant (F- 
statistics is equal to 30.284, significant at 0.01 level). The coefficient of property, plant and 
equipment stated at cost (|32 ) has a positive sign and significant at 0.01 level the same as before 
the changes in accounting standards (TABLE 5.12 PANEL A).

In addition, the coefficient of revaluation surplus of PPE ((33  ) is also 
positively related with the stock’s prices the same as before the changes in accounting standards 
(TABLE 5.12 PANEL A). Thus, revaluation surplus of PPE increases, the stock price also 
increases. The coefficient of allowance for impairment loss of PPE (|3 4 ) has a negative sign (put 
the allowance for the impairment data as the positive sign in model) and significant at 0.01 level. 
That is, the allowance for the impairment loss of property, plant and equipment is negatively 
related with the stock’s price. Thus, the amount of allowance for impairment of PPE increases, 
the stock price decreases. It indicates that both revaluation surplus amount and the allowance for 
impairment of PPE are value relevant information in the after changes in accounting standards 
period.

As the results presented in section 5.2.2.2, it concludes that value 
relevance of PPE increases due to the adoption of new accounting standards (the adoption of TAS 
No. 32 and No. 36). The components of PPE compose of cost amount and revaluation surplus 
amount in the period of before and after the changes in accounting standards. The cost amount 
and revaluation surplus amounts of PPE are value relevant information in the period of before and 
after changes in accounting standards (TABLE 5.12 PANEL A and B). Allowance for 
impairment of PPE is the additional accounting item in balance sheet after the changes in 
accounting standards. The allowance for impairment of PPE is value relevant information 
(TABLE 5.12 PANEL B). Thus, value relevance of PPE increases because of the allowance for 
impairment of PPE.
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5.2.2.4 The Effects of Changes in Accounting Standards on Value 
Relevance of Investment in Securities (Hypothesis 8A)

The following model is used to test whether the adoption of TAS No. 40 
affects the value relevance of investment in securities.
Pi/Pu- r P o  + p . V  P 2W i / P M H  p /fe v y i^ )  + p 4T1(IN V ^ , 1)+ P 59T ,(B V I i/ P  1, 1)+ร it (9)

Model (9) is run pooled sample both before and after the changes in 
accounting standards. The result is reported in TABLE 5.13.
TABLE 5.13 Regression to Test the Effects of Changes in Accounting Standards on Value 
Relevance of Investment in Securitiesa
P i/P ,,-1=Po9+ P .V P *  ONVi/P1, 1)+ P 39(B V Ii/ P „ 1)+  P .) T 1( I N V , /P „ 1)+  P / t  1(B V Iit/P j ,1) + ร 11 (9)b
Variable Coefficient Estimate t-statisticsc p valuec

Intercept 0.903 65.651** 0.000**
T, 0.030 1.491 0.136

INVit/P1, 1 0.039 4.366** 0.000**
BVI/Pj,1 0.035 8.239** 0.000*’
T,(INVlt/P1, 1) 0.018 1.527 0.064
T,(BVIlt/P1, 1) 0.015 2.133* 0.033*
F-statistics 33.988 (0.000) Adj. R-square 0.067

aThe sample consists o f 2,291 firm-quarters during Ql/1997 to Q2/2001. 
b The variables are defined as follows.
Pjt = stock’s price o f firm i at the end o f quarter t,
Pj,1 = stock’s price o f firm  i at the beginning o f quarter t,
T 1 = 1 i f  firms-quarters’ investment in securities are investment in securities under new accounting

standards’ requirements, 0 otherwise,
IN V 1 = firm  i ’s total investment in securities per share at the end o f quarter t,
B V l;i = firm  i ’s book value o f equity per share subtract investment in securities at the end o f quarter t, 
ร 11 = error term.

Ystatistics and p value without bold character for two-tail tests; significance at 0.01 <  Gt <  0.05, and
significance at o t <  0.01 level.

t-statistics and p value with bold character for one-tail tests; * significance at 0.01 <  OL <  0.05, and
** significance at cc <  0.01 level.
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F r o m  T A B L E  5 . 1 3 ,  t h e  o v e r a l l  m o d e l  i s  s i g n i f i c a n t  ( F - s t a t i s t i c s  i s  e q u a l  

t o  3 3 . 9 8 8 )  w i t h  t h e  a d j u s t e d  R - s q u a r e  o f  0 . 0 6 7 .  T h e  c o e f f i c i e n t  o f  i n v e s t m e n t  i n  s e c u r i t i e s  ( ( 3 2 )  

h a s  a  p o s i t i v e  s i g n  a n d  s i g n i f i c a n t  a t  0 . 0 1  l e v e l .  T h e r e  i s  t h e  p o s i t i v e  r e l a t i o n s h i p  b e t w e e n  t h e  

s t o c k  p r i c e s  a n d  i n v e s t m e n t  i n  s e c u r i t i e s .  I n v e s t m e n t  i n  s e c u r i t i e s  i s  v a l u e  r e l e v a n t  i n f o r m a t i o n  

t h e  s a m e  a s  t h e  r e s u l t s  o f  บ . ร .  d a t a  p r o v i d e d  b y  B a r t h  ( 1 9 9 4 ) ,  C a r r o l l  a n d  L i n s m e i e r  ( 1 9 9 6 ) ,  

G r a h a m  e t  ฟ .  ( 1 9 9 8 ) ,  a n d  P a r k  e t  ฟ .  ( 1 9 9 9 ) .

T h e  c o e f f i c i e n t  o f  i n t e r a c t i o n  t e r m  b e t w e e n  d u m m y  v a r i a b l e  a n d  t h e  

i n v e s t m e n t  i n  s e c u r i t i e s  (f34 )  i s  p o s i t i v e ,  b u t  i n s i g n i f i c a n t  a t  0 . 0 5  l e v e l  ( a l t h o u g h  i t  i s  s i g n i f i c a n t  

a t  0 . 1 0  l e v e l  f o r  o n e  t a i l  t - t e s t ) .  T h a t  i s ,  v a l u e  r e l e v a n c e  o f  i n v e s t m e n t  i n  s e c u r i t i e s  a f t e r  t h e  

c h a n g e s  i n  a c c o u n t i n g  s t a n d a r d s  d o e s  n o t  d i f f e r  f r o m  v a l u e  r e l e v a n c e  o f  i n v e s t m e n t  i n  s e c u r i t i e s  

b e f o r e  t h e  c h a n g e s  i n  a c c o u n t i n g  s t a n d a r d s .  T h u s ,  t h e  v a l u e  r e l e v a n c e  o f  i n v e s t m e n t  i n  s e c u r i t i e s  

i s  n o t  a f f e c t e d  b y  t h e  a d o p t i o n  o f  T A S  N o .  4 0 .

H o w e v e r ,  t h e  c o e f f i c i e n t  o f  d u m m y  v a r i a b l e  a n d  b o o k  v ^ e  o f  e q u i t y

a f t e r  s u b t r a c t i o n  o f  i n v e s t m e n t  i n  s e c u r i t i e s  ((35 )  i s  p o s i t i v e l y  s i g n i f i c a n t .  I t  i n d i c a t e s  t h a t  v a l u e  

r e l e v a n c e  o f  o t h e r  c o m p o n e n t s  i n  b ฟ a n c e  s h e e t  a f t e r  t h e  s u b t r a c t i o n  o f  i n v e s t m e n t  i n  s e c u r i t i e s  

c h a n g e s  a f t e r  t h e  a d o p t i o n  o f  n e w  a c c o u n t i n g  s t a n d a r d s .

T A S  N o .  4 0  r e q u i r e s  t h a t  m a r k e t a b l e  s e c u r i t i e s  b o t h  s h o r t - t e r m  a n d  

l o n g - t e r m  a r e  s t a t e d  i n  f a i r  v a l u e ,  w h i l e  o l d  a c c o u n t i n g  s t a n d a r d s  ( T A S  N o .  1 2 )  r e q u i r e s  t h a t  t h e  

m a r k e t a b l e  s e c u r i t i e s  a r e  s t a t e d  a t  l o w e r  o f  c o s t  o r  m a r k e t  ( L C M ) .  V a l u e  r e l e v a n c e  o f  i n v e s t m e n t  

i n  s e c u r i t i e s  p a r t i t i o n e d  b y  t y p e s  b o t h  b e f o r e  a n d  a f t e r  t h e  c h a n g e s  i n  a c c o u n t i n g  s t a n d a r d s  w i l l  b e  

f u r t h e r  e x a m i n e d .  I t  w i l l  p r o v i d e  t h e  e v i d e n c e s  o n  w h e t h e r  t h e  v ^ e  r e l e v a n c e  o f  e a c h  t y p e  o f  

i n v e s t m e n t  u n d e r  t h e  o l d  a n d  n e w  a c c o u n t i n g  s t a n d a r d s  i s  d i f f e r e n t .

5.2.2.5 Value Relevance of the Components of Investment in 
Securities (Hypothesis 8 B and Hypothesis 8C)

A s  d i s c u s s e d  i n  C h a p t e r  4 ,  m o d e l  ( 1 0 )  i s  u s e d  t o  e x a m i n e  w h e t h e r  t h e  

i n v e s t m e n t  i n  s e c u r i t i e s  p a r t i t i o n e d  b y  t y p e s  a c c o r d i n g  t o  t h e  o l d  a c c o u n t i n g  s t a n d a r d s ’  

r e q u i r e m e n t s  a r e  v a l u e  r e l e v a n t  i n f o r m a t i o n .  T h e  t y p e s  o f  i n v e s t m e n t  i n  s e c u r i t i e s  o f  o l d  

a c c o u n t i n g  s t a n d a r d  a n d  n e w  a c c o u n t i n g  s t a n d a r d  a r e  d i f f e r e n t .  T h e  m o d e l  ( 1 1 )  i s  u s e d  t o  

i n v e s t i g a t e  t h e  v a l u e  r e l e v a n c e  o f  i n v e s t m e n t  i n  s e c u r i t i e s  p a r t i t i o n e d  b y  t y p e s  a c c o r d i n g  t o  t h e
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n e w  a c c o u n t i n g  s t a n d a r d s ’  r e q u i r e m e n t s .  B e c a u s e  s o m e  f i r m s  d o  n o t  s h o w  t h e  a m o u n t  o f  

ฟ ! o w a n c e  f o r  t h e  i m p a i r m e n t  o f  i n v e s t m e n t  i n  s e c u r i t i e s ,  t h e  d a t a  o f  ฟ ! o w a n c e  f o r  t h e  

i m p a i r m e n t  o f  i n v e s t m e n t  i n  s e c u r i t i e s  a r e  n o t  c o m p l e t e d .  S o  t h i s  ร ณ d y  c a n n o t  s e p a r a t e  t h e  

ฟ ! o w a n c e  f o r  t h e  i m p a i r m e n t  f o r  e a c h  t y p e  o f  i n v e s t m e n t  i n  s e c u r i t i e s .

P o ' 0 +  P / V y p , . 1) +  P 2 10( S T M S , / P , , 1)  +  P 3 ไ L T M S y P 1, 1) + p 4 ไ L T R I N V . / P i , 1)  

+ p 5'°(LTOINVi/P1, 1) + ร 11 (10)

P i/P 11- = P o ‘1+ P / V y p , ,  1)+ P 211(T R D ,/P „1)+ p 3l l (A FS1/P 1, 1)+ p 4“ (L T R IN V it/P1, 1)

+ p  51 '(L T O IN V j/P j,1) + P 6U(H T M ,/P „I)+ 8 lt (11)

The model (10) is run for firm-quarters before the changes in accounting 
standards. The model ( 11) is run for the firm-quarters after the changes in accounting standards.

TABLE 5.14 Regression to Test the Value Relevance of Components of Investment in 
Securities
PANEL A: For the firm-quarters before the changes in accounting standards1

P i/P น-1= P o10+ p “ (B vyp  1, 1)+ P 210(S T M S ,/P „)+  p 310(L T M S i/P i, 1)+ p 4‘°(L T R IN V it/P1, 1) 

+ P 5'° (L T O IN V lt/P1, 1)+  ร 11 (10)b

V a r i a b l e C o e f f i c i e n t t - s t a t i s t i c s ° p  v a l u e 0

E s t i m a t e

I n t e r c e p t 0 . 9 0 3 5 7 . 5 9 5 * * 0 . 0 0 0 * *

B v y p *  1 0 . 0 3 6 7 . 3 9 4 * * 0 . 0 0 0 * *

S T M S , / p , 1 - 0 . 0 1 9 - 0 . 5 5 1 0 . 5 8 2

L T M S . / P , , 1 - 0 . 0 0 9 - 0 . 0 7 6 0 . 9 3 9

L T R I N V lt / P  1, 1 0 . 0 3 8 2 . 6 9 9 * * 0 . 0 0 7 * *

L T O i m y p  1, 1 0 . 0 6 3 2 . 7 2 9 * * 0 . 0 0 6 * *

F - s t a t i s t i c s  1 2 . 4 9 8  ( 0 . 0 0 0 )

A d j .  R - s q u a r e  0 . 0 4 8
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TABLE 5.14 Regression to Test the Value Relevance of Components of Investment in 
Securities (Continued)
PANEL B: For the firm-quarters after the changes in accounting standardsa

P A , -  p,"+ P . 'W y P , , )  + P^lT R ryP,,) + P A a FSj/P,.,) + P .“<LTRINVyP„)
+ P !"(LTOINVi/PiH)+ P 6"(HTMi/P ,„)+Si, (11)1

Variable Coefficient Estimate t-statisticsc p valuec
Intercept 0.927 76.765** 0.000**
B vyp * , 0.053 10.993** 0.000**
TRDlt/PiM 0.058 0.970 0.166
AFS./P.H 0.244 4.585** 0.000**
LTRINVj/Pj,., 0.058 7.771** 0.000*’
LTOINVj/Pj,.1 0.017 0.522 0.602
HTMj/Pj,., -0.153 -1.160 0.246
F-statistics 23.155 (0.000)
Adj. R-square 0.104

“p a n e l  a  consists of 1,146 firm-quarters before the changes in accounting standards. PANEL B 
consists of 1,145 firm-quarters after the changes in accounting standards. 

bThe variables are defined as follows.
p,t
P.M
BVI.

= stock’s price of firm i at the end of quarter t,
= stock’s price of firm i at the beginning of quarter t,
= firm i’s book value of equity per share after subtracting the value of investment in 

securities at the end of quarter t,
STMSjt = firm i’s short-term marketable securities per share at the end of quarter t,
LTMS|1 = firm i’s long-term marketable securities per share at the end of quarter t,
LTRINVit = firm i’s long-term investment in subsidiary or associated company per share at the end 

of quarter t,
LTOINVit = film i’s other investment or general investment per share at the end of quarter t,
TRDit = firm i’s trading securities per share at the end of quarter t,
AFSit = firm i’s available-for -sales securities per share at the end of quarter t,
HTMi 1 = firm l’s held-to-maturities debt securities per share at the end of quarter t.
t-statistics and p value without bold character for two-tail tests; significance at 0.01 <  CL <  0.05, and

significance at (X <  0.01 level.
t-statistics and p value with bold character for one-tail tests; * significance at 0.01 <  ct <  0.05, and

** significance at c t <  0.01 level.
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marketable securities (J32 ) and long term marketable securities ((3j ) in model (10), which 
stated at lower of cost or market value (LCM), are not significant. The coefficient of investment
in subsidiary and associated company ((34 ) has a positive sign and significant at 0.01 level. That 
is, investment in subsidiary and associated company under the equity method is value relevant 
information. Investors also consider this type of investment in setting their securities’ prices. The 
results are the same as บ.ร. data provided by Graham et. ฝ. (1998).

Furthermore, the coefficient of other investment stated at cost vdue
(p 5 ) has a positive sign and significant at 0.01 level. Thus, the other investment is v ^ e -  
relevant information, too.

The new accounting standard of investment in securities (TAS No. 40) 
divides the investments in securities as trading securities, available-for-sales securities, other or 
generd investment, and held-to-maturity debt securities. The results of their v ^ e  relevance are 
presented in TABLE 5.14 (PANEL B).

From the TABLE 5.14 (PANEL B), the overall model is significant (F- 
statistics is equฝ to 23.155) with the adjusted R-square of 0.104. The coefficient of trading
securities (p 2 ) which is stated at fair value has a positive sign, but insignificant. The coefficient 
for available-forces securities (AFS) stated at fair value ([33 ) has a positive sign and 
significant. AFS securities are positively related with the stock’s price. That is, fair values of AFS 
securities are vdue relevant information which is consistent with Barth (1994), Carroll and 
Linsmeire (1996), Graham et ฝ. (1998), and Park et al. (1999). Although trading securities and 
AFS securities are stated at fair v ^ es , trading securities are not v ^ e  relevant information. The 
reason is that trading securities are securities which firms have the intention to hold for short-term 
purposes. It is rapid turnover so that investors do not consider it in valuing the securities.

The coefficient of investment in subsidiary and associated company 
((34 ) have a positive sign and significant at 0.01 level. Thus, the investment in subsidiary and 
associated company is value relevant information, which is the same result as before the changes 
in accounting standards (TABLE 5.14 PANEL A). It is also consistent with the result provided

I n  T A B L E  5 .1 4  ( P A N E L  A ) ,  th e  o v e ra l l m o d e l is  s ig n if ic a n t  (F -

s ta t is t ic s  is  e q u a l to  1 2 .4 9 8 ) w i t h  th e  a d ju s te d  R -s q u a re  o f  0 .0 4 8 . T h e  c o e f f ic ie n ts  o f  s h o r t te rm
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by Graham et al. (1998). The coefficients for general investment (stated at cost P j ), and held-to-
maturity debt securities (stated at amortized cost (36 ) are not significant.

Fair value of AFS securities from the adoption of TAS No. 40 is value 
relevant information, while marketable securities stated in LCM (before the changes in 
accounting standards) is not value relevant information. It indicates that investors consider fair 
values of AFS in setting their securities’ prices. The value relevance of general investment is 
diminished after the changes in accounting standards. It can imply that investors use fair values 
for investment in securities in valuing the securities’ prices in stead of cost values.

5.2.2.6 The Effect of the Adoption of TAS Interpretation No. 4 on 
Value Relevance of Other Assets (Hypothesis 9)

As discussed in Chapter 4, the following model is used to test whether 
the adoption of TAS interpretation No. 4 affects the value relevance of other assets.

p ,/p ,t-r Po ‘2+ P ,“ t 2 + p 2,2(OTHA;/Pitl) + P 2'2(BV0,/P1M) + p 412T2(OTHAit/Pit_1) 
+ P 512T2(BVOi/Pi1, ) + ธ,, (12)

The model (12) is run pooled sample both before and after the adoption 
of TAS interpretation No. 4. The dummy variable (T2) partitions the firm-quarters into affected 
and not affected by the adoption of the interpretation. The result is presented in TABLE 5.15.



TABLE 5.15 Regression to Test the Effects of Adoption of TAS Interpretation No.4 on 
Value Relevance of Other Assetsa
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P./ÏV 1= Po'2+ P 1' V P 212(OTHAi/PjM)+ P 3 p / 2 T2(OTHAj/Pit.1)
+ P 512T2(BV0lt/Pi , 1)+811 (12)b

Variable Coefficient Estimate t-statisticsc p value'
Intercept 0.928 86.608" o.ooo"
t2 -0.023 -0.837 0.403
o t h a / p,m 0.044 7.032" 0.000**
BVO,/PiM 0.037 10.560** 0.000**
T2(OTHAit/P,M) 0.033 0.630 0.265
T2(BVO/Pm) 0.011 0.908 0.364
F-statistics 28.476 (0.000)
Adj. R-square 0.057

aThe sample consists of 2,291 firm-quarters during Ql/1997 to Q2/2001. 
bThe variables are defined as follows.
Pit = stock’s price of firm i at the end of quarter t,
Pit_, = stock’s price of firm i at the beginning of quarter t
T2 = 1 if the firm-quarters’ other assets is affected by the adoption of TAS interpretation No. 4, 

0 otherwise.
BVCX1 = firm i’s book value of equity per share after subtracting the book value of other assets at the 

end of quarter t,
OTHAit = firm i’s other assets per share at the end of quarter t, and 
Sit = error term.

-̂statistics and p value without bold character for two-tail tests; significance at 0.01 <  ct <  0.05, and
significance at OL <  0.01 level.

t-statistics and p value with bold character for one-tail tests; * significance at 0.01 <  ct <  0.05, and
** significance at ot <  0.01 level.

In TABLE 5.15, it shows that the overall model is significant at 0.01 
level (F statistics is equal to 28.476) with the adjusted R-square of 0.057. The coefficient of other 
assets (J32 ) is positive and als0  significant at 0.01 level the same as PPE and investment in 
securities. It reveals the positive relationship between the stock prices and values of other assets
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(Lev and Sougiannis, 1996; Aboody and Lev, 1998). Investors also consider the amount of other 
assets for the setting of securities prices.

The coefficient of interaction term between the dummy variable and
other assets (|34 ) is used to test whether the adoption of TAS Interpretation No. 4 affects value
relevance of other assets. The result reveals the positive sign of (34 , but it is not significant. The 
value relevance of other assets does not change after the adoption of TAS Interpretation No. 4. 
This result contrasts with the prediction in research hypothesis. The plausible explanation is that 
the other assets are the least portion among of components of assets, therefore the effect of the 
adoption TAS Interpretation No. 4 on the value relevance of other assets is insignificant for the 
investors in valuing the securities.

The result in TABLE 5.15 also indicates that the coefficient of 
interaction term between the dummy variable and other components of balance sheet excludes
other assets (|3j ) is also positively insignificant. Thus, the adoption of this TAS interpretation 
does not affect value relevance of other components of balance sheet.

The result in that value relevance of other assets does not change 
corresponds with the result in the section 5.2.2.1. Value relevance of total assets does not change 
due to the adoption of this TAS interpretation. Thus, the adoption of TAS interpretation No. 4 
does not affect both value relevance of other assets and value relevance of total assets.
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