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This study examines the effect of the shift in accounting conceptual
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CHAPTER |

INTRODUCTION

1.1 MOTIVATION

Accounting earnings are the bottom line item on an income statement, which
indicate performance of a firm and are of interest to both investors and financial
practitioners. They use accounting earnings in their stock valuation with its value
reflecting the firm’s ability to generate a str€am-of earnings. Surveys reveal that
investors and analysts ‘consider_earnings the single 'most important number about
firms (Graham, Harvey, and Rajgopal, 2005). To investors, the usefulness of earnings
means that the current earnings,are the beéf predictor of the future stream of earnings
that firm will produce. Thus, fo investors,-'-“good earnings” mean a metric that is
highly persistent and predictive of future ea-r_hi:r-\gs (Dichev, 2008).

However, the quality of-earhings can be affected by how accounting earnings
are determined as. per the accounting conceptual framework. The accounting
conceptual framework: offers two alternative approaches to preparing financial
reports. The twolapproaches,are-the balance-sheet appreach and the income statement
approach. These two approaches are different in their primary goals. The balance
sheet approach views the proper valuation of assets and liabilities/as the primary goal
of financial reporting, with the determination of other accounting variables considered
secondary and derivative. On the contrary, the income statement approach views the
determination of revenues, expenses, and especially earnings as the primary goal of
financial reporting. The latter emphasizes the proper determination of the timing and

magnitude of the revenue and expense amounts, whereas balance sheet accounts and



amounts are secondary and derivative. The two major guiding principles of the
income statement approach are revenue recognition and matching of expenses to

revenues (Dichev, 2008).

On the history of conceptual framework which is the determination of
earnings, in the late 1970’s the U.S. financial accounting standards board (FASB)
concluded that the balance sheet approach.was the conceptual framework for
standard-setting and financial-accounting. FASB.wiews that earnings are a “change in
value” concept, and it IS impessible to define a change in value concept before one
defines “value”; thus, financCial reporting should focus on the valuation of assets and
liabilities. In 1989 the dnternational Accbunting Standard Board (IASB) issued a
conceptual framework which was orienied tbward the balance sheet approach. Under
the balance sheet approach, earnings qualify seems 10 be affected by the valuation of
various assets due to the moving away fro;n"th_e matching concept but closer toward
the fair value accounting. Dichev and. Tang (2008).have documented the changing
properties of accounting earnings over the last forty years: They present a declining
trend of contemporaneous correlation between contemporaneous revenues and
expenses, increased volatility ef-easnings, and:declining persistence of earnings. They
conclude that these changes in earnings properties destroy the forward looking

usefulness of earnings.nformation.

However, research to date has provided the evidence of the usefulness of
earnings information. Efficient Market Hypothesis (EMH) claims that securities
prices would react to disclosure of accounting earnings only if these numbers contain

information about unexpected changes in the probability of distribution of future cash



flows of the firm and, thus, accounting earnings contain useful information about cash
flows. To define the usefulness of earnings information, Ball and Brown (1968) state
that “an observed revision of stock price associated with the release of the income
report would thus provide evidence that the information reflected in income numbers
is useful”. They empirically evaluate the usefulness of accounting earnings
information and find investor reactions to annual earnings reports. They also present
the significant association between abnormeals stock returns and earnings surprise.
Beaver (1968) provides the-compelling evidenee~in the usefulness of earnings by
showing that earnings announeement conveys new information to market participants
as reflected in changes inhe level or variability of securities prices or trading volume
over a short time period around the evé.nt. L ater researchers built on Ball and
Brown’s and Beaver’s avork by studying rthe usefulness of earnings in different
settings, e.g., in different countries, usin_é_'iﬁterim garnings compared with annual
earnings (May, 1971; Brown and Kennell;}; "1‘9_.-72; Joy, Litzenberger, and McEnally,
1977; Grant, 1980; Bamber 4987 Shores, 1990), or_using a shorter earnings

announcement period (Patell and Wolfson’s, 1984; Lee, 1992).

Prior studies gin ~Thailand gin <which sinvestor, «reactions to earnings
announcement Were examined also suggest the usefulness of earnings information
(Vachargjittipan, 1991; Srisawadi, 1996; Narktabtee, -2000) “and- the increasing
usefulness of earnings information from the period of 1979-1985 to that of 1986-1990
because of an increase in earnings quality (Srisawadi, 1996). However, of Thailand
evidence, earnings determination follows the income statement approach which
focuses on the matching concept as presented in the fundamental accounting

assumption.



The important changes in Thai Accounting Standards (TAS) took place in
1999, almost two years after the Asian financial crisis. Before the 1997 Asian crisis,
TAS was based on either the US Generally Accepted Accounting Principle (US
GAAP), the International Accounting Standard (IAS), or local criteria, since the
Institute of Certified Accountants and Auditors of Thailand (ICAAT) believed them
to be appropriate for the country at the time. After the Asian crisis, TAS was called
upon for more internationally aceeptable practiee because a lack of the internationally
acceptable practice was one cause of the-poer-disclosure and transparency that
contributed to the 1997 ¢risis«The revolution in the Thai accounting standard then
occurred in 1999 and the"International Accounting Standard (IAS) was the main
guideline in setting TAS. lf‘an issue Waé. not covered by the IAS, the US GAAP
would be used. The Thai accounting conCéptuaI framework also issued in 1999 is
oriented more toward the balance sheet ébpfoach and fair value accounting while

moving away from the matching concept.

As earlier explained, earnings are the single most important output of the
financial reporting. Thus, improved financial reporting should lead to improved
usefulness of earningsa However, Dichev.and; Tang;(2008) documented that moving
away from the matching concept and toward fair value accounting likely results in the
worst garnings ' properties that 'increase  volatility 'of ' earnings - with declining
persistence of earnings. Moreover, accounting literature provides evidence under the
period of balance sheet approach and suggests that the value relevance of earnings has
declined over time (Collins, Maydew, and Weiss, 1997; Brown, Lo, and Lys, 1999;
Francis and Schipper, 1999). In addition, Collin et al. (1997) document the shifting in

value relevance from earnings to book value. This documentation is consistent with



the view of the balance sheet orientation. Although prior literature examines the
relationship between abnormal return and abnormal earnings, no research has directly
examined the relationship between abnormal return (volume) and abnormal earnings
associated with the shifting in accounting conceptual framework. Thus, the fact that
the improvement of the Thai accounting standard which is oriented more toward the
balance sheet approach improves or destroys the usefulness of earnings information

warrants further investigation.

As discussed above, the changes in Thai accounting framework and Thai
accounting standards likely afiect earnings properties. Thus, the first objective of this
study is to investigate whether there are'.differences in the usefulness of earnings
information under the two approaches. To address this question, this study examines
the usefulness of earningsinfarmation by héaéuring investor reaction in terms of both
abnormal return and abnormal volume (eveﬁitﬁs‘tudy). This study defines the usefulness
of earnings information as the-magnitude of earnings response coefficient (ERC),
which represents the magnitude of the association between abnormal return (abnormal
volume) and unexpected earnings (association study). The ERC reflects the intensity
of investor reaetion to a unit,of earnings-informatien; Fhis:study does not focus on the
magnitude of abnormal return and abnormal volume to measure the differences in the
usefulness of earnings information' between the two periods because prior studies
documented that abnormal return and abnormal volume increased over time but were
not associated with the increase in informativeness of earnings information (Francis,
Schipper, and Vincent, 2002a; Lansmand and Maydew, 2002). Thus, this study

focuses on the magnitude of association between abnormal return (abnormal volume)



and unexpected earnings, i.e., ERC. However, this study also reports the abnormal

return and abnormal volume around the announcement period.

The finding in the event study exhibits the significant abnormal return and
abnormal volume during the event period, especially on the announcement date, in
both periods of income statement approach and balance sheet approach. This finding
suggests the usefulness of earnings information in the two periods. The association
test indicates a greater earnings response ceeffieient (ERC) under the balance sheet
approach than the income statetment approach during the period of 1995 to 2008.
However, when the crisissperiod (vears 1997-1998) is excluded, as suggested in the
prior literature that such'a crisis affected rfeturn-earnings relationships (Bailes, king,
and Graham, 2000), the‘greater earmings résponse coefficient (ERC) disappears in
both return and volume analyses. The resu_it_' is robust even when the mean or median

adjusted model was used in‘Calcutating abndrmal volume.

The second gbjective is to examine whether there'is/a decline in the usefulness
of earnings over time.after moving to the balance sheet approach (1999-2008) as
suggested in Franeis; et al ~(2002a); The, examination-of .the.over time change in the
usefulness of earnings information under the period of balance sheet approach
exhibits,no trend inithe ERC for return analysis. However, volume analysis shows a
decline time trend in the ERC. The decline time trend for volume analysis and
unchanged ERC for return analysis do not translate into a decline time trend in the
usefulness of earnings information. Beaver (1968) suggests that the relationships
between price and volume are consistent with economists’ notion that volume reflects

a lack of consensus regarding the price. The lack of consensus is induced by a new



piece of information, i.e., the earnings report. Since investors may differ in the way
they interpret the report, some time may elapse before a consensus is reached, during
which time increased volume would be observed. If consensus were reached on the
first transaction, there would be a price reaction but no volume reaction. Thus, the
decline in ERC for volume analysis but no trend in ERC for return analysis suggests
no decline trend in earnings usefulness even after moving toward the balance sheet
approach. Rather, there is an over time increase in consensus in price when earnings
are released. The results are robust even when.the mean or median adjusted model
was used in the calculation of.abnermal volume and also robust when loss cases from

the estimation are excluded.

The insignificant: difference in the'-ERC between the two periods and the
evidence of no decline trend "in ERC éuggest that the usefulness of earnings
information does not change after the chaﬁéé‘saof the Thai accounting standards and
toward the new accounting conceptual framework. However, this result can be
explained by Functional Fixation Hypothesis (FFH). The FFH maintains that
investors treat a dollar of earnings the same irrespective of the structure of the
earnings compernents, thus-resulting jin thezsame; magnitude ef-ERC between the two

determinations 0f accounting earnings.

In the context of FFH, however, all investors are not fixated on earnings as
suggested by Hand (1990). Hand proposes Extended Functional Fixation Hypothesis
(EFFH). He argues that unsophisticated investors are functionally fixated and thus fail
to unscramble the true cash flow implications of accounting data. The empirical

accounting and behavioral finance literature has documented the fixation of



unsophisticated investors on bottom line accounting numbers, especially accounting
earnings (Aboody, 1996; Sloan,1996; Xie, 2001; Barth, Clinch, and Shibano, 2003;
Richardson, Sloan, Soliman and Tuna, 2005; Lev and Nissim 2006; Shi and Zhang,

2007).

In contrast to unsophisticated investors, sophisticated investors, especially
institutional investors, behave differently. &~ Sophisticated investors with superior
abilities always accurately-unscramble the true cash flow implications of accounting
data. Unless earnings information-s useful, sophisticated investors who have superior
abilities and are more infermed thus should rely less on earnings information at the
earnings announcementsperiod" while unprhisticated investors fixate on earnings
information and their trading is more associéted with earnings information (earnings
surprise) than sophisticated investors. Thu-s', the third objective is to investigate the
usefulness of earnings information in eachﬁ rcrlﬂass of investor in the period of balance

sheet approach.

Prior studies-provided evidence that investors reacted to earnings
announcement-differently ~However; their=findings ccan he, divided into two groups.
First, the reaction of investors correlates positively with wealth of investors because
of return to scale; that is, large investars react more than small investors (Cready,
1988; Lee, 1992; Kim, Krinsky, and Lee, 1997). Second, individual or small investors
react to earnings announcement more than others. The latter is consistent with the
EFFH view in that small individual investors are at a disadvantage in information
acquisition abilities and/or resources; thus, they rely more on public information

(Cready and Mynatt, 1991; Hakansson, 1977). Lee (1992) argues that the noise proxy



for investor classes leads to this mixed evidence, i.e., a large transaction size proxy for
large investors, and a small transaction size proxy for small investors. The mixed
evidence from prior studies necessitates a more precise proxy for investor classes;
thus, rather than using a proxy for each class of investor, this study uses actual trades
of each class of investor to examine their trading reaction to earnings announcement,

as suggested by Perttunen, Schadewitz, and Vieru (2006).

The finding in the event study of each investor class shows that all investor
classes exhibit abnormal” nee buying activity in both before and during the
announcement period. Fhis< result reveals that forthcoming news (earnings
announcement) stimulaies Jdnyestors to'.acquire private information (pre-event
information) and to trade based on.their pfivate information. However, pre-event
information does not subsume the us-efu'l-ness of event-information (earnings
announcement). Thus, investors also exhibiifr;'ibnormal net buying activity during the

announcement period.

The examination of the association between-net buying activity in each
investor class~and junexpected, earnings=-shows; that .institutional (sophisticated)
investors, both domestic and foreign, exhibit the greatest earnings response coefficient
while domestic 'individual  investors (unsophisticated) exhibit the -lowest earnings
response coefficient. Moreover, dividing the institutional investors into domestic and
foreign investors still gives the same results. That is, domestic institutional investors

exhibit the greatest ERC while domestic individual investors show the lowest ERC.
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The greatest ERC for sophisticated institutional investors attests to the
usefulness of earnings information under balance sheet approach. The lowest ERC for
unsophisticated individual investors is consistent with the notion that unsophisticated
investors are unwilling to incur costs of learning accounting procedures; thus, they
need not become proficient in accounting methodology to preserve or enhance the
value of investments. Rather, they need only realize that they are uninformed about
accounting procedures and, therefore, learmsto rely on other sources of information
(Tinic, 1990). The result=is also consistent with the findings of Grinblatt and
Keloharju (2000); and Barber.and-Odean (2008). They argue that increased individual
trading around earnings announcement is the result of individuals trading on extreme
price changes, and not information in the'.earnings announcement per se. Moreover,
Taylor (2010) finds that individuals’ trad'és around earnings announcement earn
economically and statistically significant Idsééé, and that these losses are significantly
greater than the losses of non—announcen%ér;t ‘trades. He then concluded that these

losses result from inefficient information processing.

The results are.also consistent with those of Cready (1988), Lee (1992), and
Kim et al. (1997) in thatjthe,usefulness of.earnings informatien increases with wealth
of investors because of return to scale and information processing ability. The finding
in this study suggests that trading activity of individual investors (unsophisticated) are
based less on information in accounting disclosure than that of institutional investors
(sophisticated), so the disclosure itself is less relevant for individual than institutional
investors. Thus, the results do not support both Functional Fixation Hypothesis (FFH)

and Extended Functional Fixation Hypothesis (EFFH) but rather attest to the
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usefulness of earnings information with the greatest ERC for sophisticated

institutional investors.

Finally, this study further examines whether orienting more toward the
balance sheet approach increases the value relevance of book value. Following
Collins et al. (1997); King and Langli (1998); and Bailes et al. (2000), this study
decomposes the total explanatory power /oft book value and earnings into the
incremental component attributable to book. .walue, the incremental component
attributable to earnings, and the‘Ccomponent common to both book value and earnings.
The evidence in value relevance under the balance sheet approach shows the greater
incremental value relevance of the book véiue than the incremental value relevance of
earnings. In prior study, Bailes et al (200(5) present data in Thailand for the greater
incremental value relevanee of earnings théh the incremental value relevance of book
value in the period of income ‘statement a;‘}p"rb'ach (1992-1996). The findings in this
study are consistent with the finding by Collins etal. (1997) who suggested the shift
in value relevance from earnings to book value. This finding is consistent with the
view of balance sheet’ approach which emphasizes asset and liability valuation.

Moreover, compared with-Bailesget al (2000); the value, relevance of earnings is

unchanged eveniafter moving to the balance sheet approach.

In summary, this study is motivated by the revolution in the Thai accounting
standards of 1999, especially the shift in the conceptual framework from the income
statement approach to the balance sheet approach, which affects the earnings
properties. The effect of regulation changes can be examined from investors’

perspectives by comparing the extent of price reaction and volume reaction prior and
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subsequence to the regulation change (Lev, 1988). The Stock Exchange of Thailand
(SET) divides investors into three classes: foreign investors, domestic institutional
investors, and domestic individual investors. To my knowledge, this study is one of
the first attempts to use the actual trading data of these three classes of investors to
analyze the usefulness of earnings by focusing on the earnings response coefficient of
each class of investor. Thus, this study provides new insight into the examination of
the usefulness of earnings information by investor class. The results indicate no
change in the usefulness of-earnings information-after the accounting framework was
oriented toward the balance.sheet approach. The greatest ERC for institutional
investors attests to the usefulness of earnings information and is unlikely to support
earnings fixation hypothesiss Moreover, 'ihcremental value relevance of book value
increases and incremental walue relevancé- of earnings remains unchanged after

moving to the balance sheet approach.

1.2 CONTRIBUTION

This study provides evidence of the usefulness of earnings information under
the two conceptual frameworks and also focuses @m investors’ perspectives in
measuring thesusefulness of, earningscinformation; thus focusing on the relationship
between investar reaction (abnormal return and abnormal volume) and unexpected
earnings surrounding the earnings announcement date: 'Although- prior literature
examines the relationship between abnormal return and abnormal earnings, no
research has directly examined, until now, the relationship between abnormal return
(volume) and abnormal earnings associated with the shifting in accounting conceptual

framework. Thus, this study provides evidence of the usefulness of accounting
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earnings in Thailand by comparing the usefulness of earnings information under the

two approaches, i.e., the income statement approach and balance sheet approach.

First, this study contributes to the accounting standard setters by providing
evidence of the changes in the usefulness of earnings information and value relevance
of earnings and of book value after the change in the conceptual framework
orientation. Thus, the empirical evidence will allow standard setters to decide what, if
anything, should be done te-address the situationsSecond, this study contributes to
information content literature- by adding evidence to the effect of accounting
regulation change on retugns-earnings relationship. Third, this study also extends prior
literature on informationsContent by compéring the reactions among three classes of
investors without noise proxies for investor -'(-:Iasses. Instead of using transaction sizes
as proxies for large and small investors, th|s §tudy uses the actual trading activity of
each class of investor based on“the classh;i-c;iti_on by the SET. Moreover, this study
provides evidence of the asseciation between trading activity for each class of
investor and earnings information (earnings surprise). The results will both enhance
our understanding of investors’ behavior in utilizing accounting earnings information
in their investmentydecisions and facilitate-the;drawing-of-a mere complete picture of
the usefulness ‘of earnings information, especially in various classes of investors.
Finallygresults from this studyindicate the usefulness of accounting information (both

earnings and book value), thus encouraging all accounting information users,

especially investors, to utilize accounting information in their investment decision.
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13 STRUCTURE OF THE DISSERTATION

The study is divided into 7 chapters. Chapter | introduces the research and its
motivation, objectives and contribution. Chapter Il presents background of Thai
Accounting Standard. Chapter Il provides a literature review. Chapter 1V discusses
theory and hypothesis development. Chapter V presents the research design, including

sample selection, data, model specifications, and variable measurement. Empirical

findings, conclusions, and limit d in chapters VI and VII.

AU INENTNEINS
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CHAPTER I

THAI ACCOUNTING STANDARD

Thai Accounting Standards (TAS) and the Thai Auditing Standards were
authorized by two professional organizations, i.e., the Institute of Certified
Accountants and Auditors of Thailand (ICAAT) and the Board of Supervision of
Auditing Practice (BSAP). Before the 1997 crisis, TASs were based on either US
Generally Accepted Accounting Principle (US-GAAP), IAS or local criteria, as
ICAAT believed them to be_appropriate for the country. However, firms’ financial
statements were criticizede@s rarely complying fully with the national or international
standards upon which they were based: Usérs of this information did not receive early
warning signals about deterigrating financia-'l- conditions and were therefore unable to
make timely adjustments. The lack 0_1-‘_' i"hternationally acceptable practice in
accounting was one cause of the peor discl‘os-,-ute and transparency that contributed to
the 1997 crisis. In 1998, ICAAT promoted TAS as.consistent with, or similar to IAS.
However, in 1999, ICAAT issued ICAAT Announcement No.010/2540-2542, “Policy
of Setting Thai Accounting Standards” so that IAS is-now the main guideline for

setting Thai Accounting Standards.; If ancissue; is net, covered by the international

standards, US GAAP is considered the guideline.

The new law concerning accounting practice or the so-called “Accounting
Profession Act B.E. 2547 became effective on October 23, 2004 and the Federation
of Accounting Professional (FAP) was established in January 2005 to assume the
responsibilities of the ICAAT. The newly established Federation of Accounting

Professional (FAP) and the Accounting Professional Oversight Board (APOB) are the
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offspring of the new legislation. The FAP is designed to act as a governing body with
responsibilities such as licensing, registration, and drafting of conduct principles,
while the APOB is the one who supervises the Federation’s business and endorses
Thai Accounting Standards. The law reflects a giant leap forward in efforts to enhance

the quality of financial reporting (Kuntisook, 2008).

The Thai accounting conceptual framework was issued in 1999 to replace the
fundamental accounting -assumptions., The= ceneceptual framework follows the
International Accounting Standard(IAS) and Is also oriented toward the balance sheet
approach. At that time many standards were issued to replace the former standards.
The new standards are moving away from r't.he matehing concept and more toward the
balance sheet approach, @specially teward %air value accounting. Prior to 1999, the
fundamental accounting assumptions were_-l_jsé-d as significant principles in preparing
financial reports. The fundamental accou;ﬂi"ng- assumptions had been in use since
1979 and heavily based on- the-income statement approach until 1999. The matching

concept was key to the Thal fundamental accounting assumptions as evidenced by the

excerpt below:

“One of‘the significant functions of accounting is a matching of achievement
(as measured by revenue) and effort (as measured by expense). The matching concept
of expense and revenue represents a guideline to determine which transaction will be
recognized as expenses in that particular accounting period. The procedure is first to
recognize revenue in accordance with the concept of revenue recognition, and then

recognize expense to match against the revenue.”
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The Thai fundamental accounting assumptions used the cost concept in

recording assets and liabilities as evidenced by the excerpt underneath:

“According to the cost concept, assets and liabilities are recorded on a
historical cost basis i.e., an exchange value. Cost is a more appropriate indication of
value than any other, as it is objective and can be computed in a straight forward

manner, yet not subject to different individual judgments.”

However, these two assumptions were removed and the only two assumptions
still remain in the new_accounting conceptual framework are accrual and going-
concern concepts. The changes in the propérties of earnings likely happen because the
balance sheet approach moves away from thé matching concept and mandates various
asset revaluations that resultiin an increa_s;i_hé number and magnitude of write-offs,
“one-time” charges, and other nonrecurring‘it-é‘ms (Dichev, 2008). Examples are TAS

32: Property, Plant_and Equipment; TAS 36: Impairment of Assets; TAS 40:

Investment in debt and equity securities; and TAS 43 Business combination and the

) 1
details are as below:

TAS 32: Property, Plant and Equipment (PPE) prescribes the accounting
procedures! for recagnition, measurement, disclesure and other related issues of
property, plant and equipment. After acquisition, an entity may choose to measure the
PPE either: (a) at cost less accumulated depreciation and any accumulated impairment

losses (cost model), or (b) at fair value (revaluation model). If fair value model is

1
Angkarat Priebjrivat. The concise Thai Accounting Standards. The Stock Exchange of Thailand.

2005. Currently FAP has rearranged the Thai Accounting Standards to be consistent with IAS as shown
in appendix B.
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adopted, all assets within the same class of PPE must be revalued and updated
consistently and regularly. Excess of fair value over cost of PPE should be directly
credited to the revaluation surplus account in the equity. Decrease in fair value must
be first deducted from the related revaluation surplus account in the equity; the
remaining deficit, then, is recognized as loss in the income statement in the period

incurred.

PPE are depreciated-over their expected-useful life. The expected residual
value at the end of the"asset’s useful life is deducted from the asset’s depreciable
amount. The depreciatiop*methed and rate are reviewed annually. In case that the
entity applies fair value model, the depreCiabIe amount is re-estimated based on the
new fair value and recognized in the income -statement or in the production cost in the

period incurred.

TAS 36: Impairment of-Asseis prescribes that an asset must not be carried in
the financial statemenis at the amount higher than the recoverable amount through its
use or sale. If the carrying amount exceeds the recaverable amount, the asset is
determined impdired; The entity, must;reducesthe carryingsamount of the asset to its
recoverable amount, and recognize an impairment loss in the period incurred. The

standard ‘also applies to group of assets (knew as cash generating units)

TAS 40: Investment in debt and equity securities prescribes accounting
treatments and disclosure of investments in certain debt and equity securities. At the
time of acquisition, an entity recognizes all investments in securities at cost, and

classifies all marketable securities, including both debt and equity securities, as
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investments held for trading, or available for sale or held to maturity. All non-
marketable equity securities are classified as the other investments. At the balance
sheet date, investments in trading and available for sale securities are presented at fair
value. The changes in fair value of trading securities are recognized in the income
statement. Changes in fair value of available for sale securities are recognized as a
separate item in the shareholders’ equity. When there is an indication that an
investment may be impaired, the entity smust apply requirements of TAS 36:

Impairment of assets.

TAS 43 prescribgs the accounting treatment for an entity that undertakes a
business combination (agquisition) to reco'gnize the acguiree’s identifiable assets and
liabilities at their fair values in the acquirer’s- palance sheet. Any excess of the cost of
the acquisition over the agquirer’s interest i-n' the fair value of the acquiree’s net assets
at the acquisition date is recognized as goo;jr\&iH- from the acquisition. The entity must
test for goodwill impairment every year er more.frequency and when there is an
indication that goodwill may be impaired, the entity must apply requirements of TAS

36, Impairment of assets.

As discussed above, since 1999 the balance sheet approach has been the
conceptual framewerk_ for standard-setting and financial ‘accounting and firms are
required to report earnings under this approach. The earnings under this approach are
a “change in value” which is the change in a firm’s stockholders’ equity excluding
transactions with the owners and is called “comprehensive income”. The
comprehensive income consists of net income as usually reported in the income

statement and other comprehensive income which mainly consists of unrealized
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holding gains or losses on available for sale securities, revaluation surplus of property,
plant, and equipment, and foreign currency translation adjustments. However, TAS
35: Presentation of Financial Statement allows firm to issue either a statement of
changes in stockholders’ equity or a statement of comprehensive income. The
mandate for issuing a statement of comprehensive income becomes effective in 2011;
thus, a statement of comprehensive income is available only in some firms. Therefore,
earnings from income statement are mainly used by investors. The earnings are likely
to be affected by asset and-liability revaluation-related transactions that are directly
recognized in the income'statement. Examples of the transactions are the decrease in
fair value of PPE (after dedugted from the related revaluation surplus account in the
equity) of TAS 32; impairmentdosses of TAS 36; and gains or losses on valuation of
trading securities of TAS40 especially in fihancial industry in which the earnings are
more affected by TAS 40. Due to their néfmél operation, financial firms hold more

marketable securities (i.e., investment held for trading) and firms are required to

present the market securities at fair valuez. '

Currently, FAPhas rearranged the Thai Accounting Standards to be consistent
with IAS. There are!thirty “TAS/TERS™that \are in use| at, present, of which 24
correspond to TAS/IFRS and six.do not, and_three Thai Accounting Standard
Interpretations (TSI). ‘Details regarding the TAS are presented' in the appendices.
Appendix A presents the changes in Thai Accounting Standards in 1999 when the

accounting conceptual framework emphasizing balance sheet approach was

The examination which excludes financial firms provides the same results as full sample
examination.
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introduced.3 Appendix B presents the current TAS which corresponds to IAS/IFRS.

Appendix C presents Thai Accounting Standard Interpretations (TSI).

| ,,
AULINENINYINS
AR TN TN

3
Narktabtee (2000) provided this table in her dissertation.



CHAPTER 11

LITERATURE REVIEW

3.1 THE USEFULNESS OF EARNINGS INFORMATION

Ball and Brown (1968) stated that “an observed revision of stock price
associated with the release of the income report would thus provide evidence that the
information reflected in income numbers is‘useful”. They empirically evaluated the
usefulness of accounting -earnings informatioh-and found investors’ reactions to
annual earnings reporting. Afterward, many studies had examined the impact of
accounting release on prices. of securities (Brown and Kennelly, 1972; Joy et al.,
1977; Beaver, Clarke, and Wright, 1979;{. Patell and Wolfson, 1979,1984; Beaver,
Lambert, and Morse, 1980, Beaver, Lambert:,- and Ryan, 1987). The evidence suggests
the relationship between abnormal retur_ﬁ_é “and unexpected earnings around the

earnings announcement date.

Beaver (1968) proposed the volume testing and argued that the relationships
between price and valume were consistent with ecanomists’ notion that volume
reflected a lack-0f:cansensus regarding thezprice. Fhe-ack-of:consensus was induced
by a new piece‘of information, i.e., the earnings report. The distinction between price
and valume, testsis'that price test of earnings release reflects-changes in the
expectations of the market as a whole but volume test reflects changes in the
expectations of individual investors. A piece of information may be neutral in the
sense that it does not change the expectations of the market as a whole but it may
greatly alter the expectations of individuals. In this situation, there would be no price

reaction, but there would be shifts in portfolio positions reflected in volume. Beaver
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was primarily concerned with whether the annual earnings announcement had
“information content”. If there were any significant price changes and/or trading
volume changes during the week of the announcement, then the annual earnings
announcement was assumed to have had “information content”. Beaver found that the
behavior of both the price reaction and volume reaction uniformly supported the
contention that earnings reports possessed information content for individual investors

and market as a whole.

Since Beaver (1968).a number of studies had examined the impact of
accounting releases on trading volume \(Kiger, 1972; Morse, 1981; Bamber, 1986,
1987; Ziebart, 1990). Kiger/(1972) obser\)ed similar results to Beaver’s (1968) by
examining price changes and volume chaﬁges during the three days surrounding
quarterly earnings announcements. l\/lorsé '('1-981) argued that trading could occur
prior to and after the public announcemenfi:;s‘ significant price changes. Rather than
determining the existence or non-existence of information content in accounting
announcement, Morsg (1981) used daily data to examine when the market reacted
relative to an earnings-announcement and found that the-most significant price change
and excess trading; volume-oceurred; the, day prior to-and-thezday of the Wall Street
Journal announéement. Bamber (1987) found that both magnitude and duration of the
tradingavolume reaction to quarterly: (with Bamber (1986)-providing annual evidence)
earnings announcements were increasing functions of unexpected earnings and
decreasing functions of a factor affecting the availability of pre-disclosure
information, e.g., firm size. Even after controlling for the firm size, unexpected
earnings were still positively related to the magnitude and duration of the trading

volume reaction. Ziebart (1990) further suggested that the degree of change in
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abnormal trading activity was positively related to the degree of differing beliefs, as

proxied by analysts’ dispersion.

The evidence in price and volume reaction suggests that investors respond to
the earnings information. This implies that the information reflected in income
numbers is useful as suggested by Ball and Brown (1968) and Beaver (1968). In
addition, Cready and Hurtt (2002) suggested.that trading-based analysis was more
powerful tests of investors*response to information-event. Therefore, to conclude that
investors do not respond to a.public disclosure based on return analysis, researchers
should confirm the non.réspense’ inference with trading-based measures to avoid
wrong inference. Hence thisstudy investig:'j'étes the usefulness of earnings information
by observing both price and volume reaction:s- to earnings announcement.

3.2 OVER TIME CHANGES IN THE‘I-'I\“IF',ORMATION CONTENT OF
EARNINGS INFORMATION S

Prior literaturé provides evidence that there IS an increase in the information
content of earnings -anhnouncement over time. Landsman and Maydew (2002)
examined changes:in the information gontent ofearnings:over-the past three decades
using two metrigs, i.e., abnormal trading volume and abnormal return volatility. The
evidenee suggests anyincrease in over time informativeness of quarterly earnings
announcement. Francis et al. (2002a, 2002b) found evidence consistent with
Landsman and Maydew’s (2002) in that the usefulness of earnings announcement, as

measured by their absolute market responses, increases over time.
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However, Francis et al. (2002a) documented that the increase over time in the
magnitude of the market reaction is not attributed to an increase in the absolute
amount of unexpected earnings conveyed in the announcement or to an increase in the
intensity of investors’ average reaction to a given piece of earnings information, but to
the concurrent disclosures, especially the inclusion of detailed income statements.
This explains an increase in the absolute market reactions to earnings announcement.
In contrast, they found an overtime decline in the relation between unexpected returns
and unexpected earnings assmeasured by the earnings response coefficient (ERC) over
time. In addition, Lo and Lys«(2001) found a decline in the usefulness of earnings
over time. They examined‘the@xplanatory power of unexpected earnings information
in explaining abnormal return volatitity ét garnings announcement. They found a
decline in explanatory pewer of earnings, thé gvidence supported by Francis et al.’s

(2002a).

The evidence in_over-time changes in -information content of earnings
announcement suggests the increase in market responsé fo earnings announcement
(abnormal return or abnormal volume). However, this‘increase in market reaction
does not attributes to the sncreases iny thezinformativeness .of earnings. This study
focuses on thelinformativeness of earnings information; thus, rather than using
absolute market reaction (abnormal return or abnormal volume) te the announcement,
this study uses the magnitude of relation between unexpected returns and unexpected
earnings (Earnings Response Coefficient) to test the over time changes in the
usefulness of earnings. The earnings response coefficient explains the intensity of

investors’ reactions per unit of unexpected earnings.
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3.3 CHANGES IN VALUE RELEVANCE OF EARNINGS

The value-relevance literature assesses whether particular accounting amounts
reflect information that is used by investors in valuing firms’ equity. The literature
provides evidence of the decline in value-relevance of earnings. Collins et al.(1997)
investigated the changes in the value-relevance of earnings and book values over the
past forty years. They found that the incremental value-relevance of bottom line
earnings declined and shifted to book value./They documented that this shift in value
relevance could be explained by the  increasing frequency of negative earnings,
changes in average firm'size_and.intangible intensity across time, and the increasing
frequency and magnitude.of one-time items. This is consistent with the arguments by
Dechev (2008) and Dichev and Tang (2008) who argued that during the last 40 years,
the volatility of reported/€arnings doubled ahd the persistence of earnings was down
by a third while little had ehanged in t-h'e'-properties of the underlying business

fundamental.

The evidence’in Francis and Schipper’s (1999) is consistent with Collins et
al’s (1997). They assessed the change in value-relevance of financial statements over
time. The finding; showed- that there was no; systematic «evidence that financial
statements had lost their value-relevance over the forty-year period but they found the
decrease in/explanatory ;power of 'earnings over time.-Test results of both high-
technology and low-technology firms were similar to the findings for the full sample,
suggesting that the high-technology firms had not experienced a greater decline in

relevance than the low-technology firms.
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However, Lev and Zarowin (1999) documented a systematic decline in the
usefulness of financial information to investors over the past 20 years and found a
weakening association between capital market values (stock price/return) and key
financial variables, i.e., earnings, cash flows, and book value. They attributed their
finding of decreased relevance of financial information to both the increased
importance of unreported intangible assets and the failure of the financial reporting
model to keep pace with and reflect the increased rate of change in the business

environment.

In summary, the evidence in the value relevance literature suggests the decline
in value relevance of eamnings. One can infer from the literature that earnings decline
in their informativeness: An additional teét of value relevance in this study by
examining value relevance of book. value -an'd earnings under the period of balance
sheet approach which focuses «0h asset and hability valuation should exhibit greater

value relevance of book value than earnings:

3.4 FUNCTIONAL" FIXATION HYPOTHESIS “(FFH) AND EXTENDED
FUNCTIONALFRIXATION HYPOTHESIS (EFEH)

Functional Fixation Hypothesis (FFH) suggests that investors interpret
accounting mformation without regard for the rules used-to arrive at the information
(ljiri, Jaedicke, and Knight, 1966; Ball, 1972; Watts, 1982; Watts and Zimmerman
1986). It implies that investors treat a dollar of earnings the same irrespective of the
structure of the earnings components. The empirical accounting and behavioral
finance literature has documented the fixation of investors on bottom line accounting

numbers, especially accounting earnings. Sloan (1996) documents that accruals are
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negatively correlated with future returns, called “the accrual anomaly”. Sloan
hypothesizes that accrual anomaly is due to mispricing, as investors fixate on reported
earnings and fail to appreciate the lower persistence of accruals. Xie (2001) finds that
the correlation with future abnormal returns is higher for discretionary accruals, a less
persistent component of accruals, than that for total accruals. Richardson et al. (2005)
examine the accrual components and confirm that less reliable accrual components
are more strongly correlated with future abnermal returns. Shi and Zhang (2007)
argue that, if investors fixate on reported earnings; future returns are related to not
only accruals but also the respensiveness of the siock price to earnings (measured by
earnings response coeffigient:” ERC). They find evidence to support the earnings
fixation hypothesis. Other studies examine the differential market valuation of
recognized versus disclosed accounting nunﬁbers even though they provide investors
with the same information (e.g., Aboody, i996; Barth et al., 2003). These results are

consistent with fixation on bottom line recognized numbers.

However, all “investors are not fixated on earnings as suggested by Hand
(1990). Hand proposed the Extended Functional Fixation Hypothesis (EFFH) in
which the stock<price reactionste acceunting datasdependsyon-the relative proportion
of a firm’s stock held by sophisticated and unsophisticated investors. He argues that
unsophisticated investors are functionally fixated and thus fail towunscramble the true
cash flow implications of accounting data. Consequently, sometimes a firm’s stock
price is set by unsophisticated marginal investors who are fixated on earnings. Lev
and Nissim (2006) documented the persistence of accrual anomaly due to information

processing and transaction costs in trading of unsophisticated individual investors.
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Thus, unsophisticated investors fixate on reported earnings and fail to recognize the

lower persistence of accruals.

Sophisticated investors, especially institutional investors, behave differently
from other, less-well informed (unsophisticated) investors. Sophisticated investors
who are superior in abilities always accurately unscramble the true cash flow
implications of accounting data. Price (1998) foeund that informed investors appear to
make greater use of accounting disclosures and=non-earnings information to form
more precise earnings expectations. Economic incentives are potentially important.
Sophisticated institutional*invesiors have large investment portfolios and therefore
have much more to gain or/lose from théir investment decisions. Furthermore, the
costs of engaging in in-depth firm analysis ére lower for institutions, in part because
of their superior access to.databases and an_é_l'yi-ical tools (Bonner, Walther and Young,
2003). In conclusion, sophisticated instituti(‘)n:'ill_investors are more informed and more
superior in abilities_to gather-and process information. Thus, trading activity of

sophisticated investors associated with earnings Information can attest to the

usefulness of earnings-information.

3.5 INVESTOR HETEROGENEITY
3.5.1 Sophisticated and unsophisticated investors

The finance literature presents evidence which supports that investors differ.
The difference between investors is found to be attributable to their information level,
and this information level refers to skill, ability, and resources. It refers, in addition, to
the investors’ available investment tools and management guidelines (Hakansson,

1977; Clements, 1999; Bernard and Thomas, 1989, 1990; and Bhattacharya, 2001).
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The difference in information level can result in the variation of sophistication of
investors, which in turn affects an investor’s ability to extract value-relevant
information from public sources. Given their advantage, sophisticated investors are
apt to learn more from public information and thus likely to become informed
investors (Indjejikian, 1991; Bushman, Gigler, and Indjejikian, 1996; Fisher and

Verrecchia, 1999).

Institutional investors have large invesiment portfolios and therefore have
much more to gain or lose from their investment decisions. Furthermore, the costs of
engaging in in-depth firmeanalysis are lower for institutions, in part because of their
superior access to databases .and analyﬁcal tools (Bonner et al., 2003). These
economic incentives and the advantage in -'I-ower cost of gathering information and
higher information processing ability maké_'ir:}-stitutional investor more informed and
sophisticated. The evidence ‘of investor‘-p"ér'formance also supports the superior
performance of institutional “investor. Grinblatt and Keloharju (2000) argued that
sophistication of the nvestor Is associated with investors’, performance. They found
foreign investors who-have often professionally managed fund or investment banking
houses (institutional) aghieve superiorperformance while-Finnish households exhibit
inferior performance. Taylor (2010) investigated whether individual investors benefit
from trading around'earnings announcement. He finds that individuals’ trades around
earnings announcement earn economically and statistically significant losses. He
further suggests that losses around earnings announcement are attributable to
inefficient information processing. In addition, on the basis of information

asymmetry, behavioral finance literature concludes that it is the institutional investor

who is the better informed and in turn the more sophisticated trader (De Bondt, 1998).
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In summary, the superiority in skill, ability, resources, and performance implies that
institutional investors are more informed and more sophisticated than individual

investors.

3.5.2 Investors’ reactions by classes of investors

Since Beaver (1968), many studies have examined the impact of accounting
releases on trading volume under the assumption of homogeneous market participants
(Sample studies being Bamber, 1986, 1987; Ziebart, 1990; Ajinkya, Atiase, and Gift,
1991). However, investors may-not be homogeneous; Instead, they are heterogeneous.
The source of heterogeneity /may come from differences in preferences (i.e., risk
aversion), differences indendowments; différences in information, and differences in
sophistication. The heterogeneity of inveétors may result in differences in the

processing of accounting information and th_ér{'-reaction.

As argued by Lev (1988), the usefulness of accounting information differs
across various classes of investors, which implies that trading volume reactions of
heterogeneous traders.such as institutions and individuals may differ due to the
information asymmetry; betweeminstitutions (informed), and .individual (uninformed).
Thus, he emphasized the importance of focusing on investor classes. Kim and
Verrecehia (1991a,71991b)! provided analytical research supporting Lev’s argument.
They documented that heterogeneous attributes among investors, such as differential
private information and different degrees of risk tolerance, were closely associated to
differences in trading reactions to public announcement. Cready (1988) provided the
empirical evidence in trading response to earnings announcement. He found that the

mean transaction size increased during the announcement period and concluded that
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information value increased with wealth of investor. Lee (1992) provided similar
evidence using intraday transaction data. Lee found that the volume reaction in small
trades was weaker than the reaction in large trades. Kim et al. (1997) hypothesized
that if institutional investors were indeed more responsive to earnings announcement
at the firm level, the positive relation between abnormal trading volume and the
fraction of institutional ownership should exist. They found this evidence which is

consistent with Cready’s (1988) and Lee’s (1992).

In addition, Cready and Mynatt (1991) who examined the securities market
responses around annual iepoit release dates found no evidence of price response and
little evidence of a volume of sharesfésponse, but found that the number of
transactions increased significantly around -Ifhe annual report dates. Contrary to the
study of Cready (1988), the analysis of tra_(-:i_in"g response stratified by transaction size
shows evidence that the trading response o‘cc-:-U{s mostly with the smallest size strata.
The finding of Cready and Mynatt (1991) is consistent with Hakansson’s (1977) in
that it suggests that Small investors rely on the public information system (i.e., the

annual report) while-large investors rely more on pre-disclosure information in

making investment,decisions.

Priar studies, infen the trading behavior of various-types of investors by using
trade size or institutional ownership as a proxy. Lee (1992) and Lee and Radhakrishna
(2000) argued that trade size was not necessarily a good indicator of whether the
trader was an individual or institution, nor whether the trader was sophisticated. These
arguments were consistent with some evidence which indicated that sophisticated

investors split orders and made smaller trades to reduce price impact of their trade
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when they disagreed with the market price (Barclay and Warner 1993; Bernhardt and
Hughson 1997; Diether, Lee, and Werner, 2007). Campbell, Ramadorai, and
Vuolteenaho (2005) provided evidence that institutions tended to make both very

large and small trades, while individuals tended to make medium-sized trades.

According to the theoretical work by Hakansson (1977), investors have
varying information acquisition abilities and/or resources and their information
acquisition patterns might also be diverse. The differences in ability and /or resource
of each class of investor lead  to differences in the information content of
announcements. Hakanssen further suggested that small investors tend to use final

information sources.

Focusing on the /difference, in abiiity in_information acquisition between

foreign and domestic institutional investor's’l,“Brennan and Cao (1997) presented a
model in which locakand foreign investors have different.endowments of information
about the local stock“market. It is often thought that infermation asymmetry works
against foreign investors because of the difficulty of~Obtaining information about
investment prospects ih a distant’ location, ‘Kim‘and | Y1}(2008) suggested that in
emerging markets corporate governance was relatively weak and corporate ownership
was highly concentrated in the hands of a few centrolling shareholders or founding
family members. A firm’s affiliation with large business groups was prevalent and

internal transactions among related parties were common. Moreover, value-relevant

1 Bailey, Mao, and Sirodom (2007) suggest that most of foreign investors in Thailand

are institutional investors.
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(inside) information was often shared exclusively within the closely held network of
related parties, including corporate insiders, affiliated or subsidiary firms within the
same business group, substantial shareholders, main creditors, major customers, and
suppliers. In this environment, domestic institutional investors are more likely to have
informal channels through which they can communicate with insiders (CEO, board
members, and controlling shareholders), compared with foreign investors. As a result,
foreign investors are likely to be informatignally disadvantaged in the local market
compared with domestic institutions. Foreign-investors may have to bear relatively
high information costs™to owereome this disadvantage. However, Grinblatt and
Keloharju (2000) and Seasholes (2004) argued that foreign institutional investors have
better resources, better expegience, more 'aécess to expertise, and analytical talent. In
summary, the differences in abilities and/or'-resources of each class of investor result
in information asymmetry and subsequén'tl'y in varying information content of

announcement.

3.6 EARNINGS INFORMATION CONTENT IN THAILAND

In Thailand, Vagharajittipan (1991) is the first who examined the usefulness of
accounting earnings insThatlandsShe investigated the information content of quarterly
accounting earnings announcement of the Thai stock market over the period from
1986 t0,1990. By splitting the sample into two portfolios (good and bad earnings
news), she concluded that there was information content of quarterly earnings
announcement in Thailand. She also investigated the association between return and
earnings and found a positive relationship between positive unexpected earnings and
stock prices, but a negative relationship between negative unexpected earnings and

stock prices.
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Srisawadi (1996) extended Vacharajittipan’s (1991) by examining an
association between stock price changes and unexpected earnings during a long term
period (twelve months) and testing whether returns-earnings relationship changed
over time. The overall evidence from Srisawadi (1996) suggested that market reacted
positively to the information contained in the quarterly earnings announcement. In
testing whether returns-earnings relationship had changed over time, the author found
the earnings association coefficient in the period of 1980-1985 to be insignificant and
the earnings association eeefficient in, the peried of 1986-1991 significant. The
author stated that the™findings resulted from the continuing improvement in
accounting standards andsmagket regulations, which contributed to the improvement

in earnings quality over time;

Narktabtee (2000) investigated t-h'e'- incremental information content of
earnings and cash flows from egperation duirrir;gf,-the period of 1994-1997. The finding
indicated that earnings provided incremental information content beyond cash flows.
The evidence in information content of earnings suggested the positive relationship
between abnormal return and earnings information in tekms of both change and level
of earnings. Shealsojexamined the-effect of-characteristics-of:earnings and cash flows
from operation‘on their information content and found that both earnings and cash

flow permanence hada positive effect on their information content,

This study will extend prior literature by comparing the differences in
usefulness of earnings information under the income statement and balance sheet

approaches. This study further examines the differences in usefulness of earnings
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information among three classes of investors, which facilitate the drawing of a more

complete picture of the implication of earnings announcement.
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CHAPTER IV

THEORY AND HYPOTHESIS DEVELOPMENT

4.1 THEORETICAL RELATION BETWEEN STOCK PRICES AND
EARNINGS

Beaver (1989) developed a theoretical link between accounting earnings and
stock prices. The theory linking the firm’s earnings numbers to changes in the firm’s
market value (i.e., stock returis) is based on thiee-assumptions about the information
contained in earnings and shareprices. Nichols and Wahlen (2004) described the
three links relating earnings tostock returns as follows: First, the theory assumes that
earnings (or more broadly, financial V;r_éporting) provide information to equity
shareholders about curgent jand expected quture profitability. Second, the theory
assumes that current and' expected futuré_"p}r-ofitability provides shareholders with
information about the firm’s curtent and e;é;\bted future dividends. Third, the theory
assumes that the share price equals the pre’s"eht#Value of expected future dividends to
the shareholder. These three links imply that new accounting earnings information
that triggers a change if investors’ expectations of future-dividends should correspond
with a changesin the market value;ofithe firms To test, these=theories with empirical
data, researchers examine the associations between accounting earnings numbers and
share prices'(encompassing links 1-3), as well as the associations/implied by each of
the three links. Nichols and Wahlen (2004) illustrated these theoretical links in Figure

A and described in more detail below.
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Current Period Earnings | inkT Expected Future Earnings
Test: How do
earnings I ink?
numbers
relate to share
ices?
prices” I v
i Expected Future Dividends

Current Share Price

A

Figure A. Fhe three links re'Iating earnings to stock returns

Link 1 in the three-link framework assumes that the current period earnings
number provides two important elementg ﬁof,- information useful for developing
dividend expectation: (1) information about current period wealth creation and (2)
information about 'fUture earnings. First, firms measure earnings using accrual
accounting principles,-which measure the effects of.transactions and events on
shareholders’ equity; (apart-from capital transactions~with, shareholders). Therefore,
the current period earnings number summarizes important information about the
wealthgreated by the'firm forequity shareholders during-the period. Second, current
period earnings and related financial statement data provide useful information to
predict future earnings. For example, firms’ income statements commonly distinguish
between operating income, which captures the results of the firms’ ongoing operations
that will likely recur in the future, and special items (e.g., nonrecurring gains or

losses, extraordinary items, and discontinued operations), which are not part of
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ongoing operations and therefore are less likely to affect the firms’ performance in the
future periods. In fact, firms depend on financial reporting to convey credible
information about their ability to generate future wealth for equity shareholders and

other stakeholders.

Link 2 in the three-link framework assumes that current and future earnings
represent wealth created by the firm that will ultimately be distributed to equity
shareholders through dividends. Thus, curreni-earnings and forecasts of future
earnings indicate future™ dividend-paying ability, which shareholders can use to
develop expectations of future dividends. Shares of stock entitle the shareholders to
share in any dividenddisiributions: Liﬁk 3, therefore, represents the classical
approach to equity valuation, which viewsrshare value as the present value of the
future dividends the shareholder expects to_-r_éc"éive over the remaining life of the firm.
Current period earnings ‘numbers (and ‘-r"e‘lated financial reports) provide the
shareholders with information-to ‘develop’ expectations for those future earnings,
which aid in developing expectations of future dividends, which ultimately form the
basis for share value.-These three links from current €arnings to future earnings to

future dividendsite share value previdesanzintuitive framework for understanding the

relationship between earnings and share value.

The three-link framework predicts that current earnings are related to current
share prices. However, the intensity of relationship between current share prices and
current earnings is dependent on how much of the current and past earnings are
expected to persist in the future earnings expectation. If changes in the conceptual

framework orientation and the accounting standards cause earnings to become more
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volatile and less persistent, this framework predicts that the relationship between

current share prices and current earnings is weakening.

Moreover, there are two hypotheses for predicting investor reaction to
earnings disclosure: Efficient Market Hypothesis (EMH) and Functional Fixation
Hypothesis (FFH). The EMH claims that securities prices would react to disclosure of
accounting earnings only if these numbers contain information about unexpected
changes in the probability-ef distribution of future cash flows of the firm and thus
accounting earnings contain.useful information about cash flows. An important
suggestion of the EMH_is that investars learn to distinguish between changes in
reported accounting numbers that are cau's'ed by fundamental economic factors that
affect cash flows and those that'are promptéd purely by accounting methods. Thus, if
earnings lose their forward Igoking inforrﬁétibn, investors will rely less on earnings

information

In contrast to the EMH, the FFH maintains that individual investors interpret
accounting information without regard for the rules used to arrive at the information
(ljiri et al., 1966; Bally 1972; \Watts; £982;-Wattscand-Zimmerman 1986). It implies
that investors treat a dollar of earnings the same irrespective of the structure of the

earnings.

4.2 INFORMATION ASYMMETRY
The information asymmetry hypothesis suggests that at least some relevant
information is known to some but not all parties involved. The theoretical work by

Hakansson (1977) demonstrated that when investors had varying information
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acquisition abilities and/or resources, their information acquisition patterns might also
be diverse. Hakansson further suggested the difference in information acquisition
abilities and/or resources led to differences in the information content of

announcement.

The models by Kim and Verrecchia (1991a, 1991b, 1994, 1997) and by
Demski and Feltham (1994) showed that investors were asymmetrically informed
before the anticipated announcements. They also.decumented that the asymmetry may
increase since a forthcoming.public announcement Stimulates rational investors to
acquire private informaton,Moreover, the asymmetric information models of
Brennan and Cao (1997)@and/Brennan; Cad; Strong, and Xu (2005) suggested that less
informed investors are more sensitive to neW information and, consequently, respond
more elastically to new jdnfarmation thaﬁ informed: investors. Hence, information
asymmetry before public news {eads t(&i ﬁdif—ferences in information content of

announcements among classes of investors.

4.3 HYPOTHESES

The theoreticalslinks developedsby-Beaver (1989), suggests the relationship
between accounting earnings and stock prices. This study hypothesizes that there is a
relationship between stock returns and earnings. However; in the first-link of Beaver’s
(1989) framework, the relationship between future earnings and current earnings is
represented in terms of the stochastic process that is perceived to be describing
earnings over time. Many studies have suggested the processes that are perceived to
govern the time series behavior of accounting (e.g., Miller and Rock, 1985; Kormendi

and Lipe, 1987; Collins and Kothari, 1989; and Easton and Zmijewski, 1989). Under
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this perspective, events occurring within a particular period may be transitory and not
be expected to have the same impact on earnings in subsequent periods. Thus, the link
between current earnings and future expected earnings will depend on how much of
the current and past earnings are expected to persist in the future earnings expectation.
This means that persistence of earnings affects the relationship between return and

earnings.

In addition, Dichev-and Tang (2009) argued-that earnings volatility arose from
two factors, i.e., volatility due-to.€conomic shocks and volatility due to problems in
the accounting determination<of income. Dichev and Tang (2008) suggested that
moving away from the matching concept énd toward the balance sheet approach led
to an increase in earnings volatility and a décrease in earnings persistence. Thus, this
study hypothesizes that there @are differenc_é_é in the relationships between unexpected
returns and unexpected earnings (earning;s " response coefficient: ERC) under the
income statement and balance sheet approaches. Specifically, there is a decline in the

ERC after moving toward the balance sheet approach. The first and second

hypotheses are presented as follows:

H1: Earnings response coefficient under the balance sheet approach is
lower than that of the income statement approach.

H2:  There is a decrease in the earnings response coefficient over time.

The theoretical argument in prior studies suggested that there are
heterogeneous attribute among investors. They have varying information acquisition

abilities and/or resources and the differing availability of investment tools and
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management guidelines. Thus, they have different private information and asymmetry
informed before public announcement (Hakansson, 1977; Lev, 1988; Kim and
Verrecchia, 1991a, 1991b, 1994, 1997 and Demski and Feltham, 1994). Private
information led investors to trade before the announcement to exploit their private
information. More informed investors also possess more precise signals and higher
quality information because they are more sophisticated (De Bondt, 1998). Therefore,
the information asymmetry theory implies that more informed and sophisticated
investors exploit their trading before public news release and rely less on such public
announcement (Udpa, 1996, Brennan and Cao, 1997; Brenan, et al., 2005; Baik,
Kang, and Kim, 2010). Mereover, if earnings are less useful, the more informed and
sophisticated investors who are not fixated on earnings information should rely less
on earnings information. Henge, this study examines the usefulness of earnings
information during annguncement perioc-i' in each investor class and compares
usefulness of earnings information betwééa‘leach pair of classes based on their

information advantage and sophistication.

First, this study compares domestic individual: investors with institutional
investors. Lev(1988) argued that individuals (representing,small investors) were less
informed than institutions (representing large investors) because institutional investors
tendedcto have lower, marginal costs with' respect to information gathering. Thus,
domestic individual investors relied more on public information than did domestic
institutional investors. Moreover, the extended functional fixation suggested that
unsophisticated individual investors are fixated on earnings (Hand 1990); thus,
individual’s trading is more associated with public information. According to Bailey

et al. (2007), most foreign investors in Thailand were domestic institutional investors.
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Thus, this study first combines domestic institutional investors and foreign investors
as institutional investors, compares the ERC of domestic individual investors and that
of institutional investors, and predicts that during announcement period the earnings
response coefficient of domestic individual investors will be higher than that of

institutional investors. The third hypothesis is as follows:

H3:  The earnings response coefficient of domestic individual investors is

higher than that of institutional investors.

However, domestie institutional investors and foreign investors differ in their
information advantages Kim and Yi, 20%)8; Brennan and Cao, 1997; Baik et al.,
2010). Therefore, this study also compares éarnings response coefficient of domestic
individual investors with those of dorr_l-e'st:i-c Institutional investors and foreign
investors. As documented by Bailey et al. izboz), most foreign investors in Thailand
were the institutional investors.-Hence, compared with domestic individual investors,
foreign investors had Detter resources, better experience, maore access to expertise, and
analytical talent (Griablatt and Keloharju, 2000; Seasholes, 2004). Thus, foreign
investors are smare; informed rand; more: sophisticated=-but- rely less on public
information than do domestic individual investors, leading to a lower relationship
between their tradingactivity ‘and earnings information. -This study-expects that the

earnings response coefficient of domestic individual investors will be higher than that

of foreign investors. The hypotheses 3a and 3b are presented as follows:

H3a: The earnings response coefficient of domestic individual investors is

higher than that of domestic institutional investors.
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H3b: The earnings response coefficient of domestic individual investors is

higher than that of foreign investors.

Between domestic institutional investors and foreign investors, the latter might
have disadvantages in gaining access to private information that corporate insiders
have vis-a-vis the former, especially in countries that have weak corporate governance
(Kim and Yi, 2008). Brennan and Cao (1997) suggested that information worked
against foreign investors because of the difficuity in obtaining information about
investment prospects in‘adistant location. In addition, Baik et al. (2010) examined the
informational role of geagraphically proximate institutions in a stock market and they
found evidence consisteat with informedrxtféding of focal institutional investors. They
suggested that local institutional investors Jbossessed private information about the
future prospects of firms which allow_é_gﬂ “them to exploit their informational
advantages. Thus, compared tolocal insti@{i‘oﬂal investors, foreign investors relied
more on earnings information, teading to arvhigrher relationship between their trading
activity and earnings: information. This study predicts that the earnings response

coefficient of foreign._investors will be higher than that of domestic institutional

investors. The faurthjhypothesisisthefollowing:

H4: /' The earnings respanse coefficient of foreign investors' is higher than

that of domestic institutional investors.



CHAPTER V

RESEARCH DESIGN

5.1 DATA AND SAMPLE SELECTION

The sample includes all firms listed in the Stock Exchange of Thailand with
the following criteria:

1. Returns and earnings information are available on Data-Stream.

2. Volume and-trading actti__vity (buy-and sell) are available on market

micro structure.from the Stock Exchange of Thailand (SET).

3. Announcement.dates are available on Set-Smart.

The sample period for testing the differences in ERC’s under the two
approaches covers 1995 {0 2008. The in(_:-'c'_'glrﬁ'-e statement approach is from 1995 to
1998 and that of the balance shgét approack-i--jm_'m 1999 to 2008. This study, however,
excludes the 1997 to 1998 financial crisis 'ﬁéfiéd; The sample period for testing the

differences in ERC’s"among three classes of investors is based on the data available

on market micro structure from SET, which are from 2000 to 2008.

5.2 METHODOLOGY
5.2.1 Eventstudy

This study employs the event study to detect the information content of
earnings and to measure both price and volume reactions. The t-statistic is employed

to test the significant abnormal returns and abnormal volumes.
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5.2.1.1 Estimation window

In order to measure the abnormal returns, the market adjusted returns are used
to estimate the expected returns and the estimation window (non-event period) starts
from 249 trading days before event window (similar to Atiase and Bamber 1994;
Kross, Ha, and Heflin, 1994; Bamber, Barron, and Stober, 1997). The same

estimation window is used in the estimation of the expected volume.

5.2.1.2 Event window

Three event windows. will-be employed in this study, i.e., (-1, +1), (-15, -1),
and (+1, +15). The (-1, #1) seturn window is designed to test whether there is an
instantaneous market reaction to the annourﬁcement of earnings. The (-15, -1) window
is designed to test whether therg is an antici:batory price change to quarterly earnings
information prior to the apnouncement date- and to capture investor behavior if there is
information leakage. The (+1,/+15) windo‘w"is,.- designed to check how much of the

market reactions persist and to-captLre the investor behavior after an announcement

(Srisawasdi, 1996).

5.2.2 Associatiomstudy

This study investigates the relationship between returns and earnings in the
short window and“¢ompares this relation between the ‘two aceounting conceptual
frameworks. Cumulative abnormal return and cumulative abnormal volume are
calculated over the three days around earnings announcement date (Landsman and

Maydew, 2002).
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5.3 VARIABLE MEASUREMENT
5.3.1 Unexpected earnings

Unexpected earnings (UE) are the actual quarterly earnings subtracted by
expected earnings which derive from the two models, i.e., seasonal random walk
without drift model (SRW) and industry adjusted model. This study will employ the
absolute value of the expected earnings as the deflator, following the method used in

prior studies (e.g. Foster, Olsen, and Shevling1984; Collins and Kothari 1989).

=—F.
UEit — L - |t
Eit
Where UE, = Unexpecied quarterly EPS for firm i in quarter t
E. = Repoited EPS:for fitm i in quarter t
Eit = Expegted. EPSfor flrm iin quarter t

5.3.1.1 Earnings expectation

Although prior_studies suggest that analysts’ forecasts are more accurate in
providing earnings expectation;, the availability of analysts’. forecast in Thailand,
especially on quarterly forecasts, is limited. Thus, this study employs two earnings
expectation models, i.e., seasonal 'random walk ' without driftxmodel (SRW) and

industry adjusted model.

Seasonal random walk without drift model (SRW)
The seasonal random walk without drift model is used by many researchers,

for example, Brown and Kennelly (1972), and Foster (1977), as an earnings
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expectation model. This model assumes a seasonal pattern in quarterly earnings as

follows:
Eit = Ei,t—4

Let E, be reported earnings per share (EPS) for firm i and Ifit be expected

EPS for firm i in quarter t.

Industry adjusted model

The industry adjusted=medel is employed as an earnings expectation to
mitigate industry effect (Ayers and Freeman, 1997). The industry adjusted model is
calculated by subtracting the median ofr;(_e:érnings per share in year t-1 quarter i for

industry j from the firm’s'eagnings per shate in yeart quarter i.

5.3.2 Market reaction measurement 224
5.3.2.1 Cumulative abnormal return (CAR)
CAR is calculated as the summation of abnormal returns during the event

period as below:

CAR , = Z AR
=1
Where .CARs = Cumulative.abnormal.return.of firm i at-time't
AR, = Abnormal return of firm i at time t

Abnormal return is calculated as below:
AR, =R, — Ri

Where R, Daily return of firm i at time t

A

R Expected daily return of firm i at time t
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The expected return is estimated during estimation window by the market model as

follows:

Rit =4a,+ blRmt + Uj

Where R, Daily return of firm i at day t

R

Daily market returns at day t

mt

5.3.2.2 Cumulative Abnormal Volume (CAY)
CAV is calculated as the summation of abnormal volumes during the event

period as below:
CAV, = > AV,
i=1
Abnormal volume is then estimated as:

AV, =V, -V L

Where v, Daily volume traded of firm i at time t

A

Vit

Expected-daity volume traded-of firm i at time t

As noted by Bamber et al. (1997), “there is no-generally accepted method of
measuring unexpecteds(or-abnormal)trading,velume”, As a-result, this study uses
several measurements including market-adjusted daily trading volume, mean-adjusted

daily trading volume, and median-adjusted daily trading volume,

Market-adjusted trading volume
Vi =a, bV, + Uy
Where  V, = firm’s relative trading volume (No. of shares of firm i traded in

day t/ No. of shares outstanding for firm i on day t)
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V.. = SET relative trading volume (No. of shares traded for all SET

mt
firms in day t / No. of shares outstanding for all SET firms in
dayt)

U,= volume residual for firm i on day t

Median-adjusted trading volume, Mean-adjusted trading volume

Following Bamber (1987), Atiasesand.Bamber (1994), and Bamber et al.
(1997), this study first caleulaies-ithe median-(mean)-daily percentage of shares traded
for a specific firm during.ihe nen-event period, and then subtracts the median(mean)
non-event percentage of shares traded fror__n the firm’s percentage of shares traded in

the event window.

5.3.2.3 Cumulative net buying activity (CNetBUy)

In this study, investors—are divi-déa'- into three classes following the
classification by the Stock Exchange of Théiiéﬁd (SET). Three classes of investor are
as follows:

1. Domestic individuals
2. Domestic institutional investars

3. Foreign investors

To investigate the reactions of these three classes of investors, this study uses
net buying activity which is abnormal buying subtracted by abnormal selling activity.
The advantage of using trading activities is that they provide more details of trading

behavior of each class of investor; for example, what type of news (good/ bad news)
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leads specified class of investor to buy or sell securities. Cumulative net buying

activity is calculated as follows:

CNetBuy; = > (ABUY — ASELL},)

i=1

Where CNetBuy] = Cumulative abnormal net buy activity for firm i of
investor class jatquarter t
ABUY/ = Abnormalbuying activity for firm i of
investor/class j at quarter t
ASELL } = Abrormal ‘se_ll_ling activity for firm i of

investor,class jat quarter t

In order to model the abnormal tradifng activity, this study employs the mean-
adjusted model. This measurement followsf_ E’e_(ttunen et al. (2006). Moreover, this

approach can mitigate'the possible heteroscedasticity.

BUY /!

ABUY ) = -1
I 1 —4 )
— BUY ./
57 =% 60
: J
ASELL } = il SELL i -1
e SELL"Y
57 t:z—:so \
Where BUY,) = Buying activity of investor class j at time t
SELL! = Selling activity of investor class j at time t

Net buying activity may be interpreted as the abnormal buy-sell imbalance as

a fraction of total non-event trades.
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5.3.3 Control variables

The predictability of earnings and various firm-level characteristics
systematically affect the relation between unexpected returns and unexpected
earnings. The following are control variables which are included in the regression to

mitigate these influences on measurement of the earnings response coefficient.

Time (TIME)

Landsman and Maydew (2002) documenis-an upward trend in abnormal return
and abnormal volume. ThIS study.include a time trend variable, TIME, which takes on
value year t less 1994, io allow ‘for_possible time trends in abnormal return and

abnormal volume.

Firm size (SIZE) :

Bamber (1986, 1987) documenied the negative relationship between trading
volume and firm sizes at earnings announcement.. Atiase (1985) and Grant (1980)
documented the differential reaction of price to earnings announcement between large
firms and small firms! Thus, firm sizes (SIZE) are.a proxy for the amount of
information available o the firm; market-liguidity,~or<other basic cross-sectional
differences among firms, with size measured as natural logarithm of the market value

of common shares outstanding:

Earnings predictability (PREDICT)
Lipe (1990) provided a measure of earnings predictability as it was reflected in
the variance of the earnings shocks (i.e., as variance increased, the predictability

decreased). Francis, Lafond, Olsson, and Schipper (2004) followed his study by
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measuring earnings predictability using the square root of the estimated error-variance
from the earnings-persistence equation which was estimated by a ten-year rolling.
Lipe (1990) found that a negative relation existed between unexpected returns and

predictability of earnings. This study measures earnings predictability as follows:

Earnings persistence equation:

Earn;, L o Earn| /, |
*_TotalAsset "

—_— =
TotalAsset;, ,
Where Earn;, : Flim’s net income before extraordinary items in year t

Earn;,, : Firm’s netiincome before extraordinary items in year t-1

Earnings predictability;

Pred, :\/02(\/”)

Where 02(\7 jit): Estimated-error variance of firm j.in year t, calculated from

earnings persistence equation

Growth (GROWTH)

The market value to book value of equity is used as a proxy for the firm’s
economiic growth ‘opportunities:, Since, future earhings are affected by the growth
opportunities, the higher the market to book values of equity ratio, the higher the
expected earnings growth. Thus, there is a positive relation between growth and

earnings response coefficient (Collins and Kothari 1989).
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Negative earnings (LOSS)

Negative earnings are an indicative variable for negative earnings before
extraordinary items. Hayn (1995) suggested that because shareholders had a
liquidation option, losses were not expected to perpetuate. Losses were thus less
informative than profits about the firm’s future prospects. Han also documented that
firms reporting negative earnings had smaller earnings response coefficients than
firms reporting positive earnings. Thus, negative earnings are negatively related to the

earnings response coefficient.

Leverage (LEV)

Following Landsman; Maydew, and Thornock (2010), LEV is computed as
total liability scaled by total asset and it is pfedicted that LEV is negatively related to
earnings response coefficient. A highly. -Ie\)éraged firm has a greater degree of

financial and default risks.

5.4 MODEL SPECIFICATION
The following-models are used in the association-study.
Hypothesis 1: [E£arnings response coefficient underbalance,sheet approach is
lower than that under income statement approach. The model is as

follows:

6
CAR;, = B, + BUE;, + 5,D + B,D UE; + ZﬁkCONTROLS itg T €itg 1)

k=4
6

CAV,, = B, + BUE,, + 8,D +B,D UE,, +Z B.CONTROLS,, + &,
k=4

Where CAR

Cumulative abnormal return of firm i for quarter g and

earnings announcement made in year t
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CAV i, = Cumulative abnormal volume of firm i for quarter q and

earnings announcement made in year t

UE,, = Unexpected quarterly earnings per share of firm i for

quarter g and earnings announcement made in year t
D = Dummy variable taking the value 0 in period 1995-1998
and 1 in period 1999-2008

CONTROLS,, = (TIVE,, + SIZEg5.10SS,,, )
Eir = Random disturbance for firm i for quarter q and

garnings announcement made in year t

Only three control variables are-included in this model due to limited data
availability. If there is a/decline in the earnings response coefficient after moving

toward the balance sheet approaeh,.parameter B IS negatively significant.
— 3

Hypothesis 2: There s a decline in the earnings response coefficient over time.
To test for over time change in ERC’s, this*study follows Francis et al.
(2002a). In addition, ithis study also tests the relation between-unexpected volume and

unexpected earnings. The model is as follows:
8

CAR, =/, + BUE, + A UE, xTREND, + S;TREND, + Y B.CONTROLS, + &, 2)
k=4
8

CAV,, = B, + BUE,, + BUE,, xTREND,, + B,TREND, + > B, CONTROLS,, + &, (3)
k=4

Where CAR,, = Cumulative abnormal return of firm i quarter q and

earnings announcement made in year t
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CAV,, = Cumulative abnormal volume of firm i quarter q and

earnings announcement made in year t

UE,, = Unexpected earnings of firm i quarter q and earnings

announcement made in year t

TREND,, = t—1998 and t take value from 1999-2008
CONTROLS,, = (SIZEitq +LOSS;, +LEV,, + GROWTH,, + PREDICth)
Eig = Random disturbanee for firm i for quarter q and

garnings announcement made in year t

This study expeets io find the ‘ﬁégative time trend of earnings response

coefficient (ﬂz) under the period of balanCeJéheet approach.

Hypothesis 3, 3a, 3b, 4
Hypothesis 3: The earnings response coefﬁvc"ie"-rit of domestic individual investors is
higher.than institutional investors.
Hypothesis 3a: The earnings response coefficient of domestic individual
investors'is higher than domestic.institutional investors.
Hypothesis 3b: The earnings response coefficient of domestic individual
investors.is higher than fareign investors.
Hypothesis 4: The earnings response coefficient of foreign investors is

higher than domestic institutional investors

The model testing these four hypotheses is show below:

CNetBuy /= B, + BUE  + ¢, (4)
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Where CNetBuy = Cumulative abnormal net buy activity for investor

it
class j at year t.

UE ., = Unexpected earnings of firm i at year t.

£ = Random disturbance for firm i for year t.

The model is run by classes of investors because of net buying activity is a
dependent variable. This study compares the_differences in relation between net
buying activity and unexpecied earningé among- three classes of investors. This study
also partitions earnings«into_positive and negative unexpected earnings (UE) and also
regresses CNetbuy on‘bothpositive and negative UE’s separately.

In summary, this study investigat'ers the usefulness of accounting earnings

information under two approaches, i.e.,fhej

,income statement approach and the
balance sheet approach. The event study an& __qs_-s.ociation study are employed and both
return metric and velume metric are used. This study focuses on the informativeness
of earnings information, thus examining the changing relation between abnormal

return and abnormal volume,and unexpected earnings.

Based. on investor., heteregeneity., and., suggestions .y .orior, studies which
documented that information content may differ in each class of investor, this study
focuses on each class of investor. Moreover, this study compares the differences in
the relation between net buying activity and unexpected earnings among these three

classes of investors.
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55  ADDITIONAL TEST

This study further investigates whether value relevance of earnings is lower
than value relevance of book value after moving toward the balance sheet approach.
The valuation model of a firm’s equity can be expressed as a function of its earnings
and book value (Ohlson, 1995). This model becomes popular in accounting research
to examine the relevance of financial data by regressing the stock price on earnings
plus book value as follows:

P. =, + o By + 5BV &,

Where P, = Shargsprice of firm i at end of quarter q in year t.
E. = garningsper share of_ firm 1 at end of quarter g in year t.
BV, = Book value (equity) per share of firm i at end of quarter g in
yeart.
& = Othervalue relevant-“iri'fq._rmation of firm at end of quarter q in

year t, independent of earnings and book value.

Following Collins et al. (1997), King and Langli (1998), Bailes et al. (2000),
this study decomposes the total explanatory power of book value and earnings into the
incremental component attributable to book value, the incremental component
attributable 19 earriings; and the component'common‘to beth‘bookvalue and earnings.
The following models are used to compare the incremental value relevance of
earnings and book value.

Model 1

P, =+, +,BV, +¢, )
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Model 2

Pit =0, + alEit + & (6)
Model 3

Pit = +alBVit + & (7)

This study uses the expl r (adjusted R?) from models 1 to 3 as

measures of relative value : ng&
,—J

value relevance is defined as the

explanatory power of b arnings) o ‘ -r above that of earnings (book
value). The increme \\ \ ue (earnings) is derived by
subtracting the relati 1 \'l ,. | 2, (book value, Model 3)

on to both book value and

from total value rele 0

earnings is derived by subtracting hof . 1‘ gs incremental value relevance

=

ﬂumwﬂmwmm
QW'W&Nﬂ‘iELJ UAIINYAY



CHAPTER VI

RESULTS

6.1 DESCRIPTIVE STATISTICS

The sample in this study includes all firms listed in the Stock Exchange of
Thailand during the period of 1995 to 2008. This study excludes observations that
have missing values for our variables of interest, i.e., CAV and CAR, and control
variables. The study also exeludes the top and-boitem 1% of each variable to mitigate
the effects of extreme“observation. The final sample includes 9,017 firm-quarter
earnings announcements..Table 4 ‘presents descriptive statistics for CAV, CAR, UE
and control variables used in the estimatié.n of equations (1) through (3). The 9,017
firm-quarter earnings anpouncements consisi-of 4,404 and 4,613 firm-quarter earnings
announcements for positive and negative_-u'néxpected earnings, respectively. Means
(medians) of CAR for positive and negati\‘/e" unexpected earnings are 0.009 (0.003)
and -0.013 (-0.007)..Means (medlians) of CAV for-positive and negative unexpected
earnings are 0.073 (-0.023) and -0.200 (-0.061), respectively. Means (medians) of UE
for positive and negative unexpected earnings are 1.402:(0.762) and -1.131 (-0.636).
The signs of means CARjand CAYV show the-same sign-as thatof UE; that is, when UE

is positive, CAR'and CAV have the positive values; and when UE is negative, CAR

and CAV have negative values.

Table 2 presents descriptive statistics for CAV, CAR, UE and control variables
under the income statement approach and the balance sheet approach. The total
sample of 9,017 firm-quarters consists of 1,899 and 7,118 firm-quarter earnings

announcements under the income statement approach and the balance sheet approach,
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respectively. When the sample is divided into positive and negative unexpected
earnings of each approach, for the income statement approach, the firm-quarter
earnings announcements consist of 802 and 1,097 firm-quarter earnings
announcements for positive and negative unexpected earnings; and 3,602 and 3,516
firm-quarter earnings announcements for positive and negative unexpected earnings
under the balance sheet approach. For positive UE, the mean CAR (CAV) of the period
under the balance sheet approach are greater.than mean CAR (CAV) of the period
under the income statementapproach (0.010 (€.093) > 0.007 (-0.017)) but lower mean
UE (1.376 < 1.516). As'for negative UE, the absolute values of mean CAR (CAV) of
the period under the balance sheet approach are greater than mean CAR (CAV) of the
period under the incomeStatement approaé'h (0.014 (0.232) > 0.008 (0.099) but again
lower absolute value of mean UE (1.024 < 1:476).

The above descriptions with rega;d- 10 positive and negative UE’s reveal
inconsistency between mean €AR (CAV) and mean UE when Thai accounting
standard and conceptual framework have changed. That is, while the magnitude of
mean CAR (CAV) increases, the magnitude of mean UE decreases. However, there is
consistency in.thessigns ofrmean CARsand=CAV jand UE .in, both cases. That is, when
UE is positive,"CAR and CAV have positive values; and when UE is negative, CAR
and CAV have negative values, except faor the mean of CAV\ under the income

statement approach which has a negative value when UE is positive.

6.2 EVENT STUDY
Table 3 presents mean abnormal return and mean abnormal volume under the

period of income statement approach for 15 days before and 15 days after earnings
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announcement. Panel A of Table 3 presents the mean abnormal return and mean
abnormal volume for positive UE. There is positive significant abnormal return but
insignificant abnormal volume on the date of earnings announcement, day t = 0. The
abnormal return remains positively significant after the announcement date (days t+3,
t+7, t+8, and t+11 to t+14). Volume reaction to earnings announcement is negatively
significant before and after earnings announcement. This result reveals that investors
decrease their trading activity before and afierinformation release and increase their

trading activity on the day efinformation release

Panel B Table 3spresents the mean abnormal return and mean abnormal
volume for negative UE.There are negati\/é significant abnormal return and abnormal
volume on the date of earnings annouh-cement. \VVolume reaction to earnings
announcement is negatively significant in-a'll'-days during the announcement period.
This result reveals that investors decreasé 'ifh‘eir trading activity when bad news is
released. However, the significant abnormal return-.and abnormal volume on the days
immediately surrounding the earnings announcement reflect the usefulness of
earnings announcement and are consistent with prior literature by Ball and Brown

(1968); Beaver(1968)Liandsman andMaydew:(2002);-and, Landsman et al. (2010).

Table 4 presents the mean abnormal return and mean abnormal volume under
the period of balance sheet approach 15 days before and 15 days after the earnings
announcement date. Panel A of Table 4 presents the mean abnormal return and mean
abnormal volume for positive UE. There are positive significant abnormal return and
abnormal volume on the date of earnings announcement. VVolume reaction to earnings

announcement is negatively significant before and after earnings announcement.
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Panel B of Table 4 presents the mean abnormal return and mean abnormal volume for
negative UE. There are negative significant abnormal return and abnormal volume on
the date of earnings announcement. Just as in the period of income statement
approach, volume reaction to earnings announcement is negatively significant in all
days in the event window. The negative significant abnormal volumes 15 days before
and 15 days after the earnings announcement date in both panels A and B reveal that
investors reduce their trading activity beforesand after information release. Moreover,
investors increase their trading. activity, on the.announcement date only when good
news is released. The significant.abnormal return and abnormal volume surrounding
the announcement date reflect.the usefulness of earnings announcement. However, the
balance sheet period exhibits more days*df significant abnormal return prior to the
announcement date. This finding means that the market is in anticipation of the

forthcoming news.

Figures 1 and 2 plot the-mean abnormal returns in_the event time surrounding
the earnings announcements for the two periods. Figure L plots abnormal return for
positive UE and Figure.2 plots abnormal return for negative earnings. The two figures
show the higher: absolute walueyof, abnermalaretusn for the.period of balance sheet
approach in both'positive and negative UE’s at earnings announcement dates. Figures
3 and 4, present the analogous event-time graphs_for abnarmal volumes. The same
Figures also show the higher absolute value of abnormal volume for the period of
balance sheet approach in both positive and negative UE’s at the earnings

announcement dates.
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Taken together, the significance of abnormal return and abnormal volume
surrounding earnings announcement date indicates the usefulness of earnings
information in the periods of both income statement approach and balance sheet
approach. However, at the earnings announcement date (i.e., day 0), the figures show
that the absolute values of both return and volume reaction are greater for the balance
sheet approach than those of the income statement approach. The next section
presents the association between abnormel return (abnormal volume) and unexpected

earnings of the two periods:

6.3 ASSOCIATION STUBY
6.3.1 The Earnings Respense Coeificient (E.RC) under two conceptual frameworks
Tables 5 and 6 gompare the associétion between earnings and CAR (CAV)
under the periods of income statement app-rc')a'(-:h and balance sheet approach. Table 5
examines full sample regression-and Tablei6ﬁ excludes the crisis period (years 1997-
1998) from the examination. Recall that D takes on.values. of one under the period of
balance sheet approach and zero under the period of income statement approach.
Variable DUE represents the Intensity of investors’ reaction to earnings
announcement-after jissuing, theynew cconeeptual frameworki=i.e., the balance sheet
approach. Column (1) regresses CAR (CAV) on UE, and then control variables are
added in calumn (2). €olumn (3) regresses/CAR (CAV) on UE and DUE; then control
variables are added in column (4). Only three control variables are included in this

section due to unavailability of data prior to 1999.

In Panel A of Table 5 which examines CAR, UE coefficients are positively

significant in all columns. This result indicates the association between investor
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reaction, abnormal return, and earnings information during the announcement period
and that earnings information is useful. The indicator variable, D coefficient, is
insignificant in both columns (3) and (4). This result reveals that the investor
reactions, i.e., abnormal return, are not significantly different in the two periods.
However, DUE coefficient is positively significant in both columns (3) and (4) when
control variables are added. This result shows greater intensity of investor reaction to
a unit of earnings information during the anneuncement period with a higher ERC
under the balance sheet approach. In, column-(4), most of the control variable
coefficients are significant as.predicted except TIME coefficient. The coefficient on
TIME is insignificant, the ceeificient 'on SIZE is negatively significant, and the
coefficient on LOSS is -0:109 and highly'hégatively significant with t-stat, -9.192, as
predicted. The finding in panel A indicateé the association between CAR and UE,
which reveals the usefulness of earninéé 'i-nformation; and the higher earnings
response coefficient (ERC) under-ihe periibrd‘ of balance sheet approach for return

analysis also reveals the greater-usefulness of earnings information.

In Panel B which examines CAV, UE coefficients‘are positive only in columns
(1) and (2). D=coefficient-1s insignificant=inghoth cotlumns«3) and (4). This result
suggests that the investor reactions, i.e., abnormal volume, are not significantly
different between thetwo periods. DUE coefficient is positively significant in both
columns (3) and (4) where control variables are added in the equation. In column (4),
control variable coefficients, TIME and SIZE, are insignificant but LOSS is negatively
significant as predicted. The insignificant coefficients on UE in columns (3) and (4)
due to the usefulness of earnings information under the balance sheet approach are

dominating the usefulness of earnings information under the income statement
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approach. The finding in Panel B, volume analysis, is the same as the finding in Panel
A, return analysis; that is, there is indifference in investor reactions, i.e., abnormal
volume, under the two periods but greater intensity of investor reaction to a unit of
earnings information during the announcement period, thus a higher ERC under the

balance sheet approach.

As documented by Bailes et al. (2000), the crisis period affected the
relationship between return-and earnings; thus,-this study examines the association
between CAR (CAV) and UL.under the two periods by excluding the crisis period
(1997-1998) from the estimations Column (1) in Table 6 regresses CAR (CAV) on UE,
and then control variablgs are added in cqlﬁmn (2)- Calumn (3) regresses CAR (CAV)
on UE and DUE; then cantral variables are é-dded in column (4). In Panel A of Table
6 which examines CAR, UE coefficients_-airé- positively significant in all columns,
which suggests the usefulness: of earning‘;s"information during the announcement
period. D coefficient is_insignificant in ¢olumn.(3) but positively significant in
column (4) where control variables are added. This result indicates greater investor
reaction under the period of balance sheet approach, thus consistent with the finding
in event study: However;, they assogiation shetween+, CAR=and DUE, i.e., DUE
coefficient, is insignificant in both columns (3) and (4). This finding suggests that
although the investor reaction under the balance sheet approach’is greater, this is not
due to the increase in the intensity of investor reaction to a unit of earnings
information, ERC, during the announcement period. All control variables are

negatively significant as predicted. The examinations when excluding the crisis period

show a greater adjusted R? (0.044 > 0.041) in the full model (column 4).
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In Panel B which examines CAV, UE coefficients are positive and significant
only in columns (1) and (2). D coefficient is negatively significant in column (3) but
insignificant in column (4) where control variables are added in the equation. DUE
coefficient is insignificant in both columns (3) and (4) where control variables are
added in the equation This result suggests that the investor reaction, i.e., abnormal
volume, and intensity of investor reaction to a unit of earnings information, ERC,
during the announcement period are not different between the two periods. All control
variables are negatively significant as predicied. The negative significance of
coefficients on TIME variablen both panels A and B'is inconsistent with Landsman
and Maydew’s (2002). This result reveals an over time decline in return reaction and

volume reaction surrounding,the earnings announcement date.

In summary, the higher earnings reépbhse coefficient (ERC) under the balance
sheet approach disappears when excludir;éﬁthe crisis period from the estimation.
Moreover, the model gives a greater adjusted R? (0.044>0.041) for return analysis and
a slightly different adjusted R* for volume analysis (0.010>0.009). These findings are
consistent with the finding in Bailes et al. (2000) in that a crisis affected the relation
between returp-and earnings relationy The-positive andssignificant UE coefficient,
ERC, indicates‘the usefulness of earnings information; however, the indifference in
ERC, DUE coefficient, under the two approaches reveals-that there is no increase or
decrease in usefulness of earnings after the revolution of Thai accounting conceptual
framework and Thai accounting standard. Thus, the result from Table 6 does not
support hypothesis 1. Two possible explanations are investors’ fixation on earnings
and the usefulness of earnings information even after moving to balance sheet

approach. This paper further investigates these two explanations in section 6.4.
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6.3.2 Time trend analysis under the balance sheet approach

Table 7 provides evidence in time trend analysis under the period of balance
sheet approach. Column (1) in Table 7 regresses CAR (CAV) on UE, and then control
variables are added in column (2). Column (3) regresses CAR (CAV) on UE and
UE*TREND; then control variables are added in column (4). UE*TREND variable
indicates the time trend of the intensity of investor reaction to a unit of earnings
information, ERC, during the announcement period. TREND variable takes on values
of year t-1998. In Panel ‘A which examines - CAR, UE coefficients are positively
significant in all columns, .suggesting. the usefulness of earnings information.
UE*TREND coefficients.are insignificant in both columns (3) and (4) when control
variables are added. This result revealsi'r-i.o time trend in the intensity of investor
reaction to a unit of earnings information, ERC during the announcement period for
return analysis. Thus, the results suggefs-t_' the unchanged usefulness of earnings
information in the period under balance she‘et"approach for return analysis. In columns

(2) and (4) where control variables are added, all of the control variable coefficients

are insignificant except LOSS. The LOSS coefficient is highly negatively significant.

In PanelBawhiech examines;CAV; UE goefficientsarespositively significant in
all columns, indicating the usefulness of earnings information. The UE*TREND
coefficients are negatively significant in both columns (3) and (4). This result reveals
the declining time trend in ERC which indicates the decline in the intensity of investor
reaction to a unit of earnings information during the announcement period. All of the

control variable coefficients are insignificant.
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In summary, the finding in panel A indicates no time trend in ERC in the
period of balance sheet approach, meaning that there is no time trend for an increase
or decrease in the usefulness of earnings information. Thus, the finding in return
analysis does not support hypothesis 2. However, the decline time trend for volume
analysis is inconclusive. Beaver (1968) suggested that relationships between price and
volume are consistent with economists’ notion that volume reflects a lack of
consensus regarding the price. The lack of €onsensus is induced by a new piece of
information, i.e., the earnings report. Since investors may differ in the way they
interpret the report, some time may elapse before a consensus is reached, during
which time increased volumenould be observed. If eonsensus were reached on the
first transaction, there would be a price irréaction but no volume reaction, assuming
homogeneous risk prefegences among inveéfors. If risk preferences differ, there still
could be a volume reaction, even after equ-il'ib'-rium price had been reached. Thus, the
decline in ERC for volume analysis but no‘-tr"e‘md in ERC for return analysis suggests
the over time increase in consensus in price when earnings are released and indicates

that earnings information remains useful even having moved toward the balance sheet

approach.

Becausel'of highly negative significance of LOSS coefficient and the
suggestion by the prior study that the inclusion of l0ss cases in the estimation could
bias the ERC (Hayn, 1995), this study further divides samples into profit and loss

cases to strengthen the results in Table 7. The results are in the next section.
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6.3.3 Time trend analysis under the balance sheet approach: Profit cases and loss
cases

Tables 8 and 9 present the time trend analysis under the period of balance
sheet approach for the profit and loss cases, respectively. In Tables 8 and 9, columns
(1) regress CAR (CAV) on UE, and then control variables are added in column (2).
Column (3) regresses CAR (CAV) on UE and UE*TREND; then control variables are

added in column (4).

In Panel A of Table .8 which examines CAR, the coefficients on UE are
positively significant ingsall .€olumns, ‘which suggest the usefulness of earnings
information in return analysis of profit'.cases. The coefficients on UE*TREND
variable are insignificant in'both columns'-(S) and (4) when control variables are
added. This result revealsno time trend in-t'h'e- intensity of investor reaction to a unit
of earnings information, ERC, during the aﬁrn;)‘uncement period. Thus, for profit cases
there is no change in the usefuiness of earnings-information in the period under
balance sheet approdeh for return analysis. All control' variable coefficients are

insignificant in both caelumns (2) and (4).

In Panel'B of Table 8 which examines CAV, the coefficients on UE are
positively significant'in all calumns, | which' suggest ‘the usefulness of earnings
information in volume analysis of profit cases. The coefficients on UE*TREND
variable are negatively significant in both columns (3) and (4). This result reveals the
decline time trend in ERC, which indicates a decline in the intensity of investor
reaction to a unit of earnings information during the announcement period even

though loss cases are excluded from the estimation. These findings are consistent with
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the findings in Table 7. All control variable coefficients are insignificant except the

positively significant coefficient on LEV which is inconsistent with prediction.

Table 9 examines time trend analysis for loss cases. In Panel A which
examines CAR, the coefficients on UE are positively significant only in columns (1)
and (2). Consistent with Hayn (1995) who documented that the loss cases were less
informative than the profit cases, ERC’s 0f'lgss cases are thus lower than those of
profit cases in all columns:The coefficients en. UE*TREND variable are insignificant
in both columns (3) and"(4). Fhis result indicates no time trend in the usefulness of
earnings information. All*contrel: variable coefficients are insignificant except the
positively significant ceefficient on GROWTH as predicted. In Panel B which
examines CAV, the coefficients on UE are irhsignificant in all columns. This result is
also consistent with that of Hayn (1995).Agéin, the ERC’s of loss cases are lower
than those of profit cases in‘all‘golumns. Tﬁéﬁc‘oefficients on UE*TREND variable are

insignificant in both columns (3) and (4).

Taken together, the evidence in Tables 8 to ‘9 suggests the usefulness of
earnings information;even aftes meving,to.thesbalance-sheet approach. Moreover, the

results are robust even when excluding loss cases from examination.

6.4 TRADING REACTION BY CLASS OF INVESTOR

Table 10 presents net buying activity (abnormal buying activity subtracted by
abnormal selling activity) around the earnings announcement date of each investor
class. This table shows whether an event causes net buying activity to deviate from

the corresponding average net buying activity during the non-event period. Panel A
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reports net buying activity for positive unexpected earnings. Domestic individual
investors exhibit negative abnormal net buying activity before the announcement date,
day t = -10, and day t = -2; and also exhibit negative net buying activity on the
announcement date, i.e., day t = 0. Moreover, domestic individual investors exhibit
this behavior even after the announcement date (dayst=+4tot=+7,t=+10tot =
+13). This result reveals that domestic individual investors increase their selling
activity after good news, and this behavior'is to realize their capital gain. This finding
is consistent with those of Odean (1998) and Grinblatt and Keloharju (2000), both of
whom showed that domestic~individuals tended to cash in on winning shares.
Grinblatt and Keloharju further suggested that the domestic individual investors tend

to be contrarian, i.e., buying past losers and selling past winning stocks.

For domestic institutional investo-rs','-in positive unexpected earnings they
exhibit positive net buying activity (i.e., in;:féase their buying activity) early of event
period (day t = -11) and negative net buying activity.in days t = -1 and t = -2 but no
significant net buying activity immediately after the announcement date. This trading
behavior of domestic.institutional Investors is consistent with that of informed
investors who={tend (o trades beforey information~release~ with more accurate

information.

For foreign investors, in positive unexpected earnings foreign investors exhibit
positive net buying activity early before the announcement date and negative net
buying activity few days before the announcement date. That is, they increase their
buying activity for sell near the announcement date to realize their short-term gain.

However, foreign investors also exhibit positive net buying activity after the
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announcement date. The increase in buying activity after good news is consistent with
the finding by Grinblatt and Keloharju (2000). Grinblatt and Keloharju found that
foreign investors tend to be momentum investors, i.e., buying past winning stocks and

selling past losers.

Panel B presents net buying activity for negative unexpected earnings. For
domestic individual investors, they exhibit negative abnormal net buy activity before
the announcement date. Thait-is, they increase their selling activity before bad news.
However, they exhibit™ positive net buying activity immediately after the
announcement date. Trading behavior of domestic individual investors is consistent

with the contrarian strategy as disgussed above.

For domestic institutional invest_-o_'rs';- negative unexpected earnings lead
domestic institutional investors- o incre‘as-é‘g.selling activity before and on the
announcement date_but no Significant net buying. activity immediately after the
announcement date, “In negative unexpected earnings, foreign investors exhibit
negative net buying activity early of event period (day't = -9 to t = -14) and also
exhibit negativeinet buying-activity;immediately;after.announcement (days t = +1 and

t = +2). Tradiflg behavior of foreign investors is consistent with the momentum

strategysas discussed above.

In summary, domestic individual investors tend to be contrarians, i.e., selling
past winners and buying past losers, while foreign investors tend to be momentum
investors, i.e., buying past winning stocks and selling past losers. Domestic

institutional investors tend to be informed investors by trading only before
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information release according to the forthcoming news to exploit their informational

advantage.

Table 11 presents mean absolute value of earnings response coefficients
(ERC) of two investor classes, individual and institutional investors, in the period of
balance sheet approach. The mean of ERC is obtained from model (4) by regressing
cumulative net buying activity, CNetbuy, of gach investor class on the unexpected
earnings, UE, for each yearand ERC is the 8i. la-all columns, institutional investors
exhibit a greater ERC than individual investors (0.053>0.023 for all cases analysis,
0.081>0.043 for positive WE and 0.102>0.055 for negative UE). Similar to Table 11,
Table 12 presents meansabsolute value Q% earnings response coefficient (ERC) but
divides investors into three classes: domeéﬁc individual, domestic institution, and
foreign investors. In the columns of all ca_s;(_a's:énd positive UE, institutional investors
exhibit the greatest mean of ERC while thé-AOmestic individual investors exhibit the
lowest ERC mean (0.067>0.033>0:023 for all cases, 0.065>0.047>0.043 for positive
UE). In negative UE, Institutional investors also exhibit the greatest mean of ERC

(0.137) while individual investors exhibit a greater-ERC than foreign investors

(0.055>0.051);

Table' 13 presents the: mean differences of ‘earnings response coefficients
(ERC) between two classes of investors. The institutional investors exhibit the
statistically significant greater ERC than individual investors in all columns. Mean
differences for all cases analysis, positive UE, and negative UE are -0.030, -0.038,
and -0.047, respectively. Table 14 presents the mean differences of earnings response

coefficients (ERC) among three classes of investors. In the all cases analysis,
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domestic institutional investors exhibit the statistically significant greater ERC than
domestic individual investors and foreign investors, mean difference are -0.044 and
-0.034, respectively. For positive UE, ERC’s for all classes of investors are
insignificantly different. However, in negative UE, the finding shows that ERC for
domestic institutional investors is greater than those of domestic individual investors

and foreign investors with mean differences being -0.082 and -0.086, respectively.

Taken together, allnvestor classes exhibit=abnormal net buying activity both
before and during the announcement period. This resultreveals that forthcoming news
(earning announcement) stimulates investors to acquire private information (pre-event
information) and to trade based on their'.private information. However, pre-event
information does not Subsume  the usefulness of event-information (earnings
announcement). Thus, investors also exhib-it' abnormal net buying activity during the

announcement period.

The association test shows that domestic institutional investors exhibit greater
association between their cumulative net buying activity and unexpected earnings of
securities that they trade (re.;greaters ERC) thansdomestic individual investors and
foreign investors while domestic individual investors exhibit the lowest ERC. These
findings,' do’ not support, hypotheses '3, 3a, 3b, land 4- However; this finding is
consistent with those of Cready (1988), Lee (1992), and Kim et al. (1997). They
found that trading activity of large investors increased more than that of small
investors during the announcement period. The finding in this study is also consistent
with those by Ohlson (1975), Wilson (1975), and Hilton (1980). They conclude that

the usefulness of earnings information increases with wealth of investors because of
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return to scale (i.e., the larger the investor, the lower the marginal cost of information

gathering and processing cost).

In summary, the results attest to the usefulness of earnings information and are
unlikely to support the earnings fixation hypothesis because institutional
(sophisticated) investors exhibit the greatest ERC while individual (unsophisticated)

investors the lowest ERC.

6.5 ADDITIONAL TEST.THE VALUE RELEVANCE EXAMINATION

This study hypothesizes that the usefulness of earnings information declines
under balance sheet approach; thus, to 'Cbmp|ete the finding in the usefulness of
accounting information,sthis study further'-tests whether the relationship between
market price and book value is higher than- the relationship between market price and
earnings in the period of balance sheet applééa;ch-. This study examines the incremental
value relevance of book value and of earnings. Incremental value relevance is defined
as the explanatory power of book value (earnings) over and above that of earnings

(book value).

Table 15 presents the relationships between price and book value and
earnings. Model I'presents the gquarterly regression of pricegn book value and
earnings, model 2 presents the quarterly regression of price on earnings, and model 3
presents the quarterly regression of price on book value. The last three columns
present the R? increments of book value, earnings, and the components common to
both book value and earnings, respectively. The incremental value relevance of book

value (earnings) is obtained by subtracting the relative value relevance of earnings
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(book value) from total value relevance. Value relevance common to both book value
and earnings is obtained by subtracting both book and earnings incremental value
relevance from total value relevance. Comparing model 2 to model 3, the adjusted R?
of book value is greater than that of earnings for all quarters except quarter 3 of year
2006. In addition, the R? increment also reveals the greater incremental R* of book
value than earnings for all quarters except quarter 3 of year 2006. The last row
presents the means of R? increments of booksvalue, earnings, and the components
common to both book value-and earnings. The mean of R? increment of book value is
greater than that of earnifngs. lia-summary, the results indicate the greater R? increment

of book value than that of.earnings:

Bailes et al. (2000), based on-data ih- Thailand, examined the value relevance
of market value of equity to book value aﬁd 'éarnings. They documented the greater
mean R? increment of earnings than that o;"it;00k value in 1992-1996, which was the
period under income statement-approach. Compared with Bailes et al’s (2000), this
study finds the greafér mean R” increment of book value than that of earnings in
1999-2008, which was the period under balance sheet.approach. This result reveals
shifting in greates value relevance from:earnings to sbook- value. The result is
consistent with'.the view of balance sheet approach which emphasizes asset and

liabilitysvaluation.

6.6 SENSITIVITY ANALYSIS
This study performs sensitivity check on the results reported in Panel B of

Tables 5 to 9 (volume analysis). The sensitivity test is divided into two folds: first



79

using the Mean and Median adjusted model to compute cumulative abnormal volume

and second employing the industry adjusted model as expected earnings.

6.6.1 Using Mean and Median adjusted model to compute cumulative abnormal
volume

Since there is no generally accepted method of measuring unexpected (or
abnormal) trading volume (Bamber et al.,#1997), this study repeats the previous
examination in section 5.3:2.2 by measuring-abnermal trading volume with the mean

and median adjusted model. Theresultsiare as follows:

6.6.1.1 The Earnings Regponse Coefficient'(ERC) under the two approaches

Tables 16 and 17 present sensitivity énalysis to compare ERC’s under the two
approaches. Using mean and median adjué‘ted maodel to measure abnormal volume,
this study finds the same result as that mééé‘ured by the market adjusted model as
presented in Panel B of Table-5; the full sample analysis, and Panel B of Table 6
when excluding the crisis period from the estimation. In Tables 16 and 17, column (1)
regresses CAV on UEand then control variables are added in column (2). Column (3)
regresses CAV,on WE and DUEthen control variables-are-added in column (4). Panel
A of Table 16 examines CAV which is calculated from the mean adjusted model. The
coefficients;on UE, are paositively 'significant only 'in eaolumns (1) ‘and (2). DUE
coefficients are positively significant in both columns (3) and (4), thus the greater
ERC after moving to the balance sheet approach. The coefficient on control variables
is negatively significant as predicted except SIZE variable which is insignificant in
both columns (2) and (4). Panel B examines CAV which is calculated from the median

adjusted model. The results are the same as in Panel A. The coefficients on UE are
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positively significant only in columns (1) and (2). DUE coefficients are positively
significant in both columns (3) and (4). The results reveal the greater ERC for the
period of balance sheet approach. The coefficients on control variables are also
negatively significant as predicted except TIME variable which is insignificant in both
columns (2) and (4). However, the adjusted R? is greater for the median adjusted

model, columns (2) to (4).

Table 17 compares*ERC’s under the-two-approaches by excluding the crisis
period (1997-1998) from'the estithation. Panel A of Table 17 examines CAV which is
calculated from the mean" adjusted model. The coefficients on UE are positively
significant only in columns (1) and (2). D coefficients are negatively significant in
column (3) and insignificant in column (4)-when control variables are added. This
result indicates the insignificant difference-ih investor reaction to unexpected earnings
under the two periods. DUE coefficients arég iﬁn‘significant in both columns (3) and (4).
The indifferences in ERC between these two periods.reveal that that the usefulness of
earnings information does not change when the conceptual framework and accounting
standard have changed. The coefficients on control variables are negatively
significant as predictediexcept:SIZE variable which, is.insignificant in both column (2)

and column (4)!

Panel B of Table 17 examines CAV which is calculated from the median
adjusted model. The results are the same as in Panel A. The coefficients on UE are
positively significant only in columns (1) and (2). D coefficients are positively
significant in columns (3) and (4) when control variables are added. This result

indicates the difference in magnitude of investor reaction to unexpected earnings
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between the two periods. DUE coefficients are insignificant in both columns (3) and
(4). The results reveal the same ERC for the two periods, meaning that the usefulness
of earnings information does not change when the conceptual framework and
accounting standard have changed. The coefficient on control variables is negatively
significant as predicted except TIME variable which is positively significant in
column (2) but insignificant in column (4). However, the adjusted R? is greater for the
median adjusted model. Overall, the results are consistent with the main results in

Tables 5 and 6.

6.6.1.2 Time trend analysis'in.the periodiof balance sheet approach

Tables 18 to 20+ present the anaI'(.ng of time trend analysis for abnormal
volume. Panel A of Table 48/examines’ CAV: which. is calculated from the mean
adjusted model. The results indicate posiﬁ\}e'ly significant coefficients on UE in all
columns. This result suggests the usefulneisrsﬁof earnings information. Moreover, the
result also reveals the negative time trend in ERC, coefficient on UE*TREND, under
the period of balance Sheet approach. While all control variables in Panel B of Table 7
are insignificant, in-this table the control variables: LOSS and GROWTH are
significant as predicted. ;The control variables SIZE and<RREDICT are insignificant
while TREND and LEV are significant in the opposite direction to the prediction.
Panel B, of /Table 28%examines CAV which is calculated from the median adjusted
model. The result indicates positively significant coefficients on UE in all columns
and also exhibits a declining time trend in ERC, coefficient on UE*TREND, under the
period of balance sheet approach. The control variables SIZE and GROWTH are
significant as predicted. TREND and LEV are significant in the opposite direction to

the prediction. The adjusted R? is also greater for the median adjusted model than the
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mean adjusted model when control variables are added. The positively significant
ERC (coefficient on UE) and a declining time trend in ERC (coefficient on

UE*TREND) are consistent with the main result in panel B of Table 7.

Table 19 presents profit cases analysis for mean and median adjusted
measurement. Both Panels A and B indicate positively significant coefficients on UE
in all columns, suggesting the usefulness of .earnings information. The result also
exhibits a declining time trend in ERC, coeffiCieni-on UE*TREND, in both Panels A
and B, which reveals a“decline in the usefulness of earnings information. Table 18
presents loss cases analysis Tor the mean and median adjusted model. Both Panels A
and B indicate insignificant goefficients Qr'{. UE in all celumns and the results suggest
no time trend ERC. The goefficients en cont:r-ol variable TREND in both Panels A and
B are negatively significant. The rest of_-(_:'o"ritrol variables are insignificant except
PREDICT which is negatively significan’;- {n',.-PaneI A. The negatively significant
TREND variable is inconsistentwith the prediction;however, this result suggests that
the magnitude of CAV for loss cases declines over time. This reveals the over time
decline in investor reaction to earnings for loss cases in the period of balance sheet

approach.

In summarny; the findings in Tables 18 to 20 for, volumesanalysis (mean and
median adjusted model) suggest the usefulness of earnings information. Moreover, the
result suggests the greater usefulness of earnings information for profit cases than loss
cases. However, the finding reveals a declining time trend in the usefulness of
earnings information in the period of balance sheet approach. These findings are

consistent with the main findings in Panels B of Tables 7 to 9.
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6.6.2 Industry adjusted model as expected earnings

Tables 21 to 25 present analogous examinations of Tables 5 to 9 by using the
median industry adjusted model as expected earnings. Tables 21 and 22 show the
same result as Tables 5 and 6, that is, a higher ERC under the balance sheet approach
but such a greater ERC disappears when excluding the crisis period from the sample

period.

Table 23 presents time trend analysis,-and-the finding is also consistent with
the finding in Table 7."The resuli-Suggests the usefulness of earnings information in
the period of balance shegt'approach. However, this finding reveals the declining time

trend in the ERC in both#f€turh and vVotume analyses.

Table 24 presents the time frend an_é_iyéis for profit cases. For profit cases, the
results suggest the usefulness: of earnings‘- i"nf_ormation in both return and volume
analyses. However, while Table 8 reveals the over.time decline in the usefulness of
earnings information only in volume analysis, Table 24 stiggests the over time decline

in ERC in both return.and volume analyses in the period of balance sheet approach

but a lower adjusted RAfor-industry; adjusted modek

Table 25 presents time ‘trend analysis: for loss  cases. [The-results are also
consistent with Table 9 in both return and volume analyses (Panels A and B); that is,
loss cases exhibit the lower usefulness of earnings information than profit cases.
Moreover, the result presents no time trend in the usefulness of earnings for loss

cases.



CHAPTER VII

CONCLUSION

This study examines the usefulness of earnings information under the two
accounting conceptual frameworks, i.e., the income statement and the balance sheet
approaches. These two approaches are different in their primary goals. The income
statement approach emphasizes the proper determination of the timing and magnitude
of the revenue and expense amounts. On the“contrary, the balance sheet approach
views the proper valuation of assets and liabilities as the primary goal of financial
reporting, with the determination of' other accounting variables secondary and
derivative. Thus, mowving i0 the balance sheet approach should affect to earnings
quality and then the“useitlness of rearnings information. In addition, this study
examines the changes in the usefulness of earnings information, as reflected in the
association between unexpected earnings 'and‘ investor reaction around the earnings
announcement date, after moving towardth_e‘:_balance sheet approach. This study

measures investor reaction in both abnormal return and abnormal volume.

The finding indigcates insignificant differences in the usefulness of earnings
information under the balance shegt and income statement approaches. However, the
significant_earnings response. coefficients (ERC)*of both approaches indicate that
investors,use earnings information in their investment decisions, which in turn reveals
the usefulness of earnings information to investors. The finding also indicates no
decline time trend of earnings response coefficient (ERC) but an increase in
consensus in price under the balance sheet approach. The two explanations for the
insignificant differences in ERC are that investors are fixated on earnings information

and that earnings information is really useful. Thus, this study further examines the
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usefulness of earnings information in various classes of investors who vary in the
level of information and sophistication to find out the true explanation. That is, if
earnings lose their forward looking usefulness, the more informed and sophisticated

investors will rely less on earnings information.

The event study of each investor class indicates that all classes of investors
exhibit abnormal net buying activity before and on the announcement date. These
findings suggest that fortheeming news, (earning-announcement) stimulates investors
to acquire private information-(pre-event information) and to trade based on their
private information.  HoOwever,: pre-event information does not subsume the
usefulness of event-infopmation (earningsiéhnouncement). Thus, investors also exhibit
abnormal net buying activity.during the anndUncement period.

The finding in the association st‘ud"y',.-indicates that domestic institutional
investors (informed_and_sophisticated) exhibit the greatest ERC while domestic
individual investors. (Uninformed and unsophisticated) the lowest. The greatest ERC
for sophisticated institutional investors attests to the predictive ability of earnings for
future cash flow and indicates; thesusefulnesssof earnings-information under balance
sheet approach.“The lowest ERC for unsophisticated individual investors is consistent
with the nation that,unsophisticated investors are unwilling to ineur costs of learning
accounting procedures; thus, they need not become proficient in accounting
methodology to preserve or enhance the value of investments. Rather, they need only
realize that they are uninformed about accounting procedures and, therefore, learn to

rely on other sources of information. The finding is also consistent with the argument
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that the usefulness of earnings information increases with wealth of investors because
of return to scale and higher information processing ability.

The finding in value relevance under the balance sheet approach shows the
greater incremental value relevance of book value than the incremental value
relevance of earnings. In prior study, Bailes et al. (2000) presented data in Thailand
for the greater incremental value relevance of earnings than the incremental value
relevance of book value in the period of inceme statement approach (1992-1996).
Compared with Bailes et-al. (2000), the incremental value relevance of earnings
information is unchanged while the incremental value relevance of book value after
moving to balance sheet.@pproach increases. Taken together, the evidence suggests
the usefulness of earnings information"éven after moving to the balance sheet

approach.

Findings from this study-are evideﬁéé‘of the changing usefulness of earnings
information associated with ¢hanges in the accounting conceptual framework and
accounting standard . which is the determination of earnings. However, this study does
not intend to debate-whether the adoption of domestic GAAP is more or less
beneficial to investors;than, that of; IFRS=-The; limitation, of-this study is the data
availability because no pre-1994 accounting data are available on Set-Smart database
nor onDataStreant; especially quarterly data, thus limiting the sample period in this
study to the period of 1995 to 2008. In addition, pre-1999 data on trading activity of

each investor class (market micro structure from SET) are unavailable.

Although the new conceptual framework, i.e., the balance sheet approach, was

issued in 1999, the Thai Accounting Standards have undergone continual changes
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under the balance sheet approach and followed International Financial Reporting
Standard. The full adoption of IFRS is expected in 2011; thus, future research should
examine whether the full adoption will affect earnings quality or the informativeness

of earnings information.
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As of 1999, detail regarding Thai Accounting Standard

TAS Title Effective Based on Modification
No.
- Accounting Framework 1999 IASC
1 Fundamental Accounting Assumption 1979 IAS No.1 | Cancelled by framework
of Preparation and
Presentation of Financial
2 Accounting Policies 1979 IAS No.8 | Cancelled by TAS No.35
3 Extraordinary Items 1979 IAS No.8 | Cancelled by TAS No.39
4 Accounting Change 1979 IAS No.8 | Cancelled by TAS No.39
5 Earnings Per Share 2 1979 Cancelled by TAS No.38
6 Revenue Recognition 1986 IAS No.18 | Cancelled by TAS No.37
7 Accounting for Hire Purchase for Hirer '-1987 IAS No.17 | Cancelled by TAS No.29
8 Construction Contracts ‘11_,988 IAS No.11 | Cancelled by TAS No.49
9 Properties, Plant and Equipment : "rj_--'.1989 IAS No.16 | Cancelled by TAS No.32
10 Depreciation Acteunting 1988 IAS No.4 | Cancelled by TAS No.32
11 Doubtful Accounting and Bad Debts 1989
12 Accounting for Marketable Securities 1989 Cancelled by TAS No.40
13 Related Party-Disclosures 1989 IAS No.24 | Cancelled by TAS No.47
14 Accounting for research and 1990 IAS N0.9+ | Cancelled by TAS No.51
Development Activities
15 Capitalization of the Borrowing Costs 1990 IAS No.23 | Cancelled by TAS No.33
16 Current Assets and Current Liabilities 1990 IAS No0.13 | Cancelled by TAS No.35
17 Accounting for Investments 1991 IAS No.25 | Cancelled by TAS No.40
18 Accounting for Investments in subsidiaries 1991 IAS No0.28 | Cancelled by TAS No.45

And association
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Appendix A (Continued)
TAS Title Effective | Basedon Modification
No.
19 Consolidated Financial Statements 1991 IAS No.27 Cancelled by TAS
No.44

20 Accounting for Business 1991 IAS No.22 Cancelled by TAS
Combinations No.43

21 Contingencies and Events Occurring 1991 IAS No.10 Cancelled by TAS
After the balance sheet Date J No.52,53

22 Valuation and Presentatien of 1991 IAS No.2 Cancelled by TAS
Inventories in the contextof.the 1 No.31
Historical Cost

23 Information to be Disclosed in* N 1992 IAS No.5 Cancelled by TAS
financial Statements "-;' 4 No.35

24 Reporting Financial Inforrpat?_(')_l‘n by J‘ }‘994 IAS No.14
Segment — Tﬂ §

25 | Cash Flow Staté@ents 1994 EAS No.7

26 Accounting fo.-r- gales of Real Estate 1994 )

27 Disclosures in thg-FinanciaI 1995 ;IAS No.30
Statements of Banks and Similar
Financial Tnstitutions

28 Accounting for Convertible Deht 1994 Cancelled by TAS
Issued with Stock Purchase Warrants No.48

29 Long-term Leasing 1996 public, Replace TAS no. 7

1999 for other
business

companies
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Appendix A (Continued)
TAS Title Effective Based on Modification
No.
30 The Effect of Foreign Exchange Rate 1996 IAS No.21
Change
31 Inventory 1997 IAS No.2
32 Property, Plant and Equipment 1999 IAS No.16 Replace TAS No.9
and 10
33 Borrowing Costs -~ 1999 IAS No.23 Replace TAS
No.15
34 Troubles Debt Restructuring ) 1998 SFAS No.15,114
35 Presentation of Financial Statements _‘ 771999 IAS N0.1(1997) | Replace TAS
,s ! No.2,6,and23
36 Impairment of Assets Ly 41989 IAS No.36(1998)
37 | Revenue =199 IAS No.18 (1993) | Replace TAS No.6
ol da
38 Earnings per share ?_713999 IAS N0.33(1997) | Replace TAS No5
39 Net Profit or Loss of the P(;iod, | 1999 IAS No.8(1993) | Replace TAS No.3
Fundamental EI:I’OYS, and Changes in ; and 4
Accounting Policies
40 Investment in Debt and Equity: 1999 IASN0.25,39, | Replace TAS
Securities SFASNo.115 | Np.12 and 17
41 Interim financial\Reporting 2000 IAS N0.34
42 Accounting for Special Investment 2000 AICPA
Businesses
43 Business Combinations 2000 IAS N0.22(1998) | Replace TAS No.20
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Appendix A (Continued)
TAS Title Effective Based on Modification
No.
44 Consolidated financial Statements 2000 IAS N0.27(1994) | Replace TAS
and accounting for Investments in and 1AS No.19
No0.39(1998)
Subsidiaries
45 Accounting for Investments in 2000 IAS No.28(1998) | Replace TAS
Associates and IAS No.18
2 No0.39(1998)
46 Financial reportingsefInterestsin 2000 IAS No.31(1998)
joint Ventures \
47 Related Party Disclostires L 2000 IAS No0.24(1994) | Replace TAS No.13
48 Financial Instruments: Disclosure and—-.; 4 2000 IAS No. Replace TAS No.28
Presentation L a8
49 Construction Contracts *"2608 IAS No.11 Replace TAS No.8
51 | Intangible Assets 7068 IAS No.38 Replace TAS No.14
52 Event After the Balance ;H;et Date 200% : IAS No.10
53 Provisions, Con;ingent Liabilities and | 2005 IAS No.37
Contingent Assets
54 Discontinued Operations 2005 [AS'No0.35
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As of December 31, 2010 detail regarding the TAS compare to IAS/IFRS

TAS/TFRS | IAS/IFRS Title From
No. No. TAS No.
Accounting framework
TAS 1 IAS 1 Presentation of Financial Statement 35
TAS 2 IAS 2 Inventories 31
TAS7 IAS 7 Cash Flow Statements 25
TAS 8 IAS 8 Aecounting Policies, Changes in Accounting Estimates | 39
andEirors |
TAS 10 IAS 10 Events after the Balance Sheet Date 52
TAS 11 IAS 11 ConstrUction';:dhtracts 49
TAS 14 IAS 14 Segment Rep;_')}tirfg 24
) o
TAS 16 IAS 16 Plapt iD-_;operty. ;r;d _gquipment 32
TAS 17 IAS 17 L-eases: Tq 29
TAS18 | IAS 1‘_33 Revenue 37
TAS 21 IAS 21 The Effects of Changes in Foreign Exchange | 30
Rates
TAS 23 IAS 23 Borrowing Costs 33
TAS 24 IAS 24 Related Party Disclosures 47
TAS 27 IAS 27 Consolidated and  Separate  Financial | 44

Statements
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TAS/TFRS | IAS/IFRS Title From
No. TAS No.
TAS 28 IAS 28 Investments in Associates 45
TAS 31 IAS 31 Interests in Joint Ventures 46
TAS 32 IAS 32 Financial Instruments: Presentation 48
TAS 33 IAS 33 Earnings per Shafe 38
. \\“ ‘ .
TAS34  |IAS34 inajcial-Reporting 41
TAS36  |1AS36 nf"r"-ﬂ(\\\ 36
A/ N NSNS
TAS 37 IAS 37 ?ﬂ" of tinge iIities and Contingent | 53
a\\
TAS 38 IAS 38 51
TFRS 3 IFRS 3 -
TFRS 5 IFRS 5 CUrTe eld for sale and discontinued | -
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Appendix B (Continued)

TAS/TFRS | IAS/IFRS Title From
No. TAS No.
TAS 101 - Doubtful debt and bad debt 11
TAS102 - Revenue recognition for real estate business 26
TAS103 - Disclosures in the financial statements of bank | 30
and \ # / - istitutions

TAS104 - |"Aceounting for troubled debt restructuring 34

40

TAS106 - ';'I ﬂ'ul-- F\\‘\Q‘\ ‘companies 42
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Appendix C

Thai Accounting Standard Interpretations (TSI)

TSI

SIC

Title

12

Consolidation-special purpose entities

Hybrid instruments issued by financial institutions

Accounting for foreclosed assets

T
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TABLE 1
Descriptive Statistics for Variables Used in Analyses (1995-2008)

Variables Positive UE Negative UE

N Mean Median Std.Dev N Mean Median Std.Dev
CAR 4,404 0.009 0.003 0.051 4,613 -0.013 -0.007 0.048
CAV 4,404 0.073 -0.023 1.733 4,613 -0.200 -0.061 1.557
UE 4,404 1402 0.762 1.880 4,613 -1.131 -0.636 1.698
SIZE 4,404 7.256  7.103 1667 4,613 7.212 7.074 1.584
LOSS 4,404 0.120 0.000 , 0.3i9+4,613 0.029 0.000 0.454
N =9,017

This table presents the“deseripiive statlstrcs for the sample. Cumulative abnormal
return is calculated as @AR Z AR, where AR, =Ry = (a; + BRy), R, Iis the daily

return of security i at day t and R AS the dally market returns of security i at day t,

o, and [ are security ii's market model parameter estimates. Cumulative abnormal
volume is calculated as cay | Z AV, where AV, =V, —(a;+ BN ,), V,isthe

daily percentage of shares traded of securlty1 in day tand V  is the daily percentage
of shares traded for all firm in-day £ OéTand [ are security i' s market model

parameter estimates, The  Tnarket model parameter estimates, o, and 5, , are

calculated during estimation period (249 day before event period). CAR (CAV) is
calculated as the summation of abnormal return (abnormal volume) during event
period, t — 1 to t +1 relative to earnings announcement date, t = 0. Unexpected
earnings, UE, is calcufates as the actual earnings per shares in quarter t minus the
actual earnings per shares.in, quarter t-4. SIZE is the natural logarithm of the market
value of equity.for quarter't; LOSS is an indicator variable equal to one if actual EPS
is less than zero,
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Descriptive Statistics Under The Two Accountings Conceptual Framework: Positive
and Negative Unexpected Earnings

Panel A: Income statement Approach: N = 1,899

Variables Positive UE Negative UE

N Mean Median Std.Dev N Mean Median  Std.Dev
CAR 802 0.007 0.003 0.055 1,097 -0.008 -0.002 0.054
CAV 802 -0.017 -0.045 0.845 1,097 -0.099 -0.066 0.589
UE 802 1516 0.701 2216 1,097 -1.476 -0.688 2.179
SIZE 802 7.029 6.847 1.665 1,097 6.865 6.633 1.581
LOSS 802 0.110 07000 0.307 1,097 0.330 0.000 0.471
Panel B: Balance Sheet Approach: N.= 7,118
Variables Paositive UE Negative UE

N Mean J#Median  Std.Dev N Mean Median Std.Dev

CAR 3,602 0.020 0.003 '0.651 3,516 -0.014 -0.009 0.046
CAV 3602 0098 [-0020 - 1874 8516 -0232 0059 1752
UE 3,602 1376 0779 1796 3516 -1.024 -0625 1501
SIZE 3,602 7307 7.168 < 1663 8516 . 7.320 7.216 1570
LOSS 3,602 =0.120 0.000 0.322 3,516. . 0.280 0.000 0.449

This table presents descriptive statistics under the two accountings conceptual
framework and divided'each approach into positive and mnegative unexpected earnings.
volume, CAV,
unexpected eafnings, UE, and ¢ontrol variables are as definedtn table 1.

Cumulative abnormal weturn and, CARj.scumulative abnormal
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TABLE 3
Abnormal Return and Abnormal Volume Surrounding Earning Announcement
Date in Period of Income Statement Approach (1995-1996)

Panel A: Positive Unexpected Earnings

Trading Day Abnormal Return Abnormal volume
Surrounding Mean AR t-stat Mean AV t-stat
Announcement
-15 -0.002 -1.965* -0.031 -6.793***
-14 0.000 0.204 -0.029 -7.053***
-13 0.001 1.294 -0.015 -2.708***
-12 -0.000 -0.392 -0.022 -4,997***
-11 -0.001 0762 -0.019 -4.018***
-10 -0.000 0934 -0.025 -5.502%**
-9 0.000 ,0.373 -0.032 -6.841***
-8 0.002 1.899* -0.030 -6.587***
-7 -0.004 -1.319 -0.031 -6.873***
-6 =0:000 -0.364 -0.033 -7.011%**
-5 -0s000 -0.446 -0.023 -4.837***
-4 0.001 1.569 -0.033 -7.292%**
-3 -0.000 -0.054 -0.024 -4.659***
-2 -0.001 -1.259 -0.031 -6.264***
-1 0:003 2.498** -0.012 -1.779*
0 0.007 5.566*** 0.006 0.921
1 -04000 -0:302 -0.016 -2.583**
2 0.000 0.438 -0.022 -3.256***
3 0.002 1.860*" -0.016 -2.670***
4 -0.000 - -0.023 -4.265%**
5 -0.002 -1.868* -0.017 -2.560**
6 0.001 1.088 -0.017 -2.487**
7 0.002 2.0565. -0.016 -2.530**
8 0.002 2.369** -0.010 -1.406
9 0.000 0.034 -0.010 -1.183
10 -0.001 -1.086 -0.014 -1.812*
11 0.002 1.944% 0,022 -3.622***
12 0.002 1.779% -0.020 -3.644***
13 0.002 2.358** -0.010 -1.711*
14 0,002 2.271%* -0.013 -2.140**

15 -0.001 -3 -0.012 -1.917*
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Panel B: Negative Unexpected Earnings

Trading Day Abnormal Return Abnormal volume
Surrounding Mean AR t-stat Mean AV t-stat
Announcement
-15 -0.001 -1.238 -0.033 -8.578***
-14 -0.001 -0.676 -0.026 -5.674***
-13 -0.001 -0.806 -0.029 -71.237***
-12 -0.002 -2.206** -0.021 -4.586***
-11 -0.001 -1.075 -0.035 -9.531***
-10 -0.001 -0.739 -0.034 -8.858***
-9 0.003 3:313*** -0.033 -7.553***
-8 -0.001 “14013 -0.036 -8.797***
-7 -0.002 L2400 -0.037 -8.409***
-6 -0.001 -1.023 -0.032 -6.367***
-5 0.00% 0.994 -0.024 -4.728***
-4 -04000 -0.227 -0.022 -4.069***
-3 0:001 0.507 -0.027 -5.893***
-2 -04000 -0.241 -0.024 -4.797***
-1 £0.004 -4, 162%** -0.022 -3.778***
0 -0.006 =5 AR -0.025 -4.546***
1 -0,002 -1.665* -0.042 -7.975%**
2 0.001 0.629 -0.039 -7.844***
3 =0.000 4,-0.392 -0.025 -5.335***
4 -0.000 ,-0.139 -0.025 -4.663***
5 0.000 +50 263 -0.032 -5.694***
6 -0.000 -0.421 -0.025 -4.155%**
7 0.004 4.068*** -0.024 -4.178***
8 -0.001 -1.272 -0.025 -4.867***
9 0.000 0.409 -0.029 -5.652***
10 0.001 1.261 -0.028 -5.175%**
11 -0.002 -2.773%** -0.028 -6.465***
12 -0.000 -0.222 -0.027 -5.193***
13 -0.001 -1.329 -0.021 -3.792***
14 =0.001 057t <0.018 -3.165***
15 0.000 0.365 -0.018 -3.054***

This table presents mean daily abnormal return and abnormal volume around quarter
earnings, announcement. date for the, period .of.income statement.approach. Abnormal
return and @bnormal volume are.the firm’s market model residuals on that day. The
estimatien period iIs 249 days before event window. Panel A present abnormal return
and abnormal volume for positive unexpected earnings and Panel B present abnormal
return and abnormal volume for negative unexpected earnings. ***, ** and * indicate
significance at the 1%, 5% and 10% levels, respectively.
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TABLE 4
Abnormal Return and Abnormal Volume Surrounding Earning Announcement
Date in Period of Balance Sheet Approach (1999-2008)

Panel A: Positive Unexpected Earnings

Trading Day Abnormal Return Abnormal volume
Surrounding Mean AR t-stat Mean AV t-stat
Announcement
-15 -0.000 -0.348 -0.050 -5.429***
-14 -0.000 -0.781 -0.020 -1.766*
-13 -0.000 -0.543 -0.030 -2.871***
-12 -0.001 -2 852%** -0.032 -3.174%**
-11 -0.001 'l g -0.060 -6.912***
-10 -0.000 -1.329 -0.072 -9.059***
-9 -0.001 -1.985%= -0.052 -6.037***
-8 -0.001 -3.960%%% -0.067 -7.788***
-7 -0.004 -4.169%*** -0.076 -8.045***
-6 @000 0.167 -0.082 -8.807***
-5 -0¢001 =2.128** -0.058 -6.311***
-4 -0.001 -1.960* -0.053 -5.443***
-3 0:000 0,811 -0.075 -8.101***
-2 0.000 0.560 -0.062 -6.558***
-1 -0.000 -0.184 -0.061 -6.400***
0 0.040 iy T 0.122 9.624***
1 0001 2.979*** 0.057 4.645%**
2 -0.000 -0.734 -0.008 -0.743
3 -0.000 -0.732% -0.020 -1.678*
4 -0.001 T -0.031 -2.836***
5 -0.004 -1.079" -0.029 -2.654***
6 -0.002 -6.112%** -0.035 -3.316***
7 -0.002 -4.568*** -0.049 -4, 731***
8 -0.001 -3.328*** -0.049 -4.946%**
9 -0.002 -5.199*** -0.056 -5.973***
10 -0.000 -1.190 -0.052 -5.136***
11 -0.001 1406735 0,058 -6.241
12 -0.001 -1.990%* -0.061 -6.447%**
13 -0.000 -0.451 -0.046 -4,383***
14 -0.000 -0.405 -0.054 -5.435%**

15 -0.000 -0,928 -0.054 -5.428***
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Panel B: Negative Unexpected Earnings

Trading Day Abnormal Return Abnormal Volume
Surrounding Mean AR t-stat Mean AV t-stat
Announcement
-15 -0.001 -1.961* -0.062 -6.033***
-14 -0.001 -3.330** -0.049 -4.439%**
-13 -0.002 -5.829*** -0.073 -7.448%**
-12 -0.001 -3.176*** -0.066 -6.793***
-11 -0.001 -3.231*** -0.073 -7.847***
-10 -0.001 -3.371*** -0.096 -10.981***
-9 -0.001 -3438%** -0.087 -9.421***
-8 -0.001 VAL P 8 -0.102 -11.083***
-7 -0.001 -2 8" -0.100 -10.690***
-6 0.000 0.224 -0.086 -8.827***
-5 -0.000 -0.869 -0.090 -9.371***
-4 -0.00% -1. 734> -0.085 -9.157***
-3 <0"004 ¥.509*%= -0.098 -10.860***
-2 -0000L =3 01B***> -0.109 -11.300***
-1 -0.001 +.913% -0.105 -10.855***
0 -0.012 =298] 0 1% % -0.055 -5.803***
1 -0.003 -8436*%* -0.108 -10.799***
2 -0.001 =3.248*** -0.130 -13.232%**
3 -0.001 -1.601 -0.120 -11.649***
4 -0/00% -2,838*** -0.123 -12.174%**
5 -0.001 -3.365%** -0.121 -12.298***
6 -0.001 -4 288%#* -0.125 -13.655***
7 -0.002 -4.843*** -0.118 -12.635***
8 -0.001 -4.389*** -0.121 -13.095***
9 -0.000 -1.022 -0:128 -14.505***
10 -0.001 -2.201** -0.110 -11.371%**
11 -0.000 -0.810 -0.113 -11.270***
12 -0.000 -1.102 -0.109 -10.667***
13 0:001 2.1967* -0.085 -7.910***
14 0.001 Tye =~ <0,083 -7.811%**
15 -0.000 0,883 -0.086 -8.405***

This table presents mean daily abnormal return and abnormal volume around quarter
earnings, announcement date.for. the.period .of ‘balance. sheet approach. Abnormal
return and @bnormal volume are.the firm’s market model residuals on that day. The
estimatien period iIs 249 days before event window. Panel A present abnormal return
and abnormal volume for positive unexpected earnings and Panel B present abnormal
return and abnormal volume for negative unexpected earnings. ***, ** and * indicate
significance at the 1%, 5% and 10% levels, respectively.
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Full Sample Regression Analysis of the Usefulness of Earnings Information Under

the Two Accounting Conceptual Framework

Panel A: Dependent variable - Cumulative Abnormal Return (CAR)

Independent 1) 2 3) 4)
Variable
Constant -0.002*** 0.006** -0.001 0.006**
(-4.464) (2.435) (-0.973) (2.261)
UE 0.171%** 0.124*** 0.083*** 0.038*
(16.453) (10.800) (4.434) (1.943)
D -0.015 -0.012
(-1.439) (-0.732)
DUE 0.107*** 0.106***
(5.728) (5.672)
TIME -0.012 -0.002
(-1.688) (-0.103)
SIZE 10.020* -0.019*
(21.860) (-1.800)
LOSS <08 O R > -0.109***
(-9,301) (-9.192)
Adj R-square 04029 0.038 0.033 0.041
N =9,017 I 4
Panel B: Dependent variable - Cumulative Abnormal Volume (CAV)
Independent (1) (2l (3) (4)
Variable ]
Constant <0.073%%* 0.023 -0.062 -0.002
(-4.205) (0.264) (-1.630) (-0.027)
UE 0.080*** 0.062*** 0.017 -0.002
(7.643) (5.292) (0.883) (-0.127)
D -0.005 0.011
(-0.497) (0.697)
DUE 007 7%=** 0.077***
(41065) (4.048)
TIME -0.014 -0.022
(+1.352) (-1.335)
SIZE :0.001 0.000
(-0.096) (0.019)
LOSS -0.045*** -0.045***
(-3.705) (-3.701)
Adj R-square 0.006 0.008 0.008 0.009
N =9,017

This table presents the results from OLS regression of CAR (CAV) on UE and DUE, D is an indicator
variable equal to one for firm-years in the period of balance sheet approach and zero for firm-years in
the period of income statement approach.CAR, CAV, UE and control variables are as defined in Table
1. Control variable TIME takes on value year t less 1994, *** ** and * indicate significance at the

1%, 5% and 10% levels, respectively.
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Full Sample Regression Analysis of the Usefulness of Earnings Information Under
the Two Accounting Conceptual Framework: Exclude Crisis Period (1997-1998)

Panel A: Dependent variable - Cumulative Abnormal Return (CAR)

Independent 1) 2 3) 4)
Variable
Constant -0.003*** 0.005 -0.002 0.010***
(-5.258) (1.639) (-1.346) (2.823)
UE 0.171*** 0.119*** 0.194*** 0.144***
(15.564) 10.055 (5.169) (3.819)
D -0.005 0.026*
(-0.477) (1.723)
DUE -0.024 -0.031
(-0.633) (-0.829)
TIME -0.005 -0.031**
(-0.454) (-2.034)
SIZE -0.015 -0.031***
(31.332) (-2.752)
LOSS <041 36% %> -0.146***
(-11.218) (-12.062)
Adj R-square 04029 0.044 0.029 0.044
N = 8,059 v
Panel B: Dependent variable - Camulative Abnormal volume (CAV)
Independent (1) (2l (3) (4)
Variable
Constant 50.150%** -0.098 "~ -0.046 -0.112
(-9.246) (-1.152) (-0:963) (-1.228)
UE Q.070*** 0.044*** 0012 -0.013
(6.321) (3.639) (0.304) (-0.330)
D <0.026** 0.008
(-2.333) (0.504)
DUE 01062 0.059
(11626) (1.549)
TIME -0.036*** -0.043***
(+3:252) (-2.698)
SIZE 0.018 0.019*
(1.606) (1.662)
LOSS -0.069*** -0.069***
(-5.563) (-5.579)
Adj R-square 0.005 0.010 0.005 0.010
N = 8,059

This table presents the results from OLS regression of CAR (CAV) on UE and DUE, D is an indicator
variable equal to one for firm-years in the period of balance sheet approach and zero for firm-years in
the period of income statement approach. This table excluded crisis (1997-1998) from the examination.
CAR, CAV, UE and control variables are as defined in Table 1. Control variable TIME takes on value
year t less 1994, *** ** and * indicate significance at the 1%, 5% and 10% levels, respectively.
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Time Trend Analysis of the usefulness of Earnings Information Under the Balance
Sheet Approach (1999-2008)

Panel A: Dependent variable - Cumulative Abnormal Return (CAR)

Independent 1) 2 3) 4)
Variable
Constant -0.003*** -0.007* -0.003*** 0.009*
(-4.639) (-1.663) (-4.638) (-1.848)
UE 0.195%** 0.149*** 0.197*** 0.151***

(13.792) (8.837) (5.092) (3.428)

UE* TREND -0.002 -0.002
(-0.052) (-0.048)

TREND 0.026 0.027
(1.576) (1.564)

SIZE 0.014 0.014
(0.866) (0.866)

LOSS -0,121%** -0.121***

(46.895) (-6.893)

LEV -0.010 -0.010
(-0,605) (-0.605)

GROWTH 0.004 -0.004
(<0.283) (-0.282)

PREDICT -0.003: -0.003
(-0,166) (-0.165)

Adj R-square 0.038 0.050 0.038 0.050

N = 4,800
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Panel B: Dependent variable - Cumulative Abnormal Volume (CAV)

Independent 1) 2 3) 4)
Variable
Constant -0.061** -0.057 -0.064** -0.106
(-2.059) (-0.290) (-2.162) (-0.541)
UE 0.096*** 0.097*** 0.230*** 0.231***
(6.683) (5.620) (5.860) (5.143)
UE* TREND -0.144*** -0.144***
(-3.667) (-3.235)
TREND -0.027 -0.018
(-1.580) (-1.049)
SIZE 0.010 0.010
(0624 (0.590)
LOSS +0.017 -0.018
(-0.947) (-1.015)
LEV 0.026 0.026
(1.598) (1.556)
GROWTH 0.017 0.018
(1.092) (1.142)
PREDICT 0.007 0.008
(0.424) (0.473)
Adj R-square 0.009 0.011. 0.012 0.013
N = 4,800

This table presents the results frofm OLS regression of CAR (CAV) on UE* TREND, to
test for overtime change in earnings response coefficient (ERC). CAR, CAV, UE and 3
control variables, SIZE and LOSS, are as defined in Table 4. Control variable TREND
takes on value yeart less 1998, | everage, L EV, is calculaied as total liabilities scaled
by total assets. GROWTH is calculates as market value of equity scaled by book value
of equity. Predictability, PREDICT, computed as square root of the estimated error-
variance from the earnings-persistence equation. ***, **7and * indicate significance
at the 1%, 5% and 10% levels, respectively.
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TABLE 8
Time Trend Analysis of the Usefulness of Earnings information Under the Balance
Sheet Approach (1999-2008): Profit cases

Panel A: Dependent variable - Cumulative Abnormal Return (CAR)

Independent Q) 2 3) 4)
Variable
Constant 0.000 -0.005 0.000 -0.006
(-0.625) (-1.153) (-0.626) (-1.215)
UE 0.158*** 0.150*** 0.153*** 0.171%**
(10.101) (8.555) (3.729) (3.434)
UE* TREND 0.006 -0.022
(0.135) (-0.443)
TREND 0.031
(1.522)
SIZE 0.004
(0.198)
LEV -0.005
(-0.263)
GROWTH -0.012
(-0.692)
PREDICT 0.004
(0.228)
Adj R-square . g ~0.02 0.024 0.021
fagert |
N = 3,996

AULINENTNEINS
AN TUNN NN Y



Panel B: Dependent variable - Cumulative Abnormal Volume (CAV)

120

Independent 1) 2 3) 4)
Variable
Constant -0.049 -0.106 -0.048 -0.251
(-1.570) (-0.526) (-1.540) (-1.229)
UE 0.114*>** 0.115%** 0.269*** 0.293***
(7.223) (6.514) (6.549) (5.889)
UE* TREND -0.168*** -0.192***
(-4.097) (-3.831)
TREND -0.020 0.007
(-1.077) (0.353)
SIZE 0.007 0.006
(0.892) (0.316)
LEV Q.037%* 0.035**
(2.074) (1.973)
GROWTH 0.027 0.027
(1.525) (1.540)
PREDICT 0.017 0.019
(0.906) (1.008)
Adj R-square 0.013 0.015 0.017 0.019
N = 3,996

This table presents the results from OLS re_g_reésion of CAR (CAV) on UE* TREND

for profit cases, to test for overtinie change i earnings response coefficient (ERC) for
profit cases. CAR, CAV, UE and ¢control variables, are as defined in Table 1 and Table
7.7%**,** and * indicate significance at the 1%, 5% and 10% levels, respectively.
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TABLE 9
Time Trend Analysis of the Usefulness of Earnings information Under the Balance
Sheet Approach (1999-2008): Loss cases

Panel A: Dependent variable - Cumulative Abnormal Return (CAR)

Independent Q) 2 3) 4)
Variable
Constant -0.019*** -0.029*** -0.019*** -0.033***
(-8.636) (-2.742) (-8.652) (-2.899)
UE 0.067* 0.085** 0.140 -0.012
(1.855) (2.122) (1.557) (-0.109)
UE* TREND -0.079 0.109
(-0.882) (0.943)
TREND 0.062
.841) (1.217)
SIZE O3 0.031
' (0.760)
LEV -0.012
(-0.285)
GROWTH 0.076*
(1.872)
PREDICT -0.023
(-0.537)
Adj R-square . 20,008 0.003 0.008
N = 804

AULINENTNEINS
AN TUNN NN Y
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Panel B: Dependent variable - Cumulative Abnormal Volume (CAV)

Independent 1) (@) (3) 4)
Variable
Constant -0.342%** -0.044 -0.342%** 0.056
(-3.067) (-0.076) (-3.065) (0.091)
UE -0.040 -0.014 -0.036 0.037
(-1.090) (-0.340) (-0.398) (0.330)
UE* TREND -0.004 -0.057
(-0.046) (-0.486)
TREND -0.047 -0.061
(-1.087) (-1.177)
SIZE 0,011 0.011
(0271 (0.272)
LEV -0.002 -0.004
(-0.058) (-0.104)
GROWTH -0.024 -0.024
(-0.593) (-0.575)
PREDICT :0.016 -0.017
(=0.362) (-0.386)
Adj R-square 0.000 -0.007 -0.001 -0.008
N = 804

This table presents the resuits from OLS regression of CAR (CAV) on UE* TREND
for losses cases, to test for overtinie change i earnings response coefficient (ERC) for
losses cases. CAR, CAV, UE and control variables, are as defined in Table 1 and Table
8. ***, ** and * indicate significance at the 1%, 5% and 10% levels, respectively.
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Net Buying Activity Around Earnings Announcement Date with Negative and
Positive Unexpected Earnings in Each Investor Class

Panel A: Positive Unexpected Earnings

Day Investor Class
Individual Institutional Foreign
Mean t-stat Mean t-stat Mean t-stat

-15 -0.022 -1.484 -0.085 -1.144 0.023 0.471
-14 0.013 0.932 -0.034 -0.459 0.006 0.116
-13 0.006 0.399 -0.116 -1.549 0.072 1.352
-12 0.004 0.238 0018 0.235 0.154  2.696***
-11 0.008 0.558 07151 . 2.064** -0.041 -0.777
-10 -0.024 = 749* 0.026 0.326 -0.013 -0.236
-9 -0.006 -0427 0.064 0.847 -0.021 -0.398
-8 -0.015 A71s1 0.056 0.665 0.006 0.118
-7 -0.015 o 013 -0.099 =1.090 0.024 0.405
-6 -0.008 -:0.534 -0.014 -0.163 0.028 0.518
-5 0.019 17385 + #0.109 -1.261 -0.135 -2.779***
-4 -0.009 04602 ~-0.009 -0.093 -0.060 -1.181
-3 -0.002 -0.156 -04134 -1.474 -0.118  -2.048**
-2 -0.035 4-20458** -0.154 -1.771* -0.121  -2.353**
-1 0.004 0.264 -0.138 -1.729* -0.110  -2.324**
0 -0.032 -1.814% -0.091 -1.146 -0.044 -0.806

1 -0.057 -3.439*** -0.043 -0.521 0.110 2.310**

2 -0.016 -1.080 0.007 0.085 0.110 2.174**

3 -0.012 -0.855 -0.038 -0.478 0.145 2.528**

4 -0.030 _.=1.980** 0.067 0.775 -0.095 -1.777*

5 -0.044.  -2.946*** 0.123 1330 -0.056 -1.009

6 -0.029 -1.876* 0.048 0:570 0.055 0.970

7 -0.04977] -3:383*** 0.012 0.146 0.061 1.039

8 -0.013 -0.766 -0.154 -1:583 0.070 1.141

9 -0.025 -1.554 -0.131 -1.474 0.032 0.536
10 01028 31690% £0:055 -0.562 -0.036 -0.639
11 -0.0691..0-31963**% 0.006 0.059 -0.031 -0.526
12 =0.034 -1.950* 0.083 0.866 0.016 0.248
13 -0.064 ., -3.858*** 0,185 /iy 0.022 0.323
14 -0/009 -0.524 -0/053 0514 0:090 1.384
15 -0.005 -0.293 0.092 0.840 -0.040 -0.575
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Panel B: Negative Unexpected Earnings

Day Investor Class
Individual Institutional Foreign
Mean t-stat Mean t-stat Mean t-stat

-15 0.013 0.827 -0.091 -1.083 0.014 0.299
-14 0.004 0.216 -0.141 -1.507 -0.084 -1.801*
-13 -0.017 -1.139 -0.045 -0.516 -0.171  -3.157***
-12 0.003 0.178 -0.145 -1.555 -0.150  -2.497**
-11 -0.028 -1.839* -0.203  -1.983** -0.234 -3.912***
-10 -0.035  -2.256** 0.032 0.295 -0.238  -4.582***
-9 -0.020 -1.351 20015 -0.153 -0.173  -3.108***
-8 -0.048 -2.730*** 0:000 0.003 0.006 0.114
-7 -0.051 -31832#%** , -0.045 -0.484 -0.060 -1.141
-6 -0.062 -4.030%** -0.094 -1.028 0.043 0.832
-5 -0.019 -1:279 -0.183 -1.780 -0.041 -0.767
-4 -0.031 -2, 2384* > -0.089 -0.833 0.038 0.710
-3 -0.002 -0.153 -0.009 -0.092 0.033 0.556
-2 -0.020 -1625 :-0.096 -0:897 -0.048 -0.880
-1 -0.013 1,007 -0.285  -2.614*** 0.021 0.402
0 -0.010 -0.745 -0:328 ' -3:819*** -0.010 -0.200

1 0.052 #4.181%** 10.053 0.581 -0.146  -3.348***

2 0.026 &) ke 0.110 1.191 -0.093 -1.793***

3 0.024 1813* 0.108 1.379 -0.071 -1.323

4 0.033  2.684*** -0.011 -0.119 -0.063 -1.200

5 0.004 0:255 0.107 1.261 0.112 1.904*

6 0.025 1.784% 0.106 1.197 0.066 1.178

7 0.007 0.536 0.037 0.437 0.046 0.784

8 -0.014 -1.077 0.065 0.676 0.170  2.821***

9 -0.0383¢  -2.394** 0.025 0.274 0.241  4.068***
10 -0.008 -0.535 -0.034 -0.332 -0.027 -0.448
11 0.003 0.154 -0.097 -0:786 0.008 0.124
12 0.015 0.841 -0,133 -1.122 0.195 2.689***
13 0002 0:134 0.037 0.244 0.012 0.155
14 -0.018 -0.990 0.058 0.476 0.083 0.992
15 -0.050 -2.792*** -0.028 -0.205 0.069 1.032

This table, -presents mean .daily ,net, buying -activity, ,around” guarter earnings
annouricement date. Net' buying, activity i$ the abnormal buy-sell”imbalance as a
fraction of total non-event trades. The estimation period Is 57 days before day t = -3.
Panel A present mean daily net buying activity for positive unexpected earnings in
each investor class and Panel B present mean daily net buying activity for negative
unexpected earnings in each investor class. ***, ** and * indicate significance at the
1%, 5% and 10% levels, respectively.



125

TABLE 11
Mean in Absolute Value of Earnings Response Coefficient (ERC) for Two Investor
Classes: 1999-2008

Investor Class ERC
CNetBuy | = g, + BUE, + ¢,
All cases Positive UE Negative UE
Individual 0.023 0.043 0.055
Institutional 0.053 0.081 0.102

This table present mean in absolute value of earnings response coefficient (ERC) for
individual and institutional investors. Instittional investors are foreign and domestic
institutional. ERC is the coefficient on UE vamable from model (4) which is yearly
regressed. Cumulative net.-buying activity, CNeiBuy, is calculated as the summation
abnormal net buying activity durtng event period,-t — 1 to t+1 relative to earnings

announcement date, t.=0, CNeiBuy, = > (ABUY,! - ASELL}) . Unexpected earnings,

=1
UE, is calculates as.the actual earnmgs per shares In quarter t minus the actual
earnings per shares in quartept-4.

, /.TABLE 12
Mean in Absolute Value of Earnings Rpsponse Coefficient (ERC) for Three
Investor Classes: 1999-2008

Investor Class = ERC
CNethy.i = py + BUE; + &,
All cases ~ Positive UE Negative UE
Individual 0.023 0.043 0.055
Institutional 0.067 0.065 0.137
Foreign 0.033 0.047 0.051

This table present mean“in absolute“value of earnings response coefficient (ERC) for
three classes of investors. ERC isgthe coefficient on UE variable from model (4)
which s, yearly regressed: Cumulative net buyingiactivity | CNetBuy; is calculated as
the summation abnormal het buying activity: during event.period; t <1'to t +1 relative

to earnings announcement date, t = 0, CNetBuy; =) (ABUY; —ASELL}).
i=1

Unexpected earnings, UE, is calculates as the actual earnings per shares in quarter t
minus the actual earnings per shares in quarter t-4.




TABLE 13
Mean Difference in Absolute Value of Earnings Response Coefficient (ERC) for
Two Investor Classes
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Investor ERC
Class All cases Positive UE Negative UE
Mean t-stat Mean t-stat Mean t-stat
Difference Difference Difference
Individual vs. -0.030 -1.812** -0.038 -1.350* -0.047 -2.411%*
Institutional

This table present mean difference in earnings response coefficient (ERC) between
domestic individual investors and foreign invester. Institutional investors are foreign
and domestic institutional. 1"assess the statistical significance by comparing the ten
years (1999-2008) ERC using independent sample t-tests. ***, ** and * indicate
significance at the 1%, 5% .ana10% levels, respectively.

TABLE 14
Mean Difference in Absolute \alue of Earnings Response Coefficient (ERC) for
Three lInvestor Classes

Investor 44 ERC

Class All cases % Positive UE Negative UE
Mean t-stat -~ £ /. Mean t-stat Mean t-stat

Difference Difference Difference

Individual vs. -0.044 - Tg96~ = 70:022 -1.098 -0.082 -2.736**

Institutional b=

Individual vs. -0.010 -1:323* -0.004 -0.277 0.004 0.234

Foreign '

Foreign vs. -0.034 -2.339** -0.018 -1.062 -0.086 -2.710**

Institutional

This table present mean difference in earnings response coefficient (ERC) among
three classes of investors. | assess the statistical=significance byComparing the ten
years (1999-2008)ERC between each pair of classes using independent sample t-
tests. ***, ** and * indicate significance at the 1%, 5% and 10% levels, respectively.
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The Value Relevance of Earnings and Book Value Under period of Balance Sheet Approach (1999-2008)
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Model 1 Model2 Model3 Incremental Adj. R
I:)iqt = aO +a1Eiqt +a2 BViqt +giqt Piqt — aO + alEiqt — giqt I:>iqt = aO + al BViqt + giqt
Year N  Constant EPS BV Total Constant EPS Relative " Constant BV Relative -~ B\/ EPS  Common.
adj R2 EPSadj'R Bvadj R

1999Q1 379 11.687 0.175 0.499 0.367  24.093 0.435 0.187 8.825 0.590 0.346 0.180 0.021 0.166
(6.436) (3.641) (10.386) (15649) / /(9.384)s (5.306)  (14.181)

1999Q2 367 16.548 0.088 0.479 0.258 .28.362 0.230 0.050 * (16.107) 0.505 0.253 0.208 0.005 0.045
(8.537) (1.858) (10.172) (16£146) £4(4512) 4 (8.344)  (11.192)

1999Q3 359 12437  0.096 0.585 0.392 28.302 0.326. 0.104 10.695 0.622 0.386 0.288 0.006 0.098
(6.714) (2.141) (13.039) (164690) -, .(6.514) 4 4 (6.394)  (15.023)

2000Q1 359 12.325 0.190 0.507 0.387 22.524 0.447¢, 0.198 10.899 0.603 0.362 0.189 0.025 0.173
(7.335) (3.944) (10.538) (14.335) “{9.449)" - (6.510)  (14.282)

2000Q2 352 11.567 0.175 0.480 0.354 22.354 0:4525==1g 202 9.555 0.581 0.336 0.152 0.018 0.184
(6.086) (3.322)  (9.142) (13.498) 7 (9.477) "1 T (5.230)  (13.357)

2000Q3 345 9.734 0.156 0.518 0.378 19.164 0.441 ° 0.192 8.620 0.604 0.363 0.186 0.015 0.177
(6.257) (3.070) (10.168) (13.465) _ (9.103) (5/630) (14.026)

2001Q1 354  8.898 0.351 0.424 0.468 15.647 0.591 0.348 8.349 0.623 0.386 0.120 0.082 0.266
(5.820) (7.454)  (8.991) (10.607)  (13.758) (5.088)  (14.931)

2001Q2 354 10.955 0.315 0.455 0.470 18.395 0.580 0.334 10.369 0.638 0.405 0.136 0.065 0.269
(6.903) (6.620)  (9.551) (11.869) (13.346) (6.179)  (15.549)

2001Q3 343 7.538 0.257 0.532 0.503 15.770 0.563 0.315 7,532 0.680 0.461 0.188 0.042 0.273
(5.003) (5.520) (11.421) (10.148) ' I(22.581) (41796)  (17.118)

2002Q1 352 7.779 0.353 0.510 0.552 18.293 0.594 0.350 9.303 0.677 0.456 0.202 0.096 0.254
(4.441) (8.717) (12:605) (9:858) .~ (13:798) (4:844)~, (17.199)

2002Q2 357 7.502 0.415 0.442 0.563 15.526 0,654 0.426 9.895 0.667 0.443 0.137 0.12 0.306
(4.116) (9.958) (10.627) (8.161)  (16.281) (4.848)  (16.849)

LCT


nkam
Typewritten Text
127


TABLE 15 (Cont)

128

Model 1 Model? Model3 Incremental Adj. R
l:)iqt = ao +a1Eiqt +0(2 BViqt +‘C"iqt Piqt = ao + alEiqt - giqt I:)iqt = 0(0 + al BViqt + giqt
Year N  Constan EPS BV Total Constant EPS Relative  Consta BV Relative  BV/ EPS  Common.
t adJ R2 EPSadj R nt E}/adj

2002Q3 357 7.868 0.298 0.541 0.584 17:853 0.641 0.409 7.065 0.730 0.531 0.175 0.053 0.356
(4.807) (6.743)  (12.250) (0.556) / /(159717) (4.080) (20.115)

2003Q1 357 5.570 0.410 0.485 0.624 18.473 0.682 0.464 7.772 0.715 0.510 0.160 0.114 0.350
(3.533) (10.446) (12.348) (7.8270) | (17.573) (4.355)  (19.261)

2003Q2 378 6.319 0.379 0.542 0.618 15.367 0-6204 % 0,383 9.236 0.711 0504 0.235 0.114 0.269
(4.406) (10.676) (15.268) (0.252) (15.328) (5.752)  (19.590)

2003Q3 374 10.828 0.371 0.509 0.581 20.896. ..« 0.6204 & 0.384 12.318 0.691 0477 0.197 0.104 0.280
(6.774)  (9.658)  (13.245) @2.262) . (15:284) (6.931) (18.460)

2004Q1 399 8.639 0.398 0.487 0.637 16.844 0.704'_',‘;_ 0.494 8.894 0.737 0.541 0.143 0.096 0.398
(5.738)  (10.267) (12.555) (10.518) “~(19.724) (5.257) (21.700)

2004Q2 411 7.167 0.282 0.613 0.622 18.055 0.580. - .0.335 7.457 0.751 0.562 0.287 0.060 0.275
(5.181)  (8.117)  (17.657) (10.989) ~ (14.409) (5.009)  (22.969)

2004Q3 416 5.415 0.331 0.605 0.666-__15.823 0.621 0.384 6.012 0.764 0.582 0.282 0.084 0.300
(4.479) (10.236) (18.733) (10.846)  (16.113) (4.451)  (24.080)

2005Q1 436 4.854 0.434 0.511 0.700 11.113 0.724 0.523 5.971 0.757 0.572 0.177 0.128 0.395
(5.040) (13.628) (16.020) (10.016)  (21.8490 (5.212) (24.122)

2005Q2 450 4,213 0.335 0.564 0.676 10.316 0.705 0.496 4.334 0.784 0.613 0.180 0.063 0.433
(4.268)  (9.404) (15.838) (9.095)) © (21.029) (4:017) (26.688)

2005Q3 445 3.526 0.497 0.501 0.755 9.664 0.756 0.571 4,610 0.759 0.575 0.184 0.18 0.391
(4510) (18.0780 (18.255) (10.349) (24.329) (4.489) . (24.506)

8¢l
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Model 1 Model2 Model3 Incremental Adj. R
I:)iqt = ao + alEiqt + 0(2 Bviqt +€iqt Piqt = aO + alEiqt s giqt I:)iqt = ao + al Bviqt + giqt
Year N  Consta EPS BV Total Constant EPS Relative  Consta BV Relative BV EPS  Common
s 2 EPSadj R BVadj
nt adj R nt R
2006Q1 460 3.911 0.450 0.518 0.715 9.8472 0.¥22 0.521 5.178 0.755 0.569 0.194 0.146 0.375
(4.704) (15.373) (17.704) (9.975) / /(22:861) (5.088) (24.628)
2006Q2 480 3.882 0.323 0.616 0.650" 14.481 0.582 0.337 4.661 0.752 0.564 0.313 0.086 0.251
(4.628) (10.840) (20.678) (1.067)f (15.640) (5.000) (24.931)
2006Q3 488 2.681 0.562 0.437 0.770 7.543 0.7974 ' 0.634 4.262 0.739 0.545 0.136 0.225 0.409
(3.631) (21.808) (16.975) (8.790) (29.084) (4.126) (24.187)
2007Q1 481 4.506 0.410 0.482 0.640  10.555 0.704: + 0.495 4.099 0.732 0.535 0.145 0.105 0.39
(4.531) (11.822) (13.897) (9.973) ,(21:722) (3.632) (23.537)
2007Q2 483 3.183 0.431 0.549 0.707  11.108 0.688 - 0.473 4.059 0.751 0.563 0.234 0.144 0.329
(3.380) (15.455) (19.668) (9.720)==(20.814) =~ (3.532) (24.928)
2007Q3 476  3.954 0.346 0.561 0.639 11.169 0644, 1.0.413 4.529 0.745 0.554 0.226 0.085 0.328
(3.907) (10.650) (17.269) (9.500) " (18.326) (4.030) (24.310)
2008Q1 355 10.225 0.064 0.508 0.273-_23.521 0.183 0.031 "~ 10.434 0.523 0.272 0.242 0.001 0.030
(5.124)  (1.379)  (10.906) (12.889)  (3.490) (5.237) (11.530)
2008Q2 379 10.375 0.163 0.533 0.367 @ 28.911 0.345 0.117 5.812 0.589 0.345 0.250 0.022 0.095
(4.627) (3.735)  (12.248) (14.791)  (7.140) (3.039) (14.153)
2008Q3 383 8421 0.156 0.444 0.269 ¢19.713 0.321 0.101 7.049 0.502 0.250 0.168 0.019 0.082
(4.398) (3.319) (9.417) (11,907)  (6/618) (8:7722) (11.321)
Mean 0.193 0.071 0.234

This table presents the value relevance of earnings and book value under the period.of balance approach. P, is share price of firm i at end of

quarter q in yeart, E

is derived by subtracting incremental from total information content. T statistic shown in parentheses.

iqt

is earnings per share oOf firm kat.end of‘quarter g in year't, and BV
quarter g in year t. Incremental explanatory power is derived by subtracting relative from total information content. Common explanatory power

iqt

IS book-value (equity) per share of firm i at end of

6¢1


nkam
Typewritten Text
129


130

TABLE 16
Full Sample Regression Analysis of the Usefulness of Earnings Information Under
the Two Accounting Conceptual Framework: Mean and Median Adjusted Model
for Volume Analysis

Panel A: Dependent variable - Cumulative Abnormal Volume: CAV
(Mean adjusted model)

Independent (1) 2 3) 4)
Variable
Constant -0.097*** 0.151 -0.025 0.094
(-4.178) (1.234) (-0.357) (0.706)
UE 0.089*** 0.062*** 0.007 -0.016
(7.704) (4.843) (0.184) (-0.410)
D -0.012 0.021
(-1.073) (1.258)
DUE 0.086** 0.081**
(2.232) (2.083)
TIME 40.027** -0.043**
(-2.299) (-2.592)
SIZE -0.005 -0.004
(-0.448) (-0.292)
LOSS -0.066*** -0.067***
(-5.023) (-5.099)
Adj R-square 0.008 0.012. 0.008 0.012

N =8,731




Panel B: Dependent variable - Cumulative Abnormal Volume: CAV

( Median adjusted model)
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Independent 1) (2) 3) 4)
Variable
Constant 0.645*** 1.120*** 0.208*** 0.915***
(26.856) (8.825) (2.851) (6.681)
UE 0.061*** 0.082*** 0.007 0.018
(5.250) (6.440) (0.171) (0.455)
D 0.074*** 0.066***
(6.334) (4.032)
DUE 0.057 0.064*
(1.468) (1.654)
TIME =0.065* 5* 0.008
(-4412) (0.476)
SIZE -0,084* % -0.078***
(-6.993) (-6.450)
LOSS 0.044** -0.038***
(3.328) (2.867)
Adj R-square 0.004 0.015 0.009 0.017
N =8,731 .

This table presents the resultsifrom OLS regression of CAR (CAV) on DUE, which is
an indicator variable egualito’ one for firm-years in the period of balance sheet
approach and zero for firm-years .in.the period of income statement approach.CAR,
UE and control variables‘are as defined tn Table 1. Control variable TIME takes on
value year t less 1994. Cumulative abnérmal wvolume, CAV, is calculated as

CAV , =3 AV, where av , =V, —v V;it— |s the daily percentage of shares traded

for firm i in day t and VAit Is the mean (median) daily percentage of shares traded of

security i in estimation window. ***, ** and * indicate significance at the 1%, 5%
and 10% levels, respectively.
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TABLE 17
Full Sample Regression Analysis of the Usefulness of Earnings Information Under
the Two Accounting Conceptual Framework, exclude 1997-1998: Mean and
Median Adjusted Model for Volume Analysis

Panel A: Dependent variable - Cumulative Abnormal VVolume :CAV
( Mean adjusted model)

Independent (1) 2 3) 4)
Variable
Constant -0.163*** -0.030 -0.038 -0.065
(-7.937) (-0.055) (-0.614) (-0.553)
UE 0.065*** 0.036*** 0.003 -0.021
(5.617) (2.838) (0.071) (-0.533)
D -0.025** 0.014
(-2.103) (0.882)
DUE 0.065 0.059
(1.639) (1.488)
TIME -0.039*** -0.051***
(-3.352) (-3.078)
SIZE 0.013 0.014
(1.054) (1.163)
LOSS -0:074%** -0.075***
(-5.733) (-5.777)
Adj R-square 0.004 0.010. 0.005 0.010

N=7377
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Panel B: Dependent variable - Cumulative Abnormal Volume :CAV
( Median adjusted model)

Independent (1) (2) (3) 4)
Variable
Constant 0.651*** 1.129*** 0.208*** 0.915***
(27.203) (8.957) (2.850) (6.705)
UE 0.054*** 0.071*** 0.000 0.010
(4.645) (5.637) (0.012) (0.242)
D 0.075*** 0.068***
(6.438) (4.213)
DUE 0.056 0.061
(1.406) (1.530)
TIME D0 0.006
(4.743) (0.365)
SIZE -0,084*** -0.078***
(-7.015) (-6.428)
LOSS -0.037*** -0.032**
(2.908) (-2.447)
Adj R-square 07008 0.013 0.009 0.016
N=7377 '

This table presents the resulisifrom OLS regression of CAR (CAV) on DUE, which is
an indicator variable egual‘to one for firm-years in the period of balance sheet
approach and zero for firm-years .in.the period of income statement approach. This
table excluded crisis (19897-1998).from the examination. CAR, UE and control
variables are as defined in Table £ CAV is €alculated from mean and median adjusted
model as defined in Table 14. #**** and * indicate significance at the 1%, 5% and
10% levels, respectively.
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TABLE 18
Time trend Analysis of the Usefulness of Earnings Information Under the Two
Accounting Conceptual Framework: Mean and Median Adjusted Model for
Volume Analysis

Panel A: Dependent variable - Cumulative Abnormal VVolume :CAV
( Mean adjusted model)

Independent 1) (2) 3) 4)
Variable
Constant -0.098*** 0.166 -0.100*** 0.133
(-2.833) (0.735) (-2.906) (0.584)
UE 0.106*** 0.087*** 0.192*** 0.165***
(7.058) (4.893) (4.597) (3.417)
UE* TREND -0.092** -0.083*
(-2.200) (-1.730)
TREND -0,047*%% -0.042*
(-2.627) (-2.293)
SIZE 0.002 0.002
(0.115) (0.096)
LOSS =01050*** -0.051***
(-2.672) (-2.702)
LEV 0.032* 0.032*
(1.885) (1.864)
GROWTH 0.034** 0.035**
(2.064) (2.095)
PREDICT -0.004 -0.004
(-0.228) (-0.203)
Adj R-square 0.011 0.015 0.012 0.016

N = 4,349
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Panel B: Dependent variable - Cumulative Abnormal Volume: CAV
( Median adjusted model)

Independent 1) (2) 3) 4)
Variable
Constant 0.696*** 1.773*** 0.693*** 1.736***
(19.529) (7.597) (19.443) (7.412)
UE 0.100*** 0.105*** 0.206*** 0.188***
(6.604) (5.955) (4.935) (3.933)
UE* TREND -0.114*** -0.088*
(-2.737) (-1.862)
TREND -0.043** -0.037**
(-2.394) (-2.041)
SIZE -0.093* 5* -0.093***
(-54416) (-5.438)
LOSS 0.020 0.019
(1.066) (1.035)
LEV 0.098*** 0.098***
(5.756) (5.735)
GROWTH 01035** 0.036**
(2.128) (2.162)
PREDICT 0.009 0.009
(0.509) (0.531)
Adj R-square 0.010 0.034. 0.011 0.035
N = 4,349

This table presents the resuls from OLS regression of CAR (CAV) on UE* TREND, to
test for overtime change in earnings response coefficient, ERC. CAR, UE and control
variables are as defined in Table 8. CAV is caleulated from mean and median adjusted
model as defined in Table 14. *** ** and * indicate significance at the 1%, 5% and
10% levels, respectively.
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TABLE 19
Time trend Analysis of the Usefulness of Earnings Information Under the Two
Accounting Conceptual Framework: Mean and Median Adjusted Model for
Volume Analysis of Profit Cases

Panel A: Dependent variable - Cumulative Abnormal Volume: CAV
( Mean adjusted model)

Independent 1) (@) 3) 4)
Variable
Constant -0.042 0.149 -0.043 0.021
(-1.136) (0.629) (-1.148) (0.089)
UE 0.100*** 0.096*** 0.231*** 0.234***
(6.046) (5.232) (5.235) (4.329)
UE* TREND -0.142%** -0.148***
(-3.206) (-2.720)
TREND -0.026 -0.005
(-1.305) (-0.229)
SIZE -0.016 -0.017
(-0.878) (-0.923)
LEV 0L044** 0.042**
(2.387) (2.273)
GROWTH 0:041%* 0.041**
(2.261) (2.271)
PREDICT 0.025 0.027
(1.303) (1.383)
Adj R-square 0.010 0.013 0.012 0.016

N = 3,622
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Panel B: Dependent variable - Cumulative Abnormal Volume: CAV
( Median adjusted model)

Independent 1) (@) 3) 4)
Variable
Constant 0.602*** 1.548*** 0.602*** 1.461***
(15.432) (6.303) (15.440) (5.836)
UE 0.139*** 0.121*** 0.262*** 0.211%***
(8.445) (6.765) (5.949) (3.978)
UE* TREND -0.132*** -0.096*
(-3.009) (-1.799)
TREND -0.025 -0.012
(-1.299) (-0.557)
SIZE -0.100* 5* -0.100***
(-54446) (-5.476)
LEV 0,130%*= 0.128***
(7.224) (7.145)
GROWTH 0.042** 0.042**
(2.358) (1.707)
PREDICT 01038** 0.039**
(1.999) (2.051)
Adj R-square 0.019 0.049 0.021 0.050
N = 3,622

This table presents the results from OLS regression of CAR (CAV) on UE* TREND, to
test for overtime change in earnings response coefficient (ERC) for profit cases. CAR,
UE and control variables arg as defified in Table 8. CAV is calculated from mean and
median adjusted model as defined in Table 14, *** ** and * indicate significance at
the 1%, 5% and 10% levels, respectively.
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Time trend Analysis of the Usefulness of Earnings Information Under the Two
Accounting Conceptual Framework: Mean and Median Adjusted Model for
Volume Analysis of Loss Cases

Panel A: Dependent variable - Cumulative Abnormal Volume: CAV ( Mean

adjusted model)

Independent (1) 2 (3) 4)
Variable
Constant -0.484*** -0.068 -0.483*** -0.101
(-3.713) (-0.106) (-3.702) (-0.147)
UE -0.005 0.005 -0.094 -0.009
(-0.134) (0.112) (-1.045) (-0.082)
UE* TREND 0.098 0.016
(1.092) (0.134)
TREND -0,128%*% -0.124**
(-2.788) (-2.226)
SIZE 0.056 0.056
(1.298) (1.300)
LEV 0.000 0.001
(0.003) (0.014)
GROWTH -0.009 -0.009
(-0.213) (-0.220)
PREDICT -0.097** -0.096**
(-2.247) (-2.129)
Adj R-square -0.001 0.008 -0.001 0.006

N =727
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Panel B: Dependent variable - Cumulative Abnormal Volume: CAV
( Median adjusted model)

Independent 1) (2) 3) 4)
Variable
Constant 0.867*** 2.756*** 0.867*** 1.604***
(6.658) (4.252) (6.658) (2.980)
UE -0.004 -0.016 -0.036 0.151
(-0.109) (-0.387) (-0.405) (1.340)
UE* TREND 0.036 -0.189
(0.396) (-1.603)
TREND -0.128*** -0.178***
(-2.793) (-3.214)
SIZE -0/057 -0.059
(-1312) (-1.366)
LEV -0.034 -0.040
(-0.774) (-0.901)
GROWTH 0.007 0.010
(0.156) (0.237)
PREDICT -0.061 -0.066
(-1.347) (-1. 466)
Adj R-square =0.001 0.009 -0.003 0.012
N =727

This table presents the results from ©LS regression of CAR (CAV) on UE*TREND, to
test for overtime change in garnings response coefficient, ERC. CAR, UE and control
variables are as defined in Table 8:"CAV is ealeulated from mean and median adjusted
model as defined in Table 14. *** ** and * indicate significance at the 1%, 5% and
10% levels, respectively. o
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TABLE 21
Full Sample Regression Analysis of the Usefulness of Earnings Information Under

the Two Accounting Conceptual Frameworks. Using Median Industry Adjusted
Model as an Earnings Expectation

Panel A: Dependent variable - Cumulative Abnormal Return (CAR)

Independent 1) 2 3) 4)
Variable
Constant -0.003*** 0.017*** -0.002 0.017***
(-5.625) (5.875) (-1.494) (5.859)
UE 0.130*** 0.090*** 0.081*** 0.002
(13.568) (8.596) (3.388) (0.065)
D -0.014 0.007
(-1.465) (0.503)
DUE 0.055** 0.095***
(2.275) (3.957)
TIME 0.017* -0.024
(-1.700) (-1.636)
SIZE -0,051*** -0.051***
(#5.045) (-5.039)
LOSS -0 32%** -0.137***
(-12.396) (-12.771)
Adj R-square 0017, 0.033 0.017 0.034
N =10,520 e 4
Panel B: Dependent variable - Cumulative Abnormal Volume (CAV)
Independent (1) 2)= (3) (4)
Variable bl
Constant -0.062*** By 17 o -0.055 0.158*
(-3.702) (2.053)" (1.578) (1.884)
UE 0.062*** 0.044*** 0.027 -0.006
(6.417) (4.076) (1.126) (-0.251)
D -0.003 0.024
(-0.323) (1.596)
DUE 0.040* 0.053**
(1:682) (2.224)
TIME {0.015 -0.035**
(-1.499) (-2.276)
SIZE 0,017 -0.016
(-1.687) (-1.551)
LOSS -0.053*** -0.056***
(-4.814) (-5.063)
Adj R-square 0.004 0.006 0.004 0.006
N =10,520

This table presents the results from OLS regression of CAR (CAV) on UE and DUE, D is an indicator
variable equal to one for firm-years in the period of balance sheet approach and zero for firm-years in
the period of income statement approach.CAR, CAV, and control variables are as defined in Table 1.
UE is calculated by subtract median of earnings per share in year t-1 quarter i for industry j from the
firm’s earnings per share in year t quarter i. Control variable TIME takes on value year t less 1994. ***
** and * indicate significance at the 1%, 5% and 10% levels, respectively.
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TABLE 22
Full Sample Regression Analysis of the Usefulness of Earnings Information Under
the Two Accounting Conceptual Framework. Exclude Crisis Period (1997-1998)

Panel A: Dependent variable - Cumulative Abnormal Return (CAR)

Independent 1) 2 3) 4)
Variable
Constant -0.003*** 0.015*** -0.003 0.013***
(-5.974) (5.016) (-1.525) (4.131)
UE 0.142%** 0.105*** 0.248*** 0.187***
(13.819) (9.637) (3.947) (2.944)
D -0.006 0.017
(-0.577) (1.127)
DUE -0.107* -0.084
(-1.705) (-1.319)
TIME -0.010 -0.019
(-0.920) (-1.315)
SIZE -0.050*** -0.049***
(-4.711) (-4.558)
LOSS =04143*** -0.143***
(-12.935) (-12.900)
Adj R-square 0.020 0.039 0.020 0.039
N =9,213
Panel B: Dependent variable - Cumulative Abnormal volume (CAV)
Independent @ 2) (3) 4)
Variable
Constant -0.056%** 01835 -0.029 0.124
(-2.792) (-1.770) (-0.492) (1.106)
UE 0.063*** 0.051*** 0.068 0.045
(6.095) (4.528) (1.026) (0.658)
D -0.005 0.020
(-0.486) (1.294)
DUE -0.004 0.005
(-0.060) (0.075)
TIME 10/016 -0.030**
(+1.632) (-2.015)
SIZE -0.014 -0.012
(-1.265) (-1.045)
LOSS =0.044*** -0.046***
(-3.877) (-3.982)
Adj R-square 0.004 0.006 0.004 0.006
N =9,213

This table presents the results from OLS regression of CAR (CAV) on UE and DUE, D is an
indicator variable equal to one for firm-years in the period of balance sheet approach and zero
for firm-years in the period of income statement approach. This table excluded crisis (1997-
1998) from the examination. CAR, CAV, and control variables are as defined in Table 1.
TIME takes on value year t less 1994. UE is defined in table 19. *** ** and * indicate
significance at the 1%, 5% and 10% levels, respectively.
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TABLE 23
Time Trend Analysis of the Usefulness of Earnings Information Under the Balance
Sheet Approach (1999-2008): Using Median Industry Adjusted Model to Compute
Expected Earning

Panel A: Dependent variable - Cumulative Abnormal Return (CAR)

Independent 1) 2 3) 4)
Variable
Constant -0.003*** 0.002 -0.003*** 0.001
(-5.508) (0.550) (-5.482) (0.209)
UE 0.141*** 0.113*** 0.188*** 0.228***
(12.991) (7.236) (8.208) (5.407)
UE* TREND -0.053** -0.123***
(-2.307) (2.938)
TREND 0.005 0.019
(0.345) (1.138)
SIZE =0.025* -0.028*
(-1.661) (-1.833)
LOSS -0,150*** -0.148***
(29.407) (-9.276)
LEV 0:038** 0.038**
(2.558) (2.572)
GROWTH -0.002 -0.001
(<0:105) (-0.091)
PREDICT 0.007.. 0.008
(0.430) (0.484)

Adj R-square 0.020 0.042‘ 0.020 0.044

N = 4,558




Panel B: Dependent variable - Cumulative Abnormal Volume (CAV)
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Independent 1) 2 3) 4)
Variable
Constant -0.049** 0.135 -0.049** 0.097
(-2.079) (0.773) (-2.075) (-0.550)
UE 0.058*** 0.079*** 0.066*** 0.160***
(5.256) (4.882) (2.852) (3.636)
UE* TREND -0.009 -0.087**
(-0.398) (-1.982)
TREND -0.033** -0.024
(-2.057) (-1.427)
SIZE -0.006 -0.009
(-0/408) (-0.557)
LOSS -0.031= -0.030*
(1.886) (-1.804)
LEV 0.047%** 0.048***
(3.027) (3.087)
GROWTH 0.017 0.017
(.135) (1.142)
PREDICT -0,008 -0.007
(-0,517) (-0.451)
Adj R-square 0.003 0.009 0.003 0.009
N = 4,558 8

This table presents the results from QLS regression of CAR (CAV) on UE*TREND, to
test for overtime change'in earnings response coefficient, ERC. CAR (CAV) and
control variables are as defined in“Table 8. UE.as defined in table 19. *** ** and *

indicate significance at the 1%,5% and 10% levels, respectively.

| el
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TABLE 24
Time Trend Analysis of the Usefulness of Earnings Information Under the Balance
Sheet Approach (1999-2008): Profit Cases

Panel A: Dependent variable - Cumulative Abnormal Return (CAR)

Independent Q) 2 3) 4)

Variable

Constant 0.001* 0.006 0.001 0.003
(1.014) (1.267) (0.881) (0.661)

UE 0.103*** 0.119*** 0.159*** 0.266***
(8.381) (7.206) (6.133) (5.341)

UE* TREND -0.064** -0.159***

(-2.464) (-3.123)

TREND 0.027
(1.388)
SIZE -0.045%**
(-2.688)
LEV 0.047***
(2.891)
GROWTH -0.008
(-0.486)
PREDICT 0.003
(0.158)
Adj R-square 0.018

N =3,762

AU INENINYINS
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Panel B: Dependent variable - Cumulative Abnormal VVolume (CAV)
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Independent 1) (2) (3) 4)
Variable
Constant 0.000 0.092 0.000 0.006
(-0.001) (0.494) (-0.007) (0.031)
UE 0.050*** 0.088*** 0.053** 0.205***
(4.020) (5.242) (2.046) (4.030)
UE* TREND -0.003** -0.126**
(-0.130) (-2.431)
TREND -0.027 -0.007
(-1.557) (-0.379)
SIZE 104012 -0.016
(-0720) (-0.951)
LEV 0,063**% 0.062***
(3.785) (3.755)
GROWTH 0.023 0.022
(1.366) (1.337)
PREDICT 0.004 0.004
(0.209) (0.202)
Adj R-square 0.002 0.011 0.002 0.012
N = 3,762

This table presents the results from OLS regression of CAR (CAV) on UE*TREND, to test
for overtime change in earnings response coefficient (ERC) for profit cases. CAR (CAV) and
control variables are as defined in Table 8. UE as'defined in Table 19. ***, ** and * indicate

significance at the 1%, 5% and 10%levels, respectively.
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TABLE 25
Time Trend Analysis of the Usefulness of Earnings Information Under the Balance
Sheet Approach (1999-2008): Loss Cases

Panel A: Dependent variable - Cumulative Abnormal Return (CAR)

Independent 1) 2 3) 4)

Variable

Constant -0.018*** -0.033*** -0.017*** -0.030**
(-9.073) (-2.851) (-8.704) (-2.413)

UE 0.029 0.076** -0.004 0.123
(1.175) (2.024) (-0.129) (1.453)

UE* TREND 0.048 -0.056
f (1.416) (-0.625)

TREND 0.003
(0.063)
SIZE 0.032
(0.872)
LEV :0.004
(-0.105)
GROWTH 0.078%*
(2.117)
PREDICT 0.045
(1.093)
Adj R-square . :}t’; | 0.001 0.006
N = 886
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Panel B: Dependent variable - Cumulative Abnormal Volume (CAV)
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Independent 1) 2) 3) 4
Variable
Constant -0.323*** 0.209 -0.319*** 0.352
(-4.253) (0.463) (-4.151) (0.717)
UE -0.035 -0.066* -0.045 -0.008
(-1.443) (-1.742) (-1.315) (-0.100)
UE* TREND 0.014 -0.068
(0.409) (-0.755)
TREND -0.083** -0.106**
(-2.069) (-2.103)
SIZE 0.015 0.013
(0.400) (0.348)
LEV -0/033 -0.033
(0.876) (-0.858)
GROWTH -0.006 -0.005
(-0.152) (-0.125)
PREDICT 10.070* -0.066
(31.726) (-1.592)
Adj R-square Q001 0.002 0.000 0.001
N = 886 i

This table presents the results from OLS regression of CAR (CAV) on UE*TREND, to
test for overtime change ingannings response coefficient (ERC) for losses cases. CAR
(CAV) and control variables are as defined in Table 8. UE as defined in Table 19.
*xx ** and * indicate significance at the 1%, 5% and 10% levels, respectively.
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FIGURE 1
Abnormal Return for Positive Unexpected earning for Period of Income Statement
Approach (1995-1996) and Balance Sheet Approach (1999-2008)
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FIGURE 3

Abnormal Volume for Positive Unexpected earning for Period of Income Statement
Approach (1995-1996) and Balance Sheet Approach (1999-2008)
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