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Key Features of 27 Previous Capital Market Studies Relating to 15 Accounting Regulations

APPENDIX A

Critical : Time Span
Date(s) Relating to  Primary Period for Primary Primary for Variable Primary Major
Regulation Examined Author(s) Proposal/Enactment  Empirical Tests Samples Used Test Variables Calculation Empirical Tests Conclusions
Sec control of new a) Stigler 1934 1923-28 versus  All new issues Average yearly Yearly Not explicitly Investors in
stock issue registra- (1964) 1949-55 of industrial com- teturns to new © discussed stocks after the
tion mon and pre- stock issues rela- SEC did little
ferred stocks tive to market better than
above a certain averages before -
threshold size.
b) Friend & 1934 1923-28 versus New stock issucs  Average ycarly Yearly Not explicity Investors in
Herman 1949-55 used in Stigler returns to new discussed stocks did bet-
(1964) (1964) stock issues rela- ter after SEC
(Comment tive to market control of new
on Stigler averages issue
(1964)) registration
The 1934 Securities  a) Benston February to June, February 1934  Treatment sample  Systematic risk, Monthly  Correlations The 34 Act
and Exchange Act (1973) 1934 (beginning of of 176 nonsales- return residual 3 between pre and had no mea-
Congressional disclosing New and residual re- post Act periods;  surable effect
hearings) to York Stock Ex- turn variance visual observation  on the securi-
June 1934 (full  change (NYSE) from the market ties of the cor-
compliance with  firms; control medel porations
the Act) sample of 290 presumedly
sales-disclosing affected
NYSE firms

(Sourcet Chee W. Chow, Empirical Studies of the Economic Impeacts

of Accounting Regulations : Findings,

Journal of Accounting Literature, Vol.2,

1983,

pPp.73-109.)

Problems and Prospects,
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APPENDIX A (Continued)
Critical y Time Span
Date(s) Relating to  Primary Period for Primary Primary for Variable Primary Major
Regulation Examined Author(s) Proposal/Enactment Empirical Tests Samples Used Test Variables Calculation Empirical Tests Conclusions
AICPA Deakin December 1970 January 1963 to 10 firms in the Parameters of a Monthly . Intervention Anticipation of
announcement of (1976) May, 1975 retail land sales model of the time analysis the AICPA
plans to investigate industry series behavior of announcement
the earnings report- an industry stock appears to
ing practices in the return index have had a
retail land sales in- negative
dustry impact on the
industry’s
residual
returns
SEC requirement for a) Horwitz &  October 1970 (re- 24 months preced-  Treatment sample  Systematic risk Monthly  Binomial test on The
firms to report line- Kolodny quirement adopted)  ing to 24 months  of 50 firms com-  and return proportion of sta-  requirement
of-business (LOB) (1977) December 1970 (ef- following plying with LOB  residuals from tistically did not signifi-
profits in addition to fective date) December 1970 requirement for the market model significant cantly affect
revenues in 10-K re- the first time; residuals systematic risk
ports control sample of " or security
50 firms reporting prices
on consolidated
basis only
b) Simonds &  July 1969 July 1969 to Treatment sample  Systematic risk Monthly  Analyzis of The treatment
Collins (Enactment of LOB March 1971, of 78 multiseg- at portfolio and Covariance firms
(1978); requirements for the preceding ment firms; two firm levels experienced a
Collins & certain reports); Oc- 40 months (pre-  control samples: significant
Simonds tober 1970 (Enact- requirement) 70 multisegment decrease in
(1979) ment of LOB for - and the foilow-  firms with prior systematic risk
10-K reports); ing 40 months LOB disclosure, months before
March 1971 (com- (post- and 67 firms not the
pliance) requirement required to com- requirement
ply with new re- was
established.
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APPENDIX A (Continued)
Critical ! Time Spar
Date(s) Relating to  Primary Period for Primary Primary for Variable Primary Major
Regulation Examined Author(s) Proposal/Enactment Empirical Tests Samples Used Test Variables Calculation Empirical Tests Conclusions
SEC Accounting Se- Ro (1978)  June 1973 (propo- 21 months from  Treatment sample  Risk adjusted Monthly  Hotelling T2 There were
ries Release No. 147 sal) October 1973 January 1973 to  of 99 affected stock returns significant,
requiring (adoption) September 1974  firms; control risk-depsndent
capitalization of sample of 99 negative effects
leases for financial firms matched on on affected
reporting industry firms' returns
as carly as
March 1973,
suggesting that
the regulation’s
cffects were
anticipated
prior to com-
pliance
FASB Statement Vigeland Dec. 31, 1973 (Dis- 52 wecks , 95 affected firms  Risk adjusted av- Weekly Hotelling o There was no
Number 2 requiring (1981) cussion around cach fo- and 95 unaffected ecrage portfolio evidence of a
the expensing of Re- Memorandum); cal date firms, matched on  returns market
search and Develop- June 5, 1974 (Ex- beta, industry and reaction to the
ment costs posure Draft); Oct. size mandated
10, 1974 (Final change in ac-
Statement); Jan. 1, counting.
1975 (Effective
date)
Aqom_mling Patz & October 22, October 25, Treatment sample  Average return’ Weekly Analysis of Stock prices of
Principles .Bo;ud pro- Boatsman 1971 1971 to Novem- of 30 full-cost residuals after variance full-cost firms
posal to.ehmmate (1972) ber 26, 1971 firms; control adjusting for were not ad-
full costing and to sample of 19 suc- market effects versely affected
require successful ef- cessful efforts during this pe-
firms riod.

forts accounting in
the oil and gas in-
dustry
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APPENDIX A (Continued)
Critical Time Span
Date(s) Relating to  Primary Period for Primary Primary for Variable Primary Major
Regulation Examined Author(s) Proposal/Enactment  Empirical Tests Samples- Used Test Variables  Calculation ~ Empirical Tests Conclusions
Financial Accounting a) Collins & July 15, 1977 (Ex- 44 weeks, start-  Treatment sample  Portfolio return Weekly Wilcoxon signed The proposal
Standards Board Dent posure Draft), De- ing nine weeks  of 45 full-cost residuals from ranks test; Walsh  was associated
proposal and adop- (1979) cember S, 1977 before the Ex- firms; control the market model test (both with a negative
tion of Statement on (adoption) posure Draft to  sample of 18 suc- nonparametric) difference in
Financial Accounting 35 weeks after  cessful efforts the risk-ad-
Standards No. 19 re- (includes firms justed rates of
quiring successful ef- compliance return to full
forts, and eliminat- date) cost versus
ing full-costing in successful
the extractive petro- efforts firms
leum industry
o) Dyckman Desember 23, 1976 21 wecks 72 full-cost firms  Average returns Weekly Hotelling T2, There is only
& (Discussion " around the Ex-  and 41 successful  to unitary-beta Wilcoxon Signed ~ weak evidence
Smith Memorandum); posure Draft cfforts firms portlolios; also ranks test and that fuli-cost
(1979) March 30 to April date firm-specific Walsh test on firms were af-
4, 1977 (public return residuals portfolio returns; fected
hearings): from the market Mann-Whitney U-  adversely
model test on individual
return residuals
c) Lev (1979) -July 18, 1977 (pub- 7 trading days  Treatment sample  Number of statis- Daily Not explicity The release of
lic release of Expo- from 2 days of 49 full-cost tically significant dicussed the Exposure
sure Draft) before to 4 days firms; control firm-specific Draft was as-
gher Juiy 18,  sample of 34 suc-  market model re- sociated with a
1977 cessful efforts turn residuals moderate
firms downward
revision in
stock prices for
oil and gas
producers,
particularly
full-cost firms.
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APPENDIX' A (Continued)
Critical ) Time Span
Date(s) Relating to  Primary Period for Primary Primary for Variable Primary Major
Regulation Examined Author(s) Proposal/Enactment  Empirical Tests Samples Used Test Variables  Calculation ~ Empirical Tests Conclusions
d) Collins, July 15, 1977 July 15-22, 43 full cost (af- Risk adjusted Weekly Generalized least  Both the
Roseff and  (FASB Exposure 1977; Aug. 25- fected) and 30 firm-specific squares cross-sec-  FASB proposal
Salatka Draft); Aug. 29, Sept. 1, 1978. successful efforts returns tional regressions;  and its reversal
(1982) 1978 (SEC reversal (unaffected) firms intertemporal by the SEC
of FASB posijion) 4 correlations were associated
with
substantial
stock
revaluations.
For the af-
fected firms,
these -
revaluations
were negatively
correlated
between the
two events.
S_EC Accounting Se-  a) Beaver, August 21, 1975 June 2, 197510 Up to 55 firms Returns to uni- Daily Hctelling T2 The results are
ries Release No. 190 Christie &  (SEC proposal); April 22, 1977  covered by the tary-beta - consistent with
- requiring companies Griffin March 23, 1976 and various sub- regulation; 1080 portfolios; relative ASR 190 not
to disclose replace- (1980) (adoption of ASR periods unaffected firms volatility of price having
ment costs 190); March 31, changes information
1977 (compliance) content in the
period
examined.
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APPENDIX A (cont.inued)
)

Critical Time Span
Date(s) Relating 1o  Primary Period for Primary Primary for Variable Primary Major
Regulation Examined Author(s) Proposal/Enactment Empirical Tests Samples Used Test Variables, Calculation Empirical Tests Conclusions
b) Gheyara &  Filing of 1976 10-K 30 days before Treatment sample  Relative volatility Daily Hotelling T2 The
Boatsman reports to 19 days after of 106 affected of returns in gross returns and  replacement
(1980) filing of 1976 firms; control study period; *° Chi-square test on  cost disclosure
10-K report sample of 83 ex-  gross return dif- average return dif- mandated by
empt firms ferences to firms ferences to ASR 190 did
matched on beta; matched pairs not introduce
market model re- information
turn residuals during the 50
days
surrounding
disclosure.

c) Ro (1980)  August 21, 1975, 86 weeks from Treatment sample Weekly portfolio Weekly t-test; The evidence is
(SEC proposal); va- August 21, of 83 affected returns to the Wilcoxon signed consistent with
rious other events, 1975 to April 9, firms matched by  matched samples ranks test ASR 190 not
ending with SAB 1977 and vari- 83 unafiected having
#3 issued January ous subperiods firms significant
4, 1977 compliance

costs or infor-
mation effects.

d) Ro (1981)  Nine events span- The nine weeks 73 affected firms ° Differences in av- Weekly t-test The disclosure

ning Aug. 21, 1975
(Propesal); and
March 31, 1977
(Actual compliance)

of critical events

and 73 matched
unaffected firms

erage weekly
trading volumes
of the two portfc-
lios

of replacement
cost accounting
data had no
effect on the
volume of
shares traded.
This appears to
imply that the
required
disclosure did
not provide
new
information
used by inves-
tors.
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APPENDIi( A (Continued)

between firm-spe-
cific and market
returns across
event periods

Critical Time Span
Date(s) Relating to  Primary Period for Primary Primary for Variable Primary Major
Regulation Examined Author(s) Proposal/Enactment  Empirical Tests Samples Used Test Variables Calculation Empirical Tests Conclusions
APB Opinion No. 15 Rice (1978) May 1969 Year of initial Treatment sample Cumulative Monthly Mann-Whitney In the year
requiring the report- compliance with  of 187 affected return residual U-Test and before
ing of fully diluted APB 15 (1969-  firms; control for 15 months up C tetest compliance, the
carnings per share 70); also the sample of 152 to three months market had be-
(EPS) in addition to three years pre-  unaffected firms past the fiscal gun to assess
primary EPS ceding and fol- year end month affected and
lowing unaffected
firms
differently
Financial Accounting Dukes December 1974 January 1968 Up to 479 af- Returns to vari- Monthly Hotelling T The issuance
-Board Statement No. (1978) (Exposure Draft); through fected firms; con-  ous unitary-beta Chow test; and
‘8 requiring the Tem- October 1975 December 1969;  trol sample of portfolios; returns Wilcoxon signed :mplementation
poral method for the (Statement January 1970 323 firms to unitary-beta ranks test of Statement
transaction of the re- issuance) through portfolios of af- No. 8 does not
sults of foreign oper- December 1974; fected firms rela- appear to have
ations January 1975 tive to the mar- had significant
ket factor; effects on the
changes in the security return
variability of behavior of
market-adjusted multinational
security returns; firms
relationship
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APPENDIX A (Continued)
Critical Time Span
Date(s) Relating to  Primary Period for Primary Primary for Variable Primary Major
Regulation Examined Author(s) Proposal/Enactment  Empirical Tests Samples Used Test Variables Calculation Empirical Tests Conclusions
FASB deliberations  Noreen & February 1974 Sclected months  Treatment sample  Market model Monthly Pearson Stock returns
on requiring price Sepe (1981) (Discussion - January 1974 to  of 578 affected residual returns correlation of re-  were affected
level adjusted Memorandum) January 1979, firms; control turn residuals by FASB de-
financial statements categorized into  sample of 693 across event peri-  liberations on
those favorable  unaffected firms ods inflation
and unfavorable and various sub- accounting
to the proposed  samples
regulation
Sepe December 1973 (In- Jan. 1973 to 195 firms which Risk adjusted Monthly  Cross-sectional Stock prices
(1982) itiation); December  Dec. 1974; Jan. satisfied certain firm-specific regressions (t- were affected
1974 (Exposure 1975 to June data availability cumulative tests) by the inflation
Draft); June 1976 1976; July 1976 to and fiscal year- returns incorporating accounting
(Official withdrawal Dec. 1976. end criteria accounting deliberations.
variables

of proposal)
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APPENDIX B

Key Features of 3 Previous Studies Relating to the
Impacts of Accounting Regulation on Firms' Economic Activities

ment costs

on industry aver-
age sales and
manager-owner
control

two years

Signed-Ranks Test

Critical Time Span v ; o
Date(s) Relating to  Primary Period for Primary Primary for Variable Primary Major
Regulation Examined Author(s) Proposal/Enactment  Empirical Tests Samples Used Test Variables Calculation Empirical Tests Conclusions
The SEC's account- Benston 1934 (i) 1900-1932 All new security ~ New security Yearly No formal test The difference
ing disciosure regula- (1969) versus 1932-  issues sales net of re- presented (in.
tion 1953 demptions as per- corporations’

; centages of ex- use of the
penditures on stock markets)
plant and equip- between the
ment. pre- and post-

SEC periods
probably is not
significant
{ii) 1953-1966 All new debt Private debt Yearly Visual "The SEC's ac-
placements placements as examination of counting
percent of total ranks regulations
debt offered for affected firms'
cash use of the pri-
vate placement
(non-
accounting-
regulated)
market
FASB Statement Dukes, October, 1974 1974 (i) 24 expensing R&D Yearly Mann-Whitney U- FASB
Number 2 requiring Dyckman (Publication date); (preregulation) (unaffected) firms  expenditures as a test; Kolmogorov-  Statement No.
the expensing of Re- & Elliott January, 1975 (Ef- versus 1976 matched with 24  percentage of Smirnov Two-sam- 2 did not af-
scarch and Develop- (1980) fective date) (post-regulation) capitalizing sales and differ- ple test; Wilcoxon  fect R&D ex-
(affected) firms ences between the Matched-Pairs penditures
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APPENDIX - B (Continued)
Critical Time Span
Date(s) Relating to  Primary Period for Primary Primary for Variable Primary Major
Regulation Examined Author(s) Proposal/Enactment  Empirical Tests Samples Used Test Variables  Calculation ~ Emopirical Tests Conclusions
(ii) 27 capitaliz-  a) R&D expendi- Yearly Analysis of covari- FASB
ing firms and 27  tures as a per- ance Statement No.
randomly selected  centage of sales 2 did not cause
cxpensing firms less the industry structural
average changes in the
determinants
of R&D ex-
penditures
b) Choice of ex- Logit regression FASB
pensing or capi- Statement No.
talizing prior to 2 had no cffect
FASB on R&D ex-
requirement penditures
FASB Statement Horwitz &  October, 1974 1970-1974 (pre- i) 43 OTC firms a) Percentage Yearly Wilcoxon The affected
No. 2 and S!EC Ac- Kolodny, (FASB statement requirement) using deferral (af- change in R&D Matched-Pairs firms had a
ocounting Series Re- (1980, ° " publication); versus 1975- ~ ‘fected); matched  outlay: Ratio of Signed Ranks test  significant
lease No. 178 requir- 1981) October, 1975 1977 (post-re- sample of 43 ex- R&D to sales; reduction in
ing the expensing of (SEC Accounting quirement) pensing Ratio of R&D to R&D
R&D costs Release (unaffected) firms  Income before expenditures
announcement) R&D; one plus around 1975
the ratio of R&D
for affected com-
pany to R&D, of
its match firm”
b) Several mea- Wilcoxon . The null hy-
sures of R&D Matched-Pairs pothesis of no
variability Signed-Ranks tests  change in vari-

ability cannot
be rejected
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APPENDIX B  (Continued)
Time Span %
agt . : : Major
D.,e(,? ';{ﬁ:'ﬁ,., to Primary Period for Primary Primary g&f.‘a‘;: Em;;‘i';ﬂ;m Conclusions
R'egulxtio.n Examined  Author(s) Proposal/Enactment  Empirical Tests Samplps Dot Ten o= The responses
' (i) 131 responses  Response to ques- i o
out of 380 ques- tions relating to the affected
tionnaires sent to  level and changes firms differed
chief financial of- in R&D and ac- significantly
ficers counting methods from those of
unaffected
firms

(Source: Chee W. Chow, Empirical Studies of the Economic Impacts

of Account ing Regulations ¢t Findings, Problems and Prospects,

Journal of Accounting Literature, Vol.2, 1983, pp.73-109.)
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APPENDIX D

Financial Statements :

Retroactive Method
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APPENDIX E

Financial Statements :

Cumulative Effect Method
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