CHAPTER 1

INTRODUCTION

1.1 Background of the Study

The Institutéﬁ@d “Accountants and Auditors of

Thailand (ICAAT)‘Ei’!I""f ' ‘vih“‘“i{ has an important role

in setting the T

the Stock Exchange

of Thailand (SET) N eral laws controlled

the 1listed comp i 8 K’e ct of Stock Exchange

Committee (SEC) w i ' z'_;_ ic '}.or that controls all
companies 1listed on th = sh regulating and monitoring

their achivitiaé}lf M_M%;i,‘\ , fi s¢ilosure.

At present, ;hal accounting practice complies with 30

oo Bbbbins) o SN W i

‘issue is not addressed by the Thaimaccounting standards, the
Inte%tﬂn‘;l a&m:jnm m;lfl M)ﬂ;la 'El American
General Accepted Accounting Standards will be csed as guidance,

respectively.

According to the SET’s regulation announcement dated 30 April

1993, a change from the cost to equity method in accounting for
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equity investments is required for all 1listed companies,
beginning the quarterly period ended 31 March 1994. Accounting
Standard No.18 : Accounting for Investments in Subsidiaries and

Associates states that investment in subsidiaries and associates

should be either (1) accounted sr using the equity methods or

L N ‘hai companies use the cost
— ,,ﬂ'ﬂi,
‘method of accountinf?stdnts—“nsolidated subsidiary

and affiliated cq:gﬁpiﬂiiff g

all 1listed com

(2) carried at cost.

equity basis.

Thai Accountin

T

of accounting melhod in tht tf.wMﬁt, ‘
| |
and disclosure. %?wever, it does not address how a change fro.
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should be accounted_ for. 4dn particular, how the s cumulative
ef f ectﬁq qﬂjﬂ@lﬁ rhlljdw l\ljﬂe:lzlmﬂ:elﬁ Ellether it
be a retroactive or cumulative type of adjustlgpt. To date, the
ICAAT has not isgued any GAAP guideline or statement in
support of this accounting change while the SEC issued a
practical guideline for this regulation but did not provide

any suggestion for such adjustment. As a result, Thai



companies tend to follow two diversed methods. On the other hand,
a number of Thai companies apply TAS No.4 : Accounting Change

wvhich provides guidelines on how one should account for the

cunulative effect as follows:

amount of retained

o 3 he period in which

clumge is nde sboulm be included in net

A ‘L}M"n‘ﬁ SE it S
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available, respectively. IAS 28 - Accounting for Investments in
Associates does not explicitly provide any guideline regarding

the cumulative effect adjustment. It only mentions in paragraph

30 as follows.
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30. Investments in associates accounted for using the

equity method should be classified as long-term assets

and disclosed as a separate item 1in the balance

sheet. The investor'’s share of the profits or losses

of such investre. should be disclosed as a
Ol

&s atement. The investor’s

share of ?’suﬂ u-—pnnr period items should
\

separate

also be s

US  GAAP, the method of

accounting for adjustment in FASB

Interpretation-35 which or fiscal years ended on ,

'"’.—F

or after Junehﬂ 1982. Specificall; g':ccounting changes

accounting changes ( B-ZO). Instead they shall be accounted for

in accordaﬂeﬂ&l@ﬂo&%ﬁyw&’}ﬂi (1 and (n) of

APB-18 (Equit.y Method), as follows:

(1) If an investment in voting stock falls below the 20%
level, or other factors indicate that the investor can
no longer exercise significant influence,' the
presumption is that the investor has lost the ability

to exercise significant influence and control, in

which case the equity method should be discontinued.
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The carrying amount at the date of discontinuance
becomes the cost of investment. Subsequent dividends
are accounted for by cost method from the date the
equity method was discontinued.

(2) An investor who, use of other factors, obtains

significant influ I’p

_ ‘y) acquires more than 20%
\
ownership 5

estée Qng had less than 20%
must retrg , its accounts to the equity

method ¢ ms. “';;-,"'--* " p acquisition of an

investme 1/ this—+event ”~he date of each
step in { ﬂ . arrying value of the
investment’ niis ; ~ with the underlying net

y determine whether goodwill

TAS-4 and a aﬁo APB-20 reqnire that in general, the

intiv )y BT ) s e

for years prlor to the year of change be computedyand reported
as paa m’]ta Qrﬂg‘j mnuﬂ;]onnﬂ ;lﬁ EJS issued
Interpretation No. 35 on the retroactively cunulative effect
adjustment to the equity method while neither ICAAT nor SEC have
issued any statement or guideline in support of this mandatory
accounting change. As such, companies tend to follow the two

alternative adjustment methods. It was found that the interim
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quarterly financial statements as at 31 March 1994 of all
listed companies that met the SEC’s requirement were separated
into two major groups according to their accounting adjustment
methods: (1) the retroactive restatement method for which the

cumulative effect was adjusted to the beginning retained earnings

’,7)0(1 for which the cumulative

e.
9

or (2) the cunmulative ef

effect was included in

Since no spec
practice, the accounti

varied with two

problem can be e "

(1) Whatmvaé‘
accounting information«2 This meanss/

AR Y4007 e e
”“"“‘"I’W"Tﬁﬁ ﬂ‘im URIINYIAY

‘ During the observation period of the study, no authoritative

eacﬁon to the changed

accounting guideline was available. However, in March 1996 (two
years later) the Security Exchange of Thailand had issued a
guideline in support of the use of the retroactive method for ease

of comparability of financial statements among companies.
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(1.2) Does the retroactive restatement adjustment

method have information content?

(1.3) Does the cumulative effect adjustment method

have information content?

(2) Are th§ &nf luence the change of

the investors’ deci

: dered in this study
based on the pas selected theoretical

factors are as follo

acerns  the contractual

process and debtggfgr i€ /debt contract.

:
ﬂ ﬂﬁwgﬂ Wﬂqﬂzﬂ ﬁ.in size, one

factor in thélpolitical process.

’QW?ENT]?EU URIAINYIA Y

2.9 Risk theory —concerns the systematic

risk (g) that influences the investors in portfolio theory.

2.4 Naive-investors theory concerns the

functional fixation in the accounting numbers of the investors.
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2.5 Industry types concern the difference of
industry types which influence the investors in making invesment

decision.

1.3 Purpose of the Study

V///

t.ud, 1sﬁstlgat.e the impact of

The purpose
the mandatory acco t. reaction from the
perspective of f the study should
provide an answ t or decide on the
invesment in respé _the acee :' ‘change information . An

empirical research ca e solutions of whether

I
; % | Statenent of tge llypotheses

ﬂ‘UH’JW&IWﬁWHWﬂ‘i

The st.u y is separated into two parts. In part 1, is to
1nves%m ’lﬁ inrim um;] g m mnmal:counting
change is investigated. In part 2, the additional theories
involved will be tested. The proposed null hypétheses are as

follows :

. Hypotheses related to the test of information content :



1.1 Information content hypothesis =
the change from the cost to equity method
‘ of accounting for equity investment has no

informat idn content.

1.2 Informati

| &/esis 3
: aéwt method has no

2. Hy DS es ted to the ors involved =
\7

vl

2.1 Demity hypothesis : m
FHHAN BN T WYY e
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firm size is not the factor involved.

2.3 Systematic risk hypothesis =
systematic risk of the securities (g) is not

the factor involved.
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2.4 Naive-investors hypothesis =
accounting numbers are not the factor influenced

the investors.

2.5 Industry types hypothesis =

///n stry types is not the
i the investors’ use of

~I

difference
factor i

the

1.5 Definitions of K

‘hi‘e:! 4 \
The definitions ~iﬁf:5 \ifology used in this study are as
el & ,
glj’ﬁ.ﬁ.‘.h dda
follows: :
Cumulative

cunulative ect of acc u 1 gc re ained earnlngs for

- @W'\ﬁ‘&ﬂm um P A L1013

as pa of change year’s income. Pro forma income calculations,

together with related earnings per share data, must be disclosed

R gy Jacque Grinnell, and Corine T. Norgaard, Reporting Change

in _Accounting Principles- Time _for _a _Change?, Journal of

Accountancy, December 1979, pp. 64-T2.
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for all periods presented as if the newly adopted accounting
principle had been applied retroactively. Disclosure of new
principle’s effect on change year’s income and earnings per

share must also been made. (APB-20)

The retr atement requires that the

cunulative effect o : plied retroactively

listed companies’; as a

SU arizediﬂ‘.forlat.ion of the

listed conﬂ\ﬁ ﬁr?wﬁﬂ 3 ﬁ:ﬁﬁ ﬂt,j for selection

include (1)9/all conpanles which e sub51d1ar1es

R D A 1 i e

ends 31 December. Two hundred and seventy eight companies are

are selected frm the annus

selected. For each company, the accounting change data are
collected from the first quarterly report ended 31 March 1994.

The movements of security prices and others are retreived from

the SET’s database documentation.
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1.7 Organization of the Study

The remainder of the dissertation includes : chapter 2:

theoretical framework the literature, chapter 3:

research methodology and'anaiyses, and

chapter 5: conclus e research.
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