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(Table 1) Sample Selection

Sample Selection Criteria Firm-years
Initial sample juraded over. K01."ea Ex'change for 2003-2013 with December 10.036
fiscal year and in non-banking industries collected from KIS-Value database ’
Observations for which selecteq finar?cial data (such as.earnings per share, (1.776)
book value per share, debt-equity ratio etc.) are not available '
2003 332
2004 457
2005 521
2006 593
2007 691
Sample size over period 2008 792
2009 846
2010 897
2011 985
2012 1,035
2013 1,111
Final sample 8,260

A G3te] ATFAE A
V)€l & 0.0698¢]

qo 39T A, EdAE Y
23 BV HIEE A 2 B A
M e S, T/ 1A g 3AY
o Bgel o 7% A= S vl F7t
Jieo] AAL B8t SAA(N;, )9 B2 0.0001
2 ol ARA F7H = (DY) 7t Ak Mgt o2t

HAom B AR ol 0.01%4
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(Table 2) Descriptive Statistics of Main Variables

Variables” Mean Std. Dev Min Median Max
DV 0.070 0.112 0.000 0.030 0.823
Ny, 0.000 0.000 0.000 0.000 0.001

P 14.583 32.729 0.155 4.860 527.000
FE 1.054 3.946 -24.266 0.281 49.970
BV 16.082 32.376 -1.901 5.200 521.302
LEV 0.509 0.296 0.034 0.484 3.232
INT 0.026 0.068 -0.069 0.003 0.648
SIZE 18.989 1.468 16.241 18.681 24.274
LOSS 0.271 0.444 0.000 0.000 1.000
ONE 0.043 0.203 0.000 0.000 1.000
Ry 0.357 0.372 -0.500 0.371 1.000
R2 0.074 0.213 -0.300 0.005 1.118
Ry, 0.170 0.289 -0.300 0.078 1.174

1) Variable definitions:

DV
Ny1

: firm i's degree of valuation at the end of year t

¢ firm i's trend of degree of valuation at the end of t

¢ firm i's stock price divided by 1,000 at the end of year t

¢ firm i's earnings per share divided by 1,000 for year t

¢ firm i's equity book value per share divided by 1,000 at the end of year t

. firm i's debt-asset ratio at the end of year at the end of year t

: firm i's intangible asset intensity at the end of year t. ie., intangible assets divided by total assets
: firm i's natural log of assets at the end of year t

: 1 if EPSis negative and 0 otherwise

: 1 if one-time items(discontinued operating income) exist and 0 otherwise

- adjusted R? of accounting information for year t (adj-R?from eq.(3))

" incremental adjusted R? of earnings for year t (adj-R?from eq.(3) minus adj-R? from eq.(5))

: incremental adjusted R? of book value for year t (adj-R*from eq.(3) minus adj-R? from eq.(4))

T 7REEA ] ol wE) FiACR gthe o FRBAAE Holx it ol AR A #
A& AARIT THESHE, E4AE, 3H7HHEH 7 B A
dlA A ke HFo] EEFS AR H7te] Al

4.2 FQ w7k AL A= S715te ovigt. &9 ARy 3
ME(Dv)e F7HP), FE¢old(B), F3TA

(Table 3)2 F& W 3 Pearson 3#AAE  AHBV)FHE 509 ARBAE Holx ot 5%
AAGE Folvh, WA AEA HIE AALD ®ES T F7R, EFAEY STk 22 AR A4
BAAF (N, o AR RA B =(DV) e F(+) & AYR e WUt 82 AFFH RS E4A
444 ZYSAT H4EH H22 20164 4%



TR ot sAIE R JiR@HE Y| ojRl=

(Table 3) Pearson Correlations of Main Variables

ER

Variables| DV Ny, P E BV LEV INT SIZE | LOSS | ONE | Riy.p | Rp
Ny 0.558"

P -0.084* |-0.058*

E -0.126* |-0.104* | 0.803*

BV |-0.088" |-0.072" | 0.834* | 0.685"

LEV 0.010 0.234* |-0.024* |-0.068* |-0.043*

INT 0.041* | 0.073* | 0.069* | 0.019* | 0.000 0.097*

SIZE | -0.165" | 0.028" | 0.469* | 0.326" | 0.431* | 0.268* | 0.106"

LOSS | 0.288" | 0.239* |-0.171* |-0.352* |-0.152* | 0.106™ | 0.096" |-0.194*

ONE 0.068" | 0.097* | 0.012 [-0.038* [-0.018* | 0.069* | 0.054* | 0.064* | 0.085*

Riy.n [-0.022% |-0.024* | 0.110* | 0.123* | 0.052* |-0.041* |-0.034* | 0.082* |-0.071* |-0.018*

R; -0.045% |-0.064* | 0.044* | 0.052* | 0.019* |-0.032* | 0.000 0.087* |-0.025% [-0.013 0.417*

RZ, 0.048" | 0.074* |-0.014 |-0.033* |-0.002 0.011 |-0.004 |-0.035* | 0.048* |-0.003 0.602* | 0.071*
1) Variable definitions: refer to (Table 2)
2) * denote significance at 5%, level
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(Table 4) Relative Pricing Multiples Regression

Py = Byt 5, DOV, + B,E, + 3BV, + 5,DOV,, X E, + B;DOV;, X BV, + B, LEV;, (8)
+ B INT,, + B,SIZE,, + B, LOSS,, + 3,,ONE,, + ¢,
Variables " Model1 Model2
Intercept -2.952%** -42.082***
(-4.16) (-5.41)
DOV -0.389*** -0.416***
(-5.70) (-6.11)
E 4.179%** 4307
(34.96) (35.81)
BV 0.228"** 0.218""*
(13.42) (12.86)
DOVX E -0.338"** -0.331"**
(-18.91) (-18.57)
DOVX BV 0.046*** 0.045™**
(17.82) (17.69)
LEV -1.372*
(-2.23)
INT -0.478
(-0.20)
SIZE 2.121%**
(5.00)
LOSS 3.143**
(8.57)
ONE 0.740
(1.13)
YearDummy Included Included
N 8,260 8,260
Adj_R? 0.408 0.415
F— Value 457.198*** 351.954"**

1) Variable definitions:
DOV, : cross-sectional decile rank of DV}, calculated from eq. (1)
E, : firm i's earnings per share divided by 1,000 for year t
BV, : firm i's equity book value per share divided by 1,000 at the end of year t
LEV,, : firm i's debt-asset ratio at the end of year t
INT, :firm i's intangible asset intensity at the end of year t. ie., intangible assets divided by total assets
SIZE, : firm i's natural log of assets at the end of year t
LOSS,, : 1if EPS;, is negative and 0 otherwise
ONE, : 1 if one-time items(discontinued operating income) exist and 0 otherwise

2) This table represents test results on relative price multiple regressions according to degree of cross-sectional
valuation.
3) */**/*** denote significance at the 10%, 5%, and 1% levels, respectively.
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(Table b) Trend of Degree of Valuation of Assets and Liabilities and
Value-Relevance of Earnings and Net Assets

Panel A: Degree of valuation of assets and liabilities and value-relevance of accounting information
over sample period

DVt = qay+ o, TIME, + ¢, (2)
Py = By + B, + BBV, +e (3)
P =%+ mE, te (4)
P,=6+0BV,+e (5)
R2 1) RZl)
N D 2 i BY E
year " fvee (R§V+E’Ré) (RéwE’RfQ?V)
2003 0.000036 0.231261 0.128496 0.064198
2004 0.000037 0.295504 0.172057 0.087231
2005 0.000039 0.286884 0.147192 0.075275
2006 0.000040 0.344702 0.156673 0.079349
2007 0.000042 0.378082 0.184661 0.078338
2008 0.000048 0.380856 0.173551 0.082252
2009 0.000053 0.383726 0.179129 0.066194
2010 0.000060 0.406522 0.185269 0.06558
2011 0.000060 0.375159 0.172764 0.066306
2012 0.000061 0.377305 0.169133 0.076961
2013 0.000062 0.382498 0.173993 0.07638
Panel B: Trend of incremental value relevance over time
R =1+, TIME, +e¢;, (1D
. > ) Ry RV
Variables RBWE (REWE_R/%) (RZ’W—E_REV)
Intercept -26.622*** -6.115" 0.928
(-4.23) (-2.23) (0.61)
Time 0.013*** 0.003** -0.000
(4.28) (2.29) (-0.56)
Adj_R* 0.634 0.298 -0.074
F— Value 18.342 5.240 0.312
N 11 11 11
1) Variable definitions:
DV, :firmis degree of valuation at the end of year t
P, ¢ firm i's stock price divided by 1,000 at the end of year t
E, : firm i's earnings per share divided by 1,000 for year t
BV, :firm i's equity book value divided by 1,000 at the end of year t
Ny : firm i's trend of degree of valuation at the end of t
Ry, » © adjusted R®of accounting information for year t (adj-R” from eq.(3)]
R, incremental adjusted R® of book value for year t (adj-R?from eq.(3) minus adj-R*from eq.(4)]
R: * incremental adjusted R? of earnings for year t (adj-R?from eq.(3) minus adj-R? from eq.(5))

2) */**/*** denote significance at the 10%, 5%, and 1% levels, respectively.
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(Table 6) Trend in Degree of Valuation about Assets and Liabilities and Incremental Value
Relevance between Earnings and Equity Book Value; Intertemporal Analysis

R} = B,+B,DOVT, + B,LEV,, + 3,INT,, + (3,SIZE, + 3; L OSS,, + 3;ONE, + ¢, 9)
2 2
Variables” Riv i
Model 1 Model 2 Model 1 Model 2
Intercept 0.133*** 0.248™** 0.095"** -0.183***
(19.38) (5.70) (18.70) (-5.71)
DovrT 0.007*** 0.006*** -0.004*** -0.003***
(6.04) (5.28) (-4.72) (-3.88)
LEV 0.000 -0.034***
(0.03) (-3.997)
INT -0.039 -0.009
(-0.83) (-0.26)
SIZE -0.006** 0.015***
(-2.62) (9.04)
LOSS 0.018** 0.006
(2.35) (1.12)
ONE -0.011 -0.014
(-0.71) (-1.20)
Adj_R? 0.004 0.006 0.003 0.012
F— Value 36.46 9.119 22.27 17.99
N 8,260 8,260 8,260 8,260
1) Variable definitions:
DOVT, :firm is decile rank about time trend of degree of valuation at the end of year t
LEV, : firm i's debt-equity ratio at the end of year t
INT, : firm i's intangible asset intensity at the end of year t, ie., intangible assets divided by total asset
SIZE, : firm i's natural log of total assets at the end of year t
LOSS, :1iffirmis EPS is negative and 0 otherwise
ONE,, :1if one-time item(discontinued operating income) exist in firm i and 0 otherwise
Ry * incremental adjusted R? of book value for year t [(adj-R*from eq.(3) minus adj-R*from eq.(4))
Rg * incremental adjusted R? of earnings for year t (adj-R? from eq.(3) minus adj-R?from eq.(5))

2) */**/*** denote significance at the 10%, 5%, and 1% levels, respectively.
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(Table 7) Relative Pricing Multiples between Earnings and Equity Book Value Partitioned on
Degree of Valuation about Assets and Liabilities

Py = By + 8. DOVTy + By + 03BV, + ,DOVTy X By + B DOVT, X BV, + B LEV, (10)
+ B.INT, + B SIZE,, + B, L OSS;, + B,,ONE,, +¢€;,
Variables” Modell Model2
Intercept 1.921*** -50.129***
(4.92) (-21.90)
DovrTr 0.010 -0.343***
(0.16) (-5.49)
FE 5.261*** 5.293***
(41.48) (43.48)
BV 0.361*** 0.311***
(24.91) (22.40)
DOVTXFE -0.273*** -0.236"**
(-14.10) (-12.80)
DOVTX BV 0.031*** 0.028***
(13.63) (13.13)
LEV -2.024***
(-3.58)
INT 19.356***
(8.47)
SIZE 2.811***
(22.53)
LOSS 6.635***
(16.98)
ONFE 3.379***
(4.47)
Adj_ R? 0.802 0.822
F— Value 6,708.271 3,807.449
N 8,260 8,260
1) Variable definitions:
P, : firm i's stock price divided by 1,000 at the end of year t
DOVT, : firm i's decile rank about time trend of degree of valuation at the end of year t
£, . firm i's earnings per share divided by 1,000 for year t
BV, : firm i's equity book value divided by 1,000 at the end of year t
LEV,, : firm i's debt-equity ratio at the end of year t
INT, : firm i's intangible asset intensity at the end of year t, ie., intangible assets divided by total asset

SIZE, : firm {'s natural log of total assets at the end of year t

LOSS, @ 1if firm i's EPS is negative and 0 otherwise

ONE,, :1if one-time item(discontinued operating income) exist in firm i and 0 otherwise
2) */**/*** denote significance at the 10%, 5%, and 1% levels, respectively.
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(Table 8) Yearly Relative Pricing Multiples Regression

By = By+ B, DOV, + By B, + BBV, + B, DOV, X E, + B;DO0V,, X BV, + B LEV, + 3, INT,, + BSIZE, + B,LOSS,, + 3,,ONE,, +¢;, (8)
Variables? | FY2003 | FY2004 | FY2005 | FY2006 | FY2007 | FY2008 | FY2009 | FY2010 | FY2011 | FY2012 | FY2013
Intercept -44.348 | -17.579| -25.939 | -23.227| -45.454 | -27.680 | -60.652 | -46.006 | -56.429| -52.395| -61.275
(-5.55) | (-3.17)| (-3.14)| (-4.00)| (-5.98) (-6.26)|(-11.28)| (-7.81)|(-10.68)| (-9.35)| (-10.41)
DoV 0.080 0.318 0.420 -0.302| -0.666 -0.013 -0.116 -0.238| -0.462 -0.271 -0.230
(0.36) (1.99) (1.799 ] (-1.92)| (-3.34)| (-0.12)] (-0.83)| (-1.62)| (-3.43)| (-1.88)] (-1.47)
E 5.765 7.486 3.990 6.334 4.665 2.223 5.488 8.846 5.958 7.812 6.301
(13.52) | (26.34)| (9.17)| (17.48)| (9.69)| (10.42) | (19.35)| (25.40)| (23.64)| (27.95)| (19.05)
BV 0.185 0.110 0.704 0.250 0.493 0.526 0.274 0.050 0.102 0.232 0.508
(4.92) (3.33) | (12.39) (5.59) (8.21) | (19.21) (7.03) (1.17) (3.47) (7.25) | (14.01)
DOVXE -0.460| -0.698 0.072| -0.537 0.467| -0.083| -0.445| -0.530| -0.316| -0.657| -0.563
(-6.31) | (-12.04) (0.84)| (-8.59)| (6.19)| (-2.45)| (-9.79)| (-9.04) | (-7.06)|(-14.99) | (-12.72)
DOVX BV 0.006 0.017| -0.030 0.073 0.016{ -0.009 0.024 0.041 0.047 0.045 0.017
(0717 (2.45)| (-2.88)| (9.28) (1.84)] (-1.90)| (4.00)] (6.07)| (8.74)| (8.24)| (2.70)
LEV -4.096 -3.459 2.151 1.355 5.137 0.646| -3.494 0.397| -4.546 0.031 -1.137
(-1.44)| (-1.81) (0.84) (0.84)| (2.69) (0.66) | (-2.24) (0.28)| (-5.71) (0.02)| (-0.68)
INT 14.209| 17.454| 36.760| 28.362| 13.793 6.387| 18.155| 22.178| 24.683| 36.491| 52.255
(1.77)| (2.05) | (3.71)| (4.50) (1.94)| (2.21)] (4.83)| (4.62)| (3.64)| (4.84)| (6.47)
SIZE 2.324 0.829 1.127 1.241 2.464 1.494 3.431 2.523 3.301 2.865 3.347
(5.52) | (2.76)| (2.56)| (4.00)| (5.94)| (6.13)| (11.55)| (7.81) (11.52)| (9.39)| (10.51)
LOSS 9.422 5.566 8.143 4.943| 11.428 2.415 4.281 7.091 5.925 4.067 3.450
(5.31)| (4.7 (4.93)| (4.60)| (8.75)| (3.51)| (4.80)| (7.22)| (7.36)| (4.59)| (3.82)
ONE 0.000 0.000 0.000 0.000 2.357 0.438 1.057 7.371 2.414 2.653 -0.439
() () ) () (1.00) (0.35) (0.54)| (3.62) (1.70) (1.79)| (-0.33)
N 332 457 521 593 691 792 846 897 985 1035 1111
Adj_ R* 0.842 0.932 0.876 0.943 0.930 0.792 0.829 0.863 0.920 0.882 0.844
F— Value 190.6 683.4 400.2 1067.6 898.6 297.2 404.2 556.4| 1127.6 767.1 595.2
1) Variable definitions:
DOV, : cross-sectional decile rank of DV;, calculated from eq. (1)
£, . firm i's earnings per share divided by 1,000 for year t
BV, : firm i's equity book value per share divided by 1,000 at the end of year t

LEV,, : firmi's debt-asset ratio at the end of year t
INT,, :firm i's intangible asset intensity at the end of year t. ie., intangible assets divided by total assets
SIZE,  firm i's natural log of assets at the end of year t
LOSS,, :1if EPS;, is negative and 0 otherwise

ONE,, 1 if one-time items(discontinued operating income) exist and 0 otherwise

2) This table represents test results on yearly relative price multiple regressions according to degree of cross-sectional valuation.
3) Bold values denote significance at 5% level.
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(Table 9> Trend in Degree of Valuation about Assets and Liabilities and Incremental Value
Relevance between Earnings and Equity Book Value by Different Definition of Degree of Valuation

Rj = B, + 5, DOVT,, + B,LEV,, + B,INT;, + 3,SIZE,, + B3, L OSS,, + B;ONE,, + ¢, (9
Variables” R}W Ré
M1 M2 M3 M4 M5 M6 M7 M8
Intercept 0.163*** | 0.278"™* | 0.122***| 0.176**" 0.07"** | -0.205*"* | 0.102*** | -0.158"**
(23.93) (6.34) (17.6) (3.87) -15.13 (-6.35) (19.79) (-4.71)
DOVT _SYM 0.001 0.002** -0.000 -0.002**
(1.15) (1.55) (-0.54) (-2.26)
DOVT _ASY 0.009*** | 0.008"** -0.005*** | -0.003***
(7.73) (6.44) (-6.10) (-3.41)
LEV 0.013 -0.004 -0.040%** -0.035**
(1.12) (-0.37) (-4.74) (-4.02)
INT -0.029 -0.042 -0.014 -0.01
(-0.61) (-0.89) (-0.40) (-0.28)
SIZE -0.007*** -0.003 0.016*** 0.014***
(-2.85) (-1.11) (9.20) (7.99)
LOSS 0.026*** 0.015** 0.003 0.006
(3.43) (2.02) (0.50) (1.05)
ONE -0.008 -0.015 -0.016 -0.013
(-0.48) (-0.92) (-1.36) (-1.13)
Adj_R* 0.000 0.003 0.007 0.008 0.000 0.011 0.004 0.012
F— Value 1.317 4.865 59.769 11.405 0.293 16.322 37.229 17.42
N 8,260 8,260 8,260 8,260 8,260 8,260 8,260 8,260

1) Variable definitions:

DOVI_SYM, : firm i's decile rank about time trend of degree of valuation based on absolute value of other
comprehensive income at the end of year t (eg. DV2= abs(other comprehensive income)/(net
book value-other comprehensive income)]

DOVT ASY,, : firm i's decile rank about time trend of degree of valuation based on absolute value of accumulated
impairment loss plus valuation allowance at the end of year t (eg. DV3= abs(accumulated
impairment loss+valuation allowance)/(net book value+accumulated impairment loss + valuation

allowance)
LEV, : firm i's debt-equity ratio at the end of year t
INT, : firm i's intangible asset intensity at the end of year t, ie., intangible assets divided by total asset
SIZE,, : firm i's natural log of total assets at the end of year t
LOSS,, : 1if firm i's eps; is negative and o otherwise
ONE, : Tif one-time item(discontinued operating income) exist in firm i and 0 otherwise
Ry : incremental adjusted R” of book value for year t (adj-R*from eq.(3) minus adj-R*from eq.(4))
Ré : incremental adjusted R? of earnings for year t (adj-R? from eq.(3) minus adj-R? from eq.(5))

2) */**/*** denote significance at the 10%, 5%, and 1% levels, respectively.
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(Table 10) Relative Pricing Multiples between Earnings and Equity Book Value Partitioned on
Degree of Valuation about Assets and Liabilities by Different Definition of Degree of Valuation

By = By + 5, DOV + BB, + BBV, + B,DOVT, X E, + [, DOVT, X BV, + 3, LEV, (10)
+ B:INT;, + BySIZE, + B LOSS;, + ), ONE;, + €,
Panel A: Ralative price multiple using DOVT_SYM

Variables " Modell Model2

Intercept 2.121%% -53.6497F
(7.09) (-23.27)

DOVT SYM -0.100 -0.559***
(-1.60) (-8.98)

FE 3.945%* 4.233***
(27.05) (30.15)

BV 0.407*** 0.344***
(24.37) (21.48)

DOVT SYMXE -0.0447F -0.050™""
(-2.16) (-2.59)

DOVT SYMX BV 0.021*** 0.020***
(8.84) (9.25)

LEV -1.940™
(-3.49)

INT 18.107***
(7.89)

SIZE 3.065**
(23.81)

LOSS 6.694***
(17.46)

ONE 3.467**
(4.57)
Adj_R? 0.800 0.820
F— Value 6.590.101 3,771.815
N 8.260 8,260

Panel B: Ralative price multiple using DOVI_ASY

Variables " Modell Model2

Intercept 0.511%* -54.598"**
(1.30) (-23.52)

DOVT ASY 0.263** 0.228***
(4.28) (3.60)

F 5.804%** 5.718%**
(54.49) (56.06)

BV 0.424*** 0.390***
(32.69) (31.23)

DVOT ASYXE -0.4687F -0.417°
(-24.02) (-22.24)

DVOT ASYX BV 0.019*** 0.013***
(7.06) (4.81)

LEV -2.5337
(-4.57)

INT 19.017%**
(8.50)

SIZE 2.930***
(23.67)

LOSS 4,627
(11.87)

ONE 2.966***
(4.00)
Adj_ R 0.812 0.829
F— Value 7.125.635 4,016.663
N 8,260 8.260

1) Variable definitions: refer to (Table 6) and (Table 7
2) */**/*** denote significance at the 10%, 5%, and 1% levels, respectively.
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(Table 11) Relative Usefulness of Earnings vs. Equity Book Value Partitioned on Financial Condition

Panel A: Regression results of eq. (9)

R?% = By + B8, DOVT, + B, LEV,, + B, INT, + B3,SIZE,, + B, L OSS;, + B;ONE,, +¢;, (9)
Variables! N(Q)n—Financial Distress 2 2Financial Distress 2
Ry Ry Ry Ry
Intercept 0.186"** -0.149%** 0.301%** -0.184***
(2.61) (-2.79) (5.21) (-4.41)
DovVT 0.007 -0.003** 0.005** -0.005*
(4.27) (=2.29) (2.97) (-3.62)
LEV -0.002 -0.063™* -0.009 -0.0427F
(-0.06) (-2.19) (-0.52) (-3.32)
INT -0.059 0.048 -0.023 -0.048
(-0.79) (0.87) (-0.38) (-1.06)
SIZE -0.003 0.014*** -0.008*** 0.016™**
(-0.79) (4.77) (-2.73) (7.64)
LOSS 0.022* 0.011 0.015 0.002
(1.88) (1.21) (1.49) (0.25)
ONE -0.038 -0.000 0.009 -0.023
(-1.54) (-0.02) (0.43) (-1.56)
Adj_ R* 0.007 0.007 0.004 0.018
F— Value 5.575 5.846 3.857 13.896
N 4130 4130 4130 4,130
Panel B: Regression results of eq. (10)
Py = By + B DOVT, + By, + BBV, + B, DOVIy X Ey + B; DOVT, X BV, + B LEV, (10)
+ B,INT,, + B,SIZE, + B, L OSS,, + 3,,ONE,, +¢;,
Variables” Non-Financial Distress Financial Distress
Intercept -41.511%** -57.562%**
(-10.29) (-20.68)
DovrT -0.572%** -0.095
(-6.13) (-1.11)
FE 5.753*** 4.484***
(34.64) (24.50)
BV 0.260*** 0.422***
(14.20) (18.24)
DOVTX E -0.2317"7 -0.198™"
(-7.68) (-7.80)
DOVTX BV 0.038*** 0.006*
(11.38) a.77)
LEV -3.279" -2.515"
(-1.69) (-3.28)
INT 23.783*** 16.541%**
(6.38) (5.99)
SIZE 2.376*** 3.210%*
(10.81) (21.92)
LOSS 7.522%* 5.069***
(12.37) (10.31)
ONE 4.125%** 2.739***
K (3.37) (2.98)
Adj_R* 0.852 0.776
F— Value 2,385.636 1,429.426
N 4130 4130
1) Variable definitions: refer to {(Table 6) and (Table 7
2) */**/*** denote significance at the 10%, 5%, and 1% levels, respectively.
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(Table 12) Relative Usefulness of Earnings vs. Equity Book Value Partitioned on Firm Size

Panel A: Regression results of eq. (9)

Rzz = By + 6, DOVT,, + 3,LEV;, + 3;INT,, + B,SIZE,, + 3, L OSS;, + 5, ONE, +¢;, (9)
. Small Big
1)
Variables Rg’v Rbg R123V Ré
Intercept 0.42%** -0.331*** 0.322%** -0.198***
(2.63) (=2.97) (4.70) (=3.71)
DovVT 0.009*** -0.003** 0.003** -0.004™**
(5.05) (-=2.08) (2.00) (-3.43)
LEV -0.005 -0.0497 0.007 -0.024™*
(-0.23) (-3.50) (0.46) (-2.14)
INT 0.065 -0.076 -0.12** 0.033
(0.86) (-1.44) (-1.98) (0.70)
SIZE -0.017* 0.024*** -0.009** 0.016™**
(-1.89) (3.81) (-2.51) (5.93)
LOSS 0.016 0.016** 0.013 -0.006
(1.49) (2.07) (1.19) (-0.66)
ONE -0.009 -0.004 -0.014 -0.021
(-0.33) (-0.19) (-0.72) (-1.41)
Adj_R* 0.01 0.007 0.003 0.012
F— Value 8.037 5.867 3.118 9.234
N 4130 4130 4130 4130
Panel B: Regression results of eq. (10)
Py = By + B DOVT, + By, + BBV, + B,DOVIy X By + B; DOVT, X BV, + B LEV, (10)
+ BINT, + B SIZE, + B, L OSS;, + 5,,ONE,, + ¢,
Variables” Small Big
Intercept 7.58"* (90.71)***
(2.54) (-18.52)
DovVT -0.309*** -0.568"**
(-8.52) (-4.64)
E 4.093*** 5.374***
(33.49) (29.98)
BV 0.28%** 0.295***
(19.93) (14.28)
DOVITX E -0.395"*% -0.224™
(-18.55) (-8.45)
DOVTX BV 0.045*** 0.028***
(16.28) (9.04)
LEV 0.689" -3.455™"F
(1.87) (-3.61)
INT 6.803"** 26.009***
(4.87) (6.39)
SIZE -0.307* 4857
(-1.84) (19.20)
LOSS 1.777%* 8.704***
(8.03) (10.46)
ONE 0.03 4.822%**
‘ (0.06) (3.72)
Adj_R* 0.663 0.824
F— Value 814.227 1935.664
N 4130 4,130
1) Variable definitions: refer to {(Table 6) and (Table 7
2) */**/*** denote significance at the 10%, 5%, and 1% levels, respectively.
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How does the Valuation of Assets and Liabilities Impact
on the Value-Relevance of Accounting Information?

Jin Sook Heo® - Jun Yong Shim** - Soo Young Kwon***

Abstract

This study investigates how the value relevance of accounting information differs by the
extent of valuation of assets and liabilities under the measurement criteria specified in the
Conceptual Framework for Financial Reporting. Previous studies about the trend of value
relevance of accounting information reported that the value relevance of net assets (from the
statements of financial position) has increased for past decades while the value relevance of net
income (from the statements of income) has deteriorated (Collins et al., 1997; Francis and
Schipper, 1999; Han, 1998; Jang et al., 2002; Park and Paek, 2013). Most prior studies focus
on the decrease in value relevance of net income, but there are few studies about the increase
in value relevance of net assets.

In this study, we posit that the statement of financial position has better reflected the real
economic value of firms since the recognition criterion of assets and liabilities changed from
historical cost to current cost, realizable (settlement) value, or present value. We define the sum
of allowance for bad debts, accumulated impairment losses, and the absolute value of other
comprehensive income as the new measure, DW(degree of valuation of assests and liabilities),
to capture the extent of firms adopting current cost, realizable (settlement) value, or present
value in the recognition of assets and liabilities.

For the empirical analysis, we use the sample firms listed in Korean market (KOSPI and
KOSDAQ) from 2003 to 2013. In the cross-sectional regression analysis, we find that firms

with larger DV show higher value relevance of net assets from the statement of financial position.

* Ph. D Student, Korea University Business School(baskin77@naver.com), First Author
** Ph. D Student, Korea University Business School (simjunyong@korea.ac.kr), Corresponding Author
*** Professor, Korea University Business School (sykwon@korea.ac.kr), Co-Author
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In the time-series regression analysis, we find that D1V has increased since 2003. We also find
that the increase in DV has a significantly positive (negative) association with the value relevance
of net assets(net income). These results are consistent with our hypotheses and indicate that the
value relevance of net assets is enhanced by the increase in valuation of assets and liabilities.

This study differs from prior studies focusing on the reason why the value relevance of net
income has reduced. Our results suggest that not only non-accounting factors but also accounting
factors can influence the value relevance of accounting information. Our results also suggest
that standard setters should consider the trade off of the value relevance of net assets and

accounting income when modifying accounting standards.

Key words: Net assets, Valuation, Value relevance, Relative pricing multiples
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