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Abstract*

The research objective is to examine the accounting practices of investment

property for subsequent measurement after the initial recognition and investigate the value

relevance of investment property. It also tests the comparative value relevance of investment

property under the fair value model and the cost model. The findings can be discussed into

two main sections: overall market analysis (all samples) and investment property firms

analysis. The results show that investment property is value relevant information in 2012 and

two years analysis (2011-2012) whilst it is not value relevant information in 2011 for all

samples. Furthermore, the study adds three control variables: size, leverage, and growth.

The control variables do not affect the value relevance of investment property. Size and

growth are positively related to stock price while leverage (whatever measured by total debt

to total asset ratio or total debt to total equity ratio) is negatively related to stock price.

In addition, the paper also investigates the value relevance of investment property for firms

which have the investment property items in their Statement of Financial Position (called IP

firms). The regression results for IP firms are same as overall market analysis. Investment

property is value relevant information in 2012 and two years analysis (2011-2012) while it is

found as non-value relevant information only in 2011. The plausible reason is that TAS 40

(revised 2009) Investment Property was effective beginning on and after January 1, 2011.

The year 2011 is the first year adoption of this accounting standard. Therefore, Thai investors

may not recognize the importance of investment property in valuing their securities.

The paper also finds that the number of firms choosing the cost model is significantly higher

than that of the fair value model both in 2011 and 2012. The results also reveal that the cost

model is more value relevant than that of the fair value model significantly. Thai investors

provide the importance of cost model because it is more evident support, more objective and

reliable while the fair value model is less reliable, more subjective and needs more

managerial discretion.

* The research was financially supported by University of the Thai Chamber of Commerce.
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CHAPTER 1

INTRODUCTION

1.1 Research Motivation

Since the year 2011, the Federation of Accounting Professions (FAP) of Thailand

has revised many Thai Accounting Standards (TAS) and Thai Financial Reporting Standards

(TFRS) and issued new TAS and TFRS in order to comply with the regulations of International

Accounting Standards (IAS) and International Financial Reporting Standards (IFRS). Many

countries in Asia have the effort to converge their accounting standards to IFRS in 2011 such

as China, India, South Korea, Malaysia, Singapore, and Thailand. One of new Thai

Accounting Standard (accordance with IAS) is TAS 40 (revised 2009) Investment Property.

Investment Property is property (land or building or part of building or both) held to earn

rental or capital appreciation or both. This standard allows the companies to choose either

the fair value model or the cost model in valuing investment property after the initial

measurement. In addition, if the firms choose the fair value model, the investment property is

measured at fair value in the Statement of Financial Position and any subsequent change in

fair value should be recognized in Income Statement. However, if the firms choose the cost

model, the investment property is measured at cost less any accumulated depreciation and

any accumulated impairment losses. Furthermore, firms are required to provide the fair value

information in the notes to financial statements if they select the cost model for valuing

investment properties in their Statement of Financial Position. Thus, there are the major

differences among firms in valuing their investment properties. In addition, the investment

property’s value is significant in Statement of Financial Position in many industries such as

Property and Construction Industry, Resources Industry. Therefore, the main objective is to

study the accounting practices of investment property of companies listed on the Stock

Exchange of Thailand (SET). Prior research has found both supporting and argument

evidence for using the fair value model in valuing the assets. Pappu and Devi (2011)

indicated that the cost model is more relevant than the fair value model and fair value

disclosure is more relevant than fair value recognized in the accounts. Lourenco and Curto

(2008) found that investors have distinguished the recognized cost, the recognized fair value

and the disclosed fair value of investment property for listed companies in France, Germany,

Sweden and UK. Herrmann, Saudagaran and Thomas (2006) concluded that fair values of

property, plant and equipment have been more relevant to decision makers. Academic
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research has shown that upward revaluations of property, plant and equipment are correlated

with stock prices and are helpful in predicting future earnings (Barth and Clinch, 1998). Fair

values also provide relevant information regarding dividend restriction (Barth and Clinch,

1998). Thus, prior studies’ findings are mixed. There are few studies related to value

relevance of investment property in Thailand because this standard has just become effective

since 2011. The adoption of TAS 40 Investment Property (revised 2009) (in the line with IAS

40 Investment Property) provides an opportunity to examine the accounting practices of Thai

listed firms due to the accounting choices for subsequent measurement of investment

property. In addition, the study investigates whether the choices of valuing investment

property, either the fair value model or the cost model, affect to value relevance of

investment property. The paper also examines the comparative value relevance of investment

property between the fair value model and the cost model. The findings of the paper provide

the evidence whether the adoption of IFRS (which predominantly uses of fair value) gives the

more value relevant information over the cost model or not. This evidence should be the

fundamental guideline for the accounting standard committee in issuing the new accounting

standards or revising the existing accounting standards especially for the valuation method of

accounting items.

1.2 Research Objectives

The main objectives of this study are summarized as follows.

1. To study the accounting practices for the valuation of investment property

for subsequent measurement after the initial recognition;

2. To examine the value relevance of investment property in Statement of

Financial Position under TAS 40 (revised 2009) Investment Property;

3. To investigate comparative value relevance of investment property under

the fair value model and the cost model.

1.3 Research Scope

The study examines the value relevance of investment property of the

companies listed on the Stock Exchange of Thailand (SET) in all industries and all sectors

except the financial institution sector. Data are collected from the annual reports, financial

statements and notes to financial statements of listed companies on SET in the year 2011 and

2012. In addition, the stock prices of listed companies are used to test the value relevance of
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investment property and comparative value relevance of the fair value model and the cost

model of investment property.

1.4 Research Methodology

The main objective is to study the value relevance of investment property.

Therefore, the relation between the stock price and investment property will be examined by

using the regression analysis. The paper examines the choices of accounting practices of

investment property after the initial measurement of companies listed on the Stock Exchange

of Thailand. The study is to investigate the policies which firms choose to measure their

investment property between the fair value model and the cost model. In addition, the paper

also compares the value relevance of investment property in case of choosing the fair value

model or the cost model. The regression model will be used to test the comparative value

relevance, but the model is adjusted by adding the dummy variable. Dummy variable is the

categorized variable which partitions the sample into firms using the fair value model or the

cost model. The paper runs the regression model for 2011 and 2012 separately because the

year 2011 is the first year adoption of TAS 40 (revised 2009) Investment Property in

Thailand. However, the research also runs the regression model for cross-sectional data of

pooled periods 2011-2012 for the robustness test. In addition, the research adds the control

variables which may affect the value relevance of investment property. The control variables

in this paper are size, leverage and growth (see more detailed information in Chapter 3).

1.5 Definition of Terms

The study consists of the main definition of terms as follows.

Investment property is property (land or a building or part of building or both)

held by owner or by the lessee under financial lease) to earn rentals or for capital appreciation

or both.

Fair value of investment property is amount of which the property could be

exchanged between the knowledgeable, willing parties in an arm’s length transaction.

Value relevance is the ability of information disclosed by financial statements

to capture or summarize firm value.

1.6 Research Contribution

The supporting and argument evidence about value relevance of the fair value

model and the cost model are not clear in Thailand. This research will provide the evidence
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whether the choice of measurement, either the fair value model or the cost model, affects the

value relevance of investment property. The findings will support toward to the adoption of

IFRS which are predominantly fair value driven, if the results of paper find that value

relevance of investment property under the fair value model is more than that of the cost

model. In constrast, if the results of the paper find that value relevance of the cost model is

more than that of the fair value model, it will be the argument against the adoption of IFRS

especially for fair value option.

In addition, the findings will be initial guideline for Thailand Standard Setters

Committee in issuing the new accounting standards or revising the existing standards

especially for the standards which apply the fair value model in valuing assets and liabilities.

The examples of these accounting standards are TAS 16 Property, Plant and Equipment

including the standards related to the investment securities and financial instrument which

will be effective in the near future.  It also provides the supporting facts on the efficacy of fair

value model in an emerging capital market such as Thailand.  The findings of research will be

the useful information for academic services especially for the companies listed on Property

and Construction Industry or other industries which have the significant amount of

investment property. It is also the useful case study for graduate class and undergraduate

class for seminar session.
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CHAPTER 2

LITERATURE REVIEW

This chapter presents the content of TAS 40 (Revised 2009) Investment

Property, definition of value relevance and method of measuring value relevance. Prior

studies related to accounting practices and value relevance of investment property are mainly

discussed.

2.1 TAS 40 (Revised 2009) Investment Property

Definition of Investment Property

Investment property is property (land or building or part of a building or both)

held (by owner or by lessee under financial lease) to earn rentals or for capital appreciation or

both, rather than for:

(a) Use in the production or supply of goods or services or for administrative

purposes; or

(b) Sales in ordinary course of business.

Examples of investment property are land held for long-term capital appreciation

rather than for short term sale in the ordinary course of business, land for held for a currently

undetermined future use, building owned by the entity (or held by entity under a financial lease)

and leased out under one or more operating leases, a building that is vacant but is held to lease out

under one or more operating leases and property that is being contended or developed for future

use as investment property.

Measurement and Recognition

An investment property shall be measured initially at its cost. Transaction

costs shall be included in the initial measurement.

Measurement after recognition

An entity may:

(a) Choose either the fair value model or the cost model for all investment

property backing liabilities that pay a returns linked directly to the fair value

of, a returns from, specified assets including investment property; and

(b) Choose either the fair value model or the cost model for all investment

property, regardless of the choice made in (a)
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Fair Value Model

After the initial recognition, an entity that chooses the fair value model shall

measure all of its investment property at fair value. A gain or loss arising from a change in

the fair value of investment property shall be recognized in profit or loss for the period in

which it occurs.

Cost Model

After the initial recognition, an entity choose the cost model shall measure all

of its investment property as in accordance with TAS 16’s requirement for that model, other

than those that meet the criteria to be classified as held for sale (or are included in a disposal

group that be classified as held for sale) in accordance with TFRS 5 Non-current Assets Held

for Sale and Discontinued Operations. Investment property that meet the criteria to held for

sales be classified as held for sale (or are included in disposal group that is classified as held

for sale) shall be measured in accordance with TFRS 5.

The cost model is specified in TAS 16 and requires investment property to be

measured after initial measurement at depreciated cost (less any accumulated impairment

losses). An entity that chooses the cost model discloses the fair values of its investment

property.

2.2 Prior Research

In this section, the definition of value relevance and method of measuring the

value relevance is firstly presented. In addition, prior research related to investment property,

accounting treatment choices, evidence supporting fair value accounting, evidence against

fair value accounting, the usefulness and limitation of fair value are discussed. In addition,

the last topic in this section is the control variables in value relevance of accounting

information research.

2.2.1 Definition of Value Relevance and Method of Measuring Value Relevance

Definition of Value Relevance

Value Relevance is defined in different manners as follows.

Value relevance of accounting information is defined as how well particular

accounting amounts reflect information that is used by investors in valuing firms’ equity. It is

considered whether investors actually use the accounting information in setting price or the

ability of financial statement information to capture or summarize information, regardless of

sources, that affects share values. Value relevance can be measured by the association
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between equity market values and accounting information (Francis and Schipper, 1999; Lo

and Lys, 2000).

Value relevance of accounting information is defined as the extent to which

financial information leads stock price by capturing intrinsic share values toward which stock

price drift. Value relevance can be measured by profits generated from implementing

accounting based trading rules (Hedge portfolio approach) (Alford, Jones, Leftwich,

Zmijewski, 1993; Francis and Schipper, 1999).

Method of Measuring Value Relevance

The value relevance of accounting information can be measured from

coefficient of determination (R2 or adjusted R2) and slope coefficient of the regression

equations. The regression runs the market value of equity (share’s price or security’s return)

on accounting numbers. (Collins, Maydew and Weiss, 1997; Francis and Schipper, 1999). In

addition, value relevance can be measured from total returns (or market adjusted returns) of

hedge portfolio, which could be earned based on foreknowledge of accounting information

(Alford et al., 1993; Francis and Schipper, 1999).

Prior research used the different model to test the value relevance of

accounting information. Value relevance model can be summarized as follows.

1. Balance sheet model is used to test value relevance of balance sheet

components such as asset, liability or equity. It presents the relationship between the market

values of equity and book value of equity (e.g. Francis and Shipper, 1999)

2. Earnings valuation model is used to test the value relevance of earnings. It

tests the relationship between the security return and accounting earnings (e.g. Easton and

Harris, 1991).

3. Ohlson model is used to test value relevance of earnings and book value of

equity (e.g. Ohlson, 1995; Feltham and Ohlson, 1995).

2.2.2 Prior Research Related to Investment Property

Prior research investigated the value relevance of investment property in

many countries such as New Zealand (Owusu-Ansah and Yeoh, 2006), Hong Kong (So and

Smith, 2009), Malaysia (Pappu and Devi, 2011, Ishak, Saringat, Ibrahim, and Wahab, 2012)

and China (Chen, Lo, Tsang, Zhange, 2013). Although many studies mainly discuss the value

relevance of investment property, they are different in terms of methodology and scope.

Some of them investigate only unrealized gain and loss arising from change in fair value of

investment property (Owusu-Ansah and Yeoh, 2006) while some studies explore the value
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relevance of investment property only in Statement of Financial Position (Pappu and Devi,

2011). However, some papers examine the value relevance of investment property both in

Statement of Financial Position and unrealized gain and loss in Profit and Loss Statement (So

and Smith, 2009).

Owusu-Ansah and Yeoh (2006) investigated the value relevance of the

alternative accounting methods for unrealized gains on investment properties in New Zealand

(NZ). They find that, while preferred by New Zealand standard setter, recognition of

unrealized gains in the income statement is not superior to (or significant different from)

recognition of unrealized gains in revaluation reserve in terms of their value relevance.

So and Smith (2009) examined the value relevance of the revision introduced

HKAS 40 (2004) Investment Property on the presentation of changes in fair values of

investment property. The revision follows that introduced in IAS 40 (2000) as HK adoption

IFRS in 2005. The study provides that investors value HKAS 40 (2004) revision in the

presentation of changes in fair value of investment property. The result shows a significantly

higher market price reaction and returns association when changes in fair value of investment

properties are presented in income statement.

Pappu and Devi (2011) tested the relative value relevance of investment

property information provided in the line with IAS 40 Investment Property. In the context of

Malaysia economic, they find that the cost model is more value relevant than the fair value

model and that fair value disclosure is more value relevant than fair value numbers

recognized in their accounts. This supports the view that investors require more balanced

information that is available when the cost model is adopted whereby historical cost (reliable)

is used to measure and report the investment properties on balance sheets and this is

supplemented by disclosures of fair values (relevant) of the said of investment properties in

the notes of financial statements. Ishak et al. (2012) examined the value relevance of fair

value model as a treatment under the accounting standard FRS 140 (IAS 40) Investment

Property. Data is gathered from Bursa Malaysia Berhad focusing on 61 companies listed on

property sectors from 2007 to 2009. The study provides the evidence of an insignificant

between fair value model with companies’ share prices. This result is in conformity with

Pappu and Devi (2011), however it contrasts to studies performed in developed countries

(Barth and Clinch, 1998; Barlev and Haddad, 2003; Herrmann et al., 2006). Although fair

value model is highly promoted by standard setter under IFRS regime, the information is

perceived by capital market as having no value in developing countries and indeed no

different from the cost model (Ishak et al., 2012).
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In addition, some research results show that the fair value model is used as tool

of earnings management. Chen et al. (2013) examined firms’ decision to adopt fair value

accounting for investment property and how property locations can affect the financial

reporting choices. They indicate that earnings management firms are more likely to adopt fair

value model. Confirming the firms choose fair value model to manage earnings, they show

that firms choosing the fair value model use unrealized gain and loss associated with

investment property to smooth earnings or to beat earnings benchmark. Overall, their results

indicate that fair value reporting decision for investment property in the emerging China

market is primary driven from managerial opportunism.

The major comment of using fair value is reliability. Hence, some prior studies

examined the reliability of investment property. Dietrich, Harris and Muller (2000)

investigated the reliability of mandatory annual fair value estimates for UK investment

property. They find that appraisal estimates understate actual selling prices and considerably

less biased and more accurate measures of selling prices than respective historical cost. The

reliability of appraisal estimates has increased when monitored by external appraisers and Big

6 auditors. Dietrich et al. (2000) have explored the reliability of fair values. They summarize

that fair value estimates of investment property are reliable. On the other hand, some prior

research found the contradict results. Nellessen and Zuelch (2011) examined the perception

of fair values estimates for many companies’ main assets: investment properties. It is found

that net asset value departed from the market capitalization of European properties

companies. It is also indicated that the deviation is a result of insufficient reliability of fair

value estimates of investment properties because of the limitations of appraisals, the diversity

of applied approaches in appraising investment properties and the reliability problems for

making model approaches usually apply in determining the fair value of investment

properties.

In conclusion, prior studies examined the value relevance and reliability of fair

value model and historical cost model of many types of assets (e.g. Cairns, Massoudi, Taplin,

and Tarca, 2011).  Some of them studied only investment property (Pappu and Devi, 2011;

Ishak et al., 2012). Their evidences are mixed results. Some prior studies provided the

evidence that fair values have an incremental explanatory power compared to historical cost

(e.g. Barth and Clinch, 1998; Barlev and Haddad, 2003; Hermann et al., 2006), whilst some

of them indicated that the historical cost model is more value relevant information than the

fair value model (e.g. Pappu and Devi, 2011, Ishak et al., 2012). Some studies concerned about

the reliability of fair value (Eccher, Ramesh, and Thiagarajan, 1996; Dietrich et al., 2000).
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McCarthy (2004) and Heffes (2005) indicated that practitioners are more concerned about

reliability. The reliability of historical cost reporting is “infinitely more valuable” to the

majority of information users than the benefits of fair value reporting (McCarthy, 2004). He

believes the cost of fair value estimation dominates the benefits with auditor independence in

danger, especially private firms. Heffes (2005) also reported that some practitioners are

highly concerned about the FASB’s proposal of fair value measurements fearing that the

proposed measurement would decrease the verifiability and audit ability. However, both

IASB and FASB’s emphasis are that both relevance and reliability are equally important as

the main qualitative characteristics for accounting information in Conceptual Framework.

Cho, Kim and Lim (2006) asserted that the standard setter select the benchmark and

accounting value in a way that the relevance of accounting information was maximized. The

benchmark plays a critical role as the bridge between the fundamental and accounting value.

More specially, a benchmark is chosen so that achieving reliability is a means to achieving

relevance.

2.2.3 Accounting Treatment Choices (Fair Value Model VS. Cost Model)

and Factors Influencing Accounting Choices

Prior research investigated whether the companies prefer fair value model over

historical cost or not (e.g. Christensen and Nikolaev, 2009; Cairns et al. 2011; Chen et al.,

2013; Christensen and Nikolaev, 2013). Christensen and Nikolaev (2009) found that no

companies in their samples used fair value accounting for intangible assets. They show that

only 3% of companies use fair value accounting for at least one asset class under property,

plant and equipment. With very few exceptions, these companies employ fair value

accounting for property asset class; members of the plant and equipment asset classes are

valued, in almost all cases, at historical cost.  Regarding investment property held to earn

rental income or for capital appreciation or both, they show that companies equally are more

likely to use historical cost and fair value accounting. For investment property, the strongest

determinant of fair value use is whether real estate constitutes one of the company’s primary

business activities. In addition, the paper also indicates that German companies, all of which

apply historical cost before IFRS adoption, are more likely to switch to fair value accounting

for investment property when real estate is among their primary activities. At the same time

for UK companies, where all companies have to use fair value prior to IFRS, they observe

that the switch toward historical cost are uncommon when the real estate is primary activity.

Cairns et al. (2011) investigated the use of fair value measurement by listed companies in UK
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and Australia around the adoption of IFRS from January 1, 2005. Mandatory requirements of

fair value related to financial instruments (IAS 39) and share-based payments (IFRS 2) have

increased comparability. In relation to the optional use of fair value, comparability increased

in relation to Property (IAS 16) because some companies discontinue fair value

measurement. Options to use fair value in other accounting items (financial liabilities,

investment properties, intangible assets, and plant and equipment) are not generally taken up,

either for ongoing measurement or IFRS adoption (under the deemed cost option). The results

suggest a conservative approach and/or a lack of incentives to use fair value measurement for

most companies. Chen et al. (2013) examined the firm’s decision to adopt fair value

accounting for investment properties and how firms and property locations can affect these

financial reporting choices. Unlike, financial assets reported at fair value, investment

properties cannot trade on an exchange. Hence, fair value estimation on investment properties

is less verifiable and can be subject to more managerial discretion. Christensen and Nikolaev

(2013) studied the choice of fair value and historical cost accounting for non-financial assets

on a setting where market forces rather than regulators determine the outcome. They find that

there are very limited uses of fair value. Fair value accounting is used when reliable fair value

estimates are available at a lower cost and when they convey the information about the

performing performance. Their findings that despite its conceptual merit, fair value driven is

unlikely become the primary valuation method for illiquid non-financial assets on voluntary

basis.

There are many factors influencing the accounting choices such as leverage

(Christensen and Nikolaev, 2009), culture (Chanchani and MacGregor, 1999; Basu, Kirk and

Waymire, 2009), and location specific (Chen et al., 2013). Christensen and Nikolaev (2009)

showed that companies with higher leverage are more likely to choose fair value over

historical cost. This evidence is consistent with companies using fair values to signal asset

liquidation values to their creditors, and is not consistent with equity investors demanding fair

value accounting for non-financial assets. Their evidence supports the importance of

contracting.

Chanchani and MacGregor (1999) found that many accounting authors agreed

with influence of culture on accounting. Same as Basu et al. (2009), they provide the

evidence that accounting develops out of the need to manage relationship between

individuals. Their results indicate that culture, which influences how people relate to each

other, and accounting, is used to manage relationship, are intrinsically intertwined.
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As investment properties are location-specific, firms also have more

opportunities to misstate fair values where real estate markets are illiquid and investors’

monitoring is low. Utilizing the emerging market setting of China, they find evidence that the

fair value option for investment properties is more likely to be chosen by firms that have

significant prior earnings management activities (Chen et al., 2013).

2.2.4 Evidence Supporting Fair Value Accounting

The uses of fair value measurement for financial reporting have increased

during the last decades. Accounting standard setters are considering the wider uses of fair

value accounting. Both U.S. GAAP and IFRS, fair values are most frequently used for

financial assets and liabilities. International Accounting Standard Board (IASB) has issued

the International Financial Reporting Standards (IFRS) related to the use of fair values as

main products. Some standards indicate the fair value model as the accounting treatment

choices for the subsequent measurement after the initial recognition such as IAS 40

Investment Property. According to IAS 16 Property, Plant and Equipment, fair value is

defined as the amount of which an asset could be exchanged, or liability settled, between

knowledgeable, willing parties, in an arm’s length transaction. Many prior studies provided

the supporting evidence of fair values. Barth and Clinch (1998) found that voluntary tangible

assets revalued amounts for Australian firms have been associated with share prices. Enria et

al. (2004) concluded the introduction of full fair value accounting could have a significant effect

in terms of more volatility, procyclicality of bank lending and more generally financial stability.

Herrmann et al. (2006) evaluated the fair value versus historical cost measures of property,

plant and equipment (PPE) based on the qualitative characteristics of accounting information

in SFAC No.2. They conclude that fair values measures of PPE are superior to historical cost

based on the characteristics of predictive value, feedback value, timeliness, neutrality,

representative faithfulness, comparability and consistency. Barth, Beaver and Landsman

(1996) showed that investors perceived the estimates of fair value of banks loans more

relevant than historical cost amounts.

Many prior studies indicated that fair value accounting have the advantage

over historical cost in terms of value relevance. Fair value accounting (FVA) is more value

relevant than historical cost accounting (Barlev and Haddad, 2003; Danbolt and Rees, 2008).

Barlev and Haddad (2003) indicated that historical cost accounting (HCA) is being replaced

by fair value accounting (FVA) paradigm. FCA, in contrast to HCA that hides the real

financial position and income, is more value relevance. The relevance of financial reports
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should be measured, in addition to, the association between market returns and accounting

information, in terms of its contribution to the stewardship function, reduction of agency

costs, enhancement of management efficiency, and providing relevant information to

stakeholders and workers in their social conflict. FVA-based reports called the attention of

shareholders to the value of their equity and enhance the function of stewardship. Managers

will be asked to guard the value of shareholders’ equity and to account their efforts. The FVA

also provides a complete full disclosure and it is compatible with transparency. Eventually,

FVA will have an effect on many aspect of accounting, including the auditing and

international accounting harmonization. Danbolt and Rees (2008) showed that for both

British real estate and investment fund industries, fair value accounting explains the stock

market returns better than historical costs. In addition, they also found that fair value income

is considerable more value relevant than historical cost income. However, full fair accounting

is rejected based on that their regression results display evidence of difficulties in

determining non-financial assets fair values, as the explanatory power of fair value

accounting in real estate industry is considerably lower than for investment fund industry.

Earnings management for the real estate industry, where assets are deemed more difficult to

estimate, is an inference they draw from their results.

In addition, FVA will enhance the qualitative characteristic in terms of

comparability (Brochet, Jagolinzer, and Riedl, 2013). Brochet et al. (2013) indicated that the

mandatory IFRS adoption (predominantly use of fair value) improves comparability and thus

leading to capital market benefits by reducing insider’s ability to exploit private information.

They interpret these results as confirming that fair values are highly relevant and largely

unbiased where the values are unambiguous. Where the valuation is ambiguous, which

normally be the case value relevance will be lower and biased accounting may be revalued.

2.2.5 Evidence Against Fair Value Accounting

Previous studies indicated that fair value model measurement makes the lower

accounting quality, less reliability and lower value relevance relative with the cost model

(e.g. Eccher et al., 1996; Chen, 2001). Eccher et al. (1996) examined the value relevance of

investment property for service firms (commercial banks) while Chen (2001) investigated the

value relevance of investment property in real estate firms. Eccher et al. (1996) studied the

fair value disclosures in commercial banks and found that fair value disclosures have been

associated with security prices, both alone and incrementally to benchmark book values,

although in latter case results are inconsistent over the studied period, and consistency



14

observed pertaining, in addition to, investment securities only. Importantly, book values are

more value-relevant on the whole than fair values disclosures. Chen (2001) compared

accounting quality metrics for real estate firms to investigate whether the choice of

investment property measurement model is associated with earnings management and lower

value relevance. The paper shows evidence that the fair value firms have lower variance of

change in net income, lower ratio of the variance change in net income and change in cash

flows, higher frequency of small positive net income, and lower value relevance. The

empirical evidence indicated that real estate firms which adopt fair value model to measure

investment property have lower accounting quality than other real estate firms.

Peng and Bewley (2010) examined the fair value accounting (FVA) adoption

and implementation within the historical and social-economic context of emerging economy,

China same as Chen (2001). Their findings show (1) a roller-coaster trajectory going from

complete ignorance, to an abortive introduction, to abrupt prohibition, and finally aggressive

re-introduction within a short period. China’s practice in adopting and implementing FVA in

IFRS appears to be driven by political and economic conditions, not by the readiness of the

capital market or of other fundamental infrastructure. (2) China has extensively adopted FVA

derived from IFRS but substantial divergence persists, posing a challenge to IASB’s goal of

uniform accounting. (3) China’s implementation of FVA has improved only slightly since the

first failed to attempt at fair value reforms, calling into question the effectiveness of future

implementation challenges observed in China provides insights into the likelihood that

uniform global accounting standards will come to be. He, Wong and Young (2012)

investigated the effect of IFRS adoption in emerging market (China) same as Chen (2001),

and Peng and Bewley (2010). They find that earnings quality under the adoption of the new

IFRS-based China Accounting Standards (CAS) is lower than before adoption of CAS. Three

earnings components resulting from using the fair value accounting under new CAS are not

value relevant. Their results are in line with Chen (2001) and Peng and Bewley (2010).

.

2.2.6 The Usefulness and Limitation of Fair Value Accounting

In addition, prior research indicated that fair value estimates have both the

usefulness and some limitations (e.g. Laux and Luez, 2009). Fair value is value relevant

information while the reliability of FVA remains questionable (Laux and Luez, 2009). They

discussed two main implementation problems of fair value. The first problem is tradeoff the

relevance and reliability. Managers have an information advantage over the gate keepers (e.g.

auditors or the SEC) and, a result it is difficult to write FVA standards that provide the
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flexibility when it is needed and constrain managers’ behavior when it is not needed.

Standard setters face the classic and well known tradeoff between relevance and reliability:

model-based fair values may be more relevant in certain situations but market prices are

easier to verify and harder to manipulate. Thus, in a world with information asymmetry, they

expect the optimal FVA standards and enforcement to constrain some deviations from

(distressed or misleading) market prices that would be permitted if the gatekeepers have the

same information as the managers. A second implementation problem may arise from

litigation risk deviations from market prices under existing FVA standards which require

substantial judgment by the preparers and the auditors. However, managers, directors, and

auditors face severe litigation risks as well as substantial legal penalties, including prison

terms, which recently have been increased by Sarbanes-Oxley Act 2002. In this environment,

managers, directors, auditors are more likely to weigh the personal costs and risk associated

with the deviations from market prices differently than investors.

Alexander, Bonaci, and Mustata (2012) showed that FVA is more relevant

only investors and is less relevant for other users. That is, fair value proves helpful in relation

to investors’ needs, which are obviously at the core of the international standard setters’

activity, it has significantly lower relevance for other users’ needs. The latter includes

particularities such as those of SMEs in an emerging economy mainly having to deal with tax

authorities, banks, legal determination of dividends etc., all emphasizing the need for

precision that fair value cannot claim. They concluded that the content, information content

and usefulness, of fair values needs further classification and refinement by the regulators, by

the preparers and by the users.

2.2.7 Control Variables in Value Relevance of Accounting Information

Research

Value relevance of accounting information may be affected by fundamental

economic factors and firm-specific factors. Most prior research used firms’ size as control

variable in the value relevance studies (Collins et al., 1997; Charitou, Clubb, and Andreou,

2001; Habib and Azim, 2008; Zeng, Guo, Yang and Xiong, 2012; Rozendal, 2012; Shamki,

2013). Larger companies have large book values and large earnings; therefore it is important

to control the difference in size among companies (Ota, 2001). Small companies are more

likely to include the start-up companies, whose value depends on future growth potential.

Moreover, small firms are more likely to report losses than large firms. Hence, their earnings

persistence is lower, which leads to increased value relevance of book values than earnings of
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these companies (Habib and Azim, 2008). The measurement of firms’ size frequently

employs log of total assets (e.g. Zeng et al., 2012; Shamki, 2013).

The second control variable is leverage (Collins et al., 1997; Habib and Azim,

2008). Companies that are financed via debt can be considered as highly leveraged one if the

ratio of debt to total assets is increased. This implies more risk which will be associated with

the company’s operation (Shamki, 2013). Company’s leverage will be used as control

variable because its risk level is associated to play a moderating role in accordance with the

factors that influence the value relevance of accounting information (Kothari, 2000). In

addition, Habib and Azim (2008) indicated that a highly leveraged firm has a greater degree

of financial and default risks. Managers of such firms therefore have an incentive to

manipulate earnings in order to avoid the debt covenant violation. It could be argued that, for

highly leveraged firms, accounting numbers should be less value relevant for investors.

Dimitrov and Jain (2008) found that changes in financial leverage (measured by changes in

total debt to total assets ratio) contain information about economic performance and they are

value relevant. That is, when economic performance is worse (better) than expected,

companies should issue (payback) debt disproportionately to the changes in total assets, and

hence financial leverage would increase (decrease). The changes in financial leverage are

negatively associated with stock returns. Their findings suggest that changes in financial

leverage affect the value relevance of firms’ book values and earnings because changes in

financial leverage affect share price reactions while the information is not incorporated in

earnings or book value. Value relevance is lower in the presence of high changes in financial

leverage. Most prior research measured financial leverage as total debt to total asset (D/TA)

ratio (e.g. Habib and Azim, 2008; Dimitrov and Jain, 2008; Shamki, 2013). Nonetheless,

leverage is also measured by total debt to total equity (D/E) ratio (Adami, Gough,

Muradoglu, Sivaprasad, 2010).

Finally, with respect to firm growth, valuation implications of accounting

earnings and equity book values are expected to be highly for high growth firms. A firm with

high market-to-book value ratio (high growth) is likely to have experienced positive

unexpected to persist (Habib and Azim, 2008). High market-to-book value may be associated

with positive net present value investment opportunities and that if changes in market

expectations about such opportunities are positively associated with unexpected earnings, the

security price response to unexpected earnings will be higher for such firms (Charitou et al.,

2001). Previous studies used the market to book value ratio as the measurement of growth

(Charitou et al., 2001; Habib and Azim, 2008).
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CHAPTER 3

RESEARCH METHODOLOGY

This chapter mainly discusses four main topics: Sample Selection, Data

Collection, Development of Research Hypotheses and Research Methodology.

3.1 Sample Selection

The paper studies the accounting practices and the value relevance of

investment property under TAS 40 (revised 2009) Investment Property. The sample of this

paper is companies listed on the Stock Exchange of Thailand (SET) in all industries and

sectors except the Financials Industry (Banking, Finance and Securities, and Insurance

Sector) because the companies listed on Financials Industry has the different accounting

regulations and distinct financial statement presentation from other industries. The study

selects the companies which have 31 December year ended as the sample for controlling the

effect of different time period. The sample firms are not listed on the Rehabilitation Sector or

Non-performing Groups. The listed companies on the Stock Exchange of Thailand (SET) as

of May 30, 2013 are composed of 7 industries and 23 sectors. Table 3.1 shows number of

listed companies classified by industries and sectors.

Table 3.1 Number of Listed Companies Classified by Industries and Sectors

Industry Sector Number of

Companies1

Percentage

Agro and Food Agribusiness 15 3.74

Food and Beverage

Total

26

41

6.48

10.22

Consumer

Products

Fashion 23 5.74

Home and Office Products 10 2.49

Personal Products and

Pharmaceuticals

6 1.50

Total 39 9.73



18

Table 3.1 (Continued) Number of Listed Companies Classified by Industries and Sectors

Industry Sector Number of

Companies1

Percentage

Industrials Automotive 19 4.74

Industrials Materials and

Machinery

7 1.75

Paper and Printing Materials 2 0.50

Petrochemicals and Chemicals 12 2.99

Packaging 13 3.24

Steel 27 6.73

Total 80 19.95

Property and

Construction

Construction Materials 20 4.99

Property and Development 66 16.46

Total 86 21.45

Resources Energy and Utilities 26 6.48

Mining 2 0.50

Total 28 6.98

Services Commerce

Health Care Services

16

15

3.99

3.74

Media and Publishing 26 6.48

Professional Services 3 0.75

Tourism and Leisure 13 3.24

Transportation and Logistics 16 3.99

Total 89 22.19

Technology Electronic Components 11 2.74

Information and Communication 27 6.73

Total 38 9.48

Total 401 100
1 Number of firms listed on SET as of May 30, 2013 (all industries except financials industry)

From Table 3.1, it indicates that the most number of companies are listed on

Services Industry (89 companies or 22.19%) and Property and Construction (86 companies or

21.45%) while the least of them are listed on Resources Industry (28 companies or 6.98%).
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3.2 Data Collection

The main data are extracted from financial statements and notes to financial

statements of sample firms. The periods of the study are the year 2011 and 2012. The yearly

financial statements and notes to financial statement can be collected from the website of the

Securities Exchange Commission (the SEC) (www.sec.or.th) or they can be directly collected

from listed companies’ website. In addition, the stock price data is also used in this study.

The stock price data is collected from SETSMART (SET Analysis and Reporting Tools)

which is the online database from the Stock Exchange of Thailand.

3.3 Development of Research Hypotheses

No previous research studied the value relevance of investment property in

Statement of Financial Position in Thailand. However, there are prior studies which explore the

value relevance of investment property in other countries such as Hong Kong (So and Smith,

2009), Malaysia (Pappu and Devi, 2011; Ishak et al., 2012). They find that investment property

is value relevant information. Based on prior research (e.g. So and Smith, 2009; Pappu and

Devi, 2011), the investment property after adoption TAS 40 (revised 2009) is expected to be

value relevant information. Thus the first hypothesis in terms of alternative hypothesis is set as

follows.

H1A: Investment property provided in the line with TAS 40 (revised 2009) is

value relevant information.

There are both supporting and argument evidence about the use of fair value

model and cost model in valuing the assets. Some previous studies indicated that fair value

accounting has advantage over historical cost in terms of value relevance. Fair value

accounting is more value relevant than historical cost accounting (Barlev and Haddad, 2003;

Danbolt and Rees, 2008). Fair value model is better than cost model in terms of predictive

value, feedback value and timeliness (e.g. Herrmann et al., 2006). Brochet et al. (2013)

showed that the mandatory IFRS adoption (predominantly use of fair value) improves the

comparability and thus leading to capital market benefits by reducing insider’s ability to

exploit private information. However, some previous studies indicated that fair value model

makes lower accounting quality, lower value relevance relative with cost model (e.g. Eccher

et al., 1996; Chen, 2001). The cost model of investment property is more value relevant than

that of the fair value model (e.g. Pappu and Devi, 2011, Ishak et al., 2012).  The studies of the

comparative value relevance of fair value model and cost model are still less explored in

Thailand. Hence, this paper cannot predict the direction whether the fair value model is more
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value relevant that that of the cost model or not. Therefore, the second hypothesis is set in

terms of alternative hypothesis as follows.

H2A: There is the difference of value relevance of investment property

between the fair value model and the cost model.

3.4 Research Methodology

The first step is to collect data from all listed firms’ financial statements and

notes to financial statements and stock prices. The paper investigates the value relevance of

investment property. The model in this paper is based on the work of Ohlson (1995) and

Feltham and Ohlson (1995). They linked the accounting information such as book values of

equity and earnings with the market values of firms. Therefore, model (1) is used to test the

value relevance of recognized investment property in the Statement of Financial Position.

Model (1) is set as follows.

Pit = α0 + α1EPSit + α2BVEIPit+ α3IPit+ it (1)

Pit = stock price of firm i year t as of three months after the fiscal year ended;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude the investment property) of firm i

year t;

IPit = investment property per share of firm i year t; and

it =  error term.

Stock price used in research model is the stock price as of three months after

the fiscal year ended because the SET sets the disclosure regulation of audited financial

statements. The audited annual financial statements should be submitted within three months of

the end of accounting period. However, a company that elects to file an audit financial

statement within 60 days instead of submitting financial statements of the fourth quarter. That

is, the last day of financial statements disseminating to public is on March 31. Thai investors in

the Stock Exchange of Thailand should perceive the accounting information in that day. Thus,

the stock price used in model (1) should be as at three months after the fiscal year ended.

Model (1) is used to test whether the investment property in Statement of

Financial Position is value relevant information or not. It is the test of first hypothesis. If α3 in

model (1) is statistically significant, the investment property is value relevant information.
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That is, it is related to stock price significantly. Investors use the investment property in

valuing the securities’ prices. In addition, previous studies indicated that fundamental,

economic factors and firm specific factors affected the value relevance of accounting

information. Firms’ size is the most frequent used as control variable in value relevance

studies (e.g. Collins et al., 1997; Habib and Azim, 2008; Zeng et al.; Shamki, 2013). Smaller

firms companies (start up firms) are likely to report losses than larger firms. Therefore,

earnings persistence is lower, which lead to increase the value relevance of book values than

that of earnings (Habib and Azim, 2008). Leverage represents risk of firm which also affects

the value relevance of accounting information (Habib and Azim, 2008; Shamki, 2013). Firm

growth also affects the value relevance of accounting information. High growth firms are

likely to have positive unexpected earnings and such earnings are persistence. Security price

response to unexpected earnings will be higher for such firms (Charitou et al., 2001).

Model (2) is adjusted from model (1) by adding three control variables: size,

leverage and growth. For the measurement of control variables, firms’ size is measured by

log of total assets (e.g. Zeng et al., 2012; Shamki, 2013). Leverage is measured by total debt

to total asset ratio (e.g. Habib and Azim, 2008; Dimitrov and Jain, 2008; Shamki, 2013).

Nonetheless, leverage is also measured by total debt to total equity ratio (e.g. Adami et al.,

2010). Therefore, the paper tests the robustness by replacing total debt to total asset ratio with

total debt to total equity ratio in model (2). Lastly, growth variable is measured by market to

book value ratio (Charitou et al., 2001; Habib and Azim, 2008). Model (2) is set as follows.

Pit = α0 + α1EPSit + α2BVEIPit+ α3IPit+ α4SIZEit+ α5LEVit+α6GROWTHit +it (2)

Pit = stock price of firm i year t as of three months after the fiscal year ended;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude the investment property) of firm i

year t;

IPit = investment property per share of firm i year t;

SIZEit = size of firm i year t (measured by log of total assets);

LEVit = leverage of firm i year t (measured by total debt to total asset ratio (D/TAit)

or total debt to total equity ratio (D/Eit));

GROWTHit = growth of firm i year t (measured by market to book value of equity

ratio); and

it = error term.
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Model (2) also tests the value relevance of investment property. It is the test

of first hypothesis same as model (1). If α3 in model (2) is statistically significant, the

investment property is value relevant information. The prior studies about the control

variables have indicated that the size and growth are expected to be positively related to stock

prices (Collins et al., 1997; Habib and Azim, 2008; Shamki, 2013) and the leverage was

expected to be negatively related to stock price (Habib and Azim, 2008; Dimitrov and Jain,

2008). The researcher predicts that the adding control variables into the model will not

change the results of value relevance of investment property test.

In addition, the paper also examines the comparative value relevance of

investment property under the fair value model and the cost model. Model (1) and Model (2)

are adjusted by adding the dummy variable. Dummy variable is the categorize variable. It is

used to classify the companies according to the choices of accounting practices of investment

property for subsequent measurement after the initial recognition. If the firm chooses the fair

value model D=1, otherwise if the firm chooses the cost model D=0. Model (3) and model

(4) are set as follows.

Pit = 0 + 1D+ 2EPSit + 3BVEIPit+ 4IPit+ 5D*IPit + it (3)

Pit =0 + 1D+2EPSit + 3BVEIPit+4IPit+5D *IPit + 6SIZEit +7LEVit

+8GROWTHit+it (4)

Pit = stock price of firm i year t as of the three months after the fiscal year ended;

D           = dummy variable indicating the choices of the valuation of investment

property between the fair value model and the cost model, if the firm

chooses the fair value model D =1, otherwise if the firm chooses the cost

model D=0;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude the investment property) of firm i

year t;

IPit = investment property per share of firm i year t;

SIZEit = size of firm i year t (measured by log of total assets);

LEVit = leverage of firm i year t (measured by total debt to total asset ratio (D/TAit)

or total debt to total equity ratio (D/Eit));
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GROWTHit = growth of firm i year t (measured by market to book value of equity

ratio); and

it =  error term.

Model (3) is used to test the comparative value relevance of investment

property under the fair value model and the cost model without the control variables whilst

the model (4) is used for the same test with the control variables.

If 4 in model (3) and model (4) are statistically significant, it can be

summarized that investment property is value relevant information. In addition, if 5 in model

(3) and model (4) are statistically significant, there is the difference between value relevance

of the fair value model and the cost model. If 5 in model (3) and model (4) are positive

significant, the result indicates that value relevance of fair value measurement of investment

property is more than that of the cost model. In the opposite direction, if 5 in model (3) and

model (4) are negative significant, the value relevance of the cost model of investment

property is more than that of the fair value model.

For control variables, size and growth are expected to be positively related to

stock prices and the leverage is expected to be negatively related to stock price same as

model (2). The researcher also predicts that the adding control variables into the model will

not change the results of comparative value relevance of investment property test.

Furthermore, the paper runs the regression model (model 1-model 4) for year

2011, year 2012 separately. The study also analyzes the regression model for cross-sectional

data (years 2011-2012). Model (1) and Model (2) are analyzed for all samples and only

investment property firms (firms which have investment property in their Statement of

Financial Position). However, model (3) and model (4) are employed to test the comparative

value relevance of investment property under the fair value model and the cost model, thus

they are analyzed for only investment property firms (called IP firms). Therefore, the findings

(presented in Chapter 4) will be divided into three main sections: overall market analysis (for

all samples), investment property firms analysis (for only IP firms) and the comparative value

relevance of investment property under the fair value model and the cost model (for only IP

firms) (see detail in Chapter 4).
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CHAPTER 4

EMPIRICAL RESULTS

This chapter is composed of two main topics: Sample Characteristics and

Empirical Results. The empirical results section can be divided into overall market analysis

and investment property firms analysis. For each subtopic, the study discusses about

descriptive statistics, correlation analysis and regression results for overall market analysis

and for investment property firms analysis. Finally, this chapter also presents results of the

comparative value relevance of investment property under the fair value model and the cost

model.

4.1 Sample Characteristics

The sample in this study includes all companies listed on the Stock Exchange

of Thailand (SET) during the years 2011-2012 (except the Financials Industry).  It also

excludes the non-December year-ended firms for controlling the effect of the difference in

accounting periods and excludes the negative book value of equities firms. The number of

final sample is 345 companies. The detailed information of sample is summarized in Table

4.1. Number of samples classified by industries and sectors is presented in Table 4.2.

Table 4.1 Sample Characteristics

Sample Characteristics Number of Companies

Number of listed companies on SET* 401

Less Non-December year ended firms 21

Negative book value of equities 7

Missing data** 22

Outlier data*** 6

Total 345
* See detail in Chapter 3
** Missing data may occur because there are some firms which enter the rehabilitation plan
(or classified as the non-performing groups: NPG). Therefore, stock price data of these
companies are unavailable. In addition, some firms delisted from the stock exchange during
the years of study. In the opposition, some firms are new listed firms in year 2012, thus there
are no financial statements covering throughout the years of study.
*** Outlier data are excluded from the sample because their values are extreme approximately
+/-1%.
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Table 4.2 Number of Samples Classified by Industries and Sectors

Industry Sector Number of

Companies

Percentage

Agro and Food Agribusiness 14 4.06%

Food and Beverage

Total

24

38

6.96%

11.02%

Consumer Products Fashion

Home and Office Products

Personal Products and

Pharmaceuticals

Total

19

7

5

31

5.51%

2.03%

1.45%

8.99%

Industrials Automotive

Industrials Materials and

Machinery

Paper and Printing Materials

Petrochemicals and Chemicals

Packaging

Steel

Total

12

6

2

11

11

22

64

3.48%

1.74%

0.58%

3.19%

3.19%

6.38%

18.56%

Property and

Construction

Construction Materials

Property and Development

Total

16

60

76

4.64%

17.39%

22.03%

Resources Energy

Mining

Total

26

1

27

7.54%

0.29%

7.83%
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Table 4.2 (Continued) Number of Samples Classified by Industries and Sectors

Industry Sector Number of

Companies

Percentage

Services Commerce

Heath Cares and Services

Printing and Media

Professional Services

Travel and Leisure

Transportation and  Logistics

Total

14

12

24

2

11

12

75

4.06%

3.48%

6.96%

0.58%

3.19%

3.48%

21.75%

Technology Electronic Components

Information and

Communication

Total

10

24

34

2.90%

6.96%

9.86%

Total 345 100%

Table 4.2 shows that final sample is composed of 7 industries and 23 sectors.

The highest number of samples is listed on Property and Construction Industry (76 firms or

22.03%), followed by Services Industry (75 firms or 21.75%) while the least of them is listed

on Resources Industry (27 firms or 7.83%). The highest number of samples is listed on

property development sector (60 firms or 17.39%) whilst the least of them is listed on the

mining sector (1 firm or 0.29%).
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4.2 Empirical Results

This section mainly partitions into three topics: overall market analysis;

investment property firms analysis and comparative value relevance of investment property

between the fair value model and the cost model.

4.2.1 Overall Market Analysis

4.2.1.1 Descriptive Statistics for All Samples

This section presents the descriptive statistics of variables for overall market

analysis (for all samples). The results are presented in Table 4.3.

Table 4.3 Descriptive Statistics for All Samples

Panel A: Descriptive Statistics of Variables in Year 2011 (N=345)

Variables Mean Standard

Deviation

Minimum Maximum

Dependent Variables

Pit 25.0252 51.9487 0.01 608.00

Independent Variables

EPSit 1.8857 5.6132 -5.6700 73.8200

BVEIPit 15.9327 32.3679 -9.3145 325.8393

IPit 1.3820 8.5700 0.000 145.1531

Control Variables

SIZEit 9.6358 0.6393 8.1684 12.1469

LEVit (measured by D/TAit) 0.4531 0.2201 0.0038 0.9860

LEVit (measured by D/Eit) 1.5946 4.4707 0.0039 70.1769

GROWTHit 1.7642 2.0737 0.1782 23.2715
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Table 4.3 (Continued) Descriptive Statistics for All Samples

Panel B: Descriptive Statistics of Variables in Year 2012 (N =345)

Variables Mean Standard

Deviation

Minimum Maximum

Dependent Variables

Pit 34.4870 56.9785 0.05 377.00

Independent Variables

EPSit 2.0227 4.8351 -13.4700 36.6400

BVEIPit 16.9011 34.2774 -9.3821 325.6573

IPit 1.3346 8.3622 0.000 145.8213

Control Variables

SIZEit 9.6797 0.6522 7.9471 12.2125

LEVit (measured by D/TAit) 0.4453 0.2136 0.0046 0.9477

LEVit (measured by D/Eit) 1.2958 1.8345 0.0046 18.1327

GROWTHit 2.3504 2.5442 0.2290 25.3169

Panel C: Descriptive Statistics of Variables of Two Years Analysis (years 2011-2012) (N=690)

Variables Mean Standard

Deviation

Minimum Maximum

Dependent Variables

Pit 29.7561 54.6873 0.01 608.00

Independent Variables

EPSit 1.9542 5.2352 -13.4700 73.8200

BVEIPit 16.4169 33.3157 -9.3821 325.8393

IPit 1.3583 8.4607 0.000 145.8213

Control Variables

SIZEit 9.6578 0.6457 7.9471 12.2125

LEVit (measured by D/TAit) 0.4492 0.2168 0.0038 0.9860

LEVit (measured by D/Eit) 1.4452 3.4179 0.0039 70.1769

GROWTHit 2.0573 2.3377 0.1782 25.3169

Definition of variables is as followed.

Pit = stock price of firm i year t as of three months after the fiscal year ended;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;
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IPit = investment property per share of firm i year t;

SIZEit = size of firm i year t (measured by log of total assets);

LEV it = leverage of firm i year t (measured by total debt to total asset ratio (D/TAit) or total debt to total

equity ratio (D/Eit)); and

GROWTH it = growth of firm i year t (measured by market to book value of equity ratio).

All variables are in Baht except the size, leverage and growth are in ratio value.

Table 4.3 Panel A and Panel B indicates that there is an increase in mean of

stock price at 31 March 2013 compared with 31 March 2012. There is also a slightly increase

in mean of earnings per share (EPS) and book value of equity per share (exclude the

investment property) (BVEIP) at the end of year 2012 compared with the end of year 2011.

However, mean of investment property per share (IP) decreases slightly in year 2012

compared with year 2011.  Size of year 2012 is slightly higher than that of year 2011. In

addition, the mean of growth measured by market to book value ratio in year 2012 is

significantly higher that of year 2011. Mean of leverage in year 2012, whatever measured by

total debt to total asset ratio or total debt to total equity ratio, decreases compared with year

2011.

Panel C shows the descriptive statistics of two years (2011-2012) analysis.

Mean of stock price is Baht 29.7561. Interesting, the minimum value of earnings per share

and book value of equity per share (exclude investment property) are negative. The results

also reveal that the minimum value of investment property per share is zero. That is, some

firms do not have the investment property item in their Statement of Financial Position.

All panels in Table 4.3 indicate that stock price has the highest value of

standard deviation among other variables because of the wide range between minimum value

and maximum value of share price (minimum value Baht 0.01; maximum value Baht 608).

In addition, the book value of investment property exclude investment property (BVEIP) also

has the high value of standard deviation, although the sample in this study includes only firms

with have the positive book value of equity, BVEIP is still found negative because of the high

value of investment property or very low value of book value of equity.
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4.2.1.2 Correlation Analysis for All Samples

The study analyzes the correlation of all variables both Pearson and Spearman

correlations. The results are shown in Table 4.4.

Table 4.4 Pearson Correlation and Spearman Correlation for All Samples

Panel A: Year 2011 (N=345)

Variables Pit EPSit BVEIPit IPit SIZEit LEVit

(D/TAit)

LEVit

(D/Eit)

GROWTHit

Pit 1.000 0.933*** 0.835*** 0.067 0.266*** -0.125** -0.074 0.133**

EPSit 0.799*** 1.000 0.862*** 0.045 0.193*** -0.130** -0.065 0.025

BVEIPit 0.849*** 0.674*** 1.000 0.075 0.135** -0.240*** -0.098* -0.113**

IPit 0.181*** 0.143*** 0.104* 1.000 0.037 -0.021 -0.018 -0.052

SIZEit 0.238*** 0.186*** 0.135** 0.142*** 1.000 0.335*** 0.021 0.117**

LEVit

(D/TAit)

-0.262*** -0.263*** -0.393*** 0.016 0.349*** 1.000 0.427*** 0.229***

LEVit

(D/Eit)

-0.262*** -0.263*** -0.393*** 0.016 0.349*** 1.000*** 1.000 0.485***

GROWTHit 0.286*** 0.248*** -0.152*** -0.068 0.179*** 0.222*** 0.222*** 1.000

Panel B: Year 2012 (N=345)

Variables Pit EPSit BVEIPit IPit SIZEit LEVit

(D/TAit)

LEVit

(D/Eit)

GROWTHit

Pit 1.000 0.821*** 0.772*** 0.162*** 0.225*** -0.167*** -0.147*** 0.194***

EPSit 0.803*** 1.000 0.830*** 0.094* 0.196*** -0.191*** -0.155*** 0.055

BVEIPit 0.828*** 0.667*** 1.000 0.121** 0.154*** -0.216*** -0.155*** -0.141***

IPit 0.200*** 0.191*** 0.126** 1.000 0.049 -0.039 -0.036 -0.050

SIZEit 0.256*** 0.186*** 0.149*** 0.135** 1.000 0.383*** 0.187*** 0.111**

LEVit

(D/TAit)

-0.187*** -0.260*** -0.326*** -0.002 0.404*** 1.000 0.700*** 0.171***

LEVit

(D/Eit)

-0.187*** -0.260*** -0.326*** -0.002 0.404*** 1.000*** 1.000 0.354***

GROWTHit 0.241*** 0.216*** -0.210*** -0.077 0.130** 0.211*** 0.211*** 1.000
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Table 4.4 (Continued) Pearson Correlation and Spearman Correlation for All Samples

Panel C: Two Years Analysis (N=690)

Variables Pit EPSit BVEIPit IPit SIZEit LEVit

(D/TAit)

LEVit

(D/Eit)

GROWTHit

Pit 1.000 0.870*** 0.799*** 0.115*** 0.246*** -0.147*** -0.091** 0.176***

EPSit 0.799*** 1.000 0.842*** 0.067* 0.194*** -0.158*** -0.085** 0.041

BVEIPit 0.832*** 0.669*** 1.000 0.098*** 0.145*** -0.228*** -0.105*** -0.126***

IPit 0.190*** 0.168*** 0.115*** 1.000 0.043 -0.030 -0.021 -0.050

SIZEit 0.250*** 0.185*** 0.143*** 0.138*** 1.000 0.358*** 0.063* 0.117***

LEVit

(D/TAit)

-0.225*** -0.264*** -0.360*** 0.007 0.376*** 1.000 0.469*** 0.192***

LEVit

(D/Eit)

-0.225*** -0.264*** -0.360*** 0.007 0.376*** 1.000*** 1.000 0.379***

GROWTHit 0.282*** 0.237*** -0.174*** -0.071* 0.160*** 0.208*** 0.208*** 1.000

Pearson correlation is upper right and Spearman Correlation is lower left
*** sig. (2 tailed) at 0.01 level
** sig. (2 tailed) at 0.05 level
* sig. (2 tailed) at 0.10 level

The definition of variables is as follows.

Pit = stock price for firm i year t as of three months after the fiscal year ended;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;

IP it = investment property per share of firm i year t;

SIZEit = size of firm i year t (measured by log of total asset);

LEVit = leverage of firm i year t (measured by total debt to total asset ratio (D/TAit) or total debt to

total equity ratio (D/Eit)); and

GROWTHit = growth of firm i year t (measured by market to book value of equity ratio).

All variables are in Baht except the size, leverage and growth are in ratio value

Table 4.4 indicates that the Pearson correlation is upper right and Spearman

correlation is lower left. For the Pearson correlation of total companies listed on the Stock

Exchange of Thailand (SET), the stock price is correlated with all variables except the

investment property and total debt to total equity ratio in 2011 while the stock price is

associated with all variables significantly in 2012 and two years analysis. EPS is related to

almost variables except investment property, leverage (measured by total debt to total equity)
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and growth in 2011; however, EPS is correlated with all variables significantly except growth

in 2012 and two years analysis. BVEIP is highly associated with all variables in 2011, 2012,

and two years analysis. Nonetheless, BVEIP is not related to investment property

significantly in 2011.  An interesting result is that investment property in year 2011 are not

related with any variables whilst investment property is related to stock price, EPS, BVEIP

significantly in 2012 and two years analysis.

Size is positively and significantly related to stock price, EPS, BVEIP in 2011,

2012 and two years analysis. Leverage (measured by total debt to total asset ratio or total debt

to total equity ratio) is negatively and significantly related to stock price, EPS, and BVEIP

while it is positively and significantly related to size and growth in 2012 and two years

analysis. That is, bigger firms and higher growth firms will raise their funds by borrowing

and issuing debt securities more than those of smaller firms and lower growth firms. Growth

variable is positively related to stock price, EPS, size and leverage, whilst it is negatively

related to BVEIP and investment property. It indicated that higher growth firms have lower

amount of investment property, however, this correlation is not significant.

For Spearman correlation, the results are mainly similar to Pearson correlation.

However, there are some differences. The findings show that stock price, EPS and BVEIP are

correlated with all variables significantly in 2011, 2012 and two years analysis. Investment

property are related with stock price in 2011 for spearman correlation, although it is not

significant related with Pearson correlation. Another interesting result is that leverage

(measured by D/TA ratio) and leverage (measured by D/E ratio) are perfectly correlated

(Spearman rho is 1.000). Therefore, whatever leverage measured by D/TA ratio or D/E ratio

have the same Spearman correlation with all variables. However, they are different value for

Pearson correlation.

Although the findings show the high correlation between some explanatory variables

(e.g. correlation of EPS and BVEIP), there is no multicollinerity problem in regression results of

all models (see the explanation in Appendix B).
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4.2.1.3 Regression Results for All Samples

Regression Results of Model (1)

To test the first hypothesis, the model (1) is run by yearly data (separate data

analysis for year 2011, 2012) and two years analysis (cross sectional analysis for years 2011-

2012). All samples are analyzed for this section. The result is presented in Table 4.5.

Table 4.5 Regression Results of Model (1)

Pit = α0+ α1EPSit+ α2BVEIPit+α3IPit + it (1)

Variables Year 2011 Year 2012 Two Years (2011-2012)

(N =345) (N=345) (N=690)

Coefficients t value p value Coefficients t value p value Coefficients t value p value

Constant 7.335 6.505 0.000*** 12.089 6.458 0.000*** 9.479 8.519 0.000***

EPSit 7.685 21.967 0.000*** 6.862 11.060 0.000*** 7.108 20.236 0.000***

BVEIPit 0.189 3.118 0.002*** 0.465 5.295 0.000*** 0.363 6.567 0.000***

IPit 0.130 1.118 0.264 0.496 2.461 0.014** 0.309 2.623 0.009***

F test 794.372*** 272.616*** 785.616***

Adj. R2 0.874 0.703 0.774

*** significant level at 0.01
** significant level at 0.05
* significant level at 0.10

Definition of variables is as followed.

Pit = stock price of firm i year t as of three months after the fiscal year ended;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;

IPit = investment property per share of firm i year t; and

it = error term.

According to Table 4.5, the overall model is significantly with adjusted R2

87.4% in 2011, 70.3% in 2012 and 77.4% for two years analysis (years 2011-2012). Earnings

per share, book value of equity per share (exclude the investment property) are significantly

and positively related to stock price in yearly data and cross-sectional two years analysis.

However, the investment property is positively and significantly related to the stock price in

2012 and two years analysis while it is not associated with stock price significantly in 2011.

That is, the investment property is value relevant information in 2012 and two years. This

result is consistent with So and Smith (2009), Pappu and Devi (2011) and Ishak et al. (2012).

Their results indicate that investment property is value relevant information in Hong Kong

and Malaysia. The plausible reason of insignificant association between investment property

and stock price in 2011 is that TAS No.40 (revised 2009) Investment Property was effective
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beginning on and after January 1, 2011. Thus, in 2011, Thai investors in the SET do not

aware about the importance of investment property or do not understand the definition and

the recognition, and the measurement rule of investment property. However, when the time

passed for one year, the investment property becomes the value relevant information in 2012.

That is, the investors recognize the importance of investment property in Statement of

Financial Position and use it in valuing their securities in Thai stock market.

Regression Results of Model (2)

Model (1) is modified by adding three control variables which may affect the

value relevance test. The control variables are size (measured by log of total assets), leverage

(measured by total debt to total asset ratio), and growth (measured by the market to book

value of equity). Table 4.6 shows the regression results of model (2).

Table 4.6 Regression Results of Model (2) with Control Variables

Pit = α0+ α1EPSit+ α2BVEIPit+α3IPit + α4SIZEit+α5LEVit+ α6GROWTHit+it (2)

Variables Year 2011 Year 2012 Two Years (2011-2012)

(N =345) (N=345) (N=690)

Coefficients t value p value Coefficients t value p value Coefficients t value p value

Constant -68.604 -4.847 0.000*** -51.731 -2.137 0.033** -62.293 -4.382 0.000***

EPSit 6.959 21.230 0.000*** 5.137 8.536 0.000*** 5.925 17.790 0.000***

BVEIPit 0.283 4.886 0.000*** 0.682 8.026 0.000*** 0.521 9.825 0.000***

IPit 0.140 1.332 0.184 0.523 2.841 0.005*** 0.328 3.067 0.002***

SIZEit 7.777 5.052 0.000*** 6.013 2.262 0.024** 7.028 4.524 0.000***

LEVit

(D/TAit)

-11.173 -2.422 0.016** -15.516 -1.890 0.060* -12.943 -2.754 0.006***

GROWTHit 3.362 7.372 0.000*** 5.235 8.096 0.000*** 4.574 11.183 0.000***

F test 504.915*** 176.036*** 502.898***

Adj. R2 0.898 0.753 0.814
*** significant level at 0.01
** significant level at 0.05, * significant level at 0.10

Definition of variables is as followed.

Pit = stock price of firm i year t as of three months after the fiscal year ended;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;

IPit = investment property per share of firm i year t;

SIZEit = size of firm i year t (measured by log of total assets)

LEVit = leverage of firm i year t (measured by total debt to total asset ratio (D/TAit));

GROWTHit = growth of firm i year t (measured by market to book value of equity ratio); and

it = error term.
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The findings in Table 4.6 are same as Table 4.5. Overall model is significantly

with adjusted R2 89.8% in 2011, 75.3% in 2012, and 81.4% for two years analysis (2011-

2012). Investment property is positively and significantly related to stock price in 2012 whilst

it is not associated with stock price in 2011. That is, investment property is value relevant

information in 2012 while it is not value relevant information in 2011. However, when two

years of cross sectional data is analyzed, investment property is related to stock price

significantly.  For the control variables, size and growth is positively and significantly related

to stock price in 2011, 2012 and two years analysis while the leverage (D/TA ratio) is

negatively and significantly related to stock price in 2011, 2012 and two years analysis.

These results are consistent with prior studies (e.g. Habib and Azim, 2008; Dimitrov and Jain,

2008; Shamki, 2013).

Some prior studies used total debt to total asset ratio as measurement of firm’s

leverage (Habib and Azim, 2008; Dimitrov and Jain, 2008; Shamki, 2013) whilst some of

them employed total debt to total equity ratio as measurement of leverage (e.g. Adami et al.,

2010). The robustness test is prepared by replacing total debt to asset (D/TA) ratio to total

debt to total equity (D/E) ratio. The result is presented in Table 4.7.

Table 4.7 Regression Results of Model (2) with Control Variables (Change D/TA ratio

to D/E ratio)

Pit = α0+ α1EPSit+ α2BVEIPit+α3IPit + α4SIZEit+α5LEVit+ α6GROWTHit+it (2)

Variables Year 2011 Year 2012 Two Years (2011-2012)

(N =345) (N=345) (N=690)

Coefficients t value p value Coefficients t value p value Coefficients t value p value

Constant -59.772 -4.437 0.000*** -54.497 -2.376 0.018** -54.639 -4.050 0.000***

EPSit 6.765 21.108 0.000*** 4.791 8.034 0.000*** 5.745 17.438 0.000***

BVEIPit 0.327 5.897 0.000*** 0.721 8.645 0.000*** 0.557 10.774 0.000***

IPit 0.146 1.424 0.155 0.521 2.890 0.004*** 0.333 3.166 0.002***

SIZEit 6.294 4.480 0.000*** 5.891 2.454 0.015** 5.680 4.038 0.000***

LEVit

(D/Eit)

-1.073 -4.771 0.000*** -3.838 -4.224 0.000*** -1.574 -5.585 0.000***

GROWTHit 4.359 8.661 0.000*** 6.107 9.063 0.000*** 5.342 12.395 0.000***

F test 532.495*** 185.742*** 523.984***

Adj. R2 0.903 0.763 0.820
*** significant level at 0.01
** significant level at 0.05
* significant level at 0.10
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Definition of variables is as followed.

Pit = stock price of firm i year t as of three months after the fiscal year ended;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;

IPit = investment property per share of firm i year t;

SIZEit = size of firm i year t (measured by log of total assets);

LEVit = leverage of firm i year t (measured by total debt to total equity ratio (D/Eit));

GROWTHit = growth of firm i year t (measured by market to book value of equity ratio); and

it = error term.

According to Table 4.7, the change in leverage measurement does not affect

the result of regression analysis. The result is same as Table 4.6. It confirms the findings that

investment property is value relevant information in 2012 and two years analysis (2011-

2012), whereas the investment property is not value relevant information in 2011. The

findings are consistent with the spearman correlation analysis shown in Table 4.4. Spearman

correlation of D/TA ratio and D/E ratio is 1.000 which is perfectly correlated. Spearman

correlations of D/TA ratio with other variables are the same values with those of D/E ratio.

For the control variables, size and growth is positively and significantly related

to stock price, while the leverage (D/E ratio) is negatively and significantly related to stock

price. However, the adjusted R2 of the models using D/E ratio as leverage measurement

(90.3% in 2011, 76.3% in 2012 and 82% for two years analysis) are higher than those of the

models using D/TA as leverage measurement (89.8% in 2011, 75.3% in 2012, 81.4% for two

years analysis). The significant levels between total debt to total equity (D/E) ratio and stock

price are 1% in 2011 and 2012 while those of total debt to total asset (D/TA) ratio and stock

price are 5% in 2011 and 10% in 2012. That is, the total debt to total equity (D/E) ratio has

the higher power in explaining the changes in stock prices more than that of total debt to total

asset (D/TA) ratio.



37

4.2.2 Investment Property Firms Analysis

The study also investigates the value relevance of investment property

especially for firms which have investment property items in their Statement of Financial

Position. These firms are called Investment Property Firms (IP firms) in this paper.

Nonetheless, there are some companies that do not have the investment property items in

their Statement of Financial Position. They are called Non-Investment Property Firms (Non-

IP firms) in this study. The research investigates the value relevance of investment property

for only IP firms. In addition, comparative value relevance under the fair value model and the

cost model can be analyzed for only IP firms (see detail in Section 4.2.3). The number of

investment property firms (IP firms) and non-investment property firms (Non-IP firms) are

summarized in Table 4.8.

Table 4.8 Number of Investment Property Firms and Non-Investment Property Firms

Type of Firms* Year 2011 Year 2012

Number of Companies Percentage Number of Companies Percentage

IP Firms 171 49.57% 174 50.43%

Non-IP Firms 174 50.43% 171 49.57%

Total 345 100.00% 345 100.00%
* The classification of investment property firms (IP firms) and non-investment property firms (Non-IP firms) is

based on the presentation of investment property in Statement of Financial Position.

The number of IP firms in 2011 and 2012 is 171 companies (or 49.57% of

total sample) and 174 companies (or 50.43% of total sample), respectively. Frequency of IP

firms in 2012 is slightly higher than that of year 2011. About half of samples have the

investment properties in their Statements of Financial Position.

From the data collection, the findings also reveal that there are 167 companies

which have the investment property in both years (2011 and 2012). In addition, four firms

have investment property only in year 2011 and seven firms have investment property

especially in 2012. The detailed information of investment property firms classified by

industries and section is shown in Table 4.9.
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Table 4.9 Number of Investment Property Firms Classified by Industries and Sectors

Panel A: Percentage of Number of Investment Property Firms in Each Year

Industry Sector Year 2011 Year 2012

Number of

Companies

Percentage* Number of

Companies

Percentage*

Agro and Food Agribusiness 7 4.09% 7 4.02%

Food and Beverage

Total

14

21

8.19%

12.28%

14

21

8.05%

12.07%

Consumer

Products

Fashion

Home and Office

Products

Personal Products

and Pharmaceuticals

Total

13

5

2

20

7.60%

2.92%

1.17%

11.70%

13

5

3

21

7.47%

2.87%

1.72%

12.07%

Industrials

Property and

Construction

Resources

Automotive

Industrials Materials

and Machinery

Paper and Printing

Materials

Petrochemicals and

Chemicals

Packaging

Steel

Total

Construction

Materials

Property and

Development

Total

Energy

Mining

Total

7

3

1

5

7

9

32

7

43

50

13

0

13

4.09%

1.76%

0.58%

2.93%

4.09%

5.26%

18.71%

4.09%

25.15%

29.24%

7.60%

0.00%

7.60%

5

3

1

5

6

8

28

8

45

53

14

0

14

2.87%

1.72%

0.57%

2.87%

3.45%

4.60%

16.09%

4.60%

25.86%

30.46%

8.05%

0.00%

8.05%
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Table 4.9 (Continued) Number of Investment Property Firms Classified by Industries and Sectors

Panel A: Percentage of Number of Investment Property Firms in Each Year

Industry Sector Year 2011 Year 2012

Number of

Companies

Percentage* Number of

Companies

Percentage*

Services Commerce

Heath Cares and

Services

Printing and Media

Professional

Services

Travel and Leisure

Transportation and

Logistics

Total

7

4

7

0

7

6

31

4.09%

2.34%

4.09%

0.00%

4.09%

3.51%

18.13%

7

4

7

0

7

6

31

4.02%

2.30%

4.02%

0.00%

4.02%

3.45%

17.82%

Technology Electronic

Components

Information and

Communication

Total

0

4

4

0.00%

2.34%

2.34%

1

5

6

0.57%

2.87%

3.45%

Total 171 100.00% 174 100.00%

* Percentage of number of IP firms in each year (percentage of 171 companies in 2011 and 174 companies in

2012)
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Table 4.9 (Continued) Number of Investment Property Firms Classified by Industries and Sectors

Panel B: Percentage of Total Sample in Each Sector

Industry Sector Number of

Samples

Year 2011 Year 2012

Number of IP firms

(Percentage**)

Number of IP firms

(Percentage**)

Agro and Food Agribusiness 14 7 (50.00%) 7 (50.00%)

Food and Beverage

Total

24

38

14 (58.33%)

21 (55.26%)

14 (58.33%)

21 (55.26%)

Consumer

Products

Fashion

Home and Office

Products

Personal Products and

Pharmaceuticals

Total

19

7

5

31

13 (68.42%)

5 (71.43%)

2 (40.00%)

20 (64.52%)

13 (68.42%)

5 (71.43%)

3 (60.00%)

21 (67.74%)

Industrials Automotive

Industrials Materials

and Machinery

Paper and Printing

Materials

Petrochemicals and

Chemicals

Packaging

Steel

Total

12

6

2

11

11

22

64

7 (58.33%)

3 (50.00%)

1 (50.00%)

5 (45.45%)

7 (63.64%)

9 (40.91%)

32 (50.00%)

5 (41.67%)

3 (50.00%)

1 (50.00%)

5(45.45%)

6 (54.55%)

8 (36.36%)

28 (43.75%)

Property and

Construction

Resources

Construction

Materials

Property and

Development

Total

Energy

Mining

Total

16

60

76

26

1

27

7 (43.75%)

43 (71.67%)

50 (65.79%)

13 (50.00%)

0 (0.00%)

13 (48.15%)

8 (50.00%)

45 (75.00%)

53 (69.74%)

14 (53.85%)

0 (0.00%)

14 (51.85%)
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Table 4.9 (Continued) Number of Investment Property Firms Classified by Industries and Sectors

Panel B: Percentage of Total Sample in Each Sector

Industry Sector Number of

Samples

Year 2011 Year 2012

Number of IP firms

(Percentage**)

Number of IP firms

(Percentage**)

Services Commerce

Heath Cares and

Services

Printing and Media

Professional Services

Travel and Leisure

Transportation and

Logistics

Total

14

12

24

2

11

12

75

7 (50.00%)

4 (33.33%)

7 (29.17%)

0 (0.00%)

7 (63.64%)

6 (50.00%)

31 (41.33%)

7 (50.00%)

4 (33.33%)

7 (29.17%)

0 (0.00%)

7 (63.64%)

6 (50.00%)

31 (41.33%)

Technology Electronic

Components

Information and

Communication

Total

10

24

34

0 (0.00%)

4 (16.67%)

4 (11.76%)

1 (10.00%)

5 (20.83%)

6 (17.65%)

Total 345 171 (49.57%) 174 (50.43%)

** Percentage of total sample in each sector and each industry.

Table 4.9 shows the number of IP firms classified by industries and sectors.

Table 4.9 Panel A calculates the percentage of IP firms to total number of IP firms in each

year (171 companies in 2011 and 174 companies in 2012). The results show that the highest

number of IP firms is listed on Property and Construction Industry (50 companies or 29.24%

in 2011 and 53 companies or 30.46% in 2012). The least number of IP firms is listed on

Technology Industry (4 companies or 2.34% in 2011 and 6 companies or 3.45% in 2012). In

addition, highest number of IP is listed on Property and Development Sector for both years

(43 companies or 25.15% in 2011 and 45 companies or 25.86% in 2012). However, mining

Sector and Professional Service Sector have no investment property in their Statement of

Financial Position for both years. Listed companies in Electric component sector do not have

IP in Statement of Financial Position in 2011.



42

Table 4.9 Panel B shows the proportion of number of IP firms to total sample in

each sector and each industry. The result indicates that the highest proportion of IP firms is

listed on Property and Construction Industry both in 2011 (50 companies or 65.79%) and 2012

(53 companies or 69.74%) while the lowest proportion of them is listed on Technology

Industry (4 companies or 11.76% in 2011 and 6 companies or 17.65%). The highest proportion

of IP firms sector is Property and Development Sector in 2011 (43 companies or 71.67%) and

2012 (45 companies or 75%). The least proportion of IP firms is listed on Mining sector (0%),

Professional Services sector (0%) in both years, and Electronic Components sector (0%) in

2011.

4.2.2.1 Descriptive Statistics for Investment Property Firms

Table 4.10 presents the descriptive statistics of all variables for investment

property firms.

Table 4.10 Descriptive Statistics for Investment Property Firms

Panel A: Year 2011 (171 companies)

Variables Mean Standard

Deviation

Minimum Maximum

Dependent Variables

Pit 25.4758 58.1828 0.02 608.00

Independent Variables

D 0.1200 0.3290 0.00 1.00

EPSit 2.0464 6.6511 -5.6700 73.8200

BVEIPit 16.9216 35.9315 -9.3145 325.8393

IPit 2.7882 12.0281 0.0014 145.1531

D* IPit 1.1085 11.1514 0.00 145.1531

Control Variables

SIZEit 9.7349 0.6344 8.2699 12.1469

LEVit (measured by D/TAit) 0.4668 0.2270 0.0100 0.9860

LEVit (measured by D/Eit) 1.9952 6.1302 0.0101 70.1769

GROWTH it 1.7336 2.3140 0.1782 23.2715
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Table 4.10 (Continued) Descriptive Statistics for Investment Property Firms

Panel B: Year 2012 (174 companies)

Variables Mean Standard

Deviation

Minimum Maximum

Dependent Variables

Pit 36.4426 59.7659 0.22 377.00

Independent Variables

D 0.1400 0.3460 0.00 1.00

EPSit 2.1581 5.1130 -13.4700 36.6400

BVEIPit 18.2448 37.7183 -9.3821 325.6573

IPit 2.6461 11.6428 0.0014 145.8213

D*IP it 1.1232 11.1073 0.00 145.8213

Control Variables

SIZEit 9.7706 0.6534 8.1682 12.2125

LEVit (measured by D/TAit) 0.4526 0.2160 0.0118 0.9387

LEVit (measured by D/Eit) 1.3841 1.9684 0.0120 15.3097

GROWTH it 2.2700 2.6919 0.3227 25.3169

Panel C: Two years analysis (years 2011-2012) (N=345 firms)

Variables Mean Standard

Deviation

Minimum Maximum

Dependent Variables

Pit 31.0069 59.1562 0.02 608.00

Independent Variables

D 0.1304 0.3373 0.00 1.00

EPSit 2.1028 5.9171 -13.4700 73.8200

BVEIPit 17.5889 36.7959 -9.3821 325.8393

IPit 2.7166 11.8183 0.0014 145.8213

D*IP it 1.1159 11.1130 0.0000 145.8213

Control Variables

SIZEit 9.7529 0.6434 8.1682 12.2125

LEVit (measured by D/TAit) 0.4596 0.2213 0.0100 0.9860

LEVit (measured by D/Eit) 1.6870 4.5402 0.0101 70.1769

GROWTHit 2.0041 2.5224 0.1782 25.3169
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Definition of variables is as followed.

Pit = stock price of firm i year t as of three months after the fiscal year ended;

D = dummy variable, D=1 if firm chooses the fair value model and D=0 if firm chooses the cost model;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;

IPit = investment property per share of firm i year t;

SIZEit = size of firm i year t (measured by log of total assets);

LEV it = leverage of firm i year t (measured by total debt to total asset ratio (D/TAit) or total debt to total

equity ratio (D/Eit)); and

GROWTHit = Growth of firm i year t (measured by market to book value of equity ratio).

All variables are in Baht except the dummy variable, size, leverage and growth are in ratio value.

Table 4.10 Panel A and Panel B shows the descriptive statistics of investment

property firms in 2011 and 2012, respectively. Mean of stock price at the end of March 2013

is more than that of the end of March 2012. The minimum value of earnings per share (EPS)

and book value of equity per share exclude investment property (BVEIP) is negative both in

2011 and 2012. This result is consistent with overall market analysis. Means of EPS and

BVEIP of year 2012 are more than those of year 2011 whilst mean of investment property per

share of year 2012 is slightly lower than that of year 2011.

This table adds the descriptive statistic of dummy variable (D) and interaction

term between dummy variable and investment property per share (D*IP) which are used to

test the value relevance under the fair value model and the cost model. (D=1 if firm choose

the fair value model and D=0 if firm choose the cost model). Mean of dummy variable of

year 2012 is higher than 2011. This can imply that number of firms adopting fair value model

of 2012 is higher than that of 2011 because the dummy variable equals 1 for fair value model

and it equals 0 for cost value model. Mean of interaction term between dummy and

investment property per share (D*IP) of 2012 is more than that of 2011. It also confirms that

the listed companies selecting the fair value model choices of year 2012 are more than that of

2011.

Means of size and growth of 2012 are more than those of 2011 whilst the

opposition direction is found for leverage (whatever measured by total debt to total asset ratio

or total debt to total equity ratio).

Panel C presents the descriptive statistics of two years analysis (years 2011-

2012) for investment property firms. Mean of stock price is Baht 31.0069. Minimum value of

earnings per share (EPS) and book value of equity per share excluding the investment
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property (BVEIP) is negative value same as Panel A and B. Mean of investment property per

share is Baht 2.7166. Interestingly, range between minimum and maximum value of leverage

(no matter measured by total debt to total asset ratio or total debt to total equity ratio) is

widely.

All panels in Table 4.10 indicate that the highest value of standard deviation is

stock price, followed by BVEIP same as overall market analysis. As seen in Table 4.10, there

are very wide range between minimum value and maximum value of stock price and BVEIP.

In addition, minimum value of BVEIP is negative same as overall market analysis. Although

the sample in this study includes only positive book value of equity firms, the minimum value

of BVEIP is still negative due to high value of investment property or very low of book value

of equity.

4.2.2.2 Correlation Analysis for Investment Property Firms

The study tests the comparative value relevance of investment property under

the fair value model and the cost model by analyzing only firms with investment property in

their Statement of Financial Position (called IP firms). Table 4.11 presents Pearson

Correlation and Spearman Correlation for investment property firms. It includes the

correlations between dummy variable (D=1 if firm chooses the fair value model and D=0 if

firm chooses the cost model) and other variables.
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Table 4.11 Pearson Correlation and Spearman Correlation for Investment Property Firms

Panel A: Year 2011 (171 firms)

Variables Pit D EPSit BVEIPit IPit D*IPit SIZEit LEVit

(D/TAit)

LEVit

(D/Eit)

GROWTHit

Pit 1.000 -0.017 0.955*** 0.891*** 0.085 0.011 0.361*** -0.080 -0.068 0.040

D 0.118 1.000 -0.084 -0.013 0.195** 0.266*** 0.091 0.041 -0.040 0.032

EPSit 0.804*** -0.087 1.000 0.884*** 0.049 -0.008 0.303*** -0.069 -0.057 -0.002

BVEIPit 0.822*** 0.087 0.659*** 1.000 0.090 0.062 0.271*** -0.226*** -0.096 -0.114

IPit 0.465*** 0.084 0.328*** 0.362*** 1.000 0.913*** 0.018 -0.044 -0.034 -0.064

D*IPit 0.122 0.997*** -0.079 0.089 0.112 1.000 0.025 -0.056 -0.023 -0.057

SIZEit 0.238*** 0.114 0.181** 0.124 -0.034 0.111 1.000 0.223*** -0.044 0.042

LEVit

(D/TAit)

-0.357*** 0.044 -0.340*** -0.506*** -0.145* 0.045 0.221*** 1.000 0.432*** 0.243***

LEVit

(D/Eit)

-0.357*** 0.044 -0.340*** -0.506*** -0.145* 0.045 0.221*** 1.000*** 1.000 0.567***

GROWTHit 0.144* -0.026 0.133* -0.288*** -0.227*** -0.032 0.197*** 0.310*** 0.310*** 1.000
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Table 4.11 (Continued) Pearson Correlation and Spearman Correlation for Investment Property Firms

Panel B: Year 2012 (174 firms)

Variables Pit D EPSit BVEIPit IPit D*IPit SIZEit LEVit

(D/TAit)

LEVit

(D/Eit)

GROWTHit

Pit 1.000 0.020 0.808*** 0.802*** 0.213*** 0.102 0.301*** -0.166** -0.150** 0.129*

D 0.087 1.000 -0.041 -0.023 0.189** 0.254*** 0.076 0.000 -0.034 0.061

EPSit 0.833*** 0.016 1.000 0.808*** 0.121 0.053 0.288*** -0.161** -0.149** 0.041

BVEIPit 0.792*** 0.058 0.680*** 1.000 0.149** 0.107 0.274*** -0.205*** -0.155** -0.140*

IPit 0.476*** 0.082 0.340*** 0.384*** 1.000 0.941*** 0.038 -0.063 -0.058 -0.060

D*IPit 0.099 0.996*** 0.029 0.064 0.115 1.000 0.028 -0.060 -0.043 -0.060

SIZEit 0.278*** 0.096 0.174** 0.115 0.009 0.097 1.000 0.306*** 0.096 0.073

LEVit

(D/TAit)

-0.219*** 0.005 -0.306*** -0.403*** -0.105 0.013 0.338*** 1.000 0.721*** 0.174**

LEVit

(D/Eit)

-0.219*** 0.005 -0.306*** -0.403*** -0.105 0.013 0.338*** 1.000*** 1.000 0.438***

GROWTHit 0.181** -0.033 0.160** -0.298*** -0.187** -0.037 0.180** 0.275*** 0.275*** 1.000
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Table 4.11 (Continued) Pearson Correlation and Spearman Correlation for Investment Property Firms

Panel C: Two Years Analysis (345 firms)

Variables Pit D EPSit BVEIPit IPit D*IPit SIZEit LEVit

(D/TAit)

LEVit

(D/Eit)

GROWTHit

Pit 1.000 0.005 0.877*** 0.842*** 0.148*** 0.057 0.331*** -0.125** -0.084 0.098*

D 0.104* 1.000 -0.063 -0.018 0.192*** 0.260*** 0.084 0.020 -0.035 0.050

EPSit 0.818*** -0.029 1.000 0.840*** 0.079 0.019 0.293*** -0.108** -0.071 0.019

BVEIPit 0.801*** 0.073 0.669*** 1.000 0.120** 0.085 0.273*** -0.215*** -0.098* -0.126**

IPit 0.468*** 0.084 0.333*** 0.373*** 1.000 0.927*** 0.028 -0.053 -0.035 -0.062

D*IPit 0.112** 0.997*** -0.018 0.076 0.114** 1.000 0.027 -0.058 -0.025 -0.058

SIZEit 0.260*** 0.106** 0.176*** 0.120** -0.012 0.105* 1.000 0.264*** -0.009 0.062

LEVit

(D/TAit)

-0.288*** 0.025 -0.328*** -0.453*** -0.127** 0.029 0.281*** 1.000 0.451*** 0.201***

LEVit

(D/Eit)

-0.288*** 0.025 -0.328*** -0.453*** -0.127** 0.029 0.281*** 1.000*** 1.000 0.442***

GROWTHit 0.188*** -0.021 0.163*** -0.282*** -0.200*** -0.026 0.194*** 0.277*** 0.277*** 1.000

Pearson Correlation is upper right and Spearman Correlation is lower left.
*** sig. (2 tailed) at 0.01 level
** sig. (2 tailed) at 0.05 level
* sig. (2 tailed) at 0.10 level
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The definition of variables is as follows.

Pit = stock price of firm i year t as of three months after the fiscal year ended;

D = dummy variable, D=1 if firm chooses the fair value model and D=0 if firm chooses the cost model;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;

IP it = investment property per share of firm i year t;

SIZEit = size of firm i year t (measured by log of total asset);

LEVit = leverage of firm i year t (measured by total debt to total asset ratio (D/TAit) or total debt to total

equity ratio (D/Eit)); and

GROWTHit = growth of firm i year t (measured by market to book value of equity ratio).

All variables are in Baht except the dummy variable, size, leverage and growth are in ratio value.

Table 4.11 presents Pearson correlation in upper right and Spearman

correlation in lower left of all variables. Pearson correlation indicates that the stock price is

positively and significantly related to earnings per share (EPS), book value of equity per

share exclude the investment property (BVEIP), and size in 2011. Nonetheless, in 2012 and

two years analysis, stock price is related to EPS, BVEIP, investment property, size, leverage

and growth while stock price is not related to dummy variable and interaction term between

dummy variable and investment property per share (D*IP). Dummy variable is correlated

significantly with investment property and interaction term between dummy variable and

investment property per share in 2011, 2012 and two years analysis. EPS is positively

associated with stock price, BVEIP, and size in 2011, 2012 and two years analysis. It is

negatively and significantly related to leverage (measured by D/TA ratio and D/E ratio) in

2012, however, it is negatively and significantly related only D/TA ratio in two years

analysis. BVIEP is related to stock price, EPS, size and leverage (measured by D/TA ratio) in

2011. In 2012 and two years analysis, BVEIP is also associated with stock price, EPS,

investment property, size, leverage (measured by D/TA ratio and D/E ratio), and growth. In

2011, investment property per share is correlated only with dummy variable and interaction

term between dummy variable and investment property per share, while investment property

per share is related to stock price, BVEIP, dummy variable, and interaction term between

dummy variable and investment property per share (D*IP) in 2012 and two years analysis.

For the correlation between control variables and other variables, the results

indicate that size is positively related significantly with stock price, EPS, BVEIP, leverage

(measured by D/TA ratio) for all panels. D/TA ratio is related to BVEIP, size, D/E ratio and

GROWTH in 2011 whereas it is correlated with stock price, EPS, BVEIP, SIZE, D/E ratio
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and GROWTH in 2012 and two years analysis. D/E ratio is not related to any variables in

2011 except D/TA ratio and growth. In 2012, D/E ratio is related to stock price, EPS, BVEIP,

D/TA ratio, and growth while it is related to BVEIP, D/TA ratio, and growth for two years

analysis. Growth is related only with D/TA ratio and D/E ratio in 2011. It is also related to

stock price, BVEIP, D/TA ratio and D/E ratio in 2012 and two years analysis.

For spearman correlation analysis of investment property firms, stock price

is significantly related to all variables except dummy variable and interaction term between

dummy variable and investment property per share (D*IP) in 2011 and 2012 while stock

price is significantly related to all variables for two years analysis. Dummy variable is related

to interaction term between dummy variable and investment property per share in 2011 and

2012, and two years analysis. It is also related to size for two years analysis. EPS is

significantly related to all variables except dummy variable, interaction term between dummy

variable and investment property per share for all panels. The interesting result is that

spearman correlation between total debt to total asset ratio (D/TA) and total debt to total

equity ratio (D/E) is 1.000 which is perfectly correlated. This is the same result as spearman

correlation for overall market analysis as presented in Table 4.4. Growth is correlated with all

variables except dummy variable and interaction term between dummy variable and

investment property per share in 2011, 2012 and two years analysis.

In sum, all panels in Table 4.11 provide the similar results. That is, stock

prices are positively correlated with all explanatory variables (except leverage). Earnings

(EPS), book value of equity exclude investment property (BVEIP), investment property (IP)

are accounting information which investors use them in valuing their stock prices. All control

variables (size, leverage, and growth) are also related to stock price. Bigger and higher

growth firms have the high value of stock price than smaller and lower growth firms whilst

the higher leverage firms have the lower value of stock price than the lower one.
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4.2.2.3 Regression Results for Investment Property Firms

The paper runs regression model (1) and model (2) for only firms which have

investment property in Statement of Financial Position (called IP Firms). The results are

shown in Table 4.12-4.14.

Table 4.12 Regression Results of Model (1) for Investment Property Firms

Pit = α0 + α1EPSit+ α2BVEIPit+ α3IPit+it (1)

Variables Year 2011 Year 2012 Two years (2011-2012)

(N=171) (N=174) (N= 345)

Coefficients t value p value Coefficients t value p value Coefficients t value p value

Constant 5.627 3.921 0.000*** 11.512 4.281 0.000*** 8.160 5.213 0.000***

EPSit 6.734 16.597 0.000*** 5.383 6.763 0.000*** 5.807 13.387 0.000***

BVEIPit 0.336 4.456 0.000*** 0.659 6.086 0.000*** 0.558 7.970 0.000***

IPit 0.139 1.318 0.189 0.486 2.333 0.021** 0.301 2.529 0.012**

F test 657.076*** 150.100*** 487.079***

Adj. R2 0.920 0.721 0.809
*** significant level at 0.01
** significant level at 0.05
* significant level at 0.10

The definition of variables is as follows.

Pit = stock price of firm i year t as of three months after the fiscal year ended;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;

IP it = investment property per share of firm i year t; and

it = error term.

Table 4.12 is analyzed for the samples which have the investment properties

in their Statement of Financial Position. This table shows that overall model is significantly at

0.01 level for 2011, 2012, and two years analysis. The adjusted R2 of model (1) is 92% in

2011, 72.1% in 2012 and 80.9% for two years analysis. The findings in this table are same as

overall market analysis. That is, investment property in 2011 is not related to stock price

significantly while investment property is positively and significantly related to stock price in

2012 and two years analysis. That is, investment property is value relevant information in

2012 and two years analysis but it is not value relevant information in 2011. The results of

value relevance of investment property is line with So and Smith (2009), Pappu and Devi

(2011), and Ishak et al. (2012). The plausible reason of insignificant relationship between stock
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price and investment property is same as overall market analysis. That is, year 2011 is the first

year adoption of TAS 40 (revised 2009) Investment Property. Thai investors do not recognize the

importance of investment property in valuing their securities. However, earnings per share, book

value of equity per share (exclude investment property) are related to stock price significantly in

2011, 2012 and both years. Then, model (1) is adjusted by adding three control variables: size,

leverage and growth. The regression result of model (2) is presented in Table 4.13.

Table 4.13 Regression Results of Model (2) with Control Variables for Investment

Property Firms

Pit = α0 + α1EPSit+ α2BVEIPit+ α3IPit + α4 SIZEit + α5LEVit + α6GROWTHit +it (2)

Variables Year 2011 Year 2012 Two years (2011-2012)

(N=171) (N=174) (N= 345)

Coefficients t value p value Coefficients t value p value Coefficients t value p value

Constant -65.949 -3.438 0.001*** -44.503 -1.229 0.221 -57.354 -2.718 0.007***

EPSit 6.317 15.614 0.000*** 4.252 5.453 0.000*** 5.122 12.125 0.000***

BVEIPit 0.378 4.897 0.000*** 0.782 7.278 0.000*** 0.639 9.125 0.000***

IPit 0.151 1.523 0.130 0.519 2.649 0.009*** 0.325 2.908 0.004***

SIZEit 7.180 3.520 0.001*** 5.408 1.381 0.169 6.375 2.818 0.005***

LEVit

(D/TAit)

-2.685 -0.455 0.650 -14.394 -1.235 0.218 -7.509 -1.146 0.253

GROWTHit 1.748 3.259 0.001*** 4.317 4.865 0.000*** 3.367 6.176 0.000***

F test 374.353*** 89.571*** 283.263***

Adj. R2 0.929 0.754 0.831
*** significant level at 0.01
** significant level at 0.05
* significant level at 0.10

The definition of variables is as follows.

Pit = stock price of firm i year t as of three months after the fiscal year ended;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;

IP it = investment property per share of firm i year t;

SIZEit = size of firm i year t (measured by log of total asset);

LEVit = leverage of firm i year t (measured by total debt to total asset ratio (D/TAit));

GROWTHit = growth of firm i year t (measured by market to book value of equity ratio); and

it = error term .
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The findings in Table 4.13 reveal that the adding of control variables (size,

leverage, and growth) does not affect the results of value relevance of investment property,

earnings per share, and book value of equity per share (exclude investment property). The

adjusted R2 of model (2) is 92.9% in 2011, 75.4% in 2012 and 83.1% for two years analysis.

Adjusted R2 of model (2) is slightly higher than that of model (1). Earnings per share, book

value of equity per share (exclude investment property) are value relevant information. They

are also related with stock price at 0.01 level in 2011, 2012 and two years analysis.

Investment property is value relevant information in 2012 and two years, while it is not value

relevant information in 2011. Leverage (measured by total debt to total asset ratio) is

insignificantly associated with stock price in 2011, 2012 and two years whilst the growth

(measured by market to book value of equity) is positively and significantly related to stock

price in 2011, 2012 and two years analysis. Size is positively and significantly related to

stock price in 2011 and two years analysis, but it is insignificantly related to stock price in

2012. The findings of significant association between control variables and stock prices are in

conformity with Habib and Azim (2008), Dimitrov and Jain (2008) and Shamki (2013).

However, this finding does not affect on the hypothesis testing.

In addition, the research also tests the robustness by changing the leverage

measurement from total debt to total asset ratio (D/TA) to total debt to total equity ratio

(D/E). The result is presented in Table 4.14.
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Table 4.14 Regression Results of Model (2) with Control Variables for Investment

Property Firms (Change D/TA ratio to D/E ratio)

Pit = α0 + α1EPSit+ α2BVEIPit+ α3IPit + α4 SIZEit + α5LEVit + α6GROWTHit +it (2)

Variables Year 2011 Year 2012 Two years (2011-2012)

(N=171) (N=174) (N= 345)

Coefficients t value p value Coefficients t value p value Coefficients t value p value

Constant -62.248 -3.322 0.001*** -43.517 -1.263 0.208 -51.213 -2.512 0.012**

EPSit 6.216 15.985 0.000*** 3.882 5.012 0.000*** 4.962 11.906 0.000***

BVEIPit 0.398 5.534 0.000*** 0.822 7.859 0.000*** 0.668 9.920 0.000***

IPit 0.152 1.552 0.123 0.515 2.688 0.008*** 0.326 2.954 0.003***

SIZEit 6.628 3.424 0.001*** 4.929 1.380 0.170 5.394 2.559 0.011**

LEVit

(D/Eit)

-0.546 -2.351 0.020** -3.875 -3.022 0.003*** -1.091 -3.424 0.001***

GROWTHit 2.545 4.035 0.000*** 5.472 5.690 0.000*** 4.180 7.047 0.000***

F test 387.366*** 94.870*** 293.683***

Adj. R2 0.932 0.765 0.836
*** significant level at 0.01
** significant level at 0.05
* significant level at 0.10

The definition of variables is as follows.

Pit = stock price of firm i year t as of three months after the fiscal year ended;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;

IP it = investment property per share of firm i year t;

SIZEit = size of firm i year t (measured by log of total asset);

LEVit = leverage of firm i year t (measured by total debt to total equity (D/Eit));

GROWTHit = growth of firm i year t (measured by market to book value of equity ratio); and

it = error term .

The model (2) is robustness test by replacing total debt to total asset (D/TA)

ratio to total debt to total equity (D/E) ratio. These findings in year 2011, 2012 and two years

analysis of value relevance of investment property, earnings per share, and book value of

equity per share (exclude investment property) and other control variables are same as Table

4.13. Nonetheless, leverage (measured by D/E ratio) is negatively and significantly related to

stock price in 2011, 2012 and two years analysis which are contrast with leverage (measured

by D/TA ratio). D/TA ratio is not significantly related to stock price in 2011, 2012 and two

years analysis (see details in Table 4.13).
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Although Spearman correlation of D/E and D/TA is 1.000, the result in this

table shows the contradict findings with Table 4.13. The plausible reason is that D/E ratio has

the explanatory power in explaining the variability of stock price more than that of D/TA

ratio as discussed in Section 4.2.1.3. Nonetheless, this finding does not affect the result of

hypothesis testing.

4.2.3 Comparative Value Relevance of Investment Property under the

Fair Value Model and the Cost Model

TAS 40 (revised 2009) Investment Property identifies the option of valuation

of investment property for subsequent measurement after the initial recognition. Firms can

choose either the fair value model or the cost model (see details in Chapter 2). If a firm

chooses the cost model, it shall measure its investment property in accordance with TAS 16

Property, Plant, and Equipment. An entity that chooses the cost model should disclose the fair

value of investment property in their notes to financial statements. Table 4.15 summarizes the

number of firms choosing the fair value model or the cost model in 2011 and 2012.

Table 4.15 Number of Firms Choosing the Fair Value Model or the Cost Model

Alternative of

Investment

Property Valuation

Year 2011 Year 2012

Number of

Companies

Percentage Number of

Companies

Percentage

Fair Value Model 21 12.28% 24 13.79%

Cost Model 150 87.72% 150 86.21%

Total 171 100.00% 174 100.00%

Table 4.15 reveals that total numbers of listed companies on the Stock

Exchange of Thailand (SET) which have investment properties in their Statement of

Financial Position are 171 companies in 2011 and 174 companies in 2012. Twenty one

companies (or 12.28%) in 2011 and twenty four companies in 2012 (or 13.79%) choose the

fair value model for subsequent measurement after the initial recognition of investment

property. One hundred and fifty firms (or 87.72% in 2011 and 86.21% in 2012) choose the

cost model. The number of firms choosing the cost model is significant higher than that of the

fair value model. Almost companies in Thailand choose the cost model. The result concurs

with Cairns et al. (2011), and Christensen and Nikolaev (2013). Cairns et al. (2011) indicate

that the use of fair value measurement in UK and Australia are not generally taken up for

investment properties because of the conservative approach and lack of incentive to use fair



56

value. Christensen and Nikolaev (2013) find that there are very limited uses of fair value and

fair value driven is unlikely become the primary valuation method for illiquid nonfinancial

asset on voluntary basis.

Very few companies in Thailand select the fair value model for investment

property. The possible reason is that investment property cannot be traded on any official

market in Thailand. Therefore, fair value estimation of investment property is less verifiable,

more subjective, and needs more managerial discretion (Chen et al., 2013). In contrast, the

cost model is more representative faithfulness and more objective. The cost model has the

more evidence support for the valuation of investment property.

The test of comparative value relevance of investment property under the fair

value model and the cost model is prepared by adding the dummy variable. It is the

categorized variable which partition the firms into 2 groups: Fair value model (D=1 if firm

chooses the fair value model) and Cost model (D=0 if firm chooses the cost model). The

dummy variable is also added to constant term (0) to test whether the intercept of regression

line will differ from the valuation choice of investment property between the fair value model

and the cost model. The interaction term between dummy and investment property per share

(D*IP) is used to test whether there is the difference in the value relevance of fair value

model and cost model (the second hypothesis test). The regression model (3) and model (4) is

the model with dummy variables (see details in Chapter 3). The results are presented in Table

4.16 to Table 4.18.

Table 4.16 Regression Results of Model (3) for Investment Property Firms

Pit = 0 + 1D+ 2EPSit+3BVEIPit+4IPit+5D*IPit +it (3)

Variables Year 2011 Year 2012 Two Years (2011-2012)

(N=171) (N=174) (N= 345)

Coefficients t value p value Coefficients t value p value Coefficients t value p value

Constant 3.356 2.232 0.027* 6.771 2.400 0.017** 4.861 2.926 0.004***

D 10.894 2.811 0.006*** 12.566 1.833 0.069* 11.091 2.661 0.008***

EPSit 6.671 16.692 0.000*** 4.808 6.301 0.000*** 5.550 13.086 0.000***

BVEIPit 0.344 4.673 0.000*** 0.699 6.806 0.000*** 0.584 8.603 0.000***

IPit 0.819 3.252 0.001*** 3.071 5.174 0.000*** 1.708 5.521 0.000***

D*IPit -0.873 -3.151 0.002*** -2.947 -4.686 0.000*** -1.684 -5.041 0.000***

F test 427.622*** 105.521*** 320.223***

Adj. R2 0.926 0.751 0.823
*** significant level at 0.01
** significant level at 0.05
* significant level at 0.10



57

The definition of variables is as follows.

Pit = stock price of firm i year t as of three months after the fiscal year ended;

D = dummy variable if D=1 if firm chooses the fair value model and D=0 if firm chooses the cost model;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;

IP it = investment property per share of firm i year t; and

it = error term.

Table 4.16 shows that overall model is significantly with adjusted R2 92.6% in

2011, 75.1% in 2012 and 82.3% for two years analysis. Investment property, earnings per

share and book value of equity per share (exclude the investment property) are positively

related to stock price significantly in 2011, 2012 and two years. Dummy variable is added to

constant term. The coefficient of dummy variable (1) is positively significant. This indicates

that there is a positive shift in intercept if firm chooses the fair value model. The coefficient

of interaction term between dummy variable and investment property per share (5) is

negatively significant. That is, value relevance of the fair value model is significantly less

than that of the cost model. Furthermore, the findings of this research are compatible with

Pappu and Devi (2011) and Ishak et al. (2012). They study the value relevance of investment

property information of Malaysian companies. Their findings indicate that the cost model is

more value relevant than fair value model for Malaysia listed companies. The result is also

consistent with Chen (2001). His findings show that fair value firms have lower value

relevance. Real estate firms which adopt the fair value model to measure investment property

have lower accounting quality than other real estate firms. It is also consistent with He,

Wong, Young (2012). Their findings indicate that earnings component result from using the

fair value accounting information under Chinese Accounting Standard (CAS) is not value

relevant.

For Thailand environment, Thai investors emphasize the importance of the

cost model because it is more evident support and more reliable. Moreover, the investment

property’s fair value is less reliable estimate because there is no specific trade or specific

market of investment property in Thailand. Fair value of investment property is rare since its

price is based on many factors for such as the location of investment property, level of

inflation rate, currency valuation, and level of economic development.
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The model (3) is adjusted by adding three control variables: size, leverage and

growth. The adjusted model (3) with control variables is called Model (4). The results of

model (4) are presented in Table 4.17-4.18.

Table 4.17 Regression Results of Model (4) with Control Variables for Investment

Property Firms

Pit =0 +1D+2EPSit+ 3BVEIPit+ 4IPit+5D*IPit +6SIZEit+7LEVit +8GROWTHit +it (4)

Variables Year 2011 Year 2012 Two Years (2011-2012)

(N=171) (N=174) (N= 345)

Coefficients t value p value Coefficients t value p value Coefficients t value p value

Constant -67.351 -3.630 0.000*** -49.757 -1.466 0.145 -61.493 -3.026 0.003***

D 8.692 2.365 0.019** 9.089 1.418 0.158 8.137 2.072 0.039**

EPSit 6.229 15.614 0.000*** 3.644 4.922 0.000*** 4.834 11.743 0.000***

BVEIPit 0.387 5.149 0.000*** 0.821 8.151 0.000*** 0.664 9.859 0.000***

IPit 0.896 3.781 0.000*** 3.165 5.739 0.000*** 1.799 6.209 0.000***

D*IPit -0.936 -3.593 0.000*** -2.992 -5.122 0.000*** -1.741 -5.568 0.000***

SIZEit 7.169 3.635 0.000*** 5.571 1.516 0.132 6.552 3.006 0.003***

LEVit

(D/TAit)

-3.898 -0.686 0.494 -15.870 -1.455 0.147 -8.761 -1.394 0.164

GROWTHit 1.744 3.378 0.001*** 4.336 5.214 0.000*** 3.376 6.441 0.000***

F test 306.371*** 80.263*** 235.227***

Adj. R2 0.935 0.786 0.845
*** significant level at 0.01
** significant level at 0.05
* significant level at 0.10

The definition of variables is as follows.

Pit = stock price of firm i year t as of three months after the fiscal year ended;

D                  = dummy variable if D=1 if firm chooses the fair value model and D=0 if firm chooses the cost model;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;

IP it = investment property per share for firm i year t;

SIZEit = size of firm i year t (measured by log of total asset);

LEVit = leverage of firm i year t (measured by total debt to total asset ratio (D/TAit));

GROWTHit = growth of firm i year t (measured by market to book value of equity ratio); and

it = error term .
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Table 4.17 presents the regression result with using the total debt/total asset

(D/TA) ratio as the leverage measurement. The result in Table 4.17 is the same as without

the control variables in Table 4.16.The overall model is significantly with adjusted R2 93.5%

in 2011, 78.6% in 2012 and 84.5% for two years analysis. IP, EPS, BVEIP are positively

related to stock price in 2011, 2012 and two years analysis. That is, the result in this table

confirms that investment property per share, earnings per share, and book value of equity per

share (exclude investment property) are value relevant information. The 5 coefficient on the

interaction term between the dummy variable and investment property per share (D*IP) is

negatively significant. That is, value relevance of the fair value model is significantly lower

than the cost model. This finding is same as Table 4.16. For the control variables, the

leverage (measured by D/TA ratio) is negatively related to stock price, but they are

insignificant. Growth of firms (measured by market to book value of equity ratio) is

positively related to stock price in 2011, 2012 and both two years analysis. However, the size

variable is insignificantly related to stock price in 2012 while it is significantly related to

stock price in 2011 and two years analysis. This outcome does not affect to the result of

hypothesis testing. The robustness test is prepared by changing the leverage measurement

from total debt to total asset (D/TA) ratio to total debt to total equity (D/E) ratio. The result is

presented in Table 4.18.
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Table 4.18 Regression Results of Model (4) with Control Variables for Investment

Property Firms (Change D/TA ratio to D/E ratio)

Pit =0 +1D+2EPSit+ 3BVEIPit+ 4IPit+5D*IPit +6SIZEit+7LEVit +8GROWTHit +it (4)

Variables Year 2011 Year 2012 Two Years (2011-2012)

(N=171) (N=174) (N= 345)

Coefficients t value p value Coefficients t value p value Coefficients t value p value

Constant -63.645 -3.502 0.001*** -47.574 -1.474 0.142 -54.903 -2.794 0.006***

D 7.887 2.171 0.031** 7.653 1.216 0.226 7.154 1.842 0.066*

EPSit 6.107 15.865 0.000*** 3.300 4.489 0.000*** 4.672 11.480 0.000***

BVEIPit 0.413 5.870 0.000*** 0.861 8.778 0.000*** 0.697 10.711 0.000***

IPit 0.882 3.774 0.000*** 3.113 5.771 0.000*** 1.770 6.195 0.000***

D*IPit -0.914 -3.558 0.000*** -2.928 -5.126 0.000*** -1.701 -5.517 0.000***

SIZEit 6.570 3.499 0.001*** 4.912 1.465 0.145 5.480 2.695 0.007***

LEVit (D/Eit) -0.497 -2.217 0.028** -3.730 -3.100 0.002*** -1.036 -3.379 0.001***

GROWTHit 2.455 4.021 0.000*** 5.441 6.020 0.000*** 4.137 7.233 0.000

F test 315.309*** 84.784*** 242.996

Adj. R2 0.937 0.795 0.849
*** significant level at 0.01
** significant level at 0.05
* significant level at 0.10

The definition of variables is as follows.

Pit = stock price of firm i year t as of three months after the fiscal year ended;

D                  = dummy variable if D=1 if firm chooses the fair value model and D=0 if firm chooses the cost model;

EPSit = earnings per share of firm i year t;

BVEIPit = book value of equity per share (exclude investment property) of firm i year t;

IP it = investment property per share of firm i year t;

SIZEit = size of firm i year t (measured by log of total asset);

LEVit = leverage of firm i year t (measured by total debt to total equity ratio (D/Eit));

GROWTHit = growth of firm i year t (measured by market to book value of equity ratio); and

it = error term .

Table 4.18 shows that overall model is significant at 0.01 level with adjusted

R2 93.7% in 2011, 79.5% in 2012 and 84.9% for two years analysis. The overall result is

similar to the findings shown in Table 4.17. Nonetheless, there are some different results. D/E

ratio is related to stock price significantly in 2011, 2012 and both two years. This outcome is

contrast to the leverage measurement with D/TA ratio which is not related to stock price

significantly in year 2011, 2012 and two years analysis. D/E ratio has the higher explanatory

power in explaining the changes in stock prices than D/TA ratio as discussed in section
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4.2.1.3. Other variables results are the same findings as Table 4.17. It confirms the results

that value relevant of investment property under the fair value model is significant lower than

that of the cost model in 2011, 2012 and both two years analysis.

Table 4.16 - Table 4.18 shows the same results about the investment property

valuation. The cost model valuation is more value relevant than that of the fair value model.

The results are consistent with Pappu and Devi (2011) and Ishak et al. (2012). They test the

relative value relevance of investment property in context of Malaysia economic. Their

results indicate that the cost model of investment property is more relevant than that of the

fair value model. Thai investors recognize the importance of cost valuation because it is more

objective and more reliable than the fair value. Investment property’s fair value is rare and no

specific market for trading investment property in Thailand. These findings are also

consistent with previous studies discussed about the reliability of fair value (Eccher et al.,

1996; Dietrich et al., 1996; McCarthy, 2004; Heffes, 2005; Laux and Luez, 2009).

Insufficient reliability of fair value estimates of investment properties may be arisen from the

limitations of appraisals, the diversity of applied approaches in appraising investment

properties and the reliability problem for the valuation model approaches in determining the

fair value of investment property.
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CHAPTER 5

CONCLUSION AND DISCUSSION

5.1 Conclusion

The paper investigates the value relevance of investment property for

companies listed on the Stock Exchange of Thailand (SET). In addition, it studies the

accounting practices of investment property for subsequent measurement after the initial

recognition. The research also tests the comparative value relevance of investment property

under the fair value model and the cost model. The results can be partitioned into two main

sections: overall market analysis and investment property firms analysis. Overall market

analysis is the test of all samples (345 companies). The findings reveal that investment

property is value relevant information in 2012 and two years analysis (2011-2012) whilst it is

not value relevant information in 2011. Furthermore, the study adds three firm-specific

factors (control variables) which may affect the value relevance of accounting information in

the research model. They are firms’ size (measured by log of total assets), leverage (measured

by total debt to total asset (D/TA) ratio or total debt to total equity (D/E) ratio), and growth

(measured by market to book value ratio). The results of value relevance of investment

property are same as without the control variables. That is, investment property is value

relevant information in 2012 and two years analysis, but it is not value relevant information

in 2011. Size and growth are positively related to stock price while leverage (whatever

measured by D/TA ratio or D/E ratio) is negatively related to stock price. Thus, the adding of

control variables in the regression model does not affect the main results of paper.

The research studies the value relevance of investment property for only firms

which have investment properties in their Statement of Financial Position (called IP firms). In

addition, it also compares the value relevance of investment property under the fair value

model and the cost model for IP firms. The findings show that the number of IP firms is 171

companies (or 49.57% of total sample) and 174 companies (or 50.43% of total sample). The

regression results of IP firms are same as overall market analysis. Investment property is not

significantly related to stock price in 2011 while it is positively and significantly related to

stock price in 2012 and two years analysis, too. Growth is positively and significantly related

to stock price in 2011, 2012 and two years analysis. The different result from overall market

analysis is size variable and leverage. Size is not significantly related to stock price in 2012

whilst it is related to stock price in 2011 and two years analysis. D/TA ratio is not
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significantly related to stock price for any years. In addition, the paper changes the leverage

measurement from D/TA ratio to D/E ratio. It does not change the results of all variables in

model. However, the findings reveal that D/E ratio is negatively and significantly related to

stock price in 2011, 2012 and two years analysis. D/E ratio has more significantly

explanatory power in explaining the stock price than that of D/TA ratio.

In addition, the paper investigates the accounting choices of investment

property valuation between the fair value model and the cost model for subsequent

measurement after the initial recognition. Twenty one companies (or 12.28% of IP firms) in

2011 and twenty four companies (or 13.79% of IP firms) in 2012 choose the fair value model.

One hundred and fifty firms (or 87.72% in 2011 and 86.21% in 2012) choose the cost model.

The paper compares the value relevance of the fair value model and the cost model for only

IP firms. The main results show that the cost model valuation of investment property is more

value relevant than the fair value model for 2011, 2012 and two years analysis.

5.2 Discussion

The main result indicates that investment property is value relevant

information in 2012 and two years analysis (2011-2012) whilst it is not value relevant

information in 2011. The plausible reason is that TAS 40 (revised 2009) Investment Property

was effective beginning on and after January 1, 2011. Therefore, the year 2011 is the first

year adoption of TAS 40 (revised 2009).  Thai investors may not understand the recognition

and measurement criteria of investment property; hence they do not use investment property

items in valuing their securities in 2011. However, the opposite result is found in 2012 and

two years analysis. Thai investors recognize the importance of investment property in

Statement of Financial Position and use it in valuing the securities in Thai Stock Market

which is consistent with many prior studies (So and Smith, 2009; Pappu and Devi, 2011;

Ishak et al., 2012). The findings also reveal that size and growth is positively related to stock

price while leverage (whatever measured by D/TA ratio or D/E ratio) is negatively related to

stock price. These results are in conformity with previous studies such as Habib and Azim

(2008), Dimitrov and Jain (2008), Shmaki, (2013).

The findings also indicate that the number of firms choosing the cost model is

significant higher than that of the fair value model. This result is consistent with Cairns et al.

(2011), Christensen and Nikolaev (2013). They find that there are very limited uses of fair

value measurement for illiquid assets on voluntary basis. In addition, the cost model of

investment property is found to be more value relevant than the fair value model. The
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findings are consistent with Pappu and Devi (2011) and Ishak et al. (2012).  Thai investors

emphasize the cost model because it is more evidence support and more objective and

reliable. Fair value is less reliable and more subjective because there is no specific or official

trading market of investment property in Thailand. Hence, fair value of investment property

in Thailand is still rare practices and unavailable reliable sources.

5.3 Implication

The results of this paper should be fundamental information to the Federation

of Accounting Professions (FAP) in issuance the new accounting standards or revising the

existing accounting standards. The cost model introduces the more reliable information,

although it does not reflect the current financial position of the companies. The fair value

model provides the current price information which reflects the current financial position;

however it is less reliable and needs more managerial discretion (Laux and Luez, 2009;

Nellesen and Zulech, 2011). There are no specific markets or trading prices for certain types

of assets especially for investment property in Thailand. The accounting choices in the

accounting standards make the comparability of financial statement more difficult. If the

firms choose the fair value model, there are unrealized gains or losses arising from changes in

fair value of investment properties in Statement of Comprehensive Income. Earnings of these

firms are more volatile than those of firms choosing the cost model. In addition, the results

provide the policy directed to the Securities Exchange Commission (SEC) for issuing the

regulation regarding to the investment property disclosure.

The findings are also useful information for investors which use the

accounting information for making the investment decision in IP firms. Earnings of IP firms

which choose the fair value model are more volatile than those firms which choose the cost

model because their earnings include the unrealized gain or loss from changes in fair values

of investment property. Investors should aware the differences in accounting practices of

investment property valuation especially for the comparison of financial statements.

5.4 Limitation

The paper investigates the value relevance of investment property in 2011-2012.

Therefore, the results are based on that period. If the study extends to other accounting

periods, the findings may change. In addition, this research studies the usefulness of

investment property under TAS 40 in terms of value relevance. It also uses other
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measurement representing the usefulness of investment property information such as the

predictability properties.

5.5 Future Research

The future research can be extended to investigate the value relevance of other

assets under fair value measurement such as property, plant equipment under revaluation,

trading securities, available for sales securities. In addition, the future study should

investigate the value relevance of unrealized gains or losses arising from changes in fair value

of investment properties in Statement of Comprehensive Income and it should examine the

relative value relevance of fair value disclosure in the notes to financial statements (if firms

use the cost model) compared with the recognized fair value amount of investment property

(if firms use the fair value model). The future research should extend to use the security’s

return as dependent variable instead of the stock price because the security’s return is the

cumulative change in stock price for the period of time. In addition, the tentative future topic

should be the comparative international studies by comparing the accounting practices and

value relevance of investment properties with other countries especially for the members of

Asia Economic Cooperation (AEC) countries.
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APPENDIX A

Conceptual Framework of Research

Figure A.1 Conceptual Framework of Research

Figure A.1 shows the conceptual framework of this research. The Federation

of Accounting Profession issued TAS 40 (revised 2009) Investment Property which is one of

new TAS in the year 2011. This standard requires the recognition of investment property

(property held to earn rental or capital appreciation or both) which is a new accounting item

in Statement of Financial Position. This standard allows the companies choose either the fair

value model or the cost model in valuing investment property for subsequent measurement

after the initial recognition. Therefore, the paper examines the accounting practices of

investment property of Thai listed companies and investigates the value relevance of

investment property. In addition, the research also tests the comparative value relevance of

investment property under the fair value model and the cost model.

TAS 40 (Revised 2009)

Investment Property

Investment Property as

A New Accounting Item in

Statement of Financial Position

Fair Value Model or Cost Model

of Investment Property

for Subsequent Measurement

After the Initial Recognition

Accounting Practices and

Value Relevance of Investment Property;

Comparative Value Relevance between

the fair value model and the cost model
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APPENDIX B

Assumption of Regression Analysis

The test of assumption of regression analysis can be summarized as follows.

1. Normality

The numbers of sample for each model is more than 30; therefore we assume the

normality distribution. However, the paper also tests Kolmogorov-Smirov Test. The results of

test show that significance of Kolmogorov-Smirov for each model is more than 0.05. The

error term distributes normally.

2. Heteroscedasticity

This research also tests for heteroscedasticity which is the test of unconstant

variance of error term. If the variance of error term is constant, it is called homoscadasticity.

That is:

Var (e) = 2

The investigation of constant variance is prepared by plotting graph of error term

with predicted value. The researcher plots the graph which indicates the relationship between

regression standardized predicted value (Z_PRED) and regression standardized residual

(Z_RESID) for each model. If the graph shows the standardized residual distributed around

the zero value, it can be concluded that there is no heteroscadasticity problem.
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Figure B.1 Standardized Residual and Standardized Predicted Value

The figure B.1 shows the relationship between regression standardized

predicted value and regression standardized residual of model 1 for all samples and two years

analysis (N=690). The standardized residual distributes around the zero value with no

direction. The paper plots the graphs (the standardized predicted value and standardized

residual) for all models. All graphs show similar form of distribution of standardized residual

as predicted in Figure B.1. Therefore, we do not find the heteroscadasticity problem in this

research.

3. Independent of Error Term

The research tests independent of error tem. If the error term is independent,

there is no autocorrelation problem. We use the Durbin Watson test for each model.  The

value of Durbin Watson test for each model is presented in Table B.1.
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Table B.1 Durbin-Watson for Each Model

Model Durbin-Watson

All Samples Year 2011 Year 2012 Two years

Model (1) 1.941 1.637 1.684

Model (2) with Control

Variables (D/TA ratio)

1.980 1.752 1.786

Model (2) with Control

Variables (D/E ratio)

1.988 1.786 1.808

Investment Property Firms

Model (1) 1.845 1.784 1.723

Model (2) with Control

Variables (D/TA ratio)

1.915 1.838 1.788

Model (2) with Control

Variables (D/E ratio)

1.935 1.862 1.805

Model (3) 1.828 1.933 1.760

Model (4) with Control

Variables (D/TA ratio)

1.955 2.042 1.862

Model (4) with Control

Variables (D/E ratio)

1.977 2.078 1.883

The findings in Table B.1 show that the Durbin-Watson values for all models

are between 1.50 and 2.50. Thus, the paper summarizes that ei and ej are independent. All of

research models have no autocorrelation problems.

4. Multicollinearity Problem

Multicollinearity problem can be examined by tolerance and Variance Inflation

Factor (VIF). They are two collinearity diagnostic factors that identify multicollinearity.

Tolerance is a measure of collinearity reported by SPSS program, the variable

of tolerance is 1-R2. A small tolerance value indicates that the variable under consideration is

almost perfectly linear combination of the independent variables already in the equation and

it should not be added to the regression equation. Some suggest that if a tolerance value is

less than 0.1, the researcher should concern about the multicollinearity problem.
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The Variance Inflation Factor (VIF) measures the impact of collinearity same as

tolerance. Its value is 1/Tolerance; therefore its value is always greater or equal to 1. Values

of VIF that exceeds 10 often show the multicollinearity problem (Cohen, Cohen, West, and

Aiken, 2003). However, there is no exact rule of thumb guideline.

The SPSS printout shows the VIF values for independent variables for each

model. Table B.2 present the maximum value of VIF for each model for considering whether

the research models have the multicollinearity problem or not.

Table B.2 Maximum Value of Variance Inflation Factor (VIF) for Each Model

Model Maximum Value of VIF

All Samples Year 2011 Year 2012 Two years

Model (1) 3.906 3.231 3.459

Model (2) with Control

Variables (D/TA ratio)

4.391 3.646 3.860

Model (2) with Control

Variables (D/E ratio)

4.237 3.720 3.806

Investment Property Firms

Model (1) 4.628 2.899 3.421

Model (2) with Control

Variables (D/TA ratio)

5.489 3.240 3.861

Model (2) with Control

Variables (D/E ratio)

4.916 3.232 3.689

Model (3) 6.491 9.501 7.642

Model (4) with Control

Variables (D/TA ratio)

6.513 9.510 7.657

Model (4) with Control

Variables (D/E ratio)

6.509 9.506 7.650

The results in Table B.2 show that some models have the maximum value of

VIF almost equals to 10. However, these models (model 3 and model 4) have the dummy

variable used to partition the investment property under the fair value model and cost model

and the interaction term between dummy variable and investment property per share (D*IP).

The highly correlated variables occur between investment property per share (IP) and
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interaction term variable (D*IP). It is unavoidable and the high correlated variables cannot be

cut off from model because the objective of this research is to test the comparative value

relevance of fair value model and cost model. Nonetheless, the maximum values of VIF do

not exceed 10 for all models. Therefore, the research models in this paper have no serious

multicollinearity problem.



77

BIOGRAPHY

Assistant Professor Dr. Kittima Acaranupong received her Doctoral Degree in

Accountancy and her Master Degree in Accountancy from Chulalongkorn University, and her

Bachelor Degree in Accountancy (First Class Honors) from Thammasat University.

Now she is an assistant professor at School of Accountancy, University of the

Thai Chamber of Commerce. Her main interests are in financial accounting and managerial

accounting. Her current research includes performance measurement, value relevance of

accounting information, environmental accounting, and earnings management.


	1_IP_title_page_Kittima
	2_IP_Abstract_Acknow_Content
	3_Investment_Property_Chapter1_2__3add
	4_Investment_Property_Chapter4
	5_Investment_Property_Chapter4_Continued
	6_Investment_Property_Chapter 5_Conclusions

