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Abstract
Following the introduction in 1999 of Australian Accounting Standard Board (AASB)
1041: ‘Revaluations of Non-Current Assets’ (Australian Accounting Standards Board
2001a), this study set out to examine the impact of the introduction of this new standard
on: the number (percentage) of Australian firms revaluing various classes and submajor classes of non-current assets; and the value relevance and reliability of the
information provided with respect to various sub-major classes of non-current assets.
The study also set out to examine the apparent motivations for Australian companies
electing the fair value (FV) basis, rather than the historic cost (HC) basis, for reporting
property, plant and equipment (PP&E).
The sample analysed in this study consisted of Australian Stock Exchange (ASX) listed
firms that were included in each of the Connect4, Aspect Financial and Core Research
Data (CRD) databases. After excluding firms not covered by all three databases and
firms where there were missing data problems, 398 and 424 firms were left in the 1999
and 2002 samples, respectively. Of the 398 and 424 firms, there were 194 firms that
were common to both sample periods and a separate analysis of these ‘common’ firms
allowed a ‘like-for-like’ comparison to be made. The financial year ending June 30,
1999 provides data under the previous standard AASB 1010 (Australian Accounting
Standards Board 2000) before the introduction of AASB 1041, while the financial year
ending 30 June 2002 provides data under AASB 1041 (the new standard). The financial
years ending June 30, 2000 and 2001 are excluded because these are transitional years
with respect to the introduction of the new standard.
Multivariate analysis is used to test the association between share prices (market values)
and the information provided in company annual reports with respect to various classes
and sub-major classes of non-current assets reported at either HC or FV. Comparing the
results for 1999 with those for 2002 provides an indication of AASB 1041’s impact on
the value relevance and reliability of information provided with respect to non-current
assets within the Australian context.
In terms of AASB 1041’s impact on the number (percentage) of firms choosing to
revalue various classes of non-current assets, it would appear that at the aggregate level
(that is, for major asset classes) there was a decline in the number (percentage) of firms
choosing to revalue investments and PP&E, while there was no change in the number
vii

(percentage) of firms revaluing intangible assets. At the disaggregated level (that is, for
various sub-major classes of non-current assets), it appears that there was a decline in
the number (percentage) of firms choosing to revalue investment property, property,
and plant and equipment, while there was no change in the number (percentage) of
firms choosing to revalue listed or unlisted investments.
It appears that AASB 1041’s requirement to revalue frequently when the FV basis was
adopted discouraged firms from choosing the FV basis for some asset classes,
presumably because the costs associated with frequent revaluations outweighed the
perceived benefits.
In terms of value relevance, the results suggest that where the variables of interest are
scaled there was no improvement in the value relevance of the information provided by
Australian companies following the introduction of AASB 1041. However, the results
from the unscaled regressions do not support this conclusion and instead suggest that
the introduction of AASB 1041 was associated with an overall improvement in the
value relevance of the information provided with respect to the various sub-major
classes of non-current assets investigated in this study. Resolution of this conflicting
result is beyond the scope of this dissertation and is an issue worthy of future research.
In terms of reliability, the results suggest that the introduction of AASB 1041 was
generally associated with: an improvement in the reliability of information reported
with respect to non-current assets reported at FV; and a deterioration in the reliability of
information reported with respect to non-current assets reported at HC.
Finally, with respect to the potential motivations behind a company’s choice of the FV
basis for reporting PP&E, the results suggest that firms are motivated to revalue PP&E
to: improve their borrowing capacity; for signalling purposes; and to reduce information
asymmetry.
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Chapter 1:

Introduction

1.0
Background to the Stud
Statement of Accounting Concept SAC 2: ‘Objective of General Purpose Financial
Reporting’ (Australian Accounting Standards Board 2001b, para 26) states that ‘the
objective of general purpose financial reporting is to provide information to users that is
useful for making and evaluating decisions about the allocation of scarce resources.’
Further, Statement of Accounting Concept SAC 3: ‘Qualitative Characteristics of
Financial Information’ (Australian Accounting Standards Board 2001e, para 7) noted
that, to achieve the objective of providing useful information, the qualities of relevance
and reliability ‘may need to be balanced against each other ... however, this Statement
does not rank either characteristic above the other’. Note that in July 2004 SAC 3 was
replaced by the AASB Framework: ‘Framework for the Preparation and Presentation of
Financial Statements’ (Australian Accounting Standards Board 2007a). This
Framework also refers to the need to balance, or trade-off, the qualitative characteristics
of relevance and reliability. Also note that relevance and reliability are the two primary
criteria the FASB uses for choosing among accounting alternatives (Barth, Beaver and
Landsman 2001).
The AASB Framework notes that ‘Information has the quality of relevance when it
influences the economic decisions of users’ (para 26) and ‘Information has the quality
of reliability when it is free from material error and bias’ (para 31). How the attributes
of relevance and reliability are operationalised within the context of this study is
discussed in chapter five.
Accountants have traditionally employed the historic cost (HC) basis for reporting
assets and liabilities. However, many writers (for example, Chambers 1973) have
argued that, to ensure the relevance and reliability of financial information, assets and
liabilities should be measured and reported at fair value (FV). More recently, Barlev et
al. (2007, p.1025) note that ‘The long-time dominant Historical Cost (HC) paradigm is
giving way in selected areas, notably accounting for financial assets, to the Fair Value
(FV) paradigm.’ Although regulators have not embraced a complete shift from HC to
FV accounting, in many jurisdictions (including Australia) public companies have been
permitted to revalue non-current assets (except goodwill) to better reflect their FV (Lin
and Peasnell 2000a).
1

Indeed, asset revaluations have a long history in Australia with Whittred and Chan
(1992) noting that between 1972 and 1985 the average frequency of revaluations by
listed public companies was 23.8 per cent per annum. Whittred and Chan (1992) also
noted that revaluations were common in the United Kingdom and New Zealand, but not
in the United States where SEC staff had discouraged ‘write-ups’ since about 1940.
In December 1999, the Australian Accounting Standards Board (AASB) issued AASB
1041: ‘Revaluation of Non-Current Assets’ (Australian Accounting Standards Board
2001a) which significantly changed the rules surrounding the revaluation of non-current
assets (excluding goodwill) in Australia.1 Before the introduction of AASB 1041,
companies were permitted to revalue non-current assets (excluding goodwill) if, and
when, it suited their purposes. As a result, firms could decide to revalue non-current
assets at their discretion for motives other than presenting true and fair financial
statements; for example, to improve their borrowing capacity (Whittred and Chan 1992;
Lin and Peasnell 2000a). Also, given the lack of regulation over the frequency with
which revaluations should take place, revalued assets could be reported at significantly
outdated amounts.
The major change introduced by AASB 1041 was the requirement for companies to
adopt either FV or HC accounting for the reporting of non-current assets (except
goodwill). FV was defined in AASB 1041 as ‘the amount for which an asset could be
exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s
length transaction’ (Australian Accounting Standards Board 2001a, p.1336).
The decision to adopt either FV or HC had to be made separately for each asset class
and where FV was adopted for a particular class of assets, AASB 1041 required the
values be kept up to date; that is, classes of non-current assets carried at FV had to be
regularly revalued.2 Given the potential costs associated with asset revaluations, the
requirement to revalue regularly where the FV basis is adopted might have deterred
some companies from adopting FV, particularly for non-current assets that are costly to
revalue (that is, where there is no ready market for the assets). It should be noted that in
1

2

AASB 1041 replaced AASB 1010 ‘Accounting for the Revaluation’ of NonCurrent Assets’ (Australian Accounting Standards Board 2001d).
AASB 1041 defines an asset revaluation as ‘the act of recognising a reassessment
of the carrying amount of a non-current asset to its fair value at a particular date’
(Australian Accounting Standards Board 2001a, p.1339).
2

July 2004, AASB 1041 was replaced by a number of new standards dealing with
various types of non-current assets. However, with the exception of some classes of
financial assets and assets held for sale, the new standards generally maintained the
requirement (introduced by AASB 1041) for companies to choose either HC or FV, and
where FV is adopted these values have to be regularly reviewed.
It should also be noted that while AASB 1041 permitted firms to change from HC to the
FV basis and vice versa, such a change could only be made provided the provisions in
AASB 1001 ‘Voluntary Change in Accounting Policy’ (Australian Accounting
Standards Board 2001c) could be satisfied. In this context, AASB 1001 only permited a
change in accounting policy if it would result in an overall improvement in the
relevance and reliability of the financial statements being presented. Given this
requirement, having adopted FV a firm might find it difficult to justify a change back to
HC and this, in turn, might have served as a further impediment to Australian
companies adopting FV accounting for some classes of non-current assets.3
Initially, AASB 1041 was to be operative for reporting periods beginning on or after
July 2000, however, the operative date was subsequently revised to reporting periods
ending on or after 30 September 2001. Given that Australian companies generally have
a June 30 year-end, this means that for most companies 2002 would have been the first
year they were required to comply with the provisions of AASB 1041.
1.1
The Research Questions and Their Importance
Given AASB 1041 required regular revaluations where FV was adopted, the
introduction of this standard provided a unique opportunity to examine whether regular
revaluations are likely to be associated with the provision of more relevant and reliable
information. It is expected that the results of such an examination will provide useful
input to policy makers in any future deliberations concerning the mandating of FV
reporting.
Therefore, this research project attempts to answer the following four questions:

3

Although AASB 1001 was replaced in July 2004 by AASB 108 (Australian
Accounting Standards Board 2007b), the general requirements concerning a
voluntary change in accounting standards have been maintained in the new
standard.
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1.

What was the impact of the introduction of AASB 1041 on the number (percentage)
of Australian firms revaluing various classes of non-current assets?
As noted previously, if a company adopted the FV basis for reporting a class of
non-current assets it was required by AASB 1041 to regularly revalue that class of
assets. Given the potential costs involved, for example, fees paid to valuers (Lin
and Peasnell 2000a), this requirement for regular revaluations is likely to have
reduced the number (percentage) of firms reporting non-current assets (or some
classes of non-current assets) at FV.

2.

What were the apparent motivations for Australian companies electing the FV basis
(rather than the HC basis) for reporting non-current assets?
There have been mixed findings with respect to the motivations behind asset
revaluations in Australia. Studies by Brown et al. (1992) and Whittred and Chan
(1992) suggest that, relative to non-revaluing firms, revaluing firms tend to have
higher debt to total tangible asset ratios. This indicates that revaluing firms might
choose to revalue assets in order to improve their borrowing capacity. On the other
hand, a more recent Australian study by Cotter (1999) found that the incentive to
revalue non-current assets was no longer related to any improvement in a firm’s
borrowing capacity.
Brown et al. (1992), Whittred and Chan (1992), and Easton et al. (1993) also found
that firms appear to revalue non-current assets to convey important information
(that is, for signalling purposes) and to reduce the costs associated with information
asymmetry.

3.

Did the introduction of AASB 1041 improve the value relevance of the information
reported with respect to non-current assets for Australian companies?
Note that value relevance is assessed by examining the association between the
reported amounts (book values) for non-current assets and a company’s market
value (share price). If there is no association between book value and market value,
then it can be argued that the information presented is not value relevant. This issue
is dealt with more fully in chapter five.

4

Past studies that have examined the question of whether FV reporting of noncurrent assets is value relevant have reported mixed results. Some studies in
Australia, the United Kingdom (UK) and the United States (US) have found
evidence that FV reporting of non-current assets is value relevant (Sharpe and
Walker 1975; Noreen and Sepe 1981; Bublitz, Frecka and McKeown 1985; Lobo
and Song 1988; Easton et al. 1993; Barth 1994; Sami and White 1994; Barth,
Beaver

and

Landsman

1996;

Eccher,

Ramesh

and

Thiagarajan

1996;

Venkatachalam 1996; Easton and Eddey 1997; Barth and Clinch 1998; Aboody,
Barth and Kasznik 1999). However, there have also been a number of studies in
Australia, New Zealand (NZ), the UK and the US that have found that reported
revalued (FV) amounts for non-current assets are not value relevant (Beaver,
Christie and Griffin 1980; Ro 1980; Beaver, Griffin and Landsman 1982; Standish
and Ung 1982; Brown and Finn 1989; Emanuel 1989).
The mixed findings with respect to the value relevance of FV reporting leaves open
the question as to whether FV reporting is indeed value relevant for all types of
non-current assets. Any finding on this issue should be welcomed by standard
setters interested in improving the value relevance of accounting information
provided in company annual reports.
4.

Did the introduction of AASB 1041 result in more reliable information being
reported by Australian companies with respect to non-current assets reported at
both HC and FV amounts?
Again, reliability is assessed by examining the association between the reported
amounts (book values) for non-current assets and a company’s market value (share
price). However, in this case the examination will focus on how highly correlated
are the book and market values. For example, where a dollar in book value appears
to be reflected as a dollar in market value, then the information provided is deemed
to be highly reliable. The further the market value deviates (in either direction)
from book value, the less reliable the book values are deemed to be. This issue is
also dealt with more fully in chapter five.
AASB 1041’s requirement to revalue frequently is expected to have positively
impacted the reliability of the amounts reported with respect to non-current assets
reported at FV amounts because the revalued amounts should, on average, be more
5

current (that is, less biased) and, therefore, more aligned with market values.
However, it is also likely that the reliability of the amounts reported with respect to
non-current assets reported at HC might have deteriorated (that is, become more
biased) because more non-current assets are likely to be reported at HC (rather than
FV) after the introduction of AASB 1041 than was the case previously under
AASB 1010.
Any finding on this issue should also be of interest to standard setters concerned
with improving the reliability of accounting information provided in company
annual reports.
In summary, the changes mandated in AASB 1041 provide a unique context for an
accounting choice study and, as such, I believe that the answers to the research
questions outlined above will provide useful input to policy makers and international
standard setters involved in any future review of the accounting treatment mandated for
non-current assets. As noted by Barth, Beaver, and Landsman (2001, p.88):
Value relevance research is designed to provide evidence to
accounting standard setters that can update their prior beliefs about
how accounting amounts are reflected in share prices and, thus, can be
informative to their deliberations on accounting standards.
Understanding how the changes mandated in AASB 1041 impacted both the value
relevance and the reliability of the information presented by Australian companies is
clearly important to any deliberations concerning possible future changes to the
reporting requirements for non-current assets.
1.2
Method
The sample analysed in this study consists of Australian Stock Exchange (ASX) listed
firms that were included in each of the Connect4, Aspect Financial and Core Research
Data (CRD) databases. The Connect4 database provided the full annual report
information (including notes to the financial statements) for all ASX firms but the data
had to be extracted on a firm-by-firm basis. The Aspect Financial database allowed easy
access to the financial data but did not include the note information required for this
study (such as whether a particular class of non-current assets was reported at HC or
FV). Therefore, all the financial data for the firms in this study was extracted from the
6

Aspect Financial database, while the information required from the notes was taken
from Connect4. The share price data was then taken from the CRD provided by the
Securities Industry Research Centre of Asia-Pacific (SIRCA). All data was made
available through the School of Economics and Commerce at The University of
Western Australia.
After excluding firms not covered by all three databases and firms where there were
missing data problems, 398 and 424 firms were left in the sample for the years 1999 and
2002, respectively. Of the 398 and 424 firms, there were 194 firms that were common
to both sample periods and a separate analysis of these ‘common’ firms allowed a ‘likefor-like’ comparison to be made. The financial year ending June 30, 1999 provides data
under the previous standard (AASB 1010) before the introduction of AASB 1041, while
the financial year ending 30 June 2002 provides data under AASB 1041 (the new
standard). The financial years ending June 30, 2000 and 2001 are excluded because
these are transitional years with respect to the introduction of the new standard.4
Multivariate analysis is used to test the association between share prices and the
information provided in company annual reports with respect to non-current asset
classes reported at either HC or FV amounts. Comparing the results for 1999 with those
for 2002 should provide an indication of the impact that the introduction of AASB 1041
had on the value relevance and reliability of information provided with respect to noncurrent assets within the Australian context.
1.3
Findings
The following sections summarise the key findings with respect to the research
questions this study set out to answer, as described in section 1.1.
1.3.1 The Impact of AASB 1041 on the Number (Percentage) of Firms
Revaluing Non-Current Assets
In terms of AASB 1041’s impact on the number (percentage) of firms choosing to
revalue various classes of non-current assets, it would appear that at the aggregate level
(that is, for major asset classes) there was a decline in the number (percentage) of firms

4

While AASB 1041 did not become mandatory until financial years ending on or
after 30 September 2001 (which, for most companies, would mean June 30, 2002),
as with most new accounting standards, firms were permitted to adopt early.
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choosing to revalue investments and property plant and equipment (PP&E), while there
was no change in the number (percentage) of firms revaluing intangible assets.
At the disaggregated level (that is, for various sub-major classes of assets), it appears
that there was a decline in the number (percentage) of firms choosing to revalue
investment property, property, and plant and equipment, while there was no change in
the number (percentage) of firms choosing to revalue listed or unlisted investments.
It appears that AASB 1041’s requirement to revalue frequently when FV is adopted as
the basis for the measurement and reporting of non-current assets discouraged firms
from choosing FV for some asset classes, presumably because the costs (for example,
fees paid to independent valuers) associated with frequent revaluations outweighed the
perceived benefits (for example, providing the financial markets with more value
relevant and reliable information).
1.3.2 The Possible Motivations for Revaluing Non-Current Assets
Given that the results indicate a significant decline in the number (percentage) of firms
choosing to revalue various classes of non-current assets, in particular PP&E, this study
also investigated the apparent motivations for firms choosing to revalue PP&E.
Consistent with previous studies, the results suggest that firms are motivated to revalue
PP&E to: improve their borrowing capacity; for signalling purposes; and to reduce
information asymmetry.
1.3.3 The Impact of AASB 1041 on the Value Relevance of Information
Reported With Respect to Non-Current Assets
In terms of value relevance, the results suggest that where the variables of interest are
scaled there was no improvement in the value relevance of the information provided by
Australian companies following the introduction of AASB 1041. However, the results
from the unscaled regressions do not support this conclusion and instead suggest that
the introduction of AASB 1041 was associated with an overall improvement in the
value relevance of the information provided with respect to the various sub-major
classes of non-current assets investigated in this study. As noted in the conclusions,
resolution of the appropriateness of the alternative methodologies is the subject of much
debate in the literature and, as such, is beyond the scope of this dissertation to resolve.
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1.3.4 The Impact of AASB 1041 on the Reliability of Information Reported
With Respect to Non-Current Assets
In terms of reliability, the results suggest that the introduction of AASB 1041 was
generally associated with: an improvement in the reliability of information reported
with respect to non-current assets reported at FV; and a deterioration in the reliability of
information reported with respect to non-current assets reported at HC.
1.4
Outline of the Remaining Chapters
The remaining chapters are organised as follows. Chapter two presents a brief
background to accounting regulation in Australia and describes the key features of
AASB 1041 ‘Revaluation of Non-Current Assets’ (Australian Accounting Standards
Board 2001a) which was introduced in December 1999. Chapter three reviews the
accounting literature relevant to the study. The hypotheses are then developed in chapter
four. Chapter five describes the data sources and methods of analysis used in the study.
The results are presented and interpreted in chapters six and seven. A summary of the
study, together with conclusions, limitations and suggestions for future research, is
provided in chapter eight.
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Chapter 2:

Accounting Regulation in Australia with Particular
Reference to the Revaluation of Non-Current
Assets

2.0
Introduction
This chapter presents a brief background to accounting regulation in Australia together
with a description of AASB 1041 ‘Revaluation of Non-Current Assets’ (Australian
Accounting Standards Board 2001a) which was introduced in December 1999.5 The
organisation of this chapter is as follows: section 2.1 presents the main sources of
Australian accounting regulation; section 2.2 provides an overview of the institutional
setting for the development of accounting standards in Australia; section 2.3
summarises the due process adopted in developing accounting standards; section 2.4
discusses the accounting for non-current assets under AASB 1041; and section 2.5
summarises this chapter.
2.1
Sources of Accounting Regulation
As is the case in most other developed countries, accounting policies and practices in
Australia are subject to regulation. There are three main sources of accounting
regulation governing accounting policies and financial reporting practices in Australia:
government legislation; accounting standards; and the listing rules of the Australian
Stock Exchange Ltd (ASX).
The Corporations Act is the government legislation that regulates financial reporting
practices within the private sector. The Corporations Act 1989 (amended in 1998) was
replaced by the Corporations Act 2001. In general, entities that come under the
provisions of the Corporations Act (disclosing entities, public companies, large
proprietary companies, and registered schemes) are required to: maintain proper

5

Note that AASB 1041 ‘Revaluation of Non-Current Assets’ (Australian Accounting
Standards Board 2001a) applied to continuing operations, while AASB 1042
‘Discontinuing Operations’ (Australian Accounting Standards Board 2001h)
applied to the accounting for non-current assets that formed part of a discontinuing
operation. AASB 1042 noted that, given the tests that have to be met, discontinuing
operations are not expected to occur frequently. Therefore, this study is restricted
to an examination of the impact that the introduction of AASB 1041 had on the
reporting of non-current assets in Australia. It should also be noted that in July
2004, AASB 1041 was replaced by a number of new standards dealing with various
types of non-current assets. However, with a few exceptions, the new standards are
generally consistent with the requirements introduced by AASB 1041.
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accounting records; provide true and fair view annual and semi-annual financial reports;
and comply with accounting standards (Whittred, Zimmer and Taylor 1996; Henderson
and Peirson 2002). This last provision of the Corporation Act gives the Australian
Accounting Standards Board (AASB) legislative authority for the standards it sets (Leo
and Hoggett 1999).
The two professional accounting bodies in Australia, the Institute of Chartered
Accountants in Australia (ICAA) and the Certified Public Accountants (CPA) Australia,
also give the AASB authority over accounting regulation by requiring their members to
consistently apply Australian accounting standards (Whittred et al. 1996; Henderson
and Peirson 2002).
In addition to the requirements prescribed by the Corporation Act and accounting
standards, firms listed on the ASX are also required to comply with the disclosure
requirements of the ASX listing rules. These disclosure requirements are designed to
ensure the efficient and timely dissemination of information about listed firms and to
minimise the possibility of any party profiting from insider information (Whittred et al.
1996; Henderson and Peirson 2002).
2.2
Institutional Setting
Accounting standards for the public sector were initially developed by the Public Sector
Accounting Standards Board (PSASB). However, the PSASB and the AASB were
merged in the 1999 Corporate Law Economic Reform Program (CLERP) legislation
because of the concern that the PSASB and the AASB might issue different standards
looking at the same issue. Furthermore, as a result of the reform, the Financial
Reporting Council (FRC) was established with responsibility for: appointing members
to the AASB; monitoring the development of international accounting standards;
supporting the harmonisation of Australian accounting standards with international
accounting standards; and supporting a greater role for international accounting
standards in Australia. The FRC also advises the AASB with respect to priorities,
business plans, budgets and staffing arrangements (Henderson and Peirson 2002).
The key elements of the accounting standard-setting arrangements as they existed in
Australia over the period of this study are depicted in Figure 2.1.
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Figure 2.1:

Australian Standard-Setting Arrangements6

The AASB was responsible for the development of standards for both public and
private sector entities. Henderson and Peirson (2002) described the primary functions of
the AASB as follows:
1.

to develop a conceptual framework, not having the force of an
accounting standard, for the purpose of evaluating proposed
accounting standards and international standards;

2.

to issue accounting standards under section 334 of the Corporations
Act 2001;

3.

to formulate accounting standards for other purposes;

4.

to participate in and contribute to the development of a single set of
accounting standards for worldwide use; and

5

to advance and promote the main objectives of the Corporations Act
2001.

6

Taken from Henderson and Peirson (2002, p.15).
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The Consultative Group was a combination of the former Consultative Groups of the
AASB and the PSASB. It had responsibility for facilitating communications between
various parties interested in and/or impacted by the standard setting process.
2.3

Due Process in the Development of Accounting Standards in
Australia
Policy Statement 1: The Development of Statements of Accounting Concepts and
Accounting Standards issued by the AASB (Australian Accounting Standards Board
2001f) detailed the procedures that were required to be taken in the development of
accounting concepts and standards over the period of this study. The AASB consulted
regularly with members of its broadly constituted Consultative Group to insure various
interested parties had the opportunity to be involved in the standard-setting agenda.
Potential issues to be addressed by the AASB could arise from a variety of sources such
as: materials received from interested parties; a review of current accounting standards;
and the development of an accounting standard in another country. When an issue
(research project) was added to the AASB’s agenda, the AASB might invite people with
relevant expertise to join a Project Advisory Panel.
Having identified an issue, the next stage was the preparation of a discussion paper, or
research monograph, to critically investigate all relevant conceptual and practical
aspects surrounding the issue. Based on the issues canvassed in the discussion paper or
research monograph, a key decision questionnaire was prepared. The aim of this
questionnaire was to identify the key issues to be resolved in preparing a proposed
Accounting Standard or Concept Statement. A preliminary exposure draft was then
prepared and refined through discussion. In some cases the preliminary exposure draft
might have been sent to interested or knowledgeable parties for comment before it was
finalised. Once the exposure draft was finalised, the AASB invited comment from all
interested parties.
After considering all the comments and views received, a draft Statement of Accounting
Concept or Standard was prepared and sent to: the National Councils of the two
professional accounting bodies in Australia; the Attorney-General’s office; and the
Australian Securities and Investment Commission (ASIC). Comments received from the
National Councils of the two professional accounting bodies and from the Attorney
General’s office were considered in finalising the statement of accounting concept or
13

standard. The final accounting concept or standard had to then pass through both houses
of parliament within 30 days of completion before it could be approved by the AASB.
On approval of the statement of accounting concept or standard, the two professional
accounting bodies had 60-days to decide whether the concept or standard would be
endorsed for use by their members.
These various stages in the development of statements of accounting concepts and
accounting standards outlined above were designed to ensure there was a thorough
examination process before a statement of accounting concept or accounting standard
was approved. Given this process, it is reasonable to expect that the introduction of any
new accounting standard should have resulted in more relevant and reliable information
being reported.
2.4
Accounting for Non-Current Assets under AASB 1041
AASB 1041: Revaluation of Non-Current Assets (Australian Accounting Standards
Board 2001a) was issued in December 1999 and became operative for the financial
period ending on or after 30 September 2001. AASB 1041 replaced AASB 1010
‘Accounting for the Revaluation of Non-Current Assets’. 7
AASB 1041 refered to a revaluation as the act of recognising a reassessment of the
carrying amount of a non-current asset to its fair value (FV) at a particular date.8 The
standard required the adoption of either the HC or FV basis in the measurement and
reporting of a class of non-current assets. Where FV was adopted, revaluations were
required be made with sufficient regularity to ensure the carrying amount of each asset
within the class of assets to which it belonged did not differ materially from its FV at
the reporting date. Furthermore, once FV was adopted, entities were only permitted to
revert to the HC basis if the change in accounting policy would improve the
measurement and reporting of non-current assets. Note that prior to the introduction of
AASB 1041 companies could revalue non-current assets (except goodwill) whenever
they chose and there was no requirement to keep valuations current.

7

8

At the same time, AASB 1010 was reissued as ‘Recoverable Amount of NonCurrent Assets’ (Australian Accounting Standards Board 2001d).
The standard excluded recoverable amount write-downs from the definition of
revaluations.
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When an asset revaluation took place, there were two possible outcomes, a revaluation
increment or a revaluation decrement. A revaluation increment (decrement) was the
amount by which the revalued carrying amount of a non-current asset as at the
revaluation date exceeded (was less than) its previous carrying amount.
AASB 1041 required any increments or decrements arising from a revaluation to be
offset against one another within a class of non-current assets. The standard also
required any net increment to be credited directly to an asset revaluation reserve, unless
the increment reversed a previous decrement recognised as an expense in the statement
of financial performance in respect of that same class of non-current assets, in which
case it was required to be recognised as revenue. Where a net decrement arose from the
revaluation of a class of non-current assets it was required to be directly recognised as
an expense in the statement of financial performance, except when a credit balance
existed in the revaluation reserve in respect of the same class of non-current assets, then
the decrement grossed up for any related recognised current tax and deferred tax was
required to be debited to the asset revaluation reserve (see AASB 1041, para 6.2 a and
b).
AASB 1041 required the following to be disclosed when FV was adopted for the
measurement of a class of non-current assets:
- the methods used in determining FV (para 9.1a);
- whether the revalued carrying amount had been determined in accordance with an
independent valuation (para 9.1b);9
- where the FV of a class of non-current assets had been determined by the calculation
of the replacement cost of the asset’s remaining future economic benefits using an
index, then the financial report was required to disclose the nature of the index used
(para 9.2);
- the balance of the asset revaluation reserve (para 9.3); and

9

Independent valuation means a valuation made by a person external to the company
who is an expert in relation to valuations of that class of non-current assets. This
person should be able to give an objective opinion in relation to that valuation.
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- if the entity was a for-profit entity, any restrictions on the distribution of the balance
to owners was also required to be disclosed (para 9.3).
Additionally, the standard required the disclosure of a reconciliation of the carrying
amount at the beginning and end of the reporting period (para 9.4). The reconciliation
was required to show the following items:
- additions;
- disposals;
- acquisitions through the acquisition of other entities or operations;
- the net amount of revaluation increments less revaluation decrements;
- the recoverable amount write-downs recognised in accordance with AASB 1010;
- any reversals of recoverable amount write-downs;
- depreciation expense;
- net foreign currency exchange differences arising from the translation of the
financial statements for a self-sustaining foreign operation; and
- other movements.
AASB 1041 stipulated the necessity to revalue every reporting period assets that
experienced frequent fluctuations in value. However, for assets that experienced
infrequent changes in value, a revaluation every three years was deemed to be
reasonable. The frequency of revaluations was not stipulated in the previous standard
(AASB 1010) thus, the previous standard provided management with discretion in
deciding if and when to revalue various classes of non-current assets (except goodwill).
2.5
Summary
Australian accounting standards have a long history of permitting the upward
revaluation of non-current assets. However, with the introduction of AASB 1041, the
rules and regulations governing the revaluation of non-current assets stipulated both the
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frequency and method of revaluation for the first time.10 The new standard also
permitted firms to change from the HC to the FV basis and vice versa, however, such a
change could only be made as long as AASB 1001 ‘Voluntary Change in Accounting
Policy’ (Australian Accounting Standards Board 2001c) could be satisfied. In this
context, AASB 1001 only permitted a change in accounting policy if it would result in
an overall improvement in the relevance and reliability of the financial statements being
presented.11 Given this requirement, having adopted FV a firm might find it difficult to
change back to HC.
The changes introduced by AASB 1041 to the way Australian firms were required to
account for non-current assets (and particularly the requirement to regularly revalue
assets carried at FV) provides the opportunity to examine a number of issues concerned
with the value relevance and reliability of the information presented with respect to
non-current assets. In particular, this thesis examines: the impact the introduction of
AASB 1041 had on the number (percentage) of firms reporting non-current assets at
revalued (FV) amounts; the possible motivations for firms choosing FV (as opposed to
HC) for the reporting of non-current assets; and the impact of the introduction of AASB
1041 on the value relevance and reliability of information provided with respect to noncurrent assets reported at both HC and FV amounts.

10

11

As noted in chapter one, in July 2004 AASB 1041 was replaced by a number of
new standards dealing with various types of non-current assets. However, with the
exception of some classes of financial assets and assets held for sale, the new
standards generally maintained the requirement (introduced by AASB 1041) for
companies to choose either HC or FV, and where FV is adopted these values have
to be regularly reviewed.
As noted in chapter one, although AASB 1001 was replaced in July 2004 by AASB
108, the general requirements concerning a voluntary change in accounting
standards have been maintained in the new standard.
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Chapter 3:

Related Literature

3.0
Introduction
This chapter provides an overview of the relevant empirical research related to this
study. The chapter starts with section 3.1 providing a discussion of the information
needs of market players and the ‘efficient market theory’ that underlies capital market
research. An overview of the agency relationship and issues concerning information
asymmetry is then presented in section 3.2. The value relevance and reliability of
accounting numbers is discussed in section 3.3. Section 3.4 briefly discusses the
potential incentives managers might have to choose certain accounting policies. Section
3.5 highlights the demand for an alternative (to HC) basis of measurement and is
followed by section 3.6 which provides a brief history of asset revaluations in a number
of countries. Section 3.7 provides a summary of the relevant empirical studies that have
examined the value relevance and reliability of FV disclosures. Particularly as they
relate to non-current assets. In section 3.8, the literature concerning the relationship
between the decision to revalue assets and existing debt contracts is highlighted.
Finally, section 3.9 provides a brief summary of the chapter.
3.1
The Information Needs of Market Players and Market Efficiency
To evaluate and make decisions regarding the distribution of scarce resources, market
players need firm-specific information as well as information that is related to the
economy. Market players may access firm-specific information from various sources.
Three of the most significant sources of information are financial statements, analysts
that follow a firm, and news reports (Frankel and Xu 2004).
New value relevant information will prompt market players to take actions and market
mechanisms will ensure that these actions result in share price revisions. This notion is
referred to as the efficient market hypothesis (Fama 1965). The efficient market
hypothesis suggests that all value relevant information related to a firm will rapidly
result in share price revisions (Fama 1965; Ball and Brown 1968; Fama 1969).
However, this is a perfect version of the efficient market hypothesis that assumes there
are no costs to obtaining information and trading on it and, therefore, this version of the
efficient market hypothesis is economically unrealistic (Fama 1991). A more sensible,
but weaker, form of market efficiency argues that share prices will reflect new
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information only when the profit arising from trading on the new information offsets the
costs.
Thus, market efficiency can be categorised as either: strong, semi-strong, or weak
(Fama 1970). These three forms of market efficiency are determined by the nature of
information reflected in share prices (Ross, Westerfield and Jordan 2001) and how
quickly and accurately share prices reflect such information (Lee 2001). The strong
form of market efficiency assumes that all value relevant information (both private and
public) is incorporated into share prices. The semi-strong form of market efficiency
assumes that all publicly available information is incorporated into share prices. Under
the semi-strong form of market efficiency, it is argued that superior traders will uncover
value relevant information and trade on it as long as the benefits outweigh the costs.
The weak form of market efficiency assumes that the only information incorporated into
current share price is past share price information. In the remainder of this thesis it is
assumed that markets are semi-strong form efficient and where the term ‘efficient
market’ is used it denotes semi-strong form efficiency.
There have been a number of empirical studies supporting the efficient market
hypothesis in the US (Fama 1965; Ball and Brown 1968; Fama 1969; Mendenhall and
Fehrs 1999). For example, the pioneering work of Fama (1965) tested share prices to
see if they followed a random walk model. Fama (1965) found evidence suggesting that
successive share prices were independent of a firm’s historical price performance and
that a firm’s share price would follow a distribution that showed large fluctuations over
a very short time period. Large fluctuations in share prices over a very short time period
are consistent with evidence of uncertainty surrounding the world economy, where new
information can cause shocks in capital markets. Fama’s (1965) findings imply that
investors cannot gain abnormal returns by simply studying the past performance of
share prices and, therefore, support the semi-strong form of market efficiency (rather
than the weak form of market efficiency).
Further, Fama (1965) examined how share prices respond to new information contained
in stock splits. His findings showed that share prices adjust rapidly to information about
future earnings contained in share splits. In addition, in their highly cited paper, Ball
and Brown (1968) found evidence that share prices adjust to information conveyed
through annual earnings announcements. However, Ball and Brown (1968) concluded
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that the information contained in annual earnings was not timely because share prices
typically adjusted to such information as early as 12 months prior to the annual earnings
announcement date. Therefore, Ball and Brown (1968) argued that annual earnings
announcements are not the only source of information available to the market and that
share prices respond to more timely sources of information (for example, interim
earnings announcements).
Empirical studies on the Australian capital market have also concluded that the market
is semi-strong form efficient (Brown 1970; Ball, Brown and Finn 1977; Brown, Finn
and Hancock 1977; Brown and Hancock 1977; Ball, Brown and Finn 1978; Ball 1980).
For example, Brown (1970) associated annual earnings announcements with excess
returns in the announcement month, while Brown and Hancock (1977) associated both
interim and annual earnings with excess returns surrounding the announcement day, and
Brown, et al. (1977) studied the joint effect of earnings and dividends (because earnings
and dividends are typically announced simultaneously in Australia). These three studies
all found strong evidence that earnings are value relevant to investors. However, Brown
(1970) found that most of the information contained in annual earnings numbers was
already reflected in share prices. Again, it appears that the market is able to capture this
information from other, more timely, sources. The implication of this is that successful
investors will not wait for annual earnings announcements but will, instead, look for
more timely sources of information.
Following Fama (1969), Ball et al. (1977) investigated whether capitalisation changes
result in adjustments to share prices. Ball et al. (1977) found evidence to suggest that
share prices react to cash flow information conveyed through capitalisation changes and
not to the capitalisation announcement itself. For example, bonus issues and rights
issues may change the capitalisation of a firm without any future cash-flow implications
and, thus, they are not value relevant. In contrast, Ball et al. (1977) found that a stock
split that is followed by an increase in dividends is associated with abnormal returns
around the announcement day. Ball et al. (1977) further tested the speed of share price
adjustments and found that the information conveyed through capitalisation changes is
fully impounded in share prices by the end of the announcement month.
Ball (1980) used the filter rule examined by Fama and Blume (1966) to test the
efficiency of the Melbourne Stock Exchange in processing new value relevant
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information.12 Using a filter rule strategy suggests that share prices follow a pattern and
by observing this pattern, investors are able to gain excess returns. However, Ball’s
(1980) results suggest that investors cannot profit from using a filter rule strategy. This
means that share prices do not follow a pattern, but adjust to new value relevant
information. This finding is consistent with the efficient market hypothesis.
Ball et al. (1978) examined whether investors could gain from using the published buysell recommendations of analysts. They found that while the recommended shares
outperformed the market, investors could not gain anything by waiting for the release of
such buy-sell recommendations because these recommendations contained old
information and share prices had already adjusted accordingly. Ball et al. (1978)
suggested that investors can only earn abnormal returns by analysing securities and
trading on the private information they uncover.
While the empirical research summarised above suggests that capital markets are semistrong efficient in processing information, there is also some empirical evidence
pointing to certain market inefficiencies (Bernard and Thomas 1990; Bhushan 1994;
Abarbanell and Bushee 1997; Mendenhall and Fehrs 1999; Taffler, Lu and Kausar
2004; Jegadeesh and Livnat 2006). The relatively slow adjustment of share prices to
new information was first identified by Ball and Brown (1968) who reported that share
prices continue to adjust for some months after the annual earnings announcement.
Bernard and Thomas (1990) also found evidence of an under-reaction in share prices to
information about future earnings conveyed in current earnings.
Similarly, Taffler et al. (2004) found indications that the UK market under-reacts to bad
news conveyed in going-concern modified audit (GCM) reports, even after controlling
for: post-earnings announcement drift effects; small stock characteristics; financial
distress status; and momentum effects. Taffler et al. (2004, p.265) noted that they could
not ‘rule out an irrational investor explanation’ for their results ‘with investors
apparently underreacting to or, in effect, denying the bad news conveyed by a goingconcern audit opinion and trading at prices inconsistent with underlying value.’
12

The filter rule tested by Fama and Blume (1966, p.227) stated that: ‘If the daily
closing price of a particular security moves up at least x percent, buy and hold the
security until its price moves down at least x percent from a subsequent high, at
which time simultaneously sell and go short. The short position is maintained until
the daily price rises at least x percent above a subsequent low at which time one
covers and buys.’
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Consistent with Bernard and Thomas (1990) and Ball and Brown (1968), this finding
suggests the possibility of an inefficient market.
Jegadeesh and Livnat’s (2006) results suggest that abnormal returns around the annual
earnings announcement date are associated with past revenue surprises and that past
revenue surprises are associated with earnings growth. These findings, consistent with
Bernard and Thomas (1990), also indicate that the market under-reacts to information
about future earnings conveyed in revenue surprises and again suggests the possibility
of an inefficient market.
Despite some evidence of market inefficiency (but consistent with the majority of prior
empirical research), this thesis assumes that the Australian capital market is semi-strong
form efficient in processing value relevant information.
3.2
The Agency Relationship and Information Asymmetry
A business entity can have one or more owners and the manager of the business might
be the owner (or one of the owners) or a different party entrusted with the operation of
the entity. The relationship between the owner (referred to as the principal) and the
manager (referred to as the agent) represents the agency relationship. In agency
relationships, principals contract agents to act on their behalf. This relationship requires
the principal to delegate a certain level of authority for decision making to the agent
(Jensen and Meckling 1976). The principal and the agent have different roles. The role
of the principal is to provide capital, bear risk and create incentives, while the
responsibility of the agent is generally to create wealth for the principal (Lambert 2001).
Two potential problems arise from the separation of ownership and management. First,
according to Jensen and Meckling (1976), it is reasonable to expect both owners and
managers to look after their own interests and to not always act in the best interests of
the other party (referred to as: utility maximisation). Second, the agent might have more
information regarding the future performance of the firm compared to the principal; this
is referred to as information asymmetry (Lambert 2001). In the context of utility
maximisation, agents have incentives to use information that is exclusive to them in
their efforts to fulfil their own interests (Lambert 2001). For this reason it is important
for the principal to create incentives to limit the potential deviation of the interests of
the agent from those of the principal.
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The principal’s efforts to limit such deviations in the agent’s interests are typically
achieved through bonding and monitoring activities. Such activities might take the form
of: compensation schemes (designed to align the interests of the agent with those of the
principal); providing/requiring external audits; the introduction of control systems; and
the implementation of budget restrictions. The total costs associated with bonding,
monitoring, and/or any residual loss are referred to as agency costs (Jensen and
Meckling 1976).13
As noted above, it has been suggested that through the use of compensation schemes
owners can limit the deviation of a manager’s interests from the interests of the owners.
A widely used compensation approach is to base the remuneration of agents (at least in
part) on their performance (this is referred to as a performance-based compensation
scheme). In this context, share price is often used as an indicator of performance
(Lambert 2001). Given the utility maximising nature of managers it might, therefore, be
reasonable to expect that managers will choose accounting techniques (as permitted by
accounting standards) that have a positive impact on share price. Empirical studies
suggest that choosing accounting techniques that better enable managers to disseminate
their private information to external market players can reduce information asymmetry
and, therefore, improve the market value of a firm’s equity (Christie 1990; Diamond
and Verrecchia 1991; Bartov and Bodnar 1996). One accounting policy choice available
to managers that might significantly reduce information asymmetry is the release of FV
information.
Further, in the context of debt issues, creditors have an incentive to ensure that
managers do not increase the risk born by the creditors. Creditors can, for example, do
this through debt contracts that bind management to limit the firm’s leverage and
dividend payout ratios (Jensen and Meckling 1976). The cost related to ensuring
compliance with such debt covenants is referred to as the agency cost related to the
issuance of debt. Owners will bear this cost because creditors will adjust the value of
any loan to compensate for these monitoring costs. To minimise these costs, managers
use financial statements to provide information that is needed by creditors for the
assessment of compliance with debt contracts. Management can also pass on private
information through disclosures in the notes to the financial statements.
13

Jensen & Meckling (1976) define the residual loss as the principal’s loss of wealth
that arises from the diversion of the agent’s interests from those of the principal.
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To ensure that information presented in the financial statement is a true and fair
representation of the firm, the preparation of financial statements is regulated by
accounting standards. The Australian Accounting Standards Board (AASB), in
Statement of Accounting Concepts (SAC) 2: Objective of General Purpose Financial
Reporting (Australian Accounting Standards Board 2001b, p.19) states that:
‘considering users’ informational needs, the objective of general purpose financial
reporting is to provide information to users that is useful for making and evaluating
decisions about the allocation of scarce resources.’
The concept statement further states that by meeting this objective management
discharges their accountability to the users of financial reports. To be able to meet this
objective, Statement of Accounting Concepts (SAC) 3: Qualitative Characteristics of
Financial Information (Australian Accounting Standards Board 2001e, p.34), stated that
financial reports should posses the following qualitative characteristics:
general purpose financial reports shall include all information which
satisfies the concepts of relevance and reliability and which passes the
materiality test. General purpose financial reports shall be presented on
a timely basis and in a manner which satisfies the concepts of
comparability and understandability.
The qualitative characteristics of general-purpose financial reports provided guidelines
to help management choose between competing accounting policies. In the context of
reducing information asymmetry, accounting standards typically provide some room for
management to use their discretion in choosing accounting techniques that are the most
appropriate in presenting a true and fair view of their firm.
Empirical research shows that, given the right motivation, management will choose
accounting techniques that reduce information asymmetry and maximise the value of
the firm (Christie 1990; Diamond and Verrecchia 1991; Bartov and Bodnar 1996).
3.3
The Value Relevance and Reliability of Accounting Numbers
Accounting numbers are important because stakeholders give consideration to them in
making decisions. Therefore, many researchers have tried to show the value relevance
of accounting numbers. Value relevance is typically defined as the usefulness of the
information contained in financial statements to investors wanting to value securities.
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Generally, the available evidence suggests that earnings information has incremental
explanatory power over share price information, despite the fact that some past studies
have found the information contained in annual earnings announcements is not timely
(Ball and Brown 1968; Firth 1981; Easton and Harris 1991; Easton, Harris and Ohlson
1992).
Although the available evidence suggests that earnings information is value relevant,
some recent research suggests that the incremental explanatory power (or value
relevance) of ‘bottom-line’ earnings has declined over time (Collins, Maydew and
Weiss 1997; Francis and Schipper 1999). However, while the value relevance of
earnings might have declined over time, Collins et al. (1997) and Francis et al. (1999)
report an increase in the combined explanatory power of earnings and the book value of
equity as a result of a significant increase in the value relevance of the book value of
equity.
Ely & Waymire (1999) argued that earnings numbers are important because the
American Institute of Accountants (which later became the American Institute of
Certified Public Accountants - AICPA) noted that the value of a business is determined
by its earnings-generating capacity. Furthermore, the AICPA and the FASB consider
enhancement of the value relevance of financial reporting as the objective of accounting
standard-setting bodies. Consistent with Collins et al. (1997) and Francis et al. (1999),
Ely & Waymire (1999) also provide evidence of an increase in the combined
explanatory power of earnings and the book value of equity for the valuation of
common stocks on the New York Stock Exchange over the period 1927 to 1993.
However, contrary to Collins et al. (1997) and Francis et al. (1999), Ely & Waymire’s
(1999) results did not indicate any significant decrease in the coefficient for earnings
over the period of their study.
Lev and Zarowin (1999, p.353) contradict the above studies in noting ‘that the
usefulness of reported earnings, cash flows, and book (equity) values has been
deteriorating over the past 20 years.’ Lev and Zarowin (1999) argue that this decline in
the value relevance of accounting numbers is the result of change which is not
adequately reflected in the current reporting system.
Finally, Burgstahler and Dichev (1997, p.187) suggested (and their results supported the
notion) that ‘equity value is a convex function of both earnings and book value, where
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the function depends on the relative values of earnings and book value.’ Burgstahler and
Dichev (1997) argued that when the ratio of earnings to book value is high (low), the
firm is likely to continue (discontinue) its current way of using resources and, therefore,
earnings (book value of equity) will be the more important determinant of equity value.
As can be seen from the discussion above, a review of empirical studies concerned with
the value relevance of accounting numbers provides mixed findings. Some studies
indicate that the combined value relevance of earnings and the book value of equity has
improved with the book value of equity driving the improvement in the value relevance
of accounting numbers (Collins et al. 1997; Ely and Waymire 1999; Francis and
Schipper 1999). However, Lev and Zarrowin (1999) found that the value relevance of
both the book value of equity and earnings has declined over time and Burgstahler and
Dichev (1997, p.187) suggest that the value relevance of earnings compared to the book
value of equity is a function of the relative values of earnings and the book value of
equity.
However, it is one thing for information provided under a particular accounting method to
be shown to be value relevant, but if it cannot be demonstrated that such information can
be reliably reported then it is arguable that the provision of this information will be useful
(Holthausen and Watts 2001). Therefore, this thesis contributes to the literature
concerning FV accounting in two ways. First, by providing evidence concerning the
impact of the introduction of AASB 1041 on the value relevance of information
provided in Australian annual reports with respect to non-current assets. Second, by
indicating whether AASB 1041 has improved the reliability of the information reported
with respect to non-current assets.
3.4
Accounting Policy Choice
The assumption behind the choice of an accounting policy is that there are non-zero
contracting and information costs. This implies that any choice of accounting policy can
affect a firm’s cash flows and managers will choose a specific accounting policy
depending on the effect it is likely to have on a firm’s cash flows (Watts and
Zimmerman 1986). Such a situation provides an opportunity for researchers to study
and explain variations caused by different procedures across different firms and time.14
14

As was the case with the studies by Brown et al. (1992), Whittred and Chan (1992),
Cotter and Zimmer (2003), and Cotter (1999).
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Changes in accounting policies might cause certain accounting numbers to change (such
as an increase in asset values, a decrease in liabilities, an increase in revenues or a
decrease in expenses). These changes might convey fundamental information about a
firm and, therefore (assuming the market is efficient) such changes in accounting
numbers that arise from changes in accounting policies should lead to share price
adjustments.
A study by Christie (1990) shows how contracting and size theories determine the
choice of accounting policy and how a change in accounting policy could explain the
market value of equity. There is evidence that managerial compensation, leverage, size,
risk, and debt constraints have explanatory power over the market value of equity. This
suggests, based on contracting and size theories, that there are incentives for
management to choose certain accounting policies which, in turn, can affect the market
value of the firm (Christie 1990). Christie’s (1990) findings are confirmed by Diamond
and Verrecchia’s (1991) study on alternative accounting methods viewed from an
information asymmetry perspective. Diamond and Verrecchia (1991) provide evidence
that an improvement in information asymmetry will improve the market value of the
firm (Diamond and Verrecchia 1991). As noted earlier, many management
compensation schemes use the market value of the firm as a measure of management’s
performance. Hence, management has an incentive to maximise the value of the firm by
choosing accounting policies that reduce the degree of information asymmetry among
market players (Bartov and Bodnar 1996).
For example, in the context of debt contracts, firms might look to accounting policies
that increase asset values and, therefore, reduce the ratio of debt to total tangible assets.
Adopting such policies will, conceivably, result in a relaxation of any constraints on a
firm’s financing decisions, enabling it to further explore the possibility of external
financing for profitable investments (Brown et al. 1992). The revaluation of non-current
assets is an example of an accounting policy choice that would be helpful in such
circumstances.
It should also be noted that firm size could have a bearing on the choice of accounting
policies. It has been suggested that larger firms are more likely to adopt policies that
decrease earnings because larger firms are more likely to face government intervention;
for example, antitrust and price controls (Watts and Zimmerman 1978; Brown et al.
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1992). Given that most assets are required to be depreciated, the revaluation of an asset
will necessarily lead to an additional depreciation expense and, therefore, lower
earnings. It should also be noted that when a revalued asset is sold any gain on the sale
will be lower than it would otherwise have been had the asset not been revalued.
However, although there might be incentives for larger firms to reduce their reported
earnings to minimise political costs, these incentives will be mitigated where there are
management compensation schemes in place that reward higher earnings. Therefore,
given that there are costs associated with every decision, managers will only change
accounting policies provided they believe the benefits will outweigh the costs.
Lin and Peasnell (2000a) used two large samples drawn from companies listed on the
London stock market in 1989 and 1991 to examine the possible motivations for and
timing of fixed asset revaluations. Their results suggest that ‘indebtedness, poor
liquidity, size and fixed asset intensity are each positively correlated with asset
revaluation’ (Lin and Peasnell 2000a. P.360). However, while each of these variables is
important in explaining the decision (choice) to revalue, ‘only depletion, liquidity and
size are consistently reliable indicators of the timing of revaluation decisions’ (Lin and
Peasnell 2000a. P.360). Lin and Peasnell (2000a, p.388) conclude that their ‘results
complement earlier research and suggest that the theory of costly contracting provides a
fairly consistent explanation of the reasons why some firms depart from historical cost
and others choose not to.’ In a subsequent study, Lin and Peasnell (2000b) reported that
the decision by UK companies to revalue a tangible fixed asset in a given period was
positively associated with prior period revaluations.
3.5

The Demand for an Alternative (to Historic Cost) Basis of
Measurement
HC accounting is based on the assumption that money as a measurement unit is
relatively stable and that any change in the value of money is insignificant. However,
the reliability of this assumption is questionable during periods of high inflation or
deflation, where the purchasing power increases or decreases as a direct result of
changes in price levels. In general, the criticisms of HC centre on the lack of relevance
and reliability of HC numbers, particularly with respect to earnings (income), but also
with respect to assets and liabilities. The concept of earnings is important since it is
employed for a variety of purposes, for example: as a basis for taxation; to decide on
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dividend and retention policies; as a guide for investment decisions; and as an element
in predicting future earnings.
HC earnings have been criticised for their failure to recognise any positive changes in
the value of assets, thereby preventing up to date information from being disclosed.
Furthermore, due to the realisation principle, HC accounting earnings have been
criticised because they include, in the current period, gains in value that have,
potentially, occurred over past periods (Edwards 1975). Because of the instability of
money as a measurement unit during inflationary times, the results of operations
prepared on a HC basis might be misleading. HC earnings are usually overstated during
periods of inflation which, in turn, might inadvertently cause an erosion of capital
through the excessive distribution of income to the owners and the government
(Edwards 1975).
Although earnings are important, the standard setters shift in focus in recent times away
from the profit and loss statement and towards the balance sheet suggests that asset
values are likely to increase in importance in the future. For example, under Statement
of Accounting Concept SAC 4: Definition and Recognition of the Elements of Financial
Statements (Australian Accounting Standards Board 2001g), profit (loss) was defined as
the increase (decrease) in net assets during the period (excluding owner
contributions/distributions).15 This definition focussed attention on the balance sheet
and, more particularly, on a firm’s assets; highlighting the need for assets to be
appropriately valued.
Criticism concerning the instability of money as a measurement unit has given rise to
the demand for a measurement unit that incorporates purchasing power instead of
nominal value. FV accounting is a measurement basis that incorporates purchasing
power and is based on the productive capacity maintenance concept (Belkaoui and
Jones 2002).16
15

16

Note that in July 2004 SAC 4 was replaced by the AASB Framework: ‘Framework
for the Preparation and Presentation of Financial Statements’ (Australian
Accounting Standards Board 2007a). Under the Framework, equity is defined as
assets minus liabilities and, therefore, the thrust of the Framework in terms of
defining profit is essentially the same as it was under SAC 4.
Productive capacity maintenance is a capital maintenance concept that is based on
physical capital. The physical capital maintenance concept calls for the
maintenance of an entity’s physical productive capacity. Financial capital
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3.6

A Brief History of Asset Revaluations in the US, UK, NZ and
Australia
Asset revaluations in the US were once a common and legitimate practice (Saito 1983).
For example, among 208 large industrial firms listed in 1934, 75 percent had recorded
asset revaluations (Fabricant 1936). With respect to these revaluations, there were 70
write-ups of property, plant and equipment; 7 write-ups of intangibles; and 43 write-ups
of investments; though the methods used in the revaluations were not revealed
(Fabricant 1936). Dillon (1979) also reported that from 110 corporations listed on the
New York Stock Exchange (NYSE) that had filed their financial statements with the
SEC within the period of 1925-1934, 25 percent had written-up their assets. However,
Rappaport (1972) suggested that the early history of asset revaluations in the US was
that many companies were arbitrarily estimating the present value of their equipment
and that these values did not necessarily reflect their current value. Rappaport (1972)
also noted that on many occasions firms had not provided sufficient justification for
their asset write-ups. Rappaport (1972) argued that these deficiencies led the SEC to
effectively banning upward revaluations by promoting accounting rules that strongly
discouraged any asset write-ups. As a result, asset revaluations have not been common
in the US for some time.
By way of contrast, Sutton (1988) found that in the UK fixed asset revaluations,
particularly for land and buildings, were widespread with only 56 out of 300 major
industrial and commercial companies stating all their fixed assets at cost in 1976/77. In
other words, unlike the US, asset revaluations in the UK have been considered
appropriate and have occurred frequently.
Similarly, asset revaluations have also been common in NZ; with Emanuel (1989)
reporting that approximately 90 percent of companies listed on the NZ Stock Exchange
had revalued their assets upward at some stage.
Asset write-ups have also been a common feature of Australian corporate reporting for
some time. For example, Leech et al. (1978) reported that between 1950 and 1972, 835
Australian listed companies made 1,905 upward revaluations of fixed assets and that the
average frequency of revaluations by listed public companies was 7.4 percent per year.
Between 1972 and 1985, Whittred and Chan (1992) reported that the frequency of
maintenance is another concept that calls for the maintenance of the financial
amount of an entity’s equity (Shwayder 1969; Lemke 1981).
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revaluations made by Australian listed companies had increased to an average of 23.8
percent per year.
In terms of downward revaluations, standard setters in Australia, the US, the UK, and
NZ, require a mandatory downward revaluation of an asset if its recoverable amount
falls below its depreciated HC or revalued amount.
3.7
Empirical Research on FV Accounting
As noted earlier, in the early 1900s large US public utility firms were found to be
revaluing fixed assets upwards in a casual or arbitrary manner (Walker 1992).
Following these findings, upward asset revaluations were effectively prohibited in the
US. However, the high inflationary period of the 1970’s reheated the debate concerning
the need for an alternative measurement basis (Beaver et al. 1980). As a response to
this, the SEC (Securities and Exchange Commission 1976) issued Accounting Series
Release No. 190 (ASR 190) requiring firms with inventories and gross productive assets
in excess of $100 million and 10 percent of total assets to disclose: the replacement cost
of inventories and productive capacity; and depreciation expense and cost of goods sold
using the replacement cost method (Beaver et al. 1980). Following the release of ASR
190, the FASB issued a series of standards related to current value accounting.17
The release of these pronouncements encouraged a number of researchers to examine
the relevance of FV accounting. Generally, these studies tried to examine the impact of
the FV requirements deliberated by US accounting governing bodies (such as the FASB
and SEC) on share prices. Studies conducted during this period provided mixed results.
Some studies suggested that the deliberations made by the US accounting governing
bodies did impact stock prices and, therefore, concluded that FV accounting was value
relevant (Noreen and Sepe 1981; Bublitz et al. 1985). In contrast, other studies
concluded that FV accounting did not consistently provide information relevant to share
prices (Beaver et al. 1980; Ro 1980; Beaver et al. 1982).
In the 1990s, studies regarding the value relevance of asset revaluations provided
results that were more positive. These studies examined the value relevance of FV
17

For example: SFAS No. 33: Financial Reporting and Changing Prices (Financial
Accounting Standards Board 1979); and SFAS No. 107: Disclosures About Fair
Value of Financial Instruments (Financial Accounting Standards Board 1991).
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reporting, particularly with respect to financial instruments. Some of the studies
provided evidence suggesting that an investment security’s FV has explanatory power
beyond HC (Barth 1994). With respect to earnings, Sami and White (1994) reported
that inflation-adjusted measures of earnings significantly reduced the forecast error of
security returns over two test periods and, therefore, inflation adjusted earnings were
value relevant.
Other studies found that disclosures required under SFAS 107 had made financial
statements a more comprehensive source of value relevant information. For example,
Barth et al. (1996) investigated the value relevance of FV disclosures under SFAS 107
by examining whether differences between FV estimates disclosed under SFAS 107 and
their related book values could be used to explain, in a predictable way, differences
between the market and book values of common equity. Their findings provided
evidence that FV estimates of loan securities and long-term debt, disclosed under SFAS
107, have significantly higher explanatory power for bank share prices than their related
book values (Barth et al. 1996).
Although the FASB has been focusing on a more extensive use of FV accounting, it
should be noted that (so far) the focus has primarily been on the application of FV to
financial instruments rather than to non-financial assets (Barth 2000). The reason for
this might be that it is more difficult to obtain reliable FV estimates for non-financial
assets; especially intangible assets and some tangible assets where their value-in-use
varies significantly from their exit or entry value (Barth and Clinch 1998). Miller and
Loftus (2000) formed a similar view when they analysed ‘Statement of Principles for
Financial Reporting’ issued by the ASB (Accounting Standards Board 1999) in the UK
in 1999. They pointed out that for financial assets that were actively traded, their
replacement cost (entry value), value in use, and net realisable value (exit value) could
be similar with only slight differences due to transaction costs (Miller and Loftus 2000).
However, Miller and Loftus (2000) argued that this was not generally the case with
respect to non-current non-financial assets.
Unlike the US, some other countries such as NZ, the UK and Australia have typically
permitted the upward revaluation of most non-current assets (except goodwill).
Empirical research on asset revaluations in these countries has helped provide a better
understanding of the nature of asset revaluations.
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For example, Emanuel (1989) provides evidence concerning the value relevance of
asset revaluations in New Zealand. The approach he used was to measure the reaction of
the market to asset revaluation announcements. The announcement date was taken as
the date on which the company released its annual report. Prior to the release of the
annual report, listed firms would have released their preliminary annual announcements
containing a contemporaneous release of earnings and dividend information (but no
announcement on revaluations). Assuming the market is efficient, the information
content of the earnings and dividend announcement would have been impounded into
share prices prior to the release of the annual report. Therefore, any price change upon
the release of the annual report was taken as a reflection of the market’s reaction to new
information, including any revaluations. However, Emanuel (1989) found little
evidence that asset revaluations generated share price revisions. Therefore, he
concluded that asset revaluations were not value relevant. Given this finding, it is not
clear why there have been so many firms revaluing assets in NZ. Emanuel (1989)
suggested that the desire to present a true and fair financial report might have been the
reason behind this phenomenon.
There have also been some contradictory results on the value relevance of asset
revaluations made by UK firms. For example, Standish and Ung (1982) studied fixed
asset revaluations made by 232 listed UK firms and found there was an upward
movement in the cumulative abnormal returns surrounding the period of revaluation
announcements. However, after dividing the firms into sub-groups according to other
signals of interest to the market (such as stock dividends; capitalisation changes; and
dividend and earnings announcements), Standish and Ung (1982) found that the positive
unexpected movement in prices surrounding the announcement date only occurred
when the market took it as a pointer to other favourable signals. When these
expectations concerning other favourable signals were not confirmed, Standish and Ung
(1982) found that the revaluations alone did not result in any positive abnormal returns.
In a later study, Amir et al. (1993) focused on UK firms that were cross-listed in the US
capital market. These firms were required to provide a reconciliation of income
calculated under UK GAAP compared with that calculated under US GAAP. Amir et al.
(1993) reported, for their sample of cross-listed firms, that the information provided
with respect to asset revaluations was value relevant within the US market. However, a
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similar study of cross listed UK companies by Barth and Clinch (1996) reported that
revaluation amounts were not value relevant in the US market.18
Aboody et al. (1999) observed the relationship between upward fixed asset revaluations
by UK firms over a thirteen year period (1983 – 1995) and any changes in operating
performance as proxied by operating cash flows and operating income net of
depreciation, amortisation, and gains on asset disposals. Their results indicated that such
revaluations were significantly positively related to changes in future performance,
measured by operating income and cash from operations and, therefore, were value
relevant.
The study by Aboody et al. (1999) was criticised by Sloan (1999) for failing to provide
sufficient information about whether current value estimates sufficiently met the
reliability criteria for recognition. Aboody et al.’s (1999) research design only rules out
the possibility that revaluations are entirely not related to the fundamental current value
of fixed assets; which Sloan (1999) argues does not really meet the reliability criteria
for recognition as set out in the FASB’s conceptual framework. Sloan (1999) suggests
that reliability is about the degree of correlation between revaluation amounts and the
underlying current values of the fixed assets being examined. Because the underlying
current values of fixed assets cannot be observed, Aboody et al. (1999) turned to other
proxies of value such as share prices, future operating income and future operating cash
flows. However, Sloan (1999) notes that failing to control for other variables that can
potentially impact variations in those independent proxy variables limits the usefulness
of Aboody et al.’s (1999) study for standard setters. For example, a firm might revalue
its assets to reduce its leverage ratios as the first stage in a plan to raise additional
funding for a major expansion. In such a circumstance, it is not possible to know
whether an observed increase in a firm’s share price is related to the revaluation of the
company’s assets or to its expansion plans. In Aboody et al.’s (1999) defence, Sloan
(1999) notes that this form of research design has been used in much of the previously
published research.
There have also been a number of Australian studies examining asset revaluations. For
example, Sharpe and Walker (1975) focused on the share price movements of relatively
18

Amir et al. (1993) and Barth and Clinch (1996) defined their revaluation balance
variable as the difference between the book value of equity under US GAAP and
the book value of equity under UK GAAP.
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large Australian public companies that announced upward asset revaluations during the
period 1960-70. Their examination revealed that the announcement of an asset
revaluation was associated with a substantial upward movement in share prices (Sharpe
and Walker 1975). However, Brown and Finn (1989) suggested an alternative
interpretation to Sharpe and Walker’s (1975) findings; namely that other relevant events
taking place at the same time within the revaluing companies could explain the
adjustments to their share prices. Brown and Finn (1989) pointed out that the majority
of Sharpe and Walker’s (1975) revaluations were related to revaluations of property or
investments that were relatively large and, therefore, most likely they would have come
under the scrutiny of security analysts. Given this, it is arguable that the market would
already have taken into account the changes in the value of these assets before any
revaluation announcements were made. Furthermore, Brown and Finn (1989)
highlighted the fact that 30 of the 33 companies examined by Sharpe and Walker (1975)
also released either an annual or interim report containing earnings and dividend details
or announced a bonus issue in the month of the revaluation announcement. Brown and
Finn (1989) suggest that whether the share price revisions in Sharpe and Walker’s
(1975) study were being driven by the revaluations or by other factors might be clearer
if the motivations for the asset revaluations were better understood.
Later studies have also tried to provide information as to the value relevance of noncurrent physical asset revaluations as governed by Australian GAAP. The findings
suggest that asset revaluations have strong explanatory power over returns (Easton et al.
1993; Easton and Eddey 1997). Easton et al. (1993) and Easton and Eddey (1997)
covered a complete Australian economic cycle, including periods of declining and
rising asset values. The approach they used was to measure the alignment between the
book value of owner’s equity and share prices when an asset revaluation reserve is
included in shareholders’ equity. If the ratio of book value to market price is closer to
one when an asset revaluation reserve is included in shareholders’ equity, then it could
be concluded that FV accounting better reflects the current value of a firm compared to
the use of HC. The results presented by both Easton et al. (1993) and Easton and Eddey
(1997) suggest that book values that include asset revaluation reserves are more aligned
with market values than those reported solely at cost. Thus, both Easton et al. (1993)
and Easton and Eddey (1997) conclude that inflationary adjustments to the value of
non-current assets provides a better representation of the current state of a firm.
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Barth and Clinch (1998) examined the relevance, reliability, and timeliness of
Australian asset revaluations. Their study differs from Easton et al. (1993) because,
rather than simply analysing companies that had announced asset revaluations, Barth
and Clinch (1998) examined the value relevance, reliability, and timeliness of the
information provided across the following different classes of non-current assets:
investments; property, plant and equipment (PP&E); and intangibles. In general, Barth
and Clinch’s (1998) findings suggest that asset revaluations are value relevant. For
example, revalued investments were consistently associated with share prices, except
for investments by non-financial firms in associated companies. Similarly, revalued
intangible assets were found to be consistently significantly positively associated with
share prices. However, the result for revalued PP&E was less consistent than it was for
the other classes of assets. While Barth and Clinch (1998) found that the aggregate
amount for revalued PP&E was consistently significantly positively associated with
share prices, the results for some of the components of PP&E were somewhat
inconsistent. For example, while revalued plant and equipment was significantly
positively associated with share prices for mining firms, it was not related to share
prices for other non-financial firms and was significantly negatively associated with
share prices for financial firms. Barth and Clinch (1998) also found that directors’
revaluations were no less reliable than valuations by independent valuers.
Finally, a study by Cotter and Zimmer (2005) examined the value relevance of fair
value estimates for real estate assets. Cotter and Zimmer (2005) noted that Australian
GAAP requires the current value of real estate to be either disclosed by way of the notes
or, alternatively, by recognition in the financial statements. While Cotter and Zimmer
(2005) found that either form of disclosure provides value relevant information, they
also noted that the market places a higher value on the FV estimates for real estate that
are recognised in the accounts than those simply disclosed in the notes. Cotter and
Zimmer (2005) argue that recognised amounts are more value relevant because they are
perceived by financial statement users to be more reliably measured.
In summary, while empirical studies on the value relevance of current value estimates
in the US, NZ, and UK have provided mixed results, empirical studies in Australia have
consistently shown asset revaluations to be value relevant.

36

3.8

The Relationship Between Debt Contracts and the Decision to
Revalue Non-Current Assets
In their book ‘Positive Accounting Theory’, Watts and Zimmerman (1986) discuss the
theory of ‘property rights’, which focuses on the rights that are established by contracts.
Watts and Zimmerman (1986, p.180) describe such contracts as including ‘formal
contracts such as debt contracts between the firm’s managers and debt holders, and
informal contracts, such as unwritten working arrangements between managers.’ The
purpose of these contracts is to minimise, if not eliminate, the cost of any potential
conflict that might arise between the parties involved.
Empirical evidence shows that in the presence of profitable investment opportunities,
management is motivated to choose accounting techniques that will enable them to
improve their leverage ratios. Managers also tend to choose accounting techniques that
improve their firm’s leverage when the firm is close to violating a debt covenant
(Brown et al. 1992).
These contracts require close monitoring and evaluation to ensure compliance. In the
context of a debt contract, a firm might be required to not exceed a certain debt to total
tangible asset ratio (or other similar ratio), or it might have limitations placed on future
investments. Such constraints will, consequently, impact a firm’s investing and
financing decisions because positive investment opportunities might have to be forgone
if the firm is unable to use additional external financing as the result of conditions
imposed by existing debt contracts.
A generic debt contract might (in normal circumstances) require borrowers to comply
with generally accepted accounting principles (GAAP) without prohibiting managers
from changing accounting policies (Smith 1993). Given that a change in accounting
policy could have implications with respect to the reported financial numbers,
management can have incentives to exploit their discretion in choosing accounting
policies that will provide them with more flexibility to finance profitable investment
opportunities.
In this regard, Australian GAAP has typically provided listed firms with the choice of
reporting non-current assets (except goodwill) at either cost or a revalued amount. This
choice can have a direct bearing on debt contracts as most Australian public debt
contracts place constraints on a firm’s debt to total tangible assets ratio (Zimmer 1986;
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Brown et al. 1992; Ramsay and Sidhu 1998). This is also true for private debt contracts
(Cotter 1998; Ramsay and Sidhu 1998).
In the context of the relationship between asset revaluations and debt contracts, Brown
et al. (1992) argued that restrictions that arise from debt contracts might be relaxed if
asset revaluations are used to increase the book value of total tangible assets. Therefore,
Brown et al. (1992) assume that it is more likely that firms will revalue if they have a
high debt to total tangible assets ratio and are close to violating a debt covenant. They
also argue that it is more likely for firms with relatively low financial slack to revalue.19
By revaluing assets upward, a firm’s financial slack (borrowing capacity) can be
increased, providing the firm with more opportunities to take advantage of profitable
projects should they arise.
Brown et al. (1992, p.39) also note the possibility of political costs as a potential reason
for asset revaluations arguing that:
When larger firms report ‘high’ profits, their profit reports are more
likely to be noticed by regulators and others who may have incentives
and the capacity to reallocate resources away from them. Under such
circumstances, larger firms have greater incentives to adopt incomereducing procedures and to cut the expected loss from regulation.
Brown et al.’s (1992) findings confirmed their hypotheses. Brown et al. (1992) found
that: revaluers were more levered than non-revaluers; had debt covenants in place; and
were closer to violating their debt contracts. Furthermore, in relation to their asset
structures, firms with more investment in property and lower holdings of cash and
marketable securities were more likely to revalue. In general Brown et al. (1992) found
that firms revalue for three reasons: to increase financial slack; to avoid violating debt
covenants; and for signalling purposes (Brown et al. 1992).
Similarly, Whittred and Chan (1992) argued that the reason for a revaluation was for
efficiency purposes (it is a low cost way to lighten the problem of under-investment that
can arise from debt contracts that have borrowing limitations). They hypothesised that
revaluations are positively related to: growth opportunities; financial leverage; and the
presence of borrowing limitations, and are negatively related to a firm’s ability to
19

Financial slack consists of liquid assets and reserve borrowing capacity.
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finance growth internally. Whittred and Chan’s (1992) results provide evidence
consistent with Brown et al. (1992). Whittred and Chan (1992) found that, compared to
non-revaluers, revaluers had more growth opportunities but fewer chances to take
advantage of investment opportunities.
Easton et al. (1993) also investigated the revaluation of tangible long-lived assets for
Australian listed companies. They measured the value relevance of such revaluations by
associating the balance in the revaluation reserve, and the revaluation reserve increment,
with share prices. Their findings suggested that where the book value of equity included
an asset revaluation reserve it was better aligned with market prices than when the book
value of equity excluded any asset revaluation reserve. Easton et al. (1993) also found
that both the absolute amount of the asset revaluation reserve as well as the net
increment in the asset revaluation reserve had significant explanatory power for firms
with a high level of debt and also for firms where there was a significant change in their
level of debt. Consistent with Whittred and Chan (1992) and Brown et al. (1992),
Easton et al. (1993) argued that their findings suggested that firms with high levels of
debt, and/or a significant change in their level of debt, might be using asset revaluations
to convey information to the market.
Finally, and in contrast to the other Australian studies discussed above, Cotter (1999)
found that asset revaluations had become less frequent in recent times as a result of:
increased regulation over asset revaluations; changes in the macroeconomic
environment; and changes in the debt market (most notably a shift in emphasis from
public to private debt). As a result of the reduction in the frequency of revaluations,
Cotter (1999) found that asset revaluations no longer appeared to be related to
incentives to increase borrowing capacity, or to avoid the probability of default on debt
covenants.
Cotter (1999) suggested that part of the explanation for the reduction in asset
revaluations in Australia in recent times related to the improved/closer relationship
between firms and their bankers which, in turn, had led many firms to disclose details of
under-valued assets by way of note disclosure rather than by revaluing those assets.
From interviews with Chief Financial Officers (CFO), Cotter (1999) found that
management perceived disclosure by way of the notes to be a cost effective way to
inform users about the current (fair) value of assets and that from a debt contracting
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point of view, revaluing assets was no longer cost effective. Cotter’s (1999) finding for
Australian firms were consistent with Sutton’s (1988) finding that there had been a
declining trend in the importance of public debt as a source of capital for UK firms.
In general, therefore, the studies on the incentives/motivations behind asset revaluations
have found that management choose to revalue fixed assets to: improve their firm’s
borrowing capacity; for signalling purposes; and to reduce information asymmetry. This
study also aims to contribute to our understanding of the motivations behind asset
revaluations by examining the possible incentives behind asset revaluations; particularly
with respect to the issue of ‘borrowing capacity’.
3.9
Summary
A review of the relevant literature suggests that non-current asset revaluations are
common practice in Australia (and also in a number of other jurisdictions, but not in the
US). Prior to the introduction of AASB 1041, companies were free to choose if, and
when, they revalued non-current assets (except goodwill). However, with the
introduction of AASB 1041 listed Australian companies had to choose either HC or FV
for reporting non-current assets. Companies choosing FV were required to conduct
frequent revaluations to keep those fair values current.20 Given there are costs
associated with revaluing assets, it is expected that the requirement for regular
revaluations (where the FV basis is adopted) will result in fewer firms revaluing noncurrent assets than might otherwise have been the case without the requirement for
regular revaluations. However, for assets where fair value is adopted, the requirement to
revalue regularly should ensure that the value of those assets at any given point in time
is closer to their underlying value (that is, they should be more reliably valued) than
would have been the case for revalued assets prior to the introduction of AASB 1041.
At the same time, it is reasonable to expect that the reliability of the information
presented for assets carried at cost might have declined with the introduction of AASB
1041; because the more stringent requirements contained in AASB 1041 are likely to
have caused some firms that might otherwise have revalued certain classes of assets to
report those assets at cost.

20

AASB 1041 suggests annual revaluations for classes of assets that experience a
high rate of fluctuation in their fair values and a three-year cycle of revaluations for
classes of assets with lower levels of fluctuation.
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Consistent with Barth & Clinch (1998), this study examines the value relevance of
revalued non-current assets by class of assets. However, unlike Barth & Clinch (1998),
this study disaggregates investments into: listed investments; unlisted investments; and
investments in property but does not investigate the individual sub-major classes of
intangible assets because, over the period of this study, there were insufficient
revaluations for the individual sub-major classes of intangible assets to permit such an
analysis. It should also be noted that this study does not specifically examine
investments in associates or goodwill because these non-current assets are covered by
standards other than AASB 1041, which is the focus of this study. This study aims to
determine whether the introduction of AASB 1041 improved the relevance and/or
reliability of information reported with respect to non-current assets. The study also
seeks to identify the possible motivations behind the adoption of FV reporting.
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Chapter 4:

Hypothesis Development

4.0
Introduction
Chapter two presented a brief background to accounting regulation in Australia together
with a description of AASB 1041 ‘Revaluation of Non-Current Assets’ (Australian
Accounting Standards Board 2001a) that was introduced in December 1999. Chapter
three presented the theoretical background to this study together with an overview of
the relevant empirical research. The purpose of this chapter is to develop a set of
testable hypotheses relating to the introduction of AASB 1041 and based on the relevant
theories and empirical findings presented in chapter three.
Development of these hypotheses is presented in three sections. Section 4.1 develops
hypotheses that are related to the impact of the introduction of AASB 1041 on the
number (percentage) of Australian companies providing FV information. Section 4.2
presents the development of hypotheses that examine possible incentives behind a
company’s decision to adopt FV accounting. Section 4.3 develops hypotheses that
examine the value relevance and reliability of information provided with respect to noncurrent assets before and after the introduction of AASB 1041. Finally, section 4.4,
summarises the chapter.
4.1

The Impact of AASB 1041 on the Number (Percentage) of Firms
Revaluing Non-Current Assets
In this study the following major non-current asset classes are considered: investments;
PP&E; and intangible assets. These major asset classes are then segregated into various
sub-major asset classes for further analysis. Investments is segregated into: listed
investments; unlisted investment; and investment property. PP&E is segregated into:
property;21 and plant and equipment. Intangible assets, however, is not segregated into
sub-major classes because there is insufficient revaluation data available for any
individual sub-major class of intangible assets to allow meaningful analysis.

21

Although property consists of land and buildings, this study investigates property at
an aggregate level to ensure consistency with past studies and because some firms
did not separately report land and buildings.
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Note that while AASB 1041 regulates the reporting of most non-current assets, it does
not apply to investments in associates or to goodwill. These assets are regulated by
other standards and, therefore, are not individually considered in this study.22
4.1.1 Major Classes of Non-Current Assets
This sub-section develops hypotheses with regards to the following major classes of
non-current assets: investments; PP&E; and intangible assets.
Because the FV of most non-current assets cannot be ascertained readily without
incurring non-trivial costs (except possibly for listed investments23), AASB 1041’s
requirement to revalue regularly if FV is adopted is expected to result in fewer firms
revaluing non-current assets than would have been the case prior to the implementation
of AASB 1041. However, with respect to intangible assets, it should be noted that
goodwill is not permitted to be revalued and Easton et al. (1993) found that many firms
do not revalue their other intangible assets (patents, mastheads, trademarks, and
copyrights). The reluctance to revalue intangible assets might indicate that such
revaluations are generally considered too costly relative to the potential benefits. Hence,
it is reasonable to suggest that any firm that ultimately chooses to revalue any of their
intangible assets must have good reasons for doing so; that is, the perceived benefits
must outweigh the anticipated costs. Arguably, firms that had chosen to revalue
intangible assets in the past (prior to the introduction of AASB 1041) are likely to have
been trying to reduce information asymmetries by sharing important information with
the investment community concerning the current value of the future economic benefits
associated with those assets. Hence, it is expected that firms that had a history of
revaluing intangible assets before the introduction of AASB 1041 would continue to do
so after the introduction of AASB 1041, regardless of the cost implications associated
with the requirement for frequent revaluations. Given the arguments above, it is
expected that the introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing both investments and PP&E, but not
intangibles. This gives rise to the following hypotheses:

22

23

That is, investments in associates and goodwill are only considered to the extent
that they are incorporated within a major class of assets.
Given that most listed investments are actively traded, the trading price of a listed
investment can be reliably used as its FV.
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H1a:

The introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing investments.

H1b: The introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing PP&E.
H1c:

The introduction of AASB 1041 will not have resulted in a decline in the
number (percentage) of firms revaluing intangible assets.

Note that in testing the above hypotheses, firms are classified as revaluers if they have
revalued any element within the specified major class of non-current assets; they need
not have revalued every sub-major class of non-current asset within the major noncurrent assets class.
4.1.2 Sub-Major Classes of Non-Current Assets
This sub-section presents hypotheses with regards to the number (percentage) of firms
choosing to revalue various sub-major classes of non-current assets after the
introduction of AASB 1041. For this purpose investments is segregated into: listed
investments; unlisted investments; and property investments. PP&E is segregated into:
property; and plant & equipment. Intangible assets, however, are not analysed by submajor classes for the reasons discussed previously.
As noted earlier, the FV of listed investments can be readily obtained at minimum cost
and, therefore, AASB 1041’s requirement to revalue frequently if the FV basis is
adopted is expected to have had little impact on the number (percentage) of firms
revaluing this asset class. This gives rise to the following hypothesis with respect to
listed investments:
H1d: The introduction of AASB 1041 will not have resulted in a decline in the
number (percentage) of firms revaluing listed investments.
Given there are likely to be non-trivial costs (for example, fees paid to independent
valuers) associated with regularly revaluing each of the other sub-major classes of noncurrent assets, it is expected that this will influence some firms not to choose FV
reporting for these other classes of assets. This gives rise to the following hypotheses
for each of the other sub-major classes of non-current assets:
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H1e:

The introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing unlisted investments.

H1f:

The introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing investment property.

H1g: The introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing property.
H1h: The introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing plant and equipment.
In this section a number of hypotheses were developed with respect to the likely impact
of AASB 1041 on the number (percentage) of firms revaluing non-current assets. The
next section develops hypotheses that examine the possible motivations for firms
electing to revalue non-current assets.
4.2

Possible Motivations for Firms Choosing to Revalue Non-Current
Assets
It is reasonable to assume that, given a choice, management would only revalue a
particular class of non-current assets if the perceived benefits outweighed the likely
costs. Further, AASB 1041’s requirement to revalue frequently if the FV basis is
adopted for the measurement and reporting of non-current assets means that the costs
associated with providing FV information will have increased with the introduction of
AASB 1041 (except perhaps for listed investments where FV estimates can be obtained
relatively costlessly).
The prior literature suggests a number of possible motivations for firms choosing to
revalue non-current assets. First, it has been suggested that Australian debt contracts
place constraints on the level of debt a firm can carry relative to its total tangible assets
(Brown et al. 1992; Shanahan and Shanahan 1994; Cotter 1998; Ramsay and Sidhu
1998). However, it has also been noted that debt contracts do not normally place
restrictions on managers in terms of their choice of accounting policies (Smith 1993).
Therefore, when a firm is approaching a situation where it might be in breach of a debt
covenant (in terms of having too much debt relative to its asset base) managers have
incentives to use their discretion to choose/change accounting policies (within the scope
of accounting regulations) to improve their firm’s accounting numbers. Consistent with
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this proposition, Easton et al. (1993) suggested that firms revalued investments because
the revaluation of investments increases the size of a firm’s reported assets without
harming current earnings (through increases in depreciation).
Second, and related to the previous point, past research also suggests that revaluing
firms have more growth opportunities compared to non-revaluing firms (Whittred and
Chan 1992). This finding is consistent with Brown et al.’s (1992) suggestion that
through asset revaluations, management can reduce any constraints on their financial
flexibility and, therefore, management can undertake additional profitable business
ventures. In support of the above arguments, Brown et al. (1992) and Easton et al.
(1993) both found that revaluing firms had higher debt to total tangible asset ratios and
higher debt to equity ratios compared to non-revaluing firms. This leads to the
following hypothesis:
H2a:

Firms with a higher ratio of debt to total tangible assets are more likely to
revalue non-current assets.

A further possible motivation for firms to revalue non-current assets relates to Easton et
al.’s (1993) finding (based on interviews with a sample of chief financial officers
(CFOs)) that firms were often motivated to revalue property because there could be a
large gap between the cost and the market value of property, and FV estimates for such
assets could be obtained reasonably reliably and with relative ease. Similarly, Lin and
Peasnell (2000b, p.163) reported that the great majority of revaluations in the UK were
related to ‘real estate assets’. Building on this information asymmetry perspective, it has
been suggested that managers wanting to maximise firm value will want to minimise
the level of information asymmetry between the firm’s management and market players
(Diamond and Verrecchia 1991; Bartov and Bodnar 1996). Other things being equal,
firms with greater levels of information asymmetry among market players tend to have
higher transaction costs and lower liquidity (in terms of the number of shares traded on
a regular basis), which in turn causes them to have a higher required rate of return and,
therefore, a lower share price (Diamond and Verrecchia 1991). Thus, reducing the level
of a firm’s information asymmetry can improve its share price (Bartov and Bodnar
1996). Easton et al. (1993) also reported that their interviews with CFOs revealed that
plant and equipment was not revalued as frequently as property for the following
reasons:
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- the market value for this class of assets is not as easily and reliably obtained as the
market value of property;
- such revaluations have a detrimental impact on earnings (through depreciation); and
- the large number of items typically contained in this class of assets makes
revaluations quite costly.
Further, it should be noted that relative to property, plant and equipment is less likely to
experience fair values that are significantly different to their book values. The primary
reason for this relates to the value of land, which tends to increase over time such that
(in the absence of any revaluation of land) the gap between the FV and the HC of land
tends to also increase over time (Brown et al. 1992).
Thus, consistent with the information asymmetry perspective, it is hypothesised that
firms with a greater investment in property, relative to their investment in plant and
equipment and other non-current assets, will have a greater incentive to revalue PP&E.
This leads to the following hypothesis:
H2b: Firms with a higher proportion of property relative to other non-current
assets are more likely to revalue PP&E.
The next potential driver of firms choosing to revalue non-current assets is financial
slack. Financial slack consists of liquid assets and reserve borrowing capacity (Brown et
al. 1992). In circumstances in which the level of liquid assets is low, a firm would want
to increase its financial slack by increasing its reserve borrowing capacity. By
revaluing, firms are able to increase their reserve borrowing capacity and, thus, their
financial slack. Consequently, asset revaluations will help improve a firm’s ability to
borrow. This leads to the following hypothesis:
H2c:

Firms with relatively lower holdings of cash and marketable securities are
more likely to revalue non-current assets.

While this section has developed a number of hypotheses relating to the potential
motivations for managers to revalue non-current assets, the following section develops
hypotheses related to the likely impact of the introduction of AASB 1041 on the value
relevance and reliability of information reported with respect to non-current assets.
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4.3

The Impact of AASB 1041 on the Value Relevance and Reliability of
Information Provided With Respect to Non-Current Assets
It is reasonable to expect that the introduction of a new standard should lead to an
improvement in the relevance and/or reliability of the information reported by listed
companies. This section presents hypotheses related to both the value relevance and
reliability of the information (both HC and FV) presented with respect to the various
non-current asset classes identified previously, except for intangible assets. Intangible
assets are not considered because for most companies the major component of
intangible assets is goodwill and, as noted previously, goodwill may not be revalued
and is not covered by AASB 1041.
4.3.1 The Impact of AASB 1041 on the Value Relevance of Information
Provided With Respect to Non-Current Assets
Given that previous research has generally found that the provision of both HC and FV
information with respect to non-current assets is value relevant, it is not expected that
the introduction of AASB 1041 will have significantly impacted the value relevance of
non-current asset disclosures. This gives rise to the following hypothesis:
H3a:

The value relevance of information reported with respect to non-current
assets will not have changed with the introduction of AASB 1041.

4.3.2 The Impact of AASB 1041 on the Reliability of Information Provided
With Respect to Non-Current Assets
Although the value relevance of the information provided with respect to non-current
assets is not expected to have changed significantly with the introduction of AASB
1041, it is expected that the reliability of that information will have changed
significantly.
The previous standard relating to asset revaluations (AASB 1010) did not specify the
frequency with which revaluations had to be undertaken. Therefore, firms were free to
choose to revalue non-current assets whenever they felt the need. For this reason, it is
expected that the revalued amounts for non-current assets presented prior to the
introduction of AASB 1041 are likely to include many out-dated estimates of value. By
way of contrast, AASB 1041 requires regular revaluations if the FV basis is adopted for
reporting any class of non-current assets and, therefore, the amounts reported for such
assets ought to be reasonably up to date estimates of value. Therefore, it is reasonable to
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expect that revalued amounts provided after the introduction of AASB 1041 will be
more reliable estimates of value than was the case for revalued amounts provided under
the previous standard. This leads to the following hypothesis:
H3b:

The reliability of information reported with respect to non-current assets
reported at revalued amounts (FV) will have improved with the
introduction of AASB 1041.

However, AASB 1041’s requirement to revalue frequently once FV has been adopted is
expected to reduce the number of firms choosing to revalue non-current assets because,
for most firms, the costs involved with regular revaluations are likely to outweigh the
benefits. Therefore, some classes of non-current assets that might otherwise have been
revalued (if only infrequently) would be reported at cost after the introduction of AASB
1041. For this reason it is expected that the information reported with respect to noncurrent assets reported at cost might be less reliable after the introduction of AASB
1041 than was the case under the previous standard.
This leads to the following hypothesis:
H3c:

The reliability of information reported with respect to non-current assets
reported at HC will have deteriorated with the introduction of AASB 1041.

This section has presented hypotheses that examine the value relevance and reliability
of non-current assets reported at both HC and FV before and after the introduction of
AASB 1041.
4.4
Summary
This chapter has developed a number of testable hypotheses, which will help answer the
research questions outlined in chapter one. The hypotheses are summarised below.
First, it is expected that the requirement in AASB 1041 to revalue regularly (if the FV
basis is adopted for reporting non-current assets) will have caused fewer firms to report
revalued amounts for most classes of non-current assets (except for listed investments
and intangibles) than was the case under the previous standard.
Second, and consistent with the previous literature, it is expected that firms with
relatively high debt to total tangible assets (DEBT/TTA) and property to total non-
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current assets (PROP/TFA) ratios, and relatively low holdings of cash and marketable
securities relative to total tangible assets (CMS/TTA) are more likely to adopt FV
accounting.
Third, it is expected that the introduction of AASB 1041 will not have impacted the
value relevance of information provided with respect to non-current assets reported at
either HC or FV.
Fourth, it is expected that the introduction of AASB 1041 will have improved the
reliability of information provided with respect to non-current assets reported at
revalued amounts (FV).
Finally, it is likely that the reliability of information provided with respect to noncurrent assets reported at HC will have deteriorated with the introduction of AASB
1041.
The following chapters are organised as follows: chapter five presents the research
design employed in this study; chapter six presents the findings related to the impact of
AASB 1041 on the number (percentage) of firms revaluing non-current assets and the
possible motivations for such revaluations; chapter seven presents the findings related
to the value relevance and reliability of information provided with respect to noncurrent assets reported at HC and FV. Finally, chapter eight summarises and concludes
this study.
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Chapter 5:

Research Design

5.0
Introduction
As noted in chapter one, this study attempts to answer the following questions:
1.

What was the impact of AASB 1041 on the number (percentage) of Australian
firms revaluing various classes of non-current assets?

2.

What were the apparent motivations for Australian companies electing the FV basis
(rather than the HC basis) for reporting non-current assets?

3.

Did the introduction of AASB 1041 improve the value relevance of the information
reported with respect to non-current assets for Australian companies?

4.

Did the introduction of AASB 1041 result in more reliable information being
reported by Australian companies with respect to non-current assets reported at
both HC and FV amounts?

This chapter presents a description of the data and the research methods employed to
answer the above questions and, more specifically, to test the hypotheses developed in
chapter four.
5.1

Data and Sample Selection

5.1.1 Data Sources
This study examines listed Australian companies for the years 1999 and 2002. As noted
in chapter one, the financial year ending June 30, 1999 provides data under the previous
standard (AASB 1010) before the introduction of AASB 1041, while the financial year
ending 30 June 2002 provides data under AASB 1041. The financial years ending June
30, 2000 and 2001 are excluded because these are transitional years. The financial data
used in this study (including the notes to the financial statements) was taken from the
financial reports available in the Connect4 and Aspect Financial databases and the share
price data was taken from the Core Research Data (CRD) provided by SIRCA. All data
was made available through the School of Economics and Commerce at The University
of Western Australia.
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5.1.2 Sample Selection
Sample selection details are presented in Table 5.1. As shown in Table 5.1, the final
sample consists of 398 firms in 1999 and 424 firms in 2002. This sample is used to
measure the impact of AASB 1041 on the number (percentage) of firms electing to
revalue various major classes and sub-major classes of non-current assets (research
question 1). The data on the 2002 firms is then used to examine the possible motivations
for firms choosing to adopt FV reporting.
Table 5.1 also indicates that 194 firms existed in both 1999 and 2002 (common firms)
and, to ensure a ‘like for like’ comparison, these firms are used to compare the value
relevance and reliability of the information provided with respect to non-current assets
before and after the introduction of AASB 1041.
Table 5.1:

Number of Firms in the Sample By Year

Description
Unscreened Firms (Firms available in both the
Connect4 and Aspect Financial Databases)
Minus firms with data problemsa
Minus firms with missing observations
Minus firms with missing share prices
Minus firms with missing number of shares
Minus firms that used US GAAP

Number of Firms
1999
2002
455
19
15
18
4
1

482
17
9
32
0
0

Final Sample

398

424

Common Firmsb

194

194

a

b

Unable to segregate HC from FV amounts because accumulated depreciation is reported as a
total for both categories. For example, Production & Laboratory Equipment a) at Cost
XXXX, b) at 1995 Revaluation XXXX, less Accumulated Depreciation XXXX)
Firms that existed in 1999 and 2002.

A breakdown of the sample into GICS (Global Industry Classification Standard)
industrial categories is presented in Table 5.2.
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Table 5.2:

Industry Demographics
Industry

Financial Sector:
Bank
Diversified Financials
Insurance
Real Estate
Energy Sector
Materials Sector
Industrials Sector:
Capital Goods
Commercial Services & Supplies
Transportation
Consumer Discretionary Sector:
Automobiles and Components
Conusmer Durables and Apparel
Consumer Services
Media
Retailing
Consumer Staples Sector:
Food, Beverages & Tobacco
Food & Staple Retailing
Household & Personal Products
Health Care Sector:
Heatlh Care Equipment & Services
Pharmaceuticals, Biotech & Life Sciences
Information Technology Sector:
Software & Services
Technology Hardware & Equipment
Telecommunication Services Sector
Utilities Sector
Total Firms
Firms that existed in 1999 and 2002.

Unscreened Sample
1999
2002

Final Sample
1999
2002

Common
Firmsa

7
48
7
66
20
92

10
50
5
45
20
89

6
41
7
63
18
92

9
40
3
44
19
76

4
23
1
27
12
31

28
13
12

26
26
12

17
11
9

23
25
10

10
7
6

5
6
18
17
17

6
9
17
21
21

2
5
15
15
14

2
9
14
17
18

0
3
8
9
11

32
4
1

31
5
1

26
3
1

28
5
1

13
2
1

12
10

24
22

10
9

21
21

8
6

16
7
11
6

19
9
7
7

16
6
9
3

18
9
6
6

5
3
2
2

455

482

398

424

194

a

As can be seen from Table 5.2, the final sample of all firms and the reduced sample of
common firms only that are used for analysis purposes in this study are reasonably
representative of the various industry groups contained in the unscreened sample.
Analysis at the industry level is not possible because there are insufficient FV
observations at this level for many of the non-current asset classes.
5.2
Descriptive Statistics
This sub-section presents the descriptive statistics for all variables used in the
subsequent analysis. Table 5.3 presents the descriptive statistics for all firms in the 1999
and 2002 final samples.
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Table 5.3:

Descriptive Statistics for All Firms in the 1999 and 2002 Samples

1999
2002
Test of Diff.
p
(2-Tailed)*
Variable
Mean Median S Dev
f
Mean Median S Dev
f
TOTAL ASSETS** 2,127 226 13,743 398
3,865 174 25,885 424
0.94
MARKET CAP**
889
184 2,807 398
1,573 146 6,422 424
0.59
PRICE
2.97
1.63
4.05
398
2.83
1.35
4.36
424
0.06
BE
1.68
1.03
2.39
398
1.72
0.99
2.44
424
0.20
BENET
-0.37 -0.01 2.92
398
-0.37 0.04
2.11
424
0.30
BENETB
0.05
0.10
2.73
398
-0.02 0.10
1.77
424
0.67
NI
0.13
0.08
0.36
398
0.11
0.09
0.45
424
0.38
INVC
0.49
0.06
1.50
243
0.69
0.04
2.57
246
0.54
LC
0.32
0.02
0.83
113
0.69
0.04
2.57
246
0.82
ULC
0.17
0.01
0.65
125
0.20
0.01
0.90
116
0.44
IPC
0.26
0.11
0.42
19
1.67
0.63
2.25
15
0.10
PPEC
0.84
0.28
2.05
331
0.90
0.24
1.83
386
0.56
PROPC
0.26
0.07
0.47
180
0.45
0.09
1.04
195
0.25
PEC
0.47
0.15
0.84
323
0.55
0.12
1.29
372
0.27
INTC
0.42
0.11
0.77
192
0.60
0.16
1.47
258
0.20
INVR
2.49
1.35
6.38
97
1.76
1.23
2.92
71
0.19
LR
1.91
0.13
3.46
35
1.71
0.17
3.50
35
0.42
ULR
2.99
0.03 10.34
22
0.38
0.05
0.72
18
0.94
IPR
1.77
1.46
1.60
53
1.66
1.51
0.88
32
0.83
PPER
0.52
0.24
1.05
138
1.06
0.38
2.27
63
0.12
PROPR
0.47
0.23
0.98
119
1.06
0.31
2.44
53
0.17
PER
0.14
0.06
0.26
36
0.59
0.10
0.83
15
0.31
INTR
0.47
0.17
0.97
23
0.87
0.22
1.45
22
0.41
Note:
Total Assets and Market Capitalisation are in millions. All other variables
(except price) are deflated by the number of shares outstanding.
*
Mann-Whitney U test (2 tailed)
**
CPI adjusted.24
f
is the number of observations with values that are different from zero. f does
not equal n (sample size).
TOTAL ASSETS is total assets.
MARKET CAP
is market capitalisation.
PRICE
is the share price at the time the financial statement was received by the
Australian Stock Exchange (ASX).
BE
is the book value of equity.
BENET
is the book value of equity net of the following major non-current asset
classes: INVC, INVR, PPEC, PPER, INTC, and INTR.
BENETB
is the book value of equity net of the following sub-major classes of noncurrent assets: LC, LR, ULC, ULR, IPC, IPR, PC, PR, PEC, and PER.
NI
is net income after tax and before abnormal items.
INVC
is investments recognised at HC.
LC
is listed investments recognised at HC.
ULC
is unlisted investments recognised at HC.
24

For comparison purposes, the reported amounts for 1999 have been CPI (Consumer
Price Index) adjusted to equivalent 2002 values. The CPI used was that
representing the weighted average for the eight Australian capital cities for the six
Australian States and two Territories. The CPI was taken from the Australian
Bureau of Statistics web-site.
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IPC
INVR
LR
ULR
IPR
PPEC
PROPC
PEC
PPER
PROPR
PER
INTC
INTR

is investment property recognised at HC.
is investments recognised at FV.
is listed investments recognised at FV.
is unlisted investment recognised at FV.
is investment property recognised at FV.
is property, plant and equipment recognised at HC.
is property recognised at HC.
is plant and equipment recognised at HC.
is property, plant and equipment recognised at FV.
is property recognised at FV.
is plant and equipment recognised at FV.
is intangible assets recognised at HC.
is intangible assets recognised at FV.

Note that the ‘f’ presented in Table 5.3 (and some subsequent tables) represents the
number of firms with a non-zero value for the variable of interest. For example, in Table
5.3, the mean value for investments reported at cost (INVC) in the 1999 sample is $0.49
per share and this is based on those 243 firms that reported listed investments at cost
rather than all 398 firms in the 1999 sample (of which 155 firms had no investments
reported at cost).
As discussed in chapter four, non-current assets are broken down into the following
major asset classes: investments; PP&E; and intangible assets. Investments is then
broken down into the following sub-major classes: listed investments; unlisted
investments; and investment property. PP&E is broken down into property, and plant
and equipment. Intangibles, however, is not segregated into any sub-major classes
because of the lack of revaluation data.
Note that while the mean values for total assets and market capitalisation (CPI adjusted)
is larger for firms in the 2002 sample compared to those in the 1999 sample, this is not
the case for the median values. This suggests that, over the period of this study, the
larger companies got larger and the smaller companies got smaller.
Also note that most classes of non-current assets are recognised at cost in both 1999 and
2002, presumably because firms believed that it would not be cost effective (that is the
benefits would not exceed the costs) to revalue (report at FV) the various classes of noncurrent assets. Furthermore, except for listed investments and intangible assets, the
number (percentage) of firms reporting revalued amounts in 2002 appears to have
declined substantially compared to 1999. As discussed in chapter four, this result is
expected given AASB 1041’s requirement to revalue frequently if FV is adopted as the
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basis for reporting non-current assets. This issue (research question one) is examined
further in the following chapter.
Table 5.4 presents descriptive statistics for firms classified as either ‘revaluers’ or ‘nonrevaluers’ on the basis of whether the firm had revalued PP&E in 2002. It appears that
relative to non-revaluers of PP&E, revaluers of PP&E have a higher ratio of total debt
to total tangible assets (DEBT/TTA) and a higher ratio of land and buildings (property)
to total fixed assets (PROP/TFA). On the other hand, it appears that, relative to nonrevaluers of PP&E, revaluers of PP&E have a lower ratio of cash and marketable
securities to total tangible assets (CMS/TTA). These differences are also examined
further in the following chapter.
Table 5.4:

Descriptive Statistics for the Variables Used in Testing for the Potential
Motivations for Revaluing PP&E in 2002

Non-Revaluing Firms

Revaluing Firms

Firm Group

Variables

Mean

Median S. Dev

n

MARKET CAP

2,272

130

9,055

63

TOTAL ASSETS

6,103

373*

31,713

63

Total Debt/Total Tangible Asset (DEBT/TTA)

0.392

0.332*

0.293

63

Land & Building/Total Fixed Asset
(PROP/TFA)

0.378

0.377*

0.352

63

Cash+Marketable Securities/ Total Tangible
Asset (CMS/TTA)

0.095

0.039*

0.154

63

MARKET CAP

1,247

130

4,906

361

TOTAL ASSETS

3,474

155

24,760

361

Total Debt/Total Tangible Asset (DEBT/TTA)

0.260

0.209

0.308

361

Land & Building/Total Fixed Asset
(PROP/TFA)

0.167

0.000

0.262

361

Cash+Marketable Securities/ Total Tangible
Asset (CMS/TTA)

0.201

0.085

0.301

361

* Mann-Whitney U test (2 tailed) significant at 0.05
Note: Market Capitalisation and Total Assets are in millions.
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Table 5.5 presents the descriptive statistics for all firms that existed in both 1999 and
2002 (common firms). The descriptive statistics reported in Table 5.5 for the common
firms present a similar picture to those reported in Table 5.3 for all firms in the sample.
This sample of common firms will be used in chapter seven to examine the impact of
the introduction of AASB 1041 on the value relevance (research question three) and
reliability (research question four) of the information reported with respect to various
classes of non-current assets.
Table 5.5:

Descriptive Statistics for All Firms that Existed in Both the 1999 and 2002
Samples (Common Firms)

Variable
TOTAL ASSETS**
MARKET CAP**
PRICE
BE
BENET
BENETB
NI
INVC
LC
ULC
IPC
PPEC
PROPC
PEC
INTC
INVR
LR
ULR
IPR
PPER
PROPR
PER
INTR

Note:
*
**
f
TOTAL ASSETS
MARKET CAP
PRICE
BE

1999
Mean Median S Dev
2,832 265 16,541
1,193 238 3,749
3.68
2.22
4.72
1.94
1.13
2.94
-0.37 0.00
1.44
0.06
0.11
1.83
0.19
0.13
0.42
0.61
0.06
1.96
0.32
0.02
0.86
0.23
0.01
0.80
0.38
0.19
0.51
0.88
0.28
1.40
0.31
0.07
0.56
0.56
0.17
1.02
0.52
0.16
0.87
2.33
1.34
3.39
3.11
1.00
4.40
0.08
0.04
0.11
1.54
1.35
1.30
0.74
0.30
1.36
0.66
0.30
1.28
0.17
0.06
0.38
0.5
0.13
1.16

f
194
194
194
194
194
194
194
118
54
72
8
174
100
171
104
40
18
11
20
72
62
14
14

2002
Mean Median S Dev
3,786 351 22,518
1,474 218 5,368
3.57
1.73
5.29
2.22
1.28
2.72
-0.46 0.00
2.31
0.01
0.10
1.73
0.16
0.12
0.41
1.02
0.07
3.59
0.59
0.02
1.73
0.28
0.01
1.23
1.79
0.63
2.67
1.15
0.35
2.08
0.71
0.41
1.00
0.74
0.21
1.62
0.74
0.20
1.42
2.06
1.39
3.14
2.64
1.00
4.49
0.35
0.09
0.66
1.71
1.46
1.07
0.73
0.42
1.00
0.71
0.41
1.00
0.54
0.58
0.58
1.08
0.33
1.77

f
194
194
194
194
194
194
194
115
52
55
7
173
28
165
114
40
18
11
18
33
28
7
13

Test of Diff.
p (2-Tailed)*

0.02
0.85
0.06
0.37
0.79
0.97
0.47
0.69
0.98
0.36
0.11
0.32
0.29
0.61
0.47
0.86
0.80
0.72
0.47
0.36
0.32
0.30
0.44

Total Assets and Market Capitalisation are in millions. All other variables
(except price) are deflated by the number of shares outstanding.
Mann-Whitney U test (2 tailed)
CPI adjusted – see footnote 20.
is the number of observations with values that are different from zero. f does
not equal n (sample size).
is total assets.
is market capitalisation.
is the share price at the time the financial statement was received by the
Australian Stock Exchange (ASX).
is the book value of equity.
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BENET
BENETB
NI
INVC
LC
ULC
IPC
INVR
LR
ULR
IPR
PPEC
PROPC
PEC
PPER
PROPR
PER
INTC
INTR

is the book value of equity net of the following major non-current asset
classes: INVC, INVR, PPEC, PPER, INTC, and INTR.
is the book value of equity net of the following sub-major classes of noncurrent assets: LC, LR, ULC, ULR, IPC, IPR, PC, PR, PEC, and PER.
is net income after tax and before abnormal items.
is investments recognised at HC.
is listed investments recognised at HC.
is unlisted investments recognised at HC.
is investment property recognised at HC.
is investments recognised at FV.
is listed investments recognised at FV.
is unlisted investment recognised at FV.
is investment property recognised at FV.
is property, plant and equipment recognised at HC.
is property recognised at HC.
is plant and equipment recognised at HC.
is property, plant and equipment recognised at FV.
is property recognised at FV.
is plant and equipment recognised at FV.
is intangible assets recognised at HC.
is intangible assets recognised at FV.

The following sections look at the research models used to examine the hypotheses
developed in chapter four to address the research questions set out in chapter one.
5.3

Assessing the Impact of AASB 1041 on the Number (Percentage) of
Firms Choosing to Revalue Non-Current Assets
The impact of AASB 1041 on the number (percentage) of firms choosing to revalue
various classes of non-current assets is determined by examining the percentage of
firms that revalued a particular class of non-current assets in 2002 compared to the
percentage of firms that revalued that same class of non-current assets in 1999. For the
purposes of this analysis there are 424 firms available in 2002 and 398 in 1999. The
Chi-square test is used to test for any significant change in the percentage of firms
choosing to revalue non-current assets across these two periods. As a robustness test the
194 common firms will also be examined.
5.4

Determining the Possible Motivations for Firms Choosing to
Revalue Non-Current Assets
In chapter four it was hypothesised that firms with a higher debt to total tangible assets
ratio (hypothesis 2a), more investment in property (land and buildings) relative to other
non-current assets (hypothesis 2b), and lower holdings of cash and marketable securities
relative to total tangible assets (hypothesis 2c) are more likely to revalue non-current
assets. These three hypotheses will be tested with specific reference to the revaluation
of PP&E; because for most companies PP&E is a major asset and, as will be seen in the
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following chapter, PP&E was the major asset class most effected by the introduction of
AASB 1041.
To test these hypotheses, firms are segregated into whether they are ‘revaluers’ or ‘nonrevaluers’ of PP&E. Table 5.6 summarises the expectations with respect to these ratios
for these two groups of firms.
Table 5.6:

Expectations Concerning the Possible Motivations to Revalue PP&E

Description

Expectations
Revaluers = “1”
Non-Revaluers = "0"

DEBT / TTA

Current + Long-term Debt / Total Tangible Assets

1>0

PROP / TFA

Book Value of Land and Buildings / Total Fixed Assets

1>0

Variable

CMS / TTA
Cash + Marketable Securities / Total Tangible Assets
1<0
DEBT/TTA is the proportion of debt to total tangible assets;
PROP/TFA is the proportion of property to total fixed assets; and
CMS/TTA is the proportion of cash and marketable securities to total tangible assets.

Note that all amounts used to calculate the ratios in Table 5.6 are beginning of the year
balances so that the amounts are not inflated by any revaluation increment during the
year.
The Mann-Whitney U test (a nonparametric test) will be used to test for significant
differences between the two groups in terms of the ratios shown in Table 5.6 which
under-pin H2a, H2b and H2c.
The Mann-Whitney test statistic (U) is calculated using the following formula:

U = n1n 2 +

!

n1 (n1 + 1)
" R1
2

(1)

Where:
R1 is the sum of the ranks for the first population (revaluers); and
n1 and n2 are the sample sizes of the two populations (revaluers and non-revaluers).
As it is expected that the Debt/TTA ratio and PROP/TFA ratio will be larger for PP&E
revaluers than for PP&E non-revaluers, the following one-sided decision rule is used
where, µ R1 is the mean for the first population and ! R1 is the standard deviation for the
first population. If,
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(U + µR1 )

" R1

(2)

< #Z$

then, the null hypothesis that the mean of DEBT/TTA and PROP/TFA are similar for

!

revaluers and non-revaluers can be rejected and the alternative hypothesis that the mean
of DEBT/TTA and PROP/TFA is larger for PP&E revaluers can be accepted (Newbold
1991).
Similarly it is expected that the mean of CMS/TTA for PP&E revaluing firms will be
smaller than for PP&E non-revaluing firms and, therefore, the following one-sided
decision rule is used. If,

(U " µR1 )

# R1

> Z$

(3)

then, the null hypothesis that the mean of CMS/TTA is the same for PP&E revaluers

!

and non-revaluers can be rejected and the alternative hypothesis that the mean of
CMS/TTA is smaller for PP&E revaluers can be accepted (Newbold 1991).
5.5

Assessing the Impact of AASB 1041 on the Value Relevance of
Information Provided With Respect to Non-Current Assets
Based on the findings of past studies showing that earnings and book value have
explanatory power over price (Burgstahler and Dichev 1997; Collins et al. 1997), this
study (consistent with Easton et al. 1993; Easton and Eddey 1997; Barth and Clinch
1998) uses a model that assumes a linear relationship between share price and both the
book value of equity and earnings, as depicted in equation (4) below. Given that the
value relevance of a financial statement is its ability to confirm, or change, investors'
expectations of firm value then, if shares are traded amongst investors, the market price
should summarize investors’ consensus expectations of value. The value relevance (and
reliability) of financial statements could, therefore, be determined by examining the
relationship between the market value of a company and its accounting numbers
(Høegh-Krohn and Knivsflå 2000; Barth et al. 2001). This is not to imply that equity
valuation is the sole purpose of financial statements (Holthausen and Watts 2001)25 but,
as noted by Barth et al. (2001, p.89): ‘the dominant focus of the SEC and, thus, the
FASB is on equity investors.’
25

For example, Holthausen and Watts (2001, p.26) note that ‘creditors and lenders are
more interested in valuing a firm’s debt and default probability’.
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MVE jt = " 0 + " 1 BVE jt + " 2 NI jt + ! jt

(4)

Where:
MVEjt is the market value of equity of firm j at time t;
BVEjt is the book value of equity of firm j at time t;
NIjt is the net income after income tax and abnormal items of firm j at time t;

! 0 is the intercept;

"1 and " 2 are estimated regression coefficients; and
! jt is included to capture other omitted variables that might impact firm value.
!

!

The linear relationship between share prices and both the book value of equity and
earnings depicted in equation (4) is consistent with the theoretical model discussed in
Easton and Harris (1991) and Easton, Harris and Ohlson (1992).
5.5.1 The Value Relevance of Information Provided With Respect to
Various Classes of Non-Current Assets
To assess the value relevance of information reported with respect to various classes of
non-current assets both before and after the introduction of AASB 1041, the book value
of equity in equation (4) is partitioned as shown in equation (5).
BVE = BENETB + LC + LR + ULC + ULR + IPC + IPR + PROPC + PROPR +
PEC + PER + INTC + INTR
Where:
BENETB
LC
LR
ULC
ULR
IPC
IPR
PROPC
PROPR
PEC
PER
INTC
INTR

is the book value of equity net of the various sub-major classes of noncurrent assets being separately investigated;
is listed investments recognised at HC;
is listed investments recognised at FV;
is unlisted investments recognised at HC;
is unlisted investments recognised at FV;
is investment property recognised at HC;
is investment property recognised at FV;
is property recognised at HC;
is property recognised at FV;
is plant & equipment recognised at HC;
is plant & equipment recognised at FV;
is intangible assets recognised at HC; and
is intangible assets recognised at FV;

61

(5)

By substituting equation (5) into equation (4) and deflating by the number of shares
outstanding, the regression model used to test the value relevance of information
reported for various classes of non-current assets is derived as shown in equation (6).
Pjt =

β0 + β1BENETBjt+ β2NIjt + β3LCjt + β4LRjt + β5ULCjt + β6ULRjt + β7IPCjt
+ β8IPRjt +β9PROPCjt + β10PROPRjt + β11PECjt + β12PERjt + ε

(6)

Where:
Pjt
is the share price of firm j at time t;
BENETBjt is the book value of equity (net of the non-current asset classes being
separately investigated) per share for firm j at time t;
NIjt
is net income after tax and before abnormal items per share of firm j at time
t;
LCjt
is investments in listed companies recognised at HC per share for firm j at
time t;
LRjt
is investments in listed companies recognised at FV per share for firm j at
time t;
ULCjt
is investments in unlisted companies recognised at HC per share for firm j at
time t;
ULRjt
is investments in unlisted companies recognised at FV per share for firm j at
time t;
IPCjt
is investment property recognised at HC per share for firm j at time t;
IPRjt
is investment property recognised at FV per share for firm j at time t;
PROPCjt is property recognised at HC per share for firm j at time t;
PROPRjt is property recognised at FV per share for firm j at time t;
PECjt
is plant and equipment recognised at HC per share for firm j at time t;
PERjt
is plant and equipment recognised at FV per share for firm j at time t;
β0
is the constant term, β1, β2 , β3, … β12 are the coefficients; and
ε
is the error term which represents other determinants of price.
5.5.2 The Issue of Multicollinearity
Maddalla (1992) and Gujarati (2003) state that if there are more than two independent
variables in a regression, auxiliary regressions that regress each independent variable on
all other independent variables should be used to detect multicollinearity (instead of
simply examining the pair-wise or zero order correlations). This study is interested in
the Ri2 , which is the coefficient of determination between variable i (one of the
independent variables) and all other independent variables. The result for the 1999 and
2002 auxiliary regressions are presented in Appendix 2: Tables A2.1-A2.4.
One symptom of multicollinearity is that the standard errors of the regression
coefficients are very high (Maddala 1992; Gujarati 2003). A high standard error makes
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the t-value small and, hence, there is a higher possibility of there being insignificant
explanatory power. The standard error is determined by:

#2
V ($ ) =
i
S ii (1 ! Ri2 )
"

(7)

Where:
S ii
is the sum square of residuals of variable i;

!2
2
i

R

is the variance of the error term; and
is the coefficient of determination between variable i (one of the independent
variables) and all other independent variables.

This means that the standard error is jointly determined by S ii , ! 2 , and Ri2 and,
therefore, a high Ri2 might not always affect the inferences made because it might be
offset by other factors (that is, S ii and ! 2 ).
One way of detecting multicollinearity is to use Klein’s rule of thumb (Maddala 1992).
According to Klein’s rule of thumb, multicollinearity might be a problem if the
R y2 < Ri2 , where R y2 is the multiple determinations between y (the dependant variable)

and the various independent variables, i. In the case that R y2 is lower than Ri2 , then
there is the possibility of a high standard error and, therefore, the possibility that the tvalue for that particular variable, i, is insignificant (in other words, variable i is not
significantly associated with the dependant variable, y). However, a high Ri2 (indicating
the possibility of high multicollinearity), is not a problem if the related variable, i, has
significant explanatory power (Gujarati 2003).26
Following Klein’s rule of thumb (Maddala 1992), in the case where the Ri2 of the
independent variable is greater than R y2 , the t-statistic for variable i should be checked.
If the t-statistic for variable i is not significant, then collinearity is a problem. This
means that the separate explanatory power of the effected variable cannot be estimated
from the main regression. If this is the case (and similar to Easton et al. 1993), a main
regression excluding the effected variable will be run, and the explanatory power of the
26

High collinearity between the independent variables is not necessarily a bad thing
provided it does not affect the inferences that can be drawn because the standard
error (which determines the t-value) is also influenced by other factors, S ii , ! 2 .
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other independent variables will be tested and reported. A separate regression will also
be estimated with the effected variable on the right hand side of the equation (as the sole
explanatory variable). The explanatory power of the effected variable will then be
determined and reported based on this regression.
5.5.3 The Scaling Issue
There is a scale effect prevalent in price level regressions, and it has come under some
scrutiny. In the past, researchers have been modifying their research design to mitigate
any scale effects.27 Barth & Kallapur (1996) found that deflating the regression by a
proxy for scale worsens the coefficient bias arising from differences in scale.
Furthermore, they found that deflation often did not significantly reduce
heteroskedasticity but on the contrary, it can decrease estimation efficiency. Their
findings suggested that including a proxy for size as an independent variable is more
effective than deflating the variables by a scale proxy (Barth and Kallapur 1996).
Following Barth & Kallapur (1996), Barth & Clinch (1998) ran their regressions in both
deflated and undeflated forms. They found their results were generally consistent across
the models.
Easton (1998) criticised the use of number of shares outstanding as a proxy for size
because management has the opportunity to influence the number of shares outstanding
through stock splits, stock dividends, and or reverse stock splits. A stock split, for
instance, could be used to change the price per share without changing the economic
characteristics of the firm. It is argued, therefore, that the deflation of variables by
number of shares outstanding only reflects management choice.
Barth and Clinch (2005) acknowledge that the number of shares outstanding is
influenced by management, however, they argue that management’s decision to
influence the number of shares outstanding is also influenced by market forces to
maintain share prices within a set range. Their findings confirmed this argument. They
found that the number of shares outstanding was a good proxy for size in mitigating for
scale-effects (Barth and Clinch 2005).
Consistent with Barth and Clinch (1998) and Barth and Clinch (2005), this study will
also deflate the variables in the regression by the number of shares outstanding;
27

See Easton, et al. (1993); Barth and Kallapur (1996); Easton (1998); and Barth &
Clinch (1998).
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however, this study will also consider and report the regressions in their undeflated
form as shown in equation (8).
MVEjt = β0 + β1BENETBjt+ β2NIjt + β3LCjt + β4LRjt + β5ULCjt + β6ULRjt +
β7IPCjt + β8IPRjt + β9PROPCjt + β10PROPRjt + β11PECjt + β12PERjt + ε

(8)

Where:
MVEjt is the market value of firm j at time t; and
All other variables are as defined in equation (6), but in their undeflated form.
Note that the undeflated descriptive statistics for the final sample (equivalent to the
deflated descriptive statistics provided in Table 5.3) and for the sample of common
firms (equivalent to the deflated descriptive statistics provided in Table 5.5) are
reported in Appendix 1 (Table A1.1 and Table A1.2, respectively).
5.6

Assessing the Impact of AASB 1041 on the Reliability of Information
Provided With Respect to Non-Current Assets
This study expects the introduction of AASB 1041 to have improved the reliability of
information provided with respect to non-current assets reported at FV because of the
requirement to keep these valuations up to date. On the other hand, it is expected that
the reliability of non-current assets reported at HC will have deteriorated after the
introduction of AASB 1041 because some non-current assets that would otherwise have
been revalued (reported at FV) will now be reported at HC.
The impact of AASB 1041 on the reliability of information reported with respect to
non-current assets will be assessed using equation (8) as presented in the previous
section. It should be noted that in order to determine reliability, the coefficients on each
of the variables of interest is tested to see if it differs significantly from one. Distortions
in the data caused by deflating (scaling) would preclude the study from addressing the
issue of reliability. For this reason, undeflated regressions of the form described in
equation (8) are used to test the impact of the introduction of AASB 1041 on the
reliability of the information reported with respect to the various sub-major classes of
non-current assets (excluding intangibles).
This study expects the coefficients to be one if the reported amount is reliable, that is,
not biased (Damash, Durand and Watson 2006). This is because, in an ideal world
where all assets (and liabilities) are valued in a way that reflects all future cash flows
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expected to be generated by those assets, the market value of a firm should equal its
book value.
To test for the impact of AASB 1041 on the reliability of information provided with
respect to non-current assets, the 2002 coefficients for each class of non-current assets
will be compared to the 1999 coefficients. It is expected that the 2002 coefficients for
non-current assets reported at FV will be closer to one than the equivalent coefficients
for 1999. Conversely, it is expected that the 2002 coefficients for non-current assets
reported at HC will be further away from one than the equivalent coefficients for 1999.
The following two chapters present the results of the analysis outlined in this chapter.
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Chapter 6:

Results: The impact of AASB 1041 on the Number
(Percentage) of Firms Revaluing Non-Current
Assets and the Possible Motivations for Reporting
PP&E at FV

6.0
Introduction
This chapter presents the findings relating to the impact of the introduction of AASB
1041 on the number (percentage) of firms choosing to revalue various classes of noncurrent assets and the possible motivations for adopting the FV basis for reporting
PP&E. Section 6.1 looks at the number (percentage) of firms revaluing non-current
assets both before and after the introduction of AASB 1041. Then section 6.2 examines
the possible motivations behind firms choosing the FV basis for reporting PP&E in
2002.
6.1

The Impact of AASB 1041 on the Number (Percentage) of Firms
Choosing to Revalue Non-Current Assets

The hypotheses developed in chapter four to examine the impact of the introduction of
AASB 1041 on the number (percentage) of firms choosing to revalue non-current assets
are restated below.
For the major classes of non-current assets:
H1a:

The introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing investments.

H1b: The introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing PP&E.
H1c:

The introduction of AASB 1041 will not have resulted in a decline in the
number (percentage) of firms revaluing intangible assets.

For the sub-major classes of non-current assets:
H1d: The introduction of AASB 1041 will not have resulted in a decline in the
number (percentage) of firms revaluing listed investments.
H1e:

The introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing unlisted investments.
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H1f:

The introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing investment property.

H1g: The introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing property.
H1h: The introduction of AASB 1041 will have resulted in a decline in the
number (percentage) of firms revaluing plant & equipment.
Figure 6.1 presents a graphical representation of the number (percentage) of all
revaluing firms in the sample by major asset class in 1999 and 2002.28 Figure 6.1
suggests that the introduction of AASB 1041 (and particularly the requirement for
regular valuations if the FV basis is adopted) might have caused a significant decline in
the number (percentage) of firms electing to revalue components of PP&E and
Investments, but not Intangibles.29 This finding provides initial support for H1a, H1b
and H1c.

28

Note that to be classified as a revaluer for a major asset class at least one (but not
all) of the sub-major asset classes within that major non-current asset class must
have been revalued.

29

It should be noted that very few firms revalue intangibles, presumably because
goodwill is the main intangible asset for most firms and goodwill cannot be
revalued.
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Figure 6.1:

The Number (Percentage) of Firms Classified as Revaluers By Major Class
of Non-Current Assets in 1999 and 2002 – All Firms

The results presented in Table 6.1a for all firms confirm those in Figure 6.1. The results
in Table 6.1a indicate a significant (at α < 0.05) decline in the number (percentage) of
firms classified as revaluers for Investments and PP&E (but not Intangibles) after the
introduction of AASB 1041. It seems that the requirement to regularly revalue assets
reported at FV has deterred many firms from adopting the FV basis for reporting noncurrent assets.
Table 6.1a: Comparing the Number (Percentage) of Firms Classified as Revaluers By
Major Class of Non-Current Assets in 1999 and 2002 – All Firms
1999
Major Asset Classes
Investments

PP&E

Intangibles

2002

No.

%

No.

%

Non-Revaluers
Revaluers
Total
Chi-Sq

301
97
398

76%
24%
100%

353
71
424

83%
17%
100%

Non-Revaluers
Revaluers
Total
Chi-Sq

260
138
398

Non-Revaluers
Revaluers
Total
Chi-Sq

375
23
398

65%
35%
100%
94%
6%
100%

*Continuity Correction computed for 2x2 table
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361
63
424
402
22
424

Observation Asymp. Sig
Value*
(1-sided)

6.882

0.005

42.567

0.000

0.048

0.414

85%
15%
100%
95%
5%
100%

To check the robustness of the results displayed in Figure 6.1 and reported in Table
6.1a, Table 6.1b reports the results for the 194 common firms. The results reported in
Table 6.1b confirm the results in Table 6.1a (and Figure 6.1) with respect to PP&E and
Intangibles, but not for Investments. It seems that those companies that were electing to
revalue some or all of their investments prior to the introduction of AASB 1041 chose
to continue that practice by adopting the FV basis for reporting at least one of the submajor classes of investments.
Table 6.1b: Comparing the Number (Percentage) of Firms Classified as Revaluers By
Major Class of Non-Current Assets in 1999 and 2002 – Common Firms
Only
1999
Major Asset Classes
Investments

PP&E

Intangibles

2002

No.

%

No.

%

Non-Revaluers
Revaluers
Total
Chi-Sq

154
40
194

79%
21%
100%

154
40
194

79%
21%
100%

Non-Revaluers
Revaluers
Total
Chi-Sq

122
72
194

Non-Revaluers
Revaluers
Total
Chi-Sq

180
14
194

63%
37%
100%
93%
7%
100%

161
33
194
181
13
194

Observation Asymp. Sig
Value*
(1-sided)

0.000

0.500

18.855

0.000

0.000

0.500

83%
17%
100%
93%
7%
100%

*Continuity Correction computed for 2x2 table
Figure 6.2 presents a graphical representation of the number (percentage) of firms
revaluing the various sub-major classes of non-current assets in 1999 and 2002. Figure
6.2 provides initial support for H1d, H1e, H1f, H1g, and H1h. That is, as expected,
there appears to have been a significant decline in the number (percentage) of firms
revaluing Unlisted Investments, Investment Property, Property, and Plant and
Equipment, while the number (percentage) of firms revaluing Listed Investments does
not appear to have changed significantly. As noted earlier, there is no separate
breakdown of Intangibles due to a lack of observations.
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Figure 6.2:

The Number (Percentage) of Firms Classified as Revaluers By Sub-Major
Class of Non-Current Assets in 1999 and 2002 – All Firms

The results presented in Table 6.2a support the information conveyed in Figure 6.2,
except for Unlisted Investments where the observed decline in the number (percentage)
of firms electing to revalue this class of assets was not significant. Again, it seems that
the requirement to regularly revalue assets reported at FV has deterred firms from
choosing the FV basis for reporting many of the sub-major classes of non-current assets.
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Table 6.2a: Comparing the Number (Percentage) of Firms Classified as Revaluers By
Sub-Major Class of Non-Current Assets in 1999 and 2002 – All Firms
1999
Sub-classes of assets
Listed Investments

Unlisted Investments

Investment Property

Property

Plant and Equipment

2002

No.

%

No.

%

Non-Revaluers
Revaluers
Total
Chi-Sq

363
35
398

91%
9%
100%

389
35
424

92%
8%
100%

Non-Revaluers
Revaluers
Total
Chi-Sq

376
22
398

Non-Revaluers
Revaluers
Total
Chi-Sq

345
53
398

Non-Revaluers
Revaluers
Total
Chi-Sq

279
119
398

Non-Revaluers
Revaluers
Total
Chi-Sq

362
36
398

94%
6%
100%
87%
13%
100%
70%
30%
100%
91%
9%
100%

406
18
424
392
32
424
371
53
424
409
15
424

Observation Asymp. Sig
Value*
(1-sided)

0.023

0.440

0.479

0.245

6.761

0.005

36.518

0.000

9.775

0.001

96%
4%
100%
92%
8%
100%
88%
13%
100%
96%
4%
100%

*Continuity Correction computed for 2x2 table
To check the robustness of the results displayed in Figure 6.2 and reported in Table
6.2a, Table 6.2b reports the results for the 194 common firms. The results reported in
Table 6.2b confirm the results in Table 6.2a (and Figure 6.2) with respect to Listed
Investments, Unlisted Investments, Property, and Plant and Equipment, but not for
Investment Property. It seems that those companies that were electing to revalue
Investment Property prior to the introduction of AASB 1041 chose to continue that
practice by adopting the FV basis for reporting this class of investments. Perhaps the
experience gained in revaluing this class of assets prior to the introduction of AASB
1041 provided the companies concerned with the confidence to continue the practice.
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Table 6.2b: Comparing the Number (Percentage) of Firms Classified as Revaluers By
Sub-Major Class of Non-Current Assets in 1999 and 2002 – Common Firms
Only
1999
Sub-classes of assets
Listed Investments

Unlisted Investments

Investment Property

Property

Plant and Equipment

2002

No.

%

No.

%

Non-Revaluers
Revaluers
Total
Chi-Sq

176
18
194

91%
9%
100%

176
18
194

91%
9%
100%

Non-Revaluers
Revaluers
Total
Chi-Sq

183
11
194

Non-Revaluers
Revaluers
Total
Chi-Sq

174
20
194

Non-Revaluers
Revaluers
Total
Chi-Sq

132
62
194

Non-Revaluers
Revaluers
Total
Chi-Sq

180
14
194

94%
6%
100%
89%
11%
100%
68%
32%
100%
93%
7%
100%

183
11
194
176
18
194
166
28
194
187
7
194

Observation Asymp. Sig
Value*
(1-sided)

0.000

0.500

0.000

0.500

0.029

0.432

15.754

0.000

1.812

0.089

94%
6%
100%
91%
9%
100%
86%
14%
100%
96%
4%
100%

*Continuity Correction computed for 2x2 table
The results reported in Figures 6.1 and 6.2 and Tables 6.1a, 6.1b, 6.2a and 6.2b
generally confirm the expectation that the introduction of AASB 1041 would lead to a
reduction in the number (percentage) of firms revaluing certain classes of non-current
assets because of the increased costs likely to be associated with the requirement to
revalue regularly where the FV basis is adopted.
Given the likely non-trivial costs involved with regularly revaluing non-current assets,
the next section examines the possible motivations for firms choosing to adopt the FV
basis for reporting PP&E.
6.2

The Possible Motivations for Firms Choosing the FV Basis for
Reporting PP&E
The hypotheses developed in chapter four concerning the possible motivations behind a
firm’s decision to adopt the FV basis for reporting non-current assets are restated below.
H2a:

Firms with a higher ratio of debt to total tangible assets are more likely to
revalue non-current assets.
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H2b: Firms with a higher proportion of property relative to other non-current
assets are more likely to revalue PP&E.
H2c:

Firms with relatively lower holdings of cash and marketable securities are
more likely to revalue non-current assets.

Although H2a and H2c refer to non-current assets generally, the tests conducted in this
section are restricted to companies classified as either revaluers (coded “1”) or nonrevaluers (coded “0”) of PP&E. This is because, as noted earlier, PP&E is a major class
of assets for almost all businesses and the results reported in Figure 1 and Tables 1a and
1b indicate that PP&E was the major asset class most effected by the introduction of
AASB 1041. Similarly, Figure 6.2 and Tables 2a and 2b indicate that it was the submajor classes of PP&E that were also the most effected by the introduction of AASB
1041.
The results of testing hypotheses H2a, H2b and H2c are presented in Table 6.3.
Table 6.3:

Variable

Assessing the Possible Motives for Revaluing PP&E: Comparing Revaluers
and Non-Revaluers
Expectation

Revaluer = “1”
Mean
SD

Non-Revaluer = “0”
Mean
SD

Z-Score
(t-score; Sig)

DEBT/TTA

1>0

0.392

0.293

0.259

0.308

-4.182
(t = 3.180; 0.001)

PROP/TFA

1>0

0.378

0.352

0.166

0.262

-5.468**
(t = 4.547; 0.000)

CMS/TTA

1<0

0.095

0.154

0.201

0.301

3.009**
(t = -4.203; 0.000)

DEBT/TTA is the proportion of debt to total tangible assets, PROP/TFA is the proportion of
property to total fixed assets, and CMS/TTA is the proportion of cash and marketable securities
to total tangible assets. **denotes the difference between revaluers and non-revaluers is
significant at 0.01.

The results of both parametric and non-parametric tests (t-test and Mann-Whitney Utest, respectively) reported in Table 6.3 are consistent with prior expectations and,
therefore, support hypotheses H2a, H2b and H2c. Table 6.3 reports highly significant
(in the predicted direction) Z-scores (and t statistics) with respect to the differences
between ‘revaluers’ and ‘non-revaluers’ in terms of their DEBT/TTA, PROP/TFA and
CMS/TTA ratios.
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Therefore, it is reasonable to conclude that companies classified as revaluers of PP&E
are likely to have: a higher debt to total tangible asset ratio; a relatively higher
investment in property; and lower levels of liquid assets, compared to those classified as
non-revaluers of PP&E.
In summary, the results indicate that firms with higher levels of debt to total tangible
assets, higher investments in property relative to other fixed assets, and low levels of
liquid assets relative to total tangible assets are the firms most likely to revalue PP&E.
These findings are consistent with Brown et al. (1992), Whittred & Chan (1992), Easton
et al. (1993), but contradict Cotter (1999). Interestingly, the results from a recent Swiss
study by Missonier-Piera (2007) also contradict Cotter’s (1999) findings.
In conclusion, it would appear that a desire to improve borrowing capacity and financial
slack and to reduce the costs associated with information asymmetry are among the key
motivations for firms choosing to adopt FV reporting for PP&E.
6.3
Summary
The findings reported in this chapter indicate that, as expected, the introduction of
AASB 1041 has been associated with a decline in the number (percentage) of firms
revaluing Investments and PP&E, however, there has been no change in the number
(percentage) of firms revaluing Intangibles.
As for the various sub-major classes of non-current assets, the findings reported in this
chapter suggest there has been a decline in the number (percentage) of firms electing to
revalue Investment Property, Property, and Plant & Equipment, while there has been no
change in the number (percentage) of firms electing to revalue Listed Investments or
Unlisted Investments.
Tests regarding the possible motivations behind the decision to adopt FV reporting for
PP&E suggest that the desire to improve borrowing capacity and financial slack and to
reduce information asymmetry are among the key motivations for firms adopting FV
reporting within this class of non-current assets.
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Chapter 7:

Results: The Impact of AASB 1041 on the Value
Relevance and Reliability of Information Provided
With Respect to Non-Current Assets

7.0
Introduction
Chapter six reported findings with respect to the impact of the introduction of AASB
1041 on the number (percentage) of firms choosing to revalue non-current assets and
the possible motivations for choosing the FV basis for reporting PP&E. This chapter
presents findings with respect to the impact of the introduction of AASB 1041 on the
value relevance and reliability of information reported with respect to various submajor classes of non-current assets (except intangibles). Section 7.1 examines the issue
of value relevance and then section 7.2 looks at the issue of reliability. Section 7.3
concludes the chapter.
7.1

The Impact of AASB 1041 on the Value Relevance of Information
Provided With Respect to Non-Current Assets
The hypothesis developed in chapter four concerning the possible impact of the
introduction of AASB 1041 on the value relevance of information reported with respect
to non-current assets is restated below.
H3a:

The value relevance of information reported with respect to non-current
assets will not have changed with the introduction of AASB 1041.

As noted in chapter four, given that previous research has generally found the provision
of both HC and FV information with respect to non-current assets to be value relevant,
it is not expected that the introduction of AASB 1041 will have significantly effected
the value relevance of non-current asset disclosures. To ensure a ‘like-for-like’
comparison, firms that existed in both 1999 and 2002 (common firms) are used to test
this hypothesis.
To be consistent with past studies (Collins et al. 1997; Barth and Clinch 1998; Ely and
Waymire 1999; Francis and Schipper 1999; Lev and Zarowin 1999; Frankel and Xu
2004), this study deflates the variables of interest by the number of shares outstanding.
As discussed in chapter five, Barth and Clinch (2005) showed that when data is effected
by scale, a specification that deflates all variables by the number of shares outstanding
is superior to an undeflated specification or to a specification that uses other deflators
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(for example, the book value of equity). However, as a robustness test, this study also
presents the results where the variables of interest are not scaled/deflated.
It should be noted that all regression results reported in this chapter incorporate White’s
(1980) adjustment for heteroskedasticity because there are indications that the data does
not meet the assumption of homoskedasticity. Barth and Kallapur (1996) argued that the
use of heteroskedasticity-consistent standard errors (White 1980) permits valid
inferences if heteroskedasticity is present. Also, following the suggestion by Gujarati
(2003) and Maddala (1992), this study runs a set of auxiliary regressions30 and uses
Klein’s rule of thumb (Maddala 1992) to detect any significant multicollinearity in the
variables that might impact the results.
The analysis starts with the following share-deflated regression as presented in chapter
five, equation (6).
Pjt =

β0 + β1BENETBjt+ β2NIjt + β3LCjt + β4LRjt + β5ULCjt + β6ULRjt + β7IPCjt
+ β8IPRjt +β9PROPCjt + β10PROPRjt + β11PECjt + β12PERjt + ε

(6)

Where:
Pjt
is the share price of firm j at time t;
BENETBjt is the book value of equity (net of the non-current asset classes being
separately investigated) per share for firm j at time t;
NIjt
is net income after tax and before abnormal items per share of firm j at time
t;
LCjt
is investments in listed companies recognised at HC per share for firm j at
time t;
LRjt
is investments in listed companies recognised at FV per share for firm j at
time t;
ULCjt
is investments in unlisted companies recognised at HC per share for firm j at
time t;
ULRjt
is investments in unlisted companies recognised at FV per share for firm j at
time t;
IPCjt
is investment property recognised at HC per share for firm j at time t;
IPRjt
is investment property recognised at FV per share for firm j at time t;
PROPCjt is property recognised at HC per share for firm j at time t;
PROPRjt is property recognised at FV per share for firm j at time t;
30

Auxiliary regressions regress each independent variable against all other
independent variables. For a three independent variable regression, y=i+j+k, the
auxiliary regressions would be: i=j+k; j=k+i; and k=i+j. For each auxiliary
regression, Klein’s rule of thumb is applied to the R-squares, Ri2 ,R 2j ,Rk2 , to
determine if any of these is higher than R y2 .
77

!

PECjt
PERjt
β0
ε

is plant and equipment recognised at HC per share for firm j at time t;
is plant and equipment recognised at FV per share for firm j at time t;
is the constant term, β1, β2, β3, … β12 are the coefficients; and
is the error term which represents other determinants of price.

Prior to examining the regression results reported in Table 7.1, it should be noted that
the tests for multicollinearity reported in Appendix 2 (Table A2.1) indicate that
multicollinearity is not likely to pose a problem. That is, there are no R2s from the
auxiliary regressions larger than the R2 from the main regression.
Table 7.1:

Testing for Value Relevance - Results of Share Deflated Regressions for
Common Firms Only

1999
2002
Variables Exp. Sign Coef
S.E
t-stat
p*
Coef
S.E
t-stat
p*
C
1.50
0.24
6.29
0.00
0.72
0.35
2.06
0.02
BENETB
+
0.80
0.19
4.13
0.00
0.74
0.26
2.85
0.00
NI
+
3.45
1.54
2.24
0.01
4.77
1.46
3.27
0.00
LC
+
1.75
0.67
2.61
0.00
1.69
0.38
4.44
0.00
ULC
+
2.12
0.74
2.84
0.00
1.15
0.20
5.73
0.00
IPC
+
-0.02
0.66
-0.03
0.49
0.30
0.26
1.14
0.13
PROPC
+
0.34
0.55
0.61
0.27
0.60
1.06
0.57
0.29
PEC
+
1.42
0.30
4.77
0.00
1.33
0.41
3.21
0.00
LR
+
0.54
0.15
3.67
0.00
0.82
0.09
9.04
0.00
ULR
+
5.48
6.52
0.84
0.20
0.12
0.31
0.39
0.35
IPR
+
0.13
0.17
0.76
0.22
0.41
0.25
1.67
0.05
PROPR
+
0.32
0.43
0.75
0.23
0.21
0.34
0.62
0.27
PER
+
8.38
2.57
3.26
0.00
2.75
1.51
1.82
0.04
n
194
194
2
Adj. R
0.69
0.68
S.E. of R
2.61
3.00
All variables are deflated by number of shares outstanding. Share price (the dependent variable)
is taken at the day the annual report was received by the ASX. BENETB is the book value of
equity after subtracting Listed Investments at cost (LC) and at FV (LR), Unlisted Investments at
cost (ULC) and at FV (ULR), Investment Property at cost (IPC) and at FV (IPR), Property at
cost (PROPC) and at FV (PROPR), and Plant and Equipment at cost (PEC) and at FV (PER).
NI is net income after tax and before abnormal items. *The probabilities are for a one-way test
of significance and all significant (less than or equal to 0.10) probabilities have been bolded.

The results presented in Table 7.1 show that the constant terms in 1999 and 2002 are
both associated with share price, suggesting that there are other variables associated
with the value of the firm that are not included in the regression. Table 7.1 also reveals
that both the book value of equity (net of the sub-major classes of assets included as
separate independent variables) and net income are positively associated with share
prices in both 1999 and 2002. This finding suggests that there has been little or no
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change in the value relevance of either the book value of equity (net of sub-major
classes of assets) or net income as a result of the introduction of AASB 1041.
Turning to the various sub-major classes of non-current assets, the results in Table 7.1
indicate that the introduction of AASB 1041 has had virtually no effect on the value
relevance of either the HC or FV information provided in company annual reports for
the various sub-major classes of non-current assets being investigated; except for
Investment Property reported at FV which has become value relevant in 2002. Table 7.2
summarises the impact of the introduction of AASB 1041 on the value relevance of the
information provided for each of the various sub-major classes of non-current assets for
firms that existed in both 1999 and 2002 (common firms). As can be seen from Table
7.2, the only sub-major class of non-current assets to show an improvement is
Investment Property at FV.
Table 7.2:

A Summary of the Impact of AASB 1041 on the Value Relevance of NonCurrent Assets Reported at Either HC or FV for Common Firms Only Based
on Share-Deflated Regressions
Assets

Impact

Listed Investments at HC (LC)

No effect - continued to be value relevant

Unlisted Investments at HC (ULC)

No effect - continued to be value relevant

Investment Property at HC (IPC)

No effect - continued to be not value relevant

Property at HC (PROPC)

No effect - continued to be not value relevant

Plant & Equipment at HC (PEC)

No effect - continued to be value relevant

Listed Investments at FV (LR)

No effect - continued to be value relevant

Unlisted Investments at FV (ULR)

No effect - continued to be not value relevant

Investment Property at FV (IPR)

Improved

Property at FV (PROPR)

No effect - continued to be not value relevant

Plant & Equipment at FV (PER)

No effect - continued to be value relevant

The findings for listed investments at FV are consistent with Barth and Clinch’s (1998)
findings for firms in all industries,31 while property at FV is consistent with Barth and
Clinch’s (1998) findings for mining firms and non-financial firms. Furthermore, Barth
and Clinch (1998) found plant and equipment to be value relevant for mining firms and

31

Barth and Clinch (1998) analysed firms grouped into the following sectors:
financial; non-financial; and mining.
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for financial firms (although the association was negative for financial firms). Barth &
Clinch (1998) did not investigate unlisted investments or investment property.
In summary, the results provided in Table 7.1 (and summarised in Table 7.2) show that
the introduction of AASB 1041 has had little impact on the value relevance of
information reported with respect to the various sub-major classes of non-current assets
under investigation, whether reported at HC or FV.
As a robustness check, the analysis is also conducted without scaling/deflating the
variables of interest using the following regression specification presented in chapter
five, equation (8).
MVEjt = β0 + β1BENETBjt+ β2NIjt + β3LCjt + β4LRjt + β5ULCjt + β6ULRjt +
β7IPCjt + β8IPRjt + β9PROPCjt + β10PROPRjt + β11PECjt + β12PERjt + ε

(8)

Where:
MVEjt is the market value of firm j at time t.
All other variables are as defined for equation (6), but in their undeflated form.
Table 7.3 presents the results for the undeflated regressions for firms that existed in
both 1999 and 2002 (common firms). However, before examining the regression results
reported in Table 7.3 it should be noted that the tests for multicollinearity reported in
Appendix 2 (Table A2.2) again indicate that multicollinearity is not likely to pose a
problem. That is, there is only one R2 from the auxiliary regressions that is larger than
the R2 from the main regression and that is for plant and equipment at FV (PER) in
1999. However, the t-value of PER in 1999 (see Table 7.3) indicates that it is significant
and, hence, following Gujarati (2003) and Maddala (1992) it can be concluded that high
collinearity between PER and the rest of the independent variables is not a serious
problem.
Turning now to the results presented in Table 7.3 it can be seen that they are in stark
contrast to those reported in Table 7.1. The scaled results presented in Table 7.1
indicated little or no change in the value relevance of the information reported with
respect to non-current assets after the introduction of AASB 1041 (except for
Investment Property at FV). However, the unscaled results presented in Table 7.3
suggest that the introduction of AASB 1041 has been associated with a significant
improvement in the value relevance of the information reported with respect to the
majority of the sub-major non-current asset classes. For example, from Table 7.3 it
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appears that the value relevance of the information presented with respect to four of the
sub-major classes of non-current assets has improved (Investment Property at HC
(IPC); Property at HC (PROPC); Listed Investments at FV (LR); and Unlisted
Investments at FV (ULR)). For the six remaining sub-major classes of non-current
assets, the value relevance of the information disclosed appears not to have been
effected by the introduction of AASB 1041 (Listed Investments at HC (LC); Unlisted
Investments at HC (ULC); Plant and Equipment at HC (PEC); Investment Property at
FV (IPR); and Property at FV (PROPR).
Table 7.3:

Testing for Value Relevance - Results of Undeflated Regressions for
Common Firms Only

Variables Exp. Sign
C

Coef

1999
S.E
t-stat

p*

Coef

2002
S.E
t-stat

p*

165.00

48.67

3.39

0.00

-45.00

61.00

-0.73

0.23

BENETB

+

0.19

0.48

0.39

0.35

1.08

0.29

3.67

0.00

NI

+

7.00

2.54

2.76

0.00

2.48

1.93

1.28

0.10

LC

+

2.32

0.79

2.91

0.00

3.63

0.91

3.98

0.00

ULC

+

0.55

0.64

0.87

0.19

0.61

0.77

0.79

0.21

IPC

+

-0.50

0.75

-0.68

0.25

0.86

0.33

2.59

0.01

PROPC

+

0.35

1.10

0.32

0.37

2.69

0.30

9.07

0.00

PEC

+

1.28

0.43

3.00

0.00

1.88

0.27

7.05

0.00

LR

+

0.29

0.29

1.00

0.16

1.25

0.31

4.08

0.00

ULR

+

-6.67

10.62

-0.63

0.27

0.26

0.16

1.68

0.05

IPR

+

0.39

0.20

1.94

0.03

0.95

0.17

5.54

0.00

PROPR

+

-0.94

1.78

-0.53

0.30

1.44

1.52

0.95

0.17

PER

+

11.91

3.90

3.06

0.00

3.38

2.46

1.38

0.09

n
2

Adj. R

194

194

0.95

0.98

S.E. of R
756.00
827.00
The Coef. and S.E of C are in millions. The S.E. of the regression is in millions. Market
Capitalisation is the dependent variable. BENETB is the book value of equity after subtracting
Listed Investments at cost (LC) and at FV (LR), Unlisted Investments at cost (ULC) and at FV
(ULR), Investment Property at cost (IPC) and at FV (IPR), Property at cost (PROPC) and at FV
(PROPR), and Plant and Equipment at cost (PEC) and at FV (PER). NI is net income after tax
and before abnormal items. *The probabilities are for a one-way test of significance and all
significant (less than or equal to 0.10) probabilities have been bolded.

Further, the results presented in Table 7.3 suggest that the value relevance for the
remaining net assets, as captured in the book value of equity net of the various submajor classes of non-current assets being separately investigated (BENETB), has also
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improved with the introduction of AASB 1041. Again, this is contrary to the
scaled/deflated regression results presented in Table 7.1 which indicate that BENETB
was value relevant both before and after the introduction of AASB 1041. It should also
be noted that the results presented in Table 7.3 indicate that the significance of the
constant term (C) declined with the general increase in the value relevance of the
various sub-major classes of non-current assets being investigated. Once again, this
result is contrary to that reported for the scaled/deflated regressions in Table 7.1 which
showed no change in the significance of the constant term (it remained significant after
the introduction of AASB 1041).
In summary, and in support of H3a, the results from the scaled regressions indicate no
improvement in the value relevance of the information provided by Australian
companies following the introduction of AASB 1041. However, the results from the
unscaled regressions do not support this conclusion and instead suggest, contrary to
H3a, that the introduction of AASB 1041 has been associated with an improvement in
the value relevance of the information provided with respect to many of the sub-major
classes of non-current assets being investigated.
Clearly the issue of whether or not to scale is important and the literature contains much
debate on the subject (see, for example, Akbar and Stark 2003; Easton and Sommers
2003; Barth and Clinch 2005) but, as yet, there does not appear to be a consensus
position. On the one hand it has been argued that the use of unscaled data might result
in flawed inferences due to the impact of heteroskedasticity and influential observations
(Easton and Sommers 2003), although Barth and Kallapur (1996) argued that the use of
heteroskedasticity-consistent standard errors (White 1980) permits valid inferences if
heteroskedasticity is present. On the other hand it has been suggested that scaling might
introduce spurious correlations into the analyses. For example, Kim (1999)
demonstrated that scaling by a common divisor can result in spurious correlations and,
therefore, scaling should not be undertaken lightly. Clearly this is an issue for further
research and resolution of this problem is beyond the scope of this dissertation.
The next section examines the impact of the introduction of AASB 1041 on the
reliability of the information provided with respect to the various sub-major classes of
non-current assets being investigated.
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7.2

The Impact of AASB 1041 on the Reliability of the Information
Provided With Respect to Non-Current Assets
This section presents the findings relating to the impact of AASB 1041 on the reliability
of information provided with respect to various sub-major classes of non-current assets
reported at HC and FV. The hypotheses developed in chapter four concerning the
possible impact of the introduction of AASB 1041 on the reliability of information
reported with respect to non-current assets, reported at either HC or FV, are restated
below.
H3b:

The reliability of information reported with respect to non-current assets
reported at revalued amounts (FV) will have improved with the
introduction of AASB 1041.

H3c:

The reliability of information reported with respect to non-current assets
reported at HC will have deteriorated with the introduction of AASB 1041.

As discussed in chapter two (section 2.4), before the introduction of AASB 1041 there
was no requirement for firms revaluing a class of non-current assets to regularly update
those values. Therefore, AASB 1041’s requirement to revalue frequently where FV
reporting is adopted is expected to improve the reliability of reported revalued (FV)
amounts because, arguably, they will be more current. However, after the introduction
of AASB 1041, it is expected (and confirmed in chapter six) that there will be more
firms reporting various sub-major classes of non-current assets at HC, rather than at FV,
as a direct consequence of the requirement to revalue regularly where the FV basis is
adopted. This outcome is expected to exacerbate the potential undervaluation of many
sub-major classes of non-current assets reported at HC. Therefore, this section seeks to
test whether the introduction of AASB 1041 has impacted the reliability of information
provided with respect to various sub-major classes of non-current assets reported at FV
and HC in a manner consistent with H3b and H3c.
The analysis in this section relies on the undeflated regression specification as presented
in equation (8) in section 7.1. The regression is run in its undeflated form so that the
effect on the market value of the firm of a dollar change in the value of a sub-major
class of non-current assets can be assessed through an examination of the coefficients.
Given that the analysis in this section focuses on tests of null hypotheses that the
coefficients equal one, distortions in the data caused by scaling would preclude the
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study addressing H3b and H3c if scaled data were used. Where the coefficient is greater
(less) than one, it indicates that the reported amount is under- (over-) valued and,
therefore, is reported with bias. Where a coefficient is not significantly different from
one it indicates that the amount is reported without bias and is, therefore, reliable.
As discussed in chapter five, this study takes note of Barth and Kallapur’s (1996)
suggestion to include a proxy for size as an independent variable when running
regressions with undeflated variables. Barth and Kallapur (1996) found that undeflated
regressions with a proxy for size included as an independent variable were more
effective in mitigating scale effects than using deflated regressions. In this study, the
book value of equity net of the various sub-major classes of non-current assets being
investigated (BENETB) acts as a proxy for scale. To address the problem of
heteroscedasticity, and again following Barth and Kallapur (1996), this section also
reports results based on White’s adjusted standard error.
To ensure a ‘like-for-like’ comparison, as in the previous section, firms that existed in
both 1999 and 2002 (common firms) are used to test the hypotheses in this section. It
should also be noted that the tests for multicollinearity discussed in the previous section
with respect to the unscaled data, and reported in Appendix 2 (Table A2.2), indicate that
multicollinearity is not likely to pose a problem.
The results for the undeflated regression, equation (8), for firms existing in both 1999
and 2002 (common firms) are presented in Table 7.4.
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Table 7.4:

Testing for Reliability - Results of Undeflated Market Value Regressions for
Common Firms Only

1999
2002
Variables Exp. Sign Coef
S.E
t-stat
p*
Coef
S.E
t-stat
p*
C
165.00
NA
NA
NA
-45.00
NA
NA
NA
BENETB
+
0.19
-0.11
-1.69
0.09
1.08
3.97
0.27
0.79
NI
+
7.00
NA
NA
NA
2.48
NA
NA
NA
LC
+
2.32
1.40
1.66
0.10
3.63
1.26
2.88
0.00
ULC
+
0.55
-0.78
-0.70
0.48
0.61
-1.21
-0.51
0.61
IPC
+
-0.50
0.25
-2.02
0.05
0.86
-2.04
-0.42
0.67
PROPC
+
0.35
-0.59
-0.59
0.56
2.69
0.47
5.70
0.00
PEC
+
1.28
1.96
0.65
0.52
1.88
0.57
3.30
0.00
LR
+
0.29
-0.12
-2.44
0.02
1.25
1.53
0.82
0.42
ULR
+
-6.67
9.23
-0.72
0.47
0.26
-0.05
-4.78
0.00
IPR
+
0.39
-0.13
-2.97
0.00
0.95
-3.26
-0.29
0.77
PROPR
+
-0.94
0.86
-1.09
0.28
1.44
4.96
0.29
0.77
PER
+
11.91
4.25
2.80
0.01
3.38
3.48
0.97
0.33
n
194
194
Adj. R2
0.95
0.98
S.E. of R
756
827.00
Market Value of Equity (MVE) is the dependent variable. BENETB is the book value of equity
after subtracting Listed Investments at cost (LC) and at FV (LR), Unlisted Investments at cost
(ULC) and at FV (ULR), Investment Property at cost (IPC) and at FV (IPR), Property at cost
(PROPC) and at FV (PROPR), and Plant and Equipment at cost (PEC) and at FV (PER). NI is
net income after tax and before abnormal items. *In this table the coefficients are being tested to
see if they are significantly different from one and, therefore, the probabilities are for a two-way
test of significance and all significant (less than or equal to 0.10) probabilities have been
bolded. NA indicates that it is not appropriate to test whether this coefficient differs
significantly from 1; that is, there is no expectation that the coefficient should equal one.

The results reported in Table 7.4, consistent with H3c, suggest that the reliability of the
information reported for the various sub-major classes of non-current assets reported at
HC has generally declined. For example, for two of the five sub-major classes of noncurrent assets (Property at HC (PROPC) and Plant and Equipment at HC (PEC)) the
coefficient has moved from being not significantly different from one (indicating
unbiased/reliable reporting) to being significantly different from one (indicating
biased/unreliable reporting). For listed investments reported at HC (LC), the coefficient
remained significantly different from one, indicating that this non-current asset class
was generally reported with bias both before and after the introduction of AASB 1041.
For unlisted investments reported at HC (ULC), the coefficient remained insignificantly
different from one, indicating that this non-current asset class was generally reported
without bias (reliably) both before and after the introduction of AASB 1041. It is only
with respect to Investment Property at HC (IPC) that the introduction of AASB 1041
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appears to have had a positive impact, that is, the coefficient went from being
significantly different from one (and, therefore, unreliable) to being not significantly
different from one (and, therefore, reliable).
Turning to the various sub-major classes of non-current assets reported at FV, the
results reported in Table 7.4, consistent with H3b, suggest that the reliability of the
information reported has generally improved following the introduction of AASB 1041.
For example, for three of the five sub-major classes of non-current assets (Listed
Investments at FV (LR); Investment Property at FV (IPR); and Plant and Equipment at
FV (PER)) the coefficient has moved from being significantly different from one
(indicating biased/unreliable reporting) to being not significantly different from one
(indicating unbiased/reliable reporting). For Property at FV (PROPR) the coefficient
remained insignificantly different from one, indicating that this non-current asset class
was generally reported reliably both before and after the introduction of AASB 1041. It
is only with respect to Unlisted Investments reported at FV (ULR) that the introduction
of AASB 1041 appears to have had a negative impact, that is, the coefficient went from
being insignificantly different from one (and, therefore, reliable) to being significantly
different from one (and, therefore, unreliable).
The results in this sub-section (as summarised in Table 7.5) suggest that, on balance, the
introduction of AASB 1041 was generally associated with an improvement in the
reliability of information reported with respect to non-current assets reported at FV and
a deterioration in the reliability of information reported with respect to non-current
assets reported at HC.
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Table 7.5:

Summarising the Impact of AASB 1041 on the Reliability of Information
Reported with Respect to Non-Current Assets for Common Firms Only
Assets Classes

Impact

Listed Investments at HC (LC)

No effect - continued to be unreliable

Unlisted Investments at HC (ULC)

No effect - continued to be reliable

Investment Property at HC (IPC)

Improved

Property at HC (PROPC)

Deteriorated

Plant & Equipment at HC (PEC)

Deteriorated

Listed Investments at FV (LR)

Improved

Unlisted Investments at FV (ULR)

Deteriorated

Investment Property at FV (IPR)

Improved

Property at FV (PROPR)

No effect - continued to be reliable

Plant & Equipment at FV (PER)

Improved

7.3
Conclusion
This chapter presented findings with respect to the value relevance and reliability of the
information reported with respect to various sub-major classes of non-current assets
before and after the introduction of AASB 1041.
With respect to value relevance, the results reported in section 7.1 are somewhat
conflicting depending on whether the variables of interest are scaled/deflated by the
number of shares outstanding or whether an undeflated specification is used. The results
from the scaled regression indicate, in support of H3a, no improvement in the value
relevance of the information provided by Australian companies following the
introduction of AASB 1041. However, the results from the unscaled regressions do not
support this conclusion and instead suggest, contrary to H3a, that the introduction of
AASB 1041 has been associated with an overall improvement in the value relevance of
the information provided with respect to the various sub-major classes of non-current
assets being investigated. As noted in section 7.1, this is an issue for further research
and resolution of this problem is beyond the scope of this dissertation.
With respect to reliability, the results in section 7.2 suggest that the introduction of
AASB 1041 has generally been associated with: an improvement in the reliability of
information reported with respect to non-current assets reported at FV (consistent with
H3b); and a deterioration in the reliability of information reported with respect to noncurrent assets reported at HC (consistent with H3c).
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The next chapter provides a summary of the study together with conclusions, limitations
and suggestions for future research.
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Chapter 8:

Summary, Limitations, Suggestions for Future
Research and Conclusions

8.0
Introduction
This chapter summarises the study and is organised as follows: section 8.1 summarises
the main purpose and findings of the study; section 8.2 outlines the limitations of the
study; section 8.3 suggests areas for future research; and, finally, section 8.4 presents
the main conclusions flowing from the study.
8.1
Summary of Research Questions and Key Findings
Following the introduction of AASB 1041 in 1999 this study sought answers to the
following questions:
1.

What was the impact of AASB 1041 on the number (percentage) of Australian
firms revaluing various classes of non-current assets?

2.

What were the apparent motivations for Australian companies electing the FV basis
(rather than the HC basis) for reporting non-current assets?

3.

Did the introduction of AASB 1041 improve the value relevance of the information
reported with respect to non-current assets for Australian companies?

4.

Did the introduction of AASB 1041 result in more reliable information being
reported by Australian companies with respect to non-current assets reported at
both HC and FV amounts?

As noted in the introduction, and discussed further in chapters two and four, if a
company adopted the FV basis for reporting a class of non-current assets it was required
by AASB 1041 to regularly revalue that class of assets. Because of the potential costs
involved, this requirement for frequent revaluations is likely to have reduced the
number (percentage) of firms choosing to report non-current assets (or any given class
of non-current assets) at FV.32
32

As noted in chapter one, in July 2004 AASB 1041 was replaced by a number of
new standards dealing with various types of non-current assets. However, with the
exception of some classes of financial assets and assets held for sale, the new
standards generally maintained the requirement (introduced by AASB 1041) for
companies to choose either HC or FV, and where FV is adopted these values have
to be regularly reviewed.
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Given the additional costs likely to be associated with the adoption of FV reporting, the
study also sought to better understand the possible motivations for firms adopting the
FV basis for reporting PP&E. A review of the literature, as provided in chapter three,
indicates there have been mixed findings with respect to the motivations behind asset
revaluations in Australia. For example, studies by Brown et al. (1992) and Whittred and
Chan (1992) suggest that, relative to non-revaluing firms, revaluing firms tend to have
higher debt to total tangible asset ratios. This indicates that revaluing firms might
choose to revalue assets in order to improve their borrowing capacity. On the other
hand, a more recent Australian study by Cotter (1999) found that the incentive to
revalue non-current assets was no longer related to any improvement in a firm’s
borrowing capacity. Brown et al. (1992), Whittred and Chan (1992), and Easton et al.
(1993) also found that firms appear to revalue non-current assets to convey important
information (that is, for signalling purposes) and to reduce the costs associated with
information asymmetry. A better understanding of the motivations behind the choice of
FV reporting should be of interest to policy makers.
Similarly, past studies that have examined the question of whether FV reporting of noncurrent assets is value relevant have reported mixed results. For example, some studies
in Australia, the United Kingdom (UK) and the United States (US) have found evidence
that FV reporting of non-current assets is value relevant (Sharpe and Walker 1975;
Noreen and Sepe 1981; Bublitz et al. 1985; Lobo and Song 1988; Easton et al. 1993;
Barth 1994; Sami and White 1994; Barth et al. 1996; Eccher et al. 1996; Venkatachalam
1996; Easton and Eddey 1997; Barth and Clinch 1998; Aboody et al. 1999). However,
there have also been a number of studies in Australia, New Zealand (NZ), the UK and
the US that have found that reported revalued (FV) amounts for non-current assets are
not value relevant (Beaver et al. 1980; Ro 1980; Beaver et al. 1982; Standish and Ung
1982; Brown and Finn 1989; Emanuel 1989).
The mixed findings with respect to the value relevance of FV reporting leaves open the
question as to whether FV reporting is indeed value relevant for all types of non-current
assets. Any finding on this issue should also be welcomed by standard setters interested
in improving the value relevance of accounting information provided in company
annual reports.
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Finally, AASB 1041’s requirement to revalue frequently, where the FV basis is
adopted, is expected to have positively impacted the reliability of amounts reported at
FV amounts because these revalued amounts should, on average, be more current than
was the case prior to the introduction of AASB 1041 and, therefore, more aligned with
market values. However, it is also likely that the reliability of the amounts reported with
respect to non-current assets reported at HC might have deteriorated with the
introduction of AASB 1041 because more non-current assets are likely to be reported at
HC (rather than FV) after the introduction of AASB 1041 than was the case prior to the
introduction of AASB 1041.
Any findings on the above issues should be of interest to standard setters concerned
with improving the relevance and reliability of accounting information provided in
company annual reports.
The following sub-sections provide a summary of the main findings with respect to
each of the four research questions outlined above. It should be noted that the final
sample of firms examined in this study consisted of 398 firms in 1999 and 424 firms in
2002. A sub-set of 194 firms that existed in both 1999 and 2002 (common firms) was
also examined to ensure a ‘like for like’ comparison in evaluating the value relevance
and reliability of the information provided with respect to non-current assets before and
after the introduction of AASB 1041. As noted in chapter one, the financial year ending
June 30, 1999 provides data under the previous standard (AASB 1010) before the
introduction of AASB 1041, while the financial year ending 30 June 2002 provides data
under AASB 1041. The financial years ending June 30, 2000 and 2001 are excluded
because these are transitional years. The financial data used in this study (including the
notes to the financial statements) was taken from the financial reports available in the
Connect4 and Aspect Financial databases and the share price data was taken from the
Core Research Data (CRD) provided by SIRCA.
8.1.1 The Impact of AASB 1041 on the Number (Percentage) of Firms
Revaluing Non-Current Assets
In terms of the impact of AASB 1041 on the number (percentage) of firms revaluing
major classes of non-current assets, it seems that (as expected) there was a decline in the
number (percentage) of firms revaluing investments and PP&E, while there was
virtually no change in the number (percentage) of firms revaluing intangible assets.
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As for the sub-major classes of non-current assets, the results suggest there was a
decline in the number (percentage) of firms revaluing investment property, property,
and plant and equipment, while there was no change in the number (percentage) of
firms revaluing listed investments and unlisted investments.
Therefore, as expected, it would appear that AASB 1041’s requirement to revalue
frequently when FV was adopted as the basis for measuring and reporting non-current
assets discouraged many firms from choosing FV, presumably because the costs
associated with the requirement for frequent revaluations were considered to exceed the
benefits.
8.1.2 The Apparent Motivations Behind Non-Current Asset Revaluations
In terms of the incentives for firms to report PP&E at FV, it seems that the key
motivations behind this choice are: the desire to improve the firm’s borrowing capacity
and financial slack; and to reduce potential costs associated with information
asymmetry between the firm and market players.
8.1.3 The Impact of AASB 1041 on the Value Relevance of Information
Provided With Respect to Non-Current Asset
The results reported in chapter seven using a scaled regression specification suggest that
AASB 1041 had little, if any, impact on the value relevance of reported non-current
assets, both at HC and at FV. However, the results from the unscaled regressions do not
support this conclusion and instead suggest that the introduction of AASB 1041 was
associated with an overall improvement in the value relevance of the information
provided with respect to the various sub-major classes of non-current assets being
investigated. As noted in the introduction, and discussed further in the limitations,
resolution of this problem is beyond the scope of this dissertation and it is an issue for
further research
8.1.4 The Impact of AASB 1041 on the Reliability of Information Provided
With Respect to Non-Current Assets
The reported amount of any class of non-current assets is considered to be reliable if the
reported amount is not biased. The information presented with respect to a class of noncurrent assets is deemed to be biased when the amount reported is considered by the
market to be either over- or under-valued. To test for such bias the regression
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coefficients for each of the sub-major classes of non-current assets being examined
were tested to see if they differed significantly from one. If a coefficient is not
significantly different from one it indicates that the value placed on the particular submajor class of non-current assets by the market does not differ significantly from its
reported value and, therefore, the reported value can be considered reliable.
Alternatively, if the coefficient is either significantly greater than or less than one, it
indicates that the reported amount is not reliable. The results of these reliability tests
suggest that the introduction of AASB 1041 was generally associated with: an
improvement in the reliability of information reported with respect to non-current assets
reported at FV (consistent with expectations); and a deterioration in the reliability of
information reported with respect to non-current assets reported at HC (again consistent
with expectations).
8.2
Limitations of the Study
This study only investigates a sample of larger Australian firms (in terms of market
capitalisation) for which the necessary data was readily available and, therefore,
conclusions that are drawn from this study might not necessarily apply to all, and
particularly smaller, firms. Further, the sample for this study is also relatively small and
a larger data set might increase both the depth and strength of the conclusions.
Some sub-major classes of non-current assets (particularly with respect to intangible
assets) are not investigated in any detail because of the lack of asset revaluation data
(both before and after the introduction of the revised AASB 1041) and, therefore, the
impact of the new standard on the quality of information provided with respect to these
asset classes could not be empirically tested.
In testing for value relevance, the regressions in this study are run using both a deflated
(by number of shares outstanding) and an undeflated specification. The results from the
contrasting regression specifications differ and, therefore, it is not possible to draw firm
conclusions with respect to the impact of the introduction of AASB 1041 on the value
relevance of the information presented with respect to the various sub-major classes of
non-current assets under investigation. Barth and Clinch (2005) suggest that most of the
time, the true scale parameter is unknown and sometimes the best that researchers can
do is to use a proxy for scale to mitigate for its effects. However, Kim (1999)
demonstrated that scaling by a common divisor can result in spurious correlations and,
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therefore, scaling should not be undertaken lightly. Clearly this is an issue for further
research and, as noted in the introduction, resolution of this problem is beyond the
scope of this dissertation.
8.3
Suggestions for Future Research
A major limitation of this study is its sample size, which is relatively small. Future
research might usefully examine a larger sample of firms (by including firms with
smaller market capitalisation) and this would increase the depth and strength of any
conclusions. It might also be helpful if future research could extend the period of
analysis on either side of the introduction of AASB 1041; that is, include additional
years before 1999 and after 2002.
It might also be of interest to know whether firms at different life cycle stages (for
example, start-up, growth, mature and declining) are more (or less) likely to adopt FV
for the reporting of various sub-major classes of non-current assets. Such an analysis
might provide further insights into why firms choose to adopt FV reporting for certain
classes of non-current assets, particularly given the cost implications associated with the
requirement to revalue frequently once the FV method has been adopted.
Finally, as noted earlier, it would be helpful if future research could determine when the
use of scaled and unscaled data is appropriate.
8.4

Conclusions

This study finds that, in general, the introduction of AASB 1041 was associated with a
decline in the number (percentage) of firms choosing to report various sub-major
classes of non-current assets at FV, most notably: investment property; property; and
plant and equipment. However, it appears that there was no significant change in the
number (percentage) of firms choosing the FV basis for reporting either listed or
unlisted investments, presumable because obtaining FV estimates for these asset classes
is less costly than it is for investment property; property; and plant and equipment. It
appears, therefore, that AASB 1041’s requirement to revalue frequently when the FV
basis was adopted generally discouraged firms from choosing the FV basis for reporting
non-current assets.
The results from this study also confirm prior research suggesting that firms might be
motivated to adopt FV reporting to: improve their borrowing capacity; for signaling
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purposes; and to reduce the costs associated with information asymmetry.
The results with respect to the impact the introduction of AASB 1041 on the value
relevance of information reported concerning various sub-major classes of non-current
assets is somewhat conflicting. The results suggest that where the variables of interest
are scaled there was no improvement in the value relevance of the information provided
by Australian companies following the introduction of AASB 1041. However, the
results from the unscaled regressions suggest that the introduction of AASB 1041 was
associated with an overall improvement in the value relevance of the information
provided with respect to the various sub-major classes of non-current assets investigated
in this study. As noted earlier, the issue of whether or not to scale is important and the
literature contains much debate on the subject but, as yet, there does not appear to be a
consensus position. Clearly this is an issue for further research and resolution of this
problem is beyond the scope of this dissertation.
Finally, it would appear that the introduction of AASB 1041 was generally associated
with an improvement in the reliability of information reported at FV in company annual
accounts, however, the opposite applies to amounts reported at HC.
Given the above findings, standard setters might need to consider revising the
requirement to revalue frequently where the FV basis is adopted. It might not be
appropriate (or in the best interests of providing the most relevant and reliable
information) to apply this requirement equally to all sub-major classes of non-current
assets. It appears that while this requirement might be appropriate for sub-major classes
of assets for which FV estimates are reasonably easy to obtain, it might be less
appropriate for other sub-major classes of non-current assets where FV estimates are not
so readily available. For these other sub-major classes of non-current assets, where it is
likely to be more costly to obtain FV estimates, it appears that many firms will simply
choose the HC basis for reporting purposes and this choice is likely to be associated
with a reduction in the reliability of information reported by these companies for these
classes of non-current assets.
In summary, the changes mandated in AASB 1041 provided a unique context for
studying accounting choice (FV versus HC) in the area of non-current assets and I trust
the results from this study will provide useful input to policy makers and international
standard setters involved in any future review of the accounting treatment mandated for
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non-current assets. In particular I hope that, as a result of this study, policy makers will
have a better appreciation of the potential costs associated with mandating FV
accounting where there might be substantial costs involved with obtaining and verifying
FV amounts.33 Further, while allowing companies some discretion in terms of if and
when the choose to revalue particular classes of non-current assets might, at face value,
appear to be providing companies with too much discretion (that could potentially be
abused), the evidence provided in this study suggests that such discretion might result in
better outcomes (in terms of the relevance and reliability of information provided), than
would be the case if standard setters continue to force companies to elect either FV or
HC.

33

In this respect, I note that the International Accounting Standards Board (2006a;
International Accounting Standards Board 2006b) recently issued two discussion
papers on the topic of FV measurement.
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Appendix 1: Undeflated Descriptive Statistics
The tables in this appendix present the undeflated descriptive statistics for 1999 and
2002 for the final sample of firms and for the firms that existed in both 1999 and 2002
(common firms).
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Table A1.1:

Undeflated Descriptive Statistics for All Firms in 1999 and 2002

Variable
TOTAL ASSETS**
MARKET CAP**
PRICE
BE
BENET
BENETB
NI
INVC
LC
ULC
IPC
PPEC
PROPC
PEC
INTC
INVR
LR
ULR
IPR
PPER
PROPR
PER
INTR

1999
Mean Median S Dev
2,127
226
13,743
889
184
2,807
3
2
4
478
94
1,316
-257
0
2,676
-136
8
2,578
27
8
189
148
7
791
96
2
484
109
1
653
40
14
65
272
22
1,123
64
8
193
189
11
915
108
12
303
1,186
190
6,627
322
8
956
2,488
8
11,167
786
357
1,844
113
19
338
78
17
165
109
10
450
112
16
298

f
398
398
398
398
398
398
398
243
113
125
19
331
180
323
192
97
35
22
53
138
119
36
23

2002
Mean Median S Dev
3,865 174.27 25,885
1,573
146
6,422
3
1
4
772
90
3,021
-322
4
2,229
-91
10
1,860
44
7
677
412
7
2,419
144
4
551
110
1
508
502
84
875
414
23
1,937
118
11
327
293
11
1,508
382
16
2,377
760
215
1,480
308
21
692
285
2
855
1,107
736
1,543
721
26
4,740
105
24
191
2,632
33
9,705
229
20
534

f
424
424
424
424
424
424
424
246
95
116
15
386
195
372
258
71
35
18
32
63
53
15
22

Note:

All variables are in millions.

**
f

CPI adjusted – see footnote 20.
is the number of observations with values that are different from zero. f does
not equal n (sample size).
is total assets.
is market capitalisation.
is the share price at the time the financial statement was received by the
Australian Stock Exchange (ASX).
is the book value of equity.
is the book value of equity net of the following major non-current asset
classes: INVC, INVR, PPEC, PPER, INTC, and INTR.
is the book value of equity net of the following sub-major classes of noncurrent assets: LC, LR, ULC, ULR, IPC, IPR, PC, PR, PEC, and PER.
is net income after tax and before abnormal items.
is investments recognised at HC.
is listed investments recognised at HC.
is unlisted investments recognised at HC.
is investment property recognised at HC.
is investments recognised at FV.
is listed investments recognised at FV.
is unlisted investment recognised at FV.
is investment property recognised at FV.
is property, plant and equipment recognised at HC.
is property recognised at HC.
is plant and equipment recognised at HC.

TOTAL ASSETS
MARKET CAP
PRICE
BE
BENET
BENETB
NI
INVC
LC
ULC
IPC
INVR
LR
ULR
IPR
PPEC
PROPC
PEC
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PPER
PROPR
PER
INTC
INTR

is property, plant and equipment recognised at FV.
is property recognised at FV.
is plant and equipment recognised at FV.
is intangible assets recognised at HC.
is intangible assets recognised at FV.
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Table A1.2:

Undeflated Descriptive Statistics for Common Firms Only

Variable
TOTAL ASSETS**
MARKET CAP**
PRICE
BE
BENET
BENETB
NI
INVC
LC
ULC
IPC
PPEC
PROPC
PEC
INTC
INVR
LR
ULR
IPR
PPER
PROPR
PER
INTR

Mean
2,832
1,193
4
532
-242
-103
44
211
147
174
42
329
70
255
126
780
577
27
794
152
100
198
23

1999
Median S Dev
265
16,541
238
3,749
2
5
111
1,315
0
1,118
7
874
10
250
9
1,097
4
663
1
854
13
66
27
1,442
12
216
15
1,206
17
276
201
1,571
69
1,296
10
41
390
1,594
25
389
26
165
11
690
7
37

f
194
194
194
194
194
194
194
118
54
72
8
174
100
171
104
40
18
11
20
72
62
14
14

2002
Mean Median S Dev
3,786
351
22,518
1,474
218
5,368
4
2
5
806
173
2,512
-333
0
1,758
-24
13
1,079
75
13
348
552
8
3,292
203
5
722
70
0
512
507
103
830
514
58
2,498
134
15
394
358
27
1,894
251
26
626
775
306
1,531
398
94
634
180
0
745
1,103
494
2,012
169
65
245
157
65
220
153
55
184
259
23
651

f
194
194
194
194
194
194
194
115
52
55
7
173
93
165
114
40
18
11
18
33
28
7
13

Note:

All variables are in millions.

**
f

CPI adjusted – see footnote 20.
is the number of observations with values that are different from zero. f does
not equal n (sample size).
is total assets.
is market capitalisation.
is the share price at the time the financial statement was received by the
Australian Stock Exchange (ASX).
is the book value of equity.
is the book value of equity net of the following major non-current asset
classes: INVC, INVR, PPEC, PPER, INTC, and INTR.
is the book value of equity net of the following sub-major classes of noncurrent assets: LC, LR, ULC, ULR, IPC, IPR, PC, PR, PEC, and PER.
is net income after tax and before abnormal items.
is investments recognised at HC.
is listed investments recognised at HC.
is unlisted investments recognised at HC.
is investment property recognised at HC.
is investments recognised at FV.
is listed investments recognised at FV.
is unlisted investment recognised at FV.
is investment property recognised at FV.
is property, plant and equipment recognised at HC.
is property recognised at HC.
is plant and equipment recognised at HC.

TOTAL ASSETS
MARKET CAP
PRICE
BE
BENET
BENETB
NI
INVC
LC
ULC
IPC
INVR
LR
ULR
IPR
PPEC
PROPC
PEC
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PPER
PROPR
PER
INTC
INTR

is property, plant and equipment recognised at FV.
is property recognised at FV.
is plant and equipment recognised at FV.
is intangible assets recognised at HC.
is intangible assets recognised at FV.
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Appendix 2: Comparing the Results for the Auxiliary and Main Regressions
Following Gujarati’s (2003) suggestion, this study estimates Ri2 , which is the R-square
of variable i regressed on all the other independent variables. If Ri2 is greater than R y2
(R-square of the main regression), then variable i is highly correlated with the rest of the
independent variables. A high Ri2 may cause a high standard error for variable i,
therefore, lowering the t-value and resulting in an insignificant inference. However, a
variable with a Ri2 that is greater than R y2 will cause concern only if the explanatory
power of that variable is insignificant (indicating severe multicollinearity).
The following tables present the results of comparing the auxiliary and main regressions
for both the share-deflated (equation (6)) and undeflated (equation (8)) specifications.
List of Tables
Table A2.1:

Comparing the Results for the 1999 and 2002 Share-deflated
Auxiliary and Main Regressions for the Common Firms Only.............115

Table A2.2:

Comparing the Results for the 1999 and 2002 Undeflated
Auxiliary and Main Regressions for the Common Firms Only.............116
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Table A2.1:

Comparing the Results for the 1999 and 2002 Share-deflated Auxiliary
and Main Regressions for the Common Firms Only

1999 R2
2002 R2
Auxiliary
Main
Auxiliary
Main
n
Regression Regression
Regression Regression
BENETB
194
0.53
0.73
0.29
0.70
NI
194
0.58
0.73
0.43
0.70
LC
194
0.51
0.73
0.16
0.70
LR
194
0.65
0.73
0.10
0.70
ULC
194
0.36
0.73
0.08
0.70
ULR
194
0.66
0.73
0.01
0.70
IPC
194
0.02
0.73
0.11
0.70
IPR
194
0.11
0.73
0.11
0.70
PROPC
194
0.25
0.73
0.24
0.70
PROPR
194
0.56
0.73
0.05
0.70
PEC
194
0.5
0.73
0.32
0.70
PER
194
0.46
0.73
0.02
0.70
BENETB is the book value of equity after subtracting Listed Investments at HC (LC)
and at FV (LR), Unlisted Investments at HC (ULC) and at FV (ULR), Investment
Property at HC (IPC) and at FV (IPR), Property at HC (PROPC) and at FV (PROPR),
Plant and Equipment at HC (PEC) and at FV (PER). NI is operating income.
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Table A2.2:

Comparing the Results for the 1999 and 2002 Undeflated Auxiliary and
Main Regressions for the Common Firms Only

1999 R2
2002 R2
Auxiliary
Main
Auxiliary
Main
n
Regression Regression
Regression Regression
BENETB
194
0.84
0.95
0.82
0.98
NI
194
0.93
0.95
0.94
0.98
LC
194
0.80
0.95
0.79
0.98
LR
194
0.84
0.95
0.03
0.98
ULC
194
0.73
0.95
0.68
0.98
ULR
194
0.86
0.95
0.07
0.98
IPC
194
0.01
0.95
0.09
0.98
IPR
194
0.39
0.95
0.35
0.98
PROPC
194
0.72
0.95
0.37
0.98
PROPR
194
0.55
0.95
0.25
0.98
PEC
194
0.92
0.95
0.88
0.98
PER
194
0.96
0.95
0.13
0.98
BENETB is the book value of equity after subtracting Listed Investments at HC (LC)
and at FV (LR), Unlisted Investments at HC (ULC) and at FV (ULR), Investment
Property at HC (IPC) and at FV (IPR), Property at HC (PROPC) and at FV (PROPR),
Plant and Equipment at HC (PEC) and at FV (PER). NI is operating income.
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