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Abstract

In 2006, as a major action of convergence with International Financial
Reporting Standards ( hereinafer referred to as IFRS), the Ministry of Finance
issued Accounting Standards for Business Enterprises ( hereinafter referred to as the
current accounting standards ) . The significant change of the current accounting
standards is the introduction of fair value measurement basis, which impacts the
reporting of current financial performance for enterprise. Compared with the
traditional performance report , which is measured on historical cost, current
accounting standards reflect the Asset — Liability view, making the reporting of
comprehensive income becomes to a reality. In 2009, the Ministry of Finance issued
the Explanation No.3 for Business Enterprises Accounting Standards, stipulating
that business enterprises should, in the income statement, include items of other
comprehensive income and the item of comprehensive income under the figure of
earnings per share, thus, the current accounting standards formally introduced the
concept of comprehensive income. In April 2010, the Ministry of Finance issued the
“Roadmap of convergence between China Accounting Standards and International
Financial Reporting Standards”, which implies the commitment of China to the
world, that China’ s accounting standards will maintain dynamic consistency with
IFRS. This means that the new changes of comprehensive income reporting made by
IFRS may have an impact on China’s comprehensive income reporting.

The comprehensive income reporting is a product of the accounting reform in
China, an important purpose of the accounting reform is to improve the decision
usefulness of accounting information, which serves the important theoretical basis for
decision — makers to develop the regulatory and institutional reform. So, in terms of
comprehensive income reporting, does the disclosure of information enhance the
information usefulness? Under which circumstances, is the disclosure of this
information useful? And how to improve the usefulness of the comprehensive income
reporting? As the evaluation of the effect of international convergence, and before
making further adjustments according to the requirements of the IFRS in China, it is
necessary to investigate the usefulness of comprehensive income reporting by China’s
listed companies.

Relying on the perspective of value relevance, this paper studies usefulness of
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comprehensive income reporting of listed companies under the current accounting

standards. The research objectives include: under the background of China
accounting standards convergence with IFRS, based on the comprehensive income
information disclosed by listed companies, this paper empirically tests the relative
value relevance of comprehensive income, the incremental value relevance of other
comprehensive income and the impact of information environment on the value
relevance of comprehensive income.

The main conclusions are as follows: First, the comprehensive income is value
relevant, however, no matter it is disclosured in the statement of changes in
owners’ equity or in the income statement, its value relevance is significantly lower
than the net profit, showing that investors pay more attention to the realized profit;
compared with the informal disclosure of comprehensive income in the statement of
changes in owners’ equity, the correlation of comprehensive income with stock price
is much lower when it is disclosed in the income statement, in the income
statement, the combination of comprehensive income item ( earnings per share plus
a single item of other comprehensive income ) earnings per share ( EPS) plus
foreign currency translation possesses higher value relevance than EPS, indicating
that the disclosure of other comprehensive income and a breakdown of information
will help investors to form new income measures, hence making a value
judgment. Second, the disclosure of “changes in investee’ s owners’ equity” in the
statement of changes in owners’ equity and the disclosure of “foreign currency
translation” is positively correlated with stock price; compared with the disclosure of
other comprehensive income in the statement of changes in owners’ equity, when
this information is disclosed in the income statement, the explanatory power for stock
price is significantly increased; however, regardless of in the statement of changes
in owners’ equity or in the income statement, the sum of other comprehensive
income items does not have incremental explanatory power for stock price; In
addition, the cumulative amount “changes in investee’ s owners’ equity” has
incremental value relevance. Third, the information environment is an important
factor affecting the the relative and incremental value relevance of comprehensive
income. Regardless of in the statement of changes in owners’ equity or in the income

statement, when the information asymmetry is lower between companies and
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investors, the cofficient of both the comprehensive income and the combination of
comprehensive income item are significantly higher than the degree of information
asymmetry is higher. Only when the degree of information asymmetry is lower,
“changes in investee’ s owners’ equity” and the “foreign currency translation”
exists incremental relevance with the stock price; these two items’ incremental
value relevance in the total sample is caused by the companies that has lower degree
of information asymmetry; when other comprehensive income is disclosed in the
statement of changes’ in owners’ equity, and the degree of information asymmetry
is lower, the decomposition model of other comprehensive income has significantly
higher explanatory power than net profit, but when the degree of information
asymmetry is higher, the decomposition model of other comprehensive income has
not significantly increased explanatory power of stock prices; when other
comprehensive income is disclosed in the income statement, only under the situation
that the degree of information asymmetry is lower, decomposition model of other
comprehensive income shows significantly higher explanatory power than net profit,
indicating that the higher explanatory power of the decomposition model of other
comprehensive income in the total sample is caused by the lower information
asymmetry companies; only when the degree of information asymmetry is lower, the
cumulative “ changes in investee’ s owners’ equity” shows significantly positive
correlation with stock price, indicating that the higher explanatory power of this item
in the total sample is caused by the lower information asymmetry companies.
Different from previous studies, this paper develops the related research mainly
in the following three areas; First, based on the two stages of comprehensive income
reporting, this paper systematically tests the value relevance of comprehensive
income and other comprehensive income. This paper answers whether the
comprehensive income and other comprehensive income are useful, and under which
circumstances they are useful. On this basis, by expanding the existing research of
comprehensive income, this paper investigates the changes of the explanatory power
of comprehensive income and its components with stock price. This paper provides
empirical evidence for the evaluation of the usefulness of comprehensive income in
China listed companies, and provide decision making basis for standard - setting

bodies to prescribe the comprehensive income disclosure requirement and thus
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enhancing its usefulness. Second, this paper studies the value relevance of
cumulative other comprehensive income. the existing domestic and international
research of the value relevance of other comprehensive income uses the current
period data, ignoring the economic implications of cumulative other comprehensive
income, this paper analyzes the nature of cumulative other comprehensive income,
it represents the cumulative changes in the value of related assets or liabilities, it
reflects the total potential impact to future income, meaning that in case that these
assets or liabilities have all been disposed of, the cumulative other comprehensive
income (other than current period other comprehensive income) will be transferred
to the realized gains and losses. By calculating the cumulative other comprehensive
income based on the data disclosed by listed companies , this paper empirically tests
the incremental value relevance of cumulative other comprehensive income, this
paper found that the cumulative “changes in investee’ s owners’ equity” can
significantly enhance the explanation power of the stock price, indicating that
cumulative other comprehensive income has valuation usefulness. Based on this
result, this paper proposes the disclosure recommendations for cumulative other
comprehensive income. Third, this paper draws on the Asymmetric Information
Theory, Incomplete Revelation Hypothesis and the concept of extraction cost, using
the number of securities analysts who make profit forecasts for the company as a
measure of the degree of information asymmetry, this paper tests effect of information
asymmetry on value relevance of comprehensive income. This paper discovers that the
information environment is an important factor that impacts the value relevance of
comprehensive income, only by relying on the norms can not ensure the
enhancement of value relevance of comprehensive income, reduing the information
asymmetry between the companies and investors are an important way to improve the
value relevance of comprehensive income. This research investigates the usefulness of
comprehensive income from a new perspective, and provides important empirical
evidence for improving listed companies’ information disclosure environment, thus

enhancing the effect of the accounting standards reform.
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