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The Effect of Managerial Confidence on Capital Structure
of Thai Listed Companies

Rattapan Awachinda
Senior Analyst Investment Banking,

Finansia Syrus Securities Public Company Limited

Dr.Monvika Phadoongsitthi
Associate Professor of Department of Accounting,

Thammasat Business School, Thammasat University

ABSTRACT

Most of the research examining the determinants of capital structure is based on economic concepts
under the assumptions that managers and investors are rational decision makers who want to get maximum
utility and both have expectations in the same direction. However, the literature review has revealed that
managerial cognitive capability may influence firm's capital structure decision. Therefore, this study aims
to investigate the relationship between managerial confidence level and leverage of firms listed in the Stock
Exchange of Thailand. We focus on 274 Thai listed companies that have not changed their top managements
during 2010-2014.

The findings provide no evidence of significant relationship between managerial confidence level and
capital structure, measured in terms of (1) the ratio of book value of total debt to book value of total assets
and (2) the ratio of book value of total debt to the sum of book value of debt and the market value of
equity. It is possible that capital structure decision depends on top management team's decisions, not just
the decision of the CEQ alone. Besides, some companies may set caps on the amount of debt that can

be issued at any given time by top management.

Keywords: Managerial Confidence, Capital Structure, Leverage
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Using Industry Earnings to Predict Market Earnings

Dr.Sukanya Rukphanichmanee
Lecturer of School of Accountancy,

University of the Thai Chamber of Commerce

ABSTRACT

In this study, | aim to improve a predictive ability of aggregate earnings by using industry earnings
changes to predict market earnings changes. Using industry earnings to predict, | find some evidences
that relaxing the prediction model to allow for more than one coefficients helps increase the predictive
ability of aggregate earnings. However, this improvement is sensitive to the industry classification and
aggregation scheme. To be specific, industrial prediction (IP) model is more precise than simple regression
model in predicting future market earnings changes when industry earnings are classified based on SIC
one-digit and value weighted schemes but if | classified earnings based on Fama French (either 10 or 17
industries) and equally weight them, the IP model shows no improvement.

Keywords: Aggregate Earnings, Earnings Prediction, Industry Earnings, Market Earnings
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Using Industry Earnings to Predict Market Earnings

1. Introduction

Earnings prediction has always B

: '@“s}.
% oe 1.4 _:;:’-7

interest of investors, managers and \g&
e

for fundamental analysis such as forecasting a

professionals. The earnings predic

company’s future performance, determining a
firms’ stock price, evaluating managers’ ability,
and making business decisions. Overall, earnings
prediction is important to the company and
investors in making investment decision. Because
of its importance, many studies such as Finger
(1994), Foster (1977) and Dichev and Tang (2009)
are conducted to test the earnings predictability.
While predicting a company’s earnings at the
firm level to some extent has received attention
from accounting researchers, the market level
earnings forecast has not been extensively
explored. My study is motivated by the fact that
investors nowadays become more diversify on
their investment portfolio and tend to pay more
attention on how an overall market is doing.
Constructing a more efficient model to predict
future aggregate earnings should help them make
better investing decision. Therefore, the objective
of this study is to establish a model that is more

precise in predicting future aggregate earnings.

2. Literature review and hypothesis development

Consistent with Kothari at al. (2006), Cready
and Gurun (2009) document that current month
aggregate earnings changes which idiosyncratic
firms risk is averaged away have a predictive ability

to predict future aggregate earnings changes. They

use time series regression to regress seasonal
monthly aggregate earnings changes on lagged
aggregate earnings changes. Their results show
that aggregate earnings changes are statistically
significant predict future aggregate earnings
changes up to the next 4 quarters. This confirms
that earnings possess a predictive ability at the
ageregate level. Even though Cready and Gurun’s
results are impressive, they only use a simple
regression model to regress aggregate earnings
changes on lag earnings changes. This method
assumes that all observations across different
industries associate with the market earnings at
the same level. To improve an ability to predict
future aggregate earnings, | relax this assumption
by allowing for more than one coefficient.

King (1966) is one among the first who talks
about the industry effect. He uses a factor analysis
to test his argument and shows that stock prices
for firms in the same industry exhibit a common
movement that goes beyond the market effect.
To be specific, his results show that 50% of stock
price movements are explained by movements
in the market index and the additional 10-20%
of the residual variances is then explained by
industry index. Based on King (1966) results and
a connection between the stock price and firms
earnings, Brown and Ball (1967) conduct a study
that test a relationship among earnings of an
individual firm, earnings of the other firms in its
industry and the earnings of all firms in the market.
They use the following earnings variables in their

analysis: 1) net income 2) operating income 3) net
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income + after tax interest expenses 4) adjusted
EPS 5) operating income deflated by total assets
and 6) net income + after tax interest expense
deflated by total assets. Besides the high correlation
between earnings from various industries and
market earnings, their results also show that
earnings from different industries associate with
market earnings in the different levels.

Based on King (1966) and Brown and Ball
(1967) findings, it may not be reasonable to assign
only one coefficient to all observations in the
ageregate earning prediction model. A procedure
that treats all of the data equally would give less
precisely measured points more influence than
they should have and would give high precisely
measured points less influence than they actually
have. In this paper, | will attempt to assign each
group of the observations the proper amount of
influence over the parameter estimates. | assume
that a model that classifies observations based
on their industries and assigning them a proper
weight based on the predictive power will give me
a more precise estimation. This model thereafter
is called industrial prediction (IP) model. A more
detail about this model will be elaborated below
in models section. | hypothesize that IP model will
be a better prediction method and my hypothesis

can be rephrased below.

H, Squared of prediction error from simple
prediction model is equal to squared of
prediction error from industrial prediction (IP)

model.
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Hy: Squared of prediction error from industrial
prediction (IP) model is lower than squared of

prediction error from simple prediction model.

3. Research Design

Quarterly earnings data from Q1 1985 to Q4
2004 are obtained from Computstat fundamentals
and later are used to predict seasonal quarterly
earnings changes during 1995 to 2004. Data are
formed in the rolling basis and have 40 quarters
each length. For example, to predict market
earnings changes for Q1 1995, | use earnings data
during Q1 1985 to Q4 1994 and then the earnings
data from Q2 1985 to Q1 1995 are required to
predict Q2 1995 earnings. Seasonal differenced
quarterly earnings (AE) are defined as a difference
between earnings per share this quarter (t) and
earnings per share four quarters prior (t-4). Earnings
are measured before extraordinary items such as
gain (loss) on disposal of a discontinued division,
and, to ensure that fiscal quarters are aligned,
the sample is restricted to firms with a March,
June, September or December fiscal year ends.
| scale seasonal differenced quarterly earnings
by previous quarter price (AE,/P,4). This ratio is
firm-level ratio which later will be equally weight
or value weight to form market earnings changes.
The equal-weighted aggregate market changes
(AE/P-ew) is simply the average of firm-level ratio
based on its market values at the beginning of the
quarter or lagged market value (MV). These same
procedures are also used to form industry seasonal

earnings changes. The only difference is that



Using Industry Earnings to Predict Market Earnings

industry earnings changes are grouped based on
Standard Industrial Classification (SIC) classification
schemes'. | decided to define industry based on
this classification scheme because among available
schemes, SIC is the oldest and most widely used
by researchers and economists. Following this
criterion, industry earnings changes of 10 industries
which are agriculture, mining, constructions,
manufacturing, transportation, wholesales trade,
retail trade, finance, services and public admin,
and other are formed. To avoid the impact of
the outliers, | exclude stocks with price below
$1 or above $10,000 and the top and bottom
1% of firms ranked by AE,/P,, before calculating
earnings changes.

| use simple regression (equation 1) to
determine predictive ability of market earnings.
The equation represents prediction model that
does not allow for the variation in coefficient
among observations from different industries. The
regression process is repeatedly done to estimate
changes in earnings for Q1 1995 to Q4 2004.

Axmkl.k = 8oy + &1 (AXmiepr) + €
for k=t-1 to t-40 (1)

Where

AXingx = AEmax/Picy

t period from Q1 1995 to Q4 2004

k quarter period starting from t-1 to t-40.

l

This indicates that &,, and &,, are an

intercept and a coefficient estimated
from observations during period t-1 to
t-40.
| examine the predictive ability of each
industry’s earnings by using equation 2. This
equation takes into account the different effects
that each industry contributes to the market.
Regression following this model is also repeatedly
done for each industry to get the coefficient
estimate for Q1 1995 to Q4 2004.
For each industry;

A)”(inci k= Aoy +8; (AXing k1) + EL
for k=t-1 to t-40 (2)

Where

AXiaix = AEingix/ P

i industry 1,2,3,...,n

period from Q1 1995 to Q4 2004
quarter period starting from t-1 to
t-40. This indicates that &,,, &,, are an

intercept and a coefficient estimated

t
K

from observations during period t-1 to
t-40.

The estimated industry seasonal earnings
changes deflated by price (AXna 14) calculated
from equation 2 are then equally weighted or
value weighted to form market earnings changes.
By using equal-weighted method (EW), sum of
estimated industry earnings changes deflated by
price (AX,q) is divided by number of industries.

Industry earnings changes are grouped based on one-digit SIC code but because many studies such as Clarke (1989)

and Bhojraj et al (2003) document a limitation of the SIC industry classification scheme, later in the robustness test

| will ageregated earnings changes based on Fama French 10 and 17 industries respectively.
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Equation 3 below shows how to equal weight

the estimated industry seasonal earnings changes.

X1 AXing ) 3
n
Where
AX.q = estimated seasonal differenced quarterly
earnings deflated by lagged price
i = industry 1,2,3,...,.n
n = number of industries

For value-weighted method (VW), estimated
earnings changes deflated by price for each
industry (AX,.s) calculated from equation 2 are
multiplied by the industry market value (MV,,) at
the beginning quarter which is defined as stock
price of all firms in the industry multiply by
outstanding shares of all outstanding firms in the
industry at the beginning of the quarter. Then they
are summarized and divided by total market value
(MV,4) of all firms in the market at the beginning
of the quarter. This will yield estimated average
VW-industry changes in earnings. Below, equation
4 shows how to valued weight estimated industry

seasonal earnings change.

AS‘(indi X MVingi

e .(8)
MV
Where
AXyg = estimated changes in earnings of industry
i deflated by lagged price
i = industry 1,2,3,..,n
MViuai = total market value (stock price *

outstanding shares) of all firms in
industry i at the beginning of the quarter
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MV = total market value (stock price *
outstanding shares) of all firms in the
market at the beginning of the quarter.

Actual seasonal aggregate earnings changes
deflated by lagged price (AE./Py+) during Q1

1995 to Q4 2004 are obtained from Computstat

and are used to compare with the estimated

seasonal earnings changes deflated by lageed price

(AE,/P,.,) calculated from equation 1, 3 and 4.

The differences are prediction errors which later

are squared to eliminate the sign effect. The

squared prediction error yield from IP model will
be compared with squared prediction error from
simple regression model (equation 1) by using
t-test. If the IP model yields the lower squared
prediction error, | will reject the null and conclude
that the multi-equation earning prediction model
is better than the simple regression model in

predicting the future market earnings.

4. Results
4.1 Summary Statistics

Table 1 reports means, standard deviation,
minimum and maximum for market and industry
earnings changes. Panel A shows that during
Q1 1985 to Q4 2004 period, the mean value of
equal-weighted (valued weighted) quarterly market
earnings changes is 0.0002750 (-0.0002619) with
standard deviation of 0.0043658 (0.0017875) and
the mean value of equally-weighted (valued
weighted) quarterly industry earnings changes is
0.0007918 (-0.0002261) with standard deviation
of 0.0047000 (0.0026795). Table 1 Panel B also

provides summary statistics on the same variable
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Table 1 Descriptive Statistics for market earnings changes and industry earnings changes

Panel A and panel B show the descriptive statistics for quarterly market earnings changes and
quarterly industry earnings changes during Q1 1985 to Q4 2004 and during Q1 1995 to Q4 2004

respectively. N is a number of quarters. AE, or quarterly earnings changes are earnings this quarter

minus earning four quarters prior. AE, /Py is quarterly earnings changes deflated by lagged price. This

ratio is calculated for each firm and then either equally weight or value weight to aggregate. The

sample consists of firms with a March, June, September or December fiscal year end. This sample
excludes stock with price below $1 and above $10,000 and the top and bottom 1% of firms ranked

by AE./Py..
N Mean Std Dev Min Max

Panel A (1985 to 2004 or 80 quarters)
Equal-weighted (EW) market earnings changes 80 0.0002750 0.0043658 | -0.0083970 0.0084107
deflated by lagged price (AEqu/Piy)
Equal—wei.g.hted (EW) indu_stry earnings chan_ge:s_ 80 3 0.0007918 | 0.004?0{)0_ —5.0066300 0.01 1_87_%
deflated by lagged price (AE,v/Pi.y)
Value-weighted (VW) m.a-n;ket earnings changes ; 80 | -0.0002619 . O.GOi;B_TS —0.00_53430 6.0074368
deflated by lagged price (AEyq./Piy)
_Value-we:ighted (vw) industry_earnings changes T 80 - _—0.0002261_ ] 0.0026795 -_—0.0099540 100825.35_
deflated by lagged price (AEqx/Piy)
Panel B (1995 to 2004 or 40 quarters)
Equally-weighted (EW) market earnings changes a0 0.0013128 0.0045110 | -0.0083970 0.0084107
deflated by lagged price (AEu/Piy)
Equal-weighted (EW) industry earnings changes 40 _0.-0019243 h 0‘0050004_ -0.0073788 0.01 18736.-
deflated by lagged price (AE./P,.,)
.Value_—gght;d (vw) ma_rkl; e;rnings chanées 40 _—0,0001523 _ 0.002;1_68?. _:0.00_535_0.00?:1368_
deflated by lagged price (AEmq/Pi.1)
IValue-v-veightéd (VW) industry earnings changes 3 a0 —0.006127§ ik _0.0033765 | -0.0099540 .0.0082535
deflated by lagged price (AE;q/Py.)
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for the shorter time period, Q1 1995 to Q4
2004. It shows that the mean value of equal-
weighted (valued weighted) quarterly market
earnings changes is 0.0013128 (-0.0001523) with
standard deviation of 0.0045110 (0.0024689) and
the mean of equal-weighted (valued-weighted)
quarterly industry earnings changes is 0.0019243
(-0.0001279) with standard deviation of 0.0050004
(0.0033765). Compared to KLW (2006) results, the
mean value of my data is smaller because | leave
out the high inflation period (1970s).

4.2 Equal-weighted aggregate earnings changes and

one-digit SIC code

In this section industry seasonal earnings
changes are aggregated based on one-digit SIC
code. Table 2 reports the squared prediction error
calculated from the simple regression (equation
1) and industrial prediction (IP) model (equation
2), A prediction error is the difference between an
actual seasonal market earnings changes deflated
by lagged price (AE/P.4) and an estimated
seasonal market earnings changes deflated by

Table 2 Summary of squared prediction errors from equal-weighted simple regression and industrial

prediction (IP) model and the differences of squared prediction error from these two models.

Sample used in industrial prediction (IP) model is aggregated based on one-digit SIC code.

Squared prediction error | Squared prediction error Difteranice In squarad
Prediction Quarter yield from simple yield frofn EW industrial iaiition it
regression prediction model
199501 0.0000464 0.0000080 0.0000384
1995Q2 0.0000015 0.0000093 (0.0000078)
1995Q3 0.0000004 0.0000013 (0.0000010)
1995Q4 0.0000019 0.0000017 0.0000001
1996Q1 01’)000018_ 0.0000142 (0.0000124)
1996Q2 0.0000009 0.0000034 (0.0000025)
1996Q3 0.0000035 0.0000007 0.0000029
1996Q4 0.0000005 0.0000053 (0.0000048)
199701 0.0000001 0.0000091 (0.0000090)
1997Q2 0.0000005 0.0000008 (0.0000003)
1997Q3 0.0000001 0.0000016 (0.0000015)
1997Q4 0.0000049 0.0000009 ~0.0000040
199801 0.0000002 0.0000005 (0.0000003)
199802 0.0000087 0.0000000 0.0000087
1998Q3 0.0000119 0.0000049 0.0000070
1998Q4 0.0000211 0.0000053 0.0000159

24 915d1831 WY
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Table 2 Summary of squared prediction errors from equal-weighted simple regression and industrial

prediction (IP) model and the differences of squared prediction error from these two models.

Sample used in industrial prediction (IP) model is aggregated based on one-digit SIC code.

(Cont.)
Squared prediction error ared prediction error
Prediction Quarter v yield ?ro:':ic::mpla ji(:;d fror: E(:‘:c?ndustrial Piffersroe;in gquared
regression prediction model BRadiction: seior
199901 0.0000035 0.0000045 (0.0000010)
19992 |  0.0000023 00000043 | (0.0000019)
1999Q3 0.0000047 0.0000239 (0.0000192)
_1999Qa 00000000 00000015 _ (0.0000015)
2000Q1 10.0000096 | 0.0000121 ~ (0.0000025)
2000Q2 0.0000032 . 0.0000020 10.0000012
i 2000Q3 - 0.0000001 0.0000012 ~ (0.0000011)
2000Q4 0.0000261 0.0000572 (0.0000311) g
- 2001Q1 0.0000046 00000287 | (0.0000241)
2001Q2 0.0000014 0.0000009 0.0000005
200103 i 1bs 5 1002010000230, s 3 00000490 | (0.0000260)
2001Q4 0.0000178 0.0000018 0.0000160
200201 | 00000612 00001248 (0.0000636)
£ 2002Q2 ~0.0000037 ~ 0.0000668 ~ (0.0000631)
5 2002Q3 10.0000219 0.0000501 (0.0000281)
| 200204 0.0000230 - 0.0000656 (0.0000426) |
2003Q1 0.0000004 0.0000118 (0.0000113)
2003Q2 00000121 0.0000320 | (0.0000199)
2003Q3 0.0000085 0.0000002 0.0000083
_ 2003Q4 3 ~ 00000083 | 00000092 1(0.0000009) |
200401 0.0000010 0.0000042 (0.0000032)
~2004Q2 0.0000009 ~ 0.0000037 (0.0000028)
200403 0.0000036 J 0.0000380 (0.0000343) .
200404 0.0000147 0.0000330 (0.0000183)
T-Stat*: 1.81

% The t-test assesses whether the means of two groups are statistically different from each other.
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lagged price calculated (AE,/P,.,). The results show
that only 11 out 40 sample period quarters that
IP model is more accurate than simple regression
model in predicting the future market earnings.
Moreover, using T-test to compare squared
prediction error from these models, | find that the
squared prediction error from simple regression
model is statistically significantly less than the
squared prediction error yield from IP model with
the t-stat = 1.81. This result suggests that giving a
similar weight to each industry earnings does not
improve the predictive ability of the aggregate
earnings. | suspect that the earnings of larger

industry may have more predictive power than

the earnings of the small industry. Next section

will investigate this assumption.

4.3 Value-weighted aggregate earnings changes and

one-digit SIC code

Similar to section 4.1, the sample used in
this section is aggregated based on one-digit
SIC code. In this section, however, the sample
is value-weighted. The main difference between
equally-weighted and value-weighted method is
that value-weighted method assigns more weight
to the larger industry. The results show that for
23 out of 40 quarters, the squared prediction

error calculated from the industrial prediction

Table 3 Summary of squared prediction errors from value-weighted simple regression and industrial

prediction (IP) model and the differences of squared prediction error from these two models.

Sample used in industrial prediction (IP) model is aggregated based on one-digit SIC code (10

industries).
Squared
Prediction Quarter : yield :'Ler:ic::?nnpleermr ;‘;:’: rf;.zr:r\e:l'c?:;u:::l Diffefues I Squnred
regression prediction mode! BERISRON- gm0

1995Q1 0.0000002 0.0000007 ~ (0.0000006)
1995Q2 0.0000002 0.0000018 (0.0000016)
199503 0.0000002 0.0000001 0.0000001
1995Q4 0.0000070 0.0000000 0.0000070
199601 0.0000007 0.0000005 0.0000002
1996Q2 0.0000001 0.0000009 (0.0000007)
1996Q3 0.0000006 0.0000001 0.0000005

- 1996Q4 i 0.0000131 0.0000024 0.0000107
1997Q1 0.0000087 0.0000000 0.0000087
1997Q2 0.0000102 0.0000000 0.0000102
1997Q3 0.0000022 0.0000000 0.0000022
1997Q4 0.0000014 0.0000002 0.0000013
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Table 3 Summary of squared prediction errors from value-weighted simple regression and industrial

prediction (IP) model and the differences of squared prediction error from these two models.

Sample used in industrial prediction (IP) model is aggregated based on one-digit SIC code
(10 industries). (Cont.)

Squared prediction error | Squared prediction error Differsiios i sausred
Prediction Quarter yield from simple yield frorn .vw industrial prediction error
regression prediction model
199801 0.0000014 0.0000015 (0.0000001)
 1998Q2 | 0.0000025 ~0.0000008 _ 0.0000017
199803 0.0000009 0.0000009 (0.000_0901)
1998Q4 1 0.0000016 ~0.0000030 ~ (0.0000014) |
[ 1999Q1 | 00000087 00000006 | 00000081
~1999Q2 _ 0.0000016 10.0000006 0.0000010
1999Q3 0.0000005 ~ 0.0000016 (0.0000011)
199904 0.0000008 0.0000018 (OAOOOOOIO_}
[ 2000Q1 ~0.0000012 0.0000002 | 0.0000009
2000Q2 0.0000003 0.0000001 0.0000002
1200003 [ 0.0000000 ~0.0000001 - (0.0000001)
200004 0.0000037 0.0000011 0.0000026
~2001Q1 0.0000001 0.0000016 ~ (0.0000015)
~2001Q2 0.0000031 ~ 0.0000109 ~ (0.0000078)
2001Q3 0.0000003 0.0000031 ~ (0.0000028)
~2001Q4 0.0000113 ~ 0.0000009 ~0.0000103
2002Q1 0.0000458 0.0000072 0.0000386 3
. 2002Q2 ~0.0000001 0.0000007 | (0.0000006)
2002Q3 0.0000107 0.0000073 0.0000034
= 200204 00000072 [ 0.0000001 ~0.0000071
200301 0.0000090 0.0000012 0.0000078
~2003Q2 0.0000008 ~0.0000038 d (0.0000031)
2003Q3 0.0000000 | 0.0000071 1(0.0000071)
200304 0.0000344 0.0000365 (0.0000022)
 2004Q1 0.0000508 ~ 0.0000031 0.0000478
2004Q2 0.0000022 0.0000141 N (0.0000119)
~2004Q3 | 0.0000041 00000006 | 0.0000035 )
200404 0.0000152 0.0000038 0.0000114
T-Stat: -1.69

Un 12 avuf 34 DougU 2559
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(IP) model is less than that is calculated from
simple regression model. With T-statistic equals
to -1.69, the results supports my hypothesis that
IP model is superior to simple regression model
as the squared prediction error from this model
is statistically significantly less than the squared
prediction error yield from simple regression

model.

5. Robustness test

My assumption for the robustness test is that
the industry classification schemes and a number
of industries retained in the aggregation process
influence a predictive ability of earnings changes.
In this section, therefore, | use an alternative
classification scheme to aggregate industry earnings
changes. | decided to use Fama French industry
classification scheme (both 10 and 17 industries)
because Bhojraj et al (2003) document a high
degree of correspondence among SIC, NAICS, and
Fama French classifications. To be specific, 84% of
the firms grouping by Fama French algorithms are
agreed with two-digit SIC grouping. Moreover, in
this section | will also use the alternative regression
model to test whether my results depend on the
regression method. In summary, in this section |
will test the sensitivity of my results to an industry
classification scheme, number of industries and

regression model.

28 ovsarsdudwingd 0N 12 aUun 34 Onuneu 2559

5.1 Equal-weighted aggregate earnings changes and
10 industries Fama French industry classification
scheme
The industry earnings changes in this section

are grouped based on Fama French 10 industries

and then later is equally weighted to form market
earnings changes. The results in table 4 show that
industrial prediction (IP) model is not superior to
the simple regression model in predicting future
aggregate earnings changes. Only 15 out of 40
quarters that IP model yields less prediction
errors than simple regression model. Moreover,
using T-test to compare squared prediction error
from these models, | find that they are not
statistically significantly different from each other
(T-Statistic = 0.89).
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Table 4 Summary of squared prediction errors from equal-weighted simple regression (Eql) and
industrial prediction (IP) model and the differences of squared prediction error from these

two models. Sample used in industrial prediction (IP) model is aggregated based on Fama

French industry classification scheme (10 industries).

. Squared prediction error | Squared prediction error Differonce: i squared
Prediction Quarter yield from :e;imple yield from EW industrial prediction eFor
regression prediction model
1995Q1 10.0000464 | ~0.0000025 ~0.0000439
1995Q2 0.0000015 3 10.0000010 ~ 0.0000005
1995Q3 0.0000004 0.0000020 (0.0000016)

~ 1995Q4 00000019 - 0.000003¢ | (0.0000016)
1996Q1 0.0000018 0.0000057 (0.0000039)

- 1996Q2 - 0.0000009 0.0000033 ~ (0.0000023)
1996Q3 0.0000035 0.0000000 0.0000035
1996Q4 ~0.0000005 ~ 0.0000002 0.0000004
199701 0.0000001 0.0000005 (0_._0000004)

- 1997Q2 ~ 0.0000005 00000006 | (0.0000002)
. 1997Q3 ~0.0000001 ~0.0000004 (0.0000003)
1997Q4 0.0000049 0.0000102 (0.0000053_)

~1998Q1 0.0000002 0.0000000 10.0000002

1998Q2 0.0000087 00000055 | 0.0000032 1

ot 199803 0.0000119 00000130 | (0.0000011)
199804 0.0000211 0.0000404 (_0.0000193)
1999Q1 0.0000035 ~ 0.0000157 Kl (0.0000122)
1999Q2 0.0000023 0.0000027 (0.0000003)
~1999Q3 0.0000047 | 0.0000115 ~ (0.0000069)

- 19%%Q4 ~0.0000000 ) 00000032 |  (0.0000032)
2000Q1 0.0000096 0.0000061 0.0000035
2000Q2 0.0000032 0.0000005 00000027
2000Q3 0.0000001 0.0000001 0.0000000

~2000Q4 0.0000261 ~ 0.0000171 | 0.0000090
200101 0.0000046 0.0000109 (0.0000063)

= 2001Q2 ~0.0000014 0.0000095 | (0.0000081)
2001Q3 0.0000230 _ 0.0000374 . (0.0000144)
2001Q4 00000178 | 0.0000647 ~ (0.0000469)
200201 | 0.0000612 0.0000853 ~ (0.0000241) ”
2002Q2 0.0000037 0.0000069 (0.0000031)

O 12 auui 34 Onuisu 2559
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Table 4 Summary of squared prediction errors from equal-weighted simple regression (Eql) and

industrial prediction (IP) model and the differences of squared prediction error from these

two models. Sample used in industrial prediction (IP) model is aggregated based on Fama

French industry classification scheme (10 industries). (Cont.)

Squared prediction error | Squared prediction error Diftieneniiicaauid
Prediction Quarter yield from simple yield from EW industrial
regression prediction model Brediction-ertor
200203 0.0000219 0.0000353 (0.0000134)
__200204 0.0000230 0.0000435 (0.0000204)
200301 0.0000004 0.0000001 0.0000003
200302 0.0000121 0.0000117 0.0000005
200303 0.0000085 0.0000040 0.0000045
200304 0.0000083 0.0000079 0.0000004
2004Q1 0.0000010 0.0000059 (0.0000049)
2004Q2 0.0000009 0.0000014 (0.0000005)
200403 0.0000036 0.0000129 (0.0000093)
200404 0.0000147 0.0000054 0.0000093
T-Stat: 0.89

5.2 Value-weighted aggregate earnings changes and
10 industries Fama French industry classification
scheme
Similar to section 5.1, the industry earnings

changes in this section are grouped based on

Fama French 10 industries, however, unlike the

previous section, | value weight them to form

market earnings changes. The results in table

30 gisasduntwlngd Uil 12 aUUi 34 Onuieu 2559

5 show that, 23 out of 40 quarters, industrial
prediction (IP) model is more precise in predicting
future market earnings changes. However, using
T-test to compare squared prediction errors yield
from these two models, | find that they are not
statistically significantly different from each other
(T-Statistic = 1.63).
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Table 5 Summary of squared prediction errors from value-weighted simple regression (Eql) and industrial

prediction (IP) model and the differences of squared prediction error from these two models.

Sample used in industrial prediction (IP) model is aggregated based on Fama French industry

classification scheme (10 industries).

Prediction Quarter

Squared prediction error
yield from simple

Squared prediction error
yield from VW industrial

Difference in squared

prediction error

regression prediction model
199501 0.0000002 0.0000010 ~ (0.0000008)
- 1995Q2 0.0000002 ~ 0.0000008 (0.0000005)
199503 0.0000002 0.0000000 0.0000002
199504 00000070 | 00000002 | 0.0000068
1996Q1 0.0000007 0.0000002 0.0000005
199602 ~0.0000001 0.0000011 (0.0000010)
199603 0.0000006 0.0000001 0.0000005
199604 0.0000131 ~ 0.0000024  0.0000107
199701 0.0000087 0.0000001 0.0000086
 1997Q2 00000102 | 0.000000 00000101
1997Q3 0.0000022 0.0000001 0.0000022
1997Q4 0.0000014 ©0.0000004 0.0000011
199801 | 0.0000014 00000018 | (0.0000004)
199802 0.0000025 0.0000005 0.0000019
il 199803 ~0.0000009 0.0000011 (0.0000002)
1998Q4 0.0000016 0.0000040 (0.0000024)
199901 0.0000087 | 0.0000002 0.0000085
1999Q2 0.0000016 0.0000001 ~ 0.0000015
199903 00000005 | 00000006 | (00000001
) 1999Q4 00000008 | 00000013 ~ (0.0000005)
200001 0.0000012 0.0000001 00000011
] 200002 | 0.0000003 00000001 00000002
2000Q3 0.0000000 0.0000001 (0.0000001)
200004 ~0.0000037 00000013 | 0.0000024
2001Q1 0.0000001 00000022 (0.0000021)
2001Q2 0.0000031 0.0000118 (0.0000088)
2001Q3 0.0000003 0.0000062 (0.0000059)
200108 100000113 _ 00000019 0.0000094
2002Q1 00000458 00000065 0.0000393
2002Q2 0.0000001 0.0000009 (0.0000008)
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Table 5 Summary of squared prediction errors from value-weighted simple regression (Eq1) and industrial
prediction (IP) model and the differences of squared prediction error from these two models.

Sample used in industrial prediction (IP) model is aggregated based on Fama French industry

classification scheme (10 industries). (Cont.)

Squared prediction error | Squared prediction error Diffepence i ailiaced
Prediction Quarter yield from simple yield from VW industrial g
regression prediction model PaCiovoT e
200203 0.0000107 0.0000058 0.0000049
2002Q4 ~ 0.0000072 0.0000003 ~ 0.0000069
200301 0.0000090 0.0000011 0.0000079
2003Q2 0.0000008 0.0000039 (0.0000031)
2003Q3 0.0000000 0.0000089 (0.0000089)
200304 0.0000344 0.0000375 (0.0000031)
200401 0.0000508 0.0000020 0.0000488
2004Q2 0.0000022 0.0000148 (0.0000126)
2004Q3 0.0000041 ) 0.{_)000002 0.0000040
200404 0.0000152 0.0000039 0.0000113
T-Stat: 1.63

5.3 Equal-weighted aggregate earnings changes and
17 industries Fama French industry classification
scheme
As another robustness check, sample in Table

6 is weighted equally based on 17 industries

Fama French industry classification scheme. The

results show that the industrial prediction (IP)

model is not superior to the simple regression
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model in predicting future aggregate earnings
changes. Only 13 out of 40 quarters that IP
model yields lower squared prediction errors.
Moreover, results from T-Test (T-Statistic = 1.31)
suggests that squared prediction errors calculated
from both models are not statistic significantly

different from each other.
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Table 6 Summary of squared prediction errors from equal-weighted simple regression and industrial
prediction (IP) model and the differences of squared prediction error from these two models.

Sample used in industrial prediction (IP) model is aggregated based on Fama French industry

classification scheme (17 industries).

Squared prediction error | Squared pradlct-lnn error Difference in squared
Prediction Quarter yield from simple yield from EW industrial Grediction erfor
regression prediction model
199501 ~0.0000464 00000128 00000336
1995Q2 ~0.0000015 0.0000059 (0.0000044)
1995Q3 0.0000004 0.0000053 (0.0000050)
| 199504 | 00000019 00000180 | (0.0000162)
1996Q1 0.0000018 0.0000031 (0.0000013)
1996Q2 ~0.0000009 00000032 (0.0000023) |
 1996Q3 0.0000035 ~ 0.0000050 (0.0000015)
1996Q4 00000005 00000004 | 00000001
1997Q1 0.0000001 0.0000001 (0.0000001)
B 1997Q2 00000005 | 0.0000005 (0.0000000)
1997Q3 0.0000001 0.0000005 (0.0000004)
199704 0.0000049 0.0000038 0.0000011
. 1998Q1 00000002 | 0.0000016 (0.0000015)
1998Q2 0.0000087 0.0000056 0.0000031
199803 | 0.0000119 00000084 | 00000035
1998Q4 0.0000211 0.0000273 (0.0000062)
1999Q1 0.0000035 0.0000014 0.0000021
1999Q2 0.0000023 0.0000001 0.0000023
1999Q3 0.0000047 00000014 0.0000033
19994 | 00000000 | 00000006 |  (0.0000006)
2000Q1 0.0000096 00000037 | 00000059
200002 00000032 | 00000001 00000031
2000Q3 0.0000001 0.0000015 (0.0000014)
200004 0.0000261 ©0.0000243 0.0000018
200101 0.0000046 ~0.0000409 (0.0000362)
20012 0.0000014 0.0000230 © (0.0000216)
2001Q3 0.0000230 0.0000274 (0.0000044)
| 200104 0.0000178 00000499 ~ (0.0000321)
200201 00000612 0.0000974 (0.0000362)
2002Q2 0.0000037 0.0000262 (0.0000225)

Uf 12 agui 34 Onugu 2559

9sasdndwingd 33



UNAIUITY

Table 6 Summary of squared prediction errors from equal-weighted simple regression and industrial

prediction (IP) model and the differences of squared prediction error from these two models.

Sample used in industrial prediction (IP) model is aggregated based on Fama French industry

classification scheme (17 industries). (Cont.)

Squared prediction error | Squared prediction error Differance In squared
Prediction Quarter yield from simple yield from EW industrial
regression prediction model redicHony ocrut
2002Q3 0.0000219 0.0000256 (0.0000036)
2002Q4 o | 0.0000230 0.0000294 (0.0000064)
200301 0.0000004 0.0000018 (0.0000014)
2003Q2 0.0000121 0.0000001 0.0000120
2003Q3 0.0000085 0.0000037 0.0000048
200304 0.0000083 0.0000120 (0.0000037)
2004Q1 0.0000010 0.0000118 (0.0000108)
2004Q2 0.0000009 0.0000095 (0.0000086)
2004Q3 0.0000036 0.0000242 (0.0000206)
2004Q4 0.0000147 0.0000313 (0.0000166)
T-Stat: 1.31

5.4 Value-weighted aggregate earnings changes and
17 industries Fama French industry classification
scheme
Even though Table 7 shows that 24 out of 40

quarters the squared prediction error calculated

from value-weighted industrial prediction (IP)
model are lower than the squared prediction error

calculated from simple regression model, they are
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not statistically significantly different from each
other (T-Statistic = 1.59). The results suggest that
by aggregating industry earnings changes based
on 17 industries Fama French algorithm value-
weighted IP model is not superior to the value-
weighted simple regression model in predicting

future aggregate earnings changes.
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Table 7 Summary of squared prediction errors from value-weighted simple regression and industrial

prediction (IP) model and the differences of squared prediction error from these two models.

Sample used in industrial prediction (IP) model is aggregated based on Fama French industry

classification scheme (17 industries).

Squared prediction error | Squared prediction errg:r Sifferenoe in soxared
Prediction Quarter yield from .simple yield from VW industrial ST eHar
regression prediction model
1995Q1 0.0000002 0.0000007 ~ (0.0000005)
1995Q2 - 0.0000002 ~ 0.0000016 ~ (0.0000013)
1995Q3 0.0000002 0.0000002 0.0000001
199500 0.0000070 _0.0000000 00000070
199601 0.0000007 0.0000004 0.0000003
. 1996Q2 i 10.0000001 | 10.0000018 ~ (0.0000017)
199603 0.0000006 0.0000000 0.0000006
o 1996Q4 0.0000131 0.0000013 10.0000118
199701 0.0000087 0.0000000 0.0000087
1997Q2 0.0000102 0.0000001 0.0000101
199703 00000022 £ 0.0000002 ~ 0.0000021
199704 0‘0009014 0.0000006 0.0000009
. 1998Q1 | 0.0000014 - 0.0000030 | (0.0000016)
1998Q2 0.0000025 0.0000002 0.0000022
1998Q3 N 0.0000009 T 0.0000009 | 0.0000000
1998Q4 0.0000016 0.0000041 (0.00000_25) s
h 1999Q1 ~0.0000087 0.0000004 0.0000083
199902 0.0000016 0.0000006 0.0000010
1999Q3 0.0000005 ~ 0.0000011 ~ (0.0000005)
s 105500 | 0.0000008 00000016 | (00000008
~2000Q1 0.0000012 ~0.0000001 0.0000010
~2000Q2 ~0.0000003 0.0000001 ~0.0000001
200003 0.0000000 0.0000000 0.0000000
| 200004 ~ 0.0000037 il 00000013 | 10.0000024
~ 2001Q1 0.0000001 0.0000033 (0.0000032)
2001Q2 0.0000031 | 0.0000114 | (0.0000083)
2001Q3 0.0000003 0.0000016 ~ (0.0000013)
~2001Q4 0.0000113 ~0.0000017 0.0000095
2002Q1 00000458 | 0.0000083 0.0000375
2002Q2 0.0000001 0.0000007 (0.0000006)
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Table 7 Summary of squared prediction errors from value-weighted simple regression and industrial

prediction (IP) model and the differences of squared prediction error from these two models.

Sample used in industrial prediction (IP) model is aggregated based on Fama French industry

classification scheme (17 industries). (Cont.)

Squared prediction error | Squared pre;!iction error Oiffbraaee.n: saiured
Prediction Quarter yield from simple yield from VW industrial
regression prediction model Uifaiiid i
2002Q3 0.0000107 0.0000100 0.0000007
200204 0.0000072 0.0000001 0.0000071
2003Q1 0.0000090 0.0000036 0.0000054
2003Q2 0.0000008 0.0000024 (0.0000016)
200303 0.0000000 0.0000006 (0.0000006)
2003Q4 0.0000344 0.0000346 (0.0000002)
2004Q1 0.0000508 0.0000110 0.0000398
200402 0.0000022 0.0000157 (0.0000134)
200403 0.0000041 0.0000007 0.0000034
200404 0.0000152 0.0000037 0.0000115
T-Stat: 1.59

5.5 Equal-weighted aggregate earnings changes, 10
industries Fama French industry classification
scheme and multiple regression model
Another possible regression model that can be

used is multiple regression model which regress future

market earnings changes on each industry current
period earnings changes. In this case, each industry
earnings changes is treated as an independent

variable. The equation can be written as below;

AXa = 8ox+81,(AXing 1, k1) + 82 (AXing 2, 1)
+83,1(AXing 3, k1) + a1 (AXing 4, 1)
+ &5 1 (AXing 5. k1) + 86 (AXing 6. 1)
+ &7, (AXing 7, k1) + B (AXing 8, k-1)
+ 89 (AXing 0, k1) + 8104 (AXing 10, k1)
+E, +::(8)
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In this section, 10 industries Fama French
industry classification scheme is used to equal
weight earnings changes among all firms in the
same industry. In table 8 results show that 39 out
of 40 quarters, the squared prediction error from
simple regression is less than squared prediction
error yield from multiple regression model.
T-Statistic equals -3.93 also suggests that simple
regression model is superior to multiple regression

model.
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Table 8 Summary of squared prediction errors from equal-weighted simple regression and multiple

regression model and the differences of squared prediction error from these two models.

Sample used in multiple regression model is aggregated based on Fama French industry

classification scheme (10 industries).

Squared prediction error | Squared prediction error
Prediction Quarter yield from simple yield from EW multiple e
regression regression model PP C TRV
1995Q1 0.0000464 0.0007257 (0.0006793)
~1995Q2 0.0000015 ~ 0.0003190 | (0.0003175)
1995Q3 0.0000004 0.0004518 (0.0004514)
a 1995Q4 0.0000019 00003432 | (0.0003414)
199601 0.0000018 0.0006162 (0.0006144)
- 1996Q2 - 0.0000009 00012994 (0.0012984)
1996Q3 0.0000035 0.0000004 0.0000031
1996Q4 0.0000005 ~ 0.0001840 (0.0001834)
199701 0.0000001 0.0000633 (0.0000633)
1399102 ~ 0.0000005 | 00001806 (0.0001802)
1997Q3 ~0.0000001 0.0000300 ~ (0.0000300)
1997Q4 0.0000049 0.0015067 - (0.0015018)
199801 0.0000002 0.0010715 ~ (0.0010713)
1998Q2 0.0000087 0.0015677 (-0.0015590)
- 1998Q3 00000119 | 00037652 ~ (0.0037533)
19980_4 0.0000211 0.0054407 (0.0054196)
~1999Q1 0.0000035 -~ | 0.0030853 ~ (0.0030819)
199902 0.0000023 0.0001231 (0.0001208)
199903 3 0.0000047 - 0.0005668 ~ (0.0005621)
1999Q4 0.0000000 00003968 (0.0003968)
200001 0.0000096 0.0008445 (0.0008349)
| 2000Q2 10.0000032 0.0000177 (0.0000145)
2000Q3 0.0000001 0.0001331 (0.0001330)
2000Q4 10.0000261 00004686 ~ (0.0004424)
200101 0.60000&6 0.0000241 (0.0000195)
~2001Q2 0.0000014 ~0.0000046 ~ (0.0000032)
2001Q3 0.0000230 0.0005813 (0.0005583)
~2001Q4 00000178 1 0.0027884 (0.0027705)
- 2002Q1 0.0000612 00111724 | (0.0111112)
2002Q2 0.0000037 ~ 0.0001917 (0.0001879)
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Table 8 Summary of squared prediction errors from equal-weighted simple regression and multiple
regression model and the differences of squared prediction error from these two models.
Sample used in multiple regression model is aggregated based on Fama French industry

classification scheme (10 industries). (Cont.)

Squared predlc‘t.ion error | Squared prediction error Biftcance, (i satmcad
Prediction Quarter yield from simple yield from EW multiple :
regression regression model R ot
200203 0.0000219 0.0000553 (0.0000334)
200204 _ 0.0000230 . 0.0002831 (0.0002600)
200301 0.0000004 0.0008403 (0.0008399)
200302 0.0000121 0.0034572 _ (0.0034451)
2003Q3 _ 0.0000085 0.0007474 | (0.0007390)
200304 0.0000083 0.0001607 (0.0001524)
20040Q1 _ 0.0000010 0.0009458 (0.0009448)
2004Q2 0.0000009 0.0006380 (0.0006371)
2004Q3 _ 0.0000036 0.0029887 _ (0.0029851)
2004Q4 0.0000147 0.0053700 (0.0053554)
T-Stat: -3.93

5.6 Value-weighted aggregate earnings changes, 10 show that 39 out of 40 quarters, the squared
industries Fama French industry classification prediction error from simple regression model
scheme and multiple regression model is less than squared prediction error yield from
Similar to section 5.5, multiple regression multiple regression model and the differences are

and Fama French industry classification scheme statistically significantly different from each other

are used. However, the sample in this section with the t statistic equal to -4.06.

will be value weighted. The results in table 9

38 ovsaisdurdwinyd  Of 12 alun 34 Onurgu 2559



Using Industry Earnings to Predict Market Earnings

Table 9 Summary of squared prediction errors from value-weighted simple regression and multiple

regression model and the differences of squared prediction error from these two models.

Sample used in multiple regression model is aggregated based on Fama French industry

classification scheme (10 industries).

Prediction Quarter

Squared prediction error

yield from simple

Squared prediction error
yield from VW multiple

Difference in squared

regression regression model e
1995Q1 00000002 00003893 (0.0003891)
11995Q2 00000002 0.0001067 ~ (0.0001064)
1995Q3 0.0000002 0.0002333 (0.0002331)
. 1995Q4 0.0000070 - 0.0006762 (0.0006692)
1996Q1 0.0000007 0.0001251 (0.0001244)
1996Q2 ~0.0000001 00007967 (0.0007965)
1996Q3 0.0000006 0.0000372 - (0.0000366)
. 19%6Q4 ~0.0000131 | 0.0013247 (0.0013117)
1997Q1 0.0000087 0.0000064 0.0000023
_ usieomoEn | 0.0000102 0.0001798 ~ (0.0001697)
1997Q3 0.0000022 0.0000076 ~ (0.0000054)
1997Q4 0.0000014 0.0000018 (0.0000004)
1 199801 00000014 | 00000030 | (00000015
1998Q2 0.0000025 0.0020258 (0.0020234)
199803 00000009 | 00000357 |  (0.0000349)
1998Q4 0.0000016 0.0006645 (0.0006629)
g 1999Q1 0.0000087 ’ 0.0005550 ~ (0.0005463)
1999Q2 0.0000016 0.0000748 (0.0000731)
1999Q3 g 0.0000005 00007572 | (0.0007567)
11999Q4. ~ 0.0000008 00000016 | (0.0000007)
2000Q1 0.0000012 ~0.0004941 ~ (0.0004930)
 2000Q2 0.0000003 0.0000151 (0.0000149)
2000Q3 0.0000000 0.0000075 (0.0000075)
~2000Q4 0.0000037 | 0.0000872 ~ (0.0000835)
2001Q1 0.0000001 0.0010545 (0.0010544)
2001Q2 ~ 0.0000031 0.0000847 ~ (0.0000816)
2001Q3 0.0000003 0.0000312 (0.0000309)
2001Q4 ~0.0000113 £ 0.0000222 - (0.0000109)
200201 0.0000458 00044534 | (0.0044076)
2002Q2 0.0000001 0.0001673 (0.0001672)
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Table 9 Summary of squared prediction errors from value-weighted simple regression and multiple

regression model and the differences of squared prediction error from these two models.

Sample used in multiple regression model is aggregated based on Fama French industry

classification scheme (10 industries). (Cont.)

Squared prediction error | Squared prediction error -
Difference in squared
Prediction Quarter yield from simple yield from VW multiple
: prediction error
regression regression model
200203 0.0000107 0.0005873 (0.0005766)
2002Q4 ~0.0000072 0.0018751 (0.0018679)
200301 0.0000090 0.0019335 (0.0019245)
2003Q2 0.0000008 0.0001029 (0.0001021)
2003Q3 0.0000000 0.0000855 (0.0000855)
2003Q4 0.0000344 0.0022045 (0.0021702)
200401 0.0000508 0.0045893 (0.0045385)
20040Q2 0.0000022 0.0031248 (0.0031226)
2004Q3 0.0000041 0.0000230 (0.0000188)
2004Q4 0.0000152 0.0008696 (0.0008544)
T-Stat: -4.06

6. Conclusion

Brown and Ball (1967) document a relationship
among earnings of an individual firm, earnings of
the other firms in its industry and the earnings of
all firms in the market, They find a high correlation
between earnings from various industries and
market earnings. They also find that earnings from
different industries associate with market earnings
in the different levels. Based on this finding, |
hypothesize that the existing market earnings
prediction model is not the most efficient model.
In this analysis | aim to improve the random walk
market earnings prediction model by using industry
earnings changes to predict future market earnings
changes. | find that a predictive ability of market

earnings changes to predict future earnings changes

40 91sasdonBwlngd U 12 aouil 34 Tnuneu 2559

can be improved by using industry earnings
changes. However, this improvement is sensitive to
the industry classification and ageregation schemes.
To be specific, by using Fama French (either 10 or
17 industries list), simple regression model and IP
model yield a similar results. In another word, the
squared prediction errors from these two models
are not statistically significantly different from each
other during the analysis period. However, if SIC
one-digit and value weighted schemes are used
to aggregate earnings changes, industrial prediction
model is more precise than simple regression
model in predicting future market earnings. Using
equal-weighted aggregation scheme on the other
hand shows no improvement.
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1. Introduction

Financial variables are useful in measuring firm
performance as well as in predicting failure of
reorganization. Prior work establishes the evidence
that book-to-market predicts the cross-sectional
returns, according to value strategies, as well as
profitability predicts abnormal returns. Novy-Marx
(2013) suggests that adding a profitability strategy
on top of an existing value strategy reduces overall
portfolio volatility. This empirical evidence is
primarily documented in the context of developed
markets.

Our study aims to examine whether financial
measures of profitability can be used to predict
abnormal returns on the Stock Exchange
of Thailand (SET). We examine the financial
variables including gross profit (Novy-Marx, 2013),
earnings (Balakrishnan, Bartov & Faurel 2010),
standardized unexpected earnings (Bernard,
Thomas & Wahlen, 1997), accruals (Sloan, 1996),
and cash flows from operations (Desai, Rajgopal &
Venkatachalam 2004; Narktabtee, Carnes, & Black
2002). The aforementioned financial variables
have information content. We postulate that
the financial variables predict abnormal returns.
The inverse relation between accruals and
abnormal returns is hypothesized. We run the
Fama-Macbeth regression models to examine the
association between the financial variables and
the expected returns. Consequently, abnormal
returns earned using trading strategies based on

each of explanatory variables are constructed.
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To control for systematic risk factors, the analysis
models control for firm size, book-to-market, and
momentum.

Using stocks listed in the SET during the
period of 1999 to 2009, the findings indicate
that gross profit, cash flows from operations, and
accruals significantly predict abnormal returns. Our
results do not provide sufficient supports for the
predictive power of earnings and standardized
unexpected earnings. This may be resulted from
the mixed attributes of accounting measurement,
financing, and investing activities. The lack of
power of standardized unexpected earnings is
consistent with the previous literatures in Asian
emerging markets.

The implications of this study are two-fold.
Practically, the empirical results identify the
financial ratios that predict abnormal returns on
SET stocks. This will help investors to understand
that they should not focus only on earnings when
making investment decisions (Ball & Bartov 1996).
Moreover, relevant regulators can benefit from
the findings in governing the trading activities and
educating unsophisticated investors to reduce
overall volatility. Academically, the findings extend
the body of knowledge in abnormal returns,
fundamental analysis, and investment strategies
by examining various financial ratios in the context
of emerging capital markets. The results also add
to the growing literatures in emerging capital
markets which exhibit different characteristics from

developed markets.
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The remaining of the paper is organized as
follows. Section 2 reviews relevant literature.
Section 3 describes research design including data,
sample, and test models. Section 4 presents the
empirical findings. The last section offers summary

and conclusions.

2. A review of key financial ratios to determine
abnormal returns

Prior literature suggests that some key
financial ratios measuring profitability predict
abnormal stock returns, including gross profit-to-
assets, standardized unexpected earnings, assets-
scaled accruals, and assets-scaled cash flows from
operations. Earnings or net income as a bottom
line figure off from the statement of income is a
commonly used measure of profitability. Analysts
mostly focus on the earnings as a proxy of firm
performance. Fama and French (2006) find that
their cross sectional regressions suggest the relation
between earnings and average returns according
to the clean surplus accounting. Balakrishnan
et al. (2010) also argue that high earnings firms
provide future abnormal returns. If the earnings
are not accounted for, the current firm value is
likely underestimated. In other words, earnings and
future abnormal returns are positively associated.
Therefore, we conjecture that in an emerging
market, earnings level can predict abnormal stock
returns as well.

Even though earnings have been accepted
as a proxy of future profitability, gross profit is a
simpler and better proxy for future profitability

(Novy-Marx, 2013). Gross profit possesses the
role of price determination. It is the least messy
measure because it is revenues reduced only by
cost of goods sold and represents true economic
profitability. Novy-Marx (2013) concludes that
gross profit scaled by assets has more power than
earnings predicting the cross section of returns.
We consistently postulate that gross profitability
predicts abnormal returns in an emerging market.
Another earnings-related ratio, the standardized
unexpected earnings defined as the change in net
income scaled by share price is a risk proxy and
a product of mispricing (Bernard & Thomas 1989;
1990). Prior studies argue that the standardized
unexpected earnings predict abnormal returns
because the post earnings announcement drift
and earnings change in the same direction (Ball,
Kothari & Watts, 1993; Bernard & Thomas, 1990;
Bernard, Thomas & Wahlen, 1997). In this study, we
posit that the standardized unexpected earnings
predict positive future abnormal stock returns.
Two components of earnings, accruals and
cash flows, are proxies of earnings persistence
and theoretically should be priced by markets.
The persistence of current earnings reflects on
increasing cash flow component and decreasing
accrual component (Sloan, 1996). Desai, Rajgopal,
and Venkatachalam (2004) find that cash flows
from operations deflated by assets predict returns,
and its effect may dominate the effect of accruals.
Nonetheless, Sloan (1996) finds that the accrual
component negatively associates with future stock

returns. He attributes the findings to earnings
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fixation by investors. Narktabtee et al. (2002)
argue that in the Thai market, when cash flows
are permanent and earnings are transitory, cash
flows have more information content. Therefore,
we hypothesize that operating cash flows predict
positive future abnormal stock returns and, in
contrast, the accrual component predicts negative
future abnormal stock returns. In order to examine
the power of the aforementioned measures of
profitability, we control for firm size and book-
to-market.

Prior works substantiate that firm sizes and
book-to-market ratios are highly correlated with
cross-sectional stock returns (e.g., Berk (1995),
Daniel and Titman (1997), Fama and French (1992,
1993, 2006)). Book-to-market ratio is used as a
measure of optimism or pessimism toward a stock
valuation (Graham & Dodd, 1934). A low book-to-
market firm is considered as a growth firm. That
is, a low book-to-market presents a relatively
optimistic market value as well as the firm is
overpriced. A high book-to-market, on the other
hand, represents that the market is pessimistic
toward the firm and so underprices the firm’s
stock relative to its fundamental value.

In conclusion, financial ratios representing
profitability predict abnormal stock return. We
empirically test whether these ratios well predict
the cross section of abnormal returns in an

emerging market.

3. Data, key financial ratios, and hypotheses
3.1 Sources and data descriptions

The sample consisting of all companies
listed in the Stock Exchange of Thailand (SET)
over the period of 1999-2009'. Empirical tests
employ all firm-month observations in the SET
Market Analysis and Reporting Tool (SETSMART)
for which information is available to derive the
financial ratios reprinted in Table 1. The sample

excludes financial firms.

3.2 Key financial ratios
Based on the results from previous studies, we
select major financial variables as key determinants

of abnormal stock returns as follows:

1

1980s and 1990s.
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Table 1 Key Financial Ratios as Test Variables

Symbol Financial Ratio Formula
(Sale revenues,,—Cost of Goods Sold,)
GP Gross profit to assets
Asset;,
(Sale revenues,, - All Expenses,,)
NI Net Income to assets or Earnings level to assets
Asset,,
(Net Income,, - Net Income,,_,)
SUE Standardized unexpected earnings -
Share Price;,_,
5 (Net income - CF from Operation)
Accrual Assets-scaled-Accruals

Assets

3.3 Hypotheses

Our aim of this study is to investigate the
capabilities of the selected financial ratios to
explain abnormal stock returns. Due to lacks
of evidence in developing markets as well as
increasing roles of developing markets in global
context, it is interesting to study the relation using
the stock market in Thailand. Given the evidence
from seminal works mostly in developed countries,
the hypotheses in alternative form are as follows:

Hypothesis I:  Earnings predict positive future
abnormal stock returns.
Hypothesis ll: Gross profit predicts positive

future abnormal returns.

Hypothesis lll: Standardized unexpected
earnings predict positive
future abnormal stock returns.
Hypothesis |V: Cash flows from operations
predict positive future
abnormal stock returns.

Hypothesis V: Accruals predicts negative

future abnormal returns.

4. Methodology and portfolio characteristics
adjustment procedure

In this section we employ the Fama and
Macbeth (1973) and a portfolio-characteristics
adjustment procedure (Daniel & Titman 1997;
Fama & French, 1993, 1996). Below is a brief

discussion.

2 For this study, the equation (6) is used to compute assets-scaled-accruals, which complies with SFAS No. 95, IAS No. 7
and Thai Accounting Standard No. 25 (TAS No. 25).This measure of accruals uses the balance sheet approach to avoid

the measurement error (Hribar and Collins, 2002).
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4.1 Fama-Macbeth Regression
We employ the Fama-Macbeth (1973)

regression as follows:

R = B+ B+ Buln(ME) + B4, n(MB)

+ ByesMomentum + €, (1)

where R, is annual return of firm j from July
in year t to June in year t+1; x, is explanatory
variables, namely earnings (NI), gross profit (GP),
standardized unexpected earnings (SUE), accrual,
and cash flows from operations; ME is the market
capitalization of firm j, a proxy of firm size; BM is
the book-to-market ratio of firm j; Momentum is
the cumulative return of the firm over the past
six months at the beginning of the firm’s annual
return used in computation.” (n denotes the

natural logarithm.

4.2 Portfolio characteristics adjustment procedure
We form a benchmark portfolio by sequential
sorting on the basis of size, book-to-market (BM),
and momentum at time t. We group each the
size and the BM into three groups (terciles) and
the momentum into two groups. This procedure
yields 18 size, book-to-market, and momentum
benchmark portfolios. The construction of
characteristics-based portfolio returns are ex ante

explanatory variables of cross sections of stock

returns (Daniel and Titman 1997; Fama and French
1993; 1996).

We calculate trading strategy abnormal returns
following the proceeding steps. Sample is ranked
by each predictor variable into quintile portfolios.
For each portfolio, the abnormal returns for each
time period (annual or monthly) are calculated
after the sorting period. The hedge profits to
a trading strategy are estimated. The trading
strategy used in this paper is a strategy of going
long in the portfolio, which is predicted to have
highest positive abnormal returns, and shorting
the portfolio that is predicted the most negative
future abnormal returns.

First, to compute the risk premium associated
with the size, book-to-market and momentum
group are obtained, all sample firms on SET
are categorized into three groups by market
capitalization. Within each size tercile, stocks are
ranked into tertiles based on book-to-market.
Then, stocks were ranked based on 50-percentile
momentum. Therefore, 18 portfolios characterized
by market capitalization, book-to-market, and
momentums are derived. For each portfolio,
portfolio expected returns are average stock
returns of each firm that belongs to the same
size, book-to-market and momentum category.

We calculate abnormal returns for each test firm

We allow for a six-month gap between the most recent fiscal year end and the start of the month for the accumulation

of the annual return for the dependent variable. The six-month gap allows enough time for investors to obtain the

accounting data from the prior fiscal year in order to form portfolios to trade on the information (Alford, Jones &

Zmijewski, 1994; Fama & French, 1992). This practice is commonly used in research studies on trading strategies (see,

for example, Fama and French (1992)).
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and average abnormal returns for quintile portfolio
sorted by each predictor variable.

For an instance, when gross profit is used
as a predictor, the highest gross profit quintile
should earn the highest abnormal returns and the
lowest quintile earns the lowest. The investment
strategy is to long the highest quintile and short
the lowest quintile, so the hedge returns is
calculated by subtracting the top quintile return
with the bottom quintile return. For example, if
the highest quintile earns an abnormal return of
6% and the lowest quintile earns an abnormal
return of 7%, the hedge returns are (6% - (~7%))

Table 2 Descriptive Statistics for the Sample

= 13%. After calculating hedge returns in each
period, t-statistic is calculated using the time series
of the hedge returns over the periods for which
data for stock returns and the financial ratios are

used in this study.

5. Empirical results
5.1 Descriptive statistics

Table 2 reports the descriptive statistics for
the sample. In general, these variables are similar
in ballpark figures documented in prior works in
the U.S. markets (Sloan, 1996; Balakrishnan et al.,
2010; Novy-Marx, 2013).

The table summarizes descriptive statistics for the sample data. The resulting sample of 36,220 firm-month

observations comprises all Thai companies listed on SET from 1999 to 2010 excluding financial firms. (n(ME)

is a natural logarithm of market capitalization, a proxy for firm size; (n(BM) is a natural logarithm of book-to-

market: Momentum is the cumulative return of the firm over the past six months; GP is gross profit-to-assets

ratio; NI is net income-to-assets ratio; SUE, standardized unexpected earnings, is net income in fiscal year t-1

minus net income in fiscal year t-2 and deflated by price end in year t-2; CFO is cash flows from operations

to assets from the most recent fiscal year end (year t-1); Accrual is net income reduced by accruals scaled

by assets from the most recent fiscal year end (year t-1).

Variable Mean Standard deviation Minimum Maximum
{n(ME) 7.337 1.677 2.015 13.974
in(BM; N 0.003 T 0.851 e __—5.944 = e ﬁ..01-? —
Mt-a-mentum Nl 0.125 _0‘5?1 T -0.980_ —15.596
GP 0.236 0.162 _ -0.419 2.323
_NI ey 0_.;}54 il _0;113 -1.621 1 3.785
SUE S B T32.541 —3041.448— i _—51941.590_ 98;)86.080 o
CFO 0.087 | 0.135 -1.153 1.21§
Accrual -0.032 0.130 -1.933 3.799
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Table 3 reports the Spearman rank
correlations. Gross profit, earnings, standardized
unexpected earnings, and cash flows from
operations are positively correlated. As expected,
accrual is negatively correlated with cash flows
from operations, consistent with results from
prior works in the U.S markets (Desai et al., 2004;
Sloan, 1996). Accrual is negatively correlated with
momentum and book-to-market. The momentum
factor is positively correlated with all earnings-

related variables.

5.2 Fama-Macbeth regression results

Table 4 provides the Fama-Macbeth regressions
of annual returns on earnings, gross profit,
standardized unexpected earnings, cash flows from
operations, and accrual. The firm size, book-to-
market, and momentum are included as control
variables. The coefficients of book-to-market are
significant in all models. The coefficients of firm
size are significant except in the regression on
standardized unexpected earnings. Our statistical
results do not support Hypotheses I, Il and Il

Table 3 Spearman Rank Correlation among variables

This matrix presents the time-series average of the cross-sectional Spearman rank correlations between

independent variables. The samples of 36,220 firm-month observations comprise all Thai listed companies

on SET from July 1999 to June 2010 excluding firms in financial sector. (n(ME) is a natural logarithm of

market capitalization, a proxy for firm size; (n(BM) is a natural logarithm of book-to-market; Momentum is the

cumulative return of the firm over the past six months; GP is gross profit-to-assets ratio; NI is net income-

to-assets ratio; SUE, standardized unexpected earnings, is net income in fiscal year t-1 minus net income in

fiscal year t-2 and deflated by price end in year t-2; CFO is cash flows from operations to assets from the

most recent fiscal year end (year t-1); Accrual is net income reduced by accruals scaled by assets from the

most recent fiscal year end (year t-1). * indicates significance at the 0.01 level.

GP NI SUE CFO Accrual In(ME) In(BM)
NI 0.671*
SUE 0.204* 0.344*
CFO 0.476* 0.542* 0.146*
Accrual 0.025* 0.216* 0.126* Ggoes | F ]
\n(ME) 0.186* 0.358* 0.074* 0.181* 0.100*
(n(BM) -0.357* -0.360* -0.033* -0.191* -0.054* -0.545*
Momentum |  0.152* 0.228* 0.204* 0.168* -0.002 0.118* 0.185*
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The coefficients on earnings in (1) and gross profit
in (2) and standardized unexpected earnings in
(3) are positive but not significant. This surprises
us that these earnings-related variables do not
possess enough power to explain abnormal returns
in the SET. The coefficient on cash flows from
operation is significant, consistent with Hypothesis
IV. The coefficient on accrual is also significant,
supporting Hypothesis V. In particular, cash flows
from operations predict abnormal returns, while
accruals predict negative abnormal returns.

In Panel B, the coefficients of firm size are not
significant in all regressions. The momentum factor
in Panel B is negative and significant, showing a
contrary effect (Hong & Stein, 1999). This evidence
is similar to Kang, Liu, and Ni (2002), contrasting to
the evidence that exhibits a momentum behavior
in the U.S. stock markets (Hong & Stein, 1999;
Novy-Marx, 2013). The regression shows that
earnings and standardized unexpected earnings
do not significantly predict abnormal return. The
coefficient of gross profit is significant, supporting
Hypothesis Il. The predictive power of gross
profit is consistent with prior studies in the U.S.
(Balakrishnan et al., 2010; Novy-Marx, 2013). The
regressions on monthly returns reveal that cash
flows from operation predict abnormal returns.
The cash flows from operations and accruals are
statistically significant on both the monthly and
annual criteria, which supports the Hypotheses IV
and V. These findings regarding two components
of earnings confirm the results from prior evidence
(Desai et al., 2004; Narktabtee et al., 2002; Sloan,
1996).

5.3 Portfolios by explanatory variables

The Fama-Macbeth regressions in Table 4
suggest that gross profit, cash flows from operations,
and accruals significantly predict expected returns.
To further investigate economic significance
of ratios, we use the portfolio characteristics
procedure to find the average abnormal returns
in quintile portfolios. We then calculate the hedge
profits from a zero investment strategy that goes
long in the positive predictor quintile and short
in the negative predicted return quintile.

Table 5 presents time-series average portfolio
characteristic based on size (market capitalization
in million THB) and book-to-market to control
for systematic risk, sorted on various predictors.
We construct portfolios using a quintile sorted
by earnings (Panel A), gross profit (Panel B),
standardized unexpected earnings (Panel C), cash
flows from operations (Panel D) and accruals
(Panel E). Portfolios are rebalanced each year at
the end of June during the sample period. Table
5 reports the portfolios’ equally-weighted average
abnormal returns, and the time-series average of
portfolios’ predictor variable, market capitalization
(in million THB), book-to-markets, and the average
number of stocks in each quintile portfolio (n).
The time period covers July 1999 to June 2010

and the sample excludes financial firms.
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Table 4 Fama-Macbeth Regression Model of Returns on Measures of Profitability

Panel A: Fama-Macbeth Regression Model of Annual Returns on Predictors

Panel A reports results from Fama-Macbeth regressions of annual returns on (1) GP, (2) NI, (3) SUE, (4) CFO,

and (5) Accrual. The regression models control for (n(ME) in end of June in year ¢, (n(BM) at the end of

December in year t-1, Momentum. All models include fixed effects and t-statistics are in parentheses. The

samples of 2,867 observations firm-year excludes financial sector firms and covers July 1999 to June 2010.

(n(ME) is a natural logarithm of market capitalization, a proxy for firm size; In(BM) is a natural logarithm of

book-to-market; Momentum is the cumulative return of the firm over the past six months; GP is gross profit-

to-assets ratio; NI is net income-to-assets ratio; SUE, standardized unexpected earnings, is net income in

fiscal year t-1 minus net income in fiscal year t-2 and deflated by price end in year t-2; CFO is cash flows

from operations to assets from the most recent fiscal year end (year t-1); Accrual is net income reduced by

accruals scaled by assets from the most recent fiscal year end (year t-1). *, **, *** represent significance at
the 0.10, 0.05, and 0.01 levels, respectively.

Independent variables 2) (1) 3) (4) (5)
Intercept 0.380** 0.298* 0.343** 0.340** 0.334**
. (2.82) (1?9;) _ e E2.61) (2.66) i (2.64) g
{(n(ME) =0.027%* | -0.023* -0.021 -0.028** -0.0211** g
(-2.25) (-2.00) (-1.73) (-2.3) (-1.85)
(n(BM) 0.090*** | 01014 2li 0.097** 0.100*** -0.092*"‘
(3.17) (3.48) (3.00)  (3.56) (3.07)
Momentum 0.140% 0.130 0.146* 0.124 0.132*
(2.03) (1.77) (2.06) (1.71) (1.96)
N 0.229
| (1.37) ’
GP 0.253
ik _ (1.42)
.SUE _ _ _ ~ A - _0._060(_}_ w—
(1.47)
CFO 0.574*"* |
= b e
Accrual ] -0.358***
(~4.06)
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Table 4 (Cont.) Fama-Macbeth Regression Model of Returns on Individual Predictor Variables

Panel B: Fama-Macbeth Regression Model of Monthly Returns on Predictors

Panel B reports results from Fama-Macbeth regressions of monthly returns on on (1) NI, (2) GP, (3) SUE,
(8) CFO, and (5) Accrual. The regression models control for (n(ME) in end of June in year t, (n(BM) at the
end of December in year t-1, Momentum. The sample of 36,220 firm-month observations covers July 1999
to December 2010. (n(ME) is a natural logarithm of market capitalization, a proxy for firm size; (n(BM) is a
natural logarithm of book-to-market; Momentum is the cumulative return of the firm over the past six months;
GP is gross profit-to-assets ratio; NI is net income-to-assets ratio; SUE, standardized unexpected earnings,
is net income in fiscal year t-1 minus net income in fiscal year t-2 and deflated by price end in year t-2;
CFO is cash flows from operations to assets from the most recent fiscal year end (year t-1); Accrual is net
income reduced by accruals scaled by assets from the most recent fiscal year end (year t-1). *, *¥, ***

represent significance at the 0.10, 0.05, and 0.01 levels, respectively.

Independent variables (1) (2) (3) (4) (5)
.lntercept | =i 0.0298'.';' 0.0246”_ 0.023-.‘“'“ % _-0_.0_282*-"_- B 0.02_86"“
T e | em | es | ew | @
_in-{ME) =i —0.0bi?_ | —0.6014 —0.0014_ | __-*C;.OOIT il ——0.0014 —1
(-1.27) (-1.12) (-1.08) (-13) (-1.09)
-!n(BM) =1 0.00-31- E‘i: _ 0.6033* 0_.0034' | —0.0027 -
= s | aey | am | am | 04
_Momentum ! | -0.0117*** | —0.0_12-8*“ -0.0114** —0_.0 124 _—00 105"
- (276 | (318 | (26 | (29 (-2.39)
NI 0.0167 T damn 1. B
e (1.14) T lwen y T
GP 0.0189*
foe - (1.697 s o | u
_SUE s i e : _0.0000 B v |
(0.99) =
_CF(-) 1 |- = - _0.0304":_. :
TR FaE e ¥ 2.8) B
A;cruél —1F == 7 N s :).0201" il
B s _ (26)
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Table 5 Portfolio Characteristic Sorted on Explanatory Variables

This table shows time-series of annual equal-weighted average abnormal returns to portfolios sorted on
predictors and time-series average portfolio characteristics based on GP, NI, SUE, CFO, ACCRUAL, average
firm size (ME, in million THB), BM, and the number of firms (n). The samples exclude financial sector firms
and covers July 1999 to June 2010. The portfolio is rebalanced in June of each year. The hedge abnormal
returns and t-statistic are shown in the table. *, **, *** represent significance at the 0.10, 0.05, and 0.01 levels
(one-tailed), respectively.

Panel A: Gross Profits Portfolio

Abnormal returns GP ME BM n
Low -0.0478 0.0641 1069 1.34 53
.2 -0_.04£_l3 _ 0.1445 _134? 1.24__ 5_2
-3_ A —O.E)O.’; 0.2100 . 1310 1.15 | 52
q 0.0154 0.2905 . 1707 0.95 52
.High ! 0.0762 - 0.4811; - 2324 0.67 - b3 |
.High-Low . 01230 | |
t 1.873

Panel B: NI Portfolio

Abnormal returns NI ME BM ' n
Low -0.0186 -0.0713 714 1.25 55
2 | oo198 | o098 | 160 | 130 . s
3 -0.0142 0.0561 1622 1.15 54
4 0.0166 0.0947 1911 0.95 54
_H_ig;1_ 3 00387 | 02131 3147 | o5 1 55
High-Low | 0.0573 ' | :
t 0.9237
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Table 5 (Cont.)

Panel C: SUE Portfolio

Abnormal returns SUE ME BM n
Low 0.0085 -0.5435 1923 1.01 53
2 -0.0665 -0.0082 855 1.19 52
3_ : :.041? 3 -0.0_038 _871 1.18_ - 52 e
a4 X -0.0045 0.0324 = 1660 0.97 52
High 0.09?;7 1.6982 - : ;300 _0_.89 ;3
Highlow | 00851 . —
_t___ : R : 1.—82% = ! e Ea o
Panel D: Cash Flows from Operations Portfolio
Abnormal returns CFO ME BM n
Low -0.1080 -0.08%4 1069 1.03 55
2 » —0.043é i _0.0342 1_()91 _131 54
3 ’:0;276 0})859 i65¢ 1.18 54 "
q . ot 0.10_6(7 of T _0.1401 W _1713 _1.01 54 _
High 0.0767 0.2624 2432 0.72 55
T e . s - BLE
i 3.1627 K i “
Panel E: Accruals Portfolio
Abnormal returns Accrual ME BM n
Low 0.1026 -0.1703 1316 0.96 55
2 ] 0.0469 F —{;(}E e 1488 1.01 : ‘5_4
3 g v —0‘025 - —0-.0:301 1 e _16_34 " 1.09_ 54 il
q -0.0477 0.0038 1622 1.09 54
H—igh EC - E}?’SS = _0.1659— _——155? le_O_ —55— T
_High-Lou;f 0.1780*** | o g i
t i _3.0226 ) E o0 ¥ e 3RY Jere]
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The gross profits portfolios” average returns are
generally increasing with gross profitability (Panel
A). The abnormal returns of the profitable minus
unprofitable return spread is 12.39% per year
(t=1.873). Firms generating high gross profits are
likely to be growth firms with relatively low book-
to-market; unprofitable firms tend to be value
firms with high book-to-market. Earnings portfolio
shows the similar pattern of the average abnormal
returns increasing with net income (Panel B). While
the abnormal returns of 5.73% per year is sizeable,
it is not statistically significant, t=0.9237. It is
consistent with the regression results in Table 3. For
the standardized unexpected earnings portfolios,
the average abnormal returns is 8.51% (t = 1.8246),
inconsistent with the regression results in Table 3.
Additionally, cash flows from operations portfolios’
average abnormal returns are also increasing with
the average cash flows from operations quintiles.
The hedge returns of 18.47% per year is significant,
t=3.1627. The result subsumes the mispricing
attributed to the other predictor variables,
consistent with Desai et al. (2004). The accrual
portfolios show that the average abnormal returns
are decreasing with the average accruals, with
the hedge strategy that goes long on the lowest
accruals to assets portfolio (portfolio number 1)
and shorts the highest accruals to assets portfolio
(portfolio number 5). The hedge returns of 17.80%
are significant, t=3.023. Interestingly, in the U.S.
the accrual anomalies have not been detected
since the late 2000s, whereas the results suggest
that the strategy continues existing in the Thai
market.

56 91sa1s3BwiUnyd U7 12 adui 34 DnuIau 2559

In brief, our parametric and nonparametric
results provide support to Hypotheses I, IV, and
V. Consistent with Hypothesis II, the positive
association between gross profit and the expected
returns on SET stocks is significant. The gross profit
portfolios confirm Hypothesis Il and present the
significant hedge returns. The predicted association
between cash flows from operations and the
expected returns on SET is supported with the
hedge returns of 18.47%. Accrual, as expected,
inversely relates with the expected returns on
SET corresponding to Hypothesis V. The accrual
portfolios yield the significant hedge returns of
17.8%.

Our results do not substantiate Hypotheses
I and /ll. The relation between earnings and the
expected returns is marginally significant. The
hedge returns of the earnings portfolio are also not
significant. The insignificant effect of earnings may
be attributed to the characteristics of earnings.
Earnings are confounded by financing and tax effects
as well as accounting estimation and judgments.
For Hypothesis I, the association between
standardized unexpected earnings, a proxy of post
earnings announcement drift, and the expected
returns cannot be statistically detected. Though
the undetected effect of standardized unexpected
earnings contradicts to prior research conducted
in the developed markets, it is consistent with
prior literature conducted in the Asian emerging

capital markets.
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6. Conclusions and further research

The goal of this study is to investigate whether
the set of profitability ratios well documented for
the U.S. and European markets perform similarly
in the Thai stock market. Based on measures used
in fundamental analysis, we examine whether
gross profit, earnings, standardized unexpected
earnings, accruals, and cash flows from operations
predict the abnormal returns on SET stocks. We
perform the Fama-Macbeth panel regression and
the portfolio-characteristics adjustment procedure
to examine how the explanatory variables predict
the cross-section of expected returns.

The regression results suggest that gross profit,
accruals, and cash flows from operations predict
the returns. Consistently, the trading strategies
portfolio formed on the three predictive variables
generate significant abnormal returns. From our
empirical evidence over the year 1999 to 2009
periods, the cash flows from operations and
accruals are the good predictors, earning average
abnormal returns of 17.8 and 18.5 percent,
respectively.

Due to the research design and the uniqueness
of SET sample, the interpretation of the empirical
findings should be considered with caution. The
underlying mechanism of the association between
the explanatory variables and abnormal returns is
not main focus and open for the future research.
Furthermore, future research should investigate
on whether the relationship will still hold in
the changing accounting and financial reporting

environment.
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ABSTRACT

Changing in technology and information is fast moving. It also substantially affects economic and social
systems. Practices in various professions have to be radical self-adaptation. Audit is one of the professions
which are unavoidable for this flood of innovation of technology. This article aims to present effects of
innovation of technology on an audit profession. It also presents trend of new audit methodology which

might be occurred from these effects in near future.
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Financial Reporting for Agriculture
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ABSTRACT

64

Beginning from January 1, 2016 publicly accountable entities of which operations related to agriculture
shall consider their compliance with the requirements prescribed by Thai Accounting Standard No. 41,
Agriculture (TAS 41) and by the Federation of Accounting Professions pronouncement, accounting guideline
for measurement and recognition of bearer plant. Such requirements stipulate that in financial reporting an
entity shall 1) measure all types of biological assets except bearer plant when initially recognized and at the
end of each reporting period as well as measure agricultural produce at the point of harvest, using the fair
value model and 2) recognize and measure the bearer plant in accordance with Thai Accounting Standard
No. 16, Property Plant and Equipment while recognize and measure produce growing on such a plant as a
biological asset according to TAS 41.

This article aims at discussing important features of TAS 41 and the guideline for bearer plant (“the
standards”), analyzing interesting issues and potential problems arising from complying with the standards
and providing examples for enhancing comprehension. This article would enable financial report preparers
to gain understanding and be able to prepare financial reports in accordance with the standards. Moreover,
users of financial reports would possess knowledge of the standards and utilize information gathered from
financial reports prepared to aid decision-making effectively.

Keywords: Accounting for Agriculture, Biological Asset, Agricultural Produce, Bearer Plant
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Biological Assets (BA)

Consumable BA (CBA)

Bearer BA (BBA)
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biological assets) or are able to sustain regular harvests (for bearer biological assats).
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o L - - i x ' ar - - ¥ Moad ow ]
winduninddinmuisndananianisinenslifisiainaintiovieadessesiv Awnsdsliauiseagulaviuiinlianse
Tnyarngisnldeginindede Avnsdinsdosinsanliinadianisusziiuarduiimnvaudisly wu 330ld waxis

L - LA d e - ) - J
siamu wisuldveyalumsussiivlimnyanluszdun 2 uay 3 mudiulunismyasgisssuaunseylilu TFRS 13

72 osansduBworgd  OUf 12 aduf 34 Tnuigu 2559



MSSIBIUNWMSHUAINSUINEASNSSU

\@ountsiuianlesnelulueunan (1ASB, 2014b)
TAS 41 TWiewves dunulunisviglivuieds
fuyudruiiiieateslnensetunssmireduning
TaghisaufadununianisiiuuaznrBidule 1y
Arsssudiounatn Amnewnitlunisvie Andves
aandeis udu dedunafiddey Ae sunulunis
medutunuitlisufeeuds wasdusuyudauia
Adstudleiinissminsauningiulilifinsanan
Funuiauafiintulunsueduning
dwiusesieiieafuianssunianisinensi
\intun1ends (Subsequent Agricultural Activity
Related Expenditure) \tu A191915803 ALIYAMN
Arsssuiladaaunnd Ao Aldswlunsifuies
Andamds Aussny mldselumsmezndn Avldane
Tumsusudmgity Wusu TAS 41 Lilanmuaisugin
man1sTyddmiusiesiedanandnesliduiindu
“Arldsne” vise “Bunind” visienisieuiiertudin
seeiiieadastunisquaduninddanmiidilinien
Tfnandnduduning luvaziiviafanisezdudin
5789788081 uAUNUNITNER FUTNITURIAINIS
mslinasfdalunisimuainsenislanastuiindu
“Arldsne” wavsenislenastuiinidu “Guning”

- ar -l 4 L7 U
saufefan1sAIsilaweulauisdgydineanusiese
fana1 eg1alsiany 1ASB (2014b) N@1211NNSATNUR
anl o e w ' I v Vs o o
15Ugummainmﬂamw1awu'lu'umw'l.u‘l=nﬂszmu

] wl = J - ar 1] A
Yaymdmdunisliityargisssy dwdnin 1 uan
Tdiuanlianfansasldulevrslalunistuiinsiedny
s i 0 -3 - -y " s ot l:
fana1n wansenusanilsavdvesianisasviniuisil

#oogaA 1
auudlwAanisuvandafiduninddanmenun
Funawitiu 10,000 v sewinsnsdelgingluns
qua uimsdanisduninddanarwiniu 2,000 um
wazfanmsinyaargAsssuinaunulunisvisdmiv
AunindTanmiingrn e Uanenaldiniu 15,000
um srensvuiintgddmivanuazuanssnune
lsqusvesusasulouisnsiyiuandunisil 1
dleAamsujiRmudesmualu TAS 41 warils
wazvianudmivnefiddgifuiuazinausludiu
vosflsvanudmivlannsadinssildiduuday
Ussiandall 1) wavianuiiinainnisiuiduning
FanmidlaFunsndeyasigsssuindunulunisug
(FVLCTS) silosanldiaduyulunisvisuviniite
AuumyaagAsssuinduyulunisuevesduning

a1sedl 1 ensuiindyddmiuneuazransenuseflsgndvesudarulovienisiyd

dufinsredre1dudunswe (Capitalized) dufinsredreiluAaldsre (Expensed)
Dr. duniwgdann 2,000 Dr. fIUyUNIIHER 2,000
Cr. Quan 2,000 Cr. Quan 2,000
Dr. duninddinw 3,000 Dr. Auningdann 5,000
cr. Alsnnmsasuutas Cr. Mlsvnnisdsuutas
yargAsIIN 3,000 yargRsTIu 5,000
Alsanmsiasuulasaniyisssun 3,000 |Alsanmswasundasyasigisssun 5,000
AUNUNITHER (0) | AunuMITHER (2,000)
uansznudaniligns 3,000 |wanszvusanilignd 3,000
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Fanm 2) wadlsiiAnannisiuiduningdanan
deFuusnsae FVLCTS wu iilegnansialmi e
suthduesnwavrduan Wusu 3) waflsusevianu
nnmsiasuwadly FVLCTS ilasansauas/vie
nMenwrasduningdinm 4) wadilsmieuanuain
msdmiefivviedniienisgulnauilnag 5) nals
vievanuiuduiiiaainnisfudkanuanianisinunas
deduusn u yaiuiiease FVLCTS Tunsdiiiuifen
Mnauningiinmitenisgulnauilng damatilsnie
mﬂnu'usuﬁufmﬁﬂfumnmmumnﬂhﬁwiw yaA"
autydvesduningiu o nariiuieatu FvLCTS

- W dem
TUNTNEE NN
(Biological Assets — BA)

“sigmspamlsmionanuimivaaiaaty o TAS 417

voardnnanImsinuasAuAeld Wy waflsude
mm"lu'ﬁ"’uﬁumnn'mhuvlasLﬁa‘[mﬁmmnmwumnom
vowarmudyTvedaietigndunasiy FyLCTs
vouielafitumazld uar 6) uadilsiiininmsiud
ndananansineasilieSuusn & yaLfuiieadae
FVLCTS lunsdlifuiiersindadiientsiindnna
TaeAuaneIn FULCTS v8andnnaninisinunsi
Wuieald wy dhuaiiseld Ussonvessemswarils
visvianuitdrfgydanandrsiudmivnaiiinan
FENMTAUNTNETINNUASRAANANIINITINENT B 9
Wuieany TAS 41 agulddaniwi 4

HAANAN1INIINEAT O QAR

(Agricultural Produce — AP)

Aunulumsv Fanm

mannmaiuj A9 INM3 inasnmsiuinanna
aming¥anm tﬂi‘nunﬂuﬂm‘mn'r mamsinwastieriuin
ieimandan gasiauringunuly nnsifuiieRasEn
YA IgABITUNN DY eIAUNI e Awyangisismin

»
aunulunswg

A — 4 —— R T
iitei3nin ) (HoMuHi ieiFuIIn
IIl]‘lrI!]“d'Wmn“ f{ﬂ{‘l i‘\ﬁlhimm Ilﬂl\d‘\ﬂ?:lvliﬂl‘l ”l‘l"“"!F:III'Plilll‘il'ﬁlﬂun‘a illU'l‘\‘l’]!IlU“!iﬂﬂl‘\
fuftmingtimmde | mSufiuning || oreiad@iMornmn | | o1 Consumabliona Aadsdfom | Tumdivos Bearer
Auunidoannldin Sinmilodaman || afdmantama MANRIEH I D et | Animal A0
Foplunnwouninoio | v iidogagmida || nwnmazmioma || SFuoiConsumable B fign yamgAsnin
Annamuyangisinin | ol nmwosduni il naz yamgisannin || Hpdunnvioves
Fmplunivisves Sinmindunann || fplunivwvemd v || wEAHanN
Tminida N nrnunaiio w16
- o I woi s wianuennad i Consunable Animal 102 Consumable Plant |

o o @ o a a )
mwil 4 Ussanvessiemssarilsviemanuiiddgydmivnaiiinninsienisduningdanm
a = o o -
WAZHARNANIINIINYAS B YAAUNEINULINTEIUNTUYTATUN 41 1383 IN¥ATNTIY
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Uszduihinaula fe uidmaslsvioviayui
6 Uszinnlavaulngiinainianssuvdnlunisaniiiu
g3naveafanIsNsinns wadlesrafilsvievianu
Ussianit 1) way 4) Mdusensifimnnduduangs
naafe dransynudenisidsutlamesnszuaivan
yasiamslaemse uananiu ailussildudedmiv
ms%’ui’r’h‘lwwmuﬁé’ﬂmﬁﬂﬁu (Unrealized Gains
and Losses) 3MNAUNTHETINTNUATHAANANI
nsinwaslusuiilsvianu ldun Uszduves Elad
(2004), Aryanto (2011), Feleaga et al. (2012)
uay Herbohn and Herbohn (2006) #se5ureinnis
fuinswasuwadluyasigissandunadilsuiayu
dmunaesiumudumauvesiilsiineny milsiil
muAuIugeEiinun AN (algyuni Tnsmwiined,
2557) uananiiu Lefter and Roman (2007) tiudn
falsiintusinniswdsuuvadduyadigisssadu
falsigaluiAniusiuazianisonsldiduindesie

ndoyatniu yargRsssu (FV)’

lunsUsemasieduiiusa wasdlsideliiatuaie
ﬁi”'ui’luq'um'iL‘iuﬁ"'uasﬁau'lﬁlﬁu'i1ﬁ%m‘:‘lu“l'ﬁ’uﬁ’n
seiiasedesaumsevlunissneaunianistu (Elad,
2004)
wiielwAsnisarusadrledsuuaniedyd
A TAS 41 1ntu fegaeit 2 wamamstuiinyd
AunNETann HAARANINTINEAT B YaLAUAe
uasuaﬁ'ﬂ'iuazmmwuﬁLﬁmﬁ'awmﬁ%mmﬁwﬁa
w¥auA1esutsLarNITAIINUIENBY

fAoogINn 2
1 a.A. 25+1 UsEmnsnge 910m (Mn19) 3o
: ar al -
Tade 100 # naanteviendniduiu 2,000,000
v Tnsiidunulunisvudandmhsuvesianisminu
- v 5 g =
20,000 v winfan1sReInIsIzuslaliie A3
i i i -] -l o a 4’ al
Faavrearvudslusvudeduludmaindevievan
LA BINILATUNENYY 3% TBITIANVIY

[ » | - :
saavelunanandn - sunulunisvudsiaviniy

= 2,000,000 - 20,000

1,980,000 UM

funulumsvieg (CTS) = 3% x 2,000,000
= 60,000 um
yargRsssudnsuyulunisue (FVLCTS) = FV-CTS

= 1,980,000 - 60,000

1,920,000 um

> lumisldsmearaduinasilunisivuayarigisssudu TFRS 13 Wimuadafansesliviuuymanaiadililunisia
uamqw5ssuﬂaqauwwumamuwumsmswmi (Transaction Cost) tuaamnmumumna111n1'nanuru..1maumwuuﬂu‘.lu

anwugin f.l']'liENTﬂElﬂ‘i\'lﬂU N1SVITIUNITUAALIIBNTT ﬁwuun nei1 \'II'I'I.I'I'.I'LIG!J 319199197 Uﬂ'!"iﬁuﬂ'i“ﬂﬂﬂﬂﬂﬂlli muu

muwun'lwmwn'vmamm 11.!1.1'!1ﬂUEuﬁﬂ"’f&l'ﬂﬂﬂ“uﬁI’ﬂHl&ﬂﬂig’Nﬂ'ﬁi? umumammuauuaumnmu 29 agalsinu nu‘nu

nsvienislisaudanunulunisuuds (Transportation Cost) niln'l'snaqumsﬂiuﬂiaﬂmmmﬂmwmunu‘iumswmm"

Lnﬂ'uu'lumwuaﬁw%’wamnamwaqﬂwuwaqauwswé‘lﬂammmuum nanuiidedudnuuviliesduning
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nsUuinUgy¥dmisu 1 aa. 25+1
win Taule
vaunnsiuinenistadedladuusn
AR [Huan

o o 1 4‘ J\Lv o e et L |

swnuladyadvaslaeflaunduiinUgydny
a4 o v |- v« o -

TAS 41 Fanualiinyarduningdanimieisuusn
feyan1gAsTsuinAunulunIsue agvauuulAn
msld Exit Price (1,920,000 vm) lunisinyann

- =l o ! .
gisssumunnmualy TFRS 13 Lild Entry Price
(2,020,000 vn) HilFlunrstuindgdnisldauives
o a 1 -la L3
dunindlaemaly Wy s1en150eu 91A15 wavgunsel
TAS 16 laavviauuuiAnnisly Entry Price Tuns

Y | o a ey v
UTuiingaf1sien1sAfduy 81A15 wavgunsalfilaun
Na1IAD i'mmsﬁuw%’wéﬁlﬁm‘lﬁﬁuﬁﬂﬁm%ﬁdﬂ:&aﬂ'w

' & w & o o g v PV ) )
vaITEIEVIER UNUInNA YN Induniwduuagly

o - v 7] v «
anunuazanwinsauagldauldmuanulseasdves
HUTINT MINUANULANANTENINYAAIYE Exit Price
- 1 Lo L] g
way Entry Price viinfuvinnistuiindgydvisiu

nsUuAnUddmsu 31 5.a. 25+1°
- &
Wi lawie

- a l‘ i -
wsdn  MlsanmsidsuwdasyarigRsTsuy

1 . 2542 Aansvslaile 20 & 1Wuidu 480,000
v uazdreanldsslunisviensdy 14,500 v
L] a -l A‘ o L3 ar
yaAwudgdueslaiie 1 67 winiu 22,110 um
(2,211,000/100) fatfu sunursvesiaiie 20 M

1,920,000
100,000
2,020,000

JuhiiAansiuf “vamuanmsiuisenistaile
WeFuusn” 1wy 100,000 v dswaldilsen
n1saniuaueesfanisanasviuiiniendinassug
seMsiiaEuusn (Day-One Loss Recognition)

doun o 31 5.0, 25+1 TAvEvaslaiiofinanavan
vasiamsilu 2,300,000 um

Tuudsnalaledl Fv wirfu 2,280,000 um
(2,300,000 - 20,000) CTS MU 69,000 U (3%
x 2,300,000) waz FVLCTS windu 2,211,000 um
(2,280,000 - 69,000) Tuvnizfiyanmudydagn
vasdlavewinfu 1,920,000 v Faurilseinnig
Fuiiueuvesianisiindu 291,000 vm (2,211,000
-1,920,000)

291,000
291,000

Wiy 442,200 v (22,110 x 20) wa¥INNISVIY

A’ v 1 3 ] v o o - -
Tatdateaudanalnnilsannn1saiineuyesnanig

Wity 23,300 um (480,000 - 442,200 - 14,500)

2

ar SR o ¢l - el a ar  fad v i i =l o
Fl']ﬂﬂ1'Hl'l'3ﬂu.llﬂﬂinﬂqﬂﬁﬂﬂ\?ﬂﬂﬂzuﬁﬂﬂqiﬂiiuau"I Anerdoaiuduninddinmlvasuiiu 1wy sterenefuianssunig

ol o & w ' ' € L e | - o O W ' oo W
AsINEATTARTUAENSY (Wu Aawnsdnd Awius Assaunisadmuwd) Mailiilelimegiaujsiunisiifiunanseny

yaanswasuuanargisssuanmsiayasegietauuarhifudouiuly
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nsUufinUgyddmsu 1 nw. 25+2
Huan
arldanelunisue

AN

wsne  saelavnnnisene

win AunuvIe

= J
ASAR 1ALl

1 fi.a. 2542 simvievedlaiile 80 @afinanawndn
Winnu 1,960,000 UM Aan1sthuvaslaiile 40 @7
Tnesinld9relunisduvazisdu 80,000 UM 1A
ysvaaiiiolafituvazinuafinaravadnuasianis
Wiy 1,200,000 v TaewnAasmstniielalune
ariinvudaiedu 15,000 umuazAsTsuLdBNYeq
AAIALINNAY 20,000 UM

(aladiunaril Fv wiadu 1,185,000 um
(1,200,000 - 15,000) waz FVLCTS wouilolatiuvay
Winfu 1,165,000 v (1,185,000 - 20,000) 'lmlm::ﬁ
yarmudydvesdadefigndiuvas 1 # Wiy

nstuiinUgyddvsu 1 da. 2542

465,500

14,500
480,000

442,200
442,200

22,110 V" (2,211,000/ 100) Fatfu Funuvelaiiod
gndiuvay 40 #1 winiu 884,400 um (22,110 x 40)
n1sgaunaslaiadady (nsifuiisandananis
NISINEAS) dwalnn1lsninnasaitiueIuyesnanis
\udustedu 200,600 UM (1,165,000 - 884,400
—-80,000) ﬁqﬁ ﬁi:mimmsaﬁwmmﬁﬂs%ﬁumnms
druvarlaionnuasiasening “mlsanmafiuien
NARNANIINITINYAT 0 ﬂmr‘msﬁm (ﬁﬂuﬂaﬂmﬁa)”
fu “Sunuueslaiiofigndiuvaz” Fawinfu 280,600
v (1,165,000 - 884,400)

wiln iieladiunas (@ufaunde) 1,165,000
st Teule 884,400
flstusuannistunasiaile 280,600

i Aldrelunstuvasiale 80,000
AR udn 80,000

” X v o 4 s
wdsnsrensiielatiunardadu “ndawna
= ar - 1 3 L
mansinwas o gauiuiies” Sujlusumsiuieyas
gAsssuinauvulunisueudl s1ensiananazgn

Sauszinvilmivuiidusients “Guairavde” waslv
floufjudniu TAS 2
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31 fla. 25+2 Fadufudusoulasingd 1 s1ave
vadlaiilofiwmansn 40 Miinanavdnuiniu 1,040,000
v Tasuszuadunulunisvudsundenatanan
WU 8,000 UM WATATUIEWEN 3% VBITIANVY

Tutudanaaladefimdodanunil Fv wiaiy
1,032,000 um (1,040,000 - 8,000) CTS 1Ay

nstuinUg¥dviu 31 fi.a. 2542
win Al

- o.b 4 i -
wsin  Mlsnnisiasuudasanigfsssuy

RugAnYUINSIUIA

Al 5 agUTBUTRAeam st ddwmiuituganyu
Nnfguraiiiertasfuduningdinm mnfanslésy
Ruganyuaniguiaiiieafuduningdanmiinde
yaAgAsssuvinduvulunisue uaviugavyuming
Wuwwulifideuly TAS 41 fvualisuiiuganyu

pI0n 10O 1aZaY

themmaniiy il

Tvasss itos il i
g driunn Sagarwaz
Tufnmmveritwiteanti

WA Beare Plant)

[IUQANYUDINTFLIA (Government Grants)

deaiuluilinio
lmumﬂoﬁmmgini
Ta5uGuganumiv |

31,200 um (3% x 1,040,000) wag FVLCTS v
1,000,800 v (1,032,000 - 31,200) Tuwuziiyan
mudgdargavesiadowiniu 884,400 um (22,110
x 40) ot Fedmaliiilsanmssfiuauesianis
Wity 116,400 U (1,000,800 — 884,400)

116,400
116,400

a i o i o a - L= L -

aanaluilsvievianuiiefanisiidnsla suliu
ganyuly lunmsaiudiy mntugavyudinan

= e = w v e vo

Wuwvuiideuly Feiguiaiidenmunlunisiivivie
WulilivinAanssunianisineasueegne TAS 41
o ar - e ) o A

AvualisuiRuganyudanaidluilsvisviayuiile
Aansliufifnuideulviiseylutuganyutiuugs

ulqwqumni’gmn %"Qm“i" ou'&uqanquomﬁmnﬂu'n‘nﬂuﬁ’u&un’fnﬁimmﬁ
fferdosivimivg — aidguil - Sayamidoyangisinmindunulunsvig
Fanmitiadenm iy rboay :
maindudousnr | Bearer Plant
ZONUBINOYIANY

Ruee |
i

S fidouly
#oﬁuih:iﬂ:mqwﬁs
ﬁ,mjg,mmgjuhj

- - a o W e as - ol w s o  fal
mwi 5 FBURTRInamstyddmiutugamyuaniguaiisateatusienisduninddanm
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dmivludauvesiiugavyuainiguraiitisates
fudunsndtanmitlildszyiugiamenstgdlily
TAS 41 @eldun 1) Gugamyuainiguiaiiisadesiu
dunindfanmitiadrenamu FnAndensimazay
UATHATIAYLUIINATABYAIATAN WAy 2) [RugaANYY
nnfguiaiiisatesiuinienshindana 1Aanis
foufjiamudesmuaves TAS 20 Fellmmdandu
nirfedmuana TAS 41 filduusdnnisiayan
yAssIu NaAe TAS 20 aygInliianisanansaiden
uaneensiugamuainetesivauning 14 2 38
o 1) FuiBuganyusenarndusieldsenisiug
warneasiuiludlsuisviauaiudeuluiidvun
(@niD) wiemuinausiiiussuuuaranmaauna naen
9 gmslEnuveduning wag 2) Wiiuganyuning
Wudwinnyarvesduning wielildyariniuod
vosduning vnduianseziuiiugampiluriilivie
'u'lﬂ'vlumaaﬂmqnw‘lﬁ'mwmﬁw%’wEﬂugwaaﬂ’mﬁau
Afianas

nisilniwevoya

TAS 41 fmuawuanlunisidawedeyald
3 g laun mataweteyalunmsin nsilawme
Foyaiududmivauningdanm deliannsadn
yargAsssuldeg1nindedionarnisilamedeya
Weatudugamyuaniguia Usaiiuiiraulslunis
LﬂﬂLNB‘lTE)Eﬂ‘IJ‘HSJ"IEImP}U‘i%ﬂE}UQUﬂﬁﬁuﬁﬁd‘ﬁ

1) TAS 41 unasguiiviunisiayarisenis
dunimddeyangisssy Lidasdumisiuisenis
leduusnvidomends fnfu Aansdeadawesensa
vasnamlsviovianuiiintussnineseusseriaan
swnunatiagiuliinsisnnmsividleduusnyes
Funingdanm msduiideEuusnrannanianisinuns
sufnsiasundaduyareisssuindunulunisve
YoduUNINETIN M

2) TAS 41 iiuprudiAguesnishideyadil
Ustlonisanisusziliudamneiaivesnssualdiuanly
ournn Fatoyadsnariudeegludnvurvasduning
FaniidguuuunslivseleniiBaasugiviuandn
fu sy Teaduapulifonsdawedeyaludaiu
yesduninedanmididnuazuansietu Wy nsuen
wansdunindianmduvsaanitenisgulanauilan
(Consumable BA) waziiten1slindnna (Bearer BA)
vioiduuszaniinderlvnanan (Mature BA) uaziids
TuinSoulvinandn (mmature BA) AUAMNMNIZEY

3) TAS 41 gatfumstideyamnuidssiiiniu
nnsdfiufsnssunsinems Wy anudsms
nsidu Andssvessiadudilaaduel AedRnu
sysud Wudu warliilawedoyanagnsnisuinis
Anudesdindn

4) TAS 41 MWUALANINITUANITIBNISNSTNULEA
msAsuulasvesyaninuigdvesduningdinim
stmindunafulamsnavenatagiiu emavg
yeensasuulaslunadseloviiBuasvgiaves
Auning srenisnsenveendessIndy wadilivie
vanuiiinainnsilasuulasueyargRsssuiin
aunulunisuie seafinduiiosnnisde veaiintu
iesanmiskadununisgBududuning yonLTY
iesnnmissaugsia senanauilorinnsvisuay
Pnduninddanmitdauszanduieliifens (nie
sylunguaunindsonisimite fsdaussinmdu
folfiovin) vemamaniessinmisiftuifies venanas
NN5ANe naR1esasaniUdsuans duinein
msuasansunsiuliiduanauitldlunisinaue
umsiuiaagll wagmsuvasaanisanilusulu
srasznalnduanaiuildlunisdiaussunisiiu
YasRINsTitaues BNy wars1en1sasuuacdy 9

Tudauvasnisidsunuasvesyanyfsssuin
gupulumsve yargAsssuinsunulunisviees
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AunindFanmanunsawdsuudas ieswn “n1s
wWasuwlasmasunienn (Physical Changes)” way/
w30 “madsuulameinusim (Prices Changes)”
TAS 41 atvayumsilamedeyanisdsuuama
AuNMENMILaEAIUTIALENINGY Tnewenaungy
duningrnmudeusnaudoulvdy Tnsanivatiebs
dmivasesmsndaildsreznaunimied wmsy
Tayaninaavidudsslevidunisuseiliunanis
suliunuvesatagluwarmsaanisainszuaivan
Tuouran Meegedt 3 wananisAurauandawe

Truiloong 1 9

Teuloony 15 9
Truiloeng 05 9
Truiloeny 1.5 9

1 1A, 25+1
1 n.A. 25+1
31 5.A. 25+1
31 5.A. 25+1

20,000 um
25,000 U™
18,000 U
27,000 UM

' 1= =] o ) #
auuAlusgninnalifinseniedmiteladile
a ¢ ° = a -
NMTIATIEINaMLsWIarIaYuUAiaInnIsUasuLUa
veayargAsTsuinauyulunise Taeuualszian

& 1 wA. 25+1 yargdsssuindunulunisue Tadla 10 # (10x20,000)

Folaile 1 M w1 nA. 25+1 (1 x25,000)

anladewialyai 1 /1 w1 nA. 25+1 (1 13,000)

A L] - L% v
Tayanisidsunlasesyarigisssuindunulunis

w  fad - - v
YIBYDIAUNSNETIN W HBIInNsasuwUameinu
MUNTNLAEATUITIAY

AooEvn 3

o Juil 1 1. 25+1 Aemsisidlfdsansisuy
wimisillaiiioony 1 ¥ S 10 f deanluiud
1 na. 25+1 Aamsdelaiiionty 1.5 ¥ 1 & uarld
gnlaudiaiialmi 1 @ yadgRsssudnduyulunisee
vadla 1 furazdnegluudazganan agulddd

Tauilainlm
Tadoiiatmi
Truifoony 1 9
Tawdloony 2 0

1 n.A. 25+1
31 §5.Aa. 25+1
31 5.A. 25+1
31 5.A. 25+1

13,000 um
16,000 un
23,000 um
30,000 um

o v
Wumswasuulammadunenn (Physical Changes)

A v
warn1silaeunlainiean1us1nn (Prices Changes)
wanalanail

ST o v o o = =l
yaryRoTINNAUNUlUMIVIBNTY 1WBIINMITUABULUAINIIAIUTIAY

10 x (23,000 - 20,000)
1 % (27,000 - 25,000)
1 x (16,000 - 13,000)

s £ - - = v
yargRsssuinsunulunsmeiiuiu Wesmnmsdsuwlamniiunienin

10 x (30,000 - 23,000)
1 x (30,000 - 27,000)
1 x(18,000 - 16,000)
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2,000

3,000 35,000
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o 31 5.0, 25+1 yaAgAsssuinAuyulunisviey Taiile 12 #a

11 x 30,000
1x 18,000

5) mnianisTayan1vesduningdiniweie
“srmmuinANdeNsIAIAYANLAYNATIANUAINATT
fovrnavan” & Sudune idesanluuisaniunisel
Aamserslilaunsoiayarigisssldeginindetie
TAS 41 fmualiilanednwae (Description) Y89
Funindianin Aesursisaungiilianunsaiayac
Feyamydsssulfednindetie FnsAndndousim
ild ergnisldauniadnsiandensiaiild uaz
srmuuarAndensmazan @dldsnmariauain
niswesdrazanliugn) a Fudunauazdune uas
fiddgAe mndululd Wiiansdametaseya
Tngussun fuiau“aﬁ'1qﬁﬁiwil'ﬂﬂul.ﬂuhl'l.ﬁ@aﬁwa;j
Tuthodu Sadiulédn TAS 41 Wiauddryiudesune
gesffuImsiamsfsamniiliannsaTayadiieyan
yhsssuldednindedieuasnislinasiiivvesuims
lunsuszanunstrsvestoyayarigisssy Judu
Uselomflunisdadulowiznenaiivssifubesnany
Liwdueulumsusznums §uimsidbimsviniaes
wisaziaunsilamedayadingnn mnusmsiiwaua
Amnyauuazmsldnasiidalunisuszanunsdeya
Wenmeedniindrilnuazsviinszfaseunoy’

winyargAsssuvasduningTinm [@Fuasie
feTmmuinAdeusIAavaNLaTHAYIANUIINATG
dovravaw) aunseinldednindedeluszwitena

330,000

18,000 348,000

UagUu Aamsdeadamednunrvesduningianiwiy
mesueisanvaiviliyadgisssuannsainaldetine
vndefle uwarnansznuvaINITABULYaITIna
SufioUfUA na=nasufUAlugoaUdsundas
fAamsdeni TAS 41 uazuulufias Auiens
Wnannau U uRleiusunisidulssinddmivsey
svoznaUyEnduluvioudsiuil 1 unsieu wa. 2559
Wuduly Meidatvayuliiluldneutuiieujua
mnﬁﬂmiﬁa'ufjﬁ’ﬁmuu‘1m§1umiﬁ'nﬁaﬁ'uﬂ'ﬂ’m%'u
Rnney Aanrsiandanedoinavidinainae
yenvntu TAS 41 fldfmuaisufualudas
wWasuulasudliufiRnudevualuninsgiunis
Ui avuil 8 (USuugs 2558) (Fee ulsunevnd
nsWasuwlasusranunmidyiuazdeRanan
(TAS 8) LﬂaﬁamﬁL'%u'lﬁ’mm'igwm‘sﬁ'm%aﬁuﬁ
namfe Whihulsuenistgdlninfeufuddeunds
fusunisiduvesnanislusianau (Retrospective
Application) TAS 8 fmualil “Aan1sneslTuveen
gnundunveterUsynavludiurendivasiilasu
nansenuann1siUasunvasulouienstigddmsu
sunsiunasngauasudazanilduanaduteya
Wisuisulnedalaiiowinldiinisuiuleuisns Uy

lwiundeujialnenaen ™

W = L w - ° - W o o
wmsgunsUd aduil 1 (WiuUR 2558) Fes msinaussunsiu ldlindnnsldnaeiidslumsliauedoyalumnuivg

- [ ¢ w = w Yooty
Usznevsunisiiusaitumasfeyaddgfsanuaulbivuuaurenisyssnams

8 TAs 8 dawti 22
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aghalsfnny iedaeliAanisasatih TAS 41
unfeufuRedefiusravinauazussimtgmitens
diadu iilesainnisinyar1gfsssuvessionisi
Aeates andv@ndnds ldmadendefanisi
wmsgrumstyFatuiuldiduafusnlud we. 2559
nanfe fAanmseradeniuinaiilsuaryianuainns
wasuwadluyargisssuvesduningdanmngunu
Tunisveanmsduld TAS 41 Taeufuduilsazas
U JuuNAYRITEUSTEELAYTU WA 2559 (Modified
Retrospective Application)’

nAniusunAn
TudIUYBINIATFIUNITTIBITUNIINSITUT
eatestuinunsnssudmiviansifidauldide
a1s13auy (Ran1s PAEs) amivndndgdv dmsuiudy
TAS 41 Tasdavindusnsgrunisdnd aduil 41
(USuugs w.a. 2559) 1309 LnwAsnssu (TAS 41R)
wazlifoujUdadueunisiiulssinddmsuseussey
a1y dnculuniendaiuil 1 unsiAu w.a. 2560
duduly TAs 41R fiidevndulumunusiiinimun
5um'mmmgnum‘sﬁmﬁizu’i’nﬂiswm avuil 41 (e
nwpsnsndaduatuuiudgsiidugaluiud 31 funeu

W.A. 2558 (IAS 41: Agriculture (Bound volume 2016

Consolidated without early application)) — IAS 41
(2016) ldTinsusuugadedmunlunisssauma
nsiuiiigadestuiinienislindanauds nande
finsiiutonuves AuensTindana Tneliiedy
M3 iy 81msuazgunsel munsgIunsTyd
atuite (Uuuge we.2559) des i a1msuaz
gunsal uindaraieiydulanniivientslinanua
Intoduduninddanimau TAS 41R waviiuganyu
Mnisuiadiiieadesfuitedanailiioufuaniu
unsgIunsiyd avuil 20 (Uuuse wa. 2559)
309 msvyddmiviugavyuainisuiauaznisida
wedoyaiisafuauiIsmAeaIniguIa
dorsmuaiiutiuly TAs 41r fifomasandes
fuuuuiiis Amdenislindanailslutiogtu daufu
nsUsenAly TAS 41R JsdawalnaniivnIwdeyds
AaeunanuuIUfUAm awnarilul w.e. 2560 TAS 41R
Jludwmansenueg1afianszd1Agynaiznisujua
namstiyBiaeatuineasnssulul w.e. 2560
duiuianislufidouladearsisue (fanns
NPAEs) an1iwdwind funuilosiminigiunis
FBNUNNMTRIUGMSTURINSTUIANANUATIUINE BN
(TFRS for SMEs) 1lunuanAsgIunIssIeIunIans
Rudwiuiansiliidrulddsaisisue (TFRS for

9

Adpulddrsaenini TAS 41 uazuuajian fuientshindana (nasgun) inudalivesuismeaudenlunaravinning

| " ° - W ) - -
witUszinalng nguinumsuargnamnssiems $uau 58 uisvlul wa. 2559 lasidudeyasinsunistusiuvedlasunan 1
U w.. 2559 waznuinil 18 vismitldinnmsgius iUFUREl Tne 2 vl TAS 41 sufuRldnoud w.a. 2559 dwdn

12 Uism Iddmsgiun sufoaldiduafiusnlud we. 2559 uazwuin 9 vidmiinnuoRldidundausntud e 2559
vanusldiFenianyisuiulsafuilsaraudunad wa. 2559 mufianindwdyds seylidumadentu TAs 41 Taewudn

fifssuisnidvaiidesiuaniilsazandunnd wa. 2559 dwiu 3 vidmithifinsuiugmansenuainmsinnesgiun

ilgiduniusn Namueladawedinisdanaigiug aujualvbidaansenuesfiarsedAgaesunisduresianis

] - e v o - L i - ) d e - e L4 - e
Tuduvas 44 visnilildiunasgun uUjiEldnud 3 vismegludioitmstiuimsgiun iUoald Taed 1 v

ar 4 . 4 & - A :" ] - e ]
soussozna Uy Tlildduaniui 31 Suneu dwudn 2 vidviunudn 1 vidwszydealnudios TAS 41 envdanansenu
a3 ' - e s - - " o » ' - - o P
fdrdydenduuism drudnuienlilddawmedayastdleluiunadu Wewnduduninddnmuszian “ndnnai

- - - v oa oo A ] - Mo W Voo
Wiydulnuuiuienisiikdana” Savdandanvesnanmsdainiaulvndana
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NPAEs)" Taglwdeufjiftuiunisdulszdnldmiv
souszoznayinculuniondsiuil 1 unsiax
n.a. 2560 \Wusuly Tas TFRS for SMEs lawmun
WazI3HUITHIINIIASHIUNTTTIBINUNNNTRUSENIN
Uszimadiviuianisvuianansuasvuint suaty
U w.A.2015 (IFRS for SMEs (2015))
ludsufiieafutefmuanianstydifeaiy
inwasnssutuldseyliluunit 34 Fea Asnsswid
dnwaelanty vee TFRS for SMEs lasdianszdrAgy
wiloufufu TAS 41 nanafie Avualiiayann
ﬁuw%’wéﬁqmwvznﬂssmmﬁaﬁ:nuinuaznnéuiau‘saaz
narsnuisyadigAsTsuinduulunisve uas
AmualiTuindananiinisinens o youAuLiien
foyangisssuindunulunisve usdeimuny
Widnmedeyaiiisrdeaiendladisuiu TAS 41
atialsiny dedmuan LildimuatiouwayiSUfUR
maﬁty%ﬂmﬁmﬂamﬂﬁwﬁmuaLaazwﬁmuaﬁm‘%m;ﬁdm
vuRmitensWinaanaliifunisiony

Fofu dewdsudisudarmuamatydifeatu
nunsnssy Tl we. 2560 sEwing TAS 41 ¥83naNT3
PAEs way TFRS for SMEs v@3fian1s NPAEs 9
Wiuiniams NPAEs desinyasifiuitanislindnua
feyanigisssuinduyulunisvisuazhifiejUn
fusremssnanaidudunilessiemsiiay e1a1s
wargunsal warlaildivualiiants NPAEs nyan
nannaasgiivlnuuinienishindanaudetisla
Foiumszyarvewdanaiiaigdulnuuiiviienis
inannalaudsogluyargisssuinduyulunisvie
yasinienshinaana

pglsfimy TFRS for SMEs mszminfatigmil
anuiiatulunisinyargisssuieatuduningdanm
FalaldeuniiulunmisldyarigAsssuinsionisnena
wnAsnisiidunuiiguivlunieldaaameisiuunn
Wulvlun1sia (Undue Cost or Effort Exemption)"
Fafu minfansianudssasdsrlddeaniiudana
Aanisredldissmmulumsinyadrduninddinin

19 140 et 2560 andmwtiydn Sinawsiemaidu 2 Ussanmileutiagtudwmiunistduldiasgumsssnunensdu

1&furl AN PAEs wazAons NPAEs Tasldienuuesiants PAEs way NPAEs Tutligluuazimualiionts PAEs Avsufjuna
AFIUNTITIIBIUMNINTTRY (@dudTudye wa. 2559) daufiants NPAEs Aesufjianna TFRS for SMEs uviu TFRS for NPAEs
ogslsiiniy Walinsvsduld TFRS for SMEs dmfuiionis NPAEs fiuszdvnauarliviilifionts NPAEs uienguidlsuvu
wiel¥mmmeresgaululumsufofan TFRS for SMEs animiwdyda Jaldutsfionts NPAEs 1Tu 2 Ussiaw leun
A9m3 NPAEs fiiaaududou wasAans NPAEs Alifinududou Tas NPAE Miimududousivsufifanu TFRS for SMEs
v;nuniﬂuwmwm"'lmuminaunumwoﬂu"l'ﬁ‘lﬂluamnmma'lnnamﬂmmaummman daufisnns NPAEs #laifiaan
dutousioslfuiiniu TFRS for SMEs wzUUniiisatesiaty wazan v indydy lddmualiionts NPAEs il
Aududeu mneda Aans NPAEs duaindnuasnduisns Taewdaide ulvieladonisswioluil 1) NPAEs iduussmdon
V3tvsan wieRan1siaud1ueaiants PAEs w3e 2) NPAEs fiiduamulufients PAEs lugiusuitites u3sniau wishans
$7uR1BIRINT NPAEs w3a 3) NPAEs liiuawmuluuismdes vismin wisfiamsiauAnduions NPAEs wia NPAEs
FATuu3Svray VaSwian wieRan139auAwaRaNIs NPAES dauianis NPAEs lifimududiou vanuiis fiants NPAEs il
NPAEs fisiaududou

TFRS for SMEs Amualiiianisawniald Undue Cost or Effort Exemption fuunasemsiidesindeyargisssuminiu
iy Fundngdanm edanumindifionisamy Aunindlifidmuildennissangsin Sunadradedsdunindiililituan
Wudu
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fuuny nanfe W¥ayansesamuindndesia
AYANLATLAYHAYIANUIINMIFBBANATAL UBNTINTY
T uanssrenisduningdTrnmiind83551A9mu
Tusuuansgrugmsunenidusienissnnilsussia
A1ramnansrensaunindFanmiiaseisyann
gisssn wazianisealawmelunuisivalsenay
WNMIRVIINIITIMAlANSInTIen1sduningdanin
froyangRssauivhlifensiidunuiiguiulunie
ldanumrsuuiniiulusndadameteyadui
(Aendaatunisliissmmu dedunaiiunaulavsenis
wilafide TFRS for SMEs lLusygralwlddasniiy
T9AUAUNTINYAATIENSHEARANINITNYAT O 9
\utden dafu Aants NPAEs FeanSuuarnundey
dmiunisiayan1gisssuvessignisdenanilag
Tiannsovanidesld

\lesnnlutaqiu TFRS for NPAEs Ll
unangfifmuadoufiiniaiyiiertuineesnssu
Aans NPAEs anunsatirderimunuazuunufoaiisey
13Ty TFRS for NPAEs dwiuiiesiindruadauay
Weadastunusegndldidudiduusn? Fafu Tunis
UfURAIMT NPAEs Jaimyafisenmsduningdanin
freiBsiamuiruiieafuinents du e1a1suay
gunsal waldlaFuzuazinyan151en1suannani
manuas o yafiuien wisui o gaimdusiens
ﬁur’f’mamﬁas’haﬁunuﬁawuﬂﬁﬁﬂﬂﬁ'mﬂaﬁuﬂ"ﬂ
AUNED

n15USUAIB3RINTT NPAES dmiunisingiens
Aunindinnuazndananisnininuns o IaLfiuiien
aaeyangisssuindunulunisvieniy TFRS for
SMEs (wid1azdinseygnlwly Undue Cost or Effort
Exemption) Jududsdrdguazionisdesniou
AN DM IUNTNEINT YAAAINT WATTEUY

ATAUMAYDININTT TIDINIVIIATLIAURUIMS
anninindyda Inessudnlulssidiumanisedii
Iroufun1saduld o muniioafuineasnssuly
TFRS for SMEs lUSn 2 U TaulWiSuufiRnudae
vuaiulull wa. 2562 dwiuiionis NPAEs #ifiam
dudaunariiualieniiunistidulddasmunies
NEAINIIUTURUATINS NPAEs #ilaifianududau
lnsmguaurvzidunszysvleniveanislddoya
yargAssalumsdndulavesyldunsituvesianis
sanaesluninin mndimsddulddermunding
Judumsiiumselaglisnduliiuianis NPAEs #i
lusimugugeulunisdainsneaunianisitu

unasu

aufian ivdwdadn IWusenadiuld TAs 41
wazuuIUiUR Avdton1shindana (uinsgium)
dmuAansitidldidearsisue waelWioufiaiy
unsiulszaddmivseusseznanyinduluvie
wasTud 1 unsrau w2559 Wuduludu unauil
fimqusrasdifeaAuseansvddyues TAS 41 uay
WA Audenislindnua Iinsizriusuiiui
ihavlawastiymnitenafniulunsufifnmunasgiun
fanansmddifmetuieiaiunnudila

Aan1siedesiarsuinfansegnieldveuiun
mstaduldinnsgiug dvdel FamnAnisdesufos
AINNIATZIUY AINerdesdauszianduning i
Weatestuinuasnssuligndeaiiearliitisufua
sty dtmnzaunly Tasiansdes 1) Jayarn
FunimdTanmynussianeniuiiniienishindana
iasufsenisiduusnuagyndusousrezIainig
89U LA TayaAWEAKANIINITINYRS o YaLAUIAE
feItyanyRsssudldyadigRsssuinduyulunis

2 TFRS for NPAEs gawii 52.1
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1o war 2) Juiuarinyadrinitenishindanany
dorimunves TAS 16 lawaunsadenisnisinyanii
dlanevdssenindisnamuuarismsiisinilu us
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nsseld wienszuaiuan uazdasiAnaniiteld
Funvnyarilagiu Jaaddinanensliifuiunu
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Blumlsvanudwiud fafu annindedevesyar
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Artificial Profit

Srisuda Achavanuntakul
Associate Professor of Department of Accounting,

Thammasat Business School, Thammasat University

ABSTRACT

The absorption costing, the method use in financial reporting, cause opportunity to create artificially
increase in operating income, by overproducing. Since the manufacturing cost include both variable and
fixed manufacturing cost, the unit fixed manufacturing costs can fluctuate with production volumes that
impact on gross profit to fluctuate as well. Therefore unethical executives are likely to create artificial profits.
The absorption costing therefore is not suitable in performance evaluation. The solution to this problem is
the concept of variable costing which assigned only variable manufacturing costs to be product cost. Fixed
manufacturing costs would treat as period cost, thus the production volumes can not fluctuate the
manufacturing costs and profit as well. The compromise solution is the absorption-cum-direct costing income
statement which combines the essential characteristics of both income statements.

Keywords: Full-Absorption Costing. Variable Costing, Operating Income
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Integrated Reporting and New Auditor’s Report

Somchai Supphatada
Assistant Professor of Department of Accounting,

Thammasat Business School, Thammasat University

ABSTRACT

The integrated reporting (IR) is a report which connects business model with business measurement
aiming to meet a main business strategy. In addition, it is suitably integration between integrated reporting
and a new auditor's report. It is interestingly new and upgrading in communication between accounting
professions and investors in the next decade. This article has an objective to present background of the

integrated reporting, basic components, and benefits as well as connection to a new auditor's report.

Keywords: Integrated Reporting, Auditor's Report, New Auditor's Report
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UNAYILIBINIS

Hedge Accounting: IFRS 9

Wichet Rojanasukarn
Vice President, Finance and Accounting,

Deposit Protection Agency

Dr.Sillapaporn Srijunpetch
Assistant Professor of Department of Accounting,

Thammasat Business School, Thammasat University

ABSTRACT

This article was aimed to explain requirements for hedge accounting in IFRS 9 which are different from
IAS 39 in many aspects. Specifically, the requirements for hedge accounting in IFRS 9 could dramatically
improve representational faithfulness of financial reporting by reducing effect of accounting mismatch. This
is mainly because an entity has to recognize changes in fair value for both hedged items and hedging
instruments. Formerly, an entity recognizes only changes in fair value of hedged items, not hedged
instruments. In addition, IFRS 9 requirements pertaining to General Hedge Accounting do not include
Accounting for Macro Hedging which is appropriate for much more dynamic transactions when compared
to General Hedge Accounting. Hence, apart from General Hedge Accounting, IASB is working on the other
project to develop specific requirements regarding Accounting for Macro Hedging as separate project from

General Hedge Accounting.

Keywords: Hedge Accounting, IFRS 9
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