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MedianAnalystForecast WX [a]l—/1A @ HEAT B R 1 BT A 0 A U & A 1) 4 RO 4 i)
MR EL o FERROR P4 8 43 AT I 22 ) Tl 0 e M > B BOK > A4 2
R FIUI  oEBA ERRAIG > 2 TRER o TREEI IR o i T IR E AR T 5 3 A R A U
IR FERK > FATTHE EZE AR sp ) 28 B) 24 4E 1 |[EPS| X 2 Pl 5% 25 A T AR AL
(BIBRLA|EPS]) » LAskE S A BN bl v REAT R A T Rk 2 -

D Hp 2 AR B E SORAMT AR

NEWCAS & F T FRAEA[R] 2 T H 1] 9 i AR & o 4 AEAS 1] D 2007 222009
AEIN > AR REUE N 1 0 YA E D 2004 £ 2006 4E I > JHUE N 0 °

ASSET ~ NUM 53 B2 I AE Y AR AR AR RG89 B AR XS BE R 43 B I BR 2 ) A
B TR 2N RN 43 B U R i A B800T 28 R F000 748 e 1 0 B2 i

HORIZON N5 B R 00 & A B 54752 bR i H 18R R0 B AR5
I S A2 T 0 st ] T R P R o AR - MBI H SR B AR - A
Uil AT ARAS A5 S FE 43 - BRI PO 64 15% 25 8% /N (Clement, 1999; Horton et al., 2008) °
PRI > FRAT] 01 12 B A0 3% 25 B AE HE o

UE Rk R AU R R/ > T AR Y4 EPS S E—4F EPS Z 4B
BRUA L —4E EPSIML A - EAMBFR R TR > AR > W4T )
LRI 35 2 4K (Land and Lundholm, 1996) o PRIt > FATTFi 011248 & A Fiinl 35t 2
1B o

RETSTDF1 CORR 53 AR ZR 2 W JBE S 040 2l DA B 28 m) SR Il i 55 2 i L AR 22 1
MIAHOR R B - Ho > RETSTD N = 4F 0wl B A RE MR bR #E2E - CORR NI —4F
AN R RS S TR AR R - BAh > BA DA il 747k
FSERNE-A TR

IR E R B s NEWCAS W) R BURE N IE > MWK FE 2 N > 43 b
F B R P 2E 3800 > A RIS B EAS 2% > RZIRAR -



2 VHAE X B AT 05 SR BE A 32 M F 52

N T 2 ST HE I K T A8 B S B 2 10 R RO B R R XS 40 T O 2 2
R > BIASCHIBE AR 2a - FATEEREAR L Bl 2 iHE B T2 A B2 B0
FIWT A FE BEHEAT 404 - IR BLRL (1) AT IR AN L - Bk > RATESEH AR
B IR A BLTHE R FL) (4 C ) Sfe iy 248 382 FAAIMT RO R - HtE AKX T -
ACC=|Accrual|/|EPS| » Forf Accrual NRRNTHE - 55 T ¥ M 52 22078 1 3 I
FEGAIR DAY AR AR A RUIREL o AR > FRATTRIRE AL FAEFTHEN 9L 5 =4F 4 C C Y
EAE N AU » A CCm TR R s L0 > TE Dy 3 3R IR 2 1Y
o> 2 MIHNE R EM WD I o R ACCHE R AN NEWCAS REEE K
T ACCHBARIXS N R > IR WIR AFENI LSS » Z0 i 2 1HE B b R 24 B
JE T AT 2 19 2 ) ) 2 R T 2% 25 B AR FERER o

A > Oy T2 G Y DU 0 2 F AL R {6 P Y LR AR B o X 43T U A 2 22
RIRZ N > BIASSCEORIE T AR 2b > FRATDREAE A2 w42 B2 Fotfh 809 {6 R 8 47 7
s IR FIASEES (1) BEAT [ AL AN LU EE o BARHD - FRATE SE AN~ AR & F vk
N SN ED R B SRR BE © FV=|FairValueGain|/|EPS| > F.H FairValueGain )15
JBe A SR (AR By B Ve il f o AR > FRATT A AR 2% IR B v U S50 f5 =48 F v Y 9 (E
VERN I ARYE o YA LS RITE B S f5 = 4F FV I S(EAL T T A REAR 22 AT 90%
IIE R LA B AT R N F VR AL > HARMIREAR L FRI 5 N F VAR
7o MR FVEHAR NEWCAS RBEEZERT FV AR > WIRVERAFMEN ARG -
SIS 2 SO (B PP R R vy 2 ) Y 28 ) 0 5% 22 3 AR 2 BE R T HoAth A ]

g o AT AT BB (2) 71 (3) A i A SCHYRE3 > BT 2 THE NI 7 3=
BE 2 (R WA B 2 oA 8L ) (5 X 43 A U 28 ) S ) 7L T S 0 > 2 A5 E VR B
PRBE 2 1)t DX Ry 7

FERROR = a, + B, NEWCAS + B,ACC + . NEWCAS*ACC
+ BASSET + B.NUM + B HORIZON + B.UE )
+ BRETSTD + ,CORR + INDUSTRY + ¢

FERROR = a, + f NEWCAS + B,FV + p NEWCAS*FV
+ BASSET + B.NUM + B HORIZON + B.UE 3)
+ BRETSTD + ,CORR + INDUSTRY + ¢

AL > FATLABEL 55 (2006) gl 1) v = T A e oh i i AR P RS (LEGALL)
S FRFRE NIG LR BT 19 AR AR i o 1A B A BB AR > X LAY b DX YA BREA B R AT o
FRA TR A e HEEL T A i DX ) 36 AR AR 4 R B R AT 00 2 > Y ik b [X 1 3 A AR 47 35 B
KFREA LS T A ALEO > W RGBS B i 4 > e 2 M H R IR B R B e 24
WA o FEBCIERN o FATT 2 B AR AY (2) A (3) X W AR AR AT 18] JH 43 BT A0 B S »
o ACCHRI F VY E SCRBER 1 — 50> I H T FEAR 2 JIE 3 o U0 52 B AT 9 4 ¢ C
FV > TATRHMEN S G =4EA9 A CCHRI F VIR A& WS- LEGAL BARALRY
NEWCAS*FVHI NEWCAS*ACC ZH0. KT LEGAL S = 21 » W= B8 2 v 7
T T 2 1) TR A BN R 2 e A (8 08 8 XS B 0 28 ) 3000 #9670 TR ) - AER
T PR35 2 2 1 L X B i ™ o

127



Ve LB BB RS
v SRIE4E
4.1 RS LT

VPR T AR SCREAR M TR 7 S HL A A G DL - Forb Panel ABU/R T FEAT %1%
DLRREALEE 270 > Panel BAI/R TAEARPIAT L 5040 -

+®1: FEARDGEKR

Panel A: BEXRTFIER FE DM

Ay 2004 2005 2006 2007 2008 2009 Aif

AR 1,352 1,357 1,411 1,527 1,602 1,660 8,909

— IR A 53 47 i 21 )

T R AEAS 565 721 863 1053 1194 1433 5829

— IR 43+ 4 0 S & A H 1A

Kb F FHAR P AR

PR H 2 AMIFEA 364 597 665 804 996 1,279 4705

— I Bk 4 R AR G AT Ml LA R

AHIGAR TR (A A 333 530 639 723 877 1,188 4290

Panel B: BTl 9 %6

(R4 ¥E Asl il HE Hol

AR~ bR B il 66  1.54% DI~ BSIOKE 205 4.78%
A A R

B kAl 115  2.68% E#&R 59 1.38%

C il Ml 2,629 61.28% Fagilzaf - fl. 255 5.94%

- COBf -~ kA 193 450% GfsEHEAL 193 4.50%

~CIYi8 ~ %~ T 111 259% HALRMEESS 262 6.11%

- C2RM -~ KR 26 0.61% JhHir=k 262 6.11%

— C3iE4K > Bl 67  156% KAL2MRSE 119 2.77%

— C4 A -

AR - YR 471 10.98% LALHES b=l 20 0.47%

- CSHT 169  3.94% MEZiAHK 105  2.45%

- CoElE - FEE 458  10.68%

— C7THUM ~ 25 ~ R 791 18.44%
— C8IEZy ~ AWl 325  7.58%
— C9 HAth il 3 Ml 18 0.42% &t 4290  100%




B2 THAE G B AT 5705 KRBT A 52 M F 52

Fo Mt TARSC R B B AR ST AR o WA AT UK IR 4B 0 2R F
PR ZE W (E AN LB AN 0.4773F10.1996 > T HARHEZE N0.7719 > 5B A7 XA
[F] 2 R 8 R T o fe A R 22 3 o XSF IR — R B 40 B O R i ) 249 (B
B AN 6.6457 F 4 > B DEREEANBION TN » e 56 N > i 25% HIAEAR A A
H 9 NUA W T EREE o 4347 i 8 R B K A H 5 4R S bR 5 B MBS -T- 394 168
(121 K > R P Z A A BIE A F 2505 51 0.8383 F10.3966 > H 22 a4 3% 2 M 1) 34
(RN A 5319 0.1393 F110.1335 o A HE 5% 2R B0 B (AT AR 41053 0.0671 il
0.0859 » PLHAFRE i A "l 4 i B AR BN AR o FVRYSEF 07 8053 31
0.014 10 o HH > ARSCHFRFEAF FV-0 1 L2 1 38% © ACC B BN A7 5053 7

JE2.5613F11.3184 °

®2:  ERAARERAMESIHME

N  Mean Median Std. Min. Q1 Q3 Max.
FERROR 4290 0.4773  0.1996 0.7719 0.0121 0.0772 0.4850 4.9341
SIZE 4290 22,500 22.408 0.9750 20.604 21.759 23.139  24.957
NUM 4290  6.6457 4.0000 7.2869 1.0000 2.0000 9.0000 56.000
HORIZON 4290 51210 5.2311  0.5639 0.0000 4.9593 5.4375 6.1247
UE 4290 0.8383 0.3966 1.2532 0.0220 0.1765 0.8796  7.0528
RETSTD 4290 0.1393 0.1335 0.0513 0.0522 0.0954 0.1769 0.2680
CORR 4290 0.0671 0.0859 0.3396 -0.9171 -0.1759 0.3166 0.7449
Fv 4290  0.0140  0.0000 0.0336  0.0000 0.0000 0.0034 0.1350
ACC 4290 25613  1.3184 3.1531 0.2641 0.6376  2.9769 17.110
LEGAL 4290  6.6575 5.5200 3.1425 1.4900 3.8200 9.3300 13.070
®3: RULIKRE

SURIEC R R tfH

Constant ? 1.2232%** (3.50)
NEWCAS + 0.1139*** (3.36)
SIZE ? -0.1018*** (-6.92)
NUM ? -0.0093*** (-4.97)
HORIZON + 0.2703*** (13.42)
UE + 0.0631*** (6.85)
RETSTD + 1.3742%** (4.46)
CORR ? 0.0422 (1.26)
INDUSTRY il
Adj.R? 0.1042
FlH 19.47%*
N 4290

oo s e B RIERIRTE 10%

5% > 1% MY/KF E 53 o

129



130

A B e HEF AT

42 FERBER

F3HE TRV 1AIAR S 45 5 o MNP mT DU B » ZESTH] T 22 BIRLEE ~ 23 B il A
B~ A3 BT B T K~ 2 R BRI Bl B~ B R B M A R R AR A R R
HWEB RG> NEWCASHIZRETN0.1139 (¢fHN3.36) > E1% KT F i3 o X UiAE
HENI S S - B 25 | F-£249%(0.1139/0.4773) » 2 BAR B2 THE N F5 4347 i
Z R TR 5% 25 1 8 B G TR ORI SRR T AR SR B
1o Bb4h s SERATTI—3 > HORIZONFI UE S5 PNIRZEIEM X » HABIIE 1%
H 7K b 3 o

T4 TR 22 AR 455 - PREE RN > ACCRIKANEWCASIREL
$]-0.0125 > HAREZE > T ACCHKBUANEWCASHIZEN 0.2408 > EHLAE 1% AI/KF L
K25 o XU T o O S e X BT O R I 5 25 Y R TET RS T AR T HE R
WG AR EHIR R Z AT o > NI NARARRINEWCAS ZEM)
E5 s WATEARE DA RH > YHARFEACCESH > WM HKEI1
IRAE Y 0 > SR 5 FEREAY (1) By At Hm A WEAS & H R S5 NEWCAS 28 LAS
H*NEWCAS » 38 XA 81 5 35k B N W0 ALRE A M NEWCAS R B0 25 S 1 B35 1 - THF5
GEREIR - ACCHR MM NEWCAS ZEAE 1% WK E R ERT ACCBARAXT N
RB(PIE <0.0001) » X —L5RFRKY] - RAFUENILAG - AT 2 05 B b /& 24
B2 AT B 22 1 b T 2w 2R T 5 25 4 R N R T A A | A
BE T A SCHI BT A ABN 2a

®a: RV 22K T LR

A5 ACCRA ACCHEAH
¥ ol R off

Constant ? 0.5092* (1.77)  2.5194** (4.03)
NEWCAS + -0.0125 (-0.45)  0.2408** (3.96)
SIZE ? -0.0386™* (-3.25) -0.1832%** (-6.85)
NUM ? -0.0060*** (-4.14) -0.0010 (-0.26)
HORIZON + 0.1403*** (7.88)  0.3597%* (10.83)
UE + 0.0643*** (6.16)  0.0281* (2.04)
RETSTD + 0.9441%* (3.75) 155327+ (2.82)
CORR ? -0.0350 (-1.32)  0.1220** (1.97)
INDUSTRY Pl Pl
Adj.R? 0.0901 0.1079
F{H 8.86™ 10.60
N 2146 2144
NEWCAS 2L
) LA 5 p-value < 0.0001

T oxs s o P IIERIRTE 10% ~ 5% 1% HI/KF- F 5.3 o

7 BRS¢ “Introduction to SAS” UCLA: Academic Technology Services, Statistical Consulting
Group from http://www.ats.ucla.edu/stat/sas/notes2/ (accessed 24 November 2007) °



2 VHAE X B AT 05 SR BE A 32 M F 52

F s TR 2b BRI 25 51 o [FIREHD » BRAG FRATTHL 2R 43 ALK 7 35 SR AG 56 A
B2 SN (B A AR [0 o5 R R 38 6T 20 B T 03000 35 25 I B Wil = ELARTT 35 > Y FEAR A Rl AE
ST W St 5 =4 F VB (BT T A 2 7 909% 20 s & B B E > FRAT TR LRI 40k
“FVEEA” s HARBIREARN IR N FVEARAL” » sAE SR ISR AR »
FVEARATE = AL NEWCAS 25057514 0.0933 F10.2885 » B W3E N IE « I-H » W
HFEAR RBULBAR I 45 R ER > FVREH NEWCAS ZBAE 1% K- B EHKT
FVEARA (PIE70.0056) © ix—£5 KR > SRAFUENILUG > 24002 et (B0
R g 2 D 014 ) U 2 2 B R B R AT SRR T AR ST SR A 2b -

®S5: RUL2b AL

T AF5 FVARA FViE4
RE o R tfH
Constant ? 1.1491%** (3.22) 3.2932** (2.15)
NEWCAS + 0.0933*** (2.68) 0.2885** (2.19)
SIZE 2 -0.0964*** (-6.42) -0.2132%** (-3.30)
NUM ? -0.0100%** (-5.23) 0.0047 (0.58)
HORIZON + 0.2651%+* (12.75) 0.3114*** (4.28)
UE + 0.0679*** (7.09) 0.0022 (0.07)
RETSTD + 1.3375% (4.27) 2.5005* (1.83)
CORR ? 0.0419 (1.24) -0.0444 (-0.29)
INDUSTRY il Pl
Adj.R* 0.1092 0.1044
F{E 18.53%** 2.91 %%+
N 3862 428
NEWCAS 5%
B L AR 5 p-value = 0.0056

T o o o P IERIRTE 10% ~ 5% 1% HIKF E B3 -

Fe oty TR 3 MG 45 51 o BbAd > FRATTRAREAC S ) Fr ik i [X ) 2 A O AP 2
TEELEGAL) Z B R T I AR AL BAEAKI 3 0 LEGAL B4 (RIA #LER
BB X A 7)) A LEGAL BARAL” (RA FLER B 25 M X (A 7)) o

T E > BATARIE T 52 Ve 45 2L 5 22 194 0 b ASXsF 0 W U 8 ) 300 ) 6 T
M B SRR B E ML IX AN & o Panel AR TAHMMLER - ATK
W > ZHIINEWCAS*ACCHI ZBAE LEGAL BARA B 414 83 NIE > HHATH
NEWCAS*ACCFR L ZE KT J5 # X NI ZBU(PIE0.0093) » X —L5 50K - Hrait
YA U 65 B2 B 22 140 A B ASURT 43 AT I 2 R 30 1 67 T R W > E 3 BEER B 25 1) b
XE A -

S TRATHE R B 4 R LR TRATER AL o RIS o FRATTE AN IR (9 20 AL 05 AT T Bk
I > BESLEE I BA SRR A o BRI LU AR S B 2
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A B L HEF T

AR > FRATTARIGE T8 2 THAE TN S 2 Fe AR (A4 (5 1 XT3+ B T 28 ) il #) 74 T
Wi > JEA5 eI BT B 25 A M X B I ™ B Panel BARS THIRIAIZE SR o AT LK
B> A TWARA » ZLEHNEWCAS*FV IR BIITE 1% /KL 8 ERIE o F—
# o FEARR BRI EE R R > LEGAL BARA AR NEWCAS*FV 2508 F K
T LEGAL Em 44 N B R B (PIE ] 0.0776) © 53X — 4R FH > Fra a2 sein
(ELAG il R CH 43 A U 28 0] 300 ) 97 T R > AE TR BRI S L OB IX IR Y »

®6:  RULIHIKKLE

Panel A: ACC

TMAF5 LEGAL%R4 LEGAL &4

£ i A off
Constant ? 2.0422%%* (4.37) 0.4382 (0.97)
NEWCAS + -0.0515 (-1.00) -0.0636 (-1.42)
ACC ? 0.0196*** (2.95) 0.0269*** (4.07)
NEWCAS*ACC + 0.1265%** (14.00) 0.0936*** (10.73)
SIZE ? -0.1313*** (-6.56) -0.0668*** (-3.67)
NUM ? -0.0005 (-0.20) -0.0047** (-2.06)
HORIZON + 0.2429*** (9.36) 0.2382*** (9.24)
UE + 0.0694%+* (5.57) 0.0586*** (5.25)
RETSTD + 0.2729 (0.66) 0.3647 (0.95)
CORR ? -0.0117 (-0.26) 0.0570 (1.41)
INDUSTRY gl gl
Adj.R? 0.2835 0.2497
F{E 30.56*** 25.35%*
N 2167 2123
NEWCAS*ACC 2%
) H AR 5 p-value = 0.0093

Panel B: FV

A5 LEGALARA LEGAL =54

2 A {8
Constant 2 1.5990%** (3.10)  0.648 (1.32)
NEWCAS + 0.0938* (1.77) 0.0379 (0.83)
FV 2 -0.9909 (-1.03) 0.5281 (0.82)
NEWCAS*FV + 6.1288*** (5.15) 3.5984*** (4.35)
SIZE 2 -0.1199*** (-5.43) -0.0823*** (-4.17)
NUM 2 -0.0082*** (-2.94) -0.0099*** (-3.98)
HORIZON + 0.2791%* (9.78) 0.2551%** (9.13)
UE + 0.0643*** (4.68) 0.0589*** (4.87)
RETSTD + 1.4113%%* (3.13) 1.2873*** (3.13)
CORR 2 0.0063 (0.12) 0.0472 (1.08)
INDUSTRY 4l £ il
Adj.R? 0.1294 0.1188
F{H 12.11%%* 10.87%**
N 2167 2123
NEWCAS*FV 2%
) LG AR 56 p-value = 0.0776

T xRN TE 109%

5% > 1% MK E 83 o



B2 THAE G B AT 5705 KRBT A 52 M F 52

f - ARSI MSRERE

5.1 HRMED

TEAG B NS BRI 58 SCHI o - R 62 F1) T 35 22 A0 > 20 D 8 JT00 0 B8R T 4
i EW AR S HREE Z MG EA MR 5 — EZ SR br o B > FATRLLI T
Wil 0 2 5 D A7 R A oA BT 8 U F) S B T 2 R B AR S ) o G R T
M0 F AR S RSB i - BIVECAE S B0 B 3B U F i A A1 S
Z > BN —BOEE M AEE o K2 > ARINEEEW RN > BIHAE S5
ZEIS o WA I 5 252 B 22 19 UL 152 A0 HC At 9 A A % BT B S B TUH - A
T {68 A5 X 2 ) 6 M S0 19— BORE JEEFRAR 3B o T 3R B - £ 3 [ A il BE BR
BT R BRI THE B A NI A AE AT B2 (A A RIS B R A B
BEWRE TR o IF B > EH R T B E2 AW OL T > BV I8 B AR
HEE L > 2y i TR RN AR HE AR IR A AR BOR 22 5 S Aot B i 28
] F9 L ) TN A A5 By WX o T3 3L 2 st — 2 -G B0 A7 U 0 o B A = 0 ) i A
FAAAEE > AT MBI o BEAh > BEATT 47 (9 AN e 2l e B2 B > S BT Mk
I B8 2% SR (BT RO XE LS4 > 7 5K [ A0 2 (545 20 A 0 82 A 000 89 23 Ao o &
AT AT BBERY (4) XX — BT -

DISPERSION = a, + B,NEWCAS + B,ASSET + B,NUM
+ B,HORIZON + B.UE + B .RETSTD (4)
+ B,CORR + INDUSTRY + ¢

F A A Y NS DISPERSTON N BRER R — K 2% A 89 BT A7 20 A Ui 2 1) Bl 6 e
HEZE > SR A B 20 A7 I L A 20 AR 3 o LAt AR R Y i SCE R (1) — B e R
NEWCAS W) 2 B8 3 N IE > W2 ISR FTEENf5 > 23 0 e A F5 0 69 7 B3 -

R7E THBHRIR SR o BAVKIL > BB NEWCAS W R BLRFENIE - KW
YU it F 23 i ) F 05 2 A o X — B SR — 20 SR TSI AR - B
B THHEN B ST FRA S AT RE RIS > 51307 — g B f i fa 8 -

R7 0 T THMENDS A 00 LA O 23 Y

HAF= By ofH
Constant ? -0.3233%** (-6.34)
NEWCAS + 0.0110%* (2.32)
SIZE ? 0.0066*** (3.34)
NUM 2 0.0025%** (10.17)
HORIZON + 0.0382%** (9.45)
UE + 0.0102%** (7.57)
RETSTD + 0.1268*** (3.03)
CORR ? 0.0066 (1.44)
INDUSTRY =4l
Adj.R2 0.1537
F{H 22.50%*
N 3198

TE oo o o I RIRTE 10% ~ 5% ~ 1% HY7KF B3 o

0 BUAB A B B8k 20 B ECER O S EA AT I P 358 25 A3 N 5 Z D B A DL 40 B O 4 2R
Bl o BeAh > AR NBUBE AT > FRATINBR T 20 M i BR B A B0 T 3 M REAS S B AR (4) 474
5o diRE 7AW NEWCAS B R E0N 0.0170 (¢l 3.16) > 7E 19% RI/KF i3 -
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A B e HEF AT

5.2 HRMERE
T BT AT AR > A AT T 0T B BB EAR S

(1)

@)

3)

(4)

3BT ik 28 ) T 5% 25 7 2007 4 H fE R AE AR AR > W RE B2 T HEIN Y ARt S
B WrREH HALZEZ WA TR R AL B e MR FEREBTE—RE
I8 AR 2 BRATHE 2 T AEIN B A Bl 3538 B8 S I AN K AR A > g & R
A3 BT 28 R T 3% 25 K 2 BN o FRAT T I X B RCR H RS ® A AT > R
A AEHEBR AR SCAY 45 St 22 W IR R AR B 0 AT REE o BT > B BORI H A R TE
2007 4F A £ 245 ST B2 THEE I BI85 o IRIUE > 6382 ] A2 38 v U S i
SIS /IN o G SR 70 WL R 2R 1 28 A g 0 A 280 R 5 2 384 #) £ LA
TR 2 AR AT LA K B4 B U X B RBEAR H B2 ] A9 F000 354 25 7E 2007 4F Ji5 4
EROM o RZ > WA RIIX—H G > W 5 5T HoAh A B2 7] ) B
REEWI L5 ST (AR HLE58) > ol DIFE—EFR ) Uil > e
DU P9 S it 2 4 A T 28 R T B fm ) L e — AN B o Dt s FRATTN A BT U
THE U S e 17 X6 B AT A2 ) ) 28 R 0 5% 22 I AR AL EAT T AR © R
SERYL IR > 0T 52 v S e 5 T /N B B BRI H A R > 434 i 28 R
W35 25 AT ST AN o FRA AN IX — &5 a] DU — B FE R i > B
DU P9 S it T R A U 2 R U 5 2 38 g e rp — AN TR JRATR R &5
W H AT 7 HZ ARS8 -

N T R A I DA At DR 2R A S o AR SO — 2L o U S it i J
A3 M BR B A Al JEATAG 45 > L AT R ki f T i U PR A AR 1 A Ab B R 45 18
ATREA AR IR FRATR BN > % BUBME BT I 285 S 5 AR SC TR I F SR
GERIBA R £ ) -

BT AT AR A ~ A DL B2 Ak 345 4% 05 T S HA AT I B AR AR OR
A > EFRATE F B 2% 0 CRRIOE > K%l ABF R FE
AR GIBR o AHIE > BT RN A S FAT 5 T RRBCK - BRI FRAT A
FAL A 4 RAT M A AR A SHEA T BUBE 3T © FRATR IR » 3% — UM A AT 11 45
SR SR Y 4 B AR — 5 o

AR SC A BRI H A A MO 2 R TR 25 5 2 |EPS| HEATRR AL o i AL
NFIY |EPS|AR/N » REE |EPS| T W > ArifEdl f5 0 B 5t 25 248 1
AR o O > TIN5 2 M bR 25 AR K > (776 LB (8 - Rtk > Oy
TRUAT RE D T AE R (L 2 0 FRAT DR A TE 59% F1959% A KT 47
T WINSORIZEALHE o N T @AAHFR 5 ™ i FAEIAT T U0 F Y
BB T+ 1) 44 28 R P 3% 25 48 B (FERROR) 7% 5% F195% M 7KV L itE4T
WINSORIZE > i % HAAR 5 7E 19 F199% #Y /K7 T #4T WINSORIZE ; 2)
B T |EPS| 3238 T 0 MREAS > DU /N[ (W) o HLARHD » BAEAR A
A EPS A HESS > MBR T |EPS| Fe/M 5% MIA 7] o FATR I > 3x—H
JEAE BT L5 S G A S E B S R A—F -



2 VHAE X B AT 05 SR BE A 32 M F 52

®)

(©)

@)

®)

)

FRAVIAAE SR AT AR BE Aty 1 25 1 A U T e 5 o 1) AR A T SRR A A3 T
Horp > FE—FEAS RIS 25 T RURE - FRATTH T A 0122w HEA T 28R T 4 43
T U T JEB 2 B 10 6 9 7 B U N ) I (A T i o O FRATTR BN
AR — A R G > ASCH E B R EERIF R KR A LA -

T S e M S 0 BT O SR DR ZR A S FRAT DRI AR HEAT T A 1 B
M R WU S i T J R A A T A 2 BT O B A R R A AR o X —
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l. Introduction

The quality of accounting information is one of the important factors that determine
the transaction cost and efficiency of the capital market. High-quality accounting
information can efficiently reduce the information asymmetry and hence relieve the
efficiency loss caused by adverse selection and moral hazards, and vice versa. Prior
studies provide evidence that the improvement of earnings quality can not only reduce
the costs of capital (Leuz and Verrecchia, 2000; Francis et al., 2004) but can also help
to enhance investment efficiency (Biddle and Hilary, 2006; Sun, 2006; Bushman et
al., 2011). In addition to the above benefits, high-quality and comparable accounting
information can also reduce information costs and hence promote the international
mobility and globally optimised allocation of capital under the background of economic
globalisation (Barth et al., 1999; Guenther and Young, 2003).

In view of this, the International Accounting Standards Board (IASB) has been
promoting the International Financial Reporting Standards (IFRS) worldwide in recent
years. Following the mandatory adoption of the IFRS by the European Union (EU) in
2005, the Ministry of Finance of the People’s Republic of China also promulgated a
series of new China Accounting Standards (CAS), comprising 38 specific standards and
one basic standard, in February 2006, and listed firms have been required to implement
these standards since 1 January 2007. Being an important economic entity, China also
proposed the convergence of its accounting system with the IFRS after the EU adopted
these standards. The adoption of the new CAS is not only a great event in China’s
capital market in recent years but also a symbolic event in the development of China’s
accounting standards and accounting systems.

A change of accounting standards seems simple, but actually the reverse is true.
Ostensibly, it merely alters the way of presenting financial statements, but actually
it has an impact on the efficiency of the economy via a series of complex routines.
Furthermore, it is very difficult or even impossible to predict the economic consequences
of adopting the new accounting standards, and this often makes the reform of accounting
standards highly controversial. In fact, the debates among accounting practitioners and
academics on whether China’s accounting standards should converge with the IFRS
and how extensive the degree of convergence should be have never stopped. Since the
promulgation of the new CAS, the debate has mainly concentrated on the economic
consequences of the wider use of fair value accounting and management being required to
make more judgements on accounting policies. Empirical research is badly needed to test
many of these issues and arguments. Therefore, it is both necessary and urgent to examine
the economic consequences of the new CAS. The findings of relevant studies may have
implications not only for standard setters, regulatory agencies, investors, analysts, and
auditors in China but also for the IASB and standard setters in other emerging markets
(Chen et al., 2011).
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Among the economic consequences of the new CAS, an issue that regulators and
scholars are especially interested in is the effects of the adoption of the new CAS
on firms’ information environment, which is also one of the key factors for assessing
the success of the new accounting standards. As it is difficult to observe and quantify
the information environment directly, alternative proxies are usually used in empirical
studies. One of the most widely used measures is analysts’ earnings forecasts (Lang et
al., 2003). This measure is widely used by scholars for at least two reasons (Land and
Lundholm, 1996, Healy et al., 1999; Gebhardt et al., 2001). First, financial analysts,
as important information intermediaries in the capital market, play an important role in
information transmission between investors and firms. Making use of their professional
knowledge and information acquisition and processing ability, they provide market
participants with reasonable information that reflects the intrinsic value of stocks, thereby
increasing the market efficiency and reducing the deviation of stock prices. It can be
said that the achievements of financial analysts have become a major information source
for investors. In short, financial analysts play an important role during the transmission,
absorption, and transformation of information. Second, analysts’ earnings forecasts
are greatly influenced by the degree of information asymmetry. As a result, firms’
information environment can be deduced by investigating the properties of earnings
forecasts. Specifically, for firms with a better information environment and a lower degree
of information asymmetry, analysts will have more abundant and accurate information to
help them make their judgements, resulting in smaller earnings forecast errors. Among
the literature that examines the effects of IFRS adoption on information environment,
the accuracy of analysts’ earnings forecasts has been the most frequently used measure
(Ashbaugh and Pincus, 2001; Horton et al., 2008; Bae et al., 2008; Byard et al., 2011).
Therefore, following prior studies, this paper examines the effects of the adoption of the
new CAS on firms’ information environment in China by investigating the changes in
the properties of the analysts’ earnings forecasts.

We find that after the adoption of the new CAS, analysts’ earnings forecast errors
increase, especially for firms using accounting policies that involve more management
judgements and for firms that use fair value accounting more widely. Furthermore, we
find that the magnitude of increase in forecast errors after the adoption of the new CAS
is larger for firms located in regions with a poor institutional environment. Additional
tests reveal that the dispersion of analyst forecasts also increases after the adoption
of the new CAS. To some extent, the results suggest that the adoption of the new
CAS increases information asymmetry in the capital market rather than improves the
information environment. Our paper makes several contributions to the field. First, we
add to the growing body of papers that have examined the economic consequences of
IFRS adoption in capital markets (e.g. Harris, 1995; Harris and Muller, 1999; Leuz and
Verrecchia, 2000; Ashbaugh and Pincus, 2001; Ashbaugh and Olsson, 2002; Leuz, 2003;
Bartov et al., 2005; Hung and Subramanyam, 2007; Van Tendeloo and Vanstraelen,
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2005; Barth et al., 2008; Daske et al., 2008, 2011; Covrig et al., 2007; Byard et al.,
2011). We provide new empirical evidence on the economic consequences of IFRS
adoption in emerging markets. Second, this paper expands the studies on the economic
consequences of the adoption of the new CAS (e.g. Liu et al., 2008; Luo et al., 2008;
Zhu et al., 2008, 2009; Bu et al., 2009; Du et al., 2009; Wang et al., 2009; Chen et al.,
2009; Tan et al., 2009; Hao et al., 2010; Lou et al., 2010). The findings of this paper
may have implications for policy makers, regulators, and investors.

The remainder of the paper proceeds as follows: Section II discusses the prior
literature and our hypothesis development; Section III presents the research design;
Section IV reports the empirical results; Section V presents the additional analyses and

sensitivity tests; and Section VI concludes the paper.

Il. Literature Review and Hypothesis Development

There have been many papers that have examined the effects of IFRS adoption in
recent years. Some papers have examined whether earnings quality has improved after
the adoption of the IFRS, and some have examined the economic consequences of IFRS
adoption, including the effects on the cost of capital and investors’ information costs.
Currently, no uniform conclusion has been reached in these two strands of the literature,
and much of the empirical evidence is mixed. For example, the samples in Bartov ez al.
(2005), Hung and Subramanyam (2007), and Van Tendeloo and Vanstraelen (2005) are
taken from the German New Market, but they have produced mixed results. Bartov et al.
(2005) use the earnings response coefficient to proxy for earnings quality, and they find
that companies applying the IFRS have a higher earnings response coefficient than other
firms. However, Hung and Subramanyam (2007) and Van Tendeloo and Vanstraelen
(2005) find that the adoption of the IFRS does not increase value relevance or reduce
earnings smoothing, indicating that the accounting quality under the IFRS is no better
than that under local standards. Prior studies that compare earnings quality between
the IFRS and the US Generally Accepted Accounting Principles (US GAAP) have also
provided mixed results (Harris, 1995; Harris and Muller, 1999; Ashbaugh and Olsson,
2002; Barth et al., 2008).

Ashbaugh and Pincus (2001), Horton (2008), Bae et al. (2008), Covrig et al. (2007),
and Byard et al. (2011) examine the effects of IFRS adoption on firm’s information
environment. Ashbaugh and Pincus (2001) use European companies that adopted IFRS
voluntarily before 1993 as their sample. They find that the greater the differences between
local accounting standards and the IFRS, the higher the analyst earnings forecast errors.
Further, they find that after firms apply the IFRS voluntarily, analyst forecast errors
decrease and analyst following increases. They document that the adoption of the IFRS
can efficiently reduce the information costs and increase the usefulness of accounting

information for users. Horton et al. (2008) examine the effects of IFRS adoption on
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a firm’s information environment through four dimensions: analysts’ earnings forecast
error, analyst following, forecast dispersion, and the change in forecast revision.
Their sample consists of listing companies in six European countries. They document
that firms’ information environment improves after IFRS adoption. Furthermore, the
improvement in the information environment for European companies that voluntarily
adopted the IFRS before 2005 is much greater than that for other companies. Bae et al.
(2008) investigate whether the adoption of the IFRS helps to reduce the information costs
for foreign analysts. They find that the smaller the differences between local standards
and the IFRS, the greater the foreign analyst following and the lower the forecast error.
This evidence suggests that the adoption of the IFRS helps to reduce the information costs
for foreign analysts. Using a unique database containing information on the shareholdings
of over 25,000 mutual funds around the world, Covrig et al. (2007) find that foreign
mutual fund ownership in firms adopting the IFRS is significantly higher than that in firms
adopting local standards. They conclude that IFRS adoption can decrease information
costs and reduce the home bias of foreign investors, thereby improving capital allocation
efficiency. Byard e al. (2011) examine the effects of the mandatory adoption of the
IFRS by the EU on firms’ information environment. They find that for mandatory IFRS
adopters, analysts’ absolute forecast errors and forecast dispersion decrease relative to
the control sample.

It needs to be pointed out that the premise of the above findings is the existence of
a relatively mature system which could assure the implementation effects of a series of
high-quality accounting standards. It would be impossible to achieve similar results in
emerging markets, where the institutional environment is much weaker than in mature
markets. Therefore, an analysis of the economic consequences of the new CAS should
be based on the properties of the standards and the institutional environment so that we
can obtain more reliable and convincing conclusions.

A key property of the new CAS is that the accounting policies involve more
management judgements than the old CAS (Ministry of Finance, 2008). Theoretically,
managers have more information on the operating and financial situation of firms.
Given that management has more discretion to make judgements on accounting policies,
the accounting information should reflect actual corporate operations more accurately
and comprehensively, thereby reducing the degree of information asymmetry between
investors and companies. However, this ideal condition is rarely achieved. Management
usually have a strong incentive to make judgements on corporate information in favour
of themselves, and this would destroy the reliability and relevance of the accounting
information (Chen et al., 2011). Whether or not a good legal and supervision system,
efficient corporate governance, and high-quality audit exist really does matter; to a
large extent, these determine the success of new accounting standards. Ball (2006)
points out that even when various countries adopt the same international accounting

standards, different levels of equilibrium quality can emerge due to great differences in
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institutional environment.> As China is an emerging market, there are great differences
between various aspects of its institutional environment and the institutional environment
in developed capital markets. As described in the China Capital Markets Development
Report published in 2008 by the China Securities Regulatory Commission (CSRC),
“over the past ten years, China’s capital market has been developing constantly and
has a stronger function in supporting the national economy. In recent years, a series
of market-oriented reforms, including the reform of the split share structure, have
created more sound mechanisms in the Chinese capital market and have changed
the operating mechanism to a large extent. However, China’s capital markets are
emerging markets in a transitional economy. Specifically, the market mechanisms
are still not perfect and there is low operational efficiency. There is a need for
improvements to the legal system and an awareness of integrity issues; regulation,
supervision, and enforcement efficiency also need further improvement. The
overall qualifications of regulatory professionals and the efficiency of supervision
cannot fully satisfy the demands of market development. Supervisory coordination
and enforcement efficiency need further improvement. Meanwhile, the self-
regulatory organisations have not been fully functioning. The corporate governance
mechanisms should be further enhanced. Governance in some listed companies only
exists on paper, not in reality; general meetings, board meetings, and supervisory
board meetings have all become mere formalities. In some state-controlled listed
companies, ownership structures are unclear and management has taken control. The
integrity of the senior management in some listed companies is unsatisfactory.”
Meanwhile, the CSRC’s analysis of the current situation of the Chinese capital markets
has been supported by various empirical studies. Prior studies have documented that
China is still very different from developed capital markets in various respects, including
the enforcement efficiency of the legal and regulatory systems, the relation between the
government and the market, the development of market (Fan ef al., 2006; Shen et al.,
2005; Zeng, 2004; Xia et al., 2005; Zhu et al., 2007), corporate governance efficiency
(Chen et al., 2000; Zhu et al., 2001; Chen et al., 2001; Li, 2002; Li et al., 2006), and
audit quality (DeFond et al., 1999; Li, 2000; Liu et al., 2000; Wu, 2001; Liu et al.,
2002; Zhu et al., 2004; Wang et al., 2008). Therefore, under the current institutional
environment, accounting practices involving more management judgements may lead
to more serious earnings management, which may have negative impacts rather than
improving accounting quality and hence increasing the degree of information asymmetry.

Several empirical studies document that after the adoption of the new CAS, earnings

3 He summarised the possible influencing factors as follows: (1) the extent and nature of government
involvement in the economy; (2) government involvement in financial reporting practices; (3) legal
systems; (4) securities regulation and regulatory bodies; (5) the structure and depth of financial
markets; (6) the roles of the press, financial analysts, and rating agencies; (7) structure of corporate
governance; (8) the extent of private versus public ownership of corporations; (9) the extent of
corporate membership in related company groups; (10) the extent of financial intermediation; (11)
the structure of investors; and (12) the status, independence, training, and compensation of auditors.
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quality decreases, as does the usefulness of the accounting information in contracts. For
example, Wang et al. (2009) show that earnings smoothing increases after the adoption
of the new CAS. Specifically, firms can increase their ability to smooth future earnings
by advancing the recognition of cost and deferring the recognition of income. Companies
with poor performance, slow earnings growth, and bad earnings persistence in the current
period are more likely to choose these accounting methods. Lou et al. (2009) examine
the effects of the new CAS on the dividend policies of listing companies. They find that
the adoption of the new CAS reduces the usefulness of earnings information to firms’
cash dividend policy. These results indicate that listing companies consider the changes
in accounting standards when they formulate their cash dividend policy. Specifically,
they reduce the reliance of cash dividends on accounting income under the new CAS.
Therefore, under the current institutional environment, accounting policies that involve
more management judgements may lead to more severe earnings management problems
and hence increase the degree of information asymmetry, which will further affect the
accuracy of analysts’ earnings forecasts.

In addition, under the situation of placing more discretion in the hands of
management, it is more difficult for analysts to forecast the earnings of listed companies
due to the great differences in judgement standards among different people, even
if the issue of earnings management is disregarded. It has been pointed out in the
Analysis Report on the Implementation of New Accounting Standards by Chinese Listed
Companies issued in 2008 by the Ministry of Finance that the new CAS are principle
based, and this requires accountants to make professional judgements according to the
rules of the standards. However, in practice, some companies have a certain degree of
discretion in their professional judgements, and the result of this is that the accounting
information is not fair enough.* Undoubtedly, this makes producing earnings forecasts
more difficult for analysts and hence increases forecast errors. Therefore, based on the
above analysis, we suggest that one possible channel through which the adoption of the

new CAS influences analysts’ earnings forecast errors is as follows:

(Related to incentives of

Accounting policies earnings management

New CAS — that involve more Forecast errors increase
management judgements ~ @Unrelated to incentives of

earnings management

4 The Ministry of Finance has expounded the possible problems of the principle-based new accounting
standards in its report by taking fixed assets as the example. It has been pointed out in the report that
the new standards require companies to choose a method of depreciation according to the realisation
of economic benefits related to fixed assets and to determine the useful life and residual value of
the fixed assets according to the assets’ nature and status. However, some companies have chosen
a method of depreciation but have determined the useful life and residual value of the fixed assets
arbitrarily, which is unsuitable given the actual exhaustion status of assets, resulting in a negative
influence on decision making for accounting information users.
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Another key property of the new CAS is the wider use of fair value accounting,
which is also a possible channel for influencing analysts’ earnings forecast errors.
Although the new CAS has selected and limited the range and degree of fair value
accounting, the rigour of the reform on this aspect is far greater than previous reforms.
The specific standards that introduce fair value accounting cover various aspects,
including financial instruments, real estates for investment, corporate mergers under
non-common control, debt restructuring, and non-monetary transactions. Theoretically,
with the wider use of fair value accounting, accounting information will reflect actual
corporate operations more timely and truly, thereby enhancing the value relevance and
decision usefulness of accounting information. However, in practice, the effectiveness
of fair value accounting depends directly on the reliability of the measurement basis.
Without a reliable measurement basis, fair value accounting will not be able to have a
positive effect, but rather will be used as a tool of earnings management, resulting in a
negative influence on accounting quality, especially for firms where the management are
more involved in making judgements on the benchmark of fair value when there is a lack
of objective standards (Chen et al., 2011). Many empirical studies show that earnings
management is prevalent after the adoption of the new CAS. He et al. (2010) find that
after the adoption of the new CAS, fair value accounting for debt restructuring creates
opportunities for earnings management. In particular, earnings management through
debt restructurings is more serious among firms in regions with a poor institutional
environment. Ye et al. (2009) find that at the beginning of the adoption of the new
CAS, companies with more financial assets prefer to classify these assets as available-
for-sale financial assets (AFS) in order to acquire more choices and to offer room
for earnings management and smoothing earnings in the future. When companies are
holding these assets, the companies with poor performance may dispose of AFS for
earnings management and earnings smoothing purposes and the companies with good
performance may prefer to recognise the unrealised profit as a capital surplus in AFS
and realise it through the sale of AFS in future years. In fact, the negative effect of
fair value accounting is one of the important reasons why China rarely applied this
measurement attribute in previous accounting standards. One prominent example is
that China introduced fair value in accounting standards covering debt restructuring,
investment, and non-monetary transactions in 1998 and 1999. However, the standards
were modified by greatly reducing the application of fair value principles in 2001 as
many companies had abused fair value accounting to manipulate earnings. Therefore,
the increased range and degree of fair value accounting of the new CAS may lead to a
deterioration in firms’ information environment and increase the cost and difficulty of
information acquisition, processing, and classification for financial analysts, resulting in
a decline in the accuracy of earnings forecasts.

In addition, under the current institutional environment, even if the effect of agency

problems is not considered, the wider use of fair value accounting does not necessarily
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produce positive effects; rather, it may lead to more difficulties in terms of analysts’
earnings forecasts. There are at least two reasons for this. First, over the past 10 years,
although China’s capital market has achieved great success, there is still a wide gap
in terms of overall market efficiency when compared with developed capital markets.
The phenomena of sector co-movement, the large-cap leading effect, and stock price
synchronicity are prevalent in the Chinese capital market. Both Li (2005) and Zhu
et al. (2007) find that the stock price synchronicity in the Chinese capital market is
clearly higher than it is in developed capital markets, although it is showing an obvious
declining trend in recent years, and this may lead to greater noise in the measurement of
fair value, which is based on stock prices. Especially as stock prices in China’s capital
market have fluctuated greatly recently, it is very difficult to predict the effects of fair
value accounting, which is based on stock prices (e.g. financial assets), on earnings, and
this also increases the difficulty of forecasting earnings for analysts, resulting in lower
forecast accuracy. Secondly, Fan er al. (2006) point out that although China has achieved
great success in the process of marketisation during the past several decades, with rapid
developments in the commodity, factor, and property rights markets, the extent of these
developments is very imbalanced. In some provinces, especially provinces in the eastern
coastal area, marketisation has achieved decisive progress, while in others, non-market
factors still play an important role in the economy. The proportion of government-
directed or government-guided pricing is high in some provinces due to the constraints
of the industrial structure (Fan et al., 2006). Therefore, fair value accounting can hardly
reflect real fairness in some areas and industries, and this may have a negative influence
on the whole implementation effect of fair value accounting. The Ministry of Finance
has pointed out in Guidance for Debt Restructuring Standards issued in 2001 that “As
China’s production market and property rights market are being established, fair value
can hardly reflect real fairness, and thus this influences the truth and reliability of the
profits generated from debt restructuring. Consequently, fair value is no longer used in
the modified standards of debt restructuring.” Therefore, even if earnings management
is not considered, the wider use of fair value accounting may make it more difficult for
analysts to forecast earnings and thus forecast errors may increase. Based on the above
analysis, we suggest that the second possible channel through which the adoption of the

new CAS influences analysts’ earnings forecast errors is as follows:

(®Related to incentives of

Wider use of earnings management

New CAS — fair value Forecast errors increase
accounting  @Unrelated to incentives of

earnings management

> The revision here refers to the Debt Restructuring Standards issued by the Ministry of Finance in
1998. The modified standards are not the final version. The new accounting standards implemented
in 2007 have also made revision to the debt restructuring standards.
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Based on the above analysis, we put forward the first hypothesis of this paper:

Hypothesis 1: Analysts’ earnings forecast errors increase after the adoption of

the new accounting standards.

In addition, according to the analysis on the two possible channels through which
the adoption of the new CAS influences analysts’ earnings forecast errors, we further

put forward a second hypothesis:

Hypothesis 2a: After the adoption of the new accounting standards, the increase
in analysts’ earnings forecast errors is greater for firms using accounting policies

that involve more management judgements.

Hypothesis 2b: After the adoption of the new accounting standards, the
increase in analysts’ earnings forecast errors is greater for firms that use fair value

accounting more widely.

Moreover, the effects of the adoption of the new CAS on analysts’ forecast errors
may depend on the institutional environment of the regions in which the firms are located.
Many empirical studies suggest that the institutional environment is a key explanatory
variable for a series of economic phenomena in China as it may have a great influence
on firm value (Xia et al., 2005), capital structure (Sun et al., 2005), pyramid structure
(Fan et al., 2010), auditor selection (Wang et al., 2008), related-party transactions (Jian
and Wong, 2010), and the consideration of split share structure reform (Xu and Xin,
2007). As far as accounting standards are concerned, a good legal environment, sound
regulation, and enforcement efficiency could increase the cost of earnings management
for managers and insiders, thereby increasing the quality and transparency of accounting
information, especially for firms using accounting policies that involve more management
judgements. In addition, the degree of the development of the market will also directly
influence the implementation effect of fair value accounting. In developed markets, the
valuation basis of fair value accounting may be easier to obtain with fewer noises and

greater accuracy. Therefore, based on Hypothesis 2, we put forward our third hypothesis:

Hypothesis 3: The adoption of the new accounting standards, which gives rise
to more management judgements and the wider use of fair value in accounting
treatments, generates a negative impact on the accuracy of analysts’ earnings
forecasts. The magnitude of the negative impact is greater for firms located in

regions with a poor institutional environment.
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lll. Sample Selection and Research Design

3.1 Sample Selection and Data Source

All of the data in this paper are obtained from the China Stock Market and
Accounting Research (CSMAR) database. Our sample period covers the pre-new CAS
period (2004-2006) and the post-new CAS period (2007-2009). Meanwhile, we apply
the following process to refine our sample. First, the analysts’ earnings forecast must be
issued between the last announcement date and the announcement date of the forecasted
year. Second, when analysts have made several forecasts in the same year, the earnings
forecast closest to the announcement date of the forecasted year should be selected.
Third, we exclude firms in the financial industry and firms with incomplete data. We
obtain 4,290 observations after the above data selection process. In addition, to reduce
the effect of potential outliers, we winsorise all of the continuous variables at the 5th

and 95th percentiles.®

3.2 Research Design

Following Ashbaugh and Pincus (2001), Byard et al. (2011), Horton et al. (2008),
Lang et al. (2003), and Bae et al. (2008), we use the following Model (1) to test
Hypothesis 1 that analysts’ earnings forecast errors clearly increase after the adoption
of the new CAS.

FERROR = a, + B,NEWCAS + B,ASSET + B,NUM + ,HORIZON 0
+ BUE + BRETSTD + B,CORR + INDUSTRY + ¢
The dependent variable FERROR measures analyst forecast error, which is

calculated using the following formula:
FERROR = |EPS— MedianAnalystForecast|/|EPS).

|[EPS| is the absolute value of a firm’s actual earnings per share (net income divided
by total shares at the end of the fiscal year). MedianAnalystForecast is defined as the
median of earnings per share forecasts issued by all analysts following the same company.
FERROR is used to measure the accuracy of analysts’ earnings forecasts. The higher the
value, the lower the accuracy of analysts’ earnings forecasts, and vice versa. It should
be noted that we have standardised the earnings forecast errors by current EPS in the
main tests (divided by |EPS|). We believe that because of the great fluctuation of stock

®  We standardise the analyst’ earnings forecast errors by |EPS| at the end of the fiscal year and find
that the variance and extreme value are very great. To guarantee the reliability of the conclusions,
we winsorise all of the continuous variables at the 5th and 95th percentiles.
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prices in China’s capital market in these years, this measure is better than standardising
the earnings forecast errors by stock prices.

The other variables in this model are defined as follows:

NEWCAS is a dummy variable, which equals 1 for the sample period between 2007
and 2009 (new CAS period) and O for the sample period between 2004 and 2006 (old
CAS period).

ASSET and NUM are respectively the natural logarithm of a company’s total assets
at the end of the fiscal year and the number of analysts following the firm and are used
to control for the size effect and the influence of analyst following on the accuracy of
earnings forecasts.

HORIZON is the natural logarithm of the interval between the forecast’s issue date
and the earnings announcement date and is used to control for the influence of time span
of forecast on the accuracy of forecasts. Obviously, when the forecast’s issue date is
closer to the earnings announcement date, analysts can obtain more abundant information
and make fewer errors in their earnings forecasts (Clement, 1999; Horton et al., 2008).
Therefore, we expect that this variable will be positively associated with forecast error.

UE measures unexpected earnings, defined as the absolute value of the difference
between current EPS and EPS for the prior year divided by the absolute value of EPS
for the prior year. Prior studies have documented that UE is positively correlated with
analysts’ earnings forecast errors (Land and Lundholm, 1996).

RETSTD and CORR respectively measure the volatility of stock returns and the
correlation between returns and earnings. RETSTD is defined as the standard deviation
of monthly returns over the previous 3 years, and CORR is defined as the correlation
between quarterly returns and quarterly earnings over the previous 3 years. Moreover,
we also include industry dummies to control for industry-specific factors.

A significant and positive coefficient of NEWCAS in the above model would indicate
that the adoption of the new CAS increases analysts’ earnings forecast errors and hence
deteriorates the firm’s information environment, and vice versa.

To investigate whether the increase in analysts’ earnings forecast errors is greater in
firms using accounting policies that involve more management judgements (Hypothesis
2a in this paper), we divide the samples into two groups according to the degree of
management judgement on accounting policies and employ Model (1) in each group.
Specifically, we use the variable ACC to measure the degree of management judgement,
which is calculated using the following formula: ACC=|4ccruall/|EPS|, where Accrual
represents the total accruals per share, defined as the difference between net income and
net operating cash flow divided by total shares at the end of year. Firms with an ACC
higher than the median value of the sample are classified as the “more management
judgement” group, and the rest of the companies are classified as the “less management
judgement” group. If the coefficient of NEWCAS for the more management judgement

group is significantly higher than that for the less management judgement group, it
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indicates that analyst forecast errors increase more for firms using accounting policies
that involve more management judgements after the adoption of the new CAS, and vice
versa.

Similarly, in order to investigate whether the increase in analysts’ earnings forecast
errors is greater in firms that use fair value accounting more widely after the adoption
of the new CAS, (Hypothesis 2b), we divide the samples into two groups according to
the level of use of fair value accounting (FV), which is calculated using the following
formula: FV=|FairValueGain|/|EPS|, where FairValueGain represents the net profit and
loss from fair value changes per share. Firms with a V" higher than the 90th percentile
of the sample are classified as the “high fair value” group, and the rest of the companies
are classified as the “low fair value” group. If the coefficient of NEWCAS for the high
fair value group is significantly higher than that for the low fair value group, it indicates
that analyst forecast errors increase more for firms that use fair value accounting more
widely after the adoption of the new CAS, and vice versa.

Finally, we employ Models (2) and (3) below to examine Hypothesis 3: the adoption
of new accounting standards, which gives rise to more management judgements and
the wider use of fair value in accounting treatments, generates negative impacts on the
accuracy of analyst earnings forecasts. The magnitude of the negative impacts is greater

for firms located in regions with a poor institutional environment.
FERROR = a + ,NEWCAS + ,ACC + B,NEWCAS*ACC
+ BLASSET + BsNUM + BHORIZON + B,UE 2)

+ BRETSTD + B,CORR + INDUSTRY + ¢

FERROR

ay + BNEWCAS + B,FV + B,NEWCAS*FV
+ BLASSET + BNUM + BHORIZON + B,UE 3)
+ BRETSTD + B,CORR + INDUSTRY + ¢

We use the legal environment index (LEGAL) formulated by Fan et al. (2006) to
proxy for the institutional environment: the higher the value, the better the institutional
environment. We divide the sample into two groups according to the median value of
the legal environment index. Firms located in regions with a legal environment index
higher than the median value of the sample are classified as the “good institutional
environment” group while the others are classified as the “poor institutional environment”
group. Next, we estimate Models (2) and (3) in each group, respectively. ACC and FV
are defined as in Model (1), and we use the mean value of 4CC and the mean value of
FV for 3 years after the adoption of the new CAS to measure the ACC and FV of firms
before the adoption of the new CAS, respectively. If the coefficients of NEWCAS*FV and
NEWCAS*ACC for the poor institutional environment group are significantly higher than

those for the good institutional environment group, it will indicate that the magnitude
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of the negative impacts is greater for firms located in regions with a poor institutional
environment.

IV Empirical Results

4.1 Descriptive Statistics

Table 1 reports the sample selection process and the distribution of the final sample.
Specifically, Panel A illustrates the sample selection process and the distribution of the

sample by year, and Panel B reports the distribution of the sample by industry.

Table 1: Sample Selection and Distribution

Panel A: Sample Selection and Distribution by Year

Year 2004 2005 2006 2007 2008 2009  Total
Number of Listed Companies 1,352 1,357 1411 1,527 1,602 1,660 8,909
— Excluding samples without

analyst earnings forecast 565 721 863 1,053 1,194 1433 5829

— Excluding samples with the issue

date of analyst earnings forecast not

within the period between two yearly

announcement dates of annual reports 364 597 665 804 996 1,279 4,705
— Excluding firms in the financial

industry and firms with incomplete data 333 530 639 723 877 1,188 4,290

Panel B: Sample Distribution by Industry

Industry Num. %  Industry Num. %
A. Farming, Forestry, Animal D. Electricity, Gas, and Water

Husbandry, and Fishing 66 1.54% Production and Supply 205 4.78%
B. Mining 115 2.68%  E. Construction 59 1.38%
C. Manufacturing 2,629  61.28%  F. Transportation and Warehousing 255  5.94%
— C0. Food and Beverages 193 450%  G. Information Technology 193 4.50%
- CI. Textile, Apparel, and Fur 111~ 2.59%  H. Wholesale and Retail Trades 262 6.11%
— C2. Lumber and Furniture 26 0.61% . Real Estate 262 6.11%
— C3. Paper and Printing 67  1.56% K. Social services 119  2.77%
— C4. Petroleum, Chemicals,

Rubber, and Plastics 471 10.98% L. Communications 20 047%
- CS. Electricals 169 3.94% M. Miscellaneous 105 2.45%

— C6. Metals and Non-metals 458 10.68%
- C7. Machinery, Equipment,

and Instruments 791  18.44%
- (8. Medicine and
Biological Products 325 1.58%

- (9. Other Manufacturing 18 042%  Total 4,290 100%
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Table 2 reports the descriptive statistics for the main variables. We find that the
mean (median) value of FERROR is 0.4773 (0.1996) and the standard deviation is
0.7719, which indicates that the accuracy of analysts’ earnings forecasts is very volatile
across firms. The mean (median) of NUM is 6.6457 (4.0000). In addition, the minimum
and maximum of NUM are 1 and 56, respectively. The average interval between the
forecast’s issue date and the earnings announcement date is 168 days (e*'?!). The means
(median) of UE and RETSTD are 0.8383 (0.3966) and 0.1393 (0.1335), respectively. The
mean (median) of CORR is 0.0671 (0.0859), which suggests that the value relevance of
earnings in listed companies is very low in China. The mean (median) of FV is 0.0140
(0.0000), and the proportion of the sample with a FV > 0 is about 38 per cent. The
mean (median) of 4CC is 2.5613 (1.3184).

Table 2: Descriptive Statistics

N  Mean Median Std. Min. Q1 Q3 Max.
FERROR 4290 0.4773  0.1996 0.7719 0.0121 0.0772 0.4850 4.9341
SIZE 4290 22.500 22.408 0.9750 20.604 21.759 23.139 24.957
NUM 4290  6.6457 4.0000 7.2869 1.0000 2.0000 9.0000 56.000
HORIZON 4290 5.1210 52311 0.5639 0.0000 4.9593 54375 6.1247
UE 4290  0.8383 03966 1.2532  0.0220 0.1765 0.8796  7.0528
RETSTD 4290 0.1393  0.1335 0.0513 0.0522 0.0954 0.1769 0.2680
CORR 4290  0.0671 0.0859 0.3396 -0.9171 -0.1759 03166 0.7449
FV 4290 0.0140  0.0000 0.0336  0.0000 0.0000 0.0034 0.1350
ACC 4290 2.5613 1.3184 3.1531 0.2641 0.6376 2.9769 17.110
LEGAL 4290  6.6575 5.5200 3.1425 1.4900 3.8200 9.3300 13.070

4.2 Main Results

Table 3 reports the result of the tests for Hypothesis 1. We find that the coefficient
of NEWCAS is 0.1139 (t-value 3.36), which is significant at the 1 per cent level,
after controlling for SIZE, NUM, HORIZON, UE, RETSTD, and CORR. This suggests
that forecast errors increase by 24 per cent (0.1139/0.4773) after the adoption of the
new CAS. These results support Hypothesis 1 that analysts’ earnings forecast errors
increase significantly after the adoption of the new CAS. Moreover, as we expected, the
coefficients of HORIZON and UE are positive and are both significant at the 1 per cent

level.
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Table 3: Results of Tests for Hypothesis 1

Predicted sign Coeff. t-value

Constant ? 1.2232%** (3.50)
NEWCAS + 0.1139%** (3.36)
SIZE ? -0.1018*** (-6.92)
NUM ? -0.0093*** (-4.97)
HORIZON + 0.2703%** (13.42)
UE + 0.0631%** (6.85)
RETSTD + 1.3742%%%* (4.46)
CORR ? 0.0422 (1.26)
INDUSTRY Control

Adj.R? 0.1042

F 19.47%**

N 4,290

Notes: *, ** and *** represent significance at the 10%, 5%, and 1% levels, respectively.

Table 4 reports the result of the tests for Hypothesis 2a. It shows that the
coefficient of NEWCAS for the less management judgement group is -0.0125, which
is not significant. However, the coefficient of NEWCAS for the more management
judgement group is 0.2408, which is significant at the 1 per cent level. This suggests
that the negative effect of the adoption of the new CAS on analysts’ earnings forecasts
is mainly concentrated in firms that need more management judgements. Furthermore,
to examine the difference in the coefficients of NEWCAS between the two groups, we
set a dummy variable H, which equals 1 for firms in the more management judgement
group and 0O for firms in the less management judgement group. The dummy variable
H and the interaction variable H*NEWCAS are added into Model (1).” The empirical
results show that the coefficient of NEWCAS for the more management judgement
group is significantly greater than that for the less management judgement group at the
1 per cent level (p-value <0.0001). These results suggest that the increase in analysts’
earnings forecast errors is greater in firms using accounting policies that involve more
management judgements after the adoption of the new accounting standards, and this

supports Hypothesis 2a.

7 Please refer to the following for specific methods: “Introduction to SAS”. UCLA: Academic
Technology Services, Statistical Consulting Group from http://www.ats.ucla.edu/stat/sas/notes2/
(accessed 24 November 2007).
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Table 4: Results of Tests for Hypothesis 2a

Predicted Less management judgement More management judgement

Sign Coeff. t-value  Coeff. t-value
Constant ? 0.5092* (1.77)  2.5194%** (4.03)
NEWCAS + -0.0125 (-0.45)  0.2408*** (3.96)
SIZE ? -0.0386%** (-3.25) -0.1832%** (-6.85)
NUM ? -0.0060%** (-4.14) -0.0010 (-0.26)
HORIZON + 0.1403%** (7.88)  0.3597*** (10.83)
UE + 0.0643%** (6.16)  0.0281%** (2.04)
RETSTD + 0.944 1% (3.75)  1.5532%xx (2.82)
CORR ? -0.0350 (-1.32)  0.1220%* (1.97)
INDUSTRY Controlled Controlled
Adj.R? 0.0901 0.1079
F 8.86%** 10.60%**
N 2,146 2,144
Test the difference in coefficients

of NEWCAS between two groups p-value < 0.0001

Notes: *, ** and *** represent significance at the 10%, 5%, and 1% levels, respectively.

Table 5 reports the result of the tests for Hypothesis 2b. We apply a similar method
to investigate the effects of the wider use of fair value accounting on the relation between
the adoption of the new CAS and analyst forecast errors. Specifically, companies with
a mean value of FV higher than the 90th percentile of the sample for the 3 years after
the adoption of the new CAS are classified as the high fair value group and the others
are classified as the low fair value group.® The results reported in Table 5 show that the
coefficients of NEWCAS for the low fair value group and the high fair value group are
0.0933 and 0.2885, respectively, which are both significant. Furthermore, the result of
the test of the difference in the coefficients of NEWCAS between the two groups shows
that the coefficient for the high fair value group is significantly greater than that for
the low fair value group at the 1 per cent level (p-value 0.0056). These results indicate
that the increase in analysts’ earnings forecast errors is greater for firms that use fair
value accounting more widely after the adoption of the new accounting standards, which

supports Hypothesis 2b.

8 We are grateful to two anonymous referees for providing valuable suggestions. Meanwhile, we also
perform the sensitivity analysis through different grouping methods and find that the results are
qualitatively the same.

157



158

He, Xiao, Tian, and Chen

Table 5: Results of Tests for Hypothesis 2b

Predicted Low fair value High fair value
Sign Coeff. t-value  Coeff. t-value
Constant ? 1.1491%** (3.22) 3.2932%* (2.15)
NEWCAS + 0.0933%** (2.68)  0.2885** (2.19)
SIZE ? -0.0964*** (-6.42) -0.2132%** (-3.30)
NUM ? -0.0100%** (-5.23)  0.0047 (0.58)
HORIZON + 0.2651%** (12.75)  0.3114%** (4.28)
UE + 0.0679%** (7.09)  0.0022 0.07)
RETSTD + 1.3375%** (4.27)  2.5005* (1.83)
CORR ? 0.0419 (1.24) -0.0444 (-0.29)
INDUSTRY Controlled Controlled
Adj.R? 0.1092 0.1044
F 18.53%** 2,91
N 3,862 428
Test the difference in coefficients
of NEWCAS between two groups p-value = 0.0056

Notes: *, ** and *** represent significance at the 10%, 5%, and 1% levels, respectively.

Table 6 reports the result of tests for Hypothesis 3. We divide the sample into
the good institutional environment group (companies in areas with a good institutional
environment) and the poor institutional environment group (companies in areas with a
bad institutional environment) according to whether the legal environment index in the
region where the company is located is greater than the median value of all companies.

First, we examine whether the negative effect of accounting policies that involve
more management judgements on analysts’ earnings forecast is more serious for
firms located in a region with a poor institutional environment. Panel A reports the
corresponding results. We find that the coefficients of NEWCAS*ACC are significantly
positive for both the poor institutional environment group and the good institutional
environment group and that the coefficient for the former group is significantly
greater than that for the latter group (p-value 0.0093). This suggests that the negative
effect of accounting policies that involve more management judgements on analysts’
earnings forecast is more serious for firms located in a region with a poor institutional
environment.

Second, we examine whether the negative effect of the wider use of fair value
accounting on analysts’ earnings forecast is more serious for firms located in region with
a poor institutional environment. Panel B reports the corresponding results. We find that
the coefficients of NEWCAS*FV are positive for both the poor institutional environment
group and the good institutional environment group and significant at the 1 per cent level.
Furthermore, the result for the test on the difference in the coefficients of the two groups

shows that the coefficient of NEWCAS*FV for the poor institutional environment group
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is significantly greater than that for the good institutional environment group (p-value
0.0776). These results suggest that after the adoption of the new CAS, the negative
effect of the wider use of fair value accounting on analysts’ earnings forecasts is more

serious for firms located in a region with a poor institutional environment.

Table 6: Results of Tests for Hypothesis 3

Panel A: ACC Predicted Poor institutional environment ~ Good institutional environment
sign Coeff. t-value  Coeff. t-value
Constant ? 2.0422%** (437) 04382 0.97)
NEWCAS + -0.0515 (-1.00) -0.0636 (-142)
ACC ? 0.0196%** (295 0.0269%** (4.07)
NEWCAS*ACC + 0.1265%** (14.00)  0.0936%** (10.73)
SIZE ? 0.1313%** (-6.56)  -0.0668*** (-3.67)
NUM ? -0.0005 (-0.20)  -0.0047** (-2.06)
HORIZON + 0.2429%** (9.36)  0.2382%** 9.24)
UE + 0.0694%** (5.57)  0.0586%** (5.25)
RETSTD + 0.2729 (0.66)  0.3647 (0.95)
CORR ? -0.0117 (-0.26)  0.0570 (1.41)
INDUSTRY Controlled Controlled
Adj.R? 0.2835 0.2497
F 30.56%** 25.35%**
N 2,167 2,123

Test of the difference in the
coefficients of NEWCAS*ACC
between the two groups

p-value = 0.0093

Panel B: FV Predicted Poor institutional environment ~ Good institutional environment
sign Coeff. t-value  Coeff. t-value
Constant ? 1.5990%** (3.10)  0.6488 (1.32)
NEWCAS + 0.0938* (1.77) ~ 0.0379 (0.83)
FV ? -0.9909 (-1.03)  0.5281 (0.82)
NEWCAS*FV + 6.1288%** (5.15)  3.5984*+ (4.35)
SIZE ? -0.1199%** (-5.43)  -0.0823%** (-4.17)
NUM ? -0.0082%** (-2.94)  -0.0099*** (-3.98)
HORIZON + 0.2791%** (9.78)  0.2551%** 9.13)
UE + 0.0643%** (4.68)  0.0589%** (4.87)
RETSTD + 1.4113%** (3.13)  1.2873%x (3.13)
CORR ? 0.0063 (0.12) ~ 0.0472 (1.08)
INDUSTRY Controlled Controlled
Adj.R? 0.1294 0.1188
F 12.11%%* 10.87#**
N 2,167 2,123

Test of the difference in the
coefficients of NEWCAS*FV
between the two groups

p-value = 0.0776

Notes: *, ** and *** represent significance at the 10%, 5%, and 1% levels, respectively.
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V. Additional Analysis and Sensitivity Tests

5.1 Additional Analysis

Apart from earnings forecast errors, the dispersion of analyst forecasts is another
important measure for the degree of information asymmetry between firms and investors
which is frequently used in prior studies. Therefore, we also use the dispersion of analyst
forecasts as another measurement to investigate the effects of the adoption of the new
CAS on firms’ information environment. In general, the better the firms’ information
environment, namely higher transparency, the greater the amount of public information
incorporated in analysts’ forecasts and the higher the consensus of analysts’ forecasts.
Otherwise, when a firm’s transparency is low, analysts have to formulate their forecasts
using more subjective judgements and private information and hence analysts’ consensus
decreases and forecast dispersion increases. As mentioned earlier, management and
ultimate shareholders have a great incentive to manipulate accounting information
in China, and this may reduce information quality and transparency. Meanwhile, as
accounting policies involve more management judgements, great differences may
exist due to different judgement standards among different people even if earnings
management is not considered, thus making it more difficult for analysts to make earnings
forecasts. This will further result in more subjective judgements and private information
being incorporated in analysts’ forecasts and hence forecast dispersion will increase. In
addition, the great fluctuation of stock prices in the capital markets will make it more
difficult for analysts to forecast the earnings component, the measurement of which is
based on stock prices, thus resulting in a greater dispersion of analyst forecasts. We

therefore employ the following Model (4) to investigate this prediction:

DISPERSION = a, + B,NEWCAS + B,ASSET + B,NUM
+ B,HORIZON + BUE + B,RETSTD 4)
+ B,CORR + INDUSTRY + ¢,

where the dependent variable DISPERSION measures the dispersion of analyst forecasts,
defined as the standard deviation of all earnings forecasts that are issued by all of the
analysts following the firm. All of the other variables are as defined in Model (1). If
the coefficient of NEWCAS in the above model is positively significant, it indicates that
the adoption of the new CAS increases the dispersion of analyst forecasts.

Table 7 reports the corresponding results. We find that the coefficient of NEWCAS
is significantly positive, which indicates that the adoption of the new CAS increases

the dispersion of analyst forecasts.” This result further supports the main conclusion of

The main reason for the decrease in the sample is that at least two analysts’ earnings forecast records
should be included when the dispersion of analyst forecasts is calculated. In addition, in the sensitivity
test, we also replicate Model (4) by excluding companies with fewer than three following financial
analysts. Similar to the results in Table 7, the coefficient of NEWCAS is 0.0170 (t-value 3.16), which
is significant at the 1 per cent level.
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this study, namely that the adoption of the new CAS has a negative effect on, instead

of improving, the information environment of capital markets.

Table 7: Effect of the Adoption of the New CAS on the Dispersion of Analysts’

Forecasts

Predicted sign Coeft. t-value
Constant ? -0.3233%%* (-6.34)
NEWCAS + 0.0110%** (2.32)
SIZE ? 0.0066*** (3.34)
NUM ? 0.0025%*%* (10.17)
HORIZON + 0.0382%** (9.45)
UE + 0.0102%** (7.57)
RETSTD + 0.1268*** (3.03)
CORR ? 0.0066 (1.44)
INDUSTRY Controlled
Adj.R? 0.1537
F 22.50%**
N 3198

Notes: *, ** and *** represent significance at the 10%, 5%, and 1% levels, respectively.

5.2 Sensitivity Tests

To provide additional assurance of the robustness of our results, we also perform

the following sensitivity tests:

1.

The change in analysts’ earnings forecast errors around 2007 may have been caused
by changes in the accounting standards or other macro-economic factors. If the latter
explanation dominates, then we should find that analysts’ earnings forecast errors
clearly increase in the sample not or less affected by the changes in accounting
standards. To exclude the possibility that the results in this paper are driven by
macro factors, we replicate our tests using the sample firms with B shares or H
shares. As firms with B shares or H shares adopted the IFRS before 2007, the
influence of the adoption of the new CAS on those companies should be slight. If
the changes in macro factors are the main reason for the increase in the errors in
analysts’ earnings forecasts, we can still find that errors in analysts’ forecasts on
firms with B shares or H shares increase after 2007. Otherwise, we can document
that the adoption of the new CAS is one of the major reasons for the increase in
analysts’ earnings forecast errors. Therefore, we investigate the changes in analysts’
earnings forecast errors for firms with B shares or H shares before and after the
adoption of the new CAS. The results show that analysts’ earnings forecast errors
do not increase significantly for firms with B shares or H shares. We argue that

this result suggests, to some degree, that the adoption of the new CAS may be one
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major reason for the increase in analysts’ forecast errors and that the conclusion of
this study cannot be fully explained by changes in other market factors.

To address the possible concern that our results are driven by the change in the
sample before and after the new CAS period, we replicate our main tests using
a sample of companies which are followed by analysts both before and after the
adoption of the new CAS. The results are qualitatively the same.

As the financial industry is very different from other industries in various respects,
including firm size, regulatory environment, and accounting treatment, we exclude
this industry from the sample in our main tests. However, fair value accounting is
usually adopted more widely in the financial industry, and so we also perform a
sensitivity analysis on a sample including the financial industry. We find that the
results are qualitatively the same.

The analysts’ earnings forecast errors in the main tests are standardised by |EPS].
However, some companies’ |EPS| is very small and the standardised forecast errors
will be very great, especially when |EPS]| is close to 0, which leads to a high standard
deviation of forecast errors and extreme value. To reduce the effect of potential
outliers, we winsorise all of the continuous variables at the 5th and 95th percentiles.
To make the results more robust, we also perform the following sensitivity analysis:
(1) winsorise FERROR at the 5th and 95th percentiles and the other variables at the
Ist and 99th percentiles, respectively; (2) delete the samples with an |[EPS| close to
0 to avoid the potential problem caused by a small denominator. Specifically, we
exclude companies with the smallest |EPS| at the bottom 5 per cent of the sample.
We find that the results are qualitatively the same as our main results.

We also control for the size of the brokerage to which each analyst belongs in the
base model. Specifically, we measure, in respect of a specific company, the size of
the brokerage using the mean value of the total assets or sales of the brokerage to
which following analysts belong.'"” We find that there is no material change in the
main results after controlling for brokerage size.

To control for the effect of the individual characteristics of analysts, we use a stricter
process to select the final sample. Specifically, we require that financial analysts are
unchanged before and after the adoption of the new CAS. This sample selection
process ensures that our tests have compared the change in earnings forecast errors
made by the same analyst group and hence control for the effect of the individual
characteristics of analysts (i.e. individual experience) as far as possible. We find
that except for the difference in the coefficients of NEWCAS between the low fair
value group and the high fair value group (p-value 0.4531), which is insignificant,'

the other results remain unchanged.

As there is no financial data of brokerages before 2007, we use the mean of the total assets or sales
of brokerages during the period between 2007 and 2009 to measure the size of brokerages. We also
eliminate a few samples due to missing data and obtain 4,002 observations in the final sample.
One possible reason may be that the samples are fewer than those used in the main analysis of this
paper (only 1,225 observations left after the sample selection process).
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10.

VI.

6.1

The positive and negative values of the variable FV in various classification items
may offset each other. To exclude the influence of this situation, we hand collect
detailed profit and loss information from the fair value changes of firms during the
period from 2007 to 2009 and redefine FV as the summarised absolute value of
various classification items. The results remain unchanged.

We also perform the following sensitivity tests for Hypothesis 2b. First, divide
the sample into three groups. Specifically, companies with a mean value of FV
higher than the 90th percentile of the sample in the 3 years after the adoption of
the new CAS are classified as the high fair value group, while those with FV' > 0
are classified as the low fair value group and the rest, with a FV equal to 0, are
classified as the “zero fair value” group. The results show that the coefficients of
NEWCAS are significantly positive in all of the groups. Moreover, the coefficient is
highest in the high fair value group. We also find that the differences in coefficients
between the zero fair value group and high fair value group and between the low
fair value group and the high fair value group are both significant, while that
between the zero fair value group and the low fair value group is not significant.
Second, companies with a mean value of V" higher than the 80th percentile of the
sample in the 3 years after the adoption of the new CAS are classified as the high
fair value group and the rest are classified as the low fair value group. The results
show that the coefficient of NEWCAS in the high fair value group is significantly
greater than that in the low fair value group at the 10 per cent level.

As 2007 was the first year that the new CAS was implemented, analysts may not
have been familiar with it. As a result, we exclude the 2007 sample to perform a
sensitivity test. The results remain unchanged.

Our main sample only includes analysts’ last earnings forecasts before the earnings
announcement date in the forecast year. As a robustness check, we also replicate
our test with the sample including all analysts’ earnings forecasts in the forecast

year. The results remain unchanged.

Conclusion and Limitation

Conclusion

This paper examines the effects of the adoption of the new CAS on firms’

information environment in China by investigating the changes in the properties of

analysts’ earnings forecasts. We find that analysts’ earnings forecast errors increase after

the adoption of the new CAS, especially for firms using accounting policies that involve

more management judgements and for firms that use fair value accounting more widely.

Furthermore, we find that the magnitude of the increase in forecast errors after the

adoption of the new CAS is larger for firms located in regions with a poor institutional

environment. Additional tests reveal that the dispersion of analyst forecasts also increases
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after the adoption of the new CAS.

The results of this paper indicate that, to some degree, the information environment
of companies worsens and information transparency decreases after the adoption of
the new CAS. This conclusion is opposite to similar studies based on mature capital
markets. We document that there are several possible explanations for this phenomenon.
The application of the new CAS offers management more subjective discretion in their
judgements on accounting policies under China’s institutional environment. Larger
shareholders and management may use this opportunity to manipulate earnings, resulting
in a decrease in the reliability of accounting information. Besides, if accounting policies
involve more management judgements, it is more difficult for analysts to forecast
earnings due to the great differences in judgement standards between different people,
even if earnings management is not considered. In addition, with the great fluctuation in
stock prices in Chinese capital markets in these years, it is difficult to predict the earnings
components relevant to fair value accounting, the measurement of which is based on
stock prices (i.e. financial assets), and this also increases analysts’ forecast errors.

The results of this paper highlight the important roles of institutional environment
and firm-level reporting incentives in determining the impact of the adoption of the new
CAS. The new CAS is a strong weapon as it introduces more management judgements
on accounting policies and the wider use of fair value accounting. If protection is given
from a good legal system and sound market environment, more transparent and reliable
information can be offered to investors and the information environment of the capital
market can be improved. However, without such protection, the adoption of the new
CAS may have a negative effect on earnings quality and firms’ information environment.
Therefore, in order to improve the effect of implementing the new CAS, efforts should
not only be made at the specific technical level (including training on the new CAS),
but also at the more fundamental level by improving the legal environment, the relevant
punishment system, and the external environment of the whole capital market. With these

efforts, the implementation of the new CAS could achieve fundamentally better results.

6.2 Limitations

The two caveats of this paper are as follows:

First, although we try to exclude the influence of changes in the macro environment
on analysts’ forecast errors as far as possible in our research design and robustness test,
we realise that it is impossible to completely get rid of the influence of this factor due
to the complexity and great difficulty of quantifying the macro environment.

Second, the samples in this paper only account for 50 per cent of all of the listed
firms between 2004 and 2009. Owing to this limitation, we caution that our results may
lack representativeness or may only be relevant to certain companies. It is found that
the distributions of industries are similar between samples with analyst following and

samples without analyst following. However, the firm size and accounting performance
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of companies with analyst following are larger and better than those without analyst
following, respectively. Meanwhile, state-owned companies have a greater analyst
following than private firms. Therefore, due to the limitations of the data, the conclusions

in this paper may be more appropriate for larger size companies with better performance.
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