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ABSTRACT

A STUDY ON ASSET REVALUATIONS

OF THE KOREA EXCHANGE-LISTED COMPANIES

Seong-Pyo Koh

Department of Business Administration
Graduate School of Business Administration

Cheju National University

Supervised by Professor Hee-Soo Kang

Enterprise announces financial position and operating performance
through financial statements, which are based on historical cost principle
In accordance with the assumption of stable monetary unit. However, the
historical cost principle may raises problem that tinancial statements do
not reflect a firm's economic substance, especially during the inflation
period. Inflation effect is reflected in financial statements by asset
revaluation system in Korea.

Since asset revaluation is a voluntary rule, the motive that company
does asset revaluation may differ across different companies.

The purpose of this thesis is to examine the potential motive that
company conducts asset revaluation by analvzing difference in financial
characteristics between the firms that conduct asset revaluation and those

that do nat.
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To investigate the motives, for asset revaluation, the following sis
hvpotheses were established.

Hypothesis 1. The lower capital-to-asset ratio is, the larger motive

of doing asset revaluation is.

Hypothesis II. The higher dept-to—equity ratio is, the larger motive

of doing asset revaluation is.

Hypothesis II. The higher bond-to-capital ratio is, the larger motive

of doing asset revaluation is.

Hypothesis V. The lower depeciation-to—capital rate is, the larger

motive of doing asset revaluation is.

Hypothesis V. The higher effective tax rate is, the larger motive of

doing asset revaluation is.

Hypothesis VI. The higher cash rate is, the larger motive of doing

asset revaluation is.

Among non-banking companies listed in Korea exchange before 1992
vear, 32 companies who conducted asset revaluation between 1991 and
1992 are selected as experimental group. 33 control group companies are
selected as companies who did not conduct asset revaluation, although
they are entitled to asset revaluation.

Research  hypotheses were tested by examining differences in the
‘ariables  between  the experimental and control group firms. using
T-tests.

The results of this study can be summarized as follows:

The companies that  capital-to asset ratio is low, both
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dept-to-equity ratio and bond-to-capital ratio are high have high

motives for asset revaluation. However, effective tax rate 1s not a

significant motive for asset revaluation.

The empincal results that firms with higher debt-to-asset ratio and
bond-to-capital ratio are, and lower capital-to-asset ratio have high
motive for asset revaluation is show that firms react to the effect of
financial structure mprovements by doing asset revaluation. this is
widely different from the original purpose of asset revaluation system

that lightens tax-burden by calculating deprecation cost properly.
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