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Abstract

Value Relevance of Gains and Losses Related to Securities

Ji-Hye Kim
Department of Accounting

Graduate School of Jeju National University

The purpose of this study is to review whether fair value accounting on
securities provides useful information to investors. In order to test whether
the fair value of securities is value relevance, an analysis was performed to
investigate whether the unrealized holding gains on securities has additional
information contents for acquisition costs (net asset value before the
unrealized holding gains on securities) and it was reviewed whether the
gains/losses related to securities, which was unrealized holding gains/losses
on trading securities and the gains/losses on disposal of securities were value
relevance when book value was controlled.

To test the hypotheses, the Ohlson model(1995) was reorganized. The
unrealized holding gains on securities was separated from the book value and
the unrealized holding gains on securities and the gains on disposal of
securities were separated from profits to perform an empirical analysis by
regression.

This study was conducted with non-financial firms from year 2003 to year
2007. The results of the empirical analysis are as follows.

First, not only the regression coefficient of the book value (book value after

deducting unrealized holding gains on securities) but also the regression



coefficient of unrealized holding gains on securities are significantly positive.
Based on the results of the empirical analysis, it can be inferred that
information on unrealized holding gains on securities provides additional
information contents for acquisition costs.

On the other hand, the results of the model that used book wvalue and
profits as explanatory variables indicate that the regression coefficient of
unrealized holding gains on trading securities is not value relevance while the
regression coefficient of unrealized holding gains on available-for-sale
securities 1s value relevance. The possible reason for this results is that
unrealized holding gains on trading securities is measured as the gains
occurred in the present period, or that the amount of unrealized holding gains
on trading securities 1s immaterial.

Second, both the unrealized holding gains on trading securities and the
gains on the disposition of trading securities are not value relevance. The
regression coefficient of the unrealized holding gains on available-for-sale
securities is negative and that of the gains on disposal of available—for—sale
securities are positive at the level of 196 respectively. This result is different
from the prior studies, which indicated that the wvalue relevance of the
unrealized holding gains was smaller than that of the gains on disposal of
securities.

Third, the regression coefficient of the unrealized holding gains on trading
securities and the gains on disposal of trading securities, and the gains on
disposal of available-for=sale securities are not value relevance when book
value controlled. Therefore, it can be inferred that the unrealized holding
gains on trading securities and gains on disposal of securities do not have an
additional information contents for book value. Based on this result, it can be
inferred that unrealized holding gains on trading securities and gains on
disposal of securities are temporary non-operating gain and they are not

useful to forecast future abnormal earnings.

_iv_



This study is meaningful in that, unlike prior studies, the usefulness of fair
value accounting on securities was empirically analyzed after year 2003, when
the new accounting standards for securities were established, and thus, the
fair value accounting on securities was expanded and the criteria to classify

security categories had been altered.
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