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Abstract
The objective of this study is to examine

the predictive ability and the stock price
informativeness of earnings and cash flow
information of SET-listed companies choosing
to provide segment information under the
requirements set forth in the Thai Accounting
Standards (TAS) No.50.  The sample is restricted
to firms disclosing information for at least two
segments during 1998-2006.

The results reveal that there is a significant
improvement in terms of predictive ability of
earnings and cash flows for their future
counterparts and that the stock returns impound
a greater amount of information about future
earnings after the firms have adopted the

expanded disclosure requirements. Taken
together, the findings are consistent with the
conjecture that the stock price informativeness
manifests itself from the additional segment
reports providing information useful for investors
to form expectation about future earnings and
cash flows.

Additional analyses document the
predictive ability of current earnings and cash
flows for future cash flows for firms that
provide additional segment disclosures after
the release of TAS 50, but fail to document
any cross-sectional differences in terms of stock
price informativeness in such a setting.
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1. Introduction

This paper investigates the usefulness of
segment disclosures by examining the predictive
ability and the stock price informativeness of
earnings and cash flow information of SET-listed
companies having opted to apply the segment
disclosure guidelines set forth under the Thai
Accounting Standards (TAS) No. 50. The
International Accounting Standards Board (IASB)
revised the International Accounting Standards (IAS)
No. 14 on segment reporting and subsequently
replaced it with the International Financial Reporting
Standards (IFRS) No. 8 in 2007. The Standards
mandate additional disclosures of information
concerning operating segments.  Concerns over the
costs and benefits of segment reporting have been
a subject of heated debates over the years and have
caused the Federation of Accounting Professions
in Thailand to be reluctant to impose the additional
disclosure requirements on companies listed in the
Stock Exchange of Thailand.

A major concern rests on the potential leakage
of the proprietary information, especially for listed
companies having very few foreign customers.
Research has shown that firms facing potentially
adverse competitive effects tend to disclose less
information about geographical income (Doupnik
et al., 2006).  On the other hand, there is a substantial
body of research examining the informational
benefits of segment disclosures [see for example,
Ettredge et al. (2005)].  Nevertheless, there has
been little evidence as to the usefulness of the
segment information in the context of emerging

markets such as Thailand. The greater benefits from
additional disclosures in this environment should
be a manifestation of the concerns over the corporate
governance and enforcement mechanisms that
result in greater information asymmetry
(Kanagaretnam et al., 2007).

We attempt to shed some light on the benefits
of segment reporting information to the capital
market participants, a major group of constituents
that companies have to serve.  The research design
exploits a unique setting in the Thai capital market,
in which listed companies are required to provide
segment disclosures under TAS 24, similar to the
original version of IAS 14.  However, the Institute
to Certified Accountants and Auditors of Thailand
(ICAAT), the predecessor of the Federation of
Accounting Professions, incorporated the changes
to the IAS 14 (revised in 1997) in the TAS 50 in
2002.  The newly released Standards never came
into effect as they sparked heated debates on the
costs and benefits of the requirements set forth.
Nevertheless, a handful of companies listed in the
Stock Exchange of Thailand have opted to provide
the segment disclosures that are consistent with the
requirements set forth in TAS 50, without explicit
statements concerning the application of such
Standards.

This unique setting allows us to examine the
information environment in the pre- and post-
application of TAS 50 for firms that opted to
comply with the new requirements, and that of firms
using TAS 24 versus TAS 50 during the periods
after the new accounting standards have been
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introduced.  Juxtaposing the two analyses, we are
able to examine the benefits that the sample firms
get from switching to the enhanced disclosure
requirements and the cross-sectional variation in
the informational characteristics among firms after
the promulgation of TAS 50.

Accounting literatures provide empirical
evidence on the properties of earnings and the use
of earnings figures in various decision contexts
[See for example, Lipe (1986), and Swaminathan
and Weintrop (1991)].  However, the aggregation
of information may economically impair the
information, as is the case for consolidated earnings.
Therefore, constituents call for additional disclosures
about operating segments (Barth, 1994). The
additional disclosure requirements aim at providing
incremental information set that will assist users of
financial statements in assessing risk and return
characteristics that may differ across segments of
an entity.  Consequently, the segment disclosures
provide information that should be incrementally
useful for investors and financial analysts to assess
the overall performance of an enterprise, relative to
the consolidated earnings (Homolle, 2003).

This paper commences by examining the
incremental explanatory power of current earnings
(and cash flows) for future earnings (and cash flows)
during the pre- and post-adoption of TAS 50 for
firms that opt to disclose additional information in
conformity with TAS 50 guidelines. We also
examine the incremental explanatory power of
current earnings and cash flows for future
counterparts for firms applying TAS 50 guidelines,

relative to those continuing to follow requirements
in TAS 24, after the promulgation of TAS 50.

Ettredge et al. (2005) finds that the disclosures
under SFAS 131 allow investors to better form
expectations about future earnings and cash flows,
resulting in current stock prices having incorporated
the information on firm performance to a greater
extent.  Therefore, our paper proceeds to investigate
the relation between future earnings and returns
during the pre and post-adoption of TAS 50. The
investigation should help us understand the stock
price informativeness of earnings during the two
periods, providing evidence as to whether TAS 50
requirements help investors better impound the
information about future earnings and cash flows
into the current returns.  We also examine the same
issue for a sample of firms during the post-adoption
of TAS 50 period. The investigation should provide
empirical evidence on whether the information
contained in the disclosures in conformity with TAS
50 has the explanatory power for stock returns over
and above those in conformity with TAS 24 for a
sample of all firms after TAS 50 has been
promulgated in 2002.

The results from the regression analysis
examining the relation between current earnings
and cash flows and their future counterparts reveal
that firms disclosing segment information in
compliance with TAS No. 50 requirements
experience a significant improvement in terms of
the predictive ability for future cash flows over
those disclosing segment information in compliance
with TAS No.24.  Firms that opted to disclose
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segment information under the requirements of
TAS 50 experienced a significant improvement in
terms of the predictive ability of future earnings
and cash flows, relative to the period before the
adoption.  The findings are consistent with Hollie
(2003) in that the enhanced segment disclosures
improve predictive power of earnings and cash
flows.

The regression results are also consistent with
the hypothesis that firms having opted to disclose
the segment information under the TAS 50
experience significant incremental stock price
informativeness.  The incremental explanatory
power of future earnings for current stock returns
translate into the investorsû ability to impound a
greater amount of information about future earnings
into the current stock returns after the firm has
provided enhanced disclosures under TAS 50.
The results are also qualitatively the same after
correcting for self-selection bias and are consistent
with the conjecture following that of Ettredge
et al. (2005).  Contrary to our expectation, however,
firms that have chosen to disclose additional
information per TAS 50 do not exhibit greater
stock price informativeness than those that chose
to continue adopting TAS 24 during the post-TAS
50.  The results remain intact after correcting for
endogeneity problems arising from the firmsû
choice of adopting TAS 50.

This paper contributes to the extant literature
in three ways.  First, our results provide empirical
evidence on the usefulness of additional disclosures
under TAS 50, which is consistent with IAS 14

(Revised) and replaced by IFRS 8, using data from
an emerging market. The sample from the Thai
Stock Exchange should provide a powerful setting
to examine the benefits of the disclosure because
of the corporate governance, enforcement and
information asymmetry concerns.  In addition, the
provision of TAS 50 that allows firms to continue
to adopt the disclosure requirements under TAS 24
affords us with the opportunity to examine the
usefulness of enhanced disclosures from two
angles: (1) the investigation of the informational
characteristics for the sample firms pre and post
adoption of TAS 50, and (2) the investigation of
cross-sectional differences between firms that
have chosen to adopt the additional disclosure
requirements and those that have not.  The choice
introduces the endogeneity and sample-selection
problems.  We correct for the potential biases using
the two-stage least squares (Heckman, 1979) and
the instrumental variable techniques.  Finally, the
results from this study will shed some light on the
benefits of the additional disclosures subject to
heated debates among the regulators and other
stakeholders involved in Thailand. The findings
may have implications for firms in terms of
communicating their information about the corporate
results of operations.

2. Background Information on Segment
Reporting Requirements

The Institute of Certified Accountants and
Auditors of Thailand (ICAAT), the predecessor of
the Federation of Accounting Professions (FAP),
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issued TAS No.24 in 1994, prescribing the segment
reporting requirements that are consistent with
the original version of IAS 14. The standards
mandate the disclosures for each of the segments if
the revenues, earnings, or total assets of the segment
account for more than 10% of the corresponding
items of the enterprise.  An enterprise can choose
to disclose the information by business or geographic
segments.  The information required for disclosure
includes revenue, income, assets, and transfer prices.

The 1997 economic crisis has caused concerns
over the quantity and quality of information being
presented in the financial statements.  ICAAT has
taken a significant step toward improvements by

taking the initiatives to converge the Thai
Accounting Standards (TAS) to the International
Financial Reporting Standards (IFRS).  As part of
the convergence project, TAS No.50 was issued in
2000. Under TAS 50, consistent with IAS 14
(revised in 1997), companies are required to disclose
segment information from two dimensions: business
and geographic segments. Companies must designate
either business or geographic segments as the
primary segments for presentation purpose. The
companies will also be subject to additional
disclosures both for the primary and secondary
segments.  Table 1 summarizes the disclosure
requirements under TAS 24 and TAS 50.

TABLE 1 : Summary of Major Differences of Segment Disclosure
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The new standards pose significant threats
to smaller companies, having few major customers
in different geographic areas. Several constituents,
including the Thai Securities and Exchange
Commission and the Association of Listed
Companies, have expressed concerns over the
potential adverse effects of the new disclosure
requirements on the competitive positioning.  As a
result, FAP has not mandated the disclosure
requirements set forth under TAS 50, and continued
to enforce the segment reports under TAS 24.

We observe that there have been companies,
listed in the Stock Exchange of Thailand, that
have opted to apply the provisions set forth under
TAS 50. As the companies disclosed additional
information in their segment reports, the companies
met the minimum requirements set by TAS 24.
The companies did not, therefore, make an explicit
statement concerning the application of TAS 50
requirements because they were obligated to conform
to TAS 24 requirements, which remain in effect.

Mounting pressures from the global
stakeholders continue for FAP to reconsider its
stance on the segment reporting requirements
and on the overall convergence roadmap. While
we do not attempt to address the issue concerning
competitive harms of the new disclosure
requirements, our research aims to address the
potential benefits of the additional disclosures in
this unique setting, in which listed companies made
the decision to provided additional information
under TAS 50, while meeting the requirements set
in TAS 24. In particular, we address the issues

surrounding predictive power of current earnings
(and cash flows) for future earnings (and cash
flows) and the informativeness of earnings (and
cash flows) as evidenced by the extent to which
future earnings (and cash flows) are reflected in
the current stock returns.

3. Hypothesis Development and Research
Design

This section will highlight the hypothesis
development and research design in examining the
usefulness of segment disclosures.  First, we examine
the predictive ability of earnings (and cash flows),
given segment information under TAS 50 over
and above that of TAS 24. Second, we investigate
the stock price informativeness of earnings (and
cash flows), given segment information under TAS
50 over and above that of TAS 24.  The stock
price informativeness is determined by the extent
to which the information about future earnings is
incorporated into the current stock returns.

3.1 Predictive Ability of Earnings, Conditional
on Segment Reporting Disclosures

IASB has set the objective of financial
statements as to provide information useful to a
wide range of users in making economic decisions.
The economic decisions taken by users of financial
statements normally require assessments of the
amount, timing, and uncertainty involving future
cash flows (see Framework for the Preparation and
Presentation of Financial Statements).  Researchers
have spent considerable amount of efforts in
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assessing the predictive ability of current earnings
and cash flows [See for example, Greenberg et al.
(1986), Kim and Kross (2005), Finger (1994),
and Burgstahler et al., 1998)].

Extant literatures document improvements
in predictive ability of earnings and cash flow
information as a result of segment disclosures.
Venkataraman (2001) finds empirical support for
the superior financial analyst forecast precision for
firms that made a switch in the presentation of
the segment information from SFAS 14 to SFAS
131. Berger and Hann (2003) find that segment
information disclosures under SFAS No.131 regime
provide additional information about segmentûs
operating performance, resulting in the accuracy
of earnings forecasts.  Hollie (2003) finds empirical
evidence that firms switching to the segment
disclosures under SFAS 131 have experienced an
improvement in terms of predictive ability of current
cash flows for future cash flows.

The additional segment disclosure require-
ments aim at providing useful information of users

of financial statements in order to assess the risk
and return characteristics that may differ across
segments, allowing financial statement users to better
form expectations about future profitability and
cash flow generating capability. We conjecture
that firms adopting TAS 50 requirements should
experience an improvement in terms of predictive
power of current earnings (and cash flows) for
future earnings (and cash flows). The hypothesis
written in the alternative form is as follows:

H1: For firms that chose to adopt TAS No.50,
current earnings (cash flows) exhibit greater
predictive power for future earnings (cash
flows) in the post-TAS 50 adoption period
relative to the pre-adoption period.

Following Hollie (2003), we employ the
multiple regression specification, examining the
relationship between current earnings (cash flows)
and future earnings (cash flows) prior during the
pre-and post-TAS50 adoption periods. The
empirical specification is set as follows:



...53®ÿÃ“≈ß°√≥å∏ÿ√°‘®ª√‘∑—»πå ªï∑’Ë 32 ©.125 °.§.-°.¬. 53

Narongrit Chansuwan et.al/Predictive Ability and Stock Price Informativeness of Earnings and Cash Flow: ...

Prior literatures have identified a number of
variables that are associated with the timeliness
and predictive ability of earning or cash flows.
These variables include earnings growth, earnings
persistence, and the information environment.  We
use the market-to-book ratio to control for earnings
growth, and the natural logarithm of the market
value of equity to control for size (consistent
with El-Gazzar, 1998). To control for earnings
persistence, we follow Lundholm and Myers (2002)
and use a dummy variable, LOSS, which is assigned
a value of 1 if next yearûs earnings would be negative,
and 0, otherwise.

As we discussed in the background
information section, while TAS 24 was still in effect,
a number of companies voluntarily applied the TAS
50 guidelines without making explicit statements
about the application.  We perform the next analysis,
using the sample of companies listed in the Stock
Exchange of Thailand during the post-TAS 50

period, to examine whether the segment information
under TAS 50 exhibits greater predictive ability
for future earnings and cash flows than that under
TAS 24.   The hypothesis stated in the alternative
form is as follows:

H2: Current earnings (cash flows) exhibit greater
predictive ability for future earnings (cash
flows) for firms having chosen to adopt the
new segment reporting requirements under
TAS 50 than those continuing to pursue the
disclosure requirements under TAS 24.

In order to test hypothesis 2, we employ the
following year and industry fixed-effect regression,
examining the relation between current earnings
(cash flows) and future earnings (cash flows) of
firms choosing to adopt the new segment reporting
requirements under TAS 50 beyond those under
TAS 24.

3.2 Stock Price Informativeness of Segment
Reporting Disclosures

This section outlines the empirical
specifications for examining the stock price

informativeness of segment reporting disclosures.
We follow Collin et al. (1994) and Ettredge et al.
(2005), and define stock price informativeness as
the extent to which the stock returns reflect the



54... ®ÿÃ“≈ß°√≥å∏ÿ√°‘®ª√‘∑—»πå ªï∑’Ë 32 ©.125 °.§.-°.¬. 53

Narongrit Chansuwan et.al/Predictive Ability and Stock Price Informativeness of Earnings and Cash Flow: ...

information about future earning or cash flows.  The
definition assumes that revisions in expected
dividends are correlated with revisions in expected
earnings.  This implies that the current stock returns
are a function of the current unexpected earnings
and the discounted expected future earnings.

The objective of additional segment
disclosures is to provide information that is useful
for financial statement users in making economic
decisions. The information that is useful should
assist them in forming expectation about the amount,
timing and uncertainty involving future realization
of earnings and cash flows.  We operationalize this
concept by examining whether investors impound
a greater amount of information about future
realization of earnings and cash flows in their
investment decision reflected by current stock
returns.  In particular, this section investigates

whether the stock price informativeness increases
in the sample firmsû decision to switch to the new
segment reporting disclosures under TAS 50.  This
leads to our third hypothesis stated in the alternative
form.

H3 : For firms switching to the new segment
disclosure requirements under TAS 50, the
relation between current stock returns and
future earnings is greater for the post-TAS
50 adoption than that for the pre-adoption
period.

In order to test the above hypothesis, we
perform the multiple regression analysis on the
cross sectional data. The following empirical
specification is employed to examine the relation
between future earnings or cash flows and current
stock returns before and after the adoption of
TAS 50.

Where

R t = the annual stock return for year t, measured over the 12 monthsû period ending two month after the firmûs

fiscal year end.

R t+1 = the annual stock return for one year period following year t, measured over the 12 monthsû period ending two

month after the firmûs fiscal year end.

The coefficient of β
2
 for the empirical

specifications set in (3) is called the çForward
Earning Response Coefficient-FERC,é (see

Ettredge et al., 2005). The coefficient is expected
to be positive.  The examination of the stock
price informativeness of the switch to TAS 50
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hinges on the statistical and economic significance
of the coefficient, β

6
.  We conjecture that the

new segment disclosure requirements should
allow investors to impound a greater amount of
information about future realization of earnings
and cash flows into the current stock returns and
therefore expect a statistically significant and
positive coefficient on the incremental FERC,
depicted by the interaction term, POST* PERF t+1.

Included in the empirical specification are
the one-year ahead stock returns.  Collin et al. (1994)
argue that using actual future earnings or cash flows
introduces measurement errors in the estimates of
the future earning response coefficients.  To mitigate
these errors, we include next yearûs stock return as
a control variable in the regression and expect that
it will be negative because Rt+1 is correlated with
the unexpected component of Et+1 and CFOt+1

(Ettredge et al., 2005).

Once TAS 50 has been promulgated, a number
of listed companies in Thailand voluntarily adopted
the expanded segment disclosure requirements,
while others continued to disclose the segment
information that was originally required by TAS
24.  In this unique setting, we will examine whether
the stock price informativeness of firms adopting
the additional segment disclosures would be
greater than that of firms choosing to continue to
comply with TAS 24 requirements. Our fourth
hypothesis, stated in the alternative form, is as
follows:

H4 : Stock price informativeness is greater for firms
adopting the new TAS 50 requirements than
for firms continuing to adopt the requirements
originally set forth under TAS 24.

In order to test hypothesis 4, we employ the
following multiple regression for the cross sectional
data, controlling for fixed-effects of year and
industry.

4. Sample and Data

We use the data set obtained from the
SETSMART.COM and I-SIM CD-ROM, which is
a collection of financial statements and other
information pertaining to companies listed in the

Stock Exchange of Thailand.  The sample in this
study is restricted to those disclosing at least two
segments during 1998-2006.  Table 2 depicts our
sample.
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TABLE 2 : Sample

This research begins with a sample of 3,278
firm-year observations available.  From this list,
we eliminate 733 sample observations of firms
having one segment only, and 1,706 observations
not meeting the requirements set forth in TAS No.24
and being suspended from trading.  Ten observations
were deleted because the firms have negative
shareholdersû equity. We also deleted another 10
outliers, based on the stem and leaf plots. Thus,
final sample for firms disclosing information in
compliance with TAS No.24 includes 819 sample
observations.  Finally, we obtain a final sample of

319 sample observations with disclosures that were
in compliance with TAS 50 guidelines.

In Table 3, Panels A and B provide the
descriptive statistics and the correlation matrix for
the variables used in the empirical examinations,
respectively.  Panel C presents the results of the
univariate tests of variables for the differences
between the pre and post-adoption of TAS 50
periods, and between firms choosing to adopt the
new segment disclosure requirements and those
continuing to use the older requirements under
TAS 24.
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TABLE 3 : Descriptive Statistics
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The statistics are provided for pooled, cross-
sectional firm-year observations.  The sample firms
seem to have enjoyed an average annual return of
10.25% over the sample period.  The positive returns
are supported by average annual earnings of 5.23%
of the market value of equity and average operating
cash flows of 0.18% of the market value of equity.
The correlation matrix in Panel B suggests
significantly positive relations among returns,
earnings and operating cash flows.  It is therefore
important that we control for future returns when
we examine the predictive ability and the stock
price informativeness of future earnings in order to
parse out the effects of other information that may
affect future earnings.  The market-to-book ratio is
highly correlated with returns and the results of
operations.

The univariate tests of variables in Panel C
suggest that the market-to-book ratios of the sample
firms differ between the periods before and after
the promulgation of TAS 50. The sample firms
also exhibit a size difference during the periods
before and after TAS 50 came into effect, and for
firms adopting the new requirements and those
choosing to apply TAS 24 requirements.  Therefore,
it is important that we control for the differential
characteristics of these sample firms.

5.  Empirical Findings

5.1 Test for Predictive Ability of Segment
Reporting Disclosures during Pre- and Post-
Adoption Periods

The first set of tests involves the investigation
of the predictive ability of earnings and cash flows
for their future counterparts, for firms providing
additional segment disclosures under TAS 50 over
those under the old TAS 24. Panel A of Table 4
shows the empirical results of the investigation.
The analysis conditional on the set of sample firms
choosing to adopt the new TAS 50 requirements
shows that in the post-adoption period, the current
earnings exhibit greater predictive power for future
earnings over the pre-adoption period.  The
coefficient on POST* Et is significant at 0.01
significance level.  Contrary to our expectation is
the negative, though insignificant, relation between
current earnings and future earnings.  The findings
are consistent with the explanation that, for our
conditional sample, the current earnings may not
have explanatory power for future earnings until
the additional segment information is provided after
the sample firms provided additional information
under TAS 50.  Finally, current cash flows may
not have predictive power for future earnings as
the coefficient on post-adoption earnings and
accruals combined (β4 + β5) is not significantly
different from zero.

The right hand column of Table 4 reveals the
results from regressing one-year-ahead cash flows
from operations on current operating cash flows
during the pre- and post-adoption periods. The results
for the analysis of cash flows are qualitatively the
same as those for the earnings. Cash flows from
operating activities do not exhibit explanatory power
for their future counterparts. During the post-
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TABLE 4: Conditional OLS Results of the Predictive Ability of Earnings and Cash Flows for the Pre
and Post TAS No.50 Periods

adoption period, however, current cash flows exhibit
predictive ability for future cash flows after
controlling for other factors. Conditional on the
set of sample firms having chosen to adopt the
additional segment disclosure requirements, the
results are consistent with the hypothesis 1 that
the adoption of additional segment information
requirements under TAS 50 enhances the predictive
ability of current earnings and cash flows for
their future counterparts. Overall, the results suggest
that current earnings and cash flow information
possesses greater predictive power for their future
counterparts after the sample companies provide
the additional segment information under TAS 50.

5.2 Unconditional Results for the Predictive
Ability Tests for the Pre- and Post-Adoption
Periods

The results highlighted in section 5.1 rests
on the sample conditional on firms having chosen
to adopt the new requirements under TAS 50.
Therefore, the results may not be generalized to
the entire sample of companies listed in the Stock
Exchange of Thailand.  Recognizing the potential
sample selection bias, we attempt to correct this
problem by using the Heckman two-stage least
squares procedure.  In the process, we develop the
following choice model.
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We recognize that the choice model we
develop is ad hoc, but it is performed principally to
correct for the econometric problems we encounter.
We expect that larger companies should have larger
customer base and will not be subject to the
proprietary cost as suggested by the panel of experts
during the deliberation process of the Federation of
Accounting Professions.  Larger firms are afforded
with the opportunity to include a number of
operations within each segment, obscuring certain
information. In addition, larger volume of
transactions results in lower per-unit cost of
producing the information.  The same should apply
for firms with large market shares.  Therefore, we
hypothesize that firm size is associated with the

decision to adopt the TAS 50 segment reporting
requirements.

We also include high-tech industry and Big
5 auditors in the empirical specification because
these factors may be related to the firm size and
the preference for the disclosure choice.  We expect
that firms with transparent disclosures should opt
for the additional disclosures under TAS.  We also
include the ratio of independent board of committee
as we believe that the corporate governance is related
to the transparency score (see Bushman et al., 2004).
The results of the investigation of disclosure choice
are reported in Table 5.
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The summary statistics for the overall
model indicate that Pseudo R2 is quite high.  The
Cox and Snellûs is 46.20%, while the Nagelkerkeûs
is 63.40%. The overall prediction is 88.40%
correct.  The size, transparency and market share
are positively related to the choice of adopting
the new TAS 50 requirements. The statistically
significant coefficients are consistent with firms
having chosen to adopt TAS 50 requirements tend
to be larger, be more transparent, and have greater
market shares. Overall, these results suggest that
the logistic model should be appropriate for use
to address the econometric issues.

TABLE 5 : Logistic Regression Results from Choice of Disclosure Model

We further proceed to the unconditional
examination of the predictive ability of current
earnings and cash flows for their future counterparts.
In this process of correcting for the sample selection
bias, we use the resulting specification in the
examination of disclosure choice to compute the
Inverse Millûs Ratio and include such a measure
in the analyses to correct for the sample selection
bias. The results of the analyses are presented in
Table 6.
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The results presented in Table 6 remain
qualitatively the same as those in Table 4.  In the
left column, the current earnings exhibit explanatory
power for future earnings only in the post-adoption
period after controlling for other factors. In the
right hand column, the current cash flows bear a
statistically significant relationship with future cash
flows only in the post-TAS 50 adoption period.
The results suggest that the predictive power of
current earnings and cash flows for their future
counterparts is greater after the adoption of the
additional disclosure requirements, consistent with
hypothesis 1.

An important element in this exercise is the
correction for the potential sample selection bias,
caused by the inclusion of only firms adopting the
new disclosures requirement in the comparison of
the pre and post-adoption results.  The coefficients

on PERFt turn positive, though insignificant, as
opposed to negative ones in Table 4.  The Inverse
Millûs ratio is statistically significant, while the
p-value for coefficient on the POST*CFOt measure
changes from 0.001 to 0.037. The observation
highlights the importance of controlling for the
potential sample selection bias in examination of
the disclosures before and after the adoption of
the segment reporting requirements.

5.3 The Predictive Ability of Earnings (cash
flows) under TAS 50 over TAS 24 during the
Post-Adoption Period

In this section, we compare the ability of
current earnings to predict future earnings between
firms that have chosen to adopt the additional
disclosure requirements under TAS 50 over those
that continue to apply the disclosure rules set initially

TABLE 6 : Unconditional OLS Results of the Predictive Ability of Earnings and Cash Flows for the
Pre and Post TAS No.50 Periods



...63®ÿÃ“≈ß°√≥å∏ÿ√°‘®ª√‘∑—»πå ªï∑’Ë 32 ©.125 °.§.-°.¬. 53

Narongrit Chansuwan et.al/Predictive Ability and Stock Price Informativeness of Earnings and Cash Flow: ...

in the TAS 24, after TAS 50 came into effect.  We
employ the fixed-effect regression analyses,

controlling for industries and fiscal years. The
results of the analyses are presented in Table 7.

TABLE 7 : Results of the Fixed Effect Regression : Predictive Ability for Firm That Adopted the
Requirements under TAS No.50 Versus TAS No.24*
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Table 7, Panel A, shows the results of the
predictive ability of the current earnings for future
earnings for firms disclosing the segment information
under TAS No.50 over those conforming to TAS
24 requirements. In the column titled çActual Typeé,
we present the regression results using a dicho-
tomous variable to capture the firmsû choice of
providing segment information in conformity
with the new TAS 50 or the old TAS 24.  During
the post-adoption period, current earnings exhibit
predictive power for earnings at the statistical
significance level of one percent. The type of
disclosure itself seems to provide explanatory power
for future earnings.  However, the disclosures under
the new requirements do not seem to add to the
predictive ability of current earnings for future
earnings beyond those under TAS 24.

While current earnings given the new segment
disclosures are not incrementally informative about
future earnings, the accruals given the new segment
disclosures are. The results may suggest that the
accruals become more informative for future
earnings when they are supplemented with the
additional segment disclosures. The results seem to
contrast with those in Richardson et al. (2005),
who document that accruals reduce earnings
persistence.

We are aware of the potential endogeneity
problem, arising from the choice of segment
reporting disclosures that could have been driven
by other economic forces. We tackle this issue
through the instrumental variable approach,
defining the probability of using the new TAS 50

requirements as the resulting expected value from
the choice model we developed earlier.  The results
in the right hand column of Panel A reveal that
current earnings are informative about future
earnings during the post-TAS 50 adoption period.
The empirical evidence suggests that additional
disclosures do not improve the predictive ability of
current earnings for future earnings, but they do
add more predictive value for current accruals
for future earnings. The disclosure type loses its
significance when the instrumental variable approach
is used.

We repeat the same analysis for current cash
flows and present the results in Panel B of Table 7.
In the left column, in which we use the actual type
to capture the incremental effect of the new TAS
50 requirements, current cash flows and accruals
do exhibit explanatory power for future cash flows,
with statistical significance at one-percent level.  The
joint findings are consistent with the notion that
earnings exhibit predictive value for determining
future cash flows. Similar to the results for the
earnings regression, the additional disclosures do
not add to the predictive power for current cash
flows for future cash flows, but they do so only for
the current accruals.

We obtain stronger results from the analysis
using the instrumental variable approach. The
predictive value of current cash flows is enhanced
by the expanded segment disclosures only when
we use the instrumental variable.  Such is evidenced
by a positively significant coefficient on
TYPE*CFOt. In addition, the new segment
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disclosures provide information that results in the
incremental predictive power of current cash flows
and earnings for future cash flows.  The disclosure
type itself also exhibits explanatory power for
future cash flows only when the endogeneity issue
has been resolved through the instrumental variable
method.

Overall, there is little empirical evidence as
to the enhanced ability of current earnings and cash
flows to predict their future counterparts, for firms
that decided to provide the additional segment
disclosures relative to those that continue to comply
with the old rules. After the promulgation of TAS
50, however, we do not observe the cross-sectional
difference of the predictive ability of current earnings
for future earnings. Instead, the results suggest that
the expanded segment disclosures enhance the
predictive power of current cash flows for future
cash flows.  In addition, we find that the additional
information adds predictive value of current accruals
for future earnings and cash flows. The findings
manifest themselves to the notion that current
earnings are useful in predicting future cash
flows, especially given the additional segment
information.

5.4 The Stock Price Informativeness of
Segment Information of Firms Switching to
TAS 50

In the earlier sections, we have established
that the enhanced segment information increases

the predictive value of current earnings for future
cash flows and therefore conjecture that the
information should be value-relevant.  To address
the issue of enhanced value relevance of earnings
as a result of the expanded segment information,
we examine the stock price informativeness of
segment information. Following Collins et al.
(1994) and Ettredge et al. (2005), we define
stock price informativeness as the extent to which
investors impound the information about future
earnings into current stock prices.  We operationalize
this concept by examining whether the enhanced
segment information allows investors to impound
greater amount of information about future earnings
and cash flows into the current stock returns. In
particular, we examine whether the additional
segment information provides additional forward
earnings response coefficient [see Ettredge et al.
(2005) for further details].

First, we examine the forward earnings
response coefficient for the pre- and post-adoption
of TAS 50, for a sample of listed companies
having chosen to adopt the additional disclosure
requirements under TAS 50. The results are
presented in Table 8.  Panel A of Table 8 presents
the forward earnings response coefficient, depicting
the extent to which future earnings are impounded
in the current stock return, before and after the
adoption of TAS 50, for a sample of companies
having chosen to adopt the new segment disclosure
requirements.
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TABLE 8 : OLS Results of the Stock Price Informativeness for the Pre-adoption and Post-adoption
of the new TAS No.50 requirements

The results reveal a significant and positive
coefficient on current earnings, but not the current
earnings interacted with the post-adoption indicator.
The findings suggest that investors have impounded
the information about current earnings into their
investment decisions, and that enhanced disclosures

do not play a significant role for investors to digest
the information. On the other hand, the forward
earnings response coefficient is negative, although
not significant, while the coefficient on its interaction
term with post-adoption indicator variable is
statistically significant and positive. This suggests
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that investors may not be efficient in incorporating
the information about future earnings, and that the
additional segment information under TAS 50
improves the stock price informativeness about
future earnings.  The results hold after controlling
for other information captured by future stock
returns, and are even stronger after correcting for
the potential sample selection bias.

The conditional results in Panel B suggest
that investors are not efficient in incorporating the
information about future realization of cash flows
in their investment decision. The coefficient on
POST * CFOt+1 is positive, but not significant.
The findings suggest that there is little that the
enhanced segment disclosures do to improve the
ability of investors to impound such information
into stock returns.  Considering the unconditional
results, we find a statistically significant and negative
coefficient on CFOt+1 and a statistically significant
and positive coefficient on POST * CFOt+1. The
findings suggest that investors are not efficient in
incorporating the future realization of cash flows

into stock returns, but the enhanced segment
disclosures help mitigate the problem.  The stronger
results from the unconditional investigation highlight
the prevalence of sample selection bias.  In addition,
the coefficient on the inverse Millûs ratio is
statistically significant, suggesting that the factor
does capture the essential firm characteristics that
cause such a bias.  Overall, we find that the enhanced
segment disclosures allow investors to impound the
information about the future realization of earnings
and cash flows after the firms switch to the new
segment disclosure requirements.

5.5 The Incremental Stock Price  of TAS 50
segment Information Relative to That of
TAS 24

In this section, we proceed to examine the
stock price informativeness after the promulgation
of TAS 50.  We investigate if the additional segment
information enhances the stock price informativeness
over and above the disclosures under the disclosures
provided in conformity with the old disclosure
rules.  The results are presented in Table 9.
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TABLE 9 :  Results of the Fixed Effect Regression: Stock Price Informativeness for Firms that Chose
to Adopt the New Disclosure Rules under TAS No.50 versus Those continuing to apply the
rules set in the original TAS No.24*



...69®ÿÃ“≈ß°√≥å∏ÿ√°‘®ª√‘∑—»πå ªï∑’Ë 32 ©.125 °.§.-°.¬. 53

Narongrit Chansuwan et.al/Predictive Ability and Stock Price Informativeness of Earnings and Cash Flow: ...

Upon the promulgation of TAS 50, there is
little empirical evidence indicating the incremental
stock price informativeness of the additional
disclosures under TAS 50 over and above those
under TAS 24. Panel A reports the empirical results
from regressing current stock returns on future
earnings and their interaction with the indicator
variable depicting the adoption of the new disclosure
requirements. The forward earnings response
coefficient is negative, although not significant.  The
finding is inconsistent with our conjecture.  In
addition, the coefficient on the interaction term is
0.150 when we examine the actual disclosure types,
and 0.141 when we use the instrumental variable,
although both are not statistically significant at the
five percent level. The results suggest that the
stock price informativeness of future earnings is
lacking and there is little empirical evidence
suggesting that the additional segment disclosures
pick up that slack.

Panel B reports the empirical results of the
forward cash flows response coefficient. The
coefficients on the future cash flows and their
interaction with the indicator variable on additional
segment disclosures are negative, although not
significant. The finding is inconsistent with our
conjecture.  Overall, there exists no empirical support
that the current stock returns having impounded
the information about future earnings and cash flows
realization after the additional disclosures under
TAS 50 came into effect. The results remain
unchanged after correcting for the endogeneity
problem, using the instrumental variable.

Overall, the companies that opted for enhanced
segment disclosures experienced greater stock
price informativeness after they have adopted the
enhanced disclosure rules, consistent with hypothesis
3. However, there is little empirical evidence as to
the cross-sectional differences in terms of stock
price informativeness of segment information after
TAS 50 came into force. The lack of significant
results could be a manifestation of the disclosures
not being useful, or of the investors not being
efficient in the use of information. The issue
warrants future research investigations.

6. Conclusion
This paper investigates the usefulness of

segment reporting disclosures in compliance with
TAS No.50 beyond TAS No. 24 from two
dimensions.  First, we compare the predictive value
of earnings and cash flows between the period before
and after the promulgation of TAS 50, using a
sample of listed firms which have chosen to comply
with the additional disclosure rules. We also compare
the predictive value of the information between
companies having chosen to comply with the new
rules and those continuing to use the old disclosure
rules after the pronouncement came into force.
Second, we examine whether the stock returns
impound a greater amount of information about
future earnings and cash flows with the additional
segment information.

The analyses are performed (1) to compare
the stock price informativeness before and after
the adoption of TAS 50 provisions by firms that
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have opted for such requirements and (2) to compare
the stock price informativeness of firms that opt
for TAS 50 relative to those that continue to comply
with TAS 24 requirements. Juxtaposing the
analyses, we are able to address the change in the
informational environment of firms that switch to
the new disclosure regime and the differential
information environment between firms that have
made a switch and those that have not.

The empirical findings in this study indicate
that firms disclosing segment information in
compliance with TAS No. 50 experienced a
significant improvement in terms of predictive value
of current earnings and cash flows, consistent
with Hollie (2003). Comparisons during the
post-adoption period reveal that current cash
flows exhibit greater predictive value for future
cash flows for firms choosing to adopt the enhanced
disclosure rule, relative to those of firms continuing
to apply TAS 24 requirements.

Next, we examine the stock price infor-
mativeness, defined as the extent to which the
information about future earnings and cash flows
has been impounded into current stock returns.  The
results are consistent with stock returns being more
informative about future earnings and cash flows
after the firms decided to disclose more information
in conformity with the new rules.  The findings are
consistent with Ettredge et al. (2005).

The comparisons between firms adopting the
new rules and those continuing to disclose the
information under the old rules do not yield
significant results.  The lack of significant results
could be attributable to the notion that the
information may not be useful or the notion that
the information could have been useful, but the
investors are not efficient in impounding the
information in their investment decision. This
anomaly warrants future research examination.
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