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Available online xxxx This paper examines the influence of reporting location on the value relevance of other comprehensive income
(OCI). Accounting Standards Update (ASU) 2011-05 “Presentation of Comprehensive Income” requires firms to
report OCl in a performance statement (i.e., either below net income in a single statement of comprehensive in-
come or in a second statement of comprehensive income that begins with net income). ASU 2011-05 eliminated
the option of reporting OCI in the statement of equity, based on the argument that performance reporting would
improve the transparency of OCl in the financial statements. We find mixed evidence that the value relevance of
Ol differs across management's choices of OCI reporting location prior to the implementation of ASU 2011-05.
However, we do find a decline in the value relevance of OCI for firms that were required to change the reporting
location of OCI from the statement of equity to a performance statement in response to ASU 2011-05. This result
holds after we include a control group consisting of firms that did not change the reporting location of OCI. Over-
all, our findings suggest that the value relevance of OCl is determined by whether its reporting location is consis-
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1. Introduction

In June 2011, the Financial Accounting Standards Board (FASB)
issued Accounting Standards Update (ASU) 2011-05 “Presentation of
Comprehensive Income”. The objective of this Update is to “[...] improve
the comparability, consistency, and transparency of financial reporting
and to increase the prominence of items reported in other comprehen-
sive income [...]” (ASU 2011-05, p. 1). Under Statement of Financial
Reporting Standard (SFAS) 130 “Reporting Comprehensive Income”,
firms could choose to report the components of other comprehensive
income (OCI) in the statement of equity or in a performance statement.
ASU 2011-05 eliminated the option of reporting OCI only in the state-
ment of equity in lieu of requiring OCI to be reported in a performance
statement. A performance statement can take one of the following
two formats: a single statement of comprehensive income with the
components of OCI below the components of net income (single-
statement option); or a second separate statement of comprehensive
income (two-statement format) that begins with total net income.

E-mail addresses: philipp.schaberl@du.edu (P.D. Schaberl), lisa.victoravich@du.edu
(L.M. Victoravich).
T Tel.: +1303.871.4438.
2 Tel.: +1 303.871.7515.

http://dx.doi.org/10.1016/j.adiac.2015.09.006
0882-6110/© 2015 Published by Elsevier Ltd.

Based on the initial 1996 FASB exposure draft regarding performance
reporting for other comprehensive income (FASB, 1996), Yen, Hirst, and
Hopkins (2007) conducted a content analysis of the comment letters
which indicated that the overall tenor of comment letters was in opposi-
tion to the proposed change. This finding suggests that respondents
(i.e., reporting firms, major public accounting firms and professional or-
ganizations) also believe that reporting location matters despite the fact
that ASU 2011-05 (as implemented) does not change what items have to
be included in OCI. This Update only affects firms' options for OCI
reporting location. That is, the values of comprehensive income, net in-
come, and OCI are not affected, and as a result there is no impact on
items such as debt covenant compliance and management compensa-
tion. Nevertheless, current research provides convincing evidence that
standard setters, investors, and managers believe that the reporting loca-
tion of OCI influences its usefulness to investors (Black, 2014).

Further, many comment letters indicated that respondents had a
preference for the two-statement option over the one statement option
due to the concern that reporting net income and OCI as two subtotals in
a single statement of comprehensive income would “inappropriately
deemphasize net income, causing confusion in the capital markets”
(ASU 2011-05, BC8). Several respondents indicated a belief that the pro-
posed change would impact investors' perceptions of their firm's oper-
ating results and risk level. On the other hand, a recent study conducted
by the Certified Financial Analysts (CFA) Institute argues that OCI
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information is underutilized by investors and suggests that investors
should increase their use of this information when making valuation de-
cisions. As a result, the CFA proposes to enhance the presentation of OCI
items by financial statement preparers and standard setters (Papa,
Peters, Schacht, & Lu, 2015).2

Prior evidence suggests that management believes that the
reporting location of OCI influences its usefulness. Lee, Petroni, and
Shen (2006) provide archival evidence based on firms in the property-
liability insurance industry in which a relatively large percentage of
firms chose to report OCI in a performance statement instead of the
statement of shareholder's equity. They find that managers who
manage earnings through sales of AFS securities and firms with low
disclosure quality are more likely to report the components of OCI in
the statement of shareholder's equity.

The purpose of this study is two-fold. First, it aims to provide ad-
ditional insight as to whether the financial statement reporting loca-
tion of OCI matters to investors as evidenced by differences in the
value relevance of OCL* Second, it examines whether mandatory
performance reporting is more value relevant than the more fre-
quently used equity statement reporting prior to ASU 2011-05. In ad-
dition to the comment letters that suggest there is a perceived
importance of reporting location, Rees and Shane (2012) note that
whether the reporting location of OCI is of actual importance to cap-
ital market participants remains an unanswered question due to
mixed findings across experimental studies (Hirst & Hopkins, 1998;
Maines & McDaniel, 2000) and archival studies (Chambers,
Linsmeier, Shakespeare, & Sougiannis, 2007). Given the recent im-
plementation of ASU 2011-05, this study is not only timely but
speaks directly to the usefulness of the mandated reporting location
change of OCI and thus should be of interest to standard setters.

Research examining firm's OCI reporting choices suggests a per-
ceived importance of OCI reporting location. Prior to the implementation
of ASU 2011-05, a majority of firms chose to report OCI in the statement
of equity (e.g., Bamber, Jiang, Petroni, & Wang, 2010; Chambers et al.,
2007). In our sample, 65% of firms report OCI only in the statement of
equity before the implementation of ASU 2011-05. Approximately 83%
(85%) of firms that report OCI in a performance statement use the
two-performance statement option in the pre-ASU (post-ASU) period.
Consequently, the implementation of this update required numerous
firms to change the reporting location of OCI from the previous location
in the statement of equity. Consistent with comment letters, the finding
that a majority of firms chose not to report OCI and net income in one
statement suggests that firms are concerned about the possibility of
investors confusing the two amounts.®

For the first setting, the pre-ASU period — when management was
still able to choose the reporting location of OCI — we find mixed evi-
dence that the value relevance of OCI differs across management's
choice of OCI reporting location, with OCI being the most value relevant
when reported in the statement of equity. This finding is contrary to the

3 Although the position paper is based on a sample of banks, the recommendations
listed in the paper are also applicable to OCI information for non-financial firms.

4 Consistent with prior studies, we define value relevance of an information item as its
ability to capture or summarize any type of information that affects stock prices in the cur-
rent period (e.g., Lev, 1989; Lev & Zarowin, 1999; Francis & Schipper, 1999; Dhaliwal,
Subramanyam, & Trezevant, 1999; Barth, Beaver, & Landsman, 2001; and Chambers
et al., 2007 among many others).

> For example, the Financial Executives Institute stated, “We recommend that the Board
continue to permit optionality in the presentation of Comprehensive Income and allow
preparers to choose between a single, continuous statement of Comprehensive Income
or a two-statement approach. We believe that a two-statement approach will provide ad-
ditional prominence to elements of OCI while not diminishing the importance of Net In-
come to the users of our financial statements.” Federated Investors Inc. a major
investment manager made a similar comment, “We believe that a continuous statement
of comprehensive income would create confusion to the primary users of the financial
statements by decreasing the presentation prominence of the key performance measure-
ments, net income and earnings per share.” http://www.fasb.org/cs/
BlobServer?blobcol = urldata&blobtable = MungoBlobs&blobkey = id&blobwhere =
1175821395691&blobheader = application%2Fpdf

FASB's expectation and prior experimental evidence which suggests
that performance reporting leads to more transparency and therefore
higher value relevance. Our results are largely consistent with the find-
ings presented by Chambers et al. (2007) who find that OCI is more
value relevant when reported in the predominant reporting location
during the sample period, (i.e., the statement of equity).®

For the second setting, the pre/post-ASU period, we find that the im-
plementation of ASU 2011-05 led to a decrease in the value relevance of
OCl for those firms which changed the reporting location of OCI from the
statement of equity in the pre-ASU period to a performance statement
in the post-ASU period. This result holds after we include a “control
group” consisting of firms that did not change the OCl reporting location
between the pre-ASU and post-ASU period.

Overall, our results suggest that although reporting OCI components
in a performance statement might be perceived as the more transparent
and therefore preferable approach, a mandated change in reporting
location to a performance statement had an adverse impact on the
value relevance of OCI. Together with prior evidence, our findings
indicate that the value relevance of OCl is higher when a firm's reporting
location of OCI is consistent with its reporting history.

2. Background and hypotheses

According to the traditional Efficient Markets Hypothesis (EMH), the
reporting location of financial information should not impact its value
relevance (Malkiel & Fama, 1970). However, the debate on the reporting
location of OCI has continued for decades. This debate has continued
due to conflicting viewpoints by academics, reporting firms and stan-
dard setters. Those against performance reporting argue that it is unnec-
essary because OCI is not value relevant given that the underlying
components are transitory in nature. Supporting this view that OCI is
transitory and thus less value relevant, several studies using samples
of US firms report that net income outperforms OCI in predicting future
cash flows and has a greater association with market value (Cheng,
Cheung, & Gopalakrishnan, 1993; Dhaliwal, Subramanyam, &
Trezevant, 1999; Choi, Das, & Zang, 2007; Barton, Hansen, & Pownall,
2010; Ziilch & Pronobis, 2010).” While OCI might be transitory, these
studies also suggest that total OCI is in fact priced by the US capital
markets.

Further, the value relevance of OCI relative to net income is most
likely dependent on the country in which it is investigated. Lin (2006)
reports that other comprehensive income items are more value relevant
than net income when reported in a combined statement of other com-
prehensive income and net income based on a sample of UK firms. Lin,
Ramond, and Casta (2007) also find that other comprehensive income
provides incremental value relevance beyond net income for most of
the European Union (EU) firms examined in their sample. These find-
ings suggest the importance of revisiting the OCI reporting location
debate after the mandatory reporting requirement in the US.

Another concern by standard setters complimented by academic re-
search is that managers' choice of reporting location of OCI is driven by
opportunism and as a result managers may avoid performance
reporting to reduce transparency. Lee et al. (2006) find that insurance
companies prefer to report unrealized gains and losses on available for
sale (AFS) securities which are used to smooth earnings in the state-
ment of equity instead of in a performance statement. Further,
Bamber et al. (2010) report that managers are less likely to choose per-
formance reporting when their equity compensation is more sensitive
to changes in stock price, job security is lower, and larger (absolute) un-
realized gains and losses on AFS securities are reported. These studies

5 In the Chambers et al. (2007) study, the post-SFAS 130 sample (i.e., years 1998-2003)
covers 2272 firm-years (~80%) with OCI reporting location in the statement of equity and
535 firm-years (~20%) with OCI reporting location in a performance statement.

7 Based on a sample of 48 New Zealand firms, Cahan, Courtenay, Gronewoller, & Upton
(2000) find that comprehensive income is more value relevant than net income.
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imply that managers believe that market participants will pay more
attention to OCI when reported in a performance statement — the
presumably more transparent reporting location.

The findings of experimental research support the FASB's belief that
performance reporting increases the transparency of OCI (Hirst &
Hopkins, 1998; Maines & McDaniel, 2000). As observed by Chambers
(2011), these experimental studies were conducted before SFAS 130
was in effect.® SFAS 130 required reporting OCI in the financial state-
ments versus just in the financial statement footnotes. Hence, it is rea-
sonable to assume that study participants did not have an opportunity
to gain experience in locating and using OCI information reported in
“real-world” financial statements. It is also unlikely that study partici-
pants had an expectation about the predominant reporting location of
OCL° Thus, the results might have been different if the experiments
were conducted after the implementation of SFAS 130. In fact
Chambers et al. (2007) find that OCI is more value relevant when re-
ported in the statement of equity versus in a performance statement.
Thus, investors likely adjusted to the more predominant but less trans-
parent reporting location choice (Chambers, 2011).

Prior experimental and archival evidence is inconsistent with the
EMH and should be interpreted in light of alternative theories such as
the “Incomplete Revelation Hypothesis” (IRH) (Bloomfield, 2002) and
the notion of “limited attention” to available financial data (Hirshleifer
& Teoh, 2003). The IRH states that prices react more strongly to statistics
(i.e., financial information) that are more easily extracted from public
datareleased by companies. This complements the notion that investors
have limited attention with respect to publicly available information
and that otherwise equivalent disclosures can impact investors' deci-
sions differently based on how costly it is to locate and process the
disclosed information (Hirshleifer & Teoh, 2003). Thus, the participants
in Hirst and Hopkins (1998) and Maines and McDaniel (2000) likely
perceived OCI reporting as more transparent and easier to locate
under the performance reporting format since they had no prior expec-
tation with respect to a reporting location, as SFAS 130 had not been im-
plemented when the study was conducted. The findings by Chambers
et al. (2007) that OCl is more value relevant when reported in the state-
ment of equity may be due to the fact that investors had already formed
an expectation about the OCI reporting location based on firms'
reporting history. Despite the presumably lower level of transparency,
investors were likely better able to locate and process the OCI informa-
tion when reported in the statement of equity — the predominant and
therefore expected reporting location.

Since the sample period examined by Chambers et al. (2007) is after
the implementation of SFAS 130 (1998-2003), we reexamine the asso-
ciation between OCI reporting location and market pricing in a more re-
cent period (2010 and 2011) in which managers had the choice of OCI
reporting location. Based on the above discussion, we are unable to
make a prediction as to whether OCI is more/less value relevant when
reported in the statement of equity versus in a performance statement.
One the one hand, prior archival evidence suggests that OCI is more
value relevant when reported in the statement of equity. On the other
hand, the FASB's expectations and experimental evidence suggest
reporting OCI in a performance statement is the more transparent ap-
proach. Moreover, over the seven-year period after 2003 and with the
implementation date of ASU 2011-05 required for fiscal year's ending
December 31, 2012, some companies chose early adoption of OCI per-
formance reporting. This may have impacted the expected reporting lo-
cation of OCI for those firms that chose early adoption and reduced
investors' cost of locating and processing the information which in

8 SFAS 130 became effective for fiscal years beginning after December 15, 1997. The
Hirst and Hopkins study was published in December 1998. The Maines and MacDaniel
study was submitted to the Accounting Review in July 1998, accepted in December
1999, and published in April 2000. Assuming that the experiments were conducted at least
6 months prior to the submission date, it is unlikely that the subjects were exposed to OCI
reporting in accordance with SFAS 130.

9 See Chambers et al. (2007, p. 564) for a similar argument.

turn likely increased attention to performance reporting of OCI. This
leads to our first research question:

RQ1: If management can choose the reporting location, is the value
relevance of OCI different across reporting locations?

ASU 2011-05 imposes a mandated change for the reporting location
of OCI thereby largely eliminating managers' choice of reporting location
to one of two performance statements. As a result, a majority of firms
were affected by ASU 2011-05 and were required to change from
reporting OCI in the statement of equity to reporting OCI in a perfor-
mance statement. On the one hand, the EMH predicts that the reporting
location of financial information should not impact its value relevance.
Hence, since ASU 2011-05 only affects the reporting location of OCI
and not its content, we would expect to find no change in value rele-
vance. As well, in light of the FASB's expectations that performance
reporting is the more transparent approach, the mandated change in
reporting location due to ASU 2011-05 should enhance the value rele-
vance of OCL

On the other hand, the IRH predicts that the value relevance of an
item decreases with information processing costs. Hence, for firms re-
quired to change the reporting location of OCI in response to ASU 2011-
05, the new location of OCI likely deviates from the expected reporting
location. As a result, investors may have found it — at least temporarily
— more costly to locate and process the reported OCI information
(Bloomfield, 2002; Hirshleifer & Teoh, 2003 ). This leads to our second re-
search question:

RQ2: Does a required change of OCl reporting location from the state-
ment of equity to a performance statement improve the value relevance
of OCI?

3. Data and methodology
3.1. Sample selection

Our sample is based on firms with a December 31st fiscal year end
that have the required data available in Compustat and Bloomberg.
Due to the timeliness of this study and constraints on data availability,
our sample only includes observations from 2 years prior to (2010 and
2011) and 2 years (2012 and 2013) after the implementation of ASU
2011-05. We obtain OCI and net income (NI) data from Compustat
and stock return data from Bloomberg. Consistent with prior studies,
we eliminate utilities (SIC codes 4900-4999) and financial firms (SIC
codes 6000-6999) because they are subject to additional regulation.
We are able to identify 2686 firms with all the required data in
Compustat and Bloomberg in the sample period. To make our coding ef-
fort more manageable, we randomly selected 1000 firms out of the 2686
and hand-coded the OCI reporting location for each firm-year based on
the 10-Ks downloaded from the SEC Edgar Database. The reporting loca-
tion of each observation was coded as either the statement of equity
(EQ), a performance statement (PF), or both reporting locations
(BOTH) since some firms continued to report OCI in the statement of
equity in 2012 and 2013. This approach yields 4000 firm-years for our
full sample.'®

In 2010 and 2011, the pre-ASU period, firms were still able to report
the components of OCI in the statement of equity, in a performance
statement, or in both locations. Those firms that had reported the com-
ponents of OCl in the statement of equity in 2011 are required to report
the components of OCI in a performance statement in 2012 and 2013,
the post-ASU periods. Our sample selection process yields two pre-
ASU and two post-ASU observations per firm. Hence, each firm acts as
a control for itself. By using two pre-ASU and two post-ASU observa-
tions, we hope to mitigate the influence of adoption year effects and
to enhance the generalizability of the reported results (Kohlbeck &
Warfield, 2010).

19 If the information required to determine a firm's OCI reporting location was not avail-
able (e.g. missing 10-K), we simply took the next firm following a randomly assigned rank.
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Table 1
Frequencies of OCI reporting locations pre-2011 and post-2012 ASU 2011-05.
2011 2012
Panel A: firms reporting choice
Statement of equity and performance statement 204 20% 570 57%
Only statement of equity 650 65% 0 0%
Only performance statement 146 15% 430 43%
Total 1000 100% 1000 100%
Panel B: single-statement or two-statement option?
Only performance statement 146 100% 430 100%
Two-statement option 121 83% 367 85%
Single-statement option 25 17% 63 15%

Panel C: new reporting location for firms that reported only in statement of equity in 2011

Only two-statement option

Only single-statement option

Statement of equity and two-statement option
Statement of equity and single-statement option
Total

264 41%
42 6%

256 39%
88 14%

650 100%

3.2. Frequency of OCI reporting

Panel A in Table 1 shows the frequencies of OCI reporting locations
for all coded observations.'! Our findings for 2011 are consistent with
prior studies which found that the majority of firms report OCI in the
statement of equity (e.g., Chambers et al., 2007; Bamber et al., 2010).
We find that the majority of firms (85%) chose to report OCI in the state-
ment of equity in 2011, the last pre-ASU year. Specifically, within this
group 65% chose to report the components of OCI only in the statement
of equity and 20% report OCI in both a performance statement and the
statement of equity. Thus, 35% (20% + 15%) of the firms in our sample
reported OCI in at least one performance statement in the pre-ASU pe-
riod. As expected, we find a very different picture for the post-ASU peri-
od. Under ASU 2011-05, 100% of firms report the components of OCl in a
performance statement. Specifically, within this group 43% report OCI
only in a performance statement and 57% additionally report OCI in
the statement of equity. '2

Panel B in Table 1 shows the frequencies of OCI reporting locations
for the subset of firms that reported OCI in a performance statement.
Given the choice between the one-statement or two-statement option
of performance reporting, the majority of firms picked the two-
statement option thereby reporting OCI in a separate statement instead
of one-statement of comprehensive income. Specifically, 83% and 85% of
performance reporting firms (henceforth PF) chose the two-statement
option in 2011 and 2012, respectively.

Panel Cin Table 1 shows the frequencies of OCI reporting locations in
2012 for the subset of firms that chose to report OCI only in the state-
ment of equity in the pre-ASU period (henceforth EQ firms). The find-
ings mirror the pattern discussed above. Specifically, 41% of EQ firms
chose only the two-statement option in the post-ASU period. Approxi-
mately 47% (41% + 6%) of EQ firms stopped reporting the components
of OCI in the statement of equity while the remaining 53% (39% + 14%)
kept reporting the components of OCI in the statement of equity in
addition to reporting OCI in a performance statement.

Overall, the frequencies reported in Table 1 suggest that firms have a
preference for the two-statement option. This is consistent with the
notion that firms are concerned that reporting OCI and net income in

1 To ensure that our sample is not subject to a bias in terms of OCI reporting location
choice, we coded the OCI reporting location for all firms that were included in the
S&P500 index in 2011 or 2012. For this sample, we find that the frequencies of the differ-
ent OCI reporting locations are very similar to the frequencies for our sample shown in
Table Table 1. This suggests that our sample selection requirements yields a sample that
is representative in terms of firms’ OCI reporting location choice.

12 Based on the information presented in the SEC Edgar database, Supreme Industries
Inc. failed to comply with ASU 2011-05. Specifically, the components of OCI are only re-
ported in the statement of equity. The separate statement of comprehensive income only
shows the total of OCI, rather than its components.

the same performance statement could inappropriately diminish the
prominence of net income and lead to confusion among investors.
Interestingly, this two-statement option was not part of the initial
exposure draft for ASU 2011-05 and was included based on comment
letters (see ASU 2011-05, BC10).

3.3. Regression models

In order to assess whether the reporting location of OCI affects the
pricing of OCI, we examine the association between OCI and stock mar-
ket returns. Standard setters and experimental studies (Hirst & Hopkins,
1998; Maines & McDaniel, 2000) claim that reporting OCI in a perfor-
mance statement, rather than in the statement of equity, is more trans-
parent. To the extent that this claim is true, we would expect investors
to be better able to process the reported OCI information if presented in
a performance statement. Empirically, we should observe a stronger
association between OCI and stock returns if OCl is reported in a perfor-
mance statement.

Ohlson (1995) provides the theoretical foundation for our research
design. Our research design for return-earnings regressions follows
prior association studies (e.g., Dhaliwal et al., 1999; Chambers et al.,
2007). To assess whether the reporting location of OCI matters to inves-
tors, we examine the association between OCI and annual stock returns
contingent on the reporting location of OCl. We use two different
settings to examine the influence of reporting location on the value rel-
evance of OCL First, we use a sample based on pre-ASU data. In the pre-
ASU period, firms were still able to choose between EQ and PF. As noted
by Rees and Shane (2012), the results from a setting in which managers
have a reporting choice might be affected by a reporting selection bias
and as a result we exploit the second setting in which firms are required
to change the reporting location from the statement of equity to a per-
formance statement in response to ASU 2011-05. Specifically, we use a
sample of firms that reported OCI only in the statement of equity in
the pre-ASU periods and switched to reporting OCI only in a perfor-
mance statement in the post-ASU periods. Since this change of reporting
location was not by choice but in response to ASU 2011-05, the results
are less likely to suffer from a selection bias.

3.3.1. Pre-ASU period

We estimate the following cross-sectional regression models based
on pre-ASU data (2010 and 2011) to compare the value relevance of
OCI across the EQ, PF, and BOTH reporting alternatives in a setting
where management has a choice between reporting OCI in the state-
ment of equity and a performance statement (for firm i in year t):

Model 1 : RET; = og + o1 NI + 0, LOSS;; + aesNIje  LOSS;¢
+ B1OCli¢ + &it (1)
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Model 2 : RET;; = o + o NI + 0 LOSS;e + o3 NIj « LOSS;¢
+ OL4PFit + 05 BOTHlt + B] OClit + BZOCIit * PFit
+ P3OClie « BOTH;¢ + &i¢ 2)

where: RET is the stock return from January 1st in year t to March 31st
inyear t + 1; Nlis net income per share;LOSS is a dummy variable that
equals 1 if NIj; <0, and 0 otherwise;PF is a dummy variable which equals
1 when OCl is reported only in a performance statement, and O other-
wise; BOTH is a dummy variable which equals 1 if OCI is reported in a
performance statement as well as the statement of equity, and 0 other-
wise; OCI is Other Comprehensive Income per share.'?

NI;¢ and OCl;; are adjusted for stock splits with the adjustment factor
ADJEX from Compustat and scaled by the price at the beginning of the
return-accumulation period. The sum of 3; and 3, (3; and 3) measures
the value relevance of OCI when reported in a performance statement
(both reporting locations). To formally test our first research question,
we test whether 3, = 0 and 33 = 0. A significant 3, (3) coefficient
would suggest that the value relevance of OCI is different depending
on management's choice of OCI reporting location. As pointed out previ-
ously, this approach shares a caveat with Chambers et al. (2007) such
that the reported results might suffer from a selection bias.

3.3.2. Pre- and post-ASU periods
The following regression model groups firms into a treatment and
control group:

Model 3 : RET;; = o9 + 0 NI + (XzLOSSit + o3 NI * LOSSlt
+ v, CNTRL; -+ v,0CT;. * TRy, + y;OCl; + CNTRL
+¢€ (3)

where:CNTRL is a dummy variable which equals 1 for firms reporting
OCI in the pre-ASU period either in only a performance statement or
both, a performance statement and the statement of equity; andTR is a
dummy variable which equals 1 for firms reporting OCI only in the
statement of equity in the pre-ASU period.

The treatment group (TR) consists of firms that changed the OCI
reporting location from the EQ to a PF in response to ASU 2011-05.

The control group (CNTRL) consists of firms that were not required to
change the reporting location of OCI between the pre-ASU and post-ASU
period. Specifically, we use firms that reported OCI in a performance state-
ment or in both statements in the pre and post period as our control group.

Since regression (3) is estimated only in the pre-ASU period, it pro-
vides us with a benchmark of the differences between the treatment
and control group prior to the implementation of ASU 2011-05.

Next, we examine the change in the value relevance of OCI between
the pre-ASU (2010 and 2011) and post-ASU (2012 and 2013) period for
the treatment group only. Since each firm in the sample is included
twice (once in the pre and once in the post-ASU period), each firm
acts as a control for itself. ASU 2011-05 mandates that firms report the
components of OCI in a performance statement. This setting provides
a natural experiment in which we can examine the impact of an exoge-
nously mandated change in OCI reporting location on the pricing of OCI
information (Angrist & Pishke, 2008; Kennedy, 2008). The main advan-
tage of this research setting is that firms that chose to report OCI in the
statement of equity in the pre-ASU period are required to report OCI in
a performance statement in the post-ASU period.

We empirically examine the association between OCI and annual
stock returns with the following pooled return-earnings regression
model (firm i in year t):

Model 4 : RET; = ot + a1 NIy + 0,L0SS;; + a3 NI, + LOSS;,
+P,OCl;; + B,0Cl; + POST; + y, POST; + & (4)

13 0Cl is the sum of the component variables CIPEN, CICURR, CIDERGL, CISECGL, and
CIOTHER which refer to pension adjustments, currency translation adjustments, deriva-
tive gains and losses, securities gains and losses, and other items, respectively.

where: POST is a dummy variable which equals 1 for post-ASU years,
and 0 otherwise.

In regression model (4), the B; coefficient measures the value rele-
vance of the OCI coefficient in the pre-ASU period while the sum of 3;
and (3, measures the value relevance of OCI in the post-ASU period.
Hence, the null hypothesis is that B, = 0. A significantly positive
(negative) 3, coefficient suggests that the value relevance of OCI is higher
(lower) after the mandated change in reporting location. When estimating
regression (3) we are limiting our sample to those firms where the
reporting location of OCI is stable in the pre-ASU period and the post-
ASU period. In other words, we only include firms that use the same OCI
reporting location during the first two years (2010 and 2011) and the
same reporting location during the second two years (2012 and 2013).

When making a pre and post comparison, it is important to consider
the possibility that omitted factors may drive the observed effect. That is,
the observed change in the value relevance of OCI for firms that changed
from EQ to PF could be due to some broader economic effects. In order
to address this concern, we employ a “difference-in-difference” approach
(e.g., Angrist & Pishke, 2008; Kennedy, 2008). First, we assess the change
in value relevance for our “treatment” group (i.e., firms that switched
from reporting OCI in the statement of equity to reporting OCI in a perfor-
mance statement in response to ASU 2011-05). Second, we include a con-
trol group (CNTRL) for the same time period (pre and post) which consists
of firms that were not required to change the OCI reporting location in re-
sponse to ASU 2011-05. Specifically, we use a group of firms that reported
OCl either in both reporting locations (i.e., EQ and PF) or only in PF in the
pre as well as the post period. Empirically, we implement the “difference-
in-difference” approach with the following regression model:

RET; = 0ip + o Nlit + OtzLOSSit + 0L3Nlit * LOSS;; + Y1 POST;
+ ,CNTRL; + y,CNTRL;  POST, + &, 0Cl;. * TR; * PRE;
+ 8,0CT; * TR; * POST; + 830CI; * CNTRL; # PRE; + 640CT;,
+ CNTRL; « POST; + € (5)

where: PRE is a dummy variable which equals 1 for pre-ASU years, and 0
otherwise, and POST is a dummy variable which equals 1 for post-ASU
years, and 0 otherwise.

The null hypothesis is that (64 — 63) = (&, — ;) or put differently, that
the change in value relevance of OCI is equal across both the treatment and
the control group. The difference between 6, and 63 (5, and ;) measures
the change in value relevance from the pre-ASU to the post-ASU period for
the control (treatment) group. Since the control group did not change the
reporting location of OCI, the difference between &, and 63 captures broader
economic effects that potentially influence the value relevance of OCL

4. Empirical results

Table 2 reports descriptive statistics for our sample.

Table 3 shows the Pearson correlation coefficients with p-values for
the main variables used in the multivariate regression analysis. Annual
returns (RET;,) are significantly positively correlated with NI;; (0.158,
p < 0.001). In contrast, the correlation between RET;; and OClI;; is

Table 2
Descriptive statistics (n = 400).
Percentile

Variable Mean SD 10th 25th 50th 75th 90th
RET; 0.34 0.80 —-037 —0.07 0.23 0.57 1.02
NI 349.00 1557.80 —4250 —3.38 27.62 169.80 640.90
OClj¢ —5.10 41030 —4333 —331 0.00 1.95 22.50
LOSS;¢ 0.29 0.46 0.00 0.00 0.00 1.00 1.00
CIPEN;; 1.46 39330 —21.10 —022 0.00 0.00 8.00
CICURRy —7.05 14100 —1569 —0.59 0.00 0.41 7.30
CIDERGL;; —0.16 35.74 —1.40 0.00 0.00 0.00 3.00

CISECGL;¢ 0.87 36.29 —-0.13 0.00 0.00 0.00 0.38

All variables are adjusted for stock splits and winsorized at the 5th/95th percentile.
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Table 3
Pearson correlation coefficients (n = 4000).
RET;; NI 0Cl;¢
RET;c 1.000 0.158 0.008
p-value <0.001 0.742
NI 1.000 —0.058
p-value 0.019

insignificant (0.008, p > 0.10). This is consistent with the view that OCl;,
is less value relevant than NI;; due to a lower level of persistence. We
find a significantly negative correlation between NI;; and OCl;; for the
firms in our sample (—0.058, p = 0.019).

4.1. Choice of reporting location and value relevance of OCI

Table 4 reports cross-sectional regression results from annual
returns-earnings regressions with two-tailed p-values for Models 1, 2,
and 3. The results presented for Model 1 are based on the full sample
of firms spanning the full pre-ASU and the full post-ASU period. Consis-
tent with Chambers et al. (2007), we find a significantly positive associ-
ation between OCI and stock returns (3; = 3.322, p < 0.0001).

The results for Model 2 in Table 4 are based on pre-ASU data only
(i.e., a period during which management was able to choose between
EQ, PF, or BOTH as the OCI reporting location). As expected, the coeffi-
cient on NI is positive and significant at the 1% level in both specifica-
tions. The 3; coefficient on OCI measures the value relevance of OCI
when reported in the statement of equity while 3; + (3, when OCl is re-
ported in a performance statement and [3; + B3 when OCl is reported in
both a performance statement as well as the statement of equity. OCl re-
ported in EQ has a significant pricing coefficient (3; = 4.751, p <0.01).
The insignificant (3, coefficient suggests that the value relevance of OCI
is similar when reported in a performance statement or the statement
of equity. The negative B3 coefficient indicates that OCI is less value
relevant for firms that report OCI in both reporting locations.

The results for Model 3 compare the value relevance of OCI between
our treatment (TR) and control (CNTRL) groups. The TR group consists
of firms that report OCI only in the statement of equity in the pre-ASU
periods but switch to reporting OCI only in a performance statement
in the post-ASU period. The significantly positive -y, coefficient for
Model 3 suggests that OCI is value relevant when reported in the state-
ment of equity. The significantly negative <3 coefficient suggests that
OClI is not valued by investors if reported in a performance statement
or both a performance statement and the statement of equity.

Overall, our findings based on the pre-ASU period are largely consis-
tent with the findings by Chambers et al. (2007), who found that OCI is
more value relevant when reported in the statement of equity. One
important difference between Chambers et al. (2007) and this study is
that we include the main-effects for the different reporting locations,
thereby allowing the OCI coefficient as well as the intercept to vary
across reporting locations.'*

4.2. Mandated change of reporting location and value relevance of OCI

Table 5 reports the results for pooled returns-earnings regression
models for Models 4 and 5 with two-tailed p-values which are used to
test the conjecture made in research question two: does the required
change of OCI reporting location from the statement of equity to a per-
formance statement improve the value relevance of OCI? Since the

14 Ifwe run a model similar to the model used by Chambers et al. (2007) which excludes
the main-effects and thus does not allow for different intercepts across the different
reporting locations, we find that the coefficient on OCl is significant if reported in the state-
ment of equity and insignificant if reported in a performance statement or both reporting
locations. This statement is based on the following models: RET;; = og + ot NI + o
NI;*LOSS; + B1 OCli; + B2 OCILi*PFi+ 3 OCli*BOTH; + € and RET;; = oo + o Nljy + oty
NI;*LOSS;c + P1 OCli*TR + 3, OCIL*CNTRL; + &

results presented for Model 4 are based on the same set of firms in the
pre-ASU and post-ASU periods, the coefficient estimates measure the
value relevance of OCI across the EQ and PF reporting alternatives in a
setting where management was required to change the OClI reporting lo-
cation. This approach should largely mitigate the issue of selection bias.
The coefficient on OCI measures the value relevance when OClI is report-
ed in the statement of equity. The coefficient on OCI*POST measures the
difference in the value relevance of OCI between the pre-ASU and the
post-ASU reporting period.

The significantly positive B; coefficient (8.398, p < 0.01) suggests
that OCI is value relevant when reported in the statement of equity in
the pre-ASU period. The significantly negative 3, coefficient (—7.017,
p = 0.06) suggests that the mandated change in the reporting location
of OCI has led to a significant decline in the value relevance of OCL. This
finding is in contrast to FASB's expectations and prior experimental ev-
idence, which suggests that performance reporting is more transparent.
As discussed previously, our results could be at least partly the result of
a time effect between the pre and post period rather than the change in
reporting location. In order to address this concern, we employ a “differ-
ence-in-difference” approach by including a control group of firms which
were not required to change the reporting location of OCl in response to
ASU 2011-05.

Table 5 also reports the results of the regression for Model 5 which
are pooled returns-earnings regressions. The sample contains two
groups of firms: the TR group which contains firms that had to switch
from EQ in the pre-ASU period to PF in the post-ASU period and the
CNTRL group which contains firms that did not have to change the
reporting location of OCL

The coefficient on 6, (6,) measures the value relevance of OCI for the
treatment group in the pre-ASU (post-ASU) period while the coefficient
on o3 (64) measures the value relevance of OCI for the control group in
the pre-ASU (post-ASU) period. As expected, o the coefficient on NI
is positive and significant at the 1% level. For the treatment group, we
find a decline in the pricing coefficient of OCI; 3, declines from 8.399
(p<0.01) to 1.557 (p = 0.549) from the pre to the post period. In con-
trast, the control group displays an increasing pricing coefficient for OCI;
; increases from —5.097 (p = 0.071) to 2.178 (p = 0.462) from the
pre to the post period. As shown at the bottom of Table 5, both changes
are significant at the 10% level or better.

To formally test our hypothesis, we test whether the change in the
pricing coefficient from the pre to the post period is different across
the treatment and the control group. As shown at the bottom of
Table 5, the results from the Model 5 regression indicate a difference be-
tween the changes (i.e., the difference-in-difference is significant (84 —
83) — (82 — 61) = 14.117 (p = 0.017)). This finding suggests that the
mandated change of OCI reporting location from the statement of equity
to a performance statement had an adverse effect on the value rele-
vance of OCI in the first 2 years after the implementation of ASU
2011-05.

Overall, the findings presented in Table 5 suggest that the value rel-
evance of OCI was higher when reported in the statement of equity and
declined for firms that were required to change to performance
reporting in response to ASU 2011-05. This finding is also consistent
with the notion that investors pay most attention to OCI when reported
in an expected location (see Hirst & Hopkins, 1998; Chambers et al.,
2007; Bamber et al.,, 2010; Chambers, 2011).

The OCl variable is the sum of the following components: CIPEN (min-
imum pension adjustments), CICURR (currency translation adjustments),
CIDERGL (derivative gains and losses), and CISECGL (securities gains and
losses). One possible alternative explanation for our findings is that they
are at least partly driven by changes in a particular OCI component be-
tween the pre and the post-ASU period rather than by the introduction
of ASU 2011-05. To mitigate this concern, the results for Model 5’ are
based on a restricted sample for firms which have a non-zero value for
at least three out of the four OCI components for all 4 years in the sample
period. Attempts to impose more stringent constraints (e.g., a given
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Table 4
Association of OCI with returns prior to ASU 2011-05.

Dependent variable: RET;

Model 1 Model 2 Model 3
Variable Coeff. p-value Coeff. p-value Coeff. p-value
Intercept Qo 0.123*** <0.0001 0.132%** <0.0001 0.139*** <0.0001
NI [« 3.538*** <0.0001 3.031%* <0.0001 2.895*** <0.0001
LOSS a 0.043 0.310 —0.030 0.555 —0.039 0.440
NI*LOSS B —4.002%** <0.0001 —3.488"* <0.0001 —3.337"* <0.0001
PF oy —0.070 0.182
BOTH Qs —0.190"** <0.0001
ocl 31 3.322 <0.0001 4751 0.000
OCI*PF B2 0.567 0.860
OCI*BOTH B3 —15.424*** <0.0001
CNTRL Y1 —0.138"** <0.0001
OCI*TR Y2 4,359*** 0.002
OCI*CNTRL V3 —3.730" 0.016
Adjusted R? 4.30% 6.69% 5.20%
n 4000 2000 2000
Periods Pre and Post Pre-Only Pre-Only

All variables are adjusted for stock splits and winsorized at the 5th/95th percentile.
e ** * indicates p < 0.01, p < 0.05, and p < 0.10, respectively (two-tailed).

component has to be the same sign in all four years) lead to severe reduc-
tions in sample size and loss of statistical power.

The findings reported in this study should be considered in light of
several limitations. First, although the timeliness of our study was en-
hanced by examining the value relevance of OCI in the first 2 years of im-
plementation, we acknowledge that our findings may not be
generalizable to subsequent years and that both our conclusions based
on these years and our conjectures regarding future years are limited.
However, investors' updated expectations with respect to performance
reporting of OCI are also likely to influence the value relevance of OCI. Sec-
ond, we examine the value relevance of OCI in the pre-ASU period only for
2010 and 2011, which also reduces the generalizability of our findings to
time periods before 2010. However, we do note that the focus of our study
is to examine the impact of a required change in OCI reporting location on
the value relevance of OCI in the pre and post-ASU 2011-05 period.

Table 5
Association of OCI with returns PRE and POST ASU 2011-05.

Extending our sample period could lead to the inclusion of other factors
that could influence our results. Third, we examine the value relevance
for aggregated OCI rather than the disaggregated individual OCI compo-
nents. Based on our analysis, we cannot conclude whether our inferences
extend to the individual OCI components. This is a question we leave for
future research to investigate.

5. Conclusions

This paper examined the influence of reporting location on the value
relevance of OCI in light of the passage of ASU 2011-05 “Presentation of
Comprehensive Income” which requires firms to report the components
of OClin a performance statement (i.e., either below the components of
net income in a single statement of comprehensive income or in a sec-
ond statement of comprehensive income that begins with total net

Dependent variable: RET;

Model 4 Model 5 Model 5
Variable Coeff. p-value Coeff. p-value Coeff. p-value
Intercept Qo 0.120* 0.059 0.194*** 0.000 0.208*** 0.000
NI [ 3.407** <0.0001 2.452%** <0.0001 2.430*** <0.0001
LOSS a 0.062 0.522 0.002 0.974 —0.006 0.943
NI*LOSS Qs —4.283"* <0.0001 —3.034"* <0.0001 —3.108*** <0.0001
0OCI B 8.398*** 0.002
OCI*POST B2 —7.017* 0.060
POST Y1 0.127* 0.018 0.130*** 0.014 0.133** 0.019
CNTRL Y2 —0.193** 0.001 —0.204 0.002
CNTRL*POST V3 0.020 0.817 0.014 0.880
OCI*TR*PRE &1 8.399*** 0.001 7.987** 0.004
OCI*TR*POST & 1.557 0.549 1.357 0.619
OCI*CNTRL*PRE &3 —5.097* 0.071 —5.758* 0.056
OCI*CNTRL*POST 84 2.178 0.462 2.469 0.420
Adjusted R? 4.70% 4.24% 4.25%
N 930 1492 1392
Periods Pre and Post Pre and Post Pre and Post
Changes Difference p-value Difference p-value
Change in value relevance for TR group (&, — &;) —6.842* 0.064 —6.631* 0.087
Change in value relevance for CNTRL group (64 — 63) 7.275* 0.075 8.227* 0.055
Changes from PRE to POST different across groups?
(64 — 83) — (82 — 1) 14117 0.010 14.858"*** 0.010

All variables are adjusted for stock splits and winsorized at the 5th/95th percentile.
% * indicates p < 0.01, p < 0.05, and p < 0.1 respectively (two-tailed).
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income). ASU 2011-05 eliminated the option of reporting OCI in the
statement of equity on the basis that performance reporting would im-
prove the transparency of financial statements by reporting OCI in a
more prominent location.

Using a difference-in-difference design, we document a decline in the
value relevance of OCI for firms that were required to change the
reporting location of OCI from the statement of equity to a performance
statement in response to ASU 2011-05. Given that performance
reporting is commonly perceived as the more transparent and therefore
preferable OCI reporting approach, this finding is of potential interest to
standard setters and practitioners. Together with prior evidence, our
findings indicate that the value relevance of OCl is higher when a firm's
reporting location of OCl is consistent with its reporting history.

Overall, our findings suggest that the value relevance of OCI is deter-
mined by the expected location based on the firm's reporting history.
Although investors should have been aware of the change in reporting
location of OCI due to ASU 2011-05, some investors might not have im-
mediately updated their expectations. Likewise, the amount of attention
dedicated to new accounting standards and the impact on financial
statements may be a function of investors' level of sophistication and
available analytical tools. This suggests that the results of Hirst and
Hopkins (1998) and Maines and McDaniel (2000) were not only indic-
ative of the transparency of performance reporting but also likely due to
participants' lack of an a priori expectation regarding the financial state-
ment location of OCI. Thus, the objective of ASU 2011-05 to increase
transparency may not immediately be met in the early years of adoption
but could increase as investors adapt to the new and presumably more
transparent reporting location of OCI. Future research will be able to
examine whether this decline in transparency was temporary and
whether the objective of the ASU 2011-05 was met in the long-term.
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