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Revenue Investment, Accounting Conservatism and the

Valuation of Loss Making Firms
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(. III. CONCLUSION 1

investigate the effects of revenue investment on the valuation of loss making firms. Revenue investment occurs
when a firm invests in an asset that cannot be capitalized by the accounting system. I aim to show that there are
two sub-populations of loss making firms. Firms that make losses because of loss of economic value are
distinguished from firms that make losses because of making investments that cannot be capitalized by the
accounting system. I show that dividing loss making firms into sub-populations based on retained earnings draws
out differences in the firms’ ages, size, technological opportunities and accounting characteristics. Secondly, I work
through the implications of revenue investment for a valuation model widely used in accounting research. The
residual income model and the Ohlson (1995) valuation model use book value as a proxy for normal returns on the
firm’s resources.
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