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Abstract

The paper is motivated by the value-relevance of literature, and the recent development in the economy and accounting, and institutional changes in the Chinese emerging capital markets. This paper examines whether IFRS financial information is useful relative to Chinese accounting standards investors in evaluating A-share and B-share stocks, after Chinese domestic investors are able to trade B-share in February 2001. Another objective of this paper is to investigate whether the value-relevance of IFRS and Chinese accounting standards has increased over time regarding of the recent development in the institutional changes in the Chinese emerging capital market during the years of 1996-2003. Our findings suggest that IFRS accounting information do not provide additional information content over Chinese accounting standards for A-share investors. And the differences in CAS and IAS earnings may contribute a little bit to the differences between A-share and B-share stock prices. Based on the yearly regression, our result suggests that the combined value-relevance of accounting information has declined over time until recent years. Consist with Collins et al. (1997), our results present that firms with increasing negative earnings decrease the value-relevance of earnings accounting information. 
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Introduction

China provides a unique institutional circumstance to evaluate whether adopting IFRS has increased the value-relevance of accounting information in the emerging capital market. China has directly adopted International Accounting Standards (IAS), which is changed as International Financial Reporting Standards (IFRS) in 2001, for its B-share market, and harmonized its accounting standards with IAS since 1985. Starting from February 2001, Chinese domestic investors are able to trade both A-share and B-share. We are interested in examining whether IFRS accounting information provides more explanatory power than CAS for A-share stock return. Many studies question the usefulness of accounting information in the Chinese emerging capital market, due to the insufficient capital market infrastructure, and government’s strongly policy intervention and control in the stock market (Anderson, 2000; Xiao, Zhang, & Xie, 2000; Eccher & Healy, 2000). Recently, the rapid growth of China’s economy and capital market have raised strong demand of a great level of comparable and transparent accounting information; Chinese government has put great effort in the institutional changes for accounting, auditing, financial infrastructure, and legal systems, accounting information can be improved in recent years. Numerous studies point that the combined value-relevance of accounting information in earnings and book values has decreased over time in many countries (Ramesh & Thiagarajan, 1995; Lev, 1997; Chang, 1998; Lev & Zarowin, 1999), the value-relevance of earnings accounting information can be affect by negative earnings (Hayn, 1995; Collins et al., 1997). We are interested in investigating the value-relevance of accounting information over time; and whether the increased of reporting negative earnings decline the explanatory power of earnings. 
.     Based on return model, our results shows that CAS and IFRS are significant in explaining A- and B-share stock prices respectively, however, the Vuong (1989) z-test shows that IFRS accounting information does not provide greater explanatory power than CAS accounting information for A-share return. Based on price model, we find that the total explanatory power of CAS and IFRS earnings and book values has declined over time in the A- and B-share markets and increase in 2001 and 2003 respectively. Consistent with Collins et al. (1997), our results show that IFRS is useful for stock valuation, while the incremental value-relevance of earnings decrease, the incremental value-relevance of book values increase instead for the B-share market; and increased of firms reporting negative earnings decrease the degree of value-relevance of accounting information.   

Following previous researches of capital market research, we assume that the Chinese stock market is under a weak form efficient market (Chen, Chen, & Su, 2001), And following the value-relevance of literature, we assume that if the accounting information is significantly associated with equity market value, then considers that accounting information is value-relevant (Kothari, 2001; Lin and Chen, 2005). In the next section, we discuss China’s institutional environment and  the Chinese stock market infrastructure. Research questions related to this study are discussed in Section 3. Research models are discussed in Section 4. Results are presented in Section 5. Conclusions of this study are discussed in Section 6.

China’s Institutional Environment and Development of the Chinese Capital Market Infrastructure

Development of the capital market infrastructure and accounting reform

China is named the seventh largest stock market in the world with the total market capitalization of RMB 3,500 billion. There are more than 1,400 firms had been listed at Shanghai and Shenzheng stock exchanges (Chen, Firth, Gao, Rui, 2005). There are about 87 firms that issue both A and B-share on both stock exchanges. Several firms have shares cross-listed on oversea stock exchanges, such as listing H-shares in Hong Kong, L-shares in London, S-shares in Singapore, T-shares in Japan, and N-shares in New York Stock Exchanges. Each class of shares carries the same dividends, voting and liquidation rights. Companies that issued B-share are required to reconciled their financial statements from Chinese GAAP into IFRS, and publish the audited annual reporting, required to be audited by the international CPA firm, in some selected securities newspaper before or on April 30 following the year-end. The required financial reporting including an income statement, balanced sheet, and cash flow with attached footnotes and schedules. The stock prices of A-share are usually more than three times higher than that of B-share. The reason for this substantial price difference may relate to different accounting standards, different language barriers, and lack of reliable information about local firms and the economy (Chakravarty, Sarkar, &Wu, 1998). Arbitrage between A and B-share markets can happen, because starting on Feb 28, 2001, Chinese domestic investors were allowed to trade B-share, domestic investors who have U.S. dollars or Hong Kong dollars can trade in B-share. 
For attracting foreign investments, the China’s Ministry of Finance began to adopt international accounting practices in 1985. The change in accounting system is related to the change of the economic system. China started its economic reforms in 1978, which brought China from the planned economy to a market-oriented economy that created the demand for providing accounting information to business managers, creditors and investors. Before the reform of accounting in China, tax law and regulation played a significant role in financial statements, since the government was the primary user of financial statements under the centrally controlled economy. The accounting rules were set to conform with tax rules, to satisfy national policy, social objectives, and macroeconomic plans. Financial statements need to be submitted to the Ministry of Finance, state bank, and the higher authority, that controls the enterprise (Ministry of Finance, 1989). 
China has harmonized and revised its accounting standards to closely in line with the International Accounting Standards Committee (IASC) Framework. Such as the Accounting Standards for Business Enterprises (ASBE) was issued in 1992, the accounting standards applied to all sectors and all types of ownership. To further eliminate important discrepancies between Chinese GAAP and IAS, a promulgated Accounting regulation, reversed accounting standards from 1992, for all listed companies became effective on January 1, 1998. This change relaxed the limitation on provisions for bad debts, inventory and temporary investment valuation. In 2001, a new comprehensive Accounting System for Business Enterprises (ASBE) was issued, applied to medium and large-sized listed firms. The new standards include three new standards (intangible assets, borrowing cost, and leases), and five revised standards. The Chinese accounting standards are currently comprised of one Basic Standard and 16 Specific Standards, which brought the Chinese accounting standards more closely into line with the International Financial Reporting Standards. However, the new accounting system provides more choice, subject to considerable judgment, for managers in accounting recognition and evaluation than the old Chinese accounting systems. 

For increasing the quality of financial reporting, an independent auditing standard had been regulated in 1996, which was similar to the international standards and guidelines. Then, the second and third auditing standards became effective on January 1, 1997 and July 1, 1999, respectively. However, there are still a significant number of Cases violating professional ethics in the CPA practice (Tang, 2000). The quality of auditing report is questionable with lacking of audit independence, the shortage of qualified and well-trained auditors, and the existence of many misconception of the audit process (Xiang, 1998; Xiao, Zhang & Xie, 2000; Chen, Chen, & Su, 2001; Chen, Su, & Zhao, 2000). The legal system for shareholders’ protection is relatively primitive, such as, there is limited legal redress while shareholders are defrauded by firms (Anderson, 2000).  

 Financial intermediaries are, the important infrastructure components of the development of a capital market, limited and questionable at best in the early age of the capital market infrastructure. Since the Chinese government, is not happy to sell stock at under-priced to international investors; and most of valuation expertise and financial analyst have little experience; and the freedom of financial press is quite limited. In addition, the shareholders’ right are limited in the inadequately protection of the legal system and enforcement of regulation (Eccher & Healy, 2000). Currently, the most needs in the China are to train enough financial professionals and independent auditors with professional ethics to enhance in implementing the IFRS of a fair-valued orientation accounting system.  

Institutional environment and disclosure problem

Numerous studies point that the effect of Political and institutional factors make accounting information less reliable in the Chinese stock market (Eccher & Healy, 2000; Chen et al., 2001). Chinese accounting and auditing standards were developed in a highly politicized environment. Both of those standards need to have the approval and pronouncement by the Ministry of Finance (MOF). The Chinese Institute of Certified Public Accountants (CICPA), established to monitor and discipline CPA firms, is also supervised by the Ministry of Finance (MOF). Most local auditing firms in China, either belong to state audit bureaus or state-owned auditing firm, dominates over 75 % of audit market. The relation between government and auditors association, and government-affiliated auditing firms make auditor have less incentive to keep independence (Yang, Dunk, Kilgore, & Lin, 2003). Many listed firms in China are state-owned or government agency, who own 64.9% of the total equity capital (Green, 2003). Xiao, Zhang. and Xie (2000) point that many state-owned firms overstate earnings to make the financial statement look good, due to government heavily relies on accounting earnings to evaluate the performance of the state-owned listed firms. The inefficient regulators and unhealthy ownership structures made auditors easy to bend the rules to please state government for their own interests (Xiang, 1998), as well as make managers have less incentive to disclosure accounting information to the publics and follow the accounting rules.

Another reason involving in the less disclosure accounting information is that China is under the transition economy. The Chinese government is used to set financial rules to conform with tax rules, to satisfy national policy, social objectives, and macroeconomic plans in planned economy, instead of setting accounting system to provide financial information for investors’ needs in a market-based economy. There were no notes in the old accounting systems, managers and preparers do not have a professional habit to include the notes, or have an insufficient knowledge of technique and a lack of specific standards on this subject (Ding, 2000). It takes time to adjust institutions and educate accounting practice in transition.

Recent Efforts in legal and institutional framework of the capital market
For restoring public trust in the stock market, and improving the quality of disclosure and measurement of accounting, The China Securities Regulatory Commission (CSRC) announced to listed and sell the state share to private investors in July, 2001, and there were about 11 % of the total listed firms, 130 firms, reach two-thirds privatized in 2001 (Green, 2003). CPAs also has been increased from 58,000 in 2001 to 70,000 CPAs, however the Big Four CPA firms still have problems of lacking qualified staffs (Diekmyer, 2005). The CSRC also regulated law for preventing insider trading in 2001, required additional audit for issuing more than 300,000 shares in 2002 and more disclosure requirement in 2003. The government plans to gradually turn the joint venture CPA firm into an independent partnership by the year 2010 (Xindeco Business Information, 1998). In addition, a new regulation became effective in 2002, which required a five-year auditor rotation for auditing firms. . A CPA of a listed firm signs an audit report, and the person in charge of the audit need to rotate off audit. The Chinese Institute of Certified Public Accountants (CICPA) had built four committees by 2004, which are the Auditing Standards Committee, Discipline Committee, Appeal Committee and Right-protecting Committee. The legal system has been enhanced in recent years. Such as, the first securities civil compensation lawsuit was successfully concluded on November, 2002 (Chen, Firth, Gao, and Rui, 2005).
Research Question Development

The value-relevance of accounting information is one of main research topic
in capital market research, which assumes if financial accounting numbers were related to stock prices, thus making the accounting information useful to investors (Francis and Schipper, 1999; Hothausen and Watts, 2001; Kothari, 2001; Chen, Chen, and Su, 2001; Lin and Chen, 2005). Numerous studies explore the association between stock returns and accounting earnings (Ball & Brown, 1968; Harris and Muller, 1999; Eccher and Healy, 2000). The recent research in value-relevance of accounting information extends to examine the relationship between balance sheet measures of assets and liabilities and income statement measures of accounting earnings by adopting Ohlson (1995) model ((Barth 1996; Burgstaher & Dichev 1997; Collins, et al., 1997; Chen, et al., 2001). Collins et al., (1997) suggest that the balance sheet and income statement are useful in measuring value-relevance of accounting information, and argue that the combined of value-relevant earnings and book values has not declined over time.  

Many accounting academic and accounting practitioners suggest that the International Accounting Standards (IAS) have higher quality accounting standards, which meets higher recognition and disclosure standards, compared to national accounting standards (Ashbauth, 1999; Harris & Muller, 1999; Davis-Friday & Rueschhoff, 1999; Ashbaugh & Pincus, 2000; Leuz, 2003). Several studies examine the comparative value-relevance of accounting information between IFRS and Chinese Accounting Standards (CAS) accounting information in the Chinese stock market, the results of empirical examination are mixed under the early age of capital market infrastructure.

Haw, Qi, and Wu (1998) compare the value-relevance between net income and cash flow in China. Their finding suggests that Chinese investors rely on earnings information more than cash flow information. Earnings based on the Chinese GAAP significantly relate to A-share stock returns only, not to B-share and H-share, during the period 1994 to 1996. Earning information based on the Chinese GAAP is perceived to be value relevant for Chinese investors, despite inadequate capital market systems, poor quality of financial and auditing reporting, and limited of access to specific information of listed firms in China (Haw, Qi, &Wu, 2001). Eccher and Healy (2000) compared two sets of accounting information during the year 1992 to 1997. Their results suggest that both CAS and IAS earnings are related to stock returns for A- and B-share markets, while CAS earnings are highly correlated with A-share stock return over IAS earnings. They consider that the difference between A- and B-share prices can be partially explained by differences between CAS and IAS earnings. They point that the highly correlation coefficients, ranges from 77% to 98%, between earnings, book values, revenues, assets, and some financial ratios, relates to Chinese managers try to avoid large disparities between two sets of accounting system. They argue that Chinese domestic investors do not perceive that IAS earnings are more useful than earnings computed based on CAS. The reasons relate to IAS and CAS are not enforced appropriately, due to inefficient accounting and capital market infrastructure, such as, auditing, the legal system, the business press, and financial analyst communities. Chen et al., (2001) argue that accounting information on the balance sheet and the income statement are value-relevant to Chinese investors in the Chinese stock market. But, domestic investors perceive firms with A-share as more value-relevant than firms with A and B-share, in spite of the fact that firms with A and B-share comply with both the IAS and CAS, and audited by international and national auditors. Firms with A and B-share provide more alternative sources of information besides financial reporting. Lin and Chen (2005) examine the incremental value-relevance of accounting information for firms constantly issue both A-share and B-share during the year of 1995-2000. Their results suggest that CAS earnings are correlated with returns and prices of A-share and B-share, and the IAS reconciliation of earnings do not provide material information benefit for the A-share and B-share markets. The reasons may relate to the immature capital market environment with Chinese government’s policy intervention and control to the stock market. That makes accounting numbers less value-relevant, and has not been reflected on the stock prices. 

Chen, Firth, and Kim (2002) study the usefulness of accounting information for dual-class shares market during the year 1992 to 1997.  Their result shows that accounting information based on IAS has highly explanatory power for returns and prices of B-share, even both CAS and IAS earnings are associated with A- and B-share prices respectively. However, book values are only highly associated with B-share prices, not with A-share prices. It seems that B-share investors use the information of book values to evaluate the firms, while A-share investors ignore this information. They point that A-share investors find IAS accounting information of earnings is useful to set stock values in recent years, and accounting information is highly related to stock prices for firms with less state-owned shares. Sami and Zhou (2004) investigate the comparative value-relevance between A-share and B-share during the period of 1994-2000, they conclude that accounting information based on International Accounting standards is more value-relevant than that based on Chinese Accounting Standards. The explanatory power of the model, measured by adjusted R2 is always higher for the B-share than that for the A-share in each year. In addition, they point that the value-relevance level of accounting information in the B-share market has no significant changes, while that in the A-share market stop to decrease from 1997. They consider that the reason is related to China’s recent reform of regulation may not immediately improve the usefulness of accounting information. Based on the mixed findings on the usefulness of accounting information between IFRS and CAS, and the suggestion of Haw, Qi, and Wu (1998), earnings accounting information is perceived more useful than cash flow for Chinese investors. This study chooses 2001-2003 as test period which is more recent than that used in the prior researches, and examines the correlation between earnings and return to test the comparative usefulness of accounting information between IFRS and CAS in the Chinese stock market. 

Collins et al. (1997) argue that the combined value-relevance of earnings and book values have not declined over time in the past forty years, while the value-relevance of earnings has decreased over time, the value-relevance of book values have increased instead; and factor, such as negative earnings would impact the degree of value-relevance. Bao and Chow (1999) investigate if the accounting information based on the IAS or the CAS was highly related to B-share stock prices for the years 1992 through 1996 by adopting Ohlson (1995) price model. They find that both earnings and book values of equity based on IAS is more highly correlated with B-share price than those based on the Chinese GAAP. In addition, earnings based on IAS are significantly associated with stock prices, while book values based on IAS is not significant. Their results also suggest that the explanatory power of earnings and book values for stock prices has increased over time. Conversely, Hu (1999) points that earnings and book values of accounting information based on the CAS are more highly associated with stock price than those based on IAS. He researched the years 1994 to 1999 from the Shanghai Stock Exchange. His results also show that total explanatory power of earnings and book values have decreased over time, and earnings have decreased over time more than book values. He argues that the decline of value-relevance of earnings and book values are due to the increased of firms reporting negative earnings. Based on the debate on the value-relevance over time in the early age of the Chinese stock market, this study tests the combined value-relevance of earnings and book values over time in the A-share and B-share markets during the period 1996-2003, which is more current and longer than that used in the previous researches; and tests whether the explanatory power of accounting information, measured by R2, has increased for firms reporting positive earnings in the A- and B-share markets.

Research Design

Models

This studies follow the suggestion of Kothari and Zimmerman (1995), adopting both return model and price model to assess the value-relevance of accounting information as numerous studies did in market based accounting research (Barth & Clinch, 1996; Harris & Muller, 1999; Chen et al., 2001). The models of this study used are similar to Eccher and Healy (2000). The Easton and Harris’s return/earnings models (1991) are adopted test that the relation of stock return and earnings between A- and B-share; and examines whether the differences between IAS and PRC earnings are related to the differences between A- and B- share stock returns. However, this study uses levels only, due to used to the limitation of sample data in B-share returns in China, since if the database is limited, the calculation of the change variable could be problematic (Rees, 2000). Model 1 tests whether CAS or IFRS earnings are more highly correlated with stock return in A- or B-share. The Vuong (1989) z-test, a likelihood-ratio test, is used to evaluate whether ECAS or EIFRS provides more explanatory power for A and B shares returns, if CAS earnings provide greater explanatory power than IFRS for the A-share return, the z-score will be large and positive; a large and negative z-score suggests the opposite. Model 2 decomposes CAS earnings into IFRS earning and the difference between CAS earnings and IFRS earnings to evaluate the relation between earnings and return. That was used by Amir et al. (1993). If only CAS accounting earnings are related to stock returns, both of the estimated coefficientα1and α2 will be positive and similar in magnitude, but if only IFRS accounting earnings are related to stock returns, the estimated coefficient α1 will be positive and significant and α2 will be zero. If both of CAS and IFRS earnings are related to stock returns, both of the estimate coefficient α1and α2 will be significant, however each of their magnitude will be different. (Eccher & Healy, 2000). 
Valuation Models  

Model 1   RET Qit =α0 +
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Q= A-share, B-share; H: CAS, IFRS

For this study, the Ohlson (1995) valuation model is employed to investigate the association between A- and B-share prices and their earnings and book values, as reported by the same company. This paper also employs a decomposition technique, which is derived theoretically by Theil (1971) and applied by Easton (1985). Model 3 tests the value-relevance of CAS and IFRS accounting information over time. The valuation models, similar to Collins et al. (1997), decompose the total explanatory power of earnings and book values into three components, which are the explanatory power common to both of earnings and book values, the incremental explanatory power of earnings, and the incremental explanatory power of book values. In these components, earnings and book function as substitutes for each other to explain prices, as complements for giving explanatory incremental power to each other (Collins et al., 1997). The coefficients of determination from equations (1), (2) and (3) are denoted as R2T, R2E, R2BV respectively. Because of R2T, - R2E = R2BV, if adjusted-R2 of book values increases each year, it indicates that book values have provided incremental explanatory power over time. Also because of R2T, - R2BV = R2E, if adjusted-R2 of earnings increases each year, it means that earnings provide incremental explanatory power.
Model 3:   PPit = a0 +a1 [EHit] +a2 [BVHit] +εit                                      (1)
PPit = b0 +b1 [EHit] +εit                                                    (2)

PPit = c0 +c2 [BVHit] +εit                                 (3)

P= A-share; B-share market, H= PRC; IAS  

Samples and data collection

The sample firms were selected from firms listed in the Shanghai stock exchange (SHSE) and Shenzhen stock exchange (SSE) that constantly and simultaneously issue both A-shares and B-shares. The accounting data are collected from the Taiwan Economic Journal’s Great China Database (TEJ). The TEJ Great China Database is a CD-ROM database, which specializes in stock market data and financial statements. Fifty-five firms are selected for their data during the year 2001-2003 for return models; and fifty-one firms are selected during the year 1996-2003 for yearly regression model from TEJ Database. Only firms with complete data are included. 

Results and Discussion
     Table 1 reports descriptive statistics, Panel A shows that the IFRS and CAS stock returns are getting highly correlated from 68% in 2001 to 86% in 2003. The discrepancy between A-share and B-share prices has decreased, even the mean price of B-share is less than about 50% of the mean of A-share. Panel B shows that the mean and median of IFRS earnings and book values per share are less than CAS earnings and book values per share. The standards deviation of IFRS earnings is higher than CAS earnings. The comparative value-relevance between IFRS and CAS were presented in Table 2. The model 1 shows that both CAS and IFRS earnings are highly significant (at the 1% level) in explaining A- and B-share stock prices respectively. However, the explanatory power of the model, measured by R2, is much higher for the B-share market than for the A-share market. The Vuong (1989) z-test of these differences in explanatory power between IFRS and CAS in the A-share price regression model is statistically significant at the 1 % level and positive (3.32). The model 2 shows that both IFRS earnings and the difference between IFRS and CAS earnings are significant in explaining A-share stock price, but not for B-share stock price. These findings suggest that A-share return is more highly correlated with CAS accounting information than with IFRS accounting information. 

     Table 3 reports the results of yearly regression model on A-share market for model 3. Panel A shows that the combined value-relevance of CAS earnings and book values, measured by R2, has declined over time until 2001. Over all, the CAS earnings coefficients are positive and significant for all years except for 2000, while CAS book values coefficients are only significant for 1996-1999, and 2003. And the adjusted R2 for earnings are generally higher than that for book values in all years, indicating CAS earnings are better than book values in explaining A-share stock prices. The results of value-relevance over time for A-share firms reporting positive earnings in our sample are presented in Pane B. Compare with the whole sample firms, the explanatory power of the model, adjusted by R2, has also decreased over time until 2001, however, its adjusted R2 are higher than that for whole sample firms except for 1996, and 2001-2003, indicating other factors beside negative earnings can be also adversely affect the value-relevance of accounting information for the A-share market.

    The yearly regression model on B-share market for Model 3 is presented in Table 4. Conform with the finding of the model 2, the adjusted R2 for B-share market is higher than A-share market in all years. The total explanatory power of IFRS accounting information, presented in Panel A, has decreased over time until 2003, however, consistent with Collins et al. (1997), while the incremental explanatory power of IFRS earnings has declined, the incremental explanatory power of IFRS book values has increased instead, indicating IFRS accounting information in useful for stock evaluation. Both IFRS earnings and book values are significant in explaining B-share stock prices except for 2002. Panel B shows that the adjusted R2 for firms reporting positive earnings are higher than that for whole sample firms in all years except for 2000. That can be partially explained by that negative earnings affect the value-relevant earning accounting information. 

Conclusion

     Based on return and price models, our study suggests that both CAS and IFRS accounting information are useful in setting A- and B-share stock values respectively. However, the explanatory power of accounting information, measured by adjusted R2, is much higher for the B-share market than that for the A-share market, which is consistent with Sami and Zhou (2004); Chen et al. (2002) and Eccher and Healy (2000). Over all, A-share investors heavily focus on CAS earnings in setting stock price, while B-share investors (including international investors) rely on both IFRS earnings and book values. Consistent with Eccher and Healy (2000), this study does not find IFRS provide additional material benefit over CAS for Chinese domestic investors. The plausible reasons may relate to most of accounting practice, investors and managers of the listed firms do not understand and interpret IFRS accounting information well; there is a high level of speculation in the Chinese stock market, Chinese domestic investors used to focus on CAS earnings in setting stock prices despite of insufficient accounting information.

.     Based on yearly regression analyses of price models, contrast to Bao and Chow (1999), our results suggest that both the combined value-relevance of CAS and IFRS accounting information has declined over time until recent years. That can be partially explained by the Chinese government’s effort on the reform of accounting regulations and the changes of institutional environment restore the investors’ confidence in the value-relevance of accounting information. In addition, our result, conforms with Collins et al., (1997), suggests that the increased frequency of reporting negative earnings would decline the explanatory power of earnings. 

     In conclusion, we argue that it would take more time to improve the value-relevance of accounting information in a country with government’s strongly intervention in the stock market, accounting professions and the performance of listed firms. We suggest that China should enforce the international accounting education in the universities and accounting practice, to educate investors, accounting preparers, and auditors in local CPA firms to understand and implement IFRS. 

Limitation of this study and future studies

The definition of value-relevance of accounting information, does not presume that investors actually use the accounting amount directly while they set stock prices. Only a few firms issued both A-share and B-share in the Chinese stock market as compared to the firms who only issued A-share. This research employed fifty- five firms for return model; and fifty-one firms for price model. The research periods are only from 2001 to 2003, and 1996 to 2003. The study could not fully control for the factors influencing selection of accounting standards. China will converge its accounting standards with IFRS form January 1,2007,it provides a good opportunity to examine the usefulness of IFRS in the Chinese stock market with all listed firms in China. In, addition, the future research can focus on the value-relevance of non-financial information, due to the increasing intangible-intensity industries in recent years.
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Table 1

Descriptive Statistics 

Panel A: Variables for 55 firms on A- and B-share in the Period 2001 to 2003
	Variables
	Mean (Return)
	Median (Return)
	Pearson 
Correlation
	Mean (Price)    Mean (Earn)

	Year
	B-share
	A-share
	B-share
	A-share
	A, B-share  
	A-share
	B-share  A-share B-share

	2001
	-0.28
	-0.15
	-0.26
	-0.14
	0.68***
	12.79
	5.89     0.11    0.11

	2002
	-0.20
	-0.20
	-0.22
	-0.26
	0.80***
	9.33
	4.87    -0.05    -0.07

	2003
	-0.01
	-0.09
	-0.04
	-0.13
	0.86***
	8.20
	4.23     0.07    0.09


Panel B: Variables for 51 firms on A-share and B-share in the period 1996-2003
	        A-share

	Variables
	Mean
	Standard

Deviation
	Minimum
	Median 
	Maximum

	Stock price
Earn

Book values
	 11.04       

0.09

  2.42
	4.73

0.49

1.58
	1.57

-5.2

-7.93
	10.18

0.1

2.32
	30.78

1.1

 6.35

	B-share

	Variables
	Mean
	Standard

Deviation
	Minimum
	Median 
	Maximum

	Stock price
	4.24
	3.09
	0.43 
	3.71
	31.87

	Earn

Book values
	0.06

2.36
	0.57

1.63
	 -7.29

-7.93
	0.08

2.26
	1.15

6.36


Variable Definitions:
***: significant at 1% level; ** : significant at 5% level; *: significant at 10% level. 
Earn : earnings per share of A (B) share for the firm for the fiscal year t.
BV: A-share (B-share) book value per share for the fiscal year t.
Price is per share of market value in the year following the end of April, as provided by the TEJ database. Because B-share stock prices are denominated and reported in U.S. dollars in the SSE, and in Hong Kong dollars in SZSE on the TEJ database, the paper translated the price of Hong Kong dollars into U.S. dollars, and then translated from U.S. dollars into Renminbi using the average April exchange rate. Since many firms report their financial porting between April 1 to April 30. The paper used the translated rate published by the U.S.A. Federal Reserve Board.
RET Ait (RET Bit) is the cumulative of 12months rate of return on A (B) shares for i firm over annual report announcements at 30 April between t and t-1. (RETt: π (1+monthly return k )-1. k=1,2,3,...12 (month). Return i: stock price at the end of the month minus that at the beginning of the month, and then divide stock price at the beginning of the month). 
Table 2

Relation Between A-share (B-share) Stock Returns and Earnings reported under IAS and PRC GAAP during the year 2001-2003. 

	Intercept and Year Effects
	A-share Return Models       Intercept and     B-share return models
Estimated Coefficients (t statistics) Year Effect   Estimated Coefficients (t statistics)

	
	Model 1
	Model 1
	Model 2                Model 1   Model 1   Model 2

	ECASit / PAit-1
	0.839***

(4.24)
	
	          ECASit / PBit-1                  0.453***
                               (4.06)

	EIFRSit / PAit-1
	
	0.682***

(3.7)
	0.855***  EIFRSit / PBit-1   0.417***            0.455***
(4.29)                  (3.9)               (4.06)

	EDIF,it / PAit-1
	
	
	1.347**   EDIF,it / PBit-1                                   0.360
(2.16)                                     (1.12)

	Adjusted R2
	0.129
	0.11
	0.13      Adjusted R2      0.28      0.28        0.28

	Vuong z-testa

F - test
	3.32***b
	          Vuong z-test       0.43c

          F-test


Model 1   RET Qit =α0 +
[image: image3.wmf]å

=

2

1

i

αi YEARi +α1 [EHit / PPit-1] + εit              
Model 2.   RET Qit =α0 +
[image: image4.wmf]å

=

2

1

i

αi YEARi +α1 [EIASit / PAit-1] +α2 [EDIF,it / PAit-1] +εit 

Q= A-share, B-share; H: CAS, IFRS
Variable Definitions:

***: significant at 1% level; ** : significant at 5% level; *: significant at 10% level.
ECAS (EIFRSit ) is earnings per share of A-share (B-share) for the firm for the fiscal year t.

BVCAS (BV IFRS) is A-share book values per share for the firm for the fiscal year t.
PAit-1 (PBit-1) is stock price of A-share (B-share) for i firm at the end of the fourth month after the fiscal year t-1.
RET Ait (RET Bit) is the cumulative of 12months rate of return on A (B) shares for i firm over annual report announcements at 30 April between t and t-1. 
E DIFit is the different earnings between A-share and B-share for i firm for fiscal year t

Year is a series of indicator variables, other non-accounting information about future

abnormal per share available in a particular year, base year is 2001.

εit is a random error term for i firm for fiscal year t
a the Vuong z-test tests that the null hypothesis that there is no difference in explanatory power of two-nested regressions using EIFRSit BVIFRSi and ECASit BVCASit as independent variables in A-share (B-share) regression

b: CAS model / IFRS model in the A-share regression

c CAS model /IFRS model. In the B-share regression

Table 3

Yearly Regressions of A-share Prices on CAS Earnings and Book values in the Period 1996 to 2003
	Panel A: A-share regressions

	Years
	β2 (ECASit)
	β3 (BVCASit)
	Adj-R2

(A)
	β4 (ECASit)
	Adj-R2

(B)
	β5 (BVCASit)
	Adj-R2
(C)
	incrBV
(A)-(B)
	incrEarn
(A)-(C)

	1996
	11.713***

(4.45)
	-0.723

(-0.65)
	0.363
	10.538***

(5.51)
	0.370
	2.639***

(2.77)
	0.118
	-0.007
	0.249

	1997
	6.370**

(2.41)
	0.960

(0.95)
	0.310
	8.284***

(4.86)
	0.312
	2.833***

(4.13)
	0.243
	-0.002
	0.067

	1998
	1.450

(1.18)
	0.662

(1.34)
	0.232
	2.792***

(3.88)
	0.220
	1.137***

(3.95)
	0.226
	0.012
	0.006

	1999
	0.320

(0.11)
	0.772

(1.19)
	0.043
	2.943*

(1.69)
	0.036
	0.830**

(2.09)
	0.063
	0.007
	0.02

	2000
	3.689

(0.7)
	-0.418

(-0.58)
	0.001
	1.371

(0.40)
	0.000
	-0.0377

(-0.08)
	0.000
	0.001
	0.001

	2001
	1.671**

(2.35)
	-0.395

(-1.15)
	0.075
	1.085**

(2.18)
	0.069
	0.182

(0.73)
	0.000
	0.006
	0.075

	2002
	2.673**

(2.20)
	-0.128

(-0.44)
	0.086
	2.319**

(2.57)
	0.101
	0.296

(1.31)
	0.014
	0.015
	0.072

	2003
	2.381***

(2.76)
	0.438***

*2.69)
	0.325
	3.386***

(4.10)
	0.239
	0.633***

(4.04)
	0.234
	0.086
	0.091

	Panel B: A-share regression for firms reporting positive earning

	1996
	3.098***

(3.12)
	0.893

(1.89)
	0.347
	4.086***

(4.70)
	0.310
	1.663***

(3.80)
	0.223
	0.037
	0.124

	1997
	15.004***

(3.92)
	-.396***

(-0.36)
	0.406
	13.964***

(5.65)
	0.419
	2.890***

(3.46)
	0.204
	-0.013
	0.202

	1998
	4.756*

(1.99)
	0.179

(0.3)
	0.236
	5.333***

(3.83)
	0.254
	1.148***

(3.12)
	0.178
	-0.018
	0.058

	1999
	2.745

(0.71)
	0.291

(0.42)
	0.035
	4.064*

(1.86)
	0.054
	0.699*

(1.76)
	0.046
	-0.019
	-0.011

	2000


	10.526*

(1.95)
	-0.493

(-0.79)
	0.064
	7.302**

(2.08)
	0.072
	0.433

(1.03)
	0.001
	-0.008
	0.063

	2001
	0.526*

(1.95)
	-0.493

-0.79
	-0.013
	7.301**

(2.08)
	-0.023
	0.433

(1.03)
	0.01
	-0.009
	-0.023

	2002
	1.959

0.45
	-.551

-0.95
	-0.031
	-0.754

-0.23
	-0.028
	-0.379

-0.88
	-0.007
	-0.003
	-0.024

	2003
	5.613**

(2.65)
	0.317

(1.3)
	0.271
	7.209***

(4.14)
	0.259
	0.691***

(3.26)
	0.173
	0.012
	0.098


Model 2:

(3)  PJit = a0 +a1 [Ekit] +a2 [BVkit] +εit                      (T) 

(4)  PJit = b0 +b1 [Ekit] +εit                                   (E) 
(5)  PJit = c0 +c2 [BVkit] +εit                      (BV)

J= A; B-share market, K= PRC; IAS

Variable Definitions:

EPRCit (EIASit ) is earnings per share of A-share (B-share) for the firm for the fiscal year t.

BVPRC (BV IAS ) is A-share book values per share for the firm for the fiscal year t.
Incr BV (Earn) is the incremental explanatory power of book values (Earnings) if the explanatory power adjusted-R2 from regression (2) less than the adjusted-R2 from regression (1).
Table 4

Yearly Regressions of B-share Prices on IFRS Earnings and Book values in the Period 1996 to 2003
	Panel B: B-share regressions

	Years
	β2 
(EIFRSit)
	β3
(BVIFRSi)
	Adj-R2

(A)
	β5 
(EIFRSit)
	Adj-R2

(B)
	β6
(BVIFRSit)
	Adj-R2
(C)
	Incr BV
(A)- (B):
	Incr Earn
(A)-(C)

	1996


	2.761***

(2.94)
	0.740

(1.58)
	0.320
	3.638***

(4.72)
	0.299
	1.552***

(3.82)
	0.214
	0.021
	0.106

	1997


	2.752***

(3.01)
	0.449

(1.33)
	0.484
	3.734***

(6.81)
	0.476
	0.399***

(5.86)
	0.340
	0.008
	0.144

	1998


	0.825**

(2.29)
	 0.447***

(3.78)
	0.634
	1.904***

(7.65)
	0.535
	0.661***

(8.76)
	0.602
	0.099
	0.032

	1999


	1.347**

(2.38)
	0.406***

(3.22)
	0.559
	2.734***

(6.78)
	0.473
	0.6332***

(7.38)
	0.516
	0.086
	0.043

	2000


	2.357

(1.4)
	0.233

(0.93)
	0.152
	3.54***

(3.19)
	0.155
	0.495***

(2.98)
	0.137
	-0.003
	0.015

	2001
	0.070

(0.33)
	0.230*

(1.75)
	0.098
	0.329**

(2.06)
	0.060
	0.259***

(2.74)
	0.115
	0.038
	-0.017

	2002
	1.122

(0.96)
	0.157

(0.49)
	0.011
	1.456

(1.53)
	0.026
	0.335

(1.28)
	0.013
	-0.015
	-0.002

	2003
	0.891*

(1.79)
	0.402***

(4.68)
	0.402
	1.729***

(3.11)
	0.148
	0.457***

(5.57)
	0.375
	0.254
	0.148


Panel B: B-share regressions for firms reporting positive earnings

	1996


	4.477***

(3.66)
	0.285

(0.55)
	0.414
	4.919***

(5.4)
	0.425
	1.540***

(3.41)
	0.218
	-0.011
	0.196

	1997


	6.699***

(5.45)
	-0.208

(-0.58)
	0.621
	6.124***

(8.37)
	0.627
	1.350***

(4.79)
	0.349
	-0.006
	0.272

	1998


	2.629***

(5.16)
	0.245*

(1.93)
	0.758
	3.384***

(10.00)
	0.739
	0.752***

(6.96)
	0.575
	0.019
	0.183

	1999


	2.729***

(2.82)
	0.271*

(1.71)
	0.553
	4.024***

(6.53)
	0.529
	0.621***

(5.77)
	0.466
	0.024
	0.087

	2000


	6.726***

(3.15)
	-0.0132

(-0.05)
	0.333
	6.638***

(4.95)
	0.349
	0.590***

(3.41)
	0.195
	-0.016
	0.138

	2001
	1.756*

(1.71)
	0.329**

(2.16)
	0.225
	2.525**

(2.48)
	0.135
	0.418***

(2.85)
	0.178
	0.09
	0.047

	2002
	-0.687

(-0.11)
	0.212

(0.26)
	-0.062
	0.422

(0.09)
	-0.031
	0.155

(0.26)
	-0.029
	-0.031
	-0.033

	2003
	2.378**

(2.01)
	.471***

(4.26)
	0.416
	4.268***

(3.30)
	0.184
	0.555***

(5.23)
	0.375
	0.038
	0.229
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