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Abstract

Recent accounting standard setting and bank supervision activity related to fair
value accounting (FVA) have injected new vitality into the usefulness of fair value
decision-making. The financial stability impact on fair value has again attracted the
attention of all parties. Some changes in corporate earnings are due to changes in fair
value from transactions and events outside the core business and greater volatility in
earnings, thus making the financial reporting users worry that changes in assets and
liabilities may be overlooked.

Consolidated income statements include net profit and other comprehensive
income (OCI), providing users with important details of the change in earnings data,
representing a more comprehensive view of revenue. Therefore, the International
Accounting Standards Board (IASB) published in 2007, IAS No. 1 - Presentation of
Financial Statements, a revised version of the official income statement to the
consolidated income statement, cleared the comprehensive income and OCI of
disclosure requirements. In July 2013, the 1ASB released a discussion paper on the
"composite approach to the conceptual framework of financial reporting,” proposing
the classification and re-classification of other integrated benefits. The IASB pointed
out that the objective of the conceptual framework for financial reporting was to
provide more revenue information to investors, creditors, and other external users
through the disclosure of integrated income and its constituent OCI to enhance its
decision-making relevance (IASB, 2013, 8.46). However, existing literature research
has not reached a consistent conclusion and research evidence is contradictory
varying from country to country, requiring more in-depth study of the test.

In June 2009 in China, the Ministry of Finance issued the Accounting Standard
for Business Enterprises No. 3, which requires disclosure of OCI and comprehensive
income under the earnings per share item in the income statement. In January 2014,
the Ministry of Finance issued a revised version of the Accounting Standard for
Business Enterprises No. 30 - Presentation of Financial Statements, which requested

that the OCI items originally disclosed in the notes to the report be presented in detail
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in the table of the income statement. In theory, this accounting standard should have
enhanced the decision-making usefulness of revenue information and economic
consequences of the implementation of the disclosure of OCI and comprehensive
income. Therefore, this research aimed to empirically study and testing more in-depth
development in Chinese evidence.

In China's emerging market environment, the choice of the country's listed banks
as the object of comprehensive income and OCI composition of the information
content of the problem had unique significance. Firstly, with the development of a
market economy, the listed banks’ balance sheets consisted almost entirely of
financial instruments measured by FVA estimates embedded in OCI. Therefore,
studies of reports of comprehensive income and the component of OCI should have
focused on listed banks which faced slowing in economic growth, particularly from
the perspective of emerging economics. Secondly, as China's economy entered the
"new normal” stage and the increase of the non-performing loan ratio of Chinese
listed banks, the risks of Chinese listed banks were increasing. OCI changes under fair
value changes reflect the latest market risks in the current environmental economy
and have a potential role in issuing risk signals to investors and banking regulators.
However, research of Chinese listed banks as the objects of study in existing literature
is still lacking. It is anticipated that the expected contributions of this study will
strengthen the literature and provide evidence to support the theoretical development.

As a result of the above situation, this paper was based on a review of literature
and theoretical development. It took the 16 Chinese listed banks listed on the
Shanghai Stock Exchange and the Shenzhen Stock Exchange from 2009 to 2016 as
the research samples from the accounting standard and the bank supervision and
rating method (CAMEL). This paper analyzes the information content of OCI
constituent elements in China's emerging economic environment from the perspective
of analysis. The specific research contents are the value correlation test of other
comprehensive income of commercial banks, OCI of listed banks associated with
market risk Volatility test, and commercial bank comprehensive income reports on the

banking supervision method (CAMEL system) information meaning. To enhance the
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robustness of the research conclusion, this paper also expanded the sample size and
included 10 Chinese joint-stock listed banks listed on the Hong Kong Stock Exchange
in the additional tests in this study.

The empirical results showed that:

(1) The result of all Chinese listed banks showed that the comprehensive income
(CI) item was not strongly associated with market stock price compared to earnings
per share, and the total of OCI was not significant in this regression. However, this
study further found that only large listed banks with the total of OCI were strongly
associated with market stock price compared to than earnings per share, in the case of
adding total OCI information on top of earnings per share information,

This study indicated that large listed banks report more transparent information
and pressure control than joint-stock listed banks, thus large listed banks were value
relevant in the emerging Chinese market. Therefore, increased transparency of OCI
reporting in large listed banks may influence their transparency decision-making to
market participation. Moreover, the accounting standard setters argued that requiring
fair value measurement will improve the accuracy estimates for firms’ values.

(2) With the results of market price and the components of OCI, the foreign
currency translation adjustments are become important to Chinese listed banks.
Chinese firms and banks opened subsidiaries in overseas’ branches and operations
with overseas’ partners and their foreign subsidiaries’ currencies, and needed to
consolidate two or more entities using the parent (RMB) bank’s reporting currency.

This study indicated that OCI enhances the usefulness and provides the
informativeness and reflecting about their “business activities” regarding the
uncertainty under the outcome of an entity’s business activities. Therefore,
respondents to the IASB by current International Financial Reporting Standards (IFRS)
guidance claim that the items of OCI are best portraying the entity’s performance
during the period of the financial statement.

(3) The Chinese economy from 2009 to 2016 suggested that the volatility of OCI
reflects the elements of risk. The results showed that the volatility of OCI positive

was associated with market-based measures of risk (volatility of stock returns and
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volatility of prices). In addition, the volatility of comprehensive income incremental
to earnings per share is associated with market risk.

This study indicated that fair value measure into OCI is a captured market risk
and useful to capital-markets participants and those interested in explaining banks’
market risk. Accounting standard setting should be promoted to investors, and
supervisors looking for market risk and volatility may be better informed about banks’
uncertainty while exposed to certain risk by using the information updated at the OCI
reporting data. This study also found evidence to support that OCI and comprehensive
income volatility by current Chinese economics would increase potential
misinterpretation and the perception of increased risk.

In particular, this study aimed to integrate with an analysis of public regulatory
and financial filings of Chinese listed banks which are potentially banks’ behaviors
are significantly influenced by the CAMEL rating system.

The result of FVA of reporting in comprehensive income (represented by mixed
approaches) associated with earning asset quality (A) and profitability (E) was better
than the historical cost income approach (net income). The results showed that FVA in
this study enhanced information usefulness related to financial stability

These CAMEL factors are Capital adequacy (C), Asset quality (A), Management
ability (M), Earnings profitability (E), and Liquidity risk (L) which could provide an
early warning to take remedial action.

Based on the above conclusions, this paper may have several beneficial
implications for accounting standards setting and bank supervision.

(1) It is necessary to improve banks’ information disclosures for more
transparent financial reporting. Banks that are good information disclosers will result
in a lower degree of information asymmetry between bank managers and external
users. Thus bank regulators and investors will be able to better understand and utilize
accounting information (including comprehensive income and OCI) disclosed by
banks. This study indicated that large listed banks report more transparent information
and pressure control than joint-stock listed banks, thus large listed banks were value

relevant in the emerging Chinese market. Therefore, OCI enhances the usefulness and
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provides the informativeness on reflecting about their “business activities”.

(2) This empirical study’s results confirmed that Chinese listed banks report a
fair value approach in comprehensive income and OCI reporting has a role to play in
enhancing information over the traditional historical-cost earnings approach (net
income) in case of captured banks’ market risk. This is particularly important for an
emerging capital market like China’s to realize the full convergence with international
financial reporting standard (IFRS), while the fair value approach in the bank industry
becomes more important than other industries. Accounting standard setting should be
promoting investors and supervisors to look for market risk and volatility may be
better informed up-to-date about banks’ uncertainty while exposed to certain risk by
using the information updated at the OCI reporting data.

(3) This study provided evidence of comparisons between information contained
in comprehensive income and OCI reporting and the traditional historical-cost
earnings approach used by analysts in their banking supervisory rating approach
(CAMEL). In doing so, this study contributed to the literature studying analysts’
CAMEL rating approach in presenting evidence of the association between
comprehensive income reporting and analysts’ CAMEL rating approach. This study
showed that OCI is informative to the earning profitability and liquidity risk. However,
this study preferred, along with many standard setters, academics, and some investors,
to believe that an approach closer to full fair value measurement was preferable.

(4) This study concluded that the disclosing of OCI was appropriate as the
“linkage factor” is necessary to maintain the informativeness of financial information
presented on the face of financial statements.

The study had a number of limitations and suggestions for future research:

(1) This study focused on the 16 Chinese listed banks that were listed in the
Shanghai and Shenzhen Stock Exchanges, while a desire for increased robustness
increased the sample from joint-stock listed bank incorporated in People's Republic of
China (PRC) with limited liability in accordance with PRC laws and the 10 banks was
listed on the main board of the Hong Kong Stock Exchange. A limitation of this study

is that banks’ samples were from 2009 to 2016 and a number of OCI components
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were not reported or collected.

(2) OCI has changed in its composition and reporting over time for disclosing
information on financial statements. Future research will need to have insight into
sub-totals categorized into re-classifiable and non-re-classifiable to increase and
decrease comprehensive income. Moreover, further understanding is required of
which OCI components are more important in bank industry, and how OCI

components reflect microeconomic and macroeconomic conditions.

Keywords: Other comprehensive income; Value relevance; Volatility and market risk;

CAMEL rating approach
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