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Abstract

The purpose of this paper is to compare the usefulness between net income and comprehensive income.
The results by SUR (seemingly unrelated regression) show the following evidence. Although net income
is more persistent than comprehensive income in one year, the persistence of comprehensive income is
higher than net income in another year. We cannot support the claim that one is always more persistent
than another. Inconsistent with prior expectation, comprehensive income is not always more timely than
net income. We cannot detect the significant difference in the conservatism between net income and
comprehensive income. The value relevance and price informativeness of net income is not significantly
different from those of comprehensive income. We cannot find the strong evidence, which support the
insistence that one is superior to another. These empirical results will make a important contribution to the

setting of accounting standard for performance reporting.
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Table 1 Sample Distribution

Persistence Conservatism Value Relevance Informativeness
2004 2,826 2,099 2,690 2,610
2005 3,204 2,275 2,956 2.776
2006 3,187 2,383 3,142 2,953
2007 2,478 3,097 2,903

Samples are obtained from COMPUSTAT/CRSP Merged database (CCM) and CRSP Monthly Stocks.

Table 2 Descriptive Statistics

Mean S.D. 1Q Median 3Q
P, 53.2753 1,911.9090 3.0000 11.6800 28.0000
R, 1.1225 0.5683 0.8145 1.0476 1.3136
NI, 28.8163 2,839.5310 -0.2265 0.1790 1.3106
Cl, 33.1632 2,928.5470 -0.2325 0.1787 1.3312

NI = net income (COMPUSTAT item “ni”), Cl = comprehensive income (COMPUSTAT item “citotal”)

Table 3 Comparison between Net Income and Comprehensive Income

Mean Median
NI Cl T NI Cl z
2004 28.2502 33.8081 -1.2608 0.0902 0.1666 - 12.184%**
2005 5.9956 3.9884 1.6626 0.1173 0.1171 18.674***
2006 38.5983 38.2343 -1.4235 0.1778 0.2431 - 23.505%**
2007 42.0189 52.2905 - 1.0653 0.1426 0.1902 - 19.898***

*** significant at the 1% level

** significant at the 5% level

Table 4 Correlations between Net Income and Comprehensive Income

*significant at the 10% level

Pearson Correlation

Spearman Correlation

2004 0.9946 0.9804
2005 0.9876 0.9522
2006 0.9811 0.9762
2007 0.9785 0.9644
Table 5 Persistence of Net Income and Comprehensive Income
NI Cl B=p
B B’ x2 p-value
2004 - 05 0.9440 0.7494 1,784.79 0.0000
2005 - 06 0.9944 1.1416 567.96 0.0000
2006 — 07 0.8314 0.8837 92.05 0.0000

*** significant at the 1% level

Table 6 Comparison between the absolute value of changes

** significant at the 5% level

(|ANI| = |ACI])

*significant at the 10% level

Paired t test

Wilcoxon test

T p-value z p-value
2004 - 05 -2.1811 0.0293 - 1.974 0.0484
2005 - 06 - 5.8967 0.0000 - 13.416 0.0000
2006 — 07 -4.1804 0.0000 - 10.117 0.0000
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Table 7 Timeliness and Conservatism

Timeliness Conservatism
NI Cl dif. (x?) NI Cl dif. (x?)
2004 0.0463 0.0486 1.65 6.1196 6.1219 0.00
2005 0.0152 0.0187 3.48* 19.7428 15.9928 0.65
2006 0.0070 0.0066 0.03 50.2459 54.2087 0.03
2007 0.0104 0.0094 0.18 39.3192 43.0599 0.08

*** significant at the 1% level ** significant at the 5% level *significant at the 10% level

Table 8 Comparison of the coefficient on Negative Return Dummy

NI Cl dif. (x?)
2004 - 0.2637 -0.2749 4.19%
2005 - 0.2829 -0.2779 1.79
2006 - 0.3399 - 0.3485 2.45
2007 - 0.3638 -0.3628 0.04

*** significant at the 1% level ** significant at the 5% level *significant at the 10% level

Table 9 Estimation by Biprobit Model

a, Y1 dif. (x?) 1+ B 6; + 6, dif. (x?)

total 2.9277 2.8732 2.56 - 2.7578 - 2.6981 2.30

Table 10 Value Relevance of Net Income and Comprehensive Income

Net Income Comprehensive Income
NI LOSS R? Cl LOSS R?
2004 0.2964 -0.4279 0.0225 0.2955 - 0.4290 0.0232
2005 0.5497 -0.7225 0.0414 0.5341 -0.6977 0.0391
2006 0.1895 -0.3864 0.0307 0.1761 -0.3732 0.0310
2007 0.3091 -0.2854 0.0151 0.2765 -0.2524 0.0146

*** significant at the 1% level ** significant at the 5% level *significant at the 10% level

Table 11 Test of Value Relevance

Coefficient Explanatory Power
x? p-value Vvuong’s z p-value
2004 0.00 0.9693 1.0991 0.2717
2005 0.47 0.4909 - 3.0204 0.0025
2006 0.28 0.5962 0.4419 0.6586
2007 1.60 0.2060 - 1.5879 0.1123
Table 12 Informativeness
Net Income Comprehensive Income
NI LOSS R? Cl LOSS R?
2004 0.1049 -0.1810 0.0143 0.0983 -0.1773 0.0150
2005 0.1858 - 0.3668 0.0283 0.1946 - 0.3687 0.0294
2006 0.3367 -0.4233 0.0286 0.2979 -0.3810 0.0251
2007 0.3783 - 0.6529 0.0427 0.3526 -0.6332 0.0426

*** significant at the 1% level ** significant at the 5% level *significant at the 10% level

15



Table 13  Test of Informativeness

Coefficient Explanatory Power
x2 p-value z p-value
2004 0.11 0.7412 1.9220 0.0546
2005 0.17 0.6766 0.8792 0.3793
2006 5.10 0.0240 - 3.9128 0.0001
2007 1.06 0.3024 - 0.0769 0.9387

Table 14 Value Relevance of Income Components

Net Income Comprehensive Income
NI2 LOSSNI2 eNlI R CI2 LOSSCI2 eCl Adj. R?
2004 4.0215*** -4.8804***  0.5221 0.1049 4.0843*** -4.9219*** -0.9827 0.1039
2005 4.2973*** - 4.8942*** -0.0325 0.1345 4.3898*** -4.9701***  0.3043 0.1409
2006 3.0520*** - 4.0245*** - 0.8405* 0.1111 2.9657*** -3.9548***  0.6453 0.1063
2007 3.4354*** -35861***  0.7901 0.0870 3.5591*** . 3.7129***  (0.1389 0.0875
*** significant at the 1% level ** significant at the 5% level *significant at the 10% level
Table 15 Informativeness of Income Components
Net Income Comprehensive Income
NI2 LOSSNI2 eNlI Adj. R? Cl2 LOSSCI2 eCl Adj. R?
2004 2.0065*** -2.7157***  0.2623 0.0839 2.3204*** - 3.0191*** -0.6615 0.0827
2005 2.3532*** - 3.6806***  0.5449 0.1224 2.2769*** - 3.4986*** -1.2665**  0.1242
2006 2.6091*** -3.0757*** -0.4191 0.1072 2.7748*** - 3.3404***  0.7683 0.1266
2007 3.0191*** -4.,0193*** -2.0842** 0.1448 2.9422*%** - 4,0575***  2.2994**  (0.1419

*** significant at the 1% level ** significant at the 5% level *significant at the 10% level
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