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This paper aims to analyze the value relevance of financial statements prepared according to
International Accounting Standards (IAS)/International Financial Reporting Standards (IFRS). The study
focuses on two of the different sets of accounts presented by companies: the parent company financial
statement and the consolidated version. We have developed a panel data from a sample of Italian listed
companies by collecting accounting figures from consolidated and separate financial statements, since
Italy mandates listed companies to prepare both reports according to IAS/IFRS. Using an Ohlson price
model, we have tested our hypotheses, performing regressions of share price or market capitalization
on book value and earning. Firstly, we compared the consolidated financial reports’ value relevance
with that of the separate financial statements. The evidence suggests that, although the separate
reports also have a high value relevance, this does not provide investors with additional information.
Secondly, we investigated the value relevance of the consolidated financial statements alone, by
focusing on the specific nature of the group’s equity book value and net income. Both are made up of
two components: one referring to the parent company and the other attributable to non-controlling
interests (NCI) as a consequence of the presence of minority shareholders within the group. We
analyzed the value relevance of group financial statements, taking into account the presence/absence
of minority shareholders and their portion of equity and net income. By dividing groups with minority
shareholders from groups without these, we verified whether the presence of non-controlling interests
can affect the value relevance of consolidated reports, and whether NCI equity and net income are
value-relevant. In fact, all modes used to test value relevance are based only on the parent company
equity and net income, leaving aside that group equity and net income are divided into two parts. The
evidence suggests that NCI financial values slightly increase the fit of the model, and that NCI equity
and net income are statistically significant in affecting the market capitalization of companies.

Key words: International Accounting Standards (IAS)/International Financial Reporting Standards (IFRS), value
relevance, equity, accounting.
INTRODUCTION
Value relevance is one of the most important attributes of accounting quality (Francis et al., 2004), since
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investors rely on accounting information for their
investment decisions. Given that the main purpose of
accounting reports is to provide reliable information
regarding the financial position, performance and cash
flow of the reporting entity, value relevance determines
whether accounting numbers are useful to financial
statement users in making their choices.

The objective of financial statements for general
purposes is also highlighted by the International
Accounting Standards  (IAS)/International  Financial
Reporting Standards (IFRS) framework (in addition to
that of FASB), which states, among other qualitative
characteristics of financial information, that “the objective
of general purpose financial reporting is to provide
financial information about the reporting entity that is
useful to existing and potential investors...” and
“decisions by existing and potential investors about
buying, selling or holding equity and debt instruments
depend on the returns that they expect from an
investment in those instruments, for example dividends,
principal and interest payments or market price
increases” (The Conceptual Framework for Financial
Reporting, OB2 and OB3).

Empirically, research on value relevance has found a
fertile environment in the capital market and in publicly
available financial statements. In fact, many models used
to test for value relevance assume share price as a
measure of investors’ decisions (Francis and Schipper,
1999) and accounting values from annual reports as a
proxy for financial information. According to the authors,
value relevance of financial statements exists when there
is a statistical correlation or association between prices or
returns and specific financial information. The value
relevance studies carried out in this research stream are
based on the financial figures reported in annual reports,
such as equity book value and net income. These values
are then matched with stock prices to analyze the ability
of financial reports to capture or summarize information
that influences share prices. Almost all analyses
developed in this direction have considered the market
value or the share price of listed companies and their
publicly available financial statements as the source of
accounting figures. Although many studies seem to
ignore this, it is important to reinforce that the financial
statements taken as the source of data are prepared on a
consolidated basis.

Two main reasons drive this approach. First,
consolidated reports are the actual financial statements
of the economic entity. Second, in most countries,
particularly for non-listed companies, only consolidated
financial statements are publicly available, therefore all
research is carried out on consolidated data. In the
European Union, listed companies’ financial statements
are addressed by Regulation 1606/2002 that mandates
IFRS for consolidated reports and introduces a member
state option to apply IFRS to other entities and to
separate financial statements. In relation to this, few

countries have adopted IFRS for separate financial
statements and, among the main European economies,
only Italy has done it.

IFRS adoption for separate financial statements has
been fiercely debated. In fact, in many countries, the tax
laws are so closely linked to domestic generally accepted
accounting principles (GAAP) that the adoption of IFRS
for separate reports would been very burdensome for
companies (Choi and Mueller, 1992; Delvaille et al.,
2005; Lamb et al, 1998; Macias and Muifio, 2011;
Nobes, 1998; Oliveras and Puig, 2005; Whittington,
2005).

There are also obstacles to the preparation of a
separate financial statement according to IFRS, since
they are primarily viewed as being for consolidated
reports. In 2015, The European Financial Reporting
Advisory Group (EFRAG) developed a project to consider
how financial statements (other than consolidated
financial statements) are used in Europe for economic
decision-making and analyzing the technical financial
reporting issues that arise when preparing such financial
statements under IFRS. Respondents to the discussion
paper have agreed that it would be useful if the IASB
reviewed existing requirements, with a view to developing
a specific set of general principles for separate financial
statements.

The purpose of this paper is to investigate the value
relevance of ltalian financial reports prepared according
to IFRS by considering both sets of publicly available
accounts. The analysis firstly aims to measure the value
relevance of both separate and consolidated financial
statements when prepared according to the same
GAAPs. Second, this study evaluates which set of
accounts might be more useful in making investment
choices. Thirdly, we investigate the relevance of
accounting figures related to minority interests.

The contribution made by this paper is innovative
because of the limited adoption of IFRS in separate
reports: only a few studies address this issue. Moreover,
no studies have dealt with the NCI portion of equity and
net income reported in consolidated financial statements.

LITERATURE REVIEW

There are few studies that deal with the value relevance
of separate financial statements in absolute terms or
compare these with consolidated reports. The
international literature related to separate reports
neglects U.S. studies due to the lack of public availability
of parent companies’ reports, whilst more comparative
analyses have been carried out in particular after the
adoption of IAS/IFRS by European listed companies for
their consolidated financial statements, and in some
cases, also for separate statements.

Evidence discovered by scholars suggests that group
reports are more value relevant than parent company



accounts, even though these results are weak or limited.
Darrough and Harris (1991) developed a research project
on Japanese firms and the effects of consolidation on
financial statements. Even though the results show a
small incremental value relevance  concerning
consolidated data, the specific institutional environment
of Japan and the inter-firm ownership relationship make
the findings not generally applicable.

Some scholars (Abad et al., 2000; Harris et al., 1994;
Niskanen et al., 1998) claim the superior value relevance
of consolidated financial statements, while others
(Goncharov et al., 2009; Niskanen et al., 1998) affirm that
parent companies’ financial statements do not show
incremental value relevance. According to several
authors, the lower value relevance of single accounts is
due to companies preparing and using their reports for a
range of taxation or regulation purposes (Choi and
Mueller, 1992; Delvaille et al., 2005; Lamb et al., 1998;
Macias and Muifio, 2011; Nobes, 1998; Oliveras and
Puig, 2005). This use of separate financial statements as
the basis for tax computation has also been verified by
some scholars (Nobes, 2004; Pfaff and Schréer, 1996)
who have observed that it might vary between countries
and time periods, and that it depends on the role given to
financial statements by policymakers.

In contrast, a broad range of literature related to the
value relevance of consolidated financial statements
developed following the adoption of IFRS by European
listed companies. Empirical research on value relevance
has found a fertile environment for study after the
mandatory adoption of IFRS by listed companies in the
European Union. Since the first adoption of IFRS
regarding the preparation of consolidated financial
statements, in 2005, most studies have concentrated on
the value relevance of group accounts prepared
according to the new standards. Additionally, within this
recent research stream, the results are not straightforward
or unequivocal.

Two authors (Aubert and Grudnitski, 2011) carried out
research on 13 European countries and 20 industries,
examining the effects of the first adoption of IFRS. Their
findings failed to prove that consolidated reports have
had incremental value relevance after the adoption of
IFRS. Other scholars (Daske et al., 2008) analyzed IFRS
adoption in 26 countries worldwide and found modest,
although statistically significant, capital market benefits
related to the introduction of mandatory IFRS reporting.
However, these benefits occurred only in countries with
strict enforcement regimes and where firms were given
inducements to  encourage transparency. The
importances of enforcement regimes and reporting
incentives on the effects, subsequent to the mandatory
adoption of IFRS, have also been highlighted by Barth et
al. (2012), Byard et al. (2011) and Horton et al. (2013).

In addition to these cross-country studies, some
analyses have been developed in relation to the
individual country effects of IFRS adoption. Callao et al.
(2007) carried out an analysis on IFRS adoption by
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Spanish listed companies and did not identify any
incremental value relevance for financial statements
prepared according to the new standards when
compared with the previously adopted local GAAPs. The
UK stock market has been investigated by Horton et al.
(2013); this analysis evidenced diminishing forecast
errors for firms adopting mandatory IFRS. Christensen,
Lee, & Walker (2007) also examined the mandatory
adoption of IFRS for the UK and concluded that the
resultant benefits do not affect firms in a unique way.
Gjerde et al. (2008) found mixed results for Norwegian
listed companies, investigating the effects of changes in
accounting figures from local GAAPs to IFRS. The value
relevance of key accounting figures in IFRS financial
statements is not superior to the corresponding figures
presented in NGAAP reports when these are evaluated
unconditionally and conservatively as two independent
samples. On the contrary, IFRS are marginally more
value-relevant than NGAAP only for some firms with a
high degree of intangibles. In the Greek context, latridis
and Rouvolis (2010) found evidence that the transition to
IFRS provided more value-relevant accounting figures.
Beyond such studies about the value relevance of IFRS
financial statements, there are only a few analyses
directly referring to separate financial statements. Harris
et al. (1994) produced a comparison of the value
relevance of accounting measures between U.S. and
German firms within similar industries and of comparable
size, concluding that the explanatory power of accounting
numbers increases at the level of consolidation:
unconsolidated data evidence has lower value relevance
when compared with the data for separate accounting.
Abad et al. (2000) compared, in terms of value
relevance, the consolidated financial statements of
Spanish listed companies with the parent companies’
separate reports and concluded that group accounts
were more value relevant than individual accounts.
Goncharov et al. (2009) extended their analysis to
different functions of sets of accounts prepared by
holding companies in Germany and did not find that
single accounts provided more useful information. On the
contrary, they verified that the role of providing useful
information is better fulfilled by group accounts.

METHODOLOGY
Ohlson model

The main objective of this paper is to investigate the value
relevance of separate and consolidated financial statements of
Italian listed companies. To provide a clear indication of financial
statements and their value relevance, the paper defines value
relevance, specifies the significance of consolidated financial
statements, describes a widespread and well-known value
relevance model, provides details on the data for the regression
analysis and documents the empirical results.

Employing a definition of value relevance as the ability of
financial statement information to capture or summarize information
that affects share value (Hellstrém, 2006), studies of this issue have
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tested it empirically, calculating the statistical association between
market value and accounting figures. In a nutshell, value relevance
research tries to measure to what extent accounting information
might be useful to readers of financial statements when making
investment decisions; consequently, an amount is defined as value-
relevant if it is significantly associated with share prices (Barth et
al., 2001).

Among some models developed to test for value relevance, the
Ohlson model (OM) is one of the most successful research
schemes from recent decades. Even though this model was initially
conceived for a different purpose, it has been adapted to fit with
value relevance analyses. According to the OM, the market value of
the company is a linear function of the level of capital invested in
the company, the abnormal results generated by the company and
variables other than the financial information. The main advantage
of the model is that it defines a solid conceptual framework,
according to which the market value of the company is in a
relationship with the past and the future financial information of the
company. In accounting terms, the market value of a company is
related to current and future expected net income, or to the book
value of equity or to dividends. The original version of the model
expresses firm value as a linear function of the book value of equity
and the present value of expected future abnormal earnings. It
assumes a strong hypothesis as to the existence of perfect capital
markets, but with additional assumptions it can re-express the firm
value as a linear function of equity book value, net income,
dividends and other information (Feltham and Ohlson, 1995;
Feltham and Ohlson, 1996).

We have utilized an Ohlson modified price model, in which two
major items from financial accounts (balance sheet and income
statement) are used to test the value relevance of consolidated
financial statements. Moving on from the original assumption of the
model, we have adopted an extension that allows us to explore the
relationships between equity market value and two main financial
accounting figures. The equation used in the OM identifies market
capitalization as a proxy of the market value of a firm, whilst the
equity book value and the net income are assumed as proxies for
the financial information supplied by financial statements. To avoid
a scale effect due to the presence of firms with significant
differences in terms of financial numbers, we also considered
variables on a per-share basis. Consequently, the OM used in our
analysis assumes these forms:

MV, = ayBVE;; + a,NI;; + ¢,
@

or

Pit = alBVEPSit + azNIPSit + Eit (2)

Where:

MV is the market value of firm i at time t (fiscal year-end) and is
designed as the dependent variable in model (1);

Pi is the share-price of firm i at time t (fiscal year-end) and is
designed as the dependent variable in model (2);

B VE:: is the book value of the equity of firm i at year t; this is the first
independent variable in model (1);

Nli: is the reported net income of firm i at time t; this is the second
independent variable in model (1);

BVEPS:: is the book value of equity per share of firm i at year t; this
is the first independent variable in model (2);

EPSi: is the reported accounting earnings of firm i at time t; this is
the second independent variable in model (2);

&iris the residual value (error term) for company i in year t.

Using these two versions of OM, we applied and adapted them to

consider the main features of the two sets of accounts we
considered in our analyses: consolidated financial statements and
parent companies’ separate annual reports. Applying OM on
consolidated or individual accounting numbers differs, above all, in
relation to the independent variables assumed as the proxies of the
equity and net income of the firm/group.

Independent variables

In many implemented regression models based on Ohlson theory,
independent variables, or regressors, are accounting numbers such
as equity book value and net income reported in various sets of
accounts presented by firms. We have followed this approach, but
we have also introduced some changes in order to adapt the price
models to the specific features of consolidated and separate
financial statements and to the specific components of group equity
and net income.

By gathering data from consolidated financial statements, we
were able to observe how different values compose the group
equity and net income. For both the equity and net income reported
in consolidated accounts, we can distinguish the part attributable to
the parent company and that attributable to the non-controlling
interests, if they exist. In fact, almost all studies on value relevance
assume, as independent variables, consolidated numbers
attributable only to the parent company, such as parent company
shareholders’ equity and net income/profit, and often these are
considered on per-share base, to avoid scale effects.

In contrast, when defining independent variables, we have taken
into account the real role of group accounts. Consolidated reports
are the actual financial statements of an economic entity and it is
evident within the modern economy that the most important firms
have a group pattern created by a parent undertaking and its
subsidiaries. Even though the parent company and its subsidiaries
are legally and formally independent, they are still a single
economic entity. Moreover, a subsidiary can be partially owned,
resulting in the presence of non-controlling interests to be
recognized on the balance sheet and in the income statement.
Since non-controlling interests are relevant values within the group
equity and net income, we have decided to consider this issue in
our analysis. We have taken into consideration the assuming, as
independent variables, of equity book value and net income
attributable to non-controlling interests (NCI) other than those of the
parent company. In other words, we have added — in our regression
model — figures related to NCI.

Unfortunately, in operationalizing the accounting values related to
NCI, we encountered some obstacles. Because of the assumption
of values on per-share base, we would have to do the same for
NCI, which would have required a large amount of information. In
fact, the amount of NCI recognized in the income statement and in
the balance sheet is made up of the sum of single NCI related to
each subsidiary controlled directly or indirectly by the parent, after
eliminations for intra-group transactions. Hence, we should have
discomposed NCI into as many components as the number of
subsidiaries and expressed these on a per-share base. Due to
these issues, we have considered the variables representing NCI in
their total amount, and consequently only in model (1). Therefore, in
our models, we have considered the following independent
variables.

The consolidated parent company book value of equity (CONS
PARENT BVE) represents a measure of the group equity
attributable to the parent, often referred to as “Parent company
shareholder equity” or “Equity attributable to the shareholders of a
parent company”. The consolidated parent company net income
(CONS PARENT NI) functions as an indicator of company
profitability. These two variables are used in almost all studies
based on price models and can also be expressed on a per-share
basis.
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Variable Description

Type of accounts

CONS PARENT BVE
CONS PARENT NI
CONS PARENT BVEPS
CONS PARENT NIPS
NCI BVE

NCI NI

SEP PARENT BVE
SEP PARENT NI

SEP PARENT BVEPS
SEP PARENT NIPS

Consolidated parent company book value of equity
Consolidated parent company net income

Consolidated parent company book value of equity per share
Consolidated parent company net income per share
Non-controlling interests book value of equity
Non-controlling interests net income

Parent company book value of equity

Parent company net income

Parent company book value of equity per share

Parent company net income per share

Consolidated
Consolidated
Consolidated
Consolidated
Consolidated
Consolidated
Separate
Separate
Separate
Separate

The non-controlling interests book value of equity (NCI BVE) and
net income (NCI NI) are the share of group equity and net profit
attributable to shareholders that do not control the subsidiaries.
Whilst these four variables are collected directly from consolidated
financial statements, in separate financial reports we have found
equity (SEP PARENT BVE) and net income (SEP PARENT NI)
from the parent company. In addition, these variables can be easily
expressed on per-share basis. The following table summarizes the
labels, descriptions and account type of all the independent
variables used in our analysis (Table 1).

Dependent variables

In this study, we have assumed dependent variables or regressand
values that are expressions of a firm’s or a share market price.
Many studies assume market capitalization or share price as
dependent variables. To test for the relationship between share
price or market value and particular accounting values, we looked
for a dependent value that could reflect the effects of accounting
information on investors’ choices. Whereas share price or market
capitalization are a good value to represent these, we have
assumed as dependent variables the share price (P) and the
market capitalization (MKT CAP) four months after the end of the
fiscal period. In our sample, we collected the share price of firms
reported up to April 31st. For many companies, the fiscal year end
occurs on December 31st, so in our opinion four months is a fair
period for observing the effects of accounting information on
investors’ choices. Moreover, to produce a deeper analysis, we
collected, for each firm within the sample, the share price on 31%
April for four years, from 2012 to 2015, and accounting numbers
from the 2011 to 2014 financial statements.

Sample selection and data sources

By gathering quantitative data from annual reports prepared by
Italian listed groups, we have developed a proprietary database
composed of secondary data and consistent with the purpose of our
survey. In preparing this, we have taken into account the annual
reports from listed companies on the Italian Stock Exchange, since
IAS/IFRS have been compulsory since 2005 for the preparation of
consolidated financial statement, and since 2006 for the preparation
of parent company statements. AIDA — a Bureau van Dijk database
on ltalian firms —has been used to collect data on 301 listed

companies preparing separate and consolidated financial
statements according to IAS/IFRS. Beginning from this initial
sample, we have made several refinements in order to obtain a
complete and homogeneous database with no missing data from
the 2012 to 2015 financial statements. Initially, we excluded banks
and assurance companies due to their specific industry and
reporting activity, companies for which data was not available over
the entire period because of delisting or unusual operations and
companies with a fiscal year not beginning on January 1%, Thus, we
have built a database from companies with available financial data
over the period 2012 to 2015, with the share price available and
market capitalization at the end of April for 2013 to 2016. As a
result of these refinements, our database is strongly balanced and
constitutes 144 companies presenting consolidated and financial
statements with their fiscal year beginning on January 1st,
incorporating 576 total observations.

Hypotheses development

Our empirical analysis is based on regression models used to test
different hypotheses related to the value relevance of financial
reports. To test these hypotheses, we ran ordinary least square
(OLS) regressions using STATA 13.

Hi: Information supplied by consolidated financial statements is
value relevant.

Naturally, for this development, we considered the empirical results
of previous research that supports the thesis of consolidated
financial statement relevance (Harris et al., 1994; Niskanen et al.,
1998; Abad et al., 2000; Goncharov et al., 2009) and took into
account the role of consolidated financial statements. Since group
accounts are the actual accounts of an entity structured on a group
pattern, we expected that consolidated financial statements would
better provide useful financial information. Moving on from the basic
models presented earlier, we applied these to consolidated data:

MV, = a; CONS PARENT BVE,;, + a, CONS PARENT NI, + ¢,

P, = a; CONS PARENT BVEPS,, + a, CONS PARENT NIPS;, + ¢,

H,: Information supplied by separate financial statements
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Table 2. Descriptive statistics.

Variable Obs Mean Std. Dev. Min Max

MKT CAP April n+1 576 1.67E+09 5.95E+09 1105477 6.80E+10
CONS PARENT BVE 576 1.14E+09 5.09E+09 -1.22E+08 6.03E+10
NCI BVE 576 1.17E+08 4.73E+08 -2.04E+07 3.72E+09
SEP PARENT BVE 576 9.45E+08 3.77E+09 -1.13E+08 4.11E+10
CONS PARENT NI 576 4.25E+07 5.68E+08 -8.78E+09 7.79E+09
NCI NI 576 3864083 7.69E+07 -6.30E+08 8.85E+08
SEP PARENT NI 576 5.63E+07 4.89E+08 -1.82E+09 9.08E+09
SHARE PRICE April n+1 576 7.195156 13.06015 0.0238 124.3

CONS PARENT BVEPS 576 4.226481 6.725934 -4.658106 47.89225
SEP PARENT BVEPS 576 3.673566 5.440687 -4.711268 41.66931
CONS PARENT NIPS 576 0.161981 0.987288 -8.096901 6.067451
SEP PARENT NIPS 576 0.120028 0.775716 -9.475699 3.946815

Table 3. Correlations among variables.

- @) 2 ®3) 4) 5) (6) @) (8 ©) (100 (11 (12
(@) 1 - : : - - - - - - - -
2) 0.9337 1 - - - - - - - - - -
?3) 0.5614 0.6607 1 - - - - - - - - -
4) 0.9246 0.9882 0.709 1 - - - - - - - -
(5) 0.8261 0.6635 0.2736 0.6773 1 - - - - - - -
(6) 0.0464 0.1362 0.4323 0.2212  -0.1377 1 - - - - - -
©) 0.9043 0.8955 0.4002 0.8523 0.7902 -0.245 1 - - - - -
(8) 0.2047 0.0881 0.0381 0.0814 0.238 -0.008 0.1331 1 - - - -
9) 0.1731 0.1743 0.2884 0.1652 0.1551 -0.023 0.1716 0.664 1 - - -
(20) 0.1432 0.145 0.2185 0.1559 0.1717 0.018 0.1497 0.6409 0.955 1 - -
(12) 0.126 0.0468 -0.089 0.0576 0.2788 0.0651 0.1024 0.7657 0.4301 0.4767 1 -
(12) 0.2673 0.1993 0.0966 0.1985 0.3585 -5.00E-04 0.2622 0.7493 0.5502 0.5553 0.8976 1

(1) MKT CAP April n+1, (2) CONS PARENT BVE, (3) NCI BVE, (4) SEP PARENT BVE, (5) CONS PARENT NI, (6) NCI NI, (7) SEP PARENT NI, (8)
SHARE PRICE April n+1, (9) CONS PARENT BVEPS, (10) SEP PARENT BVEPS, (11) CONS PARENT NIPS, (12) SEP PARENT NIPS.

is value relevant.

We tested this hypothesis by applying the same models on data
collected from separate financial statements.

MV, = a; SEP PARENT BVE,, + a, SEP PARENT NI, + &,

P, = a; SEP PARENT BVEPS,, + a, SEP PARENT NIPS,, + ¢,

Hs: Value relevance of consolidated financial statements is higher
than separate financial reports.

By comparing the empirical results relating to H; and H, we were
able to evaluate the different value relevance of group and parent
company accounts.

Ha4: Accounting amounts related to NCI equity and net income are
value relevant.

We tested this hypothesis by adding NCl-related variables to basic
model (1) and by running regression on the consolidated data of
groups with minority shareholders.

REGRESSION ANALYSIS AND DISCUSSION OF
FINDINGS

Tables 2 and 3 show some preliminary data about
descriptive statistics and correlations. In relation to the
existing associations between the variables employed in
the econometric model, we observe that there are strong
correlations between the independent variables (market
capitalization and share price) and the explanatory
variables. The correlation is slightly higher when the
explanatory variables are reported from consolidated
financial statements, which suggests that consolidated
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(@) (b) (c) (d)
Variable Model 1 on cons data Model 2 on cons data Model 1 on sep data  Model 2 on sep data
MKT CAP Share price MKT CAP Share price
CONS PARENT BVE 1.048***(0.0177)
CONS PARENT NI 1.273***(0.159)
CONS PARENT BVEPS 0.945***(0.0566)

CONS PARENT NIPS

5.740**+(0.386)

SEP PARENT BVE
SEP PARENT NI
SEP PARENT BVEPS
SEP PARENT NIPS

Constant 4.243e+08***(8.964e+07)
Observations 576
R-squared 0.8758

Adj. R-squared 0.8753

Prob > F 0.0000

Mean VIF 1.07

2.272%%(0.422)

0.5719
0.5704
0.0000

1.094*+%(0.0343)

3.627%(0.265)
1.086***(0.0793)
6.283%*(0.556)

4.352+08**(8.883e+07)  2.453**(0.475)

576 576 576
0.8808 0.4863
0.8804 0.4865
0.0000 0.0000

1.14 2.28 1.22

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1.

Table 5. Regression analysis.

(e)

U]

Variables

Model 1 on cons data groups with NCI

Model 1 on cons data groups with NCI

MKT CAP

MKT CAP

CONS PARENT BVE

1.101*** (0.0258)

1.049*** (0.0198)

NCI BVE -0.874*** (0.287) 1.245** (0.177)
CONS PARENT NI 1.608*** (0.190) -

NCI NI -5.870***(1.467) -

Constant 6.058e+08***(1.108e+08) 5.332e+08*** (1.140e+08)
Observations 441 441
R-squared 0.8909 0.8805

Adj. R-squared 0.8899 0.8800

Prob > F 0.0000 0.0000

Mean VIF 1.72 1.06

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1.

numbers have a higher explanatory power than those of
the parent company.

The analysis of correlations also evidences a strong
association between the dependent variables used in the
model, possibly indicating multicollinearity between
variables. This issue is common to empirical studies
concerning value relevance (Abad et al., 2000; Collins et
al., 1997). However, the variance inflation factor (VIF) of
regressors is close to 1 and below the rule of thumb 4,
making further investigation necessary. When it exceeds
10, this is a sign of serious multicollinearity requiring
correction. Table 4 summarizes the results of regressions
of model 1 and 2 run on consolidated and separate data

in order to test hypotheses 1 and 2. Table 5 summarizes
the results of regressions of model 1 on companies with
and without non-controlling interest.

The results from the regressions run on consolidated
separate and parent company data clearly verify H; and
H,. In the regressions with consolidated numbers only
(regressions a and b) all the coefficients are statistically
significant at the 1% level (p-value < 0.01) and the R*is
0.8758 for regression on market capitalization and 0.5719
for regression on share price. The p-value for the F-test
for overall significance confirms that the model offers a
good fit. These conclusions are also valid for regressions
run on separate data, where R?is 0.8808 for regression
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on market capitalization and 0.4863 for regression on
share price. The statistical significance of the variables
coefficients, the amount of variance explained (R?) and
the general suitability of the models tested (F-test)
suggest to us that both consolidated and separate
financial statements prepared according to IAS/IFRS are
value relevant and verify Hy and H;. As predicted, the
coefficients of equity and net income are strongly
significant and positively associated with firm market
value. Net income always has a higher coefficient than
equity and this suggests that investors rely more on a
company’s profit than its capital.

These findings also evidence differences in value
relevance beetween consolidated and separate financial
statements, confirming Hs. While there are no significant
differences in value relevance when regressions are
developed on market capitalization (difference in R? is
0.005), analysis carried out by measuring the degree of
association between share price and equity and net
income per share demonstrates that consolidated
financial statements (R2 = 0.5719) are more value
relevant than separate statements (R2 =0.4863).

Interesting findings have been achieved by means of
regressions on consolidated data that consider the
existence of non-controlling interests and their portion
equity and net income reported in consolidated accounts.
Regression analysis evidences the statistical significance
of variables (p-value < 0.01) and the appropriateness of
all the models tested. This also introduces some
novelties concerning accounting numbers that can be
associated with investors’ choices. We ran a regression
(e) on the consolidated data of groups with NCI,
assuming as independent variables the share of equity
and net income owned by minority shareholders in
addition to the consolidated equity and net income of the
parent. In a second regression (f), we removed the
variables related to NCI in order to verify the effect of this
omission on testing for value relevance.

The study findings suggest that NCI equity (coeff. = -
0.874) and net income (coeff. = -5.870) are statistically
significant at 0.01 level (p-value < 0.01) and are
negatively associated with the regressand. The addition
of these variables increases the explanatory power of the
basic model (1). In fact, model (1) applied to parent
company values evidences only R® = 0.8805, while the
same model with two additional variables shows R* =
0.8909). This suggests that H, has been verified. We can
also claim that NCI equity and net income are negatively
associated with share prices and market capitalization
because they are considered by investors as claims on
their ownership interests.

Conclusion

In this study, we investigated the value relevance of
financial statements prepared by a cluster of Italian listed

companies. Using econometric models, we tested how
the financial information reported in annual reports is
useful for investors in making decisions. Since ltalian
listed companies prepare both consolidated and separate
financial statements according to IAS/IFRS, we tested the
value relevance of these two sets of accounts in order to
evaluate whether the parent company annual report
could provide useful information to investors. As
expected, consolidated and individual financial statements
resulted in value relevance and our findings have
demonstrated a certain superiority of group accounts
when compared with parent company reports. These
findings are consistent with previous literature about
value relevance and introduce new evidence that parent
company accounts are value relevant, in addition to as
group accounts.

While most previous studies have dealt with parent
company group and net income only, we decided to also
investigate the NCI share of capital and profit as reported
in the consolidated financial statements. As long as these
values are measures of group capitalization and
profitability for minority shareholders, how they affect
value relevance of consolidated financial statements
according to parent company perspective. As expected,
our findings suggest that NCI equity and net income are
statistically relevant and negatively associated with
assessing firm market value. This conclusion is coherent
with the role of NCI within a group, since they are
constraints for the parent company.

Although these results confirm our expectations in
terms of value relevance and the significance of NCI, it is
vital to address the potential limitations and future
developments of the study. We have based our analysis
on ltalian listed companies, for the aforementioned
reasons, and the sample could be extended in order to
increase its representativeness. For example, other
European countries that have made IAS/IFRS mandatory
for parent companies’ accounts could be included in the
sample. Moreover, our study has been conducted from a
controlling shareholding perspective, since most studies
on value relevance deal only with the investors point of
view. However, there are other potential perspectives to
be analyzed; for example, creditors, financial institutions
and minority shareholders might be studied. Finally,
future studies could adopt nonlinear regression models or
logarithmic or returns models.
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