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Abstract

The purpose of this paper is to investigate the value relevance of the legally mandated provisions. This paper
examines the effects of changes in provisions on the value relevance of earnings. The results show that the
calculation of provisions will deteriorate the relevance of earnings when the changes in provisions may
artificially and mechanically smooth earnings. However, the provision for railroad maintenance functions as a
allocation method of operating revenues and the provision for insurance payment functions as a allocation
method of operating expenses. These provisions seem to improve the value relevance of earnings.
Therefore, we cannot discriminate against the legally mandated provisions for the very reason that their
calculation is formally restricted. Whether provision is legally mandated or not, we still have many
unresolved problems about provisions on the disclosure in the balance sheet and on the calculation in the

income statement.
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1

Panel A: P Mean St. Dev. Min 1Q Median 3Q Max
1979 -2004 2,047.6 966.0 800.0 1,278.8 1,990.0 2,565.0 8,250.0
1979-1991 1,892.4 1,315.7 800.0 9215 1,190.0 26775 8,250.0
1992 - 2004 2,180.6 459.2 1,261.0 1,825.3 2,195.0 25375 3,840.0
Panel B: OP
1979 -2004 392.665 94.332 56.004 336.578 391.051 451.597 721.991
1979-1991 404.116 114.987 56.004 346.348 411.146 467.664 721.991
1992 - 2004 382.849 70.598 202.239 333.565 377.907 423.598 568.433
Panel C: OI
1979 -2004 174.779 161.606 -106.762 129.671 161.774 197.403 2421212
1979-1991 173973 87.281 -106.762 139.311 181.475 222841 446.168
1992 - 2004 175.469 204.869 77.671 125517 153.033 185.104 2421212
Panel D: X
1979 -2004 -0.643 10.846 -57.110 -4.676 0.000 2.486 44033
1979-1991 -1.346 14.099 -57.110 -6.082 0.000 2.900 44.033
1992 - 2004 -0.041 6.878 -14.279 -3.689 0.000 2319 29.948
2-1 €]
1979 -2004 1979-1991 1992 — 2004
OP Adj. R? OP Adj. R? OP Adj. R?
€h) -0.0448 0.3687 -0.0568 0.3646 -0.0112 0.5190
(-2.84) (-2.75) (-1.85)
[0.005] [0.007] [0.067]
ol Adj. R2 Ol Adj. R? ol Adj. R?
) -0.0226 0.3598 -0.1367 0.4832 -0.0042 0.5250
(-1.37) (-4.19) (-372)
[0.174] [0.000] [0.000]
2-2 )
Const. D OoP D-OP Adj. R?
€h) 0.0058 -0.0049 -0.0049 -0.0203 0.0811
(3.18) (-2.09) (-0.92) (-2.02)
[0.002] [0.023] [0.358] [0.044]
Const. D Ol D-Ol Adj. R2
) 0.0054 -0.0048 -0.0058 -0.0503 0.1549
(324) (-2.86) (-6.67) (-3.07)
[0.001] [0.005] [0.000] [0.002]

16



3 value relevance (1)
Panel A: 1979 — 2004 OP X OP+X Adj. R?
Model 1 0.3892 0.8542
(234
[0.020]
Model 2 0.4324 0.9641 0.8543
237) (2.05)
[0.019] [0.295]
Model 3 0.4259 0.8548
(2.38)
[0.018]
Model 1 vs. Model 3 z2=0.7987 p=0.424
Panel B: 1979 - 1991 OP X OP +X Adj. R?
Model 1 0.3490 0.8373
(1.62)
[0.108]
Model 2 0.4121 11113 0.8371
x71) (111)
[0.090] [0.268]
Model 3 0.4023 0.8381
(170
[0.092]
Model 1 vs. Model 3 z2=0.7985 p=0.430
Panel C: 1992 — 2004 OP X OP +X Adj. R?
Model 1 0.5021 0.8783
(2.65)
[0.009]
Model 2 0.4561 -4.1003 0.8803
(2:35) (-1.90)
[0.021] [0.060]
Model 3 0.4888 0.8774
(2.54)
[0.013]
Model 1 vs. Model 3 z=-1.8759 p=0.061




4 value relevance (2)
Panel A: 1979 — 2004 ol X Oo1+X Adj. R?
Model 1 0.0668 0.8502
(1.36)
[0.176]
Model 2 0.0792 0.5483 0.8498
(1.40) (0.64)
[0.164] [0.520]
Model 3 0.0735 0.8503
(1.38)
[0.168]
Model 1 vs. Model 3 z2=0.6074 p=0.544
Panel B: 1979 - 1991 ol X Oo1+X Adj. R?
Model 1 0.1647 0.8344
(0.66)
[0.512]
Model 2 0.3233 1.1603 0.8340
(1.04) (1.06)
[0.302] [0.290]
Model 3 0.2598 0.8348
(0.88)
[0.381]
Model 1 vs. Model 3 z2=0.5623 p=0574
Panel C: 1992 — 2004 ol X Oo1+X Adj. R?
Model 1 0.0510 0.8674
(1.86)
[0.066]
Model 2 0.0300 -5.0263 0.8710
(123 (-2.34)
[0.221] [0.021]
Model 3 0.0492 0.8673
(1.90)
[0.061]
Model 1 vs. Model 3 z=-1.4900 p=0.136




5

Panel A: P Mean St. Dev. Min 1Q Median 3Q Max
1989 —-2004 35175.1 138,267.3 125.0 406.5 598.5 1,197.5 926,000.0
1989 -1996 7,166.6 51,3335 330.0 581.0 781.0 1,200.0 550,000.0
1997 - 2004 59,431.2 179,233.4 125.0 329.0 431.0 955.0 926,000.0
Panel B: OP
1989-2004  5,756.063  24,413.070 -157.025 28.981 40.530 54588 165,390.625
1989-1996  1,186.607  10,504.982 - 78512 31724 41514 51.291 100,642.750
1997-2004  9,713.342  31,350.222 -157.025 26.663 38.301 57.103  165,390.625
Panel C: OI
1989-2004  2,090.965 8,628.216 -553.924 7.966 17.320 28524  58,494.196
1989 -1996 328.897 2,910.154 - 266.677 8.653 16.124 23.042  28,670.250
1997-2004  3,616.967  11,250.181 -553.924 7.825 18421 34568  58,494.196
Panel D: X
1989 - 2004 -0.591 2415 -11.428 0.000 0.000 0.000 6.561
1989 -1996 -1.261 2,679 -11.428 0.000 0.000 0.000 0.000
1997 - 2004 -0.010 1.985 -9.848 0.000 0.000 0.000 6.561
6-1 @
1989 -2004 1989 - 1996 1997 - 2004
OP Adj. R? OP Adj. R? OP Adj. R?
€h) -0.0029 0.0899 -0.0020 -0.0122 -0.0030 0.0966
(-1.46) (-033) (-1.45)
[0.144] [0.745] [0.150]
ol Adj. R2 ol Adj. R2 ol Adj. R?
) -0.0031 0.0894 -0.0221 0.0218 -0.0009 0.0921
(-122) (-2.64) (-0.38)
[0.223] [0.009] [0.701]
6-2 )
Const. D OP D-OP Adj. R?
€h) -0.0008 0.0006 - 0.0066 0.0081 0.0340
(-2.97) (1.81) (-1.05) (1.25)
[0.003] [0.071] [0.296] [0.213]
Const. D ol D-Ol Adj. R?
2 -0.0008 0.0006 -0.0210 0.0243 0.0454
(-0.06) (2.75) (-2.73) (3.04)
[0.000] [0.006] [0.007] [0.003]
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7 value relevance (1)
Panel A: 1989 — 2004 OP X OP +X Adj. R?
Model 1 0.9519 0.4858
(4.50)
[0.000]
Model 2 0.9640 41875 0.4863
(4.49) (1.08)
[0.000] [0.279]
Model 3 0.9632 0.4866
(4.49)
[0.000]
Model 1 vs. Model 3 z2=0.9349 p=0.350
Panel B: 1989 — 1996 OP X OP +X Adj. R?
Model 1 15888 0.5470
(249)
[0.014]
Model 2 15759 -6.4325 0.5470
(252) (-1.40)
[0.013] [0.164]
Model 3 15209 0.5456
(2:39)
[0.018]
Model 1 vs. Model 3 =-1.3163 p=0.188
Panel C: 1997 — 2004 OP X OP +X Adj. R?
Model 1 0.8612 0.3384
(394
[0.000]
Model 2 0.8972 11.8878 0.3647
(4.00) (2.36)
[0.000] [0.019]
Model 3 0.8830 0.3426
(3.96)
[0.000]
Model 1 vs. Model 3 z=1.8681 p=0.062




8 value relevance (2)
Panel A: 1989 — 2004 ol X Oo1+X Adj. R?
Model 1 0.8469 0.4704
(325
[0.001]
Model 2 0.8590 3.8683 0.4705
(322 (1.00)
[0.001] [0.319]
Model 3 0.8605 0.4710
(321)
[0.001]
Model 1 vs. Model 3 z=0.8361 p=0.403
Panel B: 1989 — 1996 ol X Oo1+X Adj. R?
Model 1 14115 0.5379
(221)
[0.028]
Model 2 1.3057 -4.7792 0.5366
197) (-0.96)
[0.051] [0.337]
Model 3 1.3543 0.5369
(2.05)
[0.042]
Model 1 vs. Model 3 =-0.9860 p=0.324
Panel C: 1997 — 2004 ol X Oo1+X Adj. R?
Model 1 0.7796 0.3035
297)
[0.003]
Model 2 0.7889 10.6245 0.3237
(2.98) (211)
[0.003] [0.036]
Model 3 0.8035 0.3069
(2.95)
[0.004]
Model 1 vs. Model 3 z=15331 p=0.120
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Panel A: P Mean St. Dev. Min 1Q Median 3Q Max
1990 - 2004 1,057.7 44218 61.0 3155 567.5 945.3 76,000.0
1990 - 1996 9374 5485 358.0 540.5 700.0 1,225.0 2,800.0
1997 - 2004 11823 6,281.4 61.0 2230 306.0 609.0 76,000.0
Panel B: OP

1990 - 2004 6.770 139.870  -1,145.075 -34.402 -0.395 30.314 1,655.854
1990 - 1996 -0.635 92.429 -198.282 -68.158 -10.757 28.214 342.226
1997 - 2004 7.162 140.189  -1,145.075 - 34.646 -0541 30.442 1,655.854
Panel C: Ol

1990 - 2004 8.035 138666 -1,141.182 - 32.096 1.399 32.194 1,660.052
1990 - 1996 1.001 90.400 -196.865 -62.927 -9.474 28.600 337.756
1997 - 2004 8412 138960 -1,141.182 -32.118 1.394 32436 1,660.052
Panel D: X,

19901996 2.876 9.686 -32.964 -2041 0.562 6.583 41.100
Panel D: X,

1990 - 2004 -0.279 6.066 -97.608 -0.160 0.000 0.339 6.168
1990 - 1996 0.548 1.086 -1271 -0.066 0.101 1.006 6.168
1997 -2004 -0.252 6.017 -97.608 -0.156 0.000 0.346 6.168

10
OP Adj. R? Ol Adj. R?
@) -0.0386 0.1536 %) -0.0420 0.1610
(-2.75) (-2.85)
[0.007] [0.005]

22



u value relevance (1)
1990 - 1996 OoP Xy OP + X, Adj. R?
Model 1 11110 0.8205
(3.80)
[0.000]
Model 2 0.9933 -3.0523 0.8273
(359) (-357)
[0.000] [0.000]
Model 3 1.0370 0.8139
(349
[0.001]
Model 1 vs. Model 3 =-2.7356 p=0.006
12 value relevance (2)
1990 - 1996 ol Xy Ol +X; Adj. R?
Model 1 11433 0.8218
377
[0.000]
Model 2 1.0203 -2.9275 0.8279
(3.53) (-337)
[0.001] [0.001]
Model 3 1.0747 0.8152
(347)
[0.001]
Model 1 vs. Model 3 z=-2.7112 p=0.007
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13-1 )
1990 — 2004 1990 — 1996 1997 — 2004
OP Adj. R2 OP Adj. R OP Adj. R?
1) -0.0048 0.2930 -0.0025 0.2025 -0.0053 0.2478
(-3.69) (-1.97) (-3:39)
[0.000] [0.050] [0.001]
ol Adj. R2 ol Adj. R ol Adj. R
©) -0.0053 0.3036 -0.0026 0.2042 -0.0059 0.2625
(-4.12) (-2.10) (-382)
[0.000] [0.038] [0.000]
13-2 (2)
Const. D OP D+OP Adj. R?
1) 0.0004 -0.0007 -0.0041 -0.0006 0.1750
(6.26) (-4.12) (-4.08) (-0.35)
[0.000] [0.000] [0.000] [0.730]
Const. D ol D-Ol Adj. R?
@) 0.0004 -0.0007 -0.0042 -0.0006 0.1814
(6.31) (- 4.08) (-4.03) (-0.39)
[0.000] [0.000] [0.000] [0.700]

24



14 value relevance (1)

Panel A: 1990 — 2004 OP X, OP +X, Adj. R?
Model 1 14638 0.7593
(3.26)
[0.001]
Model 2 1.1626 -63.1921 0.7757
(2.40) (-1.99)
[0.017] [0.047]
Model 3 14493 0.7585
(319
[0.002]
Model 1 vs. Model 3 =-2.8423 p=0.004
Panel B: 1990- 1996 OP X, OP + X, Adj. R?
Model 1 11110 0.8205
(3.80)
[0.000]
Model 2 1.0884 -0.1887 0.8203
(375 (-1.03)
[0.000] [0.306]
Model 3 11102 0.8203
(379
[0.000]
Model 1 vs. Model 3 =-0.8980 p=0.369
Panel C: 1997 — 2004 OP X, OP +X, Adj. R?
Model 1 15471 0.7409
(2.82)
[0.005]
Model 2 11432 - 76.0327 0.7620
(-1.89) (-1.89)
[0.061] [0.060]
Model 3 15297 0.7400
(2.75)
[0.007]

Model 1 vs. Model 3 z=-2.6338 p=0.008




15 value relevance (2)

Panel A: 1990 — 2004 ol X, OP +X, Adj. R?
Model 1 15429 0.7620
(3.46)
[0.001]
Model 2 1.2206 - 60.8346 0.7769
(247) (-1.91)
[0.014] [0.057]
Model 3 15303 0.7612
(339
[0.001]
Model 1 vs. Model 3 =-27714 p=0.006
Panel B: 1990 — 1996 ol X, OP + X, Adj. R?
Model 1 11433 0.8218
377
[0.000]
Model 2 1.1206 - 8.6068 0.8215
(371 (-097)
[0.000] [0.335]
Model 3 1.1429 0.8216
(3.76)
[0.000]
Model 1 vs. Model 3 =-0.8683 p=0.385
Panel C: 1997 — 2004 ol X, OP +X, Adj. R?
Model 1 1.6360 0.7439
(3.02)
[0.003]
Model 2 1.2020 -73.3334 0.7631
(1.93) (-1.81)
[0.055] [0.072]
Model 3 1.6212 0.7430
(2.95)
[0.004]

Model 1 vs. Model 3 z=-25964 p=0.009
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Panel A: P Mean St. Dev. Min 1Q Median 3Q Max
1983 -2004 733.8 4931 195.0 447.0 650.0 881.0 4,450.0
1983 - 1995 839.9 563.3 2130 542.0 727.0 985.0 4,450.0
1996 — 2004 560.0 270.2 195.0 3733 517.5 681.3 1,490.0
Panel B: EBT
1983 -2004 40.321 30.216 - 246.196 32.718 44,028 54.812 89.438
1983 - 1995 48.362 12.097 20.469 39.109 47.844 56.525 83.161
1996 -2004 27.141 43472 - 246.196 23.632 32.675 46.702 89.438
Panel C: X
1983 -2004 -98.799 173.652 - 656.580 - 209.648 -80.852 30.926 360.170
1983 - 1995 -187.242 152,131 - 656.580 -294.240 - 157.407 -82.718 219.685
1996 — 2004 46.149 88.407 -161.581 -2.118 41474 99.115 360.170
Panel D: X’
1983 - 2004 - 109.065 173.780 - 664.927 -223.830 -95.015 22.333 254,531
1983 - 1995 -197.503 153.345 - 664.927 - 309.993 -168.278 -95.015 226.545
1996 — 2004 35.875 85.611 -176.793 -6.773 37.726 89.293 254.531
Panel E: K -0.314 4733 -14.326 -2.067 -1.630 0.058 19.845
17-1 1)
1983 - 2004 1983 -1995 1996 — 2004
EBT-X Adj. R2 EBT -X Adj. R2 EBT-X Adj. R2
@) -0.8738 0.9823 -0.8991 0.9916 -0.8408 0.9357
(-29.63) (-61.04) (-1331)
[0.000] [0.000] [0.000]
EBT-X’ Adj. R2 EBT-X’ Adj. R EBT-X’ Adj. R
) -0.9110 0.9799 -0.9009 0.9925 -0.9276 0.9186
(-43.81) (- 62.66) (-18.95)
[0.000] [0.000] [0.000]
17-2 ©)
Const. D EBT-X D«(EBT-X) Adj. R2
@) 0.0356 0.0331 -0.8754 0.0811 0.9650
(6.87) 4.42) (-59.82) (1.14)
[0.000] [0.000] [0.000] [0.257]
Const, D EBT-X’ D«(EBT-X’) Adj. R2
) 0.0337 0.0271 -0.8766 0.0306 0.9594
(4.12) (2.56) (-52.21) (1.05)
[0.000] [0.011] [0.000] [0.297]

27



18

value relevance

Model 1 Model 3A Model 3B
EBT Adj. R2 EBT-X Adj. R? EBT-X’ Adj. R2
1983 — 2004 1.4744 0.2246 0.2702 0.2147 0.2867 0.2158
(2.28) (1.95) (1.55)
[0.024] [0.052] [0.123]
7=-08492 p=0.396 7=-0.6696 p=0503
EBT Adj. R2 EBT-X Adj. R2 EBT-X Adj. R2
1983 -1995 4.1746 0.1256 0.4533 0.0994 0.5300 0.1099
@.77) (2.19) (1.96)
[0.078] [0.030] [0.052]
z=-14579 p=0.145 z=-1.0875 p=0277
EBT Adj. R? EBT-X Adj. R? EBT-X’ Adj. R?
1996 — 2004 0.7037 0.5956 0.0309 0.5811 -0.1128 0.5837
(1.63) (0.18) (-058)
[0.106] [0.859] [0.564]
7=-1.0845 p=0.278 7=-0.8301 p=0.407
19
@) @
EBT-U_X U X Adj. R? EBT-U X ux Adj. R?
1983 - 2004 2.1556 1.2600 0.2230 2.8514 1.2388 0.2255
(1.89) (1.76) (1.63) (2.10)
[0.060] [0.079] [0.105] [0.036]
19831995 43912 3.9662 0.1203 49551 3.3511 0.1229
(2.07) (1.40) (1.91) (1.47)
[0.040] [0.163] [0.058] [0.145]
1996 — 2004 0.3408 0.8440 0.5936 -0.3123 0.7937 0.5976
(0.45) (1.24) (-0.26) (1.67)
[0.651] [0.218] [0.796] [0.097]
20
@) @ (©)
EBT-K K Adj. R? EBT-U K UK Adj. R? UK Adj. R?
0.9001 14.1387 0.7380 0.0605 14.1387 0.7380 14.1818 0.7405
(2.27) (2.35) (0.18) (2.35) (2.40)
[0.025] [0.021] [0.859] [0.021] [0.018]
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