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Abstract of a thesis submitted in partial fulfilment of the 

requirements for the Degree of Master of Commerce. 

 

Segment Reporting in Hong Kong Listed Firms: An Empirical Assessment of IFRS 

No.8 

By 

Yuanyuan Li 

Abstract 

IFRS 8 and its counterpart HKFRS 8 supersedes IAS 14 and HKAS 14 in 2006 to upgrade segment 

information disclosure that is increasingly becoming important financial information in investment 

decision making. This study attempts to document the quantity and usefulness of segment 

information disclosure by Hong Kong listed firms as a consequence of implementing HKFRS 8. The 

study employs the value relevance of accounting information theory as a measure of usefulness of 

segment disclosure where segmental data are analysed by the portfolio return approach and 

regression analysis. Purposive sampling method is used to obtain samples from Hong Kong listed 

firms. The study results indicate that implementation of HKIFRS 8 has not improved the quantity of 

segment information, but improved the usefulness of segment information disclosed by Hong Kong 

listed firms. This is because the “management approach” under HKIFRS 8 leads to segment disclosure 

reflecting the real financial position of firms. 

 

Keywords: Segment disclosure, IFRS No.8, quantity and usefulness of segment information, Hong 

Kong Financial Reporting Standard 8 (HKFRS NO.8), value relevance of segment information 
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Chapter 1 

Introduction 

As the complexity of business enterprises increases, firms’ consolidated financial statements are 

becoming insufficient for users to make appropriate financial decision (Benjamin, Muthaiyah, 

Marathamuthu, & Murugaiah, 2010). A large corporation normally conducts various operations 

which represent different products or markets segments, so it is becoming hard to analyse past 

performance and consequently predict future performance of the firm. The performance of the firm 

as a whole is recognized as a combination of the performance of each operating segment, which is 

significantly different in terms of returns, risks and profitability. However, consolidated financial 

statements may hide the cash flows, profitability, risks and returns of the firm’s various segments if 

any (Benjamin et al., 2010). Accounting researchers have claimed that consolidated financial 

statements have lost their usefulness to investors (Francis & Schipper, 1999). It is impossible for 

users to predict a firm’s future prospects without information concerning each segment of the firm. 

So users need supplementary segmental information to identify different operations of the firm 

(Benjamin et al., 2010). Epstein and Palepu (1999) in a survey of 140 financial analysts found segment 

information as one of the most important information for investment decision. Therefore, segmental 

reporting became fundamentally indispensable and integral to the investment analysis process 

(Association for Investment Management and Research, 1993).  

International Accounting Standards (IAS) No.14, Segment reporting, was issued by the International 

Accounting Standards Board (IASB) in 1981. It requires a firm’s segmental information to be reported 

by line of business and by geographical area (International Accounting Standard, 2003). However, IAS 

No.14 has been criticized for not providing segmental information based on an entity’s internal 

structure, which could leave managers considerable room for defining their reportable segments. 

This permits some firms to exploit IAS No.14’s flexibility in defining reportable segments to suit their 

own financial-reporting purposes (Association for Investment Management and Research, 1993). For 

example, some firms avoided providing disaggregated segment disclosures (Berger, Hann, & 

Piotroski, 2003). Therefore, the primary motivation for the change in segment reporting was to allow 

stakeholders to see the firm “through the eyes of management” (International Financial Reporting 

Standards, 2010b, p. B559). In addition, the management approach under IFRS No.8 is more cost 

effective for preparers as the segment information is already gathered for internal-reporting 

purposes (Deegan & Samkin, 2011). Furthermore, in order to harmonize accounting standards 

globally, the IASB worked with the United States Financial Accounting Standards Board (FASB) to 

reduce the differences between US Generally Accepted Accounting Principles (US GAAP) and 
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International Financial Reporting Standards (IFRSs). Consequently, IFRS No. 8 was generated from the 

IASB’s consideration of SFAS No. 131 (Bouvier, 2006; International Financial Reporting Standards, 

2010a, Deegan & Samkin, 2011). IFRS No.8 is indeed modelled on United States FASB statement 

No.131, Disclosures about Segments of an Enterprise and Related Information (hereafter SFAS 

No.131) issued by the United States Financial Accounting Standards Board (FASB) in 1997 to improve 

disclosure in respect of the diversity of multiple segment companies’ operations. SFAS No.131 

identifies segments by using a “management approach”, which requires companies to disclose 

segmental information based on a company’s internal structure (Deegan & Samkin, 2011; 

International Financial Reporting Standards, 2010a). As a result, the IASB issued International 

Financial Reporting Standard (IFRS) No.8, Operating segments, in November 2006. This new standard 

superseded IAS No.14 from 1st of January 2009. The new standard, IFRS No. 8, fundamentally 

changed the approach to identifying segments from the “industry approach” under IAS No.14 to the 

“management approach” (International Financial Reporting Standards, 2010a). The “management 

approach” required a firm to identify operating segments for external reporting purposes in the same 

manner that management views operating segments for internal decision-making purposes 

(International Financial Reporting Standards, 2010a; Deegan & Samkin, 2011). In Hong Kong, 

segment disclosure was not mandatory until the Hong Kong Society of Accountants (HKSA) issued the 

Hong Kong standard, HKAS No.14 Segment Reporting, with the same effective date and transitional 

provisions as IAS No.14 in 2004. The HKAS No.14 corresponds to IAS No.14 (Hong Kong Financial 

Reporting Standard, 2004). In order to be harmonized with international accounting standards, in 

2009 the Hong Kong Institute of Certified Public Accountants (HKICPA) adopted IFRS No.8, namely, 

Hong Kong Financial Reporting Standard No.8, Operating Segments,  with the same effective date 

and transitional provisions as IFRS No.8, which superseded HKAS No.14 (Hong Kong Financial 

Reporting Standard,2009; KPMG,2007) . 

Until now, the empirical evidence for the effectiveness of IFRS No.8 has been limited. In particular, 

there are still questions about the implementation of HKFRS No.8 in Hong Kong. In order to ascertain 

whether HKFRS No.8 improves the firms’ segment information disclosure as a consequence of firms’ 

implementing the new standard in Hong Kong’s unique political and economic environment, this 

study aims to compare the quantity and usefulness of segment disclosure by Hong Kong listed firms 

before and after the adoption of new segment reporting standard, HKFRS No.8. Specifically, this 

study analyses the segment disclosures of a total of 85 Hong Kong listed firms pre and post-HKFRS 

No.8. The quantity of segment disclosure is examined by manually collecting the number of segments 

and items for each segment disclosed by Hong Kong listed firms. This study employs the value 

relevance of accounting information theory as a measure of the usefulness of segment disclosure 

where segmental data is analysed by the portfolio return approach and regression test. The findings 

of this study show that although the adoption of HKFRS No.8 has not improved the quantity of 
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segment information disclosed by Hong Kong listed firms, the value relevance of segment 

information disclosed by those firms has improved under HKFRS No.8 implying the adoption of 

HKFRS No.8 has improved the usefulness of segment disclosure in Hong Kong listed firms. This is 

because that the “management approach” under HKIFRS 8 leads to segment disclosure clearer 

reflecting the real financial position of firms. Investors can get deeper insight into the real financial 

status of the firm so as to make appropriate investment analysis.  

1.1 Background 

Hong Kong is a special administrative region of the People’s Republic of China, under the principle of 

“one country, two systems”, where the former’s political and economic system differs significantly 

from that of mainland China (Hong Kong Government, 2012). IAS No.14 came into effect in 1981, but 

there were no clear standards or requirements for segment disclosure in Hong Kong firms before 

1986 when the Hong Kong Society of Accountants (HKSA) issued an accounting Guideline AG6 (also 

called Guidance statement 2.206) in response to the requirement of the Hong Kong stock exchange 

listing rules 1986 that listed companies disclose certain segmented information in their annual 

financial statements (Lo, 2002). This accounting guideline was not considered “mandatory” but just 

“highly recommended”. Therefore, Hong Kong listed firms disclosed their segment information 

voluntarily at that time (Lo, 2002). As the complexity of business enterprises increased and the 

popularity of diversified companies grew, the HKSA recognized segment information could provide 

financial statement users with a deeper insight into the whole operation of a firm by providing the 

whole picture of a firm’s profitability rates, growth opportunities, future prospects and investment 

risks (Lo, 2002). Therefore, in February 2000 HKSA issued the Statement of Standard Accounting 

Practice SSAP 2.126 Segment Reporting (hereafter SSAP 2.126) modelled on IAS No.14 (Lo, 2002). In 

order to harmonize Hong Kong accounting standards with International Accounting Standards, in 

2004 HKSA issued an identical Hong Kong standard, HKAS No.14 Segment Reporting, with the same 

effective date and transitional provisions as IAS No.14, which superseded SSAP 2.126 (Hong Kong 

Accounting Standard, 2004). From that time, it became mandatory for Hong Kong firms to disclose 

their segment information (Lo, 2002). Furthermore, in order to keep Hong Kong Financial Reporting 

Standards up to date with International Accounting Standards, in 2009 the Hong Kong Institute of 

Certified Public Accountants (HKICPA) adopted IFRS No.8, namely, Hong Kong Financial Reporting 

Standard (HKFRS) No.8, Operating Segments, with the same effective date and transitional provisions 

as IFRS No.8, which superseded HKAS No.14, Segment reporting (Hong Kong Financial Reporting 

Standard, 2009; KPMG, 2007). The HKFRS No.8 (IFRS No.8 and HKFRS No.8 will be used 

interchangeable in this thesis) achieves convergence with the requirements of SFAS No.131, except 

for minor differences. Particularly, the wording of HKFRS No.8 is similar to that of SFAS No.131 

http://nz.mc961.mail.yahoo.com/mc/compose?&.rand=1250868103#_ENREF_11
http://nz.mc961.mail.yahoo.com/mc/compose?&.rand=1250868103#_ENREF_11
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except for changes necessary to make the terminology consistent with that in other HKFRSs (Hong 

Kong Financial Reporting Standard, 2009). 

Although Hong Kong’s population is mainly Chinese, it is heavily influenced by Western culture, 

because of its status as a British colony from the First Opium War until 1997 (Hong Kong 

Government, 2012). Hong Kong developed rapidly into an export-driven manufacturing centre and 

then in the years following the Second World War started to transform into a service-based economy 

in the 1980s which saw it develop into a leading centre for professional services, financial, 

management, business consultation and IT. It is known as one of the Four Asian Tigers as a result of 

its fast development from the 1960s to the 1990s. It still maintains a highly developed capitalist 

economy characterised by free trade, low taxation and popular currency, the Hong Kong dollar, 

which in 2010 was the world’s eighth most traded currency (Hong Kong Government, 2012). The 

Index of Economic Freedom ranked the capitalist economy of Hong Kong as the freest in the world 

for 15 consecutive years which has led to Hong Kong becoming one of the world’s leading 

international finance and trade centres with the greatest concentration of corporate headquarters in 

the Asia-Pacific region. Hong Kong’s economy is currently dominated by the service sector which 

constitutes over 90% of its GDP, while industry accounts for 9%. The Hong Kong Stock Exchange is 

the sixth largest in the world, with a market capitalisation of HK$16.985 trillion and 1477 listed 

companies as at 30 November 2011 (Hong Kong Government, 2012). Thus, Hong Kong has a unique 

cultural, political, economic system and business environment which differ significantly from those of 

mainland China and other advanced economies like the United States, United Kingdom and Europe. 

This may result different segment disclosure practices between Hong Kong and other countries. 

Therefore, unlike other previous research which were mostly based on United States evidence, the 

purpose of this research is to investigate whether IFRS No.8 also suits Hong Kong’s unique cultural, 

political, economic system and business environment. This will give some insights to the global 

accounting standard harmonization.  

1.2 Importance and contribution of the study 

This study contributes to the accounting literature in three ways: first, previous researchers have not 

investigated whether firms’ disclosure of all the segment profits, segment assets and segment 

liabilities under the new segment reporting standard, IFRS No.8 is enhanced than under the previous 

standard, IAS No.14. This study therefore takes all the segment profits, segment assets and segment 

liabilities into consideration to extract the results. Compared with previous relevant studies, this 

study investigates the wider aspects of segment information, whereby it contributes to the literature 

by providing a deeper insight into whether segment disclosure actually improved under the new 

segment reporting standard, IFRS No.8. Second, this study also investigates the value relevance of 

financial information from an investment perspective by examining firms’ stock prices and returns 

http://nz.mc961.mail.yahoo.com/mc/compose?&.rand=1250868103#_ENREF_5
http://nz.mc961.mail.yahoo.com/mc/compose?&.rand=1250868103#_ENREF_5
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which are of benefit to accounting standard-setters seeking to revise accounting standards according 

to the needs of the wider firms’ investors. Third, it helps investors to formulate hedging portfolios 

based on a more detailed financial status of firms generating abnormal profits. 

1.3 Thesis outline 

The rest of this thesis is organized as follows: Chapter two presents an overview of the relevant 

literature; Chapter three addresses the research questions and hypothesises; Chapter four describes 

the research methodology; Chapter five discusses the research results; and Chapter six summarises 

the major findings followed by the limitations of this research and recommendations for the future 

further study. 
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Chapter 2 Literature Review 

This chapter provides an overview of the relevant literature. The previous literature regarding the 

quantity of segment disclosure is reviewed in section 2.1. While Section 2.2 reviews the relevant 

literature on the usefulness of segment disclosure. Section 2.3 criticizes the limitation and gaps of 

previous relevant literature. 

2.1 Quantity of segment disclosure 

Segment disclosure has been a popular accounting research topic since the 1970s (Lo, 2002). 

However, empirical evidence regarding IFRS No.8 is not intensive, since the new segment standard 

came into effect only in 2009 (see  Bugeja, Czernkowski, & Moran, 2012; Crawford, Extance, Helliar, 

& Power, 2012; Lucchese & Di Carlo, 2012; Mardini, Crawford, & Power, 2012; Rahahleh, 2010; 

Valenza & Heem, 2010). Mardini et al. (2012) used index checklists to assess the segmental 

information provided by 109 Jordanian companies under IFRS No.8. They found that compared with 

segment disclosure under IAS No.14, Jordanian firms disclosed more segmental information and the 

number of segments and new segmental information disclosed increased under IFRS No.8 (Mardini 

et al., 2012). Rahahleh (2010) also investigated the level of implementation of IFRS No.8 for 

Jordanian firms and found about 73% of Jordanian companies disclosed their operating segments in 

accordance with IFRS No.8, which indicates the degree of implementation of IFRS No.8 is high in 

Jordan, whereas, Valenza and Heem (2010) analysed the half-yearly segment reports of 36 large 

French companies under IFRS No.8. They claimed that under IFRS No.8, the number of segments and 

segment indicators had not increased (Valenza & Heem, 2010). Crawford et al. (2012) who analysed 

segment reports for 150 UK companies and interviewed several financial statement users found that 

the mean number of segments disclosed actually increased, but the items per segment disclosed by 

the sample firms fell after the adoption of IFRS No.8. Further, most of those interviewed in the study 

of Crawford et al. (2012) suggested that segmental information was useful for investors’ decision 

making (Crawford et al., 2012). Lucchese and Di Carlo (2012) examined the segment disclosure of 64 

Italian listed companies for 2008, 2009 and 2010 to verify the impact of IFRS No.8. They found that 

Italian listed companies did not significantly modify the way they provided their segment information 

(Lucchese & Di Carlo, 2012). In another study, Bugeja et al. (2012) who investigated the impact on 

segment reporting for Australian listed firms moving from IAS No.14 to IFRS No.8 on segment 

reporting indicated that the adoption of IFRS No.8 resulted in an increase in the number of segments 

disclosed by those Australian listed firms. 

IFRS No.8 corresponds to the SFAS No. 131 requirements except for minor differences since it was 

generated based on SFAS No.131 (International Financial Reporting Standards, 2010a). There were 

extensive researches on SFAS No.131 (Berger et al., 2003; Ettredge, Soo Young, Smith, & Stone, 2006; 

http://nz.mc961.mail.yahoo.com/mc/compose?&.rand=1250868103#_ENREF_11
http://nz.mc961.mail.yahoo.com/mc/compose?&.rand=1250868103#_ENREF_1
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Ettredge, Soo Young, Smith, & Zarowin, 2005; Herrmann & Thomas, 2000; Lee, 2010; Sanders, 

Sherman, & Clark, 1999; Street, Nichols, & Gray, 2000). Sanders et al. (1999) found that US firms 

disclosed more segments under SFAS No.131. Similarly, Street et al. (2000) investigated the impact of 

SFAS No.131 by examining the segment disclosures of U.S. Global 1000 firms in 1997 and 1998. They 

indicated that U.S. firms not only reported more segments and more items of information related to 

each segment but also that the consistency of segment information with firms’ management 

discussion was improved under SFAS No.131 (Street et al., 2000). Similarly, Herrmann and Thomas 

(2000) investigated segment information disclosed by 100 of the largest U.S. companies in the 1998 

Fortune 500 listing under SFAS No.131.They found that SFAS No.131 had a significant effect on 

segment information disclosure, since the number of segments disclosed by the U.S. firms and items 

disclosed for each segment increased (Herrmann & Thomas, 2000). Furthermore, Berger et al. (2003) 

compared the segment information reported under the two reporting regimes (SFAS No.131 and 

SFAS No.14) for 2,999 U.S. companies. They pointed out that firms reported more segments and 

more disaggregated information under SFAS No.131 compared with SFAS No.14 (Berger et al., 2003). 

Overall, empirical evidence of the earlier research mentioned above demonstrated that there was an 

improvement in the quantity of segment disclosure under the “management approach” of SFAS 

No.131 in United State (Berger et al., 2003; Herrmann & Thomas, 2000; Sanders et al., 1999; Street et 

al., 2000). Although IFRS No.8 is quite similar to SFAS No.131 except for minor changes, the results of 

some research for segment disclosure under IFRS No.8 is somewhat different (see Valenza & Heem, 

2010; Lucchese & Di Carlo, 2012). Notably, Valenza and Heem (2010) and Lucchese and Di Carlo 

(2012) found that there was no change in segment disclosure after the adoption of IFRS No.8. The 

culture, social economy and business environment of Hong Kong differs significantly from United 

State, so the implementation and effects of IFRS No.8 in Hong Kong may be also differing from 

United State.  

2.2  Usefulness of segment disclosure 

Some studies focused on the usefulness of segment disclosure under SFAS No.131 (see Lee, 2010; 

Berger et al., 2003; Ettredge et al., 2005; Ettredge et al., 2006). Berger et al. (2003) investigated the 

usefulness of segment disclosure by testing the forecast ability of segment information for future 

earnings or incomes. They found that analyst forecast accuracy improved post-SFAS No.131 because 

SFAS No.131 provided the stock exchange with more information (Berger et al., 2003). Based on the 

findings of Berger et al. (2003), Ettredge et al. (2005) examined whether firms’ implementation of the 

segment disclosure requirements under SFAS No.131 increased the stock market’s ability to predict 

firms’ future earnings. They used the forward earnings response coefficient (FERC) as proxy for the 

stock market’s ability to forecast firms’ future earnings to investigate the association between 

current-year and next-year firms’ earnings by regressing current returns against future earnings for 

http://nz.mc961.mail.yahoo.com/mc/compose?&.rand=1250868103#_ENREF_1
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sample firms for the pre and post SFAS No.131 periods. Their results showed that the FERC increased 

after the adoption of SFAS No.131, which means the stock price information for the sample firms 

increased under SFAS No.131, compared with SFAS No.14. This means an increase in the stock 

market’s ability to predict firms’ future earnings under SFAS No.131 (Ettredge et al., 2005). 

Moreover, Lee (2010) ascertained the usefulness of segment information by investigating the value 

relevance of segment disclosure under SFAS No.131 with particular reference to the impact of the 

change in the segment standards from SFAS No.14 to SFAS No.131 on the value relevance of segment 

disclosures. Lee demonstrated that compared with SFAS No.14, the value relevance of segment 

income improved under SFAS No.131 (Lee, 2010). Furthermore, Ettredge et al. (2006) investigated 

whether SFAS No.131 improved disclosure about the diversity of multiple segment firms’ operations 

by using the cross-segment variability metric. They indicated that transparency of segment 

profitability disclosures increased under SFAS No.131 in US (Ettredge et al., 2006).  

Overall, most previous researchers have demonstrated that the usefulness of segment disclosure 

under the “management approach” of SFAS No.131 has improved (see Lee, 2010; Berger et al., 2003; 

Ettredge et al., 2005; Ettredge et al., 2006). However, there is no research conducted on the 

usefulness of segment disclosure under IFRS No.8 or HKFRS No.8. 

2.3 Limitation and gap in the literature 

Previous research has several limitations. For example, Mardini et al. (2012) did not consider factors 

which might have contributed to the changes in segment disclosure such as firms’ restructure. 

Rahahleh (2010) only ascertained the implementation rate of IFRS No.8, but the author did not 

compare IFRS No.8 with the preceding segment standard, so whether IFRS No.8 improved segment 

disclosure in Jordan is still questionable. The sample size (only 36 companies) of Valenza and Heem 

(2010) was relatively small and they only used half-year financial statements whose degree of detail 

was not as good as whole end of the year comprehensive financial statements to examine the 

segment disclosure under IFRS No.8, so their results may not reflect the real situation of the 

implementation of IFRS No.8. Sanders et al. (1999) considered segment disclosure based only on 

products and services, but ignored segment information based on other factors such as geographic 

area and major customers so their empirical results were not comprehensive. Street et al. (2000) and 

Ettredge et al. (2006) focused only on the largest companies in the U.S. They did not explore the 

impact of SFAS No.131 on the smaller companies. Crawford et al. (2012) and Herrmann and Thomas 

(2000) investigated only the quantity of segment disclosure under SFAS No.131, but did not examine 

other factors of segment disclosure such as usefulness of segment information or quality of segment 

disclosure by U.S. companies. The main limitation of Berger et al. (2003) was that they did not 

provide explanations for inconsistent empirical results between their research methods so their 

empirical results are not clear. Additionally, in Lee’s (2010) study, the validity of empirical designs 

http://nz.mc961.mail.yahoo.com/mc/compose?&.rand=1250868103#_ENREF_10
http://nz.mc961.mail.yahoo.com/mc/compose?&.rand=1250868103#_ENREF_1
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and test results depended heavily on the nature of the summary measures. The summary measure 

used in Lee (2010) for investigating value relevance of segment disclosure under SFAS No.131 was 

gross segment income; however the gross segment income is not an appropriate financial 

measurement for a firm’s performance. Also, Lee (2010) compared only two years of restated 

segment data in relation to SFAS No.131 and SFAS No.14 (or its equivalent IAS No.14), which may not 

reflect the real situation of segment disclosure under SFAS No.131. The sample period for 

investigation in the study of Lucchese and Di Carlo (2012) was too short since they compared 

segment disclosure only one year before with two years after the adoption of IFRS No.8 so their 

results may not reflect the real situation regarding the implementation of IFRS No.8. The weakness of 

another study by Bugeja et al. (2012) was that they only examined the number of segment 

disclosures under IFRS No.8, but ignored other aspects of segment disclosure such as items disclosed 

for each segment and the entity-wide disclosure under the new segment standard. 

Overall, although there have been some studies on segment disclosure in the financial literature, 

there are still some gaps of in the literature. Notably, there is still limited empirical evidence of the 

segment disclosure under IFRS No.8. Also, most previous relevant studies were based on United 

State evidence. The Hong Kong evidence on the segment disclosure after the adoption of IFRS No.8 is 

minimal. Further, the studies on segment disclosure for IFRS No.8 have focused mostly on the 

quantity of segment disclosure, but there has been little research on the usefulness of segment 

disclosure under IFRS No.8.  

 

 

 

 



 14 

Chapter 3 

Research Questions and Hypothesises 

3.1 Research Questions 

The purpose of the IASB creating the international financial reporting standards (IFRS) is to 

harmonise accounting amongst all countries across the globe. The objective of harmonisation is to 

ensure that financial reporting around the globe is prepared using the same accounting standards so 

that there is comparability of accounts prepared in different countries. However, harmonisation is 

difficult because the social, political, and economic environments of the world’s countries are 

significantly different (Emenyonu & Gray, 1996). Therefore, this study aims to investigate whether 

the international accounting standard, IFRS No.8, can also suit Hong Kong unique cultural, political 

and economic environment. Furthermore, Hong Kong stock market has played an important role as 

an international capital market for global companies to raise funds (Chen, 2005). Thus, in order to 

make appropriate stock investment, more and more investors are concern about the usefulness of 

accounting information disclosed by Hong Kong listed firms (Chen, 2005). Additionally, Hong Kong 

has lots of large companies which conduct various operations representing different products or 

services segments. This makes the segment disclosure becoming quite essential and important for 

Hong Kong listed firms. So, it is believed that there is a necessity to examine whether the segment 

information disclosed by the Hong Kong listed companies really helpful for users to make investment 

analysis after the adoption of new segment standard, HKFRS No.8. Therefore, this study attempts to 

answer the following two research questions about quantity and quality of segment information: 

1. Whether the adoption of HKFRS No.8 improves the quantity of segment information disclosed by 

Hong Kong listed firms? 

2. Whether the adoption of HKFRS No. 8 improves the usefulness of segment information disclosed 

by Hong Kong listed firms? 

3.2 Hypotheses development 

As the research questions are divided into two areas of quantity and usefulness of segment 

disclosure. The research hypotheses of the study address these two research questions. The 

hypotheses related to the quantity of segment disclosure are presented first followed by 

hypothesises related to the usefulness of such disclosures.  



 15 

3.2.1 Measuring quantity of segment disclosure hypothesis 

IASB states that  primary benefits of the adoption of IFRS No.8 include that firms will report a greater 

number of segments and more items of information about each segment (International Financial 

Reporting Standards, 2010a). Following the US adoption of SFAS No. 131, which corresponds to IFRS 

No.8, most researchers found that compared with SFAS No.14 (or its equivalent IAS No.14), U.S. firms 

disclosed more segments under the new regime (Berger et al., 2003; Herrmann & Thomas, 2000; 

Sanders et al., 1999; Street et al., 2000) and more items of information about each segment 

(Herrmann & Thomas, 2000; Street et al., 2000). However, the empirical findings regarding IFRS No.8 

were different. Some previous studies also found that firms reported a greater number of segments 

after the adoption of IFRS No.8 (Bugeja et al., 2012; Crawford et al., 2012; Mardini et al., 2012). 

However, the results were different in France (Valenza & Heem, 2010) and Italy (Lucchese & Di Carlo, 

2012) where IFRS No.8 was found not to have resulted in considerable changes in the number of 

segments and the items for each segment disclosed by sample firms. Hong Kong differs significantly 

from other countries in term of its culture, politic, economic system and business environment so 

given its unique character the effect of IFRS No. 8 might be different there. This study investigates 

whether the quantity of segments disclosed by Hong Kong listed firms increased after the adoption 

of HKFRS No.8. The following relationships are hypothesized: 

H1: There is no statistical difference in the mean of segments disclosed by Hong Kong listed firms 

after the adoption of HKFRS No.8. 

H2: There is no statistical difference in the mean of items disclosed for each segment by Hong Kong 

listed firms after the adoption of HKFRS No.8. 

3.2.2 Measuring usefulness of segment disclosure Hypothesis 

In order to make proper stock investment, stock investors need to investigate the fundamental value 

of firms so as to evaluate the stock prices of firms. Thus, one of the main objectives of accounting 

reporting is to provide relevant and useful financial information to investors for estimating a firm’s 

value (Liu & Liu, 2007). Value relevance research empirically investigates the usefulness of 

accounting information to stock investors (Chalmers, Clinch, & Godfrey, 2011; Hung, 2000; Lee, 

2010). Following Lee (2010), this study employs the value relevance theory of accounting information 

as a measure of the usefulness of segment disclosure. In particular, this study investigates whether 

there has been an improvement in the usefulness of segment information disclosed by Hong Kong 

listed firms by comparing the value relevance of segment disclosure under HKAS No.14 (or its 

counterpart IAS No.14) and HKFRS No.8 (or its counterpart IFRS No.8). According to Francis and 

Schipper (1999) and Lee (2010), financial statement information is perceived as value relevant when 

the following four situations occur: 
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1. It results in stock prices capturing intrinsic share values towards which stock prices drift (Francis 

& Schipper, 1999; Lee, 2010); 

2. It has the variables inputted in a valuation model or those variables can be predicted by using 

financial statement information (Francis & Schipper,  1999; Lee, 2010); 

3. It can be perceived as news which changes the total mix of marketplace information. This 

implies stock prices of firms will be changed by value-relevant news because it leads investors to 

revise their expectations (Francis & Schipper, 1999; Lee, 2010); and 

4. It can capture or summarize information which affects share values (Francis & Schipper, 1999; 

Lee, 2010). 

The fourth interpretation of value relevance defines value relevance as the capability of an 

accounting measure to summarize or capture information which influences the value of a firm (Hung, 

2000). It is operationalized as a statistical association between firm market returns and accounting 

information, regardless of source, which influences share values. Many researchers evaluating value 

relevance have conducted statistical association studies related to the fourth interpretation of the 

value relevance construct mentioned above (Alford, Jones, Leftwich, & Zmijewski, 1993; Francis & 

Schipper, 1999; Hung, 2000; Khanagha, Mohamad, Hassan, & Sori, 2011; Lee, 2010; Thinggaard & 

Damkier, 2008). Brown and Sivakumar (2003) advocate the benefits of such study where the use of 

firm stock price information does not require an event window. Therefore, following previous 

research on the strength of these association studies, this study will also use the value relevance 

interpretation four statistical association studies to measure the value relevance of segment 

information disclosed by Hong Kong listed firms under two different segment reporting regimes. 

Alford et al. (1993) and Francis and Schipper (1999) found that the change in value relevance of 

accounting earnings leads to a change in returns to a trading strategy based on foresight1 of the 

changes in accounting earnings. Following this principle, Lee (2010) investigated the value relevance 

of segment-disclosure by using the total reportable segment income as an accounting summary 

measure of segment information to predict firm’s actual future performance. Lee demonstrated that 

the value relevance of segment income increased under SFAS No. 131, which led to an increase in 

market adjusted returns to the hedge portfolios based on foresight2 of the changes in segment 

income disclosed by US firms after SFAS No.131’s implementation. However, Lee (2010) considered 

only the gross segment incomes but not segment expenses. Unlike Lee (2010), this study uses the net 

segment profits as an accounting summary measure of segment information to predict firm’s actual 

future performance, since segment profits consider both gross segment incomes and expenses so 

that it is more relevant to a firm’s performance. Therefore, the value relevance of segment disclosure 
                                                           
1“Foresight” means investors know the changes in the future accounting earnings  in advance 

2  “foresight of the changes in segment income” means investors know the changes in the future segment income in advance 
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by Hong Kong listed firms is hypothesised to improve resulting in higher firms’ market-adjusted 

returns to the hedge portfolios based on foresight3 of changes in the total reportable segment profits 

after the adoption of HKFRS No.8. Thus the following relationship is hypothesised:  

H3: The market-adjusted returns disclosed by Hong Kong listed firms for the post-HKFRS No.8 periods 

are higher than those for the pre-HKFRS No.8 periods. 

Alford et al. (1993), Lang, Ready and Yetman (2003) and Barth, Landsman and Lang (2008) arrived at 

a similar conclusion that there was an association between firms’ stock price and their annual 

accounting earnings by conducting an association test. The authors demonstrated that higher the 

relevance and usefulness of accounting figures, the higher the correlation between stock prices and 

accounting earnings (Alford et al., 1993; Lang et al., 2003; Barth et al., 2008). Based on previous 

regression models, Lee (2010) also conducted correlation tests to measure the relationship between 

stock price and the total segment income per share. They demonstrated that the multiple on the 

total reportable segment income per share disclosed by US firms after the implementation of SFAS 

No.131 was higher than before its implementation, which indicates the value relevance of segment 

disclosure improved under the new segment reporting standard (Lee, 2010). In order to examine the 

FASB’s argument that the “management approach” under new segment standard would provide 

more value-relevant segment information than IAS No.14, unlike Lee (2010), this study intends to 

conduct the same correlation tests to measure the relationship between firms’ stock prices and 

segment profits instead of segment income, because segment profits are the major determinant of a 

firm’s share price. It is hypothesised that a positive relationship exists between the total reportable 

segment profits per share disclosed by Hong Kong listed firms and their stock price after the adoption 

of HKFRS No.8, demonstrating that the adoption of HKFRS No.8 has improved the value relevance of 

segment disclosure in contrast to HKAS No.14. The following relationship is hypothesised. 

H4: The total reportable segment profit per share disclosed by Hong Kong listed firms positively 

influenced their stock prices after the adoption of HKFRS No.8. 

Francis and Schipper (1999) measured the value relevance of accounting information using a 

regression model to investigate the ability of book values of assets and liabilities per share to explain 

the firm’s stock price. They found that there was a positive relationship between the book value of 

assets per share and the firm’s stock price indicating the value relevance of accounting reporting 

increased (Francis & Schipper, 1999). They also indicated that the relationship between book value of 

liabilities per share and the firm’s stock price was negative indicating the value relevance of 

accounting reporting decreased. Furthermore, Francis and Schipper also point out that the ability of 

book values of assets per share and liabilities per share to explain firms’ stock price increased when 

the value relevance of financial statement information increased and the ability of book values of 

                                                           
3 “foresight of changes in the total reportable  profit” means investors know the changes in the future total reportable segment profit in advance 
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assets per share and liabilities per share to explain firms’ stock price declined when the value 

relevance of financial statement information declined (Francis & Schipper, 1999). Compared with 

HKAS No.14, the disclosure requirement for segmental assets and liabilities under HKFRS No.8 has 

changed (Hong Kong Financial Reporting Standards, 2009). Following Francis and Schipper (1999), 

this study uses the regression model to investigate whether the changed disclosure requirements 

regarding segmental assets and liabilities has improved the value relevance of segment information 

disclosed by Hong Kong listed firms under the new segment standard. It hypothesises an increase in 

the ability of book values of segmental assets per share or liabilities per share disclosed by Hong 

Kong listed firms to explain stock prices for those firms after the adoption of HKFRS No.8. The 

following relationships are hypothesised: 

H5: The segmental assets per share disclosed by Hong Kong listed firms have positive influence on the 

firms’ stock price after the adoption of HKFRS No.8. 

H6: The segmental liabilities per share disclosed by Hong Kong listed firms have positive influence on 

the stock price of Hong Kong firms after the adoption of HKFRS No.8. 
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Chapter 4 

Research Methodology 

As the research hypotheses are divided into two areas of value relevance and quantity of segment 

disclosure, this section presents the measurement of each of the hypotheses in two separate 

sections followed by the sample selection process: 

4.1  Measure value relevance of segment reporting 

Previous researchers investigated the usefulness of accounting information by testing the value 

relevance of segment disclosure. They used portfolio-returns and regression approach (see Alford et 

al., 1993; Francis & Schipper, 1999; Lee, 2010). Similarly, this study uses both the portfolio and 

regression approaches to examine the statistical relationships between segment information and 

firms’ market returns for Hong Kong listed firms. 

4.1.1 Portfolio-Returns test 

According to Alford et al. (1993), Francis and Schipper (1999) and Hung (2000), the portfolio-returns 

method defines the value relevance of accounting measures as the proportion of information in 

stock returns captured by the accounting measures. Furthermore, Thinggaarda and Damkierb (2008) 

defined “value relevance as the difference between the return on the long4 and short position5, 

which is the market-adjusted return that can be earned on the long position and the market-adjusted 

return that can be lost on the short position” (cited in Khanagha et al., 2011, p. 99). Moreover, the 

hedge portfolio-returns approach “measures value relevance as the total return that could be earned 

from a portfolio based on perfect foresight6 of earnings. Value relevance is scaled by the total return 

earned on a portfolio based on advance knowledge7 of market prices.” (Hung, 2000, p. 41). 

Previous researchers investigated the value relevance of accounting information using the portfolio-

returns method to examine firms’ market-adjusted returns that could be earned from foresight of 

change in accounting earnings (see Alford et al., 1993; Francis & Schipper, 1999; Hung, 2000; 

Thinggaard & Damkier, 2008; Lee, 2010; Khanagha et al., 2011). For example, in order to examine the 

relative informativeness of accounting disclosures in different countries from 1983 to 1990, Alford et 

al. (1993) formed earnings-based hedge portfolios and took long positions in stocks with the highest 

40% of income changes and short positions in stocks with the lowest 40% of income changes. 

Following this, they computed market-adjusted stock returns for sample firms included in each 

                                                           
4“The long position” means an investor purchases a stock when the investor expects that the stock price will rise in the future.

  
5 “The short position” means investor sells a stock when the investor expects that the stock price will drop in the future. This is opposite of a long position. 
6
 
 “Foresight of earnings” means investors know the future earning in advance

 
7 “Advance knowledge of market prices” means investors know the future market prices in advance 

http://www.investorglossary.com/investor.htm
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earnings-based hedge portfolio for the 15 months. Another return-based hedge portfolio was formed 

to take long positions in the highest 40% of the stocks and short positions in the lowest 40% of the 

stocks. In the end, the ratio of earning-based hedge portfolio return to the return-based hedge 

portfolio return was calculated. That is the mean market-adjusted return for the earning-based 

hedge portfolio divided by the return for the return-based hedge portfolio. This ratio indicates the 

measurement of the proportion of all information incorporate in stock prices that is captured by 

accounting earnings (Alford et al., 1993). Similarly, in order to test the changes in value relevance of 

accounting information over time from 1952 to 1994, Francis and Schipper (1999) formed 

accounting-based hedge portfolios long position in stocks with positive changes in earnings before 

extraordinary items and short position in stocks with negative changes in earnings before 

extraordinary items. Following this, the 15-month market-adjusted stock returns were calculated for 

sample firms included in each hedge portfolio. The authors then formed returns-based portfolios 

which were long in the stocks with positive 15-month market-adjusted returns and short in stocks 

with negative 15-month market-adjusted returns (Francis & Schipper, 1999). Lastly, the market-

adjusted returns of stocks in accounting-based hedge portfolios were scaled by the market-adjusted 

returns of stocks in returns-based portfolios. This scaled measurement describes the proportions of 

all information in stock returns captured by the accounting-based measures (Francis & Schipper, 

1999). In order to investigate the relationship between accrual accounting and the value relevance of 

accounting measures in countries with different levels of shareholder protection, Hung (2000) 

calculated 15-months market-adjusted returns to accounting-based hedge portfolios based on the 

change in net income and ROE. The accounting-based hedge portfolios were then scaled by the total 

return earned on a portfolio based on the change in market prices (Hung, 2000). Following previous 

studies, Lee (2010) calculated the market-adjusted returns in accounting-based hedge portfolios 

based on the change in segment income, which took long positions in stocks with positive (negative) 

change in segment income. Lee then ranked sample firms by the firms’ market-adjusted returns. 

Following this, Lee computed return-based hedge portfolio returns that took long positions in stocks 

with positive stock returns and short positions in stocks with negative stock returns. The ratio of 

accounting-based hedge portfolio returns to return-based hedge portfolio returns was calculated to 

measure the proportion of all information incorporated in stock prices which were captured by the 

total reportable segment income (Lee, 2010). Similarly, studies by Thinggaard and Damkier (2008) 

and Khanagha et al. (2011) computed market-adjusted returns on the hedge portfolio formed on the 

basis of accounting information to investigate the value relevance of their national accounting 

standards. The authors arrived at a consensus that an increase in the value relevance of accounting 

information led to an increase in market-adjusted returns to the hedge portfolios based on the 

changes in accounting earnings (Khanagha et al., 2011; Thinggaard & Damkier, 2008). Therefore, 

following Alford et al. (1993), Francis and Schippe (1999), Hung (2000), Thinggaard and Damkier 
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(2008), Lee (2010), and Khanagha et al. (2011), this study investigates the value relevance of segment 

disclosure for Hong Kong listed firms by using the hedge portfolio approach to calculate the 

proportion of all information in stock returns which is captured by reportable segment profits 

disclosed by Hong Kong listed firms. This approach is particularly appropriate for examining the third 

hypothesis. 

Following previous researchers discussed above, this study particularly uses the following procedures 

to conduct the portfolio-returns approach:  

First, this study determines the reportable segments of each sample Hong Kong firm to be able to 

calculate the total reportable segment profit (SR_It) disclosed by each firm at the end of each fiscal 

year (Lee, 2010). 

Second, all the sample firms are ranked based on the changes in their total reportable segment 

profits (∆SR_It) at the end of each fiscal year (Lee, 2010). 

Third, the mean of 15-month’s market-adjusted returns is calculated by forming three hedge 

portfolios as follows: 

(1) SIGN_∆SR_It portfolio (accounting-based hedge portfolio) refers to the hedge portfolio formed on 

the sign of changes in the total reportable segment profit per share in year t deflated by the 

beginning-of-year firm stock price, specifically ∆SR_It = (SR_It-SR_It-1)/Pt-1. Then the long position in 

stocks is taken with positive ∆SR_It
8

 and short position in stocks with negative ∆SR_It
9 (Francis & 

Schipper, 1999; Lee, 2010; Thinggaard & Damkier, 2008; Khanagha et al., 2011). This hedge portfolio 

used by Ball and Brown (1968) and Lee (2010), takes into account only the sign rather than the 

magnitude of changes in the total reportable segment profits from financial statements (Lee, 2010). 

(2) MAG_∆SR_It portfolio (accounting-based hedge portfolio) refers to the hedge portfolio formed on 

the magnitude of changes in the total reportable segment profit per share in year t deflated by the 

beginning-of-year firm stock price, ∆SR_It = (SR_It-SR_It-1)/Pt-1. Specifically, the firms in the sample are 

ranked by ∆SR_It, before taking long positions in stocks with the highest 40% of ∆SR_It and short 

positions in stocks with the lowest 40% of ∆SR_It   (Alford et al., 1993; Francis & Schipper, 1999; Lee, 

2010; Hung, 2000; Thinggaard & Damkier, 2008; Khanagha et al., 2011). This second hedge portfolio 

used by Alford et al. (1993), Francis and Schipper (1999), Lee (2010), Hung (2000), Thinggaard and 

Damkier (2008) and Khanagha et al. (2011), considers both the magnitude and the sign of changes in 

the total reportable segment profits from financial statements (Lee, 2010). 

                                                           
8 “Positive ∆SR_It” means a firm’s the total reportable segment profits per share deflated by the beginning –of-year firm stock price increased at the end of each fiscal year 

compared with previous year. 

9 “Negative ∆SR_It” means a firm’s the total reportable segment profits per share deflated by the beginning –of-year firm stock price decreased at the end of each fiscal 

year compared with previous year.
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(3) Return-based hedge portfolio refers to the hedge portfolio formed on the basis of the market 

adjusted returns. Like Hung (2000), Francis and Schipper (1999) and Lee (2010), this return-based 

hedge portfolio is computed by assuming perfect foreknowledge10 of future stock returns. 

Specifically, firms included in the accounting hedge portfolios are ranked by their market-adjusted 

returns and then long positions are taken only in the stocks with positive 15-months market-adjusted 

returns and short positions in stocks with negative 15-months market-adjusted returns (Francis & 

Schipper, 1999; Khanagha et al., 2011). 

Following previous studies, this study uses market-adjusted return formula (equation one), which is 

used widely by previous researchers, to calculate market-adjusted return of each hedge portfolio 

mentioned above (Alford et al., 1993; Francis & Schipper, 1999; Khanagha et al., 2011; Lee, 2010; 

Thinggaard & Damkier, 2008).The market-adjusted return for a firm-return period is the compound 

with-dividend return for the firm for that period less the comparable return on the equally weighted 

portfolio (Alford et al., 1993; Francis & Schipper, 1999; Lee, 2010). For comparison with Lee (2010), 

market adjusted return (Rit) is computed over the 15 months beginning in the first month of the 

firm’s fiscal year and ending three months after the fiscal year-end. Specifically, the following 

equation (1) is used to calculate the market-adjusted return: 

Rit = (Pit-Pit-1+Dit)/ Pit-1-Rwt                                                                                                      (1) 

Where: 

 Rit = the market-adjusted return for sample firm i at year t.  

Pit = the share price of company i in period t.  

Pit-1 = the share price of company i in the period preceding period t.  

Dit = the dividend of company i for the period t.  

Rwt = the return on the equally weighted market portfolio for the period t. This study uses Hang Seng 

index return as the proxy of the return on the equally weighted market portfolio11. 

 

The market-adjusted return is particularly computed for both the long and short position as an 

average of returns for all sample firms included in the long /short positions, which is expressed in 

equations (2) and (3) respectively: 

                                                           
10 “Foreknowledge of future stock price” means investors know future stock return in advance. 

11 Following Khanagha, et al. (2011) where used share index return as the proxy of the return on the equally weighted market portfolio, this study uses Hang 

Seng index return since all the sample firms of this study are Hong Kong listed firms. 
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Where: 

L

tR
 = the market-adjusted return for the long position at year t.  

S

tR
 = the market-adjusted return for the short position at year t.  

Rit = the market-adjusted return for a sample firm i at year t.  

LtN  = the number of companies in the long position at year t. 

stN  = the number of companies in the short position at year t. 

 

The hedge portfolio return is defined as the difference between the return on the short and long 

positions, which is the market-adjusted return that can be lost on the short position and earned on 

the long position. This is expressed in equation (4) as follows: 

H

tR
= 

L

tR
 - 

S

tR
                                                                                     (4) 

Where: 

 
H

tR
= the market adjusted-return for hedge portfolios. 

 

Finally, in order to control over-time differences in the variation in the market-adjusted returns, the 

accounting-based hedge portfolio returns are expressed as a percentage of the return-based hedge 

portfolio returns for each year. Specifically, the accounting-based hedge portfolio returns in year t 

are scaled by the return-based hedge portfolio returns. This measurement of accounting-based 

hedge portfolios scaled by the return-based hedge portfolios for each year describes the proportion 

of information incorporate in stock returns that is captured by the reportable segment profit for a 

given period (Francis & Schipper, 1999; Khanagha et al., 2011). 

4.1.2 Regression model 

In order to measure the value relevance of accounting information, some researchers have used a 

regression model to examine the relationship between firms’ accounting information and their 

market value (see Alford et al., 1993; Lang et al., 2003; Barth et al., 2005; Lee, 2010). The regression 

model shows a firm’s value can be expressed as a function of its book value and earnings. 
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Furthermore, in order to investigate the value relevance of segment information disclosed by US 

firms under SFAS No. 131, Lee (2010) using a regression model to measure the relationship between 

the firms’ stock price and their reportable and non-reportable segment income per share. Lee (2010) 

found a positive relationship between the total reportable segment income per share disclosed by US 

firms and their stock price after the adoption of IFRS No.8. Following Lee (2010), this study uses a 

regression model to measure the value relevance of segment disclosure when investigating the 

relationship between the stock prices of Hong Kong listed firms and their total reportable and non-

reportable segment profits per share pre and post HKFRS No. 8 periods. This study classifies 

segments as reportable as opposed to non-reportable because under segment standards, firms can 

classify their segments as reportable or non-reportable (Lee, 2010). Specifically, the regression model 

aims to test the fourth hypothesis of this study that the total reportable segments profit per share 

disclosed by Hong Kong listed firms positively influences their stock prices after the adoption of 

HKFRS No.8. The regression model is expressed as follows: 

MVi= α0+α1BVi+α2RS_Pi+α3NRS_Pi + εi                                                                                                                    (5) 

Where: 

MVi= the Market Value of Hong Kong listed firm i’s equity three months after fiscal year end.  . 

BVi= the Book value of Hong Kong listed firm i’s equity at the fiscal year end. 

RS_Pi= the total reportable segment profit for Hong Kong listed firm i at the fiscal year end. 

NRS_Pi= the total non-reportable segment profit for Hong Kong listed firm i at the fiscal year end. If 

the firm names a segment as “Other”, “Corporate”, “unallocated” or “eliminations”, the segments 

are classified as non-reportable as opposed to reportable segments. 

i = Hong Kong listed firms respectively. 

 

Equation (5) is based on Ohlson (1995) and Lee (2010) where the value of a company is expressed as 

a function of its book value and earnings. In this equation, segment profits are divided into two 

components: the total reportable and non-reportable segment profits. Following Lee (2010), the 

dependent and all explanatory variables of equation (5) are deflated by the number of shares in 

order to investigate whether a firm’s market value per share (stock price) is correlated with the total 

reportable and non-reportable segment profits per share and the equity book value per share. 

According to Lee (2010), SFAS No.131 improved the value relevance of segment disclosure which led 

to the positive incremental coefficient on the total reportable segment income after the adoption of 

SFAS No. 131. Therefore, this study hypothesised that the incremental coefficient on the total 
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reportable segment profits (α2) in equation (5) is positive and statistically significant when HKFRS 

No.8 contributes to improve the value relevance of segment profit as compared to IFRS No 14.  

The study of Lev (1989) addressed the explanatory power approach which is the ability of earnings to 

explain returns as the appropriate measure of accounting information usefulness. Following Lev’s 

(1989) result, in order to measure the value relevance of accounting information, Francis and 

Schipper (1999) used the explanatory power approach to investigate the ability of book values of 

assets and liabilities to explain firms’ market value. They performed regression analysis to examine 

the relationship between the stock price of the firm and its assets and liabilities per share disclosed 

in firm’s financial statements (Francis & Schipper, 1999). Following Francis and Schipper (1999), this 

study uses a regression model to measure the value relevance of segment disclosure to investigate 

the relationship between the stock price of Hong Kong listed firms and their total reportable and 

non-reportable segment assets per share and liabilities per share pre and post HKFRS No.8 period. 

This model actually develops the empirical framework for the balance sheet relation model based on 

the study of Francis and Schipper (1999). The process of developing the empirical framework was as 

follows.  In the study of Francis and Schipper (1999) the balance sheet relation model represents the 

ability of a firm’s assets per share and liabilities per share to explain the firm’s stock price. Therefore 

for the purpose of this study below equation is implemented: 

MVi=β0+β1ASSETi +β2LIABi +εi                                                                                                       (6) 

Where: 

MVi= per share market value of firm i’s equity securities (stock price) at the end of the fiscal year.  

ASSETi= per share book value of firm i’s total assets at the end of the fiscal year.  

LIABi= per share book value of firm i’s total liabilities at the end of the fiscal year.  

i=firms respectively 

 

The total assets can be separated into reportable segment assets and non-reportable segment assets 

as follows: 

ASSETi=RS_ASSETi + NRS_ASSETi                                                                                                  (7) 

Where: 

RS_ASSETi= per share book value of firm i’s reportable segment assets at the end of the fiscal year.  

NRS_ASSETi= per share book value of firm i’s non-reportable segment asset at the end of the fiscal 

year.  
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Also, total liability is divided into reportable segment liability and non-reportable segment liability as 

follows: 

LIABi=RS_LIABi+NRS_LIABi                                                                                                                                                                           (8) 

Where: 

RS_LIABi= per share book value of firm i’s reportable segment liabilities at the end of the fiscal year.  

NRS_LIABi= per share book value of firm i’s non-reportable segment liabilities at the end of the fiscal 

year. 

 

Finally, substituting equations (7) and (8) into equation (6) suggests the following Model (equation 

9), which represents the ability of a firm’s reportable and non-reportable segment assets per share 

and reportable and non-reportable segment liabilities per share to explain its stock price: 

MVi=β0+β1RS_ASSETi+β2NRS_ASSETi+β3RS_LIABi+β4NRS_LIABi+εi                                                                (9) 

 

Equation (9) is based on the “balance sheet relation” model drawn from the study of Francis and 

Schipper (1999), where the firm’s stock price was regressed on the book value of its reportable and 

non-reportable segment assets and liabilities per share. This regression model aims to test the fifth 

and sixth hypotheses of the study (The segmental assets/liabilities per share positively influence the 

firms’ stock price as a consequence of HKFRS No.8 adoption). In Equation (9), segment assets are 

divided into two components: the total reportable and non-reportable segment assets. Similarly, 

segment liabilities are divided into two components: the total reportable and non-reportable 

segment liabilities. Francis and Schipper (1999) demonstrated that all slope coefficients on the book 

value of the firm’s assets or liabilities per share were positive and significant when the value 

relevance of accounting information was improved. Thus, this study also hypothesised that the 

incremental coefficient on the total reportable segment assets (β1) or liabilities (β3) in equation (9) 

would be positive and statistically significant when HKFRS No.8 improved the value relevance of 

segmental assets and liabilities disclosed by Hong Kong listed firms compared with the position under 

HKAS No 14.  

4.2 Measure quantity of segment reporting 

In order to measure the quantity of segment reporting, this study analyses the segment disclosures 

of 85 Hong Kong listed firms one year before and after the adoption of the new segment standard, 

HKFRS No.8. More specifically, the pre-HKFRS No.8 period sample consisted of observations 

regarding the 2008 fiscal year and the post-HKFRS No.8 period sample consisted of observations on 



 27 

the 2010 fiscal year. This study particularly investigates the changes in segment identification, 

number of segments disclosed and items reported for each segment by sample firms under HKFRS 

No.8. Specifically, for examining segment identification, this study compares the identification of 

segments and the presentation of segment information disclosed by sample firms under HKFRS No.8 

with that under HKAS No.14. For examining the number of segments (hypothesis one), this study 

compares the number of segments including mean, median, mode and skewness of segments 

disclosed under HKFRS No.8 with those under HKAS No.14. Also, the distribution of the number of 

segments is compared under HKFRS No.8 and HKAS No.14. For examining the items reported for 

each segment (hypothesis two), this study compares the number of items disclosed for each segment 

including the mean, median, mode and skewness of items per segment disclosed under HKFRS No.8 

with those under HKAS No.14. Also, the distribution of the number items for each segment disclosed 

is compared under HKFRS No.8 with HKAS No.14. Additionally, the type of items disclosed for each 

segment under HKFRS No.8 is compared with that under HKAS No.14. 

4.3 Sample selection  

This study used the purposive sampling method to obtain samples firms, which only have sufficient 

segmental data. Specifically, this study removed firms from the sample if any of the following 

conditions held: (1) has not disclosed all 6 years (2006-2011) of financial statements on the Investor 

Relations Asia Pacific database; (2) has missing segment information such as segment profits, 

segment assets or segment liabilities in the sample period; (3) has not had segment reporting in the 

sample period because it only has one single-segment; (4) stock price was missing in the sample 

period; (5) changed its segment disclosures because of acquisitions or a merger; and (6) 

implemented HKFRS No.8 before 2009. The segmental data for this study were retrieved from the 

Investor Relations Asia Pacific database which contains detailed financial statements of 301 Hong 

Kong listed firms. In the end, a total of 85 multi-segment firms with the required segmental data 

available on the Investor Relations Asia Pacific database were selected as samples for this study.  The 

names of the selected sample firms are listed in Appendix A.1. All the sample firms have reported 

their segment information in the notes on their annual consolidated financial statements, so the 

segmental profit, assets and liabilities figures were manually-collected from the firms’ notes on the 

annual consolidated financial statements. The stock prices and return information for the sample 

firms was obtained from the DataStream database. Then all the segmental data and stock prices of 

each firm were entered into a spread sheet to calculate the market adjusted return for each firm.  

The data was analysed using EViews and SPSS software to generate the results for the models. In 

order to fill the gaps in the previous literature, the firms sampled in this study include both large size 

and small to medium size companies. This study analyses yearly segment reports of sample firms 

from 2006 fiscal year to the 2011 fiscal year. The pre-HKFRS No. 8 period sample consists of 
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observations from the 2007 to 2008 fiscal years and the post-HKFRS No. 8 period sample consists of 

observations from the 2010 to 2011 fiscal years. Data related to 2009 is excluded from the sample 

since that year was the transition period for the adoption of HKFRS No.8. 
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Chapter 5 

Results and Discussion 

This chapter reports the empirical findings regarding the quantity and usefulness of segment 

information disclosed by Hong Kong listed firms in the period pre- and post-adoption of HKFRS No.8. 

The chapter is organised as follows: Section 5.1 describes the results for the quantity of segment 

information. Section 5.2 discusses the results for the usefulness of segment information. Finally, 

section 5.3 summarises the research findings. 

5.1 Results for quantity of segment information 

In order to investigate whether HKFRS No.8 has actually improved the quantity of segment 

information, this study compares the identification of segments, the number of segments and the 

number of items reported for each segment disclosed by the sample firms one year before and after 

the adoption of HKFRS No.8. More specifically, the pre-HKFRS No.8 period sample consists of 

observations regarding the 2008 fiscal year and the post-HKFRS No.8 period sample consists of 

observations of the 2010 fiscal year. This section discusses the quantitative information obtained 

from segment disclosure by Hong Kong listed firms implementing HKFRS No.8 and HKAS No.14 

including: 1) the identification of segments, 2) the number of segments reported and 3) the items for 

each segment. 

5.1.1 Identification of Segments 

Under the preceding segment standard, HKAS No.14 (or its equivalent IAS No.14), segments were 

identified by industry grouping (Albrecht & Chipalkatti, 1998; Hong Kong Accounting Standard, 2004). 

Specifically, firms were required to identify their reportable segments by two sets of segments - one 

based on related products and services (business segments) and the other on geographic areas 

(geographic segments). HKAS No.14 provided reasonably detailed guidance for determining business 

and geographical segments. It required the entity to determine its primary segments based on either 

business segmentation or geographical segmentation. Whatever was not the primary segment was 

referred to as the secondary segment. The approach to identifying segments was based on a “risk 

and rewards approach” under HKAS No.14 (Hong Kong Accounting Standard, 2004; Deegan & 

Samkin, 2011). However, the approach to identifying reportable segments has been fundamentally 

changed into a “Management approach” by the new segment standard, HKFRS No.8 (or its 

equivalent IFRS No.8). Under the new standard, firms are required to identify their reportable 

segments based on internal reports that are regularly reviewed by the entity’s chief operating 

decision maker in order to allocate resources and assess performance for each segment (Hong Kong 

Financial Reporting Standard, 2009). HKFRS No.8 relies on how the entity determines its operating 
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segments, rather than imposing a particular basis of segment identification upon an entity and there 

is now much less specific guidance on how segment information is to be identified (Deegan & 

Samkin, 2011). There are significantly fewer stringent guidelines and much professional judgment is 

now delegated to the firm’s management. The identification of primary and secondary segments 

required by HKAS No.14 is no longer required under HKFRS No.8. Thus, the identification of segments 

under HKFRS No.8 is much more “principle based”. In contrast, the identification of segments under 

HKAS No.14 was much more “rules based” (Deegan & Samkin, 2011). Table 5.1 provides a summary 

of segments identified by the sample of 85 Hong Kong firms under both current and previous 

segment standards. 

Of the 85 sample firms examined, 100% of the firms sampled adopted HKFRS No.8 in the 2009 fiscal 

year. This indicates that Hong Kong has good compliance mechanisms for the implementation of 

HKFRS No.8. Contrast with Jordan, Rahahleh (2010) indicates that the firms did not fully disclose their 

operation segments in accordance with IFRS No.8 since the adoption rate for IFRS No.8 was only 

73%. This is because Jordan’s socio-economic environment is dramatically different from Hong 

Kong’s. The size of firms is probably another reason for this difference since Hong Kong would have 

more large international companies, which have various products and services, than Jordan (Lo, 

2002; Chen, 2005). All of the 85 sample firms identified their reportable segments based on products 

and services. Apart from financial disclosures, HKFRS No.8 requires other entity-wide information to 

be reported, especially, the disclosure of entity-wide information about products and services, 

geographic areas and major customers (Hong Kong Financial Reporting Standard, 2009; Deegan & 

Samkin, 2011). Particularly, for entity-wide information about products and services, HKFRS No.8 

requires that a firm should report its revenues from external customers for each product and service 

or each group of similar products and services. For entity-wide information in relation to 

geographical areas, HKFRS No.8 requires: (a) total revenues from external customers attributed to 

the firm’s country of domicile and all foreign countries from which the firm derives earnings. Those 

revenues should be disclosed separately if revenues from external customers attributed to an 

individual foreign country are material and (b) total non-current assets other than financial 

instruments, deferred tax assets, post-employment benefit assets and rights arising under insurance 

contracts located in the firm’s country of domicile and all foreign countries in which the firm holds 

assets. Those assets should be disclosed separately if the assets in an individual foreign country are 

material (Hong Kong Financial Reporting Standard, 2009). Additionally, HKFRS No.8 requires entity-

wide disclosures to be made about major customers if revenues from transactions with a single 

external customer amount to 10 per cent or more of the entity’s revenues (Hong Kong Financial 

Reporting Standard, 2009; Deegan & Samkin, 2011). 
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Table 5.1 Identification of Segments Reported under HKFRS No.8 and HKAS No.14 

Panel A: Identification of Segments Reported  

The Identification of 
segments 

HKFRS No.8  
(2010) 

% 
The Identification of 

segments 
HKAS No.14 

(2008) 
% 

Products and services 85 100%   Primary segments: 

Additional entity-wide information:                               
  

  Business segments 85 100% 

Geographic areas 63 74.12% 

 Major customers 33 38.82%   Secondary segments : 

Major products and services 11 12.94%   Geographical segments 58 68.24% 

                

Panel  B:Presentation of Segment Information   

The presentation of segment 
information 

HKFRS No.8 
(2010) 

 

The presentation of segment 
information 

HKAS No.14 
(2008) 

Only products and services 12 

 

Only business segments 27 

Separate products and services and 
geographic areas 

32 

 

Separate business and geographical 
segments 

58 

Combination of products and 
services and geographic areas 

8 

 

Combination of business and 
geographical segments 

0 

Separate products and services, 
geographic areas and major 
customers 

23 

 

 

 Separate products and services and 
major customers 

10 

   
Total 85 

 

 

 
85 

 

 

Table 5.1 shows that out of the total 85 sample firms which had identified their reportable segments 

based on products and services, about 12.94% of them (11 firms) provided additional disclosure of 

entity-wide information about major products and services, 74.12% of the sample (63 firms) 

provided additional disclosure of entity-wide information about geographic areas and 38.82% of the 

firms sampled (33 firms) provided additional disclosure of entity-wide information about major 

customers under HKFRS No.8. However, not all of the sample firms had additional disclosure of 

entity-wide information. Where entity-wide information about products and services was not 

disclosed, it may be because those firms had already identified their reportable segments based on 

differences in products and services. The 21 Holdings limited is such an example. It did not disclose 

the firm’s entity-wide information about products and services since it had already identified 

reportable segments based on differences in products and services.  According to HKFRS No.8, if a 

firm’s reportable segments are based on differences in products and services, no additional 

disclosures of entity-wide information about products and services would typically be required (Hong 

Kong Financial Reporting Standard, 2009; Deegan & Samkin, 2011). Non-disclosure of geographical 

information could be due to the fact firms did not operate in different geographic areas or their 

material revenue and assets were only attributed to their country of domicile. For example, Allied 

Overseas Limited stated that there was no need for additional disclosure about geographic 
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information since over 90% of the firm’s revenue and assets were derived from operations in Hong 

Kong as shown in the firm’s segment reporting statements. Firms’ non-disclosure of major customer 

information may be due to the fact that their customers did not satisfy the 10% threshold 

requirement under HKFRS No.8. Such an example was China Resources Logic Limited where no single 

external customer contributed revenue from transactions amounting to 10% or more of the group’s 

revenue according to the firm’s segment reporting statements. Another reason is that major 

customer information is commercially sensitive. Therefore, firms would be unwilling to provide 

competitors with information which might damage their future prospects. Overall, entity-wide 

disclosure in Hong Kong listed firms is mainly based on geographical areas under HKFRS No.8. The 

results of this study are consistent with the findings of Crawford et al. (2012), which indicate that 

over four-fifths of UK firms provided entity-wide disclosure about geographical areas but only a few 

firms disclosed information about their major customers under IFRS No.8. 

Unlike HKFRS No.8, HKAS No.14 required firms to identify only two sets of segments: business 

segments and geographical segments (Hong Kong Accounting Standard, 2004). A business segment 

was defined as a distinguishable component of an entity engaged in providing an individual product 

or service or a group of related products or services and subject to risks and rewards that are 

different from those of other segments. On the other hand, a geographic segment was a 

distinguishable component of an entity engaged in providing products or services within a particular 

geographic area and subject to risks and returns different from those operating in other areas. 

Geographic segments are based either on the location of an entity’s input factors or the location of 

its final customers (Hong Kong Accounting Standard, 2004; Albrecht & Chipalkatti, 1998). Table 5.1 

Panel A shows that under HKAS No.14, all 85 firms identified their segments as business segments 

based on products and services. Specifically, about 58 firms (68.24%) disclosed business segments as 

primary segments and geographical segments as secondary segments. About 27 firms (31.76%) 

reported their business segments as only primary segments without any secondary segments. The 

results indicate that compared with HKAS No.14, HKFRS No.8 has resulted in Hong Kong listed firms 

providing more financial and non-financial information about each segment to stakeholders. 

Specifically, the number of firms disclosing their segments based on geographic areas has increased 

under the new segment standard. Specifically, five more firms provided additional disclosure of 

geographical segments under HKFRS No.8 than under HKAS No.14. Moreover, some new segmental 

information was provided by firms under HKFRS No.8. For example, over one-third (33 firms) of the 

sample firms provided additional disclosure of entity-wide information about major customers for 

the first time after the adoption of HKFRS No.8. Additionally, 12.94% of the sample firms provided 

additional disclosure of entity-wide information about products and services for the first time after 

adopting HKFRS No.8. These findings are consistent with the findings of Crawford et al. (2012) which 

revealed an increase in the disclosure of segmental information about products, services and 
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geographic areas in Scotland after the adoption of IFRS No.8. As HKFRS No.8 is similar to SFAS 

No.131, this finding has also been confirmed by Herrmann and Thomas (1999), who indicated that 

geographic segment disclosure increased after the adoption of SFAS No.131. These findings imply 

that under HKFRS No.8 financial statement users can acquire deeper insight into a firm’s operations 

and financial position by gaining more detailed segment information such as the additional entity-

wide information disclosed by Hong Kong listed firms. This finding is consistent with Lucchese and Di 

Carlo (2012) study which demonstrated that IFRS No.8 has increased the segment information 

disclosed by the firms. 

Additionally, HKAS No.14 required entities to disclose separately their business and geographical 

segments; but this is no longer required by HKFRS No.8 (Deegan & Samkin, 2011). Table 5.1 Panel B 

shows the difference in presentation of segment information between HKAS No.14 and HKFRS No.8. 

Under HKAS No.14, 58 firms disclosed their business and geographical segments separately while 27 

firms disclosed only their business segments. Under HKFRS No.8, however, 12 firms reported their 

segments only by products and services and 32 firms separately disclosed their product and services 

segments and additional entity-wide information about geographical areas. Further, 8 firms used a 

mixed representation structure. This structure is also called matrix structure. Crawford et al. (2012) 

defined matrix structure as the segmental information to be disclosed by showing business activity 

and geographic areas together. Those eight firms presented segment information by combining the 

disclosure of geographical information and their product and services information. For example, 

Dynamic Holdings Limited disclosed operation segments by providing geographical information and 

product and services information as (1) Beijing property sales (2) Beijing property rental and (3) 

Shanghai property rental. Twenty three other firms separately disclosed their product and services 

information, geographical information and major customers while another 10 firms separately 

disclosed their product and services information and information about major customers. These 

results indicate that HKFRS No.8 gives managers more flexibility and discretion to determine how to 

present their segment information to financial statement users since the Matrix structure used by 

the sample firms to present segment information is a new disclosure characteristic of HKFRS No.8. 

This leads to clearer and more concise segment information in those firms helping stakeholders to 

understand more clearly the firms’ financial positions. This result is consistent with the findings of 

Lucchese and Di Carlo (2012), which revealed that Italian listed firms following a matrix structure to 

disclose segmental information had increased by 3% under IFRS No.8. Crawford et al. (2012) also 

found similar results that firms prefer to use matrix structure to disclose their segmental information 

under IFRS No.8 in UK. 
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5.1.2 Number of Segments Disclosed 

HKAS No.14 (or its equivalent IAS No.14) required firms to determine their segments by grouping 

products and services by industry line (Hong Kong Accounting Standard, 2004). Differently, HKFRS 

No.8 requires firms to use the new term “operating segments” instead of the terms “line-of-

business” or “industry” used in HKAS No.14 to determine reportable segments (Deegan & Samkin, 

2011). In HKFRS No.8 “operating segment” is defined as “a component of an entity (1) that engages 

in business activities from which it may earn revenues and incur expenses, (2) whose operating 

results are regularly reviewed by the entity’s chief operating decision maker to make decisions about 

resources to be allocated to the segment and assess its performance, and (3) for which discrete 

financial information is available” (Hong Kong Financial Reporting Standard, 2009, p. 8). In order to 

tighten the criteria for segment aggregation, IASB formulates quantitative thresholds in HKFRS No.8 

to aid in the disclosure of a greater number of segments (Deegan & Samkin, 2011). Specifically, 

HKFRS No.8 requires that an entity should report separately information about an operating segment 

when it meets the following quantitative thresholds (a) its reported revenue is 10 per cent or more of 

the combined revenue, internal and external, of all operating segments; (b) the absolute amount of 

its reported profit/loss is 10 per cent or more of combined reported profit/loss of all operating 

segments; and (c) its assets are 10 per cent or more of the combined assets of all operating segments 

(Hong Kong Financial Reporting Standards, 2009; Deegan & Samkin, 2011).  

Panel A in Table 5.2 shows the number of segments disclosed by sample firms under HKFRS No.8 and 

HKAS No.14. These two standards use a different basis for defining reportable segments. As a 

consequence of the adoption of HKFRS No.8, the total number of reportable operating segments is 

296 for all 85 sample firms that defined operating segments based on products and services. The 

mean number of operating segments reported by all the sample firms is 3.46 (296/85) under HKFRS 

No.8. Under HKAS No.14, the total number of business segments was 283 for all sample firms which 

was slightly lower than 296 under HKFRS No.8. The mean number of business segments disclosed by 

all 85 sample firms was 3.32 (283/85) under HKAS No.14 which was also lower than the 3.46 under 

HKFRS No.8. This result is similar to the findings of Crawford et al. (2012) which showed that the 

mean number of segments disclosed by 150 UK firms increased from 3.30 under HKAS No.14 to 3.56 

under HKFRS No.8. The standard deviation is 1.622 under HKFRS No.8 and 1.302 under HKAS No.14 

which implies that the number of reportable segments did not vary widely among the sample mean. 

These results indicate that HKFRS No.8 has led firms to disclose a greater number of segments so that 

the segment disclosure has become more informative because of its disaggregation, compared with 

HKAS No.14. However, using a t-test (see appendix B.1), the mean number of segments based on 

products and services reported by all sample firms under HKFRS No.8 was not significantly different 

from the mean number of business segments under HKAS No.14. This implies that there has been 



 35 

only a slight increase in the mean number of segments disclosed by the sample firms under HKFRS 

No.8 which is statistically insignificant. 

Table 5.2 Number of Segments Reported under HKFRS No.8 and HKAS No.14 

Panel A:Number of Segments Reported 

Segments 
HKFRS No.8 

Operating segment 
HKAS No.14 

Business segment 
Number of firms 85 85 
Total number of segments 296 283 
Mean 3.46 3.32 
Standard Deviation 1.622 1.302 
Median 3 3 
Mode 3 2 
Skewness 1.2 0.86 

Panel B:Distribution of the Number of Segments Disclosed 

Number of Distinct Segments HKFRS No.8 % HKAS No.14 % 
One 4 5 1 1 
Two 22 26 27 32 
Three 25 29 23 27 
Four 15 18 19 22 
Five 11 13 10 12 
Six 5 6 4 5 
Eight  1 1 1 1 
Nine 2 2 - - 
Total 85 100 85 100 

Panel C:Comparison of the Number of Segments Disclosed for the Same Firm under HKFRS No.8 and HKAS No.14 

Change in number of segments  n % 
Increase in number of reportable segments 13 15 

No change in number but certain changes in the presentation and 
disclosure information of reportable segments 

9 12 

Decrease in number of reportable segments  13 15 
No change 50 58 
Total  

    
85 100 

 

Panel B in Table 5.2 shows the distribution of the number of segments disclosed by the sample firms 

under both HKFRS No.8 and HKAS No.14. The actual number of segments ranged from one to nine 

for the sample of firms under HKFRS No.8, compared with from one to eight under HKAS No.14. Most 

of the sample firms disclosed two to five segments under both standards. Further, 22% of the firms 

disclosed more than four segments under HKFRS No.8, which is higher than 18% under HKAS No.14. 

The mode figure for the number of segments disclosed by all the sample firms is three, which 

denotes three segments are reported most often by the sample firms. Compared with HKFRS No.8, 

the mode figure for the number of segments disclosed by all the sample firms is two under HKAS 

No.14, which denotes two segments are reported most often by the sample firms under HKAS No.14. 

The median figure for the number of segments disclosed by all the sample firms was three under 

both HKFRS No.8 and HKAS No.14. Moreover, the maximum number of segments disclosed by the 

sample firms under HKFRS No.8 was nine, compared to eight under HKAS No.14. The result also 

shows two sample firms actually increased the number of their reportable segments to nine after the 
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adoption of HKFRS No.8. Thus, the skewness of the number of segments for the HKFRS No.8 period is 

1.2 which is higher than 0.86 under HKAS No.14. This means the distribution of the number of 

segments disclosed by all sample firms under HKFRS No.8 appears more skewed to the right than 

that under HKAS No.14. This implies that only a few firms exhibited a slight tendency to disclose a 

greater number of segments after the adoption of HKFRS No.8. These findings are consistent with 

those of Bugeja, et al. (2012) which indicated that the adoption of IFRS No.8 resulted in an increased 

number of segments disclosed by some Australian firms. 

Panel C in Table 5.2 compares the number of segments disclosed for the same firms under HKFRS 

No.8 and HKAS No.14. Of the total 85 sample firms defining operating segments based on products 

and services about 42% of the firms changed their segment disclosure under HKFRS No.8. This 

indicates that less than half of the firms sampled adjusted their segment disclosure to align with their 

internal management organisation according to the requirements of HKFRS No.8. Specifically, the 

number of firms increasing their reportable segments (15%) was the same as the number of firms 

which decreased their reportable segments (15%). A total of 9 firms (12%) made certain changes in 

presentation and disclosures of their reportable segments without any change in the number of their 

reportable segments. However, more than half of the sample firms (58%) did not change the number 

of segments reported after adoption of HKFRS No.8. This implies that HKFRS No.8 has not resulted in 

many changes in the number of segments disclosed in Hong Kong. This is consistent with the 

conclusion of Lucchese and Di Carlo (2012) that the adoption of IFRS No. 8 did not cause many 

changes in segment disclosure by Italian listed firms in 2009. These results differed from the findings 

of Valenza and Heem (2010) that firms had not increased the number of segments under IFRS No.8 

but Valenza and Heem examined only half-yearly reports whose degree of detail was obviously not 

the same as the full year reports this study examined. In addition, their findings are different from 

those of Herrmann and Thomas (2000), Street et al. (2000) and Berger et al. (2003) who found that 

the number of firms disclosing required segment information increased under SFAS No.131 in the US. 

This may be due to the different size of firms and different international trading markets in the US 

and Hong Kong (Lo, 2002; Chen, 2005). 

Overall, the results in Table 5.2 indicate that the increase in the mean number of segments is rather 

modest under HKFRS No.8. In particular, the t-test shows that the mean number of segments 

reported under HKFRS No.8 is not significantly different from that under HKAS No.14. More than half 

(58%) of the sample firms had not changed their segment disclosure under HKFRS No.8. The 

percentage (15%) of firms which increased their number of reportable segments is similar to the 

percentage of firms (15%) which decreased their number of reportable segments. Therefore, 

hypothesis one can be accepted: 
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H1: There is no statistical difference in the mean of segments disclosed by Hong Kong listed firms 

after the adoption of HKFRS No.8. 

5.1.3 Items Reported for Each Segment 

HKAS No.14 provides a comprehensive guidance on measuring segment items, such as segment 

revenue, segment profit, segment assets and segment liabilities (Hong Kong Accounting Standards, 

2004). However, this guidance is no longer required by the new standard under HKFRS No.8 which 

only requires financial information to be disclosed on the same basis as it is used internally for 

allocating resources to each segment and evaluating segment performance (Hong Kong Financial 

Reporting Standards, 2009). Firms may depart from the requirements of accounting standards and 

rules they apply to generate their financial statements. Therefore, they have more discretion in 

determining what comprises segment profit or loss pursuant to IFRS No.8 (Deegan & Samkin, 2011). 

HKAS No.14 requires firms to disclose some specific items of their reportable segment information 

such as revenue, depreciation/amortization, capital expenditures, and assets for the business 

segment (Herrmann & Thomas, 2000, Hong Kong Accounting Standards, 2004). In addition to the 

items included under HKAS No.14, HKFRS No.8 requires firms to disclose more items for each 

operating segment including interest income, interest expenses, income tax expenses and other 

significant non-cash items if they are regularly reviewed by management in making operating 

decisions (Hong Kong Financial Reporting Standards, 2009). 

Table 5.3 Panel A presents a summary of the individual items reported for each segment under both 

segment standards. The total number of items for each segment disclosed by the sample firms is 

1053 under HKFRS No.8 which was more than the 1043 under HKAS No.14. The mean number of 

items was 12.4(1053/85) for all 85 sample firms under HKFRS No.8, compared with 12.27(1043/85) 

under HKAS No.14. The standard deviation was 5.15 under HKFRS No.8 and 4.25 under HKAS No.14 

which implies that the number of reportable segment items varied widely among the sample mean 

under both standards. Using a t-test (see appendix B.2), the mean number of items for each segment 

disclosed by all the sample firms under HKFRS No.8 was not significantly different from that for each 

segment disclosed by the sample firms under HKAS No.14. This indicates that although the mean 

number of items disclosed for each segment increased slightly after the adoption of the new 

standard, the changes in the number of items for each segment disclosed by all sample firms was 

insignificant under HKFRS No.8. This result is consistent with the findings of Lucchese and Di Carlo 

(2012) which indicated that IFRS No.8 did not result in much change in segment disclosure by Italian 

listed firms.  
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Table 5.3 Items Reported for Each Segment under HKFRS No.8 and HKAS No.14 

Panel A: Items Disclosed for Each Segment 

Items per segment HKFRS No.8 
Operating segments 

HKAS No.14 
Business Segments 

Number of firms 85 85 

Total items 1053 1043 

Mean 12.4 12.27 

Standard Deviation 5.15 4.25 

Median 11 12 

Mode 10 12 

Skewness 2.347 0.946 

Panel B:Distribution of the Number of Items for Each Segment Disclosed 

Number of Items HKFRS No.8 % HKAS No.14 % 

Four 1 1   - 0 

Five 1 1 1 1 

Six 2 2 2 2 

Seven 5 6 4 5 

Eight  8 9 8 9 

Nine 4 5 11 13 

Ten 14 16 7 8 

Eleven 8 9 8 9 

Twelve 7 8 12 14 

Thirteen 8 9 7 8 

Fourteen 5 6 1 1 

Fifteen 8 9 1 1 

Sixteen 1 1 12 14 

Seventeen 2 2 4 5 

Eighteen 4 5 1 1 

Nineteen 2 2 1 1 

Twenty 1 1   - 0 

Twenty-one  - 0 1 1 

Twenty-two 1 1 1 1 

Twenty-three 1 1 1 1 

Twenty-four  - 0   - 0 

Twenty-five 1 1 2 2 

Forty-one 1 1  - 0 

Total 85 100 85 100 

Panel C:Comparison of the Items per Segment Disclosed for the Same Firm under HKFRS No.8 and HKAS No.14 

Change in number of items per segment n % 

Increase in number of items per segment 34 40 

Decrease in number of items per segment 40 47 

No change 11 13 

Total  85 100 

 

However, above results differed from the findings of Crawford, et al. (2012) which indicated that the 

mean number of items for each segment disclosed by UK firms declined significantly when IFRS No.8 
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was adopted. This is because Hong Kong is one of the world’s leading international finance and trade 

centres with the greatest concentration of corporate headquarters in the Asia-Pacific region. It has a 

bigger international trading market than the UK. The size of most Hong Kong listed firms is bigger 

than firms in UK. They have more varied products and services than UK firms, so firms appear to 

disclose more segments in Hong Kong  (Chen, 2005; Wikipedia, 2012). 

Table 5.3 Panel B shows the distribution of the number of items for each segment disclosed. The 

actual number of items per operating segment ranged from four to forty-one under HKFRS No.8, 

compared with five to twenty-five items per business segment under HKAS No.14. About 16% of the 

sample firms disclosed more than sixteen items per segment, which is fewer than 27% of the sample 

firms under HKAS No.14. The median number of items disclosed for all the sample firms was eleven 

for each segment under HKFRS No.8, which was lower than twelve items for each segment under 

HKAS No.14. Moreover, the mode number of reportable segment items for the HKFRS No.8 period 

was ten implying that ten items were reported most often by the sample firms, which was lower than 

the twelve reported most often under HKAS No.14. Specifically, 14 firms reported ten items for each 

segment under HKFRS No.8, compared with 12 firms reporting twelve items for each segment under 

HKAS No.14. The maximum number of items for each segment based on products and services 

disclosed by the sample firms under the HKFRS No.8 period was 41, which was more than the 25 

items under the HKAS No.14 period. For example, Ping An Insurance Ltd significantly increased the 

number of its reportable items for each segment from 25 under HKAS No.14 to 41 under HKFRS No.8. 

The skewness results of the reportable segment items under HKFRS No.8 were 2.347, which was 

higher than the 0.946 under HKAS No.14 which implies that the distribution of the items disclosed for 

each segment under HKFRS No.8 appears more right-skewed than it was under HKAS No.14. These 

results indicate that only a few firms increased the number of items disclosed per segment after the 

adoption of HKFRS No.8. 

Panel C in Table 5.3 compares the number of items for each segment disclosed for the same firm 

under HKFRS No.8 and HKAS No.14. Of the total 85 sample firms, 87% of them changed their items 

per segment; specifically, about 34 firms (40%) increased the number of items per segment, whereas 

40 firms (47%) decreased them and 11 firms (13%) showed no change in the number of items per 

segment after the adoption of HKFRS No.8. These results indicate that HKFRS No.8 forced the sample 

firms to modify their disclosure of items per segment. Under HKFRS No.8, 7% more firms decreased 

the items provided for each segment. This may be due to the fact that HKAS No.14 has mandated 

many items that have to be disclosed for each segment (Crawford et al., 2012). This result differs 

from the findings of Crawford, et al. (2012) which showed that items provided for each segment 

declined under IFRS No.8. This difference may be due to the social-economic differences between 
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Hong Kong and the UK. Table 5.4 lists the types of individual items for each segment disclosed by the 

sample firms under both segment standards.  

Table 5.4 Type of Items Disclosed for Each Segment 

Business/Operating segments 2010 % 2008 % Difference (%) 

      

Revenues 85 100  85 100  0  

Interest income 20 24  2 2  21  

Other income 9 11  16 19  -8  

Gains/losses on disposal 29 34  28 33  1  

Other gain and losses/charges 8 9  4 5  5  

Finance income and expenses 14 16  9 11  6  

Segment profit/earnings 85 100  85 100  0  

Share of profit and losses of associates 26 31  31 36  -6  

Expenses 6 7  6 7  0  

Interest expenses 10 12  1 1  11  

Capital expenditures 39 46  75 88  -42  

Income tax expenses or income 15 18  5 6  12  

Assets 85 100  85 100  0  

Evaluation gains or losses 5 6  4 5  1  

Fair value losses/gains 27 32  25 29  2  

The amounts of additions to non-current 
assets  36 42  7 8  34  

Depreciation and amortisation 83 98  84 99  -1  

Bad and doubtful debts 7 8  12 14  -6  

Non-cash items other than depreciation 
and amortisation 6 7  8 9  -2  

The amount of investment in associates 
and joint ventures 5 6  4 5  1  

Warranties 2 2  1 1  1  

Write off items 11 13  16 19  -6  

Liabilities 85 100  85 100  0  

Costs 3 4  4 5  -1  

Impairment gains/losses 37 44  45 53  -9  

Interest in associates and  jointly controlled 
entities 17 20  25 29  -9  

Non-controlling interests 1 1  0 0  1  

Other segment information 3 4  4 5  -1  

Total equity 0 0  1 1  -1  

Cash flow 0 0  1 1  -1  

 
The results of table 5.4 shows that the sample firms continued to disclose segment revenues, profits, 

assets, liabilities for each of their segments in compliance with the new requirement. The largest 

percentage (42%) of disclosed items which increased under HKFRS No.8 was the amount of additions 

to non-current assets other than financial instruments, deferred tax assets, post-employment benefit 
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assets and rights arising under insurance contracts compared with 8% under HKAS No.14. The non-

current assets include goodwill, intangibles, financial investments and investment properties, 

property, plant and equipment. This may be due to HKFRS No.8’s particular requirement that firms 

disclose the amounts of additions to non-current assets if they are regularly provided to the chief 

operating decision maker (Crawford et al., 2012). This finding is similar to those of Crawford et al. 

(2012) and Lucchese and Di Carlo (2012) which indicated that firms tend to increase segment 

information about their non-current assets such as goodwill, intangibles and financial investment 

under IFRS No.8. This indicates that HKFRS No.8 has resulted in the disclosure of firms’ segment non-

current assets becoming more detailed and comprehensive. In addition, the sample firms increased 

their disclosure of most revenue items including interest income, gains/losses on disposal, other 

gains and losses/charges and finance income and expenses except other income under HKFRS No.8. 

This suggests that HKFRS No.8 results in the disclosure of firms’ segment revenue becoming more 

comprehensive. The disclosure of some other items such as interest expenses, income tax expenses, 

investment in associates and joint ventures and warranties also increased slightly under the new 

segment standard. However, this rise in revenue and non- current asset items per segment was 

offset by the significant drop in capital expenditures under HKFRS No.8 which decreased from 88% 

under HKAS No.14 to 46% under HKFRS No.8. These results are consistent with the findings of 

Crawford et al. (2012) which indicated a large drop in the disclosure of capital expenditure. One 

explanation for this result is that HKFRS No.8 does not mandate items to be disclosed as long as the 

firms identify operating segments for external reporting purposes in the same manner that 

management views operating segments for internal decision-making purposes (International 

Financial Reporting Standards, 2010a). Thus, some firms did not disclose segmental capital 

expenditure since segmental capital expenditure may not be used for their internal decision making, 

or firms exploited the flexibility of segment identification under HKFRS No.8 to avoid providing 

segmental capital expenditure information. Additionally, the disclosure of other items namely profit 

and losses of associates, depreciation and amortisation, bad and doubtful debts, non-cash items, 

write-off items, costs, impairment gains/losses, interest in associates and jointly controlled entities, 

equity, cash flow and other segment information also decreased slightly under the new standard. 

Overall, the results imply that HKFRS No.8 has led firms to change their disclosure of some types of 

items for each segment in accordance with their internal management organization. These findings 

also confirm those of Herrmann and Thomas (2000), Street et al. (2000) and Berger et al. (2003) 

which indicate that SFAS No.131 has resulted in an increase in items disclosed for each segment by 

US firms. 

Overall, the results indicate that although the mean number of items for each operating segment 

disclosed by the sample firms has increased under HKFRS No.8, the increase is rather modest. In 

particular, the t-test shows that the mean number of items for each segment reported under HKFRS 
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No.8 is not significantly different from that under HKAS No.14. The number of firms which decreased 

their disclosure of items for each segment is more than the number of firms which increased theirs. 

Moreover, although firms increased some items reported for each segment under HKFRS No.8, the 

increase was rather minor. Overall a large number of items disclosed for each segment decreased 

under HKFRS No.8 therefore, hypothesis two can be accepted: 

H2: There is no statistical difference in the mean of items disclosed for each segment by Hong Kong 

listed firms after the adoption of HKFRS No.8. 

5.2 Results of usefulness of segment information 

In order to investigate whether HKFRS No.8 has actually improved the usefulness of segment 

information disclosed by Hong Kong listed firms, this study employs the value relevance theory of 

accounting information as a measure of the usefulness of segment disclosure. Two empirical 

valuation approaches were employed to compare the value relevance of segment disclosure by the 

sample firms two years before and after the adoption of HKFRS No.8. They are the portfolio returns 

approach and the regression model approach. These two methods together provide a 

comprehensive understanding of the value relevance of segment information. The pre-HKFRS No. 8 

period sample consists of observations from the 2007 to 2008 fiscal years and the post-HKFRS No. 8 

period sample consists of observations from the 2010 to 2011 fiscal years. The following section 

discusses the results of the portfolio-returns approach followed by the results of the regression 

model. 

5.2.1 Results of Portfolio-returns approach 

The hedge portfolio approach calculates the proportions of all information in stock returns captured 

by reportable segment profits disclosed by Hong Kong listed firms. In particular, following Francis and 

Schipper (1999), Lee (2010), and Khanagha et al. (2011), this study computes the difference between 

the returns on long and short position, which is the market-adjusted returns that can be earned on 

the long position and the market-adjusted returns that can be lost on the short position. Three 

different hedge portfolios are formed: (1) SIGN_∆SR_It portfolio refers to the accounting-based 

hedge portfolio which takes long positions in firms with positive changes and short position in firms 

with negative changes in the total reportable segment profit per share deflated by the beginning-of-

year stock price; (2) MAG_∆SR_It portfolio refers to the accounting-based hedge portfolio which 

takes long positions in firms with the highest 40% changes and short positions in firms with the 

lowest 40% changes in the total reportable segment profit per share deflated by the beginning-of-

year stock price; and (3) Mkt portfolio refers to the return-based hedge portfolio which takes long 

positions in the stocks in each accounting-based hedge portfolio with positive 15-month market-

adjusted returns and short positions in the stocks in each accounting-based hedge portfolio with 
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negative 15-month market-adjusted returns. Table 5.5 shows the results for the mean market-

adjusted return for each portfolio. In this table AdjRet denotes the mean market-adjusted return for 

each accounting-based hedge portfolio while Mkt-SIGN_∆SR_It denotes the mean market-adjusted 

return for a return-based hedge portfolio calculated by taking long (short) positions in the stocks in a 

SIGN_∆SR_It portfolio. Mkt-MAG_∆SR_It denotes the mean market-adjusted return for a return-

based hedge portfolio calculated by taking long (short) positions in the stocks in a MAG_∆SR_It 

portfolio. Proportion of Mkt portfolio denotes the ratio of each accounting–based hedge portfolio 

return (AdjRet) to the return-based hedge portfolio (mkt) which measures the proportion of the total 

hedge portfolio market-adjusted return which can be earned by perfect foreknowledge of the 

segment profit information. 

Table 5.5 Market-Adjusted Returns to Hedge Portfolios Based on Perfect Knowledge of 
Segment Information, 2007- 2011 

 SIGN_∆SR_It Portfolio MAG_∆SR_It portfolio Mkt portfolio 

Year N
a
 

AdjRet 
(%) 

Proportion 
of Mkt 

portfolio 
(%) 

AdjRet 
(%) 

Proportion 
of Mkt 

portfolio 
(%) 

Mkt-
SIGN_∆SR_It 

(%) 

Mkt-
MAG_∆SR_It 

(%) 

Pre-HKFRS No.8        

2007 85 -30.30 -19.40 -16.13 -10.61 156.22 152.01 

2008 85 31.78 36.87 13.44 15.2 86.20 88.38 

Pooled Years:(1)
b
  0.74 0.61 -1.35 -1.12 121.21 120.20 

        

Post-HKFRS No.8        

2010 85 21.81 24.95 27.38 29.54 87.40 92.68 

2011 85 -13.72 -10.63 -27.43 -20.94 129.07 130.99 

Pooled Years:(2)
c
  4.05 3.74 -0.03 -0.02 108.24 111.84 

        

Note: 
N

a
 is the total sample of 85 firms used to calculate each portfolio. Pooled Year

b
 is the mean (average) market-adjusted 

return to each portfolio pre-HKFRS No.8. Pooled Year
c
 is the mean (average) market-adjusted return to each portfolio 

post-HKFRS No.8. 

 

Under SIGN_∆SR_It portfolio, the mean market-adjusted return increases after the adoption of 

HKFRS No.8. Specifically, the mean market-adjusted return for the SIGN_∆SR_It portfolio in the post-

HKFRS No.8 period is 4.05% implying that investors could earn a 4.05% market-adjusted return when 

they take long (short) positions in the stocks with positive (negative) changes in segment profit per 

share deflated by the beginning-of-year stock price each year after the adoption of HKFRS No.8. The 

mean market-adjusted return for Mkt portfolio in the post-HKFRS No.8 period is 108.24%. This figure 

implies that investors could gain a 108.24% market-adjusted return when they take long (short) 

positions in the stocks under the SIGN_∆SR_It portfolio, with a positive (negative) 15-month market-

adjusted return after the adoption of HKFRS No.8. Consequently, the value relevance of the 
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reportable segment profit disclosed by the sample firms, which is the mean market-adjusted return 

for the SIGN_∆SR_It portfolio divided by the mean market-adjusted return for the Mkt portfolio, is 

3.74% after the adoption of HKFRS No.8. This indicates that about 3.74% of perfect foresight returns 

is available to investors with advance knowledge of an increase or decrease in a Hong Kong listed 

firm’s reportable segment profit under HKFRS No.8. However, compared to post-HKFRS No.8, the 

mean market-adjusted return for SIGN_∆SR_It portfolio in the pre-HKFRS No.8 period is 0.74% which 

is much lower than 4.05% in the post-HKFRS No.8 period. Consequently, the value relevance of the 

reportable segment profit disclosed by the sample firms which is the mean market-adjusted return 

for the SIGN_∆SR_It portfolio divided by the mean market-adjusted return for the Mkt portfolio is 

0.61% before the adoption of HKFRS No.8. This indicates that investors would earn 0.61% perfect 

foresight returns with advance knowledge of an increase or decrease in a Hong Kong listed firm’s 

segment profit reported under the preceding standard, HKAS No.14. This figure is lower than the 

3.74% for post-HKFRS No.8. 

On the other hand, the results of the MAG_∆SR_It portfolio are similar to the SIGN_∆SR_It portfolio. 

The mean market-adjusted returns for the MAG_∆SR_It portfolio in the post-HKFRS No.8 period are 

slightly higher than in the pre-HKFRS No.8 period. For instance, the mean market-adjusted return for 

the MAG_∆SR_It portfolio in the post-HKFRS No.8 period is -0.03%, compared to -1.35% in the pre-

HKFRS No.8 period. Consequently, the value relevance of reportable segment profits disclosed by the 

sample firms which is the mean market-adjusted return for the MAG_∆SR_It portfolio divided by the 

mean market-adjusted return of the Mkt portfolio is -0.02% in the post-HKFRS No.8 period. This 

figure indicates that investors would lose about 0.02% of perfect foresight returns with advance 

knowledge of the highest (lowest) 40% of changes in the total reportable segment profit per share 

under HKFRS No.8 period. The comparable value relevance of reportable segment profit in the pre-

HKFRS No.8 period (which is the mean marketed-adjusted returns for the MAG_∆SR_It portfolio 

divided by the mean marketed-adjusted returns for the Mkt portfolio in the pre-HKFRS No.8 period) 

is -1.12%. This is lower than that those in the post-HKFRS No.8 period. 

Overall, the above results indicate that the market-adjusted returns for both accounting-based hedge 

portfolios (SIGN_∆SR_I portfolio and MAG_∆SR_It portfolio) formed on the advance knowledge of 

changes in the total reportable segment profit disclosed by the Hong Kong listed firms have 

increased in the post-HKFRS No.8 period. Lee (2010) confirmed this empirically, showing that the 

market-adjusted returns for accounting-based hedge portfolios based on foreknowledge of changes 

in reportable segment income increased under SFAS No.131 which is identical to HKFRS No.8. This is 

because HKFRS No.8 requires firms to make adjustments in their segment disclosure to be consistent 

with their internal management organization which leads to an increased number of some segment 

items such as segment revenue, non-current assets, interest income and interest and income tax 
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expenses. Also, there is more additional entity-wide information about products and services, 

geographical areas and major customers provided by the Hong Kong listed firms. Thus, investors can 

see an entity through the eyes of management to acquire a clearer and more accurate insight into 

the firm’s financial position which helps them to predict a firm’s future cash flow thus enabling them 

to earn greater stock returns by making appropriate stock investment decisions. Thus, the segment 

profits reported under HKFRS No.8 are more useful and reliable to investors compared with HKAS 

No.14. 

A great deal of research has been done regarding the value relevance of accounting information such 

as Francis and Schipper (1999), Alford et al. (1993), Hung (2000), Lee (2010) and Khanagha et al. 

(2011).These authors found that accounting information has more value relevance leading to higher 

market adjusted returns which investors could earn by forming accounting based hedge portfolios. 

Lee (2010), in particular, indicates that the value relevance of segment income increased under SFAS 

No. 131, which led to an increase in market-adjusted returns to the hedge portfolios based on 

foresight of the changes in segment income disclosed by US firms after SFAS No.131’s 

implementation. Therefore, according to the findings of Francis and Schipper (1999), Alford et al. 

(1993), Hung (2000), Lee (2010) and Khanagha et al. (2011), the results of SIGN_∆SR_I and 

MAG_∆SR_It portfolios consistently demonstrate that segment profits reported by the Hong Kong 

listed firms under HKFRS No.8 are more value relevant for investors to make proper investment 

decisions compared to HKAS No.14. This study therefore concludes that the value relevance of 

segment profit disclosed by the Hong Kong listed firms has improved resulting in higher firms’ 

market-adjusted returns to the hedge portfolios based on foresight of changes in total reportable 

segment profit after the adoption of HKFRS No. 8. Thus, the third hypothesis is accepted.  

H3: The market-adjusted returns disclosed by Hong Kong listed firms for the post-HKFRS No.8 period 

are higher than those for the pre-HKFRS No.8 period. 

5.2.2 Results of Regression Model  

This study uses the regression model to investigate the relationship between the stock prices of the 

Hong Kong listed firms and their reportable and non-reportable segment profits, assets and liabilities 

under the pre- and post-HKFRS No.8 periods. Specifically, this study uses two regression models to 

measure the value relevance of segment disclosure. Section 5.2.2.1 shows the results of the first 

regression model, which examines the relationship between the market value of the Hong Kong 

firms’ equity and their equity book value and their reportable and non-reportable segment profits. 

Section 5.2.2.2 discusses the results of the second regression model, which looks the relationship 

between the Hong Kong firms’ stock prices and their segment assets and liabilities. 
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5.2.2.1 Results of First Regression Model 

The first regression model 1 (equation 5) is based on the framework of Lee (2010) where the value of 

a firm is expressed as a function of its reportable and non-reportable segment profits and book 

value. Following Lee (2010), the dependent and explanatory variables of model (1) are deflated by 

the number of shares in order to investigate whether a firm’s market value per share (stock price) is 

correlated to the total of reportable and non-reportable segment profits per share and the equity 

book value per share. The total sample size for model (1) is 85 firms but observations were 

eliminated when any of following conditions held: the observations showed a negative equity book 

value or revealed that each variable had an extreme value. Table 5.6 reports the regression results of 

the Hong Kong firms’ market value of equity on their equity book value and reportable and non-

reportable segment profits.  

Table 5.6 Coefficient Estimates of Regression Model (1) -Market Value of Equity on Sum of 
Reportable and Non-Reportable Segment Profit, 2007-2011 

Number of Shares as a Deflator 

Yearly Regressions n
b
 α0 α1 α2 α3 Adj.R

2
 

Pre-HKFRS No.8 Period:       

2007 72 0.6** 0.48** 1.2 -0.88 0.52 

  (2.54) (3.85) (1.38) (-0.99)  

       

2008 73 0.37* 0.34** 1.3** 0.07 0.55 

  (2.41) (6.98) (6.92) (0.16)  

       

Average
c
  0.485 0.41 1.25 -0.405  

Post-HKFRS No.8 Period:       

2010 75 0.05 0.5** 3.42** -0.72 0.55 

  (0.08) (2.8) (3.07) (-0.63)  

       

2011 74 0.36 0.32** 3.15** 0.73 0.51 

  (0.67) (2.8) (4.5) (0.65)  

 
 

 
 

0.205 

 
 

0.41 

 
 

3.285 

 
 

0.005 
 

Average
c
 

Note: 
n

b
= the number of observations used to estimate the regression model (1). All t-statistics are in parentheses.* significant at 

the 0.05 level. ** significant at the 0.01 level. Average
c
 is a simple average of coefficients for two years within the pre- and 

post-HKFRS No.8 periods. 

 

In the above table, the results show the estimated coefficients of the firms’ reportable segment 

profits per share (α2) are positively correlated with their stock price (significant at 1% level) following 

the adoption of the new segment standard HKFRS No.8. This indicates that a firm’s higher reportable 

segment profit per share is associated with its higher stock price. This may be due to the fact that a 

firm with higher segment profits per share attracts more stock investors so that the firm’s stock price 
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rises. Lee (2010) demonstrates this empirically, showing that there is significantly positive 

relationship between reportable segment profits per share and a firm’s stock price. This implies that 

a firm’s reportable segment profit significantly explains its stock price in the post-HKFRS No.8 period. 

Specifically, the estimated coefficient of the total reportable segment profits per share was 3.42 

(significant at 1% level) in 2010 which means that a $1.00 increase in reportable segment profits per 

share translated into a $3.42 stock price increase. Similarly, in 2011, the coefficient of the total 

reportable segment profits per share was 3.15 (significant at 1% level) meaning that a $1.00 increase 

in reportable segment profit per share translated into a $3.15 stock price increase. However, 

compared with the post-HKFRS No.8 period, the estimated coefficients of the total reportable 

segment profits per share in the pre-HKFRS No.8 period were much smaller. For instance, the 

coefficient of the total reportable segment profits per share was only 1.20 (not significant in 2007) 

which indicates the change in a firm’s reportable segment profits per share did not correlate with its 

stock price change in 2007. Although the coefficient of the total reportable segment profit per share 

increased from 1.2 (not significant) in 2007 to 1.3 (significant at 1% level) in 2008, it was still much 

lower than the post-HKFRS No.8 period. This indicates that a firm’s stock price had a stronger 

reaction to its reportable segment profit per share during the post-HKFRS No.8 period than the pre-

HKFRS No.8 period. Similarly, on average, the estimated coefficient of the total reportable segment 

profits per share throughout the post-HKFRS No.8 period was 3.285, which was higher than 1.25 for 

the pre-HKFRS No.8 period. 

The adjusted R2 of regression model (1) for each sample year was around 50%, which means about 

50% of the variability of the firms’ stock prices can be explained by the book value of equity per share 

and reportable- and non- reportable segment profit per share. The results indicate that compared 

with the pre-HKFRS No.8 period, Hong Kong listed firms’ reportable segment profits per share were 

more strongly associated with the firms’ stock prices in the post-HKFRS No.8 period implying that the 

segment profit disclosed by those firms under HKFRS No.8 were more reflective of the firms’ stock 

prices than under HKAS No.14. Thus, compared with HKAS No.14, HKFRS No.8 leads investors to 

make better stock investment decisions by looking at firms’ reportable segment profits. This is 

because the management approach under HKFRS No.8 requires a firm’s segment disclosure to be 

consistent with its internal management organization which leads to improved disclosure by the 

Hong Kong listed firms’ of segment information such as segment revenue items per segment and 

interest expenses. This enables the segment disclosure to reflect a firm’s financial status more 

accurately and transparently which helps investors to make better-informed stock investment 

decisions in reliance on more detailed reportable segment profit disclosure under HKFRS No.8 than 

HKAS No.14. This is consistent with the finding of Lee (2010). While limited research has been carried 

out on the relationship between a firm’s reportable segment profits and its market value, Lee (2010) 

in what appears to be the only relevant study found that the multiple on the sum of reportable 
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segment income per share for the post-SFAS No.131 period was higher than for the pre-SFAS No.131 

period. This implies that the segment income recognition under the new segment standard, SFAS 

No.131 improved the value relevance of segment disclosure. Therefore, this study concludes that the 

reportable segment profit recognition under HKFRS No.8 improves the value relevance of segment 

disclosure in contrast to HKAS No.14 thus validating hypothesis four. 

H4: The total reportable segment profit per share disclosed by Hong Kong listed firms positively 

influences their stock prices after the adoption of HKFRS No.8. 

However, unlike the reportable segment profits, the incremental coefficients of the sum of non-

reportable segment profit per share (α3) are not statistically significant for the pre- and post-HKFRS 

No.8 periods. This implies that non-reportable segment profits have less economic value and 

indicates that changes in a firm’s total non-reportable segment profits per share are not related to 

changes in the firm’s stock price. The non-reportable segment profits are considered as common 

corporate profits which cannot be easily allocated to separate segments such as finance cost, interest 

income, and impairment on goodwill. This indicates that investors focus on a firm’s reportable 

segment profits instead of non-reportable segment profits when they make investment decisions. 

These results are also consistent with the findings of Lee (2010) who established that there is no 

relationship between a firm’s non-reportable segment profits and the market value of its equity 

under SFAS No.131. 

Additionally, Table 5.6 shows that the incremental coefficients of the book value of a firm’s equity 

per share are significant at 1% level and positively correlated to a firm’s stock price both pre- and 

post-HKFRS No 8 period. That means that a firm’s higher equity book value is associated with its 

higher stock price. This may be because investors prefer to invest in firms with a higher equity book 

value since it is a measure of the firm’s asset value (Deegan & Samkin, 2011). This differs from the 

finding of Lee (2010) that the incremental coefficient on equity book value per share is negative, but 

none of them are statistically significant in the post-SFAS No.131 period. The difference may be due 

to different investment environments and company sizes in Hong Kong and the US (Lo, 2002; Chen, 

2005). The average incremental coefficient of the equity book value per share (α1) in the pre-HKFRS 

No.8 period is the same as in the post-HKFRS No.8 (0.41) period, indicating the correlation between a 

firm’s equity book value and stock price differs very little between the pre-and post-HKFRS No.8 

periods. However, compared with the coefficients of the equity book value per share (0.41) the 

coefficients of the reportable segment profit per share (α2) for both pre HKFRS No.8 (1.25) and post 

HKFRS No.8 (3.285) periods are higher. This indicates that firms’ reportable segment profits have a 

higher explanatory power than their equity book value which means reportable segment profits have 

more influence on firms’ stock prices than book value. This may be because investors focus more on 

a firm’s segment profits than its equity book value when investing since segment profits are a better 
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indicator of a firm’s performance than equity book value. The implication is that firms’ reportable 

segment profits play a more significant role in explaining their stock price than the book value of 

their equity. 

5.2.2.2 Results of Second Regression Model 

Regression model 2 (equation 9) is created from the “balance sheet relation” model used in the study 

of Francis and Schipper (1999) where the market value of a firm’s equity is regressed on the book 

value of its reportable and non-reportable segment assets and liabilities. All segments for a multi-

segment firm can be classified as either reportable or non-reportable. If a segment is named “other”, 

“corporate”, or “elimination”, that segment is classified as a non-reportable segment. The total 

sample size for model (2) is 85 firms but observations were eliminated when any of following 

conditions held: the observations showed a negative BV or revealed that each variable had an 

extreme value.  

Table 5.7 Coefficient Estimates of Regressions Model (2) Market Value of Equity on Sum of 
Reportable and Non-Reportable Segment Assets and Liabilities 

Yearly Regressions n
b 

β0 β1 β2 β3 β4 Adjusted R-squared 
Pre-HKFRS No.8 period        

 

73 0.57* 0.35** 1.19** -0.007 -0.24 0.47 2007 

T-statistics  (2.02) (2.65) (4.19) (-0.02) (-0.92)  

 

74 0.26 0.04 0.57** 0.1 0.04 0.46 2008 

T-statistics  (1.82) (0.64) (4.4) (0.66) (0.3)  

 
 0.415 0.195 0.88 0.0465 -0.1  Average

c
 

Post-HKFRS No.8 period        

 

76 -0.22 0.3** 1.64** 0.13 -0.09 0.68 2010 

T-statistics  (-0.50) (2.79) (7.32) (0.49) (-0.34)  

 

74 0.07 0.2* 0.92** 0.11 0.05 0.46 2011 

T-statistics  (0.16) (2.43) (4.16) (0.66) (0.17)  

 

 -0.075 0.25 1.28 0.12 -0.02  Average
c
 

NOTE: 
n

b
 is the number of observations used to estimate the regression model (2).All t-statistics are in parentheses.* significant at 

the 0.05 level. ** Significant at the 0.01 level. Average
c
 is a simple average of coefficients for two years, pre- and post- 

HKFRS No.8. 

 

Table 5.7 shows the slope coefficients of a firm’s reportable segment assets per share (β1) are 

positively correlated with its stock price after the adoption of HKFRS No.8. This implies an increase in 

the reportable segment assets per share appears to be associated with a higher stock price. Thus, a 

firm’s reportable segment assets per share significantly explain its stock price post-HKFRS No.8 
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period. This is because a firm with higher reportable segment assets attracts more investors to buy 

its stock so that its stock price goes up. This result is consistent with Francis and Schipper (1999) who 

found a positive relationship between a firm’s total assets (liabilities) per share and its stock price 

where the book values of assets (liabilities) can explain the variation in equity market values. 

Specifically, the slope coefficient on reportable segment assets per share was 0.3 (significant at 1% 

level) in 2010, whereby an increase of $1.00 in the book value of reportable segment assets per 

share translated into a $0.3 stock price increase in Hong Kong listed firms. Similarly, the estimated 

coefficient of reportable segment assets per share was 0.2 (significant at 5% level) in 2011, whereby 

an increase of $1.00 in the book value of reportable segment assets per share corresponded to a $0.2 

stock price increase in the sample firms.  

However, not all the estimated coefficients of the total reportable segment assets per share were 

statistically significant in pre-IFRS No 8 period. For instance, although the coefficient of the sum of 

reportable segment assets was 0.35 (significant at 1% level) in 2007 the coefficient was not 

statistically significant in 2008, indicating that a firm’s reportable segment asset per share was not 

associated with its stock price in 2008. Furthermore, the average coefficient on the total reportable 

segment assets per share in the post-HKFRS No.8 period is 0.25 indicating that on average, the 

reportable segment asset per share disclosed by the sample firms explains 25% of the variation in 

their equity market values. The comparable average coefficient of the total reportable segment 

assets per share was lower (0.195) in the pre-HKFRS No.8 period. Thus, the comparison of the 

average estimated coefficients of the total reportable segment assets per share in the pre- and post-

HKFRS No.8 period indicates that the segment assets reported by Hong Kong listed firms under 

HKFRS No.8 have a closer correlation to their stock price than those reported under HKAS No.14 

since the average estimated coefficients of the total reportable segment assets per share in the post-

HKFRS No.8 period were higher than those in the pre-HKFRS No.8 period. The adjusted R2 of model 

(2) for each sample year was 47% in 2007. This means that about 47% of the firms’ stock price 

variability could be explained by the book value of reportable- and non-reportable segment assets 

and liabilities per share that year. The corresponding adjusted R2 was respectively 46% in 2008 and 

2011 and 68% in 2010. These results indicate an increase in the ability of book values of segmental 

assets disclosed by Hong Kong listed firms to explain the market value of their equity after the 

adoption of HKFRS No.8. Therefore, Hypothesis five of this study is accepted: 

H5: The segmental assets per share disclosed by Hong Kong listed firms have a positive influence on 

the firms’ stock price after the adoption of HKFRS No.8. 

Table 5.7 also shows the slope coefficients of the total non-reportable segment assets per share (β2) 

are positive and statistically significant at 1% level for both in the pre-and post-HKFRS No.8 periods, 

indicating that a firm’s total non-reportable segment assets per share significantly correlates with its 
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stock price. The non-reportable segment assets are considered as the corporate common assets 

which cannot easily be allocated to each segment such as finance interest and good will. Similar to 

the total reportable segment assets per share, the average coefficient estimates of a firm’s total non-

reportable segment assets per share in the post-HKFRS No.8 period was 1.28, which is higher than 

0.88 in the pre-HKFRS No.8 period. This indicates that a firm’s non-reportable segment assets 

classified under HKFRS No.8 are more highly associated with the firm’s stock price than under HKAS 

No.14. Overall, the results indicate that both reportable and non-reportable segment assets per 

share disclosed under HKFRS No.8 had a greater influence on a firm’s stock price than under HKAS 

No.14. This may be due to the fact that under HKFRS No.8, the number of firms disclosing non-

current assets for each operating segment to increase so enabling investors to have a deeper insight 

into the value of the firm’s assets and better informing their investment decisions. Investors can 

make more appropriate stock investments in reliance on the more detailed reportable segment 

assets disclosure under HKFRS No.8 than under HKAS No.14. There appears to be no previous 

research on the relationship between firms’ stock prices and segment assets and liabilities. Francis 

and Schipper (1999) indicate that there is an improvement in the value relevance of accounting 

information representing an increase in the slope coefficients of the total assets (liabilities) per share 

of firms. The results of this study demonstrate that the slope coefficients of both reportable and non-

reportable segment assets per share have increased since the adoption of HKFRS No.8. This is 

consistent with the study of Francis and Schipper (1999) since total assets are considered as a 

combination of reportable and non-reportable segment assets. Therefore, this study concludes that 

the value relevance of segment assets has improved under HKFRS No.8.  

On the other hand, unlike segment assets, none of the coefficients of reportable and non-reportable 

segment liabilities per share for both pre- and post-HKFRS No.8 periods have had a significant 

correlation with stock prices. This implies that there is no relationship between a Hong Kong listed 

firm’s stock price and reportable or non-reportable segment liabilities per share. This indicates that 

investors consider a firm’s segment assets per share rather than its liabilities when investing in 

stocks. This may be because segment assets are a measure of a firm’s value and a firm with higher 

value will always attract more investors, thus its stock price goes up. For example, firm size is 

considered one of the most important aspects for evaluating stocks (CHEUNG & Ng, 1992; Fama & 

French, 1995). Investors consider the smaller the firm, the more volatile and risky the investment so 

they prefer to invest in large international firms or state-owned enterprises (Brennan, Jegadeesh, & 

Swaminathan, 1993; Fama & French, 1995). This finding differs from Francis and Schipper (1999) who 

suggested that there was a negative relationship between a firm’s total liabilities per share and its 

stock price. This is due to the socio-economic differences in the US and Hong Kong. Therefore, 

Hypothesis six cannot be accepted. 
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H6: The segmental liabilities per share disclosed by Hong Kong listed firms have a positive influence 

on the stock price of Hong Kong listed firms after the adoption of HKFRS No.8. 

5.3 Summary of findings 

In summary, the empirical results of this study reveal that HKFRS No.8 has not resulted in 

improvements in the quantity of segment information reported by Hong Kong listed firms. 

Specifically, the number of segments and items per segment disclosed by those firms has no 

statistical difference since the adoption of HKFRS No.8. Thus both hypothesis one and two can be 

accepted. However, the results of both the portfolio return approach and regression model show 

that HKFRS No.8 has improved the value relevance of segment information disclosed by Hong Kong 

listed firms. Specifically, the results of the portfolio return approach indicate that HKFRS No.8 has 

improved the value relevance of segment profit resulting in the firms’ higher market-adjusted 

returns to hedge portfolios based on foresight of changes in the total reportable segment profit 

disclosed by the firms. Thus, hypothesis three is accepted. The results of the first regression model 

point out that compared with the HKAS No. 14; there has been a more significant positive 

relationship between the total reportable segment profits disclosed by the Hong Kong firms and the 

market value of their equity after the adoption of HKFRS No.8. Thus hypothesis four is accepted. In 

addition, the results of the second regression model indicate that the sum of reportable segment 

assets disclosed by the Hong Kong listed firms exhibits a more significant positive correlation with the 

market value of a firm’s equity the post HKFRS No.8 period. Thus, hypothesis five is accepted. 

However, because there is no evidence that disclosed segment liabilities are correlated to the market 

value of their equity. Hypothesis six cannot be accepted. 
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Chapter 6 

Conclusions 

This chapter summarises the research project. Section 6.1 presents a summary of the research 

objectives, data collection and methods. Section 6.2 discusses the results and implications of the 

research. The research limitations are described in section 6.3 and Section 6.4 provides 

recommendations for further research. 

6.1 Research objectives, data and method 

With the increasing complexity of business entities, consolidated financial statements may hide the 

profitability of firms which have various products and services (Benjamin et al., 2010). Segment 

reporting has become an important aspect of financial disclosure to understand a firm’s financial 

position. The Association for Investment Management and Research in a survey rated segment 

reporting as a firm’s second most important financial disclosure (Benjamin et al., 2010). In 1981, IASB 

issued IAS No.14, “Segment Reporting” to standardize firms’ segment disclosure. In order to 

harmonize Hong Kong accounting standards with International Accounting Standards, in 2004 HKSA 

issued an identical Hong Kong standard, HKAS No.14, Segment Reporting, with the same effective 

date and transitional provisions as IAS No.14 (Prather-Kinsey & Meek, 2004). However, IAS No.14 has 

been criticized for not providing segmental information based on an entity’s internal structure, which 

could leave managers considerable room for defining their reportable segments. This permits some 

firms to exploit IAS No.14’s flexibility in defining reportable segments to suit their own financial-

reporting purposes. (Association for Investment Management and Research, 1993; Berger et al., 

2003; Street et al., 2000). For example, some firms avoided providing disaggregated segment 

disclosures (Berger et al., 2003). In order to allow stakeholders to see the firm “through the eyes of 

management” (International Financial Reporting Standards, 2010b, p. B559), IASB issued a new 

segment standard, IFRS No.8, which fundamentally changes the approach to identifying segments 

from “industry approach” under IAS No.14 to “management approach”(International Financial 

Reporting Standards,2010b). The IFRS No.8 converges with its US counterpart, SFAS No.131, except 

minor differences (Crawford et al., 2012). In order to keep Hong Kong Financial Reporting Standards 

up to date with International Accounting Standards, in 2009 the Hong Kong Institute of Certified 

Public Accountants adopted IFRS No.8, namely, Hong Kong Financial Reporting Standard 8, Operating 

Segments (HKFRS No.8), with the same effective date and transitional provisions as IFRS No.8, which 

superseded IAS No.14, Segment reporting (Hong Kong Financial Reporting Standard, 2009; KPMG, 

2007). Research on the implementation of IFRS No.8 has been limited, since the new standard just 

became effective in 2009. Previous research on segment disclosure has been based mostly on US 

data (see Sanders et al., 1999; Street et al., 2000; Herrmann & Thomas, 2000; Berger et al., 2003; 



 54 

Ettredge et al., 2006). There is currently limited evidence on whether HKFRS No.8 actually overcomes 

the problems created by HKAS No.14 so as to improve segment disclosure in Hong Kong listed firms. 

Nevertheless, Hong Kong has a unique cultural, political and economic system and business 

environment as a result of which its accounting disclosure practices differ significantly from those of 

mainland China and other advanced economies like the United States, United Kingdom and Europe 

(Lo, 2002). This study aims to fill the gap by using empirical measures to assess both the quantity and 

usefulness of segment disclosure in Hong Kong listed firms under the HKFRS No.8. The objective of 

this study is to ascertain whether HKFRS No.8 has actually improved the quantity and usefulness of 

segment reporting by Hong Kong listed firms compared to HKAS No 14. This study attempts to 

answer the following two research questions: 

1. Does the adoption of HKFRS No.8 improve the quantity of segment information disclosed by Hong 

Kong listed firms? 

2. Does the adoption of HKFRS No.8 improve the usefulness of segment information disclosed by 

Hong Kong listed firms? 

In order to investigate the quantity of segment information disclosed by Hong Kong listed firms, this 

study manually gather the segment information from firms’ annual financial statements one year 

before and after the adoption of HKFRS No.8. In order to investigate the usefulness of segment 

information disclosed by Hong Kong listed firms, this study employs the portfolio return and 

regression model approaches to compare the value relevance of segment information disclosed by 

Hong Kong listed firms two years before and after the adoption of HKFRS No.8. The portfolio-returns 

method defines the value relevance of accounting measures as the proportion of information in 

stock returns captured by the accounting measures (Alford et al., 1993; Francis & Schipper, 1999; 

Hung, 2000). Following Lee (2010), this study investigates value relevance of segment disclosure for 

Hong Kong listed firms by using the hedge portfolio approach to calculate the proportions of all 

information in stock returns which are captured by reportable segment profits disclosed by Hong 

Kong listed firms. Particularly, this study compares the market-adjusted return calculated by forming 

three different hedge portfolios between the pre-and post HKFRS No.8 period. On the other hand, 

regression model approach was used to investigate the relationship between the stock prices of the 

Hong Kong listed firms and their reportable and non-reportable segment profits, assets and liabilities 

for the pre- and post-HKFRS No.8 periods. Specifically, this study uses two regression models to 

measure the value relevance of segment disclosure. The first regression model is based on Ohlson 

(1995) and Lee’s (2010) study where the value of a firm is expressed as a function of its book value 

and earnings. The model examines the relationship between the market value of the Hong Kong 

firms’ equity and their equity book value and their reportable and non-reportable segment profits. 

The second regression model is a development of an empirical framework for balance sheet relation 
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based on Francis and Schipper (1999)’s study. The model tests the relationship between the Hong 

Kong firms’ stock prices and their segment assets and liabilities. 

To satisfy the objectives of this study, a total of 85 multi-segment Hong Kong listed firms has been 

selected as sample firms. The data used in this research was obtained from the sample firms’ annual 

financial statements and data stream database during the period 2006 to 2011. The pre-HKFRS No.8 

period sample consists of observations from 2006 to 2008 fiscal years and the post-HKFRS No.8 

period sample consists of observations from 2009 to 2011 fiscal years, 2009 is considered as 

transitional period.  

6.2 Result discussion and Research implications: 

Section 6.2.1 describes the results of the first research question and section 6.2.2 discusses the 

results of research question two. The implications of the research findings are described in 6.2.3. 

6.2.1 Results of question one 

In order to investigate whether the adoption of HKFRS No.8 improves the quantity of segment 

information disclosed by Hong Kong listed firms. This study compared the number of segments and 

the number of items for each segment disclosed by Hong Kong listed firms one year before and after 

the adoption of HKFRS No.8.  

The findings show that 100% of the sample firms had already implemented the new segment 

standard, HKFRS No.8. The switch to a management approach in defining segments under HKFRS 

No.8 has led to some improvements. First, HKFRS No.8 has caused Hong Kong listed firms to disclose 

more supplementary entity-wide segment information. Second, the method of presentation of 

segment information has become more diverse and flexible under HKFRS No.8. Third, the mean 

number of segments reported by the sample firms under HKFRS No.8 was slightly higher than under 

HKAS No.14. Fourth, the mean number of items for each segment reported under HKFRS No.8 was 

slightly higher than under HKAS No.14. These findings imply that under HKFRS No.8 financial 

statement users can acquire deeper insight into a firm’s operations and financial position by gaining 

more detailed segment information such as the additional entity-wide information disclosed by Hong 

Kong listed firms. However, several concerns remain. First, the increase in the mean number of 

segments disclosure is statistically insignificant under HKFRS No.8. Second, the increase in the mean 

number of items for each operating segment disclosed is statistically insignificant under HKFRS No.8. 

Thirdly, HKFRS No.8 specifically requires firms to disclose several items such as interest income, 

interest expenses, income tax expenses or income and non-cash items, but the percentages of the 

sample firms which disclosed those items was quite low after the adoption of HKFRS No.8. For 

instance, only 24% of the sample firms disclosed interest income, 12% of sample firms disclosed 
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interest expenses and 18% of sample firms disclosed income tax expenses or revenue.  Although the 

disclosure of non-cash items is required by HKFRS No.8, the percentage of sample firms which 

disclosed non-cash items even decreased under HKFRS No.8. Moreover, a number of firms may 

exploit the opportunity provided by the flexibility of HKFRS No.8 to hide the disclosure of certain 

segmental information which has unfavourable results such as capital expenditure (Crawford et al., 

2012). In addition, a number of firms tended to avoid disclosing certain segmental information 

related to commercially confidential issues such as major customers information. 

Therefore, this study concludes that the adoption of HKFRS No.8 has not improved the quantity of 

segment information disclosed by Hong Kong listed firms. This indicates that the improvements 

intended by the introduction of HKFRS No.8 have not been fully borne out in practice. An explanation 

may be that because the new HKFRS No.8 standard only took effect in 2009, where some Hong Kong 

listed firms have not done a good job of adjusting their segment disclosure to comply with the new 

standard on time. The other reason could be that firms without any changes may have previously 

defined their segments to be consistent with the internal management organization of their firm 

under HKAS No.14. Additionally, commercially sensitive information is a big concern for financial 

statement preparers so firms may try to avoid providing disaggregated segment disclosures. This 

implies that IFRS No 8 may need to be revisited in order to provide clearer guidance on what firms 

should disclose (Crawford et al, 2012). 

6.2.2 Results of research question two 

In order to investigate whether the adoption of HKFRS No.8 improves the usefulness of segment 

information disclosed by Hong Kong listed firms. This study uses the portfolio return approach and 

regression to compare the value relevance of segment information disclosed by Hong Kong listed 

firms two years before and after the adoption of HKFRS No.8. 

The portfolio return approach shows that HKFRS No.8 has improved the value relevance of segment 

profit resulting in firms’ higher market-adjusted returns to the hedge portfolios based on foresight of 

changes in the total reportable segment profit disclosure. 

The regression models investigate the relationship between the stock price of Hong Kong listed firms 

and the sum of their reportable and non-reportable segment profits, assets and liabilities pre- and 

post-HKFRS No. 8. The results of the first regression model show that there has been a more 

significant positive relationship between the sums of reportable segment profits disclosed by the 

firms and the market value of their equity after the adoption of HKFRS No.8 compared with the 

preceding standard HKAS No.14. The results of the second regression model demonstrate that the 

sum of reportable segment assets disclosed by the Hong Kong listed firms exhibits a more significant 

positive correlation with the market value of a firm’s equity as a consequence of the adoption of 
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HKFRS No.8 compared with the position under the previous standard, HKAS No.14. There is no 

evidence that segment disclosure about liabilities is correlated to the market value of their equity. 

Therefore, the empirical results of both portfolio return and regression model approaches 

consistently demonstrate that HKFRS No.8 has improved the value relevance of segment information 

disclosed by the Hong Kong listed firms.  

Therefore, this study concludes that the adoption of HKFRS No.8 has improved the value relevance of 

segment information disclosed by the Hong Kong listed firms. This implies that HKFRS No.8 gives 

firms discretion in determining segment disclosure leading to an improvement in the usefulness of 

segment information to investors. Therefore, investors can rely more on the segment information 

disclosed under HKFRS No.8 to make appropriate stock investment decision than under HKAS No.14. 

This result is consistent with the study of Crawford et al. (2012) which indicated that segmental 

information was useful for investors’ decision making. This confirms IASB’s assertion that the 

management approach under the new segment standard provides more useful information to 

investors not available under the old standard, IAS No.14. 

6.2.3 Implications 

Many studies reported more transparent disclosures lead to greater detection of earnings 

management (see Bushman & Smith, 2003; Hunton, Libby, & Mazza, 2006). Managers always lobby 

for and choose less transparent financial disclosure formats probably in the belief that there is a 

benefit to be derived from limiting users’ ability to detect earnings management (Hunton et al., 

2006). Segment reporting provides supplementary and explanatory information about the firm’s 

financial position. This enhances the transparency of the firm’s financial disclosure to avoid the 

earnings management. However, anecdotal evidence showed that due to the weakness of segment 

reporting standards, managers have chances to manipulate segment data (Hann & Lu, 2009). 

Accounting researchers claimed that IAS No.14 required reportable segments classified by “industry 

segment” which allowed firms to classify their business segments too broadly by using the “industry 

segment” criterion; thus firms disclosed too few industry segments which could leave managers 

considerable room for defining their reportable segments. This permits some firms to exploit IAS 

No.14’s flexibility in defining reportable segments to suit their own financial-reporting purposes 

(Association for Investment Management and Research, 1993). This weakness in IAS No.14 was 

exploited by many firms to avoid providing disaggregated segment information (Berger et al., 2003). 

Supporters of IFRS No 8 claim that IFRS No 8 requires the entity internal management structure to be 

congruent with its external financial reporting. Chiefly, this was in response to the criticism that IAS 

No 14 did not provide segment information based on an entity’s internal structure (Street et al., 

2000; Herrmann & Thomas, 2000). Also, advocates for IFRS No.8 and presumably its counterpart 

HKFRS No.8 also claimed that the requirement of congruence between external financial disclosure 
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and internal management structure led to a reduction in managerial discretion in segment 

identification. This is in response to the criticism that IAS No 14 allowed some firms to exploit the 

flexibility in defining reportable segment under IAS No.14 to avoid providing disaggregated segment 

disclosures (Berger et al., 2003; Street et al., 2000; Herrmann & Thomas, 2000). However, the 

findings of this study show that HKFRS No.8 has resulted firms to slightly increase the disclosure of 

segmental information such as geographic and major customer information.  Therefore, the users 

can get deeper insight of the firms’ financial position so as to make appropriate stock investment 

decision. This indicates the usefulness of segment disclosure improved in Hong Kong. However, 

HKFRS No.8 has not improved the quantity of segment disclosure by Hong Kong listed firms. In 

particular, a number of firms had not changed their segment disclosure or even decreased the 

number of their reportable segments or items per segment. This indicates that IFRS No.8 may still 

leave some room for firms to manipulate their earning by avoiding disaggregated segment 

disclosures. Some studies have documented that many firms went so far as to make internal 

reporting changes to obtain the segment groupings they wanted in order to reduce competitive harm 

under the “management approach” of the new segment standard (Street et al., 2000). Also, Hann 

and Lu (2009) indicated that managers have the incentive to manipulate segment earnings to avoid 

reporting losses. Many accounting researchers has claimed the weakness of the IFRS No.8 

“management approach” including that (1) IFRS No.8 relies on how the entity determines its 

operating segments so managers are likely to exploit their discretion to avoid providing 

disaggregated segment information (Berger et al., 2003). (2) Neither the old nor the new segment 

reporting standards (IAS No.14 and SFAS No.131) requires firms to fully allocate all overhead costs to 

their business segments. Instead, both standards only require firms to allocate certain common costs 

to their segments on a “reasonable basis”. This process for allocating costs may be highly subjective 

and subject to considerable managerial discretion, which leaves considerable room for managers to 

exploit their discretion in the corporate overhead cost allocation process to manipulate segment 

profits (Hann & Lu, 2009). Further, IFRS No.8 does not require that segment information be provided 

in accordance with the same GAAP used to prepare consolidated financial statements. It actually 

allows any measure like segment income to be reported in a segment reporting statement, as long as 

it is used for internal management decision-making (International Financial Reporting Standards, 

2010b). This leaves much room for managerial discretion because operating segment disclosure is 

heavily based on how management determines its internal business activities under IFRS No.8 (Lee, 

2010). In order to improve segment disclosure under IFRS No.8, this research suggests some 

recommendations for the standard setter, IASB: 

1. IASB could decrease the quantitative threshold requirement for an operating segment under IFRS 

No.8.Currently, the threshold is 10% or more of the combined revenue, internal and external, 

combined reported profit/loss, combined assets of all operating segments under the IFRS No.8. This 

http://nz.mc961.mail.yahoo.com/mc/compose?&.rand=1250868103#_ENREF_3
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threshold may be decreased down (for example to 5%) so that more operating segments can be 

identified. This can limit the managerial discretion to manipulate the identification of operating 

segment.   

2. IASB could also provide comprehensive guidance on how to allocate all overhead costs to firms’ 

each segment under the IFRS No.8. Particularly, under IFRS No.8, IASB could also establish the 

quantitative threshold requirement for segmental overhead allocation. 

3. IASB could consult financial statement users regarding allowing an opt out for the provision of 

segment information if the firms consider that such segment information is commercially sensitive 

and likely to prejudice their long-term performance (Crawford et al., 2012).  

6.3 limitations 

There are some limitations in this study. First, owing to data availability the sample size was relatively 

small making generalisations difficult. Second, this study investigated only two years before and after 

the adoption of HKFRS No.8 because this accounting standard became effective only in 2009. It is 

difficult to discern the robustness of IFRS No.8 and the true position regarding the implementation of 

IFRS No.8 within this short period of time. Third, this study excludes some other factors affecting the 

stock price of firms such as GDP, inflation rate, interest rate and bond yield.  

6.4 Recommendations and remarks 

In order to improve the reliability of research results and to increase the generalizability of the 

research findings, in the future research projects the number of sample firms for investigation should 

be increased to make generalisation more sensible. Also, the longer-term impact of IFRS No.8 should 

be investigated for a longer time span (possibly five years) than the pre and post comparison of the 

current study. In addition, there are some minor differences in geographical disclosure between and 

IAS No.14. For instance, IFRS No.8 requires firms’ geographical disclosure based on different 

countries, but IAS No.14 requires firms’ geographical disclosure based on different areas. Thus, 

segment disclosure based on geographic areas disclosed by firms is considered another key factor 

where future research could compare the geographic information reported by the firms before and 

after the adoption of IFRS No.8. 
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Appendix A 
 

A.1 The name of sample firms: 

 

 

The list of sample firms 

   
21 holding limited Allied overseas limited Amvig Holdings limited 

china haidian holdings limited China Mining Resources Group Limited 
Wonson International Holdings 
Limited 

China Travel international investment Hong Kong 
Limited 

Shang Hai Allied Cement Limited CITIC Resources Holding Limited 

Willie International Holdings Limited Daido group limited DeTeam Company Limited 

Eva precison industrial holdings limited Founder holdings limited Greater China Holdings Limited 

NewOcenan Energy Holdings Limited Playmates holdings Limited 
Poly(Hong Kong)Investments 
Limited 

Techtronic Industries Co.Ltd 
Tian An China Investments Company 
Limited 

Tom Group Limited 

Global Bio-chem Technology group company 
limited 

China Chengtong Development Group 
Limited 

Swire Pacific(A Share) Limited 

Allied properties limited Hutchison Whampoa Limited MTR Corporation Limited 

Fulbond Holdings Limited First Pacific company limited CIMC Enric Holdings Limited 

Coslight Technology international group limited Lingbao Gold company. Ltd First tractor company limited 

Ping An Insurance(group)company of china,ltd The Sincere Company,Limited Alco Holdings limited 

Asia Standard Hotel Group Limited 
The Premier Designer& Manufacturer 
of quality leather accessories Limited 

CITIC 24CN Company Limited 

 YauLee Holdings Limited Herald Holdings Limited 146 Holdings limited 

Stelux Holdings International Limited Styland Holdings Limited Texwinca holdings limited 

CEC International Holdings Limited China Motor Bus Co.Ltd Dynamic Holdings Limited 

Far East Pharmaceutical technology company 
limited 

Sun Hung Kai Properties Limited G-Resources Limited 

China Best Group Holding Limited China Everbright International Limited 
National Electronics Holdings 
Limited 

China Pharmaceutical Group Limited China Resources Logic Limited See Corporation Limited 

Gemini property investments limited(changed 
name) 

Zhong Hua Internationl Holdings 
Limited 

Guoco Group limited 

DVN (Holdings)limited China star investment holdings limited Mascotte holdings limited 

Hengan international group company limited Hi Sun Technology(China)Limited  SuneVision Holdings Ltd 

Shougang Concord Century Holdings Limited 
Sino-Tech International Holdings 
Limited 

UDL Holdings Limited 

Transport international Holdings Limited Trasy Gold Ex Limited 
Cosmopolitan International 
Holding LTD 

Tai Ping carpet International Limited Allied group limited Pioneer Global Group Limited 

Nagacorp. LTD Singamas Container holdings limited King Fook holdings limited 

China Eastern Airlines Corporation Limited Kasen international holdings limited Safety Godown Co Ltd 

ZhongTian International Limited ENN Energy holding limited Asia Orient holdings limited 

NuBrands group holdings Limited     

http://en.wikipedia.org/wiki/Hong_Kong
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Appendix B 

B.1 The T-Test for Number of Segments Disclosed: 

Paired Samples Statistics 

 Mean N Std. Deviation Std. Error Mean 

Pair 1 
2008. 3.32 85 1.302 .141 

2010. 3.46 85 1.622 .176 

 

Paired Samples Test 

 Paired Differences t df Sig. (2-tailed) 

Mean Std. Deviation Std. Error Mean 95% Confidence Interval of the Difference 

Lower Upper 

Pair 1 2008. - 2010. -.141 1.329 .144 -.428 .145 -.980 84 .330 

B.2 The T-Test for Items Reported for Each Segment: 

Paired Samples Statistics 

 Mean N Std. Deviation Std. Error Mean 

Pair 1 
2008 12.27 85 4.247 .461 

2010 12.39 85 5.150 .559 

 

Paired Samples Test 

 Paired Differences t df Sig. (2-tailed) 

Mean Std. Deviation Std. Error Mean 95% Confidence Interval of the Difference 

Lower Upper 

Pair 1 8 - V3 -.118 3.721 .404 -.920 .685 -.292 84 .771 

 


