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ABSTRACT

| investigate whether U.S. bank holding companiésose early adoption of accounting
standards to better access external financing. Botimomic intuition and theories suggest that
banks are motivated to take measures such as iaflmmdisclosure to better access capital
markets. Examining accounting standards from Jgnu@®5 to March 2008 that allowed for
early adoption, | find that banks with lower prability and higher risk profiles are more likely
to choose early adoption. This evidence is consisteth a bank’s incentive to better access
external financing. In addition, the results suggesounter-signaling effect of early-adoption
decisions. | further find that banks are more lki& choose early adoption for the purpose of
having better access to external financing whenrnbeme effects of accounting standardseare
ante undetermined or when only disclosures are requirgovide evidence that banks vary
their early-adoption decisions according to sevaaounting standard characteristics, such as
the income effects of accounting standards, stahtjgre (financial versus non-financial), and
standard complexity. Finally, early adopters gelheraxperience higher fund growth than
matched late adopters during economic expansiorenvidanks are most motivated to attract

more funds.
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CHAPTER 1
INTRODUCTION

Early adoption of accounting standards (herea#nly adoption) is an area that has been
investigated by several research studies. Theskesthave focused on different reasons behind
early adoption that encompass both contractingifiodmation disclosure paradigms. Under the
contracting paradigm, the reasons found to be &sdcwith early-adoption decisions include
maximizing accounting-based compensation bonusesjiag violations of debt covenants, and
minimizing political costs (e.g., Ayres 1986; Scb®91; Sami and Welsh 1992; Ali and Kumar
1994). Under the information disclosure paradigmmidand Ziv (1997a, b) provide evidence
that early adoption can be an information signalcépital markets. They theoretically and
empirically show that managers use both early ado@nd financial statement recognition to
disclose favorable information about previouslyaparted post-retirement liabilities. In addition,
they find that these firms experience a positiviclstmarket reaction to their early-adoption
announcements, a finding consistent with manageo®sing to early adopt the standard to
reveal low post-retirement liabilities relative tile market's expectation. None of the studies
mentioned above include financial firms in theiabsis, because these firms are regulated and
have radically different operations from non-finedirms (Scott 1991). Thus, early adoption
by banks is a largely un-researched area.

| attempt to fill the gap by examining early-adoptidecisions of U.S. bank holding
companies (hereafter, BHCs or banks) on accourdgitagdards, issued in the period from
January 1995 to March 2008 which allowed for eadgption' Economic intuition and theories
suggest that a crucial determinant of a bank’s goernce is its access to financing.
Theoretically, information disclosure has been aisged with better access to capital markets
(see Healy and Palepu (2001) for a review). | extide information disclosure paradigm further
by investigating whether the incentive to bettecess external financing is a motivation for
banks to early adopt accounting standards. To nowladge, this motivation has not yet been

investigated in the early adoption context. As siuicis appealing to study whether the external-

! A bank holding company is defined as “A compargt twns and/or controls one or more U.S. banksnertbat
owns, or has controlling interest in, one or moemks. A bank holding company may also own anotlakb
holding company, which in turn owns or controlsaamk.” (sourcehttp://www.ffiec.gov) The choice of the sample
period is discussed in footnote 13.




financing motivation is important in explaining ank’s early-adoption decisions because early
adoption is a form of information disclosure wherew information is revealed through
recognition and/or disclosure. In addition, the on#y of the accounting standard
pronouncements allowing for early adoption during93-2008 were related to financial
instruments. Because financial instruments are nsitely used in banking activities, the
banking industry is an ideal sample to study thelyeadoption of these accounting
pronouncements.

To date, Beatty (1995) is the only paper that eraiBHCs’ early-adoption decisions.
She finds that a bank’s motivation to increase laguy capital is important in explaining its
decision to early adopt SFAS No. 115, which death wccounting for investment securities.
My study adds to Beatty (1995) in the following wayirst, Beatty examines whether banks
early adopt to increase their regulatory capitabuigh unrealized gains in investment securities
portfolios. In contrast, this study investigatesetter banks early adopt accounting standards to
disclose information and thus to better accessreaitdinancing in the form of either debt or
equity capital. Second, this study investigatesesdvaccounting standards that allow for early
adoption, whereas Beatty (1995) and prior studismnene only one standard at a time. The
multiple-standards setting enables me to examinetiveln the income effects of accounting
standards and standard-specific characteristitseinée banks’ decisions to early addpt.

Raising funds in capital markets is essential toksayet not all banks choose to early
adopt during the sample period of this study. Thservation suggests that banks vary in their
capability/needs to raise funds externalbgteris paribus Existing theoretical and empirical
voluntary disclosure research suggests that firmofitpbility is associated with a firm’s
motivation for disclosure, such as conveying goews and having better access to external
financing. For a firm’s incentive to convey goodwse a vast majority of voluntary disclosure
theories suggest that firms are more likely to deodisclosure to reduce adverse selection costs
due to information asymmetry as their private infation becomes more favorable (e.g.,
Verrecchia 1983; Dye 1986; Darrough and Stought®880)l Empirical studies show mixed
results. While some studies document a positivecason between firm profitability and

ZIn this study, | focus on the association betwieank characteristics and banks’ external finanagntive, and
the effect of that association on early-adoptioriglens. Therefore, the multiple-standard-settinqldes a
powerful test and generalizability of the resulisdrawback of this setting is that | am unable taistomize” an
early-adoption decision model for each accounttagdard and | leave this issue for future research.
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management earnings forecasts (e.g., Lev and Pehf&8h Lang and Lundholm 1993, 2000),
other studies argue and document that firms chtwdesclose preemptive bad news in earnings-
related disclosures when facing potential litigatapsts or management reputation costs (e.qg.,
Skinner 1994; Cao and Narayanamoorthy 2011). Fomés incentive to better access external
financing, recent disclosure studies have suggestedegative association between firm
profitability and voluntary disclosure (e.g., FracKhurana, and Pereira 2005; Suijs 2007).
These studies argue that high profit firms have &®mcerns about acquiring funds in capital
markets because they are financially healthy. Téeay either generate funds through internal
growth or raise funds externally with low cost @pdal without additional disclosure. On the
other hand, low profit firms have limited abilityp tgenerate funds internally and thus are
relatively reliant on external financing. High pitdirms, therefore, are not as motivated as low
profit firms to choose disclosure to gain betteress to external financing. Taken together, the
above discussion suggests that bank profitabgitgn important determinant of the likelihood of
early adoption. It is, however, an empirical issugether a bank’s incentive to better access
external financing dominates other reasons in #megily-adoption decisions.

Besides profitability, voluntary disclosure studadso investigate the association between
firm risk and a firm’s incentive to better accesseenal financing. Empirical studies suggest that
non-financial firms can better access externalniomag through voluntary disclosure by lowering
the cost of capital (e.g., Botosan 1997; Sengup@B1Botosan and Plumlee 2002). Lang and
Lundholm (1993) argue that if firm performance wadility proxies for information asymmetry
between investors and managers, riskier firms avesrfikely to choose disclosure to reduce
adverse selection costs due to information asynym€onsequently, risky firms can better
access external financing with lower cost of cdapghaough voluntary disclosure than without
such disclosure. Suijs (2007) theoretically suggdisat the likelihood of disclosure increases
with the uncertainty in firms’ future performandee( firm risk profiles). The above discussion
suggests that the likelihood of early adoptiondsifively associated with bank risk profiles.

| use logit regressions to test the associatiorearty-adoption decisions with bank
profitability and bank risk profiles by examininiget early-adoption decisions of 486 U.S. BHCs
for 16 accounting standards. | find a negative ti@ighip between the likelihood of early
adoption and bank profitability. In addition, | fira positive relationship between the likelihood

of early adoption and bank risk profiles. Standardj the coefficients on explanatory variables,



| find that a one-standard-deviation decrease ik ofitability increases the odds ratio (early
adoption to late adoption) by 47%. A one-standaddation increase in interest rate risk on the
investment portfolios, credit risk on the loan palibs, the notional amount of derivative
exposures, and the operational risk increases tlus oatio by 19%, 23%, 13%, and 14%,
respectively. Further analysis shows that the ptiegis are best supported in the contexts of
early-adoption decisions on accounting standardls ex anteundetermined income effects and
with only disclosure requirements. Moreover, baaks more likely to choose to adopt early
accounting standards related to financial instrusi@m with low standard complexity for the
purpose of better accessing capital markets.

In summary, the above findings indirectly suppdre tassertion that early-adoption
decisions are based on gaining better access éonaxtfinancing. To providex postevidence
on a bank’s incentive to better raise funds in tehpnarkets, | examine whether early bank
adopters generally experience higher growth of $utithn their matched late bank adopters
between the standard issue date and its effectitee(de., the testing period) after controlling fo
bank profitability. It is also worth noting thatlmnk’s financing strategies may change with
macroeconomic conditions. For instance, during enoa expansions, the market demand for
loans increases and therefore banks’ demand faisfatso increases. On the other hand, the
market demand for loans decreases during econoomitactions and therefore banks are less
motivated to expand sources of funds. Consequdrdgikpect early adopters to experience higher
growth of funds than matched late adopters durocapemic expansions. The results show that
early adopters generally experience a higher groeftifunds than matched late adopters in
testing periods that take place during economicaegns. Further analysis shows that the
major source of funds contributing to the growtkhert-term liabilities other than deposits.

This paper extends and complements prior early{amlogtudies in several ways. First,
this paper introduces incentives to better accet&sreal financing as a new reason to early adopt.
To the best of my knowledge, this is the first papeutilize a large set of early-adoption data of
BHCs and systematically examine BHCs’ early-adaptecisions. Early adoption of accounting
standards is rare for banks, with the rate of eadlyption ranging from zero to 19%. Despite this
rarity, theex postevidence in this study on early-adopters’ immediatprovement in accessing
capital markets reinforces the idea that banksémtive to better access external financing is

important in explaining their early-adoption decis. Second, by analyzing adoption of



multiple standards, this study provides evidenceawfations in early-adoption decisions given
different income effects of accounting standartEndard types (financial versus non-financial),
and standard complexity. Finally, the evidence efatively associated bank profitability and
positively associated bank risk profiles with eaaboption decisions suggests a counter-
signaling effect (e.g., Feltovich, Harbaugh, and 2@02) of early-adoption decisions. The
signaling theory suggests that high quality firnmslertake costly actions to signal their superior
guality and separate themselves from low quality$i (e.g., Spence 1973, 2002; Morris 1987).
Therefore, qualified signals distinguish two typssfirms: low or high quality firms. When
additional noisy information on firms’ quality ivailable, the counter-signaling theory suggests
that high quality firms choose not to signal thagiality or counter-signal to separate themselves
from medium quality firms. Medium quality firms, ote other hand, choose to signal to
separate themselves from low quality firms. Thamfan a counter-signaling equilibrium, three
types of firms are identified: low, medium, or highality firms. Prior accounting research on
accounting choice has applied the signaling thémexplain managers’ decisions but the results
do not always concur with the theory (e.g., Eakid &ramlich 2000; Aboody, Barth, Kasznik
2004). This study is the first to identify counggnaling effects of early-adoption decisions
because it documents that early-adopting bankseatr@ecessarily the less risky and the most
profitable. As banks are closely scrutinized by kamgulators, maintaining growth in
profitability and practicing sound risk managememt of utmost importance to banks’
operations. Hence, implications about a bank’sr&ufinancial performance may be gathered by
analyzing its early-adoption decisions over time.

The remainder of this paper is organized as folloGisapter 2 reviews related early
adoption literature and develops the hypotheseapteh 3 describes the empirical predictions
and research design, and presents findings. Chégrerceeds with additional analyses. Chapter

5 summarizes and concludes.



CHAPTER 2
RELATED PRIOR LITERATURE AND HYPOTHESIS DEVELOPMENT

2.1Related Prior Literature

Extant work on the selection of time for which matady accounting standards are
adopted (i.e., early adoption or adoption timingyuses on issues such as motivations for early
adoption (e.g., Ayres 1986; Scott 1991; Langer ke 1993; Ali and Kumar 1994; Amir and
Livnat 1996; Gujarathi and Hoskin 2003), and ecoiwatonsequences or stock market reactions
to early adoption (e.g., Lee and Stiner 1993; Bea®95; Amir and Ziv 1997a, b). The first
application of the positive theory of accountinggif and Zimmerman 1986) to management’s
choice of adoption date of an accounting standppars in Ayres (1986). That study examines
the existence of systematic differences betweety eard late adopters of the new foreign
currency translation accounting standard, SFAS Bb. (FASB 1981), and finds results
consistent with the debt and compensation contrgcéind political costs hypotheses.

Scott (1991), Langer and Lev (1993), and Ali andrian (1994) examine managerial
motives for choosing the adoption timing of the r@andard on pension accounting, SFAS No.
87 (FASB 1985). Scott (1991) examines and documéms influence of political costs,
management compensation contracts, and the magrofutie income effect of the adoption on
the adoption-timing choice. In the context of exaimy FASB’s justification for an extended
adoption period, Langer and Lev (1993) show thanhaive to increase reported earnings
consistently distinguishes early versus late adspt@li and Kumar (1994) complement the
literature by studying interactions between firnaiccteristics and the magnitude of the income
effect of the adoption in explaining the adoptionihg choice. They find that including
interactions enhances the explanatory power oatloption-timing choice model.

Gujarathi and Hoskin (2003) investigate factord #féect economic incentives to early
adopt the new accounting standard on income té&8@€AS No. 96 (FASB 1987). Their results
are consistent with the political cost hypothesml ghe debt and compensation contract
hypotheses in explaining early adoption decisiond the choice of the transition method.
Similar to Ali and Kumar (1994), they also documéngher explanatory power of the early
adoption model with interactions between the incaffect of the adoption and other testing

variables.



Amir and Livnat (1996) study a manager’'s motivesséoly adopt the new accounting
standard on postretirement benefits other than ipesis SFAS No. 106 (FASB 1990). By
comparing early and late adopters, they show tihasfearly adopt the standard to correct the
market’'s perception of the magnitude of the posaetent benefit obligation (PRB) as lower. In
addition, they show that firms early adopt the dtad in the quarter with the lowest earnings
and delay adoption to negotiate a plan amendmenir And Ziv (1997b) develop a theoretical
model that shows how firms use adoption timing eewbgnition/disclosure choices to convey
their private information to the market (assumingnagers have private information about the
valuation effects of a standard). In their companp@aper, Amir and Ziv (1997a) empirically
document the predictions from Amir and Ziv (199%bjhe context of early adopting SFAS No.
106. Specifically, they find that, on average, yadopters experience more extreme changes in
earnings during the adoption year (compensatiotracinhypothesis), carry smaller PRB at the
mandatory adoption date, and are less likely tegehate their contracts. In addition, they find
that early adopters generally experience positivarket reactions to their adoption
announcements and perform better than late adogtersy the five years prior to the mandatory
adoption date.

Beatty (1995) is the only study that examines tbkeeminants of the early-adoption
decisions by the banking industry. She finds thdCB choose early adoption of SFAS No. 115
(FASB 1993) to increase regulatory equity. The déad requires available-for-sale securities to
be fair-valued, with the changes in fair valuedb&ocharged to an equity account as unrealized
gains or losses. Most banks have net unrealizets gai their investment portfolios when the
standard is issued. Therefore, early adopting tedsrd provides an opportunity for banks to
increase their regulatory capital because net limegbgains could be included in the calculation
of regulatory capitaf. She finds that early-adopting BHCs are charaadrias having low
leverage ratio and high ROE, and managing theiurgexs portfolios in the past to increase
reported equity. In addition, she examines the gbarn investment behavior between early and
late adopters of SFAS No. 115. According to hedifigs, early adopters reduce the proportion
of investment securities to assets and the matofitye investment securities held due to the

% The effect of the standard on Tier 1 capital, heavewas excluded by the Federal Reserve Boare thuarters
after the standard became mandatorily effectivéamember 1994 (Beatty 1995).
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attempts to reduce regulatory capital costs asnpatevolatility in recognized fair values and in
the regulatory capital ratios increases.

As shown above, most studies on why managers chtwossarly adopt accounting
standards are based on a contractual frameworker&@én the studies find that a manager’s
motives for early adoption are consistent with diedt and compensation contract hypotheses
and the political cost hypothesis. However, there f®w empirical investigations into the
informational effect on early-adoption decisions.alddition, the literature is short of evidence
on the banking industry.

This paper complements the current early-adoptiterature by examining BHCs’
incentive to early adopt accounting standards sxldse information and thus better access
external financing. | consider banks’ incentivesetrly adopt accounting standards from an
information disclosure perspective for the follogimeason. In some sense, banks are no
different from other firms in terms of their goals maximize firm values. Banks enjoy the
economies of scale in the acquisition/productionirdbrmation about borrowers and have
expertise in taking deposits and making loans doviduals and businesses (Berger, Herring, and
Szego 1995). Banks are subject, however, to bagklatry supervisions. They need to
maintain adequate capital and show the bank regsl#iteir capability of effectively managing
bank balance sheets and related rfsésder regulations, banks have every incentivetay s
well-capitalized for economic benefits such as lesgulatory scrutiny and more operational
flexibility. In addition, it is often costly to rae equity capital quickly if the banks are not well
capitalized (Beatty et al. 1996; Furlong and Kwd&®?2). The above discussion clarifies that
maintaining capital and managing risk are essemtiabanks. To this end, banks have the

incentives to disclose information for the purposéetter accessing capital markets.

* The supervisory rating system for bank holding panies is known as BOPEBgnk subsidiarieQther nonbank
subsidiaries,Parent companyEarnings, andCapital adequacy) (Hirtle and Lopez 1999). Althoupke Federal
Reserve emphasized risk management in its supeyyisocesses, this component was not directly ceftkin the
name of BOPEC. Therefore, in December 2004, theeféédReserve revised the rating system as RFI/QRBK
Management (R); Financial Condition (F); potentiahpact (I) of the parent company and nondepository
subsidiaries (collectively nondepository entiti@s) the subsidiary depository institution(s); Comnisating (C)
based on an evaluation and rating of its managanidlfinancial condition and an assessment of éupotential risk

to its subsidiary depository institution(s); Deposy Institution (D)). The revised rating systenthme effective on
January 1, 2005 (Federal Reserve Board 2004).



2.2Incentive to Better Access External Financing

Extant disclosure theories and empirical reseatdyest that firms are motivated to
disclose information voluntarily to better accegtemal financing (e.g., Leland and Pyle 1977,
Myers and Majluf 1984; Ruland, Tung, and GeorgeOl¥3ankel, McNichols, and Wilson 1995;
Lang and Lundholm 2000; Francis, Khurana, and Re@005; Suijs 2007). Empirical studies
also show that firms experience lower costs of @t equity capital with more disclosure (e.qg.,
Botosan 1997; Sengupta 1998; Botosan and Plumi@2; Zoancis, Khurana, and Pereira 2005).
Because banks need to raise funds in capital ngrikety are motivated to have better access to
external financing with voluntary disclosure.

Banks may vary in their capability or needs ofirggfunds externally. Therefore, the net
expected benefits/costs of voluntary disclosurehierpurpose of having better access to external
financing differ according to bank characteristiPsior voluntary disclosure research suggests
that firm profitability is associated with a firm'disclosure decisions. Specifically, firm
profitability may proxy for a firm’s incentive toooivey favorable information and to better
access external financing. For firms’ incentive donvey favorable information, prevalent
disclosure theories and empirical studies sugdpestfirms are more likely to choose disclosure
to reduce information asymmetry as their privatlrmation becomes more favorable (e.qg.,
Verrecchia 1983; Dye 1986; Darrough and Stought@®0lLev and Penman 1990; Lang and
Lundholm 1993, 2000). A general explanation for theoretical prediction and empirical
findings is non-zero disclosure costs. On the oftiend, some empirical studies argue and
document that firms choose to disclose preemptae mews to minimize potential litigation
liability or management reputation costs (e.g.n8kr 1994; Cao and Narayanamoorthy 2011).

For a firm’s incentive to better access externaéricing, prior studies suggest that firm
profitability is negatively associated with a firsnincentive to better access external financing
and thus negatively with voluntary disclosure. EranKhurana, and Pereira (2005) argue that
the cost of external financing is particularly innfamt for firms with limited internal cash flows;
those firms are motivated to make voluntary diasles to lower the cost of capital. Intuitively,
firms can either generate cash flows internallyaoguire capital externally to fund their
operations or investments. Low profit firms, howeveve limited ability to generate cash flows
internally, and thus making the cost of externalaficing particularly important to them.

Therefore, low profit firms are relatively motivatéo choose disclosure compared to high profit



firms to lower the cost of external financing. SUi2007) models how a firm varies its voluntary
disclosure policy to acquire more capital from awmesstor when the firm is uncertain how the
investor will respond to the disclosure. The mosdetjgests a partial disclosure equilibrium
where a firm hides high profit and discloses lowfipr The intuition is that a high profit firm can
easily raise funds in capital markets without disare compared to a low profit firm. As a result,
low profit firms are more motivated than high ptdiims to choose voluntary disclosure.

In summary, the preceding discussion suggests aociasion between voluntary
disclosure and firm profitability. Albeit the ressilconflict from extant empirical studies on the
association between firm disclosure and firm padiility, they still support the idea that
voluntary disclosures arise when the expected kisnekceed costs. Consequently, whether
banks’ incentive to better access external finapdaminates in their early-adoption decisions
remains an empirical issue. | hypothesize bankifatafity in an alternative form as follows:

H1: The likelihood of early adoption is negativelyrelated to bank profitability.

Voluntary disclosure research also motivates thsoa@ation between firm risk and a
firm’s incentive to better access external finagcim an empirical study, Lang and Lundholm
(1993) argue if firm performance variability (i.¢ism risk) proxies for information asymmetry
between investors and managers, firms with highopgance variability are more likely to
choose disclosure to relieve information asymmelfypreover, studies find that firms can
improve external financing with voluntary disclosdoy lowering costs of debt and equity capital
(e.g., Botosan 1997; Sengupta 1998; Botosan anchl®u2002). The discussion therefore
implies a positive association between firm riskfijees and voluntary disclosure. In addition,
Suijs (2007) theoretically suggests that the Ikatid of disclosure increases with the uncertainty
in firms’ future performance (i.e. firm risk pra#s). The intuition is that when uncertainty in
firms’ future performance increases, less riskyestment targets such as a risk-free asset
become more and more attractive to investors irabdisence of disclosure. Consequently, riskier
firms, which experience relatively high profits cpaned to the return of the risk-free asset, are
more likely to choose disclosure to attract investaapital away from the risk-free asSet.
Because early adoption is a form of voluntary disate, banks with higher risk profiles are

® In a similar note, Jung and Kwon (1988, p. 150gast that the disclosure threshold is lower (irere likely to
disclose) when uncertainty in firm value is higheder the assumption that the market is unsurehghebanagers
indeed possess information.
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more likely to choose early adoption to better asaexternal financing. | hypothesize bank risk
profiles in an alternative form as follows:

H2: The likelihood of early adoption is positivelyrelated to bank risk profiles.

The above leads to an intriguing issue questionvhgther a bank that chooses early
adoption can better access external finanexgostthan if it does not choose early adoption.
Consequently, | hypothesize better access to edtémrancing in an alternative form as follows:

H3: A bank that chooses early adoption can betteraess external financing than if

it does not choose early adoption.
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CHAPTER 3
LIKELIHOOD OF EARLY ADOPTING ACCOUNTING STANDARDS

3.1Empirical Predictions

In the previous section, | illustrate a bank mamagmaotive for early adoption to provide
information and to obtain better access to capitalkets. Now, | describe the test variables used
to study these incremental benefits/costs to eadgption. | explain other control variables
which are commonly used in prior literature. Figall discuss the variables used to control for
accounting standard characteristics which represaentemental costs and benefits to
management when they decide to early adopt an atingwstandard.
3.1.1 Test Variables

The first set of test variables relate to bank ipabflity. The proxy for bank profitability
is NIM, the ratio of net interest income to total asseljsisted for the averaddM of peer banks
at the first quarter-end after the adoption of & rstandard.| expect a negative relationship
between early adoption andIM, as discussed in section 2.2. To examine whethekd)
incentive to disclose preemptive bad news drives riegative relationship instead of their
incentive to better access external financing, dlude an indicator variabl8ADNEWS
BADNEWSSs equal to 1 iNIM is less than zero and 0 otherwise. | predict atmeg relationship
between early adoption anBADNEWSIf the concern for potential litigation liabilityand
management reputation costs is not an issue inshaakly-adoption decisions. | also examine
whether high-profit banks are more likely to choeady adoption when they are more certain of
receiving a positive response to the disclosureuggested by Suijs (2007). That is, to examine
whether the negative relationship between earlyp@oio andNIM is moderated as the level of
response certainty increases, | include a proxydeponse certainty and interact it witth\.
Response certaintiRPCERTAINTYis measured by the percentage of times that &'daet

interest margin is greater than the average netdast margin of peer banks during the past

® A primary objective in asset-liability managemémt banks is managing net interest margin (NIM)miasures
how well banks minimize interest paying to liabég (e.g., deposits and long-term debts) while méing
interests receiving from assets (e.g., loans) wlyece consistent growth in the loan portfolio améreholder
earnings (Demirglic-Kunt and Huizinga 1999). | adihe net interest margin for the average net éstemargin of
peer banks to remove the effect of the macroecancoomnditions specific to the time period. This atfa measure
also proxies for the information not yet expectgdlie market. A drawback of this measure is thattiine-series
property of the profitability measure of a banka controlled for. | also use ROA instead of Nidhd the results
are qualitatively the same.
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twelve quarters before the announcement date cdcaounting standardA higher level of
response certainty means that a bank is more cesfaieceiving a positive response following
the disclosure of its performance. Therefore, cioral on knowing its performance, a bank is
more likely to disclose its profitability when i imore certain of receiving a positive response
following the disclosure. Consequently, | predigbasitive relationship between early adoption
and RPCERTAINTYas well asNIM_RPCERTAINTY(an interaction term betweedIM and
RPCERTAINTY.

The second set of predictions relates to bank prskiles (i.e., interest rate risk, credit
risk, exposures and credit risk on derivatives, apdrational risk on noninterest income). |
predict that banks with higher risk profiles arerenbkely to early adopt an accounting standard.
| evaluate bank risk profiles in four dimensiong) (nterest rate risk, (2) credit risk, (3)
exposures and credit risk on derivatives, and péyational risk. All risk proxies are adjusted for
the corresponding average risk proxies of peer ®agkcept for indicator variables. This
adjustment controls the effect of macroeconomiad@ns on banks’ risk management or risk-
taking behavior. The following paragraphs proviétatdled discussions on the proxies chosen.

The two proxies for interest rate risk a#d&SOFINV the ratio of available-for-sale
securities (excluding equity securities) to totalastment securities, an@ONTRACT an
indicator variable equal to 1 if the bank holdsrest rate derivative contracts and O otherwise.
Banks with higher proportion of available-for-salecurities out of total investment securities
have greater financial flexibility in managing irgst rate risk and thus have lower interest rate
risk (e.g., Beatty 1995; Hodder, Kohlbeck, and Maly 2002; Papiernik, Meier, and Rozen
2004). Therefore, this paper expects a negativatioaekship between early adoption and
AFSOFINV Banks can hold derivative contracts to manageast rate risk or to speculate (e.qg.,
Chen, Liu, and Ryan 2008). Thus, | do not predietsign ofCONTRACT

The proxy for credit risk on loan portfolios i©OANRISK the ratio of the allowance for
loan losses to average loans. It measures the darobbnffer the bank management creates for
the whole loan portfolios in case of future writdsde.g., Joyce 1996). Banks with a higher ratio
of loan loss allowance to average loans are adedciaith lower credit risk and higher loan

"The results are similar regardless of the lendtipariod the response certainty is measured (rgngiom 4
quarters to 20 quarters). The average profitabdftpeer banks is chosen as a benchmark becaissa legitimate
proxy for the investors’ prior expectations of ak'a profitability. Although analysts’ EPS forecastan be another
benchmark used to construct response certaintpgds® would reduce more than half of the samplemsions.
Therefore, | choose to use the average net interagin of peer banks as a benchmark.
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quality (Eccher, Ramesh, and Thiagarajan 1996, Q8).1Therefore, | expect a negative
relationship between early adoption &r@ANRISK

The proxy for exposures of derivative5EXPOSUREDERthe ratio of the gross notional
amount of derivative contracts other than purchagsobns to total assets. Derivative contracts
such as futures, forward contracts, written optiarsd swaps have no particular limits on the
exposures. The financial exposures of purchasewrspthowever, are limited to their book
values accounted for in the financial statementsgiith and Penman 2007). The proxy for credit
risk of derivatives iISCREDITRISKDERan indicator variable equal to 1 if the grossiomal
amount of over-the-counter (OTC) derivative cortgas greater than that of exchange-traded
derivative contracts and 0 otherwise. Exchangeettadkerivative contracts such as futures and
exchange-traded options have trivial credit riskahaese the exchanges act as the counterparty to
each contract (Nissim and Penman 2007). As a rdsaiftks with greater proportion of OTC
derivative contracts relative to exchange-tradedvdtve contracts are positively associated
with credit risk on derivative contracts. Therefarexpect a positive relationship between early
adoption andEXPOSUREDERREDITRISKDER

The proxy for operational risk INONINTCHG the average quarterly growth in
noninterest income over the past six quarters. iNergst income has become an increasingly
important source of revenues in the banking ingudtiowever, noninterest income growth is
much more volatile than the net interest incomewvjnplargely due to volatile trading revenues.
In addition, it is shown that the higher the shafencome derived from noninterest activities,
the lower the risk-adjusted returns and the higtier insolvency risk (e.g., Stiroh 2004).
Therefore, banks with a higher share of incomevedrfrom noninterest activities are positively
associated with higher operational risk. | expeg@baitive relationship between early adoption
andNONINTCHG
3.1.2 Control Variables

| control for several variables used in prior eaagoption literature. In particular, |
control for bank sizeSIZE the logarithm of total interest and noninterestome. The effect of
size is most commonly attributed to political vistly (e.g., Ayres 1986; Moyer 1990; Scott
1991; Ali and Kumar 1994). However, differencesaiccounting choices between large and
small firms could be due to other reasons (e.combley 1989). For example, size can also

proxy for compliance costs (e.g., Ball and Fos@82t Sami and Welsh 1992; Langer and Lev
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1993). In the context of government regulations)l Bad Foster (1982) suggest that the
compliance costs could decrease in firm size. SaiWelsh (1992) suggest that large firms are
more likely to have the necessary resources totamlopccounting standard early if information
production costs associated with adoption are hiyior studies also document that size is
positively associated with firms’ litigation risk hich in turn influences firms’ disclosure
decisions (e.g., Cao and Narayanamoorthy 2011)refdre, | do not predict a sign on the
relationship between early adoption &8IdE

| use LEVERAGE the ratio of total liabilities to total assets a proxy for banks’
propensity to access capital markets (e.g., AboBdyth, and Kasznik 2004). The easier it is for
banks to access capital markets, the lower thefiterassociated with early adoption of an
accounting standard. On the other hand, Cao andyaamoorthy (2011) show that leverage
ratio is positively associated with firms’ litigah risk and that the likelihood of voluntary
disclosure increases in litigation risk. Thus, | predict a sign on the relationship between
early adoption andlEVERAGE®

| use DROE as a proxy for bank management’s incentives taydelrly adoption of
income-increasing accounting standards to maximizeent and future compensation (e.g., Ali
and Kumar 1994; Gujarathi and Hoskin 200BROE is an indicator variable equal to 1 if a
BHC's return on equity (ROE) falls in the highesti@vest quartiles of the ROE distribution for
the sample BHCs and O otherwid¢lEFF is coded as 1 if the income effect of adoption is
expected to be positive, -1 if negative, and & direction of the income effect is undetermined
or if there is no income effect of adoption (eAli, and Kumar 1994; Gujarathi and Hoskin
2003). | expect a positive relationship betweeiyesdoption andNIEFF. To test the conditional
effect of DROEonN the likelihood of early adoption, an interantierm is created)ROE_NIEFRK
betweenDROE andNIEFF. Managers of banks with extreme ROE are lessyliteekearly adopt
an income-increasing accounting standard, as iess likely to make a difference in the
calculation of bonus compensation (e.g., Gujaratiidl Hoskin 2003). Therefore, | expect a
negative relationship between early adoption BROE_NIEFFand do not predict the sign of
the relationship between the likelihood of earlpptibn andDROE

8 The debt ratio may also proxy for the tightnesexisting debt covenants (Aboody, Barth, and Kas2i04).
However, it is not feasible to test the debt cowéraypothesis without a discussion on the inconfecefof the
adoption and thus the effect on debt contractingtscoTherefore, | do not predict the sign of thiatienship
between early adoption afeverageif leverageis viewed as a proxy for the tightness of existiletpt covenants.
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While early-adoption decisions on various accoyhstandards seem independent from
each other, some consistency in the adoption pofi@ach bank over time may exist. Therefore,
a bank that chose early adoption of previouslyadsaccounting standards will likely continue to
choose early adoption of a new accounting standbodcontrol for the consistency in the
adoption policy, | construct a variabl@JLTURE which measures the percentage of times that
a bank chose to early adopt accounting standasdgedsin prior periods. | predict that a bank is
more likely to early adopt a new accounting stadaemenCULTURE:is higher’

Market competition may be another important consitien factor. First, market
competition may explain the negative relationshepaeen bank profitability and early adoption.
Specifically, banks which operate in highly concated markets (i.e., with monopoly power)
tend to have high profitability. On the other habdnks that operate in competitive markets tend
to have lower profitability than those that operatgh monopoly power. This information
suggests a positive relationship between profitgtgind market concentration; therefore, there
is possibly a correlated omitted variable probld&imrelieve the problem, | include a measure of
market concentration MKTHERF in the early-adoption decision moddIKTHERF is
calculated as the sum of squared market sharesnrstof total revenues (i.e., total net interest
income and noninterest income) of all BHCs in pafiah operating in the same geographic
region® Second, market concentration itself may also dout to early-adoption decisions. In
particular, voluntary disclosure literature suggetstat proprietary costs may keep firms from
making disclosure (e.g., Verrecchia 1983; Grahaaryely, and Rajgopal 2005). One commonly
used measure of proprietary costs is the levelarket concentration. Several empirical studies
in the voluntary disclosure literature suggest aitpe relationship between the level of
proprietary costs associated with information disate and the level of market concentration
(e.g., Scott 1994; Botosan and Harris 2000; Semg@f®04). However, the results on this

relationship are often mixed. Given the above dismn, | do not predict a sign MKTHERF

°| also construct another variable which considetsank’s historical adoption pattern regarding kimiypes of
accounting standards. However, including this \dean the early-adoption decision model reduces tital
sample observations by half and the coefficienthismvariable is not statistically significant.

1% Following Moyer (1990), | consider five geographégions: Eastern, Southeast, Midwest, Southwast\éest. |
construct another market concentration measuredbase 13 Federal Reserve Districts: Boston, New York
Philadelphia, Cleveland, Richmond, Atlanta, Chicagb Louis, Minneapolis, Kansas City, Dallas, $aancisco,
and Washington, D.C. The last way to classify mirke that | assume large BHCs (total assets gréfage $10
billion) operate at a national level whereas srftalial assets less than $1 billion) or mid-sized@®Htotal assets
between $1 billion and $10 billion) operate in lboaregional markets. The results are qualitagithe same.
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3.1.3 Accounting Standard Characteristics

The FASB issued 16 accounting standards from JgnL@®5 to March 2008 that
allowed reporting entities to early adopt thosenpumcements. All of these standards are fair-
value related. Topics of these standards relateases, servicing assets and liabilities, stock
compensation, retirement benefits, derivatives lamtlying, intangibles, asset retirement, exit or
disposal cost obligations, fair value measuremant disclosures, and financial instruments.
The diversity in standard characteristics givethis set of sample accounting standards enables
me to examine features representing costs and itsertbéat discourage or encourage early
adoption across standards. Inclusion of these @wlsbenefits in the analyses yields a more
complete picture of banks’ early adoption behavi@ut of 16 accounting standards, five are
expected to have definitive income-decreasing &ffetovo with definitive income-increasing
effects, five withex anteundetermined income effects, and four with no meceffects (i.e. only
disclosure requirements). Three standards pronmatggs in the calculation of regulatory capital.
An overview of the sample accounting standards é@xaanin this paper is provided in Appendix
l.

| control for three dimensions of standard charssties: (1) disclosure requirements, (2)
impact on the calculation of regulatory capital,da¢B) implementation costs. Disclosure
requirements speak to whether an accounting stdndmquires only footnote disclosure or
recognition in financial statements proper. Pritudges have shown that financial statement
users place less weight on disclosures in footntitas those in financial statements because
footnote disclosures are only subject to a standadit (e.g., Titman and Trueman 1986; Amir
and Ziv 1997a, b). Consequently, firms benefit |&ssn early adopting a disclosure-only
accounting standard than from early adopting amwting standard that requires recognition.
The proxy used iBISCLOSUREan indicator variable equal to 1 if the accoumstandard only
requires disclosures and 0 otherwise. | expecigathes relationship between early adoption and
DISCLOSURE

New accounting standards may lead to changes ircdlmilation of regulatory core
capital under bank regulators’ discretidrBanks have every incentive to stay well-capitalize

" Since the Financial Institutions Reform, Recovang Enforcement Act of 1989, banks have been redi
adopt generally accepted accounting principles (BAfrurlong and Kwan 2007). In addition, the FetlBreposit
Insurance Corporation Improvement Act of 1991 (FI)requires that regulatory accounting standarelsibleast
as strict as GAAP (Beatty, Chamberlain, and MagliaP96; Ramesh and Revsine 2001). In situationsravhe
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For example, banks that are classified as welltalhped are subject to less regulatory scrutiny,
obtain more operational flexibility, and face fewestrictions on financial activities in which
they could engage. They also enjoy expedient treattim certain transactions where regulatory
approval is needed such as mergers and acquisitioasldition, it is often costly to raise equity
capital quickly if banks are not well capitaliz&dbank is expected to hold a buffer of capital to
limit the chances of falling below the well-capitald cutoff (Beatty, Chamberlain, and Magliolo
1996; Furlong and Kwan 2007, p. 10). Hence, | ekfeat banks are more (less) likely to early
adopt accounting standards that lead to positiveldtermined) changes in the calculation of
regulatory capital under bank regulators’ discrefior the benefit of adjusting their capital to an
optimal level. The proxy used REG_POSREG_UN, an indicator variable equal to 1 if the
pronouncement of an accounting standard could tegubsitive (undetermined) changes in the
calculation of regulatory capital and O otherwisexpect a positive relationship between early
adoption andREG_POSas bank management can utilize the changes ircdlailation of
regulatory capital to adjust their capital to artimpl level. | expect a negative relationship
between early adoption alREG_UNas the benefit of adjusting banks’ capital to @atiroal
level is less clear to bank management.

Implementation costs speak to the continuing moywehie FASB toward a principles-
based approach. The FASB intends to smoothly cgevdo the International Financial
Reporting Standards (IFRSs) and to reduce complexiaccounting standards and firm costs of
applying new accounting standards (Choi and Mc@a2®03; Schipper 2003¥.Therefore, |
predict that it is more costly for banks to earijopt a more complex standard than a less
complex one. | us®AGE the number of pages of a sample accounting stdrakaissued to
proxy for standard complexity. | expect a negatigkation between early adoption aRAGE
because it is more costly to early adopt an acaogistandard with greater complexity.
3.2Research Design and Descriptive Statistics

To test the predictions discussed in the previosection, | estimate the following logit

model using maximum likelihood estimation:

concerns about the calculation of regulatory chpeaist with the implementation of new accounting
pronouncements, bank regulators develop interintalajples as they see fit in a timely fashion guiblish them in
Federal Register.

12 A principles-based accounting framework is subjiecsome criticisms, however. One is that the fraoté
allows more professional judgment made by managem auditors. Hence, it is essential to “strengthen
enforcement while reduce the incidence of litigatbwer accounting treatments” (Schipper 2003).
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EARLY, = 331 B,y YEAR; + ANIM; + SRPCERTAINTY+ ANIM_RPCERTAINTY

+ BBADNEWS + SAFSOFINY + fsCONTRACT + BLOANRISK

+ SBEXPOSUREDER+ foCREDITRISKDER+ SiocNONINTCHG

+ f11SIZE; + Sl EVERAGE + £13DROE; + SiNIEFF, + £1sDROE_NIEFF

+ fisMKTHERF; + £i7CULTURE + £1sDISCLOSURE+ SioREG_PO$

+ /HoREG_UN+ £1PAGE + ;. 1)
The dependent variablEARLY;, is equal to 1 if BHG early adopted the accounting standard
and 0 otherwiseYEAR, is an indicator variable equal to 1 if the accaumpstandard was issued
in year N and O otherwise. | include year fixed effects tontcol for the effects of
macroeconomic conditions surrounding the pronoumecesnof accounting standards. All other
variables are discussed in the previous subseatidrdefined in Appendix .

In order to examine whether income effects of anting standards affect banks’ early-
adoption decisions for the purpose of having beitaress to external financing, | estimate the
following logit model separately for accountingredards with (1) income-decreasing effects, (2)
income-increasing effects, (8x anteundetermined income effects, and (4) only disalesu
requirements:

EARLY, = & + ANIM; + SLRPCERTAINTY+ SNIM_RPCERTAINTY

+ BZBADNEWS + SAFSOFINY + fsCONTRACT + BLOANRISK

+ SBEXPOSUREDER+ foCREDITRISKDER+ SiocNONINTCHG

+ f11SIZE + fiol EVERAGE + £13DROE; + f1isMKTHERF; + £1sCULTURE,
+ g. (2)

Table 1 describes the procedures used in reachenfjrtal sample. The total number of
BHCs listed in the Bank Regulatory data base duti®§5-2008 is 9,293. To hand collect the
adoption status of each sample accounting stardiactbsed in 10Q/10K filings for each BHC,
all 10Qs/10Ks filed by banks between 1994 and 2068 researched using the Morningstar
Document Research data b&3A total of 581 BHCs filed 10Qs/10Ks during the ipdt The

¥ The 10Qs and 10Ks are only available in electrdités starting on January 1, 1994. Therefore, ehdiest
accounting standard allowing for early adoptiort theould attend to with a complete adoption peffioel., a period
starting from a standard announcement date toralatd effective date) is SFAS No. 121, “Accountiog the
impairment of long-lived assets and for long-liveskets to be disposed of”, which was issued in M&aa95 and
effective on and after December 15, 1995. The sanmgriod ends in March 2008 because SFAS No. 161,
“Disclosures about derivative instruments and heglgictivities—an amendment of SFAS No. 133", wasiost
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total available number of BHC-standard observatisrns, 218, which is less than expected (i.e.,
581 BHCs x 16 accounting standards = 9,296 BHCdst@hobservations) due to two reasons.
First, not every BHC provides a discussion on tlepéion status of each sample accounting
standard in its filings. Second, some BHCs only 1iDQ/Ks up to some point in time during the
sample period. As a final step, observations withibe required information from the Bank
Regulatory data base are eliminated to calculdiedépendent variables at the bank level. This
action yields a final sample of 3,822 BHC-standalsdervations (486 unique BHCSs).

Table 2 presents the sample distribution by bamn& &mall, mid-sized, and large) and
early adoption status of each sample accountinglatd. Small BHCs is the biggest group of the
total sample (52.2%), followed by mid-sized BHC$.8%) and large BHCs (10.9%). On
average, 3.3% of small BHCs, 3.8% of mid-sized BH&® 10.8% of large BHCs choose to
early adopt sample accounting standards. Differencearly adoption rates exist between peers
and between standards. For example, no large Bld@g adopted SFAS No. 133 (FASB 1998)
while 20% of small BHCs and 15% of mid-sized BH@s%e to early adopt the standard. SFAS
No. 123R (FASB 2004) presents another extreme easenly 0.8% of small BHCs chose early
adoption. As to SFAS No. 157 (FASB 2006), 16.7%avfle BHCs chose to early adopt the
standard, while approximately 5% of small and mik@ BHCs chose early adoption. Finally,
the results reveal that no BHCs chose to early tattapfollowing four accounting standards:
SFAS No. 123 (FASB 1995), SFAS No. 132 (FASB 19%HAS No. 144 (FASB 2001), and
SFAS No. 132R (FASB 2003). There is a lack of cisestional variation in early adoption of
other standards as well. To consider the effectsthan inferences, | keep BHC-standard
observations related to five accounting standaiitis thve most early-adoption cases and estimate
the early-adoption decision model. A brief discasss provided in section 4.

Table 3, panel A presents descriptive statisticste variables used in the analyses. In
general, approximately 4.3% of BHC-standard obgema choose early adoptioNIM
distributes with no skew and a mean close to zeeq €0.03%) RPCERTAINT Yanges from 0
to 1 and distributes with a mean of 0.405 (medid&n391). This data shows that, on average, the
sample banks are not highly certain of receivimqgpsitive response following the disclosure of

their performance (e.g., 10Q/K filings). Approxiralt 59% of total sample observations are

recent accounting standard allowing for early aopat the time when | researched 10Qs and 10K$doks’
early-adoption decisions.
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experiencing low performance relative to peer bafikge statistics o0AFSOFINV show that
approximately 75% of the BHC-standard observatitiédd more of the total investment
portfolios in available-for-sale securities tharithpeer banks. Approximately 37% of the BHC-
standard observations are involved with interetst related derivative contracts. The mean of the
adjusted ratio of loan loss allowance to averagendpLOANRISK is approximately -0.2%.
EXPOSUREDERanges from -.029 to 44.520, which shows diversekbderivative activities
even after adjusted for the derivative activitiépeer banks. The results show that 38% of the
banks hold more OTC than exchange-traded derivabwracts SIZE distributes with positive
skew and dispersion, ranging from 7.867 to 18.8@ mean o EVERAGEis 0.908, which is
expected for the banking industry. More than hélthe observations are within one standard
deviation around the mean &fEVERAGE The mean ofDROE is approximately 0.5 by
construction. Finally MKTHERF ranges from 0.023 to 0.363, which suggests wigtaljed
market competition in which banks operate (fromamgentrated to high concentration).

Table 3, panel B compares the variables used ianhé/ses between early and late bank
adopters by using t-tests and Wilcoxon tests fdfedinces in means and medians. Most
differences are significant and consistent withdpmtons. For example, consistent with
predictions,NIM is significantly smaller for early bank adoptensr for late bank adopters for
both mean and median at the 1% level. In addit,kifSOFINVis significantly smaller while
EXPOSUREDERNACREDITRISKDERare significantly greater for early adopters tf@anlate
adopters.
3.3Primary Findings Related to Likelihood of Early Adopting Accounting Standards

Table 4 shows the results from estimating equatign Model (1) and model (2) are
subsets of equation (1) because includN@NINTCHGandCULTUREIn the model would lead
to a total loss of 459 observations in estimatigiodel (3) is the full model as specified in
equation (1). In general, the results are condistéim the predictions. Because the results for
model (1), model (2), and model (3) are similag tbllowing discusses the results based on
model (3) more in depth.

Relating toH1, NIM is significantly and negatively related to theelikood of early
adoption p-value = .008). This result indicates that morefipable banks with fewer concerns
about attracting funds from capital providers a&assllikely to early adopt an accounting standard.

To examine whether the level of response certambderates this negative relationship, |
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includeRPCERTAINTYandNIM_RPCERTAINTYNIM_RPCERTAINTYs significant p-value
=.022), whileRPCERTAINTYs insignificant. The standardized coefficientiiM shows that a
one standard-deviation increaseNilM while holdingRPCERTAINTYat zero decreases the odds
ratio (early adoption to late adoption) by 46.@8ADNEWSSs significant with predicted sign in
every model. This data implies that a bank’s ineento disclose preemptive bad news in early
adoption does not drive the negative relationslepvben early adoption and bank profitability.
In generalH1 is supported by the results.

Relating to H2, all measures for bank risk profiles excedpREDITRISKDERare
significant with predicted signs. In particul&FSOFINVandLOANRISKare significantly and
negatively associated with the likelihood of eadgoption p-value = .008 and .031,
respectively). This data indicates that banks vater interest rate risk on investment portfolios
and credit risk on loan portfolios are less likebdyearly adopt an accounting standard. Also as
predicted, the coefficients ofEXPOSUREDERand NONINTCHG are significantly and
positively associated with the likelihood of eaaljoption p-value = .005 and .000, respectively).
This finding denotes that banks with greater déirreaexposure and higher operational risk are
more likely to choose early adoption. The coeffitien CONTRACTis different from zerog-
value = .023), which indicates that holding intémede-related derivative contracts is also
associated with the likelihood of early adoptiomeTstandardized coefficients &FSOFINV
and LOANRISKsuggest that a one standard-deviation increagagch variable decreases the
odds ratio by 19.1% and 23.3%, respectively. On dtteer hand, a one standard-deviation
increase INEXPOSUREDERNdNONINTCHGIncreases the odds ratio by 12.7% and 13.9%,
respectively. Thereforéj2 is supported by the results.

Relating to accounting standard characteristicsghaourage/discourage early adoption,
as predicted, a positive impact on the calculaiwdrregulatory capitalREG_POS and an
undetermined impact on the calculation of regujatoapital, REG_UN are significant with
predicted signsptvalue = .000 and .010, respectively). Therefoemkis are more likely to early
adopt a standard that provides an opportunity i@t to increase regulatory capital to an
optimal level than a standard that does not, bsg lkely to early adopt a standard that can
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impact banks’ capital either upwardly or downwardlyastly, no support is found for
DISCLOSUREaNdPAGE (p-value = .126 and .151, respectivelf).

Relating to the control variableS]ZE is significantly different from zero in model (1)
and model (2)-value = .027 and .062, respectively). It does &igaificance when the model
includesCULTUREINn model (3).LEVERAGEIis not significant in any cases. Similar $&ZE
DROE_NIEFFis significantly and negatively related to theelikood of early adoption in model
(1) and model (2)-value = .027 and .029, respectively). This findangnifies that managers of
banks with ROE in the extreme quartiles are lesslylito early adopt an income-increasing
standard because the adoption is unlikely to maldiffarence in the bonus compensation
calculation. HoweverDROE_NIEFFis no longer significant in model (3) whe@G&JLTUREIs
included. BothDROE andNIEFF are not significantly different from zero in anydels. The
insignificant results may suggest that these conynoised variables have less power in
explaining banks’ early-adoption decisions thareotihdustrial firms’ early-adoption decisions.
Lastly, market concentratiorlMKTHERRF is not statistically significant in any casesi lau
bank’s past early-adoption polic€ JLTURE is significantly and positively associated with
early adoptiongg-value = .006).

Table 5 shows the results from estimating equa@rgiven different income effects of
accounting standards. Relating to bank profitahilithe likelihood of early adoptions
significantly and negatively related tddIM under three scenarios: when the income effects of
accounting standards are increasingeRranteundetermined, and when accounting standards
only require disclosurepfvalue = .049, .004 and .001, respectively). Thgatiee relationship is
moderated b\RPCERTAINTYn the latter two case-alue = .008 and .000, respectively).
The main effect oORPCERTAINTYs insignificant under the scenario e anteundetermined
income effects but significantly negative under #oenario of only disclosure requirements.

NIM is not significant in explaining early-adoptioncdgons on accounting standards with

14 DISCLOSURE:s significant with the opposite predicted sign fimodel (1) and model (2). One possible
explanation is that accounting standards with atisclosure requirements may incur low contractiogts and
regulatory costs relative to standards with incafiects. Therefore, banks are more willing to cleotsearly adopt
an accounting standard with only disclosure reaquéets than with income effects for the purposeasdifg better
access to external financing. AlthouBAGE is insignificant in model (3), it is significantitlr predicted sign in
model (1) and model (2).

> Note that the negative relationship between eadpption and bank profitability is not moderated by
RPCERTAINTYwhen | only consider accounting standards withoine-increasing effects. Therefore, the
documented negative relationship is also consistétht the political costs hypothesis that highlyfitable firms
tend not to early adopt an accounting standard witbme-increasing effects.

23



income-decreasing effects. The main effecRBICERTAINTYs significant with predicted sign
(p-value = .046), wheredsdIM_RPCERTAINTYs insignificant. BADNEWSis significant with
predicted sign under every scenario except theasicenf accounting standards with income-
decreasing effects. The results suggest that bamektess likely to choose early adoption when
they experience relatively bad performance. Howewerthe context of income-increasing
accounting standards, the negative relationshglss consistent with the argument that banks
with relatively bad performance are less likelyearly adopt income-increasing accounting
standards so to minimize their potential litigatmosts.

Relating to bank risk profiledAFSOFINVis only significant with predicted sign when
used to explain early-adoption decisions on acdéognstandards witlex anteundetermined
income effects.LOANRISKis significant with predicted sign in two scenari@counting
standards with income-decreasing effects and withly odisclosure requirements.
EXPOSUREDERSs significant with predicted sign when used tglai accounting standards
with undetermined income effects, but is significasth the opposite predicted sign when used
to explain accounting standards with income-inarepseffects. CREDITRISKDERIs not
significant in any caseNONINTCHG s only significant with predicted sign when usked
explain early-adoption decisions with only discleswequirements. In contrast, it is significant
with the opposite predicted sign when used to exparly-adoption decisions on accounting
standards with income-decreasing effects and extanteundetermined income effects.

Relating to the control variableS)ZE is significantly related to the likelihood of earl
adoption when used to explain accounting standants income-decreasing and income-
increasing effectgpfvalue = .010 and .026). In particular, the findinigat the likelihood of early
adoption is positively associated wiiZE in the context of income-increasing accounting
standards are not uncommon. For example, Scottlj1$&ami and Welsh (1992), and Ali and
Kumar (1994) all find a positive relationship beémeearly adoption and firm size for an
income-increasing standard (i.e., SFAS No. 87, ipersccounting)LEVERAGHS significantly
related to early-adoption decisions on accounttagdards with income-decreasing effects or
with ex anteundetermined income effectp-yalue = .022 and .021, respectivelih)ROE is
significantly and negatively related to early-adoptdecisions on accounting standards with
income-increasing effect KTHERFis only statistically significant when used to kip early-

adoption decisions on accounting standards wittomeincreasing effects and with only
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disclosure requirements. Finally, banks’ past eadgption policy CULTURB is significantly
and positively associated with early adoption imioi#s scenarios except accounting standards
with income-decreasing effects.

Taken together, the results show that banks are tilaly to choose early adoption of
accounting standards witex ante undetermined income effects and with only disalesu
requirements for the purpose of better accessiteyre financing.
3.4Comparisons of the Financing Activities between Edy and Late Adopters

The previous subsection provides evidence on baofikability and bank risk profiles in
explaining early-adoption decisions. As bank padility and risk profiles characterize banks’
motivation for information disclosure and thus betaccess to external financing, it merits
examining whether early bank adoptersedopostexperience higher growth of funds. In this
subsection, | examine my third hypothesis during pleriod between the issued date and the
effective date of an accounting standard (i.e.telséng period).

Both H1 and the results suggest that banks with high faiwfity are less likely to
voluntarily disclose information because they hafesv concerns about raising funds.
Consequently, it is likely that late bank adoptersh high profitability experience comparable
financing activity growth without early adoption tivose of early bank adopters. To address this
issue, | match each early adopter to a late adeptercomparable profitability based on the net
interest margin measured at the most recent quamtébefore standard announcement dates. In
addition, banks’ financing strategies may changi wie macroeconomic conditions in general.
For instance, loan demands increase during econexpiansions and hence banks’ demand for
funds also increases. On the other hand, loan d#sndecrease during economic contractions
and hence banks’ demand for fund also decreasiesrdfore expect early adopters to experience
higher growth of funds than matched late adoptarsg the testing periods that are in economic
expansions.

Figure 1 compares early adopters and matched thipters in the growth of funds
attributed to changes in deposits, changes inliliglsi other than deposits, and changes in
preferred and common stock and related surplusnguthe testing period® For better
illustration, | separately show the growth of furmfsbanks during the testing periods that take

18 Liabilities other than deposits include federalda purchased and securities sold under agreeioergurchase,
trading liabilities, other borrowed money, suboedad notes and debentures, and other liabilities.
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place in economic expansions and economic contraxtiPanel (a) displays the growth of funds
during the testing periods in economic expansiaisle panel (b) exhibits growth during the
testing periods in economic contractions. Panelsf@ws that, in general, regardless of the
income effects of accounting standards, early kaddpters experience higher growth of funds
than their matched counterparts. On the other haautkgl (b) does not show any particular trend
in the growth of funds between early adopters aatthed late adopters as expected. In terms of
economic significance, the differences in the glowt funds (scaled by total assets) between
early adopters and matched late adopters range 0886 to 4.9% during the testing periods
that are in economic expansions. The differenamlyg statistically significant when comparing
early adopters and their matched counterparts etheg during all testing periods in economic
expansions (one-tailqevalue = .080).

Further analysis suggests that the growth of litadsl other than deposits mainly accounts
for the total growth of funds of early adoptersidgrtesting periods that take place in economic
expansions observed in figure 1. In terms of ecaaa@ngnificance, the differences in the growth
of liabilities other than deposits (scaled by t@ssets) between early adopters and matched late
adopters range from 0.7% to 3.9%. In terms of ®tasl significance, the differences are
significant in the cases of early adoption of SA&& 122, SFAS No. 133, SFAS No. 156, and
SFAS No. 157 (one-taileg-values = .050, .054, .071, and .019, respectivelg) for equity
capital (i.e., changes in preferred and commorksaod related surplus), there does not seem to
be a particular trend in the growth of capital bew early adopters and matched late adopters
during the testing periods in either economic espars or economic contractions. The
differences between early adopters and their mdtchanterparts are not statistically significant
in any case of early adoption. This result suggestsin general, raising equity capital is costly
for banks and therefore does not serve as the dnaier of the total growth of banks’ funds. In
summary, early-adopting banks appear to experibigteer growth of funds than matched late-
adopting banks during the testing periods that fdlkee in economic expansions. Hend8,is

supported by the results.
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CHAPTER 4
ADDITIONAL ANALYSES

This chapter presents two additional analyses &tuate the robustness of the findings.
The first set of analysis considers the effectslifierences in the banking operations between
small, mid-sized, and large banks on early-adoptieaisions. In the second set of analysis, |
investigate the issue of insufficient cross-se@lorariations in adoption cases as identified in
subsection 3.2.

To analyze the first set, | estimate the early-ddopdecision model separately for small,
mid-sized, and large BHCs. | conduct this analymsause the banking operations can differ
between various bank sizes. Although the testingbkes are adjusted for the average measures
of peer banks, the remaining variations in theingswariables can still be attributable to
differences in banking operations between smaltl-siied, and large BHCs. Table 6 panel A
presents the results. In general, the predictioasill supported for small and mid-sized BHCs.
The major exception of the results is shown for tagge BHC group; specifically, the
relationship between bank profitability and eartipption becomes positive but only marginally
significant p-value = .087). One plausible explanation is tiat information environment of
large banks is likely to be transparent. As a tefsnks’ uncertainty about how investors will
respond to the disclosure is not a major concenerdfore, large and highly profitable banks are
more likely to early adopt accounting standards.

Also worth noting, large banks are more likely tooose to early adopt accounting
standards with relatively high standard complexify. examine how banks’ early-adoption
decisions vary with standard complexity, | classify accounting standards into three levels of
complexity based on the number of pages of a stdndtawv, medium, and high complexity.
Instead of usindPAGE | use two dummy variables denoting low and higingdard complexity
in the early-adoption decision model. The resulttable 6 panel B suggest that large banks are
more likely to early adopt standards with relatwblgh complexity. On the other hand, small
banks are more (less) likely to early adopt stasslawith relatively low (high) complexity.

7 Accounting standards with low complexity includeAs No. 122, SFAS No. 132, SFAS No. 146, SFAS Ni&, 1
and SFAS No. 161. Accounting standards with medeemplexity include SFAS No. 121, SFAS No. 142, SFAS
No. 143, SFAS No. 144, SFAS No. 132R, and SFAS1$9. Accounting standards with high complexity ut#
SFAS No. 123, SFAS No. 133, SFAS No. 123R, SFAS1$6, and SFAS No. 157.
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Standard complexity, however, does not seem toctaffeid-sized banks’ early-adoption
decisions. One plausible explanation for the regslthat large banks are more likely than small
banks to engage in highly-complex transactionsy®@re also more likely than small banks to be
subject to bank regulators’ encouragement to cheossarly adopt standards which improve
disclosures related to complex transactions. Intiadid large banks are able to dedicate more
resources than small banks to implement new angleonstandards. Consequently, large banks
are more likely to early adopt accounting standavidle higher standard complexity. Evidence
that small banks are more (less) likely to choasearly adopt accounting standards with low
(high) complexity than with medium complexity isalconsistent with the argument that small
banks engage in transactions with low complexitiger€fore, for the purpose of information
disclosure, it is conceivable that small banks tendarly adopt standards with low complexity
than with high complexity.

As mentioned in section 3.2, many of the accounstagdards examined in this paper do
not have sufficient cross-sectional variationshia humber of early-adoption cases. To examine
the potential effect on the inferences of the tssuilkeep BHC-standard observations related to
SFAS No. 122, SFAS No. 133, SFAS No. 156, SFAS Ne/, and SFAS No. 159 in the
estimation. These five standards are chosen betlaggeontain the most early-adoption cases. |
estimate the early-adoption decision model in algubaegression for all five accounting
standards. In general, the untabulated resultssendar to those presented in table 4. In
particular, the negative relationship betw&dM and the likelihood of early adoption still holds.
The negative relationship is moderated by the lefetesponse certaintyRPCERTAINTY
similar to the results documented in table 4. Idigah, the results support the prediction that
banks with greater risk profiles are more likelyetarly adopt accounting standards. The results
using ROA instead dflIM as a bank profitability measure are qualitativaly same?®

It is important to note that firms that choose &l adopt SFAS No. 159 also needs to
early adopt SFAS No. 157. In the sample observstiah banks that chose to early adopt SFAS
No. 157 also early adopted SFAS No. 159 and vicsav@.e., a total of 21 BHCs). Therefore, it
is possible that early adoption of SFAS No. 15Tem$ the needs for banks to early adopt SFAS

18| also estimate the early-adoption decision magarately for (1) accounting standards relatefinancial
instruments (i.e., SFAS No. 122, SFAS No. 133, SRS 155, SFAS No. 156, SFAS No. 157, SFAS No. Hs@,
SFAS No. 161) and (2) all other accounting stanslaxamined in this study. The results suggestdhlaank’s
incentive to better access external financing pmadantly explains a bank’s early-adoption decisionsccounting
standards related to financial instruments butomoall other accounting standards.
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No. 159. | estimate the early-adoption model iroal@d regression by using only SFAS No. 122,
SFAS No. 133, and SFAS No. 156. The results arbtgtireely the samé?

In summary, these additional analyses concur vinéhinferences made in the previous
section. Specifically, bank profitability and barkk profiles are significantly associated with
the likelihood of early adoption. In various case® documented negative relationship between
bank profitability and early adoption is moderabsdthe level of response certainty. In addition,
standard complexity is of importance in small aadyé banks’ early-adoption decisions. Future

research could consider incentives or factors fipegoieach accounting standard.

19 All untabulated results are available upon request
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CHAPTER 5
SUMMARY AND CONCLUDING REMARKS

| investigate whether U.S. bank holding companiesose to early adopt accounting
standards to provide new information and betteesscapital markets. In particular, | examine
whether the likelihood of early adoption is negalyvassociated with bank profitability and
positively associated with bank risk profiles. Téet of the accounting standards employed in
this study were issued from January 1995 to Maf82

| find that the likelihood of early adoption is sificantly and negatively related to bank
profitability, which is proxied by the net interestargin. Furthermore, | discover that the
likelihood of early adoption is significantly andgtively related to bank risk profiles, which are
proxied by the interest rate risk on the investnpantfolios, the credit risk on the loan portfolios
derivative exposures, and the operational risk.ditmmal on the income effects of accounting
standards, the predictions are best supported whieny bank profitability and risk profiles to
explain early-adoption decision on accounting skatsl with ex anteundetermined income
effects and with only disclosure requirements. lyndhe results indicate that early adopters
experience higher growth of funds than matched dal@pters during the periods between the
issued dates and the effective dates of accoustarglards, particularly in economic expansions.
This finding reinforces the idea that banks voluhtadisclose information for the purpose of
having better access to external financing in thaext of early adoption.

This study appeals to both academic and practicalieaces. From an academic
perspective, my paper complements the existingy-@atbption literature by providing an
additional motivation for early adoption. This matiion power is at its greatest when used to
explain early-adoption decisions on accountingddiashs withex anteundetermined effects and
with only disclosure requirements. This study caenmnts the line of research in managers’
voluntary disclosure decisions for capital marlegisons in the context of banks’ early-adoption
decisions (Healy and Palepu 2001, p.420). My rebearay also interest financial statement
preparers and users. The results in this studyestighat implications about a firm’s future
performance may be gathered by analyzing a firmityeadoption decisions over time. With the
counter-signaling role in the early-adoption demisi, firms may think twice when evaluating

early adoption of accounting standards. In a follgnpaper, | examine whether a bank’s early-
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adoption behavior have implications on future bpekformance. Future research may examine
conditions under which early-adoption behavior drettnplies firms’ future performances or it
may consider whether the motive for early adoptmiprovide new information and thus better
access capital markets applies in other industries.
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APPENDIX A: ACCOUNTING STANDARDS FROM JANUARY 1995 TO MARCH 2008

| : Potential Changes in
ssued Date  Effective Date ffects Disclosures calculation of Number
Accounting Standards (or the earliest (for fiscal years income etiects e
adoption date)  after the date) of th'e only~ regulatqry core of pages
adoption capital?
No. 121
Accounting for the Impairment of December 15,
Long-Lived Assets and for Long- March 1995 1995 - a7
Lived Assets to Be Disposed Of
No. 122
Accounting for Mortgage Servicing December 15,
Rights--an amendment of FASB May 1995 1995 " Y 35
Statement No. 65
No. 123
Accounting for Stock-Based October 1995 December 15, - 89
. 1995
Compensation
No. 132
Employers' Disclosures about December 15
Pensions and Other Postretirement February 1998 1998 ' ? v 29
Benefits--an amendment of FASB
Statements No. 87, 88, and 106
No. 133
Accounting for Derivative June 1998 June 15, 2000 ? v 176
Instruments and Hedging Activities
No. 142 March 15, December 15, ” 75
Goodwill and Other Intangible Assets 2001 2001
No. 143
Accounting for Asset Retirement June 2001 June 15, 2002 - 49
Obligations
No. 144
Accounting for the Impairment or August 2001 December 15, - 65

Disposal of Long-Lived Assets

2001
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APPENDIX A (cont.)

Issued Date(or  Effective Date . Potennf;;xl iscl Clhalng_es mf b
Accounting Standards the earliest (for fiscal years Income effects  Disc OS’l),II‘eS calculation o Number
adoption date)  after the date) of th.e only’ regulatqry core of pages
adoption capital?
No. 146
Accounting for Costs Associated June 2002 Decggéaze rai, + 25
with Exit or Disposal Activities
No. 132R
Employers' Disclosures about December 15
Pensions and Other Postretirement December 2003 2003 ' ? v 40
Benefits--an amendment of FASB
Statements No. 87, 88, and 106
NS payment December 2004  June 15, 2005 - 171
No. 155
Accounting for Certain Hybrid
Financial Instruments--an February 2006 Sept;(;r(m)kéer 15, ? v 18
amendment of FASB Statements No.
133 and 140
No. 156
Accounting for Servicing of September 15,
Financial ,gssets--an an?endment of March 2006 p2006 ? 114
FASB Statement No. 140
No. 157 November 15,
Fair Value Measurements September 2006 2007 ? Y 86
No. 159
The Fair Value Option for Financial November 15
Assets and Financial Liabilities-- February 2007 2007 ’ ? 36
Including an amendment of FASB
Statement No. 115
No. 161
Disclosures about Derivative November 15
Instruments and Hedging Activities-- March 2008 ' ? v 32

an amendment of FASB Statement 2008

No. 133
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APPENDIX B: LOGIT MODEL FOR EARLY ADOPTION DECISION S

Variable Name

Variable Definition

Dependent variable
EARLY

Test variables

An indicator variable that equals 1 if BHCs eartjopted accounting standards
and 0 otherwise. Early adoption information is oisd from 10Q/Ks. BHCs
may not discuss all accounting standards examiméiis paper in their 10Q/Ks.
Therefore, only BHC-standard observations with labdé discussion on the
pertinent accounting standards are included inntitial sample.

Hypothesis 1—Profitability:

NIM

RPCERTAINTY

NIM is measured by the net interest income (BHCK4@iiiled by total assets

(BHCK2170) (net interest margin) at the first geamtnd after the adoption of a
new accounting standard and adjusted for the agaraginterest margin of peer
banks.

The percentage of times that a bank’s net intemesigin is greater than the
average net interest margin of peer banks duriegotist 12 quarters before the
announcement date of an accounting standard.

NIM_RPCERTAINTY An interaction term betweedlM andRPCERTAINTY

BADNEWS

An indicator variable equal to 1MIM is less than zero and O otherwise.

Hypothesis 2—Risk profiles:

(a) Interest rate risk
AFSOFINV

CONTRACT

(b) Credit risk
LOANRISK

The proportion of available-for-sale securitiesc{aging equity securities) out of
total investment securities, adjusted for the ayerFSOFINVof peer banks.
Total investment securities are the sum of avaldbi-sale securities
(BHCK1773) and held-to-maturity securities (BHCK#75

An indicator variable equal to 1 if a BHC holdserdst rate derivative contracts
and 0 otherwise.

The ratio of the allowance for loan and lease l®sa¢ the quarter-end
(BHCK3123) to average quarterly loans and leasé$C83516), adjusted for
the averag& OANRISKof peer banks.

(c) Exposures and credit risk of derivatives

EXPOSUREDER

The level of exposure to derivative contradXPOSUREDERIs measured by
the ratio of the gross notional amount of derivatontracts other than purchased
options (i.e. futures contracts, forward contraetgiten options, and swaps) to
total assets (BHCK2170), adjusted for the averB@OSUREDERoOf peer
banks.
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APPENDIX B (cont.)

Variable Name

Variable Definition

CREDITRISKDER

(d) Operational risk
NONINTCHG

Control variables
SIZE

LEVERAGE
DROE

NIEFF

DROE_NIEFF
MKTHERF

CULTURE

DISCLOSURE

REG_POS

REG_UN

PAGE

An indicator variable that equals 1 if the grosdiorml amount of over-the-
counter derivative contracts (i.e. forwards, ove-tounter options, and swaps)
Is greater than that of exchange-traded derivatorgracts (i.e. futures contracts
and exchange-traded options) and 0 otherwise.

Average quarterly growth in noninterest income (BH079) over the past six
quarters, adjusted for the averdd®NINTCHGof peer banks during the same
period.

The logarithm of total revenues. Total revenuesdmfined as the sum of total
interest income (BHCK4107) and total noninteresbine (BHCK4079).
Total liabilities (BHCK2948) divided by total ass§BHCK2170).

DROEs an indicator variable that equals 1 if a BHE®OE falls in the highest

or lowest quartiles of the ROE distribution for tsample BHCs during a
benchmark quarter and 0 otherwise. ROE is calalilakzincome (loss) before
income taxes and extraordinary items, and otheusaaients (BHCK4301)

divided by the last quarter-end total equity cdgBCK3210).

The variable is coded as 1 if adoption of a sangaeounting standard is
expected to have a positive effect on income, dlnkgative effect on income is
expected, and O if either a positive, a negativemdirect effect on income is
possible.

An interaction term betweddROEandNIEFF.

MKTHERHs measured by the sum of the squared marketsKiaased on total

interest income and total noninterest income) aikbaoperating in the same
geographic region; five geographic regions are titled: Eastern, Southeast,
Midwest, Southwest, and West.

CULTUREis measured by the percentage of times that a lchoke early

adoption before making the current early-adoptieaiglon on a new accounting
standard.

An indicator variable that equals 1 if an accountistandard only requires
disclosures and 0 otherwise.

An indicator variable that equals 1 if the proncament of an accounting
standard could lead to changes in the rule of Tiexapital calculation and a
positive effect on Tier 1 capital; O otherwise.

An indicator variable that equals 1 if the proncement of an accounting
standard could lead to changes in the rule of Tieapital calculation and an
undetermined effect on Tier 1 capital; O otherwise.

The number of pages of a sample accounting starsgaistued.

Note: All variables are measured at the latesttguand or for the latest quarter (the benchmarkrtgn) before
standard announcement dates, unless otherwiseanedti For example, all variables are measuredhi@rfaurth
guarter in 2005 or at the end of the fourth quarn&o05 for FAS 156, which was announced in M&0h06.
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Table 1. Description of the Eliminations Made in Raching the Final Sample

Number of BHCs BHC-Standard Observations

Initial sample of BHCs
Number of BHCs listed in thBank Regulatorglatabase

between 1995 and 2008 9,293
Remove:

Number of BHCs with the parent company not in taeking

industry (SIC: 6020) and without available 10Q/Ks 8,784)

Sample of BHC-Standard observations
Sample of BHCs with 10Q/Ks describing the adopsitaius of

examined accounting standards between 1995 and 2008 581 5,218
Remove:

Observations that do not have all the necessagyfdan the

Bank Regulatorylatabase (1,396)
Final sample used in the early adoption model 486 3,822
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Table 2. Early Adoption by Standard and Bank Size

Standard Peer 1 Peer 2 Peer3 e Total --------
0 1 Total 0 1 Total 0 1 Total 0 1 Total
121 59 59 27 2 29 10 1 11 96 3 99
122 8l 6 87 26 10 36 5 11 16 112 27 139
123 90 90 41 41 15 15 146 0 146
132 69 69 37 37 12 12 118 0 118
133 132 33 165 57 10 67 20 20 209 43 252
142 198 198 100 1 101 26 26 324 1 325
143 99 4 103 42 42 17 17 158 4 162
144 154 154 81 81 23 23 258 0 258
146 126 126 72 1 73 24 1 25 222 2 224
132R 56 56 45 45 16 16 117 0 117
123R 253 2 255 138 138 33 33 424 2 426
155 105 1 106 104 104 29 5 34 238 6 244
156 122 5 127 118 6 124 23 12 35 263 23 286
157 146 7 153 157 8 165 35 7 42 338 22 360
159 137 6 143 164 10 174 39 6 45 340 22 362
161 105 1 106 147 5 152 44 2 46 296 8 304
Total 1,932 65 1,997 1,356 53 1,409 371 45 416 3,659 163 3,822
# of Different BHCs 385 55 385 221 40 221 49 20 50 485 109 486

Note: Peer 1 includes BHCs with total assets leas $1 billion. Peer 2 includes BHCs with totalets$etween $1 and $10 billion. Peer 3 includes 8Wth

total assets greater than $10 billion. 0 denotesddopters and 1 denotes early adopters.
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Table 3. Descriptive Statistics

Panel A. Sample Statistics

Variable Mean S.D. Min P25 P50 P75 Max N
EARLY 0.043 0.202 0 0 0 0 1 3,822
NIM -0.0003 0.003 -0.018 -0.001 -0.0004 0.001 0.027 3,822
RPCERTAINTY 0.405 0.342 0 0.044 0.391 0.696 1 3,822
BADNEWS 0.590 0.492 0 0 1 1 1 3,822
AFSOFINV 0.033 0.227 -0.844 -0.044 0.120 0.165 0.544 3,822
CONTRACT 0.374 0.484 0 0 0 1 1 3,822
LOANRISK -0.002 0.005 -0.014 -0.004 -0.002 0.000 0.098 3,822
EXPOSUREDER 0.194 2.008 -0.029 -0.025 -0.021 -0.011 44520 3,822
CREDITRISKDER 0.383 0.486 0 0 0 1 1 3,822
SIZE 11.080 1.701 7.867 9.971 10.800 11.890 18.880 3,822
LEVERAGE 0.908 0.024 0.238 0.899 0.911 0.922 0.980 3,822
DROE 0.498 0.500 0 0 0 1 1 3,822
MKTHERF 0.136 0.087 0.023 0.047 0.129 0.217 0.363 3,822
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Table 3 (cont.)
Panel B. Early vs. Late Adopters

Early Adopters Late Adopters

T-Test Wilcoxon Test
Variable n Mean Median n Mean Median  p-value p-value
NIM 163  -0.001 -0.0008 3,659 -0.0003 -0.0004 0.001 £.00
RPCERTAINTY 163 0.364 0.261 3,659 0.407 0.391 0.115 0.113
BADNEWS 163 0.601 1 3,659 0.589 1 0.761 0.761
AFSOFINV 163  -0.012 0.068 3,659 0.035 0.122 0.011 0.000
CONTRACT 163 0.552 1 3,659 0.366 0 0.000 0.000
LOANRISK 163  -0.002 -0.003 3,659  -0.002 -0.002 0.390 0.150
EXPOSUREDER 163 1.558 -0.019 3,659 0.133 -0.021 0.000 0.000
CREDITRISKDER 163 0.589 1 3,659 0.374 0 0.000 0.000
SIZE 163  11.780 10.940 3,659 11.050 10.790 0.000 0.050
LEVERAGE 163 0.908 0.912 3,659 0.908 0.911 0.890 0.773
DROE 163 0.436 0 3,659 0.501 1 0.103 0.103
MKTHERF 163 0.128 0.088 3,659 0.137 0.129 0.228 0.102

Note: Thep-values for differences in means and medians betwady and late adopters are based on two-teégld. EARLYis an indicator variable that equals
1 if BHCs early adopted accounting standards aath8rwise NIM is measured by the net interest income (BHCK4@¢4)ed by total assets (BHCK2170) at
the first quarter-end after the adoption of a nemoanting standard and adjusted for the averagentexest margin of peer bankRPCERTAINTYs the
percentage of times that a bank’s net interest imasggreater than the average net interest marigpeer banks during the past 12 quarters befaestdndard
announcement dateBADNEWSs an indicator variable equal to INfM is less than zero and 0 otherwig€=SOFINVis the proportion of available-for-sale
securities out of total investment securities amaddomputed as BHCK1773+(BHCK1773+BHCK1754), adjddia the averagdFSOFINVof peer banks.
CONTRACTiIs an indicator variable equal to 1 if a BHC hoidkerest rate derivative contracts and 0 othervii€RANRISKis the ratio of the allowance for loan
and lease losses at the quarter-end (BHCK3123)\éoage quarterly loans and leases (BHCK3516), tatjufor the averageOANRISKof peer banks.
EXPOSUREDERs measured by the ratio of the gross notional armhaf derivative contracts other than purchasetiong (i.e. futures contracts, forward
contracts, written options, and swaps) to totab@mssadjusted for the averagXPOSUREDER peer banksCREDITRISKDERSs an indicator variable that
equals 1 if the gross notional amount of over-thenter derivative contracts is greater than thaxohange-traded derivative contracts and O otiser®iZEis
the natural logarithm of the sum of total interestome (BHCK4107) and total noninterest income (B4079). LEVERAGE:s total liabilities (BHCK2948)
divided by total assets (BHCK217@ROEis an indicator variable that equals 1 if a BHR®OE falls in the highest or lowest quartiles of R@E distribution
for the sample BHCs during a benchmark quarter Guotherwise MKTHERF is measured by the sum of the squared market sifbased on total interest
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income and total noninterest income) of banks dperan the same geographic region; five geograpbgions are identified: Eastern, Southeast, Midwes
Southwest, and West.
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Table 4. Early-Adoption Decision Model—All Standards

I ndependent Expected Modd (1) Model (2) Model (3)

Variable Sign Coeff. %StdX zdtat. p-value Coeff. %StdX zstat. p-value  Coeff. %StdX z-stat. p-value
Hypothesis 1:

NIM - -283.77 -50.90 -3.38 0.001 -295.95 -52.50 363. 0.001 -248.26 -46.60 -2.43 0.008
RPCERTAINTY + -0.09 -3.00 -0.27 0.394 -0.05 -1.600.14 0.446 -0.29 -940 -0.74 0.231
NIM_RPCERTAINTY + 288.00 5240 2.30 0.011 29110 .04 2.18 0.015 272.00 51.30 2.02 0.022
BADNEWS - -0.70 -29.20 -2.57 0.005 -0.68 -28.50 342. 0.010 -0.67 -28.10 -2.10 0.018
Hypothesis 2:

AFSOFINV - -0.87 -17.90 -2.42 0.008 -0.90 -18.20 .372 0.009 -0.97 -19.10 -2.41 0.008
CONTRACT ? 0.47 2550 2.02 0.043 0.43 23.10 1.82 069. 059 3350 227 0.023
LOANRISK - -53.75 -2250 -2.01 0.023 -62.57 -25.502.33 0.010 -58.34 -23.30 -1.87 0.031
EXPOSUREDER + 0.06 12.60 295 0.002 0.06 13.70 2.99.002 0.06 12.70 2.63 0.005
CREDITRISKDER + 0.39 20.70 146 0.073 0.47 25.60 731. 0.042 0.16 830 058 0.281
NONINTCHG + 0.29 1330 5.21 0.000 0.29 1390 5.24 0.000
Control Variables:

SIZE ? 0.19 38.60 221 0.027 0.17 3390 1.87 0.0620.14 2740 146 0.144
LEVERAGE ? -5.09 -11.70 -1.33 0.183 -5.21 -11.70 .211 0.227 -5.79 -1290 -1.50 0.135
DROE ? -0.01 -0.30 -0.03 0.979 -0.03 -160 -0.16 870. -0.01 -0.60 -0.06 0.951
NIEFF + -0.34 -18.20 -0.39 0.350 -0.39 -20.40 -0.440.332 0.02 1.30 0.03 0.490
DROE_NIEFF - -0.80 -28.60 -1.93 0.027 -0.80 -28.5a1.91 0.029 -0.55 -20.10 -1.06 0.146
MKTHERF ? 1.15 1050 0.77 0.439 152 1420 096 393 256 25.00 156 0.118
CULTURE + 181 2860 253 0.006
DISCLOSURE - 0.67 3280 1.73 0.042 0.70 3510 1.7®.040 0.46 2210 1.15 0.126
REG_POS + 484 147.60 3.66 0.000 489 150.60 3.63.0000 4.62 98.70 4.00 0.000
REG_UN - -2.83 -61.40 -3.24 0.001 -290 -61.80 13.2 0.001 -2.21 5220 -2.33 0.010
PAGE - -0.01 -53.70 -1.83 0.034 -0.02 -56.20 -1.910.028 -0.01 -37.90 -1.04 0.151
Year Fixed Effect Yes Yes Yes
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Table 4 (cont.)

I ndependent Expected Modé (1) Model (2) Model (3)

Variable Sign Coeff. %StdX zstat. p-value Coeff. %StdX z-stat. p-value Coeff. %StdX z-stat. p-value
N 3,822 3,628 3,363

# of clusters 486 462 454

Pseudo R 0.25 0.25 0.24

Note: Thep-values are based on one-tailed tests when thécpicedis directional, and on two-tailed tests athise. The table reports the results of estimating
the following model using logit regression withrefard errors clustered at the bank level.
EARLY, = Zﬁ,zlﬁON YEAR; + ANIM; + S,RPCERTAINTY+ SNIM_RPCERTAINTY+ SABADNEWS + GAFSOFINY + fCONTRACT

+BLOANRISK + SBEXPOSUREDER+ SCREDITRISKDER+ Si0NONINTCHG + £1:SIZE; + £i,LEVERAGE + 1;DROE;

+BuNIEFF + £sDROE_NIEFK + £igMKTHERF, + £1/CULTURE + £gDISCLOSURE+ £REG_POS+ SIREG_UN+ £,PAGE + g
EARLYis an indicator variable that equals 1 if BHCdyadopted accounting standards and 0 otherwiE&ARIs a year indicator variabl&lIM is measured by
the net interest income (BHCK4074) scaled by tatslets (BHCK2170) at the first quarter-end afteratioption of a new accounting standard and adjdste
the average net interest margin of peer baRIEECERTAINTYs the percentage of times that a bank’s netéstamargin is greater than the average net interest
margin of peer banks during the past 12 quarteiarde¢he standard announcement daB2SDNEWSs an indicator variable equal to INfM is less than zero
and O otherwise. AFSOFINV is the proportion of available-for-sale securitiesut of total investment securities and is computed
BHCK1773+(BHCK1773+BHCK1754), adjusted for the aage AFSOFINVof peer banksCONTRACTis an indicator variable equal to 1 if a BHC holds
interest rate derivative contracts and O otherwi€sANRISKis the ratio of the allowance for loan and leasssés at the quarter-end (BHCK3123) to average
quarterly loans and leases (BHCK3516), adjustedteraveragdé OANRISKof peer banksEXPOSUREDERs measured by the ratio of the gross notional
amount of derivative contracts other than purchagibns (i.e. futures contracts, forward contraatstten options, and swaps) to total assets,ste§ufor the
averageEXPOSUREDEPR peer banksCREDITRISKDERSs an indicator variable that equals 1 if the grastional amount of over-the-counter derivative
contracts is greater than that of exchange-tradetvative contracts and 0 otherwiddONINTCHG s the average quarterly growth in noninteresbine
(BHCK4079) over the past six quarters, adjustedieraveragdlONINTCHGof peer banks during the same peri8tZEis the natural logarithm of the sum of
total interest income (BHCK4107) and total noniagtrincome (BHCK4079)L.EVERAGE:S total liabilities (BHCK2948) divided by totaksets (BHCK2170).
DROE s an indicator variable that equals 1 if a BHROE falls in the highest or lowest quartiles of ROE distribution for the sample BHCs during a
benchmark quarter and 0 otherwiSBEFF is coded as 1 if adoption of a sample accountiagdard is expected to have a positive effect oorire, -1 if a
negative effect on income is expected and 0O ikeithpositive, a negative or no direct effect amome is possibldOROE_NIEFFis an interaction term between
DROE and NIEFF. MKTHERF is measured by the sum of the squared market sifhased on total interest income and total norésteincome) of banks
operating in the same geographic region; five gaplgic regions are identified: Eastern, Southeagiywglst, Southwest, and We&ULTUREIis measured by
the percentage of times that a bank chose earlgtiatiobefore making the current early-adoption sieci on a new accounting standaBdSCLOSURES an
indicator variable that equals 1 if an accountitajdard only requires disclosure and 0 othervikieG_ POSREG_UN is an indicator variable that equals 1 if
the pronouncement of an accounting standard ceald fo changes in the rule of Tier 1 capital caliboih and a positive effect (an undetermined effextTier
1 capital; 0 otherwisdPAGEis the number of pages of a sample accountinglatdras issued.
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Table 5. Early-Adoption Decision Model by the Incone Effects of Accounting Standards

| ndependent Accounting Standards with I ncome- Accounting Standards with I ncome-
Expected decreasing Effects Expected increasing Effects
Variable Sign Coeff.  %StdX z-sat. p-value Sign Coeff.  %StdX z-sat. p-value
Hypothesis 1:
NIM - 13.440 5.000 0.102 0.460 - -600.633 -64.900 -1.660 0.049
RPCERTAINTY + 2.348 120.300 1.685 0.046 + 0.579 21.900 0.648 0.259
NIM_RPCERTAINTY + 174.600 44.100 0.762  0.223 + 188.600 22.100 0.342 0.366
BADNEWS - 0.238 12.600 0.180 0.429 - -1.761  -58.600 -1.967 0.025
Hypothesis 2:
AFSOFINV - -0.560 -11.800 -0.420  0.337 - -0.416 -9.400 -0.384 0.351
CONTRACT ? 0.608 32.700 0.525 0.600 ? -1.413  -48.300 -1.248 0.212
LOANRISK - -318.683 -84.000 -1.878  0.030 - 24.210 11.400 0.313 0.378
EXPOSUREDER + 0.313 76.600 0.309 0.379 + -2.750  -99.400 -1.427 0.077
CREDITRISKDER + 0.287 14.300 0.254 0.400 + 1.739 125.500 1.275 0.101
NONINTCHG + -13.720 -80.000 -2.543  0.006 + 0.508 3.600 0.082 0.468
Control Variables:
SIZE ? -1.718 -93.900 -2.584  0.010 ? 0.595 167.400 2.195 0.028
LEVERAGE ? 44.080 275.300 2.296 0.022 ? 39.700 88.000 1.133 0.257
DROE + -0.495 -22.000 -0.468  0.320 - -0.933 -37.300 -1.416 0.079
MKTHERF ? -6.091 -34.500 -1.139 0.255 ? -15.610 -67.100 -1.992 0.046
CULTURE + -2.468 -34.000 -0.630 0.264 + 2.213 34.000 1.787 0.037
N 875 287
Pseudo R 0.30 0.38
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Table 5 (cont.)

| ndependent Accounting Standards with Ex Ante Accounting Standards with Only Disclosure
Expected Undetermined I ncome Effects Expected Requirements
Variable Sign Coeff.  %StdX Z-stat. p-value Sign Coeff.  %StdX z-stat.  p-value
Hypothesis 1:
NIM - -301.984  -46.000 -2.715 0.004 - -478.519 -60.800 -3.377 0.001
RPCERTAINTY + -0.190 -6.300 -0.382 0.352 + -1.676 -44.100 -2.168 0.015
NIM_RPCERTAINTY + 342.400 56.600 2.413 0.008 + 601.800 108.600 3.525  0.000
BADNEWS - -0.525 -22.500 -1.489 0.069 - -1.380 -48.800 -2.256 0.012
Hypothesis 2:
AFSOFINV - -1.299  -24.700 -2.987 0.002 - -0.475  -9.500 -0.521 0.301
CONTRACT ? 0.717  41.600 2.771 0.006 ? 2.249 207.400 4309  0.000
LOANRISK - -17.420 -6.600 -0.454 0.325 - -94.110 -31.700 -2.164 0.015
EXPOSUREDER + 0.128 33.200 2.135 0.017 + 0.039 9.300 0.909 0.182
CREDITRISKDER + -0.152 -7.300  -0.559 0.288 + -0.091  -4400 -0.177 0.430
NONINTCHG + -3.617 -24.200 -1.901 0.029 + 0.369  38.000 5.919 0.000
Control Variables:
SIZE ? -0.039 -6.200 -0.331 0.741 ? -0.109 -15.900 -0.727 0.467
LEVERAGE ? -10.990 -21.500 -2.317 0.021 ? -11.920 -22.700 -1.505 0.132
DROE ? 0.080 4.100 0.321 0.748 ? -0.253 -11.900 -0.595 0.552
MKTHERF ? -0.243 -2.000 -0.143 0.886 ? 6.149 82.900 2.747 0.006
CULTURE + 0.820 12.600 1.453 0.073 + 4927 58.500 2.810 0.003
N 1,343 858
Pseudo R 0.09 0.24

Note: Thep-values are based on one-tailed tests when thécpioedis directional, and on two-tailed tests athise. This table reports the results of estimating

the following model using logit regression with éxetskedasticity-corrected robust standard errors:
EARLY, = & + ANIM; + ZRPCERTAINTY+ £NIM_RPCERTAINTY+ £BADNEWS + SAFSOFINY + fs.CONTRACT + £ LOANRISK
+ BEXPOSUREDER+ SCREDITRISKDER+ Si0NONINTCHG + £1:SIZE; + £i,LEVERAGE + £;:DROE; + £,MKTHERF,

+ BisCULTURE, + &
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EARLYis an indicator variable that equals 1 if BHCslye@dopted accounting standards and O otherwid®! is measured by the net interest income
(BHCK4074) scaled by total assets (BHCK2170) affits¢ quarter-end after the adoption of a new aoting standard and adjusted for the average teveist
margin of peer bankRRPCERTAINTYs the percentage of times that a bank’s netéstemargin is greater than the average net intemasggin of peer banks
during the past 12 quarters before the standardwmmement dateBADNEWSIs an indicator variable equal to 1NiM is less than zero and O otherwise.
AFSOFINVis the proportion of available-for-sale securitm# of total investment securities and is compuisdBHCK1773+(BHCK1773+BHCK1754),
adjusted for the averagtFSOFINV of peer banksCONTRACTIs an indicator variable equal to 1 if a BHC holdterest rate derivative contracts and 0
otherwise LOANRISKis the ratio of the allowance for loan and leassés at the quarter-end (BHCK3123) to averagdeariialoans and leases (BHCK3516),
adjusted for the averadgDANRISKof peer banksEXPOSUREDERs measured by the ratio of the gross notional arhof derivative contracts other than
purchased options (i.e. futures contracts, forveamutracts, written options, and swaps) to totaé@ssadjusted for the averaBXPOSUREDER peer banks.
CREDITRISKDERS an indicator variable that equals 1 if the grostional amount of over-the-counter derivativatcacts is greater than that of exchange-
traded derivative contracts and O otheri$®NINTCHGis the average quarterly growth in noninteresbime (BHCK4079) over the past six quarters, adjusted
for the averagdONINTCHGof peer banks during the same periStZE is the natural logarithm of the sum of total iestrincome (BHCK4107) and total
noninterest income (BHCK4079)EVERAGE:s total liabilities (BHCK2948) divided by totabsets (BHCK2170)DROEis an indicator variable that equals 1
if a BHC’s ROE falls in the highest or lowest qilag of the ROE distribution for the sample BHCsidg a benchmark quarter and 0 otherwM&THERFis
measured by the sum of the squared market shaaesdlon total interest income and total noninténesime) of banks operating in the same geograggion;
five geographic regions are identified: EasternjtBeast, Midwest, Southwest, and W&3tILTUREIis measured by the percentage of times that a tlange
early adoption before making the current early-gidopdecision on a new accounting standard.

Accounting standards with income-decreasing effexdtide SFAS No. 121, SFAS No. 123, SFAS No. 143AS No. 144, and SFAS No. 123R. Accounting
standards with income-increasing effect include SH¥o. 122 and SFAS No. 146. Accounting standards uidetermined income effect include SFAS No.
133, SFAS No. 142, SFAS No. 155, SFAS No. 156, 3RAS No. 159. Accounting standards with discloseguirements include SFAS No. 132, SFAS No.
132R, SFAS No. 157, and SFAS No. 161.
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Table 6. Additional Analysis

Panel A. Early-Adoption Decision Model by Bank Size

I ndependent Expected Small BHCs Mid-sized BHCs LargeBHCs
Variable Sign Coeff. p-value Coeff. p-value Coeff. p-value
Hypothesis 1:

NIM - -213.381 0.045 -668.938 0.000 325.900 0.087
RPCERTAINTY + -0.217 0.373 -0.505 0.261 -1.543 0.082
NIM_RPCERTAINTY + 487.900 0.005 527.900 0.015 -420.230 0.180
BADNEWS - -0.424 0.175 -1.508 0.004 -0.779 0.148
Hypothesis 2:

AFSOFINV - -0.851 0.045 -1.270 0.054 -1.063 0.244
CONTRACT ? 0.581 0.180 1.150 0.011 1.118 0.226
LOANRISK - -80.340 0.100 -63.900 0.130 -216.001 0.008
EXPOSUREDER + -18.230 0.061 -12.000 0.015 0.051 0.107
CREDITRISKDER + 0.619 0.115 0.329 0.236

NONINTCHG + -5.970 0.006 0.485 0.000 -11.280 0.003
Control Variables:

SIZE ? -0.081 0.832 -0.066 0.860 0.895 0.001
LEVERAGE ? 4690 0.244 -4.832 0.580 -22.200 0.314
DROE ? -0.309 0.425 0.561 0.140 -0.040 0.930
NIEFF + -15.330 0.000 2.686 0.006 2.292 0.000
DROE_NIEFF - -0.285 0.353 -1.535 0.047 0.095 0.463
MKTHERF ? -0.024 0.994 6.908 0.009 0.453 0.922
CULTURE + 0.980 0.226 3.549 0.016 0.914 0.203
DISCLOSURE - 0.873 0.139 -0.063 0.416 0.327 0.178
REG_POS + 31.590 0.000 4.089 0.001 4566 0.000
REG_UN - -3.029 0.035 -15.230 0.000 0.574 0.121
PAGE - -0.016 0.123 -0.002 0.416 0.016 0.000
Year Fixed Effect Yes Yes Yes

N 1,643 1,325 395

# of clusters 336 215 49

Pseudo R 0.27 0.34 0.37
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Table 6 (cont.)

Panel B. Standard Complexity

I ndependent Expected Small BHCs Mid-sized BHCs LargeBHCs
Variable Sign Coeff. p-value  Coeff. p-value Coeff. p-value
Hypothesis 1:

NIM - -197.679  0.040 -662.671  0.000 274.000 0.138
RPCERTAINTY + -0.252 0.352 -0.533 0.251 -1.417 0.106
NIM_RPCERTAINTY + 460.800 0.003 508.800 0.018 -331.699 0.272
BADNEWS - -0.424  0.173 -1.497 0.004 -0.704 0.191
Hypothesis 2:

AFSOFINV - -0.857 0.043 -1.265 0.060 -0.946 0.256
CONTRACT ? 0.603 0.165 1.159 0.010 1.203 0.181
LOANRISK - -79.470  0.102 -67.560 0.114 -191.289  0.017
EXPOSUREDER + -19.050 0.059 -12.640 0.013 0.052 0.095
CREDITRISKDER + 0.624 0.113 0.322 0.239

NONINTCHG + -5.850 0.006 0.497 0.000 -11.080 0.002
Control Variables:

SIZE ? -0.065 0.867 0.007 0.985 0.808 0.001
LEVERAGE ? 4675 0.240 -4.721 0.585 -24.360 0.276
DROE ? -0.316 0.411 0.529 0.166  -0.020 0.966
NIEFF + -14.400 0.000 2.359 0.005 2.220 0.000

DROE_NIEFF - -0.283 0.353 -1.379 0.052 0.018 0.494

MKTHERF ? 0.105 0.974 7.422 0.005 0.818 0.859
CULTURE + 1.002 0.231 3.512 0.016 0.851 0.225
DISCLOSURE - 1.733 0.081 0.512 0.143 -0.012 0.488
REG_POS + 18.270 0.000 3.907 0.001 4,948 0.000
REG_UN - -14.920 0.000 -16.480 0.000 0.985 0.010
LOWCOMPLEX + 11.800 0.000 -0.031 0.490 -0.472 0.246
HIGHCOMPLEX - -1.673 0.080 -0.485 0.245 1.254 0.003
Year Fixed Effect Yes Yes Yes
N 1,643 1,325 395
# of clusters 336 215 49
Pseudo R-Squared 0.26 0.34 0.37

Note: Thep-values are based on one-tailed tests when thécficedis directional, and on two-tailed tests othise.
Panel A reports the results of estimating the feity model for small, mid-sized, and large banksgidogit
regression with standard errors clustered at thé& kvel.
EARLY, = Zﬁ,:lﬁON YEAR; + ANIM; + BRPCERTAINTY+ ANIM_RPCERTAINTY+ ZBADNEWS
+ BAFSOFINY + fLCONTRACT + ZLOANRISK + SBEXPOSUREDER
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+ fCREDITRISKDER+ £10NONINTCHG + S1:SIZE; + f1,LEVERAGE + £,;DROE;

+ BNIEFF; + £sDROE_NIEFF + £¢MKTHERF, + £;CULTURE; + £sDISCLOSURE

+ fIIREG_POS+ £oREG_UN+ 5»PAGE + ¢
Panel B reports the results of estimating the falhy model for small, mid-sized, and large bank&gidogit
regression with standard errors clustered at thé& kvel.

EARLY, = Z%zlﬂON YEAR; + ANIM; + ZRPCERTAINTY+ SNIM_RPCERTAINTY+ ZBADNEWS

+ BAFSOFINY + fLCONTRACT + ZLOANRISK + SBEXPOSUREDER

+ fCREDITRISKDER+ S0NONINTCHG + B1:SIZE; + f1,LEVERAGE + £;DROE;

+ FNIEFF, + £sDROE_NIEFF + £igMKTHERF, + £;,CULTURE; + £5sDISCLOSURE

+ fLIREG_POS+ £REG_UN+ £ LOWCOMPLEX+ S ,HIGHCOMPLEX + &
EARLYis an indicator variable that equals 1 if BHCdyadopted accounting standards and O otherMBARIs a
year indicator variableNIM is measured by the net interest income (BHCK4@¢4)ed by total assets (BHCK2170)
at the first quarter-end after the adoption of & reecounting standard and adjusted for the avenegenterest
margin of peer bank&PCERTAINTYSs the percentage of times that a bank’s netéstemargin is greater than the
average net interest margin of peer banks duriegpest 12 quarters before the standard announcesated.
BADNEWSSs an indicator variable equal to INfM is less than zero and 0 otherwi8&SOFINVis the proportion
of available-for-sale  securites out of total invaent securites and is computed as
BHCK1773+(BHCK1773+BHCK1754), adjusted for the aage AFSOFINV of peer banksCONTRACTIs an
indicator variable equal to 1 if a BHC holds inwreate derivative contracts and 0 otherwiSBANRISKis the ratio
of the allowance for loan and lease losses at tlzeter-end (BHCK3123) to average quarterly loand i@ases
(BHCK3516), adjusted for the averag®ANRISKof peer banksEXPOSUREDERs measured by the ratio of the
gross notional amount of derivative contracts othan purchased options (i.e. futures contractsydod contracts,
written options, and swaps) to total assets, aeljustor the averageEXPOSUREDERoOf peer banks.
CREDITRISKDERS an indicator variable that equals 1 if the grostional amount of over-the-counter derivative
contracts is greater than that of exchange-tradedative contracts and 0 otherwi$¢ONINTCHGis the average
quarterly growth in noninterest income (BHCK407%epo the past six quarters, adjusted for the average
NONINTCHG of peer banks during the same peri&®iZE is the natural logarithm of the sum of total iet&r
income (BHCK4107) and total noninterest income (BHQ79). LEVERAGEIs total liabilities (BHCK2948)
divided by total assets (BHCK217aDROE is an indicator variable that equals 1 if a BHROE falls in the
highest or lowest quartiles of the ROE distributionthe sample BHCs during a benchmark quarterCaotherwise.
NIEFF is coded as 1 if adoption of a sample accountiagdard is expected to have a positive effect oorire, -1
if a negative effect on income is expected and @ittier a positive, a negative or no direct effestincome is
possible DROE_NIEFFis an interaction term betwe®ROE andNIEFF. MKTHERFis measured by the sum of
the squared market shares (based on total inter@sine and total noninterest income) of banks dpegran the
same geographic region; five geographic regionscametified: Eastern, Southeast, Midwest, Southyarst West.
CULTUREis measured by the percentage of times that a tlaode early adoption before making the curreryear
adoption decision on a new accounting stand&&CLOSUREis an indicator variable that equals 1 if an
accounting standard only requires disclosure amth@rwise. REG_POSREG_UN is an indicator variable that
equals 1 if the pronouncement of an accountingdsta@h could lead to changes in the rule of Tier piteh
calculation and a positive effect (an undetermieéidct) on Tier 1 capital; O otherwisBAGE is the number of
pages of a sample accounting standard as isk@¥COMPLEXis an indicator variable which equals 1 if early-
adoption decisions are on SFAS No. 122, SFAS N@, $FAS No. 146, SFAS No. 155, or SFAS No. 161, &nd
otherwise HHGHCOMPLEXis an indicator variable which equals 1 if eartipption decisions are on SFAS No.
123, SFAS No. 133, SFAS No. 123R, SFAS No. 156FAS No. 157, and 0 otherwise.
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Figure 1. Comparison between Early and Matched Lat®ank Adopters in the Growth of Funds
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(a) Banks’ Financing Activities during Economic (b) Banks’ Financing Activities during Economic
Expansion Contraction

This figure displays the financing activities ofrlgabank adopters and matched late adopters betweeissued dates and the effective dates of atiogun
standards (i.e., the testing periods). Banks’ fiire activities include changes in deposits, litib# other than deposits, and preferred and comstaek. For
each early bank adopter of an accounting standaiate bank adopter is matched correspondinglychasebank profitability (i.e., net interest margiRanel a
(Panel b) exhibits the early and late bank adopfi@ncing activities in the testing periods whitre economy was in expansion (contraction). Deding of
economic expansions and contractions are avaitabkae NBER websiteh(tp://www.nber.org/cycles/cyclesmain.h)mrhe comparison of the total growth of
funds acquired between early and matched late bdofters is not statistically significant in anygealn contrast, the comparisons of the growthadilities
other than deposits between early and matchedéatk adopters are statistically significant in tases of the adoption of FAS 122, FAS 133, FAS &56,
FAS 157 (paired t-test, one-tailpevalue = 0.05, 0.05, 0.07, and 0.02, respectively).
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