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The Effect of Insider Trading on Value Relevance of

Asset Write-Downs

Abstract

Advisor: Dr. Shu -Wei Hsu
Graduate Student: Yu-Tung Lin
Graduate Student No: G10043016

This study investigates the effect of insider trading on value relevance of assets
write-downs (asset impairment). Managers play a critical role in the treatment of
impairment of assets, involving discretions and judgments. The process is
undisclosed and unknown to outsiders. Prior researches suggest that insider trading
reflects insiders’ private information on future prospects of firms. If insider trading
reflects private information of managers, insider trading could convey information
about the value relevance of asset write-downs.

This study uses the samples occuring impairment of assets and insider trading
in the same year. The sample covers firms listed on TSE and OTC from 2004 to 2012.
Price model and return model are used to investigate whether insider trading affects
the value relevance of asset write-down.

The results shows that insider trading affect value relevance of asset write-
downs. In addition, the effect of insider net buying is greater than insider net selling.
The results also hold if the sample is limited to electric industry. In sum, the results
support that insider trading conveys information to enhance the value relevance of
asset write-downs.

Keywords: insider trading, Asset Write-Downs, value Relevance
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#3-3HFEAEEZ ER A F PR

7% 2004 2005 2006 2007 2008 2009 2010 2011 2012 &3 v B)(%)
ki1 % 1100 1 2 3 1 2 2 4 3 3 21 1.0
51 ¥ 1200 2 7 3 5 7 6 4 4 1 39 1.9
P ¥ 1300 2 9 7 6 7 3 5 3 3 45 2.2
g RS 1400 4 22 11 7 9 5 8 7 4 77 3.8
TR 1500 4 15 14 14 18 8 11 8 9 101 5.0
TELH 1600 2 6 4 6 4 4 1 3 3 33 1.6
Ly 1721 3 8 4 6 7 " 5 4 5 49 2.4
2 HF R 1722 0 8 6 6 8 11 5 6 3 53 2.6
PLIYIR 1800 2 2 1 2 4 1 1 1 0 14 0.7
B ¥ 1900 0 6 3 6 0 1 0 0 0 16 0.8
4 ¥ 2000 9 12 6 6 7 3 7 5 8 63 3.1
Hog1 ¥ 2100 0 4 3 1 1 2 2 3 1 17 0.8
B ¥ 2200 0 0 2 2 3 4 2 2 3 18 0.9
B4 2324 4 20 31 25 & 28 20 15 16 18 171 8.5
T ek 2325 9 29 24 o e 22 19 19 18 185 9.2
kT E 2326 4 14 13 25 30 18 25 28 30 187 9.3
@R R 2327 4 13 14 14 17 8 5 o8 J11 96 4.8
T+ REE 2328 10 46 32 40 49 42 30 30 28 307 15.2
THERRE 2329 2 6 7 6 9 4 2 5 1 42 2.1
FTRIEE 2330 3 14 5 7 9 8 5 8 6 65 3.2
Hu g+ % 2331 7 15 15 16 16 10 10 10 7 106 5.3
gl 2500 8 25 19 13 14 10 8 3 3 103 5.1
frad 2600 2 1 2 1 4 4 5 0 4 23 1.1
Bk 2700 0 2 0 1 2 1 0 0 3 9 0.4
FAER 2900 3 4 4 5 6 3 5 5 5 40 2.0
U o 3 9700 0 3 2 2 1 1 2 0 0 11 0.5
H 9900 7 21 20 14 15 14 15 7 10 123 6.1
e 92 314 255 260 293 222 201 190 187 2014 100
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141 A FoE st

Il

Panel A : % i #-3) 2 # » & 47 (N=2,014)

33 = 3ot ok £ Bl it . = e Bt i
= #(Q1) = #(Q3)

Price 23.5988 28.1062 2.4100 8.9500 14.5400 26.2700 184.9400
WD 0.2709 0.4724 0.0005 0.0313 0.0970 0.2838 2.8368

NIT -0.3416 0.8058 -1.0000 -1.0000 -0.8675 0.5424 1.0000

BVPS 37.3816 33.0033 4.6020 20.0637 28.6843 44,3304 242.4783
NPAT 1.0096 2.7884 -6.1582 -0.5855 0.7960 2.4110 10.6533
Size 15.0759 1.6361 11.4702 13.9724 14.9276 16.0770 19.3567
Panel B : s #-3) 2_ tk & 2 7 (N=1,991)

Return 0.0552 0.5303 -0.7998 -0.2526 -0.0515 0.2162 2.6363

WD 0.2709 0.4724 0.0005 0.0313 0.0970 0.2838 2.8368

NIT -0.3416 0.8058 -1.0000 -1.0000 -0.8675 0.5424 1.0000

EPS 0.9763 2.9292 -6.7039 -0.6261 0.8157 2.4731 10.8714
AEPS -0.4685 5.4031 -36.1635 -0.7972 -0.1349 0.4068 18.9768
Size 15.0759 1.6361 11.4702 13.9724 14.9276 16.0770 19.3567

e R AT 1%
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AF2 3 12 Pearson ¥ Spearman 4p B fx¥cA 47 Kk A 473 B HcRF A4 B AR

Ji v 2 42 R L BB APM Gl 785 o+ F & T 5 Pearson 4p B ik
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AR AR M A T

7. 4-2 > Panel A "L i§ #-3) 2 Pearson A4p Bf Trdfic? ¥ IR > £ KL (Price)
2 7 A R AF(WDs AR B (8 5 -0.0524) 5 384 2 3 (NIT; 4 B % 8 5 -0.0474) »
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Panel B 4r ¥ 4= 2 Pearson 4p f @ fic? ¥ o & R F A KL E ~ 7
3 0 % (Return) & 7 & /MF(WD w rsé n% 0.1397) L AR E fAnM s AR F
£ (EPS; p B fé"ﬁ;ﬁp 0.2893) - (AEPS, AP BE T2dic i 0.2893) ~ R
(Size; #p B ¥ i 0.0672) % &«;f F 7};1 Fﬁé o fx Pearson #p R % #c "f AR
BRI FEI TR TARFERINAZI S AP gt H
RRER TG A FAAM R EERM BT 2 B Ry A E AP T
*BE e

Y E’ 7 VIF P éﬁ(Variance Inflation Factor) > ipl3# % % 1 Panel A
R EA S e 2 VIFES 1230 @ & PanelB sk #3 > w 2 VIF &5 1.11 -
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4 4-2 fp M dA 45

Panel A @ p 384 % 5 & T 4 R AF ¥ 2 iR (N=2,014)
Price WD NIT NPAT BVPS Size
Price 1 -0.0524** -0.0474** 0.4440*** 0.3003*** 0.1887***
WD -0.1471*** . -0.0396** -0.1670*** 0.0449** -0.1700***
NIT -0.0740*** -0.0403** 1 -0.0081 -0.0090 0.0161
NPAT 0.5101*** -0.2409*** -0.0130 1 0.3985*** 0.4043***
BVPS 0.3805*** -0.1040*** -0.0137 0.5423*** 1 0.4470***
Size 0.2703*** -0.2742%** 0.0043 0.4221*** 0.5881*** 1
Panel B : 3% 4 % 5 22 F & jR4F 3R ¥ 2 #& R (N=1,991)
Return WD NIT EPS AEPS Size
Return 1 -0.1397*** 0.0237 0.2893*** 0.0672*** 0.0354
WD -0.2111*** 1 -0.0396* -0.1720*** -0.0299 -0.1700***
NIT 0.0006 -0.0403* 1 -0.0063 -0.0175 0.0161
EPS 0.4043*** -0.2479*** -0.0130 1 0.1530*** 0.4117***
AEPS 0.1740*** -0.0200 -0.0130 0.2606*** 1 0.0380*
Size 0.1431%** -0.2731%%* 0.0041 0.4286*** 0.0357 1

3oL T iE 1%RF R MR E T iE BOORE ORI L ¥ T ik 10%BE F ok o (2)2 F L85 Person Ap B i ¥ 0 + T L% Spearman An B 2 ¥k o (3)Price & AL 5 Return
ATFBEFLE A F T WD EERT AR LA ONIT Z 0384225 INPAT 27 2 R4F2 B2 E s BVPS 2 2 Z4f2 5 Wteg & s EPS 5 72 § dp2 &
W FAR S AEPS 33 ORI FAARR S Size B 7 RH
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F 043 NFRA LR ST AR E KR KR

Panel A 135 % #-7)

W1 - 3=
LS TEEP 15 =¥ S p-iE =¥ S p-iE
WD ? -0.1191 0.920 0.8571 0.520
WDxNIT + 2.0624* 0.053
NPAT + 4.1013***  <0.001 4.1021*** <0.001
BVPS + 0.1515***  <0.001 0.1515*** <0.001
Size ? 1.3883*** 0.001 -1.3684*** 0.001
CONS 35.5628***  <0.001 35.0683*** <0.001
Year Dummy YES YES
Industry Dummy YES YES
N 2,014 2,014
F P s 22.08***
Adj. R? 0.2894 0.2900

Panel B:3R p* -3

WD ? -0.1012*** <0.001 -0.0781*** 0.004
WDxNIT = 0.0490** 0.030
EPS 4 0.0567*** <0.001 0.0566*** <0.001
AEPS + 0.0009 0.338 0.0012 0.285
Size ? -0.0395*** <0.001 -0.0390*** <0.001
CONS 0.5566*** <0.001 0.5440*** <0.001
Year Dummy YES YES
Industry Dummy YES YES
N 1,991 1,991
F 11.24%** 11.05***
Adj. R? 0.1635 0.1646
Qe wRgRN w4 T 1005927 10%2 B E K S FF RN R o p i AR R EEKR Y
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