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Net Income vs. Comprehensive Income

A Reexamination of Attributes, Relevance, and Price Informativeness
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Abstract

The purpose of this paper is to compare the usefulness between net income and comprehensive income.
The results by SUR (seemingly unrelated regression) show the following evidence. Although net income
is more persistent than comprehensive income in one year, the persistence of comprehensive income is
higher than net income in another year. We cannot support the claim that one is always more persistent
than another. Consistent with prior expectation, comprehensive income is more timely than net income.
However, we cannot meaningfully test the effect of conservatism on both income. The value relevance
and price informativeness of net income is not significantly different from those of comprehensive income.
We cannot find the strong evidence, which support the insistence that one is superior to another. These
empirical results will make a important contribution to the setting of accounting standard for performance

reporting.
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Table 1 Sample Distribution

Persistence Conservatism Value Relevance Informativeness
2004 1,773 1,906 1,781 1,750
2005 1,845 1,969 1,831 1,820
2006 1,908 1,784 1,761

Samples are obtained from COMPUSTAT/CRSP Merged database (CCM) and CRSP Monthly Stocks.

Table 2 Descriptive Statistics

Mean S.D. 1Q Median 3Q
P, 21.3926 24.2093 6.6500 15.5600 29.63300
R, 1.1658 0.8042 0.8666 1.0640 1.2993
NI, 2.6995 103.9194 -0.1947 0.3945 1.5109
Cl, 3.3696 141.3178 -0.2161 0.4180 1.5556

NI = net income (COMPUSTAT item “ni”), Cl = comprehensive income (COMPUSTAT item “citotal”)

Table 3 Comparison between Net Income and Comprehensive Income

Mean Median
NI Cl T NI Cl z
2004 139.325 158.278 - 6.013*** 6.973 8.390 - 13.258%**
2005 197.085 175.590 5.378%** 8.030 6.363 18.412%**
2006 250.536 277.021 - 4.137%** 10.494 11.313 - 21.988***

*** significant at the 1% level ** significant at the 5% level *significant at the 10% level

Table 4 Correlations between Net Income and Comprehensive Income

Pearson Correlation Spearman Correlation
2004 0.9940 0.9803
2005 0.9858 0.9519
2006 0.9773 0.9751

Table 5 Persistence of Net Income and Comprehensive Income

NI cl g=p

B B’ x2 p-value
2004 - 05 1.1252*** 0.6543*** 28,244.82 0.0000
2005 - 06 1.1337*** 1.9460%** 609.64 0.0000

*** significant at the 1% level ** significant at the 5% level *significant at the 10% level

Table 6 Comparison between the absolute value of changes (|ANI| — |ACI]|)

Paired t test Wilcoxon test
T p-value z p-value
2004 - 05 - 3.0182 0.0026 - 2.257 0.0240
2005 - 06 - 5.8039 0.0000 - 13.798 0.0000
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Table 7 Timeliness and Conservatism

Timeliness Conservatism
NI Cl dif. (x?) NI Cl dif. (x?)
2004 0.0964 0.1149 16.67*** -0.1291 -0.0720 n.a.
2005 0.0895 0.0857 0.20 -1.7458 -1.8074 n.a.
2006 0.1319 0.1455 4.37%* -2.3019 - 2.1554 n.a.

*** significant at the 1% level ** significant at the 5% level *significant at the 10% level

Table 8 Comparison of the coefficient on Negative Return Dummy

NI Cl dif. (x?)
2004 0.1457 0.1673 3.31*
2005 0.2476 0.2359 0.35
2006 0.4236 0.4513 2.66

*** significant at the 1% level ** significant at the 5% level *significant at the 10% level

Table 9 Estimation by Biprobit Model

a, Y1 dif. (x?) 1+ B 6; + 6, dif. (x?)

total 0.2358 0.2381 0.01 - 0.2005 -0.1791 0.40

Table 10 Value Relevance of Net Income and Comprehensive Income

Net Income Comprehensive Income
NI LOSS R? Cl LOSS R?
2004 0.0906*** - 0.1806** 0.0113 0.0880*** - 0.1847** 0.0129
2005 0.0292* -0.0876 0.0034 0.0315* - 0.0875 0.0034
2006 0.0284** -0.0722 0.0055 0.0257** -0.0678 0.0053

*** significant at the 1% level ** significant at the 5% level *significant at the 10% level

Table 11 Test of Value Relevance

Coefficient Explanatory Power
x2 p-value z p-value
2004 0.14 0.7078 1.4625 0.1436
2005 0.19 0.6617 0.2878 0.7735
2006 0.67 0.4126 -1.0044 0.3152

Table 12 Value Relevance of Earnings Components

INC eNlI eCl Year2005 Year2006 R?
Coef. 0.4454 0.6590 0.6374 - 0.0409 -0.0752 0.0193
t-value 4.90 0.60 0.81 -1.26 -2.42
p-value 0.000 0.551 0.420 0.207 0.016
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Table 13  Informativeness
Net Income Comprehensive Income
NI LOSS R? Cl LOSS R?
2004 0.0436** - 0.2666*** 0.0098 0.0416** - 0.2636*** 0.0101
2005 0.1123*** - (0.1939*** 0.0157 0.1223*** - 0.1963*** 0.0152
2006 0.0254 - 0.0849 0.0031 0.0226 -0.0810 0.0027

*** significant at the 1% level

Table 14 Test of Informativeness

** significant at the 5% level

*significant at the 10% level

Coefficient Explanatory Power
x? p-value z p-value
2004 0.17 0.6839 1.0214 0.3070
2005 1.23 0.2668 - 1.0212 0.3072
2006 0.39 0.5302 - 1.8970 0.0578
Table 15 Informativeness of Earnings Components
Model (1) Model (2) Model (3)
INC 0.5640*** 0.4474%** 0.4745***
eNlI 1.0584 -0.2274
eCl 1.4219* 0.3377
Year2005 - 0.0520 - 0.0572* - 0.0575*
Year2006 - 0.0539 -0.0673* - 0.0622*
R? 0.0228 0.0212 0.0218

*** significant at the 1% level

** significant at the 5% level

*significant at the 10% level
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