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Extensive Summary 
 
Introduction 
The reporting of long term non-financial assets at fair values on a mandatory basis 

in the case of impairment, and optionally in the case of the increase in value is permitted 
by International Accounting Standards (IAS) / International Financial Reporting 
Standards (IFRS) issued by International Accounting Standards Board. The reporting 
those assets at fair values depending on management discretion led to be made 
researches on whether management exploits the fair values to affect stakeholder’s 
decisions or not. 

While some companies listed on “Borsa Istanbul (BIST) Equity Market” are 
reporting their long term non-financial assets at fair values, others report those assets at 
amortized historical costs. This raises a question whether management reports the long 
term non-financial assets at fair value for purposes such as to create borrowing capacity, 
and to reduce borrowing costs, political costs and information asymmetry. 

This study is to examine the determinants of management’s fair value choice 
decision for reporting long term non-financial assets in companies listed on BIST 
Equity Market whose financial statements have to be prepared under IAS / IFRS, and 
thus Turkey Accounting Standards (TAS) / Turkey Financial Reporting Standards 
(TFRS). In Turkey, there has not been any study in the topic of the determinants of 
management’s fair value choice decision. For this reason, this present study 
significantly contributes to the accounting method choice literature on IAS / IFRS.  
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Method 
The population of the study consists of 405 companies listed on BIST in 2012. 

There are two different sample of the study: Property, Plant and Equipment (PP & E) 
sample and Investment Property (IP) sample. Financial institutions because of the scope 
of the study, companies having negative equity, having not sales revenues, having not 
PP & E and IP and having deficient data in the period of examination have been 
excluded from the both sample. PP & E sample and IP sample involve respectively 258 
and 96 company – year observations. 

In this study, Watts and Zimmerman’s Positive Accounting Theory methodology 
is adopted. This study has researched the relationship between the management’s 
decision for reporting long term non-financial assets at fair value or amortized historical 
cost as dependent variable and liabilities to equity ratio (leverage), company size (size), 
and market to book value ratio (MV / BV) as independent (explanatory) variables. 
Consistent with similar studies in the accounting literature, in this study, Mann-Whitney 
U test and logistic regression analysis have been used to analyze data. 

In this study, model 1 and model 2 have estimated whether, in companies listed on 
BIST Equity Market, debt contracting, political cost and information asymmetry factors 
are the determinants of management’ decision for reporting PP & E at revalued amount, 
or the determinants of management’ decision for reporting IP at fair value or not. 

Y = α0 + α1Leverage + α2Size + α3MV / BV + e  (Model 1) 
Where; 

Y is the management’s decision for reporting PP & E at revalued amount or 
amortized historical cost, 

Leverage is the ratio of liabilities to equity as a proxy of debt contracting factor, 
Size is the log of sales revenue as a proxy of political cost factor, 

MV / BV is the market to equity ratio as a proxy of information asymmetry factor, 
e, is the error term. 

Y = α0 + α1Leverage - α2Size + α3MV / BV + e  (Model 2) 
Apart from the variable of Y, the other variables are the same as in Model 1. Y 

refers the management’s decision for reporting IP at fair value or amortized historical 
cost. 

Result 
The results of Mann-Whitney U test point that the difference between the leverage 

variable’s mean rank of companies reporting PP & E at revalued amount and that of 
companies reporting those assets at amortized historical cost is statistically significant at 
the level 10%, and also the difference between the rank means of size variables of both 
groups is statistically significant at the level 1%. But, results indicate that the difference 
between the rank means of MV / BV variables of both groups is nonsignificant at the 
level 1%, 5%, %10. Furthermore, the results point that the difference between the mean 
ranks of all independent variables of companies reporting IP at fair value and those of 
companies reporting those assets at amortized historical cost is not statistically 
significant at the level 1%, 5%, %10. 
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According to the results of multivariate logistic regression analysis, p value of χ2 
test in model 2 has not significance level of 10%, indicates that model 2 as a whole is 
not significant. Whereas, p value of χ2 test in model 1 has significance level of 10%, 
indicates that model 1 as a whole is significant. The results are consistent with the 
results of Mann-Whitney U test, except for leverage variable. The results of analysis 
point that leverage and MV / BV variables do not explain the management’s decision 
for reporting PP & E at revalued amount in companies listed on BIST equity markets. 
Size variable explains the management’s decision for reporting PP & E at revalued 
amount, but size variable’s sing is otherwise expected. Explanatory power of the model 
is also quite low in that Cox & Snell R2 and Nagelkerke R2 are respectively 2.7% and 
3.8%. 

Conclusion and Discussion 
As a result of analysis, it has been identified that companies reporting PP & E at 

revalued amount are funded by more debt and to be smaller companies than companies 
reporting those assets at amortized historical cost. However, the results indicate that, in 
companies listed BIST Equity Market, debt contracting, political cost and information 
asymmetry factors are not the determinants of management’s decision for reporting PP 
& E at revalued amount. The company size explains the management’s decision for 
reporting PP & E at revalued amount, but contrary to what is predicted, the revaluation 
method is chosen by small companies. This results can be explained by that, as stated by 
Seng and Su (2010, p. 15), effect of the revaluation has already been taken into 
consideration when the lenders determine the debt ratios, or the lenders do not place 
much emphasis on the debt ratios when making decision to lend. Furthermore, results 
can be justified by that small companies have reported PP & E at revalued amount in 
order to improve their bargaining power with lenders and to gain attention from 
potential shareholders. 

The results of analysis point that, in companies listed BIST Equity Market, debt 
contracting, political cost and information asymmetry factors are not the determinants of 
management’s decision for reporting IP at fair value. This results can be explained by 
that the unrealized gains of IP are not large enough and do not display significant 
change from one year to another, or stakeholders in particular lenders do not pay 
attention to unrealized gains when making decision. 

According to results, except for small companies have reported PP & E at 
revalued amount in order to improve their bargaining power with lenders and to gain 
attention from potential shareholders, it can be said that listed companies do not resort 
to creative accounting practices and give more importance to be reliable in reporting 
information. 

 


