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This study addresses whether firms’ share prices correctly reflect the
valuation implications of two accounting measures, other comprehensive income
and the discount or premium on equity transactions. Other comprehensive income,
which bypasses income statements and enters directly into owners’ equity, is
observable from the financial statements, while the discount or premium on equity
transactions, which arises from recognizing equity transactions at other than fair
market value, is not readily observable and thus more likely to be mispriced.

We estimate a pair of abnormal earnings forecasting and valuation equations,
using a sample of Taiwan listed non-financial companies in 1991-2008. Findings
show that other comprehensive income is irrelevant for forecasting abnormal
comprehensive income, but is positively valued. However, findings indicate that
the discount or premium on equity transactions is positively associated with future
abnormal comprehensive income, but it appears to be undervalued. Hedge returns
are insignificant when portfolios are formed based on other comprehensive income,
but are significantly positive based on the discount or premium on equity
transactions. Taken together, the findings are consistent with that investors
correctly price other comprehensive income items but under-value the discount or

premium on equity transactions.

Key Words: Other Comprehensive Income, Clean Surplus Relation, Super Clean

Surplus Relation, Discount or Premium on Equity Transactions.
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