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Abstract

Previous strudies have generally focused on using financial ratios to predict earnings
changes and stock returns. Therefore, so far little is known about the information content of
related party transactions. This paper aims to fill this research gap. The empirical results of the
study indicate that related-party transaction information has no significantly incremental
explanatory power for current/future earnings changes and stock returns, except that sales to
affiliates to net sales ratio has explanatory power for future stock returns. After controlling for
size and market to book ratio, most related-party transaction ratios, except for related-party
endorsement to asset ratio for the prediction of one-year-ahead earnings changes direction, are
still irrelevant predictors. In sum, most existing related-party transaction disclosures required by
TFASB(Taiwanese Financial Accounting Standard Board) Statement No. 6 are irrelevant
information to predict the direction of earnings changes and stock returns. Thus, the content of
existing related-party transaction disclosures should be further discussed to improve their
usefulness.
Key words: Earnings, Stock Returns, Financial Ratios, Related-Party Transaction
Information, Fundamental Analysis
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