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Highlights
e  Capital increase through asset revaluation positively and significantly increases
Cumulative Abnormal Returns (CAR) in the Tehran Stock Exchange.

e Market reaction to asset revaluation is greater than that to cash contributions and retained
earnings methods.

e Asset revaluation serves as a credible signal of improved financial position.

e Findings are based on 147 listed companies over the period 2011-2018.

e  Thisapproach enhances financial transparency and strengthens investor confidence.

Abstract

Given that sudden events and the influx of new information into the market
such as announcements of capital increases lead to heightened return volatility and
the emergence of abnormal returns, the present study investigates investors'
reactions to capital increases via asset revaluation. The statistical sample
comprises 147 companies listed on the Tehran Stock Exchange, selected through
systematic random sampling for the period 1390-1397 (2011-2018). Cumulative
abnormal returns (CAR) were calculated over a six-month window (three months
before and after the capital increase announcement) using the market model and
served as a measure of investor reaction to capital increases from asset revaluation.
The findings indicate that capital increases through asset revaluation have a
positive and significant effect on investor reactions. Moreover, the results reveal
that the market reacts more strongly to capital increases from asset revaluation
compared to those from cash contributions and retained earnings. These findings
can assist company managers in financial decision-making and help investors
evaluate investment opportunities.
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Introduction

One of the primary objectives of financial markets is to enable
companies to raise capital for investments and develop appropriate
financial plans. To achieve this goal, financial markets employ various
financial instruments and mechanisms. Among the critical decisions
companies make is capital increase, which can be executed through
different methods. In recent decades, particularly following the 1390
(2011) Budget Law in Iran, one widely used method has been capital
increase through the revaluation of fixed assets. Financial statements
should reflect the true value of assets at any given moment. This is
especially crucial in periods of inflation and multi-tier exchange rate
systems, where updating financial statements is necessary to narrow
the gap between historical and current values. Additionally,
contractual incentives significantly influence accounting choices.
Research shows that accounting reports of real asset values depend
not only on accounting standards but also on the informational
environment and the incentives for preparing such reports (Ball et al;
2008).

Companies strive to present a favorable financial position to attract
investors and enhance investment opportunities, often resorting to
fixed asset revaluation (latridis et al; 2012). Proponents of this method
argue that it improves transparency in information flow between
managers and shareholders, reduces information asymmetry,
minimizes opportunistic behavior, and facilitates sound investment
decisions (Yoo et al; 2018; Bae et al; 2019). It is also considered a
low-cost approach to addressing underinvestment and liquidity
constraints. Upward asset revaluation can serve as a credible signal of
increased asset value and improved corporate prospects (Gearemynck
& Veugelers, 1999).

The current study differs from prior research by addressing two key
guestions: (1) Does the market react to capital increases through fixed asset
revaluation? (2) Is the market reaction to capital increases via asset
revaluation stronger than that to increases from cash contributions or
retained earnings?
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Methods and Materials

The objective of this study is to determine whether the market exhibits
a positive reaction to capital increases through asset revaluation and
whether this reaction is stronger than that to increases from retained
earnings or cash contributions. The sample includes 147 companies listed
on the Tehran Stock Exchange, selected via systematic random sampling
over the period 1390-1397(2011-2018). Data were collected from
financial statements and stock exchange reports. Cumulative abnormal
returns (CAR) were calculated over a six-month event window(three
months before and after the capital increase announcement) using the
market model:

Ri,t = + BRm,t + Ei,t

Where R is the return of stock i in month t (P is the market return
in month t, and €, is the abnormal return of stock i in month t.
Abnormal return (AR) is AR;; = Rj; — (a + BRy,¢) and CAR is the sum
of ARs over the event window. This approach is suitable for measuring
investor reactions as it captures fluctuations induced by new
information. EViews software was used to estimate a panel regression
model with fixed effects to assess the impact of revaluation on CAR,
controlling for firm size, leverage, and liquidity. This method is
appropriate given the panel data structure and the need to control for
firm heterogeneity.

Results

Table 1 presents the cumulative abnormal returns following capital
increase announcements through asset revaluation.

The mean CAR for firms that increased capital via asset revaluation is
0.162, indicating a positive market reaction likely due to perceived
increases in asset value and growth potential. In contrast, the mean CAR
for firms that did not increase capital is 0.014, suggesting minimal market
response.
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Table 1: Descriptive Statistics of Research Variables

Group Symbol Mean Median Maximum Minimum Std. Dev
All firms CAR 0.095 0.046 0.635 -0.121 0.164
Firms with capital
increase via CAR 0.162 0.163 0.621 -0.121 0.188
revaluation

Firms with no capital

- CAR 0.014 0.005 0.058 0.082 0.037
increase

Results from the t-test in Table 2 show a standard deviation of 0.912 in
the revaluation group, reflecting high variability and strong market
response. Standard deviations of 0.083 and 0.099 in the cash contribution
and retained earnings groups suggest more uniform and predictable

reactions.
Table 2: Descriptive Statistics by Capital Increase Method
Group Mean Std. Dev.
Group 1 (Asset revaluation) 0.445 0.912
Group 2 (Asset revaluation) 0.033 0.083
Group 3 (Retained earnings) 0.064 0.099

Overall, the results demonstrate that capital increases through asset
revaluation have a positive and significant effect on investor reactions,
measured over the six-month window around the announcement.
Moreover, comparative analysis of the three capital increase methods
reveals that market reaction to asset revaluation exceeds that to cash
contributions or retained earnings. These findings suggest that investors
perceive asset revaluation as a more credible signal of improved financial
health.
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Conclusion

1. Capital increases through asset revaluation have a positive and
significant impact on market reaction.

2. Fixed asset revaluation reduces information asymmetry.
3. Market reaction to capital increases via asset revaluation is stronger

than to increases from cash contributions or retained earnings. This
indicates that investors view asset revaluation as a more reliable
signal of financial improvement compared to other methods.

Limitations:
Due to the limited number of firms implementing capital increases

through asset revaluation, only a small sample could be analyzed,
preventing sample expansion.

Practical Implications:
Managers can use this method to enhance the firm’s financial image.
Recommendations:
Future studies should examine long-term effects.
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