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<Abstract>

Value—Relevance of R&D and Ad expenditures
in the Medical Industry
. Medical Precision and Medicine Industry Case

Duk-Young Cho, Soo-Hyung Choi
School of Medicine, Pusan National University
Industry-University Cooperation Foundation, Pusan National University"

The purpose of this study is to analyze the relationship between intangible asset items

and company value by empirical research in the medical industry, which may enhance

usefulness of the results of other empirical research on intangible asset and company value.

In order to attain the purpose of this study, the stock price is taken as the independent

variable and all of intangible asset items reported to a balance sheet except the development

expenditures and other development expenditures, and advertisement expenses, ordinary
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research & development expenditures reported on the income statement are taken as the
dependent variables.

In the following, I carried out four meaningful results from the analysis. First, research
hypothesis 1; Book value of intangible asset reported in balance sheet bears positive
relationship with company value shows that development expenditures 1 variable gives
positive association in a significant level while a group of #10,000-above-company shows
no relationship with company value, the other group of below-¥##10,000-company supports a
consistently significant association. All this considering, we have to keep in mind that lack
of prudence may leads to wrong results when we try to analyze.

Second, research hypothesis 2; Intangible asset and other intangible asset expenditures
reported on the income statement gives positive effect on company value shows that R&D
accounts variables give insignificance in a statistical level to all company, including entire
group, W10,000-above and below consistently. These results testify that current accounting
system is valid. Third, in the case of other intangible asset, it requires further examination
of current KAS because statistical results show negatively significant value or insignificant
value in a statistical level. That means the more intangible assets, the less company value
or nothing.

Last, in the case of advertisement expenditure variables of above-¥#10,000 and entire
company shows insignificances in a statistical level consistently while below-3##10,000~
ompany shows significant result coherently. We should regard accounting information on
the advertisement expenditures of ¥10,000-below—-company with caution.

The results of this study provide controversial points whether intangible asset items
reported on B/S, excluding development expenditures, should be regarded as asset. To
facilitate the utility of accounting information on intangible asset, it seems necessary to
regard advertisement expenditures reported on I/S as asset accounts. There are further

arguments on the way of dealing with intangible asset under KAS that might be considered.

Key Words : Medical Industry, Company Value, Intangible Asset, Development Expendi-

tures, Advertisement Expenses.
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