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Market Reaction and Accounting on Hybrid Securities
—Cash Payment Type Convertible Bond
with Stock Acquisition Rights—
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Abstract

This study examines whether it is appropriate that JGAAP allows integrated method besides bifurcated method for issuer's
accounting entries on Convertible Bond with stock acquisition rights. Integrated method do not recognize amortization,
however, bifurcated method recognize amortization for corresponding to stock acquisition rights, therefore, it leads to the
difference on profit. In case of cash payment of that, it leads to the difference on financial ratio.

Accordingly first , | examine the market reaction due to the different accounting treatment. Second, we examine normative
approaches for accounting entries.

As a consequent, for the market reaction it is confirmed that cumulative abnormal return of cash payment of CB with stock
acquisition rights is higher than that of CB without cash payment clause. As to the accounting entries, bifurcated method
which recognize amortization is appropriate than integrated method. Furthermore, | support bifurcated method from the
point of transfer wealth from the existing shareholder to new shareholders. and from the point of free issuing of new share.
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