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		Funds from Operations (FFO) is the prevailing performance measure in the Real Estate Investment Trust (REIT) industry. However, prior studies are inconclusive about the superiority of FFO over GAAP net income. Because depreciation is the largest reconciling item between FFO and net income, we examine the information content and value relevance of depreciation for both the REIT and non-REIT industries and report the following findings. First, accumulated depreciation is value-relevant for the REIT industry, whereas accumulated depreciation has little value relevance for comparably capital-intensive non-REIT industries. Second, accounting depreciation deviates from economic depreciation to a greater extent for REITs than for non-REIT industries. Third, accumulated depreciation has predictive ability for future revenues for REIT firms, but not for non-REIT firms. Finally, only the REIT industry displays all of these properties. In sum, evidence supports the REIT industryâ€™s assertion that GAAP depreciation consistently exceeds economic depreciation and that book value of assets is systematically understated. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: funds from operations, REIT, value relevance, accounting depreciation, economic depreciation

	
	

	
    

    
	

	
	
		JEL Classification: C10

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Kang,  Sok-Hyon and Zhao,  Yuping, Information Content and Value Relevance of Depreciation: A Cross-Industry Analysis (June 2009). The Accounting Review, Forthcoming,  Available at SSRN: https://ssrn.com/abstract=1470483
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Sok-Hyon Kang

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				George Washington University - School of Business  ( email )

			

			
			
				
				
				
					405 Government Hall
GWU
Washington, DC  20052
United States
(202) 994-6058 (Phone)
(202) 994-5164 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Yuping Zhao (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Houston  ( email )

			

			
			
				
				
				
					334 Melcher Hall
Houston, TX  77204
United States
713-743-2166 (Phone)
713-743-4828 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      194

			

		
		
		
			Abstract Views

			    1,075

		

		
		 
		
			Rank

			   83,934

		

		
	


	
		
            
            	        6 Citations
		

	

	
		
			
				       25 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,899

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Effect of Corporate Governance on Investment: Evidence from Real Estate Investment Trusts (Reits)

                        
                            By
                                
                                
                                    
                                    Jay C. Hartzell, 
                                    
                                
                                    
                                    Libo Sun, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Role of Corporate Governance in Initial Public Offerings: Evidence from Real Estate Investment Trusts

                        
                            By
                                
                                
                                    
                                    Jay C. Hartzell, 
                                    
                                
                                    
                                    Crocker H. Liu, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Insider Ownership and Firm Value: Evidences from Real Estate Investment Trusts

                        
                            By
                                
                                
                                    
                                    Bing Han
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Why Do Reits Repurchase Stock? Extricating the Effect of Managerial Signaling in Open Market Share Repurchase Announcements

                            
                                By
                                    
                                    
                                        
                                        James C. Brau
                                         and 
                                    
                                        
                                        Andrew M. Holmes
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Explaining the Variation in Reit Capital Structure: The Role of Asset Liquidation Value

                            
                                By
                                    
                                    
                                        
                                        Erasmo Giambona, 
                                        
                                    
                                        
                                        John P. Harding, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Role of the Underlying Real Asset Market in REIT Ipos

                            
                                By
                                    
                                    
                                        
                                        Jay C. Hartzell, 
                                        
                                    
                                        
                                        Crocker H. Liu, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.095 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

