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The objectives of this study are threefolds: 1. to study whether a) the change in return on net operating asset
modef and b) two components of the change in return on net operating asset, the change in net operating asset
turnover and the change in profit margin model can forecast profitability of listed companies in the Stock Exchange of
Thailand 2. to compare the efficiency of the model that employs the change in return on net operating asset and the
model that employs the change in net operating asset turnover and the change in profit margin in forecasting
profitability of Thai listed companies. 3. to compare the efficiency of the model that employs the change in net
operating asset turnover and the change in profit margin and the model that employs cash flow and accrual in
forecasting profitability of Thai listed companies.

This study applies Multiple Regression Analysis to test variables in the forecasting models and uses Vuong

(1989) Z-statistic to compare the models.

The results show that, for companies listed on the Stock Exchange of Thailand during 1998-2003, both of the
change in return on net operating asset mode! and the change in net operating asset turnover and the change in profit
margin model can bbe applied to forecast profitability and that the quality of financial statements of Thai companies are
close to those of US. companies. The results also indicate that disaggregating the change in return on net operating
asset into the change in net operating asset turnover and the change in profit margin is useful in forecasting
profitability. In addition, this study suggests that the model which disaggregates the change in return on net operating
asset into the change in net operating asset turnover and the change in profit margin is more efficient in profitability
forecasting than model which disaggregates profit into cash flow and accrual in forecasting profitability. That is,
disaggregating the change in return on net operating asset into the change in net operating asset turnover and the

change in profit margin provides additional information to cash flow and accrual for forecasting profitability.



