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ABSTRACT

Suratman. Rully Nooring Safitry (2004). The Effect of Income Smoothing
towards Abnormal Return: The Case of Listed Non-Manufacturing Company in
Jakarta Stock Exchange. Yogyakarta, Accounting Department, Faculty of
Economics, Islamic University of Indonesia.

This research is aimed at determining the existence of the difference in
average abnormal return cumulative between companies which conducted income
smoothing and those of non-smoothing company and also determining the effect of
income smoothing and company size toward cumulative average abnormal return.
The research method used was Event Study using purposive sampling technique over
population of non-manufacturing company listed in JSX. The data was gathered using
documentary technique from Capital Market publication in Indonesia through several
media, which was then, analyzed using statistic tests.

From 144 companies analyzed from sample company, the result was, among
in 39 companies identified conducting income smoothing and the other 105 are
included as non smoothing companies. At trustworthy level of 95% smoothing
company gave bigger average abnormal return than non smoothing company.
Meanwhile, empirically it was found that income smoothing and company size have
significant effect toward cumulative abnormal return in 10 days after the
announcement of financial statement publication.

Based on the phenomenon above, the advantage for prospective investor is
that by purchasing stock of the company which conducts income smoothing is
profitable than those of non smoothing company. Besides, also by purchasing stock
of the big size company, the expectation of profit will be higher.

Key words: Income smoothing, Company size, Cumulative abnormal return, Stock,
Investor.
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ABSTRAK

Suratman, Rully Nooring Safitry (2004). Pengaruh Perataan Laba Terhadap
Abnormal Return: Kasus Pada Perusahaan Non Manufaktur yang Terdaftar di
Bursa Efek Jakarta. Yogvakarta. Jurusan Akuntansi. F akultas Ekonomi. Universitas
[slam Indonesia.

Penelitian ini bertujuan untuk mengetahui ada-tidaknya perbedaan rata-rata
abnormal returns kumulatif antara perusahaan yang melakukan perataan laba dengan
yang tidak, serta untuk mengetahui pengaruh perataan laba terhadap rata-rata
abnormal return kumulatif. Metode penelitian yang digunakan adalah Event Study
dengan teknik pengambilan sampel secara purposive sampling atas populasi
perusahaan non manufaktur yang terdaftar di BEJ. Data dikumpulkan dengan teknik
documenter dari publikasi Pasar Modal di Indonesia melalui berbagai media,
kemudian dianalisis menggunakan uji statistic.

Dari 144 sampel perusahaan yang diteliti, ternyata sebanyak 39 perusahaan
melakukan perataan laba dan yang 105 perusahaan tidak melakukan. Pada tingkat
kepercayaan 95%, perusahaan perata laba memberikan abnormal return kumulatif
yang lebih besar dibandingkan dengan perusahaan bukan perata laba, dan secara
empiris ternyata perataan laba serta ukuran perusahaan mempunyai pengaruh nyata
yang tidak dapat diabaikan terhadap abnormal return kumulatif selama 10 hari setelah
pengumuman publikasi laporan keuangan.

Berdasarkan fenomena diatas, manfaatnya bagi calon investor bahwa membeli
saham perusahaan yang melakukan perataan laba akan lebih menguntungkan dari
pada yang tidak melakukan perataan laba, dan membeli saham perusahaan yang lebih
besar maka harapan memperoleh keuntungannya akan lebih besar pula.

Kata kunci: Perataan laba. Ukuran perusahaan. Abnormal return kumulatif. Saham.
Investor.




CHAPTER
INTRODUCTION

1.1 Background of the Study

Income smoothing is an action that is mostly conducted by the managers in a
certain purpose. Smoothing of reported earnings or income smoothing may be defined
as the intentional dampening of fluctuation about some level of earnings that is
currently considered to be normal for a company (Beidelman, 1973). There are several
proposition proposed by Gordon about factors which stimulate managers to smoothing
their income: (1) the criterion a corporate management uses in selecting accounting
principles is the maximization of its utility or welfare, (2) the utility of a management
increases with: its job security, the level and rate of growth in the management’s
income and the level and rate of growth n the corporation’s size, (3) the achievement of
the management goal stated in proposition (2) is dependent in part on the satisfaction of
shareholders with the corporation’s performance, (4) shareholders’ satisfaction with a
corporation increases with the average rate of growth in the corporation’s income (or
the average rate of return on its capital) and the stability of its income. Based on that
proposition proposed by Gordon, there is a given theorem (Belkoui and Jones; 1996;
49): given that the above propositions are accepted or found to be true, it follows that a
management would, within the limits of its power, that is, the latitude allowed by
accounting rules (1) smooth reported income (2) smooth the rate of growth in income.

Whereas according to Belkoui and Jones (1996; 50) one of income smoothing purposes



usually used by event study researchers. If an event is giving an effect toward abnormal

return significantly, the event will have information content.

1.2 Problem Identification

This study is a modification of another study that had been conducted by
Michelson et al (2000). There are several considerations from the writer to conduct this
study: (1) all the studies about income smoothing that had been conducted in Indonesia
are mostly focused on the factors affecting income smoothirg, (2) research about
income smoothing affect towards stock return is an interesting study to be conducted,
because through this study someone will be able to determine whether accounting
information (specially earning information) is able to influence market, (3) the previous
research which had been done by Asih and Gudono (2000), Jin and Machfoedz (1998),
and Jatiningrum (2000) was conducted to manufacturing company, whereas there have
never been any research on income smoothing toward non-manufacturing or service

companies.

1.3 Problem Formulation

Based on the study background explained above, this study is attempted to

obtain possible answer for the following questions:



may be viewed as the deliberate normalization of income in order to reach a desired
trend or level.

For many years, studies of the smoothing of reported income by companies have
suggested that one of its purposes is to increase the level of market returns. The rational
thought that stimulating management action to smooth their income is management
purposes to increase the company’s value through the increasing of stock price. Hence,
the increasing of company’s earnings is expected to be followed with the increasing of
stock price in sock exchange. As stated by Hendrikson (1982, 343) stock price stays
flow in the same direction as accounting earnings.

Michelson er al (2000) had conducted an empirical study that is expected to
determine the market response about income smoothing which had been conducted by
the management. In that study, there are several phenomenon examined: (1) the
differences of cumulative average abnormal return occurrence between company that
smooth their income and those that do not, (2) the differences cumulative average
abnormal return occurrence in inter-industry and inter-company that smoothing their
income and those that do not, (3) the occurrence effect from income smouthing,
industry and company size to the cumulative average abnormal returns. Those of
Michelson study was conducted in several industries such as: mining, construction,
manufacturing, transportation, communication, wholesale trade, retail, finance
insurance, real estate and services. The using of abnormal return both in the form of

average or accumulation is used to determine the effect of information content which is



usually used by event study researchers. [f an event is giving an effect toward abnormal
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1.2 Problem ldentification
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1.5 Research Objective

There are several expected objectives from this research:

1. To determine the existence differences of cumulative average abnormal
return between companies that conducted income smoothing and those that
do not.

2. To determine the existence effect of income smoothing and company size

toward cumulative average abnormal return.

1.6 Research Contribution
Hopefully, this research will be able to:
1. give contribution to science in the form of empirical research result about
income smoothing effect towards stock return.
2. broaden writer’s knowledge in accounting theory subject especially that is
related with income smoothing matters.
3. beside, the results from this research that is income smoothing information

are expected to give inputs in investments’ decision making.




1.7 Definition of Terms

Variables used in this study are income smoothing, company size, and

cumulative abnormal return.

D

2)

3)

Income Smoothing

Income smoothing variable is an indicator counted as ratio between profit
coefficient variation and sales coefficient variation. If the ratio’s value is
greater than 1, so the company is categorized as non-smoothing company,
but if the ratio is valued as 1 or less then the company categorized as
smoothing company. Income smoothing variable is a dummy variable,
which valued as 0 for non-smoothing company and it would valued as 1 for
smoothing company.

Cumulative abnormal return

Cumulative abnormal return is total summation from abnormal return in a
certain window period. Whereas, abnormal return is the difference between
actual return and expected return.

Company size

Company size is the extent of company’s market value of equity; is total

outstanding stock multiplied by stock price




CHAPTER 11
REVIEW OF RELATED LITERATURE

2.1 Theoretical Review
2.1.1 Earning Management
a. Earning Management Definition

Income smoothing which is conducted by the management is basically a
part of earning management. Earning management occurs when managers use
their judgment both in the financial reporting and in the structured transaction
project in order to change the financial statement which could astray the
stakeholders about the base of company’s economical performance or to influence
gain according to the contract that based on reported accounting numbers.

Earning management represents an intentional process in the boarder of
Generally Accepted Accounting Principles (GAAP), to reporting expected
periodic earnings. It could be influenced by some factors: (a) Opportunistic
manager behavior, which maximizing satisfaction in relation with compensation,
debt contract and political costs, (b) manager’s conviction that earning
management could affect stock market price.

From ethical point of view, earning management definition could be
defined as “any action on the management which provide no true economic
advantage to the organization and may in fact, in the long-term be detrimental”

(Merchant and Rockness in Gumanti, 2000).




According to Schipper (1989:92) earning management is an intentional
intervention with certain purposes toward external financial reporting process in
order to get some personal interest. While according to Paul M Healy and James
M Wahley (1999), that earning management occurs when managers use their
judgment in the financial reporting that could be astray stakeholders about the
base of organization’s economical performance or to influence gain according to
the contract that based on the reported accounting numbers. Earning management
is a selection of accounting tact in order to reach certain purposes (Scott
2000:351). There are several aspects from these definitions that decent to discuss.
First, there are many ways that managers can practice to justify financial
reporting. For example justify is needed to estimating numerous economical
events in the future such as the expected value of remaining long-term assets,
obligation for pension advantage and other advantage of human resource, deferred
tax, and loss from bad debt and assets depreciation. The managers should also
choose the methods of LIFO, FIFO or weighted average as their inventory
valuation. In addition, the managers should practice to justifying the working
capital management, which affected cost allocation and net income. Managers
should also choose either to make or to defer spending, such as research and
development, advertisement, or maintenance. Second, that those definitions
framed earning management target as an astray circumstances to the shareholders
about the base of certain economics performance. This circumstances can be occur

if the manager believe that several stakeholders do not canceling the earning




management. Those could also be happen if the managers have access to the
information which not available outside the stakeholders which then it possible to
anticipate certain number of earning management.

In the end, to emphasize the starting point, the uses of management
consideration in the financial reporting both have cost and benefit. Cost is
misplaced of potential resources which build from the earning management.
Benefit including the increasing of potential in communication of trustworthy
manageinent personal information to the externai stakeholders, improving

resource allocation decision.

b. Type of Earning Manageﬁlent
The types of earning management are: Taking a Bath, Income
Minimization, Income Maximization, and Income Smoothing (Scott, 1997:365).
1) Taking a Bath
Taking a bath occur in stress period or reorganization including new
CEO appointment. If company should reporting high level of earning,
managers are forced to report high level of eamning, and as the consequence
managers will erase assets in expectation that the incoming earning will
increase. This form admits the existence of cost in the next period and loss in
the running period, while having an unprofitable condition, which unavoidable

in those period. So that, management should erased several assets and expend




2)

3)

4)

10

incoming cost account also “clear the desk™, so that the reported earning in the
next period will increase.
Income Minimization

This type is quite similar with “taking a bath”, but it more moderate,
that is conducted as political reason in high earning period which accelerating
fixed assets write-off and intangible assets and admitting expenses as cost.
When company had its profitability high in purpose to avoid political attention
the tact taken can be in the form of capital good write-off and intangible assets,
advertisement and research and development expense, accounting result to
finance oil exploration, gas and etc.
Income Maximization

The income maximization action has purpose to report the high level of
net income in order to get a high level of bonuses. A company that has a
delinquent debt contract will probably maximize its income. So income
maximization is conducted when the company has its income decreasing.
Income Smoothing

Income smoothing represents earning normalization conducted in
purpose to reach trend or certain level (Belkaoui). According to Beidelman,
1973, that intentional action to smoothing or fluctuating earning level in order
to be consider as normal for a company. In this matter, income smoothing
shows the action of company’s management to decreasing permitted boarder

in accounting practice and normal management principle. Income smoothing
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regulated, so the researchers have to estimate earning before earning management
effect. The general approach is done by identifying conditions whether the design
from unexpected post accrual (or many accounting choices) is consistent to this
incentive. There are two issues of critical research design that occur as a
consequence of this study. First, they have to identify managers reporting incentive.
Second, they have to estimate the effect from using accounting managers’
consideration in various choices of accounting method or unexpected post accrual.
In designing the first research issue, the researcher had been incentively testing
many different people for earning management, including (1) the expectation of
stock market and estimation (2) written contract in terms of accounting numbers and
(3) against industrial monopoly or other government regulations.
a. Stock Market Motivation
The uses of accounting information which has been spread widely
by investors and financial analyst is to help the stock value in order to create
incentive to managers in manipulating earnings that try to stimulate stock
price in short term. We will review this evidence in four parts. First, we
discuss evidence of whether earning management seems to be used in stock
exchange consideration. Second, we test specific accrual post which seems
as those which used for earning management. Third, we review the
evidence based on the size and frequencies of motivated stock exchange
earning management. The last, we review whether earning management for

stock exchange purposes effecting resources allocation.
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The other study from earning management is for stock exchange
reason, which showed that earning management had been arranged to find
the management or financial analyst expectancies (which is authorized by
general earning prediction) as the example. Burgstahler and Earnes (1998)
found that company had arranged their earning to find earning prediction. In
their specialties, Burgstahler and Earnes (1998) found that the inanagers
begin their action to arrange increasing earning to avoid lower earning report
from those of the analyst prediction. Abarbanell and Lehavy (1998) used
financial analysis stock recommendation (for example: buy or sell) to predict
the earning management direction. They disprove and found that those
companies accept “buying” recommendation, so that it will be possible to
arranged income to get expectation analyses from earning. Whereas,
companies which accepted “sells” recommendation has more possibility to
show the negative side of unexpected accrual post. Kaznik (1999) found
consistent evidence which can be definite in the weaknesses of an earning
management prediction which uses unexpected post accrual to arrange the
increasing earning.

Finally, there was evidence in the earning management to
influencing expectation from the specific type of investor. Bushee (1998)
reported that companies with high percentage of institutional possessor
which specifically do not cut R &D expenses to avoid deterioration in the

reported earning. Companies seem to arrange an interesting earning through
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the cut of R & D expenses, however, if they have high percentage of
institutional possessor with movement capacity of trade strategy and high
portfolio turnover.

Teoh, Wang and Rao (1998) tested the depreciation estimation and
appointment of the first general offering bad debt. They found that in
relation with matched event, in example: non-IPO Company tested the
company, so that it can be more possible to have income-increasing
depreciation tact and bad debt in IPO in the running year and for the years
after.

Banking industry and insurance also had prepared prospective field
for the research in specific accrual post that is usually used to the earning
arrangement. The reserved bank loan losses and insurers claim losses
directly related with their most crucial obligations and assets, are the type of
broaden relation in the net income and book value of property right, and that
is really dependent in management consideration. The study of bank loan
losses includes Beaver et al (1998), Moyer (1999), and Schole et al (1997).
This overall studies found that the forced earning management evidence
inter bank, which probably stands for the stock exchange purpose. From this
study, however, stated that market “looking through™ assuming that earning
management which discussing more in insurance claim. Including Patroni
(1992), Anthony and Petroni (1992), Beaver and Menicholis (1998), Penalva

(1998) and Petroni et al (1999), also found evidence of earning management
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inter insurers. It is unclear, however, whether this was mofivated by stock
exchange stimulator or by attention regulator.

Another new earning management tested that the uses of specific
post accrual had tested deferred tax valuation loan. According to FAS No.
109, that the manager with deferred tax assets is needed to predict tax benefit
which is not expected to be idie. There is a critic for this standard that this
standard allows too many considerations in the report. Visvanasthan (1998),
Miller & Skinner (1998) and Ayers (1998) tested this hypothesis and they
concluded that there was evidence that manager made mistake in using

Justification report in relation with reserve to arrange earning.

. Contract Motivation

The result of study shows whether the company is closed to the
loan contract and whether the earning has been arranged. As the example,
Healy & Palepu (1990) and De Angelo et al (1994) tested whether the
company that is closed to dividend boarder changed accounting method,
accounting assumption or accrual post to avoid reducing dividend.
Holthausen (1981) tested whether the companies that close to dividend
boarder are those which switched to straight-line depreciation. They
conclude that there was earning management evidence inter company at their
approved dividend. Devond, Jiambalvo and Sweeny (1994) tested a sample

company which truly offence the loan contract. Devond and Jiambalvo
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(1994) found company which was accelerating annual income before
offence the contract. They interpreted this as earning management evidence
which close to them due to loan contract. Sweeney (1994) also found
contract offences at income increasing of accounting changes, but this
specifically held after‘ the offence. Sweeny also reported evidence of
frequencies and effect of earning management capacity to lend the contract
contemplated by Guidry et al (1998) found that managers which are in touch
with those division for a big multinational company probably is to defer
income when employee get salary from target bonuses. Healy (1985) and
Houthausen et al (1995) showed that company with bonus award has more
possibility to report accrual post with deferring income gained. Another
study shows that the test result was whether compensation contract has
effect to earmning management motivation. De Angelo (1998) reported, that,
during a period when managers try to justify accounting to increase reported
income, Dechow and Sloan (1991) showed that CEO in the end of the year

lowering the R & D costs.

Regulation Motivation

There are two reasonable evidences to be bank consideration that
related with the need of minimum capital which emphasizing loss loan
regulation, decreasing the write-off loan and recognizing realization of

abnormal cash obligation (Moyer 1950; Scoles et al 1990; Beatty et al 1995;




18

Collrins ef al 1995). Several studies proved that the frequéncy of a company
involved in earning management is for regulation purposes. As the example,
Collins et al (1995) found that almost half of banks managing capital
regulation. Adiel (1996) also prepared evidence of frequencies of the
management regulator behavior in earning management. Several documents
had been tested whether the research with accurate regulator will increase
earning management probability. Cahn (1992) showed that the company was

under anti trust investigation, made offence in reporting income.

2.1.3 Standard Setting Implication toward Earning Management
The purpose of financial reporting is to give uniformity and proper
understanding of financial statement. Financial statement served could be
determined as wrong if it is not supported by regulation about the forming of
financial statement which is financial reporting standard. The assumption used in
forming financial statement is separation between management with the owner,
continuity effort and accrual base. Magnan and Cormier (1997) stated that there are
three possible targets of manager in the relation to interest management practice:
1. political cost minimization
2. manager wealth maximization
3. minimization of financial cost
The agency emphasize that accounting nominal plays the important part in

emphasizing conflict between company’s owner and its manager (De Angelo, 1986).
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from those of the analyst prediction. Abarbanell and Lehavy (1998) used
financial analysis stock recommendation (for example: buy or sell) to predict
the earning management direction. They disprove and found that those
companies accept “puying” recommendation, so that it will be possible to
arranged income to get expectation analyses from earning. Whereas,
companies which accepted “sells” recommendation has more possibility to
show the negative side of unexpected accrual post. Kaznik (1999) found
consistent evidence which can be definite in the weaknesses of an earning
management prediction which uses unexpected post accrual to arrange the
increasing earning.

Finally, there was evidence in the earning management 1O
influencing expectation from the specific type of investor. Bushee (1998)
reported that companies with high percentage of institutional possessor
which specifically do not cut R &D expenses to avoid deterioration in the

reported earning. Companies seem to arrange an interesting earning through




party tried to get and preserve certain level of welfare they expected. In the relation with
the agencies, managers have information toward company’s external parties, such as
creditor and investor. Asymmetry information occurs when managers have more
internal company information and get it faster than those of external parties. In this
condition, manager was able to use information they get to manipulating financial
statement in effort to maximizing their welfare.

In line with earning management concept, the discussion of income smoothing
concept also uses agency theory framework, that income smoothing occur when there is
conflict of interest between management and owner. Inequality of information between
the two parties leads to the occurrence of income smoothing (Fudenberg and Tirole,
1995). Business manager may choose estimation regulation and reporting which
resulting the average of periodic net income (Copeand and Licastro, 1968).

Each parties in relation with agencies are stimulated by different motivation
according to the interest. From management point of view, Hepworth (1953) explained
that (1) managers who are motivated to conduct income smoothing basically wants to
get self confidences as a manager, (2) those manager because of the stable income
supported the stable dividend tact, (3) increasing relation between manager and
employees because the highly increasing of income give possibility to the occurrence of
increasing strive in wage and salary, and (4) increasing cycle and decreasing income
could be compared, and optimism wave and pessimism could be soften.

In the other side, according to Dye (1988) owner is a supporting income

smoothing, because there was internal and external motivation. Internal motivation
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shows owner’s purposéé to 4minima‘li»srt manager contract cost by persuawc“iin‘g manager to
conducting earning management practice. External motivation showed by owner’s
effort currently to change prospective/potential investor perception toward company’s
value.

Smith (1976) explained that company’s manager tends to conduct income
smoothing. This conclusion is supported by Trueman et al (1988) founding that
rationally manager want to smooth the reported income in a reason to minimalist strive
from company’s owner.

Income smoothing could affect several factors that stimulate manager to
conducting income smoothing. There are some previous empirical research which had
been tested those factors and empirical founding which can show disapproval
conclusion, because for some factors are still concluded as effecting and unaffecting to
the income smoothing. The table below shows previous empirical researches which

researching factors that effecting and unaffecting income smoothing.

TABLE 1

Factors effecting income smoothing

No Factors Effecting Research (year)
1. Company size Moses (1987); llmainir (1993); Ashari
Total assets and friends (1994); Zuhroh (1996); Jin
and Machfoedz (1998).
2. Profitability Archibald (1967), White (1970); Ashari
and friends (1994); Carison and
Chenchuramalah (1997).
3. Type of industry Belkaoui and Picur (1984); Albrecht and
Richardson (1990); Ashari and friends
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(1994); Jin and Machfoedz (1998), Assih
(1998).

Nationalism Ashari and friends (1994).
Stock Price Iimainir (1993).
Difference between actual earning [imainir (1993).

and normal earning

Accounting tact in the relation with | Ilmainir (1993).

earning

Operation leverage

Zuhroh (1996), Jin and
Machfoedz(1998).

4.
6
7
8
9

Sales

Saudagaran and Sepe (1996).

10.

Stock market value Assih (1998)
11. Probability Zuhroh (1996); Jin and Machfoedz
(1998).
12. | Bonus plan [Imainir (1993).
13. | Owner proportion Assih (1998)
14. | Institutional status Assih (1998)

2.2.2 The Study of Income Smoothing

Farning management is defined as intentional process in the boarder of

General Accepted Accounting Principles, which lead to a certain level of reported

income. Income smoothing in

smoothing can be viewed as activity

clude as a part of earning management, while income

in lowering earning variability at certain period

or even only one period, which lead to a certain level of reported income.

Beidelman (1973) believed that management conducted income smoothing to create

a stable earning fl

ow and to decreasing conversance of market return. Borneo et al

(1976) stated that manager conducted income smoothing in order to decreasing

fluctuation in earning reported and to increasing investor ability to predict cash flow

in the future.
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CHAPTER 111

RESEARCH METHOD

3.1 Research Method
This study is an event study. Event study is a study that examines market
reaction towards an event, which its information publicized as an announcement
(Jogiyanto, 2000: 329). Event study is mostly used to identify stock price reaction,
and based on that stock price researcher could conclude whether the event studying
is giving profit or loss to the company’s shareholders (Mc William, 2002; 1). The

event noticed in this study is financial statement publication.

3.2 Research Subject
3.2.1 Population and Sample

Population in this study is all of non-manufacturing company listed in
Jakarta Stock Exchange until year 2002. Whereas, the sample taken for this
study is a part from member company population which are conducting income
smoothing at the year 2002. Because of that, sampling used in this study is
purposive sampling. Purposive sampling is a method that choosing certain
target/individual that can give needed information easily (Sekaran, 1992: 235).
This sampling is not conducted randomly but with consideration or certain
purposes, in this case those consideration or purposes are through choosing

companies that conducted income smoothing.
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Identification towards adopted inéorﬁe-smoothing é?)r‘ldu;fed by a
company is done by using an index developed by Albrecht and Richardson
(Michelson, 2000: 144). A company would not conduct income smoothing
where income variation is greater than sales variation.

CVarzCVas @)

Where,
Al = one period change in income

AS = one period change in sales
CV = coefficient of variation, is comparison between standard deviation

with expected value

3.2.2 Data Source and Data Gathering Technique

Data sources in this study are pubiications from JSX both in the form of
file or printing, which contain of information about the data needed in the study.
The sources are Indonesian capital Market Directory, and stock exchange data
(could be accessed from BEJ Corner MM Ull). Data gathering technique used in

this study is documentation technique.

3.3 Research Setting

This research was done in the environment of Faculty Economic, Islamic

University of Indonesia, Yogyakarta.
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1. Doing the statistical test of the data.
2. Testing the regression of the statistical test whether it can be used
or not to test the hypothesis.

3. Analyzing and interpreting data.

s

Deriving conclusion and other findings.

3.6 Technique of Data Analysis

1) Stock Return

Stock return is calculated using the following formula (Michelson,

2000: 145):
o Pjt + djt - @)
Pt +1
Where:
Rit = the daily stock market return, by company j during t period
Pjt = the last stock price for company j during t period
Pjt+1 = the last stock price for company j during t+1 period
djt = the stock dividend for company j during t period

2) Abnormal Return
Abnormal return is calculated using the following formula
(Michelson, 2000: 145):
AR = Ry~ (@ + PiRomt) (3)
Where,

Rijt = the return of company j during t period
Rmt = the return of a market index on t period




3)

4)

pBi = estimation value from Bj

aj = estimation value from o4
As the study conducted by Michelson (2000), in this study market return is
assumed to follow single factor market model. Based on the model, the
extent of expected return is calculated using the following formula

(Michelson, 2000: 145):

Rjt = o + 3 Rmt +€jt )

Where gijtis a random variable which expected to have 0 value.

Cumulative Abnormal Return
Cumulative abnormal return is calculated using the following formula

(Michelson, 2000: 145):

N T2
CAART -T2 = lz > ARit (5)
j=1 i=T1
Where,
CAARTI-T2 = cumulative average abnormal return
Aijt = stock abnormal return for company j during t period
N = the number of company sampled
Multiple Linear Regression Analysis

The test toward study hypothesis is conducted using the following

multiple linear regression analysis:
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CAAR;j = Bo+ 31 SMOOTH; + B2 SIZEj + g (6)

Where in those regression model, SMOOTH; is an income smoothing
variable for sample J» SIZEj stand for sample j company size variable, and
CAAR is cumulative average abnormal return of sample company j.

The test towards study hypothesis is conducted using t-test. Before
doing hypothetical testing, classic assumption test is conducted which
included the tests of heteroskedasticity, autocorrelation test, and

multicollinearity test.

Classical Assumption Test

Classical linear regression model is principally based on three
assumptions, which are: (1) assumption of non occurrence of autocorrelation
in disturbance error, (2) assumption of non occurrence of multicollinearity
between  free variables, (3) assumption  of non occurrence of
heteroscedasticity. If the resulted regression model which is based on the
data analysis can not fulfill one or all of those basic assumption, so that
model validity used in the decision making is doubtable. Because of that
reason, before the resulted regression model is used, previously it has to be

tested whether the model is fit with the basic assumption or not.
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a. Autocorrelation Test

Autocorrelation is the condition when time series observation was in
correlation. In regression analysis context, autocorrelation can b defined as
the occurrence between disturbance errors in time series. In classical
regression, that autocorrelation condition is not permitted. Test of the
existence of  autocorrelation symptom is conducted with using the rule of
thumb suggested by Gujarati (1995; 423) that, if Durbin-Watson statistic, d
close to 2 so that there would not be any occurrence of autocorrelation
svmptom. The formula used in calculating Durbin-Watson d statistic is as
follows:
r=n
Sit-i )
=2 — (7

A2
ul

d=

=2

Where:
d" : Durbin-Watson statistic
- disturbance error at t period
ar-1: disturbance error at t-1 period
n: number of sample

b. Heterocedasticity Test

Heteroscedasticity (different variance) is the phenomenon where at a

certain independent variable value, each mistake (ei) has different size of
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variant value (o). This heteroscedasticity makes inefficiency of reéulted
coefficient regression.

Test toward heteroscedasticity phenomenon is conducted by using
Spearman’s Rank Correlation Test. Testing of this heteroscedasticity
existence will be based on the following hypothesis:

Hypothesis:
Ho rs=0 non-occurrence of heteroscedasticity

Ha 15> 0 occurrence of heteroscedasticity

Testing criterion: if rs < Ttable SO that Ho is accepted and Ha is rejected, which
means that there is no heteroscedasticity phenomenon.
The amount of Spearmen correlation value can be calculated using

the following formula (Gujarati, 1995; 372):

—1-6 24 (8)
" n‘nz—li

Where:
rs= Spearman’s correlation
d: = rank difference
n = number of sample
c. Testof Multicollinearity
Multicollinearity is the phenomenon of perfect correlation between a

free variable with another free variable. Practical consequences, which

appear as the result of multicollinearity existence, are the bigger mistake of
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st toward the existence of multicollinearity

regression coefficient. Te

conducted wit using Condition Index method (CD).
338) the amount of Cl can be

According to Gujarati (1995;

calculated using the following formula:

Cl= Mz.lx'imum E?genvalue ©)
Minimum Eigenvalue

Testing criterion:

If CI value between 10 to 30, so the multicollinearity occur

is categorized as middie to strong, and if Cl is bigger than

30 so it will be categorized as weak multicollinearity.

Or with using VIF, where if VIF which stands for a free

variable is bigger than 10 so multicollinearity happen.
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CHAPTER 1V
RESEARCH F INDINGS, DISCUSSION, AND IMPLICATION

4.1 Research Description

In this chapter the data analysis is gained during the research time.
This data analysis conducted basically has the purpose of testing research hypothesis.

The number of sample company used in this study was 144 companies
which are included in non manufacturing industry. That company was chosen
because they have complete data since 1997 unti] 2002. After that, the chosen
companies were identified whether they had conducted income smoothing or not by
using Eckel index.

Identification result toward income smoothing was conducted using
operating profit as smoothing variable. Based on Eckel index, each of 144 companies
from sample company resulted in 39 companies identified conducting income

smoothing and the other 105 are included as non smoothing companies.

4.2 Research Findings and Its Implications
4.2.1 Test of First Hypothesis

The first hypothesis in this research presumed that there is 3 difference

in abnormal return gained for smoothing company with the average abnormal
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return of non-smoothing company. Formulations for that hypothesis are as

follows:

Ho: ARis = ARnis average abnormal return of smoothing company
is not different with average abnormal return of

non-smoothing company.

Ha: ARis # ARnis average abnormal return of smoothing company
is not different with average abnormal return of

non-smoothing company.

Where, ARis is the average abnormal return of smoothing company during

window period, which 1 day after until 10 days after financial statement

publication. ARws is the average abnormal return of non-smoothing company
during window period, which 1 day after until 10 days after financial statement
publication.

Test toward that hypothesis was conducted using t-test impair data,
with the following testing criterion:

If the value of tealculated >ttable O ~tealculated < -ttable 0 null hypothesis

(Ho) is rejected and the alternative hypothesis (Ha) is accepted.

The result of tcalculated was gained by using SPSS 11.5 program which

used for testing the first hypothesis served in the following Table 4.1:




Table 4.1
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T-Test of Average Abnormal Return Analysis Result

Sample Company Number of Average Abnormal | Standard Deviation
Sample Return Abnormal Return
AR S(AR)
Smoothing 39 0.054695 0.0568869
Company
Non-smoothing 105 -0.009515 0.0232760
Company

Tcalculated = 9.636
df =142

Source: appendix 6

Based on data analysis in table 4.1 above, it is shown that the average

of abnormal return of smoothing company is 0.054695; whereas average

abnormal return of non-smoothing company is -0.009515. The amount of tcalculated

is 9.636 with the degree of freedom for 142.

From t distribution table, for significance 5%of two tailed test and the

degree of freedom of 142, resulted table of 1.98. If tcalculated is compared with trable,

found that tcalculated (9.636) > trable(1.98), so the null hypothesis (Ho) is rejected

and alternative hypothesis (Ha) is accepted.

Test of this hypothesis have implication that, at trustworthy level of

95% smoothing company give bigger average abnormal return than non-

smoothing company.
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Beside testing toward average abnormal return, as complementary
conducted test toward the difference of cumulative abnormal return (CAR) in a
window period. Hypothesis used in testing the difference of cumulative abnormal

return (CAR) are as follows:

Ho: CAR 1s= CAR nis Cumulative abnormal return of
smoothing company is not different
from cumulative abnormal return of

non-smoothing company.

Ha: CAR s # CAR nis Cumulative abnormal return of
smoothing company is different from
cumulative abnormal return of non-

smoothing company.

where, CAR s is cumulative abnormal return of smoothing company during

window period, that | day after until 10 days after financial statement publication.

CAR Nis is cumulative abnormal return of non-smoothing company during
window period, that | day after until 10 days after financial statement publication.
Test toward that hypothesis was conducted using t-test impair data, with

testing criterion as follow:
If the value of tealculated > tiable or —tcalculated <-ttable s0 nuli hypothesis

(Ho) is rejected and the alternative hypothesis (Ha) is accepted.
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Table 4.2

T-Test of Cumulative Abnormal Return Analysis Result

Number of Standard Deviation

Sample

Sample Company Cumulative

Abnormal Return Cumulative

CAR Abnormal Return

s(CAR)
Smoothing

0.5466949 0.5688689
Non-smoothing
Compan

Tecalculated = 9.636
df= 142
Source: appendix 7

Based on data analysis in table 4.2 above, it is shown that cumulative
abnormal return of smoothing company for 0.5466949; where cumulative
abnormal return of non-smoothing company is for -0.095] 52. The amount of
tealeulated 1S for 9.636 with degree free for 142.

From t distribution table, for significance level of 5% of two tail test
and degree free for 142 resulting the value of tupie for 1.98. If the value of teaiculated
compared with tiable, found that tealculated (9.636) > tiable(1.98), so null hypothesis
(Ho) is rejected and alternative hypothesis (Ha) is accepted.

Test of this hypothesis has the implication that, at trustworthy level of
95% smoothing company gives bigger cumulative abnormal return than non-

smoothing company.
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4.2.2 Test of Second Hypothesis
This test of second hypothesis presumed that, income smoothing and
company size is affecting cumulative abnormal return. Testing toward this
hypothesis was conducted using multiple linear regression analysis, where
cumulative abnormal return as the dependent variable while income smoothing
and company size as the independent variable.
The result of multiple linear regression analysis was calculated using

SPSS 11.5 program for income smoothing and company size toward cumulative

abnormal return show in table 4.1 below:

Table 4.3

Multiple Linear Regression Analysis Result

Free variable Coefficient Regression Significance (p)
(b)
Constants (bo) -0.075786
Income Smoothing 0.030189 0.000
(SMOOTH)
Company Size (SIZE) 316 x107°

Multiple coefficient correlation, R = (.834
Cocfficient determination, R?= 0.695 or 69.5%
Fealculated = 160.682 Significance (p) = 0.000
Source: appendix 8

Systematically, linear regression model resulted can be deriving as follows:

CAR=-0.075786 + 0.030189 SMOOTH + 316 x10™° SIZE
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a. Simultaneous Effect of Income Smoothing and Company Size toward

Cumulative Abnormal Return

simultaneously toward cumulatjve abnormal return wag conducted using F test.

Where hypothesis formulation are as follows:

Ho: R=0 Income smoothing  and Company  size
simultaneously do not have significant effect
toward cumulative abnormal return,

Ha:R#0

Income smoothing  and company  size

simultaneously have significant effect toward

cumulative abnormal return.
Testing criterion used to accept or reject the hypothesis is as follows:

If the value of Fealculated > Fiabie or pP<a, so the nul] hypothesis (Ho) is

rejected and the alternative hypothesis (Ha) is accepted.

where, p is error probability in rejecting null hypothesis (Ho), while ¢ is

significance level used, at a=5% or 0.0s.

above, that regression model gained has Fealculated for 160.682 with p=0.009. If p

value Compare with significance level used, that a=0.05 so pP<a: so that nul]

hypothesis is rejected and alternative hypothesis (Ha) is accepted.

T
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The implication of the testing hypothesis is whether the cumulative
abnormal return is high or low in 10 days after financial statement publication
was affected by the income smoothing behavior conducted by manager and the

company size.

b. The Effect of Income Smoothing toward Cumulative Abnormal Return
Testing toward significance effect of income smoothing toward
cumulative abnormal return was conducted using t-test. Where the hypothesis
formulation are as follow:
Ho:Bi =0 income smoothing does not have significant effect
toward cumulative abnormal return.
Ha: Bi=0 income smoothing does not have significant effect
toward cumulative abnormal return.
Testing criterion used to accept or reject the hypothesis is as follows:
If the value of tcalculated >ttable or p<a, so the null hypothesis (Ho) is
rejected and the alternative hypothesis (Ha) is accepted.
where, p is error probability in rejecting null hypothesis (Ho), while a is
significance level used, at a=5% or 0.05.
Based on multiple linear regression analysis result shown in table 4.3

above, that regression model gained has ticalculated for 5.430 with p=0.000. If p
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value compare with significance leve] used, that 0=0.05 so P<a: so that nujj

hypothesis is rejected and alternative hypothesis (Ha) is accepted.

The implication of the testing hypothesis is income smoothing which

Was conducted by the Manager have positive and signj

ificant effect toward

rmulations
are as follow:
Ho: B2=9¢ Company size does not have significant effect
toward cumulative abnormal return.
Ha: B2=¢

Company size have significant effect toward

cumulative abnormal return.

If the value of tealculated >trable or pP<a, so the null hypothesis (Ho) is

rejected and the alternative hypothesis (Ha) is accepted.
where, p is error probability in rejecting nul| hypothesis (Ho), while « is

significance level used, that a=5% or (.05
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value compare with significance level used, at a=0.05 so p<a:. SO that null
hypothesis is rejected and alternative hypothesis (Ha) is accepted.

The implication of the testing hypothesis is that company size has
positive and significant effect toward cumulative abnormal return in 10 days after
financial statement publication. In other words we can say that for a big company
size will yield a big cumulative abnormal return compared from cumulative
abnormal return of company in a smaller compahy size.

Based on test result of significance effect from income smoothing and
company size simultaneously or individually, so it was empirically proven that
the two variables have significant effect (which can not be ignored) towards
cumulative abnormal return in 10 days after the announcement of financial

statement publication.

4.2.3 Test of Assumption
1. Test of Autocorrelation
Autocorrelation is correlation between members in time series data or
between spaces for cross section data. The existence of autocorrelation
significance, SO that determiners from OLS becoming inconsistent, even
though it is not bias.
Test toward autocorrelation phenomenon in the analyzed data can be

conducted using Durbin-Watson Test, with following criterion:
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d<d, : Ho rejected
d>d, *HO is not rejected
d <d<d U * testing is doubtfy]
d> 4- d, *HO rejected
d>4-4 :HO is not rejected
4d;, <d<4-y L ‘testing is doubtfy]
where, d, d vsandd,; each of them are Durbm-Watson Statistic, the upper
limit of Durbip.-

n=144, k=2 and the significance level g=59, from Table result the valye

of d, =1.706 and d,=1.760.
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The value of d=2.229 and ¢ v=1.760, if it compared those two
variables it shown that d>d, so that the decision is not rejected HO, and

HO which stated the hon-occurrence of autocorrelation js accepted. Based
on this testing result, it found that in the significance leve] of 5% of
processed data is not shown any autocorrelation symptom, so that classic
assumption about non-occurrence of autocorrelation Symptom can be

fulfilled by the model.

2. Testof Heterocedasticity

Homoskedasticity (same variance) is phenomenon where at certain

value of independent variable, each mistakes (€i) have the same value as

0. Ifit is found that the resulted model not fulfilling the assumption or
that phenomenon, so heterocedasticity in those model is occur. This
heterocedasticity makes the estimator valye (regression coefficient) from
that model is not efficient even though it is not bias and consistent.

Test toward heterocedasticity phenomenon is conducted using
Spearman’s Rank Correlation Test. Testing toward this heterocedasticity
phenomenon will be based on following hypothesis:

HO :r.=90 non occurrence of heterocedasticity

Ha :r >0 occurrence of heterocedasticity




The coefficient of Spearman’s correlation between absolute value

from residual with free variable (r

(Gujarati, 1 995;372)

where, r s= Spearman’s correlation between free variables with absolute

residual value, di=rank difference, n= number of sample.

Based on data analysis which conducted using SPSS | 1.5, resulted

the level of Spearman’s correlation between free variables with absolute

residual value are as follows:

Table 4.4
Spearman’s Coefticient Correlation between Free Variables and

Absolute Residual Value

Free Variables

Coefficient Correlation

s) calculated using following formula:

54
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If each of Spearman’s correlation value above is tested its
significance, found that each of Spearman’s correlation has p > 0.05.
Based on testing result of Spearman’s coefficient correlation (rg)

between free variables and that absolute residual value, conclude that data
analyzed is not having heterocedasticity symptom. So that, the classical

assumption about non occurrence of heterocedasticity is accepted.

Test of multicollinearity
Multicollinearity is the phenomenon of the perfect correlation
between one variable with another free variables. Practical consequence
that will be appearing as the result of this multicollinearity is the bigger

standard mistakes of estimation, and probability to accept wrong
hypothesis is bigger. Test toward the existence of multicollinearity
conducted using VIF method (Variance Inflation Factor). And the
criterion used in testing this VIF method is as follows:

If VIFj >10, thereis a high multicollinearity between regressor

(free variables) j with another regressor (free variables).

Based on data analysis result using SPSS 11.5, the VIF value of each

free variable is as follows:




Table 4.5
VIF of each Free Variable

Free Variable VIF |

variable have VIF less than 10, Which also means that data used in the

analysis is not having multicollinearity symptom.

4.3 Discussion
It was found that the result of this study is similar to the result of the research

conducted by Michelson (2000) that showing the difference of average abnormal

conducting income smoothing has higher average abnormal return than company
which is not conducting income smoothing, it also mean that smoothing company

more capable to increase shareholder welfare.




The significant deference between averages abnormal return of smoothing
company with those of non smoothing company is implicitly shown that income
smoothing affecting investor decision making process in conducting their investment
activities (stock purchase) in JSX. Higher abnormal return shown that stock price of
related company is experiencing the increase of stock price over the average.

In economic crisis where company having difficulties to get fund both
eternally and internally, so with income smoothing company has probability to get
fund externally through right issued, because stock issued by smoothing company are
preferable by the investor. So that, smoothing in economic crisis era could become a
way to attract investor to purchase the shares, which mean that it would give input
fund to the company. Income smoothing in crisis era or in unstable economical
condition can increase investor trustworthy, because with income smoothing
company would seems to have stable earnings even though its economical condition
is in crisis, as stated by Hepworth (in Jatiningrum, 2000). So during economic crisis
facing by Indonesia, it would tend to stimulate managers to conduct income
smoothing as resulted from the research conducted by Jin and Mas’ud (1998). In
condition of low company profitability in the monetary crisis facing by Indonesia in
1997 tend to stimulate company which has low profitability, as stated by Ashari et al

(1994),
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CHAPTER V

CONCLUSIONS AND RECOMMENDATION

5.1 Conclusion
Based on the result of the analysis conducted in this research, the researcher
would like to draw the following conclusions:

. There are significant differences between abnormal return of the
company which is conducts income smoothing and the company which
does not. It has been proven that the €Ompany conducting income
smoothing has bigger abnormal return. In the condition that Operating
profit as the smoothing variable: the average abnormal return of
smoothing company is 0.054695 and for non smoothing company is -
0.009515 (calculateg = 9.636). Whereas, in the condition that operating
profit as smoothing variable: the average abnormal return of smoothing
Company is 0.0421869 and the average abnormal return of non
smoothing company is -0.000777 (Calculated = 4.891).

2. Income smoothing and company size have significant influence toward

cumulative abnormal return (Fealeulated = 160.682 and p = 0.000).
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5.2 Recommendation

There are several suggestions that expectedly can give contribution to the
future researher and also for another related party. First that based on the above
conclusions, it is empirically proven that the income smoothing which is conducted
by managers and the company size affected the cumulative abnormal return. If the
cumulative abnormal return is putas an indicator of the increasing of investor welfare
in conducting their investment, it would be better for the investor to purchase stocks
of the company conducting income smoothing. It is because in 10 days after the
publication of its financial statement, the company conducting income smoothing is
able to give higher abnormal return. The second variable beside of income smoothing
which can increase abnormal return is company size. Companies with higher size are
more likely to give higher cumulative abnormal return.

Second, beside of those positive impact of the income smooting as stated
above and as concluded by several previous researcher, such as Michelson and
friend(1995), it also have negative impact indeed. As the example for the negative
impact is that whenever income smoothing is conducted excessively and discovered
by the public, as the consequence it would resulted to the decreasing of public trust.
Whereas at the end it would lead to the decreasing of the stock price. If this
phenomenon is ha]Spen, the party who will suffer a loss js the stockholders. So that, as
the sample given above, in here resercher would recommend the future resercher to

investigate more on the negative impact of income smoothing.
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Third, another consideration of the researcher is regarding the ethical boarder
of income smoothing. So far, accounting regulation in Indonesia have not been
discussed specifically about substances related with income smoothing behaviour that
can be conducted by the management. While it is implicitly stated in GAAP that
income smoothing as a part of earning management can be conducted as long as it
still in the boarder of GAAP. Becauses of that, resercher suggest, for the future
researcher to investigate and examining more on this problem. Researcher also
suggest that it is better for the Ikatan Akuntan Indonesia to conduct empirical
examination which is followed by the arragement of certain code of ethic or specific
regulation that can restrict income smoothing behaviour.

Fourth, concerning some cases that company which conducting income
smoothing continuously could drive it into collaps, research toward bankruptcy
company whether previously they had also conducting income smoothing or not is
also an interesting issue to be examined. So that, we will be able to determine how
long does smoothing company can survive. Thercfore, reseracher would recommend

the future researcher to also investigate more on this problem.
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Appendix 4

COEFFICIENT VARIATION IN COME
SAMPEL COMPANY




91 Trior  [9pTool prE19l)  |ierLiv cosse | pe |
SUl1 615°9LT vES9or  [pesolD) | 680°€6L LSS98 & |
0zl 68€ 0€ L89'L6F 8sL Sy FZ0'£9€ €267 S #
981 20T 1T SEST1) LTyl PECTE 6L9T £ |
£ELO £81°61) 1Ll LYS'SLT S9LpES 9fTHPT | 0 |
9Ty 969'1) £€601) 601°11) LTE€9 61S°0) 6T |
e r9ESl £26) 0L8°T¢) veErI¢ w8t
L0T 665 €€ PET pF) EPELS) S8 oLy 6L0ET LT
601 L9EILT ziypre TTE P01 9r8'8L TEPLY) 9
vr'e €LS°D £LT01) 178°¢S or8zl) FEL 6T T
061 IvL'L TILLI se8y) LT8¢ 188) e | PT
60'C LOY'L LYES] aure SETOD) 16T9 £T
699 SE8'1¢) rg8e 656'62) £S0°T9 o) Sl T |
L6’ LEOEL PT9 €E) 199'L6) Z6t°08) EL1Sh N
€80 LOE 101 9pL'LE ss¢'8 9<1'8T SEGTE NN
ITE LES 661 LO8'9Y r16'$97) [S911€ zioLr ol
6787 108'9L6) ESL1ST 0£0'8ST LIETOE 69L'89 81!
101 795 0¢€ 1 POLLbI 80F C11 LY8'L) STL) Ll A
10°1 29'8L 87691 L9L'1D) S0E6L 91z ] o Q
600 PSS SLE 16€ 68¢€ LFOTIE 88T PGF pT8€9 sl
Ly'e Tlo1¢ 8PE1Y 10§61 9806¢) 89LE rl
10T 61€6€ z68'eh £€0°00) 6ES'8T) L6LL |l
6LE 19566TF  K610TELT)  |8S8OLL 19L7L9 8LOLLT a
760 661°TLE £S8°€0E KT 80€ P96'THT sseoc) | 11
90'1 8EP SO0l | 100689 780691 1zLLl r98Tl | ol |
zeLs $08'627) €c00€) 80£901) 96091 segel | 6|
95T £ST0ET SY8LE) TTL65E) LeeThel  jolLes 1 g
67T 126°0LL) bre99eT  €96'80¢ 98L°0ST treeee | L]
L0l $16'891 ¥91°009 99L¢<) £€€TLS wors | 9
$60 9r0°6€8 LOL'68Y L (81PL0T)  6SSHLUL | €60 T0¢ o
9zl L8L L9S'Y) 1LL19  1Z20'8LL S
05°e) £L9€ wrL 96 (o tor ¢ |
L9L1) 1€€08) 8L8'LY Lier8' ) 18186081 l9e6cct | T
65°0 181°9LZ 65£ 70T roces  [09L96¢ Lesril 1
(SPIAD 2002 1002 000 6661 8661 | oN
UBBLULIDUD ] ISBLIBA UDISIIIOY

NVVINIYINAd ISVIYVA NAISIAON




8LS'TD) A ()
X N
68) 8T (951w
$69'67 LrLzr)  verion) -
06L08)  (8Y9°090)  |i9szz J@m@ww
6y Terr T (mpesn PE9 8y
(89€8 6Tl (06289 _Brean
(008) — Torol  leirze _ lenize izsr)
20¢) €60°911 8ST8C  I866'L 99rrc)
€7 (rizes) — |esecr 611°9¢
1LT0E  [Eegec €971 [ssg8D) ~
TR e L
> C % C.
8ET Ty L9 L6695) — f860€)  |pocger [
08'07) Lze8E (6s9'821) | L68 .8 ~ Jeszz (rr861)
99°7) (0c80) — — [cep) evive Lsveey)  {rcoes)
£r'e LIE19 rs6l L88'8C)  (9197T81)
(€T0%0) o) (858 _ crw L3961
sTe TLL8O1) __(cleeg  Jreeis
8S' Oovle  |ToLol  ~ TIeoFrD Joil'ss i
76651 scosve  (sToue) g T—
gz PLLLL _sroor - rooel
Rt

6LE°0¢

HT €9006L'1  [S061801  |£11c90¢ 29 | og
01T {eheheee)  [ocoeee zeran) ~leoeriey -
LYl 665'T8) P09LET  KpevT®  |<pooes gy
198Y  (Zig09) 62600 — (er0s)  |scrsse )

2zo°0s
65€6)

el [asrer
w8t oc0re

ese 190061 98Er81) (061 FEE) R+
[LS0 POV6TIT [I86€SE T | 198967 998y
LEO 8€6'78S 98968 e8vT6s  lebrels  |iszec
o 80CTS6  TR6TIIIT  [808€19 91867
950 2009£9 sLeser 105969 £E0'89
17T 8r6'€  Toocsl <68'sS) £8r'pS
_ISL8961  90L6hl H6s8'G) sLLot 959y

Lo leeoor Ir8ros T leesis oveor  (teL'e)

65LSL 690111 |e689r I

L8PS !\f‘ ovor ot et (Gicn




S, PR — g

ey (9oore) (69 (s£989) BEE
T Teizse (98190l 86008 1 S09°tT

Lo 9 we | (ST6) ek [808
(o vezr jeser (9D :E_@l L B
joovt [09E°61 mo\o_r;;. 93 ) oasir F_HE
ore [6CS01 mz‘o_is.f@.gt isres  loes
(650 0L’y crer) @6 -G@:@:. BRCEL
(6t'L) ole ez (reven) o jelsT o (6T0€T)
9£'6) 786 0%) (0190zl)  |r00'€ 00r°L1) 06611
98'L 1£9°91 (eon (s sesrl i»,mlomm‘
U [GRer. 9RO (SRl OMOCl SEEE
68 | SPUE9 1goe, - fereery, fTLiere | RLERY
e OFS LLT 16508 NS I By Ol | SRR
Loz $60) f6199cD  fooe 98) Clreeto  [leles
b1 Losorc  livs  (rs9ToD o [eoLrer 8F0°66
661 _1889rr LrGUSL zssosT D) SICTIFT [ 1E86LE |
| Tr'9 | €15°0L (T6T90) :5_ 1£1) 980T 89L T€
[698 2800 (1960 D) (LTO809T) - [TSOOLTE  1L6L809'L
T Chvevie  Giwd | (ooeD  soly lGhLT
8l Tlhigoirc | lseares  (IS€1S0T)  [LIELESt  [LECLNOT
LpSl P08 9rS Tozo Tt (10,060 | S8YERE  lSe08
[09°9¢ | 601 €8¢ PPT90N) | (CoL60FE)  |SIL986T | 6SESTY
169°C 8LI°L9E) orLotr Q:Wmam prsors  [s8coL
€81 668191 (Gcren) selLol lotese  (E1S0D)
LLE 19TS ors f:o [l ‘lnom.c 189
950 £6£T gLel [0S Tr6 0Tl) orel

891 808 67 8S6LI ,Mwﬁm..”lnﬂu © Jfersrr  oolsl
rTl 1L801 609l 10800T ?i?_@ 8L
60T £96 £1T T68L6) (92665 . 9£T9lY  |1989F
09'L EES'6 Srrl | jezgt  (98re) . G6EElT
8T 685 PhT rirezl  0£069) oclTey  loorir
ol 690SPLO | 11SS65 T  160C06IT PL6069 | LTTEES
ort s69sscT  (ogrzl)  |6TY 968 |ESTESY  (SPOlET
€01 100t 6ol9E  |eeeol (986 lelss
p6T)  |99LI6 GOT0R  (LBYOOD (€699 (LETTS)
60'¢) gLl oSt (os9sD o fmro) o swrD
0s91  [L188E 0676 (rST6) 89.:: 01T96
98T eTLse  |e9sle |18 lezsTa |
v0'y) 1001 (reLon | 968 (Lov cs 090°¢ 1




EFI‘%NE.CV‘} Jogzg g980)
wﬁ!ﬁ[{;&%@@/ __jlEeLee Gitey)
ma.nm}friﬁmwmmmv __(srozey . lsTgsern)
€l [SSLSST 666561 {06reei D)
N T T T T
o8 lsso6l Lo lTigir
48T Torer 069 (o)
P _Irsooor .J,@wbm S G
Uesp 758 o | Ty (r81°p7)
Sl 860l |1g96e (r91°+8)
ST !?R..S_,:;L\mﬁ 8¢ (0§
1880 |TLLSE 61T€6 It
€0 T Tosoric T Toioen, 60L lero9cy
oo.tliii,mﬁv.n: _J6IEsT T @en
T<9 OL9ITCL  [opegess
v o
(8£0'81) 068'€2L
L0 e Jmwsorr [sirsyi
orc 1SS°L8T 2 O T
680 lese60r OLEPIT :%Jﬂ@“
@ legep) LLE'S 8Ly
€T Isrer  eroviz (8oLser)
[P Clogote
e TR 75
$L'9 TN (4T TOEEBL
190 " Torrssi - [/prsai o 88508
VT oees) leors 6) T iposer
ST S . (7 0 (8FTOE0 1)
(L6'€) (80780 TRy (rLE9£0'1)
( resie %?f: ~ {os00D)
(1z8c) SECEY (9r8'791)
8T8 ooy TOFSE T logroz

998t
B
S T
_SBI00L  TecTgeic
1666t ¢ EPEOL
_LOrTEE T i)
08L°L cxm hi
989701 0968
G600 o
ToteTor .mw;a -
_80s '8z 61T
TR reere
AT rrgcor
rocs) T Teger
3PS Gopieer )
e
88T 6L It
:mo‘ LI g6L8Tc
le8L'1zo)  izecaer
T R - o
_(ST8T T (3659)
_ozTeeor 900T1T
ClS90r e
166758 izt
Cwcer o
2106998 T pETe
(FE0F9) -
‘J‘@/Nmmwmpﬂ (osTorT D)
[OLSSTO CKS_ 1)
mehvs L06L6LI
CI8LELG 189901
TREOE T gorny

i h




Appendix 5

COEFFICIENT VARIATION
OPERATING PROFIT
SAMPEL COMPANY
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Appendix 6

ABNORMAL AND CUMULATIVE
ABNORMAL RETURN
SAMPEL COMPANY
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Appendix 7

T-TEST of THE DIFFERENCE between
ABNORMAL
RETURN AND CUMULATIVE
ABNORMAL RETURN
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Appendix 8

REGRESSION ANALYSIS




Summarize - Data Analysis Regression

Case Processing Summary

Cases
Included Excluded Total
N Percent N Percent N Percent
CAR 144 100.0% 0 .0% 144 100.0%
IS 144 100.0% 0 0% 144 100.0%
Size 144 100.0% 0 .0% 144 100.0%
Case Summaries
CAR IS Size
1 -.11740 0 55,135.00
2 .00680 0 78,360.54
3 .00310 0 -47,693.69
4 .01030 0 64,087.50
5 .01960 0 114,304.88
6 -.01450 0 223,507.85
7 .01050 0 264,414.76
8 .00570 0 256,560.63
9 .01490 1 271,614.38
10 .01160 0 266,214 .66
11 .00380 0 253,451.71
12 .01520 1 172,105.26
13 .01570 0 270,923.40
14 -.00450 0 239,870.61
15 -.00430 0 140,197.87
16 -.00610 0 237,252.57
17 -.00650 0 236,598.06
18 .01390 1 269,978.10
19 -.01430 0 123,835.10
20 -.00510 0 238,888.85
21 .00130 0 249,361.02
22 .01110 0 265,396.53
23 -.00610 0 117,252.57
24 -.00220 0 123,634.05
25 .02670 0 90,922 44
26 -.00330 0 41,834.14
27 .02890 0 94,522.25
28 -.00890 0 232,671.00
29 -.00090 0 245,761.21
30 -.01360 0 224,980.50
31 .00360 0 253,124 .45
32 -.00470 0 239,543.36
33 -.00630 0 236,925.32
34 .00470 0 254,924 .36
35 -.01090 0 229,398.44
36 -.00180 0 244 ,288.56
37 -.00480 0 239,379.73




Case Summaries

CAR IS Size
38 .04510 0 321,029.93
39 .00540 0 256,069.75
40 -.00340 0 241,670.52
41 .00260 0 251,488.18
42 00960 0 262,942 11
43 .00290 0 251,979.06
44 .00750 0 259,505.93
45 .04920 0 327,738.66
46 .00250 0 251,324.55
47 .00140 0 249,524 64
48 .00960 0 262,942 11
49 .00480 0 255,087.98
50 .01080 0 264,905 64
51 .01330 0] 268,996.33
52 .00420 0 254,106.22
53 .04270 1 317,102.86
54 -.00060 0 246,252 09
55 .00280 0 251,815.43
56 .01880 1 277,995.85
57 .00150 0 249,688.27
58 .05300 1 343,774 17
59 .03990 1 312,521.29
60 -.00310 0 242,161.40
61 .02910 1 294,849 50
62 .02970 1 295,831.27
63 .03570 1 305,648.93
64 .02680 1 291,086.07
65 .04360 1 318,575.51
66 03960 1 312,030.40
67 02520 1 288,468.02
68 -.02330 0 209,108.62
69 .02660 1 290,758.81
70 .01370 1 269,650.84
71 -.02820 0 201,090.86
72 .00420 0 254,106.22
73 -.02510 0 206,163.32
74 .03230 1 300,085.59
75 .04130 1 314,812.07
76 .02420 1 286,831.75
77 .09650 1 405,134.54
78 -.02760 0 202,072.63
79 -.02640 0 204,036.16
80 -.01720 0 219,089.90
81 -.01370 0 224,816.87
82 -.02100 0 212,872.05
83 -.01510 0 222,526.08
84 -.01760 0 218,435.39
85 -.01360 0 224,980.50
86 -.03710 0 186,528.00




Case Summaries

CAR IS Size
87 -.01850 0 216,962.74
88 .18800 1 554,853.83
89 -.06240 0 145,130.21
90 14770 1 488,911.89
91 -.06490 0 141,039.51
92 -.07750 0 120,422 43
93 -.03640 0 187,673.39
94 -.10320 0 78,370.13
95 -.04210 0 178,346.62
96 13330 1 465,349.51
97 -.03070 0 197,000.17
98 .12500 1 451,768.41
9@ .10330 1 416,261.22
100 -.03370 0 192,091.34
101 .10900 1 425,587.99
102 -.02830 0 200,927.23
103 -.02750 0 202,236.25
104 -.01590 0 221,217.06
105 .07180 1 364,718.51
106 -.02130 0 212,381.17
107 -.02090 0 213,035.68
108 .05160 1 331,665.72
109 .05350 1 334,774.65
110 -.01050 0 230,052.95
111 -.00890 0 232,671.00
112 -.01790 0 217,944 .51
113 -.01090 0 229,398 .44
114 .05790 1 141,974.26
115 .01360 1 119,487.22
116 -.00810 0 233,980.02
117 -.01340 0 225,307.75
118 .01440 1 120,796.24
19 -.00220 0 243,634.05
120 .01840 1 277,341.34
i21 .00710 0 158,851.42
122 -.01160 0 228,253.05
123 .00000 0 247,233.86
124 -.01530 0 222,198.83
125 -.00880 0 232,834.62
126 -.01020 0 130,543.84
127 -.01250 0 226,780.40
128 -.01800 0 217,780.88
129 -.01420 0 223,998.73
130 .00240 0 251,160.92
131 .02230 1 283,722.82
132 -.01670 0 219,908.04
133 .00420 0 254,106.22
134 -.015850 0 221,871.57
135 -.01450 0 223,507.85




Case Summaries

CAR IS Size
136 .01920 1 278,650.36
137 -.01860 0 116,799.11
138 -.01170 0 128,089.42
139 -.01090 0 229,398.44
140 -.01070 0 229,725.70
141 .02290 1 284,704.59
142 .01550 1 272,596.14
143 .01290 1 123,341.82
144 .28410 1 712,100.00
Total N 144 144 144
Regression
Descriptive Statistics
Mean Std. Deviation N
CAR .0078750 .04553974 144
IS .27 .446 144
Size 239,063.9784 | 92426.61584 144
Correlations
CAR IS Size
Pearson Correlation CAR 1.000 .629 .795
IS .629 1.000 .520
Size .795 .520 1.000
Sig. (1-tailed) CAR , .000 .000
IS .000 . .000
Size .000 .000 g
N CAR 144 144 144
IS 144 144 144
Size 144 144 144
Variables Entered/Removed®
Variables Variables
Model Entered Removed Method
1 Size, 1S Enter

a. All requested variables entered.
b. Dependent Variable: CAR




Model Summary®

Adjusted R | Std. Ermvor of
Model R R Square Square the Estimate
1 .8348 .695 .691 .02532599
Model Summary?
Change Statistics
R Square Durbin-Wa
Model Change F Change df1 df2 Sig. F Change tson
1 .695 160.682 2 141 .000 2.290
a. Predictors; (Constant), Size, IS
b. Dependent Variable: CAR
ANOVAP
Sum of
Model Squares df Mean Square F Sig.
1 Regression .206 2 .103 160.682 .0009
Residual .090 141 .001
Total .297 143
a. Predictors: (Constant), Size, IS
b. Dependent Variable: CAR
Coefficients?
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t
1 (Constant) -.075785909 .006 -12.326
IS .030189977 .006 296 5.430
Size .000000316 .000 641 11.772




Coefficients?

95% Confidence Interval for B

Model Sig. Lower Bound Upper Bound
1 (Constant) .000 -.088 -.064
IS .000 .019 .041

Size .000 .000 .000




Coefficients?

Correlations Collinearity Statistics
Model Zero-order Partial Part Tolerance VIF
1 (Constant)
IS .629 416 .253 .730 1.370
Size .795 .704 .547 .730 1.370

a. Dependent Variable: CAR

Coefficient Correlations?

Model Size IS
1 Correlations Size 1.000 -.520
IS -.520 1.000
Covariances Size 7.195E-16 | -7,752E-11
IS -7,752E-11 | 3.091E-05

a. Dependent Variable: CAR

Collinearity Diagnostics?

Condition Variance Proportions
Model  Dimension Eigenvalue Index (Constant) 1S Size
1 1 2.415 1.000 .02 .06 .02
2 .532 2131 .05 72 .01
3 5.355E-02 6.715 .93 .22 .97
a. Dependent Variable: CAR
Casewise Diagnostics?
Case Number Std. Residual CAR
3 3.709 .00310
144 4.140 .28410
a. Dependent Variable: CAR
Residuals Statistics?
Minimum Maximum Mean Std. Deviation N
Predicted Value -.0908452 .1792497 .0078750 03796620 144
Residual -.0590230 -1048503 .0000000 .02514827 144
Std. Predicted Value -2.600 4514 .000 1.000 144
Std. Residual -2.331 4.140 .000 .993 144

a. Dependent Variable: CAR

Nonparametric Correlations




Correlations

ABS RES 1S Size

Spearman's rho ABS_RES Correlation Coefficient 1.000 .363 -.293
Sig. (2-tailed) . .096 .164

N 144 144 144

IS Correlation Coefficient .363 1.000 .583

Sig. (2-tailed) .096 . .000

N 144 144 144

Size Correlation Coefficient -.293 .583 1.000

Sig. (2-tailed) .164 .000 .

N 144 144 144




