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ABSTRACT

Asrina, Dini Mulya (2006). Management of Earnings Through The Manipulation
of Real Activities That Affect Cash Flows From Operation. Yogyakarta. Faculty of
Economics. Islamic University of Indonesia.

This study tries to investigate whether there is any evidence of firm managers
engaged in management of earning through the manipulation of real activities that affect
cash flow from operation in reference to market value. This study concentrates on firm
called "suspect firm-years". Suspect firm-years are firm years reporting small annual
earnings and small annual earnings changes. Suspect firm-years have net income scaled
by market value that is greater than or equal to zero but less than 0.005

This study uses secondary data which is taken from the financial statement of
manufacture companies listed on Jakarta Stock Exchange (JSX) from 2001 until 2004.
This study uses 319 samples, including suspect firm years. The amounts of suspect firm
years are 15 companies.

This study analyzed data using multiple regressions which was developed by
Sugata Roychowdhury (2004), involving four dependent variables and ten independent
variables. In this study the writer failed to give empirical evidence whether there is any
evidence of firm managers that engaged in management of earning through the
manipulation of real activities thataffect cash flow from operation in reference to market
value. In order to make a different, the writer is replacing total asset at the beginning of
year, the denominator for dependent variables, with market value at the beginning of
year. But the results do not appear as the writer expected. None of independent variables
are related significant to dependent variables. It also explains why the results of
regression analysis are not consistent with the previous research done by Roychowdhury
(2004).

Key Words: Earnings. Earnings Management. Cash Flowfrom Operation.
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ABSTRAK

Asrina, Dini Mulya (2006). Manajemen Laba Melalui Manipulasi Aktivitas Riil
yang Mempunyai Dampak Pada Arus Kas Operasi".

Studi ini mencoba untuk menemukan apakah terdapat bukti adanya manajemen
laba yang dilakukan oleh manajer perusahaan melalui manipulasi aktivitas riil yang
mempunyai dampak pada arus kas operasi yang berkenaan pada harga pasar. Studi ini
dipusatkan pada perusahaan yang disebut dengan "suspectfirm years". Termasuk dalam
kategori suspect firm-years yaitu perusahaan yang pada tahun tersebut melaporkan laba
tahunan yang kecil dan perubahan laba tahunan yang kecil. Suspect firm years adalah
perusahaan yang melaporkan laba sebelum item luar biasa per total asset awal tahun
antara 0 hingga 0,005.

Data yang digunakan dalam studi ini merupakan data sekunder yang diambil dari
laporan keuangan perusahaan manufaktur yang terdaftar di Bursa Efek Jakarta selama
penode 2001-2004. Jumlah sampel perusahaan manufaktur yang digunakan dalam studi
ini adalah 319 perusahaan. Jumlah suspectfirm year adalah 15 perusahaan.

Selanjutnya data yang diperoleh dianalisis regressi berganda yang telah
dikembangkan oleh Sugata Roychowdhury (2004) yang melibatkan empat varibel terikat
dan sepuluh variabel bebas. Dalam studi ini penulis tidak berhasil mendapatkan bukti
empiris adanya manajemen laba yang dilakukan oleh manajer perusahaan melalui
manipulasi aktivitas riil yang mempunyai dampak pada arus kas operasi yang berkenaan
pada harga pasar. Untuk membuat perbedaan dengan penelitian sebelumnya, penulis
mengganti total asset awal tahun dengan harga pasar awal tahun. Tetapi hasilnya tidak
sesuai dengan harapan penulis. Tidak ada satupun variable bebas yang mempunyai
hubungan yang signifikan dengan variable terikat. Ini dapat menjelaskan bagaimana hasil
dari analisa regresi penulis tidak konsisten dengan penelitian sebelumnya yang dilakukan
oleh Sugata Roychowdhury (2004).

Kata Kunci: Laba. Menejemen Laba. Arus Kas Operasi.
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CHAPTER I

INTRODUCTION

1.1 Background of the Study

Financial Accounting Standard Board (FASB) Statement of Financial Accounting

Concept No.l stated that the primary focus of financial reporting is information about an

enterprise's performance provided by measure of earnings that provide important

information for investment decisions for investors.

Management has direct access to accounting information about the firm and has

the ability to use their discretionary power in the financial reporting in an attempt to

affect earnings, for his/her own and/or company's benefits. Management, which is

monitored by investors, directors, customers, and suppliers-acting in self-interest and at

times for shareholders, have strong incentives to manage earnings.

Earnings, synonymous with profit which is also called income, are perhaps the

single most studied number in a company's financial statements because they show a

company's profitability and also one of the most important measures of a company's

performance.

Earnings Management is the choice by a manager of accounting policies so as to

achieve some specific objective (Scott, 2000). Managers are engaged in earnings

management these activities because they perceive private benefits to meet certain

earnings target or reporting goals. Manipulation of real activities during the year is one

way to meet certain earnings target. This real activities manipulation, such as price

discounts and reduction of discretionary expenses, are possibly optimal action given the



economic circumstances of the firm. This real activity manipulation affects cash flows

from operations (CFO).

The information obtained in cash flows is intended to show all of the cash inflows

and outflows of the firm during the period. The statement of cash flow is one of the

financial reports which show the effect from operating activities, financing activities, and

investing activities of the firms towards cash flows within certain period of accounting by

reconcile beginning balance and ending balance of cash.

PSAK No.2 described cash flow from operating activities as amount which are

collected from the operating activities that can be used as an indicator to determine

whether the company can produce the sufficient cash flow to settle a debt, maintain the

company ability in operations, pay dividend and to make a new investment. Cash flow

from operation generally comes from other transactions and event, which is influence

earning or net loss. Particularly, cash flow from operating activities resulted from the

main activity which produces earning in the company. Such as, cash revenue from sales;

cash revenue from royalty, fees; cash payment for supplier; salary or wages for the

employees; payment for tax; etc.

Based on above explanation, the writer is interested to investigate the

management of earning through the manipulation of real activities that affect cash flow

from operation. According to the background, the writer entitled this thesis

"Management of Earning through the Manipulation of Real Activities That Affect

Cash Flow from Operation"



1.2 Problem Formulation

To elaborate the focus of this research thoroughly and deeply, the writer wants to

formulate the following problem as "Whether there is any evidence of firm managers

engaged in management of earning through the manipulation of real activities that affect

cash flow from operation in reference to market value"

1.3 Problem Limitation

To avoid misunderstanding and misappropriates in this study, the writer will

restrict the scope and size ofproposed study as follows;

1. This study will obtain the data from the manufacturing companies, which are

listed in Jakarta Stock Exchange (JSX) from 2001 until 2004.

2. The writer concentrates on firm called "suspect firm-years". Suspect firm-years

are firm-years reporting small annual earnings and small annual earnings changes.

Suspect firm-years have net income scaled by market value that is greater than or

equal to zero but less than 0.005.

3. In this study the writer does not investigate whether earnings management is

considered as financial fraud or not.

4. In this study the writer does not explain detail about market value beside only

wants to make different from the previous research done by Sugata

Roychowdhury (2004).

1.4 Research Objectives

The objectives of this research is to give empirical evidence whether there is any

evidence of firm managers engaged in management of earning through the manipulation

of real activities that affect cash flow from operation in reference to market value"



1.5 Research Contributions

The benefit or advantage of the research is relevant for the management of the

firm and financial statement users to determine whether it is appropriate or not to choose

the nature and extent of real activities manipulation as a way of management of earning

that could affect cash flow from operation.

1.6 Definition of Term

Definition of term given in order to make readers understand what they are going

to read as the main term on this thesis:

Earning Management is a purposeful intervention by managers in the external

financial reporting process for his/her own and/or company's benefit.

Cash flow is a cash or cash equivalent inflow and outflows.

Statement of Cash flow is a part of financial statement which provides relevant

information about the cash receipts and cash payments of an enterprise during a period.

Statement of cash flows classify cash receipt and cash payment into three different

activities; operating, investing, and financing activities. Operating activities involve the

cash effects of transactions that enter into the determination of net income.

(Kieso&Weygandt; 10th Ed.).



CHAPTER II

REVIEW OF RELATED LITERATURE

This section is about the review of related literature that will give explanations

about the relevant theories used in conducting this research and the previous studies. This

chapter explains about financial statements, earnings, earnings management, statement of

cash flow, cash flow from operations, and agency theory. This chapter also explains more

about review of related research which explains about some previous studies, theoretical

framework that covers the theoretical assumption used as basis for the research. The

hypothesis will also be explained in this chapter.

2.1 Financial Statement

SAK year 2002 stated that the objective of financial statement is to provide the

information about the financial position, performance and changes in financial position of

an enterprise that is useful to a wide range of users in making economic decisions.

The financial statements which most frequently provided are:

(1) The balance sheet; shows the financial condition of the enterprise at the end of a

period.

(2) Incomestatement; which measures the results of operations during the period.

(3) Statement ofcash flows; which reports the cash provided and used by operating,

investing and financing activities during the period.

(4) The statement of retained earnings; which reconciles the balance of retained

earnings account from the beginning to the end of the period. (Kieso &

Weygandt; 10th Ed.).



2.2 Earnings

Earnings, synonymous with profit which is also called income, are perhaps the

single most studied number in a company's financial statements because they show a

company's profitability and also one of the most important measures of a company's

performance.

Earning has two major components, cash and accounting adjustments called

accruals. Since the determination of the signs and sizes of accruals requires managers'

judgment and estimation, accruals are more vulnerable to manipulation. But not all

accruals are the result of earningsmanipulation (Yu, 2005).

Earnings are important since they are used as a summary measure of firm

performance by a wide rage of users. Earnings typically refer to after-tax net income.

Ultimately, a business's earnings are the main determinant of its share price, because

earnings and the circumstances relating to them can indicate whether the business will be

profitable and successful in the longrun.

2.3 Earnings Management

Earnings management occurs when managers use their discretionary power in the

financial reporting process and in structuring transactions. Earnings management is the

choice by a manager of accounting policies so as to achieve some specific objective

(Scott, 2000)

2.3.1 Definitions of Earnings Management

Healy and Wahlen (1999), define earnings management as the alteration of firms'

reported economic performance by insiders to either mislead some stakeholders or to

influence contractual outcomes.



Schipper (1989) describes earnings management as "a purposeful intervention in

the external financial reporting process, with the intention of obtaining some private

gain...a minor extension of this definition would encompass "real" earnings

management, accomplished by timing investment or financing decision to alter reported

earnings or some subset of it."

According to academic literature the definition of earning management:

Schipper (1989) in Dechow and Skinner (2000): "...purposeful
intervention in the external financial reporting process, with the intent of
obtaining some private gain (as opposed to, say, merely facilitating the
neutral operation oftheprocess) .... " .
Healy and Wahlen (1999): "Earnings management occurs when managers
usejudgment infinancial reporting andin structuring transactions to alter
financial reports to either mislead some stakeholders about the underlying
economic performance of the company or to influence contractual
outcomes thatdependon reported accounting numbers "

Turning to the professional literature, clear definitions of "earnings management"

are difficult to discern from pronouncements and/or and statements and speeches by

regulators, although an extreme form of earnings management, financial fraud, is well-

defined (again in terms of managerial intent) as:

...the deliberate misrepresentation of the financial condition of an
enterprise accomplished through the intentional misstatement or omission
of amounts or disclosures in the financial statements to deceive financial
statement users. (Certified Fraud Examiners, 1993) in Dechow and
Skinner (2000).

Leuz et al. (2003), define earnings management as the alteration of firms'

reported economic performance by insiders to either mislead some stakeholders or to

influence contractual outcomes. They argue that incentives to misrepresent firm

performance through earnings management arise, in part, from a conflict of interest

between firms' insiders and outsiders. Insiders, such as controlling owners or managers,



can use their control over the firm to benefit themselves at the expense of other

stakeholders. Managers and controlling owners have incentives to manage reported

earnings in order to mask true firm performance and to conceal their private control

benefits from outsiders. For example, insiders can use their financial reporting discretion

to overstate earnings and conceal unfavorable earnings realizations (i.e., losses) that

would prompt outsider interference. Insiders can also use their accounting discretion to

create reserves for future periods by understating earnings in years of good performance,

effectively making reported earnings less variable than the firm's true economic

performance. In essence, insiders mask their private control benefits and hence reduce the

likelihood of outside intervention by managing the level and variability of reported

earnings.

According to Roychowdhury (2004) there is substantial evidence that executives

engage in earnings management. One means of managing earnings is by manipulation of

accruals with no direct cash flow consequences, hereafter referred to as accrual

manipulation. Examples include under-provisioning for bad debt expenses and delaying

of asset write-offs. Managers also have incentives to manipulate real activities during the

year to meet certain earnings targets. Real activity manipulation affects cash flows and in

some cases, accruals as well. Managers engage in these activities either because they

perceive private benefits to meeting the reporting goals or because they are acting as

agents in value-transfers amongst stakeholders. An example of the latter would be

earnings management to avoid debt covenant violation or to avoid governmental

intervention.



2.3.2 Classification of Earnings Management

Earnings management can be classified into three categories:

1. Fraudulent accounting.

Fraudulent accounting involves accounting choices that violate GAAP.

2. Accruals management.

Accruals management involves within-GAAP choices that try to

"obscure" or "mask" true economic performance (Dechow and Skinner,

2000).

3. Real earnings management.

Real earnings management (RM) occurs when managers undertake actions

that deviate from the first best practice to increase reported earnings

2.3.3 Targets of Earnings Management

Magnan and Cormier (1997) in Gumanti (2000) stated that there are three targets

that are reachable by manager related to earnings management practice:

1. Political cost minimization

2. Manager wealth maximization

3. Minimization of financing costs.

2.3.4 Motivations of Earnings Management

Manager may engage in earnings management for variety reasons, for example as

stated by Scott (2000:352-364):

1. Bonus Purpose

Managers have inside information on the firm's net income before earnings

management. Since outside parties, including the Board itself, may be unable to learn



what this number is, Healy predicted that managers would opportunistically manage

net income so as to maximizetheir bonuses under their firm's compensation plans.

2. Other contractual motivations

There are other contractual motivations for earnings management. An important case

arises from long-term lending contrast, which typically contains covenants to protect

the lendersagainst actions by managers that are against the lenders' best interest, such

as excessive dividends, additional borrowing, or letting working capital or

shareholders' equity fall below specified levels, all of which dilute the security of

existing lenders.

3. Political motivations

Many firms are quite politically visible. Such firms may want to manage earnings to

reduce their visibility. This would entail, for example, accounting practices and

procedures to minimize reported net income, particularly during periods of high

prosperity. Otherwise, public pressure may arise for the government to step in with

increased regulationor other means to lowerprofitability.

4. Taxation motivations

Income taxation is perhaps the most obvious motivation for earnings management.

However, taxation authorities tend to impose their own accounting rulers for

calculation of taxable income, thereby reducing firms' room to maneuver.

Consequently, taxation should not play a major role in earnings management

decisions in general.

10



5. Changes of CEO

A variety of income management motivations exist around the time of a change of

CEO. For example, the bonus plan hypothesis predicts that CEOs approaching

retirement would be particularly likely to engage in a strategy of income

maximization, to increase their bonuses. Similarly, CEOs ofpoorly performing firms

may income-maximize to prevent, or postpone, being fired. This motivation also

applies to new CEOs, especially if large write-offs can be blamed on the previous

CEO.

6. Initial public offerings

Bydefinition, firms making initial public offerings (IPOs) do not have an established

market price. This raises the question of how to value the shares of such firms.

Presumably, financial accounting information included in the prospectus is a useful

information source.

7. To communicate information to investors

The use ofearnings management to communicate information to investors may seem

questionable in view ofefficient securities market theory. Investors will look through

firms' accounting policy choices when evaluating and comparing earnings

performance. Recall, however, that we define market efficiency relative to publicly

available information. If earnings management can reveal inside information, it can

actually improve the informative ness offinancial reporting.

Earnings management occurs when managers use their discretionary power in the

financial reporting process and in structuring transactions. By smoothing earnings over

time, managers convey private information to stakeholders about the underlying

11



economic performance of the company orattempt to influence contractual outcomes that

depend on the reported accounting numbers (Agarwal et al., 2003).

Petrovits (2004) reported evidence that manager manipulated earnings by strategically

timing paying to their corporate foundations. Prior earnings management studies predict

managers will, contingent on their position within bonus boundaries, increase earnings in

order to: (a) increase their compensation via formal and informal compensation plans, (b)

reduce the likelihood ofdebt covenant violation and (c) reduce the likelihood ofjob loss.

2.3.5 Patterns of Earnings Management

Scott (2000:365) tried to collect and briefly summarized some earnings

management patterns:

1. Taking a bath

This can take place during of organizational stress or reorganization, including the

hiring of new CEO. If a firm must report a loss, management may feel compelled to

report a large one; it has little to lose at this point. Consequently, it will write off

assets, provides for excepted future costs, and generally "clear the decks". This will

enhance the probability offuture reported profits. Healy (1985), also mentions that

managers whose net income is below the bogey of the bonus plan may also take a

bath, for a similar reason-it will enhance the probability of future bonuses. In effect,

the recording oflarge write offs puts future earnings "in the bank".

2. Income minimization

This is similar to taking a bath, but less extreme. Such a pattern may be chosen by

politically visible firm during periods of high profitability. Policies that suggest

income minimization include rapid write offs of capital assets and intangibles,

12



expensing ofadvertising and R&D expenditures, successful-efforts accounting for oil

and gas exploration costs, and so on. Income taxation, such as for LIFO inventory,

provides another set of motivations for this pattern, as does enhancement of

arguments for relief from foreign competition.

3. Income maximization

As seen in Healy's study, managers may engage in pattern of maximization of

reported net income for bonus purpose, providing this does not put them above the

cap. Firms that are close todebt covenant violations may also maximize income.

4. Income smoothing

This is perhaps the most interesting earnings management pattern. Healy suggest that

managers have an incentive to smooth income sufficiently that it remains between the

bogey and cap. Otherwise, earnings may be temporally or permanently lost for bonus

purpose. Furthermore, if managers are risk-averse, they will prefer a less variable

bonus stream, and hence may want to smoothnet income.

Arya et al. (1998) stated that two of the better known forms of earnings

management are "smoothing" and "big bath." For example, in estimating their bad debt

allowance, companies might be tempted to provide a generous allowance in good years

and skimp in lean years in order to smooth the stream ofreported earnings. In contrast,

the big bath hypothesis suggests that managers undertake income decreasing

discretionary accruals in lean years. Perhaps managers believe that one very poor

performance report is not as harmful as several mediocre performance reports. It has been

suggested that big baths often occur under the guise of restructuring charges and may

coincide with top management transition.
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2.4 Statement of Cash Flow

Cash flow statement is financial report which shows the effect from operating

activities, financing activities; investing activities of the firms towards cash flows within

certain period ofaccounting by reconcile beginning balance and ending balance ofcash.

Based on PSAK No.2 year 2002 statement of cash flows must reported cash flow

within certain period and classified based on the operating activities, investment

activities, and funding activities.

The main purpose of the statement of cash flows is to provide information about

cash receipts and cash payments from one entity in certain period ofaccounting. Besides

explaining information about operating activities, investing, and financing from one

entity in certain period of accounting, statement of cash flows can supply some

information that may possible for the customer to evaluate changes in firm's net assets,

financial structure and the ability to influence the amount and time ofcash flows to adapt

with the new ordifferent situation and business opportunity.

Statement of cash flows is useful for both internal party (management) and

external party (investor and creditor). Management use the statement of cash flows to

appraise liquidity, determine the dividend policy, and evaluate the impact of the decision

relate to the main policy in investing and financing activities. External parties use the

statement ofcash flows as the basic to evaluate the firm's ability in producing cash and

cash equivalent.

There are eight advantages of cash flows that are set out below:

1. Cash-flow accounting would rely on the price/discounted flow ration as more

reliable investment indicator than the present price/earning ratio, because of the
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arbitrary allocations which are used to compute the present accrual earnings per

share figure and the international differences in the computation of earning per

share.

2. In contrast to accrual-based earnings, cash-flow accounting retains money as the

unit ofmeasurement, which is familiar and not confusing to people.

3. Ifthe investor's interest is in the survival ofthe firm, together with their ability to

provide a stream of dividend, then cash-flow accounting will prove more useful

by providing accounting information about the current and anticipated cash

positions of the firm. Liquidity assessment is a critical aspect of performance

evaluation in the sense that cash flow and net profit are the end result of a firm's

activities.

4. Cash flow does not require price-level adjustments (which can distort reported

profit figures if inflation adjustments are not made), because cash transactions

reflect prices of the period in which they occur. It is however; appropriate to the

note that some general price level adjustment is needed for cash plans occurring

in different periods.

5. Cash flow information fits as an important variable in the decision models of

various users because of the concerns associated with the firm's ability to pay

dividends to investors, interest and capital to lenders and bankers, amount due to

suppliers, wages and other benefits to employees, rectification and maintenance

services for customers, andtaxation to thegovernments.

6. Cash flow information is argued to be more objective and relevant than the

accrual-based information.
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7. There is the suspicion that the popularity of the all-embracing measures of

performance such as accrual-based profit may well have caused firms to

underestimate the importance of performance measures such as market

domination, productivity, and quality of products and services.

8. Cash flow accounting is the ideal system to correct the gaps in practice between

the way in which an investment is made (generally based on cash flows) and the

ways the results are evaluated (generally based on earnings).

2.5 Cash Flows from Operations

The reported number of cash flows from operations is an indicator to determine

whether from their operating activities company can produce sufficient cash flows to

settle a debt, maintain the firm's ability in company operations, pay dividend and make a

new investment. The examples of cash flows from operations are:

1. Revenue from sales or services.

2. Revenue from royalty, fees, commissions and other revenue.

3. Cash Payment to the supplier.

4. Cash payment to the employee.

5. Revenue and payment by the insurance company in connecting with insurance

premium, claim, annuity and other benefit of insurances.

6. Cash disbursement or cash receipt (restitution) of income tax except if it can be

specifically identify as a part of financing activity and investing activity.

7. Cash receive and cash payment from contract which is held for business

transaction and trading.
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2.6. Agency Theory

Agency theory is a theory of the relationship between principals and an agent of

the principals. Managers are empowered by the owners of the firm, the shareholders, to

make decisions. However managers may have personal goals that compete with

shareholders wealth maximization and such potential conflicts of interest are addressed

by agency theory.

According to Brigham and Daves (2001) an agency relationship arises whenever

one or more individuals, called principals, (1) hires another individual or organization,

called an agent, to perform some service and (2) then delegates decision-making

authority to that agent. Within the financial management context, the primary agency

relationships are those (1) between stockholders and managers, (2) between managers

and debt holders, and (3) between managers, stockholders and debt holders in times of

financial distress.

The separation of ownership and management has clear advantages. It allows

share ownership to change without interfering with the operation of the business. It

allows the firm to hire professional managers. But it also brings problems if the

managers' and owners' objectives differ. Rather than attending to the wishes of

shareholders, managers may seek a more leisurely or luxurious working lifestyle. Such

conflicts create principal-agent problems. The shareholders are the principals, the

manager are their agents

According to Brealey and Myers (2002) agency costsare incurred when:

• Managers do not attempt to maximize firm value.
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• Shareholders incur costs to monitor the managers and influence their

actions.

2.7 Previous Study

Anumber ofstudies have discussed the possibility that managerial intervention in

the reporting process can occur not only via accounting estimates and methods, but also

operational decisions. Healy and Palepu (1990), Fudenberg and Tirole (1995) and

Dechow and Skinner (2000) point to acceleration of sales, alterations in shipment

schedules and delaying of R&D and maintenance expenditures as earnings management

methods available to managers.

According to Roychowdhury (2004), certain real activities management methods,

such as price discounts and reduction of discretionary expenses, are possibly optimal

actions given the economic circumstances of the firm. Roychowdhury (2004)

characterized real activities manipulation by two features: (a) departures from normal

operational practices - these departures are, by themselves, potentially detrimental to

firm value and (b) a desire to mislead at least some stakeholders into believing certain

financial reporting goals have been met in the normal course ofoperations.

In consistent with Graham, Harvey and Rajgopal's (2004) survey of401 financial

executives' finds (a) respondents attach a high importance to meeting earnings targets

such as zero and previous period's earnings and (b) they are willing to manipulate real

activities to meet these targets, even though the manipulation potentially reduces firm

value.

Anumber ofpapers have used the distribution of frequency of firm-years to argue

that firm executives manage earnings to avoid reporting losses. Specifically, on grouping

18



firm-years into earnings intervals, and plotting the frequency of firm years in each

earnings interval, they find that the distribution shifts sharply upwards immediately to the

right of zero. This is consistent with Roychowdhury (2004) firms managing earnings up

to exceed the zero thresholds. Similar evidence exists with other earnings thresholds, for

example, previous year's earnings and analyst forecasts.

The zero earnings threshold is particularly interesting because there is initial

evidence that executives manage the cash flow component of earnings to meet the

th th th

threshold. Burgstahler and Dichev (1997) plot the 25 , 50 and 75 percentiles of

unsealed CFO for each earnings interval and find that the distribution of CFO shifts

upwards in the first interval to the right of zero. However, this preliminary evidence does

not conclusively indicate real activities manipulation. Burgstahler and Dichev (1997) do

not analyze the underlying activities behind the patterns in CFO and accruals, nor test

whether the shifts are statistically significant. There no controls for the level of

operations, or for firm performance.

2.7.1 Management of Earnings through the Real Activities Manipulation

Most of the evidence on real activities management centers on the opportunistic

reduction of R&D expenses. Bens, Nagar and Wong (2002) and Bens, Nagar, Skinner

and Wong (2002) report that managers repurchase stock to avoid EPS dilution from

employee stock option exercises or grants. Managers partially finance these repurchases

by reducing R&D. Dechow and Sloan (1991) find CEOs in their final years reduce

spending on R&D to increase short-term earnings.

Baber,Fairfield&Hagard(1991)&Bushee(1998)also find evidence consistent with

reduction of R&D expenses to meet earnings benchmarks. Anecdotal evidence exists on

19



firms engaging in a whole range of activities in addition to just R&D expense reduction -

for example, providing limited time discounts to increase sales towards the end of the

year and building up excess inventory to lower reported cost of goods sold

(overproduction). Revsine, Collins and Johnson (1998) report that, in 1992-93, Bausch

and Lomb shipped finished products out to their dealers and booked sales. The dealers

were left with large unsold inventories due to declining demand. In 1995, Duracraft

suffered a stock price drop on reporting better-than-expected first quarter earnings,

because financial analysts suspected managers of overproducing (Marcial 1995).

Systematic evidence on management of real activities other than R&D reduction

is limited. In Graham, Harvey and Rajgopal's (2004) survey, a larger number of

respondents admit to reducing discretionary expenses and/or capital investments than

other manipulation methods to meet earnings targets. Barton (2001) and Pincus and

Rajagopal (2002) provide evidence that managers smoothing earnings invest in

derivatives to smooth the underlying cash flows, instead of relying solely on accrual

manipulation. Bartov (1993) shows that firms with negative earnings changes report

higher profits from asset sales. Thomas and Zhang (2002) report evidence consistent with

overproduction, but are unable to rule out adverse economic conditions as alternative

explanations for their results.

2.8 Hypotheses Formulation

2.8.1 Main Hypotheses

In this study, the writer develops stronger tests of real activities manipulation and

applies them to firm-years reporting small annual earnings and small annual earnings

changes called the "suspect firm-years".
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To detect real activities manipulation, the writer focuses on the following three

manipulation methods and their effects on abnormal CFO:

1. Sales manipulation, which is, accelerating the timing of sales and/or generating

additional unsustainable sales through increased price discounts or more lenient

credit terms.

2. Decreasing discretionary expenses

3. Reporting lowercost of goods soldby increasing production

2.8.1.1 Sales Manipulation

Sales manipulation define as managers' attempt to temporarily increase sales

during the year by offering price discounts or more lenient credit terms. Managers

probably undertake such actions even in the normal course of business. Whether such

activities are more extensive than normal among firms trying to meet earnings targets is

an empirical question.

One way managers can generate additional sales or accelerate sales from the next

fiscal year into the current year is by offering 'limited-time' price discounts. The

increased sales volumes generated are likely to disappear when the firm re-establishes the

old prices. The cash inflow per sale net of discounts from these additional sales is now

lower, though earnings in the current period increase as the sales are booked, assuming

positive margins.

A firm may also offer more lenient terms of credit. For example, retailers and

automobile manufacturers often offer lower interest rates (zero-percent financing)

towards the end of their fiscal years. These are all essentially price discounts and lead to

lower cash inflow over the life ofthe sales, as long as the suppliers do not offer matching
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discounts. In general, the writer expects sales management activities to lead to lower

current-period CFO than what is normal given the sales level. If the firm generates

additional credit sales with its modified terms and a higher amount than normal of these

credit sales is outstanding at the end of the year, then the firm should also exhibit an

abnormal growth in receivables fora given growth in sales.

2.8.1.2 Reduction of Discretionary Expenses

Firms can also increase earnings by reducing discretionary expenses. This

research focus on advertising expenses, research and development expenses (R&D) and

selling, general and administrative expenses (SG&A). The first two are largely

discretionary items and managers can temporarily increase earnings by reducing outlays

on advertising and R&D below what is normal given their sales levels. Some items

usually classified as SG&A, for example, employee training expenses, maintenance and

travel, are also likely to be discretionary. If these outlays are generally in the form of

cash, the effect on abnormal operational cash flows in the current period is positive,

possibly at the risk of lower cash flows in the future as long-term competitiveness and

profitability are adversely affected. If some of these expenses are also incurred on

account and are usually outstanding at the end of the year, then a decrease in these

expenses towards the year-end should lower accounts payable below what is normal and

lead to positive abnormal accruals.

2.8.1.3 Overproduction

Managers ofmanufacturing firms can also overproduce (produce more goods than

necessary to meet expected demand) to manage earnings upwards. With higher

production levels, fixed overhead costs are spread over a larger number ofunits. As long
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as the reduction in fixed costs per unit is not offset by any increase in marginal cost per

unit, average unit cost declines. This impliesthat cost of goods sold (COGS) is lower and

the firm reports better operating margins. Nevertheless, the firm incurs costs on the over

produced items that are not recovered in the same period through sales. As a result, cash

flows from operations are lower than normal given sales levels.

Overproduction causes higher inventories than normal at the year-end.

Presumably, managers indulge in overproduction onlyif the reduction in reported product

costs offsets the inventory holding costs that the firm has to recognize in the current

period. The higher inventories at year-end imply that the partial effect of overproduction

on accruals is positive.

The partial effect on accruals of each real activities manipulation method is

positive. However, positive abnormal accruals are not sufficient evidence of real

activities manipulation, because they are also caused by accrual manipulation. Hence, to

concentrate on the effects of real activities, this research focuses on abnormal CFO;

instead of accruals. A problem with examining abnormal CFO is that managers probably

undertake more thanone kind of manipulation at the same time. Recall thatoffering price

discounts and overproduction have a negative effect on abnormal CFO, while reduction

of discretionary expenses has a positive effect. Consequently, if suspect firm-years

engage in the above three kinds of real activities manipulation, they should exhibit at

least one of the following: unusually low CFO or unusually low discretionary expenses.

The first hypothesis is formally presented below(in alternate form):

HI: After controlling for sales levels, suspect firm-years exhibit either unusually low

cashflow from operations (CFO) or unusually lowdiscretionary expenses or both.
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Another way to detect price discounts oroverproduction is to examine production

costs relative to sales. Production costs are defined as the sum of COGS and change in

inventory during the period. Overproduction leads to unusually high production costs for

a given level of sales. If the firm gives discounts to increase sales, this also implies

unusually high production costs relative to sales, as long as the firm is unable to procure

corresponding discounts from its suppliers.

Therefore, the second hypothesis is:

H2: Suspect firm-years exhibit unusually high production costs, controlling for the level
of sales.

Analyzing production costs relative to sales, instead of COGS, has an additional

benefit. Any accrual manipulation to lower reported COGS, for instance, by postponing

write-offs of obsolete inventory, should not affect production costs, because change in

inventories is correspondingly higher.

2.8.2 Hypotheses on cross-sectional variation

This section develops hypotheses on cross-sectional variation in abnormal CFO,

abnormal production costs, abnormal COGS and abnormal discretionary expenses among

suspect firm-years. For the sources ofcross-sectional variation, the writer focus on (a)

flexibility to engage in accrual manipulation, (b) industry membership and (c) incentives

to meet zero earnings, including the presence of debt and short-term creditors.

2.8.2.1 Accrual manipulation flexibility

Flexibility in accounting allows it to keep pace with busins innovation.
Abuses such as earning management occur when people exploit this
pliancy. Trickery is employed to obscure actualfinancial violatility. This in
turn, masks the true consequences ofmanagement's decisions. (Chairman
Levitt, 1998) in Dechow and Skinner (2000).
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How managers decide between alternate methods of managing earnings has been

an important issue in earnings management. Real activities manipulation is costly. Cash

flows in future periods are possibly affected negatively by the actions taken this period to

increase earnings. For example, price discounts offered in any period to temporarily

increase earnings can lead customers to expect such discounts in future periods as well.

Another problem is uncertainty regarding the extent of manipulation required, as all real

activities have to be undertaken prior to year-end, before managers observe the shortfall

between pre-managed earnings and the earnings target.

Relying on accrual manipulation alone, on the other hand, entails the risk that the

realized shortfall at year-end exceeds the amount by which earnings can be managed

upwards. If that happens, reported income falls below zero, as real activities cannot be

manipulated at year-end. Also, accrual manipulation is more likely to draw auditor or

regulator scrutiny than real decisions. These problems with accrual manipulation are

more severe when the flexibility to manage accruals (henceforth, accounting flexibility)

is lower, either because of the inherent asset-liability structure of the firm or because of

accrual management in prior years [see Barton and Simko (2002), Choy (2003)].

Interestingly, respondents to Graham, Harvey and Rajgopal's (2004) survey of financial

executives indicate a higher willingness to manipulate earnings through real activities

than accruals.

Accrual manipulation and real activities manipulation can be used as substitutes,

to accomplish a given level of earnings management. It is also possible that they are used

as complements. For example, managers offer price discounts during the year to increase

earnings and also manage reported earnings more precisely through accruals at the year-
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end. It is expected that managers use accrual and real manipulation methods as

complements when the firm's stock of current assets is high. Burgstahler and Dichev

(1997) argue that firms with a high stock of current assets are expected to have high

capacity to overstate working capital accruals and hence possess higher accounting

flexibility. At the same time, these firms also have higher flexibility to manage earnings

through real activities that affectworking capital, for example, through overproduction.

Firms with a traditionally low stock of current assets are likely to manipulate

specific real activities more aggressively to compensate for their inability to manage

working capital accruals. For example, firms that have no credit sales (and hence, no

accounts receivable outstanding at the year-end) cannot increase earnings by reducing

provisions for bad debts. Similarly, firms that maintain low inventories have less

discretidn to manipulate inventory upwards, either through inventory-obsolescence write

offs or through overproduction, withoutattracting the attention of auditors or investors. If

managers in low-current-asset firms manage earnings upwards, they can do so only by

offering price discounts to increase sales or reducing discretionary expenses. Thus, it is

expected that suspect firm-years with low current assets to be more aggressive at offering

price discounts and reducing discretionary expenses.

The ability of low-current-asset firins to lower reported cost of goods sold via

overproduction is limited. Thus, while abnormal production costs are not necessarily high

for suspect firm-years with low current assets, their COGS relative to sales should be

abnormally high.

H3: Suspect firm-years with a low level of current assets as a percentage of total assets,

that is low accounting flexibility, have abnormally high cost of goods sold (COGS)
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and abnormally low discretionary expenses, when compared to other suspect firm-

years.

2.8.2.2 Presence of debt

In a preliminary investigation of why zero earnings are an important threshold,

Roychowdury (2004) considered the possibility that debt contracts include covenants that

become tighter when firms incur losses. There is no systematic evidence on the

prevalence of debt covenants that explicitly mention zero earnings. But debt contracts

routinely have minimum tangible net worth requirements that are ratcheted upwards

every year when the firm makes profits, but not when it reports losses [see Dichev and

Skinner (2002)]. At the very least, losses would make these covenants more binding.

The tests whether suspect firm-years that have debt outstanding engage in real

activities management to a greater degree than suspect firm-years who do not. The

existence of debt is a proxy for the presence of debt covenants that make zero earnings an

important threshold.

H4: Suspect firm-years with debt outstanding have abnormally low CFO, abnormally

high production costs and abnormally lowdiscretionary expenses compared to other

suspect firm-years.

2.8.2.3 Short-term suppliers

Discussed by Graham, Harvey and Rajgopal (2004) and Burgstahler and Dichev

(1997), a second possible reason for zero earnings being an important threshold is that

there are stakeholders of the firm who use heuristic cut-offs at zero to evaluate the

performance of a firm. Among the stakeholders that these studies identify are suppliers,

27



lenders, employees and customers worried about future services. If the firm's earnings

performance falls below acertain threshold like zero, the firm's ability to pay suppliers in

time and its potential as a future buyer are in doubt. This leads suppliers to tighten terms

of credit and other terms. Managers are more likely to worry about the negative reaction

of suppliers if they have more trade credit and other short-term liabilities outstanding.

Therefore, the extent ofreal activities manipulation should vary positively with current

liabilities at the beginning of the year.

H5: Suspect firm-years with high current liabilities as a percentage oftotal assets have

abnormally low CFO, abnormally high production costs and abnormally low

discretionary expenses compared to other suspect firm-years.
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CHAPTER III

RESEARCH METHOD

3.1. Population and Sample

Population is a group of comprehensive elements that usually in the form of

people, object, transaction or event where we are interest to learn or to become the

research object (Kuncoro, 2001). The population used in this research is financial reports

of the manufacture company that already go public within period from 2001 until 2004.

Sample is a part collection from unit population. The companies that are chosen

as the sample of this research are Manufacture Company that listed at the Jakarta Stock

Exchange in the period of 2001-2004. The method used in this research is purposive

sampling. Purposive sampling method is a technique to collect the sample based on

certain criteria that is in accordance with the purpose of research (Kuncoro; 2003). In this

method, the samples are found based on the variables exist in this research.

This chapter will explain about the outlines procedures that are used to gather and

analyze the data. The explanation will include the hypothesis formulation. The reason

behind is that even though the hypotheses or research problems have been formulated in

the form of question, they need to rewritten into statistical hypotheses. This chapter also

determines the null and alternative hypotheses that are developed from the theoretical

basis.

Companies, in which the financial report is chosen as sample, are companies that

can fulfill the following criteria:

1. Manufacturing firms which are listed inJakarta Stock Exchange (JSX) from 2001

until 2004.

29



2. The writer concentrates on firm called "suspect firm-years". Suspect firm-years

are that firm-years reporting small annual earnings and small annual earnings

changes. Suspect firm-years have net income scaled by market value that is

greater than or equal to zero but less than 0.005.

3.2. Research Variables

The variables used in this research are as follows:

a. Dependent variables:

• Abnormal CFO

Abnormal CFO measured as deviations from the predicted values from the

regression:

CFO/ Mv t-1 =o*(l/Mv t-1) + B,*(S/ Mv t-1) + p2*(AS/ Mv t-1) +et, (3.1)

Where:

CFO = Cash flow from operations

Mv t-1 = Market value of Equity year t-1

= stock price x number ofoutstanding share at balance sheet date

St = sales during year t,

ASt = change in sales during year t.

• Abnormal discretionary expenses

Abnormal discretionary expenses measured as deviations from the predicted

values from the regression:

Disexp/Mv t-1 =a *(1/Mv t-1) + p *(S/ Mv t-1) + et, (3.2)

Where:

Disexp = Discretionary expenses

= R&D + Advertising + Selling, General andAdministrative expenses
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Mv t-1 - stock price xnumber ofoutstanding share at balance sheet date year t-1
St = sales during year t,

• Abnormal Production Cost

Abnormal Production Cost measured as deviations from the predicted values from

the regression:

PRODt / Mv t-1 =a*(l / Mv t-1) +pl*(St / Mv t-1) +p2*(ASt / Mv t-1) +
p3*(ASt-l/Mvt-l) +et (3.3)

Where:

PROD = Production costs

= Cost of goods sold + Change in inventory

Mv t-1 =stock price xnumber ofoutstanding share at balance sheet date year t-1
St = sales during year t.

ASt = change in sales during yeart.

• Abnormal COGS

Abnormal COGS measured as deviations from the predicted values from the

regression:

COGSt/ Mv t-1 =a *(1/ Mv t-1 1) +p*(St/ Mv t-1) +et (3.4)

Where:

COGS( = cost of goods sold inperiod t

Mv t-1 =stock price xnumber ofoutstanding share at balance sheet date year t-1
St = sales during year t.

b. Independent variable

• SIZE: measured as logarithm of the market value of equity, expressed as

deviation from the corresponding industry-year mean.
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• Market- to- book - ratio (MTB): The ratio of market value of equity to the book

value of equity.

• Net income: income before extraordinary items scaledby laggedmarket value.

• SUSPECTNI: An indicator variable that is set equal to one if change in income

before extraordinary items, scaled by lagged market value is between 0 and 0.005,

and is set equal to zero otherwise.

• LoCA: is an indicator variable that is set equal to one if the firm belongs to the

lowest quartile of CA/A and is set equal to zero otherwise. LoCA: Firms are

divided every year into quartiles based on the level of lagged current assets (CA)

as a percentage of market value.

• DEBT: An indicator variable set equal to one if there is long-term or short-term

debtoutstanding at the beginning of the yearor at the end of the year.

• CL, Current liabilities excluding short-term debt, scaledby marketvalue.

• LoCA*SUSPECT_NI

• DEBT*SUSPECT_NI

• CL*SUSPECT_NI

3.3. Formulated Hypothesis

In this study, the writerdevelops stronger tests of real activities manipulation and

applies them to firm-years reporting small annual earnings and small annual earnings

changes called the "suspect firm-years".

Certain real activitiesmanagement methods, such as price discounts and reduction

of discretionary expenses, are possibly optimal actions given the economic circumstances

of the firm. In this study, the writer interested in whether managers engage in these
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activities more extensively in the presence ofan earnings target, even when compared to

firms in similar economic circumstances. It is this behaviour that the writer refers to as

real activities manipulation. Thus, real activities manipulation is characterized by two

features: (a) departures from normal operational practices - these departures are, by

themselves, potentially detrimental to firm value and (b) a desire to mislead at least some

stakeholders into believing certain financial reporting goals have been met in the normal

course of operations.

To detect real activities manipulation, the writer focuses on the following three

manipulation methods and their effects on abnormal CFO:

1. Sales manipulation that is, accelerating the timing of sales and/or generating

additional unsustainable sales through increased price discounts or more lenient

credit terms.

2. Decreasing discretionary expenses

3.Reporting lower cost ofgoods sold by increasing production

3.4. Statistical Tool

Based on the problem statements and the review of the related literature, so that the

alternative hypotheses that areproposed in this research are:

Ho, : After controlling for sales levels, suspect firm-years do not exhibit either unusually

low cash flow from operations (CFO) or unusually low discretionary expenses or both

Ha, : After controlling for sales levels, suspect firm-years exhibit either unusually low

cash flow from operations (CFO) or unusually low discretionary expenses or both

Ho2 : Suspect firm-years do not exhibit unusually high production costs, controlling for

the level of sales
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Ha2 : Suspect firm-years exhibit unusually high production costs, controlling for the

level of sales

Ho3 : Suspectfirm-years witha low level of current assets as a percentage of total assets

that is low accounting flexibility, do not haveabnormally high cost of goods sold

(COGS) and abnormally low discretionary expenses, when compared to othersuspect

firm-years.

Ha3 : Suspectfirm-years with a low levelof current assetsas a percentage of total assets,

that is lowaccounting flexibility, have abnormally highcostof goods sold (COGS) and

abnormally low discretionary expenses, when compared to othersuspect firm-years.

//o4 : Suspect firm-years with debt outstanding do not have abnormally low CFO,

abnormally highproduction costs and abnormally lowdiscretionary expenses compared

to other suspect firm-years

Ha4: Suspect firm-years with debt outstanding haveabnormally low CFO,abnormally

highproduction costs andabnormally lowdiscretionary expenses compared to other

suspect firm-years.

Ho5: Suspect firm-years with highcurrent liabilities as a percentage oftotal assetsdo not

have abnormally lowCFO, abnormally high production costs andabnormally low

discretionary expensescompared to other suspect firm-years

Ha5: Suspectfirm-years with highcurrent liabilities as a percentage oftotal assets have

abnormally lowCFO, abnormally high production costs andabnormally low

discretionary expenses compared to othersuspect firm-years.
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3.5. Hypothesis Testing

The first hypothesis (HI) is use to detect whether after controlling for sales levels,

suspect firm-years exhibit either unusually low cash flow from operations (CFO) or

unusually lowdiscretionary expenses or both.

Ho, :After controlling for sales levels, suspect firm-years do not exhibit either unusually

low cash flow from operations (CFO) or unusually low discretionary expenses or both

Ha, : After controlling for sales levels, suspect firm-years exhibit either unusually low

cash flow from operations (CFO) or unusually low discretionary expenses or both

To test the first hypothesis (HI) the writer uses multiple regression approach by
the following equation:

Yt =a+pi *(SIZE)t-l +P2*(Market-to-book-ratio)t-l +p3*(Net income)+ p4*
(SUSPECT_NI) t+et (3 5)

Dependent variable (Yt) at the first hypothesis (HI) is abnormal CFO and

abnormal discretionary expense, while the independent variable is SIZE, Market-to-

book- ratio, Net income and SUSPECTNI.

From the equation above, the writer estimate significant at the 5% level. And then

determine the criterion of rejected Ho based on the level of significant and regression
coefficient.

Ho is rejected when:

- Regression coefficient SUSPECT_NI (p4) is significantly negative, when the

dependent variable isabnormal CFO, or
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• Regression coefficient SUSPECT_NI (p4) is significantly negative, when the

dependent variable is abnormal discretionary expense, or

• Regression coefficient SUSPECT_NI (P4) is significantly negative when the

dependent variables are abnormal CFO and abnormal discretionary expense.

The second hypothesis (H2) is use to detect whether suspect firm-years exhibit

unusually high production costs after controlling for the level of sales

Ho2 : Suspect firm-years do not exhibit unusually high production costs, controlling for

the level of sales

Ha2 : Suspect firm-years exhibit unusually high production costs, controlling for the

level of sales

To test the second hypothesis (H2) the researcher uses multiple regression

approach by the following equation:

Yt = a + pi*(SIZE)t-l + P2*(Market-to-book-ratio)t-l + P3*(Net income) +
P4*(SUSPECT_NI) t+et (3\6)

Dependent variable (Yt) on second hypothesis (H2) is abnormal production cost,

on the other hand, the independent variable is SIZE, Market-to- book- ratio, Net income

and SUSPECTNI.

From the equation above, the writer estimate significant at the 5 %level. And

then determine the criterion ofrejected Ho based on the level ofsignificant and

regression coefficient. Ho is rejected ifregression coefficient SUSPECTNI (P4) is

significantly positive.

The third hypothesis (H3) is use to detect whether suspect firm-years with a low

level ofcurrent assets as apercentage of total assets that is low accounting flexibility,
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have abnormally high cost ofgoods sold (COGS) and abnormally low discretionary

expenses, when compared to other suspect firm-years.

//o3 :Suspect firm-years with alow level ofcurrent assets as apercentage of total assets

that is low accounting flexibility, do not have abnormally high cost of goods sold

(COGS) and abnormally low discretionary expenses, when compared to other suspect

firm-years.

//a3 :Suspect firm-years with alow level ofcurrent assets as apercentage of total assets,

that is low accounting flexibility, have abnormally high cost ofgoods sold (COGS) and

abnormally low discretionary expenses, when compared to other suspect firm-years.

To test the third hypothesis (H3) the writer uses multiple regression approach by

the following equation:

Yt = a + pi*(SIZE)t-l + P2*(Market-to-book-ratio)t-l + p3*(Net income) +
P4*(SUSPECT_NI) t + p5*(LoCA)t + P6*(DEBT) + B7*(CL) +
P8(LoCA*SUSPECT_NI) + p9(DEBT*SUSPECT NI) +
piO(CL*SUSPECT_NI)t+e " (3 7)

Dependent variable on the third hypothesis (H3) is abnormal COGS and

abnormal discretionary expense, on the other hand, independent variables are Size,

Market-to-book-ratio, Net income, SUSPECTNI, LoCA, DEBT, CL,

LoCA*SUSPECT_NI, DEBT*SUSPECT_NI, CL*SUSPECT_NI.

From the equation above, the writer estimate significant at the 5%level. And

then determine the criterion of rejected Ho based on the level of significant and

regression coefficient. Ho is rejected ifregression coefficient LoCA*SUSPECT_NI (p8)

is significantly positive when the dependent variable is abnormal COGS and significantly

negative ifthe dependent variable is abnormal discretionary expense.
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The fourth hypothesis (H4) is use to detect whether suspect firm-years with debt

outstanding have abnormally low CFO, abnormally high production costs and abnormally

low discretionary expenses compared to other suspect firm-years.

Ho4 :Suspect firm-years with debt outstanding do not have abnormally low CFO,

abnormally high production costs and abnormally low discretionary expenses compared

to other suspect firm-years.

Ha4: Suspect firm-years with debt outstanding have abnormally low CFO, abnormally

high production costs and abnormally low discretionary expenses compared to other

suspect firm-years

To test the fourth hypothesis (H4) the researcher uses multiple regression

approach by the following equation:

Yt = a+ pi*(SIZE)t-l+ P2*(Market-to-book-ratio)t-l+ p3*(Net incomeH
P4*(SUSPECT_NI) t + p5*(LoCA)t+ P6*(DEBT)+ p7*(CL +
P8(LoCA*SUSPECT_NI)+ P9(DEBT*SUSPECT NI +
plO(CL*SUSPECT_NI)t+e ~(3 g}

Dependent variable on fourth hypothesis (H4) is abnormal CFO, abnormal

production cost and abnormal discretionary, on the other hand, independent variable is

Size, Market-to-book-ratio, Net income, SUSPECTNI, LoCA, DEBT, CL,

LoCA*SUSPECT_NI, DEBT*SUSPECT_NI, CL*SUSPECT_NI

From the equation above, the writer estimate significant at the 5 % level. And

then determine the criterion of rejected Ho based on the level of significant and

regression coefficient. Ho is rejected if regression coefficient DEBT*SUSPECT NI (p9)

is significantly negative when the dependent variable is abnormal CFO and significantly
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positive if the dependent variable is abnormal production cost and significantly negative

if the dependent variable is abnormal discretionary expense.

The fifth hypothesis (H5) is use to detect whether suspect firm-years with high

current liabilities as apercentage of total assets have abnormally low CFO, abnormally

high production costs and abnormally low discretionary expenses compared to other

suspect firm-years.

Ho5: Suspect firm-years with high current liabilities as apercentage of total assets do not

have abnormally low CFO, abnormally high production costs and abnormally low

discretionary expenses compared to other suspect firm-years

Ha5: Suspect firm-years with high current liabilities as apercentage of total assets have

abnormally low CFO, abnormally high production costs and abnormally low

discretionary expenses compared to other suspect firm-years.

To test the fifth hypothesis (H5) the writer uses multiple regression approach by
the following equation:

Yt = a+ pi*(SIZE)t-l+ P2*(Market-to-book-ratio)t-l+ p3*(Net income)+
P4*(SUSPECT_NI) t + p5*(LoCA)t+ P6*(DEBT)+ p7*(CL +
P8(LoCA*SUSPECT_NI)+ P9(DEBT*SUSPECT NI +
piO(CL*SUSPECT_NI)t+e ~ }

(3.9)

The dependent variable on fifth hypothesis (H5) is abnormal CFO, abnormal

production cost and abnormal discretionary, on the other hand independent variable is

Size, Market-to-book-ratio, Net income, SUSPECTNI, LoCADEBT, CL,

LoCA*SUSPECT_NI, DEBT*SUSPECT_NI, CL*SUSPECT_NI.

From the equation above, the writer estimate significant at the 5 %level. And

then determine the criterion of rejected Ho based on the level of significant and
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regression coefficient. Ho is rejected if regression coefficient CL*SUSPECT_NI ( BIO) is

significantly negative when the dependent variable is abnormal CFO and significantly

positive if the dependent variable is abnormal production cost and significantly negative

if the dependent variable is abnormal discretionary expense.
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CHAPTER IV

REASEARCH FINDINGS, DISCUSSION, AND IMPLICATIONS

4.1 Research Description

The sample selection in this research is based on company consistency in

publishing the annual financial statement and data completion by manufacturing

companies listed on Jakarta Stock Exchange during 2001-2004. The data used are

secondary data taken from the Jakarta Stock Exchange (JSX) corner in the Economic

Faculty ofIslamic University ofIndonesia, libraries and internet.

Samples are collected from secondary data and further analysis by using multiple

regressions which was developed by Sugata Roychowdhury (2004). As explained before,

this research involved four dependent variables and ten independent variables. The

dependent variables are abnormal CFO, abnormal production costs, abnormal COGS and

abnormal discretionary expenses. While the independent variables are SIZE, Market- to-

book - ratio (MTB), Net income, SUSPECT_NI, LoCA, DEBT, CL, CL*SUSPECT_NI,

DEBT*SUSPECT_NI,LoCA*SUSPECT_NI.

Based on the criteria explained in the previous chapter, the observation and the

selection to the manufacture companies listed on Jakarta Stock Exchange during 2001-

2004 are 319 samples, including suspect firm years, namely firm-years reporting small

annual earnings and small annual earnings changes. Suspect firm-years have net income

scaled by market value that is greater than or equal to zero but less than 0.005. The

amounts ofsuspect firm years are 15 companies.
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The hypothesis testing is done by statistical testing method, for the measurement

ofvariable. Microsoft Excel is used and the data are processed by using SPSS 13.0 for

the statistical calculation.

4.2 Descriptive Statistics

The objective ofthe descriptive statistics is to observe the sample characteristics

used in this research. In detail, the characteristics ofsample are shown in table 4.1. From

the table we find the amount of sample, minimum and maximum value, mean and the

standard deviation of each variable that are used.

As we can see from table 4.1, the amount of sample, which is used in this

research, is 319.

Table 4.1

Descriptive Statistics for Independent Variables and Dependent Variables

Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
Abcfo 319 -1.39399 .03016 .0000003 .07834183
Abdisexp 319 -.02651 .00846 .0000001 .00206400
Abprod 319 -.02139 .02362 -.0000003 .00282395
Abcogs 319 -.01002 .04004 .0000000 .00320230
size 319 7.37034 11.71875 8.7182568 .67311895
mtb 319 .00094 193.30558 2.8226499 11.60521227
ni 319 -.77238 .72990 .0556797 .12752350
cl 319 .00000 .05806 .0027156 .00690843
locasus 319 .00000 1.00000 .0282132 .16584149
debtsus 319 .00000 1.00000 .0282132 .16584149
clsus 319 .00000 .04067 .0002364 .00248612
Valid N (listwise) 319 I

Table 4.1 reports descriptive statistics for the independent variables. N=319, this

number represents the amount of valid data to be process is 319 samples.
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o The minimum value ofAbnormal CFO is -1.39399, while the maximum is

0.03016. The mean level or the average of Abnormal CFO is 0.0000003.

The standard deviation of Abnormal CFO is 0.07834183. The standard

deviation is used to estimate the dispersion of sample's average.

o The minimum value of abnormal discretionary expense is -0.02651, while

the maximum is 0.00846. Themean level or the average is 0.0000001. The

standard deviation is 0.00206400. The standard deviation is used to

estimate the dispersionof sample's average.

o The minimum value of abnormal production costs is -0.02139, while the

maximum is 0.02362. The mean level or the average is -0.0000003. The

standard deviation is 0.00282395. The standard deviation is used to

estimate the dispersion of sample's average.

o The minimum value of Abnormal COGS is -0.01002, while the maximum

is 0.04004. The mean level or the average is 0.0000000. The standard

deviation is used to estimate the dispersion of sample's average. The

standard deviation is 0.00320230.

o The minimum value of SIZE is 7.37034, while the maximum is 11.71875.

The mean level or the average is 8.7182568. The standard deviation is

0.67311895. The standard deviation is used to estimate the dispersion of

sample's average.

o The minimum value of Market- to- book - ratio (mtb) is 0.00094, while

the maximum is 193.30558. The mean level or the average is 2.8226499.
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The standard deviation is 11.60521227. The standard deviation is used to

estimatethe dispersion of sample's average,

o The minimum value of net income (ni) is -0.77238, while the maximum is

-0.72990. The mean level or the average is 0.0556797. The standard

deviation is 0.12752350. The standard deviation is used to estimate the

dispersion of sample's average.

o The minimum value of current liability (cl) is -0.00000, while the

maximum is 0.05806. The mean level or the average is 0.0027156. The

standard deviation is 0.00690843. The standard deviation is used to

estimate the dispersion of sample's average.

o The minimum value of LoCA*SUSPECT NI (locasus) is -0.00000, while

the maximum is 1.00000. The mean level or the average is0.0282132. The

standard deviation is 0.16584149. The standard deviation is used to

estimate the dispersion of sample's average.

o The minimum value of DEBT*SUSPECT_NI (debtsus) is -0.00000, while

the maximum is 1.00000. The mean level orthe average is 0.0282132. The

standard deviation is 0.16584149. The standard deviation is used to

estimate the dispersion of sample's average.

o The minimum value of CL*SUSPECT_NI (clsus) is -0.00000, while the

maximum is 0.04067. The mean level or the average is 0.0002364. The

standard deviation is 0.00248612. The standard deviation is used to

estimate the dispersion of sample's average.
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4.3 Hypothesis Testing

4.3.1 Suspect firm-years exhibit either unusually low cash flow from operations

(CFO) or unusually low discretionary expenses or both.

The first hypothesis is uses multiple regressions as in equation 3.5. In this case a

is the constant, meanwhile p is coefficient regression. Dependent variables (Yt) in the

first hypothesis (HI) are abnormal CFO (table 4.2 and table 4.3) and abnormal

discretionary expense (table 4.4 and table 4.5), meanwhile the independent variables are

SIZE, Market-to-book-ratio, Net income, SUSPECTNI and the rest, et is error. From

data analyses by using spss 13.0 by multiple regressions, the findings are:

Table 4.2 result ofmultiple regression test equation 3.5
Coefficients?

Unstandardized Standardized —' 1

Model

Coefficients Coefficients

t Sig.

Collinearity Statistic
B Std. Error Beta Tolerance VIF1 (Constant) -,076 ,058 -1,314 ,190

size ,009 ,007 ,073 1,283 ,200 ,974 1,027
mtb 3.79E-005 ,000 ,006 ,100 ,921 ,996 1,004
ni ,022 ,035 ,036 ,626 ,532 ,968 1,033
sus ,005 ,021 ,014 ,251 ,802 ,987 1,013

a- Dependent Varia ble: abcfo

Table 4.3 result ofmultiple regression test equation 3.5

Model Summary15

Model

1 ,087a
R Square

,008

Adjusted
R Square

-,005

a- Predictors: (Constant), sus, mtb, size, ni

D- Dependent Variable: abcfo

Based on the table 4.2, with abnormal CFO as the dependent variable:

• Regression coefficient SIZE is 0.009, with standard error 0.007 and sig 0.200.

Std. Error of

the Estimate

,07853686

Durbin-

Watson

2,007
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Regression coefficient Market-to-book-ratio is 3.79E-0.005, with standard error

0.000 and sig 0.921.

Regression coefficient Net income is 0.022 with standard error 0.035 and sig

0.532.

Regression coefficient SUSPECTNI is 0.005, with standard error 0.021 and sig

0.802.

Table 4.4 result of the multiple regression test equation 3.5

Coefficients

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearitv Statistics

B Std. Error Beta Tolerance VIF
1 (Constant) ,001 ,002 ,546 ,585

size ,000 ,000 -,034 -.588 ,557 ,974 1,027

mtb -8.7E-007 ,000 -.005 -,087 ,931 ,996 1,004
ni ,001 ,001 ,064 1,122 ,263 ,968 1,033

sus ,000 ,001 ,024 ,429 ,668 ,987 1,013

a- Dependent Variable: abdiexp

Table 4.5 result of the multiple regression test equation 3.5

Model Summaryb

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson
1 ,070a ,005 -,008 ,00207203 1,967

a- Predictors: (Constant), sus, mtb, size, ni

b- Dependent Variable: abdiexp

Based on the table 4.4 and table 4.5 above, with abnormal discretionary expense as the

dependent variable:

• Regression coefficient SIZE is 0.000, with standard error 0.000 and sig 0.557.

• Regression coefficient Market-to-book-ratio is -8.7E-007, with standard error

0.000 and sig 0.931.
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• Regression coefficient Net income is 0.001 with standard error 0.001 and sig

0.263.

• Regression coefficient SUSPECTNI is 0.000, with standard error 0.001 and sig

0.668.

The result of the regression indicates that suspect firm-years do not exhibit as the

writer expected. Suspect firm-years do not exhibit neither unusually low cash flow from

operations (CFO) or unusually low discretionary expenses or both. Based on the table

4.2, when the dependent variable is abnormal CFO, the coefficient on SUSPECTNI as

an indicator variable is positive (0.005) is not significant atthe 5% level (see Sig 0.802 >

0.05). The indicator variable did not indicate negative as the writer expected. The

coefficient indicates positive correlation between dependent variable abnormal CFO and

independent variable SUSPECTNI, this means that an increase of SUSPECTNI

followed by an increase of abnormal CFO, while the rest of the independent variables

remain the same.

When the dependent variable is abnormal discretionary expenses the coefficient

onSUSPECTNI asanindicator variable ispositive (0.000) and not significant at the 5%

level (see Sig 0.668 > 0.05). The indicator variable did not indicate negative as the writer

expected. The coefficient indicates positive correlation between dependent variable

abnormal discretionary expenses and independent variable SUSPECT NI, this means that

an increase of SUSPECTNI followed by an increase of abnormal discretionary

expenses, while the rest of the independentvariables remain the same.

From the regression analysis above indicates that HO is failed to reject, and does

not proved the first hypothesis. This isnot consistent with the previous research done by
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Roychowdhury (2004) indicated that suspect firm-years who engage in real activities

manipulation would lead to lower current-period CFO than what is normal given the sales

level to meet zero earnings and Firms can also increase earnings by reducing

discretionary expenses.

4.3.2 Suspect firm-years exhibit unusually high production costs, controlling for the

level of sales.

The second hypothesis is uses multiple regressions as in equation 3.6. In this

case a is the constant, meanwhile P is coefficient regression. Dependent variable (Yt) in

the first hypothesis (HI) is abnormal production cost (table 4.6 and table 4.7), meanwhile

the independent variables are SIZE, Market-to-book-ratio, Net income, SUSPECTNI

and the rest, et is error. From data analyses by using spss 13.0 by multiple regressions,

the findings are:

Table 4.6 result of the multiple regressiontest equation 3.6

Coefficients1

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity Statistics
B Std. Error Beta Tolerance VIF

1 (Constant) -,003 ,002 -1,546 ,123
size ,000 ,000 ,093 1,651 ,100 ,974 1,027
mtb 8.56E-006 ,000 ,035 ,635 ,526 ,996 1,004
ni -,004 ,001 -,189 -3,360 ,001 ,968 1,033
sus ,000 ,001 -,025 -,448 ,654 ,987 1,013

a Dependent Variable: Abprod

Table 4.7 result of the multiple regression test equation 3.6

Model Summary"

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson
1 ,200a ,040 ,028 ,00278463 1,957

a Predictors: (Constant), sus, mtb, size, ni

b Dependent Variable: Abprod
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Based on the table4.6, withabnormal production cost as the dependent variable:

• Regression coefficient SIZE is 0.000, with standard error0.000 and sig 0.100.

• Regression coefficient Market-to-book-ratio is 8.56E-0.006, with standard error

0.000 and sig 0.526.

• Regression coefficient Net income is -0.004 with standard error 0.001 and sig

0.001.

• Regression coefficient SUSPECTNI is 0.000, with standard error 0.001 and sig

0.654.

The result of the regression indicates that suspect firm-years do not exhibit as

what the writer expected. Suspect firm-years do not exhibit unusually high production

costs as percentage of sales level. When the dependent variable is abnormal production

cost (table 4.6), the coefficient on SUSPECTNI as an indicator variable is positive

(0.000). The indicator variable indeed indicate positive, but it is not significant at the 5%

level (see Sig 0.654> 0.05). The coefficient indicates positive correlation between

dependent variable abnormal production cost and independent variable SUSPECTNI,

this means that an increase of SUSPECTNI followed by an increase of abnormal

production cost, while the rest of the independent variables remain the same. Based on

table 4.7, the coefficient determination (Adjusted R2) is 0.028 which means that around

2.8% ofthe variation on abnormal production variable can be explained by 4 independent

variables in the model, where as the residual of 97.2% is explained by other factors

outside the model.

From the regression analysis above indicates that HO is failed to reject, and it does

not prove the first hypothesis. This is consistent with the previous research done by
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Roychowdhury (2004) indicated that suspect firm-years who engage in real activities

manipulation pass through overproduction leads to unusually high production costs for a

given level of sales.

4.3.3 Suspect firm-years with a low level of current assets as a percentage of total

assets, that is low accounting flexibility, have abnormally high cost of goods sold

(COGS) and abnormally low discretionary expenses, when compared to other

suspect firm-years

The third hypothesis is uses multiple regressions as in equation 3.7 In this case a

is the constant, meanwhile P is coefficient regression. Dependent variables (Yt) in the

first hypothesis (HI) are abnormal COGS (table 4.8 and table 4.9) and abnormal

discretionary expense (table 4.10 and table 4.11) , meanwhile the independent variables

are SIZE, Market-to-book-ratio, Net income, SUSPECTNI, LoCA, DEBT, CL,

LoCA*SUSPECT_NI, DEBT*SUSPECT_NI, CL*SUSPECT_NI and the rest, et is error.

Fromdata analyses by using spss 13.0 by multiple regressions, the findings are:

Table 4.8 result of the multiple regression test equation 3.7

Coefficients?

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity Statistics

B Std. Error Beta Tolerance VIF
1 (Constant) -.002 .002 -.698 .486

size .000 .000 .029 .519 .604 .859 1.164

mtb 1.55E-005 .000 .056 1.082 .280 .989 1.011

ni -.003 .001 -.120 -2.115 .035 .830 1.205

Sus -.001 .002 -.034 -.321 .749 .235 4.247

loca .000 .000 -.062 -1.051 .294 .776 1.289

Debt .000 .000 .048 .853 .394 .845 1.184

cl .190 .026 .410 7.393 .000 .872 1.146

locasus .001 .002 .035 .359 .719 .276 3.625

debtsus -.001 .002 -.028 -.306 .760 .331 3.018

clsus -.089 .093 -.069 -.960 .338 .514 1.945

a Dependent Variable: Abcogs
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Table 4.9 result of the multiple regression test equation 3.7

Model Summary6

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson

1 .419a .175 .148 .00295505 1.995

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b- Dependent Variable: Abcogs

Based on the table 4.8, with abnormal COGS as the dependent variable:

• Regression coefficient SIZE is 0.000, with standard error 0.000 and sig 0.604.

• Regression coefficient Market-to-book-ratio is 1.55E-005, with standard error

0.000 and sig 0.280.

• Regression coefficient Net income is -0.003 with standard error 0.001 and sig

0.035.

• Regression coefficient SUSPECTNI is -0.001, with standard error 0.002 and sig

0.749.

• Regressioncoefficient LoCA is 0.000,with standarderror 0.000 and sig 0.294.

• Regressioncoefficient DEBT is 0.000, with standarderror 0.000 and sig 0.394.

• Regression coefficientCL is 0.190with standarderror 0.026 and sig 0.000.

• Regression coefficient LoCA*SUSPECT_NI is 0.001, with standard error 0.002

and sig 0.719.

• Regression coefficient DEBT*SUSPECT_NI is -0.001, with standard error 0.002

and sig 0.760.

• Regression coefficient CL*SUSPECT_NI is -0.089, with standard error 0.093 and

sig 0.338.
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Table 4.10 result of the multiple regression test equation3.7

Coefficients

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity Statistics
B Std. Error Beta Tolerance VIF

1 (Constant) .001 .002 .640 .523

size -7.6E-005 .000 -.025 -.428 .669 .859 1.164

mtb -3.3E-006 .000 -.018 -.340 .734 .989 1.011

ni .001 .001 .043 .735 .463 .830 1.205

Sus .000 .001 .012 .108 .914 .235 4.247

loca .000 .000 .055 .894 .372 .776 1.289

Debt .000 .000 -.074 -1.264 .207 .845 1.184

cl -.102 .017 -.342 -5.948 .000 .872 1.146

locasus .000 .001 -.028 -.274 .784 .276 3.625

debtsus .000 .001 .027 .287 .774 .331 3.018

clsus .062 .062 .075 .998 .319 .514 1.945

a- Dependent Variable: Abdisexp

Table 4.11 result of the multiple regression test equation 3.7

Model Summary13

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson
1 .335a .112 .084 .00197590 2.034

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b. Dependent Variable: Abdisexp

Based onthe table 4.10, with abnormal discretionary expense as thedependent variable:

• Regression coefficient SIZE is -7.6E-005, with standard error 0.000 andsig 0.669.

• Regression coefficient Market-to-book-ratio is -3.3E-006, with standard error

0.000 and sig 0.734.

• Regression coefficient Net income is 0.001 with standard error 0.001 and sig

0.463.

• Regression coefficient SUSPECTNI is 0.000, with standard error 0.001 and sig

0.914.

• Regression coefficient LoCA is 0.000, with standard error 0.000 and sig 0.372.
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• Regression coefficient DEBT is 0.000, with standard error 0.000 and sig 0.207.

• Regression coefficient CL is -0.102 with standard error 0.017 and sig0.000.

• Regression coefficient LoCA*SUSPECT_NI is 0.000, with standard error 0.001

and sig 0.784.

• Regression coefficient DEBT*SUSPECT NI is 0.000, with standard error 0.001

and sig 0.774.

• Regression coefficient CL*SUSPECT_NI is 0.062, with standard error 0.062 and

sig 0.319.

The result of the regression indicates that suspect firm-years do not exhibit as

what the writer expected. The result of regressions do not indicate that suspect firm-years

with a low level of current assets as a percentage of total assets, that is low accounting

flexibility, have abnormally high cost of goods sold (COGS) abnormally low

discretionary expenses. Based on the table 4.8, when the dependent variable is abnormal

COGS, the coefficient on LoCA*SUSPECT NI as an indicator variable is positive

(0.001). The indicator variable indeed indicate positive, but it is not significant at the 5%

level (see Sig 0.719 > 0.05). The coefficient indicates positive correlation between

dependent variable abnormal COGS and independent variable LoCA*SUSPECT NI, this

means that an increase of LoCA*SUSPECT_NI followed by an increase of abnormal

COGS, while the rest of the independent variables remain the same. Based on table 4.10,

the coefficient determination (Adjusted R2) is 0.148 which means that around 14.8 % of

the variation on abnormal COGS variable can be explained by 10 independent variables

in the model, where as the residual of 85.2 % is explained by other factors outside the

model.
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When the dependent variable is abnormal discretionary expenses (see table 4.11)

the coefficient on LoCA*SUSPECT_NI as an indicator variable is positive (0.000) and

not significant at the 5% level (see Sig 0.784 > 0.05). The indicator variable did not

indicate negative as the writer expected. The coefficient indicates positive correlation

between dependent variable abnormal discretionary expenses and independent variable

LoCA*SUSPECT NI, this means that an increase of LoCA*SUSPECT_NI followed by

an increase of abnormal discretionary expenses, while the rest of the independent

variables remain the same. Table 4.12 shows the coefficient determination (Adjusted R2)

is 0.084 which means that around 8.4 % of the variation on abnormal discretionary

expense variable can be explained by 10 independent variables in the model, where as the

residual of 91.6 % is explained by other factors outside the model.

From the regression analysis above indicates that HO failed to reject, and does not

proved the first hypothesis. This is not consistent with the previous research done by

Roychowdhury (2004) indicated how managers choose between manipulation methods

and how suspect-firms years with low levels of current assets, or low accounting

flexibility are most likely to offer price discounts and reduce discretionary expenses.

4.3.4 Suspect firm-years with debt outstanding have abnormally low CFO,

abnormally high production costs and abnormally low discretionary expenses

compared to other suspect firm-years.

The fourth hypothesis is uses multiple regressions as in equation 3.8 In this case a

is the constant, meanwhile p is coefficient regression. Dependent variables on first

hypothesis (HI) are abnormal CFO (table 4.12 and table 4.13), abnormal production cost

(table 4.14 and table 4.15) and abnormal discretionary expenses (table 4.16 and table
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4.17), on the other hand, independent variables are Size, Market-to-book-ratio, Net

income, SUSPECT_NI, LoCA, DEBT, CL, LoCA*SUSPECT_NI,

DEBT*SUSPECT_NI, CL*SUSPECT_NI, and the rest, st is error. Fromdata analyses by

using spss 13.0 by multiple regressions, the findings are:

Table 4.12 result of the multiple regression test equation 3.8

Coefficients?

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity Statistics

B Std. Error Beta Tolerance VIF

1 (Constant) -.004 .002 -2.047 .042

size .000 .000 .117 2.034 .043 .859 1.164

mtb 1.25E-005 .000 .051 .964 .336 .989 1.011

ni -.004 .001 -.187 -3.211 .001 .830 1.205

Sus -.001 .001 -.048 -.443 .658 .235 4.247

loca .000 .000 -.077 -1.283 .200 .776 1.289

Debt .000 .000 -.020 -.348 .728 .845 1.184

cl .117 .023 .287 5.051 .000 .872 1.146

locasus .000 .002 .020 .194 .846 .276 3.625

debtsus .000 .002 -.015 -.162 .871 .331 3.018

clsus .029 .084 .025 .340 .734 .514 1.945

a- Dependent Variable: Abprod

Table 4.13 result of the multiple regression test equation 3.8

Model Summary*

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson
1 .362a .131 .103 .00267474 1.949

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

D- Dependent Variable: Abprod

Based on the table 4.12, withabnormal production as the dependent variable:

• Regression coefficient SIZE is 0.000, with standard error 0.000and sig 0.043.

• Regression coefficient Market-to-book-ratio is 1.25E-005, with standard error

0.000 and sig 0.336.

• Regression coefficient Net income is -0.004 with standard error 0.001 and sig

0.001.
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Regression coefficient SUSPECTJNI is -0.001, with standard error 0.001 and sig

0.658.

Regression coefficient LoCA is 0.000, with standard error 0.000 and sig 0.200.

Regression coefficient DEBT is 0.000, with standard error 0.000 and sig 0.728.

Regression coefficient CL is 0.117 with standard error 0.023 and sig 0.000.

Regression coefficient LoCA*SUSPECT_NI is 0.000, with standard error 0.002

and sig 0.846

Regression coefficient DEBT*SUSPECT_NI is 0.000, with standard error 0.002

and sig 0.871.

Regression coefficient CL*SUSPECTJNI is 0.029, with standard error 0.084 and

sig 0.734.

Table 4.14 resultof the multiple regression test equation3.8

Coefficients3

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity Statistics

B Std. Error Beta Tolerance VIF

1 (Constant) -.065 .060 -1.071 .285

size .007 .007 .057 .933 .351 .859 1.164

mtb 1.33E-005 .000 .002 .035 .972 .989 1.011

ni .033 .038 .054 .864 .388 .830 1.205

Sus .014 .043 .037 .317 .751 .235 4.247

loca .008 .011 .046 .709 .479 .776 1.289

Debt .005 .010 .030 .490 .625 .845 1.184

cl .028 .688 .002 .041 .968 .872 1.146

locasus -.013 .051 -.027 -.250 .803 .276 3.625

debtsus -.004 .047 -.008 -.085 .933 .331 3.018

clsus -.159 2.491 -.005 -.064 .949 .514 1.945

a Dependent Variable: Abcfo
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Table 4.15 result of the multiple regression test equation 3.8

Model Summary15

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson
1 .102a .010 -.022 .07918824 2.002

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b- Dependent Variable: Abcfo

Basedon the table 4.14, with abnormal CFO as the dependent variable:

• Regression coefficient SIZE is 0.007 with standard error 0.007 and sig0.351.

• Regression coefficient Market-to-book-ratio is 1.33E-005, with standard error

0.000 and sig 0.972.

• Regression coefficient Net income is 0.033 with standard error 0.038 and sig

0.388.

• Regression coefficient SUSPECTNI is 0.014, with standard error 0.043 and sig

0.751.

• Regression coefficient LoCA is 0.008, with standard error 0.011 and sig 0.479.

• Regression coefficient DEBT is 0.005, with standard error 0.010 and sig 0.625.

• Regression coefficient CL is 0.028 with standard error 0.688 and sig0.968.

• Regression coefficient LoCA*SUSPECT NI is -0.013, with standard error 0.051

and sig 0.803

• Regression coefficient DEBT*SUSPECT_NI is -0.004, with standard error 0.047

and sig 0.933.

• Regression coefficient CL*SUSPECT NI is -0.159, with standard error 2.491 and

sig 0.949.
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Table 4.16 result of the multiple regression test equation 3.8

Coefficients1

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity Statistics
B Std. Error Beta Tolerance VIF

1 (Constant) .001 .002 .640 .523

size -7.6E-005 .000 -.025 -.428 .669 .859 1.164

mtb -3.3E-006 .000 -.018 -.340 .734 .989 1.011

ni .001 .001 .043 .735 .463 .830 1.205
Sus .000 .001 .012 .108 .914 .235 4.247

loca .000 .000 .055 .894 .372 .776 1.289

Debt .000 .000 -.074 -1.264 .207 .845 1.184

cl -.102 .017 -.342 -5.948 .000 .872 1.146

locasus .000 .001 -.028 -.274 .784 .276 3.625

debtsus .000 .001 .027 .287 .774 .331 3.018
clsus .062 .062 .075 .998 .319 .514 1.945

a- Dependent Variable: Abdisexp

Table 4.17 result of the multiple regression test equation 3.8

Model Summary*1

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson
1 .335a .112 .084 .00197590 2.034

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b- Dependent Variable: Abdisexp

Based on the table 4.16, with abnormal discretionary expense as thedependent variable:

• Regression coefficient SIZE is -7.6E-005, with standard error 0.000 and sig0.669.

• Regression coefficient Market-to-book-ratio is -3.3E-006, with standard error

0.000 and sig 0.734.

• Regression coefficient Net income is 0.001 with standard error 0.001 and sig

0.463.

• Regression coefficient SUSPECTNI is 0.000, with standard error 0.001 and sig

0.914.

58



• Regression coefficient LoCA is 0.000, with standard error 0.000 and sig 0.372.

• Regression coefficient DEBT is0.000, with standard error 0.000 and sig 0.207.

• Regression coefficient CL is -0.102 with standard error 0.017 and sig 0.000.

• Regression coefficient LoCA*SUSPECT_NI is 0.000, with standard error 0.001

and sig 0.784

• Regression coefficient DEBT*SUSPECTJNI is 0.000, with standard error 0.001

and sig 0.784.

• Regression coefficient CL*SUSPECT NI is 0.062, with standard error 0.062 and

sig 0.319

The result of the regression indicates that suspect firm-years do not exhibit as

what the writer expected. The result ofregressions do not indicate that suspect firm-years

with debt outstanding have abnormally low CFO, abnormally high production costs and

abnormally low discretionary expenses compared to other suspect firm-years. Based on

the table 4.13, when the dependent variable is abnormal production, the coefficient on

DEBT*SUSPECTJNI as an indicator variable is positive (0.000). The indicator variable

indeed indicate positive, but it is not significant at the 5% level (see Sig 0.871 > 0.05).

The coefficient indicates positive correlation between dependent variable abnormal

production and independent variable DEBT*SUSPECT_NI, this means that an increase

ofDEBT*SUSPECT NI followed by an increase ofabnormal production, while the rest

of the independent variables remain the same. Table 4.14 shows the coefficient

determination (Adjusted R2) is 0.103 which means that around 10.3 %ofthe variation on

abnormal production variable can be explained by 10 independent variables in the model,

where as theresidual of 89.7 %is explained by other factors outside the model.
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When the dependent variable is abnormal CFO (see table 4.15), the coefficient on

DEBT*SUSPECT NI as an indicator variable is negative (-0.004). As the writer

expected, the indicator variable indeed indicate negative, but it is not significant at the

5% level (see Sig 0.933 > 0.05). The coefficient indicates negative correlation between

dependent variable abnormal CFO and independent variable DEBT*SUSPECT NI, this

means that an increase of DEBT*SUSPECT_NI followed by a decrease of abnormal

CFO, while the rest of the independentvariables remain the same.

When the dependent variable is abnormal discretionary expenses (see table 4.17)

the coefficient on DEBT*SUSPECT_NI as an indicator variable is positive (0.000) and

not significant at the 5% level (see Sig 0.774 > 0.05). The indicator variable did not

indicate negative as the writer expected. The coefficient indicates positive correlation

between dependent variable abnormal discretionary expenses and independent variable

DEBT*SUSPECT_NI, this means that an increase ofDEBT*SUSPECT_NI followed by

an increase of abnormal discretionary expenses, while the rest of the independent

variables remain the same. Table 4.18 shows the coefficient determination (Adjusted R2)

is 0.084 which means that around 8.4 % of the variation on abnormal discretionary

expense variable can be explained by 10independent variables in the model, where as the

residual of 91.6% is explained by otherfactors outside the model.

From the regression analysis above indicates that HO failed to reject and does not

prove the first hypothesis. This is consistent with the previous research done by

Roychowdhury (2004) indicated suspect firm-years with debt outstanding have

abnormally low CFO, abnormally high production costs and abnormally low

discretionary expenses compared to other suspect firm-years.
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4.3.5 Suspect firm-years with high current liabilities as a percentage of total assets

have abnormally low CFO, abnormally high production costs and abnormally low

discretionary expenses compared to other suspect firm-years.

The fifth hypothesis is uses multiple regressions as in equation 3.9 In this case a

is the constant, meanwhile B is coefficient regression. The dependent variables on first

hypothesis (HI) are abnormal CFO (table 4.18 and table 4.19), abnormal production cost

(table 4.20 and table 4.21) and abnormal discretionary expenses (table 4.22 and table

4.23), while the independent variables are Size, Market-to-book-ratio, Net income,

SUSPECTJNI, LoCADEBT, CL, LoCA*SUSPECTJNI, DEBT*SUSPECT_NI,

CL*SUSPECT_NI, and the rest, et is error. From data analyses by using spss 13.0 by

multiple regressions, the findings are:

Table 4.18 result of the multiple regression test equation 3.9

Coefficients8

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity Statistics

B Std. Error Beta Tolerance VIF

1 (Constant) -.065 .060 -1.071 .285

size .007 .007 .057 .933 .351 .859 1.164

mtb 1.33E-005 .000 .002 .035 .972 .989 1.011

ni .033 .038 .054 .864 .388 .830 1.205

Sus .014 .043 .037 .317 .751 .235 4.247

loca .008 .011 .046 .709 .479 .776 1.289

Debt .005 .010 .030 .490 .625 .845 1.184

cl .028 .688 .002 .041 .968 .872 1.146

locasus -.013 .051 -.027 -.250 .803 .276 3.625

debtsus -.004 .047 -.008 -.085 .933 .331 3.018

clsus -.159 2.491 -.005 -.064 .949 .514 1.945

a Dependent Variable: Abcfo

61



Table 4.19 result of the multiple regression test equation 3.9

Model Summary"

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson

1 .102a .010 -.022 .07918824 2.002

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

D- Dependent Variable: Abcfo

Based on the table 4.18, with abnormal CFO as the dependent variable:

• Regression coefficient SIZE is 0.007 with standard error 0.007 and sig 0.351.

• Regression coefficient Market-to-book-ratio is 1.33E-005, with standard error

0.000 and sig 0.972.

• Regression coefficient Net income is 0.033 with standard error 0.038 and sig

0.388.

• Regression coefficient SUSPECTNI is 0.014, with standard error 0.043 and sig

0.751.

• Regression coefficient LoCA is 0.008, with standard error 0.011 and sig 0.479.

• Regression coefficient DEBT is 0.005, with standard error 0.010 and sig 0.625.

• Regression coefficient CL is 0.028 with standard error 0.688 and sig 0.968.

• Regression coefficient LoCA*SUSPECT_NI is -0.013, with standard error 0.051

and sig 0.803

• Regression coefficient DEBT*SUSPECT_NI is -0.004, with standard error 0.047

and sig 0.933.

• Regression coefficient CL*SUSPECT_NI is -0.159, with standard error 2.491 and

sig 0.949.
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Table 4.20 result of the multiple regression test equation 3.9

Coefficients?

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearitvi Statistics

B Std. Error Beta Tolerance VIF

1 (Constant) -.004 .002 -2.047 .042

size .000 .000 .117 2.034 .043 .859 1.164

mtb 1.25E-005 .000 .051 .964 .336 .989 1.011

ni -.004 .001 -.187 -3.211 .001 .830 1.205

Sus -.001 .001 -.048 -.443 .658 .235 4.247

loca .000 .000 -.077 -1.283 .200 .776 1.289

Debt .000 .000 -.020 -.348 .728 .845 1.184

cl .117 .023 .287 5.051 .000 .872 1.146

locasus .000 .002 .020 .194 .846 .276 3.625

debtsus .000 .002 -.015 -.162 .871 .331 3.018

clsus .029 .084 .025 .340 .734 .514 1.945

a- Dependent Variable: Abprod

Table 4.21 result of the multiple regression test equation 3.9

Model Summary6

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson

1 .362a .131 .103 .00267474 1.949

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b. Dependent Variable: Abprod

Based on the table 4.20, with abnormal production as the dependent variable:

• Regression coefficient SIZE is 0.000, with standard error 0.000 and sig 0.043.

• Regression coefficient Market-to-book-ratio is 1.25E-005, with standard error

0.000 and sig 0.336.

• Regression coefficient Net income is -0.004 with standard error 0.001 and sig

0.001.

• Regression coefficient SUSPECTNI is -0.001, with standard error 0.001 and sig

0.658.

• Regression coefficient LoCA is 0.000, with standard error 0.000 and sig 0.200.
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• Regression coefficient DEBT is 0.000, withstandard error0.000 and sig 0.728.

• RegressioncoefficientCL is 0.117 with standarderror 0.023 and sig 0.000.

• Regression coefficient LoCA*SUSPECT NI is 0.000, with standard error 0.002

and sig 0.846

• Regression coefficient DEBT*SUSPECT_NI is 0.000, with standard error 0.002

and sig 0.871.

• Regression coefficient CL*SUSPECT_NI is 0.029, with standard error 0.084 and

sig 0.734.

Table 4.22 result of the multiple regression test equation 3.9

Coefficients?

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearitvi Statistics

B Std. Error Beta Tolerance VIF
1 (Constant) .001 .002 .640 .523

size -7.6E-005 .000 -.025 -.428 .669 .859 1.164

mtb -3.3E-006 .000 -.018 -.340 .734 .989 1.011

ni .001 .001 .043 .735 .463 .830 1.205

Sus .000 .001 .012 .108 .914 .235 4.247

loca .000 .000 .055 .894 .372 .776 1.289

Debt .000 .000 -.074 -1.264 .207 .845 1.184

cl -.102 .017 -.342 -5.948 .000 .872 1.146

locasus .000 .001 -.028 -.274 .784 .276 3.625

debtsus .000 .001 .027 .287 .774 .331 3.018

clsus .062 .062 .075 .998 .319 .514 1.945

a Dependent Variable: Abdisexp

Table 4.23 result of the multipleregressiontest equation 3.9

Model Summary*

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson
1 .335a .112 .084 .00197590 2.034

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b. Dependent Variable. Abdisexp
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Basedon the table 4.22, with abnormal discretionary expense as the dependent variable:

• Regression coefficient SIZE is -7.6E-005, with standard error 0.000 and sig 0.669.

• Regression coefficient Market-to-book-ratio is -3.3E-006, with standard error

0.000 and sig 0.734.

• Regression coefficient Net income is 0.001 with standard error 0.001 and sig

0.463.

• Regression coefficient SUSPECT_NI is 0.000, with standard error 0.001 and sig

0.914.

• RegressioncoefficientLoCA is 0.000, with standarderror 0.000 and sig 0.372.

• Regressioncoefficient DEBT is 0.000, with standarderror 0.000 and sig 0.207.

• Regressioncoefficient CL is -0.102with standarderror 0.017 and sig 0.000.

• Regression coefficient LoCA*SUSPECT_NI is 0.000, with standard error 0.001

and sig 0.784

• Regression coefficient DEBT*SUSPECT_NI is 0.000, with standard error 0.001

and sig 0.784.

• Regression coefficient CL*SUSPECT_NI is 0.062, with standard error 0.062 and

sig 0.319

The result of the regression indicates that suspect firm-years do not exhibit as

what the writer expected. The result of regressions do not indicate that suspect firm-years

with high current liabilities as a percentage of total assets have abnormally low CFO,

abnormally high production costs and abnormally low discretionary expenses compared

to other suspect firm-years. Based on the table 4.18, when the dependent variable is

abnormal CFO, the coefficient on CL*SUSPECT_NI as an indicator variable is negative
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(-0.159). The indicator variable indeed indicate negative, but it is not significant at the

5% level (see Sig 0.949 > 0.05). The coefficient indicates negative correlation between

dependent variable abnormal CFO and independent variable CL*SUSPECT_NI, this

means that an increase of CL*SUSPECT_NI followed by a decrease of abnormal CFO,

while the rest of the independent variables remain the same.

When the dependent variable is abnormal production (see table 4.20), the

coefficient on CL*SUSPECT_NI as an indicator variable is positive (0.029). The

indicator variable indeed indicate positive, but it is not significant at the 5% level (see Sig

0.734 > 0.05). The coefficient indicates positive correlation between dependent variable

abnormal production and independent variable CL*SUSPECT_NI, this means that an

increaseof CL*SUSPECT NI followed by an increase of abnormal production, while the

rest of the independent variables remain the same. Based on table 4.21 the coefficient

determination (Adjusted R2) is 0.103 which means that around 10.3 % of the variation on

abnormal production variable can be explained by 10 independent variables in the model,

where as the residual of 89.7 % is explained by other factors outside the model.

When the dependent variable is abnormal discretionary expenses (see table 4.22)

the coefficient on CL*SUSPECT NI as an indicator variable is positive (0.062) and not

significant at the 5% level (see Sig 0.319 > 0.05). The indicator variable did not indicate

negative as the writer expected. The coefficient indicates positive correlation between

dependent variable abnormal discretionary expenses and independent variable

CL*SUSPECT_NI, this means that an increase of CL*SUSPECT_NI followed by an

increase of abnormal discretionary expenses, while the rest of the independent variables

remain the same. Table 4.23 shows the coefficient determination (Adjusted R2) is 0.084
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which means that around 8.4 % of the variation on abnormal discretionary expense

variable can be explained by 10 independent variables in the model, where as the residual

of 91.6 % is explained by other factors outside the model.

From the regression analysis above indicates that HO failed to reject and it does

not prove the first hypothesis. This is not consistent with the previous research done by

Roychowdhury (2004) indicated suspect firm-years with high current liabilities as a

percentage of total assets have abnormally low CFO, abnormally high production costs

and abnormally low discretionary expenses compared to other suspect firm-years.

4.4 Classical Assumption Tests

4.4.1 Multicollinearity Test

The term multicollinearity means the existence of a "perfect" or exact, linear

relationship among some or all explanatory variables of a regression model. The

existence of multicollinearity causes in appropriate estimation result (Gujarati, 1995).

According to Gujarati (1995), as a rule of thumb, if the VIF (Variance Inflation Factor) of

variable exceeds 10 and value of tolerance is closed to 0, variable is said to be highly

collinear.

Multicollinearity happens when variance inflation factor (VIF) is more than 10 or

tolerance less than 0.1. From the table 4.3 until table 4.23 shows that there is no

multicollinearity among independent variables in this research. Because VIF is less than

10 and tolerance value of each variable is more than 0.1.

4.4.2 Autocorrelation Test

To test whether there is autocorrelation, the Durbin Watson (D-W) table statistics

is used. In the table of Durbin Watson the number must be closed to 2 or approximately
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around 2 at the level of significance 5%. From the table 4.3 until table 4.23 the numbers

in the table of Durbin Watson are closed to 2 or approximately around 2, it shows that

there is no autocorrelation among independentvariables in this research.

4.4.3 Heteroscedasticity Test

The heteroscedasticity symptom will appear when the residual has the difference

variance from one observation to another. The existence of heteroscedasticity causes the

regression coefficient estimation becomes inefficient.

The detection of the presence of heteroscedasticity in this research is conducted

by analyzing Scatterplot graphic from the regression analysis. As it can be seenin Scatter

plot graphic on each regression result per hyphoteses, dots spread randomly and do not

form any clear patterns. It can be concluded that the result of this test shows that

heterocedasticity does not exist. This result proves that the data was valid andit will give

a reliable estimated model parameter.

4.5 Research Implications

In this study, formely, the writer wants to give empirical evidence whether there

is any evidence of firm managers that engaged in management of earning through the

manipulation of real activities that affect cash flow from operation. In order to make a

different, the writer is replacing total asset at the beginning of year, the denominator for

dependent variables, with market value at the beginning of year. But the results do not

appear as the writer expected. None of independent variables are related significant to

dependent variables. This is also explaining why the results of regression analysis are not

consistent with the previous research done by Roychowdhury (2004).
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Although the results do not appear as what the writer expected, still the writer

suggest the management of the firm to be wise in determining whether it is appropriate or

not to choose the nature and extent of real activities manipulation as a way of

management of earning that could affect cash flow from operation. For the financial

statement users, they should look for more details about the company, and not just judge

a book(a company) by its cover (the number of reported earnings).
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CHAPTER V

CONCLUSIONS AND RECOMMENDATIONS

5.1 Conclusions

In this study the writer failed to give empirical evidence whether there is any

evidence of firm managers that engaged in management of earning through the

manipulation of real activities that affect cashflow from operation in reference to market

value. In order to make a different, the writer is replacing total asset at the beginning of

year, the denominator for dependent variables, with market value at the beginning of

year. But the results do not appear as the writer expected. None of independent variables

are related significant to dependent variables. It also explains why the results of

regression analysis are not consistent with the previous research done by Roychowdhury

(2004).

The other reasons why the results of regression analysis are not consistent with

the previous research done by Roychowdhury (2004) possibly caused by the period of

sample which are only four years (2001-2004), and the type of industry that is only

restricted to manufacturing firms.

It is concluded that Suspect firm-years is not proved engage in management of

earning through the manipulation of real activities that affect cash flow from operation.

Suspect firm-years are firm-years reporting small annual earnings and small annual

earnings changes. Suspect firm-years have net income scaled by market value that is

greater than or equal to zero but less than 0.005.
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Based on the results of regression analysis in chapter IV, it canbe conclude as follow:

1. Suspect firm-years do not significantly exhibit either unusually low cash flow

from operations (CFO) or unusually low discretionary expenses or both. The first

hypotheses analysis indicates that suspect firm-years do not proved engage in real

activities manipulation that would lead to lower current-period CFO than what is

normal given the sales level to meet zero earnings. This is possibly because firms

do not engage either in sales manipulation or in decreasing discretionary expenses

that would lead to decreasing ofcash flow. For example if a firm engage in sales

manipulation by offering price discount, this would lead to decreasing of cash

flow yet increasing the earnings in appropriate with sales order. Decreasing

discretionary expenses also lead to decreasing of cash flow yet increasing

earnings.

2. Suspect firm-years do not significantly exhibit unusually high production costs,

controlling for the level of sales. The first hypotheses analysis indicates that

suspect firm-years do not proved engage in real activities manipulation pass

through overproduction leads to unusually high production costs for a given level

of sales. This is possibly because firms do not engage in overproduction

Overproduction would lead to unusually high production cost for the level of

sales. Overproduce (produce more goods than necessary to meet expected

demand) to manage earnings upwards. With higher production levels, fixed

overhead costs are spread over a larger number of units. As long as the reduction

in fixed costs per unit is not offset by any increase in marginal cost per unit,

average unit cost declines. This implies that cost of goods sold (COGS) is lower
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and the firm reports better operating margins. Nevertheless, the firm incurs costs

on the over-produced items that are not recovered in the same period through

sales. As a result, cash flows from operations are lower than normal given sales

levels.

3. Suspect firm-years with a low level of current assets as a percentage of total

assets, that is low accounting flexibility, do not significantly have abnormally

high cost of goods sold (COGS) and abnormally low discretionary expenses,

when compared to other suspect firm-years. The first hypotheses analysis do not

proved suspect firm-years with low levels of current assets manage earnings

upwards, they can do so only by offering price discounts to increase sales or

reducing discretionary expenses. Offering price discount would lead to would

lead to unusually high production cost for the level of sales. With higher sales

levels, cash flow from operation would manage upwards. Increasing earnings also

can be done by decreasing discretionary expenses that would decline the cash

flow from operation.

4. Suspect firm-years with debt outstanding do not significantly have abnormally

low CFO, abnormally high production costs and abnormally low discretionary

expenses compared to other suspect firm-years. The first hypotheses analysis do

not proved suspect firm-years with debt outstanding engage in earnings

management through real activities manipulation, such as sales manipulation,

overproduction, decreasing discretionary expenses that affect cash flow from

operation. Sales manipulation attempt to increase sales in order to increase

earnings. Overproduction would lead to unusually high production cost for the
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level ofsales. Overproduce (produce more goods than necessary to meet expected

demand) to manage earnings upwards. Decreasing discretionary expenses would

lead to low discretionary expenses to manage earnings upward.

5. Suspect firm-years with high current liabilities as a percentage of total assets do

not significantly have abnormally low CFO, abnormally high production costs

and abnormally low discretionary expenses compared to other suspect firm-years.

This is possibly because suspect firm-years with high current liabilities do not

engage in activities that would lead to high production costs and low discretionary

expenses. Manager my concern about the high current liabilities would lead the

firm to lose its ability to do overproduction that has effect on high production cost

which managers are more likely to worry about the firm's ability to pay the

outstanding debt or probably it would lead to a greater number of outstanding

debts.

In this study the writer failed to give empirical evidence whether there is any

evidence of firm managers that engaged in management of earning through the

manipulation of real activities that affect cash flow from operation in refers to market

value. In order to make a different, the writer is replacing total asset at the beginning of

year, the denominator for dependent variables, with market value at the beginning of

year. But the results do not appear as the writer expected. None of independent variables

are related significant to dependent variables. This is also explaining why the results of

regression analysis are not consistent with the previous research done by Roychowdhury

(2004).
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The other reasons why the results of regression analysis are not consistent with

the previous research done by Roychowdhury (2004) possibly caused by the period of

sample which are only four years (2001-2004), and the type of industry that is only

restricted to manufacturing firms.

5.2 Limitations

The limitations that may influence this study are:

1. The samples are only restricted to manufacturing firms.

2. The period of study is only four years (2001 -2004).

3. In this study the writer only focus management of earnings through real

activities.

5.3 Recommendations

Fromthe limitation that may influence this research, the researcher suggests:

4. Hopefully the companies used as samples for future study can be added by

other types of industry, not only restricted to manufacturing firms. So the

result may be significant.

5. The period of study consideration for the same study hopefully can be

conducted over a longerperiod, in this study it is only four years (2001-2004).

The longer period hopefully may lead to significant result.

6. For further study may analyze the different between management of earnings

through real activities and accrual manipulation. This is because, in this study

the writer only focus management of earnings through real activities.
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Appendix 6

Output Regressions ofTest Equation 3.5

Regression abnormal CFO

Descriptive Statistics

Mean Std. Deviation N

abcfo ,0000003 ,07834183 319

size 8,7182568 ,67311895 319

mtb 2,8226499 11,60521227 319

ni ,0556797 ,12752350 319

sus ,05 ,212 319

Correlations

abcfo size mtb ni sus
Pearson Correlation abcfo 1,000 ,079 ,010 ,045 ,013

size ,079 1,000 ,050 ,147 ,037
mtb ,010 ,050 1,000 ,029 -,034
ni ,045 ,147 ,029 1,000 -,093
sus ,013 ,037 -,034 -,093 1,000

Sig. (1-tailed) abcfo ,079 ,430 ,210 ,406
size ,079 ,184 ,004 ,252
mtb ,430 ,184 ,301 ,272
ni ,210 ,004 ,301 ,048
sus ,406 ,252 ,272 ,048

N abcfo 319 319 319 319 319

size 319 319 319 319 319
mtb 319 319 319 319 319

ni 319 319 319 319 319

sus 319 319 319 319 319 |

Variables Entered/Removed*

Model

Variables

Entered

Variables

Removed Method
1 sus, m^b,

size, ni Enter

a- All requested variables entered.

b- DependentVariable: abcfo

Model Summary"

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson
1 ,087a ,008 -,005 ,07853686 2,007

a Predictors: (Constant), sus, mtb, size, ni

b- DependentVariable: abcfo
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ANOVtf

Model

1 Regression

Residual

Total

Sum of

Squares

,015

1,937

1,952

df

4

314

318

a- Predictors: (Constant), sus, mtb, size, ni

b Dependent Variable: abcfo

Mean Square

,004

,006

Coefficients3

,606
Sig.

,659a

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity Statistics
B Std. Error Beta Tolerance VIF

1 (Constant) -,076 ,058 -1,314 ,190
size ,009 ,007 ,073 1,283 ,200 ,974 1,027
mtb 3.79E-005 ,000 ,006 ,100 ,921 ,996 1,004
ni ,022 ,035 ,036 ,626 ,532 ,968 1,033
sus ,005 ,021 ,014 ,251 ,802 ,987 1,013

a- Dependent Varie ble: abcfo

Collinearity Diagnostics?

Model Dimension Eigenvalue
Condition

Index

Variance Proportions

(Constant) size mtb ni sus
1 1 2,408 1,000 ,00 ,00 ,02 ,05 ,01

2 1,014 1,541 ,00 ,00 ,13 ,10 ,68
3 ,903 1,633 ,00 ,00 ,80 ,15 ,05
4 ,673 1,892 ,00 ,00 ,05 ,68 ,25
5 ,003 28,823 1,00 1,00 ,00 ,02 ,00

Residuals Statistics9

Minimum Maximum Mean Std. Deviation N
Predicted Value -,0221091 ,0291988 ,0000003 ,00685487 319
Std. Predicted Value -3,225 4,260 ,000 1,000 319
Standard Error of

Predicted Value ,005 ,073 ,008 ,006 319

Adjusted Predicted Value -,0263968 ,0907991 ,0002365 ,00864173 319
Residual -1.38348 ,03060381 ,00000000 ,07804136 319
Std. Residual -17,616 ,390 ,000 ,994 319
Stud. Residual -17,709 ,390 -,001 ,999 319
Deleted Residual -1.39820 ,03096684 -.000236 ,07903114 319
Stud. Deleted Residual -504,170 ,390 -1,526 28,231 319
Mahal. Distance ,073 270,172 3,987 16,015 319
Cook's Distance ,000 ,667 ,003 ,039 319
Centered Leverage Value | ,000 ,850 ,013 ,050 319

a- Dependent Variable: abcfo

120



Charts

3
oj _10-

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: abcfo

Observed Cum Prob

Scatterplot

Dependent Variable: abcfo

-2 0 2

Regression Standardized Predicted Value
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Nonparametric Correlations

Correlations

Standardized
size mtb ni sus Residual

Spearman's rtio size Correlation Coefficient 1,000 ,026 ,136* ,032 -,859**
Sig. (2-tailed) ,649 ,015 ,567 ,000
N 319 319 319 319 319

mtb Correlation Coefficient ,026 1,000 ,234" -,113* -,062
Sig. (2-tailed) ,649 ,000 ,043 ,266
N 319 319 319 319 319

ni Correlation Coefficient ,136* ,234** 1,000 -,200" -,387"
Sig. (2-tailed) ,015 ,000 ,000 ,000
N 319 319 319 319 319

sus Correlation Coefficient ,032 -,113* -,200** 1,000 -,137*
Sig. (2-tailed) ,567 ,043 ,000 ,014
N 319 319 319 319 319

Standardized Residual Correlation Coefficient -,859** -,062 -,387" -,137* 1,000
Sig. (2-tailed) ,000 ,266 ,000 ,014
N 319 319 319 319 319

**• Correlation issignificant atthe 0.01 level (2-tailed).

Regression abnormaldiscretionary expenses

Descriptive Statistics

Mean Std. Deviation N
abdiexp ,0000001 ,00206400 319

size 8,7182568 ,67311895 319

mtb 2,8226499 11,60521227 319

ni ,0556797 ,12752350 319

sus ,05 ,212 319

Correlations

abdiexp size mtb ni sus
Pearson Correlation abdiexp 1,000 -,023 -,006 ,057 ,017

size -,023 1,000 ,050 ,147 ,037
mtb -,006 ,050 1,000 ,029 -,034
ni

sus

,057

,017

,147

,037

,029

-,034

1,000

-,093

-,093

1,000
Sig. (1-tailed) abdiexp ,338 ,461 ,156 ,380

size

mtb

,338

,461 ,184

,184 ,004

,301

,252

,272
ni ,156 ,004 ,301 ,048
sus ,380 ,252 ,272 ,048

N abdiexp 319 319 319 319 319

size

mtb

319

319

319

319

319

319

319

319

319

319
ni 319 319 319 319 319

sus 319 319 | 319 I 319 319
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Variables Entered/Removed*

Model

Variables

Entered

Variables

Removed Method
1 sus, mtb,

size, ni Enter

a All requested variables entered,

b Dependent Variable: abdiexp

Model Summary15

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate
Durbin-

Watson
1 ,070a ,005 -,008 ,00207203 1,967

a- Predictors: (Constant), sus, mtb, size, ni

b- Dependent Variable: abdiexp

MiOVtf

Model

1 Regression

Residual

Total

Sum of

Squares
,000

,001

,001

df

4

314

318

a Predictors: (Constant), sus, mtb,size, ni

b- Dependent Variable: abdiexp

Mean Square

,000

,000

,385

Sig.
,819a

Coefficients8

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity Statistics
B Std. Error Beta Tolerance VIF

1 (Constant) ,001 ,002 ,546 ,585
size ,000 ,000 -,034 -,588 ,557 ,974 1,027
mtb -8.7E-007 ,000 -,005 -,087 ,931 ,996 1,004
ni ,001 ,001 ,064 1,122 ,263 ,968 1,033
sus ,000 ,001 ,024 ,429 ,668 ,987 1,013

Dependent Variable: abdiexp

Collinearity Diagnostics9

Model Dimension Eigenvalue
Condition

Index

Variance Proportions

(Constant) size mtb ni sus
1 1

2

3

4

5

2,408

1,014

,903

,673

,003

1,000

1,541

1,633

1,892

28,823

,00

,00

,00

,00

1,00

,00

,00

,00

,00

1,00

,02

,13

,80

,05

,00

,05

,10

,15

,68

,02

,01

,68

,05

,25

,00
a- Dependent Variatlie: abdiexp
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Residuals Statistics"

Minimum Maximum Mean Std. Deviation N

Predicted Value -,0008272 ,0006572 ,0000001 ,00014420 319

Std. Predicted Value -5,737 4,556 ,000 1,000 319

Standard Error of

Predicted Value
,000 ,002 ,000 ,000 319

Adjusted Predicted Value -,0012301 ,0051538 ,0000149 ,00032847 319

Residual -.026483 ,00841353 ,00000000 ,00205896 319

Std. Residual -12,781 4,061 ,000 ,994 319

Stud. Residual -12,803 4,069 -,002 ,999 319

Deleted Residual -.026575 ,00844665 -.000015 ,00210154 319

Stud. Deleted Residual -18,491 4,174 -,020 1,254 319

Mahal. Distance ,073 270,172 3,987 16,015 319

Cook's Distance ,000 1,599 ,006 ,090 319

Centered Leverage Value ,000 ,850 ,013 ,050 319

3- Dependent Variable: abdiexp

Charts

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: abdiexp

0.4 0.6 0.8

Observed Cum Prob
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Scatterpiot

Dependent Variable: abdiexp

o c$b •*>ao o<&fa«I^AfeM^

Regression Standardized Predicted Value

Nonparametric Correlations

Correlations

Standardized

size mtb ni sus Residual
Spearman's rho size Correlation Coefficient 1,000 ,026 ,136* ,032 -,104

Sig. (2-tailed) ,649 ,015 ,567 ,065

N 319 319 319 319 319

mtb Correlation Coefficient ,026 1,000 ,234" -,113* ,303"

Sig. (2-tailed) ,649 ,000 ,043 ,000

N 319 319 319 319 319

ni Correlation Coefficient ,136* ,234" 1,000 -,200" ,024

Sig. (2-tailed) ,015 ,000 ,000 ,670

N 319 319 319 319 319

sus Correlation Coefficient ,032 -,113* -,200" 1,000 -,094

Sig. (2-tailed) ,567 ,043 ,000 ,093

N 319 319 319 319 319

Standardized Residual Correlation Coefficient -,104 ,303" ,024 -,094 1,000

Sig. (2-tailed) ,065 ,000 ,670 ,093

N 319 319 319 319 319

Correlation is significant at the 0.05 level (2-tailed)

**• Correlation is significant at the 0.01 level (2-tailed).
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Appendix 7

Output Regressions of Test Equation 3.6

Regression abnormal production

Descriptive Statistics

Mean Std. Deviation N
Abprod -,0000003 ,00282395 319

size 8,7182568 ,67311895 319

mtb 2,8226499 11,60521227 319

ni ,0556797 ,12752350 319

sus ,05 ,212 319

Correlations

Abprod size mtb ni sus

Pearson Correlation Abprod 1,000 ,066 ,035 -,172 -,005
size ,066 1,000 ,050 ,147 ,037
mtb ,035 ,050 1,000 ,029 -,034
ni -,172 ,147 ,029 1,000 -,093
sus -,005 ,037 -,034 -,093 1,000

Sig. (1-tailed) Abprod ,121 ,266 ,001 ,464
size ,121 ,184 ,004 ,252
mtb ,266 ,184 ,301 ,272
ni ,001 ,004 ,301 ,048
sus ,464 ,252 ,272 ,048

N Abprod 319 319 319 319 319

size 319 319 319 319 319
mtb 319 319 319 319 319

ni 319 319 319 319 319

sus 319 319 319 319 319

Variables Entered/Removed*

Model

Variables

Entered

Variables

Removed Method
1 sus, mtjb,

size, ni Enter

a- All requested variables entered.

b- Dependent Variable: Abprod
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Model Summary*

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson
1 ,200a ,040 ,028 ,00278463 1,957

a- Predictors: (Constant), sus, mtb, size, ni

D- Dependent Variable: Abprod

ANOVAb

Model

1 Regression

Residual

Total

Sum of

Squares

,000

,002

,003

df

4

314

318

a- Predictors: (Constant), sus, mtb, size, ni

D- Dependent Variable: Abprod

Mean Square

,000

.000

Coefficients?

3,261
Sig.

,012a

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearitvr Statistics

B Std. Error Beta Tolerance VIF
1 (Constant) -,003 ,002 -1,546 ,123

size ,000 ,000 ,093 1,651 ,100 ,974 1,027
mtb 8.56E-006 ,000 ,035 ,635 ,526 ,996 1,004
ni -,004 ,001 -,189 -3,360 ,001 ,968 1,033
sus ,000 ,001 -,025 -,448 ,654 ,987 1,013

3- Dependent Variable: Abprod

Collinearity Diagnostic*

Model Dimension Eigenvalue
Condition

Index

Variance Proportions

_(Constant]_ size mtb ni sus

1 1 2,408 1,000 ,00 ,00 ,02 ,05 ,01
2 1,014 1,541 ,00 ,00 ,13 ,10 ,68
3 ,903 1,633 ,00 ,00 ,80 ,15 ,05
4 ,673 1,892 ,00 ,00 ,05 ,68 ,25
5 ,003 28,823 1,00 1,00 ,00 ,02 ,00

a- Dependent Variable: Abprod
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Residuals Statistics3

Minimum Maximum Mean Std. Deviation N

Predicted Value -,0026920 ,0033166 -,0000003 ,00056394 319

Std. Predicted Value -4,773 5,882 ,000 1,000 319

Standard Error of

Predicted Value
,000 ,003 ,000 ,000 319

Adjusted Predicted Value -,0075168 ,0038320 -.0000278 ,00071313 319

Residual -.021163 ,02355068 ,00000000 ,00276706 319

Std. Residual -7,600 8,457 ,000 ,994 319

Stud. Residual -7,615 8,472 ,003 1,001 319

Deleted Residual -.021246 ,02363224 ,00002748 ,00285929 319

Stud. Deleted Residual -8,420 9,630 ,007 1,066 319

Mahal. Distance ,073 270,172 3,987 16,015 319

Cook's Distance ,000 2,703 ,010 ,151 319

Centered Leverage Value ,000 ,850 ,013 ,050 319

a- Dependent Variable: Abprod

Charts

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: Abprod

Observed Cum Prob
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Scatterpiot

Dependent Variable: Abprod

Regression Standardized Predicted Value

Nonparametric Correlations
Correlations

size mtb ni sus

Standardized

Residual
Spearman's rho size Correlation Coefficient

Sig. (2-tailed)
N

1,000

319

,026

,649

319

,136*

,015

319

,032

,567

319

-,111*

,048

319
mtb Correlation Coefficient

Sig. (2-tailed)
N

,026

,649

319

1,000

319

,234"

,000

319

-,113*

,043

319

-,262"

,000

319
ni Correlation Coefficient

Sig. (2-tailed)
N

,136*

,015

319

,234*'

,000

319

1,000

319

-,200*'

,000

319

,011

,839

319
sus Correlation Coefficient

Sig. (2-tailed)
N

,032

,567

319

-,113*

,043

319

-,200*'

,000

319

1,000

319

,014

,806

319

* r* • ,'

Standardized Residual Correlation Coefficient

Sig. (2-tailed)

N

-,111*

,048

319

,262**

,000

319

,011

,839

319

,014

,806

319

1,000

319

Correlation is significant at the 0.01 level (2-tailed).
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Appendix 8

Output Regressions of Test Equation 3.7

Regression abnormal discretionary expenses

Variables Entered/Removed*

Variables Variables

Model Entered Removed Method

1 clsus, size,
mtb,
locasus,

ni, Debt, cl, Enter

loca,
debtsus,

Sus

a- All requested variables entered.

D- Dependent Variable: Abdisexp

Model Summary*

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson

1 .335a .112 .084 .00197590 2.034

a Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b- Dependent Variable: Abdisexp

ANOVAb

Sum of

Model Squares df Mean Square F Sig.
1 Regression .000 10 .000 3.899 .000a

Residual .001 308 .000

Total .001 318

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca, debtsus, Sus

b- Dependent Variable: Abdisexp
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Coefficients3

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity Statistics
B Std. Error Beta Tolerance VIF

1 (Constant) .001 .002 .640 .523

size -7.6E-005 .000 -.025 -.428 .669 .859 1.164
mtb -3.3E-006 .000 -.018 -.340 .734 .989 1.011
ni .001 .001 .043 .735 .463 .830 1.205
Sus .000 .001 .012 .108 .914 .235 4.247
loca .000 .000 .055 .894 .372 .776 1.289
Debt .000 .000 -.074 -1.264 .207 .845 1.184
cl -.102 .017 -.342 -5.948 .000 .872 1.146
locasus .000 .001 -.028 -.274 .784 .276 3.625
debtsus .000 .001 .027 .287 .774 .331 3.018
clsus .062 .062 .075 .998 .319 .514 1.945

a Dependent Variable: Abdisexp

Collinearity Diagnostic*

Model Dimension Eigenvalue
Condition

Index

Variance Prooort ons

(Constant) size mtb ni Sus loca Debt cl
3.862 1.000 .00 .00 .00 .00 .01 .02 .02 .01 .00 .01 .Of

2 2.272 1.304 .00 .00 01 .02 .02 .00 .01 00 .02 .03 .02
3 1 200 1.794 00 .00 .01 00 .00 .03 .00 .22 04 .00 .17
4 1.025 1.942 .00 .00 .00 .42 .00 .14 .00 .06 .00 .00 OO
5 912 2.058 .00 .00 .94 01 .00 .00 .00 .00 00 .00 .02
6 .610 2.515 .00 .00 .03 .03 .00 .01 .13 .54 .05 .01 1E
7 .416 3048 .00 .00 .00 .15 .00 .47 .41 05 .00 .03 .12
8 .346 3.339 .00 00 .00 .31 03 27 .20 .10 .00 .03 .OC
9 .220 4.186 .00 .00 .00 .00 13 .00 .17 .00 .11 .90 .12
10 .135 5351 00 00 .00 02 .80 .04 .00 01 .77 00 37
11 .003 38.355 1.00 100 .00 .03 .00 .01 .06 .00 .00 .00 OC

a. Dependent Varia •le: Abdisexp

Predicted Value

Std. Predicted Value

Standard Error of

Predicted Value

Adjusted Predicted Value

Residual

Std. Residual

Stud. Residual

Deleted Residual

Stud. Deleted Residual

Mahal. Distance

Cook's Distance

Centered Leverage Value

a- Dependent Variable:

Residuals Statistics3

Minimum Maximum Mean Std. Deviation N

-.0059101 .0006686 .0000001 .00069187 319

-8.542 .966 .000 1.000 319

.000 .002 .000 .000 319

-.0076042 .0030516 .0000063 .00079020 319

-.020600 .01321268 .00000000 .00194459 319

-10.426 6.687 .000 .984 319

-12.000 7.373 -.001 1.066 319

-.027292 .01606418 -.000006 .00230851 319

-16.418 8.112 -.013 1.262 319

1.277 276.155 9.969 26.585 319

.000 4.253 .021 .247 319

.004 .868 .031 | .084 319

Abdisexp
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Normal P-P Plot of Regression Standardized Residual

Dependent Variable: Abdisexp

Observed Cum Prob
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Scatterpiot

Dependent Variable: Abdisexp

Regression Standardized Predicted Value

Regression abnormal COGS

Variables Entered/Removed*

Variables Variables

Model Entered Removed Method
1 clsus, size,

mtb,

locasus,
ni, Debt, cl, Enter

loca,
debtsus,
Sus

a All requested variables entered,

b Dependent Variable: Abcogs
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Model Summary

Model

1
R Square

Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson
.419a .175 .148 .00295505

a Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b- Dependent Variable: Abcogs

Sum of

Squares

ANOVAf

1.995

Model

1 Regression

Residual

Total

.001

.003

.003

df

10

308

318

Mean Square

.000

.000

6.544

Sig.

.000a

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca, debtsus, Sus
b- Dependent Variable: Abcogs

Coefficients9

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity1Statistics
B Std. Error Beta Tolerance VIF

1 (Constant) -.002 .002 -.698 .486

size .000 .000 .029 .519 .604 .859 1.164
mtb 1.55E-005 .000 .056 1.082 .280 .989 1.011
ni -.003 .001 -.120 -2.115 .035 .830 1.205
Sus -.001 .002 -.034 -.321 .749 .235 4.247

loca .000 .000 -.062 -1.051 .294 .776 1.289
Debt .000 .000 .048 .853 .394 .845 1.184

cl .190 .026 .410 7.393 .000 .872 1.146
locasus .001 .002 .035 .359 .719 .276 3.625

debtsus -.001 .002 -.028 -.306 .760 .331 3.018
clsus -.089 .093 -.069 -.960 .338 .514 1.945

a Dependent Variable: Abcogs
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Collinearity Diagnostic*

Model Dimension Eigenvalue
Condition

Index

Variance Proportions

(Constant) size mtb ni Sus loca Debt cl locasus debtsus clsus

1 1 3.862 1.000 .00 .00 .00 .00 .01 .02 .02 .01 .00 .01 .00

2 2.272 1 304 .00 00 .01 02 .02 .00 .01 00 .02 .03 .02

3 1.200 1 794 .00 .00 .01 .00 .00 .03 .00 22 .04 .00 .17

4 1.025 1 942 .00 00 .00 .42 .00 14 .00 06 .00 .00 00

5 912 2.058 00 .00 94 .01 .00 00 .00 .00 00 00 .02

6 .610 2.515 .00 .00 .03 03 .00 .01 .13 .54 .05 .01 18

7 .416 3.048 .00 00 00 .15 .00 .47 41 .05 .00 .03 .12

8 .346 3.339 .00 00 00 .31 .03 .27 .20 .10 00 .03 .00

9 220 4186 00 00 00 00 .13 .00 .17 00 11 90 .12

10 .135 5.351 .00 .00 .00 .02 .80 .04 .00 .01 .77 .00 .37

11 .003 38 355 1.00 1.00 .00 .03 00 .01 .06 .00 .00 00 .00

a Dependent Variable: Abcogs

Residuals Statistics8

Minimum Maximum Mean Std. Deviation N

Predicted Value -.0020926 .0108611 .0000000 .00134053 319

Std. Predicted Value -1.561 8.102 .000 1.000 319

Standard Error of

Predicted Value
.000 .003 .000 .000 319

Adjusted Predicted Value -.0047414 .0121816 -.0000205 .00141692 319

Residual -.017389 .02917893 .00000000 .00290821 319

Std. Residual -5.885 9.874 .000 .984 319

Stud. Residual -6.369 11.365 .002 1.060 319

Deleted Residual -.020369 .03865756 .00002054 .00342140 319

Stud. Deleted Residual -6.824 14.892 .012 1.211 319

Mahal. Distance 1.277 276.155 9.969 26.585 319

Cook's Distance .000 3.815 .020 .223 319

Centered Leverage Value .004 .868 .031 .084 319

a. Dependent Variable: Abcogs

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: Abcogs

Observed Cum Prob
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Scatterpiot

Dependent Variable: Abcogs

Regression Standardized Predicted Value
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Appendix 9

Output Regressions of Test Equation 3.8

Regression abnormal CFO

Variables Entered/Removed1

Variables Variables

Model Entered Removed Method

1 clsus, size,
mtb,

locasus,
ni, Debt, cl, Enter

loca,
debtsus,
Sus

a- All requested variables entered.

D Dependent Variable: Abcfo

Model Summary5

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson

1 .102a .010 -.022 .07918824 2.002

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b Dependent Variable: Abcfo

Coefficients3

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearityi Statistics

B Std. Error Beta Tolerance VIF

1 (Constant) -.065 .060 -1.071 .285

size .007 .007 .057 .933 .351 .859 1.164

mtb 1.33E-005 .000 .002 .035 .972 .989 1.011

ni .033 .038 .054 .864 .388 .830 1.205

Sus .014 .043 .037 .317 .751 .235 4.247

loca .008 .011 .046 .709 .479 .776 1.289

Debt .005 .010 .030 .490 .625 .845 1.184

cl .028 .688 .002 .041 .968 .872 1.146

locasus -.013 .051 -.027 -.250 .803 .276 3.625

debtsus -.004 .047 -.008 -.085 .933 .331 3.018

clsus -.159 2.491 -.005 -.064 .949 .514 1.945

a Dependent Variable: Abcfo
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ANOVAf

Sum of

Model Squares df Mean Square F Sig.
1 Regression .020 10 .002 .324 .975a

Residual 1.931 308 .006

Total 1.952 318

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca, debtsus, Sus

b- Dependent Variable: Abcfo

Collinearity Diagnostics

Model Dimension Eigenvalue
Condition

Index

Variance Proportions

(Constant} size mtb ni Sus loca Debt cl locasus debtsus clsus

1 1 3.862 1.000 .00 .00 .00 .00 .01 02 .02 .01 .00 .01 00

2 2.272 1.304 00 00 01 .02 02 .00 .01 .00 .02 .03 .02

3 1.200 1.794 00 00 .01 .00 .00 .03 .00 .22 .04 .00 .17

4 1.025 1.942 .00 00 .00 .42 .00 .14 .00 .06 .00 .00 .00

5 .912 2.058 .00 .00 94 01 .00 .00 .00 .00 .00 00 .02

6 .610 2.515 .00 .00 .03 .03 .00 .01 .13 .54 .05 .01 .18

7 416 3.048 00 .00 .00 .15 .00 .47 .41 05 .00 03 .12

8 346 3.339 .00 00 .00 .31 .03 .27 20 .10 .00 03 .00

g .220 4.186 .00 .00 .00 .00 .13 00 .17 .00 .11 .90 .12

10 135 5.351 .00 .00 .00 02 .80 .04 .00 .01 .77 .00 .37

11 .003 38.355 1.00 1.00 .00 .03 .00 .01 .06 .00 .00 .00 .00

a. Dependent Variable: Abcfo

Residuals Statistic^

Minimum Maximum Mean Std. Deviation N

Predicted Value -.0224641 .0243567 .0000003 .00799119 319

Std. Predicted Value -2.811 3.048 .000 1.000 319

Standard Error of

Predicted Value
.007 .074 .012 .008 319

Adjusted Predicted Value -.0270933 .1035871 .0002963 .01010450 319

Residual -1.37965 .03300693 .00000000 .07793320 319

Std. Residual -17.422 .417 .000 .984 319

Stud. Residual -17.540 .460 -.001 .991 319

Deleted Residual -1.39839 .04013033 -.000296 .07922757 319

Stud. Deleted Residual -529.277 .459 -1.605 29.637 319

Mahal. Distance 1.277 276.155 9.969 26.585 319

Cook's Distance .000 .380 .002 .022 319

Centered Leverage Value .004 .868 .031 .084 319

a- Dependent Variable: Abcfo
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Regression abnormal discretionary expenses

Variables Entered/Removed'

Variables Variables

Model Entered Removed Method

1 clsus, size,
mtb,

locasus,

ni, Debt, cl, Enter

loca,
debtsus,

Sus

a- All requested variables entered.

b- Dependent Variable: Abdisexp

Model Summary13

Model R R Square

Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson

1 .335a .112 .084 .00197590 2.034

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b- Dependent Variable: Abdisexp

ANOV/P

Sum of

Model Squares df Mean Square F Sig.

1 Regression .000 10 .000 3.899 .000a

Residual .001 308 .000

Total .001 318

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca, debtsus, Sus

b- Dependent Variable: Abdisexp
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Coefficients9

Model

Unstandardized

Coefficients

Standardized

Coefficients

t Sig.

Collinearityr Statistics

B Std. Error Beta Tolerance VIF

1 (Constant) .001 .002 .640 .523

size -7.6E-005 .000 -.025 -.428 .669 .859 1.164

mtb -3.3E-006 .000 -.018 -.340 .734 .989 1.011

ni .001 .001 .043 .735 .463 .830 1.205

Sus .000 .001 .012 .108 .914 .235 4.247

loca .000 .000 .055 .894 .372 .776 1.289

Debt .000 .000 -.074 -1.264 .207 .845 1.184

cl -.102 .017 -.342 -5.948 .000 .872 1.146

locasus .000 .001 -.028 -.274 .784 .276 3.625

debtsus .000 .001 .027 .287 .774 .331 3.018

clsus .062 .062 .075 .998 .319 .514 1.945

a- Dependent Variable: Abdisexp

Collinearity Diagnostic*

Model Dimension Eigenvalue
Condition

Index

Variance Proportions

(Constant) size mtb ni Sus loca Debt cl locasus debtsus clsus

1 1 3.862 1.000 00 .00 .00 .00 .01 .02 .02 .01 .00 .01 .00

2 2272 1.304 .00 .00 .01 .02 .02 .00 .01 .00 02 .03 .02

3 1 200 1.794 .00 .00 .01 .00 .00 .03 00 22 04 00 .17

4 1.025 1.942 .00 .00 .00 .42 .00 .14 .00 .06 00 00 .00

5 .912 2.058 .00 .00 94 .01 .00 .00 00 .00 00 .00 02

6 .610 2.515 .00 .00 03 .03 .00 .01 .13 .54 .05 .01 .18

7 .416 3.048 .00 00 .00 .15 .00 .47 .41 05 00 .03 .12

8 .346 3.339 .00 .00 00 31 .03 .27 20 10 .00 .03 .00

9 .220 4186 .00 .00 .00 .00 .13 .00 .17 00 .11 .90 .12

10 .135 5.351 .00 .00 .00 .02 .80 .04 .00 .01 .77 .00 .37

11 003 38.355 1.00 1.00 .00 .03 .00 .01 .06 .00 .00 .00 .00

a. Dependent Variable: Abdisexp

Residuals Statistics*

Minimum Maximum Mean Std. Deviation N

Predicted Value -.0059101 .0006686 .0000001 .00069187 319

Std. Predicted Value -8542 .966 .000 1.000 319

Standard Error of

Predicted Value
.000 .002 .000 .000 319

Adjusted Predicted Value -.0076042 .0030516 .0000063 .00079020 319

Residual -.020600 .01321268 .00000000 .00194459 319

Std. Residual -10.426 6.687 .000 .984 319

Stud. Residual -12.000 7.373 -.001 1.066 319

Deleted Residual -.027292 .01606418 -.000006 .00230851 319

Stud. Deleted Residual -16.418 8.112 -.013 1.262 319

Mahal. Distance 1.277 276.155 9.969 26.585 319

Cook's Distance .000 4.253 .021 .247 319

Centered Leverage Value .004 .868 .031 .084 319

a- Dependent Variable: Abdisexp
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Regression abnormal production

Variables Entered/Removed1

Variables Variables

Model Entered Removed Method

1 clsus, size,
mtb,

locasus,
ni, Debt, cl, Enter

loca,
debtsus,

Sus

a- All requested variables entered,

b- Dependent Variable: Abprod

Model SummarV1

Model R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson

1 362a .131 .103 .00267474

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b- Dependent Variable: Abprod

1.949

ANOVA'i

Model

Sum of

Squares df Mean Square F Sig.
1 Regression

Residual

Total

.000

.002

.003

10

308

318

.000

.000

4.647 .000a

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca, debtsus, Sus

b- Dependent Variable: Abprod
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Coefficients9

Model

Unstandardized

Coefficients

Standardized

Coefficients

t Sig.

Collinearity Statistics

B Std. Error Beta Tolerance VIF

1 (Constant) -.004 .002 -2.047 .042

size .000 .000 .117 2.034 .043 .859 1.164

mtb 1.25E-005 .000 .051 .964 .336 .989 1.011

ni -.004 .001 -.187 -3.211 .001 .830 1.205

Sus -.001 .001 -.048 -.443 .658 .235 4.247

loca .000 .000 -.077 -1.283 .200 .776 1.289

Debt .000 .000 -.020 -.348 .728 .845 1.184

cl .117 .023 .287 5.051 .000 .872 1.146

locasus .000 .002 .020 .194 .846 .276 3.625

debtsus .000 .002 -.015 -.162 .871 .331 3.018

clsus .029 .084 .025 .340 .734 .514 1.945

a- Dependent Variable: Abprod

Collinearity Diagnostic*

Model Dimension Eiqenvalue
Condition

Index

Variance Proportions

(Constant) size mtb ni Sus loca Debt cl locasus debtsus Clsus

1 1 3.862 1.000 .00 .00 .00 .00 .01 .02 .02 .01 .00 .01 .00

2 2.272 1.304 .00 .00 .01 .02 02 .00 .01 .00 .02 03 .02

3 1.200 1.794 .00 00 01 .00 00 .03 .00 .22 .04 .00 .17

4 1.025 1.942 .00 00 00 .42 .00 .14 .00 06 .00 .00 .00

5 .912 2.058 .00 .00 94 .01 .00 .00 .00 .00 .00 .00 .02

6 .610 2.515 .00 .00 .03 .03 .00 .01 .13 .54 .05 .01 18

7 .416 3.048 .00 .00 .00 .15 .00 .47 .41 .05 .00 .03 .12

8 .346 3.339 .00 00 .00 .31 03 .27 .20 .10 .00 .03 .00

9 .220 4.186 .00 00 00 .00 .13 .00 .17 .00 .11 90 12

10 .135 5.351 .00 .00 .00 .02 .80 .04 .00 .01 .77 .00 37

11 .003 38 355 1 00 1.00 00 .03 .00 01 .06 00 .00 00 .00

a. Dependent Variable: Abprod

Residuals Statistics1

Minimum Maximum Mean Std. Deviation N

Predicted Value -.0028037 .0066474 -.0000003 .00102244 319

Std. Predicted Value -2.742 6.502 .000 1.000 319

Standard Error of

Predicted Value
.000 .002 .000 .000 319

Adjusted Predicted Value -.0053040 .0113423 -.0000170 .00117343 319

Residual -.026922 .01697255 .00000000 .00263235 319

Std. Residual -10.065 6.345 .000 .984 319

Stud. Residual -11.098 7.304 .001 1.048 319

Deleted Residual -.032732 .02248600 .00001669 .00302854 319

Stud. Deleted Residual -14.304 8.019 -.004 1.190 319

Mahal. Distance 1.277 276.155 9.969 26.585 319

Cook's Distance .000 2.417 .017 .168 319

Centered Leverage Value .004 .868 .031 .084 319

a- Dependent Variable: Abprod
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Appendix 10

Output Regressions of Test Equation 3.9

Regression abnormal CFO

Variables Entered/Removed*

Variables Variables
Model Entered Removed Method
1 clsus, size,

mtb,
locasus,
ni, Debt, cl, Enter
loca,
debtsus,

I Sus

a- All requested variables entered.

b Dependent Variable: Abcfo

Model Summary6

Model

1

R

.102a

R Square

.010

Adjusted
R Square

-.022

Std. Error of

the Estimate
Durbin-

Watson

.07918824

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca
debtsus, Sus

b- Dependent Variable: Abcfo

ANOVAb

Model
Sum of

Squares df Mean Square
1 Regression

Residual

Total

.020

1.931

1.952

10

308

318

.002

.006

2.002

.324

Sic

975a

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca, debtsus, Sus
b- Dependent Variable: Abcfo
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Coefficients"

Model

Unstandardized
Coefficients

Standardized

Coefficients

1
B

(Constant) -.065

size .007

mtb 1.33E-005

ni .033

Sus .014

loca .008

Debt .005

cl .028

locasus -.013

debtsus -.004

clsus -.159

a- Dependent Variable: Abcfo

Std. Error

.060

.007

.000

.038

.043

.011

.010

.051

.047

2.491

Beta

-1.071

.057 .933

.002 .035

.054 .864

.037 .317

.046 .709

.030 .490

.002 .041

-.027 -.250

-.008 -.085

-.005 -.064

Collinearity Diagnostic*

Model Dimension
1

2

3

4

5

6

7

8

9

10

11

Eigenvalue
3.862

2272

1.200

1.025

.912

.610

.416

.346

220

135

.003

a Dependent Variable: Abcfo

Predicted Value

Std. Predicted Value

Standard Error of

Predicted Value

Adjusted Predicted Value

Residual

Std. Residual

Stud. Residual

Deleted Residual

Stud. Deleted Residual

Mahal. Distance

Cook'sDistance I
Centered Leverage Value I

a- Dependent Variable: Abcfo

Condition

Index

1.000

1.304

1.794

1.942

2.058

2.615

3.048

3.339

4186

5.351

38.355

(Constant)

.00

.00

.00

.00

00

.00

.00

.00

.00

.00

1.00

00

.00

.00

.00

.00

.00

.00

.00

.00

.00

1 00

Residuals Statistics1

.00

.01

.01

.00

.94

.03

.00

.00

.00

.00

.00

00

.02

.00

.42

.01

.03

.15

.31

.00

.02

03

Variance Proportions

Sus

.01

.02

.00

.00

.00

.00

.00

.03

13

.80

.00

loca

.02

.00

.03

.14

.00

.01

.47

.27

00

04

.01

Minimum

-.0224641

-2.811

.007

-.0270933

-1.37965

-17.422

-17.540

-1.39839

-529.277

1.277

.000

.004

Maximum

.0243567

3.048

.074

1035871

.03300693

.417

.460

04013033

.459

276.155

.380

.868

Mean Std. Deviation
.0000003

.000

.012

.0002963

00000000

.000

-.001

-.000296

-1.605

9.969

.002

.031

.00799119

1.000

.008

.01010450

.07793320

.984

.991

.07922757

29.637

26.585

.022

.084

319

319

319

319

319

319

319

319

319

319

319

319

Sig.

.285

.351

.972

.388

.751

.479

.625

.968

.803

.933

.949

.02

01

00

.00

.00

.13

.41

20

.17

.00

06

.01

.00

.22

.06

.00

.54

.05

.10

00

.01

.00

Collinearity Statistics

Tolerance VIF

.859 1.164

.989 1.011

.830 1.205

.235 4.247

.776 1.289

.845 1.184

.872 1.146

.276 3.625

.331 3.018

.514 1.945

.00

.02

.04

.00

.00

.05

.00

.00

.11

.77

.00

147

debtsus

.01

.03

.00

.00

00

.01

.03

.03

.90

.00

.00

clsus

.00

.02

.17

.00

02

.18

.12

.00

.12

.37

.00



Normal P-P Plot of Regression Standardized Residual

Dependent Variable: Abcfo

Observed Cum Prob

Scatterpiot

Dependent Variable: Abcfo
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Regression abnormal discretionary expenses

Variables Entered/Removed1

Variables Variables
Model Entered Removed Method
1 clsus, size,

mtb,
locasus,
ni, Debt, cl, Enter
loca,
debtsus,
Sus

a- All requested variables entered.

D- Dependent Variable: Abdisexp

Model Summary13

Model
1 .335a

R Square
Adjusted
R Square

Std. Error of

the Estimate
.112 .084 .00197590

Durbin-

Watson

2.034

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b Dependent Variable: Abdisexp

Model

1 Regression

Residual

Total

Sum of

Squares

.000

.001

.001

ANOVAb

df

10

308

318

Mean Square
.000

.000

3.899

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca, debtsus, Sus
b- Dependent Variable: Abdisexp

.000a
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Coefficients9

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity Statistics
B Std. Error Beta Tolerance VIF

1 (Constant) .001 .002 .640 .523
size -7.6E-005 .000 -.025 -.428 .669 .859 1.164
mtb -3.3E-006 .000 -.018 -.340 .734 .989 1.011
ni .001 .001 .043 .735 .463 .830 1.205
Sus .000 .001 .012 .108 .914 .235 4.247
loca .000 .000 .055 .894 .372 .776 1.289
Debt .000 .000 -.074 -1.264 .207 .845 1.184
cl -.102 .017 -.342 -5.948 .000 .872 1.146
locasus .000 .001 -.028 -.274 .784 .276 3.625
debtsus .000 .001 .027 .287 .774 .331 3.018

| clsus .062 | .062 .075 .998 .319 .514 1.945

a- Dependent Variable: Abdisexp

Collinearity Diagnostic*

Model Dimension Eigenvalue
Condition

Index
Variance Prooort ons

(Constant) size mtb ni Sus loca Debt cl
3.862 1.000 .00 .00 .00 .00 .01 .02 02 .01 .00 .01 .00
2272 1.304 .00 .00 .01 .02 .02 .00 .01 00 02 .03 02
1.200 1.794 .00 .00 .01 00 .00 .03 .00 .22 .04 .00 17
1.025 1 942 .00 .00 .00 .42 .00 14 .00 .06 00 .00 .00

912 2058 .00 .00 .94 01 .00 .00 .00 .00 00 .00 02
.610 2.515 .00 .00 .03 .03 .00 .01 .13 .54 .06 .01 .18
416 3048 .00 .00 .00 .15 00 47 .41 .05 .00 .03 .12

.346 3.339 .00 .00 .00 31 .03 .27 .20 .10 .00 .03 .00
220 4.186 .00 .00 .00 .00 .13 00 .17 OO .11 .90 12

11

.135 5.351 .00 .00 .00 .02 .80 .04 .00 .01 .77 .00 .37

.003 38.355 1.00 1.00 .00 .03 .00 01 .06 00 .00 .00 00
a Dependent Varia ble: Abdisexp

Residuals Statistics9

Minimum Maximum Mean Std. Deviation N
Predicted Value -.0059101 .0006686 .0000001 .00069187 319
Std. Predicted Value -8.542 .966 .000 1.000 319
Standard Error of
Predicted Value .000 .002 .000 .000 319

Adjusted Predicted Value -.0076042 .0030516 .0000063 .00079020 319
Residual -.020600 .01321268 .00000000 .00194459 319
Std. Residual -10.426 6.687 .000 .984 319
Stud. Residual -12.000 7.373 -.001 1.066 319
Deleted Residual -.027292 .01606418 -.000006 .00230851 319
Stud. Deleted Residual -16.418 8.112 -.013 1.262 319
Mahal. Distance 1.277 276.155 9.969 26.585 319
Cook's Distance .000 4.253 .021 .247 319
Centered Leverage Value .004 .868 .031 .084 319

a- Dependent Variable: Abdisexp
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Regression abnormal production

Variables Entered/Removed1

Variables Variables

Model Entered Removed Method

1 clsus, size,
mtb,
locasus,

ni, Debt, cl, Enter

loca,
debtsus,

Sus

a- All requested variables entered,

b- DependentVariable: Abprod

Model Summary*

Model R R Square
Adjusted
R Square

Std. Error of

the Estimate

Durbin-

Watson

1 362a .131 .103 .00267474 1.949

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca,
debtsus, Sus

b- Dependent Variable: Abprod

ANOVAb

Model

1 Regression

Residual

Total

Sum of

Squares

.000

.002

.003

df

10

308

318

Mean Square

.000

.000

4.647

Sig.

.000a

a- Predictors: (Constant), clsus, size, mtb, locasus, ni, Debt, cl, loca, debtsus, Sus

b- Dependent Variable: Abprod
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Coefficients3

Unstandardized Standardized

Model

Coefficients Coefficients

t Sig.

Collinearity Statistics
B Std. Error Beta Tolerance VIF

1 (Constant) -.004 .002 -2.047 .042

size .000 .000 .117 2.034 .043 .859 1.164

mtb 1.25E-005 .000 .051 .964 .336 .989 1.011
ni -.004 .001 -.187 -3.211 .001 .830 1.205
Sus -.001 .001 -.048 -.443 .658 .235 4.247

loca .000 .000 -.077 -1.283 .200 .776 1.289
Debt .000 .000 -.020 -.348 .728 .845 1.184
cl .117 .023 .287 5.051 .000 .872 1.146

locasus .000 .002 .020 .194 .846 .276 3.625
debtsus .000 .002 -.015 -.162 .871 .331 3.018

I clsus .029 | .084 .025 .340 .734 .514 1.945

a- Dependent Variable: Abprod

Collinearity Diagnostic*

Model Dimension Eigenvalue
Condition

Index
Variance Proportions

(Constant) size mtb ni Sus loca Debt cl
3.862 1.000 .00 .00 .00 .00 .01 .02 .02 .01 .00 .01 .00

2 2.272 1.304 .00 .00 .01 .02 .02 .00 .01 .00 .02 .03 02
3 1.200 1 794 .00 00 .01 .00 .00 03 00 22 .04 .00 .17
4 1.025 1.942 .00 .00 .00 .42 .00 .14 .00 .06 .00 .00 00
5 912 2.058 .00 .00 94 .01 .00 .00 .00 00 .00 00 .02

.610 2.515 .00 .00 .03 .03 .00 .01 .13 .54 .05 .01 .18
7 .416 3.048 .00 .00 .00 15 .00 .47 .41 05 .00 .03 .12

346 3339 .00 .00 .00 .31 .03 .27 .20 .10 .00 03 00
9 .220 4.186 .00 .00 .00 .00 .13 .00 .17 .00 .11 .90 .12
10 .135 5.351 .00 .00 .00 .02 .80 .04 .00 .01 .77 .00 .37
11 .003 38.355 1.00 1.00 .00 .03 .00 .01 .06 .00 .00 .00 .00

a Dependent Variable: Abprod

Residuals Statistics1

Minimum Maximum Mean Std. Deviation N
Predicted Value -.0028037 .0066474 -.0000003 .00102244 319

Std. Predicted Value -2.742 6.502 .000 1.000 319
Standard Error of

Predicted Value .000 .002 .000 .000 319

Adjusted Predicted Value -.0053040 .0113423 -.0000170 .00117343 319
Residual -.026922 .01697255 .00000000 .00263235 319
Std. Residual -10.065 6.345 .000 .984 319
Stud. Residual -11.098 7.304 .001 1.048 319

Deleted Residual -.032732 .02248600 .00001669 .00302854 319
Stud. Deleted Residual -14.304 8.019 -.004 1.190 319
Mahal. Distance 1.277 276.155 9.969 26.585 319
Cook's Distance .000 2.417 .017 .168 319
Centered Leverage Value .004 .868 .031 .084 319

a Dependent Variable: Abprod
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