CHAPTER Il

RESEARCH METHODOLOGY

This study applies an event study method by using a sample comprised of firms
listed on the SET. This chapter presents the research methodology applied in this study. It

consists of method, variables, models, as well as data and data sources.

3.1 The Method

Studies investigating the information content of cash flows information typically
apply the regression analysis method (e.g. Bowen et al., 1987; Bernard and Stober, 1989;
Livnat and Zarowin, 1990; Jenning, 1990; Ali, 1994; Clubb, 1995; Biddle et al., 1995) to
quantify the association between abnormal stock return and unexpected cash flows
measures. Consistent with previous research, the present study uses the regression analysis
method for testing hypotheses on a cross-sectional hasis.

However, a long window association study applied by prior studies cannot detect
whether an accounting number conveys useful information to the market. In order to detect
such implications of accounting number, | use the event study method suggested by Watt
and Zimmerman (1986) and Beaver (1998) (about the method detecting the information
content of accounting numbers).

The event study method performs an investigation of whether the release of

accounting information has an impact on security prices. If the accounting information is
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meaningful as new information to the market, the security prices will significantly response
to itatthe time of the announcement.

However, the released accounting numbers may not be new information as a
whole. Some parts of such numbers might be expected by the market (for example, earnings
and cash flows). Therefore, the market will react to the release of such numbers if it
conveys new information that not already is reflected in security prices. The coefficient from
a regression of abnormal security returns on unexpected accounting numbers surrounding the

announcement can be used as a measure of the market reaction to these numbers.

3.2 The Model

The present study investigates whether cash flows convey incremental
information to the market. | examine the association between CAR and cash flows measures
during the period of quarterly reports announcement (the event study). Then, given that
earnings is the primary source of information affecting future cash flows for investors (Lev,
1989), I investigate the incremental information content of cash flows beyond earnings.
Further, | examine the effects of three factors as discussed above on the incremental
information content of cash flows beyond earnings.

The basic linear model of the incremental information content of cash flows and

earnings can be written by following.
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CAR, =y0+y\UE +ylucfo,+ (12)
Where:
CAR}p = cumulative abnormal returns on common stocks of firm i during
announcement period t
UEIt = unexpected earnings in period t for firm i
UCFOit=unexpected net cash flows from operating activity in period t for firm i
t = errorterm for firm iin period t
According to the basic accounting identity UE — UCFO + UA, where UA
denotes unexpected (total) accruals, the incremental information content of CFO beyond
earnings can be investigated by performing the test on y\(test by y\ =0). y\ 0 implies
that the two components of earnings (CFO and total accruals) are valued unequally by
investors. In contrast, the incremental information content of earnings beyond CFO is tested
using the coefficient y\, which indicate whether total accruals make a contribution to
earnings.
Further, I incorporate two other reported cash flows (i.e. CFl and CFF) into the
analysis. | use a dummy variable approach in order to test the impact of the firms’
characteristics on the incremental information content of cash flows beyond earnings. As a

result, the general model underlying my tests of each hypothesis can he written as follows:
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CARIt= + Df+ £1+ CFO,1+ CFl, + CFFit
+ £1Df + CFO,Df + CFluDf + CFFID1 +

where,  UCFIit= unexpected net cash flows from investing activity in period t for firm i
UCFFit="unexpected net cash flows from financing activity in period t for firm i

Dfisa dummy variable which takes the value of one or zero

3.3 The Variables

3.3.1 Dependent variable

This study uses 4 periods of cumulative abnormal returns, those are
CARs computed on the announcement date (CAR(), over the day before the announcement
date and on the announcement date (CAR_10), over the announcement date and the day after
the announcement date (CARO+) and over 3 days around the announcement of quarterly
reports (CAR 1+). Each measure is used as a dependent variable in the present study. An
abnormal return, rather than a raw return, is used because using only the firm-specific retom
component (i.e. after adjusting for the return on the market portfolio) can enhance the power
in testing the information content of accounting information (Kothari, 2001). The abnormal

returns are obtained by the following procedure.
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3.3.1.1 Actual returns

This study uses the daily return index (RI) of the Data Stream in
computing stock returns and cumulative abnormal returns over the announcement periods.
The RI shows a theoretical growth in value of a share holding over a specific period,
assuming that dividends are re-invested to purchase additional units of equity at the closing

price applicable on the ex-dividend date;

RI,=RI_* PL (14)

1-1

except when t is ex-date ofthe dividend payment Dt, then:

P+D
RI, =RI_ #1111

-1

Where:

RIt = return index on day t

RIt1 = return index on day t-1

Pt = price on ex-date

PH = price on previous day

Dt = dividend payment associated with ex-date t

The calculation ignores tax and re-investment charges. Gross

dividends are used and adjusted closing prices are used to establish the price index (and

hence return index).



3.3.1.2 Abnormal returns

To determine an abnormal return for a period, an estimate of
the expected retom is required. The present study uses the traditional market model to

define the expected return and the abnormal return during periods by the following

procedure.
(a) Estimating the market model parameters by OLS
regression:
R, =ai+PiRM1+ £l (16)

where:

R = taffyRU

RM, = In(SI/SIH)

t = <60, -1 (i.e. 60 days before announcement period)

St = random disturbance for firm i on day t

SIt= marketable security price index (estimated by SET price index) on day t
SIt1= marketahle security price index (estimated by SET price index) on day t-1
(b) For any firm 1, using the parameters from the estimation
period (i.e. & ( and Pi), where the parameters are assumed to be constant during the test
period, to compute the daily abnormal return as following:
ARn=R1l- (al+p,RMt) (17)

where, ARitis an abnormal daily return for firm i on day t.
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33.13  Accumulating of abnormal returns over announcement periods
The cumulative abnormal returns (CARs) around the announcement

are computed for firm iby follow:

N
CAR, =[]+ 4R,)-1 (18)

=1

where: CAR1#t = cumulative abnormal return for firm i surrounding an announcement period t
N = number of days relating ofa window of interest

The main purpose of this study is investigation of the impacts of a
release of accounting information (earnings and cash flows). The previous studies on the
reaction ofthe SET on earnings announcement show that the stock prices significantly react
to the new information in three days surround an announcement, i.e. the day before an
announcement, the announcement day and the day after an announcement (Nimnaul
Keorath, 1996; Pimpana Srisawasdi, 1996). So, this study performs the analysis regarding

three days surrounding the announcements.

33.2 The independent variables
All of the cash flows variables of the present study are taken from the
quarterly cash flows statements. The various cash flows variables are:
1 CFO ismeasured as net cash flows form operating activity
1 CFlismeasured as net cash flows from investing activity
1 CFF is measured as net cash flows from financing activity

' Earnings are measured as net income before extraordinary items
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3.3.2.1 The expectation model of earnings and cash flows measures

A part of the information in reported earnings and reported cash
flows is already reflected in stock prices due to the expectation of investors regarding
previous information. The unexpected earnings and cash flows are new information that the
market receives at the time of the announcement of reported earnings and reported cash
flows. The stock prices should react only to the new information of the release. Previous
studies provide evidence consistent with the idea that the market reacts on new information
releases only, with impact to earnings announcements (e.g. Ball and Brown, 1968; Beaver,
1968; Foster, 1977; Nimnaul Keorath, 1996; Pimpana Srisawasdi, 1996) and cash flows
(e.g. Wilson, 1986 and 1987; Bernard and Stober, 1989). As a result, an expectation model
is constructed in order to measure new information released via announcements of earnings
and cash flows. In the literature, earnings forecast models are derived using two
approaches; the technical forecasting model and analysts forecasts. The technical
forecasting model is derived based on a statistical model (mathematics), for example, Box-
Jenkins Model, Seasonal Model, Non-seasonal Model. Analysts forecasts are estimations of
earnings and cash flows, that the analysts of financial institutions prepare and release to the
public through media, such as the Wall Street Journal.

Previous research regarding the return-earnings association presents that the
analysts forecasts provide the best accurate expectation model whilst the Box - Jenkins

model is the best of technical forecasting models (Ball and Watt, 1972; Foster, 1977).
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However, there is no existing official analysts forecasts for the firms at the SET that can be
(reasonably) used as an expectation model of earnings and cash flows. Further, there is not
enough historical quarterly data for the companies listed on the SET to perform the Box -
Jenkins model. As a result, I use a seasonal model in this study which is consistent with
prior studies using data from the SET (Nimnaul Keorath, 1996, Pimpana Srisawasdi, 1996).

However, a simple random walk expectation model of earnings and cash flows
measures is widely supported by the literature (e.g. Bowen et al., 1986; Raybem, 1986;
Livnat and Zarowin, 1990; Biddle et al., 1995) as an efficient expectation model for
estimating the expectation of earnings and cash flows information. Therefore, the present
study uses a simple seasonal random walk model to measure the expectation of earnings and
cash flows that can be expressed as follows.

E(x ] = X . (19)

Where; E(.) = expectation of earnings or cash flows

Xmt=earnings or cash flows measures ‘m’ for firm iin quartert

m = Earnings, CFO, CFI, and CFF

3.3.2.2 The measure of types of a firm

The present study uses the ratio of market to book value of equity at
the end of previous period (hereafter MVEtIBVELY] as a measure of firm’s current type.
This is consistent with prior studies regarding components of cash flows (Kerstein and Kim,

1995; Charitou et al., 2001). The market value of equity is computed as follows.
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MVE = CLOSP x SHAREO (20)
where:

MVE

the market value of equity at the end oftrading quarter

CLOSP

last closing price of the quarter
SHAREQ = number of share outstanding at the end of quarter

The MVE/BVE calculated at the end of the previous quarter (i.e.
quarter t-1) is a measure of growth/value firms for quarter t. The quarter-observations are
categorized into growth and value stocks based on MVEtYBVEt1 with respect to the
median. As a result, the first portfolio, which is the group with the lowest values of
MVEtYBVEtY is surrogated for the value stocks while the last portfolio, which is the
group with the highest value of MVELIBVELL is surrogated for the growth stocks.
However, note here that the classification of firms” types is subjected to characteristic ofthe

sample ofthis study.

3.3.2.3 The measure of transitory of earnings

Transitory of earnings is classified as low and high levels. It is
measured based on prior studies (Cheng et al.,1996; Charitou et al-,2000 and 2001), as the

absolute change in earnings deflated by market value of equity at the beginning of the

periods, denoted by \EM—\?% . Then, all of the quarter-observations are classified into 2

groups with respect to the median. The first (last) group that has lowest (highest)
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VVET stands for the low (high) transitory of earnings. As a result, the classification of

earnings transitory is also subjected to characteristic of the sample of this study.

3.3.2.4 The measure of CFI/CFF ratio

The CFI/CFF ratio examined in this study is measured from net
cash outflows from investing activities scaled by net cash inflows from financing activities.
In order to economically interpret this ratio regarding firms’ capital flexibility as discussed
in section 2.3.2.3 above, this study examines only the cases of a negative net cash flow of
investing activities (i.e. net cash outflows) with a positive net cash flow from financing
activities (i.e. net cash inflows). Then, examining the negative net cash flow of investing
activities by its absolute value to earn the positive value of the ratio in order to facilitate the

determination of events, i.e. less and more than one values ofthe ratio (see section 2.3.2.3).

3.4 Data and Data Sources

The data (of market information) used to measure the dependent variable (i.e. Rl
and SI) are extracted from the Data Stream. Data regarding financial information of firms
are obtained from the annual financial statements of the firms in I-SIMS CD-ROM. Cash
flows measures are taken, from the Statements of cash flows.

The sample consists of companies listing on the SET, that meet the following

criteria;
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1 Those are non-financial and non-insurance firms due to the unique type of
businesses and some specific legal acts, e.g. acts of the Bank of Thailand.

1 All required data are available on the Data Stream and on the Listed
Company Info and I-SIMS CD-ROM during the second quarter of 1998 to
second quarter of 2001, This restriction is produced to ensure availability of
data. This period is required because the quarterly Statement of Cash flows
is mandated for firsttime in the second quarter of 1998.

I Have no announcements of other information during the announcement ofa
quarterly financial report.

B A December firm (i.e. company applying a fiscal year ended of 314

December). This condition intends to enhance comparability among firms.

3.5 The Expectation of Results

This section presents the regression model used to test hypothesis discussing in

previous section and inclusive with the expectation of results.

35.1 The incremental information content of cash flows beyond earnings

The following regression model is used to test hypothesis HI.
CAR, =Pi+p\WUE, +p\UCFOuU+PIUCFI,1+p\UCFF1+ 1 (T-I)
Cash flow is the primitive concept of discounted dividend valuation

model because dividends are normally paid in cash. CFO, then, is the indicator of investors’



72
future cash flows that will be received in term of cash dividend. As a result, CFO
information has implication to stock pricing. Further, earnings are argued on its
manipulation that CFO plays a role of alternative information in predicting the firms’ future
cash flows. Therefore, | expect that p\ has a positive sign.

From a theoretical perspective, there is a perception that investments generally
lead to a good opportunity for a firm to generate income, as an increase in investments is
related to higher future cash flows of a firm, and then increases the firm’s value (McConel
and Muscarella, 1985; John and Mishra, 1990; Livnat and Zarowin, 1990; Kerstein and Kim
1995). Smith (1990) comments on the investors’ interpretation of investments of a firm, that
under the information disparity between managers and potential investors, investors
interpret increases in investment as a positive change in implied cash flow (that they react
favorably), while decreases in investment are perceived as negative. The empirical  dies
indicate that announcements of increased capital expenditure are concurrent with increased
stock prices, and by contrast, announcements of decreased capital expenditares are
following by declining stock prices (McConnell and Muscarella, 1985; Kerstein and Kim,
1995). Further, the evidence by Livnat and Zarowin (1990) and Kanokporn Naririuptee
(2000) indicate that the total amount of cash flows from investing activities are value
relevant, and investors perceive net cash outflows from investing activities (net negative
CFI) as good news. Therefore, I predict a negative association between UCFI and CAR that

is indicated by a negative sing of P i.
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Prior studies provide inconclusive evidence about the information containing in
financing activities. Theoretical and empirical studies suggest that stock markets react
negatively to issuances of equity (e.g. Ross, 1977, Myers and Majluf, 1984; Miller and
Rock, 1985; Asquith and Mullins, 1886; Masulis and Korwa, 1986; Mikelson and Partch,
1986; Jarukitsopa, 2001). Debt issuances, however, have inconclusive predictions regarding
the stock price response. On the one hand, debt issuances lead to a transfer of wealth from
firms” bondholders to firms’ stockholders, as a positive stock price response is predicted
(Black and Scholes, 1973). Further, debt issuances are costly signals of managers to inform
the market about the high quality of the firms that a positive stock price response is
expected (Ross, 1977). On the other hand, debt issuances convey bad news about future
cash flow and earnings of the firms, that will be perceived negatively by the stock market
(Miller and Rock, 1985; Dann and Mikkilson, 1984; Eckbo, 1986; Mikkelson and Partch,
1986; Fama and French, 1998). The evidence of cash flows information indicates a positive
association between stock returns and unexpected net cash flows from financing (Livnatand
Zarowin, 1990; Clubb, 1995; Garrod and Hadi, 1998). For evidence from the SET, the stock
issuances are consistent with stock price decreases (Intuthipawan, 2000; Jarukitsopa, 2001)
which suggest a negative association between stock returns and cash flows from stock
issues. In contrast, Kanokpom Narktubtee (2000) shows a positive association between
stock prices and net cash flows from financing. Overall financing might be subject to the

proportion between debt and equity or subject to the contextual effect such as growth
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opportunities of firms. Nevertheless, according to the results of Kanokpom Narktubtee
(2000), that reveals the favorable reaction to overall financing of firms in the SET, | predict

a positive association of CFF and CAR or that P| has a positive sign.

352 The impact of transitory of earnings on the incremental
information content of cash flow beyond earnings
According to equation (13), I allow a dummy variable to stand for two
stages of the transitory of earnings in order to test its impact on the stock market reaction to

earnings and cash flows. The regression model used to test this impact is written as follows;

CAR, =Pl +Pl *Det + p\UE, +PluCFO, +PIUCFI, + PJUCFF,
+PIUE, *Det +pfuCFO,, *Det+ PIUCFI1 *DET (T-2)
+pIUCFF,, *Del+ £l

where: DET= a dummy variable which takes a value of 1 for high transitory of earnings and
0 otherwise

The transitory of earnings hypothesis can be supported if Pl has a
negative sing and P has a positive sign. The CFI and CFF play a role of alternative
information in order to predict a firm* future cash flows. Lips (1990) indicated that
alternative information mitigates the return-earnings relationship. Therefore, when earnings
have high transitory the investors might rely on the other relevant information than when
earnings have low transitory. CFl and CFF should play a larger role of additional relevant
information in the existence of high transitory of earnings. For this expectation, | predict

that P| has a negative sign and P | has a positive sign.
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353 Theimpact of firm types on the incremental information content of
cash flow beyond earnings
| classify firm types into growth stocks and value stocks by the market-
to-hook, value as discussed in section 2.3.22. The following model is used to test the effect

of firm types on the relationship ofreturns and earnings and cash flows.

CAR, =Pi+Pi*Dtp+PIUEL+PIuCFOL+ p\UCFIit+ PIUCFF
+P\UEL*Dtp+ PIUCFO,, *D7 + plUCFI}* D1, (T-3)
+PIUCFF1*D1T +£]

where:
Dtp = dummy variable takes a value of 1 for growth stock and 0 otherwise

For the growth stocks, there could he the existence of high persistent
earnings while low persistent CFO. That is because these firms have increases in sales and
are typically concurrent with an increase in receivables. As a result, operating cash flows
lag sales. Further, as sales increase, the firm purchases additional inventory in order to
support the expected future sales, but the inventory cost is recorded (in accrual basis
accounting) when goods are sold. Thus, the cash outflow for inventory leads the cost of
goods sold. However, the increases in payables and accrued liabilities typically coincide
with increased sales, which, therefore, partially offset the increases in current assets and
reduce the lag between CFO and earnings. Anyway, those effects of the increase in sales
have different magnitudes, as current assets are likely to grow more rapidly than current

liabilities for supporting the rapid future growth (Ingram and Lee, 1997). As a result, CFO
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highly fluctuates period relative to earnings during growth periods. Further, the growth
stocks imply that firm values consist of high growth opportunities (Myers, 1977), that might
include intangible assets; for example, patents, good will that are disposed or amortized
through the accrual accounting but not for cash accounting. So, CFO might not be a good
proxy for the future cash flows of these firms due to the limitation of timing and matching
of the cash basis. In contrast, the firm’s value of the value stocks consists of assets in place
rather than growth opportunities. CFO might be a good proxy for future cash flows since the
timing and matching problems are not severe. Hence, CFO might play a role of alternative
information to provide higher incremental informativeness to earnings in value stocks than
growth stocks. Therefore, I expect that CFO conveys higher additional information about
future cash flows in the value stocks than the growth stocks or that Pi has a negative sign.
Also | predict that earnings should have superior additional information content beyond
cash flows in growth stocks than value stocks, i.e. Pi should have a positive sign.

CFI provides information about future cash flows that will be generated
by new investments. While earnings and CFO provide information about future cash flows
of firms that will be generated from assets in place, CFI, thus, could contain information
useful for setting stock prices incremented to earnings and CFO. However, if firms are
making new investments in growth opportunities, the projects are expected to have positive
net present value while if managers do not act in the best interests of shareholders but act

for their self interests, the new investments would be negative net present value projects
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(Amihud and Lev, 1981; Berger and Ofek, 1995; Charoenwong et al., 2001). The market
might interpret new investments signals regarding firms’ growth opportunities. Ifthe market
is aware of firms’ growth opportunities, it should response to the higher-than-expected
investment announcements of the good growth opportunity firms with a positive sign, while
responding with negative sign for bad growth opportunity firms (John and Mishra, 1990;
Anthony and Ramesh, 1992). By assuming that the market knows the firms’ growth
opportunities (Lakonishok et al., 1994), | expect that the stock price responses for higher-
than-expected CFI of growth stocks will be more positive than value stocks, and vice versa
for lower-than-expected CFI. Asa result, | predict that P.i has a negative sign.

CFF reveals the ability of firms to obtain additional funds and the obligations
that the firms need to pay cash for recovering interests, principals, or dividends in the
future. For the growth stocks, firms are growing in sales and assets (Lakonishok et al.,
1994), and those firms typically need to finance additional funds. Hence, an increase in CFF
would be positively reacted by the market. In contrast, for the value stocks, where the
market perceives that they have low growth opportunities will be less positively reacted by
the market for increases in CFF, because it reveals that the firms have more obligations to
recover by cash. Consequently, if the firms cannot generate cash enough to recover, those

firms will get in financial distress. Since the low growth opportunity firms have higher risk
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in cash generating ability than high growth opportunity firms, the market should react more
favorable to increases in financing of the growth stocks than the value stocks that is

indicated by a positive sign of P i.

3.5.4 The impact of CFI/CFF ratio on the incremental information content
of cash flow beyond earnings
The impact of CFI/CFF ratio is tested by allowing a dummy variable of
equation (13) for a value of CFI/CFF ratio, due to its economic interpretation as discussed

above. The regression model using to test this impact is as follows:

CAR, =Pi +P| *D(RHCF+ PIUE,, + PIUCFQ,, +p\UCFI, + PtUCFF
+ PtUE, *DCFCA-+p*UCFOu* .1 ,1+PIUCFIit * DCFCHF (T-4)
+ PIUCFFu *Dcficff + £1

where, DCFLF = dummy variable which takes a value of 1 for firms that have CFI/CFF

ratio excess 1, and 0 for a ratio less than 1

The CFI/CFF ratio represents the sources of funds used for investments
during a period. A ratio in excess of 1 (CFI>CFF), implies that the investments of the period
have been financed by internal sources rather than external sources of funds. In contrast, a
ratio less than 1 (CFF>CFI) reveals that the company has used a part of their funds from
external financing in non-investing activities. Thus, the ratio larger than 1 (less than 1)
indicate the relatively higher (lower) capital flexibility and the better (worse) managing of
sources and uses of funds. As a result, the firms with the ratio excess of 1 might be

perceived as the better companies comparative to the firms with the ratio less than L.
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These economic interpretations of the CFI/CFF ratio might convey relevant
information to the market in order to interpret the information of individual CFI and CFF as
well as earnings and CFO. I expect that Pi should take a positive sign due to the better
(worse) management of funds. In the case of the firms with the ratio less than 1, CFO
should be more positively reacted by the market relative to the firms with the ratio excess of
1 due to the lack of capital flexibility that the firms need to generate CFO in order to avoid
the financial distress if some unexpected events occur. Hence, | expect that Pi has a
negative sign. The investment funding by internal sources of funds should have a more
favorable reaction by the market than the external funding, ie. Pi is expect to have a
negative sign. Further, the market might favor the using of funds from financing activities in

investment activities more than in other activities. So, I expect that P i has a positive sign.

3.5.5 Joint impacts of the determinants of incremental information content

of cash flows beyond earnings
The joint impacts are investigated in this study by adding multiplicative
terms regarding the interaction between the two and three qualitative (dummy) variables. As
a result, four models are formulated by adding interaction dummies (multiplicative of the
two variables). The first three models are used to analyze the interaction effect of a pair
factor; models T-5 for the joint impacts of transitory of earnings and types of stock, T-6 for

the joint impacts of earnings transitory and CFI/CFF ratio, and T-7 for the joint impacts
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between types of stock and CFI/CFF ratio. The last model (T-8) is used for the test of

interaction effects of all three factors. These models are presented as follows.

CARL=PO+pl*DW+p2D7p+p3D77DT

+p\UE, +PtUCFOL+PIUCFI1+p7 CFF1

+PIUE,' *Det + PIUCFO,, *Det + PIUCFI1 *DET + PIUCFF,, *DET (T 5}
+PIUE, *Dtp + PIUCFOit*D,, + PIUCFI, *D7 + P IuCFF,1* D1

+Plue, *DETCITP+PIUCFO,, *DITD T,

+PIUCFI,, *D7IDT, + PIUCFF, *D77D T, + 81

Where, all variables are denoted as previously. Asaresult, P i, P i, P i,and Pi are the

differential effects ofbeing a growth firm with high transitory of earnings.

CAR, =PIl +PI*D77+PiD7,+PiDTIDT,

+ PIUE, + PIUCFO,, +PIUCFI, +PluCFF,

+PIUE, *D77+PIUCFO, *D7.+PIUCFI1*D77 + PIUCFF, *DT7 (T 6}
+PIUE,, *DcTe77 + PIUCFO,, *DCFE77 + PIUCFI,, * DcTICH

+PIUCFF, *Da ,. +PIUE1*D7.Dc7ICH+ PIUCFO,, *DETDCrlc77

+ PIUCFI,, *DetDcfic77 + P lu CFF,, * OET 'dfiCFF + £it

Where, all variables are denoted as before. Coefficients P 1, P I, P |, and P | are the
differential effects of being a firm with high earnings transitory and the ratio of CFI/CFF is
EXCess One.

CAR, =PI +PI*Djp +PICTRF PiCTpUcHCHF

+Plup, +p]JUCFQt+PIUCFI +PJUCFF,
fRUjF. * +RInrFO *D _+Ri JCFJ *D..+(CJCFF *il...

+Plup, *D7Dc7777+PIUCFQ * DrpDerrit
+PIUCFI[*D PDcTc77+PIUCFF*D D777+ 8U

Where, all variables are denoted as previously. Coefficients P I, P I, P 1,and P | arethe

differential effects of being a growth firm with CFI/CFF ratio excess one.



CARj =p0+Px ET+P2Drp+P3 CFICFF*P\ EATP CFICFF

+tfUE, +fiUCFQ +fiUCFI+PlueF%

+ fivi* T+PIOUCFQ *Det+PIJJCFI *Det+PIUCFP *Det

+PnUEU* TP+PUUCFQ * TP+PISUCFI *Dtp+pf6 CFp *Drp (T-8)
+P\ Pt* CHOF+PW&UUFQ* CHCH+P9  \t* CACH+PIJUUFpt* cFef

b COFF+PnUCUQL* | TP CHOF
+&UCFI* ET TP CHOF+PuUCFp * DETDTpDCFICFF+£

Where, all variables are denoted as above. Coefficients p\x, P12, /7.,, and ... are the
differential effects of being a growth firm with high transitory of earnings and the ratio of

CFI/CFF Is excess one.
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