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ABSTRACT

This paper examines the relationship between the timing of eanings annourcement and the diredion and
magnitude of earnings for more than 2482firm-yeas in the BursaMalaysia. The results confirm that CEOs time
their earnings annourcement based onthe diredion and magnitude of the unexpeded eanings. CEOs annource
eanings ealy for positive unexpeded eanings, and delay the annourcement for negative unexpeded eanings.
The market reads to the timing of the aanourcement acordingly. These findings are relevant and useful to
judge cmpany performance by observing the annourcement date of the mwmpany, espedally those that perform
lessthan satisfadorily in anticipation o bad news release from these firms.
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INTRODUCTION

The theory of eanings conservation and management, that is, whether bad news in financial
statements is captured faster than good rews, has been a relevant study in acourting and
finance Timing the disclosure of information has becme an important deasion to be made
by the dhief exeadtive officers (CEOs) of listed firms. While CEOs may want an ogtimal
disclosure time, it is questionable whether this timing strategy is effedive for eanings
annourcement. Earnings annourcements have been widely accepted as highly regular and
predictable events. The annourcement effeds have been proven to be strongly correlated
with share price revaluation. On the other hand, the Efficient Market Hypothesis has also
postulated that “timing” per se canna affed seaurities prices, as al i nformation including
timing is aready imbedded into the seaurities prices prior to the date of annourcement.
However, eanings conservation and management appea to be a common padice of
financia reporting. Indeed, regulators and standard setters have expressed strong concern
over its widespread pradice The Malaysia Accourting Standard Board (MASB) has dated
that firms must annource their earnings within atime frame from their financial yea-ends.
Evidence has iown that firms normally annource their eanings on an average of three
months after the financial yea-end.

The history of formal financial acourting and reporting in Malaysia is fairly short
when compared to the more devel oped ecnamies, spanning a period d only threedecales.
The development and advancement of acournting standards only began in the late 197Gs,
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and most of the goproved standards wereinitially mere adoption d International Accourting
Standards (IASs). While some improvements were naticeale in recent yeas, the airrent
reporting pradices are largely based on and strongly influenced by statues, such as the
requirements of the Companies Act and the Kuala Lumpur Stock Exchange (KLSE) or
Bursa Malaysialisting requirements. As sich, nd much has changed over the yeasin terms
of the reporting format and the disclosure pradice Nevertheless many listed companies
were recantly fined by Bursa Malaysia for delayed dsclosure and their names pulished in
locd newspapers. Is this a new development in efforts by Bursa Malaysia to improve
corporate mvenant, or is it due to improvement in earnings management by public listed
companies?

This paper examines the ‘timeliness effed” in terms of the duration d the
annourcement from the financial yea-end, and their respedive unexpeded eanings and
share price revaluation. Unexpeded eanings are the adual eanings less the expeded
eanings cdculated from the previous yea's earnings using the naive model. The findings
are important to settle the issue that the diredion and magnitude of the unexpeded eanings
are relevant parameters as reported by Cheng et a. (2001). The authors provided evidence
that investors in Bursa Malaysia revalue firms share prices in terms of diredion and
magnitude of their eanings, sometimes by as much asone isto one magnitude.

LITERATURE REVIEW

Studies on eanings management using timing behavior have been carried ou widely
including the United States (Basu, 1997 Lara d a., 2005, the United Kingdom,
France, Germany (Lara and Mora, 2004 and China (Haw et a., 2000.

Chen and Mohan (1994 surveyed 3,090 companies to determine whether managers
placal much significance on the timing of earnings annourcement. They reported that about
half of the firms maintained a fixed earnings annourcement schedule, whereas another half
adjusted their annourcement dates. Firms that varied their annourcement timing
reported that unexpeded eanings levels have the most impad on the timing of their
dedsion. Lower-than-expeded eanings or negative unexpeded eanings were more likely
than higher-than-expeded eanings to prompt a dange in timing. These findings are
important in empirica reseach on timing of annual reports, espedally studies on why
managers behave in amanner contradicting the dficient market theory.

Sinclair and Yourg (1991 examined the association between the timeliness of half-
yealy report for Australian firms and the e&onamal stock price behavior aroundthe time of
the annourcement. Their results how that reports containing “good’ news were released
ealier than reports containing “bad” news.

Haw et al. (2000 studied the timelinessof annual report relesse and market readion to
eanings annourcement in China. They found that firms with good rews relessed their
annual reports ealier than firms with bad news, that is, firms with losses released their
annual reports late. They also olserved a significant price readion to annual eanings
annourcements for both ealy (good rews) and late (bad news) reporting firms. Their results
are onsistent with Chambers and Penman (1984 and Bagley and Fisher (1998 that firms
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unexpededly acceerate the release of good rews and dHlay the disclosure of bad news
relative to their previous reporting pattern.

Lara @ al. (2009 investigated the dfed of eanings management on the asymmetric
timeliness of eanings. They examined eanings conservation from a timing perspedive.
They interpreted conservatism as capturing acmurtants’ tendency to require ahigher degree
of verificaion for recognizing goodrather than bad newsin eanings.

The reasons CEOs behave in the manner reported in the &ove studies are passhbly due
to (1) the “stakehalder theory” and (2) “interna reporting hypathesis’. The “stakehalder
theory” suggests that in the asence of an oppaotunity to hide bad news, because of the
mandatory disclosure requirements, CEOs have turned to delaying their release (Watts and
Zimmerman, 1990. Alternatively, the “internal reporting hypaothesis’ maintains that CEOs
are concerned abou internal evaluation, which will affed their compensation (Kross 1982).
CEOs may require more time to prepare resporses, or annource it together with good rews
that come dong. The aove literature wmnfirms the timing behavior of the CEQs, bu thereis
little study on the subjed in Maaysia. This paper examines the timing behavior of
Malaysian firms which will hopefully asdgst regulators and standards stters to ered
appropriate rules and regulations for more transparency in reporting.

METHODOLOGY
Resear ch Design

This dudy is designed to determine whether the timing of eanings annourcements and
eanings changes aff ed the diredion and magnitude of stock pricerevaluation. The standard
event study methodwas applied in the study.

1. Analysis of Abnamal Returns

Sharpe's Market Model (Sharpe, 1963 was used as a standard genera equili brium
relationship for asst returns. Abnamal return (AR) is:

(1) AR = Rt — [0 + Bi R

where AR;; is the dnamal returns of firmi at timet. Ry = In (P/Py.1) and Ry = In (I¢/ lt.q),
where, in additionto terms already defined, Inis natural | ogarithm, P isthe stock price of the
firmi at timet, and |, refers to the market’ s compaosite index at time t. The market parameters
0; and i are estimated as ordinary least square regresson parameters over trading periods,
—60 months to —3 month relative to the aanourcement month. Returns are ajusted for thin-
trading bias using Fowler-Rorke’'s method (Fowler and Rorke, 1983. The resulting risk-
adjusted abnarmal returns of ead olservation at any time over the test window is added and
averaged acossall the observations to oltain the aithmetic average eonamal return (AAR).
The arerage dnamal returnsover t = 1to T isthen cumulated as:
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(2) CAR= i AAR

where, CAR isthe aumulative average eéonamal return and AAR;; is the average dnarmal
return for firmi at timet.

The acamulationis caried ou over apricereadionwindow of -50to +1(CAR 50), and
-1 to +1(CAR 1), consistent with other studies for testing the statisticd significance of the
returns (Cheng, et a., 2001 Arif et al., 1997.

2. Analysis of Unexpeded Accourting Earnings

Unexpeded eanings are momputed using the naive expedation model, which assumes that
the next period s expedation is $mply the aurrent period' s eanings. Thisis also consistent
with the design o the study to investigate the contemporaneous effed of price dange & a
point in time. Raw unexpeded eanings (RUE) are cmputed using the naive model:

©) RUE; = Eit — Ej-y

where RUE;; is the raw unexpeded earnings of firmi at timet and E;; iseaningsfor firmi at
time t. The unit normal variables are estimated as foll ows:

(4) SUE = RU Eit/G(UEi)

where SUE; is dandardized urexpeded earnings for firmi, and g is $andard deviation o
unexpeded eanings.

This transformation, which mitigates the dfed of changing variance or
heteroscedasticity on the variables, yields unexpeaed value of earnings variable aljusted for
volatility differences, og).

3. Analysis of Shift in the Earnings Annourcement Dates

This paper uses two measures on the dates of annourcement. The first measure (1) is the
days of annourcement from the yea-end dates (DY E) and (2) is the days of annourcement
from the mean annourcement dates, which is the unexpeded shift in eanings
annourcement dates (UAD).

Unexpeded shift in earnings annourcement dates are cmputed using current period' s
eanings annourcement dates less the previous period average annourcement dates. The
values are dther negative or positive, where negative means a shift to ealier annourcement
and paitive means a delay in annourcement. This is also consistent with the design of the
study to investigate the mntemporaneous effed of price diange & a point in time.
Unexpeded earnings annourcement dates (UAD) are computed as foll ows:
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©) UAD;; = AD;t — MADjt-1

where UAD;; is unexpeded annourcement dates for firm i at time t in days, ADj is
annourcement dates for firm i at time t in days, and MAD, iS average ainourcement
datesfor firmi at timet-1 days.

Resear ch M ethodol ogy
1. Groupng Stocks into Quartil es.

Grouping the data acording to urexpeded annourcement dates hel ps to reducethe dfed of
the disturbance term which is large in individual stocks. This leads to an increase in the
estimated t-test at group level. Grouping is one gproach that has been used to reduce the
errors-in-variables problem (Beaver et al., 1979 198Q 1987 Avriff et al., 1997.

The portfolios are set up initially by ranking all stocks acwrding to the magnitude of
their unexpeded annourcement dates (UAD). To form 4 quartiles, 25% of the stocks with
the highest UAD ranking are placel in the first quartile. The next highest 25% are aranged
in the second quartile, and so forth urtil the fourth quertil e which contain the last 25% of the
observations with the lowest unexpeded annourcement dates (UAD).

An independent sample test is then used to test the diff erence of means for the first and
the fourth quartile in terms of the days of annourcement from financial yea-end, the days of
annourcement from the previous mean annourcement dates, the raw unexpeded eanings,
the standardized urexpeded eanings, the CAR(50) and CAR (1).

The study includes cdculating the arrelation coefficients of the unexpeded earnings
and their respedive aénamal returns for samples that annource eanings ealy and samples
that annource eanings late. The magnitudes of the rrelation coefficients are compared for
any diff erences.

Hypotheses

The major hypathesis in this gudy is that firms unexpededly acceerate the release of good
news and celay the disclosure of bad news relative to their previous reporting pattern. The
abnamal returns will also vary acording to the dates of the annourcements.

Hypothesis1: Changes in the unexpeded eanings aff ed changes in annourcement
dates.
Null Hypothesis: p; = pa. (Where, p; is the mean annourcement
dates for quarter 1 firms, and 4 is the mean annourcement dates for
quarter 4 firms)
The null hypothesis is that there is no dfference in the mean
annourcement dates of quarter 1 and quarter 4 firms. The null
hypothesis is rejeded when the t-test for equality of means is
significant, that is, the unexpeded annourcement dates have
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different means for ealy eanings annourcement firms and late
eanings annourcement firms.

Hypothesis2:  Changes in annourcement dates aff ed the investors’ valuation d the
share pricein resporse to the unexpeded eanings.
Null Hypothesis: Correlation coefficients between eanings and
returns (p) = 0, and the t-test is insignificant.
However, if the correlation coefficients between earnings and returns
(p) is > 0 at 0.05 level, this will provide evidence that investors
revalue share prices in resporse to the changes in annourcement
dates.

Data

The data used in this gudy are from the Daily Diary, Investor Digest puldished by the Kuala
Lumpur Stock Exchange. The data wnsisting of daily, monthly stock prices, and eanings
annourcement dates were olleded from a random sample of 160 firms over the period o
January 1988to July 1997.From these firms, atotal of 2,482annual earnings annourcements
were olleded.

1. Earnings Annourcement

The sample period is from January 1988 to July 1997. During this period, no major
significant event happened in the Accourting Professon, except for:

a The revison d the Ninth Schedule of the Companies Act in 1985, which
spedficdly requires that a statement of source axd applicaion d funds be an
integral part of the financial statement; and

b. The establishment of Seaurities Commisson unar the Seaurities Commisson Act
1993, and the isauing of Policies and Guidelines on the isue/offer of seaurities in
Decamber 1995. The latter contains the corporate disclosure palicy, post-listing
ohli gations and ac@urting standards and valuation/revaluation d as<ts.

Therefore, the sample mlleded duing this period is considered to be “clean” enough
for analysis. An isaue of concern in colleding earnings data is the confoundng effea of
other information such as acaounting changes, merger propcsals, bonuses or restructuring
occurring at abou the same time & the eanings annourcements. This gudy seleded only
pure eanings annourcements for analysis eliminating observations confounded by the
above.
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2. Earnings Annourcements over January 1988to July 1997

The Kuala Lumpur Stock Exchange's Daily Diary eanings annourcement dates were
colleded for a randam sample of 160 firms over the period January 1988to July 1997.The
total sample cnsists of 2,482annwal eanings annourcements.

Table 1, column 2and 3,shows the monthly frequency distribution d the financial yea-
end for all the observations from 1988to 1997.The distribution shows that 50.26 had the
financia yea-end in Deceanber, followed by 25.%% in June, 12.26 in March and 9.26 in
January. Less than 5% of the firms had financial yea-end in the remaining months.
Comparing the frequency distribution with the adua frequency distribution in the KLSE
main baard (Table 1, column 6 and 7), the two dstributions are very close to ead ather.
Therefore, the sample is representative of the firms listed onthe KLSE main bcard.

Table 1. Monthly Frequency Distribution d Financial Yea-end
for al Observations from 1988to 1997

Financial Yea-endfor Total | Financial Yea-endfor .
Month Sample Test Sample KLSE Main Board
Number % | Number % Number %

Jan 226 9.1 38 8.9 33 7.4
Feb 6 0.2 0 0.0 3 0.7
Mar 304 12.2 29 6.7 58 13.0
Apr 91 3.7 5 1.2 18 4.0
May 28 1.1 5 1.2 4 1.0
Jun 638 25.7 61 14.2 85 19.1
July 32 1.3 3 0.7 7 1.6
Aug 54 2.2 5 1.2 7 1.6
Sep 59 2.4 4 0.9 10 2.3
Oct 34 1.4 8 1.8 3 0.7
Nov 13 0.5 5 1.2 2 0.5
Dec 1247 50.2 267 62.2 215 48.3

Total 2482 100.0 430 100.0 445 100.0

The frequency distribution o all caegories of earnings annourcement dates by yea and
by month is presented in Table 2, column 2, 3, 7and 8. There were 200 to 300
annourcements per yea. Generally most of the firms made their annourcement in March,
April, May, June and September, the reason keing that most firms have their financia yea
ending on 31" Decenber (see Table 1). Therefore they annourced their annual yea-end
results threeto four months after the financial yea-end, that isin March and April.
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Table 2. Frequency Distribution o Earnings Annourcements

Yea to Yea Basis Month to Month Basis
Yea | Total Sample Test Sample |Mornth| Total Sample Test Sample
Number % | Number % Number % | Number %

88 315 12.7 51 119 | Jan 49 2.0 4 0.9
89 226 9.1 48 11.2 | Feb 115 4.6 32 7.2
90 255 10.3 40 9.3 | Mar 289 116 | 171 38.9
91 221 8.9 41 9.6 | Apr 388 15.6 84 19.0
92 209 8.4 53 12.4 | May | 278 11.2 41 9.3
93 205 8.3 48 11.2 | Jun 267 10.8 10 2.3
94 209 8.4 39 8.9 | July 126 5.1 8 1.9
95 269 10.8 44 10.3 | Aug 149 6.0 20 4.6
96 259 10.4 39 9.1 | Sep 242 9.8 34 7.6
97 314 12.7 27 6.3 | Oct 116 4.7 14 3.2

Nov 92 3.7 7 1.6
Dec 71 2.9 5 1.2
Total 2482 100.0 430 100.0 2482 100.0 430 100.0

The Companies Act 1965requires all companiesto prepare and pubi sh audited financial
statement latest by six months after the financial yea unless pedal permisgonisgranted by
the KLSE. However, most firms annourced their results ealier and publli shed the financial
statement later. Table 3 shows the frequency distribution d the eanings annourcements after
the financial yea-end. The table shows that 41.0% annourced their results between 2-3
months from the financial yea-end, 22.86 between 3-4 months and 13.86 between 4-5
months. Less than 3.44 of the aanourcements were released after six months from the
financial yea-end.

Table 3. Frequency Distribution o Earnings Annourcement based on
Days after the Financial Yea-End (n= 2482

Days 0-30 31-60 61-90 91-120 120-150 150-180 >180

Count 35 260 1018 566 336 182 85
Percent 1.4 10.5 41.0 22.8 135 7.3 3.4

3. Final Earnings Annourcement Test Sample

Imposing the seledion criteria described in (1) led to removal of rights, bonts, and speaal
issle annourcements in order to remove the cnfoundng effeds of these noneanings
related dsclosures. The annourcement of financial yea-end pue disclosures formed the
sample onsisting of 430 eanings annourcements in this qudy. In forming portfolios by
ranking the eanings, cases with zero values are identified and excluded from the portfoli os;
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the final sample wnsisted of 430 olservations.

Table 1, column 4 and 5, shows the frequency distribution d the test sample aanual
eanings annourcement by their financial yea-end. The table indicaes that 62.2%6 of the test
sample has financial yea-end in Decamber, followed by 14.26 in June and 8.9, 6.®% in
January and March respedively. Very few firms have financial yea-endin ather months.

The frequency distribution d the test samples annual annourcement dates by month and
yea is dwown in Table 2, column 4, 5, 9and 10. There were @ou 40-50 eanings
annourcement seleded for ead yea, indicaing an even distribution throughou the yeas
1988to 1997 except for 1997where fewer test samples were obtained as they were lleded
only upto July 1997.

For months, the percentage anourcements vary from 0.9 (January) to 38.9% (March).
The percentages for the rest of the months are 19.0% in April, 9.3% in May, and lessthan
10% for the rest. This distribution as compared with the total sample from Table 1 is smilar
in terms of frequency.

A total of over 2,482 eanings annourcement observations were mlleded for the 10-
yea test period. From the &ove large sample, orly 430 annual yea-end annourcements
were seleded for analyses after applying strict seledion pocedures to remove cmnfoundng
effedsto produce pure observation samples.

RESULTS

Table 4 (Panel A) shows the descriptive statistics for the days of annourcement from the
financia yea-end, the unexpeded eanings and the aumulative éonarmal returns of the test
sample. The days of annourcement from the financial yea-end (DYE) have amean of 89
days (approximately 3 months). The standard deviationis 23 days. The minimum number of

days for firms to dedare their yea-end results is 36 days, slightly more than a month. The
maximum number of days for firms to annource their yea-end results is 161 dys
(approximately more than 5 months) in this ssmple. The descriptive statistics also show that
some firms have shifted the annourcement day ealier by 48 days and some have delayed
their annourcement dates from the previous period mean annourcement dates by 69 days.

The raw unexpeded eanings have amean and standard deviation d 2.576cents per share
and 10.918cents per share respedively. The minimum raw unexpeded eanings of firmsis
—40.7 cents per share (los9. The maximum raw unexpeded eaning is 50.2 cents per share
(gain). The 50 days risk adjusted cumulative dnamal eanings has a mean and standard
deviation o 0.4% and 11.26 respedively. The minimum risk-adjusted cumulative éonamal

return is —36.1% and the maximum risk-adjusted cumulative dnamal return is 35% during
eanings annourcement. The risk adjusted cumulative éonamal returns on the day before
and after the annourcement varies from —-14.8% to 12.%%. The firms in this smple can

have al4.9% drop a 12.8% increase in their share price over the three days window. The
mean and standard deviation d the eanings per share ae 23.2 cents per share and 22.2
cents per share respedively. The raw eanings per share vary from —37 cents per share (los9

to 106cents per share (gain) for the test sample during these periods.
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Table 4. Descriptive Statistics for Days of Annourcement, Unexpeded Earnings and
Cumulative Abnamal Returns for Full Test Sample (Panel A),
1% Quartil e (Panel B) and 4" Quartil e (Panel C)

Panel A: Full Test Sample: n =430

Indices Mean Std. Deviation Minimum M aximum
DYE 89 23 36 161
UAD 0 15 -48 69
RUE 2.586 10.918 -40.700 50.200
SUE 0.291 0.903 -2.590 3.106
CAR50 0.004 0.112 -0.361 0.350
CAR1 0.002 0.035 —-0.145 0.125
EPS 23.20 22.20 -37.00 106.40
Panel B: 1¥ Quartil e (Early Annourcements): n = 104
Indices Mean  Std. Deviation Minimum Maximum
DYE 78 14 36 123
UAD -16 9 -48 -6
RUE 3.816 8.194 —-20.800 49.500
SUE 0.412 0.857 -2.125 2.812
CARS50 0.034 0.115 -0.236 0.339
CAR1 0.008 0.033 -0.078 0.104
EPS 21.00 18.90 -13.00 100.10
Panel C: 4" Quartil e (Late Annourcements): n = 104
Indices Mean  Std. Deviation Minimum Maximum
DYE 113 23 57 161
UAD 19 15 6 69
RUE 0.964 10.667 -36.900 43.000
SUE 0.132 0.838 —-2.590 2.383
CARS0 -0.024 0.115 —0.306 0.276
CAR1 -0.003 0.034 —-0.082 0.114
EPS 17.90 21.20 -15.30 101.50
Indices: DYE = the number of days from annourcement dates to Financia yea-end dates
UAD = the number of days between the aanourcement dates to the previous mean
annourcement dates

RUE = Raw Unexpeded Earnings = this yea eanings minus last yea eanings

SUE = Standardized Unexpeded Earnings

CAR(50) = Cumulative Abnarmal Returns from —50to +1 days

CAR(1)  =Cumulative Abnormal Returnsfrom —1to +1 days

EPS = Earnings Per Share
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Table 4, Panel B shows the descriptive statistics of the 1% quartile of the test sample.
The 1% quartile onsists of 104firms that annource eanings ealier by 6 to 48 dys from the
previous average aanourcement dates (mean annourcement dates). These firms annource
their earnings from 36 to 123 ays from their year-end dates. Their mean UAD is 16 days
ealier than their mean annourcement dates or 78 days from the yea-end dates. These firms
have amean EPSand raw unexpeded earnings of 21 and 3.816cents per share respedively.
The CAR50and CARL1 are 3.4% and 0.8% respedively

Table 4, Panel C, shows the descriptive statistics of the 4™ quartile of the test sample.
The 4" quartile onsists of 104firms that have delayed their eanings annourcement. The 4™
quartile firms delay their eanings annourcements by 6 to 69 diys from their previous
average annourcement dates or they annourcetheir eanings from 57to 161 @ys from their
yea-end dates. Their mean UAD is 19 dhys later than their mean annourcement dates or
113 days from the yea-end detes. These firms have amean EPS and raw unexpeded
eaning of 17.9and 0.964cents per share respedively. The CAR50 and CAR1 are —2.4%%
and —0.3% respedively.

Table 5 shows the frequency distribution d the eanings annourcement date based on
the day after the financial yea-ends (Panel A) and previous mean annourcement dates
(Panel B). Panel A showsthat al firms have annourced their earnings within the six months
period stipulated by the acourting standard. The firms annource their earnings between 2
to 3monthsis 58.1%, 3to 4monthsis 31.3%, 4to 5monthsis 9.0%, 1to 2 monthsis 8.6%
andfollow by 5to 6 months at 1.4%. Table 5, Panel B shows the frequency distribution o

Table 5. Frequency Distribution o Earnings Annourcement based onDays after the
Financia Yea-end (Panel A) and Mean Annourcement Date (Panel B)
Panel A: Days after Financial Yea-end: n =430
Days 0-30 31-60 61-90 91-120 120-150 150-180 >180
Number 0 37 250 135 39 6 0
Percent 0.0 8.6 58.1 31.3 9.0 14 0.0

Panel B: Days from the Mean Annourcement Dates: (n = 430
Days -48t0-20 -20to-10 -10to-1 0 1to 10 10to20 20to 69
Number 27 45 141 35 122 26 23
Percent 6.2 10.5 32.8 8.1 28.3 6.0 5.3

firms that annource their earnings ealy and later than their previous mean annourcement
dates. Most of the firms have maintained their annourcement dates within ten days from
their previous mean annourcement dates (70%). Some of the firms (16.%6) have
annourcements ealier by more than 10 diys and some (11.3%) have delayed their
annourcement by more than 10 dys.

Table 6 summarizes the independent samples test for the 1% quartile (firms that
annource eanings ealy) and the 4™ quartil e (firms that annource eanings late). The results
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show that the days from the annourcement dates to the financia yea-ends have at-value of
-13.087, which is ggnificant at 0.000 level. Similarly, the t-statistics for the days of
annourcement from their previous mean annourcement dates is —20.258, significant at
0.000level. The raw unexpeded earnings and the standardized unexpeded earnings have t-
statistics of 2.165and 2.381respedive which are significant at 0.05level. The 50-days risk-
adjusted cumulative returns (CAR50) have at-statistic of 3.605,significant at 0.000level.
The t-statistics for CARL is 2.445,significant at 0.05level. All the aove results indicae
that the t-test rejed the null hypathesis of equal means, which suggest that the firms that
annource eanings ealy are different from the firms that annource eanings late in terms of
their unexpeded eanings and the share price revaluation. The magnitudes are such that the
firms that annource eanings ealy have ahigher raw unexpeded eaning (RUE) and larger
cumulative énamal return for both long (CAR50) and short (CARL) windows. The t-
statistics for EPSis 1.122,and a p-value of 0.263,which isnot significant at 0.05level. In

Table 6. Independent Samples Test For 1% Quartil e (Early annourcement firms) and 4"
Quartile (Delay annourcement firms) Samples: t-test for Equality of Means

Indices Mean Std. Error t-values Signficant (2-

Difference Difference tail ed) p-values
DYE -35 2.668 -13.087 0.000***
UAD -35 1.735 -20.258 0.000***
RUE 2.852 1.317 2.165 0.032*
SUE 0.280 0.118 2.381 0.018*
CAR50 0.057 0.016 3.605 0.000***
CAR1 0.011 0.005 2.445 0.015*
EPS 0.031 0.028 1.122 0.263

Note: Significant at p=0.05 (*), p=0.01 (**), and p=0.001 (*** ) levels.
For detail s of indices, please refer to Table 4.

other words, firms that annource eanings ealy or late ae na influenced by the level of
eanings per share. They based their dedsion onthe raw unexpeded eanings and the
standardized urexpeded eanings. The investors will then revalue their share acordingly.
This is consistent with the literature in developed markets that CEO time their eanings
annourcement dates based on the diredion and magnitude of their earnings. Maaysian
CEOs are behaving in the same way as managersin ather developed courtries, as siggested
by either the “stakeholder theory” or the “internal reporting hypothesis’ where they delay
annourcing bad news.
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Table 7. Correlation Coefficients between Unexpeded Earnings and
Cumulative Abnamal Returns.

Panel A
Correlation Coefficients between RUE with CAR(50) and CAR(1)
RUE with RUE with
Sample n CAR (50) t-values CAR (1) t-values
Early announcement 205 0.295 4.40** 0.327 4,96+
Delayed announcement 181 0.245 3.38** 0.164 2.22*
Panel B
Correlation Coefficients between SUE with CAR(50) and CAR(1)
SUE with SUE with
Sample n CAR (50) t-values CAR (1) t-values
Early announcement 205 0.334 5.06%** 0.290 4,32k
Delayed announcement 181 0.268 3.74%** 0.158 2.14*

Note: t-values are significant at p=0.05 (*), p=0.01 (**), and p=0.001 (*** ) levels
RUE = Raw Unexpeded Earnings = thisyea eanings minus last yea eanings
SUE = Standardized Unexpeded Earnings
CAR(50) = Cumulative Abnamal Returns from —50to +1 days
CAR (1) =Cumulative Abnamal Returnsfrom —1to +1 days

Table 7 shows the rrelation coefficients between the unexpeded eanings and
cumulative eébnamal returns for firms that annource eanings ealy and firms that annource
eanings late. Table 7, Panel A, shows that the correlation coefficients between the raw
unexpeded earnings (RUE) with CAR(50) and CAR(1) are 0.295and 0.327respedively for
firmsthat annource eanings ealy. Their t-values are 4.40and 4.96 respedively which are
significant at 0.000level. However, for firms that annource eanings late, the correlation
coefficients between raw unexpeded eanings with CAR(50) and CAR(1) are 0.245and
0.164 respedively. The t-value for correlation coefficient of 0.164is 2.22, significant at
0.05 level only. Table 7, Panel B, shows that the correlation coefficients between
standardized urexpeded eanings (SUE) with CAR(50) and CAR(1) are 0.334and 0.290
respedively for firms that annource eanings ealy. Their t-values are 5.06 and 4.32
respedively which are significant at 0.000level. However, for firms that annource eanings
late the mrrelation coefficients between standardized urexpeded eanings with CAR(50)
and CAR(1) are 0.268and 0.158respedively. Therefore, firms that annource eanings late
have aonsistently smaller correlation coefficients between the unexpeded eanings and the
abnamal returns. These results provide evidence that investors value ealy eanings
annourcements and resporse wegly to late annourcements. The ressons may be due to (1)
the lower unexpeded eanings in late annourcement, (2) investors have dready adjusted
their expedation a (3) more noneanings information was relessed prior to the eanings
annourcement thereby resulting in alesser annourcement effed. The resultsin this dion
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confirm that although CEOs time their eanings annourcement based onthe diredion and
magnitude of their firms' unexpeded eanings, investors are however, intelli gent enough to
pricetheir shares acording to their own interpretation d the financial results.

CONCLUSION

This paper investigates the timeliness of the ainual report annourcements of Malaysian
firms in relation to the diredion and magnitude of their unexpeded eanings, and the
readion d the market to the annourcements. The study concludes that the diredion and
magnitude of the unexpeded eanings differ significantly between firms that release their
annual reports ealy and firms that release their annual reports late. Market readion to their
relesses also indicaes their differences in terms of the values of the risk-adjusted
cumulative returns.

The findings in this paper are that Malaysian CEOs annource positive unexpeded
eanings ealy and regative unexpeded eanings late. In the dsence of an oppatunity to
hide bad news, becaise of the mandatory disclosure requirements, Malaysian CEOs have
turned to delaying their annourcement of negative unexpeded eanings. Alternatively, the
Malaysan CEOs are mncerned abou internal evaluation, which will affed their
compensation. Malaysian CEOs require more time to prepare their resporses in the hope of
annourting them together with good rews that might come dong. This gudy confirms that
Malaysia CEOs have a set timing behavior which is little different to their overseas
courterpart.

For the investors, they read significantly to the timing of the annourcement of
unexpeded eanings, their response being positive to annourcements that are ealy. Earlier
studies by Cheng et al. (200]) indicated that investors can pricethe share value a much as
oneisto oreto urexpeded eanings. On the other hand, investors read to delayed earnings
annourcements with lessvigour and enthusiasm.

In summary, this paper concludes that the diredion and magnitude of eanings released
by Malaysian firms affed the timing of the annual report. The market then reads to the
annourcements acordingly. This gudy adds to the existing literature onfinancial reporting,
as it documents the timing behavior of Malaysian firms listed in the Bursa Malaysia which
was not avail able ealier. Further, this dudy also establi shed the diredion and magnitude of
eanings that affea the timing behavior of Malaysian firms, together with the response of
the investors to them. Based onthis sudy, it is suggested that the MASB shoud streamline
the timing of annual report annourcements in line with our emphasis on bketter corporate
covenant in pubic listed companies.
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