Homework Assignment based on the Event Study Lecture:

Attached is an excel worksheet with the firm returns for a company named North American Holding Corporation (ticker symbol NAHL) traded on the OTC (over the counter) market.  The returns listed are for the time period relative to the event date, -40 to +10 (i.e., 30 days prior to the event window of –10 to +10, with 0 as the event date).  The S&P returns are also provided over the same time period.

Using the data provided namely the time relative to the event date, the NAHL firm return data, and the S&P return data, calculate the following:

(Note: The event window is –10 to +10, and the estimation period is –40 to –11).

Part I:
Calculate the event window market residuals. (See attached excel file, Solution in cells E36 to E56).

Part II: Calculate the maximum likelihood estimate of the variance used in SAR.  (See attached excel file, Solution in cells F36 to F56).
Part III: Calculate Abnormal Returns for NAHL.  (See attached excel file, Solution in cells B72 to B92).

Part IV: Calculate Standardized Abnormal Returns for NAHL. (See attached excel file, Solution D72 to D92).

[Note: The excel worksheet attached is part of the data I have accumulated for my research paper on Restricted Stock Announcements, and the excel worksheet attached presents the return data and solutions all on one excel worksheet, but if this questions was used in a classroom setting the solutions indicated in the cells referenced above would not be provided.]

Exam Question based on Event Study Lecture:
In the example of an event study relating to earnings announcements that was discussed in the lecture notes (page 10), the null hypothesis was that the earnings announcements for the 30 firms has no impact on stock prices and the alternative hypothesis was that the earnings announcements had an impact on stock price.  The Abnormal Returns for the good news firm was .965% and the standard error was .104%.

Calculate the Z test statistic, Interpret the results this interpretation should state the significance of the results and a commentary whether the SEC should regulate the announcement of earnings data.

Solution to Exam Question on Event Study:

The Z test Statistic is 9.278.  This result is significant which means that the null hypothesis is strongly rejected and the alternative hypothesis is accepted.  As a result the SEC would want to regulate the announcements of earnings data since this information has an impact on the value of stocks and thus the SEC would want to assure the public that this information is presented to the investment markets in a fair manner in order to protect the integrity of the stock market.

