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The Impact of Accounting Information Contained in The
Interim Financial Reports on Stock Prices

(Applied Study on Saudi Stock Market)

Prepared By
Rawaa Abdulrazzq Baakdah

Abstract

The Saudi capital market authority confirmed the importance of
preparing the accounting information and publishing it periodically by
forcing the Saudi stock companies to submit interim financial reports
(quarterly), as it is care to provide the investors with the information they

needed on time before the information lose its ability to affect the decisions.

From this respect, the main goal for the research is testing the impact
of announcement timeliness of the accounting information contained in the
interim financial reports on stock prices of listed companies on Saudi stock

market.

To reach this goal, the researcher used event study methodology to
identify the efficiency of the Saudi stock market, and to know whether there
Is an impact for the announcement event about the interim financial reports
on stock prices. The study based on a sample of (Y Y¢) companies listed on

Saudi stock market for the year of Y+Y) and represent all the economic



sectors, the sample was divided by naive model into companies which
announced good news and companies which announced bad news, and the
study was applied for every quarter separately, then for whole period and

then for every sector.

the study has concluded based on the results of the whole period that
the Saudi stock market is not affected by announcing the interim financial
reports with good news, whereas it is affected by announcing the interim
financial reports with bad news in the right direction at the event day and the
following day, whereas the results of the event study for every quarter has
shown a difference in market response for announcing the interim financial
reports with good news and bad news from a quarter to another, but in total
it seemed more affected by announcing the interim financial reports with bad
news, so it can be said the Saudi stock market is not efficient according to

the semi-strong form of efficiency.

In light of the conclude results the researcher offered set of
recommendations, the most important is the suggestion of reducing the
regular period specified by the capital market authority to publish the interim
financial reports from fifteen days to ten days from the period end, besides

conducting further researches and studies in this respect.
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The Impact of Accounting Information Contained in The
Interim Financial Reports on Stock Prices

(Applied Study on Saudi Stock Market)

Prepared By
Rawaa Abdulrazzq Baakdah

Summary

Financial reports play an important fundamental role in the stocks prices movement
through providing accounting information. So, international markets gave a great importance
for preparing such information and publishing it periodically for investors.

In order that accounting information is useful and effective, it must be suitable for the
needs of decision makers and available at request and on time. As the main problem of annual
financial reports is lack of caring suitable timing as they are prepared for relatively long periods,
it demands to depend on one of temporarily method to help investors to rationalize their
decisions and clarify their future vision; interim financial reports represented in the statements
issued by companies for time periods less than full financial year and almost quarterly.

In this discourse, the Saudi stocks market assured the importance of preparing
accounting information and publishing it periodically through obliging joint stock Saudi
companies to submit their interim financial reports (quarterly) in order to meet the investors'
need to information on time before information loses its ability to affect making decisions.

Therefore, the main aim of this research is represented in explaining the impact of
announcing accounting information contained in interim financial reports on stock prices of



companies listed in Saudi stock market. This aim springs out a set of secondary objectives as
follows:
V. ldentifying concept, nature, and efficiency of securities market concentrating on stock
market in Kingdom of Saudi Arabia.
Y. Identifying the concept, importance, and aims of interim reports and their suitability to the
investors' decisions.
Y. Studying problems of preparing interim financial reports.
¢, Specifying the most important accounting information published in interim financial
reports.
°. ldentifying the extent of suitability of announcing interim financial reports and the most
significant affecting factors.

In order to achieve these aims, the research used the following scientific methodologies:
First: Inductive Method

Through reading several writing and previous studies included in the accounting mind
and related to the research subject and how to make use of them in dealing with the research
problem.

Second: Event Study Method

It is the statistical method used to measure the effect of specific event or a group on the
value of stocks.

Event study begins with a hypothesis that there is a certain event in a certain time
affected the company's value and that the effect on the company's value appears in the form of
stocks' prices change and unordinary revenues based on market efficiency theory which states
that information coming to the market is reflected to prices.

Event study aims at testing the null hypothesis which proves that there is no effect of
event on the stocks prices. This means that the extraordinary revenue equals zero during the
event duration.

This method was used to explain the impact of announcing interim financial reports of
the study sample companies on the stock prices in Saudi stock market and consequently
identifying the efficiency of Saudi stock market according to mediate efficiency formulation.

The study data has been gathered from the interim financial reports published by joint
stock companies for Y+ ). This duration is enough to achieve the study aims. The research got
the announcements of interim financial companies from the Saudi stock market website
"TADAWUL"



The study was conducted on a sample of YY¢ companies listed in Saudi stock market for Y+
representing all economic sectors. A simple model was generated based on the assumption that
the current quarter profits equals the previous quarter profits and so the unpredicted change of
quarterly profits is the increase or decrease of current quarter profits from the previous
compared with the previous quarter. Consequently, the sample companies were divided into
two groups; the companies announcing new news (containing the companies announcing
increase of profits in comparison of the previous quarter), and the companies announcing bad
news (containing the companies announcing decrease of profits in comparison of the previous
quarter). The study was applied on each quarter separately and for the full period on each
sector.

According to the event study results of the total period, the study reached that Saudi
stock market was not affected by announcing the interim financial reports containing good news
while it was affected by announcing the interim financial reports containing bad news in the
right way on the day of announcement and following day. In addition, event study results of
each quarter revealed a difference between the market response to the announcement of
interim financial reports containing good and bad news between a quarter and another but
totally it seems to be affected more by bad news in interim financial reports. So, the Saudi stock
market can be thought as inefficient according to the semi-strong form of efficiency. With
regard to event study results of the difference between the sectors, it was difficult to deduct the
event effect due to small size of some sectors. However, it guide to a degree of certainty about
the heaviest sectors in the sample which affected the reached results previously.



