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Abstract

This study aims to determine the effect of fraudulent financial reporting of
BUMN on abnormal returns. This study 1s important because most of the
rescarch examining these events has been conducted in developed markets.
This study uses an event study approach with a window period of five days
before and five days after the incident. By using the purposive sampling
method, five BUMN companies that were reported to have committed the
fraudulent in 2019 was selected in this study. The result shows that the
mcident of fraudulent financial report announcements does not significantly
affect abnormal returns. This finding shows that the investors reaction the
fraudulent news be not significant. This concludes that the news of
fraudulent BUMN companies is not strong enough to influence investment
decisions in the capital market. The results of this study are useful for
mvestors in considering investment decisions in state-owned companies
because they have fundamentally strong capital, so mvestors feel safe to
mvest. The results of this study contribute to the literature by adding new
msights about fraud announcement events in BUMN. The results of this
study also support the signal theory concept because investors respond to
the second and third events as bad signals.

Keywords: abnormal returns; event study; financial fraudulent
announcement; signaling theory

Abstrak

Penelitian ini  bertujuan untuk mengetahui  pengaruh  peristiwa
pengumuman kecurangan BUMN terhadap abnormal return. Penelitian ini
penting untuk dilakukan karena sebagian besar penelitian yang mengkaji
peristiwa tersebut dilakukan di pasar negara maju. Penelitan 1ini
menggunakan pendekatan event study dengan periode jendela lima hari
sebelum dan hma hari setelah peristiwa. Dengan menggunakan metode
purposive sampling, lima perusahaan BUMN yang diberitakan melakukan
kecurangan pada tahun 2019 menjadi sampel dalam penelitian in1. Hasilnya
menunjukkan  bahwa  perisiwa  pengumuman  kecurangan tidak
berpengaruh secara signifikan terhadap abnormal return. Temuan ini
menunjukkan bahwa reaksi investor atas berita kecurangan tidak signifikan.
Artinya berita kecurangan perusahaan BUMN tidak cukup kuat untuk
memengaruhi keputusan investasi di pasar modal. Hasil peneliian ini
bermanfaat bagi investor dalam mempertimbangkan keputusan investasi di
perusahaan BUMN karena memiliki modal yang kuat secara fundamental,
sehingga investor merasa aman untuk beinvestasi. Hasil penelitian ini
berkontibusi pada literatur dengan menambah wawasan baru tentang
peristiwa pengumuman kecurangan di BUMN. Hasil penelitian mi juga
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mendukung konsep teori sinyal karena investor merespons peristiwa kedua
dan ketiga sebagai sinyal buruk.

Kata Kunci: abnormal return; event study; pengumuman kecurangan;

signaling theory

INTRODUCTION

An efficient capital market 1s a market in which all information reflects the prices of
all traded securities (Cheng & Christiawan, 2011; Fama, 1970; Helanda & Suryani, 2020;
Kalavil er al, 2019; Peon, Antelo, & Calvo, 2019). If the market is efficient, it will adapt
quickly to all new and unexpected information (Baucus & Baucus, 1997; Elivawati, Hidavat,
& Azizah, 2014), and the stock price will change according to the random walk theory
(RWT) (Brown, 2020; du Toit, Hall, & Pradhan, 2018; Fama, 1970; Helanda & Suryani,
20205 Peon, Antelo, & Calvo, 2019). Stock prices that fluctuate outside of normal
conditions can lead to abnormal returns (Sahputra & Diantimala, 2018; Sorescu, Warren,
& Ertekin, 2017). An abnormal return 1s the difference between the actual return and the
expected return (Hartono, 2017). In this case, the abnormal return can be negative or
positive. For example, the research by Najam & Mehmood (2019) examined natural
disaster events and showed a negative signal. Another study conducted by I.ce & Connolly
(2010) related to I'T news and showed a there are 10 positive and 13 negative abnormal
returns.

Abnormal return can be influenced by an event or information. Several previous
kinds of literature have conducted research related to the causes of abnormal returns (Liu
& Lau, 2015) by using the event study method (Puah & Liew, 2011). Event study observes
changes i stock prices around the date of company events. The event can be a voluntary
company announcement or made by another entity (Sorescu, Warren, & Ertekin, 2017).
One of the events that can affect stock prices 1s the fraud announcement event (Song &
Han, 2017). For companies, news of fraud 1s considered bad news that has the potential to
damage the company's reputation (Ghafoor, Zamudin, & Mahdzan, 2019; Smith er al,
2019), lower sales, and lower stock prices (IHartono, 2017). The fraud that occurs 1s likely
to be widely covered by the media and have a serious impact on investors' decisions to buy,
hold or sell their shares (Song & Han, 2017). This 1s because the fraud that occurs poses a
serious threat to mvestor confidence in the audited and published financial statements
(Sane, 2019). In addition, the existing lawsuit also resulted mm an economically and
statistically significant loss in shareholder wealth (Murphy, Shrieves, & Tibbs, 2009), so
rational mvestors will react by discounting the stock price resulting in a negative reaction
(Zerdan, 2013).

Association of Certified Fraud Examiations (ACFE) (2020) stated that the problem
of fraud continues to this day in Indonesia. ACFE found that there were 239 cases including
167 cases of corruption, 22 cases of financial statement fraud, and 50 cases of misuse of
state and company assets or assets. (ACFL, 2020). The number of cases has increased from
the previous survey of 229 cases (ACFL, 2017). In terms of organizations or institutions
that are most disadvantaged due to fraud, Badan Usaha Milik Negara (BUMN) 1s in second
place after the government, private Companies are m third place, and non-profit
organizations are in fourth place (ACKFL, 2020). This means that every company has the
possibility of fraud cases, including BUMN companies.

The increasing number of fraud cases has made many researchers interested in
studying the stock market reaction to these events (Zeidan, 2013). A large body of literature
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has emerged and 1s beginning to estimate the impact of fraudulent announcements on
mvestor behavior from the fraud event (Sane, 2019), but found a different reaction. Zeidan
(2013) examined the impact of the company's illegal actions on the performance of banking
companies and found a significant negative reaction. Furthermore, Aggarwal, Hu, & Yang,
(2015) looked at the market reaction to fraud by companies in China and found a negative
reaction to stock prices. This finding 1s consistent with other studies which also found
negative reactions to news of fraud (Cox & Weirich, 2002; Davidson, Worrell, & Lee, 1994
Davidson & Worrell, 1988; Feroz, Park, & Pastena, 1991; Francis, Philbrick, & Schipper,
1994; Kellogg, 1984; Song & Han, 2017; Strachan, Smith, & Beedless, 1983). However,
other studies did not find any significant negative reaction on stock prices to fraudulent
announcements (sce Lryigit, 2019; Rao, 1997; Tay er al, 2016). That 1s, there are
mconsistencies in the results of previous studies.

This study examines the market reaction when there i1s an announcement of a
company's fraud which i1s measured by abnormal returns to represent the mformation
content of the market reaction. By using the event study method, this research uses signaling
theory which provides the basis for estimating the market reaction to fraud announcement
events. Signal theory 1s concerned with reducing the information asymmetry of both parties
(individuals or organizations) in the market (Spence, 1978). Signaling theory suggests that
the signaler has greater inside mformation that i1s not known to the public or has not yet
reached the receiwver, with equally important qualities (Spence, 1978). The information can
be negative or positive and when illustrated by the signaler it will be useful to the receiver
(Kirmani & Rao, 2000; Yasar, Martin, & Kiessling, 2020). The content of the existing
information will provide a message to market participants and will be used to make
decisions (Bhattacharva, 1979). If an event or information occurs suddenly, the market will
react and the stock price may also change (Survani & Pertiwi, 2021).

Fach event can contain good or bad information as a signal that will have an impact
on the capital market in a country. The event of announcing fraud may give a bad signal
(bad news) and be responded to negatively by the capital market, such as the results of
research conducted by Cox & Weirich (2002); Davidson & Worrell (1988); Feroz, Park, &
Pastena (1991); Francis, Philbrick, & Schipper (1994); Kellogg (1984). This 1s because
efficient markets respond negatively to bad news (Tandelilin, 2010). However, mvestors
may not react to the event (abnormal return is zero). This is because the information
contained in the release of fraudulent news will send a message to market participants and
will be used to make decisions. Accurate and reliable information content will be one of
the main prerequisites for investors in determining the right mvestment decisions (Ioryigit,
2019).

This study aims to determine the effect of fraudulent financial reporting of BUMN
on abnormal returns. This study 1s expected to increase knowledge and insight to market
participants in making investment decisions to buy, hold, or sell shares that are held when
there 1s a future fraud event. This study tries to answer suggestions from previous research
by Song & Han (2017) and Zeidan (2013) to be able to broaden its line of inquiry by
focusing on a different market 1.e. in developing countries. This is because most of the
research examining these events was conducted in developed markets (Zeidan, 2013), while
m emerging markets with different investor characteristics (Tay er al, 2016) still very
limited. The Indonesian stock market has a relatively low capitalization and may not be as
efhicient as the capital markets of more developed countries (Utama & Hapsari, 2012).
Thus, this study formulates the following hypothesis:

Ha: There 1s an effect of fraud announcements made by the company on abnormal
returns
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METHOD

This study collects daily stock closing price data and the Indeks Harga Saham
Gabungan (IHSG) before, during, and after the fraud announcement incident taken from
yahoo finance. The sample was taken using a purposive sampling method with the following
criteria: (1) BUMN companies listed on the Indonesia Stock Exchange in 2019 (n=25), (2)
reported cheating in 2019 (n=5). To find out which companies were reported to have
committed fraud and the date when the news first reached the public, this study uses five
online news sites that are in the top ten the most popular sites, namely detik.com,
kompas.com, liputan6.com, okezone.com, and tribunnews.com (Alexa, 2020;
Kompasiana, 2020). When different event dates are found from the five news sites, the date
that 1s the first to reach the public will be selected. This study conducted observations for
five days before and five days after the event. This 1s done to avoid the possibility of other
events occurring so that information from one event 1s mixed with other events (Song &

Han, 2017).

Table 1. Distribution of Estimated Time and Window Duration

Corporate Event Estimated Time Duration ‘Window Time Duration
t-120 t-21 t-05 t0* t+05
PT Wijaya Karya 1 18/09/2018  12/02/2019  06/03/2019  14/03/2019  21/03/2019
PT Krakatau Steel 2 26/09/2018  20/02/2019  15/03/2019  22/03/2019  29/03/2019
PT Garuda Indonesia 3 23/10/2018  20/03/2019  15/04/2019  24/04/2019  02/05/2019
Bank Negara Indonesia 4 18/04/2019  17/09/2019  09/10/2019 16/10/2019 23/10/2019

Bank Tabungan Negara 5 14/06/2019  01/11/2019  25/11/2019 02/12/2019 09/12/2019

*Note: announcement date

The period of this research 1s 2019 because the results of the Indonesian fraud survey
show an increase i the number of fraud cases. The BUMN company was chosen because
it was ranked second after the government as the institution that was most disadvantaged by
the fraud incident. In addition, BUMN shares are the driving force of the Indonesian
capital market, which has a market capitalization portion of 24% of the total market
capitalization of the IDX (Kosasih, 2021). To examine whether there 1s a market reaction,
this study uses abnormal return proxies. Abnormal returns are sought by calculating the
difference between the actual return value and the expected return value (Hartono, 2017;
Takmaz & Keles, 2017). In this case, abnormal return testing involves several steps, namely:
1. Calculating stock returns (R.) and market returns (Ru,)

Calculating stock returns and market returns for the estimation period is the first step
to being able to calculate abnormal returns. According to Peterson (1989), there 1s no
agreement about the length of the estimation period, so this study follows the previous study
using an estimated observation time of 100 days (Frvigit, 2019), from 120 days to 21 trading
days before the date the event was first released (Qian, Survani, & Xing, 2020). Stock
returns and market returns are calculated using the natural logarithm of the daily closing

stock price and the IHSG with the formula:
Pit

Ri,l = l 1
n Pit—1 ( )
Ru =In ﬂ (2)
IHSG;_4
2. Performing Classical Assumption Test

Various studies have found problems such as abnormal data, heteroscedasticity, and
autocorrelation (Rosadi, 2012; Widarjono, 2018). Therefore, the data obtained must be



Nafisa, Makaryanawati, Haslinda - Event study announcement... | 133

tested first to meet the basic assumptions (Helanda & Survani, 2020). This study uses the
Skewness and Kurtosis tests for the assumption of normality (Hair ez 2/, 2014), the Durbin
Watson test to see whether there is autocorrelation, and the Breach Pagan test to see
whether there is heteroscedasticity (Andriani, 2017). Based on the results of the tests that
have been carried out, the research data i1s normally distributed, there are no symptoms of
autocorrelation, and no symptoms of heteroscedasticity. That 1s, the standard market
model can be used to calculate the expected return (Mackinlay, 1997).

3. Performing Ordinary Least Square (OLS) regression

The use of OLS 1s justified under the assumption of normality and homoscedastic
error (Talwar, 1993). OLS regression was carried out to get the alpha (o) and beta (1)
values during the estimation period (Suryami & Pertiwi, 2021). The OLS regression
equation 1s formulated by (Mackinlay, 1997):
R. =+ B.R.\n"‘ Eis (8)

4. Calculating the expected return during the window period
After getting the values o and 1, then the next step 1s to calculate the expected return
value which is formulated by:

E[Rm] =t Bme (4)

5. Calculating abnormal return value (RTN.)

Abnormal returns daily over the event window period are obtained by calculating the
difference between the actual return and the expected return which is defined by (Hartono,
2017):

RTN. = Ri.- E[Ri] ()

If there 1s uncertainty about the time when event information 1s presented to the
market, abnormal returns must be accumulated for a certain time (Ervigit, 2019), to see the
general effect of the event (Mackinlay, 1997). CAR 1s calculated from the accumulation of
five days of abnormal return with the formula (Survani & Pertiwi, 2021):

CAR = ¥, RTN;; (©6)

6.  Hypothesis test
a. Normality test

The main problem in the abnormal return and cumulative abnormal return statistical
test 1s that the data is not normally distributed (see Brown & Warner, 1985). Therefore, a
normality test was conducted first using Skewness and Kurtosis tests and 1t was found that

the z value was between the value of -3 and 3, meaning that the data was normally distributed
(Hair et al., 2014).

b.  ttest

The abnormal return data in this study is normally distributed so that the test
hypothesis uses a one-sample t-test (t-test). The t-test was carried out to test the difference
in the average of one sample with a hypothesis value (Wivono, 2011). In this test, if the p-
value > 0.05 then HO cannot be rejected and vice versa (Cleophas & Zwinderman, 2016).
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RESULT AND DISCUSSION

The results of descriptive statistics show that the average abnormal return and
negative cumulative abnormal return occur in the second and third cases (Table 2). This
indicates that there was a market shock that caused the company's stock to fall. Meanwhile,
m the first, fourth, and fifth cases, the average abnormal return and cumulative abnormal
return are positive. This means that the fraud announcement event provided bad news in
the market, but not all market participants responded negatively to the fraudulent news
mformation. This can be seen from the average abnormal return and cumulative abnormal
return, which are mostly positive.

Table 2. Descriptive Statistics

Variable Min Max Mean Standard Deviation
Event 1
AR 0,0075 0,0344 0,0067 0,0134
CAR 0,0152 0,0645 0,0412 0,0162
Event 2
AR 0,0221 0,0206 -0,0038 0,0106
CAR -0,0364 0,0235 -0,0125 0,0259
Event 3
AR 0,0843 0,1241 -0,0065 0,0599
CAR -0,1508 0,1261 -0,0464 0,1029
Event 4
AR 0,0136 0,0257 0,0058 0,0145
CAR 0,0155 0,0567 0,0395 0,0169
Event 5
AR 0,0288 0,0486 0,0053 0,0224
CAR -0,0121 0,0435 0,0207 0,0210

Table 3 shows the results of hypothesis testing using a one-sample t-test. The
significance value of abnormal returns from the five fraud announcement events shows a
value greater than 0.05, meaning that HO cannot be rejected. These results are strengthened
by testing cumulative abnormal return which also shows a significance value greater than
0.05 1n the second and third events. This indicates that the fraud announcement event does
not have a significant effect on the abnormal returns of BUMN companies that are reported
to have committed fraud. These findings indicate that negative information 1is not strong
enough to mfluence mvestors' decisions (Survani & Pertiwi, 2021) to buy, hold, or sell the
shares 1t owns (Song & IHan, 2017). The results of this study are consistent with research
conducted by Ervigit (2019); Rao (1997); and Tay er. al, (2016).

Table 3. t-test Result

. p-value
Variable Event 1 Event 2 Event 3 Event 4 Event 5
AR 0,127 0,259 0,697 0,213 0,455
CAR 0,001 0,249 0,278 0,001 0,041

Table 3 also shows the test result of cumulative abnormal returns during the window
period. Significance value-cumulative abnormal returns on the first, fourth, and fifth events
show a value less than 0.05. This indicates that the fraud announcement event influences
the cumulative abnormal returns of BUMN companies that are reported to have
committed fraud in the incident first, fourth and fifth. The results of this study are following
signaling theory which states that the market will respond to information obtained from
both management and the mass media as a signal of certain events that can affect firm value.
(Supragita, 2011). This 1s because an event that contains information will provide a message
to capital market participants that will be used to make decisions (Sugeng, 2017). The
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results of this study found that the second and third events contain a bad signal indicated
by the average abnormal return and values of cumulative negative abnormal returns. That
1s, the market 1s considered to have reacted to the event (Hartono, 2017).

There 1s no significant effect of the fraud announcement event on the abnormal
returns of BUMN companies, possibly because there were other major events that occurred
m 2019 (Hatta, 2019). 2019 1s the first year in the history of simultaneous elections n
Indonesia (Astuti, 2021). Investors' attention may be diverted to the event, resulting in no
market reaction to the news of the fraud. In addition, the fraud announcement event 1s not
an event that happened for the first time (ACEFL, 2020). Therefore, fraudulent news 1s not
considered new information that causes fluctuations in the capital market (Loryigit, 2019).
Investors assume that the mformation in the fraudulent news 1s not strong enough to
mfluence the decision to mvest in the capital market. This 1s in ine with Ervigit (2019) that
mvestors do not think of fraudulent news as negative news that will lead to a negative
assessment by mnvestors.

According to Government Regulation Number 72 of 2016 states that BUMN
companies are companies whose shares are wholly or most of the shares owned by the
government at least 519 (Indonesia, 2016). This means that the government becomes the
largest shareholder of BUMN companies (Perdana, 2019). Given that the purpose of
mvestors mvesting in the capital market 1s to make a profit (Ahmad, 2004), investors may
think that BUMN companies are strongly supported by the government so that they are
not easily bankrupt because of news of fraud. This led investors to speculate that the news
of the fraud did not lead to significant return losses (Rao, 1997).

Another possibility 1s that mvestors see that certain individuals who are the cause of
the alleged fraud event exist (Cloninger & Waller, 2000). News of BUMN companies' fraud
i this study was mostly carried out by individuals within the company (sce Fadhil, 2019;
Krisjanuar, 2019; Liputan6.com, 2019; Rachman, 2019). This makes investors think that
the costs incurred as a result of the trial process will be borne by the individual accused
(Azzam & Karlquist, 2008). In addition, sanctions provided by the authorities are also
imposed and borne by the perpetrators of fraud. The company does not cover the costs
icurred as a result of prosecuting individuals who commit fraud, so investors may assume
that they do not see dramatic changes in cash flows when news of the fraud reaches the
public (Azzam & Karlquist, 2008). Investors think that the losses that may be incurred as a
result of these events do not necessarily affect the wealth of shareholders (Rao, 1997).

Investors' reaction to news depends on whether the news 1s perceived to affect the
company's future cash flows (Groenmg & Kanuri, 2016; Xiong, Chapple, & Yin, 2018).
The news of the existing fraud brings uncertainty because it has not been resolved when
the release of information reaches the public (Cox & Weirich, 2002). News of BUMN
company's fraud was published even before the person or company became a defendant.
This may affect the market's expectations of the event, which 1s indicated by the absence of
anegative effect on the abnormal return of the event. Investors may think that news of fraud
does not affect their holdings in the company and there 1s no real risk in maintaining
mvestment positions (Azzam & Karlquist, 2008). This 1s following previous research that
the market does not react to the announcement of problems that are resolved at a later date
(Feroz, Park, & Pastena, 1991; Puah & Liew, 2011).

CONCLUSION

This study aims to examine the effect of the announcement of fraudulent BUMN
companies on abnormal returns. Based on the results of the tests carried out, it can be



186 | Jurnal Akuntansi Aktual, Vol. 10 No. 2 July 2023

concluded that news of fraud does not have a significant impact on abnormal returns. This
may be because the majority of BUMN company's shares are held by the government.
Corporate cheating news 1s not an event that happened for the first time, so it 1s not strong
enough to mfluence mvestors' decisions to mvest. In addition, the person who is the
defendant in the fraud incident personally bears the costs and sanctions that arise as a result
of the trial process, so investors do not see any dramatic changes in cash flows. Investors
think that the losses that may be incurred as a result of these events do not necessarily affect
the wealth of shareholders. The results of this study contribute to the literature by adding
new insights about the impact of fraud announcement events in BUMN. The results of this
study also support the concept of signal theory because investors respond to the second
and third events as bad signals, as indicated by the negative average abnormal returns and
cumulative abnormal returns.

This study has hmitations, namely that it only looks at the impact of events where
companies are reported for the first time to the public to have committed fraud. Therefore,
future research can look at the impact of other related events, such as announcements when
a company or person in the company who acts as a fraud perpetrator 1s charged and
punished. Given that cheating has occurred, the news brings uncertainty because it has not
been resolved when the release of information reaches the public. So, this needs to be done
to see the long-term impact of the existing fraud announcement events. This study also does
not consider confounding variables such as natural disaster events in the observation
period. Future research can add confounding variables to find out whether other variables
affect the average abnormal return.
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