Hochschule fiir
Wirtschaft und Recht Berlin

Berlin School of Economics and Law

IMB Institute of Management Berlin

Impact of Investor
Presentations on Share
Prices

Evidence from DAX 30 Companies from 2010-2012

Authors: Christopher Breu, Avo Schonbohm, Markus Locher
Editors: Carsten Baumgarth | Gert Bruche | Christoph Dérrenbacher | Friedrich Nagel

Working Paper No. 88
12/2015
Series Editor: Head of IMB Institute of Management Berlin



RESEARCH PAPER

Impact of Investor Presentations on Share Prices

Evidence from DAX 30 Companies from 2010-2012

Christopher Breu
Avo Schonbohm
Markus Locher

Paper No. 88, Date: 12/2015

Working Papers of the
Institute of Management Berlin at the
Berlin School of Economics and Law (HWR Berlin)
Badensche Str. 50-51, D-10825 Berlin

Editors:
Carsten Baumgarth
Gert Bruche
Christoph Dérrenbéacher

Friedrich Nagel

ISSN 1869-8115

- All rights reserved -



IMB Institute of Management Berlin Working Paper No. 88
Hochschule fiir Wirtschaft und Recht Berlin - Berlin School of Economics and Law

Biographic Note

Christopher Breu works as a Junior Controller for KPMG AG Wirtschaftspriifungsgesellschaft in Ber-
lin. Before joining KPMG in 2014, he earned his master's degree in Accounting and Controlling at the
Berlin School of Economics and Law (HWR Berlin). He received his bachelor's degree in Business
Administration at the University of Applied Sciences (HTW Berlin) in Berlin. christopher-
breu@gmail.com

Christopher Breu arbeitet als Junior Controller fir die KPMG AG Wirtschaftspriifungsgesellschaft in
Berlin. Bevor er sich 2014 KPMG anschloss, absolvierte er sein Masterstudium in Accounting und
Controlling an der Hochschule fir Wirtschaft und Recht in Berlin (HWR Berlin). Seinen Bachelorab-
schluss machte er in Betriebswirtschaftslehre an der Hochschule fir Technik und Wirtschaft in Berlin
(HTW Berlin). christopherbreu@gmail.com

Avo Schénbohm is professor of Management and Management Accounting at the Berlin School of
Economics and Law (HWR Berlin) since 2010. His field of research encompasses various aspects of
performance management, enterprise gamification (serious games) and negotiation techniques. He
worked as an Internal Audit Manager and Vice President of Strategic Planning in various companies.
avo.schoenbohm@hwr-berlin.de

Avo Schénbohm ist seit 2010 Professor fir Allgemeine Betriebswirtschaftslehre und Controlling an
der Hochschule fiir Wirtschaft und Recht Berlin. Sein Forschungsgebiet umfasst unterschiedliche As-
pekte von Leistungssteuerungssystemen, unternehmensrelevanter Gamification (serious games) und
Verhandlungsfiihrung. Er arbeitete in verschiedenen Unternehmen u.a. als Leiter der strategischen
Planung und als Prifungsleiter in der internen Revision. avo.schoenbohm@hwr-berlin.de

Markus Locher is professor of Mathematics and Statistics at the Berlin School of Economics and Law
Berlin since 2011. His research interests include machine learning, spatial statistics, data visualization
and sequential learning. Prior to joining the HWR Berlin he worked as a principal and lead scientist at
various data analytics companies in the United States. markus.loecher@hwr-berlin.de

Markus Locher ist seit 2011 Professor fur Mathematik und Statistik an der HWR Berlin. Seine For-
schungsinteressen umfassen maschinelles Lernen, rdumliche Statistik, Datenvisualisierung sowie
sequentielles Lernen. Langjahrige Industrieerfahrung sammelte er als Principal- und Lead-
Wissenschaftler in groBen und kleinen IT Firmen in den USA. markus.loecher@hwr-berlin.de



IMB Institute of Management Berlin Working Paper No. 88
Hochschule fiir Wirtschaft und Recht Berlin - Berlin School of Economics and Law

Abstract

The purpose of this article is to explore the market reactions and determinants to 180 investor presen-
tations by the German DAX 30 companies illustrating half-year and year-end results from 2010 to
2012. Therefore, an event study is conducted. In line with previous studies, the article finds significant-
ly Abnormal Returns (ARs). For 57 of 180 presentations, the most significant presentation impact is
realized directly on the presentation dates, with a similar distribution of half-year and year-end presen-
tations. Nearly two thirds refer to significantly positive ARs, which is in line with the general DAX per-
formance in the examined three years period. Pre-market or delayed market reactions do not exist.
Furthermore, Operating Cash Flow (OCF), as a possible market reaction determinant is tested. The
change of OCF shows a significant medium correlation. The article indicates that investor presenta-
tions are informative events, where the preparation and the surroundings play a minor role.

Zusammenfassung

Das Ziel dieses Artikels ist es, die Marktreaktionen und deren EinflussgréBen von 180 Investoren-
Prasentationen der deutschen DAX-30 Unternehmen zu untersuchen. Im Speziellen werden Prasenta-
tionen von Halbjahres- und Jahresabschlussergebnissen zwischen 2010 und 2012 zur Analyse her-
angezogen. Hierfiir wird das Verfahren der Ereignisstudien angewandt. Ubereinstimmend mit friiheren
Studien kénnen signifikante, abnormale Renditen (ARs) nachgewiesen werden. Bei 57 von 180 Pré-
sentationen wird der gréBte signifikante Einfluss auf den Aktienkurs direkt am Tag der Prasentation
festgestellt, mit einer &hnlichen Verteilung zwischen Halbjahres- und Jahresendpréasentationen. Unge-
fahr zwei Drittel beziehen sich auf signifikant positive ARs. Dies spiegelt auch die allgemeine Entwick-
lung des DAX innerhalb des Untersuchungszeitraumes wieder. Verfriihte oder verspatete Marktreakti-
onen existieren nicht. Darliber hinaus wird der operative Cash Flow (OCF) als mdgliche EinflussgréBe
getestet. Die Anderung des OCF weist eine signifikante mittlere Korrelation auf. Insgesamt bestatigt
der Artikel Investoren-Prasentationen als informative Veranstaltungen, wobei die Prasentationsgestal-
tung sowie -umgebung eine untergeordnete Rolle spielen.



IMB Institute of Management Berlin Working Paper No. 88
Hochschule fiir Wirtschaft und Recht Berlin - Berlin School of Economics and Law

Table of Contents

1 Introduction 5
2 Theoretical Basics 6
2.1 Prior Research & Hypotheses Development 6
2.2 Information Requirements of Investors 7
2.3 Requirements of Slide Presentations 7

3 Event Study Method 8
3.1 Event and Data Collection 8
3.2 Dependent Variable: Abnormal Return 9
3.3 Test of Significance 10
3.4 Independent Variables 11
3.5 Contingency Analysis 11

4 Results 11
4.1 Descriptive Results 11
4.2 Analytical Results 13
4.2.1 Market Reaction 13

4.2.2 Market Reaction Determinants 16

4.3 Limitations 17

5 Conclusion 17
References 19
Tables and Figures 22



IMB Institute of Management Berlin Working Paper No. 88
Hochschule fiir Wirtschaft und Recht Berlin - Berlin School of Economics and Law

1 Introduction

Over the last years, companies had to face intensive competition in financial markets. As a result, the
significance of investor relations (IR) has been increased (Piwinger 2009). To build confidence, com-
panies mandatorily and voluntarily provide information to the market. The latter is a trade-off between
transparency and freedom of activity (Bassen et al. 2010). With press releases, corporate websites
and investor presentations, companies try to enable market participants to make more accurate earn-
ings forecasts and investment decisions (Nielsen/ Bukh 2011). In accordance with currently available
studies, it has only been rudimentarily investigated whether these instruments are informative and
lead to market reactions. Whereas many studies have dealt with the impact of impersonal events on
share prices, only a few have concentrated on the impact of personal events, such as investor presen-
tations. By definition, investor presentations are voluntary and personal measures of primarily listed
companies to inform market participants about their activities, earnings and strategies (Rose 2003). As
they occur in a physical location and offer the opportunity for a face-to-face interaction, they are an
interesting field to study (Ferguson/Scott 2011). Therefore, the focus of this article is on the impact of
investor presentations on share prices.

While market reactions to earnings announcements and/or investor presentations have been proven
and confirmed for US, Danish or Australian companies, no study could be found in regards to German
companies. Thus, in this article an analysis of German DAX-30 companies is conducted. The article
adds to the literature by evaluating the validity of MacKinlay's (1997) and Dérner's (2005) results for
German companies. Measured by returns, the article reveals whether investor presentations of earn-
ings announcements are informative. For potential investors, it provides evidence on the best time to
invest. For the management, it shows whether companies are able to talk up the price before the
event or whether they must anticipate a delayed market reaction. In this regard, the following research
question is answered:

How do investor presentations of DAX 30 companies impact share prices?

To answer the research question, the article explores the presentations of companies' half-year (HY)
and year-end (YE) results. YE presentations are suitable to investigate as they comprise all seasonal
effects and allow for a fundamental company evaluation. HY presentations are also suitable for further
investigation as they can provide an evaluation of initial performance. Against the background of earli-
er studies, a 3-years period, lasting from 2010 to 2012 and including 180 presentations, is found ap-
propriate. Inspired by previous event studies and strongly corresponding to Goerke's (2009) state-
ments, the commonly applied event study method is conducted to achieve meaningful results.

This study is divided into four major parts. First, the article outlines the basis of the analytical frame-
work, which is further divided into three sub-chapters. Identifying previous studies offers a better clas-
sification of the topic. Based on empirical research, two hypotheses are developed to operationalise
the research question. The given information requirements of investors improve the evaluation of the
presentation content. Furthermore, the ability to interpret the results of this study is promoted by the
given basics of slide presentations.

Second, the article explains the event study method and its technical terms. Moreover, it explains the
data collected and provides a detailed overview of the research settings, in particular identifying the
calculations and statistical procedures.

Third, the article describes the results for all data sets and continues with the evaluation of the con-
ducted statistical tests to answer the research question. The tests are applied to different time frames
around the presentation dates in order to cover potential pre-market or delayed market reactions. The
third part ends with a chapter on limitations.

Last, the conclusion summarises the results and gives a critical review. Furthermore, the article pro-
vides approaches for future research.
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2. Theoretical Basics
2.1 Prior Research & Hypotheses Development

In literature, a wide range of studies have dealt with the market reactions to different types of events.
While Tischer and Hildebrandt (2011) analysed the influence of the publication of reputation rankings
of the German 'Manager Magazin' on stock prices, Kley (2004) and Ott (2011) concentrated on the
impact of credit-ratings by rating agencies. Bhabra (2008) and Bimberg (2009) observed acquisition
programme announcements and their effect on stock prices. Conversely, Philipp (2011) analysed how
announcements of cost-cutting programmes impacted share prices of DAX 30 companies from 1999
to 2009. The focus of Homburg, Artz and Seifried (2009) was on the publication of upcoming products.
The article Value of analyst recommendations: International evidence, written by Jegadeesh and Kim
(2006), deals with stock price reactions to analyst recommendations. All of the listed studies have
demonstrated impacts on share prices and indicate that share prices are vulnerable to events.

Bridging the gap between the impact of conference presentations and market reactions, Bushee et al.
observed 95,105 presentations, sponsored by 849 organisations, that were held in the USA from 1999
to 2007. They measured the effect of conference characteristics, such as sponsorship, location, size,
and industry, on stock prices. In general, In general, the larger the number of experts attracted by a
conference, the larger will be the stock return. (Bushee, Jung, Miller 2011).

Furthermore, Rose investigated the Impact of investor meetings/presentations on share prices, insider
trading and securities regulation by using the event study method. He observed listed Danish firms
from 1998 to 2003 against the background of EU securities regulations, to find out if they contribute
successfully towards efficient stock markets. The article demonstrates the inability of securities regula-
tions to secure efficient stock markets. Since the 120 examined investor meetings/presentations con-
veyed relevant information, significantly positive ARs were found around these events (Rose 2003).
Ferguson and Scott examined the market reactions to 817 investor presentations by 326 Australian
resource firms. Similar to Rose, investor presentations proved to be informative and aided in capital
allocation. The positive return was mainly due to good news stories or was simply anticipated by the
market. 15 days after the investor presentations, the positive return did not reverse. No significantly
positive long-term return was observed (Ferguson/Scott 2011).

In the late 1990s, MacKinlay explained the procedure of the event study method by investigating com-
panies’ quarterly earnings announcements and their impact on share prices. In particular, he observed
the 30 companies of the Dow Jones Industrial Index from 1989 to 1993, which sums up to a sample of
600 announcements. For every company and quarter, MacKinlay compiled the date of announcement,
the actual earnings and a measure of the expected earnings. Furthermore, he categorised the an-
nouncement as good news, no news and bad news.’ During the event period of 41 daysz, the share
prices after good news announcements increased, whereas they decreased after bad news. No signif-
icant movement was recognised after no news announcements (MacKinlay 1997). These findings are
also in line with the study by Gennotte and Truemann (1996).

In his article Stock market reactions to financial information, Dérner focused on the response of stock
prices to financial announcements in text form. He analysed a Swedish real estate firm from 1991 to
1996 which resulted in a positive correlation among stock prices and the following information catego-
ries: net asset value, occupancy rate, cash flow, and capitalisation rate (Dérner 2005).

To conclude, all mentioned studies about earnings announcements and investor presentations result-
ed in a correlation between stock prices and published financials, regardless of whether or not the
information was surely known or anticipated before the actual event. The reporting of good news led to
positive ARs, whereas bad news led to negative ones. With reference to the results of these studies, it
makes no difference whether the study was held in the 1990s or in the 21st century, in the USA, Aus-
tralia or Europe, the results are similar. In this regard, one should be able to presuppose that market

' If the actual earnings exceeded the expected earnings by more than 2.5 percent, the announcement was cate-
gorised as good news. If the actual earnings was more than 2.5 percent less than the expected earnings it was
categorised as bad news. The announcement in between the five percent range was categorised as no news.

? Starting 20 days before the actual event and ending 20 days after.
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reactions would also be noticed when DAX 30 companies present their financial results to market par-
ticipants. Therefore, it leads to the following two null hypotheses:

H;: There is no significant market reaction to investor presentations at all.

H,: There is no significant correlation between the change of Operating Cash Flow and the
market reaction to investor presentations.

Before the methodical procedure is explained and the null hypotheses are answered, chapter 2.3
gives a brief theoretical outline about the information requirements of investors. This knowledge is
required to define suitable content to be analysed. It also increases the understanding and interpreta-
tion of the results.

2.2 Information Requirements of Investors

One thing that investors have in common is the need to evaluate the economic situation of companies
in order to balance the chances and risks of potential investments. The assessment and valuation
require a sufficient and trustful communication and information policy (Janik 2002). Typically, the in-
formation is aggregated in quarterly and yearly reports. Beside balance sheets, income and cash flow
statements, other key ratios have proven to be useful evaluation parameters (Kénen 2004). The ratios
must be focused on the market participants with respect to scope, depth, frequency, and complete-
ness. At the same time they must be consistent, transparent, and quantifiable (Rapp/Wullenkord 2011,
p. 130). Ratios for investors can be subdivided in traditional and modern ratios.

Traditional ratios are past oriented and provide an overview of the capital and asset structure, liquidity
and profitability. In order to interpret and compare the ratios, investors require ratios over the course of
time and information about the macroeconomic environment. A comparison to similar companies in
the industry increases the value of assessments (Kénen 2004). Typical financial ratios for investors
are: Earnings before Interest and Taxes (EBIT), Return on Investment (Rol), Return on Equity (RoE),
Working Capital, Debt-to-Equity-Ratio, Operating Cash Flow (OCF), Cash Flow Margin, Equity Ratio,
Stock Yield, Dividend Yield and Price-Earnings Ratio (P/E Ratio). Modern ratios are value-based rati-
os such as Cash Value Added (CVA) or Weighted Average Cost of Capital (WACC) (Krause/Arora
2008). These ratios focus on the shareholder value and give an insight into the future development of
companies. Although future expectations are important for investors, modern ratios are recognised as
additional side information, as they are estimated figures and include a high error potential (Hor-
ster/Knauer 2012). At the same time it is difficult for investors to understand these complex ratios
since they are often not financial experts (PwC 2012).

Especially due to the increased volatility of the market, the information needs of investors have slightly
changed. Explanations and ratios about debt, liquidity and default probabilities have become more
important, in particular: explanations of transitions to Cash Flows from the income statement, differen-
tiation between growth and maintenance investments (Capex), explanations of transition net debt,
maturities of debt, gearing, net debt/EBITDA and interest-cover ratio. From an investor's perspective,
management is able to improve the company's position on the capital market by providing the required
information. Though, PricewaterhouseCoopers (PwC) established no significant adjustment of infor-
mation by DAX companies in 2006 and 2010 (PwC 2012).

After providing the investors’ information needs, in chapter 2.4 basic information about the structure
and settings of slide presentations is given to be able to evaluate the presentation quality and possible
correlation to the impact on share prices.

2.3 Requirements of Slide Presentations

The presentation quality is measured by its ability to impact the audience. In this context, it must be

stated that this paper focuses on content and visualisation of information. This approach limits the

results, however, as skills of presenters (delivery of information) were not considered (Carter 2013).

Investor presentations, in particular, have to fulfil the needs of existing and potential investors. They

should be focused and consistent in order to create confidence among investors (Kapterev 2011), and

they should be structured into three sections. The 'introduction’ is the most important part as it outlines
7
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the topic and is used to get the attention of the audience. Within the 'body’, the main ideas, results,
and solutions are presented. A 'summary and an outlook' (conclusion) is a must-have to ensure that
the information was effectively conveyed. Finally, a question and answer session promotes the infor-
mation transfer and enables presenters to get a feedback (Yalcin/Yalcin 2010). Structural differences
may influence the audience and lead to different market reactions.

Since investors have a limited capacity to absorb information, presentations should be only long
enough to present the most important information (Méller/Kernchen 2011), which must be easily read-
able, understandable and should be presented strikingly and pictorially (Gelula 1997).

Data visualisation is one approach to improve the understanding of the audience. For investor presen-
tations it is important to pay attention to correct application of visualisations. Wrongly used, they could
lead to misinterpretations and cause adverse reactions. With the application of visualisation, relations
are immediately visible and key messagesremain in the audience’s consciousness (Kuhimann 2001).
To set the scene, visualisations must affirm something, make a difference and be reduced to the bare
essentials (Kapterev 2011).

Showing a time line comparison, a column or line chart is appropriate. These types of diagrams con-
nect historical data and better display changes over time. Typical examples of column and line charts
are the development of revenues, costs and earnings over time. Bar charts are preferably used to
show a ranking of objects. The ranking should be in an order, starting with the best at the top of the
chart. If presenters have to compare a structure to show shares of a whole (e.g. market share), a pie
chart is the best option (Garten 2004).

Tables are useful analytical tools especially for financial analysis. They contain a lot of data and re-
quire time to comprehend. Because the presentation duration of investor presentations is limited, pre-
senters need to be conscious of this and focus on the key message. Inversely, it is recommendable to
delete unnecessary information and highlight key figures (Kapterev 2011).

Photographs should only be used for illustration rather than decoration. Decorative photographs intro-
duce a distraction and accomplish nothing. If the key element of a slide is a photograph, it must be
sufficiently large enough (Kapterev 2011).

3 Event Study Method
3.1 Event & Data Collection

To answer the research question, a research method was required which enables the potential rela-
tion between companies' share prices (dependent variable) and the characteristics of their investor
presentations (independent variables) to be examined. Therefore, the event study method was applied
(Goerke 2009). Gerpott (2009) defines it on the one hand as a study of secondary research because it
refers to already existing data (share prices), on the other it also contains elements of empirical prima-
ry research as new data are generated. Prematurely applied by Fisher, Fama, Jensen and Roll in
1969, it has become the standard method of measuring market reactions to announcements or events
(Binder 1998). The market reactions are measured by the change of stock price returns. The stock
price represents a uniform measure which enables an objective valuation. The method is done under
the assumption of capital market efficiency. Accordingly, new publicly available information is directly
considered in the price formation process (Goerke 2009). In the article, events (research objects) are
investor presentations by DAX 30 companies listed on 30 September 2013 (Deutsche Bérse 2013).
The focus was on 180 investor presentations which summarised earnings announcements of HY and
YE reports from 2010-2012. The presentation data were obtained online from each company’s individ-
ual homepage. The Internet platform "Yahoo!Finance' (www.finance.yahoo.com) ensures the data
collection of required share prices and returns of the DAX companies, on a daily basis. All share pric-
es were closed prices adjusted for dividends and splits. The required data was collected and collated
via Microsoft Excel 2007.
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3.2 Dependent Variable: Abnormal Return

In the next step, ARs® were estimated to determine whether the events and their characteristics (inde-
pendent variables) caused reactions on the share prices. Therefore, the statistical market model was
applied which assumes a linear correlation among the security return (R) of company i at a specific
date fand the return of a market portfolio (Ry) at the same date:

Rit- @i+ Bi- Ru + &t (1.1)
where:
a; = the unsystematic return of a security of company i which cannot
be explained by the market development
Bi = the systematic risk of securities and therefore the systematic risk which can
be attributed to the market development
g =  the statistical standard error for which applies the following: % €;=0.

The advantage of this model is the lower proportion of returns that are based on eccentric fluctuations
of the market. Accordingly, it reduces the ARs which leads to an increased significance of the impact
of events (MacKinlay 1997). To determine the AR;; within an event window, the actual return R;; must
be deducted by the expected return E(R;;) of the company on the same date:

ARi:-Ri:-E(Ri1) (1.2)

The expected return is the return of a security that can be expected from the market without the ap-
pearance of the event (investor presentation) (Serra 2002). The following equation applies:

E(Riy = ai+ f£i - Ru (1.3)

Parameters a; and B; were estimated with the Ordinary-Least-Square-Method (OLS-Method) which is
in accordance to Campbell et al. suitable and efficient for an event study (Campbell/Lo/MacKinlay
1998).

Benchmark
The benchmark of this study was a manually adjusted German share index (DAX 30)with the compa-

nies that were listed on 30 September 2013%. The adjusted share index comprised the calculation of
company returns for each trading day from July 2009 to June 2013. Then, aggregated average returns
of all companies (benchmark returns) were calculated. Since the DAX 30 only comprises a very low
number of companies, the impact of one company on the benchmark is relatively high.® This leads to a
greater effect and increases the risk of inaccurate results. Thus, when calculating ARs of a company,
the returns of the observed company were not included in the benchmark. Thereby, the return of a
single company was compared to the benchmark return which then comprised the average return of
the other 29 rather than 30 companies.

The yearly DAX performance was volatile, starting with a positive development in 2010 (plus 16 per-
cent)G, followed with a performance drop in 2011 (minus 15 percent) and ended with an increase of 29
percent in 2012”.

Estimation and Event Window

Another prerequisite for conducting the event study method and calculating ARs is to appoint the 'es-
timation window' and 'event window'. The estimation window is the period of time before the actual
event (see lllustration 1) (Hauser 2003). Here, t=es; and t=es, are the beginning and the end of the

% An abnormal return reflects the over- and underperformance of a company compared to the defined benchmark.
4 HeidelbergCement AG, LANXESS AG and Continental AG were considered retroactively for the whole three
year period, as they were included in the DAX30 in 2010 or 2012 whereas Salzgitter AG, MAN SE and Metro AG
were not considered as they were eventually excluded from the index.

® The index Standard & Poor’s comprises 500 companies.

® In 2009, the performance increased by 24%.

” From January to June 2013, the performance increased by only five percent.
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estimation window, respectively. In the article, the estimation window was 200 trading days which
resulted in stable parameters and covered all seasonal effects (Goerke 2009).

estimation window event window

Fig 1: Estimation and event window (Own research based on Hauser 2003)

The event window indicates the number of days before and after the event date over which ARs are
accumulated (Konchitchki/O'Leary 2011). The event date was defined as t=0 while t=ev, was the be-
ginning and t=ev, the end of the event window. The event window covered 41 trading days, including
the event day. It was necessary to observe the time period before the event because information to be
announced at the events sometimes can be anticipated or market participants might illegally disclose
or leak the information before the actual event date. Because capital market reactions may not take
place immediately but after market participants have formed their opinions, the chosen time period
was supposed to be long enough to measure stock change due to an event. At the same time, the
event window was short enough to mainly prevent the results from being influenced by confounding
events. The event windows should be justifiably confined so as not to be too broad, thereby excluding
additional information which might cause additional market reactions and dilute the results of the origi-
nally analysed events (Goerke 2009). The chosen event window was in line with the reviewed litera-
ture.

3.3 Test of Significance

In order to evaluate the significance of an event on share prices, in accordance to Binder (1998),
Goerke (2009) and Rasch et al. (2010), the parametric procedure of a t-test was applied. Within the
article a significance level of a = 0.05 is applied, which is in line with the literature (Rasch et al. 2010).
Since a delayed market reaction on new information or the monitoring of leakage before the actual
event are conceivable, the significance analysis of several consecutive days may also be of interest.
Therefore, cumulative Abnormal Returns (CARs) were calculated for every event. A CAR is the sum of
at least two AR over the defined time window (Goerke 2009):

CAR;(, 1,y = X * ARy, (2.1)

The following table shows the investigated symmetric and asymmetric CAR windows:

Symmetric CAR windows Asymmetric CAR windows

From day (t1) To day (t2) From day (t1) To day (t2)
-20 20 -10 -1

-10 10 -5 -1

-3 3 0 4

-1 1 0 9

* A minus sign in column "From day" displays the day before the actual event

Table 1: CAR windows
10
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The calculated t-values of the CAR were adjusted by considering the number of days of the CAR win-
dow (Ott 2011):

(2.2)

where:

m = humber of days within the CAR window

Due to the reason that multiple tests were carried out, in a very conservative way, the determined
alpha must be corrected by dividing alpha with the number of tests. The alpha adjustment reduces the
risk that ARs are accidentally declared as significant. Within the article the adjusted alpha would be
0.0031 percent as 1620 tests were carried out® (Crosbie 1987). In this context, no significant events
were expected. The adjustment was seen as too strict and not executed.

3.4 Independent Variables

In case of identified significant events, potential reasons for specific AR/CAR distributions were inves-
tigated. According to McWilliams and Siegel, independent variables were defined and tested via the
analysis of contingency (1997). Therefore, Operating Cash Flow (OCF) is a good measure to evaluate
the company’s performance. It is also less vulnerable to manipulation than e.g. EBIT and Net Income.
To analyse the correlation between ARs and OCF, the change of OCF over the previous period was a
point of interest. Applying the analysis of contingency, the objective was to investigate whether there is
a significant correlation between significant AR and OCF.

3.5 Contingency Analysis

Within the contingency analysis the correlation between at least two nominal variables is determined.
With (r x c)-cross tabulation, where r are the rows and c¢ are the columns, the empirical results are
presented to recognise a potential connection. Therefore, marginal frequencies of the empirical values
were determined to calculate the estimated frequencies.

4 Results
4.1 Descriptive Results

The structure of the investigated investor presentations was in line with the requirements of the current
literature. To get the auditors' attention, the introductions contained the main financial and operational
highlights aggregated on one sheet. The main part (body) dealt with a more detailed presentation of
the results. At the end, an outlook was given for the next period. However, there was no clear picture
about the outlook information. In some presentations exact outlook figures were reported, whereas
other presentations only contained the estimated direction of a future development. An appendix ac-
counted for 122 presentations. The usage and value of this additional information could not be ana-
lysed. All observed investor presentations were prepared in English, most of them in German as well.
The mean of total slides was 38. Between the mean of HY (32 slides) and YE presentations
(44 slides) was an average variation of 12 slides. The difference was due to the longer time period and
the larger scale of information which was reported in the YE presentations. The standard deviation
was 25 slides. The results revealed a big gap between the minimum and maximum length. While Bei-
ersdorf (seven slides; HY 2010) and Volkswagen (nine slides; YE 2012) concentrated on compressed
data, Merck (95 slides; HY 2010) and Allianz (171 slides; YE 2011) stated very detailed information
about the company structure, strategy, and their regions and segments. On average, with only 15
slides, Bayer and Deutsche Bérse presented the least. Allianz on the other hand, with 123 slides on

% 180 tests multiplied with nine (event day plus eight CAR) equals 1620 tests; a divided by 1620 tests equals
0.000031.
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average, presented the most slides. It should be mentioned though that the Allianz presentations con-
tained large appendices of about one third of the total slides.

The events were held by either CEOs, CFOs or both together. In reference to Bursen-Marsteller
(2001) and Goseke (2008) this was expected, as both positions symbolise the required expertise
needed to present company results to the audience. More accurately, in 145 cases both the CEO and
CFO presented together. 16 presentations were held only by the CFOs, while for 19 presentations no
information was given.

The clear majority of presenters were male (n=157) while only the CFO of Lufthansa was female
(since 2012). This also led to the only instance of group 'Male/Female'. In 19 cases no gender infor-
mation was given. The results were in line with the 2010 findings of Holst and Wiemer. Different mar-
ket reaction caused by gender aspects can only be assumed. However, since 2010, Holst and
Schimeta have explored the increasing share of women in leadership positions in the 200 biggest
German companies, especially in the DAX 30 companies (Holst/Schimeta 2013).

The 180 presentations contained slightly more than 7,000 visualisations. On average, it corresponded
to 1.03 visualisations per slide. The minimum visualisation usage per slide referred to Henkel (HY
2010) while the maximum referred to Deutsche Telekom (HY 2012). Building the companies’ mean,
only Deutsche Telekom reported more than two visualisations per slide. Again, it is not the quantity but
the quality of these visualisations and information which is important. One visualisation per slide
seems to be a good orientation for investor presentations. It is in line with the principle that one slide
should contain one key message. Slightly more than half of the presentations contained visualisations
per slide in a range of 0.75 to 1.25.

Companies mostly applied column charts (48.9 percent) to present the development over time, and
tables (29.3 percent) to aggregate information. Both types summed up to 78.2 percent of the total
visualisations and were recognised in every presentation. With the exception of Adidas, Beiersdorf
and Munich RE, at least 68 percent of the visualisations of each company referred to column charts
and tables. Companies which presented less column charts often presented more tables instead, and
vice versa. With some exceptions, other visualisations types were rudimentarily presented. In their
presentations only eight companies chose to use photographs to present their products and in this
regard it was the automotive industry companies which most dominantly utilised this visualisation
form.

lllustration 2 shows a bell-shaped distribution of all 180 ARs of the event days, in 0.5 percent intervals.
On average, the closer the interval is to the mean, the more ARs that were counted. The mean (0.42
percent) and median (0.26 percent) were slightly above zero percent and in line with the general de-
velopment over the three years observation period. In absolute terms, 97 positive and 83 negative
ARs were identified. 50 positive ARs were identified for YE presentations, 47 for HY presentations.
Conversely, 40 negative ARs were observed for YE presentations, 43 for HY presentations. A distinc-
tion must be made between the mean of HY and YE presentations. While the mean of HY presenta-
tions was 0.08 percent, the mean of YE presentations was 0.72 percent. The difference could be a
coincidence, but it could also be assumed that market participants paid more attention to YE rather
than HY presentations. Consequently, a stronger market reaction was recognised on annual events. A
standard deviation of 3.08 percent already indicated a noticeable volatility of share prices around the
observed event dates.
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Fig 2: Distribution of AR per interval

The minimum AR (-8.1 percent) referred to the energy corporation E.ON. It was driven mainly by the
political decision to phase out nuclear power in Germany. The maximum AR (9.93 percent) referred to
the chemical corporation LANXESS which recorded an increased demand from Asia and Latin Ameri-
ca. Additionally, management made the announcement to significantly raise the dividends per share in
the near future.

In the following, the number of positive and negative changes of OCF was compared to the previous
period. A comparison of budgeted and actual figures would have been interesting but was not carried
out because of the limited data in the presentations. Moreover, it must be restated that the quantifica-
tion of changes was not considered within these results. Therefore, changes of one percent and 200
percent were part of the same group.

In 53 percent of the cases (n = 96), there was a positive change of OCF (negative change of OCF: 47
percent, n=84). 59 percent (57 cases) of positive OCF changes referred to YE presentations while 41
percent (39 cases) referred to negative changes.

4.2  Analytical Result
4.2.1 Market Reaction

lllustration 3 graphically shows a slight increase of 0.42 percent in cumulative average Abnormal Re-
turns (CAAR) on all 180 event days, reaching its peak, at 0.78 percent, on the ninth day after the
event. The CAAR development over the whole event window appeared very balanced. It creates the
impression that investor presentations have no, or a very low, impact on share prices. However, this
was due to the fact that within the calculation of CAARSs, positive and negative ARs neutralised them-
selves. Consequently, a potential impact of observed events was diminished.

2.5%
1.5%
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© 0.5%
-1.5%
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21 -18 -15 -12 -9 -6 -3 0 3 6 9 12 15 18 21
Event Day

Fig 3: Total development of CAAR

This also applies for the CAARs of the 90 HY and 90 YE events. But here, in the second half of the
event window, a considerable difference between the presentation types becomes obvious (see lllus-
tration 4).
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Fig 4: CAAR of half year and year end events

Before t-tests were conducted, the requirement of normal distribution for the whole data set was clari-
fied. Serving as an example, the Adidas returns were tested for normal distribution. Visually, the distri-
bution of returns already seemed normally distributed (see lllustration 5). The Kolmogorov-Smirnov-
Test confirmed this assumption with a = 0.055. Before the test was applied, eleven outliers ,which
referred to earnings or product announcements, were excluded. It was assumed that the returns of the
other DAX companies are also normal distributed, or close to it.
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Fig 5: Distribution of Adidas returns per interval

Since the requirement for conducting a t-test was fulfilled, in the next step it was identified whether
investor presentations impact share prices. Within different time windows, significance tests on CAAR
clarified this. Against the background of AR neutralisation, CAARs of all observed events were not
significant at all. None of the calculated p-values were smaller than the defined significance level of
five percent. The same applied for the separately tested HY and YE events. To take the AR neutralisa-
tion into consideration, ARs were not aggregated. Significance tests for all events and windows were
examined individually, which resulted in the identification of significant events (see Table 2). The high-
est number of significant events was reported directly on the event day. Therefore, the null hypothesis

H; was rejected for 32 percent of the observed events and the alternative hypothesis was accepted:

Hia: There is a significant market reaction to investor presentations.

The fact that the highest number of significant events was reported on the event day is contrary to the
assumption that market reactions on new information are slightly delayed. Additionally, the results of
symmetric CAR windows support this statement. The smaller the symmetric CAR windows, the more
significant events that were recognised, with the exception of the "-20 to 20" CAR window. Asymmetric
CAR windows before the event showed a relatively low number of significant events in comparison to
those after the event. This led to the conclusion that new information became available for investors
on the event day and not before. Moreover, it indicates that the events themselves were possible
causes of ARs.

14



IMB Institute of Management Berlin Working Paper No. 88
Hochschule fiir Wirtschaft und Recht Berlin - Berlin School of Economics and Law

CAR Window CAAR p-value No. of Significant Events Significant Eventsin% | n

-20 to 20 0.07% 53.92% 2 1% 180
-10to 10 0.71% 54.89% 2 1% 180
-3t03 0.58% 45.22% 9 5% 180
-1to 1 0.49% 39.10% 24 13% 180
-10 to -1 0.07% 59.43% 0 0% 180
-5to -1 0.05% 61.14% 4 2% 180
Oto4 0.54% 41.96% 15 8% 180
0to9 0.87% 47.52% 5 3% 180
0 0.42% 29.80% 57 32% 180

Table 2: Significance test on CAAR and significant events per CAR window

In the following analysis, the focus was on the 57 significant events. On average, 1.9 significant events
per company were recognised. However, the distribution among the companies strongly varied be-
tween zero and a maximum of five significant events per company (see Table 3).

No. of Significant Events 6 5 4 3 2 1 0 Total
No. of Companies 0 1 3 4 11 6 5 30
in % 0 3 10 13 37 20 17 100

Table 3: Number of companies per number of significant events

The investor presentations of Bayer, Deutsche Bank, Commerzbank, Fresenius Medical Care and
Munich RE were not significant at all, while five significant events were attributed to Merck. 60 percent
of the companies had two, three or four significant investor presentations.

An industry specific statement is difficult to make because the number of companies per industry is
very small. However, an approximate finding for the automobile (four companies), chemistry & phar-
macy (six companies) and finance branches (five companies) could be given. In contrast to the auto-
mobile (2.5 significant events per company) and chemistry & pharmacy (2.3 significant events per
company) industry, the finance industry does not seem to be very volatile, having a quotient of 0.6.
While significant positive and negative events were nearly balanced in the automobile industry, within
the chemistry & pharmacy industry about two-thirds of significant events were positive. Thus, it can be
assumed that significant events were not only driven by company performance but also influenced by
the general trend of the branch.

The development of significant events over time was relatively stable at a level of 32 percent per peri-
od. At least eight events per period were significant. However, a difference is noticeable between the
first three and last three periods. Within the first three periods the number of positive and negative
ARs was relatively equally distributed with a slight predominance of negative ARs. In the last three
periods the share of positive ARs was slightly larger than the negative one. About two thirds of the
significant events referred to positive ARs while one third referred to negative ones (see Table 4).
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Presentation Typ Positive AR Negative AR* Total n
Half Year 2010 5 4 9 30
Year End 2010 3 6 9 30
Half Year 2011 4 5 9 30
Year End 2011 9 2 11 30
Half Year 2012 6 2 8 30
Year End 2012 9 2 11 30
Total 36 21 57 180
* with a = 0.05.

Table 4: Periodical distribution of significant positive and negative AR (absolute)

This distribution was in line with the DAX performance from 2010 to 2012 (see lllustration 2) but
weakened the impact of presentations on share prices. In accordance to the presentation type, the
distribution of significant events was relatively equal. 26 significant events referred to HY while 31
referred to YE presentations.

lllustration 6 shows the separate CAAR of the significant events over the entire event window, distin-
guishing between positive and negative ARs. Before and after the actual event, the development of
ARs was relatively stable at one level. Directly on the event day, ARs increased or decreased signifi-
cantly. On average the positive ARs increased by 4.9 percent and the negative ones decreased by 5.8
percent. This statement supports the presumption that investor presentations and the announcement
of new information lead to market reactions in both directions.

(Classification based on day null results)
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Fig 6: Development of CAAR of significant positive and negative AR

4.2.2 Market Reaction Determinants

The numeric distribution of positive and negative changes corresponding to insignificant and signifi-
cant events differed no more than three percent for each ratio. Focusing on the significant events,
Table 5 presents the results of contingency analyses. The correlation between ARs and the change of
OCF to the previous period was tested.

*a=0.05 Positive AR Negative AR Total Cramer's V X2emp X2iheo
Positive OCF 22 7 29

Negative OCF 14 14 o8 0.41 9.54 384
Total 36 21 57

Table 5: Results of contingency analyses between AR and ratio changes

The change of OCFs showed a significant medium correlation with ARs. At least for positive OCFs, a
clear tendency was apparent. In three out of four cases a positive OCF led to a positive AR. A clear
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tendency for negative changes of OCFs was not apparent. The low level of manipulation possibilities
may have increased the acceptance of OCF as an evaluation ratio.

To conclude, the change in the defined ratios partly led to market reactions from investor presenta-
tions. Thus, the null hypothesis Howas rejected:

H.a: There is a significant correlation between OCF and the market reaction to investor presen-
tations.

However, the results were restricted because returns are multi-causal, inter alia impacted by historical
data as well as future perspectives. For simplification purposes, the conducted contingency analyses
assumed a mono-causality.

4.3 Limitations

The results could have been influenced by the design of the event study, especially due to the choice
of investigation parameters. The calculation of significant events with different estimation windows or
another benchmark would increase the robustness of the results.

The existence of confounding events such as annual meetings, product launches or political decisions
could have also introduced biases. If they occurred within the estimation window, it could lead to pa-
rameter distortions of the normalisation model. The occurrence within the event window would de-
crease the ability to determine the impact of the observed event. Because investor presentations were
held at the same day as earnings reports were launched, it was difficult to determine the influence of
presentation itself. However, presentations and reports had the same data base and could not be
seen as confounding events by definition. In general, this kind of bias can be reduced by either short-
ening the event window or by extending the estimation window (Womack 1996).

Orally given information and presentation skills were not analysed but may have impacted investment
decisions. Under the assumption that some presentations were held in the morning and some in the
afternoon, the market reaction could differ as it would leave more/less time to react within the presen-
tation day.

The error probability of a = 0.05 led to the conclusion that events were accidentally classified as signif-
icant events. Due to the high number of significance tests and the abdication of adjustments, the
probability increased even more. Further, only a small data set of 180 events was tested a single time,
resulting in 57 significant events. This effect may also change if other data sets are tested. For these
reasons, the null hypothesis may have been wrongly rejected, although it was true (type one error;
alpha error) (Schéfer 2011).

The conducted contingency analyses were mostly bivariate and observed the correlation between ARs
and one variable. Since returns are affected by more than one variable, the results must be restricted.
Besides OCF, other ratios could have also impacted the returns.

By analysing 100 DAX companies in 2005, Nenning und Kuiper found that on average about 40% of
the market value is due to future earnings expectations. Conversely, it means that only about 60% of
the market value refer to current results (Nenning/Kuiper 2006). In fact, future outlooks must also be
considered.

5 Conclusion

The article adds to the literature by documenting that investor presentations of DAX 30 companies
partially have an impact on share prices (H,4). It further clarifies that German investor presentations of
earnings announcements are informative events for investors. In accordance to the event study meth-
od, 32 percent of 180 presentations were determined to be significant. Nearly two thirds of the presen-
tations referred to positive ARs which was in line with the yearly DAX trend. CAAR of positive and
negative significant events indicated that the strongest reaction occurred directly on the event date.
Before and after the actual event, CAAR was stable. On the event day, CAAR either increased by 4.9
or decreased by 5.8 percent. MacKinlay's findings on the impact of earnings announcements of Dow
30 companies were similar, albeit in a weakened form. While the greatest return can be earned direct-
ly on the event date, it also includes the highest risk of negative returns. Thus, a clear statement about

17



IMB Institute of Management Berlin Working Paper No. 88
Hochschule fiir Wirtschaft und Recht Berlin - Berlin School of Economics and Law

the best time to invest cannot be given. The assumptions of pre-market or delayed market reactions
can be rejected. This is in contrast to Ferguson and Scott, who explored a constantly increasing effect
of investor presentations over a 31 days event window. However, they did not focus on earnings an-
nouncements. Branch differences exist with regards to volatility. If the three most frequent branches of
the DAX are compared, within the automobile and chemical-pharmaceutical branch 2.3 and 2.5 signif-
icant events per company were recognised, respectively. In the finance branch, by comparison, only
0.6 were recognised.

The analysis of market reaction determinants provide different results. In a structural perspective, all
requirements were fulfilled. With regards to content, in line with Dérner, OCF revealed a significant
medium correlation and shows that changes in ratios can impact share prices (H.4). The fact that apart
from the analysed ratios in this study nearly no other ratios were reported to have been announced,
confirms the voluntary nature of information in investor presentations. This does not preclude that
other relevant ratios could have been reported in the media, but it does make a statistical analysis of
other ratios difficult.

A fundamental finding for DAX 30 companies is that the market reaction to investor presentations oc-
curs exactly on the event day. It increases the importance of voluntary measures and reveals that
investor presentations should be prepared and held in a professional manner. Firstly, to get in contact
with investors and to get a feedback. And secondly, to gain trust which is important for future devel-
opments. The presentation design and surroundings might have a bearing on investors but based on
the analysed characteristics, the main focus lays on the earnings results, in particular OCF. Already
confirmed by PwC (2012), companies should increase their transparency by providing more relevant
ratios and explanations, not only in reports but also in presentations. It further provides evidence that
companies are not able to talk up the price and do not have to expect delayed market reactions.

The results were strengthened by the public availability of the exact event dates, adjusted stock re-
turns and slide presentations which reflect a high value of data collection. Additionally, the calculation
of ARs with adjusted benchmarks improved their quality. Despite the presented results, there are also
some limitations which should be acknowledged. The results could have also been impacted by the
design of the event study, especially due to the choice of investigation parameters. The application of
different estimation windows or benchmarks increases the robustness of the results. The same applies
when simultaneously analysing randomly chosen trading days not pertaining to actual event days.
Moreover, an adjustment of the significance level was not carried out. In reference to Bonferroni and
the multiple testing, it would have been required, but was seen as too conservative. Consequently, this
increased the probability that the null hypotheses were wrongly rejected (type one error). By reducing
the number of CAR windows and therefore the tests, the risk of biases could be decreased. On the
other hand, with too few CAR windows a specific market reaction could be missed.

The fact that earning announcements were communicated on the same date over different channels
(reports, home pages, investor presentations) a clear impact allocation of investor presentations was
impossible. In particular, this applied for the presentation content which is a report summary. Since
market reactions are based on many factors rather than on one independent variable, the results of
the correlation analyses were one-sided and also must be seen as restricted. Furthermore, orally giv-
en information and presentation skills were not taken into account.

Since the article only focused on the impact of three ratios, further research could be done in this area.
Also inspired by PwC (2012), it could be analysed whether market reactions reflect the degree to
which investors' information needs are satiated by the content range in the presentation. Aside from
past oriented information, the market reaction on presented outlooks could be further investigated, as
they are of particular interest for investors when evaluating future perspectives. An analysis could also
be carried out for the second biggest German index (MDAX) simultaneously, to test the quality of the
generated results.
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