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The objectives of this study are to investigate the market reaction of accounting
method announcement on reduction of capital in conjunction with the increase in
retained earnings and to study the effect of factors associated with the market reaction
of the accounting method announcement, including decreased retained earnings,
resulting dividend, firm size, and industry type. This study used available data of listed
companies in 2000-2005 that reduced the capital in conjunction with the increase in
retained earnings despite the deficits on capital and increase the retained earnings
before incurring the deficits on capital. The cumulative abnormal returns ( CARs ) over a
15 — day surrounding  the announcement(-7,+7) are measured to test the market
reaction.

At 95% confidence interval, the result shows that the market response to the
announcement of accounting method on reduction of capital in conjunction with the
increase in retained earnings, leads to a significant negative mean cumulative abnomal
returns of about -9.18% during the event window ( -7,+7) and the sole factor affecting
the market reaction of accounting method announcement on reduction of capital in

conjunction with the increase in the retained eamings is the firm size.





