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“An Event Study is a statistical method to
assess the impact of an event on the value of
a firm”



* Event study is used for post analysis of an
event. — Did a firm lose/gain value because of
an event and can this be proven?

e Event study can also be used for forecasting
the likely change in stock prices given a
forthcoming event.



Required information for event study

* Event Date — From which you derive;

Announcement dat
* An estimation period A mm
AN e
L4 An eve nt Wi n d OW Estimation period Event window

* Historical stock prices - cClose price and dates

 Market index stock prices - s&P500, FTSE....



Steps involved to calculate analysis

Calculate daily returns for the stock and index over the estimation period

Use regression analysis to estimate the security characteristic line (SCL) from the
estimation period. This gives us values to estimate what the expected return of the
stock should be if no event was to occur.

SCL:rs=a+ B(rm) + e

Using the expected return calculated over the event window, the abnormal returns
(AB) can be calculated for the event window using a combination of market models.

AB = [s-E(ls)

Calculate the cumulative abnormal returns (CAR) and average abnormal returns
(AAB) over the event window and carry out significance testing on the result to
indicate if the event caused a significant change in the stock value

CAR =5, AB,,



Technology Used

 Front end — Web based, html page design and Ul
developed using JQuery.

e Middle tier - jsp / servlets used to produce the html pages
and running on tomcat servlet container. MVC design pattern
used to structure the code sequence.

* Back end analysis — R statisical package running Rserve.
Rserve is a TCP/IP server which allows other programs to use
facilities of R
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Analysing Financial Event Data
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About Event Study Analysis

An Event study is a stagsical method 10 assess the impactof an eventon he value of a fm. For example, he
announcement of a merger betwean two business entdes can be analyzad b see whather mvestors befieve he
merger will creale or destroy value. The basicidea is o ind he abnormal return afibutable 1o the eventbeing
studied by adjusting for e retum hat stems fom he prce fucuation of e market as a whole. Eventsiudies

have been used in a large vanety of siudies, mduding mergers and acquisiions, eamings announcements,
debtor equily issues, corporale reorganisasons, invesiment decisions and corporale socal responsibility

{MacKinlay 1947 McWiliams & Siegal, 1997)
Example Study

boEstiieg

Thcker: CSC 5£0 Systems)
Event Date: Feb 5 1l
Event: 03 Outiook below foeecast

il

ok :
Event Date: 27th Jas 2011
fwent: Prodect Hecall

l'lrl AMR (
Event Dote, Mach Nh 2011
Fyent. SINNGn Notes Offer

American Allines)




New Event Study
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Example Graphs
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Questions?



