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(A) Klod
HARRIS CORPORATION
Six Months Ended
12/31/88 12/31/87 12/26/86
change change
Net Sales $1,041,693 §999,472 $994,553
($000) 4.2% 0.5%
Trade
Receivables 558,790 490,497 362,644
($000) 13.9% 35.3%
Inventories 331,481 262,850 269,410
($000) 26.1% -2.4%
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Signal Measured as:
1 Inventory* A Inventory (78 or 3) - A Sales (12)
2 Accounts Receivable A Accounts Receivable (2) - A Sales (12)
3-4 Capital Expenditure, R&D A Industry Capital Expenditures or RED (30(46)) -

A Firm Capital Expenditures (R&D)"

5 Gross Margin A Sales - A Gross Margin (12-41)

6 Sales and Administrative Expenses (S&°A) A S&A (189) - A Sales

7 Provision for Doubtful Receivables A Gross Receivables (2+67) - A Doubtful
Receivables (67)

8 Effective Tax PTEAT.,-T)
PTE, = pretax earnings (170) at ¢, deflated by
beginning price
T = effective tax rate©

9 Order Backlog A Sales - A Order Backlog (98)

10 Labor Force

Sales, | Sales d

(NuA of Employees _, " No. ofEmponees,)

Sales

-1

No. of Employees , _,

11 LiFOEarnings 0 for LIFO; 1 for FIFO (59)
12 Audit Qualification 1 for Qualified; 0 for Unqualified (149)

Percentage Change in Inventory - Percentage Change in Sales.* (1)

[Inventory, - E(Inventory,)] / E(Inventory,), 2)
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Percentage Change in Gross - Percentage Change in Provision (3)
Accounts Receivable for Doubtful Receivables.
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@
R;=a+bAE; +u;i=12,.. . ,n number of firms (5)

12
Ri= a+ boAP'rL'., +;§I bJSJ, + v;. (6)
R;= a+ BAPTE, +:Z:b —_

Capital Gross SEGA

Year Intercept  APTE _ Inventory Receivables Expenditures R&D  Margin  Expenses
()] (2) 3) (4) (5) (6) ) (8)

1974 0.080 0559 -0.150°  -0.263' -0.007 0.078 -0.516' 0.021
1975 -0.032 0.4807 -0.125' =0.117 -0.036 0.060 -0.8397 -0.410!
1976 0.014 1.1822  -0.017 0.011 -0.049 0.180  -0.489? -0.407!
1977 -0.045 0.809 0.020 -0.305? =0.002 -0.058 -0.996% -0.4612
1978 -0.080? 0.527¢  -0.242? -0.271% -0.038' -0.1612  -0.750? -0.729?
1979 -0.192*  0.824° -0.065 -0.116 -0.059? -0.069' -0.806° -0.188
1980 -0.2222 0.4552 -0.2182 -0.182 -0.015 -0.057 -0.5352 -0.163
1981 0.033 0.404> -0.192?  -0.3012 -0.038 0.195  -1.064? -0.291
1982 0.0972 05712 -0.078 -0.013 0.049 0.126  -0.595% -0.399'
1983 -0.015 0.8082  -0.102 -0.127 -0.005 0.063  -0.6802 -0.319
1984 -0.1342 0.6532  -0.0922 -0.006 -0.040? -0.1172 0.014 -0.25¢4
1985 -0.076? 03917 -0.013 0.150 -0.007 -0.005 -0.265' -0.187
1986 -0.104* 0.386* -0.061' 0.018 0.009 0.039  -0.4902 -0.125
1987 0.015 0.673*  -0.1607 0.189 -0.009 0.013  -0.4202 -0.342'
1988 0.099' 0.245  -0.158! -0.248 -0.1382 0.009 -0.547' -0.988?2
Across-Years
Means -0.038 0565 -0.111 -0.106 -0.030 0020 -0599 -0.350

(-value) (-1.50)'  (9.13)* (-5.55)2 (-2.56)% (-2.43)% (0.74)  (-B.42)® (-5.46)%

Doubtful Effective Order  Labor LIFOf Audit  Adjusted Adjusted R? Partial

Year Receivables  Tax Backlog  Force FIFO  Qualific. R2 Benchmark?®

9) (10) (1) (12) (13) (14) (15) (16) (17
1974 -0.076 -1.061 -0.108 -0.133 0.093 0.045 0.15 0.17 1313
1975 -0.016 0.22¢4 -0.098 -0.4422  0.117 0.178 0.15 0.14 1.775!
1976 0.020 -1.621 -0.136'  0.231 0.055  -0.063 0.19 0.12 1.442
1977 -0.002 -1.893? -0.1682 -0.333! 0.046 0.046 0.18 0.08 3.2432
1978 -0.050 0.476  -0.069 -0.205 0.086 -0.2797 0.30 0.19 5.4522
1979 0.037 -0.276 -0.026 -0.270' 0.068 -0.083 0.25 0.16 2.743%
1980 0.007 -0.420 -0.1652 0210 -0.001 0.106 0.14 0.04 2.0682
1981 0.098 0.741  -0.033 0.026 -0.133¢ 0.062 0.23 0.14 2.694?
1982 0.104 0.363 -0.1372 -0.011 -0.177* -0.172' 0.35 0.19 4.0647
1983 0.010 -1.433 0.081 -0.145  -0.077" 0.537 0.19 0.21 2.202?
1984 -0.003 1927 -0.191% 0.350 -0.027 -0.207' 0.17 0.13 1.8412
1985 0.090 0.056 -0.075 -0.177 -0.075¢ -0.094 0.13 0.05 1.8142
1986 -0.001 1345  -0.100' 0080 -0.057' -0.073 0.15 0.17 1.9342
1987 -0.1172 20628 -0.2712 -0.226 -0.0787 -0.154 0.18 0.13 2.642¢
1988 -0.003 -0.841 -0.099 0.028 0.116 -0.259' 0.39 0.10 3452
Across-Years
Means 0.007 0014 -0.107 -0.068 -0.003 -0.028
(t-value) (0.41) (0.04) (-5.06)* (-1.17) (-0.13) (-0.52)

Capital Gross S&A  Effective

Year Intercept APTE Inventory Receivables Expenditures Margin Expenses Tax

(1) (2) (3) (4) (5) (6) (7 (8)
1974 0.065" 06112  -0.1652 -0.149! 0.006 =0.150 =0.044 -1.033!
1975 -0.009 0.787*  -0.141% -0.092 -0.014 -0.239' -0.118 1.130
1976 -0.050" 1.0482  -0.037 =0.041 -0.026" -0.3792  -0.108 -1.375!
1977 -0.067* 0.4317  -0.021 -0.067 -0.023! -0.568% -0.161' -2.133?
1978 -0.0972 09532 -0.117* -0.1622 -0.020' -0.4222  -0.027 -0.229
1979 -0.1612 0.5932  -0.056! -0.013 -0.001 -0.3922  -0.2902 -0.859!
1980 -0.1222 05637 -0.049 -0.1582 0.009 -0.4032 -0.075 -0.024
1981 0.023 0.6362  -0.1042 -0.094 0.007 -0.6072  -0.193! -0.479
1982 0.128! 0.6832  -0.1692 0.141 -0.012 -0.3902  -0.6462 -0.122
1983 -0.035 0.6672  -0.0982 -0.014 -0.022 -0.239!  -0.078 -0.587
1984 -0.124? 02832 -0,038' 0.074 -0.001 -0.067  -0.067 0.447
1985 -0.0892  0.2772  -0.047' 0.155 -0.013 -0.5072  -0.328%  0.173
1986 -0.0542 0,065 0.007 0.005 0.014 -0.4552  -0.315% -0.477
1987 -0.019 0.3492  -0.0842 -0.008! -0.000 -0.5182  -0.410? 1.054
1988 0.050 0.504*  -0.016 -0.1712 =0.044! -0.3592  -0.439! -1.002
Across-Years
Means -0.038 0.560 -0.076 -0.039 -0.009 -0.380 -0.219 -0.368
(t-value) (-1.87)! (8.20)2  (-5.33)2 (-1.46)! (-2.28) (=9.70)2  (-4.74)2  (-2.17)!
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Labor LIFO! Audit Adjusted  Adjusted R?  Partial

Year Force FIFO __ Qualifications R2 Benchmark? r
(9) (10) (11) (12) (13) (14)

1974 -0.2612 0.062 0.029 0.15 0.17 3.519?
1975 -0.146 0.087 -0.001 0.15 0.14 2.0712
1976 -0.000 0.060 -0.060 0.19 0.12 3.0752
1977 -0.114 0.101 -0.036 0.18 0.08 7.067¢
1978 -0.1892 0.039 -0.012 0.30 0.19 5.0272
1979 -0.185?2 -0.008 -0.037 0.25 0.16 3.7322
1980 0.186 -0.099? 0.048 0.14 0.04 6.0962
1981 0.007 -0.038! -0.010 0.23 0.14 3.5932
1982 -0.077*0  -0.132% -0.1882 0.35 0.19 10.139%
1983 -0.3042 -0.006 0.134 0.19 0.21 2.8922
1984 0.087 -0.048?2 -0.1492 0.17 0.13 2.1412
1985 -0.1512  -0.038' -0.1772 0.13 0.05 6.2082
1986 0.020  -0.056% 0.108 0.15 0.17 4.3582
1987 -0.011 -0.026 0.042 0.18 0.13 5.7342
1988 0.018 0.084 -0.057 0.39 0.10 2.649?2
Across-Years
Means -0.075 -0.005 -0.025

(t-value) (-2.15)2  (-0.26) (-1.02)
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®
12 12
Ri= a + bAPTE; + 3 bS; + & B(APTE; x S) + ui. (6a)

12 2 .
Ri=a+ WAPTE, + £ bS; + & b (APTE x S) + u;

Coefficient of Additive Coefficient of Multiplicative
Variables Term (Fundamental) Term (APTE x Fundamental)
Intercept -0.038! —
Earnings change 0.416% —
Inventory -0.0842 -0.099
Receivables -0.041" 0.544!
Capital expenditures -0.010! 0.009
R&D 0.037! -0.400!
Gross margin -0.3492 -0.593
S&A expenses -0.1732 -1.2292
Doubtful receivables 0.025! -1.106!
Effective tax -0.384" —a
Order backlog -0.110% 0.474
Labor force -0.0802 -0.233
FIFO-1LIFO -0.017 0,5782
Audit qualification -0.014 -0.8142
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APTE, = PTE, - (PTE,, + Drift,) )
where:  Drift, = (PTE_) - PTE))/1-2,

1 =1974, the beginning year of the sample period.
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Al el 3 g5 g 57 S0
R = a + bAPTE, +j'f‘ b+ v,

Inflation Rate?® GNP Growth®

Independent Variable High  Medium Low High  Medium  Low
Intercept -0.0262 -0.068% -0.0382 -0.080* -0.070®  0.030?
APTE 06412 0623  0.322? 0.5872 0.3352  0.6842
Inventory -0.0672 -0.089? -0.0362 -0.0532 -0.0622  -0.098?
Receivables -0.1422  -0.016 0.012 -0.055? 0017  -0.060?
Capital expenditures 0.007 -0.009' -0.008 -0.0122 -0.002 0.006
R&D -0.028 0.020 0.032 -0.019 -0.006 0.029
Gross margin -0.3062 -0.307? -0.4582 -0.297% -0.479% -0.369?
S&A expenses -0,2322  -0.027 -0.361* -0.028 -0.2742  -0.299?
Doubtful receivables -0.042! 0.034 0.019 -0.006 0.024 -0.016
Effective tax -0.459¢ -0.6142 -0.240 -0.782!  -0.737! -0.298
Onrder backlog -0.0812 -0.109* -0.150? -0.116% -0.1122  -0.1242
Labor force -0.008 -0.130* -0.077¢ -0.077® -0.109?2 -0.004
FIFO-LIFO -0.006 0.0212  -0.210? 0.052 -0.0312 -0.0272
Audit qualification 0.018  -0.0452  0.050 -0.085! 0.013 0.001
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Fundamental

Score Group 1974 1975 1976 1977 1978 1979 1980 1981
1 (highest quality}  1.181 1179 1.212 1.787 1.162  0.980 0.695  1.543
2 2015 0478 0.787 2392 1.301 1.393 2.265 1.027
3 0995 0318 1.161 1.132 1.451 0.520 1.051 1.267
4 0982 0968 1.136 2.210 1.441 0.845 0.962  0.761

5 (lowest quality) 1.545 0.288  0.545 0.621 0.992 0.557 0.408 0.972

tvalue of “high”

minus “low™ -1.40 4.822 3.202 3.842 0.87 2.21! 1.66! 2.612
Fund | Score Group 1982 1983 1984 1985 1986 1987 1988
1 (highest quality) 1513 0757 0.436 0.559 0.495 0.623 1.944
2 0.863 1.354 1.237 0.696 0.315 1.094 2528
3 0.807 1.056 0.658 0.805 0.782 0.773 1.669
4 1251 0396 0.400 1.145 0.448 0.955 0.264
5 (lowest quality) 0442 0324 0.848 0500 0.109 0.653 0.578

tvalue of “high” minus “low”  5.60%  2.02' -2.01 0.40 2.822  -0.19 4.132
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Fundamental Earnings Quality
Low

High
High 3.241 0.662
Time-Series (3.63)p (7.48)
Persistence
Low 2.663 0.492
(4.63) (4.39)

Subsequent Earnings Changes®

Current Year's

Earnings One Year Ahead Two Years Ahead Three Years Ahead

Change HQ*  MQ* L@® HQ MQ LY HQ MQ  LQ

Low 2.08 1.33 1.86 -0.80¢! -1.11 -1.77 -0.61 -0.76 -0.36
Medium 1 0.20* -0.37 -0.46 0.12? -0.43 -0.56 0.042 -0.30 -0.49
Medium 2 -0.03* -0.04 -0.26 0.10' 0.10 -0.10 0.17 0.12  0.08
Medium 8 0.122 -0.09 -0.38 0362 0.18 -0.03 0.48% 029 0.21
High 0.07 -0.16 -0.26 278 202 243 1.63 1.76  1.06
All cases 0492 0.13 0.10 051' 0.15 -0.01 0.34 022 0.10
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