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ABSTRACT

In general, the fundamental analysis of securities using the financial ratios for performance evaluation
and classifying firms with good performance in order to make a useful investment decisions. This paper
uses the performance score which is derived from the financial ratios of the business as research from
Mohanram, Partha S., (2004). In this paper, the analyses were based on the financial ratios of 1,416 listed
companies on the Stock Exchange of Thailand (SET) from the year 2012 to 2016. This paper aims to analyze
the relationship between firm performance of the listed companies with market value. Results show that the
performance scores can classified the company’s market value. The higher the market value, the higher
the performance scores. In addition, there is a statistically significant in average score for each group. After
ranking the listed companies by the market value, the group that has higher ranking will also have a higher
average score. Thus, the scoring system of this paper can classify the firms’ performance as well as it

reveals strong relationship between that score and firm’s performance.

Keywords: Capital Market, Financial Statement Analysis, Score, Firm Value
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1. Introduction

This paper aims to examine whether applying
financial ratios can support the investors by earning
excess returns on a broad sample of growth, or good
performance firms in the Thailand Stock Exchange.
However, there are many ratios that can be use.
Since the studied of Financial Statement Analysis
and the Prediction of Stock (Ou and Penman,
1989) and after that there are many researches
in this area which aim to find the methodology to
predict firm future performance and stock return.
Therefore, this paper is focus searching the firms
with good performance in order to achieve such
objectives. In this paper, is using the financial ratio
to formulate the score and traces that score back
to firms’ performance. The result of this paper
found that scoring system of this paper can classify
the firms’ performance. This result also supports
the prior study from Mohanram, Partha S., (2004)
and also found high correlation between score and
market value. Then, this research has provided the
guide to the financial users about factors of good
performance firms.

The rest of this paper is organized as below.
Section 2 literature review Section 3 Research
design and prior research to develop fundamental
score Section 4 Finding and Section 5 result and

recommendation
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2. Literature review

In general, financial ratios have been used
as keys to forecast a number of business related
situations such as financial distress, credit ratings,
risk, future cash flows, among others (Beaver, 1966;
Call, 2008). A famous research area has been
investigating the statistical relationship between
financial ratios and stock returns since ratios are
perceived as useful in forecasting future rates
of returns (Barnes, 1987). The literature of this
area mostly aim for using the financial statement
analysis in predicting the future performance in
term of earning and return such as the studied
from Ou and Penman (1989) has demonstrated
that certain financial ratios can be useful in
predicting future changes in earnings. Then the
next famous research from Lev and Thiagarajan
(1993). In their research, they had analysed 12
financial signals which used for financial analysts,
and demonstration that these signals are directly
correlated to contemporaneous returns. Also the
research that conducted by Abarbanell and Bushee
(1997) showed that developing an investment
strategy based on these signals earns significant
abnormal returns. After that there has also been a
set of research focusing on abnormal returns that
can be earned on the basis of particular financial
signals. For example, Bernard and Thomas (1989)
highlight the post earnings announcement drift,
and Sloan (1996) demonstrations that firms with
a higher proportion of accruals in their earnings

underperform in the future.
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As mention the literature on stock
predictability has evolved over the past few
decades. Initial evidence that market returns
are predictable was questioned by later studies
that found such predictions did not hold in
subsamples. Nonetheless, once methodological
corrections have been made, some financial ratios,
particularly dividend yield, earnings per share, and
book to market value of equity have been found
to consistently forecast market returns for long
periods (Lewellen, 2004). Then the methodology
has been improved, the researchers apply many
technics such as divided the sample into high and
low book to market value which’s conducted by
Piotroski (2000), who applied the tools of financial
statement analysis to develop an investment
strategy for high book to market firms. He argues
that high book to market or value firms are
ideal candidates for the application of financial
statement analysis, as financial analysts generally
neglect such firms. He also proved that within
the high book to market sample firms with the
strongest fundamentals earn excess returns that
are over 20% greater than those with the weakest
fundamentals. The other efficient technics also
have conducted by Beneish et al. (2001), who used
a two-stage approach towards financial statement
analysis. First, they use market based signals to
categorise probable severe performers; then they
used fundamental signals to differentiate between
good performance out from the other firms. Their
results indicated the importance of carrying out

fundamental analysis contextually. In a similar

to Soliman (2004) revealed that, there are high
possibility to develop the performance of the
traditional Dupont analysis for ROA decomposition
by industry-adjusting both profit margin and asset
turnover.

Then the research in this area has moved
to the other region or industry in order prove
such result still valid or not. In the year later
there are researches from Wang and Lee (2010),
who conducted research in Taiwan, used financial
ratio categories (leverage, solvency, turnover, and
profitability) to generate a matrix that provided
an estimate of the strength of a firm within the
shipping industry which was similar to the research
of the U.S. agricultural industry by Katchova and
Enlow (2013) used the DuPont ratios to compare
return on equity components of agribusiness firms.
The outcome of both research found the asset
turnover was the most predictive ratio, leading to
a stronger financial performance.

However, in 2013 the studied from Velnampy. T
(2013) who studied about the relationship between
corporate governance and firm performance with
the samples of 28 manufacturing companies using
the data the periods of 2007-2011 found, that
ROE and ROA are not correlated with performance
measures. Therefore, in period later there have
another stream of research that concern with
dividend policy and firm’s performance such as
the studied from Amidu (2007) found that dividend
policy affects firm performance especially the
profitability measured by the return on assets.

Not only that but also his result found a positive

UR 14 aUUR 43 AUgN9U 2561  91sa1sIBTWOYE 87



UnAUIYY

and significant relationship between return on
assets, return on equity, growth in sales and
dividend policy. The next research from Howatt
et al. (2009) also stated that positive changes
in dividends are associated with positive future
changes in mean real earnings per share. The other
researches also presented the similar result such
as (Baker, HK., & Powell, G.E, 2001). stated that
firm’s dividend policy is has a major impacted
on firms’ performance and Nissim & Ziv (2001)
revealed that dividend increases were directly
related to future increases in earnings in each of
the two years after the dividend change. All the
results can present that a firms’ dividend policy
can influence to the firm’s performance and firm
value and the return.

Then, there are researchers have relied on
statistical techniques to permute the relevant
information out. Delen, Kuzey, & Uyar (2013)
first used factor analysis to identify underlying
dimensions of the ratios, followed by predictive
modelling methods to determine relationships
between firm performance and financial ratios.
Chen and Shimerda (1981) employed principal

component analysis to 34 financial ratios that

88  91sa1sdmiwinyd U 14 alun 43 Augneu 2561

were useful in various studies on prediction of
bankruptcy and found that all ratios were highly
correlated to seven major factors. That is, many
ratios revealed the same information. Such findings
indicate that there are opportunities to reduce
the number of ratios employed to a much more
limited but still representative set.

After all this guide to the study of Mohanram,
Partha S., (2004) who studied about the method to
analysis the financial statement in order to develop
a strategy for making investment choices in by
combining the traditional fundamentals, therefore
in this paper will follow some of these technics and
adapt to Thailand stock market to find the useful
tools in order to find the relationship with the firm
performance then this could help the investors
to develop tactic to formulating investment plan
which lead to the research question. Can scoring
system classify the efficiently of firm performance?
which also will lead the the research hypotheses.

Hla: The scoring system can separate the

firm performance.

H2a: The firm performance can be classifying

from the number of score.
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3. Research Design
Research Framework

Score

Firm

Y

Set the scores of the firms in the
Thailand Stock Market

Total SCORE is the sum of six fundamental
ratios,

Setting the Score

Variables Definition

S1: ROA, > median = 1 ROA = Return on asset

S2: ROE, > median =1 ROE = Return on Equity
S3: BPES; > median = 1 BPES = Earning Per share
S4: DE, < median =1 DOE = Debt to Equity Ratio
S5: CA, > median = 1 CA = Current Ratio
S6: BV, > median =1 BV = Book value

i = industrial

3.1 Financial Statement Analysis for

Firms Performance

This set of signals used in this paper are based
on profitability, performance and ability to manage
assets, measured either in terms of earnings or
cash flows. Firms that are currently profitable are
likely to be fundamentally strong and maintain
their fundamental strength in the future, if current

profits have any implications for future profits.

Performance

» Market Value

The first measure is ROA, defined as the ratio
of net income before extraordinary items scaled
by average total assets. In this research compares
the ROA of a given firm to the ROA of all other
firms in the same industry at the same time which
consistent with Soliman (2004) who illustrates the
importance of industry-adjustment. The define the
first score, S1, to equal 1 if a firm’s ROA is greater
than the contemporary median ROA for all firms
in the same industry and 0 otherwise.

The second measure is ROE, defined as the
ratio of net income before extraordinary items
scaled by average total equity. In this research
compares the ROE of a given firm to the ROE of
all other firms in the same industry also follow the
concept of industry-adjustment as ROA. The define
the second score S2, to equal 1 if a firm’s ROE is
greater than the contemporaneous median ROE
for all firms in the same industry and 0 otherwise.

The third measure for the operation due to
the research from Freeman (1987) investigated
the relationship between the accountings earnings

and stock and Beaver, Lambert and Morse (1980)
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reverse the direction of the find the variations
of stock prices have significant correlation with
the variations of earnings. Along with the other
studies in this area up until year 2014. There
was a research founds the positive relationship
between earning per share (EPS) on firm value
in their analysis (Islam st al., 2014),. Therefore,
the third score, S3, to equal 1 if an earning per
share (BEPS) is greater than the contemporaneous
median BPES for all firms in the same industry

and 0 otherwise.

3.2 Score relate to Capital Structure and

Firm Performance

The next group of signals, is related to the
capital structure of the firm. According from the
studied from Akintoye (2009). He found that capital
structure is based on the trade-off between risk
and expected return, these are important factors
in determining a target capital mix, any changes
made in the level of debt or equity will modify
the firm’s performance which also support by the
research from Rouf (2018) who found the Debt
Ratio, Debt Equity Ratio and Proprietary of Equity
Ratio are negatively and significant relationship
with Return On Asset (ROA) and Return On Sales
(ROS) therefore in our case, score S4 to equal 1
if a firm’s debt to equity ratio (DE) is lesser than
the contemporaneous median DE for all firms in
the same industry and 0 otherwise.

The rest of the scores are related to the
company value refers to more than market
capitalization, which consider the the value of
firm’s operation assets (Mehran, 1995; Ang et al,,

90  91sarsdmlwlyd U 14 alun 43 Augneu 2561

2009; Allen et al., 2007). Base from the prior studied
found firm performance reflects how effectively
companies manage their resources. There is
a multitude of capital structure indicators that
influence the firm performance and profitability.
Then, score S5 equal 1 if a firm’s current ratio (CA)
is greater than the contemporaneous median CA
for all firms in the same industry and 0 otherwise.
Final score, S6 equal 1 if a book value per
share (BV) is greater than the contemporaneous
median BV for all firms in the same industry and

0 otherwise.

3.3 The Market Value

Base from many prior studies about the return
and market value (MVE) such as Banz, 1981, Griffin,
J. and M. Lemmon. (2002) and Abarbanell, J.
and B. Bushee. (1997). The positive relationship
between those can be found therefore in this
paper is going to use market as a measurement
for return. Therefore, the issues related to time

and announcement date will be less important.

4. Finding
4.1 Data selection

In this paper uses hand collect data from
the SEC website by selecting only the data that
relate to the firm performance between 2555 to
2559. The data only contain the firms that have
complete data in those periods. In this paper also
separates the data into different industrials which
is part of research methodology which setting the
score. There are seven industrials in total. We

exclude the firms that in the financial section out
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of the sample because the nature of business is

difference from the other.

The final sample consists of 1,416 firm-years.

The scores relating to Financial Statement Analysis

for Firms Performance (51:53) as well as those
related to Capital Structure and Firm (S4:S6) are

created using the annualized financials which

presented in the table 1

Table 1 presents descriptive statistics for the sample firms

Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
MV (Thousand Baht) 1,416 146.00 746,246.93 22,008.79 60,757.25
BEPS 1,416 -39.82 120.49 2.26 7.90
BV 1,416 .01 758.37 21.36 56.29
CR 1,416 .02 64.80 2.69 4.19
DE 1,416 .01 29.21 1.23 1.58
ROA 1,416 -127.00 93.75 7.16 11.09
ROE 1,416 -277.97 113.16 8.43 21.74
4.2 Correlation between scores, market value and financial ratio.
Table 2 Correlations
;:;?L MVE | BEPS BV CA DE ROA | ROE
Total  Pearson Correlation 1 128** .324%* 264%* .155%* -317** 532%* AT74%*
SCOre | §io (2-tailed) 000 000 000 000 000 000 000
N 1,416 1,416 1,416 1,416 1,416 1,416 1,416 1,416
MVE Pearson Correlation | .128** 1 .089%* .005 —-.091** 128%* 207%* 251%%
Sig. (2-tailed) .000 .001 .843 .001 .000 .000 .000
N 1,416 1,416 1,416 1,416 1,416 1,416 1,416 1,416
BEPS Pearson Correlation | .324** .089** 1 .809** .006 -.094%* 216%* 169**
Sig. (2-tailed) .000 .001 0.000 .825 .000 .000 .000
N 1,416 1,416 1,416 1,416 1,416 1,416 1,416 1,416
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Table 2 Correlations (Cont.)

;:;1 MVE | BEPS | BV CA DE ROA | ROE
BV Pearson Correlation | .264** .005 .809** 1 .064* -.116%* .065% .042
Sig. (2-tailed) .000 843 0.000 016 .000 .015 A11
N 1,416 1,416 1,416 1,416 1,416 1,416 1,416 1,416
CR Pearson Correlation | .155%* -.091** .006 .064* 1 -.150** -.033 -.025
Sig. (2-tailed) .000 .001 825 016 .000 218 341
N 1,416 1,416 1,416 1,416 1,416 1,416 1,416 1,416
DE Pearson Correlation | -.317** 128%* -.094* | —116" | -.150** 1 - 157 | —215%*
Sig. (2-tailed) .000 .000 .000 .000 .000 .000 .000
N 1,416 1,416 1,416 1,416 1,416 1,416 1,416 1,416
ROA Pearson Correlation | .532** 207 216%* .065% -.033 - 157% 1 192%*
Sig. (2-tailed) .000 .000 .000 015 218 .000 .000
N 1,416 1,416 1,416 1,416 1,416 1,416 1,416 1,416
ROE Pearson Correlation | .474** 251 169%* .042 -.025 -.215% T92%* 1
Sig. (2-tailed) .000 .000 .000 A11 341 .000 .000
N 1,416 1,416 1,416 1,416 1,416 1,416 1,416 1,416

**_Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

Table 2 presents the correlations between
the total score (sum of six scores) and the market
value (MVE) and the financial ratios. After we set
the score to the sample, there are significant
association between score and all financial ratio

and market value for all data. In addition to the

92  ovsarsdmlwlinyd U 14 alun 43 Augneu 2561

obvious high correlation between total score, ROA
and ROE, some interesting patterns are observed.
The DE ratio yield the similar result from Rouf
(2018) the Debt Equity Ratio shows negatively and
significant relationship ROA and ROE and all of

other measurements.
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4.3 Market Value to Score

Table 3 Relationship of score and market value

Mean Std. Deviation
MVE_rank N MVE
(Thousand Baht) Total Score MVE Total Score
1.00 236 637.02 2.29 218.49 1.91
2.00 237 1,381.51 2.58 253.59 1.78
3.00 237 2,638.95 2.97 442.85 1.85
4.00 237 5,092.26 3.07 1,126.99 1.72
5.00 237 14,900.20 3.50 4,867.12 1.87
6.00 232 109,151.08 3.69 115,438.57 1.61

In this section, table 3 provides evidence as
to whether the scores are effective, this paper
presents the pattern between the scores and the
market value for the data. In order to provide clear
view, the market value has been divided into 6
section by using ranking system (MVE rank) and it
will be related to the scores, which can be value
up to 6 marks as the maximum. This market value
ranking system has employed similar method to
the percentile indication (rather than 4 parts in

this case use 6 instead). The value order from the

lowest to the highest. For the lowest rank 1 the
mean of total score is 2.29 and mean of market
value is 637.02 thousand baht, the rank 2 mean
of total score is 2.58 and keep increasing to 3.69
in MVE rank 6 with mean of the market value
at 109,151.08 thousand baht. That means the
higher the market value of the business, the higher
the score of performance. However, this is the
preliminary result which present the phenomenon
of the outcome. In order for solid outcome the

statistic result also present in the next table.
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Table 4 is illustrating the result of the statistical
test, after classify the market value by rank and
then using the ANOVA to test the means different
between those groups. This table presents the
statistical significant different between those rank
when using the scores and the MVE as a factors.
In short, there is a statistically significant in average
score for each group which is the evidence to
support the hypothesis 1 that, the scoring system
can separate the firm performance.

The table 5 has increased internal validity of
the result by present each in each section starting
from the lowest rank which yield the same result
as table 4 but more aspects. In table 5 shows the
behaviour od MVE and Score.

The MVE of the market has been separate into
6 groups. The different between group 1 to group
2 and 3 are not significant but to ¢roup 5 and
6 yield significantly different. The different value
between the group that close together is not too
dissimilar compare with the group that really alike.

In the other word, for the good performance firms

which in the highest group, is statistically significant
different with the other (P-value =.000) which can
be explained that the good performance firm can
out perform the other group in many ways.

The table 6 present similar to the table 5
but in term of scores. The result shows the clear
view that the score can precisely separate firms
performance between each group. The firm that
has scores 1 is statistically significant different
from group 3 to 6 but the group 2 is nearly yield
the same outcome but still show the positive
result. Then again for group 2 also not statistically
difference to group 1 and 3, however it is totally
separate out from the group 4 to 6. The out come
remain the same format up until the highest rank
which confirm the result for the table 5, which can
state that after rank the listed companies by the
market value, the group that has higher rank will
also have a higher average score. The result this
table show the evidence support the hypothesis
2 that, the firm performance can be classify from

the number of score.

Table 4 the ANOVA of Market value and the Total Score

Sum of Squares df Mean Square F Sig.
MVE Between Groups 2,139,108,552,200.72 5 427,821,710,440.14 195.58 .000
Within Groups 3,084,283,701,881.74 1,410 2,187,435,249.56
Total 5,223,392,254,082.46 1,415
Total Between Groups 332.02 5 66.40 20.64 .000
SCO™® | Within Groups 4,534.67 | 1,410 3.216
Total 4,866.69 1,415
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Table 5 the ANOVA of Market value and the Total Score

95% Confidence Interval

Dependent Variable Mean Difference (I-J) Std. Error Sig.
Lower Bound Upper Bound
MVE 1.00 = 2.00 -744.50 4,300.99 .863 -9,181.52 7,692.52
3.00 -2,001.94 4,300.99 .642 -10,438.96 6,435.08
4.00 -4,455.24 4,300.99 .300 -12,892.26 3,981.78
5.00 -14,263.18* 4,300.99 .001 -22,700.21 -5,826.17
6.00 -108,514.06* 4,324.05 .000 -116,996.33 -100,031.81
2.00 = 1.00 744.50 4,300.99 .863 -7,692.52 9,181.52
3.00 -1,257.44 4,296.44 770 -9,685.54 7,170.65
4.00 -3,710.75 4,296.44 .388 -12,138.84 4,717.35
5.00 -13,518.69% 4,296.44 .002 -21,946.79 -5,090.60
6.00 -107,769.57* 4,319.52 .000 -116,242.95 -99,296.19
3.00 @ 1.00 2,001.94 4,300.99 .642 -6,435.08 10,438.96
2.00 1,257.44 4,296.44 770 -7,170.65 9,685.54
4.00 -2,453.30 4,296.44 .568 -10,881.40 5,974.79
5.00 -12,261.24*% 4,296.44 .004 -20,689.35 -3,833.15
6.00 -106,512.12* 4,319.52 .000 -114,985.51 -98,038.74
4.00 = 1.00 4,455.24 4,300.99 .300 -3,981.78 12,892.26
2.00 3,710.75 4,296.44 .388 -4,717.35 12,138.84
3.00 2,453.30 4,296.44 .568 -5,974.79 10,881.40
5.00 -9,807.94* 4,296.44 .023 -18,236.04 -1,379.85
6.00 -104,058.82* 4,319.52 .000 -112,532.21 -95,585.44
5.00 1.00 14,263.18% 4,300.99 .001 5,826.17 22,700.21
2.00 13,518.69* 4,296.44 .002 5,090.60 21,946.79
3.00 12,261.24* 4,296.44 .004 3,833.15 20,689.35
4.00 9,807.94* 4,296.44 .023 1,379.85 18,236.04
6.00 -94,250.87* 4,319.52 .000 -102,724.26 -85,777.49
6.00 1.00 108,514.06* 4,324.05 .000 100,031.81 116,996.33
2.00 107,769.57* 4,319.52 .000 99,296.19 116,242.95
3.00 106,512.12*% 4,319.52 .000 98,038.74 114,985.51
4.00 104,058.82% 4,319.52 .000 95,585.44 112,532.21
5.00 94,250.87* 4,319.52 .000 85,777.49 102,724.26

*. The mean difference is significant at the 0.05 level.
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Table 6 the ANOVA of Total Score

95% Confidence Interval

Dependent Variable Mean Difference (I-J) Std. Error Sig.
Lower Bound Upper Bound

Total 1.00 = 2.00 -0.29 0.16 .075 -0.62 .03
Score 3.00 -.682% 0.16 .000 -1.01 -.36
4.00 - 779% 0.16 .000 -1.10 -.46

5.00 -1.214% 0.16 .000 -1.54 -.89

6.00 -1.402% 0.17 .000 -1.73 -1.08

2.00 @ 1.00 0.29 0.16 .075 -0.03 .62
3.00 -.388* 0.16 .019 -0.71 -.07

4.00 -.485% 0.16 .003 -0.81 -.16

5.00 -.920* 0.16 .000 -1.24 -.60

6.00 -1.107*% 0.17 .000 -1.43 -.78

3.00 @ 1.00 .682% 0.16 .000 0.36 1.01
2.00 .388* 0.16 .019 0.07 71

4.00 -0.10 0.16 .556 -0.42 .23

5.00 -.532* 0.16 .001 -0.85 -.21

6.00 - 719% 0.17 .000 -1.04 -.39

4.00 1.00 J79* 0.16 .000 0.46 1.10
2.00 .485% 0.16 .003 0.16 .81

3.00 0.10 0.16 .556 -0.23 .42

5.00 -.435% 0.16 .008 -0.76 -.11

6.00 -.622% 0.17 .000 -0.95 -.30

5.00 1.00 1.214* 0.16 .000 0.89 1.54
2.00 .920%* 0.16 .000 0.60 1.24

3.00 .532% 0.16 .001 0.21 .85

4.00 .435% 0.16 .008 0.11 .76

6.00 -0.19 0.17 .258 -0.51 .14

6.00 1.00 1.402* 0.17 .000 1.08 1.73
2.00 1.107* 0.17 .000 0.78 1.43

3.00 119* 0.17 .000 0.39 1.04

4.00 .622% 0.17 .000 0.30 .95

5.00 0.19 0.17 .258 -0.14 51

*. The mean difference is significant at the 0.05 level.
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5. Conclusion

The result of this paper found that scoring
system of this paper can classify the firms’
performance because we found a statistically
significant difference in the size of the business
base from the scoring system. This particular results
have supported the prior study from Mohanram,
Partha S., (2004) who used GSCORE to identify
good performance firm out from the total sample.
The greater the market value of the business, the
better the score of performance.

Secondly, after rank the firm by the market
value the score also can perform precisely in
order to distinguish the firms’ performance confirm
because there is a statistically significant in average
score for each group. In addition, there are high
correlation between score and market value which
means that higher rank will also have a higher
average score.

Base from the outcome of this can prove
that the scoring system from the financial ratio
can classify the efficiently of firm performance
therefore methodology of this research can
support financial user to form the strategy in order

to make the earning excess from the investment.
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