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Abstract:
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is driven by the future negative stock performaoicéne sample of the de-listed late

filing firms. | conclude that, in post EDGAR peritlte market generally correctly values
late filing firms.
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1. Introduction

This paper investigates the underlying causestofdistock-market under-
performance of firms that do not file their anniirghncial statements with SEC within
prescribed statutory deadlines (hereafter “laged). This phenomenon has been
documented in Alford et al. (1994), but the readongs existence are not well
understood. | study whether the observed futukstaarket under-performance exists in
period since the adoption of electronic filing ioiincial statement with SEC via
Electronic Data Gathering, Analysis and Retriewat&n (EDGAR) in 1994 (post-
EDGAR period), and whether this under-performaaa@anifestation of known
accounting anomaly such as Post-Earnings Announadbrét (PEAD), or is related to
special properties of late filing firms such ashapglevels of bankruptcy risk and higher
probabilities of future restatements and de-ligiridind that the under-performance of
late filers exists in post-EDGAR period, is driienthose late filers that notify the
market of their intention to file late (notifiergheir higher propensity to de-list from
national exchanges due to performance reason® aestate their financial statements.
This relationship is robust to controlling for ldilers’ bankruptcy risk at the time of the
filing deadline and magnitude of earnings surprisgke four quarters preceding the late
filing event. This finding suggests that under-parfance of the late filing firms’
phenomenon exists incremental to controlling foABEand bankruptcy risk. However,
my further tests reveal that the under-performandeven by the small sample of the
extreme performers and that upon exclusion of theas from the sample, there is no

evidence of the wide-spread under-performance artabadjling firms.



Alford et al. 1994 study the special late filersdperties in 1977-1985 and find that
the late filers represent a non-random samplerokfihat experience negative
accounting and stock performance in the perioti®fate filing, and negative stock
performance in the following fiscal period. Howewlford et al. do not explain the
causes underlying the observed late filers’ futumder-performance . | suggest three
hypotheses that explain the causes of this maridergperformance. Since Alford et al.
study late filers in the pre-EDGAR period, my fingfpothesis suggests that the observed
under-performance is caused by lack of sufficietihely and widely available 10-K
filing data in the pre-EDGAR period, thus prevegtiimely and complete market
reaction to the late filing news at the time offiheg deadline. Easton and
Zmijewski(1993) show that in the pre-EDGAR periadhen filing process was paper-
based, investor access to 10-K filing informaticaswlelayed by SEC processing. This
also made it impossible for investors to prompéigat to absence of the financial
statements. However, instituting EDGAR made it etsaky costless for investors to
monitor compliance with filing deadlines. All anvestor has to do since EDGAR was
adopted is to log in to SEC website within 24 Iscofrthe deadline, and she will be able
to see whether the firm of interest has filedirtaricial statements (Griffin, 1998). Thus,
if the future under-performance Alford et al. obseris related to investor’s inability to
timely penalize firms for the filing delay, | cocpaire that with the advent of EDGAR,
the market negatively reacts to late filing newpast-EDGAR period and that this
reaction is more complete, resulting in no sigaificnegative future stock market under-
performance. This conjecture is consistent withrésallt in Feldman et al. (2005) who

find that investors negatively react to late filingtifications in the three-day window



surrounding late filing notification date. | alsm anotivated in this prediction by the
results from prior research showing that marketaction to the release of 10-K filings in
post-EDGAR period is stronger, especially amonglisingestors and firms with weaker
information environments (Griffin, 1998), and bycieased investor access to and use of
10-K/Q filing information documented in the post-BBR period (Asthana and Balsam,
2005).

My second hypothesis is that the observed futugatne performance is unrelated
to the market reaction to the late filing event, dather a manifestation of the Post-
Earnings Announcement Drift. Late filers tend tp@rence negative accounting
performance, making it more likely that they exgede strong negative earnings
surprises in that period. PEAD literature provid@sust evidence that market under-
reacts to both positive and negative earnings isegras demonstrated by the positive
correlation between future abnormal returns andiegs surprises in the preceding
periods. Thus, | study whether controlling for PEAXDlains the observed future under-
performance.

My third hypothesis is motivated by the listingesiboth New York Stock
Exchange (NYSE) and NASDAQ have on their books irggutheir client firms to be in
compliance with the filing deadlines imposed by SE@llure to comply with these rules will
be a cause for delisting the stock from these exgd®m Delisting returns due to poor
performance are likely to be negative (Shumwayg8l99arket may not be sufficiently aware
of these regulatory provisions and thus fails tprapriately react to the news of the filing

delay, explaining future stock under-performance.



Finally, prior research documents that late filmrequently associated with the
ongoing accounting problems and turnover in acéogmersonnel. This makes it more
likely that the late filing firm will restate itgrfancial statements later in the future.
Restatements are accompanied by significant staod geclines both before and at the
time of the restatement (Hribar et al. 2004). Tifubkge late filing event is a significant
predictor of restatements, failure to impound ithisrmation at the time of the late filing
event will result in the observed under-reactiothtolate filing news.

| first test whether the future under-performaotthe late filing firms exists in
the post-EDGAR period. | find that the under-parfance exists primarily among small
notifiers. However, the under-performance doesrist among firms that do not notify
SEC of their intention to file late and simply miks deadline. | further find that late
filing firms face higher probability of future dsting than timely filing firms, and that
among late filing firms, notifiers are more liketydelist in the future. | also find that late
filing firms face higher restatement probabilitiban the timely filing firms; however, |
am unable to find the statistically significant@sation between notification status and
restatement probability. Finally, | show that tbufe returns of the delisting late filing
firms are significantly more negative than thode fding firms that do not delist. | do
not find a statistically significant relation be®vefuture returns and restatement status.
This result is robust for controlling for Post-BEags Announcement Drift. | thus
conclude that the observed under-performancevsmby market's inability to fully
anticipate late filing notifying firms’ higher prepsity to get de-listed. Non-parametric
tests further suggest that the number of delitings that drive average negative future

under-performance is small; however, they tenckpeence extreme negative



performance (extreme delisters). Thus, | conclidg €ven though late filing is strongly
associated with future delistings and restatem#émsfuture negative stock performance of
the portfolio of the late filers is driven by a dhraumber of these extreme delisters. Once
these extreme delisters are removed from the sathgleéemaining sample of the late filers
does not appear to under-perform.

My research results are of interest to both regudadnd academics in light of the
concerns recently expressed both by SEC and fialgoi@ss over the increased incidence
and potential negative implications of the latmgs. | suggest that the investors should
monitor late filing events closely as they tendbéocassociated with future delistings.
However, the good news is that such extreme evemdsto be rare, indicating that the
market on average correctly prices late filing 8rm

This paper is organized as follows. Section 2 dessithe institutional
background on 10-K filing deadlines, reviews priberature, develops hypotheses and
research design. Section 3 discusses sample andptige statistics. Section 4 discusses

empirical analyses, and Section 5 concludes.

2. Motivation and Hypothesis development
| begin by describing the regulatory aspects ofdtefilings of financial statements with the
SEC and national stock exchanges. | then proceediww prior research and
develop hypotheses.
2.1. Over-view of theinstitutional features
Rule 12b-25 of 1934 Securities and Exchange Acegwy situations where the

SEC registrants are unable to meet filing deadlioetorms 10-K, 10-KSB (small



business version), 20-F (foreign registrants), 1148Q and 10-QSB. Under this rule,

the firm must file a late filing notification forifiknown also as Form 12b-25, or,
alternatively as NT-10K and NT-10Q, for annual gudrterly filings, respectively, no
later than one day after the due date of the cefaten. SEC will consider form 10-K

and 10-Q to be timely filed if 1) missing inforn@ticould not be timely filed by the due
date without unreasonable effort or expense, 2)fig notification form is filed on
time, and 3) missing information is filed with SE&@hin 15 days of the original

deadline (Hertz et al., 1997). Form 12b-25 musti§pthe reasons “causing the inability
to file timely” the financial statements (ibid).igkre 1 illustrates how the expected time-
line of the late filing notification and shows hdate filing notification relates to the

other earnings announcements and actual filingsake place after the firm’s fiscal

year-end.
Figurel:
NT filing
+ .
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yearend preliminary earnings  10-K deadline late filing of 10-K

announcement

Recently, financial professionals and SEC regutatare voiced increasing
concern over the late and delinquent 10-K and 1REQ filings. In 2005 and 2006, SEC
revoked registrations of a number of the SEC reggiss that did not file their 10-Ks for a
number of years. Observers point out that thesenadoy SEC mark a significant

change in SEC’s attitude toward late filing of timancial statements, as in prior periods



SEC rarely ever undertook such severe meds(iies concern over timely availability
of the financial statements has become more rggamthounced among regulators
partly as a result of the Sarbanes-Oxley Act réguyachanges. In response to the
requirements of the Act, in 2002 SEC adopted nlvgfdeadline rules for Accelerated filers,
i.e. continuing U.S. SEC registrants with the pufibat (market value of equity
owned by un-affiliated shareholders) over $75 onilliEffective December 15, 2002,
these new rules shortened the Accelerated fil@iag 10-K deadlines from 90 to 75
days after the fiscal year end and 10-Q filing dlead from 45 to 40 days after the fiscal
guarter end. This deadline has been again shortetaeé 2005 when SEC created
another category of Large Accelerated filers registrants with public float of over
$700 million. Large Accelerated filers have to fieir 10-Ks/Qs within 60/40 days of
the fiscal year end beginning December 15, 2006.

The basic motivation behind SEC’s concern with tineely filings of the
financial statements is emphasized in the followexgerpt of the SEC release

announcing shortening of the filing deadlines i020

The more extensive information in periodic reports is evaluated by investors and
particularly analysts and institutional investors as a baseline for the incremental
disclosures made by a company. These reports also contain more detailed
information that is essential to conduct comparative analyses, as this information
is often not contained in earnings releases or other incremental disclosures.
Moreover, the information in Exchange Act reports, due to its required nature and the
liability to which it is subject, provides a verification function against other
statements made by the company in press releases and other public announcements.
Investors and other users of the reports can judge previous informal statements
by the company against the more extensive and mandated disclosure provided in
the reports that have been reviewed by independent public accountants and
other advisors...

(SEC Release 33-8128).

1
_This is out of SEC's alleged belief that investoas themselves make appropriate conclusions abeut t
firms whose financial statements are not availadbtbe markets in the timely fashion (Sabatini 2004



The national exchanges are similarly concerned tvitkly filings of the
financial statements. For example, on NASDAQ), failto timely file financial
statements will make the firm subject to delistmgl will result in special modification of the
firm ticker alerting investors of the lack of congpice with the exchange rules.
Just recently, NASDAQ notified four of its clierdinitiating de-listing proceedings as a
result of the failure to file the financial statemtee(Taub, 2005). NASDAQ lists non-
compliant firms on its webstte

On NYSE, the ticker will be appropriately flaggedhin five business days after
15 days extension period allowed under Form 12INY¥SE also posts the names of the
late filers on its websité NYSE gives its firms 9 months to “cure” this atibn of its
listing rules, subject to additional 3 months egten, after which the firm will be de-
listed. However, these rules could be flexible. &ample, in 2005, NYSE decided not
to initiate the delisting proceedings against Fatae which is yet to file its 2004 10-K.
SEC gives NYSE a degree of discretion in enforceémikthe stock listing rules, and thus
NYSE could consider other factors, such as futncecarrrent firm performance in its
decision whether to delist a stock if its finana@tements have not been filed. (Taub,
2006).
2.2. Review of the accounting literature

Alford et al. (1994) study the late 10-K filing®m1977 through 1985. They
obtain 10-K filing data from the special filing ormmation data-base developed by Center

for Research in Security Prices (CRSP). CRSP hapédafically request this data from

% See http:/iwww.nasdag.com/services/DelDefOpenReoibr
® For companies not in compliance with the NYSHéjlrequirements, see
(http://wvww.nyse.com/Frameset.html?displayPagdetid 063018817872.html)



the SEC, as no centralized filing data clearingkagsted at the time, and EDGAR was
to be fully instituted in 1994. Alford et al. focos characteristics of the late filers and
the stock market performance surrounding lategfibhthe financial statements. The
paper finds that approximately 20% of all filergheir sample file their annual financial
statements late, and that a total of about 2% Gifeatk are more than a month late in

filing. Moreover, late filing firms tend to expeniee more negative average accounting
and stock performance in the period of late filingn their timely filing peers. Not all

firms that file their 10-Ks late end up filing Idieng notification form NT-10K. Those
firms that do file form NT-10K tend to have moregagve performance than late filing
firms that do not file form NT-10K. Alford et dlurther analyze the reasons for late
filings, provided in late filing notification forsy and find that a substantial percentage of
firms filing financial statements late do so agsuit of debt negotiations/restructurings
and accounting problems/issues. Finally, the psipews that late filing firms in their
sample tend to have negative current abnormalngtuwth in the year and the quarter of
delay, and also negatitgture abnormal returns implying market under-reactiothe

late filing news. The negative future performargemore pronounced among notifying
firms than among non-notifying firms. However, Alfcet al. do not explain the reasons
for this performance.

In a follow-up paper that uses a later sample pm@ting EDGAR sample (see
discussion below) and studies late filingsath 10-Ks and 10-Qs, Feldman et al. (2005)
show that late filings notifications could be gredpnto the following categories: auditor
change and auditor-related delay, bankruptcy-ebld¢day, delayed information,

financial condition, management change and reargton and restructuring. In the



short-term return window analysis, Feldman et2006) show that market generally

reacts negatively to the news of the late filinggh most negative reaction being given to the
firms experiencing bankruptcy-related delay andriimal condition-related delay. This is
consistent with Alford et al.’s finding of negatigamulative abnormal returns in the quarter of
the late filings for the late filing firms in thesample. The significant

difference between two studies is that Feldmarh endy analyze firms thatotify SEC of

their intentions to file form 10-K/Q late, while fakd et al. investigatell late filers of form

10-K, regardless of whether the late filing firnwify the SEC.

2.2 Hypothesis development

Alford et al. show that the late filings of 10-Kieassociated with negative
accounting and stock performance in the year effilig (yeart) and in the year
following the late filing (yeat+1). Moreover, the notifying firms have both more
pronounced average negative accounting performangeart and in yeat+1. Feldman
et al. suggests also that market in the majoritgasks reacts negatively to the late filing
notifications. Taken together, the findings in thego papers suggest that market under-
reacts to the late filing notifications. Two reasdor under-reaction to the late filing
news of the notifying firms are possible. Firstiifyong firms could have special
features, such as weaker accounting systems, tpgbleability of fraud and restatements
or future delistings that the market does not filpound into prices at the time of the
late filing. Alternatively, given observed reactaio the late filing notifications in
Feldman et al., the market may react to late fifingfication news more efficiently in

the post-EDGAR period. Alford et al.’s study vasmducted on the sample of late filing
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firms in 1979-1986, while Feldman et al. coverdat filing (both 10-K and 10-Q) firms
in EDGAR database that started full operation iB4lEaston and Zmijewski (1994)
show that on average, in pre-EDGAR period, it caake up to five days between the
SEC's receipt of the 10-K filing and its actual palbelease. However, in post-EDGAR
period, investors are able to access electronisalbynitted filings within 24 hours of
submission via EDGAR website (Griffin, 1998). Thimspost-EDGAR period investors
should have stronger ability to monitor timely sufsons of the 10-Ks or 10-Qs.
Nothing is known about the efficiency of the mankeggictions to late filing notification in
pre-EDGAR period. It is possible that in pre-EDGA&iod, market simply did not have
the means to notice the late filing event, unles&s notified of it. Alternatively it is
possible that late filing events not accompanieddiyfications did not warrant negative
reactions. Asthana et al. (2004) show that witreatlof EDGAR, small investors trade
more actively trade on the late filing informati@riffin (1998) shows that market reacts
stronger to 10-K filings of firms with more poorfanmation environment in post-
EDGAR period. Thus, these two papers suggest D&AR eased information access
by investors, and thus also eased monitoring diniely filing of the financial
statements. Availability of EDGAR data thus allowgsto answer whether the under-
performance of the late filing firms is relateditoely data availability, or to some other

phenomenon associated with the late filers. Hdram)jecture as follows:

Hypothesis 1: In the post-EDGAR period, market efficiently reattsthe late 10-

K filing news.

Since Alford et al. find that late filing firms, drespecially notifiers, experience

negative accounting performance in the period ®fdte filing, it is possible that the
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observed future negative abnormal returns are #@station of the market's under-
reaction to these firms negative earnings surp(READ). This phenomenon has been
widely analyzed in the accounting literature (seenBrd and Thomas, 1989, 1990, Ball and
Bartov, 1996). Hence, we could observe negativedéuccounting performance

among late filing firms independent of whether neairkonitors these firms’ compliance with
the filing deadlines. These two phenomena couldxist, i.e. market could fail to
appropriately penalize firms for their lateness andld at the same time fail to timely
react to the prior four quarters’ earnings surgriges PEAD literature demonstrates, this
results in a “drift” of the abnormal stock retumshe following accounting period.
Empirically, PEAD manifests itself the same waytesunder-reaction to the late filing bad
news. Thus, it is an empirical question whetheseie/o phenomena exist

independently of each other. Hence, | conjecture:

Hypothesis 2: Future stock under-performance of the late filimgn$ is a

manifestation of Post-Earnings Announcement Dirift.

Financial press (Taub, 2004) has expressed cotierthe increased incidence
of the late filings could be related to the morteasgive internal control problems
preventing timely filings. Doyle et al. (2005) shavat firms that report material internal
control weaknesses have lower accrual quality. dedauality has been linked to
increased probability of the future accountingatshents (Richardson et al. 2002).
Prior literature also has linked more poor integwitrol structure to the higher incidence
of restatements (Doyle et al. 2005). Restatingditemd to be high growth, high leverage

firms that seek to obtain external financing atdowost (Richardson et al. 2002).

12



Additionally, restatements result in a substarntinégative market reaction to the
restatement announcement (Palmrose et al. 200fjrdAet al. document that late filing
firms tend to be more highly leveraged, and thatdébt renegotiations and internal
accounting problems are the frequent causes dathdilings. Both higher dependence
on the debt financing and stronger tendency torexpee internal accounting problems
make late filing firms be more susceptible to fataarnings restatements. Additionally,
Feldman et al. report that auditor changes and eeldied-delays are among causes for
impending late filings. Lazer et al. (2004) showattiirms changing auditors tend to have
higher restatement probabilities. All these fas®urggest that late filing event should be
associated with future restatements. Intuitivedig ffiling firms have strong interest to do
all they can to avoid the restatement in part bgydeg their filings with the SEC in light
of known negative market reaction to restatemenvancements (Palmrose et al. 2004
report it to be -9% stock price decline, on aveyagdwus, | expect positive association

between the late filings and future accountingateshents.

Hypothesis 3b: Late filings are positively associated with futuestatements

Lawrence (1983) investigates the implications pbréng delays for the
bankruptcy prediction models and shows that apprately 47% of the bankrupt firms in
his sample experience filing delays. Both Alforagaetand Feldman et al. report that the
debt renegotiation and bankruptcy proceedingsrageiént reasons for the late filings.
Financial distress is one reason for firms’ futunability to meet national exchanges’

listing requirements and subsequent future defjstiDichev, 1998. Additionally, both

13



NASDAQ and NYSE are concerned with the timely réipgrof information and

consider it a listing rules violation if a firm doeot file financial statements to remain in
compliance with the 1934 SEC Act (see above foctmalitions of compliance). If the

firm is not compliant, the delisting proceedingsilddbe initiated against it. Based on my
discussions with NYSE, this stock exchange willegiy to additional nine months to the
firm to cure the filing violation. NASDAQ does nioave such a policy, and in the past
has initiated delisting proceedings against somgistrants within three days of the
deadliné. However, the scope and effectiveness of thesetidgliactions are un-known.

National exchanges have to trade off the costiseofetick of available filing information

* Here is the example of the delisting due to lditegf
aaiPharma Announces Delay in 10-K Filing; Faces NASDAQ Delisting
03-17-2005

WILMINGTON -- aaiPharma Inc. (NASDAQ: AAll) has fil ed a Notification of Late Filing Report on Form
12b-25 with the Securities and Exchange Commission reporting that it will not file its 2004 Annual
Report on Form 10-K today, the deadline for filing that report. aaiPharma Inc. is striving to file its 2004
Form 10-K as soon as possible. However, it did not represent in its Form 12b-25 filing that it would be
able to file its 2004 Form 10-K by March 31, which s required by SEC rules to obtain a 15-day
extension of the filing deadline, because aaiPharma Inc. believes it will not be able to file its 2004
Form 10-K by that date.

As a result of its failure to file the 2004 Form 10-K by March 16, 2005, aaiPharma Inc. is no longer in
compliance with conditions for the continued listing of the Company's common stock on the Nasdaqg Stock
Market under Nasdaq Marketplace Rule 4310(c)(14) and under the terms of the June 2004 decision of a
Nasdagq Listing Qualifications Panel that had permitted continued listing of the Company's common stock.
aaiPharma Inc. has notified Nasdaq of its violation of these conditions and has requested that its common
stock be permitted to continue to be listed on the Nasdaq Stock Market if it files its 2004 Form 10-K by April 30,
2005. April 30, 2005 is the extended deadline that would have been applicable to aaiPharma Inc.'s filing of
management's assessment of internal control over financial reporting and the related attestation report of its
independent registered public accountants under an SEC order issued in November 2004 and applicable to
smaller issuers like aaiPharma Inc. if they were to have filed its 2004 Form 10-K by March 16, 2005. As
indicated in aaiPharma Inc.'s Notification of Late Filing, delay in the completion of management's
assessment of internal control is a critical reason preventing the Company from timely filing its 2004 Form
10-K. Notwithstanding the request to Nasdaq, Nasdag may d  etermine to immediately suspend

trading and cease listing of aaiPharma Inc.'s commo  n stock.

(http://carolinanewswire.com/news/News.cgi?database=topstories.db&command=viewone&id=2680&o0p=t)
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to investors against the benefits of having firrststheir stocks with the exchanges. Thus,
it is an empirical question as to the extent ofapplication of the delisting rules.

To sum up, both document correlation of bankrupityand late filing status and
exchanges’ policy to delist firms for failure to etdisting requirements increase the

probability of late filing firms’ future delistingg hus, | conjecture as follows:

Hypothesis 4: Ceteris paribus, late filing firms have higheolpability of

delisting than timely filing firms.

Finally, I finalize my conjecture that the observedier-performance of the late
filing firms is related to their higher propensditydelist and have restatements in the

future:

Hypothesis 5: Negative future abnormal returns of late filinghfg are driven by

delisting and restating late filing firms.

3. Research design

To test Hypothesis 1, | collect 10-K filing datandatest whether late filers
underperform in the post-EDGAR period.

| test Hypothesis 2 in conjunction with HypotheSisl describe the research
design for hypothesis 5 further below.

To test hypothesis 3, | follow the model of predictof future restatements

described in Richardson et al. (2002) to contiobther known restatement

15



determinants. | collect data on all filing firmstlvsufficient data availability and include a
dummy variable Late=1 if the firm files its 10-Kiéa The prediction model is as

follows:

Prob(Fut_Restatement=1)= apt+ + ai*Late+ o.* MVEj+ az*MTBj + as*LEV;; +

05* ROA; + ag* ROA1 + a7* AEPS: + ag* AEPS:.1 + a7* Accruals; + a7* Poditive Sring;;

+& )

My prediction is thata;<0. The control variables proxy for determinantsestatements
as follows: MTB-market to book ratio proxies fanfis with high growth prospects,
LEV- total liabilities to equity ratio proxies féirms with high leverage, ROA and
lagged ROA-returns on assets proxy for levelsrof #arnings growth in the current and
past periodJEPSand laggedlEPS proxy for growth in earnings per share in the enirr
and past periodgccruals defined as difference between earnings before axlirzary
items and cash flows from operations (Hribar antlirip 2000) deflated by prior period
assets control for any earnings management inascandPostive Sring is a dummy
variable =1 if the firm experiences positive randwadk or forecast error surprises in the

year of the late filings.

To test hypothesis 4, | conduct the following regien:
Prob(Fut_Délisting=1)= ag+ as*Later+ az* MVE+ az*Age; + as* BHARLZ; +
as*Price; + ag*Volume; +¢; 2
The dependent variable is =1 if the firm delistshvm 365 days of the filing deadline. |
do not differentiate between performance relatddtoigs (CRSP codes 400-600) and

non-performance related delistings (such as meagetacquisitons, however, my

16



untabulated results show that the majority of thiéisting firms in my sample do so due
to performance reasons. Those delistings are eliiagrge-initiated).
The primary variable of interest is the dummy Malgd_ate=1 if the firm is late in its 10-
K filing.
My prediction is that a;<0
The control variables are as follows:
MVE-market value of equity in the end of the fiscaarye
Age-Number of years of the firm coverage on Compustat
BHAR12-12 months of abnormal return starting 12 monthsreethe filing deadline;
Price-stock price at the filing deadline
Volume-number of shares traded at the deadline.

These variables have been used in prior studierstruct delisting probability
models (see, for example, Li et al. 2005).

To test hypothesis 5, | conduct the following regien for the firms in the late
filing sample:

FBHAR12= ap+ ap*Latert+ a*BHARLZ: +a3* UE 1+ 04* VE+ as* JUE s+
ag* VEi4 + a7* LATE*Fut_Ddist+ og* Restate+ og* Restate* Late + ¢;

©)

The dependent variablBHAR12 is 12 month size-adjusted buy and hold abnormal
return cumulated for 12 month beginning at thedildeadline.
If the under-reaction is robust to controlling REEAD, then we should observe

a1<0.

17



SUEs are either random walk earnings surprises or anfgscast errors earnings
surprises of firms in the samples in quarters dfdf-the filing year.

Fut_Ddist is a dummy variable=1 if the firm delists in the d®nth period following the
deadline;

Restate is a dummy variable=1 if the firm restates in ftiemonth period following the
deadline.

If the returns are primarily driven by future réstaents and delistingsl expect thatO and

a9<0.

4.0. Data and descriptive satistics
4.1. Data and sample selection

| collect 10-K filing data using 10KWizard Databagdich in turnobtains the
filing data live feed from EDGAR starting at 199y sample period ends in 2004. .
Table 1, Panel A summarizes sample selection.rl with the sample of 71,599 10-K
filings. The requirement of Compustat coverage ceduthis sample to 44,675 filings.
Additionally, | require that the filing firms havene year of monthly returns, ending at
the filing deadline, (for the fiscal year of filipgvailable on CRSP. This reduces the
sample of all available 10-Ks to 37,319 observatibthen estimate the statutory
deadlines for these filings on the basis of SEEsraffective at the end of each respective
fiscal year. Table 1, Panel B summarizes the velalistribution of firms that file within
the deadline (timely filers) and those that do(fade filers). Timely filers constitute
31,664 firm-years, or 85% of the original samplalbavailable filers, and late filers

constitute 5,655 firm years , or 15% of the origsaample. The proportion of the late
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filers in the sample of all filers is in line withe number of late filers reported in pre-
EDGAR period by Alford et al who report that theeléilers constitute 19% of all filers
in their sample. Table 1, Panel C shows the cortipogf late filing firms by year as a
percentage of the total filers covered by Compustdtavailable CRSP data. We can see
that the percentage of the late filers usuallytflates between 5 and 12%, with only
exception being the period between December 1%, @00 December 31, 2002 when
the number and percentage of the late filings stgd ,863 or 57%, respectively. On
December 15, 2002, the new Accelerated Filing DeadVent into effect, and the firms
with December 31, 2002 year end where the onesmagsitively affected by it.
Corresponding to the deadline change, we see tbe suthe number of the late filers in
that period. Bryant et al. (2005) show that whas deadline change went into effect,
some firms had difficulty meeting it due to incredslemands imposed by the regulators
on these firms’ accounting systems. Bryant et@hat find any significant differences in
subsequent accounting quality between their saofipimely and late filers affected by
the deadline change, indicating that these firteskss is driven primarily by the
adjustment to new regulatory environment and nagd@cial properties that contribute to
the late filing identified both in Alford et al. dri-eldman et al. Inability to meet the
deadline due to regulatory change shock is notteopany research question, and |
therefore exclude all late filings firms (1,863 ebstions) with the year end between
December 15, 2002 and December 31, 2002 from mysaaThe final sample consists
of 3,750 observations.

Table 1, Panel D shows the distribution of obséwnatin my sample by filing lag

and NT status (NT=0 implies that the firm did notify SEC of its intent to file late, and
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NT=1 implies that it did). The majority of the Idtings (3,081 or 82%) are filed within

15 days of the filing deadline, and only 11% ofltite filers take more than 20 days to

file. This is generally consistent with the filikey distribution documented in Alford et

al. This distribution is consistent with the emfment provisions employed by both SEC
and National Exchanges, as past 20 days the Exebavill be likely to notify investors

of these firms’ non-compliance with 1934 SEC Athe un-tabulated results show that
that the late filing firms are pre-dominantly NASRAIrms (62%), followed by NYSE
(15%) and AMEX (13%)

Additionally, 61% of all late filers notify the SEG their intention to file late.
Non-notifiers constitute 39% of the overall lalenG sample. 90% of the non-notifiers
(NT=0) are firms that fall into 15 day filing catay, potentially indicating the non-
notifying firm believe that as long as they filetwn 15 days allowed if the firm notifies of
the late filing, SEC will not penalize the non-iytag firms for the late filings.
Conversely, when the delay is more pronouncedatbdiling firms are much more
likely to notify the SEC of the impending lateridj in order to make sure timely
disclosure under the Securities Laws.

4.2. Descriptive Statistics

Table 2, Panel A summarizes the descriptive staifar the overall sample of
the late filing firms. The mean (median) marketreabf equity of the firms in the sample
is $649 million ($69 million), indicating that tmeajority of the late filing firms tend to
be small. They also tend to have negative meaermuaind future ROA of -0.14/-0.02,
and experience slight increases in EPS in thefgthawing the late filing. The mean

(median) market-to-book ratio of 4.95 (1.57) shdve late filing firms tend to be

5 CRSP history file did not provide information ¢retexchange status of about 10% of the firms irsineple.
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growth firms. The mean (median) debt-to-equityoratf 4.43 (1.21) shows that they are
more heavily leveraged. All of these indicators @vasistent with findings in Alford et al.
Hence, the nature and composition of the late ¢filfitms before and after EDGAR
adoption did not significantly change.

Additionally, | report the descriptive statistias kize-adjusted buy-and-hold
abnormal returns (BHAR) for the year before, tharyd, and the year after the late filing
on both quarterly and annual level, cumulatediatpst the fiscal year end date. For
comparison, | also report 12 monBHAR, cumulated starting at the deadline.

The late filing firms in my sample experience alonal negative performance in
the year of late filing as shown by mean (mediagative annual BHAR of -0.15 (-

0.27). This negative performance appears to irfiemsthe third and fourth quarter of the
late filing year when mean(median) BHARs are -G@B{) and -0.06

(-0.09), respectively. Consistent with Alford &€t & the 12 month period following the end
of the fiscal year of the late filing, | observatstically significant negative mean (median)
BHAR -0.05 (-0.18),. However, this is the an abnalrneturn cumulated at the end of the
fiscal year, whereas the late filing event occutirsee 90 or 75 days later.

Significantly, in this sample, mean BHAR that isralatedstarting at the filing

deadline, is not significant, indicating that on averageling strategy that would short all late
filers beginning at the filing date would not befgable.

The small median market value of equity of the &iimthis sample suggests that
it may be difficult to form a reliable trading segy based on the future abnormal returns
observed above. These returns, even though staliigtsignificant, are economically

very small. Additionally, very small firms are liyeto have severe liquidity and shorting
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constraints making it impossible to implement ttratsgy. In the next step of my
analysis, | therefore exclude any firms with thd-efithe-year market price less than $1.
| report the descriptive statistics for these fiim3able 2, Panel B. The results in this
table are similar to those reported in Table 2gPAnNotably, however, the 12 months
mean(median) abnormal return cumulated from thrgfdleadline is negative and
significant -0.04 (-0.16), indicating that a potalty profitable strategy exists.

Table 3 presents the descriptive statistics ofdim my sample with stock price
greater than $1 broken down by size (less or gréze 200 million in market value of
equity in the year of late filing) and NT statusT@Q0 if the firm does not file form NT-
10K with the SEC and NT=L1 if the firm files form NIDK). | separate the firms in my
sample in these four portfolios because the sitieefirm is positively correlated with
the firm information environment (such as analygsess, relative liquidity, etc.) and
because Alford et al. have shown that notifyingnéitend to experience distinctly worse
performance in the year of the late filing than-motifying firms, and in the year
following the late filing. The results in Table @xport Alford et al.’s findings. Across
both size portfolios, notifying firms experiencevier ROA and future ROA and stock
performance in the following period. Also, consigteith prior research, both notifying
and non-notifying firms experience negative abnostack performance and ROASs in
the year of the late filing. ROAs remain reliabBgative in the next year, without
significant chang@sHowever, the abnormal returns in the year folimpthe late filing
year (cumulated beginning at the year end) arediidy notifying firms in both size

categories. Non-notifying firms’ abnormal returngooth the 12 months following the

6 Untabulated results suggest that late filing edergs not have significant explanatory power wéhpect to future
performance
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fiscal year end and 12 months following the de&diire not significant. For the small
notifying firms (MVE<200 million), the mean(mediab? month abnormal BHAR in the
yeart+1 starting at the deadline is-0.08(-0.28). For tmgdanotifying firm (MVE>=200)
million, the corresponding mean return is not gigant, while median return remains
reliably negative -0.14. Both small and large ryotif) firms have statistically significant
negative abnormal returns in the 12 months follgviire end of the fiscal year
suggesting that the market partially adjusts feritiiormation contained in the late filing
news in the period between the end of the fiscal gad the deadline. However, this only
happens for large firms that have better monitoi@mgall firms’ information
environment and analyst following tend to be sméBdushan, 1989), and thus it
follows from Table 3 that the market under-reastthe information content of the late
filings of the small firms. Also, a differentialaetion to the late filing news of the
notifying and non-notifying firms represents a gigant difference between my findings
and those of Alford et alln the un-tabulated results, | also find that iftfubio returns
are calculated using daily abnormal returns stadime day after the deadline, notifying
firms will have significant negative future sizepagted returns in the period of 12
months following the deadline, than do non-notifyfihms. Furthermore, these returns
will be most pronounced among those notifiers Wit at least 12-13 days to file their
10-Ks, indicating that longer filing lag also commuates bad news.

Table 3, Panel B documents the differences in mbatween two matched
samples of late filers and timely filers for agkaccounting and stock performance
characteristics. . | match every late filing firnttlwthe timely filing firm with closest

market value of equity in the same two-digit SI@deosame year and same fiscal year
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end.. The test results show that the performamtistats of the non-notifying late firms
(both large and small) are generally not statiyichfferent than those of the matched
timely firms, and in some cases non-notifying fd&gs even perform better than the
timely filers. Also, subsequent period abnormatkteeturns of the non-notifying late
firms are generally not different than the abnorstatk returns of the matched timely
firms. However, both current and future ROAs andenut and future abnormal returns of
the notifying late filers generally perform worsamh the matched timely firms.
Interestingly, the current and future ROA of natify late filing firms are not

significantly different. This indicates that thegaéive accounting performance of the late
filing firms persists into the following period. €Huture ROA performance of the timely
filing firms also gets worse on average, but theaating performance of the late filing
firms still remains significantly lower than accaoung performance of the timely filing
firms.

Consistent with Alford et al., late notifiers exieeice negative stock performance
in the year of the late filing and in the followiggar. Late notifiers’ stock performance is
also reliably worse than that of the matched tinfietys. However, | do not find
significant differences in both current and follagiyear stock performance of the late
non-notifiers, a result different from that of Alfbet al. who show weaker, yet
statistically significant negative stock performarmé non-notifying firms in both year
and yeat+1. | interpret this result to mean that notificataecision is likely driven by
either litigation risk or private information theamagement has about future
performance. Late notifiers likely face signifidgritigher risk of shareholder litigation

due to the observed poor accounting and stocknpesface. Failure to notify of the
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impending late filing accompanied by previous negahccounting and stock
performance is likely to increase the probabilityr@ shareholder lawsuits on the
grounds of withholding information. Hence, givenpost negative future accounting
performance, management wants to avoid the alegatf withholding bad news from
investors, and thus is more likely to notify therkeds of the pending filing delay. Such
behavior is consistent with firms’ disclosing “baews early” (Skinner 1994). In this case,
“early bad news” is the late filing notification.

In the other hand, non-notifiers’ performance isegally not significantly
different from matched timely firms. Anecdotal estite(Sabatini 2004suggests that SEC
rarely, if ever, sanctions late filers that filehun reasonable time. Table 1, Panel D shows that
91% of non-notifiers, file within 15 days of thead#ine, making them, absent filing form NT-
10K, be in technical compliance with the 1934 SE Ahus, it is
possible that given low litigation risk involvedym-notifiers do not file form NT-10K
because they know that they do not face sharehatdeSEC actions on the grounds of
sudden changes in future accounting or stock paence.
Conclusion:
The descriptive statistics analysis establishet dimailarly to Alford et al.’s results, late
filing notifying firms in post-EDGAR period under-perform in the d@nths following
the filing deadline, suggesting that the undergremnce phenomenon is unlikely to be
driven by timely availability of the filing data oBEDGAR. However, | find no evidence
of under-performance of the non-notifying firms.kéa together, this evidence suggests

that timely availability of the filing informatiois unlikely to play a serious role in the
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observed under-performance, as notification evkatlsl make it easier for investors to

monitor late filing status.

4.3. Regression analyses

| begin by testing the relation between futureateshents and late filing status.
The restatement information is obtained from mesént available version of GAO
Restatement Database. Only restatements made witbigear of the filing deadline are
considered. | estimate equation (1) using Logrstipession within the entire sample of
filing firms (both timely and late) with availab@ompustat, CRSP and IBES data in
Table 4. There are two versions of this modelfitise one uses random walk quarterly
earnings surprises to define dummy varidgative Sring (Model 4A), and the second
one uses analyst forecast errors to define thathiar(Model 4B). The number of
observations used to estimate Model 4B is signifigasmaller (7,186 vs 23,246 in
Model 4A) due to restrictions imposed by IBES asttpverage. | truncate all
continuous independent variables at 1% of eachddittesir respective distributions. In
both versions of the model dummy variable Lat¢agstically significant, suggesting
that late filing events are more likely to restidu@n the timely filing firms. Consistent
with prior research, accruals and leverage aresigguficant predictors of restatements.
My un-tabulated results, however, do not show ficant association of theotification
status of the late filing firms and probabilityrestatements of the late filing firms. |
therefore conclude that notification of the latm§ status plays a lesser role in the

prediction of restatements than does the lategyféivent.
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| then proceed to investigate the relation betwatmnfiling status and future
delistings. | obtain delisting data from CRSP MbnthHistory file. | estimate equation (2)
in Table 5. Panel A of Table 5 investigates thatieh between late filing status and
future delisting status (Model 5A), and Panel Bestigates the relation between
notification status and delisting status for the fding firms (Model 5B). In model 5A,
late filing dummy variable is a significant predicbf future delisting. In this model, |
included all delistings, whether company or excleaingiated. Company initiated
delistings often include mergers and acquisitigokjntary “going private” transactions,
etc. Exchange-initiated delistings are primarilyein by non-compliance with the
exchange rules. In un-tabulated results, | onlsitam exchange-initiated delistings, and
| find that the results are consistent with thas@&able 5, Panel A., suggesting that the
exchange-initiated delistings drive my resultdn Panel B of Table 5, | investigate
the relation between filing notification status gmdbability of the delisting of the late
filing firms. The variable NT=1 if the late filerotifies the SEC of the impending late
filing. This variable is also significant, suggestihat the notifiers face much higher
probability of delisting than non-notifiérsThus, the results in this Panel suggest that
notifying firms experience face higher chancesalisting than non-notifying firms do.

In all, the results in Table 5 suggest that laiadfifirms in general, and late filing
notifying firms in particular are strongly assoettwith higher future delisting prospects
than their timely or non-notifying counterpartsspectively. Since delisting firms likely

face highly negative performance preceding thestilelj announcement, the results in

7 The result is also robust for controlling for #sehange status of the firm in the sample, suggestat the exchange rules
do not influence my result.

® The result is robust for controlling for the excharstatus and considering only exchange initiatdtohgs (that
estimation produces an even stronger result).
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Table 5 are consistent with Hypothesis 5 that tiejsstatus plays a major role in the
observed negative performance of the late filingdi

| investigate this conjecture in Table 6. In Pakel estimate the regression of
future abnormal returns of all filing firms in tkample on the late dummy, future
restatement and delisting status, interactioneefate dummy and restatements/delisting
dummies, and the set of variables controllingaity Post-Earnings Announcement Drift
effects (to test Hypothesis 2). | run models in thifferent variations: the first one
(Model 6A) incorporates random walk earnings ssgdata to control for any PEAD
under-reaction, and the second one (Model 6B) aisalyst forecast errors . The number
of observations in Model 6B is considerably lowee do requirement of IBES coverage
to estimate this model. | also control for any PE&ff&cts by incorporating 12 month
buy-and-hold abnormal return from the year of ie filing as a control variable
(BHAR12).

The estimation results are consistent with my etgtiens. The dummy variable
late is significantly negative in both Model 6A aklddel 6B, indicating, consistent with
results in Table 3, that late filers perform warséhe following period than do timely
filers. More interestingly, the interaction betwesklisting status and late filing status is
even more negative (-0.46). This suggests thalistidg late filer earns negative future
returns of -0.5=-0.04-0.46. The interaction of ldte filing dummy with the future
restatement dummy is not significant suggesting tbstating late firms do not perform
much worse than the restating timely firms. Addititly, surprise variables intended to
control for separate PEAD effects are generally sighificant, indicating either that

PEAD effects are captured by significant BHAR12afale, or that PEAD plays no
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significant role in under-performance of the lalied firms. However, these interaction
results are not significant in Model 6B suggestima} their generalizability may be
limited.

In all, Table 6, Panel A provides evidence that fders that also delist
experience strong future negative abnormal stodioeance. The no-significance result in
Model 6-B could be explained by the low power @ittmodel induced IBES data
availability requirements.

In order to assess the full impact of the futurestiegs on under-performance of
the portfolio of the late filing firms, in Table Banel B, | provide the break down of the
future abnormal returns of various groupings ahfrby size (MVE greater or less than
200 million), notification status and future dehst status. The results show that when
delisting firms are removed from the sample, tharkiabnormal returns of the portfolio
of the late filing firms are not significantly ddfent from zero. As expected, the
portfolios that entirely consist of the delistingrfs experience very negative future
returns. From this panel, it becomes clear whythé#olios of the notifying firms
underperform. The delisting firms in the portfotibnotifying small firms (MVE200=0,
NT=1, DELIST=1) is -0.65. This portfolio is onlyade up of 51 firms. Including these 51
observations in the sample is sufficient to produoegative mean portfolio return of 8% we
observed in Table 3.

One interesting observation that arises from #igetis that the number of
delisting firms in the portfolios is very small. i§hs because | require the that the
delisting firms also have enough data to calculaéefull 12 months of returns after the

deadline, essentially restricting the analysisditsting firms that delist in the end of this
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12 month period. However, in my analyses in Talllaad 5, | used every delisting
observation within that 12 month period. Henceg asnsitivity check | simulate 12
months of abnormal returns for those observatisngall to evaluate the full extent at
which delisting observations affect portfolio retsir| assign every delisting firm that is
excluded from the analysis in Table 6, Panel Btaatdelists for performance reasons a
delisting return of -1 and re-compute portfoliauress in the same way as | do in Panel B
of Table 6. The results of this simulation are swarized in Panel C of Table 6. The
results demonstrate that the abnormal returns &g&iome very negative, particularly
among small firms. However, due to the simulatednesof these results, they have to be
interpreted with caution.

Thus, the empirical analyses in Tables 4-6 sugbasthe late filing firms face
higher probabilities of the future exchange ingéatlelisting and future restatements.
Failure to fully impound this probability into tistock price at the time of the late filing will
result in the inefficient valuation of the smalltifiging firms. This result is
consistent with the weaker information environmtbat these firms likely have. My
untabulated results show that small firms in threfga have an average analyst following of
about 2 per firm, while large firms on average temtave 6 analysts following them.

This suggests that the under-reaction observdthirsample is driven by possible lack of
investor attention to the late filing notificatioews.

Overall, no strong evidence that late filing firrmeverely under-perform in the
future is found in this study. Thus, my results ateodds with those of Alford et al. My
results potentially suggest that in post-EDGARIiqukinvestors’ and analysts’ ability to

monitor the late filing events has improved. Alagively, these results suggest that late
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filing event is not important to investors, sinbey are able to obtain value-relevant
information from the other sources, such as prelami earnings announcements. The
latter conjecture is consistent with the result§able 3 showing that 12 month abnormal
returns of late filing firms cumulated from the evfdhe fiscal year are generally
significantly negative, while only 12 month BHARmulated from the deadline for

small notifiers is significant. This regularity gests that markets obtain information
about late filers during the period between the@frttie fiscal year and the filing
deadline. This is good news for regulators becas®ws that the filing delay does not
result in substantial disadvantage to investord thus despite the concerns over the late
filings recently expressed in the financial présts filings do not represent a serious

problem from the valuation standpoint .

5. Conclusion

| investigate whether late filing firms in post-EB®& period continue to under-
perform following the late filing announcementind that a limited sub-sample of small
late filing firms that notify the SEC continuesunder-perform following the late filing
announcement, and that this under-performancévisrdpy future delistings of these
firms. | show that the late filing event has stramgdictive power for future exchange
initiated delistings and restatements, and thatawes are primary drivers of future
under-performance among small late notifiers aatftilure to account for increased
probability of such delistings results in the olsedrunder-reaction.

My research results are helpful to academics egdators concerned with the

increased incidence of the late filings in the U.8emonstrate that apart from the spike
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in the late filings that occurred as a result ef skatutory deadline change in the end of
2002, late filing events are not more frequentdatfEDGAR period than in pre-
EDGAR period, and that they generally do not resuthis-valuations of the late filing
firms. Hence, my findings suggest that the mar&etsable to obtain information relevant
to the valuations of those companies from sourtiesy than 10-K, and lack of the

verifiability associated with the late 10-K gengraoes not disadvantage the investors.
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Tablel:

Pand A:
Total 10-K filings at the time of sample collection 71,599
Data loss due to lack of Compustat coverage (26,605)
Exclude any 2005 firms (319)
44,675

Data loss due to lack of 12 months of contemporaneous (7,356)
returns on CRSP

Total 10-K filings for which 12 months of returns before 37,319
the deadline is available

Exclude timely filing firms (31,664)
Exclude late filing firms that delist before the filing (33)
deadline

Loss due to availability of prior year assets (9)
Late filing firms 1994-2003 5,613
Late filing firms subject to the deadline change as of (1,863)
December 15, 2003

Late filings included in the final sample 3,750

Table1:

Pane B: Reativedistribution of timely and latefiling firms

All 10-K filings available in CRSP # As % of total As % of
filings all 10-K
available filings in
EDGAR
Timely filings 31,664 85% 44%
Late filings 5,655 15% 8%
37,319 100% 52%




Tablel:

Panel C: Relativedistribution of timely and latefiling firms by year of filing

Late All Filings | Late as
filings with, a % of
Available Total
Compusta
t and
CRSP
Data
1993 27 854 3%
1994 58 1,220 5%
1995 166 1,994 8%
1996 289 3,368 9%
1997 307 3,579 9%
1998 446 3,672 12%
1999 382 3,377 11%
2000 283 3,401 8%
2001 276 3,250 8%
2002-before deadline change 112 1,267 9%
2,346 25,882
2002-after deadline change 1,863 3,247 57%
2003 838 4,220 20%
2004 566 3,970 14%
3,267 11,437
Total late filings 1993-2004 5,613 37,319 15%




Tablel:

Panel D: Distribution of the late filing firms by filing lag (humber of days late) and

NT-status
NT Status Between 0 Between Between Between More Total
A and 15 15 and 20 20 and 60 and than
days late l(? ;ys late 60 days 100 days 100
" days
No 1,323 46 45 20 24 1,458
Yes 1,758 233 200 52 49 2,292
Total 3,081 279 245 72 73 3,750
As % of all late firms in the sample 82% 7% 7% 2% 2% 100%



Table2:

Panel A: Descriptive Statisticsfor the overall sample

Variable N Mean Std Dev  Lower Median Upper
Quartile Quartile

mve 3,750 649.13 4,438.38 19.80 68.61 223.16
roa 3,727 -0.14 0.45 -0.17 -0.02 0.03
fut_roa 2,798 -0.14 0.69 -0.17 -0.01 0.04
fut_earn_change 2,797 0.05 0.61 -0.04 0.01 0.08
mtb 3,737 4.95 97.87 0.83 1.57 2.97
dte 3,728 4.43 88.96 0.41 121 3.15
bhar_pq1l 3,440 0.01 o 0.35 -0.18 -0.03 0.13
bhar_pqg2 3,460 0.01 * 0.36 -0.19 -0.04 0.13
bhar_pg3 3,504 -0.01 0.41 -0.20 -0.05 0.11
bhar_pqg4 3,531 -0.02 * 0.48 -0.22 -0.06 0.11
bhar_pyl 3,437 0.00 0.85 -0.45 -0.16 0.18
bhar_g1 3,734 -0.03 0.36 -0.22 -0.06 0.10
bhar_g2 3,750 -0.03 0.37 -0.22 -0.07 0.09
bhar_g3 3,750 -0.05 0.39 -0.24 -0.07 0.08
bhar_g4 3,750 -0.06 0.41 -0.26 -0.09 0.07
bhar_yl 3,734 -0.15 0.76 -0.54 -0.27 0.05
bhar_fql 3,258 -0.02 o 0.38 -0.21 -0.05 0.10
bhar_fg2 3,246 -0.02 0.36 -0.20 -0.04 0.11
bhar_fq3 3,237 -0.01 0.45 -0.21 -0.05 0.10
bhar_fq4 3,233 -0.02 0.52 -0.23 -0.06 0.10
bhar_fyl 3,232 -0.05 1.04 -0.49 -0.18 0.13
fbhar12 2,680 -0.02 1.10 -0.49 -0.17 0.17

Variable definitions:
MVE-market value of equity in the end of the fisgahr;
ROA and FUT_ROA-Return on Assets defined as Easbejore Extra-ordinary items (datal8) deflated by

prior year total assets (data6)
FUT_EARN_CHANGE-Change in next year basic earnpgjsshare (data58)

MTB-market to book ratio defined as MVE deflateddmok value (data60)

DTE-Debt to equity ratio defined as total liabdii (datal81) deflated by book value (data60)
BHAR_pql-BHAR-pg4-quarterly buy-and-hold size-adfgsabnormal returns in the fiscal year prior ® th
late filing year

BHAR-gq1-BHAR-g4-quarterly buy-and-hold size-adjustabnormal returns in the fiscal year of late §lin
BHAR_fql-BHAR_fg4-quarterly buy-and-hold size-adpss abnormal returns in the fiscal year followihg t
late filing

BHAR_fyl-12 month buy-and-hold size-adjusted abrarmeturn in the fiscal year following the lateirfi
FBHAR12-12 month buy-and-hold size-adjusted abnbratarn in the year following the filindeadline



Pand B: Descriptive Statistics of the late filing firms with end of the year stock

price>$1
Lower Upper
Variable N Mean Std Dev  Quartile  Median Quartile
mve 3,309 733.13 4,718.61 30.28 86.87 270.20

roa 3,286 -0.10 0.40 -0.13 0.00 0.04
fut_roa 2,471 -0.12 0.69 -0.13 0.00 0.04
_earn_chan 2,470 0.02 * 0.44 -0.04 0.01 0.06
mtb 3,296 5.41 104.02 0.98 1.65 3.04
dte 3,287 4.44 91.04 0.45 1.23 3.16
bhar_pql 3,039 0.02 0.34 -0.16 -0.03 0.13
bhar_pq2 3,056 0.02 0.35 -0.18 -0.02 0.14
bhar_pqg3 3,090 0.01 0.41 -0.18 -0.04 0.12
bhar_pqg4 3,114 0.00 0.48 -0.20 -0.05 0.11
bhar_pyl 3,036 0.04 o 0.87 -0.41 -0.13 0.21
bhar_g1 3,294 -0.02 0.33 -0.20 -0.05 0.11
bhar_g2 3,309 -0.02 0.36 -0.20 -0.05 0.10
bhar_g3 3,309 -0.03 0.39 -0.21 -0.06 0.09
bhar_g4 3,309 -0.03 0.40 -0.22 -0.07 0.09
bhar_yl 3,294 -0.09 0.78 -0.48 -0.21 0.09
bhar_fql 2,990 -0.03 0.32 -0.21 -0.05 0.10
bhar_fg2 2,983 -0.03 0.33 -0.19 -0.04 0.10
bhar_fg3 2,977 -0.02 0.36 -0.20 -0.04 0.10
bhar_fg4 2,974 -0.03 0.42 -0.22 -0.06 0.10
bhar_fyl 2,973 -0.08 0.81 -0.48 -0.18 0.13
fbhar12 2,465 -0.04 0.84 -0.47 -0.16 0.15

Variable definitions:

MVE-market value of equity in the end of the fisgahr;

ROA and FUT_ROA-Return on Assets defined as Easbefore Extra-ordinary items (datal8) deflated by
prior year total assets (data6)

FUT_EARN_CHANGE-Change in next year basic earnpeysshare (data58)

MTB-market to book ratio defined as MVE deflateddmok value (data60)

DTE-Debt to equity ratio defined as total liabd#i (datal81) deflated by book value (data60)
BHAR_pql-BHAR-pg4-quarterly buy-and-hold size-adfgsabnormal returns in the fiscal year prior ® th
late filing year

BHAR-gq1-BHAR-g4-quarterly buy-and-hold size-adjustabnormal returns in the fiscal year of late §lin
BHAR_fql-BHAR_fg4-quarterly buy-and-hold size-adps abnormal returns in the fiscal year followihg t
late filing

BHAR_fyl-12 month buy-and-hold size-adjusted abralrmeturn in the fiscal year following the lateirfi
FBHAR12-12 month buy-and-hold size-adjusted abnbratarn in the year following the filindeadline



Table 3:

Pand A:

Descriptive statistics of thelatefiling firmswith stock price >$1 broken down by szeand NT status

MVE<200 million, NT=0 MVE<200 million, NT=1
Lower Upper Lower Upper
Variable N Mean Std Dev  Quartile  Median Quartile N Mean Std Dev  Quartile  Median Quartile
 —
mve | 773 79.15 52.97 30.76 75.75 118.48 1,519 52.44 46.86 16.52 37.39 73.33
roa 763 -0.06 0.30 -0.09 0.01 Hox 0.04 1,506  -0.19 0.47 -0.23 -0.06 0.01
fut_roa | 601 -0.06 0.28 -0.07 0.01 0.04 1,149  -0.23 0.95 -0.25 -0.06 0.01
fut_earn_
change | 600 0.03 0.28 -0.03 0.01 0.05 1,149  0.00 0.56 -0.08 0.00 0.08
mtb | 769 2.22 6.80 0.95 1.42 2.22 1,512  4.79 52.67 0.69 1.38 3.08
dte 764 3.14 7.92 0.40 1.20 341 1,511  3.92 56.46 0.53 1.49 3.55
bhar_pq1] 716 0.02 0.32 -0.15 -0.02 * 0.12 1,379  0.00 0.38 -0.21 -0.05 0.11
bhar_pg2| 719 0.02 * 0.33 -0.17 -0.02 0.13 1,387  -0.02 0.35 -0.21 -0.07 0.12
bhar_pq3| 726 0.02 0.36 -0.16 -0.03 0.10 1,407  -0.02 0.49 -0.23 -0.08 0.10
bhar_pg4] 733 -0.02 0.39 -0.20 -0.06 0.10 1,419  -0.02 0.61 -0.24 -0.08 0.09
bhar_pyl | 716 0.02 0.73 -0.37 -0.13 0.16 1,377  -0.06 0.85 -0.50 -0.26 0.10
bhar_q1 | 770 -0.05 0.30 -0.21 -0.06 0.07 1,513  -0.03 0.37 -0.23 -0.08 0.10
bhar_g2 | 773 -0.04 0.31 -0.20 -0.07 0.08 1,519  -0.03 0.39 -0.24 -0.09 0.09
bhar_g3 | 773 -0.03 0.27 -0.19 -0.05 0.08 1,519  -0.06 0.49 -0.27 -0.10 0.06
bhar_g4 | 773 -0.03 0.31 -0.21 -0.07 0.08 1,519  -0.07 0.47 -0.29 -0.14 0.05
bhar_yl | 770 -0.14 0.66 -0.46 025 = 0.03 1,513  -0.20 0.72 -0.57 -0.37 -0.03
bhar_fq1 | 720 0.00 0.30 -0.18 -0.02 0.11 1,300 -0.05 0.35 -0.26 -0.09 0.09
bhar_fq2 | 720 -0.01 0.30 -0.16 -0.03 0.10 1,293  -0.05 0.41 -0.27 -0.09 0.08
bhar_fq3 | 719 -0.01 0.30 -0.18 -0.03 0.11 1,290 -0.02 0.46 -0.26 -0.08 0.10
bhar_fg4 | 719 -0.03 Hox 0.35 -0.20 -0.05 0.10 1,287  -0.05 0.52 -0.30 -0.09 0.09
bhar_fyl | 719 -0.02 0.68 -0.41 -0.13 0.18 1,286  -0.15 1.03 -0.58 -0.32 0.04
fohar12 | 608 -0.01 0.74 -0.46 -0.13 0.20 1,102  -0.08 1.03 -0.57 -0.28 0.08

Difference in

0.03
-2.57
-0.77

0.02
0.04
0.03
0.00
0.09

-0.02
-0.01
0.03
0.04
0.06

0.05
0.04
0.01
0.02
0.13

0.07

**%

*%

*%

Difference in
Medians
between two

portfolios

38.36
0.07
0.07

0.01
0.04
-0.30

0.03
0.05
0.04
0.02
0.12

0.02
0.03
0.05
0.07
0.12

0.06
0.06
0.05
0.04
0.20

0.16

*%

*%



Table3 Pand A (continued)

MVE>=200 mIn, NT=0

MVE>=200 min, NT=1

Lower Upper Lower Upper
Variable N Mean Std Dev__Quartile _Median Quartile N Mean Std Dev__Quartile_Median Quartile
mve 606 2,546.84 7,891.33  309.36 597.82 1,435.62 411 1,804.64 8,899.56 298.69 497.77 1,093.50
roa 606 0.03 0.22 0.01 0.04 0.09 411 -0.03 0.41 -0.06 0.01 0.05
fut_roa | 529 0.05 0.35 0.01 0.05 0.10 192 -0.09 0.29 -0.15 -0.02 0.03
fut_earn_
change | 529 0.03 0.28 0.00 0.01 0.04 192 0.02 0.39 -0.08 0.00 0.05
mtb 606 12.42 227.61 1.45 2.18 3.31 409 3.31 10.21 1.49 2.22 3.78
dte 604 10.44 186.53 0.39 0.91 1.88 408 -0.12 57.84 0.46 1.12 291
bhar_pglj 567 0.05 0.26 -0.10 0.03 0.17 377 0.03 w* 0.29 -0.13 0.00 0.13
bhar_pg2}{ 571 0.06 0.32 -0.10 0.03 0.16 379 0.07 0.38 -0.14 0.00 * 0.21
bhar_pg3}] 576 0.02 ok 0.23 -0.11 0.02 * 0.13 381 0.04 w* 0.37 -0.15 -0.03 0.14
bhar_pg4{ 579 0.01 0.22 -0.11 0.01 0.13 383 0.05 0.33 -0.14 -0.01 0.14
bhar_pyl | 567 0.15 0.62 -0.16 0.07 0.33 376 0.27 1.34 -0.30 -0.03 0.41
bhar_qg1 | 603 0.03 0.29 -0.12 0.00 0.14 408 0.01 0.27 -0.13 -0.02 0.12
bhar_q2 | 606 0.02 0.39 -0.13 0.00 0.13 411 0.03 0.30 -0.14 -0.01 0.13
bhar_q3 | 606 0.03 *x 0.29 -0.12 0.00 0.13 411 0.00 0.27 -0.18 -0.01 0.12
bhar_qg4 | 606 0.05 0.33 -0.11 0.00 0.13 411 0.02 0.38 -0.15 -0.02 0.15
bhar_yl | 603 0.15 1.06 -0.20 -0.03 0.24 408 0.04 0.59 -0.33 -0.04 0.22
bhar_fql | 585 0.01 0.25 -0.11 -0.02 0.10 385 -0.09 0.28 -0.26 -0.07 0.05
bhar_fq2 | 585 0.00 0.19 -0.10 0.00 0.10 385 -0.03 xx 0.26 -0.18 -0.02 *x 0.11
bhar_fg3 | 585 -0.01 0.19 -0.11 -0.01 0.09 383 -0.01 0.30 -0.18 -0.02 0.14
bhar_fq4 | 585 -0.02 0.23 -0.14 -0.01 xx 0.10 383 0.00 0.36 -0.15 -0.02 0.11
bhar_fyl | 585 0.00 0.47 -0.25 -0.05 0.17 383 -0.10 0.57 -0.47 -0.16 0.16
fbhar12 | 547 -0.01 0.52 -0.26 -0.05 0.18 208 -0.04 0.66 -0.45 -0.14 0.27

Difference in

0.02
9.11
10.56

0.02
-0.01
-0.02
-0.03
-0.12

0.02
-0.01
0.03
0.02
0.11

0.10
0.03
0.00
-0.02
0.10

0.03

*%

Difference in
Medians
between two

portfolios

100.05
0.03
0.07

0.01
-0.04
-0.21

0.03
0.03
0.05
0.02
0.10

0.02
0.01
0.01
0.02
0.01

0.05
0.02
0.01
0.01
0.11

0.09

*%

*%

*k

*%



Variable definitions:
MVE-market value of equity in the end of the fisgahr;
ROA and FUT_ROA-Return on Assets defined as Easiirgfore Extra-ordinary items (datal8) deflategiyr year total assets (data6)

FUT_EARN_CHANGE-Change in next year basic earnpgjsshare (data58)

MTB-market to book ratio defined as MVE deflateddmok value (data60)

DTE-Debt to equity ratio defined as total liabdii (datal81) deflated by book value (data60)
BHAR_pql1-BHAR-pg4-quarterly buy-and-hold size-atiasabnormal returns in the fiscal year prior ®ltte filing year
BHAR-gq1-BHAR-g4-quarterly buy-and-hold size-adjustdbonormal returns in the fiscal year of late §jlin
BHAR_fql-BHAR_fg4-quarterly buy-and-hold size-adpts abnormal returns in the fiscal year followihg tate filing
BHAR_fyl-12 month buy-and-hold size-adjusted abrarreturn in the fiscal year following the laterfi

FBHAR12-12 month buy-and-hold size-adjusted abnbratarn in the year following the filindeadline



bhar12
bhar_fyl
bhar_fql
bhar_fg2
bhar_fg3
bhar_fq4

MVE>=200 million, NT=0;

roa
fut_roa
fut_eps_change

bhar12
bhar_fyl
bhar_fql
bhar_fg2
bhar_fg3
bhar_fq4

MVE<200 million, NT=1;

roa
fut_roa
fut_eps_change
bhar12
bhar_fyl
bhar_fql
bhar_fg2
bhar_fq3
bhar_fq4

MVE>=200 million, NT=1;

roa
fut_roa
fut_eps_change
bhar12
bhar_fyl
bhar_fql
bhar_fg2
bhar_fg3
bhar_fq4

615
550
553
551
550
550

397
398
366
404
374
374
374
374
374

1,515
1,518
1,376
1,521
1,387
1,392
1,392
1,391
1,387

212
212
200
212
202
202
202
202
202

-0.033
0.023
0.0036
0.0322
0.0088
-0.027

-0.029
-0.039
0.0071
0.2227
0.0607
0.0356
-0.032
-0.004
0.0606

-0.069
-0.131
0.0774
-0.086
0.0859
0.0623
0.0232
-0.007
-0.014

0.0018
-0.011
0.0264
0.1257
-0.049
0.0339
-0.026
-0.019
-0.038

-0.11
0.0201
0.0312
0.0094
-0.011
-0.041

0.0187
0.0486
0.0189
0.1101
-0.004
0.0127
0.0087
-0.014
-0.029

-0.254
-0.263
-0.256
-0.314
-0.07
-0.016
-0.038
-0.02
-0.019

-0.102
-0.107
0.0943
-0.077
-0.193
-0.135
-0.037
-0.056
-0.013

0.077
0.0029
-0.0276
0.0228
0.0198

0.014

-0.0477
-0.0876
-0.0118
0.1126
0.0647
0.0229
-0.0407
0.01
0.0896

0.185
0.132
0.3334
0.228
0.1559
0.0783
0.0612
0.013
0.005

0.1038
0.096
-0.0679
0.2027
0.144
0.1689
0.011
0.037
-0.025

*%



M1 B-market to book rat detined as MVE deflated by book value (aate

DTE-Debt to equity ratio defined as total liabd#i (data181) deflated by book value (data60)
BHAR_pql-BHAR-pg4-quarterly buy-and-hold size-adias abnormal returns in the fiscal year prior te tate filing
year

BHAR-q1-BHAR-g4-quarterly buy-and-hold size-adjustnormal returns in the fiscal year of late §lin
BHAR_fql-BHAR_fg4-quarterly buy-and-hold size-adpts abnormal returns in the fiscal year followihg tate filing
BHAR_fyl-12 month buy-and-hold size-adjusted abrarreturn in the fiscal year following the laterfi

FBHAR12-12 month buy-and-hold size-adjusted abnbretarn in the year following the filindeadline



N=23,246 N=7,186

Model 4A M ode4B
Odds Odds
Ratio Ratio
_ Expected |Coefficient (point | [Coefficient (point

Variable Sign estimate p-value festimate)| | estimate |p-value festimate)
INTERCEPT ? -4.37 |<0.0001 -4.39 | <0.0001
Test variables
Late + 0.73 |<0.0001 2.08 0.72 0.05 1.85
Control variables
MVE + 0.00 0.13 1 0.00 0.56 1
MTB + -0.00 0.45 1 -0.01 0.03 0.99
Lev + 0.01 0.09 1.01 0.06 0.01 1.06
ROA ? -1.55 0.02 0.21 -0.07 0.96 | 0.93
Prior year ROA + 0.7 0.27 | 2.02 -0.77 0.25 | 0.46
AEPS + -0.01 090 | 0.98 -0.91 0.28 | 0.40
Prior yearAEPS + -0.04 067 | 094 -1.78 0.10| 0.16
Accruals + 1.78 0.01 5.92 2.69 0.07 | 14.74
Estimated default
frequency + 0.52 0.12 1.69 0.99 0.11 2.7
Positive-String
(random walk) + -0.09 0.62 0.91
Positive-String
(forecast errors) 0.13 0.68 1.14
Pseudo-R2 0.002 0.002

All explanatory variables have been truncated atehfl.
Variables Definitions:

LATE-a dummy variable coded 1 for all late filinignfis and 0 otherwise;

MVE-market value of equity in the end of the fisgahr;

MTB-market to book ratio

LEV-leverage (total liabilities deflated by equity)

ROA-return on assets

AEPS-change in basic EPS in the year of late filing

Accruals-Earnings before extraordinary items minash flows from operations, deflated by total asgetprior period

(data18-data308)/data6
Estimated default frequency-measure of bankrujps&yim KMV-Merton model

Positive Strina=1 if all random walk (forecast egloearninas surnrises in the vear of late filire @ositive



N=30,124

M odel 5A
Odds
Ratio
_ _ (point

Variable Expected Sign | Coefficient estimate p-value lestimate)
INTERCEPT ? -2.01 <0.001
Test variables
Late + 042 <0.001f 1.51
Control variables
MVE - 0.00 0.22 1
Age ? 001 <0.00] 0.99
BHAR12 - -0.12 0.07 1
Stock Price - -0.009 0.01] 0.99
Volume - 0.00 0.06 1
Shares outstanding - -0.00 <0.001f 1
Estimated default
frequency + 1.57 <0.0001 6.14
Pseudo-R2 0.02

All explanatory variables have been truncated atehl.

Variables Definitions:

LATE-a dummy variable coded 1 for all late filinigtis and O otherwise;
MVE-market value of equity in the end of the fisgahr;
AGE-Number of years coverage by Compustat pridhédate filing

BHAR12-12 months buy-and-hold abnormal return beigip 12 months before and ending at the filing deed

Stock PRICE-stock market price at the filing daaetli
Volume-volume of shares traded at deadline
Shares outstanding-# of shares outstanding atidead|
Estimated default frequency-measure of bankrujps&yim KMV-Merton model




pepenaent varianle: Fron (Dealsling=1)

N=3,371
Model 5B
Odds
Ratio
_ _ (point

Variable Expected Sign | Coefficient estimate | p-valuelestimate)
INTERCEPT ? -2.04 <0.001]
Test variables
NT + 0.56 <0.001| 2.45
Control variables
MVE - -0.00 0.90 1
Age ? -0.01 0.07 1
BHAR12 - -0.50 0.01] 0.86
Stock Price - -0.02 005 1
Volume - 0.00 0.56
Shares outstanding - -0.00 0.30 1
Estimated default
frequency + 1.42 <0.001 6.74
Pseudo-R2 0.06

All explanatory variables have been truncated atehfl.

Variables’ Definitions:

NT-a dummy variable coded 1 for all late filingotifying firms and O otherwise;

MVE-market value of equity in the end of the fisgadr;

AGE-Number of years coverage by Compustat pritinedate filing

BHAR12-12 months buy-and-hold abnormal return ha&gim 12 months before and ending at the filing tieadStock
PRICE-stock market price at the filing deadline;

Volume-volume of shares traded at deadline

Shares outstanding-# of shares outstanding atidead|

Estimated default frequency-measure of bankrujps&yim KMV-Merton model



Dependent Variable FBHAR12

Dependent Variable: FBHAR12

N=24,559 N=7,872
Mode 6-A Mode 6-B

Coefficient Coefficient
Variable estimate p-value | estimate p-value
INTERCEPT 0.04 <0.0001 0.03 <0.0001
Test variables
Late -0.04 0.00 -0.06 0.05
Control variables
BHAR12 -0.07 |<0.0001 -0.06 <0.0d01
SURP1 0.04 0.35
SURP2 0.00 0.7
SURP3 0.02 0.64
SURP4 0.03 0.01
FERR1 0.04 0.95
FERR2 -1.52 0.07
FERR3 0.19 0.75
FERR4 -1.02 0.01
FUT DELIST 006 | 017 -012] o018
FUT_DELIST*LATE| -0.46 [<0.0001| -0.13 0.66
RESTATE -0.1 0.03 0.00 0.93
RESTATE*LATE -0.11 0.34 -0.35 0.0d
R2-0.004

All explanatory variables have been truncated atehfl.

Variables Definitions:

FBHAR12-12 month size-adjusted buy-and-hold abnbmeturn cumulated from the filing deadline
LATE-a dummy variable coded 1 for all late filinignfis and 0 otherwise;

FUT_DELIST-a dummy variable coded 1 for all firnsit delist within 1 year of the filing deadline
RESTATE-a dummy variable coded 1 for all firms thesttate within 1 year of the filing deadline
SURP1-SURP4-quarterly random walk forecast ernorthé year of the late filing deflated by prior yetock
priceFERR1-FERR4- quarterly forecast errors inytber of the late filing



oharl2 6352 0.0046595 O.c/o4 -0.150863
MVE200=0 NT=0 Delist=1

fbhar12 12 -0.4895091 ** 0.0161 -0.8312373
MVE200=0 NT=1 Delist=0

fbhar12 1230 0.0048593 0.9061 -0.2672619
MVE200=0 NT=1 Delist=1

fbhar12 51 -0.652376 <.0001 -0.9218547
MVE200=1 NT=0 Delist=0

fbhar12 538 -0.006253 0.7799 -0.0503678
MVE200=1 NT=0 Delist=1

fbhar12 9 -0.1291535 0.542 -0.1114572
MVE200=1 NT=1 Delist=0

fbhar12 201 -0.0132708 0.7734 -0.1284261
MVE200=1 NT=1 Delist=1

fbhar12 7 -0.7910753 0.0019 -0.9090296

Variables Definitions:

MVE200=1 if market value of equity>=$200 min; 0 etise

NT=1 if the firm notifies of its intention to filate; O otherwise;

DELIST=1 if the firm delists in the 12 months falling the deadline; O otherwise;

FBHAR12 is the 12 month buy-and-hold size-adjustedormal return cumulated from the filing deadline



not survive 12 months after the deadline) :

N Mean Std Dev Median |
MVE200=0 NT=0
foharl2s 708 -0.09 *** 0.79 -0.21 *+*
MVE200=0 NT=1
foharl2s 1652 -0.24 *** 1.32 -0.47 ¥+
MVE200=1 NT=0
foharl2s 547 -0.01 0.52 -0.05 ***
MVE200=1 NT=1
fbhar12s 221 -0.09 ** 0.68 -0.18 ***

Variables Definitions:

MVE200=1 if market value of equity>=$200 min; 0 etise

NT=1 if the firm notifies of its intention to filate; O otherwise;

DELIST=1 if the firm delists in the 12 months falling the deadline; O otherwise;

FBHAR12s is the 12 month buy-and-hold size-adjustedormal return cumulated from the filing deadlihat includes
simulated BHARs of -1 for any firm that delistsqurto the end of 12 month period.



