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The Effects of Accounting Restatements on Firm Growth
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5. Conclusion

Are restatements consequential? We answer this question by examining the impact of restatements
on firm growth. Two non-mutually exclusive arguments warrant this inquiry. One view is that
restatements hurt existing contracting relations. This reduces firm cash flows and impedes firm
ability to pursue potentially profitable investments. A second view is that restatements create
uncertainty and consequently limit firm ability to raise lower cost external funds for financing
growth. This paper examines the impact of restatements on firm growth and attempts to identify the
channel through which it arises. Our results suggest that firms that restate have lower realized
growth rates. Decomposing firm growth into its components, we find restatements negatively
impact subsequent externally financed growth rates.
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