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In this Internet Appendix, Figure IA-1 shows the likelihoods of immediate cash depletion
with zero external financing for the subgroups of firms sorted by net issue size, net equity issue
size, and net debt issue size, respectively, as a percentage of beginning-of-year assets. Figure IA-
1A reports the likelihood of cash depletion on the basis of Cash ex post. The figure shows that a
larger issue in t is associated with a higher likelihood of running out of cash in t, with this
relation being much stronger for net debt issues than for net equity issues, undercutting the
importance of pure cash stockpiling and leverage rebalancing motives.

Figure IA-1B shows the likelihood of cash depletion on the basis of Cash ex ante. There is a
positive relation between the issue size and the likelihood of cash depletion in Figure IA-1B,
although the relation is weaker than in Figure IA-1A. For firms with a net issue size greater than
5% of assets, the cash depletion likelihoods on the basis of Cash ex ante are lower than those on the
basis of Cash ex post for both debt and equity issues.

Figure IA-1 shows that the issue size is positively related to the likelihood of immediate

cash depletion without external financing. To further understand this finding, Panels A and B of
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Table IA-1 in this Internet Appendix report the means and medians of the cash flow components
for the subgroups of firms sorted by net equity issue size and net debt issue size, respectively, as
a percent of beginning-of-year assets. Firms with a larger AE+Assets.1 generally have larger

investments. For firms with AE; +Assets..1 =0.05, the mean ICF; +Assets.1 is only 0.3%. Thus,

part of the issue proceeds for this subgroup of firms is used to make up for the low profitability.
Interestingly, this subgroup of firms not only has the largest cash need, but also has the largest
increase in cash holdings in the same year. So a higher likelihood of cash depletion without the
equity issuance is not incompatible with an increase in cash holdings when firms do issue equity.
If equity issuers did not issue equity, they would run out of cash. When equity issuers issue
equity, they could raise more equity capital than what they need immediately, keeping some cash
to finance future cash needs. Firms with a larger AD; +Assets..1 have larger Investments; ~Assets;
1, although ICF; +Assets..1 is quite flat across the debt issue size groups.

Panel D of Table 3 in the paper reports the mean cash and cash flow components sorted
by financing and cash depletion. In this Internet Appendix, Table IA-2 reports the medians. The
major patterns on the medians are qualitatively similar to those on the means.

To exclude employee-initiated equity issues from our sample, our paper requires that net

equity issue to be =5% of the book value of assets and =3% of the market value of equity. A

net debt issue is similarly defined. In this Internet Appendix, Tables IA-3 reports the results

requiring net issue to be =5% of assets, without imposing a =3% of market equity screen. As

expected, the economic effects of Tobin’s Q on net equity issuance are larger in Tables IA-3

when only requiring net issue size to be =5% of assets than in Tables 6 and 7 in our paper when
requiring net issue size to be =5% of assets and =3% of market equity. Although the economic

effects of Tobin’s Q on the likelihoods of debt and equity issuance are materially different
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between Table 6 and regression (1) of Table IA-3, the economic effects of other variables are not
materially different.

The results in Table IA-4 suggest that adjusting towards the median leverage of firms in
the same industry is not an important motive for the decision to raise external capital. External
financing often results in further deviations from target leverage. Many firms issue debt even
when their book leverage is above the industry median, and many firms issue equity even when
their leverage is below the industry median. Measures of immediate and near-future cash needs
continue to be the most important explanatory variables in the multinomial logit regressions for
the decision to raise external capital. Furthermore, the multinomial logit regressions for the
choice between debt and equity financings show that how persistent cash needs are (as measured
by, for example, the internal cash flow, Tobin’s Q, and R&D intensity) is highly powerful in
explaining the choice between debt and equity financings. When both lagged leverage and the
deviation from the industry median leverage are included as independent variables, the economic
effect of lagged leverage on the likelihood of equity issuance is negative, partially offsetting the
positive economic effect of the leverage surplus measure.

Table TA-5 uses Compustat quarterly data to examine the relation between cash depletion
and external financing, with immediate being defined as the current quarter rather than the
current year. The results using the quarterly data are qualitatively similar to the results using the
annual data. Cash needs in the current quarter have a stronger relation with net debt or equity
issuance than cash needs over the next four quarters. The relation between net debt issuance and
the current quarter cash needs based on actual revenue and spending is especially strong,
providing further support for our finding in the paper that net debt issuance, including

drawdowns of revolving credit lines, is overwhelmingly motivated by immediate cash needs.



In Panel B of Table 8, the cash depletion dummy variables are correlated with the cash
flow components. Table IA-6 reports the multinomial logit regression results by excluding the
cash depletion dummy variables from the independent variables. Excluding these dummy
variables strengthens the relations between the cash flow components and net debt or net equity
issuance, as expected.

Investment spending reported on the statement of cash flows includes capital
expenditures, cash acquisition spending, and other investment spending. In Table IA-7, a firm-
year with large acquisition spending is defined as one in which cash spending on acquisitions is
at least 5% of the book value of assets and 3% of the market value of equity at the beginning of
the year. Panel A reports the sample distribution by the type of financing and the presence of
large acquisition spending. In 10.6% of the firm-years in our sample, there is large acquisition
spending. The ratio is higher conditional on external financing, especially debt financing. Panel
B reports the means and medians of acquisition and non-acquisition spending. In the firm-years
with net debt issuance, for example, the means of non-acquisition spending and acquisition
spending are, respectively, 15.5% and 7.5%, suggesting that although acquisition spending is
important, it is a less important use of the debt issuance proceeds than non-acquisition spending.

The results in Panels C-E of Table IA-7 after excluding the firm-years with large
acquisition spending from the sample are similar to the corresponding results reported in the
paper without excluding the firm-years with large acquisition spending, suggesting that the firm-
years with large acquisition spending do not drive the success of our ex post measure of cash
needs. The results in Panel F of Table [A-7 suggest that both acquisition spending and non-

acquisition spending are strongly associated with external financing.



Table IA-8 shows the correlation matrix of the sources of cash, changes in cash and non-
cash assets, and net cash flows. Net debt or equity proceeds are positively correlated with the
growth of non-cash assets in the issuance year and future cash needs. Net equity proceeds have
the strongest correlation with the change in cash. Net debt proceeds have the strongest
correlation with the change in non-cash assets.

McLean (2011) uses R&D, industry cash flow volatility, and a dividend paying dummy
variable as proxies for precautionary savings. Table IA-9 shows that these variables also capture
expected levels of future cash needs, not just uncertainty about future cash needs. In particular,
net equity issuers that have intensive R&D, are in industries with high cash flow volatility, and
do not pay dividends prior to the issuance year have large average cash needs in the two post-
issuance years.

Table IA-10 reports the OLS regression results for the determination of the net issue size.
Regressions (1) and (2) are estimated for the subsample of net equity issuers, and the regressions
(3) and (4) are estimated for the subsample of net debt issuers. Tobin’s Q is the most important
independent variable in all of the four regressions, suggesting that firms with growth
opportunities raise more net equity or net debt capital. It should be noted, however, that since
both the dependent variables and Tobin’s Q have assets at t-1 in the denominator, the positive
coefficients on Tobin’s Q are partly mechanical. Firms with a higher cash ratio at the beginning
of the year raise more capital in the year, perhaps because a higher cash ratio is needed for firms
with large investment. The stock return in t-1 is positively related to the issue size, but the stock
return in t+1 to t+3 is negatively related to the issue size. Net sales and firm age are negatively
related to the issue size. R&D intensity is positively related to the net equity issue size in

regressions (1) and (2), and negatively related to the net debt issue size in regressions (3) and (4).



Firms that invest more raise more capital, as expected. Less profitable firms are associated with a
smaller net equity issue size and a larger net debt issue size than profitable firms.

Similar to Table 11 in the paper, Table IA-11 examines cross-sectional differences in the
fraction of net proceeds going to cash reserves. However, Table IA-11 further controls for firm
characteristics and market conditions, in addition to the interactions between these variables and
financing sources. We continue to find that proxies for future cash needs and uncertainties are

positively related to the fraction of net proceeds going to cash reserves.



Figure IA-1. Likelihood of immediate cash depletion sorted by net issue size

In Figure IA-1A, a firm is defined as running out of cash at the end of fiscal year t if Cash ex post

<0, where Cash ex post = Cash; —AD —AE;

= Cash.1 + NCF.. In Figure [A-1B, a firm is defined as

running out of cash at the end of fiscal year t if Cash ex ante =< 0, where Cash ex ante = Cashy.1 +

NCF.i. Net issue size, net equity issue size, and net debt issue size are defined as (AE; +ADy)
+Assetst.1, AE+Assetst.1, and AD=Assetst.1, respectively. See Appendix I of the paper for

detailed variable definitions.

Figure IA-1A: Ex post likelihood of cash depletion at t
sorted by net issue size
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Table IA-1. Mean and median cash flows (%) for firms sorted by ADtand AE¢

This table reports the means and medians (in parentheses) of the cash flow items for the
subsamples sorted by the net equity issue size (Panel A) and the net debt issue size (Panel B).
ADy s the change in interest-bearing debt and AE; is the change in equity from the statements of
cash flow. Assets..1 denotes the book value of assets at the end of fiscal year t-1. See Appendix I
and Table 1 of the paper for detailed variable definitions.

Panel A. Mean and median cash flows (%) for firms sorted by AE«+Assetst-1

AE+Assets

VARIABLES 0% (0%,1%) [1%,2%) [2%,3%) [3%,4%) [4%,5%) =5%
AD+Assets,.| 1.8 2.4 3.5 3.8 3.8 3.8 4.3
0.0) (0.0 (0.0) (0.0) (0.0) (0.0) (0.0)
AE=Assets | -1.9 0.3 14 2.5 3.5 4.5 33.6
(-0.1) (0.2) (1.4) 2.4) (3.4) 4.5) (19.4)
ICF+Assets 10.7 9.5 10.5 10.8 11.2 10.3 0.3
(10.6) (10.3) (12.5) (12.6) (12.6) (11.7) (8.0)
Investments+~Assets. 8.4 9.7 11.7 13.0 12.8 12.7 20.5
(6.0) (6.7 (8.4) (9.2) (9.2) (9.4) (11.7)
Cash Dividends; ~Assetsy.; 1.4 1.1 0.9 0.8 0.7 0.7 0.5
0.5 (0.0 (0.0) (0.0) (0.0) (0.0) (0.0)
ANWC+Assets.; 0.9 1.5 2.9 3.8 54 53 16.6
0.9 (1.6) (2.9) (3.6) 4.1) 3.7 (8.9)
ANon-Cash NWC, +Assets.; 0.9 1.7 2.5 2.4 2.7 2.3 3.2
0.6) (1.1 (1.7) (1.6) (1.7) (1.6) 2.2)
ACash+Assets.; 0.0 -0.3 0.5 1.6 2.6 3.0 13.5
(0.0) (0.0 (0.3) (0.7) (0.8) (0.9) (3.9)

Panel B. Mean and median cash flows (%) for firms sorted by AD¢+Assetst-1

AD+Assets;.;

VARIABLES =0% (0%,1%) [1%,2%) [2%,3%) [3%,4%) [4%,5%) =5%
AD+Assets. | -3.6 0.5 1.5 2.5 3.5 4.5 19.3
(-14) (0.4 (1.5) (2.5) 3.5) 4.5) (12.4)
AE+Assets; | 4.0 1.5 1.7 1.3 1.3 1.4 33
(0.0) (0.0 (0.0) (0.0) (0.0) (0.0) 0.1)
ICF+~Assets | 8.9 9.6 94 9.7 9.5 9.1 9.3
(10.3) (10.6) (10.3) (10.5) (10.3) (10.4) (11.1)
Investments+~Assets,. 6.5 8.4 9.1 9.9 104 11.2 229
“4.8) (6.9 (7.6) (8.4) 9.1) (9.6) (16.3)
Cash Dividends; ~Assets; | 1.1 1.4 1.3 1.3 1.3 1.2 1.0
0.00 (0.7 0.7) 0.7) 0.7) (0.5) (0.0)
ANWC+Assets, | 1.9 1.8 2.1 2.3 2.6 2.8 7.6
0.8) (1.5 (1.6) (1.9) 2.1 (2.3) (4.6)
ANon-Cash NWC, +Assets.; 0.2 1.4 1.6 2.1 2.4 2.5 5.1
0.3) 1.0 (1.2) (1.4) (1.8) (1.8) (3.3)
ACash+Assets; | 1.8 0.5 0.5 0.1 0.1 0.3 2.3
(0.2) (0.1) (0.0) (0.0) (0.0) (0.1) (0.2)




Table IA-2. Median cash and cash flow components (%) sorted by financing and cash
depletion

This table reports the median cash and cash flow components (%) for firms that also have cash
flow data in t+1 and t+2 sorted by financing and cash depletion. Cash ex post =Cash; +NCF;, and
Cash ex ante =Casht.; +NCF..1. ICF denotes the internal cash flow, and NCF denotes the net cash
flow. See Appendix I and Table 1 for detailed variable definitions.

Debt issue Equity issue Debt issue Equity issue

Cash ex post Cash ex post Cash ex ante Cash ex ante

>0 <0 >0 <0 >0 <0 >0 <0
Cashe.1+Assetst.1 13.4 3.6 23.1 5.5 80 2.7 21.0 43
ACash+Assets;.1 32 00 9.8 1.7 0.1 0.4 6.7 2.6
ICF.1+Assetst.1 11.0 10.2 54 6.8 1.3 93 73 47
ICF+Assetsi 12.1 11.0 8.4 8.3 12.1  10.2 94 69
ICFs1+Assetsi.1 12.8 122 8.7 9.5 13.1 11.2 99 79
ICF2+Assets.1 134 128 8.5 9.6 13.7 118 9.7 84
NCF:.1+Assetst.1 -06 43 -6.9 -12.1 1.5 -12.6 -1.3 -21.0
NCF+-Assetst.| -42 -15.7 -3.2 -28.9 -12.1 -13.7 -14.7 -20.1
NCF1+Assetst.1 26 -2.8 -10.6 -15.8 -1.6 45 -12.5 -144
NCFu2+Assetst| 06  -1.1 -93 -11.1 -04 -2 -93 -11.5




Table IA-3. Multinomial logit for the issuance and choice of securities (Definitions of debt
and equity issues not including the 3% of market equity requirement)

This table reports the multinomial logit regression results for the decision to issue only debt, only
equity, both debt and equity, or neither debt nor equity (the base case). A firm is defined to have
a pure equity issue if AE+Assetsi.1 =0.05 and AD+Assets.1 <0.05. A firm is defined to have a
pure debt issue if AD+Assetsi.1 =0.05 and AE+Assetst.1 <0.05. A firm is defined to have dual
issues of debt and equity if AE+Assetsi.1 =0.05 and AD+Assetsi.1 =0.05. Immediate Depletion
equals one if Cash..1 +NCF; <0, and equals zero otherwise. Near Depletion equals one if Cashy.;
+NCF; >0 and Cash..;1 +NCF;+NCF. < 0, and equals zero otherwise. Medium Depletion equals
one if Cash¢.1 +NCF; >0, Cash:.; +NCF; +NCF; >0, and Cash¢.;1 +NCF; +NCF1 +NCFi;2 < 0,
and equals zero otherwise. Similarly, the cash depletion dummy variables measured ex ante are
defined by replacing NCF, NCF.+1, and NCF.:> with NCF,.;. This table reports the economic
effects and the z-statistics (in italic) of the coefficients using robust standard errors corrected for
heteroskedasticity and clustering at the firm level. The industry and year dummy variables and
the intercept are among the independent variables, but their economic effects and z-statistics are
not reported. See Appendix I, Table 1, and Table 6 for detailed variable definitions and economic
effect calculations.
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Pure debt Dual Pure equity Debt  Equity
issue issue issue issue issue
Econ. z- Econ. z- Econ. z- Econ. Econ.

VARIABLES eff. stat. eff. star. eff. stat. eff. eff.
Regression (1): N = 109,535, Pseudo R% =33.4%

Immediate Depletion 52.1 136.0 123 576 55 76.0 64.4 17.8
Near Depletion 59 357 57 214 48 333 11.6 10.5
Medium Depletion 22 131 36 99 19 131 5.8 5.5
Tobin’s Q1 1.2 129 12 225 42 302 2.4 54
Returnt. 06 60 08 121 15 101 1.4 2.3
Returne 1, 3 1.2 -03 -07 -45 -22 -78 0.5 -2.9
Term Spread:.1 (%) -03 -00 05 1.7 -01 0.1 0.2 0.4
Default Spread:. (%) -1.3 09 12 47 3.1 6.6 -0.1 4.3
Ln(Sales).1 44 6.5 -0.7 -59 -52 -19.0 3.7 -5.9
Ln(Age): 0.7 -82 -1.1 -12.1 -18 -11.7 -1.8 -2.9
Leverage: 1 -1.7 20 09 97 20 116 -0.8 2.9
R&Dv.1 22 -19 09 100 32 187 -1.3 4.1
Industry Volatility. 0.3 33 06 48 15 6.6 0.9 2.1
Dividend Payer. 01 -50 -0.7 -80 -28 -134 -0.6 -3.5
Regression (2): N = 124,058, Pseudo RZ2=12.1%

Immediate Depletion ex ante 102 409 3.7 33.6 37 29.7 13.9 7.4
Near Depletion ex ante 49 157 2.6 163 37 183 7.5 6.3
Medium Depletion ex ante 20 53 12 60 25 9.1 3.2 3.7
Tobin’s Q1 1.7 89 15 225 44 303 3.2 59
Returnt. 50 162 12 173 24 157 6.2 3.6
Returne 1, 3 20 -80 -17 -7.8 -28 -10.9 -3.7 -4.5
Term Spread:.1 (%) -03 -02 06 21 -01 0.1 0.3 0.5
Default Spread:.1 (%) -0.7 04 09 36 29 63 0.2 3.8
Ln(Sales).1 2.1 1.0 -14 -13.5 -54 -242 0.7 -6.8
Ln(Age): 29 -142 -14 -14.1 -20 -12.9 -4.3 -3.4
Leverage: 1 22 11,1 14 190 23 179 3.6 3.7
R&Dv.1 56 -96 07 78 32 188 -4.9 3.9
Industry Volatility. -19 37 -01 -05 14 43 -2.0 1.3
Dividend Payer. 04 -16 -06 -62 -29 -130 -0.2 -3.5
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Table IA-4. Leverage deviations and likelihoods of net debt and equity issuances

Panel A reports likelihoods (in percent) of net debt and equity issuances in year t sorted by
Leverage Surplus:.1, defined as the firm’s book leverage — the median book leverage of all firms
in the same industry as the firm at the end of year t-1 (using Fama and French’s 17 industry
classification). For each group sorted by net debt and equity issuance in year t, Panel B shows
the distribution of Leverage Surplus at the end of each year from t-1 to t+3. Panel C reports the
multinomial logit regression results for the decision to issue only debt, only equity, both debt and
equity, or neither debt nor equity (the base case), using actual net cash flows (NCFs). Panel D
reports the multinomial logit regression results for the decision to issue only debt (the base case),
only equity, or both debt and equity, using the subsample of net issuers that would otherwise face

immediate cash depletion (i.e., Cash ex post<<0). Panels C and D of this table include Leverage
Surplus.1 as an additional independent variable but are otherwise the same as Tables 6 and 9 of

the paper, respectively.
Panel A. Leverage surplus and likelihoods of net debt and equity issuances
Leverage No Pure debt Dual Pure equity Debt Equity
Surplus.; Quartile  issue issue issues issue issue issue
1 (low) 76.9 13.2 1.7 8.2 14.9 9.9
2 70.9 19.8 2.2 7.1 22.0 9.3
3 68.7 21.3 2.8 7.2 241 10.0
4 (high) 66.8 20.0 3.9 9.3 23.9 13.2
Panel B. Leverage surplus dynamics around issuance years
Year Leverage surplus .No que debt .Dual Pur.e equity Debt Eqmty
issue issue issues issue issue issue
t-1 <-2.5% 47.4% 38.8% 32.9% 44.3% 38.1%  41.5%
t-1 =-2.5%, <2.5% 9.5%  11.2% 8.8% 7.7% 10.9% 7.9%
t-1 >2.5% 43.1% 50.0% 58.4% 48.1% 51.0%  50.6%
t <-2.5% 49.7% 25.9% 26.9% 55.7% 26.0%  48.6%
t =-2.5%, <2.5% 9.4% 11.4% 8.9% 7.5% 11.1% 7.9%
t >2.5% 40.9% 62.7% 64.1% 36.8% 62.9%  43.6%
t+1 <-2.5% 49.3% 28.0% 28.5% 54.3% 281%  47.9%
t+1 =-2.5%, <2.5% 9.6% 11.0% 8.3% 7.2% 10.7% 7.4%
t+1 >2.5% 41.2% 61.0% 63.2% 38.6% 61.2%  44.6%
t+2 <-2.5% 48.3% 29.9% 29.0% 52.4% 29.8%  46.6%
t+2 =-2.5%, <2.5% 9.3% 9.6% 7.9% 7.5% 9.4% 7.6%
t+2 >2.5% 42.5% 60.5% 63.1% 40.2% 60.9%  45.8%
t+3 <-2.5% 47.5% 30.8% 29.6% 50.8% 30.7%  45.7%
t+3 =-2.5%, <2.5% 8.9% 9.8% 7.3% 7.3% 9.5% 7.3%
t+3 >2.5% 43.5% 59.4% 63.2% 41.9% 59.8%  47.1%
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Panel C. Multinomial logit for the decision to issue debt or equity
Pure debt Dual Pure equity Debt Equity

issue issues issue issue issue

Econ. z- Econ. z- Econ. z- Econ. Econ.
VARIABLES eff. stat. eff. stat. eff. stat. eff. eff.
Regression: N = 109,535, Pseudo R>=32.8%
Immediate Depletion 51.8 135.3 11.7 463 69 755 635 18.6
Near Depletion 54 354 59 181 52 345 11.3 11.1
Medium Depletion 1.7 124 38 86 23 141 5.5 6.1
Tobin’s Q1 2.5 -6.1 00 -0.7 19 8.3 -2.5 1.9
Return. 04 29 06 28 12 5.6 1.0 1.8
Returnesi, 43 1.0 -06 -07 -43 -21 -7.6 0.3 2.8
Term Spread:.; (%) -0.3 0.1 05 1.9 0.0 0.2 0.2 0.5
Default Spread:.1 (%) -1.2 0.6 1.0 39 29 6.1 -0.2 3.9
Ln(Sales). 41 54 -09 -72 -52 -20.8 3.2 -6.1
Ln(Age): -09 87 -10 -120 -1.8 -12.0 -1.9 -2.8
Leverage: 1 1.5 09 -06 -04 09 0.8 0.9 0.3
R&Dv1 -1.8 -0.9 08 93 30 202 -1.0 3.8
Industry Volatility. 05 35 06 47 14 6.3 1.1 2.0
Dividend Payer. 0.1 46 -05 -6.3 -25 -12.0 -0.6 -3.0
Leverage Surplust.; -3.0 -1.0 1.6 1.7 1.2 09 -14 2.8

Panel D. Multinomial logit for the debt vs. equity choice, conditional on financing and
immediate cash depletion

Dual issue Pure equity issue Equity issue

VARIABLES Econ. eff. z-stat. Econ. eff.  z-stat. Econ. eff.

Regression: N = 23,947, Pseudo R?=16.7%

Cashy.; 3.6 6.7 0.3 2.2 3.9
ICFiy -5.2 -11.6 -8.4 -13.9 -13.6
Tobin’s Q1 0.2 3.1 7.4 10.6 7.6
Returng.| 4.2 9.9 3.8 8.8 8.0
Returne 1, 3 -2.5 -5.1 -2.8 -5.7 -5.3
Term Spread:.; (%) 2.5 2.5 1.1 1.5 3.6
Default Spread:.1 (%) 1.5 1.6 2.6 2.1 4.1
Ln(Sales):.1 -1.5 -5.5 -7.8 -12.0 -9.3
Ln(Age): -3.8 -8.9 -2.5 -6.5 -6.3
Leverage:.1 -2.5 -0.9 -4.1 -1.2 -6.6
R&Dy. 0.8 2.5 3.4 54 4.2
Industry Volatility 1.1 2.0 1.6 2.5 2.7
Dividend Payer. -1.1 -2.9 2.1 -3.9 -3.2
Leverage Surplust.; 6.6 2.1 4.3 1.6 10.9
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Table IA-5. Multinomial logit for the issuance and choice of securities (quarterly data from
1984-2013)

This table reports the multinomial logit regression results for the decision to issue only debt, only
equity, both debt and equity, or neither debt nor equity (the base case) in a quarter. A firm is
defined to have a pure equity issue in quarter q if (AEq+Assetsi.1 =0.05 and AEq+ ME¢; =0.03)
and (ADg+Assetsi.1 <0.05 or ADg+ME| <0.03). A firm is defined to have a pure debt issue in
quarter q if (AEgq+Assetsi1 <0.05 or AEq+=ME¢1 <0.03) and (ADg+ Assetsi.1 =0.05 and ADg+ME.;
=0.03). A firm is defined to have dual issues of debt and equity if (AEq+Assets..; =0.05 and
AE¢+ME;1 =0.03) and (ADg=+Assetsi.1 =0.05 and ADq+MEr.;1 =0.03). Assets..1 and ME¢
denote the book value of assets and the market value of equity, respectively, at the beginning of
the corresponding fiscal year. The Compustat quarterly database reports year-to-date amounts of
equity issuance and repurchase (items SSTKY and PRSTKCY, respectively) on cash flow
statements. We use cash flow statement data to obtain the net equity issue amount in quarter q
(AEq). However, the net debt issue amount is not well populated in the quarterly database, so we
use the end of quarter debt (DLTTQ+DLCQ) on the balance sheet and compute the net debt issue
for quarter q (ADg) as the change in debt from the beginning to the end of quarter q. Because
investment expenditures and other cash use items are not well populated in the quarterly
database, we compute the net cash flow for quarter q (NCF,) as ACashq - AEq - ADq, where
ACashq is the change in cash (item CHEQ) from the end of the previous quarter to the end of
quarter q on the balance sheet. Immediate Depletion equals one if Cashq.1 +NCFy <0, and equals
zero otherwise. Near Depletion equals one if the firm is predicted to have a positive cash balance
in quarter q (i.e., Cashg.1 +NCFq >0) but is predicted to run out of cash in quarters g+1 through
q+4 (i.e., Cashg.1 +NCFy +NCFq41 <0, Cashg.1 +NCFq +NCFq:1 +NCFg42 <0, Cashg.1 +NCFqy
+NCFg+1 +NCFg42 +NCFq43 <0, or Cashg.1 +NCFq +NCFg41 +NCFqi2 +NCFg43 +NCFq4 <0),

and equals zero otherwise. Medium Depletion equals one if the firm is predicted to have a
positive cash balance in quarters q through gq+4 but is predicted to run out of cash in g+5 through
g+8, and equals zero otherwise. The cash depletion dummy variables measured ex ante are
similarly defined, but instead of using the actual NCFs, the average of NCFs in g-1 through q-4
is used as the predicted NCF for each quarter of q through g+8. This table reports the economic
effects and the z-statistics (in italic) of the coefficients using robust standard errors corrected for
heteroskedasticity and clustering at the firm level. The industry and year dummy variables and
the intercept are among the independent variables, but their economic effects and z-statistics are
not reported. See Appendix I, Table 1, and Table 6 for detailed variable definitions and economic
effect calculations.
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Pure debt Dual Pure equity Debt Equity
issue issue issue issue  issue
Econ. z- Econ. z- Econ. z- Econ. Econ.
VARIABLES eff. stat. eff. stat.  eff. stat. eff. eff.
Regression (1): N = 222,032, Pseudo R?=29.0%
Immediate Depletion 458 112.0 3.0 24.8 45 483 48.8 7.5
Near Depletion 56 304 09 94 3.1 30.9 6.5 4.0
Medium Depletion 2.3 91 04 32 1.7 11.8 2.7 2.1
Tobin’s Q1 09 45 00 06 04 5.5 -09 0.4
Return. 1.0 9.7 01 87 03 8.7 1.1 0.4
Returnesi, i+3 0.1 -1.7 -02 -32 -0.7 -6.3  -0.3 -0.9
Term Spread:.; (%) 03 -06 01 1.3 0.1 0.3 -02 0.2
Default Spread:.1 (%) 0.0 0.7 04 39 09 4.4 0.4 1.3
Ln(Sales). 02 -1.3 -02 -62 -19 -19.4 0.0 2.1
Ln(Age): -1.0 -64 -02 -6.7 -0.8 -99 -1.2 -1.0
Leverage.1 05 -1.9 01 21 08 11.1 -04 0.9
R&Dx.1 05 -1.5 00 1.9 0.7 134 -0.5 0.7
Industry Volatility. 0.9 4.1 0.0 09 0.7 6.6 0.9 0.7
Dividend Payer -09 -55 00 -23 -1.0 -109  -09 -1.0
Regression (2): N = 264,918, Pseudo R?=8.3%
Immediate Depletion ex ante 84 418 04 13.0 28 27.2 8.8 32
Near Depletion ex ante 45 26.1 03 98 21 22.5 4.8 2.4
Medium Depletion ex ante 1.4 54 01 28 1.1 8.4 1.5 1.2
Tobin’s Q1 -1.9 -92 00 -08 05 7.9 -19 0.5
Return. 1.7 121 01 70 04 8.8 1.8 0.5
Returnesi, 43 -1.1 -6.8 -03 -55 -09 8.1 -14 -1.2
Term Spread:.; (%) 03 -07 01 08 -0.1 -0.6 -02 0.0
Default Spread:.1 (%) 02 -03 02 23 06 3.4 0.0 0.8
Ln(Sales). 06 41 -03 -95 -23 -23.8  -09 -2.6
Ln(Age): -1.9 -11.0 -0.3 -9.3 -09 -11.2 2.2 -1.2
Leverage:| 24 152 02 108 1.1 18.2 2.6 1.3
R&Dx.1 35 -11.0 00 -1.3 09 14.2 35 0.9
Industry Volatility. 09 -30 -01 -1.9 05 4.3 -1.0 04
Dividend Payer. 09 48 00 -1.8 -1.1 -11.6  -09 -1.1
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Table IA-6. Cash flow components and multinomial logit for the issuance and choice of
securities, excluding the cash depletion dummy variables

This table reports the multinomial logit regression results for the relations between the cash flow
components and the decision to issue only debt, only equity, both debt and equity, or neither debt
nor equity (the base case). This table reports the economic effects and the z-statistics (in italic) of
the coefficients using robust standard errors corrected for heteroskedasticity and clustering at the
firm level. The industry and year dummy variables and the intercept are among the independent
variables, but their economic effects and z-statistics are not reported. The regressions in this table
do not include the cash depletion dummy variables as independent variables, but the regressions
in Panel B of Table 8 do. See Appendix I, Table 1, and Table 6 for detailed variable definitions
and economic effect calculations.
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Pure debt Dual Pure equity Debt  Equity
issue issue issue issue issue
Econ. z- Econ. z- Econ. z- Econ. Econ.

VARIABLES eff. stat. eff. stat. eff. stat. eff. eff.
Regression (1): N = 109,456, Pseudo R? = 34.3%
Cashyj~Assets. 223 -40.7 22 -299 -1.9 -24.1 -24.5 -4.1
ICF+~Assets | -31.1 -534 -43 -46.3 -49 -33.3 -354 -9.2
Investments+~Assets. 45.0 70.4 5.4 71.4 76 47.3 50.4 13.0
ANon-Cash NWC+Assets;. 24.9 61.5 2.8 52.2 38 372 27.7 6.6
Cash Dividends+~Assets. 8.4 19.3 0.4 6.4 -0.6 2.9 8.8 -0.2
ICF 1 +-Assets.| 0.2 -14 -0.3 -3.4 -1.8 -6.6 -0.1 2.1
Investmentsy+~Assets. 0.7 6.9 0.5 11.3 32 211 1.2 3.7
ANon-Cash NWCy;+Assetst.; 0.6 5.3 04 7.8 1.7 11.6 1.0 2.1
Cash Dividends..;+Assets;. -2.8 -3.3 0.5 1.6 1.5 4.1 -2.3 2.0
ICFo-Assets | 1.1 2.0 0.0 0.2 -0.6 -1.7 1.1 -0.6
Investmentsyo+-Assets. -0.2 2.2 0.4 7.6 1.6 109 0.2 2.0
ANon-Cash NWCx+-Assets:. -04 0.3 0.2 3.6 0.8 5.0 -0.2 1.0
Cash Dividendsio-Assets, | 2.0 -3.2 0.3 1.0 0.8 1.8 -1.7 1.1
Tobin’s Q. -6.7 -15.3 -1.5 -14.6 1.6 -0.2 -8.2 0.1
Return,.; -0.9 -0.5 0.4 3.0 1.0 2.7 -0.5 1.4
Returng i, 43 0.7 -2.2 -0.7 -4.4 -2.5 -8.2 0.0 3.2
Term Spready.; (%) 04 1.3 0.5 2.3 -0.1 0.2 09 04
Default Spread..; (%) -1.1 0.7 0.8 3.3 2.8 6.0 -0.3 3.6
Ln(Sales):.; 2.7 3.5 0.1 -04 -5.0 -18.5 2.8 -4.9
Ln(Age) -0.3 -5.2 -0.6 -8.0 -1.5 -8.8 -0.9 2.1
Leverage:.i 1.1 10.4 1.1 17.0 29 196 2.2 4.0
R&Dy. -1.2 0.3 0.6 5.9 26 139 -0.6 3.2
Industry Volatility,.; 0.5 3.9 0.7 5.5 1.5 6.7 1.2 2.2
Dividend Payer.; 0.4 -3.2 -0.6 -6.3 27 -11.3 -0.2 -33
Regression (2): N = 124,058, Pseudo R? = 11.7%
Cashyj~Assets. -13.8 -30.3 -1.1 -13.2 09 -126 -14.9 2.0
ICF.1+Assets| -1.4  -7.3 22 -234 4.4  -28.0 -3.6 -6.6
Investments,.;+Assets; | 7.3 30.0 1.8 27.1 1.6 18.5 9.1 34
ANon-Cash NWC,.+Assets;.; 24 10.7 09 134 1.6 16.1 33 2.5
Cash Dividends =Assets;.| -1.4 49 -0.1 -1.2 -1.3 -3.9 -1.5 -1.4
Tobin’s Q. -0.6 -0.3 0.1 2.3 2.1 13.1 -0.5 2.2
Return,.; 39 10.7 1.1 6.5 2.3 10.5 5.0 34
Return i, 43 24 -85 -1.5 -7.0 2.7 -104 -3.9 -4.2
Term Spread..; (%) -04 -0.3 0.6 2.4 -0.2 -0.1 0.2 04
Default Spread..; (%) -0.3 0.6 0.7 2.9 2.8 6.1 04 3.5
Ln(Sales):. -1.0 -64 -1.0  -10.0 44  -19.9 -2.0 -5.4
Ln(Age): 2.7 -13.3 -1.3 -13.5 2.0 -13.0 -4.0 -33
Leverage:.i 1.1 6.1 1.2 15.3 2.1 14.8 2.3 3.3
R&Dy. -1.2 0 -1.2 0.3 4.4 2.3 14.8 -0.9 2.6
Industry Volatility.; -04 -04 0.1 0.8 09 3.4 -0.3 1.0
Dividend Payer:.; 1.2 1.9 -0.3 -2.3 -1.8 -6.3 0.9 -2.1
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Table IA-7. Acquisition spending, cash needs, and the decision to issue debt or equity

Panel A reports the sample distribution by financing and large acquisition spending. Panel B
reports the means and medians (in parentheses) of acquisition and non-acquisition spending.
Panels C-F report the multinomial logit regression results on the decision to issue only debt, only
equity, both debt and equity, or neither debt nor equity (the base case). Panels C-E report the
results after excluding firm-years with large acquisition spending. Panel F reports the results
after separating acquisition and non-acquisition spending. Large acquisition spending in year t is
defined as a year in which AQC+Assetsi.1 =0.05 and AQC;+ME; =0.03, where AQC is the
Compustat item for acquisition spending. Acquire_Inv, and Non-Acquire_Inv, denote acquisition
and non-acquisition spending in year t, respectively, divided by Assetst.;. The industry and year
dummy variables and the intercept are among the independent variables in the regressions, but
their economic effects and z-statistics are not reported. See Appendix I, Table 1, and Table 6 for
detailed variable definitions and economic effect calculations.

Panel A. Sample distribution by financing and large acquisition spending

With large acquisition Without large acquisition
spending spending
N % N %

All firm-years 13,204 10.6 110,854 89.4
No external financing 4,872 5.5 82,980 94.5
Pure debt issue 5,866 254 17,188 74.6
Dual issues 1,249 38.2 2,021 61.8
Pure equity issue 1,217 12.3 8,665 87.7

Panel B. Means and medians of acquisition and non-acquisition spending (%) sorted by
financing

No Puredebt Dual Pureequity Debt Equity
VARIABLES Issue issue issues issue issue issue All

Investmentsi+Assets; 1 6.5 20.5 40.8 14.3 23.0 209  10.7
(5.4) (15.3) (31.6) 84) (164) (11.8) (6.8)

Non-Acquire_Invi+Assets:.| 5.6 14.1 254 11.5 15.5 15.0 8.1
4.7) 9.8) (17.8) (6.6) (10.3) 8.2) (5.5

Acquire_Invi+-Assetst 1 1.0 6.4 15.4 2.8 7.5 59 2.5
(0.0 (0.0 (0.0 (0.0 (0.0 0.0) (0.0
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Panel C. Cash depletion and financing, excluding firm years with large acquisition

spending
Pure debt Dual Pure equity Debt  Equity
issue issues issue issue issue
Econ. z- Econ. z- Econ. z- Econ. Econ.
VARIABLES eff. star. eff. stat. eff. stat. eff. eff.
Regression (1): N = 91,608, Pseudo R?=33.1%
Immediate Depletion 50.8 118.2 9.7 46.3 6.8 674  60.5 16.5
Near Depletion 6.3 31.7 46 193 54 31.2 109 10.0
Medium Depletion 24 113 27 86 23 125 5.1 5.0
Tobin’s Q1 1.3 11.3 1.0 21.0 44 28.8 2.3 5.4
Return. 0.9 58 04 9.0 1.4 85 1.3 1.8
Returnesi, 43 0.9 0.3 -05 -34 20 -64 0.4 -2.5
Term Spread:.; (%) 0.0 05 03 13 02 0.7 0.3 0.5
Default Spread:.1 (%) -0.9 1.0 08 38 35 70 -0.1 4.3
Ln(Sales). 34 4.3 -0.7 -7.3 -5.0-17.5 2.7 -5.7
Ln(Age): -1.3 -89 -09 -10.2 -1.7 -10.4 2.2 -2.6
Leverage: 1 -06 15 07 109 19 11.7 0.1 2.6
R&Dv1 -1.2 0.5 0.6 10.7 32 182 -0.6 3.8
Industry Volatility. 0.2 2.3 05 4.3 1.6 6.2 0.7 2.1
Dividend Payer 01 41 -06 -6.5 -3.1-13.1 -0.5 -3.7

Panel D. The nature of cash depletion and financing, excluding firm years with large

acquisition spending

Pure debt Dual Pure equity  Debt  Equity

issue issues issue issue issue

Econ. z- Econ. z- Econ. z- Econ.  Econ.

VARIABLES eff. stat. eff. stat. eff. stat. eff. eff.

Regression (2): N = 91,608, Pseudo R?=32.4%

Immediate Depletion XLoss 383 675 14.3 34.9 9.6 49.1 526 239
Immediate Depletion x(1-Loss:) 499 112.3 9.7 34.6 5.0 57.2 59.6 14.7
Near Depletion 59 31.2 47 157 59 330 106 10.6
Medium Depletion 20 105 28 74 28 13.7 438 5.6
Tobin’s Q1 24 -6.1 -0.1 -1.7 1.7 6.5 -25 1.6
Returng.; 0.6 3.1 03 34 1.1 36 09 1.4
Returne1, 3 07 -03 -05 -3.2 -1.8 -6.1 0.2 2.3
Term Spread:.; (%) 0.1 06 03 14 03 08 04 0.6
Default Spread..1 (%) -0.9 0.7 0.6 3.2 33 65 -03 3.9
Ln(Sales):1 2.5 24 -08 -7.9 -45-17.5 1.7 -5.3
Ln(Age): -14  -93 -0.8 -9.8 -1.8-10.9 -2.2 -2.6
Leverage.1 -0.2 3.2 08 131 2.0 133 0.6 2.8
R&Dy -0.5 2.1 0.6 10.9 30 19.7 0.1 3.6
Industry Volatility. 0.4 26 05 39 1.5 6.0 09 2.0
Dividend Payer 00 -36 -03 46 -27-11.6 -03 -3.0
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Panel E. Cash flow components and financing, excluding firm years with large acquisition
spending

Pure debt Dual Pure equity Debt  Equity
issue issues issue issue issue
Econ. z- Econ. z- Econ. z- Econ. Econ.

VARIABLES eff. stat. eff. stat. eff. stat. eff. eff.
Regression (3): N = 91,536, Pseudo R? = 36.7%
Immediate Depletion 32.6 58.6 33 224 6.0 32.8 35.9 9.3
Near Depletion 41 17.0 24 103 1.3 10.6 6.5 3.7
Medium Depletion 1.2 59 1.9 54 04 44 3.1 2.3
Cashyj~Assets. -1.8 -5.3 0.7 -64 04 4.1 -2.5 -1.1
ICF+-Assets | -10.3 -23.2 2.1 -22.6 2.9 -17.6 -12.4 -5.0
Investments+~Assets,. 165 35.2 2.1 36.3 44 26.2 18.6 6.5
ANon-Cash NWC+Assets,. 9.3 30.1 1.3 25.2 2.0 20.5 10.6 33
Cash Dividends+~Assets. 377 109 05 44 -09 04 4.2 -0.4
ICF 1 +-Assets.| 1.1 1.6 -0.2 -1.8 -1.0 -3.1 0.9 -1.2
Investmentsy+~Assets. 0.7 09 03 64 22 12.7 -0.4 2.5
ANon-Cash NWC,+Assets;.; 0.3 038 02 39 1.1 6.8 -0.1 1.3
Cash Dividends.;+Assets;. -19 -2.7 02 0.7 09 22 -1.7 1.1
ICFo-Assets | 1.3 3.0 00 0.6 07 -1.7 1.3 -0.7
Investmentsyo+-Assets. 04 07 02 5.3 1.5 9.5 -0.2 1.7
ANon-Cash NWC.o+Assets;.| -0.7 -1.6 02 26 07 4.0 -0.5 0.9
Cash Dividendsu.o+Assets,. -1.0 -1.7 02 1.3 06 15 -0.8 0.8
Tobin’s Q. -5.3 -13.9 -0.9 -12.1 1.5 -0.0 -6.2 0.6
Returny.; -06 -03 03 2.5 09 2.1 -0.3 1.2
Returng i, 43 09 -0.1 -04 -3.0 2.1 -6.5 0.5 -2.5
Term Spread..; (%) 04 1.3 03 1.5 02 0.8 0.7 0.5
Default Spread..; (%) 09 07 05 26 3.1 6.2 -0.4 3.6
Ln(Sales):.; 28 4.3 00 -1.1 -4.4 -14.5 2.8 -4.4
Ln(Age) 0.6 -55 -04 -6.3 -1.4 -80 -1.0 -1.8
Leverage:.i 1.0 9.1 0.8 14.7 2.7 17.5 1.8 3.5
R&Dy. -1.3  -0.9 03 48 2.6 13.3 -1.0 29
Industry Volatility.i 02 24 05 4.6 1.5 6.1 0.7 2.0
Dividend Payer:. 03 -34 -0.6 -6.3 -2.7 -10.7 -0.3 -3.3
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Panel F. Cash flow components and financing, separating acquisition and non-acquisition
spending

Pure debt Dual Pure equity Debt  Equity
issue issues issue issue issue
Econ. z- Econ. z- Econ. z- Econ. Econ.
VARIABLES eff. stat. eff. stat. eff. stat. eff. eff.
Regression (4): N = 109,456, Pseudo R? = 38.9%
Immediate Depletion 32.0 63.8 3.5 26.4 5.1 344 35.5 8.6
Near Depletion 39 179 2.6 11.1 0.7 95 6.5 33
Medium Depletion 09 62 2.1 5.6 02 39 3.0 2.3
Cash..;+Assets. 29 -85 -09 -8.6 -04 -5.6 -3.8 -1.3
ICF+Assets.i -10.6 -26.5 -2.8 -28.2 2.7 -19.9 -13.4 -5.5
Non-Acquire_Invi+Assets..i 169 41.5 2.6 43.0 3.3 28.1 19.5 5.9
Acquire_Inv=Assets. 14.3 40.0 2.3 46.5 3.8 27.9 16.6 6.1
ANon-Cash NWC+Assets,.| 10.0 33.8 1.7 31.3 1.9 22.9 11.7 3.6
Cash Dividends+Assets;.| 42 12.1 02 35 -09 0.5 4.4 -0.7
ICF1+Assetsii 1.3 1.6 -03 -1.9 -14 -4.4 1.0 -1.7
Non-Acquire_Invyi+Assets.| -09 1.2 04 7.1 2.5 13.1 -0.5 2.9
Acquire_Invi1+Assets.1 -0.5 0.1 02 37 1.2 86 -0.3 1.4
ANon-Cash NWCy+Assets.| -0.6 0.5 03 49 1.3 82 -0.3 1.6
Cash Dividendsui+Assets.| 22 -3.0 0.6 20 1.2 35 -1.6 1.8
ICFuo+Assetsi.1 1.2 29 -0.1 0.5 -0.5 -1.1 1.1 -0.6
Non-Acquire_Invi.i+Assets.1 -06 0.7 04 59 1.5 8.7 -0.2 1.9
Acquire_Inve+Assets. -02 0.6 02 3.1 0.6 5.0 0.0 0.8
ANon-Cash NWCa+Assets:.1 -0.6 -0.8 02 33 0.7 4.5 -0.4 0.9
Cash Dividendsu2+Assets;.| -14 -2.3 03 1.6 0.8 2.3 -1.1 1.1
Tobin’s Q1 -5.1 -14.7 -1.2 -13.7 1.5 -0.5 -6.3 0.3
Return. -09 -0.8 04 3.1 1.0 2.7 -0.5 1.4
Returng 1, 43 1.1 -0.7 -0.6 -4.0 24 -7.9 0.5 -3.0
Term Spread..; (%) 0.1 0.8 05 2.1 -0.1 03 0.6 0.4
Default Spread.; (%) -1.2 0.7 0.8 34 27 5.9 -0.4 35
Ln(Sales).i 32 5.1 0.1 02 -47 -16.5 33 -4.6
Ln(Age). -0.1 4.3 -0.6 -7.3 -1.4 -85 -0.7 -2.0
Leverage:.| 0.6 95 1.1 17.2 2.7 19.1 1.7 3.8
R&Dv. -1.6 -0.9 05 57 2.5 14.3 -1.1 3.0
Industry Volatility,.; 0.1 29 0.6 5.1 14 6.3 0.7 2.0
Dividend Payer:. 03 -39 -0.7 -6.8 -2.6 -11.2 -0.4 -3.3
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Table IA-8. The correlation matrix of the sources of cash, changes in cash and non-cash

assets, and net cash flows

This table reports the correlation matrix of the sources of cash, changes in cash and non-cash
assets, and net cash flows (NCFs) for the subsample of equity issues, the subsample of debt
issues, and the full sample, respectively. See Appendix I and Table 1 for detailed variable

definitions.
@Y (2 3) 4) 5) ©
Equity issue (N=11,424)
(1) AEi+Assets;.| 1.000
(2) AD=Assetst1 0.032  1.000
(3) ICF+Assetsy.1 -0.330 -0.001 1.000
(4) ACashi+Assetst-| 0.678 0.073 0.034 1.000
(5) ANon-Cash; +~Assets;.| 0.257 0.512 0.303 0.120 1.000
(6) NCFu+1+Assetst 1 -0.457 -0.156 0.313 -0.273 -0.176 1.000
(7) NCF2+Assetst.1 -0.367 -0.114 0.286 -0.205 -0.107 0.469 1.000
Debt issue (N=23,139)
(1) AE+Assetst.1 1.000
(2) AD+Assetsi-1 0.279  1.000
(3) ICF+Assetst.1 -0.212 -0.029 1.000
(4) ACashi+Assets;.| 0.384 0.337 0.014 1.000
(5) ANon-Cash; +Assets;.1 0.354 0.629 0.266 0.056 1.000
(6) NCF+1+-Assetst 1 -0.346 -0.264 0.116 -0.238 -0.217 1.000
(7) NCFu2+Assetst 1 -0.289 -0.178 0.111 -0.157 -0.150 0.378 1.000
Full sample (N=109,535)
(1) AEi+Assets;.| 1.000
(2) AD=Assets1 0.032  1.000
(3) ICFi+Assetsy.1 -0.304 -0.005 1.000
(4) ACashe+Assetst-| 0.536  0.110 0.118 1.000
(5) ANon-Cash; +~Assets;.| 0.257 0.532 0.245 0.087 1.000
(6) NCFu+1+Assetst.1 -0.399 -0.164 0.234 -0.190 -0.197 1.000
(7) NCF12+Assetst.1 -0.324 -0.100 0.204 -0.135 -0.128 0.349 1.000
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Table IA-9. Mean net cash flows (%) sorted by financing and firm characteristics

This table reports the mean change in non-cash assets and the mean net cash flows (NCFs) from
year t-1 and t+2, as a percent of the book value of assets at the end of t-1, sorted by net financing
in t and three firm characteristics measured at t-1. See Appendix I and Table 1 for detailed
variable definitions.

R&Dy. Industry Volatility. Dividend payer:.1
Zero Low High 1 2 3 4 No Yes

Debt issue
ANon-Cash+Assets.1 32.5 27.0 28.6 28.1 30.5 320 324 34.1 26.3
NCF..1+Assetst.1 -6.0 -2.8 -11.0 4.1 -58 -7.0 -838 9.1 -2.6
NCF+-Assetst.| -20.0 -16.3 -23.8 -16.7 -19.2 -21.5 -234 241 -14.7
NCF.+1+Assetst 1 -102 42 -12.8 -6.0 -89 -11.1 -12.3 -13.3 -4.4
NCF2+Assetst.| 93 -33 -12.1 5.1 -7.6 -10.8 -11.4 -12.5 -3.5

Equity issue
ANon-Cashi+Assets.1 37.5 267 20.5 327 319 276 259 28.2 31.9

NCF.1+Assetst.1 -10,6  -7.9 -24.6 -8.3 -12.4 -16.8 -21.9 -18.5 -5.1
NCF+Assetst.1 -229 -17.2 -31.3 -18.8 -22.0 -26.1 -31.2 -27.7  -16.3
NCFit1+Assetst.1 -22.0 -139 -32.6 -16.1 -20.8 -26.5 -31.8 -284  -11.6
NCFo+-Assetst. | -209 -133 -33.1 -14.8 -194 -26.0 -32.9 -28.3 -9.9
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Table IA-10. Determination of the net issue size

This table reports the OLS regression results for the net issue size. Regressions (1) and (2) use
the net equity issue sample, and Regressions (3) and (4) use the net debt issue sample. The
dependent variable of Regressions (1) and (2) is 4E;x 100+Assets;.;. The dependent variable of
Regressions (3) and (4) is AD:x 100+Assets;.;. A firm is defined to have a net equity issue in year
t if AE+Assetsi.; =0.05 and AE+ME¢.; =0.03. A firm is defined to have a net debt issue in year

t if AD¢+Assetse.;1 =0.05 and ADi+ME;.; =0.03. Assets:.; and ME..; denote the book value of

assets and the market value of equity, respectively, at the end of fiscal year t-1. Returns are
measured as decimals (e.g., a 20% return is measured as 0.20) and spreads are measured as
annual percentages. See Appendix I for other variable definitions. N denotes the number of firm-
year observations. T-statistics are calculated using robust standard errors corrected for
heteroskedasticity and clustering at the company level. ***, ** and * indicates significance at
the 1%, 5%, and 10% level.

Net equity financing sample Net debt financing sample
) (2 3) “4)

Variables Coeff. t-stat. Coeff. t-stat. Coeff. t-stat. Coeff. t-stat.
LnAssets. Q. 4xEE 7 ) BEER KR 0.8*%** 43  (.5%* 2.6
Cashy1+Assets.| 10.5%** 56 11.9%** 61 13.3%*%* 10.1 16.1*%** 119
Tobin’s Q. 7.3%%k 334 7 1¥kE 316 52%*% 329  51%%* 31.0
Returny 1.6¥** 51 1.8%%*% 54 1.5%** 773 1.4%*%* 6.6
Returng 1, 3 -0.6%*%* 44  -0.6%*%* 42 -02%¥* 29 02%¥* 3]
Term Spready.; (%) -0.1 -0.1 -0.1 02 -04 -1.6 -04 -1.6
Default Spread..; (%) 6.5%*%*% 4.6  6.2%** 44 0.8 1.2 0.8 1.2
Ln(Sales):. 1.1k 380 -0.5 -1.5  -19%** 97 _17%%* 84
Ln(Age): 2.0%%k 55 -1 7FF* 48 -1.0¥¥* 67 -0.7¥** 44
Leverage:.i -1.1 -1.0  -2.1% -19 -05 -0.8 05 0.7
R&Dy, 23.1%*%*% 81 19.7%*%* 68 -12.2%%* .53 -10.0%** -42
Industry Volatility.; -4.2% -1.7  -4.4%* -1.8  -33%*%x D7 3 3%k D7
Dividend Payer:.i 0.5 0.8 -03 -0.5  -14%Fx 53 -1.2%k* .37
ICF..+Assets;. -0.1%*%% 45 3.8¥¥* 27
Investments, ;-~Assetsy.| 8.7%*%* 41 10.8*%** 7.8
ANon-Cash NWC,.;+Assets; 8.7F*%* 372 2.1 1.2
Cash Dividends, ;~Assets;.| 36.5 1.5 94 -1.0
Constant 20.6*** 76 19.5%%* 71 15.6%** 152 13.4%** 131
Industry Dummies Yes Yes Yes Yes

Year Dummies Yes Yes Yes Yes

N 13,152 13,152 26,324 26,324
Adjusted R? 41.0% 41.2% 19.6% 20.1%
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Table IA-11. Cross-sectional differences in the fraction of net proceeds going to cash
reserves, additional controls

This table examines cross-sectional differences in the fraction of net proceeds going to cash
reserves. The dependent variable is 100xACash:+Assets:.;. OLS regressions are estimated. The
regressions are similar to those in Table 11 of the paper but include additional control variables.
Regression (1) is estimated for the sample of firm years with a net equity issue, and Regression
(2) is estimated for the sample of firm years with a net debt issue. Returns are measured as
decimals (e.g., a 20% return is measured as 0.20) and spreads are measured as annual
percentages. See the paper for other variable definitions. N denotes the number of firm-year
observations. T-statistics are calculated using robust standard errors corrected for
heteroskedasticity and clustering at the company level. ***, **_and * indicates significance at
the 1%, 5%, and 10% level. See Appendix I and Table 1 for detailed variable definitions.
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(1) Net equity issue sample

(2) Net debt issue sample

Variables Coeff. t-stat. Variables Coeff. t-stat.
AE+Assets;.1 16.1%*%* 3.1  AE+Assetsi.i 30.0%** 18.9
ADi+-Assets;. 1 9.1%*%* 6.2 AD¢+-Assets -7.0 -1.2
ICF+Assetsi.| 35.3%** 289 ICF+Assets.i 10.8*%** 94
AE+Assetsi.1xXLn(Assets):-1 4.0%*%*% 39  AD¢+Assets.i1xLn(Assets).;  6.6%** 52
AE+Assets; | AD+Assets;.1

xCasht.1 +Assetst.; 15.8%** 31 xCash.1+Assetst.1 23.5%%* 2.2
AE+Assetsi.1xTobin’s Q. 2.7%*¥% 4.6 AD=+Assetsi.ixTobin’s Q.1 0.3 0.2
AE+Assets..1xReturny. 1.9% 1.8  ADi+Assetsi.ixReturng. 2.2 1.2
AE+Assets1xReturng 1, 1+3 1.6 1.5 AD¢+AssetsiixReturnii, 43 -1.1 -1.1
AE+Assets;.1 AD+Assets.1

xTerm Spread.1(%) -1.0 -1.2 xTerm Spread:.1(%) 32%%% 373
AE+Assets;.1 AD+Assets.1

xDefault Spread;.1 (%) 8.4%*%* 309 xDefault Spread:.1 (%) 10.9*** 44
AE+Assets..ixLn(Sales):. -0.3 -0.5 AD+Assets.1xLn(Sales):-1 -2.2% -1.8
AE+Assetsi.ixLn(Age): -0.3 -0.2  ADi+Assets.ixLn(Age): -14 -1.0
AE+Assets,.1xLeverage:.i -17.1%*%* 45  AD¢+AssetsiixLeverage.r  -31.1%*%*  -6.2
AE+Assetsi. 1 XR&Dy.1 39.6%** 6.1 ADi+Assets.1XR&Dy1 166.5%** 6.4
AE+Assets;.1 AD+Assets.1

xIndustry Volatility 35.6%¥** 5.6  xIndustry Volatility 8.9 1.1
AE+Assets;.1 AD+Assets.1

xDividend Payer.i -47.2%%% 7] xDividend Payer. 23, 1%*%* 87
Ln(Assets):-1 -3.0%%% 99  Ln(Assets).1 -1.0%** 4.0
Cashy.1 ~Assets;. -10.3*** .52  Cash.j +Assetst.| -18.5%*%*% .79
Tobin’s Q.1 -1.0*¥** 3.5 Tobin’s Q1 0.9%%* 2.5
Returne -0.5%* -2.1 Returneg -0.3 -0.9
Returng 1, &3 -0.2 -1.0  Returng1, v+3 0.1 1.4
Term Spread:-1(%) 0.6%** 2.8 Term Spread.1(%) -0.2 -1.2
Default Spread:.; (%) -1.3%*%% .27 Default Spread.; (%) 0.1 0.2
Ln(Sales):.1 2.3*%%* 87  Ln(Sales)1 0.9%*%* 3.6
Ln(Age): 0.8%* 2.2 Ln(Age) 0.2 0.8
Leverage:i -2.2% -1.9 Leverage:i 6.3%** 6.6
R&Dyg -8.1F*%*% 2.6 R&Dr1 -5.0 -1.1
Industry Volatility. 2.5 1.5 Industry Volatility.i 0.9 0.6
Dividend Payer:.| 2.8*%** 33  Dividend Payer.; 2.9%%*k 75
Constant 1.6 1.0 Constant -6.8%*%* 6.4
N 13,152 N 26,324
Adjusted R? 57.5% Adjusted R? 26.5%
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