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Regulation of Advertising:
Capital Market Effects

Executive Summary

There are a multitude of private and public mechanisms
that may help ensure truth in advertising. Public institutions
can attempt to ensure truth in advertising by penalizing
firms that engage in false or misleading advertising, thereby
deterring these and other firms from such behavior. This
report focuses on the abilities of three institutions that
regulate advertising to impose costs on firms accused of false
or misleading advertising. The first is the Federal Trade
Commission (FTC). The second is an industry self-regulatory
group, the National Advertising Division of the Council of
Better Business Bureaus (NAD) and its appellate board, the
National Advertising Review Board (NARB). The final
institution is private litigation under Section 43(a) of the
Lanham Act, which allows businesses to sue one another for
false advertising.

The abilities of these three institutions to impose costs on
firms are in part governed by their relevant statutes. The
FTC has the statutory power to put restrictions on current
and future advertising by firms believed to be advertising
falsely or deceptively, and in some cases to seek monetary
penalties. The Lanham Act creates a statutory right for
firms to seek injunctive relief and damage awards in adver-
tising cases. In contrast, the NAD/NARB process is
voluntary and is not legally binding on the participants.
"Penalties" are limited to voluntary compliance with a request
to modify or halt an advertising campaign.

Some have argued that FTC cease and desist orders may
have provided no deterrence power since, prior to 1975, firms
did not pay fines but were only given warnings. Similar
criticisms might be raised regarding the NAD/NARB since
their decisions are not even legally binding on the parties
involved. Furthermore, Lanham Act court decisions often
consist solely of a preliminary injunction that enjoins the
firm from using the advertising under question.



In fact, these limits on the abilities of the three
institutions to impose monetary penalties do not imply a lack
of deterrence power because enforcement of advertising
regulation even without the imposition of monetary penalties
can impose significant costs on firms. First, as a result of
an institution’s enforcement activity, an advertiser may be
forced to stop a current advertising campaign and thereby
forego its expected benefits. Second, the FTC can impose
restrictions on future advertising. Third, a firm’s reputation
can be damaged by involvement with any of the institutions.
Fourth, a firm incurs the litigation costs associated with the
case. :

The differences among the three institutions in legal
authority, ability to impose restrictions on advertising, ability
to impose penalties, the speed with which a case is decided,
the publicity surrounding its decisions, and the litigation and
compliance costs associated with a case suggest that the
institutions will differ in their ability to impose costs on
firms.

We measure an institution’s deterrence power by using
stock market data to identify abnormal changes in the firm’s
market value during the progress of an advertising case. We
focus on cases between 1962-1985 involving firms listed on
the New York or American stock exchanges. The results of
this analysis suggest that of the three institutions, the FTC
has the greatest impact on the capital market values of
firms.

While the FTC no longer discloses the existence of law
enforcement investigations prior to an announcement of a
negotiated consent agreement or a complaint, it did make
such announcements before the early 1970’s. For cases that
were settled immediately by a negotiated consent agreement,
the announcement of an investigation entailed an average
abnormal loss of 2.5% of the value of the firm for the 5 day
window around the event,

While the early announcement of the investigation had a
significant negative impact, the press announcement of the
actual consent agreement had no effect on the capital market
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value of the firm, regardless of whether there was an earlier
announcement of the investigation. This may indicate that
for the more recent cases (cases after the early 1970’s for
which there was no announcement of the investigation prior
ro the consent agreement), the firms have experienced no
¢apital market loss from involvement with the FTC.
Alternatively, it may be that our empirical methodology fails
1o capture the capital market loss. This would be the case
if, prior to the announcement of the consent, the market
lcarned that the firm was in trouble and discounted the
firm’s share price.

For cases that are not settled by a negotiated consent,
but are contested by the advertiser, the study shows large
capital market losses. The firm suffers an abnormal loss
around the announcement of a complaint, an unfavorable
Administrative Law Judge (ALJ) decision, and a final order.!
The dismissal of a case produced no significant abnormal gain
or loss to the firm, yet these same firms suffered significant
losses at the complaint stage, and at the ALJ stage. These
losses for the litigated cases suggest that involvement of an
advertiser with the FTC can be very costly to the firm,
whether or not the firm is eventually found in violation and
whether or not it is required to pay a monetary penalty.

1 For the announcement of a complaint, we have
attempted to distinguish announcements of investigations from
actual complaint announcements. The capital market losses
surrounding the announcements of investigations (cases before
the early 1970’s) are larger than those for actual complaint
announcements. As with immediately negotiated consents,
this may indicate that for the more recent cases (those for
which we have only an announcement of an investigation)
there are smaller capital market losses. Alternatively, it may
be that our empirical methodology fails to capture all of the
capital market loss. This would be the case if, prior to the
announcement of the actual complaint, the market learned
that the firm was in trouble and discounted the firm’s share
price.



Our empirical methodology indicates that involvement with
the NAD/NARB does not result in significant abnormal capital
market losses to firms. This may be because of the
relatively limited publicity accorded its decisions, its inability
to impose cease and desist orders applying to future adver-
tising, and the fact that many ads can be slightly modified to
meet its standards.  Alternatively, the apparent lack of
capital market effects may be because of the particular types
of cases the NAD/NARB handles. Additionally, it is possible
that our empirical methodology fails to capture the capital
market loss. This would be the case if, prior to the
announcement of the NAD/NARB decision, the market had
learned the outcome of the case and had already discounted

the firm’s share price.

Similarly, Lanham Act suits do not result in significant
abnormal capital market losses to defendant firms around suit
filings, settlements or unfavorable district court decisions.
However, firms do experience losses that are close to being
significant around suit filings and settlements. Therefore,
the cumulative loss for these two stages combined may

indicate some deterrence power.

Whether the ability of any of the three institutions to
impose costs on firms results in an increase or decrease in
consumer welfare depends crucially on the case selection of
the institution. For example, if an institution has deterrence
power along with poor case selection, consumer welfare can
decrease, since useful advertising may be deterred. On the
other hand, if the institution has deterrence power combined
with good case selection, consumer welfare may increase. We
do not address the issue of proper case selection and the
related issue of consumer welfare effects in this paper.
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Regulation of Advertising:
Capital Market Effects

L. Introduction and Summary

There are a multitude of private and public mechanisms
that may help ensure truth in advertising. Consumers can
penalize a false or misleading advertiser by reducing their
purchases of the firm’s products and by being more skeptical
of any future advertising. Public institutions can attempt to
ensure truth in advertising by penalizing firms that engage in
false or misleading advertising, thereby deterring these and
other firms from such behavior. This report focuses on the
abilities of three institutions that regulate advertising to
impose costs on firms accused of false or misleading adver-
tising.! The first is the Federal Trade Commission (FTC).
The second is an industry self-regulatory group, the National
Advertising Division of the Council of Better Business
Burcaus (NAD) and its appellate board, the National
Advertising Review Board (NARB). The final institution is
private litigation under Section 43(a) of the Lanham Act,

which allows businesses to sue one another for false adver-
tising.

The abilities of these three institutions to impose costs on
firms are in part governed by their relevant statutes. The
FTC has the statutory power to put restrictions on current
and future advertising by firms believed to be advertising
falsely or deceptively, and in some cases to seek monetary
penalties.2 The Lanham Act creates a statutory right for

1 We will assume that the ability to impose costs on

firms gives an institution "deterrence power". This term
relates to the ability to discourage both false and truthful
advertising. This paper does not address the issue of
whether the deterrénce power by any of these institutions
increases or decreases consumer welfare. Which of these is
the case depends crucially on the case selection of the
institution. See discussion infra at 6.

2 Until 1975, the principal remedy available to the FTC
for an initial advertising violation case was a cease and
desist order. The FTC could not impose monetary penalties



firms to seek injunctive relief and damage awards in adver-
tising cases. In contrast, the NAD/NARB process is
voluntary and is not legally binding on the participants.
"Penalties”" are limited to voluntary compliance with a request
to modify or halt an advertising campaign.

Some have argued that FTC cease and desist orders have
provided no deterrence power since, prior to 1975, firms did
not pay fines but were only given warnings®  Similar
criticisms might be raised regarding the NAD/NARB since
their decisions are not even legally binding on the parties
involved. Furthermore, Lanham Act court decisions often
consist solely of a preliminary injunction that enjoins the
firm from using the advertising under question. It is rare
that any monetary damages are awarded.* Therefore, Lanham
Act decisions appear to function simply as cease and desist
orders.

In fact, these limits on the abilities of the three
institutions to impose monetary penalties do not imply a lack
of deterrence power because enforcement of advertising
regulation even without the imposition of monetary penalties
can impose significant costs on firms. First, as a result of
an institution’s enforcement activity, an advertiser may be

for an initial violation, although subsequent violations of
orders were subject to monetary penalties. In 1975 the FTC
received statutory authority to seek monetary civil penalties
(if the firm knowingly violates an order from a previously
litigated case) and consumer redress for certain initial violations.

3 See S. Peltzman, "The Effects of FTC Advertising
Regulation," 24 Journal of Law and Economics, 403 (1981),
and R. Pitofsky, "Beyond Nader: Consumer Protection and the
Regulation of Advertising,” 90 Harvard Law Review, 661
(1977). Peltzman questions whether cease and desist orders
can deter future violations. His empirical evidence for 23
cases suggests that such orders can deter behavior.

4 In a recent case (U-Haul vs. Jartran), however, large
monetary damages were awarded. See 601 F.Supp. 1140 (1984).

2

forced to stop a current advertising campaign and thereby
fwcg.o 1ts expected benefits. Second, the FTC can impose
restrictions on  future advertising. These restrictions are
often broader than the current advertising being questioned.
For example, Sears was investigated because of advertise-
ments for its dishwashers, yet received a cease and desist

wﬂpr conc;rning the advertisements for a broad category of
major appliances.’

‘ Third, a firm’s reputation can be damaged by involvement
with any.of the institutions. FTC cases receive regular
mwierage in the Wall Street Journal and other newspapers

hzlc‘NAD/NARB decisions are principally covered in
szmsmg Age. Lanham Act cases receive sporadic
verage in the Wall Street Journal. Such publicity may raise
“onsumer doubts concerning the truthfulness of the. ads in

Fourth, a firm incurs the litigation costs associated with
‘ as, These costs may be substantial since an
M'wmsmg' case may last for many years. In addition, if a
fiem negotiates a settlement with, or is found guilty by, the
FTC, the compliance costs associated with the consent or
@rder may be large.

The differences among the three institutions in legal
'm?&ority, ability to impose restrictions on advertising, ability
% impose penalties, the speed with which a case is decided,
i&¢ publicity surrounding its decisions, and the litigation and
pliance costs associated with a case suggest that the
itutions will differ in their ability to impose costs on
srms.  The relative deterrence powers of the three insti-
tations is ultimately an empirical question.

We measure an institution’s deterrence power by using
stock market data to identify abnormal changes in the firm’s

5 See 95 FTC 406 (1980).



market value during the progress of an advertising case. We
focus on cases between 1962-1985 involving firms listed on
the New York or American stock exchanges. The results of
this analysis suggest that of the three institutions, the FTC
has the greatest impact on the capital market values of
firms.

While the FTC no longer discloses the existence of law
enforcement investigations prior to an announcement of a
negotiated consent agreement or a complaint, it did make
such announcements before the early 1970’s. For cases that
were settled immediately by a negotiated consent agreement,®
the earlier announcement of an investigation entailed an
average abnormal loss of 2.5% of the value of the firm for
the 5 day window around the event.

While the early announcement of the investigation had a
significant negative impact, the press. announcement of the
actual consent agreement had no effect on the capital market
value of the firm, regardless of whether there was an earlier
announcement of the investigation. This may indicate that
for the more recent cases (cases after the early 1970’s for
which there was no announcement of the investigation prior
to the consent agrcement), the firms have experienced no

capital market loss from involvement with the FTC.

Alternatively, it may be that our empirical methodology fails
to capture the capital market loss. This would be the case
if, prior to the announcement of the consent, the market
learned that the firm was in trouble and discounted the
firm’s share price.

For the sample of cases that are not. settled by a
negotiated consent, but are contested by the advertiser, the
study shows large capital market losses for the firms in our
sample. The firm suffered an abnormal loss around the
announcement of a complaint, an unfavorable administrative

6 For a descriptibn of the different types of cases, see
infra at 7.

layv judge (ALJ) decision, and a final order.” Using a 3 day
window, complaints impose a 1.2% loss on the firm;
unfavorable ALJ decisions impose a 1.8% loss; and final
Commission orders® following an unfavorable ALJ decision
i{npose a 1.9% loss. The dismissal of a case produced no
significant abnormal gain or loss to the firm, yet these same
firms suffered significant losses at the complaint stage, and
at the ALJ stage. These losses for the litigated cases
suggest that involvement of an advertiser with the FTC was
very costly to the firm, whether or not the firm was
eventually found in violation and whether or not it was
required to pay a monetary penalty.

Ol..lr finc.iings concerning the capital market losses
associated with involvement of an advertiser with the FTC

) 7 The problem of the market learning that the firm is
in trouble prior to the announcement of a complaint is
similar to the problem associated with the announcement of a
consent agreement. For the announcement of a complaint,
we have attempted to distinguish announcements of the
investigation from actual complaint announcements. The
capital market losses surrounding the announcement of the
investigation (cases before the early 1970’s) are larger than
those for actual complaint announcements. As with
immediately negotiated consents, this may indicate that for
the more recent cases (those for which we have only a
complaint announcement and not an investigation
announcement) there are smaller capital market losses.
Alternatively, it may be thdt our empirical methodology fails
to capture all of the capital market loss. This would be the
case if, prior to the announcement of the actual complaint,
the market learned that the firm was in trouble and
discounted the firm’s share price.

8 Only one of these 19 final orders contained monetary
redress.



are consistent with the findings of other researchers.®
Peltzman (1981) found the magnitude of the loss to be
“surprising", but the present study and Sauer and Leffler
(1987) confirm Peltzman’s initial results.

Our empirical methodology indicates that involvement with
the NAD does not result in significant abnormal capital
market losses to firms. Additionally, unfavorable NARB
decisions do not result in significant capital market losses to
firms, except for the one firm in the sample that received an
unfavorable NARB decision following a favorable NAD
decision.  Similarly, Lanham Act suits do not result in
significant abnormal capital market losses to defendant firms
around suit filings, settlements or unfavorable district court
decisions. However, firms do experience losses that are close
to being significant around suit filings . and settlements.
Therefore, the cumulative loss for these two stages combined
may indicate some deterrence power. ‘

Whether the ability of any of the three institutions to
impose costs on firms results in an increase or decrease in
consumer welfare depends crucially on the case selection of
the institution. For example, if an institution has deterrence
power along with poor case selection, consumer welfare can
decrease, since useful advertising may be deterred. On the
other hand, if the institution has deterrence power combined
with good case seclection, consumer welfare may increase.
This study focuses only on the ability of institutions to
impose costs on firms. We do not address the issue of
proper case selection and the related issue of consumer
welfare effects in this paper.

Section II of the report describes the regulation of
advertising by each of the three institutions. Section III
addresses the measurement of the costs that firms incur from
the regulation of advertising. Section IV presents the results
of a capital market event analysis of over 150 advertising

9 See Peltzman (1981) supra at note 3, and R. Sauer
and K. Leffler (1987), "Advertising Substantiation and
Information Credibility," forthcoming, Economic Inquiry.

6

cases. Section V draws some conclusions about the
institutions’ absolute and relative deterrence powers

.

II. Three Institutions that Regulate Advertising

. Below, we briefly describe the manner in which each
institution "regulates” advertising. Included in this descrip-
tion is an outline of the different stages of an advertising
case as it progresses through each institution.

A. The Federal Trade Commission

The FTC derives its regulatory power from its enabling
statute, the Federal Trade Commission Act of 1914, and
subsequent amendments. For the regulation of advertising,
the most important amendment came in 1938, when the
Commission was enabled to prevent "unfair or deceptive acts
or practices" as well as "unfair methods of competition 10
The FTC’s regulation of advertising has for the most part
taken the form of pursuing advertisers who are believed to
have made false, misleading, or unsubstantiated claims.

An FTC advertising casel! begins with an investigation
and can result in a complaint, which is voted out by the
Commission. If a firm chooses to contest a complaint, the
case is tried before an ALJ. Either party may appeal the
decision of the ALJ, which then brings the case back before
the Commission, The Commission reviews the ALJ’s decision
and either votes out a final order, which may be more
lenient or more stringent.than the ALJs, or dismisses the
case. A firm may appeal an FTC final order to a federal
appellate court. The court may uphold the Commission’s

‘.

1038 Stat. 717 (1938).

1 The description in this section refers to initial
violations, not violations of existing orders.



order, modify it, or overturn the decision. Reversals of FTC
orders, however, are exceedingly rare.1?

At any point in this process the advertiser may opt to
forgo further litigation by agreeing to a negotiated consent
order, which is voted on by the Commission. If a firm
chooses not to contest a proposed complaint, and a mutually
acceptable order can be negotiated, the complaint and the
consent are simultaneous.

The FTC may seek an injunction to halt an ongoing
advertising campaign. Although the Commission has
increasingly sought injunctions in cases involving fraudulent
or dishonest advertising, this remedy has rarely been invoked
in general advertising cases; instead, remedies are imposed
upon the final resolution of the case. Before 1975, such
remedies were limited to cease and desist orders, which may
not only stop a current advertising campaign but also raise
the costs of or otherwise restrict future advertising.’® With
the FTC Improvements Act of 1975, the Commission was
enabled to recover monetary civil penalties for knowing
violations of the findings in previously litigated cases and to
sue for consumer redress. '

B. The NAD/NARB

In 1971, the Council of Better Business Bureaus in
conjunction with three advertising associations created a
formal procedure designed to resolve charges of false and
misleading advertising. The procedure consists of an initial
review agency, the NAD, and an appellate board, the NARB,

12 Courts have normally deferred to Commission judge-
ment in matters such as whether an action is "unfair" or
"deceptive" and what claims are made in an advertisement.
_ See T. Muris, "Judicial Constraints,” in The Federal Trade
 Commission Since 1970, K. Clarkson and T. Muris, eds. (1981),
at 37-39.

13 Recall that penalties could be imposed for violations
of existing cease and desist orders.
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the latter used for appeals from the former. The review
process is limited to national advertising; complaints concern-
ing local advertising are referred to the local Better Business
Bureau.

The NAD may receive complaints about a firm’s adver-
tising from consumers or competitors, or the NAD may
initiate its own investigation. However, the NAD has a
public interest standard which applies to its case selection
and firms must agree to participate in the self-regulatory
process. If the NAD judges an ad to be questionable, it may
request substantiation from the advertiser. After evaluating
whatever substantiation (if any) is submitted, the NAD
reaches a decision and notifies all parties to the complaint.
Any of these parties may appeal the decision to the NARB; if
the advertiser does not cooperate with the NAD, the NAD
may appeal to the NARE. Within this system, there is no
formal way to appeal the NARB’s decisions; instead, if the
advertiser fails to heed the NARB’s decision, the charter of
the NAD/NARB mandates a referral of the matter to the
"appropriate government authority." The NARB has publicly
stated that this authority is the FTC.}

In virtually all cases, an unfavorable NAD/NARB decision
requests that the advertising in question be modified or
halted. The NAD/NARB process, however, is not legally
binding on the parties. Nevertheless, the NAD has a record
of substantial compliance with its initial decisions: in over
95% of the cases where the NAD has found an active
advertising campaign unsubstantiated, the advertiser has

14 This was noted in a report to Congress from the
NARB during oversight hearings on the FTC’s Bureau of
Consumer Protection rulemaking procedures. See Oversight
Hearings Into the Federal Trade Commission -- Bureau o}
Consumer Protection (Delays in Rulemaking-Regulation of
Advertising), Appendix 2, Commerce, Consumer, and Monetary
Affairs Subcommittee, House Government Operations
Committee, February 25, June 22 and 24, 1976, at 236.

9



ydified that campaign.!®* No firm has
vorable decision from the NARB.

C. The Lasham Act

~ The Lanham Act was passed in 1946 as a comprehensive
revision of US. trademark laws. Section 43(a) of the Act
allows one fxrm to sue another firm for false or mnsleadmg
‘advertising.'® A plaintiff may bring suit only if it is a
business enterprise and if it is likely to lose sales as a result

18 This is derived from NAD/NARB summary statistics

reported in G. Armstrong and J. Ozanne, "An Evaluation of
NAD/NARB Purpose and Performance," 12 Journal of Adver-
tising 15 (1983). They examined 1141 NAD cases that were
reported between 1975 and 1981. In 123 cases, the adver-
tising in question had been previously discontinued; in 583
cases, the NAD judged the advertising to be substantiated;
and in 435 cases, the advertising was judged to be unsub-
stantiated. Only 15 of these latter cases, or 3.5%, were
appealed to the NARB by the advertiser or the NAD.

16 Section 43(a) of the Lanham Act reads:

Any person who shall affix, apply, or annex, or use
in connection with any goods or services, or any
container or containers for goods, a false designation of
origin, or any false description or representation,
including words or other symbols tending falsely to
describe or represent the same, and shall cause any
person who shall with knowledge of the falsity of such
designation of origin or description or representation
cause or procure the same to be transported or used in
commerce or deliver the same to any carrier to be
transported or used, shall be liable to a civil action by
any person doing business in the locality falsely indicated
as that of origin or in the region in which said locality.
is situated, or by any person who believes that he is or
is likely to be damaged by the use of any such false
description or representation.

10

of the false advertising; the Act does not grant standing to
consumers harmed by false advertising nor to firms whose
business is unrelated to the defendant’s.!?

Early Section 43(a) cases gave standing to a much
narrower range of competitors: those where the advertiser
"palmed off" his goods as the competitor’s goods. Starting in
1954, this requirement was slowly relaxed.!® A large
increase in the use of the Lanham Act, however, did not
occur until the mid 1970’. This coincided with the advent
of comparative advertising making explicit references to com-
petitors’ products.1?

A plaintiff may obtain a preliminary injunction against an
advertiser, which can halt an active advertising campaign,
and seek monetary damages. The evidence sufficient to
obtain an injunction is considerably less than that required
to obtain damages. Most plaintiffs seek only an injunction
against a particular advertising campaign; few cases are
pursued to the point of proving damages. A potential
advantage of the Lanham Act is its ability to stop a false
advertising campaign at an early stage. It is not unusual to
find a preliminary injunction granted within a few weeks of
the suit being filed. The defendant may appeal the injunc-
tion, and the appeal may take several months to over a year;
however, the injunction is binding during this entire period.

17 See, e.g., Alfred Dunhill Ltd. v. Interstate Cigar
Co., 499 F.2d 232, 236 (1974)]

18 The landmark case was L’diglon Apparel v. Lana
Lobell, 214 F.2d. 649 (1954). In this case, the court empha-
sized that Section 43(a) was not merely a codification of the
common law, which greatly restricted the ability of one firm
to sue another for false advertising, but rather created a
new federal statutory tort.

19 In the 1970, the major television networks
accepted advertising in which rival firms are specifically named.

11



D. Summary

The legal powers of the three institutions vary consider-
ably. However, other factors such as the ability to stop an
active advertising campaign and the ability to damage a
firm’s reputation also determine the deterrence power of the
institution. On the one hand, the Lanham Act and
NAD/NARB are much quicker in resolving cases than is the
FTC. Many cease and desist orders issued by the FTC apply
to advertising that occurred years earlier.? On the other
hand, FTC decisions appear to receive the greatest amount of
publicity of the three institutions, which probably gives the
FTC the strongest potential to damage a firm’s reputation.

The absolute and relative abilities of the institutions to
impose costs on firms vary for a variety of reasons. No
clear comparison of the powers of the three institutions can
be made without considering the empirical evidence. The
remainder of this report considers the evidence available
from stock market effects. Again, this report does not
address the issue of whether deterrence power enhances or
reduces consumer welfare.

III. The Measurement of Deterrence Power

Following the work of Peltzman?! we measure an institut-
ion’s deterrence power by using the changes in the firm’s

20 For example, the FTC’s actions against American
Home Products, Bristol-Myers, and Sterling Drug began in
1973 and ended in 1985. Each appealed the FTC’s final
order, handed down in 1981 for American Home Products and
1983 for the other two firms. Sterling Drug’s appeal to the
Supreme Court was turned down in 1985, 105 S. Ct. 1843,
cert. denied (1985).

21 peltzman (1981), supra note 3.

12

market value during the progress of an advertising case.2?
Other things equal, on average, any change in this value
reflects the market’s evaluation of the expected effect of the
institution’s actions on the future profits of the firm.23 A
large decrease in the average values of firms believed to
have advertised deceptively or falsely indicates that the
institution has the potential to deter similar advertising, as
firms would be expected to incorporate the possibility of this
decrease into the expected costs of such advertising.

The measurement of the market effects stemming from an
advertising case is complicated by the fact that a case is
rarely decided by a single event?® Instead, a case goes
through several stages and involves a number of decisions.
Each decision would be expected to affect the market value
of the firm primarily to the extent that the decision changes
expectations about the ultimate outcome of the case.?’ For

22 In addition to Peltzman, Sauer and Leffler (1987)

have used this methodology to measure the deterrence power
of the FTC. See supra at note 9.

28 The assumptions of efficient capital markets and
rational expectations imply that across a sample of firms the
market is unbiased in the way it revalues the assets of a
firm. For an excellent discussion of the theory of efficient
capital markets and the empirical evidence concerning the
theory, see E. Fama, Foundations of Finance, New York, 1976.

24 An additional complication is the incremental
disclosure of information about the decisions and actions of
the institutions. Information about a decision might come
out over time, or be anticipated, so that the effect of the
decision would be hard to identify. The manner in which we
account for incremental disclosure of information is discussed
later in this section. ’

25 Changes in expectations concerning the ultimate
outcome may not be the only source of changes in the
market value of the firm. Consider a firm that receives a
complaint, yet is certain ultimately to be found innocent.
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example, if all firms charged with false advertising eventually
receive adverse decisions, any intermediate decisions will not
change expectations about an accused firm’s fate. If there is
no uncertainty over the outcome of the case,?® whatever loss
the firm suffers will occur as soon as the firm is charged. If
there is uncertainty over the outcome of the case, any losses
will be distributed over the different stages. In this paper,
we treat each stage of an advertising case as a separate
event. Our measure of the deterrence power of a particular
institution is then the sum across the different stages of the
average loss at each stage for the firms named in advertising
cases. Below, we discuss first the sample of cases used in
the study and then the method for estimating the capital
market effects,

A. Data

Advertising cases were identified directly by examining
the published decisions of each institution, where available,
or indirectly through references to cases in the Wall Street
Journal®’ and Advertising Age. Our major criteria for
including a case in the sample were: 1) the focus of the case
was advertising; 2) the firm involved in the case is listed on

The market may react negatively to this complaint since such
a firm may be regarded as more likely to receive future FTC

scrutiny.

26 This presumes that decisions have a single dimen-
sion: for or against the firm. In fact, decisions usually have
at least two dimensions: one that captures this feature and
one that indicates the extent of the penalty.

27 o identify cases in the Wall Street Journal, we
examined the index under the heading of "Advertising" for
the years 1963-1985. This task provided us wi'th a sample
including Lanham Act cases that never appear 1n any legal
cites because the cases were settled before court trials began.
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the AMEX or NYSE;?® and 3) the case was initiated after
July 1, 1963.2 In addition, because of the large volume of
NAD cases since its inception in 1972,39 we included only
NAD cases that met the above criteria and were appealed to
the NARB or were decided by the NAD between January and
October, 1985. This procedure produced a sample of 136 FTC
cases,3! 338 NAD/NARB cases, and 32 Lanham Act cases.

The published record or other account of each case was
read to obtain information on the decisions at each stage of
the case. The decision at each stage was characterized as
unfavorable or favorable to the firm charged with false or
deceptive advertising based on whether the firm was found
guilty or not and whether the prospective penalty was
increased or decreased.32 A more detailed description of our
case selection for each institution is included in Appendix A,
which also includes an annotated list of the cases included in
the sample. ‘

We used capital market event analysis to examine the
effects of an institution’s decisions on firms named in an
advertising case. Events included the opening of a case with
a complaint or suit, any intermediate and final decisions by

28 For Lanham Act cases we included only the firm
charged with false advertising.

29 We used the Center for Research on Security Prices
(CRSP) data to conduct the stock market analysis described
in this section. Our model uses 200 trading days of data
prior to an event; the CRSP'data begin July 1, 1962,

30 The NAD has heard well over 1500 cases since 1973.

31  All FTC cases are initial violations, not violations
of existing orders. '

32 Consent orders do not involve a decision since they
are negotiated agreements, In the empirical section we
examine the effect of consent orders on the capital market
value of the firm separately from cases that received a decision.
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the institution, and appeals from the institution’s final
decision.

Because changes in market values will be produced by
changes in expectations, we need to identify the timing of
the events that are apt to change expectations. For FTC
cases, we used the date of the first Wall Street Journal
announcement as the event date, whether the FTC official
date came before or after the Wall Street Journal date. For
complaints, the Wall Street Journal date almost always
preceded the FTC date by several months.

NAD/NARB cases are rarely covered in the Wall Street
Journal but receive regular coverage in Advertising Age. For
these cases, we used the date of publication of the Adver-
tising Age issue covering the case.3® Finally, many Lanham
Act cases do not receive Wall Street Journal coverage. The
date of any Wall Street Journal announcement concerning a
case was used whenever available; otherwise, we used the
court date of a decision where that date was known.34

B. Capital Market Event Analysis

To examine whether an event had an effect on the market
value of a firm involved in an advertising case, we obtained
the firm’s "abnormal" return around the date of the relevant
stage of the case using the following regression estimated by
ordinary least squares:

(1) Ry =a;+ bR +cid + €.

where
R, = the percentage return to firm i on day t,

33 The date of publication of the Advertising Age issue
covering the case is almost always the day on which the
NAD releases its decisions.

3¢ Where there were both a Wall Street Journal date
and a court date for the same event, the former usually
followed the latter by only a few days.
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Ry = the percentage return to a market portfolio on
day t,

d = 1 for days during the event; 0 otherwise.

¢ = a normally distributed random disturbance to
firm i on day t.

The coefficient on the market return variable, b;, is an
estimate of the "systematic" risk of the firm while the
coefficient on the event dummy represents the average
one-day abnormal return to the firm during the event.3®

Equation (1) is estimated using 200 trading days prior to
the event and 50 trading days after the event.3® In cases
where we have the Wall Street Journal date, we constructed
dummy variables for four event periods to estimate abnormal
returns during an event: the trading day of the event; 1
trading day prior through one trading day after (a 3 day
window); 3 trading days prior through 1 trading day after (a
5 day window); and 25 trading days prior through 5 trading
days after (a 31 day window).3” The latter three windows

%5 This specification implicitly assumes that the events

in question have an equal percentage rather than absolute
effect on the market value of a firm. For the effect of an
institution’s decision on a firm’s reputation, the equal
percentage assumption may be preferable to the equal
absolute specification. For litigation and compliance costs,
the equal absolute specification may be preferable. We use
the equal percentage specification since it has convenient
statistical properties and has been used in many other studies
(including Peltzman (1981)).

3¢ We used some post-event trading days to account
for possible changes in systematic risk.

37 We used the same number of trading days to
estimate each of these four models. The estimates of
systematic risk, b;, therefore will differ slightly for each model.
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are intended to account for information disclosed around ou
chosen date. :

For cases where only a court date is available we form a
different set of windows. Because there can be no revelation
of the decision if it is not yet known, we form windows with
a longer period after the event date. These event windows
are the following: 1 trading day prior through 4 trading days
after (a 6 day window); 3 trading days prior through 4
trading days after (a 8 day window); 1 trading day prior

through 9 trading days after (a 11 day window); 3 trading

days prior through 9 trading days after (a 13 day window).

Our measure of the average cumulative abnormal return
resulting from an event over the N firms in the sample is
given by o

N
(2) _CAR = L ¥ cw
. i=1
where
L. = the length of event window (number of days),

¢; = the estimated coefficient on the event window
dummy,
N N
W, =

; = (1/SE)/ ¢ (1/SE; ), and T owy=1,
i=1 i=

SE; = the standard error of ¢;

We use as our CAR a weighted average of the individual
coefficients. This weighted average can be shown to be a
transformation of the sum of the individual t-values. We use
this transformation so that the CARs are in percentage
returns rather than in standard deviation units. All
statistical tests, however, are based on the sum of the t-
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values rather than on the transformed CARs. The
transformation is for expositional purposes.38

IV. Capital Market Effects

Subsections 1, 2 and 3 below discuss the results of the
capital market event analysis for each stage of an FTC case,
NAD/NARB case and Lanham Act suit, respectively. For the
results, we list the average cumulative abnormal return (CAR)
for the firms in our sample that experienced an event, with
the t-statistic for the CAR in parentheses. The CAR is cal-
culated for the four event windows (1-day, 3-day, 5-day, and
31-day) described above.3® Appendix B contains the CAR to
cach firm4° These returns are used to compute the CAR’s
reported in the tables and discussed in the text.

% To check the sensitivity of the results we also

used an unweighted average of the c¢;’s. This did not change
any of the conclusions of the study. In fact, for the
results that are statistically signficant the CARs computed
under the alternative weighting schemes are extremely
similar,

The t-statistic for whether the sum of the t-values across
the N firms are different than zero is given by:

N
tw=(1//N) 'Zl (ci/SE)).
1=

39 Recall that these windows are used for Wall Street
Journal and Ad Age announcements. For court dates we use
different windows.

40 The CAR for each firm is obtained by multiplying

the number of days in the respective event window by the
estimated per day abnormal return.
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1. FTC Cases

The 122 FTC observations consist of several different
types of cases, each of which we analyze separately.
Seventy-four of the 122 observations are negotiated consents
in which the firm immediately negotiates a consent
agreement. Forty-eight of the 122 observations are ones
where the firm did not immtediately consent but rather
contested the complaint. Such “cases are called docketed
matters.4!

Of the 48 docketed matters, we have 39 in which there
was a Wall Street Journal announcement of the complaint. In
19 of the docketed matters there was a Wall Street Journal
announcement that the firm eventually negotiated a consent*?
(negotiated final order), in 24 cases there was a Wall Street
Journal announcement of the ALJ decision (19 unfavorable to
the firm, 5 favorable to the firm), and in 24 there was an

41 -These 122 observations are really based on 136
cases (87 immediate consents, 49 docketed matters). If two
firms received a complaint for the same violation at the same
time (as Mattel and Topper did for their advertising of the
performance of their toys), we combined the returns to these
firms into a single portfolio to preserve the statistical
properties of independence across cases. This is required for
the statistical tests we later implement. This was done 9
times. In addition, for 5 of the cases, though there was a
complaint and an immediate consent there was never any Wall
Street Journal article. These were omitted from the analysis.
Therefore, forming portfolios and deleting cases with missing
data reduces the 136 cases to 122 observations (74 immediate
consents, 48 docketed matters).

42 Consents that occur after (not simultaneously with)
the filing of the complaint are listed in Appendix A as final
orders. For the sample of cases in the appendix, the way to
_ distinguish these negotiated final orders from final orders
- imposed by an ALJ, Commission, or court is to note that for
consented final orders there is no ALJ decision. However, it
is possible for a firm to consent after an ALJ decision.
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announcement of the final order (20 unfavorable to the firm,
4 dismissals). We have data on 11 docketed matters that
were appealed to the federal court#® The results for all of
these stages are reported in Table 1.

A. Immediately Negotiated Consents

The 74 observations in which the firm agrees immediately
to a consent can be divided into two groups, based on
whether or not the existence of the investigation was
reported in advance of the consent agreement in the Wall
Street Journal as a result of press announcements before the
early 1970’s by the FTC.4 These two groups are
distinguished because the capital market event analysis
examines changes in market value as a result of changes in
expectations. The changes in expectations resulting from the
announcement of a consent agreement would differ based on
whether investors already knew that the firm was "in
trouble”. If investors learn that the firm is in trouble prior
to the announcement of the consent, the latter announcement
merely informs investors that the firm has negotiated a
settlement ending the already known dispute. We have 62
negotiated consents in which there is a single Wall Street
Journal announcement of the complaint and consent, and 12

43 For appellate court decisions we have 11 cases for
which we know the court date of the decision. For six of
these there is also a Wall Street Journal announcement of
the decision. For these six cases the Wall Street Journal
dates are within days of the court dates. Due to the small
sample of cases and the proximity of the dates from the two
sources we did not delete appellate court decisions if only
the court date existed. Instead, we formed event windows
around the court date. :

4 Until the early 1970’s the FTC would occasionally
announce that a firm was under investigation before it issued
a complaint. The FTC no longer discloses the existence of
law enforcement investigations in advance, but instead,
announces commission complaints only at the time they are
filed.
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cases in which there are separate Wall Street Journal
announcements of the impending complaint and the actual
consent agreement, The results for the two types of
immediate consents are listed in the first three lines of Table

1. -

i) Separate Press Announcements of the Investigation and
Consent (all of these cases are before the early 1970’s)

The 12 firms for which there was an announcement of the
investigation prior to the announcement of the consent
suffered abnormal negative returns from the announcement of
the complaint.#® The average cumulative abnormal returns to
firms around the announcement of the investigaton for the 1
day, 3 day and 5 day windows are 0.0% (0.07), -1.1% (-1.31),
and -2.5% (-2.33).46 The subsequent consent agreement
announcement for the 12 firms had no discernible impact on

the values of the firms.

45 For one of the cases we had an announcement of
an investigation and an announcement of the consent yet
only had capital market data surrounding the consent

annoucement. Therefore, in our sample we have 11
investigation announcements and 12 consent announcements.

46 (.values for the respective estimates appear in
parentheses. t-values that exceed 1.96 indicate significance
at the 95% significance level. For some of the results
presented in this study the cumulative abnormal returns for
the 3-day window are statistically significant while the
the 5-day window are not. This is not
surprising. The use of a longer window decreases the
precision of the estimate of the abnormal return.
Consequently, the identical cumulative abnormal return can be
significant for the 3-day window and not significant for the
- 5-day window. Though the results for the 31 day window
are presented in the tables, for expositional reasons we do
not discuss them in the text. Because of the long 31 day
window, the power of the test is low and we obtain no

significant t-values.

returns for
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Table 1
FTC Decisions

Event Window

38 Day

CAR

Type

CAR t-val. CAR t-val.

t-val.

t-val.

Decision

I. Consents

0.005 (1.45) 0.002 (0.51) 0.012 (0.77)

0.000 (-0.09)

A. Simultaneous (62)

-0.056 (-1.59)
-0.019 (-0.46)

e

B. Separate

-0.026 (-2.83)
-0.007 (-0.57)

-0.011 (-1.81)

0.000 (-0.03)

0.000 (0.07)
0.005 (1.00)

1. Complaint (11)

2. Consent (12)

-0.017 {-1.08)

L 2]

-0.017 (-5.49)

L1 ]

-0.012 (-3.23)

*

-0.004 (-1.65)

A. Complaint (39)

I1. Docketéd Matters
B. ALJ Decision

-0.030 (-0.88)
-0.083 (-1.15)

-0.002 (-0.36) -0.020 (-1.66) -0.018 (-1.01)
-0.018 (-2.66) -0.018 (-1.53)

-0.001 (-0.38)

1. Favorable {5)

.

2. Unfavorable (19)
C. Final Decision

0.009 (0.21)
0.018 (0.43)
-0.029 (-0.31)

0.000 (0.02)

-0.006 (-0.24)
0.017 (0.47)

-0.006 (-0.42)
-0.010 (-0.76)
0.013 (0.47)

-0.005 (-0.75)
-0.005 (-0.73)
-0.004 (-0.24)

1. Dismissal (4)

a. ALJ Fav.(3)

b. ALJ Unfav. (1)



31 Day

t-val.

-0.008 (-0.18)
0.000 (0.01)
-0.049 (-0.40)
0.008 (0.10)
-0.002 (-0.08)
.8

0.016 (0.62)

CAR
-0.036 (2.1)
-0.061 (-1.38)

e

-0.001 (-0.15)
-0.010 (-1.26)
0.043 (0.92)
-0.012 (-1.50)
-0.012 (-0.92)
-0.083 (-2.58)
0.000 (0.01)
0.008 (0.44)

*
*
]

*
*

Event Window
L ]

0.008 (0.51)
-0.016 (-2.52)
-0.019 (-2.96)
-0.008 (-0.79)
-0.034 (-2.08)
0.008 (0.26)

0.040 (1.09)

0.060 (1.67)

*
Ld
-

»
*
L

Table 1 (Continued)
FTC Decislions

-0.001 (-0.18)
-0.011 (-8.00)
0.028 (1.34)
-0.018 (-3.38)
-0.035 (-2.45)
-0.008 (-0.39)
0.0238 (1.03)

0.007 (1.11)

.

s
*

i. ALJ Fav. (1)
ii. ALJ Unf. (19)
D. Appeals
b. Court Date(7)
2. Order Not Modified
a. WSJ (3)
b. Court Date (4)

3. Final Order (20)
a. WSJ (3)

1. Order Modified

2. Consenit (18)

Type
For court dates, the respective windows are 8 day, 18 day, 6 day, and 11 day, instead of the 1,3,6,31

day windows listed at the top of the column. For the exact specifications of how these are centered

Significant at the §% level.
around the event day, see the text.

Decision

Significant at the 10% level.

LA

*
¥

Even if the FTC has a large amount of deterrence power,
the latter insignificant results are not surprising since the
subsequent consent agreement contains information regarding
the terms of the negotiation rather than information that the
firm is "in trouble". The market already knows that the
firm’s advertising has been questioned and has expectations
regarding the outcome of the investigation. The change in
the market value of the firm when the consent agreement is
announced depends on the outcome relative to these
expectations. This may be positive, zero or negative.

ii) Single Press Announcement of the Consent Agreement

There was no discernible effect on the values of the firms
of a single announcement of a consent agreement for the 62
relevant observations.” If a single announcement informs
the market that the firm has been under investigation and
has decided to consent, we would expect an effect similar to
the sum of the two announcements (the investigation and the
consent) in the previous type of case.48 However, a
potential problem in measuring the effect of the single
announcement is the disclosure of information about the case
prior to the announcement of the consent agreement.

When they were separate, the announcement of an
investigation and the announcement of the consent were
typically a few months apart. This suggests that where there

47 The announcement for this type of event consists
only of an announcement that the firm has consented.
However, if there is no prior information or press
announcement of the investigation, the announcement of a
consent agreement also informs the market that the firm has
received a complaint.

48 This is true unless the Wall Street Journal coverage
of an impending complaint is endogenous. If articles
announcing an impending complaint are published only for
cases in which the losses are expected to be large, then we
would not expect this. We discuss this possibility later in
the text.
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is a single press announcement of a complaint and consent,
insider traders and perhaps others may actually learn of tlge
matter well before there is any press coverage. If there is
such knowledge, the event windows used in this stu.dy may
not capture the negative effect of the market learning that
the firm has been under investigation but only the 9ff5:ct of
the revelation that the firm is consenting. If tl}ls is the
case, then as above we have no a priori expectation about
the effect of this type of event on the market valu.e of the
firm. Alternatively, it may be that consents f(_)r which there
was an investigation announcement are dxfferent. from
consents where there is no such announcement. I.n this case
it may be inappropriate to assume that the capital market
effect is likely to be the same for these two fypes of cases.
It may be that firms involved in cases for which there 1s no
announcement of an investigation do . not su_ffer any
unmeasured capital market losses. For exa.mpl'e, it may be
that there is no announcement of an investigation whc_n th.e
expected losses are small, and that is such cases the firm is

likely to consent.

B. Docketed Matters

The second type of FTC case is a "docketed matter,"
which is a case where the advertiser chooses to contest the
complaint (at least initially). This_type of case may 'h.a\;e a:
many as four stages: a complamt,. an ALJ decisio 1,1 2
dismissal or final order by the Commission, and an appella

court decision.

i) Complaints

For a docketed matter, the announcem'cnt of a complaut:;
has a similar negative effect on a firm as a se;;?;?c(i
complaint announcement for a case settled by. a nfegothc ;
consent. The average abnormal losses to the firm for th
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day, 3 day and 5 day windows are -4% (-1.65), -1.2% (-3.23)
and -1.7% (-3.49), respectively.4?

ii) ALJ Decisions

An ALJ decision unfavorable to the firm (19 of the 24
ALJ decisions) has an additional negative effect. The
average abnormal losses for the 3 event windows are -0.1%
(-.38), -1.8% (-2.66), and -1.3% (-1.53).

A favorable decision by the ALJ does not result in a gain
to the firm. The absence of a positive abnormal return for a
favorable ALJ decision is surprising. Given that most
decisions at the ALJ level are unfavorable and that favorable
ALJ decisions and dismissals are positively correlated (at
least in our sample), a favorable ALJ decision should have a
positive effect on expectations concerning the ultimate fate

4 We have also divided the sample into those cases
where the complaint announcement occured well (4 or more
months) before the official complaint date and those that
occur closer to the official date. This division is made to
distinguish announcements of investigations that occurred
before the early 1970’s from actual complaint announcements
(if is often difficult to distinguish them from the newspaper
articles). The capital market losses for the "before 4 month"
group are larger than the “closer" group. As with
immediately negotiated consents, this raises the possibility
that absent a prior announcement of an investigation our
methodology may not measure the total effect of the market
learning that the firm is in trouble: the information has
already been incorporated into the firm’s share price prior to
the announcement that the complaint has been issued.
Alternatively, it may be that the losses surrounding an
announcement of an investigation were larger than the losses
surrounding an actual announcement of a complaint, perhaps
because of uncertainty regarding the scope of the complaint.
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of the firm.5® Yet these firms suffer losses at the ALJ stage
(although insignificant) in addition to their losses at the
complaint stage5! However, this finding is based on a
sample of only 5 firms.52

iii)  Final Order Consents

The 18 final order consents’® do not result in significant
losses to firms.5* This result is consistent with that for the
announcement of a consent.in the immediate consent type of
FTC case. Again, the effect of a consent after the market
knows that the firm is being investigated cannot be predicted
a priori. ‘

iv) Final Decisions Without Consent

When firms do not consent, final orders imposc additional
losses. The average abnormal losses for the three windows

50 prior information concerning the case may explain
the lack of capital market effects. However, because the
event is the actual decision of an ALJ the market cannot, for
certain, know the outcome prior to the decision.

51 For the five firms that received. favorable ALJ
decisions, the average abnormal losses at the complaint stage
were -1.1%(-1.98), -1.9% (-1.99), and -1.9% (-1.50).

52 At all stages of an FTC case, our sample includes
very few outcomes decided in the firm’s favor.

53 Recall that these consents occur after the
complaints are issued by the Commission. The type of
consent considered earlier was simultaneous with the issuance
of the complaint.

54 we also combined all consents into a single analysis
(i.e., we did not differentiate between final order consents
and immediate consents). The results confirm the finding
that announcements of consents do not affect the capital
market values of the firms.
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are -1.1% (-3.00), -1.6% (-2.52), -1.0% (-1.26), respectively.
Of the 20 such final orders, 19 followed an unfavorable ALJ
decision. In the one case that followed (and reversed) a
favorable ALJ decision, the firm had an abnormal gain
(although not significant). This last result goes against our
expectations that an unfavorable final decision following a
favorable preliminary decision would have a negative impact
on the firm.%®

The dismissal of a case produced no significant abnormal
gain or loss for the four firms in our sample; yet these firms
suffered an average loss at the complaint stage of -0.7% (-
1.21), -2.1% (-2.22), and -2.2% (-1.52) over the three windows,
respectively, and further losses at the ALJ stage’® This
implies that the firms that eventually had their cases dis-
missed suffered a cumulative loss. This cumulative loss is
not unexpected: an FTC advertising case may last one or
more years, during which a firm bears legal expenses and,
perhaps more importantly, may lose some of its credibility in
advertising.

85 Recall, however, that this result is based on only
one case. :

86 The losses at the ALJ and complaint stage for the

four firms that received dismissals are not reported in Table

1. Of the 4 firms that had their cases dismissed, 3 had
favorable ALJ decisions and 1 had an unfavorable ALJ
decision. For the ALJ stage, Table 1 reports the average
abnormal return for the five firms that received favorable
ALJ decisions and for the 19 firms that received unfavorable
ALJ decisions. Therefore, from Table 1 we cannot compute
the average abnormal return at the ALJ stage to the 4 firms
that eventually had their cases dismissed. The same applies
for the losses at the complaint stage for these firms.
Appendix B gives the abnormal returns at each stage for
every firm. From this appendix we can compute the abnor-
mal returns reported in the text.
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v) Appeals

Appellate court decisions are difficult to classify. The
courts rarely dismiss a case but often modify the
Commission’s order. A modification of an order can
represent a favorable decision (a less restrictive order), an
unfavorable decision (a more restrictive order), and the end
of the chance for the firm to be absolved from guilt (no
further stage). Our results show that firms that received an
order modification suffered significant abnormal losses around
the court decision date while firms that did not have an
order modified suffered no such losses. This is surprising
given that all of the order modifications made the
Commission final order less restrictive.5?

C. Summary of FTC Cases

The above results imply that involvement of an advertiser
with the FTC can be costly to the firm, whether or not the
firm is eventually found in violation, and regardless of
whether there is a monetary penalty.

For cases that are settled immediately by a ncgotia.tcd
consent agreement, the announcement of an investigation
(this announcement only occurred for cases before the early
1970’s) entailed an average abnormal loss of 2.5% of the
value of the firm for the 5 day window.®® Press announ-
cements of the negotiated consents themselves did not impose
losses on firms, regardless of whether they were preceded by
press announcements of investigations. Cons?qucnt.ly, 'for the
many cases without an announcement of an mvestlganon, we
did not identify capital market losses. However, it may be
that our empirical methodology fails to capture the capital
market loss because, prior to the announcement of the

57 See Appendix A for details of the order modifications.

, 5 Recall that of the 74 immediately negotiated
_consents, only 12 involve an announcement of an impending
complaint, and the reported estimates used data on only 11
of these.
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consent, the market may have learned that the firm is in
trouble and has already discounted the firm’s share price.

For docketed matters, using a 3 day window, complaints
impose a 1.2% average abnormal loss on firms;*® unfavorable
ALIJ decisions impose a 1.8% loss; and final Commission orders
following an unfavorable ALJ decision impose a 1.9% loss.
Moreover, firms that eventually receive dismissals do not

receive a gain to offset their losses at the complaint and
ALJ stages.

The results suggest that even without imposing monetary
penalties the FTC has significant power to impose losses on
firms.®0 These capital market losses presumably reflect the
combination of the expected effects of restrictions on current
and future advertising on the future profits of the firm, the
direct costs associated with the case, the expected direct
cost of compliance with the order, and the costs associated
with a loss in reputation.

Some of the results in this subsection are not easily
explained. In particular, decisions favorable to firms do not
result in abnormal capital gains to those firms. This is
surprising since a majority of cases are decided against the
firm. Favorable decisions to firms should, to some extent,
"surprise” the market and result in abnormal capital market
gains.

The substantial losses associated with an FTC involvement
raises concern that such penalties are likely to deter useful
advertising if there is uncertainty about legal standards or if
there are errors in case selection. This seems especially
important since, even if a firm is found innocent, it still
suffers significant capital market losses.

5  This result combines the effect of announcements of
investigations and actual announcements of complaints.

60 Recall that only one final order involved a monetary
penalty and only seven negotiated consents involved a
monetary settlement. None of these involved civil penalties.
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2. NAD/NARB Cases

The 38 NAD/NARB cases are of two types. Twenty-four
were not appealed to the NARB. The remaining 14 cases
were appealed to the NARB and therefore have both NAD
decisions and NARB decisions associated with them. The
results of the capital market event analysis for both types of

cases are given in Table 2.
A. NAD Cases
i) NAD Cases Without Appeal to the NARB

The results in Table 2 show that NAD decisions un-
favorable to the firm result in negative but insignificant
abnormal returns to the firms. Favorable NAD decisions
also have virtually no impact on the capital market value of

the firm.
ii) NAD Cases Appealed to the NARB

The results for the 10 unfavorable NAD decisions that
were appealed to the NARB are similar to those for the
unfavorable NAD cases that were not appealed: the firms had
insignificant abnormal losses for the three windows.
Favorable NAD decisions had a perverse, though insignificant,
effect on the value of the firm.

B. NARB Cases

There is a significant effect from a NARB decision only if
the decision reverses the NAD decision. A favorable NARB
decision following an unfavorable NAD decision has a positive
effect for the three windows: 0.9% (1.40), 2.4% (2.24), and
1.7% (1.21), respectively. An unfavorable NARB decision
following a favorable NAD decision has a significant negative
effect on the market value of the firm: -4.8% (-3.02), -6.1%

(-2.21), and -6.8% (-1.86), respectively.8!

61 The sample size for these results, however, is small:
three in the first case and one in the second case.
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*

t-val.
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Event Window
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B. Unfavorable (8)

b. NAD Unfav. (7)

a. NAD Fav. (1)
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I. NAD Decision (Not Appealed)

Significant at the 10% level.
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*
L ]




C. Summary

The above results suggest that, for our sample of firms,
involvement with the NAD does not result in significant
abnormal capital market losses. As with the FTC, if there is
incremental disclosure of information prior to the event dates
used in the analysis, there may be capital market losses that
our methodology does not measure.

The lack of significant results for the NAD and NARB
may also arise because of the composition of cases that are
decided. The NAD does not have total control over the
types of cases that come before the group. For example,
between 1979 and 1981, 48% of the NAD cases were initiated
by consumers, consumer groups, or competitors. This case
selection process may result in many cases where we would
not expect large capital market effects. If we limit the
sample to cases that were initiated by the NAD, however, we
still find no significant effects.

Though the above results are based on a small sample of
NAD cases, the results do suggest that the NAD/NARB may
not impose significant capital market losses on firms.8? This
may be because of the relatively limited publicity accorded
its decisions, its inability to impose cease and desist orders
applying to future advertising, and the fact that many ads
can be slightly modified to meet its standards. Alternatively,
the apparent lack of capital market effects may be because
of the particular types of cases the NAD/NARB handle.
Additionally, it is possible that our empirical methodology
fails to capture the capital market loss. This would be the
case if, prior to the announcement of the NAD/NARB
decision, the market learned that the firm was in trouble.

62 There is always the possibility that the NAD/NARB
is so effective at deterring false or misleading advertising
that all large cases are deterred and only insignificant cases
“remain. This seems extremely unlikely given the large
effects identified for the FTC.
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For the NARB, there is a significant effect from an
unfavorable decision only if the decision reverses the NAD
decision.%® Unfavorable NARB decisions overall, however, do
not have a significant negative effect on the capital market
value of firms. Therefore, as may be true for the NAD, the
NARB may not have the ability to impose significant capital
market losses on firms.

3. Lanham Act Cases

Our sample includes 32 Lanham Act cases involving 15 suit
filings, 5 settlements, and 16 district court decisions 6
favorable to the defendant, 10 unfavorable). We have the
Wall Street Journal announcement dates for the suit filings
and settlements, but for only five of the court decisions. We
estimated the capital market effects of the court decisions in
two ways: using the Wall Street Journal announcement date
as the event date for the five cases where there was such an
announcement, and using the court decision date as the event
date for all 16 cases.

A. Filing of a Suit

For Lanham Act cases, the filing of a suit has an
insignificant albeit negative effect on a firm for the three
windows: -0.5% (-1.18), -1.1% (-1.58), -1.2% (-1.44), respec-
tively.54

B. Settlements

Settlements have an additional negative but insignificant
effect for the three windows: -0.8% (-1.18), -0.9% (-.80), and
-2.1% (-1.44). Since the filing of a suit discloses information
to the market that the firm’s ads have been questioned, the
capital market effect around the announcement of the

63 Recall that this result is based on only one case.

64 These results are close to being significant for a
one-tailed test.
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t-val.
-0.037 (-1.53)
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-0.058 (-0.89)
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Table 3
Lanham Act Decisions
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t-val.

1 Day

CAR

-0.006 (-1.18)
-0.008 (-1.18)
0.020 (2.64)
-0.009 (-0.54)
0.003 (0.44)
-0.018 (-0.81)
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*hk

1. WS (2)

2. Court Date (6)
1. WSJ (3)

2. Court Date (10)

Type
For court dates, the respective windows are 8 da

day windows listed at the top of the column.

around the event day, see the text.

Decision
Significant at the 10% level.

ik

Significant at the 5% level.

*hd

A. Favorable
B. Unfavorable

L. Suit (16)

11. Settlement (5)
II1. District Court

*

settlement reflects only the difference between the outcome
and the previous expectations concerning the outcome.
Though neither the filing of a suit nor a settlement has a
significant impact on the capital market value of the firm,
both of these effects are negative and somewhat close to
being significant.® Therefore, the combined effect of the
two (most Lanham Act cases involve a suit filing and a
settlement) may indicate some deterrence power.

C. District Court Decisions

A favorable district court decision that receives coverage
in the Wall Street Journal (2 cases) has a large positive and
significant effect: 2.9% (2.64), 3.4% (1.8), and 3.2% (1.37),
respectively. This result does not hold for the regressions
that use court dates. Unfavorable district court decisions
have an insignificant effect whether we use Wall Street
Journal or court dates.

D. Summary

Overall, it appears that the Lanham Act may have limited
ability to impose costs on firms. The filing of a suit and a
settlement each has an insignificant negative effect on firms,
but the two together may indicate some ability to impose
costs on firms. District court decisions favorable to
defendant firms for which we have Wall Street Journal dates
have a positive and significant effect, though this is based
on a sample of only two cases.

V. Conclusions

This study examined the capital market effects of three
institutions that deal with allegedly false and deceptive
advertising. The results of this analysis suggest that of the

65 The t-values for the 5 day window CAR are -1.44
for both the settlement and the filing of a suit.
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three institutions, the FTC has the greatest impact on the
capital market values of firms. :

While the FTC no longer discloses the existence of law
enforcement investigations prior to 2 negotiated consent
agreement or the filing of a complaint it did make such
announcements before the early 1970’s. For cases that were
settled immediately by a negotiated consent agrm’:ment,“‘i the
earlier announcement of an investigation entailed an average
abnormal loss of 2.5% of -the value of the firm for the 5 day-

window around the event.

While the early announcement of the investigation had a
significant negative impact, the press announcement of the
actual consent agreement had no effect on the capital market
value of the firm, regardless of whether there was an earlier
announcement of the investigation. This may indicate that
for the more recent cases (cases after the early 1970’s for
which there. was no announcement of the investigation prior
to the consent agreement), the firms have experienced no
capital market loss from involvement with the FTC.
Alternatively, it may be that our empirical methodology fails
to capture the capital market loss. This would be the case
if, prior to the announcement of the consent, the market
learned that the firm was in trouble and discounted the

firm’s share price.

For cases that are not settled by a negotiated consent, but
are contested by the advertiser, the study shows large capital
market losses. The firm suffers an abnormal loss around the
announcement of a complaint, an unfavorable Administrative
Law Judge (ALJ) decision, and a f inal order.8? The dismissal

86 For a description of the different types of cases, see
infra at 1. '

67 For the announcement of 2 complaint, we have
attempted to distinguish advance complaint announcements
from actual complaint announcements. The capital market
losses for the advance complaints are larger than those for
actual complaint announcements. As with immediately
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capx‘ta.l market losses. Alternatively, it may be that our
empirical methodology fails to capture all of the capitai
market loss. This would be the case if, prior to the
announcement of the actual complaint, the market learned
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The NAD/NARB appears to have a smaller effect on the
capital market value of firms than does the FTC. On the
one hand, an unfavorable NARB deccision that reverses an
NAD decision appears to have a significant negative effect on
an advertiser.8 On the other hand, unfavorable NARB
decisions overall do not have a significant negative effect,
and an unfavorable NAD decision has no discernible effect on
a firm. The vast majority of NAD cases are not appealed to
the NARB.®® Therefore, it is the effect of the NAD alone
that is relevant in almost all NAD/NARB cases.

Use of the Lanham Act appears to have a limited ability
to impose penalties on firms. The filing of suits, settle-
ments, and unfavorable district court decisions each have an
insignificant effect on firms. Though the filing of suits and
settlements each has an insignificant negative effect on
firms, the two effects together may indicate that there is
some ability to impose costs on firms, though considerably
less so than in the case of the FTC.

68 Recall, however, that this result is based on a
single case.

6 Of over 1500 NAD cases, only 41 have been
appealed to the NARB.
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Appendix A

This appendix is an annotated list of our sample of
advertising cases handled by the three institutions under
study.

I. Case Selection

The sample of FTC cases is the result of the following
elimination process. From the universe of all advertising
cases reported in FTC Decisions after 1963, we eliminated
cases involving firms not in the Center For Research on
Security Prices (CRSP) data set. The list of cases in Section
II of this appendix contains all of these cases; however, the
sample of cases analyzed in the text is limited to those
which were covered (at some stage) by the Wall Street
Journall This additional selection criterion was used because
the official FTC decision date, as recorded in FTC Decisions,
usually diverges widely from the date of public knowledge of
the decision, measured by the date of the WSJ announcement.

There are over one thousand NAD cases for the period
1971 to 1986. The NAD/NARB sample was chosen from two
subsets of cases: 1) those that were appealed to the NARB;
and 2) those that were decided during an arbitrary ten month
period (January through October, 1985). We again eliminated
cases involving firms not in the CRSP data set. The list of
cases in Section II for the NAD/NARB includes firms that
initiate the NAD or NARB complaint if available. These
firms are included in the appendix but not in the sample of
cases analyzed in the text, where we examine the effects of
decisions on advertisers only. All NAD/NARB cases are

1 If 3 case has more than one event (e.g. a complaint,
an ALJ decision, and a Final Order) of which only one is
reported in the Wall Street Journal, we examine the change
in the market value of the firm only around the date of the
Wall Street Journal article.
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covered in Advertising Age; the cover date of the appropriate
issue was used as the event date.

The first step in the collection of the Lanham Act sample
was to select all cases since 1963 in the LEXIS data system
that were classified under the intersection of the keywords
"US.C. 1125(A)" (the Lanham Act) and "false or misleading
advertising.” The sample was further restricted to those
cases involving firms (plaintiffs or defendants) in the CRSP
data set. We augmented this sample by examining the Wall
Street Journal Index under the heading "Advertising," which
enabled us to add cases that lacked official citations.? The
sample used in the capital market event analysis uses only
defendant firms.

II. An Annotated List of Advertising Cases

Below, we list the sample of FTC, NAD/NARB, and Lanham
Act cases gathered in the manner described above. For each
case, we have listed '

Column 1
a) the firm(s) involved in the case,
b) the CUSIP number(s) taken from the CRSP tape
for the firm(s),
c) the citation (if any) for the case, listed in
chronological order beginning with the oldest
citation,

Qolgmn 2
a) the product involved in the case, including the
brand name if known,
b) a brief description of the case,
¢) the decision(s) made by the institution (except
for FTC consents and Lanham Act settlements in
which case no decision is made,

? In particular, all of our settlement events were
gathered in this way.

A-2

Column 3

a) the various stages of the case,

Column 4
a) the official dates of the decision at each stage,
if known,

a) the date of the announcement of the decision at
each stage in the Wall Street Journal (for FTC
and Lanham Act cases) or Advertising Age (for
NAD/NARB cases), if any.

In most instances, the case decision has been officially
published in one of the following sources: ’

FTC Decisions: FTC consents, complaints, ALJ
decisions, and final orders

Federal Supplement: FTC appellate court decisions,
Lanham Act district court decisions

Federal Reporter, FTC appellate court decisions,
2nd Series: Lanham Act appellate court decisions

U.S. Reports:  FTC Supreme Court
decisions

NARB/NAD Decisions: NAD and NARB decisions

In a few instances, we have used published reports in the
Wall Street Journal or Advertising Age in constructing the
case description,

Where two or more cases were formed into a portfolig
for at least some of their common events, a "(P)" follows the
firms’ names. Where an event that was announced in either
the Wall Street Journal or Advertising Age had missing data
for the firm’s stock market return or where the date listed
is a repeat announcement, that event date was not included
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in the analysis. We have placed an asterisk (*) after such
dates. If an FTC immediate consent has two dates listed,
neither of which is followed by an asterisk, those two dates
correspond to the separate announcements of the complaint
and the consent. -~

For NAD/NARB cases, a competitor firm is indicated by a
"(C)" following the firm’s name; these firms were not includ-
ed in the capital market analysis. For Lanham Act suits, we
have listed both the plaintiff and defendant (in that order),
although we have analyzed only defendants. ~For both
NAD/NARB and Lanham Act cases, if a firm was not in the
CRSP data set, we listed the firm without a case number,
instead using the symbol "NC" (No CRSP).

FTC IMMEDIATELY NEGOTIATED CONSENTS
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following the case number indicates a portfolio regression.

Appendix A for which there was complete data.

In some tables, we have divided the results by the type of

decision.
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FTC Immediately Negotiated Consents

Table B1

Simultaneous Announcement

Table B1, continued

Company Event Window

Case CUSIP 1-Da ‘3-Day 5-Da;
Number Number CAR  t-val CAR  t-val CAR t-val
1 16533910 0.006  (0.65) 0.026  (1.54) 0.025  (1.12)
2 01951910 0.012  (1.29) 0.015  (0.61) 0.023  (1.08)
4 55938010 -0.014 (-0.89) 0.006  (0.23) 0.023  (0.65)
5 84721810 -0.009  (-0.42) 0.000 {0.00) -0.031 (-0.87)
7 37044210 -0.006  (-0.67) -0.012  (-0.75) 0.001 - (0.08)
8 85926410 0.013 (0.89) -0.009  (-0.34) 0.013 (0.41)
9 92904110 0.064 (2.79) 0.060 (1.49) 0.069 (1.33)
13 98885710 -0.011  (-0.48) 0.024 {(0.61) 0.182 (2.53)
14 30040710 0.008 (0.28) 0.032 (0.64) 0.044 (0.69)
19 30280810 -0.018  (-0.50) -0.026  (-0.48) 0.011 (0.15)
22 55613010 -0.009 (-0.50)  -0.009 (-0.31)  -0.063 (-1.64)
24 26218810 -0.010  (-0.42) 0.049  (1.24) 0.014  (0.26)
25 45067910 -0.003 (-0.24)  -0.003 _(-0.12)  -0.014 (-0.49)
27 36985610 -0.005  (-0.52) 0.017  (0.97) 0029  (1.31)
30 69350610 -0.009 (-0.60) -0.015  (-0.59) 0.020 (0.62)
31 74271810 0.007 (0.67) 0.004 (0.23) -0.012  (-0.48)
32 -09387110 -0.006  (-0.29) 0.020  {0.55) 0.020  (0.43)
33 37610010 -0.009  (-0.48) 0.010 (0.80) -0.022 (-0.50)
34 36136410 -0.010  (-0.32) 0.041 (0.73) -0.049 (-0.68)
36 07407710 0.030 (2.01) 0.029 (1.61) 0.003 (0.12)
37 30058710 -0.025 (-1.13) -0.036  (-0.95) 0.003 (0.08)
38 70816010 -0.010 (-1.01) -0.007  (-0.38) -0.015  (-0.68)
39 85313910 -0.002  (-0.15) 0.016 (0.82) -0.012  (-0.48)
41 70430110 0.005  (0.19) 0.020  (0.40) 0.063  (0.98)
42 04024910 -0.127  (-1.78) 0.128  (1.08) 0.141  (0.88)
44P 78020110 -0.000 (-0.47)  -0.019 (-0.56)  -0.009  (-0.20)
45 17784610 -0.018 (-0.74)  -0.037 (-0.89)  -0.087 (-0.68)
46 96332010 -0.002  (-0.09) 0.034  (0.96) 0.060  (1.29)
47 14848310 -0.003 (-0.17)  -0.064 (-2.08)  -0.068 (-1.69)
48 36136410 -0.039 (-0.70) -0.165 (-1.70) -0.255 (-2.05)
51P 42705610 0.017  (1.39) 0.085  (1.64) 0.042  (1.50)
52 37044210 0.022  (1.61) 0.073  (3.07) 0.022  (0.69)
55 36985610 0.012 (0.68) 0.047 (1.52) 0.043 (1.07)
57 36102810 0.004  {0.10) 0.020 (0.46)  -0.004 (-0.08)
58 01310410 -0.014 (-0.61) -0.016 (-0.41)  -0.026 (-0.48)
59 61942610 -0.021  (-0.75) 0.004 (0.08) 0.024 {0.39)
60 24509110 0.013 (0.39) 0.048 (0.84) -0.008  (-0.04)
61 36985610 -0.003 (-0.13) 0.020 (0.81)  -0.005 (-0.10)
62 01951910 -0.011  (-0.68) 0.003 {0.10) -0.014 (-0.37)
63 78478310 -0.003 (-0.11)  -0.028 (-0.54)  -0.027 (-0.40)
64 47916910 0.005  (0.20) 0.007  (0.17)  -0.024 (-0.44)
65 70430110 -0.006 (-0.27)  -0.069 (-1.98)  -0.068 (-1.46)
66 90255010 0.006 (0.33) 0.034 (1.01) 0.041 (0.95)
67 52748020 0.038 (0.99) -0.011 (~0.17) 0.025 (0.30)
68 69073410 -0.005  (-0.28) -0.027  (-0.94) -0.046 (-1.24)
69 45067910 0.025  (2.37) 0.000  (0.49)  -0.019 (-0.76)

o g%rgi:;ny Event Window

ase 1-Day 3-Da. 5-Da
Number Number CAR t-val. CA[TQ t-val. CAR t-val.
70 76152510 -0.003  (-0.37) 0.017 (1.11) 0.021 (1.03)
71 93142210 -0.006  (-0.45) 0.005  (0.23) 0.017  (0.57)
72 98919510 0.039  (1.78) 0.001  (0.08)  -0.003 (-0.06)
73 23957710 -0.023 (-1.53)  -0.022 (-0.84)  -0.031 (-0.90)
74 78354910 -0.001  {-0.05) 0.013  (0.42) 0.015  (0.37)
75 82510110 0.002  (0.07) 0.050  (0.94) 0.024  (0.35)
76 48617010 0.039  (1.28) 0.157  (3.01) 0.111  (1.62)
77 37033410 -0.017 (-1.55) -0.004 (-0.23) -0.013 (-0.53)
78 18905410 0.015 (0.76) -0.015 (-0.45) 0.000 (0.01)
79 45067910 -0.003  (-0.39) 0.001  (0.07)  -0.001 (-0.04)
81P 61942610 0.003 (0.30) -0.001 (-0.07) 0.013 (0.56)
82 85313910 0.005 (0.30) 0.006 (0.22) 0.023 (0.62)
83 84835510 -0.011 (-0.82) -0.056 (-2.52) -0.059 (-2.04)
85 58943310 -0.012 (-1.08) ~-0.023 (-1.18) -0.020 (-0.79)
86 34487210 0.000 (-0.02) -0.009 (-0.49) -0.004 (-0.18)
87 20266010 -0.046 (-1.28)  -0.014 ({-0.23) 0010  (0.12)
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Table B2

FTC Immediately Negotiated Consents: Separate Announcements

Table B3
FTC Docketed Complaints

Company vent Window
Case CUSIP 1-Day '3-Day 5-Day
Number Number CAR t-val. CAR t-val. CAR t-val.
Complaint
10 19416210 -0.002 (-0.11) -0.010 (-0.38)  -0.016 (-0.49)
11 09145510 0.105  (2.70) 0.065  {0.95) 0.078  (0.88)
12 13442910 -0.001  (-0.10) 0.007 (0.81)  -0.001 (-0.04)
15 14348310 -0.018  (-1.36) -0.074 (-3.25) -0.072 (-2.42)
17P 74271810 -0.005 (-0.46)  -0.022 (-1.16)  -0.082 (-1.34)
18 09959910 0.001 ~ (0.06) 0.004 (0.18) 0.000 (0.01)
21 16403310 -0.026  (-0.84) -0.026 (-0.49) -0.038 (-0.55)
23 87957310 0013  (0.20) -0.046 (-0.61)  -0.046 (-0.47)
35 02660910 -0.001 (-0.10) 0.002 (0.11) -0.024 (-1.15)
40 55479010 0.023  (0.84) 0.028 (0.60)  -0.024 (-0.39)
54P 46627210 -0.007 (-0.69) -0.010 (-0.54)  -0.041 (-1.76)
Consent i
10 19416210 0.009 (0.57) 0.027 (0.98) 0.013 (0.38)
11 09145510 0.176  (4.63) 0.150  (2.20) 0.127  (1.48)
12 13442910 -0.006 (-0.56) 0.004 (0.21) 0.013 (0.52)
15 14348310 0.001 (0.04) -0.002 (-0.09) -0.010 (-0.33)
17 74271810 .0.016 (-1.57)  -0.017 (-0.95)  -0.008 (-0.25)
18 00959910 0012 (-073)  -0.087 (-127) -00290 (-0.78)
21 16403310 0.000  (0.00) 0.000  (0.00) 0.006  (0.07)
23 87957310 -0.013 (-0.38)  -0.005 (-0.08)  -0.041 (-0.58)
244 89077910 0000  (0.00) -0.151 (-1.78)  -0.261 (-1.75)
35 02660910 0.017 (1.78) 0.008 (0.49) -0.027 (-1.24)
40 55479010 0.012  (0.49) 0.012  (0.28) 0.033  (0.59)
54 46627210 0015 (-0.84) -0.004 (-0.12)  -0.003 (-0.06)

c g%mpany Event Window
ase USIP 1-Day 3-Day §-Da;
Number Number CAR t-val. CAR  t-val. CAﬁ_gﬁ-vaL
3 58933110 -0.008 (-0.87) -0.030 (-1.38) -0.049  (-1.75)
7 11009710 -0.006  (-0.42) -0.016  (-0.64) -0.022  (-0.68)
8 90558110 0.013 (1.19) -0.021  (-1.08) -0.017  (-0.68)
9 02470310 -0.011  (-0.75) 0.048  (1.88) 0.030  {0.90)
10 71708110 -0.006  (-0.47) -0.014 (-0.57) -0.088  (-1.26)
11 26353410 -0.007 (-0.62) -0.031  (-1.57) -0.012  (-0.47)
12 31831510 -0.002  (-0.19) -0.027 (-1.30) -0.053  (-2.02)
13 03217210 -0.010  (-0.62) -0.036  (-1.33) -0.066  (-1.89)
14 19121610 -0.000  (-0.79) -0.012  (-0.60) 0.005 (0.17)
15 45067910 -0.015  (-1.28) -0.031  (-1.57) -0.020 (-0.79)
16 86676210 -0.001  (-0.12) 0.013 (0.86) -0.021  (-1.07)
17 85926410 0.031 (2.76) 0.029 (1.49) 0.0490  (1.92)
18 16675110 -0.016  (-1.46) -0.021  (~1.06) -0.020 (-0.80)
19 22821910 0.006 (0.21) -0.008 (-0.17) -0.069  (-1.10)
20 37044210 -0.021  (-2.31) -0.018  (-1.15) -0.019  (-0.93)
21 31313510 0.021 (0.93) 0.012 (0.29) -0.023  (-0.44)
22 39006410 -0.014  (-0.88) -0.010  (-0.34) -0.001  (-0.08)
23 11009710 -0.008 (-0.74) -0.037 (-2.08) -0.030  (-1.28)
25 52180410 -0.036  (-1.45) -0.044  (-1.01) -0.046 (-0.81)
26 30249110 -0.009  (-0.59) -0.033  (-1.18) -0.008  (-0.09)
27 93448810 -0.013  (-1.33) -0.047  (-2.82) -0.060 (-2.34)
20P 34537010 0.012 (0.80) 0.036 (1.37) 0.087 (1.08)
30 57687920 -0.004  (-0.21) -0.019  (-0.54) -0.026  (-0.57)
31 36960410 0.006 (0.46) 0.016 (0.71) 0.018 (0.59)
32 81238710 0.008 (0.23) -0.041  (-1.98) -0.043  (-1.62)
33 50104410 -0.005  (-0.29) -0.035  (-1.21) -0.069  (-1.60)
34 33781010 0.023 (0.01) 0.008 (0.19) -0.006  (-0.11)
35 34537010 0.024 (1.76) 0.024 (1.00) 0.018 (0.57)
36 46627210 0.005 (0.30) 0.015 {(0.53) 0.010 (0.28)
37 81238710 -0.001  (-0.10) 0.005 (0.27) 0.007  (0.30)
38 53802110 -0.007  (-0.35) -0.024  (-0.72) -0.054 (-1.28)
39 21236310 0.017 (0.75) 0.015 (0.36) 0.015 (0.28)
41P 46627210 0.014 (1.40) 0.021 (1.22) 0.010  (0.45)
42 44041610 -0.189  (-3.10) -0.357  (-3.39) -0.224  (-1.61)
44 50104410 -0.001  (-0.11) -0.014  (-0.87) -0.007  (-0.26)
46P 85926410 -0.005  (-1.21) -0.003  (-0.41) -0.011  (-1.24)
47 75511110 -0.062  (-3.34) -0.107  (-3.30) -0.119  (-2.77)
48 88484210 0.014 (0.51) 0.127 (2.70) 0.098  (1.56)
49 15850110 0.050  (0.87) -0.114  (-0.98) -0.073  (-0.47)
B-5



FTC ALJ Decisions

Table B4

Company Mndow
Case CUSIP 1-Da 3_-291 6-Day
Number Number CAR t-val. CAR t-val. CAR t-val.
ALJ Decision: Favorable
7 11009710 0.004 (0.27) -0.032 (-1.18) -0.026 (-0.72)
10 71708110 0.007  (0.50) 0.014  (0.55) 0.012  (0.38)
14 19121610 0.002 (0.22) 0.000 (-0.01) 0.018 (0.72)
15 45067910 -0.002 (-0.17) -0.008  (-0.38) 0.008 (0.28)
18 16675110 -0.0200 (-1.62) - -0.087 (-2.71) -0.079  (-2.91)
ALJ Decision: Unfavorable
'3 58933110 0.004 (0.24) -0.008  (-0.31) -0.082  (-0.97)
12 31831510 0.003 (0.33) -0.014 (-0.76) -0.037 (-1.60)
16 86676210 -0.001  (-0.08) -0.011  (-0.34) 0.027 (0.66)
19 22821910 0.013 (0.51) 0.012 (0.28) 0.069 (1.21)
21 31313510 -0.017  (-0.42) 0.029 (0.41) 0.028 (0.28)
22 39006410 0.029 (1.04) -0.018  (-0.37) -0.044 (-0.69)
23 11009710 -0.028 (-1.92) -0.088  (-3.60) -0.110  (-3.44)
24 08172110 0.013 (0.55) -0.034  (-0.79) 0.033 (0.59)
27 93448810 0.008 (0.27) 0.038 {0.96) 0.085 (1.89)
28 17119610 0.015 (0.56) 0.040 (0.84) 0.018 (0.26)
29 34537010 -0.012 (-0.86) -0.003  (-0.12) -0.005  (-0.15)
37 81238710 0.005 (0.49) -0.007  (-0.40) -0.006  (-0.25)
38 53802110 -0.016  (-0.99) -0.048  (-1.71) -0.039 (-1.07)
42 44041610 -0.032 (-0.66) -0.260 (-3.16) -0.326  (-3.06)
43 02660910 -0.013  (-1.29) -0.002 (-0.09) -0.011  (-0.48)
44 50104410 -0.028  (-2.08) -0.006  (-0.26) 0.004 (0.13)
45 11009710 0.018 (1.75) -0.010 (-0.54) 0.032 (1.38)
46 85926410 0.003 (0.15) -0.025  (-0.75) -0.028 (-0.61)
0.019 (0.66) -0.044 (-0.89)  -0.034 (-0.53)

88484210

Table B
FTC Final Decisions
Company Event Window
Case CUSIP 1-Day 3-Day 5-Day
Number Number CAR t-val. CAR t-val. CAR t-val.
Qomrmssxon Decision: Dismigsal - ALJ Dismissal
© 11009710 -0.003 (-0. 23) -0.019  (-0.71) -0.03 (-0.86)
10 71708110 0.008  (0.24)  -0.019 (-0.91) 0.00 (0.01)
14 19121610 -0.013  (-1.27) 0.006 (0.31) 0.01 (0.43)
(0.47) 0.017  (0.47)
Commission Decision: Final Order (Consented - No ALJ Decision
8 90558110 -0.007  (-0.63) 0.015  (0.73)  -0.024 (-0.91)
9 02470310 -0.004 (-0.41) -0.008 (-0.43) -0.016 (-0.64)
11 26353410 0.002  (0.24) 0.006  (0.44) 0.014  (0.74)
13 03217210 0.015 (1.13) -0.001 (-0.02) -0.026  (-0.85)
17 85926410 -0.003 (-0.17) -0.046 (-1.44) -0.052 (-1.27)
20 37044210 0.017  (1.05) 0.057  (2.09) 0.038  (1.07)
25 52189410 -0.039 (-1.23) -0.044 (-0.78) -0.070  (-0.96)
26 30249110 0.001 (0.02) -0.027 (-0.66) -0.053 (-1.02)
30 57687920 -0.001 (-0.06) -0.024 (-0.86) 0.005 (0.13)
31 36960410 0.002 (0.26) 0.003 (0.20) 0.004 {0.17)
32 81238710 -0.011 (-1.08) -0.001 (-0.07) 0.000 (-0.01)
33 50104410 0.007  (0.55) 0.019  (0.90) 0.018  (0.65)
34 33781910 -0.002 (-0.09)  -0.008 (-0.25)  -0.018 (-0.44)
35 34537010 0.009 (0.99) 0.029 (1.86) 0.035 (1.73)
36 46627210 0.003 (0.18) 0.031 {1.09) 0.051 (1.38)
39 21236310 -0.018  (-1.06) 0.026  (0.86) 0.071  (1.84)
41P 46627210 0.003 (0.20) -0.019  (-0.78) -0.056  (-1.80)
47 75511110 -0.011  (-0.85) -0.020 (-0.71) -0.016  (-0.43)
0.043

(0.92)




Table B5, continued

Table B6
Appellate Court Decisions: FTC Cases

Wall Street Journal Dates

Company Event Window

Case CUSIP 1-Da 3-Day 6-Da

Number Number CAR t-val. CAR t-val. CAR t-val.
Commission i nfavorable

"58933110 ) . . (-1.23)  -0.061 (-1.74)
4 02660910 -0.006  (-0.43) -0.035  (-1.71) -0.013  (-0.48)
5 11009710 0.007 (0.45) -0.010 (-0.38) -0.012 (-0.36)
12 31831510 -0.008 (-0.51) 0.010 (0.37)  -0.008 -(-0.19)
16 86676210 0.021 ~ (1.18)  -0.008 (-0.26) 0.008  (0.20)
19 22821910 -0.016  (-1.14) -0.010  (-0.40) -0.010  (-0.82)
21 31313510 -0.024 (-0.54) -0.107 (-1.39) -0.045 (-0.45)
22 39006410 -0.023 (-0.79) 0.039 (0.78) 0.134 {2.10)
24 08172110 0.022  (1.00) 0.011 {0.28) -0.002 (-0.04)
27 93448810 -0.008 (-0.49)  -0.008 (-0.29)  -0.014 (-0.41)
28 17119610 -0.014 (-0.59) -0.026 (-0.60) -0.023 (-0.42)
29 34537010 -0.008 (-0.73) -0.007 _(-0.41) -0.001 (-0.08)
37 81238710 -0.037 (-3.02) -0.076 (-3.62)  -0.058 (-1.91)
38 53802110 -0.018  (-1.23) -0.039  (-1.52) -0.022 (-0.85)
42 44041610 .0.013 (-0.32) -0.035 (-0.52)  -0.008 (-1.12)
43 02660910 -0.023 (-1.86) -0.011 (-0.52) -0.001 (-0.08)
44 50104410 -0.018  (-1.00) 0.006  (0.21) 0.015  (0.37)
46 85926410 -0.025 ({-2.39)  -0.017 (-0.90) 0.002  (0.07)
48 88484210 -0.028 (-1.01)  -0.039 (-0.81)  -0.067 (~1.08)

Company Event Window
Case CUSIP 1-Da "3-Day §-Day
Number Number CAR  t-val CAR t-val. CAR t-val.
Appellate Court Decision: Favorable
22A% 093448810 0.001 (0.12) -0.012  {-0.84) -0.028 (-1.56)
22B* 93448810 0012 (1.03) -0.006 (-0.29)  -0.022 (-0.80)
43 02660910 0.009 (0.77) -0.005  (-0.23) 0.020 (0.77)

Appellate Court Qecisiqn: Unfavorable

12A¥ 31831510 T-0.006  (-0.49)  -0.007 (-0.33) 0.014  (0.50)
12B* 31831510 0.008 (0.53) 0.007 (0.27) -0.009 (-0.27)
46 85926410 -0.008 (-0.71) 0.011  (0.51)  -0.006 (-0.22)
Court Dates
) Company Event Window
Case CUSIP 6-Day 8-Da 11-Day
Number Number CAR t-val. CAR t-val CAR t-val.
Appellate Court Decision: Favorable
4 02660910 0.000 (-0.01) -0.006 (-0.18)  -0.007 (-0.19)
5 11009710 0.008 (0.25) -0.009  (-0.25) 0.013 (0.30)
15 45067910 -0.038  (-1.36) -0.010 (-0n.29) -0.047 (-1.23)
18 16675110 -0.015  (-0.68) -0.029 (-1.09) -0.018  (-0.51)
24 08172110 -0.024 (-0.52) -0.020 (-0.36) 0.007 (0.11)
28 17119610 -0.019 (-0.50) -0.036 (-0.80) -0.058 (-1.11)
38 53802110 -0.154 (-4.01)  -0.156 (-3.50)  -0.152 (-2.87)
Appellate Court Decision: Unfavorable
3 58933110 0.002 (0.08) 0.008 (0.28) 0.054 (1.41)
21 31313510 0.203  (2.84) 0.208  (2.48) 0.275  (1.93)
37 81238710 -0.033  (-0.92) -0.004 (-0.09) -0.019  (-0.39)
45 11009710 -0.033 (-1.12) -0.020 (-0.57) -0.069 (-1.71)

* The "A" case number is for the first appellate court decision; the

is for the second appellate court decision.

"B" case number



Table B7
NAD Cases: No Appeal

Company Event Window
Case CUSIP 1-Day 3-Day ' - B-Day
Number Number CAR t-val. CAR  t-val. CAR t-val.
NAD Decision: Favorable
2 10121610 0.007 (0.88) 0.007 (0.53) 0.007 (0.38)
4 74271810 0.008 (0.77) -0.007  (-0.35) 0.001 (0.04)
13 22988010 0.018 (1.12) 0.005 (0.21) 0.010 (0.30)
14 07407710 -0.002 {(-0.20)  -0.005 (-0.28)  -0.027 (-1.00)
15 73109510 -0.013  (-0.88) -0.025 (-0.92) -0.063 - (-1.50)
17 20266010 -0.014 - (-0.40) -0.024  (-0.41) -0.086  (-0.45)
19 07407710 -0.011  (-0.87) -0.021  (-0.93) -0.027  (-0.96)
21 42307410 -0.005  (-0.42) -0.011  (-0.56) 0.004 (0.14)
23 95980510 0.013 (0.31) 0.088 (1.21) 0.147 (1.56)
24 03017710 0.003 (0.28) 0.032 (1.64) 0.013 (0.50)
31 02762710 0.001 (0.02) 0.007 (0.11) 0.015 (0.17)
NA ecision: Unfavorable
1 93448810 -0.023  (-1.83) 0.005 ~ {0.23) 0.010 (0.35)
6 14348310 0.000 (0.00) 0.000 (0.00) 0.000 (0.00)
7 03190510 0.012 (1.07) -0.004 (-0.19) 0.004 (0.16)
8 89348510 0.004 (0.31) -0.020  (-0.88) -0.016 (-0.51)
9 12614910 0.000 (-0.03) -0.004 (-0.21) -0.006  (-0.26)
10 24509110 0.001 (0.08) -0.017  (-0.83) -0.016  (-0.54)
11 76175310 0.000 (0.00) -0.014 (-0.84) -0.020 (-1.35)
12 74928510 -0.001  (-0.09) -0.009 (-0.40) -0.028 (-1.00)
18 02532110 0.035 (2.72) 0.053 (2.38) 0.052 (1.81)
20 90255010 -0.001  (-0.06) 0.003 (0.08) -0.005 (-0.18)
25 76328210 -0.008  (-0.36) -0.027  (-0.66) 0.013 (0.25)
29 76152510 -0.036  (-2.59) -0.055  (-2.22) -0.029  (-0.89)
30 80311110 -0.001  (-0.06) -0.013  (-0.54) -0.018 (-0.60)
B- 10

Table B8
NAD/NARB Cases: NAD Decision
Company Event Window
Case CUSIP 1-Day 3-Day 5-Day
Number Number CAR t-val. CAR t-val. CAR t-val.
NAD Decision: Favorable
7 08760910 0.000 (-0.08) -0.0086 (-0.22) -0.046  (-1.24)
8 08172110 0.011 (0.50) -0.018  (-0.48) 0.020 (0.40)
10 02470310 -0.002 (-0.18) -0.015  (-0.71) -0.028  (-0.96)
23 74271810 -0.004 (-0.47) -0.020 (-1.23) -0.002  (-0.12)
NAD Decision: Unfavorable
1 75127710 0.000 (-0.02) -0.031 (-1.24) -0.018 (-0.57)
2 41170210 0.006  (0.14) 0026  (0.46)  -0.020 ({-0.39)
3 80667010 0.025 {0.23) -0.034 (-0.18) 0.073 (0.29)
9 11009710 0.031 (1.90) 0.034 (1.20) 0.034 (0.94)
12 44181510 -0.023 (-2.18) -0.039 (-2.13) -0.048 (-2.00)
14 19121610 -0.005 (-0.40)  -0.023 (-1.41)  -0.028 (-1.09)
16 11009710 -0.006 (-0.53) -0.018 (-0.93) -0.012 (-0.48)
17 75127710 -0.025  (-1.84) 0.007  (0.30) 0.028  (0.73)
19 76511110 -0.004 (-0.31) 0.036 (1.52) 0.015 (0.49)

B- 1l



Table B9

NAD/NARB Cases: NARB Decision

Company vent Window
Case CUSIP 1-Day 3-Da

Table B10

Lanham Act Cases: Filings of Suit and Settlements

5-Day
Number Number CAR t-val. CAR t-val. CAR t-val.
NARB Decision: Favorable - NAD Favorable
8 08172110 -0.009 (-0.37) -0.027  (-0.64) 0.021 (0.39)
10 02470310 0.008 (0.17) 0.002 (0.11) 0.014 (0.56)
23 74271810 -0.004 (-0.31) -0.010  (-0.44) -0.037 (-1.33)
NARB Decision: Favorable - NAD Ur%{avorable
14 19121610 0.030 = (3.08) 0.043 (2.53) 0.019 (0.85
16 11009710 -0.002 (-0.22) 0.010 (0.58) 0.017 (0.72;
19 75511110 -0.006  {-0.42) 0.018  (0.77) 0016  (0.53)
NARB Decision: Qn{avorable - NAD Favorable
7 08750910 -0.048° (-3.02)  -0.061 (-2.21)  -0.068 (-1.86)
NARB Decision: Unfavorable - NAD Unfavorable .
1 75127710 -0.015  (-1.05)  -0.013 (-0.52)  -0.004 (-0.12)
2 41170210 ‘ 0.029 (0.70) 0.095 {1.31) 0.020 (0.21)
3 80667010 -0.004 (-0.06) 0.124 (0.89) 0.130 {0.71)
9 11009710 0.002 {0.18) -0.019  (-0.83) -0.040 (-1.36)
12- 44181510 -0.001  (-0.04) -0.014 (-0.68) -0.014 (-0.51)
17 75127710 0.035 (2.12) 0.098 {3.43) 0.118 (3.16)
21 76152510 0.005  (0.26) 0010  (0.31) 0.026  (0.65)

B-12

Company Event Window
Case CUSIP 1-Day ~ 8-Day 5-Day
Number Number CAR t-val. CAR t-val. CAR t-val.
Filing of Suit
2 77434710 -0.005 (-0.35) -0.006 (-0.22) -0.021 (-0.64)
3 03448810 0.000 (0.01) -0.038 (-1.08) -0.056 (-1.18)
4 71815410 0.011 (0.71) 0.009 {0.35) 0.022 (0.67)
6 47816010 -0.026  (-2.06) -0.036  (-1.85) -0.052 (-1.82)
15 54042410 -0.008 (-0.17)  -0.005 (-0.17)  -0.006 (-0.16)
17 54042410 -0.002 (-0.09)  -0.016 (-0.55) 0.010  (0.26)
24 65704510 -0.016  {-1.05) 0.002  (0.08)  -0.009 (-0.26)
28 02660910 -0.010 (-1.19) ~0.018 (-1.18) -0.029 (-1.48)
34 14628510 0.019  (0.90) 0.012  (0.34) 0.026  (0.54)
50 48663810 0.011  (0.54) 0017  (0.49)  -0.001 (-0.03)
51 85313910 0.007 (0.60) 0.016 (0.72) 0.046 (1.85)
53 37576610 -0.006 (-0.29)  -0.019 (-0.55)  -0.018  (-0.41)
54 11009710 -0.006 (-0.46)  -0.007 (-0.32)  -0.010 (-0.34)
58 72151010 -0.019 (-1.19)  -0.033 (-1.20)  -0.014 (-0.40)
60 72151010 -0.008 (-0.48)  -0033 (-1.21)  -0.071 (-1.99)
Settlement
51 85313910 -0.008 (-0.57) -0.036 (-1.50) -0.0563 {-1.68)
53 37576610 0.000  {0.03) 0.002  (0.00)  -0.023 (-0.83)
54 11009710 -0.008 (-0.64) -0.019 (-0.82) -0.015 (-0.50)
58 72151010 -0.009 (-0.58) 0.031 (1.10) 0.015 (0.43)
62 14628510 0018 (-0.87)  -0.023 (-0.65)  -0.030  (-0.65)
B-13



Table B11

Lanham Act Cases: District Court Decisions

Wall Street Journal Dates

Table B12

Lanham Act Cases: Appellate Court Decisions

Wall Street Journal Dates

Company Event Window
Case CUSIP 1-Day 3-Day™ 5-Da No Entries
Number Number CAR t-val. CAR t-val. CAR  t-val.
%__gtnct Court Decision: Favorable Court Dates
4 65704510 0.015  (0.98) 0.007 (0.26)  -0.013 (-0.38)
§8 72151010 0.044  (2.76) 0.063  (2.20) 0.085  (2.82) Company Event Window
- Case CUSIP 6-Day 8-Day 11-Da
District Court Decision: Unfavorable Number Number CAR t-val N
17 54042410 0004 (-0.26)  -0.014 (-0.46)  -0.005  (-0.14) val. CAR  tval.  CAR = t-val.
28 02660910 -0.002  (-0.23) -0.011  (-0.87) -0.008  (-0.39) Appellate Court Decision: Favorable - D.C. Favorabl k
31 02660910 0.013 (1.25) 0.028 (1.56) 0.039 (1.68) 45 87933510 0.001 (0.03) -0.00; (-0.05) 0.008 (0.11)
Court Dates Appellate Court Decision: Favorable - D.C. Unfavorable
41 37083810 -0.001 -0.03 0.00 .
Company Event Window (-0.03) (0.18) 0013  (0.28)
Case CUSIP 6-Day 8-Day 11-Da; ggellate Court Decision: Unfavorable - D.C. Favorable
Number Number CAR t-val. CAR t-val. "CAR t-val 43850610 -0.015  (-0.32) -0.098  (-1.82) -0.072  (-1.13)
34 14628510 -0.084 (-1.24)  -0.110 (-1.41)  -0.077 (-0.84)
Q___trlct -Court Decision: Favorable 38 80660510 -0.001  (-0.03) -0.017  (-0.40) 0.024 (0.48)
50104410 0.064  (1.72) 0.085  (1.99) 0.075  (1.48)
26 23741010 0.001 (0.04) -0.007  (-0.28) 0.008 (0.11) Appellate Court Decision: Unfavorable - D.C. Unfavorable
30 43850610 -0.029 (-1.00)  -0.021 (-0.62)  0.001  (0.08) 31 02660910 0046 (1.94) 0045 (1.66)  0.024  (0.73)
34 14628510 0.027  (0.42) 0.040  (0.53) 0.087  (0.97)
38 80660510 -0.085 (-1.54)  -0.062 (-1.25)  -0.019 (-0.87)
45 87933510 -0.061  (-1.83) -0.089 (-1.70) -0.065 (-1.04)
Qﬁtrlct Court Decision: Unfavorable
76175310 0.004 {0.20) 0.014 (0.56) -0.028 (-0.77)
12 02660910 -0.007  (-0.24) -0.014  (-0.40) 0.003 (0.07)
15 54042410 0.022  (0.51) 0.015  (0.20) -0.022 (-0.36)
17 54042410 -0.115 (-1.21)  -0.153 (-1.21)  -0.165 (-1.34)
19 00282410 -0.033 (-0.92) -0.046  (-1.11) -0.005  (-0.10)
22 88213810 -0.079  (-0.98) -0.086 (-0.91) 0.006 (0.05)
28 02660910 0.017 (0.75) 0.020 (0.77) . -0.008  (-0.25)
31 02660910 | 0.033 (1.30) 0.027 (0.90) 0.059 (1.69)
41 37083810 -0.034 (-1.01) -0.036  (-0.91) -0.025 (-0.53)
48 90255010 -0.017 (-0.88)  -0.028 (-0.53)  -0.073 (-1.18)
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