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Does Investor Protection Regulation Induce Poorly Gverned Firms
to Go Private?

Oded Cohen

Abstract

Earlier studies show that an increase in compli@osts following investor protection reforms
induces public firms to delist from stock exchangesing a difference-in-differences
approach, | show in this paper that a decreasdanptivate benefits of control following
investor protection reforms may also make listegglattractive for the controlling shareholders
and induces them to take the firms private. Speadifi, following extensive investor protection
reforms at the country level in Israel, firms wittferior standards of corporate governance,
pre-reform, were more likely to go private postraefi. Moreover, my results support the
conjecture that by restricting controlling sharelers from using a senior executive position as

a platform for tunneling, the reforms reduced thhewentive to keep their firms public.



1. Introduction

Over the past 20 years, there has been a worldphg@momenon of public companies
choosing to delist from stock exchanges. Martinax &erve (2011) report that between 1995
and 2005, the number of public companies in Eudgmined by 25%. Grullon, Larkin, and
Michaely (2019) report that between 1997 and 2€@ielnumber of public companies in the US
declined by 50%. Similarly, between 2007 and 20te/rtumber of public companies in Israel
declined by 29%.

It is apparent that the delisting phenomenon tsdneen by only one factor. For example,
Doidge, Karoly, and Stulz (2017) review various lex@ations for the increase in delistings in
the US, including the existence of a general tréfndiecline in the number of both private and
public companies; a sharp drop in the number oflgaéalic companies, together with a more
moderate increase in the number of large compaamesan investor protection regulation that
took effect in the early 2000s. The authors shat $lbme of the suggestions they raised do not
explain the phenomenon and some of them explaomlig partially. In addition, Grullon,
Larkin, and Michaely (2019) find that the increaséelistings in the US is accompanied by an
increase in market concentration and an increasthenprofitability of the non-delisted

companies.

Though we are not able to map all the reasonshfoidelisting phenomenon, most of the
earlier studies agree that legislation aimed ategsing investor protection has a role in
inducing firms to delist (e.g., Kamar, Karaca-Mandand Talley, 2008). A common
explanation for the rise in the number of delis@mgmouncements following investor protection
reforms is the existence of compliance costs. Iriqudar, to the extent that the marginal
increase in the net listing costs following theoreis is high enough, it may offset the total

listing benefits and induce management to deligt (&ngel, Hayes, and Wang, 2007).

In this paper, | argue that even if investor pcoten reforms result in a net increase in a
firm’s value, limiting the controlling shareholde(€SHs) ability to draw private benefits of
control (PBCs) reduces their incentive to keepfitlme public. Specifically, using a difference-
in-differences (DID) approach, Cohen (2020b) shthasextensive investor protection reforms
at the country level that took effect in Israelard 2011 (henceforth “the reforms”) substituted

for the internal mechanisms of governance amomgsfivith a low quality of governance pre-



reform, and aligned them with a higher standardnwéstor protection. As a result of the
reforms, CSHs became more limited in implementimmneling activities through related-party
transactions (RPTs) and the firms increased inevdluthe present paper, | examine whether
the post-reform decrease in PBCs made the statisiog public less attractive for CSHs in

poorly governed firms and induced them to takefitines private.

| examine this question with a sample of 287 firragistered on the Tel Aviv Stock
Exchange (TASE), composed of 137 firms that annedrecdelisting during the period 2007—
2015 and 150 firms that remained public during ¢hgsars. | use the corporate governance
index (CGI) proposed in Cohen (2020a) and desciibeldtail in Appendix 1 and calculate a
corporate governance (CG) score for each firm-péservation. | define a firm as a poorly
governed, pre-reform, if its average CGlI scorehimst years was lower than the median CGI
score. | consider the poorly governed firms premef whose CSHs decreased the PBCs
following the reforms, as the treated group andwiedl-governed firms in this period as a
control group. Then | examine whether the likelilad the treated group to go private, post-

reform, increased, compared to that of the comralp.

Consistent with the notion that drawing PBCs makespublic status of a poorly governed
firm more attractive for CSHSs, | find that, keepiother variables equal, the likelihood of the
treated group to go private, pre-reform, was sigaiftly lower than that of the control group.
In the post-reform years, after the ability of CS3Bslivert assets from the firm became more
limited, the likelihood of the treated group togavate increased until it was not significantly
different from that of the control group. | alsadithat the specific aspects of CG whose low
quality, pre-reform, predicts an increase in thellhood to go private post-reform, are board
independence and board qualifications measurepectsely, by the proportion of directors
with financial, industry, and managerial expertésel by the proportion of CSHs and external

directors on the board and its committees.

Moreover, in the post-reform years, and specificédllowing the 2011 enactment of
Amendment 16 to the Companies Law, the compensati@$Hs who are employed as senior
executives in a firm (henceforth “controller execes”) became subject to more stringent
approval: the Amendment raised the required mgjariitong minority shareholders to approve

controllers’ compensation (from a third of the mritypto a majority of the minority) and, in



addition, approvals, which had been valid indedilyitbefore 2011, now had to be renewed at
the general meeting each three years. Consistehttiaé conjecture that strengthening the
minority shareholders’ power limits the controleetecutives’ ability to use their positions to
draw PBCs, Fried, Kamar, and Yafeh (2019) show @gitls became more likely to quit their
executive positions following the legislation of &nmdment 16. In the present paper, | develop
this line of research by showing that, post-refazamtroller executives also became more likely
to take firms private.

Yet, one can argue that the employment of optooatroller executives under Amendment
16 became more complicated so that the incremertpllation costs required for their
employment exceed the benefits they yield to ttm, fin which case the firm will choose to
go private. | mitigate this concern with an evetudy analysis. In particular, | show that
consistent with the conjecture that controller exiees use their position to draw PBCs,
cumulative abnormal returns around the legislatibAmendment 16, which aims to enhance
the supervision of their employment, were signifibg higher among firms with controller

executives.

My findings are robust to various analyses, intcigdcontrolling for change in the post-
reform likelihood of a delisting announcement amsngall firms, to capture the effect of an
increase in compliance costs; repeating the arsalygh a matched-sample of firms from the
treated and the control groups; excluding firmg thd not comply with the TASE rules at the
time of a delisting announcement; excluding firtmattmerged with another company due to a
business opportunity; and setting the post variablalifferent points in time to rule out the
possibility that the increase in the likelihoodtloé treated group to go private was driven by a

pre- or post-reform trend.

My study is related to two earlier studies. Letlimantis, and Wang (2008) show that the
Sarbanes—Oxley Act (SOX) induced managers in pgaerned firms to take the firms dark.
Hostak, Lys, Yang, and Carr (2013) show that, |83, foreign firms with poor governance

1 A public company may go private by cashing oushareholders. Alternatively, a company whose nurobe
shareholders and value of assets are below améntaishold may “go dark.” That is, the companysoet cash
out the shareholders. Instead, it ceases to bedraw the primary market, begins to be traded efORC market,
and get an exemption from SEC reporting obligatiéims a detailed discussion about the reasonsdioggiark,
see Marosi and Massoud (2007).



registered on US stock exchanges became more lizalglist than their counterparts on the
London Stock Exchange. Overall, the evidence irsé¢htovo papers indicates that to preserve
their private benefits post-SOX, managers remover tpoorly governed firms to less-
regulated markets. However, the firms in those papers continued to be traded on the OTC
market or on their home stock exchange, where Werg able to raise capital on the market
and their management was able to draw PBCs. In lfaciz, Triantis, and Wang (2008) find
that the likelihood of firms to go private post-S@Id not change significantly; thus, they
conclude that going dark and going private arardisevents. In the present paper, | argue that
some of the CSHs keep poorly governed firms pytdlimarily to extract rents. Thus, to the
extent that a transition to a less-regulated marketder to preserve their PBCs after investor
protection reforms is too costly, those CSHs adeiced to take the firm private.

Moreover, the above two papers demonstrate hovslddign aimed at improving
governance mechanisms at the firm level leads nesag poorly governed firms to delist
from stock exchanges. In this paper, | rely onrdimnale of Cohen (2020b) and demonstrate
how improving the country-level investor protectsubstitutes for low-quality mechanisms of

governance and induces poorly governed firms tpriyate.

Finally, the previous two papers belong to a binamicstudies that examine the effect of the
SOX Act on delisting announcements of US companiég. present paper joins a very few
others that examine the effect of an investor ptaia regulation other than SOX on delisting
announcements of non-US companies (Martinez anceS2011; Thomsen and Vinten, 2014).

The paper is organized as follows. Section 2 dessrthe investor protection reforms in

Israel. Section 3 reviews the literature. Sectioprdsents the empirical strategy, Section 5

2The systems operating at the country level arereatéo the firm, while at the firm level, such nhanisms are
internal to the firm. For example, the country desi whether minority shareholders have a veto nigapproving
related-party transactions at the general meesimilarly, the country designs the enforcement rae@ms,
including courts and regulators, and influences #fficiency. The country also operates within finm, through

a legal requirement that the firm maintain sevar@rnal mechanisms of investor protection e.ge, libard of
directors and certain committees. As is indicatedable 1 below, several reforms that require fitmestablish
certain committees on the board went into effeainduthe sample years. Some researchers considér su
mechanisms as part of the CLCG system (Chhaochhadd aeven, 2009). This paper, however, is in\ita
most of the literature examining the relation betweCLCG and FLCG, and defines all the governance
mechanisms that are internal to the firm, whethel tare mandatory or are adopted voluntarily, am-Fevel
corporate governance.



discusses the sample, Section 6 provides someigleserstatistics, Section 7 describes the

results, and Section 8 contains some robustneskshgection 9 concludes.

2. Corporate Governance Reforms in Israel
Israel is an interestingase from the perspective of investor protectiom.tii® one hand,

Israel provides high-quality investor protectiona(Porta, Lopez-de-Silanes, Shleifer, and
Vishny, 1998). On the other hand, its average cbptemium is high relative to other countries
(Dyck and Zingales, 2004; Barak and Lauterbach1204 high control premium indicates that
CSHs extract a large amount of private benefitenfthe firm at the expense of the minority
shareholders. The magnitude of these private ksnpeflong with a worldwide trend to
strengthen the quality of corporate governancggétied extensive reforms aimed at improving

investor protection quality in Israel.

To this end, in 2005, the Israel Securities Auttyoaippointed the Goshen Committee for
the Review of a Corporate Governance Code in Iswiethe end of 2006, the committee
published its conclusions, including recommendatifam reforms that would improve investor
protection. Based on these recommendations, a gaakaCG country-level and firm-level

reforms was approved in 2010-2012.

The country-level reforms involved changes in lagswell as measures to improve the
efficiency of the enforcement systems. The mostment legal change, which went into effect
in May 2011, is Amendment 16 to the Companies Lhahich raised the minimal percentage
of minority shareholders’ in-favor votes requiredapprove an RPT at a general meeting from

a third of the minority to a majority of the minty

The most notable reform to upgrade the enforcemexchanisms was the establishment, in
December 2010, of the Court for Economic Affairghvthe aim of improving the enforcement
of the criminal branch of the Companies Law, ad aglstreamlining the private enforcement

through derivatives and class action lawstitsn additional reform in the enforcement

3 Aran and Ofir (2020) analyze the contribution af thraeli Court for Economic Affairs to the effinigy of legal

procedures. The authors find that there is a gétrerad of an increase in the efficiency of legedqedures that
is independent to the establishment of the CourEfmnomic Affairs. Nonetheless, the authors shioat the

Court for Economic Affairs has a unique contribatin some aspects of efficiency e.g., the abibthandle with

complicated cases.



mechanism enabled the Israel Securities Authootympose administrative sanctions for
specific violations of the Securities Law. This sga empowered the regulator to punish
violators faster, by making the threshold of prowfeded to impose a sanction in the

administrative track lower than in the criminaldka

The firm-level reforms were implemented in threagsss. In 2010, public firms were
required to establish a financial statements cotemib supervise the preparation of financial
statements. In 2011, Amendment 16 to the Compdra@s set a number of new rules to
enhance the independence of the audit committeeiesas of the board. Finally, in 2012,
Amendment 20 to the Companies Law required firmediablish a compensation committee

that would recommend a compensation policy to theedand oversee its implementation.

More details regarding these reforms are providetiable 1.

3. Literature Review

Several empirical studies examine the effect oé#tor protection reforms on the likelihood
of public firms to delist. Most of these studiesuds on checking whether the SOX Act that
went into effect in the US in 2002 induced pubiroik to delist from US stock exchanges. The
evidence indicates that the SOX reform imposes tiamge costs that induce a specific kind
of firms to delist, primarily smaller ones for whithe fixed costs required to comply with the
SOX provisions exceed the relatively small beneditdeing public (e.g., Holmstrom and
Kaplan, 2003; Chhaochharia and Grinstein, 2007).

Marosi and Massoud (2007) find that the numberiraiid that went dark in the US grew
following SOX. Moreover, the authors show that therease in the compliance costs post-
SOX, as reflected in an increase in the audit f@as,a major determinant of the decision to go
dark. Becker and Pollet (2008) find that the likebbd of small firms to go private also increased
after SOX. Engel, Hayes, and Wang (2007) attritbieeincrease in the likelihood of small

firms to go private also to the lower marginal Hérfer these firms from the SOX reforfn.

4 Specifically, small firms are characterized as hgyreater insider ownership, which implies longerecy costs.
Moreover, one of SOX’s goals is to make insiderdtdings less liquid. Nonetheless, insiders’ holdiagnong the
smaller firms were less liquid already pre-SOX, &edce their marginal benefit from the SOX reforasviow.



To control for a confounding effect of a generaifive trend of delisting decisions, Kamar,
Karaca-Mandic, and Talley (2008) examine the changie likelihood of US firms to go
private post-SOX, using non-US firms, which are suject to SOX provisions, as a control
group. Consistent with the argument of an increasbe compliance costs, the authors find
that, post-SOX, small firms in the US became mikedy to be bought by private owners, after
which they were no longer bound by SOX provisiddartlet (2009) supports the conjecture
that the increase in compliance costs post-SOXoieraf a burden for small firms, and shows
that the use of high-yield debt to finance gointygtie transactions, after which a firm remains

subject to SOX provisions, decreased post-SOX imngynall-medium transactions.

Besides the conjecture on compliance costs, a &ens argue that the post-SOX increase
in the likelihood to delist is driven by the incemt of management to preserve its private
benefits. Thus, Doidge, Karolyi, and Stulz (2016pw that, post-SOX, cross-listed firms
whose investor protection quality in their homemioyenabled management to keep its private
benefits became more likely to delist from the mdjs stock exchanges. Other studies
demonstrate this point using cross-sectional vianain governance quality between firms.
Leuz, Triantis, and Wang (2008) show that, post-S@dorly governed firms became more
likely to go dark, where lower disclosure requirentseenabled management to preserve its
private benefits. Hostak, Lys, Yang, and Carr (3GIw that poorly-governed foreign firms
registered on US stock exchanges became more tikdilist post-SOX than their counterparts
on the London Stock Exchange.

Yet, even after implementing one of the ways ofdiielg as in Doidge, Karolyi, and Stulz
(2010), Leuz, Triantis, and Wang (2008), and intabsLys, Yang, and Carr (2013), the firm
nevertheless remains public because its shareggistered on the OTC market or its home
stock exchange. In particular, the firm may be ableise capital, albeit under less favorable
conditions, and the management may still be abkxtaact private benefits at the expense of
the other shareholders. To the best of my knowledgestudy shows that compared to well-
governed firms, poorly governed firms became maeely to go private following investor

protection reforms.

Moreover, the majority of literature focuses on #ffect of the SOX reform on delisting

announcements. In fact, the research on the effeovestor protection regulation outside the



US on the likelihood of a firm to delist is prettigarce and focuses mainly on the compliance
costs explanation. Martinez and Serve (2011) sthatvdmaller or less profitable firms became
more likely to go private following an investor peotion reform in France. Thomsen and
Vinten (2014) use the index of La Porta, Lopez-dar®@s, Shleifer, and Vishny (1998), which
was revised by Pagano and Volpin (2005), to exantiee effect of changes in national
corporate law and in codes of best practice dutliregyears 1996—2004 on the likelihood of
firms to delist from European stock exchanges. @h#&hors show that stronger investor
protection is associated with a higher number &iftieg announcements. Consistent with the

compliance costs explanation, the effect on sniratisf was stronger.

Finally, focusing on the SOX reform enables onexplore the effect of a firm-level
regulation on the likelihood to delist. Howeverthe best of my knowledge, no paper uses the
notion of the substitution between firm-level amiiotry-level CG to demonstrate an increase
in delisting announcements among poorly govermeasffollowing investor protection reforms

at the country level.

In the present paper, | demonstrate how investoteption reforms at the country level
outside the US aimed at limiting the ability towrBBCs, may induce CSHSs in poorly governed

firms to take those firms private.

4. Empirical Strategy

A public firm has unique costs and benefits nonfibin private companies (e.g., Pagano,
Panetta, and Zingales, 1998). These costs anditseaef attributed to the CSHSs in proportion
to their holdings. In addition, CSHs expropriate ttompany at the expense of the other
shareholders. In deciding whether to keep the fitdblic, CSHs face a tradeoff between their
portion of the unique benefits of being public dmeir PBCs, on the one hand, and their portion
of the unique costs of being public, on the otler.investor protection regulation thus has a
dual impact on the tendency of a CSH to delistcthapany. On the one hand, decreasing the
PBCs makes the status of being public less atiador CSHs. On the other hand, as is
demonstrated in Cohen (2020b), raising the quafiipvestor protection increases the market

value of the company’s shares, which in turn makegashing out of the minority shareholders

10



more costly. In Appendix 2, | demonstrate with azg@mple theoretical framework how, under
certain assumptions, decreasing the PBCs folloveingnvestor protection regulation may
induce CSHs, especially those for whom the prernefioenefits of being public do not exceed

the costs, to delist their firms.

In this section, | describe the empirical strateged to study the effect of a decrease in
PBCs following investor protection reforms on teadency of CSHs to delist the firms. Recall
that Cohen (2020b) provides evidence that CSHsrrsfthat were poorly governed before the
reforms drew fewer PBCs after the reforms. Basethermodel in Appendix 2, | assume that
following the decrease in PBCs, CSHs in firms thate poorly-governed pre-reform became,
on average, more likely to take those firms priyaist-reform. Thus, | implement a difference-
in-differences approach by considering the firnet there poorly governed before the reforms

as a treated group and the firms that were welkgued before the reforms as a control group.

In particular, | defind.ow CGl2007-2010as a variable that takes a value of 1 for a fitnose
average CGl score in the years 2007-2010, calcubsteed on the CGI, was below the median
score in those years and 0 otherwise. In additidefinePostas a dummy variable that takes
a value of 0 in the years 2007-2010 and 1 otherwiseamine the effect dfow CGl2007-2010
and Low CGl 20072018 POst variables on the likelihood of a delisting annocement. To the
extent that drawing PBCs, pre-reform, incentivif&8iHs to keep the treated group public, |
would expect, keeping other variables equal, a theg&ffect ofLow CGI 20072010 ON the
likelihood of a delisting announcement. Post-refotime incentive to draw PBCs disappeared
and so | would expect the likelihood of the treageaup to go private to increase untiteris
paribus it is not significantly different from that oféhcontrol group. Namely, the effect of the
interaction variabld.ow CGl 20072016 P0st on the likelihood of a delisting announcement is
expected to be positive and the sum of the coeffisi ofLow CGl2ooz2010andLow CGl2007

2016"Postis expected to be insignificant.

To examine these hypotheses | use two main mobedsfirst is a linear probability model

(LPM) with a dependent variable that takes a vaitié for a firm-year observation with a

> A similar rationale is proposed by Chhaochharia @nidistein (2007) for checking market reactiontte 580X
Act. Specifically, the authors show that the firthat were less compliant with SOX provisions in gne-SOX
period showed higher abnormal returns around thisl&ion.

11



delisting announcement and 0 otherwise. The LPMlesaus to mitigate the concern of an
unobserved heterogeneity by including firm fixeteefs in the regressions. Nonetheless, the
LPM does not handle the right-censored observatiwhgh are of the firms that announced a
delisting only after the end of the sample yearsisT | follow Mehran and Peristiani (2009)
and Bharath and Dittmar (2010) and also use Cordpgrtional hazard model. The model
assesses the likelihood of a hazard, defined agliatidg announcement, aftéryears,
conditional on the firm not announcing a delistungil that point in time. The hazard rate in

that model is formally defined as
h(t, X(t — 1)) = h(t — 1,0) exp (B'X(t — 1)),

whereh(t, X(t — 1)) is the hazard rate of a firm in yetavonditional on a vectox of one-year
lagged explanatory variables. TH&t — 1,0) is the baseline hazard function that is the hazard
of a delisting given that the variablesXnare zero. The model estimates the hazard ex{o
(6), which is the change in the likelihood to go ptévgiven a change of a unit in an explanatory
variable. For a given variable, a hazard ratio ihgtreater than 1 indicates a positive effect of
the variable on the likelihood to delist while azhal ratio lower than 1 indicates a negative

effect.

Setting the threshold of the poorly governed aetl-governed firms on the median value
is arbitrary. For this reason, | also use @@l 20072010 Which is the average CGl score, pre-
reform, of each firm, as a continuous explanat@wable. In particular, pre-reform, | would
expect that the lower the CGI score is the grethePBCs and the lower the likelihood of a
firm to delist. That is, there is a positive effetthe CGl 20072010 variable on the likelihood to
delist. Moreover, | would expect that the lower theality of governance is pre-reform, the
higher the likelihood of a firm to delist post-refo. That is, there is a negative effect of the

interaction variabl€ Gl 2007201¢Post on the likelihood to delist.

To control for the effect of governance improvetnamthe likelihood to delist | include in
the regressions theGl variable, which is the governance score of a fpear observation that
Is calculated based on the CGI. Including the C&lable in the regressions also enables me

to isolate the effect of the country-level reforors the tendency to delist. In particular, the

% Following Mehran and Perisitiani (2009), amongeoth | lag the explanatory variables by one year.

12



within-firm variation in theCGI variable captures both changes in CG quality valtily
undertaken by a firm and improvements owing tollegi@rms at the firm level as wélllhus,

the coefficient of the interaction varialllew CGl2o07-2018'P0st exclusively captures the effect
of the country-level reforms on the likelihood oflalisting announcement among the treated
group.

In December 2013, the Law for Promotion of Comjmetiand Reduction of Concentration
(“the Concentration Law”) went into effect. The @entration Law includes a provision
prohibiting the existence of a pyramid with morariitwo layers. To the extent that firms in
the treated group are more likely to be part ofi@mid with more than two layers, the post-
reform increase in their propensity to delist maypart of a preparation to comply with the
provisions of the Concentration Law by decreashegpyramid’s layers instead of a reaction
to a decline in the PBCs. To rule out this condenclude in the regressions a dummy variable
Concentration Lavihat takes a value of 1 if a firmn yeart is part of a pyramid composed of

at least three layers and so is more likely tostledue to the Concentration Law, and 0

otherwise.

Finally, as in earlier studies, the regressiomtuitte a battery of control variables that may
affect the decision to go private besides the reorTable 2 provides the definition of the
variables that are used in this paper. Table 3pteshe predicted effect of the control variables

that are used in this paper on the delisting dewjsased on the previous literature.

7 As mentioned in Cohen (2020a), the CGI componénatsttecame legally required during the sample-peaie
useful in a fixed-effects regression for a perioat thbegan before the legislation and ended aftesritt into effect.
In such a regression, | would be interested ireffect of any change in CG quality over time, bedluntary or
legally required, on firm outcomes. Thus, in cadtinlg the CGI scores in the present paper, | derdude the
components that became legally required during#meple period.

13



5. Sample and Data

My sample is a panel of non-financial publiclydea Israeli firms during the years 2007—
2015. To build the sample of delisted companieseld the report on “The Development of the
Number of Public Firms” that is published annu#ljythe TASE. | started with a group of 339
firms that were delisted during the sample yeaggcluded from this group: 42 dual companies
registered on the US stock exchanges, where thde@G& requirements are substantially
different from those in Israel; 22 financial firn&2 debt companiés46 firms that were forced
to delist due to liquidation or debt restructurid; firms in which the data that is required for
calculating the financial variables was not fullyadable; and 17 firms excluded for other
various reasons, including firms that became puddtier 2010 for which | cannot calculate the
pre-reform CGI scores, firms whose CSHs post-refdiffer from their CSHs pre-reform, and
firms with dispersed ownership. The final samplesists of 137 delisted firms. The sample of
non-delisted firms consists of 150 nonfinancial pames that were listed exclusively on the
TASE from 2007 or later until 2015, the majoritywliich were traded on the TA 100 Index
and the TA MidCap Index for at least part of thesipd. Altogether, the total sample of delisted
and non-delisted firms consists of 287 companiesTdble 4, | describe the construction

process of the sample.

For each firm-year observation, | calculated a G&lire based on the CGI. The database
used for calculating the CGI scores is hand-cadléclts main source is annual reports, which
are publicly available on the MAYA website. Of pamiar relevance is Chapter 4 of these
reports, entitled “Additional Details Regarding tGempany,” which contains information on
CG, including the directors’ education, employmieistory, and family ties within the board;
board committees and other boards on which thetdireserve; whether a director is an outside
or independent director; the names of the direaonployed by the firm; and details of the

firm’s structural ownership.

Finally, based mainly on the firms’ annual finaal@tatements, | collected data on control

variables such as size and leverage.

8 Of these, 13 companies did not publish finandialesnents reports and 23 were compulsorily deligitegl to
liquidation or debt restructuring.
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6. Summary Statistics

Table 5 presents a comparison between the finlaveniebles of the delisted firms and the
non-delisted firms in the year before the delist@mgnouncement. There are significant
differences between the firms in the two groupse akerage age of the delisted firms is 16
years and is greater than the average age of 14 gethe non-delisted firms. Consistent with
the conjecture that some of the listing costsiaszlf and hence are more burdensome for small
firms, the average size of the delisted firms, RIZ6 billion, is less than the NIS 0.65 billion
of the non-delisted firms. The average leveragimefdelisted firms is 0.22, less than the 0.26
of the non-delisted firms. Consistent with the foeesh flow hypothesis suggested by Jensen
(1986), the average ratio between the free cash fllom operating activities and the firms’
liabilities among the delisted firms is greaternthhat of the non-delisted firms; however, the
difference is insignificant. As in Becker and Po([2008), | find that the growth opportunities
of the delisted firms—an average market-to-booloraf 0.41 and an average CAPEX of -
0.01—are significantly lower than the 0.69 and Q1@&pectively, of the non-delisted firms.
The average holdings of institutional investors agithe delisted firms are 3 percent versus 8
percent among the non-delisted firms. This findsigonsistent with Mehran and Peristiani
(2009) who show that the financial visibility ofleed firms is significantly lower than that of
non-delisted companies. Additionally, this findisgonsistent with Lauterbach and Mugerman
(2018) who show evidence of a negative effect sfitational investors on the likelihood of a
freeze-out offer acceptance. The profitability loé telisted firms as reflected in the average
ROA is 0.04, significantly lower than the 0.06 bétnon-delisted firms. Finally, the average
CGl score of the delisted firms, which | consideraaproxy for governance quality, is 47,
significantly lower than the 51 of the non-delisteths. Overall, it seems that compared to the
non-listed firms, the delisted firms in my sample alder, smaller, less leveraged, less
profitable, with lower growth opportunities, low&nancial visibility, and lower quality of

governance.

The existence of systematic differences betweendgdisted and the non-delisted firms
indicates that the assignment of firms to those gvoups is not random. Thus, the possibility
to draw a clear causal inference between a cectanacteristic of a firm and the decision to

delist in the absence of an exogenous shock tallaisacteristic, is limited. In the present paper,
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| examine the effect of a decrease in the PBCéenlécision to delist, using the change in the

quality of investor protection following the refosnas an exogenous shock.

Specifically,Figure 1 presents the number of firms that wersstel from the TASE in each
of the years 2007-2015. It is apparent that in 2Q011, there is a trend of a slight increase in
the number of delisted firms. However, in 2012 tmignber increased dramatically, from 17
firms in 2011 to 33 firms in 2012. The number ofisted companies remained high in 2013
and 2014 and dropped back to a lower level ofddionly in 2015. The increase in the number
of delisted firms in 2012—-2014 is consistent wite hypothesis that the reforms induced firms

to delist.

To the extent that the increase in the delistimgsnf2012 was driven by a post-reform
limitation on drawing PBCs, | would expect the nwenbf delistings to increase more among
firms in the treated group than among firms in ¢oatrol group. In Figure 2, | present the
Kaplan—Meier survival estimat@separately for the treated group and the contalgr The
survival estimates in the first part of the samghet is, for the years 2007-2010, was similar
in both groups® From the fifth year of my sample—2011—the survieatimates of both
groups decreased. However, the decrease was giredbertreated group. These findings are
consistent with my conjecture that the increasaletistings post-reform was driven by a

decrease in the PBCs.

In Figure 3.1, | show the proportion of the firmhat announced a delisting from the treated
group and the control group, denoted respectivgl§Lbw CGI 20072016 and “High CGl2007-

2010 separately before and after the reforms. Thattnent effect of the reforms on the

% The Kaplan—Meier survival estimator reflects thelability that a firm will survive as a public cgany in year
t conditional that it did not go private in the pimys years. More formally, the survival estimafér) is calculated

asS(t) = [Ti<c(1 —%), where d; is the number of firms that announced a delisiingeart;, andn; is the

number of firms that did not announce a delistim¢hie yeatt;.

10 The similarity between the survival estimatorghia treated and control groups, pre-reform, derfi@s the
fact that Figure 2 is based on a univariate analy&pecifically, pre-reform, CSHs in poorly govetrfems are
incentivized to keep the firm public and so presetiveir PBCs. However, poor governance may be leteck
with a lower investment opportunities, which inrtus correlated with a lower capital requiremend angreater
likelihood to go private. To isolate the negatifieet of drawing PBCs from poorly governed firmstbe decision
to delist, pre-reform, one has to implement a maiiate analysis and to keep the investment oppibies, as
reflected in market-to-book and CAPEX ratios, canstActually, in Section 7 | implement such a nvaltiate
analysis and show that, pre-reform, the likelihoddhe treated group to delist was significantlwéo than that
of the control group.

16



likelihood to announce a delisting is the differerietween the post-reform and pre-reform
differences in the proportion of delisting announeats in the treated group and the control
group. A positive difference-in-differences mayicate that the reforms induced the treated
group to announce a delisting. Figure 3.1 indictttes indeed the difference-in-differences is
positive ((35%—20%)—(19%—16%) = 12%).

Next, | examine what is the governance aspectswhav quality, pre-reform, predicts an
increase in the likelihood to go private, post-refoSpecifically, | examine two aspects: “board
qualifications” and “board independence,” which e equally weighted average of the CGl
components that measure board qualifications aaddiodependence, respectively. | define a
firm as “Low Board Qualificationsoo7—2016 and as “Low Board Independengg@7—2014 if its
average board qualifications score and board intigoece score, pre-reform, are below the
median board qualifications score and the mediardmdependence score, respectively, in
those years. Next, | repeat the same differenaifiarences analysis as in Figure 3.1 for the
pre-reform low-qualified firms and for the pre-rafolow-independence firms. The findings in
Figures 3.2 and 3.3 indicate that the reforms iedutbe pre-reform low-qualified firms and
the pre-reform low-independence firms, respectivelyannounce a delisting: the difference-
in-differences for the pre-reform low-qualifiedrfis is (36%—20%)—(20%—-15%) = 11% and
for the pre-reform low-independence firms is (338#4)—(19%—-14%) = 10%.

Fried, Kamar, and Yafeh (2019) show that makinmpensation approval subject to the
majority of the minority rule in Amendment 16 incdletCSHs to quit their executive positions.
Developing this line of research, | examine whethking compensation approval more
stringent induced controller executives to take fihe private. Figure 3.4 shows that, pre-
reform, 8% of the firms in which at least one of #enior executives was a CSH announced a
delisting, relative to 19% otherwise. Those findirgre consistent with the conjecture that
holding a senior position in a firm, pre-reform,sr@nsidered by CSHs as a means of drawing
PBCs and so incentivized them to keep the firm ipubhe difference-in-differences analysis
shows that, consistent with the rationale in Fri€amar, and Yafeh (2019), the percentage of
delisting announcements, post-reform, among timesfwhose senior executives, pre-reform,
were also CSHs increased by (36%—26%)—(8%—-19%p%. 21
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7. Results

In Table 6, | present the results of the hazardehregressions (Columns 1-3) based on the
empirical strategy in Section 4. The hazard ratbshe Low CGI 20072010 Variable are
significantly lower than 1 (Columns 1 and 2). THisding supports the conjecture that
extracting PBCs was a pre-reform positive incentoreCSHSs in the treated group to keep the
firms public. Limiting the ability of expropriatigrpost-reform, pushed firms in the treated
group to go private: the hazard ratio of thew CGI 2007201 POSt variable is statistically
significant and higher than 1. Moreover, the surthefhazard ratios that are calculated for the
Low CGl 20072010 andLow CGl 2007-2016°POSt variables is statistically insignificant. Namely,
post-reform, extracting PBCs no longer has a pasgifect on the tendency of CSHs to keep
the treated group public. A similar conclusion idaned in Column 3, with th€GI 20072010
and CGl 2007201¢'Post variables: the hazard ratio is statistically siigant and greater than 1

for the CGl 20072010 variable and lower than 1 for tl&G] 2007-2018P oSt variable.

The results from the LPM analysis in Columns 4ls6 aupport the hypothesis that the drop
in the PBCs of the treated group after the refamdsced their CSHs to announce a delisting:
the coefficient of th&eow CGl2007-2018'P0st (CGI 20072016 P0St) variable is positive (negative)
and significant. The LPM analysis also indicatest the effect of the reforms is economically
significant: compared to the control group, theslikood of the treated group to announce a
delisting, post-reform, increased by 8 percentag@tp (Column 5). Similarly, Column 6
indicates that a decrease of one standard deviatitme pre-reform CGI score is correlated
with an increase of 6 percentage points in thdiliked of the treated group to announce a

delisting, post-reform.

The effect of each of the control variables onlikelihood of a delisting announcement is
in line with the predictions in Table 3. Specifigalcompared to the non-delisted firms, the
firms with a greater likelihood to delist tend te #maller, with lower growth opportunities (as
reflected in a lower market-to-book ratio), gredtee cash flow, lower financial visibility (as
reflected in fewer institutional holdings), and yhtend to be part of a pyramid with at least
three layers and therefore were influenced by threc€ntration Law. The effect of theverage

variable on the likelihood of a delisting announeainis statistically insignificant. It is worth
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mentioning that | have no exogenous shock to astalal causal inference between those

characteristics and the likelihood of a delisting.

Next, | examine what was the specific governarspeet whose low quality, pre-reform,
induced the CSHs to delist the firms they contdyllpost-reform. In particular, 1 examine
whether the firms whose board were low-qualifiedawv-independence pre-reform, denoted
respectively by théow Board Qualificationsooz2010 andLow Board Independencgoz2o10
variables, were more likely to announce a delispogt-reform. The results in Table 7 indicate
that low quality in each of these aspects signifiljadecreased the pre-reform hazard of a
delisting announcement: the hazard ratio of eadhedfow Board Qualificationseoz2010and
theLow Board Independenegsyz2o1ovariables is lower than 1 (Columns 1 and 3, retspey).
However, as the coefficients of thew Board Qualificationgooz201dPost andLow Board
Independencexnoz201Post variables reflect, the post-reform likelihood of delisting
announcement among firms with pre-reform low guailit each of those aspects increased.
Moreover, the LPM analysis in Column 2 (Column #jyicates that the effect is also
economically significant: the firms whose board had qualifications (independence), pre-

reform, became more likely to announce a delidhiyngd 1 (9) percentage points, post-reform.

In Table 8, | repeat the analysis with the cordumivariable®oard Qualificationsooz2010
and Board Independenceooz2019 Which are the equally weighted average of the CGI
components that measure board qualifications aratdbondependence, respectively, pre-
reform!! The results do not substantially change. In trerpform years, firms with a less
qualified board or a less independent board wese likely to go private (Columns 1 and 3,
respectively). In the post-reform years, the likebd of these firms to go private increased.
The effect is also economically significant: a é&se of one standard deviation in the score of
the board qualifications (independence), pre-refasrcorrelated with an increase of 6 (4)

percentage points in the likelihood to delist, pegbrm (Columns 2 and 4, respectively).

Finally, I use an LPM and a hazard model as sigecih Section 4, to verify that firms

whose management included a CSH, pre-reform, beosonelikely to go private, post-reform.

11 To avoid omitted variable bias, | include in thegression withBoard Qualificationszez2010 (Board
Independencenoz2019 as an explanatory variable also &l Minus Board Qualificationsooz2010 (CGI Minus
Board Independencgoz2019, Which is the equally weighted average of the €&hponents that do not measure
the board qualifications (board independence) pferm.
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TheLow CGl2oo07-2010and theLow CGl2oo72016°POSt variables are replaced, respectively, with
the CSH is Senior Executivgoz2010 variable that takes a value of 1 for a firm wheeaior
executives, pre-reform, included a CSH and 0 otlsenand with the interaction variallsSH

is Senior Executiveyoz201¢Post 12

The results, in Table 9, support the hypothesis @SHs who served as senior executives,
pre-reform, used their position to draw PBCs an tiad a greater incentive to keep the firms
public: the hazard ratio for tHeéSH is Senior Executivgoz2010variable is less than 1 (Column
1). Following the post-reform limitations on usiagenior managerial position to draw PBCs,
controller executives were more likely to take finen private, as reflected in the hazard ratio
of the CSH is Senior Executive@ozz01d°Post variable, which is significantly greater than 1.
Thus, in the post-reform years, controller exe@siare not incentivized either to keep the firm
public or to take it private more than CSHs whando hold a managerial position: the sum of
the coefficients of th&€€SH is Senior Executiv@oz2010 and CSH is Senior Executiv@oz
2016*POst variables is not significant. A similar conclusitwilows from the LPM regression
(Column 2).

8. Robustness Checks

Are the above results confounded by systematiréifEes between the control group and the
treated group?

As mentioned above, in the present study | examinether firms with poor governance,
pre-reform, became more likely to announce a diefjspost-reform. A main concern in this
kind of analysis is the possibility that the reswte driven by systematic differences between

the treated group and the control group, rather byadifferences in governance quality.

Accordingly, possibly my results are driven by atp@form shock, other than the reforms,

that affected an underlying characteristic of tieated group and led the firms to delist.

12To avoid omitted variable bias | include in theresgions the variabl@Gl Minus CSH is Senior Executiugz

2010 Which is calculated as the equally weighted ayeraf the CGIl components, pre-reform, except the
component that examine whether a CSH is a senioaga.
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Nonetheless, as a change in an underlying chaistatas likely to be reflected in a change
in some of the observable variables of the tregtedip, | examine whether the observable
variables of the treated group changed post-refarable 10 presents the differences in
observable characteristics between the treatedhendontrol groups separately for the years
before and after the reforms. The results for theerpform years indicate that there are
systematic differences between those two groupdréated group is significantly smaller, less
leveraged, with more free-cash flow, and with lowrsmestment opportunities (lower market-
to-book ratio and CAPEX). However, with the exceptof the market-to-book ratio, the pre-
reform differences in those variables between thatéd and control groups did not change
significantly post-reform (Column 7). Consistentlwthe conjecture of substitution between
country-level and firm-level corporate governanceppsed in Cohen (2020b), the market-to-
book ratio of the treated group significantly ireesed after the alignment with higher standard
of investor protection post-reform so that it beeamsignificantly different from that of the
control group. Overall, there is no evidence ofhange in an underlying characteristic that
made the treated group more likely to go privatstypeform.

Yet, possibly the reforms caused the increaseerlikielihood to delist among the treated
group but through another systematic differenctherathan the difference in governance
quality, between the treated and the control grolipe concern is more severe eitheir if that
systematic difference is not included as a contasiable in the regressions above or that its
effect on the likelihood to delist is non-lineanrfexample, to the extent that the treated group
is composed of smaller firms, its post-reform il in the likelihood to delist could be
explained by more burdensome compliance costswoilp the reforms rather than by a

decrease in PBCs.

| address this concern using propensity score nmagchn particular, | run a probit regression
with theLow CGl2o072010as a dependent variable and $iee Leverage OCF, Market to Book
ratio, andCAPEXas explanatory variables. | choose those explanatiables as the results
in Table 10 show that these variables systemayiclififler between the treated and the control
groups. Based on the probit regression, | buildssample of 172 matched firms in which the
average predicted probability of being part of toatrol group or the treated group is very

similar. To the extent that my results are confathby differences, other than differences in
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governance quality, between the treated and theaigroups, | would expect the increase in
the post-reform likelihood of the treated groug#dist not to hold in an analysis that is based
on a matched sample. The results, presented ire TEh! indicate that this is not the case.
Specifically, the analysis based on the matchedpkaindicates that the likelihood of the
treated group to delist increased. These resulid both in the hazard model regressions
(Columns 1 and 2) and in the LPM regressions (Cokifand 4).

Finally, to more specifically mitigate the concehat my results are driven by an increase
in compliance costs, | include in the regressitesSizé Postvariable. To the extent that my
results are driven by compliance costs, | wouldeexpn increase in the post-reform likelihood
to go private among the small firms. The resulespnted in Table 12 indicate that this is the
case. Pre-reform, smaller firms were more likelgagorivate, as reflected in the hazard model
(LPM) regressions: the hazard ratio (coefficient)theSizevariable is less than 1 (negative).
Consistent with the existence of compliance cabtspost-reform likelihood of small firms to
delist increased: the hazard ratio (coefficient) tioe Size*Postvariable is lower than 1
(negative). However, even after including tBe&ze*Postvariable in the regressions, the
coefficients of the_ow CGl 2007-201dP0st or CGI 20072018 P0OSt variables remain statistically
significant. That is, even if the increase in tlstpreform delisting announcements was driven

to some extent by compliance costs, it appearsttiats driven by a decrease in PBCs as well.

Is the post-reform increase in the tendency of dinrm delist due to a limitation on the

employment of optimal controller executives?

Above, | argue that the post-reform limitationtbe use of a senior managerial position to
draw PBCs decreased the incentive of a controllercaive to keep the firm public.
Alternatively, it may be argued that, on averag&§HS are indeed optimal managers.
Nonetheless, the post-reform employment of a CSHa asenior manager became more
complicated so that the incremental regulationscoah exceed the benefits that the controller

executive generates for the firm, in which casefitine will choose to go private.

To mitigate this concern, | implement an evendgtaround the legislation of Amendment
16, which, as mentioned above, is a specific reguidghat makes the employment continuation

of a CSH as a senior executive more stringenthéncise where the controller executives are
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indeed optimal managers, | would expect firms whmgereform senior executives are CSHs
to react more negatively to the legislation of Amhe@nt 16 than the other firms. However, in
the case where the controller executives use thegition to expropriate the minority

shareholders, | would expect the firms’ reactiobegoositive.

As a first step, | calculate the abnormal retusased on the capital asset pricing model
(CAPM). Next, | calculate the cumulative abnornmeturns (CARs) around March 6, 2011—
the date on which Amendment 16 was approved byKimesset—for four different time
windows. Then, | run four OLS regressions in eachich the dependent variable is one of
the CARs that were calculated and the main exptapatariable isCSH is senior Executive
20072010 Consistent with the conjecture that firms consiélmendment 16 as a reform that
decreases the ability of controller executivesemdPBCs, the firms with pre-reform controller
executives had significantly higher CARs aroundléggslation, by 5 to 15 percentage points

in the time windows of +1, -1 and in +5, -5, respady, compared to other firms (Table 13).

Distinguishing between different kinds of delissing

In the above analysis, | did not distinguish betwedifferent triggers of delisting
announcements. In particular, there are two reasdnsa firm may announce a delisting
besides a decrease in PBCs which | discussed abbeefirst is a business opportunity of
merging with another company that is controlleddifferent CSHs. The second reason for a
delisting is a violation of the TASE rules includithose of size or liquidity. In Table 14, |
repeat the analysis with a sample that does nhidedhe mergers with firms that are not CSHs
(Columns 1 and 3) and the firms that were forcedeltst due to a violation of the TASE rules
(Columns 2 and 4). The conclusions do not changecifically, the hazard ratios (coefficients)
of theLow CGl2007z2016P0st variable remains significant and greater thandksifpve) in the

hazard model (LPM) regressions.

13 1t may be argued that the legislation of Amendnmignivas anticipated and that, therefore, it is n&@propriate
platform for an event study. However, a comparibetween the market values of the firms whose piere
senior executives were CSHs and the other firmigétels that the difference between those two grdighsot
significantly change during the year before the Adment 16 went into effect. This finding does ngisort the
existence of earlier expectations that were emlskdinte the share price and so distort the abovetestidy
analysis.
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Alternative definitions of the post variable

It may be argued that the likelihood of the trdageoup to delist increased already before
the reforms. Alternatively, it may be argued the likelihood increased long after the reforms
due to another shock rather than the reforms.ityvirat those are not the cases with two tests.
In the first test, | defin@ost2000-2010aS @ dummy variable that takes a value of 1 ferydars
2009 and 2010 and 0 otherwise. Then | run a reigress a subsample of firms in 2007-2010
and verify that the likelihood of the treated grdaplelist did not increase in 2009-2010; i.e.,
the coefficient of th&ow CGl2007-2016* POSt2009-2010S insignificant. In the second test, | repeat
a similar analysis with a regression on a subsamwipfems in 2011-2015 and verify that the

coefficient of the interaction variablew CGl2007-201'P0St 2013-20151S insignificant.

The results, presented in Table 15, indicatettieatoefficients of theow CGlooo7-2016P0OSt
2009—2010 Variable (Columns 1 and 3) and of thew CGI 2007-2013'POSt 20132015 variable

(Columns 2 and 4) are indeed insignificant.

9. Conclusions

The corporate finance literature shows evidencefgreater tendency of public firms to
announce a delisting following investor protecti@fiorms due to an increase in compliance
costs. Using a DID approach and the heterogeneggvernance quality between firms, | show
that limiting the ability of CSHs to draw PBCs frahe company following investor protection
reforms possibly also has a role in incentivizir§H3 to take firms private. Specifically, | show
that firms with poor governance, in which the CStaw more PBCs, were less likely to go
private pre-reform. Then | show that, post-refowhen it became harder to draw PBCs, CSHs
in poorly governed firms lost their unique positineentive to keep the firms they controlled
public so that the difference in the likelihooddlist between the firms with poor governance

and well governance is insignificant.

It is worth noting that in the present study Imlut assess the overall welfare effect of the
increase in the tendency of poorly governed firmga private. This effect may depend on
various factors, such as the extent to which theketas efficient. In particular, in a completely
efficient market the investors fully internalize ethnegative effect of the pre-reform

expropriation into the firm’s share price. In tbase, the welfare benefit of investor protection
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legislation may be lower than either the cost diugng the ability of the delisted firms to raise

fund and the increase in compliance costs of tinesfthat remained public.

This paper complements the findings in Cohen (B)2dd shows that increasing investor
protection quality in a country may force CSHs oogy governed firms to choose between

becoming more investor-friendly, as shown in Cof&920b), or to take the firms private.

25



References

Andres, Christian, André Betzer, and Charlie We0(Q7) “Shareholder wealth gains through
better corporate governance: The case of EuropBanittansaction$ Financial Markets and
Portfolio Management21(4): 403424.

Aran, Yifat, and Moran Ofir (2020) , “The effect specialized courts over timeTime, law,
and Change: An Interdisciplinary Study (Ranchordasand Roznai Y. eds), Oxford, Hart
Publishing

Aslan, Hadiye, and Praveen Kumar (2Q1Demons or cherries? Growth opportunities and
market temptations in going public and privateournal of Financial and Quantitative
Analysis 46(2): 489526.

Barak, Ronen, and Beni Lauterbach (2011), “Estingathe private benefits of control from
partial control transfers: Methodology and evidehdaternational Journal of Corporate
Governance2(3—4): 183-200.

Bartlett, Robert P. Ill (2009)*'Going private but staying public: Reexamining thiea of
Sarbanes—Oxley on firms’ going-private decisibhuniversity of Chicago Law Review6(7):
7-44.

Becker, Bo, and Joshua Pollet (2008)he decision to go privateWorking paper, Emory

University.

Belkhir, Mohamed, Sabri Boubaker,, and Wael Roy#Rl13) “Excess control, agency costs
and the probability of going private in Fratic&lobal Finance Journal24(3): 256-265.

Bharath, Sreedhar T., and Amy K. Dittmar (2Q1®¥hy do firms use private equity to opt out
of public markets;? The Review of Financial Studje&z3(5): 177+1818.

Burkart, Mike, Denis Gromb, and Fausto Panunzi (3200Agency conflicts in public and

negotiated transfers of corporate contrdkie Journal of Finangeb5(2): 64#677.

Chancharat, Nongnit, Chandrasekhar Krishnamurt, @ary Tian (2012), “Board structure
and survival of new economy IPO firm&brporate Governance: An International
Review 20(2): 144163.

26



Chhaochharia, Vidhi and Yaniv Grinstein (2007), fearate governance and firm value: The
impact of the 2002 governance rulestie Journal of Finange2(4): 1789-1825.

Cohen, Oded (2020a), “Measuring corporate govemayuality in concentrated-ownership
firms,” Bank of Israel Discussion Paper
Cohen, Oded (2020b), “Firm-level and country-lesaiporate governance: Does one substitute

or complement the otherBank of Israel Discussion Paper

Doidge, Craig, G. Andrew Karolyi, and René M. St{#@10), “Why do foreign firms leave US
equity markets?,The Journal of Finanges4(5): 150#1553.

Doidge, Craig, G. Andrew Karolyi, and René M. St(#917), “The US listing gapJournal
of Financial Economigsl23(3): 464487.

Dyck, Alexander, and Luigi Zingales (2004), “Priedbenefits of control: An international
comparison, The Journal of Finanges9(2): 537-600.

Engel, Ellen, Rachel M. Hayes, and Xue Wang (200ih)e Sarbanes—Oxley Act and firms’
going-private decisions,Journal of Accounting and Economjegt(1-2): 116145.

Fried, Jesse M., Ehud Kamar, and Yishay Yafeh (20The effect of minority veto rights

on controller tunneling.” Forthcoming in tdeurnal of Financial Economics.

Grullon, Gustavo, Yelena Larkin, and Roni Micha&{19), “Are US industries becoming
more concentrated?Review of Finance23(4): 69#743.

Holmstrom, Bengt, and Steven N. Kaplan (2003), “Btete of US corporate governance:
Whats right and whas wrong?,”Journal of Applied Corporate Financ&5(3): 8-20.

Hostak, Peter, Thomas Lys, Yong George Yang, anceEDarr (2013), An examination of
the impact of the Sarbanes—Oxley Act on the attraicess of U.S. capital markets for foreign
firms,” Review of Accounting Studjes8(2): 522-559.

Jensen, Michael C. (1986)Agency costs of free cash flow, corporate finamarel takeovers
American Economic Review6(2): 323—329.

27



Kamar, Ehud, Pinar Karaca-Mandic, and Eric Tall2§08), “Going-private decisions and the
Sarbanes—Oxley Act of 2002: A cross-country analy3ihe Journal of Law, Economics, &
Organization 25(1): 10#133.

La Porta, Rafael, Florencio Lopez-de-Silanes, An8hdeifer, and Robert W. Vishny (1998),
“Law and finance,’Journal of Political Economy106(6): 1113-1155.

Lauterbach, Beni, and Yevgeny Mugerman (2018%titutional investors’ impact on the terms
and outcomes of  freeze-out  tender offers.” Available at SSRN:

https://papers.ssrn.com/sol3/papers.cfm?abstraa32#&B035.

Lehn, Kenneth, and Annette Poulsen (1989), “Fresh ¢lw and stockholder gains in going
private transactions,Journal of Finance44(3): 771787.

Leuz, Christian, Alexander Triantis, and Tracy YW¥ang (2008), “Why do firms go dark?
Causes and economic consequences of voluntary 8eeQistrations,Journal of Accounting
and EconomicsA5(2): 183+208.

Marosi, Andras, and Nadia Massoud (2007), “Why idm$ go dark?,'Journal of Financial
and Quantitative Analysigl2(2): 421442.

Martinez, Isabelle, and Stéphanie Serve (2011)e“dalisting decision: The case of buyout
offer with squeeze-out (BOSO)yiternational Review of Law and Economi84(4): 228239.

Mehran, Hamid, and Stavros Peristiani (2009), “Rmal visibility and the decision to go
private,” Review of Financial Studig23(2): 519547.

Michelsen, Marc, and Christian Klein (2011), “Pay please!,” The public to private decision
in Germany,"Review of Managerial Sciencg(1): 49-85.

Pagano, Marco, and Paolo F. Volpin (2005), “Theitipal economy of corporate
governance,American Economic Revie@5(4): 10051030.

Pagano, Marco, Fabio Panetta, and Luigi Zingal@€g), “Why do firms go public? An

empirical analysis,Journal of Finance53(1): 2#64.

Pour, Eilnaz Kashefi, and Meziane Lasfer (2013)hWdo companies delist voluntarily from
the stock market? Journal of Banking & Finange87(12): 48564860.

28



Renneboog, Luc, Tomas Simons, and Mike Wright (200/hy do public firms go private in
the UK? The impact of private equity investors, emdve realignment and

undervaluatiofi Journal of Corporate Finangel3(4): 591628.

Thomsen, Steen, and Frederik Vinten (2014), “Delist and the costs of governance: A study
of European stock exchanges 1996—-2004rnal of Management & Governande(3): 793
833.

29



Figure 1: Delistings of Companies from the TASE in 207-2015
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The figure presents the number of firms that weglsted from the TASE in each of the years 20075201
Excluded from the delisted firms are financial fisndual firms, debt companies, firms that werestiedi due to
liquidation or debt restructuring, and firms on wihthe financial or governance data is incomplete.
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Figure 2: Kaplan—Meier Survival Estimates in 2007—-205 by Pre-Reform Corporate Governance Quality
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The figure presents the Kaplan—Meier survival estés of the firms in my sample. The “Low CGI Prekas a
value of 1 for firms whose average CGI score ingbgod 2007-2010 was below the median CGI scorbadset
years and 0 otherwise. The CGI scores are thediocorporate governance scores as calculated basbe adex
proposed in Cohen (2020a). The sample includesi2®% from the TASE, of which 137 were delisted 02—
2015 and 150 were listed during all that periodcl&ded from the sample are financial firms, duah§, debt
companies, firms that were delisted due to liquastedr debt restructuring, and firms on which timancial or the
governance data is incomplete.
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Figure 3.1. Percentage of Delisting Announcementsoim the Firms with “Low CGI 2007-2016 and
“High CGI 2007-2018 Before and After the Reforms
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Figure 3.2. Percentage of Delisting Announcementsoim the Firms with “Low Board Qualifications
20072018 and “High Board Qualifications 2007-2016 Before and After the Reforms
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Figure 3.3. Percentage of Delisting Announcementsoim the Firms with “Low Board Independence
2007-2018 and “High Board Independencezoo7-2018 Before and After the Reforms
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Figure 3.4. Percentage of Delisting Announcementsoim the Firms with “CSH is Senior Executive
20072018 and “CSH is not Senior Executivexor-2018 Before and After the Reforms
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The figures present the proportion of each of iffergnt groups of firms that announced a delistimthe

pre- and post-reform years. The “Low CfGd7—2018 and “High CGl2007-2018 groups consist of firms whose
CGl scores in the period 2007-2010 were respectivelgw and above the median score in those years.
The “Low Board Qualificationseo7—2018 and “High Board Qualificationsoo7—2018 groups consist of firms
whose qualifications scores in the period 2007-20&f® respectively below and above the median score
in those years. The “Low Board Independeswe-2016 and “High Board Independenesnz-2018 groups
consist of firms whose independence scores in ¢neg 2007—-2010 were respectively below and above
the median score in those years. The “CSH is S&ecutivezoor-2018 and “CSH is not Senior Executive
2007-2018 groups consist of firms in which at least ondla# senior executives during the years 2007-2010
was respectively the controlling shareholder anidtime controlling shareholder. The qualificatiocsre

is the equally weighted average of the CGI companehtit measure board qualifications. The
independence score is the equally weighted aveodgéhe CGI components that measure board
independence. CGl is the firm’'s corporate governacoees as calculated based on the index proposed i
Cohen (2020a).
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Table 1. Israeli Investor-Protection Legal Reforms Eacted in 2007-2014

Reform Year Provisions
Firm-Level Reforms

Financial Statements 2010 The reform requires public firms to estabéidinancial statements committee. The financial

Committee Reform statements committee is responsible for advisiegbttard on critical issues that arise in the
course of preparing financial statements, includiregaccounting policy adopted by the firm;
completeness of disclosure; assessments used parmg financial statements; the
reasonability of the assumptions underlying assetett valuations; and internal auditing
activities relevant to preparing financial statetsen

Amendment 16 2011 The reform intends to improve board and acmlihmittee independence by restricting the

Reform chairman from serving as the firm’'s CEO; requirthg audit committee’s chairman to be an
outside director; requiring all outside directarsserve on the audit committee; requiring the
majority of directors on the audit committee toibdependent; and prohibiting dependent
directors from serving on the audit committee.

Amendment 20 2012 The reform requires the firm to establish emgensation committee. The compensation

Reform committee is responsible for recommending a cornguérs policy to the board and
supervising its implementation.

Country-Level Reforms
2010 The establishment of the Court for Econonffais.

The Law for 2011 The law enables the ISA to sanction certadfations of Securities Law requirements in the

Improvement of the administrative track.

Enforcement Process

Amendment 16 2011 The amendment increases the required minimemeptage of “for” votes of minority

Reform shareholders from a third of the minority to a migjoof the minority in order for an RPT to
be approved at the general meeting. Additionatiis, Aamendment requires continuous RPTSs,
which are RPTs that were approved in a certain gadrwhose cash flow is paid in each of
the following years, to be reapproved at the gdmaesting every three years.

Amendment 20 2012 The amendment requires the firm to approvenapensation policy at the general meeting.

Reform

The approval is conditional on the support of aargj of the minority shareholders.
Additionally, the amendment increases the requimitimal percentage of “for” votes of
minority shareholders from a third of the minoritya majority of the minority in order for
non-controlling shareholder compensation to be @t at the general meeting.
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Table 2. Definitions of the Main Variables

Variable

Definition

CGl

Low CGI 2007-2010

Low Board Qualifications 2007-2010

Low Board Independencexoo7—2010

CSH is Senior Executivexoo7-2010

Tobin’s C

Market to Book ratio

Age

Size
Leverage
CAPEX

ROA

Cash Flow/Liabilities
Institutional

Industry

Concentration Law

The firm’'s corporate governance scores as calalilbssed on the index proposed in Cohen (2020ahdn
regressions in this paper, | use the CGI scoresatieabormalized to an average of 0 and a standasidttbn of

1.

A dummy variable that takes a value of 1 for fivisose the average CGlI scores in the period 200-2@te

below the median score in those years and 0 oteerwi

A dummy variable that takes a value of 1 for finwvtsose average qualifications score in the perid¥22010 is
below the median qualifications score in those yeard 0 otherwise. The qualifications score isdafeally

weighted average of the CGI components that me&&ael qualifications.

A dummy variable that takes a value of 1 for fiwlsose average independence score in the period-20Q3 is

below the median independence score in those yeatd otherwise. The independence score is thdlgqua
weighted average of the CGI components that med&®ael independence.

A dummy variable that takes a value of 1 for firmsvhich at least one of the senior executivesriuthe years
2007-2010 was the controlling shareholder and Braiise.

The average market value of the firm during thedhdays after the financial statements were puddighus the
book value of the debt, divided by the book valtithe assets. In the regressions in the presemrpagse the
natural log of Tobin's Q.

The average market value of the firm during theeahdays after the financial statements were puddistivided

by the book value of the assets.

The number of months during which the firm had bgeblic. In the regressions in this paper | usentteiral log

of age.

The book value of the firm’s assets. In the redoessin the present paper | use the natural logjzet.

The book value of long-term liabilities divided the book value of the firm’s assets.

The difference between the tangible assets ofnaifiryeart and the tangible assets in yédr, divided by the
firm’s assets in year

The operating profits normalized by the book valfithe firm's assets.

The cash flow from operating activities dividedthg firm’s liabilities.

The shareholdings of the institutional investors ifirm.

Industry dummy variables that are defined basetivordigit TASE codes.

A dummy variable that takes a value of 1 for a fitrat is part of a pyramid composed of at leagdhayers and

0 otherwise.
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Table 3. Predictions of the Effect of the Control \driables on the Likelihood to Delist

Theory Empirical evidence The Variable | Predicted
in the effecton a
regressions delisting
Size Some listing costs are fixed and hence mamemsome for smaller firms A negative effect on the likelihood to delist Size -
(e.g., Holmstrom and Kaplan, 2003). Marosi and Massoud, 2007; Leuz, Triantis, and Wa008; Mehran and Peristiani, 2009;
In addition, large firms are less affected by infation asymmetry and theAslan and Kumar, 2011; Martinez and Serve, 201Lhelisen and Klein, 2011; Pour and
corresponding discount in value (Mehran and Parigt2009). Lasfer, 2013.
Leverage High leverage implies that a firm failsebalance its capital structure byA positive effect on the likelihood to delist Leverage +
raising equity and is thus more likely to delisb@iPand Lasfer, 2013). | Marosi and Masoud, 2007; Leuz, Triantis, and Wa0§8; Mehran and Peristiani, 2009;
By contrast, high leverage aligns management’s ahdreholders] Chancharat, Krishnamurti, and Tian, 2012; Pourlaasfer, 2013.
interests, and hence decreases agency costs (J&886h
Free Cash High free cash flow is associated with greater agearosts. An efficient The effect on the likelihood to delist is inconcliuge OCF Inconclusive
Flow way to align the interests of management with thafsehareholders i$ Evidence for a positive effect: Lehn and Pouls@&891 Leuz, Triantis, and Wang, 2008;
leveraged buyout (Jensen, 1986). Mehran and Peristiani, 2009; Bharath and Ditmat,02®elkhir, Boubaker, and Rouatbi,
2013.
Evidence for no effect: Andres, Betzer, and WedQ2 Marosi and Masoud, 2007;
Renneboog, Simons, and Wright, 2007; Becker ang?@D08; Aslan and Kumar, 2011,
Michelsen and Klein, 2011; Pour and Lasfer, 2013.
Growth Low growth opportunities, accompanied by high fiessh flow, are| A negative effect on the likelihood to delist MB -
Opportunities | associated with greater agency costs. An efficgigntto align the interests Marosi and Masoud, 2007; Becker and Pollet, 20@8izl Triantis, and Wang, 2008;
of management with those of shareholders is leeerdmiyout (Jenser), Mehran and Peristiani, 2009; Bharath and Ditmat,02@slan and Kumar, 2011; Pour and
1986). Lasfer, 2013.
Moreover, the shareholders in a private company Inaiy the leverage)
of the firm, in order to compensate for the risknot being diversified
Thus, the firm may not raise the required finarecarplement its growth
opportunities (Becker and Pollet, 2008).
Financial Greater financial visibility reflects lower informian asymmetry and A negative effect on the likelihood to delist Institutional -
Visibility lower price of capital (Mehran and Peristiani, 2009 Marosi and Masoud, 2007; Mehran and Peristiani928barath and Ditmar, 2010;

Martinez and Serve, 2011; Michelsen and Klein, 2011
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Table 4. The Sample

Delisted Firms: Total 339
Dual Companies 42
Financial Firms 22
Debt Companies 62
Liquidations and Debt Restructuring 46
Firms with Incomplete Data 13
Other 17
Final Sample of Delisted Firms 137
Final Sample of Non-Delisted Firms 150
Total Final Sample 287
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Table 5. Comparison of Delisted and Non-Delisted Fins

Delisted Non-Delisted Diff
Age (years) 16 14 2*
Size (trillion NIS) 0.265 0.645 -0.381***
Leverage 0.217 0.261 -0.045**
Cash Flow/Liabilites  0.166 0.105 0.061
Market to Book ratio  0.410 0.693 -0.283**
CAPEX -0.012 0.037 -0.049***
Institutional 0.026 0.082 -0.056***
ROA 0.038 0.064 -0.025**
CaGl 46.6 50.7 N

The table presents a comparison of the delistedhandlielisted firms in my samplageis the number of years during which
the firm had been publi&izeis the book value of the firm's assdtsveragds the book value of long-term liabilities divided
by the book value of the firm’s asse®ash Flow/Liabilitiesis the cash flow from operating activities divideglthe firm’'s
liabilities. Market to Book ratids the average market value of the firm duringttiree days after the financial statements
were published divided by the book value of the®s€APEXis the difference between the tangible assetdioidn year

t and the tangible assets in yedy, divided by the firm’'s assets in yeainstitutionalis the shareholdings of the institutional
investors in a firmROAIs the operating profits normalized by the bookigaf the firm's asset€Gl is the firm’'s corporate
governance scores calculated based on the indgosed in Cohen (2020a). Significant differencesvben the delisted
and non-delisted firms of 1%, 5%, and 10% are gd by ***, **, * respectively. Significant diffiences of 5% and 1%
are shown in bold. The sample includes 287 firmmefthe TASE, of which 137 were delisted in 2007-26afd 150 were
listed during all that period. Excluded from thenpde are financial firms, dual firms, debt companfems that were delisted
due to liquidation or debt restructuring, and firamswhich the financial or governance data is inglete.
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Table 6. Regressions of Delisting Decisions on CG @lity

Hazard Model LPM
(1) (2) 3) (4) () (6)
Low CGl 20072010 0.4818** 0.2972***
(0.147) (0.094)
Low CGl 20072016*P0st 2.6986*** 3.2345*** 0.0914*** 0.0819***
(0.987) (1.204) (0.030) (0.030)
CGl 20072010 2.1525%**
(0.435)
CGl 20072016"Post 0.5200*** -0.0578***
(0.106) (0.017)
CaGl 0.5197** 0.4624*** 0.4106*** -0.0169 -0.0054 -0.0180
(0.067) (0.063) (0.063) (0.015) (0.015) (0.016)
Age 1.1160 1.1110 -0.0453* -0.0346
(0.148) (0.148) (0.029) (0.027)
Size 0.6795*** 0.6664*** -0.0807*** -0.0837***
(0.045) (0.044) (0.024) (0.023)
Leverage 0.9613 1.0667 0.0467 0.0311
(0.406) (0.431) (0.072) (0.054)
Market to Book ratio 0.4934*** 0.6997** -0.0178** -0.0197*
(0.128) (0.132) (0.008) (0.009)
Cash Flow/Liabilities 1.2479* 1.1750 0.0327** 0.0347***
(0.158) (0.141) (0.014) (0.014)
Concentration Law 2.3801*** 2.4329%** 0.0659** 0.0679**
(0.590) (0.606) (0.031) (0.032)
Institutional 0.0001*** 0.0001*** -0.3492%** -0.3500%**
(0.000) (0.000) (0.111) (0.110)
Firm Fixed Effects No No No Yes Yes Yes
Year Fixed Effects Yes Yes Yes Yes Yes Yes
Industry Fixed Effects Yes Yes Yes No No No
Industry-Year Fixed Effects No No No Yes Yes Yes
Pseudo R"2 N/A N/A N/A 0.125 0.150 0.158
Firm-Year Observations 1693 1693 1693 1693 1693 3169

The table reports the coefficients of Hazard Maggressions and of Linear Probability Model (LPMymessions for 2007-2015. The dependent
variable in Columns 1-3 is the time to a delisting@uncement. The dependent variable in Columnssia@®lummy variable that takes a value of 1
if a firm i announced a delisting in yaaand O otherwise. The regressions in Columns 1-septehe hazard ratios with year and industry fisiects
and the regressions in Columns 4—6 present thdiderfs of a linear probability model with firmegr, and industry-year fixed effects. A hazard
ratio that is greater than 1 indicates that théatée is associated with a higher likelihood ofedisting and a hazard ratio that is less than Icatds
that the variable is associated with a lower liketid of a delisting. Thieow CGlzo072010variable is a dummy variable that takes a valukfof firms
whose CGI scores in the period 2007-2010 were btdevmedian score in those years and 0 other@iG¢2007-2010is the firm’s average corporate
governance score in 2007-2010 calculated baseldeo@®l. TheCGl variable is the firm’s corporate governance seaneeh is calculated based on
the index proposed in Cohen (2020a) and is nornthtizen average of 0 and a standard deviationBb4tis a dummy variable that takes the value
of 1 for the years 2011-2015 and 0 otherwAggeis the natural logarithm of the number of monthery which the firm had been publiijzeis the
natural logarithm of the book value of the firm'ssatsLeverageis the book value of long-term liabilities dividég the book value of the firm's
assetsMarket to Book ratids the average market value of the firm duringttivee days after the financial statements werdighdul divided by the
book value of the assetSash Flow/Liabilitiesis the cash flow from operating activities dividey the firm’s liabilities;Concentration Laws a
dummy variable that takes a value of 1 for a fifrattis part of a pyramid composed of at least tihagers and O otherwisénstitutional is the
shareholdings of the institutional investors inrenf Industryis the industry dummy variables that are definaseldl on two-digit TASE codes. The
explanatory variables, except fbow CGl 20072010 and CGl 20072010, are lagged by one year. Standard errors areechgsby firm and appear in
parentheses. *, **, *** indicate significance legabf 10%, 5%, and 1%, respectively.
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Table 7. Regressions of Delisting Decisions on theiglity of CGl Aspects

@) 7 @3) @)
Hazard Model LPM Hazard Model LPM
Low Board Qualificationgooz2010 0.4678***
(0.143)
Low Board Qualificationgooz2016Post 2.4587** 0.1144**
(0.902) (0.029)
Low Board Independenceoz2010 0.5234**
(0.168)
Low Board Independenceoz2o1dPost 2.3294** 0.0861***
(0.931) (0.028)
CGl -0.0016 0.5333*** -0.0084
(0.014) (0.066) (0.015)
Age 1.1296 0.0484* 1.1461 -0.0412*
(0.150) (0.029) (0.152) (0.028)
Size 0.7015%** 0.0783*** 0.6991*** -0.0890***
(0.049 (0.024) (0.046) (0.023)
Leverage 0.9374 0.0428 0.9733 0.0481
(0.412) (0.071) (0.424) (0.072)
Market to Book ratio 0.5245*** -0.0176** 0.5264*** -0.0197**
(0.133) (0.008) (0.135) (0.008)
Cash Flow/Liabilities 1.2292* 0.0326** 1.2165* 0.0331*
(0.158) (0.014) (0.156) (0.014)
Concentration Law 2.4133*** 0.0709** 2.2874*** 0.0670**
(0.600) (0.031) (0.569) (0.033)
Institutional 0.0001*** -0.341 7%= 0.0001*** -0.3917***
(0.000) (0.115) (0.000) (0.105)
Firm Fixed Effects No Yes No Yes
Year Fixed Effects Yes Yes Yes Yes
Industry Fixed Effects Yes No Yes No
Industry-Year Fixed Effects No Yes No Yes
Pseudo R"2 N/A 0.157 N/A 0.150
Firm-Year Observations 1693 1693 1693 1693

The table reports the coefficients of Hazard Madgtessions and of Linear Probability Model (LPMyressions for 2007-2015. The
dependent variable in Columns 1 and 3 is the tov@delisting announcement. The dependent varialelumns 2 and 4 is a dummy
variable that takes a value of 1 if a firmnnounced a delisting in yezand 0 otherwise. The regressions in Columns 1 gésent
the hazard ratios with year and industry fixed &feand the regressions in Columns 2 and 4 prékentoefficients of a linear
probability model with firm, year, and industry-ydaed effects. A hazard ratio that is greatemtiiaindicates that the variable is
associated with a higher likelihood of a delistangd a hazard ratio that is less than 1 indicatassttie variable is associated with a
lower likelihood of a delisting. Theow Board Qualificationgoozz010 variable is a dummy variable that takes a valug fufr firms
whose average qualifications score in the perid@722010 is below the median qualifications scorthose years and 0 otherwise.
TheLow Board Independenesvzzoiovariable is a dummy variable that takes a valukfof firms whose average independence score
in the period 2007-2010 is below the median inddpeoe score in those years and 0 otherwise. THifications score is the equally
weighted average of the CGI components that measanel qualifications and the independence scdheisqually weighted average
of the CGI components that measure board indeperd&heCGl variable is the firm's corporate governance sedrieh is calculated
based on the index proposed in Cohen (2020a) anarrisalized to an average of 0 and a standard titmviaf 1. Postis a dummy
variable that takes the value of 1 for the yeak12@015 and 0 otherwis@geis the natural logarithm of the number of monthsrtty
which the firm had been publi§jzeis the natural logarithm of the book value of fin@’'s assetsl.everages the book value of long-
term liabilities divided by the book value of thenf's assetsMarket to Book ratids the average market value of the firm during the
three days after the financial statements wereighdd divided by the book value of the assétsh Flow/Liabilitiess the cash flow
from operating activities divided by the firm’shidities; Concentration Laws a dummy variable that takes a value of 1 fiima that

is part of a pyramid composed of at least threerlagnd 0 otherwisénstitutionalis the shareholdings of the institutional investor

a firm; Industryis the industry dummy variables that are definageld on two-digit TASE codes. The explanatory Wem except
for Low Board Qualificationgooz2010 andLow Board Independeneenz2010 are lagged by one year. Standard errors aresctasby
firm and appear in parentheses. *, **, *** indicatignificance levels of 10%, 5%, and 1%, respebtive
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Table 8. Regressions of Delisting Decisions on thaigity of CGI Aspects

@) #) @3) @)
Hazard Model LPM Hazard Model LPM
Board Qualificationgooz2010 1.8435***
(0.332)
Board Qualificationgooz2016Post 0.5730*** -0.0606***
(0.108) (0.016)
(CGI Minus Board Qualificationpoz2010 1.4454**
(0.263)
(CGI Minus Board Qualificationgpoz2016*Post 0.7921 -0.0118
(0.170) (0.016)
Board Independence@oz2010 1.7836***
(0.366)
Board Independence@oz201Post 0.6569** -0.0385**
(0.144) (0.016)
(CGI Minus Board Independenceé)z2010 1.4986***
(0.233)
(CGI Minus Board Independencgyz2o01Post 0.6465** -0.0469***
(0.120) (0.016)
Cal 0.4257*** -0.0134 0.4262%** -0.0138
(0.067) (0.016) (0.067) (0.016)
Age 1.1186 0.0427* 1.1197 -0.0418*
(0.150) (0.028) (0.150) (0.027)
Size 0.6723*** -0.0798*** 0.6712%** -0.0798***
(0.045 (0.023) (0.045) (0.023)
Leverage 0.8847 0.0391 0.8703 0.0397
(0.384) (0.069) (0.378) (0.069)
Market to Book ratio 0.4847*** -0.0180** 0.4846*** -0.0178**
(0.127) (0.008) (0.126) (0.008)
Cash Flow/Liabilities 1.2196* 0.0345** 1.2203* 0.0346**
(0.148) (0.014) (0.147) (0.014)
Concentration Law 2.3422%** 0.0712** 2.3368*** 0.0712*
(0.589) (0.031) (0.592) (0.032)
Institutional 0.0001*** -0.3416*** 0.0001*** -0.3450***
(0.000) (0.113) (0.000) (0.112)
Firm Fixed Effects No Yes No Yes
Year Fixed Effects Yes Yes Yes Yes
Industry Fixed Effects Yes No Yes No
Industry-Year Fixed Effects No Yes No Yes
Pseudo R"2 N/A 0.157 N/A 0.156
Firm-Year Observations 1693 1693 1693 1693

The table reports the coefficients of Hazard Maédgressions and of Linear Probability Model (LPMyressions for 2007—-2015. The dependent
variable in Columns 1 and 3 is the time to a delgsinnouncement. The dependent variable in Colunam2} is a dummy variable that takes a
value of 1 if a firmi announced a delisting in yelaand O otherwise. The regressions in Columns 1 gmesent the hazard ratios with year and
industry fixed effects and the regressions in Caisi2 and 4 present the coefficients of a lineabglodity model with firm, year, and industry-year
fixed effects. A hazard ratio that is greater thaindicates that the variable is associated witiigher likelihood of a delisting and a hazard ratio
that is less than 1 indicates that the variablessociated with a lower likelihood of a delistifitne Board Qualificationsooz2010 variable is the
average qualifications score in 2007-2010 andBibxard Independencsoz2o10 variable is the average independence score irethears. The
qualifications score is the equally weighted averafithe CGl components that measure board quatiifics in a firm and the independence score
is the equally weighted average of the CGI comptstihrat measure board independence. (T Minus Board Qualificationshozz2010 and the
(CGI Minus Board Independence)zzo10variables are the equally weighted average o€f&ecomponents that do not measure board qualiicsit
and board independence, respectively, in 2007-2ZDMOCGI variable is the firm’'s corporate governance sengch is calculated based on the
index proposed in Cohen (2020a) and is normaliaezhtaverage of 0 and a standard deviation Bbstis a dummy variable that takes the value
of 1 for the years 2011-2015 and O otherwdggeis the natural logarithm of the number of monthsry which the firm had been publiSjzeis

the natural logarithm of the book value of the ferassetsl.everagéds the book value of long-term liabilities dividbg the book value of the firm'’s
assetsMarket to Book ratids the average market value of the firm duringttivee days after the financial statements werdighdud divided by
the book value of the asse@ash Flow/Liabilitiesis the cash flow from operating activities dividegthe firm’s liabilities;Concentration Laws

a dummy variable that takes a value of 1 for a finait is part of a pyramid composed of at leaste¢Hayers and O otherwisstitutionalis the
shareholdings of the institutional investors irirenf Industryis the industry dummy variables that are definaseldl on two-digit TASE codes. The
explanatory variables, except Board Qualificationgooz2010 (CGIl Minus Board Qualificationgpoz2016 Board Independencgoz2o1q and(CGI
Minus Board Independencepz2o10 are lagged by one year. Standard errors areechgsby firm and appear in parentheses. *, **, iritlicate
significance levels of 10%, 5%, and 1%, respedfivel
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Table 9. Regressions of Delisting Decisions on thaigity of CGI Aspects

Hazard Model LPM
1) (2
CSH is Senior Executiveoz2010 0.5215***
(0.079)
CSH is Senior Executiv@oz2016Post 1.8479%** 0.0265**
(0.357) (0.014)
CGlI (Minus CSH is Senior Executivepz2o10 1.7660***
(0.349)
CGlI (Minus CSH is Senior Executivepz2016Post 0.6356** -0.0526***
(0.129) (0.017)
Cal 0.4122*** -0.0193
(0.064) (0.016)
Age 1.0973 -0.0367
(0.147) (0.026)
Size 0.6676*** -0.0818***
(0.045) (0.023)
Leverage 0.9507 0.0501
(0.408) (0.069)
Market to Book ratio 0.4775*** -0.0188**
(0.128) (0.008)
Cash Flow/Liabilities 1.2237* 0.0339**
(0.159) (0.014)
Concentration Law 2.0654*** 0.0655**
(0.516) (0.032)
Institutional 0.0001*** -0.3478***
(0.000) (0.108)
Firm Fixed Effects No Yes
Year Fixed Effects Yes Yes
Industry Fixed Effects Yes No
Industry-Year Fixed Effects No Yes
Pseudo R"2 N/A 0.158
Firm-Year Observations 1693 1693

The table reports the coefficients of Hazard Madgtessions and of Linear Probability Model (LPgmressions for 2007—
2015. The dependent variable in Column 1 is the toree delisting announcement and the dependerahbtarin Column 2
is a dummy variable that takes a value of 1 farra f that announced a delisting in yeand 0 otherwise. The regression
in Column 1 presents the hazard ratios with year iadustry fixed effects and the regression in Caludnpresents the
coefficients of a linear probability model withrfir year, and industry-year fixed effects. A hazatib that is greater than
1 indicates that the variable is associated witigher likelihood of a delisting and a hazard réliat is less than 1 indicates
that the variable is associated with a lower ltketid of a delisting. ThRESH is Senior Executiveozzo10variable is a dummy
variable that takes a value of 1 for firms in whatheast one of the senior executives during #asg/2007—-2010 was the
controlling shareholder and 0 otherwise. TB&I Minus CSH is Senior Executiv@)zz2o010is the equally weighted average
of the CGI components that do not measure whett@8ld is a senior executive in 2007-2010. Tl variable is the
firm’s corporate governance score which is caladatased on the index proposed in Cohen (2020ajsamatmalized to
an average of 0 and a standard deviation Bb%tis a dummy variable that takes the value of tHeryears 2011-2015 and
0 otherwise. Thégevariable is the natural logarithm of the numbemainths during which the firm had been pub8ze

is the natural logarithm of the book value of thin®s assetst.everageis the book value of long-term liabilities divideg
the book value of the firm’s assebdarket to Book ratids the average market value of the firm duringttivee days after
the financial statements were published dividethieybook value of the asse@ash Flow/Liabilitiesis the cash flow from
operating activities divided by the firm’s liabiés; Concentration Laws a dummy variable that takes a value of 1 fiima
that is part of a pyramid composed of at leasithagers and 0 otherwiskastitutionalis the shareholdings of the institutional
investors in a firmindustryis the industry dummy variables that are definastll on two-digit TASE codes. The explanatory
variables, except faCSH is Senior Executivenz2016 (CGl Minus CSH is Senior Executiveyzz010 are lagged by one year.
Standard errors are clustered by firm and appepatientheses. *, **, *** indicate significance ldsef 10%, 5%, and 1%,
respectively.
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Table 10. Comparison of the Treated Group and the @ntrol Group

Pre-Reform Post-Reform Diff in Diff

1) 2) 3) (4) (5) (6) (7)

Treated Group Control Group Diff (1-2) Treated Group Control Group Diff (4-5) Diff in Diff (6—3)
Size (trillion NIS) 0.307 0.528 -0.221** 0.355 0.880 -0.525%** -0.304
Leverage 0.232 0.289 -0.057** 0.207 0.288 -0.081*** -0.024
Cash Flow/Liabilites 0.136 0.075 0.061* 0.123 0.082 0.041* -0.020
Market to Book ratio  0.444 0.575 -0.131** 0.539 0.538 0.001 0.132**
CAPEX 0.035 0.071 -0.036** 0.001 0.038 -0.037*** -0.001
Institutional 0.052 0.046 0.006 0.075 0.088 -0.013 -0.019
ROA 0.069 0.066 0.003 0.063 0.047 0.016 0.013

The table presents a comparison of the treatedpgand the control group separately for the pre-posi-reform periods. The firms in the treated grand the control group are those whose CGl scotleei

years 20072010 was respectively lower and higher than theiamestore in this period. The CGl is the firm’'s porate governance scores, which are calculatedfmsthe index proposed in Cohen (2020a).
Sizeis the book value of the firm’'s assdtsverages the book value of long-term liabilities dividey the book value of the firm's asseBash Flow/Liabilitieds the cash flow from operating activities divided
by the firm’s liabilities.Market to Book ratids the average market value of the firm duringttivee days after the financial statements werdighéd divided by the book value of the ass€APEXis the
difference between the tangible assets of a firge#rt and the tangible assets in y&dr, divided by the firm’s assets in ydamstitutionalis the shareholdings of the institutional investiora firm.ROAis

the operating profits normalized by the book vaifithe firm’s assets. Significant differences bedwé¢he treated and the control groups of 1%, 5% 18%6 are indicated by ***, ** * respectively. @iificant
differences of 5% and 1% are shown in bold. Thepdamncludes 287 firms from the TASE, of which 18&re delisted in 2007—2015 and 150 were listechduail that period. Excluded from the sample are
financial firms, dual firms, debt companies, firthat were delisted due to liquidation or debt restiring, and firms on which the financial and gmace data is incomplete.
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Table 11. Regressions of Delisting Decisions on C@ality Based on a Matched Sample

Hazard Model LPM
(1) (2) 3) (4)
Low CGl 20072010 0.2729%**
(0.101)
Low CGl 20072016*Post 3.6977** 0.0723*
(1.604) (0.042)
CGl 20072010 2.3224***
(0.551)
CGl 20072016*Post 0.4779*** -0.07147***
(0.1112) (0.028)
Cal 0.4915*** 0.4295*** 0.0071 -0.0124
(0.077) (0.078) (0.015) (0.025)
Age 1.1221 1.1284 -0.0658 -0.0694
(0.192) (0.194) (0.482) (0.047)
Size 0.7438*** 0.7177** -0.0965*** -0.1014%*=*
(0.055) (0.053) (0.036) (0.036)
Leverage 0.9330 0.9954 0.0073 0.0030
(0.453) (0.447) (0.098) (0.097)
Market to Book ratio 0.5583** 0.7877 -0.0315* -0.0325**
(0.156) (0.141) (0.014) (0.014)
Cash Flow/Liabilities 1.2354* 1.1675 0.0434*+* 0.0432%**
(0.162) (0.143) (0.015) (0.015)
Concentration Law 2.7456*** 2.7973** 0.1145** 0.1230***
(0.815) (0.832) (0.048) (0.049)
Institutional 0.0001*** 0.0001*** -0.4683* -0.4284**
(0.000) (0.000) (0.189) (0.194)
Firm Fixed Effects No No Yes Yes
Year Fixed Effects Yes Yes Yes Yes
Industry Fixed Effects Yes Yes No No
Industry-Year Fixed Effects No No Yes Yes
Pseudo R"2 N/A N/A 0.195 0.203
Firm-Year Observations 932 932 932 932
Firm fixed Effects No No Yes Yes

The table reports the coefficients of Hazard Madgtessions and of Linear Probability Model (LPMyressions for 2007—2015. The dependent
variable in Columns 1-2 is the time to a delisting@ncement. The dependent variable in Columns8adlummy variable that takes a value
of 1 if a firmi announced a delisting in yetaand O otherwise. The regressions in Columns 1-feptehe hazard ratios with year and industry
fixed effects and the regressions in Columns 3—4qmiethe coefficients of a linear probability modéth firm, year, and industry-year fixed
effects. A hazard ratio that is greater than 1datdis that the variable is associated with a hilikedihood of a delisting and a hazard ratio tisat
less than 1 indicates that the variable is assetiatth a lower likelihood of a delisting. Thew CGl20072010 variable is a dummy variable that
takes a value of 1 for firms whose CGI scores inprdod 2007-2010 were below the median scoredsetlyears and 0 otherwisgGlI 20072010

is the firm’'s average corporate governance sco2®@v—2010 calculated based on the CGI. T variable is the firm’s corporate governance
score which is calculated based on the index pexbas Cohen (2020a) and is normalized to an aveséfeand a standard deviation ofPlost

is a dummy variable that takes the value of 1Herytears 2011-2015 and 0 otherwisgeis the natural logarithm of the number of monthsmy
which the firm had been publi8izeis the natural logarithm of the book value of flien's assetsieverageis the book value of long-term
liabilities divided by the book value of the firméssetsMarket to Book ratids the average market value of the firm duringttiree days after
the financial statements were published dividedheybook value of the asse@ash Flow/Liabilitiesis the cash flow from operating activities
divided by the firm’s liabilitiesConcentration Laws a dummy variable that takes a value of 1 fiima that is part of a pyramid composed of at
least three layers and 0 otherwibgstitutionalis the shareholdings of the institutional investiara firm;Industryis the industry dummy variables
that are defined based on two-digit TASE codes.éiptanatory variables, except foow CGl20072010andCGl 20072010 are lagged by one year.
The sample in this table is a matched sample wisfiwith a very similar probability of being poorlyoverned or well-governed company in the
years 2007-2010. The probability of being poorly<med or well-governed company is calculated wifirobit regression witBize Leverage
Cash Flow/LiabilitiesMarket to Book ratipandCAPEXas explanatory variables. Standard errors aréeckts by firm and appear in parentheses.
* x* %+ indicate significance levels of 10%, 5%and 1%, respectively.
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Table 12. Regressions of Delisting Decisions on theteraction between Size and Post

Hazard Model LPM
1) (2) (3) (4)
Low CGl 20072010 0.3227***
(0.103)
Low CGl 20072016*Post 2.6749*** 0.0600**
(0.016) (0.029)
CGl 20072010 2.0622***
(0.412)
CGl 20072016*Post 0.5681*** -0.0471***
(0.116) (0.016)
Cal 0.4412*** 0.3863*** -0.0173 -0.0290*
(0.060) (0.060) (0.015) (0.016)
Age 1.1361 1.1279 -0.0429* -0.0352
(0.148) (0.147) (0.028) (0.026)
Size 0.8188** 0.8334** -0.0579*** -0.0590***
(0.077) (0.076) (0.023) (0.022)
Size*Post 0.7460** 0.7071** -0.0394*** -0.0407***
(0.083) (0.077) (0.008) (0.008)
Leverage 0.9353 1.0014 0.0390 0.0296
(0.385) (0.393) (0.067) (0.050)
Market to Book ratio 0.4905*** 0.7224* -0.0199* -0.0211***
(0.130) (0.141) (0.009) (0.009)
Cash Flow/Liabilities 1.2314* 1.1497 0.0266* 0.0281**
(0.159) (0.145) (0.015) (0.014)
Concentration Law 2.2436*** 2.2949*** 0.0496* 0.0501*
(0.562) (0.578) (0.031) (0.031)
Institutional 0.0001*** 0.0001*** -0.3353*** -0.3335***
(0.000) (0.000) (0.109) (0.109)
Firm Fixed Effects No No Yes Yes
Year Fixed Effects Yes Yes Yes Yes
Industry Fixed Effects Yes Yes No No
Industry-Year Fixed Effects No No Yes Yes
Pseudo R"2 N/A N/A 0.166 0.176
Firm-Year Observations 1693 1693 1693 1693
Firm fixed Effects No No Yes Yes

The table reports the coefficients of Linear PralitgiModel (LPM) regressions and of Hazard Modefjressions for 2007—2015. The dependent
variable in Columns 1-2 is the time to a delistimpouncement and the dependent variable in Colurhss3a dummy variable that takes 1 for
a firmi that announced a delisting in yéand 0 otherwise. The regressions in Columns le@gmt the hazard ratios with year and industrydfixe
effects and the regressions in Columns 3—-4 prekentdefficients of a linear probability model wittm, year, and industry-year fixed effects.
A hazard ratio that is greater than 1 indicates ttie variable is associated with a higher liketil@f a delisting and a hazard ratio that is less
than 1 indicates that the variable is associatéd avlower likelihood of a delisting. TH®w CGl20072010 variable is a dummy variable that takes
a value of 1 for firms whose CGI scores in the@m2007—-2010 were below the median score in theaesyand 0 otherwis€GI 2007-2010is the
firm’s average corporate governance score in 200¥8-2alculated based on the CGI. @l variable is the firm’s corporate governance score
which is calculated based on the index proposegoinen (2020a) and is normalized to an average ofiCasstandard deviation of Rostis a
dummy variable that takes the value of 1 for therg2011-2015 and O otherwigeyeis the natural logarithm of the number of monthsirty
which the firm had been publi§izeis the natural logarithm of the book value of fiten’s assetsleverageis the book value of long-term
liabilities divided by the book value of the firméssetsMarket to Book ratias the average market value of the firm duringttivee days after
the financial statements were published dividedheybook value of the asse@ash Flow/Liabilitiesis the cash flow from operating activities
divided by the firm’s liabilitiesConcentration Laws a dummy variable that takes a value of 1 fiima that is part of a pyramid composed of at
least three layers and 0 otherwibgstitutionalis the shareholdings of the institutional investiora firm;Industryis the industry dummy variables
that are defined based on two-digit TASE codes.&tptanatory variables, except foow CGlz20072010and CGl 20072010, are lagged by one year.
Standard errors are clustered by firm and appepaiientheses. *, **, *** indicate significance ldseof 10%, 5%, and 1%, respectively.
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Table 13. OLS Regressions of the CARs around the Legifon of Amendment 16 to the Companies Law on
the CSH is Senior Executiveoor-2010Variable

(1) (2) (3) 4)
Dependent Variable: CAR +1, -1 CAR +2, -2 CAR +3, -3 CAR +5, -5
CSH is Senior Executiv&oz2010 0.0462* 0.0665** 0.1029** 0.1529**
(0.026) (0.032) (0.045) (0.066)
Age -0.0095** -0.0098** -0.0167**=* -0.0280***
(0.004) (0.005) (0.006) (0.010)
Size 0.0051* 0.0053* 0.0119%** 0.0218***
(0.003) (0.003) (0.005) (0.008)
Leverage -0.0048 -0.0011 -0.0216 -0.0344
(0.014) (0.019) (0.022) (0.036)
Industry Fixed Effects Yes Yes Yes Yes
R"2 0.066 0.039 0.046 0.060
Observations 231 231 231 231

The table reports the coefficients of OLS regressim which the dependent variable is the cumwatibnormal returns
(CARs), calculated based on Capital Asset Pricing Mad®ind the legislation of Amendment 16 to thaésirCompanies
Law. The dependent variable in Columns 1-4 is the CédRsulated based on windows of one day, two didiyee days,
and five days, before and after the legislatiore T&H is Senior Executiveoz2010is a dummy variable that takes a value
of 1 for firms in which at least one of the serggecutives during the years 2007-2010 was theabtng shareholder and
0 otherwiseAgeis the natural logarithm of the number of monthsry which the firm had been publi8izeis the natural
logarithm of the book value of the firm’s assdisyerageis the book value of the long-term liabilities idied by the book
value of the firm’s assetidustryis the industry dummy variables that are definaselol on two-digit TASE codes. Robust
standard errors appear in parentheses. *, **, fdicate significance levels of 10%, 5%, and 1%peetvely.
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Table 14. Regressions of Delisting Decisions, witlioMergers with a Non-CSH or Delistings Due to TASERules, on the CGI

Hazard Model

(1)
Excluding Mergers with
Non-CSH

(2)
Excluding Delistings Due to
Violation of Exchange Rules

LPM

3)
Excluding Mergers with
Non-CSH

4)
Excluding Delistings Due to
Violation of Exchange Rules

Low CGl 20072010

Low CGl 20072016*Post
CaGl

Age

Size

Leverage

Market to Book ratio
Cash Flow/Liabilities
Concentration Law
Institutional

Firm Fixed Effects
Year Fixed Effects
Industry Fixed Effects
Industry-Year Fixed Effects

Pseudo R"2
Firm-Year Observations

0.2900***
(0.094)
3.6318***
(1.411)
0.4583***
(0.064)
1.1781
(0.166)
0.6647***
(0.045)

1.0630
(0.447)
0.4675***
(0.132)

1.2400*
(0.159)
2.4882***
(0.649)
0.0001***
(0.001)

No

Yes

Yes

No
N/A
1666

0.2963****
(0.109)
3.5162**
(1.552)
0.4499***
(0.074)
1.0446
(0.174)
0.7021***
(0.066)
0.8606
(0.641)
0.5688**
(0.160)
1.3192**
(0.166)
2.9586***
(0.851)
0.0001***
(0.001)

No

Yes

Yes

No

N/A

1533

0.0906***
(0.029)
-0.0055
(0.014)
-0.0442*
(0.028)
-0.0766***
(0.024)
0.0509
(0.075)
-0.0159**
(0.008)
0.0337**
(0.014)
0.0665**
(0.030)
-0.3459%***
(0.109)
Yes

Yes

No

Yes

0.148
1666

0.0635**
(0.028)
-0.0179
(0.014)
-0.0745***
(0.023)
-0.0362**
(0.019)
0.1160*
(0.073)
-0.0072
(0.005)
0.0267
(0.022)
0.0474*
(0.029)
-0.3058***
(0.101)
Yes
Yes
No
Yes
0.118
1533
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The table reports the coefficients of Hazard Madgtessions and of Linear Probability Model (LPEQressions for 2007—2015. The dependent
variable in Columns 1-2 is the time to a delisting@ncement and the dependent variable in Colum#ss2a- dummy variable that takes a
value of 1 for a firmi that announced a delisting in yéamnd O otherwise. The regressions in Columns 1-septehe hazard ratios with year
and industry fixed effects and the regressions im@ns 3—4 present the coefficients of a linear phility model with firm, year, and industry-
year fixed effects. A hazard ratio that is gre#itan 1 indicates that the variable is associatéld avhigher likelihood of a delisting and a hazard
ratio that is less than 1 indicates that the végiadb associated with a lower likelihood of a diig. The sample used in the regressions in
Columns 1 and 3 does not include firms that werisidel due to mergers with a company that is notrotied by their CSHs. The sample used
in the regressions in Columns 2 and 4 does notdecfirms that were delisted during a period in Whilcey were in violation of the TASE
rules. Thdeow CGlzo072010Vvariable is a dummy variable that takes a valukfof firms whose CGI scores in the period 2007-620&re below
the median score in those years and 0 otherwiseCGi variable is the firm’'s corporate governance sawnéch is calculated based on the
index proposed in Cohen (2020a) and is normalineghtaverage of O and a standard deviation os$tis a dummy variable that takes the
value of 1 for the years 2011-2015 and 0 otherwigeis the natural logarithm of the number of monthsry which the firm had been public;
Sizeis the natural logarithm of the book value of fine's assets|everagds the book value of long-term liabilities divideg the book value

of the firm's assetsMarket to Book ratias the average market value of the firm during ttivee days after the financial statements were
published divided by the book value of the assgésh Flow/Liabilitiess the cash flow from operating activities dividadthe firm’s liabilities;
Concentration Lawis a dummy variable that takes a value of 1 fdirra that is part of a pyramid composed of at lehsee layers and 0
otherwise;Institutional is the shareholdings of the institutional investor a firm;Industryis the industry dummy variables that are defined
based on two-digit TASE codes. The explanatoryaideis, except fotow CGlz2o072010 are lagged by one year. Standard errors are ahaster
by firm and appear in parentheses. *, **, *** indie significance levels of 10%, 5%, and 1%, respelgt
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Table 15. Regressions of Delisting Decisions withtAtnative Definitions of the Post Variable

Hazard Model LPM

(1) 2 (3) (4)

20072010 20112015 20072010 20112015
Low CGil 20072010 0.6139

(0.251)
Low CGl 20072016*P0St 20132015 1.1728 0.0270
(0.839) (0.031)

Low CGl 20072010 0.7657

(0.399)
Low CGl 2007-2016*P0St2009-2010 0.5418 -0.0211

(0.308) (0.027)
Cal 0.8109 0.4731*** -0.0171 0.0004

(0.256) (0.091) (0.027) (0.021)
Age 1.0875 0.8120 -0.0801*** -0.3064***

(0.198) (0.216) (0.027) (0.107)
Size 0.8627 0.4998*** -0.0381* -0.0610

(0.106) (0.058) (0.025) (0.060)
Leverage 0.2084* 1.4773 0.0090 -0.0589

(0.202) (0.786) (0.061) (0.189)
Market to Book ratio 0.2017*** 0.2325%** -0.0126 -0.0033

(0.108) (0.125) (0.013) (0.007)
Cash Flow/Liabilities 1.9711%** 1.1775 0.0146 0.0214

(0.351) (0.265) (0.017) (0.038)
Concentration Law 1.8173* 6.7882*** 0.0038 0.0654***

(0.719) (2.955) (0.032) (0.026)
Institutional 0.0001*** 0.0001*** -0.2743* -0.2590*

(0.001) (0.001) (0.190) (0.185)
Firm Fixed Effects No No Yes Yes
Year Fixed Effects Yes Yes Yes Yes
Industry Fixed Effects Yes Yes No No
Industry-Year Fixed Effects No No Yes Yes
Pseudo R"2 N/A N/A 0.109 0.094
Firm-Year Observations 771 692 771 692

The table reports the coefficients of Hazard Maegkessions and of Linear Probability Model (LPMyressions. The dependent
variable in Columns 1-2 is the time to a delisting@ncement and the dependent variable in Colum#ss3a dummy variable
that takes 1 for a firrhthat announced a delisting in yéand O otherwise. The regressions in Columns le@emt the hazard ratios
with year and industry fixed effects and the regi@ss in Columns 3—4 present the coefficients daheal probability model with
firm, year, and industry-year fixed effects. A hakeatio that is greater than 1 indicates thatvidwéable is associated with a higher
likelihood of a delisting and a hazard ratio thatdss than 1 indicates that the variable is agsstiwith a lower likelihood of a
delisting. The regressions in the Columns 1 anceJarthe period 2007-2010 and the regressions ian@w 2 and 4 are for the
period 2011-2015. ThiBost20132015 andPost200s-2010 are dummy variables that take a value of 1 foryters 2013—-2015 and for
2009-2010, respectively, and 0 otherwise. Itvr CGl2o072010Vvariable is a dummy variable that takes a valukfof firms whose
CGil scores in the period 2007-2010 were below thdiamescore in those years and 0 otherwise. §6¢ variable is the firm's
corporate governance scores calculated based amdtive proposed in Cohen (2020apeis the natural logarithm of the number of
months during which the firm had been pub$izeis the natural logarithm of the book value of tinm’s assets| everageis the
book value of long-term liabilities divided by theok value of the firm’s assetstarket to Book ratids the average market value
of the firm during the three days after the finahatatements were published divided by the bodkevaf the assets€Cash
Flow/Liabilities is the cash flow from operating activities divideglthe firm'’s liabilities;Concentration Laws a dummy variable
that takes a value of 1 for a firm that is partagbyramid composed of at least three layers anthénwise;Institutionalis the
shareholdings of the institutional investors inrenf Industryis the industry dummy variables that are definadell on two-digit
TASE codes. The explanatory variables, excepLfov CGlzo072010 are lagged by one year. Standard errors are chasbsr firm
and appear in parentheses. *, **, *** indicate sfgrance levels of 10%, 5%, and 1%, respectively.

49



Appendix 1. The Corporate Governance Index

The CGI focuses on three dimensions: board indigese, board qualifications, and

control-cash flow wedge.

| measure board independence by the following @orapts: (a) the percentage of directors
on the board who are CSHs or CSH dependents (disethiat work in another firm that is
controlled by the same controlling shareholder) whether CSHs or a CSH dependents serve
on a board committee; (c) the percentage of mendfdise board or its committees who are
outside directors? and (d) whether the board chairman is also tha’$irCEO or CSH. In
addition, | use two other components to measureegttent to which a conflict of interest
hinders the board in monitoring the firm’s managetmehether a CSH is a senior executive

in the firm; and whether a firm’s senior managewss on the compensation committee.

The second of the above-mentioned dimensions asdbqualifications. | measure board
qualifications by the following components: (a) fercentage of directors with financial and
accounting expertise; (b) the percentage of dirsatdth industry expertise; (c) the percentage
of directors who are familiar with management md#joand (d) the board members’

“busyness.”

The third dimension focuses on a characteristia bfm’s structural ownership chain that
incentivizes the CSHSs to expropriate from minositvareholders. | follow previous studies and
consider the control-cash flow wedge as a proxytercontrolling shareholder’s incentive to
expropriate from minority shareholders. To calaaldte wedge, | identify the firm’s ultimate
owner by mapping the firm’s structural ownershimicl® Next, | calculate the ownership
rights attributed to the ultimate owner by multiply the ownership rights along the firm’s
structural ownership chain. The wedge is calculaiedhe difference between 100% and the

percentage of ownership rights that the controléhgreholder holds in the specific firm.

14 The controlling shareholders have a great deaifafénce over the appointment of outside directdmwyever,
unlike other directors, the decision of an outsldtector’s dismissal is subject to the majoritytteé minority rule
at the general meeting of the company’s sharehalddrerefore outside directors are may be congiderare
independent than other directors.

15 By “ultimate owner” | mean a shareholder who hodddeast 25% of a firm’s shares. Several sharehsld
between whom there is a control agreement that bioddlings will sum up to 25% are considered alsindtimate
owner.
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Binary components in the CGI, e.g., “whether thaignan is a CSH,” take the values of 1
and 0, for negative and affirmative, respectiv@lje score of continuous components, which
are ones whose values could range between 0 anaéapt for the control-cash flow wedge) is
normalized to 1 or 0 based on their respective aredalues as a threshdfiThe score of the
control-cash flow wedge is the controlling shareleols ownership rights, which increase with
the lowering of the wedge. The firm’s CGI scoreadculated as the equally weighted average
of the CGI components’ scores. Table A, presextimponents included in the CGI and the

method by which the score of each component waslleaéd.

Some of the components included in the CGI areitatiae variables and thus require
objective and unified criteria in order to compéne CGI scores across different firms and
different years. Specifically, a director is defires a “financial expert” if one of the following
criteria is fulfilled: The director has a Ph.D. fimance or economics; the director is an
accountant; the director holds or has held a sémancial position; or the director manages or
has managed a financial institution. An “industrpert director” is defined as one who has
formal education or practical experience relevarthe business of the firkd. The “busyness”

of a director is measured by the number of posstiime holds in other firms.

16 For example, the score of the component “percenthgentrolling shareholders on the board” is isifvalue
is above the median and 1 otherwise.
17 A director in a holding company is considered tahendustry expert if she has financial expertise.

51



Table A. The Corporate Governance Index

Dimension Component Score Calculation
Board Percentage of controlling shareholders on the Bbard “0” if higher than the median value, “1” otherwise
Independence Percentage of outside directors on the board “higher than the median value, “0” otherwise
The chairman is not a controlling shareholder fitue, “0” otherwise
The chairman is not the CEO “1" if true, “0” otherwise
The controlling shareholder is not a senior exeeut the firm “1" if true, “0” otherwise
Percentage of outside directors on the audit coraenit “1" if higher than the median value, “0” othése
Controlling shareholder does not serve on the aadfitmitteel8 “1" if true, “0” otherwise
Financial statements committee exists “1” if true, “0” otherwise
Percentage of outside directors on the financé#éstents committee “1” if higher than the medialuea“0” otherwise
Controlling shareholder does not serve on the firdustatements committee18 “1" if true, “0” otheswi
Compensation committee exists “1" if true, “0” otherwise
Percentage of outside directors on the compenseatiommittee “1" if higher than the median value, ‘@herwise
Controlling shareholder does not serve on the cosgi@m committeel8 “1" if true, “0” otherwise
No senior manager on the compensation committee if tivie, “0” otherwise
Nomination committee exists “1" if true, “0” otherwise
Corporate governance committee exists “1” if true, “0” otherwise
Board Percentage of financial expert directors on thedoa “1" if higher than the median value, “0” othesgi

Qualifications

Structural

Ownership

Percentage of industry expert directors on thedoar

Percentage of MBA directors on the board

Directors’ busyness level

Percentage of financial expert outside directortherboard
Percentage of industry expert outside directorgherboard
Percentage of MBA outside directors on the board

Outside directors’ busyness level

Percentage of financial expert outside directorgheraudit committee

Percentage of industry expert outside directorgheraudit committee

“1” if higher than the median value, “0” otherwis
“1” if higher than the median value, “0” otherwise
“0” if higher than the median value, “1” otherwise
“1” if higher than the median value, t3herwise
“1” if higher than the median value, therwise
if‘bigher than the median value, “0” otherwise
“0” if higher than the median value, “1” otherwise
“1” if higher than the medieatue, “0” otherwise
“1" if higher than the mediaiue, “0” otherwise

Percentage of financial expert outside directorstioa financial statements“l” if higher than the median value, “0” otherwise

committee

Percentage of industry expert outside directorstlom financial statements“1” if higher than the median value, “0” otherwise

committee

Percentage of financial expert outside directorthencompensation committee

Percentage of industry expert outside directorhercompensation committee

Control-cash flow wedge

“1” if higher than the median value, “0” otherwise
“1" if higher than thedian value, “0” otherwise
Ownership rights

¥n calculating this component for a specific firgonsider the directors that work in another fitmat is controlled by

the same controlling shareholder, as controllirgysholders.
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The table describes the components of the CGI. fitlexi contains 31 components that measure threendiares of CG quality: board
independence, board qualifications, and controh-lasv wedge. All the components, excluding contash flow wedge, are assigned a value
of 0 or 1. The control-cash flow wedge is calcudads the difference between 100% and the percenfagaltiplied ownership rights along
the ownership chain until the ultimate owner. Tbers of the control-cash flow wedge is the conitnglishareholder’s ownership rights. The
CGl score for a specific firm, is calculated as goadly weighted average of the components’ scdkedirector with financial expertise is
defined as one of the following: a director who BaBh.D. in finance, an accountant, a director Whlols or has held a senior financial
position, or a director who manages or has manaddncial institution. An industry expert directs defined as a director who has a formal
education or practical experience relevant tora'§ibusiness. A director’s busyness level is measas the sum of the positions she holds in
other firms. Controlling shareholder is a shareholdeo holds at least 25% of a firm’s shares. Sdwrareholders between whom there is a
control agreement that their holdings will sum a25% are considered a single controlling sharegrold
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Appendix 2.

In this appendix | use a very simple model to destrate how a decrease in PBCs
following investor-protection reforms induces a C8ta firm to take it private. | denote the
value of a private company i,.. A public firm has unique additional costs anddféa (see,
for example, Pagano, Panetta, and Zingales, 19@Bjfsivalue is denoted B,. The portion

of the firm’s assets that are extracted by a CS#kersoted byp. Using the extracted assets,
@ * V,,,, a CSH produces private benefits @f@) * V},,,. Following Burkart, Gromb, and

Panunzi (2000), | assume that the functig@) is strictly increasing and strictly concave; that

is, the marginal private benefit is positive anchidiishing.

Therefore, the portion df,, that is attributed to the minority shareholdersagbublic

company whose CSH holdspercent of its shares is:

(1)

Vinsh = (1—) x (1 — @) = Vou

The value for the CSH is her proportional portioiyj, plus the PBCs:

(2)
Vesn = ox (1 — @) * Vou + d(9) = Vou

To take the firm private the CSH has to pay theamty shareholders their portion in the
public company, namel¥;,s,. Thus, a CSH would take the firm privat&’if, < V,,,, — Vpsp.

Using Equations 1 and 2, | show that a CSH wilket#ie firm private if:

3)

d(B) — @ < 2- —

Vpu
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The? on the right side of Equation (3) is the relatoast of keeping the firm public. In
pu

particular,? > 1 indicates a positive cost for keeping the firmlpyland so we would expect
pu

the CSH to take it private. Nonetheless, the liei¢ f Equation (3) indicates that a CSH can
compensate for the cost of keeping the firm putyyihaving it adopt poor governance, which
would enables her to draw PB&sThat is,ceteris paribus! would expect a higi, and its

corresponding poor governance, to be correlateld avliigh tendency of the CSH to keep the

firm public.

An investor-protection reform may decreasatribentive of the CSH to keep the firm public
through two channels. The first, represented byitite side of Equation (3), is a decrease in

V,, due to compliance costs, which in turn resultannincrease in the relative cost of being
public “:ﬂ The second channel, represented by the leftadifguation (3), is restricting the
pu

ability of the CSH to draw PBCs so that and the corresponding(@) — @, substantially
decline. In that case, | would expect an averagease in the post-reform likelihood to delist
among the pre-reform poorly governed firms. Thesen¢ paper focusses on the second

channel.

19 More specifically, the left side of Equation 3leets the net effect of PBCs on the incentive @fSH to keep
the firm public. On the one hand, a higigeenables a CSH to produce more PBCs (that is higf®) and so
induces her to keep the firm public. On the otherd) expropriating the firm decreases its markkiejavhich
in turn increases the CSH'’s incentive to takeitgie both due to the loss after her shares’ mardieie declines,
and due to the decline in the market value shadasy for the minority shareholders’ shares in¢hse of a
delisting. The net effect of PBCs on the incentofea CSH to keep the firm public is reflected ireth
differenced (@) — @. By the assumptions of strong concavity and angtincrease ofl (@), there is a range @f
for which the difference (@) — @ is positive so that it may compensate for theterise of positive costs in
keeping the firm public (the right side of Equati®n
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