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Introduction

Huron has helped many boards of directors
and management teams work their way through
correcting errors in their financial statements.

It is based on this experience and with a desire
to assist companies dealing with these difficult
matters that we produced this report. Our goal
is to provide insight and answers to the key
questions that are most often asked at the
earliest stages of the restatement process,
including:

» How long will this process take?

* When will we be able to file our corrected
financial statements?

* What do we need to do to manage our way
through this undertaking?

* Are there common problems and obstacles
about which we should be wary?

» What other questions should we be asking?

To respond to the first question on timing, we
identified restatements announced during the
period of August 2004 through December 2006
and matched these announcements to the
subsequent filings of the corrected financial
statements, recognizing some were not yet
finished. We next identified each registrant’s
industry, revenue amount, and other key
characteristics, including the accounting issues
involved, so that we could prepare useful
benchmark data.

To address the other questions, we have
assembled our insights, observations, and
recommendations based on the experience
we have gained from helping many companies
through this difficult process.

We hope this information is useful for those
handling corrections to their financial statements
and welcome feedback that may further help
companies manage their way through the
restatement process.

Huron Consulting Group



The Restatement Process

One of the most difficult and stressful situations
that a company can be forced to deal with is the
announcement and correction of an error in its
previously released financial statements. It is
fair to assume that no one likes to admit to being
wrong, and this is especially true when it relates
to financial statements on which investors have
relied.

While the ramifications are somewhat obvious,
admitting your financial statements are flawed
often triggers class action shareholder lawsuits
and investigations to determine whether the
errors were committed intentionally. In addition,
the clock starts to run with regard to your
delinquent filings and your stock exchange may
start delisting proceedings, which can add to the
stress of the situation. Whether one is a member
of management or a member of the board,
managing the process of a restatement requires
expertise and attention to all details, including
every constituency and issue encountered,
during each stage of the process.

CONSULTING GROUP

Process and Procedures

We identified Form 8-K reports filed with the U.S.
Securities and Exchange Commission (SEC)
between August 2004 and December 2006
reporting on Item No. 4.02 “Non-Reliance on
Previously Issued Financial Statements or a
Related Audit Report or Completed Interim
Review”. We matched these announcements to
the subsequent filings of the restated financial
statements, recognizing that restated financial
statements for certain companies have not yet
been filed as of March 31, 2007. We then
conducted refined searches to include only
“restatements,” defined in FASB Statement No.
154 as “the process of revising previously issued
financial statements to reflect the correction of an
error in those financial statements.” The report
excludes any non-financial related restatements.
To analyze the information for averages and
trends, we created a database comprised of all
relevant information for each restatement
identified. The database includes approximately
1,900 restatements.




BENCHMARK DATA FOR RESTATEMENT TIMING

Overall Timing

The average time between the filing of the initial
Form 8-K and the filing of the restated financial
statements was seven weeks, while the median
was three weeks. The fairly significant difference
between the two is due to the fact that a portion
of restatements take months, and in some
instances over a year, to complete.

Some of the shorter time frames may be due to
the process a company would go through once
they determine the accounting for a transaction is
in error. In order to determine whether the error is
material, a company would need to determine the
appropriate accounting for the transaction. If the
auditor is involved in that process, as would be
expected, it would shorten the time required to
file the restated financial statements once the
company concludes the error is material.

Approximately one out of every six restatements
analyzed was filed within one day of a registrant
filing the Form 8-K, while approximately one-third
of the restatements were filed within two weeks
of the initial Form 8-K filing.

Time Between Form 8-K Filing and

Restated Financial Statements

The table below illustrates the timing between
filing Form 8-K and the restatement for those
companies in our database.

The good news is that in approximately four out
of five instances, restated financial statements
are filed within four months of the initial Form 8-K
filing alerting the public of a material accounting
error. The bad news is that approximately 20%
of the time, it takes longer than four months to
restate. Such a delay generally results in the
registrant missing at least one timely filing of a
Form 10-K or Form 10-Q with the SEC.

The wide range in the amount of time it takes to
file restated financial statements illustrates that
not all restatements are equal. In fact, it’s just the
opposite. There is a wide discrepancy in the size
and severity of restatements. The restatements in
our database range from relatively simple
reclassifications within the cash flow statement to
the headline-grabbing, multiple-year restatements
of numerous categories that affect net income.

% of Overall Population

0-4 months 79%
4-8 months 6%
8-12 months 2%
> 1 year 1%
2004 Form 8-K not yet restated? 1%
2005 Form 8-K not yet restated? 3%
2006 Form 8-K not yet restated? 8%

1As of March 31, 2007



Accounting Issue Analysis

The time it takes for the average restatement
dramatically increases as the number of
accounting issues involved in the restatement
increases. The following reflects the average
number of days between the filing of Form 8-K
and the restated financial statements distributed
by the number of restatement issues.

Average Number of Days Between Form 8-K Filing and Restated Financial
Statements by Number of Accounting Issues

Days

1 2 3 4 5 or more

Accounting Issues

Our study indicates that approximately 19% of the time, the restated financial statements
identified more accounting issues than were originally identified in the Form 8-K filing.
Interestingly, more than 80% of the restatements that identified five or more accounting issues
had fewer than five issues identified on the original Form 8-K filing. This is particularly relevant
given the fact that a restatement that contains five or more issues takes significantly longer to
complete than those with fewer than five issues.

'CONSULTING GROUP




Finally, we analyzed restatements by type of accounting issue to determine whether certain types
of accounting problems led to longer delays in completing a restatement. As illustrated in the
graphs below, when we separated the population into those restatements that took less than four
months to complete, and those that took longer than four months to complete, the same five
accounting issues were most prevalent in both populations. Thus, it seems that the type of
accounting issue or issues encountered by a registrant is not a strong determining factor in how
long the restatement process will take.

Top 5 Accounting Issues for Restatements Taking More Than Four Months

40%

30%

20%

10%

0%

Top 5 Accounting Issues for Restatements Taking Less Than Four Months

40%

30%

20%

10%

0%

2Primarily consists of Acquisition Accounting, Investments/Derivatives, Inventory, Gain/Loss,
Equity Method/Consolidation, and Cash Flow and Balance Sheet Reclassifications.



Company Size Comparisons

The size of the company restating, as measured
by revenues, does not appear to be a significant
factor in determining the average length of time
to restate, as shown below.

Average Number of Days Between Form 8-K Filing and Restated Financial
Statements by Company Size

60

40

Days

20

<§100M $100 - $249M $250 - $499M $500 - $999M >$1B

Company Size

The lack of significant variation is likely due to the fact that the restatement process is generally
the same for any public company, regardless of size. While the size of the teams doing the work
will change along with the number of issues, the process and time pressures are the same for all
companies.

CONSULTING GROUP



Industry Averages

The following graph shows the industry
distribution of the average number of days
between the filing of the Form 8-K and the
restated financial statements.

Average Number of Days Between Form 8-K Filing and Restated
Financial Statements by Industry

Days

High-tech companies take the longest to restate, while “old school” manufacturing and services
companies are the quickest. This may be due in part to the fact that high-tech companies
generally have had more rapid growth and, therefore, have greater pressure on systems and
controls. This can result in a longer period of time to remediate a problem (including getting
investigators, if applicable, and auditors comfortable with the restated numbers and their
supporting documentation).

Another factor could be that, in certain areas like revenue recognition, high-tech companies have
more complex accounting rules. Finally, high-tech companies tend to issue a greater number of
complex debt and equity instruments.



To learn more about how Huron can help
your organization, please contact
www.huronconsultinggroup.com
1-866-229-8700

About Huron Consulting Group

Huron Consulting Group helps clients effectively address complex challenges
that arise in litigation, disputes, investigations, regulatory compliance,
procurement, financial distress, and other sources of significant conflict or
change. The Company also helps clients deliver superior customer and capital
market performance through integrated strategic, operational, and organizational
change. Huron provides services to a wide variety of both financially sound and
distressed organizations, including Fortune 500 companies, medium-sized
businesses, leading academic institutions, healthcare organizations, and the law
firms that represent these various organizations.

Huron Consulting Group assists corporations with complex accounting and
financial reporting matters, financial analysis in business disputes and litigation,

as well as valuation analysis related to business acquisitions. It is composed of
certified public accountants, economists, certified fraud examiners, and holders of
the Chartered Financial Analyst® designation who serve attorneys and corporations
as consultants and expert witnesses in connection with business disputes, as well
as in regulatory or internal investigations.

Huron also consults with companies in the areas of corporate governance,
Sarbanes-Oxley compliance, internal audit, and corporate tax. Additionally, Huron
provides experienced project leadership and credentialed, on-demand resources to
assist companies with critical finance and accounting department projects.
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