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ABSTRACT
Advance receipts reflect implicit performance information, as 
they measure unearned revenue such that cash is received 
before the revenue can be recognised. This paper examines 
the information content and related pricing impact of advance 
receipts. We find that (1) advance receipts are positively 
related to firms’ future performance after controlling for rev-
enue and earnings growth, (2) advance receipts are associated 
with positive short-term price impacts but substantially larger 
subsequent returns, (3) order-flow imbalance during the finan-
cial reporting window is unrelated to advance receipts but is 
strongly and positively related to revenue and earnings 
growth, (4) a long-short trading strategy constructed on 
advance receipts generates monthly abnormal returns of 
0.5% to 1%, and (5) after the enactment of the new revenue 
standard, we document a comparable pricing pattern in con-
tract liability. We conclude that investors disregard advance 
receipts because of habitual thinking, which creates an anom-
aly in the A-share stock market.

KEYWORDS 
Advance receipts; implicit 
performance information; 
habitual thinking; anomaly

1. Introduction

It is common sense that a firm’s balance sheet reports its financial conditions, and 
the income statement reports its operating performance. Therefore, investors natu-
rally examine income statement items such as sales and earnings to gauge firm 
profitability. However, because of this cognitive inertia, investors can fail to notice 
the likelihood that advance receipts – a balance sheet item – also contain perfor-
mance information.
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Advance receipts reflect transactions occurring prior to revenue recognition and are 
thus directly tied to the firm’s future performance.1 For example, real estate enterprises 
sell off-plan projects to buyers; Guizhou Maotai receives substantial prepaid orders from 
distributors during periods of high market demand. In neither case can a firm recognise 
revenue until the product is delivered. Nonetheless, investors should consider advance 
receipts to assess the profitability of enterprises as long as they are aware of the business 
model of the real estate sector and Guizhou Maotai (Liu & Liu, 2012).

According to accounting principles, advance receipts are categorised as operating 
liabilities since they constitute the commitment to goods delivery and services obliga-
tions. As a result, advance receipts do not appear on the income statement, which is 
where investors often look for performance information. Instead, advance receipts are 
shown on the balance sheet, which has a different purpose from that of the income 
statement. Furthermore, some investors can even perceive advance payments as negative 
items because liabilities often reflect future benefit outflows. Therefore, the location of 
advance receipts (on the balance sheet) largely differs significantly from how investors 
typically think about financial statements and accounting components. This could have 
an impact on how investors gather information and make decisions (Hirshleifer & Teoh,  
2003; Luo et al., 2018; Tversky & Kahneman, 1974, 1981). As a result, investors are inclined 
to overlook advanced receipts declared on the balance sheet and underestimate their 
impact on future performance.

Are investors attentive to the performance information reflected in advance receipts? If 
not, what are the economic consequences? We create a quarterly sample of all nonfinan-
cial listed corporations in the A-share stock market from 2004 to 2019 and run a series of 
empirical tests to answer the aforementioned questions. Our findings are as follows.

(1) The change in advance receipts (the change in advance receipts multiplied by 
profit margin) is significantly predictive of sales and earnings growth in the next 1 
to 4 quarters. The concurrent explicit performance measurements (sales and earn-
ings) provided on the income statement have no bearing on this forecasting 
capacity. Our findings suggest that rational investors should not disregard advance 
receipts since they offer additional performance information beyond sales and 
earnings.

(2) Upon the disclosure of financial reports, we discover three pieces of evidence 
showing that investors are less attentive to advance receipts than they are to 
sales and earnings, which are concurrent income statement performance mea-
sures. First, on the EastMoney discussion forums, posts about advance receipts are 
far fewer than those about sales and earnings. Second, the magnitude of the short- 
term price impact of advance receipts is substantially smaller than that of sales and 

1The sample period for most of the tests is from 2004 to 2019, before the complete implementation of the new revenue 
standard. Under the new revenue standard, most of the transactions that were previously recorded as advance receipts have 
been replaced by contract liabilities. Presently, only advance payments from customers that do not represent obligations for 
the delivery of goods or the provision of services are recorded in advance receipts. It should be highlighted that the main 
conclusion of our paper is not significantly affected by the standard change as long as investors are not attentive to the 
performance-related items on the balance sheet (advance revenues under the old standard and contract liabilities under the 
new standard). We also obtain similar findings that investor neglect contract liability during 2021 Q1 and 2022 Q2. Unless 
otherwise specified, when discussing advance receipts, we are referring to the period before the enactment of the new 
revenue standard.
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earnings growth. Third, utilising high-frequency data, we find that neither retail nor 
institutional investors trade stocks in accordance with advance receipts. However, a 
strong positive correlation exists between sales and earnings growth and order- 
flow imbalance indicators of both institutional and retail investors.

(3) The long-term pricing impacts of advance receipts post financial report are statis-
tically positive and monotonically increasing with t (BHAR[2, 10], BHAR[2, 30], BHAR 
[2, 60], BHAR[2, 120], and BHAR[2, 250]). In particular, the long-term price impact 
BHAR[2, 250] is approximately 20 to 30 times larger than the short-term price 
impact BAHR[−1, 1].

(4) The change in advance receipts (the change in advance receipts multiplied by 
profit margin) also is a significant predictor of earnings announcement returns for 
the following four quarters, implying that the ex post performance significantly 
exceeds investors’ ex ante expectations.

These findings show that the market is sluggish in incorporating the information content 
of advance receipts. To further investigate the underlying mechanism, we conduct two 
additional tests. We first differentiate investors’ habitual thinking from limited attention. 
In line with Da et al. (2011), we evaluate investor attention using internet search volume 
and find that while high attention greatly enhances the pricing impact of sales and 
earnings growth, it has no impact on the pricing of advance receipts. In addition, the 
positive correlations between investor trading and sales and earnings growth are also 
greatly amplified by high attention; however, these benefits do not hold for advance 
receipts. The aforementioned findings are not easily explained by limited attention but 
are highly consistent with investors’ habitual thinking about financial statements. Then, 
we examine analysts’ ability to correctly understand advance receipts. As we discover that 
the ex post realised performance greatly exceeds analysts’ ex ante estimates, our findings 
demonstrate that analysts, who are experts in stock market, also undervalue the perfor-
mance information included in advance receipts.

We also construct a trading strategy utilising investors’ inattention to advance receipts. 
At the beginning of each month, we buy stocks whose change in advance receipts 
(change in advance receipts multiplied by profit margin) is in the top decile and short 
stocks whose change is in the bottom decile. During the sample period, this trading 
strategy can earn 0.5%–1% risk-adjusted portfolio returns. As the abnormal returns persist 
after controlling for CAPM, FF-3 or FF-5 risk factors, the long-term price impact of advance 
receipts is unlikely to be the compensation for undertaking more risks.

Given that the majority of transactions previously recorded as advance receipts have 
been replaced by contract liabilities after the complete enactment of the new revenue 
standard, we observe contract liabilities during 2021 Q1 and 2021 Q2 (the most recent 
available data at the time of the writing of this paper) to ensure the validity of our findings 
in the new revenue standard era. We document that investors’ ignorance of balance sheet 
performance information due to habitual thinking persists, as we obtain comparable 
results in contract liabilities.

Our paper adds to the literature in two aspects. First, prior literature mainly examines 
whether investors overestimate the persistence of accruals and tests the asset pricing 
implications of the timing mismatch between cash flows and accounting profit recogni-
tion (Hirshleifer et al., 2004; Li & Niu, 2007; Richardson et al., 2005; Sloan, 1996; Xie, 2001). 
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In contrast, we looks at the same mismatch problem but from the opposite side (cash flow 
ahead of accounting recognition) and present evidence of the inefficient pricing of 
advance receipts.

Second, we also highlight the crucial role of investors’ habits of using financial reports 
on the efficacy of information disclosure (Hirshleifer & Teoh, 2003; Luo et al., 2018). Prior 
studies demonstrate a variety of behavioural biases, including limited attention 
(DellaVigna & Pollet, 2009; Hirshleifer et al., 2009), representativeness (Barberis et al.,  
1998; Lakonishok et al., 1994), overconfidence (Daniel et al., 1998), anchoring bias 
(Chang et al., 2017), and confirmation bias (Pouget et al., 2017). Through our research, 
we show that investors’ processing of financial information is also hampered by habitual 
thinking.

Our paper also has implications for the standard setters. Although the new revenue 
standard aims to provide a broad framework for revenue recognition, it also introduces a 
number of new statement items and complicates the timing problems between cash 
flows and accounting recognition. Therefore, to fully assess the new revenue standard, we 
advise standard setters to pay particular attention to whether investors can understand 
new statement items, such as contract assets and contract liabilities, and whether inves-
tors can correctly interpret the relationship between these new statement items and the 
firm’s current performance, future performance, and cash flows.

Finally, we discover a new anomaly in the A-share stock market and thus provide 
trading insights. On the one hand, we suggest that investors pay close attention to 
implicit performance information, such as that reflected in advance receipts and contract 
liabilities. On the other hand, exploiting investors’ habitual thinking and trading on 
advance receipts can earn substantial excess returns.

Our paper proceeds as follows. Section 2 provides a review of the related literature and 
a theoretical analysis. Section 3 describes the research designs. Section 4 provides a 
discussion of the main empirical findings. Section 5 provides additional analyses, and 
the last section concludes.

2. Literature review and theoretical analysis

Under accrual basis accounting, revenue recognition adheres to the realisation principle 
based on the fulfilment of contractual obligations rather than the actual receipt of cash. A 
company can fully recognise revenue regardless of cash receipts as long as the revenue 
recognition conditions are satisfied. As a result, both accounting academia and profes-
sions are highly sensitive to aggressive accounting practices adopted by firms to inflate 
sales and earnings, such as the notorious earnings manipulation before IPOs and SEOs 
(Teoh et al., 1998a; 1998b).

A number of studies examine the asset pricing implications of accrual accounting. The 
seminal work of Sloan (1996) shows that investors fixate on earnings and fail to distin-
guish the persistence of the cash flow and accrual components. Consequently, stocks with 
higher proportions of accrual earnings have lower subsequent returns, i.e. the accrual 
anomaly. Follow-up studies, including Xie (2001), Hirshleifer et al. (2004), and Richardson 
et al. (2005), confirm that overestimating the persistence of accrual earnings is the primary 
reason for the mispricing of accruals. Although advance receipts, which are also the result 
of accrual accounting, exhibit a high percentage of concurrent sales and earnings of listed 
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firms (see Figures 1 and 2), very few studies work on whether investors are able to 
anticipate the performance implications of advance receipts when cash inflows precede 
revenue recognition, as well as the consequent effects on stock prices.

If the stock market is efficient (Fama, 1970, 1991), sophisticated investors should fully 
comprehend the performance implications of advance receipts and promptly incorporate 
this information into stock prices. In practice, however, investors’ ability to process 
information is constrained. As a result, alternative means of presenting information 
usually have different implications on investor perceptions and stock prices (Hirshleifer 
& Teoh, 2003), and we posit that there are barriers that indeed prevent investors from 
accessing the performance information reflected in advance receipts.

Investors do not view advance receipts as implicit performance measures unless they 
comprehend accrual basis accounting and the resultant time discrepancy between rev-
enue recognition and cash settlements. However, a substantial number of investors might 
not have such financial literacy; as of the end of 2016, 74.7% of A-share investors had a 
junior college or lower education level, according to the Shanghai Stock Exchange 
Statistical Yearbook (Volume 2016).2 Recent behavioural finance papers further show 
that many fundamental financial concepts thought to be common knowledge are actually 
not common knowledge at all. For example, Birru (2015) and Chang et al. (2017) docu-
ment that many investors are not aware of the ex-right price adjustment after stock splits. 
Hartzmark et al. (2022) find that investors often solely consider capital gains as stock 
returns, although it is ‘almost universally agreed’ that stock returns have two sources, 
capital gains and dividends.

We propose that investors are not necessarily attentive to advance receipts even if they 
are knowledgeable about them because humans rely on heuristics in decision making 
(Tversky & Kahneman, 1974). To be more responsive to similar situations, humans typically 
create a set mode to address a specific type of problem by accumulating learning and 
experience. Although this procedural thinking improves human problem-solving effec-
tiveness, it also makes people less adaptable when faced with unusual circumstances. As 
we all know, investors learn from financial accounting or financial statement analysis 
lessons to extract performance information from the income statement to analyse a firm’s 
profitability. However, because advance receipts are not included on the income state-
ment, investors may engage in stereotypical thinking for financial statements, which 
might result in insufficient attention to advance receipts. Zhai and Luo (2014) and Luo 
et al. (2018) provide a terrific example of how investors use financial information in a 
hidebound manner. In 2007, the new accounting standards moved investment income 
from below to above the line of operating profits. They find that although investment 
income is vulnerable to manipulations, investors nevertheless perceive operating income, 
which is contaminated by the noise of investment income, as core earnings.

Humans are also narrow-framed in their decision process (Tversky & Kahneman,  
1981), which reflects that the formation of a problem could significantly affect their 
ultimate choices. As the balance sheet is designed to report a firm’s financial 
conditions, and the income statement is designed to report its operating perfor-
mance, after deeply accepting the functional positioning of different financial 
statements, investors would fixate too much on the intended function of a 

2The statistical yearbook published by the SSE after 2017 no longer provides statistics on investor composition.
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particular financial statement. Therefore, even though some performance informa-
tion, such as advance receipts, is readily available on the balance sheet, it would 
be fairly counterintuitive for investors to seek such information there. Additionally, 
advance receipts might also contradict how investors often think about liabilities. 
Advance receipts function more as a temporary shelter for future revenue than 
they do as liabilities in the traditional sense, which can occasionally be a negative 
signal because liabilities indicate future outflows of economic benefits. Since most 
investors frequently view liabilities as neutral or even negative, they are highly 
likely to be unaware that a special item – advance receipts – on the liabilities side 
of the balance sheet could convey positive performance information.

Based on the above analysis, due to the habitual thinking about financial 
statements, we conjecture that investors may ignore the performance information 
reflected in advance receipts. Nevertheless, once investors fail to consider the 
performance information in advance receipts, the likelihood is high that they will 
have biased beliefs of firms’ future profitability, which might further lead to 
mispricing in the stock market. First, regarding quantity, as shown in Figure 1, 
advance receipts represent up to 12% of listed firms’ concurrent sales, and the 
predicted future income that advance receipts could generate represents up to 
10% of their current earnings. Second, regarding quality, advance receipts are 
timelier than sales and earnings, as they recode economic benefits before account-
ing recognition. Furthermore, because the cash associated with the advance 
receipt transactions have already been settled, these transactions are more 
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Figure 1. Advance receipts relative to sales/earnings during the sample period. This figure reports the 
average proportion of advance receipts relative to annual sales revenue (blue) and the average 
proportion of earnings expected to be generated by advance receipts relative to annual earnings 
(red) during the sample period.
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trustworthy than the accrual earnings earned through accounts receivable. Finally, 
a firm that fully or partially completes cash settlements before completing con-
tractual obligations sends a signal of strong market competitiveness, suggesting 
that advance receipts might be positively correlated with future performance even 
in the long run.

Above all, advance receipts provide us with an ideal setting in which to examine 
whether investors exhibit habitual thinking when they extract financial information 
from financial statements and test the consequent asset pricing implications.

3. Research design

3.1. Sample and data sources

Our initial sample consists of A-share listed companies from 2004Q1 to 2019Q4, and we 
exclude companies in the financial industry and observations with missing values for the 
variables required for the analysis.3 The financial and stock trading data are retrieved from 
the CSMAR database, and the data on analyst forecasts, high-frequency stock trading and 
posts on the EastMoney message board data are obtained from the Suntime, RESSET and 
CnOpenData databases, respectively.

3.2. Variable constructions

We construct two variables to measure the performance information reflected in advance 
receipts. The first measure is ∆AdvRpti,q = (AdvRpti,q - AdvRpti,q-4)/MVi,q, where the sub-
scripts i and q represent the firm and quarter, respectively. AdvRpti,q is the amount of 
advance receipts at the end of quarter q, and MVi,q is the market capitalisation of the stock 
at the end of quarter q. Since advance receipts are expected to be converted into revenue 
after the delivery of goods or services, we include ∆AdvRpti,q and sales growth ∆Salesi,q 

simultaneously in the regression analysis to ensure that ∆AdvRpti,q has marginal effects 
beyond ∆Salesi,q. This procedure also helps us distinguish the long-run pricing effect of 
advance receipts from the well-known revenue surprise anomaly (Jegadeesh & Livnat,  
2006). Another measure is ∆AdvRptNii,q = (AdvRpti,q - AdvRpti,q-4) × PMi,q/MVi,q, where PMi,q 

is the net profit margin of firm i in quarter q.4 We adopt this measure because advanced 
receipts multiplied by profit margin approximately predict the amount of future earnings 
that could be generated by advance receipts. When we use ∆AdvRptNii,q as the explana-
tory variable in the regression analysis, we control ∆Earningsi,q to distinguish the effect of 
∆AdvRptNii,q from that of earnings growth and exclude the price impact of PEAD (Bernad & 
Thomas, 1989, 1990).

To facilitate the interpretation of the empirical results and to prevent the possibility 
that the findings are determined by a particular industry, such as the real estate industry, 
in each quarter and industry, we first transform ∆AdvRpti,q (∆AdvRptNii,q) into decile 

3A-share stock market listed companies are required by the CSRC to disclose quarterly reports from 2002q1. Our sample 
starts from 2004q1 because the estimation of earnings persistence and earnings volatility needs financial data from at 
least the past 8 quarters. The new revenue standard was fully applied in the A-share stock market after January 1, 2020. 
Due to the considerable shift in the accounting rules for advance receipts following the adoption of the new standard, 
our sample ends in 2019q4.

4We require PM to be positive (PM > 0). When PM is less than zero, we set ∆AdvRptNi as missing values.
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rankings and then standardise it to be in [−0.5, 0.5].5 Following this procedure, the 
regression coefficients of Decile ∆AdvRpti,q (Decile ∆AdvRptNii,q) estimate the arbitrage 
portfolio returns of buying the top Decile stocks and selling short the bottom Decile stocks.

3.3. Empirical testing method

We first evaluate the predictive ability of ΔAdvRpti,q and ΔAdvRptNii,q for future perfor-
mance using Model (1). 

Decile ΔSales ðΔEarningsÞi;qþj ¼ β1Decile ΔAdvRptðΔAdvRptNiÞi;q
þ β2Decile ΔSalesðΔEarningsÞi;q þ εi;t (1) 

To maintain comparability among variables, when we use Decile ΔAdvRpti,q as the expla-
natory variable, the dependent variable is Decile ΔSalesi,q+j. At the same time, we control 
for Decile ΔSalesi,q to ensure that Decile ΔAdvRpti,q still has incremental predictability for 
Decile ΔSalesi,q+j; correspondingly, when we use Decile ΔAdvRptNii,q as the explanatory 
variable, the dependent variable is Decile ΔEarningsi,q+j, and the controlled variable is 
Decile ΔEarningsi,q. We test the predictive ability of Decile ∆AdvRpti,q (Decile ∆AdvRptNii,q) 
for the next 4 quarters; that is, the subscript j ranges from 1 to 4. We expect a significantly 
positive regression coefficient β1.

Next, we use Model (2) to examine the price impact of ΔAdvRpti,q (ΔAdvRptNii,q) on the 
short-run financial report window [−1, 1] and multiple long-run postevent windows [2, t], 
where t = 0 represents the financial report date. 

BHAR t1; t2½ �i;q ¼ β1Decile ΔAdvRptðΔ AdvRptNiÞi;q þ β2Decile ΔSalesðΔEarningsÞi;q 

þγ0Xi;q þ εi;t (2) 

BHAR[t1, t2] represents the size-adjusted buy-and-hold abnormal returns during the [t1, t2] 
window. At the beginning of each quarter, we divide all A-share firms listed for more than 
6 months into 10 portfolios based on their last quarter-end market capitalisation, and the 
benchmark buy-and-hold returns are computed using the size-decile portfolio to which 
firm i belongs. Consistent with the design of Model (1), when testing Decile ΔAdvRpti,q, we 
control for Decile ΔSalesi,q. When testing Decile ΔAdvRptNii,q, we control for Decile 
ΔEarningsi,q.

Xi,q is a vector of control variables. Following Hirshleifer et al. (2009) and DellaVigna and 
Pollet (2009), we include size (LnSize), book-to-market ratio (LnBM), leverage (Leverage), 
earnings persistence (Persistence), earnings volatility (EarningsVol), and the calendar date 
difference between quarter q’s earnings announcement date and quarter q-4’s earnings 
announcement date (Lag). Considering that advance receipts may be related to operating 
cash flows, we control the growth of operating cash flows, Decile ΔCFO, in a manner 
similar to that for Decile ΔSalesi,q and Decile ΔEarningsi,q. To distinguish the long-run 
pricing effect of advance receipts from the accrual anomaly (Sloan, 1996), we also control 
for working capital accruals, WcAcc. All control variables are winsorised at the 1st and 99th 
percentiles on a quarterly basis to reduce the impact of outliers.

5Assuming stock i in year q is assigned to the x-th decile, where x is the decile rank ranging from 1 to 10, then Decile 
ΔAdvRpti,t is computed as Decile ΔAdvRpti,t = −1/2 + (x-1)/10.

8 C. CUI ET AL.



Both Models (1) and (2) include industry fixed effects. We divide all A-share listed 
companies into 20 industries according to the 2012 CSRC industry classification standard, 
with the manufacturing industry subdivided into the second level. Models (1) and (2) are 
estimated using the Fama and MacBeth (1973) procedure with Newey‒West adjusted 
standard errors (4 lags). Detailed descriptions of all variables are provided in Table 1.

4. Empirical analysis

4.1. Descriptive statistics

As depicted in Figure 1,6 the proportion of advance receipts relative to annual sales is 
approximately 10%. The earnings expected to be generated by advance receipts, which 
are estimated by multiplying advance receipts with the net profit margin, account for 
approximately 8% of annual earnings. Both indicators highlight the economic significance 
of advance receipts, and they are generally stable during the sample period without large 
fluctuations.

Figure 2 reports the proportion of advance receipts relative to sales/earnings by 
industry. Relative to other industries, the real estate sector displays a substantially higher 
percentage of advance revenues, which is consistent with its widespread use of off-plan 
properties. Sizeable variations in advance receipts also exist across other industries, hence 
underscoring the importance of the within-industry standardisation of ∆AdvRpti,q and 
∆AdvRptNii,q.

Table 2 reports the descriptive statistics for the main variables. The statistics for 
ΔAdvRpt, ΔAdvRptNi, ΔSales, and ΔEarnings are obtained from their raw distributions 
before decile ranking transformation and standardisation. The sample distribution exhi-
bits large variations in advance receipts, as the mean of ΔAdvRpt is 0.0069, and the 
standard deviation is 0.046, and ΔAdvRpt increases from − 0.0292 (the 5th percentile) to 
0.0622 (the 95th percentile). The statistical distributions of the other variables are gen-
erally in line with our expectations.

Table 3 displays the correlation matrix between advance receipts and income state-
ment performance indicators and shows no significant correlation between advance 
receipts and income-statement performance indicators, such as sales and earnings, in 
either the raw variable pairs (ΔUnRev and ΔEarnings, ΔUnRevNi and ΔEarnings) or the 
decile ranking transformed variable pairs (Decile ΔAdvRpt and Decile ΔSales, Decile 
ΔAdvRptNi and Decile ΔEarnings). The low correlation suggests that investors exclusively 
concentrating on explicit income statement performance indicators are likely to provide 
biased estimates of firms’ future prospects.

4.2. Advance receipts and future performance

Figure 3 displays the regression coefficients of Decile ΔAdvRpti,q on future Decile ΔSalesi,q+j 

(blue) and that of Decile ΔAdvRptNii,q on future Decile ΔEarningsi,q+j (red) for the upcoming 
1 to 4 quarters. The findings suggest that both Decile ΔAdvRpti,q and Decile ΔAdvRptNii,q 

6The use of annual instead of quarterly numbers is intended to eliminate the operating seasonality of listed companies.
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Table 1. Variable definitions.

Variable Definition

Decile ΔUnRevi,q ΔAdvRpti,q is the increment of the advance receipts of firm i in quarter q relative to 
that in q-4 divided by the market capitalisation of firm i at the end of quarter q. 
In each quarter and industry, ΔAdvRpti,q is first converted into decile rankings 
and then standardised to be in [−1/2, 1/2].

Decile ΔUnRevNii,q ΔAdvRptNii,q is the increment of the advance receipts of firm i in quarter q relative 
to that in q-4 divided by the market capitalisation of firm i at the end of quarter 
q. In each quarter and industry, ΔAdvRptNii,q is first converted into decile 
rankings and then standardised to be in [−1/2, 1/2].

Decile ΔSalesi,q ΔSalesi,q is the increment of the sales of firm i in quarter q relative to that in q-4 
divided by the market capitalisation of firm i at the end of quarter q. In each 
quarter and industry, ΔΔSalesi,q is first converted into decile rankings and then 
standardised to be in [−1/2, 1/2].

Decile ΔEarningsi,q ΔEarningsi,q is the increment of the earnings of firm i in quarter q relative to that in 
q-4 divided by the market capitalisation of firm i at the end of quarter q. In each 
quarter and industry, ΔEarningsi,q is first converted into decile rankings and then 
standardised to be in [−1/2, 1/2].

Decile ΔCFOi,q ΔCFOi,q is the increment of the operating cash flows in quarter q relative to that in 
q-4 divided by the market capitalisation of firm i at the end of quarter q. In each 
quarter and industry, ΔCFOi,q is first converted into decile rankings and then 
standardised to be in [−1/2, 1/2].

Decile Forecasted ΔSalesi,y+j Forecasted ΔSales is the consensus 1 (or 2) -year-ahead analyst sales forecast of firm 
i minus sales in the current year divided by the market capitalisation at the end 
of the year. In each year and industry, Forecasted ΔSales is first converted into 
decile rankings and then standardised to be in [−1/2, 1/2].

Decile Forecasted ΔEarningsi,y+j Forecasted ΔEarnings is the consensus 1 (or 2) -year ahead analyst earnings forecast 
of firm i minus the earnings of the current year divided by the market 
capitalisation at the end of the year. In each year and industry, Forecasted 
ΔEarnings is first converted into decile rankings and then standardised to be in 
[−1/2, 1/2].

Retail_ABSI[−1, 1]i,q Retail investors’ cumulative daily abnormal order flow imbalance during the 
financial report window [−1, 1]. The daily order flow imbalance is the difference 
between the buying and selling volumes divided by the average trading volume 
during [−130, −10) and (10, 130]. The daily abnormal order flow imbalance is 
then obtained as the difference between the daily order flow imbalance and the 
average daily order flow imbalance during [−130, −10) and (10, 130]. Trades in 
amounts less than RMB 100,000 are categorised as trades initiated by retail 
investors.

Institutional_ABSI[−1, 1]i,q Institutional investors’ cumulative daily abnormal order flow imbalance during the 
financial report window [−1, 1]. The daily order flow imbalance is the difference 
between the buying and selling volumes divided by the average trading volume 
during [−130, −10) and (10, 130]. The daily abnormal order flow imbalance is 
then obtained as the difference between the daily order flow imbalance and the 
average daily order flow imbalance during [−130, −10) and (10, 130]. Trades in 
amount larger than RMB 200,000 are categorised as trades initiated by 
institutional investors.

BHAR[t1, t2]i,q Size-adjusted buy-and-hold abnormal returns to be in [t1, t2].

LnSizei,q Natural logarithm of the market capitalisation of outstanding stocks.
LnBMi,q Natural logarithm of the book-to-market ratio.

Leveragei,q Total liabilities divided by total assets.
Persistencei,q Coefficient of regressing Earningsi,q on Earningsi,q-1 over the past 16 quarters; a 

minimum of 8 observations are needed.
EarningsVoli,q Standard deviation of Earnings divided by the market capitalisation at the end of 

quarter q. The estimation is executed over the past 16 quarters; a minimum of 8 
observations are needed.

(Continued)
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have effective forecasting abilities for future performance of no less than four quarters. 
Therefore, advance receipts can provide important performance information for investors.

Following Bentley et al. (2018), in the regression analysis, we assess the aggregated 
predictive power of Decile ΔAdvRpti,q and Decile ΔAdvRptNii,q on future performance for 
the upcoming years (q+1–q+4). As presented in Table 4, the subscript of the dependent 
variable represents the aggregated growth in sales (earnings) in q+1 to q+4 compared to 
sales (earnings) in q-3 to q.

Table 1. (Continued).

Variable Definition

Lagi,q Difference in calendar dates between quarter q’s earnings announcement date and 
quarter q-4’s earnings announcement date.

WcAcci,q Working capital accruals in quarter q divided by the market capitalisation at the 
end of quarter q. Working capital accruals are the increment in short-term 
operating assets (excluding cash) minus the increment in operating liabilities.

ForecastBiasi,y Actual earnings minus consensus earnings forecast of analysts (the median of 
earnings forecasts) divided by the market capitalisation at the end of year y.

LnCovi,y Natural logarithm of the number of analysts who provide the y-year earnings 
forecasts for firm i.

0.00%
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20.00%

30.00%

40.00%

50.00%

60.00%

A B C0 C1 C2 C3 C4 C6 C7 C8 C9 D E F G H J K L M

AdvRpt/Rev AdvRptNi/Ni

Figure 2. Advance receipts relative to sales/earnings for different industries. This figure reports the 
average proportion of advance receipts relative to annual sales (blue) and the average proportion of 
earnings expected to be generated by advance receipts relative to annual earnings (red) in different 
industries.
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Regressions (1) and (2) in Table 4 show that Decile ΔAdvRpti,q has a significant predictive 
ability on sales growth for the next four quarters, and it remains significant at the 1% level 
after controlling for concurrent sales growth Decile ΔSalesi,q. The results of regressions (3) 
and (4) document that the alternative measure of advance receipts, Decile ΔAdvRptNii,q, 
significantly predicts aggregated future earnings growth, and this effect is independent of 
Decile ΔEarningsi,q.

The overall findings of Figure 3 and Table 4 conform to the notion that advance 
receipts are quasi-income recorded on the balance sheet. However, advance receipts 
gradually turn into ‘formal operating performance’ during subsequent accounting periods 
once the recognition conditions are satisfied. Therefore, we posit that smart investors 
should fully consider the impact of advanced receipts when evaluating the future profit-
ability of a listed company.

Table 2. Descriptive statistics.

Variables Mean Std. Dev P5 P25 P50 P75 P95

ΔAdvRpt 0.0069 0.0459 −0.0292 −0.0016 0.0004 0.0058 0.0622

ΔAdvRptNi 0.0005 0.0039 −0.0015 −0.0001 0.0000 0.0003 0.0035
ΔSales 0.0148 0.0747 −0.0712 −0.0043 0.0067 0.0274 0.1263

ΔEarnings −0.0006 0.0260 −0.0201 −0.0026 0.0004 0.0031 0.0173
ΔCFO 0.0019 0.0512 −0.0688 −0.0114 0.0007 0.0141 0.0755

GPM 0.0181 0.6733 −0.3125 0.0113 0.0637 0.1464 0.3643
NPM −0.7405 1.1034 −2.5076 −1.3391 −0.5543 0.1199 0.4647

BHAR[−1, 1] −0.0011 0.0464 −0.0724 −0.0271 −0.0044 0.0207 0.083
BHAR[2, 10] −0.0005 0.0695 −0.1009 −0.0396 −0.0074 0.0301 0.1244
BHAR[2, 30] −0.0053 0.1242 −0.1819 −0.0733 −0.0169 0.0497 0.2135

BHAR[2, 60] −0.0085 0.1725 −0.2466 −0.1083 −0.0279 0.0667 0.3004
BHAR[2, 120] −0.0193 0.2604 −0.3645 −0.165 −0.0511 0.0863 0.4397

BHAR[2, 250] −0.0555 0.4872 −0.695 −0.2762 −0.0944 0.1146 0.7257
LnSize 14.8686 1.2038 12.8675 14.0655 14.8698 15.6257 16.9331

LnBM −1.2943 0.8079 −2.7495 −1.7811 −1.2133 −0.7221 −0.1047
Leverage 0.4576 0.27 0.1025 0.2732 0.4445 0.6098 0.8195
Persistence 0.0966 0.3753 −0.366 −0.0858 0.0418 0.2663 0.6386

EarningsVol 0.0143 0.0207 0.002 0.0043 0.0081 0.0157 0.0442
WcAcc 0.0010 0.0615 −0.0864 −0.0127 0.0026 0.0187 0.0818

Lag 1.0055 12.7933 −17.0000 −2.0000 0.0000 4.0000 22.0000
LnCov 1.4905 0.6771 0.6931 0.6931 1.3863 1.9459 2.7081

Table 3. Correlation matrix of advance receipts and income statement performance measures.

ΔAdvRpt ΔSales ΔAdvRptNi ΔEarnings

ΔAdvRpt 1 0.2053*** ΔAdvRptNi 1 0.1047***
ΔSales 0.1521*** 1 ΔEarnings 0.0157*** 1

Decile ΔAdvRpt Decile ΔSales Decile ΔAdvRptNi Decile ΔEarnings

Decile ΔAdvRpt 1 0.1916*** Decile ΔAdvRptNi 1 0.1003***
Decile ΔSales 0.1917*** 1 Decile ΔEarnings 0.1002*** 1

This table reports the correlations between variables, with the Pearson correlation coefficients on the lower diagonal and 
the Spearman rank correlation coefficients on the top diagonal. *, **, and *** indicate statistical significance at the 10%, 
5%, and 1% levels, respectively.
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4.3. Posts about advance receipts on the EastMoney investor discussion forum

Prior findings have demonstrated the informativeness of advance receipts. In this section, to 
examine whether investors pay attention to advance receipts, we first examine their posts on 
the EastMoney Discussion Forum during the [−1,1] financial report disclosure window.

0.0000

0.0500

0.1000

0.1500

0.2000

Q1 Q2 Q3 Q4

Decile ∆AdvRpt Decile ∆AdvRptNi

Figure 3. The predictive ability of advance receipts on future performance. This figure reports the 
regression coefficients and corresponding 95% confidence intervals of the capacity of Decile ΔAdvRpti,q 

(Decile ΔAdvRptNii,q) to forecast the upcoming j-quarter’s (Qj) sales (earnings) growth while controlling 
for Decile ΔSalesi,q.

Table 4. The predictive ability of advance receipts on future performance.

(1) (2) (3) (4)

Decile ∆Salesi,q+1–q+4 Decile ∆Earningsi,q+1–q+4

Decile ΔAdvRpti,q 0.2255*** 0.1735***
(28.55) (26.20)

Decile ∆Salesi,q 0.2719***

(17.72)
Decile ΔAdvRptNii,q 0.1133*** 0.0973***

(17.77) (16.72)
Decile ∆Earningsi,q 0.1551***

(12.32)
Industry Yes Yes Yes Yes
Quarters 64 64 64 64

Ave-Adj-R2 0.053 0.130 0.019 0.051
Observations 127022 127022 114864 110736

This table reports the results of the Fama – MacBeth cross-sectional regressions. The numbers in parentheses are Newey‒ 
West t-statistics with standard errors adjusted by 4 lags. *, **, and *** indicate statistical significance at the 10%, 5%, 
and 1% levels, respectively.
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We collect data on investors’ posts on the EastMoney Discussion Forum between 2008 
and 2019 from the CnOpenData database. As illustrated in Figure 4, in the financial report 
disclosure window, only 0.11% of the posts are related to advance receipts, while 7.45% 
and 18.15% discuss sales and earnings, respectively. Even among the top decile of firms 
with the highest proportion of advance receipts relative to sales, the stark contrast 
remains. Advance receipts are discussed in only 0.26% of the posts; however, sales and 
earnings are discussed in 6.90% and 16.16% of posts, respectively. The results of Figure 4 
provide preliminary evidence that investors ignore the performance information reflected 
in advance receipts, probably due to habitual thinking about financial reports.

4.4. The short-term price impact of advance receipts around the financial report 
release date

Table 5 reports the market reaction to advance receipts around financial report release 
dates. In regressions (1) and (4), the coefficients of Decile ΔAdvRpt and Decile ΔAdvRptNi 
are significantly positive at the 1% level in the univariate tests. After controlling for 
income statement performance information and additional firm characteristics that influ-
ence stock returns, the statistical significance of Decile ΔAdvRpt and Decile ΔAdvRptNi stays 
at the 1% level, although the regression coefficients slightly decrease from that of the 

0.00%

5.00%

10.00%

15.00%

20.00%

tpRvdAiNveR

Figure 4. Investors’ posts discussing sales, earnings, and advance receipts. This figure reports the 
proportion of posts related to sales, earnings, and advance receipts as a percentage of the total 
number of posts in the [−1,1] financial report disclosure window. The blue bar represents the average 
proportion for all listed companies, and the red bar represents the average proportion for top decile 
firms with the highest ratio of advance receipts relative to sales.

14 C. CUI ET AL.



univariate tests. These findings indicate that on the financial information release date, 
stock prices at least partially reflect the information content of advance receipts.

As we converted Decile X (X represents ΔAdvRpt, ΔAdvRptNi, ΔSales, and ΔEarnings) into 
decile rankings ranging from − 0.5 to 0.5, the coefficients of Decile X estimate the arbitrage 
returns of buying the top Decile X and short-selling the bottom Decile X when controlling for 
other factors. Therefore, the coefficient of Decile ΔSales 0.0102 in regression (3) and that of 
Decile ΔEarnings 0.0218 in regression (6) indicates 3-day-arbitrage returns of 1.02% and 
2.18%, respectively. However, the arbitrage trading returns on Decile ΔAdvRpt in regression 
(3) and Decile ΔAdvRpt in regression (6) are only 0.15% and 0.27%, respectively. The 
substantially smaller coefficients of Decile ΔAdvRpt and Decile ΔAdvRptNi are consistent 
with the few advance receipts related to posts documented in Figure 4. As a result, our 
findings in Table 5 suggest that the market is unlikely to react fully in the short run to the 
performance information reflected in advance receipts.

Table 5. The short-term price impact of advance receipts around the financial report release date.

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

BHAR[-1, 1]

Decile ΔAdvRpti,q 0.0035*** 0.0015*** 0.0015**
(5.05) (2.76) (2.46)

Decile ∆Salesi,q 0.0104*** 0.0102***
(8.62) (8.22)

Decile ΔAdvRptNii,q 0.0050*** 0.0028*** 0.0027***
(8.00) (5.10) (4.82)

Decile ∆Earningsi,q 0.0212*** 0.0218***
(12.46) (12.53)

Decile ∆CFOi,q 0.0039*** 0.0025***
(6.67) (3.83)

LnSize 0.0002 −0.0000

(0.52) (−0.14)
LnBM 0.0004 0.0019***

(0.66) (2.78)
Leverage −0.0041** −0.0012

(−2.62) (−0.88)
Persistence 0.0019*** 0.0016**

(3.00) (2.49)

EarningsVol −0.0279*** −0.0573***
(−2.76) (−3.55)

WcAcc 0.0056** 0.0010
(2.32) (0.29)

Lag −0.0000** 0.0000
(−2.09) (0.26)

Industry Yes Yes Yes Yes Yes Yes
Quarters 64 64 64 64 64 64
Ave-Adj-R2 0.024 0.033 0.043 0.027 0.058 0.069

Observations 107912 107912 107912 98404 98404 98404

This table reports the results of the Fama – MacBeth cross-sectional regressions. The numbers in parentheses are Newey‒ 
West t-statistics with standard errors adjusted by 4 lags. *, **, and *** indicate statistical significance at the 10%, 5%, 
and 1% levels, respectively.
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4.5. Advance receipts and investors’ trading behaviours around the financial 
report release date

Following Bhattacharya (2001) and Battalio and Mendenhall (2005), we look at investors’ 
trading behaviours around the release of financial reports to further investigate whether 
investors discard the information content of advance receipts.

We construct abnormal buy and sell order flow imbalance (ABSI) in accordance with 
Kaniel et al. (2012). We first obtain the buying and selling trading volumes on each trading 
day (represented by BuyVol and SellVol) and then calculate the order flow imbalance of 
trading day d (BSI[d]) as (BuyVol[d] - SellVol[d])/TVOL, where TVOL is the average daily trading 
volume during [−130–10) and (10, 130]. The abnormal buy and sell order flow imbalance 
ABSI on trading day d is defined as BSI[d] - MeanBSI, where MeanBSI represents the average 
daily BSI for the 240 trading days before and after the financial report announcement date 
([−130, −10) and (10, 130]). Finally, we cumulate ABSI over [−1, 1]. We employ Retail_ABSIi,q 

and Institutional_ABSIi,q as the dependent variables to study the trading behaviours of retail 
and institutional investors, respectively. Following Lee (1992), we use trading size to 
distinguish whether a trade is initiated by a retail or an institutional investor. Specifically, 
we classify transactions less than RMB 100,000 as trades initiated by retail investors and 
transactions greater than RMB 200,000 as trades initiated by institutional investors.

Table 6 reports the corresponding results. We find that neither retail investors (regres-
sions (1) and (2)) nor institutional investors (regressions (3) and (4)) trade stocks according 
to ΔAdvRpt (ΔAdvRptNi), as the coefficients for Decile ΔAdvRpt and Decile ΔAdvRptNi are 
not significant. However, the regression coefficients of Decile ∆Sales and Decile ∆Earnings 
are significant and positive, indicating that investors’ trading direction is considerably 
influenced by sales and earnings growth. The findings in Table 3 coincide with the limited 
number of advance receipt-related posts documented in Figure 3 and the insubstantial 
short-term price impact of Decile ΔAdvRpt and Decile ΔAdvRptNi documented in Table 5. 
These results further illustrate that investors pay less attention to advance receipts than 
explicit performance indicators, such as sales and earnings. In addition, institutional 
investors, who possess higher professional skills than those of retail investors, may also 
pay insufficient attention to the performance information in advance receipts.

4.6. The long-term price impact of advance receipts after the announcement of 
the financial report

In this section, we examine the long-term price impact of advance receipts after the 
release of financial reports. Figure 5 depicts the BHAR from the second trading day 
following the announcement of financial reports to one year later (250 trading days). 
Panels A and B provide the stock price patterns of the Top (Bottom) ΔAdvRpt Decile and 
the Top (Bottom) ΔAdvRptNi Decile portfolios, respectively, with each node represent-
ing 10 trading days. It is evident that firms exhibiting high growth in advance receipts 
(Top Decile) display positive excess returns in the following year, whereas those with 
low growth in advance receipts (Bottom Decile) continue to exhibit negative excess 
returns in the following year. After 250 trading days, the disparity between the two 
extreme portfolios reaches 7% to 8%, substantially larger than the corresponding 
0.35% and 0.50% during the [−1, 1] financial report release window estimated in 
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Table 5. Additionally, neither extreme portfolio’s BHAR appears to apparently reverse 
during the subsequent one year, which further supports the view that investors 
respond insufficiently to the information content of advance receipts and have a 
delayed assimilation of information over time.

Figure 5 provides univariate tests but does not consider other variables, such as sales 
and earnings growth, which could also affect stock returns after the publication of 
financial reports. To ensure that Figure 5 does not represent just a simple repetition of 
PEAD, the revenue surprise anomaly, and the accrual anomaly, we perform multivariate 
regressions on BHAR for several different windows in Table 7.

Using Columns (6) to (10) as examples, the regression coefficient for Decile ΔEarnings is 
considerably positive, which is consistent with domestic studies by Yu and Wang (2006), Lu 
(2012), and Zhang et al. (2014) and suggests a significant PEAD effect in the A-share market. 
However, the regression coefficient for Decile ΔAdvRptNi is still significantly positive in 

Table 6. Advance receipts and investors’ trading behaviours around the financial report release date.

(1) (2) (3) (4)

Retail_ABSI[-1, 1]i,q Institutional_ABSI[-1, 1]i,q

Decile ΔAdvRpti,q −0.0004 −0.0022
(−1.26) (−0.63)

Decile ∆Salesi,q 0.0046*** 0.0259**
(5.73) (2.25)

Decile ΔAdvRptNii,q 0.0003 0.0010
(0.67) (0.44)

Decile ∆Earningsi,q 0.0064*** 0.0313***
(5.46) (3.87)

Decile ∆CFOi,q 0.0016*** 0.0012** 0.0041 0.0026
(3.17) (2.41) (1.30) (0.96)

LnSize 0.0017*** 0.0014** 0.0042* 0.0040*

(2.82) (2.52) (1.77) (1.81)
LnBM 0.0003 0.0007 −0.0007 0.0039*

(0.52) (1.14) (−0.26) (1.88)
Leverage −0.0034*** −0.0026*** 0.0010 0.0093

(−3.55) (−2.80) (0.09) (0.72)
Persistence −0.0000 0.0004 −0.0005 −0.0029

(−0.01) (0.60) (−0.15) (−0.88)

EarningsVol 0.0414** 0.0288* −0.0186 0.0822
(2.53) (1.92) (−0.19) (0.41)

WcAcc 0.0000 0.0000 0.0000 0.0000
(0.97) (0.79) (0.85) (1.00)

Lag 0.0000 0.0001* 0.0005 0.0005
(1.43) (1.76) (1.44) (1.37)

Industry Yes Yes Yes Yes
Quarters 64 64 64 64
Ave-Adj-R2 0.040 0.043 0.055 0.058

Observations 105187 96030 81448 74979

This table reports the results of the Fama – MacBeth cross-sectional regressions. The numbers in parentheses are Newey‒ 
West t-statistics with standard errors adjusted by 4 lags. *, **, and *** indicate statistical significance at the 10%, 5%, 
and 1% levels, respectively.
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Panel A The long-term price impact of ΔAdvRpt

Panel B The long-term price impact of ΔAdvRptNi 
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-7.50%

-6.00%

-4.50%

-3.00%

-1.50%

0.00%

1.50%

3.00%

2 20 40 60 80 100 120 140 160 180 200 220 240

Decile ∆UnRevNi=1 Decile ∆UnRevNi=10

Figure 5. Long-term price impact of information content in advance receipts. Panel A (B) depicts the 
BHAR from the second trading day after the announcement of financial reports to one year later (250 
trading days) for two extreme portfolios, Decile ΔAdvRpt (Decile ΔAdvRptNi) = 1 and Decile ΔAdvRpt 
(Decile ΔAdvRptNi) = 10.
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various windows, including [2, 10], [2, 30], [2, 60], [2, 120], and [2, 250], after controlling for 
Decile ΔEarnings. This finding suggests that the long-term impact of advance receipts on 
stock returns is a novel discovery different from PEAD. In addition, the regression coefficient 
for Decile ΔSales is strongly positive in Columns (1) to (5), suggesting that the revenue 
surprise anomaly (Jegadeesh & Livnat, 2006) also holds in the A-share market. Nevertheless, 
even after controlling for Decile ΔSales, Decile ΔAdvRpt still exhibits substantial long-term 
price effects, indicating that we document a new anomaly.

Furthermore, the regression coefficients for Decile ΔAdvRpt and Decile ΔAdvRptNi 
monotonically increase as the testing window lengthens. As we can see from Columns 
(6) to (10), the estimated arbitrage return generated by the top and bottom Decile 
ΔAdvRptNi in [2, 10] is essentially comparable to BHAR[−1, 1] in Table 5. However, one 
year later, the cumulative excess return BHAR[2, 250] is 20 times greater than the short- 
term market reaction BHAR[−1, 1].

4.7. Advance receipts and future earnings announcements

Numerous works in the behavioural finance literature document that anomaly returns are 
substantially stronger on earnings announcement days because of corrections in beliefs. 
For instance, Bernad and Thomas (1990) find that the excess returns associated with PEAD 
are mainly concentrated in the next earnings announcement window. Sloan (1996) dis-
covers that a considerable part of anomalous accrual returns are earned on future earn-
ings announcements. La Porta et al. (1997) examine stock returns around earnings 
announcements for value and glamour stocks and find that the return difference of 
these stocks is mainly attributable to earnings surprises. In an extensive study covering 
97 anomalies, Engelberg et al. (2018) find that the magnitude of market anomalies on 
earnings announcement days is 6 times greater than that on typical trading days. Building 
on prior research, we seek further evidence of investors’ underestimations of the perfor-
mance information reflected in advance receipts by observing stock returns around future 
earnings announcements.

The results in Figure 3 and Table 4 show that firms are likely to achieve significant 
growth in sales and earnings during the following quarters when they achieve high 
growth in ΔAdvRpt (ΔAdvRptNi). However, if investors fail to be attentive to the informa-
tion content of advanced receipts, they might systematically underestimate a firm’s future 
profitability, and actual earnings in subsequent quarters are very likely to exceed their ex 
ante expectations. In particular, future earnings announcement days are predicted to 
have positive stock returns.

Figure 6 reports the coefficients of Decile ΔAdvRpt and Decile ΔAdvRptNi from regres-
sions on future earnings announcement7 returns BHAR [−1, 1] during the next 4 quarters. 
The findings demonstrate a positive link between the current quarter Decile ΔAdvRpt and 
the upcoming Q1, Q2 and Q3 earnings announcement returns. Decile ΔAdvRptNi of the 
current quarter has significant predictive ability for the earnings announcement returns in 
the next 4 quarters. These findings closely parallel the fact that investors overlook the 

7In Figure 6 and Table 8, we define the earnings announcement date as the earlier date between the flash report and 
financial report disclosure dates. Adopting the financial report disclosure date as the earnings announcement date does 
not change the results in Figure 6 and Table 8.
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performance information reflected in advance receipts and underestimate firms’ future 
profitability.

In Table 8, we also consider the overall impact of Decile ΔAdvRpt and Decile 
ΔAdvRptNi on the market reactions of earnings announcements during the subse-
quent 4 quarters. The dependent variable BHAR[-1, 1]q + 1–q + 4 represents the com-
bined excess earnings returns throughout the next four quarters of the earnings 
announcement window. The results show that in the next four earnings announce-
ment windows, Decile ΔAdvRpt and Decile ΔAdvRptNi earn excess returns of 0.89% 
and 1.1%, respectively. Importantly, the excess returns generated by Decile ΔAdvRpt 
during the 12 trading days are close to 1/5 of BHAR [2, 250] (4.86%) estimated in 
Table 6, while the excess returns generated by Decile ΔAdvRptNi during the same 
12 trading days are close to 1/6 of BHAR [2, 250] (0.656%). This finding is con-
sistent with the assertion made in the cited literature (Bernad & Thomas, 1990; 
Engelberg et al., 2018; La Porta et al., 1997; Sloan, 1996), according to which the 
impact of biased beliefs on stock returns is concentrated around earnings 
announcements. Therefore, the results from future earnings announcements further 
support our view that investors undervalue the performance information reflected 
in advance receipts.

4.8. Calendar-time portfolio tests

We tend to interpret the above findings as an anomaly where the performance informa-
tion reflected in advance receipts is sluggishly integrated into stock prices. We attribute 

-0.0010
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Figure 6. Advanced receipts and future earnings announcement returns. This figure reports the 
regression coefficients and the corresponding 95% confidence intervals of Decile ΔAdvRpti,q (Decile 
ΔAdvRptNii,q) on the upcoming j quarter’s (Qj) earnings announcement returns BHAR [−1, 1]i,q+j after 
controlling for Decile ΔSalesi,q (Decile ΔEarningsi,q) and other control variables.
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the reason for this anomaly to investors’ habitual thinking regarding financial statements 
and their resulting overlooking of advance receipts. However, classical asset pricing 
theories posit that risk is the underlying driving force for the cross-sectional difference 
in stock returns.

To eliminate risk-based explanations and explore the possibility of trading on advance 
receipts to generate abnormal returns, we construct a calendar-month trading strategy in 
line with the standard asset pricing approach and test whether this strategy could earn 
significant risk-adjusted alphas.

Table 8. Advance receipts and stock returns around future earnings announcements.

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

BHAR[-1, 1]i,q+1–q+4

Decile ΔAdvRpti,q 0.0098*** 0.0085*** 0.0089***
(6.78) (6.83) (6.18)

Decile ∆Salesi,q 0.0071*** 0.0073***
(3.92) (3.82)

Decile ΔAdvRptNii,q 0.0110*** 0.0106*** 0.0110***
(8.22) (8.29) (7.60)

Decile ∆Earningsi,q 0.0044* 0.0055**
(1.81) (2.46)

Decile ∆CFOi,q 0.0029*** 0.0023**
(2.72) (2.18)

LnSize 0.0009 0.0007

(1.07) (0.85)
LnBM 0.0006 0.0012

(0.37) (0.69)
Leverage −0.0153*** −0.0107**

(−2.90) (−2.35)
Persistence 0.0022 0.0035

(0.92) (1.41)

EarningsVol −0.1540*** −0.1010**
(−3.21) (−2.37)

WcAcc −0.0022 −0.0084
(−0.29) (−0.91)

Lag −0.0000 0.0000
(−0.11) (0.35)

Industry Yes Yes Yes Yes Yes Yes
Quarters 64 64 64 64 64 64
Ave-Adj-R2 0.027 0.029 0.039 0.029 0.031 0.040

Observations 105789 105789 105789 96697 96697 96697

This table reports the results of the Fama – MacBeth cross-sectional regressions. The numbers in parentheses are Newey‒ 
West t-statistics with standard errors adjusted by 4 lags. *, **, and *** indicate statistical significance at the 10%, 5%, 
and 1% levels, respectively.

22 C. CUI ET AL.



At the beginning of each month and in each industry, we sort all stocks listed for more 
than 6 months into deciles according to ΔAdvRpt (ΔAdvRptNi) using the most recent 
financial information available to investors,8 and the portfolios are rebalanced every 
month. Portfolio L comprises stocks belonging to the lowest ΔAdvRpt (ΔAdvRptNi) decile, 
and portfolio H comprises stocks belonging to the highest ΔAdvRpt (ΔAdvRptNi) decile. 
Table 9 presents the monthly risk-adjusted abnormal returns of portfolio L, portfolio H, 
and the zero-investment arbitrage portfolio (H-L). As Table 9 shows, the monthly alphas of 
the H-L portfolio range from 0.5% to 1% and survive the CAPM, the Fama and French 
(1993) 3-factor and the Fama and French (2015) 5-factor risk adjustments. Our findings are 
also robust for both equal- and value-weighted portfolios. Therefore, the long-term 
postannouncement stock returns associated with advance receipts could not be 
explained by common risk factors.

To further rule out risk-based explanations, we also graph in Figure 7 the yearly returns 
of the L/S portfolio. The yearly return is computed as if the investors, at the beginning of 
May of each year, provide 1 dollar to go long on the top decile and use it as collateral to 

Table 9. Calendar-time portfolio tests.

(1) (2) (3) (4) (5) (6) (7) (8)
Decile Raw CAPM FF-3 FF-5 Raw CAPM FF-3 FF-5

∆AdvRpt Equal Weighted Value Weighted

L 0.0131* 0.0046 −0.0019 −0.0009 0.0079 −0.0003 −0.0042** −0.0024

(1.73) (1.27) (−1.19) (−0.55) (1.15) (−0.11) (−2.02) (−1.11)
H 0.0189** 0.0105*** 0.0048*** 0.0050*** 0.0153** 0.0072*** 0.0044** 0.0057**

(2.57) (3.13) (3.10) (2.91) (2.28) (2.95) (2.00) (2.53)
H-L 0.0058*** 0.0059*** 0.0067*** 0.0059*** 0.0074*** 0.0075*** 0.0085*** 0.0081***

(5.49) (5.67) (6.96) (5.64) (4.31) (4.36) (5.23) (4.48)

(9) (10) (11) (12) (13) (14) (15) (16)
Decile Raw CAPM FF-3 FF-5 Raw CAPM FF-3 FF-5

∆AdvRptNi Equal Weighted Value Weighted

L 0.0123* 0.0039 −0.0018 −0.0020 0.0088 0.0006 −0.0021 −0.0013
(1.68) (1.18) (−1.30) (−1.30) (1.30) (0.23) (−0.98) (−0.57)

H 0.0196*** 0.0113*** 0.0065*** 0.0054*** 0.0180*** 0.0100*** 0.0086*** 0.0078***

(2.75) (3.65) (4.13) (3.05) (2.75) (4.59) (4.44) (3.71)
H-L 0.0073*** 0.0075*** 0.0083*** 0.0073*** 0.0092*** 0.0094*** 0.0107*** 0.0091***

(5.96) (6.17) (7.15) (6.27) (4.06) (4.23) (4.79) (3.78)

This table reports the alphas of time-series regressions. The numbers in parentheses are t-statistics with White hetero-
skedasticity adjusted standard errors. *, **, and *** indicate statistical significance at the 10%, 5%, and 1% levels, 
respectively.

8For example, if the current month is May, although some listed companies simultaneously disclosed their last year’s 
annual reports and their 1st quarter reports in April, the timeliest financial report for investors in May is the 1st quarter 
report and not the last year’s annual report. If the current month is April, for firms that have already disclosed their last 
year’s annual reports, the timeliest financial statement is the last year’s annual report. However, for firms that have not 
yet disclosed their last year’s annual reports, the timeliest financial report is the 3rd quarter report for the last year. We 
adopt this approach to avoid a forward-looking bias. In practice, considering that investors need time to collect financial 
information, we lag one more month if a firm discloses its financial report in the second half of the month. Specifically, if 
a firm releases the 1st quarter report on April 27th, we do not use the 1st quarter ΔAdvRpt or ΔAdvRptNi in portfolio 
constructions until June. Our results are unaffected by the use or lack thereof of the additional 1-month lag. For brevity, 
the results are unablated but are available on readers’ request.
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Panel B L/S portfolio constructed on Δ AdvRptNi 
Figure 7. Annual return of the L/S portfolio across the sample period. This figures report the yearly 
returns (from the beginning of May to the end of April of the next year) of the L/S trading strategy 
constructed using ∆AdvRpt (Panel A) and ∆AdvRptNi (Panel B) from 2004 to 2019.
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short the bottom decile and roll the portfolio monthly using the funds collected from the 
last month until the end of April in the next year. If the higher (lower) returns of stocks 
with high (low) ΔAdvRpt (ΔAdvRptNi) are out of the compensation for undertaking more 
(less) risks, then the L/S portfolio shall occasionally earn sizeable negative returns. 
However, using Panel B as an example, the average equal (valued) weighted L/S portfolio 
return is 8.08% (10.12%), and the L/S portfolio is profitable in almost every year during the 
sample period. Therefore, the persistent outperformance of the L/S portfolio is difficult to 
be explained by risk-based explanations.

5. Additional analysis

5.1. Could limited attention explain the inefficient pricing of advance receipts?

We posit that the inefficient pricing of advance receipts is caused by investors’ habitual 
thinking related to financial statements, which is why they overlook the likelihood that a 
particular balance sheet item could also contain important performance information. 
However, prior literature has typically attributed the inefficient pricing of financial infor-
mation, such as sales (Jegadeesh & Livnat, 2006) or earnings (Hirshleifer et al., 2009; 
DellaVigna & Pollet, 2009, to investors’ limited attention. We already have some evidence 
that shows that our findings are different from those resulting from limited attention, 
such as the limited effects of advance receipts on stock price and investor trading 
behaviours and the limited frequency of discussions of advance receipts on online 
message boards during the financial report release window relative to that of discussions 
of sales and earnings.

In this section, to further differentiate the alternative limited attention explanation, we 
clarify that investors disregard advance receipts due to their habitual thinking about 
financial statements, regardless of whether they are paying attention to a particular stock. 
Following Da et al. (2011) and Drake et al. (2012), we use the internet search volume of 
stock codes to measure investors’ attention and test whether attention affects the impact 
of advance receipts on stock prices and investor trading behaviours on the days on which 
financial reports are released.

In line with Drake et al. (2012), we measure daily abnormal internet search volume as 
the difference between the search volume of trading day t and the average search volume 
of the 52 trading days surrounding day t (for the same day of the week 26 weeks before 
and 26 weeks after day t) divided by the averaged search volume on the 52 surrounding 
days. Abnormal search volume, SrhVol, is the sum of the logged daily abnormal internet 
search volume during the [−1, 1] financial report disclosure window. In each quarter, we 
split stocks into two groups based on the median of SrhVol and construct a dummy 
variable, High-SrhVol, which equals 1 if the abnormal search volume is above the median 
and 0 otherwise. We add the interaction term between High-SrhVol and Decile ∆AdvRpt 
(Decile ∆AdvRptNi) into the regression model to evaluate the role of attention on the 
pricing impact and investor trading behaviours during the financial report release days.

The results are presented in Table 10. Due to the availability of data on internet search 
volume, the sample period for Table 10 is from 2012 to 2019. In Column (1), the coefficient 
of the interaction term Decile ∆AdvRptq × High SrhVol is not statistically significant. These 
results suggest that the level of attention that investors pay to stocks does not influence 
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the pricing effect of advance receipts during financial information disclosure. Similarly, 
the interaction term Decile ∆AdvRptNiq × High SrhVol in Column (3) also yields an insignif-
icant result.

In sharp contrast to the null result of interacting attention with advance receipts, the 
coefficient of Decile ∆AdvRptNiq × High SrhVol in Column (2) and the coefficient of Decile 
∆Salesq × High SrhVol are both significantly positive, indicating that increasing attention is 
highly effective in enhancing the pricing efficiency of sales and earnings.

The results in Columns (5)–(12) show that investors typically disregard advance receipts 
when they trade stocks regardless of whether they pay high or low attention, as the 
coefficients of Decile ∆AdvRptq × High SrhVol and Decile ∆AdvRptNiq × High SrhVol are 
insignificant in any of the 4 columns. However, the results of regressions (6), (8), (10), 
and (12) document that investors’ trading behaviours become more responsive to sales 
and earnings growth if they could pay closer attention to stocks.

The results from Table 10 indicate that although increased attention makes investors 
more attentive to explicit performance indicators, such as sales and earnings, it essentially 
has no effect on advance receipts, which reflect performance information presented on 
the balance sheet rather than on the income statement. Overall, the findings of Table 10 
are difficult to be explained by the traditional limited attention hypothesis (DellaVigna & 
Pollet, 2009; Hirshleifer et al., 2009; Jegadeesh & Livnat, 2006) but are highly consistent 
with investors’ habitual thinking about financial statements.

5.2. Advance receipts and analyst forecasts

In this section, we further explore the relationship between advance receipts and analyst 
forecasts to gather direct evidence that investors have biased beliefs about a firm’s future 
performance if they disregard advance receipts. Examining analyst behaviours also has 
the advantage of allowing us to determine whether stock market experts such as analysts 
would also undervalue advance receipts.

We first test the association between advance receipts and Decile Forecasted ∆Salesy + 1 

(consensus 1-year-ahead sales forecast minus current-year sales divided by total market 
capitalisation) and advance receipts in Column (1) of Table 11. We observe a significantly 
positive coefficient of Decile ∆AdvRptq, suggesting that analysts can adjust their sales 
forecasts based on advance receipts.

However, when we test Decile ∆AdvRptq and the actual sales growth in the next year 
(sales in the following year minus the current-year sales divided by total market capita-
lisation), we find that the coefficient of Decile ∆AdvRptq in Column (2) is almost twice that 
of Column (1), and the difference is significant at the 1% level. The distinction between 
actual and forecasted sales growth strongly suggests that analysts largely undervalue the 
performance information reflected in advance receipts, although they do not entirely 
ignore it. It is interesting to note that the coefficients of Decile ∆Salesq in Columns (1) and 
(2) are nearly identical, implying that analysts’ interpretations of sales are generally 
accurate. We obtain similar findings in Columns (3) and (4); the actual impact of advance 
receipts on future earnings growth significantly exceeds analysts’ expectations; however, 
there is no such difference between the coefficient of Decile ∆Earningsq in Columns (3) 
and (4).
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In Columns (5) ~ (8), we look at the 2-year-ahead analyst forecasts and discover that 
analysts continually underestimate the effect of advance receipts on future performance. 
Moreover, prior literature finds that analysts’ long-term forecasts tend to be very optimis-
tic either intentionally or unintentionally (Easterwood & Nutt, 1999; Hong & Kubik, 2003). 
Consistent with prior literature, we also document that analysts over extrapolate current 
sales growth and current earnings growth too much to the future. Therefore, analysts’ 
underestimation of advance receipts in Columns (5) ~ (8) further illuminate that the value 
of advance receipts is systematically ignored by analysts.

Overall, the results presented in Table 11 suggest that habitual thinking of financial 
statements is also likely to impede the judgement of stock market experts, such as 
analysts.

6. The price impact of advance receipts and contract liabilities after the 
adoption of the new revenue standard

Since 2020, A-share listed firms have fully adopted the new revenue standard. A stark 
difference between the new and prior standards is that the majority of transactions that 
were recorded in advance receipts now must be recorded in contract liabilities, and the 
new revenue standard severely restricts the use of advance receipts. Based on our 
estimation, from 2020Q1 to 2021Q2, contract liabilities represented 96.13% of the sum 
of advance receipts and contract liabilities. Although advance receipts may lose their price 
impact because they no longer contain material performance information, we do not 
think that our paper would be devalued due to the implementation of the new revenue 
standard, as investors are also very likely to overlook contract liabilities because of their 
habitual thinking related to financial statements. In this section, we examine and compare 
the price impact of advance receipts and contract liabilities in the new revenue stan-
dard ear.

We construct Decile ΔCL (Decile ΔCLNi) in a manner similar to that used to construct 
Decile ΔAdvRpt (Decile ΔAdvRptNi), where CL refers to contract liability. Since the construc-
tion of Decile ΔCL (Decile ΔCLNi) requires year-on-year financial information, the sample 
period in this section begins in 2021. The analysis in this section covers only the first two 
quarters of 2021 due to the availability of the financial and stock return data when we 
were writing this paper, and the longest window in which to assess the price effect is 
[2, 100].

The results reported in Table 12 demonstrate that advance receipts no longer have a 
significant positive price effect in all windows, and the price impact of advance receipts 
documented in Tables 5 and 6 seems to be replaced by contract liability after the 
complete enactment of the new revenue standard. The short-term price impact of 
Decile ΔCL and Decile ΔCLNi around the financial report release date is very limited, 
while their long-term price impact BHAR[2, t] is monotonically increasing with t. 
Specifically, the arbitrage return corresponding to Decile ΔCL estimated in the [2, 120] 
window is 4.77%, which is approximately 20 times larger than the short-term price effect 
BHAR[−1, 1]. These findings indicate that the majority of the performance information 
reflected in contract liabilities is not transmitted into stock prices in a timely manner.

Therefore, the results of Table 12 suggest that the main points of our paper remain 
relevant in the new revenue standard era. Investors still need to overcome their cognitive 
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inertia and pay close attention to performance information recorded in balance sheet 
items, i.e. contract liabilities after the adoption of the new revenue standards.

7. Conclusion

Advance receipts contain valuable but difficult-to-notice performance information 
because under accrual accounting, advance receipts are recorded as an operating liability, 
which is shown on the balance sheet rather than the income statement. We claim that 
investors are likely to overlook advance receipts because they may have cognitive inertia 
about the functional positioning of the income statement and balance sheet. We verify 
this hypothesis with a set of cross-corroborating evidence.

We find that (1) while the price impact of advance receipts is positively significant 
in both the short-term financial report release window [−1, 1] and the long-term 
postrelease window [2, t], the latter grows continually over time and is much larger 
than the former. Specifically, BHAR[2, 250] attains nearly 20–30 times that of BHAR[−1, 
1]. The contrast between the short-term and long-term price impacts suggests the 
market’s failure to fully absorb the information content of advance receipts on the 
release of financial reports and results in a delayed response in stock prices. 
Additionally, advance receipts also predict earnings announcement returns in the 
following 4 quarters, further supporting our conjecture that the market systematically 
underestimates the performance information reflected in advance receipts. A trading 
strategy utilising investors’ ignorance of advance receipts can yield 0.5%–1% monthly 
risk-adjusted returns.

(1) In addition to the delayed reaction of advance receipts, we discover more evidence 
that investors do not pay enough attention to advance receipts relative to salient 
income statement performance measures during the financial report release win-
dow. Although advance receipts have a statistically significant short-term price 
impact, their economic significance is substantially lower than that of income 
statement performance indicators, such as sales and earnings. Regarding topic 
popularity, advance receipts are almost not discussed in EastMoney forums, in 
contrast to sales and earnings. Furthermore, investors actively trade stocks accord-
ing to sales and earnings; however, no evidence exists that they consider advance 
receipts in their trading decisions. In other words, although important, advance 
receipts do not receive the deserved attention.

(2) We further conclude that the underestimation of advance receipts is not the result 
of investors’ limited information processing ability, as high investor attention 
significantly improves the short-term pricing efficiency of sales and earnings but 
has no effect on the pricing of advance receipts. We also use analyst forecasts to 
directly test whether overlooking advance receipts leads to biased beliefs of future 
performance and demonstrate that analysts significantly underestimate the ability 
of advance receipts to predict future sales and earnings growth.

(3) After the implementation of the new revenue standard, the pricing of contract 
liabilities exhibits a pattern similar to the pricing of advance receipts under the 
prior revenue standard. In other words, investors’ habitual thinking about financial 
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statements and the resulting pricing inefficiency are still present and need further 
investigation.

As we all know, accrual accounting inevitably results in a discrepancy between accounting 
recognition and cash flows, and the literature has extensively examined the pricing 
implications of accruals. However, while the prior literature has mainly focused on 
investors’ overestimations of the persistence of accruals (Hirshleifer et al., 2004; Li & Niu,  
2007; Richardson et al., 2005; Sloan, 1996; Xie, 2001), we contribute to this strand of 
literature by examining advance receipts, which also result from the aforementioned 
discrepancy but have a sign opposite to that of accruals. In other words, advance receipts 
occur when cash is received ahead of revenue recognition. Nevertheless, the accrual 
anomaly is typically attributed to investors’ overoptimism about earnings in the absence 
of cash inflows.

We also highlight the importance of how information is presented (Hirshleifer & Teoh,  
2003; Luo et al., 2018) and show that investors are not able to efficiently absorb perfor-
mance information not reported on the income statement, such as advance receipts, due 
to their habitual thinking about financial statements. This issue is particularly crucial after 
the adoption of the new revenue standard. We strongly advise standard setters and 
researchers to carefully evaluate whether the new revenue recognition framework and 
the related new financial statement items make it more difficult for investors to assess a 
firm’s profitability.
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