vw American Thought Leaders in
Accounting | A ointing
Association

The American Accounting Association is the largest community of accountants in academia. Founded in 1916, we have a rich and
reputable history built on leading-edge research and publications. The diversity of our membership creates a fertile environment for
collaboration and innovation. Collectively, we shape the future of accounting through teaching, research and a powerful network,
ensuring our position as thought leaders in accounting.

The Accounting Review
Vol. 92, No. 6
November 2017

The JOBS Act and Information Uncertainty in
IPO Firms

American Accounting Association | Publications

The American Accounting Association is the copyright holder of this article and retains the worldwide rights to publish, reproduce,
distribute, publicly display and/or license the Material in this article for any future editions and versions of this Work, derivative
works based on this article (including translations and adaptations), related ancillaries and supplements, and in promotional materials
in all print, digital and wireless and/or electronic formats.

Further distribution of this article is strictly prohibited. Written application must be made to the American Accounting Association,
9009 Town Center Parkway, Lakewood Ranch, FL 34202, for permission to reproduce any of the contents of this article, other than
for use in courses of instruction. For additional information about the AAA, please visit http://aaahg.org where you can also browse
the abstracts of AAA journal articles.



http://aaahq.org/Outreach/Newsroom
http://aaajournals.org/
http://aaahq.org/

American
Accounting
Association

Thought Leaders in
Accounting

The Accounting Review ¢ Issues in Accounting Education « Accounting Horizons
Accounting and the Public Interest « Auditing: A Journal of Practice & Theory
Behavioral Research in Accounting ¢ Current Issues in Auditing
Journal of Emerging Technologies in Accounting ¢ Journal of Information Systems
Journal of International Accounting Research
Journal of Management Accounting Research » The ATA Journal of Legal Tax Research
The Journal of the American Taxation Association

Online Early — Preprint of Accepted Manuscript

This is a PDF file of a manuscript that has been accepted for publication in an American
Accounting Association journal. It is the final version that was uploaded and approved by the
author(s). While the paper has been through the usual rigorous peer review process for AAA
journals, it has not been copyedited, nor have the graphics and tables been modified for final
publication. Also note that the paper may refer to online Appendices and/or Supplements that are
not yet available. The manuscript will undergo copyediting, typesetting and review of page proofs
before it is published in its final form, therefore the published version will look different from this
version and may also have some differences in content.

We have posted this preliminary version of the manuscript as a service to our members and
subscribers in the interest of making the information available for distribution and citation as
quickly as possible following acceptance.

The DOI for this manuscript and the correct format for citing the paper are given at the top
of the online (html) abstract.

Once the final published version of this paper is posted online, it will replace this
preliminary version at the specified DOI.




The JOBS Act and Information Uncertainty in PO Firms

Mary E. Barth
Graduate School of Business
Stanford University

Wayne R. Landsman
Kenan-Flagler Business School
The University of North Carolinaat Chapel Hill

Daniel J. Taylor*
The Wharton School
University of Pennsylvania

Editor’s Note: Accepted by K.R. Subramanyam under the Senior Editor ship of Mark DeFond
Submitted December 2014
Accepted February 2017

* Corresponding author: The Wharton School, University of Pennsylvania, 19104-6365,
dtayl @wharton.upenn.edu. We thank Bill Beaver, Fabio Gaertner, Mirko Heinle, Asis
Martinez-Jerez, Roger Silvers, Steve Stubben, K.R. Subramanyam (editor), Ro
Verrecchia, Melissa Western, Jared Williams, workshop participants at the European
Accounting Association Annual Congress, Temple University, the University of
Cdlifornia-Riverside, the University of California-Berkeley, the University of Delaware,
the University of Notre Dame, and the University of Utah, and two anonymous reviewers
for helpful comments. Wethank Ernst & Young LLP (EY) for providing dataon
Emerging Growth Companies and their disclosures; the views expressed in this paper are
the views of the authors and do not represent in any way the views of EY. We also thank
Vikram Dhawan and David Wu for research assistance. We appreciate funding from The
Wharton School.



The JOBS Act and Information Uncertainty in PO Firms

Abstract

This study examines the effect of the Jumpstart Our Business Startups Act (JOBS Act) on
information uncertainty in PO firms. The JOBS Act creates a new category of issuer, the
Emerging Growth Company (EGC), and exempts EGCs from several disclosures required for
non-EGCs. Our findings are consistent with proprietary cost concerns motivating EGCsto
eliminate some of the previously mandatory disclosures, which increases information uncertainty
in the IPO market, attracts investors who rely more on private information, and leads EGCsto
provide additional post-1PO disclosures to mitigate the increased information uncertainty. Our
results also are consistent with agency explanations, whereby EGCs exploit the JOBS Act
provisions to avoid compensation related disclosures, which resultsin larger PO underpricing
for such firms. Overall, we provide evidence on how reduced mandatory disclosure affects the
PO market.

Keywords: JOBS Act, mandatory disclosure, voluntary disclosure, proprietary costs,
information uncertainty, underpricing, volatility.



The JOBS Act and Information Uncertainty in PO Firms

I.INTRODUCTION

This study examines how the Jumpstart Our Business Startups Act (JOBS Act) affects
information uncertainty in firmswith initial public offerings (IPOs). The JOBS Act, which was
signed into law in April 2012, creates a new category of issuer, the Emerging Growth Company
(EGC), and reduces mandatory disclosure for EGCs to encourage initial public offerings.
Specifically, the Act includes provisions that allow EGCsto file draft registration statements
confidentially with the Securities and Exchange Commission (SEC), to reduce the scope of
executive compensation and financial statement information, to delay application of new or
revised accounting standards, and to delay compliance with Section 404(b) of the SarbanesOxley
Act (SOX), which relates to auditor attestation on internal controls. Our findings are consistent
with proprietary cost concerns motivating EGCs to eliminate some of the previously mandatory
disclosures, which increases information uncertainty in the PO market, attracts investors who
rely more on private information, and leads EGCsto provide additional post-1PO disclosuresto
mitigate the increased information uncertainty. Our results al'so are consistent with agency
explanations, whereby EGCs exploit the JOBS Act provisions to avoid compensation related
disclosures, which resultsin larger PO underpricing for such firms.

A key purpose of the JOBS Act is to reduce the cost of accessing capital markets by
eliminating unnecessary or overly burdensome disclosures. In referenceto the Act, the SEC’'s
website states that “ ... a cost-effective access to capital for companies of all sizes playsacritica
rolein our national economy.” The Act reflects the belief that enabling more companiesto gain
less costly access to capital would enable more companies to create jobs throughout the

economy. A March 23, 2012 editorial in the Washington Post expresses this logic succinctly:



“The case for the JOBS Act goes like this: Small companies create jobs. The easier it isto fund
asmall company, the more jobs there will be. Federal rules make it harder for start-upsto raise
capital. Ergo, relax therules.” However, critics of the Act warned that the reduction in
mandatory disclosure might lead to aloss of information to the market and undermine investor
protections.

Economic theory suggests that the effect of areduction in mandatory disclosure on
information uncertainty depends on the information content of the disclosure and whether
voluntary disclosure can be used as a substitute. All else equal, areduction in information
content increases information uncertainty. However, if voluntary disclosure can substitute for
mandatory disclosure, then any increase in information uncertainty stemming from areduction in
mandatory disclosure can be offset by a corresponding increase in voluntary disclosure. Whether
firms substitute voluntary disclosure for mandatory disclosure depends on the information
content of the disclosures and their respective costs. Examining whether the JOBS Act is
associated with greater information uncertainty, and whether firms use other disclosures to
mitigate any increase in information uncertainty, providesinsight as to the information content of
the reduced disclosures and the substitutability of mandatory and voluntary disclosure. Both of
these insights are relevant to the SEC’ s ongoing consideration of reducing disclosure
requirements for all publicly traded firms.?

To qualify for EGC status, an PO firm must have less than $1 billion in annual revenue
in the year prior to its IPO. Thisrevenue threshold is sufficiently high that there are few firms

without EGC status after the JOBS Act. Therefore, to address our research question, we

Y In aMarch 14, 2012 |etter to the Senate Banking Committee, SEC Chairman Mary Shapiro warned: “if the balance
istipped to the point where investors are not confident that there are appropriate protections, investors will lose
confidence in our markets, and capital formation will ultimately be made more difficult and expensive.”

2 See the SEC’s “ Report on Review of Disclosure Requirementsin Regulation S-K,”
https://www.sec.gov/news/studies/2013/reg-sk-di scl osure-requirements-review. pdf.



compare information uncertainty in IPO firms with EGC status (EGC firms) to that in IPO firms
that would have qualified for EGC status had their PO occurred after the Act, i.e., firmsthat are
below the $1 billion revenue threshold but had 1POs before the Act (NEGC firms). Because all
firmsin our tests are below the Act’s $1 billion revenue threshold, selection based on that
threshold does not account for any differences in information uncertainty we observe between
the two groups of firms.

Wetest for differences in information uncertainty between EGC and NEGC firms by
estimating the relation between measures of information uncertainty and EGC status. Following
prior research, we measure information uncertainty using |PO underpricing and post-1PO equity
return volatility (e.g., Ritter and Welch, 2002; Lowry, Officer, and Schwert, 2010). We use three
measures of underpricing: market-adjusted stock returns based on the offer price and the closing
price on the day of the IPO, the closing price on the day after the IPO, and the closing price 30
trading days after the IPO. We find that all three measures of underpricing are larger for EGC
firms, and that underpricing is twice as large when measured over 30 days than when measured
over one day. We use three measures of post-1PO volatility: total volatility, idiosyncratic
volatility, and beta, all of which are estimated over 30 days after the IPO. We find that total and
idiosyncratic volatility are significantly higher for EGC firms, but no evidence of adifferencein
beta. Interms of economic magnitudes, we find the difference in underpricing between the
average EGC and NEGC firm on the day of the IPO (30 days after the |PO) is $9.97 ($18.18)
million dollars, which translates to an economically significant 7.09% (12.93%) of PO proceeds.

Next, we use two approaches to test whether variation in the extent to which EGC firms
apply provisions of the JOBS Act explains the greater information uncertainty. In thefirst

approach, we examine the relation between application of individual provisions of the Act and



underpricing and post-I1PO volatility. We find that confidentially filing draft registration
statements, presenting compensation information for fewer than five top executives, and omitting
the compensation discussion and analysis are significantly associated with the larger
underpricing, and that confidentially filing draft registration statements, presenting compensation
information for fewer than five top executives, and presenting fewer than three years of audited
financia statements are significantly associated with higher post-1PO volatility.

In the second approach, we construct two indexes based on the number of JOBS Act
provisions that each EGC firms applies. We find that the indexes are significantly associated
with the larger underpricing and higher post-1PO volatility for EGC firms. In addition, we find
that inclusion of the indexes eliminates the larger underpricing and higher post-1PO volatility for
EGC firms. These findings are evidence of adirect link between the provisions of the Act and
greater information uncertainty of EGC firms, and that the greater information uncertainty is not
attributable to potential intertemporal changesin market conditions that affect all EGC firms
similarly. Findings from additional analyses support the inference that the greater information
uncertainty of EGC firmsis associated with the JOBS Act rather than intertemporal changesin
market conditions.

One implication of greater information uncertainty isthat investors who rely more on
private information are at a greater information advantage than investors who rely more on
public information. We find that EGC firms have higher bid-ask spreads and greater institutional
ownership than NEGC firms, particularly EGC firms applying more provisions of the JOBS Act.
The ingtitutional ownership findings are most pronounced for dedicated institutional investors,
who prior research identifies as being among the most informed institutional investors and

relying more on private information. These findings suggest not only that the Act is associated



with greater information uncertainty, but also that the reduction in mandatory disclosure attracts
investors who rely more on private information.

That areduction in disclosure might increase underpricing and post-1PO volatility raises
the question of why an EGC firm voluntarily would eliminate some previously mandatory
disclosures. In making this decision, managers trade off the costs associated with eliminating the
disclosure, e.g., foregone PO proceeds, and the benefits from eliminating the disclosure. The
reduction in 1PO disclosures could reflect an information-based agency problem whereby
managers personally benefit at the expense of shareholders, e.g., opportunistically eliminating
disclosure to hide poor performance or details of an excessive pay package. Depending on the
magnitude of the agency problem, underpricing could be substantial. Hence, greater
underpricing for EGC firms might reflect not only heightened uncertainty arising from poor
disclosure, but also deadweight losses arising from agency problems. Consistent with this
explanation, we find the relation between reduced compensation disclosure and underpricing
generaly is stronger than the relation between reduced financial statement disclosure and
underpricing.

The decision to eliminate some previously mandatory disclosures need not be exclusively
the result of managerial opportunism. Prior literature identifies akey shareholder benefit of
reduced disclosure is avoiding the revelation of proprietary information. To avoid revealing
proprietary information, EGC firms might elect to apply JOBS Act provisions that reduce the
previously mandatory disclosure of proprietary information and substitute voluntary disclosure
of non-proprietary information. For example, earnings forecasts potentially reveal less
proprietary information than detailed financial statements, but mitigate the greater information

uncertainty that results from the reduction in previously mandatory disclosure. Because SEC



quiet period restrictions constrain voluntary disclosures of forward-looking information prior to
the PO, we expect such voluntary disclosures to occur predominantly in the post-1PO period.?

Consistent with proprietary costs affecting managers disclosure decisions, we find that
the larger underpricing and post-1PO volatility is greater for EGC firms with higher proprietary
costs of disclosure, and that EGC firms provide additional disclosure following the IPO to
mitigate the greater information uncertainty. Specifically, we find that the larger underpricing
and post-1PO volatility is greater in research intensive EGC firms and EGC firms in concentrated
industries; that following the IPO EGC firms provide significantly more management forecasts,
file more Forms 8-K with the SEC, and issue more press releases; and that EGC firms experience
asignificantly larger market reaction to their first post-1PO earnings announcement. Findings
from additional tests reveal that the greater information uncertainty for EGC firms persists 60
days after the IPO for the 22% of firms that have not announced earnings by that time. These
findings are consistent with EGC firms providing more voluntary disclosure after the 1PO than
NEGC firms, and with disclosures subsequent to the PO mitigating the greater information
uncertainty of EGC firms. Our results suggest both explanations—agency problems and
proprietary information—contribute to the reduction in previously mandatory disclosure, which
causes greater information uncertainty for EGC firms.

The remainder of the paper is organized as follows. Section Il discusses the institutional
setting and provides the basis for our predictions. Section 111 explains the research design, and
Section IV describes the sample and data. Section V presents findings from analyses relating to

information uncertainty and Section VI reports findings from analyses relating to proprietary

® During our sample period, quiet period restrictions apply to voluntary disclosures of forward-looking information
in the pre-IPO period, and forward-looking statements made in the context of an |PO are not covered by the
statutory safe harbor provisions of the Private Securities Litigation Reform Act of 1995. See SEC Release 33-8591
(p. 68-69).



costs of 1PO disclosure and to post-1PO disclosure. Section VI offers a summary and

concluding remarks.

[1.INSTITUTIONAL SETTING AND BASISFOR PREDICTIONS
Reduced Mandatory Disclosure and the JOBS Act

The JOBS Act was signed into law on April 5, 2012. The Act creates a new category of
issuer, the Emerging Growth Company (EGC). To qualify for EGC status, an IPO firm must
have total gross annual revenues of less than $1 billion during the most recent fiscal year ending
prior to the I1PO.

The Act includes various provisions that reduce mandatory disclosure for EGCs. First,
the Act allows EGCsto file draft PO registration statements confidentially with the SEC,
provided that the filing and any amendments to it are filed publicly no later than 21 days before
the firm conducts aroad show. Before the Act, IPO firms could not confidentially file their draft
registration statements.”

Second, the JOBS Act provides for areduction in disclosure of executive compensation
and the number of years of audited financial statementsin the IPO registration statement. In
particular, prior to the Act, PO firms were required to disclose three years of compensation
information for the Named Executive Officers, i.e., the CEO, CFO, and the three other highest
paid executives, and to provide a compensation discussion and analysis. EGCs are required to
disclose compensation information only for two years and only for three named executives,
including the CEO, and are not required to present a compensation discussion and analysis.

Additionally, before the Act, 1PO firms were required to include in their registration statements

* Some privately listed foreign firms and government-owned foreign firms were exempt from this restriction. See
http://www.sec.gov/divisions/corpfin/internatl/nonpublicsubmissions.htm.



audited financial statements for three years or for the life of the firm, if shorter. EGCs are
required to include only two years of audited financial statements.

Third, the JOBS Act allows EGCs to delay application of some accounting standards and
delay compliance with Section 404(b) of SOX. Before the Act, PO firms were required to apply
new or revised accounting standards at their effective dates for public companies. EGCs are not
required to comply with any new or revised financial accounting standard until it appliesto non-
public companies.®> Regarding SOX compliance, before the Act, | PO firms were required to
comply with Section 404(b) of SOX that mandates auditor attestation of the effectiveness of
internal controls over financial reporting beginning with the second annual report after the 1PO.°
EGCs are permitted to opt out of compliance with Section 404(b) of SOX for up to five years.

Fourth, the JOBS Act exempts EGCs from future auditing standards adopted by the
Public Company Accounting Oversight Board (PCAOB), unless the SEC decides that such
standards should apply to EGCs; from requirementsin the Dodd-Frank Wall Street Reform and
Consumer Protection Act of 2010 (Dodd-Frank) that would otherwise require firmsto hold
advisory say-on-pay votes and to disclose the ratio of CEO pay to median employee pay; and
from quiet period restrictions on research coverage by affiliated analysts. The Act also provides
underwriters of EGC 1POs greater freedom to communicate with qualified buyers as referred to
in the Act to determine their interest in the offering. EGCs can elect to apply some or all of these

provisions.

® That is, EGCs are permitted to apply new or revised accounting standards issued by the Financial Accounting
Standards Board asif they were private companies. Although EGCs may irrevocably elect to comply with these
standards when the standards are effective for public companies, they are not permitted to apply the standards
selectively, i.e., standard by standard.

® Small business reporting firms, i.e., those with public float less than $75 million or revenue less than $50 million,
were exempt from compliance with Section 404(b) of SOX even after two years.



The SEC is presently considering whether to extend the reduction in mandatory
disclosure to other publicly traded firms. Section 108 of the JOBS Act requires the SEC to
conduct areview of reporting requirements for all 1PO firms to determine how such requirements
can be updated to modernize and simplify the registration process with the goal of reducing the
volume of mandatory disclosure while still providing material information to shareholders (EY,
2014; KPMG, 2014). Inits“Report on Review of Disclosure Requirementsin Regulation S-K,”
the SEC concludes that afull review of disclosure requirements for all public firmsis appropriate
because there may be simplifications, modernizations, revisions, or eliminations that would be
suitable for all companies, not just PO firms. This conclusion is consistent with concerns
expressed by several large public firms that many mandatory disclosures are costly to prepare
and burdensome to investors to interpret.” The SEC’ s report, together with these concerns,
suggests that the Act’ s reduction in mandatory disclosure for EGCsis afirst step in a potentially
broader reduction in mandatory disclosure for al publicly traded firms. Hence, examining
whether the reduction in mandatory disclosure increases information uncertainty of EGCsis
relevant to the SEC’ s ongoing consideration of abroader reduction of mandatory disclosure.
Related Literature and Empirical Predictions

Thereis an extensive literature regarding 1POs, including the pricing of PO shares and
post-1PO performance (see Ritter and Welch, 2002 for areview). This literature establishes that
the average I1PO is underpriced, i.e., the closing price on the day of the IPO is greater than the
I PO offer price, and that the underpricing is substantial. For example, Ritter and Welch (2002)
reports an average first-day return of 18.8% for a sample of 1POs between 1980 and 2001. Prior

research also establishes that firms with larger underpricing have higher post-1PO volatility, and

" See, e.g., “The 109,894-Word Annual Report” (Mongaand Chasan, The Wall Street Journal, June 2, 2015) and
“Firms, Regulators Try to Sort out What' s Worth Disclosing to Investors’ (Chasan and Rubenfeld, The Wall Street
Journal, November 2, 2015).



interprets the higher volatility as evidence of increased information uncertainty (Lowry et a.,
2010).2

In extant theoretical models, IPO underpricing reflects arisk premium that investors
demand to compensate them for their uncertainty about the value of the firm (Beatty and Ritter,
1986; Rock, 1986). Underpricing reflects arisk premium because it reflects “money left on the
table” during the offering, i.e., the amount of money that accrues to investors who purchase
shares at the IPO offer price as compensation for bearing the uncertainty. Beatty and Ritter
(1986) and Rock (1986) show analytically that asinvestors uncertainty about the value of the
firm increases, the required risk premium increases, which in turn increases the amount of
underpricing. Two key assumptions underlying these models are risk-averse investors and
rational underwriters: investors demand for the |PO shares reflects the riskiness, or uncertainty,
investors associate with these shares, and underwriters rationally anticipate this demand and
price the PO shares accordingly. The subsequent analytical and empirical 1PO literature
supports the interpretation of underpricing as reflecting arisk premium and uses underpricing as
ameasure of uncertainty. See Ritter and Welch (2002) for areview.

Prior research on disclosures associated with the IPO also supports the inference that PO
underpricing reflects arisk premium for information uncertainty. For example, Beatty (1989)
and Willenborg (1999) show that higher quality auditors can reduce underpricing by increasing
the quality of the financial statementsin the PO prospectus. Schrand and Verrecchia (2005)
finds that 1PO firms with more frequent disclosures prior to the IPO have smaller underpricing.
Leone, Rock, and Willenborg (2007) finds that 1PO firms disclosing more information about the

use of proceeds have smaller underpricing. Arnold, Fishe, and North (2010) finds that firms with

8 Information uncertainty refersto the inverse of the average amount of information available to the market, i.e., the
inverse of the average precision of investors' beliefs (e.g., Lambert, Leuz, and Verrecchia, 2007).
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agreater proportion of “hard” relative to “soft” information in their 1PO registration statements
have smaller underpricing. Boulton, Smart, and Zutter (2011) finds that PO firms in countries
with higher earnings quality have smaller underpricing.

A key feature of the JOBS Act isthat it has several provisions that reduce mandatory
disclosure for EGCs. To the extent that the reduction in mandatory disclosure increases
information uncertainty, the related 1PO literature leads usto predict that EGC firms have larger
underpricing and higher post-1PO volatility than NEGC firms. EGC status alone does not imply
reduced disclosure because firms are free to ignore provisions of the Act that permit reduced
disclosure, e.g., confidential filing of the prospectus. Thus, reduced disclosure depends on the
extent to which an EGC firm applies these provisions of the Act. We predict that the larger
underpricing and post-1PO volatility for EGC firmsis greater for EGC firms that apply more
provisions.

That areduction in mandatory disclosure might increase information uncertainty raises
the question of why a firm voluntarily eliminates some previously mandatory disclosures. In
making this decision, managers trade off the costs associated with an increase in information
uncertainty and benefits from eliminating the disclosure. Although the costs of non-disclosure
primarily are borne by shareholders, the benefits of non-disclosure can accrue to both managers
and shareholders.

In terms of benefits to managers, prior research suggests three ways managers can benefit
from reduced disclosure at the IPO. First, managerstypically are granted stock options with
exercise prices equal to the PO offer price (Lowry and Murphy, 2007), which can provide an
incentive to increase underpricing, and thus reduce disclosure that, if made, would reduce

underpricing. Second, managers have private information about the extent to which their

11



compensation exceeds the value of their labor services, which can lead managers to reduce
compensation disclosure to avoid any negative consequences of perceived excessive pay. Third,
managers might have private information about the extent to which the firm’s performanceis
worse than investors perceive it to be and report opportunistically (e.g., Teoh, Welch, and Wong
1998). If thisisthe case, managers have an incentive to make it more difficult for investorsto
assess the firm’ s performance. 1n each case, managers’ incentives to reduce disclosure reflect an
information-based agency problem in which managers benefit at the expense of shareholders. If
underpricing reflects deadweight losses from agency problems, then we expect EGCs have
higher underpricing even in the absence of increased information uncertainty, and depending on
the magnitude of the agency problems the higher underpricing could be substantial.

In terms of benefitsto shareholders, prior research suggests avoiding the revelation of
proprietary information is the primary benefit of reduced disclosurein general (e.g., Verrecchia,
1983) and for IPO firmsin particular (e.g., Guo, Lev, and Zhou, 2004). In equilibrium, firms
with high (low) proprietary costs of disclosure will be more (Iess) willing to bear an increasein
information uncertainty associated with areduction in mandatory disclosure. Hence, we expect
the greater information uncertainty for EGC firmsis higher for those with higher proprietary
costs of disclosure. For example, Boone, Floros, and Johnson (2015) finds that firms granted
permission by the SEC to redact from their S-1 prospectus the details of material contracts, e.g.,
supplier contracts, customer contracts, and license or royalty terms, based on the firm'’s statement
that failure to redact such details would result in aloss of competitive advantage, have
significantly higher first-day underpricing. Specifically, Boone et al. (2015) finds that these

firms forego 5% of PO proceeds to avoid revelation of proprietary information. In the context
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of the JOBS Act, Dambra, Field, and Gustafson (2015) states that proprietary considerations are
akey deterrent to PO disclosure.

To the extent the reduction in previously mandatory disclosure is motivated by concerns
about revealing proprietary information, and voluntary disclosure can substitute for the reduced
disclosure, we expect EGC firms to provide more post-1PO voluntary disclosures that
presumably have lower proprietary costs than the disclosures that they elect to eliminate. For
example, an earnings forecast likely contains less proprietary information than ayear’ s financial
statements and management discussion and analysis. Importantly, we expect such voluntary
disclosure to be made predominantly in the post-1PO period because quiet period restrictions
constrain voluntary disclosures of forward-looking information prior to the IPO (e.g., Cedergren,
2014). Finding that EGC firms substitute voluntary disclosure for previously mandatory
disclosure and that these additional disclosures mitigate the higher uncertainty, suggests that the
reduction in previously mandatory disclosureis not motivated entirely by agency problems.

Several contemporaneous studies examine various costs and benefits of the JOBS Act on
the IPO market, including implications for PO activity and the direct costs associated with the
Act. Consistent with the proprietary cost motivation for reduced disclosure, Dambraet al.
(2015) finds that PO volume increased after the Act, and the increase is concentrated in firms
with high proprietary costs of disclosure, i.e., research intensive firms and firms in concentrated
industries. Cheng (2015) finds firmsthat apply the confidential filing provision of the Act have
lower PO withdrawal rates, which increases IPO volume. Chaplinsky, Hanley, and Moon
(2016) examines direct costs of | POs associated with applying provisions of the Act that permit
reduced disclosure, but fails to find evidence of areduction in these costs. Westfall and Omer

(2014) finds evidence of an increase in audit fees for firms that apply provisions of the Act.
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Dambra, Field, Gustafson, and Pisciotta (2016) finds that the Act’ s eased restrictions on research
coverage by affiliated analysts lowered the information content of analysts' earnings forecasts.
Gipper (2015) finds that reduced disclosure of executive compensation information is associated
with asignificant reduction in CEO pay and interprets this finding as inconsistent with
managerial opportunism explaining the reduction in compensation disclosure.

Our study focuses on information uncertainty in PO firms associated with the JOBS Act.
Two contemporaneous studies, Chaplinsky, Hanley, and Moon (2016) and Gupta and Israelsen
(2016), find that first-day underpricing is larger after the Act, but generally find the provisions
do not explain the larger first-day underpricing. These studies do not consider underpricing
beyond the first day. We find that larger underpricing for EGC firms extends up to 30 trading
days after the IPO, and that provisions of the Act are associated with underpricing measured up
to 30 days. We corroborate these findings by linking provisions of the Act to higher post-1PO
equity volatility, bid-ask spread, and ownership by dedicated institutional investors.

Our study provides evidence relevant to the SEC’ s ongoing consideration of extending
the reduction in mandatory disclosure beyond IPO firms. First, we find that several individual
provisions of the JOBS Act, and indexes for the number of provisions an EGC firm applies,
explain the greater information uncertainty. Second, we find that EGC firms, particularly those
applying a greater number of JOBS Act provisions, attract investors who rely more on private
information. Third, we find that the greater information uncertainty is concentrated in EGC
firms with higher proprietary costs of disclosure. Fourth, we find that EGC firms provide more
voluntary disclosure after the IPO than NEGC firms, and that such disclosure, combined with the
first post-1PO earnings announcement, mitigates the greater information uncertainty of EGC

firms. These findings provide evidence on how the costs and benefits of reduced mandatory
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disclosure differ across firms and investors, and they suggest EGC firms substitute post-1PO

voluntary disclosures for the previously mandatory disclosures that they elect to eliminate.

1. RESEARCH DESIGN

Overview of Testsand Defining EGC and Comparable Firmswithout EGC Status

We begin by testing whether PO underpricing and post-1PO equity return volatility are
larger for EGC firmsthan for NEGC firms. We next test whether the extent to which an EGC
firm applies the JOBS Act provisions, e.g., confidentially filing draft PO registration statements,
explains any larger underpricing and post-1PO volatility. A key feature of the JOBS Act that
directly affects our research design isthat to qualify for EGC status, and therefore to be eligible
to apply the eased regulations in the Act, an IPO firm must have less than $1 billion in annual
revenue in the year prior to its IPO. The $1 billion revenue threshold is sufficiently high that the
vast mgjority of firms with 1POs after the Act qualify for EGC status. Seefigure 1 for the
distribution of revenue for firms that have IPOs after the Act and meet our data requirements.
Therefore, to address our research question, we compare information uncertainty of EGC firms
to that of NEGC firms, i.e., firms that are below the $1 billion revenue threshold but had 1POs
before April 2012. For example, afirm with an IPO in November 2011 with less than $1 billion
in revenue would have qualified as an EGC if it had an PO seven months later in June 2012.

<INSERT FIGURE 1 ABOUT HERE >

In our primary tests, we do not compare information uncertainty of EGC firmsto that of
firmsineligible for EGC status, i.e., firms with more than $1 billion in pre-1PO revenue, for two
reasons. First, the revenue threshold used to define EGC status is sufficiently high that only 28

post-JOBS Act IPO firms did not qualify for EGC status, i.e., had gross revenues in excess of $1
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billion in the year prior to the PO (see figure 1).° Second, IPO firms with more than $1 billion
in pre-1PO revenue are fundamentally different from the general population of IPO firms. For
example, asfigure 1 reveals, of the 28 firmsineligible for EGC status, 21 have pre-1PO revenues
that exceed $2 billion, which is more than fourteen times the revenue of the average EGC firm of
$0.14 billion. Additionally, the lack of PO firms with revenue close to either side of the $1
billion threshold implies that a regression discontinuity design based on the threshold cannot be
used abasis for identifying the effect of Act on information uncertainty. It also suggests that
firms do not manage revenue downwards to just meet the EGC revenue threshold. Nonetheless,
section 5.4 describes findings from tests that employ firms with more than $1 billion in pre-IPO
revenue,
Do EGC FirmsHave Greater |nformation Uncertainty?
We use two complementary analyses to test our predictions. First, we test our predictions

by estimating equation (1).

InfoUncertainty; = ¢ EGC; + 01 Assets; + 2 Revenue; + 03 BM; + 04 ROA; Q)

+ 05 Age; + de Tech; + o7 Research; + dg PctRetained,;
+ 09 Big4; + y Fixed Effects; + ¢

InfoUncertainty is either underpricing (e.g., Beatty and Ritter, 1986; Rock, 1986) or post-1PO
volatility (Lowry et a., 2010). The focus of our testsis the coefficient on EGC, which isan
indicator variable that equals one for EGC firms, and zero otherwise. The coefficient on EGC
represents mean information uncertainty for EGC firms incremental to that for NEGC firms after
controlling for the remaining explanatory variables, mean information uncertainty for NEGC
firmsisreflected in the Fixed Effects coefficients. Therefore, if the JOBS Act increased

(decreased) information uncertainty for EGC firms, then we expect ¢ > 0 (¢ < 0). The i subscript

9 Seealso Ernst & Young LLP (20133, 2013b) and Latham and Watkins (2013, 2014).
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refersto firm i. When estimating equation (1) and the equations that follow, we eliminate
outliers and base reported z-statistics on standard errors clustered by industry and 1PO date.*

We measure underpricing over threeintervals. Following prior research, we measure
underpricing as the market-adjusted return, i.e., the raw return minus the market return, where
the raw return is the closing price on the day of the IPO, i.e., day ¢ = 0, minus the IPO offer price,
scaled by the IPO offer price, Underpricing(0). Because information uncertainty arising from
reduced disclosure delays the speed at which information isimpounded in stock prices (Healy
and Palepu, 2001), if there is greater information uncertainty associated with the JOBS Act there
could be delayed pricing. Accordingly, we also measure underpricing using the closing price on
thefirst trading day after the IPO, i.e., day ¢ = 1, Underpricing(0,1), and the closing price 30
trading days after the | PO, i.e., day ¢ = 30, Underpricing(0,30)."* We market-adjust our
measures of underpricing to take account of systematic differences in market conditions between
the two groups of firms.*?

We use three measures of post-1PO volatility. Thefirst, Volatility, is the standard
deviation of daily equity returns over the 30-day window beginning the day after the IPO, i.e., t =
1to 30. We exclude the IPO-day return, i.e., ¢ = 0, to mitigate the effects of the large first-day
returns on the volatility measure. The second and third measures separate Volatility into its
idiosyncratic and systematic components, IdioVol and Beta. IdioVol (Beta) isthe standard
deviation of residuals (slope coefficient) from a firm-specific market model estimated over the

30-day window. Because we expect any reduction in information content at afirm’'s [PO

19 Following Belsley, Kuh, and Welsch (1980) we classify as outliers those observations with studentized residuals
greater than 2.5 in absolute value. All inferences are unaffected by the inclusion of outliers. When clustering by
industry, we use two-digit SIC codes to ensure a sufficiently large number of clusters.

1 Using a 30-day window also ensures that the closing price we use to calculate underpricing is not affected by
short-term price supports provided by the underwriter (e.g., Lowry et al., 2010).

12 Untabulated findings from estimations using raw returns or the natural logarithm of returns reveal the same
inferences as those based on the tabulated findings.
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primarily to beidiosyncratic, separating volatility into idiosyncratic and systematic components
should increase the power of our tests; if the information uncertainty arising from the reduction
in information content is idiosyncratic, EGC should have no association with Beta.™

Equation (1) includes control variablesidentified in prior research as determinants of
underpricing and post-1PO volatility. In particular, we include as control variables firm size,
revenue, the equity book-to-market ratio, profitability, firm age, research and devel opment
expense, ownership retention, auditor quality, and fixed effects for industry membership, venture
backing, exchange listing, and lead underwriter (Loughran and Ritter, 2004; Purnanandam and
Swaminathan, 2004; Schrand and V errecchia, 2005; Leone, Rock, and Willenborg, 2007; Lowry,
Officer, and Schwert, 2010).

Assets isthe natural logarithm of one plustotal assets, Revenue isthe natural logarithm of
one plus revenue, BM is book value of equity divided by market value of equity based on the
I PO offer price, and ROA is net income scaled by total assets. Age isthe natural logarithm of
one plus the number of years from the firm’s founding, or incorporation if the founding date is
unavailable, to the date of the IPO. Tech isan indicator variable that equals oneif thefirmisina
high technology industry based on the L oughran and Ritter (2004) industry classification, and
zero otherwise. Researchisresearch and development expense scaled by revenue. PctRetained
is the percent of post-1PO shares outstanding retained by the pre-IPO shareholders. Big4 isan
indicator variable that equals one if the IPO firm’s auditor is Deloitte, Ernst & Young (EY),
KPMG, or PwC, and zero otherwise. Fixed Effects denotes fixed effects based on the firm's
industry, which we define using the Fama and French (1997) 12-industry classification, the

firm’'s exchange listing, i.e., NY SE, NASDAQ, or AMEX, whether the firm received venture

13 _ambert et al. (2007) shows that areduction in disclosure of systematic (idiosyncratic) information increases
investors' assessments of systematic (idiosyncratic) risk. In addition, using idiosyncratic volatility ensures our
results are not attributable to uncertainty about market-wide conditions or fluctuations in the market return.
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backing, and the identity of the firm’s lead underwriter.** All accounting variables relate to the
fiscal year preceding the 1PO.
Provisions of the JOBS Act

We next test whether the extent to which an EGC firm applies the JOBS Act provisions
explains any larger underpricing and post-1PO volatility. We base this analysis on information
provided to us by EY regarding the specific provision of the Act each EGC firm applies.™> For
each provision we construct an indicator variable that equals one if the firm applies the
provision, and zero otherwise. Confidential equals oneif the firm filed confidentially its draft
registration statement with the SEC. There are two indicators for compensation-rel ated
provisions: ReduceComp equals one if the firm presented compensation information for fewer
than five top executives, and OmitCDA equals one if the firm omitted the compensation
discussion and analysis section of the prospectus. There also are three indicators for accounting-
related provisions. ReduceAcct equals one if the firm presented only two years of audited
financial statements and was in existence for more than two years, and DelayGAAP equals one if
the firm elected to delay application of new or revised accounting standards. DelaySOX equals
oneif afirm reservestheright to delay the internal controls audit required by Section 404(b) of
SOX.

We test for arelation between these provisions and the differences in underpricing and
post-1PO volatility between EGC and NEGC firms by estimating equation (2).

InfoUncertainty; = ¢ EGC; + p Provision; + 01 Assets; + d2 Revenue; + o3 BM; +

“ Weinclude both Tech and industry fixed effects because Tech is not a proper subset of the Fama and French
(1997) 12-industry groups. Inclusion of industry fixed effects subsumes the effects of industry level variables, e.g.,
industry competition. Untabulated findings from estimations that include as additional control variables an indicator
for small reporting companies, GDP growth for the respective calendar quarter, and the Chicago Board Options
Exchange volatility index reveal no difference in inferences from those based on the tabulated findings.

> We verified that the EY data are correctly coded by examining | PO registration statements for 15 randomly
selected | POs.
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04 ROA;+ 05 Age; + dg Tech; + 67 Research; + dg PctRetained; 2
+ 09 Big4; + y Fixed Effects; + ¢

Provision is Confidential, ReduceComp, OmitCDA, ReduceAcct, DelayGAAP, or DelaySOX. 1f
the JOBS Act provisions explain any larger underpricing and post-1PO volatility, we predict p >
0. However, because we have no basis on which to predict which provisions have larger or
smaller effects on information uncertainty, we make no predictions about the relative magnitudes
of therelations. Estimating equation (2) using each Provision separately alows us to estimate
the effects on information uncertainty associated with individual provisions.

We also create two indexes, and include each index in equation (2) in place of Provision.
Thefirst, JOBSIndex, equals the sum of the six provision indicator variables, and the second,
Highlndex, is an indicator variable that equals one if JOBSIndex is greater than or equal to the
sample median of 4, and zero otherwise. Because each Provision equals one when the provision
reduces disclosure, if the JOBS Act provisions explain any larger underpricing and post-1PO
volatility, we predict p > 0.

An advantage of using the indexesin place of theindividual provisionsis that our
inferences depend only on the number of the JOBS Act’ s provisions an EGC firm applies, rather
than which provisionsit applies. Thisis particularly relevant because there are few observations
with which to identify the incremental effect of each provision. For example, 96% of EGC firms
that file confidentially their draft registration statements also omit the compensation discussion
and analysis, thereby making it difficult to distinguish each provision’sincremental effects
associated with information uncertainty. An advantage of using Highlndex relative to

JOBSIndex isthat it addresses potential nonlinearity in the relation between JOBSIndex and the
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information uncertainty variables. A disadvantage of using Highindex isthat, by construction, it

exhibits less cross-sectional variation than JOBSIndex.

IV.SAMPLE AND DATA

We construct our sample by identifying al IPOsin the US between July 1, 2009 and
December 31, 2013 that appear in the Securities Data Corporation (SDC) database, list common
stock on the NY SE, NASDAQ, or AMEX, file registrations statements on Form S-1 with the
SEC, and have the stock price and accounting information necessary for our tests. We begin the
sample period after the recent financial crisisto mitigate any confounding effects of the crisison
our inferences.® From SDC we obtain the | PO date, the |PO issue price, the number of shares
offered and outstanding after the I1PO, whether the firm was venture backed, the lead
underwriter, and the firm’s auditor. We obtain share price, equity returns, the market return,
industry, and exchange listing from CRSP, revenue, net income, total assets, and book value of
equity from Compustat, and firm age from the Field-Ritter dataset of company founding dates
(Field and Karpoff, 2002; Loughran and Ritter, 2004)."” We exclude |POs that are leveraged
buyouts, closed-end funds, open-end funds, trusts, and special purpose vehicles, i.e., SIC codes
6091, 6371, 6722, 6726, 6732, 6733, and 6799.

There are 176 firms with |POs after the JOBS Act, i.e., after April 5, 2012, that qualify
for EGC status and meet these data requirements. To construct our sample of EGC firms, from
among these 176 firms we exclude all 16 firmswith IPOs in April and May 2012 that had filed

their prospectuses before the Act took effect, and two firms that qualified for EGC status but did

16 We begin the sample in July 2009 because NBER business cycle dates indicate that a recession starts in the fourth
quarter of 2007 and continues until June 2009. We aso conduct our analyses including among NEGC firms those
with IPOs from January 2004 through June 2009. Untabulated findings based on the extended NEGC sample reveal
the same inferences as the tabulated findings.

¥ The Field-Ritter dataset is available on Jay Ritter’s Web page (http://bear.cba.ufl .edu/ritter/FoundingDates.htm).
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not mention the Act in the IPO registration statement or apply any of the Act’s provisions.”® The
resulting sample of EGC firms comprises 158 firms that are below the Act’ s revenue threshold
and have an 1PO between June 2012 and December 2013. Our sample of NEGC firms comprises
218 firms that are below the revenue threshold and have | POs between July 2009 and March
2012, i.e., before the Act became effective. Hence, the sample comprises 376 firms (158 EGC
firms+ 218 NEGC firms). We winsorize all continuous variables at the 1% and 99% levelsfor
these firms across the sample period.™

<INSERT TABLE 1 ABOUT HERE >

Table 1, which presents descriptive statistics for the sample of 376 firms, reveals that the
mean (median) total assets, |PO proceeds, and revenue are $380.59, $139.76, and $151.22
($97.97, $89.59, and $76.50) million. Table 1 aso reveasthat the 75" percentile for revenueis
$198.35 million, which is substantially below $1 billion.

Table 1 reveals that mean first-day underpricing, Underpricing(0), 1S 16.37%. This
finding is consistent with prior research in that it indicates that |POs are, on average,
underpriced. Table 1 also reveals that mean underpricing over the longer horizons,
Underpricing(0,1) and Underpricing(0,30), are 17.26% and 19.23%. These statisticsindicate
that underpricing persists for several weeks beyond the first day. Mean Volatility, IdioVol, and
Beta are 3.08, 2.93, and 0.57. These statistics indicate that most of the post-1PO volatility is
idiosyncratic, and that returns shortly after the PO exhibit little co-movement with the market,

which helps rule out changes in market conditions as an alternative explanation for our findings.

'8 None of the 16 EGCs that had IPOs in April or May of 2012 elected to apply provisions of the Act. Of the other
two firms that did not mention the Act in their IPO registration statements, one had its |PO in July 2012 but filed its
prospectus before the Act, and the other had been a public company before the Act and emerged from Chapter 11
after the Act. Inferences are unaffected if we classify any or al of the firmsin these two groups as either NEGC or
EGC firms.

19 Inferences based on no winsorization and alternative winsorization cutoffs of 0.5/99.5 and 5/95 are the same as
those based on the table 3 findings.
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<INSERT TABLE 2 ABOUT HERE >

Table 2 presents descriptive statistics separately for NEGC and EGC firms. Table 2
indicates that for NEGC and EGC firms, means (medians) of Underpricing(0) are 13.32% and
20.75% (6.70% and 14.28%), of Underpricing(0,1) are 13.51% and 22.59% (7.40% and
14.29%), and of Underpricing(0,30) are 13.28% and 27.45% (9.77% and 20.31%). These
statistics reveal that, consistent with prior literature, NEGC firms have substantial underpricing
and, consistent with our predictions, EGC firms have significantly larger underpricing. For
NEGC and EGC firms, means (medians) of Volatility are 2.93% and 3.27% (2.59% and 3.06%),
of IdioVol are 2.76% and 3.17% (2.38% and 2.97%), and of Beta are 0.58 and 0.56 (0.55 and
0.48). All of the differences in means and medians between NEGC and EGC firms are
significant, except for those relating to Beza.”® The larger total and idiosyncratic volatilities for
EGC firms are consistent with our prediction that EGC firms have greater information
uncertainty. Nonetheless, we base our inferences on findings from the multivariate testsin
section 5.

Table 2 also indicates that EGC firms generally are smaller and less profitable. For
example, the p-values for differences in means (medians) between EGC and NEGC firms for
Assets and ROA are 0.04 and 0.03 (0.03 and < 0.01). The means for the remaining control

variables are not significantly different between the two groups of firms.

V.RESULTS

Do EGC FirmsHave Greater Information Uncertainty?

2 \We test for differencesin means (medians) using a r-test (Wilcoxon signed rank test). Throughout, “significant”
denotes aten percent significance level under atwo-sided aternative.
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Table 3, panel A, presents results from estimating equation (1) when the dependent
variable is one of the three underpricing measures, Underpricing(0), Underpricing(0,1), and
Underpricing(0,30). Panel A revedsthat EGC firms have significantly larger underpricing than
NEGC firms. The coefficients on EGC when Underpricing(0), Underpricing(0,1), and
Underpricing(0,30) are the dependent variables are 7.09, 6.30, and 12.93 (z-statistics = 6.07,
6.22, and 5.10), i.e., the mean incremental underpricing for EGC firms ranges from 6.30% to
12.93% of PO proceeds, depending on the underpricing measure.

These percentages, together with the untabulated mean (median) PO proceeds for EGC
firms of $140.64 ($83.85) million, imply that the mean (median) incremental forgone proceedsis
$9.97, $8.86, and $18.18 ($5.94, $5.28, and $10.84) million depending on the specification.
These amounts are estimates of the opportunity cost of EGC status. Whether these estimates
appear “large”’ or “small” depends on how one assesses the potential benefits of EGC status,
which include benefits to the manager arising from agency conflicts and benefits to shareholders
arising from avoiding revelation of proprietary information.

<INSERT TABLE 3 ABOUT HERE >

Panel B presents results from estimating equation (1) when the dependent variable is one
of the three post-1PO volatility measures, Volatility, IdioVol, and Beta. Panel B reveasthat EGC
firms have significantly higher Volatility and IdioVol than NEGC firms and have insignificantly
different Beta. The coefficientson EGC are 0.27, 0.33, and —0.05 (¢-statistics = 2.97, 3.61, and —
1.14). Thesefindings are consistent with the JOBS Act increasing post-1PO volatility and with

most of the increase in volatility being idiosyncratic. Regarding the control variables, panel B
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indicates that smaller, more profitable, and more research-intensive firms, and firms with Big 4
auditors have higher post-1PO volatility.?*
Provisions of the JOBS Act

Table 4 presents descriptive statistics for each Provision, JOBSIndex, and Highlndex, and
summary statistics relating to estimation of equation (2). Panel A presents descriptive statistics
relating to the number of firms electing each provision, JOBSIndex, and Highlndex. Panel A
reveals that 100% of the firms reserve the right to delay the internal controls audit required by
SOX (mean DelaySOX = 1.00). Finding that no firm waives the right to delay Section 404(b) of
SOX is consistent the firms viewing the costs of compliance as exceeding the benefits (Zhang,
2007; Gao, Wu, and Zimmerman, 2009).” Panel A also reveals that 73% of the firmsfile their
draft registration statements confidentially with the SEC (mean Confidential = 0.73), which
suggests that firms view public disclosure about a potential upcoming 1PO as costly; 84% elect
to present compensation information for fewer than five top executives (mean ReduceComp =
0.84); and 87% omit the compensation discussion and analysis (mean OmitCDA = 0.87). These
statistics suggest the vast magjority of firms perceive that the cost of these disclosures outweighs

the benefit.

2 \We also test our predictions using a propensity score matched sample approach in which we match each EGC
firm to an NEGC firm with similar characteristics. Specifically, we first estimate a propensity score for each firm as
afunction of the control variables in equation (1), omitting the industry fixed effects. We then match each EGC
firm to an NEGC firmin its Fama and French (1997) 12-industry group. We select the sample of NEGC firms such
that the sum of the squared differences in propensity scores between the EGC and NEGC firmsis the lowest.
Untabulated statistics reveal the means and medians of the control variables do not differ for the two groups of
firms, which indicates a successful match. Untabulated findings relating to differences in means and medians of the
information uncertainty measures between the matched samples reveal the same inferences as those based on the
table 3 findings. In particular, means and medians of Underpricing(0), Underpricing(0,1), Underpricing(0,30),
Volatility, and IdioVol, are significantly larger for EGC firms than their matched NEGC counterparts, and there are
no significant differencesin Bera. In addition, untabulated findings from estimating equation (1) based on the
matched sample reveal the same inferences as those based on the findingsin table 3.

2 That all sample firms took advantage of the exemption is consistent with the findings in Skadden (2014), which
notes “[v]irtually all EGCs dating to the enactment of the JOBS Act have included disclosure that they intend to, or
may, take advantage of the exemption from providing the auditor attestation report under Section 404(b).”
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In contrast, only 39% of the firms present fewer than three years of audited financial
statements (mean ReduceAcct = 0.39) and only 18% elect to delay application of new or revised
accounting standards (mean DelayGAAP = 0.18). The fact that the vast mgority of firms
provide less compensation information, but a minority of firms provides less accounting
information suggests that firms perceive the net benefits of disclosing accounting information as
being higher than the net benefits of disclosing compensation information. Panel A reveals that
the mean of JOBSIndex is 4.01, which indicates that, on average, firms apply approximately four
provisions. The mean of Highlndex is0.75, which indicates that 75% of the firms apply four or
more provisions.

Panel B reports the correlations between the Provision variables, JOBSIndex, and
Highlndex. Untabulated statistics reveal these correlations are significant at the 10% level or
less, except for those relating to DelayGAAP. Not surprisingly, the two compensation-related
provisions, ReduceComp and OmitCDA, are highly correlated (correlations = 0.46). OmitCDA
and Confidential also are highly correlated (correlations = 0.45).

<INSERT TABLE 4 ABOUT HERE >

Panel C presents summary statistics relating to estimation of equation (2) for the three
underpricing variables. Panel C reveals that the coefficients on Confidential, ReduceComp,
OmitCDA, JOBSIndex, and Highlndex are significantly positive for all three underpricing
specifications (¢-statistics range from 2.73 to 6.85). The coefficients on Confidential,
ReduceComp, and OmitCDA, which range from 5.81 to 7.08 in the Underpricing(0)
specification, suggest that 1PO firms that confidentially file their draft registration statements,
present compensation information for fewer than five top executives, or omit the compensation

discussion and analysis have first-day underpricing that isincrementally larger by approximately
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6%. Based on this 6% amount and the untabulated mean 1PO proceeds for EGC firms of
$140.64 million, the mean forgone proceeds associated with JOBS Act provisionsis
approximately $8.44 million.

Panel C aso reveals that the coefficients on Confidential, ReduceComp, OmitCDA,
JOBSIndex, and HighIndex are more than twice as large when underpricing is measured over 30
days than when it is measured over one day. For example, the coefficient on Confidential for
Underpricing(0,30) is 15.67, whereas it only 5.81 for Underpricing(0). The coefficient on
ReduceAcct is significantly positive for Underpricing(0,30) (t-statistic = 3.63), but
insignificantly different from zero for Underpricing(0) and for Underpricing(0,1) (¢-statistics =
0.43 and —0.40). These findings indicate a stronger relation between reduced compensation
disclosure and underpricing than between reduced financial statement disclosure and
underpricing, which is consistent with underpricing reflecting deadweight losses arising from
agency problems, and agency problems motivating reduction in compensation disclosure.
Regarding the remaining Provision variable, DelayGAAP, its coefficients are negative and
significantly so for Underpricing(0,30) and Underpricing(0). These findings are inconsistent
with delaying application of new or revised accounting standards contributing to underpricing.

The EGC coefficient isinsignificantly different from zero for all of three underpricing
specifications that include Confidential, ReduceComp, OmitCDA, JOBSIndex, and Highlndex,
with sole exception being the Underpricing(0) specification with Confidential. 1n other words,
after controlling for the provisions of the JOBS Act, EGC firms do not have significantly larger
underpricing than NEGC firms.

Panel D presents summary statistics relating to estimation of equation (2) for the three

post-1PO volatility variables. Panel D reveals that the coefficients on Confidential, OmitCDA,
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ReduceAcct, JOBSIndex, and Highlndex are significantly positive in the Volatility and IdioVol
specifications (z-statistics range from 1.71 to 7.60). These findings indicate that application of
these provisionsis significant in explaining the higher post-1PO volatility for EGC firms.
Regarding the remaining Provision variables, ReduceComp and DelayGAAP, their coefficients
areinsignificantly different from zero. Regarding the Beta specifications, panel D reveals that
the coefficients on Confidential, ReduceComp, JOBSIndex, and Highindex are significantly
positive (z-statistics range from 2.57 to 6.34), but the coefficients on the remaining provisions are
insignificantly different from zero. Thus, the findingsin panel D reveal significant relations
between post-1PO volatility and both reduced compensation and financial statement disclosures.

The EGC coefficient is either insignificantly different from zero or negative for the
Volatility, IdioVol, and Beta specifications that include Confidential, ReduceComp, OmitCDA,
ReduceAcct, JOBSIndex, and Highlndex, with the sole exception relating to the Idio Vol
specification with ReduceAcct. The EGC coefficient is significantly positive for the only
remaining provision, DelayGAAP, which has no significant association with Volatility and
IdioVol. In other words, after controlling for the provisions of the JOBS Act, EGC firms do not
have significantly higher post-1PO volatility than NEGC firms.

Taken together, the findings in table 4 provide evidence of adirect link between the
provisions of the JOBS Act and the larger underpricing and post-1PO volatility. Because this
evidence is based on cross-sectional variation in the extent to which EGC firms apply provisions
of the Act—variation that occurs only within the post-JOBS Act period—the evidence supports
our interpretation that our findings are not attributable to changes in market conditions between
the pre- and post-JOBS Act periods.

Implications of Greater Information Uncertainty
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The findings in table 3 suggest that EGC firms have greater information uncertainty than
NEGC firms, and the findings in table 4 suggest that this greater information uncertainty is
associated with the extent to which an EGC firm applies the reduced disclosure requirements of
the JOBS Act. Oneimplication of greater information uncertainty is that, holding constant the
quality of private information, investors who rely on private information are at a greater
information advantage than investors who rely on public information (e.g., Taylor and
Verrecchia, 2015). Asaresult, itislikely that EGC firms have higher bid-ask spreads and
greater institutional ownership than NEGC firms, particularly EGC firms applying more
provisions of the Act. Further, it islikely the relations regarding institutional ownership are
more pronounced for institutional investors that Bushee and Noe (2000) classifies as “ dedicated”
investors, who prior research suggests are among the most informed institutional investors. Such
investors have access to and incentives to acquire private information, and thus prefer reduced
public disclosure (e.g., Bushee and Noe, 2000; Callen, Livnat, and Segal, 2006; D’ Souza,
Ramesh, and Shen, 2010).

To provide evidence on these likelihoods, we test for differences in mean and median
bid-ask spread over the 30 days following the IPO expressed as a percentage of price, and
institutional ownership as of the end of the first calendar quarter after the PO, and estimate
versions of equation (1) using as the dependent variable bid-ask spread and institutional
ownership. Following Bushee and Noe (2000), institutional investors are classified as (a)
dedicated, i.e., those characterized by taking large stakes in firms and having low portfolio
turnover, LongTermOwn, (b) transient, i.e., those characterized by high levels of both portfolio
turnover and diversification, ShortTermOwn, and (C) quasi-indexers, i.e., those characterized by

low levels of portfolio turnover and high levels of diversification, IndexOwn.
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<INSERT TABLE 5 ABOUT HERE >

Findingsintable 5, panel A, reveal that EGC firms have significantly higher mean bid-
ask spread, significantly higher mean and median institutional ownership, and marginally higher
mean ownership by dedicated investors (p-values = 0.05, 0.10, 0.10, and 0.14). Table 5, panel B,
presents findings from estimation of equation (1) using as the dependent variable BidAsk and
each of the four institutional ownership variables. The coefficient on EGC is significantly
positive for BidAsk, InstitOwn, and LongTermOwn (t-statistics = 2.05, 3.63, and 2.36), and
insignificantly different from zero for ShortTermOwn (t-statistic = 1.40). Finding a significant
EGC coefficient for IndexOwn (t-statistic = 1.86) suggests that institutional investors with low
turnover and high diversification also are attracted to EGC firms. Table 5, panel C, extends the
anaysisin panel B by including JOBSIndex as an explanatory variable. The JOBSIndex
coefficients are significantly positive when BidAsk and LongTermOwn are the dependent
variables, i.e., for bid-ask spread and dedicated investors (z-statistics = 2.19 and 2.28).

Taken together, the table 5 findings indicate that investors who rely more on private
information, such as dedicated institutional investors, are attracted to EGC firms, particularly
those that apply more JOBS Act provisions, and provide additional support for our inference that
EGC firms applying more provisions of the Act have greater information uncertainty.
Additional Analyses

To provide additional evidence that our findings are not attributable to contemporaneous
changes in market conditions, we conduct four analyses: (i) estimations that include year-quarter
fixed effects, (ii) estimations employing pseudo-event periods, and estimations for two sets of
firms that issued equity but were unaffected by the JOBS Act, i.e,, (iii) estimations for IPOs with

over $1 billion in revenue, and (iv) estimations for firms with seasoned equity offerings (SEOs).
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Findings from all four analyses, detailed in the Internet Appendix and summarized below,
support the inference that the greater information uncertainty of EGC firmsis associated with the
Act rather than intertemporal changes in market conditions.?

First, we estimate a modified version of equation (2) that includes year-quarter fixed
effects. We find a significantly positive relation between JOBSIndex and four of the six
measures of information uncertainty, and a significantly positive relation between Highlndex and
all six measures of information uncertainty. Second, we compare the increase in information
uncertainty during the JOBS Act period to that during other periods of the same length in our
sample, i.e., pseudo-event periods. For five of the six uncertainty measures, with Beta being the
exception, we find the increase in uncertainty during the JOBS Act period is an order of
magnitude greater than that observed during any other 21 consecutive month period in our
sample, including the period immediately prior to the effective date of the Act. Although these
results do not rule out the possibility of a correlated omitted variable, such avariable would need
to be correlated with the timing of the effective date of the Act, and the correlation would need to
be sufficiently large so as to generate an increase in uncertainty unlike that observed during any
other 21-month period in our sample.

Third, we estimate versions of equation (1) for IPO firms with revenue in excess of the
$1 billion threshold necessary to qualify for EGC status. The sample of 1PO firms with revenue
greater than $1 billion includes 34 (28) 1POs before (after) the JOBS Act. Within this sample,
we find none of the three underpricing measuresis significantly higher after the Act, and only
one post-1PO volatility measure, Beta, is significantly higher after the Act. Fourth, we estimate
versions of equation (1) for firms with seasoned equity offerings with less than $1 billion in

revenue. The sample of SEO firmsincludes 1,837 firms, of which 1,141 (696) had an SEO

% The Internet Appendix is located at https.//papers.ssrn.com/sol 3/papers.cfm?abstract_id=2465927.
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before (after) the JOBS Act. Firmswith SEOsin the latter period would have qualified for EGC
status had the Act applied to seasoned equity offerings aswell as IPOs. We find evidence of an
increase in underpricing for the SEO sample, but this increase is an order of magnitude smaller
than that for EGC 1POs, and no evidence of an increase in any of the post-1PO volatility

measures.

VI. PROPRIETARY COSTSAND POST-IPO DISCLOSURE

Asexplained in section 2, if IPO firms take advantage of provisions of the JOBS Act that
allow reduced disclosure to avoid revealing proprietary information, then we predict the greater
information uncertainty for EGC firmsis concentrated in EGC firms with higher proprietary
costs of disclosure. We test our prediction by estimating versions of equation (1) that include
three measures of proprietary costs, PropCost, and the interaction of PropCost with EGC; we
predict the coefficient on the interaction variable is positive.

<INSERT TABLE 6 ABOUT HERE >

One measure of proprietary cost reflects research intensity, Researchintensive, and two
reflect industry concentration, IndConc_HHI and IndConc_MktShr4.** Researchintensive is an
indicator variable that equals one if Research is greater than one, and zero otherwise.
IndConc_HHI is the Herfindahl-Hirschman measure of industry concentration, and
IndConc_MktShr4 is the four-firm concentration ratio, measured as the market share of the four
largest firms based on sales. Both industry concentration measures are calculated annually based

on the Fama-French 12-industry groups and are multiplied by 100.

4 See Lang and Sul (2014, 266) for a summary of the prior literature suggesting that research intensive firms and
firmsin concentrated industries have high proprietary costs, and Dambraet al. (2015).
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Table 6, panel A, presents descriptive statistics for each measure of proprietary cost, and
panels B and C present summary statistics from the underpricing and post-1PO volatility
regressions. The findingsin panel B reveal that the EGC* PropCost coefficient is significantly
positive in each of the nine underpricing regressions (z-statistics range from 1.78 to 7.00). The
findingsin panel C reveal similar inferences for the post-1PO volatility regressionsin that each
EGC* PropCost coefficient is significantly positive when Volatility or IdioVol is the dependent
variable (z-statistics range from 1.80 to 3.00).

Collectively, our findings indicate that EGC firms have greater information uncertainty
than NEGC firms associated with their PO, that this greater information uncertainty is
associated with reduced 1PO disclosure, and that reduced disclosure is motivated by adesire to
avoid revealing proprietary information. These findings raise the question of whether EGC firms
provide post-1PO disclosures, which presumably reveal less proprietary information, but
nonethel ess mitigate the greater information uncertainty.”

To address this question, we test whether the first post-1PO earnings announcement is
more informative for EGC firms than NEGC firms and whether EGC firms provide more
voluntary disclosure between the PO and the earnings announcement. We measure the
informativeness of the earnings announcement using the absolute value of market-adjusted buy-
and-hold return for days —3 to +3 centered on the earnings announcement date, |[EARet|.
Following Guay, Samuels, and Taylor (2016), we measure voluntary disclosure using number of

management forecasts, Forecasts, number of firm-initiated press releases, PressReleases, and

% During our sample period, quiet period restrictions do not apply to voluntary disclosures of forward-looking
information in the post-1PO period. See SEC Release 33-8591 (p. 59).
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number of Form 8-K filings, Filings8K, all of which we measure from the day after the IPO to
the day of the first post-1PO earnings announcement.?
<INSERT TABLE 7 ABOUT HERE >

Table 7, panel A, presents means and medians for |EARet| and the three post-1PO
disclosure variables. The findingsindicate that EGC firms have significantly more news at their
first post-1PO earnings announcements (mean |E4ARet| is 6.93 for NEGC firms and 8.13 for EGC
firms, p-value = 0.02), issue significantly more forecasts (mean Forecasts is 0.08 for NEGC
firms and 0.30 for EGC firms, p-value < 0.01), issue significantly more press releases (mean
PressReleases is19.89 for NEGC firms and 27.28 for EGC firms, p-value <0.01), and file
significantly more Forms 8-K (mean Filings8K is 1.55 for NEGC firms and 1.81 for EGC firms,
p-value = 0.07). All management forecasts in our sample are bundled with the earnings
announcement. Table 7, panel B, presents summary statistics from estimating a version equation
(1) in which the dependent variables are | EARet| and the three post-1PO disclosure variables.
Panel B reveals that the differencesin panel A are present after including the control variables
from equation (1). In particular, the EGC coefficient is significantly positive for all four
specifications (z-statistics range from 1.99 to 4.10).

Untabulated statistics reveal that 78% and 79% of EGC and NEGC firms announce

earnings by day 60 after the | PO, and that these percentages are not significantly different.?”

% \We obtain management forecast data from |/B/E/S. We include management forecasts of accounting items, e.g.,
earnings or revenue, over any horizon, e.g., next quarter or next year. We obtain firm-initiated press release data
from RavenPack and Form 8-K filings datafrom WRDS SEC Analytics Suite. Although firms are required to filea
Form 8-K in some circumstances, prior research suggests there is a discretionary component to the filing decisions
and that managers use Forms 8-K to alter their information environment (e.g., Balakrishnan, Core, and Verdi, 2014).
Regardless, management forecasts and firm-initiated press rel eases likely are less noisy measures of voluntary
disclosure than Form 8-K filings.

% |n particular, estimating a version of equation (1) using as the dependent variable an indicator variable for whether
earnings is announced by day 60 reveal s that the coefficient on EGC isinsignificantly different from zero (+-statistic
=-0.12); and the mean (median) number of days between the IPO and first post-1PO earnings announcement for
EGC and NEGC firms are 44.44 and 38.12 (43.0 and 34.0).
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These statistics and the findings in table 3 indicating that the greater information uncertainty for
EGC firms extends through day 30 after the PO, combined with the findingsin table 7, panels A
and B, raise two questions. (1) does the greater information uncertainty for EGC firms persist
beyond 30 days after the IPO, and (2) do the disclosures up to and including the earnings
announcement mitigate the greater information uncertainty?

To address the first question, we estimate equation (1) using stock return and equity
return volatility for days 31 to 60 after the firm’'s IPO, i.e., Return(31,60) and Volatility(31,60).
To address the second question, we include an indicator variable, LateAnnouncer, that equals one
if the firm has not announced earnings by day 60 after its |PO, and zero otherwise, and the
interaction of LateAnnouncer and EGC. We expect the coefficient on LateAnnouncer*EGC is
positive if the greater information uncertainty of EGC firms persists over the 31- to 60-day post-
IPO period for EGC firms that have not announced earnings by day 60.

Table 7, panel C, reports the findings, with and without LateAnnouncer and
LateAnnouncer*EGC. Thefindingsin thefirst two columns, which do not include
LateAnnouncer and LateAnnouncer*EGC, reveal no detectable differencesin returns or volatility
in the 31- to 60-day post-1PO window between EGC and NEGC firms. In particular, the EGC
coefficients are negative, insignificantly different from zero (¢-statistics = —0.40 and —1.75), and
significantly smaller than those associated with the O- to 30-day post-1PO window in table 3 (p-
values < 0.01 and = 0.03). These findings indicate that the greater information uncertainty of
EGC firms at the time of the IPO largely is mitigated by the 31- to 60-day post-1PO window.

The findings in the third and fourth columns, which include LateAnnouncer and
LateAnnouncer*EGC, revea that EGC firms that announce earnings by day 60 have

significantly smaller, not larger, return and volatility than NEGC firms that announce earnings
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by day 60 (EGC r-statistics = —2.20 and —2.79). However, as expected, the LateAnnouncer*EGC
coefficients are significantly positive (z-statistics = 3.86 and 2.95). In addition, the total
coefficients for late announcing EGC firms, i.e., the sum of the EGC and LateAnnouncer* EGC
coefficients, are significantly positive for the both estimations (p-values = 0.03 and 0.09).

Taken together, the findingsin table 7 are consistent with EGC firms providing more
voluntary disclosure after the PO than NEGC firms and with such disclosure, combined with the

earnings announcement, mitigating the greater information uncertainty of EGC firms.

VII.SUMMARY AND CONCLUDING REMARKS

This study examines the effect of the Jumpstart Our Business Startups Act (JOBS Act) on
information uncertainty in 1PO firms. The Act creates a new category of issuer, the Emerging
Growth Company (EGC), and reduces mandatory disclosure for EGCs to encourage initial public
offerings. Specifically, the Act alows EGC firmsto file draft IPO registration statements
confidentially with the SEC, to reduce the scope of executive compensation and mandatory
disclosure of financial statement information, to delay application of new or revised accounting
standards, and to delay compliance with the Sarbanes-Oxley Act’s requirement for auditor
attestation on internal controls.

We test for differences in measures of information uncertainty—IPO underpricing and
post-1PO equity return volatility—between 1PO firms with EGC status and 1PO firms that would
have qualified for EGC status had their PO been after the effective date of the JOBS Act. We
also test whether variation in the extent to which 1PO firms apply provisions of the Act explains
any differences in underpricing and post-1PO volatility. We find that indexes for the number of

JOBS Act provisions that EGC firms apply and several individual provisions explain the
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differences in underpricing and post-1PO volatility. In addition, we find no evidence of
differences once the indexes or several of the provisions are included in the analysis, which
supports our interpretation that finding EGC firms have greater information uncertainty at the
IPO is not attributable to contemporaneous changes in market conditions.

Regarding the Act’sindividual provisions, we find that confidentialy filing draft
registration statements, presenting compensation information for fewer than five top executives,
omitting the compensation discussion and analysis, and presenting fewer than three years of
audited financial statements are significantly associated greater information uncertainty at the
IPO. Additionally, we find that EGC firms—particularly those applying more provisions of the
JOBS Act—have significantly larger bid-ask spreads and significantly more dedicated
institutional investors. These findings suggest not only that the Act is associated with greater
information uncertainty, but also that the reduction in mandatory disclosure attracts investors
who rely more on private information. We also find that the greater information uncertainty for
EGC firmsis higher for those firms with higher proprietary costs of disclosure, whichis
additional evidence with the avoidance of proprietary costs being a benefit to reduced mandatory
disclosure.

Finally, we find that EGC firms experience a significantly larger market reaction to their
first post-1PO earnings announcement, and provide significantly more management forecasts,
issue more press releases, and file more Forms 8-K with the SEC. In addition, we find that the
difference in information uncertainty between EGC and NEGC firms persists up to 60 trading
days after the IPO only for the 22% of EGC firms that have not announced earnings by day 60.

These findings are consistent with EGC firms providing more voluntary disclosure after the IPO
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than NEGC firms, and with subsequent disclosure mitigating the greater information uncertainty
of EGC firms at the 1 PO.

Taken together, our findings are consistent with the reduction in mandatory disclosure
associated with the JOBS Act increasing information uncertainty in the |PO market. 1n addition,
our findings suggest that agency problems and proprietary costs motivate EGCs to eliminate
some previously mandatory disclosures, EGCs attract investors who rely more on private
information, and EGCs provide additional post-1PO disclosures that mitigate the increased
information uncertainty. Finding that the costs and benefits of reduced mandatory disclosure
differentially affect different types of firms and investors should be informative to the SEC in its

consideration of reducing disclosure requirements for all publicly traded firms.
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Table 1. Descriptive Statistics

Variable Mean Median Std
Assets ($m) 380.59 97.97 942.67
|PO Proceeds ($m) 139.76 89.59 195.85
Revenue ($m) 151.22 76.50 201.73
Underpricing(0) 16.37 9.87 25.89
Underpricing(0,1) 17.26 10.93 27.38
Underpricing(0,30) 19.23 12.88 3171
Volatility 3.08 2.73 1.63
IdioVol 2.93 2.60 1.60
Beta 0.57 0.52 0.94
Control variables

Assets 471 4.59 1.58
Revenue 3.95 4.35 1.87
BM 0.23 0.10 0.44
ROA -0.37 -0.01 1.26
Age 2.38 2.40 0.87
Tech 0.09 0.00 0.29
Research 1.01 0.02 4.67
PctRetained 0.63 0.73 0.27
Big4 0.75 1.00 0.43

This table presents descriptive statistics for variables used in our tests. $m denotes millions of
dollars. Underpricing(0) isthe return on the first trading day, i.e., closing price on the day of the
PO minus the IPO offer price divided by the offer price, Underpricing(0,1) isthe return from
the offer price to the closing price on the second trading day, and Underpricing(0,30) isthe
return from the offer price to the closing price thirty trading days later. Underpricing(0),
Underpricing(0,1), and Underpricing(0,30) are the raw return minus the market return over the
respective window and expressed in percent. Volatility isthe standard deviation of daily returns
over the thirty-day window beginning the day after the IPO, i.e., t = 1 to 30, and Idio Vol (Beta) is
the standard deviation of residuals (slope coefficient) from a firm-specific market model
estimated over the same window. Assets (Revenue) isthe natural logarithm of one plus total
assets (revenue) in the year preceding the IPO. BM is equity book value in the year preceding
the PO scaled by equity market value based on the offer price. ROA is net income scaled by
assets, both for the year preceding the IPO. Age isthe natural logarithm of one plus the number
of years from the firm’'s founding or incorporation, if the founding date is unavailable, to I PO.
Tech isan indicator variable that equals one if the IPO firm is a technology company based on
the Loughran and Ritter (2004) classification. Research isresearch and devel opment expense
scaled by sales, both for the year preceding the IPO. PctRetained is the percent of post-IPO
shares outstanding retained by the pre-1PO shareholders. Big4 isan indicator variable that equals
oneif the firm’s auditor is Deloitte, EY, KPMG, or PwC. The sample comprises 376 1PO firms
from July 2009 to December 2013.
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Table 2. Univariate Differ ences between NEGC and EGC Firms

NEGC Firms EGC Firms p-value: test p-value: test
(N = 218) (N = 158) of difference of difference

Variable mean median mean median in means in medians
Underpricing(0) 1332 6.70 20.75 14.28 <0.01 0.02
Underpricing(0,1) 1351 740 2259 14.29 <0.01 0.01
Underpricing(0,30)  13.28  9.77 2745 2031 <0.01 <0.01
Volatility 293 259 327 3.06 0.04 0.02
IdioVol 276 238 317 297 0.02 0.01
Beta 058 055 056 048 0.87 0.58
Assets 486 4.83 452 438 0.04 0.03
Revenue 410 442 373 4.23 0.06 0.05
BM 025 012 021  0.08 0.40 0.05
ROA -025 000 -054 -007 0.03 <0.01
Age 244 248 231 220 0.15 0.09
Tech 0.09 0.00 0.10 0.00 0.64 NA
Research 093 0.01 112 0.05 0.70 0.10
PctRetained 063 0.72 064 074 0.74 0.47
Big4 072 1.00 079 1.00 0.12 NA

This table reports means and medians of variables we use in our tests for EGC and NEGC firms.
EGC firms are firms with 1POs after the JOBS Act with EGC status and NEGC firms are firms
with IPOs before the Act that would have qualified for EGC status had their 1PO occurred after
the Act, i.e,, firms that are below the $1 billion revenue threshold but had 1POs before the Act.
We report two-tailed p-values for tests of differencesin means (medians) using a ¢-test
(Wilcoxon signed rank test). Seetable 1 for variable definitions. The sample comprises 376 IPO
firms from July 2009 to December 2013.



Table 3. Summary Statistics for
I PO Underpricing and Post-1PO Equity Volatility Regressions

Panel A. IPO Underpricing

Underpricing(0) Underpricing(0,1) Underpricing(0,30)
Variable coef t-stat coef t-stat coef t-stat
EGC 7.09 6.07 6.30 6.22 12.93 5.10
Assets 0.60 1.07 -0.20 -0.29 0.10 0.09
Revenue 1.07 1.81 1.68 4.60 0.33 0.36
BM -3.77 -1.98 -3.27 -2.33 -3.47 -2.23
ROA 1.81 4.77 1.97 591 2.62 3.81
Age -1.45 —2.05 -1.63 -2.33 -0.39 -0.38
Tech 0.75 0.12 -0.79 -0.09 17.74 1.74
Research -0.00 -0.00 -0.02 -0.12 -0.70 -3.40
PctRetained —7.68 -1.04 —5.17 -0.87 —4.11 -0.57
Big4 1.07 0.64 1.63 0.81 5.00 1.51
Fixed Industry, Exchange, Industry, Exchange, Industry, Exchange,
Effects Venture, Underwriter Venture, Underwriter Venture, Underwriter
R*(%) /N 32.80/ 376 29.93/ 376 29.13/ 376
Panel B. Post-I PO Equity Volatility
Volatility IdioVol Beta
Variable coef t-stat coef t-stat coef t-stat
EGC 0.27 2.97 0.33 3.61 -0.05 -1.14
Assets -0.35 —6.06 -0.33 -5.99 -0.12 -3.05
Revenue -0.03 -1.47 -0.04 -1.83 0.05 1.00
BM -0.19 -1.43 -0.13 -1.00 0.14 3.10
ROA 0.12 3.34 0.11 341 0.05 7.98
Age -0.09 -1.67 -0.08 -1.35 -0.04 -1.92
Tech -1.03 -8.59 -0.91 -4.51 -0.64 —2.94
Research 0.01 2.23 0.01 2.45 0.00 0.87
PctRetained 0.75 1.45 0.73 1.46 0.20 1.41
Big4 0.39 3.59 0.44 4.65 -0.07 -0.69
Fixed Industry, Exchange, Industry, Exchange, Industry, Exchange,
Effects Venture, Underwriter Venture, Underwriter Venture, Underwriter
R*(%) /N 34.54/ 376 34.31/ 376 10.90/ 376

This table presents regression summary statistics from estimating equation (1). Panel A (B)
presents results for three measures of PO underpricing (post-1PO equity volatility). EGCisan
indicator variable that equals one for EGC firms, and zero otherwise. EGC firms are firms with
|POs after the JOBS Act with EGC status and NEGC firms are firms with |POs before the Act
that would have qualified for EGC status had their PO occurred after the Act, i.e., firmsthat are
below the $1 billion revenue threshold but had I POs before the Act. ¢-statistics are based on
standard errors clustered by industry and IPO date. Seetable 1 for variable definitions. All
regressions include untabulated industry, stock exchange, venture capital, and underwriter fixed
effects. The sample comprises 376 IPO firms from July 2009 to December 2013.
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Table 4. Individual JOBS Act Provisions

Panel A. Individual Provisions

><j § % 3 % = =
S 5 © 3 T I =z 3
2 0= 3 O 3 5 S
S T 5 F 3 § g 3
S S S N 3 S Q 00
Vaue Q Q < Q < Q ~ m
N (Variable = 1) 158 115 133 138 61 28 NA 118
N (Variable = Q) 0.00 43 25 20 97 130 NA 40
Mean 1.00 073 084 087 039 018 401 0.75
Panel B. Correlation Matrix
~ Y
S S 3 - =
5.8 JF /LCIUIRING
A S ) S 2 = =
T U : Asscacidtion
Variable 8 é Q Q? &) g T
Confidential 028 045 022 009 067 0.66
ReduceComp 0.28 046 013 -007 059 0.59
OmitCDA 045 0.46 026 003 072 065
ReduceAcct 022 013 0.26 001 063 037
DelayGAAP -0.09 -007 003 0.01 0.28 0.16
JOBSIndex 062 048 058 072 031 0.83
Highlndex 066 059 065 037 016 0.79
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Table 4. Individual JOBS Act Provisions (cont’d)

Panel C. PO Underpricing

Provision
~ o8
S S 3 -~ =
- T - S B
3 3 ) 3 Q = S
O 8
Variable 8 @ Q) @ Q C\) T
Dependent variable: Underpricing(0)
Provision 5.81 7.08 6.77 1.07 —4.31 2.08 6.54
(5.72) (5.93) (3.21) (0.43) (-3.05 (3.74) (6.58)
EGC 3.06 1.38 1.34 6.69 7.89 0.72 2.48
(2.18) (0.95) (0.56) (3.81) (6.78) (0.37) (1.62)
Controls Yes Yes Yes Yes Yes Yes Yes
R? (%) 33.34 33.45 33.30 32.82 33.07 33.18 33.52
N 376 376 376 376 376 376 376
Dependent variable: Underpricing(0,1)
Provision 7.12 7.79 571 —0.75 -3.12 1.77 8.34
(3.73) (4.56) (3.30) (-0.40) (-1.33 (3.29) (4.47)
EGC 1.84 0.05 1.47 6.58 6.88 1.95 0.90
(1.62) (0.04) (0.93) (5.63) (4.94) (0.82) (0.67)
Controls Yes Yes Yes Yes Yes Yes Yes
R? (%) 30.30 30.64 30.25 29.94 30.06 30.05 30.60
N 376 376 376 376 376 376 376
Dependent variable: Underpricing(0,30)
Provision 15.67 17.92 16.35 6.38 -8.44 5.34 17.22
(2.73) (6.85) (3.51) (3.63) (-2.89) (4.41) (5.80)
EGC 1.51 —2.11 —1.58 10.27 14.48 —-3.48 0.18
(0.61) (-1.40) (-0.61) (4.43) (4.38) (-1.38) (0.11)
Controls Yes Yes Yes Yes Yes Yes Yes
R? (%) 30.17 30.32 29.64 29.64 29.71 30.02 30.75
N 376 376 376 376 376 376 376
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Table 4. Individual JOBS Act Provisions (cont’d)

Panel D. Post-1PO Equity Volatility

Provision
~ o8
S S 3 -~ =
E S 3 = 3 3 3
S 3 ) 3 =y = S
5 3 S 3 S S g
Variable 8 é Q @ 3 C\) E
Dependent variable: Volatility
Provision 0.42 0.23 0.33 0.58 0.09 0.25 0.60
(2.18) (1.08) (3.32 (7.60) (0.52) (7.23) (6.70)
EGC 0.00 0.11 0.01 0.09 0.28 -0.45 -0.16
(0.04) (0.47) (0.12) (1.49) (290) (=3.92) (-1.73)
Controls Yes Yes Yes Yes Yes Yes Yes
R? (%) 36.32 35.88 35.98 37.86 35.75 37.00 36.74
N 376 376 376 376 376 376 376
Dependent variable: IdioVol
Provision 041 0.29 0.39 0.57 0.07 0.25 0.61
(1.71) (1.62) (3.91) (7.19) (0.36) (7.31) (6.94)
EGC 0.06 0.10 0.00 0.14 0.32 042 -0.12
(0.48) (0.47) (0.02) (1.95) (2.80) (-3.84) (-1.38)
Controls Yes Yes Yes Yes Yes Yes Yes
R? (%) 35.74 34.55 34.67 36.40 34.32 36.64 36.32
N 376 376 376 376 376 376 376
Dependent variable: Beta
Provision 0.44 0.17 0.03 0.13 -0.34 0.08 0.25
(6.34) (3.80) (0.35) (1.33) (—2.84) (2.57) (3.80)
EGC -0.36 -0.19 -0.08 -0.10 -0.03 -0.29 -0.23
(454 (3900 (-1.00)0 (-1.50) (-0.49) (=2.39) (-4.09)
Controls Yes Yes Yes Yes Yes Yes Yes
R? (%) 13.12 11.13 10.91 11.11 11.89 11.44 11.62
N 376 376 376 376 376 376 376

This table presents descriptive statistics regarding provisions of the JOBS Act. Panel A presents
number of firms electing each provision. DelaySOX equals oneif afirm did not waive itsright
to delay the internal controls audit required by Section 404(b) of SOX. Confidential equals one
if the firm filed confidentially its draft registration statement with the SEC. ReduceComp equas

oneif the firm presented compensation information for fewer than five top executives.

OmitCDA equals oneif the firm omitted the compensation discussion and analysis. ReduceAcct

equals oneif the firm presented only two years of audited financia statements and wasin
existence for more than two years. DelayGAAP equals one if the firm elected to delay
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application of new or revised accounting standards. Each indicator variable equals zero
otherwise. JOBSIndex isthe sum of the six provision variables. Highlndex is an indicator
variable that equals one if JOBSIndex is greater than or equal to four, and zero otherwise. Panel
B presents a correlation matrix, with Pearson (Spearman) correl ations appearing above (below)
the diagonal. Panel C (D) presents regression summary statistics from estimating equation (2)
using the three IPO underpricing (three post-1PO equity volatility) measures after including
indicator variables for each individual JOBS Act provision, JOBSIndex, or Highlndex. EGC iS
an indicator variable that equals one for EGC firms, and zero for NEGC firms. EGC firms are
firms with 1POs after the Act with EGC status and NEGC firms are firms with |POs before the
Act that would have qualified for EGC status had their IPO occurred after the Act, i.e., firms that
are below the $1 billion revenue threshold but had |POs before the Act. For parsimony,
coefficients on control variables are not tabulated. Seetable 1 for variable definitions. z-
statistics appear in parentheses and are based on standard errors clustered by industry and 1PO
date. The sample comprises 376 IPO firms from July 2009 to December 2013.
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Table5. Implications of Greater Information Uncertainty

Panel A. Descriptive Statistics

NEGC Firms EGC Firms p-vaue test  p-value: test
(N =218) (N = 158) of difference of difference
Variable mean median mean median in means in medians
BidAsk 0.66 0.50 0.80 0.52 0.05 0.46
InstitOwn 0.25 0.20 0.30 0.21 0.10 0.10
LongTermOwn 0.02 0.00 0.04 0.00 0.14 NA
ShortTermOwn 0.08 0.06 0.08 0.06 0.72 0.79
IndexOwn 0.11 0.08 0.13 0.09 0.22 0.19
Panel B. EGC Firms and Bid-Ask Spread and I nstitutional Owner ship
Variable BidAsk InstitOwn LongTermOwn ~ ShortTermOwn  IndexOwn
EGC 0.11 0.07 0.02 0.01 0.02
(2.05) (3.63) (2.36) (1.40) (1.86)
Controls Yes Yes Yes Yes Yes
R*(%) 52.60 30.51 11.40 35.17 31.62
N 376 376 376 376 376

Panel C. JOBS Act Provisions and Bid-Ask Spread and Institutional Owner ship

Variable BidAsk InstitOwn LongTermOwn  ShortTermOwn  IndexOwn

JOBSIndex 0.03 0.01 0.01 0.01 -0.01
(2.19) (0.73) (2.28) (0.35) (-0.82)

EGC 0.11 0.03 -0.01 0.01 0.04
(2.05) (0.83) (-0.33) (0.27) (1.76)

Controls Yes Yes Yes Yes Yes

R*(%) 57.91 30.61 11.74 35.19 31.71

N 376 376 376 376 376

Panel A reports means and medians for bid-ask spread and each of four measures of institutional
ownership for EGC and NEGC firms. We report two-tailed p-values for tests of differencesin
means (medians) using a r-test (Wilcoxon signed rank test). BidAsk isthe average bid-ask spread
over the 30 trading days following the IPO expressed as a percentage of price. InstitOwn isthe
fraction of shares outstanding held by institutional owners as of the first Form 13F filing after the
IPO. LongTermOwn isthe fraction of shares outstanding held by institutional investors
classified as dedicated, ShortTermOwn isthe fraction of shares outstanding held by institutional
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investors classified as transient, and IndexOwn is the fraction of shares outstanding held by
ingtitutional investors classified as quasi-indexers. Investor classifications are from Bushee and
Noe (2000). Panel B (Panel C) presents regression summary statistics from estimating equation
(1) (equation (2)) using bid-ask spread and each of the four measures of institutional ownership
as the dependent variable. For parsmony, we do not tabulate coefficients on control variables.
Seetable 1 for variable definitions. #-statistics are based on standard errors clustered by industry
and IPO date. The sample comprises 376 1PO firms from July 2009 to December 2013.
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Table6. Proprietary Costs

Panel A. Measuresof Proprietary Costs

NEGC Firms EGC Firms p-value: test p-value: test
(N =218) (N =158) of difference of difference
Variable mean median mean median in means in medians
Researchintensive 0.08 0.00 0.15 0.00 0.03 NA
IndConc_HHI 2.06 2.01 2.06 1.96 0.97 <0.01
IndConc MktShr4 21.79 22.66 2194 2221 0.72 <0.01

Panel B. Proprietary Costs and | PO Underpricing

PropCost = ResearchiIntensive PropCost = IndConc_ HHI PropCost = IndConc_MktShr4
= R 2 2 2 2
S $ $ S < $ S $ $
) ) S0 ) S0 ) ) S0 S0
N N N N N N N N N
& N N & B & N N N
Q W) ) ) L W) ) ) )
= = = = = = = = =
Variable S S S S S > S S S
EGC * PropCost 20.37 16.88 32.13 8.49 7.12 11.69 1.66 1.56 241
(7.00) (5.99) (6.59) (2.03) (2.78) (2.46) (2.43) (2.41) (2.91)
EGC 4.78 4.50 9.75 -10.24 -5.81 -10.13 —29.07 —25.24 -38.87
(3.30) (3.79) (3.87) (-1.18) (-0.71) (-1.00) (-1.94) (-1.79) (-2.17)
PropCost -12.20 -12.12 -19.92 -1.73 -1.04 —2.41 —0.28 —0.23 —0.50
(-5.84) (-5.55) (-5.30) (-0.67) (-0.37) (-0.90) (-0.61) (-0.51) (-0.99)
Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry FEs Yes Yes Yes No No No No No No
R*(%) 34.82 31.27 30.95 18.57 16.62 18.12 18.96 17.12 18.72
N 376 376 376 376 376 376 376 376 376
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Table 6. Proprietary Costs (cont’d)

Panel C. Proprietary Costs and Post-I PO Equity Volatility

PropCost = Researchlntensive

PropCost = IndConc_ HHI

PropCost = IndConc_MktShr4

S - S - IS _
= S = S = N
3 S S 3 B IS 3 S 3
EGC * PropCost 0.50 0.39 0.41 0.21 0.23 -0.06 0.05 0.05 -0.01
(3.00) (2.17) (4.99) (2.17) (2.24) (-0.52) (1.80) (1.88) (-0.26)
EGC 0.20 0.28 -0.11 -0.26 -0.23 0.10 -0.81 -0.75 0.08
(2.13) (2.82) (=2.37) (-0.99) (-0.86) (0.42) (-1.50) (-1.45) (0.19)
PropCost -0.04 0.06 -0.07 -0.05 -0.05 0.13 0.01 0.01 0.02
(-0.49) (0.75) (-1.37) (-0.50) (-0.60) (2.05) (0.31) (0.29) (1.60)
Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry FEs Yes Yes Yes No No No No No No
R? (%) 34.99 34.71 11.74 25.91 26.44 6.61 26.31 26.81 6.75
N 376 376 376 376 376 376 376 376 376

Panel A presents descriptive statistics for three measures of proprietary costs. Researchintensive is an indicator variable that equals

oneif Research is greater than one, and zero otherwise. IndConc HHI is the Herfindahl-Hirschman measure of industry concentration

calculated annually on the Fama-French 12-industry groups and multiplied by 100. /ndConc MktShr4 is the four-firm concentration
ratio, measured as the market share of the four largest firms (ranked on sales) in the industry multiplied by 100. Panel B (C) presents

regression summary statistics from estimating equation (1) measuring information uncertainty using three measures of 1PO

underpricing (post-1PO equity volatility) and interacting £GC with each of the three proprietary cost measures. For parsimony, we do
not tabulate coefficients on control variables. We exclude industry fixed effects from specifications in which proprietary costs are
measured at the industry level. Seetable 1 for variable definitions. s-statistics appear in parentheses and are based on standard errors
clustered by industry and IPO date. The sample comprises 376 IPO firms from July 2009 to December 2013.
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Table 7. Post-I PO Disclosures

Panel A. Measures of Post-I PO Disclosure

NEGC Firms EGC Firms p-vaue: test p-vaue: test
(N = 218) (N =158) of difference of difference
Variable mean median mean median in means in medians
|EARet| 6.93 453 8.13 5.58 0.02 0.16
Forecasts 0.08 0.00 0.30 0.00 <0.01 NA
PressReleases 1989 1100 27.28 18.00 0.02 <0.01
Filings8K 1.55 1.00 1.81 2.00 0.07 0.03

Panel B. Summary Statistics for Post-I PO Disclosure Regressions

Variable |EARet| Forecasts PressReleases Filings8K

EGC 0.52 0.22 541 0.30
(1.99) (2.93) (4.10) (3.83)

Controls Yes Yes Yes Yes

R*(%) 12.81 17.80 24.77 14.67

N 376 376 376 376

Panel C. Returnsand Equity Volatility 31 to 60 Days after the PO

Return Volatility Return Volatility
Variable (31,60) (31,60) (31,60) (31,60)
EGC -0.34 -0.14 -2.17 -0.25
(-0.40) (-1.75) (—2.20) (=2.79)
LateAnnouncer * EGC 10.11 0.59
(3.86) (2.95)
LateAnnouncer -1.72 -0.36
(-1.28) (—2.02)
Controls Yes Yes Yes Yes
R*(%) 10.47 41.02 13.03 42.38
N 376 376 376 376
p-valuefor test: EGC + LateAnnouncer * EGC =0 0.03 0.09

Panel A presents descriptive statistics for measures of post-1PO disclosure. LateAnnouncer isan
indicator variable that equals one if the firm announces earnings more than 60 days after the | PO,
and zero otherwise. |EARet| isthe absolute value of market-adjusted returns for days—3 to +3
centered on the first earnings announcement after the IPO, and Forecasts, PressReleases, and
Filings8K are the number of management forecasts, firm-initiated press releases, and Form 8-K
filings, measured from the day after the PO to the day of the first post-IPO earnings
announcement. We report two-tailed p-values for tests of differencesin means (medians) using a
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t-test (Wilcoxon signed rank test). Panel B presents regression summary statistics from
estimating equation (1) using |EARet|, Forecasts, PressReleases, and Filings8K as the dependent
variable. Panel C presents regression summary statistics from estimating equation (1) measuring
information uncertainty over the 31-day to 60-day post-1PO window. Return(31,60) isthe raw
return minus the market return over the respective window and expressed in percent.
Volatility(31,60) isthe standard deviation of daily returns over the respective window. For
parsimony, we do not tabul ate coefficients on control variables. Seetable 1 for variable
definitions. r-statistics appear in parentheses and are based on standard errors clustered by
industry and IPO date. The sample comprises 376 I1PO firms from July 2009 to December 2013.
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