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RESEARCH QUESTION

• How does the reduction in disclosure requirements for 
IPO firms under the JOBS Act impact:

1. IPO firms’ disclosures of hard and soft information

2. The behavior of the SEC in its comment letters to 
the firms, and

3. The reaction by investors (market) on the IPO date 
and upon the publication of the comment letters?
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THE JOBS ACT BECAME LAW ON APRIL 5, 2012

Emerging Growth Company (EGC): < $1B revenues in fiscal year

Aim to reduce costs of IPOs to EGCs by:
• Reducing mandatory financial disclosure requirements:

• 2 yrs (vs. 3) of audited financial statements
• 3 yrs (vs. 5) of selected financial variables

• Reducing mandatory disclosure of executive compensation:
• Compensation of 3 (vs. 5) named executives
• May omit a written discussion of compensation

• Extending time to comply with accounting standards
• Allowing Confidential Initial Filing
• Exempting from some Sarbanes‐Oxley requirements
• Removing pre‐and post‐IPO communications restrictions
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POTENTIAL IMPACT OF THE JOBS ACT

• Disclosure can reduce information asymmetry and lower 
the cost of capital (Easley & O’Hara, 2004)

• Hard information: verifiable, but costly (Petersen, 2004)
• Soft information: not as credible, less costly

Optimal mix of hard and soft disclosures (tradeoffs)
taking reaction of investors into account.

• JOBS Act reduced binding constraint on hard information
• JOBS Act didn’t change soft info requirements

Reduce disclosures of hard information

Change disclosures of soft information?
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HARD VS SOFT INFORMATION: GOOGLE

Before it’s IPO, Google announced that it would not provide 
earnings guidance as that will induce short‐termism.
• Google’s Founder’s letter during IPO (IPO in 2004):
• “We believe that artificially creating short term target numbers

serves our shareholders poorly.”

“We will not shy away from high‐risk, high‐reward projects because
of short term earnings pressure. Some of our past bets have gone
extraordinarily well, and others have not. ... For example, we would
fund projects that have a 10% chance of earning a billion dollars
over the long term. Do not be surprised if we place smaller bets in
areas that seem very speculative or even strange when compared
to our current businesses. ... as the ratio of reward to risk increases,
we will accept projects further outside our current businesses..”
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HARD VS SOFT INFORMATION: TWITTER
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POTENTIAL IMPACT OF THE JOBS ACT

• Impact of reduction in hard disclosures and change in 
soft disclosures:

• Easley & O’Hara (2004):
• Less hard info           More underpricing

And/Or
• Bertomeu & Marinovic (2015):

• Some risky firms reveal type via soft information 
to avoid costs of hard disclosures

• Some hide with low risk firms using soft info, but 
must also disclose hard info.

• Soft info related to underpricing.



8

PREVIEW OF RESULTS

Under the JOBS Act:

• JOBS Act IPO Firms:
• Reduce disclosures of hard information
• Change their disclosures of soft information

• The SEC:
• Uses more forceful language in its comment letters
• Focuses more on quantitative items in its letters

• Investors:
• Focus on soft information when pricing the IPO
• Place more emphasis on the content of the SEC letters when

pricing the stock.



PREVIEW OF RESULTS



10

HYPOTHESES

• H1: Optimal Firm Disclosure
• Change soft information at the firm level

• H2: IPO Underpricing/Cost of Capital
• Underpricing higher under JOBS Act
• Non‐disclosure of hard information not priced by market
• Only soft information is priced

• H3: Change in SEC’s behavior/role (comment letters)
• SEC will change its letter‐writing behavior under the JOBS Act
• Letter content priced by the market only under the JOBS Act
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DATA

SEC:
• Firm‐level variables 
• IPO‐level variables
• JOBS Act accommodations (Hard disclosures)
• EDGAR hits from server logs
• Text of filings (soft disclosures)
• SEC comment letters

SDC Platinum:
• Venture capital backing
• Lead underwriter

CRSP:
• Stock returns, industry codes

I/B/E/S:
• Analyst coverage/recommendations
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SUMMARY STATISTICS:  IPO- AND FIRM-LEVEL VARIABLES
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DATA: HARD AND SOFT DISCLOSURES

Hard disclosures:
• JOBS Act accommodations

Soft disclosures:
• Text of the prospectus: “Risk Factor” Section

• Has been shown to affect underpricing
• Important: makes up large part of filing

• Which risks are disclosed/emphasized?
• We use a topic model (LDA) to identify the set of risks…

• A comprehensive set of latent (risk factor) topics made up of words 
that tend to appear together:
• Probability distribution of words

• … and to classify the documents using the topics
• Each risk factor section is drawn from topics:

• Probability distribution of topics
• Maximize the likelihood of observing the set of documents
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TOPIC MODELS
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WORD-TOPIC DISTRIBUTIONS
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WORD-TOPIC DISTRIBUTIONS (CONTINUED)
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DISCLOSED RISK FACTORS

Increase
Accounting
FinMarket
HealthCare
Legal
Payout
RealEstate
Regulation

Decrease
Competition
HumanCapital
International
Internet
ProductDev1
SupplyChain
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“PAYOUT” RISK EXAMPLES

“Because we do not anticipate paying any cash dividends on our capital stock 
in the foreseeable future, capital appreciation, if any, will be your sole source 
of gain. We have never declared or paid cash dividends on our capital stock.”

“We do not currently intend to pay dividends on our common stock following 
the offering. We do not anticipate paying any cash dividends on our common 
stock for the foreseeable future. Instead, we intend to retain future earnings to 
fund our growth.”

“As a result, we do not expect to pay any cash dividends in the foreseeable 
future.”

“We have never paid cash dividends on our share capital, and we do not 
anticipate paying any cash dividends in the foreseeable future”
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“CREDIT” RISK EXAMPLES

“To the extent additional debt is added to our current debt levels, the risks
described above could increase. We may not have cash available to us in an
amount sufficient to enable us to make interest or principal payments on our
indebtedness when due.”

“We may be unable to maintain a level of cash flows from operating
activities sufficient to permit us to pay the principal and interest on our
indebtedness. If our cash flow and capital resources are insufficient to fund our
debt service obligations, we may be forced to reduce or delay capital
expenditures, sell assets, seek to obtain additional equity capital or restructure
our indebtedness.”

“We cannot assure you that our business will generate sufficient cash flow
from operations or that future borrowings will be available to us in an amount
sufficient to enable us to service our debt or to fund our other liquidity needs.“



JOBS ACT ACCOMMODATIONS AND RISK FACTORS
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JOBS ACT ACCOMMODATIONS AND RISK FACTORS

Propensity score matching on: 
underwriter, venture capital backing, 
offer size, revenues, R&D expenditures, 
assets, and industry



SEC COMMENT LETTER EXAMPLE
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JOBS ACT ACCOMMODATIONS AND RISK FACTORS

weak:
may,
might,
could,
(etc.)
strong:
will,
must,
clearly,
(etc.)

quant.
items:
“how much”,
“how many”,
“quantify”,
“amount”,
“range”,
“rate”,
“value”,
(etc.)
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QUANTITATIVE ITEMS
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IPO UNDERPRICING AND HARD AND SOFT INFORMATION

• Only soft information is priced (partial separation)
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MARKET REACTION TO SEC COMMENT LETTERS
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THE TONE OF SEC LETTERS AND STOCK RETURNS



SEC LETTERS AND STOCK RETURNS

Controls, Fixed Effects, etc? Yes Yes Yes Yes Yes Yes



MARKET REACTION TO SEC COMMENT LETTERS
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CONCLUSION

• Firm behavior under the JOBS Act:
• A reduction in the disclosure of hard information
• A change in the disclosure of soft info (risk factors)
• Market response:

• More underpricing
• Only related to soft information (partial separation)

• SEC behavior under the JOBS Act:
• SEC uses more forceful language in its comment letters
• More quantitative related requests
• Market response:

• Market prices the content of the SEC’s letters upon release
• Wasn’t the case prior to the JOBS Act
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Thank you!
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HARD VS SOFT INFORMATION: GOOGLE

Before it’s IPO, Google announced that it would not provide earnings guidance as 
that will induce short‐termism.
• Google’s Founder’s letter during IPO (IPO in 2004):
• “We believe that artificially creating short term target numbers serves our

shareholders poorly.”

“We will not shy away from high‐risk, high‐reward projects because of short term
earnings pressure. Some of our past bets have gone extraordinarily well, and
others have not. ... For example, we would fund projects that have a 10% chance
of earning a billion dollars over the long term. Do not be surprised if we place
smaller bets in areas that seem very speculative or even strange when compared
to our current businesses. ... as the ratio of reward to risk increases, we will
accept projects further outside our current businesses..”
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IPO PROCESS


