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Working under the theory that “sunlight is the best disinfectant,” much of the Ameri-
can securities regulatory regime is designed to increase disclosure. A notable exception to
this is the securities registration process. Governed by the 1933 Securities Act and its as-
sociated rules, the pre-issuance period is characterized by strict limitations on the nature
and content of public communications by the issuer and others involved in the issuance.
The standard justification for these restrictions is a concern that without them, issuers will
seek to “condition the market” by releasing information intended to boost the price of the
issuing company’s stock, allowing it to sell the securities at an inflated price.

The SEC’s 2005 Securities Offering Reforms (“SOR”) substantially relaxed some of these
communications restrictions. The primary beneficiaries of the SOR were firms designated
“Well Known Seasoned Issuers” (“WKSIs”). On the theory that an established public
company with a substantial pre-existing public float would not be able to effectively con-
dition the market for its securities in the run-up to an issuance, the SEC determined that
the costs of restricting these communications outweighed the potential for investor abuse
from permitting them. This is consistent with the idea that the market is best able to eval-
uate large public companies, which are generally followed by analysis and are subject to
scrutiny by sophisticated institutional investors. Notwithstanding this, I find evidence
that WKSIs were able to take advantage of the SOR to issue securities in a favorable in-
formation environment.

There are two ways in which a manager could seek to manage the information environ-
ment in the period leading up to an issuance. First, the manager could wait for a positive
news environment to arrive, and then time an issuance to take advantage of this environ-

ment. Alternatively, she could target a particular issuance date, and then seek to manage



the information environment around that date. The difference comes down to which is
viewed as fixed: the arrival of information or the issuance date. In reality, of course, a
manager may employ a combination of both of these informational timing strategies. The
2005 SOR increased the scope for both types of informational timing.

I examine the relationship between news and abnormal returns around SEOs before
and after the SOR. The fact that the SOR primarily affected WKSIs allows me to disen-
tangle time and treatment effects in my analysis. This, in turn, allows me to interpret
my findings as causal effects of the SOR. The reform, described in more detail in Part
1, substantially relaxed the pre-issuance “quiet period” restrictions on certain large, well
established issuers. At the same time, it also liberalized the so-called “shelf registration”
rules for the same set of issuers, granting them substantial flexibility in the timing of their
issuances. As a result, the SOR facilitated both active and passive timing strategies.

My main results are as follows. First, I develop a measure called NewsRatio, defined

1+NewStories

aS 11 PressRelenses - | interpret this measure as capturing the extent to which firm-originated

news is disseminated into the market. In my main specification, I investigate the relation-
ship between NewsRatio and abnormal returns. I use a triple-interaction methodology
and find that such news in the pre-issuance period is more negatively associated with
cumulative abnormal returns in the post issuance period for WKSI issuances that are
unlikely to be shelf takedowns. I find no relationship between this measure and cumu-
lative abnormal for issuances that are more likely to be shelf takedowns. While I cannot
rule out the possibility that issuers are simply timing issuances to take advantage of the
information environment, these results are most consistent with an active information

management interpretation.



These results suggest that, even in the case of a large well known issuer, managers may
be able to systematically issue securities at times when the information environment is
particularly favorable for doing so. Further analyses suggest that my results among non-
shelf issuances are driven by a wedge between WKSIs and non-WKSIs: after the SOR,
pre-issuance NewsRatio becomes more positively associated with post-issuance returns
for non-WKSIs (i.e., untreated firms), and more negatively associated post-issuance returns
tor WKSIs (i.e., treated firms). This is consistent with market participants imperfectly ad-
justing to the new informational environment. This, in turn, suggests that the relaxation
of regulatory constraints during the pre-offering period was not costless to market partic-
ipants. Importantly, nothing in my analysis indicates that firms are violating the securities
laws.

This paper contributes to several literatures. A fundamental question in corporate fi-
nance is how firms raise capital, and more specifically, when and how firms decide to
sell equity. Summarizing the state of the literature, Baker and Wurgler conclude that
“[vliewed as a whole, the evidence indicates that market timing and attempted market
timing play a considerable role in equity issuance decisions” (Baker and Wurgler, 2013,
p- 373). In other words, managers seek to sell equity when that equity is relatively over-
valued. For example, there is substantial evidence that managers time aggregate market
conditions: in their seminal article, Baker and Wurgler (2000) look at the relationship be-
tween aggregate stock returns and aggregate debt and equity issuances, and find that
just before periods of low market returns, firms issue relatively more equity than debt.
Other scholars have found evidence that managers are able to successfully exploit the

firm-specific information environment. DellaVigna and Pollet (2013) find evidence that



the market does not correctly anticipate long run (5-10 years in the future) demographic
shifts, and that managers respond to this shortsightedness by engaging in market timing.
Even more closely related to this paper, Ahern and Sosyura (2014) find evidence that man-
agers manipulate the information environmental around mergers: bidders in stock merg-
ers originate more news stories — generating a short term increase in their stock prices —
during the period when the stock exchange ratio is determined, substantially impacting
the takeover price. They refer to this phenomenon as “active media management.” This
article contributes to this literature by finding evidence of a similar phenomenon in the
SEO context.

This article also contributes to the literature on the gun-jumping rules in general, and
the SOR in particular. Prior work on this topic has come to starkly divergent conclusions.
As part of his detailed legal analysis of the SOR, Morrissey (2006) argued that the reforms
would leave investors “more vulnerable to the manipulations of corporate wrongdoers,”
and that they do not represent the best interest of investors.! Notwithstanding this, the
two existing empirical studies of the effect of the SOR concluded that it had, if anything,
a beneficial impact on the SEO market. The first, by Shroff, Sun, White, and Zhang (2013),
tinds evidence that while WKSIs took advantage of the SOR to increase their pre-issuance
disclosures, they “find no evidence of an association between pre-SEO good news disclo-
sures and post-SEO abnormal returns” (Shroff, Sun, White, and Zhang, 2013, 1302). Using
a slightly different approach, Clinton, White, and Woidtke (2014) come to similar conclu-

sions: they too find evidence that WKSIs increased their pre-issuance disclosures after the

IThis argument presumes that a major purpose of the securities regulatory regime is to protect investors.
Mahoney (2001) has put forth a different explanation, arguing that the Securities Act is best understood as a
means of restricting competition among investment banks for the benefit of certain entrenched participants
in the securities market. While I take the SEC’s stated objective of investor protection at face value for the
purposes of this analysis, this does not reflect a position one way or the other on this broader debate.
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SOR, but find no evidence that good news disclosures during the pre-issuance period are
accompanied by a reversal. Rather, they interpret their abnormal return regressions as
being “consistent with greater capital formation benefits through more informative dis-
closure and a richer information environment” (Clinton, White, and Woidtke, 2014, 75).

Conceptually, the biggest difference between the analysis in this article and these prior
articles is the conception of the information environment. Both prior papers focused on
information disseminated by the firm (management forecasts and firm press releases in
the case of Shroff, Sun, White, and Zhang (2013), and management earnings forecasts, 8-
Ks, free writing prospectuses, and earnings announcements in the case of Clinton, White,
and Woidtke (2014)). As discussed in more detail in Part 4.2, using a measure of firm-
issued news — press releases, constructed using data from RavenPack — I find results that
are broadly consistent with their null results. It is only when I use my NewsRatio measure
that I find evidence of information management.”

While this article focuses on informational timing in the SEO context, the question
of whether managers can successfully time the information environment is much more
broadly applicable. There are several reasons why this setting is particularly well suited
to study this broader question. First, there is a rich literature, harkening back to Jensen
and Meckling (1976) and Myers and Majluf (1984), on the agency problems associated
with equity issuance. If managers are able to time the information environment around
SORs to their advantage, it stands to reason that they may also be able to do so elsewhere,

where the risk of agency problems may be less salient. Moreover, the fact that this reform

2In addition to this central conceptual difference, there are the usual differences in empirical techniques
and judgments in constructing our samples and implementing our empirical analyses.
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only affected large, well established firms is material in interpreting these results. On av-
erage, these are the firms about which there is already the largest amount of information
in the market, and to which market participants tend to pay the most attention. To the
extent that managers of smaller firms, which are likely to be subject to less scrutiny on
average, are more able to engage in this type of timing, my estimates will understate the
ability of managers of the average firm to engage in such timing.

The remainder of this article proceeds as follows. In Part 1, I discuss the securities
registration process and the SOR. In Part 2, I present the data and sample construction for
my empirical analysis. I present my empirical analysis in Part 3 and discuss a series of

robustness and additional analyses in Part 4. Part 5 concludes.

1. THE SECURITIES REGISTRATION PROCESS AND THE SOR

I begin with a brief overview of the regulatory requirements during the securities is-
suance process, including the 2005 SOR. In order for a security to be offered and sold to
the public, the issuer must either register the security in accordance with the Securities
Act of 1933 (the “Securities Act”) or it must find some exemption from the registration
requirement. In registering, the company is required to file the appropriate registration
statement with the SEC. A significant part of the registration statement is the statutory
prospectus.

The Securities Act imposes strict communication restrictions during the registration
and offering process. Violations of these provisions are typically referred to as “gun jump-
ing,” and the restrictions themselves as the “gun-jumping rules.” (Choi and Pritchard,
2012, 402-451). As Choi and Prichard explain in a leading securities regulation casebook,

the “gun-jumping rules have three broad goals,” (i) the regulation of the registration
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statement and the statutory prospectus, (ii) the distribution of the statutory prospectus
to investors during and shortly after the offering, and (iii) the restriction of “information
about the offering if it is not part of the registration statement or prospectus.” (Choi and
Pritchard, 2012, p. 404-5). This article focuses on the third of these goals.

The gun-jumping rules divide the time around an issuance into three periods. The
period leading up to the filing of the registration statement is commonly known as the
“pre-filing period.” The period between the filing date and the date on which the registra-
tion statement becomes effective is known as the “waiting period.” Once the registration
statement becomes effective (in general, 20 days after it is filed), the issuance enters the
“post-effective period.” The length of the post-effective period varies by issuer, but for
large, publicly traded firms it ends 25 days after the effective date. Roughly speaking, the
restrictions on information are strictest during the pre-filing period, and become progres-
sively more relaxed as one moves through the waiting period and into the post effective
period. Figure 1 summarizes this timeline.> For the purposes of this analysis, I will focus
on the pre-filing period and the waiting period, and refer to the union of the these periods
as the “quiet period.”

A second way that a firm can sell securities is using a “shelf registration” (sometimes
called a “shelf offering”). Under certain circumstances, shelf registration allows eligible
issuers to issue securities much faster than they would under the standard process. In
order to conduct a shelf offering, the issuer first files a base prospectus with the SEC,
which sits “on the shelf”. When the issuer wishes to engage in an offering, it supplements

this base prospectus with a prospectus supplement. This is known as a “shelf take-down.”

S3For a summary of the rules before and after the SOR, see Table 1.
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1.1. The Gun-Jumping Rules Prior to the 2005 Reforms

During the pre-filing period, §§5(a) & (c) of the Securities Act prohibit both “sales”
of, and “offers to sell,” securities. Because of the way these terms are defined, these
provisions have the effect of restricting virtually all communications between the issuer
(and others involved in the issuance) and the market. As explained by Choi and Prichard,
“[iln the SEC’s view ‘offer” encompasses all communications that may ‘condition’ the
market for the securities” (Choi and Pritchard, 2012, p. 410-1).

Prior to the SOR, apart from narrow carve-outs for negotiations or agreements between
an issuer and its underwriters, communications — both oral and written — “between any-
one involved in an upcoming offering of securities and potential investors were essen-
tially forbidden” (Morrissey, 2006, p. 568). Soft, unverifiable “forward looking infor-
mation” was discouraged, and even mentioning the upcoming issuance in a way that
was not carefully orchestrated could endanger the offering. Later SEC releases contained
carve-outs for “factual information that did not include predictions or opinions,” and
enumerated “a list of permitted topics that a business might discuss freely without fear
that such communications would be deemed a selling effort,” such as normal advertising,
periodic reporting, and other typical business communications (Morrissey, 2006, p. 570).

Once the issuer has filed the registration statement, it enters the waiting period. Sec-
tion 5(c) of the Securities Act continues to prohibit the “sale” of securities during this
time. While §5(a) no longer applies, §5(b)(1) effectively restricts written and broadcast
communications to the preliminary prospectus filed with the SEC, while placing no re-

strictions on oral, non-broadcast communications (Choi and Pritchard, 2012, 432). This



exception permits so-called “road shows.” Once the prospectus has become effective,

sales can begin and most of the communications restrictions are lifted.*

1.2. The 2005 Securities Offering Reforms

The SOR relaxed the gun-jumping rules for large established issuers, while maintaining
them for smaller, less established ones.> More specifically, the 2005 reforms created four
categories of issuer: (i) Well Known Seasoned Issuers (“WKSIs”), (ii) Seasoned Issuers,
(iii) Unseasoned Reporting Issuers, and (iv) Non-reporting Issuers. WKSI represent the
largest, most established issuers. To qualify as a WKSI, an issuer must have either a
worldwide market value of outstanding common equity, held by non-affiliates, of $700
million or have issued in the last 3 years at least $1 billion in aggregate principal amount
of registered non-convertible securities, other than common equity, in primary offers for
cash (i.e., not exchanges). In addition, WKSIs must file reports under §§13(a) or 15(d) of
the Securities Exchange Act of 1934 (the “Exchange Act”), and be current in such reports.®
For the purposes of this analysis, I will generally restrict attention to the WKSI/non-WKSI
distinction.

The second category is Seasoned Issuers, which includes issuers that are eligible to use
certain abbreviated registration forms. Unseasoned Reporting Issuers include all issuers
that are required to file reports pursuant to Section 13 or Section 15(d) of the Exchange
Act but do not satisfy the requirements to use these abbreviated forms. Issuers that are

4While §85(a) & (c) no longer apply in the post-effective period, §§5(b)(1) & (2) continue to impose certain
restrictions. Most notably, the securities regulations require that any securities transmitted pursuant to such
sales be accompanied by the prospectus.
5The 2012 Jumpstart Our Business Startups Act (“JOBS Act”) further relaxed some of the rules for some of
the smallest, least established companies. Because my sample period ends in 2008, my discussion refers to
the regulatory regime prior to the implementation of the JOBS Act.
®Under certain conditions, a majority owned subsidiary of a WKSI can itself qualify as a WKSI. For details,
see 17 C.ER. 230.405.
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not required to file reports pursuant to Section 13 or Section 15(d) of the Exchange Act
(regardless of whether they are filing such reports voluntarily) constitute Non-reporting
Issuers.

The SOR substantially relaxed the gun jumping rules’” communications restrictions for
WKSIs. According to the SEC’s release containing the final rule, under the new rules,
WKSIs “have freedom generally from the gun-jumping provisions to communicate at any
time” (Securities and Exchange Commission, 2005, 50-1). During the pre-filing period, the
new Rule 163 “exempts both oral and written communications, including offers, by or
on behalf of WKSIs” (Choi and Pritchard, 2012, 418). Among other things, the reforms
also permit all reporting issuers to continue to release “factual business information” and
“ftorward-looking information” (17 C.ER. 230.168), and allow any issuer to continue mak-
ing regular disclosures of factual business information (17 C.ER. 230.169). The SOR also
resolved an ambiguity relating to the beginning of the pre-filing period. In a 1969 SEC Re-
lease, this SEC had interpreted this period as beginning “at least from the time an issuer
reaches an understanding with the ... managing underwriter” (Securities and Exchange
Commission, 1969). This ambiguity may have chilled firm communications even well be-
fore the issuance. The 2005 SOR replaced with with a bright line rule which defined the
pre-filing period as beginning 30 days before the filing (Securities Act Rule 163A).

The reforms also dramatically relaxed the gun-jumping rules for WKSIs during the
waiting period. In particular, they introduced a new concept — the “free writing prospec-
tus” (FWP) — “a written communication that constitutes an offer to sell or a solicitation of
an offer to buy securities” other than the prospectus filed with the SEC (Securities and Ex-

change Commission, 2005, 92). While the issuer is required, under certain circumstances,
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to file the FWP with the SEC, according to one securities law scholar, “[t]hese filing con-
ditions do not seem to limit the ability for any offering participant to communicate freely
with the public concerning an upcoming offering.” (Morrissey, 2006, p. 587). While there
are certain exceptions to this “free communication,” it is clear that, under the new rules
imposed under the SOR, WKSIs are subject to far fewer restrictions than any of the the
other categories of issuers. The reforms also relaxed some of the restrictions regarding
roadshows (Securities Act Rule 433). Finally, in the post-effective period, the most signif-
icant aspect of the 2005 reform was that it relaxed the prospectus delivery requirement
and moved instead toward an “access equals delivery” regime. Here again, the new rules
are even more permissive for WKSIs and seasoned issuers (Choi and Pritchard, 2012,

p. 445-7).

1.3. Shelf-Registration Before and After the SOR

Even before the 2005 Reforms, the SEC allowed certain issuances to be conducted using
a “shelf registration” process. Under this process, issuers could register a base prospectus
in advance, and then do a “shelf take down” over the next two years. Governed by Rule
415, this operates as a form of limited pre-registration for securities that would be offered
on a delayed or continuous basis, subject to certain requirements. The base prospectus,
tiled with the SEC, “needed to specify basic information about the issuer and also needed
to specify the type and value of the securities to be sold in the period covered by the shelf
registration.” (Morrissey, 2006, p. 591).

The SOR substantially relaxed these rules, particularly for WKSIs. The waiting period
relating to the base prospectus was eliminated, and the shelf period was extended to three

years. Firms no longer need to specify the value of the securities they intend to issue in the
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base prospectus, and the amount of information required was reduced.’” Finally, the filing
fees changed to a “pay as you go” model, reducing the upfront cost of shelf registrations
for this firms.

In the remainder of this article, I study the effect, if any, of the SOR’s changes to the
pre-issuance information environment on post-issuance abnormal returns. To the extent
that the pre-issuance environment has a differential impact on post-issuance abnormal
returns for WKSIs after the SOR, I interpret this as evidence that the relaxation of the gun-
jumping rules in the SOR allowed firms to better manage the pre-issuance information
environment. Because the SOR relaxed both the quiet period information restrictions
and the rules for conducting shelf takedowns, I analyze these two types of issuances
separately. In Part 4.3, I investigate whether there is any evidence of an overall change
in the relationship between shelf offerings (versus non-shelf issuances) and post-issuance

abnormal returns for WKSIs after the SOR.

2. DATA AND SAMPLE CONSTRUCTION

I begin by obtaining issuance data on Seasoned Equity Offerings (SEOs) from the Thomp-
son Reuters SDC Platinum database. I retain seasoned issuances of common shares to the
US public marketplace between 2003 and 2008. I then exclude all issuances for which
the issuance or filing date is missing, or for which the filing gap — the number of days

between the filing date and the issuance, as reported in SDC Platinum — exceeds the max-

imum allowable gap under the existing shelf registration regulations.®

7This information must be included later in the prospectus supplement.

8mna relatively small number of cases, SDC Platinum indicates that the gap between filing and issuance is

longer than the maximum allowable period for shelf issuances, and I exclude these issuances. Specifically,

I exclude issuances for which the gap between the filing date and the issuance date is more than 2 years

(730 days) if the filing preceded the SOR, and more than 3 years (1,095 days) if the filing occurred after
12



Unlike prior studies, I do not exclude issuances that appear to be shelf take-downs,
since the liberalization of the shelf registration requirements was an important part of the
SOR.? However, recognizing that shelf take-downs might differ from other issuances in
important ways, I divide my sample into two groups. Because my data do not permit me
to identify shelf registrations directly, I use the filing gap as a proxy. I refer to issuances
with a filing gap of no more than 120 days (four months) as the “non-shelf” sample, and
those with a filing gap of more than 120 days as the “shelf” registrations.™

I merge this sample with the Center for Research in Security Prices (CRSP) daily stock
price files to obtain stock return data, and with the CRSP/Compustat Merged Database
Security Monthly file to obtain firm CIK numbers. I then merge this with RavenPack
News Analytics data on news stories and press releases. RavenPack records and analyzes
news stories on over 40,000 companies, and therefore allows for a different perspective
on a firm’s news environment compared to focusing just on firm issued news. Each time
a news story mentions a firm, RavenPack uses a proprietary algorithm to generate a “rel-
evance score” between 0 and 100 for each firmxstory. This allows me to separate news
stories that merely mention a firm from those that are really “about” that firm. According
to RavenPack’s User Guide, a relevance score of 90 or higher for a particular firm xstory
generally indicates that the firm is mentioned or referenced in headline or main title of

the story (RavenPack, 2015). I therefore restrict attention to stories with a relevance score

of 90 or higher.

the reform. I recognize that this raises some questions about the reliability of the filing date data, which I
address in my construction of the pre-issuance quiet period.

For example, Shroff, Sun, White, and Zhang (2013) exclude issuances for which the gap between the filing
date and the issuance date of more than 90 days. I confirm that my analysis is robust to this alternative
cutoff in Part 4.1.

10This 120 day cutoff is somewhat arbitrary. In the case of a non-shelf issuance, I believe that 4 months is
a very generous amount of time for an issuance to take place after the filing. 120 days is also close to the
mean filing gap for non-WKSI issuers in the period before the SOR (126.6 days).
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Finally, I scrape the market value of equity held by non-affiliates from the 10-Ks filed
with the SEC on Edgar and match these to my sample firms by CIK number. While the
market value of equity is easily computed using CRSP data, CRSP does not contain infor-
mation about the market value of shares held by affiliates. Obtaining these values directly
from the firms’ 10-Ks therefore allows me to more precisely match the regulatory thresh-
old than would be possible using data from CRSP. I drop firms for which I do not have
at least 85 observations in my estimation window for constructing abnormal returns and
obtain daily pricing factors from Kenneth French’s website. After merging, I am left with
a total of 1,408 issuances by 891 firms. 865 of these issuances (representing 701 firms) are
in my non-shelf sample, and the remaining 543 (356 firms) are in my shelf sample. 166
tirms had both both shelf and non-shelf issuances in my sample period.

To study the information environment in the period leading up to an issuance, I con-
struct two different proxies for the quiet period. The “synthetic” quiet period is the 50
day period immediately preceding the issuance. I choose 50 days to match the fact that,
as discussed in Part 1, the waiting period is generally 20 days, and the pre-filing period,
while not precisely defined prior to the SOR, is now defined to be 30 days.

I also construct a “statutory” quiet period. This is the 30 day period leading up to
the filing date as well as the 20 day period immediately following the filing date. In the
event that the issuance occurs less than 20 days after the filing date, the waiting period is
truncated at the day immediately prior to the issuance.!! There are drawbacks to both of
these quiet period measures. Because it is constructed using the issuance date rather than
the filing date, the synthetic quiet period will be a noisy proxy for the period during which
1 one instance, the filing date recorded on SDC Platinum is the day after the issuance date. For that

issuance, I set the statutory waiting period to zero days.
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the firm is in fact subject to the gun-jumping rules. On the other hand, because it is, by
construction, the period immediately before the issuance, the synthetic quiet period does
a better job of capturing the information environment immediately before the issuance.
Moreover, the possibility of measurement error in the filing dates means that the statutory
quiet period measure may actually be be noisier than the synthetic quiet period.

Perhaps more importantly for the purposes of this analysis, the statutory quiet period
does a poor job of capturing the true pre-issuance information environment for shelf-
issuances, since, by assumption, the issuance date is well after the filing date for the shelf
sample. In contrast, the synthetic quiet period is, by construction, the period immediately
preceding the issuance. Not only is this more likely to capture the relevant environment,
to the extent that the SOR make it easier for some firms to move quickly to take advantage
of favorable information environments by doing a shelf issuance, the most relevant period
is the period immediately preceding the issuance. While on balance these features lead
me to prefer the synthetic quiet period for my main analysis, I repeat the analysis from

Part 3.2 in Part 4.1 using the statutory quiet period and find similar results.

3. EMPIRICAL ANALYSIS
3.1. NewsRatio Measure

I begin my empirical analysis by constructing a variable called NewsRatio;;, which I

. 1+ NewStories;
define as 7 Lt

12 - ,
T PressReleases;; NewStories; ; (PressReleases; ;) represents the total number of

full news stories about firm i (press releases issued by firm i) with a relevance score of
at least 90 on a given day t. This measure captures the penetration of firm issued news,

21 yse 1+ PressReleases; ; in the denominator to ensure that the variable is defined even when the number
of press releases is zero. I then use 1 4 NewStories; ; in the numerator so that the ratio remains sensible for
small values of PressReleases; ; and NewsStories; ;.
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or the extent to which, on average, each press release issued by the firm is disseminated
in the market. A NewsRatio of 1 means that, on average, each press release is associated
with one news story. The higher the NewsRatio, the greater the extent to which firm
issued news is picked up and disseminated by the press.

I believe that my NewsRatio variable is an appropriate measure to use in analyzing
the effect of the SOR for several reasons. First, because it measures the relationship be-
tween press releases and news stories, it provides a more nuanced measure of the actual
information environment than press releases alone. Moreover, while market participants
may be able to appropriately discount the information they receive from press releases,
discounting the information that is filtered through news stories requires an additional,
and much more complex, cognitive step. This is consistent with the “persuasion bias”
theory proposed by DeMarzo, Vayanos, and Zwiebel (2003), in which computational bur-
dens prevent individuals from properly adjusting for repetitions of information. Finally,
while a manager might conceivably try to gin up news coverage directly, the mechanism
at work in managing the NewsRatio is much more direct and transparent. For example, a
manager (or, more likely, a firm’s public relations team) might reach out to contacts in the
financial press and encourage them write stories about a particular press release. As such,
an alternative interpretation of NewsRatio is as an average measure of the effectiveness of
such firm effort. Given that the SOR relaxed the communications restrictions on WKSIs, it
is natural for the news measure of interest to be something that is tied to communications

that come from WKSIs.
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3.2. The Effect of News in the Quiet Period after the SOR

Inow turn to my main analysis, where I investigate the relationship between my NewsRatio
measure in the pre-issuance period and buy-and hold cumulative abnormal returns in the
post issuance period. To do so, I employ a triple-interaction framework, which allows me
to study whether the relationship between my NewsRatio measure in the pre-issuance pe-

riod and abnormal returns in the post-issuance period changed differentially for WKSIs

(relative to non-WKSIs) after the SOR.

I begin by dividing my sample into two groups: shelf issuances and non-shelf is-
suances.'® As discussed in Parts 1 and 2, there are good reasons to think that shelf and
non-shelf registrations differ in important ways. Shelf issuances, by their very nature,
are issuances that can be conducted quickly. As a result, these types of issuances are
most consistent with passive information management: once a manager has filed a base
prospectus, she has the flexibility to wait for a favorable news environment before begin-
ning the issuance.

The non-shelf issuances, on the other hand, are more directly affected by the quiet
period restrictions. In these issuances, the manager intends to issue relatively soon after
tiling. Non-shelf registrations are therefore the most promising candidates to investigate
active information management, in which the issuance date is held relatively fixed and
the manager attempts to time the flow of information to the market around that date.
As discussed above, this information management may be entirely permissible under the

securities regulatory regime.

13 A5 discussed in Part 2, because I do not directly observe whether or not an issuance is a true shelf issuance,

I use the amount time between filing and issuance as a proxy for whether or not an issuance is a shelf
registration. To the extent that there is noise in my proxy, this should make it more difficult for me to find
statistically significant results.
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Next, I construct a version of my NewsRatio;; measure that corresponds to the quiet
period preceding each issuance. To do so, I begin by computing the average number
of news stories about (press releases by) firm i per day during the quiet period before

issuance j, and refer to each of these variables as News; ; and Releases; , respectively. I

(1+News; ;)

(L Releases, )’ which is the analogue to my daily NewsRatio; ;
i)

then define mw =
measure at the issuance level.

Finally, I construct abnormal buy-and-hold returns.!* T use a standard 3-factor model
in my baseline analysis, and repeat the analysis using one and four factor models in Part

4.1 for robustness. Using these abnormal returns, I estimate the following regression

separately for the shelf and non-shelf samples:

AR;jy = a+ By X NewsRatio;j x WKSI;; x Afterj + Bz x NewsRatio;j x WKSI; ;
+ B3 X NewsRatioi,]- X Afté’i’j + Ba X WKSII',]' X After]-

+ Bs x NewsRatio;j + Be X WKSI;j + B7 X Afterj+¢ (1)

where AR;; g is the buy-and-hold abnormal return of firm i doing issuance j for hori-
zon H where H € {-30,-10, 1,5, 10,20, 30,40,50}. mw represent the news ratio
relating to firm i in the quiet period before issuance j, as discussed above, WKSI; ; is a
dummy variable equal to one if firm i was a WKSI at the time of issuance j, and After; is
a dummy variable equal to one if issuance j occurred after the SOR. Standard errors are
clustered by issue date. Tables 2 and 3 present the results for the non-shelf and shelf sam-

ples, respectively, using the synthetic quiet period. For ease of interpretation, I plot the

l45ee Appendix A for details on the construction of abnormal returns.
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estimated fB; coefficients from Tables 2 and 3, along with their 95% confidence intervals,
in Figures 2 and 3, respectively.

Beginning with Table 2, the coefficient on the triple-interaction term, 1, is negative
and statistically significant at all horizons from 1 day to 50 days following the issuance,
indicating that an increase in the NewsRatio in the quiet period for WKSI issuers after the
SOR is associated with a lower buy-and-hold abnormal return. Even more strikingly, B is
actually positive and significant in the pre-issuance period at the 30 day horizon, which
is consistent with a higher NewsRatio in the pre-issuance period driving up abnormal
returns in the pre-issuance period. After the issuance, cumulative abnormal returns fall
almost monotonically with the horizon, and remain significantly negative even 50 days
after issuance.

I also present the overall effect of an increase in the NewsRatio in the quiet period on
a WKESI after the SOR in the second to last row, with associated p-values of an F-test
under the null that the sum of the relevant coefficients is zero in the row below. This
effect is both statistically and economically significant at both short (5 day) and longer (30
or more day) horizons. Both the magnitude and the significance are largest at a 50-day
horizon, with buy-and-hold cumulative abnormal returns of -0.123 (approximately -9%
annualized, with a p-value < 0.001).

This pattern is completely different for the shelf sample, presented in Table 3. As before,
I plot the estimated pB; coefficients, as well as their 95% confidence intervals, and present
them in Figure 3. In particular, there is no evidence of a negative effect on buy-and-hold

returns. Both the triple interaction and the net effect are statistically indistinguishable
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from zero at any conventional significance level, and at longer horizons, many of the
point estimates are positive (although insignificant or marginally significant).

Taken together, these results provide no evidence that the relationship between pre-
issuance NewsRatio and post-issuance abnormal returns changed for WKSIs (relative to
non-WKSIs) after the SOR among shelf issuances. At the same time, there is substantial
evidence of a change in this relationship among the non-shelf issuances. This suggests
that the effect of pre-issuance news changed — specifically, a higher level of such news
is associated with relatively lower post-issuance returns — for WKSIs (relative to non-
WKSIs) after the SOR among the non-shelf sample. Because the relationship exists only
for non-shelf issuances, it is most consistent with active information management.

There are different possible explanations for these results. One possibility is that the
quality of this news disseminated into the market may have changed. For example, it
may be the case that, because of the relaxation of the gun-jumping rules, managers of
WKSI firms feel less constrained in seeking to push positive stories to media outlets in the
pre-issuance period. Alternatively, the average type of news that is being disseminated
may have changed, shifting towards news that is, on average, associated with a subse-
quent (i.e. post-issuance) decline in returns. The null results on the shelf sample can be
interpreted as an absence of evidence of what would be most consistent with an increase
in passive information management. Importantly, this is not the same as an absence of
evidence of information management, or even of passive information management, in
the shelf sample. Rather, it simply fails to find evidence that and such information man-
agement has changed for WKSIs since the SOR, at least with respect to my NewsRatio

measure.
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It is also worth noting that the results for the non-shelf sample in this section indicate
a divergence between WKSIs and non-WKSIs with respect to the relationship between
the pre-issuance information environment and post-issuance abnormal returns after the
SOR. Econometrically, this wedge could be driven by either the WKSIs or the non-WKSI
issuances in the sample. While it is most natural, given the setting, to assume that the
effect is primarily driven by the WKSIs, it is plausible that the effect of the SOR could
be showing up in either group. For example, the market could be attempting to adjust
rationally to the new information environment brought about by the regulatory change,
but may only have succeeded in doing so imperfectly. This is particularly plausible given
the cognitive challenges associated with disentangling the information captured by the

NewsRatio measure. I discuss this possibility in more detail in the next subsection.

3.3. Subsample Analysis: WKSIs and Non-WKSIs

I begin by splitting my sample between WKSI and non-WKSI issuers. Unlike the triple
interaction framework in Part 3.2, this approach does not allow me to exploit the differ-
ences between WKSIs and non-WKSIs for econometric identification. It does, however,
allow me to further investigate what is driving the wedge I observe between WKSIs and
non-WKSIs in Part 3.2. I therefore estimate the following regression separately for WKSIs

and non-WKSIs in the shelf and non-shelf samples, for a total of four different regressions:

AR;jg = a+ By X NewsRatio;j X Afterj + B2 X NewsRatio;; + B3 x After; +¢ (2)

where and AR; j i and After; are defined as in equation 1.
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Focusing on the non-shelf subsample, I find that an increase in pre-issuance NewsRatio
is less negatively associated with post-issuance abnormal returns for non-WKSIs after the
SOR. The coefficients in Table 5 indicate that while the relationship between NewsRatio
and post-issuance abnormal returns is negative in the pre-SOR period, and statistically
significantly so at longer horizons (20 or more days), the coefficient on NewsRatio x
After is positive and statistically significant at all post-issuance horizons. The positive
coefficient on the interaction term is large enough that it completely offsets the negative
coefficient on NewsRatio, although the sum is not statistically significant at longer hori-
zons (beyond 30 days).

Interestingly, the results for the WKSI sample, presented in Table 4, are essentially the
mirror image of those in Table 5: the coefficient on the interaction term NewsRatio x
After is strongly negative (both in magnitude and statistical significance) at longer hori-
zons (beyond 30 days), and is sufficiently negative that it overwhelms a positive (albeit
insignificant) coefficient on NewsRatio, leading to a negative and statistically significant
negative net relationship at longer horizons.

These results are consistent with a market that is trying to adjust to a new information
environment around SEOs, but has not yet succeeded in fully doing so. In particular, the
results are consistent with a market that under-adjusts to the new information environ-
ment before SEOs by WKSIs (the treated firms), while correctly interpreting, on average,
the information environment before non-WKSIs (the untreated firms). Before the SOR,
the market appears to have been “too optimistic” when it came to non-WKSIs, and was
more or less accurate with respect to WKSIs, on average. After the SOR, it is more or less

accurate with respect to non-WKSIs, having corrected its former optimism, and is “too
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optimistic” for WKSIs. This is perhaps not entirely shocking: making this adjustment is
extremely difficult even on average, and doing so for each subsample may be infeasible.
Consistent with Table 3, when I conduct this analysis on the self sample I find essentially
null effects across the board. For completeness, these results are presented in Tables IA.12

and TA.13.

4. ROBUSTNESS AND ADDITIONAL ANALYSIS

The analysis in Part 3.2 presented evidence that the relationship between my NewsRatio
measure in the pre-issuance period and post-issuance abnormal returns changed for non-
shelf issuances by WKSIs after the SOR, and I have argued that the evidence is consistent
with information management. In this section, I begin by discussing several variations
on the main analysis in Part 3.2. I then present some additional analysis relating to my
NewsRatio measure, including investigating how it differs from simply using news sto-
ries or press releases separately. Finally, I consider the possibility that my results are
driven by a change in the relative behavior of shelf offerings, rather than a change in the

relationship between news in the pre-issuance period and post-issuance returns.

4.1. Alternative Specifications for the Analysis in Part 3.2

I consider several different specifications of the regression analysis described in Part
3.2. First, recognizing that using 120 days between filing and issuance as a cutoff for cat-
egorizing issuances as shelf or non-shelf is arbitrary, I repeat the analysis using 90 days
as a cutoff.’®> I present the results from re-estimating the model described in equation
1 in Tables IA.1 and IA.2. I continue to find robustly negative coefficients on the triple

15This cutoff has the added benefit of being consistent with the inclusion rule used in Shroff, Sun, White,
and Zhang (2013).
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interaction terms in the non-shelf sample. While the coefficients in Table IA.1 are some-
what smaller at longer horizons (20 or more days) than those in Table 2, they are larger
at shorter horizons (1, 5 and 10 days). Similarly, while the level of statistical significance
drops at some horizons (notably 50 and 20 days), it increases at others (most noticeably,
10 days). The sum of the relevant coefficients continues to be negative, and both the mag-
nitude and statistical significance continue to increase with horizon. Turning to the shelf
sample, the result in Table IA.2 indicate that the coefficient of interest remains statistically
indistinguishable from zero using this revised definition of “shelf.”

Next, I reestimate the results using the statutory quiet period rather than the synthetic
quiet period, and present the results in Tables IA.3 and IA.4. The results are broadly
consistent with the results in Part 3.2. Beginning with Table IA.3, the coefficient on the
triple-interaction term remains negative and statistically significant in the post-issuance
period at all horizons (albeit only marginally so at 50 days). While the coefficients are
somewhat smaller in magnitude than those in Table 2, these differences are small for
horizons of up to 30 days after the issuance date. As in Table 2, the sum of the relevant
coefficients is also negative at all post-issuance horizons. The statistical significance of
this estimated sum increases with the holding period: an F-test returns a p-value of 0.04
for a 20 day holding period, which falls to 0.004 at 50 days.

The results in Table IA.4 are also consistent with those in Table 3, in the sense that
at most horizon, the coefficient on the triple interaction is statistically indistinguishable
from zero, and in the few cases where they are not, they are positive. As in Table 3, the
estimates are statistically significant only at a few intermediate horizons (here, 20 and 30

days), and not a shorter or longer horizons. It is therefore difficult to interpret them as
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evidence of a systematic relationship. Moreover, while both tables generally display a
null result, the point estimates are very different at many horizons. For example, in each
of columns 5, 6 and 7, the magnitudes of the estimated 1 coefficient are off by more than a
factor of 3, and in one case, the estimates are pointing is opposite directions. This should
not be particularly surprising, since the two regressions use NewsRatio measures from
very different time periods. Since shelf issuances, by construction, occur at least four
months after the filing date, it is unclear what mechanism might link the information
environment in the statutory quiet period to post-issuance returns. To the extent that the
SOR affected these issuances, the more likely channel is through the relaxation of the shelf
offering rules, not any changes to the information environment around the filing date.
Finally, rather than constructing abnormal returns using a 3-factor model, I reestimate
the results using 1 and 4 factor models. The results in Tables IA.5 and IA.6, which refer
to the 1 and 4 factor models for the non-shelf sample, are consistent with those in 2: the
point estimates of interest are of comparable size and generally similar levels of statistical
significance. The same is true for the shelf sample, presented in Tables IA.7 and IA.8:

using the 1 and 4 factor models, the results are consistent with those in Table 3.

4.2. Further Discussion of NewsRatio

As previously discussed, the NewsRatio measure I developed in Part 3.1 is a key com-
ponent of my analysis. In particular, my use of this measure is the single most important
differences between my analysis and the analyses in both Shroff, Sun, White, and Zhang
(2013) and Clinton, White, and Woidtke (2014), both of which are primarily focused on

direct firm-issued information.
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In this subsection, I first confirm that my results are in fact driven by my choice of this
measure. To do so, I begin by repeating the analysis in Part 3.2 using press the Releases
variable, which is the equivalent of using the denominator of NewsRatio. This measure,
which captures press releases during the quiet period, can be interpreted as a direct mea-
sure of firm-issued news, and is conceptually similar to the primary information vari-
ables used in both prior papers. The results, contained within Tables IA.9 and IA.10, are
a series of null results for the entire post-issuance period. There is, in other words, no ev-
idence that press releases by firms during the pre-issuance period differentially affect the
post-issuance abnormal returns for WKSIs after the SOR for either shelf or the non-shelf
issuances. This null result can therefore be interpreted as independent confirmation of
the null results relating to post-issuance returns in both of these prior papers, as well as
evidence that my use of NewsRatio as my information measure is the main driver of the
difference between my results and theirs.'®

Because my results hinge on the use of my NewsRatio measure, I investigate its behav-

ior in the pre-issuance period. To do so, I begin by estimating the following regression:

NewsRatio;; = a; +a; + & (3)

for each firm i, where NewsRatio;; is the NewsRatio of firm i on date ¢, and a4; and 4;
are day and firm fixed effects, respectively. I then construct a SurpriseNews;; variable,
defined as
SurpriseNewsRatio;; = ¢;; 4)
or completeness, I also reestimate the regressions using the NewsStories. ile I find some statistica
16g plet Ial timate the regressi ing the NewsStories. While I find tatistically
significant results that are consistent with my baseline results in Part 3.2 using this measure, the results are

not robust to many of the alternative specifications discussed in Part 4.1.
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which is essentially the demeaned NewsRatio variable. Demeaning in this way allows
me to look at deviations from the firm’s “normal” level of news coverage, as well as the
average amount of news coverage overall in the market, on a given day.

While demeaning in this way allows me to make more sensible comparisons, the de-
meaned variable remains highly skewed, with an unconditional skewness of 21.9. Even
within categories of WKSI / non-WKSI, and before / after the SOR, the conditional skew-
ness remains high, ranging from 9.9 (for non-WKSIs before the SOR) to 22 (for WKSIs
after the SOR). This skewness is primarily driven by extreme positive values: while the
unconditional 1st and 99th percentile values are -.77 and 1.9, respectively, the extreme
values are -6.4 and 73.2. Like the skew, the presence of extreme positive outliers exists in
all four subsamples. Because of these extreme positive values, after arranging the dates in
event time, I trim the top percentile by event-day. This allows me to significantly reduce
the skew of the data while retaining 99% of the observations.!”

I then average the trimmed variable into 25 days windows in event time, where 0 is the
date of issuance j. I choose 25 day windows because the union of the two 25-day peri-
ods immediately preceding the issuance date (t=-2 and t=-1) corresponds to the synthetic
quiet period discussed in Part 2. NewsRatio in this period therefore corresponds to the
news measure used in my primary analysis in Part 3.2. I present the results, along with
95% confidence intervals in Figures 4 and 5 for WKSIs and non-WKSIs, respectively. To
facilitate interpretation, the dark gray shaded region corresponds to the synthetic quiet

period and the light gray shaded region corresponds to the period immediately before

7The unconditional skewness of the trimmed variable falls to 3.8, with conditional values ranging from 2.9
(WKSIs after the SOR) to 4.7 (non-WKSIs before the SOR).
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that. I include the light gray shaded region to account for the ambiguity around the be-
ginning of the quiet period in the pre-SOR period, discussed in Part 1.2.

Prior to the SOR, there is a pronounced spike in the SurpriseNewsRatio shortly before
the beginning of the quiet period, represented by the dashed line in Figure 4. The dashed
line then falls, rising again after the issuance date. After the reform relaxed the restrictions
on quiet-period communications, however, this measure rises substantially in the period
immediately before the issuance, represented by the solid line. The bars representing 95%
confidence intervals confirm that these means are statistically distinguishable.'®

In contrast, the dashed and solid lines in Figure 5, which presents the same results for
non-WKSIs, show a markedly different pattern. Here, there is no difference between the
two groups in any of the pre-offering periods. The two lines do appear to diverge in the
period immediately after the issuance date, when the gun jumping rules no longer apply.
While prior to the SOR, SurpriseNewsRatio increased in the post-offering period for non-
WKSIs, it remained at normal levels in that period. While it is interesting, the fact that
this deviation occurs after the issuance means that it is unlikely to be driving abnormal
returns, particularly those immediately after the issuance.

The results in Figures 4 and 5 suggest that there may have been a change in the infor-
mation environment in the pre-issuance period for WKSIs after the SOR. While a differ-
ence in differences regression returns only marginally significant results,'? the results in

this subsection are consistent with the view that my NewsRatio measure is picking up

18\While untrimmed data demonstrate a similar pattern, the difference is not statistically significant at con-
ventional levels.
The coefficient on WKSI x a fter using data from the 25-day period immediately preceding an issuance
is equal to 1.81, p = 0.071. I report the full difference in differences regression in Table IA.11.
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a change in the information environment for WKSIs in the pre-issuance period after the
SOR.

Of course, a higher NewsRatio for WKSIs after the SOR is not, on its own, sufficient
to generate the results in Part 3.2. Those results indicate that the relationship between
pre-issuance NewsRatio and post-issuance abnormal returns is different for WKSIs after
the SOR. If differences in abnormal returns for WKSIs after the SOR were driven solely
by a higher level of NewsRatio, on average, in the pre-issuance period, this would lead
to a triple interaction coefficient of zero, and the change in the dependent variable would
be captured entirely by the other terms in the regression. Nonetheless, the fact that I
tind evidence that my NewsRatio measure is elevated for WKSIs in the quiet period after
the SOR in consistent with the idea that it is capturing something about the pre-issuance
information environment that changes for WKSIs after the SOR, and supports its use in

Part 3.2.

4.3. Behavior of Shelf Offerings by WKSIs after the SOR

Finally, I investigate the possibility that the SOR led to an overall change in the relative
behavior of shelf offerings. To investigate this, I perform a different a triple-interaction
analysis, and estimate the regression:

AR;ig=a+ B X Shelf,,] X WKSIZ',]' X Afterj + B2 X Shelfi,]' X WKSL',]'

/jr
+ B3 X Shelfw X Aft@i‘]' + By X WKSII,] X After]-

+ Bs x Shelf; i+ Be x WKSI; ; + B7 x Afterj+¢ (5)
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where Shelf; ; is a dummy variable equal to one if issuance j by firm i is a shelf offering,
and AR;;y, WKSI;j and After; are defined as in equation 1. The coefficient of the triple
interaction, 1, is the variable of interest: it captures the extent to which the relationship
between shelf offerings and post-issuance abnormal returns changed for WKSIs after the
SOR.

The results, presented in Table 6, show that this coefficient is not statistically distin-
guishable from zero at any horizon. This does not necessarily imply that shelf and non-
shelf issuance are the same, only that the overall relationship between shelf and non-shelf
status on post-issuance abnormal returns did not change for WKSIs after the SOR. While
a negative pB; coefficient could potentially have been interpreted as suggestive evidence
consistent with a passive timing story, it would have been at best, an indirect test of that
hypothesis. Alternatively, it could have been consistent with a change in the relative
composition of shelf and non-shelf issuances along dimensions that are correlated with
post-issuance abnormal returns. As such, while the results in Part 3.2 provide evidence
that is consistent with active information management, I interpret this test as simply the

absence of evidence of passive information management.

5. CONCLUSION

The 2005 Securities Offering Reform substantially expanded the scope for managers
of large, well established firms to manage the information environment prior to equity
issuances. Using a triple interaction methodology, I find that the NewsRatio in the pre-
issuance period is more negatively associated with cumulative abnormal returns in the
post-issuance period for non-shelf WKSI issuers after the SOR. This, in turn, suggests that

investors are overpaying for these securities. Because this pattern is not present among
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issuances that are likely to be shelf takedowns, I interpret this evidence as being most
consistent with active information management, in which managers actively manage the
information environment in the period immediately prior to the issuance. My findings
cast doubt on the SEC’s position that large, well established firms cannot successfully
“condition the market,” and suggest a role for regulatory scrutiny in the pre-offering

period.
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APPENDIX A. CONSTRUCTION OF ABNORMAL RETURNS

I construct buy and hold cumulative abnormal returns using one, three, and four fac-
tor models in the following manner.’ First, I obtain [SM, where M € {1,3,4} from the

following factor regressions: For ,BAl, I estimate:

Rys = s+ Bi Rons + ek s (6)

for calendar days s € {t —250,t — 60}, where Ry ; is the return on security k on day s,
and Ry, s is the CRSP value-weighted market return on day s. I then use these estimated

B! to compute the cumulative abnormal return for the period [i, H] as:

. t+H ~ t+H
ARy = | TT @+ Rej)| =1=Be| | TT @ +Ruj)| —1 (7)
j=t+h j=t+h

Abnormal returns in the pre-period (H < 0) are calculated using returns from H to —1.
Abnormal returns in the post period (H > 0) are calculated using returns from 0 to H.

I construct the cumulative abnormal returns for the three and four factor models in
an analogous manner. I obtain my Fama-French 3-factor portfolio data, as well as my
momentum portfolio data from Kenneth French’s website. I estimate 37, where g € {3,4}
using:

Ris — RS = ws+ Y B iifs + ek (8)
fer

where R/ is the risk free rate, F? = {(R,s — R{),HMLS, SMB;} and F* = {(Ry;s —
Rl), HML,, SMB,, MOM,)}

I then construct cumulative abnormal returns as:

20 adapt this methodology from Niessner (2015).
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. t+H f
AR, = | T1 (1 +Re;—R})
j=t+h

X t+H
- L (| Taen

fEF j=t+h

- 1) ©)

As with the one factor model, abnormal returns in the pre-period (H < 0) are calculated
using returns from H to —1. Abnormal returns in the post period (H > 0) are calculated

using returns from 0 to H.
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Coefficient Estimates
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FIGURE 2. This figure plots point estimates, along with 95% confidence

intervals, of the coefficients on NewsRatio x WSKI x After from the OLS
regressions presented in Table 2.
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Net Coefficient Estimates

-2

A4

2

0

-4

Effect of NewsRatio on Abnormal Returns: Shelf Sample

o=
/
7/
| 7/
7/
7/
//
///
///
T -~
~ //
\\\ 7/
~ < 7/
\\\\ ——‘—'—'/
T~
e ~ -
VS -~ // S<
/ \\ // ~ - //
7/ L // ~
] 7/ -
/
/
//
/””
_”/”
I I I I I I I I I
-30 -10 1 5 10 20 30 40 50

Days from Issuance

FIGURE 3. This figure plots point estimates, along with 95% confidence
intervals, of the coefficients on NewsRatio x WSKI x After from the OLS
regressions presented in Table 3.
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Means of SurpriseNewsRatio for WKSlIs
Before and After the SOR
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FIGURE 4. SurpriseNewsRatio, averaged across 25-day windows, before
and after the SOR for WKSIs only. Vertical bars represent 95% confidence
bars for each window. [-50, -25) and [-25, 0) represent the synthetic quiet
period, and [-100, -75) and [-75, -50) represent the 50 days immediately
prior to the synthetic quiet period.
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Means of SurpriseNewsRatio for non—-WKSIs
Before and After the SOR
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FIGURE 5. SurpriseNewsRatio, averaged across 25-day windows, before
and after the SOR for non-WKSIs only. Vertical bars represent 95%
confidence bars for each window. [-50, -25) and [-25, 0) represent the
synthetic quiet period, and [-100, -75) and [-75, -50) represent the 50 days
immediately prior to the synthetic quiet period.
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TABLE 1. Summary of Communications and other Restrictions on WKSIs

Before and After the SOR
Period Pre-2005 Reform Post-2005 Reform
Pre-Filing Beginning not clearly defined Begins 30 days before filing
Period No oral or written communications between WKSIs may communicate freely throughout
those involved with the offering and potential the pre-filing period**
investors
Forward looking statements, opinions, and Forward looking statements permitted

other “soft” information discouraged

Factual business information permitted
Certain topics expressly permitted, including
normal advertising and periodic reporting
Changes to advertising or reporting may
jeopardize the offer

Strict rules regarding how a firm may give
notice about an upcoming issuance and
information about the underwriter prohibited

Restrictions on brokers and dealers Restrictions on brokers and dealers relaxed
Waiting Written communications restricted to: Free Writing Prospectuses permitted,
Period -“tombstone” ads provided that the information therein
-preliminary prospectus (submitted to the SEC)* does not conflict with the registration
-summary prospectus (submitted to the SEC)* statement or the issuer’s fillings**
-certain broker/dealer reports
-certain prescribed identifying statements Permitted identifying statements broadened
Oral communications (“road shows”) before Road shows before live audiences may be
live audiences permitted re-broadcast widely
Post-Effective Sales must be accompanied by a Access equals delivery
Period prospectus
Communications must be accompanied
by a prospectus
Shelf- Valid for up to two years Valid for up to three years
Registration = Base prospectus reviewed and declared Effective immediately
effective by the SEC
Initial filing contains information about issuer Less information required

Initial filing specifies type & value of securities  Initial filing need not specify value of securities
Registration updated upon takedown

Could be used for SEOs and bonds, with (No change)
additional restrictions on SEOs
All filing fees must be paid up front “Pay as you go”

This summary draws heavily on Morrissey (2006).

*According to Morrissey, “both of these documents essentially contain information that would be
in a final section 10 prospectus.”

**Subject in certain cases to a filing requirement.
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TABLE IA.11. Difference in Differences: SurpriseNewsRatio By WKSI Status,
Before and After the SOR

This table reports the coefficient estimates from OLS regressions. The dependent variable is the
SurpriseNewsRatio of firm i. Data are arranged in event time, where 0 is the date of issuance j. Each
column reflects data from a different 25-day period in event time. WSKI is a dummy variable equal to
1 if firm i was a WKSI at the time of issuance j. After is a dummy variable equal to 1 if issuance j by
firm i occurred after the SOR. t-statistics computed using heteroskedasticity-robust standard errors are
presented in parentheses. The symbols *, **, and *** denote significance at the 10%, 5%, and 1% level,
respectively.

1) () 3) 4) &)

[-100, -76] [-75, -51] [-50, -26] [-25, -1] [0, 24]
WKSI x After -0.0269*** 0.00993 -0.00285 0.0142* 0.0147
(-3.42) (1.42) (-0.37) (1.81) (1.49)

WKSI 0.0247+* -0.000700 -0.00143 0.000813 -0.00663
(4.13) (-0.14) (-0.26) (0.15) (-0.89)

After 0.00531 -0.00373 0.00901** 0.00518 -0.0173***
(1.40) (-1.11) (2.21) (1.27) (-2.98)

Constant -0.00348 -0.00339 0.000755 -0.000218 0.0188"**
(-1.33) (-1.42) (0.28) (-0.08) (4.30)
Observations 33604 33723 33963 34191 34244
R2 0.001 0.000 0.000 0.001 0.000

Adjusted R? 0.001 0.000 0.000 0.000 0.000
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