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Table VIL Frequency Reason for Delisting

Panel A. 5B-2 IPOs

Cumulative Cumulative

Status Frequency Percent Freguency Percent

Active 255 489 258 489
Merge 77 145 336 3.4
Liquidate 0 0.0 336 3.4
Dielist 194 36.6 E30 100

Panel B. 5-1 IPOs [Pooled)

Cumulative Cumulative

Status Frequency Percent Freguency Percent

Active B63 52.6 663 52.6
Merge 388 30.8 1051 B3.4
Liquidate 4 0.3 1055 B3.7
Dielist 205 16.3 1260 100

Panel C. 51 IPOs [Pair-Matched)

Cumulative Cumulative

Status Frequency Percent Freguency Percent

Active 286 55.2 2E86 55.2
Merge 141 27.2 427 B2.4
Liquidate 0 0.0 427 B2.4
Delist 91 17.6 518 100

determine outcome. Panel A shows 259 (48.9%) of the SB-2 firms still actively trading
(CRSP delist code 100) after five years, compared to 663 (52.6%) of the pooled S-1
firms (Panel B), and 286 (55.2%) for the pair-matched sample (Panel C). Nearly one-
third, 30.8% (27.2% using pair-matched), of the S-1 firms merged with other
companies (delist codes 200-261), compared to only 14.5% of the SB-2 firms. In
contrast, only 16.3% (17.6% pair-matched) of the S-1 companies were delisted by the
current exchange because of unmet standards (delist codes 550-587), compared to
36.6% of the SB-2 companies. Examples of unmet standards include the security’s
price falling below an acceptable level, insufficient assets, and not meeting the
exchange’s financial guidelines.
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If we consider the top two rows in each panel of Table VII to indicate success
(active or merge) and the bottom two rows to indicate failure (liquidate or delist), then
SB-2 IPOs have a 63.4% success rate whereas S-1 IPOs have 83.4% pooled and 82.4%
pair-matched success rates. The chi-square z-statistic difference in frequencies is
statistically significant at the 1% level.®

Our final hypothesis, H4, addresses IPO hot issues markets and states that SB-2
IPOs have significant market cycles which are more volatile than S-1 IPOs. “Hot IPO
markets” are periods of either a) large numbers of IPOs or b) high underpricing. We
begin our hot market analysis by charting the annual frequencies of IPOs (Figures I
and II). In Figure I, we compare the SB-2 sample to the S-1 pooled sample to capture
the volume of small S-1 IPOs in general. The figure reveals two main spikes (1996 and
1999) for S-1 IPOs, along with smaller spikes in 2004 and 2007. The lower line on the
figure, depicting SB-2, shows one spike in 1996, but none thereafter. Casual inspection
thus suggests that S-1 IPOs experience a stronger IPO market cycle effect. In fact, the
graph for the volume of SB-2 IPOs seems to suggest the legislature was a fad that was
most popular in 1996, as opposed to displaying true hot markets cycling.

Figure L. Number of IPOs by Year (Pooled S-1 Sample)
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¢ We also compute parametric #statistic difference in means and nonparametric Wilcoxon rank tests.
The p-value for every test is less than 0.0001.
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Figure IL. Number of IPOs by Year (Pair-Matched 5-1 Sample)
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The hot markets literature uses not only the number of IPOs, but also the degree
of underpricing to measure hot markets (Lowry and Schwert (2002)). Figure III charts
the underpricing of the SB-2 sample compared to the pooled S-1 sample, and Figure
IV charts the pair-matched S-1s. Note in both figures that both SB-2 and S-1 IPOs
demonstrate cycles. The cycles are slightly more pronounced in Figure IV, with each
type of IPO experiencing four peaks. Interestingly, only the 1999 peak coincides for
both issue types. The underpricing hot issue market seems to be issue-type dependent
and not an artifact of general market conditions.

Figure ITL. Underpricing of TPOs by Year (Pooled 5-1 Sample)
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Next, we estimate the volatility of the number of IPOs by year to test the
volatility of the two samples. The S-1 pooled sample has a standard deviation of 78.8
compared to an SB-2 standard deviation of 42.5. The difference between the two is
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significant beyond the 1% level. The number of S-1 IPOs is more volatile than the
number of SB-2 IPO:s.

Figure IV. Underpricing of IPOs by Year (Pair-Matched 5-1 Sample)
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Examining the standard deviations of annual underpricing, the SB-2 sample
experiences a standard deviation of 15.8% compared to 24.7% (pooled) and 26.8%
(pair-matched). These differences are statistically different beyond the one percent
level. The underpricing of S-1 IPOs is more volatile than the underpricing of SB-2
IPOs.

As a final examination, we compute a chi-square test comparing the frequency
distribution in the number of IPOs for the SB-2 sample versus both S-1 IPO samples.
Both chi-square tests indicate a statistically significant difference in frequencies beyond
the one percent level. In sum, we confirm our initial hypothesis that SB-2 and S-1
IPOs experience hot markets; however, SB-1 IPOs are more volatile in terms of
number of IPOs and underpricing than SB-2 IPOs.

IV.  CONCLUSION

Our paper examines the three IPO phenomena of initial returns, long-run
returns, and hot issue markets. We find that SB-2 IPOs have less underpricing than S-1
IPOs. This result is surprising, as many of the measures of uncertainty indicated that
SB-2 IPOs may be more risky than S-1 IPOs. Abnormal one-year returns indicate that
SB-2 IPOs do not underperform S-1 IPOs, and in some specifications even
significantly outperform S-1 IPOs. Again, these returns results are surprising



92 Brau & Carpenter © SB IPOs and IPO Anomalies

considering the earlier tests which indicated SB-2 IPOs may be of lower quality vis-a-
vis S-1 IPOs.

We also document that SB-2 IPOs experience hot markets, especially when
measured by underpricing. Surprisingly, SB-2 IPOs are less volatile than S-1 IPOs in
terms of both numbers of IPOs issued per year and underpricing per year.

Finally, we document additional support for the small-firm uniqueness
hypothesis, namely that small firms are different from large firms along many
dimensions. Our use of the SB-2 program adds another unique methodology to the
extant literature, allowing us to statistically test if small firms differ from larger firms.
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APPENDIX A: Variable Definitions

Big Six

Book/Market

Cash Flow

Debt/Assets

Delaware Corp

Dual Share Class

Exchange

Internet IPO

Lockup Length

Dummy variable that indicates a company used one of the big six
auditors at the time of the IPO (Arther Andersen, Coopers &
Lybrand, Deloitte & Touche, Ernst & Young, KPMG, or
PricewaterhouseCoopers. If a “big 6” auditor was used, this variable
is assigned a ‘1’ value, if not, it is assigned a ‘0’. This variable is
derived from the “auditor1” variable in the SDC data.

Book to market ratio taken from Compustat’s common equity and
CRSP’s outstanding shares and price to calculate the market value.

Inflation adjusted Compustat “OANCF — Operating Activities Net
Cash Flow” data item.

Calculated from Compustat “DLTT — Long-Term Debt Total” divided
by Compustat “AT — Assets Total”.

Dummy variable that indicates a company filed its IPO in the state of
Delaware. Assigned the value of “1” if the IPO was filed in Delaware,
“0” if not.

Dummy indicating if the firm had dual-class shares. Derived from Jay
Ritter’s list of 591 IPOs with multiple share classes outstanding
(http://bear.warrington.ufl.edu/ritter/dual-class-ipo.htm). This
variable is assigned a value of “1” if the IPO involved dual-class
shares, “0” if not.

The exchange where the IPO is listed. Taken from the SDC variable
name “exchlisted”.

Dummy variable that indicates if the firm filing an IPO is an internet
company. Taken from Jay Ritter’s list of internet IPOs
(http://bear.warrington.ufl.edu/ritter/ipodata.htm). Loughran and
Ritter (2004) shows that the internet bubble during 1999-2000 had a
dramatic effect on IPO underpricing. This variable is assigned a value
of “1” if the company is an internet IPO, “0” if it is not.

Period of time following the IPO which insiders cannot sell company
shares. This variable comes from the “lockupdays” variable in the
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Log(Age)

Log(Sales)

Overhang

SB

Underprice

UW Rank

vC
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SDC data.

The “age” variable is the number of years from the founding of the
company to the time of the IPO. Taken from Jay Ritter’s data set that
includes founding dates for over 9,000 firms going public in the U.S.
during 1975 to 2009
(http://bear.warrington.ufl.edu/ritter/FoundingDates.htm). We use
the log of “age” in our models.

This variable is taken from Compustat’s “REVT — Revenue Total” data
item. We use the log of inflation adjusted sales in our models.

Shares retained divided by primary shares sold.

Dummy variable that indicates whether or not a firm filed the IPO
using the SB-2 form. If the firm used the SB-2 form this variable is
assigned a “1” value and “0” if not. Derived from the “secform”
variable in the SDC data.

This variable is the calculated ratio of the first day’s price (from CRSP
daily data field “prc”) divided by the offer price (take from SDC
“offerprice”) minus 1.

This variable represents the percentage share that an underwriter
has of all IPO proceeds in the year of the IPO. This variable is derived
from the two SDC variables “bookrun1” which is the name of the
underwriter for the IPO and “proceeds” which is the amount of the
proceeds from the IPO.

Dummy variable that indicates whether the company has venture
capital backing. This variable is taken from the SDC “vcbacked”
variable. A “1” is assigned if the company has backing from venture
capital, “0” if not.



