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Abstract 
An IPO (Initial Public Offering) environment is highly conducive to studying disclosure 

as it follows the conduit of information flows of a firm from a largely uncertain 

disclosure platform to a more certain after market.  This dissertation provides explanation 

as to what drives changes in a firm’s disclosure from before to after an IPO.  It looks at 

how these changes impact on returns, and how antecedent disclosure impacts on the 

trading of the stock in the initial secondary market.  A sample of 27,175 disclosures from 

309 IPOs in the period January 1997 – June 2001 are analysed.  Statistically significant 

results with regard to the change in disclosure were found to support my hypotheses that 

(a) as the IPO issue comprises an attenuated proportion of the post listing firm there is a 

higher change (relatively more information) and (b) firms who go back to the equity 

capital market soon after the IPO have a higher change.  Strong evidence was found to 

support the hypothesis that firms that have a lower change (relatively less information) in 

disclosure between pre and post perform worse over one and two-year cumulative 

abnormal returns, due to the realisation of hyping.  Further it was shown that firms who 

disclose more in the pre market, have higher underpricing (possibly as the higher 

antecedent disclosure proxies firm-specific uncertainty), and there was an association 

with lower risk and higher liquidity for 10 days following quotation. 

  

 

 

 

 

KEY WORDS: Disclosure, IPO, Hyping 
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Chapter 1 

INTRODUCTION 

There is no time of more importance for a firm’s disclosure policy then when it is to 

initially raise equity capital.  In imperfect capital markets information must be 

disseminated into the market in order to disclose the quality of the underlying asset which 

is unknown by, at least, some parties.  The disclosure that is undertaken by a firm that 

wishes to raise equity capital will have direct ramifications for the price that can be 

attained for that capital.  The central question of this paper is to determine what 

influences a decision to disclose and how that changes when a firm moves from a pre-

IPO1 to a post-IPO2 disclosure environment.  Due to the changing outcomes of this 

disclosure, the amount of it and the type changes in the post-IPO environment3.  This 

study analyses 27,175 disclosures from 309 IPO firms listing between January 1997 to 

June 2001 to explain the following: 

 

(1) Factors that drive changes in a firm’s disclosures before and after an IPO; and 

(2) How these changes impact on returns; and 

(3) How antecedent disclosure impacts on the trading of the stock in the initial 

secondary market. 

 

Disclosure is related to various firm characteristics such as retained ownership, the 

proprietary nature of the information, and whether or not the firm returns to the equity 

capital market soon after the IPO.  Furthermore, a short window event study analyses the 

impact of disclosure on market adjusted stock returns and the aftermarket impacts of 

disclosure on liquidity, risk and underpricing.  I measure disclosure by the number of 

disclosures and the number of price sensitive disclosures in the pre and post periods.  

Additionally, I use self-constructed measures of the news content of each of the 

disclosures by scoring them based on their level of ‘good’ and ‘bad’ ‘newsworthiness’ 

and relating these to the hypothesised determinants4.  This will provide a more certain 

                                                 
1 As regulated by s710(1) of the Corporations Act 2001 
2 As regulated by the Continuous Disclosure regime 
3 For example, in the pre market firms commonly make ‘voluntary’ earnings forecasts, yet these have much 
less prevalence in the aftermarket (Lee, Taylor and Walter, 1995). 
4 For another paper that uses a self-constructed disclosure measurement see Botosan (1997). 
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measure, at least from the researchers perspective, of what disclosures are likely to be 

relevant to the market.  

 

The importance of this topic can be witnessed in recent legislative changes in the US, 

which have seen shifts to a more ‘continuous’ disclosure environment.  The issue of the 

appropriate type of corporate regulation of disclosure was made prevalent by the Enron 

collapse and subsequent discussion of the failings of the US Regulation Fair Disclosure 

regime (Gallery, Gallery and Gilchrist, 2002 (G, G, Gilchrist, 2002).  This study will 

provide elucidation as to the type of disclosure in a continuous environment5.  The 

competitive advantage of this paper is found in the ‘Continuous Disclosure’ regime 

which has been buttressed by statutory civil and criminal sanctions since 1994, and 

provides a rich and timely heuristic for a firm’s disclosure stream6.  Further motivation 

for this study is that the Australian environment is considerably less litigious than the US 

(see e.g. Frankel, McNichols and Wilson, 1995, Anjinkya and Gift, 1984, Brown, Taylor 

and Walter, 1999 and G, G, Gilchrist, 2002) and this may incite more candid disclosures 

and enhance the power of the tests.  Indeed, such an argument was used in Mak (1996), 

who examined New Zealand IPOs with the justification of the reduction in implicit 

constraints on disclosure and thus more cross-sectional variation in disclosures.  The 

conclusions of this paper edify what drives a firms disclosure and how that changes when 

the extraneous environment for that disclosure is altered. 

 

There appears to be a paucity of coherence as to what are the determinants for disclosure 

generally.  Posited reasons in the literature are good news versus bad news (Verrecchia, 

1983), agency costs (Downs and Heinikel, 1982), proprietary costs (Darrough and 

Stoughton, 1990), issuing equity (Ruland, Tung, and George, 1990) litigation/reputation 

costs (Skinner, 1997 and Miller and Piotroski, 2000), stock compensation incentives 

(Aboody and Kaznik, 2000) and hyping (Lang and Lundholm, 2000).  However, no study 

has used the appeal of a disclosure study using the IPO setting as well as using the unique 

measure of disclosure and rich data source used in this dissertation.   

 

                                                 
5 Other such studies which do this, are Gallery et al. (2002). 
6 These changes were bought in through the Corporations Law Reform Act 1994 (Cth) and have been 
enforceable since 5 September 1994 as stated in Brown et al. (1999). 
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There exists research on pre-IPO disclosure (Leone et al., 2002) as well as studies, which 

focus upon pre-SEO (secondary equity offering) disclosure (Clarkson, Dontoh, 

Richardson and Sefcik, 1992) and the economic effects of this disclosure.  There exists 

very little, however, in the way of a cohesive empirical paper based upon how and why 

disclosure changes between the pre and post markets7.  It will not only be of interest to 

look at the determinants for this but to see the impacts of this on liquidity, volatility and 

underpricing and compare results with papers in other settings and institutional 

frameworks (e.g. Beaty and Ritter (1986), Diamond and Verrecchia (1991), Bradbury 

(1991), Botosan (1997), and Sangupta (1998), Luez and Verrecchia (2000), Leone et al. 

(2002)). 

 

The findings within this thesis would be of interest to analysts and IPO vendors in terms 

of the hyping story and what the impacts of improving disclosure in the pre market are on 

the initial aftermarket.  Equally, regulators and stock exchanges will be attracted to this 

work as identifying determinants of disclosure and quantifying the types of disclosures 

undertaken by IPOs in the pre and post market, are fundamental to the notions of fairness 

and efficiency which stockmarkets attempt to cultivate.  The underperformance anomaly 

of IPOs in the long run (Ritter, 1991) also provides further impetus to study the 

disclosure practices of these firms and provide a rational explanation for it.  This is made 

more interesting by conducting analyses in a continuous disclosure environment. 

 

As a subset of disclosure studies, IPOs use the historic/archival method, but are seen to 

be more powerful in a number of important facets due to the unique environment (Leone, 

Rock and Willenborg, 2002).  It is seen that studying the IPO and the disclosure issues 

surrounding them contributes significantly to the disclosure literature in alleviating 

endogenity problems (as causality is less ambiguous), and construct validity (as all 

information that the market uses for valuation is directly related to the equity issue). 

 

Specific contributions to the knowledge can be summarised as follows: 

 

                                                 
7 The only papers that deal with this are Lang and Lundholm (2000) and Schrand and Verrecchia (2002), 
however Lang and Lundholm look at SEOs and Schrand and Verrecchia (2002) use only the number of 
disclosures as their disclosure proxy. 
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(i) Added clarity in what drives ex ante, ex post and the change in IPO disclosure 

and the impact on the aftermarket 

(ii) Detailed content analysis of exactly what is disclosed pre- and post-IPO 

 

These will be enabled by: 

• Use of a unique ‘continuous disclosure’ database from the ASX8 

• Measuring each disclosure by its ‘newsworthiness’ 

• Testing a new constructively valid measure of hyping9  

• Testing in a relatively untapped institutional environment, Australia 

 

The conclusions in this dissertation indicate that a firm’s disclosure may also be a 

mechanism for manipulating equity markets (i.e., hyping).  This is consistent with Lang 

and Lundholm (2000) but in conflict with the majority of extant disclosure research, 

which finds no significant increase in management earnings forecasts before an equity 

offering (Frankel et al., 1995).   

 

The structure of this paper can be broadly construed as maintaining the themes of the 

determinants of disclosure (agency cost, proprietary cost and re-issuing) on a cross-

sectional and time series basis and the impacts of disclosure (hyping and aftermarket 

effects) cross-sectionally.  The subsequent chapter provides a literature review that deals 

with the foundation elements of the paper (agency theory, voluntary and continuous 

disclosure and IPOs), and then specifically the literature with regard to the hypothesised 

topic areas.  In Chapter 3 this structure is continued and each of the hypotheses are 

developed and articulated.  An analysis of the methodological choice and formulation of 

the later tested models is conducted in Chapter 4.  Chapter 5 looks at the 309 IPOs 

selected and the various sources of data coupled with general descriptive statistics.  

Further, in Chapter 6 there is the presentation of the results of the analysis based on each 

of the hypotheses and in Chapter 7 my conclusions are submitted, as are suggestions of 

areas for future research.  

 

                                                 
8 Australian Stock Exchange 
9 The other main hyping paper, Lang and Lundholm (2000) uses a matched firm technique. In this thesis, 
the need to do this is circumvented as I use the change in a firm’s disclosure ranking between the pre and 
post markets, in which the firm effectively controls for itself.   



  

                                                                                                                       5

Chapter 2 

REVIEW OF PRIOR LITERATURE 
In this chapter I commence with a discussion of the bases of the paper in terms of agency 

theory, voluntary and continuous disclosure and IPOs.  The issues in these sections 

pervade throughout the subsequent chapters of the paper.  I then deal with the literature in 

a manner consistent with the later formulation of hypotheses in the determinants and 

impacts of disclosure. 

 

2.1  AGENCY THEORY  

In this section I deal with the theoretical aspects of agency costs such that it sets a 

background for later discussions in a more empirical based framework.  The theory of the 

firm and the relationship between principal and agent was put forth in Jensen and 

Meckling (1974).  The firm was described as a ‘nexus of contracts’ between the various 

factors of production that are both explicit and implicit.  This depicted the situation where 

the agent (the manager) has superior information to the principal (the shareholder), 

resulting in costs of adverse selection.  Owing to the discordance of interests between 

shareholders and managers (‘agency costs’), monitoring and bonding is executed with a 

view to aligning these two disparate interests.  The level at which this monitoring has to 

be conducted will be a function of the proportion of the firm that is not owned by the 

management.  Therefore, a major motivation for disclosure in all of its forms may be to 

meet the demand for monitoring and thus mitigate agency costs (Leftwich, Watts and 

Zimmerman, 1981). 

 

Akerlof (1970) advanced the theory of lemons due to asymmetric information that exists 

between buyers and sellers of various assets.  As there exists goods of differing quality, 

both the ‘good’ quality and ‘poor’ quality (‘lemon’) assets will be traded at the same 

price, which will be discounted according to the level of adverse selection that prevails in 

the market for that asset.  As it is impossible for a buyer to differentiate between a good 

and lemon asset, ceterus paribus, this will either mean that good assets will be driven out 

of the market by lemons or forced to differentiate themselves. 
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The pooling equilibrium conclusions by Akerlof are unsatisfactory as they suggest that 

these information asymmetries that induce adverse selection amongst the buy-side will 

generate an equilibrium market price that is far below the intrinsic value of the quality 

goods that exist in the market10.  However, the market has itself developed mechanisms 

such as optimal contracts and ‘signals’ of a quality underlying asset.  This includes, for 

example, firms disclosing information that is credible which will create a separating 

equilibrium (Welch, 1996).  A separating equilibrium provides incentive for good firms 

to differentiate, but this differentiation has to be costly to be credible.  The credibility of 

disclosures is enhanced by the reputational costs of giving misleading information, such 

as the brand name of the investment bank/underwriter (e.g. Hansen and Torregrosa, 

1992) and the warranty that is provided by the auditor (e.g. Watts and Zimmerman, 1983, 

and Lee, Taylor and Taylor, 2002).  Each of these elements, or a combination, contributes 

to mitigate the severity of the lemons principle for quality assets. 

 

2.2  VOLUNTARY DISCLOSURE 

Voluntary dislcosure by firms has been the foci of much extant research (Cerf, 1961, 

Leftwich et al.,1981, Chow and Wong-Boren, 1987, Mak, 1991, Lang and Lundholm, 

2000).  Firms may choose to disclose information over and above what is required by the 

law in order to reduce adverse selection and thereby attenuate the costs of capital 

(Schrand and Verrecchia, 2002)11.  The amount of voluntary disclosure that a firm 

furnishes the market with will be a function of the environment within which the firm is 

operating.  It has been widley documented (Mak, 1996 and  Cheng, Lee and Talyor, 

2000) that in countries that are less litigous in nature (New Zealand and Australia 

respectivley), there will be a tendency to have more frequent use of voluntary disclosure 

by firms as the marginal costs (litigation) of providing voluntary information may be 

lower in these environments. 

 

Weidman (2000) describes the three predominant legs of the disclosure literature being 

the ‘disclosure environment, the disclosure attributes and the disclosure impact’.  The 

first taxonomy describes research such as Gibbins, Richardson, and Waterhouse (1990), 

                                                 
10 This pooling equilibrium is where rational buyers cannot differentiate between goods. 
11 I assume that public disclosures are substitutes, not complements for private information.  Therefore, a 
public disclosure reduces information asymmetry, rather than increases it.  This assumption was also made 
in Schrand and Verrecchia (2002). 
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which looks at the environment within which disclosure occurs.  They identify internal 

forces (“corporate history, corporate strategy, and internal politics”) and external forces 

(“institutional, legal and market”) that impinge upon the disclosure environment 

(Weidman, 2000).  The second taxonomy examines the actual disclosures made, in terms 

of their type, timeliness, frequency, and credibility (e.g. Buzby, 1974). Finally, aspects of 

the impact of disclosure include cost of capital, liquidity, risk and agency costs (e.g. 

Botosan, 1997, Schrand and Verrecchia, 2002).  This thesis has hypotheses that permeate 

in certain degrees each of these categories of the voluntary disclosure literature. 

 

It was found in Lang and Lundholm (1996) that for firms with higher disclosures, as 

measured through FAF-AIMR scores, there was an association with lower dispertions in 

analysts forecasts, higher accuracy in forecasts and a larger number of analysts following 

the firm.  This finding shows that even though there is a benchmark level of dislcosure 

that is required by the regulatory authorities, and thus compulsory, firms may differ 

strikingly in the disclosure to the market.  The touted benefits of this higher disclosure 

are in “reduced uncertainty, lower information asymmetry, fewer extreme earnings 

surprises, and greater investor following” (Mahoney, 1991).  

 

An innovative method of measuring for an increase in disclosure is in German firms that 

have switched from the German to international accounting standards.  Due to the 

relatively opaque GAAP that German firms face, such a change is tantamount to 

committing themselves to increased levels of disclosure.  Leuz and Verrecchia (2000) 

undertook such a study and found significant results that suggest that the increased 

disclosure effectively lowers the “information asymmetry component of the firm's cost of 

capital.”   

 

The incentives for voluntary disclosure may be based upon the monitoring function that 

they provide as in Leftwich et al. (1981), or reducing the costs of capital argument used 

in Leuz and Verrichia (2000).  Firm size was used as an explanation for voluntary 

disclosure in Chow and Wong-Boren (1987) who conducted their study in a largely 

unregulated disclosure environment12.  In Dye (1985) there was the analysis of the 

                                                 
12 They test their hypotheses with the operationalisation of identifying the actual disclosure and secondly 
rating each of these items.  A similar approach is used in this thesis. 
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‘disclosure principle’ that the contemporaneous shareholders of a firm desire the value of 

equity to be as high as is possible, which implies that they desire management to suppress 

information that is unfavourable and disclose information which will have the effect of 

increasing the equity value.  If there is information that investors perceive as yet to be 

released, this would represent an adverse selection problem and investors would reduce 

their demand for the stock as it is presumed to be bad news.  Therefore managers have an 

incentive to disclose even bad information in order to differentiate the bad news, from 

news that could be worse.  Consequently, in terms of non-proprietary information, it was 

argued that managers disclose both good and bad news with equal propensity.  

Alternatively, good news may be used as a signaling mechanism of underlying quality, 

but disclosure of bad news, strategically placed, may act as a deterrent to new entrants in 

an entry game (Verrecchia, 1983). 

 

Generally, posited reasons for cross-sectional variation in non-proprietary information 

are that the information may not be verifiable or credible (Dye, 1985, and Schrand and 

Verrecchia, 2002).  Secondly, that the absence of disclosure is as a result of the disparate 

interests of principal (shareholders) and agent (managers) whose interests are a part of a 

zero-sum game (Leftwich et al., 1981, Dye, 1985, and Schrand and Verrecchia, 2002).  A 

third explanation for the nondisclosure of non-proprietary information is related to the 

costs involved in actual disclosure exceeding the benefits of doing so (Dye, 1985, and 

Schrand and Verrecchia, 2002). 

 
2.3 CONTINUOUS DISCLOSURE 

As the Australian regulatory environment is unique, this warrants some discussion of its 

characteristics which provide further motivation for this thesis.  The Australian disclosure 

environment has been the subject of several studies highlighting the differences from a 

purely ‘voluntary’ process to more of a madatory requirement for all ‘price sensititve’ 

information to be disclosed (Brown, Taylor and Walter, 1999, Gallery, Gallery and Hsu, 

2002 and G, G, Gilchrist, 2002)13.  The only voluntary aspect in a continuous disclosure 

regime appears to be discretion as to the timing of the disclosure (Gallery, Gallery and 

                                                 
13 ‘Price sensitive information’ is defined by ASX guidance release 6A as “ any information concerning [a 
listed entity] that a reasonable person would expect would have a material effect on the price or value of the 
entity’s securities.” 
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Ryan, 2002 (G, G, Ryan, 2002))14.  Broadly, relative to a quarterly reporting 

environment, the continuous disclosure regime has less mandatory historical disclosures, 

yet more ad hoc and other such disclosure (Brown, Lee, Taylor, and Walter, 2001).  

 

Such a regime has been the focus of attention by US regulators who are considering a 

number of options in amending the present disclosure environment.  This has included 

‘current’ disclosure, which would supplement the existing reporting framework (Pitt, 

2001).  An analogous system has operated in Australia since 1994 (Brown et al., 1999). 

 

The continuous disclosure regime was designed to avoid the need for quarterly reporting 

as it would lead to divulging information in a ‘no surprises’ environment.  However, 

recent evidence by G, G, Gilchrist (2002) has suggested that only 14% of earnings 

changes have a pre-empting disclosure, which they take to indicate more ‘opportunistic’ 

than continuous disclosure.  Also they find that firm disclosures can be predicted by firm-

specific characteristics, which is consistent with the voluntary disclosure literature dealt 

with in the previous section.   

 

The key point of interest is how a continuous and essentially mandatory disclosure 

regime may have different ramifications for the determinants and impacts of disclosure 

then would a voluntary environment.  Ostensibly the reaction may be that there will be 

less cross-sectional variation in the earlier case and potentially less significance in the 

disparity of disclosure.  However, the interpretation by management of what is ‘price 

sensitive’ has a high degree of latitude, which was shown to be the case in G, G, Ryan 

(2002). As in Brown et al. (1999) there was evidence of increased disclosures for small 

firms and firms that, on a relative basis, performed poorly after the introduction of 

sanctions enforcing the continuous disclosure regime which shows that the effect of the 

changes was not entirely dramatic.  Another motivating factor is that the Australian 

disclosure environment is characterised by reduced litigation relative to the US (Frankel 

et al., 1995) and it is perhaps less costly to disclose. 

 

                                                 
14 Gallery, Gallery and Ryan (2002) conduct a study in this continuous disclosure environment and note 
that many of the disclosures by firms contain infromation that permeates across several different categories.  
It was for this reason that the reading of each disclosure had to be undertaken for the purposes of this thesis, 
rather than determining the information content of a disclosure merely by its title. 
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In terms of pre-market disclosure in an Australian context, Cheng et al., (2000) describe 

the impact of the introduction to the Corporations Law of s1022 (now s710(1) of the 

Corporations Act 2001), which effectivley encourages companies to disclose more 

information, particularly forecasts, in prospectuses when they raise equity capital.  They 

found that after the introduction of the section, there was a significant increase in the 

accuracy of prospectus disclosures.  Combined with the continuous disclosure 

environment in the after market, Australia provides an interesting and potentially 

rewarding environment to conduct this study as disclosures are likely to be more 

forthright than in other institutional environments. 

 

2.4 IPOs 

The purpose of this section is to provide a motivation for IPOs as an attractive setting for 

disclosure research.  IPOs are a subset of disclosure studies, which use the 

historical/archival method, and are seen to be more powerful in a number of important 

facets due to the unique environment (Healy and Palepu, 2001).  Endogenity problems do 

not impinge IPO studies of disclosure as “IPOs provide a relatively short-window for 

these tests that overcome some of the timing issues that hamper empirical studies of the 

effects of disclosure …. in other settings” say Schrand and Verrecchia (2002) who look at 

volatility, liquidity and underpricing impacts of disclosures.  Due to this short window, 

the need to control for extraneous events such as broader economic influences or other 

capital markets activity is dissipated15.  In addition, it is seen that studying the IPO and 

the disclosure issues surrounding them contributes significantly to the disclosure 

literature especially in terms of construct validity as arguably, there is no time of more 

importance for a firms disclosure than in an IPO.  The researcher can be more assured 

that what they are measuring is disclosure related to the issue, rather than some other 

event that may dilute the disclosure measure’s constructive accuracy (Leone et al., 2002). 

 

IPOs provide an opportunity to analyse what drives supply-side disclosure, and the 

consequential aftermarket impacts.  In Rock (1986) it was put forth the theory that the 

firm that offers the equity must discount the shares in order to ensure the uninformed take 

up of the issue.  Informed traders will only participate in the issue if it is undervalued as, 

                                                 
15 These two factors were identified in Brown et al. (1999) as being needed to be controlled for when 
measuring temporal differences in disclosure. 
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will uninformed investors, yet uninformed investors, due to rationing if there is excess 

demand for the securities, will be subject to a ‘winners curse’.  This results in the 

situation where if a firm has to give a discount in order to attract uninformed investors.  

This will generate more informed demand and therefore crowd out the uninformed, 

creating the need to further discount the issue. 

 

Even though, on average, IPOs are underpriced, when an investor submits to participate 

in a new issue, they cannot be sure about the price at which it will trade until it actually 

commences trading.  Beaty and Ritter (1986) find a positive relation between an IPOs 

expected initial return through underpricing and the ex ante uncertainty about the IPOs 

value.  This is related to the information asymmetry that would generate the higher 

ambivalence prior to the issue and result in the necessity to discount the offer to attract 

uninformed demand, which is congruent to Rock (1986). 

 

It has been stated in other research that using this underpricing in IPOs is an excellent 

measure of the costs of equity capital of the firm (Schrand and Verrecchia, 2002) as it 

represents the ‘money left on the table’ in order to ensure a successful float.  Other 

literature has argued underpricing is related to a signalling mechanism and substitutes for 

actual disclosure of proprietary information (Grinblatt and Hwang, 1989), as a quality 

signal in a market for lemons (Healy and Palepu, 2001), due to reputation effects (Titman 

and Trueman, 1986, and Taylor, 1991), and as a consequence of  ‘information cascades’ 

through the book-build (Welch, 1992)16. 

 

2.5  DETERMINANTS OF DISCLOSURE 

The following section details, based on a framework that continues in the subsequent 

chapters, the literature based on possible determinants of disclosure.  The costs involved 

in disclosing do not change between the pre- and post-IPO markets17.  However, due to a 

number of factors that I identify (e.g. agency costs, proprietary costs and re-issuing 

firms), the marginal benefit is influenced, and these factors collectivley determine the 

change in disclosure18.  

                                                 
16 For a comprehensive summary of possible explanations of IPO underpricing see Lee (2003). 
17 This is by assumption, but this is seen as a realistic assumption. 
18 It is acknowledged other widely used hypotheses such as litigation cost and stock compensation (Healy 
and Palepu, 2001).  The litigation argument is dealt with in the models without stating formal hypotheses 
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2.5.1 AGENCY COST 

In the pre-IPO market the principal and agent will have a closer set of aligned interests 

than after the IPO.  This is because the selling of equity to the public will necessitate the 

dispersion of ownership of the firm.  The change in the ownership structure of the firm 

will lead to an increase in the differences in the interests of principal and agent.  This is 

because of the fact that there will simply be more owners in the aftermarket, which have 

differing interests.  This is an agency cost problem in that as the retained ownership of 

the firm falls, the dispersion in ownership base rises, as does information asymmetry.  As 

the firm effectively becomes less closely held, the pressures and incentives for disclosure 

are intensified and this will translate to higher disclosure in the post-IPO market.  In the 

pre-IPO market, the incentive to disclose will be impacted by the proportion of the firm 

that is being sold as new equity to the public.  Table 2.5.1, is a summary of the literature 

relating agency theory to disclosure related to equity issues. 

 

Downs and Heinkel (1982) looked at signalling in the unseasoned issue of equity and 

found support for the ownership hypothesis.  As owners sell proportionately more of their 

share of the firm, there is a significant increase in the levels of disclosure in the pre-SEO 

market.  This is a consequence of the need to mitigate the perceived agency costs related 

to the prospective new shareholders before the issue to maximise the price obtained.  The 

measure they use for disclosure consists of information from the prospectus, which they 

assume to be the sole location of information that investors impound into their 

information set.   

 

It has been postulated in many studies that voluntary disclosure will be affected by 

agency costs (Watson, Shrives and Marston, 2002).  Mak (1996) found that there is a 

negative relationship between retained ownership by management after the IPO and the 

level of disclosure of forecast information (i.e., pre-IPO disclosure).  Also, it was 

proposed in Schipper (1981) that as the number of non-manger stockholders increases, 

external reporting becomes a more effective monitoring device. 

 

                                                                                                                                                 
because it is viewed as having less of an impact on the change in disclosure.  The stock compensation 
argument is not tested because compensation data is not readily available for Australian firms. 
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TABLE 2.5.1: Literature examining agency cost and voluntary disclosure19 

Author(s) Journal Market SEO 
IPO 

E- mainly 
empirical 
A- mainly 
analytical 

Pre disc 
and Ret. 

Own. 

Post disc 
and Ret. 

Own. 

Downs and Heinkel (1982) JOF NYSE SEO E - nt 
Mak (1996) JAPP NZSE IPO E - nt 
Marquardt, Wiedman, Welker (1998) CAR NYSE SEO E - nt 
Lang and Lundholm (2000) CAR NYSE SEO E - nt 
Leone, Rock and Willenborg (2002) WP NYSE IPO E - nt 
Schrand and Verrecchia (2002) WP NYSE IPO E + + 

Nt = Not tested 

 

Consistent with the above studies, Marquardt, Weidman and Welker (1998) found that in 

the nine months leading up to an SEO the information disclosed to market is dependant 

upon the identity of the seller.  This was operationalised by showing a positive 

relationship between disclosure and the level of participation by the management’s 

personal holdings in the sale.   

 

Leone et al. (2002) find that IPOs that have the backing of prestigious underwriters and 

venture capitalists provide less specific information in prospectuses with regard to uses of 

the cash raised in the issue.  This is taken to mean that firms that are more closely 

monitored will have mitigated incentive alignment problems and confer to reduce the 

specifity in the use of proceeds section of the prospectus.  This can be extrapolated to 

suggest that firms with higher retained ownership after an equity issuing will find less 

need to disclose compared to their less closely held counterparts. 

 

There is further evidence that managers may attempt to influence the price received in 

equity offerings through disclosures prior to the offering as in Lang and Lundholm 

(2000).  It was found in the firms with selling shareholders (insiders who are participating 

in the offering), that there is the tendency to disclose more than firms without selling 

shareholders.  However, in this study as Weidman (2000) laments in a review paper, it 

would have been instructive if the results were portioned based on the identity of the 

seller.  Weidman (2000) notes “It is reasonable to expect that when managers sell their 
                                                 
19 Journal acronyms: CAR, Contemporary Accounting Review; JAE, Journal of Accounting and 
Economics; JAPP, Journal of Accounting and Public Policy; JAR, Journal of Accounting Research; JBF; 
Journal of Banking and Finance; JOF, Journal of Finance; PAR, Pacific Accounting Review; RES, Review 
of Economic Studies; WP, Working Paper; 
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shares, the increased disclosure may be less credible given their stronger personal 

incentive to influence the stock price”.   

 

In Schrand and Verrecchia (2002) they find that, as in the pre-IPO period, disclosure 

frequency in the post-IPO period is significantly and positively associated with retained 

ownership.  The finding in the pre market is in conflict with the other studies in this area.  

This positive finding may be due to the measure of disclosure, which is the actual number 

of disclosures made by the firm, which would, I feel, give undue weighting to disclosures 

that is not commensurate with their newsworthiness.  Schrand and Verrecchia state that 

higher retained ownership would be associated with higher pre market disclosure to 

reduce costs of capital.  However, I posit that it is likely to be less credible disclosure.  In 

this thesis this problem will be overcome, as each disclosure will be scored based upon 

its newsworthiness, however, the hypothesised direction is consistent with Schrand and 

Verrecchia (2002) (see Chapter 3).  The post listing positive finding by Schrand and 

Verrecchia is unique and a significant contribution which is examined in this dissertation. 

 

In the Australian context, Lee, Taylor and Walter (1995) suggest that the escrow 

restrictions on stock sales by insiders may increase the power of the retained ownership 

as a signaling mechanism.  They argue this to put weight to the ‘commitment’ to the issue 

from the vendors. 

 

2.5.2 PROPRIETARY COST 

As defined by Dye (1985) proprietary information is “any information whose disclosure 

potentially alters a firm’s future earnings gross of senior management’s compensation.”  

That is, any information that is of strategic value to the firm. As in Healy and Palepu 

(2001), when one considers the impact of proprietary costs on voluntary disclosures, 

there is the underlying assumption of no conflicts of interest between managers and 

shareholders.   

 

It is suggested in Darrough and Staughton (1990) that more competition among firms 

implies more, and not less, disclosure.  This is an observation seemingly contrary to 

Verrecchia (1983).   The apparent conflict here appears to be in the interpretation of costs 

and the nature of competition as was brought to attention by Darrough and Staughton.  
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They look at incentives for voluntary disclosure of proprietary information and provide 

that if a firm discloses then this provides more information for incumbent competitors, 

but more information to value the firm.  They develop a stylised model where higher 

proprietary disclosure increases the probability of entry by a new player in an entry game.  

This model suggests that competition encourages voluntary disclosure, which occurs 

because for an incumbent firm that harbours favourable information the incentive to deter 

new entrants becomes a priority.  This can be put such that in industries where there are 

lower costs of entry there will be higher competitive pressures and thus higher disclosure, 

and vice versa.  Table 2.5.2 provides a synopsis of the extant literature relating to 

disclosure and proprietary costs. 

 

TABLE 2.5.2: Literature examining proprietary costs and voluntary disclosure 

Author(s) Journal Market  SEO 
 IPO 

E- mainly 
empirical 
A- mainly 
analytical 

Proprietary 
costs and pre 

disclosure 

Proprietary 
costs and 

post 
disclosure 

Bhattacharya and Ritter (1983) RES N/A · A nt nt 
Verrecchia (1983) JAE N/A · A - nt 
Darrough and Staughton (1990) JAE N/A · A + nt 
Bradbury (1991) PAR NZSE IR E . . 
Leone, Rock and Willenborg (2002) WP NYSE IPO E - nt 
Schrand and Verrecchia (2002) WP NYSE IPO E - - 
IR = Interim reporting      NT = Not tested     . = not relevant to study 

 

Verrecchia (1983) stated that product market competition may provide disincentives for 

voluntary disclosure.  This seems intuitively appealing in that it assumes that traders have 

rational expectations about manager’s motivations.  He stated that “…. the greater the 

proprietary cost associated with the disclosure of information, the less negatively traders 

react to the withholding of information.”  Further, if proprietary costs prevail then a 

trader cannot interpret unequivocally a firm’s decision not to disclose some information 

as ‘bad’ news20.   

 

In Grossman (1981) and Milgrom (1981) it is focused where there is no potential entrant, 

and the incumbent is only concerned with valuation for firms with good information; the 

impetus for full disclosure is provided.  When it is considered only incumbents and 

                                                 
20 As in Leone et al. (2002) ‘The decision to withhold information should also provide some benefit ex 
post, given that damage to the competitive position was purportedly averted’. 
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potential entrants, but no market, then those with negative information will fully disclose 

to deter entry.  With all three players there then can be partial disclosure equilibria. 

 

In an alternative institutional environment, Bradbury (1991) hypothesised that firms in 

more concentrated industries face higher competitive costs of disclosure and will 

therefore disclose less interim earnings information.  The results, however, are in the 

opposite sign, although insignificant.  This demonstrates that there may be merits in both 

of the conflicting arguments of Verrecchia (1983) and Darrough and Staughton (1990) in 

terms of the impacts of industry concentration.  This is why I choose to use a more 

constructive measure of proprietary costs, similar to Bhattacharya and Ritter (1983) who 

use the proportion of R&D to sales.   

 

2.5.3 RE-ISSUING 

Once firms issue capital for the first time, they may find the need to go back to both debt 

and equity capital markets for various reasons.  I focus on a return to the equity market 

soon after the IPO and the incentives this presents that result in influencing a firm’s 

disclosure.  While, a large body of research looks at firms in either IPOs or SEOs, there is 

a sparse discussion of when the two are executed in quick succession.  I term this ‘re-

issuing’. 

 

Table 2.5.3 summarises the many papers written on secondary capital markets 

transactions disclosure implications.  One such example is Frankel et al. (1995).  They 

find that for firms who re-enter capital markets (either debt or equity) there is no 

significant increase in the forecast earnings of the firms before they re-enter the market.  

This was contrary to their hypothesised positive relationship and the lack of significance 

was attributed to the legal liability issue that is particularly prevalent in the US.  For the 

Frankel et al. (1995) study I think that the use of forecast earnings as a proxy for 

discretionary disclosure is too narrow.  This is overcome by this thesis, which uses a 

wider measure of disclosure.  Furthermore, the reduced litigious threat in an Australian 

context may provide for more cross-sectional variation in discretionary disclosure, which 

may be more conducive to testing how disclosure changes with firms re-entering the 

equity capital market. 
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TABLE 2.5.3: Literature examining re-issuing effects of voluntary disclosure 
Author(s) Journal Market E- mainly 

empirical 
A- mainly 
analytical 

Re-Issuing 
equity and 
disclosure 

Ruland, Tung, and George (1990) AR NYSE E + 
Lang and Lundholm (1993) JAR NYSE E + 
Lang and Lundholm (1996) AR NYSE E + 
Frankel, McNichols and Wilson (1995) AR NYSE E none 
Healy and Palepu (2001) JAE N/A A + 

 

Healy and Palepu (2001), when discussing the various motives for voluntary disclosure, 

discuss the capital markets transactions hypothesis where ‘the perceptions of a firm are 

important to corporate managers expecting to issue public debt or equity’.  Firms seeking 

external financing are perceived by analysts to provide superior disclosure policies (Lang 

and Lundholm, 1993), are more likely to voluntarily disclose earnings forecasts (Ruland 

et al., 1990) and are providers of more frequent disclosures that are more detailed than 

firms who abstain from re-accessing external finance markets (Lang and Lundholm, 

1996; 2000)21.  

 

It is suggested in Welch (1996) that a seperating equilibrium is created by the highest 

quality firms in order to differentiate from lower quality firms.  Characteristics of these 

quality firms will be the tendency to underprice more and wait a longer period before 

they undertake an SEO after the IPO.  The only instance in which a quality firm will re-

issue earlier is if their underlying quality is discovered which would reduce the necessity 

to signal to investors that the firm is high-quality (thus there is no need for ‘capital 

starvation’).  Therefore, using this model by Welch it is possible that analysing firms for 

when they re-issue, could inadvertedly be measuring the quality of the firm.  

 

2.6  IMPACTS OF DISCLOSURE  

To provide a comprehensive dissertation on disclosure, I also examine the impacts of 

disclosure after examining the determinants. 

 

 

 
                                                 
21  Further, Marquardt et al. (1998) find that for SEOs the disclosure level is contingent on who is on the 
sell-side, as discussed above. 
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2.6.1  HYPING 

While hyping is a consequence of the incentive to disclose (and thus possibly a 

determinant of disclosure) it is best served by analysing the impact of hyped stocks in 

terms of their cumulative abnormal returns.  In the sale of any good there will inevitably 

be some touting of the virtues by the seller in order to get a higher price.  However, 

hyping occurs when it is interpreted by the buyer that the good is worth more than its 

intrinsic value.  The hype is in the build-up, the press, the promotion, and the puffery.  As 

the level of disclosed positive information will vary, dependant upon the good that one is 

selling, the realisation of hyping is very much an ex-post event.  This compels an impacts 

based framework for the study of hyping. 

 

TABLE 2.6.1: Literature examining hyping and voluntary disclosure 

Author(s) Journal SEO 
IPO Market 

E- mainly 
empirical 
A- mainly 
analytical 

Evidence 
of hyping 

Frankel, McNichols and Wilson (1995) AR SEO NYSE E r 
Lang and Lundholm (2000) CAR SEO NYSE E/A b 
Leone, Rock and Willenborg (2002) WP IPO NYSE E b 
Schrand and Verrecchia (2002) WP IPO NYSE E b 
r = No b = Yes 

 

Lang and Lundholm (2000) examine the relationship between disclosure activities prior 

to the SEO and subsequent stock returns.  They argue that when a firm goes to market, if 

it can increase the proceeds of the issue, then it will face lower costs of capital.  

Examination is undertaken of two reasons for disclosure prior to an issue, being (1) to 

reduce information asymmetry or (2) to hype the stock.  The desire to hype is tempered 

by the legal consequences or ‘gun-jumping’ laws that prohibit misleading information22.  

Examples given of allowable disclosures that can be used more frequently are firm 

performance, management elucidation of the firms results and forecasts of profitability 

(and in some cases cashflow).  They control for the firm's current and future earnings 

performance, to reduce construct validity problems that may bias their measurements (as 

in Lang and Lundholm, 1993). 

 

                                                 
22 Analogous legislation exists in the Australian context in s710(1) of the Corporations Act 2001. 
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If the firm is hyping in the period prior to the issue, then when this becomes known by 

the market, the market will re-value the firm.  Lang and Lundholm (2000) use the SEO 

market to test their hypotheses, so when it was announced the intention to re-issue, the 

market would become aware of the motives behind the increased disclosure.  It was 

found that such a reaction was incomplete for hyped firms in that the long-term returns of 

these stocks significantly under performed matched control firms.  This result is critical 

because, for the hyping to be worthwhile, the negative reaction to the SEO announcement 

needs to be incomplete, and thus there is the reduction in the costs of capital.  To be 

incomplete, the returns on hyped stocks from six months prior to the announcement to the 

issue date needed to be higher than the control firms.  That is, the market under-adjusted 

for the earlier hyping. 

 

First, it was established that issuing firms increase disclosure more than control firms 

(non-issuers) over the period prior to the announcement of the equity issue.  It was 

concluded that higher levels in disclosure leading up to the announcement was hype, and 

this is observed in the larger negative returns to those that increased disclosure prior to 

the announcement in comparison to those who maintained a more constant level of 

disclosure.  Their results are generally strongest for the categories of disclosure over 

which firms have the most discretion, suggesting that management makes a conscious 

decision to change disclosure. 

 

Interestingly, when looking at the use of ‘good’ versus ‘bad’ news, antecedent to the 

offering, Lang and Lundholm (2000) found that, over 45 percent of the firms’ statements 

are optimistic, compared with only 17 percent that are pessimistic. Afterwards the ‘tones’ 

became decidedly more neutral: the relative frequency of neutral and pessimistic 

statements increases, while the relative frequency of optimistic statements declines.  This 

could mean that firms selectively disclose ‘good’ information in the pre market in order 

to hype the stock or it could be that firms who have bad news decide against issuing.  

 

While the inferences drawn are interesting and make some contribution to the literature, 

the problems in the Lang and Lundholm paper are many.  In the first instance, the second 

hypothesis that attempts to explain the increase in pre-issue disclosure to the issue itself 

is problematic in terms of construct validity as the increase in disclosure may be related 
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to extraneous factors, such as a positive NPV project (Healy and Palepu, 2001).  Lang 

and Lundholm attempt to be control this problem by including current and next years 

earnings.  In this thesis this problem is overcome as it studies IPOs where all of the pre-

listing disclosure can directly related to the issue.   

 

In two recent studies there was, some evidence to support the hyping hypothesis.  Leone 

et al. (2002) observed an inverse association between use of proceeds specifity of the IPO 

cash in the prospectus and the long-run performance of the IPO over one, two and three 

years after adjusting for correlated variables.  This is consistent with Lang and Lundholm 

in that firms that desire to attach more promotion and build-up prospects of the float will 

be more specific, which leads to worse long run returns, as there is the ex post realisation 

by the market that the issue price was on average inflated.  Further in Schrand and 

Verrecchia (2002) those IPOs that were in the top third of disclosure frequency pre-IPO 

and subsequently ranked in the bottom third of disclosure frequency after the IPO, had a 

raw 100 day compound return that was significantly negative.  Again, this can be taken as 

evidence of hyping. 

 

2.6.2 INITIAL AFTERMARKET EFFECTS 

I now turn attention to the aftermarket trading implications of antecedent disclosure.  The 

research on aftermarket effects of disclosure can be broadly construed as focusing on the 

cost of capital and the liquidity impacts.  As suggested in Botosan (1997), the literature 

has tended to relate the level of disclosure and the cost of capital through liquidity or risk.  

The first variation is that the higher disclosure increases liquidity and reduces costs of 

capital through reducing bid-ask spreads or increasing the demand for the stock (see e.g. 

Amihud and Mendelson, 1986, and Diamond and Verrecchia, 1991).  The second leg of 

the literature suggests that the higher disclosure ameliorates estimation risk, which in turn 

reduces the difficulty in valuing the security (see e.g. Barry and Brown, 1985 and 

Clarkson et al., 1996).  

 

Again the IPO environment is ideal for studies in this area as disclosure is measured prior 

to the issue and directly relates to aftermarket trading.  As can be seen in Table 2.6.2, the 

results are not entirely consistent, which relates to the use of a disparate array of proxies 

to measure these aftermarket changes.  Leone et al. (2002) find an inverse relation 
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between use-of-proceeds specificity in IPOs and long-run returns for high technology 

companies, consistent with the view that benefits accrue to withholding proprietary 

information.  They find that it is not specificity per se but specificity about non-transitory 

uses that is associated with less underpricing.  

 

Many studies look at the issue of underpricing.  One such example is Schrand and 

Verrecchia (2002), who find higher underpricing is associated with a greater frequency of 

disclosure in the post-IPO period.  This is suggestive of the fact that firms attempt to 

mitigate the effects of information asymmetry on the cost of capital once they realise the 

magnitude of the cost.  A paper that draws complementary inferences is Beaty and Ritter 

(1986) who argue and find a positive relation between the ex ante uncertainty about an 

IPOs value and its expected initial return. 

 

Mak (1996) found that firms with higher variance in returns tend to disclose more.  This 

would seemingly be interpreted that firms with higher risk tend to disclose more, which is 

directly in contradiction with Cox (1985) and Imhoff (1978). 

 

TABLE 2.6.2: Literature examining the economic effects of voluntary disclosure 

Author(s) Journal Market 

E- mainly 
empirical 
A- mainly 
analytical 

Liquidity Costs of 
capital Risk 

Welker (1995) CAR NYSE E + nt nt 
Clarkeson, Dontoh, Richardson and Sefcik (1996) CAR TSE E nt nt - 
Lee, Taylor and Walter (1996) JBF ASX E nt nt nt 
Mak (1996) JAPP NZSE E nt nt + 
Botosan (1997) AR NYSE E nt - nt 
Sangupta (1998) AR N/A E nt - nt 
Bushee and Noe (2000) JAR NYSE E nt nt none 
Luez and Verrecchia (2000) JAR NYSE E + - none 
Leone, Rock and Willenberg (2002) WP NYSE E nt - nt 
Schrand and Verrecchia (2002) WP NYSE E + - nt 

Nt = Not tested     None = No significant relationship was found 

 

Some evidence consistent with the cost of capital hypothesis was provided in Botosan 

(1997).  She finds that for firms with low analyst following, there is a negative relation 

between cost of equity capital and the extent of their voluntary disclosures.  Her proxy 

for disclosure was a self-constructed measurement, which is similar to the one used in 
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this dissertation.  However, she failed to differentiate between good and bad information 

when testing her results. 

 

It was hypothesised in Welker (1995) that bid-ask spreads, which were used to proxy 

market liquidity, are inversely related to disclosure policy.  The rationale behind this was 

that if there are more informed traders in the market, there is a higher probability that an 

uninformed trader will trade with an informed one, and thus be on the wrong side of the 

trade.  This will result in an increase in market spreads in order to compensate for this. 

The results of Welker show that bid-ask spreads for firms with disclosure rankings in the 

bottom third of the distribution are about 50% higher than spreads for firms with 

disclosure rankings in the top third of the distribution.  These findings confirm that higher 

disclosure reduces information asymmetry and increases liquidity in equity markets. 

 

It has been found that firms who change from German GAAP to US or International 

GAAP exhibit lower percentage bid-ask spreads and higher share turnover (Luez and 

Verrecchia, 2000).  The results were significant after controlling for the usual firm 

characteristics.  However, they were not able to find a reduction in volatility of the stock 

prices.  Moreover, Bushee and Noe (2000) demonstrate that the effect of disclosure on 

volatility is complex and may depend on the type of (institutional) investors attracted to 

the firm23.   

 

The next chapter sees discussion of the themes in Sections 2.4 and 2.5, and the 

formulation of testable hypotheses. 

                                                 
23 Amihud and Mendelson (1986) found that bid-ask spreads are positively related to market adjusted 
returns. 
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Chapter 3 

HYPOTHESES DEVELOPMENT 
Chapter 2 set the structure, which continues in this chapter, with the formulation of six 

hypotheses.  The first three hypotheses are determinants based and the final three take on 

an impacts focus of disclosure. 

 
3.1 AGENCY COST HYPOTHESIS 

Disclosure is a way of reducing agency costs.  Cross-sectionally the level of disclosure 

will be positively related to retained ownership both pre and post listing.  In the pre- and 

post-IPO market, if retained ownership is low, this would require less disclosure than a 

more closely held counterpart as there is less need to convince shareholders that the 

raised cash is not being squandered.  The imperative to disclose in the aftermarket does 

not exist because ownership is more disperse and previously proportionally dominant 

shareholders would have less of a holding of the post listing firm and thus less influence.  

In the case of firms with high retained ownership, in the pre market there is higher 

disclosure to reduce the costs of capital as incentives to are aligned as the incumbents 

constitute a higher proportion of the public firm.  Post listing there will be higher 

disclosure as the control of the firm will lie with a smaller shareholder base and thus the 

demands for information will be more cohesive.  

 

On a time-series basis, the change in this disclosure can be explained by retained 

ownership.  This is because in the lead up to the IPO there is the incentive for bonding to 

mitigate agency costs that may arise if managements interests are seen to be too different 

from the prospective shareholders.  In the aftermarket such incentive is dissipated as once 

the capital has been raised, the benefits of providing bonding measures are not as great as 

in the pre market.  Thus the lower the retained ownership the lower the change.  

Therefore, from this rationale comes the first time-series hypothesis (stated in alternative 

form); 

 

H1: The higher the retained ownership, the higher the relative post-IPO disclosure 

(relative to relative  pre-IPO disclosure), ceterus parabas. 
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Jensen and Meckling (1976) suggested that voluntary disclosure is used as a contracting 

and monitoring mechanism that is employed to reduce agency costs.  Prior to the firm 

going public, the owners, to a larger degree than in the post market, will be both the 

agents and principals of the firm.  Afterwards there will be more widely dispersed 

ownership and thus a disparate principal and agent base.  This has direct ramifications for 

disclosure as it means there will be less pressure to disclose post-IPO.  Monitoring will 

be less intense as it will be diluted by the smaller proportions held by a wider variety of 

stockholders and will be substituted, to some extent, by bonding.  Also, the greater 

retained ownership will induce more frequent disclosure in the post market because the 

incentives will be more aligned to reduce the costs of capital.  The end game result is that 

the higher proportion of the firm that constitutes new equity, the lower will be the relative 

disclosure as one follows the conduit of information between the primary and secondary 

markets. 

 

3.2 PROPRIETARY COST HYPOTHESIS 

Firms that operate in industries that have high levels of proprietary information will have 

generally less disclosure than in other industries on a cross-sectional basis (Verrecchia, 

1983).  This is because these firms will generally have higher marginal costs of 

disclosing because this information contains to some degree the competitive advantage of 

the firm.  When a firm goes to market, these marginal costs do not change between the 

pre and post market24.  However, the marginal benefits of disclosure change markedly 

between the two environments.  This lies in the fact that there is the incentive to attain the 

highest possible price from the buy-side and this will be achieved through some 

disclosure so as investors can have a better indication of the quality of the underlying 

operations of the firm.  The higher marginal benefits effectively reduce this proprietary 

cost hurdle, but once trading commences in the secondary market the hurdle level again 

rises as the marginal benefit of reducing costs of capital is attenuated.  From this is 

derived the second hypothesis (stated in alternative form); 

 

H2: The higher proprietary costs, the lower the relative post-IPO disclosure (relative to 

relative pre-IPO disclosure), ceterus parabas.    
                                                 
24 It is possible that as time goes on and the firm moves from pre- to post-listing status, there may be a build 
up of proprietary information, which may mean that the marginal costs of disclosure will increase.  
However, since this study is necessarily conducted over a short window I assume away this possibility. 
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In the post market as some information has been previously released, any repetition or 

reference to the previously disclosed information will no longer be proprietary.  This 

poses a potential problem empirically in differentiating between proprietary information 

and information that was once proprietary.  In the models that follow, this is taken into 

account through the use of scoring disclosure based upon its ‘newsworthiness’.  

Therefore if such a situation were to arise then the repeated information would likely 

receive a score of zero for that disclosure. 

 

A firm with superior information must decide on the level of disclosure taking into 

account the impact on rival’s success probabilities in an R&D race (Bhattacharya and 

Ritter, 1983).  Thus I analyse proprietary costs through the proxy of R&D (as opposed to 

arguably more ambiguous measures such as industry concentration)25. 

 

3.3 RE-ISSUE HYPOTHESIS 

Firms who go back to the equity capital market again soon after the IPO are likely to 

have an incentive to maintain the level of antecedent disclosure in order to minimise the 

costs of capital that are associated with the required discount (Schrand and Verrecchia, 

2002).  In this discussion it is necessary to articulate the assumption that those firms who 

do go back to market within 24 months after the initial listing date intended or knew that 

they would again enter the primary market at the listing date26.  Firms will have different 

motivations for going to market (e.g. pay down debt, to gain access for future capital 

raisings, vendors diversifying their portfolios, or raising cash for projects), but whatever 

the motivation, if they re-access equity capital markets in this period then this will have a 

bearing upon disclosure.  Cross-sectionally this will be reflected in generally higher 

levels of disclosure for these firms both in the pre- and post-IPO markets.  In regard to 

the change in disclosure, there is likely to be a higher change than non-reissuing firms27.  

From this comes hypothesis three (stated in alternative form); 

                                                 
25 The conflicting views on this are showcased in Table 2.5.2. 
26 Ruland, Tung and George (1990) use the term ‘recent offerings’ on the debt market to mean within three 
months.  The 24 month assumption in this dissertation is reasonable given that most firms have some form 
of capital raising strategy that would encompass this horizon. 
27 Further, as discussed in Welch (1996) there may be the tendency for high quality firms to re-issue later 
than lower quality, so measuring re-issuing could inadvertently be measuring the quality of the firm.  
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H3: If a firm raises equity capital shortly after the IPO, there will be higher relative post-

IPO disclosure (relative to relative pre-IPO disclosure), ceterus parabas.    

 

3.4 HYPING HYPOTHESIS 

‘Hyping’ is defined in Lang and Lundholm (2000) as “increased positive disclosure prior 

to the equity offering.  Such disclosure need not be false; it may simply be additional 

self-touting of positive facts to bolster demand prior to the offering”.  I accept this 

definition and operationalise this as the size of the increase in positive disclosure (‘good 

news’) prior to the equity issuance that is over and above the positive disclosure level 

after the issuance.  Specifically, the IPO hyping will result in a lower change in positive 

information.  I will also test this in the change the number of disclosures, number of price 

sensitive disclosures and several other disclosure metrics.  In the aftermarket, at the 

realisation that a firm had hyped and perhaps overplayed its prospects, the stock will 

perform worse relative to the bourse. 

 

As in Lang and Lundholm (2000) much of the cross-sectional variation in subsequent 

stock price movements in the literature is predictable based on the behaviour of 

discretionary accruals (Teoh, Welch, and Wong, 1998) and affiliated analysts (Dechow, 

Hutton, and Sloan, 1999).  In this paper, as in Lang and Lundholm (2000), it is examined 

whether the pre-IPO disclosure activity can also explain post-event price movements.  

From this is the fourth hypothesis (stated in alternative form); 

 

H4: A lower change (from relative pre-IPO to relative post-IPO disclosure) (i.e., hyping) 

is associated with lower cumulative abnormal returns. 

 

The paper that most resembles this hypothesis is Schrand and Verrecchia (2002).  They 

find those IPOs, which were in the top third of disclosure frequency pre-IPO and 

subsequently ranked in the bottom third of disclosure frequency after the IPO had a raw 

100 day compound return that was significantly negative.  This can be taken as evidence 

                                                                                                                                                 
Therefore, he suggests controlling for both current and future earnings. However, empirically this seems 
difficult to do so the results must be interpreted in this light. 
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of hyping.  However, instead of crudely measuring disclosure through the frequency I 

will attempt to capture the ‘newsworthiness’ and ‘good’ news. 

 

The seller of a good has the incentive to attain the highest possible price from the buyer.  

Similarly, if a firm is raising new equity, those who are selling their interest in the firm, 

either partially or fully, will have an incentive to receive the highest price that is willing 

to be paid in the demand schedule.  This is a zero-sum game where a wealth transfer 

occurs between the incumbent owners of the firm and those whom are the new buyers.  

Prices that they receive for the part of the firm they are selling public are going to be 

directly influenced by the level of disclosure in the pre-IPO market.  This is because of 

the information asymmetry that exists between the current owners of the firm and the 

potential buyers of the firm.  There exists clear incentives to influence price by disclosure 

in the pre market, yet once some proportion of the firms private ownership is sold there 

exists less incentive to disclose in the aftermarket.   

 

This hypothesis is highly related to the agency cost hypothesis (H1).  That is, ex post 

verification of a firms disclosure deters false disclosures (Huges, 1986).  Firms who have 

vendors that sell off small quantities will have less hyping.  That is, firms whose mangers 

liquidate only a small parcel or none at all in the IPO will have less of a change between 

pre and post disclosure.  This is because when the verification of the pre-IPO disclosure 

is undertaken after the IPO, these managers will still hold a larger proportion of the firm 

and therefore, be held more so to account for any hyping that occurred. 

 

3.5 INITIAL AFTERMARKET EFFECTS HYPOTHESES 

Firms who disclose more in the pre market are likely to have lower underpricing 

(Verrecchia, 1983, Beaty and Ritter, 1986 and Schrand and Verrecchia, 2002).  This is as 

the more that is disclosed, the less pre market information asymmetry presides which 

provides less of a necessity to discount the issue relative to its intrinsic worth28.  The 

higher antecedent disclosure will ameliorate ex ante uncertainty and ambivalence as to 

the firm’s prospects.  This higher antecedent disclosure will be captured through, firstly, 

the number of disclosures as has been conducted in previous research (e.g. Schrand and 

                                                 
28 The assumption behind this is that all firms start at the same amount of uncertainty because of 
information asymmetry before any disclosure is made.  This comes under analysis in Chapter 6. 



  

                                                                                                                       28

Verrecchia, 2002).  Then in order to assess the newsworthiness of this disclosure, the 

disclosures will be scored, and categorised to capture the depth of truly newsy 

information being disclosed in the pre market.  This brings the fifth hypothesis (stated in 

alternative form); 

 

H5: The higher the pre-IPO disclosure, the lower the underpricing. 

 

This hypothesis is important because of the various factors that underpricing has been 

used to proxy in previous research (see Section 2.6.2 for these various factors).  

 

Pre market disclosure has also been associated with higher liquidity (Welker, 1995, Leuz 

and Verrecchia, 2000 and Schrand and Verrecchia, 2002) and lower volatility (Clarkeson, 

Dontoh, Richardson and Sefcik, 1996).  The higher liquidity will be a result of the fact 

that there is less uncertainty, which means that traders in the initial aftermarket will 

require less compensation (a discount for selling and a premium for buying) for the 

probability of trading with a better informed trader (as this is less likely due to the higher 

pre-IPO disclosure).  The lower initial volatility will be as a consequence of the higher 

disclosure, which will promote reduced uncertainty.  Accordingly, the sixth hypothesis is 

stated as follows (stated in alternative form); 

 

H6: The higher the pre-IPO disclosure, the more efficient is the market. 

 

Chapter 4 sees the construction of several models used to test the postulations in Chapter 

3, in conjunction with the data discussed in Chapter 5. 
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Chapter 4 

METHODOLOGY 
This chapter provides a justification for the methodology employed in this thesis.  The 

first section discusses the method chosen in this paper in terms of its constructive, 

internal and external validity.  Later sections detail the models that will test, in Chapter 6, 

the previously formulated hypotheses. 

 

4.1 METHOD 

The method of measuring the ‘newsworthiness’ of the disclosures was chosen as it was 

best specified to deal with the problems raised in Chapter 3.  As in Healy and Palepu 

(2001) the largest hurdle in disclosure studies is the potential endogenity of the disclosure 

measure and interference of activities other than the hypothesised determinants.  There is 

a real concern that the relation between the disclosure level and costs of capital, say, may 

be a tertiary effect (Schrand and Verrecchia, 2002).  However, as suggested by Schrand 

and Verrecchia (2002), when a firm issues in the primary market, the ‘disclosure choice 

should be paramount’.  This is stated to be due to two facts.  Firstly, underpricing, as this 

is a major cost of equity capital (Brealey and Myers, 1991).  Secondly, that underpricing 

is associated with the presiding level of information asymmetry.  Clearly, measuring 

disclosure around the IPO date is likely to be a more powerful measure of the 

relationships that disclosure has with other variables29.  

 

Healy and Palepu (2001) describe three proxies for disclosure that have been used, being 

(1) management forecasts (e.g. Piotroski, 1999), however, the management forecasts do 

not capture a broad enough information stream as they relate predominately to earnings.  

(2) The FAF-AIMR Report (e.g. Clarkson et al., 1992, Lang and Lundholm, 1996, 

Sangupta, 1998), however, it has a large firm bias, and little information is given on how 

the firms are selected/ranked and no information is given in relation to any conflicting 

interests that the analysts themselves may harbour.  The FAF-AIMR report has benefits 

in that it is determined by industry analysts who are major users of disclosed information.  

(3) Self constructed scoring instruments (e.g. Botosan, 1997).  The self-constructed 

measure, as used in this thesis, has the notable benefit that it will capture exactly what the 
                                                 
29 IPOs also provide a short window, so the timing issues that plague disclosure studies in other settings, 
are alleviated. (Schrand and Verrecchia, 2002) 
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researcher intended to measure (Healy and Palepu, 2001).  There are, however, concerns 

that self-constructed measures will make replication difficult. 

 

The self constructed ‘newsworthiness’ measure effectively takes the benefits of using a 

perceptions based measure like the FAF-AIMR, and an actual disclosures measure like 

the number of disclosures (as used in Schrand and Verrecchia, 2002).  A 

‘newsworthiness’ measure is based upon perceptions of all actual disclosure.  This 

overcomes problems with the FAF-AIMR in that this is not measuring disclosure per se 

but analysts perceptions of a firms disclosure policy (Brown et al., 1999).  Further, there 

are problems ignoring the quality of disclosure when measuring the number of 

disclosures (Schrand and Verrecchia, 2002).  Many different disclosures, that have a low 

information content, may not be equivalent to a single announcement that is highly 

informative.  Additionally, other researchers use measures that are used based on 

financial reports (e.g. Botosan, 1997) or based upon the prospectus (e.g. Leone et al., 

2002).  However, these are only one part of the information set of a firm. 

 

In Botosan (1997) a restriction to the external validity of her inferences was that the data 

was selected from the one industry (Machinery).  This was utilised as it removed the 

problems of disparate disclosure associated within different industries.  In this thesis such 

an approach is seen as too restrictive and instead I control for industry by controlling for 

growth firms (via an assets-in-place measure).  The desire is for this to have more broad 

based conclusions.  It is seen that this growth control, while not precluding entirely 

industry-based influences, is a more appropriate control. 

 

The Australian setting is methodologically appealing in that an implicit constraint on 

both pre- and post-IPO disclosure will be litigation costs.  This is a major concern in US 

research (Schrand and Verrecchia, 2002, and Leone et al., 2002) in that it will likely have 

the effect of reducing the cross-sectional variation in disclosure and mitigate the power of 

disclosure studies30.  In Australia it has been documented (Cheng et al., 2000) that the 

reduced litigation threat will allow more candid disclosures and, therefore, this is a more 

attractive setting for such studies. 
                                                 
30 In terms of data, two factors are of critical concern here, being that there is sufficient cross-sectional 
variation to allow differentiation of firms disclosures and that the sample size be large enough (Botosan, 
1997).  The data set used in this thesis meets both of these criterion. 
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I test the hypotheses initially with the number of disclosures that the firm has dispersed 

into the market.  While this is an objective measure of a firms disclosure, the number of 

disclosure will clearly not capture any qualitative characteristics of the disclosure.  Thus, 

a metric ranking was constructed based upon the number of price sensitive disclosures.  

However, this has been shown to be overly conservative (Brown et al., 1999).  I therefore 

test disclosures that have been categorised as good, bad and indeterminate (+,- or 0) 

news31.  This will apply the researchers assessment of the type of disclosure that the firm 

releases.  The problem with such a measure is that it does not capture the degree of 

favourability or otherwise of the information.  Therefore, a measure of disclosure of the 

firm is constructed that assigns a disclosure score that rates how ‘newsworthy’ (between 

0 and 20) the information is and this is coded as either good, bad, or indeterminate. 

 

4.2 CROSS SECTIONAL DETERMINANTS OF DISCLOSURE 

The first three hypotheses will be tested by OLS regressing the following models.  

Equations 1 and 2 are cross-sectional analyses of disclosure pre and post respectively.   

 
RANKpre= α + β1(OWNE) + β2(PROP) + β3(REIS) + β4(LEVE) + β5(SIZE) +  

             (+)                      (-)                    (+) 
β6(GROW) + β7(HIST) + β8(WRIT) + β9(BIG5) + εI                               (1)          

 
Where: 

RANKpre– Descending pre-IPO disclosure rank based upon one of seven disclosure 

metrics (see Section 5.3.1); 

OWNE – Pre-IPO equity divided by the sum of pre-IPO equity and newly issued equity; 

PROP – One of two metrics that incorporate R&D (see Section 5.3.3); 

REIS – A binary variable that equals 1 if a private placement or rights issues that consists 

of more than 5% of outstanding issued capital within 24 months, 0 otherwise (dummy); 

LEVE – Total liabilities to total assets at time of issue32; 

                                                 
31 One may posit that the problem with good or bad news is that it has to be assessed relative to information 
that is already known.  This is done in the measure used in this thesis, as all disclosures for the firm are 
read in order, so that the researcher is cognisant of expectations and the subsequent performance.  For 
example, a $1m profit increase may be good news, however, it will be bad news if a $2m increase was a 
previously disclosed forecast. 
32 There is no danger that LEVE is constructively related to OWNE, as OWNE is calculated upon the 
proportion of new equity of total after IPO equity, whereas leverage is calculated upon total assets 
proportion of total liabilities, which is therefore not directly influenced by OWNE. 
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SIZE – Issue price multiplied by the number of shares on issue after the IPO; 

GROW33 –    Max  (1
t

NTApershare CASHpreshare
P
− −  

 
,0  ; 

HIST – Number of years of operation as at the IPO issue date; 

WRIT – A binary variable that equals 1 if the IPO is backed by a prestigious underwriter, 

0 otherwise (dummy); 

BIG5 – A binary variable that equals 1 if a Big five investigating accountant in the IPO 

and, 0 otherwise (dummy); 

 

Each of the postulated directions of the coefficients of the hypothesised variables appear 

in parenthesis below them. 

 

Equation 2 depicts the cross-sectional variation in RANK after the IPO.   

 
RANKpost = α + β1(OWNE) + β2(PROP) + β3(REIS) + β4(LEVE) +β5(SIZE) +  

               (+)                      (-)                    (+) 
+β6(UNDE) + β7(GROW) + β8(HIST) + β9(WRIT) + β10(BIG5) + εI             (2)                     

 
Where: 

RANKpost– Descending post-IPO disclosure rank based upon one of seven disclosure 

metrics (see Section 5.3.1); 

UNDE – Last price on first day less issue price divided by the issue price adjusted by the 

movement in the All Ordinaries Accumulation Index (AOAI) between prospectus 

lodgement date and the issue date (i.e., market adjusted underpricing); 

 

The controls remain the same, but for, UNDE which was added as there was some 

suggestion in Schrand and Verrecchia (2002) that firms who have higher underpricing, at 

the realisation of the magnitude of the costs of capital, attempt to mitigate information 

asymmetry by increasing the frequency of disclosure after the IPO.  This appears only in 

equation 2 as inclusion in equation 1 would promote directional ambiguity. 

 

 

 

                                                 
33 Where: Pt is the issue price and NTA and Cash per share is drawn from the prospectus. 
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4.3 DETERMINANTS OF THE TIME SERIES CHANGE IN DISCLOSURE 

In equation 3 the time-series approach is taken in the change in disclosure rank from pre- 

to post-IPO.  This is used to test the first 3 hypotheses. 

 

RANK = α + β1(OWNE) + β2(PROP) + β3(REIS) + β5(UNDE) + β4(LEVE) +  
               (+)              (-)          (+)   

β6(SIZE) + εI                                                                       (3)              
 

Where:              

RANK– Pre-IPO rank minus post-IPO disclosure rank based upon one of seven 

metrics (see Section 5.3.1); 

 

As hypothesised, in equation 3 the OWNE should be positively related to the RANK.  

This is because for firms with high proportions of retained ownership there will be the 

incentive for higher post disclosure to mitigate agency costs in the aftermarket.  PROP 

should be negatively related to the RANK, as firms who have a high proportion of net 

capitalised R&D to total assets (or net capitalised R&D to gross R&D) will find it more 

beneficial to disclose in the pre market and thus there will be a change between these 

markets.  REIS should have higher RANK values than firms that do not go back to 

market in this short horizon, as there is the incentive to minimise the costs of future 

equity raisings. 

 

4.4 HYPING MODEL 

The hyping hypothesis (H4) will be tested using equation 4. 

  
CAR = α + β1(LEVE) + β2(SIZE) + β3(STDE_N) + β4(UNDE) + β5(UNDE2) + 
β6(OWNE) + β7( RANK) + εI         (4)   
 ccc                                   (+)            

 
Where: 

CAR – Cumulative abnormal returns (cumulative daily returns adjusted for movement in 

the AOAI).  Either over a 250 trading day (CAR250) or 500 trading day (CAR500) 

window; 
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STDE_N – One (STDE_1Y) and two year (STDE_2Y) average daily standard deviation 

of returns; 

UNDE2 – UNDE, all squared; 

 

CAR will be measured at one and two years after the IPO.  The calculation commences 

upon the first day of trading.  SIZE is to adjust for the well-known size effect and the 

STDE_N proxies to control for risk.  For the hyping hypothesis to be upheld, the 

RANK coefficient will take on a positive value.  This is because as in hypothesis four, 

the more negative RANK, the worse the CAR are predicted to be.   

 

Furthermore, Lee et al. (1996) investigated and found that the long run returns of issues 

are a function of underpricing and the square of underpricing.  There was evidence of this 

nonlinear relationship after one and two years of index adjusted returns, although a 

relationship with three year returns was not established.  They interpret this weakening 

relationship as the horizon is extended, to potentially the shift from a bull to bear market 

in their data sample, which provides some support for ‘feedback’ models34.  Since this 

was conducted in a similar institutional environment (i.e., Australia), I control for this 

result in equation 4.   

 

This thesis makes a number of improvements upon the work on hyping conducted in 

Lang and Lundholm (2000).  The sample size in Lang and Lundholm is small at 41, 

which is overcome in my study where N=309 firms (improving external validity).  This 

increase in sample size will not sacrifice the quality of the data set as I use the rich and 

unique source of ASX Company Reports and Announcements (CRA) (improving internal 

validity).   

 

Lang and Lundholm, also use a matched firm research design, matching issuers and non-

issuers with similar characteristics.  Such an approach is problematic firstly, in terms of 

the basis of matching firms and secondly, as non-issuing firms may have different 

operational characteristics to re-issuing firms.  This is unnecessary in this dissertation as I 

am interested in the change in the firm’s own disclosure between the pre and post issue 

                                                 
34 Interestingly this is also an issue in the data set used for this paper in the shift from bull to bear market in 
mid 2000.   
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markets, whereas Lang and Lundholm were interested in the increases in disclosure 

relative to control firms.  This change measure is seen as a more accurate depiction of 

hyping, as each IPO firm acts as its own control.   

 

Further, Lang and Lundholm’s data source for disclosure is searching the Dow Jones 

News Retrieval and then LEXIS/NEXIS for both the company name and the company 

ticker symbol35.  The first problem that is not dealt with in Lang and Lundholm is the 

problem of repetition, in articles, which would undoubtedly add volume to their 

disclosure proxy.  Secondly, this data source is restrictive in that it is a secondary data 

source, which again will add noise to their measure.  The disclosure source for this thesis 

is ASX CRA, which, by virtue of the unique ASX Listing Rules, ensures that all timely 

price sensitive information is dealt with from this one source, which is a primary data 

source.  Moreover, I adjust my measurement of disclosure for repetition in that repeated 

information is assigned a zero score for its ‘newsworthiness’ (see Chapter 5). 

 

4.5 INITIAL AFTERMARKET MODELS 

The aftermarket effects hypotheses; in terms of the effect on underpricing (H5) is tested 

through equation five and market efficiency (H6) in equations six and seven: 

 

UNDE = α + β1(RANK pre) + β2(SIZE) + β3(STDE10D) + β3(GROW) + β4(OWNE) +  
                  (-)                                            
β7(BIG5)  + β6(WRIT) + β5(HIST) + β7(P2LI) + εI       (5) 
     

Where: 

P2LI – The number of days between the lodgement of the prospectus with ASIC and the 

date of official quotation; 

STDE10D – The initial 10 day average daily standard deviation of returns; 

 
Equation 5 shows RANKpre which is predicted to be negatively related to UNDE, as the 

lower asymmetry of information between the firm and capital providers will require less 

of an information premium to cover the costs of capital (i.e., underpricing).  Here SIZE is 

used to control for the fact that firms that are larger will have lower per unit costs in the 

‘production’ of information (Chow and Wong-Boren, 1987; Cooke, 1991).  OWNE here 

                                                 
35 These two data sources cover 21 news and wire services from 18 months prior to 18 months after.   
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is used to proxy for the fact that firms with lower new equity issued as a proportion of the 

total, there will tend to be less market capitalisation to trade leading to a smaller sell-side 

and thus lower liquidity.  Finally, P2LI controls for the likelihood that underpricing is 

positively associated with the period of time between lodgement and listing date (Lee et 

al., 1996). 
 

TURNn= α + β1(RANKpre) + β2(SIZE) + β3(GROW) + β4(OWNE) + β5(BIG5) +  
                                       (+) 
β6(WRIT)  + β7(HIST) + εI                         (6) 
     

Where: 

TURNn – One of 5 liquidity metrics. (see Section 5.3.5); 

 

In Equation 6, it is predicted that the TURNn (if this represents more liquidity)36 be 

positively related to the RANKpre, as there is less information asymmetry, then there is 

less probability of trading with a better informed trader and thus there will be higher 

volumes of trades (and lower spreads).   

 
STDE10D = α + β1(RANKpre) + β2(SIZE) + β3(GROW) + β4(HIST) + β5(WRIT) +  
                          (-) 
β6(BIG5) + β7(SIZE)  + εI                                  (7) 
 

Hypothesis 6 is also tested using equation 7, as higher antecedent disclosure should 

reduce initial standard deviation in returns, as there is reduced information asymmetry 

and therefore reduced uncertainty.  The remaining independents control for other proxies 

for information asymmetry that are deemed to be related to risk. 

 

Chapter 5 presents and analyses the sources and descriptive statistics for the data used in 

the models formed in this chapter. 

                                                 
36 As some of the liquidity metrics use spreads and some turnover, the hypothesised directions are 
obviously in the opposite directions. 
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Chapter 5 

DATA  
In the first two sections of this chapter I give a detailed account of the data, in terms of a 

general description, the validity of its various sources as well as tests employed to attest 

to its robustness.  I follow this with a consideration given to descriptive statistics of the 

data used and portion the data in various distributions.  Finally there is description of 

each of the empirical proxies used in the tested models.   

 

5.1 SOURCES 

5.1.1 IPO DISCLOSURE DATA 

IPOs were identified by those listed in the ‘Additions’ list in the monthly journal of the 

ASX37 as well as the computer master file that is maintained by the Stock Exchange 

Research Limited38.  Any listings that were listed in these sections that are spin-offs, or 

equity carve-outs were removed from the sample consistent with Lee (2003).  Any new 

equity issued on the mining and resources board was excluded as such firms have 

peculiar characteristics due to their speculative nature relative to industrial firms (Taylor, 

1991).  Further, any trusts or Pooled Development Funds (PDF)39 were filtered from the 

data set.  IPOs were explored for the period January 1997 until July 2001 to ensure that 

the firm listed after the commencement of scanning onto tape in TIF (Tagged Image 

Files) format of the disclosures40 and that there are at least two years of aftermarket data 

available.  The data used in the study is all sourced from publicly available sources. 

 

The data on pre- and post-IPO disclosure was hand collected and was based upon 

disclosures made to the ASX pursuant to the ASX Listing Rules41.  This is a rich, 

accurate and timely data source, which is tantamount to the entire information stream of 

the firm42.  All information the firm discloses is recorded in its submitted format which 

                                                 
37 Known as SHARES 
38 Known as STATEX 
39 This is as they are not subject to the Corporations Act 2001. 
40 This started in late 1996. 
41 The company announcements were available via the ASX CRA (Company Reports and Announcements) 
42 That is, it is assumed that all information about the firm in other mediums, be that in the financial press 
or otherwise will be derived from information disclosed through this mechanism.  Occasionally some 
information that is ‘newsworthy’ does make the financial press slightly before the ASX.  However, on 
realisation the ASX will query this to the firm and the firm will provide a response.  All of this would be 
recorded on the CRA. 
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includes statutory accounts, management discussions, forecasts, press releases, and 

responses to requests for information43.  The benefit of this source from a data collection 

viewpoint is that it is primary, as each company announcement to the market is directly 

scanned electronically by the ASX.  This source will be searched for all disclosures by 

each sample firm from any period prior to the issue date, to 24 months subsequent the 

“Date of Official Quotation”44. 

 

To ensure robustness of the scores given to this data, tests were run on outliers and 

whether the disclosures were correctly tagged as pre- or post-IPO based on a program 

that matched disclosures with the date of official quotation.  All disclosures made prior to 

10.00am on the date of official quotation were taken to be pre-IPO disclosure, and all 

disclosures subsequent were deemed post-IPO45. 

 

The period 1997- mid 2001 presents a data set that provides an all-encompassing cross-

section of various market phases.  The period 1997-1999 is characterised as being 

implicated in a run-up in IPO activity, which was driven by the ‘tech boom’.  1999-April 

2000 saw large numbers of firms going public as the market was trading at its bull market 

peak.  Mid 2000-2001 brought a significant correction, which reversed such sentiment.  

This is depicted in Figure 5.2.  The data set used in this dissertation, therefore presents 

the opportunity to analyse disclosure within a diverse framework of market activity.  

 

5.1.2 SHARE PRICE DATA 

Data on turnover, spreads and standard deviation of returns were drawn from SIRCA46 

and verified with CRD.  Market-adjusted returns and underpricing were attained from 

CRD.   

 

As the complete histories of prices were required for each company, the prevalent 

problem of name changes, delistings and acquisitions had to be dealt with47.  Of the 309 
                                                 
43 For a full inventory of disclosures made see the Section 6.2. 
44 This date was identified from the SDC Database. 
45 There were, however, exceptions for the prospectuses of Omnitech Holdings Ltd, Comet Satellite & 
Cable Ltd, and Open Telecommunications Ltd, whose IPO prospectuses appeared on the CRA slightly after 
this time, yet were tagged as pre-IPO disclosure. 
46 Securities Institute Research Centre Asia-Pacific (SIRCA) to which member universities have access to 
the Core Research Data (CRD) on Australian companies.  This source provides summaries of the Stock 
Exchange Automated Trading System (SEATS) system. 
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firms in the sample, 31 were tracked through such changes as they had occurred, 

sometimes on multiple occasions throughout the two-year aftermarket period.  These 

occurrences were confirmed by searching the ASX CRA and cross checking with the 

Financial Review IPO database.  If the company was taken over it was assumed that the 

original equity holders either received fair cash consideration or sold on market the script 

at a fair price.  It is then assumed that this is invested in the market portfolio, which 

yields zero abnormal returns.  This occurred in 14 firms in the sample.  For firms delisted 

due to bankruptcy, or other types of financial distress, each was followed through 

individually and assumed to have the full loss recorded as the terminal return as in Lee 

(2003)48.  Such an assumption was made for 13 firms in the sample.   

 

All pricing data was adjusted for dividends, capitalisation changes, splits, share mergers, 

consolidations and other dilutions (Lee, 2003).  Any daily returns that exceeded absolute 

20% were double checked for dilutions or data entry errors. 

 

5.1.3 FIRM VARIABLE DATA 

Data on retained ownership, R&D, underwriters, operating history, balance sheet data, 

assets-in-place ratios and auditors were drawn from disclosures in the prospectus.  The 

prospectuses were drawn from the primary data source of the ASX CRA and were thus 

hand-collected primary data sources49.  Leverage, net capitalised and gross R&D, and the 

size of the issue were all hand-collected from the firm’s balance sheet and profit and loss 

accounts within the prospectus.   

 

For all of the above secondary source data, screening was conducted with data integrity 

tests such as ranges, extremes and summation tests. 

 

The definition used for a re-issue was a private placement or rights issue.  This data was 

collected from a comparison in each annual report of the number of shares outstanding at 
                                                                                                                                                 
47 These were identified using the SHARES magazine.  A delisting can occur at the request of directors, for 
failing to comply with listing rules, failing to pay listing fees, or on the appointment of a liquidator or 
receiver. 
48 Any firms who failed (were put into Voluntary Administration, liquidated, wound up, suspended pending 
solvency issues) within the two year window were deemed to have a terminal return of –100% on the day 
of such an announcement. 
49 In two instances (Farm Pride Foods Ltd and OM Holdings Ltd) prospectuses were not available from this 
source.  The information from the prospectuses of these firms was obtained from the Connect4 database. 
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IPO date with the number outstanding at the time of the annual report.  Furthermore, to 

confirm this, announcements of new issues are made to the ASX through the CRA and 

these were inspected.  Any issues that did not consist of 5% of the outstanding shares 

were deemed, as in Lee (2003), to be insignificant in terms of its impact on existing 

shareholders and were thus not considered. 

 

5.2 DATA AND DESCRIPTIVE STATISTICS  

The final set of sample firms constituted 309 IPOs in the period beginning 1997 - mid 

2001 as seen in Table 5.2A.  The total number of disclosures of all of these IPOs totalled 

27,175, over the sample window. 

 

TABLE 5.2A – Sample IPOS 

        
 Total number of IPOs 1 January 1997- 30 June 200150   418 
  Less: Natural resources 69   
   Trusts 22   
   Pooled Development Funds 13   
   Other51 5 109  
 Final IPO sample size used in this thesis    309 
        
 

Table 5.2B analyses the distribution of the IPOs on a time basis.  From this it becomes 

clear the existence of a ‘hot issue’ market at the end of the millennium and relatively 

subdued activity in early 2001.  This pattern is consistent with Lowry and Schwert (2002) 

that suggest the clustering of issues occurs as other such firms come to market and 

facilitate a learning process.  This table also confirms that there is little disturbance to the 

distribution of the sample relative to the population, which means that the omissions did 

not temporally bias the sample. 

 

 

 

 

 

 
                                                 
50 Firms who listed but did not raise any equity capital at the listing date, were not included as an IPO. 
51 Spin offs, carve outs, or emerging from voluntary administration. 
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TABLE 5.2B – Temporal distribution of IPOs 

 Sample (N=309) Population (N= 418) 
Date of IPO No. Percent No. Percent 

Jan 97 - Jun 97 9 3.2% 25 6.2% 
Jul 97 - Dec 97 24 7.7% 47 11.2% 
Jan 98 - Jun 98 17 5.5% 25 6.0% 
Jul 98 - Dec 98 12 3.9% 19 4.5% 
Jan 99 - Jun 99 23 7.4% 26 6.2% 
Jul 99 - Dec 99 76 24.5% 84 20.0% 
Jan 00 - Jun 00 58 18.7% 68 16.2% 
Jul 00 - Dec 00 73 23.5% 88 21.0% 
Jan 01 - Jun 01 17 5.5% 36 8.6% 

 

The distribution of the sample is further analysed in Figure 5.2, on an annual basis.  This 

confirms the appearance of the hot issue market. 

 

FIGURE 5.2 – Temporal distribution of sample IPOs (N=309) 
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Table 5.2C examines the industry composition of both the sample and the population of 

IPOs in the period.  This provides some assurance that the IPOs are drawn from a wide 

variety of industries and that the filters applied to the sample did not particularly affect 

the distribution in any of the other industries apart from Natural Resources and REIT 

(mainly trusts). 
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TABLE 5.2C - Industry distribution of IPOs 

  
Sample (N=309) 

 
Population (N=418) 

 
Industry No. Percent No. Percent 
Agriculture 6 1.9% 6 1.4% 
Commercial Bank 1 0.3% 1 0.2% 
Construction 4 1.3% 4 1.0% 
Credit Institution 7 2.3% 8 1.9% 
Electric Services 4 1.3% 4 1.0% 
Healthcare 10 3.2% 10 2.4% 
Insurance 2 0.6% 2 0.5% 
Investment B 5 1.6% 5 1.2% 
Investment Fund 4 1.3% 16 3.8% 
Leisure 7 2.3% 7 1.7% 
Manufacturing 64 21.0% 67 16.2% 
Mortgage Bank 1 0.3% 1 0.2% 
Natural Resourses 0 0.0% 69 16.5% 
Other Finance 11 3.5% 15 3.6% 
Other Services 8 2.6% 8 1.9% 
Pers/Bus/Rep/Svc 90 29.0% 90 21.5% 
Radio/TV/Telecom 20 6.5% 21 5.0% 
Real Estate 5 1.6% 6 1.4% 
REIT 1 0.3% 17 4.1% 
Restaurant/Hotel 2 0.6% 2 0.5% 
Retail 18 5.8% 20 4.8% 
Telephone Commun 20 6.5% 20 4.8% 
Transportation 10 3.2% 10 2.4% 
Wholesale 9 2.9% 9 2.1% 

 
Table 5.2D presents the descriptive statistics of the sample firms.   

 

 TABLE 5.2D - Descriptive statistics of sample firms 

Variable Mean Std Dev N Min 25% 50% 75% Max 

ASS_TOTAL 6150000000 5900000000 309 836971 8005759 16694000 44320000 952000000000

ASS_INTAG 15644440 78361419 309 0 0 642000 6076985 9580000000 

ASS_CASH 20433521 94306272 309 0 3043520 6010721 11732449 13500000000

LI_TOTAL 470000000 49400000000 309 0 490696 2873000 12300000 80000000000

N_CAP_RD 371213 2961348 309 0 0 0 0 50000000 

GROSS_RD 482588.8 3104860 309 0 0 0 0 50000000 

T_VALUE 1540000000 12700000000 309 610400 5000000 10000000 26900000 167000000000

S_NUM 54476010 27100000000 309 34440 10000000 18000000 30412636 42900000000

S_ISSUE 33.30039 568.8276 309 0.2 0.40 0.8 1.00 10000 
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5.3 VARIABLE METRICS 

The following is a discussion of the empirical proxies selected for each of the 

hypothesised variables that appear in the models in Chapter 6. 

 

5.3.1 DISCLOSURE  

In this section I provide evidence in support of the primary disclosure measure used in 

this thesis.  Each disclosure of all IPOs in the sample data set was taxonomised in 3 

ways: 

1. Newsworthiness (DSCORE) 

2. Sign 

3. Category  

Below is a diagrammatical depiction of the procedure. 

 

FIGURE 5.3.1: The scoring procedure 
 

 

The DSCORE in this thesis attempts to capture the ‘newsworthiness’ of the information.  

The reason why a disclosure index is required is that information is a variable that does 

not avail itself to being easily measured (Marston and Shrives, 1991).  Since the index in 
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this thesis is calculated using publicly available information there is no hindrance to 

collecting the data to replicate this paper.   

 

DSCORE was calculated for each of the IPOs in my sample and the firms were then 

ranked in descending order both pre and post.  If there is a tie in the summed DSCORE 

for more than one firm, the lowest rank is used for all tied firms.  This gives the RANK 

variable52.   

 

Each disclosure of the firm from before the IPO until a 24 month period subsequent to 

the date of official quotation was scored.  The sign scores are rated + (good), - (bad), or 0 

(indeterminate).  The DSCORE will measure the newsworthiness and involved analysing 

pre and post disclosures of an IPO one at a time.  Each announcement made to the ASX 

pre- and post-IPO will be given a score between 0 and 20 (depending on its 

newsworthiness).  The announcement categories were based upon the guide used by 

Aspect Financial Ltd.   

 

Seven disclosure proxies were then formulated (calculated for both pre (1) and post (2) 

IPO)53.  The first four are based upon the DSCORE and the final three are count based 

and are set out as follows: 

 

it itX
n o

GDRANK DSCORE GOOD
=

= ∑  

Good rank.  This will rank firms based on the extent of good newsworthy information 

disclosed. 

 

it itX
n o

BDRANK DSCORE BAD
=

=∑  

Bad rank.  This will rank firms based on the extent of bad newsworthy information 

disclosed. 

 

                                                 
52 As suggested in Marston and Shrives (1991) for disclosure studies that use some form of scoring 
mechanism, the tests should also be run on the raw score as well as the simple number of disclosures and to 
report any qualitative changes in inferences. 
53 For example, for ABRANK, the pre-IPO rank is ABRANK1 and post-IPO is ABRANK2. 
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( )it itX
n o

ABRANK DSCORE GOOD BAD
=

= −∑  

Absolute rank.  This will rank firms based on the total information set of the firm through 

newsworthy disclosures (i.e., the absolute value of good and bad newsworthy disclosure). 

 

( )it itX
n o

NTRANK DSCORE GOOD BAD
=

= +∑  

Net rank.  This will rank firms based on the credibility of the good disclosure of the IPO 

firm.  This is as any good news disclosed, if later proved incorrect will be met with bad 

news (thus the use of a net figure)54. 

 

it ti
n o

NDRANK NUMBER
=

= ∑  

Number of disclosures rank.  This will rank firms based on the number of disclosures 

made. 

 

_it ti
n o

NCRANK NUMBER CATEGORIES
=

= ∑  

Number of categories rank.  This will rank firms based on the number of categories of 

disclosure made on all disclosures55. 

 

_it ti
n o

NSRANK PRICE SENSITIVE
=

=∑  

Number of sensitive disclosures rank.  This will rank firms based on the number of price 

sensitive disclosures made56. 

 

Marston and Shrives (1991) discussed that the usefulness of the disclosure index as a 

proxy for disclosure will be contingent on the items, upon which the index is based.  In 

this dissertation this is less of an intransigent problem, as there is no exclusive list of 

                                                 
54 Note: this does not necessarily assume symmetry between good and bad information.  For example, an 
announcement that profit will exceed forecasts by 5% will not necessarily receive a DSCORE of the same 
magnitude (yet a sign in the opposite direction) as an announcement of falling short of forecasts by 5%.  
55 For example a single disclosure may contain information on operations and management changes.  This 
would therefore receive a score of 1 for the NDRANK to be based upon, and a score of 2 for the NCRANK 
calculation.  Of the 27,175 disclosures there were 30,961 categories. 
56 The ASX Ltd determines whether a disclosure is price sensitive. 
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items, as I measure all items disclosed by the firm over the period (as captured by the 

ASX CRA). 

 

Measuring the ‘newsworthiness’ of disclosure involves a degree of subjectivity57.  The 

constructed DSCORE must be both reliable, in order to instil some objectivity at the 

outset, and valid to assure constructive aptness of the end result58.   

 

Reliability 

• A broad set of guidelines and structured principles were established by a group59 

• A set of example disclosures were worked through on a preliminary basis to 

organise scores60 

• A benchmarking system was set up for each of the major points of reference61 

• The same researcher read all of the disclosures which contributes towards 

consistency in scoring 

• The researcher was not aware of variables of any of the firms when reading the 

disclosures 

 

Validity 

• Relationship between pre-RANK and liquidity (see Section 5.3.5 and later in this 

section for explanation of the variables) 

                                                 
57 An example of such an approach is the DSCORE (disclosure score) used by Botosan (1997).  See Ball 
and Foster (1982) for a review of different disclosure indices used. 
58 An index is valid if it measures what was intended by the researcher. 
59 This group consisted of two PhD candidates, a Masters graduate and an Honours student.  Marston and 
Shrives (1991) suggest providing clear instructions on any areas of ambiguity to aid the reliability of the 
index score, which are provided in Appendix A, Table B. 
60 An example of a scoring for a firm is seen in Appendix A, Table A for MXM.  In the left-hand columns 
scores are given for the type of information and then its newsworthiness after they have been thoroughly 
inspected. 
61 See Appendix A Tables C and D 
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TABLE 5.3.1A – Correlations of Pre-IPO disclosure and liquidity 

 Desired RANKGD1 RANKBD1 RANKAB1 RANKNT1 RANKNC1 RANKND1 RANKNS1
TURN1 - -0.14763 -0.11767 -0.14815 -0.14305 0.11142 0.11765 -0.01071
  0.0094 0.0387 0.0091 0.0118 0.0504 0.0387 0.8513
TURN2 - -0.14718 -0.1206 -0.14816 -0.14226 0.108 0.11436 -0.01304
  0.0096 0.0341 0.0091 0.0123 0.0579 0.0446 0.8195
TURN3 + 0.01854 -0.03511 0.01785 0.02014 -0.03069 -0.03153 0.11052
  0.7454 0.5387 0.7547 0.7244 0.591 0.5809 0.0523
TURN4 - 0.32577 0.05767 0.32099 0.32569 -0.08575 -0.09033 -0.15617
  <.0001 0.3122 <.0001 <.0001 0.1326 0.1131 0.0059
TURN5 - 0.30335 0.03536 0.29784 0.30775 -0.02374 -0.02993 -0.12249
  <.0001 0.5357 <.0001 <.0001 0.6776 0.6002 0.0313

 

This table indicates that the correlation between pre-IPO disclosure and liquidity is 

dependent upon which variables are selected.  However, strong correlations are prevalent 

for some measures, which suggest a direct relationship.  There is some suggestion by 

these results, that pre-IPO disclosure could measure uncertainty in the operations of the 

firm.  

 

• Relationship between pre-RANK and underpricing  

 

TABLE 5.3.1B- Pre-IPO disclosure and market adjusted underpricing 

 RANKGD1 RANKBD1 RANKAB1 RANKNT1 RANKNC1 RANKND1 RANKNS1
UNDE 0.03191 0.03464 0.03954 0.02474 0.0347 0.02475 0.1668
 0.5763 0.5441 0.4887 0.6649 0.5434 0.6647 0.0033

 

The only significant relationship between market adjusted underpricing is with the rank 

based upon the pre-market number of sensitive disclosures.  This is positive, which is 

contrary to the proposed direction in Chapter 3.  However, if antecedent disclosure 

inadvertently proxies ex ante uncertainty, then these results are consistent with previous 

research (e.g. Beaty and Ritter, 1986). 

 

• Relationship between all DSCOREs and price sensitive coding by ASX62 

 

 
                                                 
62 For some disclosures which were coded as having more than one category, the summed absolute value of 
those DSCOREs were taken as the total for that disclosure for the purposes of this analysis. 
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TABLE 5.3.1C – Correlation between DSCOREs and price sensitivity 

 SENSITIVE
DSCORE 0.25674
 <.0001

 

There exists a strong positive relationship between the absolute value of the DSCORE 

awarded per disclosure (i.e., its newsworthiness) and whether it was coded as price-

sensitive by the ASX.  

 

The evidence in Table 5.3.1C, is further strengthened by the below LOGIT regression 

that sees 67.5% of all disclosures, based on their DSCORE, correctly classified as price-

sensitive. 

TABLE 5.3.1D – LOGIT of price-sensitivity and DSCOREs 

PRICE_SENSITIVE(0,1) = α + β1(DSCORE) + εI 

 

Effect DF 
Wald Chi-
Square Pr > ChiSq 

    
DSCORE 39 4089.413 <.0001 
    
Association of Predicted Probabilities and Observed Responses 
    
Percent Concordant 67.5 Somers' D    0.515 
Percent Discordant 16 Gamma    0.618 
Percent Tied 16.6 Tau-a        0.213 
Pairs 134521990 c           0.753 

 

• Relationship between the different disclosure metrics 
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TABLE 5.3.1E - Pre-IPO disclosure rank correlations 

Spearman Correlation Coefficients, N = 309 
  RANKGD1 RANKNT1 RANKAB1 RANKNC1 RANKND1 RANKNS1 
         
RANKGD1 1       
         
RANKNT1 0.9967 1      
   <.0001    
RANKAB1 0.99651 0.98686 1    
   <.0001  <.0001    
RANKNC1 0.19415 0.18939 0.20048 1    
  0.0006 0.0008 0.0004    
RANKND1 0.17839 0.17365 0.18485 0.99322 1   
  0.0016 0.0022 0.0011 <.0001   
RANKNS1 0.01283 0.00797 0.01681 0.57169 0.58254 1 
  0.8223 0.8891 0.7685 <.0001 <.0001 
RANKBD1 0.10711 0.04036 0.16691 0.08118 0.0748 0.06909 
  0.06 0.4797 0.0033 0.1546 0.1897 0.2259 

 

TABLE 5.3.1F - Post-IPO disclosure rank correlations 

Spearman Correlation Coefficients, N = 309 
  RANKGD2 RANKNT2 RANKAB2 RANKNC2 RANKND2 RANKNS2 
         
RANKGD2 1       
      
RANKNT2 0.8814 1    
  <.0001    
RANKAB2 0.81583 0.47976 1    
  <.0001 <.0001    
RANKNC2 0.54105 0.33603 0.629 1    
  <.0001 <.0001 <.0001    
RANKND2 0.53844 0.34271 0.61617 0.97824 1   
  <.0001 <.0001 <.0001 <.0001    
RANKNS2 0.40464 0.12725 0.64209 0.55204 0.57806 1 
  <.0001 0.0253 <.0001 <.0001 <.0001   
RANKBD2 -0.2421 -0.61765 0.2903 0.17741 0.16221 0.44588 
  <.0001 <.0001 <.0001 0.0017 0.0043 <.0001 

 

Table 5.3.1E and 5.3.1F show the strength of the relationships amongst the pre and post 

disclosure measures.  The p-values indicate that the pre-IPO disclosure ranks are largely 

in unison with one another.  This is not the case with the RANKBD1, the reason being 

that this variable has very low cross-sectional variation due to the relative scarcity of 

‘bad’ information released before an IPO (see Table 6.2B for an analysis of this).  Table 
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5.3.1F demonstrates that there is strong correlation among all of the disclosure metrics 

post-IPO. 

  

5.3.2 OWNERSHIP 

The retained ownership will be proxied by using the following formula: 

 

( )TOTAL NEWOWNE
TOTAL

−
=  

Where: Total = issue price X total shares outstanding after the IPO 

New= issue price X number of shares issued in the IPO 

 

A similar approach to the measurement of retained ownership was used in Schrand and 

Verrecchia (2002), Clarkson et al. (1992) and Downes and Heinkel (1982).  If the IPO 

stock are associated with a unit offering of warrants, these are not included in any 

calculations.   

 

5.3.3 PROPRIETARY COSTS 

Proprietary costs of the firm will be proxied by two ratios drawing on Research and 

Development (R&D).  This has been chosen to measure proprietary information as it is 

defined as systematic investigation that involves innovation or technical risk and 

acquiring knowledge or developing a product (AASB1011).  The first (PROPA) will 

measure the proportion of R&D capitalised, as at the latest Balance Sheet at the time of 

listing, over total assets.  The second ratio (PROPB) will have the denominator change to 

gross R&D, which will measure the proportion of all R&D generated by the firm that 

management believe will recoup its costs beyond any reasonable doubt63.    

 

_
_

NETCAPITALISED RDPROPA
TOTAL ASSETS

=  

_
_

NETCAPITALISED RDPROPB
GROSS RD

=  

Where:.t = as at the latest full year balance sheet in the prospectus 

                                                 
63 This is the requirement for capitalising R&D under AASB1011.32 ‘Accounting for Research and 
Development Costs.’ 
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The greater these proportions, the higher the proprietary costs of disclosure.   

 

5.3.4 RE-ISSUE 

For firms who issue equity again within 24 months of the IPO, it would be reasonable to 

suspect that the directors were aware of this at the time of the initial offer. 

 

Even though there are a vast array of mechanisms available to a firm to raise equity 

capital after the IPO (e.g. dividend reinvestment plans, stand-alone secondary issues, 

exercised options, share purchase plans, private placements, and rights issues) in this 

paper ‘re-issue’ is termed to mean either private placements or rights issues that consist 

of more than 5% of outstanding issued capital.  This is because of the rarity in the 

Australian market of using stand-alone SEOs (Lee, 2003) and the inability to put a 

specific time to a dividend reinvestment plan. 

 

The event date specified is the first date that an announcement is made that mentions 

such a capital raising through the ASX CRA.  In some cases no announcement was made 

so the issue date was taken as the event date64.  This metric will also capture acquisitions 

financed by issuing equity either to the target or some other party.   

 

5.3.5 LIQUIDITY 

The first two measures of liquidity used are based upon the percentage of orders in the 

order book that are market orders (as opposed to limit orders) (percentages).  A 

prevalence of market orders indicates that a proportion of traders are price takers and this 

is consistent with a lack of liquidity.  These will be taken as the average over the first 10 

days following the date of official quotation and averaged65.   

 

_ _ _ _ _ _
1

_ _
Value of total market order trading value

TURN
Total trading value

= ∑
∑

 x 100 

                                                 
64 As discussed in Lee (2003) these firms appear to have breached ASX Listing Rule 3.1 and thus the 
Corporations Act 2001. 
65 10 days was chosen as the initial aftermarket window as it represents 2 working weeks and ample time 
for antecedent disclosure to be impounded into prices and allows analysis to encompass activity other than 
IPO flipping (see Aggarwal, 2000 or Krigman, Shaw and Womack, 1999). 
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_ _ _ _ _ _
2

_ _
Value of total market order trading volume

TURN
Total trading volume

= ∑
∑

 x 100 

These two measures are percentages, being the closer to 0% the higher the liquidity. 
 

The third measure of liquidity is turnover (a percentage), which will be taken as the 

average over the first 10 days, of this daily measure. 

 

_ _ _ _
3

_ _
Volume of all daily trades

TURN
Shares on issue

= ∑
∑

 x 100 

 

The alternative measures of liquidity are spreads.  The first is the positive relative spread 

(a percentage).  This is taken as a 10 day average of the first daily average relative 

spreads.  Any zero or negative spreads, which may be caused by trading halts or other 

such events, were omitted. 

 

4 SPREADTURN
MIDPRICE

=  

 

The next is the mean daily trade weighted relative effective spread over the 10 day 

window, as this is the best measure one can get using the economic significance of the 

trade66. 

 

,

_
2 _5

_
2

t t
t

t t

t
X

to tc

ASK BIDABS TRADE PRICE
TRADE VOLUMETURN

ASK BID TOTAL VOLUME

  +  −       =
+  

    

∑  

Where: ti = at time ‘i’, where ‘o’ is at the open and ‘c’ is at the close of trading 

 

 

 

                                                 
66 A similar measure is used in Chalmers and Kadlec (1998).  The bid and ask used were that which existed 
just before the trade. As 1≥TURN5≥0; where there was only 1 or no trades in a day, the value of 1 was 
applied, which signifies the highest level of illiquidity. 
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5.3.6 RISK 

Risk is proxied in this study by taking the mean daily standard deviation of returns of the 

security over a certain window.  This is as opposed to the CAPM beta because of the 

problems found in its application to empirics (Fama and French, 1992).  This is 

calculated as follows: 

 

( )( ) ( )
( )( )

2

1

n nXX nX
STDEn

n n

−
=

−
∑ ∑ ∑

∑ ∑
  

Where: X is the ith datum analysed, ∑nX is the sample average, and n is the number of 

data. 

 

This calculation was conducted for 10 days (STDE10D), 250 days (STDE250D), and 500 

days (STDE500D) that were utilised in different models in Chapter 4. 

 

5.3.7 UNDERPRICING  

In this thesis I will be using average returns after one day to measure underpricing.  It has 

been stated in other research that using this underpricing in IPOs is an excellent measure 

of the costs of equity capital of the firm (Schrand and Verrecchia, 2002) as it represents 

the ‘money left on the table’ in order to ensure a successful float.  Other literature has 

argued underpricing is related to a signalling mechanism and substitutes for actual 

disclosure of proprietary information (Grinblatt and Hwang, 1989) and as a quality signal 

in a market for lemons (Healy and Palepu, 2001).  The following is based upon the 

volume weighted average price at the end of the first trading day, adjusted for movement 

in the AOAI from the prospectus date until the end of the first trading day. 

 

0 01

0 0

tP P I IUNDE
P I
− −

= −  

Where: Pit = the price of issuing firm i at time t 

Iit = the AOAI at time t (date of lodgement of prospectus with ASIC) 

P1 = Price at the end of the first trading day 
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5.3.8 CUMULATIVE ABNORMAL RETURNS 

The one and two year cumulative abnormal returns are calculated for the period 

commencing the first trading day for firm i.  This measure is calculated for 250 (1 year) 

and 500 (2 year) trading days.67  The calculation is as follows: 

 

1 1

it it t
it

it t

P d ICAR
P I− −

+
= −  

Where: Pit = the price of issuing firm i in period t 

Dit = the value of any dividend or for issuing firm i in period t 

It = the AOAI in period t 

 

5.3.9 CONTROLS 

Each of the models employs an array of variables to control for extraneous factors to the 

hypothesised relationships.  SIZE (post-IPO market capitalisation) is used as it was found 

to be significantly negatively related to the costs of capital in Botosan (1997), positively 

to disclosure frequency in Schrand and Verrecchia (2002), and to liquidity in Amihud 

and Mendelson (1986).  GROW is one less the ratio of net tangible asset backing less 

cash backing over issue price (the inverse ‘assets-in-place’ ratio).  The higher this ratio, 

the higher the levels of information asymmetry as these are high growth stocks68.  LEVE 

is the total liabilities/total assets ratio, which was used as the relation between disclosure 

and leverage, and was said to be positive in Healy and Palepu (2001)69.  HIST is the 

number of years of operation as at the IPO issue date (a similar proxy for this was found 

to be significant in Gallery et al. (2002) in explaining earnings forecast revisions).  

OWNE controls for the relationship with underpricing (Grinblatt and Hwang, 1989).  

This was found to be a significant explanatory factor in disclosers of forecast information 

in prospectuses versus those who did not disclose (Lee et al., 1995).  BIG5 and WRIT 

also control for monitoring which may mitigate the need to disclose as in Schrand and 

Verrecchia (2002).  BIG5 takes the value of 1 if the investigating accountant in the 

prospectus was a firm that is, or is affiliated with a Big 5 accounting firm.  WRIT takes 
                                                 
67 Two years is chosen as the window as this is usually the maximum period that encompasses forecasts in 
the prospectus and this period leaves time to corroborate them. 
68 In Schrand and Verrecchia (2002), tech stocks were treated separately due to these reasons.  Further in 
Schrand and Verrecchia (2002) it was found that tech stocks have mean underpricing of 87.03% compared 
to 22.52% for non-internet firms.  Cash is taken out of the NTA as this ratio is intended to show growth 
opportunities.  Any GROW<0 is taken to be 0. 
69 They used D/E as a proxy for leverage. 
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the value of 1 if the underwriter of the IPO is prestigious, meaning it either has the 

backing of a major bank or is a highly prestigious firm. P2LI controls for the number of 

days between lodgement of the prospectus with the regulator and the date of official 

quotation, and is designed to explain underpricing as the shorter this period is, 

presumably the IPO was easier to sell and had higher underpricing. 

 

Table 5.3.9 depicts the descriptive statistics of the variables described in this chapter. 

 

TABLE 5.3.9- Descriptive statistics of variable metrics 

Variable Mean Std Dev N Min 25% 50% 75% Max 

UNDE 0.283366 0.738286 309 -0.79933 -0.0328009 0.087462 0.3681549 7.25317 

GROW 0.705284 0.34585 309 0 0.543385 0.868292 0.966392 1.206222 

P2LI 54.13269 24.30178 309 4 41 49 60 193 

TURN1 78.29546 9.069593 309 25 74.1086 79.0154 83.6162 98.4742 

TURN2 78.28497 9.079471 309 25 74.0331 79.1055 83.6732 98.5294 

TURN3 0.017979 0.023565 309 0 0.0049 0.0099 0.0207 0.1727 

TURN4 4.007464 4.410091 309 0.2251 1.6924 2.5843 4.5176 39.2694 

TURN5 0.053545 0.125319 309 0.0015 0.0070 0.0117 0.0214 0.8162 

STDE10D 0.028493 0.015767 309 0 0.01118 0.02449 0.03870 0.07781 

STDE_1Y 0.015398 0.007955 309 0 0.008833 0.013969 0.021043 0.039054 

STDE_2Y 0.015086 0.007454 309 0 0.008893 0.014219 0.020864 0.03796 

CAR250 -12.5244 81.04663 309 -100 -62.41754 -25.1147 9.65489 573.1895 

CAR500 -25.2188 93.48887 309 -100 -88.22024 -51.7379 4.16484 751.4894 

RANKGD1 149.822 89.23363 309 1 73 152 229 309 

RANKGD2 154.2686 89.24562 309 1 77 151 232 309 

RANKBD1 6.92233 0.608746 309 1 7 7 7 7 

RANKBD2 153.3139 88.5561 309 1 78 153 232 303 

RANKAB1 149.8382 89.29184 309 1 76 153 229 309 

RANKAB2 154.1618 89.1164 309 1 78 153 232 309 

RANKNT1 149.7896 89.21682 309 1 73 150 228 309 

RANKNT2 154.3592 89.28102 309 1 76 153 231 309 

RANKNC1 143.7249 87.76876 309 1 64 125 224 296 

RANKNC2 153.1845 88.89112 309 1 76 150 229 309 

RANKND1 143.835 87.77692 309 1 62 155 217 295 

RANKND2 153.288 88.9843 309 1 77 154 232 309 

RANKNS1 122.1586 76.99922 309 1 75 86 180 281 

RANKNS2 150.3754 88.37212 309 1 77 151 223 309 
RANKGD -4.4466 116.3533 309 -277 -87 -5 68 278 
RANKBD -146.392 88.61048 309 -296 -225 -146 -71 6 

RANKAB -4.32362 118.2146 309 -266 -86 -15 74 268 

RANKND -9.45307 113.296 309 -275 -93 -15 68 278 

RANKNS -28.2168 111.2456 309 -262 -108 -41 43 276 

RANKNC -9.45955 114.3483 309 -286 -99 -17 69 271 

RANKNT -4.56958 119.7084 309 -276 -92 -1 68 282 
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TABLE 5.3.9 (CONT) 

Variable Mean Std Dev N Min 25% 50% 75% Max 

PROPA 0.151158 0.34360 309 0 0 0 0.983720 1 

PROPB 0.013493 0.050593 309 0 0 0 0 0.438326 

LEVE 0.260082 0.251108 309 0 0.04348576 0.175722 0.42649319 1.05377 

SIZE 3190000000 26300000000 309 2000000 15100671 32365591 80000000 45000000000

REIS 0.582524 0.493943 309 0 0 1 1 1 

BIG5 0.624596 0.485013 309 0 0 1 1 1 

WRIT 0.139159 0.346673 309 0 0 0 1 1 

HIST 5.313916 3.87489 309 0 0 5 10 10 

ASS_TOTAL 6150000000 5900000000 309 836971 8005759 16694000 44320000 952000000000

ASS_INTAG 15644440 78361419 309 0 0 642000 6076985 95800000000

ASS_CASH 20433521 94306272 309 0 3043520 6010721 11732449 13500000000

LI_TOTAL 400000007 49400000000 309 0 490696 2873000 12300000 820000000000

N_CAP_RD 371213 2961348 309 0 0 0 0 50000000 

GROSS_RD 482588.8 3104860 309 0 0 0 0 50000000 
MKT CAP 
POST_IPO` 1540000000 12700000000 309 610400 5000000 10000000 26900000 167000000000

NUMBER 
ISSUED 54476010 2710000000 309 34440 10000000 18000000 30412636 42900000000

ISSUE 
PRICE 33.30039 568.8276 309 0.2 0.40 0.8 1.00 10000 

OWNE 60.38738 22.67228 309 0 51.0 64.6 76.6 99.5 

 

In Chapter 6 testing of the developed models is conducted using the data discussed in this 
chapter. 
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 Chapter 6 

ANALYSIS AND RESULTS 
Chapter 6 presents the primary results of the tests conducted to attempt to answer the 

perplexing issues raised in Chapter 2 and more specifically the formulated hypotheses of 

Chapter 3.  All t-statistics have been adjusted accordingly, as per White (1980).   

 

6.1 CORRELATIONS 

The correlations of the variables used in the models can be viewed in Tables 6.1A and 

6.1B.  These are useful as they tell of the strength of the relationships, however, they do 

not tell of the causality, which is uncovered in the OLS regressions that follow in the 

subsequent sections. 

 

In the correlation matrices, only the RANKAB and RANKND metrics were used for pre- 

and post-IPO and the change in disclosure for parsimony. 
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TABLE 6.1A - Pearson correlations I (n = 309) 
 

  ∆RANKAB ∆RANKND RANKAB1 RANKAB2 RANKND1 RANKND2 OWNE PROPA PROPB LEVE REIS BIG5 WRIT SIZE UNDEM GROW
∆RANKAB 1    
      
∆RANKND 0.431 1   
  <.0001    
RANKAB1 0.663 0.063 1   
  <.0001 0.268   
RANKAB2 -0.662 -0.509 0.122 1   
  <.0001 <.0001 0.032   
RANKND1 0.165 0.635 0.186 -0.033 1   
  0.004 <.0001 0.001 0.567   
RANKND2 -0.387 -0.647 0.103 0.616 0.178 1   
  <.0001 <.0001 0.071 <.0001 0.002   
OWNE 0.147 -0.081 0.079 -0.116 -0.07 0.034 1   
  0.01 0.157 0.168 0.042 0.221 0.553   
PROPA -0.137 -0.222 0.124 0.345 -0.061 0.255 0.096 1   
  0.297 0.089 0.346 0.007 0.641 0.049 0.467   
PROPB 0.036 0.059 0.02 -0.029 0.105 0.028 0.097 0.158 1  
  0.525 0.298 0.732 0.617 0.066 0.627 0.09 0.228   
LEVE -0.16 -0.029 -0.156 0.055 0.069 0.105 -0.064 -0.358 -0.138 1  
  0.005 0.608 0.006 0.333 0.226 0.064 0.264 0.005 0.015  
REIS 0.258 0.089 0.079 -0.262 -0.048 -0.16 0.091 0.08 -0.016 -0.103 1  
  <.0001 0.12 0.165 <.0001 0.403 0.005 0.112 0.541 0.776 0.071  
BIG5 -0.011 0.111 -0.16 -0.146 -0.043 -0.184 -0.087 -0.239 -0.175 0.031 -0.101 1  
  0.852 0.051 0.005 0.01 0.451 0.001 0.128 0.066 0.002 0.593 0.077  
WRIT -0.11 -0.025 -0.115 0.03 -0.128 -0.095 -0.023 -0.096 -0.068 0.095 -0.096 0.08 1  
  0.054 0.664 0.043 0.6 0.024 0.096 0.689 0.464 0.236 0.097 0.093 0.161  
SIZE 0.065 0.167 -0.073 -0.16 0.051 -0.162 -0.046 -0.227 -0.027 0.159 0.043 0.083 0.032 1  
  0.252 0.003 0.201 0.005 0.376 0.004 0.42 0.081 0.642 0.005 0.453 0.148 0.575  
UNDEM 0.183 0.052 0.098 -0.144 0.036 -0.031 -0.009 -0.386 -0.02 -0.024 0.04 0.028 -0.087 0.015 1  
  0.001 0.36 0.085 0.011 0.526 0.591 0.869 0.002 0.731 0.672 0.483 0.63 0.128 0.794  
GROW 0.064 -0.036 0.161 0.076 -0.005 0.041 0.047 0.008 0.061 -0.377 -0.053 -0.069 -0.039 -0.123 0.051 1
  0.262 0.527 0.005 0.184 0.93 0.472 0.408 0.952 0.288 <.0001 0.354 0.228 0.497 0.031 0.369  
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TABLE 6.1B - Pearson correlations II (n = 309) 
  RANKAB1 RANKND1 RET_OWNE LEVE HIQ_IA UWQ SIZE UNDEM GROW TURN1 TURN2 TURN3 TURN4 TURN5 PROSP2LI STDE10D STDE_1Y STDE_2Y CAR250 CAR500 
RANKAB1 1      
       
RANKND1 0.1856 1      
  0.001      
RET_OWNE 0.0786 -0.07 1     
  0.1679 0.2212      
LEVE -0.156 0.0691 -0.064 1     
  0.0059 0.2258 0.2644     
HIQ_IA -0.16 -0.043 -0.087 0.0305 1     
  0.0047 0.4511 0.1276 0.593     
UWQ -0.115 -0.128 -0.023 0.0946 0.08 1     
  0.0425 0.0243 0.6894 0.0971 0.1607     
SIZE -0.073 0.0505 -0.046 0.1587 0.0826 0.032 1     
  0.2006 0.3761 0.4204 0.0052 0.1475 0.5752     
UNDEM 0.098 0.0363 -0.009 -0.024 0.0276 -0.087 0.0149 1     
  0.0854 0.5255 0.8691 0.6723 0.6295 0.1277 0.7937     
GROW 0.1605 -0.005 0.0473 -0.377 -0.069 -0.039 -0.123 0.0513 1     
  0.0047 0.9298 0.4077 <.0001 0.2277 0.4969 0.0311 0.3687     
TURN1 -0.142 0.0886 -0.181 0.2135 0.2322 0.0553 0.1575 0.0313 -0.169 1     
  0.0123 0.1202 0.0014 0.0002 <.0001 0.3327 0.0055 0.5842 0.0029     
TURN2 -0.142 0.0876 -0.18 0.2127 0.2334 0.056 0.1574 0.0296 -0.169 0.9999 1    
  0.0124 0.1245 0.0015 0.0002 <.0001 0.3263 0.0055 0.6038 0.0029 <.0001     
TURN3 0.0325 -2E-04 -0.124 -0.223 0.1046 -0.091 0.0609 0.2296 0.077 0.0606 0.0594 1    
  0.5689 0.997 0.0292 <.0001 0.0663 0.1097 0.2861 <.0001 0.1768 0.2881 0.298    
TURN4 0.1872 -0.103 0.0184 -0.198 -0.179 -0.118 -0.089 -0.1 0.1171 -0.283 -0.283 -0.177 1    
  0.0009 0.0709 0.747 0.0005 0.0016 0.0374 0.1195 0.079 0.0398 <.0001 <.0001 0.0018    
TURN5 0.1432 -0.04 -0.092 -0.062 -0.169 -0.075 -0.045 -0.101 0.0309 -0.286 -0.285 -0.203 0.6934 1    
  0.0118 0.4805 0.1064 0.2799 0.0028 0.1879 0.4352 0.0774 0.5882 <.0001 <.0001 0.0003 <.0001    
PROSP2LI 0.0862 -0.009 0.0241 -0.113 -0.155 -0.114 -0.026 -0.189 0.012 -0.208 -0.207 -0.199 0.5028 0.3847 1    
  0.1308 0.8696 0.6734 0.0481 0.0064 0.0446 0.6546 0.0009 0.8334 0.0002 0.0002 0.0004 <.0001 <.0001    
STDE10D 0.1942 -0.083 0.063 -0.345 -0.003 -0.167 0.052 0.2629 0.1801 -0.085 -0.086 0.5143 0.1067 -0.111 -0.014 1    
  0.0006 0.1437 0.2694 <.0001 0.9651 0.0032 0.3621 <.0001 0.0015 0.137 0.131 <.0001 0.0611 0.0509 0.8083    
STDE_1Y 0.1228 -0.129 0.1127 -0.356 0.0147 -0.151 0.0045 0.2205 0.2002 -0.027 -0.028 0.5438 0.0349 -0.202 -0.056 0.7331 1    
  0.0309 0.0235 0.0477 <.0001 0.7974 0.0077 0.9374 <.0001 0.0004 0.6406 0.6298 <.0001 0.541 0.0004 0.3228 <.0001    
STDE_2Y 0.0993 -0.055 0.1222 -0.357 0.0479 -0.159 -0.019 0.2491 0.2016 -0.015 -0.016 0.4986 0.002 -0.208 -0.069 0.6749 0.9383 1    
  0.0814 0.3327 0.0317 <.0001 0.4018 0.0052 0.7417 <.0001 0.0004 0.7941 0.7776 <.0001 0.9726 0.0002 0.2279 <.0001 <.0001    
CAR250 -0.018 0.0305 0.088 0.1354 0.0021 0.0143 0.0571 -0.014 -0.06 0.0145 0.0154 -0.152 -0.091 -0.048 0.0354 -0.216 -0.212 -0.198 1   
  0.7504 0.5928 0.1227 0.0172 0.9703 0.8022 0.3175 0.8077 0.2919 0.7993 0.7877 0.0073 0.1108 0.4012 0.5359 0.0001 0.0002 0.0005    
CAR500 0.0188 0.0226 -0.024 0.2037 -0.071 0.0141 0.0651 -0.124 -0.079 0.1008 0.1016 -0.17 -0.031 0.0072 0.0482 -0.222 -0.311 -0.321 0.7017 1 
  0.7423 0.6921 0.6807 0.0003 0.2115 0.8045 0.2538 0.029 0.1683 0.077 0.0746 0.0027 0.5846 0.9003 0.3985 <.0001 <.0001 <.0001 <.0001   
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6.2 CATEGORISATION OF DISCLOSURES 

Figure 6.2A, breaks down the disclosure categories of all of the disclosures of the IPOs in 

the pre and post markets, by their mean ABDSCORE70.  The main disparity in content is 

that in the pre market it appears that there is proportionately higher disclosure of legal 

information, forecasts (consistent with Lee et al., 1995), ASX required disclosure and 

matters relating to finance than in the aftermarket.   

 

Table 6.2A indicates that prospectus disclosures, and takeover related information rated 

among the most newsworthy disclosures.  Other high scoring categories were disclosures 

pertaining to winding up, forecast dividends, forecast profits, share splits, and suspension 

notices.   

 

FIGURE 6.2A – ABDSCORE Category by Pre- and Post-IPO 
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70 See Appendix B, Figure 6.3B for a distribution of the ABDSCORE. 
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TABLE 6.2A - Descriptive statistics for all ABDSCORE by category71 

  DISC CAT N Mean Std Dev Min 25% 50% 75% Max 

IPO 
Prospectus, IPO required 
statements 1002 365 10.7014 5.2221 0 0 0 0 20 

 Management spin-off  1004 15 3.6000 2.2615 0 0 12 14 8 
  More listings 1006 2 3.0000 4.2426 0 2 4 5 6 
Report Annual report - Stat accounts 1502 1121 0.3167 1.4112 0 0 3 6 15 
  Half yearly/ Preliminary final 1504 1729 3.9977 3.7097 0 3 3 0 18 
  Quarterly report (Mining) 1506 29 4.7586 3.5922 0 2 3 7 15 
  Corporate governance 1508 584 1.0086 0.2449 0 1 1 1 6 
  Commitments Test Entity 1510 1028 2.4747 1.7861 0 2 2 3 17 
  Change of balance date 1512 2 1.0000 1.4142 0 0 1 2 2 
  Other periodic 1514 101 1.7030 1.7352 0 1 1 2 8 
Forecast Profit forecast 2002 616 7.8782 4.9096 0 4 8 11 20 
  Revenue 2004 7 8.2857 3.2514 5 6 8 9 15 
  Dividend 2006 8 5.6250 4.1036 0 2.5 5 9 12 
  Other 2008 44 3.8864 2.2538 0 2 3 6 10 
Finance Employee share plan 2502 95 1.3684 1.5232 0 0 1 2 6 
  Option plan 2504 729 1.0480 1.2771 0 0 0 2 6 
  Convertible notes 2506 7 2.4286 0.9759 1 2 2 3 4 
  Escrow 2508 145 0.0483 0.2721 0 0 0 0 2 
  Share splits 2510 14 6.2857 4.0082 0 2 8 9 11 
  Release from escrow 2514 228 0.0351 0.2458 0 0 0 0 2 
  Option forfeiture 2516 63 0.7143 1.3005 0 0 0 2 6 
  Dividends 2518 123 1.6179 2.3696 0 0 1 2 12 
  Interest payments 2520 16 2.5625 3.0325 0 0 2 4 8 
  other finance related 2522 543 1.5948 2.5429 0 0 0 2 20 
  Appendix 3B 2524 1783 1.3533 2.0762 0 0 0 2 20 
  Other new issues– notes / prefs. 2526 61 2.6230 2.7152 0 0 2 4 11 
  Share buy-back 2528 225 0.9422 2.4204 0 0 0 0 13 
Ownership Top 20 shareholders 3002 892 0.0774 0.7593 0 0 0 0 15 
  Substantial s/h 3004 2750 0.6669 1.1047 0 0 0 1 16 
Operations Operation 3502 478 3.6109 3.3029 0 2 3 5 20 
  Products 3504 543 3.6280 3.0388 0 2 2 5 20 
  Agreements 3506 1510 4.2079 2.9640 0 2 4 6 20 
  Acquisition 3508 773 4.0479 2.8561 0 2 4 6 16 
  Restructure 3510 155 3.4000 2.8229 0 2 2 5 15 
  Winding up 3512 18 7.9444 6.6728 0 2 5 15 18 
Management Personnel (key employee) 4002 213 1.0141 1.4778 0 0 0 2 8 
  Personnel (director) 4004 901 1.4284 2.0663 0 0 0 2 17 
  Director’s interest 4006 2729 0.9971 1.0657 0 0 1 1 11 
  Change of name / address  4008 231 0.1905 0.9409 0 0 0 0 8 
IR Investor Relations - General 4502 1992 4.0477 3.6693 0 2 3 6 20 

 

 

 

 
                                                 
71 See Appendix B, for analysis of some of these variables. 
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TABLE 6.2A (CONT) 

PR Public Relations - General 5002 84 2.0476 1.8492 0 1 2 3 7 
  Notice of Meeting / AGM 5004 734 0.0136 0.1646 0 0 0 0 3 
  Results of Meeting / AGM 5006 605 0.1256 0.6667 0 0 3 0 8 
Legal Lawsuit 5502 55 3.4364 2.4927 0 2 3 5 10 
  Constitution 5504 314 0.0287 0.2313 0 0 0 0 3 
  Other 5506 764 1.2971 3.1589 0 0 0 0 20 
ASX Trading Suspension Notice 6002 84 1.6310 4.2956 0 0 0 0 20 
  Trading Halt 6004 194 0.3196 1.7517 0 0 0 0 12 
  Reinstatement Notice 6006 55 0.2909 1.6961 0 0 0 0 12 
  Response to ASX Query 6008 328 6.5671 3.6726 0 4 6 9 18 
  Admission to Official List 6010 564 0.0745 0.8728 0 0 0 0 14 
  Other  6012 79 0.4557 2.1471 0 0 0 0 18 
Other Other 6502 33 7.2424 3.6058 0 6 8 9 15 
Takeovers Part A 7002 50 3.6400 5.8056 0 0 0.5 5 20 
  Part B 7004 29 3.4828 3.1353 0 0 4 6 12 
  Part C 7006 2 0.0000 0.0000 0 0 0 0 0 
  Progress 7010 156 2.2179 4.4232 0 0 0 2 20 
  Mergers 7012 24 8.6667 5.9976 0 3.5 8.5 13.5 18 
  Other 7014 152 2.8882 4.8794 0 0 1 2 18 
Flags Pre-Listing 9102 2412 0.0000 0.0000 0 0 0 0 0 
  In Trading Halt / Suspension 9304 687 0.0000 0.0000 0 0 0 0 0 
  Re-issue  9506 676 0.0000 0.0000 0 0 0 0 0 
  Other 9508 11 0.0000 0.0000 0 0 0 0 0 

 

Table 6.2B shows the various directions of the DSCORES of the 27,175 disclosures 

made in the pre and post markets for all 309 IPOs.  In aggregate, 45.39% (12,335/27,175) 

of these disclosures were labelled ‘good’ and 10.78% (2,930/27,175) were deemed ‘bad’ 

news72.  Most of these disclosures made were ‘indeterminate’ in nature 43.83% 

(11,910/27,175). 

 

TABLE 6.2B - Descriptive statistics for the direction of the DSCORE 

DIRECTION Pre-IPO Post-IPO 
 Frequency Percent Frequency Percent 

+ 976 35.52% 11359 46.50% 
- 7 0.25% 2923 11.97% 
0 1765 64.23% 10145 41.53% 

 

These results can be compared to Lang and Lundholm (2000), which found that of 

antecedent disclosure of SEOs, 45% were optimistic and 17% were pessimistic, with 

declining optimism and higher pessimism in the post-SEO environment.  Table 6.2B 
                                                 
72 Note that the figure of 27,175 excludes the ‘flag’ category of disclosures. 
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indicates that this is true for the bad disclosures, however not so of the positive 

information.  This provides does though, support anecdotal evidence that IPOs defer the 

disclosure of bad news until after the IPO to minimise its effects on the costs of equity 

capital. 

 
6.3 REGRESSION RESULTS 

This section will present the results of tests run upon models that show the determinants 

for pre- and post-IPO disclosure based upon each of the disclosure metrics.  Analysis is 

then conducted upon the drivers to the change in disclosure.  The impacts of disclosure 

are then the focus of subsequent models, with hyping being analysed in terms of its 

significance and explanatory power when modelled with cumulative abnormal returns.  

Models that depict the impact of antecedent disclosure upon underpricing, liquidity and 

risk are then studied. 

 

6.3.1 DETERMINANTS OF DISCLOSURE 
This section seeks to vindicate hypotheses one, two and three and other surrounding 

questions.  I run the first set of regressions based on each of the seven disclosure metrics. 

The results are set out in Tables 6.3.1A, 6.3.1B, and 6.3.1C. 

 

The most important DSCORE based measures are ABRANK and NTRANK.  This is 

because the first represents the entire information set of the firm that has been divulged to 

the market.  Each disclosure has an impact of the firms rank in this measure as the 

magnitude is taken irrespective of the good or bad character of the information.  

Similarly, the NTRANK measure ranks firms based upon the credibility of their 

information set.  This is as any good news is countered by any bad news.   

 

6.3.1.1 PRE-IPO DISCLOSURE MODELS 
The positive driver of pre-IPO disclosure, as seen in Table 6.3.1A, consistently appears to 

be if the firm is a growth stock.  This control was designed to be capturing some of the 

industry specific characteristics of firm disclosure.  These firms are likely to be 

characterised by higher levels of information asymmetry, which induces them to disclose 

more in order to reduce it.  The length of history of the firm prior to it going public, and 

the quality of it’s underwriter and investigating accountant are shown to be highly 
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significant factors behind deterring disclosure in the pre-market.  Interestingly, in 

measuring disclosure by it’s credibility (RANKNT1), the quality of the investigating 

accountant becomes insignificant.  This may be because firms who are perceived as being 

more credible in their pre-market disclosure rely less upon ‘signals’ of quality than do 

other firms. 

 

When measuring disclosure by the number in the pre-market (RANKND1), proprietary 

information is seen to be positively associated.  This is also true of RANKNC1, as well 

as the fact that the post-IPO market capitalisation is having a positive influence.  Further, 

using this measure, the history of the firm becomes insignificant, possibly because of it’s 

crudity as a proxy for firm quality, or perhaps of the crudity of this disclosure metric in 

capturing information dispersed to the market. 

 

The Table 6.3.1A results can be compared with other papers that posit models that 

attempt to explain pre-IPO disclosure.  In Leone et al. (2002) a model that resembles 

equation 1, explained 22.7% of the specifity in the use of proceeds section of the 

prospectus, which was the utilised proxy for disclosure.  Schrand and Verrecchia (2002) 

had a similar model of pre-IPO disclosure with a fit of 23.25%.  Their model used the 

number of all types of disclosures over six moths prior to the IPO as the dependent, and 

similar independents to the hypothesised determinants in the model used in this thesis. 

 

Support for the general propositions of the cross-sectional level of pre-IPO disclosure 

developed in Chapter 3 is mixed.  Retained ownership and if the firm re-issues have 

findings in the correct directions, yet are insignificant in the models run in terms, of the 

metrics using the DSCORE (RANKGD1, RANKBD173, RANKAB1,) 74.  The positive 

finding of the proprietary cost measure in the RANKNT1 measure is surprising. 

 

In order to further investigate this proprietary cost finding, I employ a different proxy 

(PROPB).  The results are presented in Appendix C, Table 6.3.1AB.  These results show 

strong support to my earlier proposition that IPOs with proprietary information will be 

negatively associated with pre-IPO disclosure.  This is consistent across many of the 
                                                 
73 Note: in interpreting this metric the firms were ranked from the worst (i.e. the most bad news) to the best.   
74 These results were unchanged when running the models based upon the raw DSCORE rather than the 
rank.  This is not reported in this thesis. 
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disclosure metrics.  The sign of the coefficients of some of these variables, however, 

change direction when using the count measures (RANKND1, RANKNC1, RANKNS1). 
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TABLE 6.3.1A 

The pre-IPO disclosure rank of the firm and the hypothesised determinant variables 
and control variables 

 
RANKpre = α + β1(OWNE) + β2(PROP) + β3(REIS) + β4(LEVE) + β5(SIZE) + 
β6(GROW) + β7(HIST) + β8(WRIT) + β9(BIG5) + εI              (1) 

 
  RANKGD1 

 
Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 159.6023 161.895 171.177 167.077 167.879

  97.420*** 24.455*** 23.306*** 54.925*** 24.922***
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
0.1771 0.18    

  0.783 0.793    
Proprietary Costs (PROPA) - -3.6025  -2.44   

  -0.637  -0.16   
Re-issuer (REIS) + 4.3682   5.0687  

  0.44   0.509  
Control variables       
Leverage (LEVE) + -5.1452 -4.5147 -5.2309 -3.9336 -3.03 

  -0.213 -0.19 -0.218 -0.165 -0.127 
Size (SIZE) ? -9.105 -8.5412 -8.924 -9.6625 -8.7913

  -1.183 -1.148 -1.095 -1.142 -1.109 
Growth Stock (GROW) + 27.2472 27.0887 29.7988 29.4082 32.5561

  1.669** 1.655** 1.859** 1.861** 2.055** 
Trading History (HIST) - -4.1679 -4.2362 -4.0858 -4.0391 -3.8469

  -3.049*** -4.502*** -4.366*** -4.322*** -4.053***
Prestigious Underwriter 

(WRIT) 
- 

-18.5196 -18.9608 -19.1345 -18.5135 -23.266
  -1.518* -1.560* -1.582* -1.517* -1.879**

Investigating Accountant 
(BIG5) 

- 
-24.56 -24.7342 -25.5899 -24.9407 -26.024

   -2.349*** -2.387*** -2.476*** -2.423*** -2.547***
       

F value  3.54 4.54 4.44 4.48 5.34 
Prob F  0.0003 <.0001 0.0001 <.0001 <.0001 
Adj R2  0.0691 0.0745 0.0726 0.0732 0.078 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat significant at the 
1% level (one tailed) 

RANKGD1– Descending pre-IPO disclosure rank based upon disclosure good ‘newsworthiness’ score.  OWNE – Pre-
IPO equity divided by the sum of pre-IPO equity and newly issued equity.  PROPA – Net Capitalised R&D over total 
assets at time of issue.  REIS – A binary variable that equals 1 if a private placement or rights issue that consists of more 
than 5% of outstanding issued capital within 24 months, 0 otherwise (dummy).  LEVE – Total liabilities to total assets at 
time of issue.  SIZE – Issue price multiplied by the number of shares on issue after  the IPO. GROW – One less the ratio 
of net tangible asset backing less cash per share over issue price, GROW≥0. HIST – Number of years of operation as at 
IPO issue date.  WRIT – A binary variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 otherwise 
(dummy).  BIG5 – A binary variable that equals 1 if a Big five investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1A (CONT) 

 
 RANKBD1 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 6.7359 6.7196 6.7593 6.7783 6.7614 

  28.433*** 30.850*** 46.510*** 39.028*** 47.724*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

- 
0.0009 0.0009    

  0.406 0.389    
Proprietary Costs (PROPA) + 0.0048  0.0109   

  0.107  0.253   
Re-issuer (REIS) - -0.0271   -0.0236  

  -0.355   -0.309  
Control variables       
Leverage (LEVE) - -0.1185 -0.117 -0.1135 -0.1194 -0.1168 

  -0.441 -0.467 -0.432 -0.463 -0.465 
Size (SIZE) ? 4.8597 4.479 4.2662 4.6099 4.2813 

  0.904 0.905 0.917 0.914 0.922 
Growth Stock (GROW) + 0.2849 0.2849 0.2959 0.2977 0.2968 

  1.999** 1.989** 2.004** 2.018** 2.001** 
Trading History (HIST) - 0.0127 0.0131 0.0137 0.0135 0.0137 

  1.102 1.106 1.031 1.031 1.037 
Prestigious Underwriter 

(WRIT) 
+ 

-0.2388 -0.2358 -0.2363 -0.2391 -0.2364 
  -1.362* -1.340* -1.328* -1.353* -1.328* 

Investigating Accountant 
(BIG5) 

+ 
-0.0941 -0.092 -0.0945 -0.0975 -0.0953 

   -1.909** -1.884** -1.936** -1.991** -1.951** 
       

F value  2.28 2.93 2.89 2.9 3.38 
Prob F  0.0173 0.0055 0.0062 0.006 0.0031 
Adj R2  0.0361 0.042 0.0411 0.0414 0.0442 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

BDRANK1– Descending pre-IPO disclosure rank based upon disclosure bad ‘newsworthiness’ score.  OWNE – 
Pre-IPO equity divided by the sum of pre-IPO equity and newly issued equity.  PROPA – Net Capitalised R&D 
over total assets at time of issue.  REIS – A binary variable that equals 1 if a private placement or rights issue that 
consists of more than 5% of outstanding issued capital within 24 months, 0 otherwise (dummy).  LEVE – Total 
liabilities to total assets at time of issue.  SIZE – Issue price multiplied by the number of shares on issue after the 
IPO. GROW – One less the ratio of net tangible asset backing less cash per share over issue price, GROW≥0. 
HIST – Number of years of operation as at IPO issue date.  WRIT – A binary variable that equals 1 if the IPO is 
backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five 
investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1A (CONT) 
 

 RANKAB1 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 155.1501 157.441 168.217 164.227 167.879 

  85.235*** 23.083*** 23.503*** 8.160*** 24.922*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
0.2098 0.2132    

  0.92 0.932    
Proprietary Costs (PROPA) - -3.1281  -1.7461   

  -0.206  -0.115   
Re-issuer (REIS) + 4.2751   5.1019  

  0.431   0.512  
Control variables       
Leverage (LEVE) + -3.5628 -3.0677 -3.5653 -2.4771 -3.03 

  -0.147 -0.129 -0.148 -0.104 -0.127 
Size (SIZE) ? -8.8565 -8.2978 -8.7671 -9.5006 -8.7913 

  -1.205 -1.173 -1.109 -1.156 -1.109 
Growth Stock (GROW) - 29.708 29.5763 32.6956 32.3591 32.5561 

  1.834** 1.822** 2.050** 2.058** 2.055** 
Trading History (HIST) + -3.9465 -4.012 -3.839 -3.7887 -3.8469 

  -2.884*** -4.254*** -2.789*** -2.756*** -4.053*** 
Prestigious Underwriter 

(WRIT) 
- 

-22.6691 -23.1068 -23.2942 -22.6806 -23.266 
  -1.824** -1.868** -1.884** -1.819** -1.879** 

Investigating Accountant 
(BIG5) 

- 
-25.0054 -25.1996 -26.1384 -25.5315 -26.024 

   -2.397*** -2.438*** -2.538*** -2.488*** -2.547*** 
       

F value  3.67 4.71 4.57 4.61 5.34 
Prob F  0.0002 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.0723 0.0778 0.075 0.0758 0.078 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

ABRANK1– Descending pre-IPO disclosure rank based upon the absolute good and bad ‘newsworthiness’ score.  
OWNE – Pre-IPO equity divided by the sum of pre-IPO equity and newly issued equity.  PROPA – Net 
Capitalised R&D over total assets at time of issue.  REIS – A binary variable that equals 1 if a private placement 
or rights issue that consists of more than 5% of outstanding issued capital within 24 months, 0 otherwise 
(dummy).  LEVE – Total liabilities to total assets at time of issue.  SIZE – Issue price multiplied by the number 
of shares on issue after  the IPO.  GROW – One less the ratio of net tangible asset backing less cash per share 
over issue price, GROW≥0. HIST – Number of years of operation as at IPO issue date.  WRIT – A binary 
variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary 
variable that equals 1 if a Big five investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1A (CONT) 

 
 RANKNT1 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 163.7976 166.361 174.009 169.635 173.482 

  37.084*** 22.225*** 22.110*** 37.362*** 23.154*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
0.1419 0.1455    

  0.629 0.641    
Proprietary Costs (PROPA) - -3.6488  -2.7248   

  -0.641  -0.179   
Re-issuer (REIS) + 4.8112   5.3742  

  0.484   0.539  
Control variables       
Leverage (LEVE) + -5.5621 -4.9655 -5.7751 -4.3573 -4.9398 

  -0.229 -0.208 -0.239 -0.182 -0.207 
Size (SIZE) ? -9.9144 -9.2879 -9.5868 -1.0372 -9.6246 

  -1.204 -1.163 -1.12 -1.168 -1.119 
Growth Stock (GROW) + 24.458 24.3022 26.5529 26.1278 26.3353 

  1.486* 1.472* 1.640* 1.638* 1.636* 
Trading History (HIST) - -4.3826 -4.4567 -4.3318 -4.2828 -4.3441 

  -4.669*** -4.707*** -4.611*** -4.561*** -4.605*** 
Prestigious Underwriter 

(WRIT) 
- 

-24.1524 -24.3634 -25.1045 -24.4071 -24.926 
  -2.312** -2.352*** -2.427*** -2.370*** -2.429*** 

Investigating Accountant 
(BIG5) 

- 
-13.9351 -14.4258 -14.5783 -13.9177 -14.535 

   -1.126 -1.167 -1.187 -1.126 -1.181 
       

F value  3.4 4.36 4.29 4.33 5.02 
Prob F  0.0005 0.0001 0.0002 0.0001 <.0001 
Adj R2  0.0655 0.0709 0.0696 0.0704 0.0726 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

NTRANK1– Descending pre-IPO disclosure rank based upon disclosure good less bad ‘newsworthiness’ score.  
OWNE – Pre-IPO equity divided by the sum of pre-IPO equity and newly issued equity.  PROPA – Net 
Capitalised R&D over total assets at time of issue.  REIS – A binary variable that equals 1 if a private placement 
or rights issue that consists of more than 5% of outstanding issued capital within 24 months, 0 otherwise 
(dummy).  LEVE – Total liabilities to total assets at time of issue.  SIZE – Issue price multiplied by the number 
of shares on issue after  the IPO.  GROW – One less the ratio of net tangible asset backing less cash per share 
over issue price, GROW≥0. HIST – Number of years of operation as at IPO issue date.  WRIT – A binary 
variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary 
variable that equals 1 if a Big five investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1A (CONT) 

 
 RANKND1 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 197.4499 195.29 181.334 193.877 186.752 

  33.736*** 21.169*** 9.533*** 43.507*** 25.152*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
-0.2014 -0.1744    

  -0.887 -0.785    
Proprietary Costs (PROPA) - 29.3247  28.0256   

  7.373***  1.905**   
Re-issuer (REIS) + -9.0931   -9.953  

  -0.913   -0.997  
Control variables       
Leverage (LEVE) + 2.0993 -5.91 2.6509 -7.0196 -5.9408 

  0.1 -0.288 0.126 -0.341 -0.29 
Size (SIZE) ? 1.352 1.2725 1.274 1.4512 1.3129 

  3.145*** 3.249*** 3.449*** 3.901*** 3.705*** 
Growth Stock (GROW) + -45.3345 -43.7207 -48.3962 -45.7737 -46.158 

  -2.894*** -2.821*** -3.151*** -2.983*** -3.021*** 
Trading History (HIST) - -0.0874 0.1279 -0.1338 -0.1206 -0.0072 

  -0.103 0.149 -0.159 -0.144 -0.009 
Prestigious Underwriter 

(WRIT) 
- 

-34.2907 -33.699 -33.1177 -34.7109 -33.569 
  -2.357*** -2.347*** -2.265** -2.396*** -2.323** 

Investigating Accountant 
(BIG5) 

- 
-6.9783 -7.921 -5.4077 -8.2073 -7.2469 

   -0.673 -0.763 -0.524 -0.786 -0.698 
       

F value  2.39 2.38 2.83 2.43 2.68 
Prob F  0.0125 0.022 0.0072 0.0194 0.015 
Adj R2  0.0391 0.0304 0.0399 0.0316 0.0317 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

NDRANK1– Descending pre-IPO disclosure rank based upon the number of disclosures.  OWNE – Pre-IPO 
equity divided by the sum of pre-IPO equity and newly issued equity.  PROPA – Net Capitalised R&D over total 
assets at time of issue.  REIS – A binary variable that equals 1 if a private placement or rights issue that consists 
of more than 5% of outstanding issued capital within 24 months, 0 otherwise (dummy).  LEVE – Total liabilities 
to total assets at time of issue.  SIZE – Issue price multiplied by the number of shares on issue after  the IPO.  
GROW – One less the ratio of net tangible asset backing less cash per share over issue price, GROW≥0. HIST – 
Number of years of operation as at IPO issue date.  WRIT – A binary variable that equals 1 if the IPO is backed 
by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five 
investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1A (CONT) 

 
 RANKNC1 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 197.5451 194.857 180.406 193.465 185.751 

  32.978*** 21.557*** 23.962*** 45.697*** 26.637*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
-0.211 -0.186    

  -0.918 -0.826    
Proprietary Costs (PROPA) - 29.0077  27.6482   

  8.062***  1.889**   
Re-issuer (REIS) + -9.8792   -10.776  

  -0.99   -1.077  
Control variables       
Leverage (LEVE) + 5.0261 -2.8005 5.6427 -4.0013 -2.8334 

  0.242 -0.139 0.274 -0.198 -0.141 
Size (SIZE) ? 6.2281 5.3152 5.362 7.2439 5.7458 

  1.686** 1.554* 1.595* 1.937** 1.677** 
Growth Stock (GROW) + -43.2973 -41.7118 -46.5193 -43.8952 -44.311 

  -2.788*** -2.714*** -3.063*** -2.893*** -2.932*** 
Trading History (HIST) - -0.2254 -0.0011 -0.27 -0.2679 -0.1451 

  -0.263 -0.001 -0.322 -0.32 -0.173 
Prestigious Underwriter 

(WRIT) 
- 

-34.9909 -34.3053 -33.7214 -35.403 -34.166 
  -2.408*** -2.389*** -2.308** -2.445*** -2.365*** 

Investigating Accountant 
(BIG5) 

- 
-7.3818 -8.2353 -5.702 -8.5563 -7.5164 

   -0.71 -0.792 -0.551 -0.819 -0.724 
       

F value  2.31 2.27 2.68 2.33 2.53 
Prob F  0.016 0.0291 0.0104 0.0248 0.0208 
Adj R2  0.0368 0.028 0.0368 0.0294 0.029 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat significant 
at the 1% level (one tailed) 

NCRANK1– Descending pre-IPO disclosure rank based upon the number of categories of disclosure.  OWNE – 
Pre-IPO equity divided by the sum of pre-IPO equity and newly issued equity.  PROPA – Net Capitalised R&D 
over total assets at time of issue.  REIS – A binary variable that equals 1 if a private placement or rights issue that 
consists of more than 5% of outstanding issued capital within 24 months, 0 otherwise (dummy).  LEVE – Total 
liabilities to total assets at time of issue.  SIZE – Issue price multiplied by the number of shares on issue after  the 
IPO.   GROW – One less the ratio of net tangible asset backing less cash per share over issue price, GROW≥0. 
HIST – Number of years of operation as at IPO issue date.  WRIT – A binary variable that equals 1 if the IPO is 
backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five 
investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1A (CONT) 
 

 RANKNS1 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 142.0697 138.535 140.72 143.727 140.216 

  60.962*** 14.895*** 15.522*** 256.523*** 16.236***
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
0.0484 0.0343    

  0.255 0.182    
Proprietary Costs (PROPA) - -2.9599  -2.608   

  -0.457  -0.22   
Re-issuer (REIS) + -5.1016   -4.9052  

  -0.598   -0.579  
Control variables       
Leverage (LEVE) + 24.7288 26.1916 25.3981 25.666 26.1976 

  1.113 1.196 1.14 1.164 1.193 
Size (SIZE) ? 5.36 4.5771 4.5338 5.1795 4.4976 

  0.935 0.782 0.761 0.866 0.749 
Growth Stock (GROW) + -21.381 -21.6176 -20.9294 -20.9483 -21.138 

  -1.471* -1.485* -1.425* -1.432* -1.442* 
Trading History (HIST) - 0.1137 0.1694 0.2078 0.1401 0.196 

  0.164 0.236 0.295 0.204 0.16 
Prestigious Underwriter 

(WRIT) 
- 

-39.3012 -38.6786 -38.7463 -39.2672 -38.704 
  -3.019*** -2.978*** -2.986*** -3.018*** -2.981*** 

Investigating Accountant 
(BIG5) 

- 
-9.7237 -9.0916 -9.3954 -9.6976 -9.2243 

   -1.087 -1.015 -1.045 -1.077 -1.024 
       

F value  2.05 2.6 2.6 2.64 3.04 
Prob F  0.0335 0.0128 0.0127 0.0115 0.0067 
Adj R2  0.0299 0.0351 0.0352 0.036 0.0382 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat significant 
at the 1% level (one tailed) 

NSRANK1– Descending pre-IPO disclosure rank based upon the number of price-sensitive disclosures.  OWNE – 
Pre-IPO equity divided by the sum of pre-IPO equity and newly issued equity.  PROPA – Net Capitalised R&D 
over total assets at time of issue.  REIS – A binary variable that equals 1 if a private placement or rights issue that 
consists of more than 5% of outstanding issued capital within 24 months, 0 otherwise (dummy).  LEVE – Total 
liabilities to total assets at time of issue.  SIZE – Issue price multiplied by the number of shares on issue after  the 
IPO.  GROW – One less the ratio of net tangible asset backing less cash per share over issue price, GROW≥0. 
HIST – Number of years of operation as at IPO issue date.  WRIT – A binary variable that equals 1 if the IPO is 
backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five 
investigating accountant and, 0 otherwise (dummy). 
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6.3.1.2 POST-IPO DISCLOSURE MODELS 

Table 6.3.1B presents the results of analyses that show the cross-sectional determinants 

of post-IPO disclosure based upon the seven disclosure metrics.  Of the controls used in 

the models, each of underpricing, growth firms, history, and quality of the underwriter 

and independent accountant are negatively associated with post-IPO disclosure.  These 

findings were consistent with earlier inclinations and other similar research.  Support for 

the cross-sectional post-IPO proposition with regard to proprietary information is 

generally strongly significant.  Firms with more proprietary information tend to disclose 

less in the aftermarket.  This is confirmed in analysis using the PROPB measure in 

Appendix C Table 6.3.1BB.  The rationale for this is that the marginal cost of disclosure 

for these firms is generally higher than for firms with less proprietary information and 

thus there is less cross-sectional disclosure in the aftermarket.  For firms that met the 

definition of re-issuing, there was a negative association with post-IPO disclosure.  This 

is a result in contrast to the general propositions in Chapter 3 and since it is apparent 

across most of the measures, this indicates that firms who re-issue are disclosing 

relatively less information.  Such a result can possibly be explained by re-issuing perhaps 

proxying firms who have more proprietary information.  There was little support for the 

retained ownership variable. 

 

Interestingly when using the RANKBD2 there is a positive relationship with leverage.  

This may be because firms with higher levels of total liabilities as a proportion of total 

assets may be more susceptible to bad news in the aftermarket due to less financial slack. 

 

Schrand and Verrecchia (2002), as previously mentioned, developed a model to explain 

post-IPO disclosure, which is comparable to equation 2 in this dissertation analysed in 

Table 6.3.1B.  They measure the number of all types of disclosure 6 months subsequent 

the IPO and the R2 of their model was 35.31%, which compares to the 24.7% for equation 

2 when using the RANKNS2 metric and including all of the hypothesised independent 

variables.  The differences in these figures are because of the different window and the 

inferior disclosure proxy that characterises the Schrand and Verrecchia (2002) paper. 

 

For the ABRANK2 measure, the significance of the negative association of retained 

ownership is compelling.  Firms who have higher retained ownership, are associated with 
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lower disclosure post-IPO (contrary to findings in Schrand and Verrecchia, 2002).  This 

may be because of the reduced dispersion in ownership generating less agency costs, as 

interests are more aligned.  Alternately, it could be viewed, that consistent with the size 

of the post listing firm, firms who have higher retained ownership, have less structural 

change to their capital structure, and therefore require less disclosure to inform the 

market of their post-IPO position.  The findings of the proprietary cost measure and if the 

firm re-issued are consistent with the other measures75. 
 

 

                                                 
75 These results based on the RANK metrics, were qualitatively unchanged when running the models based 
upon the raw DSCOREs.  These results are not reported in this thesis. 
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TABLE 6.3.1B 

The post-IPO disclosure rank of the firm and the hypothesised determinant 
variables and control variables 

RANKpost = α + β1(OWNE) + β2(PROP) + β3(REIS) + β4(LEVE) + β5(SIZE) + 
β6(UNDE) + β7(GROW) + β8(HIST) + β9(WRIT) + β10(BIG5) + εI          (2) 

  RANKGD2 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 231.7 210.8 199.1 219.8 186.8 

  46.601*** 10.231*** 11.529*** 12.457*** 23.263*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ -0.211 -0.288    
  -0.972 -1.295*    

Proprietary Costs (PROPA) - -11.02  -12.31   
  -3.784***  -0.829   

Re-issuer (REIS) + -31.34   -32.16  
  -3.228***   -3.306***  

Control variables       
Leverage (LEVE) + -15.96 -9.106 -12.94 -12.76 16.78 

  -0.671 -0.39 -0.533 -0.54 0.716 
Size (SIZE) + -4.091 -4.556 -4.473 -4.049 -5.512 

  -2.638*** -2.799*** -2.997*** -2.717*** -2.829*** 
Underpricing (UNDE) + -15.34 -15.89 -15.82 -14.83 -15 

  -2.718*** -2.735*** -2.665*** -2.624*** -2.219** 
Growth Stock (GROW) + 2.48 1.644 -1.417 -1.492 -20.01 

  0.156 0.105 -0.091 -0.096 -1.352* 
Trading History (HIST) - -3.004 -2.631 -2.799 -3.232 -0.459 

  -2.265** -1.966** -2.066** -2.422*** -0.54 
Prestigious Underwriter 

(WRIT) - -16.06 -12.45 -12.42 -15.72 7.209 
  -1.222 -0.963 -0.963 -1.2 0.562 

Investigating Accountant 
(BIG5) 

- 
-29.63 -26.15 -25.85 -28.19 -24.74 

  -3.006*** -2.603*** -2.554*** -2.900*** -2.466*** 
       

F value  4.05 3.69 3.55 4.87 3.44 
Prob F  <.0001 <.0001 <.0001 <.0001 0.002 
Adj R2  0.09 0.065 0.062 0.091 0.053 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

RANKGD2– Descending post-IPO disclosure rank based upon disclosure good ‘newsworthiness’ score.  
UNDE – Last price on first day less issue price divided by the issue price adjusted by the movement in the All 
Ordinaries Accumulation Index between prospectus lodgement date and the issue date (i.e., market adjusted 
underpricing).  OWNE – Pre-IPO equity divided by the sum of Pre-IPO equity and newly issued equity.  
PROPA – Net Capitalised R&D over total assets at time of issue.  REIS – A binary variable that equals 1 if a 
private placement or rights issue that consists of more than 5% of outstanding issued capital within 24 months, 
0 otherwise (dummy).  LEVE– Total liabilities to total assets at time of issue.  SIZE – Issue price multiplied by 
the number of shares on issue after  the IPO.  GROW - One less the ratio of net tangible asset backing less cash 
per share over issue price, GROW≥0.  HIST – Number of years of operation as at IPO issue date.  WRIT – A 
binary variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – 
A binary variable that equals 1 if a Big five investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1B (CONT) 

 
  RANKBD2 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 164.3 144.2 138.1 157.3 135.6 

  410.127*** 6.844*** 7.771*** 8.320*** 7.784*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

- 
-0.1 -0.176    

  -0.452 -0.799    
Proprietary Costs (PROPA) + -12.81  -13.38   

  -1.703**  -1.04   
Re-issuer (REIS) - -29.86   -30.24  

  -3.194***   -3.239***  
Control variables       
Leverage (LEVE) - 52.66 59.89 55.77 56.48 59.83 

  2.484*** 2.843*** 2.550*** 2.751*** 2.825*** 
Size (SIZE) - -1.942 -2.389 -2.329 -1.934 -2.35 

  -0.863 -0.997 -1.013 -0.867 -1.013 
Underpricing (UNDE) - -0.84 -1.319 -1.405 -0.43 -1.11 

  -0.131 -0.213 -0.232 -0.068 -0.183 
Growth Stock (GROW) - -27.99 -28.94 -30.3 -30.53 -31.47 

  -1.841** -1.888** -1.954** -2.003** -2.044** 
Trading History (HIST) + 4.202 4.549 4.474 4.058 4.41 

  4.961*** 3.497*** 3.469*** 3.137*** 5.436*** 
Prestigious Underwriter 

(WRIT) 
+ 

23.55 27.04 26.94 23.87 27.21 
   1.850** 2.101** 2.104** 1.865** 2.114** 

Investigating Accountant 
(BIG5) 

+ 
-6.982 -3.53 -3.722 -5.813 -2.86 

   -0.718 -0.369 -0.385 -0.601 -0.298 
       

F value  6.79 6.99 7.02 8.37 7.9 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.158 0.135 0.135 0.161 0.136 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

BDRANK2– Descending post-IPO disclosure rank based upon disclosure bad ‘newsworthiness’ score.  
UNDE – Last price on first day less issue price divided by the issue price adjusted by the movement in 
the All Ordinaries Accumulation Index between prospectus lodgement date and the issue date (i.e., 
market adjusted underpricing).  OWNE – Pre-IPO equity divided by the sum of Pre-IPO equity and 
newly issued equity.  PROPA – Net Capitalised R&D over total assets at time of issue.  REIS – A 
binary variable that equals 1 if a private placement or rights issue that consists of more than 5% of 
outstanding issued capital within 24 months, 0 otherwise (dummy).  LEVE– Total liabilities to total 
assets at time of issue.  SIZE – Issue price multiplied by the number of shares on issue after  the IPO.  
GROW - One less the ratio of net tangible asset backing less cash per share over issue price, 
GROW≥0.  HIST – Number of years of operation as at IPO issue date.  WRIT – A binary variable that 
equals 1 if the IPO is backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary 
variable that equals 1 if a Big five investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1B (CONT) 

 
  RANKAB2 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 241.2 210.7 190.1 220.9 186.8 

  27.457*** 10.592*** 11.511*** 13.207*** 23.263*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
-0.378 -0.489    

  -1.715** -2.155**    
Proprietary Costs (PROPA) - -14.85  -17.2   

  -1.636*  -1.196   
Re-issuer (REIS) + -46.03   -47.51  

  -4.856***   -4.988***  
Control variables       
Leverage (LEVE) + 7.273 16.93 11.54 11.51 16.78 

  0.325 0.751 0.482 0.511 0.716 
Size (SIZE) + -4.941 -5.622 -5.486 -4.858 -5.512 

  -2.444*** -2.604*** -2.860*** -2.568*** -2.829*** 
Underpricing (UNDE) + -14.74 -15.58 -15.38 -13.93 -15 

  -2.186** -2.289** -2.280** -2.126** -2.219** 
Growth Stock (GROW) + -11.85 -12.99 -18.51 -18.54 -20.01 

  -0.78 -0.864 -1.236 -1.266 -1.352* 
  -0.627 -0.074 -0.377 -1.013 -0.459 

Trading History (HIST) - -0.817 -0.058 -0.286 -0.796 -0.54 
  1.454 6.734 6.86 1.96 7.209 

Prestigious Underwriter 
(WRIT) 

- 
0.113 0.521 0.537 0.152 0.562 

Investigating Accountant 
(BIG5) 

- 
-31.63 -26.6 -25.85 -29.38 -24.74 

   -3.290*** -2.668*** -2.567*** -3.063*** -2.466*** 
       

F value  5.4 3.65 3.18 6.14 3.44 
Prob F  <.0001 5E-04 0.002 <.0001 0.002 

Adj R2  0.125 0.064 0.054 0.118 0.053 
*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

ABRANK2– Descending post-IPO disclosure rank based upon the absolute of good and bad 
‘newsworthiness’ score UNDE – Last price on first day less issue price divided by the issue price adjusted 
by the movement in the All Ordinaries Accumulation Index between prospectus lodgement date and the 
issue date (i.e., market adjusted underpricing).  OWNE – Pre-IPO equity divided by the sum of Pre-IPO 
equity and newly issued equity.  PROPA – Net Capitalised R&D over total assets at time of issue.  REIS – A 
binary variable that equals 1 if a private placement or rights issue that consists of more than 5% of 
outstanding issued capital within 24 months, 0 otherwise (dummy).  LEVE– Total liabilities to total assets at 
time of issue.  SIZE – Issue price multiplied by the number of shares on issue after  the IPO.    GROW - One 
less the ratio of net tangible asset backing less cash per share over issue price, GROW≥0.  HIST – Number 
of years of operation as at IPO issue date.  WRIT – A binary variable that equals 1 if the IPO is backed by a 
prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five 
investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1B (CONT) 
 

  RANKNT2 
Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 206.4 200.2 196.2 201.9 195.2 

  22.026*** 9.485*** 10.967*** 10.736*** 105.362*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
-0.077 -0.102    

  -0.358 -0.467    
Proprietary Costs (PROPA) - -4.838  -5.319   

  -2.573***  -0.37   
Re-issuer (REIS) + -9.01   -9.309  

  -0.932   -0.962  
Control variables       
Leverage (LEVE) + -36.35 -33.87 -35.52 -34.94 -33.91 

  -1.541* -1.467* -1.498* -1.504* -1.462* 
Size (SIZE) + -3.541 -3.678 -3.647 -3.527 -3.655 

  -3.216*** -3.310*** -3.415*** -3.255*** -3.396*** 
Underpricing (UNDE) + -12.45 -12.57 -12.57 -12.24 -12.45 

  -2.341*** -2.359*** -2.317** -2.298** -2.307** 
Growth Stock (GROW) + 15.56 15.21 14.21 14.03 13.75 

  0.976 0.957 0.903 0.892 0.872 
Trading History (HIST) - -4.018 -3.917 -3.972 -4.106 -3.997 

  -4.291*** -2.879*** -2.910*** -3.003*** -4.324*** 
Prestigious Underwriter 

(WRIT) 
- 

-22.28 -21.21 -21.22 -22.14 -21.11 
  -1.736** -1.676** -1.672** -1.733** -1.671** 

Investigating Accountant 
(BIG5) 

- 
-22.07 -20.97 -20.92 -21.49 -20.58 

   -2.208** -2.114** -2.098** -2.187** -2.089** 
       

F value  4.31 5.3 5.28 5.39 6.04 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 

Adj R2  0.097 0.1 0.1 0.102 0.103 
*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

NTRANK2– Descending post-IPO disclosure rank based upon disclosure good  less bad ‘newsworthiness’ 
score.  UNDE – Last price on first day less issue price divided by the issue price adjusted by the movement in 
the All Ordinaries Accumulation index between prospectus lodgement date and the issue date (i.e., market 
adjusted underpricing).  OWNE – Pre-IPO equity divided by the sum of Pre-IPO equity and newly issued 
equity.  PROPA – Net Capitalised R&D over total assets at time of issue.  REIS – A binary variable that 
equals 1 if a private placement or rights issue that consists of more than 5% of outstanding issued capital 
within 24 months, 0 otherwise (dummy).  LEVE– Total liabilities to total assets at time of issue.  SIZE – 
Issue price multiplied by the number of shares on issue after  the IPO.    GROW - One less the ratio of net 
tangible asset backing less cash per share over issue price, GROW≥0.  HIST – Number of years of operation 
as at IPO issue date.  WRIT – A binary variable that equals 1 if the IPO is backed by a prestigious 
underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five investigating 
accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1B (CONT) 

 
  RANKND2 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 193.4658 175.6079 179.7427 201.6625 180.8901 

  23.136*** 8.233*** 9.624*** 10.244*** 9.724*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
0.1577 0.108    

  0.751 0.5    
Proprietary Costs (PROPA) - 4.8409  5.9686   

  0.544  0.432   
Re-issuer (REIS) + -29.591   -28.9722  

  -3.073***   -3.012***  
Control variables       
Leverage (LEVE) + 22.5153 24.3396 26.1881 21.1605 24.373 

  0.919 0.989 1.043 0.891 0.994 
Size (SIZE) + -5.4774 -5.8884 -5.9217 -5.5139 -5.9126 

  -2.973*** -3.137*** -3.067*** -2.911*** -3.079*** 
Underpricing (UNDE) + -1.4611 -2.2923 -2.289 -1.7697 -2.4209 

  -0.188 -0.287 -0.285 -0.226 -0.302 
Growth Stock (GROW) + -26.5166 -26.2999 -25.2679 -23.8467 -24.747 

  -1.528* -1.505* -1.469* -1.403* -1.439* 
Trading History (HIST) - 1.1421 1.549 1.6056 1.2965 1.6341 

  1.248 1.14 1.203 0.983 1.867** 
Prestigious Underwriter 

(WRIT) 
- 

-26.3742 -23.2513 -23.2353 -26.5575 -23.3565 
  -1.920** -1.704** -1.705** -1.940** -1.714** 

Investigating Accountant 
(BIG5) - -30.5696 -30.5957 -33.81 -30.9806 -30.98 

   -3.068*** -3.079*** -3.477*** -3.128*** -3.128*** 
       

F value  4.13 3.96 3.95 5.1 4.5 
Prob F  <.0001 0.0002 0.0002 <.0001 <.0001 
Adj R2  0.097 0.0921 0.0714 0.0712 0.0962 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

NDRANK2– Descending post-IPO disclosure rank based upon the number of disclosures.  UNDE – Last 
price on first day less issue price divided by the issue price adjusted by the movement in the All Ordinaries 
Accumulation Index between prospectus lodgement date and the issue date (i.e., market adjusted 
underpricing).    OWNE – Pre-IPO equity divided by the sum of Pre-IPO equity and newly issued equity.  
PROPA – Net Capitalised R&D over total assets at time of issue.  REIS – A binary variable that equals 1 if a 
private placement or rights issue that consists of more than 5% of outstanding issued capital within 24 
months, 0 otherwise (dummy).  LEVE– Total liabilities to total assets at time of issue.  SIZE – Issue price 
multiplied by the number of shares on issue after  the IPO.    GROW - One less the ratio of net tangible asset 
backing less cash per share over issue price, GROW≥0.  HIST – Number of years of operation as at IPO 
issue date.  WRIT – A binary variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 
otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five investigating accountant and, 0 
otherwise (dummy). 
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TABLE 6.3.1B (CONT) 

 
  RANKNC2 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 196.6 175.7 179.7 204.5 180.5 

  24.253*** 8.324*** 9.725*** 10.433*** 29.885*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
0.16 0.099    

  0.761 0.452    
Proprietary Costs (PROPA) - 2.896  4.052   

  0.337  0.296   
Re-issuer (REIS) + -34.1   -33.47  

  -3.554***   -3.490***  
Control variables       
Leverage (LEVE) + 14.5 17.42 18.68 13.74 17.45 

  0.611 0.728 0.764 0.599 0.732 
Size (SIZE) + -5.18 -5.659 -5.687 -5.221 -5.681 

  -2.828*** -3.012*** -2.954*** -2.766*** -2.962*** 
Underpricing (UNDE) + -0.376 -1.279 -1.307 -0.645 -1.397 

  -0.047 -0.154 -0.157 -0.079 -0.168 
Growth Stock (GROW) + -26.36 -26.29 -25.22 -23.83 -24.87 

  -1.550* -1.539* -1.502* -1.437* -1.484* 
Trading History (HIST) - 1.353 1.813 1.871 1.501 1.89 

  1.541* 1.351* 1.419* 1.161 2.222** 
Prestigious Underwriter 

(WRIT) 
- 

-28.28 -24.63 -24.64 -28.42 -24.72 
  -2.078** -1.816** -1.819** -2.095** -1.825** 

Investigating Accountant 
(BIG5) 

- 
-32.53 -29.62 -29.73 -33.26 -29.99 

   -3.333*** -2.969*** -2.983*** -3.432*** -3.024*** 
       

F value  4.25 3.73 3.72 5.27 4.25 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 

Adj R2  0.096 0.066 0.066 0.1 0.069 
*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

NDRANK2– Descending post-IPO disclosure rank based upon the number of categories of disclosure.  
UNDE – Last price on first day less issue price divided by the issue price adjusted by the movement in the 
All Ordinaries Accumulation Index between prospectus lodgement date and the issue date (i.e., market 
adjusted underpricing).  OWNE – Pre-IPO equity divided by the sum of Pre-IPO equity and newly issued 
equity.  PROPA – Net Capitalised R&D over total assets at time of issue.  REIS – A binary variable that 
equals 1 if a private placement or rights issue that consists of more than 5% of outstanding issued capital 
within 24 months, 0 otherwise (dummy).  LEVE– Total liabilities to total assets at time of issue.  SIZE – 
Issue price multiplied by the number of shares on issue after  the IPO.    GROW - One less the ratio of net 
tangible asset backing less cash per share over issue price, GROW≥0.  HIST – Number of years of 
operation as at IPO issue date.  WRIT – A binary variable that equals 1 if the IPO is backed by a prestigious 
underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five investigating 
accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1B (CONT) 
 

  RANKNS2 
Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 243.2 223.2 196.9 218.2 194.8 

  76.963*** 11.285*** 12.092*** 12.514*** 25.930*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
-0.511 -0.581    

  -2.427*** -2.732***    
Proprietary Costs (PROPA) - -7.665  -10.93   

  -1.523*  -0.942   
Re-issuer (REIS) + -30.7   -32.72  

  -3.466***   -3.609***  
Control variables       
Leverage (LEVE) + 25.15 30.91 27.4 27.1 30.73 

  1.216 1.446* 1.202 1.310* 1.390* 
Size (SIZE) + -6.3 -6.75 -6.603 -6.169 -6.619 

  -2.736*** -2.822*** -3.116*** -2.940*** -3.096*** 
Underpricing (UNDE) + -19.64 -20.25 -19.8 -18.82 -19.55 

  -2.452*** -2.500*** -2.489*** -2.421*** -2.454*** 
Growth Stock (GROW) + -57.58 -58.19 -65.59 -65.52 -66.54 

  -4.024*** -4.053*** -4.511*** -4.622*** -4.608*** 
Trading History (HIST)  3.459 3.836 3.431 2.997 3.378 

 - 5.147*** 3.119*** 2.782*** 2.512*** 4.755*** 
Prestigious Underwriter 

(WRIT)  -18.2 -14.72 -14.38 -17.77 -14.16 
 - -1.511* -1.22 -1.176 -1.467* -1.166 

Investigating Accountant 
(BIG5) 

- 
-27.5 -24.28 -22.77 -25.26 -22.07 

   -3.102*** -2.699*** -2.513*** -2.825*** -2.439*** 
       

F value  11.09 12 10.77 12.74 12.23 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.247 0.222 0.202 0.234 0.203 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

NSRANK2– Descending post-IPO disclosure rank based upon the number of price-sensitive disclosures.  
UNDE – Last price on first day less issue price divided by the issue price adjusted by the movement in the 
All Ordinaries Accumulation Index between prospectus lodgement date and the issue date (i.e., market 
adjusted underpricing).  OWNE – Pre-IPO equity divided by the sum of Pre-IPO equity and newly issued 
equity.  PROPA – Net Capitalised R&D over total assets at time of issue.  REIS – A binary variable that 
equals 1 if a private placement or rights issue that consists of more than 5% of outstanding issued capital 
within 24 months, 0 otherwise (dummy).  LEVE– Total liabilities to total assets at time of issue.  SIZE – 
Issue price multiplied by the number of shares on issue after  the IPO.  GROW - One less the ratio of net 
tangible asset backing less cash per share over issue price, GROW≥0.  HIST – Number of years of operation 
as at IPO issue date.  WRIT – A binary variable that equals 1 if the IPO is backed by a prestigious 
underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five investigating 
accountant and, 0 otherwise (dummy). 
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6.3.1.3 CHANGE IN DISCLOSURE MODELS 

The results in Table 6.3.1C seek to find support for the first of the three hypotheses as to 

the determinants in the change in disclosure between the pre- and post-IPO markets.  The 

results show very significant results, across a number of measures that support H1 and 

H3.  The retained ownership after the IPO is a major driver to the change in disclosure 

between these two markets.  This is as these firms with higher retained ownership, find 

the necessity to disclose more in the after-market (relative to the pre-market) to mitigate 

the agency costs assuring the market that money is not squandered.  Firms that re-issued 

in the aftermarket, were seen to have strongly positive and significant associations with a 

change in disclosure.  This is because there is the incentive to increase post-IPO 

disclosure so as to extract any new equity capital at prices that are closer to the firm’s 

intrinsic value. 

 

Hypothesis 2, which argued that firms with high proprietary information will have a 

negative change in disclosure, as the benefits of dispersing information will be less in the 

aftermarket is not supported by the analysis in Table 6.3.1C.  In order to further 

investigate this result, Appendix C Table 6.3.1CB shows the regressions when PROBP 

was used as the proprietary cost proxy.  The results for the PROPB variable are 

insignificant, but for the RANKBD which finds results in contrast to the results for this 

dependent variable in Table 6.3.1C. 

 

The size of the post listing firm and underpricing were seen as positively influencing the 

RANK.  The finding for underpricing is consistent with Schrand and Verrecchia 

(2002), which found that as firms realise the costs of capital associated with issuing 

equity through the IPO, firms then commit themselves to increasing post-IPO disclosure 

in order to minimise hurdle rates on future equity raisings.  In terms of firms with high 

leverage (for RANKAB and RANKNS) there is a negative RANK.  This may be 

that firms with higher leverage find the necessity to disclose relatively more in the pre 

market to justify their reduced financial slack in order to ‘sell’ the IPO. 

 

Generally, the models which included the hypothesised variables had a stronger fit than 

models without any of the hypothesised variables.  When using RANKGD and 

RANKAB, there are incremental R2s of 3%, which indicate that the value relevance of 
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these variables is material.  These models also demonstrated strong F-statistics, which 

indicate that the independents together worked effectively in explaining the change in 

disclosure. 

 

In summary, H1 and H2 were supported, while H3 was not. 
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TABLE 6.3.1C 
The change in disclosure rank of the firm and the hypothesised determinant 

variables and control variables 
 

RANK = α + β1(OWNE) + β2(PROP) + β3(REIS) + β4(UNDE) +  β5(LEVE) + 
β6(SIZE) + εI                     (3) 

 
  RANKGD 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? -57.1014 -37.66 -9.5746 -30.1947 -6.5728 

  -7.352*** -1.626* -0.837 -2.223** -2.639*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 35.8129 0.5019    
  2.727*** 1.589*    
       

Proprietary Costs (PROPA) - 8.4227  12.272   
  0.97  0.55   
       

Re-issuer (REIS) + 0.4187   37.546  
  1.371*   2.843***  

Control variables       
Underpricing (UNDE) + 26.3454 27.103 27.1528 26.0283 26.945 

  4.860*** 4.808*** 4.549*** 4.688*** 4.514*** 
       

Leverage (LEVE) ? -12.2724 -22.577 -
21.0234 -16.9628 -25.211 

  -0.471 -0.903 -0.805 -0.672 -1.008 
       

Size (SIZE) ? 3.0135 3.4467 3.2841 2.8643 3.2881 
  2.957*** 3.449*** 3.914*** 3.085*** 3.876*** 
       

F value  3.78 3.73 3.04 5.05 3.93 
Prob F  0.0012 0.0056 0.0176 0.0006 0.0089 
Adj R2  0.0514 0.0342 0.0258 0.0499 0.0278 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

RANK– Pre-IPO rank minus post-IPO disclosure rank based upon good ‘newsworthiness’ score. 
UNDE – Last price on first day less issue price divided by the issue price adjusted by the movement in the 
All Ordinaries Accumulation Index between prospectus lodgement date and the issue date (i.e., market 
adjusted underpricing).  OWNE – Pre-IPO equity divided by the sum of Pre-IPO equity and newly issued 
equity.  PROPA – Net Capitalised R&D over total assets at time of issue.  REIS – A binary variable that 
equals 1 if a private placement or rights issue that consists of more than 5% of outstanding issued capital 
within 24 months, 0 otherwise (dummy).  LEVE– Total liabilities to total assets at time of issue.  SIZE – 
Issue price multiplied by the number of shares on issue after  the IPO.    GROW - One less the ratio of net 
tangible asset backing less cash per share over issue price, GROW≥0.   
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TABLE 6.3.1C (CONT) 

 
  RANKBD 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? -148.3 -129.3 -122.1 -146.607 -118.8 

  -18.445*** -8.464*** -14.827*** -9.098*** -130.946***
Hypothesised variables       

Retained Ownership 
(OWNE) 

- 
0.084 0.171    

  0.382 0.775    
       

Proprietary Costs (PROPA) + 12.59  13.64   
  1.501*  1.023   
       

Re-issuer (REIS) - 33.77   33.7387  
  3.588***   3.586***  

Control variables       
Underpricing (UNDE) - 2.446 3.084 3.261 2.2403 3.03 

  0.382 0.5 0.539 0.349 0.5 
       

Leverage (LEVE) ? -99.65 -110.9 -107.1 -103.83 -111.8 
  -5.268*** -6.070*** -5.559*** -5.810*** -6.105*** 
       

Size (SIZE) ? 1.571 1.984 1.926 1.5829 1.93 
  0.785 0.94 0.956 0.782 0.953 
       

F value  8.03 8.53 8.59 9.49 11.17 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.121 0.089 0.09 0.1211 0.09 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat significant at the 
1% level (one tailed) 

RANK– Pre-IPO rank minus post-IPO disclosure rank based upon bad ‘newsworthiness’ score.  UNDE – Last price 
on first day less issue price divided by the issue price adjusted by the movement in the All Ordinaries Accumulation 
Index between prospectus lodgement date and the issue date (i.e., market adjusted underpricing).  OWNE – Pre-IPO 
equity divided by the sum of Pre-IPO equity and newly issued equity.  PROPA – Net Capitalised R&D over total assets 
at time of issue.  REIS – A binary variable that equals 1 if a private placement or rights issue that consists of more than 
5% of outstanding issued capital within 24 months, 0 otherwise (dummy).  LEVE– Total liabilities to total assets at time 
of issue.  SIZE – Issue price multiplied by the number of shares on issue after  the IPO.    GROW - One less the ratio of 
net tangible asset backing less cash per share over issue price, GROW≥0.   
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TABLE 6.3.1C (CONT) 

 
  RANKAB 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? -67.884 -38.919 2.4797 -27.955 7.1124 

  -6.827*** -1.724** 0.224 -2.127** 20.539*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
53.174 0.7431    

  4.113*** 2.427***    
       

Proprietary Costs (PROPA) - 13.253  18.9398   
  1.758**  0.852   
       

Re-issuer (REIS) + 0.6183   55.738  
  2.131**   4.259***  

Control variables       
Underpricing (UNDE) + 27.491 28.604 28.6906 27.009 28.3696 

  4.653*** 4.779*** 4.679*** 4.640*** 4.585*** 
       

Leverage (LEVE) ? -60.373 -75.921 -73.358 -67.576 -79.8204 
  -2.361*** -2.992*** -2.756*** -2.653*** -3.100*** 
       

Size (SIZE) ? 3.6229 4.2667 4.0257 3.4027 4.0318 
  2.815*** 3.251*** 4.016*** 3.092*** 3.958*** 
       

F value  7.86 7.1 5.55 10.23 7.1 
Prob F  <.0001 <.0001 0.0003 <.0001 0.0001 
Adj R2  0.1178 0.0734 0.0558 0.1071 0.0561 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

RANK– Pre-IPO rank minus post-IPO disclosure rank based upon  the absolute of good and bad 
‘newsworthiness’ score.  UNDE – Last price on first day less issue price divided by the issue price adjusted by 
the movement in the All Ordinaries Accumulation Index between prospectus lodgement date and the issue date 
(i.e., market adjusted underpricing).  OWNE – Pre-IPO equity divided by the sum of Pre-IPO equity and newly 
issued equity.  PROPA – Net Capitalised R&D over total assets at time of issue.  REIS – A binary variable that 
equals 1 if a private placement or rights issue that consists of more than 5% of outstanding issued capital within 
24 months, 0 otherwise (dummy).  LEVE– Total liabilities to total assets at time of issue.  SIZE – Issue price 
multiplied by the number of shares on issue after  the IPO.    GROW - One less the ratio of net tangible asset 
backing less cash per share over issue price, GROW≥0.   
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TABLE 6.3.1C (CONT) 

 
 

 RANKNT 
Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? -40.3071 -33.19 -17.7573 -25.672 -16.68 

  -6.016*** -1.375* -1.443* -1.806** 
-

3.730*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
0.2371 0.267    

  0.719 0.799    
       

Proprietary Costs (PROPA) - 2.2923  4.3991   
  0.258  0.199   
       

Re-issuer (REIS) + 13.3211   14.2905  
  0.976   1.046  

Control variables       
Underpricing (UNDE) + 21.8078 22.1 22.0939 21.6706 22.02 

  3.473*** 3.473*** 3.374*** 3.403*** 3.375*** 
       

Leverage (LEVE) ? 24.4537 20.9 21.0022 22.6405 19.5 
  0.889 0.813 0.78 0.867 0.764 
       

Size (SIZE) ? 2.4349 2.595 2.5096 2.3498 2.511 
  3.204*** 3.695*** 3.664*** 3.124*** 3.658*** 
       

F value  1.52 2.06 1.87 2.13 2.48 
Prob F  0.1706 0.086 0.1162 0.0772 0.061 
Adj R2  0.0101 0.014 0.0111 0.0144 0.014 

*= t stat significant at 10% level (one tailed), **= t stat significant at 5% level (one tailed), ***= t stat 
significant at the 1% level (one tailed) 

RANK– Pre-IPO rank minus post-IPO disclosure rank based upon good less bad ‘newsworthiness’ 
score.  UNDE – Last price on first day less issue price divided by the issue price adjusted by the 
movement in the All Ordinaries Accumulation Index between prospectus lodgement date and the issue 
date (i.e., market adjusted underpricing).  OWNE – Pre-IPO equity divided by the sum of Pre-IPO equity 
and newly issued equity.  PROPA – Net Capitalised R&D over total assets at time of issue.  REIS – A 
binary variable that equals 1 if a private placement or rights issue that consists of more than 5% of 
outstanding issued capital within 24 months, 0 otherwise (dummy).  LEVE– Total liabilities to total assets 
at time of issue.  SIZE – Issue price multiplied by the number of shares on issue after  the IPO.  GROW - 
One less the ratio of net tangible asset backing less cash per share over issue price, GROW≥0.   
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TABLE 6.3.1C (CONT) 

 
 RANKND 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 3.7805 16.1763 -11.586 -18.1689 -7.4029 

  0.171 0.75 -1.047 -1.417* -2.793*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
-0.4536 -0.3807    

  -1.529* -1.276    
       

Proprietary Costs (PROPA) - 20.6702  17.102   
  2.201**  0.858   
       

Re-issuer (REIS) + 18.8463   17.1121  
  1.440*   1.319*  

Control variables       
Underpricing (UNDE) + 7.1531 7.2857 7.6956 6.988 7.4057 

  0.818 0.809 0.906 0.844 0.868 
       

Leverage (LEVE) ? -
16.3809 -27.191 -19.3582 -21.4344 -25.1934 

  -0.645 -1.12 -0.77 -0.89 -1.052 
       

Size (SIZE) ? 7.1799 7.4223 7.5371 7.3495 7.5427 
  4.083*** 4.149*** 3.871*** 3.721*** 3.842*** 
       

F value  2.61 3.09 2.82 3.07 3.5 
Prob F  0.0176 0.0162 0.0252 0.0169 0.0158 
Adj R2  0.0304 0.0264 0.0231 0.0261 0.0238 

*= t stat significant at 10% level (one tailed), **= t stat significant at 5% level (one tailed), ***= t stat 
significant at the 1% level (one tailed) 

RANK– Pre-IPO rank minus post-IPO disclosure rank based upon the number of disclosures.   
UNDE – Last price on first day less issue price divided by the issue price adjusted by the movement in the All 
Ordinaries Accumulation Index between prospectus lodgement date and the issue date (i.e., market adjusted 
underpricing).  OWNE – Pre-IPO equity divided by the sum of Pre-IPO equity and newly issued equity.  
PROPA – Net Capitalised R&D over total assets at time of issue.  REIS – A binary variable that equals 1 if a 
private placement or rights issue that consists of more than 5% of outstanding issued capital within 24 months, 0 
otherwise (dummy).  LEVE– Total liabilities to total assets at time of issue.  SIZE – Issue price multiplied by the 
number of shares on issue after  the IPO.   GROW - One less the ratio of net tangible asset backing less cash per 
share over issue price, GROW≥0.   
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TABLE 6.3.1C (CONT) 

 
 RANKNC 

  
Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? 0.391 15.04 -13.25 -21.89 -8.661 

  0.568 0.692 -1.194 -1.679** -2.848*** 
Hypothesised variables       

Retained Ownership 
(OWNE) 

+ 
-0.466 -0.383    

  -1.565* -1.267    
       

Proprietary Costs (PROPA) - 22.41  18.78   
  6.474***  0.914   
       

Re-issuer (REIS) + 22.8   21.02  
  1.725**   1.600*  

Control variables       
Underpricing (UNDE) + 6.769 6.972 7.411 6.58 7.093 

  0.784 0.779 0.876 0.803 0.834 
       

Leverage (LEVE) ? -8.582 -20.8 -12.38 -14.17 -18.79 
  -0.338 -0.853 -0.492 -0.586 -0.781 
       

Size (SIZE) ? 6.11 6.401 6.516 6.284 6.522 
  3.242*** 3.326*** 3.122*** 2.972*** 3.099*** 
       

F value       
Prob F  2.31 2.37 2.15 2.57 2.56 
Adj R2  0.034 0.052 0.074 0.038 0.055 

  0.025 0.018 0.015 0.02 0.015 
*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat 
significant at the 1% level (one tailed) 

RANK– Pre-IPO rank minus post-IPO disclosure rank based upon the number of categories of 
disclosure.  UNDE – Last price on first day less issue price divided by the issue price adjusted by the 
movement in the All Ordinaries Accumulation Index between prospectus lodgement date and the issue 
date (i.e., market adjusted underpricing).  OWNE – Pre-IPO equity divided by the sum of Pre-IPO 
equity and newly issued equity.  PROPA – Net Capitalised R&D over total assets at time of issue.  REIS 
– A binary variable that equals 1 if a private placement or rights issue that consists of more than 5% of 
outstanding issued capital within 24 months, 0 otherwise (dummy).  LEVE– Total liabilities to total 
assets at time of issue.  SIZE – Issue price multiplied by the number of shares on issue after  the IPO.    
GROW - One less the ratio of net tangible asset backing less cash per share over issue price, GROW≥0.  
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TABLE 6.3.1C (CONT) 

 
 RANKNS 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 

N  309 309 309 309 309 
Constant ? -79.4285 -65.0195 -28.8245 -44.7652 -26.4039 

  -3.665*** -3.178*** -2.950*** -3.773*** -3.066*** 
Hypothesised variables       

Retained Ownership 
(OWNE) + 0.5635 0.6234    

  2.019** 2.211**    
       

Proprietary Costs (PROPA) - 4.9384  9.896   
  0.666  0.605   
       

Re-issuer (REIS) + 26.8829   29.1845  
  2.215**   2.357***  

Control variables       
Underpricing (UNDE) + 37.6478 38.2391 38.2103 37.3302 38.0425 

  4.325*** 4.296*** 4.062*** 4.081*** 4.023*** 
       

Leverage (LEVE) ? -46.0907 -53.3667 -53.2615 -50.227 -56.6381 
  -1.829** -2.177** -2.039** -1.989** -2.253** 
       

Size (SIZE) ? 6.5812 6.9051 6.7048 6.3787 6.708 
  3.784*** 3.934*** 4.581*** 4.242*** 4.555*** 
       

F value  7.63 10.12 8.67 10.17 11.49 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.1144 0.1059 0.0906 0.1064 0.0927 

*= t stat significant at 10% level (one tailed), **= t stat significant at 5% level (one tailed), ***= t stat 
significant at the 1% level (one tailed) 

RANK– Pre-IPO rank minus post-IPO disclosure rank based upon the number of price-sensitive 
disclosures.    
UNDE – Last price on first day less issue price divided by the issue price adjusted by the movement in the 
All Ordinaries Accumulation Index between prospectus lodgement date and the issue date (i.e., market 
adjusted underpricing).  OWNE – Pre-IPO equity divided by the sum of Pre-IPO equity and newly issued 
equity.  PROPA – Net Capitalised R&D over total assets at time of issue.  REIS – A binary variable that 
equals 1 if a private placement or rights issue that consists of more than 5% of outstanding issued capital 
within 24 months, 0 otherwise (dummy).  LEVE– Total liabilities to total assets at time of issue.  SIZE – 
Issue price multiplied by the number of shares on issue after  the IPO.   GROW - One less the ratio of net 
tangible asset backing less cash per share over issue price, GROW≥0.   
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6.3.2 HYPING MODELS 

This section deals with hypothesis four, the hyping hypothesis.  For equation 4 I run the 

models with the RANK based upon the seven disclosure metrics used in previous 

sections.   

 

The results show that the change in disclosure rank between the pre- and the post-IPO 

markets is a major factor in cumulative abnormal returns across 250 trading day 

(approximately 1 year) and 500 trading day (approximately 2 years) windows.  In Lee et 

al. (1996) a model that is analogous to equation 4 was run, without the leverage control 

(LEVE), or the hypothesised RANK independent variable76.  Over a one-year period 

they found the SIZE, UNDE, and UNDE2 to be significant and their model had a fit of 

5.52%.    Over a 250 trading day period, Table 6.3.2A shows that after controlling for the 

above variables as well as risk and leverage, the RANK materially contributes to the fit 

of the models.  Similarly, to Lee et al. (1996) I find that without the RANK variable, 

the model only explains 4.81% of 250 trading day cumulative abnormal returns.  

However, 5 of the 6 RANK variables demonstrate incremental value to the model with 

the best fit being 17.16%.  This provides strong evidence to support the Hyping 

hypothesis (H4).  That is, the more negative is the RANK (i.e., ranked higher pre 

relative to post) the more likely the IPO is hyped and it therefore performs worse relative 

to the bourse. 

 

Over two years, the results are more pronounced.  The statistical significance of the 

hyping measure remains for the RANK and the adjusted R2 generally strengthens to, 

for example, 23.17% for the RANKBD and 20.52% for the RANKNT.  This 

compares to Lee et al. (1995) whose adjusted R2 fell to 2.7% of market adjusted returns 

over two years.  Once again, there is evidence that hyped IPOs under perform the market 

over one and two year periods, and conversely firms who ‘under-sell’ their IPO will 

perform superiorly. 

 

                                                 
76 They conducted their study upon 266 Australian industrial IPOs made between January 1976 and December 1989.  As this 
dissertation is conducted in the same institutional setting, it is pertinent to compare these results to the ones obtained from the below 
models. 
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Gallery et al. (2002) found that bad news had more explanatory power than good news 

when analysing forecast corrections against cumulative abnormal returns.  This finding is 

reinforced by the results of Table 6.3.2A with, in both windows, the RANKBD 

demonstrating more explanatory power than the RANKGD.  The inference drawn from 

this is that the market reflects bad news more readily than it does impound good news, or 

that there is at least an asymmetric sensitivity to each type of news.  This may support 

Cairney and Richardson (1998) who suggest that bad news tends to be more credible than 

the good news, which will mean that there is an asymmetry in the way with which the 

market deals with the information. 

 

These results provide strong evidence that disclosure is used to manipulate equity capital 

markets by hyping the IPO.  Relative to other studies of this nature, this is a relatively 

new finding, with only Lang and Lundholm (2000) finding similar evidence in an SEO 

context, and Schrand and Verrecchia (2002) in IPOs, although their measure of 

disclosure is simply the number of disclosures made77. 

 
This hyping occurs out of the desire to minimise the costs of capital.  In the CAR250 

models it is seen that retained ownership is significantly positively related to cumulative 

abnormal returns.  This finding maps with the earlier finding of the positive association 

between RANK and retained ownership (that is, firms who have vendors issuing less 

new equity will have less hyping).  This may mean that what is driving the IPO hyping is 

an agency cost problem, in that the incentive to extract more value (by hyping) comes 

from the issue of more new equity capital (as a proportion of post-IPO market 

capitalisation).  The result is IPOs coming to market at prices that are far inflated above 

their intrinsic worth, given that after an ex post analysis, the market value of the firm will 

tend towards this value.   

 
Interestingly, when the window of the cumulative abnormal returns is extended to 500 

trading days, the relationship between retained ownership and CAR500 is insignificant.  

This indicates that the market, over this window has already impounded this information 

into prices, and therefore, the relationship is not prevalent as it was over a shorter 

window. 

                                                 
77 As described in Chapter 2, these findings are in direct contradiction to Frankel et al. (1995). 
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TABLE 6.3.2A 
Cumulative abnormal returns and the hyping measure and control variables 

 
CAR = α + β1(LEVE) + β2(SIZE) + β3(STDE_n) + β4(UNDE) + β5(UNDE2) + 
β6(OWNE) + β7( RANK) + εI                       (4) 
 

Independent variable Prediction CAR250 CAR250 CAR250 CAR250 CAR250 CAR250 CAR250 CAR250
N  309 309 309 309 309 309 309 309 

Constant ? -11.6185 -0.7114 -83.3453 -1.1372 -8.1664 -11.5393 -11.5769 -4.9285
  -1.551* -0.091 -8.496*** -0.141 -1.033 -1.551* -1.553* -0.595 

Control variables          
Leverage (LEVE) + 18.6451 20.5747 -4.5423 22.1634 16.7008 19.3229 20.3051 18.3848

  1.178 1.297* -0.285 1.401* 1.05 1.226 1.306* 1.151 
Size (SIZE) - 1.6226 9.9566 2.0421 1.2541 9.9632 1.2036 8.6603 1.3672 

  2.789*** 1.426* 5.178*** 1.828** 1.624* 1.744** 1.192 2.096**
Risk (STDE_1Y) + -2172.75 -2398.556 -611.211 -2578.66 -1925.6385 -2241.58 

-
2282.689 -2413.87

  -4.888*** -5.470*** -1.244 -5.532*** -4.423*** -5.134*** -5.256*** -5.064***
Underpricing 

(UNDE) - 8.2053 2.9473 7.6154 5.4334 3.4163 7.5648 7.372 6.3543 
  2.963*** 1.138 5.960*** 1.641* 0.337 6.016*** 15.716*** 1.792**

Underpricing2 
(UNDE2) - -1.1005 -0.9782 -1.5656 -0.9274 -1.2707 -1.0188 -1.0202 -0.9215

  -0.701 -0.657 -1.093 -0.598 -0.868 -0.67 -0.677 -0.587 
Retained Ownership 

(OWNE) + 0.423 0.3328 0.4328 0.3585 0.3555 0.4513 0.4667 0.4037 
  2.359*** 1.962** 2.502*** 2.110** 2.075** 2.532*** 2.551*** 2.322**
          

Hypothesised 
variable   

RANK 
GD 

RANK 
BD 

RANK 
AB 

RANK 
 NT 

RANK 
NC 

RANK 
ND 

RANK
NS 

Hyping ( RANK) +  0.1951 -0.3651 0.1052 0.2218 0.0678 0.105 0.0442 
   4.168*** -6.179*** 2.344*** 4.846*** 2.241** 2.891*** 0.913 
          

F value  3.59 7.06 10.11 4.09 8.84 3.51 4.11 3.21 
Prob F  0.0019 <.0001 <.0001 0.0003 <.0001 0.0012 0.0002 0.0027 
Adj R2  0.0481 0.121 0.1716 0.0656 0.1513 0.054 0.066 0.0477 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat significant at the 1% 
level (one tailed) 

STDE_1Y – Average 250 day daily standard deviation of market adjusted returns.  CAR250 – Cumulative abnormal returns 
over 250 trading days.  UNDE2 – UNDE, all squared.  RANK– Pre-IPO rank minus post-IPO disclosure rank based upon 
one of seven metrics (see Section 5.3.1) (i.e., Hyping).  LEVE –Total liabilities to total assets at issue date.   UNDE – Last 
price on first day less issue price divided by the issue price adjusted by the movement in the All Ordinaries Accumulation 
Index between prospectus lodgement date and the issue date (i.e., market adjusted underpricing).  OWNE – Pre-IPO equity 
divided by the sum of pre-IPO equity and newly issued equity.  SIZE – Issue price multiplied by the number of shares on issue 
after  the IPO.   
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TABLE 6.3.2A (CONT) 

 
Independent variable Prediction CAR500 CAR500 CAR500 CAR500 CAR500 CAR500 CAR500 CAR500 

N  309 309 309 309 309 309 309 309 
Constant ? 13.758 28.8666 -75.6721 29.0093 18.9428 15.6153 16.0905 17.9905 

  1.620* 3.755*** -11.322*** 1.488* 2.565*** 2.175** 2.285** 2.166** 
Control variables          
Leverage (LEVE) + 38.3737 38.9224 12.3721 41.6132 35.1824 37.8144 38.2131 37.9898 

  1.428* 1.538* 0.488 1.585* 1.424* 1.412* 1.428* 1.413* 
          

Size (SIZE) - 1.6828 9.546 2.3089 1.1889 9.9033 1.2719 1.0383 1.5283 
  1.644* 0.819 5.250*** 1.022 0.92 1.122 0.895 1.423* 
          

Risk (STDE_2Y) + -3373.06 -3812.9 -1191.37 -4041.1837 -3156.4382 0.0675 -3625.91 -3543.79 
  -5.465*** -6.225*** -1.924** -5.887*** -5.413*** 1.683** -5.930*** -5.409*** 
          

Underpricing (UNDE) - -15.3675 -20.6555 -18.1834 -18.0496 -20.7938 -15.5244 -15.4604 -16.2372 
  -9.621*** -6.753*** -9.682*** -17.354*** -10.236*** -11.761*** -14.634*** -7.902*** 
          

Underpricing2 
(UNDE2) - 2.1025 2.1648 1.8149 2.2267 1.912 2.1403 2.1147 2.1822 

  1.720** 1.763** 1.533* 1.779** 1.608* 1.744** 1.725** 1.708** 
          

Retained Ownership 
(OWNE) + 0.0735 -0.0246 0.0733 -0.0027 -0.0023 0.1059 0.1166 0.0636 

  0.328 -0.117 0.345 -0.013 -0.011 0.453 0.496 0.29 
          

Hypothesised variable   
RANK 
GD 

RANK 
BD 

RANK 
AB 

RANK 
NT 

RANK 
NC 

RANK 
ND 

RANK 
NS 

Hyping ( RANK) +  0.2255 -0.4377 0.1333 0.2559 0.0675 0.0905 0.0253 
   4.547*** -7.598*** 2.452*** 5.578*** 1.683** 2.167** 0.477 
          

F value  4.09 10.29 14.27 7.15 12.36 6.16 6.44 5.84 
Prob F  0.0003 <.0001 <.0001 <.0001 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.0656 0.1743 0.2317 0.1227 0.2052 0.1051 0.11 0.0991 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat significant at the 1% level 
(one tailed) 
STDE_2Y – Average 500 day daily standard deviation of market adjusted returns.  CAR500 – Cumulative abnormal returns over 
500 trading days.  UNDE2 – UNDE, all squared.  RANK– Pre-IPO rank minus post-IPO disclosure rank based upon one of 
seven metrics (see Section 5.3.1) (i.e., Hyping).  LEVE –Total liabilities to total assets at issue date.   UNDE – Last price on first 
day less issue price divided by the issue price adjusted by the movement in the All Ordinaries Accumulation Index between 
prospectus lodgement date and the issue date (i.e., market adjusted underpricing).  OWNE – Pre-IPO equity divided by the sum of 
pre-IPO equity and newly issued equity. SIZE – Issue price multiplied by the number of shares on issue after  the IPO.   
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There is the possibility that the change in disclosure rank is biased downwards by failed 

firms.  This is because firms who fail within the two-year window will have less of an 

opportunity to disclose information and therefore reduce their post rank.  To counter such 

an argument, analysis is conducted of equation 4, using RANKGD, RANKBD, 

RANKAB and RANKNT, excluding any firms who failed within the two year 

window78.  The results reported in Appendix C, Table 6.3.2AB show that after omitting 

13 of the IPOs due to failure, the impact upon the statistical significance of the results, 

and the incremental explanatory power of the hyping measures is minimal.   

 

Further sensitivity analysis is conducted in Appendix C, Table 6.3.2AC.  In the place of 

the RANK, I use four disclosure measures based on pre ranks only to analyse any 

differences in conclusions drawn.  This was to overcome the problem of equating the 

hyping of a firm who went from, say, being ranked 50 in the pre market to 100 in the post 

market (i.e., a change of –50) and a firm who went from 250 to 300.  The pre-IPO rank is 

only significant over a two year window when the firms are ranked on their RANKGD1 

or RANKAB1, although the results are in the opposite direction to what was expected.  

This adds impetus to the necessity to measure hyping relative to how the firm disclosed 

between the pre and post markets.  In terms of RANKND1, it was negatively associated 

with CAR500, however, the results were insignificant. 

 

In order to further extrapolate the finding that firms who hype their IPO will perform 

worse over one and two years, I construct portfolios that partition the IPOs initially into 3 

groups based upon their RANKAB (and later into 5 groups)79.  That is, firms who have 

the highest change (i.e., positive change) were placed in portfolio 3 (and for the 5 groups 

the non-hyped portfolio was portfolio 5) and firms who had the lowest change (i.e., the 

most negative change) were placed in portfolio 1 (i.e., the hyped portfolio). 

                                                 
78 Failed firms were defined as any firm that was suspended due to solvency issues, put into Voluntary 
Administration, Wound Up or found to be insolvent. 
79 RANKAB was selected as the measure as it provides a feel for the entire information set of the firm 
and is not simply measuring firms based upon operating performance (as may be the case with 

RANKGD, RANKBD).  As the results of the models run on equation 4 were generally stronger for the 
other metrics, if there is evidence of the ability to earn returns from portfolios partitioned upon 

RANKAB, then this would indicate that the results would be at least as strong if the portfolios were 
constructed based upon one of the other RANK metrics. 
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FIGURE 6.3.2A: The effect of hyping on IPO returns – 3 portfolios 
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FIGURE 6.3.2B: The effect of hyping on IPO returns – 5 portfolios 
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TABLE 6.3.2B: The effect of hyping on returns 

 
3 Portfolios 

 Port 1 Port 2 Port 3   
N 103 103 103  
500 day AABHR -19.01569 -35.16085 -18.91656  
t-stat -2.64814 -5.07922 -1.53440  

5 Portfolios 
 Port 1 Port 2 Port 3 Port 4 Port 5 
N 62 62 61 62 62
500 day AABHR -21.32361 -24.18472 -32.72704 -35.92366 -7.79768
t-stat -2.34392 -2.66921 -3.67740 -2.36344 -0.52238

 

From Figures 6.3.2A and B, it is seen that a portfolio comprising of firms who have not 

hyped the IPO would earn significant average abnormal buy hold returns (AABHR) over 

a window of about 200 trading days after the date of official quotation. The results for the 

5 portfolios, further emphasise the results from the 3 portfolios.  Conversely, portfolios 

consisting of firms who hype the IPO are seen to immediately and consistently under 

perform the market for the entire 500 trading day window.  In the 5 portfolio case, going 

long in portfolio 5 and short portfolio 1, from the issue date until 90 trading days after 

issue, would have nominal abnormal buy hold returns of 40.18%.  This is a highly 

interesting result and the fact that the return of portfolio 3 (and portfolio5) is far greater 

than portfolio 1, suggests that it may be hyped firms that skew long run returns of IPOs 

and explain the long term underperformance phenomenon associated with IPOs 

(documented in studies such as Ritter (1991), Lee et al. (1996) and Leone et al. (2002)).  

This provides robust evidence of the hyping phenomenon, which is regarded as a semi-

rational explanation for the long-term underperformance anomaly (Leone et al., 2002). 

 
In Appendix B, Table 6.3.2D breaks down the hyped firms (firms in the bottom third of 

RANKAB) by industry and finds that Transportation, Restaurant/Hotels, REIT, 

Mortgage Banks, Leisure, Healthcare, Electrical services and Agriculture industries have 

higher proportions of IPO hyping.  Further, Figure 6.3.2C analyses IPO hyping by the 

listing date and finds that more of a proportion of IPOs that come to market during 

subdued periods hype, relative to firms that come to market during ‘hot’ markets.   
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6.3.3 INITIAL AFTERMARKET EFFECTS 

The initial aftermarket hypotheses (H5 and H6) are tested in this section.  The results are 

presented in Tables 6.3.3A, 6.3.3B and 6.3.3C. 

 

6.3.3.1 UNDERPRICING MODELS 

Underpricing is of interest as it has been used to proxy such concepts as the costs of 

equity capital, and as a signal to the quality of the issue80.  When modeling underpricing, 

as in Table 6.3.3A, the control variables provide a fit of 9.64%.  This can be compared to 

Lee et al. (1995), who ran an equation on underpricing that is comparable to equation 5.  

They found that they explain 12.24% by way of an adjusted R2 with significance in the 

operating history and retained ownership variables as well as a time to listing variable.  In 

the models run based on equation 5, the time to listing, history, underwriter quality and 

risk of the firm are strongly significant. 

 

Support for hypothesis 5 was not found as it was expected that firms with higher 

antecedent disclosure, would be associated with lower underpricing due to the reduction 

in information asymmetry.  Infact, the opposite result (i.e., a positive relationship 

between the pre-IPO disclosure rank and underpricing) was found when using 

RANKNS181.  This could suggest that the disclosure of information in the pre-IPO 

market may increase information asymmetry, rather than reduce it.  Alternatively, this 

result could be attributed to the possibility that pre-IPO disclosure proxies operating 

complexity and therefore, the higher this is, the more underpricing is required to 

compensate for ex ante uncertainty.   

 

Evidence of the implications of pre-IPO disclosure on underpricing was found in Schrand 

and Verrecchia (2002).  Principally, they found that disclosure in the 2nd month before 

the IPO tended to be associated negatively with underpricing.  As the measures used in 

this thesis focus upon all pre-IPO disclosure, this is an important extension of the 

findings in Schrand and Verrecchia (2002).  That is, in aggregate, the relative disclosure 

                                                 
80 See Chapter 2 for a detailed discussion of underpricing and its various uses in the past. 
81 The finding of a positive relationship between RANKGD1 and pre-IPO disclosure is consistent (although 
insignificant) with Welch (1996) who said that the higher good disclosure in the pre market, the higher 
underpricing as it is a signal of the quality of the firm. 
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of IPOs in the pre market may be increasing the underpricing of the issue.  This is also in 

contrast to (Verrecchia, 1983, and Beaty and Ritter, 1986). 
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TABLE 6.3.3A 

The underpricing and risk and pre-IPO disclosure and control variables  
 

UNDE = α + β1(RANK pre) + β2(SIZE) + β3(STDE10D) + β4(GROW) + β5(OWNE) + 
β6(BIG5) + β7(WRIT) + β8(HIST)  + β9(P2LI) + εI         (5) 
 
Independent 

variable 
Prediction Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8 

N  309 309 309 309 309 309 309 309 
Constant ? 0.1062 0.0207 0.0377 0.0173 0.0234 0.0113 0.0076 -0.0957

  0.392 0.075 0.106 0.062 0.084 0.033 0.022 -0.298 
          

Hypothesised 
variables 

 
 

RANKGD1 RANKBD1 RANKAB1 RANKNT1 RANKND1 RANKNC1 RANKNS1

Disclosure level 
(RANK pre) 

- 
 0.0006 0.0098 0.0007 0.0006 0.0005 0.0005 0.0013

   1.242 0.475 1.27 1.214 0.735 0.762 1.840**
Control variables          

Size (SIZE) - -2.4954 -1.6505 -2.5427 -1.6822 -1.5991 -3.1572 -2.8178 -3.0838
  -0.524 -0.344 -0.534 -0.352 -0.332 -0.621 -0.579 -0.6 

Risk (STDE10D) + 12.7909 12.4142 12.8078 12.4373 12.3967 12.9355 12.9054 12.4202
  3.453*** 3.544*** 3.450*** 3.543*** 3.546*** 3.441*** 3.452*** 3.470***

Growth Stock 
(GROW) 

+ 
0.1107 0.0972 0.1075 0.0955 0.0992 0.1278 0.1285 0.1559

  1.196 1.026 1.124 1.003 1.054 1.394* 1.401* 1.638*
Retained 

Ownership 
(OWNE) 

+ 

-0.0014 -0.0015 -0.0014 -0.0015 -0.0014 -0.0013 -0.0013 -0.0014
  -0.559 -0.606 -0.564 -0.619 -0.593 -0.514 -0.509 -0.578 

Investigating 
Accountant (BIG5) 

- 
0.0018 0.017 0.003 0.0179 0.0162 0.0057 0.0061 0.0157

  0.02 0.19 0.034 0.201 0.181 0.062 0.067 0.171 
Prestigious 
underwriter 

(WRIT) 

- 

-0.1362 -0.1274 -0.1335 -0.1239 -0.1309 -0.1194 -0.1188 -0.0882
  -1.675** -1.600* -1.587* -1.555* -1.642* -1.499* -1.491* -1.094 

Trading History 
(HIST) 

? 
0.0222 0.0244 0.0222 0.0244 0.0244 0.0224 0.0224 0.0213

  2.118** 2.359*** 2.119** 2.354*** 2.361*** 2.149** 2.151** 2.046**
Prospectus to 
listing (P2LI) 

- 
-0.0052 -0.0054 -0.0052 -0.0053 -0.0054 -0.0052 -0.0052 -0.005 

  

-3.081*** -3.117*** -2.971*** -3.126*** -3.100*** -3.087*** -3.085*** 
-

2.971***
          

F value  5.11 4.76 4.53 4.77 4.75 4.64 4.65 5.28 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 <.0001 <.0001 <.0001
Adj R2  0.0964 0.099 0.0934 0.0991 0.0988 0.0962 0.0964 0.1111

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), ***= t stat significant at the 1% level (one tailed)

UNDE – Last price on first day less issue price divided by the issue price adjusted by the movement in the All Ordinaries Accumulation Index 
between prospectus lodgement date and the issue date (i.e., market adjusted underpricing).  STDE10D – 10 day average of daily standard 
deviation of returns. HIST – Number of years of operation prior to the IPO issue date.  RANKpre– Descending pre-IPO disclosure rank based 
upon one of the disclosure metrics (see Section 5.3.1).  OWNE – Pre-IPO equity divided by the sum of pre-IPO equity and newly issued 
equity.    SIZE – Issue price multiplied by the number of shares on issue after  the IPO.  GROW – One less the ratio of net tangible asset 
backing less cash over issue price, GROW≥0.  WRIT – A binary variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 
otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five investigating accountant and, 0 otherwise (dummy).   P2LI – The 
number of days between the lodgement of the prospectus with ASIC and the date of official quotation. 
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6.3.3.2 LIQUIDITY MODELS 

Table 6.3.3B presents the results of models derived from equation 6, in relation to the 

impacts of disclosure upon initial liquidity in the IPO aftermarket after controlling for 

various factors.  As many different measures of liquidity are available, I present the 

results upon the trade weighted relative effective spread in Table 6.3.3B, and in 

Appendix C there is further analysis using various liquidity metrics to corroborate the 

inferences drawn here. 

 

The adjusted R2 varied from 4.84%, in the model using only control variables to 8.63% in 

the model using RANKNS1.  Support for hypothesis 6, using this measure of liquidity is 

mixed.  The models using RANKGD1 and RANKAB1, show a slightly statistically 

significant result upon the disclosure measure, however, it is in the opposite direction to 

that hypothesised.  The model using RANKNS1, alternatively, shows a strongly 

significant negative relationship between the two.  This indicates that firms who have 

higher antecedent disclosure are associated with less of a trade weighted relative effective 

bid ask spread, which is indicative of higher liquidity.  Such a result can be attributed to 

the lower information asymmetry that exists in the initial aftermarket and the consequent 

reduction in the probability of being on the wrong side of a better-informed trade. 

 

Table 6.3.3B shows that the controls of size, retained ownership, and the quality of the 

investigating accountant and underwriter of the IPO significantly increase the liquidity in 

the initial aftermarket of the IPO.  This is the case as each of these controls largely 

indicates a signal of quality of the firm and contributes to reduce adverse selection risk in 

these stocks when they commence trading and thus reduces spreads. 

 

Appendix C, Table 6.3.3BD shows that using the metric of initial 10 day average daily 

turnover and NSRANK1, the association is significantly positive after controlling for the 

other variables.  Further, Table 6.4.3BE provides the most conclusive evidence to further 

support Hypothesis 6.  Statistically significant relationships are found that support a 

negative association between relative spreads and pre-IPO disclosure, when using some 

of the count measures, however, this finding is reversed when using some of the 
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DSCORE measures82.  This later result would indicate that more information released in 

the pre market, promotes widened initial spreads, perhaps because this gives the market 

more information to digest which may increase the short-term probability of trading with 

better informed traders (and thus widening initial relative spreads). 

 

The findings in the tables analysing liquidity support findings in other institutional 

environments and aspects of equity capital markets.  Welker (1995) found that the higher 

disclosure by firms, leads to lower spreads, and Leuz and Verrecchia (2000) found that 

firms who move to a more disclosure oriented environment are associated with lower bid-

ask spreads and higher turnover, which are consistent with higher liquidity. 

 

Therefore, after analysis of the impact of antecedent disclosure upon initial aftermarket 

liquidity, it can only be concluded with mild veracity that pre-IPO disclosure has some 

impact upon improving the efficiency of the initial aftermarket by increasing liquidity.  

The mixed results may indicate, as was found in the analysis based upon underpricing, 

that antecedent disclosure may, infact, be proxying the complexity of the firms 

operations.  In order to further study the impact on initial aftermarket efficiency, Table 

6.3.3C analyses the impact of pre-IPO disclosure upon initial aftermarket risk. 

 

 

 

                                                 
82 This should be interpreted with the knowledge that the count metrics are viewed as being quite 
standardised with lower cross-sectional variation than the DSCORE metrics. 
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TABLE 6.3.3B 

Liquidity for ten days after the IPO and pre-IPO disclosure and control variables  
 

TURN5 = α + β1(RANKpre) + β2(SIZE) + β3(GROW) + β4(OWNE) + β5(BIG5) + 
β6(WRIT) + β7(HIST) + εI                          (6) 
 
Independent 

variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8 

N  309 309 309 309 309 309 309 309 
Constant ? 0.1424 0.12 0.116 0.1199 0.1201 0.1557 0.1545 0.1852 

  3.522*** 3.030*** 2.791*** 3.049*** 3.013*** 3.781*** 3.791*** 4.011***
          

Hypothesised 
variable   RANKGD1 RANKBD1 RANKAB1 RANKNT1 RANKND1 RANKNC1 RANKNS1

Disclosure level 
(RANK pre) 

-  0.0001 0.0039 0.0001 0.0001 -0.0001 -0.0001 -0.0003
   1.594* 1.042 1.630* 1.578* -0.973 -0.858 -3.304***

Control variables          
Size (SIZE) - -9.3808 -8.2944 -9.8021 -8.3042 -8.229 -8.0172 -8.6825 -6.0892

  -1.437* -1.390* -1.413* -1.382* -1.392* -1.188 -1.332* -0.84 
          

Growth Stock 
(GROW) - -0.0006 -0.0015 -0.0014 -0.0016 -0.0015 -0.0006 -0.0006 -0.0005

  -0.366 -0.946 -0.71 -0.975 -0.914 -0.313 -0.321 -0.218 
          

Retained 
Ownership 
(OWNE) 

+ -0.0005 -0.0006 -0.0005 -0.0006 -0.0006 -0.0006 -0.0006 -0.0006

  -1.271 -1.336* -1.278 -1.346* -1.327* -1.347* -1.346* -1.339*
          

Investigating 
Accountant 

(BIG5) 
- -0.0431 -0.04 -0.0428 -0.0399 -0.0401 -0.0437 -0.0437 -0.0462

  -2.582*** -2.380*** -2.571*** -2.375*** -2.385*** -2.603*** -2.601*** -2.764***
          

Prestigious 
underwriter 

(WRIT) 
- -0.0209 -0.0184 -0.0199 -0.0178 -0.019 -0.0235 -0.0233 -0.033 

  -1.796** -1.631* -1.703** -1.578* -1.685** -1.871** -1.856** -2.501***
          

Trading History 
(HIST) - -0.0048 -0.0042 -0.0049 -0.0043 -0.0042 -0.0047 -0.0048 -0.0044

  -2.976*** -2.558*** -2.983*** -2.585*** -2.541*** -2.927*** -2.937*** -2.833***
          

F value  3.61 3.46 3.1 3.48 3.45 3.24 3.21 5.15 
Prob F  0.0018 0.0014 0.0036 0.0013 0.0014 0.0025 0.0027 <.0001 
Adj R2  0.0484 0.053 0.0455 0.0534 0.0528 0.0484 0.0478 0.0863 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), ***= t stat significant at the 1% level (one 
tailed) 
TURN5 – Initial 10 day average daily trade weighted relative effective spread.  HIST – Number of years of operation prior to the IPO issue 
date. RANKpre– Descending pre-IPO disclosure rank based upon one of the disclosure metrics (see Section 5.3.1).  OWNE – Pre-IPO equity 
divided by the sum of pre-IPO equity and newly issued equity.    SIZE – Issue price multiplied by the number of shares on issue after  the 
IPO.     GROW – One less the ratio of net tangible asset backing less cash over issue price, GROW≥0.  WRIT – A binary variable that 
equals 1 if the IPO is backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five 
investigating accountant and, 0 otherwise (dummy). 

 
 
 
6.3.3.3 RISK MODELS 
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Table 6.3.3C shows the models run that attempt to explain initial aftermarket risk, as 

proxied by the 10 day average daily standard deviation of returns.  The incremental value 

of adding the pre-IPO disclosure variable is modest across each of the disclosure metrics, 

with the control variables accounting for 4.84% in variation and the highest incremental 

fit of 3.91% when using the RANKNS1 variable. 

 

The controls that promote reduced uncertainty in the initial aftermarket and thus reduced 

trading standard deviation (i.e., risk) are the quality of the investigating accountant and 

underwriter, the history leading up to the IPO and the market capitalisation after the IPO. 

 

Support for hypothesis 6 is again mixed.  Some of the disclosure metrics (such as 

RANKGD1, RANKAB1, and RANKNT1) show a significant relationship that indicates 

that higher pre-IPO disclosure has the impact of causing an increase in initial aftermarket 

standard deviation in returns.  Again, this may be because antecedent disclosure may be 

proxying the complexity of operations and therefore higher adverse selection risk.  

However, when using the RANKNS1 variable, the relationship switched to strongly 

significantly negative, which would be consistent with hypothesis 6, which suggested that 

higher antecedent disclosure may have the impact of increasing the efficiency (higher 

liquidity and lower risk) of the initial aftermarket.   

 

Therefore, in aggregate, the support for hypothesis 6 is quite imprecise and at best it is 

mildly supported. 

 

These findings accord with previous research that examines the effect of disclosure upon 

risk.  While Leuz and Verrecchia (2000) and Bushee and Noe (2000) find no relationship 

between the two, Mak (1996) found that higher disclosure increases the volatility in 

returns (consistent with the DSCORE based metrics).  The finding using the RANKNS1 

is the first in an IPO context to suggest that higher pre-IPO disclosure has the effect of 

easing initial aftermarket risk, due to less adverse selection costs. 
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TABLE 6.3.3C 
Risk for ten days after the IPO and pre-IPO disclosure and control variables  

 
STDE10D = α + β1(RANKpre) + β2(SIZE) + β3(GROW) + β4(HIST) + β5(WRIT) + 
β6(BIG5) + β7(SIZE) + εI                        (7) 
 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8 

N  309 309 309 309 309 309 309 309 
Constant ? 0.1443 0.1235 0.1248 0.1236 0.1234 0.1606 0.1591 0.1947 

  3.920*** 3.284*** 3.228*** 3.309*** 3.260*** 4.178*** 4.181*** 4.491***
          

Hypothesised 
variable 

 
 RANKGD1 RANKBD1 RANKAB1 RANKNT1 RANKND1 RANKNC1 RANKNS1

Disclosure level 
(RANK pre) 

- 
 0.0001 0.0029 0.0001 0.0001 -0.0001 -0.0001 -0.0003 

   1.643* 0.938 1.685** 1.620* -0.981 -0.864 -3.406***
Control variables          

Size (SIZE) - -9.4499 -8.2982 -9.5548 -8.3181 -8.2219 -8.411 -9.0603 -7.2147 
  -1.433* -1.404* -1.436* -1.401* -1.401* -1.229 -1.363* -0.927 

Growth Stock 
(GROW) 

+ 
-0.0036 -0.0073 -0.0045 -0.0076 -0.0068 -0.0071 -0.0067 -0.0137 

  -0.202 -0.436 -0.252 -0.459 -0.409 -0.377 -0.353 -0.78 
Trading History 

(HIST) 
- 

-0.0049 -0.0043 -0.0049 -0.0044 -0.0043 -0.0049 -0.0049 -0.0047 
  -3.149*** -2.682*** -3.154*** -2.712*** -2.656*** -3.156*** -3.162*** -3.111***

Prestigious 
underwriter (WRIT) 

- 
-0.0209 -0.0184 -0.0202 -0.0178 -0.019 -0.0238 -0.0235 -0.0336 

  -1.809** -1.640* -1.733** -1.586* -1.695** -1.893** -1.875** -2.547***
Investigating 

Accountant (BIG5) 
- 

-0.043 -0.0398 -0.0427 -0.0396 -0.0399 -0.0437 -0.0436 -0.0461 
  -2.578*** -2.366*** -2.561*** -2.359*** -2.371*** -2.602*** -2.599*** -2.763***

Retained Ownership 
(OWNE) 

- 
-0.0005 -0.0006 -0.0005 -0.0006 -0.0006 -0.0005 -0.0005 -0.0005 

  -1.169 -1.218 -1.174 -1.226 -1.21 -1.209 -1.211 -1.162 
          

F value  3.61 3.47 3.1 3.49 3.46 3.25 3.22 5.22 
Prob F  0.0018 0.0014 0.0036 0.0013 0.0014 0.0024 0.0026 <.0001 
Adj R2  0.0484 0.0531 0.0455 0.0535 0.0529 0.0487 0.048 0.0875 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), ***= t stat significant at the 1% level (one tailed) 
STDE10D – 10 day average of daily standard deviation of returns.  OWNE – Pre-IPO equity divided by the sum of pre-IPO equity and newly 
issued equity.  HIST – Number of years of operation prior to the IPO issue date.  RANKpre– Descending pre-IPO disclosure rank based upon one 
of the disclosure metrics (see Section 5.3.1).   SIZE – Issue price multiplied by the number of shares on issue after  the IPO.   GROW – One less 
the ratio of net tangible asset backing less cash over issue price, GROW≥0.  WRIT – A binary variable that equals 1 if the IPO is backed by a 
prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five investigating accountant and, 0 otherwise 
(dummy). 
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6.4 VALIDITY THREATS 

Threats to the validity of the analysis come in the mapping between the theoretical 

concepts and hypotheses and the empirical models and the variables that comprise them.  

While detailed consideration has been given as how to best specify the models to test 

these theoretical propositions, there is the possibility of flaws in any of the employed 

models and thus the confounding of the results. 

 

In order to mitigate any threats of choosing a variable that poorly approximates one of the 

theoretical concepts, I use several alternatives for key variables.  This includes seven 

measures of pre- and post-IPO disclosure, as well as five measures of liquidity, two 

measures of proprietary information, and two proxies for hyping. 

 

There also remains the risk of omitted variables, which by definition are unknown. 

 

6.5 SUMMARY OF RESULTS 

In summarising the general results from this chapter it was seen that there is a positive 

association between the change in rank and the retained ownership (H1) and whether the 

firm re-issues in the aftermarket (H3).  There was not any evidence to suggest that firms 

with high proprietary information are associated negatively with the change in rank (H2).   

 

Firms with a larger negative change in disclosure were found to have lower cumulative 

abnormal returns (H4).  Antecedent disclosure was seen to have a positive influence upon 

the underpricing of the issue, which was contrary to what was hypothesised (H5).  This 

was rationalised as perhaps due to the pre-IPO disclosure proxying the operational 

complexity of the firm.  The impact upon the initial aftermarket of pre-IPO disclosure 

was mixed, however, there was some evidence that higher disclosure reduces risk and 

increases liquidity (H6). 

 

The following chapter frames the key concluding points and some suggestions are made 

for future studies of this genre. 
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Chapter 7 

CONCLUSIONS AND DIRECTIONS FOR FUTURE RESEARCH 
 

7.1 CONCLUSIONS  

This dissertation sought to provide clarification as to what drives a firms disclosure in the 

pre-IPO market and in the post-IPO market and how this changes as the disclosure 

environment changes.  Further, it was desired to elucidate the impact of this disclosure on 

returns and the initial aftermarket trading of the stock.  In order to fulfil these objectives 

309 Australian industrial IPOs from the period January 1997 – June 2001 and two years 

following the date of quotation were studied.  This encompassed 27,175 disclosures, from 

which this thesis draws the following conclusions: 

 

1.  Disclosure type was found to be more optimistic in the pre market with fewer bad 

news disclosures than in the post-IPO market.  In terms of the newsworthiness of this 

disclosure, it was seen that among the newsiest disclosures are the prospectus, take over 

related material, share splits, forecasts, and winding up and suspension notices. 

 

2.  It was found that if the IPO has a long history, prestigious underwriter or investigating 

accountant, the pre-IPO disclosure is generally less on a cross-sectional basis.  Retained 

ownership increases disclosure, as does if the firm re-issues soon after the IPO, however, 

these variables were largely insignificant.  Proprietary information has a negative effect 

upon pre-IPO disclosure cross-sectionally because of the higher marginal cost of 

disclosure for these firms, as was propositioned83.  These results are consistent with 

Schrand and Verrecchia (2002). 

 

3.  Post-IPO disclosure is negatively associated with the size of the firm, market adjusted 

underpricing (contrary to the findings in Schrand and Verrecchia, 2002), the length of the 

prior history and the quality of the underwriter and investigating accountant.  As with the 

pre-IPO disclosure, there is a negative association with IPOs with proprietary information 

(using PROPA).  Firms who re-issue soon after the IPO, were found to have less post-

IPO disclosure, which is counter-intuitive.  The level of retained ownership was generally 

                                                 
83 This is only true when using PROPB 
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insignificant, but for, when counting the number of price-sensitive disclosures in the post 

market, which indicated a negative relationship with retained ownership, contrary to what 

was proposed. 

 

4.  The change between pre- and post-IPO disclosure ranks was seen to be driven 

positively by the controls of underpricing and the size of the firm.  H1 was upheld as the 

retained ownership was statistically significantly positive to the RANK as there is the 

need to minimise agency costs arising in the aftermarket84.  The level of proprietary 

information was found, using some measures, as having a positive effect on the 

RANK, which was contrary to H2.  Finally, firms who reissue soon after the IPO were 

found to have a positive association with the RANK as there is the incentive to reduce 

adverse selection risk in the post market and improve the price at which equity capital 

can be obtained in further issues (supporting H3). 

 

5.  The RANK between the pre and post markets was a statistically significant driver to 

cumulative abnormal returns over a one and two year period (H4).  This is consistent 

with the hyping hypothesis, which states that firms who induce the market to fully value 

or over value the firm prior to issue, by excessively disclosing, will perform worse, 

relative to the market, over the medium term, as the market has fully valued/overvalued 

the stock at the date of the IPO.  This indicates that equity capital markets are 

systematically manipulated by an exploitation of superior information by vendors in the 

pre-IPO market (relative to the post-IPO market).  These results were insensitive to the 

omission of failed firms, which may have biased the RANK metrics.  No confirmation 

of this hyping hypothesis was seen in the significance of the disclosure variable, when the 

antecedent rank was used. 

 

6.  Significant average abnormal buy hold returns can be earned when IPO firms are 

apportioned based upon the extent of their hyping.  Hedge portfolios can be constructed 

that buy non-hyped IPOs and short hyped ones.  This may provide evidence to explain 

the well documented long-run underperformance anomaly of IPOs, in that, it appears that 

                                                 
84 Although when using the RANKND and RANKNC measures retained ownership was significantly 
negatively associated.  
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hyped IPOs tend to perform very poorly, which may weigh down upon the average 

returns of all IPOs. 

 

7.  Hyping appears to be driven temporally, with an inverse relationship between IPO 

activity and the proportion of firms going public that hype their stock.  This pattern 

indicates that through periods of subdued equity capital markets activity, the IPOs may 

find the incentive to hype the IPO in order to reduce the costs of capital, as there is less 

traction able to be gained from general market sentiment.  Hyping is particularly 

prevalent in the Transportation, Restaurant/Hotel, REIT, Mortgage Bank, Leisure, 

Healthcare, Electrical Services and Agriculture industries.  These inferences must be 

interpreted while remaining cognisant of the screening of the sample IPOs. 

 

8.  The impacts of antecedent disclosure on the initial aftermarket were seen upon 

underpricing, liquidity and risk.  It appears that higher pre-IPO disclosure, after 

controlling for risk, and certain signals of quality, is associated with higher underpricing 

(contrary to H5).  While this is ostensibly contrary to Beaty and Ritter (1986) and 

Schrand and Verrecchia (2002), it could be attributed to the fact that perhaps the 

antecedent disclosure, in aggregate, effectively proxies for the complexity of firm 

operations, and because of this uncertainty, the IPO is underpriced (consistent with Beaty 

and Ritter, 1986).  The results for the impact upon initial aftermarket trading are mixed, 

but there is some evidence that higher antecedent disclosure reduces initial risk and 

increases initial liquidity.  However, it can only be tentatively concluded that IPOs who 

disclose more in the pre-market promote a more efficient initial aftermarket (H6). 

 

7.2 DIRECTIONS FOR FUTURE RESEARCH 

Future research could look at how the conclusions in this paper can be replicated in other 

settings.  I feel that the inferences drawn are not peculiar to the IPO setting, nor the 

Australian setting and have implications that may be extrapolated into other contexts. 

 

The disclosure metrics could be further specified and based upon, say, only operations 

disclosures (as in Schrand and Verrecchia, 2002) or only those categories that are 

relevant to firm value.  The results of such analyses should compare strongly with the 

disclosure metrics based upon all of the categories in the DSCOREs, in this thesis, as the 
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more newsworthy categories, would have been scored at higher levels.  However, this 

exercise would still be instructive. 

 

IPO pre market disclosure and the higher underpricing warrants further analysis as 

perhaps there is the requirement to control for the complexity of the underlying 

operations.  This was attempted to be done, for example, through the growth firm proxy, 

however, further attention may be required.  One suggestion is to model the error 

(unexpected disclosure) in pre-IPO disclosure as a determinant of market adjusted 

underpricing. 

 

The finding of hyped IPOs having a strongly statistically significant negative association 

upon cumulative abnormal returns should be further investigated and analysed in 

different settings (i.e., SEOs and other institutional environments).   

 

Further investigation is warranted of the finding that this hyping may be driven inversely 

by the retained ownership of vendors and this should be of interest to regulators.  The 

implications of this hyping and the impact of pre-IPO disclosure upon the initial 

aftermarket would be of interest to IPO vendors, investment professionals as well as 

regulators. 
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APPENDICES 
 

Appendix A – DSCOREs 

 

• Example of DSCORE calculation 

• Disclosure principles  

• DSCORE and sign benchmarks 

• Prospectus scoring 

 

Appendix B – Further Analysis 

 

• Distribution of DSCORE 

• Analysis of selected variables 

• Reissuing by industry 

• Partitioned Pre- and Post-IPO disclosure  

• IPO hyping by Industry 

• IPO hyping by time period 

 

Appendix C – Tables (sensitivity analysis) 

 

• Pre-IPO disclosure using PROPB 

• Post-IPO disclosure using PROPB 

• ∆RANK using PROPB 

• CAR250 and CAR500 omitting failed firms 

• CAR250 and CAR500 with pre-IPO disclosure 

• Liquidity regression using TURN1 

• Liquidity regression using TURN2 

• Liquidity regression using TURN3 

• Liquidity regression using TURN4 
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APPENDIX A: DSCORES 
 

TABLE A 
Example of calculation of disclosure metrics 

 Date Time Sensitive Company Title Category Sign DSCORE
1 20000125 135300 Y MXM Appendix 1A - General admission application & 

agreement 6010 0 0
2 20000125 135326 N MXM Statement re Agreement with NZRFU 3506 + 4
3 20000128 113408 Y MXM Further Soccer Contracts 3506 + 10
4 20000128 115921 Y MXM Further Tennis Contracts 3506 + 9
5 20000202 135915 N MXM Becoming a substantial shareholder x3 & Section 235 

Notice 3004 + 3
6 20000202 83047 N MXM Becoming a substantial shareholder 3004 + 1
7 20000203 100324 Y MXM Trading Halt 6004 0 0
8 20000204 101629 Y MXM Placement to Raise Capital for European Expansion 2524 - 5
9 20000208 84403 N MXM Section 235 Notice - Director's Interests 4006 + 1
10 20000210 114848 N MXM Agreement with Chelsea Football Club 3506 + 6
11 20000210 120305 N MXM Section 235 Notice - Director's Interests x 3 3004 + 4
12 20000217 154451 N MXM First Tranche of Placement (4/2/2000) Finalised 2526 0 0
13 20000222 132628 N MXM Convertible Note Conversion and Share Allotment 2506 0 0
14 20000228 172806 Y MXM Agreement to Prepare/Sell Multimedia Profiles 3506 + 9

      SENSITIVE 6 
      NUMBER 14 
      GOODDSCORE 46 
      BADDSCORE -5 
      ABDSCORE 51 
      NETDSCORE 41 
      NUMBERCAT 14 
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TABLE B 

Structured principles of disclosure 
 
 

 
 
 

DSCORE 
0-20 

The overriding factor driving the DSCORE is the 'newsworthiness' of the information 
from the perspective of an investor with a long position in the firm. 
News is defined by the Merriam-Webster 11ed Dictionary as anything that was 
'previously unknown information.' 
 
There are two tiers that will categorise information in one of the 41 degrees of 
DSCORE: 

1. The price/valuation impact 
2. The quantity/detail of new information 

 
Any repeated information, by definition, is not newsworthy. 
  
Quantitative information tends to be more newsy than qualitative information as it is 
more descriptive and thus more informative. 
  
 

SIGN 
+, -, 0 

Good news is defined as information 'of favourable character or tendency'. 
  
Good news is anything that one would associate with meeting or exceeding 
expectations with regard to the current or future prospects for the firm.  
 
Bad news is defined as information that is 'troublesome, unwelcome, or dangerous'. 
  
Bad news is the opposite of what is good news. 
  
Indeterminate news is anything that has no ostensible impact upon the current or 
future prospects of the firm.  This is information, which is not clearly good or bad.  
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TABLE C 
DSCORE benchmarks and sign scoring 

 
DSCORE Sign Benchmark 

20 - PPH 
10 - TLE 
5 - OBJ 
5 - ETK 
0 0 CEW 
5 + EZE 
5 + ONE 
10 + MXM 
20 + SRX 

 
Pan Pharmaceuticals Ltd (PPH) on 29/04/2003 at 11:35:49am. 
Category 5506, DSCORE 20, sign –. 

 
Sign: This is unambiguously bad news as it involves the entire product range of PPH 
being taken out of circulation for an unspecified period.  It is even explicitly stated that 
the meeting of previous revenue forecasts is “most unlikely” which is detrimental for 
future prospects. 
DSCORE:  This represents new information on a massive scale.  There was no previous 
indication that the TGA had any problems with the PPH processes until this 
announcement.  In terms of the first tier, the suspension of all products and elimination of 
all positive cashflows for an unspecified period extraordinarily impacts PPH on a 
valuation basis.  On the second tier, this disclosure alludes to problems in internal 
processes, in communication with the regulator, and now in financial performance.  
These factors warrant the DSCORE of 20. 
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Tele2000 Ltd (TLE) on the 25/05/2001 at 5:27:49pm. 
Category 4004, DSCORE 10, sign -. 

 
Sign:  The imminent resignation of any Director would appear to be bad news as to 
immediate and future prospects for the firm. 
DSCORE:  This is a highly newsworthy disclosure, which is fuelled by the fact that these 
directors did not appear to give any notice of their resignations.  On a valuation basis it 
sends a negative signal to the market as to the stewardship of the company.  The second 
director is also a major shareholder, so the fact that he is stepping down adds to the 
weight of the news.  Therefore a DSCORE of 10. 
 
 Objectif Telecommunications (OBJ) on 08/06/2001 at 9:12:30am. 
Category 2002, DSCORE 5, sign -. 

 
Sign:  The failure to meet expectations is bad news. 
DSCORE:  As this disclosure deals with the baseline impact it does not provide sufficient 
elucidation to warrant further valuation impact.  This disclosure warrants a DSCORE of 
5. 
 
ETIck Limited (ETK) on 7/03/2001 at 11:07:31am. 
Category 2522, DSCORE 5, sign -. 
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Note: This is an exert out of an Appendix 3B. 
Sign:  The issuing of equity in order to cover services rendered is seemingly negative. 
DSCORE:  The disclosure outlines the number and price of securities issued so the 
valuation impact is quantifiable.  The detail of the information is such that no substantial 
analysis could be conducted with this disclosure alone.  This disclosure warrants a 
DSCORE of 5. 
 
Cranswick EstateWines Ltd (CEW) on 29/06/1999 at 3:45:25pm.  
Category 4008, DSCORE 0, sign 0. 

 
Sign:  This news is indeterminate as it is neither good nor bad. 
DSCORE:   The valuation impact and detail of this disclosure are such that there is no 
information of real importance.  It is largely trivial from these perspectives and, therefore, 
receives a DSCORE of 0. 

 
Ezenet Ltd (EZE) on 9/12/1999 at 1:57:10pm. 
 Category 3506, DSCORE 5, sign +. 

 
Sign: This is good news as it tells of a new contract. 
DSCORE:   The valuation impact is unspecified.  In terms of detail, a qualitative run-
down of the contract and other opportunities is given which means that it is fairly 
newsworthy and, therefore, receives a DSCORE of 5. 
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One.Tel Ltd (ONE) on 04/08/1999 at 7:01:53pm.  
Category 4502, DSCORE 5, sign +. 

 
Sign:  This is good news as it indicates the meeting of profit forecasts. 
DSCORE:  This disclosure is mildly newsy as it confirms previous forecasts.  On a 
valuation basis it is only relevant as far as it eliminates any risk that the figures were not 
going to be met.  It also adds to confidence as to the future.  The detail of the information 
is such that it breaks down the profit and points to “growth plans” and a possible listing 
on the NASDAQ.  This warrants a score of 5. 
 
Max Multimedia Ltd (MXM) on 28/01/2000 at 11:34:08am. 
Category 3506, DSCORE 10, sign +. 

 
Sign:  This is positive news as it tells of a new contract signing and appears to improve 
the future prospects of MXM. 
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DSCORE:  The newsworthiness is such that it refers to a contract signing which will lead 
to a new major product for a potentially big audience, which has a valuation implication.  
In terms of the detail/quality of the information it also validates the contract by saying 
that only Nike has similar rights.  This yields a DSCORE of 10. 
 
SIRtex Medical Ltd (SRX) on 11/07/2000 at 10:24:44am. 
Category 3504, DSCORE 20, sign +. 

 
Sign:  This is good news as it is definitely of favourable character. 
DSCORE:  This is unambiguously newsy information as it refers to the core product of a 
drug company being approved by the influential FDA.  This has a valuation impact in 
that it means that SRX has access to the lucrative and massive US market, as well as the 
implications it has for operations in other countries due to the rigorous program the FDA 
applies to each potential product.  The detail of the information is further strengthened in 
that it states the potential size of the market that this potentially opens access to.  
Therefore it is allocated a DSCORE of 20. 
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TABLE D 

Prospectus scoring 
 
The prospectus requires special attention for two reasons.  Firstly, the prospectus is the 
most diverse disclosure document that a firm will disperse in its lifecycle.  The 
information it covers relates to products, the industry, management, financials, forecasts, 
operations, agreements, and independent attestations among other things.  Secondly, it is 
easily the most important disclosure in the pre market and will have a major bearing on 
the pre-IPO DSCORE and therefore each firm’s relative ranking. 
 
Each prospectus received 2 DSCORES: 
 
hForecasts 
To receive a 20, there needed to be forecasts encompassing at least two years relating to 
the EBIT, EBITDA, NPAT, dividends and the consequential multiples and yields based 
upon the issue price.  Also, there needed to be at least two years of detailed cashflow 
projections. This needed to be followed by a comprehensive sensitivity analysis. 
 
To receive a 0, none of the above had to be present. 
 
hThe remainder of the prospectus 
To receive a 20, there needed to be thorough breakdowns of each business unit, 
comparisons with other firms, and a highly detailed section on the industry explaining all 
risks and opportunities.  This needed to be followed by much elucidation by 
management, a section breaking down the use of proceeds, and independent attestations, 
if applicable, to the pharmaceutical product, or technology. 
 
To receive a 0, none of the above had to be present. 
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APPENDIX B: FURTHER ANALYSIS 

 
 

FIGURE: 6.2B – Distribution of DSCORE 
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Analysis of Selected Variables 

 

The reissuing metric (REIS) shows that 181 out of 309 (58.39%) firms in the sample met 

the definition used for reissuing within the 2 year window85.  Another study that 

considers such issues is Lee (2003), which found that 285 out of 436 (65.54%) Australian 

IPOs re-issued.   

 

Interestingly (as seen in Table 6.4.2C), a dissection of the re-issuing IPOs by industry 

reveals that some sectors (Construction, Mortgage Banks, and Transportation) of the 

market can sustain longer periods of ‘capital starvation’.  Broadly, it can be seen that 

service based industries were more likely to re-issue than infrastructure based industries.  

This should be interpreted with the caveat that the specific definition used of re-issuing 

firms may not have captured other methods (e.g. issuing options, smaller 

placements/rights issues, or convertible note issues).  Welch (1996) suggests that firms 

who go back to capital markets sooner after the IPO are likely to be of less quality, as the 

                                                 
85 This is detailed in Section 5.3.4. 
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period of capital starvation issued as a signal of underlying firm quality.  However, such 

conclusions are tempered by the fact that Welch states that quality firms may be induced 

to re-issue earlier if the underlying quality of the firm is already known. 

 

TABLE 6.3.2C – Reissuing by Industry 

INDUSTRY 
SAMPLE 
(N=309) REIS Percentage Reissuing 

Agriculture 6 5 83.33% 
Commercial Bank 1 1 100.00% 
Construction 4 1 25.00% 
Credit Inst. 7 6 85.71% 
Electric Service 4 3 75.00% 
Healthcare 10 6 60.00% 
Insurance 2 1 50.00% 
Investment B 5 3 60.00% 
Investment F 4 2 50.00% 
Leisure 7 5 71.43% 
Manufacturing 64 32 50.00% 
Mortgage Bank 1 0 0.00% 
Other Finance 11 7 63.64% 
Other Services 8 7 87.50% 
Pers/Bus/Rep Svc 90 53 58.89% 
REIT 1 1 100.00% 
Radio/TV/Telecom 20 12 60.00% 
Real Estate 5 3 60.00% 
Restaurant/H 2 1 50.00% 
Retail 18 10 55.56% 
Telephone Co 20 11 55.00% 
Transportati 10 4 40.00% 
Wholesale 9 6 66.67% 

 

The standard deviation of returns variables being the STDE10D, STDE_1Y, and 

STDE_2Y show that, on average there is significantly higher ‘risk’ over the initial 

aftermarket, relative to the one and two year averages (see Table 5.2D).  This reflects the 

higher level of uncertainty that prevails over this initial time frame due to the fact that the 

market has had less time to disseminate information and provide an assessment of the 

information’s credibility.  Confirmation of this is seen in the correlations with 

RANKND1 (see Table 6.1B). 
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FIGURE 6.2AB: Partitioned Pre and Post-IPO disclosure 
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REIS= Average of firms who reissue within 2-years after the IPO 
PROPA= Average of high proprietary costs IPOs(≥ mean) 
PROPB= Average of high proprietary costs IPOs (≥ mean) 
OWNE= Average of high retained ownership IPOs (≥mean) 
All= Averages for all IPOs 
 
Figure 6.2E shows that average pre and post RANKs partitioned upon hypothesised 

variables.  Firms who reissue or have high retained ownership have, on average, higher 

disclosure in the pre and post markets than the average IPO (supporting the propositions 

in Chapter 3).  Interestingly, the post-IPO ranking of these firms is higher than their pre 

market rankings.  This may be because reissuing firms have an incentive to fully disperse 

information so as to improve the hurdle rate on new equity capital in the secondary 

market.  For firms with high levels of proprietary information, the relative pre-market 

disclosure is higher than their relative post market disclosure (using either of the two 

measures), which provides preliminary evidence in support of H2. 
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TABLE 6.3.2D - IPO hyping by industry 

INDUSTRY 
SAMPLE 
(N=309) 

Top 1/3 of 
RANKAB

Percentage 
Hyping 

Agriculture 6 5 83.33% 
Commercial Bank 1 0 0.00% 
Construction 4 2 50.00% 
Credit Institution 7 2 28.57% 
Electric Services 4 3 75.00% 
Healthcare 10 6 60.00% 
Insurance 2 0 0.00% 
Investment Bank 5 1 20.00% 
Investment Fund 4 1 25.00% 
Leisure 7 4 57.14% 
Manufacturing 64 23 35.94% 
Mortgage Bank 1 1 100.00% 
Natural Resourses 0 0 0.00% 
Other Finance 11 3 27.27% 
Other Services 8 3 37.50% 
Pers/Bus/Rep/Svc 90 22 24.44% 
Radio/TV/Telecom 20 6 30.00% 
Real Estate 5 2 40.00% 
REIT 1 1 100.00% 
Restaurant/Hotel 2 1 50.00% 
Retail 18 5 27.78% 
Telephone Commun 20 2 10.00% 
Transportation 10 5 50.00% 
Wholesale 9 4 44.44% 

 

The Table demonstrates that IPO hyping is prevalent across different industries, however, 

it is more concentrated in some.  Transportation, Restaurant/Hotels, REIT, Mortgage 

Banks, Leisure, Healthcare, Electrical services and Agriculture industries tend to have 

higher proportions of hyping over the sample period.   
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FIGURE 6.3.2C - IPO hyping by time period 
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The above figure shows the percentage of IPOs listing, that are deemed by the 

RANKAB measure to have hyped changes (bottom 1/3 of RANKAB), 

diagrammatically in a temporal distribution.  It appears that in times of subdued IPO 

activity (such as in 1997, 1998 and 2001), there is a very large proportion of firms that go 

to market that are hyped.  This counter-intuitive result indicates that in times of reduced 

capital markets activity, because the firm has less scope to ‘free ride’ off the general 

positive climate for IPOs, each IPO has to generate hype to ensure its success.  This can 

be viewed as somewhat consistent with Ibbotson, Sindelar and Ritter (1994), who found 

that underpricing is a leading indicator of a hot issue IPO market.  Here IPO hyping, too 

can be viewed as a leading indicator of a hot issue market.  Firms find the higher 

incentive to hype because of the higher underpricing that is prevalent at this time, and 

thus there is the greater benefit extracted from hyping in subdued markets which is 

reflected in lower underpricing and accordingly, a lower cost of capital. 
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APPENDIX C: TABLES (sensitivity analysis) 

TABLE 6.3.1AB 
The pre-IPO disclosure rank of the firm and the hypothesised determinant variables 

and control variables using PROPB 
 

Independent 
variable 

Prediction 
RANKGD1 RANKBD1 RANKAB1 RANKNT1 RANKND1 RANKNC1 RANKNS1

N  309 309 309 309 309 309 309 
Constant ? 155.7338 6.7402 155.7338 164.238 197.4996 197.7211 139.118

  70.813*** 28.696*** 70.813*** 35.444***35.547*** 34.313*** 14.043***
Hypothesised 

variables 
 

       
Retained 

Ownership 
(OWNE) 

+ 

0.2129 0.0009 0.2129 0.1436 -0.1859 -0.1947 0.0231 
  0.935 0.423 0.935 0.637 -0.827 -0.855 0.122 

Proprietary Costs 
(PROPB) 

- 
-53.3495 -0.1996 -53.3495 -49.0662 197.8441 188.7638 141.3464

  -8.917*** -0.83 -8.917*** -4.236*** 2.595*** 2.618*** 4.633***
Re-issuer (REIS) + 4.0052 -0.0283 4.0052 4.5695 -8.2423 -9.0762 -4.2915

  0.404 -0.368 0.404 0.459 -0.825 -0.907 -0.51 
Control variables         
Leverage (LEVE) + -4.0539 -0.1254 -4.0539 -5.7762 -1.5342 1.2427 29.4914

  -0.17 -0.478 -0.17 -0.24 -0.074 0.061 1.331* 
Size (SIZE) ? -8.7641 4.9249 -8.7641 -9.8437 1.3506 6.2344 4.9062 

  -1.202 0.91 -1.202 -1.201 3.206*** 1.698** 0.807 
Growth Stock 

(GROW) 
- 

29.8462 0.2864 29.8462 24.5396 -44.8023 -42.729 -22.4099
  1.851** 2.001** 1.851** 1.498* -2.872*** -2.762*** -1.540*

Trading History 
(HIST) 

+ 
-3.9137 0.0129 -3.9137 -4.355 -0.1513 -0.283 -0.0095

  -4.187*** 1.109 -4.187*** -4.628*** -0.177 -0.328 -0.014 
Prestigious 
Underwriter 

(WRIT) 

- 

-22.9778 -0.2402 -22.9778 -14.2067 -33.4282 -34.1843 -38.3041
  -1.847** -1.364* -1.847** -1.145 -2.309** -2.363*** -2.922***

Investigating 
accountant 

(BIG5) 

- 

-25.7589 -0.0979 -25.7589 -24.7987 -5.2573 -5.8021 -7.0461
  -2.447*** -1.932** -2.447*** -2.351*** -0.503 -0.552 -0.779 
         

F value  3.7 2.29 3.7 3.42 2.4 2.28 2.35 
Prob F  0.0002 0.0169 0.0002 0.0005 0.0123 0.0173 0.014 
Adj R2  0.0731 0.0364 0.0731 0.0661 0.0392 0.0361 0.0381 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat significant at the 1% 
level (one tailed) 

RANKpre– Descending pre-IPO disclosure rank based upon one of the disclosure metrics (see Section 5.3.1).  OWNE – Pre-
IPO equity divided by the sum of pre-IPO equity and newly issued equity.  PROPB – Net Capitalised R&D over  Gross 
R&D.  REIS – A binary variable that equals 1 if a private placement or rights issue that consists of more than 5% of 
outstanding issued capital within 24 months, 0 otherwise (dummy).  LEVE – Total liabilities to total assets at time of issue.  
SIZE – Issue price multiplied by the number of shares on issue after  the IPO.   GROW – One less the ratio of net tangible 
asset backing less cash per share over issue price, GROW≥0. HIST – Number of years of operation as at IPO issue date.  
WRIT – A binary variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A 
binary variable that equals 1 if a Big five investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1BB 

The post-IPO disclosure rank of the firm and the hypothesised determinant 
variables and control variables using PROPB 

 
Independent 

variable 
Prediction 

RANKGD2 RANKBD2 RANKAB2 RANKNT2 RANKND2 RANKNC2 RANKNS2
N  309 309 309 309 309 309 309 

Constant ? 241 161.7 241 208.1 194.2 197 242.6112
  28.024*** 16.293*** 28.024*** 23.067*** 8.927*** 24.005*** 68.774***

Hypothesised 
variables 

 
       

Retained 
Ownership 
(OWNE) 

+ 
-0.387 -0.127 -0.387 -0.066 0.166 0.165 -0.5193 

  -1.768** -0.576 -1.768** -0.306 0.789 0.785 -2.476***
Proprietary Costs 

(PROPB) 
- 

-90.34 57.23 -90.34 -128.6 -6.135 -4.566 -18.8636
  -4.119*** 2.794*** -4.119*** -3.881*** -0.79 -0.305 -0.245 

Re-issuer (REIS) + -46.41 -29.46 -46.41 -9.675 -29.66 -34.15 -30.751 
  -4.909*** -3.156*** -4.909*** -1.002 -3.070*** -3.550*** -3.464***

Control variables         
Leverage (LEVE) + 9.366 58.12 9.366 -38.35 20.87 13.49 26.9825

  0.427 2.823*** 0.427 -1.648** 0.864 0.578 8.246***
Size (SIZE) + -4.944 -1.983 -4.944 -3.513 -5.466 -5.173 -6.3091 

  -2.429*** -0.865 -2.429*** -3.237*** -2.987*** -2.836*** -2.724***
Underpricing 

(UNDE) 
+ 

-14.61 -0.475 -14.61 -12.59 -1.57 -0.443 -19.5221
  -2.156** -0.074 -2.156** -2.377*** -0.202 -0.055 -2.432***

Growth Stock 
(GROW) 

+ 
-12.23 -29.22 -12.23 16.1 -26.16 -26.14 -57.9559

  -0.809 -1.928** -0.809 1.01 -1.507* -1.539* -4.060***
Trading History 

(HIST) 
- 

-0.604 4.11 -0.604 -3.929 1.164 1.367 3.4481 
  -0.782 4.863*** -0.782 -4.183*** 0.857 1.024 5.131***

Prestigious 
Underwriter 

(WRIT) 

- 

1.107 24.21 1.107 -23.09 -26.51 -28.37 -18.1856
  0.086 1.889** 0.086 -1.810** -1.927** -2.082** -1.507* 

investigating 
accountant  

(BIG5) 

- 

-32.34 -5.214 -32.34 -33.35 -32.78 -27.38 -27.3776
  -3.300*** -0.527 -3.300*** -3.367*** -3.316*** -3.040*** -3.040***
 

        
F value  5.38 6.74 5.38 4.49 4.11 4.25 11.05 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.124 0.157 0.124 0.102 0.092 0.096 0.246 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat significant at the 1% 
level (one tailed) 

RANKpost– Descending post-IPO disclosure rank based upon one of the disclosure metrics (see Section 5.3.1).  UNDE – Last 
price on first day less issue price divided by the issue price adjusted by the movement in the All Ordinaries Accumulation 
Index between prospectus lodgement date and the issue date (i.e., market adjusted underpricing).  OWNE – Pre-IPO equity 
divided by the sum of Pre-IPO equity and newly issued equity.  PROPB – Net Capitalised R&D over Gross R&D.  REIS – A 
binary variable that equals 1 if a private placement or rights issue that consists of more than 5% of outstanding issued capital 
within 24 months, 0 otherwise (dummy).  LEVE– Total liabilities to total assets at time of issue.  SIZE – Issue price multiplied 
by the number of shares on issue after  the IPO.  GROW - One less the ratio of net tangible asset backing less cash per share 
over issue price, GROW≥0.  HIST – Number of years of operation as at IPO issue date.  WRIT – A binary variable that equals 
1 if the IPO is backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five 
investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.1CB 

The change in disclosure rank of the firm and the hypothesised determinant 
variables and control variables using PROPB 

 
Independent variable Prediction RANKGD RANKAB RANKND RANKNS RANKNC RANKNT RANKBD

N  309 309 309 309 309 309 309 
Constant ? 

-56.5815 -66.4856 4.8575 -80.2425 1.8113 -40.8813 
-

145.8878

  -7.944*** -6.952*** 0.531 -3.739*** 0.187 -7.210*** 
-

18.538***
Hypothesised 

variables 
 

       
Retained Ownership 

(OWNE) 
+ 

0.4226 0.6351 -0.4478 0.5451 -0.4552 0.2249 0.1197 
  1.384* 2.193** -1.514* 1.960** -1.533* 0.681 0.546 
         

Proprietary Costs 
(PROPB) 

- 
55.596 34.8699 154.4787 133.9633 144.6178 79.977 -65.1701

  0.375 0.257 1.119 0.958 1.022 0.517 -2.094**
         

Re-issuer (REIS) + 36.0078 53.2767 19.3945 27.3905 23.3046 13.6258 33.4858
  2.741*** 4.128*** 1.481* 2.273** 1.758** 0.998 3.568***

Control variables         
Underpricing 

(UNDE) 
+ 

26.2863 27.3241 7.0332 37.7558 6.607 21.8831 2.1485 
  4.846*** 4.590*** 0.804 4.349*** 0.765 3.487*** 0.333 
         

Leverage (LEVE) ? 

-13.5374 -63.8146 -18.9875 -44.0357 -12.0391 25.8985 
-

105.6279
  -0.531 -2.543*** -0.77 -1.791** -0.487 0.971 -5.826***
         

Size (SIZE) ? 3.0198 3.6342 7.1949 6.5823 6.1266 2.435 1.5846 
  2.938*** 2.782*** 4.041*** 3.793*** 3.207*** 3.199*** 0.78 
         

F value  3.78 7.78 2.66 7.86 2.3 1.58 7.97 
Prob F  0.0012 <.0001 0.0156 <.0001 0.0346 0.1529 <.0001 
Adj R2  0.0514 0.1166 0.0314 0.1179 0.0247 0.0112 0.1196 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat significant at the 1% level 
(one tailed) 

RANK– Pre-IPO rank minus post-IPO disclosure rank based upon one of the disclosure metrics (see Section 5.3.1).  UNDE – Last 
price on first day less issue price divided by the issue price adjusted by the movement in the All Ordinaries Accumulation Index 
between prospectus lodgement date and the issue date (i.e., market adjusted underpricing).  OWNE – Pre-IPO equity divided by the 
sum of Pre-IPO equity and newly issued equity.  PROPB – Net Capitalised R&D over  Gross R&D.  REIS – A binary variable that 
equals 1 if a private placement or rights issue that consists of more than 5% of outstanding issued capital within 24 months, 0 
otherwise (dummy).  LEVE– Total liabilities to total assets at time of issue.  SIZE – Issue price multiplied by the number of shares on 
issue after  the IPO.  GROW - One less the ratio of net tangible asset backing less cash per share over issue price, GROW≥0.   
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TABLE 6.3.2AB 

Cumulative abnormal returns and the hyping measure and control variables – 
omitting failed firms 

 
Independent variable Prediction CAR250 CAR250 CAR250 CAR250 CAR250 

N  296 296 296 296 296 
Constant ? -10.0085 -1.2936 -81.5133 -0.4646 -8.3396 

  -1.276 -0.101 -16.318*** -0.056 -1.004 
Control variables       
Leverage (LEVE) + 22.4931 24.639 -1.9014 26.4843 20.0892 

  1.394* 1.517* -0.115 1.636* 1.229 
       

Size (SIZE) - 1.5033 9.2906 2.0114 1.1356 9.5617 
  2.414*** 1.278 5.310*** 1.557* 1.502* 
       

Risk (STDE_1Y) + -2143.37 -2377.584 -663.4962 -2542.7593 -1967.4 
  -4.597*** -5.205*** -1.279 -5.259*** -4.309*** 
       

Underpricing (UNDE) - 6.5986 2.1044 5.9711 4.2135 2.6594 
  2.104** 0.676 0.617 1.154 1.144 
       

Underpricing2 (UNDE2) - -0.8888 -0.8243 -1.2658 -0.7686 -1.101 
  -0.567 -0.551 -0.887 -0.496 -0.75 
       

Retained Ownership (OWNE) - 0.403 0.3398 0.4278 0.3501 0.3687 
  2.217** 1.960** 2.415*** 2.020** 2.097** 
       

Hypothesised variable   RANKGD RANKBD RANKAB RANKNT
Hyping ( RANK) +  0.1842 -0.3569 0.1023 0.2103 

   3.829*** -5.739*** 2.249** 4.433*** 
       

F value  3.44 6.29 9.07 3.87 7.77 
Prob F  0.0027 <.0001 <.0001 0.0005 <.0001 
Adj R2  0.0472 0.1115 0.1607 0.0637 0.1385 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat significant at 
the 1% level (one tailed) 
STDE_1Y – Average 250 day daily standard deviation of market adjusted returns.  CAR250 – Cumulative abnormal 
returns over 250 trading days.  UNDE2 – UNDE, all squared.  RANK– Pre-IPO rank minus post-IPO disclosure rank 
based upon one of seven metrics (see Section 5.3.1) (i.e., Hyping).  LEVE –Total liabilities to total assets at issue date.   
UNDE – Last price on first day less issue price divided by the issue price adjusted by the movement in the All 
Ordinaries Accumulation Index between prospectus lodgement date and the issue date (i.e., market adjusted 
underpricing).  OWNE – Pre-IPO equity divided by the sum of pre-IPO equity and newly issued equity.  SIZE – Issue 
price multiplied by the number of shares on issue after  the IPO.   
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TABLE 6.3.2AB (CONT) 

 
Independent variable Prediction CAR500 CAR500 CAR500 CAR500 CAR500 

N  296 296 296 296 296 
Constant ? 16.53 30.0004 -70.3727 31.973 20.0567 

  1.702** 3.332*** -66.652*** 3.212*** 2.244** 
Control variables       
Leverage (LEVE) + 40.5896 41.2922 13.4078 44.7756 36.5079 

  1.473* 1.587* 0.51 1.663** 1.436* 
       

Size (SIZE) - 1.5257 8.1932 2.2352 9.8608 8.8731 
  1.414* 0.679 4.807*** 0.803 0.803 
       

Risk (STDE_2Y) + -3327.13 -3818.667 -1316.3188 -4055.6953 -3207.02 
  -5.101*** -5.868*** -2.007** -5.623*** -5.160*** 
       

Underpricing (UNDE) - -15.1196 -19.6796 -17.8448 -17.4747 -19.6559 
  -7.656*** -6.338*** -7.382*** -17.122*** -8.924*** 
       

Underpricing2 (UNDE2) - 1.951 1.933 1.7633 2.0074 1.6804 
  1.583* 1.584* 1.473* 1.612* 1.416* 
       

Retained Ownership (OWNE) - 0.0536 -0.0164 0.0726 -0.0138 0.0153 
  0.234 -0.075 0.33 -0.063 0.071 
       

Hypothesised variable   RANKGD RANKBD RANKAB RANKNT
Hyping ( RANK) +  0.226 -0.4197 0.1426 0.2558 

   4.375*** -6.926*** 2.544*** 5.346*** 
       

F value  6.44 9.68 12.43 6.96 11.53 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.0996 0.1708 0.2133 0.124 0.1998 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat significant at the 
1% level (one tailed) 

STDE_2Y – Average 500 day daily standard deviation of market adjusted returns.  CAR500 – Cumulative abnormal 
returns over 500 trading days.  UNDE2 – UNDE, all squared.  RANK– Pre-IPO rank minus post-IPO disclosure rank 
based upon one of seven metrics (see Section 5.3.1) (i.e., Hyping).  LEVE –Total liabilities to total assets at issue date.   
UNDE – Last price on first day less issue price divided by the issue price adjusted by the movement in the All Ordinaries 
Accumulation Index between prospectus lodgement date and the issue date (i.e., market adjusted underpricing).  OWNE 
– Pre-IPO equity divided by the sum of pre-IPO equity and newly issued equity.  SIZE – Issue price multiplied by the 
number of shares on issue after  the IPO.   
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TABLE 6.3.2AC 
Cumulative abnormal returns and the hyping measure and control variables – using 

pre-IPO disclosure 
 

Independent variable Predicti
on 

CAR250 CAR250 CAR250 CAR250 CAR500 CAR500 CAR500 CAR500 

N  309 309 309 309 309 309 309 309 
Constant ? -13.6861 -12.7986 -12.4383 -11.5026 2.0134 3.4351 15.287 13.9333 

  -0.92 -2.787*** -1.402* -1.299* 0.526 0.851 4.643*** 3.204*** 
Control variables          
Leverage (LEVE) + 19.294 19.0193 18.6161 18.6506 42.2634 41.8265 38.5674 38.3933 

  1.244 1.233 1.169 1.17 1.539* 1.525* 1.433* 1.427* 
          

Size (SIZE) - 1.6484 1.6378 1.6151 1.6231 1.8168 1.8043 1.6884 1.6843 
  2.829*** 2.779*** 2.813*** 2.813*** 1.936** 1.903** 1.652** 1.652** 
          

Risk (STDE_n) + -2181.71 -2178.2201 -2166.06 -2173.63 -3392.103 -3392.7718 -3376.05 -3373.5392 
  -4.976*** -4.988*** -4.563*** -4.619*** -5.548*** -5.561*** -5.400*** -5.365*** 
          

Underpricing 
(UNDE) 

- 
8.176 8.1664 8.217 8.2046 -15.6108 -15.7659 -15.4069 -15.3734 

  2.789*** 2.682*** 2.992*** 2.953*** -9.840*** -1.994** -8.877*** -9.067*** 
          

Underpricing2 
(UNDE2) 

- 
-1.1286 -1.1131 -1.1124 -1.0989 1.954 2.0001 2.1269 2.1055 

  -0.73 -0.717 -0.705 -0.696 1.614* 1.649** 1.712** 1.694** 
          

Retained Ownership 
(OWNE) 

- 
0.4199 0.4208 0.4239 0.4229 0.0557 0.0543 0.0711 0.0732 

  2.366*** 2.372*** 2.371*** 2.361*** 0.254 0.246 0.314 0.324 
          

Hypothesised 
variable  

RANKGD1 RANKBD1 RANKND1 RANKNC1 RANKGD1 RANKAB1 RANKNC1 RANKND1

Hyping (RANK1) - 0.015 0.0088 0.0047 -0.0007 0.0815 0.0735 -0.0097 -0.0011 
  0.318 0.185 0.083 -0.012 1.474* 1.312* -0.152 -0.017 
          

F value  3.08 3.07 3.07 3.07 6.13 6.07 5.81 5.81 
Prob F  0.0038 0.0038 0.0039 0.0039 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.0452 0.045 0.0449 0.0449 0.1044 0.1033 0.0986 0.0985 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), *** = t stat significant at the 1% level (one tailed) 
STDE_n – Average 250 or 500 day daily standard deviation of market adjusted returns.  CAR – Cumulative abnormal returns over 250 or 500 
trading days.  UNDE2 – UNDE, all squared.  RANK– Pre-IPO rank minus post-IPO disclosure rank based upon one of seven metrics (see 
Section 5.3.1) (i.e., Hyping).  LEVE –Total liabilities to total assets at issue date.   UNDE – Last price on first day less issue price divided by 
the issue price adjusted by the movement in the All Ordinaries Accumulation Index between prospectus lodgement date and the issue date 
(i.e., market adjusted underpricing).  OWNE – Pre-IPO equity divided by the sum of pre-IPO equity and newly issued equity.  SIZE – Issue 
price multiplied by the number of shares on issue after  the IPO.   
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TABLE 6.3.3BB 

Liquidity of the firm for ten days after the IPO and pre-IPO disclosure and control 
variables – TURN1 

 
 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

N  309 309 309 309 309 309 
Constant ? 80.3071 80.8827 88.0584 80.8686 79.1985 79.181 

  176.730*** 82.889*** 15.828*** 85.427*** 86.775*** 85.786***
        

Hypothesised variable   RANKGD1 RANKBD1 RANKAB1 RANKNT1 RANKND1 
Disclosure level (RANK pre) -  -0.0036 -1.1612 -0.0036 0.0057 0.0058 

   -0.671 -1.588* -0.669 1.1 1.109 
Control variables        

Size (SIZE) - 3.5471 3.5151 3.5887 3.5164 3.5179 3.4755 
   4.795*** 4.812*** 4.892*** 4.812*** 4.759*** 4.669*** 

        
Growth Stock (GROW) - -4.0138 -3.9114 -3.6405 -3.9041 -3.7802 -3.7695 

   -2.740*** -2.744*** -2.493*** -2.747*** -2.514*** -2.501*** 
         

Retained Ownership (OWNE) + -0.0558 -0.0552 -0.0548 -0.055 -0.0547 -0.0548 
   -1.918** -1.882** -1.894** -1.874*** -1.894** -1.896** 
         

investigating accountant (BIG5) + 3.762 3.6731 3.6553 3.6714 3.8091 3.8081 
   7.751*** 7.169*** 7.599*** 7.182*** 7.908*** 7.873*** 
         

Prestigious underwriter (WRIT) + 0.5414 0.4725 0.2614 0.4579 0.7384 0.7395 
  0.464 0.401 0.224 0.388 0.619 0.621 

         
Trading History (HIST) + 0.3106 0.2951 0.3235 0.296 0.3109 0.3104 

   2.307** 2.150** 2.407*** 2.163*** 2.315** 2.311** 
         

F value  8.83 7.61 7.89 7.61 7.72 7.73 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.1324 0.1307 0.1354 0.1307 0.1325 0.1326 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), ***= t stat significant at the 1% level (one 
tailed) 

TURN1 – Initial 10 day average daily market orders by value over value of trades.  HIST – Number of years of operation prior to the IPO 
issue date RANKpre– Descending pre-IPO disclosure rank based upon one of the disclosure metrics (see Section 5.3.1).  OWNE – Pre-
IPO equity divided by the sum of pre-IPO equity and newly issued equity.  SIZE – Issue price multiplied by the number of shares on 
issue after  the IPO.    GROW – One less the ratio of net tangible asset backing less cash over issue price, GROW≥0.  WRIT – A binary 
variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 if a 
Big five investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.3BB (CONT) 
Independent variable Prediction Model 7 Model 8 

N  309 309 
Constant ? 80.8489 80.1407 

  947.417*** 272.220*** 
    

Hypothesised variable  NCRANK1 NSRANT1 
Disclosure level (RANK pre) - -0.0033 0.0011 

  -0.618 0.181 
Control variables    

Size (SIZE) - 3.5152 3.5397 
  4.809*** 4.772*** 
    

Growth Stock (GROW) - -3.9286 -3.9804 
  -2.746*** -2.664*** 
    

Retained Ownership (OWNE) + -0.0553 -0.0558 
  -1.890** -1.920** 
    

investigating accountant (BIG5) + 3.6817 3.7722 
  7.163*** 7.292*** 
    

Prestigious underwriter (WRIT) + 0.4931 0.5834 
  0.42 0.478 

     
Trading History (HIST) + 0.2956 0.3099 

  2.148** 2.310** 
    

F value  7.6 7.55 
Prob F  <.0001 <.0001 
Adj R2  0.1305 0.1296 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), 
***= t stat significant at the 1% level (one tailed) 

TURN1 – Initial 10 day average daily market orders by value over value of trades.  HIST – 
Number of years of operation prior to the IPO issue date RANKpre– Descending pre-IPO 
disclosure rank based upon one of the disclosure metrics (see Section 5.3.1).  OWNE – Pre-
IPO equity divided by the sum of pre-IPO equity and newly issued equity.  SIZE – Issue price 
multiplied by the number of shares on issue after  the IPO.  GROW – One less the ratio of net 
tangible asset backing less cash over issue price, GROW≥0.  WRIT – A binary variable that 
equals 1 if the IPO is backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A 
binary variable that equals 1 if a Big five investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.3BC 
Liquidity of the firm for ten days after the IPO and pre-IPO disclosure and control 

variables – TURN2 
 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

N  309 309 309 309 309 309 
Constant ? 80.2643 80.831 88.2141 80.8213 79.1704 79.1526

  184.632*** 83.345*** 28.536*** 86.020*** 87.621*** 86.639***
        

Hypothesised variable   RANKGD1 RANKBD1 RANKAB1 RANKNT1 RANKND1
Disclosure level (RANK pre) -  -0.0035 -1.191 -0.0036 0.0056 0.0058 

   -0.661 -1.672** -0.662 1.083 1.094 
Control variables        

Size (SIZE) - 3.5495 3.5181 3.5922 3.5191 3.5207 3.4788 
   4.787*** 4.804*** 4.886*** 4.803*** 4.751*** 4.663***

        
Growth Stock (GROW) - -4.0169 -3.9161 -3.6341 -3.9081 -3.7864 -3.7758

   -2.741*** -2.747*** -2.488*** -2.749*** -2.518*** -2.505***
         

Retained Ownership (OWNE) + -0.0554 -0.0548 -0.0544 -0.0546 -0.0544 -0.0544
   -1.907** -1.870** -1.882** -1.863*** -1.883** -1.885**
         
investigating accountant (BIG5) + 3.7885 3.7011 3.6792 3.6987 3.835 3.8341 
   7.779*** 3.292*** 7.621*** 7.209*** 7.929*** 7.894***
         
Prestigious underwriter (WRIT) + 0.5603 0.4925 0.2732 0.4775 0.7547 0.7559 

  0.48 0.418 0.234 0.404 0.632 0.634 
         

Trading History (HIST) + 0.309 0.2938 0.3222 0.2945 0.3093 0.3089 
   2.292** 2.138** 2.395*** 2.150*** 2.300** 2.297** 
         

F value  8.83 7.61 7.9 7.61 7.71 7.72 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.1323 0.1305 0.1355 0.1306 0.1323 0.1324 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), ***= t stat significant at the 1% level 
(one tailed) 

TURN2 – Initial 10 day average daily market orders by volume over volume of trades.  HIST – Number of years of operation prior to 
the IPO issue date RANKpre– Descending pre-IPO disclosure rank based upon one of the disclosure metrics (see Section 5.3.1). 
OWNE – Pre-IPO equity divided by the sum of pre-IPO equity and newly issued equity.  SIZE – Issue price multiplied by the number 
of shares on issue after  the IPO.    GROW – One less the ratio of net tangible asset backing less cash over issue price, GROW≥0. 
WRIT – A binary variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary 
variable that equals 1 if a Big five investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.3BC (CONT) 
 
 
 

Independent variable Prediction Model 7 Model 8 

N  309 309 
Constant ? 80.7934 80.1026 

  80.938*** 309.598*** 
    

Hypothesised variable  NCRANK1 NSRANT1 
Disclosure level (RANK pre) - -0.0032 0.0011 

  -0.604 0.176 
Control variables    

Size (SIZE) - 3.5184 3.5423 
  4.800*** 4.765*** 
    

Growth Stock (GROW) - -3.9338 -3.9845 
  -2.748*** -2.666*** 
    

Retained Ownership (OWNE) + -0.0549 -0.0554 
  -1.879** -1.908** 
    

investigating accountant (BIG5) + 3.7102 3.7985 
  7.194*** 7.316*** 
    

Prestigious underwriter (WRIT) + 0.5132 0.6011 
  0.437 0.492 

     
Trading History (HIST) + 0.2944 0.3083 

  2.137** 2.295** 
    

F value  7.6 7.55 
Prob F  <.0001 <.0001 
Adj R2  0.1303 0.1295 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one 
tailed), ***= t stat significant at the 1% level (one tailed) 
TURN2 – Initial 10 day average daily market orders by volume over volume of 
trades.  HIST – Number of years of operation prior to the IPO issue date RANKpre– 
Descending pre-IPO disclosure rank based upon one of the disclosure metrics (see 
Section 5.3.1).  OWNE – Pre-IPO equity divided by the sum of pre-IPO equity and 
newly issued equity.  SIZE – Issue price multiplied by the number of shares on issue 
after  the IPO.     GROW – One less the ratio of net tangible asset backing less cash 
over issue price, GROW≥0.  WRIT – A binary variable that equals 1 if the IPO is 
backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary variable 
that equals 1 if a Big five investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.3BD 

 
Liquidity of the firm for ten days after the IPO and pre-IPO disclosure and control 

variables – TURN 3 
 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

N  309 309 309 309 309 309 
Constant ? 0.0169 0.0175 0.017 0.0174 6.6158 0.0156 

  3.743*** 3.439*** 2.238** 3.455*** 6.834*** 3.176***
        

Hypothesised variable   RANKGD1 RANKBD1 RANKAB1 RANKNT1 RANKND1
Disclosure level (RANK pre) +  -0.0000 -0.0000 -0.0000 -0.0054 0.0000 

   -0.289 -0.022 -0.257 -2.144** 0.487 
Control variables        

Size (SIZE) + 7.879 7.8425 7.8798 7.8478 -6.4214 7.7979 
   1.797** 1.798** 1.798** 1.797*** -2.429*** 1.773** 

        
Growth Stock (GROW) + 0.0164 0.0165 0.0164 0.0165 1.0073 0.0167 

   6.452*** 6.429*** 6.369*** 6.419*** 2.104** 6.107***
         
Retained Ownership (OWNE) - -0.0002 -0.0002 -0.0002 -0.0002 -0.0013 -0.0002 
   -2.889*** -2.897*** -2.882*** -2.894*** -0.12 -2.855***
         

investigating accountant 
(BIG5) 

+ 
0.005 0.0049 0.005 0.0049 -1.4789 0.005 

   5.425*** 260.711*** 5.168*** 45.394*** -2.939*** 6.194***
         

Prestigious underwriter 
(WRIT) 

+ 
-0.0062 -0.0062 -0.0062 -0.0062 -1.349 -0.0059 

  -2.469*** -2.457*** -2.444*** -2.448*** -3.060*** -2.389***
         

Trading History (HIST) + -0.0007 -0.0007 -0.0007 -0.0007 -0.2519 -0.0007 
   -2.252** -2.352*** -2.239** -2.347*** -5.621*** -2.256**
         

F value  6.82 5.84 5.83 5.84 6.27 5.86 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.1019 0.0991 0.0989 0.0991 0.107 0.0995 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), ***= t stat significant at the 1% level 
(one tailed) 

TURN3 – Initial 10 day average daily value of trades as a proportion of the value of market capitalisation.  HIST – Number of years 
of operation prior to the IPO issue date RANKpre– Descending pre-IPO disclosure rank based upon one of the disclosure metrics (see 
Section 5.3.1).  OWNE – Pre-IPO equity divided by the sum of pre-IPO equity and newly issued equity.  SIZE – Issue price 
multiplied by the number of shares on issue after  the IPO.  GROW – One less the ratio of net tangible asset backing less cash over 
issue price, GROW≥0.  WRIT – A binary variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 otherwise 
(dummy).  BIG5 – A binary variable that equals 1 if a Big five investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.3BD (CONT) 

 
 

Independent variable Prediction Model 7 Model 8 

N  309 309 
Constant ? 0.0176 0.0124 

  3.415*** 2.548*** 
    

Hypothesised variable  NCRANK1 NSRANK1 
Disclosure level (RANK pre) + -0.0000 0.000 

  -0.309 2.216** 
Control variables    

Size (SIZE) + 7.8366 7.679 
  1.799** 1.701** 
    

Growth Stock (GROW) + 0.0165 0.0173 
  6.443*** 6.617*** 
    

Retained Ownership (OWNE) - -0.0002 -0.0002 
  -2.898*** -2.885*** 
    

investigating accountant (BIG5) + 0.0049 0.0052 
  4.883*** 5.578*** 
    

Prestigious underwriter (WRIT) + -0.0062 -0.005 
  -2.466*** -1.957** 

     
Trading History (HIST) + -0.0007 -0.0007 

  -2.353*** -2.311** 
    

F value  5.84 6.35 
Prob F  <.0001 <.0001 
Adj R2  0.0991 0.1084 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level 
(one tailed), ***= t stat significant at the 1% level (one tailed) 
TURN3 – Initial 10 day average daily value of trades as a proportion of the value 
of market capitalisation.  HIST – Number of years of operation prior to the IPO 
issue date RANKpre– Descending pre-IPO disclosure rank based upon one of the 
disclosure metrics (see Section 5.3.1).  OWNE – Pre-IPO equity divided by the 
sum of pre-IPO equity and newly issued equity.  SIZE – Issue price multiplied by 
the number of shares on issue after the IPO.     GROW – One less the ratio of net 
tangible asset backing less cash over issue price, GROW≥0.  WRIT – A binary 
variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 
otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five 
investigating accountant and, 0 otherwise (dummy). 

 
 
 
 



  

                                                                                                                       143

TABLE 6.3.3BE 
 
Liquidity of the firm for ten days after the IPO and pre-IPO disclosure and control 

variables – TURN4 
 

Independent variable Prediction Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

N  309 309 309 309 309 309 
Constant ? 5.5776 4.8324 5.5873 4.8689 6.6158 6.5417 

  6.242*** 12.917*** 5.743*** 14.252*** 6.834*** 6.768***
        

Hypothesised variable   RANKGD1 RANKBD1 RANKAB1 RANKNT1 RANKND1 
Disclosure level (RANK pre) -  0.0047 -0.0015 0.0045 -0.0054 -0.005 

   1.566* -0.008 1.527* -2.144** -1.957** 
Control variables        

Size (SIZE) - -6.6946 -6.2812 -6.6941 -6.3077 -6.4214 -6.0817 
   -2.559*** -2.613*** -2.554*** -2.612*** -2.429*** -2.232** 

        
Growth Stock (GROW) + 1.2261 1.0935 1.2265 1.0876 1.0073 1.0169 

   2.501*** 2.333*** 2.467*** 2.322** 2.104** 2.120** 
         

Retained Ownership (OWNE) - -0.0003 -0.0011 -0.0003 -0.0013 -0.0013 -0.0012 
   -0.028 -0.105 -0.027 -0.166 -0.12 -0.109 
         

investigating accountant 
(BIG5) 

- 
-1.4348 -1.3197 -1.4349 -1.3205 -1.4789 -1.4743 

   -2.852*** -2.464*** -2.842*** -2.462*** -2.939*** -2.926***
         

Prestigious underwriter 
(WRIT) 

- 
-1.1645 -1.0754 -1.1649 -1.0591 -1.349 -1.3342 

  -2.924*** -2.795*** -2.932*** -2.734*** -3.060*** -3.049***
         

Trading History (HIST) - -0.2517 -0.2316 -0.2517 -0.2332 -0.2519 -0.2515 
   -5.578*** -4.981*** -5.557*** -5.041*** -5.621*** -5.604***
         

F value  6.64 6.12 5.67 6.09 6.27 6.19 
Prob F  <.0001 <.0001 <.0001 <.0001 <.0001 <.0001 
Adj R2  0.099 0.1042 0.096 0.1038 0.107 0.1056 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level (one tailed), ***= t stat significant at the 1% level 
(one tailed) 

TURN4 – Initial 10 day average daily relative bid-ask spreads.  HIST – Number of years of operation prior to the IPO issue date
RANKpre– Descending pre-IPO disclosure rank based upon one of the disclosure metrics (see Section 5.3.1).  OWNE – Pre-IPO 
equity divided by the sum of pre-IPO equity and newly issued equity.  SIZE – Issue price multiplied by the number of shares on issue 
after the IPO.    GROW – One less the ratio of net tangible asset backing less cash over issue price, GROW≥0.  WRIT – A binary 
variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 otherwise (dummy).  BIG5 – A binary variable that equals 1 
if a Big five investigating accountant and, 0 otherwise (dummy). 
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TABLE 6.3.3BE (CONT) 

 
Independent variable Prediction Model 7 Model 8 

N  309 309 
Constant ? 4.8053 7.1579 

  11.909*** 7.164*** 
    

Hypothesised variable  NCRANK1 NSRANT1 
Disclosure level (RANK pre) - 0.0047 -0.0106 

  1.590* -3.301*** 
Control variables    

Size (SIZE) - -6.2407 -5.9943 
  -2.610*** -2.086** 
    

Growth Stock (GROW) + 1.1047 0.9089 
  2.353*** 1.956** 
    

Retained Ownership (OWNE) - -0.001 0.0001 
  -0.091 0.007 
    

investigating accountant (BIG5) - -1.3204 -1.5318 
  -2.469*** -3.116*** 
    

Prestigious underwriter (WRIT) - -1.0958 -1.5635 
  -2.860*** -3.477*** 

     
Trading History (HIST) - -0.2303 -0.2451 

  -4.928*** -5.508*** 
    

F value  6.13 7.54 
Prob F  <.0001 <.0001 
Adj R2  0.1044 0.1295 

*= t stat significant at 10% level (one tailed), ** = t stat significant at 5% level 
(one tailed), ***= t stat significant at the 1% level (one tailed) 
TURN4 – Initial 10 day average daily relative bid-ask spreads.  HIST – 
Number of years of operation prior to the IPO issue date RANKpre– 
Descending pre-IPO disclosure rank based upon one of the disclosure metrics 
(see Section 5.3.1).  OWNE – Pre-IPO equity divided by the sum of pre-IPO 
equity and newly issued equity.  SIZE – Issue price multiplied by the number 
of shares on issue after the IPO.    GROW – One less the ratio of net tangible 
asset backing less cash over issue price, GROW≥0.  WRIT – A binary 
variable that equals 1 if the IPO is backed by a prestigious underwriter, 0 
otherwise (dummy).  BIG5 – A binary variable that equals 1 if a Big five 
investigating accountant and, 0 otherwise (dummy). 

 


