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ABSTRACT 

Practice suggests auditors provide extensive audit-related services in initial public offering (IPO) 

registrations, especially in helping IPO firms to achieve the initial regulatory compliance in 

accounting and financial reporting. In this paper, I investigate whether auditor IPO expertise 

measured at the audit office level is associated with how efficiently an IPO registration will 

proceed through the review process by the Securities and Exchange Commission (SEC). Using a 

sample of U.S. IPOs audited by Big 4 audit firms, I find that the initial registration statement 

attracts a lower extent of accounting comments from the SEC when auditor IPO expertise is higher. 

Further, I find that IPO firms with greater auditor IPO expertise resolve the given comments with 

a lower extent of follow-up comments and in fewer review rounds. Lastly, I find that auditor IPO 

expertise is negatively associated with the duration of the SEC review process. Overall, the results 

suggest that auditors play an important role in navigating their IPO clients through the SEC review 

process, and IPO expertise improves an auditor’s ability to perform this role. 

  



 

 9 

1. INTRODUCTION 

The initial public offering (IPO) is a critical transformational event in a company’s lifecycle. 

Starting with filing the IPO registration statement, the company must comply with extensive 

disclosure requirements and stringent accounting standards applicable to a public company. The 

IPO registration statement (i.e., Form S-1), which contains the IPO prospectus, always receives an 

in-depth review by the Securities and Exchange Commission (SEC) for monitoring compliance 

(Barker 1996; Westenberg 2014).1 The IPO firm is required to resolve the review comments and 

remedy any disclosure and/or accounting deficiencies noted by the SEC before getting the SEC’s 

approval for the offering. A lengthy SEC review process can potentially delay the offering, 

exposing the IPO firm to unfavorable market shifts and changes in investor perception of the firm 

quality.2 A recent study provides empirical evidence that more review rounds with the SEC are 

associated with downward revisions in IPO offer prices, and the downward revisions seem to be 

an unnecessary cost incurred by the IPO firms with lengthy SEC reviews (Li and Liu 2017). 

In practice, the external auditor is a key member of the IPO working group that facilitates 

the IPO transaction.3  In addition to her primary role of auditing the financial statements to be 

included in the IPO prospectus, the auditor commonly assists the IPO firm with the registration, 

including the SEC review process (Westenberg 2014; Deloitte 2012).4  In this study, I jointly 

                                                 
1 In this paper, I use the terms “registration statement”, “Form S-1”, and “IPO prospectus” interchangeably. 
2 Groupon’s IPO in 2011 is an anecdotal example. A New York Times article reported that Groupon cancelled its 

planned IPO roadshow in September 2011 citing unfavorable market conditions (De La Merced 2011). At that time, 

Groupon was struggling with SEC comments regarding its revenue recognition and choice of the non-GAAP financial 

measure. The company finally yielded to the SEC by revising the revenue account and the non-GAAP measure. When 

Groupon filed its IPO in June, it was valuated at a high target of $30 billion (De La Merced 2011). However, the 

valuation decreased to $12.8 billion when the IPO took place in November 2011. 
3 The other key members include high-level company management, lead underwriters, and legal counsels (Westenberg 

2014). 
4 The following is an excerpt from Deloitte's (2012) marketing materials to companies planning to go public: “In 

addition to completing the audit of your financial statements and review of any interim financial statements for the 

registration statement, your auditors will also render significant assistance in the registration process. They will read 

any other financial data to be included within the registration statement and, in doing so, may be able to highlight 
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examine the facilitating role of auditors in the SEC review of IPO registration statements and 

whether certain auditors are better at performing this role. In particular, I examine 1) whether 

auditor IPO expertise is associated with the compliance quality of the accounting portion of the 

initial registration statement; 2) whether auditor IPO expertise is associated with the effectiveness 

of firm responses to the SEC’s accounting comments; and 3) whether auditor IPO expertise is 

associated with the total length of the SEC review process. 

This study is also motivated by Donovan et al. (2014) who propose to view “audit quality” 

from a consumer-oriented perspective rather than from the conventional, regulator’s perspective. 

Specifically, they argue that the desired role of auditors for clients in a highly regulated 

environment is to “guide clients through the complex of regulations.” They further argue that some 

auditors develop a competitive advantage over others in providing guidance and such advantage 

is a quality valued by audit clients. However, the guidance/facilitating function of auditors, as well 

as the relevant competence, have received limited attention in the auditing literature so far. During 

the life of a company, compliance burden increases substantially when the company conducts the 

IPO (IPO Task Force 2011). Passing the SEC review is a must to achieve initial compliance as a 

public company, while a drawn-out review process may adversely affect IPO outcomes (Li and 

Liu 2017). Therefore, IPO registrations provide a powerful setting for investigating the facilitating 

role of auditors in guiding companies to meet the regulator’s compliance threshold. 

For an auditor to successfully carry out the facilitation activities in an IPO, the auditor 

needs to possess superior knowledge about IPO registrations (i.e., IPO expertise). Drawing upon 

prior literature on auditor expertise, I anticipate that auditors gain IPO expertise through past 

experience on IPO engagements (i.e., task-specific experience) and the expertise at the office-level 

                                                 
concerns the SEC may raise and help you address these in the filing. They will also assist in the responses to the SEC’s 

accounting-related comments. All of this will reduce the possibility of subsequent delays and revisions.” 
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is more important than that at the national-level (Bonner and Lewis 1990; Libby and Luft 1993; 

Francis and Yu 2009). Accordingly, I create a measure of auditor IPO expertise based on the 

number of IPOs served by the audit office in the past. To further account for IPO expertise specific 

to an industry, I create an alternative IPO expertise measure based on the number of IPOs from a 

given industry that were served by the audit office in the past. Empirically, the two measures are 

highly correlated. 

I test the associations between auditor IPO expertise and characteristics of the SEC review 

process using a group of U.S.-based IPOs issued in the period of 2005-2015 and audited by the 

U.S. Big 4 audit firms. Limiting the analyses to IPOs with Big 4 auditors avoids the self-selection 

bias associated with Big N versus non-Big N auditor choices and still allows me to focus on the 

vast majority of IPOs.5 First, I use the extent of accounting comments in the first SEC comment 

letter and financial revisions during the registration process to measure the compliance quality of 

the accounting portion of the initial registration statement. Consistent with my conjecture, I find 

auditor IPO expertise is associated with fewer accounting comment topics (as coded by Audit 

Analytics) in the first letter and a lower likelihood that the IPO firm revises its accounting numbers 

during the registration. 

Having documented that auditor IPO expertise reduces the extent of the first-round 

accounting comments, I next investigate whether auditor IPO expertise helps the firm effectively 

resolve the given comments. After controlling for the extent of comments received in the first 

round, I find auditor IPO expertise is associated with a lower extent of follow-up comments and 

fewer subsequent rounds of review. Lastly, I find that greater IPO expertise on the part of the 

                                                 
5 The Big 4 auditors are dominant players in the IPO audit market, especially for larger IPOs (with market share over  

80 percent) (GAO 2008). Also, the Big 4 are strongly preferred by both IPO firms and underwriters (Brau and Fawcett 

2006). As such, IPOs without a Big 4 auditor would be inherently different in many aspects from those with a Big 4 

auditor (also see the discussion on self-selection in Weber and Willenborg 2003). 
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auditor is associated with an overall shorter review process, after controlling for the IPO firm’s 

incentives to speed-up the process. The result is economically significant. An increase from the 

25th to the 75th percentile of auditor IPO expertise reduces the duration of the review process on 

average by 16 days, which represents a 12 percent reduction in the mean duration. Taken together, 

the results suggest that the SEC review process is smoother and faster when an IPO firm is served 

by an audit office with greater IPO expertise. 

My models include a battery of control variables to capture systematic differences in 

review outcomes arising from client characteristics, IPO advisor characteristics, and other auditor-

related factors. In addition, the results are generally robust to sensitivity tests using various 

subsamples and several analyses (e.g., propensity score matching) designed to mitigate the 

endogeneity concerns. In additional analyses, I find that auditor IPO expertise helps to mitigate 

deficiencies and resolve comments in various accounting areas. I also explore the IPO pricing 

implications of a lengthy review process. I find the duration of the review process is negatively 

associated with the magnitude of upward price revisions and positively associated with the 

magnitude of downward revisions. The pricing results confirm the findings of Li and Liu (2017), 

although my sample is restricted to IPOs registered via Form S-1 and audited by the Big 4.6  

My study makes three important contributions to the related literature. First, a growing 

body of accounting literature examines the characteristics, determinants, and consequences of SEC 

filing reviews (e.g., (Boone et al. 2013; Cassell et al. 2013; Johnston and Petacchi 2017; Li and 

Liu 2017). My study adds to this literature by providing evidence that auditors play a significant 

role in helping firms preempt SEC comments and interact with the SEC during the initial filing 

                                                 
6 The IPO sample in Li and Liu (2017) includes non-Big 4 audited IPOs and small business IPOs registered via Form 

SB-2 that requires relatively less detailed disclosures. 
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review. This study also responds to the call by (Donovan et al. 2014) for research on auditor’s 

efficiency advantage in guiding clients to achieve regulatory compliance.  

Second, my study extends the line of research examining the effect of auditor expertise on 

financial reporting quality (e.g., Francis and Yu 2009; Reichelt and Wang 2010; Francis et al. 2013). 

As prior archival studies commonly use discretionary accruals and restatements to measure 

financial reporting quality (DeFond and Zhang 2014), the evidence has been concentrated on the 

integrity of accounting numbers. With SEC comments as outcome variables, my study 

complements prior research by investigating the compliance dimension of financial reporting 

quality that is directly assessed by the regulator. Because the SEC review places a greater focus on 

disclosure quality than accounting misstatements (SEC 2012), this study provides initial evidence 

that auditor expertise has implications for firms’ disclosure practice.7  Importantly, the results 

suggest that the effect of auditor expertise on disclosure quality is not limited to deficiency 

prevention but also extends to faster remediation when deficiencies are discovered. 

Finally, I advance our understanding of the auditor’s role in IPOs. Prior IPO research has 

focused on the certification role of auditors in IPO pricing (e.g., Titman and Trueman 1986; Beatty 

1989; Menon and Williams 1991; Willenborg 1999). The general conclusion is that the presence 

of a large, prestigious auditor (i.e., Big N auditor) reduces information asymmetry and adverse 

selection in pricing IPOs. Different from prior studies, I examine an unexplored value-added role 

of auditors in the period leading up to the IPO. My results demonstrate that, beyond the 

certification role, auditors also have a facilitating role that adds value to IPO issuers through 

reducing the contention within and the duration of the SEC review process. Further, my evidence 

                                                 
7 According to the SEC, its review resources are concentrated on “disclosures that appear to be inconsistent with the 

Commission rules or applicable accounting standards, or that appear to be materially deficient in their rationale or in 

clarity” (SEC 2012). Johnston and Petacchi (2017) show that 10-K review comments in most cases lead firms to revise 

existing disclosures or to provide additional disclosures in future filings. 
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showing that auditors’ facilitation performance is positively associated with IPO expertise at the 

local office supports both the notion that task-specific expertise enhances auditor performance and 

the view that large audit firms are unable to maintain uniformly high quality across network offices 

(Bonner and Lewis 1990; Francis and Yu 2009). This finding also has implications for pre-IPO 

firms in selecting auditors: besides the audit firm’s reputation, the local audit office’s experience 

with IPO engagements is worthy of consideration. 

2. BACKGROUND, LITERATURE REVIEW, AND HYPOTHESES 

2.1 The Auditors’ Involvement in IPO registrations 

Taking a private firm public is a complex, expensive, and time-consuming process 

(Westenberg 2014). A firm that determines to launch an IPO typically forms an IPO working group, 

consisting of the firm’s top management and external advisors—underwriters, legal counsels, and 

auditors—to facilitate the IPO process. The auditor’s primary responsibility in an IPO is no 

different from that in a regular audit engagement (e.g., 10-K engagement), which is to express an 

independent opinion on the financial statements in the IPO prospectus.8  In practice, however, 

auditors are hired not only for their audit service but also for a series of audit-related services 

throughout the IPO process (Westenberg 2014; Deloitte 2012). The marketing materials of all the 

Big 4 audit firms indicate they provide “assistance” in addition to the basic audit service to 

companies seeking IPOs, such as helping the company preempt SEC comments in drafting the 

registration statement and  resolve comments in the SEC review process (see PwC 2011; Deloitte 

2012; EY 2013; KPMG 2016). Auditors are prohibited by the Sarbanes-Oxley Act of 2002 (SOX) 

                                                 
8 Compared to a 10-K filing, an auditor’s responsibility regarding an IPO filing does not end at the audit report date 

but extends to the effective date of the registration statement (PCAOB AS 4101, available at: https://pcaobus.org/ 

Standards/Auditing/Pages/AS4101.aspx).  

https://pcaobus.org/Standards/Auditing/Pages/AS4101.aspx
https://pcaobus.org/Standards/Auditing/Pages/AS4101.aspx
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from providing certain non-audit services to their audit clients.9 However, as long as the auditor 

remains independent, she is not necessarily precluded from assisting clients in preparing financial 

statements, especially in situations where the client experiences a significant change in accounting 

(SEC 2002; SEC 2016). In addition, Wesley Bricker, the Chief Accountant of the SEC, states that 

obtaining auditors’ feedback on complex accounting issues could benefit both the financial 

reporting quality and audit quality (SEC 2016). 

Figure 1 provides an illustration of a typical IPO process and what the IPO firm (in 

conjunction with the underwriters) and the auditor do, respectively, at each stage of the process.10 

Usually, the auditor becomes involved at the advance-preparation stage at least one to two years 

before the IPO registration (EY 2013). This is because an IPO prospectus normally requires three 

years of audited financial statements. Though firms do sometimes change their auditors shortly 

before the registration, private discussions with Big 4 partners indicate that most of the IPO firms 

were their ongoing private clients long before the IPO. In most cases, the audits of the financial 

statements are substantially completed before the IPO process starts. 

The IPO process formally begins after a “kick-off” organizational meeting involving 

members of the IPO working group. The first stage (i.e., pre-filing period) consists of multiple 

drafting sessions where the firm prepares the registration statement for the IPO.11 In this period, 

the auditor focuses on providing the following services: (i) technical advice on complex accounting 

                                                 
9 Examples of prohibited non-audit services include bookkeeping, information systems design, valuation services, and 

internal audits. 
10 In this section, the IPO timeline and tasks by each party are largely based on the IPO process described in practitioner 

publications (e.g., PwC 2011; EY 2013; Westenberg 2014) and Lowry et al. (2017). Detailed descriptions of the 

auditor’s services are also based on private conversations with Big 4 audit partners. 
11 A registration statement (Form S-1) has two principal parts. Part I is the IPO prospectus that provides detailed 

information about the company’s business, management, results of operations, and the offering. Part II contains 

additional information that must be publicly filed with the SEC but does not need be provided to investors. The 

business and financial information required to be disclosed in Part I is similar in scope to an annual report (Form 10-

K), while the disclosures are often more detailed than those in a 10-K filing (see NYSE 2013). 
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and reporting matters, including helping the firm to obtain SEC pre-clearance on complex issues; 

(ii) guidance (e.g., illustrative disclosures) for drafting the financial statement section and other 

financial disclosures in the prospectus; and (iii) review of the entire registration statement to ensure 

accuracy, completeness, and consistency of financial information. Such review is not merely a 

required audit procedure but an important opportunity where the auditor offers feedback on the 

draft. The feedback points out areas that may draw SEC comments so that the client can improve 

them before the initial filing.  

The interval between the initial filing of Form S-1 and its effective date is the waiting 

period. During this period, the SEC reviews the business, legal, accounting and other aspects of 

the firm’s Form S-1 and issues comment letters. The IPO firm responds to the comments and 

updates Form S-1 by filing Form S-1/As (i.e., amendments). The initial price range is usually filed 

in one of the amendments. The auditor provides assistance during the SEC review process—for 

example, reviewing and providing feedback on the firm’s responses to accounting comments. 

Sometimes, the auditor communicates with the SEC staff directly for complex reporting issues on 

behalf of the IPO firm. These audit-related services are to help the IPO firm meet the compliance 

requirements and obtain the SEC’s approval in a timely manner.12 In addition, the auditor also 

supports the underwriters’ financial due diligence by meeting with the underwriters and providing 

a comfort letter. Overall, the practice suggests that the auditor plays an important role with respect 

to financial reporting compliance in an IPO registration. The services provided by the auditor to 

                                                 
12  The SEC permits the independent auditor to perform these services for their audit clients because these services are 

related to the performance of the audit or review of the financial statements (SEC 2003). In this study, I use the term 

“audit-related services” to refer to these services. 
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the firm and the underwriters are evidenced by the IPO accounting fees disclosed in Part II of Form 

S-1.13   

2.2 The SEC Review of IPO Registrations 

Under the Securities Act of 1933, IPO transactions must be registered with the SEC and 

are subject to the SEC’s approval. Once the IPO firm files Form S-1 with the SEC, the SEC’s 

Division of Corporation Finance (DCF) starts the review process. The DCF is located at the SEC’s 

headquarters in Washington D.C. and has eleven review offices organized by industry sectors. The 

IPO firm is assigned to one of the DCF offices according to the firm’s Standard Industrial 

Classification (SIC) code (SEC 2017).14 The purpose of the review is to monitor compliance and 

enhance disclosures in the IPO prospectus but not to evaluate the merits of the offering (SEC 2013; 

SEC 2017).15 The DCF conducts a full cover-to-cover, in-depth review as the IPO firm enters the 

public capital market for the first time (Barker 1996; Deloitte 2012). The accounting portion of the 

registration statement is reviewed by the SEC staff accountants, and the non-accounting portion is 

reviewed by the SEC staff attorneys. As stated on the DCF’s website, the staff evaluates disclosures 

not only from a compliance standpoint but also from a potential investor’s perspective (SEC 2017). 

The staff will propose comments in areas where they believe clarification, revision, or additional 

disclosures are necessary. They will also question on accounting treatments if disclosures indicate 

                                                 
13 Under Item 511 of Regulation S-K, an IPO issuer is required to disclose the accounting fees in connection with the 

IPO registration. According to PwC’s interpretation, the IPO accounting fees are “fees incurred by the independent 

registered public accounting firm directly related to the offering. These typically include issuance of the comfort letter, 

review of the registration statement, and other advice directly related to the offering. Costs not considered directly 

related to the offering include the cost of year-end audits, including stub-period and re-audits, as well as quarterly 

reviews” (PwC 2012). In my sample, the average accounting fees amount to $1 million per IPO registration. 
14  Information on DCF office assignment can be found on the SEC’s website: https://www.sec.gov/info/edgar/ 

siccodes.htm. Companies with SIC code of 7389 (business services, not elsewhere classified) are reviewed by office 

2 and 3 together. 
15 The purpose of the review is also implied from a standard language in the SEC comment letters: “Please understand 

that the purpose of our review process is to assist you in your compliance with the applicable disclosure requirements 

and to enhance the overall disclosure in your filing” (an example is available at https://www.sec.gov/Archives/ 

edgar/data/1364885/000000000006035779/filename1.pdf).  

https://www.sec.gov/info/edgar/siccodes.htm
https://www.sec.gov/info/edgar/siccodes.htm
https://www.sec.gov/Archives/edgar/data/1364885/000000000006035779/filename1.pdf
https://www.sec.gov/Archives/edgar/data/1364885/000000000006035779/filename1.pdf
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there appear to be inappropriate applications of GAAP. The proposed comments are then reviewed 

by a supervisor in the DCF to ensure consistency across reviews. Finally, the SEC sends a letter 

presenting a list of comments to the IPO firm. 

The SEC comments may request the firm provide supplemental information so that the 

staff can better understand the firm’s accounting judgments and disclosure choices. The comments 

may also request the firm add disclosures or revise existing disclosures, or, in some cases, revise 

accounting treatments. Depending on how well the firm responds to the comments, the SEC may 

close the review or issue another round of comments. Usually, the review process involves multiple 

rounds, and the firm amends its registration statement by filing Form S-1/As. The SEC does not 

have a required response deadline for IPO registrations. However, only after the firm has resolved 

all the comments will the SEC declare the registration statement effective. After that, the offering 

can be legally executed. By performing textual analysis on SEC comment letters associated with 

IPOs issued in years 2005 - 2013, Lowry et al. (2016) find comments in the first SEC letter 

concentrate on issues related to business description and accounting. They also show the total 

number of comment letters received by an IPO firm ranges from one to thirteen, and the length of 

the waiting period is positively associated with the number of letters. 

Since May 2005, the SEC has been posting comment letters (“UPLOAD”) and company 

responses (“CORRESP”) via the Edgar filing system after the completion of the review.16 Thus, 

the comment dialogue is not publicly observable during the IPO registration process. However, 

the public may infer the issues that concern the SEC from the amendment filings. While the review 

of IPO registrations is a traditional function of the SEC, it is only part of the SEC’s filing review 

                                                 
16 On May 12, 2005, the SEC began the process of publicly releasing comment correspondence related to filings made 

after August 1, 2004. However, correspondence for IPO registrations that are ultimately withdrawn will not be publicly 

released. 
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program. The DCF also selectively reviews post-IPO filings (e.g., 10-Ks and 10-Qs) with private 

screening procedures. In addition, the SOX Act mandates the SEC to review each public 

company’s financial statements at least once every three years.  

2.3 Prior Literature on the SEC Filing Reviews 

There is an emerging stream of literature on SEC filing reviews. Most of the studies focus 

on 10-K reviews. For example, Cassell et al. (2013) examine the determinants of receiving a 10-

K comment letter, the extent of the comments received, and the time and rounds to resolve the 

comments. In particular, they find auditor type (i.e., large versus small auditors) is associated with 

10-K review characteristics. Bozanic et al. (2016) investigate the resolution characteristics of the 

SEC review when a securities lawyer is involved. Johnston and Petacchi (2017) provide 

descriptive evidence on the forms of resolution and find that SEC comment letters improve the 

information environment of the firm. Boone et al. (2013) show that the SEC is likely to comment 

on a firm’s accounting if the underlying accounting standard is rule-based or requires estimates.  

In contrast, there is limited research on the SEC review of IPO registrations. Li and Liu 

(2017) and Lowry et al. (2016) investigate the effect of the SEC review on IPO pricing and post-

IPO stock performance. Li and Liu (2017) find that firms receiving more comment letters revise 

down the IPO offer price from its initial filing price, but in the long run, the firms’ stocks 

outperform those of firms with fewer letters. They interpret the evidence as suggesting that the 

SEC scrutiny adds an unnecessary cost to the IPO firms with more letters. Lowry et al. (2016) find 

firms with more comment letters experience greater IPO underpricing, whereas Li and Liu (2017) 

find no association between the number of letters and underpricing. Different from Li and Liu 

(2017), Lowry et al. also explore the factors that determine the characteristics of the SEC review 

process. The influencing factors identified are business complexity, advisor quality (i.e., 
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underwriter and law firm rankings), the uncertain tone of the IPO prospectus, and Dechow et al.'s 

(2011) fraud score computed with pre-IPO financials. Nonetheless, auditor characteristics are not 

included in Lowry et al.’s analysis. 

I choose to focus on the SEC review of IPO registrations for three reasons. First, the SEC 

conducts a full review of every IPO registration statement. This is in contrast to the 10-K reviews, 

which are selection-based and performed at different levels of scrutiny (Barker 1996; SEC 2017). 

Moreover, the IPO registration represents the first time that a company’s financial disclosures 

receive a thorough regulatory review and the disclosures in the final prospectus will establish 

precedents for future periodic reporting. Second, a lengthy SEC review has negative economic 

consequences to the IPO firm (Li and Liu 2017). Third, auditors have substantial involvement in 

the IPO registration process, as suggested by the practice. 

2.4 Hypotheses Development 

As SEC comments could lead IPO delays and reduce the offer price, IPO firms have strong 

incentives to get their disclosures right so that they can avoid the setbacks with the regulatory 

review. In addition to meeting the compliance requirements, IPO firms may want to present high-

quality disclosures because they reduce information asymmetry in pricing the IPO (Rogers 2008). 

As discussed in the background section, the auditor mainly focuses on providing technical 

assistance with the registration once the IPO process commences: the auditor provides guidance 

on preparing the registration statement, helps anticipate SEC concerns and address them in the 

draft before filing with the SEC, and also helps formulate responses to SEC accounting comments 

in the review process.17 

                                                 
17 Key participants (e.g., lead partner and manager) in the IPO engagement team are from the same local team that has 

completed the audits for the IPO firm. The national office or national network of the audit firm could assign an 

additional partner to support the local team. 
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To preempt and resolve SEC accounting comments, the auditor needs to have deep 

knowledge of GAAP (generally accepted accounting principles) and other disclosure requirements 

applied to securities registrations as well as knowledge of how the SEC interprets them. 

Acquisition of the latter knowledge is not easy (GAO 2001). First, it is difficult to track the various 

sources used by the SEC staff in forming their positions. Second, the SEC positions are not always 

apparent. Especially, the staff can request any details about a disclosure topic that they believe are 

useful to investors (SEC 2017). The audit profession pays close attention to SEC publications (e.g., 

the Staff Accounting Bulletins) and monitors the comment letter dialogues between companies and 

the SEC. The specific policies, interpretations, and informal rules summarized from the SEC 

comment letters are known in practice as “comment-letter GAAP” (Boone et al. 2013). 

Nonetheless, Barker (1996) suggests that comments in S-1 reviews have some recurring themes 

and can be avoided with careful preparation. 

Although all auditors are engaged to provide assistance in IPO registrations, it is unlikely 

they possess the same level of expertise to perform the tasks (Francis and Yu 2009; Donovan et al. 

2014). Research suggests the local audit office is the primary decision-making unit within Big 4 

audit firms in that the local office has substantial autonomy in client contracting, engagement 

administration, and the issuance of the audit report (Wallman 1996; Francis et al. 1999; Reynolds 

and Francis 2000; Ferguson et al. 2003). Prior studies also find audit quality varies across local 

offices even within a Big 4 firm despite the fact that each Big 4 has standardized training and firm-

wide adoption of audit methodologies and implementation guidance (Francis and Yu 2009; 

Reichelt and Wang 2010; Francis and Michas 2013). Francis and Yu (2009) argue that the Big 4’s 

decentralized structure creates information asymmetry among offices and the competence of 
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auditors residing in the local office is a key source of quality variation. Therefore, I expect that 

auditor expertise at the local office is critical for conducting an IPO engagement. 

Further, as Bonner and Lewis (1990) and Libby and Luft (1993) suggests that task-specific 

expertise enhances auditors’ performance in the underlying task, I consider the auditor expertise 

developed through experience on IPO engagements. Such expertise is specific to IPO registrations 

(i.e., IPO expertise), and is, to some extent, different from the expertise in regular audit 

engagements with public companies. First, an IPO registration often represents a client’s initial 

adoption of certain accounting and disclosure policies (e.g., segment reporting and earnings per 

share) as a public company (EY 2015). Also, an IPO registration statement includes more financial 

disclosures (e.g., pro forma financial statements) than a typical 10-K filing. These require the 

auditor to provide additional technical assistance and be familiar with SEC reporting rules for IPOs. 

Second, in contrast to a 10-K engagement, an IPO engagement is to accompany an IPO process, 

which is complex and time-sensitive (Brau and Fawcett 2006; Westenberg 2014). This requires the 

auditor to understand the process, react in a timely fashion, work collectively with other members 

of the IPO working group, and know how to handle SEC comments. For the above reasons, I 

expect that auditors have greater IPO engagement experience are more knowledgeable about SEC 

comments for IPOs, more skillful in addressing SEC comments, and better at meeting the 

additional demands in an IPO engagement. 

However, auditor IPO expertise at the office level may not matter in IPO engagements for 

three reasons. First, the supply of audit quality depends not only on auditors’ expertise but also on 

their incentives (DeFond and Zhang 2014). Compared to non-IPO engagements, auditors in IPO 

engagements are exposed to greater litigation risks (Venkataraman et al. 2008); The audit output—
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financial statements—are subject to immediate scrutiny by the regulator (e.g., the SEC review).18 

As such, auditors have strong incentives, and thus put extra effort, to ensure no misstatements or 

errors in the IPO prospectus. Recent studies provide evidence that accounting is more conservative 

in IPOs than post IPOs (Venkataraman et al. 2008; Ball and Shivakumar 2008). Therefore, there 

could be little variation in compliance quality across IPO registrations. Second, variation in audit 

quality across Big 4 offices relies on the fact that decision-making is decentralized to the local 

level (Francis and Yu 2009). However, IPO engagements are a situation where decision-making is 

relatively centralized. Conversations with audit partners at Big 4 firms suggest that the national 

office has greater monitoring over IPO engagements as compared to regular audit engagements. 

For instance, regardless of whether the IPO firm is a new or continuing client, the IPO engagement 

needs to go through a rigorous risk review process, where a national risk partner is normally 

involved to approve the acceptance. During the engagement, the national office or an experienced 

partner from the national network also reviews the IPO filings and supports the local office in 

resolving SEC-related matters.19 The audit firm-level inputs may alleviate expertise shortage at 

individual offices, resulting in a comparable process and outcomes for all IPO clients of a particular 

audit firm. Third, other professional advisors are highly involved in the IPO process (Westenberg 

2014; Lowry et al. 2017). The lead underwriter takes a central role in managing the IPO transaction, 

such as conducting due diligence; determining the timing, pricing, and allocation of the offering; 

                                                 
18 The SEC can initiate administrative and enforcement proceedings throughout the filing process when the registration 

statement appears to contain material deficiencies due to a deliberate attempt to mislead or conceal. 
19  PwC, one of the Big 4 audit firms, has published a manual book entitled “SEC Volume” (available at: 

www.inform.pwc.com). The book indicates that PwC has an SEC services group inside its national office, which has 

the expertise in SEC regulations and specializes in dealing with the SEC. The book also reveals that PwC has a firm 

policy requiring filings on securities-related transactions to be reviewed by the SEC services group prior to submission. 

Conversations with Big 4 partners confirm that each Big 4 firm has a function in the national office similar to the SEC 

services group described in PwC’s SEC Volume. Although firm policies vary in terms of mandatory versus voluntary 

consultation, the partners all indicate that the national office or the national network provides strong support to the 

local engagement team in IPOs. 

http://www.inform.pwc.com/
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and helping prepare the registration statement and roadshow presentations. The legal counsels are 

in-charge of assisting the IPO firm to comply with all applicable laws and regulations. They also 

take the primary role in drafting the registration statement and being a liaison between the firm 

and the SEC. Therefore, auditor expertise may not be important to the overall smoothness and 

duration of the review process in an IPO. 

Nonetheless, given that the local audit office assume the substantial responsibilities of an 

engagement and that specialized knowledge is difficult to transfer beyond the local office 

(Ferguson et al. 2003; Danos et al. 1989), I argue that auditor IPO expertise at the local office will 

play an important role in the financial reporting aspect of an IPO transaction. First, I expect that 

auditors with greater IPO expertise are better able to anticipate SEC concerns and to help firms 

improve financial disclosures before the SEC review. My first hypothesis (stated in the alternative 

form) is as follows: 

H1: Auditor IPO expertise is positively associated with the compliance quality of the 

accounting portion of the initial registration statement. 

If firm responses to the first-round comments do not satisfy the SEC, the SEC will issue 

another comment letter (i.e., second-round review comments), likely questioning items in the same 

areas. The back-and-forth between the SEC and the firm could take multiple rounds until the firm 

resolves all the comments. As mentioned previously, auditors are commonly involved in the SEC 

review process by assisting IPO firms to address accounting comments. I argue that auditors with 

greater IPO expertise are better at understanding SEC comments, formulating answers to SEC 

questions, and providing support for the accounting treatments and disclosure choices made by the 

IPO firm. Therefore, I expect that IPO firms with higher auditor IPO expertise resolve accounting 



 

 25 

comments more effectively with the SEC. My second hypothesis (stated in the alternative form) is 

as follows: 

H2: Auditor IPO expertise is positively associated with the effectiveness of firm responses 

to accounting comments. 

Last, despite no response deadline, IPO firms have incentives to avoid delays in completing 

the review with the SEC, because delays are associated with an increased risk of deterioration in 

market conditions and even offering withdrawals (Westenberg 2014; Lowry et al. 2016). Moreover, 

IPO firms actively pursue “windows of opportunity” (Brau and Fawcett 2006). A shorter review 

process leaves the firm more flexibility to time the market. Therefore, effective responses are not 

enough. Firms also demand efficient responses. I expect that auditors with greater IPO expertise 

know faster ways to find solutions and are better at communicating with other parties in the IPO 

working group, resulting in better cooperation. In turn, better cooperation helps move the process 

along faster (Westenberg 2014). Further, since I expect greater auditor IPO expertise will improve 

the compliance quality in the first place (see H1), fewer first-round comments and efficient 

resolution will lead to an overall shorter review process. As such, I anticipate that the total length 

of the review process (i.e., from the initial S-1 filing date to the last SEC letter date) is shorter 

when auditor IPO expertise is higher. My third hypothesis (stated in the alternative form) is as 

follows: 

H3: Auditor IPO expertise is negatively associated with the length of the review process. 

3. RESEARCH DESIGN 

To test H1, I estimate the following regression model (where subscript i denotes an IPO): 

AC_ISSUESi or REVISE_FSi= β0 + β1ln_IPO_EXPi (or ln_IPO_IND_EXPi)  

+ βm Σ Auditor Controlsi + βj Σ Advisor Controlsi + βk Σ Firm Controlsi  

+ Year FE + DCF Office FE + Audit Firm FE + εi  

(1) 
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where all variables are defined in Appendix A and discussed below. I use two measures to inversely 

proxy the compliance quality of the initial Form S-1. The first measure, AC_ISSUES, captures the 

extent of accounting comments in the first SEC letter. Using Audit Analytics (AA)’s comment 

letter database, I calculate AC_ISSUES as the total number of comment topics in the Accounting 

group (i.e., accounting comments) from the first SEC letter regarding the IPO registration.20 The 

second measure, REVISE_FS, is an indicator variable that equals to one if the IPO firm revises the 

face of the financial statements by filing amendments (Form S-1/A). Financial revisions indicate 

the initial Form S-1 contains accounting errors or inappropriate accounting treatments. The 

revision can be promoted by the management, the auditor, or the SEC. I identify revisions through 

AA’s Restatements database. 

I create two measures of auditor IPO expertise, ln_IPO_EXP and ln_IPO_IND_EXP. As 

discussed previously, this study analyzes variation in auditor expertise at the office level. Using 

data from AA’s Audit Opinions database, I identify the city office of the audit firm for each IPO. 

Cities in this paper are defined according to the U.S. Census Bureau’s designation of core-based 

statistical areas (CBSAs).21 I use the audit office’s recent experience with IPO engagements to 

capture auditor IPO expertise. My main measure, ln_IPO_EXP, is calculated as the natural 

logarithm of one plus the total number of IPOs in the past three years for which the audit office 

served as the IPO auditor. Measuring the IPO expertise over three years smooths the year-to-year 

                                                 
20 Audit Analytics (AA) divides SEC comments into six groups: Accounting Rule and Accounting Disclosure Issues 

(Accounting), Management Discussion & Analysis Disclosure Issues, Risk Factors Disclosure Issues, Internal and 

Disclosure Control Issues, SEC Regulatory Disclosure Issues (e.g., violations of Regulation S-X or S-K), and Other 

Disclosure Matters. In particular, AA allocates comments on the financial statement section into the Accounting group. 

Within each group, AA identifies comment topics and assigns topic codes. A total of 45 topics are in the Accounting 

group (see Appendix B for details). One comment topic does not necessarily mirror one comment on the underlying 

subject. For example, the SEC could list out three comments regarding the firm’s revenue recognition disclosure, but 

AA will code the three comments into one topic (i.e., code 212 – revenue recognition issues). 
21 The delineation of CBSAs (July 2015 version) can be found at https://www.census.gov/geographies/reference-

files/time-series/demo/metro-micro/delineation-files.html. 

https://www.census.gov/geographies/reference-files/time-series/demo/metro-micro/delineation-files.html
https://www.census.gov/geographies/reference-files/time-series/demo/metro-micro/delineation-files.html
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fluctuation in IPO volume caused by variation in market conditions. My alternative auditor IPO 

expertise measure, ln_IPO_IND_EXP, is calculated as the natural logarithm of one plus the 

number of IPOs in the past three years for which the audit office served as the IPO auditor and are 

from the same one-digit SIC industry as the focal IPO. Conceptually, the alternative measure 

(ln_IPO_IND_EXP) further captures IPO expertise specific to an industry. However, one would 

expect a high correlation between ln_IPO_EXP and ln_IPO_IND_EXP due to the low diversity in 

industry affiliations of IPO clients in an audit office. H1 predicts β1 will be negative, as fewer 

comment topics or a lower likelihood of revisions corresponds to higher compliance quality. 

As limited guidance exists in prior research regarding the determinants of accounting 

comments in the SEC review of IPO registrations, the control variables are motivated in part by 

prior studies that analyze the SEC’s 10-K reviews (e.g., Cassell et al. 2013) and studies that 

examine auditor characteristics and restatements (e.g., Francis et al. 2013). I also modify certain 

variables and include additional controls to better fit the IPO setting. The first set of controls relates 

to auditor characteristics. Audit office size (ln_OFFICE_SIZE) is the natural logarithm of the total 

dollar amount of audit fees earned from public clients in the past year by the audit office. Office-

level industry specialization (C_IND_LEADER) is an indicator variable that equals one if the audit 

office is the industry leader in the city market in the past year. These two variables capture “in-

house” expertise and industry specialization, respectively, and have been found to be positively 

associated with audit quality (Francis and Yu 2009; Reichelt and Wang 2010; Francis et al. 2013). 

ln_ACFEE is the natural logarithm of the IPO accounting fees and controls for the auditor’s effort 

connected with the registration. This variable also captures the innate financial reporting risk of 

the IPO firm (Johnstone and Bedard 2003). AUDITOR_CHG is an indicator variable that equals 

one if the IPO firm discloses in the prospectus that it has changed the auditor at any point during 



 

 28 

the two fiscal years prior to the IPO. This variable controls for the effect on compliance quality as 

a result of changing auditors shortly before the IPO. The second set of controls pertains to advisor 

characteristics. I include the reputation rankings for the lead underwriter (UW_RANK) and the 

firm’s legal counsel (LAW_RANK). Reputable underwriters and legal counsels have ample 

experience in taking firms public and dealing with the regulators. They have incentives and 

expertise to aid in drafting a high-quality registration statement. I also include the natural logarithm 

of IPO legal fees (ln_LEGALFEE) to control for the legal counsel’s effort since the legal counsel 

assumes the primary responsibility for drafting the registration statement and response letters to 

the SEC (Westenberg 2014). I include VC, an indicator variable that equals one if the firm has 

venture capital (VC) backing. Venture capitalists are sophisticated investors who actively monitor 

and advise IPO firms (Lowry et al. 2017). VC also captures firm characteristics typically associated 

with VC-backing, with VC-backed firms more likely to be younger, smaller, and from the 

technology industry (Lowry et al. 2017). 

The last set of controls covers IPO firm characteristics. ln_PROCEEDS is the size of the 

offering. This variable reflects both the firm size as well as the auditor’s maximum legal exposure 

associated with the IPO (Venkataraman et al. 2008). In addition, a large IPO will have a greater 

impact on capital markets, which may attract more SEC scrutiny. DSE is an indicator variable that 

equals one if the IPO firm is labeled as a development stage entity (DSE) for financial reporting 

purposes. Defined under ASC 915, DSE refers to a newly established business for which principal 

operations have not yet started or significant revenues yet been generated.22 The accounting for a 

DSE firm is relatively simple and is less important from a valuation standpoint (Willenborg 1999). 

As a result, the SEC may have fewer accounting comments for a DSE firm. YEARS_FS shows the 

                                                 
22 The FASB has issued ASU 2014-10 (https://asc.fasb.org/imageRoot/94/51824494.pdf) which removes the concept 

of a development stage entity from GAAP, effective from December 15, 2014. 

https://asc.fasb.org/imageRoot/94/51824494.pdf
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number of years (i.e., one, two, or three years) of the audited financial statements that are presented 

in the IPO prospectus. Firms disclosing more years of financials may have more accounting 

information to be commented on. PRIOR_FR is an indicator variable that equals one if the IPO 

firm potentially has experience with public reporting prior to the IPO. An IPO firm potentially has 

public reporting experience if it is a spin-off, a reverse leveraged buyout (reverse-LBO), or a 

private company that has previously filed financial statements with the SEC (e.g., firms with public 

debt). In line with prior research (e.g., Cassell et al. 2013; Francis et al. 2013), I also control for 

the following firm characteristics: the age of the IPO firm since its founding year (ln_AGE), the 

number of segments (ln_SEGMENTS), an indicator for foreign operations (FOREIGN), an 

indicator for merger and acquisition activity (MA), and an indicator for restructuring 

(RESTRUCTURE), sales (ln_SALE), the fraction of “soft” assets that is neither cash nor property, 

plant, and equipment (SOFT_ASSETS), leverage (LEV), and profitability (ROA, LOSS). As revenue 

recognition is always an SEC focus area (Deloitte 2012), I expect firms with larger sales attract 

more scrutiny. I also expect the SEC issues more comments to firms with a high fraction of “soft” 

assets since accounting for these assets is subject to greater management discretion (e.g., 

estimations and assumptions) (Dechow et al. 2011). Lastly, because auditor IPO expertise is 

measured at the city office level—and most IPO firms are headquartered in the same city with their 

auditors—there is a concern that the auditor IPO expertise measures simply reflect the quality of 

the IPO firm.23 To mitigate this concern, I control for two firm location (i.e., city) characteristics 

that prior studies find to be associated with firms’ financial reporting quality. The first variable, 

EDUCATION, measures the education level of the labor pool of the city where the IPO firm is 

                                                 
23 For 76 percent of my sample, the companies and their auditors are located in the same city (i.e., CBSA). When the 

company and its auditor are not in the same city, 74 percent are in the same state with a median distance of 37 miles. 

Only 6 percent of my sample represents out-of-state clients, with a median distance of 460 miles from their auditors. 
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headquartered. Call et al. (2017) argue that the average education level in a city captures the 

workforce quality of the firms located in that city, and a high-quality workforce produces high-

quality financial information. They find the city’s average education level is positively associated 

with accruals quality and negatively associated with internal control weakness and restatements.24 

The second variable, SEC_LOCATED, is an indicator variable that equals one if the SEC’s national 

or regional office is located in the city where the IPO firm is headquartered. Kedia and Rajgopal 

(2011) show that the SEC’s enforcement program is more active in geographic areas near the SEC 

offices.25 They argue firms are aware of this fact and find that firms near SEC offices have a lower 

incidence of restatements. Although the SEC’s filing review program is conducted solely by the 

DCF at the SEC’s national office, a deterrent effect on an IPO firm’s compliance quality could 

exist due to geographic proximity to an SEC office. 

Finally, I include year fixed effects (Year FE) to control for time variation in the SEC’s 

budgets and focus areas. I include industry fixed effects based on the industry classification by 

DCF offices (DCF Office FE) to control for idiosyncratic industry/review office factors that 

influence the review characteristics. In addition, I include audit firm fixed effects (Audit Firm FE) 

to control for systematic effects on compliance quality attributable to the national office expertise 

or audit firm style. When the dependent variable is the number of accounting comment topics 

(AC_ISSUES), I estimate Equation (1) using an ordinary least squares (OLS) regression. When the 

dependent variable is a revision of accounting numbers (REVISE_FS), I estimate Equation (1) 

                                                 
24 Beck et al. (2017) predict and find a positive association between audit quality and the average education level in 

the city where the audit office is located. However, they acknowledge that they cannot differentiate whether the 

findings are due to the labor quality of the audit office or of the client firm in the same city. Because Beck et al. 

disclose the education score (EDUCATION) for each city, I use their data to identify the average education level for 

the city where the IPO firm is headquartered. The raw data used by Call et al. and Beck et al. to create city level 

education scores are from the same source: American Community Survey by United States Census Bureau. 
25 The SEC is headquartered in Washington D.C. and has 11 regional offices located in New York, NY; Chicago, IL; 

Los Angeles, CA; San Francisco, CA; Boston, MA; Philadelphia, PA; Atlanta, GA; Fort Worth, TX; Miami, FL; 

Denver, CO; and Salt Lake City, UT (see https://www.sec.gov/contact-information/sec-directory). 

https://www.sec.gov/contact-information/sec-directory
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using a logistic regression. Standard errors are clustered by audit office since auditor IPO expertise 

is measured at the office level. I assess statistical significance throughout the paper using one- 

(two-) tailed p-value when a directional prediction is (is not) made. 

To test H2, I modify Equation (1) by adding the extent of accounting comments received 

in the first letter (AC_ISSUES) as an additional control variable. This is important because I want 

to compare the resolution characteristics when firms receive the same extent of first-round 

comments. The regression model is as follows (where subscript i denotes an IPO): 

S_AC_ISSUESi or S_ROUNDSi = α0 + a1ln_IPO_EXPi (or ln_IPO_IND_EXPi) + α2AC_ISSUESi 

+ αm Σ Auditor Controlsi + αj Σ Advisor Controlsi + αk Σ Firm Controlsi  

+ Year FE + DCF Office FE + Audit Firm FE + εi 

(2) 

 

where all variables are as defined in Appendix A. I use two measures to inversely proxy the 

effectiveness of firm responses to the first-round accounting comments. As discussed in the 

background section, ineffective responses, including the associated revisions, will result in future 

letters (i.e., subsequent rounds of review) with follow-up comments in the same topic areas. The 

first measure, S_AC_ISSUES, is the total number of accounting comment topics from all 

subsequent SEC letters (i.e., follow-up accounting comments). This measure directly captures how 

effectively a firm resolves the first-round accounting comments. The second measure, S_ROUNDS, 

is the number of subsequent SEC letters associated with the IPO registration. S_ROUNDS 

measures the effectiveness of firm responses to accounting comments from another dimension. 

However, it is a noisy measure as a letter may focus on non-accounting issues (e.g., business 

description issues). I expect the additional control variable, AC_ISSUES, to have positive 

associations with both S_AC_ISSUES and S_ROUNDS. H2 predicts a1 will be negative. I estimate 

Equation (2) using an OLS regression. 
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To test H3, I modify Equation (1) by including three additional control variables that 

capture the market conditions around the filing date of the initial registration statement. The 

regression model is as follows (where subscript i denotes an IPO):  

ln_REVIEW_LENGTHi= ρ0 + ρ1ln_IPO_EXPi (or ln_IPO_IND_EXPi)  

+ ρm Σ Auditor Controlsi + ρj Σ Advisor Controlsi + ρk Σ Firm Controlsi  

+ ρ2 IND_RET_3MPRE_FILEi+ ρ3 IPO_RET_3MPRE_FILEi 

+ ρ4 IND_STD_3MAFT_FILEi 

+ Year FE + DCF Office FE + Audit Firm FE + εi  

 (3) 

 

where all variables are as defined in Appendix A. The dependent variable ln_REVIEW_LENGTH 

is calculated as the natural logarithm of the number of days between the filing date of the initial 

Form S-1 and the date of the last SEC comment letter. The last SEC letter marks the point at which 

substantive comments are resolved, and the firm can begin marketing the offering to prospective 

investors (NYSE 2013). Because IPO firms time the market (Brau and Fawcett 2006), the market 

conditions around the filing date influence firms’ incentives to speed-up the review process with 

the SEC. Therefore, I include the industry returns and IPO returns over the three months prior to 

the focal IPO firm files the initial Form S-1 (IND_RET_3MPRE_FILE, IPO_RET_3MPRE_FILE). 

Firms have incentives to speed-up the review process when stock returns are high (i.e., a “hot” 

market). I also include the industry volatility in three months after the filing 

(IND_STD_3MAFT_FILE). When the market is volatile, firms tend to wait and thus are under less 

pressure to speed-up the process. H3 predicts ρ1 will be negative. I estimate Equation (3) using an 

OLS regression. 

4. SAMPLE AND DESCRIPTIVE STATISTICS 

4.1 Data and Sample Selection 

Panel A of Table 1 outlines the sample construction process. Using Thomson Reuters’ SDC 

Global New Issues database, I first identify all firm-commitment, original IPOs that were 
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registered using Form S-1 and issued by the U.S. domestic companies between January 1, 2002 

and December 31, 2015.26 Comment letter data are available for IPOs from 2005, while IPOs in 

years 2002 - 2004 are needed in determining the audit office’s past experience with IPO 

engagements. Within this sample, I impose standard filters used in the IPO literature (e.g., 

Loughran and Ritter 2002) to exclude unit offerings, right offerings, offerings of other non-equity 

securities (e.g., limited partner interests), best efforts offerings, IPO firms that are limited 

partnerships, IPOs with an offer price less than $5, and IPOs not tracked by CRSP (e.g., listed on 

an OTC market). I also exclude IPOs by issuers in the financial sector (SIC 6000-6999; mostly 

real estate investment trusts and closed-end funds) and by blank check companies (i.e., special 

purpose acquisition companies). Finally, I require the issuer to hire a U.S. Big 4 audit firm as its 

IPO auditor. This yields a sample of 1,053 IPOs, among which 974 IPOs issued between January 

2002 and December 2014 are used to create auditor IPO expertise measures. I collect the Central 

Index Key (CIK) code for each IPO issuer by searching the IPO history data on NASDAQ website 

with issuer name and IPO date.27 Through CIKs, I merge the SDC IPO data with AA to identify 

the audit office for each IPO. Appendix C provides information about the audit offices of the 1,053 

IPO engagements.  

My test sample starts with 835 IPOs issued between January 2005 and December 2015. 

First, I remove 65 IPOs by firms that filed a Form RW (registration withdrawal request) for an 

uncompleted IPO before the focal IPO. These second-time successful IPOs are dropped because 

the firms have gone through, at least partially, the SEC review process in the recent past. Also, 

their pricing behavior is different from the first-time successful IPOs (Dunbar and Foerster 2008). 

                                                 
26 Original IPOs refer to IPOs by firms that do not list on overseas stock exchanges or the U.S. OTC market at the 

time of the IPO.  
27 The NASDAQ IPO history data (see: http://www.nasdaq.com/markets/ipos/) trace all IPOs filed or completed in 

the U.S., no matter which stock exchange the issuer chooses to list on. The data contain the CIK number of each issuer.  

http://www.nasdaq.com/markets/ipos/
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Next, I merge the sample with CRSP and COMPUSTAT to obtain stock-related information and 

accounting data for the last fiscal year prior to the IPO. Two IPOs are eliminated due to missing 

COMPUSTAT data. Last, I identify and collect data from AA’s Comment Letters database on SEC 

comment letters associated with the IPO registration. I delete 28 IPOs that do not have SEC letters 

and three IPOs missing the first SEC letter.28 These procedures produce a final test sample of 737 

IPOs. 

Panel B of Table 1 provides the breakdown of IPOs by industry (classified by DCF offices). 

Panel B indicates that in my sample period, IPOs are concentrated in technology and healthcare 

sectors. This is consistent with the industry distribution in the recent U.S. IPO market (see 

Renaissance Capital 2016). Panel C shows the year breakdown of IPOs. Due to the 2008 financial 

crisis, the IPO volume decreased significantly in 2008 and stayed low in years 2009 - 2011. The 

increase in IPO volume after 2012 is likely due to the Jumpstart Our Business Startups (JOBS) Act 

that streamlines the IPO process for emerging growth companies (see Dambra et al. 2015).29 

4.2 Descriptive Statistics 

Table 2 presents the descriptive statistics of all variables used in Equations (1) to (3). In 

my sample, the IPO firms are engaged with audit offices that, on average, have conducted 4.5 IPO 

engagements over the past three years (IPO_EXP) and, among these engagements, 1.6 IPO clients 

are from the same industry as the focal IPO (IPO_IND_EXP). The median IPO_EXP and 

                                                 
28 Most of the IPOs without data on SEC comment letters were filed before May 2005. I double-checked the filing 

history of these issuers on EDGAR and confirmed that AA database is complete with respect to the comment letter 

data. For IPO firms choose to file draft registration statements (i.e., Form DRS) confidentially with the SEC before 

publicly file Form S-1, the first SEC letter could comment on Form DRS rather than Form S-1. 
29 Effective from April 5, 2012, an IPO firm with revenue less than $1 billion in its most recent fiscal year is qualified 

for emerging growth company (EGC) status. In my sample, 86 percent of the IPOs issued after April 2012 are EGC 

firms. 
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IPO_IND_EXP are 2.0 and 0.0, respectively. I use the log-transformations (ln_IPO_EXP, 

ln_IPO_IND_EXP) in regression models to reduce the positive skewness of these two variables.30  

In the first SEC comment letter associated with the IPO registration, the mean (median) 

number of accounting comment topics (AC_ISSUES) is 6.4 (6.0). About 8 percent of the IPO firms 

revise the face of financial statements during the registration process (REVISE_FS). After 

responding to the first letter, the mean (median) number of follow-up accounting comment topics 

(S_AC_ISSUES) is 5.8 (4.0); the mean (median) number of subsequent review rounds 

(S_ROUNDS) is 2.9 (3.0). Overall, it takes the IPO firm on average (at the median) 130 (90) days 

to complete the review process with the SEC (REVIEW_LENGTH). Due to the positive skewness, 

I use the log-transformation (ln_REVIEW_LENGTH) in the regression analysis. 

In my sample, the IPOs are audited by offices on average earn $112 million in audit fees.31 

About 41.4 percent of the IPOs are audited by industry specialists, and 9.8 percent have changed 

their auditors shortly prior to the IPO. The mean (median) reputation rank of the lead underwriters 

is 8.509 (9.001), implying the majority of IPOs in my sample have a highly reputable underwriter. 

This is not surprising since my sample consists of only the Big 4 audited IPOs. About 56.3 percent 

of the IPOs are backed by venture capitalists. The mean IPO accounting and legal fees are $1 

million and $1.6 million, respectively. The mean (median) IPO proceeds is $250 ($107) million. 

The IPO firms are, on average, 20 years old and generate $686 million in sales for the year prior 

to the IPO. However, these two variables are highly skewed with the median age of 10 years and 

median sales of $92 million. In fact, 22 percent of the firms do not make any sales prior to the IPO 

(untabulated). The mean (median) leverage is 38.7 (22.3) percent, indicating the majority of IPO 

                                                 
30 The skewness values of IPO_EXP and IPO_IND_EXP are 1.65 and 2.42, respectively. 
31 Compared with the mean office size of $37 million for the whole population of Big 4 offices in the U.S. during my 

sample period (untabulated), the offices that conduct IPO engagements are relatively large. 
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firms have some debt prior to the IPO. About 58.6 percent of the IPOs are loss firms. These 

statistics are largely in line with recent IPO studies (e.g., Loughran and McDonald 2013; 

Willenborg et al. 2015; Lowry et al. 2016) 

Table 3 presents Pearson correlations among key variables. The two auditor IPO expertise 

measures, ln_IPO_EXP and ln_IPO_IND_EXP, are highly correlated with each other at 0.78 (p < 

0.00). As predicted, both IPO expertise measures have negative and significant correlations with 

the dependent variables. The two measures are also positively correlated with office size 

(ln_OFFICE_SIZE), and ln_IPO_IND_EXP is positively correlated with industry specialization 

(C_IND_LEADER). AC_ISSUES have high and positive correlations with S_AC_ISSUES and 

S_ROUNDS, suggesting the need to control for the extent of first-round comments when analyzing 

subsequent comments. 

5. RESULTS 

5.1 Auditor IPO Expertise and Compliance Quality 

Table 4 reports the results from estimating Equation (1) to test H1. Columns (1) and (3) 

present the results when AC_ISSUES is the dependent variable. Columns (2) and (4) present the 

results when REVISE_FS is the dependent variable. The coefficients on ln_IPO_EXP and 

ln_IPO_IND_EXP are negative and significant (at least at the 0.05 level), respectively, in all 

columns. This indicates that when auditor IPO expertise is higher, the financial statement section 

in the initial S-1 contains fewer issues attracting the SEC’s attention, and the face of the financial 

statements is less likely to be revised. From an economic perspective, a movement of auditor IPO 

expertise (ln_IPO_EXP) from the first quartile (0.693) to the third quartile (1.946) results in a 

reduction of 0.5 ([1.946 – 0.693] × 0.379) accounting comment topics, which is 7.4 (7.9) percent 

of the mean (median) of the sample; the likelihood of revisions has a 27.9 percent reduction from 
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the mean value. When moving from the first quartile to the third quartile, ln_IPO_IND_EXP has 

a similar economic effect on AC_ISSUES and a higher effect on REVISE_FS (a 52.2 percent 

reduction from the mean). Control variables are generally consistent with predictions. In particular, 

the coefficient on ln_ACFEE is positive and significant, consistent with the notion that firms 

demanding greater auditor effort are inherently complex with respect to financial reporting. The 

coefficient on ln_LEGALFEE is also positive and significant, indicating legal counsels charge 

higher fees for complex clients. With respect to firm characteristics, I find the extent of accounting 

comments is lower for DSE firms and older firms, but is higher for firms that report more years of 

financials, complete M&A transactions, and have more “soft” assets. In contrast to Cassell et al.'s 

(2013) findings on 10-k reviews, I did not find loss firms to be associated with a greater extent of 

accounting comments. This may because negative earnings are normal for IPO firms. 

5.2 Auditor IPO Expertise and Effectiveness of Firm Responses 

Table 5 shows the results of estimating Equation (2) to test H2. Columns (1) and (3) present 

the results when S_AC_ISSUES is the dependent variable. Columns (2) and (4) present the results 

when S_ROUNDS is the dependent variable. The “S_” prefix denotes that the variable is calculated 

from subsequent comment letters. Note that Equation (2) includes AC_ISSUES to control for the 

extent of accounting comments to be resolved. As expected, the coefficients on ln_IPO_EXP and 

ln_IPO_IND_EXP are negative and significant (p < 0.01), respectively, in all columns. This 

suggests that auditor IPO expertise helps the firm to effectively resolve the accounting comments, 

resulting in both a lower extent of follow-up comments and fewer subsequent rounds of review. 

The effects are also economically significant. A movement of auditor IPO expertise (ln_IPO_EXP) 

from the first quartile to the third quartile leads to 1.1 fewer topics in the follow-up accounting 

comments, which represents a 19.7 (28.3) percent reduction in the mean (median) of the sample. 
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The same movement of ln_IPO_EXP results in 0.4 fewer rounds of subsequent review, 

corresponding to a change of 12.4 (12.1) percent of the mean (median) value. The economic 

significance of ln_IPO_IND_EXP is very similar. 

Control variables are generally consistent with predictions. Note that more control 

variables are significant in explaining S_ROUNDS than S_AC_ISSUES, which are consistent with 

my conjunction that review rounds are affected by multiple factors out of the auditor’s control. 

Except for firm size, age, and the extent of first-round accounting comments, the only two variables 

that are significantly associated with S_AC_ISSUES are auditor IPO expertise and IPO accounting 

fees. This increases my confidence that auditors play a primary role in helping firms resolve 

accounting comments. 

5.3 Auditor IPO Expertise and Length of SEC Review 

Table 6 provides the results from estimating Equation (3) to test H3. As predicted, the 

coefficients on ln_IPO_EXP and ln_IPO_IND_EXP are negative and significant (p < 0.01), 

respectively.32 These results suggest that the amount of time the IPO firm needs to wait before it 

is allowed to conduct the roadshow is shorter when auditor IPO expertise is higher. Economically, 

a movement of auditor IPO expertise, ln_IPO_EXP (ln_IPO_IND_EXP), from the first quartile to 

the third quartile reduces by 16 (17) days the time that the firm takes to meet the SEC’s compliance 

threshold for IPO prospectus, holding all other variables at their mean levels. The coefficients on 

the three market condition variables are significant in the predicted directions. 

                                                 
32 In an untabulated analysis, I obtain similar results when I include the extent of first-round accounting comments 

(AC_ISSUES) as an additional control variable and measure the length of SEC review (REVIEW_LENGTH) from the 

first SEC letter date to the last SEC letter date. 
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5.4 Additional Analyses 

To shed more light on the relation between auditor IPO expertise and the characteristics of 

SEC accounting comments, I separate the number of accounting comment topics (AC_ISSUES, 

S_AC_ ISSUES) into the number of topics related to (1) core earnings items (AC_CORE, 

S_AC_CORE), (2) fair value estimates (AC_FV, S_AC_FV), (3) classification issues (AC_CLASS, 

S_AC_CLASS), and (4) non-core earnings items (AC_NONCORE, S_AC_NONCORE).33 The “S_” 

prefix denotes the variable is calculated from subsequent comment letters. Separately examining 

accounting comments in the four areas allows me to assess whether the effect of auditor IPO 

expertise is limited to certain types of accounts and disclosures. I rerun the analyses in Column (1) 

of Tables 4 and 5, respectively, to test the effect of auditor IPO expertise in the four areas. As Table 

7 shows, the coefficient on ln_IPO_EXP is negative and statistically significant (at least at the 0.10 

level) in all columns, except for AC_CORE. The results generally indicate auditor IPO expertise 

helps the IPO firm to preempt and effectively resolve SEC comments in various accounting areas. 

In an untabulated analysis, I examine the IPO pricing implications of a lengthy review 

process. I use ln_REVIEW_LENGTH as the test variable and use an IPO pricing model adapted 

from Loughran and McDonald (2013) and Willenborg et al. (2015). The dependent variables are 

IPO price revisions, upward revisions, and downward revisions.34 I find a significant and negative 

association between the review length and the price revision. In particular, the review length is 

negatively associated with the upward revision and positively associated with the downward 

                                                 
33 I follow Cassell et al. (2013) to classify comment topics into the four areas. Some examples of the core earnings 

items are sales, cost of goods sold, account receivables and operating expenses. Examples of the classification issues 

include segment reporting and classification of income statement issues. Appendix B presents the assignment of AA 

topic codes to each area in details. 
34 Following Loughran and McDonald (2013), a price revision is measured as the percentage change from the initial 

filing price to the final offer price. An upward revision is the absolute value of price revision if the revision is upward 

and zero otherwise. A downward revision is the absolute value of price revision if the revision is downward and zero 

otherwise. 
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revision. These results confirm those of Li and Liu (2017) with respect to the impact of SEC review 

on IPO price formations and appear to support the notion that a longer SEC review process is 

costly to IPO firms. 

5.5 Robustness Tests 

I conduct several tests to increase confidence that my results are robust across different 

subsamples and model specifications. For brevity, the results are untabulated, and the following 

discussion is based on the results of estimating models with ln_IPO_EXP as the test variable. First, 

I rerun Equations (1) and (2) using a Poisson regression when the dependent variable is a count 

data variable (e.g., AC_ISSUES, S_AC_ISSUES, S_ROUNDS) and find that the results hold. 

Second, I cluster the standard errors at the city level (i.e., city market) instead of the office level, 

and find consistent results in all tests. Third, I remove IPOs issued during years 2008 - 2011 to 

avoid the impact of the 2008 financial crisis, and find results consistent with my main findings, 

except for AC_ISSUES (p > 0.10, one-tailed). Forth, 32 percent of the IPO firms in my sample are 

from California. Managers of California firms could be more savvy about the IPO process than 

those of non-California firms. To address the concern that my results are driven by California IPOs, 

I remove them from the sample and find results hold, except for REVISE_FS (p > 0.10, one-tailed). 

Fifth, 36 percent of my sample are IPO firms that potentially have public reporting experience 

prior to the IPO (i.e., PRIOR_FR =1). I remove these IPOs and find slightly more significant results 

in all tests. This suggests that IPO firms with less experience in public reporting benefit more from 

auditor IPO expertise. Lastly, to ensure my results are not driven by IPO firms that choose non-

local auditors, I remove the IPOs that are audited by an office in a different city from the firm’s 

headquarters. The results are again similar, except for REVISE_FS (p > 0.10, one-tailed). 
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Throughout this section, the coefficients on auditor IPO expertise all have the expected sign, even 

when they are not statistically significant. 

5.6 Addressing Potential Endogeneity 

As my analyses focus on IPOs audited by the Big 4, I avoid the self-selection issue that 

associated with the Big 4 versus non-Big 4 auditor choices (see Lawrence et al. 2011). However, 

I acknowledge the inherent endogeneity in my setting since the match between an IPO firm and a 

Big 4 office remains non-random. Unlike the choice between a Big 4 and a non-Big 4 auditor, I 

am not aware of any theory or empirical evidence suggesting that companies systematically choose 

Big 4 offices across cities for reasons beyond the geographic location. As discussed previously, a 

city’s labor quality and proximity to SEC offices are two geography-related factors identified by 

prior research as affecting financial reporting quality of the companies headquartered in that city. 

My regression models explicitly control for the two factors (EDUCATION, SEC_LOCATED). 

Nonetheless, there still could be functional form misspecification of covariates or unobserved 

confounding factors that are influencing my results. I conduct three analyses to address these 

concerns. The main auditor IPO expertise measure (ln_IPO_EXP) is used in the following analyses. 

For brevity, the results are untabulated. 

First, I use the propensity-score matching (PSM) technique to pair IPOs with high auditor 

IPO expertise to IPOs with low auditor IPO expertise, but with similar likelihoods of hiring a high 

IPO expertise auditor. To begin, I create a treatment group (IPO_EXPERT =1) including IPOs in 

the top 30 percent of ln_IPO_EXP by year. These are the IPOs with high auditor IPO expertise. 

The rest of the IPOs are assigned to a control group (IPO_EXPERT =0). The propensity score is 

calculated using a first-stage model predicting IPO_EXPERT. Following the suggestion by 

Shipman et al. (2017), the prediction model includes all control variables in Equation (1), including 
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fixed effects. I then match, without replacement, the “nearest neighbor” IPO with low auditor IPO 

expertise to an IPO with high auditor IPO expertise by propensity score and adopt a caliper width 

of 0.01. The matching procedures successfully balance the covariates of the matched IPOs, as none 

of the control variables are statistically different across the two matched groups (at the 0.10 level). 

I rerun all analyses in Tables 4 through 6 with the matched sample. All results are consistent with 

my main findings.  

Second, although PSM is a widely accepted approach in accounting literature to alleviate 

endogeneity concerns, this approach reduces the sample size, which limits the generalizability of 

the results. The PSM results are also sensitive to design choices (see DeFond et al. 2016; Shipman 

et al. 2017). Following the suggestion by Minutti-Meza (2014),  I use entropy balancing as an 

alternative matching approach to re-examine my findings. This approach reweights the 

observations in the control group (IPO_EXPERT =0) so that the covariate distributions across the 

treatment group (IPO_EXPERT =1) and the reweighted control group are nearly identical 

(Hainmueller 2012). Compared with PSM, entropy balancing has two advantages: first, it can 

achieve covariate balance on both mean and higher-order moments (e.g., variance and skewness); 

second, it does not eliminate observations from my original sample, and thus more information is 

retained. I rerun all the tests with the entropy-balanced sample. The results are consistent with the 

primary analyses in Tables 4 through 6, except for AC_ISSUES (p > 0.10, one-tailed). In summary, 

the results of the PSM and entropy balancing analyses suggest my findings are robust with respect 

to observable characteristics of the auditor, the advisors, and the IPO firm. 

Finally, I evaluate how strong a correlated omitted variable needs to be to overturn my OLS 

results. Following Larcker and Rusticus (2010) and Frank (2000), I calculate the impact threshold 

for a confounding variable (ITCV) for each OLS analysis in Tables 4 through 6. The ITCV scores 



 

 43 

for auditor IPO expertise are larger than the impact scores for all the control variables in all tests, 

with the exception of office size in the test of AC_ISSUES. Moreover, in tests of S_AC_ISSUES, 

S_ROUNDS, and ln_REVIEW_LENGTH, the partial correlations between an omitted variable and 

(i) the dependent variable and (ii) auditor IPO expertise would at least have to be 0.25 to invalidate 

my findings. To put this into perspective, the correlated omitted variable would need to have an 

impact of over three times the impact of the strongest control variable in my model to change the 

results. Given that my model already includes a rich set of controls, such a strong omitted variable 

is unlikely to exist. Therefore, the results of the ITCV analysis provide some confidence that my 

findings are robust to correlated omitted variables. 

6. CONCLUSION 

Anecdotal evidence from practice suggests that auditors provide extensive audit-related 

services beyond the basic audit to firms in the IPO process. These services help an IPO firm comply 

with rigorous disclosure requirements as a public company and handle the review process with the 

SEC. In this paper, I jointly examine whether auditor plays a facilitating role in the SEC review of 

IPO registration statements and whether IPO expertise enhances the auditor’s facilitating ability. I 

document that, when auditor IPO expertise is higher, the initially filed registration statement 

receives a lower extent of accounting comments and the accounting numbers disclosed in the 

statement are less likely to be revised in the review process. I also find the IPO firm resolves the 

first-round accounting comments more effectively when auditor IPO expertise is higher. Finally, I 

show that the IPO firm spends less time in the review process when auditor IPO expertise is higher. 

Overall, these results suggest that auditor IPO expertise benefits firms in achieving financial 

reporting compliance for their public debut. 
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My paper contributes to both the auditing and IPO literature. First, the paper answers the 

call by Donovan et al. (2014) for research on auditors’ unconventional, efficient roles. The results 

suggest that auditors appear as a mediator between the IPO issuers and the compliance hurdles the 

issuers face when going public. In this regard, the paper extends prior studies examining the 

auditors’ role in IPOs (e.g., Beatty 1989; Willenborg 1999): beyond certifying the financial 

statements, auditors also facilitate IPO issuers to meet regulatory requirements. Second, the 

findings demonstrate the importance to consider task-specific expertise when investigating 

auditors’ performance in special engagements. The results are also informative to pre-IPO firms 

when selecting auditors. Even though an IPO engagement is monitored and assisted by the 

auditor’s national office/network to a much greater degree than a non-IPO engagement, the 

evidence indicates that IPO expertise at the local office is still essential for carrying out facilitation 

tasks in an IPO. For entrepreneurs who plan to do an IPO someday, they may want to consider the 

accessibility of high expertise auditors when choosing company locations. 
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Panel A: Sample Construction

Firm-commitment IPOs issued by U.S. domestic firms from  01/01/2002 to 12/31/2015
after excluding IPOs based on standard filters in the IPO literature: 1,246
Less: IPOs audited by non-Big 4 audit firms or non-U.S. audit firms (193)

Sample of IPOs audited by U.S. Big 4 audit firms: 1,053

IPOs issued from  01/01/2002 to 12/31/2014 for creating the measures of auditor IPO expertise: 974

IPOs issued from  01/01/2005 to 12/31/2015 for creating the test sample: 835
Less: IPOs have been withdrawn in the past (65)

IPOs missing accounting data from COMPUSTAT (2)
IPOs without any comment letter or missing the initial comment letter (31)

Test sample: 737

Panel B: IPOs by Industry (Classified by DCF Offices)

DCF Office
Office 1: Healthcare and Insurance 156 21%
Office 2: Consumer Products 38 5%
Office 3: Information Technologies and Services 144 20%
Office 4: Natural Resources 31 4%
Office 5: Transportation and Leisure 64 9%
Office 6: Manufacturing and Construction 71 10%
Office 8: Real Estate and Commodities 10 1%
Office 9: Beverages, Apparel, and Mining 38 5%
Office 10: Electronics and Machinery 90 12%
Office 11: Telecommunications 62 8%
Office 2&3: Consumer Products & Information Technologies and Services 33 4%

Total 737 100%

Panel C: IPOs by Year

IPO Year 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Total
No. of IPOs 78 85 82 12 32 48 49 61 99 115 76 737

No. of
IPOs

TABLE 1

Sample Description

No. of
IPOs

% of
Sample
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Variable N Mean Median Std. Dev. Q1 Q3

IPO_EXP 737 4.517 2.000 5.319 1.000 6.000
ln_IPO_EXP 737 1.295 1.099 0.915 0.693 1.946
IPO_IND_EXP 737 1.563 0.000 2.587 0.000 2.000
ln_IPO_IND_EXP 737 0.612 0.000 0.743 0.000 1.099

AC_ISSUES 737 6.418 6.000 3.601 4.000 8.000
REVISE_FS 737 0.081 0.000 0.274 0.000 0.000
S_AC_ISSUES 737 5.763 4.000 5.428 2.000 8.000
S_ROUNDS 737 2.915 3.000 1.583 2.000 4.000
REVIEW_LENGTH 737 130 90 114 67 138
ln_REVIEW_LENGTH 737 4.632 4.500 0.636 4.205 4.927

OFFICE_SIZE (in $ millions) 737 111.588 78.232 130.330 35.302 138.249
ln_OFFICE_SIZE 737 18.007 18.175 1.109 17.379 18.745
C_IND_LEADER 737 0.414 0.000 0.493 0.000 1.000
ACFEE (in $) 737       1,086,561       900,000       793,800       600,000     1,300,000 
ln_ACFEE 737 13.715 13.710 0.590 13.305 14.078
AUDITOR_CHG 737 0.098 0.000 0.297 0.000 0.000

UW_RANK 737 8.509 9.001 0.930 8.501 9.001
LAW_RANK 737 6.398 7.000 3.055 4.000 9.000
LEGALFEE (in $) 737       1,643,649     1,450,000     1,073,893     1,000,000     1,950,000 
ln_LEGALFEE 737 14.177 14.187 0.502 13.816 14.483
VC 737 0.563 1.000 0.496 0.000 1.000

PROCEEDS (in $ millions) 737 250 107 867 72 209
ln_PROCEEDS 737 4.872 4.673 0.913 4.270 5.343
DSE 737 0.114 0.000 0.318 0.000 0.000
YEARS_FS 737 2.761 3.000 0.451 3.000 3.000
PRIOR_FR 737 0.362 0.000 0.481 0.000 1.000
AGE 737 20 10 24 7 21
ln_AGE 737 2.595 2.398 0.869 2.079 3.091
SEGMENTS 737 3.296 3 2.594 1 4
ln_SEGMENTS 737 1.308 1.386 0.535 0.693 1.609
FOREIGN 737 0.468 0.000 0.499 0.000 1.000
MA 737 0.304 0.000 0.460 0.000 1.000
RESTRUCTURE 737 0.111 0.000 0.315 0.000 0.000
SALE (in $ millions) 737 686 92 2934 21 346
ln_SALE 737 10.321 11.428 4.241 9.939 12.754
SOFT_ASSETS 737 0.469 0.459 0.294 0.195 0.731
LEV 737 0.387 0.223 0.743 0.010 0.547
ROA 737 -0.345 -0.033 1.173 -0.415 0.041
LOSS 737 0.586 1.000 0.493 0.000 1.000
EDUCATION 737 0.363 0.352 0.067 0.301 0.432
SEC_LOCATED 737 0.551 1.000 0.498 0.000 1.000

IND_RET_3MPRE_FILE 737 0.042 0.042 0.071 -0.005 0.085
IPO_RET_3MPRE_FILE 737 0.140 0.134 0.056 0.098 0.178
IND_STD_3MAFT_FILE 737 0.011 0.009 0.005 0.008 0.012

All variables are as defined in Appendix A. Continuous variables are winsorized at the 1st and 99th percentiles.

Market Conditions

Advisor Characteristics

IPO Firm Characteristics

Test Variables:

Dependent Variables:

Auditor Characteristics

TABLE 2

Descriptive Statistics

Control Variables:
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Variable (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15)

(1) ln_IPO_EXP 1.00
(2) ln_IPO_IND_EXP 0.78 1.00
(3) AC_ISSUES -0.19 -0.21 1.00
(4) S_AC_ISSUES -0.20 -0.23 0.57 1.00
(5) S_ROUNDS -0.21 -0.20 0.22 0.57 1.00
(6) REVISE_FS -0.06 -0.10 0.20 0.25 0.17 1.00
(7) ln_REVIEW_LENGTH -0.15 -0.16 0.17 0.44 0.75 0.17 1.00
(8) ln_OFFICE_SIZE 0.51 0.36 -0.11 -0.08 -0.06 0.00 -0.01 1.00
(9) C_IND_LEADER 0.09 0.12 -0.06 -0.03 -0.05 0.05 0.02 0.07 1.00
(10) ln_ACFEE 0.05 0.06 0.08 0.15 0.17 0.04 0.19 0.08 -0.03 1.00
(11) AUDITOR_CHG -0.07 -0.06 0.00 -0.02 -0.05 -0.01 -0.07 -0.06 -0.05 -0.02 1.00
(12) UW_RANK 0.00 0.03 0.05 0.00 0.02 -0.08 0.01 0.02 -0.06 0.18 -0.02 1.00
(13) LAW_RANK 0.28 0.29 -0.06 -0.06 -0.08 -0.02 -0.11 0.06 0.04 0.14 0.00 0.20 1.00
(14) ln_LEGALFEE -0.13 -0.11 0.04 0.08 0.16 0.03 0.18 0.06 -0.02 0.43 -0.05 0.28 0.11 1.00
(15) VC 0.38 0.39 -0.25 -0.16 -0.16 -0.01 -0.11 0.11 0.02 -0.03 -0.01 -0.02 0.22 -0.26 1.00
(16) ln_PROCEEDS -0.23 -0.24 0.15 0.09 0.09 0.02 0.05 0.02 -0.02 0.27 -0.06 0.35 0.01 0.52 -0.47
(17) DSE 0.12 0.13 -0.24 -0.12 -0.15 -0.08 -0.13 0.06 0.06 -0.20 0.01 -0.26 0.04 -0.16 0.25
(18) YEARS_FS -0.17 -0.17 0.32 0.19 0.20 0.08 0.21 -0.10 0.04 0.06 -0.02 0.11 -0.03 0.00 -0.18
(19) PRIOR_FR -0.30 -0.29 0.16 0.11 0.10 -0.02 0.09 -0.09 -0.01 0.06 -0.01 0.13 -0.11 0.30 -0.75
(20) ln_AGE -0.31 -0.29 0.20 0.05 0.06 0.03 0.06 -0.15 -0.02 0.06 0.02 0.08 -0.13 0.22 -0.52
(21) ln_SEGMENTS -0.14 -0.16 0.18 0.10 0.16 0.00 0.18 -0.01 -0.02 0.16 0.01 0.22 0.02 0.25 -0.29
(22) FOREIGN 0.00 -0.01 0.09 0.05 0.08 0.00 0.10 0.04 0.00 0.19 0.00 0.23 0.11 0.21 -0.09
(23) MA -0.15 -0.17 0.20 0.13 0.05 0.05 0.07 -0.05 -0.01 0.11 0.01 0.08 -0.09 0.20 -0.28
(24) RESTRUCTURE -0.15 -0.14 0.14 0.07 0.03 0.01 -0.02 -0.03 0.03 0.04 -0.06 0.09 0.02 0.20 -0.31
(25) ln_SALE -0.29 -0.31 0.34 0.20 0.24 0.09 0.20 -0.12 -0.05 0.22 0.01 0.30 -0.06 0.29 -0.46
(26) SOFT_ASSETS -0.26 -0.28 0.34 0.19 0.16 0.12 0.16 -0.07 -0.05 0.11 0.04 0.06 -0.12 0.16 -0.44
(27) LEV -0.09 -0.13 -0.03 -0.01 0.01 -0.03 0.01 -0.05 0.01 -0.07 -0.03 -0.29 -0.06 -0.03 -0.17
(28) ROA -0.10 -0.08 0.19 0.11 0.14 0.06 0.10 -0.05 -0.08 0.13 0.04 0.32 -0.04 0.15 -0.19
(29) LOSS 0.25 0.28 -0.24 -0.14 -0.12 -0.06 -0.12 0.11 0.06 -0.03 0.00 -0.07 0.16 -0.11 0.41
(30) EDUCATION 0.43 0.41 -0.14 -0.11 -0.08 -0.03 -0.05 0.26 -0.05 0.05 -0.03 0.07 0.25 -0.05 0.41
(31) SEC_LOCATED 0.24 0.11 -0.06 -0.02 -0.05 0.03 -0.04 0.47 -0.05 0.03 -0.01 0.00 0.04 0.03 0.12

(continued on next page)

TABLE 3

Correlation Coefficients among Key Variables
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Variables (16) (17) (18) (19) (20) (21) (22) (23) (24) (25) (26) (27) (28) (29) (30) (31)

(16) ln_PROCEEDS 1.00
(17) DSE -0.27 1.00
(18) YEARS_FS 0.13 -0.23 1.00
(19) PRIOR_FR 0.44 -0.18 0.08 1.00
(20) ln_AGE 0.33 -0.27 0.31 0.43 1.00
(21) ln_SEGMENTS 0.36 -0.36 0.29 0.24 0.33 1.00
(22) FOREIGN 0.26 -0.24 0.21 0.08 0.17 0.50 1.00
(23) MA 0.25 -0.19 0.14 0.24 0.26 0.26 0.20 1.00
(24) RESTRUCTURE 0.30 -0.11 0.11 0.32 0.37 0.26 0.16 0.19 1.00
(25) ln_SALE 0.48 -0.69 0.45 0.38 0.53 0.54 0.34 0.34 0.26 1.00
(26) SOFT_ASSETS 0.24 -0.39 0.30 0.32 0.40 0.37 0.29 0.44 0.23 0.55 1.00
(27) LEV 0.03 0.13 -0.04 0.13 0.14 -0.02 -0.04 0.02 0.08 -0.05 0.11 1.00
(28) ROA 0.25 -0.42 0.22 0.19 0.21 0.22 0.15 0.17 0.09 0.43 0.23 -0.41 1.00
(29) LOSS -0.29 0.30 -0.26 -0.31 -0.38 -0.24 -0.07 -0.21 -0.09 -0.47 -0.37 0.00 -0.31 1.00
(30) EDUCATION -0.17 0.10 -0.08 -0.31 -0.31 -0.03 0.11 -0.10 -0.13 -0.21 -0.20 -0.14 -0.05 0.21 1.00
(31) SEC_LOCATED -0.03 0.03 -0.12 -0.11 -0.12 -0.07 0.02 0.00 -0.01 -0.08 -0.03 -0.02 -0.03 0.06 0.32 1.00

This table reports the pairwise Pearson correlations among key regression variables. Coefficients shown in bold are significant at p < 0.01 (two-tailed test). Bolded variables are test variables and dependent 
variables. All variables are defined in Appendix A.

TABLE 3 (continued)
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Variable Pred. Sign Coeff. p-value Coeff. p-value Coeff. p-value Coeff. p-value

ln_IPO_EXP − -0.379 ** 0.023 -0.383 ** 0.036
ln_IPO_IND_EXP − -0.333 ** 0.026 -0.794 *** 0.003
ln_OFFICE_SIZE − -0.109 0.198 -0.078 0.356 -0.174 * 0.074 -0.079 0.342
C_IND_LEADER − -0.208 0.179 0.308 0.145 -0.191 0.204 0.378 0.100
ln_ACFEE + 0.783 *** 0.001 0.332 0.116 0.783 *** 0.001 0.386 * 0.090
AUDITOR_CHG ? -0.528 0.191 -0.457 0.415 -0.506 0.213 -0.506 0.360
UW_RANK − -0.087 0.234 -0.527 *** 0.001 -0.074 0.266 -0.474 *** 0.002
LAW_RANK − 0.042 0.128 0.016 0.385 0.036 0.170 0.019 0.370
ln_LEGALFEE + 0.649 ** 0.033 0.665 ** 0.022 0.664 ** 0.030 0.650 ** 0.027
VC − -0.118 0.400 0.602 * 0.098 -0.130 0.389 0.630 * 0.086
ln_PROCEEDS − -0.072 0.347 0.093 0.355 -0.062 0.369 0.080 0.379
DSE − -0.585 * 0.080 -0.250 0.418 -0.599 * 0.075 -0.087 0.472
YEARS_FS + 0.444 * 0.063 0.091 0.420 0.458 * 0.060 0.092 0.421
PRIOR_FR − 0.262 0.234 -0.184 0.332 0.269 0.226 -0.181 0.339
ln_AGE − -0.421 ** 0.026 -0.085 0.382 -0.410 ** 0.030 -0.046 0.436
ln_SEGMENTS + 0.014 0.481 -0.570 * 0.076 -0.001 0.500 -0.540 * 0.083
FOREIGN + -0.102 0.361 -0.242 0.276 -0.128 0.330 -0.301 0.232
MA + 0.586 ** 0.017 -0.025 0.473 0.569 ** 0.020 -0.051 0.447
RESTRUCTURE + 0.547 0.116 0.249 0.292 0.556 0.114 0.194 0.331
ln_SALE + 0.061 0.139 0.110 0.213 0.060 0.144 0.110 0.226
SOFT_ASSETS + 1.510 *** 0.009 1.367 ** 0.025 1.543 *** 0.008 1.374 ** 0.022
LEV ? -0.143 0.226 -0.377 0.319 -0.159 0.182 -0.461 0.253
ROA + 0.021 0.407 0.361 0.195 0.023 0.399 0.431 0.143
LOSS + -0.132 0.306 0.117 0.389 -0.125 0.315 0.159 0.348
EDUCATION − -0.785 0.344 0.625 0.419 -1.129 0.273 0.884 0.379
SEC_LOCATED − 0.170 0.269 0.320 0.157 0.143 0.296 0.231 0.242

Year FE Yes Yes Yes Yes
DCF Office FE Yes Yes Yes Yes
Audit Firm FE Yes Yes Yes Yes
Clustering Audit Office Audit Office Audit Office Audit Office
N 737 737 737 737
Adjusted R-squared 0.352 0.350
Pseudo R-squared 0.167 0.178
Area under ROC curve 0.789 0.8037

***, **, * Represent significance at the 0.01, 0.05, and 0.10 levels, respectively. P-values are one- (two-) tailed when a prediction is (is not) made. All variables are 
defined in Appendix A. 

REVISE_FS

TABLE 4
Test of H1: Auditor IPO Expertise and Compliance Quality 

REVISE_FS
(2) (4)(1)

AC_ISSUES
(3)

AC_ISSUES
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Variable Pred. Sign Coeff. p-value Coeff. p-value Coeff. p-value Coeff. p-value

ln_IPO_EXP − -0.904 *** 0.000 -0.289 *** 0.000
ln_IPO_IND_EXP − -1.100 *** 0.000 -0.278 *** 0.001
AC_ISSUES + 0.813 *** 0.000 0.078 *** 0.000 0.815 *** 0.000 0.079 *** 0.000
ln_OFFICE_SIZE − 0.204 0.128 0.099 ** 0.041 0.110 0.252 0.054 0.148
IND_LEADER − 0.009 0.489 -0.141 0.133 0.066 0.420 -0.127 0.150
ln_ACFEE + 1.129 *** 0.001 0.243 ** 0.031 1.154 *** 0.001 0.244 ** 0.030
AUDITOR_CHG ? -0.506 0.351 -0.246 0.164 -0.486 0.368 -0.231 0.189
UW_RANK − -0.312 0.126 -0.099 0.146 -0.275 0.158 -0.089 0.175
LAW_RANK − -0.022 0.368 -0.021 0.135 -0.024 0.356 -0.024 0.109
ln_LEGALFEE + 0.427 0.181 0.361 ** 0.026 0.439 0.174 0.369 ** 0.024
VC − -0.123 0.428 -0.425 ** 0.027 -0.132 0.423 -0.432 ** 0.025
ln_PROCEEDS − -0.455 ** 0.046 -0.202 *** 0.002 -0.451 ** 0.047 -0.196 *** 0.002
DSE − 0.749 0.105 0.244 0.139 0.679 0.124 0.231 0.151
YEARS_FS + 0.024 0.479 0.377 *** 0.008 0.056 0.449 0.387 *** 0.006
PRIOR_FR − 0.430 0.231 -0.064 0.369 0.452 0.217 -0.059 0.378
ln_AGE − -0.818 *** 0.005 -0.272 *** 0.002 -0.790 *** 0.007 -0.264 *** 0.003
ln_SEGMENTS + -0.124 0.404 -0.026 0.429 -0.168 0.372 -0.038 0.399
FOREIGN + -0.097 0.387 -0.079 0.271 -0.143 0.335 -0.098 0.228
MA + 0.191 0.327 -0.232 ** 0.019 0.152 0.361 -0.246 ** 0.013
RESTRUCTURE + 0.260 0.330 -0.165 0.222 0.272 0.325 -0.160 0.231
ln_SALE + 0.078 0.152 0.080 *** 0.001 0.074 0.159 0.079 *** 0.001
SOFT_ASSETS + -0.789 0.165 -0.140 0.297 -0.763 0.175 -0.121 0.325
LEV ? 0.128 0.454 0.144 ** 0.041 0.081 0.647 0.131 * 0.075
ROA + 0.083 0.251 0.120 *** 0.000 0.097 0.222 0.122 *** 0.000
LOSS + 0.156 0.329 0.130 0.144 0.176 0.310 0.135 0.135
EDUCATION − -0.340 0.457 0.729 0.217 -0.470 0.440 0.525 0.286
SEC_LOCATED − 0.167 0.332 -0.064 0.327 0.043 0.456 -0.089 0.265

Year FE Yes Yes Yes Yes
DCF Office FE Yes Yes Yes Yes
Audit Firm FE Yes Yes Yes Yes
Clustering Audit Office Audit Office Audit Office Audit Office
N 737 737 737 737
Adjusted R-squared 0.359 0.199 0.361 0.196

***, **, * Represent significance at the 0.01, 0.05, and 0.10 levels, respectively. P-values are one- (two-) tailed when a prediction is (is not) made. All variables are 
defined in Appendix A. 

(1)
S_AC_ISSUES S_ROUNDS

(2)

TABLE 5
Test of H2: Auditor IPO Expertise and Effectiveness of Firm Responses

(3) (4)
S_AC_ISSUES S_ROUNDS
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Variable Pred. Sign Coeff. p-value Coeff. p-value

ln_IPO_EXP − -0.097 *** 0.001
ln_IPO_IND_EXP − -0.121 *** 0.000
ln_OFFICE_SIZE − 0.053 ** 0.016 0.043 ** 0.033
C_IND_LEADER − 0.042 0.184 0.048 0.145
ln_ACFEE + 0.110 *** 0.005 0.112 *** 0.004
AUDITOR_CHG ? -0.124 * 0.064 -0.122 * 0.068
UW_RANK − -0.040 * 0.099 -0.036 0.127
LAW_RANK − -0.019 ** 0.019 -0.019 ** 0.019
ln_LEGALFEE + 0.201 *** 0.001 0.202 *** 0.001
VC − -0.014 0.430 -0.014 0.426
ln_PROCEEDS − -0.120 *** 0.000 -0.120 *** 0.000
DSE − 0.134 * 0.097 0.125 0.107
YEARS_FS + 0.225 *** 0.000 0.228 *** 0.000
PRIOR_FR − 0.068 0.175 0.071 0.166
ln_AGE − -0.093 *** 0.003 -0.090 *** 0.004
ln_SEGMENTS + 0.066 0.150 0.061 0.174
FOREIGN + 0.008 0.433 0.004 0.469
MA + -0.052 0.144 -0.056 0.125
RESTRUCTURE + -0.127 ** 0.032 -0.126 ** 0.035
ln_SALE + 0.029 *** 0.008 0.028 *** 0.009
SOFT_ASSETS + 0.051 0.308 0.056 0.292
LEV ? 0.049 ** 0.049 0.044 * 0.090
ROA + 0.040 *** 0.006 0.041 *** 0.004
LOSS + -0.018 0.358 -0.016 0.377
EDUCATION − 0.156 0.351 0.144 0.361
SEC_LOCATED − -0.056 0.122 -0.071 * 0.073
IND_RET_3MPRE_FILE − -0.751 ** 0.022 -0.804 ** 0.015
IPO_RET_3MPRE_FILE − -1.846 *** 0.006 -1.751 *** 0.009
IND_STD_3MAFT_FILE + 16.447 *** 0.006 17.098 *** 0.004

Year FE Yes Yes
DCF Office FE Yes Yes
Audit Firm FE Yes Yes
Clustering Audit Office Audit Office
N 737 737
Adjusted R-squared 0.218 0.220

***, **, * Represent significance at the 0.01, 0.05, and 0.10 levels, respectively. P-values are one- (two-) 
tailed when a prediction is (is not) made. All variables are defined in Appendix A. 

ln_REVIEW_LENGTH ln_REVIEW_LENGTH

Test of H3: Auditor IPO Expertise and Length of SEC Review
TABLE 6

(1) (2)
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Variable Pred. Sign Coeff. p-value Coeff. p-value Coeff. p-value Coeff. p-value

ln_IPO_EXP − -0.034 0.326 -0.038 * 0.062 -0.089 ** 0.019 -0.224 ** 0.037

Controls Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
DCF Office FE Yes Yes Yes Yes
Audit Firm FE Yes Yes Yes Yes
Clustering Audit Office Audit Office Audit Office Audit Office
N 737 737 737 737
Adjusted R-squared 0.238 0.151 0.255 0.287

Variable Pred. Sign Coeff. p-value Coeff. p-value Coeff. p-value Coeff. p-value

ln_IPO_EXP − -0.103 * 0.053 -0.275 *** 0.000 -0.095 ** 0.049 -0.499 *** 0.001
AC_CORE + 0.430 *** 0.000
AC_FV + 0.665 *** 0.000
AC_CLASS + 0.437 *** 0.000
AC_NONCORE + 0.800 *** 0.000
AC_ISSUES +

Controls Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
DCF Office FE Yes Yes Yes Yes
Audit Firm FE Yes Yes Yes Yes
Clustering Audit Office Audit Office Audit Office Audit Office
N 737 737 737 737
Adjusted R-squared 0.201 0.157 0.252 0.322

S_AC_CORE S_AC_FV S_AC_CLASS

AC_CORE AC_FV AC_CLASS

Panel B: Accounting Comments in the Subsequent SEC Comment Letter

TABLE 7
Auditor IPO Expertise and Characteristics of Accounting Comments

Panel A: Accounting Comments in the First SEC Comment Letter

(1) (2) (3) (4)
AC_NONCORE

***, **, * Represent significance at the 0.01, 0.05, and 0.10 levels, respectively. P-values are one- (two-) tailed when a prediction is (is not) made. All variables 
are defined in Appendix A. 

(1) (2) (3) (4)
S_AC_NONCORE
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Variable Definition Data Source

ln_IPO_EXP = The natural logarithm of one plus the total number of IPO engagements conducted by the 
audit office in three years prior to the focal IPO.

SDC,
Audit Analytics

ln_IPO_IND_EXP = The natural logarithm of one plus the number of IPO engagements conducted by the audit 
office in three years prior to the focal IPO and the prior IPO clients are from the same 
industry as the focal IPO client. Industries are classified by one-digit SIC codes.

SDC,
Audit Analytics

AC_ISSUES = The number of accounting comment topics in the first SEC comment letter. The topics are 
identified by the issue codes assigned by Audit Analytics (see Appendix B for the 
assignment of comment topic codes).

Audit Analytics

REVISE_FS = An indicator variable that equals one if the IPO firm revises the face of the financial 
statements via filing amendments to the registration statement (Form S-1/A), and zero 
otherwise.

Audit Analytics

S_AC_ISSUES = The total number of accounting comment topics in the subsequent SEC comment letters. Audit Analytics
S_ROUNDS = The number of the subsequent SEC comment letters (Form UPLOAD) that examines the 

IPO registration.
Audit Analytics

ln_REVIEW_LENGTH = The natural logarithm of the number of days from the filing date of the initial registration 
statement to the date of the last SEC comment letter.

EDGAR

ln_OFFICE_SIZE = The natural logarithm of the total dollar amount of audit fees from public clients of the 
audit office in the year prior to the focal IPO.

Audit Analytics

C_IND_LEADER = An indicator variable that equals one if the audit office is the industry specialist auditor in 
the city market, and zero otherwise. An audit office is defined as a specialist auditor for 
the industry where it earns the largest market share, measured as audit fees from public 
clients over total audit fees in that industry within the city market. Industries are classified 
by two-digit SIC codes. This measure is calculated in the year prior to the focal IPO. If the 
city-industry-year combination has only one client or only one audit office, this indicator 
is set to zero.

Audit Analytics

ln_ACFEE = The natural logarithm of IPO accounting fees (in dollars). SDC,
Audit Analytics,
Hand-collect

AUDITOR_CHG = An indicator variable that equals one if the IPO prospectus disclose the firm has changed 
its auditor, and zero otherwise. The IPO firm is required to make the disclosure if the 
auditor is changed during the two recent fiscal years.

Hand-collect

UW_RANK = Underwriter ranking (from 0 to 9.001) is based on Loughran-Ritter's (2004) updates of 
Carter-Manaster (1990) tombstone measures. An investment bank of 9.001 has the highest 
reputation. If there are multiple lead underwriters associated with an IPO, the ranking of 
the first lead underwriter is used.

Jay Ritter's 
website

LAW_RANK = Law firm ranking measured as the decile rank based on the number of IPOs, from 2002 to 
2015, for which the law firm served as the legal counsel, where 10 represents the most 
reputable law firms. If there are multiple law firms associated with an IPO, the maximum 
ranking is used.

SDC

ln_LEGALFEE = The natural logarithm of IPO legal fees (in dollars). SDC,
Audit Analytics,
Hand-collect

VC = An indicator variable that equals one if the firm has venture capital backing, and zero 
otherwise.

SDC

(continued on next page)

Advisor Characteristics

APPENDIX A 

Variable Definitions

Test Variables:

Dependent Variables:

Control Variables:
Auditor Characteristics
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Variable Definition Data Source

ln_PROCEEDS = The natural logarithm of IPO proceeds (in millions) as disclosed in the final IPO 
prospectus.

SDC

DSE = An indicator variable that equals one if the firm is labeled as a development stage entity 
for financial reporting purposes, and zero otherwise.

Hand-collect

YEARS_FS = The number of years (i.e., one, two or three years) of audited financial statements 
disclosed in the registration statement.

Hand-collect

PRIOR_FR = An indicator variable that equals one if the firm potentially has public reporting 
experience prior to the IPO,  and zero otherwise. An IPO firm potentially has public 
reporting experience if the firm is a spin-off, a reverse-leveraged buyout, or a private 
company that has filed financial statements with the SEC before the IPO registration.

SDC, EDGAR

ln_AGE = The natural logarithm of one plus the age of the firm at the time of the IPO, calculated as 
the number of years since the firm's founding year.

Jay Ritter's 
website

ln_SEGMENTS = The natural logarithm of one plus the number of segments in the last fiscal year prior to 
the IPO.

COMPUSTAT

FOREIGN = An indicator variable that equals one if the firm has foreign operations (non-zero foreign 
pretax income [PIFO], foreign income taxes [TXFO], or foreign exchange income (Loss) 
[FCA] in the last fiscal year prior to the IPO); and zero otherwise.

COMPUSTAT

MA = An indicator variable that equals one if the firm is involved in a merger or acquisition (non-
zero pre-tax earnings impact of acquisitions or mergers [AQP] in the last fiscal year prior 
to the IPO); and zero otherwise.

COMPUSTAT

RESTRUCTURE = An indicator variable that equals one if the firm is involved in a restructuring (non-zero 
pre-tax restructuring costs [RCP] in the last fiscal year prior to the IPO); and zero 
otherwise.

COMPUSTAT

ln_SALE = The natural logarithm of one plus the sales amount (SALE, in thousands) in the last fiscal 
year prior to the IPO.

COMPUSTAT

SOFT_ASSETS = The fraction of assets that are neither cash nor property, plant, and equipment ([AT-
PPENT-CHE]/AT) at the last fiscal year end prior to the IPO.

COMPUSTAT

LEV = Total debt (DLTT+DLC) divided by total assets (AT) at the last fiscal year end prior to the 
IPO.

COMPUSTAT

ROA = Net income (IB) divided by total assets (AT) at the last fiscal year end prior to the IPO. COMPUSTAT
LOSS = An indicator variable that equals one if earnings before the extraordinary items (IB) is 

negative in the last fiscal year prior to the IPO, and zero otherwise.
COMPUSTAT

EDUCATION = The percentage of people with a Bachelor’s Degree or higher in the city where the IPO 
firm headquartered.

Beck, Francis, and 
Gunn (2017)

SEC_LOCATED = An indicator variable that equals one if the SEC national or regional office is located in 
the city where the IPO firm headquartered, and zero otherwise.

SDC,
SEC’s website

IND_RET_3MPRE_FILE = Cumulative value-weighted industry daily returns over three months prior to the firm's IPO
filing date. Industries are classified by Fama-French (1997) 48-industry groupings.

Kenneth French’s 
website

IPO_RET_3MPRE_FILE = Average initial returns of IPOs issued in three months prior to the firm's IPO filing date. Jay Ritter's 
website

IND_STD_3MAFT_FILE = Standard deviation of value-weighted industry daily returns over three months after the 
firm's IPO filing date. Industries are classified by Fama-French (1997) 48-industry 
groupings.

Kenneth French’s 
website

IPO Firm Characteristics

APPENDIX A (continued)

Market Conditions

Jay Ritter's website is available at: https://site.warrington.ufl.edu/ritter/ipo-data/
SEC’s website is available at: https://www.sec.gov/contact-information/sec-directory
Kenneth French’s website is available at: http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html
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AA Comment
Group

AA Topic
 Code AA Topic Description

Assigned
Classification

Accounting 176 Accounts receivable and cash reporting  issues AC_CORE
Accounting 190 Depreciation, depletion, or amortization reporting issues AC_CORE
Accounting 192 Expense (payroll, selling, general, and administrative, and  other) AC_CORE
Accounting 202 Inventory, vendor, and/or cost of sales  issues AC_CORE
Accounting 204 Lease, leasehold improvements (SFAS 13 and SFAS  98) AC_CORE
Accounting 205 Liabilities, payables, and accrual estimate issues AC_CORE
Accounting 212 Revenue recognition (including deferred revenue)  issues AC_CORE
Accounting 816 Percentage of completion AC_CORE
Accounting 1016 Research and development issues AC_CORE
Accounting 177 Acquisitions, mergers, and business combinations AC_NONCORE
Accounting 178 Asset sales, disposals, divestitures, reorganization issues AC_NONCORE
Accounting 180 Capitalization of expenditures issues AC_NONCORE
Accounting 182 Comprehensive income (equity section) issues AC_NONCORE
Accounting 183 Consolidation (FIN 46, variable interest, structured  investment 

vehicles, special purpose entities, and off-balance sheet 
arrangements)

AC_NONCORE

Accounting 184 Consolidation, foreign currency/inflation issues AC_NONCORE
Accounting 186 Debt, quasi-debt, warrants, and equity (beneficial  conversion 

feature) security issues
AC_NONCORE

Accounting 187 Deferred, stock-based, and/or executive compensation  issues AC_NONCORE
Accounting 188 Deferred, stock-based options backdating only AC_NONCORE
Accounting 189 Deferred, stock-based compensation SFAS 123  only 

(subcategory)
AC_NONCORE

Accounting 194 Financial derivatives/hedging (SFAS 133) accounting  issues AC_NONCORE
Accounting 195 Foreign (affiliate or subsidiary) issues AC_NONCORE
Accounting 196 Subsidiary issues, U.S. or foreign  (subcategory) AC_NONCORE
Accounting 200 Investment in subsidiary/affiliate issues AC_NONCORE
Accounting 201 Intercompany accounting issues AC_NONCORE
Accounting 203 Contingencies and commitments, legal (SFAS 5)  accounting 

issues
AC_NONCORE

Accounting 206 Pension and related employee plan  issues AC_NONCORE
Accounting 207 Property, plant, and equipment fixed asset  (value/diminution) AC_NONCORE
Accounting 208 Intangible assets and goodwill AC_NONCORE
Accounting 214 Tax expense/benefit/deferral/other (SFAS 109) issues AC_NONCORE
Accounting 254 Asset retirement obligation (SFAS 143) issues AC_NONCORE
Accounting 283 Loans receivable, valuation, and allowances  issues AC_NONCORE
Accounting 284 Loss reserves (loss adjustment expense, reinsurance) disclosure 

issues
AC_NONCORE

Accounting 897 Tax rate disclosure issues AC_NONCORE
Accounting 1011 Non-monetary exchange (APB 29, EITF 01-2)  issues AC_NONCORE

(continued on next page)

APPENDIX B

List of Comment Topic Codes
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AA Comment
Group

AA Topic
 Code AA Topic Description

Assigned
Classification

Accounting 1012 Gain or loss recognition issues AC_NONCORE
Accounting 1027 Dividend and/or distribution issues AC_NONCORE
Accounting 179 Balance sheet classification of assets issues AC_CLASS
Accounting 181 Cash flow statement (SFAS 95) classification errors AC_CLASS
Accounting 185 Debt and/or equity classification issues AC_CLASS
Accounting 191 Earnings per share ratio and classification of income  statement 

issues
AC_CLASS

Accounting 278 Financial statement segment reporting (SFAS 131 subcategory) 
issues

AC_CLASS

Accounting 931 Investments (SFAS 115) and cash and  cash equivalents 
classification issues

AC_CLASS

Accounting 934 Changes in accounting principles and  interpretation issues AC_CLASS
Accounting 935 Fair value measurement, estimates, use  (including vendor- 

specific objective evidence)
AC_FV

Accounting 3408 Changes in accounting estimates issues AC_FV

APPENDIX B (continued)

This table provides a list of comment letter topics coded by Audit Analytics (AA). 45 topics are belonging to the 
Accounting comment group. For additional analyses, I assign the accounting comment topics into four areas: core earnings 
items (AC_CORE ), fair value estimates (AC_FV ), classification issues (AC_CLASS ), and non-core earnings items 
(AC_NONCORE ), following Cassell et al. (2013). This table is slightly revised and updated from the table presented in 
Appendix B of Cassell et al. (2013).
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City Market (by CBSAs) PwC EY Deloitte KPMG Total
San Jose-Sunnyvale-Santa Clara, CA 70 37 30 20 157
Boston-Cambridge-Newton, MA-NH 27 46 23 6 102
New York-Newark-Jersey City, NY-NJ-PA 18 33 21 13 85
San Francisco-Oakland-Hayward, CA 6 42 9 10 67
Los Angeles-Long Beach-Anaheim, CA 15 16 15 7 53
San Diego-Carlsbad, CA 7 38 2 1 48
Washington-Arlington-Alexandria, DC-VA-MD-WV 10 17 6 7 40
Philadelphia-Camden-Wilmington, PA-NJ-DE-MD 8 13 3 15 39
Chicago-Naperville-Elgin, IL-IN-WI 4 20 9 5 38
Dallas-Fort Worth-Arlington, TX 4 12 10 9 35
Houston-The Woodlands-Sugar Land, TX 11 11 5 6 33
Denver-Aurora-Lakewood, CO 4 8 7 9 28
Others (all combined) 70 139 65 54 328
Total 254 432 205 162 1,053

APPENDIX C

Number of IPO engagements by Audit Offices

This table reports the number of IPO engagements in the period from 01/01/2002 to 12/31/2015 by each audit office of Big 4 
audit firms. City markets that have 20 or fewer IPO engagements are combined.
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