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The SEC’s Use of Voluntary Disclosure for the Oversight of Mandatory 
Disclosure  

 

Abstract 

One key challenge of regulatory oversight is information asymmetry between the regulator and the 
regulated. In this paper, we utilize a unique setting whereby the SEC makes use of firms’ voluntary 
disclosures to help narrow the information gap while monitoring firms’ mandatory disclosures to 
shed light on the inner workings of regulatory oversight. We first document that in around 5% of 
annual report comment letter conversations over the sample period 2004-2019, reviewers make 
reference to content in conference calls to request improvements in annual report disclosures. We 
then develop a conceptual framework of key tradeoffs faced by the regulator to guide our empirical 
investigation of the determinants and consequences of such regulatory behavior. Consistent with 
our framework, we find that reviewers are more likely to check out voluntary disclosures when a 
firm’s annual report disclosures suggest higher uncertainty or gloomy prospects, when a firm’s 
review process triggers concerns about potential disclosure issues, when a firm has high media 
coverage or more corporate events, when a firm has an eventful earnings season, or when reviewers 
themselves are not busy. Finally, we show that such regulatory behavior leads to some unintended 
consequences of firms reducing both the quantity and quality of their future voluntary disclosures. 
We conclude that our findings highlight a potential cost of referencing voluntary disclosures during 
regulatory oversight. 

Keywords: SEC, information asymmetry, voluntary disclosure, mandatory disclosure, comment 
letters, earnings conference calls, computational linguistic methods 

JEL Classifications: G38; M41; M48 
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I. Introduction 

To fulfill its core mission of investor protection, the Securities and Exchange Commission (SEC) 

in the U.S. requires mandatory disclosures from registrant firms (e.g., annual reports and 

quarterly reports). In addition, the SEC’s Division of Corporate Finance (DCF) conducts periodic 

reviews of these mandatory filings. According to the DCF, its reviewers will focus on disclosures 

“that appear to conflict with Commission rules or applicable accounting standards and on 

disclosure that appears to be materially deficient in explanation or clarity.”1 When conducting 

those reviews, the DCF reviewers suffer from a classic asymmetric information problem – they 

do not have access to the same information as corporate managers. This information gap is 

exacerbated when a review entails determining the accuracy and completeness of mandatory 

disclosures that are based on managers’ own perspectives, such as the management’s discussion 

and analysis (MD&A) section in annual reports). Our paper examines the SEC reviewers’ use of 

disclosure channels beyond mandatory filings to help reduce their information gap with 

managers. Specifically, we focus on earnings conference calls,  a key form of voluntary 

disclosures, whereby corporate managers discuss business operations, justify earnings 

performance, and answer questions from call participants.2  

Our paper fills a gap in the literature by examining the determinants and consequences of 

the SEC using information from firms’ voluntary disclosures (i.e., earnings conference calls) to 

monitor their mandatory disclosures (i.e., annual reports). We ask the following research 

 
1 https://www.sec.gov/divisions/corpfin/cffilingreview. 
2 Among various voluntary disclosures, conference calls have three key features that make them the ideal candidate 
for the reviewers to check for more information. First, conference calls are one of the most widely used voluntary 
disclosure channels that occur regularly with or right after earnings announcements. Information delivered during 
conference calls has high relevance to financial reporting. Second, information delivered during conference calls has 
high credibility in the presence of various sophisticated capital market participants. Third, the interactive component 
of conference calls may lead managers to offer more information than initially planned. 
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questions: 1) Does the SEC use earnings conference calls to monitor annual reports? 2) Under 

what circumstances is the SEC more likely or less likely to use earnings conference calls to 

monitor annual reports? and 3) Do comment letters in which the reviewers make reference to 

earnings conference calls deter firms’ future voluntary disclosures? 

To guide our empirical investigation, we first develop a conceptual framework of key 

tradeoffs faced by the regulator when using information outside of mandatory disclosures to 

monitor mandatory disclosures. On the benefit side, assessing annual report accuracy and 

completeness is an expansive task and calls for extraordinary effort. Voluntary disclosures can 

help reduce information asymmetry between the regulator and the regulated. Moreover, 

compared to other forms of voluntary disclosures (e.g., press releases), earnings conference calls 

have high informational value that is relevant to the monitoring of annual reports. On the cost 

side, the reviewers face no competitive threats, and their economic incentives are not linked to 

job performance. Thus, these reviewers might not care or burden themselves by checking out 

voluntary disclosures in order to better monitor mandatory disclosures. Moreover, the use of 

voluntary disclosures in regulatory oversight blurs the boundary between mandatory and 

voluntary disclosures, which might have unintended consequences of increasing firms’ estimates 

of voluntary disclosure costs. Ultimately, it is an empirical question whether and how the 

regulator will use voluntary disclosures to monitor mandatory disclosures.  

To answer the first research question, we hand collect over 700 annual report comment 

letters in which the reviewers make reference to earnings conference calls over the period 2004-

2019. Our descriptive statistics show that the regulator has been making reference to conference 

calls in comment letters during our entire sample period. In 2004, around 0.4% of firms that 

receive comment letters have questions from the regulator relating to conference calls. This 
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percentage starts to increase around 2007-2008 and reaches its peak of about 10% in 2014. 

Moreover, close to 90% of those letters make reference to calls in the first round of the review 

process, and more than 80% of those letters make reference to the management presentation 

section of calls. In terms of the topics raised by the reviewers making reference to calls, we show 

that over 60% of those questions are under the heading of MD&A, and about 20% are under the 

heading of financial statements and supplementary data. These two topics are by far the most 

frequently appeared topics in the reviewers’ questions with reference to conference calls, 

indicating that they worry the most about their information deficiency while reviewing these two 

sections of annual reports. In terms of industry distribution of firms receiving comment letters 

with reference to calls, we show that there are no dominant industries with disproportionate 

shares of those letters. Overall, the descriptive statistics confirm that conference calls are used as 

a source of information when the reviewers monitor firms’ annual reports.  

Next, we investigate what factors prompt the reviewers to reference voluntary disclosures 

in their oversight of mandatory disclosures conditional on comment letter issuance.  Grounded in 

an economic framework, we posit that the DCF reviewers will resort to conference calls to 

monitor annual report disclosures when the costs of doing so are low and/or the expected 

benefits are high. We propose a number of internal and external factors that are part of the 

reviewers’ assessment of the costs of expanding the monitoring activity beyond mandated 

filings, against the benefits of reducing the information gap with managers to achieve effective 

oversight. From an ex-ante perspective, the reviewers’ concern about the accuracy and 

completeness of annual reports will likely be more serious when a firm’s annual report 

disclosures signal uncertain or negative prospects. From an ex-post perspective, the reviewers are 

more likely to utilize voluntary disclosures when a review process gives them the impression that 
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a firm might have some serious disclosure deficiencies. In terms of the external factors, a key 

objective of the SEC is to ensure a level playing field for all investors, which can be achieved 

through accurate and complete mandated filings that are available to all. When a firm attracts 

more media attention, has more corporate events, and experiences greater abnormal returns or 

trading volumes during its earnings season, the reviewers might feel a greater need to check out 

voluntary disclosures to ensure mandatory disclosures are accurate and complete to protect 

investors. Finally, it is well known that the SEC faces resource constraints. We expect that when 

the reviewers are busy such as during a busy filing season, they are less likely to check out 

voluntary disclosures when monitoring mandatory disclosures.   

Consistent with our economic framework, in terms of the internal factors, we find that 

conditional on a comment letter is issued, more uncertain words and negative tone in annual 

reports are positively associated with the likelihood of the reviewers referencing conference calls 

in a comment letter. We further find that the reviewers’ initial perception of firms’ disclosure 

quality, as captured by the length of and the number of topics in the first letter, is positively 

associated with the likelihood of the reviewers referencing calls in a comment letter. In addition, 

the reviewers’ perception of their interaction with a targeted firm, as captured by the number of 

rounds in a review process, the number of days to complete a review process, as well as the fact 

that the firm asks for an extension to respond to the first letter, are all positively associated with 

the likelihood of the reviewers referencing calls in their subsequent letters. 

In terms of the external factors, we find that the number of news articles and the number 

of firms’ 8-K filings are positively associated with the likelihood of the reviewers referencing 

conference calls in a comment letter. We further find that abnormal returns and trading volumes 

around earnings announcements are positively associated with the likelihood of the reviewers 
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referencing conference calls in a comment letter. These results indicate that the reviewers are 

more likely to check out conference calls when a firm is going through an eventful earnings 

season, which makes it more important to ensure accurate and complete disclosure in mandated 

reports. Finally, using two proxies to capture the busyness of the reviewers – when a firm has a 

December fiscal year-end, or its review takes place when the Assistant Director Office that it 

belongs to has the highest workload, we find that there is a negative association between busy 

reviewers and the likelihood of these reviewers referencing calls in a comment letter.  

The consequences of such regulatory behavior can be multifaceted. On the one hand, the 

regulator resorts to voluntary disclosures to enhance mandatory disclosures in order to protect 

investors. On the other hand, such regulatory overreach blurs the boundary between voluntary 

and mandatory disclosures, which may trigger firms to update the odds that they will be making 

an implicit commitment to provide similar (voluntary) disclosures in the future. We thus expect a 

deterrent effect on firms’ future voluntary disclosures after they receive comment letters with 

questions about conference calls. Using an event sample of firms receiving comment letters that 

refer to conference calls and a control sample of firms only receiving comment letters and 

matched by industry, comment letter severity, and firm size, in a difference-in-differences 

specification, we find that post comment letter receipts, treatment firms significantly reduce the 

quantity and quality of their voluntary disclosures as measured by the number of numbers, 

specificity, and the share of numbers over the sum of words and numbers in the management 

presentation section of calls.  

We conclude that there are some unintended consequences from the regulator’s effort to 

narrow the information gap between itself and the regulated during enforcement, resulting in less 

informative voluntary disclosures from the latter.  
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Our paper contributes to the existing body of research in a number of ways. To preserve 

the integrity and effectiveness of the enforcement process, the DCF does not disclose the criteria 

it uses to identify target companies and filings neither does it explain the review process.3 

Existing studies have examined various determinants of the SEC’s monitoring and enforcement 

activities (e.g., Kedia and Rajgopal 2011; Cassell, Dreher, and Myers 2013; Iselin, Johnson, Ott, 

and Raleigh 2022). Our study makes an important contribution to our understanding of the 

review process by examining a unique setting in which we can observe the regulator exerts effort 

to learn about what information is known to management so that they can better monitor firms’ 

mandatory disclosures. Our findings indicate that the reviewers are more likely to use conference 

calls when the economic benefits of doing so exceed the costs as captured by the vague or 

negative tone in mandatory disclosures, reviewers’ perception of firms’ disclosures and firms’ 

responses during the review process, high media coverage, more corporate events, eventful 

earnings season, or when they are not busy.  

In terms of the consequences of comment letters, existing literature generally finds that 

targeted firms and their industry peers modify their mandated disclosures upon the former 

receiving comment letters from the SEC. In general, comment letters have positive effects on 

firms’ disclosures and information environment (e.g., Bens, Cheng, and Neamtiu 2016; Bozanic, 

Dietrich, and Johnson 2017; Johnston and Petacchi 2017). However, a couple of studies also find 

that comment letters might have unintended consequences. For instance, Cunningham, Johnson, 

Johnson, and Lisic (2020) find that firms reduce their use of accrual earnings management but 

increase real-activity earnings management upon receiving comment letters, while total earnings 

management has no significant change. Gomez, Heflin, and Wang (2022) find that firms’ 

 
3 We have reached out to DCF reviewers who made use of conference calls in their comments for three different 
companies. Unfortunately, we were told that they cannot disclose anything related to the review process.  
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information environments worsen after the DCF reviewers require firms to exclude full non-

GAAP income statements. Our findings suggest another unintended consequence – the 

reviewers’ use of voluntary disclosures in comment letters can have a deterrent effect on these 

firms’ voluntary disclosures going forward.  

Lastly, our study provides findings that can be informative to the SEC. The SEC is 

keenly aware of firms’ disclosure costs. In fact, the concern over the downside of disclosure 

costs has led to the 2012 Jumpstart Our Business Startups (JOBS) Act, and an ongoing review of 

the disclosure requirements in Regulation S-K. As we discussed before, our study highlights that 

using voluntary disclosures in regulatory oversight can increase firms’ assessment of costs 

relating to voluntary disclosures. As a result, firms reduce voluntary disclosures. On the one 

hand, one key challenge of regulatory oversight is information asymmetry between the regulator 

and the regulated. Utilizing voluntary disclosures might improve mandatory disclosures. On the 

other hand, our findings in this paper capture a potential cost of using voluntary disclosures in 

regulatory oversight – firms reduce their voluntary disclosures going forward. Taken together, 

regulators might want to consider the above tradeoff when exercising discretion to utilize 

voluntary disclosures while overseeing mandatory filings. 

 

II. Literature Review and Hypothesis Development  

II.1. Institutional Background and Literature Review 

To fulfill its core mission of investor protection, the SEC requires mandatory disclosures 

from publicly listed firms, and its DCF conducts periodic reviews of those mandatory filings 

(e.g., annual reports and quarterly reports). The Sarbanes-Oxley Act of 2002 (SOX) requires a 
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firm to be reviewed at least once every three years.4 During a review, if questions arise, the DCF 

reviewers will send a comment letter to the firm. The firm generally responds to each question in 

a letter. The same reviewers will check the firm’s responses and ask additional questions should 

any arise. This exchange continues until all comments from the reviewers are addressed.    

In 2004, the SEC announced that it will publicly release comment letter correspondences 

between the DCF and registrant firms for annual reports filed after August 1, 2004. Since then, a 

large number of studies have examined the determinants and consequences of firms in receipt of 

comment letters (see Cunningham and Leidner (2022) for a review). In terms of the determinants 

of comment letter issuance, Cassell, Dreher, and Myers (2013) find that, in addition to the factors 

specified in the SOX that the reviewers should consider in selecting firms to review, low 

profitability, high operational complexity, weak governance, and hiring a less reputable auditor,  

are also associated with a higher likelihood of firms’ receiving comment letters. Heese, Khan, 

and Ramanna (2017) find that politically connected firms are more likely to receive comment 

letters and more substantive letters. Recent studies further show that, reviewer style, accounting 

knowledge, team size, time constraints, and prior experience are significantly associated with the 

likelihood of comment letter issuance and comment letter characteristics (e.g., Ege, Glenn, and 

Robinson 2020; Gunny and Hermis 2020; Kubic 2021; Baugh, Kim, and Lee 2022; Do and 

Zhang 2022; Kubic and Toynbee 2022).  

In terms of the consequences of comment letter issuance, Bens, Cheng, and Neamtiu 

(2016) show that the issuance of fair value comment letters to registrant firms is followed by 

significant reductions in uncertainty about these firms’ fair value estimates. Dechow, Lawrence, 

and Ryans (2016) find that comment letters can influence executives’ insider trading. Bozanic, 

 
4 In addition to this regular review of firms’ periodic filings, the DCF also selectively reviews firms’ transactional 
filings (e.g., filings relating to initial public offerings (IPOs) or mergers and acquisitions (M&As)). 
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Dietrich, and Johnson (2017) and Johnston and Petacchi (2017) show that the review process 

generally enhances firms’ disclosures and improves informational transparency for investors.5 

Kubick, Lynch, Mayberry, and Omer (2016) and Brown, Tian, and Tucker (2018) further show 

that changes to future disclosures or tax avoidance behavior are not limited to firms receiving 

comment letters but also to industry peers. Duro, Heese, and Ormazabal (2019) and Duan, Li, 

Rogo, and Zhang (2022) find that the issuance of comment letter can also have capital market 

effects.  

Two recent papers document some unintended consequences of the review process. 

Cunningham, Johnson, Johnson, and Lisic (2020) find that the comment letter process effectively 

reduce accrual-based earnings management, but targeted firms switch to real-activities-based 

earnings management compared to control firms not receiving comment letters. The latter is not 

a main focus of the SEC. Gomez, Heflin, and Wang (2022) study the determinants of firms 

disclosing non-GAAP income statements and the information environment consequences when 

firms stop such disclosure. The authors find that after firms stop disclosing full non-GAAP 

income statements in response to the SEC’s comment letter, their information environments 

worsen. Moreover, such deterrent effects also spillover to industry peers. They conclude that an 

unintended outcome of the review process is firms’ decision to remove voluntary information 

desired by market participants in an effort to avoid future comments.6 

 
 

5 Johnston and Petacchi (2017) find that comment letter recipient firms do not increase the quantity or change the 
type of voluntary disclosure using management earnings forecasts. 
6 Our study differs from Gomez, Heflin, and Wang (2022) in at least two aspects. First, Gomez et al. (2022) focus on 
understanding the determinants of firms’ choice to disclose voluntarily – disclosure of non-GAAP information. In 
contrast, we seek to understand the determinants of the regulator’s behavior – the DCF reviewers’ use of voluntary 
disclosures in their regulatory oversight process. Second, Gomez et al. (2022) study the consequence of the SEC’s 
review of mandated reconciliation disclosure and what happens when the SEC requests firms to remove a wrong 
format of the mandated disclosure, i.e., using a full non-GAAP income statement. In our setting, the DCF reviewers 
are consumers of firms’ voluntary disclosures and use those disclosures to inform their review of the same firms’ 
mandated filings.   
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II.2. Hypothesis Development  

The inherent information asymmetry between the DCF reviewers and registrant firms 

creates a challenge for the former to determine whether a mandated disclosure by the latter is 

accurate and complete. The challenge increases when the reviewers have to determine the 

accuracy and completeness of mandatory disclosures that require corporate managers to provide 

a narrative from their own perspective (e.g., MD&A). After all, managers’ views and intentions 

are unobservable. In this section, we develop a conceptual framework of key tradeoffs faced by 

the regulator when using information outside of mandatory disclosures to monitor mandatory 

disclosures.  

On the benefit side, there are at least two reasons for the DCF reviewers to use voluntary 

disclosures in earnings conference calls to help assess firms’ mandatory disclosures in annual 

reports. First, assessing annual report accuracy and completeness is an expansive task and calls 

for extraordinary effort.7 Firms are known to issue voluntary disclosures to complement and 

provide information outside of mandatory disclosures (e.g., Matsumoto, Pronk, and Roelofsen 

2011; He and Plumlee 2020). Other capital market participants, such as equity analysts and 

institutional investors, have used firms’ voluntary disclosures to gain insights. To reduce 

information asymmetry between the regulator and registrant firms, the reviewers may seek out 

voluntary disclosures for additional information.  

Second, compared to other forms of voluntary disclosure (e.g., press releases), earnings 

conference calls have high informational value that is relevant to the monitoring of annual 

reports. Matsumoto, Pronk, and Roelofsen (2011) show that firms’ disclosures in conference 

 
7 Using annual reports filed with the SEC over the period 1996 to 2013, Dyer, Lang, and Stice-Lawrence (2017) 
show that the median firm has 37,370 words in its annual report, and the number of words for the median firm 
increases from 23,000 words in 1996 to 50,000 words in 2013. Their topic modeling identifies 150 annual report 
topics.   
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calls are incrementally more informative relative to earnings releases. Larcker and Zakolyukina 

(2012) find that executives’ deceptive discussions in conference calls identified using a 

linguistic-based classification model predict subsequent financial restatements. Earnings 

conference calls involve corporate managers discussing business operations, justifying earnings 

performance, and answering questions from call participants. They almost always take place 

right after earnings releases to help external investment community to have a better grasp of 

firms’ current and future earnings prospects. As a result, earnings conference calls provide one of 

the best avenues to help the reviewers to gain some understanding of managers’ views and 

intentions that are not available through reading annual reports.  

On the cost side, there are at least two reasons for the DCF reviewers not to use voluntary 

disclosures to help assess firms’ mandatory disclosures. First, the reviewers face almost no 

competition or existential threats, and at the same time, are resource constrained. They are often 

hypothesized to enjoy “a quiet life” rather than to enforce securities laws against registrant firms 

(Stiglitz 1999). The reviewers are federal employees who are paid on a fixed scale. According to 

the SEC’s survey of employees in 2014, over 80% of the DCF staff are not positive that their 

“differences in performance are recognized in a meaningful way.” Less than one tenth of the 

DCF staff are positive that their “pay raises depend on how well employees perform their jobs” 

(Office of Personnel Management 2014). Consistent with these survey results, Kubic (2021) 

finds no significant association between individual examiner performance and economic or 

career incentives. The lack of a link between the reviewers’ job performance and economic 

incentives will exacerbate the moral hazard problem discussed above, and may prevent reviewers 

from seeking out firms’ voluntary disclosures to assist their assessment of mandatory 

disclosures.  
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Second, the use of voluntary disclosures in regulatory enforcement can blur the boundary 

between mandatory and voluntary disclosures, and change firms’ estimates of voluntary 

disclosure costs to be more in line with those of mandatory disclosure costs. By construction, 

mandatory disclosures serve as a credible commitment mechanism on an ex-ante basis, while 

voluntary disclosures provide corporate managers the discretion to make disclosure decisions 

after observing the content. Moreover, mandatory disclosures are governed by various securities 

regulations and disclosure standards, and thus carry higher litigation costs compared to voluntary 

disclosures (Rock 2002; Bushee and Leuz 2005; Stulz 2009; Cheng, Liao, and Zhang 2013). 

These costs are shown to reduce firms’ incentive to be publicly listed (e.g., Bushee and Leuz 

2005; Engel, Hayes, and Wang 2007). If the reviewers are concerned about the costs borne by 

registrant firms, they might refrain from using voluntary disclosures in their monitoring of 

mandatory disclosures. In summary, to answer our first research question: Does the SEC use 

earnings conference calls to monitor annual reports? The discussions above regarding the key 

tradeoffs faced by the regulator lead to hypothesis 1, stated in the null form: 

H1:  The DCF reviewers do not use voluntary disclosures from conference calls to assist 
in their monitoring of mandatory disclosures in annual reports.  
 
To answer our second research question: Under what circumstances is the SEC more 

likely or less likely to use earnings conference calls to monitor annual reports? Again, grounded 

in an economic framework, we posit that the DCF reviewers employ a risk-based approach to 

reviews and will resort to conference calls to monitor annual report disclosures when the costs of 

doing so are likely lower and/or the expected benefits are likely higher. We propose there are a 

number of internal and external factors that are part of the reviewers’ cost and benefit 

assessment. 
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First, from an ex-ante perspective, the reviewers’ concern about the accuracy and 

completeness of mandatory disclosures will likely be more serious when a firm’s mandatory 

disclosures signal uncertain or negative prospects. Under such a scenario, the reviewers will face 

greater pressure to protect investors from downside risks, and have a greater need to ensure 

mandatory disclosures are accurate and complete. Consequently, they will be more likely to 

check out voluntary disclosures for additional information. Existing literature shows that firms 

are likely to issue voluntary disclosures to preempt bad news (Skinner 1994; Baginski, Hassell, 

and Kimbrough 2002; Tse and Tucker 2010). In the conference call setting, Matsumoto, Pronk, 

and Roelofsen (2011) further show that firms’ disclosures in conference calls are incrementally 

more informative when firms experience worse performance. The discussions above lead to 

hypothesis 2a, stated in the null form: 

H2a: Great uncertainty and negative tone in mandatory disclosures will not prompt the 
DCF reviewers to use voluntary disclosures from conference calls to assist in their 
monitoring of mandatory disclosures in annual reports. 
 
Second, from an ex-post perspective, the reviewers’ concern about the accuracy and 

completeness of mandatory disclosures will likely be more serious when during a review 

process, there are red flags of disclosure deficiencies. When the reviewers first start to go over a 

mandatory filing, they will form an initial impression of how deficient the mandated disclosure 

is. The more deficient they perceive the mandated disclosure is, the more likely the reviewers are 

concerned about information asymmetry between themselves and corporate managers, which 

may prevent them from discovering critical disclosure problems in the mandated reports. 

Consequently, they will be more likely to check out voluntary disclosures for additional 

information. Using the number of questions and the length of the first comment letter to capture 

reviewers’ initial perception of a firm’s disclosure in its annual report, we posit that the  



 

 14  

reviewers will likely check out voluntary disclosures for additional information the worse their 

initial impression is.  

Once a firm receives a comment letter from the SEC in an initial round, it generally 

responds to the questions in a written letter back to the SEC, and the SEC will ask additional 

questions in another comment letter should any arise. This iterative process continues until all 

questions are resolved. During subsequent rounds of a review, if a firm’ responses cannot fully 

address the reviewers’ questions or if a firm is not responsive in a timely manner, the reviewers 

might form an opinion that the firm has some serious problems. Those concerns increase the 

potential benefits from seeking additional information from voluntary disclosures during later 

rounds of review. The discussions above lead to hypothesis 2b, stated in the null form: 

H2b: The DCF reviewers’ initial perception of a firm’s mandatory disclosure quality or 
their perception of their interaction with a firm during the review process will not prompt 
these reviewers to use voluntary disclosures from conference calls to assist in their 
monitoring of mandatory disclosures in annual reports. 
 
Third, outside the review process, the reviewers’ concern about the accuracy and 

completeness of mandatory disclosures will likely be more serious when a firm has high media 

coverage, high number of 8-K filings, or an eventful earnings season captured by abnormal 

returns and trading volumes. A key objective of the SEC is to ensure investors are functioning on 

a level playing field. When a firm receives more media attention, experiences more corporate 

events, or attracts more investor attention during its earnings season, the reviewers might feel a 

greater sense of responsibility to check whether all key information is included in mandatory 

disclosures and that such disclosures are accurate. The discussions above lead to hypothesis 2c, 

stated in the null form: 

H2c:  High media attention, more corporate events, and abnormal return and trading 
volume around earnings announcements will not prompt the DCF reviewers to use 
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voluntary disclosures from conference calls to assist in their monitoring of mandatory 
disclosures in annual reports.  
 
Finally, the SEC faces resource constraints. On various occasions, the top officials at the 

SEC have expressed concerns that resource constraints can limit their job performance (Thomsen 

2009; Schapiro 2011; Katz 2017), which are confirmed by a number of studies (e.g., Kedia and 

Rajgopal 2011; Ege, Glenn, and Robinson 2020). Given these resource constraints, the reviewers 

might not check out voluntary disclosures when reviewing mandatory disclosures. After all, they 

are not legally required to use firms’ voluntary disclosures to facilitate their assessment of 

mandatory disclosures. The discussions above lead to hypothesis 2d, stated in the null form: 

H2d: Resource constraints will not reduce the DCF reviewers’ incentives to use 
voluntary disclosures from conference calls to assist in their monitoring of mandatory 
disclosures in annual reports. 
 
To answer our third and final research question: Do comment letters in which the 

reviewers make reference to earnings conference calls deter firms’ future voluntary disclosures? 

We posit that when the DCF reviewers use conference calls to gauge the accuracy and 

completeness of annual reports, such regulatory oversight blurs the boundary between voluntary 

and mandatory disclosures. Corporate managers will update the likelihood that they will be 

making an implicit commitment to provide similar voluntary disclosures in the future. As a 

result, corporate managers might scale back their voluntary disclosures. Anecdotally, this change 

in voluntary disclosures is observed in our sample. For example, in the comment letter of the 

annual report of Salesforce.com Inc. for the fiscal year ended on January 31, 2010, the reviewers 

questioned the firm’s use of operating cash flow per share in its earnings conference call, and 

whether it complies with Regulation G. In its response to the reviewers, Salesforce indicated that 

it will take out these earnings metrics in future communications with analysts and investors. 

Consistent with our conjecture, the anecdotal example suggests that referencing information 
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outside of mandatory disclosures to ensure accurate and complete mandatory disclosures can 

result in less informative voluntary disclosures, as firms might reduce voluntary disclosure 

and/or make it less informative. The discussions above lead to hypothesis 3, stated in the null 

form: 

H3:  The DCF  reviewers’ use of voluntary disclosures from conference calls to assist in their 
monitoring of mandatory disclosures in annual reports has no effect on firms’ future voluntary 
disclosures. 
 

 
III. Sample and Descriptive Statistics  

III.1. Data Sources and Sample Formation 

 In June 2004, the SEC announced that it will publicly release comment letter 

correspondences on annual reports filed after August 1, 2004 on the Electronic Data Gathering, 

Analysis, and Retrieval (EDGAR).8 Our sample period begins in August 2004, when comment 

letters on annual reports first became publicly available, and ends in 2019, as we require at least 

a two-year post-comment letter period to conduct our consequence analyses.  

We first identify all comment letters in Audit Analytics. We then limit our sample to 

comment letters issued for annual reports for three reasons. First, reviews of annual reports 

represent one of the most frequently occurring non-topic-specific reviews.9 Second, most firms’ 

annual reports are preceded by earnings announcements and earnings conference calls. 

Conference calls become a natural choice of voluntary disclosures if the reviewers need to access 

voluntary disclosures when they review firms’ annual reports. That is, there is a close connection 

between annual reports and the voluntary disclosure setting – earnings conference calls. Third, 

 
8 https://www.sec.gov/news/press/2004-89.htm. 
9 In addition to these non-topic-specific reviews, the DCF reviewers also examine firms’ filings to check for 
compliance on a specific topic, see https://www.sec.gov/divisions/corpfin/cffilingreview. 
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annual reports are audited and include all accounting topics that firms should cover and update 

(e.g., asset impairment must be tested at least once annually).  

We collect information from comment letters that contain questions related to conference 

calls in three steps: 1) identify letters with “Other Disclosure Matters” followed by “issues” that 

are “earnings call review by SEC” in Audit Analytics; 2) manually check each identified letter to 

confirm whether it has at least one question making reference to conference calls; and 3) 

manually collect additional information from all correspondence involved in the same comment 

letter conversation (e.g., the heading under which the reviewers raise questions about calls, 

firms’ replies to such questions). Because we focus on the determinants and consequences of the 

SEC commenting on earnings calls while monitoring annual reports, we further require our 

sample to be firm-year observations that receive annual report comment letters and hold earnings 

calls in the same fiscal year. We determine whether firms hold earnings conference calls from 

Capital IQ’s Key Development database. 

In addition to the SEC Comment Letter module and the Auditor module from Audit 

Analytics, we use Compustat for firm financial information, CRSP for stock price, stock return, 

and trading volume, 13F for institutional ownership, seekEdgar for transcripts file on EDGAR, 

SEC Analytics to obtain textual measures related to annual reports, to construct explanatory 

variables used in determinant analysis beyond those employed by prior work (e.g., Cassell, 

Dreher, and Myers 2013). All key variables are defined in Appendix A. Our final sample 

contains 14,770 unique comment letter conversations, out of which 717 make reference to 

earnings calls.  

 
III.2. Descriptive Statistics  
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 Table 1 Panel A presents the temporal distribution of annual report comment letters that 

contain questions about conference calls. We show that the DCF reviewers have been checking 

out conference calls throughout our sample period 2004-2019. The usage is rare at the start of the 

sample period – less than 1% of the comment letters make reference to earnings conference calls. 

The usage of conference calls shows an increasing trend until it reaches a peak of 10.2% in 2014. 

The usage fluctuates after 2014, but it never drops below 3%. Overall, about 4.9% of annual 

report comment letters make reference to conference calls.10  

 Panel B provides descriptive characteristics that we hand collected to gain a better 

understanding of the DCF reviewers’ usage of conference calls. We show that in close to 90% of 

comment letter review conversations, the reviewers make reference to conference calls in the 

first round of the review process. Referencing conference calls while resolving issues with firms 

during later rounds of the comment letter process does occur, but they occur with a much lower 

frequency. On average, it takes about one round of the comment letter conversations for firms to 

address letters with reference to conference calls. 

We further show that more than 80% of the review questions referring to conference calls 

use materials from the management presentation section of the calls, while only 18% use 

materials from the Q&A section of the conference calls. This suggests that the reviewers view 

the management presentation section of calls as most relevant to facilitate their understanding of 

the annual report, which is not too surprising. After all, the presentation section of a call is pre-

prepared materials representing managerial views of their firms. 

In terms of the scope of topics raised by the reviewers making reference to calls, using 

hand collected information on the comment letter heading under which the reviewers mention 

 
10 As a comparison, in Online Appendix A, we present the temporal distribution of comment letters that make 
reference to company websites. The share is about 3.5%.  
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calls, we show that over 60% of those questions are under the heading of MD&A, and about 

20% are under the heading of financial statements and supplementary data. Annual reports 

include both forward-looking and backward-looking information. Backward-looking information 

simply reports transactions that have taken place. Forward-looking information, by construction, 

provides information about firms’ future prospects, summarized in MD&A. In compiling 

MD&A, managers are expected to provide a narrative from their own perspectives on how their 

firms’ financial condition, results of operations, liquidity, and other key factors that may affect 

future results. Specifically, Regulation S-K (303) states that management’s discussion should 

focus “specifically on material events and uncertainties known to management that are 

reasonably likely to cause reported financial information not to be necessarily indicative of 

future operating results or future financial condition.” The results discussed above indicate that 

the most frequent item that the reviewers need help from voluntary disclosures comes from the 

MD&A section of the annual reports. This suggests that the reviewers have the highest 

incentives to reduce information asymmetry between themselves and managers when they 

review forward-looking statements.  

Panel C presents the industry distribution of firms receiving comment letters with 

reference to calls, using Fama-French 17 industry classification. We show that there are no 

dominant industries with disproportionate shares of those letters. Overall, the descriptive 

statistics confirm that conference calls are used as a source of information when the reviewers 

monitor firms’ annual reports. 

Table 2 presents the descriptive statistics for the full sample. In terms of the dependent 

variables in our determinant analysis, over our sample period, the share of firm-year observations 

with comment letters that make reference to conference calls, CL_CC, is 4.9%; and the share of 
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firm-year observations with comment letters that make reference to a conference call in the 

second or higher round of the CL conversations, CL_CC_subsequent, is 0.6%. In terms of 

variables of interest, we show that the share of uncertain words in annual reports is about 1.5%. 

Negative tone, measured by the difference between the share of negative words and the share of 

positive words, has a mean of 0.9%, suggesting that for our sample firm-year observations, the 

tone in annual reports is slightly negative. On average, the number of CL topics in the first letter 

of a CL conversation classified by Audit Analytics is 8.8. On average, it takes about 1.6 rounds 

to complete a CL review. Almost one-fifth of comment letter recipients ask for an extension to 

respond to the first letter. Using data from RavenPack, we show that, on average, media 

coverage of a firm is slightly positive. Finally, about three-quarters of sample firm-year 

observations have a December fiscal year-end. 

 

IV. Research Design and Results Discussion  

IV.1. Determinants of Referencing Conference Calls in Comment Letters  

 We investigate what factors may lead the DCF reviewers to use earnings calls in their 

comment letters by using the following specification: 

𝐶𝐿_𝐶𝐶!" = 𝛽# + 𝛽$𝐷𝑒𝑡𝑒𝑟𝑚𝑖𝑛𝑎𝑛𝑡𝑠		 + 𝛽%𝐹𝑖𝑟𝑚𝐶ℎ𝑎𝑟𝑎𝑐𝑡𝑒𝑟𝑖𝑠𝑡𝑖𝑐𝑠!" + 𝐸𝑥𝑎𝑚𝑖𝑛𝑒𝑟	𝐹𝐸 +
𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦	𝐹𝐸 + 𝑌𝑒𝑎𝑟	𝐹𝐸 +	𝜀!" .                                                                  (1) 

 
We control for firm attributes, such as market size, firm age, internal control weaknesses, and 

loss, auditor attributes - such as big four auditors and auditor tenure in the model following prior 

literature (e.g., Cassell et al., 2013).  The full list of control variables is provided in Appendix A.  

The coefficient of interest is β1. It captures the effects of potential determinants on the 

likelihood of issuing a comment letter with references to conference calls as discussed in our 

hypothesis development. The first group of determinants capture ex-ante characteristics of a 
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firm’s annual reports based on textual analysis using the dictionaries from Loughran and 

McDonald (2011): Uncertainty and Negative tone. Matsumoto, Pronk, and Roelofsen (2011) find 

that managers provide increased disclosures during earnings calls when their firm performance is 

poor. We conjecture that the reviewers are more likely to require additional information beyond 

annual reports when they find disclosures from annual reports signal uncertainty and negative 

prospects. Table 3 presents the results. As predicted, when annual reports involve more 

disclosures indicating uncertainty or negative prospects, the reviewers are more likely to check 

out conference calls and inquire about information from conference calls in their letters. These 

findings suggest that the reviewers are trying to mitigate the downside risks for investors. 

The second group of determinants capture ex-post characteristics of a firm’s review 

process. We conjecture that if a review process leaves the reviewers with the impression that a 

firm might have some serious disclosure issues, they will check out calls for additional 

information. To capture reviewers’ perception, we employ two sets of measures. In the first set, 

we focus on the first comment letter, which captures reviewers’ initial impression of annual 

report disclosures. Ln(# first CL words) is the natural logarithm of the number of words in the 

first letter, and # first CL topics is the number of topics raised in the first letter, according to 

Audit Analytics. In the second set, we focus on reviewers’ perception of their interaction with a 

targeted firm during the review process. # CL rounds is the number of rounds in a CL 

conversation. Ln(# CL conversation days) is the natural logarithm of the number of days it takes 

to complete a CL conversation. First CL extension is an indicator variable that takes the value of 

one if a firm asks for an extension to respond to the first letter, and zero otherwise. Table 4 

presents the results. 
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In Panel A, the dependent variable is CL_CC. Consistent with our conjecture, we show 

that both measures of the severity uncovered in the first letter are positively associated with the 

likelihood that the reviewers will refer to conference calls for additional information. In Panel B, 

the dependent variable is CL_CC_subsequent, an indicator variable that takes the value of one if 

the reviewers’ reference to conference calls shows up in the second or later letters of a CL 

conversation, and zero otherwise. We show that both measures of the severity of the entire CL 

conversation, # CL rounds and Ln(# CL conversation days), as well as the indicator variable for a 

firm to ask for an extension to respond to the first letter, First CL extension, are positively 

associated with the likelihood that the reviewers will resort to conference calls. 

The third group of determinants includes media coverage, the number of 8-K filings, and 

abnormal return and trading volume around earnings announcements. Table 5 presents the 

results. We find that the number of news articles and the number of 8-Ks are positively 

associated with the likelihood of the reviewers referencing conference calls in a comment letter. 

We further find that abnormal returns and trading volumes around earnings announcements are 

positively associated with the likelihood of the reviewers referencing conference calls in a 

comment letter. These results indicate that the DCF reviewers are more likely to review 

conference calls when issuers have active media coverage, more corporate events, or experience 

abnormal returns or trading volumes around earnings announcements, all are markers for 

“something is off”.  

Lastly, the SEC is known for its resource constraints, and prior work shows that such 

constraints hurt enforcement and compliance activities (e.g., Kedia and Rajgopal 2011; Ege, 

Glenn, and Robinson 2020; Gunny and Hermis 2020). We are interested in exploring whether 

there is any link between the resource constraints at the SEC and its compliance activities 
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involving the reviewers go outside of the box – using information from voluntary disclosures to 

monitor mandatory disclosures. Table 6 presents the results. 

Consistent with prior findings, using a new measure of compliance activities, CL_CC as 

the dependent variable, we show that when the reviewers are busy due to either regular filing 

seasons or the industry office (Assistant Director Office) is flooded with review tasks of other 

firms, they are less likely to check out calls when reviewing annual reports. 

In summary, grounded in an economic framework of costs-and-benefits analysis, we find 

that the reviewers are more likely to seek out voluntary disclosures when monitoring mandatory 

disclosures if the benefits of doing so exceeds the costs as proxied by downside risks, legal 

liabilities, or the simple fact that they are too busy to care. 

    
IV.2. The Effects of Using Voluntary Disclosures on Firms’ Future Voluntary Disclosures  

While the DCF reviewers may find voluntary disclosures facilitate their review of 

mandatory disclosures, commenting on voluntary disclosures could lead to unintended 

consequences. Specifically, the reviewers’ use of firms’ voluntary disclosures in comment letters 

could have a deterrent effect on these firms’ voluntary disclosures going forward.   

To explore this issue, we employ a sample of treated firms (i.e., a group of firms 

receiving comment letters referring to calls) and a sample of control firms matched by industry, 

decile rank of the severity of comment letters during the year, and firm size. We include a 

constant sample of treatment and controls two years before and after event year in the analysis 

and estimate the following difference-in-differences specification:  

𝑉𝑜𝑙𝑢𝑛𝑡𝑎𝑟𝑦	𝑑𝑖𝑠𝑐𝑙𝑜𝑠𝑢𝑟𝑒!" = 𝛽# + 𝛽$𝑃𝑜𝑠𝑡´	𝐶𝐿_𝐶𝐶	 + 𝛽%𝑃𝑜𝑠𝑡!" + 𝛽&𝐹𝑖𝑟𝑚𝐶ℎ𝑎𝑟𝑎𝑐𝑡𝑒𝑟𝑖𝑠𝑡𝑖𝑐𝑠!" +
𝐹𝑖𝑟𝑚	𝐹𝐸 + 𝑌𝑒𝑎𝑟	𝐹𝐸 +	𝜀!" .                                                                                                         (2)     
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The indicator variable CL_CC takes the value of one for the treatment firm, and zero for the 

control firm. The indicator variable Post takes the value of one in the two-year period after a 

comment letter receipt, and zero for the two-year period before. The key variable of interest is 

the coefficient on the interaction term CL_CC ´ Post. We will test the effects using the following 

set of disclosure measures based on textual analysis following Hope, Hu, and Lu (2016) and 

Dyer, Lang and Stice-Lawrence (2017).  We expect that when the regulator uses voluntary 

disclosures as the basis to evaluate mandatory disclosures, firms increase their assessment of the 

costs for making voluntary disclosures and will reduce their disclosures in the future. Table 7 

presents the results. 

We find that the number of numbers in the management presentation section of calls, 

specificity in that section, as well as the share of numbers over the sum of words and numbers in 

the presentation section of calls, all decrease significantly in the two years following the receipt 

of a comment letter with references to conference calls compared to control firms. These results 

indicate that firms’ voluntary disclosures are less informative going forward. We conclude that 

there is a potential unintended consequence from regulatory overreach as studied in our paper, 

such that firms increase their assessment of costs for voluntary disclosures when the DCF 

reviewers use voluntary disclosures as the basis to evaluate mandatory disclosures.     

 

V. Conclusions  

One key challenge of regulatory oversight is information asymmetry between the 

regulator and the regulated. In this paper, we utilize a unique setting whereby the SEC makes use 

of firms’ voluntary disclosures to help narrow the information gap while monitoring firms’ 

mandatory disclosures to shed light on the inner workings of regulatory oversight.  
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Using a hand-collected annual report comment letter sample over the period 2004-2019, 

we first document that in around 5% of annual report comment letters, reviewers make reference 

to content in conference calls to request improvements in annual report disclosures. We then 

develop a conceptual framework of key tradeoffs faced by the regulator to guide our empirical 

investigation of the determinants and consequences of such regulatory behavior. Consistent with 

our framework, we find that reviewers are more likely to check out voluntary disclosures when a 

firm’s annual report disclosures suggest higher uncertainty or gloomy prospects, when a firm’s 

review process triggers concerns about potential disclosure issues, when a firm has high media 

coverage, when a firm experiences more corporate events, when a firm has an eventful earnings 

season, or when reviewers themselves are not busy. Finally, we show that such regulatory 

behavior leads to some unintended consequences of firms reducing both the quantity and quality 

of their future voluntary disclosures, highlighting a potential cost of referencing voluntary 

disclosures during the monitoring of mandatory disclosures.  

The findings in our paper have important policy implications for regulators around the 

world as more and more countries try to emulate the success of the U.S. capital markets and its 

regulator – the SEC, by adopting similar review processes. 
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Appendix A. Variable definitions and data sources 
 
All continuous variables are winzorized at the 1st and 99th percentiles.  
 

Variable Definition Source 
Comment letter-related variables 
CL_CC An indicator variable that takes the value of one if a firm 

receives a CL about its annual report with reference to 
earnings conference calls in fiscal year t, and zero otherwise.  

Hand-
collected 
and Audit 
Analytics 

CL_CC subsequent An indicator variable that takes the value of one if a firm 
receives a CL about its annual report with reference to 
earnings conference calls in fiscal year t in the second or 
later round of the CL conversation, and zero otherwise.  

Hand-
collected 
and Audit 
Analytics 

CL_CC first round An indicator variable that takes the value of one if a firm 
receives a CL about its annual report with reference to 
earnings conference calls in fiscal year t in the first round 
of the CL conversation, and zero otherwise. 

Hand-
collected 

CL_CC rounds The number of CL review rounds it takes to address a CL 
with reference to a firm’s earnings conference calls. 

Hand-
collected 

Presentation An indicator variable that takes the value of one if a CL 
makes reference to a firm’s management presentation 
section of earnings conference calls, and zero otherwise. 

Hand-
collected 

QA An indicator variable that takes the value of one if a CL 
makes reference to a firm’s Q&A section of earnings 
conference calls, and zero otherwise. 

Hand-
collected 

   
Explanatory variables   
Uncertainty The proportion of Loughran-McDonald uncertainty words 

in a firm’s annual report in fiscal year t. 
EDGAR 

Negative tone The difference between the share of Loughran-McDonald 
negative words and the share of Loughran-McDonald 
positive words in a firm’s annual report in fiscal year t. 

EDGAR 

Ln(# first CL words) The natural logarithm of the number of words in the first 
comment letter.  

Audit 
Analytics 

# first CL topics The number of topics in the first comment letter. Audit 
Analytics 

# CL rounds The number of rounds from the first letter to the ‘‘no 
further comment’’ letter. 

Audit 
Analytics 

Ln(# CL conversation 
days) 

The natural log of conversation duration (in days) from the 
first letter to the ‘‘no further comment’’ letter. 

Audit 
Analytics 

First CL extension An indicator variable that takes the value of one if a firm 
requests an extension to respond to the first comment letter 
in fiscal year t, and zero otherwise.  

Audit 
Analytics 
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Ln(# news articles) The natural logarithm of the number of news articles about 
a firm in fiscal year t. 

RavenPack 

Ln(# 8Ks) The natural logarithm of the number of 8K filings made by 
a firm in fiscal year t. 

EDGAR 

Abnormal return Market-adjusted return over the three-day window (-1, +1) 
centered on earnings announcement day for a firm. We 
scale the measure by the mean and standard deviation of 
daily market-adjusted returns of the same firm in the past 
year. 

CRSP 

Abnormal volume Shares traded over the three-day window (-1, +1) centered 
on earnings announcement day for a firm, divided by its 
outstanding shares. We scale the measure by the mean and 
standard deviation of daily trading volumes of the same 
firm in the past year. 

CRSP 

Busyness  An indicator variable that takes the value of one if a firm 
has a December fiscal year-end, and zero otherwise.  

Compustat 

High CL period An indicator variable that takes the value of one if the 
number of peer firms’ comment letters issued within the 
21-day window (-10, +10) centered on the focal firm’s 
comment letter issuance falls into the highest tercile for its 
industry in fiscal year t, and zero otherwise 

Audit 
Analytics 

   
Control variables   
Ln(market cap) The natural logarithm of market capitalization.  Compustat 
Firm age The number of years since the beginning year when a firm’s 

data is first available on Compustat. 
Compustat 

Internal control weakness An indicator variable that takes the value of one if the 
internal control opinion is qualified for a material weakness 
(as defined in SOX Sections 302 and 404), and zero 
otherwise. 

Audit 
Analytics 

Bankruptcy score Altman’s Z-score following Altman (1968) and DeFond and 
Hung (2003) is equal to 1.2 * [net working capital (ACT-
LCT)/total assets (AT)] + 1.4 * [retained earnings (RE)/total 
assets] + 3.3 * [earnings before interest and taxes (PI + 
XINT)/total assets] + 0.6 * [market value of equity (CSHO 
* PRCC_F)/book value of liabilities (LT)] + 1.0 * [sales 
(SALE)/total assets].  

Compustat 

Sales growth The change in sales from the beginning of a year to the end 
of the same year. 

Compustat 

M&A An indicator variable that takes the value of one for non-zero 
acquisitions or mergers as reported on a pre-tax basis (AQP) 
in fiscal year t, and zero otherwise. 

Compustat 

# segments  The number of business segments reported in the Compustat 
Segments database. 

Compustat 
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Restructuring 
 

An indicator variable that takes the value of one for non-zero 
restructuring costs as reported on a pre-tax basis (RCP) in 
fiscal year t, and zero otherwise. 

Compustat 

External financing 
 

The sum of equity financing and debt financing scaled by 
total assets, measured in t+1, following Ettredge et al. 
(2011). Equity financing equals the sales of common and 
preferred stock (SSTK) minus the purchases of common and 
preferred stock (PRSTKC) minus dividends (DV). Debt 
financing equals long-term debt issued (DLTIS) minus long-
term debt reduction (DLTR) minus the change in current 
debt (DLCCH). 

Compustat 

Litigation risk  An indicator variable that takes the value of one if a firm is 
in a highly litigious industry (four-digit SIC industry codes 
2833–2836, 3570–3577, 3600–3674, 5200-5961, or 7370–
7374, and zero otherwise, following Francis et al. (1994).  

Compustat 

Institutional ownership The share of institutional holdings of a firm’s shares 
outstanding. 

Thomson 
Reuters 

Return volatility 
 

The standard deviation of abnormal monthly stock returns 
(i.e., the monthly return minus the value-weighted market 
return) in fiscal year t.  

CRSP 

Big4 An indicator variable that takes the value of one if a firm is 
a client of one of the Big 4 auditors, and zero otherwise. 

Audit 
Analytics 

Second-tier auditor An indicator variable that takes the value of one if a firm is 
a client of one of the second-tier audit firms (i.e., BDO, 
Crowe Horwath, Grant Thornton, or McGladrey & Pullen), 
and zero otherwise. 

Audit 
Analytics 

Auditor resignation An indicator variable that takes the value of one if there is 
an auditor resigns in fiscal year t, and zero otherwise. 

Audit 
Analytics 

Auditor dismissal An indicator variable that takes the value of one if an 
auditor is dismissed in fiscal year t, and zero otherwise. 

Audit 
Analytics 

Auditor tenure The number of consecutive years during which the same 
auditor has audited a firm.  

Audit 
Analytics 

CC on EDGAR An indicator variable that takes the value of one if at least a 
conference call transcript is filed on EDGAR in fiscal year 
t, and zero otherwise. 

Seeking 
EDGAR 

   
Consequence variables   
Ln(# presentation words)  The natural logarithm of the average number of words in a 

firm’s management presentation section of earnings calls in 
fiscal year t.  

CapitalIQ 

Ln(# presentation 
numbers) 
 

The natural logarithm of the average number of numbers in 
a firm’s management presentation section of the earnings 
calls in fiscal year t. 

CapitalIQ 
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Specificity The average ratio of the number of specific words and 
numbers, identified by Stanford’s NER program, to the 
number of words and numbers in a firm’s management 
presentation section of the earnings calls in fiscal year t. 

CapitalIQ 

% presentation numbers The average ratio of the number of numbers to the number 
of words and numbers in a firm’s management presentation 
section of the earnings calls in fiscal year t. 

CapitalIQ 
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Appendix B. An example of conference call comment letter 
 
From comment letter reply of LoJack Corporation on June 12, 2009 (full letter available at 
https://www.sec.gov/Archives/edgar/data/355777/000119312509130004/filename1.htm) 
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Table 1 Sample Overview  
 
This table provides an overview of our sample. The sample consists of hand-collected firms listed on the US major 
exchanges that receive comment letters for their annual reports with reference to the conference call over the period 
2004-2019. Our primary data source is the Audit Analytics. We supplement the Audit Analytics with hand collections 
from EDGAR. Panel A describes our sample by year. Column (1) presents the number of firms that receive CLs with 
reference to their earnings conference calls (CL_CC). Column (2) presents the number of unique firms per year in our 
sample, which captures the number of unique comment letter conversation strings for annual reports. To be in our 
sample, firms must have earnings conference calls and receive CLs in a year. Column (3) gives the fraction of firms 
that receive CLs with reference to their earnings conference calls (CL_CC) (column (1) divide by column (3)). Panel 
B provides the summary statistics of CL_CC characteristics. Variable definitions are provided in Appendix A. Panel 
C provides the industry distributions of CL_CC.  
 
Panel A: CL_CC over time 

 CL_CCs CLs 
% firms receiving 

CLs 
 (1) (2) (3) 

2004 3 788 0.381% 
2005 3 1,131 0.265% 
2006 3 1,017 0.295% 
2007 12 1,185 1.013% 
2008 46 1,337 3.441% 
2009 58 1,344 4.315% 
2010 58 1,091 5.316% 
2011 91 1,195 7.615% 
2012 81 1,104 7.337% 
2013 82 890 9.213% 
2014 89 871 10.218% 
2015 81 866 9.353% 
2016 47 735 6.395% 
2017 19 485 3.918% 
2018 17 348 4.885% 
2019 27 383 7.050% 
Total 717 14,770 4.854% 

 
Panel B: Summary statistics of CL_CC characteristics 
Variable N mean sd p25 p50 p75 
CL_CC first round 717 0.879 0.327 1.000 1.000 1.000 
CL_CC rounds 717 1.252 0.595 1.000 1.000 1.000 
Presentation 717 0.821 0.383 1.000 1.000 1.000 
QA 717 0.184 0.388 0.000 0.000 0.000 
Business 717 0.085 0.279 0.000 0.000 0.000 
Risk Factors 717 0.031 0.173 0.000 0.000 0.000 
Properties 717 0.006 0.075 0.000 0.000 0.000 
Legal Proceedings 717 0.001 0.037 0.000 0.000 0.000 
Market for Registrant’s Common Equity 717 0.004 0.065 0.000 0.000 0.000 
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MDA 717 0.644 0.479 0.000 1.000 1.000 
Financial Statements and Supplementary Data 717 0.212 0.409 0.000 0.000 0.000 
Changes in and Disagreements With Accountants 717 0.001 0.037 0.000 0.000 0.000 
Controls and Procedures 717 0.001 0.037 0.000 0.000 0.000 
Executive Compensation 717 0.003 0.053 0.000 0.000 0.000 
Exhibit and Financial Statement Schedules 717 0.007 0.083 0.000 0.000 0.000 
Other 717 0.017 0.128 0.000 0.000 0.000 
 
Panel C: CL_CC industry distribution 

 CL_CC 
No 

CL_CC Total 
% 

CL_CC 
Food 23 324 347 6.628% 
Mining and Minerals 11 405 416 2.644% 
Oil and Petroleum Products 21 726 747 2.811% 
Textiles, Apparel & Footware 14 214 228 6.140% 
Consumer Durables 8 213 221 3.620% 
Chemicals 26 304 330 7.879% 
Drugs, Soap, Prfums, Tobacco 34 601 635 5.354% 
Construction and Construction Materials 35 462 497 7.042% 
Steel Works Etc 12 229 241 4.979% 
Fabricated Products 6 104 110 5.455% 
Machinery and Business Equipment 112 1,815 1,927 5.812% 
Automobiles 10 238 248 4.032% 
Transportation 14 675 689 2.032% 
Utilities 6 505 511 1.174% 
Retail Stores 44 767 811 5.425% 
Banks, Insurance Companies, and Other Financial institutions  40 1,759 1,799 2.223% 
Other 301 4,712 5,013 6.004% 
Total 717 14,053 14,770 4.854% 
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Table 2 Summary Statistics 
 
This table provides summary statistics of our sample. The sample consists of firms listed on the US major exchanges 
that receive a comment letter for their annual report and also has conference call in year t over the period 2004-2019.   
Variable definitions are provided in Appendix A. 
 
Variable N mean sd p25 p50 p75 
Dependent variable       
CL_CC  14,770  0.049 0.215 0.000 0.000 0.000 
CL_CC_subsequent  14,678  0.006 0.077 0.000 0.000 0.000 

       
Control variables       
Ln(market cap)  14,770  7.258 1.950 5.908 7.270 8.543 
Firm age  14,770  20.488 14.401 9.000 16.000 27.000 
Internal control weakness  14,770  0.070 0.255 0.000 0.000 0.000 
Loss  14,770  0.273 0.445 0.000 0.000 1.000 
Bankruptcy score  14,770  5.562 2.618 3.000 6.000 8.000 
Growth  14,770  0.161 0.506 -0.018 0.076 0.213 
M&A  14,770  0.232 0.422 0.000 0.000 0.000 
# segments  14,770  2.366 1.762 1.000 1.000 4.000 
Restructuring  14,770  0.339 0.473 0.000 0.000 1.000 
External financing  14,770  0.008 0.166 -0.052 -0.006 0.032 
Litigation risk  14,770  0.298 0.457 0.000 0.000 1.000 
Institutional ownership  14,770  0.468 0.397 0.000 0.529 0.846 
Return Volatility  14,770  0.109 0.079 0.061 0.090 0.134 
Big4  14,770  0.854 0.353 1.000 1.000 1.000 
Second tier auditors  14,770  0.062 0.241 0.000 0.000 0.000 
Auditor dismissal   14,770  0.050 0.217 0.000 0.000 0.000 
Auditor resign   14,770  0.010 0.102 0.000 0.000 0.000 
Auditor tenure  14,770  9.470 7.002 4.000 8.000 13.000 
CC on EDGAR  14,770  0.044 0.205 0.000 0.000 0.000 
       
Variables of interest       
Uncertainty  14,601  0.015 0.003 0.013 0.015 0.017 
Negative tone  14,601  0.009 0.005 0.006 0.009 -0.012 
Ln(# first CL words)  14,766  6.769 0.614 6.389 6.748 7.133 
# first CL topics  14,770 8.771 7.585 3.000 7.000 12.000 
# CL rounds  14,679  1.608 0.880 1.000 1.000 2.000 
Ln(# CL conversation 
days) 

 14,670  4.588 0.626 4.127 4.477 4.942 

First CL extension  14,770  0.180 0.384 0.000 0.000 0.000 
Ln(# news article)  14,770  3.681 1.874 3.401 4.304 4.913 
Ln(# 8Ks)  14,770  2.175 1.052 2.079 2.485 2.833 
Abnormal return   14,735  0.701 0.838 0.125 0.683 1.259 
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Abnormal volume  14,738  0.685 0.658 0.223 0.484 0.931 
Busyness   14,770  0.756 0.429 1.000 1.000 1.000 
High CL period  14,770  0.295 0.456 0.000 0.000 1.000 

 
 

     
Consequences variables       
Ln(# presentation words)  10,731  0.043 0.013 0.034 0.042 0.051 
Ln(# presentation numbers)  10,731  0.191 0.041 0.164 0.187 0.215 
Specificity  10,734  4.813 0.453 4.572 4.858 5.115 
% presentation numbers  10,734  7.943 0.399 7.721 7.985 8.209 

 
     

 
     



 

 

Table 3 Determinants of CLs with References to CCs – Filings characteristics  
 
This table examines the determinants of a firm receiving a CL_CC for its annual report. The sample consists of firms 
listed on the US major exchanges that receive a comment letter for their annual report and also has conference call in 
year t over the period 2004-2019. Variable definitions are provided in Appendix A. Standard errors clustered at the 
firm level are reported in parentheses. ***, **, and * correspond to statistical significance at the 1%, 5%, and 10% 
levels, respectively. 
 
 (1) (2) (3) 
VARIABLES CL_CC CL_CC CL_CC 
    
Uncertainty 2.473***  2.064*** 
 (0.623)  (0.675) 
Negative tone  1.182*** 0.752* 
  (0.376) (0.407) 
Ln(market cap) 0.003** 0.002* 0.003** 
 (0.001) (0.001) (0.001) 
Firm age 0.000 0.000 0.000 
 (0.000) (0.000) (0.000) 
Internal control weakness 0.004 0.001 0.003 
 (0.007) (0.007) (0.007) 
Loss -0.003 -0.004 -0.004 
 (0.005) (0.005) (0.005) 
Bankruptcy score -0.001 -0.001 -0.001 
 (0.001) (0.001) (0.001) 
Sales growth 0.000 0.001 0.001 
 (0.003) (0.003) (0.003) 
M&A 0.010* 0.011** 0.010* 
 (0.006) (0.006) (0.006) 
# segments -0.003*** -0.003*** -0.003*** 
 (0.001) (0.001) (0.001) 
Restructuring 0.006 0.005 0.005 
 (0.004) (0.004) (0.004) 
External financing -0.001 0.003 0.000 
 (0.008) (0.008) (0.008) 
Litigation risk 0.007 0.009 0.008 
 (0.006) (0.006) (0.006) 
Institutional ownership 0.019*** 0.021*** 0.019*** 
 (0.005) (0.005) (0.005) 
Return volatility 0.008 0.000 0.004 
 (0.022) (0.022) (0.022) 
Big4 0.004 0.004 0.004 
 (0.006) (0.006) (0.006) 
Second-tier auditor 0.003 0.003 0.003 
 (0.009) (0.009) (0.009) 
Auditor resignation -0.006 -0.007 -0.006 
 (0.008) (0.008) (0.008) 



 

 42  

Auditor dismissal  -0.014 -0.016 -0.015 
 (0.011) (0.011) (0.011) 
Auditor tenure 0.000 0.000 0.000 
 (0.000) (0.000) (0.000) 
CC on EDGAR -0.005 -0.005 -0.006 
 (0.008) (0.008) (0.008) 
Constant -0.019 0.014 -0.018 
 (0.015) (0.011) (0.015) 
    
Observations 14,484 14,484 14,484 
Examiner FE YES YES YES 
Industry FE YES YES YES 
Year FE YES YES YES 
Adjusted R-squared 0.0701 0.0697 0.0703 
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Table 4 Determinants of CLs with References to CCs – CLs Conversation Characteristics 
 
This table examines the determinants of a firm receiving a CL_CC, focusing on the SEC’s interactions with the firm. 
The sample consists of firms listed on the US major exchanges that receive a comment letter for their annual report 
and also has conference call in year t over the period 2004-2019.  Panel A reports the results of receiving a CL_CC. 
Panel B reports the results of receiving CL_CC in subsequent rounds only. Variable definitions are provided in 
Appendix A. Standard errors clustered at the firm level are reported in parentheses. ***, **, and * correspond to 
statistical significance at the 1%, 5%, and 10% levels, respectively. 
 
Panel A: Severity measures of CLs 
 (1) (2) (4) 
VARIABLES CL_CC CL_CC CL_CC 
    
Ln(# first CL words) 0.035***  0.022*** 
 (0.003)  (0.003) 
# first CL topics  0.003*** 0.002*** 
  (0.000) (0.000) 
Ln(market cap) 0.002* 0.003** 0.003** 
 (0.001) (0.001) (0.001) 
Firm age 0.000 0.000 0.000 
 (0.000) (0.000) (0.000) 
Internal control weakness 0.001 0.001 0.000 
 (0.007) (0.007) (0.007) 
Loss -0.004 -0.003 -0.004 
 (0.005) (0.005) (0.005) 
Bankruptcy score -0.001 -0.001* -0.001* 
 (0.001) (0.001) (0.001) 
Sales growth 0.000 0.000 0.000 
 (0.003) (0.003) (0.003) 
M&A 0.009* 0.009 0.009 
 (0.005) (0.005) (0.005) 
# segments -0.004*** -0.004*** -0.004*** 
 (0.001) (0.001) (0.001) 
Restructuring 0.005 0.005 0.004 
 (0.004) (0.004) (0.004) 
External financing -0.000 0.001 0.000 
 (0.008) (0.008) (0.008) 
Litigation risk 0.012* 0.011* 0.011* 
 (0.006) (0.006) (0.006) 
Institutional ownership 0.021*** 0.022*** 0.022*** 
 (0.005) (0.005) (0.005) 
Return volatility 0.004 0.007 0.005 
 (0.022) (0.022) (0.022) 
Big4 0.008 0.008 0.009 
 (0.006) (0.006) (0.006) 
Second-tier auditor 0.004 0.006 0.006 
 (0.009) (0.009) (0.009) 
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Auditor resignation -0.007 -0.007 -0.007 
 (0.008) (0.008) (0.008) 
Auditor dismissal  -0.016 -0.017 -0.017 
 (0.011) (0.011) (0.011) 
Auditor tenure 0.000 0.000 0.000 
 (0.000) (0.000) (0.000) 
CC on EDGAR -0.006 -0.007 -0.007 
 (0.008) (0.008) (0.008) 
Constant -0.217*** -0.008 -0.149*** 
 (0.025) (0.011) (0.025) 
    
Observations 14,651 14,653 14,651 
Examiner FE YES YES YES 
Industry FE YES YES YES 
Year FE YES YES YES 
Adjusted R-squared 0.0754 0.0764 0.0784 

 
Panel B: Firms’ interaction during the review process and probability of referencing conference 
calls in subsequent rounds 
 (1) (2) (3) (3) 
VARIABLES CL_CC 

subsequent 
CL_CC 

subsequent 
CL_CC 

subsequent 
CL_CC 

subsequent 
     
#CL rounds 0.011***   0.009*** 
 (0.001)   (0.001) 
Ln (# CL conversation days)  0.016***  0.006*** 
  (0.002)  (0.002) 
First CL extension   0.006*** 0.003 
   (0.002) (0.002) 
Ln(market cap) 0.001* 0.001* 0.001** 0.001 
 (0.000) (0.000) (0.000) (0.000) 
Firm age 0.000 0.000 0.000 0.000 
 (0.000) (0.000) (0.000) (0.000) 
Internal control weakness -0.004** -0.004** -0.002 -0.004** 
 (0.002) (0.002) (0.002) (0.002) 
Loss 0.001 0.001 0.001 0.001 
 (0.002) (0.002) (0.002) (0.002) 
Bankruptcy score 0.000 0.000 0.000 0.000 
 (0.000) (0.000) (0.000) (0.000) 
Sales growth 0.002 0.002 0.002 0.002 
 (0.002) (0.002) (0.002) (0.002) 
M&A 0.003 0.003 0.003 0.003 
 (0.002) (0.002) (0.002) (0.002) 
# segments -0.001 -0.001 -0.001 -0.001 
 (0.000) (0.000) (0.000) (0.000) 
Restructuring 0.002 0.002 0.001 0.002 
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 (0.002) (0.002) (0.002) (0.002) 
External financing -0.000 0.000 -0.000 -0.000 
 (0.003) (0.003) (0.003) (0.003) 
Litigation risk 0.002 0.002 0.002 0.001 
 (0.002) (0.002) (0.002) (0.002) 
Institutional ownership 0.005*** 0.006*** 0.005*** 0.006*** 
 (0.002) (0.002) (0.002) (0.002) 
Return volatility 0.000 0.002 0.005 -0.000 
 (0.007) (0.007) (0.007) (0.007) 
Big4 0.001 0.000 -0.002 0.001 
 (0.002) (0.002) (0.002) (0.002) 
Second-tier auditor 0.004 0.003 0.002 0.004 
 (0.004) (0.004) (0.004) (0.004) 
Auditor resignation -0.002 -0.002 -0.002 -0.003 
 (0.002) (0.002) (0.002) (0.002) 
Auditor dismissal  0.004 0.005 0.006 0.004 
 (0.007) (0.007) (0.007) (0.007) 
Auditor tenure 0.000* 0.000* 0.000* 0.000* 
 (0.000) (0.000) (0.000) (0.000) 
CC on EDGAR 0.002 0.002 0.002 0.002 
 (0.004) (0.004) (0.004) (0.004) 
Constant -0.026*** -0.081*** -0.011** -0.050*** 
 (0.005) (0.011) (0.004) (0.010) 
     
Observations 14,571 14,561 14,653 14,561 
Examiner FE YES YES YES YES 
Industry FE YES YES YES YES 
Year FE YES YES YES YES 
Adjusted R-squared 0.0185 0.0132 0.0041 0.0196 
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Table 5 Determinants of CLs with References to CCs – Media, Corporate Events, and 
Market Measures 
 
This table examines the determinants of a firm receiving a CL_CC, focusing on media coverage, corporate events, 
and capital market characteristics. The sample consists of firms listed on the US major exchanges that receive a 
comment letter for their annual report and also has conference call in year t over the period 2004-2019.  Panel A 
employs media coverage and corporate event measures. Panel B employs different capital market measures around 
earning announcements. Variable definitions are provided in Appendix A. Standard errors clustered at the firm level 
are reported in parentheses. ***, **, and * correspond to statistical significance at the 1%, 5%, and 10% levels, 
respectively. 

 
Panel A: Media coverage and corporate events  
 (1) (2) (3) 
VARIABLES CL_CC CL_CC CL_CC 
    
Ln(# news articles) 0.006***  0.003*** 
 (0.001)  (0.001) 
Ln(# 8Ks)  0.011*** 0.009*** 
  (0.002) (0.002) 
Ln(market cap) 0.002* 0.003*** 0.003** 
 (0.001) (0.001) (0.001) 
Firm age -0.000 -0.000 -0.000 
 (0.000) (0.000) (0.000) 
Internal control weakness 0.004 0.002 0.003 
 (0.007) (0.007) (0.007) 
Loss -0.003 -0.004 -0.004 
 (0.005) (0.005) (0.005) 
Bankruptcy score -0.001 -0.001 -0.001 
 (0.001) (0.001) (0.001) 
Sales growth 0.001 0.001 0.001 
 (0.003) (0.003) (0.003) 
M&A 0.009 0.007 0.007 
 (0.005) (0.006) (0.006) 
# segments -0.003*** -0.003*** -0.003*** 
 (0.001) (0.001) (0.001) 
Restructuring 0.005 0.004 0.004 
 (0.004) (0.004) (0.004) 
External financing -0.001 -0.002 -0.002 
 (0.008) (0.008) (0.008) 
Litigation risk 0.011* 0.012* 0.011* 
 (0.006) (0.006) (0.006) 
Institutional ownership 0.016*** 0.013** 0.011** 
 (0.005) (0.005) (0.005) 
Return volatility 0.003 0.004 0.002 
 (0.022) (0.022) (0.022) 
Big4 0.003 0.006 0.005 
 (0.006) (0.006) (0.006) 
Second-tier auditor 0.002 0.003 0.002 
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 (0.009) (0.009) (0.009) 
Auditor resignation -0.007 -0.007 -0.007 
 (0.008) (0.008) (0.008) 
Auditor dismissal  -0.015 -0.016 -0.016 
 (0.011) (0.011) (0.011) 
Auditor tenure 0.000 -0.000 -0.000 
 (0.000) (0.000) (0.000) 
CC on EDGAR -0.005 -0.008 -0.008 
 (0.008) (0.008) (0.008) 
Constant 0.009 0.001 -0.001 
 (0.011) (0.011) (0.011) 
    
Observations 14,653 14,653 14,653 
Examiner FE YES YES YES 
Industry FE YES YES YES 
Year FE YES YES YES 
Adjusted R-squared 0.0699 0.0707 0.0710 
 
Panel B: Capital market measures around the earnings announcement 
 (1) (2) (3) 
VARIABLES CL_CC CL_CC CL_CC 
    
Abnormal return  0.006*  0.003 
 (0.003)  (0.003) 
Abnormal volume  0.006*** 0.006** 
  (0.002) (0.002) 
Ln(market cap) 0.003** 0.002* 0.002* 
 (0.001) (0.001) (0.001) 
Firm age 0.000 0.000 0.000 
 (0.000) (0.000) (0.000) 
Internal control weakness 0.003 0.003 0.003 
 (0.007) (0.007) (0.007) 
Loss -0.002 -0.002 -0.002 
 (0.005) (0.005) (0.005) 
Bankruptcy score -0.001 -0.001 -0.001 
 (0.001) (0.001) (0.001) 
Sales growth 0.001 0.000 0.000 
 (0.003) (0.003) (0.003) 
M&A 0.010* 0.010* 0.010* 
 (0.005) (0.005) (0.005) 
# segments -0.003*** -0.003*** -0.003*** 
 (0.001) (0.001) (0.001) 
Restructuring 0.005 0.006 0.005 
 (0.004) (0.004) (0.004) 
External financing 0.001 -0.000 0.000 
 (0.008) (0.008) (0.008) 
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Litigation risk 0.011* 0.011* 0.011* 
 (0.006) (0.006) (0.006) 
Institutional ownership 0.021*** 0.021*** 0.021*** 
 (0.005) (0.005) (0.005) 
Return volatility 0.011 0.011 0.012 
 (0.022) (0.022) (0.022) 
Big4 0.004 0.004 0.004 
 (0.006) (0.006) (0.006) 
Second-tier auditor 0.004 0.004 0.004 
 (0.009) (0.009) (0.009) 
Auditor resignation -0.006 -0.006 -0.006 
 (0.008) (0.008) (0.008) 
Auditor dismissal  -0.017 -0.017 -0.017 
 (0.011) (0.011) (0.011) 
Auditor tenure 0.000 0.000 0.000 
 (0.000) (0.000) (0.000) 
CC on EDGAR -0.005 -0.004 -0.004 
 (0.008) (0.008) (0.008) 
Constant 0.016 0.018* 0.016 
 (0.011) (0.011) (0.011) 
    
Observations 14,621 14,618 14,618 
Examiner FE YES YES YES 
Industry FE YES YES YES 
Year FE YES YES YES 
Adjusted R-squared 0.0688 0.0690 0.0690 
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Table 6 Determinants of CLs with References to CCs – Regulator Busyness 
 
This table examines whether the regulator’s busyness is associated with a firm’s receipt of a CL_CC. The sample 
consists of firms listed on the US major exchanges that receive a comment letter for their annual report and also has 
conference call in year t over the period 2004-2019.  Variable definitions are provided in Appendix A. Standard errors 
clustered at the firm level are reported in parentheses. ***, **, and * correspond to statistical significance at the 1%, 
5%, and 10% levels, respectively. 
 
 (1) (2) (3) 
VARIABLES CL_CC CL_CC CL_CC 
    
Busyness -0.019***  -0.018*** 
 (0.005)  (0.005) 
High CL period  -0.009** -0.008** 
  (0.004) (0.004) 
Ln(market cap) 0.003** 0.003** 0.003** 
 (0.001) (0.001) (0.001) 
Firm age -0.000 0.000 -0.000 
 (0.000) (0.000) (0.000) 
Internal control weakness 0.003 0.003 0.003 
 (0.007) (0.007) (0.007) 
Loss -0.002 -0.002 -0.002 
 (0.005) (0.005) (0.005) 
Bankruptcy score -0.001 -0.001 -0.001 
 (0.001) (0.001) (0.001) 
Sales growth 0.001 0.001 0.001 
 (0.003) (0.003) (0.003) 
M&A 0.010* 0.011* 0.010* 
 (0.005) (0.005) (0.005) 
# segments -0.003*** -0.003*** -0.003*** 
 (0.001) (0.001) (0.001) 
Restructuring 0.005 0.005 0.005 
 (0.004) (0.004) (0.004) 
External financing 0.000 -0.000 0.000 
 (0.008) (0.008) (0.008) 
Litigation risk 0.010* 0.011* 0.010* 
 (0.006) (0.006) (0.006) 
Institutional ownership 0.027*** 0.021*** 0.027*** 
 (0.005) (0.005) (0.005) 
Return volatility 0.013 0.009 0.013 
 (0.022) (0.022) (0.022) 
Big4 0.005 0.005 0.005 
 (0.006) (0.006) (0.006) 
Second-tier auditor 0.003 0.004 0.003 
 (0.009) (0.009) (0.009) 
Auditor resignation -0.007 -0.007 -0.007 
 (0.008) (0.008) (0.008) 
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Auditor dismissal  -0.016 -0.016 -0.016 
 (0.011) (0.011) (0.011) 
Auditor tenure 0.000 0.000 0.000 
 (0.000) (0.000) (0.000) 
CC on EDGAR -0.006 -0.005 -0.006 
 (0.008) (0.008) (0.008) 
Constant 0.031*** 0.023** 0.032*** 
 (0.011) (0.011) (0.011) 
    
Observations 14,653 14,653 14,653 
Examiner FE YES YES YES 
Industry FE YES YES YES 
Year FE YES YES YES 
Adjusted R-squared 0.0696 0.0688 0.0698 
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Table 7 Consequence of CLs with References to CCs  - Disclosure 
 
This table examines the consequences of a firm in receipt of a CL_CC on its future disclosure. The sample consists of 
firms listed on the US major exchanges over the period 2004-2019. Two years before and after the first CL_CC are 
included in the sample as treatment. The controls are matched firms two years before and after their CLs. Firms are 
matched by industry, year, and decile rank of the severity of CLs during the event year. Standard errors clustered at 
the firm level are reported in parentheses. ***, **, and * correspond to statistical significance at the 1%, 5%, and 10% 
levels, respectively. 
 
 (1) (2) (3) (4) 
VARIABLES Ln(# presentation 

words) 
Ln(# presentation 

numbers) 
Specificity % presentation 

numbers  
     
Post × CL_CC -0.035 -0.083*** -0.006** -0.002*** 
 (0.024) (0.029) (0.003) (0.001) 
Post 0.002 0.055 0.007** 0.002** 
 (0.028) (0.033) (0.003) (0.001) 
Ln(market cap) 0.022 0.038** 0.002 0.000 
 (0.014) (0.017) (0.002) (0.001) 
Firm age 0.001 0.188 0.026*** 0.007*** 
 (0.110) (0.172) (0.006) (0.003) 
Internal control 
weakness 

-0.017 -0.008 0.005 0.001 

 (0.027) (0.030) (0.003) (0.001) 
Loss 0.029 0.025 -0.002 -0.000 
 (0.020) (0.024) (0.002) (0.001) 
Bankruptcy score 0.012* -0.001 -0.001* -0.001*** 
 (0.007) (0.008) (0.001) (0.000) 
Sales growth -0.002 -0.005 0.000 -0.000 
 (0.015) (0.023) (0.003) (0.001) 
M&A 0.015 0.010 0.001 -0.000 
 (0.014) (0.017) (0.001) (0.000) 
# segments 0.005 0.004 -0.001 -0.000 
 (0.010) (0.012) (0.001) (0.000) 
Restructuring -0.014 -0.028 -0.001 -0.000 
 (0.017) (0.021) (0.002) (0.001) 
External 
financing 

0.081* -0.007 -0.007 -0.003* 

 (0.045) (0.050) (0.006) (0.002) 
Litigation risk -0.131** -0.040 0.015** 0.004 
 (0.054) (0.097) (0.006) (0.003) 
Institutional 
ownership 

-0.060 -0.070 -0.003 -0.000 

 (0.045) (0.055) (0.004) (0.001) 
Return volatility -0.018 -0.112 -0.003 -0.004 
 (0.110) (0.126) (0.014) (0.004) 
Big4 0.064 0.011 -0.013* -0.003 
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 (0.051) (0.062) (0.006) (0.002) 
Second-tier 
auditor 

0.006 -0.006 -0.013* -0.002 

 (0.069) (0.080) (0.007) (0.002) 
Auditor 
resignation 

0.016 0.024 0.002 0.000 

 (0.026) (0.029) (0.003) (0.001) 
Auditor dismissal  0.007 -0.070 -0.008 -0.002 
 (0.065) (0.094) (0.007) (0.002) 
Auditor tenure -0.004 -0.002 0.000 0.000 
 (0.003) (0.003) (0.000) (0.000) 
CC on EDGAR -0.005 0.030 0.005 0.001 
 (0.037) (0.034) (0.003) (0.001) 
Constant 7.749*** 0.363 -0.402*** -0.121* 
 (2.491) (3.886) (0.140) (0.064) 
     
Observations 2,428 2,428 2,428 2,428 
Firm FE YES YES YES YES 
Year FE YES YES YES YES 
Adjusted R-
squared 

0.738 0.698 0.725 0.741 
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Online Appendix A: CL on websites 

This table provides an overview of distribution of SEC CL on firms; websites. The sample consists of firms listed on 
the US major exchanges over the period 2004-2019. Column (1) gives the number of firms that receive CLs with 
reference to their websites (CL_web). Column (2) gives the number of firms that receive a CL and with a website  in 
a year. Column (3) gives the fraction of firms that receive CLs with reference to their website (CL_web) relative to 
the number of firms. 

 CL_CCs CLs 
% firms receiving 

CLs 
 (1) (2) (3) 

2004 20 779 2.567% 
2005 64 1,045 6.124% 
2006 28 980 2.857% 
2007 34 1,152 2.951% 
2008 55 1,338 4.111% 
2009 36 1,383 2.603% 
2010 41 1,081 3.793% 
2011 30 1,218 2.463% 
2012 32 1,129 2.834% 
2013 33 902 3.659% 
2014 24 885 2.712% 
2015 29 889 3.262% 
2016 36 775 4.645% 
2017 26 516 5.039% 
2018 9 371 2.426% 
2019 12 403 2.978% 
Total 509 14,846 3.429% 

 
 
 
 


