
  

 

 

 

 The JOBS Act is the first legislation in over a decade aimed at easing regulations 
imposed on companies accessing the capital markets.  It is no secret that the 
agenda of global monetarists has been to make easy money readily available to 
companies that want to invest in growth and individuals looking to deleverage 
and return to normal consumption patterns . . . While such actions have created 
vast pools of liquidity, with the desired effect has not been achieved as corporate 
cash hoards remain at record levels and consumption growth patterns have been 
modest. The JOBS Act is aimed at delivering easier money to small and mid-
market companies that want to invest in growth and create jobs. This update 
analyzes which entities will be the winners and losers.  

 New Environment dominated S1 filing activity in March as three companies 
from pharmaceutical and medical device industries filed for IPOs.  A total of 12 
companies filed S-1s in March, of which three were pharmaceutical companies 
and two New Media companies. Facebook also filed an amendment to its 
already-filed S-1, to raise $5Bn through its IPO offering (expected in May), in 
which it disclosed its litigation against Yahoo and AOL. This disclosure might have 
a negative impact on Facebook’s valuation as investors may anticipate that more 
companies may file lawsuits against the Company. 

 New Electronics and New Finance companies dominated the IPO market in 
March, which was the busiest month since 2007.  March was one of the busiest 
months for the U.S. IPO market since 2007.Last month, 24 companies went 
public, of which eight companies were from New Electronics and five companies 
from New Finance.  Allison Transmission Holdings and Vantiv raised $600Mn and 
$500Mn respectively and were the largest priced IPOs of the month.. In one of 
the best IPOs Millennial Media Inc. (MM) returned 92.3% on the first day of listing 
generating the best return since LinkedIn (LNKD) returned 109% in May 2011. 

 Performance characteristics of our New Capital Indices have stagnated across 
asset classes after showing an increasing trend for the first two months of 2012.  
Scura Paley & Company maintains dynamic indices to measure the Market’s 
appetite for different “new capital” asset classes.  Despite the high correlation 
across equities last year, one consistent observation, especially in the second half 
of the year, was that new capital underperformed the SPX.  This held true for all 
six of our new capital categories. This trend, however, has started to reverse in 
1Q12.   These dynamic indices are equal-weighted and include the underlying 
equities that raise new capital (IPO, secondaries, private placements, and fixed 
income) or retire capital (M&A and buy-backs). 

 M/M %  YTD %  Jan-11 %  

SP & Co. IPO Index -1.2% 12.1% 7.5% 

SP & Co. Secondaries Index -1.2% 16.5% -3.8% 

SP & Co. Private Placements Index -5.3% 8.7% -18.3% 

SP & Co. Fixed Income Index 2.2% 19.9% -17.7% 

SP & Co. M&A Index -1.6% 11.5% -17.7% 

SP & Co. Buy-Backs Index -0.2% 14.1% -6.4% 
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Trend Update 

JOBS Act: The Much Needed Stimulus for Businesses & Markets 

 On March 27th 2012, Congress passed the Jumpstart Our Business Start-ups (JOBS) Act, 
which aims to revive economic & IPO growth in the U.S. by easing the regulatory burden 
on companies seeking to raise capital. Most layman understand this act as a jobs creation 
bill, but at the core of this bill are significant implications for the capital markets, specifically 
to emerging growth companies and initial public offerings (IPOs). From 2001 to 2011 the 
annual tally of small companies going public in America was 80% lower than in the previous 
two decades. There are many reasons for the drought, including the impact of the recession 
on rich-world economies, and the fact that firms from emerging markets that once sought 
respectability by listing in the West now have options in domestic capital markets. However, 
we believe that onerous regulations are also to blame for this condition. From Sarbanes-
Oxley to Dodd-Frank, policymakers have responded to crisis and scandals with stricter 
regulations on accounting, auditing, pay, governance and Wall Street research. Some of this 
was needed to make markets work better. However, too many new rules impose costs that 
exceed their benefits: the intensive review of internal controls required by Sarbanes-Oxley is 
one example among many.  The JOBS Act is the first deviation from this directional bias 
towards more regulation in over a decade, and we believe this could have significant 
implications (mainly positive) for capital markets. 

Chart 1. IPOs vs. Regulatory/Market Changes in the U.S. 

 
Sources: Scura Paley & Co., Wilson Sonsini Goodrich & Rosati (WSGR) 

 We believe that the JOBS Act is a game-changer for the biggest risk-takers in American 
Capitalism: the entrepreneurs who are creating jobs by starting and growing companies 
and the investors who provide them with the financial resources (New Capital) to do so. 
The JOBS Act would make it easier for young, growing companies to access capital and go 
public by releasing them from some of the auditing oversight requirements of the 2002 
Sarbanes-Oxley Act. It could potentially loosen the restrictions on communication between 
companies about to go public and investors, on underwriters’ research, and on the 
advertising of new share offerings. The Act also promotes “crowdfunding,” a mechanism by 
which entrepreneurs can raise up to $1Mn online from individual investors with minimal 
financial disclosure. We feel that the Act would allow small companies to navigate the 
challenging phase of moving from the "proof-of-concept" to the "go-to-market success" – 
the period where a company faces maximum risk and requires capital.  That said, this is a 
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risky stage for investors and with less information available to investors risks of fraud are 
also elevated.  From the company’s perspective, they will be opening their kimonos to the 
public earlier, which we believe will make IP protection all the more important.  

 We acknowledge investor concerns regarding lack of disclosures, but feel that companies 
will still have good reasons to be careful about their internal controls. Parts of the law 
deprive investors of helpful disclosures, e.g., a young firm could release just two years of 
audited statements instead of three, and a private firm could avoid registering its shares 
with the SEC (which triggers broad disclosure requirements) until it has 1,000 shareholders, 
up from the current 500. This would allow far too many companies that are, de facto, 
publicly held to evade disclosure and, perversely, reduce the incentive to go public. 
However, according to Robert Buckholz, a partner at Sullivan & Cromwell who co-authored a 
handbook on Sarbanes-Oxley, companies will still have good reasons to be careful about 
their internal controls, since the JOBS Act exemption does not change the requirement that 
the senior management of the company must still engage in and take responsibility of 
financial reporting. Additionally, companies still face the consequences if investors think 
their books are not in order, and any stumble that damages its credibility with investors will 
directly and adversely affect a company’s valuation. 

Chart 2. The JOBS Act – Winners and Losers 

 
Source: Scura Paley & Co. 

 Winners 

 The Individual Non-Accredited Investor: This Act enables the small investor to 
get in on the ground floor of new companies, territory formerly reserved for 
high net-worth accredited investors. 

 Emerging Growth Companies (EGCs) & Entrepreneurs: As explained above, the 
Act means easier access to capital for EGCs (businesses with less than $1Bn of 
total annual gross revenues during its last completed fiscal year). EGCs, which 
have traditionally approached banks, VCs, & angels investors for funding will 
now be able to access the general public as well, and will have a greater say in 
their own valuation – a decision that has so far been dominated by VC’s due to 
the lack of funding options available to entrepreneurs. The Act also implies that 
smaller companies will be able to cut down on the cost of going and staying 
public due to reduced SOX, legal, and accounting norms. 



 
 

 

4 | P a g e  
 

 

Market Intelligence 

Chart 3. High Costs of Going and Staying Public 

 
Sources: Scura Paley & Co., WSGR, IPO Task Force August 2011 CEO Survey of incremental IPO costs. Sample set of 35 
CEOs of companies that went public since 2006. Consistent with Independent Review of Public Filings for 47 2011 IPO’s 
Raising Less than $200M (Avg. Cost of $3M for IPO). 

 Growth Stage Companies: Additional sources of capital, less government 
regulations, and an easier path to going public will reward entrepreneurs to not 
only start a company, but also keep it healthy enough to be poised for growth, 
creating wealth for shareholders, and adding jobs. We believe that the act will 
allow growth stage companies to access capital for launching new product 
lines/expansion/acquisitions etc.  

Chart 4. Innovative Companies Create Jobs and Grow Quickly 

 
Sources: Scura Paley & Co., WSGR, Venture Impact 2007, 2008, 2009 & 2010 by IHS Global Insight 

 Employees & Job Creation: The JOBS Act legislation is the fuel in the pipeline of 
job creation. According to estimates from some economists, the legislation will 
lead to a 10% increase in new business startups, helping to create at least 
170,000 jobs in the next five years. As shown in the chart below, IPOs finance 
significant job creation, as 92% of job growth occurs after a company’s IPO, with 
most of that growth occurring within the first five years of the IPO. 

 The Crowdfunding Industry: We believe that a service industry dedicated to 
matching up entrepreneurs to the general public will emerge. Websites like 
Kickstarter, IndieGoGo, Peerbackers, RocketHub, ProFounder, and 
MicroVentures may have their current limitations, but we predict that this new 
legislation will stimulate a proliferation of these sites. They are great tools for 
pairing individual investors with business opportunities, and will likely charge a 
small matchmaking service fee. 
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Chart 5. IPOs Finance Significant Job Creation 

 
Sources: Scura Paley & Co., WSGR, IHS Global Insight; IPO Task Force August 2011 CEO Survey 

 Non-tech sectors such as construction, professional and other services, and 
retail. According to Ewing Marion Kauffman Foundation, companies in these 
sectors are in the need of growth capital, but do not find favor with VCs that 
tend to favor the technology sector. Tech. companies raised $6.7Bn in 2011, up 
from $4.8Bn in 2010, and need less help in comparison to more traditional 
sectors. We believe that such businesses will emerge as key beneficiaries of the 
emergence of crowdfunding. 

 Smaller Private Equity & Hedge Funds: In its current form, the JOBS Act will 
allow private equity and hedge fund managers to solicit investors directly, rather 
than through third parties as per the current rule. While they will still be only 
permitted to accept money from entities with at least $1Mn to invest (without 
registering with the SEC), they will now be able to make their names more 
widely known through advertising, provide more information on their web sites, 
and make their investment performance available to the general public. 

 Attorneys, Accountants & Professional Service Providers:  While these set-ups 
are likely to be negatively impacted in the short run due to reduced regulatory 
requirements, we believe that the expected boom in new businesses will drive 
the demand for these professional advices in the medium to long term, and 
players who are able to adapt to this industry shift, will emerge winners. 

 Losers 

 Angel Investors/Venture Capitalists: Traditionally, there has been far more 
entrepreneurs chasing the limited amount of investor capital available via angel 
groups or venture capital. Angel investors use their position of strength to get 
favorable valuation and increase their equity ownership of the new company. 
However, we believe that the JOBS Act will drastically change the supply and 
demand ratio – angel investors' leverage will be weakened as they will now have 
to compete with crowdfunding investors.  

 Banks: Banks have historically been a difficult source of capital for 
entrepreneurs, since their business model of being risk adverse unless the 
borrower provides significant hard assets collateral excludes most 
entrepreneurs. Now, banks will be even less of a "go-to" option for 
entrepreneurs, small business owners, and growing companies. A small 
company that fails to meet the operating or asset requirements of a bank may 
even be able to put off going to their bank when they do qualify since now they 
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have access to capital via crowdfunding. Essentially, this will mean that capital 
will flow directly from the source to the user, eliminating the erstwhile very 
important middleman. 

 The Bad Entrepreneur or the Bad Idea: We are hopeful that this act will lead to 
a proliferation of business ideas and companies, and that all of these business 
models will not be robust and financially viable in the long term. The Act enables 
an entrepreneur to bypass the angel investors' funding – and thus their 
generally useful refinement process – and raise funds directly through 
crowdfunding. However, we believe that informed investors will be able to spot 
the weak ideas very soon, and weak/fraud ideas will not have a place in the 
market, thanks to the proliferation of new media – which will emerge as a key 
due diligence tool for investors. We expect a referral and ratings system to 
evolve, much like Amazon's e-commerce product ratings methodology. 

 The Uninformed Investor: Investors will need to actively seek to understand and 
monitor their investments. Access to more information, better social media, etc. 
will make the fleecing less likely, but it will still happen. 
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Capital Market Activity 

S-1 Filings – March 2012: New Environment Dominates March S-1 Filings 

Chart 6. S-1 Filings – March, 2012  – Breakdown by Sector  

 
Source: Scura Paley & Co., NASDAQ 

Chart 7. S-1 Filings – March, 2012   
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Source: Scura Paley & Co., NASDAQ 

Priced IPOs – March 2012: New Electronics Dominates IPOs 

Chart 8.  Priced IPOs – March 2012 – Breakdown by Sector 

 
Source: Scura Paley & Co., NASDAQ 

Chart 9. Priced IPOs – March 2012 
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Source: Scura Paley & Co., NASDAQ 
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New Capital Performance 

 IPO performance has started picking up since the beginning of 2012, after having fallen for 
most of the second half of 2011. The relative IPO performance index, which had been on a 
declining trend throughout 2011, has stabilized in March after rising since beginning of 2012. 

Chart 10. SP IPO Index Chart 11. SP IPO Index – Relative S&P 

  
Source: Scura Paley & Co, Capital IQ 

 Performance of secondaries have started improving in 4Q11, after having a tough 2Q11 and 
3Q11. Relative performance of the secondaries has underperformed the S&P by ~10% over 
the past 15 months. 

Chart 12. SP Secondary Index Chart 13. SP Secondary Index – Relative S&P 

  
Source: Scura Paley & Co, Capital IQ 

 Performance of private placements has started to decline again in recent weeks, and they 
are the weakest category of new capital (consistent with 10 year historical data).  After 
having increased for a brief period earlier in 2012, the declining trend of relative 
performance index has reemerged and have underperformed the market by ~25% over the 
past 15 months.  

Chart 14. SP Private Placement Index Chart 15. SP Prvt Placement Index–Relative S&P 

  
Source: Scura Paley & Co, Capital IQ 
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 Fixed income performance index has shown an upward trend as the bond markets have 
remained a favorite source of raising capital since beginning of this year. Performance of 
companies raising debt capital relative to S&P has been steady since the beginning of the 
year after a period of relative underperformance in 2H11. 

Chart 16. SP Fixed Income Index Chart 17. SP Fixed Income Index – Relative S&P 

  
Source: Scura Paley & Co, Capital IQ 

 Returns of recent acquirers have been relatively good over the last year, as the M&A 
performance index has been one of the best performing asset class over the past 15 months 
(together with IPOs). Relative returns, compared with S&P, have been steady through the 
first 3 months of the year. 

Chart 18. SP M&A Index Chart 19. SP M&A Index – Relative S&P 

  
Source: Scura Paley & Co, Capital IQ 

 Buyback performance index has started to improve since December 2011 and the index 
seems to have stabilized over the last couple of months. The relative S&P performance index 
started declining in the month of March, but we expect more buybacks to be announced and 
performance of this category to start to outperform on a relative basis. 

Chart 20. SP Buyback Index Chart 21. SP Buyback Index – Relative S&P 

  
Source: Scura Paley & Co, Capital IQ 
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Important Disclosures 

This market intelligence report is prepared and provided by Scura Paley Securities LLC (“Scura Paley”), a broker dealer.  
Opinions and estimates constitute Scura Paley’s sole judgment as of the date of these reports and are subject to change 
without notice. Past performance should not be taken as an indication or guarantee of future performance, and no 
representation or warranty, express or implied, is made regarding future performance.  
 
This market intelligence is for information purposes only and is not intended to provide tax, legal or investment advice. You 
should not rely on any material contained in this report without independent advice wherever necessary.  Any decisions 
you make based upon any information contained in this report are your sole responsibility. The information does not 
constitute a solicitation of any order to buy or sell any securities. The information provided herein may be displayed and 
printed for your personal, noncommercial use only. You may not reproduce, retransmit, distribute, disseminate, sell, 
publish, broadcast or circulate the information to anyone, without the express written consent of Peter Wright Investment 
Holdings, LLC or Scura Paley. 
 
Scura Paley, its officers, employees and affiliates do not accept any liability for the results of any actions taken or not taken 
on the basis of information in this report, or for any negligent misstatements, errors or omissions. This report is not 
personalized investment advice. Information and opinions regarding specific companies referenced in these reports are not 
to be construed as recommendations to purchase securities of such companies. 
 
Scura Paley may be compensated in cash or otherwise in connection with this market intelligence. Scura Paley’s officers and 
its affiliates may, to the extent permitted by law, participate or invest in financing transactions with the issuer(s) of the 
securities referred to in this report, perform services for or solicit business from such issuers, and/or have a position or 
holding, or other material interest, or effect transactions, in such securities thereon, or other investments related thereto. 
Scura Paley and its affiliates may earn brokerage, commissions, fees and other benefits and advantages, whether pecuniary 
or not and whether direct or indirect, in connection with these securities. 
 

Ownership and material conflicts of interest 

Scura Paley is a member of FINRA and SIPC. Neither Scura Paley nor its affiliates holds any beneficial ownership in any of 
the recommended securities and does not hold 1% or more of the subject company’s equity securities.  

Neither we, nor any member of our household, nor any person that depends on U.S. for financial support, holds a financial 
interest in the securities of this report or related companies. 

The persons who prepared this report do not receive compensation based on investment banking revenues, nor receive 
compensation directly from the subject company. 

Scura Paley has not received compensation for investment banking activity or from any activity from any company 
mentioned in this report within the twelve months preceding publication. However, Scura Paley does expect to receive or 
seek compensation for investment banking activity in the three months following publication. 

Scura Paley does not act as a market maker in the stock of the subject company. 

To the best of our knowledge, there are no other actual, material conflicts of interest to disclose. 
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