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ABSTRACT

Using the US Census data to capture new entrants, we find that incumbents are more likely to redact proprietary information

embedded in material contracts when a greater number of new firms establish their businesses in the focal firm’s industry.

The effect remains significant when we measure new entrants by the net growth in the number of firms within an industry.

Moreover, the effect of new entrants on contract redactions is significantly stronger when the focal firm has greater competition

risk, lower dependence on external financing, and fewer foreign subsidiaries. Finally, we identify new entrants based on potential

product entries through patents. These alternative aspects of new entrants are also linked to a significant increase in incumbents’

contract redactions. These results indicate that the presence of new entrants intensifies the influence of product market threats

on incumbents’ disclosure decisions, leading to increased redaction of proprietary information in contracts.

JEL Classification: G14 L11 M41 M45

1 | Introduction

We examine how new entrants, firms that enter a market in
less than 1 year, influence the mandatory disclosure incentives of
incumbent firms. Prior research predicts and finds that potential
entrants can motivate incumbents to disclose proprietary infor-
mation (e.g., Darrough and Stoughton 1990; Wagenhofer 1990;
Li 2010). Although the threat of potential entrants can motivate
greater disclosure, it remains unclear how incumbents manage
disclosure in response to new product market participants. One
perspective suggests that firms should avoid disclosing infor-
mation that could be exploited by new competitors (Kreps and
Wilson 1982; Milgrom and Roberts 1982; Cho and Kreps 1987
Bernard 2016; Shroff 2016). Alternatively, another view argues
thatincumbents should disclose proprietary information to signal
their commitment and readiness to compete aggressively with

new entrants if necessary (Bhattacharya and Ritter 1983; Gill 2008;
Baker and Mezzetti 2005; Anton and Yao 2004).

Unlike established firms, new entrants lack the opportunity to
build strong relationships or establish reputations with part-
ners in product and financial markets. At the same time, new
entrants are less constrained by existing production processes or
diseconomies of scope to develop new products and engage in
risk-taking behaviors (Aron and Lazear 1990). Research across
various fields has explored how incumbent firms respond to
new entrants (Cozzolino and Rothaermel 2018; Aghaie et al.
2022). For example, Karakaya and Yannopoulos (2011) find that
incumbents’ competitive reactions are affected by entering firms’
characteristics. The question of how incumbent firms respond
to new entrants through proprietary information disclosure,
however, remains underexplored.
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On the one hand, incumbents may be more cautious in their
disclosures when faced with competition from new entrants since
the value of their proprietary information may be greater to firms
just entering the market. New competitors lacking extensive
industry knowledge and established supply chain networks
might be able to learn from this information to build a strong
business foundation. Specifically, new entrants must understand
how to collaborate effectively with various contracting parties
serving the industry. For instance, the general recommendation
on how to survive the early, critical phase of a startup where
there is a gap between revenues and expenses often involves
establishing a contractual relationship with creditors, suppliers,
customers, and other stakeholders (Zwilling 2013). Following
this rationale, one would conjecture that incumbents may
withhold sensitive information in contracts to impede new rivals’
learning of related knowledge and, consequently, make it more
challenging for new entrants to adapt to the industry’s business
environment. Appendix C includes two examples of redaction
in contracts. In both examples, firms redact information that
might be useful to competitors, particularly those still learning
industry-specific knowledge.!

On the other hand, incumbents may be inclined to provide
evidence of their innovative progress and strategic alliances
within the market by revealing proprietary information (Milgrom
and Roberts 1982; Gilbert, and Newbery 1982; Glaeser and Lands-
man 2021). Incumbents might engage in disclosure practices to
preempt potential investments from new entrants, who are less
constrained by cannibalization or diseconomies of scope and are
more likely to innovate new products. Moreover, incumbents
may also dismiss new entrants when making disclosure decisions
because the vast majority of startups do not succeed. It is well
known that approximately 90% of startups fail (Patel 2015; Adam
2024). Generally, a startup is not considered a success until it
has reached profitability and is generating positive operating
cash flows (Zwilling 2013). Considering the high failure rate of
new companies, incumbents may decide to concentrate their
competitive efforts on more established (tenured) rivals. In this
type of scenario, we do not expect a significant influence on
disclosure due to the threat of new entrants.

We focus on contract redactions. A significant advantage of this
type of disclosure is that it reveals instances of intentional with-
holding of proprietary information, as registrants are required
to include material contracts as part of their filings with the
Securities and Exchange Commission (SEC). In contrast, it is
challenging to determine whether nondisclosure stems from
a lack of information or from the strategic withholding of
information within a voluntary disclosure context (Hribar 2004;
Guo et al. 2004).

To capture new entrants, we use the Business Dynamics Statistics
(BDS) dataset provided by the US Center for Economic Studies.
These data track the opening and closing of all firm operations,
including private and public firms, and provide the number
of firms by age group. Utilizing this feature, we measure the
proportion of new entrants in a product market by counting the
number of firms in an industry less than a year old and scaling
by the total number of firms in the same industry from the prior
year (new entrants). We find that the proportion of new entrants
is positively associated with contract redaction, controlling for the
proportion of firms older than a year (older competitors). This

evidence suggests that incumbents may have greater concerns
about proprietary information in public disclosures that may
benefit new entrants and, as a result, lead incumbents to redact
their contracts more frequently. Using the census BDS data,
we also construct an alternative measure, net firms growth, to
capture the net increase of new firms within an industry. Net
firms growth accounts for both entries and exits in the industry.
Using this alternative measure of new entrants, we continue
to find that incumbents’ likelihood of redaction is positively
associated with net firms growth.

We also examine whether incumbents’ disclosure strategies vary
cross-sectionally based on the cost-benefit tradeoff of redacting
contracts when facing new entrants. We first posit that incum-
bents will likely assess and compare new rivals to themselves
and that their disclosure strategies would be determined by
their perception of the competitive landscape. In particular, if
incumbents determine that new entrants pose a significant threat,
then they may be more likely to curtail their disclosures through
contract redactions. As expected, we find that the effect of new
entrants on incumbents’ contract redaction is concentrated in the
subsample when the incumbents’ competition risk (as discussed
in their 10-K risk factor disclosures) in the current year is higher
than the previous year, and the effect is incrementally stronger
relative to when incumbents’ competition risk does not change
or decreases.

Second, prior research finds that greater transparency in financial
reporting can help reduce information asymmetry and cost of
capital (e.g., Francis et al. 2008; Verrecchia and Weber 2006).
Thus, redaction can be more costly for firms with high external
financing needs as it raises the costs of obtaining funding. For
these firms, incumbents may be less inclined to redact their
filings. As a result, we expect the effects of new entrants on
contract redaction to be stronger for firms with low external
financing needs. Consistent with this prediction, we find that
the effect of new entrants on incumbents’ contract redaction is
concentrated in the subsample when the incumbents’ external
financing needs are low, and the effect is incrementally stronger
relative to when incumbents’ external financing needs are high.

Third, an influx of new firms into an industry in the United
States can pose a significant threat to incumbents that primarily
rely on domestic (US-based) operations. Incumbents, with their
revenue streams concentrated domestically, have fewer avenues
for diversification and are more reliant on domestic resources
and contractual relationships. Thus, we posit that higher new
domestic entering firms in an industry, captured by the BDS data,
represent a relatively more (less) costly threat for incumbents
with a low (high) number of foreign subsidiaries. As expected,
the effect of new entrants on filing redaction is concentrated
in the subsample when a firm has a lower number of foreign
subsidiaries, and the effect is more pronounced relative to
the subsample when a firm has a higher number of foreign
subsidiaries.

We perform additional tests and robustness checks to corroborate
our primary results. We begin by creating a weighted measure of
competitor tenure (weighted competitor tenure) to capture the
overall age composition of firms in an industry. The greater the
number of young (old) firms an industry has, the lower (higher)
the weighted competitor tenure. If incumbents operate in an
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industry with a greater proportion of young firms, then the overall
threat from young firms might also result in a higher likelihood of
contract redaction from incumbents. We find results suggesting
that weighted competitor tenure is negatively associated with
incumbents’ likelihood of redaction.

In addition to examining newly established firms within an
industry (new firm entrants), we also analyze new entrants from
the standpoint of product innovation (new product entrants).
Specifically, we use patents filed by other firms sharing the focal
firm’s patent classes to capture threats posed by the potential
development of new products from both public and private
entities. Our findings indicate that incoming patents that exhibit
similar technological focus or comparable features to the focal
firm are associated with a higher likelihood of redaction from
the focal firm. These findings also suggest that threats from
newly designed (future) products can increase incumbent firms’
concern about disclosing proprietary information contained in
contracts. Furthermore, these findings complement our main
results, suggesting that both new firms and product entrants
influence contract redactions.

We examine additional measures as controls for general notions
of competition. One concern might be that our documented
findings are simply explained by changes in industry competition.
To alleviate this concern, we utilize several alternative measures
beyond product market fluidity and find that our results remain
robust to the inclusion of these controls. We also examine and do
not find that our results are explained by the redaction behavior
of industry leaders. We perform several additional robustness
checks and discuss them in detail in Section 5.5.

Our study makes several contributions. First, economic the-
ory predicts that incumbents should prey on new entrants to
eliminate them and deter future competition (Milgrom and
Roberts 1982). One way to signal a willingness to engage in
aggressive competition is to disclose proprietary information.
Along this line, Glaeser and Landsman (2021) find that firms
accelerate patent application disclosures to deter competition.
On the other hand, several studies also find that firms tend
to withhold information when faced with high product market
competition (e.g., Huang et al. 2017; Ryou et al. 2022; Heinle
et al. 2023). Similarly, Li and Li (2020) find that greater protection
of proprietary information through the Inevitable Disclosure
Doctrine leads to more disclosure in the form of management
guidance. Chu et al. (2024) find that product market competition
influences disclosure content in the management discussion and
analysis (MD&A) section of the 10-K report. We contribute to
the literature by providing evidence suggesting that the effects
of competition on incumbents’ disclosure strategy can depend
on entrant tenure. Namely, we find that a greater inflow of new
entrants increases the likelihood that a firm redacts information
on new material contracts. Our results suggest that incumbents
protect proprietary information more aggressively when faced
with threats from new firms.

Second, our study also contributes to our understanding of incen-
tives for firms to redact contract information. Thompson et al.
(2023) suggest that firms redact information that is material.?
Prior research indicates that concerns about both proprietary and
agency costs can lead to redactions (e.g., Verrecchia and Weber
2006; Boone et al. 2016; Glaeser 2018; Heinle et al. 2023; Bao et al.

2022; Chen et al. 2022). Our study is related to the stream of liter-
ature that examines the effect of proprietary costs on redaction.
We contribute to our understanding of competition from new
entrants by providing evidence suggesting that the threat posed by
new entrants leads incumbents to curtail more of their disclosures
when they perceive intense competition, have a lower need for
external financing, and rely primarily on domestic operations
for their business. These results suggest that incumbents base
their disclosure decisions on their assessment of threats from new
entrants and the costs and benefits of withholding information.
When incumbents believe that disclosing contract information
would be of little value for the new entrants or when the cost of
withholding this information is high, incumbents are more likely
to be forthcoming in their disclosures.

Moreover, we extend this literature by providing evidence sug-
gesting that the influence of proprietary costs on disclosure
depends on the source of the proprietary costs. Specifically, prior
research has not differentiated proprietary costs on the basis of
competition from new entrants and existing rivals. Our results
suggest that this form of competitive pressure from new entrants
leads firms to reassess their proprietary information disclosures
in a way not captured in prior research. In examining which firms
are more likely to conceal the identities of their major customers,
Ellis et al. (2012) do not distinguish the source of competition
for capturing proprietary costs. Both Glaeser (2018) and Li et al.
(2018) find that firms are more likely to redact their contracts
or conceal major customer identities when proprietary costs are
greater. However, these studies use trade secrets as the source
(as opposed to competition) through which proprietary costs can
change.

We also find that the disclosure context (i.e., the type of disclo-
sure) matters depending on the source of the proprietary costs. Ali
et al. (2014) find more disclosure of managerial guidance in less
concentrated industries. Ellis et al. (2012) find that firms in more
competitive industries are less likely to conceal the identities of
their major customers. In contrast, we find that firms are more
likely to redact contracts when facing greater competition from
new entrants. Overall, our results add to a more complete picture
of proprietary costs and disclosure.

2 | Institutional Background and Hypothesis
Development

2.1 | Institutional Background

Confidential treatment requests regarding required disclosures
are generally governed by Rule 406 under the Securities Act
of 1933 and Rule 24b-2 under the Securities Exchange Act of
1934.3 Over our sample period, a registrant filing for confidential
treatment must support its request by citing at least one of the
exemptions under the Freedom of Information Act (FOIA).*
Under the FOIA, the SEC must honor third-party requests for a
company’s filings and records unless the request is specifically
exempted under the act. FOIA specifies nine categories of
exemptions. In general, companies use the exemption specified in
subsection (b) (4), which allows non-disclosure of documents that
would reveal “trade secrets and commercial or financial informa-
tion obtained from a person and privileged or confidential.” In
fact, firms that seek confidential treatment of required disclosures
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almost always argue that the required disclosure would cause
substantial competitive harm.

Staff Legal Bulletin No. 1 specifies the procedure for submitting a
confidential treatment request to the SEC. To file for confidential
treatment, a company must submit two filings: (1) a paper filing to
the Secretary of the SEC to request confidential treatment and (2)
an online EDGAR filing of a redacted version of the mandatory
filing. In the EDGAR filing, the firm must clearly mark the
redacted portion and indicate that the redacted disclosures are
filed separately with the SEC. The paper filing, which should be
submitted at the same time as the EDGAR filing, should include
a confidential treatment request application and a complete copy
of the unredacted mandatory filing. On this complete copy, the
firm must clearly mark (e.g., highlight and circle) the portions
subject to the confidential treatment request. Along with the
application, firms must submit their analyses of the basis for
their requests. Required disclosures that are material to investors
cannot receive confidential treatment, nor can materials that are
publicly available from other sources (SEC 1997, 2001).°

Once the SEC receives a confidential treatment request, it aims
to finish the initial review and respond within 28 days. If the
SEC staff has no comments, a confidential treatment order
(CTO) is issued granting the request. Otherwise, a comment
letter is issued to the company. The company has 21 days to
respond. After all comments are cleared, the SEC’s decision
on the confidential treatment request is issued on a CTO. The
SEC’s decision could be an approval, an approval with modified
redaction, or a denial. If the decision is an approval with modified
redaction or a denial, then the firm must file an amendment of
the original EDGAR filing (SEC 1997, 2001). Once a confidential
treatment request is granted, the confidential period can last for a
maximum of 10 years. On May 1, 2008, CTOs became available
online in the SEC’s EDGAR database. The availability through
the SEC website facilitates comprehensive access to all CTOs,
identifying firms that file for confidential treatment requests
on their new contracts. See Appendix B for an example of a
CTO.

2.2 | Hypothesis Development

Economic theory predicts that incumbents will engage in aggres-
sive competition with new entrants. For instance, Milgrom and
Roberts (1982) predict that incumbents will rationally prey on
new entrants to establish their reputation as tough rivals to new
entrants and to deter future competition. Consistent with this
prediction, results from Ali et al. (2014) suggest that managers
provide more voluntary disclosures in the form of earnings
guidance in less concentrated industries. Gilbert and Newbery
(1982) and Glaeser and Landsman (2021) find that firms may deter
entrants by disclosing proprietary information and technologies
through patents. Ellis et al. (2012) provide results suggesting that
firms are less likely to conceal the identities of their major cus-
tomers in more competitive industries. Other studies also suggest
that disclosing valuable proprietary information can signal an
incumbent’s commitment and ability to compete aggressively if
necessary (Bhattacharya and Ritter 1983; Gill 2008; Baker and
Mezzetti 2005; Anton and Yao 2004).

In practice, firms have been known to make product prean-
nouncement disclosures to reduce demand for a competitor’s
products as well as discourage new entrants. For instance, in
the 1990s, Microsoft was known to preannounce new software,
such as Windows NT, before it was ready for the market (Clark
1995). Competitors voiced concerns that the sole purpose of
these preannouncements was to get consumers to hold off on
purchasing their products in anticipation of Microsoft releasing
a similar product (Jones and Turner 1997).° Thus, we conjecture
that incumbents might consider disclosing contract information
when faced with new rivals. After all, disclosing contract informa-
tion can signal new rivals that the incumbents are determined and
have the resources to engage in fierce competition if necessary.

On the other hand, incumbents may withhold or redact propri-
etary information in contracts when faced with competition from
new market entrants. Redacted elements in public disclosures
(i.e., contracts) often revolve around sensitive information such
as pricing, specific technical capabilities, or unique contractual
terms. This information would be highly difficult to source from
alternative channels (such as analyst reports or press releases).
In contrast to established competitors, new entrants often lack
industry knowledge, planning, creditor and supply chain net-
works, and other essential contractual relationships required to
effectively and efficiently produce and market their products
(Zwilling 2013). As such, contract information could be especially
beneficial to firms that have recently entered the market. Thus,
redactions can affect competition by obscuring critical insights
that new entrants might otherwise use to benchmark their
offerings, understand incumbent strengths and weaknesses, or
identify underserved opportunities.

For instance, consider a manufacturing agreement between Coca-
Cola Company and Coca-Cola Bottling Co.” Substantial portions
of this agreement are redacted. In particular, the agreement
frequently refers to Exhibit A (products and price) and Exhibit
B (transfer price methodology), where prices and cost-related
information are redacted. The redaction of these key pricing
details may lead a startup to struggle to determine whether it
can compete effectively on cost, leading to hesitation or miscal-
culation in entering the market. In another agreement between
Cloudera and Intel,® key information regarding technological
initiatives (Exhibit B, Section 3) and joint projects (Exhibit B,
Section 1 and Table 1) are redacted. Hiding these details can
prevent startups from knowing the focus areas between Cloudera
and Intel and targeting gaps in these initiatives. If incumbents
are concerned about new entrants gaining valuable insights from
their contract disclosures, they might decide to curtail those
disclosures to hinder new entrants and impede their ability to
survive.

It is also possible that incumbents might choose to ignore
competition from new firms. It is well known that startups
often experience failure. By some estimates, 90% of startups fail
(Patel 2015; Adam 2024) because new entrants do not have a
parent firm to get technical expertise, subsidies, or support for
external financing, unlike tenured firms (Carroll et al. 1996).
Given the limited resources and high failure rates of new entrants,
incumbents may opt to ignore new entrants. Under this type of
scenario, we do not expect new entrants to significantly influence
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TABLE 1 | Sample distribution.

Panel A: Sample distribution by year

Year N Redaction New entrants Net firms growth
2007 2135 0.12 7.91 0.53
2008 2246 0.15 7.36 -1.78
2009 2149 0.16 6.61 -1.61
2010 2120 0.15 6.44 -1.45
2011 2016 0.14 7.17 0.12
2012 1972 0.14 7.61 2.18
2013 1950 0.13 7.12 -0.36
2014 2012 0.14 7.39 0.90
2015 1964 0.14 7.48 0.40
2016 1836 0.12 7.39 0.33
2017 1667 0.14 6.89 —-0.74
Panel B: Sample distribution by industry (Top 10 industries)

NAICS3 Industry N Redaction New entrants Net firms growth
334 Computer and Electronic Product Mfg. 3242 0.12 4.45 -1.62
325 Chemical Mfg. 2663 0.36 6.60 1.47
541 Pro., Scientific, and Technical Services 1184 0.08 11.52 1.08
333 Machinery Mfg. 1062 0.08 3.74 -0.99
339 Miscellaneous Mfg. 853 0.16 5.31 -1.76
511 Publishing Industries 844 0.10 8.06 0.67
211 Oil and Gas Extraction 751 0.06 6.54 -1.41
336 Transportation Equipment Mfg. 746 0.09 5.01 —-0.51
519 Other Information Services 742 0.16 15.20 4.56
423 Merchant Wholesalers 548 0.07 5.41 -1.26

Note: This table presents the sample distribution. Panel A presents the distribution by year. Panel B presents the top 10 industries. Industry classification is based

on three-digit NAICS codes.

the disclosure of incumbent firms. These arguments lead to our
main hypothesis, stated in the null form:

New entrants do not influence incumbent disclosures of proprietary
information.

3 | Sample and Descriptive Statistics
3.1 | Dataand Sample

Data from several sources are used to examine the relation-
ship between new entrants and corporate disclosure. The BDS
database categorizes firms based on their age in each industry,
including newly entered firms with an age of less than 1 year.
The BDS database was developed by the Center for Economic
Studies of the US Census Bureau. It tracks the number of
businesses that opened, closed, or continued their operations on
an annual basis since 1978.° The dataset tabulates the distribution
of firms by geographic area, industry, age, and employment size
of the enterprise, and cross-tabulates across multiple combina-
tions of these characteristics. It covers the vast majority of US

businesses with paid employees, using industry classifications
based on the 2017 North American Industry Classification System
(NAICS) codes. Specifically, all NAICS industries are covered
with the exceptions of Crop (111x) and Animal production (112x),
Rail Transportation (4821), Post Service (4911), Insurance and
Employee Benefit Funds (5251), Private Households (8141), and
Public Administration (92x).1°

We use contract redaction as our dependent variable of interest.
To identify contract redactions, we begin with CTO available
from the SEC. CTO filings are available on the SEC’s EDGAR
website starting from May 2008. Our sample includes CTOs filed
from May 2008 to April 2019. We downloaded all CTOs filed
over this period through the SEC’s EDGAR website."! Next, we
use a C# program to extract the following information from the
downloaded CTOs: filing date, filing form, and exhibit number
for which a redacted disclosure appears. We keep 10-K/Q or 8-
K filings, which contain redacted material contracts included
as exhibits. Material contracts are filed with an exhibit number
that starts with 10.XX (SEC exhibit list).”> We consider redacted
contracts filed between calendar years 2007 and 2018 and obtain
9136 unique filings with at least one redacted contract traced from
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CTOs. At this point, the unit of observation is at the firm-report
level.® We also measure redaction at the firm-year level. Given
the data available for redacted contracts, we anchor our sample on
firms available through Compustat from 2007-2017. This sample
period allows us to look forward in a 12-month window to see if
our sample firms have redactions within 12 months of their fiscal
year-end. A firm may file more than one redacted agreement in
a given year. This overlapping of redacted agreements happens
because the firm files multiple exhibits with redacted disclosures
in a single financial report or multiple financial reports with
redacted agreements within a year. If there is more than one
redacted agreement for a firm within a year, we treat it as one
firm-year observation for our redaction tests. We construct the
redaction indicator variable, Redaction, by setting it to one if the
firm filed at least one material contract with redacted information
as part of a 10-K/Q or 8-K filing within 12 months after the
fiscal year-end. We obtain 5414 firm-years with material contract
redactions over our sample period.

‘We merge the contract redaction observations with the combined
file containing Compustat financial measures and CRSP return
measures. We eliminate the utility (4900-4999), financial (6000-
6999), and public administration (9000-9999) industries and
require firm years to have positive assets, sales, and equity. We
also require firms to be headquartered in the United States We
also merge with the measures of new product market entrants
from the BDS dataset to construct our base sample. To mitigate
the influence of outliers, we exclude industry years from the
BDS sample during our sample period if the net growth rate of
firms for that industry year is below the 1st percentile or above
the 99th percentile. Additionally, we require firm-years in our
sample where the company filed at least one material contract
over the year after the fiscal year-end. These procedures result
in a sample of 3069 firm-year observations for the treatment
group and 18,998 for the control group, or 22,067 total firm-year
observations consisting of 3401 firms.

Table 1 Panel A presents sample distribution statistics by year.
The proportion of firms with contract redaction is relatively
stable, ranging from 12% to 16%. The average percentage net
growth in the number of firms in an industry (net firms growth)
fluctuates across our sample years and coincides mostly with
the economic cycle. For instance, the number of firms ceasing
operations exceeds the number of new firms entering the market
during the economic downturn of 2008-2010. As a result, the net
growth of firms is negative, ranging from —1.45% to —1.78% in
those years. In 2012, there was a large net increase of 2.18% in total
firms when the economy recovered. Other than those years, the
percentage of new firms entering the market has been similar in
the other years of our sample period.

Panel B of Table 1 presents the top 10 industries on the basis of
three-digit NAICS industry classifications. Firms whose financial
reports or statements contain confidential information are largely
from the chemicals manufacturing, miscellaneous manufactur-
ing, and other information services. They account for more than
40% of the sample. Chemical manufacturing has the highest
percentage of filing redactions at 36% and an average net firms
growth rate of 1.47% across all years, suggesting that there are
more firms entering than exiting the chemical manufacturing

industry. At the other end is the oil and gas extraction industry,
which has a 6% redaction rate across all firm-years and a —1.41%
net growth rate of firms. In this industry, there are more firms
going out of business than new entrants across the years of
our sample. The industry with the largest expansion is “other
information services” (consisting of news syndicates, libraries,
and archives, internet publishing and broadcasting, and web
search portals) and has a 4.56% net yearly growth rate.

3.2 | Descriptive Statistics

Table 2 Panel A reports firm characteristics for our redacting and
non-redacting samples. The descriptive statistics indicate that
firms with redacted disclosures have a 0.40% (t = 5.43) higher new
entrant rate and 0.69% (¢ = 9.32) higher net growth rate of firms
compared to the non-redacting sample. Redacting firms exhibit
higher research and development (R&D) and higher fluidity than
non-redacting firms. Additionally, the redacting sample consists
of relatively smaller firms experiencing poor accounting perfor-
mance but higher cash holding and sales growth. Table 2 Panel
B reports the Pearson (Spearman) correlations. The correlations
indicate that our primary test variables of new entrant percentage
(new entrants) and net growth rate of firms (net firms growth)
are significantly positively associated with the likelihood of redac-
tion. Overall, market-to-book, cash holdings, sales growth, R&D
expenditures, the inverse of firm age, the number of exhibits,
product fluidity, stock return, and return volatility are positively
associated with the likelihood of redaction. Firm size, leverage,
ROA, fixed assets, and institutional ownership are negatively
associated with the likelihood of redaction. In our multivariate
regressions, we focus on explaining the effects of new entrants
on redaction while controlling for these other determinants (such
as R&D expenditures and product fluidity) that can be associated
with managers’ choice to redact their filings.

4 | Research Design and Results

4.1 | New Entrants and the Likelihood of
Disclosure Redaction

We test the relation between new entrants and redaction using
the following multivariate Probit regression:

Redaction;,,, = a, + a;New entrants; , + Z a;Controls;,; + ¢

¢Y)
where i indicates firm and ¢ indicates year. The dependent
variable, Redaction;,,,, is an indicator variable set to one if the
firm files at least one redacted material agreement as part of a 10-
K/Q, or 8-K for a given year, and zero otherwise. New entrants
measure the proportion of new peers that entered the industry
(i.e., when the firm’s age is less than 1 year, new entrants). It is
defined as the fraction of firms with an age of less than 1 year
divided by last year’s total number of firms in an industry and
stated as a percentage. > o;Controls;, is a vector of other variables
that prior research has used as determinants of firms withholding
information (e.g., Verrecchia and Weber 2006; Boone et al. 2016).
Specifically, we control for factors that may affect information
redaction, including firm size (size), firm growth opportunities
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proxied by the natural logarithm of Market-to-book (LnMarket-
to-book), market leverage (leverage), and cash holdings (cash).
We also control for performance in the product market, measured
by sales growth (sales growth) and accounting performance
(ROA), as well as investments, measured by (R&D) intensity and
capital expenditures (capital expenditure). We also control for a
firm’s human capital and fixed asset intensity, measured as the
number of employees relative to sales (LnEmployee/sales) and
the ratio of fixed assets over total assets (fixed assets). These
variables are winsorized at the 1% and 99% levels. In addition,
we include the number of material contracts (LnNumExhibits)
filed over the year, institutional holdings (Inst_ownership), and
stock return (return) and volatility (return volatility) as well
as the product market fluidity measure from Hoberg et al.
(2014) to capture product market instability. We also include
gross domestic product (GDP) growth, income per capita, and
unemployment to account for macro-economic factors that can
be related to inflows of new entrants and contract redaction.
Appendix A contains the detailed definition for each variable.
We also include industry and year-fixed effects to control for
time-invariant industry characteristics or time trends that may
influence filing redactions and cluster standard errors at the firm
level.

4.2 | Empirical Results

We test our model in Equation (1) and present the results in
Table 3. Column 1 of the table reveals significantly positive coeffi-
cients on new entrants after controlling for competitors older than
1 year. These results indicate that the proportion of competitors
under 1 year of age has a significant and positive association
with the likelihood of redaction.* Overall, the results suggest
that threats from new competitors intensify the need to protect
information, particularly when these rivals may extract insights
from publicly disclosed contracts. As a result, firms are likely to
curtail their disclosures when faced with competition from recent
market entrants. This behavior implies incumbent firms believe
that the proprietary information embedded in contracts could
benefit new competitors. Hence, firms strategically redact their
contracts in response to new entrants.

We extend the analysis by also examining the net firms growth
rate in an industry using the BDS data and its influence on
redactions. Specifically, net firms growth is measured as the
change in the number of firms in an industry in year ¢ from year
t — 1, normalized by the total number of firms in year ¢ — 1. Net
firms growth reflects the net increase in new firms, accounting
for both the firms that entered the industry and the ones that
left. The regression specification follows Equation (1) but includes
net firms growth as the measure for new entrants. Column 2
of Table 3 indicates that the coefficient on net firms growth is
positive and statistically significant. This result indicates that
the net growth in firms in an industry is positively associated
with the likelihood of incumbents’ contract redactions. Overall,
these results are consistent with the notion that incumbents are
concerned that proprietary information embedded in contracts
could benefit new competitors. By redacting this information,
incumbents can strengthen their competitive stance against new
rivals and protect their market position.

4.3 | Cross-Sectional Variation

Our main results suggest that the threat from new entrants (as
reflected by a larger proportion of new firms or a higher net
growth of firms) leads to more contract redactions. To provide
additional evidence consistent with these results, we conduct
a series of cross-sectional tests using the proportion of new
entrants, new entrants, and the net firms growth rate, net firms
growth, respectively, to capture threats from new entrants. Our
cross-sectional analyses are based on the cost-benefit tradeoffs
of redacting disclosures when facing threats from new entrants.
Our first conjecture is that incumbents are likely more concerned
about the costs of proprietary information in their contracts when
their competition risk increases. As a result, managers may be
more likely to redact their contracts when facing new entrants
in their industries. We subdivide the sample on the basis of the
change in competition risk and test the effect of new entrants
and net firms growth on incumbents’ likelihood of redaction. We
measure the managerial perception of competition change from
the risk section of the 10-K financial statement (see Appendix
A for variable details). Panel A of Table 4 presents the results.
This panel indicates that the coefficients for new entrants and net
firms growth are statistically significant in the subsamples where
competition risk has increased. Moreover, the differences in the
coefficients between the increase and non-increase subsamples
are statistically significant. This result is consistent with our
prediction that the threat from new entrants is more pronounced
when incumbents believe that competition is becoming more
intense.

Our second conjecture relates to the costs of withholding dis-
closures. Prior research suggests that firms have incentives to
be forthcoming with information when they have high external
financing needs because transparency reduces the cost of capital
(Diamond and Verrecchia 1991; Baiman and Verrecchia 1996;
Easley and O’Hara 2004). Following this rationale, we divide
our sample into two subsamples conditional on firms’ need for
external financing. External financing reliance is measured as a
firm’s new investments minus its internally generated operating
cash flows and scaled by total assets. We partition the sample
based on the median value and group firms into high (low)
external financing needs if their reliance is greater than (less
than or equal to) the median. A firm prefers a lower cost of
capital when it needs more external financing. In this case,
greater disclosure to investors may become more important
than concerns about withholding proprietary information from
competitors. As a result, we expect that the relation between
threats from new entrants and the likelihood of incumbents’
redaction will be concentrated in the subsamples when external
financing needs are low. Consistent with this prediction, Panel B
of Table 4 indicates that the coefficients for new entrants and net
firms growth are significant in the low external financing needs
subsamples. Moreover, the differences in the coefficients between
the low and high subsamples are statistically significant.

We also examine whether the likelihood of redaction in response
to new firms entering an industry might be affected when the
incumbent’s business is internationally diversified. Managers
could be more sensitive to new domestic firms entering their
industries if their operations are concentrated in the United
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TABLE 3 | New entrants and redaction.

@) (2
Dependent variable: Redaction Coefficient z-Statistic Coefficient z-Statistic
New entrants 0.025*** 3.09
Net firms growth 0.014*** 3.35
Older competitors 0.009* 1.67
Size —0.068*** =5.00 —0.068*** —4.98
LnMarket-to-book 0.039 0.91 0.040 0.93
Leverage —0.188 -1.17 —0.188 -1.17
Cash 0.797*** 7.23 0.797*** 7.23
Sales growth 0.028 1.10 0.029 111
ROA 0.057 0.60 0.054 0.56
R&D 0.376* 1.75 0.373* 1.74
Capital expenditure 0.472 1.45 0.485 1.50
Fixed assets 0.5747*+* 3.32 0.569*** 3.30
LnEmployee/Sales —0.136™** —5.32 —0.136™** -5.31
Firm age 0.134 1.52 0.136 1.54
LnNumExhibits 0.558*** 23.17 0.558*** 23.19
Inst_ownership 0.133** 2.50 0.132%* 2.49
Fluidity 0.071%** 10.16 0.070*** 10.12
Return 0.031* 1.75 0.031* 1.75
Return volatility 0.295* 1.72 0.297* 1.74
GDP growth 0.015** 2.40 0.016™* 2.45
Income per capita 0.106 0.69 0.106 0.69
Unemployment 0.040** 2.49 0.040** 2.49
N 22,067 22,067
Industry FE Yes Yes
Year FE Yes Yes
Firm cluster Yes Yes
Pseudo R-squared 0.232 0.232

Note: This table presents the Probit regression results for the relation between new entrants (percent of firms less than 1-year-old and net growth in the number of
firms in an industry) and contract redaction. The dependent variable is whether the firm redacts material contracts in its 10-K/Q or 8-K filings over the fiscal year
(redaction). New entrants is defined as the fraction of firms with an age of less than one year divided by last year’s total number of firms in an industry and stated
as a percentage. Net firms growth is the growth rate of firms in an industry. All variable definitions are detailed in Appendix A. Industry and year-fixed effects are
included across all specifications. Coefficients are reported to the left, whereas z-statistics, based on firm-clustered robust standard errors, are reported to the right

of each coefficient.

Abbreviations: GDP, gross domestic product; R&D, research and development.

#rk 4k and * denote statistical significance at the 1%, 5%, and 10% levels, respectively.

States. Indeed, the threat of a new domestic firm would likely pose
a lesser influence on the incumbent with global operations, and
the benefits of contract redaction would also be less pronounced.
As aresult, the relation between new entrants and the likelihood
of incumbents’ redaction should be stronger when incumbents
have fewer foreign subsidiaries. We count the number of foreign
countries where a firm’s subsidiaries are located then divide the
sample on the basis of the median value of this measure. If a firm’s
subsidiaries cover more foreign countries than the median value,
then we classify it as high and low otherwise. Panel C of Table 4

provides the results. Consistent with expectations, we find that
the coefficients for new entrants and net firms growth remain
significant only when the number of foreign subsidiaries is low.
The differences in the coefficient values across the low and high
subsamples are also statistically significant, indicating that the
effect of new entrants on redaction is significantly stronger when
incumbents’ subsidiaries operate in fewer foreign countries. This
evidence suggests that competition from new entrants poses a
greater threat to incumbents that rely more on the domestic
market and operations.’
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TABLE 4 | Cross-sectional variation on the relation between firm entrants and redaction.

Panel A: Competition risk change

Increase Not-increase Increase Not-increase
Dependent variable: Redaction 1) 2) 3) 4)
New entrants 0.053%** 0.014
(3.60) (1.26)
Net firms growth 0.032%** 0.008
(4.16) (1.39)
Older competitors 0.021** 0.005
(2.27) (0.66)
Size —0.081%** —0.075%** —0.080*** —0.075%**
(=3.99) (—4.74) (=3.96) (—4.74)
LnMarket-to-book 0.010 0.092 0.011 0.092*
(0.17) (1.64) (0.18) (1.65)
Leverage -0.129 —0.158 —0.128 —0.158
(~0.57) (~0.80) (~0.56) (~0.80)
Cash 0.771%** 0.701%** 0.774%** 0.700%**
(4.93) (5.14) (4.95) (5.14)
Sales growth —0.024 0.089*** —0.023 0.089***
(—0.49) (2.66) (~0.47) (2.67)
ROA 0.092 —0.030 0.083 —-0.031
(0.59) (-0.22) (0.54) (-0.24)
R&D 0.459 0.271 0.448 0.270
(1.46) (0.99) (1.42) (0.98)
Capital expenditure 0.542 0.713 0.568 0.719
(1.13) (1.58) (1.18) (1.60)
Fixed assets 0.627*** 0.380* 0.615%** 0.378*
(2.83) (1.74) (2.78) (1.73)
LnEmployee/Sales —0.113*** —0.148*** —0.114*** —0.148***
(-3.20) (-4.71) (-3.21) (—4.70)
Firm age 0.169 0.288™* 0.177 0.289**
(1.15) (1.98) (1.20) (1.99)
LnNumExhibits 0.596™** 0.5817** 0.596™** 0.5817**
(16.36) (18.89) (16.37) (18.90)
Inst_ownership 0.229** 0.076* 0.229** 0.075*
(2.27) (1.67) (2.26) (1.66)
Fluidity 0.073*** 0.071%** 0.0727%** 0.071%**
(6.94) (8.46) (6.89) (8.44)
Return 0.019 0.024 0.019 0.024
(0.76) (0.85) (0.78) (0.84)
Return volatility 0.372 0.082 0.376 0.085
(1.34) (0.32) (1.35) (0.34)
GDP growth 0.027** 0.005 0.028** 0.005
(2.45) (0.61) (2.43) (0.63)
(Continues)
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TABLE 4 | (Continued)

Panel A: Competition risk change

Increase Not-increase Increase Not-increase
Dependent variable: Redaction 1) ) 3) 4
Income per capita 0.163 0.084 0.171 0.083
(0.81) (0.47) (0.85) (0.46)
Unemployment 0.053** 0.029 0.052** 0.029
(2.55) (1.50) (2.53) (1.50)
N 7628 12,010 7628 12,010
Industry FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Firm cluster Yes Yes Yes Yes
Pseudo R-squared 0.223 0.258 0.223 0.257
Coefficient differences z-Statistic
New entrants (increase-not-increase) 0.039** 2.12
Net firms growth (increase-not-increase) 0.024** 2.55
Panel B: External financing need
Low High Low High
Dependent variable: Redaction 1) () 3) @)
New entrants 0.042%%* 0.012
(3.48) (1.06)
Net firms growth 0.025%** 0.005
(4.17) (0.84)
Older competitors 0.016™* 0.001
(2.20) (0.19)
Size —0.099*** —0.036* —0.099*** —0.036*
(-5.22) (-1.87) (-5.21) (~1.86)
LnMarket-to-book —0.009 0.067 —0.007 0.067
(-0.12) (1.34) (—0.09) (1.35)
Leverage -0.023 —0.526™** -0.020 —0.526™**
(~0.09) (=2.71) (~0.08) (=2.71)
Cash 0.8747** 0.804*** 0.873%** 0.804***
(4.16) (6.57) (4.16) (6.56)
Sales growth 0.057 0.014 0.060 0.014
(0.77) (0.49) (0.81) (0.49)
ROA -0.125 0.100 —-0.131 0.099
(~0.48) (0.94) (=0.50) (0.93)
R&D 1.895%* 0.245 1.877** 0.243
(2.42) (1.09) (2.40) (1.08)
Capital expenditure 0.528 0.260 0.531 0.273
(0.73) (0.73) (0.73) (0.77)
Fixed assets 0.397 0.840™** 0.397 0.834%**
(1.54) (4.20) (1.54) (4.17)
(Continues)
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TABLE 4 | (Continued)

Panel B: External financing need

Low High Low High
Dependent variable: Redaction 1) ) 3) @)
Employee —0.144%** —0.129*** —0.145%** —0.129%**
(=2.74) (—4.99) (=2.77) (—4.98)
Firm age 0.070 0.170 0.064 0.172
(0.50) (1.57) (0.45) (1.60)
LnNumExhibits 0.557*%* 0.566™** 0.559*** 0.566%**
(15.68) (18.03) (15.72) (18.01)
Inst_ownership 0.150** 0.092 0.149** 0.093
(2.36) (1.03) (2.35) (1.04)
Fluidity 0.077%** 0.064*** 0.077*%* 0.064**
(6.75) (7.93) (6.72) (7.91)
Return 0.009 0.015 0.009 0.015
(0.35) (0.59) (0.34) (0.58)
Return volatility 0.757** 0.190 0.756™* 0.192
(2.31) (0.91) (2.30) (0.92)
GDP growth 0.016* 0.013 0.016* 0.013
(1.69) (1.40) (1.70) (1.42)
Income per capita —0.069 0.228 —0.067 0.228
(-0.32) (1.24) (-0.32) (1.23)
Unemployment 0.001 0.066™** 0.000 0.066™**
(0.02) (3.48) (0.00) (3.49)
N 11,030 11,034 11,030 11,034
Industry FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Firm cluster Yes Yes Yes Yes
Pseudo R-squared 0.209 0.245 0.209 0.245

Coefficient differences

z-Statistic

New entrants (low-high) 0.029* 1.77
Net firms growth (low-high) 0.019** 2.34
Panel C: Number of foreign subsidiaries
Low High Low High
Dependent variable: Redaction ) 2) 3) (€))
New entrants 0.040%** 0.008
(3.13) (0.55)
Net firms growth 0.031%** —0.006
(4.95) (~0.79)
Older competitors 0.027*** —0.013
(3.34) (-1.48)
Size —0.043* —0.123%** —0.043* —0.122%**
(-1.93) (=3.89) (~1.93) (=3.87)
(Continues)
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TABLE 4 | (Continued)

Panel C: Number of foreign subsidiaries

Low High Low High
Dependent variable: Redaction 1) (2) 3) (C))
LnMarket-to-book —0.002 0.025 0.000 0.027
(—0.03) (0.25) (0.00) 0.27)
Leverage -0.176 0.082 -0.175 0.079
(-0.79) (0.24) (-0.79) (0.24)
Cash 0.707*** 0.880%** 0.705%** 0.885%**
(4.26) (3.72) (4.25) (3.74)
Sales growth 0.059* 0.034 0.059* 0.035
1.75) (0.39) .77 (0.40)
ROA —0.087 0.081 —0.092 0.070
(—0.63) (0.32) (—0.66) (0.28)
R&D 0.440 0.520 0.439 0.515
(1.41) (0.95) (1.40) (0.95)
Capital expenditure 0.292 1.022 0.301 1.054
(0.62) (1.28) (0.64) (1.33)
Fixed assets 0.158 1.358%%* 0.155 1.348%**
(0.67) (3.64) (0.66) (3.62)
LnEmployee/Sales —0.117*** —0.273%** —0.116™** —0.274%**
(=3.14) (-4.11) (=3.14) (-4.12)
Firm age 0.130 —0.021 0.131 -0.017
(0.98) (-0.11) (0.98) (~0.08)
LnNumEzxhibits 0.542%%* 0.665%** 0.543%*** 0.664***
(15.77) (14.34) (15.79) (14.33)
Inst_ownership 0.300%** 0.036 0.299%** 0.033
(3.10) (0.26) (3.10) (0.25)
Fluidity 0.052%** 0.090*** 0.052%** 0.090***
(5.38) (6.65) (5.34) (6.64)
Return 0.053** 0.031 0.053** 0.031
(2.43) (0.72) (2.44) 0.72)
Return volatility 0.303 —0.072 0.301 —0.054
(1.15) (~0.14) (1.15) (~0.10)
N 9642 8098 9642 8098
Industry FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Firm cluster Yes Yes Yes Yes
Pseudo R-squared 0.264 0.219 0.264 0.219
Coefficient differences z-Statistic
New entrants (low-high) 0.032* 1.66
Net firms growth (low-high) 0.037*** 3.73
(Continues)
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TABLE 4 | (Continued)

Note: This table presents cross-sectional results on the relation between new entrants or net firms growth and redaction. Panel A provides the results conditional on
changes in competition risk. Competition risk (CR) is measured as the number of competition-related keywords (competition, competitor, competitive, compete,
and competing) scaled by the total number of words in the risk factor section of a 10-K filing. We measure the change in competition risk (ACR) as CR at year ¢
minus CR at year ¢ — 1. Firms with positive ACR are categorized as an increase in competition risk and otherwise categorized as non-increasing. Panel B presents
the results conditional on external financing needs. External financing need is measured as new investments minus operating cash flows, scaled by total assets at
the beginning of the year. If a firm’s external financing need is higher than the median, that firm is classified as high and otherwise classified as low for that year.
Panel C reports the results conditional on the number of foreign subsidiaries. We group firm-years into high (low) if that firm’s number of foreign subsidiaries is
above (below) the median. All variable definitions are detailed in Appendix A. Industry and year-fixed effects are included across all specifications. z-Statistics,

based on firm-clustered robust standard errors, are reported in parentheses below the coefficients.

Abbreviations: GDP, gross domestic product; R&D, research and development.

*x ** and * denote statistical significance at the 1%, 5%, and 10% levels, respectively.

5 | Additional Analyses and Robustness Checks
5.1 | Weighted Competitor Tenure

Our main results suggest that the threat from new entrants leads
incumbents to redact their contracts more frequently. To corrob-
orate this main result, we conduct a battery of additional analyses
and robustness tests. First, we create a measure of weighted
competitors’ age (weighted competitor tenure) to capture the
overall age composition of firms in an industry and examine its
effect on the focal firms’ likelihood of contract redaction. A lower
weighted competitor tenure indicates that the industry consists
of a greater proportion of young firms. We continue to use the
regression specification from Equation (1) but replace competitor
tenure with weighted competitor tenure. Firms may be more
concerned about revealing information in their contracts if an
industry consists of more young companies, as young peer firms
might benefit from this information. As a result, we expect a
lower likelihood of contract redaction when weighted competitor
tenure is higher. The estimates from our analysis are reported
in Table 5. Consistent with our expectation, the coefficient for
weighted competitor tenure is negative and statistically signifi-
cant. This result indicates that a greater proportion of younger
firms in an industry increase the likelihood that an incumbent
will redact its contracts.

5.2 | New Product Development—Patents

Beyond the presence of new firms in an industry, we investigate
another dimension of new entrants through product innovation.
In particular, we examine new entrants from the aspect of new
product development (product entrants) using patent filings from
both public and private entities. Patents are an output measure
of a firm’s investments in research and development. If a greater
number of patents filed by other entities share the same category
classes as those of the focal firms, it can signal to the focal firms
that their peers are enjoying some success in developing new
products.’® As a result, focal firms might soon face newly designed
products being commercialized in the same product market. In
other words, peer firms’ patents in the same patent class can affect
the focal firm’s future competitive position in product markets.
Therefore, we predict that more patents being filed by peers in the
focal firms’ patent classes would lead the focal firms to curtail the
information contained in their contracts. After all, information
embedded in material contracts might inform other peers and
reduce the costs for them to enter the market.

TABLE 5 | Weighted competitor tenure.

Dependent variable: Redaction Coefficient z-Statistic

Weighted competitor tenure —0.068** —2.51
Size —0.069*** —5.03
LnMarket-to-book 0.040 0.93
Leverage —0.190 -1.18
Cash 0.7947%** 7.20
Sales growth 0.029 1.12
ROA 0.060 0.62
R&D 0.375* 1.75
Capital expenditure 0.501 1.55
Fixed assets 0.571%** 3.30
LnEmployee/Sales —0.136™** —5.34
Firm age 0.126 1.43
LnNumExhibits 0.557%*** 23.16
Inst_ownership 0.130** 2.47
Fluidity 0.071%** 10.18
Return 0.031* 1.76
Return volatility 0.280 1.64
GDP growth 0.016™* 2.45
Income per capita 0.106 0.69
Unemployment 0.041** 2.54
N 22,067

Industry FE Yes

Year FE Yes

Firm cluster Yes

Pseudo R-squared 0.232

Note: This table presents results on weighted competitor tenure and contract
redaction. Weighted competitor tenure is defined as the weighted summation
of ages across all firms in an industry. All variable definitions are detailed
in Appendix A. Industry and year-fixed effects are included across all
specifications. Coefficients are reported to the left, whereas z-statistics, based
on firm-clustered robust standard errors, are reported to the right of each
coefficient.

Abbreviations: GDP, gross domestic product; R&D, research and development.
*x o+ and * denote statistical significance at the 1%, 5%, and 10% levels,
respectively.
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TABLE 6 | New patents and redaction.

@) (2
Dependent variable: Redaction Coefficient z-Statistic Coefficient z-Statistic
LnNumPat 0.076*** 3.57
LnNumPat_Peer 0.073*** 3.40
LnNumPat_Firm —-0.002 -0.08
Size —0.116™** —5.84 —0.114%** -5.05
LnMarket-to-book 0.042 0.78 0.041 0.76
Leverage —0.239 -1.11 —0.241 -1.13
Cash 0.778*** 5.74 0.781*** 5.81
Sales growth 0.053* 1.77 0.053* 1.77
ROA —0.045 —0.38 —0.046 —0.38
R&D 0.056 0.22 0.061 0.24
Capital expenditure 1.407%** 3.01 1.407*** 3.00
Fixed assets 0.821%** 3.31 0.823*** 3.31
LnEmployee/Sales —0.176™** —6.03 —0.177*** —6.10
Firm age 0.312%* 2.39 0.316™* 2.43
LnNumExhibits 0.573%*** 18.37 0.573*** 18.39
Inst_ownership 0.314%** 3.39 0.313*** 3.37
Fluidity 0.069*** 8.05 0.069*** 8.06
Return 0.019 0.73 0.019 0.72
Return volatility 0.159 0.69 0.162 0.70
GDP growth 0.019** 2.09 0.019** 2.10
Income per capita 0.329* 1.73 0.329* 1.73
Unemployment 0.044** 2.27 0.044** 2.26
N 13,920 13,920
Industry FE Yes Yes
Year FE Yes Yes
Firm cluster Yes Yes
Pseudo R-squared 0.254 0.254

Note: This table presents analyses of potential new product entrants to an industry (based on new patents) and contract redactions. Product entrants are measured
based on the number of new patents filed within the focal firm’s patent classes. The dependent variable is whether the firm redacts its material contracts (redaction).
All variable definitions are detailed in Appendix A. Industry and year-fixed effects are included across all specifications. Coefficients are reported to the left, whereas
z-statistics, based on firm-clustered robust standard errors, are reported to the right of each coefficient.

Abbreviations: GDP, gross domestic product; R&D, research and development.
#k o+ and * denote statistical significance at the 1%, 5%, and 10% levels, respectively.

To test this prediction, we first develop a patent measure,
LnNumPat, as the natural logarithm of one plus the average
number of new patents in the same classes where the focal firm
also has patents. We identify the focal firms’ patent classes based
on the firm’s patents filed or issued over the past 5 years. We then
count the number of patents filed within each of the focal firm’s
patent classes filed by all public/private entities and calculate the
average across all patent classes per year for the focal firm.”” Note
that a firm’s patents could cover multiple classes, and one firm
could have multiple patents per class. We obtain the patent data
from Michael Woeppel’s website, which includes patents filed by
both public and private firms, and construct the patent sample
by combining the data provided by Michael Woeppel with US
Patent data on the Wharton Research Data Services (WRDS)."®

Along with LnNumPat, we also create two additional measures:
LnNumPat_Peer and LnNumPat_Firm. LnNumPat_Peer cap-
tures the patents filed from peer firms, whereas LnNumPat_Firm
captures patents filed only by the focal firm.

We report the findings in Table 6. In column 1, the coefficient of
LnNumPat (the total number of patents in the same patent classes
as the focal firm) is significantly positive, suggesting that a greater
number of patents filed in the focal firms’ intellectual property
space increases the likelihood of redactions. Column 2 of the same
table shows that a greater number of patents filed by peer firms
leads to a higher likelihood of redaction, as evidenced by the
significantly positive LnNumPat_Peer coefficient, whereas the
focal firm’s patents have no significant influence on redactions.
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TABLE 7 | Timing test.

¢y €) 3 C)) 5) (6) @) 3)
Redaction Redaction Redaction Redaction Redaction Redaction
Dependent variable t—1 t—1 Redaction t Redaction t t+1 t+1 t+2 t+2
New entrants 0.005 0.018* 0.025*** 0.006
(0.49) (1.87) (3.09) (0.76)
Net firms growth 0.007 0.009* 0.014*** 0.003
(1.34) (1.88) (3.35) (0.82)
Older competitors 0.007 0.004 0.009* 0.002
(1.19) (0.69) (1.67) (0.39)
Size —0.061***  —0.061™"** —0.074*** —0.073***  —0.068***  —0.068™** —0.027* —0.026*
(~4.50) (—4.50) (=5.38) (=5.36) (=5.00) (—4.98) (~1.94) (~1.94)
LnMarket-to-book 0.048 0.048 0.042 0.042 0.039 0.040 0.014 0.014
(1.01) (1.01) (0.90) (0.92) (0.91) (0.93) (0.32) (0.32)
Leverage 0.161 0.161 —0.098 —0.098 —0.188 —0.188 —0.066 —0.066
(0.93) (0.93) (~0.58) (~0.58) (=1.17) (-1.17) (-0.41) (=0.41)
Cash 0.708*** 0.708*** 0.855*** 0.855*** 0.797*** 0.797*** 0.699*** 0.700%**
(5.87) (5.87) (7.26) (7.26) (7.23) (7.23) (6.10) (6.10)
Sales growth —0.016 —0.016 0.036 0.037 0.028 0.029 0.016 0.016
(-0.56) (-0.57) (1.35) (1.38) (1.10) @a1) (0.57) (0.58)
ROA -0.017 -0.017 0.218** 0.215** 0.057 0.054 -0.144 -0.145
(~0.16) (-0.15) (2.04) (2.01) (0.60) (0.56) (~1.42) (~1.43)
R&D 0.107 0.107 0.518** 0.517** 0.376* 0.373* 0.431* 0.430*
(0.45) (0.45) (2.25) (2.25) (1.75) 1.74) (1.86) (1.86)
Capital expenditure 1.2971%** 1.297%#* 0.759** 0.766™** 0.472 0.485 0.139 0.144
(3.60) (3.60) (2.23) (2.25) (1.45) (1.50) (0.41) (0.43)
Fixed assets 0.358* 0.358* 0.604*** 0.602%** 0.574%** 0.569*** 0.566™** 0.564***
(1.95) (1.95) (3.28) (3.27) (3.32) (3.30) (3.18) (3.17)
LnEmployee/Sales —0.133%#* —0.133%** —0.147%** —0.147%** —0.136%** —0.136%** —0.134%* —0.134%*
(—4.98) (—4.98) (=5.57) (=5.56) (-5.32) (=5.31) (=5.11) (=5.11)
Firm age —0.710***  —0.710*** 0.033 0.034 0.134 0.136 0.180** 0.180**
(~6.45) (~6.45) (0.33) (0.35) (1.52) (1.54) (2.03) (2.04)
LnNumExhibits 0.298*** 0.298%#* 0.585%** 0.585%** 0.558*** 0.558%** 0.314%%* 0.315%**
(12.43) (12.43) (25.48) (25.46) (23.17) (23.19) 12.73) 12.74)
Inst_ownership 0.085* 0.085* 0.110** 0.109** 0.133** 0.132** 0.092** 0.092**
(1.90) (1.90) (2.42) (2.41) (2.50) (2.49) (2.03) (2.03)
Fluidity 0.075%** 0.075%** 0.061*** 0.060™** 0.071%* 0.070*** 0.063*** 0.062%**
(10.41) (10.42) (8.43) (8.41) (10.16) (10.12) (9.08) (9.07)
Return 0.021 0.021 0.002 0.002 0.031* 0.031* 0.023 0.023
(113) (1L13) (0.09) (0.10) (1.75) (1.75) (1.32) 1.32)
Return volatility 0.066 0.066 0.359** 0.361** 0.295* 0.297* 0.327* 0.328*
(0.38) (0.37) (1.98) (2.00) (1.72) (1.74) (1.95) (1.96)
GDP growth 0.007 0.007 0.014** 0.015** 0.015** 0.016™* 0.014** 0.014**
(0.89) (0.88) (2.04) (2.07) (2.40) (2.45) (2.17) (2.19)
(Continues)
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TABLE 7 | (Continued)

@ €) 3 4) 5) (6) &) (®)
Redaction Redaction Redaction Redaction Redaction Redaction

Dependent variable t—1 t—1 Redaction t Redaction t t+1 t+1 t+2 t+2
Income per capita 0.166 0.166 0.081 0.081 0.106 0.106 0.033 0.033

(1.06) (1.06) (0.51) (0.51) (0.69) (0.69) (0.22) (0.22)
Unemployment 0.044*+* 0.044*+* 0.047%** 0.046™** 0.040** 0.040** 0.029* 0.029*

(2.84) (2.84) (2.91) (2.89) (2.49) (2.49) 1.75) (1.75)
N 17,764 17,764 20,014 20,014 22,067 22,067 20,423 20,423
Industry FE Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
Firm cluster Yes Yes Yes Yes Yes Yes Yes Yes
Pseudo R-squared 0.195 0.195 0.259 0.259 0.232 0.232 0.188 0.188

Note: This table presents the Probit regression results for the relation between new entrants and contract redaction in years t — 1, t, t + 1, and ¢ + 2. The dependent
variable is whether the firm redacts material contracts in its 10-K/Q or 8-K filings over the fiscal year (redaction). New entrants is defined as the fraction of firms
with an age of less than 1 year divided by last year’s total number of firms in an industry and stated as a percentage. Net firms growth is the growth rate of firms
in an industry. All variable definitions are detailed in Appendix A. Industry and year-fixed effects are included across all specifications. z-Statistics, based on
firm-clustered robust standard errors, are reported in parentheses below the coefficients.

Abbreviations: GDP, gross domestic product; R&D, research and development.

*x ** and * denote statistical significance at the 1%, 5%, and 10% levels, respectively.

Overall, the results in this table suggest that greater product
market threat from patent activity, particularly patent activity
by industry peers, leads focal firms to curtail their disclosures
through the redaction of their contracts.

5.3 | Timing Test

We also examine trends in the effect of new market entrants
on contract redactions. Our main analyses examine contract
redactions (redaction) in the year following the measurement of
our variables of interest (new entrants and net firms growth) and a
set of controls included in Equation (1). We also regress redaction
in years t — 1, t, and t + 2 on the set of variables used in our
main analyses. Table 7 provides the results. Columns 1 and 2 of
this table indicate that we do not find a statistically significant
relation between our variables of interest (new entrants and net
firms growth) and redaction in year ¢ — 1. Columns 3-6 indicate a
positive influence of new entrants on contract redactions in years
tand ¢ + 1, with the strongest effect in the year after measurement
of new entrants and net firms growth (year ¢ +1).° Columns 7 and
8 do not find statistically significant net entrants and net firms
growth coefficients in year ¢ + 2, suggesting that the effects on
redaction are transient. These results are perhaps not surprising,
as the need for new entrants to learn from incumbent firms
diminishes as the new entrants become more established within
an industry.

5.4 | Additional Analyses on Competition

One concern is that the documented results are simply explained
by general changes in industry competition. Although we include
fluidity across all of our analyses to capture industry competition,
we explore the use of additional measures. As a robustness

test, we further control for the Herfindahl-Hirschman index
(HHI). We utilize both Compustat and the Hoberg-Phillips
textual measures of industry classification to calculate HHI. We
also employ a Census-based measure of industry concentration,
calculated using the sales of the 50 largest firms. Table 8 provides
the results. Across all columns, our results remain robust to the
inclusion of industry concentration measures, suggesting that
new entrants are a distinct factor in the decision to redact filings
incremental to additional controls for competition.?

We also examine whether our results are explained by industry
leaders. We determine industry leadership on the basis of asset
market values, market share, research and development, and the
number of patents issued in a year. In particular, industry leaders
are defined as firms in the top tercile in a given category (e.g., asset
market values) in a particular year, whereas industry followers are
firms in the bottom tercile. Table 9 presents the results. As shown
across all panels, the positive relation between new entrants and
contract redactions is concentrated in the subsample of industry
followers.

5.5 | Other Robustness Checks

Another concern might be that firms do not start up in random
locations. Certain states might provide a more regulatory and tax-
friendly environment (such as Delaware, Texas, and Florida) or
easier access to talent and capital (such as California or New York)
that would lead firms more likely to start up in specific locations.
To alleviate this concern, we control for state-fixed effects across
our main analyses. Our results continue to hold in untabulated
analyses. Another concern might be using an indicator variable
(redaction) to capture whether a firm redacted its contracts
instead of using a continuous variable. In untabulated results, we
reran our main analyses, allowing redaction to be a count of the
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TABLE 8 | Controlling for alternative measures of competition.

Dependent variable: Redaction (¢} () ?3) (C)) (5) (6)
New entrants 0.026™** 0.026*** 0.022**
(3.12) (3.12) (2.41)
Net firms growth 0.014*** 0.014*** 0.010**
(3.40) (3.39) (2.14)
Older competitors 0.009* 0.009* 0.004
(1.69) (1.68) (0.77)
Size —0.069™** —0.068™*** —0.068™** —0.067*** —0.074*** —0.074%*
(=5.01) (—4.98) (—4.96) (—4.93) (—4.76) (=4.75)
LnMarket-to-book 0.039 0.040 0.038 0.039 0.039 0.039
(0.91) (0.93) (0.89) (0.91) (0.86) (0.88)
Leverage —0.189 —0.188 —-0.190 —0.189 —-0.180 —0.180
(-1.17) (=1.17) (~1.18) (~1.17) (~1.06) (~1.06)
Cash 0.797*** 0.797*** 0.798*** 0.798*** 0.765%** 0.765%**
(7.23) (7.23) (7.25) (7.25) (6.74) (6.74)
Sales growth 0.028 0.029 0.028 0.029 0.036 0.037
(1.09) (1.11) (1.09) (111) (1.34) (1.36)
ROA 0.057 0.053 0.056 0.053 0.053 0.049
(0.59) (0.56) (0.59) (0.55) (0.53) (0.50)
R&D 0.375* 0.373* 0.380* 0.378* 0.338 0.335
1.75) (1.74) 1.77) (1.76) (1.54) (1.53)
Capital expenditure 0.471 0.485 0.472 0.486 0.524 0.537
(1.45) (1.50) (1.45) (1.50) (1.51) (1.55)
Fixed assets 0.575%** 0.570*** 0.575%** 0.570*** 0.693%** 0.688***
(3.33) (3.30) (3.33) (3.30) (3.85) (3.82)
LnEmployee/Sales —0.136*** —0.136™** —0.136*** —0.136™** —0.133%** —0.133%**
(-5.33) (-5.32) (-5.34) (-5.33) (-5.09) (-5.08)
Firm age 0.134 0.135 0.136 0.138 0.131 0.133
(1.52) (1.54) (1.54) (1.56) (1.40) (1.42)
LnNumExhibits 0.558%%* 0.558*** 0.558*%* 0.558*** 0.572%%* 0.572%%*
(23.17) (23.19) (23.18) (23.19) (22.50) (22.51)
Inst_ownership 0.132** 0.132%* 0.134** 0.134** 0.237*** 0.237***
(2.50) (2.49) (2.50) (2.49) (3.16) (3.16)
Fluidity 0.071%** 0.070%*** 0.072%+* 0.071%** 0.077%** 0.076***
(10.16) (10.12) 9.71) (9.67) (9.65) (9.62)
Return 0.031* 0.031* 0.031* 0.031* 0.030 0.029
(1.76) (1.76) (1.75) (1.75) (1.63) (1.63)
Return volatility 0.293* 0.295* 0.293* 0.295* 0.444** 0.448**
(1.71) (1.73) 1.71) (1.73) (2.53) (2.55)
GDP growth 0.015** 0.016** 0.015™** 0.016™* 0.016** 0.017**
(2.40) (2.44) (2.41) (2.45) (2.32) (2.35)
Income per capita 0.105 0.106 0.105 0.105 0.144 0.144
(0.68) (0.69) (0.68) (0.68) (0.90) (0.91)
(Continues)
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TABLE 8 | (Continued)

Dependent variable: Redaction (6} () 3) (C)) (5) (6)
Unemployment 0.040** 0.040** 0.040** 0.040** 0.044%** 0.044%**
(2.49) (2.49) (2.53) (2.52) (2.63) (2.63)
HHI —0.170 —0.154 -0.172 —0.156 —0.253 —0.236
(-0.54) (—0.49) (-0.54) (-0.49) (-0.79) (-0.74)
Textual HHI 0.040 0.040 0.013 0.013
(0.43) (0.47) (0.16) (0.15)
Census_RevPct 0.239 0.205
(0.35) (0.31)
N 22,067 22,067 22,067 22,067 19,514 19,514
Industry FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Firm cluster Yes Yes Yes Yes Yes Yes
Pseudo R-squared 0.232 0.232 0.232 0.232 0.235 0.235

Note: This table reports the relation between new entrants (new entrants and net firms growth) and contract redaction (redaction) after controlling for additional
measures of competition. Columns 1 and 2 provides results after controlling for the Herfindahl-Hirschman index (HHI) using Compustat measures of industry
classification. Results after controlling for the Hoberg and Phillips (2010, 2016) text-based measure of industry classification (Textual HHI) are shown in Columns
3 and 4. Columns 5 and 6 provide results controlling for census data on the revenue of the 50 largest firms as a percentage of total revenues (Census_Revpct). The
data cover about 260 industries based on 4-digit NAICS. z-Statistics, in parentheses, are based on robust standard errors clustered by firm. Variables are defined

in Appendix A.
Abbreviations: GDP, gross domestic product; R&D, research and development.

#rk 4k and * indicate statistical significance at the 1%, 5%, and 10% p-levels (two-tailed), respectively.

total redactions made over the year. The inferences from our main
analyses remain unchanged. We also conduct entropy balancing
on the sample used in our main analyses by grouping new
entrants into high and low categories. Our results remain robust.

One alternative story is that greater demand in a product market
may lead to increased investment from existing rivals, which leads
to more contracting with new suppliers, and that the increase
in redactions may be coming from contracts with new suppliers
(i.e., our results are due to new supplier relationships). Although
we control for the number of material contracts in a filing
(LnNumExhibits), we additionally sought to empirically address
this concern by examining redactions to contract amendments.
Amended contracts are generally with older suppliers and not
new partners. If our results are attributable to an influx of new
supplier contracts due to increased product demand, then we
should not find evidence of a relation between new entrants
and redactions for amended contracts. In untabulated results,
we continue to find a higher likelihood of contract amendment
redaction when there are more new entrants.

We also examine whether specific industry characteristics, such
as its product market or the nature of its competition, could
be related to the inflow of new entrants in an industry and
contract redactions. Although the inclusion of industry-fixed
effects in our models should mitigate this concern, we perform
additional analyses as robustness checks. We first consider gross
profit margins. Firms in low gross profit margin industries are
more likely to produce goods that are highly substitutable and
face greater (Bertrand) price competition. We compare firms
in low and high gross profit industries, and do not find any

change in the sign of the coefficients for new entrants or net
firms growth, nor do we find significant coefficient differences
between the low and high subsamples. We also focus on a specific
industry—chemical manufacturing (NAICS code 325). Firms in
this sector produce differentiated products, have capacity con-
straints limiting production, and require significant investments
in plant and equipment. These characteristics make the chemical
manufacturing industry operate more similarly to a Cournot
competition model. In untabulated analyses, we continue to find
positive and statistically significant coefficients for new entrants
and net firms growth.

In additional tests, we examine how competition by new entrants
influences the type of contracts being redacted. We follow the
methodology in Chen et al. (2022) and classify the type of each
agreement into one of five categories: (1) Employment/Incentive,
(2) Credit/Leasing, (3) Research and Development/License, (4)
Purchases and Sales, or (5) Investment/Other contracts. Unt-
abulated results indicate that the coefficients for new entrants
and net firms growth are only significant for the redaction of
purchases and sales contracts. These results suggest that new
entrants influence firms to curtail (redact) contract disclosures
related to their supply chain, which likely contains information
known by long-term incumbents but not new entrants.

5.6 | FAST Act

Finally, although our sample period predates the SEC FAST Act,
our results potentially have implications for redactions and the
dynamics of product market competition after its implementation
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TABLE 9 | Industry leaders and followers.

Panel A: Leader or follower based on market value of assets

Leader Follower Leader Follower
Dependent variable: Redaction 1) ) 3) (C))
New entrants 0.023 0.036**
(1.48) (2.29)
Net firms growth 0.004 0.029***
(0.55) (3.46)
Older competitors —0.004 0.025™*
(~0.45) (2.34)
Size —0.215%** 0.053 —0.214%* 0.053
(~6.17) (1.22) (~6.14) 1.22)
LnMarket-to-book —0.020 —0.008 —0.018 —0.008
(-0.22) (-0.12) (-0.19) (-0.12)
Leverage 0.099 —0.665** 0.095 —0.662**
(0.30) (~2.56) (0.29) (~2.55)
Cash 0.7047+* 0.721%** 0.705*** 0.7217%**
(3.05) (4.16) (3.06) (4.16)
Sales growth 0.048 —-0.014 0.049 —0.014
(0.75) (~0.34) 0.77) (~0.33)
ROA -0.259 0.194 -0.274 0.193
(~1.08) (1.47) (~1.15) (1.46)
R&D 0.326 0.363 0.310 0.360
(0.73) (1.14) (0.69) (113)
Capital expenditure 1.215* -0.411 1.227* —0.405
(1.93) (=0.92) (1.95) (=0.90)
Fixed assets 0.997*** 0.428* 0.9977** 0.424*
(2.67) 1.72) (2.65) (1.71)
LnEmployee/Sales —0.277%** —0.105%** —0.278%** —0.104***
(~4.96) (=2.97) (=4.97) (=2.96)
Firm age -0.137 0.234 -0.131 0.235
(~0.74) (1.60) (=0.71) (1.61)
LnNumExhibits 0.650%** 0.547%** 0.650*** 0.547***
(14.31) (13.60) (14.32) (13.60)
Inst_ownership —-0.022 —-0.023 —0.020 —-0.023
(-0.17) (=0.20) (-0.15) (=0.20)
Fluidity 0.079*** 0.062%** 0.078*** 0.061%**
(6.67) (4.95) (6.62) (4.94)
Return 0.109** —-0.004 0.109** -0.004
(2.48) (-0.14) (2.48) (=0.13)
Return volatility —0.099 0.462** —-0.070 0.460**
(-0.21) (2.10) (~0.15) (2.10)
GDP growth 0.020 0.011 0.021* 0.011
(1.64) (0.94) (1.67) (0.95)
(Continues)
Journal of Business Finance & Accounting, 2026 633

85UB017 SUOWIWOD) A0 8|qedl[dde ay) Aq pausenob afe ss(ole YO ‘88N Jo ss|nl 10} ARIqIT8UIIUO /8|1 UO (SUORIPUOD-PUB-SWSI W0 A8 | 1M ATeIq 1 Ul UO//:SANY) SUOIIPUOD pue SWe | 8U1 88S *[9202/.0/TE] Uo AriqiT8uluO 8|1 ‘SN0 LRYD BUI0RD YLON JO A1seAlun AQ 82002 @Jdl/TTTT 0T/I0p/W0d A8 |im AIq Ul uo//:Sdny Wo.y papeojumod ‘Z ‘9202 ‘2S65897T



TABLE 9 | (Continued)

Panel A: Leader or follower based on market value of assets

Leader Follower Leader Follower
Dependent variable: Redaction 1) () 3) @)
Income per capita 0.555* 0.078 0.562** 0.079
(1.95) (0.33) (1.98) (0.34)
Unemployment 0.053** 0.041 0.054** 0.041
(1.99) (1.49) (1.99) (1.49)
N 7869 6253 7869 6253
Industry FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Firm Cluster Yes Yes Yes Yes
Pseudo R-squared 0.306 0.216 0.305 0.215
Panel B: Leader or follower based on market share
Leader Follower Leader Follower
Dependent variable: Redaction (1) () 3) @)
New entrants 0.021 0.038**
(1.31) (2.40)
Net firms growth 0.001 0.024%**
(0.17) (2.91)
Older competitors —0.008 0.017
(-0.79) (1.62)
Size —0.147*** 0.090%** —0.147*** 0.090%**
(—4.52) (2.59) (~4.51) (2.60)
LnMarket-to-book —0.094 —0.012 —0.089 —0.012
(~0.89) (~0.19) (~0.84) (-0.19)
Leverage 0.427 —0.538** 0.430 —0.536™*
1.27) (-2.12) (1.28) (-2.12)
Cash 1.065%** 0.747*%* 1.066™** 0.746***
(4.33) (4.48) (4.33) (4.48)
Sales growth 0.069 —-0.022 0.070 —0.021
(0.92) (~0.62) (0.94) (=0.60)
ROA 0.050 0.057 0.038 0.055
(0.20) (0.45) (0.15) (0.43)
R&D 0.730 0.141 0.721 0.138
(1.48) (0.50) (1.46) (0.49)
Capital expenditure 1.336* —-0.307 1.352* —0.298
(1.92) (-0.73) (1.94) (~0.71)
Fixed assets 0.621 0.608** 0.611 0.600**
(1.57) (2.57) (1.54) (2.54)
LnEmployee/Sales —0.208*** —0.073** —0.208*** —0.072**
(=3.34) (=2.11) (=3.34) (~2.08)
Firm age 0.128 0.239* 0.129 0.241*
(0.64) (1.78) (0.65) (1.80)
(Continues)
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TABLE 9 | (Continued)

Panel B: Leader or follower based on market share

Leader Follower Leader Follower
Dependent variable: Redaction 1) () 3) @)
LnNumEzxhibits 0.668*** 0.535%** 0.668™** 0.535%**
(14.18) (13.11) (14.18) (13.10)
Inst_ownership 0.090 0.010 0.088 0.010
(0.71) (0.13) (0.69) (0.14)
Fluidity 0.080%** 0.054*+* 0.080*** 0.053%**
(6.54) (4.69) (6.51) (4.64)
Return 0.079* —0.012 0.079* —0.011
(1.80) (~0.43) (1.81) (~0.41)
Return volatility 0.059 0.546*** 0.095 0.542%**
(0.11) (2.62) (0.18) (2.61)
GDP growth 0.033*** 0.001 0.0347%** 0.001
(2.80) (0.05) (2.84) (0.06)
Income per capita 0.534* 0.118 0.540* 0.118
(1.92) (0.50) (1.94) (0.50)
Unemployment 0.075%** 0.035 0.075%** 0.035
(2.66) (1.29) (2.66) (1.28)
N 7978 6130 7978 6130
Industry FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Firm cluster Yes Yes Yes Yes
Pseudo R-squared 0.298 0.225 0.297 0.225
Panel C: Leader or follower based on research and development
Leader Follower Leader Follower
Dependent variable: Redaction (€)) 2) 3) 4)
New entrants 0.007 0.0627%**
(0.39) (2.83)
Net firms growth —0.005 0.021*
(~0.53) 1.91)
Older competitors —0.010 0.003
(—0.94) (0.19)
Size —0.153%** —0.056 —0.153%** —0.056
(—4.69) (~1.40) (—4.68) (~1.42)
LnMarket-to-book —0.021 0.161** —0.020 0.164**
(-0.23) (2.07) (-0.22) 1)
Leverage —0.265 —0.448 —0.269 —-0.422
(~0.68) (~1.39) (~0.69) (-1.31)
Cash 0.831%** 0.810*** 0.8327%** 0.817***
(3.87) (3.87) (3.89) (3.91)
Sales growth 0.042 0.002 0.043 0.008
(0.78) (0.04) (0.79) (0.15)
(Continues)
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TABLE 9 | (Continued)

Panel C: Leader or follower based on research and development

Leader Follower Leader Follower
Dependent variable: Redaction (€)) ) 3) 4
ROA -0.144 0.316* -0.147 0.303*
(=0.67) (1.89) (~0.69) (1.82)
R&D 0.218 —0.487 0.208 —0.539
(0.59) (~1.08) (0.57) (~1.19)
Capital expenditure 2.404%** 0.454 2.416™** 0.438
(3.02) (0.58) (3.03) (0.56)
Fixed assets 0.564 0.193 0.560 0.174
1.31) (0.49) (1.30) (0.44)
LnEmployee/Sales —0.242%%* —0.098** —0.241%* —0.097**
(—4.98) (=2.11) (—4.98) (=2.07)
Firm age —0.142 0.257 —0.139 0.259
(-0.72) (1.44) (~0.71) (1.45)
LnNumExhibits 0.645%** 0.513%#* 0.645%** 0.512%%*
(12.71) (10.78) (12.71) (10.71)
Inst_ownership 0.047 0.243 0.048 0.240
(0.34) (1.45) (0.34) (1.44)
Fluidity 0.057*** 0.061%** 0.057*** 0.061%**
(4.45) (3.78) (4.45) (3.75)
Return 0.049 —0.061 0.050 —0.060
(1.03) (~1.61) (1.05) (~1.61)
Return volatility 0.464 0.746™** 0.480 0.728***
(0.92) (2.72) (0.96) (2.69)
GDP growth 0.010 0.021 0.010 0.021
(0.63) (1.40) (0.60) (1.44)
Income per capita -0.104 0.271 —0.102 0.262
(=0.35) (0.94) (~0.34) (0.91)
Unemployment 0.043 0.104%* 0.043 0.105***
(1.50) (3.08) (1.49) (3.11)
N 5677 4326 5677 4326
Industry FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Firm cluster Yes Yes Yes Yes
Pseudo R-squared 0.296 0.169 0.296 0.168
Panel D: Leader or follower based on the number of patents issued during the year
Leader Follower Leader Follower
Dependent variable: Redaction (6)) 2) A3) 4)
New entrants —-0.010 0.039**
(=0.55) (2.07)
Net firms growth —0.001 0.017
(~0.06) (1.58)
(Continues)
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TABLE 9 | (Continued)

Panel D: Leader or follower based on the number of patents issued during the year

Leader Follower Leader Follower
Dependent variable: Redaction 1) ) 3) @)
Older competitors 0.004 0.001
(0.33) (0.10)
Size —0.163*** —0.053 —0.164*** —0.053
(—5.28) (-1.59) (-5.29) (-1.59)
LnMarket-to-book 0.092 —0.042 0.091 —0.043
(1.08) (-0.53) (1.06) (~0.55)
Leverage —-0.101 —0.693* —0.095 —0.691*
(~0.29) (~1.94) (-0.27) (~1.93)
Cash 0.650%** 0.779%** 0.653%** 0.781***
(3.35) (4.23) (3.36) (4.24)
Sales growth 0.043 0.049 0.043 0.052
(0.82) 1.12) (0.81) (1.18)
ROA 0.002 0.067 0.005 0.063
(0.01) (0.42) (0.03) (0.39)
R&D —0.153 0.429 —0.148 0.420
(~0.45) (1.09) (~0.44) (1.06)
Capital expenditure 1.804** 0.669 1.784** 0.656
(2.31) (0.95) (2.28) (0.93)
Fixed assets 0.939** 0.494 0.950** 0.493
(2.51) (1.18) (2.55) (1.18)
LnEmployee/Sales —0.257%** —0.142%** —0.257%** —0.141%**
(=5.89) (=3.45) (~5.89) (=3.43)
Firm age 0.511** 0.181 0.506™* 0.184
(2.42) (1.19) (2.40) 1.21)
LnNumExhibits 0.626™** 0.591%** 0.626™** 0.591%**
(12.98) (13.04) (12.97) (13.02)
Inst_ownership 0.230 0.355%%* 0.231 0.357**
(1.64) (2.51) (1.64) (2.54)
Fluidity 0.066*** 0.070%** 0.067*** 0.070%**
(5.51) (4.91) (5.53) (4.90)
Return 0.035 —-0.029 0.035 —-0.030
(0.80) (-0.61) (0.81) (-0.65)
Return volatility 0.797 0.937*** 0.785 0.940%**
(1.60) (2.95) (1.59) 2.97)
GDP growth 0.040%** -0.011 0.040%** —0.010
(2.64) (=0.73) (2.65) (~0.69)
Income per capita 0.532%* 0.447 0.528** 0.439
(2.01) (1.60) (2.00) (1.57)
Unemployment 0.047 0.069** 0.047 0.069**
(1.62) (2.30) (1.63) (2.30)
N 5654 4424 5654 4424
(Continues)
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TABLE 9 | (Continued)

Panel D: Leader or follower based on the number of patents issued during the year

Leader Follower Leader Follower
Dependent variable: Redaction 1) () 3) @)
Industry FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Firm cluster Yes Yes Yes Yes
Pseudo R-squared 0.276 0.224 0.276 0.223

Note: This table reports the relation between new entrants (new entrants and net firms growth) and contract redaction (redaction) divided between industry leaders
and followers. Panels A-D provide results on the basis of asset market values, market share, research and development, and number of patents issued in a year,

respectively. Industry leaders are defined as firms in the top tercile in a given category (e.g., asset market values) in a particular year, whereas industry followers
are firms in the bottom tercile. z-Statistics, in parentheses, are based on robust standard errors clustered by firm. Variables are defined in Appendix A.

Abbreviations: GDP, gross domestic product; R&D, research and development.

#rk ok and * indicate statistical significance at the 1%, 5%, and 10% p-levels (two-tailed), respectively.

in 2019. Under the FAST Act, firms are no longer required
to file confidential treatment requests for contract redactions,
which reduces the SEC’s oversight. A more lax regulatory envi-
ronment might encourage more contract redactions and hinder
competition by increasing the hurdle for new firms to learn
industry knowledge. To answer this question, we also collect
contract redaction data from 2018-2021. The revised sample ends
in 2021 because this is the last year in which census data are
available for computing new entrants and net firms growth.
In untabulated analyses, our results continue to hold in the
aggregate sample. However, the influence of new entrants and
net firms growth on redaction does not change in the post-FAST
period (relative to the pre-FAST period), suggesting that the FAST
Act did not substantially strengthen the relation between new
entrants and contract redaction. After the FAST Act, firms were
no longer required to submit an analysis to the SEC explaining
the need for redaction or justifying redactions on the basis of
competitive reasons. As a result, firms may now be redacting
for reasons beyond proprietary costs. This shift may explain
why the influence of new entrants on contract redactions did
not substantially change post-FAST. Another explanation is that
there may be statistical power issues from a smaller sample size
in the more recent post-FAST time period.

6 | Conclusion

We investigate the role of new entrants on incumbent firms’ con-
tract redactions. We find that the percentage of new competitors
that are in the business for less than 1 year is positively associated
with incumbents’ likelihood of redacting their contracts. We also
find that a higher net growth rate in firms in an industry leads
managers to redact their contracts more frequently. In addition,
we find that the relation between new entrants and contract
redaction is concentrated in subsamples when managers perceive
an increase in competition, have low external financing needs, or
the firm’s business is primarily domestic. Additional tests based
on industry age composition (weighted competitor tenure) and
patent filings corroborate and complement our main results.

One caveat is that although our analyses suggest that new
entrants influence the decision to redact a filing, it is also possible

thata common industry environment (such as changes in product
demand or technology) could potentially influence changes
in disclosure. That is, uncontrolled background characteristics
shared by incumbent and rival firms may have a significant
influence that overshadows the documented relation between
new entrants and redactions. Although the use of macroeconomic
controls and omitted variable analyses help to mitigate these con-
cerns, we acknowledge that identification remains challenging in
our empirical setting.

We contribute to the literature by providing evidence suggesting
that the relation between competition and disclosure is more
nuanced than previously thought. Namely, our results suggest
that managers make strategic decisions on contract disclosure
when they face competition from new entrants. Moreover, man-
agers are more likely to be forthcoming when they believe
disclosing contract information would be of little value for the
new entrants or when the cost of withholding this type of infor-
mation is high. Although we investigate contract redactions in the
presence of new entrants, we acknowledge that other dimensions
of competition (such as price) may potentially influence redaction
incentives. Nevertheless, our study provides a more detailed
picture of how managers assess and react to competitors who
have just entered their market and have yet to establish a strong
foundation for their businesses. Future research can investigate
how other dimensions of competition can influence incentives
to withhold contract information. There can also be implications
for other types of disclosures. For example, as the number of
new entrants in an industry increases, firms that more frequently
redact contracts may also expand or provide greater detail in other
disclosures, such as segment reporting.
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Endnotes

! Although this article is not on the influence of business partners
(such as major customers or suppliers) on a firm’s redaction behavior,
it is an interesting question whether business partners may exert
pressure on a firm to redact disclosures when these partners face
increased competition from new entrants. Chen et al. (2022) provide
some answers to this question. Although Chen et al. (2022) do not
specifically examine competition from new entrants, they find that
major customers facing greater proprietary costs of disclosure have
suppliers more frequently redact their contracts. Their findings suggest
that major customers exert influence on the disclosures provided
by their suppliers based on customers’ proprietary cost incentives.
Regarding whether suppliers pressure firms to redact contracts when
these suppliers face greater competition from new entrants, it is
generally more difficult to examine whether suppliers influence major
customer disclosures. Major customers report substantially more sales
and are generally larger than their suppliers. As such, individual
supplier contracts are generally immaterial (in dollar terms) for a major
customer and are rarely disclosed, making it more difficult to examine
supplier influence on major customer disclosures. In the situation
though where a contract is material for both the major customer
and supplier, Chen et al. (2022) suggest that both parties will redact
the contract when the customer faces greater proprietary costs of
disclosure.

2Thompson (2022) finds evidence suggesting that regulators’ incentives
affect the process of contract redactions.

3For confidential treatment requests regarding disclosures that are not
required under the 1933 (1934) Act, Rule 83 applies. For instance,
confidential treatment requests regarding responses to SEC comment
letters or supplemental information are governed by Rule 83.

4In April of 2019, the SEC amended the rule to allow firms to redact
information in contracts without submitting a confidential treatment
request.

SExamples include the identity of a major customer, the dollar amount
of backlog orders, and disclosures about related party transactions (SEC
1997, 2001).

% Another example was in 1993, Boeing preannounced a new airplane
under development that could hold 600-800 seats. It was believed that
the preannouncement was to discourage competitors, such as Airbus,
in their development of planes with a similar capacity (Rothman 1993).

7https://www.sec.gov/Archives/edgar/data/317540/
000156459016019390/coke-ex101_365.htm.

8https://www.sec.gov/Archives/edgar/data/1535379/
000162828018004005/q4-1810kexhibit1019.htm.

https://www.census.gov/data/datasets/time-series/econ/bds/bds-
datasets.html.

0 prior research has used data from the Census Business Statistics to
capture new firm entrants (e.g., Bailey and Thomas 2017).

Whttps://www.sec.gov/EDGAR/searchEDGAR/ctorders.htm.
2http://www.EDGAR(ilings.biz/forms/exhibit_list.pdf.

B3 For instance, Blyth, Inc. filed a CT order on June 2, 2014. This CT order
reveals that Blyth, Inc. redacted information on Exhibit 10.2 of Form 10-
Q filed on November 1, 2013 and Exhibit 10.15(a) of Form 10-K filed on
March 14, 2014. We retain these two redacted disclosures as two records
in our sample.

14We also consider the influence of uncontrolled factors (such as demand
and technology shocks) on our results by including sector x year fixed
effects where sector is industry membership at the two-digit NAICS
level as well as control for the aggregate count of material contracts
by industry. In untabulated analyses, our results remain robust to the
inclusion of these controls. We also estimate the critical values for a
potentially omitted factor (otherwise known as the Impact Threshold
for a Confounding Variable or ITCV test). In untabulated analyses,
product market competition, fluidity, is the most important control in
the decision to redact contracts in a filing, suggesting that a confound-
ing variable with a stronger impact than fluidity would be needed to
overturn the results. This outcome provides some confidence that the
estimates of our main analyses are unlikely to be substantially impacted
by correlated omitted variables. We also examine the influence of
omitted variables using the Oster test. Untabulated results indicate that
the coefficient estimates are stable and unlikely to substantially change
from correlated omitted variables.

151 additional cross-sectional tests, we explore how variation in new
entrant characteristics can influence contract redactions. We first
examine relative size of new entrants captured through employment
size. The census data provide such aggregated counts of establishment
level employees for new entrants (firms less than a year old). We find
that the positive relation between contract redactions and new entrants
is only significant for the establishments with the smallest number of
employees. The results suggest that firms redact contracts when facing
smaller new entrants, who presumably may find the disclosure of key
terms in those contracts to be informative We also examine the growth
of new entrants, captured as the percentage change in new entrants, as
well as new entrant turnover/survival. We find that higher growth rate
of new entrants leads to more redactions. Regarding survival rates, we
find that contract redactions are more likely when more new entrants
survive the first year mark, but not the second or third year suggesting
that contract information may not be as valuable as new entrants
become more established in an industry. Finally we examine whether
new entrants are existing public firms. A public firm is deemed to have
entered a new industry in a given year if it did not carry the same
four digit NAICS classification in the prior year. We then count the
number of public firms entering each four-digit NAICS industry to
measure the number of new entrants generated by existing public firms.
Results from these analyses suggest that information being redacted
in contracts is valuable to new startups and not existing public firms
entering a new industry.

16The US Patent and Trademark Office (USPTO) switched the patent
classification to CPC system in January 2013. USPC classification was
used for patents granted through May 2015. We use USPC classification
for patents granted before May 2015 and adopt CPC classification for
those granted afterward.

7We obtain similar results if we examine the first innovation in a patent
class by a competitor. Namely, our results remain robust when only the
first patent filed by a competitor in the same patent class is counted.

18 https://www.mikewoeppel.com/data.

The coefficient estimates in Columns (5) and (6) are the same as in
Table 3 (main analyses). For convenience, they are shown again in this
table.

20 As discussed in Hoberg et al. (2014), HHI and fluidity are highly
correlated. This could explain why Fluidity is statistically significant
while HHI is insignificant.
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https://www.forbes.com/sites/martinzwilling/2013/02/18/10-ways-for-startups-to-survive-the-valley-of-death/?sh=21198d9269ef

Appendix A

Variable definitions

Capital expenditure

Cash

Competition risk

Older competitors

External financing need

Firm age

Fixed assets

Fluidity

GDP growth

Income per capita

Inst_ownership

Leverage

LnEmployee/Sales

LnMarket-to-book

It is the capital expenditure (capx), scaled by the total assets (at) at the
beginning of the year

It is the cash and cash equivalents (che) divided by total assets (at)

Competition risk is measured as the number of competition-related keywords
(competition, competitor, competitive, compete, and competing) from the risk
factor section of 10-K filings scaled by the total number of words in the risk
factor section

It is the number of firms in a given industry (based on a 4-digit NAICS code)
that are 1 year or older divided by the total number of firms in the industry
from the prior year and multiplied by 100

It is the new investments minus operating cash flows, scaled by the total assets
(at) at the beginning of the year. The new investments are measured as the sum
of research and development and capital expenditure after subtracting the
depreciation. Operating cash flows is defined as the sum of income before
extraordinary items (ibc), depreciation and amortization (dpc), deferred taxes
(txdc), equity in net loss/earnings (esubc), sale of property, plant and
equipment and investments-gain/loss (sppiv), other funds from operations
(fopo)

It is the ratio of 1 over the sum of 1 plus a firm’s listed age. A firm’s listed age is
the difference between the current year and the year the firm’s stock returns
first became available on CRSP

It is the net property, plant, and equipment (ppent) divided by the total assets
(at)
It is constructed by Hoberg et al. (2014). Specifically, the product market
fluidity for firm i at year ¢ is a cosine similarity between a firm’s own product
word vector at year ¢ and its counterpart’s product word change vector from
yeart—1toyeart

It is the percentage change from the preceding period. We obtain the state-year
GDP growth data from the Bureau of Economic Analysis website (SAGDP2N
Gross domestic product (GDP) by state)

It is calculated as the natural logarithm of per capita personal income. We
obtain the state-year data from the Bureau of Economic Analysis website
(SAINCI personal income summary: personal income, population, per capita
personal income)

It is the shares held by institutional investors divided by the firm’s total shares
outstanding. We obtain institutional holding data from the Thomson Reuters
13F database

It is calculated as long-term debt (dltt) plus debt in current liability (dlc), all
divided by the market value of assets. The market value of assets is the total
book value of assets minus the book value of common equity plus the market
value of common equity

It is measured as the natural logarithm of the ratio of the number of employees
(emp) over sales

It is the natural logarithm of Market-to-book. Market-to-book is measured as
the total assets minus the book value of common equity plus the market value
of common equity (shares outstanding times the fiscal year-end stock price, all

divided by total assets

(Continues)
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LnNumExhibits

Net firms growth

New entrants

Number of foreign subsidiaries

R&D

Redaction

Return

Return volatility

ROA
Sales growth

Size

LnNumPat/LnNumPat_Peer/LnNumPat_Firm

Unemployment

It is the natural logarithm of the number of exhibits defined as material
contracts (Exhibit 10.*) over the fiscal year

It is the net growth rate of firms in an industry. It is calculated by subtracting
the number of firms in year ¢ — 1 from the number of firms in year ¢, dividing
the result by the number of firms in year ¢ — 1, and then multiplying by 100.
Industry classification is based on 4-digit NAICS code

It is measured as the number of firms entering the industry that are less than 1
year old, divided by the total number of firms in the industry from last year and
then multiplied by 100. Industry classification is based on 4-digit NAICS code

We count the number of foreign countries where the firm’s subsidiaries are
located. This data comes from the Subsidiary Data by WRDS

It is calculated as research and development (xrd), scaled by the total assets at
the beginning of the year

It is an indicator variable. It equals one if the firm files at least one redacted
material contract attached to the form of 10-K/Q or 8-K for a given year and
zero otherwise. Material contracts are defined as Exhibit 10.XX

It is measured as the buy-and-hold monthly returns over the fiscal year. Stock
return data are from CRSP

It is measured as the standard deviation of monthly returns over the fiscal year.
Stock return data are from CRSP

It is the net income (ni), scaled by total assets at the beginning of the year
It is the sales (sale) at year t divided by sales at year ¢ — 1

It is the natural logarithm of the total market value of assets at the end of the

year. The market value of assets is the total book value of assets (at) minus the

book value of common equity (ceq), plus the market value of common equity
(shares outstanding times fiscal year-end stock price (csho X prcc_f)).

It is the natural logarithm of 1 plus the average number of patents filed in year ¢
across all the classes that the focal firm’s patents belong to. The classes to
which the focal firm’s patents belong are identified based on all patents filed or
issued by that firm over the past 5 years. For each patent class that the focal
firm’s patents belong at year ¢, the patents filed by all firms in that industry
(NumPat), firms other than the focal firm in that industry (Numpat_Peer), and
the focal firm (Numpat_Firm) are counted up. The average of those counts is
then the average number of patents filed in year ¢

We obtain the unemployed and total labor force data at the county level from
the Bureau of Labor Statistics website. We aggregate the unemployed and total
labor force to the state level for each year and then calculate the
unemployment rate as the ratio of the unemployed labor force to the total labor
force, then multiply it by 100

(Continues)
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Weighted competitor tenure We first calculate the total number of firms (Totfirms) that fall into each age
category, ranging from less than 1 to 1 year and up to 26 years and older in the
BDS data. Next, we calculate the weighted competitor tenure as
0.5 X (#competitors with age <1/Totfirms) + 1.5 X (#competitors with age
1/Totfirms) + 2.5 X (#competitors with age 2/Totfirms) + 3.5 X (#competitors with
age 3/Totfirms) + 4.5 X (#competitors with age 4/Totfirms) + 5.5 X (#competitors
with age 5/Totfirms) + 8 X (#competitors with age
6-10/Totfirms) + 13 X (#competitors with age
11-15/Totfirms) + 18 X (#competitors with age
16-20/Totfirms) + 23 x (#competitors with age
21-25/Totfirms) + 28 X (#competitors with age 26 & older/ Totfirms). If the firms
are in the age category of less than 1 year, then we treat all the firms in this
category as having an age of 0.5. If the firms are in the category of 1 year, then
we treat all the firms in this category as having an age of 1.5. Using this logic,
we define the ages of firms in the remaining age categories. If the BDS data file
provides the age category as a range, for example, 6-10, then we use the median
value, which is 8, as the age for all firms in this category. We consider all the
firms in the 26 years and older category as having an age of 28

Appendix B

United States

Securities And Exchange Commission
March 9, 2012

Order Granting Confidential Treatment
Under the Securities Exchange Act of 1934
Dole Food Company, Inc.

File No. 001-04455 - CF#27655

Dole Food Company, Inc. submitted an application under Rule 24b-2 requesting confidential treatment for information it excluded from the Exhibits
to a Form 10-Q filed on November 17, 2011 and amended on February 24, 2012. On the basis of representations by Dole Food Company, Inc. that this
information qualifies as confidential commercial or financial information under the Freedom of Information Act, 5 U.S.C. 552(b)(4), the Division of
Corporation Finance has determined not to publicly disclose it. Accordingly, excluded information from the following exhibit(s) will not be released to
the public for the time period(s) specified:

Exhibit 10.1 through July 8, 2018

Exhibit 10.2 through July 8, 2016

For the Commission, by the Division of Corporation Finance, pursuant to delegated authority:
John Reynolds

Assistant Director

Examples of Redacted Disclosures in Material Contracts

1, Facebook, Exhibit 10.4 on 10Q (7/31/2012)

A new limited exception is hereby added as Section 4.b(ii)(6) that reads as follows:

(a) “Subject to Sections 4.b(ii)(1)-(5) of the Developer Addendum (and as amended by Developer Addendum No. 2) and subject to the terms of the
Amendment No. 2 to the Developer Addendum, you may use a subscription substitute payment method, provided that upon the Facebook payment
method for subscriptions live date, you will migrate all applicable new subscribers and legacy subscribers (collectively, “Subscribers”) from such
subscription substitute payment method to the Facebook payment method for subscription services within the applicable subscription transition period
regardless of whether or not the feature set for the Facebook payment method for subscription services is on parity with the subscription substitute
payment method feature set; accordingly, and without limiting the foregoing, you shall migrate all Subscribers over the Facebook Payment Method for
Subscription Services even if (1) a subscriber is using a Payment Method other than credit/debit cards, (2) the payment method for such a subscriber
is not supported, (3) a subscriber is using a currency that is not supported or (4) the subscription period for a subscriber is not supported (e.g., you
must migrate Subscribers that are on a weekly subscription even if the Facebook Payment Method for Subscription Services can only support monthly
subscriptions)[*]. Facebook will provide you thirty (30) days prior written notice of the Facebook payment method for subscriptions live date. Except as
otherwise set forth in Sections 4.b(ii)(1)—(5) of the Developer Addendum, your right to use a subscription substitute payment method shall automatically
terminate at the end of the applicable subscription transition period. At all times, any Zynga In-Game Currency that you make available as part of the
Subscription Service(s) for a given Covered Zynga Service shall comply with Section 4.b(ii)(3)(d) of the Developer Addendum.
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(b) Notwithstanding anything to the contrary in Section 4.b(ii)(4), prior to and during the subscription transition period, for purchases by subscribers
through a subscription substitute payment method, you shall pay Facebook [*] thirty percent (30%) of all amounts received by you from subscribers for
the applicable subscription service(s) before any deductions (“Subscription Fees”) [*]. Prior to and during the subscription transition period, you shall
provide Facebook, on the second calendar day of each month, with a written report detailing the subscription fees due for the immediately preceding
month (regardless if the amount due is zero). The corresponding Subscription Fees for each month shall be due and payable within [*] calendar days at
the end of each month. Facebook shall not be required to provide you with any invoices for the Subscription Fees. Upon written request by us, but no
more than once every twelve (12) months, [*].’

2, Antares Pharma, Inc. Exhibit 10.1 on 8-K (5/23/2011)

PERFORMANCE GOALS

The number of Performance Stock Units that may become earned and vested shall be determined based on the actual performance level achieved
with respect to the following performance measures during the performance period: 3-year net revenue; 3-year FDA product regulatory approval; and
commercial launch of [******] by [******] (collectively referred to as the “Performance Goals,” and each individual measure, a “Performance Goal”). The
chart below sets forth the applicable weighting and Performance Goals at each performance level for each performance measure for the Performance

Period:

January 1, 2011 to December 31, 2013 Performance Period*

Performance
stock units
earned and vested
as a percentage of

target (% of
Performance measure Weight Performance level Performance goals target)
3-year net revenue 33-1/3% Threshold 3-year net revenue of at least $[***) 50
million but less than $[***] million
Median 3-year net revenue of at least $[***) 75
million but less than $[***] million
Target 3-year net revenue of at least $[***] 100
million but less than $[***] million
Maximum 3-year net revenue of $[***] million 150
or above
3-year FDA product regulatory  33-1/3% Threshold FDA regulatory approval of [***] by 50
approval [**]
Target FDA regulatory approval of [***] by 100
[***]
Maximum FDA regulatory approval of [***] by 150
[***]
Commercial launch of [***] 33-1/3% Target Launch by [***] 100
Maximum Launch by [***] 150
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