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SCIENCE OR COMPLIANCE:
EFFECTS OF SARBANES-OXLEY 404(B) ON BIOTECH INNOVATION, CAPITAL FORMATION AND INVESTOR PROTECTION

Disproportionate cost  
for smaller issuers

Reduces corporate innovation  
(decline in patents)

Significantly reduces  
market capitalizations

Bio-EGCs are less likely to have ineffective internal controls on financial reporting  
or restate financials than other issuers.  

404(b) disclosures do not yield significant stock market responses, meaning  
investors do not change their long-term views on the companies. 

Investors do not see benefits. Low market demand for voluntary 404(b)  
compliance (compared to high demand for voluntary compliance for beneficial 
regulatory requirements).

EFFECTS OF SECTION 404(b) DO BENEFITS OF 404(b) STACK UP?

“Put simply, academic studies show that the costs of Section 404(b) are high and the benefits are low” for biotechnology EGCs.

“Collectively, our evidence demonstrates that an extended exemption from Section 404(b) for Bio-EGCs  

would achieve the SEC’s mission of balancing investor protection and capital formation.” 

“[ . . . ] The planned phase-in  
of Section 404(b) compliance for  
Bio-EGCs will impede innovation  
and capital formation with little  

benefit to investors.”  

Study conducted by Dr. Craig Lewis, a Senior Advisor at Patomak Global Partners and Professor of Finance 
and of Law at Vanderbilt University; and Dr. Joshua T. White, Assistant Professor of Finance, Vanderbilt 
University. Full study available at: www.bio.org/EGCWhitePaper
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