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Abstract

Venture Capital Exit is the most important Stage of the whole operation process of
venture capital. Among the Exit channels, the IPO exit is most noticeable, it has be-
come the symbol of the success of venture capital investment. From the angle of venture
capital , it has become the key of successful exit whether venture — backed firms can
offer and go public smoothly or not. In the process of IPO and going public, there are
many factors that can influence the process and results of the IPO and going public,
especially the IPO underpricing (initial return of investors) and long — term perform-
ance, and these performance influence the exit decision of venture capital and eventual-
ly influence the investment performance and long — term reputation. These influential
factors include: the age of the IPO firm, IPO timing, market return rate, underwriter
reputation, offering signaling, and venture capital reputation, age, investment duration
until IPO, initial investment amount and initial share proportion. Therefore, the study
on the strategies and mechanism of venture capital in IPO exit has great meaning. It can
develop the study of IPO & going public discipline, probe the interaction mechanism of
primary market and secondary market, test and innovate the hypotheses and theories on
IPO underpricing and long — term performance, explore the basic problems in finance,
i. e. , equity premium, market efficiency, asset pricing and investor rationality. It can
also promote the allocation optimization of capital market resources, discover the culti-
vation and certification role of venture capital, better the mechanism of role and reputa-
tion, accelerate the development of venture capital industry in China, push forward the
autonomous innovation and high — tech entrepreneurship, perfect the capital market
system. In a word, the study has great theoretical and practical meaning.

The dissertation studies the mechanism and strategies of venture capital in the

process of IPO exit. It also empirically researches the discipline of underpricing and
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long — term performance of venture — backed IPOs. It is composed of 6 chapters.

The first chapter, on the basis of reviewing the development history of venture
capital industry and elaborating venture capital operation process, it expounds the theo-
retical and practical meaning of the research, puts forward the key problems, the way of
thinking, the methodologies and the technological routes of the dissertation, and sum-
marizes the main innovations and conclusions of the research.

The second chapter, on the basis of acknowledging the importance of venture
capital exit, it firstly summarizes the venture capital exit channels, i.e. , IPO exit,
trade sales, MBO, secondary sales and liquidation. Among them, the IPO exit takes up
about 30% of all exit projects. Secondly, it sets forth the choice of IPO timing, espe-
cially the existence and influence of hot issue markets. Thirdly, it reviews the contract
arrangements between venture capitalists and entrepreneurs, especially the allocation
and shift of control rights. Lastly, it elaborates the signaling effect in the process of
venture capital IPO exit, especially the effect of some behaviors taken by venture
capital and the start — ups in the process of IPO and going public the ventures on inves-
tor benefits.

The third chapter, it puts forward the role and reputation problems of venture
capital in the IPO and going public and demonstrates the importance of the problems.
On the basis of the classical research on IPO underpricing and long — term performance
in the world, it expounds the roles of venture capital, these roles include certification,
cultivation, supervision, lowering the information asymmetry, and effect on perform-
ance. Moreover, based on the research of venture capital roles, it reviews the measure-
ment of venture capital reputation and induces the measurement methods of the reputa-
tion. Moreover, it inspects the effect of venture capital reputation on IPO underpricing
and long — term performance on the basis of reputation measurement methods and finds
out that majority of researches believe that venture capital has significant certification
and cultivation roles and noticeable effect on the start — up performance in the IPO exit
process, especially underpricing and long — term performance.

The fourth chapter, the IPO problem of ventures mainly includes TPO underpric-
ing, long — term underperformance, hot issue market, the roles and reputation of un-
derwriters and venture capital. Among them, the IPO underpricing problem is the most

important and it greatly determines the final performance and market influence of



Abstract

venture capital. On the basis of conducting the issuing pricing condition formula, it
probes the underpricing reason and summarizes some hypotheses on the problem. On
the basis of theoretical analysis, it uses the IPO samples from the SMEs Board and
entrepreneurship Board of Shenzhen Stock Market and empirically tests the IPO under-
pricing problem. It includes:

The underpricing difference between ventures and non — ventures, between
ventures that have large and small share proportion; the effect of venture capital and
underwriter reputation on underpricing; the effect of offering price adjustment degree on
underpricing; the effect of share proportions of managers on underpricing, and the
difference of the numbers of directors of the board on the large and small share propor-
tion of venture capital; the underpricing difference between ascending period and
descending period, between concentrated issuance period and sparse issuance period;
the effect of market index return rate and average underpricing of the stocks going pub-
lic last time on underpricing of IPO this time; the effect of delay from issuance to going
public on underpricing and the effect of underwriter and venture capital reputation on
the delay, the difference of P/E & P/B on the first day of going public and effective bid
for share and placement ratio’ off the net in the process of IPO and going public among
different firms, and the effect of these indicators on underpricing; the effect of the size
factors such as total issuing market value and numbers of staff of listed firms on under-
pricing; the effect of IPO firm age on underpricing, and the difference of ages of
ventures backed by younger and older venture capital when they push the ventures to go
to public; the effect of venture capital age and investment duration until IPO on
ventures’ underpricing, underwriter reputation, ventures’ age, total issuance fee,
initial investment amount and share proportion, share proportion of total venture capital
attracted by leading venture capital, venture capital reputation, the total number of
IPOs backed by the leading venture capital, total issuance market value, P/E, P/B
and turnover rate on the first day of going public.

The whole empirical research process penetrates the test of the hypotheses on IPO
underpricing causes, and it puts forwardand testifies two new hypotheses. On the basis
of significance test of the indicators, the chapter constructs the forecasting regression
models using the data of ordinary IPO (including ventures and non — ventures) and

venture — backed IPO samples, and get the ideal fitting results.
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The fifth chapter, on the basis of acknowledgement of long — term performance
problem and the debates on the problem, it summarizes the existence of IPOs’ long —
term underperformance, measurement methods and the research conclusions on long -
term performance. It also summarizes the influential factors and conditions. Based on
the former researches, the chapter draws the IPO samples from the SMEs Board of
Shenzhen Stock Market, takes 3 — year BHAR and CAR as the measurement scales of
long — term abnormal return, uses market index return rates as criterion, and test the
discipline of long — term performance and the significance test of the effect of different
indicators on long — term abnormal performance. It includes:

Testing the significance of the underperformance until 3 — year and 1 — year; testing
the difference on long — term abnormal return between ventures and non — ventures,
between ventures of large and small share proportion of venture capital ; significance test
of the effect of IPO firm ages, delay from issuance to going public, underpricing and
market return rate of the first day of going public, Numbers of Staffs, Directors and
supervisors of the Firms, P/E & P/B on the first day of going public and effective bid
for share and placement ratio off the net, underpricing and market return rate on the
first day, offering price adjustment degree, underwriter reputation, issuing cost per
share, the effect of venture capital reputation, age, investment duration, initial
investment share proportion on long — term abnormal return.

The research draws some conclusions and finds the factors that significantly influ-
ence the long — term abnormal return of ordinary IPOs and venture — backed IPOs. The
empirical research tests the theories about long — term performance and puts forwardand
testifies a new hypothesis which can be used to explain the difference on long — term
abnormal return. On the basis of empirical test in the fourth chapter and Fifth chapter,
it summarize and compare the difference of the effect of various factors on IPO under-
pricing and long — term abnormal return. At last, Based on the empirical tests, it takes
the ordinary IPOs and venture — backed IPOs in the SMEs Board of the Shenzhen Stock
as samples, builds the forecasting regression models of IPO long - term abnormal
return, and gets the ideal fitting results.

The sixth chapter, it concludes the research results, acknowledges the shortage of
the dissertation and puts forward the prospect of the future research.

The main Innovation of the dissertation is as follows:
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(1) Based on systematic research framework of venture capital IPO exit, it
studies the 3 key problems in IPO research, i e., IPO underpricing, long — term
underperformance and hot issue market, and builds up the relationship among them. In
the research, it tests and explains the puzzles of IPO underpricing, long — term under-
performance and hot issue market, the certification and cultivation roles, the reputation
effect and grandstanding of venture capital. Based on significance test of the effect of
relative factors on underpricing and long — term performance, it builds up forecasting
regression models of underpricing and long — term abnormal return based on the samples
of ordinary firms and ventures.

(2) Based on the new indicators “ Offering Price Adjustment Degree” and
“ Average Underpricing of the Stocks Going Public Last Time” , it newly puts forward
and testifies “Price Ascending force Hypothesis” and “IPO Underpricing Inertia Expec-
tation Hypothesis” . Especially, the indicator of “Average Underpricing of the Stocks
Going Public Last Time” which has the property of time series can be used to explain
and forecast IPO underpricing, which improves the fitting degree and forecast accuracy,
and it builds up the information connection among newly listed companies, and can be
used to explain the micro mechanism of “hot issue market” formation. Moreover, based
on the test of the effect of P/E & P/B on the first day of going public and effective bid
for share and placement ratio off the net on the long — term abnormal return, the disser-
tation newly puts forward and testifies “ Investor impression Long — term memory
Hypothesis”

(3) The dissertation innovatively conducts the empirical research of the roles and
reputation of venture capital, it researches the effect of reputation, age, investment
duration of venture capital on underpricing and long — term abnormal return of ventures,
tests a series of hypotheses and existing conclusions on venture capital research, fills

the gap of venture capital research field in China.

Key Words: IPO, Exit, Venture Capital, Venture — backed Firm, Underpric-

ing, Long —term Performance
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