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Abstract

The phrase “seasoned equity offerings ( SEO) expropriation” is wide-
spread among the Chinese security professions. The investors have a mis-
conception that all seasoned equity offerings are equivalent to expropriation
as to deny the value of SEO in Chinese stock market. We lack the in-depth
understanding about SEQ’s expropriation. The existing literatures cannot en-
tirely explain the poor underperformance of listed companies after SEQ in
China. So it is interesting to have a thorough analysis on the SEQ expropria-
tion. This research can help investors judge and analyze the characteristics
of SEO’s expropriation, help the Chinese security regulation authorities solve
the SEQ’s expropriation, and develop the Chinese stock market.

The main content of the book includes two parts. The first part establi-
shes theoretical models to explain how SEOQ evolve as expropriation and
which is key factors in the SEQ’s expropriation. Then according to the theo-
retical models, we put forward a causal chain analysis framework of SEQ’s

expropriation. The second part is the empirical research to test the causal
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chain analysis, which is from motivation to action and from behavior to con-
sequences. Then we test the effect of internal control and external environ-
ment on SEQ’s expropriation in order to mitigate SEQ’s expropriation. The
main work and conclusion are as follows:

1. Construct the theoretical models of SEO and find the theoretical rea-
son of SEQ’s expropriation.

First, we construct the decision models of non-tradable shareholders,
original tradable shareholders and new tradable shareholders during the SEO
process, based on the analysis of their decision environments. It is pointed
out that there is large difference of decision rights between the non-tradable
shareholders and tradable shareholders. Then we analyze the effects of SEO
key elements, such as SEO price and proceed, on the pay-off function of
three types of shareholders from both the short-term view and long-term
view. The optimized solutions and the condition of positive return are pro-
vided.

The non-tradable shareholders always received positive returns both
from the short-term view and from the long-term view. As for the tradable
shareholders, they will lose from the short-term view. Even in the long
term, they will receive positive return only under the condition that the in-
vestment return of SEOQ proceed is enough high. Consequently, the differ-
ence of receiving positive return between non-tradable shareholders and
tradable shareholders is the reason why the non-tradable shareholders will
employ SEO and then abuse the proceeds from the SEO even they don’t have
a winning-money projects.

2. Put forward a causal chain analysis method of SEQ’s expropriation.
According to the theoretical models, we define the behavior that no good

project backed before the SEO and abuse the proceeds after SEO as SEO’s
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expropriation behavior. Then we propose two motivation hypothesis of SEQ’s
expropriation, one is big shareholder’s private interest, and the other is fund
reserve. The consequence of SEQ’s expropriation is the long-term underper-
formance of companies after SEO. The causal chain analysis pattern of
SEQ’s expropriation is put forward, from motivation to behavior, and from
behavior to consequence. Compared with the unidirectional analysis, the
causal chain analysis pattern is more feasible and more reliable.

3. Empirically study the relationship between the motivation and be-
havior of SEO’s expropriation. First, define what kind of action belongs to
SEOQ’s expropriation and give a description of SEQ’s expropriation. We find
that there are 56. 5% rights offering companies have abused raised money a-
mong the 439 samples which undertake rights offering from 1998—2001. A-
busing raised money is defined by changing the commitment about investing
some project, including explicit change and implicit change of commiited
investments. Those phenomena about abusing raised money have approved
the action of listed company SEQ’s expropriation.

Under the proposed two motivations of non-tradable shareholders’ pri-
vate interest and fund reserve, we test the relationship between the motiva-
tion and behavior of SEO expropriation, after controlling firm size, financing
size, the approving time of rights offering and the shares structure. The uni-
variate analysis and Logit regression analysis find that the more the fund re-
serve before rights offering, the more the possibility of abusing raised mo-
ney; the less the degree of taking part in rights offering by big shareholders,
the more the possibility of abusing raised money. This proves the causal
chain of SEQ’s expropriation from motivation to behavior.

4. Test effectiveness of foreign classical theory to explain the long-term

underperformance after SEO in China. First, give a whole description of
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long-term performance after SEO and group the sample into three part as
SEO group, market group and benchmark group which having the same in-
dustry code and similar size. Such eliminates the influence of macro-econo-
my, size and industry. The long-term performance is measured by market
return and accounting performance. The conclusion is that excluding the in-
fluence of macro-economy, size and industry, the market performances and
accounting performances are becoming worse after SEO. And the classical
theories such as “size effect” or “eaming management” cannot explain the
condition entirely. The earning management exists, but the CFO/ Asset still
drops. This phenomenon cannot be explained by those overseas theories.

5. Empirically study the relationship between the behavior and conse-
quence of SEQ’s expropriation to explain the deterioration of long-term per-
formance after SEQ. Dividing the sample into the non-abused group ( non-
expropriated group) and abused group ( expropriated group), we employ
univariate analysis and regression analysis to compare the two group’s long-
term performance after SEO. The result is that the market-adjusted ROA
and industry and size-adjusted ROA of abused group is less than zero, but
the ROA of non-abused group is above zero. This concludes that the deterio-
ration of long-term performance after SEO is mainly caused by abused
group. ROE and CFO/Asset have the similar result. The analysis about
market return indicates that non-abused group’s raw cumulative abnormal re-
turn ( CAR), market-adjusted CAR, and industry and size-adjusted CAR
are all more than those of abused group. Those results prove the hypothesis
that expropriation causes long-term performance after SEO worse.

6. Explore the governance of SEQ’s expropriation from hoth the inter-
nal control and external environment view. Using three internal control

measures as the board size, the proportion of independent directors, and the
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background of financial/accounting knowledge of board directors, we ana-
lyze the effects of internal control on action of expropriation. The result is
that too large size of board members impairs the efficiency of supervising
function of the Board and makes the expropriation worse. But the indepen-
dence of the Board, the background of financing/accounting knowledge of
Board directors is not significant.

Using the SEO threshold as the representative of supervising environ-
ment, area marketing degree as the proxy of the company operating environ-
ment, the reputation of main underwriters as the representative of SEO in-
termediates, we test those three factors influences on SEQ expropriation ac-
tion. The conclusion is that those three factors are all not significant. That
means the SEO threshold cannot lessen the adverse selection and protect the
profit of investors. Although there are differences of marketing degree among
the areas, there are widespread phenomena that the governments intervene
the companies operation and lead them to expropriation. The SEO supervi-
sing polices induce the professional ability of underwriters become feeble so
as to the non-significance of reputation of the underwriters.

According the conclusion of the research, the book proposes three sug-
gestions to mitigate the SEQ’s expropriation:; enhance the supervising effi-
ciency of the Board and increase the function of independent directors,
transfer the stress from examining and setting threshold of SEO to marketing
offerings, bring up professional invesiment banks and establish the credit
system of investment banks.

The primary contributions of the book are summarized as follows :

1. Construct and analyze the theoretical decision model of three types
of shareholders during the SEQ. From the short-term and long-term view,

analyze the conditions that the three types of shareholders get positive return
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and the effects of SEO factors on their pay-off functions.

2. Put forward a causal chain analysis framework of SEQ’s expropria-
tion. After defining and measuring the SEOQ’s expropriation behavior, we
propose two motivation hypothesis of SEQ’s expropriation, one is non-trad-
able shareholder’s private interest, and the other is fund reserve. Then it is
deduced that the SEQ’s expropriation caused the long-term underperfor-
mance of companies after SEOQ. Therefore, the causal chain analysis frame-
work is constructed, from motivation to behavior and from behavior to conse-
quence.

3. Empirically test the causal chain analysis from motivation to behav-
ior and from behavior to consequence of SEQ’s expropriation. The foreign
classical theories can’t explain the underperformance of companies after SEO
in China. We test and find that the SEO’s expropriation causes the deterio-
ration of long-term performance. And the proposed two motivations induce
the expropriation behavior.

4. Explore the governance of SEO expropriations from the internal con-
trol and external environment. Using the supervising efficiency of Board as
key factors, we analyze the affect of relationship between the Board’s effi-
ciency and SEQ’s expropriation. Then we select the SEO threshold, area
marketing degree and the reputation of underwriter as the proxy variable of
supervising environment, operating environment and intermediate and dis-
cuss the influence of external environment on SEQ expropriation. At last,

we give the suggestion according to the empirical results.



