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Preface

Practically, listing abroad has been the common experience for more than
100 countries of the world to enhance the efficiency of national economy (mainly
state — owned economy ) since the 1970s. And in China, ever since Qingdao Beer
(HK, 0168) listed in Hong Kong in 1993, mainland enterprises have gone a-
broad one after another to seek development in overseas-capital markets, creating
a unique upsurge of H — shares and Red — chips. But how will listing abroad af-
fect enterprises? And nowadays, H + A is becoming more and more popular. So
for: good companies in China, whether go abroad or return remains as a question.

Theoretically, there are fragmented studies on governance mechanisms and

firm value for companies listed abroad. Proceeding from the environment theory of

" financial management, this book analyzes the influence of listing abroad on gov-

ernance mechanisms and firm value, and further studies the transmission effect of
the improvement in governance mechanisms on corporate value enhancement in
depth. It will help understand the effect mechanisms of changes in the environ-
ment and systems in capital markets on corporate governance‘ and firm value for
companies listed abroad, and clarify the disputes on the “black —box” of govern-
ance mechanisms’ effect on corporate value. This book also extends the modern
agency theory, and provides evidence and materials for evaluating financial deci-
sions in companies listed abroad accurately.

This book: considers that governance mechanisms, financial decisions and
firm value are closely linked through a certain path. Specifically, listing abroad
can improve governance mechanisms, and good corporate mechanisms can en-

hance corporate value by optimizing financial decisions. So, one of the motiva-



tions for this book is, through theoretical analysis and empirical tests, to ap-
proach whether and how financial decisions, including financing decisions, in-
vestment decisions and payout decisions, play a transmission role in corporate
governance influencing firm value. It provides practical experience for use by
_ companies actively seeking for overseas listings, makes regulatory bodies and
companies more rational with listing abroad, and also produces positive reference
for decision — makers in companies listed abroad to improve governance, optimize
financial decisions and enhance corporate value.

Compared with previous studies, the first innovation in this book is that
transmission effect is taken as the link between governance mechanisms and firm
value for companies listed abroad to develop the complete value — driven chain.
Through literatures review, we find that there has not yet any study of authority
on the influencing path of governance mechanisms affecting firm value, so this
book attempts to establish the research framework of this subject: in a perfect
capital market, on the one hand, governance mechanisms enhance corporate val-
ue directly; and on the other hand, governance can increase firm value by opti-
mizing financial decisions. This study makes use of research methodologies con-
cerned with indirect effect in sociology, management psychology, etc , and ap-
plies moderator and mediator variables to financial management study. It discov-
ers that financial decision acts as the mediator variable between governance mech-
anisms and firm value, and points out the possible effect mechanisms. The result
reveals that, as the mediator variable, financial decisions contribute up
to 20 -40% .

The second innovation in this book is that, taking firm value as the criteria
for judgment, it analyzes the logical relationship between governance mechanisms
and financial decisions from the listing abroad perspective. It extends agency the-
ory in financial decisions, and also produces evidence and materials for environ-
ment theory of financial management. In recent years, scholars conducted more

and more research on the influencing factors of capital structure, cash holdings,
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dividend policy, etc. in Chinese listed companies, but few of them considered
governance mechanisms and financial decisions as a whole, let alone research
from listing abroad perspective. And A - share related studies also just consid-
ered the effect of individual proxy variable of governance mechanisms. Thus,
starting from agency theory, this book systematically describes the relationship
between the overall characteristics of governance mechanisms and main aspects of
financial decisions based on the empirical evidence in Chinese companies listed
abroad.

The third innovation is that, taking Hong Kong main board listing for exam-
ple, this book analyzes the significance of listing abroad for companies in China,
and develops G — index to examine governance mechanisms from the two dimen-
sions of comprehensiveness and integration. It provides a path to be used as a ref-
erence for developing securities market in China, improving governance mecha-
nisms and optimizing financial decisions, and also enriches the literatures con-
cerned with listing abroad. Most of previous studies explained capital markets in
developed countries (regions) , such as US, British, etc. , and targeted at enter-
prises in Europe or North America mainly. There were few studies on Hong Kong
listing, and much rarer from the viewpoint of listing abroad for companies in Chi-
na. Theoretically speaking, there are two offset powers affecting the performance
of listed companies: the positive privatization effect and negative IPO .effect. And
this book proves the former effect from the listing abroad perspective.

This book firstly develops the theoretical framework and train of thought
based on literature review and, through empirical tests, analyzes the partial medi-
ator effect Qf financial decisions on corporate value and reveals the universal rules
for mediator effect. Then, it conducts a case study to explain how listing abroad
improves governance mechanisms, and enhances corporate value ultimately by
optimizing financial decisions, which provides further evidence to the results
drawn from empirical study.

Starting from contract theory, the theory part first describes the theoretical




background of listing abroad. Then, based on the separation of ownership and
control, it explains the theoretical system of corporate governance. And in the
core sessions, we thoroughly review the financing theory, investment theory and
distribution theory, and the corporate value theory is also summarized. In modern
enterprise theory, agency problems and the incompleteness of contract are the two
prerequisites to corporate governance. Corporate governance is the most important
organization structure in modern firms. It consists of internal governance mecha-
nisms and external governance mechanisms. And the former is the traditional
configuration system for control rights among shareholders’ meeting, board of di-
rectors, board of supervisors and managers; the latter is the external control and
influence executed by the contract between stakeholders and the entity, market
for corporate control, and market for professional managers. The basic way to im-
prove governance is to reduce agency costs by introducing competition and perfec-
ting internal and external market systems. In an imperfect market and with in-
complete contracts, the allocation of control rights depends on whose interests are
vulnerable. And stakeholders negotiate benefits and control rights through con-
tracts (financial products, that is, financial decisions). But due to the incom-
pleteness of contracts, certain mechanisms are needed to address unpredicted is-
sues, and governance mechanisms emerge as required. On the other hand, after
releasing certain ideal conditions, capital structure, cash holdings and dividend
payout all affect corporate value. Therefore, there should be a tie linking govern-
ance mechanismé , financial decisions and firm value closely. With the listing a-
broad for companies in China, there are changes in the internal governance mech-
anisms and external environment, such as supervision, and legal system. The
regulations and laws in the mature capital market will enforce the enhancement of
the governance mechanism for companies listed abroad. And it will exert pro-
found influence on companies’ financial practices and corporate value.

As to the empirical analysis, it first tests changes in governance mechanisms

and firm value before and after listing abroad, in which the study originates.

o ...

[ T Y T T LI T YT LT TR Y

i

i

fes 15
Bl

P T P T R R L R T L P L L LA e5900004800000000000000000000000000000000000000sR0TEIIISIRS

.
.
.
.
.
.
.
.
.
.
.
»
.
.
.
.
.
.
.
.
.
-
.
b
.
-
.
.




S R = iy B O N 5 T 2 5 S b SR

Through adopting the MNR research framework , this book identifies that: listing
abroad have played an important role for the improvement of governance mecha-
nism in China’ s companies listed abroad, and the corporate value is also en-
hanced after listing; and extension tests further reveals that the improvement in
governance and firm value is superior in companies listed abroad than those A -
share listed companies. Then, through developing G — index and the robustness
testing on the effect of G — index on financial performance and market value re-
spectively, it finds that there is significant positive relationship between govern-
ance mechanisms and corporate value for companies listed abroad, which verifies
that investors are willing to pay relatively high premium for companies with good
governance from the market value perspective and also provides a basis for the in-
direct effect study in sessions 4 to 6. Afterwards, it performs comprehensive anal-
ysis on the transmission effect among governance mechanisms, financial decisions
and corporate value, which is the core area of this book. Specifically, financing
decision is measured by the typical variable of capital structure. Since cash pro-
vides direct sources for investment activities in companies and the level of cash
holdings is an important indicator for measuring investment capability, this book
takes cash holdings as the proxy variable of investment decision. And cash divi-
dend per share is considered as the variable for payout decision. Through using
the Freedman — MacKinnon model in Management for testing indirect effect, this
book conducts the exploratory factor analysis (EFA) among governance mecha-
nisms, financial decisions and corporate value. And the empirical results show
that, as the mediator variable, financial decisions partially transmit the effect of
governance mechanisms on firm value in two layers of the individual ones and the
overall one.

The case study, taking China Telecom as the typical case, describes a series
of changes in governance mechanisms, financial decisions and corporate value
before and after listing, and explains the -effect mechanisms. By showing the im-

provements brought by listing abroad, it is expected to provide some reference to



regulatory bodies and companies in China.

In view of the conclusions, this book presents the following political sugges-
tions; (1) establish a coordinated development mechanism for corporate govern-
ance and financial decisions and enhance firm value; (2) make rational use of fi-
nancial leverage and regulate over equity financing; (3) determine a reasonable
level: of cash holdings and strengthen the supervision on cash holdings; (4) guide
enterpﬁses to implement effective cash dividend policy; (5) perfect the monito-
ring system, reinforce the legal system establishment and improve corporate gov-
ernance environment; (6) accelerate the development of domestic capital mar-
ket, and meanwhile encourage enterprises to list abroad with market mechanism

The practice part of this book is positioned as a reference book for financial
specialists. It firstly describes key attributes of listing abroad individually. One is
the key issues in the processes of reorganization and reformation, intermediary se-
lection, valuation modeling etc to ensure the success of listing abroad ; the other
the éntrepreneurship which investors in mature capital markets value. It is about
how to develop issuer’ s core competitive advantage and thus realize sustainable
growth; third, it makes detailed analysis of the special difficulties in the process
of listing abroad, such as red — chip assets replenishment, housing and land
property right ascertainment, debt restructuring, and employee stock ownership
plans, etc.

Secondly, acceding to the proceeding theoretical framework, it lists the es-
sentials of financial decisions systematically. Investment decision mainly discus-
ses the realization path of the two core tactics of enlarging economy of scales and
increasing internal rate or return; financing decision summaries the operating
rules for the most popular financing instruments in overseas capital markets; divi-
dend decision analysés the various forms of dividend distribution and the cause
aﬁd effect, proved by the data of TMT industry.

Thirdly, the session of corporate governance does not only exhibit the classic

forms of board governance, but analyses the market’ s attention on US SOX Act
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and COSO in recent years. It also describes in detail the hot topics of manage-
ment motivation and induction of strategic investors, and concludes the emphasis
and difficulties in investors relation management in mature capital market.
Integrated doctoral dissertation with practice guidelines is an attempt for the
special subject study. The original purpose of this book is to share the experience
in corporate governance, financial decisions and value growth in the context of
listing abroad, and hope it can do any benefits to scholars and practitioners.
However, limited by the author’s knowledge and energy, mistakes and omissions

are unavoidable, and the author expects comments from readers.



