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Abstract

Split share structure is generally regarded as the root of distorted
financing behavior for Chinese listed company, so the reform of non —
tradable shares can radically change and reconstruct Chinese capital
market. In May 2005, A — share market suspended the financing to
assist the reform, however, with the development of the reform and is-
sue of new policy, the capital raising is once more on the stage.
Based on the system of tradable market, began with the control
rights, this dissertation establishes a new framework of influence of
control rights on the choice of financing method and makes a conclu-
sion on the financing behavior of tradable market.

The paper consists of seven chapters; the prime contents and
viewpoints proceed as follows;

Chapter 1 reviews the development of theory of control rights and
put forward the research questions. Firstly, because the member who
controls the corporation can determine the future financing, so we
want to know how the control rights could determine the capital struc-
ture and to what extent control rights could be used to explain the fi-
nancing behavior? Secondly, the absent of market for corporate con-
trol in Chinese capital market makes the controller search for the
method which can sirengthen the control rights, so how does the con-
troller strengthen their right of control and get the private benefit of
control? Lastly, the system change makes us reconsider the choice of
seasoned equity offering (SEO) , under the condition of tradable mar-
ket, how does the financing behavior influence the price of stock and

whether listed company raising capital according to the pecking order



theory? Which factors will affect the stock price and whether it is rela-
tive to the control rights?

Chapter 2 bases on the arrangement of control rights, and estab-
lishes a theoretical framework of influence of control rights on choice
of capital raising.

The choice of financing on the one hand is the decision made by
controller of corporation under the given corporate governance,, moreo-
ver, corporate governance is in fact the form of allocation of control
rights, different arrangement causes different corporate governance
and eventually the different goal of finance, on the other hand, the
choice of financing is still affected by the outside institution environ-
ment.

Chapter 3 concludes that listed companies still prefer the equity
financing, especially the private sale according to the descriptive sta-
tistics. Split share reform causes the change of financing environment
and financing system. In this chapter, firstly comparing the equity fi-
nancing with debt financing, we find equity financing overwhelm debt
financing. Secondly, after comparing the method of SEQ, we con-
clude that private sale is dominant in the method of financing.

Chapter 4 analyzes the characteristics of corporate governance at
present and concludes that the split share reform doesnt change the
situation that controlling shareholder still controls the corporation.

Comparing with the controlling shareholder under the system of
split share with that under the tradable share, the concentration of
ownership is decreasing under tradable market and the listed compa-
nies are still controlled by government. However, the utility function

of controlling shareholder is changed; in the past, in order to get pri-

l

vate benefit of control, controlling shareholder usually transfers profits
from the internal company, but now controlling shareholder gets both

capital gain and insider profit. We calculate the private benefit of



controlling shareholder at present is 3. 9%.

Chapter 5 establishes a new theoretical framework to explain the
choice of financing.

Based on the reality of corporate governance and the outcome of
western theoretical research, this paper cooperate the corporate gov-
ernance with the financing cost. Because the key factor to explain
choice of financing is corporate governance, more specifically is the
arrangement of control rights, controlling shareholder may choose the
method that could strengthen their control rights, so the financing cost
of company is different from the cost of controlling shareholder. From
the perspective of decision, the financing cost of controlling share-
holder is actually the fundamental factor influence choice of finan-
cing. Then we extend the definition of financing cost, design the cal-
culating formula of financing cost and analyze private sales based on
86 samples, and the result shows the equity cost of controlling share-
holder is lower than that of debt cost, which to some extent explains
the equity financing preference.

Chapter 6 tests the theory of control rights and the conclusions
are as followings: Firstly, the abnormal return is 4. 49% and the ad-
justed abnormal return is 9. 11% , which means the private sale is
good news to the market. Secondly, the ratio of shares held by con-
trolling shareholder is curly with stock price. Thirdly, the information
hypothesis and ownership structure hypothesis can support the an-
nouncement effect of private sale in Chinese listed company. Lastly
the market positively reacts to the situation which raising capital from
controlling shareholder, but we cannot get statistically significant con-
clusion.

Chapter7 makes the conclusion, throws out the problem and pro-
vides the suggestion.

Innovations of this paper are as following:



(1) This dissertation establishes a new theoretical framework and
states the influence of control rights on the financing choice. The ar-
rangement of control rights determines the mode of corporate govern-
ance, and then decides the goal of finance, and eventually the finan- |
cing behavior. '

(2) It is the first time to do some quantitative research on the
private placement based on the tradable market. After comparing the
equity financing with debt financing and the different method of sea-
soned equity offering, we make the conclusion that listed company is
still prefer to the equity financing, especially the private placement.

(3)How to explain the equity financing preference? We believe
corporate governance is the fundamental factor affects the financing
activity, and the financing cost is the direct factor affects the finan-
cing activity, the problem of corporate governance will reflect in the
financing cost, which decides the choice of financing,

(4)1t is the first time to do some research on the announcement
effect and affected factors of pﬁvate placement under the tradable
market. ‘ :

(5)1t analyzes the manipulation of stock price and the qualities
of assets invested by controlling shareholder and corresponding policy

proposals are advanced.

Key words; Fully Floating market; Control Rights; Sea-
soned Equity Offering; Controlling Shareholder ; Financing Cost;
Announcement Effect
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