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In traditional academic literature on corporate governance, one of the problems
mainly ' focused on is the agency conflicts between the -inside managers and
shareholders in the dispersed- ownership structure ( Agency Problem 1):. A more
recent line of research confirms-however, that most of the firms around the world,
especially in developing countries have a controlling shareholder, usually a family
or the State. The prevalence of controlling shareholder can align manager’ s
interests with those of shareholders and alleviate the conflicts of interests between
owners and managers.’ However, the controlling shareholder may use its controlling
position in the firm to extract private benefits at the expense of minority
shareholders ( Agency Problem Il ). The second type of agency problem appears
and can be particularly acute when the controlling shareholder is an individnal or
family.

Several recent studies show that there are ultimate controlling shareholders in
most companies around the world.” As a basic feature of internal cdrporate
governance mechanisms, ultimate control right not only determines the arrangement
of residual control right and residual claim, but also enormously affects the
corporate financial decisions. Pyramidal ownership structure is the most commonly
used mechanism to enhance control by ultimate controlling shareholders.” The
separation of cash flow right and control right in pyramidal ownership structures
makes the ultimate controlling shareholders expropriate the corporate resource at the
expenses of minority shareholders and listed companies for their private benefits of
control. Thus it can create substantial conflicts between ultimate controlling
shareholders and minority shareholders, as ultimate controlling shareholders can
appropriate private benefits of control without incurring their fair share of the cost.

In private-controlled listed companies of China, the ultimate controlling
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shareholders commonly use pyramidal ownership structures to separate cash flow
right and control right, presence in the board and top management position is also
commonly prevalent, which shows that dominant agency problem is between
ultimate controlling shareholders and: ‘minerity shareholders in private-controlled
listed companies of China. Uhlike previous research that focused on the direct
controlling shareholders, this dissertation studies the effects of ultimate control
right on corporate financial decisions from the perspective of ultimate controlling
shareholders, which is the dominant idea and feature of this dissertation.

Based on the analysis about .the present. state of ultimate control right in
Chinese private-controlled listed companies, this dissertation expands the extension
of control right from direct to ultimate control right, analyzes the ultimate control
right from three aspects: the shareholders, board of directors and top
managements, and chooses the ratio of cash flow right to control right (CV), the
board and top management appointment, group-affiliation and founding controlling
shareholders as the. proxy variables of ultimate control right, which is the first
innovation and contribution of this dissertation.

Based on both normative and empirical research, using the date of Chinese
private-controlled pyramidal ownership, this dissertation studies the effects of
ultimate control right on corporate financial decisions. The main research contents
are as follows:

(1) The effect of ultimate control right on ﬁnancing decision;

(2) The effect of ultimate control right on investment decision;

(3) The effect of ultimate control right on dividend decision;

Through studing the effects of ultimate controlling right on debt-financing,
overinvestment and cash dividend decision in Chinese private-controlled listed
companies, the dissertation analyzes the mode that ultimate control right
arrangement effects on corporate finance in private-controlled pyramidal ownership,
and provides new understanding and new perspective of improving corporate finance
efficiency, gives new evidence about the conflicts between controlling shareholders

and minority shareholders in China.
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