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The Study of Capital Reduction through Distributing Cash

to Shareholders

Student : Li-Jung Lin Advisor : Hui-Min Chung

Institute of Finance

National Chiao Tung University

ABSTRACT

In year 2002, Formosa International Hotel Corporation leaded in implementing about
“Capital Reduction through Distributing Cash to Shareholders”, it became an unique “Capital
Reduction” system of Taiwan, and caused the current of “Capital Reduction
through Distributing Cash to Shareholders”-in recent two years. Companies expect to
eliminate bloated capital by “Capital..Reduttion through Distributing Cash to
Shareholders” ~ and to promote EPS ~ ROE:~ ROI,. they more hope to stimulate stock price by
adjusting financial constitution. The study.combined “Event Study” , “Simple regression” ,
“Logit Model”, to analyze Taiwan listed companies’ announcement effect ~ the change of
foreign capital stockholding and finaneial factors which affected capital reduction declaration.
The result support three hypothesis in the study. First, after the directors have approved capital
reduction and declared, market reflects conspicuous positive abnormal returns. Second,
cumulative abnormal returns and cumulative foreign capital stockholding ratio are negative
correlation. Finally, capital reduction correlates closely with some financial factors.

Keywords : Capital Reduction through Distributing Cash to Shareholders , Event Study,
Logit Model, Foreign Capital, Financial ratio
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