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On the Relationship between Seasoned Equity Offerings
and Post Issue Cash Flow Performance
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Abstract

The purpose of this paper is to
explore the effect on operating cash
flow performance from seasoned
equity offering (SE0). Using the
pairwise T-test and the regression
analysis, we study the sample
companies that conduct SEO from 1986
to 1995. It is found that: (1) the
operating cash flow performance 1is
declining significantly from one to
three years after SEO; (2) the
declines 1n operating performance
are highly related with the free
cash flow before the SEO. The
conclusions of this paper strongly
support Jensen’s Free Cash Flow
hypothesis.

seasoned equity 1issues,
free cash

Keywords:
operating performance,

flow
—~ RB#ELBEH

BRETGA—BRELEEZEET LN ER
Tl ARG HOBRE AR 5 E
F o RFHFS LT EAREN G > FAA T
AROUR AT B4 - IR L E - R EH
TR E BRSO 1ERAM 0 T R
EFRELRAREER S - BE T AR
ERXBERF > HRARLWEMRE £
R ELEBERARERMELETL A
B o

REMBEHLENB L ERATBE
PERBENREAMT? AXZ B AR
HERET NGRS EAR  ©EXE
ERLRELEHUERRAATHAEE "W RE
B3 MR F AR L 7 g E
ERATThHBEBRSREBINAERE?

T AG R ENRET ERE
EEEEOMBREA LR H R - 4]
oo WwRNFNRLEEZRARENKE
W E RBERERE HKELEE R
HI BTG HEHE > L s —KE
Ml% 2  UAMRTEBBRERZEEZH
RFEE NG TEE LGRS ik
THRNNREEEAN—FREBE=F
ZFABEEARATAERN ZRE
BRERLEEALBERLRETHEXL
ZE2HHEF -

=~ HBRaEH

AAFAHRBAD F2RES4F R
SHEHAN G WA AT A —FRHET
BREZFRZEERSREGANEILE



W BRIIFFTHEEZOTHERE N EHR
$F—FmD 186%  F—Fik) 234% > %
ZFRY 361% (2RE1) & —F 5
HHETHEZAME R FERRN X
HFavResnEmRN (£R-£&234)-

. ERARNEZHHAEAR

R 1GERER £NRLH
BAS —FRANE—F HERE —F
M- Fz ERBE> & P-value 3l A
0.4345 ~ 0.2477 > %54 £ 12 2| 88 % &
2o MAESESEIHEEKE - ERH
NIABRAMBEHNRLARAEFTBEEY
HE o

w—F o -1 B+l (BEZEAE
F0 D)~-13+2(8AFAE£0.01) ~
1243 (BAEAKEZE0.05) X THER
B & M H P-value A AR R ARFE Z 0948
B LAY ELBEME & ATRE
AR LA ER R EATNESR
o PR e B eH N RANEREK
RELABBATE - B4 > RFHET
UEH WER 2GR ERRE B (-]
2 +1) &9 -0.0186 > %] (-1 %] +2) &
-0.0234> 27 (-1 %/+3)89-0.0361 -
MERR#ESL HEXERRTHEHE
ER-RTHAEA -

2. BERLAETHEXGILME £
(a). JE 4 B oFR) g2 81

(2B BHMBEARELG BT
2] 0.1 amBAEKRKE R THEANAD
RERELSY NG AWMEBEBRELEHK
(B TFTHEA% > ¥ Jensen 89 8 & 3,
SHREBRBL  FABRLSAELY
HMEARZR QMG mMEFELF LG
BEINERBEE WHEAY LI ALER
LHEBLALAEXLTHRORAEZLL
RAR AR B9 > 3] Ry Fu 48 o My H 4 4% B0
BHERBEE -
(b). FE % 3 of ] BEER+2 #2-1

& 3P EEEEXE 0.05 897
%k # (P-value= 0.0181) > M4
A1 &3 10.08%( sbi= & X Ao A\ BF R & #E

G Mg YR AERBEEZ HER)-
BHRLSAELGHEINAABAEZ K
£ 0.00 ZRNATHEATw R N3] AH B
SHBHELSRE B ELGERER
BERTHEASL > ¥ Jensen &9 33R
FER

Tobin’s Q ¥ %3z 0.01 8 % K % >
B QES A ERELELERR M
THEMR > MERLEFAEETATES
HoOAWBF _FHEEAERRATHRER
FAEE- THERALGN SELY2ILE
HeOMBRABRK > AT B EILER A
NAURELWEEET 12 S keik &4
R—R BN BEEHATRER > —F 4
AT -

(c). Me 8 B of ] B IR +3 11

FAEMEFEXED 0.01 988 %
K #E (P-value= 0.0022) > A4
2% 13.19% -

BHRLRAEEHENBEE K
£ 0.01 ZRATHEAAT RN AH B
BB ESAE AMEMEREREK
RE®TFTHEAS > bd Jensen 818
AR o A S0 AT B EF KX T R
R BEREMEEMEEEF A
B4 B P BEER +2 $2-1 &9 0. 2782 2% 4¢ rg,
BFR]BEER 43 #2 -1 89-0. 4948 B3R A T
NE B A EAN A BR SR E MR
R ERIBTHRAELORRARKME -

GO R BRI Y B R = LT —
FLEEF > ZMAMARRE KR L
WERELHERAMNKRE LB XA
(p-value= 0.3043) -

Tobin’s Q % % £ 0.05 A8 % K & >
e QB M EREGLERIRM
T mEELRFAMEARS S 1
BRERMBEHERTH  £HREE =
GHEBRLLABELERZERTRE
BAAERE -

m st ERR A

BN BT 8 A B ATR Sk
WAL BRI S F ENH AR R R



WM EHRE B IOARKIEEHGHHG
e KX B ER AR EEAIFTLEAE
IHBREBAHRLAERESI AN LXE
BHRLAES —EXEFPRAZE F4v
MEARE AL TRBEALZEAGHRSL
MERRBEATRAEABHREREZIN
I o
AXEHEAKRITAEGRLSREY
BHE A EHNGEH TN T
ABEBRARAHEEEZRESH B
K 8] EEAE RG] T 3 L R A B
BEE > FPRERKRIAE LY L LR
% B RAHESEGFERAAEN LA
Bl e B o @B PR R H R
BEHBEPNEPHEER  HHENAEBR
SR EGUBRBEE  BTBEHRLA
EBRRABRE MR HBB AR AR N LW
BHEA TR RE -

A Y

2% Tx#® (R8) T4# LR
NEABREHEHRBEYIRE - TEE
1A 835> B 27-52-
Q%L (R8I THMM®E EH NI
REBEFIHN A —FRE > B H
HRZZH I A KB O(T) R
235-262 -
3Bk HMAS (R 83) T &HmT
REMETLEHRRBR N L BHLTH
BREET LR A# 218 115-139-
4. Cai, Jun and Tim Loughran(1988) ,
“The Performance of Japanese
Seasoned Equity Offerings,
1971-1992,” Pacific Basin Finance
Journal, vol.6(5), Nov.,
pp. 395-425.
5. Chung, Kee H.; and Stephen W. Pruitt
(1994) , “A Simple Approximation of
Tobin’s Q,” Financial Management,
Vol. 23, No.3, Autumn, pp.70-74.

6. Jain,B. and 0. Kini(1994), “The
Post Issue Operating Performance
of IPO Firms,” Journal of Finance,

pp. 1699-1726.

7. Jensen, Michael C.(1986),
“Agency Costs of Free Cash Flow,
Corporate Finance and Takeovers,’
American Economic Review, May,
pp. 654-665.

8. Lee, Hei Wai (1997), “Post
Offering Earnings Performance of
Firms That Issue Seasoned Equity :
The Role of Growth
Opportunities,” Quarterly Review
of Economics & Finance, Vol. 37,
pp. 97-114.

O Mann, S.V. and N.W. Sicherman
(1991), “The Agency Costs of Free
Cash Flow : Acquisition Activity
and Equity Issues,” Journal of
Business, pp.213-228.

10. Masulis, R.W. and A.N. Korwar
(1991), “Seasoned Equity Of ferings :
An Empirical Investigation,”
Journal of Financial Economics,
pp. 91-118.

11. McLaughlin, Robyn & A.
Safideddine &, G.K. Vasudevan
(1996), “The Operating Performance
of Seasoned Equity Issurs : Free
Cash Flow and Post-Issue
Performance,”, Financial
Management, Vol 25, No.4, pp. 41-53.
12. Myers, S and N. Majluf (1984),
“Financing Decisions When Firms
Have Investment Information that
Investors Do Not,” Journal of
Financial Economics, June,
pp. 187-220.

13. Tobin, James (1969), “A General
Equilibrium Approach to Monetary
Theory,” Journal of Money, Credit and

Banking 1, 15-29.

Dec.

2




&

(1 R BEMNABNIRALAETERNERE
BERE K E I FRE F (B EANFE TS 0)

-2 8 -la|-12+] |-12+2 |-13/+3 02 +1 +1 2] +2
Fi . |-0.0027 |-0.0186 |-0.0234 |-0.0361 (0.0256 |0.0110
&R 10.0152 10.0133 ]0.1200 {0.0153 0.0132 (0.0161
T2 -0.1578 [-1.4040 |-1.9506 |-2.3653 [1.9391 0.6836
P-value [0.4345 |0.0811% [0.0256%*[0.0099***|0.0271%* |0, 2477

AaMENE —FANSE _Fx "REAZTHLETE LB E R BREEHE -

& 2 Yj=,50+,@XU+,52ij+ﬁ3X3j+@X4j+@X5j+,B6X6j+8j
Source DF SS F value P-value R-square
Model 7 0.4055 2.061 0.0516% 9.22%
Error 142 3.9911

Total 149 4.3966

S 8L 3

% SH AL [BREE T# & 1a |P-value
B, B -0.0493 0.2264 -0.218 0.8278
FCF/A(-1) -0. 2874 0.1580 -1.819 0.0710 *
CF/A(-2$2-1) -0.0000 0.0000 -0.779 0.4372
Bl & & %1t -0.0159 0.0201 -0.788 0.4323
Tobin’s Q -0.0772 0.0486 -1.589 0.1142
Ln(Asset) 0.0034 0.0144 0.240 0.8106
AfE/ & A& 0.1183 0.0474 2.498 0.0136 *x
B R] R #t 4 H a -0. 0855 0.0349 -2.450 0.0155 *x

a. R E#REBUARE T8 FH o R

& 3 Y/:ﬂo"'ﬁXl/"'leij +ﬁ3X3j+ﬂ4X41’+IBSX5i+ﬂ6X6i+gi
Source DF SS F value P-value R-square
Model 6 0.2651 2.652 0.0181%% 10.08%
Error 142 2.3664

Total 148 2.6315

P

% SHAEF [BEE T# &1 |P-value

B 2B 0.0285 0.1706 0.167 0.8675
FCF/A(-1) -0.2782 0.1209 -2.301 0.0229 xx
CF/A(-2$2-1) -0.0000 0.0000 -1.260 0.2097

Bl x® & &E %1t -0.0225 0.0154 -1.458 0.1470
Tobin’s Q -0.1147 0.0374 -3.064 0.0026 **x
Ln(Asset) -0.0019 0.0108 -0.178 0.8591
B1R/E A 0.1064 0.0362 2.943 0.0038 *xx




& 4 K:’BO+’Q‘X15 +ﬂ2Xzi+133X3j+ﬂ;X4j+ﬁsst‘ +IB6X61‘+‘91’

Source DF SS F value P-value R-square
Model 6 0.3783 3.621 0.0022%%% 13.19%
Error 143 2.4897

Total 149 2. 8680

% # S 3t

% S YA |[BEE T# &1 |P-value
B, 2B 0.1882 0.1743 1.080 0.2821
FCF/A(C-1) -0.4948 0.1231 -4.021 0.0001 *x*x
CF/AC-2#2-1) -0.0000 0.0000 -1. 340 0.1825

B X & E %A -0.0162 0.0158 -1.031 0.3043
Tobin’s Q -0.0472 0.0380 -1.243 0.2158
Ln(Asset) -0.0134 0.0111 -1.212 0.2276
B1H/E A 0.0837 0.0368 2.278 0.0242 *x

Bk PxEe 0.1 8FKRE > XE2 0,00 FKE Xz 0,01 BFAKE -



