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Stock split, unseasoned equity offering, and firm values

Kangjin Ju
Doojin RyuD)

Abstract

Korea Creative Economy Research Network
College of Economic, Sungkyunkwan University

This study examines the effects of stock split and unseasoned
equity offering announcements by analyzing the daily transaction
dataset of the firms listed on the KOSPI (Korea Composite Stock
Price Index) and KOSDAQ (Korea Securities Dealers Automated
Quotations) markets. The sample period of this study covers
relatively recent periods, which span from September 15, 2008 to
June 14, 2014. Though stock splits (including stock dividend
payments) and unseasoned equity offerings share a common economic
effect and meaning, their financial effects are somewhat different
from each other because stock splits and unseasoned equity offerings
utilize different financial resources to implement the financial policies.
Motivated by this difference, we examine whether the stock split and
unseasoned equity offering announcements have different outcomes
and effects in a real-world financial market.

Previous studies on the effects of the stock splits and/or the
unseasoned equity offerings announcements examines each of the
financial policies separately, but not both, and ignores the relationship
and difference between these two financial policies. Except the case
of the Japanese market, the unseasoned equity offerings are the
Korea’s unique way of issuing new equities without any remaining
paid-in capital. While firms in developed countries depend on stock
splits, firms in Korea can choose one or both of the two financial
policies which are stock splits and unseasoned equity offerings.
Therefore, by analyzing the Korean market dataset, we compare the
outcomes of the two financial policies.

However, there has been little research which rigorously compares
the different effects of these financial policies. Though previous
studies simply show the cumulative abnormal returns of firm to
implement both financial policies, surprisingly, the lack of study
raises a question of the possibility of different outcomes caused by
the two financial policies. Our study tries to fill this gap. Focusing
on the different processes to carry out process of the two financial
policies, we examine whether the stock splits and unseasoned equity
offerings result in different financial outcomes though their economic

meaning is similar.



The purpose of this paper is to analyze the characteristics of stock
split and unseasoned equity offering and the impacts they have on
market. The empirical results are as follows. First, the result of the
multiple logistic regression analysis shows that a stock split and an
unseasoned equity offering are more likely to be executed when the
Tobin’s @ is high. However, stock split is more likely to be selected
for firms with higher leverage and beta value. This analysis indicates
that firms have preference on the financial policy of increasing the
outstanding number of stocks without any remaining paid-in capital.
Second, announcement effects of both of a stock split or an
unseasoned equity offering are highly significant. And from the
comparison of the cumulative abnormal return from stock split and
unseasoned equity offering, more positive reactions from the stock
market are observed to come from an unseasoned equity offering
than from a stock split. Similar characteristics of an unseasoned
equity offering and dividends lead to this interpretation. Also, from
the analaysis of the cumulative abnormal returns depending on a
market which a company that posts a stock split and unseasoned
equity offering, the difference of the markets does not affect the
cumulative abnormal return.

Third, a cross sectional regression analysis is performed to see
which financial factors affect the announcement effects when an
official notice of stock split or unseasoned equity offering is posted
to the public. The number of outstanding stocks and cumulative
abnormal return are positively related. In addition, CAR for stock
split and unseasoned equity offering are positively related with @)
Tobin’s Q, and (ii) ROE in the case of stock splits. In contrast, the
CAR is not related to any variable in the case of an unseasoned
equity offering except the accrual ratio of outstanding stock number.
This analysis can be interpreted that in domestic stock markets, the
signaling hypothesis for a stock split can be supported but not for an
unseasoned equity offering.

The previous studies on a stock split or an unseasoned equity are
limited that only one subject of the two is analyzed or even with
comparative analysis of both subjects, only cumulative abnormal
return is derived However, this study additionally analyzes the
announce effect along with the types of the stock exchange markets
and shows that companies have different preference according to
each financial properties and perform different announce effect. Also,

the finding that markets act differently to similar financial actions



may help a company establishing their financial decisions and another
finding that a company executes different financial plans according to
its characteristics gives the investor implications.

Keywords Stock split, Unseasoned equity offering, Event study, Comparative

analysis, Firm values

1) Corresponding Author. College of Economics, Sungkyunkwan University, 25-2,
Sungkyunkwan-ro, Jongno-gu, Seoul 03063, Korea.
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2 2000t ko] FARSY RAZAE Fato] AAlHor FAZAES HAAT VAE
S HuEAsta . FA T2 KOSPI 437950l #om, KOSDAQ 7S F
FEAE wol Aegtdrt. FARTe A Azl durtE Bastr] witdd g A8
ol WA &vte H KOSDAQ 437199 45 dAu7brt vtolx F2AEE Hue 74
=22 AEs Aoz A ETE <Table 2> A= A2 AAIE 7|95 AF2 EA 9
2ol gk& Ml AT FART S HAAG VJELS FATAE AAT dERY AFF
of NEgol ¥ mokow Ao WIREE o Wkt a8a FASAE AAS V9 E
of FAETE HAA VFERY FYgo] e S AT F Yt ol He P
SAE AT VAEY FYL RS AT 2 e REo® FUH Hargke] &
zkol 7F A& FlFEAth <Table 3>ol A= WFES] ARAAE BHogFa o
<Table 1> F2 & &3} FAdFate] £

2008 99 15U % E 20149 69 14U7HA FAR T3 LA4FAE FAG 719ES FYsAh RRoR 3359
NAE Fol A FARS o Fo] el dER Ao} AgAR FAgaEY AF4Rst FetE PgES A9

sheiet.

Stock split Unseasoned equity offering

KOSDAQ KOSPI KOSDAQ KOSPI
2008 0 0 6 0
2009 7 19 29 10
2010 4 18 28 5
2011 9 26 28 8
2012 7 8 32 6
2013 6 7 31 8
2014 1 1 0 0
Total 34 79 154 37

<Table 2> FAZ &3} FATA A 7149 7|2 A HlaL

Sizets 71999] #patel logE HF gk, LEVE FAH &R FAS A4S Ui otk Q BN Qatez A7lE s 14
9] FS ExptoZ Ui 3 ROEE 7199 @7]woloS Ao & Uirgh Betaghe Algel] g Wit ES 71283 Control=

|
1GA M FEe] ARgolH, [1949] gk FEakelw 02 t-valueo|th wux, wx, x2 242} 1%, 5%, 10%9] froloES vrepdtt

) Stock split Unseasoned equity offering Difference
Variable
[1] [ 2] [ 2-11]
S 12.0239 11.3531 -0.1229"™
e [11.8872] [11.1989] (-4.17)
0.3713 0.4942 0.1229™
LEV
[[0.3474] [0.4866] (-2.01)
Q 1.3507 0.8733 -0.4324™"
[1.2509] [0.8682] (-7.09)
-0.8939 12.2715 13.1575™*
ROE
[4.1800] [0.1312] (3.13)

Beta 0.5705 0.9113 0.3458"



[0.5150] (0.9000) (6.97)

47.0358 41.8934 -5.1425""
Control
[49.2800] [40.0100] (-2.70)
<Table 3>FA &3 FA5A WFE] FAFAA R
WS lEoR SrRel FARY WEEe] 4RTAS ehin, ob o] RAFA WEE Frusolth Sizet 7]
o) Aol logd A% @, LEVE ¥AI &2 $AS F2HS the glolth Qi Evle) Qo AZbEas A9 33 %
AFoz U g ROEE 7199 B71welds A2 02 vie #, Betagh Aol tid 117 =E 2183 Control= 719 A1 H)
F3o] A EE, Raters F2AET H| Lot} s wk x5 217} 1%, 5%, 10%2] 242 YElTh
Variable Size LEV Q ROE Beta Control Rate
Size 1 0.3681" -0.0358 0.2419™ -0.1528 0.1677" 0.2253™
LEV 0.3165™ 1 04217 -0.0467 -0.0179 -0.0857 0.1267
Q 0.1318" 0.1121 1 -0.0865 -0.0141 0.2524™* 0.0379
ROE -0.0530 -0.1830"" -0.4524™ 1 -0.2778" 0.0783 0.1034
Beta -0.0530 -0.0156 -0.2951"" 0.2515™* 1 -0.2938"" -0.1583
Control 0.1557 0.1557 0.3231"" 0.0062 -0.2574™ 1 0.2031"
Rate -0.1782" -0.1782" -0.1613™ 0.2084™ 0.1380" -0.0170 1
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ROE -0.0022 -0.0074 -0.0058 -0.0046
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Panel A 824 SA34A 71999 CAR
KOSPIA 47 KOSDAQAI el 3438 7IdES o= 2008d 9€ 15¢H-H 20149 69 1447149 7|75l
FART(N=113)7 FASAN=19DE FAT NNAES TROR AT wex, 0k, xE Z7 1%, 5%, 10%2] ol
=& et
Stock split (N=113) Unseasoned equity offering (N=191)
Event Window CAR(ty,t2) t-value Event Window CAR(ty,t2) t-value
CAR(-10, 0) 0.0507 4.29" CAR(-10, 0) 0.0844 N
CAR(-5, 0) 0.0328 3.28" CAR(-5, 0) 0.0612 751"
CAR(-2, 0) 0.0397 501" CAR(-2, 0) 0.0482 7.19"
CAR(-1, 0) 0.0356 5.04™* CAR(-1, 0) 0.0399 6.61""
CAR(0, 0) 0.0323 5.14™ CAR(0, 0) 0.0268 4.89"
CAR(0, 1) 0.0460 4.24" CAR(0, 1) 0.0302 3.69"
CAR(0, 2) 0.0390 2.94™ CAR(0, 2) 0.0335 3.50"*
CAR(0, 5) 0.0426 242 CAR(0, 5) 0.0270 2.74™
CAR(0, 10) 0.0667 270" CAR(0, 10) 0.0396 3.26™
CAR(-1, 1) 0.0492 446" CAR(-1, 1) 0.0433 516"
CAR(-2, 2) 0.0465 3.32™ CAR(-2, 2) 0.0549 539"
CAR(-5, 5) 0.0431 2.25" CAR(-5, 5) 0.0614 515"
CAR(-10, 10) 0.0851 313" CAR(-10, 10) 0.0973 6.24"

IANLE A 7)to s TES FAS Aot HAAS A Ayolrt. FAY o] CAR(-5,-1)& A4 o]F+=
CAR(04)E =43ttt KOSPI9F KOSDAQO| 4% 7I4ES diido® 2008d 9¢ 15¢ 3 20143 6€¥€ 14U 714
o] 717 Foll FART(N=131)7} FAZAHN=19DE FA 7IdES 2= &t (02l 2= p-valueolth.
s er k= 242 19 5%, 10%9] oS e
] Stock Split Unseasoned Equity offering Difference
Variable
[1] [ 2] [ 2-1]
Before 0.0005 0.03446™ 0.0339"*
[ A] (0.07) (0.00) (0.00)
After 0.0461"" 0.02619" -0.0199
[ B] (0.0D (0.00) (0.32)
Difference 0.04552™ -0.0083
[ B-A ] (0.02) (0.50)

N

Panel C 738 Ale w2 FA2dy T4 98 vl

SAY o] F 547k Al W Aolgk AR S AA-EA S Attt KOSPISE KOSDAQO 24d 7I9ES o=
2008 9¢¥ 159§ 20149 69 1497142 7|3F ol 2 & 3(N=131)3} -?%Lix}(N=19l)% TAE VP ES £
o2 stk 09he] A= p-value®l T #xx, wx x& ZH7F 1%, 5%, 10%9] frolosS yUErdth
) KOSDAQ KOSPI Difference
Variable
[ 1] [ 2] [ 2-1]
Stock Split 0.0516" 0.0437" 0.0079
[ A] (0.08) (0.04) (0.22)

Unseasoned Equity offering 0.0266"" 0.0247 0.019



[B] (0.02) (0.30) (0.94)

Difference 0.025 0.019

[ B-A ] (0.42) (0.58)
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Z23 ujol= avbe] FARTE A7Ee] F2ldd NS JHA = dAde] Wl AR s
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<Table 6> FA &7e] 3]7&4
23S FAIE KOSPI KOSDAQ 7347191 131719} F45AE 313 KOSPI®H KOSDAQ 444 719 191715 3
2 3o Fohd IAREAS & Aymelth Size: 7199 At logs HE F, LEVE FANEE BAE FARE
Ui #olth Qv ERY Q#te & AZtE e Fale g FAe R Uss gk ROEE 7|9 B7]Eolods
7, Betagt> Algol ik WEE 183 Control& 7IGAMFF] A&&, Ratex FAEZT(F4EAD) &, Dummy
KOSPIY 7% 12 KOSDAQ A1&d A$E 022 AAIch ()] #2 HAC-standard errors &3 o2& 2743
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Dependent Variable : CAR(-1,1)

Variable
Stock split Unseasoned equity offering
intercent 0.0944 0.0805 0.0937 0.0816 0.0658 0.0809
rereen (0.50) (0.31) (0.50) (0.38) (0.53) (0.40)
Size -0.0209" -0.0212" -0.0211" -0.0172" -0.0171" -0.0162"
(0.09) (0.08) (0.07) (0.06) (0.06) (0.07)

Q

3) <Table 6> HAC-standard errorg ©]-&3F OLSE o] &3t o o] Al cluster standard errors A&
3t OLS A3 et= fAFsttl vhwk HAC-standard error®] -9 Zape] o] BAM74A] BAg 4= Q17 w0
o) & o] g3ttt

b



0.0502
(0.29)
-0.0403
(0.29)
0.0008
(0.51)
0.0213
(0.19)
0.0006
(0.23)
0.0270
(0.16)
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(0.12)
0.1068
(0.23)
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(0.25)
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(0.45)
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(0.82)
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