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1. Introduction

The process of raising equity capital in UK has rbdlke subject of considerable
regulatory scrutiny and public debate during th& tavo decades. A series of reports (Marsh,
1994; Director General of Fair Trading 1995, 198®nopolies and Merger Commission, 1999)
by various regulatory bodies during the period 12999 highlighted issues with particular
focus on fees charged for underwriting services #redpossible use of deep-discounted non-
underwritten rights issues. The surge in undemgitfees throughout the financial crisis
reignited the equity capital debdtét the same time average discounts rose nead9% from
a historical average of 30%. Such increases retleet apparent higher risk faced by the
underwriters as market volatility reached high Isxaand UK companies raised a huge amount of
equity to recapitalise their fragile balance shedthat is less clear, however, is whether this on
its own can account for the steep rise in undeingitees or there has were other factors that led
to these developments.

In contrast to the U.S. where the use of rightscarce, in the rest of the world there is a
continuous reliance on right offerings (McLean aftftho, 2011). Furthermore, there is some
evidence to suggest a trend towards higher feessdurope. For instance, the Unicredit right
issue (a top bank listed in Milan Stock Exchang®yvjged an opportunity to its underwriters
(e.g. HSBC, Société Générale and BNP Paribas)rtergte a substantial level of revenue.

The Institutional Investor Council (1IC, 2010) irkUrecently published the results of its
own inquiry criticising the fees that investmennks charge companies for advising on share
issues. The report identified high level of boteadiunt and fees paid by companies. A lack of
evidence of competitiveness, a potential declinesub-underwriting capacity over the past
decade and a less-well informed position of congmmelative to their bank advisers are also
issues in the inquiry. Moreover, the IIC highlighte lack of transparency on fees actually paid
with a trend in the role played by lending banksnacas financial underwriters with an interest
in the return of the individual deal rather than mnatural long-term owners. Main

recommendations were about a more widespread usendéring for underwriting and sub-

1 For example, Burgess (2009) in the Financial Ein25 October 2009) quoted that, while in the gasss
underwriting fees for right issues were about 2pit(nto 1.25% paid out to sub-underwriters and@d39s to banks
and brokers), they have doubled to 4% (split inf65% paid out to sub underwriters and 2.25% to baankd
brokers in 2008-2009).



underwriting contracts and a greater use of indégenadvisors.

The level of fees has also been the subject ohguiry by the Office of Fair Trading
(OFT, 2011). This study finds that the increaséss cannot be explained by the rise in market
volatility and argues that there are reasonableirgis for suspecting a restricted or distorted
competition; the OFT report, however, stops shdrrederring the case to the Competition
Commission. Instead, it argues that the compammes their institutional shareholders could
tackle the level of fees more effectively. Furthere) the report draws attention to the relatively
weak bargaining position of issuing companies imparison to investment banks, due to their
lack of experience in raising equity capital anditiiocus mainly on speed, confidentiality and
successful take-up.

Throughout the financial crisis, the renewed aitenon underwriting fees and discounts
raises two sets of empirical research questions.fifst set pertains to the issuer’s perspective
and its corporate governance characteristics iticpéar. In other words, are the institutional
shareholders able to increase fees or discoumtsak of their twin roles as both shareholders of
the issuing firm and potential sub-underwritersaddition to their traditional role as information
producers? The second set of research questi@ieged the investment bank perspective. More
specifically, has the impact of investment bankosmtration or the reputation of underwriters on
both fees and discount changed after the finamtisis in late 2007? Does the experience gap
between underwriters and issuers affect the ndgwtieof fees and discount? Despite the
increasing attention on institutional shareholdem)siderable less research has been done in
seasoned equity offerings and the literature costao evidence on potential conflicts of interest
between investment banks and institutional shademsl Moreover, while there is a general
agreement about the negative relation between dedsreputable underwriters, the existing
evidence on discounts is rather mixed. The purmdgbis paper is to address these issues by
examining the impact of the financial crisis in #gpity underwriting market. We do this by re-
assessing the significance and explanatory powehefdeterminants of fees and discount in
light of changed economic conditions for the rigls#sues and open offers between 2000 and
2010.

Our results show that both fees and discount iseealue to new market conditions,
related to high demand for underwriting servicastress condition of the firms and a stronger

bargaining position of investment banks relativéh®issuers.



To the best of our knowledge, this is the firstdstuo test conflicting interests for
institutional shareholders as result of their twates as both investors in the issuer and as
potential sub-underwriters. Indeed, we find thadtitotional investors with shorter investment
horizon push for higher fees and reduce the risilit@ing the success of the issuer (higher
discount). We also show that the presence of doongsareholders is likely to reduce this effect
lowering the discount. Domestic institutional intas, typically the major long-term owners of
UK equities, are likely to be less involved in pdtel conflicting interests.

From the underwriter perspective, top underwritdrarge lower fees consistently with
the certification hypothesis. However, we find titfa¢ predicted values of the discount of top
underwriters have a different effect on fees befarel after the financial crisis. More
specifically, our evidence suggests that after fthancial crisis top underwriters are able to
charge both higher discount rate and higher feagewan opposite result is found before 2008.

Finally, in terms of the degree of concentratiorthe underwriting market, we do not
find sufficient evidence of lack of competitivenagasunderwriting industry. Instead, we find a
significant and negative sign of the degree of eatration in the full regression when our proxy
for the demand of underwriting services is exclydadfact concentration is not more related
with fees (or discount) when also our proxy for @aah is included. Further, demand for
underwriters’ services results significantly andgatévely correlated with the degree of
investment bank concentration. This finding suggékat in the presence of high demand for
underwriting services less reputable underwriteesadso likely to match with an issuer. This is
consistent with the association of issuers and mwriters, in which (as modelled by Fernando et
al., 2005) the level of market activity affects tharket share of high ability underwriters.

The paper proceeds as follows. Section 2 discubgesxisting literature related to our
paper. Section 3 develops testable hypothesesiofettdescribes the data and the sample
summary statistics. Section 5 presents empiricalaisothat investigate the gross underwriting

fees and discount phenomenons. Section 6 concludes.

2. Related literature
Our paper relates to several strands in the lilegabn seasoned equity offerings. First,
we focus on the direct issue costs across pre-eengecurity types. A growing number of

studies examine the role of institutional invesiorSEOs (Chemmanur et al., 2009; Huang and



Zhang, 2011); while some others confirm the impwoéaof variables capturing underwriter-
related factors (Kim et al., 2010; Lee and MasWl3d)9). Second, we assess the implications of
the conflicting interests in setting fees for ihdgional shareholders due to their twin roles as
both investors and potential sub-underwritersholiest of our knowledge, this is the first paper
in the literature to examine such potential cotsliof interest in the context of SEO fees.
Finally, we provide evidence of changes in the b&ha of top underwriters after the financial
crisis controlling for traditional determinantsfees and discount.

The debate on underwriting fees is to a certairr@xhampered both by the inherent
complexities of the issuing process and the lackasfsparency on the composition of the total
cost of underwriting. When raising capital the &stypically seeks certainty of funds via an
intermediated underwriting process and pays theemwmdter(s) for the ‘bundled services’
provided. More specifically, gross underwriting $g@lias spreads) are the payment charged on
issuers by underwriters and/or investing institagio (sub-underwriters) and/or existing
shareholders acting as underwriters and/or plagedbe share issue. Investment banks are thus
meant to cover the underwriting risk, purchasingydyg, due diligence, transaction-specific and
on-going advice. In theory, three components makeguoss underwriting fees. First, a lead
underwriter’s fee that relates mainly to sponsoramgl advice activities. In practice, the lead
underwriter is at risk between the underwriting @t -underwriting agreement (Marsh, 1980)
and in the majority of cases, the broker acts aptimcipal underwriter who then selects the sub-
underwriters. Second, a company’s broker fee paiddistributing the issue i.e. arranging the
sub-underwriting and finding the placees. Thirdfea to third parties who ‘sub-underwrite’
issues guaranteeing to take up all unwanted shRighis issues or open offers must remain
open at least for 10 business days where sharebadligeide about whether to subscribe new
shares or, in case of rights issues sell theittsi¢fil-paid’ rights) or do nothing. However, if a
company has not disapplied the shareholder preiempghts in section 561 of the Company
Act 2006, the period must last at least 14 calemidsss. In case the firm requires an Annual

General Meeting to raise the sought amount of ahgiie process is extended by at least two

2 Banks who own both equity and debt in the sameeissiay benefit from superior information about toenpany
and use proceeds to repay their own debt. Thisnaltiee conflict of interests between the sharedettebtholder is
studied by Barucci and Mattersini (2008) and XuO@0 Bodnaruk et al. (2009) provide indead evideorethe
behaviour of banks advising the bidder as insiddgren trading the stocks of the target on the U.&cger and
acquisition market.



weeks.

Numerous studies explore the determinants of unutérg fees (Eckbo et al., 2007). The
extant evidence shows that fees relate to four reatrof factors. First, firm- and risk-related
variables: profitability, leverage, abnormal retuissuer-specific and market-specific risk (Kim
et al. 2010; Suzuki, 2010; Eckbo and Masulis, 1¥dth and Smith, 1986; Bhagat and Frost,
1986; Blackwell et al., 1990; Hansen and Torregd8®2; Ng and Smith, 1996; Singh, 1997,
Armitage, 2000). Second, offering characteristichgn et al., 2009): flotation method, size and
discount. Specifically, while Armitage (2000) doext find any difference in costs between open
offers and rights issues; in the US, rights offgsirare the cheapest in terms of direct costs
(Smith, 1977). Moreover, a U-shaped curve chargeisize and fees (Drucker and Puri 2005;
Altinkilic and Hansen, 2000), and recently Kim et &010) document a positive and
endogenous relation between discount and feesd, Timderwriter-related factors: the degree of
concentration is not significant with fees (Kimagt, 2010), while higher reputable banks charge
lower fees but a mixed evidence characterizesdlaion between reputation and discount (Kim
et al., 2010; Lee and Masulis 2009; Korteweg andnReog, 2002). Fourth, shareholders-related
drivers: ownership concentration is negatively teddato fees (Armitage, 2000), while there is a

negative relation between institutional ownershig discounts (Huang and Zhang, 2011).

3. Hypotheses development

In this section, we develop specific testable higpeés for our empirical analysis. While
some of our hypotheses re-assess the determinfamtsierwriting fees and discount throughout
the financial crisis, others are developed for finst time in this paper. Our first set of
hypotheses relates to the impact of institutiohaksholders on fees or discount as result of their
twin roles as both investors in the issuer and akerpial sub-underwriters, behind their
traditional role as information producers.

According to the SEO literature, institutional ist@s can play either an information
production role (Chemmanur and Jiao, 2011) or aipedative trading role (Gerard and Nanda,
1993). In other words, institutional investors wftivourable private information may request
allocations in SEOs about which they obtain favbleganformation both before and after the
offering (information production role) or may sehares in the pre-SEO market to profit from

share allocations at a reduced offer price (maaipud trading role). Despite these two roles,



institutional shareholders can benefit as a restitieir twin roles as both investors in the isguin
company, i.e. where they would like capital to besed as cheaply as possible, and as sub-
underwriters, i.e. where they may have an incerttiveush for higher fees. Sub-underwriting is
usually performed by existing institutional shareleos of the issuing company, other
institutional shareholders, other investment batés]ing banks or hedge funds (OFT, 2011). It
is worth noting that the asset owners rather tiair tasset managers act as sub-underwriters.
Asset managers, therefore, require authorisatiom ftheir clients, whether via the investment
management agreement, regulation, or otherwiserdar to support an issue (lIC, 2010). It is
likely that the sub-underwriters benefit from highgub-underwriting fees when they sub-
underwrite a proportion of the transaction gre#ttan their existing shareholdings. In fact, most
of the institutional shareholders which respondethe OFT information request, confirmed that
they were prepared for this (pp. 94). Again, songtitutional investors indicated the need of a
sufficiently large discount as necessary condittonsub-underwrite (pp. 90). As a result,
institutional investors may request higher discamd fees due to their role as sub-underwriters.
If issuers have institutional investors with shorterestment horizon who increase their stakes in
the issuing firm after the offering, both fees @count increase sharply (H1, conflicts of interest
hypothesis).

In contrast, firms with greater institutional owsleip tend to be associated with less
information asymmetry and superior private inforimat in line with the information production
hypothesis. Chemmanur et al. (2009) find that SEfik greater pre-offer net buying by
institutional investors have higher institutiondloeations, greater oversubscription and lower
SEO discount. Huang and Zhang (2011) find a negatelation between the pre-issue
institutional ownership and the discount, suppgrtime presence of institutional shareholders as
a proxy for the ease of marketing new shares. &umpty, very few empirical studies study the
role of institutional investors focusing on undatimg fees. Autore and Kovacs (2011), using a
sample of US SEOs but excluding among others rigitsvide evidence that seasoned equity
issuers ‘decide’ to pay (higher gross spreads @aege discount) for an increase in the investor
recognition, using two measures based on the nuofheastitutional shareholders to proxy for
the shareholder base and the shadow cost of inebenpiformation. From discussions with
investors and advisors (IIC, 2010) the proportidnU& equities owned by UK institutional

shareholders has declined from 60% in the mid-199@9%. Traditionally, sub-underwriting in



UK was carried out by domestic institutional inw@st such as insurance companies and pension
funds characterized by long-term interests in the@impanies with an incentive to ensure
successful share issues. The shift of institutictgreholders’ ownership from UK to foreign
investors in recent years could have a direct impacunderwriting fees as the latter may be
unwilling or unable to underwrite. Thus, our secdrybothesis deals with the role of physical
proximity, familiarity and information asymmetry itne relationship between the issuer and
institutional investors in determining the levelfekes during the raising equity capital process.
We posit that issuers with a larger proportion t#ke held by domestic (UK) institutional
investors are likely to reduce fees or discount, (€¥bosure to UK equities hypothesis).

Prior studies suggest that underwriters also peowitbnitoring services (Hansen and
Torregosa, 1992; Armitage, 2000; Demiralp et a8011). These arguments suggest that issuers
with higher ownership held by large shareholdeesdness of the ‘monitoring service’ provided
by underwriter and thus they set lower fees (H@)dahareholders hypothesis).

The second set of research questions deals withintrestment bank perspective. In
particular, they relate to whether or not the itwent bank concentration or the reputation of
underwriters change their influence on both feed discount after the financial crisis; and
whether the experience gap between underwritersssoers affect the negotiation of fees and
discount. Abrahamson et al. (2011) have recentiyext that the nature of competition is likely
to explain the 3% wedge difference in IPO undemgitfees between Europe and US. The
argument related to the degree of concentratiothéninvestment bank industry has been a
subject of considerable attention by recent reguyabodies too. Interestingly, the OFT inquiry
finds that in contrast to the wide variation indder most of the 10 last years, in 2009 there was
considerable clustering of fees and discounts in &Kwell. However, the study finds no
evidence of high concentration among investmentsk$jaboth for equity underwriting and
corporate broking services, during the period 22009. Conversely, the 1IC (2010) rights issue
fees inquiry concludes that there is “little contipel evidence of sufficient price tension at both
primary and sub-underwriting level.” Intuitively amcrease in concentration among investment
banks leads to increase the level of fees chargduabks (H4, investment bank concentration
hypothesis).

Related to the concentration of the investment l@nkndustry are the issues of

underwriter’s reputation and its associated barggipower. The certification hypothesis based



upon the assumption of asymmetric information betwénsiders and outsiders (Booth and
Smith, 1986) predicts that top underwriters chdogeer fees (Kim et al. 2010; Lee and Masulis,
2009). However, the effect of reputation on theelexf discounts remains a puzzle (Kim et al.
2010; Korteweg and Renneboog, 2002). Since thesans2007, the need for capital adequacy
has become more important than ever; as a resirlqic banks can have strengthened their
bargaining power by simply having the resourcesitiderwrite large issues and charge fees
reflecting their unique competitive position. Thage in the demand for underwriting services
in 2008-2009 can have a direct impact on the le¥étes in spite of the notable increase in the
number of underwriters participating in the maréetl the potential increase in competition. In
short, the likely increase in the bargaining powkemvestment banks in recent years provides a
suitable setting for testing the relative bargagnipower of these players on issuers. Top
underwriters charge lower fees, while an ambiguessit is expected with the discount (H5A,
underwriter reputation hypothesis). Issuers wittweak bargaining position relative to the
underwriters pay higher fees due to their lack @fver in negotiating costs (H5B, bargaining
power hypothesis).

The issue of company’s weak bargaining positionldeen also raised in the recent OFT
study. According to OFT, issuers lack experiencéha equity raising process and often fail to
negotiate the prices they are asked to pay fortequiderwriting services. Lack of experience
may be due to the size of the company or lack giilex use of capital markets. We thus predict
that issuers with regular equity activity are mdaeniliar with the process, maintain better
relationships with investment banks and can be raffetive in negotiating fees and discounts
with their underwriters. Recently, Huang and ZhgR@11) control for frequent issuers in a
sample of US SEOs that excludes, among otherssrightl they find a negative relation between
frequent issuers and the discount. We considefalteving hypothesis concerning the issuers’
experience. Relatively recent capital raising eigree allows issues to negotiate lower fees or
set lower discount (H6, issuers’ experience hypat)e

4. Datasample
Our primary source of data for seasoned equityessietween 2000 and 2010 is the
London Stock Exchange website (Statistics, ‘furissues summary’ file). We also use this file

to obtain sector, subsector, issue price and maaiegd. Perfect Information database provides



scanned prospectuses and regulatory news of thesisprospectuses are used to double-check
the definition of the flotation methd@nd to hand-collect data on fees. When the prospés

not available, we drop the issue from the samplg (Boronto-Dominion bank (01/11/2001) and
Koninklijke KPN N.V. (12/12/2001)). Regulatory newK documents provide the data on the
subscription rate post-offer. We double-check sglssues from 2000 to July 2008 larger than
£100 million using the ‘Report to the Chancellotloé Exchequer’ (November, 2008). In case of
differences in discounts or closing prices betw#en Report and the prospectus, we use the
latter (e.g. Bradford and Bingley).

We use DataStream as the main source of data fomga before interest and taxes,
interest expense on debt, ICB (Industry ClassificaBenchmark) code and daily price data for
the VFTSE and FTSE all-share index with the aimmi@asure market volatility in alternative
ways. VFTSE reflects market expectations of tharkitmonthly volatility of the UK benchmark
equity index FTSE100, which comprises the 100 sirgempanies on London Stock Exchanges
and represents 80% of the UK market.

Thomson one banker is used to source (at the tlapester before and post, the
announcement date) for shareholders: name, tygetyme country, turnover and ownership.
Risk Measurement Service published by London Busirngchool’s Institute of Finance and
Accounting (Dimson and Marsh, 1993-2009) provide$ the closest quarter before the
announcement date) beta, specific risk, annualratedaeturn and standard deviation of returns
on the share. We check the definition of the flotatmethods as described in Appendix B.
Detailed information on the data collected from frespectuses on corporate announcements,
the use of proceeds and how we deal with the uritera) name are also reported in Appendix
B.

Table 1 provides details for our sample selectioterta. We begin with all seasoned
equity issues on London Stock Exchange from 20Q®B28Ve apply several filters to exclude

AIM-quoted companies and announcements differarhfrights issues or open offers, pure or

3 From prospectuses, open offers are also defirddthe term ‘placing with clawback’, when new sbsrare
bought by existing holders and are said to be ‘elhwack’ from the placees; or ‘placing and opermfiwhen

shares are conditionally placed with new invesguisject to existing shareholders exercising thighits to apply
for new shares. Conversely, open offer (and rigbssies) are combined with a placing when placeasnib

unconditionally to acquire the shares. Specificalisting shareholders may renounce their entélgsin advance
before the issue is publicly announced and theaeesdre called ‘placed firm’ and can be placed evithsubject to
clawback. In other cases, rights issues or oparoffan be accompanied by a private placing ofshavhich will

not be offered pro rata to existing shareholdedbwili not be part of the rights issue or open pffe
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combined with a placing. Our final sample consists226 SEOs with no missing data on
underwriting fees. We further exclude two more esstrom the full regressions due to missing
data on take up post-offer and annual abnormatrretu

Table 2 reports sample characteristics for thegatiod and across the two sub-periods,
pre and post financial crisis (2000-2007 vs 2008)0it also shows disaggregated statistics for
rights issues and open offers as well. For botfatilon methods, we include pure issue and issue
eventually combined with a placing, according tcetier any shares were placed firm before the
announcement.

A number of points are worth noting. First, botle tiumber of issues raising capital and
the size of some of their transactions increasedkeddy after the financial crisis. Over the short
period 2008-2010, the average amount raised byl 28eissues was in excess of £1 billion in
comparison to the equivalent less than £400 milliaised by 110 issues during 2000-2007.
Second, rights issues are both much larger in veland much higher in number than the other
type of offer; these findings are in line with th€ inquiry and the OFT report. Third, there is a
significant increase in both types of flotation hws over the years 2008-2010. Whereas,
between 2000 and 2007, there are fewer than 1@rigbues (5 open offers) per year raising less
than £70 million (E15m) on average; over the ye&f38-2010, there were more than 20 rights
issues (open offers) which raised more than £50bmion average (£200) in each year. Fourth,
the trend in the estimated total expefiseiects an increase of 1% of the total procedis the
financial crisis. Finally, while the main reasom &mjuity issues declared in the prospectus before
the financial crisis is acquisition, the majoritiytbe equity issues taking place after late 20@7 ar
related to the need of balance sheet restructdppendix E shows the correlations among
explanatory variables for the two periods before after the financial crisis.

Insert Table1 near here

Insert Table 2 near here

5. Empirical testsand results

4 The prospectus includes under the section ‘SulyimarAdditional Information’ an estimation of th®tal costs
and expenses of, and incidental to, the offeringl@iding usually the listing fees of the FSA, pasienal fees and
expenses, the costs of printing and distributiodafuments) payable by the Company.

5 The prospectus reports the reason of issue Whdesection ‘Use of (net) proceeds’ or ‘backgrotma@nd reason
for [...]' or ‘Notes about the reason or the usé¢haf proceeds’.

10



In this section, we discuss the empirical methogplased to test our hypotheses and
report our results. Section 5.1 presents the esfilour empirical tests regarding the impact of
financial crisis on SEO underwriting fees and disdo In section 5.2, we study what drives
underwriting fees and discount taking the instinél shareholders and the investment bank
perspective, and whether the financial crisis mayehchanged the behaviour of such players. In
section 5.3, we analyze the behaviour of the tafeomriters across the two sub-periods, pre and

post financial crisis.

5.1The impact of financial crisis on underwriting fessd discount

Table 3 presents sample descriptive statisticdtferfull period 2000-2010 and across
two sub-periods: 2000-2007 and 2008-2010 (pre astl fmancial crisis). Our univariate results
suggest that the financial crisis had a signifigengact across the entire landscape of the equity
issuing process. The values for all but three fraxies for distress, for ownership held by large
shareholders and for ownership held by domesticesloéders) of the 18 variables shown in the
table change significantly over the years 2008-204f¢er 2007, the demand for underwriter
services in terms of average capital raised inecasgnificantly from £297 million to £1.2
billion. Throughout the financial crisis, both gsasnderwriting fees and discount rates increased
markedly. Whereas between 2000 and 2007, the mmadign) of gross underwriting fees is
3.2% (3%) and that of discount is 27.2% (27%), nyithe 2008-2010 period, fees reach a mean
(median) value of 3.9% (4%), while the discountS@96 (45%). In terms of structural features,
market volatility is higher after the financial €8 (29% versus 18%), while the degree of
concentration in the investment bank industry, éases (0.10 versus 0.16). After 2007, issuers
tend to choose more frequently open offer as atitmt method (47% versus 35%), are likely to
belong to financials sector (38% versus 18%) aedcharacterized by lower performance of the
share over the past year (-0.16 versus 0.12). IFinalvestment banks appear to have
strengthened their bargaining position in relatiorthe issuers (at 1% level), but there is not a
significant difference across the two sub-periodstlze ownership held by large or domestic
shareholders. Our results are consistent with taegorts. The 1IC inquiry and the OFT report
both show higher levels of fees and discount dfterfinancial crisis. More specifically, both
fees and discount to TERP become higher and cagstound 3-4% and 30-40% respectively,

while the historical average before 1999 was ardefidfor fees and 12-15% for discount. Our

11



results on market volatility and degree of concaidan are consistent with the OFT study. The
report shows an increase after 2007 and a pronduatieduring 2009 for market volatility (Fig.
5.7 pp.54 OFT, 2011); and supports that concentraioes not appear to be unduly high. We
document an increase in the open offer flotatiortho®, accordingly with the OFT report
evidences obtained using a sample on FTSE &&@panies (Fig. 5.4 pp. 45).

Insert Table 3 near here

To further investigate whether the impact of finahcrisis on fees and discounts, we
conduct the following multivariate ordinary leasjuares (OLS) regression on the relation
between the gross underwriting fees (or the disgoand demand of underwriters’ service,
concentration of the investment banking industrg e post-crisis dummy, controlling for the

traditional determinants about the SEO

Y, =
a + Bi0penof fer + f,Take up + B;Size + B, Relative size + BsAnnual abnormal return +
BeMkt volatility + ,Distress + BgFinancials + foPost2007 + $;oDemand + f,,Concentration + ¢ (1)

where Y; is Gross underwriting feesdefined as fees paid to the banks, broker, invgstin
institutions, existing shareholders and/or placéexluding underwriting fees and sub-
underwriting fees), oDiscount defined as the offer price discount in relationite market price
as at the day before the announcem@men offey Distress Financials are dummy variable
taking a value of unity for open offer issues, f&sues with interest cover ratio (EBIT over the
Interest Expense on Debt) less than one, andrfanéial issuers (1-digit ICB industry equals 8),
respectivelyTake upis the existing shareholders percentage of vala®jptance after the issue;
Sizeis the inverse of the natural logarithm of the @@iflation-adjusted (m£) value of the gross
proceeds of the issue, whiRelative sizes defined as market capitalization of the issatethe
date of the SEO divided by the gross proceédasiual abnormal returns the performance of

the share over the past year, whMlarket volatility is measured as the UK implied volatility

6 FTSE 350 is the stock market index incorporatimg largest 350 companies by capitalisation, wiiak their
primary listing on the London Stock Exchange.
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index (VFTSEJ 30 days before the announcement date. To accourthé market condition
after the financial crisis we include three differ@roxies. FirstPost2007is a dummy variable
taking value of one for issues whose announceneantig 2008, 2009 or 2010. Secobgmand

is the natural logarithm of the sum of gross prdse@djusted for inflation) yearly based, and
represents the demand of underwriting servicesid] Rioncentrationis the Herfindahl index,
defined as the sum of squares of the market sludraaderwriters in terms of proceeds. We
equally split proceeds in case of co-leads (Abradmanet al., 2011).

Table 4 presents the regression results in fouifspations, for both gross underwriting
fees and discount, that all include traditionaledetinants. The first specification also includes
the dummyPost2007to control for the post financial crisis periodhel second and third
specifications include our proxy for demand andcemtration, respectively. Finally, the fourth
specification includes both demand and concentratio shed further light on the effect of
demand, concentration and post-crisis dummy.

With respect to the traditional variables (issuizesproceeds and relative size), our
evidence is consistent with both previous studiesracent evidences. More specifically, due to
economies of scale underwriter fees are highestuller issues, while the coefficient of relative
size is negative. This evidence supports that éatively greater issues, underwriters’ costs
increase and more certification is needed to offisetadverse selection effect (Altinkilic and
Hansen, 2000; Drucker and Puri, 2005). Consistenitly Armitage (2000), we find that gross
underwriting fees do not depend on the flotatiothoé. Also, in line with Armitage (2010) we
find that rights issue discounts are significarfly 1% level) deeper with a mean value of 55%
than those for open offers with a mean value of 24ftreported results). This is because
according to the UK Listing Rule (9.5.10 and 9.%3)}) new shares issued in open offers cannot
be discounted more than 10% to the current shace mvithout shareholders’ approval. The
coefficient of the take up variable is significamd positive with discount but not with fees. Our
interpretation of this result relies on the inciegsfocus of the issues mainly on speed,
confidentiality and successful take-up as recesulygested by the Office of Fair Trading (2011).
As expected, market volatility significantly incess the discount, despite its not significant

relation with gross underwriting fees. With regaradirm characteristics, similarly with Suzuky

7 VFTSE reflects the market expectations of theiriitmonthly volatility of the UK benchmark equitgdex,
FTSE100, which comprises the 100 largest compameédsondon Stock Exchanges and represents 80% diikhe
market.
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(2010), who finds for the Japanese market that diseount is negatively related to the
cumulative market adjusted return one week priotht offer, we find that issues with higher
performance of share over the past year negotedterifees. Instead, issuers in distress have an
opposite effect on fees. Overall, our findings shemworse effect on fees and/or discount for
lower quality firms, consistently with previous diess (Kim et al., 2010).

To examine the impact of the financial crisis, welude a dummy variable that captures
the post-crisis periogpst20072008-2010). Table 4 shows the effects of the postscdummy,
the demand and the concentration variables on ¢patbs underwriting fees and discount. The
post-crisis dummy and the demand are both sigmifigaand positively related with fees and
discount (at 1% level). Instead, the degree of eotration in the investment bank industry,
results negatively related with both fees and distoWith the aim to investigate further the
substitutive effect between demand and concentratwe include both variables in the
regressions on fees (model 4) and discount (mgd&V8 find that the demand for underwriters’
services remains significantly and positively retatwith both fees and discount, while the
concentration in the investment bank industry issignificant. With respect to former results by
Kim et al. (2010), the degree of concentrationh® investment bank industry is significantly
related with the demand of underwriters’ servicélse correlation between demand and the
investment bank concentration is indeed negativesagnificant at 1% after the financial crisis,
suggesting a substitutive role of these variabdggpéndix A.5, Panel B). In presence of excess
of demand together with an imperfect competitiqggpartunistic behaviours may occur. If only a
limited number of providers are available to meéarge demand, the result would be excess
demand that must be rationed in some way, suclheentry of several new suppliers, in a
monopolistically competitive market (a modifiedgapolistic model, as in Carlton and Perloff,
2005). Consistent with Fernando et al. (2005), esstand underwriters associate by mutual
choice, and the level of market activity affects tharket share of high ability underwriters. As a
result, in markets that are more active, less adpatunderwriters will have a higher probability
of matching with an issuer. The OFT report suppthits prediction showing that there has been
a significant growth in the shares of smaller coap® brokers (pp 47-48). As a result, we
interpret our coefficient for the degree of concatidn in investment bank industry as capturing
this effect, negatively related with demand andyseguently, with fees. In terms of structural

features, we do not find any material evidenceatser concerns about the competitiveness of the

14



investment banking industry supporting the OFT&swpoint, but in contrast to our investment
bank concentration hypothesis (H4).

Insert Table4 near here

5.2Determinants of gross underwriting fees and distoun

In this subsection, we empirically study the roleimstitutional shareholders and of
investment banks in setting SEO underwriting feed discount, taking explicitly into account
the impact of the financial crisis. Table 5 presemultivariate results on the relation between
ownership and turnover characteristics of sharedielar reputation and bargaining power of
underwriters, and both fees (Panel A) and discdiranel C), controlling for traditional

determinants. We run different specification of thkowing regression:

Y, =
a + BDiscount + $,0pen of fer + [;Take up + B,Size + [sRelative size +
BsAnnual abnormal return + ,Mkt volatility + fgDistress + foFinancials + f;oDemand +
Bi1Conflict of interest + [,,0wnership UK sh.+f;0wnership large sh.+[,Top UW +
BisBargaining power + ficExperience + g, (2)

whereY;is Gross underwriting feesr Panel A anddiscountin Panel C (in these regressions
discount is excluded as explanatory variall@$count Open offey Take up Size Relative size
Annual abnormal returnMarket volatility, Distress Financials Demandare as previously
described in section 5.1 or data Appendix A. Tddthe Conflicts of interesvariable we take
for each issuer the increase in stake by the institutional shddshe times their weighted
turnover. Specifically, for each shareholder thdagiied turnover is defined as the turnover
times the ownership pre-offering; while the incee@scalculated as the difference between post
and pre ownership at the closest quarter beforgpaatithe announcement date, and is set to 0 in
case of negative differenc®wnership UK shis the proportion of the issuer’s shares held by
domestic (UK) shareholders measured at the clogesiter before the announcement date;
Ownership large shis the proportion of the issuer's shares held bgretmolders with stake
greater or equals 10% measured at the closestequmafiore the announcement datep UWis

a dummy variable set to one if at least one olead underwriter(s) of the issue is one of the top

5 underwriters ranked by market shares based arepds;Bargaining poweris defined as the
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ratio between the sum of proceeds of issuers hdrmjleeach underwriter, yearly based, over the
proceeds of the deal of interest (we consider teamof proceeds among all co-leads). Finally,
Experiencas the natural logarithm of gross proceeds adguiieinflation times one if the issue
has had at least two issues among the samplepttezowise.

The coefficients of the traditional variables aemegrally consistent with previous studies
on the SEO fees and discount. In particular, tiselte already discussed previously in section
5.1 remain the same with two marginal exceptidfgancials dummy is now mostly not
significant, andVlarket volatility, positive and significant with discount in Tableigd now not
significant in all regressions. Our results sugdkat despite the increase in market volatility
during the financial crisis, the country and theestment horizon of institutional shareholders
and underwriters’ reputation are important deteants for the setting on both underwriting fees
and discount.

In Panel A, regression 1 relates gross underwriteg with traditional determinants and
variables motivated by our hypotheses. The coefiitcon theConflicts of interests positive and
strongly significant, meaning issuers with instantl shareholders who increase their stake in
the issuer and with shorter investment horizonchaged higher fees (supporting H1, conflicts
of interest hypothesis). Potential conflicting metsts for institutional shareholders may rise due
to their twin roles as both investors and sub-uwdégrs. A one standard deviation increase in
conflicts of interest variable boosts the SEO fleed6.2%. In contrast, we do not find support
for the exposure to UK equity hypothesis (H2): tbefficient of the ownership held by domestic
shareholders is indeed not significant with feesline with the monitoring services argument,
we find weak support (the coefficient is signifitat 10%) for the hypothesis that issuers with
higher ownership held by large shareholders (stg&ater or equals 10%) have lower fees (H3,
large shareholders hypothesis).

Dealing with the investment bank perspective, thefficient on the reputational capital
of underwriters is negative and statistically sfigaint (supporting H5A, underwriter reputation
hypothesis), consistently with the certificatiorpbyhesis (Booth and Smith, 1986) and empirical
studies (Kim et al., 2010; Lee and Masulis, 200dMderwriters with a stronger bargaining
position relative to the deal underwritten are d@bleharge significantly higher fees (supporting
H5B, bargaining power hypothesis). In contrast, ¢hefficient for the experience of issuers is

not statistically significant but it has the exmettnegative sign with fees, meaning that
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companies with greater experience in raising eqo#pital are likely to negotiate better
underwriting fees.

In regression 2, we aim to analyse the role of latisfof interest for issues before and
after 2007. We do this, by including two interantiterms between the conflicts of interest
variable and two dummy variabldBost2007andPre2007that take value 1 if the issue is after
or before the end-year 2007, respectively. Theltestow that the coefficient of the interaction
betweenConflicts of interesandPost2007variables is positive and significant at 5%, wiilie
interaction betweegonflicts of interesandPre2007(dummy variable that takes a value 1 if the
issuer has undertaken the SEO over the years 2000-2s not significant, but still positive.
Hence, the effect of potential opportunistic bebaws by institutional shareholders is
concentrated after the financial crisis. With tlaene approach as in regression 2, regression 3
includes interaction terms for the top underwritdtsnmy to examine whether the SEO fees
relate to reputable underwriters in a similar manneboth pre and post financial crisis. The
coefficients of both interaction effects are negatbut significant only over the years 2000-
2007, suggesting that the effect that reputablewmdter lower fees is driven by the years up to
2007. Regression 4 employs the same approachdoratiableBargaining power We find that
stronger the bargaining position for investmentksamelative to the deal handled, higher the fees
despite the period considered. The coefficientbath interaction effects (pre and post financial
crisis) with our proxy for the bargaining power gresitive and significant with fees, with a
stronger effect for the years after 2007 (at 1% a&@@o level post and pre financial crisis,
respectively).

In Panel C, regression 1 relates discount withiticachl determinants and variables
motivated by our hypotheses. From the issuer catpagovernance perspective, the coefficient
of Conflicts of interestis positively related with discount, statistical(gt 1% level) and
economically significant. A one standard deviatinorease inConflicts of interesboosts the
SEO discount by 15.3%, supporting further H1 (dotdlof interest hypothesis). While we do
not find support for the monitoring hypothesis (lH8ge shareholders hypothesis), we document
that higher ownership by domestic shareholdersifgsgntly lowers the discount. Hence, a
higher exposure by UK shareholders reduces theowdidcand goes in the same direction as
predicted by H2 (exposure to UK equities hypothesisnsistently with the [IC inquiry. From

the underwriter perspective, the coefficient on Haggaining power is positive as expected.
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Again, the coefficients on both reputable undemvsitand experience variables are positive, but
neither coefficient is significant. As in Panel Adapreviously described, we further investigate

whether the significant effects found are atterdiaie become stronger before or post crisis.

Regression 2 shows that the effect of the confottisiterest hypothesis is concentrated after the
financial crisis; while regression 3 shows thateffect of the presence of domestic shareholders
is significantly related with discount in both spériods.

Kim et al. (2010) have recently shown that fees astount are endogenously
determined in a sample of US SEOs. As per Table4lavnot find significance in the relation
between discount and fees in full regressions. Hewedo control for the endogeneity issue, we
estimate a 3SLS regression of fees and discoumégorted results). In order to identify valid
instruments we find in the first stage those vdeslihat affect discount but not fees and vice
versa. In our system of equations, we find the sizthe issue to be related with both fees and
discount as in Kim et al. (2010) but in contrast pjonggvist (2003). We find that the ownership
held by large shareholders is negatively relateth iédes and not statistically related with
discount rate. The same but with an opposite sigthie standard deviation of percentage returns
on the share (monthly return over the previous frears). This allows us to include them as
valid instruments for gross underwriting fees. anty, the take up ratio and the ratio of new
primary shares over the shares post-offering aseeau related with discount with a positive
sign, and not with fees. This leads us to inclddent as valid instruments for discount. When
comparing the results on the variables derived foam hypotheses for both the OLS (which
assumes exogeneity) and the 3SLS regressions (whaks joint endogeneity), our results and
considerations discussed in this section hold.

Another question related to the literature on SE@afion costs is whether co-managers
have any effect on fees or discounts. Two recemtiess provide insights on this issue. Jeon and
Ligon (2011) find a quadratic (first increasing th@ecreasing) relation between the number of
co-managers and spreads and interpret this resultha presence of synergies among
underwriters. They also document significant lovepreads and underpricing when highly
reputable underwriters serve as co-managers, dimgean increase in the quality of
certification. Zhang and Huang (2011) document Isimiindings, showing a decrease in the
incremental impact on the gross spread. Concerthiegliscount, they find a negative relation

between co-managers and discount and interpretasigt as the underwriters’ marketing efforts
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hypothesis that leads to shift up and flatten temahd curve of an SEO. First, we find at 1%
level a higher number of co-lead underwriters gimgtncial crisis (2.7 versus 1.5), similarly to
the mean trending upward documented by Zhang arahgd(2011) for a US sample over the
period 1995-2004. Second, we include the naturghrithm of the number of co-lead
underwriters as additional variable in Panel A &adhel C of Table 5. In contrast to Zhang and
Huang (2011) we find a not significant relationveegn fees and the natural logarithm of co-lead
underwriters, while issuers with higher numberazfd underwriters tend to have higher discount
significant at 10%. This effect is mostly concetdchafter the financial crisis (the interaction
term between the natural logarithm of the number@ieads and the dummy post2007 is
positive and significant at 1%, while the interantbetween the natural logarithm of the number
of co-leads and the dummy pre2007 is not signititan still positive).

Finally, we re-run the regressions 1 of Panel A Badel C in Table 5 using alternative
model specifications. First, we include the conidn variable. Our results hold with both fees
and discount. Second, we substitute market vdlatlith Beta and Specific risk taken from
Dimson and Marsh’s Risk Measurement Service. We ffioth beta and specific risk positively
related with fees but not with discount. Finallye alternatively measure our proxy for conflicts
of interest as the increase in stake by the ingtial shareholders times their turnover. Our
results on other variables are robust to thesekshec

5.3Top underwriters across the two sub-periods

To examine further the behaviour of reputable wvdésrs, we investigate the joint
effect of the discount on fees across the two @iffesub-periods, pre and post financial crisis. In
Panel B, regression 5 relates gross underwritieg feith traditional determinants and variables
motivated by our hypotheses over the years 2000-208ile the same regression (regression 6)
is also run over the years 2008-2010. The feesrdetants are the same as previously described
as per regression 1 in Panel A (Table 5). We farthelude the interaction betwedrop UW
dummyandDiscount The coefficient of this variable is positive asignificant in regression 5,
while becomes negative and still significant inresgion 6. The motivation for this analysis
relies on the puzzling evidence on the role of uwdéers, particularly on their reputation.

To explore further this result, we graph in Figlirthe predicted values of the discount of
top underwriters over the period 2000-2007 versigsyears 2008-201M@iscount x Top UW
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dummyis the interaction betweebiscountand Top UW dummypreviously described. The
Figure shows a downward sloping line for the yed60-2007 and an upward slope for the
years 2008-2010. Thus, while over the period 200072discount and fees of a top underwriter
are negatively related, in the sub-period 2008-20&9 become positively correlated.

Insert Table5 near here

Insert Figure 1 near here

6. Conclusions

In this paper, we investigate the surge in both $&%3 and discounts during the period
2008-2010, an increasingly debated issue amondirtaacial press and regulators. Our main
contribution to the existing literature relies dmetanalysis of potential conflicts of interest
between issuers or institutional investors and omdiers that intensified during the financial
crisis. Since 2008, changes both in the numbessfars raising capital and in the size of some
transactions characterized the UK capital-raismgustry. During the short period 2008-2010,
128 issuers raised an average of £1.14 billionommarison to the equivalent average of £400
million by the 110 issuers during 2000-2007.

In terms of structural features, the financialisrisad an immediate and profound effect
on fees and discount: the dummy variable for th&t fioancial crisis period together with the
demand for underwriter services are strongly cateel each other's and significantly increase
both fees and discount. The degree of investmanik bancentration appears not to be an issue
as the OFT concludes. More specifically, we findttthe degree of concentration is negatively
related with both fees and discount (Table 4). €ffect on concentration is lost when we
include this variable together with demand, supgabtiy the negative and significant correlation
between these two variables. Our interpretatiomesebn the association of issuers and
underwriters, in which (as modelled by Fernandalet2005) the level of market activity affects
the market share of high ability underwriters. Dgrisuch increase in demand, together with a
limited availability of equity underwriting capagi{OFT, 2011, pp. 42), new entrants may join
the market (a modified oligopolistic model, Carltand Perloff, 2000). As a result, in markets
that are more active, less reputable underwritexg nave a higher probability of matching with
an issuer. In Appendix C and Appendix D we list tbp ten underwriters considering their

market shares using both value (by proceeds) andl-@eeighted (by number of SEOS) metrics.
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As predicted, we do not find a strong concentratedtket. The market share of the top three
banks is under 40% considering both approaches.

In terms of important issues surrounding the rdélmstitutional shareholders and the role
of investment banks, our results can be summarazedollows. First, we find support for
potential conflicting interests for institutionahareholders (H1). The positive coefficient
between the increases in stake by institutionaéstars weighted for their turnover is positive
and significant with both fees and discount. Ineotvords, the presence of institutional investors
with shorter investment horizon, who can act asmal sub-underwriters, pushes fees and
discounts for higher gain in fees and less risatesl to the offer. Second, while we find support
for the monitoring hypothesis (H3, large sharehdde/pothesis) on underwriting fees over the
years 2000-2007, the domestic ownership coeffigesignificant in both sub-periods on SEO
discount and negative in sign. Hence, issues wilarger proportion of stake held by UK
shareholders are likely to reduce discount (pdytislipporting H2, exposure to UK equities
hypothesis). This finding is in line with the isstgsed by the 1IC inquiry that highlights a shift
after the financial crisis towards higher foreigwestors, who are less willing or less able to
underwrite. Third, regarding underwriter charadties, the positive and significant coefficient
of our proxy for bargaining position of investmdyanks relative to the issuer underwritten with
the SEO fees supports H5B (bargaining power hypatheFourth, consistently with previous
literature (Kim et al. 2010; Lee and Masulis, 2Q0@putable underwriters charge lower fees.
Interestingly, we find that after the financialsisi top underwriters are instead able to increase
both fees and discount, in contrast to the preafictf the model developed by Fernando and
Gatchev (2005) that reputable underwriters lowes fleut earn higher revenues from their clients

through larger and more frequent security issues.
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A. Déefinition of thevariables used in this study
Table A.1 includes the definition of the variablesed in this study

Insert Table A.1 near here

B. Data construction

We apply various checks to data. With respectdtafion method, we correct of some
anomalies. For example, Alexon group (05/03/20183mpson Industries (02/02/2010),
Sportech (26/01/2010) and Vernalis (11/02/2010)rerepresent in LSE but included into the
sample being defined as ‘placing and open offertoading to the prospectus. HSBC
Infrastructure has been eliminated resulting aplacing’ in LSE but ‘placing and offer for
subscription’ following the prospectus. Skyepharf@&/09/2008), Sportech (07/11/2007), UK
Coal (16/09/2009) and Unite Group (17/09/2009) @eéned as ‘placing’ in LSE but ‘placing
and open offer’ according to the prospectus, artthi;iway included into our database as ‘open
offer’.

When corporate announcements (other than SEO)tsesulthe first page of the
prospectus, we categorize them into: (1) acquisit{@) change of listing, (3) additional funds
(placing/warrants/further issue/cash issue), (fjtabreorganization or share consolidation. We
hand-collect from prospectuses the reason of isagegeported in the section ‘Use of (net)
proceeds’ or ‘background to and reason for [.r]'Notes about [...]'. We categorize the reasons
into three groups: (1) Acquisition (e.g. ‘Nestoteinds to use the proceeds of the Rights Issue,
amounting to £30.4 million (net of expenses prityato fund its acquisition strategy’), (2)
Balance sheet repair (e.g. Avis Europe, ‘The Rigstie will significantly strengthen the
Group’s balance sheet’), (3) Capital investmenigpgmme or growth opportunities (e.g. ‘The
funds raised [...] are expected to provide the Camgpwith flexibility to take full advantage of
such opportunities as they arise’).

With respect to underwriters, we correct the namgsfollows? First, we check for
variations in spelling, punctuation marks, caplaters or abbreviation. For instance, Altium
Capital Limited and Altium is the same bank. Secomd consider banks that are acquired as
part of their new parent. For example, Bridgewelkt&ities was acquired in 2007 by Landsbanki
Islands (now in moratorium) as a result of the &itjan of Bridgewell Group.

8 Full details are available from the authors.

22



C. Top ten underwritersby proceeds

Sample contains 226 rights issues and open offensréng the period 2000-2010 where gross undengrfiees are
available. 5 issues are dropped from the originatge being not underwritten, while 7 issues dorepbrt costs
data. SEO proceeds are adjusted for inflation aptdessed in 2010E£m. This Table reports the topridewriters
ranked by proceeds for the all sample and by flmtamnethods. We consider rights issues (pure otbooed with a
placing) and open offers (pure or combined with lacipg). We sum the total proceeds according to the
underwriter(s), and calculate the market share totat proceeds. We include the deals transactedahigrwriters
that were acquired during the sample period int tiital for the parent investment bank. The repodeoss
underwriting fees value is the simple (unweightae@rage across all the issues conducted by eaektment bank.
See Appendix B for details on underwriter name.

Insert TableC.1 near here

D. Top ten underwritersby number of SEOs

See legend of Table C.1. This Table reports theltbpnderwriters ranked by number of issues foralheample
and by flotation methods. See Appendix B for detait underwriter name.

Insert TableD.1 near here

E. Correlationsamong explanatory variables

Correlation coefficients among the explanatoryafalés are reported for the two periods before &ndPA) and
after (in Panel B) the financial crisis; ***= p<@P**=p<0.05, *=p<0.1

Insert TableE.1 near here

Insert TableE.2 near here
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Tablel

Sample selection criteria.
Criterion Number

SEOs on LSE from 2000-2010, less Aboted companies, transaction no
pure or combined rights issues or open offers:

Rights issues and open offers from 2000-2010 238
Issues not underwritten 5
No disclosure of underwriting fees in the pragpe 7

Final sample 226
Missing take up and annual abnormal return

Final reduced sample 224

Table2

Sample characteristics. The sample contains 23ftsrigsues and open offers eventually combined aithacing.
This table shows sample characteristics for thegfefiod and across the two sub-periods (pre arad fimancial
crisis). In addition to total figures, disaggreghfegures for two flotation methods are reportedhts-issue and
open offers, both eventually combined with a plgdiim other word, whether any shares were placed biefore the
announcement). Market capitalization, expensespaadeeds are adjusted for inflation and expresse2DLOEm.
The variable is as follow, Market cap is the martapitalization of the issuer at the date of SEf@cPeds is the
total offer proceeds. Exp is the estimated expensféscting the total costs of the issue taken fitti prospectus
expressed in both £ million and as a percentagleeotfotal proceeds. Financials is the proportiofirgncial issuers
based on the Industry Classification Benchmarkig¢it-dode equals to 8). Other announcements iptbportion of
issues which are accompanied by major corporatelaraements, such as named acquisitions, a charggstirg,
additional funds, capital reorganization or shasasolidations. Acquisition or Balance sheet orebtment is the
proportion of issuers with respectively ‘acquisitior ‘balance sheet repair’ or ‘investment programgrowth
opportunities’ as the reason declared in the ‘dggaceeds’ section of the prospectus.

Full perioc 200(-2007 200¢-201C
All RI 0]0) All RI 00 All RI (0]0)
No. of issue 23¢ 13¢ 9¢ 11C 72 38 12¢ 67 61
Market cap (Em)Mean  1,259.40 1,615.87  758.83 509.97 686.43 177.23 1,864.94 254531 1,103.8
Mediar  153.4: 244.2: 98.51% 154.9¢ 217.4¢  128.91 144.8¢ 314.7.  75.6:

Proceeds (Em) Mean 785.581,015.11  463.31 37184 51227 105.77 1,141.14 1,555.48 686.05
Median 123.12 220.56 51.67 118.77 155.57 44.38 150.61  263.52 59.50

Exp (Em) Mean 2462 3406 1137 1078 1396 474 3652 5566 15.50
Median  6.06 9.30 3.16 4.43 6.14 256 728 1400 331
Exp (%) Mean 574  5.08 6.67 5.38 482 645 6.05 536  6.80
Median  5.00 5.00 6.00 5.00 400  6.00 5.00 500  6.00
Financials (% 27.7¢ 59.0¢ 40.91 7.9¢ 63.1¢  36.8¢ 19.7¢ 57.4F 425t

Other announcements ( 36.5¢ 58.6: 41.3¢ 23.11 67.27  32.7: 13.4¢ 43.7¢  56.2¢
Use of proceed:s

Acquisition (% 27.31 70.77 29.2¢ 20.1% 72,9z  27.0¢ 7.14 64.71  35.2¢
Balance sheet (¢ 44.1: 56.1¢ 43.81 12.1¢ 51.7:  48.2¢ 31.9¢ 57.8¢ 42.11
Investment (%) 35.71 52.94 47.06 18.07 65.12 34.88 17.65 40.48 59.52
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Table3

Univariate analysis. This table provides differenteneans and medians tests between pre and pastcfal crisis
periods. The variable is as follows, Annual abndrmaturn is the performance of the share over tist pear. Bank
and broker fees are fees paid to banks and brdleeiditional fees, corporate finance fee, documantatee,

advisory fee or further placing commission). Bangaj power is the ratio between the sum of proceddssuers
yearly handled by each underwriter over the prosesfdeach deal. Concentration is the Herfindahkéliman
index defined as the sum of the squared annualdaakis market share, computed using proceeds of $aadled
by each underwriter. Conflicts of interest refertb® increase in stake by institutional sharehasldanes their
turnover weighted for their ownership pre-offerim@emand is the natural logarithm of the sum of grpsceeds
yearly based. Discount is the offer price discoimtrelation to the market price as at the day heftire

announcement. Dummy variable Distress takes valioe iksues with interest cover ratio less than. dheerience
is the natural logarithm of gross proceeds times ibthe issue has had at least two issues amangaimple, zero
otherwise. Dummy variable Financials takes the evalufor all financial issuers, 1-digit ICB code dlrstry

Classification Benchmark). Gross underwriting faesdefined as fees paid to the banks, broker, tmgs
institutions, existing shareholders and/or placeédarket volatility is the VFTSE index 30 days befothe

announcement date. Open offer is a dummy variabiehatakes the value 1 for open offer issues. Osliprlarge

sh. is the proportion of the issuer’s shares hgldghareholders with a stakd 0% measured at the closest quarter

before the announcement date. Ownership UK shhesproportion of the issuer's shares held by doimest
shareholders measured at the closest quarter hi®@nnouncement date. Proceeds is the 2010iamflatjusted
(m£) value of the gross proceeds of the issue. U@ake the existing shareholders percentage of \aditkptance
after the issue. Dummy Top UW takes the value lidsues with at least one of the lead underwritenisong the
top 5 underwriters ranked by market shares basefdroceeds. Test statistics are t-test results ififerdnce in

means or z-test results of equal proportions agired, and Wilcoxon test statistics (ranksum) foe difference in
median. ***= p<0.01, **=p<0.05, *=p<0.1
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Table 3—Continued

T/z-statistics

Full period 2000-2007 2008-2010 . g
Wilcoxon-statistics
Annual abnormal return Mean -0.03 0.12 -0.16 3.43%+*
Median -0.15 0.06 -0.24 5.5 %
Bargaining power Mean 11.53 2.50 18.82 -4.74%**
Median 2.56 1.20 6.14 -6.46%**
Banks and brokers fees (%) Mean 3.06 2.53 3.49 -5.21%**
Median 3.25 2.50 3.50 -4, 71***
Concentration Mean 0.13 0.16 0.10 14.13***
Median 0.12 0.15 0.09 13.22%**
Conflicts of interest (%) Mean 1.02 0.59 1.38 -1.95*
Median 0.24 0.27 0.21 0.053
Demand Mean 9.68 8.16 10.91 -41.89%**
Median 10.09 8.04 11.10 -13.22%**
Discount (%) Mean 34.55 27.18 40.50 -4, 50%**
Median 35.00 27.00 45.00 -4.43%**
Distress dummy Mean 41.15 41.58 40.80 0.12
Median 1 0.00 0.00 0.12
Experience Mean 1.03 0.74 1.26 -1.73*
Median 0.00 0.00 0.00 -1.47
Financials dummy (%) Mean 27.31 17.82 37.6 -3.33***
Median 0.00 0.00 0.00 -3.26%**
Gross underwriting fees (%) Mean 3.62 3.21 3.96 -4,15%**
Median 3.75 3.00 4.00 -3.99%**
Market volatility Mean 0.24 0.18 0.29 -0.81 %+
Median 0.22 0.15 0.26 -9.46%**
Open offer dummy (%) Mean 41.59 34.65 47.20 -1.90*
Median 0.00 0.00 0.00 -1.90*
Ownership large sh. (%) Mean 16.98 17.01 16.95 0.02
Median 12.32 12.21 12.43 -0.09
Ownership UK sh. (%) Mean 48.28 48.51 49.66 -0.36
Median 48.45 48.11 49.71 -0.65
Proceeds (Em) Mean 777.79 297.13 1,166.17 -2.71%*
Median 121.94 104.00 155.00 -2.20**
Take up (%) Mean 79.42 82.00 77.32 1.38
Median 91.00 92.00 90.00 1.17
Top UW dummy (%) Mean 50.00 41.58 56.80 -2.27*
Median 50.00 0.00 100.00 -2.27**
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Table4

Cross-sectional regression analysis of UK SEO &mkdiscount. The dependent variable, gross undergvfees,
is defined as fees paid to the banks, broker, timgsnstitutions, existing shareholders and/orcpks, discount, is
the offer price discount in relation to the markeice as at the day before the announcement. Tdependent
variable is as follows, Open offer is a dummy vilga which takes the value 1 for open offer isstekeup is the
existing shareholders percentage of valid acceptafter the issue. Size is the inverse of the ahtagarithm of
the gross proceeds of the issue. Relative sizeeisnarket capitalization at the date of the SEQdéiy by the gross
proceeds. Annual abnormal return is the performafitke share over the past year. Market volatitthe VFTSE
index 30 days before the announcement date. Dunarmighle Distress takes value 1 for issues withr@stecover
ratio less than one. Dummy variable Financialsgake value 1 for all financial issuers, 1-digiBl€Code (Industry
Classification Benchmark). Dummy variable Post2@&kes the value 1 for issues whose announcementiyea
2008, 2009 or 2010. Demand is the natural logaritfirthe sum of gross proceeds yearly based. Coratemt is
the Herfindahl-Hirschman index defined as the stithe squared annual lead banks market share, dechpiging
proceeds of SEOs handled by each underwriter. fistita of robust standard errors are in parenthese=
p<0.01, **=p<0.05, *=p<0.1

Gross underwriting fees Discount

@) 2 3) (4) ®) (6) @) (8)

Constant 2.67** 0.01 4.,05%** 1.06 0.12*  -0.32*** 0.26™** -0.43***
(5.09) (0.02) (6.16) (0.83) (1.82) (-3.01) (3.08) (-3.17)
Open offer dummy -0.10 -0.04 -0.06 -0.05 -0.23**0.22*** .0.22%* -0.22***
(-0.53) (-0.21) (-0.33) (-0.28) (-9.06) (-8.75) 807) (-8.55)
Take up 0.18 0.25 -0.02 0.17 0.20**  0.21*** (0.18** (0.22***
(0.41) (0.58) (-0.04) (0.38) (3.71) (3.90) (3.11) (4.01)
Size 2.10%%* 2.22%* 1.84** 215%*  (0.19** 0.21** 0.14* 0.21%*
(3.77) (3.91) (3.37) (3.88) (2.59) (2.88) (1.93) 2.90)
Relative size -0.03* -0.03* -0.04* -0.03** -0.01** -0.01** -0.01* -0.01*
(-1.97) (-2.13) (-1.78) (-2.12) (-2.10) (-2.21) 186) (-2.21)
Annual abnormal return -0.45*  -0.41** -0.45* -Q0&* -0.04 -0.03 -0.04 -0.03
(-2.60) (-2.26) (-2.32) (-2.22) (-1.62) (-1.33) 162 (-1.35)
Market volatility -0.74 -0.83 0.34 -0.85 0.24* 022 0.49*** 0.22*
(-0.83) (-0.95) (0.40) (-0.94) (2.91) (1.76) 367 (1.77)
Distress dummy 0.42* 0.42*  0.37** 0.41* 0.02 B0 0.02 0.03
(2.37) (2.39) (2.02) (2.26) (12.04) (1.06) (0.74) (1.13)
Financials -0.33* -0.31* -0.29 -0.30 -0.05* -0.05* -0.05 -0.05*
(-1.75) (-1.68) (-1.56) (-1.60) (-1.86) (-1.74) 164 (-1.78)
Post2007 0.89*** 0.15%**
(4.38) (5.43)
Demand 0.32%** 0.26*** 0.05%** 0.06***
(4.60) (2.86) (6.31) (6.09)
Concentration -7.25%**  -2.89 -0.69** 0.32
(-3.25) (-1.03) (-2.46) (1.30)
No. of observations 224 224 224 224 224 224 224 224
Adjusted B 0.22 0.23 0.20 0.23 0.49 0.50 0.44 0.50
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Table5

The effect of the financial crisis on both UK SE&2$ and the discount rate. This table reports wauigodinary least
squares regressions predicting fees using thes&utiple (Panel A) and splitting the sample befor@ post the
financial crisis (Panel B); and predicting the disot rate (Panel C). The dependent variable, gnoserwriting

fees, is defined as fees paid to the banks, brakeesting institutions, existing shareholders andjlacees,
discount, is the offer price discount in relationthe market price as at the day before the anmwnent. Variable
definitions are provided in sections 5.1 and 5.@p YW dummy x Discount is the interaction betweep UW

dummy and discount variables. Proceeds are 201&tigrf-adjusted. T-statistics of robust standanersrare in
parentheses. ***= p<0.01, **=p<0.05, *=p<0.1

Panel A. Gross underwriting fees 2000-2010
1) (2) (3) (4)

Constant 0.99 (1.25) 0.86 (1.06) 1.80* (2.97) 0.38 (0.47)
Discount 0.54 (0.91) 0.57 (0.96) 0.51 (0.85) 0.62 1.0%)
Open offer dummy -0.01 (-0.03) -0.01 (-0.04) -0.04 (-0.17) 0.04 (0.17)
Take up 0.10 (0.21) 0.10 (0.21) 0.10 (0.22) 0.11 .23p
Size 1.72%* (3.42) 1.71*»* (3.38) 1.65*** (3.10) B8** (3.68)
Relative size -0.03*  (-1.70) -0.03* (-1.67) -0.03* (-1.91) -0.03* (-1.81)
Annual abnormal return -0.46*** (-3.29)-0.45*** (-3.24) -0.49*** (-3.63) -0.44*** (-3.19)
Market volatility -0.38  (-0.41) -0.35 (-0.38) -0.63 (-0.67) -0.38 (-0.42)
Distress dummy 0.35* (1.95) 0.34* (2.91) 0.38* 12) 0.36* (2.03)
Financials -0.25  (-1.36) -0.26 (-1.39) -0.27 (-1.43) -0.22 (-1.18)
Demand 0.21%*  (2.71) 0.22** (2.86) 0.13 (1.53) 2aB*** (3.43)
Conflicts of interest 7.36%**  (2.67) 7.79%* (24 7.06*** (2.62)

—conflicts of interest*POST 6.97**  (2.55)

—conflicts of interest*PRE 13.16 (1.45)
Ownership UK sh. 0.42 (1.00) 0.43 (1.01) 0.47 (1.14 0.36 (0.86)
Ownership large sh. -1.08*  (-1.95) -1.09* (-1.96) -l1.16** (-2.07) -1.10* (-2.04)
Top UW dummy -0.37*  (-1.69) -0.37* (-1.69) -0.41* (-1.86)

—top UW dummy*POST -0.09 (-0.34)

—top UW dummy*PRE -0.67*  (-2.44)
Bargaining power 0.01**  (4.56) 0.01*** (4.54) 0.6+ (3.84)

—bargaining power*POST 0.01***  (4.63)

—bargaining power*PRE 0.08* (1.80)
Experience -0.01 (-0.15) -0.01 (-0.13) -0.01 (-0.25) -0.01 (-0.03)
No. of observations 224 224 224 224
Adjusted R 0.27 0.27 0.28 0.28
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Table 5—Continued

Panel. B Gross underwriting fees 2008-2010 2000-2007

5) (6)
Constant -5.85 (-1.29) 4.48** (2.44)
Discount -0.25 (-0.27) 0.95 (0.86)
Open offer dummy -0.29 (-0.99) 0.07 (0.21)
Take up 0.55 (0.92) -1.38* (-2.52)
Size 4.76%* (4.66) 0.83** (2.05)
Relative size -0.01 (-0.94) -0.04 (-0.59)
Annual abnormal return -0.31* (-1.73) -0.60*** (8m)
Market volatility 0.07 (0.06) -3.45* (-1.95)
Distress dummy 0.44** (2.06) 0.30 (2.00)
Financials -0.42* (-1.77) 0.13 (0.33)
Demand 0.76* (1.78) -0.01 (-0.05)
Conflicts of interest 5.73* (2.26) -0.73 (-0.07)
Ownership UK sh. 0.11 (0.23) 0.65 (0.93)
Ownership large sh. -0.44 (-0.71) -1.27 (-1.51)
Top UW dummy -0.65* (-1.77) 0.56 (0.87)
Bargaining power 0.01* (1.75) 0.08* (1.80)
Experience -0.01 (-0.22) 0.07 (2.10)
Top UW dummy*Discount 1.68* (1.89) -3.54* (-1.79)
No. of observations 123 101
Adjusted B 0.35 0.28
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Table 5—Continued

Panel C. Discount 2000-2010
1) 2 3

Constant -0.21**  (-2.05) -0.17*  (-1.67) -0.35** (-2.35)
Open offer dummy -0.21%*  (-7.78) -0.21%** (-7.70) -0.20*** (-7.47)
Take up 0.25*** (4.97) 0.25%** (4.97) 0.25%** (5.01)
Size 0.19%** (2.81) 0.19%** (2.82) 0.19%** (2.97)
Relative size -0.01**  (-2.55) -0.01**  (-2.57) -0.01** (-2.60)
Annual abnormal return -0.05** (-2.35) -0.05** (-2.45) -0.05** (-2.32)
Market volatility 0.11 (0.92) 0.10 (0.86) 0.11 (0.92)
Distress dummy 0.01 (0.23) 0.01 (0.28) 0.01 (0.27)
Financials -0.03 (-1.30) -0.03  (-1.15) -0.03  (-1.29)
Demand 0.05*** (5.44) 0.05%** (4.91) 0.06%** (4.17)
Conflicts of interest 1.14**  (4.15) 1.10*** (3.88)

—conflicts of interest*POST 1.23*** (4.10)

—conflicts of interest*PRE -0.42 (-0.35)
Ownership UK sh. -0.20%**  (-4.02) -0.20*** (-4.05)

—ownership UK sh.*POST -0.24*** (-3.45)

—ownership UK sh.*PRE -0.16*** (-3.22)
Ownership large sh. -0.01 (-0.01) 0.01 (0.03) 0.01 (0.21)
Top UW dummy 0.02 (0.76) 0.02 (0.78) 0.02 (0.69)
Bargaining power 0.01 (0.57) 0.01 (0.57) 0.01 (0.59)
Experience 0.01 (0.50) 0.01 (0.45) 0.01 (0.56)
No. of observations 224 224 224
Adjusted B 0.56 0.56 0.56
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Discount * Top underwriter (UW) dummy
Discount * TopUW dummy, 2000-2007 — — —— Discount * TopUW dummy, 2008-2010
a Gross underwriting fees, 2000-2007 & Gross underwriting fees, 2008-2010

Figure 1 Predicted values of the discount of top underwsitever the period 2000-200&rsusthe years 2008-
2010. Top UW dummy*Discount is the interaction beén top UW dummy and discount variables. The discisu
the offer price discount in relation to the margéte at the day before the announcement. DummyU\Wptakes
the value 1 for issues with at least one of thd leaderwriter(s) among the top 5 underwriters rdnlkg market
shares based on proceeds. The dotted line showprdkicted values of Top UW dummy*Discount on Gross
underwriting fees for the period 2000-2007. The titwous line shows the predicted values of Top UW
dummy*Discount on Gross underwriting fees for tleeigpd 2008-2010.
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TableA.1

Variables

Definitions

Annual abnormal return

Banks brokers fees

Bargaining power

Concentration

Conflicts of interest

Demand

Discount

Distress

Experience

Performance of the share tive past year relative to the market as a whiolés
measured as the difference between the actualnreturthe share (percentage capital
appreciation plus dividend yield) and the perceatagturn available over the same
period from an investment in a diversified portholvith the same beta (Altinkilic and
Hansen 2003; Suzuki 2010; Dimson and Marsh, 20@@)xy for issuer-quality.

Additional fees, corporaterfoeafee, documentation fee, advisory fee or furgiacing

commission (Armitage, 2000).

Sum of proceeds of issuers hanijeeach underwriter in each year over the praceed
of each deal. We consider the mean of proceedasa of co-leads. It is a proxy for the

underwriter bargaining position relative to theuisis

Herfindahl index, proxy for the istraent bank concentration. It is defined as the sum
of the squared annual lead banks market share, Wethpusing proceeds of SEOs
handled by each underwriter (Kim et al., 2010).Beals are equally split among co-

leads.

For each issuewe take the increase in stake by the institutictareholders times
their weighted turnover. For each shareholder teehkted turnover is defined as the
turnover times the ownership pre-offering; the éase is calculated as the difference
between post and pre ownership at the closesteyuaefore and post the announcement
date, and is set to 0 in case of negative diffexelide take the average value over all
shareholders for each issuer. Higher values areigmofor short-term horizon

institutional investors.

Natural logarithm of the sum of gross prdsesdjusted for inflation, yearly based,

proxy for the demand of underwriting services.

Offer price discount in relation to the rket price as at the day before the

announcement (Altinkilic and Hansen, 2003).

Dummy variable taking value of unity fesues with interest cover ratio (EBIT over the

Interest Expense on Debt) less than one (Hoshi,t¥0). Proxy for issuer-quality.

Natural logarithm of gross proceedsstdiufor inflation times one if the issue has had
at least two issues among the sample, zero otherfldeang and Zhang, 2011). Proxy

for the experience of companies.
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Table A.1—Continued

Variables Definitions

Financials Dummy variable indicating financialsditit ICB industry equals 8)

Gross underwriting fees  Fees paid to the bankkebranvesting institutions, existing shareholdarsl/or placees.

They include underwriting fees and sub-underwrifiegs (Armitage, 2000).

Market volatility UK implied volatility index (VFT&) 30 days before the announcement date. VFTSectsfl
the market expectations of the future monthly \fitatof the UK benchmark equity index,
FTSE100, which comprises the 100 largest compaoied.ondon Stock Exchanges and

represents 80% of the UK market
Open offer Dummy variable taking a value of unity 6pen offer issues (Armitage, 2000).

Ownership large sh. Proportion of the issuer's aehdneld by shareholders with stak&0% measured at the

closest quarter before the announcement date (Agmit2000).

Ownership UK sh. Proportion of the issuer's shdnekl by shareholders whose country is equals “UK” o

“Virgin Islands (UK)” measured at the closest qaatiefore the announcement date.

Post2007 Dummy variable taking value of one fouésswhose announcement year is 2008, 2009 or
2010.
Relative size Market capitalization of the issuerttee date of the SEO divided by the gross proceeds

adjusted for inflation; (Altinkilic and Hansen, @0)

Size Inverse of the natural logarithm of the 20hflation-adjusted (m£) value of the gross
proceeds of the issue (Altinkilic and Hansen, 200&, et al., 2010).

Takeup Existing shareholders percentage of vali@ptance after the issue (Armitage, 2002).

Top UW dummy Set to one if at least one of the lgaderwriter(s) of the issue is one of the top Bamriters

ranked by market shares based on proceeds (Abrahaehsal., 2011).
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TableC.1

All sample

Rights Issues

Open Offers

Proceeds Fees

Proceeds Fees

Proceeds Fees

Rank Underwriter me) (%) Underwriter me) (%) Underwriter me) (%)
1 JPMorgan Chase 14.89 3.6z JPMorgan Chase 16.723.5¢  UBS 22.61 1.9C
2 UBS 12.51 3.17 Goldman Sachs 11.18 3.0¢ BoA Merrill Lynch 21.36 2.61
3 BoA Merrill Lynch  10.16 3.6 UBS 9.0t 3.4z RBS Hoare Govett 17.343.27%
4 Goldman Sachs 9.4¢ 29( HSBC 8.6¢ 4.1¢ JPMorgan Chase 9.56 3.77
5 RBS Hoare Govett 7.43 3.87 BoA MerrillLynch  6.32 4.01 Goldman Sachs 4.332.2¢
6 HSBC 6.6¢ 3.9¢ Deutsche Bank 6.25 2.8 Barclays 3.91 1.84
7 Deutsche Bank 4.8¢ 2.9 Morgan Stanley 5.5C 2.6€ Credit Suisse 3.813.2¢
8 Credit Suisse 4.6C 3.8¢ Citigroup 5.0t 3.47 Citigroup 2.87 3.0:
9 Citigroup 4.4¢ 3.3t Credit Suisse 4.87 4.14 Numis Securities 2.3C 3.37
10 Morgan Stanley 4.21 2.8z RBS Hoare Govett 4.0¢ 3.97 HM Treasury 2.13 1.5C
TableD.1
All sample Rights Issues Open Offers

Rank Underwriter %,5;)) F(g/oe)s Underwriter ?,5(?) F((g/f)s Underwriter ?I\Ilzc()))s F((g/f)s
1 JPMorgan Chase 11.5¢ 3.62 RBS Hoare Govett1l4.5¢ 3.97 Numis Securities 11.083.37
2 RBS Hoare Govettl0.11 3.87 JPMorgan Chase 14.2¢ 3.5€ Investec 8.51 4.1t
3 Numis Securities 7.2¢ 3.33 UBS 7.6¢ 3.4z JPMorgan Chase 7.803.77
4 UBS 5.1¢ 3.17 Citigroup 4.71 3.47 KBC Peel Hunt 7.09 3.7¢
5 Investec 457 4.34 BoA Merrill Lynch 4.6¢ 4.01 Singer Capital Markets5.3z 4.11
6 KBC Peel Hunt 3.92 4.19 Numis Securities 4.58 3.2Z  Piper Jaffray 4.79 3.7z
7 BoA Merrill Lynch  3.7% 3.60 Deutsche Bank 4,45 2.8%  Altium Capital 4.26 3.7z
8 Citigroup 3.5 3.38 HSBC 3.7¢ 4.1¢ RBS Hoare Govett  3.81 3.27
9 Commerzbank 3.2¢ 2.95 Commerzbank 3.7¢ 3.0C Evolution Securities 3.4¢ 4.64
10 Deutsche Bank 2.8¢ 2.93 Credit Suisse 3.0¢ 4.14£ Cenkos Securities 3.193.9¢
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TableE.1
Panel A. 2000-2007 (No. of observations 101)

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16
1 Discount 1
2 Open offer dummy -0.57** 1
3 Takeup 0.29%*  -0.43*** 1
4 Size 0.10 0.07 -0.27%* 1
5 Relative size -0.21**  0.26®* -0.13 0.30*** 1
6 Annual abnormal return -0.14 -0.06 -0.01 -0.18* .07 1
7  Market volatility 0.06 0.06 -0.14 -0.03 -0.19* 0@ 1
8 Distress dummy 0.03 0.06 -0.29*** 0.26** -0.06 0.16 0.09 1
9 Financials -0.20*  0.04 -0.11 -0.17* -0.27** @b 0.25** 0.08 1
10 Demand 0.15 -0.13 -0.07 -0.12 -0.09 -0.02 -0.00.01 0.02 1
11 Concentration 0.08 -0.02 -0.14 -0.14 -0.17* 60.1817* -0.14 0.13 0.04 1
12 Conflicts of interest -0.15 0.22** -0.21** 0.10 0.03 -0.13 -0.04 0.22** 0.15 0.04 -0.08 1
13 Ownership UK sh. -0.10 -0.09 0.19* -0.16 -0.04 .040 -0.09 -0.21* 0.11 -0.02 -0.19* -0.08 1
14 Ownership large sh. 0.01 -0.01 -0.07 0.11 0.02 .130-0.06 0.08 -0.12 -0.08 -0.06 0.10 -0.01 1
15 Top UW dummy 0.35%*  -0.49*** 0.34** -0.34*** -0.26** 0.00 0.06 -0.10 0.08 0.22** 0.22** -0.17* .08 -0.29** 1
16 Bargaining power -0.03 -0.13 0.08 0.03 0.15 20.0.09 -0.07 -0.16 -0.07 -0.11 0.09 0.19* 0.05 30.11
17 Experience -0.04 0.01 0.04 -0.10 -0.04 0.05 *0.190.16 0.09 -0.02 0.09 -0.05 -0.06 0.02 -0.02 40.1
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TableE.2

Panel B. 2008-2010 (No. of observations 123)

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16
1 Discount 1
2 Open offer dummy -0.62*1
3 Takeup 0.49*** -0.45%+* 1
4 Size -0.07 0.41** -0.20** 1
5 Relative size -0.24**0.10 -0.00 -0.04 1

6 Annual abnormal return 0.01 -0.18* 0.14 -0.10 0. 1

7 Market volatility 0.11 -0.11 0.07 -0.12 -0.08 00 1

8 Distress dummy -0.10 0.26** -0.16* 0.26** 0.04 -0.12 -0.05 1

9 Financials -0.06 -0.08 -0.09 -0.29%0.13  -0.09 0.26™* 0.15 1

10 Demand 0.19* -0.15 0.05 -0.16* -0.03 -0.32*0G.32*** -0.11 0.05 1

11 Concentration -0.26**0.13 -0.24** 0.13 0.00 0.23* -0.28**-0.01 -0.01 -0.79***1

12 Conflicts of interest 0.16*  -0.02 -0.15 0.19** -G.0 0.41** -0.07 0.11  -0.15* -0.22* 0.21** 1

13 Ownership UK sh. -0.33***0.08 0.08 -0.06 0.00 -0.04 -0.20* -0.08 -0.03 0.00 -0.04 -0.25**1

14 Ownership large sh. -0.21* 0.25** -0.13 0.10 -0.1 0.02 -0.08 0.04 -0.07 -0.14 0.07 0.15* 0.40%*

15 Top UW dummy 0.21** -0.36***0.24** -0.48** 0.07 0.14 0.25*** -0.20**0.12 0.24** -0.23** -0.19** -0.06 -0.18**1

16 Bargaining power 0.10 -0.03 0.12 0.12 -0.00 -0.09 0.07 0.09 -0.10 0.18* -0.11 -0.09 0.05 -0.02 0241

17 Experience -0.10 0.08 -0.09 -0.18*  0.20%0.02 0.12 -0.08 0.29*0.01 0.03 -0.07 0.04 0.15* 0.11 -0.18**
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