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1. Introduction

In this study we report the results of discussons with fund managers about UK firms
equity issuing behaviour; these discussons formed the basis for a large number of ongoing
interviews with firms which have recently made seasoned equity issues (SEOs). In this paper we
discuss why we bdieve such a prdiminary study is necessary. The study will engble us to
axetan the factors which the interviewees suggest are an important influence on how
companies gpproach equity fund raisng in practice and which should, therefore, form the basis
of our subsequent discussions with issuing firms. The interview maerid aso highlights a
number of ressons why conventiond large-scde empiricd andyss may not represent an
gopropriate avenue for establishing firms motivations for using different financing methods.

The next section of the paper discusses the existing literature about firms decisons to
issue equity. It indicates the problems that arise from the concentration of various studies on
large sample aggregate analyss and describes the potential for case study and face-to-face
research to inform the debate. The tird section of the paper describes the interview process and
re-emphasises how it fits into our wider research plan before the fourth section detals our
discussons. The fifth section outlines the main implications of the interview materid, while the
find section of the paper offers some preiminary conclusons, paticulaly in tems of the

implications of this study for future investigations of corporate fund raising activities.

2. Background to the Study

Some of the best documented results to emerge from the modern finance literature relate
to the stock market reaction to announcements about issues of new securities. However, despite
the conggency in the empiricd evidence, the findings pose a number of interesting questions for

researchers, few of which have been resolved satisfactorily on the bads of the large sample



aggregate andyses which dominate the area The best known evidence rdaing to financing
disclosures relates to the short-term market response to news of forthcoming share issues by
companies that are dready listed on a stock market - SEOs. Two-day market-adjusted returns
folowing such disclosures are dmogst dways negative, sgnificantly different from zero, and in
the region of -3%; in contrast, disclosures about debt issues gppear to exert no Sgnificant
influence on share prices (see eg. Asquith and Mullins, 1986; Masulis and Korwar, 1986; Hedy
and Palepu, 1990; Sant and Ferris, 1994).1

Condgent paterns in longer term price movements around SEO announcements have
also been reported by Affleck-Graves and Page (1995), Loughran and Ritter (1995), Speiss and
Affleck-Graves (1995) and Jung et d. (1996). The sudies dl report that equity issues are
followed by long-term average price declines that persst for up to 5 years after the offer is made;
for example, Loughran and Ritter (1995) show that the return for equity-issuing firms over a
five-year period is 33% while the return earned by a matched sample of non-issuers is 93% over
the same period. In addition, Korgczyk et d. (1990) and Asquith and Mullins (1986) both report
that equity issues tend to follow periods of sustained abnormd price gains and the evidence as a
whole therefore suggests that equity issues are made during long-term peaksin share prices.

Academics have identified a number of posshble rationdes for the market reaction to new
financing announcements and these have been usefully grouped into three categories by Barclay
and Litzenberger (1988). The authors identify theories based on (i) information / signdling
issues, where the negative reaction to SEO announcements occurs because investors believe that
an equity issue sgnifies managers belief that the shares are overpriced and / or that the proceeds
provide the opportunity for wasteful investment on projects with negetive net present values, (ii)
price pressure arguments which suggest that the adverse response to an increase in the supply of

shares is axiomatic because of a downward doping demand curve for corporate equity and (iii)

! See Smith (1986), Armitage (1998) and Burton et al. (2000) for detailed reviews of the evidence concerning the
market reaction to SEOs.



gearing hypotheses, based on the idea that the market reaction to a new financing announcement
represents a response to an accompanying change in the weighted average cost of capital.

A body of empirical evidence about cross-sectiond variation in the market reaction to
SEOs has aso developed, partly as an attempt to test the predictions of the theories. The many
variables studied to date include operating performance (Loughran and Ritter, 1995), company
sze (Kday and Shimrat, 1987), growth prospects (Pilotte, 1992; Burton et d., 2000), issue
purpose (Masulis and Korwar, 1986), return variability (Mann and Sicherman, 1991) and
earnings management (Teoh et d., 1998). These studies, dl of which are based on large-sample
regresson andyss, show that while the explanations outlined by Barclay and Litzenberger may
be theoreticdly sound, no sngle modd is condstent with dl the evidence. For example, (i) the
information hypotheses predict a straight forward postive reaction to debt issues, but this has
never been found in practice, (ii) the theories based on the price pressure arguments are entirely
conggent with the short-term market reaction to SEOs yet they provide no explanation for the
long term gains (fdls) prior to (following) the announcements and (iii) the gearing hypothesis
predicts a smple postive relaionship between issue sze and the market response to an SEO -
the evidence on this remains inconclusive (see, eg. Asquith and Mullins, 1986; Dierkins, 1991).

The dudies that examine the market resction to SEOs are, however, based dmogt entirely
on large sample andyses and s0 the reasons why individud firms issue equity in practice are not
fully known. This falure to incorporaie heterogenaity in firms motives for isuing equity is
arguably one of the main reasons why a comprehendve explanation of share price movements
aound new financing announcements does not yet exis; this question clearly lends itsdf to a
move away from aggregate andyss to ingead sudy individud firm behaviour and ther motives
for issuing equity.

Related attempts to derive theoretica explanations for firms decisons about whether to
issue debt or equity (and, by inference, their target capitd structure) have adso proved reatively

unsuccessful. In particular, no theory has been devised which fully explans why firms continue



to use SEOs in the face of mounting evidence that the announcement of a forthcoming share
issue reduces shareholder wedth in both the short- and long-run. The case for examining why
large companies choose a paticular form of new financing by communicating directly with
issuing firms would seem to be overwhelming and yet few studies have been undertaken on this
basis? Possibly as a result of this omission, apparently sound theories exist to explain corporate
financing activity, but agan no modd is condgent with dl the evidence The two dominant
explanations in the extant literature are (i) static-trade off theory (see e.g. Myers, 1984), which
explains corporate financing activity in teems of movements towards a target capital structure,
with the target itsdf being derived by baancing the tax benefits of debt financing with the
financid didress cods incurred at high gearing levels and (ii) pecking order theory (eg. Myers
and Mgluf, 1984). The mode predicts that firms finance invetment according to the redive
coss of dternative methods with retained earnings being preferred, followed by debt and then
equity. Externd fund rasng activity is therefore not driven by any target capitd sructure, but
indead reflects gaps between internd funds and investment opportunities (net of dividends), as
well as the extent of divergences between the market and intrinsic values of corporate securities.
Empiricd evidence exists to support these two broadly based theories, for example, the
findings of both Marsh (1982), who reports the exisence of long term target gearing levels for
UK firms, and Long and Mditz (1985) who discover dgnificant negative reaionships between
intangible assets and gearing levels in the US, support the datic-trade off model. However Choe
et d. (1993) and Bayless and Chaplinsky (1996) find that firms prefer to issue equity at times
when shares are rdaively overpriced (i.e. when the market vaue of equity is reatively close to
the intringc vaue) and thereby provide a measure of support for pecking order theory. The
picture which emerges from the large sample tests of capitd dructure theories is further

complicated by the suggestion in Shyam-Sunder and Myers (1999) hat the dtatic trade-off and

2 In contrast to the situation regarding fund raising behaviour, interviews and questionnaires have always played a
key role in attempts to understand the motivations behind firms' dividend decisions (see e.g. Lintner, 1956 and



pecking order theories overlap to a degree; the practicad implication of their andyss is that
empirica evidence which appears at fird glance to offer support for the datic trade-off modd
may not be inconsstent with a pecking order-based modd of corporate gearing choice.

One of the few dudies to move beyond large sample andyss in its investigation of
corporate financing behaviour is Pinegar and Wilbricht (1989). Ther evidence illudrates the
potential for case study and smdl sample research to yidd indghts into corporate decison
making beyond those achieved via conventiond aggregate andyss and a priori theorisng. The
authors employ a questionnaire survey of Fortune 500 firms in 1986 (recelving 176 usegble
replies) and conclude that managerid responses are consstent with the broad predictions of
pecking order theory. The sample firms express a clear preference for internd funding over
externd funding and for debt financing rather than share issues. In addition, answers to a series
of questions about the factors which influence financing behaviour show tha variables which
play a mgor pat in the gatic trade-off theory - tax and bankruptcy considerations - are not seen
as being important by the managers of large US firms.

A number of other unresolved puzzles exis regarding corporate equity issues in
paticular, US firms are now known to favour fully underwritten offers and make little or no use
of rights issues despite the widey acknowledged evidence that rights issues are the cheapest
SEO vehicle method avalable to American firms (see eg. Smith, 1977; Hansen, 1988; Eckbo
and Maaulis, 1992). Although no smilar differences in issue cods have yet been uncovered in
the UK, this rights offer paradox’ appears to suggest that magor companies choice of issue
method is determined by something other than the cost of the issue these codts are, however,
ultimaidy borne by the equity holders again suggesing that firms voluntary fund raisng

behaviour causes harm to existing shareholders®

Baker et al., 1985).

3 Patterson and Ursel (1993) find further ‘irrationality’ with firms preferring to pay for underwritten rather than
guaranteeing success through deep-discounting, according to the authors because of perceived dilution because of
the discount involved with rightsissues.



The gpparently anomadous findings about the role of issue costs may partly be explained
by the relative dearth of information about the decison processes that companies go through
when deciding on equity issue methods. Very little work has been underteken to establish the
cods of dternative methods of share issuance, dthough Armitage (2000) finds no evidence of
significant differences in the totd cost of rights and open offers in the UK®. The focus of the
exiging literature has traditionadly been on the cods associated with the secondary trading of
shares once they have been issued. For example, the Nationd Association of Security Deders
(NASD) and their automated quotation market (NASDAQ) have been subject to Department of
Jugtice invedtigations and fines in excess of $lhillion because of their large transaction codts. As
far back as 1994, Christie reported that NASDAQ market-makers appeared never to make odd-
eghth quotes and wondered if there was colluson between the deders which facilitated
excessve deding profits a the expense of investors. More recently, Barclay et a. (1999) report
on the changes to the NASDAQ market snce 1994. The SEC introduced reforms that were
effective from January 1997 whereby the public could submit limit orders and compete againgt
the market makers. The Depatment of Justice investigation required three changes to market
practices. (i) the ending of the convention of odd-eighth quotes, (ii) the separation of NASDsS
regulatory resporshility from its operationa control and (iii) a mandatory display of customer
limit orders and the dissemination of prices in proprietary trading systems to impart some auction
characteridtics to the market. The scandd and investigations resulted in the spreads reported in
January 1997 generdly being hdf of those which existing in 1994.

Chung, Van Ness and Van Ness (1999) discuss the difference between (i) conventiond
order- and quote-driven markets and (ii) markets where there is a 'specidis’ who provides
liquidity for stocks when there are few limit order trades in the sysem. The authors found that

oreads are widest at the beginning and end of the day, when there are rdatively few limit order

* Earlier evidence from the Wilson Report (1977) suggested that the direct cost of a placing (2.6%) was lower than
for arightsissue (4%).



flows, and that during the middle pat of the day spreads narrow considerably. They therefore
concluded that limit order trades provide liquidity and immediacy to the market, with the
activities of specidists playing an important part in ensuring an order flow throughout the day.
These studies seem to suggest that there may sgnificant scope for cost reduction in markets
where there is competition and a transparent pricing dructure. When companies raise finance
through rights issues, placings, open offers and bond issues, there may be very little competition
and no price trangparency. Therefore considerable scope may exist for cost reduction if the issue
processes are documented and the reasons why companies prefer one form of issue from another
are invedtigated;, edtablishing market participants views about these issues was one of the key
moativations for the study.

In this study we report the results of discussons with the fund managers of a leading UK
invetment trust about the factors which they condder to have an important influence on firms
choice of equity issue method. Our decison to interview fund managers before spesking to
equity issuers themsdves was made because of the inconclusve nature of large-sample
aggregate analyses in edtablishing the determinants of corporate fund rasng behaviour. We
chose to invedtigeate this particular aspect of corporate financing activity because recent evidence
from firms lised on the London Stock Exchange suggests that the negative market reection to
SEO announcements only occurs when the fund raisng takes the form of a rights issue. For
example, Armitage (1999) examines 124 SEOs made in the UK between 1985 and 1996 and
finds that the two-day average announcement period abnormal return is -3% for rights issues but
+1.03% for open offers. Similar results are reported in Burton et d. (2000) who document that
the UK maket reection to rights issue announcements is dgnificantly worse than for externd

placings with finandd ingitutions® These studies indicate that certain types of equity issue do

® The 'pre-emptive' right of existing shareholders to participate on a pro-rata basisin any new issue of equity shares
has long been a tradition in the UK, as well as forming part of the London Stock Exchange's Listing Rules.

Shareholders’ rights have also been enshrined in law since 1977 with the legal framework currently being laid out in
Sections 89-96 of the 1985 Companies Act; in contrast, placings of shares with external financia institutions were



not adversdy affect the share prices of UK firms, but (and contrary to the Stuation in many other
countries induding the US?) UK companies continue to make extensve use of the rights offer
method to raise new equity funds.

Our decision to focus on the choice d equity offer method made by UK firms was further
motivated by the fact that early results from large-sample research have not proved successful in
identifying the varidbles which influence corporate behaviour. Burton and Power (2000)
compared the financid characteristics of firms making the 193 rights and 329 externd placings
of equity announced by UK firms in 1995 and 1996 in an attempt to build a predictive modd of
corporate equity offer method choice. The variables used by the authors to identify differences
between rights- and non rights-issuers were al based on conventiona finance logic and included
firm dze, profitability, shareholder dructure, prior offering methods and liquidity. Despite the
goparent logic behind the choice of the variables, the authors reported that the only significant
difference between the two classes of firms is that rights issuers were larger than their placing
issuer counterparts. Even this finding is shown not to provide investors with the ability to predict

issuing methods accurately .

3. Research M ethod

The research gpproach adopted in this sudy involved a vigt to one financid inditution in
Scotland where two individuals were interviewed. Both interviewees had been with the firm for
an average of 15 years and had been promoted to rdatively senior postions within the
organisation. The two individuds were in charge of equity portfolios with a market vdue of

severd hillion pounds and had observed many of their actud and potentid investee firms issue

only introduced by the London Stock Exchange in 1975. To undertake a placing, a firm must frst obtain
shareholders permission at a general meeting; however, the ‘Pre-emption Group’ of major UK institutional

sharehol ders advises its members to vote against placings (in the absence of a clawback to existing shareholdersvia
an 'open offer') if the total amount placed in any twelve-month period is greater than 5% of existing share capital. A
rolling three-year limit of 7.5% also currently applies.



shares. They were willing to supply ther indgghts on decisons by firms about whether and how
to rase equity as wdl as highlighting how the SEO process had changed over the last decade
both here and in the USA. Mog importantly, therr familiarity with the SEO process meant that
they were able to offer vauable advice about the questions and issues which they beieved
should form a central part of our subsequent discussons with listed firms that had recently issued
equity.

A sami-structured questionnaire was used to guide the discusson for this interview. The
questions in this questionnaire were drawn from the SEO literature discussed in Section 2 of the
paper. The interview was conducted by two members of the research team, lasted for just under
two hours and was recorded on tape; detailed notes were aso taken. The tape was transcribed

and the comments didtilled in the remaining sections of the paper.

4. Results
Three main factors were identified as influencing a company’s decison to issue shares.
Firg, both interviewees agreed that cyclicd factors have an affect on corporate fund raising
activities, equity issues were fashionable in certain periods while debt financing was popular in
others. For example, interviewee A commented that:
“There was a time when everyone in the UK had a rights issue ... and then sarted
moaning when it went wrong. But with the fdl in inflation ... the cost of debt has shrunk
rgpidly and there has been a fashionable return (to the beief) that companies are not
geared up enough ... and should issue debt. If we have a turnaround and these companies
find themsdves financidly dretched, we may get a return to corporate finance
departments driving equity issues’.
While this view concurs broadly with the approach adopted in earlier large sample studies (see,

eg. Choe et d., 1993), the dtuation gppears more complex in practice with macro-economic

influences on the rdative costs of sources of finance aso being important.

6 Eckbo and Masulis (1992) note that almost half of all US SEOs took the form of rights issues until the 1960s; the
equivalent figure today is less than 1%. In contrast, Burton et al. (2000) report that nearly 40% of equity offersin the



Second, the two financia experts strongly believed that, contrary to the impression which
might be ganed from large sample Sudies, company decisons to issue equity were primarily
driven by the exhortations of corporate finance departments in merchant banks. They suggested
that daff in these departments regularly contacted companies which had not raised funds for a
ggnificant length of time in an atempt to generate busness for ther inditutions. Interviewee B
pointed out that:

“There is a large dement of fashion (to the decison about an SEO) and a great deal of

this is driven by corporate finance departments. (Firms) will have their named corporate

financiers and will have discussons with them about rasing funds”
Interviewee A agreed that merchant banks were active participants in the market, trying to
gimulate business in sectors where competitors were aready proceeding with an SEO. However,
he indicated that a company’s decison to raise funds by issuing shares varied from one firm to
another according to the experience and background of the executivesin charge:

“There are companies that lisen to ther Merchant Banks and there are companies that

don’t ... (Some companies) have a strong independent capability ... and have a view about
what they are doing ... there are others ... with different objectives such as making the

firm bigger.”

Interviewee A concurred when he noted that:
“If a company is driven by a sdes man, they will ligen to the bankers more but if it's
driven by ...afinance man, they will be (guided by) the numbers”

The interviewees dso pointed to the increasingly important role played by US investment banks

and amore genera trend to American style issuing practices.

Findly, the interviewees dated that the avalability of investment opportunities and the
exisence of growth prospects were an important determinant in deciding to raise funds. In order

to convince inditutions to take up the shares, companies had to know what they planned to do

UK between 1995-1996 took the form of rightsissues.

10



with any share issue proceeds. Senior executives typicdly hed “road shows’ where they met
potentid investors and talked about their firm's need for cash and outlined what they were going
to spend cash on.” For example, if the issue was undertaken to enable the takeover of a cash rich
firm then debt financng was likely since the acquired cashflows would fund the repayment of
interest and principa associated with the loans.

The two interviewees dso had clear views about the more specific question of why some
firms use rights issues while others prefer to place shares with externd financid inditutions
The gze of a company was suggeded as having a dgnificant influence on the form of equity
issue decided upon. For example, Interviewee A suggested that a placement was likely “if the
company were to be able to expand the range of names on its share regider in a useful way”. He
added that a rights issue would not be popular “if a smdl company was trying to get a wider
(group) of people following them and to get its recognition up’. Interviewee B commented that
from the point of view of an invedee inditution, a rights issue would be looked upon more
favourably if the company was likely to perform well in the future:

“If its a good company that we like, we would be reluctant to see them go down the

private placement route. We have to stand up for our interests.”

Another mgor congderation affecting the choice between a rights issue and a placing
was the amount of funds to be raised. The interviewees pointed out that placings tended to be
used for samdler issues because mogt firms are well aware of the rules permitting them to place
only a smdl percentage of capitd without first offering the shares to existing equity holders®
For example, Interviewee B commented that:

“In generd most companies act for disgpplication of pre-emption rules on up 5% of

capitd; for some new growing aggressive business ... it is very easy to go out...and place

severd thousand shares (which only add) up to 0.1% of capitd. Because of the nature of

certain businesses, it is much esder to do multiple little deds issuing capitd  without
having to worry about pre-emption requirements at much less cogt.”

" These briefings usually took placein Edinburgh and London.
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The speed with which issues can be underteken is frequently cited in texts as a mgor
influence on SEO method. Interviewee B agreed with this notion when he argued that:

“Timing is ... important. The smal placings can be completed in a matter of days while

larger rights issues can take severa months.”

Interviewee A suggested that this question of timing was no longer a serious problem in the UK.
He pointed out that:

“Companies very often have the staff on the stocks; they are pretty well teed up to have a

rights issue to the gppropriate leved if the right acquigition comes adong ... They will have

alot of the materiad reedy.”

The financid hedth of the equity-issuing firm dso had a bearing on whether a rights
issue or a placing occurred. Both interviewees indicated that convincing the reativey smadl
number of investors associated with a placing about the future potentid of a firm whose current
performance was poor might be less difficult:

“If you are in a week pogtion, the placing route would be the safer option (to teke)

because you might be able to convince the bankers thet it is not as bad as it seems ... You

might be able to give them more .. information.”

Finadly a number of characterigtics of the market and of the company were thought to
play a key role in a firm’'s choice between a rights issue and a placing. Both the current leve of
the market and current price of a company’s shaes were thought to exert a “dgnificant”
influence on the decison; higher vaues of both measures usudly suggested that a rights issue
might take place. Smilarly, good recent news about company profits and growth in EPS tilted
the probabilities in favour of a rights issue while, in contrast, a change in company adviser was
not thought to be a dgnificant factor as long as the new advisars “were of equivaent qudity.”

The interviewees suggested that a high dividend payout firm was likely to prefer placings, other

8 The offer istypically made in the form of a'clawback’ viaan open offer.
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things being equa, because dividends per share (DPS) are often mantained a the pre-rights
level.® Asinterviewee B pointed out:
“The dividend comes into play in the UK traditiondly when (a firm) has .. hdd the
dividend while the rights issue has been done a a discount. This has made (rights issues)
expendve in terms of the cost of capitd.”
The unwillingness to adjust DPS &fter a discounted rights issue was traditiondly thought
to be caused by concerns about mantaning a high payout and tax condderatiions in the UK.

Interviewee A agreed that:

“The tax dructure in the USA has driven (dividends lower) over the last decade or two
while the tax structure in the UK undoubtedly was biased the other way.”

However, both agreed that the recent abolition of Advanced Corporation Tax (ACT) might

change this Stuation.

5. Discussion and Implications

The man am of this interview was to improve and inform our future discussons with a
sample of firms which have recently underteken an SEO; these discussons will attempt to
esablish why firms issue equity and in paticular why they favour certain offer methods. We
hoped that by interviewing fund managers prior to spesking with issuing companies we would
gan a better understanding of (i) the aspects of current theoretica explanations about why firms
issue shares that are worth pursuing and (ii) whether any factors not suggested by conventiond
textbook andyses are likely to be of practicd importance and therefore worth discussing with

recent issuers of shares.

° The greater discount associated with most rights issues in the UK (typically 15%) compared to placings (typically
5%) means that more shares must be issued under the rights method to raise a given sum. The associated difference

13



The interview with the fund managers gopeared to highlight four issues of direct
relevance for our later discussons with companies and for investigations of corporate fund
rasng ativities in gengd. Fird, arguably the most important indght ganed from the interview
related to the important proactive role played by merchant banks and other externa advisers, in
terms of both the decison to raise new equity financing and the method used to issue the shares.
Conventiona large sample andyses of corporate fund raising behaviour are based on the implicit
assumption that fund raisng behaviour, including the choice of share issue method, is interndly
moativated; the assumption made is that firms examine ther own dtuation before deciding on a
course of action and only then bring in financid experts to enable them to proceed with the new
financing process If financdid inditutions have a dgnificant impact on corporate fund rasng
behaviour in practice, as our interviewees suggested, it becomes difficult for researchers to
observe and incorporate dl the key influences on firms financing activities, to the extent tha
conventiond aggregate andyss may smply not be gppropriate when atempting to modd
companies decison making in the area.

Second, even when important varisbles are observable by researchers, thar influence
may vay dramdicdly from firmto-firm, again suggesting tha case-study research is the mogt
suitable method for invedtigations into the security issuing behaviour of firms. For example, the
interviewees pointed out that different inditutions atach varying degrees of importance to pre-
emption rights; this indicates that empirical Sudies of equity issue method choice, such as
Burton and Power (2000), are right to attempt to incorporate shareholder Structure variables in
their modds. However, the role of such variables in practice is more subtle, depending on the
atitudes of a company's indtitutiona investors, and on how well these views are known to firms.
The role of merchant banks was dso thought to vary from firm-to-firm with the background of

senior directors likely to affect a firm's response to externd financia advice. The potentid for

in potential dilution of earnings per share figures is a possible explanation for the rights offer paradox discussed
earlier.
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the influence of certan variables to vary across companies has therefore had a sgnificant impact
on the nature of our discussons with individua issuing companies.

Third, it was clear from the interview that even when a varigble is observable, and its
effect generdisable across firms, the nature of the influence may be more complex than prior
empiricd dudies have assumed. The best example of this complexity related to the influence of
cyclica factors on the decison to issue equity; the interviewees agreed that these matters were
important, but suggested that in practice their role was bound up with variability in other macro-
economic indicators, particularly inflation and its effect on the relative cods of different sources
of financing. Also, the interviewees argued that in redity placings can be arranged more quickly
than rights issues, but only for issues faling below the 5% pre-emption threshold; no timing
benefit was believed to exist for larger issues where the specific gpprova of shareholders would
be required. These ingghts will dlow us to examine how the influence of particular varigbles is
bound up with other factors when asking firms about the role of specific financid daa in
affecting their fund raisng behaviour.

Findly, the inteviews highlighted that certan factors have an impact on corporate
decisons about extend fund raisng in a rdivey draght forward way, suggesting that we
should ensure they from part of our discussons with issuing firms. For example, the interviewees
noted that concerns about earnings per share dilution might lead firms to avoid rights issues
when profits are low and faling; this evidence is in line with hypotheses contained in Burton and
Power (2000). The interview aso supported Burton and Power's prediction of a pogtive
relaionship between issue sze and the propendty to favour rights over placing issues, but the
reesons suggested by the interviewees are rather different from the agency- theory based
explanation put forward in the earlier investigation. The results of the interview aso sugged,
however, that one of the variables used in prior dudies of the rights placing choice may
influence firms in precisdy the opposite way to that proposed in earlier sudies. In particular, the

interviewees bdieved tha high dividend firms are more likey to use placings because of

15



concerns about the diluting effect of heavily discounted rights issues and the need to maintan
post-issue dividend per share levels. In Burton and Power (2000) the authors assumed that the
effect of a high payout ratio in reducing asymmetry of information dominated any other role for
dividend data, with placings therefore being more likdy in the presence of dgnificant agency
problems and attendant difficulties in persuading exiging shareholders to increase their

investment in the firm.

6. Conclusions

This study reports the results of a detailed interview with experienced fund managers, the
findings of which will form the bass for a series of interviews with equity-issuing firms that are
currently being conducted. We believed that undertaking such an interview prior to spesking to
individua companies would be important in helping us to focus on the issues that are rdevant to
firms in practice and we believe that our findings bear this out. It was ®t that undertaking such a
sudy was paticulaly important given the inconcdusve nature of the many large-sample
empiricd  dudies which dominate (i) investigations of corporate debt-equity choices and (i)
decisons about equity issue methods. Our results suggest that some of the variables which
influence firms fund raisng behaviour in practice are Smply not observable to researchers,
unless they spesk to firms directly and <olicit ther views about ther the atitudes of ther
shareholders and other matters. The discusson with the fund managers dso indicates that the
impact of certain key variables varies across firms. These and the other findings discussed above
have implications both for our interviews with equity issuers which are now underway, and for
any researcher underteking and/or interpreting empirical studies of corporate behaviour on the

bass thet firms are relatively homogeneous in terms of how and why they raise externd capitdl.
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Of course there are a number of limitations to the analyss of this paper. Fird, it is
preiiminary in that it sfs the scene for a more extensve invesigaion which is currently
underway. Second, it is based on only one interview with two Scottish fund managers, the views
of the two interviewees may not be commonly held (i) by other fund managers in Scotland and
(i) by others who work in different areas of the financid sector throughout the UK. Third, a
semi-gructured questionnaire was employed where the questions emerged from the literature
which we are trying to verify. This goparent circularity was overcome, to an extent, by enabling
the interviewees (a) to raise issues which we had not consdered and (b) to highlight topics which
we had not asked about but which they thought reevant. Overdl, we believe tha the results of
the paper are potentidly useful in helping researchers ask the right questions when examining

voluntary corporate decison making.
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