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ABSTRACT

This paper selected the financial indicators of ri&lsie listed companies both overseas listing andedtienlisting
during 2011 and 2012, Using Probit model to stuaky impact the growth ability, financial leveragbe tcompany
size, profitability, cashability has on the chosdrcompanies’ listing location. Results show tlegt tcompany scale,
cashability and profitability significantly relatetd companies’ listing location. Then, we use tneatt effect model
to analyze the profitability of listed companie$doe and after listing, the results show that attes overseas listing,
enterprises have the relative advantage in profiitgtunder 5% significant level. This showed tbaerseas listing is
beneficial to the development of corporate profitgb
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INTRODUCTION

Corporate finance is not only an important issuériancial research but also a long-standing pmobier Chinese
enterprises. China securities regulatory commispianlished a trial list of initial public offeringnterprises. Till
November 14, 2013, two of China's securities magket761 companies on the waiting list, so the ldghand for
corporate financing is easily noticed.

Among them, direct financing through the securitigarket is one of the most important choices fanganies. As
financial transactions and international capitaiwié are becoming blurred on boundaries and regionme
companies choose to list abroad considering thdsegthe transnational capital. This kind of phaeoon is due
to the globalization of capital markets and theewigse of information technology. To take the USkaggas an
example, even though it is frequently blamed armtteld by local research institutions in recent geatill many
companies hope to list in it. The United Stategesipgices generally rose during the second halhigfyear, many
companies handed out prospectus to the SEC recantlyin addition, touch technology, 5 million &, Thunder,
and 3G portal etc. have already start planningtoecinto the market.

Through the facts above, we want to know the reagloy Chinese companies choose overseas listing fhain
perspective, and what kind of impacts will oversksting have on them directly or indirectly? Fuetlresearches
on these issues can not only make us clearly réoedine importance of capital markets selectiondst give the
companies some practical guidance.

Some scholars have already made a large numbeh@ve@ments in related fields: market segmentatienry and
investor cognitive theory (Foerster, Karolyi, 1999), investor protection theory (Stulz, 1999) [2iquidity
hypothesis (Amihud, 1986) [3]. Meanwhile, La Poisdjeifer & Vishny (2000) [4] also found that th®ck value
will be relatively low in the countries which staylow standards of investor protection. This supgpthe theory of
investor protection. Sarkissian, Schill (2003) {dlind that the degree of similarities of economigspgraphy,
industry and culture plays a significant role ie thverseas listing selection. These scholars méialyses on the
entire macro stock market extending researchdsetteal aspect and and making them deep and wide.
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In China, Cui Yuanmiao (2004) [6]'s study indicat€thinese enterprises which chose oversea listiygnpare

attention to the needed principal, rather thanrtligiancial funding liquidity, technological levedr market

reputation.. Lan Chunhua (2008) use Logistic resjoesmodel to get the result that small companiese overseas
listing mainly because its scale cannot reach #guirement. Jiang Yanhong, Peishu Hong (2010) chi&de
Chinese companies which listed in Chinese GEM aABMAQ as samples, and the empirical results shows:

1. Companies with lower growth ability are morelwg to go to the NASDAQ

2. There is more reluctance for the companies whiald overseas market business before the listotdogthe
NASDAQ

3. Social service enterprises are more likely taogthe NASDAQ.

Qiu Xiaomin (2005) [7] compared the Hong Kong andWMarkets by using panel data, and concludedthieme
are no obvious relationships between investmenirgedal cash flow when listing in Hong Kong. Thpioved that
the main motivation for the enterprises which liske Hong Kong is financing and refinancing. Congghto other
countries, Chinese scholars showed the weaknesapirical research.

The background of companies’ selection of listingokcation

According to Marco Pagano, Ailsa A.Roell and Jagethner (2002) [8], companies’ listing motive canldroadly
summarized as financial and non-financial aspdatsm the financial perspective, companies primdigted for

the more financial capital, the main reason fos #gpect is that the corporate projects requiot ef Imoney, so the
companies want to raise money through the listingmeet their own needs for developing. Many Chinese
companies are facing difficulties in financing, researches about the selection of listing locatibich based on
the financial aspects have a pivotal position; ,alsbed companies will consider the level of comitpeness of
enterprises as companies can improve their repuatalirough listing, and in this way, the compeétiess of the
company also be improved.

Table 1. Requirement of main listing market

Profitability \ssets Public shareholding
NASDAQ Market No specific for the growing @million or2million 1million shares or half
net asset
NASDAQ-NM No specific for the growing 30m!ll!0n or At least4000ne with no less than 100shares
15million net asset
OBCTT No requirement No requirement No requirement

At least 2,000 shareholders with more than 100
shares; or 2,200 shareholders (listed on the first
half of the average monthly trading volume of
million shares); or 500 shareholders (before
listing an average monthly trading volume of
100 million shares); At least 1.1 million public
shares.

2 million per year (USD) for the two year pre-
tax profits before listing, 250 million for thq
New York Stock Exchang@revious year; Profit for three years, and t
sum of 6.5 million (USD), the previous yeg
pre-tax profit 4.5 million (USD) or more

40million tangible
e
pet worth

Active in main
business

2 years of active

Hongkong gem No requirement More than 25% of the total share capital

Main broad of Hongkong

reach 30 million (HKD) earnings in the
previous two years and 20 million in the m
recent year

service, can be
reguced to 1 year if
S )
9ne market value is
over 500 million

required to meet 25% of the total share capital if
Market capitalization is less than 4 billion,
otherwise can be reduced to 20%

(HKD)

China’s main board

1.more than 30 million(CNY) net profit in
the first three fiscal years;2. more than 50
million operating net cash flow in the first

The intangible asse|
in the previous

ore than or equal to 50 milliodCNY)
company shares; No less than 3000 shares

period is less than dthe issuance; public float hold at least 25% of

three fiscal years or more than 300 millionjequal to 20%of the [total share capital; When issued, the proportion
operating incomes in the first three fiscal [total assets. of the issued shares can be reduced when it's
years. over 400 million, use 10% as the bottom line.
The earning continue rising in the first two|Equal or more than
years with over 10 million(CNY) net profit420 million net asset
or with no less than 5 millidCNY) net profifin the previous Company; proportion of shares in the public
and 50 million(CNY)revenues in the first y{period with no should exceed 10% when the offering of total
and the revenue growth rate reach to 30%eénistence of loses t¢share capital is more than 400 million (CNY);
the first two years. be covered.

ore than 25% shares of the total shares of the

China's chinext

However, since china’s policy factors works obviotle Chinese market'’s listing system, the threslaold other
related requirements should also be taken intowatc&rom the perspective of the overall size ef$tock market,
the speed of domestic market's development is ioéytéast, but there still have a considerable gaput overall
size between china and other countries. Accordindpis, China can only be issued in the stock imnmgletation of
standard control combined with the approval systéhith used to control the size for a long periodiwie in the
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future. This is stricter when compared to otherntoes’ foreign registration system and is consideas the main
reason for causing the imbalance of supply and ddm&/hat’s more, the second board market is notgoyg the

entire market, so smaller companies cannot beallisiewever, the threshold is much lower and thenlisstandards
are flexible in other countries, particularly ireteecond board market. The above table lists thdittons about list
in the world's major markets, mainly focused oretssand profitability requirements, for reference.

EXPERIMENTAL SECTION

The sample selection and statistical analysis
The study sample is divided into two categoriesmestic-listed companies and oversea-listed companie
respectively, the finishing steps about the sarapeas follows:

1) Sample finishing about Chinese domestic-listedhganies. First use GTA database to select 437eGhin
companies which is listed domestic during 2011 a6d2 for the later descriptive statistics, and thsa Flush
securities information platform to find out theindncial indicators in the annual report which reg/ear prior to
the date of its listing, this can be used for thgpiical part.

2) Sample finishing about Chinese overseas-listechpanies. First use GTA database to select 80 €hine
companies which is listed abroddhcluding Hong Kong, China during 2011 and 2012 for the later descriptive
statistics, for the subsequent empirical reseaxehonly got 62companies’ financial indicators aftemoved some
missing data and this can be used for the empinisaarch.

We finished the following table according to the&téid companies’ data between 2011 and 2012:

Table 2. Summary of companies’ listing location ding 2011 and 2012

2011 2012

Stock Market Quantity Proportion Quantity Proportion
Shanghai Stock Exchange 39 12.26 26 13.06
Shenzhen Stock Exchange 243 76.41 129 64.82
Hongkong Exchange 19 5.97 33 16.58
The NASDAQ 7 2.2 1 0.5
New York Stock Exchany 9 2.83 0 0
Frankfurt Stock Exchange 1 0.31 7 3.51
Alternative Investment Market 0 0 3 15
Summary 318 100 199 100

As can be seen from Table 2, compared to 2011 ntimber of listed companies decreased in 2012, hrit t
proportion is roughly the same except some sligitctdates within a certain range. The overall sitweof the listed

companies remained relatively stable.
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Fig.1. 2011-2012 the number of companies both dontiesand overseas listing

As can be seen from Fig.1 which indicated the ithgtion about the number of listed companies, thmlmer of
domestic-listed companies in 2012 had a significeaiine when compared to 2011 while the numbervefseas-

2323



Wang Pei and Li Shi Kun J. Chem. Pharm. Res,, 2014, 6(7):2321-2326

listed companies is increased. The later can bdaigu by the more recognition which the oversasted
companies gained.
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Fig.2. distribution of companies’ overseas listing

As can be seen from Fig.2Hong Kong is still the listing center for Chinesempanies but the proportion has
declined during 2012, more companies are willinggtopublic in the United States, such as: The NARDfe
New York Stock Exchange. In addition, there are alsme other minor fluctuations in the stock excfean

RESULTS AND DISCUSSION

The empirical study about listing motivation basecdbn financial perspective

(a) Setting of dependent variable

We set up the type of companies’ listing locatisrdapendent variable, represented as the dumnableai.

If the company choose domestic listing then b=Betise b=1.

(b) Selection of independent variable

In this paper, we made the conclusion through #téxa analysis that companies’ listing is mostgtetmined by
financial factors, and therefore we selected séweapacity indicators which can basically reflebe tfinancial
institution. They are: the growth ability, finantiteverage, the company size, profitability and hemlity.
According to financial management, we can use bs®erate of main business revenue, asset-liabdttg, cash
ratio of total debt, Profit rate to net worth ahé hature logarithm of the total assets to meabase capacity:

Gro: Increase rate of main business revenumlculate as operating income in the current pebenges
accounted in the amount at the beginning of theoger

Lev: asset-liability ratio, ratio between total tieind total assets;

Lig: Cash ratio of total debt, ratio between net¢mping cash flow and the total liability at endtlod year;
Pro: Profit rate to net worth, ratio between neeés and average total assets;

Size: natural asset size, the nature logarithrhefdtal assets at end of the year;

(c) The construction of binary choice model and our ieicgd results.

We use Probit model for empirical analysis, acawgdio the selected variable, the model can be egptkas
follow:

d =1 B, + B,Gro+ B,Lev+ B3, Size 3, Lig BPr o &}

Where d = 0 indicating the Chinese companies whomsh domestic listing, d = 1 indicating the Chinesmpanies
who choose overseas listing. Using STATA softwaredlculate as follows:
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Table 3. The regression results of types of compad' listing location

d dF/dx Std. Err. z P>|z|
Gro -5.21E-05 0.0006744 -0.08 0.938
Lev -0.005366 0.0074237 -0.72 0.47
Size -1.301117 0.1952126 -6.67 0
Lig -0.07569 0.3099393 -0.24 0.807
Pro -12.5272 2.354749 -5.32 0

We concerned about whether the P> | z | value dbisuihdependent variables is less than 0.1 arAsget size and
profitability can go through the significant testnd the coefficients are negative; while the ottigee ratio
indicators are not significant.

The empirical study of changes in corporate profitaility
We use change of the companies’ profitability gsetelent variable

Y: change of companies’ profitability, defined de tdifference between the ROE data from year 201thé
previous year;

Set companies’ listing type as the independentiséei

B: company’s listing type, if listed-abroad thenlhatherwise b=0;

Using the growth rate of the market index as cdietovariable:

Index: the growth rate of the market index. Use dlosing price of May’s industry index divided byet closing
price of March’s industry index for calculatingdontrol the macroeconomic impact.

When considering whether the type of listing logatcan affect the profitability, we use treatmeffea model. The
expression of the model are as follows

= + + ;
Y=xG,+a,d+ v (outcome equation

d=1{wo, +v, >0

(decision equation

xOR?, wd R

There, are vectors which consisted by dependent varial@eoted z as the random vector which

. | (xw) v,. . E(w[2)=0 g
consisted by different elementstin , tis the so called random disturbance an . The decision
equation reflect the choice of internal mechanisard typically contain a potential utility functian

= +
U WJO Vo .Among this W is the factor which affect individual utility andan cover withX . ]'{E is the

indicative function.
Treatment effect model constructed as to avoid gadous problem.. If only a single result equatierebtimated,

we will question the relationship abo\Lll"tandd . This is because the individual disturbance fa\r/ﬁoexisted in the

= +
potential utility function U=WL+Vv,
which produces endogenous problem.

. it will affect the value ofd , SO we generally thinly1 andd are related,

Therefore, according to selected variables, theahiodhis study can be expressed as:
y=p06,+ Indexf, + a,0b+v,

b=1{J, +,Gro+J,Lew+J, Size J, Lig I,Pr ev,> 0

Where b = 0 means that companies chose domesitigy]i® = 1 means that companies chose overseiaglit/sing
STATA software to calculate as follows:
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Table 4. The outcome of profitability changes

Coef. Std. Err. z P>|z|
index 0.1675899 0.066254 2.53 0.011
y b 0.0596741 0.035814 1.67 0.096
_cons -0.0746968 0.012094 -6.18 0
gro 0.0000889 0.000142 0.63 0.531
lev 0.0000887 0.000412 0.22 0.83
b lig 0.271499 0.104041 2.61 0.009
size -0.7220268 0.104051 -6.94 0
pro -2.752441 1.330768 -2.07 0.039
_cons 6.074538 1.141765 5.32 0

From the above results, in accordance with the *@ignificance level, listed companies to choosetiipe can
significantly affect the profitability and the cdiefent is positive, which means companies listeoroad
significantly improved Chinese companies’ profitaipi

CONCLUSION

In this paper, the empirical results showed thabhganies’ selection of listing location was mainffeated by the
domestic market policy. Chinese companies probhble few choices but to list overseas. Since Chirstsck
market uses approval system, with strict accesemsyshe related requirements about profit andstiokel stays at
higher level. Chinese market established a sirio¢ tand profit limit and this cause some compamibich cannot
meet the scale and profit requirement but with fyinewth ability or in urgent need of money to breéhiough the
bottleneck of the development to turn to overseaskats. Compared with the Chinese market, otheketapay
more attention to business development capabibiiesinformation disclosure, than profitability. théut excessive
requirements of profitability, the application pess is simpler and therefore financing much faster.

When analyzing the impact of companies’ listingaben on the profitability, we found that oversdiating will
improve the corporate profitability. This may cdntited by the more stringent information disclosteguirements
of overseas market and the more regulated markbtoversight mechanisms and mature internatiorsitiniional
investors. In addition, in order to enable compsiiegain long-term market acceptance, the compaust use the
funds, enterprise development and other substantiglovement which are active to corporate struectand the
management level of self-governance. From anotl@spective, listing in the international market ldpa
enterprises to expand overseas market share, aedrto reputation overseas while exploring the natonal
market as one of the effective means to maximioditpr In addition, the overseas listing can alstplcompanies
use international business philosophy and the &iedmoney to open profit growth path.
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