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· The objective of the article is to extend previous empirical studies by examining the effect of growth opportunities on the stock response to new security issues.

· Controlling for growth opportunities: Firm classification procedure

Dividend policy is used as a proxy for growth opportunities. It is assumed that firms that have never paid dividends are likely to be growth firms because they reinvest earning in valuable growth opportunities. While firms with high, stable dividend and suspended dividends are likely to be mature firms, having limited growth opportunities.

· Alternative interpretations of firm classifications:

1. Dividend policy is a proxy for degree of information asymmetry between insiders and investors

2. Differences in financial slack between mature and growth firm

3. Suspended dividend firms may be financially in distress

· Sample design, sample description and methodology:

4 types of firm selected, which consist of 379 firms

1. no dividend firm - firm has no history of cash dividend

2. dividend initiating firm  - firm that pay cash dividend at least one year after being listed on NYSE

3. suspended dividend firm -  firm that suspended their dividend at no less than ten years

4. high stable dividend firm -  firms that are in the top three decile in the average annual dividend yield

· Summary Table 1

1. Descriptive information of sample firm

2. no dividend and dividend initiating firm tends to be younger, and more recently listed

3. mean interval between incorporation and first listing on NYSE is much shorter for no dividend and dividend initiating firms than it is for suspended and high dividend firm

4. consistent with characterisation of suspended and high stable dividend firm as mature firm and no dividend and dividend initiating as growth firms

· 3 categories of security offering in the final sample of this article:

1. primary equity

2. straight debt

3. convertible debt

· Summary of Table 3

1. support the characterization of firms with no history of cash dividend as growth firm and suspended and high stable dividend as mature firm.

2. no div. firm have higher mean growth rates, mean ratios of capital expenditure to total assets, mean ratio of R&D expense to sales, mean P/E ratio and mean Q ratio than the suspended and high stable div. firm

3. no div. and suspended div. firm have high level of financial slack relative to high stable div. firm which is contrary to earlier interpretation

· Analysis of Wealth Effects
1. AARs and Growth Opportunities

· refer Table 4

· dividend initiating and no div. firms combined, given that the sample of security offerings by div. initiating firms is limited to offerings prior to initial dividend no distinction made between the 2 offerings, therefore they are combined

· mature high stable div. and suspended div.firms consistent with Ambarish et al. and Jensen

· stock price response by no dividend firms are not significantly posistive contrary to Ambarish et al.

· for no div. firms equity offerings are associated show significant stock price decline but debt offering price responses do not differ significantly from zero

· refer Table 5

· from Tables 4&5 can see that differences in AARs are in the hypothesised direction, that markets reaction to firms financing activity depends on offering firms growth opportunities

· results  for debt securities of special interest, significant negative AARs for straight debt by high stable and suspended div. firms and insignificant AAR for convertible debt offering by no prior div. firms contrast with findings of Dann and Mickelson(1984), Eckbo(1986) etc. These found that stock price response to debt offerings depends on type of debt(straight or convertible) with straight having no significant impact on share price and convertible having significant negative impact

2. AAR and Alternative Interpretation of Firm Classification

· results in table 4&5 do not support the idea that dividend policy is proxy for the degree of information asymmetry

· AARs not consistent with the idea that firm classifications are proxies for the level of financial slack

3. Analysis of AARs Based on the Type of Security Offered

· refer Table 6, positive difference in AARs by offer type for each firm         type only partially consistent with Myers and Maljuf after controlling for growth opportunities

(      Regression Analysis

A. Abnormal Returns and Measures of Growth Opportunities

· refer Table 7, consistent with Ambarish et al. and Jensen, estimated coefficients on each measure of growth opportunities is positive and differs significantly from zero

B. Abnormal Returns and Moody’s Bond Rating

· refer Table 8, results for straight debt offerings suggest both growth opportunities and risk are determinants of the AR’s associated with straight debt offerings

· results for convertible debt offerings indicate growth opportunities are the only significant determinants of AR’s associated with those offerings

(     Extension

· dividend policy may not be an accurate way to classify firms into different growth categories, look at Miller and Modigliani’s theory that dividend policy is irrelevant

