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1. Introduction

Convertible bonds are hybrid securities with feasuof both debt and equity. They are an
important source of financing throughout the woffldom 1982 to 2012, convertible bond
issuance volume amounted to $286.93 billion inth®. and $287.15 billion in Japan, the
two countries that dominate global convertible besstiance.

Consistent with the signalling model of Myers anéjMf (1984), event studies on
stock price reactions to convertible bond annourecgmby U.S. firms document negative
stock price effects (Dann and Mikkelson, 1984; E;ki®86; Mikkelson and Partch, 1986).
Outside the U.S., Magennis et al. (1998) and Abkgamand Dunning (1999) find negative
announcement effects for the Australian and the. Unlarkets, respectively, and Burlacu
(2000), Ammann et al. (2006), and Dutordoir and danGucht (2007) find negative effects
for convertibles issued in Continental Europe.

In contrast with results for the rest of the wordent studies for the Japanese market
tend to find a positive or neutral convertible barthouncement effect (Kang et al., 1995;
Christensen et al., 1996; Kang and Stulz, 19963eRehers have attempted to explain why
the announcement effect of convertible bonds imdagp different, but no consensus has been
reached. Some studies argue that this differenakel dze driven by the existence of keiretsu
corporate groupings in Japan (Kato and Schallh&B83; Kang et al., 1995; Christensen et
al., 1996; Kang and Stulz, 1996Kang et al. (1995) and Kang and Stulz (1996) attaé
differences between the goals of Japanese andrbb8agers may also lead to different
security offering announcement returns. Japanesegeas tend to be focused on market
share rather than shareholder value. On the org# ki@is may result in weaker incentives for
Japanese managers to time equity-linked offeringsxploit equity overvaluation, resulting

in less negative stock price reactions to Japaseserity offerings. On the other hand, the

! Source: own calculations, based on data from ticer8ies Data Company’s Global New Issues database.
2 A keiretsu corporate group is a set of companiib imterlocking business relationships and shaldihgs
(Christensen et al., 1996).



market may be concerned that Japanese managech dewmncing to undertake market
share-increasing negative-NPV projects, leadingnimre negative stock price reactions.
Finally, Christensen et al. (1996) focus on insititoal differences between convertible bond
announcement procedures in the U.S. and JaparkéJdliS. convertible announcement and
issuance, which often happens overnight (De Joiady,e2011), the announcement process in
Japan is much lengthier, and therefore more promeférmation leakage prior to the official
announcement date. This might weaken the negahf@mation content of Japanese
convertible bond announcements.

A common feature of the above studies is that floeys on a sample of Japanese
convertibles’ Our paper intends to shed more light on the rea$onthe more favorable
stock price reactions to Japanese convertiblemblyzing stock price reactions for a global
sample of convertibles, including offerings frompda, the U.S., and other developed
countries. The cross-country nature of our studgwa us to formally examine potential
factors causing the differences in stock pricetreas across countries.

Next to firm-, security-, and market-specific fast®suggested by previous studies, we
also analyze a thus far unexplored potential extian, i.e. we focus on differences in the
stated uses of proceeds of Japanese convertiblesomvertibles issued in other countries.
When announcing a security offering, firms commomigntion how they intend to use the
proceeds of the offering. The prospectus of therof§ also includes these stated uses.
Several studies find that equity(-linked) offeringgh capital expenditure as a stated use of
proceeds result in less negative stock price reasticompared with offerings with other
stated uses such as debt refinancing or genergbges (Abhyankar and Dunning, 1999;
Walker and Yost, 2008). The market appears to dens stated intention of using offering

proceeds for capital expenditure as a credibleasigmt the offering is motivated by the

% Kang et al. (1995) consider offshore U.S. contses issued in the Japanese market, but thesesegprenly a
small subset of U.S. convertibles.



presence of profitable investment opportunitieeaathan by market timing motives (Autore
et al., 2009). McConnell and Muscarella (1985) fiadpositive stock price effect for
corporate announcements to increase capital expeagdwhich further corroborates that the
market interprets stated intentions to engage pitalaexpenditure as good news. We
therefore examine whether the reason for the legative announcement effect of Japanese
convertible bonds lies in the fact that these issuere often state capital expenditure as an
intended use of the offering, compared with conlbks$ issued in the rest of the developed
world.

To examine this question, we use a sample of ctbleerbonds issued between
January 1982 and April 2012. Our event study restdnfirm that the cumulative abnormal
return (CAR) for convertible bonds issued by Japan@ms is significantly less negative
than for convertibles issued in other developechtoes. The average announcement-period
CAR for Japanese convertibles (—0.80%) is 2.38%drighan the average CAR for U.S.
convertibles (-3.18%) and 0.63% higher than theage CAR for convertibles issued in
other developed countries (—1.43%).

When exploring the reasons for these differencesfimd that, unlike for convertibles
issued in other developed countries, stated pugpfosehe majority of Japanese convertible
bonds include ‘capital expenditure’ as an intendesg. Our cross-sectional regression
analysis reveals that differences in stock pricactiens between Japanese and other
convertibles are no longer significant when cotitigl for differences in the stated uses of
proceeds. Our regressions control for a wide rasfgierm-, security-, and market-specific
variables, as well as for the endogeneity of statss of proceeds.

In a next step, we examine the correspondence batwtated and actual uses of
proceeds of convertible bond issues using the agprof Walker and Yost (2008). Unlike

their Japanese counterparts, U.S. convertible bissders realize strongly significant



increases in capital expenditure post-offering reigas of the stated uses of their offerings.
Surprisingly, increases in median capital expemditto total assets ratios are actually
significantly larger for U.S. convertible bond isssl than for Japanese issuers. U.S. issuers
thus seem to under-state the importance of capitpenditure as an intended use of
convertible bond offering proceeds, and insteadrteto the catchall phrase ‘general
purposes’ to motivate their offering. We documdmdttdifferences in disclosure standards
between the U.S. and Japan, albeit subtle, mayige@n explanation for this finding. More
particularly, our analysis suggests that U.S. steshglfor disclosure of stated uses of proceeds
require less detail than Japanese standards. @ienee also suggests that U.S. convertible
bond issuers may have weaker incentives to praspeeific information on intended uses of
proceeds due to a higher ex ante uncertaintyneawith the rationale of Dye (1985). We do
not find strong evidence that cross-country diffiees in stated uses of proceeds are related
to differences in proprietary costs of disclosuMer(ecchia, 1983) or agency costs
(Mahoney, 1995) between Japanese and other firms.

Our study provides three main contributions tolitezature. First, our work addresses
the long-standing puzzle why Japanese convertigksserate less negative stock price
reactions than convertibles issued in other coemitisecond, we update existing event study
results on stock price reactions to Japanese ciiolest which tend to be at least a decade
old. Whilst several previous studies find positsteck price reactions, our findings indicate
that Japanese convertibles result in negativeioretalbeit significantly smaller in size than
in the U.S. and other developed countfi@ird, we add to a small stream of studies on the
impact of stated uses of proceeds on short- ang-term stock price behavior following
security offering announcements (Abhyankar and [ngn1999; Walker and Yost, 2008;

Autore et al., 2009; Silva and Bilinski, 2015; Waillet al., 2015). The key implication of our

“* Cheng et al. (2005) also find a significant negastock price reaction for a sample of Japanereectibles
issued between 1996 and 2002



study is that firms should consider being more iexpin their stated uses of proceeds, as
investors seem to use these stated uses as a agndlthe extent to which the offering may
increase future cash flows.

The remainder of this paper is organized as folldBextion 2 describes the data set.
Section 3 presents the methodology and descrigtiatstics. Section 4 provides our main
results on stock price reactions to convertibledbannouncements. Section 5 discusses a

number of potential explanations for our findin§ection 6 concludes.

2. Data

We obtain a sample of convertible bond offeringsdendetween January 1982 and
April 2012 from SDC Platinum’s Global New Issuesatese (henceforth SDC). Stock price,
balance sheet, and income statement data are fratasiteam. We apply the following
criteria to select offerings for inclusion in oumdl sample:

- The convertible must be issued by a company doedaih a developed country
with more than 15 convertible bond issues in tétain 1982 to April 2012. This
means that our sample includes offerings from Alistr Canada, France,
Germany, Japan, the Netherlands, Switzerland, tKe @nd the U.S.;

- The convertible must be issued by an industoeahgany. We exclude issues from
firms which may face regulation restrictions, i.atjlities (SIC codes 4900 to
4999), banks (SIC codes 6000 to 6199), and non-baakcial firms (SIC codes
6200-6299, 6300-6499, and 6500-6999);

- The offering must be convertible into the isguifirm’s stock. We exclude
exchangeable bonds;

- The convertible must either be a public offering,an offering made under Rule

144a;



- The offering’s issue date must be available oil€SD

- The offering’s stated use of proceeds must béabta on SDC;

- The issuing firm’s daily stock price data foetkull calendar year preceding the
announcement date must be available on Datastream;

- The issuing firm’s balance sheet and incomeestant data for the fiscal year-end
immediately prior to the announcement date mustaglable on Datastream.

We consolidate multiple issues of convertible bontzde by the same firm on the
same day into one offeririgrable 1 shows annual convertible bond issuancebewsnand
U.S. dollar proceeds for Japan, the U.S., and aodleseloped countries over the sample
period. The dataset consists of 3,378 convertibdeids. More than half of the convertible
bonds (1,806 issues, or 53.46%) are issued by daparompanies. The U.S. account for
1,119 issues or 33.13%, and a further 453 issuBt{%) are made by firms in other
developed countries. Prior to 2000, the numbeaptdese convertibles is consistently higher
than the number of U.S. convertibles. After 2000s pattern reverses, possibly due to the
large increase in the importance of convertiblaetaade hedge funds in the U.S. around the
turn of the century (Duca et al., 2012). Total meds of Japanese convertibles ($287.15
billion) are slightly higher than total proceeds WfS. convertibles ($286.93 billion), and
substantially higher than total issuance proceemsother developed countries ($73.40

billion).

[Please insert Table 1 here]

® As a result, the number of observations for Swigzel and the U.K. drops below 15, but we keepéhes
countries in our sample.



3.  Methodology

This section describes the methodology used fdiyaing stock price reactions around
convertible bond announcements and provides déseriptatistics. To estimate abnormal
stock returns, we follow conventional event studgtmodology as in Brown and Warner
(1985). For convertible bond issues that haveirgdfitlate in SDC, we take the filing date as
the announcement date. For issues that do notanéilieg date in SDC, we instead take the
issue date provided by SDC as the announcement d&taise market model regressions
estimated over days —250 to —10 before the annousrtiedate (day O) to calculate normal
stock returns, and then subtract these returns &oimal stock returns to obtain abnormal
stock returns. We sum abnormal stock returns ovxemlintg days —1 to 1 surrounding
convertible bond offering announcement dates, thisining cumulative abnormal stock
returns (CARS).

A next step in our research design involves dewetpdummy variables capturing the
different stated uses of proceeds. Each dummyhlareguals one if one particular purpose is
mentioned in the stated use of proceeds obtaired 8DC, and zero otherwise. The stated
uses of proceeds obtained from SDC fall into theowong five main categories: Capital
expenditure, debt refinancing, acquisition, workcapital, and general purposes. We code
the capital expenditure dummy variable as onedfdtated use of proceeds reported in SDC
includes ‘Capital expenditure’, ‘Buildings’, ‘Comsttion’, and/or ‘Land infrastructure’; the
debt refinancing dummy variable as one if the staige of proceeds includes ‘Refinancing’,
‘Indebtedness’, ‘Borrowings’, ‘Repurchase’, ‘Mortge, ‘Recapitalization’, ‘Redeem’ and/or
‘Restructuring’; the acquisition dummy variablea® if the stated use of proceeds includes
‘Acquisition’, the working capital dummy variables aone if the stated use of proceeds

includes ‘Working capital’; and the general purpdemmy variable as one if the stated use



of proceeds includes ‘General’. We omit 108 offganfor which we cannot classify the
stated uses of proceeds within any of these fitegoaies.

Table 2 reports the percentage and numbers ofdstates falling into each of the five
categories for Japan, U.S., and the other develapedtries represented in the sample.
Percentages are obtained by dividing the numbeaycofirrences of each stated use by the
total number of convertibles for each subsampée 1,806 for Japan, 1,109 for the U.S., and
453 for other developed countries). The sum ofpireentages of stated uses for each of the
three subsamples (obtained by summing percentagessaeach row) is larger than 100%,
because several offerings include more than onedstse of proceedsRemarkably, among
Japanese convertible bonds, 74.6% of the issuetianarapital expenditure as an intended
use, whereas the corresponding percentages foatt ®ther developed countries are much

lower (4.6% and 14.1%, respectively).

[Please insert Table 2 here]

Next to stated uses of proceeds, our analysis @sriior a range of firm-, issue-, and
market-specific characteristics. Appendix | prowida definition and source of the
explanatory variables used in the regression amsalyll firm- and market-specific
characteristics are measured at the fiscal yeampesteding the convertible bond issue date.
We now motivate these characteristics and outlirer tpredicted impact on stock price
reactions.

Several rationales argue that convertibles are tblmitigate debt- or equity-related
financing costs (Green, 1984; Brennan and Schwda®88; Stein, 1992; Mayers, 1998;

Brown et al., 2012). However, within a sample ohwertible bond issues, we expect

®n a robustness test discussed further in the rpape only include offerings with a single statese uof
proceeds, with similar results.
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announcement effects to be negatively affected toxigs for debt- and equity-related
financing costs, due to the hybrid debt-equity retf convertibles (Dutordoir and Van de
Gucht, 2007). We include firm size, measured aslagarithm of the book value of total
assets (LnTA), as an inverse proxy for the mageitoél firms’ debt- and equity-related
financing costs. Larger firms tend to have lowestsaf financial distress, as well as lower
levels of information asymmetry about their firmlua and risk, for example because they
are followed by a larger number of analysts (eHliot et al., 1984; Chae, 2005). We
therefore expect a positive impact of InTA on stpcdke reactions.

Firms with a higher debt ratio may have higher sadtattracting new debt financing
because they have more potential for asset sufistit(Green, 1984) and higher risk-related
adverse selection costs (Brennan and Kraus, 19&finfBn and Schwartz, 1988). Thus, we
predict stockholder reactions to convertible bondauncements to be negatively influenced
by the ratio of total debt to total assets (deb)TA

Stock run-upis measured as the continuously-compounded nonetiadyusted daily
stock return over trading days —60 to —2 prioh® ¢tonvertible bond issue date. A firm with
higher stock run-up is more likely to be perceiasdovervalued by stockholders (Lucas and
McDonald, 1990). On the other hand, a larger psaasstock runup may signal more
profitable growth opportunities, thereby loweringuéy-related financing costs (Viswanath,
1993). We therefore have no clear expectationsiemupact of the stock run-up.

We also control for the overall equity market rym-uneasured as the continuously-
compounded non-market-adjusted daily market in@&(500) return over trading days —60
to —2 prior to the issue date. Market expansiond te be associated with more profitable
growth opportunities, and therefore lower econonigenadverse selection costs (Choe et al.,
1993). Therefore, we expect the market run-up teeha positive impact on stock price

reactions to convertible bond announcements.
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Stock return volatilityis the annualized volatility of daily stock returoser trading
days —250 to —10 relative to the convertible bosglie date. Firms with higher ex ante
volatility in their stock returns are expected &xd higher uncertainty regarding their cash
flows, and therefore larger costs of financial iss (Chang et al., 2004). We thus expect that
stock return volatility is negatively related teethbnormal return associated with convertible
bond offerings. Stock return volatility might algwoxy for the equity-likeness of the
convertible, as a convertible is more equity-like.(the exchange option is more likely to get
in-the-money) when returns are more volatile (Baul&2000). Following Myers and Majluf's
(1984) rationale that more equity-like offeringsoypde a stronger signal of firm
overvaluation, this also yields the prediction afemative impact of stock return volatility on
stock price reactions.

Market return volatilityis the annualized market return volatility, cal¢cathfrom daily
returns on the S&P 500 index over trading days 485610 relative to the issue date. Choe et
al. (1993) suggest that there is a strong positlagion between market return volatility and
information asymmetry. Given that higher informatiasymmetry tends to strengthen the
adverse selection problem documented by Myers aafuiM(1984), we expect a negative
impact of market return volatility on stock priasactions to convertible debt announcements.

Slack/TAis cash and short-term investments divided by tasakts. De Jong and Veld
(2001) argue that firms with higher financial slagke more likely to spend the offering
proceeds on negative NPV-projects, given that stagktal should result in a lower genuine
need to tap external financing. In other words,hbrgslack worsens agency problems
between managers and external capital providerd, siould be associated with more
negative stock price reactions to convertible bandouncements.

In addition to these issuer characteristics, we aentrol for two issue-specific

variables, i.e. maturity and relative offering pgeds. Maturitycaptures the time between the
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issue date and the final maturity date of the cdible bond offering. Several studies (e.qg.,
Easterbrook, 1984; Datta et al., 2000) suggest fimas with better expected stock price
performance have incentives to issue convertiblebavith longer maturity to postpone the
conversion. We therefore expect a positive relatigm between maturity and stock price
reactions to convertible bond announcements.

Krasker (1986) argues that equity(-linked) offeangith larger offering proceeds send
a stronger signal of firm overvaluation, and magréiore lead to more negative stock price
reactions. Larger issue sizes might also be agsdcveith more intense short selling activity
from convertible bond arbitrageurs (De Jong et 2011)’ We therefore expect a negative
relationship between issue proceeds relative tal @dsets (proceeds/TA) and stock price
reactions to convertible bond announcements.

De Jong et al. (2012) find that convertibles isshedirms listed in countries in which
short selling is legally restricted are associargth less negative stock price reactions,
compared to convertibles issued in countries inctvlghort selling is legally allowed and
effectively practiced. We therefore include a shseiting dummyequal to one for the sample
countries allowing short selling, and equal to zEnmothe sample countries having a short
selling ban in place on the date of the convertitdbt issuance. As noted in Appendix |, we
obtain data about short selling bans from De Jdrad. €2012). We assume there are no short
sale bans in place prior to the start of their danpgriod in 1990 and after the end of their
sample period in 2009, except for France and Geymdmch still had short selling bans in
place. We predict a negative relation between thatsselling dummy and stock price

reactions to convertible bond announcements.

’ Convertibles are often bought as part of an amtistrategy, which involves short selling the uhyieg stock
(Choi et al., 2009; De Jong et al., 2011; Browralet2012). This short selling activity resultsartemporary
stock price drop around the convertible bond issate, which often coincides with the announcemexté d
(Duca et al., 2012).
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Finally, in line with Kang et al. (1995) and Chessen et al. (1996), we control for
keiretsu membership of Japanese firms. We obtaia da vertically integrated keiretsu
membership from the 2001 Edition of Industrial Grimgs in Japaf.Our assumption is that
keiretsu affiliation remains relatively stable owbe sample period, which is confirmed by
findings of De Jong et al. (2006). When a keiretember issues a security, the reputation of
the entire group of companies could be affectedchivimakes it less likely that overvaluation
is the reason for the issue. Therefore, we expet the keiretsu dummy has a positive
impact on the announcement effect of convertibledso

Table 3 compares summary statistics of the keyeissussue-, and market-specific
variables used in this study for Japan, the UIR1,@her countries. We find that the median
Japanese convertible issuer is significantly latgan median issuers in the other developed
countries. Median total assets for Japan, the W&, the other developed countries are
$834.21 million, $625.06 million, and $85.84 mitliorespectively. However, the mean of
total assets displays a reverse ranking, indicatiegpresence of extremely large issuers in
the U.S. and the other developed countries. Theageeproceeds/TA ratio of Japanese firms
is the lowest among the sample countries, i.e. t8fpared to 31% and 26% for the U.S.
and the other countries, respectively. This alq@a®s why, in volume terms, the U.S. is the
most important convertible bond issuing countryromer sample period, whereas in terms of
number of issues, Japan is the most importantrissue

In terms of other firm- and issue-specific contvakiables, we observe that average
debt/TA ratios of Japanese and U.S. issuers anéasiand both significantly higher than in
other developed countries. The average stock rusf-dppanese issuers is only 4.27%, which
is significantly lower than that of the U.S. andhet countries (15.03% and 11.40%

respectively). This pattern is consistent with tia¢ion that, due to differences in managerial

8 We would like to thank Willem Schramade for kinglyaring his keiretsu data with us.
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goals, Japanese issuers might be less inclinedime the offering to exploit stock
overvaluation (Kang and Stulz, 1996). We also fthdt Japanese issuers’ average stock
return volatility is significantly lower than thaft issuers in the U.S. and other countries. The
average market return volatility for issues in Japad the U.S. is lower than for the other
countries. Further, we observe that Japanese a8d itkuers have similar average slack
ratios, both in the area of 20%, while averagekskatios for issuers in other developed
countries are significantly smaller. Finally, theeeage maturity of the U.S. convertible bonds

is more than twice as high that of bonds issuethpan and other countries.

[Please insert Table 3 here]

4.  Stock pricereactionsto convertible bond announcements

4.1 Event study results

Panel A of Table 4 reports descriptive statistmsdumulated abnormal returns (CAR)
associated with convertible bond announcementsdoh of the three subsamples (Japan, the
U.S., and other developed countries). We also tegest (Wilcoxon test) statistics indicating
whether the mean (median) CAR for each subsamgigmficantly different from zero. We
find that the mean (median) CAR of Japanese coiblestis —0.80% (-0.79%). The U.S. has
the most negative average CAR among the sampldreesi(+3.18%).

Panel B of Table 4 presents statistics for diffiees in CAR between the three
subsamples. The mean CAR of Japanese convertilnlésbis 2.38% higher than for U.S.
convertibles. The difference in means between batisamples is statistically significant at
the 1% level. The mean difference in CAR betwegmadaand other countries is 0.63%,

which is also statistically significant at the 18vél.
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[Please insert Table 4 here]

4.2 Regression results

In the next step of the empirical analysis, we exampotential explanations for the less
negative announcement returns for Japanese cdresrtdocumented in the previous
subsection. Table 5 reports the results of regrassnalyses with the CAR over the window
(-1, 1) relative to the convertible bond announaaendate as the dependent variable.

Column (1) only includes a dummy variable equabt® for convertibles issued by
Japanese companies. In line with earlier univarfatdings, the dummy variable has a
significantly positive impact. In Column (2), werdool for the firm-, issue- and market-
specific characteristics specified earlier. We fihdt the CAR is positively influenced by
stock run-up and negatively influenced by stockimretvolatility, which is in line with our
predictions. We do not find a significant impact tbe short selling and keiretsu control
variables. LnTA has a significantly negative cagéfint and market return volatility has a
positive coefficient, which is not consistent witur expectations. The most important
takeaway from the analysis is that the Japan durnamtinues to hold its significantly
positive coefficient in Column (2). This suggedtattthe less negative announcement effects
of Japanese convertibles cannot be fully attributedhe firm-, and issue-, and market-

specific characteristics included in our regression

[Please insert Table 5 here]

We next focus on differences in stated uses ofg@ds as a potential explanation for

the less negative stock price reactions to Japamseertibles. Figure 1 provides a histogram

showing average convertible bond announcementtsff@AR) by stated purpose of issue.
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The figure shows that convertible bonds with adtjoiss and general purposes as stated uses
have the most negative CAR (-2.85% and —2.76% @mnage, respectively). Convertibles
with debt refinancing and working capital as intedigurposes also have negative average
announcement effects in the order of —2%. ConJesdilvith capital expenditure as a stated

use have the least negative CAR (—0.60% on average)

[Please insert Figure 1 here]

To summarize, we find that Japanese convertiblee laahigher likelihood of stating
capital expenditures as their purpose (Table 2),that capital expenditure as a stated use of
proceeds tends to generate less negative coneebtdsid announcement returns (Figure 1).
This suggests that the less negative announcereemhs of Japanese convertibles could be
driven by their stated uses of proceeds. We fogm@thmine the validity of this conjecture
by estimating a two-step treatment effects modibviong the methodology outlined in Li
and Prabhala (2007). This approach controls foptissibility of omitted variables affecting
both the decision to include capital expenditure atated use of proceeds for a convertible

offering, and the stock price reaction to the amoamnent of the offering.

[Please insert Table 6 here]

Column (1) of Table 6 reports the results of thedeloThe first step selection equation
consists of a probit model with the capital expaméi dummy as the dependent variable. As
noted earlier, this dummy variable is equal to doe offerings mentioning capital
expenditure or related terms as a stated use, qual ® zero otherwise. We use the ratio of

capital expenditure to total assets as of the Ifigear end prior to the convertible bond issue
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date as the instrument (exclusion variable) offitts¢ stage probit. Firms with a higher value
for this ratio may require larger investments iaitHixed assets, and are thus more likely to
mention capital expenditure as the stated use ofemds of their current offering. By

contrast, there is no reason to hypothesize atdimgzact of this ratio on the CAR (second
stage regression), making it a suitable instruni@nbur model. This instrument is available
for 2,695 of our sample observatichs.

In line with our prediction, the first step regnessresults show that firms with a higher
capital expenditure/TA ratio prior to the offeringre more likely to include capital
expenditure as a stated purpose for their convertlond issue. We also find a positive
impact of market return volatility, proceeds/TA,dakeiretsu membership, and a negative
impact of debt/TA and stock return volatility.

Our main focus is on the second step regressianltsesxplaining the CAR. Most
importantly, we find that the coefficient on theptal expenditure dummy is significant and
positive, while the Japan dummy becomes insigmficdhese results suggest that the
difference between the announcement effects ofngmeaand other convertibles is caused by
the fact that Japanese firms are more likely ttesti@at they are going to use the offering
proceeds for capital expenditure purposes, compaithdother countries.

The correlation coefficient between the error terafsthe first and second stage
regressions, Rho, is significant and negativestthting the necessity of using the treatment
effects model to control for endogeneityThe other findings are largely in line with thdse
Table 5.

Our stated uses of proceeds dummy variables aredcasl one as soon as a particular

stated use of proceeds is mentioned by SDC. Howesgmnoted earlier, many offerings

° We obtain similar results for the regression in [€ab when we restrict that regression to these 3,69
observations.

19 Rho’s negative sign indicates that unobservabéeadieristics increasing firms’ likelihood of staficapital
expenditure as a stated use have a negative impatbck price reactions to convertible bond angearents.
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include more than one intended use of proceedsin@o(2) of Table 6 therefore repeats the
treatment effects analysis with the capital expemdi dummy defined as one if capital
expenditure is the only stated use of the offerifige main results still hold under this more

stringent definition.

[Please insert Table 7 here]

Table 7 reports a number of further tests of thmistness of the results in Column (1)
of Table 6. In Table 7, Column (1), we use net @sgeowth, defined as the growth rate in
the book value of equity over the pre-issuance ,yaaran alternative instrument in our
treatment effects model. Firms experiencing a higirewth rate in their net assets base
might be more likely to need further capital expameé to support ongoing growth.
Accordingly, we expect these firms to have a highkelihood of mentioning capital
expenditure as an intended use of proceeds far ¢bawvertible bond issue. In line with this
prediction, we find a significant positive impadtreet assets growth in the first stage probit
regression. In the second stage, the Japan dumaiy ag longer has a significant positive
impact on the CAR after including the capital exgiture dummy variable and the selectivity
control Rho. In fact, the Japan dummy’s coefficisnbow negative, with &test statistic of
1.61, i.e. close to the 10% significance level. §hwe again find strong evidence that the
more favorable announcement effects for Japanaseedhles completely disappear when
controlling for the capital expenditure dummy itreatment effects model.

In Column (2), we consider the potential influeméenformation leakage on Japanese
firms’ convertible bond announcement effects. Qhrisen et al. (1996) find evidence of
significant abnormal returns in the trading day®mpto official Japanese convertible bond

announcement days, and suggest that this couldribendby information leakage before
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these announcement dates. A potential explanaborthis observation is that Japanese
managers tend to face fewer restrictions than kda&hagers regarding informal disclosures of
upcoming offers to selected analysts and otherasted parties. We ug$e8, 1) as the event
window to capture the information leakage, if apyeceding Japanese convertible bond
announcements (Christensen et al., 1996, alsodmmstock price reactions as of day —8).
The main result that differences in announcemdetcesf of Japanese and other convertibles
disappear after controlling for capital expenditase a stated purpose of proceeds remains
robust to the use of this alternative window. Tabustness test included in Column (3) will

be discussed in the next section of the paper.

5. Potential explanationsfor cross-country differencesin stated uses of proceeds

In this section, we examine potential causes ofstheng differences in stated uses of
proceeds between Japanese and other convertibéebeliéve that this question is relevant in
order to better understand the drivers of our tesah stock price reactions reported in the
previous section. Therefore, this section expldoes non-mutually exclusive explanations

for the differences in stated uses of proceedddpanese and other convertibles.

5.1 Stated versus actual uses of proceeds

The most straightforward explanation is that thiéedences in stated uses reported in
Table 2 reflect differences in actual uses of cotible bond offering proceeds. In other
words, Japanese firms may be more likely to us& tiéerings for capital expenditure
purposes, compared with convertible bond issueathar developed countries. This could in
turn be driven by differences in managerial objedi between Japanese and other firms
discussed earlier. In a first step, we thereforalyae post-offering firm characteristics for

each of the three geographic subsamples (Japart).Bhe and other developed countries),
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following the approach of Walker and Yost (2008)eTkey question that we want to address
through this test is whether Japanese firms effelgtirealize higher actual increases in
capital expenditure following convertible bond oifgys, compared with issuers in the U.S.
and the rest of the developed world. Next to capitaenditure, we also consider total assets,
research and development expenditures, cash, &ngforrowing, and working capital as
relevant post-offering firm characteristics. Welsceach firm characteristic by total assets
measured as of the fiscal year end prior to therioffy (year —1), allowing us to focus on uses
of funds relative to the firm’s size prior to th#esing. Table 8, Panel A reports medians in
the resulting scaled firm characteristics, for ylear prior to issuance, the year of issuance
(year 0), and the two following years (year 1 ahdf@ each of the five categories of stated
uses, per geographic subsample. Results are sivhilam we use average ratios (not reported
for parsimony). Significance levels are for Wilcoxtests assessing the change in the median
ratios over year 0, 1, and 2, relative to the valuthe median ratio in year —1 (actual values

of the test statistics are not reported).

[Please insert Table 8 here]

Panel A allows us to examine correspondence betvetsted and actual uses of
proceeds within Japan, the U.S., and the otherlolese countries. In the year of issuance
(year 0), Japanese issuers increase capital expendiost strongly when their stated use of
proceeds includes capital expenditysevélue of increase < 0.01). By contrast, their zeali
increases in capital expenditure are not signifieemen their stated uses of proceeds include
acquisitions or working capital, and are only sigant at the 5% (10%) level when they
state that they intend to use the offering for gaih@urposes (debt refinancing). U.S.

convertible bond issuers, in turn, register strgrayynificant increases in capital expenditure
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regardless of their stated uses. More particuladgults for U.S. issuers indicate that
increases in capital expenditure to total assetsalways significant at less than 1% in the
issuance year as well as in the two years afterarsse, except for one case where it is
significant at 5%. Convertible bond issuers in otloeveloped countries also register
significant increases in capital expenditure relgmsiof their stated uses during the issuance
year, although the statistical significance of ittreases in capital expenditures is sometimes
weaker than for the U.S. Thus, the key finding eyimgr from this analysis is that Japanese
convertible bond issuers seem to have a strongegspondence between capital expenditure
as a stated use and actual capital expenditureases, compared with U.S. and other issuers.

As noted earlier, our main focus is on actual edm@kpenditure following convertible
bond issues. Table 8, Panel B allows us to makengarison of increases in actual capital
expenditure across the three geographic subsamiplgsves Wilcoxon test statistics for
cross-country differences in increases in medigita@laexpenditure to total assets per post-
issuance year, relative to the value of this rasoof year —1. Surprisingly, in each of the
three years under consideration, Japanese issushe mignificantly smaller increases in
capital expenditure, compared with their U.S. cerpurts. The difference between Japanese
issuers and issuers in developed countries otlaer tiine U.S. is only significant during the
issuance year.

Overall, Table 8 indicates that Japanese converhibhd issuers are not more likely to
use the proceeds for capital expenditure, compasitdissuers in other countries. Having
ruled out differences in actual uses as a likelylaxation for the higher occurrence of capital
expenditure as a stated use for Japanese issuésiefly explore three further non-mutually

exclusive reasons for cross-country differencestated uses of proceeds.
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5.2 Differences in disclosure standards betweemdamd the U.$!

Japanese issuers’ higher likelihood of stating tedexpenditure as an intended use of
proceeds could be caused by cross-country diffeentdisclosure standards for stated uses
of proceeds of security offerings. We focus ourlgsia on disclosure standards in the U.S.
and Japan. As is clear from Table 1, these cosnaezount for 86.6% of the convertible
bond issues in our sample.

Rules for disclosure of uses of proceeds of U.Bursty offerings are provided in the
Securities and Exchange Commission (SEC)'s Seesrict of 1933, as well as in
Regulation S-K item 504 (8229.504egulation S-K is a regulatiamder the Securities Act
of 1933 that lays out reporting requirements foriauss SEC filings used by public
companies. It is a component of the SEC’s ‘integgtatisclosure system’ established in 1982
(which coincides with the start of our sample payidollowing thorough analysis of the
disclosure rules under the Securities Act. We heopied relevant extracts from these
regulations in Appendix Il of the paper, usingitalto emphasize certain relevant elements.
As is clear from the Appendix, the Securities Adllg for firms to report the specific
purposes of their offerings in detail, as well t&desthe approximate amounts to be devoted to
such purposeso far as determinabld&regulation S-K, in turn, mentions that “(...) détaf
proposed expenditures needt be given; for example, there need be furnisheg arbrief
outline of any program of construction or additmhnequipment.” As noted by Cohen et al.
(2015), security offerings made under Rule 144aid¢wlaccount for 52.5% of the U.S.
convertibles in our sample) typically adopt thesame rules when disclosing uses of
proceeds.

For Japanese issues, our search was more comglidageeto language barriers. We

were directed to Chapter Ill of the rule book oé thapan Securities Dealers Association

' We would like to thank an anonymous referee fggesting this analysis to us.



23

(JSDA), which outlines requirements for stated usegroceeds that underwriters should
impose onto issuers. A comparison of these req@ngsn(also copied in Appendix Il) with
the rules for U.S. firms suggests that, althougth hd.S. and Japanese regulations mandate
disclosure of the intended use of proceeds, Usteis seem to have more leeway regarding
the level of detail in the disclosure. That is, #pecificity of use of proceeds disclosure is
voluntary in nature for U.S. firms (Leone et al00Z). Japanese firms appear to have less
flexibility on this matter, as the Japanese rulesxdt seem to allow for situations where the
firm has no explicit plans yet for the offering peds, or does not want to disclose such
plans. Thus, cross-country differences in standafdsporting stated uses of proceeds, albeit
subtle, could be a driver of our finding that UfBms more often provide vague uses of

proceeds than their Japanese counterparts.

5.3 Firm-specific motives for disclosing non-speaises of proceeds

Japanese firms may have rational incentives tee stadre specific uses of proceeds
compared with other firms. We consider three raties for the level of specificity in security
offerings’ stated uses of proceeds (Leone et @072 A first rationale is Verrecchia’'s (1983)
proprietary costs of disclosurbypothesis. This hypothesis predicts that firm# e less
likely to disclose certain types of information tifiis could reveal valuable proprietary
information to their competitors. Applied to ousearch question, this means that firms may
be less likely to mention capital expenditure asdivation for their offering if this would
reveal valuable private information to their conijpes, such as news regarding impending
production capacity expansions. Firms may instgadm state general purposes in order to
keep competitors in the dark about their investmplains. In other words, Japanese
convertible bond issuers may be more likely to udel capital expenditure as a stated

offering intention because they have smaller peipry costs of disclosure than their
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counterparts in the U.S. and the rest of the dgeelowvorld. Consistent with Leone et al.
(2007), we construct a ‘high tech’ industry dumnagfided as in Loughran and Ritter (2004),
with high technology (high tech) firms assumedaoef higher costs of disclosing proprietary
information. We find that the proportion of higtckefirms among Japanese convertible bond
issuers is higher than in the other subsampled4236 for Japan, compared with 13.29% for
the U.S. and 15.89% for other developed countrigs} result is inconsistent with the notion
that Japanese issuers have lower proprietary obslisclosure. Moreover, as shown in Table
7, Column (3), our main findings are robust to umithg a high tech industry dummy in the
treatment effects regression. The high tech dumsnyat significantly related to firms’
decision to report capital expenditure as a stas® and its inclusion in the second stage
regression does not affect our key findings.

A second potential rationale for cross-sectionfietences in the specificity of intended
uses of proceeds relatesagency costsProviding specific instead of vague intended wdes
proceeds may assure capital providers that thesfumm@ used for shareholder wealth
enhancing purposes (Mahoney, 1995). Such assuraneards investors may be more
valuable for firms that suffer from high agencytsodt is unclear, a priori, whether Japanese
firms suffer from higher agency costs than non-depa firms. On the one hand, Japanese
managers may be more strongly focused on long-tatoe-enhancing goals instead of short-
term goals, leading to lower agency costs. On therdhand, Japanese managers may have a
tendency to focus on market share rather than blgler value (Kang and Stulz, 1996),
leading to higher agency costs. Looking at our eample, slack resources are an often-used
proxy for firms’ incentives to spend funds on wagt@rojects, and thus for the agency costs
associated with an offering (De Jong and Veld, 200&ble 3, which we discussed earlier,
shows that slack resources are not significanffgmint between Japanese and U.S. issuers,

and Column (1) of Table 6 shows that slack doesposttively affect firms’ propensity to
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state capital expenditure as an intended use fer dffiering. Thus, the agency costs
hypothesis receives little support from our data.

Dye (1985) shows how incomplete disclosure can d&tve fromex ante uncertainty
regarding whether the firm’s manager possessesfispgoprietary information. Applied to
our research design, this may imply that managefis®in from stating specific uses of
proceeds because they do not know yet how they ws# the proceeds, or because the
riskiness of their business is such that they regspending flexibility (Leone et al., 2007).
Consistent with this interpretation, we find th&ck return volatility, a proxy for ex ante
risk, is significantly higher for U.S. than for daese issuers (Table 3). Moreover, Table 6
shows that stock return volatility has a negativpact on the likelihood of stating capital
expenditure as a use of proceeds, which is consisiigh what we would expect under Dye’s
(1985) rationale (i.e. firms with less ex ante remle more likely to cite specific uses of
proceeds such as capital expenditure).

In addition to these three rationales for impertéstlosure, we consider the possibility
that the catchall phrase ‘general purposes’ reflepiportunistic timing motives for security
offerings (Autore et al., 2009). U.S. firms may imere likely to time their equity-linked
offerings following good stock price performancetheut having a direct purpose for the
offering such as an immediate need to finance abpitpenditure, and instead cite vague
purposes to motivate their offering. However, ierss unlikely that nearly 85% of U.S.
convertibles (as per Table 2) are motivated by symbortunistic reasons. Moreover, our
findings on actual uses of proceeds in Table 8 ssigipat U.S. firms citing general purposes
observe significant increases in asset size, dapifgenditure, and research and development
following their offering, indicating that theserfis did in fact have particular investments in

mind when obtaining convertible debt financing. féfere, we do not believe that issuer
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opportunism is the major reason for U.S. issuezadéncy to use ‘general purposes’ that

often.

5.4 SDC'’s reporting of stated uses of proceeds

Autore et al. (2009) suggest that SDC has a terdémcreport ‘general corporate
purposes’ even though the company cites more s$pegifrposes in its actual offering
announcement or prospectus. If SDC’s reporting asenaccurate for Japanese convertibles
than for non-Japanese issues, for example duestfath that it is done by a different team of
coders, then this could also explain why we finthigher percentage of general uses of
proceeds for non-Japanese issues. Unfortunatelyyatigt looking up uses of proceeds for
all issues in our sample is not possible for tHwang reasons. First, unlike Walker and
Yost (2008), Autore et al. (2009), and Walker et(a015), who all use manually collected
uses of proceeds information for U.S. SEOs retdeivem the SEC’s EDGAR system, we
have a cross-country sample. Second, our sampitéts sta 1982, while EDGAR only
systematically provides stated uses as of 1997of&uet al., 2009). Third, our sample is
much larger than samples used in studies relyingiamually collected uses of proceeds data.
We perform two tests to assess the likelihood af fodings being affected by reporting
issues with stated uses of proceeds in SDC. Inrs fest, we examine the overall
correspondence between stated uses of proceedsesbtiom SDC and stated uses of
proceeds directly obtained from filings made by isuer, through the following analysis.
We select 20 observations per use of proceeds 8D@ (i.e. 20 issues that state capital
expenditures as use of proceeds, 20 issues thatd&tht refinancing as use of proceeds, etc.),
excluding the ‘general purposes’ category whichexamined in the next test. We then
examine whether these stated uses of proceedsspon@ to the use of proceeds in the

manually collected issue filings obtained from ED&ANe find that this correspondence is
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95.0%. The conclusion of this analysis is that ¢lessifications of SDC are often accurate
provided that SDC indicates a stated use of prace#duter than general corporate purposes.
We also examine the proportion of these issues tbkpbrt information on capital
expenditures in their issue filings, even thoughCSiidd not report capital expenditures as a
use of proceeds. We find that 22.5% of these obsens provide some information on
capital expenditures in their issue filings. Thergentage does not increase when we also
search for issue-related capital expenditure inédiom in Factiva or Google.

Given the popularity of general purposes as adtase of proceeds category for U.S.
issues, our second test focuses on U.S. convertifde which SDC mentions general
purposes as their only stated use of proceedseTdrer 697 such convertibles in our final
data set. For 150 of these convertibles, we mandatlk up the actual stated uses of
proceeds through EDGAE. We find that SDC’s reporting of general purposes e
inaccurate. More particularly, the company effeslipvstates general (corporate) purposes as
its use of proceeds in only 71.3% of the 150 camed,in only 3.33% of the 150 convertibles
that we examine does the company mention genergbdrate) purposes as isly use of
proceeds. SDC seems to have a tendency of recogdingral corporate purposes as the
stated use for issues that report many differeas @ the same time. Our main concern is
that SDC incorrectly codes stated uses for U.Svedibles as general corporate purposes
whilst the company actually mentions capital exeme as a potential use. For 22.0% of the
150 convertibles that we examine for this secorsd, teompanies indeed mention capital
expenditures as part of their stated uses of pdscdrit often only as an example of general
corporate purposes.

Based on the results of these additional testscamelude that the percentage of U.S.

issuers who actually mention capital expenditura asirpose of their offering is likely to be

12 These 150 convertibles have all been issued betd@@7 and 2003.
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higher than the percentage obtained through ouptistated uses of proceeds data obtained
from SDC. More particularly, across our two diffieretests, we consistently find that
approximately 22% of the U.S. convertible offeringgport some information on capital
expenditures while this goes undetected by SDC. Wheded to the 4.6% of capital
expenditure-related stated uses for U.S. converildetected by SDC (as per our Table 2),
the resulting percentage is still substantially kendahan the 76.4% of capital expenditure-

related stated uses recorded for Japanese conesrtib

6. Conclusion

In this paper, we are the first to formally testgudial explanations for the less negative
stock price reactions for Japanese convertiblespened with convertibles issued in the U.S.
and other developed countries. We study a crosstgosample of convertible bond issues,
including Japanese and U.S. firms, which accounttfe majority of convertible issues. Next
to issuer-, issue-, and market-specific determmanggested by prior work, we also consider
differences in the stated uses of proceeds of &gparonvertibles and convertibles issued in
other countries.

Our event study results show that over the peri68212012, average cumulative
abnormal stock returns associated with Japaneseerdile bond announcements, while
negative, are 2.38% higher than those of convertiloinds issued by U.S. firms, and 0.63%
higher than those of convertible bonds issued bydiin other developed countries. Our
evidence suggests that the more favorable annowentezffects for Japanese convertibles are
caused by the fact that Japanese firms are maely lik state that they will use convertible
bonds to finance capital expenditures, comparet firitns in other countries. Convertibles
issued with capital expenditure as a stated purponseverage have more positive stock price

reactions.
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We explore a number of non-mutually exclusive ergteons for Japanese convertible
issuers’ stronger tendency to include capital egfiare as a stated use of proceeds for the
offering. We test whether the differences in staieds reflect differences in actual uses of
convertible bond proceeds across countries. Surghys our analysis indicates that U.S.
convertible issuers realize larger increases intalapxpenditure following convertible bond
issues, compared with Japanese issuers. In fa&, idsuers have strongly significant
increases in capital expenditure irrespective @f shated use of the offering. Thus, U.S.
issuers seem to under-report capital expenditura ase of proceeds for their convertible
bond issue. Further, we examine differences inlaisce standards for intended uses of
proceeds of security offerings in Japan versusUls: Our analysis suggests that Japanese
disclosure standards require a higher level ofildeta stated uses of proceeds than U.S.
standards. Accordingly, the link between reported actual uses of proceeds seems
strongest in Japan. Although we acknowledge thatamalysis of disclosure standards is
exploratory in nature, we do believe that diffeehan disclosure standards might at least be
partially driving our findings. Our simple supplemal tests also provide some evidence for
the risk uncertainty rationale of Dye (1985) aagible explanation for the lower specificity
in stated uses of proceeds for U.S. firms.

Our analysis is not without limitations. First, wely on stated uses of proceeds
obtained from SDC, rather than on manually coli@aises of proceeds, due to the cross-
country nature, sample period, and size of our dataAn analysis of manually collected
uses of proceeds for a subset of convertibles stg@feat inaccuracies in SDC may result in
a too low (high) percentage of capital expendi(general purposes) recorded as stated uses
for U.S. convertibles. However, the extent of thes@rs seems too small for them to be
responsible for our key findings. We would encoerdgrther research based on manually

collected uses of proceeds. Second, we focus anlyoavertible bonds as a security type. It
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would be interesting to analyze cross-country diéfifices in stated uses of proceeds for
seasoned equity and straight bonds as well, andritfy to what extent such differences can
explain any differences in stock price reactions.

Overall, our findings suggest that, although U.Scldsure standards do not require a
high level of detail for stated uses of proceeds.donvertible bond issuers might benefit
from citing more specific intended uses for thdéfeong. Our results indicate that the market
perceives the inclusion of capital expenditure atated use of proceeds as a positive signal.
Given that many U.S. firms effectively appear te asnvertibles for this purpose, they seem
to be incurring an overly harsh stock market pgniayt not mentioning these intentions as of
their offering’s announcement date. Perhaps theseers act under the incorrect belief that
the market does not care about stated uses ofingff@roceeds. On a practical level, we
therefore hope that our findings will help firmsnake more informed decisions regarding
the nature and specificity of the uses of procegdsl for their security offerings. Our results
could also be relevant for investors, by showirgf there is often a disconnection between
stated and actual uses of proceeds. More partigulbor U.S. convertible bond issues,
‘general purposes’ as a stated use tends to beiagsbwith significant increases in capital
expenditure. Finally, our results could also beirgérest to policy makers when setting
standards regarding the level of detail required dtated uses of proceeds of security

offerings.



31

Acknowledgements

We would like to thank an anonymous referee, Ciagguis, Yoichi Otsubo, Jay Ritter,

Norman Strong, and Chris Veld, as well as partitipaat the Asset Pricing and Corporate
Finance Workshop at the University of Glasgow i12@&nd the World Finance Conference
at Buenos Aires in 2015, for their very helpful coents and suggestions. We would also

like to thank Hamza Ghaffar and Mats van Marledmviding excellent research assistance.



32

References

Abhyankar, A., Dunning, A., 1999. Wealth effects aanvertible bond and convertible
preference share issues: An empirical analysihhefUK market. Journal of Banking and
Finance 23, 1043-1065.

Ammann, M., Fehr, M., Seiz, R., 2006. New evideocethe announcement effect of
convertible and exchangeable bonds. Journal ofivatibnal Financial Management 16, 43-
63.

Autore, D.M., Bray, D.E., Peterson, D.R., 2009eimted use of proceeds and the long-run
performance of seasoned equity issuers. Jourr@bgdorate Finance 15, 358-367

Brennan, M.J., Schwartz, E.S., 1988. The case @mvertibles. Journal of Applied
Corporate Finance 1, 55-64.

Brown, S.J., Warner, J.B., 1985. Using daily stoeturns: the case of event studies.
Journal of Financial Economics 14, 3-31.

Brown, S.J., Grundy, B.D., Lewis, C.M., Verwijmerd?, 2012. Convertibles and hedge
funds as distributors of equity exposure. Reviewiaancial Studies 25, 3077-3112.

Burlacu, R., 2000. New evidence on the pecking mtdgothesis: the case of French
convertible bonds. Journal of Multinational Finaldlanagement 10, 439-459.

Chae, J., 2005. Trading volume, information asymynednd timing information. The
Journal of Finance 60, 413-442.

Chang, S.-C., Chen, S.-S., Liu, Y., 2004. Why fimsge convertibles: A further test of the
sequential-financing hypothesis. Journal of Bankind Finance 28, 1163-1183.

Cheng, W., Visaltanachoti, N., Kesayan, P., 2005stdck market reaction following
convertible bond issuance: Evidence from Japaernational Journal of Business 10, 323-
340.

Choe, H., Masulis, R.W., Nanda, V., 1993, Commantlstofferings across the business
cycle: theory and evidence. Journal of Empiricaldfice 1, 3-31

Choi, D., Getmansky, M., Tookes, H., 2009. Conwetibond arbitrage, liquidity
externalities and stock prices. Journal of Findrie@nomic91, 227-251.

Christensen, D.G., Faria, H.J., Kwok, C.C.Y., Bremik, 1996. Does the Japanese stock
market react differently to public security offegiannouncements than the US stock market?
Japan and the World Economy 8, 99-119.

Cohen A.F., Davenport K.A., Trotter J.H., Dolan M.R015. Financial statement

requirements in U.S. security offerings: What yeea to know. 2015 Edition.



33

Dann, L.Y., Mikkelson, W.H., 1984. Convertible dabsuance, capital structure change
and financing-related information: Some new eviderlournal of Financial Economics 13,
157-186.

Datta, S., Iskandar-datta, M., Patel, A., 2000. &@vidence on the uniqueness of initial
public debt offerings. The Journal of Finance 58-7743.

De Jong, A., Roosenboom, P., Schramade, W., 206&d Bnderwriting fees and keiretsu
affiliation in Japan. Pacific-Basin Finance Jourb&] 522-545.

De Jong, A., Veld, C., 2001. An empirical analysis incremental capital structure
decisions under managerial entrenchment. Jourridaoking and Finance 25, 1857-1895.

De Jong, A., Dutordoir, M., Verwijmeren, P., 201%Why do convertible issuers
simultaneously repurchase stock? An arbitrage-basquaanation. Journal of Financial
Economics 100, 113-129.

De Jong, A., Dutordoir, M., van Genuchten, N., Vigrnveren, P., 2012. Convertible
arbitrage price pressure and short sales congtr&imancial Analysts Journal 68, 70-88.

Duca, E., Dutordoir, M., Veld, C., Verwijmeren, R012. Why are convertible bond
announcements associated with increasingly negassager stock returns? An arbitrage-
based explanation. Journal of Banking and Finabc2334-2899.

Dutordoir, M., Van de Gucht, L., 2007. Are therendows of opportunity for convertible
debt issuance? Evidence for Western Europe. JowmBlanking and Finance 31, 2828-
2846.

Dye, R.A., 1985. Disclosure of nonproprietary imf@ation. Journal of Accounting
Research 23, 123-45.

Easterbrook, F.H., 1984. Two agency-cost explanataf dividends. American Economic
Review 74, 650-659.

Eckbo, B.E., 1986. Valuation effects of corporaebtdofferings. Journal of Financial
Economics 15, 119-152.

Elliot, J., Morse, D., Richardson, G., 1984. Theaoasation between insider trading and
information announcements. Rand Journal of Econelbic521-536.

Green, R., 1984. Investment incentives, debt andramts. Journal of Financial
Economics. 13, 115-136.

Kang, J.K., Kim, Y.-C., Park, J., Stulz, R.M., 199 analysis of the wealth effects of
Japanese offshore dollar denominated convertibé® @arrant bond issues. Journal of
Financial and Quantitative Analysis 30, 257-270.



34

Kang, J.K., Stulz, R.M., 1996. How different is dapse corporate finance? An
investigation of the information content of new ity issues. Review of Financial Studies
9, 109-139.

Kato, K., Schallheim, J.S., 1993. Private equitgaficings in Japan and corporate
grouping (Keiretsu). Pacific-Basin Finance Joua&87-307.

Krasker, W.S., 1986. Stock price movements in respdo stock issues under asymmetric
information. Journal of Finance 41, 93-105.

Leone, A. J., Rock, S., Willenborg, M., 2007. Dastire of intended use of proceeds and
underpricing in initial public offerings. Journdl Accounting Research 45, 111-153.

Lewis, C.M., Rogalski, R.J., Seward, J.K., 1999.ctsmvertible debt a substitute for
straight debt or for common equity? Financial Maragnt 28, 5-27.

Lewis, C.M., Rogalski, R.J., Seward, J.K., 2008luistry conditions, growth opportunities
and market reactions to convertible debt financlagisions. Journal of Banking and Finance
27,153-181.

Li, K., Prabhala, N., 2007. Self-selection modelsorporate finance. In: Eckbo, B. (ed.),
Handbook of Corporate Finance: Empirical Corporateance. North Holland, Elsevier,
Amsterdam, pp. 37-86.

Loughran, T., Ritter, J.R., 2004. Why has IPO updeing changed over time? Financial
Management 33, 5-37.

Lucas, D., McDonald, R., 1990. Equity issues amtlstand price dynamics. Journal of
Finance 45, 1019-1043.

Magennis, D., Watts, E., Wright, S., 1998. ConWdetinotes: the debt versus equity
classification problem. Journal of Multinationah&ncial Management 8, 303-315.

Mahoney, P.G., 1995. Mandatory disclosure as atisoluo agency problems. The
University of Chicago Law Revie%2, 1047-112.

Mayers, D., 1998. Why firms issue convertible borttie matching of financial and real
investment options. Journal of Financial Economits83-102.

McConnell, J.J., Muscarella, C.J., 1985. Corpocateital expenditure decisions and the
market value of the firm. Journal of Financial Ecorics 14, 399-422.

Mikkelson, W.H., Partch, M.M., 1986. Valuation effe of security offerings and the
issuance process. Journal of Financial Economic81-60.

Myers, S.C., Majluf, N.S., 1984. Corporate finargcand investment decisions when firms

have information that investors do not have. Jdwh&inancial Economics 13, 187-221.



35

Silva, A., Bilinski, P., 2015. Intended use of peeds, underwriter quality and the long-
run performance of SEOs in the UK. Journal of Bes&n Finance & Accounting,
forthcoming.

Stein, J.C, 1992. Convertible bonds as backdooityedinancing. Journal of Financial
Economics 32, 3-21.

Verrecchia, R.E., 1983. Discretionary disclosumrdal of Accounting & Economics,
365-80.

Viswanath, P.V., 1993. Strategic considerations,gcking order hypothesis, and market
reactions to equity financing. Journal of Finanaiatl Quantitative Analysis 28, 213-234.

Walker, M.D., Yost, K., 2008. Seasoned equity offfgs: what firms say, do, and how the
market reacts. Journal of Corporate Finance 14,3865

Walker, M.D., Yost, K., Zhao, J., 2015. Credibilignd multiple SEOs: what happens

when firms return to the capital market? Finankahagement, forthcoming.



Table 1. Annual issue numbers and proceedsfor convertible bond offerings
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vear Japan U.S. Other countries
Number Proceeds Number Proceeds Number Proceeds
1982 17 1.00 0 0.00 0 0.00
1983 28 2.20 0 0.00 0 0.00
1984 42 3.25 0 0.00 0 0.00
1985 65 4.90 30 1.66 0 0.00
1986 79 10.28 46 2.72 0 0.00
1987 145 24.12 36 3.81 0 0.00
1988 121 27.54 11 1.09 0 0.00
1989 139 34.40 15 1.12 0 0.00
1990 45 11.69 11 1.55 0 0.00
1991 51 7.75 17 2.27 2 0.25
1992 25 2.72 30 3.53 0 0.00
1993 84 13.47 20 1.78 1 0.15
1994 127 22.84 7 1.14 4 0.43
1995 47 7.44 5 1.32 1 0.35
1996 121 23.92 23 4.36 0 0.00
1997 22 1.64 17 3.07 0 0.00
1998 14 0.77 12 2.70 1 2.37
1999 28 2.83 8 1.57 6 2.20
2000 38 3.11 30 13.02 4 2.67
2001 39 3.12 79 28.38 24 12.69
2002 33 6.43 54 13.75 22 6.70
2003 58 7.19 160 42.02 32 6.57
2004 127 13.84 99 18.04 30 3.77
2005 100 5.97 68 14.92 22 3.04
2006 98 18.33 87 37.89 31 5.06
2007 44 4,72 86 33.19 60 5.22
2008 14 6.40 40 10.83 39 1.22
2009 22 7.16 51 15.42 71 12.27
2010 16 3.54 35 12.48 40 2.45
2011 8 3.55 33 9.17 47 3.23
2012 9 1.04 9 4.13 16 2.75
Total 1,806 287.15 1,119 286.93 453 73.40
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Notes This table reports annual issuance humbers aBdddllar proceeds (in billions) for convertiblentls issued by firms in Japan, the U.S., and other
developed countries across the sample period. &atabtained from SDC.



Table 2. Stated uses of proceedsfor convertible bond issues

Country Capital expenditure Debt refinancing Acquisition Working capital General purposes

% N % N % N % N % N
Japan 74.6 1,347 43.4 783 3.4 62 10.5 189 3.8 68
u.s. 4.6 51 30.7 344 14.5 162 10.2 114 84.6 947
Other countries 14.1 64 14.6 66 10.6 48 38.4 174 62.5 283
Total 43.3 1,462 35.3 1,193 8.1 272 14.1 477 38.4 1,298

Notes This table reports stated uses of proceeds (waldrom SDC) for convertibles issues in Japan,, & other developed countries. Capital experalindicates that
the stated use of proceeds includes capital experdir related terms; Debt refinancing indicates the stated use of proceeds includes debt refimg or related terms;
Acquisition indicates that the stated use of prdsdacludes acquisition; Working capital indicathat the stated use of proceeds includes workipgadaand General
purposes indicates that the stated use of prodeeldsles general (corporate) purposes. The sumeopércentages of stated uses for each of the shtesmmples (obtained
by summing percentages across each row) is langart00%, because several offerings include mane dne stated use of proceeds
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Table 3. Summary statistics for convertible bond issuers
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Variable Japan (N= 1,806) U.S. (N=1,119) Other countriesAB&) Jta;‘;"’:'\slz_czther TRRTeTTT
Mean Median Mean Median Mean Median Japanvs. U.S. countries countries

Total assets 2,895.86 834.21 3,326.50 625.0 4,494.78 85.8 -0.91 -3.07 -1.20
Debt/TA 25.81 22.09 27.06 25.72 19.08 16.52 -1.72 6.83" 7.44"
Stock run—up 4.27 3.37 15.03 11.33 11.40 5.70 -9.97" -5.49" 1.73
Market run—up 2.47 2.06 4.00 4.27 3.83 4.13 -4.917 -2.68" 0.34
Stock return volatility 40.49 35.82 57.05 46.34 78.40 63.65 -14.95" -24.68" -8.54"
Market return volatility 16.83 17.12 17.22 14.59 20.86 19.35 -1.52 -12.37 -7.81"
Slack/TA 19.89 17.02 20.36 12.07 17.18 11.05 -0.73 3.61° 2.79”
Proceeds/TA 0.13 0.09 0.31 0.20 0.26 0.11 -21.27" -12.16" 2.59"
Maturity 7.61 7.24 16.28 10.16 5.97 4.47 —-20.60" 4.65" 11.47"

Notes This table reports the mean and median valudisnofand convertible bond issue characteristicsJ@pan, the U.S., and the other developed courmtitegded in the
sample. A detailed definition of variables can berfd Appendix I. Total assets are in millions oSUdollars. N denotes number of observatitissatistics are reported to
demonstrate the significance of the differencesngan values between each subsample, and ~ represent significance at the 10%, 5% and 1% féignice level,

respectively.



Table 4. Stock price reactions around convertible debt announcements
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Panel A
Country N Mean Median Std. Dev. t-statistics Wilcoxon statistics
Australia 198 -0.26% -0.12% 8.54% -0.44 -0.19
Canada 122 —2.25% -1.79% 8.23% -3.02 —-2.84"
France 72 —2.48% —2.65% 5.07% -4.41 -3.87"
Germany 21 -3.01% -3.12% 6.25% -2.20 -1.72
Japan 1,806 -0.80% —-0.79% 6.15% -5.52 -5.55"
Netherlands 16 —-2.06% -0.27% 7.67% -1.07 -0.52
Switzerland 13 -3.01% -3.50% 5.65% -2.11 -1.92
U.K. 12 -0.30% -1.27% 8.19% -0.13 -0.24
u.S. 1,119 -3.18% -3.15% 7.45% -14.27 -13.22"
Panel B
Countries Mean difference Median difference t-statistics Wilcoxon statistics
Japan-U.S. 2.38% 9.44"
Japan-Other countries 0.63% 1.57
Other countries-U.S. 1.75% 4.21"

Notes This table presents cumulative abnormal retu@?R) around convertible bond announcements fordabe U.S., and the other developed countriesiéted in the
sample. Cumulative abnormal stock returns are nmedswer the window (-1, 1) relative to the ann@ment date, using a market model estimated ovéinggalay —250
to —10. Panel A reports the mean, median, and atdndeviation of the CAR, as well &sest and Wilcoxon test statistics assessing whdtlee CAR are significantly
different from zero. Panel B tests whether theedéhces in the mean and median CAR between cosiairgestatistically significant, usitigest and Wilcoxon test statistics.
", and™ represent significance at the 10%, 5% and 1% fagnice level, respectively.
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Table 5. Deter minants of stock pricereactionsaround convertible bond announcements

Variables (1) (2)

Japan dummy 0.885" 1.455"
(3.099) (4.352)

LnTA -0.254"
(~3.100)

Debt/TA —0.008
(-1.022)

Stock run—up 0.025"
(4.349)

Market run—up 0.006
(0.382)

Stock return volatility -0.014
(~2.468)

Market volatility 0.077
(2.543)

Slack/TA -0.007
(~0.931)

Proceeds/TA -0.307
(~0.833)

Maturity 0.017
(1.267)

Short selling dummy -1.137
(-1.129)

Keiretsu dummy -0.491
(~1.535)

Constant —2.146" 1.322
(-11.104) (0.857)

N 3,378 3,378
Adj. R* 0.037 0.055

Notes: This table presents the results of regrasamalyses of stock price reactions around corbtertiond
announcements. The dependent variable is the ctivaulabnormal stock return (CAR) measured over the
window (-1, 1) relative to the announcement daddcutated using market model regressions with egton
period from trading day —250 to —10. The table repOLS regressions with White-corrected standardre
Year dummies are included but not reported. Detadlefinitions of variables can be found in Appentix-
statistics are reported in parentheses. N denbéeaumber of observations.”, and™ represent significance
at the 10%, 5% and 1% significance level, respebtiv
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Table 6. Deter minants of stock pricereactionsto convertible bond announcements, including treatment

effects

Variables

1)

@)

expenditure

1st stage: Capital

2" stage:CAR

expenditure

1st stage: Capital

2" stage:CAR

dummy dummy
Japan dummy 1.952 -1.527 2.616 -1.476
(18.421) (-1.389) (15.149) (-1.321)
Capital expenditure dummy 5.603 5.462"
(2.891) (2.786)
LnTA -0.032 -0.230 -0.086 -0.224
(-1.269) (—2.468) (—2.546) (—2.447)
Debt/TA -0.01%8" 0.006 -0.015 0.005
(—6.188) (0.572) (-5.919) (0.442)
Stock run-up 0.002 0.020 0.000 0.021"
(1.002) (3.288) (0.267) (3.427)
Market run-up 0.001 0.019 —0.002 0.027
(0.206) (0.956) (-0.312) (1.357)
Stock return volatility -0.006 -0.009 -0.006 -0.011
(-3.629) (-1.427) (-2.278) (-1.749)
Market volatility 0.023 0.026 0.040° 0.022
(2.517) (0.705) (3.544) (0.576)
Slack/TA -0.002 -0.007 -0.004 -0.009
(-0.705) (-0.859) (-1.653) (-1.035)
Proceeds/TA 0.563 0.011 0.042 0.860
(1.881) (0.007) (0.088) (0.560)
Maturity -0.001 0.015 —-0.004 0.017
(-0.144) (1.184) (-0.233) (1.296)
Short selling dummy 0.068 -1.014 0.157 -0.741
(0.257) (—0.986) (0.351) (-0.594)
Keiretsu dummy 0.341 -0.817 0.310” -0.749
(3.311) (-1.747) (2.755) (-1.636)
Capital expenditure/TA 0.017 0.020"
(5.224) (4.779)
Constant -0.579 3.170 —0.444 2.235
(—0.800) (1.382) (-0.592) (1.073)
N 2,695 2,695
Rho -0.501 —0.472%*

Notes This table presents the results of regressiotys@a of stock price reactions around convertilded

announcements. The dependent variable is the ctivaul@bnormal stock return (CAR) measured over the

window (-1, 1) relative to the announcement dadésudated using market model regressions with edton
period from trading day —250 to —10. We use twdedént definitions of the capital expenditure dumimy
specification (1) and (2). In specification (1)e tbapital expenditure dummy equals one if the dtptepose
of proceeds includes capital expenditure or rel&ecs (but may include other uses), while in djeation

(2), it equals one if the stated purpose of the@eds includesnly capital expenditure or related terms (no
other uses). We use a treatment effects model Mither-White sandwich estimators to address pofentia
endogeneity between capital expenditure as a staedof proceeds and stock price reactions. Fan eac

specification, we report both the first and secetatje results. Year dummies are included but rpairted.

Detailed definitions of variables can be found ipp&ndix I.t-statistics are reported in parentheses. N

denotes the number of observations. Rho is thesletion coefficient of the errors in the two compoh
equations., ,and  represent significance at the 10%, 5% and 1% féignice level, respectively.




Table 7. Robustness tests

43

Variables @ (2) (3)
1% stage: 1% stage: 1% stage:
Capital 2" stage: Capital 2"stage: Capital 2" stage:
expenditure CAR expenditure CAR expenditure CAR
dummy dummy dummy
Japan dummy 1.988" -1.513 1.947 -0.599 1.937 -1.761
(20.425) (-1.605) (17.759) (—0.845) (17.744) (-86)56
Cap. expenditure dumm 5.371" 3.306° 5.626"
(3.562) (2.569) (2.805)
LnTA -0.046 -0.22% -0.024 -0.193 -0.033 -0.328
(-1.951) (—2.493) (-0.975) (-3.173) (-1.238) (-8)30
Debt/TA -0.013" 0.007 -0.010° 0.002 -0.01% 0.006
(-6.570) (0.733) (-4.561) (0.280) (—6.185) (0.595)
Stock run-up 0.001 0.022 0.003 -0.013" 0.002 0.021
(0.550) (3.375) (1.819) (-3.281) (1.098) (3.370)
Market run-up -0.001 0.007 -0.002 0.045 0.003 0.016
(-0.220) (0.396) (—0.429) (3.795) (0.662) (0.790)
Stock return volatility | —0.006" -0.010 -0.005" 0.001 -0.006 -0.011
(-3.558) (-1.681) (-3.395) (0.205) (-3.626) (-1)723
Market volatility 0.024" 0.050 0.017 0.021 0.020 0.031
(2.763) (1.542) (1.773) (0.916) (2.073) (0.838)
Slack/TA —-0.001 —-0.008 -0.002 -0.009 -0.002 -0.003
(-0.567) (-1.016) (-0.913) (-1.494) (—0.960) (—-@)35
Proceeds/TA 0.353 0.357 0.491 -1.554 0.106 -1.600
(1.221) (0.219) (1.712) (-1.540) (0.634) (—2.069)
Maturity 0.002 0.016 -0.002 0.001 -0.001 0.014
(0.271) (1.139) (-0.315) (0.144) (-0.159) (1.064)
Short selling dummy 0.018 -1.038 -0.026 -0.729 0.073 -1.087
(0.072) (-1.015) (-0.107) (-1.147) (0.280) (-1.058)
Keiretsu dummy 0.317" -0.848 0.321" -0.559 0.339" -0.714
(3.488) (—2.325) (3.155) (-2.070) (3.228) (-1.489)
High tech —-0.058 0.555
(—0.635) (1.485)
Capital expenditure/TA 0.018" 0.017"
(6.036) (5.181)
Net assets growth 0.007
(2.321)
Constant -1.580" -0.612 -0.557 2.168 -0.491 4.775
(—2.809) (—0.290) (—0.788) (1.587) (—0.660) (2.012)
N 2,695 2,695 2,695
Rho -0.483" -0.468 —-0.500"

Notes This table presents the results of regressiodys@a of stock price reactions around convertibbadb
announcements, testing the robustness of the setisftlayed in Table 6. The dependent variabledscumulative
abnormal stock return (CAR) measured over the win@el, 1) relative to the announcement date, catedl using
market model regressions with estimation perioanftoading day —250 to —10. We use a treatment tsfiemdel

with Huber-White sandwich estimators to addresemiidl endogeneity between capital expenditure stated use
of proceeds and stock price reactions. In spetifioca(1), we use an alternative instrument (neetssgrowth) in
the first stage probit analysis. In specificati@, ve use the CAR calculated over the (-8,1) wimdtstead of the
(-1,1) window as dependent variable. In specifizai{3), we include a high tech dummy defined adirmd in

Appendix | as an additional explanatory variablealr dummies are included but not reported. Detal&fahitions

of variables can be found in Appendix ttstatistics are reported in parentheses. N denthtesnumber of
observations. Rho is the correlation coefficientha errors in the two component equations., and” represent
significance at the 10%, 5% and 1% significancellenespectively.



Table 8. Median firm characteristics from the year preceding the issue to two yearsfollowing theissue
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Panel A
| Japan U.S. Other countries
Stated use of proceeds  Firm characterisficyr. -1 YearO Year1l Year?2 Yr.-1 Year0 Year lYear 2 Yr.-1 YearO Yearl Year?2
Capital expenditure | Total assets 1.000  1.053%* 1,132%* 1 256% 00 1.171%*  1536%* 22314+ 1.000  1.111%*  158%*  250r*
Capital expenditure 0.054  0.056** 0.062*** 0.07t* 0.065  0.088%* 0.113** (0.124** 0101  0.168*  0.259%**  0.269***
Research & Development  0.023  0.024** 0.025** (032" 0.081  0.065%* 0.087** 0.082** 0.000  0.00 0.000%*  0.000***
Cash 0.171  0.186%* 0.208** 0.244** 0.349  0.328 0.398** 0.446%* 0.158  0.182%*  0.230** 0.169***
Long term borrowing 0.086  0.072 0.077 0.078 0.0230.088 0.531 0.161 0.0019  0.472 0.124 0.121
Working capital 0.108  0.111%* 0.112%* 0.134** 0.604  0.846 0.237 0.080 0540  0.188* 0.107% 0QO*+*
Debt refinancing Total assets 1.000  1.040%*  1.34g% 1 7520 100 12174 1.384%+  2231%* 1.000  1.143%*  13@% 2361
Capital expenditure 0011  0.017* 0.019%* 0.031** | 0.050  0.055** 0.073** 0.099** 0.045  0.061*  0.072*** 0.085**
Research & Developmenf  0.013  0.013*  0.020*  0.017 0.055  0.068** 0.084** 0.076%* 0.0028  0.002*%  0.002**  0.0029
Cash 0.194  0.266** 0.330** 0.351** 0.192  0.18F 0.339%* 0.312%* 0.128  0.141%*  0.261%* (0.212%*
Long term borrowing 0.049  0.0020*  0.050 0.003 300 0.071* 0.037 0.134 0.253  0.193 0.433 0.232
Working capital 0.306  0.286 0.306 0.281 0374 683 0424 0.449 01111  0.175 0.814 0.401
Acquisition Total assets 1.000  1.031%* 1,083 1.159%* 00  1.196%*  1.243%*  1.662%* 1.000 10727  1.05%*  1.111%*
Capital expenditure 0.037  0.039 0.040 0.046%* | 031  0.053** 0.066** 0.074*** 0.060  0.067** (D46 0.055%**
Research & Developmen  0.016 ~ 0.017** 0.019** 0@ 0.024  0.028%* 0.029***  0.027** 0014 045 0.008***  0.007**
Cash 0.148  0.156%* 0.162%* 0.197** 0.072  0.073  0.115** 0.106*** 0.085  0.115 0.099%*  0.119%+
Long term borrowing 0.052  0.044 0.065 0.045 0.021 0.042 0.029 0.070 0.0051  0.000 0.004 0.025
Working capital 0.115  0.112%* 0.129%*  0.144* 0.131  0.169* 0.185 0.206** 0215  0.012%*  0.144** 0.070**
Working capital Total assets 1.000  1.006* 1.020%  1.041%* 1.000  1.110%* 1.B8%  1.822% 1.000  1.144%*  119% 1.48%
Capital expenditure 0.015  0.018 0.013 0.013 .03 0.038*  0.042%*  0.054*** 0.040  0.049** 0.063 093
Research & Development  0.013  0.014 0.015 0.014 1280.  0.149%*  (0.185%*  (0.183** 0.012  0.026 0.002  0.000
Cash 0.132  0.133 0.125 0.154%%* 0.300  0.300**  @BR8*  0.400*** 0.163  0.148* 0.127 0.208***
Long term borrowing 0.054  0.055 0.050 0.057 0.0100.015 0.000 0.028 0.108  0.307* 0.122 0.152
Working capital 0.150  0.184* 0.236**  0.259* 0.219  0.300 0439 T4 0370 0.116 0.191*  0.182*
General purposes Total assets 1.000  1.100%* 1,138  1.251% 100 1.100%*  1.246%*  1,645%* 1.000  1.071 1.154%  1.460%**
Capital expenditure 0.047  0.053*  0.044 0.063* 04B  0.050%* 0.053**  0.064%** 0.052  0.057** (060 0.069*
Research & Development  0.055  0.057** 0.054** Q% 0.067  0.071¥* 0.078** 0.079** 0012  0.a2**  0.013** 0.016***
Cash 0.183  0.210 0.207**  0.185* 0.173  0.187%* 283 (. 272%* 0120  0.131 0.154**  0.186*
Long term borrowing 0.0008  0.0036 0.008*  0.008 09  0.025 0.007 0.014 0.039  0.108**  0.051* @1
Working capital 0.118  0.100 0.023 0.074* 0.249 27@**  0.260**  0.264** 0.191  0.091 0.120 0.151*
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Panel B
Countries Year 0 Year 1 Year 2
Difference in median  Wilcoxon test  Difference indi@  Wilcoxon test| Difference in median  Wilcoxostte
Japan-U.S. -0.107 -3.10 -0.188" -3.74 -0.344 -2.88
Japan-Other countries -0.109 -2.11 -0.114 -1.38 0.150 1.27
U.S.-Other countries —0.003 -0.13 0.074 0.85 0.320%** 2.65

Notes Panel A reports median firm characteristics (@tadized by the book value of total assets in e ypreceding the convertible bond issuance) in
the year preceding the issue (year —1), the iseae (year 0), and the two years following the isguars 1 and 2), ", and™ represent significant
differences in the firm characteristics for yeard O0and 2 relative to year —1, at the 10%, 5% E¥xdconfidence levels. Panel B repatiferences in the
increases of the median capital expenditure/tatsdis ratio (relative to its value in year —1) lestw geographic subsamples in year 0, year 1 andyea
Two-population Wilcoxon rank-sum (Mann-Whitney)tgeare used to test the significance of the diffees in the median increases.
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Figure 1. Average stock pricereactions associated with convertible bond issues by their stated purpose of issue

O | 1

1 - —— mCapital expenditure
Debt refinancing
Acquisition
Working capital

-2 — General purposes

-3

Notes This figure illustrates average announcementcedféor convertible bond issues by their state¢ppse of issue. Average cumulative abnormal stotkme (CAR)
over window (-1, 1) are on the vertical axis. Ttasbon the horizontal axis represent the stateggser of convertible issues (obtained from SDC),ctvhdre capital

expenditure, debt refinancing, acquisition, work@agital, and general purposes, respectively (gbom left to right).



Appendix |

Variable Classification Definition

Capital expenditure Use of Thomson’s SDC 1 if the stated uses of proceeds include capitatediture or related terms, and 0 otherwise

dummy proceeds Platinum

Capital expenditure/TA Firm-specificc  Datastream iGdmxpenditure divided by total assets

Debt/TA Firm-specific | Datastream Total debt dividadtotal assets

High tech Firm-specific | Datastream 1 for high tealbgy firms, and 0 otherwise. We define high tedbgg companies following

the SIC codes identified by Loughran and Rittet0@0

Japan dummy Market- Datastream 1 for Japanese issues and 0 otherwise
specific

Keiretsu dummy Firm-specific| 2001 Edition of 1 for Japanese firms that are mentioned on theofismajor group companies’ of the 20(

Industrial Groupings in | Edition of Industrial Groupings in Japan, Part I("@ertically integrated groups’), and 0 for g
Japan other Japanese and non-Japanese firms.

LnTA Firm-specific | Datastream Natural logarithmtofal assets denominated in U.S. dollar

Market return volatility Market— Datastream Annualized market return volatility ccdéited from daily returns on the S&P 500 indexrdte
specific window (—240,—40) relative to the convertible b@mhouncement date

Market run-up Market— Datastream Return on the S&P 500 index over thelowin(—60,—2) relative to the announcement date
specific

Maturity Issue—specifici Datastream Convertible boraturity, measured as of the issue date

Net asset growth Firm—specific  Datastream The drafthe book value of equity, measured over thedli year prior to issuance

Proceeds/TA Issue—specific  Datastream RelativedSiiee convertible bond offering, calculated aes dfffering proceeds divided by tot

assets

Short selling dummy Market— De Jong et al. (2012) 1 for the sample countriesadthg short selling, and 0 for the sample cousttieving a shor

specific selling ban in place on the date of the convertidbt issuance. We assume that there ar

short selling bans before 1990, the start of DegJiral (2012)'s sample period, and after 20
the end of their sample period, except for Franwt @ermany who still had short sale bans
place after 2009.

Slack/TA Firm—specific| Datastream Cash and shamtr-favestments divided by total assets

Stock return volatility Firm—specifici Datastream rAralized stock return volatility, calculated fromilgt stock returns over the window (—250,—
10) relative to the convertible bond announcemerte d

Stock run-up Firm—specific Datastream Stock retwrer the window (-60,—-2) relative to the announaendate
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Appendix I1: Relevant extractsfrom rulesfor disclosure of stated uses of proceeds

This Appendix provides relevant rules regardingldisures of intended uses of proceeds of
security offerings for the U.S. and Japan. Theaexér are copied directly from the relevant
Acts and Rules. We have indicated some interegtants in italics. All of these sources are
publicly available on the web.

[1-1. United States
Schedule A of the SEC’s 1933 Securities'Act:

“(13) the specific purposes in detail and the appnate amounts to be devoted to such
purposesso far as determinabldor which the security to be offered is to supfugds, and

if the funds are to be raised in part from otharrses, the amounts thereof and the sources
thereof, shall be stated;”

Regulation S-K, item 504:

“State the principal purposes for which the netcpeuls to the registrant from the securities
to be offered are intended to be used and the appate amount intended to be used for
each such purpos®&/here the registrant has no current specific planthe proceeds, or a
significant portion thereof, the registrant shatl stateand discuss the principal reasons for
the offering.

Instructions to Item 504: 1. Where less than adl $lecurities to be offered may be sold and
more than one use is listed for the proceeds, atelithe order of priority of such purposes
and discuss the registrant's plans if substanti@gs than the maximum proceeds are
obtained. Such discussion need not be includeddeowriting arrangements with respect to
such securities are such that, if any securitiessatd to the public, it reasonably can be
expected that the actual proceeds will not be salisily less than the aggregate proceeds to
the registrant shown pursuant to Item 501 of Reguis5-K (§ 229.501).

2. Details of proposed expenditures need not be gifeerexample, there need be furnished
only a brief outline of any program of constructionaddition of equipment. Consideration
should be given as to the need to include a dismuss certain matters addressed in the
discussion and analysis of registrant's financtaddition and results of operations, such as
liquidity and capital expenditures.

3. If any material amounts of other funds are neamgsto accomplish the specified purposes
for which the proceeds are to be obtained, st&eathounts and sources of such other funds
needed for each such specified purpose and theesotlrereof.

4. If any material part of the proceeds is to bedu® discharge indebtedness, set forth the
interest rate and maturity of such indebtednesshdfindebtedness to be discharged was
incurred within one year, describe the use of tteegeds of such indebtedness other than
short-term borrowings used for working capital.

13 \www.sec.gov
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5. If any material amount of the proceeds is taded to acquire assets, otherwise than in the
ordinary course of business, describe briefly aateshe cost of the assets and, where such
assets are to be acquired from affiliates of tlggsteant or their associates, give the names of
the persons from whom they are to be acquired andosth the principle followed in
determining the cost to the registrant.

6. Where the registrant indicates that the procemdy, or will, be used to finance
acquisitions of other businesses, the identityushsbusinesses, if known, or, if not known,
the nature of the businesses to be sought, thesstétany negotiations with respect to the
acquisition, and a brief description of such businghall be included. Where, however, pro
forma financial statements reflecting such acqoisiare not required by Regulation S-X (17
CFR _210.01 through 210.12-29), including Rule 8t@5smaller reporting companies, to be
included in the registration statement, the posdims of any transaction, the identification
of the parties thereto or the nature of the busisesight need not be disclosed, to the extent
that the registrant reasonably determines thatipuh$closure of such information would
jeopardize the acquisition. Where Regulation Sp¢|uding Rule 8-04 for smaller reporting
companies, as applicable, would require finandetiesnents of the business to be acquired to
be included, the description of the business tadopiired shall be more detailed.

7. The registrant may reserve the right to chamgeuse of proceeds, provided that such
reservation is due to certain contingencies thatdescussed specifically and the alternatives
to such use in that event are indicated.”

Common practice for Rule 144a offerings (Cohen.e2@15):

“The disclosure document in a Rule 144A offerirtgpgcally modeled after a public offering
prospectus This holds true for financial statement requirateeas well — although the line
item disclosure rules of the Securities Act dostattly apply to private offerings under Rule
144A, it has become standard practice to follovs¢heiles as if they applied to Rule 144A
offerings, with only limited exceptions. In manyugtions, the commitment committees of
the major financing sources will insist on incluglifinancial disclosure in the Rule 144A
offering circular that is in all material respeatensistent with the financial statement
requirements that would apply to a registratiortesteent filed with the SECRule 144A
offerings are typically sold off the desk to buyets expect substantially the same level of
disclosure that they would receive in a public déalditionally, in the case of a Rule 144A
offering with registration rights, the Rule 144Aaeilar will be followed by a registered
exchange offer prospectus and the buyers of tlezedffsecurities will thereby receive full
Securities Act disclosure after the closing. Thanef Rule 144A offering circulars typically
follow the public offering rules described abovalhmaterial respects.”

[1-2. Japan

Japan Securities Dealers Association (JSDA) rulekb&hapter I11:*

“Article 20: When a Lead Managing Regular Memberdeinwriter underwrites a public

offering of Share Certificates, etc., it must resjute issuer to report its cash flow, etc. for
the purpose of confirming the purpose of use oflfuraised by the public offering and its
effect, and to publicize the matters prescribedaoh Item below to clarify the purpose of use

4 http://www.jsda.or.jp/en/rules/content/140101E4if .p
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of funds to be raised in the press release matepabscribed in the Detailed Rules
(hereinafter referred to as “Press Release Ma$&)idl3 (1) Purpose of use of the funds to be
raised;Disclosure of specific contents, amount and tim@ayment for each item such as
equipment investment, repayment of loans and imesgtfinancing, etc(2) Effects of the
funds to be raised on the future profits of thaiess Specific and, to the extent possible,
guantitative disclosure (if the disclosure is madecertain assumptions, such fact shall be
described).”



