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IPO pricing of Pure Primary Equity Carve-Outs
upon Public Information in Korea

Choi, Jong-Hyun - Baek, Bong-Kee*

< Abstract
Using 71 pure primary equity carve-outs(ECO) from 2000 to 2013, this study explore the

efficiencies of pricing on initial public offering(IPO) while testing consistent with Prospect
Theory(Loughran and Ritter, 2002). Loughran and Ritter(2002) posits that both private and public
information are not fully incorporated into the offer price and these bring to leave a considerable
money left on the table. Equity carve-outs are less underpriced, consistent with the idea that
bigger and more mature firms than general IPOs tend to be reduced asymmetric information(Lowry
and Schwert, 2004). To our knowledge, any study that have focused on examinations both
efficiencies on the IPO pricing and determination of initial returns of ECOs in Korea is none. This
paper would be contributed to the literature regarding the pure primary ECO’s pricing in Korea
under the revision of underwriter’s rules.

Our analyses confirmed that overhangs and the parent firm’s excess return of range-setting
period, twenty trading days prior to fixing the price range are significantly higher initial return at
the deregulation regime. Also we find that the return of market during the pre-pricing period is
positively and significantly related to both price update and initial return. Furthermore, underpricing
of pure primary of ECO is higher than general IPOs at the deregulation regime, compared to
results of previous literatures on IPO pricing in Korea. This result is inconsistent with less
underpricing of ECO from Lowry and Schwert's(2004) study. Especially, shares overhangs, which is
the ratio of subsidiary shares retained by the parent relative to the aggregated number of shares
of issued shares prior to going public less its retained shares, are significantly positive only to
initial return but price updating. Theses evidence are significantly influenced to the larger
underpricing of pure primary shares than general IPOs. These findings are strongly supporting the
prospect theory and indicate the determination of undermining the efficiencies on pure primary

ECOs under book-building mechanism at the deregulation regime in Korea.

Key word : Equity Carve-Outs, Public Information, IPO Pricing
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=3t o 23} 0%
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10%0|Lie| Re|=ES 2o|0|SiCt.
A2t o AI23f OFF
Wd A FEE o @
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W4 B : 7G93V IERIE ® @
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01 01  ©&H O 01 (62 @) (4 (e @M
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(0.407) (0440 0332 0410 (2920 (3611) (3218 (3370
Overhang 0002 0132
(-0060) 339
Adi. 3 -0027 -0.080 -0070 -0077 -0.080 -0076 0.107 0311 0424 0312 0.343 0.397
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(1042 (1133) (1022) (1.064) (1310 (1131 091 0499) 0921 (0986)
PabReturn1 1.783 2123 210 1223 1.158 1.265 1.223 1.393 1546 1.243
(37639 (399 (3508) (3635) 3332) @740 (3430 (3636) (381 (290
Overhang 0.346 0190 0.221 0226 0190 0202 0236 0.281 0221 0207
(677) (1289) (1348 (2.464) (2002 (@189 @421) @1 (1292 (1769)
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(2876) (3463) (3.160) (2467) (2475) 2982) (2606) (2652) (2946) @2778)
Ag. R 0481 0472 0421 043% 0.388 0461 0427 0464 0455 0.364
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()QF2 t-valueo]ar ***, ** *= Z}Z}y 1%, 5%, 10%<I1He] FFES ofn|gicth
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