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1. Executive summary

This study looks at the primary stock markets from two different perspectives. First, new is-
sue activity at the three largest European stock exchanges over the period 01/01/2005 to
03/31/2008 is scrutinized. Contrary to conventional wisdom it turns out that as far as IPOs are
concerned, the dominance of the LSE is by far not as pronounced as expected. In fact, while
the LSE recorded 183 IPOs over the period under consideration, Euronext had 206 and
Deutsche Borse 135 IPOs. The reason for this result is due to the fact that the by far largest
number of new issues take place at AIM (960 over the period mentioned above), but almost
all of these issues have not been IPOs, i.e. no prospectus approved by the financial supervi-
sion authority according to EU-rules was filed. Also, when looking at the 1PO issue volume,
LSE is far from dominating the European market. In fact, total PO issue volume at LSE was
about 56 billion Euros over the period considered here, while at Euronext it was equal to 41
billion Euros and at Deutsche Bdrse to 19 billion Euros. Moreover, it should be noted here
that more than 60% of the issue volume recorded at Euronext comes from transactions la-
belled as “IPO&Placings’. Regularly, in these transactions a smaller part of the shares are
offered on the EU-regulated market while the larger part is offered via a private placement.

A further interesting result from this primary market analysis is the fact that every of the three
exchanges have a different industry focus. In fact, almost all issuers in the alternative energy
segment have chosen Deutsche Borse as their primary listing venue. Also for chemicals,
software and computer services and electronic equipment Deutsche Borse attracts more than
50% of the 1PO issue volume on the three exchanges. LSE is the dominating exchange as far
as issuesin the mining, metal, retail and travel sector are concerned. Euronext dominated over
the period under consideration the sectors electricity, media and transportation.

The second focus of this study was to look at primary stock markets from the perspective of
the issuer. Following and extending two former studies of Kaserer/Schiereck (2006, 2007),
the authors analyzed these costs for Deutsche Borse, Euronext, Hong-Kong Stock Exchange,
LSE, NASDAQ and NY SE. These exchanges are analyzed along different dimensions related
to flotation costs, trading costs and listing fees. Using the scoring model developed by
Kaserer/Schiereck (2007) it turns out that among the large cap market segments the Frankfurt
Prime/General Standard seems to be the most attractive with a score of 2.1. NYSE (Large
Cap) and the LSE Main Market achieve a score of 2.6 and 2.8 respectively, while Hong Kong
Stock Exchange gets a score of 3.0. In contrast, the NASDAQ (Large Cap) reaches a score of
3.1, followed by Eurolist’s score of 3.5. As far as small cap market segments are concerned,
the Frankfurt Entry Standard seems to be the most attractive with a score of 2.1. It is followed
with by NY SE (Small Cap) and NASDAQ (Small Cap) with a score of 2.5 and 2.8 respec-
tively. GEM gets a score of 3.1 followed by AIM’s and Alternext’s score of 3.4.

More specifically, the single results behind these overall scores can be summarized as fol-
lows:



The cost of going public

1

The average tota flotation cost for a new issue recorded over the period 01/01/1999 to
03/31/2008 was 7.5% of gross offering proceeds at Euronext, 7.8% at NY SE, 8.4% at
Deutsche Borse, 9.6% a NASDAQ, 12.2% at LSE and 14.0% at Hong-Kong Stock
Exchange. The median flotation cost is a little bit lower, although the ranking among
the listing venues on the basis of the median would almost be the same. By looking at
the large cap segments the average total flotation cost is as follows. 7.0% at Eurolist,
7.4% a NYSE, 7.5% at the Frankfurt Prime/General Standard, 8.0% at NASDAQ,
8.6% at the London Main Market and 10.8% at the Hong-Kong Main Board. For the
small cap market segments the results are the following: Alternext 8.6%, NASDAQ
and NYSE small cap issues 10.2% and 10.1% respectively, Entry Standard 10.4%,
AIM 14.8% and GEM 20.1%. Basically, these results are corroborated when control-
ling for the impact of issue size by using a standard linear regression approach. How-
ever, not all of these differences turn out to be statistically significant.

Total flotation costs can be split-up into underwriting fees, i.e. fees paid to the invest-
ment banks, and non-underwriting fees, i.e. fees paid to lawyers and auditors as well
as other expenses incurred during the offering process. For the median non-
underwriting fees the results are as follows. NY SE 1.2%, Euronext 1.9%, NASDAQ
2.1%, Deutsche Borse 2.7%, LSE 4.8% and Hong-Kong Stock Exchange 8,1%. For
the median underwriting fees we find: Hong-Kong Stock Exchange 2.5%, LSE 3.4%,
Euronext 3.4%, Deutsche Borse 4.8%, NY SE 6.5% and NASDAQ 7.0%. Again, the
results are corroborated by a linear regression analysis although, by controlling for the
size effect, not all of these differences are statistically significant.

Admission fees differ quite substantially across the stock exchanges under considera-
tion. For large cap companies Eurolist, LSE's Main Market and NY SE are the most
expensive market segments, while the Frankfurt Prime/General Standard is the most
favourable by far. As far as growth markets are concerned similar considerations ap-
ply, although NASDAQ and NY SE turn out to be the most expensive exchanges in
this segment. Again, the Frankfurt Entry Standard is the most favourable by far.

Remarkably, we do not find higher total flotation costs for international issues at any
of the stock exchanges covered in this study. Moreover, we even find a higher cost for
domestic issues at the LSE.

As far as indirect costs in form of underpricing are concerned, we evaluate medium
range as overall most attractive. Very small underpricing will induce only limited in-
terest of investors to sign IPOs, and in the case of extreme underwriting newly listed
firms leave too much money on the table. Our findings document low first listing day
returns in Frankfurt which is closely to our ideal benchmark.

The cost of being public

6. According to the empirical evidence presented in this study mean SEO underwriting

7.

fees equal to 2.0% at LSE, 2.1% a Hong-Kong Stock Exchange, 3.0% at Deutsche
Borse, 3.7% at Euronext and NY SE and 5.1% at NASDAQ.

The difference in listing fees is quite substantial, although not as pronounced as for
admission fees. Again, for large cap firms the Prime/General Standard is most attrac-
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tive under this dimension, while NY SE and NASDAQ are most expensive. For growth
firms the differences among the European exchanges are quite small, while NASDAQ
and NY SE are again substantially more expensive.

. While investors maximize net stock returns, companies have to calculate with gross
returns as required costs of capital. The difference between gross returns and net re-
turns contain trading costs. These trading costs consist of explicit and implicit cost
components. We show that at the Prime/General Standard (Entry Standard) in Frank-
furt the overall trading costs tend to be slightly lower than at NYSE and Eurolist.
However, they are significantly lower compared to Main Market (AIM) in London,
using recent trading data of new equities. The firm characteristics of new listings in
Germany compared to the Eurolist countries, the UK and the US show some remark-
able differences. New equities at the Eurolist and the Main Market have a higher ratio
of days without any trading than Prime/General Standard IPOs. The new issues at the
AIM have higher average market values than I1POs at Alternext, Entry Standard and
GEM I1POs, but average trading volumes are remarkably lower and days without trad-
ing more often at AIM compared to the Entry Standard. Controlling for these firm
characteristics the implicit trading costs (measured by the bid-ask spreads) are the
lowest at NYSE and the Hong-Kong Main Board followed by NASDAQ,
Prime/General Standard and Eurolist. Consistent with other studies we find extremely
high implicit trading costs a Alternext and the AIM. Hence, it seems that IPOs at Al-
ternext and new issues at AIM are unattractive expensive listing alternatives from a
trading cost perspective compared to an PO at Deutsche Borse.
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2. Introduction and framewor k

This chapter reports the recent issue activity on European primary equity markets. More spe-
cifically, we look at new issues of shares undertaken on the targeted stock markets. It should
be noted that the term new issues refers both to initial public offerings (IPOs) and private
placements. In this study, an IPO is defined as an offering of new shares to the general public
to which the obligation to publish a prospectus according to Directive 2001/34/EC applies. A
private placement — referred to also as placing — is an offering of new shares to which the ex-
emption from the obligation to publish a prospectus set forth in Article 3 lit. 2. of the above
mentioned directive applies. It should be noted that according to Article 3 lit. 3. of this direc-
tive securities offered under this exemption rule cannot be listed on an EU-regulated market.
A stock market is called an EU-regulated market, if it complies with the rules set forth in Title
11 of the Directive 2004/39/EC."

Apart from new issues we look also at so called introductions in this section. An introduction
takes place when an issuer applies for the admission to trading of its stocks without offering
any stocks to the public and, as a consequence, without raising any new capital. It should be
noted, however, that as long as these securities have not aready been listed on an EU-
regulated market, an introduction on such a regulated market requires a prospectus. Almost all
introductions recorded in this study, however, took place on exchange-regulated markets
avoiding in thisway any obligation to publish a prospectus.

In the last part of this section we briefly introduce the cost of capital framework upon which
those parts of these study are based that deal with the cost of going public and being public.

2.1 Recent issue activity in Europe

Subsequently, we analyze the new issue activity at the three largest European stock exchanges
- Deutsche Borse (DBAG), Euronext, and London Stock Exchange (LSE). For this purpose,
we recorded data on new issues and listings? over the period 01/01/2005 to 03/31/2008 from
the homepages of the exchanges. Before we go to the analysis of this new issue activity, we
start with some general remarks on the European capital market with respect to its major insti-
tutions and compulsory publication requirements associated with the process of going public.

2.1.1 Themarket for new issuesin Europe: institutions and regulations

In order to realize the vision of a single market in financial services, the European Commis-
sion (EC) installed two advisory committees in 2001 that support and advise the Commission
in regulating those services. With respect to the securities markets, the European Securities
Committee (ESC) provides advice and expertise to the European Commission, while the
Committee of European Securities Regulators (CESR) functions as a link between the Com-
mission and the supervision authorities in the Member States. As such, the CESR is designed

! According to Article 47 of this Directive the Commission publishes each year alist of those stock markets that were designated as regulated
markets according to the supervisng Member State. For instance, the Frankfurt-based Entry Standard or the London-based AIM are ex-
change regulated market segments as opposed to EU-regulated markets.

2 A new issue is a transaction by which capital is raised. In this study, the term new issue therefore comprises both IPOs and placings. A
listing is a process by which equity is newly listed at a stock exchange. Introduction, 1PO, and placing are all accompanied by a listing.
Hence, we use the term new listings when we refer to the number of listings caused by either a new issue or anintroduction.

12



to ensure the correct and uniform application of measures as defined by the Directives of the
European Commission.®

The European capital market has been both liberalized and regulated in 2001 by the Directive
2001/34/EC of the European Parliament enacting “the modernization and harmonization of
securities markets with a view to achieving a genuine capital market by both stepping up and
simplifying requirements, thereby helping to promote consistency and guarantee investor pro-
tection”. Consequently, the European Parliament passed the Directives 2003/71/EC and
2004/109/EC which primarily focus on harmonizing the conditions for the publication of in-
formation regarding security offers to the public, admission of securities to an official stock-
exchange listing, and admission to trading.

The Directive 2001/34/EC concerns all securities which either are admitted to official listing
or request an admission to official listing. In order to be admitted to trading, companies must
publish an information sheet to which the Directive refersto asa*“listing particular”.

The Directive 2003/71/EC is designed to improve the quality of information provided to in-
vestors by companies wishing to raise capital via a public offering. With the Directive, a sin-
gle authorization system for prospectuses which may be used in all EU Member States (‘'single
passport for issuers) is introduced. The Directive furthermore introduces new rules making it
easier and cheaper for companies to raise capital throughout the EU by leaving the approval
of an offering solely to the regulatory authority in one Member State (‘home competent au-
thority'). The Directive also defines the obligation to publish a prospectus enacting that
“Member States shall not allow any offer of securities to be made to the public within their
territories without prior publication of a prospectus’.* However, the directive rules that the
obligation to publish a prospectus may be exempted for offers of securities addressed solely to
qualified investors’, to fewer than 100 natural or legal persons per member state, and/or to
offers, where each investor acquires a stake of at least 50,000 Euros or the denomination per
unit is at least 50,000 Euros. Finally, offerings where the aggregate offering volume over a
period of 12 months is less than 100,000 Euros are also exempted from the obligation to pub-
lish a prospectus.®

In contrast to the market for public offerings, the market for private placements has not yet
been harmonized. The EC is, however, currently working on a design of private placement
regimes. In its recent assessment report, the EC defines a private placement as “a distribution
method through which designated market participants can buy and sell financial instruments
to each other without having to comply with the rules that would usually apply when the same
instruments are offered to the public or to retail investors.”’ For now, it must thus be con-
cluded that private placements are in general exempted from the obligation to publish a pro-
spectus provided that there is no application for listing the shares on any EU-regulated mar-
ket.

8 Cf. Directives 2001/528/EC and 2001/527/EC.

“ Cf. Directive 2003/71/EC Art. 3 lit. 1.

® For a definition of qualified investors cf. Directive 2003/71/EC Art. 2 lit. 1(e).
® Cf. Directive 2003/71/EC Art. 3 lit. 2.

" EC (2008): “Executive Summary to the impact assessment report”, p. 2.
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2.1.2 New listingsat DBAG, Euronext, and L SE

Although by looking at the total number of listings® LSE is the European exchange with the
highest market activity, we will show in the following section that the picture becomes more
ambiguous, if one focuses on |PO-activity in a more narrow sense. However, as far as new
listings are concerned, LSE reports a number of 1,537 over the period 01/01/2005 to
03/31/2008, while Deutsche Borse and Euronext report 487 and 369 new listings respectively.

Figure 1 reports the number of new listings with regard to the type of transaction. In London,
most new listings occur either as a placing or an introduction. In contrast, at Deutsche Borse
new listings are either realized as an introduction or an IPO. It should be noted here that
Deutsche Borse records the by far largest number of introductions within the period covered.
Actually, 347 companies were introduced and admitted to trading at Deutsche Borse between
01/01/2005 and 03/31/2008. Surprisingly, only a few introductions are recorded for the Eu-
ronext according to the data provided by the Euronext homepage.

A particularity of the Euronext is that alarge number of transactions are classified as simulta-
neous placing and public offering. According to our research, these transactions are generally
structured as such that 90% of the capital is raised by a placing and the remaining 10% by a
public offering.’

1,200
W Euronext

1,000 - DBAG

800 - LSE

600 -

400 -

200 -

0 ,4——'_- ; . ; .
Introduction IPO IPO & Placing Placings

Note: According to our research no mixed offerings (i. e. IPO & Placing) have been undertaken at the DBAG.
Effectively, it is very difficult to gather reliable information about private placements related to listings at
DBAG. It isnot excludable, that a crossborder offering in Europe and USA including a placement according to
SEC Rule 144a, which is considered a private placement, is reported in Germany either as a pure 1PO or not
reported at all instead of a mixed offering. Hence, we can not rule out that LSE or Euronext are classifying such
transactions, for instance as mixed offerings, potentialy leading to a distortion of the numbers compared here.

Figure 1: Number of new listingsat Euronext, DBAG, and L SE over the period 01/01/2005 to 03/31/2008

8 The term “new listings’ comprises all transaction types (i. e. Introduction, IPO, and Private Placement) covered in this study and refers to
thetoal number of newly listed stock.

® According to our research no mixed offerings (i. e. IPO & Placing) have been undertaken at the DBAG. Effectively, it is very difficult to
gather reliable information about private placements related to listings at DBAG. It is not excludable, that a crossborder offering in Europe
and USA including a placement according to SEC Rule 144a, which is considered a private placement, is reported in Germany either as a
pure IPO or not reported at all instead of a mixed offering. Hence, we can not rule out that L SE or Euronext are classifying such transactions,
for instance as mixed offerings, potentially leading to a distortion of the numbers compared here.
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2.1.3 IPO activity at DBAG, Euronext, and L SE

Over the period 01/01/2005 to 03/31/2008, atotal of 115 billion Euros have been raised via
IPOs at Deutsche Borse, Euronext, and LSE. Figure 2 displays PO volumes by stock ex-
change. It should be noted, the total IPO volume is the sum of IPOs and mixed offerings
(IPOs & Placings).

With regard to “pure” 1POs, activity is highest at the LSE where 1PO volume sums up to more
than 52 billion Euros over the period 01/01/2005 to 31/03/2008. Companies raised almost 19
billion Euros via an IPO at Deutsche Borse, and approximately 14 billion Euros & the Euron-
ext.

As outlined earlier, mixed offerings are primarily conducted at the Euronext where these
transactions account for over 65% of Euronext’s total PO volume which is equal to 41.6 bil-
lion Euros. Although mixed offerings are also conducted rather frequently at the LSE, this
method of issuance is still of minor importance there.

60,000 -
E
50,000 i W Euronext
DBAG
40,000 - LSE
30,000 -
20,000 -
10,000 - I
0

IPO IPO & Placing Total

Note: According to our research no mixed offerings (i. e. IPO & Placing) have been undertaken at the DBAG.
Effectively, it is very difficult to gather reliable information about private placements related to listings at
DBAG. It isnot excludable, that a crossborder offering in Europe and USA including a placement according to
SEC Rule 144a, which is considered a private placement, is reported in Germany either as a pure 1PO or not
reported at all instead of a mixed offering. Hence, we can not rule out that LSE or Euronext are classifying such
transactions, for instance as mixed offerings, potentialy leading to a distortion of the numbers compared here.

Figure 2: IPO volumesin million Euros over the period 01/01/2005 to 03/31/2008

2.1.3.1 PO activity by market segment

Table 1 reports the total capital raised via |POs by market segment. Deutsche Borse as well as
Euronext and L SE offer tailor-made market segments for small and large cap companies. The
small cap market segments are AIM (LSE), Alternext (Euronext), and Open Market including
the Entry Standard (Deutsche Bérse). The large cap market segments are Eurolist (Euronext),
Main Market (LSE), and Prime or General Standard (Deutsche Bérse).

Surprisingly, in terms of capital raised via |POs, the small cap market segments do not only
play a minor role - they almost play no role at all. For the AIM, we do not even record one
single “pure” 1PO for the period under consideration. Thus, PO activity apparently takes
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primarily place at large cap market segments. With respect to ordinary 1POs, London’s Main
Market is clear ahead with an IPO volume of 55 billion Euros. Deutsche Borse is next with
almost 18 billion Euros, which is almost 50% more than what companies raise at the Euronext
over the same period. As outlined earlier, mixed issues, which we count to IPOs, are very
familiar at the Euronext. With almost 27 billion Euros raised via mixed offerings, the Euron-
ext is clearly leading in this category. Mixed offerings constitute only about 4% at the L SE.
For the Deutsche Borse, no mixed offerings are recorded at all.

IPO & IPO &
IPO Placing Total IPOin % Placing in %

Number of transactions
Small cap market segments
Alternext (Euronext) 8 70 78 10% 90%
Marché Libre (Euronext) 25 4 29 86% 14%
Open Market (DBAG) 7 0 7 100% 0%
Entry Standard (DBAG) 56 0 56 100% 0%
AIM (LSE) 0 3 3 0% 100%
Large cap market segments
Eurolist (Euronext) 39 60 99 39% 61%
Prime / General Standard (DBAG) 72 0 72 100% 0%
Main Market (LSE) 165 15 180 92% 8%
Capital raised in million Euros
Small cap market segments
Alternext (Euronext) 77 690 767 10% 90%
Marché Libre (Euronext) 27 16 43 62% 38%
Open Market (DBAG) 29 0 29 100% 0%
Entry Standard (DBAG) 720 0 721 100% 0%
AIM (LSE) 0 658 658 0% 100%
Large cap market segments
Eurolist (Euronext) 13,937 26,228 40,165 35% 65%
Prime / General Standard (DBAG) 17,940 0 17,940 100% 0%
Main Market (LSE) 52,888 2,318 55,094 96% 4%

Note: According to our research no mixed offerings (i. e. IPO & Placing) have been undertaken at the DBAG.
Effectively, it is very difficult to gather reliable information about private placements related to listings at
DBAG. It isnot excludable, that a crossborder offering in Europe and USA including a placement according to
SEC Rule 144a, which is considered a private placement, is reported in Germany either as a pure 1PO or not
reported at all instead of a mixed offering. Hence, we can not rule out that LSE or Euronext are classifying such
transactions, for instance as mixed offerings, potentialy leading to a distortion of the numbers compared here.

Table 1: IPO volumes by market segment over the period 01/01/2005 to 03/31/2008

2.1.3.2 Industry analysis of PO activity

With respect to industry analysis we find as a first result that new-issue-activity at the LSE is
clearly dominated by financial companies. In fact, Table 2 splits issue volumes into capital
raised by financial and non-financial companies. As can be seen, amost every second Euro
raised through a new issue at the LSE is collected by a financial company. Also at the Euro-
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next, financial companies are an important issuer, at least as far astheir ratio of total proceeds
is concerned. While only 14% of capital raised through an PO at Deutsche Bérse was col-
lected by financial companies, the same ratio was 46% at L SE and 40% at Euronext.

In order to get an idea of which industries raise capital in particular and to see whether there
are differences in industry capitalization among exchanges, we classify all issues in our data-
base according to the ICB classification standard®. Figure 3 displays the IPO volumes for
each non-financial super sector. With altogether more than 21 billion Euros issue volume ba-
sic resources, oil & gas, and industrial goods constitute the major industries within the PO
market of LSE. Euronext profits from the privatization of Electrcité de France which raised 7
billion Euros in 2005 alone and thus boosted the volume of utilities to over 8 billion Euros.
I PO activity at Deutsche BOrse is most intense in industrial goods & services and chemicals.

IPO & in % of
IPO Placing Placing Total Total
Number of transactions
Financials
Euronext 18 26 21 65 18%
DBAG 33 33 24%
LSE 95 14 353 462 38%
Non-Financials
Euronext 54 108 126 288 82%
DBAG 102 0 5 107 76%
LSE 70 4 681 755 62%
Capital raised in million Euros
Financials
Euronext 6,270 6,217 6,632 19,119 40%
DBAG 2,641 2,641 14%
LSE 17,656 2,466 28,930 49,052 46%
Non-Financials
Euronext 7,770 20,781 294 28,845 60%
DBAG 16,049 0 282 16,330 86%
LSE 35,232 511 22,047 57,790 54%

Note: According to our research no mixed offerings (i. e. IPO & Placing) have been undertaken at the DBAG.
Effectively, it is very difficult to gather reliable information about private placements related to listings at
DBAG. It isnot excludable, that a crossborder offering in Europe and USA including a placement according to
SEC Rule 144a, which is considered a private placement, is reported in Germany either as a pure 1PO or not
reported at all instead of a mixed offering. Hence, we can not rule out that LSE or Euronext are classifying such
transactions, for instance as mixed offerings, potentialy leading to a distortion of the numbers compared here.

Table 2: Relation of financialsto non-financials accor ding to number of listings and issue volume over the
period 01/01/2005 to 03/31/2008

1% Dow Jones and FTSE together define the Industry Classification Benchmark which consists of 10 Industries, 19 Super Sectors, 41 Sectors,
and 114 Subsectors. Both Euronext and L SE use the |CB standard. For more information see www.icbenchmark.com.
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Figure 3: IPO volumes (in million Euros) by industry over the period 01/01/2005 to 03/31/2008

Another interesting approach with respect to industry analysis isto take a closer look at grow-
ing industries such as alternative energies and high technology. According to the ICB classifi-
cation, subsectors of alternative energies are renewable energy equipment (0583) and alterna-
tive fuels (0587). High technology is split up into computer services (9533), internet (9535),
software (9537), computer hardware (9572), semiconductors (9576), and telecommunications
equipment (9578). Remarkably, Deutsche Borse seems to be the sole harbor for companies
specializing in alternative energies. With altogether 1.5 billion Euros, aternative energies
raised a respectable amount of money. With regard to high technology 1POs, each exchange
seems to occupy a particular field. Deutsche Borse reports a lot of PO activity in internet and
software, Euronext in telecommunications equipment, and the LSE in hardware.

1000 1 ™ Euronext 0583 Renewable Energy Equipment
900 1 DBAG 0587 Alternative Fuels
800 LSE 9533 Computer Services
700 - 9535 Internet
600 - 9537 Software
500 - 9572 Computer Hardware
200 | 9576 Semiconductors
9578 Telecommunications Equipment
300 4
200 4
100 +
o L 1 . a
0583 0587 9533 9535 9537 9572 9576 9578

Figure 4. IPO volumes (million Euros) in alternative energy and high technology over the period
01/01/2005 to 03/31/2008

18



Table 3 reports the five largest sectors for each exchange.™ It turns out that Deutsche Borse
attracts in particular companies specializing in electronic equipment, chemicals, and alterna-
tive energy. These three sectors account already for more than 40% of the total PO volume at
Deutsche Borse. Furthermore, the five largest subsectors account for amost 55% of total 1PO
volume at DBAG.

PO markets at Euronext and LSE are not that concentrated. At the Euronext, it is the privati-
zation of Gas de France which raised 7 billion Euros a once which accounts for the major
part of the high volume reported for electricity companies. The LSE has the least concentrated
IPO market. Here, in particular companies specializing in the exploitation of natural resources
raise money. Oil, gas, and mining companies have raised over 16 billion Euros in the past
three years.

Table 4 displays the five largest subsectors according to their total market share on the three
exchanges under consideration here. Deutsche Borse harbours aimost all IPOs within the field
of alternative energy. With over 1.5 billion Eurosin total PO volume, alternative energy has
become an important sector at Deutsche Borse. Notably, only about 2% of total capital raised
within alternative energy on the three exchanges has not been brought up at this exchange.
Companies specializing in chemicals and high tech services are also predominantly pursuing a
listing at Deutsche Borse. Euronext has only one very dominant sector which is electricity.
The volume in electricities which is remarkable both in absolute and relative terms results
however primarily from the privatization of EDF (Electricité de France) in 2005. As already
outlined earlier companies specializing in mining predominantly raise money at the L SE.

% of total capital

DBAG volume raised at DBAG
1. Electronic & Electrical Equipment 3,402 18.2%
2. Chemicals 2,700 14.4%
3. Alternative Energy 1,517 8.1%
4. Industrial Transportation 1,390 7.4%
5. Media 1,221 6.5%

Total 10,230 54.7%

% of total capital

Euronext volume raised at Euronext
1. Electricity 8,273 19.9%
2. Oil & Gas Producers 4,573 11.0%
3. Electronic & Electrical Equipment 2,816 6.8%
4. Media 2,621 6.3%
5. Industrial Transportation 2,036 4.9%

Total 20,319 48.8%

% of total capital

LSE volume raised at LSE
1. Oil & Gas Producers 7,622 13.6%
2. Ind. Metals & Mining 5,113 9.2%
3. Mining 3,338 6.0%
4. General Industrials 2,702 4.8%
5. General Retailers 2,465 4.4%

Total 21,240 38.0%

Table 3: TOP Five sectors according to PO volume in million Euros (best absolute strength) over the
period 01/01/2005 to 03/31/2008

1 Altogether the | CB distinguishes 41 Sectors.

19



% of total capital raised

DBAG volume at respective sector
1. Alternative Energy 1,517 97.8%
2. Chemicals 2,700 77.9%
3. Software & Comp. Services 1,040 64.6%
4. Electronic & Electrical Equipment 3,402 50.8%
5. Industrial Transportation 1,390 36.1%

Total 10,049 58.5%

% of total capital raised

Euronext volume at respective sector
1. Electricity 8,273 97.7%
2. Media 2,621 53.5%
3. Industrial Transportation 2,036 52.8%
4. Electronic & Electrical Equipment 2,816 42.1%
5. Support Services 1,172 39.8%

Total 16,918 63.0%

% of total capital raised

LSE volume at respective sector
1. Mining 3,338 99.7%
2. General Retailers 2,465 94.1%
3. Travel & Leisure 2,226 73.7%
4. General Industrials 2,702 73.0%
5. Industrial Metals & Mining 5,113 71.9%

Total 15,844 80.0%

Table 4. TOP Five billion Eur os sector s accor ding to relative | PO volume (best relative strength) over the
period 01/01/2005 to 03/31/2008, volume in million Eur os

2.1.4 New issue activity at DBAG, Euronext and L SE

Over the period 01/01/2005 to 03/31/2008, 174 billion Euros have been raised in total at
Deutsche Borse, Euronext, and LSE. The total issue volume at the LSE is equal to 107 billion
Euros - approximately two thirds of it is raised at the Main Market according to Table 5,
which reports the total issue volume for each market segment. About 48 billion Euros are
raised at the Euronext and 19 billion Euros a Deutsche Borse.

Table 5 furthermore splits total issue volume into total 1PO volume and placing volume. In
general, PO volumes account for at least 75% of total issue volumes within each market seg-
ment. The AIM forms the only exception from this rule as here I1POs account for only 2% of
total issue volumes. Quite opposite, placings at Deutsche Bérse generally occur very rarely.™

Figure 5 displays the new issue volumes by industry. The LSE reports large issue volumes for
oil & gas, basic resources, industrial goods & services, retail and media. For both Euronext
and Deutsche Borse we record high volumes within industrial goods & services as well. Oil &
gas and utilities are also very important at the Euronext. As outlined earlier, most volume re-
ported for utilities comes from the privatization of Electricité de France in 2005. Deutsche
Borse reports its highest 1PO activity in industrial goods & services. Deutsche Borse is also
relatively strong in chemicals.

12 |t should be noted in this regard that because placings don’t have a prospectus approved by any financial supervision authority, the infor-
mation given in the registration documents is of minor quality as it cannot easily be verified. This disclaimer applies to al the information
with respect to placings collected either from the exchanges websites or from regi stration documents and used in this study.
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Private Private

IPO /IPO & Placement/ IPO/IPO & Placement/
Placing Placing Total Placing in % Placing in %

Number of transactions
Small cap market segments
Alternext (Euronext) 78 40 118 66% 34%
Marché Libre (Euronext) 29 85 114 25% 75%
Open Market (DBAG) 7 2 9 78% 22%
Entry Standard (DBAG) 56 2 58 97% 3%
AIM (LSE) 3 957 960 0% 100%
Large cap market segments
Eurolist (Euronext) 99 22 121 82% 18%
Prime / General Standard (DBAG) 72 1 73 99% 1%
Main Market (LSE) 180 77 257 70% 30%
Capital raised in million Euros
Small cap market segments
Alternext (Euronext) 767 249 1,016 76% 24%
Marché Libre (Euronext) 43 20 63 68% 32%
Open Market (DBAG) 29 41 70 41% 59%
Entry Standard (DBAG) 720 84 804 90% 10%
AIM (LSE) 658 32,954 33,612 2% 98%
Large cap market segments
Eurolist (Euronext) 40,165 6,658 46,822 86% 14%
Prime / General Standard (DBAG) 17,940 157 18,097 99% 1%
Main Market (LSE) 55,094 18,023 73,117 75% 25%

Table5: 1PO and placing volumes by market segment over the period 01/01/2005 to 03/31/2008

14,000 - B Euronext 0500 Oil & Gas
DBAG 1300 Chemicals
12,000 q 1700 Basic Resources
LSE 2300 Construction & Materials
10,000 + 2700 Industrial Goods & Services
3300 Automobiles & Parts
8,000 - 3500 Food & Beverage
3700 Personal & Household Goods
6,000 - 4500 Health Care
5300 Retail
4,000 - 5500 Media
5700 Travel & Leisure
2,000 7 6500 Telecommunications
7500 Utilities
0 A - 9500 Technology
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Figure 5: I'ssue activity according to | CB classification for all Non-Financial industries according to issue
volume in million Euros over the period 01/01/2005 to 03/31/2008
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Again we take a closer look at growing industries such as alternative energies and high tech-
nology. As shown for 1PO volumes, Deutsche Borse seems to be the sole harbor for compa-
nies specializing in alternative energies. With altogether 1.5 billion Euros, alternative energies
raised a respectable amount of money. With regard to high technology 1POs, again each ex-
change seems to occupy a particular field. Deutsche Borse reports a lot of IPO activity in
internet and software, Euronext in telecommunications equipment, and the LSE in hardware
according to Figure 6. Overall this picture is quite similar to that reported in section 2.1.3.2

1,200 - B Euronext 0583 Renewable Energy Equipment
DBAG 0587 Alternative Fuels
1,000 ~ LSE 9533 Computer Services
9535 Internet
800 ~ 9537 Software
9572 Computer Hardware
600 1 9576 Semiconductors
9578 Telecommunications Equipment
400 4
200 4
0| mm ‘ I _ |

0583 0587 9533 9535 9537 9572 9576 9578

Figure 6: I'ssue activity according to ICB classification for “Alternative Energy” and “High Tech” issues
according toissue volumein million Euros over the period 01/01/2005 to 03/31/2008
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2.1.5 Ddlisting probability and determining factors

For a stock exchange and even more for the investorsit is of utmost importance whether new
listings come to stay or consider the public status as a transient state of financing. Table 6
summarizes the number of delisted companies for each stock exchange. While the LSE and
Euronext both had higher numbers for 1POs compared to DBAG they also attract by far more
transient listings. About one out of ten new listings from the period 2001 to 2008 is today not
longer quoted a L SE and Euronext.™ In the US and Hong Kong more than 3% of new listings
are already vanished again while all (!!) IPOs in Germany are still quoted.**

Delisting Dead/Delist No.of IPOs in %

NY SE/NASDAQ 33 1,018 3.24%
London Stock Exchange 52 498 10.44%
Hong Kong 9 264 3.41%
Euronext 12 178 6.74%
Deutsche Borse 0 168 0.00%

Table 6: Delistings acr oss stock exchanges between January 2001
and March 2008

There are many different reasons why a company might decide to delist and go private again.
The bankruptcy induced delistings, however, are the most relevant for investors. Here, we
observe for the London Stock Exchange that 5.41% of IPOs went bankrupt. Considerably
high is also the ratio of 2.81% at Euronext, while only 0.10% for NY SE and NASDAQ and
0.00% at DBAG and Hong Kong went bankrupt. Obviously, there is a remarkable quality
problem with new listings in London.

To analyze the delisting reasons in more detail, we attempt to determine the likelihood that a
newly listed company will be delisted. We calculate the conditional probability of a delisting
by estimating a Logit model using observable firm characteristics to determine whether afirm
is more likely to be delisted (the dependent variable takes a value of “1”) or not (the depend-
ent variable takes a value of “0”)." Table 7 shows that companies with higher trading volume
and higher trading volume relative to their market capitalization, i.e. more liquid stocks, are
more likely to stay public. Furthermore, stocks with a substantial number of days without any
trading over the specific time period, indicated by a high zero-trade-ratio (ZTR), are more
likely to be delisted. Considering stock return volatility, we find that companies can increase
their survival by choosing a stock exchange with a low stock return volatility. However, a
company is only able to choose a market segment and, we find that companies listed in the
smaller segments Alternext, GEM, NASDAQ and AIM to the Entry Standard (indicated by
the binary variable small cap segment) are more likely to suspend their listing. Overall, the

13 Extending the survivorship analysis to the alternative markets and looking at all new listings for the period from 1995 to 2004, the death
ratio at AIM goes up to 80%. See Ahnefeld et al. (2006): Die Qualitéat von Markteingtiegssegmenten am Beispiel des Alternative | nvestment
Market, Bank Archiv, 54, pp. 799-812.

4 Note that the data analyzed here represents only a subsample of all 1POs having taken place at the respective exchanges. Furthermore, only
IPOs are included into the analysis. Absolute numbers in this paragraph must therefore be interpreted carefully. In particular, it isimportant
torealize that private placements are not considered for the analysis here.

'3 The firm specific variables used within this Logit-regression are explained in more detail in section 4.2.2.
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results of the Logit model indicate that the probability of delisting is a negative function of a
stock’s liquidity and, therefore, companies should favour large market segments at stock ex-
changes which provide a liquid trading.

Modd | Model |1

Coefficient z-statistics Coefficient z-statistics
constant -3.677 ***  -15437 -3.557 ***  -16.269
small cap segment 0.541 ** 2.487 0.428 * 1.941
log(market capitalization)
log(trading volume) -0.171 ***  -4.220
trading volume relative
to market capitalization -8.357 -1.009
zero-trade-ratio 1.384 *** 3.284
stock return volatility 10.468 ** 2.436 8.046 * 1.876
N 2,107 2,105
Mc Fadden R® 3.10% 3.64%
LR statistic 26.408 *** 31.006 ***

The sample covers listings between January 2001 and March 2008. The Logit regressions were
run so that the dependent variable equals “0” if the company was delisted within the sample pe-
riod (and “0” if the company was still listed at the end of March 2008). The target characteristics
are; a dummy variable indicating that the issue was placed in a small cap segment; logarithm of
market value (log(MV)); logarithm of trading volume (log(TV0)); the trading volume relative to
the market value (TVO/MV); the number of days without any trading over the total number of
observation days included in the sample per stock (zero-trade-ratio, ZTR) and the standard devia-
tion of daily returns (stock return volatility, VOL). *** ** and * indicates statistical significance
at the 1%, 5%, and 10% levels, respectively.

Table 7: Logit-Model: Deter minants of Delistings Probability

We also compared the number of firms that switched the market segment after their initial
offering. Two firms decided to suspend their listing at LSE’s Main Market in favour of AIM,
while nine companies stepped up from AIM to the Main Market segment. Concerning the
remaining European stock exchanges DBAG is the only one with a considerable share of
firms (6.25%) that turned to the higher Prime/General Standard. Although this might be partly
a size effect of growing firms, a change from DBAG’s Entry Standard to the Prime/General
Standard is associated with higher level information disclosure. Thus, only high-quality firms
will attempt to separate themselves from low-quality firms by stepping up their market seg-
ment and signalling their quality.
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No. of

Segment
Change of Segments Changes No.of IPOs in %
from AIM 9 408 2.21%
London Stock Bxchange ¢ \1ain Market 2 0 2.22%
Euronext from Eurolist 0 117 0.00%
from Alternext 0 61 0.00%
Deutsche Bérse from Prime/General Std. 0 104 0.00%
from Entry Std. 4 64 6.25%

Table 8: Change of segments acrossthe three European stock exchanges between January 2001 and
March 2008
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2.2 Thecost of capital framewor k*®

If a company decides to go public, then it incurs two different types of costs, which are illus-
trated in Figure 7: (a) the costs associated directly with the PO, i.e. the costs of going public,
and (b) the costs associated with being a listed firm including the costs associated with a fu-
ture seasoned equity offering (SEO). According to the financial economics literature these
costs are split-up in direct and indirect components. As direct costs all expenses related to the
listing decision are considered. Most importantly, underwriting fees paid to the lead invest-
ment bank as well as to lawyers and auditors are major items belonging to the direct codts.
Other direct costs components are fees paid to the stock exchange, advertising and press costs
and expenses incurred to comply with disclosure and corporate governance rules. The most
prominent indirect costs component is the impact of the listing decision on the equity valua-
tion.

‘The transaction costs of the listing decision]

|
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[ Direct costs ]— —[ Direct costs ]
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Figure 7: Direct and indirect transaction costs associated with the listing decision*’

In the preceding study of Kaserer/Schiereck (2006) a formal framework for analysing the im-
pact of the cost of going or being public on the overall cost of capital of a company has been
developed. Such a framework allows putting different cost items in relation to each other by
guantifying their impact on the overall cost of capital of the company. This is vital, as differ-
ent markets might have cost advantages for some items and disadvantages for others. Com-
paring these markets necessarily implies the need to figure out, what the overall impact on the

18 This Section is quite similar to Section 2.2 in Kaserer/Schiereck (2007), Going Public and Being Public - A Global Comparison of the
Impact of the Listing Decision on the Cost of Capital, and Section 2.2 in Kaserer/Schiereck (2006), Deutsche Borse: Going Public and Being
Public. The Impact of the Listing Decision on the Cost of Capital — An International Comparison, Frankfurt.

17 Cf. also Oxera (2006), The Cost of Capital — An International Comparison, Oxford, p. 14.
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firm’'s cost of capital will be. As the (academically) interested reader could easily apply the
results presented here to that formal model, we decided not to repeatedly present this model
again in this follow-on study. Instead, following Kaserer/Schiereck (2007) we propose a sim-
pler scoring model that allows making a comparison between different stock exchanges along
the different cost items presented in Figure 7. The structure of this scoring model will be ex-
plained in section 5.

It should be noted that two indirect cost items are not included in our scoring model. More
specifically, we neither consider the impact of the listing venue on the underpricing nor on the
equity valuation in general. Of course, it could be argued that because of adverse selection or
moral hazard issues the firm has to offer its stocks at a discount, leading to the well known
phenomenon of underpricing, in case of an IPO, or a negative announcement reaction of the
stock price in case of a SEO.*® Although these kind of indirect costs have to be taken into ac-
count for the decision whether to raise equity on public markets, it is rather questionable
whether the listing venue may have any influence on these indirect costs.*® According to re-
cent evidence presented by behavioural economists, it is even questionable whether compa-
nies are able to manage underpricing at all. In fact, there is evidence that the underpricing
phenomenon is driven by market sentiment, at least to some extent. In fact, new shares issued
during hot market periods are more likely to suffer from long-run underpricing than shares
offered in less optimistic markets.?® Similar considerations apply to the stock market reactions
to SEO announcements. Although we will present pertinent empirical evidence in this study,
we strongly doubt that these types of indirect costs are a manageable cost component associ-
ated with the listing venue.

Evidently, the assessment is totally different as far as trading costs are concerned. The trans-
action costs that are induced by the investors buy and sell orders reduce the gross returns of
equity investments. As investors maximize the net returns of their portfolio trades, transaction
costs influence the required gross returns of companies that raise equity via the stock mar-
ket.”* The higher the transaction costs the higher the required gross returns for equity raising
companies. Domowitz/Steil (2001) estimate that a 10% increase in transaction costs will lead
to al.4to 1.7% increase in the post-tax cost of equity capital. Consistently with this estimate
a nun;?er of empirical studies observe a positive relationship between returns and trading
costs.

18 These are two well documented phenomena in corporate finance; for an overview cf. Berk/De Marzo (2007), Corporate Finance, Boston et
al., pp. 757 n.

19 To the extent that disclosure rules are different on different stock exchanges there may be such an impact. However, it would be extremely
difficult to isolate the value effect of specific disclosure rules. Moreover, it should be noted that on EU-regulated market these differencesare
quite small.

2 Cf. Ljunggvist/Nanda/Singh (2006), Hot markets, investor sentiment, and IPO pricing, Journal of Business 79, pp. 1667-1702, and
Lowry/Schwert (2002), IPO market cycles: bubbles or sequential learning?, Journal of Finance 57, pp. 1171-1200.

% See e.g. Amihud/Mendel son (1986), Asset Pricing and the Bid-Ask Spread, Journal of Financial Economics 17, pp. 223-249.

2 Consistent with the ,liquidity hypothesis' the following authors provide supporting empirical evidence: Amihud/Mendelson (1989), The
Effects of Beta, Bid-Ask Spread, Residual Risk, and Size on Stock Returns, Journal of Finance 44, pp. 479-486, Eleswarapu (1997), Cost of
Transacting and Expected Returnsin the NASDAQ Market, Journal of Finance 52, pp. 2113-2127, Brennan/Subrahmanyam (1996), Market
Microstructure and Asset Pricing, Journal of Financial Economics 41, pp. 441-464, Amihud/Mende sor/Lauterbach (1997), Market micro-
structure and securities values. Evidence from the Tel Aviv Stock Exchange, Journal of Financial Economics 45, pp. 365-390, Do-
mowitz/Glen/Madhavan (2001), Liquidity, Volatility and Equity Trading Costs Across Countriesand Over Time, International Finance 4, pp.
221-255.
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3. Thecost of going public

3.1 Direct costs

This part of the study is an extension of section 3.1 in Kaserer/Schiereck (2007).% As there,
flotation costs and admission fees of six among the largest stock exchanges in the world are
recorded. Specifically, Deutsche Borse, London Stock Exchange, Euronext, NY SE,
NASDAQ and Hong-Kong Stock Exchange have been analyzed. The difference to
Kaserer/Schiereck (2007) is mainly that the research period has been extended to the end of
the first quarter of 2008. Hence, the total research period in this study goes from 01/01/1999
to 03/31/2008. It should be noted, therefore, that the sample used in this part of the study is
different from the sample used in section 2.1. Thisis mainly due to the fact that for coming up
with statistically robust results it was necessary to analyse a large number of new issues over
alonger period. Moreover, it should be noted that because of missing data we could only ana-
lyse a sample of new issues and were not able to cover the whole universe of all new issues
undertaken at the stock exchanges under consideration here.

3.1.1 Flotation costs

It has been shown in Figure 7 that the direct cost of going public can be split-up in underwrit-
ing fees, professional fees, initial listing costs, compliance costs, and advertising and other
costs. While underwriting fees regularly are disclosed in the prospectus or in the registration
document, it is not that clear how to get reliable information on the other cost items. How-
ever, in some cases the prospectus or registration document gives information about under-
writing and non-underwriting costs. It can be assumed that non-underwriting fees reflect pro-
fessional fees, initial listing costs, advertising costs, and other expenses directly related to the
IPO. Of coursg, to the extent that an IPO generates internal costs, e.g. because the financial
department of the company has to be increased due to new disclosure rules it has to comply
with, they are not disclosed in the prospectus. Hence, one should be aware that a comprehen-
sive estimation of non-underwriting flotation costs is certainly not possible. With the excep-
tion of NY SE and NASDAQ we report the total flotation costs not only for the exchanges but
also for different market segments for large and small cap firms, which will be put under a
separate scrutiny in this study. For the sake of completeness we artificially define the
NASDAQ and NY SE small (large) cap segment consisting of those new issues with an issue
volume of up to (larger than) 100 million Euros. Specifically, we recorded information on
gross proceeds and total 1PO flotation costs. In some cases information about gross spreads
paid to the lead investment bank, i.e. underwriting fees, and other expenses, i.e. non-
underwriting fees, were disclosed separately. Unfortunately, for the European new issues this
additional information could be recorded only exceptionally. Data has been collected from the
Thomson One Banker database as well as from hand-collected prospectuses or registration
documents available at the websites of the stock exchanges, the financial supervision author-
ity or the company itself.

In this study we analyse the flotation costs of new issues undertaken at Deutsche Borse, Lon-
don Stock Exchange, Euronext, NYSE, NASDAQ and Hong-Kong Stock Exchange. The
same data as used in Kaserer/Schiereck (2007) is also used here. For this study, however, we

2 Cf. Kaserer/Schiereck (2007), Going Public and Being Public - A global Comparison on the Impact of the Listing Decision on the Cost of
Capital.
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extended the covered period to the end of the first quarter of 2008. Over all exchanges, we
report the costs for 369 additional new issues resulting in atotal sample size of 2,668 issues.
A resume of the data is given in Table 9. As one can see, roughly 60% of the new issues in
the sample are related to the US market, while about 25% are related to the European stock
market. This bias in favour of the US market is simply related to the fact that data availability
is much better there.*

Mean issue volume Median issue

no of obs. (m€) volume (m€)
Deutsche Borse 172 163.75 45.04
Prime/General Standard 69 271.01 107.00
Neuer Markt 75 120.62 40.57
Entry Standard 28 14.97 11.64
Euronext 121 257.97 17.50
Eurolist 81 380.29 54.60
Alternext 40 10.26 9.00
Hong Kong Stock Exchange (HKEX) 394 145.92 21.63
Main Board 260 211.18 51.02
GEM 134 19.30 7.13
London Stock Exchange (LSE) 435 123.83 40.35
Main Market 185 225.65 87.63
AIM 250 48.49 15.04
NASDAQ 1146 96.73 66.32
Small Caps (<100 mg€) 845 56.24 54.90
Large Caps (=>100 m€) 301 210.40 146.61
NYSE 400 44427 203.59
Small Caps (<100 m€) 55 77.53 76.53
Large Caps (=>100 m€) 345 502.73 239.14
ALL 2668 172.15 67.67

Table 9: New issues analyzed in this study covering the period 01/01/1999 to 03/31/2008%

Due to this procedure one would expect that the differences to the results obtained in the pre-
ceding study of Kaserer/Schiereck (2007) should be small. In fact, according to a regression
analysis not reported here, costs did not change at all at the LSE and the NY SE, and only mi-
nor changes took place at the NASDAQ and the DBAG. For Euronext, however, a reduction
in the flotation costs of 1.17 percentage points could be found, after controlling for al influ-
ences coming from issue size, share of secondary shares, etc. Similarly, for the HKEX we
find an increase of 1.90 percentage points. It must be noted, however, that with the exception
of the increase at the HKEX none of these changes are statistically significant at a 10 percent
level. We thus conclude that with the exception of HKEX there has been no systematic
change in total flotation costs during the one-year period from 04/01/2007 to 03/31/2008
compared with the period 01/01/1999 to 03/31/2007.

2 The reader should note that the total number of I1POs is larger than the number of issues taken into consideration here. For the exchanges
analyzed here, we have smply taken all the new issues where we have been ableto collect at |east the issue data, offering proceedsas well as
total flotation costs.

% |POs that have taken place before the introduction of the Prime Standard and General Standard segments in the year 2003 at Deutsche
Borse were subsumed under these two segments, if the new shares were listed under the rules of the segments“ Amtlicher Handel” or “Gere-
gelter Markt”. New issues at the former small cap segments at Euronext, i.e. Nouveau Marché, have not been taken into account as no data
was available for these i ssues.
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3.1.1.1 Deutsche Borse

The results with respect to IPOs at Deutsche Borse are resumed in Table 10 and Table 11. As
one can see, the mean total flotation costs are equa to 8.42% which is a slow rise compared to
the average of 8.30% recorded in Kaserer/Schiereck (2007). Kaserer/Kraft (2003) reported
slightly smaller total flotation costs for German new issues over the period 1993-99 of
7.77%.%° The median firm incurs a cost of 7.83% of gross offering proceeds, which is very
close to the 7.88% presented in Kaserer/Schiereck (2007) and to the 7.30% presented in
Kaserer/Kraft (2003). Interestingly, for the subsample of 48 firms, where we have been able
to collect information on the gross spread, the median underwriting fees are equal to 4.75%,
which is slightly lower than the 5.00% presented in Kaserer/Kraft (2003). The median non-
underwriting fees are equal to 2.69%, which is perceptibly higher than the 2.16% presented in
Kaserer/Kraft (2003). Although no clear conclusion about any time pattern can be drawn from
this, it might be that the slight increase in tota flotation costs since the nineties is caused by
an increase in the other expenses rather than in the underwriting fees.

Moreover, it can be seen that flotation costs are lower at the Prime/General Standard segment
compared with the Entry Standard. This is mainly due to a size effect?’, as can be seen from
Table 11. There, the flotation costs for different size brackets are presented. As expected, flo-
tation costs monotonically decrease with larger issue size.?® While in the highest size bracket
average flotation costs sum up to 4.66%, they are ailmost twice as high for the companies in
the smallest size bracket.

weighted

Market n mean mean median
Gross Proceeds All 172 163.75 45.04
(m€) Prime/General 69 271.01 107.00

Neuer 75 120.62 40.57

Entry 28 14.97 11.64
Total Costs All 172 8.42% 5.18% 7.83%

Prime/General 69 7.47% 4.64% 6.54%

Neuer 75 8.56% 6.15% 8.29%

Entry 28 10.38% 8.27% 9.17%
Other Expenses All 48 3.33% 2.31% 2.69%
Gross Spread All 48 4.56% 3.16% 4.75%

Note that only for a subset of those new issues, where we have been able to collect information about total flota-
tion costs, also information about other expenses or the gross spread could be recorded. Hence, the sum of the
mean other expenses and the mean gross spread is not necessarily equal to the mean total flotation costs.

Table 10: Flotation costs in percent of gross offering proceeds at Deutsche Borse over the period
01/01/1999 to 03/31/2008

% Cf. Kaserer/Kraft (2003), How issue size, risk, and complexity are influencing external financing costs - German |POs analyzed from an
Economies of Scale Perspective, Journal of Business Finance and Accounting 30, pp. 479-512.

# For an academic discussion of the existence of economies of scale in the investment banking technology cf. Kaserer/Kraft (2003), How
issue size, risk, and complexity are influencing external financing costs - German | POs analyzed from an Economies of Scale Perspective,
Journal of Business Finance and Accounting 30, pp. 479-512.

% Thisisnot true for all subsamplesin Table 8. Most probably thisis dueto the fact that for some subsamples the number of cbservationsis
extremely small.
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weighted

n mean mean median

Whole Sample Gross Proceeds (m€) 172 163.75 45.04
Other Expenses 48 3.33% 2.31% 2.69%

Gross Spread 48 4.56% 3.16% 4.75%

Total Costs 172 8.42% 5.18% 7.83%

0-100 Other Expenses 31 3.84% 3.23% 3.30%
(m€) Gross Spread 31 5.29% 5.03% 5.00%
Total Costs 125 9.41% 8.36% 8.67%

100 - 250 Other Expenses 7 2.11% 1.86% 1.49%
(m€) Gross Spread 7 3.82% 3.66% 4.25%
Total Costs 21 6.80% 6.41% 5.59%

250 - 500 Other Expenses 3 3.27% 3.36% 2.47%
(m€) Gross Spread 3 3.00% 2.89% 3.25%
Total Costs 13 5.23% 5.27% 4.70%

over 500 Other Expenses 7 2.34% 2.01% 2.81%
(m€) Gross Spread 7 2.74% 2.73% 3.00%
Total Costs 13 4.66% 3.98% 4.69%

Note that only for a subset of those new issues, where we have been able to collect information about total flota-
tion costs, also information about other expenses or the gross spread could be recorded. Hence, the sum of the
mean other expenses and the mean gross spread is not necessarily equal to the mean total flotation costs.

Table 11: Flotation costs in percent of gross offering proceeds at Deutsche Bdrse over the period
01/01/1999 to 03/31/2008 accor ding to issue size

Finally, it should be noted that we do not find any evidence for a clustering of gross spreads
on the German market.? The mode® of the underwriting spread is 5%; however, in only 13%
of the cases the gross spread was exactly equal to the mode.

2 |t has been argued in the literature that gross spreads are clustered at some widely accepted figures. For instance, the so called 7%-ruleisa
well documented phenomenon for the US; cf. Hansen (2001), Do Investment Banks Compete in {IPOs} ?: The Advent of the 7% plus con-
tract', Journal of Financial Economics 59, pp. 313-346. Tordgtila (2001), What determines the IPO gross spreads in Europe, European Finan-
cial Management 7, pp. 523-541, documents that clustering is not a widespread phenomenon in European | POs.

% The mode s the most frequent value assumed by arandom variable.
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3.1.1.2 London Sock Exchange

The results with respect to new issues at the London Stock Exchange are resumed in Table
12. Table 13 and Table 14 report the costs for the Main Market and the AIM respectively.

weighted

n mean mean median

Whole Sample Gross Proceeds (m€) 435 123.83 40.35
Other Expenses 53 5.27% 4.85% 4.80%

Gross Spread 54 3.70% 2.97% 3.38%

Total Costs 435 12.17% 6.93% 9.00%

0-100 Other Expenses 18 7.90% 7.60% 7.33%
(m€) Gross Spread 18 3.65% 3.32% 3.50%
Total Costs 318 14.24% 9.18% 11.00%

100 - 250 Other Expenses 19 3.74% 3.64% 3.36%
(m€) Gross Spread 19 4.28% 4.09% 4.38%
Total Costs 74 6.65% 6.53% 6.18%

250 - 500 Other Expenses 7 3.38% 3.41% 3.30%
(m€) Gross Spread 8 3.38% 3.32% 3.50%
Total Costs 24 6.44% 6.14% 5.65%

over 500 Other Expenses 9 4.71% 5.20% 4.93%
(m€) Gross Spread 9 2.85% 2.63% 3.00%
Total Costs 19 6.22% 6.49% 5.94%

Note that only for a subset of those new issues, where we have been able to collect information about total flota-
tion costs, also information about other expenses or the gross spread could be recorded. Hence, the sum of the
mean other expenses and the mean gross spread is not necessarily equal to the mean total flotation costs.

Table 12: Flotation costsin percent of gross offering proceeds at L ondon Stock Exchange over the period
01/01/1999 to 03/31/2008

As one can see from Table 12, the mean total flotation costs are equal to 12.17% which is a
slight reduction compared to the average of 12.59% recorded in Kaserer/Schiereck (2007).
The median firm incurs a cost of 9.00% of gross offering proceeds, which is almost one per-
centage point less than in the preceding study (9.94%). For the subsample of 53 firms, where
we have been able to collect the relevant information, the median non-underwriting fees are
equal to 4.80%, while the median gross spread is equal to 3.38%. It should be noted that these
results are in line with results presented by Oxera (2006).*' By using a recent sample of 84
I POs covering the period 2003 to 2005 they find an average spread of 3.6%. The mode of the
underwriting spread is 3%, but again only arelatively small fraction of 15% of the issues un-
der consideration had a gross spread exactly equal to that figure. While in the highest size

31 Oxera (2006), The cost of capital: An international comparison, Oxford.
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bracket average flotation costs sum up to 6.22%, they are equal to 14.24%, i.e. more than

twice as high, for the companies in the smallest size bracket.

Not surprisingly, the flotation costs are lower at the Main Market segment compared with the
Alternative Investment Market (AIM). Thisis mainly due to a size effect, as can be seen from
a comparison of Table 13 and Table 14, where the flotation costs for different size brackets
are presented for each market segment individually. As expected, flotation costs decrease

monotonically with larger issue size.

Whole Sample Gross Proceeds (m€)

0-100
(m€)

100 - 250
(m€)

250 - 500
(m€)

over 500
(m€)

Other Expenses
Gross Spread
Total Costs

Other Expenses
Gross Spread
Total Costs

Other Expenses
Gross Spread
Total Costs

Other Expenses
Gross Spread
Total Costs

Other Expenses
Gross Spread
Total Costs

185
47
48

185

15
15
102

16
16
48

mean

225.65
5.04%
3.49%
8.57%

7.46%
3.18%
9.87%

4.18%
3.68%
7.22%

3.38%
3.38%
6.72%

4.71%
2.85%
6.53%

weighted

mean

4.87%
2.93%
6.96%

7.61%
3.21%
8.71%

3.60%
4.01%
7.04%

3.41%
3.32%
6.29%

5.20%
2.63%
6.73%

median

87.63
4.52%
3.24%
7.33%

7.15%
3.25%
8.63%

4.19%
3.16%
6.84%

3.30%
3.50%
6.14%

4.93%
3.00%
5.99%

Note that only for a subset of those new issues, where we have been able to collect information about total flota-
tion costs, also information about other expenses or the gross spread could be recorded. Hence, the sum of the
mean other expenses and the mean gross spread is not necessarily equal to the mean total flotation costs.

Table 13: Flotation costs in percent of gross offering proceeds at LSE’'s Main Market over the period

01/01/1999 to 03/31/2008 for different size brackets
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weighted

n mean mean median
Whole Sample Gross Proceeds (m€) 250 48.49 15.04
Other Expenses 6 7.09% 4.06% 6.01%
Gross Spread 6 5.38% 4.71% 5.60%
Total Costs 250 14.83% 6.82% 11.11%
0-100 Other Expenses 3 10.11% 7.52% 9.68%
(m€) Gross Spread 3 5.97% 6.44% 6.19%
Total Costs 216 16.31% 9.71% 12.70%
100 - 250 Other Expenses 3 4.07% 3.83% 3.66%
(m€) Gross Spread 3 4.78% 4.59% 4.78%
Total Costs 26 5.59% 5.57% 5.04%
250 - 500 Other Expenses
(m€) Gross Spread
Total Costs 6 5.58% 5.65% 4.36%
over 500 Other Expenses
(m€) Gross Spread
Total Costs 2 3.58% 3.21% 3.58%

Note that only for a subset of those new issues, where we have been able to collect information about total flota-
tion costs, also information about other expenses or the gross spread could be recorded. Hence, the sum of the
mean other expenses and the mean gross spread is not necessarily equal to the mean total flotation costs.

Table 14: Flotation costs in percent of gross offering proceeds at L SE’s Alternative Investment Market
(AIM) over the period 01/01/1999 to 03/31/2008 for different size brackets

3.1.1.3 Euronext

The results with respect to new issues at Euronext are resumed in Table 15. As one can see,
the mean total flotation costs are equal to 7.49% which is almost similar to the 7.56% reported
in Kaserer/Schiereck (2007). The median firm incurs a cost of 6.56% of gross offering pro-
ceeds, which is the virtually the same as in the preceding study. For the subsample of 41
firms, where it was feasible to collect the relevant information, the median non-underwriting
fees are equal to 1.89%, while the median gross spread is equal to 3.44%. Again, no cluster-
ing in gross spreads can be detected as the mode does not even exist. Not surprisingly, the
flotation costs are lower at the Eurolist segment compared with the Alternext segment. As
expected, flotation costs decrease in issue size.** While in the higher size bracket average flo-
tation costs sum up to 3.84%, they are equal to 8.46%, i.e. more than twice as high, for the
companies in the lower size bracket.

32 Note that due to the concentration of more than 80% for all issues in the size bracket going up to 100 mé, it makes no sense to record the
figuresfor the same grid aswas done in Table 13.



weighted

Market n mean mean median

Whole All 121 257.97 17.50
Sample Gross Proceeds (m€) Eurolist 81 380.29 54.60
Alternext 40 10.26 9.00

Total costs All 121 7.49% 4.01% 6.56%

Eurolist 81 6.97% 3.97% 5.46%

Alternext 40 8.55% 6.74% 7.56%

Other Expenses All 41 2.91% 1.63% 1.89%

Gross Spread All 41 4.53% 2.47% 3.44%

0-100 Other Expenses All 28 3.55% 2.46% 2.59%
(m€) Gross Spread All 28 5.47% 3.51% 4.03%
Total costs All 96 8.46% 6.35% 7.55%

over 100 Other Expenses All 13 1.54% 1.59% 1.52%
(m€) Gross Spread All 13 2.50% 2.43% 2.55%
Total costs All 25 3.84% 3.82% 3.91%

Note that only for a subset of those new issues, where we have been able to collect information about total flota-
tion costs, also information about other expenses or the gross spread could be recorded. Hence, the sum of the
mean other expenses and the mean gross spread is not necessarily equal to the mean total flotation costs.

Table 15: Flotation costsin percent of gross offering proceeds at Euronext over the period 01/01/1999 to
03/31/2008

3.1.1.4 New York Sock Exchange

The results with respect to 1POs at the New York Stock Exchange are resumed in Table 16.
As one can see, the mean total flotation costs are equal to 7.78%. The median firm incurs a
cost of 7.77% of gross offering proceeds. These results are very similar to those reported in
Kaserer/Schiereck (2007). For the NY SE, it was also possible to record non-underwriting fees
for the whole sample. Median non-underwriting fees are equal to 1.24%. The median gross
spread is equal to 6.50%, the mode is equal to 7%. It turns out that in one third of all issues
the %20$ spread is exactly equal to 7%. Hence, at NY SE a strong clustering-effect is pre-
sent.

In order to get an idea to what extent flotation cods are affected by a size effect, Table 16
splits up the data in different size brackets. Once again, it can be shown that flotation costs
monotonically decrease in size. While in the highest size bracket (larger than 500 million Eu-
ros) average flotation costs sum up to 5.49%, they are equal to 10.13%, i.e. aimost twice as
high, for the small cap size bracket (up to 100 million Euros).

% Thisis in accordance with the findings of Hansen (2001), Do Investment Banks Compete in {IPOs} ?: The Advent of the ‘7% plus con-
tract', Journal of Financial Economics 59, pp. 313-346.
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weighted

n mean mean median
Whole Sample
Gross Proceeds (m€) 400 444.27 203.59
Other Expenses 400 1.61% 0.89% 1.24%
Gross Spread 400 6.17% 4.95% 6.50%
Total Costs 400 7.78% 5.84% 7.77%
0-100 Other Expenses 55 3.18% 3.16% 2.88%
(m€) Gross Spread 55 6.94% 6.95% 7.00%
Total Costs 55 10.13% 10.11% 9.79%
100 - 250 Other Expenses 180 1.76% 1.70% 1.54%
(m€) Gross Spread 180 6.59% 6.58% 7.00%
Total Costs 180 8.35% 8.28% 8.33%
250 - 500 Other Expenses 93 1.08% 1.07% 0.91%
(m€) Gross Spread 93 5.96% 5.94% 6.00%
Total Costs 93 7.05% 7.01% 7.00%
over 500 Other Expenses 72 0.70% 0.54% 0.54%
(m€) Gross Spread 72 4.79% 4.14% 4.75%
Total Costs 72 5.49% 4.68% 5.48%

Note that only for a subset of those new issues, where we have been able to collect information about total flota-
tion costs, also information about other expenses or the gross spread could be recorded. Hence, the sum of the
mean other expenses and the mean gross spread is not necessarily equal to the mean total flotation costs.

Table 16: Flotation costs in percent of gross offering proceeds at NY SE over the period 01/01/1999 to
03/31/2008 for different size brackets

3.1.15 NASDAQ

The results with respect to I1POs a the NASDAQ are resumed in Table 17. As one can see, the
mean total flotation costs are equal to 9.63%. The median firm incurs a cost of 9.08% of gross
offering proceeds. As with the NY SE, we do not record results which are substantially differ-
ent from the preceding study. Median non-underwriting fees are equal to 2.12%. The median
and mode gross spread is equal to 7%, which is not surprising, as in 87% of the issues the
gross spread was exactly 7%. This once again confirms the 7%-rule prevalent in the US in-
vestment banking industry.

In order to get an idea to what extent flotation coss are affected by a size effect, we again
split up the data in different size brackets.® As already emphasized, also for the NASDAQ
flotation costs monotonically decrease in issue size. While in the highest size bracket average
flotation costs sum up to 5.72%, they are equal to 10.21% for the companies in the lowest size
bracket, which means higher by a factor of 1.8 compared with the costs for the companies in
the highest size bracket.

34 Because of the high concentration in the size bracket up to 100 million Euros, we decided to use different size bracketsin Table 17.
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Whole Sample

0-100
(m€)

100 - 250
(m€)

250 - 500
(m€)

over 500
(m€)

Gross Proceeds (m€)
Other Expenses
Gross Spread

Total Costs

Other Expenses
Gross Spread
Total Costs

Other Expenses
Gross Spread
Total Costs

Other Expenses
Gross Spread
Total Costs

Other Expenses
Gross Spread
Total Costs

1146
1146
1146
1146

845
845
845

257
257
257

29
29
29

15
15
15

mean

96.73
2.73%
6.91%
9.63%

3.22%
6.98%
10.21%

1.44%
6.83%
8.27%

0.77%
6.33%
7.09%

0.51%
5.21%
5.72%

weighted
mean

1.77%
6.53%
8.30%

2.69%
6.98%
9.67%

1.39%
6.81%
8.20%

0.75%
6.25%
7.01%

0.57%
4.75%
5.32%

median

66.32
2.12%
7.00%
9.08%

2.53%
7.00%
9.50%

1.25%
7.00%
8.18%

0.72%
6.25%
7.29%

0.44%
5.25%
5.82%

Note that only for a subset of those new issues, where we have been able to collect information about total flota-
tion costs, also information about other expenses or the gross spread could be recorded. Hence, the sum of the
mean other expenses and the mean gross spread is not necessarily equal to the mean total flotation costs.

Table 17: Flotation costsin percent of gross offering proceeds at NASDAQ over the period 01/01/1999 to
03/31/2008 for different size brackets
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3.1.1.6 Hong-Kong Stock Exchange

The results with respect to new issues at the Hong-Kong Stock Exchange are resumed in
Table 18. Table 19 and Table 20 report the results for the Main Board and the Growth Enter-
prise Market (GEM) respectively.

As one can see in Table 18 the mean total flotation costs are equal to 13.96% which means a
decrease of more than 60 basis points compared to the Kaserer/Schiereck (2007). The median
firm incurs a cost of 10.89% of gross offering proceeds, being equivalent to a reduction of
almost two percentage points compared to the last study. Also, for the Hong-Kong Stock Ex-
change sample we have been able to record non-underwriting fees for all the issues under
consideration here. Median non-underwriting fees are equal to 8.09% and, therefore, ex-
tremely high. The median gross spread is 2.5% which is equal to the mode. Also at the Hong-
Kong Stock Exchange there is a substantial clustering as in 50% of the issues the spread was
exactly equal to 2.5%.

In order to get an idea to what extent flotation cods are affected by a size effect, Table 18
splits up the data in different size brackets.> Once again, it can be shown that flotation costs
monotonically decrease in size. While in the highest size bracket average flotation costs sum
up to 4.21%, they are equal to 16.49%, i.e. roughly four times as high, for the companies in
the lowest size bracket.

weighted
n mean mean median
Whole Sample
Gross Proceeds (m€) 394 145.92 21.63
Other Expenses 394 10.95% 2.54% 8.09%
Gross Spread 394 3.01% 2.72% 2.50%
Total Costs 394 13.96% 5.27% 10.89%
0-100 Other Expenses 298 13.43% 7.84% 11.76%
(m€) Gross Spread 298 3.06% 2.88% 2.75%
Total Costs 298 16.49% 10.72% 14.81%
100 - 250 Other Expenses 52 4.46% 4.23% 2.99%
(m€) Gross Spread 52 2.89% 2.86% 2.50%
Total Costs 52 7.36% 7.09% 5.98%
250 - 500 Other Expenses 21 2.28% 2.36% 1.86%
(m€) Gross Spread 21 2.87% 2.86% 3.00%
Total Costs 21 5.15% 5.23% 4.60%
over 500 Other Expenses 23 1.47% 1.15% 1.32%
(m€) Gross Spread 23 2.74% 2.63% 2.50%
Total Costs 23 4.21% 3.79% 3.88%

Note that only for a subset of those new issues, where we have been able to collect information about total flota-
tion costs, also information about other expenses or the gross spread could be recorded. Hence, the sum of the
mean other expenses and the mean gross spread is not necessarily equal to the mean total flotation costs.

Table 18: Flotation costsin percent of gross offering proceeds at HKEX, 01/01/1999 to 03/31/2008

% Because of the high concentration in the size bracket up to 100 mé€, we decided to use the same size brackets as for the NASDAQ-sample.
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Table 19 and Table 20 report the results for the market segments of the Hong Kong Stock
Exchange separately. Not surprisingly, the average total flotation costs are on average higher
at the GEM than at the Main Board. For the lowest size bracket, Table 19 reports mean total
flotation costs of 13.29% for the Main Board, while Table 20 reports mean total flotation
costs of 20.67% for the GEM - about 50% higher than at the Main Board. However, the dif-
ferences in costs are at least to some extent caused by a lower median issue size at the GEM.
There, the median issue size is 7.13 million Euros, while the median issue size at the Main
Board is more than seven times as high. In fact, 96% of all issues taking place at the GEM
have an offering size of less than 100 million Euros and there is not a single issue with an
offering size of more than 500 million Euros.

weighted
n mean mean median
Whole Sample
Gross Proceeds (m€) 260 211.18 51.02
Other Expenses 260 8.04% 2.31% 5.12%
Gross Spread 260 2.74% 2.70% 2.50%
Total Costs 260 10.79% 5.00% 7.68%
0-100 Other Expenses 169 10.59% 6.82% 8.21%
(m€) Gross Spread 169 2.71% 2.73% 2.50%
Total Costs 169 13.29% 9.56% 10.95%
100 - 250 Other Expenses 49 4.61% 4.35% 3.01%
(m€) Gross Spread 49 2.82% 2.80% 2.50%
Total Costs 49 7.43% 7.15% 5.95%
250 - 500 Other Expenses 19 2.21% 2.31% 1.79%
(m€) Gross Spread 19 2.88% 2.87% 3.00%
Total Costs 19 5.09% 5.18% 4.59%
over 500 Other Expenses 23 1.47% 1.15% 1.32%
(m€) Gross Spread 23 2.74% 2.63% 2.50%
Total Costs 23 4.21% 3.79% 3.88%

Note that only for a subset of those new issues, where we have been able to collect information about total flota-
tion costs, also information about other expenses or the gross spread could be recorded. Hence, the sum of the
mean other expenses and the mean gross spread is not necessarily equal to the mean total flotation costs.

Table 19: Flotation costsin percent of gross offering proceeds at the HKEX'sMain Board over the period
01/01/1999 to 03/31/2008
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Whole Sample

0-100
(m€)

100 - 250
(m€)

250 - 500
(m€)

Gross Proceeds (m€)

Other Expenses
Gross Spread
Total Costs

Other Expenses
Gross Spread
Total Costs

Other Expenses
Gross Spread
Total Costs

Other Expenses
Gross Spread
Total Costs

260
260
260
260

169
169
169

49
49
49

19
19
19

mean

19.30
16.60%

3.52%
20.12%

17.15%
3.52%
20.67%

2.00%
4.17%
6.17%

2.88%
2.75%
5.63%

weighted
mean

7.58%
3.33%
10.92%

11.49%
3.41%
14.90%

1.87%
4.07%
5.93%

2.89%
2.78%
5.67%

median

7.13
15.78%
3.50%
20.00%

16.73%
3.50%
20.23%

2.51%
4.00%
6.51%

2.88%
2.75%
5.63%

Note that only for a subset of those new issues, where we have been able to collect information about total flota-
tion costs, also information about other expenses or the gross spread could be recorded. Hence, the sum of the
mean other expenses and the mean gross spread is not necessarily equal to the mean total flotation costs.

Table 20: Flotation costsin percent of gross offering proceeds at the HKEX's Growth Enterprise Market

over the period 01/01/1999 to 03/31/2008 for different size brackets

3.1.1.7 Comparing flotation costs at different listing venues

Total flotation costs

In Figure 8 we compare median and mean total | PO flotation costs for different listing venues.
In terms of the median, Euronext has clearly the lowest total flotation costs with 6.6%, while
NY SE and Deutsche Borse are close to each other with 7.8%. LSE and NASDAQ seem to be
more expensive with 9.0% resp. 9.1%, while Hong-Kong Stock Exchange is by far the most
expensive listing venue among those considered here with average flotation costs of 10.9%. It
is interesting to see that the ranking among the listing venues remains almost the same, if the
mean flotation costs are used instead of the median flotation cost. Only NASDAQ and LSE
switch ranks as L SE reports strongly higher mean flotation costs of 12.2%.
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Figure 8: Median (first) and mean (second) total flotation costsfor different listing venues over the period
01/01/1999 to 03/31/2008

Of course, one has to be careful with such a comparison. As it is well known, flotation costs
are determined by different factors, especially by the size of the firm.*® Due to the fact that it
was not possible to construct our sample by a perfect random sampling process, and taking
the underlying differences in the firm size distribution on the capital markets under considera-
tion, it cannot be ruled out that there may be a selection bias. Indeed, a look at Table 9, p. 29,
reveals that 1PO proceeds are very much different among the different listing venues as well
as the different market segments. For that reason we first look at flotation costs at different
market segments, as with the exception of the US stock exchanges all others have segments
targeted towards large and small cap firms. Second, we set up a regression model in order to
control for all factorsthat do not depend on the listing venue.

Figure 9 gives total flotation costs for the large cap market segments of the exchange under
consideration here. As neither NY SE nor NASDAQ have special market segments targeted
towards large or small cap firms, we decided to artificially construct a large cap segment for
these two exchanges. For that purpose we took the numbers recorded for issues larger than
100 million Euros as being representative for large cap issues. Accordingly, issues up to 100
million Euros were defined as being representative for small cap issues. Using the median
flotation cost, one can see once again that the large cap segment at Euronext, called Eurolist,
has the lowest initial flotation cost with 5.5%. The cost at the Frankfurt Prime/General Stan-
dard is 6.5%, which is clearly the second lowest figure. Then the other exchanges follow. In-
teregtingly, it turns out that according to median 1PO flotation costs NASDAQ is the most

% For a detailed analysis of the determinants of PO flotation costs cf, anong others, Altinkilig/Hansen (2003), Discounting and Underpric-
ing in Seasoned Equity Offers, Journal of Financial Economics 69, pp. 285-323, and Kaserer/Kraft (2003), How issue size, risk, and com-
plexity are influencing externa financing costs - German | POs analyzed from an Economies of Scale Perspective, Journal of Business Fi-
nance and Accounting 30, pp. 479-512.
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expensive exchange, while in terms of mean IPO flotation costs, the Main Board of the
HKEX is clearly the most expensive large cap market segment.

12.0% 1 10.8%
10.0% -
8.6%
8.0% B 7-0% 7.5% 7.30)
6.5%
6.0% | °-°F
4.0% -
2.0% -
0.0% ‘ ‘ ‘
Euronext DBAG LSE Main NYSE Large HKEX Main  NASDAQ
Eurolist Prime / Market Caps Board Large Caps
General
Standard

Figure 9: Median (first) and mean (second) total flotation costsfor lar ge cap market segments at different
listing venues over the period 01/01/1999 to 03/31/2008

Figure 10 reports the total flotation costs for the small cap market segments. Again using the
median flotation cost, one can see that the growth market segment at Euronext, called Altern-
ext, has the lowest median flotation cost with 7.6%. The cost at the Deutsche Borse Entry
Standard is 9.2%. Small issues at NASDAQ respectively NY SE incur higher median flotation
costs of 9.5% respectively 9.8%. However, there is an even larger gap with respect to the
AIM market as well as to the Growth Enterprise Market (GEM) at Hong-Kong Stock Ex-
change. Both markets are, irrespective of whether we focus on the median or mean flotation
cost, extremely expensive. The companies on average have to pay between 11.1 and 20.0% of
their flotation proceeds as underwriting fees and other issue expenses.
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Figure 10: Median (first) and mean (second) total flotation costs for small cap market segments at differ-
ent listing venues over the period 01/01/1999 to 03/31/2008

In order to exclude that our results are driven by a selection bias as well as to get an idea
whether these differences in flotation costs are significant from a statistical point of view, we
set up a linear regression model. We rely on academic literature showing that proceeds and
the ratio of secondary shares offered to the public are the most important factors explaining
flotation costs.*” By using these variables we control for their impact on the flotation costs
and, hence, we can test, whether flotation costs are significantly influenced by the listing ven-
ues. The results are given in Table 21. According to the adjusted R? the models are able to
explain 30 to 37% of cross sectional variation in tota flotation costs, which is not that bad.
The base case is an IPO at Deutsche Bdorse. As we can see, total flotation costs are signifi-
cantly higher at al other exchanges with the exception of Euronext and NY SE. The difference
ranges between 1.8 percentage points (NASDAQ) and 5.3 percentage points (Hong-Kong
Stock Exchange). On the other side, new issues at Euronext are cheaper by 1.6 percentage
points at Euronext. The total flotation costs a the NY SE are not different from those at the
DBAG from a statistical point of view.

%7 Cf. in thisregard footnote 36 on p. 41.
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Financial and Real Estate Issues
All New Issues

excluded

Variable Coefficient Std. Error Prob. Coefficient Std. Error Prob.
Constant 0.077 0.004 0.000 0.079 0.004 0.000
Secondary Shares 0.002 0.005 0.691 -0.009 0.005 0.073
Gross Proceeds 0.000 0.000 0.000 0.000 0.000 0.000
1/ Gross Proceeds 0.167 0.007 0.000 0.149 0.006 0.000
NASDAQ 0.018 0.005 0.000 0.016 0.004 0.000
NYSE 0.008 0.005 0.131 0.006 0.005 0.215
LSE 0.024 0.005 0.000 0.024 0.005 0.000
HKEX 0.053 0.005 0.000 0.053 0.005 0.000
Euronext -0.016 0.007 0.016 -0.014 0.006 0.036
adj. R-squared 0.300 0.318

Observations 2,545 2,162

Notes: Dependent variable is the ratio of total flotation costs to offering proceeds. Secondary shares give the
ratio of secondary shares offered to total shares offered. Proceeds are total offering proceeds in million Euros.
NASDAQ, NY SE, LSE, Hong-Kong Stock Exchange and Euronext are dummy variables set to “1”, if the new
issue has taken place at one of these exchanges. The base case is an IPO at Deutsche Boérse. In line with aca-
demic literature we exclude Financial and Real Estate Issue on theright hand side of the table.

Table 21: OL S-estimation results of total flotation costs over the period 01/01/1999 to 03/31/2008

Results are basically going in the same direction, if we further refine the model by using a
dummy variable for all the market segments under consideration here. These results are re-
ported on Table 22. The base case is an issue at the Prime/General standard of Deutsche
Borse. As one can see, Eurolist and Alternext, the two market segments at Euronext, have
lower flotation costs, although the difference is not significant in a statistical sense. At the
market segments at the LSE and the HKEX, costs are significantly higher (in the range of 1.4
to 10.5 percentage points). Similar is true for small cap issues at both New Y ork exchanges.
However, there is no significant difference with respect to the flotation costs at the Frankfurt
Entry Standard as well asthe NASDAQ and NY SE large cap segments.

As outlined in 3.1.1, we do not find significant changes in costs since the preceding study.
Only at the HKEX, we find weak evidence for an increase in costs of about 1.90 percentage
points. We also do not find any trend in the data. Kaserer et al. (2008) however, recently
document a statistically significant increase in total flotation costs aa NASDAQ and NY SE
since the introduction of the Sarbanes-Oxley Act (SOX) in 2002.% The authors find that SOX
imposes additional non-underwriting expenses of about 500,000 USD or about 0.7 percentage
points on average.

% Cf. Kaserer/Mettler/Obernberger (2008): “Has the Sarbanes-Oxley Act decreased the Adverse Selection Cost of Going Public’, Available
at SSRN: http://ssrn.com/abstract=1147138.
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Financial and Real Estate Issues
All New Issues

excluded

Variable Coefficient Std. Error Prob. Coefficient Std. Error Prob.
Constant 0.077 0.004 0.000 0.074 0.007 0.000
Secondary Shares 0.002 0.005 0.691 0.000 0.005 0.930
Gross Proceeds 0.000 0.000 0.000 0.000 0.000 0.000
1/ Gross Proceeds 0.167 0.007 0.000 0.136 0.007 0.000
NASDAQ (Large Cap) 0.010 0.007 0.168 0.009 0.007 0.221
NASDAQ (Small Cap) 0.027 0.007 0.000 0.026 0.007 0.000
NYSE (Large Cap) 0.008 0.007 0.292 0.006 0.007 0.411
NYSE (Small Cap) 0.028 0.010 0.005 0.026 0.010 0.012
LSE AIM 0.040 0.008 0.000 0.040 0.008 0.000
LSE Main Market 0.014 0.008 0.073 0.019 0.008 0.017
HK GEM 0.105 0.008 0.000 0.101 0.008 0.000
HKEX Main Board 0.032 0.007 0.000 0.032 0.008 0.000
Eurolist -0.013 0.009 0.148 -0.011 0.009 0.228
Alternext -0.011 0.011 0.324 -0.009 0.010 0.373
Entry Standard -0.005 0.012 0.711 -0.005 0.012 0.659
Neuer Markt 0.011 0.009 0.237 0.010 0.009 0.259
adj. R-squared 0.348 0.371

Observations 2,545 2,162

Notes: Dependent variableisthe ratio of total flotation cost to offering proceeds. Secondary shares give theratio
of secondary shares offered to total shares offered. Proceeds are total offering proceeds in m€. NASDAQ (Large
Cap), NASDAQ (Small Cap), NY SE (Large Cap), NY SE (Small Cap), AIM, Main Market, Main Board, GEM,
Eurolist, Alternext and Entry Standard are also dummy variables, which are set to " 17, if the new issue has taken
place at one of these market segments. When using these dummy variables the base case is an IPO at the
Prime/General market segment at Deutsche Bérse. In line with academic literature we exclude Financial and
Real Edtate Issue on theright hand side of thetable.

Table 22: OL S-estimation results of total flotation costs over the period 01/01/1999 to 03/31/2008

In order to present the results of this OLS-estimation in a more illustrative way, we use the
parameter estimation presented in Table 22 for estimating the absolute flotation cost for issues
with different proceeds.

First, this point estimation is done for the large cap segments. The results are presented in
Table 23, where the ordering of the different exchanges is according to the size of flotation
costs® As one can see, the difference in absolute flotation costs can be substantial. While for
a 250 million Euros issue the cost a Eurolist respectively Prime/General Standard is 15 mil-
lion Euros respectively 18 million Euros, the cost is about 20 million Euros, if the same issue
is done at NY SE, NASDAQ or the LSE Main Market. At the Hong-Kong Main Board the
cost might even be larger than 26 million Euros.

% The reader should note that estimations are done based on the assumption that theratio of secondary sharesis equal to“0”.
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proceeds (m€) 100 250 500 1,000

Eurolist 6.35 14.90 27.23 44.70
Prime / General Standard 7.64 18.12 33.68 57.61
NYSE (Large Cap) 8.40 20.03 37.51 65.26
NASDAQ (Large Cap) 8.65 20.65 38.73 67.71
LSE Main Market 9.03 21.62 40.67 71.59
HKEX Main Board 10.86 26.18 49.79 89.83

Table 23. Point estimation of total flotation costs for different gross proceeds in the large cap segment
(million Euros)

Almost the same ordering among the different stock exchanges applies for small cap market
segments, as can be seen in Table 24. If one takes an issue of 50 million Euros as representa-
tive, the cost a Alternext or Entry Standard is 3.4 million Euros respectively 3.72 million
Euros. For the NASDAQ and NY SE small cap segmentsiit is about 5 million Euros, while for
AIM it reaches almost 6 million Euros. Again, the most expensive exchange is Hong-Kong,
as the same issue realized at GEM would have atotal cost of more than 9 million Euros.

proceeds (m€) 10 25 50 100
Alternext 0.82 1.80 3.42 6.57
Entry Standard 0.89 1.96 3.72 7.18
NASDAQ (Small Cap) 1.20 2.74 5.29 10.32
NYSE (Small Cap) 1.22 2.78 5.37 10.49
LSE AIM 1.33 3.07 5.96 11.65
HK GEM 1.99 4,71 9.22 18.18

Table 24: Point estimation of total flotation costs for different gross proceeds in the small cap segment
(million Euros)

Other expenses

As far as the analysis of the underwriting and non-underwriting fees is concerned, we would
like to point out that this analysis should be treated carefully, as we already reported that we
do not have many new issues at the European exchanges, for which this information was
available. Hence, a pure comparison of mean or median values might be totally misleading.
We therefore only compare these cost items on the basis of regression analysis, which has the
additional advantage that we can directly control for the influence of the issue size.

Results are reported in Table 25. The model seems to work quite well, as we get an adjusted
R? in the range of 42% to 45%. In the first regression, reported on the left-hand side of the
table, we set an issue at Deutsche Borse as the base case. We find no statistically significant
difference in the non-underwriting fees between Deutsche Bérse, NY SE and NASDAQ. Ac-
tually, other expenses incurred at LSE and Hong-Kong Stock Exchange are significantly
higher compared with Frankfurt, while issuers at Euronext profit from significantly lower
non-underwriting fees.
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All New Issues

Financial and Real Estate Issues

excluded

Variable Coefficient Std. Error Prob. Coefficient Std. Error Prob.
Constant 0.019 0.007 0.004 0.020 0.007 0.006
Gross Proceeds 0.000 0.000 0.000 0.000 0.000 0.000
1/ Gross Proceeds 0.302 0.013 0.000 0.279 0.014 0.000
NASDAQ 0.003 0.007 0.601 0.004 0.007 0.610
NYSE -0.001 0.007 0.851 -0.002 0.008 0.800
LSE 0.030 0.009 0.001 0.029 0.010 0.003
HKEX 0.066 0.007 0.000 0.069 0.008 0.000
Euronext -0.022 0.010 0.022 -0.024 0.011 0.027
adj. R-squared 0.448 0.422

Observations 2,081 1,811

Notes: Dependent variableistheratio of non-underwriting fees to offering proceeds. Proceeds aretotal offering
proceeds in million Euros. NASDAQ, NY SE, LSE, HKEX and Euronext are dummy variables set to “1”, if the
new issue has taken place at one of these exchanges. The base caseis an PO at Deutsche Bérse. In line with

academic literature we exclude Financial and Real Egtate Issue on theright hand side of thetable.

Table 25: OL S-estimation results of other expenses over the period 01/01/1999 to 03/31/2008

The regression results reported on Table 26 analyse the non-underwriting fees by different
market segments. Here, the base case is an issue at the Prime/General Standard at Deutsche
Borse. The refined model seems to work dightly better than the model presented on Table 25,
as we get an adjusted R? in the range of 46% to 49%. The picture is pretty much the same, as
issuers at both market segments of the Hong-Kong Stock Exchange and the LSE Main Market
suffer from significantly higher other expenses. Similarly, the two market segments at Euron-
ext have statistically significant lower non-underwriting fees. With respect to the market seg-

ments of the two New Y ork exchanges there is no statistically significant difference.
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All New Issues

Financial and Real Estate Issues

excluded

Variable Coefficient Std. Error Prob. Coefficient Std. Error Prob.
Constant 0.027 0.010 0.006 0.027 0.011 0.016
Gross Proceeds 0.000 0.000 0.001 0.000 0.000 0.013
1/ Gross Proceeds 0.262 0.014 0.000 0.247 0.015 0.000
NASDAQ (Large Cap) -0.014 0.010 0.169 -0.014 0.012 0.215
NASDAQ (Small Cap) 0.000 0.010 0.985 0.000 0.011 0.988
NYSE (Large Cap) -0.011 0.010 0.258 -0.012 0.012 0.285
NYSE (Small Cap) 0.002 0.011 0.848 0.001 0.013 0.952
LSE AIM 0.016 0.020 0.419 0.022 0.023 0.344
LSE Main Market 0.024 0.012 0.042 0.022 0.013 0.098
HK GEM 0.100 0.011 0.000 0.098 0.012 0.000
HKEX Main Board 0.042 0.010 0.000 0.043 0.012 0.000
Eurolist -0.024 0.013 0.058 -0.028 0.015 0.053
Alternext -0.032 0.017 0.057 -0.031 0.018 0.095
Entry Standard -0.057 0.021 0.006 -0.068 0.023 0.004
Neuer Markt 0.003 0.013 0.834 0.002 0.015 0.866
adj. R-squared 0.491 0.461

Observations 2,081 1,811

Notes: Dependent variableistheratio of non-underwriting fees to offering proceeds. Proceeds aretotal offering
proceeds in million Euros. NASDAQ (Large Cap), NASDAQ (Small Cap), NY SE (Large Cap), NY SE (Small
Cap), AIM, Main Market, HK Main Board, HK GEM, Euralist, Alternext and Entry Standard are also dummy
variables, which are set to “1”, if the new issue has taken place at one of these market segments. When using
these dummy variables the base case isan PO at the Prime/General market segment at Deutsche Bérse. In line

with academic literature we exclude Financial and Real Estate Issue on theright hand side of thetable.

Table 26: OL S-estimation results of other expenses over the period 01/01/1999 to 03/31/2008

Gross spread

In the next step we look at the gross spread. Results are reported in Table 27 and Table 28. In
this case our linear regression model seems to work even better, as we get an adjusted R? in
the range of 81% to 82%. In the first regression, reported on the left-hand side of Table 27,
we set an issue at Deutsche Borse as the base case. We find only a slight statistically signifi-
cant difference in the underwriting fees between Deutsche Borse and Euronext of 0.4 percent-
age points. Issuers at NY SE and NASDAQ incur statistically significant higher gross spreads,
while issuers at LSE and Hong-Kong Stock Exchange profit from statistically significant
lower underwriting fees.
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Financial and Real Estate Issues
All New Issues

excluded

Variable Coefficient Std. Error Prob. Coefficient Std. Error Prob.
Constant 0.043 0.001 0.000 0.044 0.001 0.000
Gross Proceeds 0.000 0.000 0.000 0.000 0.000 0.000
1/ Gross Proceeds 0.065 0.002 0.000 0.067 0.002 0.000
NASDAQ 0.025 0.001 0.000 0.025 0.001 0.000
NYSE 0.020 0.001 0.000 0.020 0.001 0.000
LSE -0.006 0.002 0.000 -0.006 0.002 0.000
HKEX -0.018 0.001 0.000 -0.019 0.001 0.000
Euronext -0.004 0.002 0.040 -0.004 0.002 0.018
adj. R-squared 0.806 0.811

Observations 2,082 1,812

Notes: Dependent variableistheratio of non-underwriting fees to offering proceeds. Proceeds aretotal offering
proceeds in million Euros. NASDAQ, NY SE, LSE, HKEX and Euronext are dummy variables set to “1”, if the
new issue has taken place at one of these exchanges. The base caseis an PO at Deutsche Bérse. In line with
academic literature we exclude Financial and Real Egtate Issue on theright hand side of thetable.

Table 27 OL S-estimation results of gross spreads over the period 01/01/1999 to 03/31/2008

The regression results reported on the left-hand side of Table 28 analyse the non-underwriting
fees by different market segments. Here, the base case is an issue at the Prime/General Stan-
dard at Deutsche Borse. Actually, the picture with respect to NY SE, NASDAQ, Hong-Kong
Stock Exchange and Euronext is the same, while we do not find a statistically significant dif-
ference with respect to AIM or LSE Main Market. However, with respect to Euronext it
changes, as both market segments seem to have lower underwriting fees than those that are
prevalent at the Prime/General Standard at Deutsche Borse. As an additional insight it is in-
teresting to see that at the Frankfurt Entry Standard underwriting fees are not significantly
higher than at the Prime/General Standard, when controlling for issue size. However, issues at
Neuer Markt (which has been dissolved several years ago) faced higher gross spreads than
Prime or General Standard issues. Underwriting fees were thus apparently reflecting the
higher risks associated with New Economy issues which were predominantly going public at
the Neuer Markt.

49



Financial and Real Estate Issues
All New Issues

excluded

Variable Coefficient Std. Error Prob. Coefficient Std. Error Prob.
Constant 0.036 0.002 0.000 0.036 0.002 0.000
Gross Proceeds 0.000 0.000 0.000 0.000 0.000 0.000
1/ Gross Proceeds 0.064 0.002 0.000 0.066 0.003 0.000
NASDAQ (Large Cap) 0.031 0.002 0.000 0.031 0.002 0.000
NASDAQ (Small Cap) 0.032 0.002 0.000 0.032 0.002 0.000
NYSE (Large Cap) 0.026 0.002 0.000 0.026 0.002 0.000
NYSE (Small Cap) 0.033 0.002 0.000 0.033 0.002 0.000
LSE AIM 0.011 0.004 0.003 0.014 0.004 0.001
LSE Main Market 0.000 0.002 0.916 0.000 0.002 0.963
HK GEM -0.011 0.002 0.000 -0.011 0.002 0.000
HKEX Main Board -0.011 0.002 0.000 -0.011 0.002 0.000
Eurolist 0.003 0.002 0.267 0.002 0.003 0.434
Alternext 0.006 0.003 0.037 0.006 0.003 0.059
Entry Standard 0.005 0.004 0.145 0.004 0.004 0.362
Neuer Markt 0.014 0.002 0.000 0.014 0.003 0.000
adj. R-squared 0.812 0.818

Observations 2,082 1,812

Notes: Dependent variableistheratio of underwriting fees to offering proceeds. Proceeds are total offering pro-
ceedsin million Euros. NASDAQ (Large Cap), NASDAQ (Small Cap), NY SE (Large Cap), NY SE (Small Cap),
AIM, Main Market, Main Board, GEM, Euralist, Alternext and Entry Standard are also dummy variables, which
aresetto“1”, if the new issue has taken place at one of these market segments. When using these dummy vari-
ables the base caseis an I PO at the Prime/General market segment at Deutsche Bérse. In line with academic
literature we exclude Financial and Real Estate Issue on theright hand side of thetable.

Table 28: OL S-estimation results of gross spreads over the period 01/01/1999 to 03/31/2008

3.1.2 Admission fees

Although admission fees regularly are assumed to be negligible, a closer look reveals that the
differences can be quite substantial, as reported on Table 29.*° While Deutsche Borse AG has
fixed admission fees of 5,500 Euros at the Prime/General Standard, admission fees at the
large cap market segments of the other stock exchanges are related either to market capitaliza-
tion of the company or the number of sharesto be listed. For a market capitalization of 1 bil-
lion Euros, admission fees at Eurolist are equal to 374,500 Euros making it the most expen-
sive market segment for an issue of that size. However, the fees at the LSE Main Market as
well as both New Y ork exchanges are also substantially higher than at the Deutsche Borse.

As far as growth markets are concerned the picture is similar. The DBAG again offers the
best conditions for its Entry Standard charging a fixed fee of 750 Euros to 1,500 Euros. All
the other exchanges have again market capitalization or number of shares related fees, which

40 With regard to the previous study, admission fees remained constant at all but the LSE’s AIM. In the previous, we report admission feesto
be constantly at 6,712 Euros. Note that L SE hasincreased the feesin spring 2008 also for its Main Market.
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are substantially above the fee at the Entry Standard. Assuming a market capitalization of 50
million Euros, NY SE is by far the most expensive stock exchange. But even when looking at
core growth markets only, it turns out that there is a perceptible difference between the Entry
Standard at the one side and Alternext, AIM, and GEM at the other side.

Furthermore, there are only minor differences between costs for national and international
offerings. In general, only LSE and Euronext distinguish between national and international
issues within their fee schedules. As such, the minimum fee for international issues at the
Main Market of the LSE is twice the one for national issues. At the Euronext, international
issues have to pay a maximum fee of 300,000 Euros.

market cap (m€) 10 50 250 500 1,000
~no. of shares 1,000,000 5,000,000 25,000,000 50,000,000 100,000,000

Deutsche Borse

Prime / General Standard 5,500 €

Entry Standard 750 - 1500€

LSE

Main Market - domestic 11,089 € 37,315 € 101,236 € 156,961 € 230,565 €
Main Market - international 22,203 € 37,315 € 101,236 € 156,961 € 230,565 €
AIM 9,508 € 22,630 € 54,580 € 78,042 € 89,438 €
NASDAQ 66,667 € 66,667 € 66,667 € 83,333 € 100,000 €
NYSE 100,000 € 100,000 € 100,000 € 160,000 € 166,667 €
Hong Kong Stock Exchange

Main Board 15,000 € 25,000 € 50,000 € 65,000 € 65,000 €
GEM 10,000 € 15,000 € 20,000 € 20,000 € 20,000 €
Euronext

Eurolist - domestic 10,000 € 34,000 € 124,000 € 224,000 € 374,500 €
Eurolist - international 10,000 € 34,000 € 124,000 € 224,000 € 300,000 €
Alternext - domestic 7,500 € 31,500 € 121,500€  221,500€ 371,500 €
Alternext - international 7,500 € 31,500 € 121,500 € 300,000 € 300,000 €

Notes: For the calculation we looked at the fee schedules for domestic and internationa issuers of ordinary
shares. For NASDAQ the fee schedule of the NASDAQ Global Market was used. LSE, Euronext and HKEX
have fee schedules according to market capitalization. NASDAQ and NY SE have fee schedules according to the
number of shares to be listed. Where necessary, we assumed an offer price of 10 Euros per share in order to
compute an appropriate number of shares outstanding. The following exchange rates were used: 1 €=1.5 US
$=1/1.35£=10 HK-$.

Table 29: Admission fees by market capitalization, Sour ce: Websites of Exchanges

51



3.1.3 International versusdomestic issues

Y et to be determined is the question whether international new issues, i.e. where the country
of origin of the issuer is different from the country where the listing takes place, face costs
different from pure domestic new issues. For that purpose, we set up again a linear regression
model, in which we control for offering size and the ratio of secondary shares. As base case
we define international issues. The results of our estimations are reported in Table 30. It turns
out that internationality does not impact the tota flotation costs with the exception of the
L SE, where a domestic issue has atotal flotation cost which is higher by 3.1 percentage points

compared to an international issue.

Euronext DBAG LSE
Variable Coefficient Prob. Coefficient Prob. Coefficient Prob.
Constant 0.068 0.000 0.079 0.000 0.090 0.000
Secondary Shares -0.041 0.000 0.003 0.811 0.006 0.727
Gross Proceeds 0.000 0.391 0.000 0.002 0.000 0.015
1/ Gross Proceeds 0.127 0.000 0.135 0.000 0.131 0.000
domestic Issue 0.004 0.781 0.000 0.983 0.031 0.001
adj. R-squared 0.534 0.368 0.243
Observations 119 171 402
HKEX NASDAQ NYSE
Variable Coefficient Prob. Coefficient Prob. Coefficient Prob.
Constant 0.078 0.000 0.079 0.000 0.063 0.000
Secondary Shares 0.000 0.980 -0.001 0.793 -0.001 0.733
Gross Proceeds 0.000 0.042 0.000 0.011 0.000 0.000
1/ Gross Proceeds 0.789 0.000 1.248 0.000 2.702 0.000
domestic Issue -0.005 0.550 -0.004 0.167 0.002 0.159
adj. R-squared 0.580 0.308 0.564
Observations 380 1098 370

Notes: Dependent variable istheratio of total costs to offering proceeds. Proceeds are total offering proceedsin
million Euros. “Domestic Issu€’ isadummy variable, which isset to “1”, if the country of origin of theissuer is
equal to the country wherethe listing is pursued.

Table 30: OL S-estimation results of total flotation costs over the period 01/01/1999 to 03/31/2008
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3.2 Indirect costs. PO Underpricing
3.2.1 Underpricing

3.2.1.1 Introduction

When companies are brought, public uncertainty about their true value exists due to asym-
metric information between the parties involved in an IPO: On the one hand information
asymmetry exists between future (outside) investors and pre-1PO (inside) investors. On the
other hand different investors may experience an imbalance of information [Rock (1986)].
Generally, this asymmetric distribution of information is regarded as the reason for substantial
positive first-day returns (underpricing) [Rock (1986), Altinkilic and Hansen (2003), and
Brau and Fawcett (2006)]. Although, underpricing constitutes substantial costs for the issuing
firm, academics and practitioners suggest that issuing companies are willing to offer their
shares with a discount as they seek to ensure full subscription of their issues. Furthermore,
firms that are interested in future equity offerings as a mean of subsequent financing, have a
high interest in successfully placing of their shares and avoiding bad publicity and investors
resentment. This can be achieved through underpricing, since a lower offering price increases
the probability of full subscription and also the positive news coverage and the investors’ in-
terest in future equity offerings.

IPO discounts are also in line with the interests of underwriters as they want to ensure e.g. a
full subscription of the offerings. Underpricing is a negative function of an issuing company’s
risk and tends to be higher the riskier the issuing firm is in order to attract as many investors
as possible. This, in turn, may offer an investment opportunity for investors interested only in
short-term profits. As the degree of underpricing is related to the level of risk associated with
the issuing firm, those particular stock exchanges are regarded to provide riskier investment
opportunities. As Ritter (2003) documents, underpricing varies significantly across countries.
Therefore, the following analysis measures one source of indirect costs of going public across
all six stock exchanges by comparing IPO discounts. The remainder of the analysis is organ-
ized as follows: First, we introduce the sample and provide some descriptive statistics. Sec-
ond, we describe our methodology used for comparing underpricing at Deutsche Borse with
other stock exchanges. Finally, the results of our analysis are presented and discussed.

3.2.1.2 Data, methodology and descriptive statistics

Our analysis uses three primary databases. For the five countries and six stock exchanges we
extract the issue days, PO proceeds and the market segments for all equity offerings between
January 2001 and March 2008 from Thomson Financial SDC. In addition, we matched Thom-
son Financial SDC’s information on IPOs with the information available at the homepage of
the six stock exchanges to obtain suggestions for additions. Next, we exclude unit offerings,
closed-end funds and American Depository Receipts (ADRs). We use Thomson Financial
DataStream for the time series data, i.e., the daily closing prices for all firms in our sample,
the respective trading volume and the IPO firm’'s corresponding market index. Adjustments
due to missing I PO offer or stock prices and multiple entries reduce our sample to 2,126 1POs.
Table 31 provides an overview of al IPOs in the sample.
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Deutsche Borse Euronext Hong Kong LSE New York Total

Prime/General  Entry Main Main
Std. Sd. Eurolist Alternext Boad GEM Maket AIM NYSE NASDAQ
2001 20 0 2 0 4 6 6 6 29 28 101
2002 6 0 5 0 10 21 7 6 48 24 127
2003 0 0 6 0 18 16 1 12 53 27 133
2004 6 0 13 0 21 14 11 52 96 107 320
2005 14 8 13 11 32 6 20 122 91 101 418
2006 A 35 31 32 43 5 21 156 67 124 548
2007 24 20 37 18 57 2 20 52 83 122 435
2008 0 1 10 0 8 1 4 2 11 7 44
Subtotal 104 64 117 61 193 71 90 408 478 540 2,126
Total 168 178 264 498 1,018 2,126

Table 31: New IPOs acr oss time and stock exchanges (except for AIM where the number refersto new
issues) between January 2001 and March 2008

Table 31 shows a clustering of 1POs in the years 2001 to 2008. Considering the geographic
distribution of all IPOs most companies went public in the United States and the United
Kingdom. While a high IPO frequency might be a motivation for domestic companies to issue
their equity it may also attract foreign enterprises to offer their shares at stock exchanges
where companies have successfully placed their shares. Considering the number of listings
conducted by foreign companies, Table 32 shows that the by far highest ratio can be observed
for the London Stock Exchange, while the percentage of foreign listings a the remaining
markets ranges around 6%. Only the Hong Kong Stock Exchange is exceptionally less fre-
guented by foreign issuers.

No. of
Foreign Listing foreign IPOs  No.of IPOs in %
NY SE/NASDAQ 77 1,018 7.56%
London Stock Exchange 126 498 25.30%
Hong Kong 4 264 1.52%
Euronext 11 178 6.18%
Deutsche Borse 10 168 5.95%

Table 32: Foreign listings acr oss stock exchanges between January 2001 and
March 2008

Although companies might have different reasons for a listing at a foreign stock exchange,
they are also interested in a liquid trading. Hence, we analyze the probability of listings con-
ducted by foreign companies by applying a Logit model to predict whether a firm is a foreign
issuer (the dependent variable takes a value of “1") or domestic issuer (the dependent variable
takes a value of “0”) conditional on firm specific liquidity measures.

We calculate the conditional probability of an IPO of foreign issuers by estimating a Logit
model using observable firm characteristics to determine whether a firm is more likely to be
listed by a foreign issuer (the dependent variable takes a value of “1”) or by domestic issuers



(the dependent variable takes a value of “0”).** Table 33 shows that foreign issuers seem to
prefer small cap segments for their listing, indicated by the positive sign of the small cap seg-
ment dummy. Note, stocks of foreign listed companies have a lower stock return volatility.
However, this might be an expression of a size effect as the average market capitalization of
foreign listings is relatively large. Low volatility of stock returns is usually also an indicator
of high trading liquidity. By contrast, other liquidity indicators like the relative turnover vol-
ume and the zero-trade-ratio (ZTR) show opposite signs. These variables indicate that com-
panies with a high zero-trade-ratio and a low turnover volume are more likely to be foreign
listed companies. Therefore, the liquidity numbers of foreign listed companies are mixed and
hard to interpret.

Model | Modée [1

Coefficient z-statistics Coefficient z-statistics
constant -2.235 ***  -12.888 -2.003 *** -13.013
small cap segment 0.328 ** 2.059 0.551 *** 3.339
log(market capitalization)
log(trading volume) -0.047 -1.423
trading volume relative
to market capitalization -13.738 * -1.705
zero-trade-ratio 1.936 *** 6.127
stock return volatility -13.602 *** -2.863  -22.235***  -4.389
N 2,107 2,105
Mc Fadden R® 5.98% 2.99%
LR statistic 83.280 *** 41.517 ***

The sample covers listings between January 2001 and March 2008. The Logit regressions were run so
that the dependent variable equals “0” if the company was delisted within the sasmple period (and “0”
if the company was ill listed at the end of March 2008). The target characterigtics are: a dummy
variable indicating that the issue was placed in a small cap segment; logarithm of market value
(log(MV)); logarithm of trading volume (log(TVO)); the trading volume relative to the market value
(TVO/MV); the number of days without any trading over the total number of observation days in-
cluded in the sample per stock (zero-trade-ratio, ZTR) and the standard deviation of daily returns
(stock return volatility, VOL). *** ** ‘and * indicate statistical significance at the 1%, 5%, and 10%
levels, respectively.

Table 33: Logit-Model: Deter mining the likelihood of foreign listings

The optimal level of underpricing an issuer should offer to its new shareholders is only
roughly to determine. An extremely high underpricing indicates that the offering price was set
to low and the issuer left much money on the table. A small or even negative underpricing
might disappoint the new shareholders and make them sceptical about the prospects of their
investments. We calculate PO underpricing (raw underpricing and index adjusted) as per
Megginson and Weiss (1991)* and Schenone (2004)* as:

“1 The firm specific variables used within this Logit-regression are explained in more detail in section 4.2.2.

42 Megginson, William L., and Kathleen A. Weiss, 1991, Venture Capitalist Certification in Initial Public Offerings, Journal of Finance 46,
879-903.
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P P
raw underpricing; = P;l - 1 and index adjusted underpricing, = —= - ||_1
0

i,0 i,0
where P, isthe first-day closing price, P, the IPO offering prices, | and |, arethe corre-
sponding national stock market index levels, respectively.

3.2.1.3 Analysisof underpricing

We compare the average IPO returns across the different stock exchanges. Statistical signifi-
cant underpricing returns in mean (t-test) and median (Wilcoxon-test) at significance levels of
1%, 5% and 10% are denoted by ***, ** and *. We analyze in the group of larger exchange
segments Eurolist, Main Board, Main Market and NY SE to the Prime/General Standard and
the smaller segments Alternext, GEM, NASDAQ and AIM to the Entry Standard. We apply
this distinction to account for the firm specific differences in stock exchange segments.

Deutsche Borse Euronext Hong Kong LSE New York
Prime/General

Std. Entry Std. Eurolist Alternext Main Board GEM Main Market AIM NYSE NASDAQ
Raw underpricing (in %)
No. 104 64 117 61 193 71 90 408 478 540
Mean 3.61% *** 7.400% *** 3.57% *** 3.06% ** 17.41% ***  20.61% *** 5.18% ***  15.40% *** 7.18% *** 12.5% ***
Median 0.70% ** 0.74% *** 0.00% *** 0.00% *** 9.58% **  12.12% *** 2.59% *** 8.5900 *** 0.82% *** 6.49% ***
Minimum -28.40% -19.83% -22.01% -59.51% -20.48% -18.75% -47.29% -88.83% -27.41% -33.50%
Maximum 83.57% 105.00% 46.29% 33.85% 188.93% 211.11% 83.08% 250.00% 125.49% 354.80%

Index-adjusted underpricing (in %)

No. 104 64 117 61 193 71 90 408 478 540

Mean 3.57% *** 7.21% ** 3.39% *** 2.87% * 17.30% ***  20.63% *** 5.17% ***  15.36% *** 7.22% **  12.60% ***

Median 0.85% *** 1.16% *** 0.65% *** 0.21% *** 9.58% **  11.54% *** 2.42% *** 8.49% *** 1.18% *** 6.52% ***

Minimum -29.76% -19.50% -23.18% -59.77% -20.39% -19.05% -47.32% -89.78% -24.47% -33.35%

Maximum 85.21% 104.38% 46.75% 35.35% 187.21% 212.39% 82.47% 248.69% 125.39% 355.56%
Total 168 178 264 498 1,018

We use the CDAX as the corresponding benchmark for IPOs at the Prime/Generd and Entry Standard, the SFB 120 Index
for listings at the Euronext and Alternext, the HANG SENG Index for Hong Kong's Main Board and GEM 1POs, the FTSE
All-Share Index for LSE IPOs and S&P 500 COMPOSITE Index for listings at the NY SE and NASDAQ. ***, ** and *
indicate statistical significance at the 1%, 5%, and 10% level s, respectively.

Table 34: Under pricing acr oss exchange segments between January 2001 and M ar ch 2008

While methodological differences between raw underpricing and index-adjusted underpricing
are negligible, Table 34 indicates that initial returns are different for the particular market
segments and stock exchanges. Prime/General Standard (3.61%) and Euronext (3.57%) offer
overall moderate levels of underpricing and combine the interests of investors and issuers
convincingly while in other segments [Main Market (5.18%), NY SE (7.18%) and Main Board
(17.4%)] the level of underpricing becomes more and more unattractive from the perspective
of issuing companies.

As prior research has shown, the underpricing phenomenon is strongly correlated to the size
of the IPO companies. Therefore, differences between the two groups of market segments can

3 Schenone, Carola, 2004, The Effect of Banking Relationships on the Firm's IPO Underpricing, Journal of Finance 59, 2903-2958.
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be influenced by size effects. Since the presented (univariate) results do not account for pos-
sible size effects, we apply a multiple regression model to determine whether the size of an
IPO affects the level of underpricing. Specifically, we estimate the following regression
model:

10
UP, =b, size, + 3 b, Exchange, ; +e,
i=1
where the dependent variable UP stands for the raw underpricing of firm j, the independent
variable size is the IPO proceed of firm j and the variable Exchange is a dummy variable tak-
ing the value of “1” if firmj isfrom Exchangei and “0” otherwise.

raw underpricing
Coefficient t-statistics

Size -4.16E-04 -0.342
Entry Standard 7.406 ** 2571
Prime/General Standard 3.700 1.625
Alternext 3.070 1.041
Eurolist 3.640 * 1.701
GEM 20.616 *** 7.538
Main Board 17.450 *** 10.343
AlIM 15.413 *** 13.502
Main Market 5777 ** 2.259
NASDAQ 12.605 *** 12.549
NY SE 7.067 *** 6.198
N 2113

Adj. R? 3.7%

The sample covers listings between January 2001 and March 2008.
Underpricing as defined by the first-day stock return is used as the
dependent variable and is explained by the following variables. The
gross | PO proceeds in million Euros are used as a proxy for size. Fur-
thermore, we include a dummy variable for every market place.

**k xx and * indicate statistical significance at the 1%, 5%, and 10%

levels, respectively.
Table 35: Multipleregression model for under pricing across stock
exchanges

Table 35 summarizes the results of the multiple regression model. The coefficient for size is
negative but insignificant. Considering the impact of market segments all exchange coeffi-
cients except for the Prime/General Standard and Alternext dummies are statistically signifi-
cant and positive. This result suggests that underpricing is significantly positive in all ex-
change segments except for the Prime/General Standard and Alternext. Furthermore, this re-
sult isin line with the findings of our univariate analysis, i.e. that underpricing at DBAG and
Euronext is very moderate. However, overall explanatory power of the model is rather low
suggesting that the variance in underpricing across firms can only be explained to a very lim-
ited degree by the different trading platforms.
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4. The cost of being public

4.1 Direct costs

Again, this part of the study is an extension of section 4.1 in Kaserer/Schiereck (2007).* As
there, SEO flotation costs and listing fees at Deutsche Borse, London Stock Exchange, Eu-
ronext, NY SE, NASDAQ and Hong-Kong Stock Exchange have been analyzed. The differ-
ence to Kaserer/Schiereck (2007) is mainly that the research period has been extended to the
end of the first quarter of 2008. Hence, the tota research period in this study goes from
01/01/1999 to 03/31/2008. With respect to the period 01/01/1999 to 03/31/2007 we are using
the same data as in the preceding study.

It should be noted that the direct cost of being public can be split-up into two different com-
ponents: (a) the costs incurred in the case the company decides to issue seasoned stocks and
(b) continuous expenses caused by being a listed firm. These two cost components will be
scrutinized in more detail in this section.

4.1.1 SEO flotation costs

For this part of the study we have collected data on SEO flotation costs from the Thomson
One Banker database as well as from the websites of the financial supervision authorities and
the issuers. Unfortunately, for the European exchanges it turned out that it was pretty difficult
to collect detailed information on SEOs. One reason might be that according to the Directive
2003/71/EC on the admission of securities to official stock exchange listing some exemptions
from the obligation to publish a prospectus are set up. These exemptions apply, among others,
to SEOs under certain conditions such as that shares are only offered to existing shareholders
or that the increase in shares does not exceed 10 percent of already existing shares. For that
reason we are able to gather relevant information for only a relatively small number of SEOs
at Deutsche Borse, LSE and Euronext, while this number is substantially higher for NY SE,
NASDAQ and Hong-Kong Stock Exchange. More information is given in Table 36, where it
can be seen that we have relevant information on 182 European SEOs and on 1,582 SEOs at
NY SE, NASDAQ or Hong-Kong Stock Exchange. Moreover, for Deutsche Borse and LSE
we are only able to collect information on gross spreads, but not on other expenses.

The first interesting result emerging from Table 36 indicates that underwriting fees for SEOs
have risen substantially since the nineties. This is especially true for Germany, and to a minor
extent also for UK and France. In fact, while according to former research reported
Kaserer/Schiereck (2007) median underwriting fees were around 1% in Germany and 1.75%
in the UK, this average now is 3% and 2%.% Hence, especially in Germany a substantial in-
crease has taken place. One, although limited, explanation for this development is related to
the fact that issuing procedures today are different than they used to be up to the nineties.
Since the end of the nineties in Germany as well as in the UK almost all SEOs were in the
form of arights offering. This is different today as about one third of the German offerings
recorded in Table 36 were bookbuilding offerings; for the UK the ratio is still quite smaller.
Asit is known that bookbuilding offerings are more expensive because of the higher risk and

4 Cf. Kaserer/Schiereck (2007), Going Public and Being Public - A global Comparison on the Impact of the Listing Decision on the Cost of
Capital.

4 Cf. Kaserer/Schiereck (2007), Going Public and Being Public - A global Comparison on the Impact of the Listing Decision on the Cost of
Capital., p. 41 n.
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effort incurred by the investment bank, this could explain a part of the results reported in
Table 36.* Moreover, because of national rulings under the Directive 2001/34/EC on the ad-
mission of securities to official stock exchange listing, small offerings are much more likely
to be exempted from the obligation to publish a prospectus. This may cause an additional

bias.

A second interesting result emerging from Table 36 is the fact that SEOs are more expensive
at NY SE and NASDAQ than at Deutsche Borse or LSE. Euronext is somewhere in between,
although the gross spread there is also clearly higher than at the other two European ex-
changes. Contrary to the results that we have found for PO flotation costs, seasoned shares
can be issued at a competitive cost at Hong-Kong Stock Exchange.

Proceeds
(m€)

Total
Flotation
Costs

Other
Expenses

Gross
Spread

number
mean
median

number

mean

weighted mean
median

number

mean

weighted mean
median

number

mean

weighted mean
median

DBAG

78
707.39
157.76

n/a
n/a
n/a

n/a
n/a
n/a

72
3.03%
2.05%
3.01%

LSE Euronext

48 79
602.96 462.20
147.36 46.67

79
n/a 4.04%
n/a 1.59%
n/a 3.72%
19

n/a 1.21%

n/a 0.39%

n/a 0.94%

48 19

2.08% 3.69%
1.38% 2.52%
1.80% 3.83%

NASDAQ

1,159
128.28
79.45

1,007
6.16%
5.01%
6.05%

1,011
1.01%
0.65%
0.61%

1,155
5.12%
4.38%
5.25%

NYSE

634
302.64
170.23

517
4.35%
3.55%
4.63%

518
0.55%
0.33%
0.34%

633
3.74%
2.98%
4.09%

HKEX

163
24.29
524

162
3.86%
3.36%
3.13%

119
2.06%
3.12%
1.03%

119
2.10%
2.22%
2.50%

Table 36: Comparison of SEO flotation costs by different listing venues over the period 01/01/1999

to 03/31/2008

A resume of these results can be found in Figure 11. As noted earlier, SEOs at the LSE are
accompanied with the lowest gross spreads, while SEOs at the NASDAQ face fees which are
about three times as high.

46 Cf. Kaserer/Biithner (2002), The Structure of External Financing Costs and the Economies of Scale View - New Evidence from Seasoned
Equity Offeringsin Germany, European Financial Management 8, pp. 315-338, and additional references given there.
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Figure 11: Median (first) and mean (second) SEO underwriting fees by different listing venues over the
period 01/01/1999 to 03/31/2008

Again, we would like to analyse whether the differences among the listing venues are statisti-
cally significant when controlling for issue size. As it was done in the context of the flotation
costs analysis we use a linear regression model for that purpose. Results are reported in Table
37. As we do not have sufficient variables in order to control for other influences than size,
the adjusted R? is only 24%.*” However, as size is one of the most important variables deter-
mining the underwriting spread, this model might be appropriate for testing whether under-
writing fees are influenced by the listing venue.

The results presented in Table 37 corroborate the findings given in Figure 11. It turns out that
an issuer at NASDAQ or NYSE has to bear a statistically significantly higher gross spread
compared with the same issuer at Deutsche Borse. The difference with respect to NYSE is
only weskly significant, while there is no statistically significant difference with respect to
Euronext. Issuers profit from significantly lower underwriting fees at LSE and Hong-Kong
Stock Exchange.

47 A more sophisticated mode is used in KasererSchiereck (2006), Deutsche Bérse: Going Public and Being Public. The Impact of the List-
ing Decison on the Cost of Capital — An International Comparison, Frankfurt. For a more academic discusson of this issue cf.
Kaserer/Buhner (2002), The Structure of External Financing Costs and the Economies of Scale View - New Evidence from Seasoned Equity
Offeringsin Germany, European Financial Management 8, pp. 315-338, and additional references given there.
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Variable Coefficient Std. Error Prob.

Constant 0.035 0.002 0.000
Gross Proceeds 0.000 0.000 0.000
1 / Gross Proceeds 0.004 0.002 0.073
NASDAQ 0.018 0.002 0.000
NYSE 0.005 0.002 0.032
LSE -0.011 0.003 0.002
Hong Kong -0.014 0.003 0.000
Euronext 0.004 0.005 0.385
adj. R-squared 0.242

number 2,024

Notes: Dependent variableistheratio of underwriting fees to SEO offering proceeds. Proceeds are total offering
proceedsin million Euros. NASDAQ, NY SE, LSE, Hong-Kong Stock Exchange and Euronext are dummy vari-
ables set to “1”, if the SEO has taken place at one of these exchanges. The base case is an SEO at Deutsche
Borse.

Table 37: Comparison of SEO gross spreadsin an OL S estimation context
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4.1.2 Listing fees

Like admission fees listing fees are often regarded as negligible, although these fees have to
be paid on a yearly basis. Moreover, a closer look reveals that the differences among the dif-
ferent listing venues can be quite substantial. This is revealed by Table 38.* While Deutsche
Borse AG has fixed listing fees of 10,000 Euros at the Prime Standard and 7,500 Euros at the
General Standard respectively, admission fees at the large cap market segments of the other
stock exchanges are related to either the market capitalization of the company or the number
of shares outstanding. For a market capitalization of 1 billion Euros, listing fees at the Main
Market of the LSE are at about 19,000 Euros for both national and international offerings. It
may be noted here that only the Euronext, LSE, and the NASDAQ differentiate between na-
tional and international SEOs at all. Furthermore, only at NASDAQ there are substantial dif-
ferences in fees for international issuers. While national offerings face a fee of about 63,000
Euros when listing a volume of 100 million shares, an international offering via issuing
ADRs" faces a fee of only 20,000 Euros. NY SE does not distinguish between national and
international offerings charging 60,000 Euros for a listing of 100 million shares, which is
pretty much the same as the NASDAQ does charge for national offerings. The HKEX charges
fees according to the nominal value of shares outstanding which is similar to the method
which uses the number of shares outstanding.

As far as growth markets are concerned the picture is alittle bit different, as the London AIM
has a fixed fee of 6,413 Euros. Thisis higher than the fixed fee of 5,000 Euros charged by the
Frankfurt Entry Standard. All the other exchanges have again market capitalization or shares
outstanding related fees, which are in most of the cases above the fee at the Entry Standard.
Assuming a market capitalization of 50 million Euros, NY SE and NASDAQ are again by far
the most expensive stock exchanges. When looking at core growth markets only, it turns out
that Alternext is rather close to the Entry Standard with a fee of 4,000 Euros, while GEM is
twice as expensive as the Entry Standard with a fee of 10,000 Euros.

“8 With regard to the previous study, listing fees remained stable at all exchanges. Note that the LSE hasincreased its feesin spring 2008.

49 All foreign companies wishing to list in the US have to issue American Depository Receipts (ADRS) via a Depository Bank where they
deposit their ordinary shares.
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market cap (m<€)
~no. of shares

Deutsche Borse
Prime Standard
General Standard
Entry Standard

LSE
Main Market - domestic

Main Market - international
AIM

NASDAQ
NASDAQ - domestic
NASDAQ - ADRs

NYSE

HKEX
Main Board
GEM

Euronext

Eurolist - domestic

Eurolist - international
Alternext - domestic / intern.

10
1,000,000

5211 €
7,999 €

20,000 €
14,150 €

25,333 €

14,500 €
10,000 €

3,000 €

3,000 €

50
5,000,000

5211€
8,191 €

20,000 €
14,150 €

25,333 €

14,500 €
10,000 €

4,000 €

4,000 €

250

500

1,000

25,000,000 50,000,000 100,000,000

10,000 €
7,500 €
5,000 €

7,316 €

10,558 €
6,413 €

23,333 €
17,667 €

25,333 €

22,400 €
15,000 €

12,000 €
10,000 €
12,000 €

10,201 €
13,518 €

25,000 €
19,880 €

31,000 €

35,600 €
15,000 €

12,000 €

12,000 €

18,523 €
19,453 €

63,333 €
20,000 €

62,000 €

54,100 €
20,000 €

16,000 €

16,000 €

Notes: For the calculation we looked at the fee schedules for domestic and international issuers of ordinary
shares. For NASDAQ the fee schedule of the NASDAQ Global Market was used. Only the LSE has fee sched-
ules according to market capitalization. Euronext, HKEX, NASDAQ, and NY SE have fee schedules according
to the number of shares outstanding. Where necessary we assumed a share price of 10 Eurosin order to compute
an appropriate number of shares outstanding. The following exchange rates were used: 1 €=1.5 US-$=1/1.35

£=10 HK-$.

Table 38: Listing feesby market capitalization, Sour ce: Websites of Exchanges
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4.2 Indirect costs

4.2.1 Trading costs

Obviously, high trading costs reduce an investor’s net portfolio return. Since investors seek to
increase the value of their pooled capital, they are willing to pay higher prices for shares with
low transaction costs only. Furthermore, high trading costs do not only affect investor’'s re-
turns but also the required gross returns of companies that raise equity via the stock market.>
The higher the transaction costs the higher the required gross returns for companies raising
equity. Empirical research has found that a 10% increase in transaction costs resultsin a 1.4%
to 1.7% higher post-tax cost of equity capital.>

A considerable body of research has analyzed the effect of trading costs on returns and finds
evidence of an positive between returns and trading costs.>* Harris (2003)>® defines trading
costs as all costs associated with securities trading. In detail they consist of explicit costs, im-
plicit costs and missed trade opportunity costs. As for explicit trading costs (brokerage com-
missions and fees), a recent study by Oxera (2006)>* finds that they differ from each other in
important ways across stock exchanges, and that DBAG has rather low direct costs of trading
compared to LSE and NY SE.

Within the following analysis, we not only include direct costs, but also implicit trading costs
as institutional investors base their choice of trading platform mainly on implicit trading costs.
Specifically, implicit trading costs refer to costs of liquidity, whereas a liquid stock market
composes of low implicit trading costs (low costs of liquidity or low liquidity premium). We
expect more liquid market to be associated with a lower liquidity premium required by inves-
tors for buying a stock. A trading platform that is able to organize a superior liquidity level in
stock trading reduces the cost of capital for a company raising equity and hence provides for
more advantageous conditions for the company.

According to commonly applied methodology, we use trading volume in a stock (normalized
by its market capitalization), the short-term volatility and the zero-trade-ratio (the share of
trading days without any trade) as indicators for the quality market liquidity. However, liquid-
ity is predominantly measured by the bid-ask spread (BAS). Specifically, we use the differ-
ence between the best binding buy opportunity and the best binding sell opportunity offered to
investors at any given point of time. Here, the rationale is that a trader who simultaneously
buys and sells a share has to pay the BAS as so called round trip costs. Already Demsetz
(1968)°° argued that the bid-ask spread is the mark-up that is paid for predictable immediacy
of exchange in organized markets.

%0 See e.g. Amihud/Mendel son (1986), Asset Pricing and the Bid-Ask Spread, Journal of Financial Economics 17, pp. 223-249.

51 See Domowitz/Steil (2001), Innovation in Equity Trading Systems: the Impact on Transactions Costs and Cost of Capital, in Nel-
son/Victor/Stell (eds.), Technological |nnovation and Economic Performance, Princeton University Press.

52 Consistent with the , liquidity hypothesis the following authors provide supporting empirical evidence: Amihud/Mendelson (1989), The
Effects of Beta, Bid-Ask Spread, Residual Risk, and Size on Stock Returns, Journal of Finance 44, pp. 479-486, Eleswarapu (1997), Cost of
Transacting and Expected Returnsin the NASDAQ Market, Journal of Finance 52, pp. 2113-2127, Brennan/Subrahmanyam (1996), Market
Microstructure and Asset Pricing, Journal of Financial Economics 41, pp. 441-464, Amihud/Mende son/Lauterbach (1997), Market micro-
structure and securities values. Evidence from the Tel Aviv Stock Exchange, Journal of Financial Economics 45, pp. 365-390, Domowitz/
Glen/Madhavan (2001), Liquidity, Volatility and Equity Trading Costs Across Countries and Over Time, International Finance 4, pp. 221-
255.

%3 Harris (2003), Trading & Exchanges Market Microstructure for Practitioners, Oxford, p. 421.
54 Oxera (2006), The cost of capital: An international comparison, Oxford.
% Demsetz (1968), The Cost of Transacting, Quarterly Journal of Economics 82, pp. 33-53.



The rest of this analysis proceeds as follows. Section 4.2.2 introduces the sample and de-
scribes our methodology used for comparing implicit trading costs of the six stock exchanges.
In Section 4.2.3 we report and discuss our results of the bid-ask spread analysis, while section
4.2.4 concludes.

4.2.2 Dataand descriptive statistics

Within this analysis we restrict our above mentioned sample to initial public offering of
common stock at one of the six analysed stock exchanges between January 2005 and Decem-
ber 2007.%° Therefore, our results should be comparable to the findings of previous studies.

Venkataraman (2001)° provides evidence that bid-ask spreads are also affected by firm-
specific characteristics such as market size, stock trading volume, prices, and stock return
volatility. Against this background, our interpretation of bid-ask spreads from different mar-
kets and diverging portfolios of stocks has to bear in mind that results sensitively depend on
specific firm characteristics. Consequently, we control for firm-specific characteristics identi-
fied by Venkataraman (2001) when comparing implicit trading costs across different market
segments. Therefore, we include the following five firm-specific variables into consideration.
Unless stated otherwise means across the first ten trading days after the PO express the aver-
age value per item and market segment.

8 Market Value (MV) is used as the most common measure for company size. It is cal-
culated as share price multiplied by the number of ordinary sharesin issue. MV isdis-
played in millions of USS.

§ Trading volume (TVO) is calculated as the number of shares traded (in millions) mul-
tiplied with the unadjusted closing price per day.”® Relative trading volume (TVO /
MV) is calculated as the ratio of trading volume by market value. This measure pro-
vides information about the relative level of trading activity for a specific company.
Trading volume is a rough but remarkably well predicting indicator for market liquid-
ity when standardized by market values.

§ Stock return volatility (VOL) is approximated as the standard deviation of daily re-
turns over all observations included in the sample.

8 The zero-trade-ratio (ZTR) is estimated as the number of days without any trading
over the total number of observation days included in the sample per stock. The lowest
possible trading activity is no trades at all during a day. The more days without trad-
ing, the less trading activity takes place at the market segment. Thus, a liquidity meas-
ure estimating the probability of ano trading day is introduced.

Table 39 offers average descriptive statistics for the firm-specific characteristics across the
five stock exchanges for the first ten trading days after the 1PO.> Next to means we provide
additional statistical information (minimum, maximum and medians). We evaluate the statis-
tical significance of the means and medians using a standard t-statistic and the Wilcoxon rank
sum z-score at significance levels of 1%, 5% and 10% [denoted by ***, ** *]. We compare

% See chapter 3.2.1.2 for a detailed description of our sample.

57 Venkataraman (2001), Automated versus Floor Trading: An Analysis of Execution Costs on the Paris and New Y ork Exchanges, Journal
of Finance 56, pp. 1445-1485.

% As Datastream does not provide sufficient data for trading volumes of German | POs at the screen-based trading platform Xetra, the daily
numbers of traded shares for Xetra and Frankfurt floor-based trading platform are provided by Deutsche Borse AG, separately.

% Note, that we do not divide the NY SE and NASDAQ data into large and small cap segment in this section.
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the firm specific characteristics of companies listed in the larger segments Prime/General
Standard, Eurolist, Main Board, Main Market, NYSE and NASDAQ and the smaller seg-
ments Entry Standard, Alternext, GEM and AIM respectively.

Concerning average market values of 1POs there are significant differences across exchanges.
Since means are highly distorted by some outliers it seems justifiable to compare for size ef-
fects median market capitalizations. As shown in Table 39 market value differs significantly
across segments. Median values are systematically lower for the smaller segments. For the
larger stock segments IPOs at NY SE (711 million US$), LSE’s Main Market (548 million
US$) and Hong Kong's Main Board (326 million US$) have higher market capitalizations
than IPOs at Prime/General Standard (316 million US$). However, comparing to Eurolist
(146 million US$), IPOs at Prime/General Standard are larger. Regarding the smaller seg-
ments | POs at Entry Standard (41 million US$) are about of the same size as at Alternext (45
million US$), GEM (25 million US$) and AIM (50 million US$).

Deutsche Bérse Euronext Hong Kong LSE New York
Prime/General
Std. Entry Std. Eurolist Alternext Main Board GEM Main Market AIM NYSE NASDAQ
MV
(in - mUS$)

No. 66 56 79 69 122 9 53 390 177 327
Mean 896 *** 78w 812 *** 57w 1,006 *** 49 * 1,403 *** 97w 1,135 *** 428 ***
Median 316 *** S 146 *** 45 ** 326 *** 25 548 *** 50 *** 711 309 ***
Minimum 45 9 7 11 21 7 44 2 0 0
Maximum 6,554 1,063 7,508 210 9,825 211 10,940 1,582 11,053 3,452

TVO

(in - mUS$)
No. 65 56 79 68 119 9 53 387 177 327
Mean 16,047 *** 2,316 * 9,379 *** 374 26,914 *** 456 * 34,399 *** 741 42,185 *** 14,458 ***
Median 5,547 *** 718 *** 709 *** 145 *** 11,221 *** 151 *** 7,754 *** 136 *** 19,833 *** 8,161 ***
Minimum 108 6 2 0 13 5 48 0 444 176
Maximum 140,320 71,505 103,950 5,070 167,420 1,744 246,020 35,754 827,000 161,830
TVO/MV

(in %)
No. 66 56 79 68 122 9 53 387 162 325
Mean 2.4% *** 2.4% *** 0.8% *** 0.6% *** 3.2% *** 1.0% * 2.0% *** 0.7% *** 3.8% *** 3.2% ***
Median 1.5% *** 1.3% *** 0.5% *** 0.3% *** 2.8% *** 0.6% *** 1.4% *** 0.3% *** 3.0% *** 2.3% ***
Minimum 0.1% 0.0% 0.0% 0.0% 0.0% 0.0% 0.1% 0.0% 0.1% 0.1%
Maximum 10.5% 15.2% 5.0% 3.6% 14.9% 4.4% 6.7% 5.8% 19.6% 36.7%

VOL

(in %)
No. 66 56 80 69 123 9 53 390 177 327
Mean 2.9% *** 4.1% *** 3.6% *** 4.8% *** 3.6% *** 3.4% *** 1.7% *** 2.7% *** 2.3% *** 2.9% ***
Median 2.2% *** 3.2% *** 2.5% *** 3.2% *** 3.3% *** 3.1% *** 1.5% *** 1.8% *** 1.9% *** 2.5% ***
Minimum 0.5% 0.9% 0.6% 0.3% 0.8% 1.3% 0.2% 0.0% 0.0% 0.3%
Maximum 10.3% 16.9% 14.4% 28.5% 13.1% 5.7% 5.2% 18.2% 15.8% 15.7%

ZTR

(in %)
No. 66 56 80 69 123 9 53 388 177 327
Mean 3.3% *** 2.60% *** 15.1% *** 17.92% *** 7.9% *** 9.09% ** 8.9% *** 24.09% *** 4.2% *** 4.06% ***
Median 0.0% *** 0.00% *** 9.1% *** 9.09% *** 0.0% *** 9.09% ** 0.0% *** 18.18% *** 0.0% *** 0.00% ***
Minimum 0.0% 0.00% 0.0% 0.00% 0.0% 0.00% 0.0% 0.00% 0.0% 0.00%
Maximum 27.3% 36.36% 81.8% 90.91% 36.4% 27.27% 45.5% 90.91% 18.2% 36.36%

The sample covers listings between January 2005 and December 2007. ***, ** and * indicate statistical significance at the
1%, 5%, and 10% levels, respectively. The datafor Germany was provided by the Deutsche Boerse Group.

Table 39: Security characteristicsof IPOs—for the first ten daysafter the | PO (except for AIM wher e the number
refersto new issues)
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Since trading volume is arough but remarkably well predicting and widely accepted indicator
for market liquidity when standardized by market values, we compare TVO/MV means across
stock exchanges and segments. As Table 39 shows, DBAG IPOs have a relative high
TVO/MV ratio in the ten days after their listing compared to LSE’s Main Market and Eu-
rolist. Therefore, firms going public a&¢ DBAG are with respect to this indicator more liquid
during the first ten days after the IPO than those floating at other trading platforms.

The average ZTR during the first ten days after the I1PO at the Prime/General Standard (3.3%)
is remarkable lower than for all its peers. As liquidity and implicit trading costs are thought to
be highly correlated, implicit trading costs at Deutsche Borse can be assumed to be lower. As
regards the Entry Standard (2.60%), the average ZTR is also lower than for all its peers. Es-
pecially AIM (24.09%), Alternext (17.92%) and GEM (9.09%) have very large average ZTRs
and can be regarded as rather illiquid stock exchanges compared to the Entry Standard.

Overall, these results indicate that significant differences across stock exchanges exist with
respect to firm-specific measures. First, we show that there are systematic differences be-
tween the small and the large segments with respect to all five firm characteristics. Second,
we reveal ambiguous results. Note that some results might have change compared to prior
studies. The underlying reason for these differences might be the different time period. Alto-
gether, the results strongly suggest taking all five variables into account when analysing bid-
ask spreads.

4.2.3 Analysisof bid-ask spreads

We begin our analysis of bid-ask spreads with a comparison across market segments on a
stand alone basis. This provides some understanding of the total level of bid-ask spreads. In a
second step a multivariate regression will be conducted to control for potential combined ef-
fects by the firm characteristics discussed above. Implicit trading costs are approximated us-
ing the relative closing spread, which is provided by Datastream on a daily basis and calcu-
lated as follows:

C,-C,
C,+C,’
2

where C, is the closing ask price and C,, is the closing bid price. The relative spread is the
favourable measure because it accounts for differences in price levels across securities.

Rspread =

Deutsche Borse Euronext Hong Kong LSE New York
Prime/General
Std. Entry Std. Eurolist Alternext Main Board GEM Main Market AIM NYSE NASDAQ
Rspread
(in %)

No. 64 48 60 54 123 9 53 389 127 211
Mean 0.89% *** 1.85% *** 0.82% *** 0.81% *** 0.86% *** 3.87% *** 2.16% *** 7.20% *** 0.58% *** 0.92% ***
Median 0.76% *** 1.63% *** 0.67% *** 0.63% *** 0.64% *** 3.15% *** 2.10% *** 5.37% *** 0.49% *** 0.73% ***
Minimum 0.17% 0.16% 0.13% 0.00% 0.09% 0.84% 0.35% 0.81% 0.07% 0.17%
Maximum 2.73% 3.94% 3.77% 2.83% 5.41% 7.31% 6.77% 49.00% 4.40% 3.98%

The sample covers listings between January 2005 and December 2007. ***, **  and * indicate statistical significance at the
1%, 5%, and 10% levels, respectively. The data for Germany was provided by the Deutsche Borse Group.

Table 40: Relative bid-ask spread across stock exchangesfor thefirst ten days after the PO (except for AIM where
the number refersto new issues)
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Table 40 shows that the relative spread for Prime/General Standard (0.89%) is one of lowest
in Europe and considerably smaller than at LSE’'s Main Market (2.16%). Only compared to
Hong Kong's Main Board (0.86%) and NY SE (0.58%) the Rspread is marginally higher. The
picture is similar turning to the smaller exchange segments. The relative bid-ask spread for
Entry Standard (1.85%) is smaller than at GEM (3.87%) and AIM (7.20%). However, Altern-
ext (0.81%) shows even lower relative bid-ask spreads during the first ten days after the 1PO.

Findings on a stand alone basis suggest that implicit trading costs at Deutsche Bérse during
the first ten days after the IPO are very attractive compared to its European peer exchanges.
However, as discussed above, the degree of implicit trading costs might be highly influenced
by certain firm-specifics rather than stock exchanges. Hence, in a next step we measure rela-
tive bid-asks spreads and control for those firm-specifics. The model we use looks as follows:

Rspread; =d, >log(MV,) +d, *log(TVO;) +d;>TVO/ MV, +d, > ZTR; +d; >VOL,

10
+a b, xExchange, ; +e, ,

i=1
where the dependent variable Rspread stands for the relative bid-ask spread of firm j, the in-
dependent variable MV, TVO, TVO/MV, ZTR and VOL are the variables as described in
4.2.2 and the variable Exchange is a dummy variable taking the value of “1” if firm j is from
Exchange i and “0” if otherwise. The structure of this model and the choice of variables for
the regression analysis follow the regression framework applied by Venkataraman (2001).
The specialty of this framework features no intercept but a different dummy variable for each
market. This method allows an intuitive interpretation of the market variables. The coefficient
measures the estimated implicit trading costs of executing a trade on each trading platform for
an average firm from the entire sample.*

Table 41 reports regression results with Rspread as dependent variable. Coefficients and their
respective t-statistics are reported and ***, ** * denote atistical significance at the 1%, 5%,
and 10% level. The table shows three different models to further underline that results are not
driven by collinearity. Results are fairly similar for all three models. As regards the firm-
specific coefficients, three of the five coefficients are statistically significant. The coefficient
for trading volume (TVO) is significant and negative throughout each model indicating that
higher trading volume is associated with lower relative bid-ask spreads. Furthermore, the co-
efficient of ZTR is positive and significant. In line with prior findings, this suggests that firms
with high zero-trade-ratios experience higher implicit trading costs. Finally, the coefficient for
return volatility (Vol) is positive, indicating that an increase in volatility leads to an increase
inrelative bid-ask spreads.

As regards the exchange dummies all coefficients are negative except Eurolist and statistically
significant except for the LSE and NY SE in Model 2. The negative coefficients are intuitive
asthey document that alisting at a particular market segment can — ceteris paribus — lower the
expected relative bid-ask spread. Consequently, coefficients have to be interpreted in a way
that listings at the Eurolist are less favourable. Comparing the size of coefficients reveals that
after controlling for differences in market value, trading volume and volatility, the Hong-
Kong Main Board exhibits the lowest implicit trading costs followed by the Prime/General

% |n unreported tables, we use variance inflation factors and condition indices to detect collinearity problems. We found no multicollinearity.
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Standard. Regarding the smaller segments Alternext and Entry Standard have the lowest im-
plicit trading costs. Remarkably, a listing at one of LSE’'s market segments has no positive
impact on relative bid-ask spreads.

Model | Modd |11 Model I11

Coefficient t-statistics Coefficient t-statistics Coefficient  t-dtatigtics
log(MV) -0.001 -1.173
log(TVO) -0.008 *** -10.427 -0.008 *** -10.656 -0.008 *** -10.427
TVO/MV -0.009 -0.180 -0.009 -0.180
ZTR 0.072 *** 8.763 0.076 *** 9.382 0.072 *** 8.763
VOL 1.134 *** 17.291 1.154 *** 18.843 1.134 *** 17.291
Entry Standard -0.029 *** -4.392 -0.027 *** -3.995 -0.029 *** -4.392
Prime/General Standard -0.017 *** -3.430 -0.014 ** -2.384 -0.017 *** -3.430
Alternext -0.046 *** -6.867 -0.044 *** -6.505 -0.046 *** -6.867
Eurolist 0.014 ** 2.529 0.016 *** 2.980 0.014 ** 2.529
GEM -0.024 *** -3.792 -0.023 *** -3.680 -0.024 *** -3.792
Main Board -0.024 *** -5.494 -0.021 *** -4.191 -0.024 *** -5.494
AIM 0.001 0.134 0.001 0.134
Main Market 0.003 0.442 0.006 0.941 0.003 0.442
NASDAQ -0.024 *** -6.231 -0.020 *** -4.319 -0.024 *** -6.231
NY SE -0.011 ** -2.440 -0.007 -1.253 -0.011 ** -2.440
N 1,463 1,463 1,463
Adj. R? 46.04% 45.65% 45.56%

The sample covers listings between January 2005 and December 2007. ***, ** and * indicate statistical significance
at the 1%, 5%, and 10% levels, respectively.

Table41: Multipleregression model for relative bid-ask spreads

4.2.4 Lessonslearnt

This chapter presented empirical evidence on implicit transaction costs across different stock
exchanges. Transaction costs form the difference between net stock returns and gross stock
returns. As investors focus on maximizing their net stock returns higher transaction costs in-
duce higher expected gross returns and therefore higher costs of capital for exchange listed
firms. Summarizing our results, we have clear evidence in favour of low costs of capital in-
duced by transaction costs at Deutsche Borse:

8 Firm characteristics revealed ambiguous results. While zero-trade ratios suggest low
implicit trading costs at Deutsche Borse, stock price volatility suggest the contrary.

§ Considering the implicit trading costs (relative bid-ask spreads) Deutsche Borse range
at second place behind Hong Kong's Main Board and Alternext when controlling for
firm characteristics. Also, the Prime/General Standard has moderate spreads. Only the
Hong-Kong Stock Exchange and NY SE are documented to have lower spreads than
the Prime/General Standard. Interestingly, the Hong Kong's Main Board and Altern-
ext have lower spreads than Deutsche Borse once controlling for firm characteristics.
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5. Comparing the cost of going and being public

A substantial part of this study was focused on a detailed comparison of six global stock ex-
changes. The comparison was done along the dimensions of different types of direct and indi-
rect coss associated with going public and being a listed firm. Evidently, the profile of the
exchanges under consideration here is quite different. Hence, with respect to some dimensions
one exchange offers advantageous terms, while with respect to others it does not. An issuer
evidently, at the end of the day must decide which exchange shall be chosen as the primary
listing venue. Therefore, in the tradition of Kaserer/Schiereck (2007)% we offer a comparison
between these exchanges on the basis of a scoring model, which allows any issuer to get a
quick idea about the strong and weak points of any listing venue. The results are presented in
Table 42 and Table 43.

We have chosen four variables related to the indirect cost of being public, and four variables
related to the direct cost of going and being public. Evidently, there could be a lengthy discus-
sion why we haven chosen exactly this set of variables and not any other. Although there is no
straightforward way how to define which set of variables should be chosen, we think that we
capture the most important topics for any firm considering going public.®? For a short descrip-
tion how the scores have been assigned the reader is referred to the notes in Table 42 and
Table 43. The overal score, finally, is just the average score value assigned for any single
criteria. Note that we compute for each stock exchange a score relative to all its peers. Thisis
important if we want to compare our results to outcome of prior studies since a declining
score for an individual stock exchange does not necessarily imply a deterioration of trading
conditions; rather the conditions of its peer group have changed.

Large Cap Segments

DBAG
Prime/General NY SE LSE HKEX NASDAQ
Standard (LargeCap) MainMarket MainBoard (LargeCap) Eurolist
Rspread 2 1 4 2 2 2
TVO/MV 3 2 3 3 3 5
VOL 3 3 2 4 3 4
ZTR 1 2 3 3 2 5
IPO-TFC 3 3 3 4 3 3
SEO -GS 3 3 2 2 5 3
Admission Fees 1 4 4 2 2 5
Listing Fees 1 3 1 4 5 1
Overall Score 2.1 2.6 2.8 3.0 31 35

b1 Cf. Kaserer/Schiereck (2007), Going Public and Being Public - A global Comparison on the Impact of the Listing Decision on the Cost of
Capital.

2 More specifically, one may argue that by taking into account listing as well as admission fees as two separate items, this type of cost is
overweighted. However, even if these two items would get only half of the weight of all the other items, the rankings among the exchanges
would remain almost the same.
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Notes: Rspread is the mean relative spread, TVO is the mean trading volume, MV is the mean market value,
VOL isthe mean gock return volatility, ZTR is the mean zero-trade-ratio, IPO-TFC is the mean PO tota flota-
tion costs, SEO-GS is the mean SEO gross spread, admission fees are the fees paid for listing the stocks the first
time, listing fees are the yearly fees for having the stock listed. For calculating the admission and listing fees at
the large segments we have assumed a market cap of 500 million Euros, at the small segments a market cap of
50 million Euros. SEO gross spreads have been calculated only by listing venue, not by market segment. In the
case where we did not split up the NY SE and NASDAQ andysisinto alarge and small cap segment, we took the
same values for both segments. Scores are based on relative deviations from the mean value for each category
(1=very good, ... 5=very bad). “5" was assigned for a negative deviation from sample mean of more than 50%,
“4” for a negative deviation between 26 and 50%, “3" for an absolute deviation of 25%, “2" for a positive devia-
tion between 26 and 50%, and “1” for a positive deviation of more than 50%.

Table 42: Results of the scoring model by lar ge cap mar ket segments
Small Cap Segments

DBAG NY SE NASDAQ HKEX
Entry Standard (Small Cap) (Small Cap) GEM AlM Alternext
Rspread 2 1 1 5 5 1
TVO/MV 3 1 1 4 5 5
VOL 3 2 3 3 3 4
ZTR 1 1 1 3 5 5
IPO-TFC 3 3 3 5 3 2
SEO -GS 3 3 5 2 2 3
Admission Fees 1 5 3 1 3 5
Listing Fees 1 4 5 2 1 2
Overall Score 2.1 25 2.8 31 34 34

Notes: Rspread is the mean relative spread, TVO is the mean trading volume, MV is the mean market value,
VOL isthe mean sock return volatility, ZTR is the mean zero-trade-ratio, IPO-TFC is the mean PO tota flota-
tion costs, SEO-GS is the mean SEO gross spread, admission fees are the fees paid for listing the stocks the first
time, listing fees are the yearly fees for having the stock listed. For calculating the admission and listing fees at
the large segments we have assumed a market cap of 500 million Euros, at the small segments a market cap of
50 million Euors. SEO gross spreads have been calculated only by listing venue, not by market segment. In the
case where we did not split up the NY SE and NASDAQ andysisinto alarge and small cap segment, we took the
same values for both segments. Scores are based on relative deviations from the mean value for each category
(1=very good, ... 5=very bad). “5" was assigned for a negative deviation from sample mean of more than 50%,
“4” for a negative deviation between 26 and 50%, “3” for an absolute deviation of 25%, “2" for a positive devia-
tion between 26 and 50%, and “1” for a positive deviation of more than 50%.

Table 43: Results of the scoring model by small cap market segments

On the basis of such a simple scoring model it turns out that the Frankfurt Prime/General
Standard seems to be the most attractive market segment among all the large cap segments,
while the Frankfurt Entry Standard seems to be the most attractive among the small cap seg-
ments. On position two there is NY SE for large cap segments and NASDAQ (Small Cap) for
small cap segments.
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6. Glossary

Delisting A delisting is the suspension of a public listing. It is also known
as going private.
Gross Spread Fee charged by the underwriting syndicate for offering a com-

pany public.

International |ssues

| ssues where the country of origin of the issuer is different from
the country of the stock exchange where the company pursues a
listing.

Introduction The admission and listing of shares at a stock exchange.

PO Initial Public Offering. The first offering of shares to the public.

IPO & Placement A transaction which consists of both an Initial Public Offering
and a Private Placement. Very Common at HKEX and Euronext.

Market Value (MV) The market value of a company is a proxy for firm size. It is
calculated as share price multiplied by the number of ordinary
sharesinissue.

New Issue “New Issue” is a general term used to describe both 1POs and
private placements. A New Issue therefore involves the raising
of capital.

New Listing “New Listing” is a general term used to describe a transaction in

which a stock exchange is involved through a listing. In this
study there are four such transaction types considered: Introduc-
tion, IPO, IPO & Placing, and Private Placement. The number of
new listings therefore comprises all transactions considered in
this study.

(Private) Placement / Plac-
ing

A distribution method through which designated market partici-
pants can buy and sell financial instruments to each other with-
out having to comply with the rules that would usually apply
when the same instruments are offered to the public or to retail
investors.

Rights Offering

Issuing rights to a company's existing shareholders to buy a pro-
portional number of additional securities at a given price (usu-
aly at adiscount) within a fixed period.

SEO

The term “Seasoned Equity Offering” is used to describe offer-
ings of equity to the public which follow the initial offering of
equity to the public.
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Stock  return  volatility
(vOoL)

Stock return volatility (VOL) is measured as the standard devia-
tion of daily returns over all observations included in the sam-

ple.

Total Flotation Costs

The total flotation costs cover all direct costs associated with an
IPO. The components of the total flotation costs are gross spread
(underwriting fees) and all other expenses directly related to an
offering (non-underwriting fees).

Trading Volume (TVO)

This firm-specific characteristic is calculated as the number of
shares traded (in millions US$) multiplied with the unadjusted
closing price per day and provides information about the relative
level of trading volume of a specific company.

Underpricing

Underpricing denotes a situation when shares are offered with a
discount. On the one hand this might lead to substantial gains
for investors. On the other hand, underpricing constitutes costs
for the issuing company as they “left money on the table” in the
sense that they could have chosen a higher 1PO offer price.

Underwriting

In a strict sense, underwriting means bearing the risk of an issue,
i. e. the underwriter guarantees a certain amount of money to be
raised. This understanding of underwriting is in particular ap-
plied in the UK. In the US, the term underwriting rather refersto
a syndicate or group of banks which are offering a company to
the public.

Zero-Trade-Ratio (ZTR)

The zero-trade-ratio (ZTR) is the number of days without any
trading over the total number of observation days included in the
sample per stock.
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