CONFLICTS OF INTEREST IN THE UNDERWRITING
OF IPOS AND PRICE STABILIZATION

Abstract: Banks that supply capital and simultaneously undéewsecurities for the
same clients may benefit themselves or their dieitthe expenses of investors by
overpricing securities. We investigate this issyeabalyzing price stabilization and
short-term returns of IPOs. In 2009, a change ia Brazilian regulation required a
second non-conflicted underwriter in cases of ¢ondlf interest. This change provides
the possibility of identification. Our analysis indtes that before the change in
regulation equity conflict leads underwriters to egprice IPOs and use price
stabilization to disguise overpricing. Loan corflier se does not lead to overpricing in
any circumstance.
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1 — Introduction

Commercial banks primarily borrow and lend moneyitms and individuals.
Investment banks primarily underwrite securities fims and provide advice on
investment opportunities. Universal banks act siamdously as commercial and
investment banks. Much research has discussed dhent@l conflict of interest
underlying universal banks. Critics of universahkiag argue that they may behave
opportunistically by distributing overvalued seti@s, harming investors. Defendants
argue that a bank that lends money to a firm hessscto private information, making it
a better underwriter of that firm’s securities tlwher banks. Furthermonggssible loss
of reputation or future business opportunitiesnsugih to prevent universal banks from
behaving opportunistically. The literature is nainclusive on how opportunistically
banks behave in the presence of conflict of intef€alomiris and Pornrojnangkool,

2009, provide a comprehensive review of this liene).

Conflict of interest can be loan or equity-basedarh conflict happens when the
firm has borrowed money from the underwriter. Egusbonflict happens when the
underwriter, directly or not, holds equity position the firm. Loan conflict and
underwriting of debt securities have been extemgigtudied (in the US: Ang and
Richardson, 1994; Kroszner and Rajan, 1994; P@A8611999; Gande, Puri, Saunders,
and Walter, 1997; and Roten and Mullineaux, 2002} im Japan: Hamao and Hoshi,
2002; Konishi, 2002; Takaoka and McKenzie, 200t Kang and Liu, 2007). Overall,
there is no evidence of opportunistic behavior,gestjng that the potential loss in
reputation is enough to prevent opportunism. Howetés result may also derive from
two factors: the relatively weak incentive to misprwhen there is loan conflict and the

lack of opportunity to disguise mispricing in thederwriting of debt securities.



Incentives for opportunistic behavior may be stemfpr equity than for loan
conflict. The return that banks receive from loaags not depend on the price of the
securities that their clients subsequently issuereas the return on equity holding does:
when shares are distributed above fair value xadtiag shareholders (including the bank)
benefit by avoiding ownership dilution. Thus, egudonflicted underwriters would
benefit from overpricing even if they are not adudivesting shares in a secondary
offering. The existing models on conflicts of irdst and underwriting (Kanatas and Qi,
1998 and 2003; Puri, 1999; and Rajan, 2002) foausan conflict. However, we believe

that a specific model for equity conflict is notcessary.

Banks also have more opportunities to disguise maisyg in the issuance of
equity than debt securities. The cash flow of dsaiurities is predetermined, allowing
comparison across issues; there is a rating suppjien independent agent; amdpost
performance (default rate) is easily observableng$are different for equity securities:
cash flow is not predetermined; the measuremenexepost performance is not
straightforward (Ritter, 2002); and the price diabtion process frequently used in
equity offerings allows underwriters to manipulgtece in the short run and, thus,

disguise overpricing.

We conjecture the possibility that equity confliead underwriters to overprice
IPOs and use underpricing to cover it. The incastifor such behavior and the
opportunities to hide it are smaller in loan castflin other words, reputation concerns
may not be enough to prevent opportunistic behasitine issuance of equity securities

when the bank is a shareholder because shirkingnoialye evident.

Brazil offers a unique opportunity to study cortflaf interests in the issuance

of IPO because of a change in regulation. In 20@®s resurged in Brazil after more



than a decade of droughMany IPO firms received either equity or debt talpirom
their future underwriters to fund growth and thia&e advantage of such window. Until
2009, the IPO market was poorly regulated. Forams, it was not until January 2008
that the National Association of Investment Bank&NBID) included in its Self-
Regulation Code (ANBID, 2008) a clause forcing umdéers to disclose existing equity
or debt conflict of interest. However, such clabsé no effect given that underwriters
were already following international standards distlosing conflict of interest in the
prospectuses. However, In June 2008, there wemerdirelating the poor performance
of Brazilian IPOs to conflict of interest. As resze, in March 2009 ANBID amended its
code by requiring a second non-conflicted undeewiit the cases of significant conflict
of interest (10 percent of equity capital or mdrart 20 percent of proceeds dedicated to
debt repayment). This change in regulation offars@gportunity to identify the effect of

conflict of interest in the underwriting of IPOs.

One should note that other countries also reguletedict of interest in equity
issuance. For example, in the USA the National Aissimon of Securities Dealers
(NASD) rule 2720 requires appointment of a “Quatifindependent Underwriter” (QIU)
to oversee in case of conflict of interest, amathgothings, if 10% or more of the issuers’

common or preferred stock, or subordinated debwised by an underwriter participating

! During the 1990’s and early 2000’s, there were séamelPOs, and almost all related to privatizations
However, this cycle finished with the end of presitiCardoso’s term in 2002. Thus, our IPO sanipe t
begins in 2004 does not include privatization issue

2 In Brazil's IPO Rush Hits Rough Patcim the first page ofhe Wall Street Journaif June 20, 2008, one
reads: “Two thirds of IPOs are now trading belowithoffering price. Some investors are blaming the
banks that brought the deals to market, saying¢hsekied in on the frenzy for emerging markets biing

to take unprepared companies public. Along the wayjnvestors, banks engaged in questionableipeact
including lending some companies large sums befaking them public and collecting extra fees on
opening day.”
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in the distribution® However, to our knowledge, Brazil is the first otny to introduce

such rule in a context of disclosed price stalticra

ANBID’s decision of not forbidding banks to under@r conflicted issues
suggests that there are gains of scope in comrhéanking along with underwriting.
However, the requirement of a second non-conflictedlerwriter suggests that
opportunistic behavior can jeopardize the wholaviagt In other words, both of
ANBID’s decisions point to the fact that opporturmsbehavior is not an equilibrium

outcome, and that sustainability of gains of sagugiire proper market regulation.

In addition to change in regulation, Brazil is aésvinteresting case because its
IPO market is international: foreign investors abswear 70% of the IPO shares and most
of the leading underwriters are traditional inteior@al banks that keep the same standing
as in the US or elsewhere (as described in Se@jomhese characteristics reduce

concerns with idiosyncratic biases.

Earlier studies on conflict of interest in the urvaiéting of equity (focusing on
IPOs) do not find evidence of opportunistic behavioutside the U.S. Ber, Yafeh and
Yosha (2001), Schenone (2004), and Santos, dar@iked Barros (2011) focus on short-
term performance (underpricing). Benzoni and Schen010) focus on long-term
performancé. In the U.S., even though Ljungqvist and Wilhelm(2003) report the

existence of direct equity conflict (when underers directly hold equity position in

3 Among other things, pricing if 10% or more of thesuers common stock or preferred stock or
subordinated debt is owned by an underwriter gpgtang in the distribution, if more than 10% oéthet
proceeds of an offering are to paid to underwrjtersf an underwriter sells securities in exces%% of

the offering.

4 Ber, Yafeh, and Yosha (2001) report less undeimior conflicted IPOs, but this result comes from
mean comparison, limiting the strength of the cosicns. Schenone (2004) finds that IPOs from fittmas
had a loan relationship with possibleunderwriter show less underpricing, but no differe when firms
had a loan relationship witihe actualunderwriter. Santos, da Silveira, and Barros (2@blnot control
for price stabilization.

5



issuing firms), the existing studies are centenednadlirect equity holdings via venture
capital funds. Gompers and Lerner (1999) focushereiistence of conflict, and Li and

Masulis (2004) on the size of the stake.

We conjecture that price stabilization is relevantopportunistic behavior in the
issuance of equity since it allows underwritergrtanipulate aftermarket price. In the
price stabilization process, underwriters borromscextra shares from the issiexad
distribute them along with the IPO shares at teesprice. Subsequently, underwriters
cover this short positionsyndicate short positigneither by buying shares in the
secondary marketftermarket short coverindASC) or by exercising the overallotment
(greenshoe) option. Consequently, if price fallowethe issuing price, underwriters can
repurchase shares without bearing any loss. Bygdsmnthey can manipulate price in the

secondary market, disguising possible overpricing.

Regulation of price stabilization also makes Brazparticularly good setting to
study price stabilization in IPOs. First, infornmation price stabilization is mandatory
which allows one to investigate whether conflictraérest affects price stabilization. We
study three aspects of price stabilization: sizetrd syndicate short position, the
occurrence of price stabilization (ASC) and iteirgity® Second, the prospectus must
disclose the maximum length of the stabilizatiorigee All IPOs in our sample have the
same stabilization period (30 running days). Thiews an analysis of price returns at

the end of the stabilization period.

5 In the underwriting contract, issuers give the amditers the right to borrow shares in excesshef t
contracted number and to sell them along with theracted shares at the same price.

6 The underwriter can buy and resell shares duhiegotice stabilization period. Stabilization maygac
but the net number of shares repurchased (intgnsiy be zero. Thus, occurrence and intensity captu
distinct dimensions of price stabilization.



Our empirical analysis indicates that the preseriaquity conflict had a strong
effect on the stabilization process before the ADIROO09 regulation: it increases the
probability of the syndicate short position beirigte&a maximum possible level (usually
15 percent) and occurrence of stabilization, aldemses its intensity. Loan conflér
seincreases the probability of occurrence, but fasffect on the intensity and no clear
effect on the short position. Conflict of interelséars no consequence on price

stabilization after ANBID regulation.

We find no evidence that equity or loan conflicteat underpricing or market
returns during the stabilization period. Howevegfdoe ANBID regulation and in the
post-stabilization period, equity-conflicted IPQsderperform non-conflicted ones by 8
to 9 percent. We find no evidence that loan conflier secauses such mispricing.
Underperformance of equity-conflicted IPOs in tlmstestabilization period disappears
after ANBID regulation. These results are robushwespect to the termination date of
the stabilization process and the length of thet-p@bilization period. Overall, our
evidence on price stabilization and short-termrreswcorroborates our conjecture that
equity conflict possibly leads underwriters to qureze issues and use price stabilization
to disguise it, and that the incentives for the sé@havior are smaller when there is only
loan conflict. Our results have policy implicatiosgice they indicate that conflicted
banks may behave opportunistically in specificaitans. We do not imply underwriters
will behave opportunistically in all markets wheeevhey can, or that reputational
concerns are not enough to prevent opportunishayier. However, our results suggest
that in situations where opportunistic behaviomat easily observable, reputational

concerns may be ineffective to prevent it.



This article is organized as follows: Section 2allé®s our data and variables.

Section 3 explains our methodology. Section 4 prisseur results. Section 5 concludes.
2 — Data and Variables

Data on offerings come from prospectuses amhouncement of end of
distribution available at the homepages of Comissao de Valdesliarios (CVM),
Companhia Brasileira Liquidacao e Custodia (CBL@phd BMFBovespa (former
Bovespa) Announcements of end of distribution provide dstaih the syndicate short
position, aftermarket short covering (ASC: numbdestares repurchased and resold), and
allocation of shares across investor classes. Afipeh exhibits an example of such

announcemeritPrice quotations come from Economaftica

Our initial sample consists of all 144 IPOs thatweed at Bovespa from
January 2004 to April 2113. Before 2004, virtualigere were no IPOs in Brazil (De
Carvalho and Pennacchi, 2012). From the initialganwe dropped one IPO conducted
on the best-efforts basis, one for which there maaprovision for price stabilization, and
six placed exclusively among institutional investorhus, our final sample consists of
136 IPOs. The underwriting syndicates include maéonal and local investment banks.

For 91 IPOs in our sample, the lead underwriter wakrge international barik.

7 www.cvm.gov.br www.cblc.com.brandwww.bmfbovespa.com.hr

8 The highlighted text in the top part of the annmement explains that 1,356,800 shares were bought
during the stabilization process, of which 6,800eveesold. The net ASC was 1,350,000 shares. The
bottom part reports that the total number of shatkesxated was 10,800,000 (9,450,000 was the Initia
offering and 1,350,000 was the syndicate shorttjpogi The allocation to foreign investors was &,416
shares, corresponding to 57% of the offering.

® The main international underwriters were CredisSe (37 IPOs), UBS (31 IPOs),), Merrill Lynch (7),
Morgan Stanley (5), JP Morgan (4) and Santander Gt)bank, Deustche Bank and Goldman Sachs
underwrote one IPO each. Among the local undervgiithe main were ItauBBA (19 IPOs), BTG-Pactual
(7), Pactual (6), Bradesco (5) and Unibanco (4hddado Brasil, Fator and Votorantin underwrote i@
each.
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International investors are the main target forcghaent: in our sample, international

investors received 66% of the IPOs shares.

We identified a loan conflict as a loan of at 1ddSi$ 150,000 from one leading
underwriter or a parent company, and equity confby at least five percent pre-IPO
ownership of one leading underwriter. In our sampeIPOs were either equity or loan
conflicted: 44 were loan-conflicted, 21 were equonflicted, only 8 had both and 79
were not conflicted. Among the IPOs that we exctydi#hnere was only one loan-

conflicted and no equity-conflicted.

Our set of variables captures conflict of interpsice stabilization process and
characteristics of the issue. Table 1 lists alialdes. Variables characterizing conflict of
interest areEquity, a dummy variable indicating the existence of gqgaonflict; and
Loan-only a dummy variable indicating the presence of Iffart not equity) conflict.
Unfortunately, the number of IPOs with both cortflizvas too small to be analyzed as a
separate group. Thus, in our sample, 21 IPOs weguityeconflicted; 36 loan-only

conflicted; and 79 were not conflicted.

Variables characterizing the price stabilizationgass areSyndicate Shoyta
dummy variable indicating when the syndicate shmosition was exercised at its
maximum established levéfStabilization Occurrengea dummy variable indicating the
occurrence of ASC; an8tabilization Intensitythe ratio of net ASC to syndicate short

position.

10 In our sample, all IPOs had an established maxirshiort position of 15 percent. In only 13 IPOs, th
short position was below this upper limit. Becao$esuch mild cross-sectional variation, it became
convenient to define a binary variable.



Variables characterizing the issue a®ze natural logarithm of the offering
(issuing price multiplied by the number of sharesleding syndicate short position and
hot issue optionssyndicate number of underwriters in the syndicdtiyderwriter, the
Carter and Manaster (1990) index for underwrit@utation, updated by Loughran and
Jay Ritter (2004) for the 2001-2004 perfdddur measure corresponds to the index of
the most reputable member of the syndicate. Undiemsmot ranked were assigned the
lowest rate, i.e., 1.1Price, offer price;Price Rangedifference between the maximum
and minimum price in initial filling range dividday their averagePrice Revisionoffer
price minus the midpoint of the initial filling rge divided by the latteRetail Investors
number of retail investors that received allocatiothe IPO; andnstitutional Investors

number of institutional investors that receivedrekan the IP®.

Table 2 presents summary statistics. Before thela&gn, the syndicate short
position was at its maximum possible in 86.9 peradrthe IPOs (86 from 99 IPOs).
Stabilization occurred in 55.6 percent of the IRB6 IPOs). On average, underwriters
covered 35.6 percent of the short position in tiermarket. The average underpricing
was 5.6 percent. After the regulation, for all IP@e syndicate short position was at its
maximum. Stabilization occurred in 70.3 percentha IPOs (26 from 37 IPOs). On
average the ASC was 36.5 percent of the shortiposiThe average underpricing was
1.2%. For the whole sample, the average size watlBRmi*® Syndicates had on

average 2.57 leading underwriters. The averageeCltanaster index for underwriter

11 0One could also consider other measures of repuatatich as market share (Megginson and Weiss, 1991)
However, it is not clear whether one should consttie Brazilian, the North-American or the Global
market. Moreover, the reputation of the underwritetime invariant and does not affect fixed eféect
estimators.

12 International plus domestic institutional investoVe exclude from the analysis other domestic
institutional investors, such as underwriters aadmers of the issuing company.

13 The conversion to US$ is not straightforward. Owesst of our sample period, the exchange rate was
2x1. This indicates an average size of US$ 202 mi.
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reputation was 8.83 (of maximum of 9). This indecdélhe participation of reputable

underwriters in most syndicates (even if the meptitable was not the coordinator).

Table 3 reports correlations among our explanat@siables. In general,
correlations are relatively low and many bear radistical significance. As expected,
correlation coefficients among variables measumggnand (Institutional Investors,
Retail Investors, and Price Revision) are relayivegh, but the highest is 0.56 (between
Institutional Investors and Price Revision), sugigesthat these variables capture distinct
aspects of the demand. The highest correlatioetsden the size of the issue and the

number of institutional investors: 0.7.

3 — Methodology

The existing models on price stabilization (Bengémi Busab, and Wilhelm,
1996; Chowdhry and Nanda, 1996; Prabhala and P298; and Zhang, 2004) predict
that stabilization depends on the riskiness andd#gmand for the issue. Thus, our
econometric model to analyze the effect of conficinterest on price stabilization has

the following specification:

Dependent b, + 5,Cl~ Beforet 6,Cl~ After+ b, X +€, 1)

where
can beSyndicate ShorStabilization,or Stabilization Intensity.

Clis a vector of dummy variables indicating existeanflict of interest Equity,
Loan-onlyor none);

Before ( After) is a dummy variable indicating the period bef@@ter) the change in
regulation; and
X is a vector of variables characterizing the issue

Since Syndicate Shoraind Stabilization are binary variables, estimations use probit
regressions. Afntensity of Stabilizatioms bounded between 0 and 100%, estimations
use Tobit regressions. Variables characterizingsthge are related to the riskiness of the
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issue Size, Syndicate, PricandPrice Rangg to the ex-ante deman@rice Revision,

Retail Investors, and Institutional Investpesd to the reputation of the underwriter.

To estimate the effect of conflict of interest @turns we use a balanced panel:

(@)

where

is the price return for firmon the trading day t measured with respect tastheng
price; and

is the return of the Bovespa index overttffiest trading days of the issuie

We estimate Model 2 using random effects with WI(it880) robust errors and firm
clusters. We estimate Model 2 over the stabilizatemd post-stabilization periods

separately.

A third model aims at capturing the impact of thertination of price stabilization
on the returns of conflicted IPOs:

1" 41"$9%8 &($"8

I 898 &(8" , )

where

I'#"$%& &($'& ) is a dummy variable indicating the post stabilatperiod for
issuei.

We estimate Model 3 using fixed effects with Wh{t€80) robust errors and firm

clusters.

Identifying the end of the price stabilization isucial for Models 2 and 3.
Fortunately, all IPOs in our sample had a specifi@bilization period of 30 running
days. This represents from 20 to 22 trading dagpedding on holidays and the day of
the week on which the IPO took place. Price stzdilon can also in fact be finished

before the deadline. Since we cannot preciselytilyewhen price stabilization is over,
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we replicate the analysis using three possibleitetion dates: the 18 20" and 22¢

trading days.

4 — Empirical Results

4.1 — Univariate analysis

Univariate analysis in Table 2 anticipates somewfmain results on the effect
of conflict of interest on price stabilization. Be¢ the regulation, Equity conflict affects
the occurrence and intensity of stabilization, wHidan conflict by itself (loan-only)
affects only the occurrence of stabilization. Visigano conflict, equity conflict increases
the probability of occurrence: 68.8 versus 44.T et (difference statistically significant
at the five percent level) and increases the intestabilization: 53.7 versus 28.4 percent
(difference statistically significant at the fivenoent level). The only consequence of
loan-only conflict is an increase in the occurreatstabilization: 75 versus 44.1 percent
(difference statistically significant at the oneqant level). After the regulation, conflict

of interest does not affect price stabilization

Univariate analysis does not indicate any staafiticsignificant effect of conflict
of interest on price returns (either before orrafte regulation). Before the chance in
regulation, the average of market adjusted retaves the price stabilization period for
equity, loan-only and non-conflicted IPOs are %4, and 6.8 percent respectively (no
difference is statistically significant). Over thest-stabilization period, these returns are
-1.9, 7.2 and 7.7 percent (differences non-sigaift. However, it is worth noticing that
the difference between equity conflicted and noflacied jumps to 9.6 percent (still not
significant but with t=1.58). After the change iagulation, the differences across

categories of conflict are small in magnitude atadistical significance.
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4.2 — Price stabilization

Table 4 presents our econometric analysis of theeriaknants of price
stabilization (Model 1). Our analysis focus on tefficients on the interactions between
the dummy variables indicating conflicted IPOs ahd other indicating the period
(before or after the 2009 regulation). In Panelh& tlependent variable is a dummy
variable indicating that the syndicate short positwas exercised at its maximum
possible value (variabl®hort Nakell As after the regulation all IPOs had the synidica
short position at its maximum possible value, alingny variables indicating conflict
after the regulation dropped out. Thus, one cay obkerve the impact of conflict of
interest before the regulation, but not after égression 1 shows that only Equity conflict
of interest affects the short position. The margeiéect on Equity is 1.074 that is
statistically significant at the 10 percent lewell(92). The effect on Loan-only is smaller
(0.723) and not statistically significant (t=1.62ther than conflict of interest, only the

number of retail investors presents statisticatificance.

Panel B focuses on the occurrence of ASC (variSiédilization occurrenge
Both types of conflict are positively correlatedStabilization before but not after the
regulation. Regression 2 omits the dummy for IP@ mo conflict before the regulation.
Thus, only the marginal effect of Equity and Loarlyobefore the regulation are
informative. Both conflicts affect positively theaurrence of stabilization. The marginal
effect of equity is 1.286 that is statistically iftcant at the one percent level (t=2.79).
The effect of Loan-only is smaller in size andistatal significance (0.708 with t=1.96).
Regression 3 omits the dummy for IPOs with no ¢onéfter the regulation. Thus, only
the marginal effect of Equity and Loan-only aftéretregulation are informative.

Contrasting with the period before the regulatibwe, effect of both conflict of interest is
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not statistically significant. Other than confliat interest, only the issue price and the

number of institutional investors present statatgignificance.

Finally, Panel C focuses on the determinants oirttemsity of stabilization. Once
again, Regression 4 omits the interaction betwbendummy variable for no conflict
before the regulation. Only equity conflict affedtse intensity of stabilization. Its
marginal effect is 1.167 that is statistically sfgrant at the five percent level (t=2.62).
The coefficient on Loan-only conflict is 0.156 hist t-statistics is only 0.43. Regression
5 omits the dummy for IPOs with no conflict afteetregulation. Neither the coefficients
on Equity and Loan-only after the stabilization atatistically significant. Thus, only

equity conflict before the regulation affects theensity of stabilization.

Overall, our analysis indicates that conflict aleirest affected price stabilization
before the regulation but not after it. A loan dmtfaffects only the likelihood of
stabilization but neither the size of the shortethlposition nor intensity. This is not
consistent with the conjecture that underwritere psice stabilization to disguise
mispricing. Equity conflict affects price stabiltean in all of its aspects, which is
consistent with stabilization being used to disguiwerpricing. On the other hand,

conflict of interest after the regulation seemstoaffect price stabilization.

A possible alternative explanation for our findilsgthat, before the regulation,
conflicted underwriters have more incentives topgupprice because they can benefit
from a successful issuance. After regulation, bseatonflicted underwriters have to
include an independent underwriter, price suppatomes more difficult (Ellis,
Michaely, and O’Hara, 2000). Thus, the inclusioraafon-conflicted underwriter would
change the nature of the stabilization process.d¥ew if our results were consequence

of the change in the nature of the stabilizatiome evould expect that the change in
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regulation would equally affect equity and loanyonbnflicted IPOs, which is not the

case.

4.3 — Short-term returns

Table 5 analyses price returns with respect tisgweng price over several periods
(Model 1). The dependent variable in Regressi@ard? is the underpricing. Regression
1 (Regression 2) omits the dummy for IPOs with ooflict before (after) the regulation.
Both regressions indicate that conflict of interdses not affect underpricing neither
before nor after the regulation. This result dgferom that of Schenone (2004) who finds
that loan-conflicted IPOs are less underpriced than-conflicted ones. The only
variables with explanatory power over underpricerg@ those related to thex-ante

demand: price revision and number of institutianaestors.

Regressions 3 and 4 analyses the returns durirgidhaization period (assuming
that the stabilization finished on the.8ading day). To allow that each stock has its
own beta, we include interactions between the margtirn and dummy variables
indicating individual stocks. Estimations use ramdeffects with robust errors and stock
clusters. Similar to the underpricing analysis, Wagiables associated with conflict of
interest bear no statistical significance eithdoteeor after the regulation (the statistically
significant coefficient on equity conflict beforegulation on Regression 4 is not relevant
because that regression excludes the dummy vaf@a® conflict after the regulation).
Once again, the only variables with explanatory @owver returns during the
stabilization period are those related togkeantedemand: price revision and number of

institutional investors.

Regressions 5-8 focus on the post-stabilizationogderWe use two post-

stabilization windows: from the ¥ao the 3 trading days (Regressions 5-6) and from
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the 239 to the 3@ (Regressions 7-8). The main result that emergéisaisreturns on

equity-conflicted IPOs before the regulation argate and statistically significant, and
those on loan-conflicted ones are also negativednytsmall in magnitude and statistical
significant. In Regression 5 the coefficient on Egbefore the regulation is -0.118 that
Is statistically significant at the five percentvéé This value indicates an
underperformance of 11.8 percent for equity cotdddPO, when compared to IPOs with
no conflict. In Regression 6 the coefficient on Egand Loan-only after the regulation
are both negative but not statistically significamidicating that after the regulation

conflict of interest do not affect post stabilizatireturns.

Regressions 7 and 8 consider the period betweef3fand 3@ trading days
when stabilization is definitely over (becauseltimat is 30 running days). In Regression
7 the coefficient on equity before regulation isL3b that is statistically significant at the
five percent level. This indicates a relative upadeformance of 13.5%. In Regression 8
the coefficient on Loan-only after the regulatisn0.075, statistically significant at the
ten percent level. This indicates a relative uneddgoumance of 7.5% for those IPOs.
However, this result is not robust with respedtt® termination date or to fixed effects

(as we shall see).

Table 6 analyzes the impact of the termination rafepstabilization on returns
(Model 3). Estimations use fixed effects with reberrors. Thus, market return is the
only time variant variable besides those contrgllior conflict of interest after the
stabilization. To allow that each stock has its dveta, we include interactions between
the market return and dummy variables indicatirdivildual stocks. For this reason, we
do not report a coefficient on market returns. Panmcludes all IPOs while Panel B,
only stabilized ones. Across columns, we vary thssgble termination date for price

stabilization.
17



Regression 1 in Panel A assumes that stabilizéitimhed on the 18trading day.
The coefficient on the dummy variable indicatinturas on equity conflicted IPOs after
the stabilization occurred and before the reguhaisc0.052 that is statistically significant
at the ten percent level (t=2.07). This indicaked for these IPOs returns dropped by 5.2
percent after the end of the stabilization. In tieigression, the coefficient on Loan-only
after the stabilization that occurred after theutagon is 0.032, statistically significant at

the ten percent level this is consistent with Kand Liu (2007).

In Regressions 2 to 4 we vary the stabilizatiomteation date. The results for
equity conflict remain similar in magnitude andtistical significance. However, the
result for Loan-only conflict is not robust since loses statistical significance in

Regressions 2 and 3.

To check whether the underperformance of equityflictbed IPOs observed in
Table 5 and Panel A of Table 6 in fact comes freambiSzed IPOs, Panel B retains only
these IPOs. In fact, it is so. The coefficients atatistical significance on equity after
stabilization in Panel B is very similar to those Banel A both in magnitude and
statistical significance. Furthermore, that mixeguit from loan-only conflicted IPOs

after stabilization disappears.

Figure 1 illustrates our main results on short-tegtnrns. It plots adjusted returns
with respect to issuing price until the"3@ading day. Termination or price stabilization
in between the #8and the 29 trading day (the deadline to termination). Figir&
shows that market-adjusted returns for IPOs befoeeregulation. Returns for non-
conflicted IPOs are fairly stable around five patcé-or equity-conflicted IPOs, during
the price stabilization period, returns are sintitathose of non-conflicted ones. After the

end of price stabilization, returns of equity-cacted IPOs drop significantly and even
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become negative around the'™%rading day. Figure 1.B depict returns after the
regulation. Both groups of IPOs present an incr@aseturns. The two lines in fact seem

very close.

Overall, our analysis indicates that a loan conhflier sedoes not affect price
stabilization and does not cause mispricing of IPi@sa little regulated environment,
equity conflict causes IPOs to be overpriced. Farrtiore, equity conflict also intensifies
the stabilization efforts. These results suggesitt tinderwriters overprice equity-
conflicted IPOs and use price stabilization to disg such overpricing. On the other

hand, in a regulated environment, effect of eqaagflict does not have the same effect

5 — Conclusion

Commercial banks acting as underwriters can patiéntbenefit themselves or
their corporate clients at the expense of inves®ysharming investors, banks run the
risk of losing their investor clients and, consatlye the capacity to place issues.
Whether concern with reputation is enough to disage shirking has remained an
empirical matter. Several authors have examinedkdahat provide loans and
subsequently underwrite debt securities to thegntd without finding evidence of

shirking.

Our analyses takes into consideration that equtylict gives banks stronger
incentives to manipulate prices than debt conflequity-conflicted underwriters can
reduce their ownership dilution by overpricing tbgue and thus increase returns on their
equity investment. Distinctively, since the casdiwflof debt securities is predetermined,
debt-conflict does not give underwriters the oppoity to increase the return on their

debt investment by overpricing issues.
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We also consider that the issuance of equity smssalebt securities gives the
underwriter more room to disguise mispricing. Debturities have predetermined cash
flows, an independent agent opinion (rating) arsllg@abservablex-postperformance
(default rate). Differently, equity securities haxggiable cash flow, no independent agent
opinion, no easily measuregk-postlong-term performance. Additionally, the price
stabilization mechanism allows underwriters to rpatldte prices in the secondary market
and thus, camouflage overpricing during the stahiion period. Even though the
underwriting of equity securities by equity-conféd banks is common in many
countries, the few articles that studied this dased no conclusive evidence. However,
these articles ignored the effect of price stahilan. The main reason for such omission
is that in most countries there is no public infatimn on price stabilization (underwriters

are not bound to disclose it).

Brazil offers a good setting to study conflict afarest in the issuance of equity
securities. An institutional feature forces undétsvs to disclose information on the price
stabilization process and tlex-antedemand for the IPO, and to set the stabilization
period in the prospectus (conveniently, all IPOsun sample period have the same price
stabilization period of 30 running days). Furtherey@ change in regulation that occurred
in 2009 requiring that, in the cases of conflictimkrest, there must be a second non-

conflicted underwriter-coordinator offers the pbddy of identification.

Our results indicate that loan conflpxtr sedoes not distort price stabilization and
does not cause IPOs overpricing (neither beforeafitar the change in regulation).
Differently, before the change in regulation, eguionflict affected price stabilization
and returns: it increased the probability of thedgate short position being at its
maximum, the probability of the IPO being stabitizeand the intensity of the

stabilization. Furthermore, the returns of equitydticted IPOs drop significantly after
20



the termination of the stabilization process. Thesailts for equity conflicted IPOs do
not remain after the change in regulation. Thus,foulings indicate that in a poorly

regulated market, underwriters can overprice isandause price stabilization to disguise

it.
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Table 1
Variables Description

return with respect to the issuing price of firen the trading day

Y

nt

N

9]

t

* + y
Equit Dummy variable indicating that the firms receivegligy investment from the
quity underwriter.
Loan-Onl Dummy variable indicating that the firms receivedn but not equity investme
y from the underwriter.
Size Natural logarithm of the initial offering times tigsuing price (in Brazilian reais
Syndicate Number of underwriters in the syndicate
Carter and Manaster’s index for underwriters refporta (1990), updated i
Underwriter Loughran and Ritter (2004) for the period betwe@®d12and 2004. The rat
corresponds to the most reputable member of thdisate. Underwriters nqg
ranked were assigned the lowest rate, i.e., 1.1.
Price Natural logarithm of the offer price.
. Difference between the maximum and minimum pricanitial filling range
Price Range

divided by the midpoint of the filling range

Price Revision

Offer price minus the midpoint of the initial fitig divided by the latter.

Retail Investors

Number of retail investors that received sharegénlPO.

Number of institutional investors that receivedrsisain the IPO (internationa

al

Institutional investors plus domestic institutional investorsomgstic institutional investorsg
Investors X oo

such as underwriters and partners of the issuingpany were excluded)
Stabilization Dummy variable indicating the stabilization period.

Post stabilization

Dummy variable indicating the post stabilizatiomipé.

25



Table 2

Descriptive Statistics
Variables ar Syndicate Shorias proportion of the maximum possible establishetthé prospectu Stabilizatior
occurrence dummy variable indicating that there was ASTabilization Intensitynumber of shares repurchased
in the ASC divided by the syndicate short positidngderpricing return on the first trading day with respecttie t
issuing priceAvg. return x-yis the average of the market adjusted returnsdstwlays x and Bize initial offering
times the issuing price in BR$Syndicate number of underwriters in the syndicatéinderwriter. Carter and
Manaster (1990) index for underwriters reputatipdated by Loughran and Ritter (200B)jce: natural logarithm
of the offer price Price Rangedifference between the maximum and minimum pirideitial filling range divided
their averagePrice Revisionthe offer price minus the midpoint of the initfdling range normalized by the latter;
Retail Investorsnumber of retail investors that received shamehé IPO; andinstitutional Investorsnumber of
institutional investors that received shares inlB@. Standard deviations or t-statistics for défece of means are
in parenthesest, **, and *** respectively indicate significanceeVels at 10%, 5%, and 1% levels. Significant
results (at 10% level or better) areboldface

Full Equity- Loan-only- Diﬁt_arence Diﬁgrence
. . None Neither - Neither -
Sample | conflicted conflicted L .
oan Equity
Sample 99 16 24 59
% Svndicate Short 86.9% 93.8% 91.7% 83.1% -8.6% -0.1%
c y (33.9%) (25.0%) (28.2%) (37.8%) (1.13) (1.34)
@ | Stabilization 55.6% 68.8% 75.0% 441%  -31%*** -24%*
c | occurrence (49.9%) | (47.9%) (44.2%) (50.1%)  (2.77) (1.81)
'g Stabili_zation 35.6% 53.7% 41.2% 28.4% -13% -25%**
‘—35 Intensity (43.5%) (43.8%) (44.6%) (41.8%) (1.21) (2.07)
2 Underpricin 5.6% 8.2% 3.6% 5.6% 2.0% -2.6%
S pricing (10.2%) | (15.7%) (6.3%) (9.7%) (1.11) (0.63)
é Avg. return 1-19 6.2% 5.1% 5.4% 6.8% 1.4% 1.7%
5 : (11.4%) | (15.9%) (8.2%) (11.2%) (0.63) (0.40)
Avg. return 20-30 6.1% -1.9% 7.2% 7.7% 0.5% 9.6%
) (16.4%) (23.0%) (13.4%) (15.0%) (0.16) (1.58)
Sample 37 5 12 20
%_ Syndicate Short 100% 100% 100% 100%
% Stabilization 70.3% 60.0% 75.0% 70.0% 5.0% 10%
2 occurrence (46.3%) (54.8%) (45.2%) (47.0%) (0.29) (0.37)
© | Stabilization 36.5% 48.3% 25.7% 40.1% 14% 8%
®© | Intensity (41.7%) (48.6%) (32.9%) (45.2%) (2.03) (0.34)
g, Und .. 1.2% -1.3% 1.3% 1.7% 0.4% 3.0%
@ | Underpricing (8.7%) | (9.0%) (6.0%) (10.2%) (0.15) (0.65)
§ Avg. return 1-19 2.2% 1.0% 2.3% 2.4% 0.1% 1.4%
Z ) (9.0%) (9.7%) (4.7%) (11.0%) (0.00) (0.26)
Avg. return 20-30 2.8% 0.5% 3.7% 2.9% 0.8% 2.4%
: (13.2%) | (13.9%) (10.2%) (15.1%) (0.18) (0.32)
Size 101.00 240.90 58.10 83.35 25.2* -157.53*
(179.80) (377.20) (24.04) (113.10) (1.89) (1.89)
Syndicate 2.57 2.91 2.64 2.44 -0.19 -0.46
(1.29) (1.26) (1.15) (1.36) (0.79) (1.46)
Underwriter 8.83 9.00 8.92 8.75 -0.16 -0.25*
o (0.99) (0.00) (0.28) (1.28) (1.12) (1.76)
E. Price 2.97 2.95 2.73 3.08 0.35%** 0.13
G (0.81) (0.99) (0.40) (0.87) (2.98) (0.55)
2 Price Range 0.21 0.22 0.22 0.21 -0.01* -0.01
3 9 (0.05) (0.05) (0.05) (0.06) (1.73) (0.80)
Price Revision -0.05 0.00 -0.10 -0.04 0.05* -0.04
(0.15) (0.18) (0.15) (0.15) (1.99) (1.09)
Retail Investors 11.85 19.68 8.58 11.26 2.67 -8.41
(25.60) (29.33) (8.21) (29.35) (0.74) (1.16)
Institutional 0.32 0.48 0.26 0.31 0.05 -0.16
Investors (0.29) (0.45) (0.13) (0.29) (1.46) (1.58)
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Table 3

Correlations

Loar-Only: dummy variable indicating that the firms receileain but not equity investment from the underw) Equity: dummy variable indicating that the firms receiy
equity investment from the underwrit&ize natural logarithm of the initial offering timelke issuing price (in Brazilian reai§yndicatenumber of underwriters in the
syndicatelUnderwriter. Carter and Manaster (1990) index for underwritepgutation updated by Loughran and Ritter (20P4ige: natural logarithm of the offer price;
Price Rangedifference between the maximum and minimum pincaitial filling range divided by the midpoint dhe filling range;Price Revisionoffering price minus
the midpoint of the initial filling divided by thiatter; Retail Investorsnumber of retail investors that received shanethé IPO; andinstitutional Investorsnumber of
institutional investors that received shares inlB®. T-statistics are in parenthesgs**, and *** respectively indicate significanckevels at 10%, 5%, and 1%
levels. Significant results (at 9 level or better) are iboldface

Loan- . . . . . Price Price Retail
only Equity Size Syndicate  Underwriter Price Range Revision  Investors
. -0.25%+
Equity
(0.01)
. -0.14* 0.33%*
(0.09) (0.01)
svndicate 0.03 0.11 0.47%*
y (0.69) (0.19) (0.01)
Underwriter 0.05 0.07 0.07 0.13
wn (0.54) (0.39) (0.41) (0.12)
Price -0.17* -0.01 0.22%% 0.10 0.07
(0.03) (0.90) (0.01) (0.22) (0.39)
Price Range 0.13 0.02 -0.12 -0.12 0.10 -0.06
! 9 (0.12) (0.74) (0.14) (0.14) (0.23) (0.48)
: - -0.19% 0.15* 0.21% -0.07 0.03 0.23%+ -0.06
Price Revision (0.02) (0.07) (0.02) (0.37) (0.67) (0.01) (0.43)
: -0.07 0.13 0.58%+ 0.26%+ 0.02 -0.02 -0.13 0.31%%
Retail Investors (0.37) (0.12) (0.01) (0.01) (0.77) (0.80) (0.12) (0.01)
Lo -0.13 0.22%%* 0.70%* 0.34%* 0.09 025+ -0.09 0564+ 0.55%*
Institutional investors (0.11) (0.01) (0.01) (0.01) (0.29) (0.01) (0.27) (0.01) (0.01)
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Table 4
Conflict of Interest and Price Stabilization

(marginal effects)
The dependent variable are: dummy variable indigathat the short naked position was fully exectif@anel A),
dummy variable indicating that there was ASC (P&)aind the number of shares repurchased in the Ad@edi by
the short naked position (Panel C). Varidbtpiity indicates the existence of equity-conflican-Onlyindicates loan
but not equity-conflict of interestyoneindicates no conflict of interestBefore (after) Regulatiomdicates that the
IPO occurred before (after) the 2009 regulatidarket Indexreturn on the Ibovespa index with respect tedisie on
the IPO dateSize natural logarithm of the final offering value BR$; Syndicate number of underwriters in the
syndicate;Underwriter. Carter and Manaster (1990) index for underwritepaitation updated by Loughran and Ritter
(2004);Price: natural logarithm ofhe offer price Price Rangedifference between the maximum and minimum price
in initial filling range divided their averagBrice Revisionthe offer price minus the midpoint of the inititling range
normalized by the latteRetail Investorsnumber of retail investors that received shanghé IPO (in thousands); and
Institutional Investorsnumber of institutional investors that receivédires in the IPO (in thousands). Estimators
obtained using White (1980) robust errdrsStatisticsare in parentheses. Sample in Panel A includes|Big before
the regulation (all the IPOs after the regulatiad their short naked position at its maximum). SempPanels B and
C consists IPOs for which there was short nakedtipasi*, **, and *** respectively indicate signifeance levels at
10%, 5%, and 1% levels. Significant results (216vel or better) are iboldface

Panel A Panel B Panel C
Regression Short naked | Stabilization occurrence | Stabilization intensity
(Probhit) (probit) (tobit)
) 2) 3) 4) (5)
Constant 6.764 -1.116 0.103 1.079 1.370
(0.88) (-0.20) (0.02) (0.20) (0.26)
None -1.219** -0.291
(-2.17) (-0.56)
Before Equit 1.050* 1.286%+* 0.067 1.167* 0.875
regulation quity (1.92) (2.79) (0.10) (2.62) (1.48)
Loan-Only 0.723 0.708* -0.511 0.156 -0.135
(1.62) (1.96) (-0.90) (0.43) (-0.25)
None Dropped 1.219** 0.291
(2.17) (0.56)
After Equit Drooped 1.440* 0.221 1.140 0.849
regulation | 44" PP (1.74) (0.26) (1.48) (1.13)
Loan-Only Dropped 1.075* -0.144 -0.258 -0.550
(1.90) (-0.25) (-0.53) (-1.08)
Size -0.303 0.831 0.831 9.964 9.964
(-0.71) (0.09) (0.09) (1.08) (1.08)
0.025
Syndicate -0.258 0.025 (0.08) -0.109 -0.109
(-1.05) (0.08) (-0.35) (-0.35)
Underwriter Dropped -0.206 -0.206 0.058 0.058
(-1.20) (-1.20) (0.32) (0.32)
Price Range 0.347 0.093 0.093 0.063 0.063
(0.09) (1.00) (1.00) (0.65) (0.65)
Price -0.079 3.530* 3.530* 2.070 2.070
(-0.24) (1.70) (1.70) (0.82) (0.82)
Price-Revision 1.931 0.005 0.005 0.083 0.083
(1.27) (0.03) (0.03) (0.45) (0.45)
. 0.100** -1.580 -1.580 -1.626 -1.626
Retail Investors 2.17) (-1.56) (-1.56) (-1.49) (-1.49)
Institutional Investors 1.016 0.016*** 0.016*** 0.010 0.010
(0.72) (2.89) (2.89) (1.46) (1.46)
observations 99 136 136 136 136
Cross-section Yes yes yes yes yes
P-value (F-test) 0 0.00145 0.00145 0.105 0.105
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Table 5

Conflict of Interest and IPO Returns over Different Periods
Panel analysis. The dependent variable is the d&ilgk return with respect to the issuing priceralifferent time interals. Variable
Equityindicates the existence of equity-conflicgan-Onlyindicates loan but not equity-conflict of interedbneindicates no conflict of
interest; Before (after) regulatioimndicates that the IPO occurred before (after)20@9 regulatioarket Indexreturn on the Ibovespa
index with respect to its value on the IPO d&ize:natural logarithm of the initial offering times tlgsuing price (in Brazilian reais),
Syndicatenumber of underwriters in the syndicataderwriter. Carter and Manaster’s index for underwriters rapoih (1990), updated
by Jay Ritter for the period between 2001 and 260&e natural logarithm of the offering pric®rice Rangedifference between the
maximum and minimum price in initial filling rangkvided by the midpoint of the filling rangBrice Revisionoffering price minus the
midpoint of the initial filling divided by the lat, Retail Investorsnumber of retail investors that received shamgheé IPO (in thousands),
and Institutional Investorsnumber of institutional investors that receivedres in the IPO (in thousands). Regressions 1 amne @ross-
section; 3 and 8 use random effects with White (J98bust errors and firm clusters. T-statistics Br parentheses. *, **, and ***
respectively indicate significance levels at 10%, &nd 1% levels. Significant results (at 10%vel or better) are iboldface

Period Underpricing Days 1-18 Days 19-30 Days 23-30
Regression 1) (2) 3) 4) (©) (6) ) 8)
c tant 0.650* 0.633* 0.541 0.544 1.200* 1.217* 1.053 1.075
ons (1.98) (1.93) | (1.27) 1.30) | (1.70) @w72) | (1298 (1.31)
None 0.017 -0.017 -0.017 -0.022
(0.59) (-0.29) (-0.29) (-0.34)
Before Equit 0.008 0.025 -0.030 -0.135* -0.118** -0.135* -0.135** -0.157*
regulation quity (0.37) (0.72) (-0.94)  (-1.90) (-2.09) (-1.90) (-2.25) (-1.90)
Loan-Only 0.009 0.025 0.030 -0.025 -0.008 -0.024 -0.010 .03
(0.57) (0.87) (1.20) (-0.42) (-0.21) (-0.42) (-023  (-0.48)
None -0.017 -0.003 0.017 0.022
(-0.59) (-0.08) (0.29) (0.34)
After Equit -0.060 -0.043 -0.044 -0.044 -0.027 -0.044 -0.059 .080
regulation quity (-1.27) (-0.90) (-0.77) (-0.55) (-0.34) (-0.55) (70) (-1.08)
Loan-Only 0.000 0.017 0.003 -0.063 -0.046 -0.063 -0.053 -0.075*
(0.02) (0.63) (0.09) (-1.61) (-0.92) (-1.61) (-0.98) (-1.66)
Market Index (OO%SGE; ((2)48385)) Each firm has its own beta
Size -0.030 -0.030 -0.027 -0.027 -0.062 -0.061 -0.056 .056
(-1.63) (-1.63) (-1.13) (-1.13) (-1.59) (-1.59) 25) (-1.25)
Syndicate -0.001 -0.001 0.002 0.002 0.017 0.017 0.016 0.016
(-0.07) (-0.07) (0.17) (0.17) (0.96) (0.96) (0.82) (0.82)
Underwriter -0.003 -0.003 -0.001 -0.001 0.001 0.001 -0.001 00.0
(-0.45) (-0.45) (-0.21) (-0.21) (0.22) (0.22) (@)1  (-0.12)
Price Range -0.148 -0.148 -0.061 -0.061 0.129 0.129 0.263 0.263
(-0.99) (-0.99) (-0.30) (-0.30) (0.46) (0.46) (073  (0.73)
Price 0.008 0.008 0.012 0.012 -0.012 -0.014 -0.005 -0.005
(0.51) (0.51) (0.85) (0.85) (-0.49) (-0.49) (-0.18) (-0.18)
Price Revision 0.212%+*  (,212*** 0.227*+*  0.227*** 0.335***  (0.335*** 0.286** 0.286**
(3.55) (3.55) (3.61) (3.61) (3.23) (3.23) (2.48) 4@
Retail Investors -0.000 -0.000 -0.000 -0.000| -0.002%**  -0.002*** | -0.002***  -0.002%**
(-0.77) (-0.77) (-0.68) (-0.68) | (-4.43) (-4.43) (-4.03) (-4.03)
Institutional Investors 0.190%*  0.190* | 0.174**  0.174** | 0.347**  0.347** | 0.366**  0.366***
(2.71) (2.71) (2.61) (2.61) (4.94) (4.94) (4.21) .20
Observations 136 136 2,448 2,448 1,632 1,632 1,088 1,088
Firms 136 136 136 136 136 136 136 136
Random Effects yes yes yes yes yes yes yes yes
R-squared 0.4402 0.4402 0.658 0.658 0.778 0.779 0.841 0.841
P-value (F-test) 0 0 0 0 0 0 0 0
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Table 6

Conflict of Interest and IPO Returns after Price Stbilization

Panel analysis for the daily stock return with extto the issuing price. Periofitst 30 trading days after the IF
Variable Equity indicates the existence of equity-conflichan-Onlyindicates loan but not equity-conflict of interest
None indicates no conflict of interesBefore (after) regulationndicates that the IPO occurred before (after)26e¢
regulation.After stabilizationindicates the period after the end of the staddilin; andMarket Index return on th
Ibovespa index with respect to its value on the tR€. Estimations include the interactitiesween Market index a
firms dummies to allow for individualized betdSstimations use fixed effects with robust errorsstdtistics are i
parentheses. *, **, and *** resp#ieely indicate significance levels at 10%, 5%, d8d levels. Significant results
10% level or better) are boldface

Panel A: uses all IPOs
End of stabilization: 18™ 20" 220d Drggm}&
Regression (1) (2) (3) (4)
e -0.003 -0.002 -0.005 -0.005
*
None * Post stabilization (-0.26) (-0.19) (-0.43) (-0.36)
Before Equity * Post stabilization -0.052** -0.054** -0.053** -0.062*
regulation quity (-2.07) (-2.09) (-2.08) (-1.95)
e -0.005 -0.006 -0.004 -0.008
_ *
Loan-Only * Post stabilization (-0.32) (-0.43) (:0.22) (-0.49)
e 0.017 0.016 0.015 0.018
*
None* Post stabilization (1.15) (0.95) (0.94) (0.90)
After - e 0.009 0.006 0.006 0.010
regulation Equity * Post stabilization (0.33) (0.21) (0.28) (0.33)
e 0.032* 0.028 0.020 0.038*
_ *
Loan-Only * Post stabilization (1.96) (1.45) (0.94) (1.75)
Market index Each stock has its own beta
Observations 4,080 4,080 4,080 3,400
IPOs 136 136 136 136
Fixed Effects Yes Yes Yes Yes
R-Squared (overall) 0.214 0.215 0.214 0.215
F-test (p-value) 0 0 0 0
Panel B: uses only stabilized IPOs
End of stabilization: 18™ 20" 22 Drtz)gndl&
Regression (5) (6) (7 (8)
e -0.001 -0.001 -0.006 -0.005
*
None * Post stabilization (-0.09) (-0.06) (-0.33) (-0.21)
Before Equity * Post stabilization -0.060** -0.061** -0.057* -0.070**
regulation quity (-2.15) (-2.08) (-1.96) (-2.04)
e -0.004 -0.007 -0.006 -0.009
_ *
Loan-Only * Post stabilization (-0.24) (-0.42) (-0.33) (-0.44)
e 0.013 0.012 0.013 0.015
*
None * Post stabilization (0.68) (0.58) (0.62) (0.63)
After - e -0.022 -0.023 -0.016 -0.021
regulation | EAuity * Post stabilization (-0.84) (-1.01) (-1.03) (-0.76)
e 0.021 0.014 0.002 0.023
_ *
Loan-Only * Post stabilization (1.00) (0.56) (0.08) (0.80)
Market index Each stock has its own beta
Observations 2,430 2,430 2,430 2,025
IPOs 81 81 81 81
Fixed Effects Yes Yes Yes Yes
R-Squared (overall) 0.320 0.312 0.304 0.312
F-test (p-value) 0 0 0 0
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Figure 1
Daily cumulative Market-Adjusted Returns

Returns for each stock were adjusted by subtrattiegnarket index return over the same period.

1.A — Before Regulation

1.B — After Regulation
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Appendix A
Top part of an end of offering announcement

Quinta-feira, 2 de maio de 2013 | Valor | A9

88 Multiplan

Pars

Este anuncio é de carater exclt , Nao se do de oferta de venda de valores mobiliarios

ANUNCIO DE ENCERRAMENTO DE OFERTA PUBLICA DE DISTRIBUICAO PRIMARIA DE ACOES ORDINARIAS DE EMISSAO DE

Multiplan Empreendimentos Imobiliarios S.A. @Mum

Companhia Aberta de Capital Autorizado - CVM n° 2098-2 NIVEL2
- Avenida das Américas, n° 4.200, bloco 2, 5° andar, CEP 22640-102, Rio de Janeiro - RJ BM&FBOVESPA
CNPJ n° 07.816.890/0001-53 - NIRE 33.3.0027840-1

Codigo ISIN BRMULTACNORS
Codigo de Negociagao na BM&FBOVESPA S.A. - Bolsa de Valores, Mercadorias e Futuros ("BM&FBOVESPA™): “MULT3"

Nos termos do disposto na Instrugao da Comissao de Valores Mobiliarios (*CVM®) n° 358, de 3 de janeiro de 2002, conforme alterada, e no artigo 29 da Instrugao da CVM n° 400, de 29 de dezembro de 2003, conforme alterada
("Instrugdo CVM 400”), MULTIPLAN EMPREENDIMENTOS IMOBILIARIOS S.A., na qualidade de emissora e ofertante (“Companhia”), e BANCO DE INVESTIMENTOS CREDIT SUISSE (BRASIL) S.A. (“Coordenador Lider”),
BANCO BRADESCO BBI S.A. (“Bradesco BBI"), BANCO BTG PACTUAL S.A. (“BTG Pactual”), BANCO ITAU BBA S.A. ("Itat BBA") e BANK OF AMERICA MERRILL LYNCH BANCO MULTIPLO S.A. ("BofA Merrill Lynch”,
e, em conjunto com o Coordenador Lider, o Bradesco BBI, o BTG Pactual e o Itau BBA, “Coordenadores™), vém a publico comunicar o encerramento da oferta publica de distribuicao primaria de 10.800.000 acoes ordinarias,
nominativas, escriturais, sem valor nominal, livres e desembaragadas de quaisquer Onus ou gravames, de emissao da Companhia ("A¢des™), no Brasil, em mercado de baicao nao organizado, nos termos da Instrucao CVM 400,
da Instrucao da CVM n® 471, de 8 de agosto de 2008, e das demais disposicoes legais aplicaveis, com esforcos de colocacao das Acbes no exterior, nos Estados Unidos da América, exc para institud i iificado:
(qualified institutional buyers), conforme definidos na Rule 144A, editada pela Securities and Exchange Commission dos Estados Unidos da América ("SEC”), e, nos demais palses, exceto o Brasil e os Estados Unidos da América,
para investidores institucionais e outros investidores que sejam pessoas nao residentes nos Estados Unidos da América ou nao constituidos de acordo com as leis daquele pals (Non US Persons), em conformidade com os procedimentos
previstos no Regulation S, editado pela SEC ao amparo do U.S. Securities Act of 1933, conforme alterado (“Securities Act”™), em ambos 0s casos, em operagoes isentas de registro em conformidade com o disposto no Securities Act,
e nos regulamentos editados ao amparo do Securities Act, respeitada a legislacao vigente no pals de domicilio de cada investidor, em qualquer caso, por meio dos mecanismos de regu pelo Conselho

Nacional, pelo Banco Central do Brasil e pela CVM (“Investidores Estrangeiros”) ("Oferta®). As Acoes estao autorizadas para negociacao no Nivel 2, segmento especial de negodiacao de valores mobiliarios da BM&FBOVESPA,
disciplinado pelo Regulamento de Praticas Diferenciadas de Governanca Corporativa Nivel 2 da BM&FBOVESPA, sob o codigo "MULT3". O preco por Acao foi fixado em R$58,00 (“Prego por A¢do”), perfazendo o montante total de

R$ 626.400.000,00

Nos termos do artigo 24 da Instrucao CVM 400, a quantidade total das Acoes inicialmente ofertadas (sem considerar as A¢oes Adicionais (conforme definido abaixo)) poderia ter sido acrescida em até 15%, ou seja, até 1.350.000
acoes ordinarias de emiss3o da Companhia, nas mesmas condicoes e preco das Acoes inicialmente ofertadas (“A¢des do Lote Suplementar®), conforme opcao outorgada no contrato de distribuicao da Oferta pela Companhia
ao Coordenador Lider, as quais seriam destinadas exclusivamente a atender eventual excesso de demanda constatado no decorrer da Oferta, nao tendo sido exercida tal opcao.

Nos termos do artigo 14, paragrafo 2°, da Instrucao CVM 400, a quantidade total das Acoes iniciaimente ofertadas (sem considerar as AcOes do Lote Suplementar) foi, a critério da Companhia, em comum acordo com s
Coordenadores, acrescida em 1.800.000 acoes ordinarias de emissao da Companhia, nas mesmas condicoes e preco das Acoes inicialmente ofertadas ("Agdes Adicionais”). A quantidade de Acoes constante do preambulo deste
Antndo de Encerramento ja contempla as Acoes Adicionais.

Foram colocadas 2.410.636 AcOes no ambito da oferta prioritaria para acionistas da Companhia, correspondente a 26,8% das Acoes inicialmente ofertadas (sem considerar as A¢oes Adicionais e as Acoes do Lote Suplementar).

A realizacao da Oferta foi aprovada pelo Conselho de Administracao da Companhia, em reunido realizada em 17 de fevereiro de 2013, cuja ata foi arquivada na Junta Comerdial do Estado do Rio de Janeiro (“JUCERJA™)
em 25 de fevereiro de 2013 e publicada no Diario Oficial do Estado do Rio de Janeiro ("DOERJ”) e no jornal "Valor Economico” em 19 de fevereiro de 2013. O Conselho de Administracao da Companhia, em reuniao realizada
em 27 de mar¢o de 2013, cuja ata foi arquivada na JUCERJA em 3 de abril de 2013 e publicada no DOERJ em 2 de abril de 2013 e no jornal "Valor Economico™ em 28 de marco de 2013, aprovou a emissao das Acoes,
dentro do limite do capital autorizado, e o Preco por Acao, calculado de acordo com o artigo 170, paragrafo 1°, inciso lll, da Lei n° 6.404, de 15 de dezembro de 1976, conforme alterada ("Lel das Sodedades por Agdes”),
e aferido tendo como parametro a cotacao das agoes ordinarias de emissao da Companhia na BM&FBOVESPA e o resultado do procedimento de coleta de intencoes de investimento (procedimento de bookbuilding).

O Coordenador Lider, em atendimento ao disposto no “Contrato de Prestacao de Servicos de Estabilizacao de Preco de Acdes Ordinarias de Emissao de Muitiplan Empreendimentos imobiliarios S.A.", comunica que foram adquiridas
1.356.800 acoes ordinarias de emissdo da Companhia e alienadas 6.800 agoes ordinarias de emissao da Companhia no ambito das atividades de estabilizacao.

A instituicao financeira contratada para a prestacao de servicos de escrituracao das agoes ordinarias de emissao da Companhia € a Itau Corretora de Valores S.A.
A Oferta foi previamente submetida a analise da ANBIMA e da CVM e registrada pela CVM em 28 de marco de 2013, sob o n® CVM/SRE/REM/2013/005.
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