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Abstract This study analyzed how Korean firms' recapitalization affects their capital structure decision and firm value.
Recapitalization was categorized into three groups according to the influence of the debt to equity ratio: debt
ratio-increasing-recapitalization(capital reduction with refund, cash dividend), debt ratio-unchanging-recapitalization
(capital reduction without refund, retirement of repurchased stocks), and debt ratio-decreasing-recapitalization(exercise
the rights for convertible bonds, bond with stock warrants, exchangeable bonds and stock options). This article highlights
how the relationship between the firms' recapitalization and the capital structure decision driven by the change in debt
to equity ratio through the recapitalization should affect the firm value. The whole recapitalization sample used for this
analysis comprised 22,814 enterprises listed on the Korea Exchange that were analyzed over the 16-year period from
2000 to 2015. To summarize the results of this Panel Data Analysis, firstly, when a firm executes debt ratio-
increasing-recapitalization and debt ratio-decreasing-recapitalization at the period of ¢ —1, the debt to equity ratio, which
is increased or decreased, should affect the firm's debt capacity in the same period, then, at the period of ¢, the firm
establishes a leverage policy to readjust the debt to equity ratio the other way around. These adjustments of
debt-paying-ability from the leverage policy, including the capital structure decision, finally affect the firm value.
Secondly, when a firm implements the debt ratio-unchanging-recapitalization in the period of t—1, the debt to equity
ratio, which is neutral, should not affect the firm's capital structure decision. But, the firm value is positively affected
by the influence of that recapitalization. Conclusively, we acknowledge a firm which carries out the recapitalization
balances its capital structure to the optimal level of leverage and that the capital structure decision positively affects
the corporate value.
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Table 1.

classification

Sample numbers of recapitalization instruments

number
22,814

6,035
capital reduction with refind 16
cash dividend 3,082
both of the above 8
3,106

‘ recapitalization instrument

total samples

recapitalization firms

debt ratio
increasing type

sub total

debt ratio
unchanging type

capital reduction without refund or

. 91
retirement of repurchased stocks

681
1,080

conversion right for CB
stock warrant for BW

debt ratio exchangeable right for EB

decreasing  type right for stock option 465

both or more of the above

sub total

B AT E AAE-H
A2} H (unbalance panel data)a P4
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Table 2. Descriptive statistics
Variable Mean Std. Dev. Min Max
Leverage 0.4229 0.2041 0.0000 0.9914
MB 1.1037 0.8360 0.0000 9.8103
Recap 0.2645 0.4411 0.0000 1.0000
Lirecap 0.1361 0.3429 0.0000 1.0000
Lurecap 0.0040 0.0630 0.0000 1.0000
Ldrecap 0.1244 0.3300 0.0000 1.0000
ROA 0.0568 0.1072 -2.7532 0.8206
Size 25.2026 1.6292 18.2582 32.7313
Grow 0.2312 0.7290 -0.9993 9.9700
CENW 0.0180 0.3626 -9.4738 3.6640

Note: total number of observation=22,814, number of recapitalization

firms=6,035, number of debt ratio increasing recapitalization
firms=3,106, number of debt ratio unchanging recapitalization
firms=91, number of debt ratio decreasing recapitalization
firms=2,838.

AAFE7]17H20003 ~2015:3) ] AR E o] &3+ 7
HEE 7he] Al Table 33} 2ok a4l of
FE 3218l7] $Jste] EAFeA| S (variance inflation
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Table 3. Correlation matrix
Leverage MB Recap Lirecap Lurecap  Ldrecap  ROA Size Grow CFNW
MB 00741 1.0000
Recap 00338 0.0937™ 1.0000
Lirecap 00759 -0.0484"" 0.6619™ 1.0000
Lurecap  0.0385™ 0.0106 01055 -0.0251"" 1.0000
Ldrecap 00264 0.1735™ 06285 01496 00239 1.0000
ROA 2017557 002477 005427 00635 -005197  -0.1285" 1.0000
Size 00814 0.0703" 01201 01568 -0.0016 -0.0020 -0.0251™ 1.0000
Grow 003207 00202 -0.04817  -0.04427 001557 -00154" 01955 -0.1986" 1.0000
CFNW 013737 02111 00285 00446 004907 -0.0750" 06320 0.0038 01216 1.0000
Note: ™" and “denote 1%, and 5% significance level, respectively.

Table 4. Results of 2SLS analysis for the effect of recapitalization on capital structure decision and corporate value

Capital Structure Equation

Leverage; ;= a+ B Recap;,— | + BoROA ;| + B3Size;,— + B,Grow;,,_+ BsCFNW,,_+n;,+ X\, + ¢,

0.0117™
9.16

0.0259™"
-19.90

Coefficient 20.0006 02127

t-value -0.28 -17.61

F-value=244.58, R>=0.0549, N=22,814

-5.98

0.0188™"

Corporate Value Equation

MB; ;= a+ B Leverage;, + ByRecap;,_ + B3ROA;,_+ B,5ze;;_+ BsGrow;,_+n;,+ X\, + ¢, ,

Coefficient 40723 0.0177 126517 032147 -0.0651""
t-value 3.50 120 4.15 10.07 -4.00
F-value=140.67, N=22,814
Note: ™ and “denote 1%, and 5% significance level, respectively.
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Table 5. Results of 2SLS analysis for the effect of debt ratio increasing recapitalization on capital structure decision

and corporate value

Capital Structure Equation

Leverage; ;=

=a+ §,Lirecap;,— 1+3ZBOA,, 1+535’zze” 1+ 64 Grow, 1+ B;CFNW,_+m;+ M+ €y

.

Coefficient -0.0071"

=272

-0.2125™
-17.61

-0.0255"
-20.44

0.0118™
t-value 9.20

Fovalue=246.14, R?=0.0552, N=22,814

-0.0188"
-5.97

Corporate Value Equation

MB; ;= a+ 3, Leverage;,+ ByLirecap;,—, + B3ROA;,_+ ,5ize;,_+ BsGrow,,_ +n;+ X\ +e;,

Coefficient 405027 006327 12588 032797 -0.0643"
t-value 348 -3.19 4.13 10.43 -3.95
F-value=146.29, N=22,814
Note: ~ and ~denote 1%, and 5% significance level, respectively.

Table 6. Results of 2SLS analysis for the effect of debt ratio unchanging recapitalization on capital structure

decision and corporate value

Capital Structure Equation

Leverage; ;= a+ B, Lurecap;,_ ]+ﬁZROA[, l+/J;S7ze>[, 1 +[34Grouvl, 1 FBsCENW;,_+n;+ X +¢€,
Coefficient -0.0140 2021277 00260 001177 -0.0188""
t-value -1.00 -17.62 -20.95 9.14 -5.99

F-value=244.78, R*=0.0549, N=22,814

Corporate Value Equation

MB; ;= a+ B Leverage;,+ Bylurecap;;— | + B3ROA;;_ |+ BySize; 1+ BsGrow;,—+n;+ A\ +e;

Coefficient 40654 -0.0037 12613" 03245 -0.0650""
t-value 3.50 -0.04 4.14 10.18 -4.00
F-value=140.70, N=22,814
Note: ~ and ~denote 1%, and 5% significance level, respectively.
ARl FANEE HE 5 g AR xbAA S 1Al A g 5 ARz
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H WS (Leverage) S BH, B|F7IF7F 4.0502(=3.48) 717l frelatl ()9 9FE A= Ao v
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Table 7. Results of 2SLS analysis for the effect of debt ratio decreasing recapitalization on capital structure decision
and corporate value

Capital Structure Equation

Leverage; ;= a+ 3 Ldrecap;, + B,ROA;,_ 1+ B3Size;, 1 + By Grow, + BsCFNW;,_+n,+ X\, + €,

Coefficient 001017 021127 002727 001177 -0.0189""
t-value 3.17 -17.49 -20.92 9.19 -6.00

F-value=246.69, R>=0.0554, N=22814

Corporate Value Equation
MB; ,= a+ (,Leverage;, + Byldrecap;,— | + B3ROA;,_ |+ ,8ize;,_+ B:Grow;,_+n;+ A\, +e;,

Coefficient 41018 0.1358" 12876 03087 -0.0648""
t-value 353 5.40 424 9.24 -3.98
F-value=152.60, N=22,814

Note: ~~ and “denote 1%, and 5% significance level, respectively.
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