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This study examines operating performance following private placement of
equity. We find that after issuance, the operating performance of firms improves
significantly. Further analysis by investor type indicates that this improvement is
entirely due to investors who are insiders. We also find that when private equity
is issued at a premium or discount, firms have better post-placement operating
performance. Firms with losses prior to issuance increase their operating
performance significantly, but firms with profits don’t. This finding supports the
private placement regulations amended by the Financial Supervisory Commission
that do not allow a firm with a net profit and no accumulated deficit for the most
recent fiscal year to privately issue equity. When private placement investors are
insiders, firms have better post-placement operating performance regardless of
whether firms issue at a premium or discount, or have losses prior to the issue.
However, this is not the case for firms with profits prior to the issue. These
results also support regulations that restrict insiders from participating in the
private placement of equity of firms with a net profit and no accumulated deficit.
Additional tests show that insiders may not reduce shareholders’ wealth even if

the price discount is over twenty percent per share of privately placed equity.

Key Words: Private Placement of Equity, Price Premiums or Discounts,

Operating Performance, Investor Type.
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