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Abstract

Belgium broke up with the long tradition of “one share, one vote” and recently authorized
listed companies to introduce loyalty shares. The particularity of such shares it that it grants
double voting rights to loyal shareholders (i.e. that have been registered for a minimum period
of two uninterrupted years) of listed companies without creating new shares per se. The

implementation of such shares in a company requires a two-third majority vote.

To justify this novelty, the Belgian government used two reasons. The first one is that those
shares would help to curb the current issue of short-termism, observable in the behaviour of
current shareholders. The second one is that by allowing controlling shareholders to retain
more easily their control, loyalty shares would help them overcome their fear of losing the
control when being listed, therefore increasing the number of listings on the national Stock

Exchange.

We already find those shares in Italy and France in Europe and as the goal of this work is to
forecast the impacts of their introduction in Belgium, we based our analysis on those two
countries. Studies in those countries have already demonstrated that loyalty shares don’t help
in the matter of short-termism and that it is mainly family businesses that implement those
loyalty rewards. To measure the impacts of those shares on IPOs, we designed a statistical
model gathering the determinants for a company to go public, and added variables taking in
account the existence of loyalty shares in the country or not. It resulted that this impact is
ambiguous and can be interpreted as positive for Italy (compared to Germany which doesn’t
have loyalty shares) or negative for France. However, we also find that in Italy, a very limited
number of companies actually authorized loyalty shares in their statutes and the vast majority
did it when they were already listed. In addition, the listing of small firms is a failure in Belgium
and there is no reason to think that loyalty shares will improve the situation. fstockThe second
argument used by the government is therefore questionable and we are in a position to
wonder if loyalty shares in Belgium will really have an impact or if there is a hidden agenda

behind their introduction.
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Introduction

Corporate governance and Company Law are aspects that practically no firm can escape when
doing business. In Belgium, the legislator recently decided to significantly modify those
aspects and with them, the legal landscape of Belgian companies. By the Law of 23 March
2019, they have encountered a big corporate turn and a new Code of Companies and
Associations has emerged. It has been quite some time since the last reform of a similar
magnitude. Among the changes brought by the new Code, one could cite the sizeable
reduction in the number of company forms (only four left, compared to the initial 17), the
abolition of the notion of social capital for limited liability company (known now as SRL?), the
possibility to create a unipersonal public limited company (known as SA?), the introduction of

dual structures for the board of directors, etc.

The ultimate goal of this reform is to ease the creation of companies in order to make Belgian
economy more dynamic, more attractive and more competitive (De Caevel, 2019). To this
regard, the new Code follows three axes: flexibility, simplification, and modernisation. In this
work, we are focusing exclusively on a corporate governance tool that can be seen as modern
and more flexible: loyalty shares. The Belgian legislator has indeed decided to break with the
tradition of the absolute “one share, one vote” principle by authorizing, in the same way as
France and ltaly in Europe, loyalty voting shares. Those shares reward loyal shareholders of a

listed company? with double voting rights®.

The justification brought by the government to allow such shares is dual: reducing the
problems linked to the short-termism behaviour displayed by the current shareholders in a lot
of companies and favouring the public introduction of firms whose management would fear

to lose control. However, some suspect that loyalty shares will not solve those problems. The

1 Standing for « Société a Responsabilité Limitée ».

2 Standing for « Société Anonyme ». In this work, when referring to “listed companies”, we only cover SA. Indeed,
while SRL could also go public, they will have to adopt legal provisions that will make them very similar to SA. SA
will therefore likely remain the ideal form for big corporations and listed companies (Eubelius, 2019).
Consequently, the term “listed companies” encompasses only SA in the scope of this work.

3 For the present work, we refer to the Article 1:11 of the Belgian Code of Companies and Associations. Listed
companies are therefore the companies whose shares, dividend-right shares or certificates are admitted for
trading on a regulated market.

4We make the distinction between double voting rights that are only available to loyal shareholders and multiple
voting rights that are, for the case of Belgium, forbidden in listed companies and that have a multiplicator of
rights bigger than two.



aim of this thesis is to verify the credibility of those two main arguments. In a more provocative
way, we want to answer the question “Are loyalty shares introduced in Belgian listed

companies for the wrong reasons?”.

This work is divided into two main parts: one covering the theoretical aspects of the subject
and the other one focusing on an empirical analysis. Chapter 1 is dedicated to the way the
“one share, one vote” principle is implemented (Chapter 1.2.) as well as limited (Chapter 1.3.).
in Belgium, France and Italy>. The theoretical approach of this principle will be covered in
Chapter 1.4. The second chapter will cover loyalty shares in details. Chapter 2.2. will explain
the practical implementations of such shares in the three countries of analysis, Chapter 2.3.
will review the existing literature on the topic, and Chapter 2.4. will be looking at the concrete
reasons brought by the different governments when introducing such shares. Finally, we will
debate about those reasons with some elements of answer that can already be found in the
literature (Chapter 2.5.). The empirical research (second part) will focus on the impact of
loyalty shares on the probability of going public (using companies from France, Italy, and
Germany). This analysis, coupled to some extra considerations regarding small companies, will
mark the end of the review of the hypotheses used by the Belgian government to introduce

loyalty shares.

We will then conclude this work by expressing our personal opinion about the anticipated

results of those shares and by giving some possibilities of further researches.

5 Those three countries will be used in the theoretical part to compare the different aspects of loyalty shares.
They will be refereed as “countries of analysis”. In the empirical approach, Germany will be used instead of
Belgium.



Part | : Theoretical Research

Introduction to shareholder rights and agency theory

When investing in a company (e.g. by buying some shares on the listed market), a shareholder
has different sorts of rights, i.e. financial rights, property rights and political rights. The first
one is an important aspect for a majority of individual shareholders. Those financial rights®
include the rights to a dividend, to the bonus of liquidation, etc. In other words, they represent

the desire of shareholders to get a return on their investment (Lemaire, 2016).

In the present work, we will focus only on the political rights, more commonly referred as
voting rights (De Cordt, 2004). The most common way for a shareholder (regardless of its size)
to exercise his/her rights is by participating in the deliberations of the General Meeting
(Ordinary or Extraordinary). Shareholders have the competence to appoint and dismiss board
members, to decide about the allocation of the annual profits, to modify the statutes, etc.
(Lemaire, 2016; ShareAction, 2017). To put it differently, voting rights allow shareholders to
influence, to some extent, the company management’. Voting rights attached to
shareholders’ financial participation in the company have been the object of worldwide

debates and recent changes in Europe, notably around the introduction of loyalty shares.

Before diving into the subject, it is also important to clarify a term that will be used many times
in this work, namely the agency problem/conflict (or agency theory). This agency problem is
one of the reasons why the allocation of voting power in a listed company is important and at
the centre of so many debates (Burkart & Lee, 2007). According to Jensen and Meckling
(1976), the agency theory lies on the assumption that the management of the company
(having the day-to-day decision making power) and the shareholders (“owning” the company)
present conflicting goals (gain of the highest bonus for the former and maximisation of wealth
for the latter). The consequence of this divergence of objectives is a reduction in shareholders’
welfare (referred as “residual loss”). Exercising voting rights is one way for shareholders to

monitor management and decrease the residual loss.

6 Also known as cash flow rights.
7 To quote ShareAction (2017, p.4), “AGM is the main forum through which the company is made accountable to
its shareholders”.



Chapter 1: “One share, one vote” principle

1.1. Introduction

As mentioned before, “one share, one vote” (OSOV) was the only principle that Belgian
companies could apply to their shareholder voting rights before the adoption of the draft law
introducing the new Code of Companies and Associations®. This section is dedicated to
understanding the different general aspects of this principle, as well as to explain to which
extent Belgium, Italy and France know some mechanism allowing the companies to deviate

from this principle.

The “one share, one vote” principle (observable in the share companies, among which are
present the listed companies) is a proportionality principle between the voting right allocated
to one shareholder and the capital contribution made by the same shareholder. In other
words, this principle mandates proportionality between the economic risk taken and the
corporate control gained from it (Santoro, Di Palma, Guarneri, & Capogrosso, 2015). We can
also mention that under this principle, there is no wedge® between cash flow and effective

voting rights (Adams & Ferreira, 2008).

1.2. Proportionality Principle in the analysed countries

In this section, we will have a look at how this principle is organized in Belgium, France and

Italy.

1.2.1. OSOV Principle in Belgium

In Belgium, this proportionality principle was clearly established in the former Code of
Companies at the Article 541. The new Code of Companies and Association defines it in the
same way in the Article 7:51, which explains that: “When shares are of the same value, each
gives the right to one vote. When they are of different value or that the value is not mentioned,
each of those grant full right to a number of votes proportional to the part of the capital that

it represents, counting for one vote the share that represent the smallest portion”'°.

8 Adopted first the 28 February 2019.

9 This notion can be defined as “the gap between the controller’s fraction of voting rights and his fraction of
equity capital” (Bebchuk & Kastiel, 2018, p.4).

10 Translation from the corresponding extract of Article 7 :51.



Consequently, each action gives one vote. This is still the default rule in Belgium, but as we

know, some specificities (i.e. loyalty shares) can now be granted to Belgian listed companies.

This proportionality doctrine between capital and voting rights has not always ruled in
Belgium. For instance, multiple voting rights were allowed in Belgium after the reform of 1913.
However, after the stock market crash of 1929, multiple voting rights were accused of having
given more power to financiers, disregarding shareholders at the same time!?. This belief led
to the Royal Decree n°26 of 31 October 1934 that put an end of multiple voting rights in
Belgium for the majority of companies, among which, the listed companies!?. The Decree
allowed the creation of non-voting shares (and profit shares not representing capital stock)

but apart from those, OSOV was considered an absolute principle.

After having analysed the situation in Belgium regarding the OSOV principle, it is interesting
to compare it with two other European countries that also allow loyalty shares in their

Company Law: France and ltaly.

1.2.2. OSOV Principle in France

Like it was the situation for Belgium until the recent adoption of the new Code for Companies
and Associations, France is a country where multiple voting rights are forbidden for listed
companies®3. This is the case since 26 April 1930 when the French legislator decided to forbid
new shares with multiple voting rights (Coupet, 2015)%*. Between this date and 1933%, the
proportionality principle was the only one governing shareholder rights. As it will be described
later, OSOV was the default rule for French companies before 2014. This was consistent with
the voting policies of institutional investors in general, as well as proxy advisors (Becht,

Kamisarenka, & Pajuste, 2018).

11 This piece of information comes from the slides presented by P. Lambrecht during the round table organised
by Guberna about “Loyalty shares: the legal aspects of double voting rights for listed companies” (11 June 2019).
12 We will indeed see briefly later that it is still authorized in the “Coopératives”.

Bt is only allowed for the “sociétés par actions simplifies”, which cannot be listed (Santoro et al., 2015).

14 Existing multiple voting shares were suppressed the 13 November 1933.

15 Date of the adoption of loyalty shares by the French government.



1.2.3. OSOV Principle in Italy
Before 2014, Italy has known a period of 70 years governed by the OSOV principle. Similarly

to the Belgian situation, this principle was perceived as a “touchstone of the Italian company

law” (Santoro et al., 2015). It is still the default rule for Italian listed companies.



1.3. Limitations of this principle

1.3.1. Introduction

Despite what has been said before, the proportionality principle cannot be qualified as an
absolute and universal reality. For example, already in 2005, 35% of the top 300 European
companies deviated from the OSOV principle (Deminor Rating, cited in Burkart & Lee, 20071¢).
They are indeed multiple limitations to this principle. They take the form of control
mechanisms that allow shareholders to deviate from the proportionality between the
financial investment and the voting right going with it. In such situations, we are in presence
of “disproportional ownership”. Adams and Ferreira (2008, p.1) define this concept by the
“mechanisms that allow some shareholders to control a proportion of votes that is larger than
their proportion of rights to the firm’s cash flows, i.e. deviations from the “one share, one
vote” principle”. They are described as Control Enhancing Mechanisms (also known as CEMs)
and they enable a shareholder to gain the corporate control with a stake lower than 50%,
resulting in the discrepancy between financial ownership and voting power (Santoro et al.,

2015).

In the “Report on the Proportionality Principle in the European Union” (2007), Shearman &
Sterling, the Institutional Shareholders Services (ISS) and the European Corporate Governance
Institute (ECGI) provide a detailed analysis of the CEMs that can lead to such disproportional
ownership. Those CEMs can be classified into two main kinds. On the one hand, CEMs that are
used to allow existing blockholders to enhance control by leveraging voting power comprise
multi voting shares, pyramid structures, non-voting shares and preferred shares!’. On the
other hand, some CEMs such as priority shares, depository certificates, voting rights ceilings,
ownership ceilings, and supermajority provisions are used to lock-in control'®. Finally, the
report indicates that other CEMs are either represented by a particular legal structure adopted
by EU countries/companies (e.g. partnership limited by share), are related to a certain
privatisation process (when the State is implicated, e.g. golden shares), or are simply

coordination devices (e.g. shareholders’ agreements).

16 Deminor Rating, Application of the One Share — One Vote Principle in Europe, March 2005 (Report
commissioned by ABI — Association of British Insurers). Reference found in Burkart & Lee, 2007.

17 Those shares consist in nonvoting shares with preferred dividends.

18 Since these mechanisms protect incumbent managers against intervention by outside investors (Burkart & Lee,
2007).



1.3.2. CEMs in the EU

Overall, within European countries, all CEMs but one are available in more than 40% of the
jurisdictions and six of them are available in more than 80% (Shearman & Sterling et al., 2007).
However, where the national jurisdiction allows such CEMs to occur, it doesn’t mean that they

are implemented by all the companies. It is nonetheless a limitation to the OSOV principle.

The report provides us with the following table:

Availability of CEMs  Actual use of CEMs

1 Pyramud Structure 100% 75%
1 Shareholders” Agreements 100% 69%
1 Cross-Shareholdings 100% 31%
2 Supermajority Provisions 87% NA
3 Non Voting Preference Shares 81% 445%
4 Voting Righr Ceilings 69% 56%
5 Priority Shares 56% 12%
[ Multiple Voring Righrs Shares 50% 4%
7 Golden Shares 4% 31%
7 Partnerships Limited by Shares 449% 0%
7 Depository Certificates 44% 6%
8 Ownership Ceilings 37% 25%
9 Non Voting Shares 31% 6%

Figure 1: Summary of the ranking of CEMs in European listed companies in 2006

In the European companies analysed by the study, CEMs are quite common. In 2006, 44% of
the 464 European companies considered had at least one CEM. The study finds that France
and Belgium are among the countries with the highest proportion of companies featuring at
least one CEM. The occurrence of those mechanisms varies from on country to another but

also within the same country (e.g. between large companies and recently listed companies).

In large European companies at that time, the most common CEMs were pyramid structures
(27% of occurrences in the sample analysed), multiple voting rights shares'® (21% of
occurrences), and shareholders’ agreements (14% of occurrences). Even if the proportion are
smaller, those three types of CEMs are also the most common among recently listed
companies in the EU%. Even if we focus here on some European countries, deviations from
the “one share, one vote” principle are found all over the world?! (Claessens, Djankov, & Lang,
2000). It is obvious that the impact of those CEMs is enhanced once a company uses more

than one at the same time.

1% Mainly under the form of dual-class shares.

20 At the time of the article, so in 2006.

21 Worldwide, cross-ownership consists also in a widespread mechanism leading to disproportional ownership
(Adams & Ferreira, 2008).



1.3.3. Limitations of Proportionality principle Belgium

In 2006, according to Shearman & Sterling et al., 50% of the Belgian listed companies used at
least one CEM. The most common ones in Belgium were the Pyramid structure (34% of the
companies in 2006), followed closely by the shareholders’ agreement (or voting pact). Cross-

ownership is also an important element in Belgium (Davignon, 2016).

These mechanisms can also be sorted in three different categories: included in the Belgian
law, traditional, or structural (Davignon, 2016). For the specific case of Belgium, those will be
detailed (but the description fits the other analysed countries, when similar mechanisms
apply). One can note that some of the following example (e.g. suspension of voting right,
abandon of voting right, etc.) are not considered as CEMs per se as they are not the
consequence of a managerial decision and are therefore not controlled by the management

as such?2.

1.3.3.1. “Legal” mechanisms

The first category comprises the suspension of voting right, limitations of voting rights

included in the statutes, shares without voting rights and profits shares.

a) Suspension of voting rights

Briefly, the Code of Companies and Associations provides for the suspension of voting rights

in different articles. In the case of SA, Article 7:218 is an example of this regulation?3.

b) Limitation of voting rights

In the same order of idea, Article 7:55 stipulates that companies can limit the voting rights of
shareholders under the condition that this limitation applies to all shareholders without

exception.

c) Shares without voting rights

Belgium also allows shares without voting rights (Art. 7:57). Under the conditions provided by
the Article 7:57, this specific kind of shares (also described as “preferred shares” or “non-
voting preference shares”) permits shareholders holding them to trade their voting rights

again a slightly increased dividend. Some conditions such as the fact that they cannot

22 To this regard, they are not considered in Figure 1 page 8.
23 This Article stipulates indeed that if provided in the statutes, the company can alienate shares in different
events (e.g. avoiding damage to the company, following a takeover bid, etc.).



10.

represent more than one-third of the capital are also attached to them, but we will no enter
in too many details. In this situation, no voting right is attached to the shares, but they are

considered as an exception of the OSOV principle.

d) Profits shares

Profits shares (Art. 7:58) are a mechanism that allows listed companies to give a voting right
in exchange of technical or intellectual inputs, which are not considered as capital
contribution. People in this situation have therefore a certain voting right without having to
contribute to the financial capital of the company. In listed companies, profits shares are
limited to one vote (per share). Nonetheless, the reader can understand why those profits

shares are also considered as an exception to the proportionality principle.

e) Other “legal” mechanisms

Other mechanisms are allowed in Belgium, yet not common in the listed companies. That is
why there will not be covered in this work. Among such mechanisms, one can find priority
shares (developed for the case of Italy), depository certificates, voting rights ceilings (also
explained for the case of Italy in the following subsections), ownership ceiling, and golden

shares (Shearman & Sterling, 2016).

1.3.3.2.  Traditional control mechanisms

This second category of control mechanism includes the abandon of voting right, the

cumulative vote, the voting pacts (between shareholders) and cross shareholding.

a) Abandon of voting rights

The abandon of voting right is simply the consequence of the fact that shareholders are not
obliged to be present at the General Meeting. If they decide not to attend one, the voting

rights of those shareholders are cancelled for the specific General Meeting they do not attend.

b) Cumulative vote

Briefly, the cumulative vote applied in the companies when electing directors is very similar
to the ones used in the political system. If accepted in the statutes of the corporation and in
the case of directors’ nomination, each shareholder will get a number of votes equal to the
number of his/her shares multiplied by the number of open positions. The appointed directors

will be therefore the ones receiving the most votes after one general vote. The reader will
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note that this mechanism is different from multiple voting rights but still constitutes a

limitation of the OSQV principle.

c) Shareholders’ agreement

This form of agreement can be defined as an agreement between all or some of the
shareholders of a company with the purpose of protecting the shareholders’ investment in
the company (usually concern minority shareholders), establishing a fair relationship between
the shareholders and governing how the company is run (Newman, 2018). This type of
agreement can also be seen as a voting convention that some shareholders sign when they

commit themselves to vote in a particular way at the General Meeting (Davignon, 2016).

Article 7:56 of the Code depicts those agreements. Belgium and Italy are the ones that use it

the most in Europe (Shearman & Sterling et al., 2007).

d) Cross-shareholding

Cross-shareholding refers to the situation where a publicly traded company owns shares in
another public traded company and vice versa (Investopedia, 2019a). It means that companies
taking part in such structures are linked by horizontal cross-holdings of shares (opposed to a
vertical link, in the case of pyramids). In such cases, the voting rights used to control a group
of firms are distributed over the entire group rather than concentrated in the hands of a single

party (Bebchuk, Kraakman, & Triantis, 2000).

Circular holdings, e.g. where A has shares in B, Biin Cand Cin A are a special case of cross-
shareholdings (Shearman & Sterling et al., 2007). Let’s imagine that company A owns 30% of
B’s capital, company B fully owns company C which holds 30% of company A. Company A
therefore holds 0.3 * 1 * 0.3 = 9% of its own shares. This will increase its own weight when

voting for internal decisions.

1.3.3.3.  Structural mechanisms

This last category represents the pyramid structures (or holdings).

a) Pyramid structures

Those structures occur when an entity controls a corporation that in turn holds a controlling
stake in another corporation. This process can be repeated a number of times and is based on

the idea that the separation of ownership and control can be obtained by chaining several
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companies. The higher the number of companies involved in the pyramid, the higher the
degree of deviation from the proportionality between ownership and control (Shearman &
Sterling et al., 2007). This mechanism permits to attain a controlling minority structure
(Burkart & Lee, 2007). Such structure, also known as CMS, allows a shareholder to control a
firm despite holding only a fraction of its equity (Bebchuk et al., 2000). For example, a family
F owns 90% of a company A, that company A owns 51% of a company B which holds 51% of a
company C. Family F will therefore own about 23% of the economic interest of C while getting

the right to formally control it (due to the ownership system).

In pyramid structures, two different methods coexist in order to compute the ultimate voting
rights. The first one is the “weakest link” principle and is described by Claessens et al. (2000)
as follows: if a shareholder controls a share x of the votes in company A, which controls a
share y of the votes in company B, then it is assumed that this shareholders controls the
minimum of x and y of the votes in company B. The second method that can be found in the
literature is to consider only the last link -y votes in company B (as long as the shareholder

holds a controlling stake?* in company A).

Despite the significant interest of Belgian (listed) companies in such structure (as well as the
European ones??), the focus of this work is not put on this particular CEMs, and it will therefore

not be further described.

1.3.3.4. Additional exceptions

On top of all those limitations to the OSOV principle in Belgium, the law contains two
additional exceptions, i.e. multiple voting shares in “Sociétés cooperatives” (SC) and double
vote for the chairman of a board of directors in the event of a tie during a voting process
(within the Board). Those exceptions are however sparsely significant compared to the others

and do not apply to shares per se. That is why we will not cover them in further details.

1.3.4. Limitations of Proportionality principle in France

Like in Belgium, French Commercial Law also encounters some measures to deviate from the

proportionality principle. For this case, as well as the one of Italy, we will focus only on the

24 Usually around 10% or 20%.
25 pyramids are used in 19% of European listed companies when such firms have a controlling shareholder at the
20% level (Faccio & Lang, 2002).
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main CEMs. Among them, preferred shares (without voting rights) and limitation of the voting
power can be found in the Articles L. 228-11 and L. 225-125 respectively. In 193326, the French
legislator added another possibility of deviating from this “one share, one vote principle” by
granting double voting rights to loyal shareholders, i.e. loyalty rights. This will be further

analysed in the next chapters as it consists in the core of the present work.

CEMs are present in a majority of large French companies. At least one CEMs is used in around
72% of the cases. The most common practices are loyalty rights and the pyramid structures

that we already described (Shearman & Sterling et al., 2007).

Some other mechanisms are also present and summarized on page 15 (e.g. priority shares,

voting right ceilings, golden shares (not frequent), etc.).

1.3.5. Limitations of Proportionality principle in Italy

Similar to France and Belgium, the legislative framework in Italy already contemplated several
CEMs before the introduction of loyalty shares?’, therefore deviating from the “one share, one
vote” principle (Santoro et al., 2015). Some took the form of limited voting right shares, voting

right ceilings, or priority shares.

a) Limited voting rights: Article 2351(2) of the Italian Civil Code may authorize the
issuance of (i) non-voting shares (such as in France and Belgium), (ii) shares with voting
right limited to specific items of the agenda and (iii) shares with other restricted voting
rights.

b) Voting right ceilings: Article 2351(3) of the Italian Civil Code allows private joint-stock
corporations to introduce voting right ceilings with two different mechanism. The first
one prevents shareholders to vote above a certain threshold (regardless of the shares
they hold)?®. The second mechanism results in a staggered voting system with a
progressive reduction of the voting rights once a shareholder holds a certain number

of shares.

26 Same law as the one mentioned earlier.

271n 2014.

28 Such ceilings are different from ownership ceilings that limit the possibility of a shareholder to hold a total
amount of shares above a certain threshold.
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c) Priority shares: those shares take the deviation from the proportionality principle one
step further. Indeed, except for some restrictions?®, priority shares grant the
shareholders holding them specific decision-making power (such as the right to

directly appoint board members) or even some veto rights.

In addition, non-voting shares (along with the shares with limited voting rights, previously
mentioned) were introduced in Italy in 1974 (Onesti, Romano, & Cirillo, 2016). On average,
59% of Italian big companies and recently listed companies feature at least one CEM
(Shearman & Sterling et al., 2007). The most common ones are shareholders’ agreements and

pyramid structures (which makes Italy quite similar to Belgium in that regard)3°.

Those existing forms of limitations to the OSOV principle as well as some cases of
delocalization outside ltaly, by big Italian groups (e.g. Fiat Group), that were justified by a
national interdiction of multiple voting rights and loyalty rights led the Italian legislator to
introduce some further exceptions of this proportionality principle. To this extent, the law of
24 June 2014 (Law decree n°91)3! allows public joint stock companies to issue loyalty shares

(as we will cover in Chapter 2.2.2).

2 Those restrictions are: (i) approval of the annual financial statements and (ii) removal of directors.
30 Again, it comes from a study published in 2007.
31 Also known as “Decreto Competitivita”.
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1.3.6. Summary of the available CEMs in the analysed countries

The following table summarizes the availability of CEMs in Belgium, France and Italy for listed
companies at the date of today. The case of Germany has been added as this country will be
used in the empirical part and the comparison with the other countries is easier when
gathered under the same table. This table is based on the “Report on the Proportionality
Principle in the European Union” that has been used in the previous sections. Updates based
on the report “Proportionality between ownership and control in EU listed companies:
comparative legal study” (Shearman & Sterling, 2016) have then been brought, as well as on
recent changes in the corporate landscapes of those countries (through the introduction of

new decrees and laws).

Share

Multi. voting Non voting  Non voting Pyramid Priority Voting right Ownership  Super-majority Golden Partnerships  Cross share-

COUNTRY right shares shares pref. shares  structure shares Deplcenit ceilings ceilings provisions shares Itd. by shares holdings heftm
agreements
BE No No Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
FR No* Yes Yes Yes Yes No Yes No Unclear Yes Yes Yes Yes
IT Yes** Yes Yes Yes Yes No No Yes Yes Yes Yes Yes Yes
GE No No Yes Yes Yes No No No Yes Yes Yes Yes Yes

Figure 2: Availability of CEMs for listed companies in the analysed countries

* Only under the form of loyalty shares

** They are allowed in Italian listed companies since the Decree that introduced loyalty shares. They are
permitted however, only under a certain number of conditions and their success is extremely limited. Article 127-
sexies (Consolidated Financial Law) covers those multiple voting shares in listed companies. We will not examine
those in further details as we will focus on loyalty shares only.

1.3.7. Conclusion

The key takeaway of this section is that before Italy and Belgium introduced loyalty shares for
their listed companies, they were already several mechanisms in place allowing those firms to
deviate from the OSQV principle. It doesn’t mean that all of these mechanisms were actually
implemented, but they were permitted by the law. In France, loyalty shares were already
allowed since 1933. However, by looking at the French Commerce Code, we observe that
other mechanisms to deviate from the “one share, one vote” principle were and are still used
by French listed companies. Those elements go in the direction of a more flexible system (such
as the one of multiple voting shares, and in our case, loyalty shares). The economic and
managerial reasons that led those three countries to adopt loyalty shares will be analysed in

Chapter 2.4.
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1.4. Advantages and disadvantages of the “one share, one vote”
principle

1.4.1. Introduction

Before jumping to the literature review on the introduction of loyalty shares in Belgium,
France, and Italy, it seemed important to analyze the different advantages and disadvantages
associated to the “one share, one vote” principle. While the literature goes rather deep in the
details, we will try here to give a global and summarized, yet accurate, picture of what has

been found regarding this principle.

It is important to keep in mind that the following subsections are mainly based on studies that
took place in the U.S., where ownership is much more dispersed than in Europe, which
presents a rather concentrated ownership structure (La Porta, Lopez-de-Silanes, & Shleifer,
1999; Faccio & Lang, 2002). Some of the following advantages/disadvantages are not only
linked to the OSOV principle but are enhanced by the presence of a dispersed shareholding
body. Therefore, the following advantages and disadvantages are more “extreme” and
accurate in the U.S., while European countries still displays a concentrated ownership even

with the OSOV principle in place. This will obviously limit the conclusions of this section.

1.4.2. Advantages

This subsection aims at having a look at the different reasons the OSOV system has been (and

still is in numerous countries) the default rule for listed companies.

1.4.2.1. Shareholders equality

One of the most notorious argument going in the direction of the proportionality principle
regards shareholder democracy. Black and Kraakman (1996) consider that the “one share, one
vote” rule has to match economic incentives with voting power. This opinion was widespread
among the defenders of equality (and equal voting rights in particular) as the principle is the
one allowing the fairest allocation of voting power based on the financial risk taken by a
shareholder. We will see however that this argument does not necessarily go against the

existence of loyalty shares.
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1.4.2.2. Minorities protection

A second very common reason is the protection of minority shareholders against potentially
excessive private benefits3? extraction by a controlling minority shareholder, e.g. in the case
of an inside blockholder3?® (Burkart & Lee, 2007). However, Adams and Ferreira (2008) were
not able to conclude whether a private benefit extraction by controlling shareholders reduced
the total firm value or not. In addition, the literature suggests that minority shareholders
correctly anticipate the extent of private benefits extraction and that returns of dual-class
firms3* (for instance) are not lower than those applying the proportionality principle. Other
arguments are still retrieved by Burkart and Lee (2007). Overall, the debate concluded that
minority shareholder protection is not a compelling theoretical reason to ban systems

deviating from the “one share, one vote” principle.

1.4.2.3.  Management monitoring

Some papers argue that “one share, one vote” rule can be used as an instrument of corporate
governance to monitor the management and in this way, mitigating the effects of divergent
incentives between shareholders and managers (Black & Kraakman, 1996; Khachaturyan,
2006). Though, under some assumptions, the opposite can be argued as well. This will be

briefly covered in the disadvantages of the principle.

In addition, for a long period of time, there has been a common belief that the residual control
rights should rest with shareholders because they have the strongest interests in the
maximization of the firm value. (Easterbrook & Fischel, 1991). However, this is not always true.
For instance, it has been proven that giving control only to shareholders not always maximize

shareholder value (Allen, Carletti, & Marquez, 2007).

32This concept can be defined as “non-transferable benefits that accrue exclusively to the entrepreneur” (Burkart
& Lee, 2007, p.5). Examples of those private benefits are prestige, excessive salaries, etc. Overall, the existence
of private benefits creates a potential conflict, and hence a need of control rights.

33 Burkart and Lee (2007) describe this term by “a blockholder that choses to collude with the manager to divert
corporate resources and share the private benefits”. In this regard, Jensen and Meckling (1976) show that the
“inside” blockholder and the small shareholders have diverging interests.

34 Dual-class firms are simply companies issuing different class of shares, with different voting power. Dual-class
shares are briefly covered in Appendix 1.



18.

1.4.2.4. Other advantages

Another advantage found in the literature is the following one: in the case of a blockholder
colluding with the management and sharing the private benefits, “one share-one vote” either
strengthens the alignment effect® (if the blockholder owns a large equity stake) or weakens
the ability of the inside blockholder to extract private benefits (if she/he holds a small part of
shares) (Burkart & Lee, 2007). This is however more ambiguous than that as mandatory OSOV
can protect small shareholders against benefit extraction by the large shareholder, but it
leaves the manager with the ability to extract more private benefits as he is left with more

discretion (see the second disadvantage).

Burkart and Lee (2007) also found that in companies where ownership is not totally dispersed
but has a controlling minority shareholder, the OSOV principle minimize both the failure of

value-increasing bids and the success of value-decreasing bids.

Finally, another reason behind the existence of the proportionality principle is the weakening
of controlling shareholders, thereby increasing control contestability3® and promoting value-
increasing takeovers. Again, in the case of a widely dispersed ownership, this control

contestability could be argued.

1.4.3. Disadvantages

This section describes some of the reasons that can possibly lead listed3” companies to deviate

from the “one share, one vote” principle.

1.4.3.1. Coordination problem between shareholders

Shareholders might sometimes be seen as conflicting parties (usually in a dispersed
ownership) and splitting the decision process between such conflicting parties can entail
performance (Becht, Bolton, & Rd&ell, 2003). The potential coordination failure of those

shareholders may provoke controlling blocks to be kept or purchased by a party that does not

35 Alighment of the interests of the insider shareholder and the other shareholders.

36 It is defined as “alternative mechanisms to mitigate the conflict between insiders and (outside) shareholders”
(Burkart & Lee, 2007, p.26).

37 In some other types of companies, there are indeed other existing financial arrangements leading to
disproportional voting right (e.g. incorporating a firm as a limited partnership where partners have differential
voting rights despite contributing to a similar amount of risk-capital. This is the case in the « Sociétés en
commandites par actions »). We will not treat this case here as this paper only focus on listed companies.
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generate the largest sum of private and security benefits34(Burkart & Lee, 2007). Therefore,
based on the agency issues between majority and minority shareholders, it might be
debatable whether allocating control rights (under the form of voting power) proportionally

to the invested capital is optimal or not (Santoro et al., 2015).

1.4.3.2. Smaller monitoring incentive

It is possible that the OSOV principle, by increasing the cost of accumulating votes, weakens
the influence of minority blockholders. This can lead to less active ownership and therefore
might mitigate the conflict between shareholders (as we previously evoked in the
advantages). However, at the same time, it also strengthens the position of managers, which
fosters the agency problem. For instance, disperse shareholders have very few incentives to
gather monitoring on the management. Consequently, management could potentially abuse
this situation and pursue their own interest, not necessarily favourable to the collective
interest of shareholders. It has been argued that one favoured mechanism aiming at
mitigating this conflict3® is partial ownership in the hands of a larger shareholder, i.e.

blockholder? (Burkart & Lee, 2007).

1.4.3.3.  Free-rider problem

For the countries where a dispersed shareholding body is common, the OSOV principle
strengthens this dispersed ownership. While this regards much more the American culture, it
seemed interesting to have a global picture and depicts what “negative” elements OSOV, in
some conditions, can bring. In those cases, the free rider problem may occur and limit the
number of value-increasing takeovers. Grossman and Hart (1980) in their paper show that the
voting process in the case of a bid for takeover may not function in an efficient way since votes
are dispersedly held. The argument is the following one: if we suppose that a company has a
significant number of voting shares that are held by a very large base of shareholders, such
that each of those shareholders believes that the decision they take has a negligible impact
on the overall result (e.g. a takeover), any attempt of value-increasing takeover will fail. Even
if the literature advances some ways to partially overcome the free-rider problem, it is still

true that under such behaviour, gains prospects of potential acquirers remain limited and

38 Security benefits refer to the cash flows that can be shared between entrepreneur (or the business owner in
general) and the investors (Burkart & Lee, 2007).

39 To the extent that more monitoring is desirable.

40 Supposing that this shareholder acts in the best interest of the minority shareholders.
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therefore, a few takeovers (that could be value-increasing for the shareholders) are
undertaken. On the opposite side, dispersed shareholders may also fail to reject a value-
decreasing takeover bid (Bebchuk, 1985). As mentioned at the beginning of the paragraph,
the two arguments advanced here regard a dispersed shareholding body and are not directly
linked to the “one share, one vote” principle. However, it has also been found that deviations
from the OSOV principle are more likely to tend towards an optimal structure (here, in terms
of encouraging value-increasing bid and discouraging value-decreasing ones). For example,
Gromb (1992) found that a reduction in the number of voting shares (which is a deviation from
the OSQOV principle) mitigates the free-rider problem, in the case of a takeover at least (and in
the presence of a totally dispersed ownership).The reason behind is that with fewer votes to
be acquired, each shareholder holding voting shares feels more impactful on the outcome of
the bid, i.e. the bidder gaining control of the company or not. They are therefore more inclined
to sell shares at a price below the post-takeover security benefits (Holmstrom and Nalebuff,
1992). Another aspect is that non-voting shares reduce the cash-flow rights that a bidder has
to acquire to gain control of the company. This increases the private benefits of that bidder,
making the bid profitable and doable (Burkart, Gromb, & Panunzi, 1998). In these ways, the
takeover profitability is likely to increase, along with the bidder’s profits. The statement
obviously depends also on other factors (e.g. the extent of competition for the takeover bid)

but overall, in the case of a takeover, OSOV is not the shareholders’ preferred structure.

1.4.3.4. Less incentive of going public

Finally, and this is a crucial aspect of this work, mandatory OSOV rule decreases the number
of firms going public. This is the case for entrepreneurs (or families for instance) that value
control and that will find another way to raise capital (when needed) in order to limit the
interferences with outside investors (since they represent a dilution of that control) (Pagano

& Roell, 1998)*1. We will come back on this matter in Chapter 2.

411t is based on this observation that many US firms adopt anti-takeover provisions (e.g. dual-class shares) when
going on a public capital market (Field and Karpoff, 2002).
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1.5. Conclusion

It is important to remember that the OSOV principle is rarely (if not never) applied in an
absolute way. There exist different ways to deviate from this principle (i.e. CEMs) and that
some of those method can disempower shareholders as a group or prevent individual
shareholders from exercising considerable influence. This will grant insiders considerable
protection from both takeovers and shareholder activism (Burkart & Lee, 2007). The above list
of advantages and disadvantages is more than certainly not exhaustive. The objective was to
focus on the main reasons to implement a strict rule of “one share, one vote” or to deviate
from if in the listed companies. The ultimate objective of this paper is to analyse loyalty shares
per se. It seemed however important to replace the context of the transition that was

operated by Belgium, France and Italy (even if at different time).

Depending on the situation, the proportionality principle might be favourable or not. In this
regard, Burkart and Lee (2007) concluded that the impact of deviation on the outcome of a
takeover bid depends on the context, notably the ownership structure*?. When considering
OSOV principle and concentrated ownership, one should be careful to interpret it in an
accurate way. Some consequences have been described when both situations arose, but it
doesn’t mean that the proportionality principle and concentrated ownership are necessarily
linked*3. We indeed know that dispersed ownership is a structure proper to the U.S and the
American culture while European countries generally display concentrated ownership. For the
companies present in those countries, one should keep in mind that the OSOV principle

increases the cost of holding a controlling position.

Now that we have a better overview of the situation that was in place in Belgium before the
new Code of Companies and Associations, we are going to focus on the core aspect of this
work, i.e. loyalty shares. Next chapter will therefore be dedicated to the literature review of

their introduction in European countries.

42 A lot of advantages/disadvantages depend on the point of view, the degree of deviation from the OSOV
principle, the ownership structure of the company/country and the intention of the controlling shareholder
(inside blockholder VS outsider).
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Chapter 2: Loyalty shares

2.1. Introduction

Most nations in Europe (and even in the world) adopt the “one share, one vote” principle as
a default rule. However, favour of deviation tools never goes down. To this regard, we have
seen in the previous sections that CEMs were a common mechanism to deviate from the
proportionality principle. Among such mechanisms, multiple voting rights are rather famous,
especially in the Nordic countries where a significant number of studies have already been
carried out. Sweden for instance is a big user of such voting rights and allow some

shareholders to multiply their vote up to ten times.

Overall, in order to reward loyal shareholders of listed companies, two main possibilities exist.
The first one consists in giving them an extra dividend** (Roundtables organised by ECGI,
Solvay Brussels School and the University of Oxford the 18 June 2018, further referred as “ECGI
Roundtables, 2018”4°). This is the case in France for instance, where loyalty bonuses have
been authorized since 1994. Some big companies, such as L’Oréal (since 2009) are using this
system. This is shown in the Article L. 232-14 of the Code of Commerce. Loyalty bonuses can
be given to shareholder holding shares for more than two years and the bonus cannot be
higher than 10% of dividend’s original value and is limited to 0.5% of nominal capital per
shareholder (Bolton & Samama, 2012%). This is also the case in Italy since 2010 when the
Legislative Decree authorized listed firms to rewards shareholders having hold common
shares for at least one year with increased dividends (Conaghan, Lesur, Reighard, & Leroy,
2017). However, it does not seem that this particular loyalty reward has known a resounding
success in those countries. In addition, this has not been introduced in Belgium so far and that

is why we will focus only on the second loyalty-rewarding possibility: extra voting rights. In the

4 In the direction of granting extra dividends, loyalty warrants are also implemented in some French companies,
e.g. Michelin (which uses call-warrant). Bolton and Samama (2012) describe how their loyalty warrant (also called
L-Warrant or L-share) would work. In short, they take the form of a call-warrant that can be exercised only by
shareholders holding shares for a certain period of time, i.e. the loyalty period. The call-option is lost if the shares
are sold. After this loyalty period, the warrant is used as a normal call, with an exercise period and a strike price
(that can be defined in different ways, taking the stock price volatility in account). The number of firms that use
this sort of reward is however quite limited. Consequently, we will not cover L-warrants in this part of the work.
% The information conveyed during those roundtables have been summarized in the document of T. Vos, whose
reference is included in the bibliography. However, as T. Vos did not take part in the debates, the references in
the text itself will be made as “ECGI Roundtables, 2018”.

46 Information also found in the Article of the Code previously mentioned.
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subsequent sections and chapters of this thesis, we will therefore only express ideas in terms
of loyalty shares with tenure voting, which consists in granting loyal shareholders additional
votes per share (Berger, Davidoff Solomon, & Benjamin, 2017). The reader will note that for
the sake of this work, whenever the term “loyalty shares” is used, it refers to “loyalty shares

with tenure voting”, to “loyalty shares with voting rights”, etc.

In the following sections, we will describe how those shares are applied in Belgium, France
and Italy. In a second time, the overall advantages and disadvantages of loyalty shares will be
presented, as well as the reasons that pushed those countries to authorize this specific type
of shares. Finally, by looking at the literature on the topic, we will be able to partially analyse
those reasons and their accuracy. This will be completed by the empirical analysis presented

in Part II.
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2.2. Concrete implementation of loyalty shares in the analysed
countries

2.2.1. Belgium

In this subsection, the case of Belgium will be depicted in more details as it regards a brand-
new legislation in the country, and we are particularly interested in the impacts of those
shares on Belgian companies. In addition, since data about double voting rights are still very
rare for Belgium, we are approaching it from a legislative perspective for now. Situations of
France and Italy will be explained in a second phase, focusing on the differences and

similarities with the Belgian case.

Concretely, as stated before, “one share, one vote” is still the default rule for listed companies
in Belgium but Article 7:53 of the new Code of Companies and Associations now permits those
companies to deviate from the proportionality rule by granting loyalty shares to loyal
shareholders. Those shares take the form of a double voting right. This new rule has been

inspired by the former French system.

2.2.1.1. Conditions

Though, for a shareholder to be granted those loyalty shares, different conditions must be

met.

First, shareholders are considered loyal (by the Code) when they have been registered for a
period of minimum two consecutive years*’ in their own name, i.e. in the register of registered
shares®. It means that if a company holds shares in another company under a different form
than nominative (e.g. dematerialized shares), being registered, even for a period of 10 years,
is not sufficient to be granted those extra voting rights. We will see later that this condition

might be a brake for foreign institutional investors in particular.

Second, as the proportionality principle is still the default rule, the statutes of the company
must be amended before allowing loyalty shares in the company. Like for any change of
statutes, a quorum of presence must be met. In the case of loyalty shares, Article 7:153 (2)
imposes a quorum of presence (at the General Meeting where such vote will take place) of at

least half of the capital. The other condition that has to be met in order to modify the statutes

47 The statutes could require a longer period of loyalty before granting double voting shares.
48 |n addition, the shares have to be fully paid.
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is the majority rule. According to Article 7:153 (4), at least 75% of the votes attached to the
shares present or represented needs to agree on the modification of statutes. However, in the
particular case of modifying the statutes to grant double voting rights, the majority needed is
reduced to 66% (Art. 7:53 (§1)). Before the adoption of the bill, there were thoughts that
Belgium would know a transition period between the 1 January and 30June 2020 during which
the vote to adopt double voting rights would be lowered to a simple majority. The reason used
at the time is that the threshold of 75% (that is now 66% for this specific case) would be too
high for existing companies to use loyalty shares (ECGI Roundtables, 2018; Thuysbaert, 2018).
However, this simple majority rule was not kept in the final version of the bill introducing the

new Code of Companies and Associations.

Finally, as a general condition, it is also important to remember that in the case of the SA, at
least one share must be issued and at least one share must have a voting right (Art. 7:46). In
addition, once statutes have been modified, companies can also choose to vote and to come

back to a “one share, one vote” principle.

2.2.1.2. Specifications

On top of those conditions, other specificities can be added.

Firstly, double voting rights are granted for the shares that have been hold for two years or
more prior to the amendment of statutes (if the conditions to award such rights are met of
course). It means that if the statutes are changed, the “clock” for shareholders already holing
some shares is not reset to zero (Art. 7:53 §1). Even in the case of an Initial Public Offering
(IPO), if loyalty shares have already been introduced in the statutes prior to it, loyal
shareholders will be granted double voting rights as soon as the company is on the public

market.

Secondly, as mentioned in the conditions allowing a company to grant loyalty shares, double
voting rights are linked to the continuous registration (for minimum two years) of the
shareholder. Any interruption in the holding of shares would cause the loss of those extra
rights. To put it differently, those additional rights are linked to the shareholder, not the share
itself. This is a further difference between loyalty shares and dual-class shares. For the former,
extra voting rights are attached to the holder, while for the latter, they are attached to the

share. More specifically, there is a loss of double voting rights in the following cases:
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(i) when a registered share is converted into a dematerialised share (Art. 7:53 §2);
(ii) when the ownership of the share is transferred, i.e. when the share is sold (Art.
7:53 §2).

There are however several exceptions to the previous points. Indeed, in the cases of
inheritance, liquidation of assets between spouses or donations to an heir (Art. 7:53 §2),
loyalty rights are still conferred to the new holder of the share despite the transfer of
ownership. Other exceptions can be found in Articles 7:53 and 7:61%. It is also important to
note that change of control, merger or split of a listed company does not affect the double
voting right. It can continue to be exercised within the newly formed companies as long as it

is provided by the statutes of these companies (Art. 7:53 §2).

Thirdly, there is no mandatory takeover bid>° in the event of the sale of shares that confers
more than 30% of the voting rights to the new buyer, only due to the double voting rights. As
we have seen before, double voting rights are lost in the event of a transfer. Therefore, the
buyer does not cross the threshold for a mandatory takeover bid. The law of 23 March 2019
(introducing the new Code of Companies and Associations) has also confirmed that in the case
of takeover bids, only the number of shares is counted, not the number of votes. Finally, the
winner of a hostile takeover bid may, within the month of the publication of the results of the
bid, call an Extraordinary General Meeting (EGM) of shareholders to suppress the loyalty
shares in the statutes of the acquired company (provided that the winner of the bid acquired
at least two third of the voting shares). At this EGM, the loyalty vote is suspended, and no
financial compensation is due to the former holders of shares with double voting rights

(Art. 11 of the Law 23 March 2019).

2.2.2. ltaly
In the case of Italy, the idea of loyalty voting shares was introduced in June 2014, through the

“Competitiveness Decree” that we have previously mentioned in Chapter 1.3.5. After being

4 E.g. securitization of the shares by issue of certificates to the shareholders, exchange of certificate against
shares.

50 Such takeover bid occurs when a shareholder acquires more than 30% of the shares of one company. This
shareholder must then offer to buy the remaining shares at prices similar to the last purchases (see Law of 1 April
2007 on takeover bids, and in particular Articles 5 (7) & (8).
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accepted by the CONSOB>! in December of the same year, the Decree came into force the 1

January 2015 (Latham & Watkins, 2015).

The current section focuses on describing the principal similarities®? and differences with the

Belgian situation.

2.2.2.1. Similarities with Belgium

Loyalty shares in Italy also regards listed companies or companies that are in the process of
going public on an Italian-regulated market. Regarding the conditions needed to allow a
company to introduce such shares, they are the same as the ones we described for Belgium.
Similar to the Belgian jurisdiction, such loyalty shares do not create a new type of shares and
all the shares meeting the conditions will be granted double loyalty rights (Latham & Watkins,
2015).

Concerning the termination of those extra voting rights, the Italian law is very similar to the
Belgian law when it comes to the cases of mergers, demergers, transfer for cause of death

(retention of double rights) or simple transfer to another shareholder (loss of double rights).

2.2.2.2. Differences with Belgium

An important point to note is that instead of the 66% majority required to amend statutes,

Italy allowed a simple majority to pass loyalty shares for a period of six months following the
implementation of the Decree. There was consideration to make this 50% transitory rule a
permanent one but the opposition of many shareholders (in particular, institutional

shareholders) stopped the government from doing so.

Different to Belgium (as well as France), double voting rights are lost in the case of a company’s
control transfer. For instance, if the control over a holding company that has implemented

loyalty shares is transferred, double voting rights are lost.

Finally, unlike as in Belgium and France, the mandatory bid rule is not neutralized when it
comes to extra voting rights. It means that all voting rights are counted and that the obligation

to launch a mandatory offer is triggered also in the case of an increase in the voting rights of

51 The Italian Securities Regulator.
52 When a particular point is not mentioned in this subsection, it means that Belgium and Italy operate similarly.
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existing shares, and not only if the threshold (usually 30%) is exceeded by a shareholder due

to the acquisition of new shares (Santoro et al., 2015).

Other less significant aspects on which we decided not to stop can be found in the Article 127-

quinquies of the Consolidated Financial Law.

2.2.3. France

Similar to what we did for Italy, we are going to detail a little bit more the French situation,
especially in terms of similarities and differences compared to Belgium. However, as the
French legislation regarding loyalty shares changed, we are going to detail the French case at

two different moments: before the introduction of Loi Florange (voted in 2014), and after.

2.2.3.1. Before Loi Florange

As we know, France has a long tradition of loyalty shares with tenure voting. Indeed, after

1933 already, shareholders could be granted loyalty voting rights. The proportionality
principle was still the default rule. Conditions in terms of a minimum holding period of two
years, the necessity of registered and fully paid shares, the need for a vote at a 66% majority
during an EGM, etc. are the same as what we described already for Belgium (and Italy). Those

elements were covered in the former Article L. 225-123 of the French Commercial Code.

Regarding the specificities we have described in detail for Belgian listed companies, France
was extremely similar to Belgium, even more than Italy; in particular when it comes to the
transfer of shares and the loss of double voting rights associated. In addition, like in Belgium,
the mandatory bid>3 rule doesn’t apply to the extra voting rights but only to the regular ones.

(Allen & Overy, 2014).

One of the only differences between Belgium and the former situation of France is the fact
that when implementing loyalty shares by modifying the statutes, French companies could
decide to reset the clock of holding period to zero or use the retroactive system like in Belgium.
It means that existing shareholders could decide if they want to get double voting rights in
two years starting at the moment of the vote (which doesn’t make a lot of sense if connected
to an objective of maintaining control), or to grant those extra voting rights to shareholders

already holding shares for more than two years.

53 Although the overall mandatory bid rule is a bit different.
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Overall, Belgian listed companies have now the same system as the one French listed

companies faced until 2014.

2.2.3.2.  After Loi Florange

The 29 March 2014, law n° 2014-384, also called “Loi Florange” changed the “game” regarding
the use of loyalty shares in France, by amending Article L. 225-123 (among others) previously
mentioned. With this law, the default rule for listed companies was inverted: double voting
shares were automatically granted to shareholders respecting all the conditions (left
unchanged) and companies needed to opt-out at a majority of 66% if they wanted to remain
in a system of “one share, one vote”. The law came into force the 4 April 2016. During the
two-year transition period, OSOV was still the default rule and companies could go public with
this principle without having to vote. In that case, loyalty shares would automatically kick in
after April 2016, provided that the existing shareholders did not explicitly state in the bylaws
that they wanted OSQOV (i.e. with a two-third vote).

Apart from those aspects, the situation is similar to what has been described as before Loi

Florange.

The Loi Florange did not only cover the new default rule of loyalty shares for listed companies
but also introduced provisions against takeovers>* (Loi Florange is seen as a protectionist law),
introduced multiple voting shares for non-listed companies, etc. We didn’t cover those parts

here are we are only interested in double the voting rights aspect.

2.2.4. Remark on the Netherlands

An averted reader will notice that loyalty shares are also present in Netherlands. It has been
decided not to consider this country in this thesis. So far, loyalty shares in the Netherlands
have been introduced only through mergers and demergers and have always been used as a
CEM by controlling shareholders (ECGI Roundtables, 2018). The main reason for not taking
this country in consideration in our analysis is that the Dutch Business Law does not provide
(yet) any specific regulation in respect of tenure voting. Instead, the Dutch Supreme Court can
decide case by case whether a tenure voting scheme does not pass the proportionality test,

therefore violating shareholders equality principle. The principle is depicted in Article 2:92 of

54 See for instance Allen & Overy, 2014.
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the Dutch Civil Code (Zijlstra, 2017). In other words, the Dutch system is not based on statutory
law but on the contractual freedom for legal practice (ECGI Roundtables, 2018). This makes
the analysis of the country more difficult. According to Becht (ECGI Roundtables, 2018)
however, the possibility of using loyalty shares (on top of loyalty dividends®) in the
Netherlands put a sort of competitive pressure on Italy and Belgium to introduce such shares

in their legislation.

2.2.5. Conclusion

To conclude this part on the legislation regarding loyalty shares in Belgium, Italy and France,
we see that those countries are very similar in many aspects. Consequently, France and Italy
will be used in our analysis as countries presenting loyalty shares?®. It is indeed too soon for
Belgium to be used and the goal will be to extend the conclusions in those countries to
anticipate some of the outcomes of loyalty shares in Belgium. This will be explained later and

will be carried out in the empirical part of this work.

55 The Netherlands also know this loyalty dividend after the Supreme Court stated that such dividends were
allowed if included in the Article of Associations of the company.
6 Germany will be used as the reference of countries which do not present loyalty shares.
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2.3. Advantages and disadvantages of loyalty rights with tenure voting

Now that we have a better idea of how each analysed jurisdiction implements loyalty shares
with tenure voting, it seemed important to have a look at what can be found in the literature
on the topic. Both negative and positives aspects on loyalty voting shares can be identified. In
order to keep a similar approach as the one used in the previous chapter on the “one share,
one vote” principle, this section will also be split into two main parts: advantages and
disadvantages. One should keep in mind that depending on the point of view (e.g. institutional
investors, business owners, etc.), loyalty shares might have more advantages than

disadvantages, and vice versa.

However, we tried to be as accurate as possible and to take the view of the main actors
impacted by the introduction of those shares. Those will be either clearly specified or can be
easily deducted from the context. Finally, it is also easy to imagine that one advantage for a
controlling shareholder is a disadvantage for another shareholder trying to take over the

company (and vice versa).

2.3.1. Advantages

2.3.1.1. Retaining control while seizing growth opportunities

One of the biggest and recurrent advantage of such rights lies in the fact that they allow the

controlling shareholders to issue new shares without fearing to lose the control of the
company (Cooreman, 2018). As mentioned previously, this fear was indeed one of the main

disadvantages of the proportionality principle.

One the one hand, the control of a company can be perceived as critical for shareholders, for
the matters related to maintaining a key executive, deciding the long-term strategy, etc. Stable
management will be indeed more inclined to take actions in the best interests of the company
and its long-term survival (Santoro et al.,, 2015). This aspect of control was already
demonstrated by Nenova (2003) and Dyck and Zingales (2004) with the finding that there is a
premium for superior voting rights or for control-block votes. In the study of Nenova (2003),
it was found that France and Italy both reported around 30% premia (as percentage of the
market value of equity) associated to controlling block of shares. The analysis was conducted

by comparing the market prices of different class of shares. In Dyck and Zingales (2004), the
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numbers found are relatively different (premium of 2% for France and more than 35% for Italy)
and would be probably different today. However, and despite the studies limitations (e.g.
sample selection, underestimation of the value of private benefits by the market), they both
conclude that controlling shareholders are willing to pay a premium to extract the significant
private benefits going with the control, even if it is at the expense of minority shareholders.
Adams and Ferreira (2008) add that the underestimation of the true value of private benefits

associated to control is bigger for family firm.

On the other hand, issuing new shares is a common way to access new capital and therefore
be in a better position of meeting financial growth. It was indeed found in a worldwide analysis
that firms issuing securities in general grow faster than non-issuer companies, in terms of
assets, sales, and employment (Didier, Levine, & Schmukler, 2015). This combination of
accessing capital while retaining control is even more important in the case of family owned
companies or entrepreneurs. This statement is confirmed by Becht et al. (2018, p.4) when
they declare that “loyalty shares with tenure voting are attractive for founders or families that

IH

want to retain contro

From the research of Moschetto and Teulon (2015), it can also be argued that loyalty shares
act as a good takeover defence mechanism. This is the case since they can grant the control
of a company with a smaller number of voting shares and since the additional voting rights
are lost in the transaction, and therefore not available for the bidder or at least for shares
newly bought by the bidder (Davignon, 2016; Burkart & Lee, 2007). In addition, the mandatory
bid rule that we covered earlier and that force the shareholder concerned to extent his offer
to all the outstanding shares prevents this shareholder from price-discriminating between
double voting shares and ordinary shares. Loyalty shares are indeed not another class of share
per se and the extra voting rights are attached to a pre-existing share. We highlighted the fact
that control of a company was usually accompanied with a premium compared to the market
price of equity. All in all, the mandatory bid rule reinforces the protective effect of the double
voting shares (Burkart & Lee, 2007). However, as any shareholder can benefit from loyalty
shares (under the respect of the conditions), and this additional superior voting power is not
transferrable (unlike in the case of dual-class shares), the impact of such takeover mechanisms

is relatively moderate, yet present (Becht et al., 2018).
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On top of allowing the existing generation of controlling shareholder to maintain control,
additional voting rights can have an impact at the arrival of a new generation in a family
company. In this regard, loyalty shares can either allow the former generation not to lose the
control or, if desired, allow the new generation to acquire the control without having to invest
a significant capital in the company. That way, this new generation can maintain the majority
of the benefits and risks that the previous generation shared (Cooreman, 2018). This can be

done since loyalty voting rights are usually transmittable within the same family.

Finally, further than being an incentive to issuing new shares, the introduction of increased
voting rights, could incentivize controlling shareholders to dispose a part of their stocks to the
market without losing the control of the company. This would result in an increased floating
stock (Santoro et al., 2015). In addition, by using double voting rights rather than pyramids to
enhance their control, controlling shareholders reduce the degree of asymmetric information
on the public market. This results in a higher secondary-market liquidity to outside investors

(Ginglinger & Hamon, 2012).

2.3.1.2. Rewarding loyalty and stifling short-termism

The second big advantage of loyalty voting shares regards the short-termism issue that many

companies face nowadays.

In this work and in the literature that has been used, short-termism is defined as “measures
that increases short-term performance at the cost of long-term value” (ECGI Roundtables,
2018). Short term investors (also referred as short-horizon investors) are therefore
shareholders that invest in a firm and vote for actions that will have a positive impact on the
short-term yield. It can lead to pressure on executives to cut long-term investments, even
presenting interesting growth perspectives (e.g. R&D) for the sole reason that it would
decrease the short-term profitability of the firm (which is normal after a considerable
investment)>’. That way, short-term shareholders benefit from temporary overvaluations (e.g.
in the stock price of the company) and exit the company shortly afterwards, when the negative
impacts of short-term behaviours become visible. Indeed, it is not common that following
those short-term actions, the value of the company decreases below its original point

(Cremers, Pareek, & Sautner, 2017). Long-term shareholders are therefore the ones suffering

57 This would prevent shareholders from getting a “high” dividend.
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from this reduction in long-term investments. Beyer, Larcker and Tayan (2014) concluded that
long-term investors better allow companies to take long-term actions. This is consistent with
the analysis of Bolton, Scheinkman and Xiong (2006) implying that CEQ’s short-termism is
encouraged by short-term shareholders (and stock-based compensations when such
compensation form is implemented in a company>8). Other consequences can be found in the
literature. For example, Harford, Kecskes, and Mansi (2017) found that companies counting
more long-horizon investors are less likely to demonstrate fraud and empire building.
Brochet, Loumioti and Serafeim (2012) also proved that companies with short-termism
shareholders might be pressured to take on too much leverage in order to meet the high
earning growth expectations of the equity market, even though they might be unrealistic. This
results in a higher equity beta of the firm and therefore increases the risk. Finally, it has also
be proved that firms with more short-terms shareholders perform less good in the cases of
takeovers (Chen, Harford, & Li, 2007). Those consequences explain the common belief that
long-term investors have an added value (e.g. by taking part in the strategic orientation of a
company as well as supervising the management). Overall, all those previous studies have
shown that firms whose shareholding body is stable, active and long-term oriented perform
better than companies presenting a dispersed shareholding and whose shareholders’

influence on the long-term is too weak>°.

This behaviour is more likely to be displayed by institutional shareholders, since a considerable
proportion of them conduct passive investment strategies (Bolton & Samama, 2012). This view
is consistent with the analysis conducted by Cremers et al. in 2017 since they use institutional
shareholders as a “proxy” for short-term investors. This is also confirmed in the Kay report,
which stipulates that “short-termism in equity markets is likely to have its roots in the short-

term investment horizon of many institutional shareholders” (The Kay Review, 2012, p.8).

It is however important to make sure that such short-termism is indeed present in the
behaviour of shareholders acting in our stock markets. In 2005, Graham, Harvey and Rajgopal
had already advocated that many executives are willing to take short-term actions that would

be jeopardizing a firm’s long-term value (e.g. cutting R&D) in response to pressure coming

58 The concept of myopic behaviour is used in the paper of Ladika and Sautner (2019). This refers to the situation
where executives tend to cut long-term investments when their incentives are more short-term oriented.

9 It is however argued that not all short-term investors have a bad influence, and even that some are crucial for
a smooth functioning of the corporate system (European Commission, 2013).
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from short-term investors. Bolton and Samama (2012) also found that investors appear to
hold shares for a shorter and shorter period of time and referred to the American financial

ecosystem as excessively short-term oriented.

Despite the fact that those studies took place in the US, the conclusion can be extrapolated to
Europe in general. Indeed, during the roundtables organised by ECGI in 2018, Zsofia Kerecsen
(from the European Commission) specified that the matter of short-termism has been on the
Commission’s agenda for some time, especially after the financial crisis where unstable and
short-termist shareholders had a negative impact. She added that the Shareholder Rights
Directive (SRD) was one of the consequences of it. In 2007 indeed, European Union passed
Directive 2007/36/EC to regulate the exercise of certain rights of shareholders in listed
companies. It also provided a limited framework for encouraging a higher level of monitoring
and engagement displayed by institutional investors and asset managers (Conaghan et al.,
2017). Since then, the Directive has been amended twice, the latest version having been
passed this year with SRD Il. The objective of this new Directive is to improve corporate
governance in companies registered in the EU and whose securities are traded on the EU’s
public and regulated markets. In addition, it provides specific requirements to encourage long-
term shareholders’ engagement (Bny Mellon, 2019). This shows the perpetual wish of the EU

to fight short-termism, proving that the issue is real in Europe too.

Finally, Kerecsen also mentioned that the Commission was interested in loyalty shares and

would be happy to learn if they can help to tackle short-termism.

We will analyse in a subsequent section if those two alleged advantages are translated in the

reality or if this belief is misplaced in European countries.

2.3.1.3. Other potential advantages

In terms of impact on firm value, it has been proved that companies with non-proportional
voting and cash flow rights have lower stock valuations (Bebchuk, Cohen, & Ferrell, 2009;
Bennedsen & Nielsen, 2010; Gompers, Ishii, & Metrick, 2010). This observation is believed to
be due to an anticipated takeover premium (Adams & Ferreira, 2008; Becht et al., 2003).
Indeed, external shareholders will have to pay a premium for the control of the company, as
we saw before, and this premium will probably be higher in the case of a company presenting

different types of shares for instance. However, it has also been demonstrated that loyalty
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shares adopted in France before the Loi Florange have a positive impact on the firm valuation
(Becht et al., 2018). Lower stock valuations can actually be credited to dual class share

companies in general (Bennedsen & Nielsen, 2010; Gompers et al., 2010).

Other advantages can be linked to additional voting rights through concentrated ownership.
Indeed, concentrated ownership is common when deviation from the one share-one vote
(among those, loyalty shares) principle is allowed (Lopez-de-Silanes, Shleifer, & Vishny, 1995).
As we have seen before, European countries already present concentrated ownership and so
independently of the OSOV principle or a deviation from it. We can however easily assume
that deviations from OSOV principle, e.g. loyalty shares, are likely to enhance this
concentrated ownership, or at least maintain it.®° The following advantages are therefore not
directly linked to loyalty shares but rather to concentrate ownership. Among those indirect
advantages, one could advocate that concentrated ownership promotes firm value
maximization via an increased monitoring®! of the managers or because of an alignment of
interests, which decrease the agency problems and therefore agency costs associated. The
increase in monitoring can be justified by the fact that a controlling shareholder will be more
willing to incur monitoring costs as the stake is significantly higher for him/her (Burkart & Lee,
2007). The argument of increased monitoring can also be made in the case of a long-term
shareholder, who is by definition interested in the long-term corporate strategy and not only
on short-term yields. As loyalty shares are a potential way to increase long-termism, we can

see the another link between such shares and monitoring®2.

Overall, the reader could also interpret the disadvantages of the “one share, one vote”
principle, described in the previous chapter, as positive elements indirectly linked to loyalty

shares with tenure voting, for the reasons mentioned above.

80 As it is a “cheap” way to maintain the control over a company.

61 To the extent that increased monitoring is desirable. Too much monitoring can also frustrate management if
it slows down valuable initiatives (Burkart, Gromb, & Panunzi, 1997). This aspect can therefore, to some extent,
be seen as a disadvantage for some but we assume that in most of the cases, monitoring is positive.

62 This last statement however relies on the assumption that loyalty shares promote long-termism and this
advantage is therefore purely theoretical. We will see indeed that in practice, loyalty shares do not change
anything in terms of long-termism behaviour exhibited by shareholders.
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2.3.2. Disadvantages

In this second phase, we will have a look at the different critiques that can be found regarding

loyalty shares.

2.3.2.1.  Shareholder equality not respected?

One debate that we can commonly find in the literature as well as in the Internet articles
concerns the respect of shareholder rights. Two arguments are usually used against loyalty
shares in the name of those rights. First, opponents explain that because shareholders have
potentially different voting rights, they are not all equal and therefore this mechanism does
not respect the principle of equality of shareholders®3. Second, and it is linked to the first
argument, opponents also argue that there is a form of discrimination in the sense that not
everybody is willing to hold shares for a period of two years or that not everybody is willing to
subscribe to shares in the register of registered shares. It is indeed often the case for
institutional shareholders (in particular when they are from abroad, which happens in a lot of
cases since such investors have usually an international “coverage”) for whom the registration

is administratively and financially more constraining (Vignaud, 2015).

Those two arguments can be countered though. Each shareholder can rather easily remain
two years or more in the company and therefore enjoy the loyalty shares. Similarly,
institutional shareholders that really want to influence a company’s governance can still hold
shares in the register of registered shares. In response to the controversy about shareholders
equality, Berger et al. (2017) stated that loyalty shares conferring additional voting rights is a
less controversial alternative than the dual-class shares®®. The reason behind is that such
loyalty shares treat all shareholders equally, as the additional voting rights are attached to the
person and not to the share. In this regard, Bolton and Samama (2012) stated all shareholders
are equally treated and that it is only their trading behaviour that causes an “ex-post
difference in their treatment”. Even though their type of L-share is different than the simple

loyalty shares with tenure voting, the comment still applies in our case.

3 In Belgium, this corresponds to the Principle 8 of the new Belgian Code of Corporate Governance: “The
company shall treat all shareholders equally and respect their rights”.

54 The extent to which advantages and disadvantages of loyalty shares can be compared to those of dual-class
shares, as well as the reasons not to further consider dual-class shares in this work are covered in Appendix 2.



38.

In other words, we can argue that loyalty shares conferring additional voting power respect
shareholder rights and more particularly the shareholder equality as all shareholders in similar
position (i.e. respecting the condition to be granted loyalty rights) are treated the same way
(i.e. can have access to those loyalty rights). This argument is also defended by Santoro et al.
(2015, p.165-166) when they state that loyalty voting rights “constitute a benefit
indiscriminately open to all shareholders and is linked to a condition that may be achieved by
all shareholders”. While we claim that shareholders equality is respected, it is also interesting
to note that the Supreme Court of the Netherlands accepted loyalty dividends (not voting
rights here) on the principle that equal treatment of shareholders is only a means to an end.
It means that deviation from the shareholder equality principle is allowed if the deviation
provides additional firm value. This remark goes even further than our debate on whether

equality is respected or not.

We can however agree that loyalty shares can be seen as a form of protectionist measure
since it is a bit more constraining for foreign investors to have access to the additional voting

rights®.

2.3.2.2. Opposition from institutional investors

If we take the perspective of institutional shareholders, it can be found in the literature that
they are usually opposed to deviations from the proportionality principle (Bebchuk & Kastiel,
2017). In addition, in the case of France and the Loi Florange, institutional shareholders usually
voted to opt-out and come back to a “one share, one vote” structure (Becht et al., 2018). This
further proves that shareholders are generally opposed to loyalty shares. This observation
seems rather logical in the view of what have been said in the previous subsection, notably
that short-termism behaviour is more likely to be displayed by such shareholders®®. However,
this does not mean that institutional investors will necessarily sell shares in the companies
adopting loyalty rights. Indeed, during the roundtables organized by Guberna in June 2019%7,

BlackRock explained that institutional investors were clearly against the Belgian reform®® but

55 On this matter, French loyalty shares were initially only available to national and European citizens (see Chapter
2.4).

%6 This statement might still be reconsidered as it is sometimes believed that there is a misleading view regarding
the actual holding period of institutional investors.

57 Roundtables to which | personally assisted.

%8 The reasons advanced by BlackRock were similar to the ones advanced previously in the other countries: loyalty
shares can potentially result in an over concentration of power in the hands of a small group of shareholders,
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that they will enter in a dialogue with companies and decide case by case whether they
maintain their investment in such companies or not and whether they invest in a company

that introduced loyalty shares or not.

In addition, Croci (2018) demonstrated that loyalty shares in the Italian listed companies did
not change the participation of institutional shareholders. This is interesting since those
shareholders showed a strong opposition when loyalty shares were introduced in Italy
(Eumedion, 2015). This observation consolidates our thoughts that despite some opposition,

loyalty shares will not fundamentally change the way Belgian institutional investors operate.

2.3.2.3.  Possible reducer of foreign investments

As we have just explained, there is a possibility that institutional investors slightly reduce their
investments in companies allowing loyalty shares, at least in Belgium. In the section dedicated
to the advantages of loyalty shares, we have covered the fact that they were perceived as a
good anti-takeover mechanism. In some circumstances, this aspect can also be considered as
negative. Indeed, since it reduces the possibilities of takeovers, this mechanism consists in an
obstacle to the free market control of companies, which is very important in some cultures
such as the Anglo-Saxon one (Davignon, 2016). Controlling shareholders can prevent hostile
takeovers in an easier way and therefore reduce the incentive of foreign investment as
multiple voting mechanisms (including loyalty voting rights) undermine the contestability of

share companies (Santoro et al., 2015).

In conclusion, depending on the circumstances, loyalty shares might reduce or increase
(foreign) investment. Indeed, if loyalty shares allow a company to become listed, it can only

increase public investments.

which is not optimal in terms of corporate governance as it amplifies the risk of minority shareholders (to which
institutional investors usually belong) private benefits extractions. They also refute the positive impact on firm’s
value, the defense against hostile takeover, etc. Regarding hostile takeovers, they claim indeed that it would
incentivize the controlling shareholder to sell its stake at a premium to a potential buyer (this will be covered
again in further sections). However, should the loyalty shares been mainly implemented by family businesses,
we can argue that using loyalty shares in the sole objective to sell the company at a higher bid is rather unlikely
as it is in the tradition of family businesses to be passed to the next generations. This statement will therefore
be dependant on which type of companies is likely to implement loyalty shares in Belgium, which we will cover
in the analysis.
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2.3.2.4. Catalyser of minority shareholders’ abuses?

Foreign investment can also be affected because of the fear of minorities’ abuses (Santoro et
al., 2015). This argument of fearing to see minority shareholders in a position where they can
even less (or not at all) question controlling shareholders’ decisions is common in the debates
on the topic (Davignon, 2016). An example of this lies in the strong opposition shown by
Deminor in several of their articles (Thuysbaert, 2018; Abiraad, 2019). This was even stronger
in the case of Italy during the first months of the Decree where a simple majority was enough
to opt-in loyalty shares and put the controlling shareholder in a position even more
comfortable. Overall, Thuysbaert (2018) explains that double voting rights would represent a
risk as minority shareholders weight less in terms of voting rights and are therefore “less
protected” or can be easily ignored. Indeed, introduction of double voting rights increases the
probability to have directors and executives that don’t feel responsible of their management
anymore, because only dependant on the wishes of the controlling shareholder. In extreme
cases, opportunistic controlling shareholders could more easily block minority shareholders
from any power and could act in interest not shared by those “smaller” shareholders. Overall,
the Institutional Corporate Governance Network (ICGN) demonstrated that companies with

multiple voting rights perform less in terms of corporate governance (Thuysbaert, 2018).

On the other side though, we can argue that with assurances and increased transparency,
minority shareholders could be protected from abuses. First, our legal system already knows
a certain number of means preventing or fighting risks of position abuses (e.g. right to ask
guestions during the General Meeting, right to go to court to cancel or suspend a decision,
right to convene a General Meeting, etc) (Davignon, 2016). Secondly, some assurances are
already “imposed”® through the Belgian Code of Corporate Governance that applies to listed
companies. Principle 8 covers the aspect of shareholders. Therefore, some assurances are
already in place for minority shareholders in Belgium. The debate is left open for the non-
listed companies as they are not subject to a Code of Corporate Governance and that they can
encounter multiple voting rights (going further than the doubles votes allowed by loyalty

shares). In addition, we have to keep in mind that minority shareholders are on the same level

59 As the Corpote Governance Code works with the system of “Comply or Explain”, rules are not strictly imposed
per se. They are however more under the radar of control as companies that do not comply with them have to
explain properly why the deviate from guidelines. This can be analysed by external parties and raise questions if
they come to the conclusion that abuses can be made through those deviations.
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as controlling shareholders in terms of double voting rights as long as they respect the
conditions, which they can rather easily do if they are preoccupied by this matter of abuses.
Finally, as mentioned before, the winner of a hostile takeover (at a 66% level) can always call

an EGM to cancel the company’s statutes introducing loyalty shares.

Overall, while the debate can be maintained, it seems that protection of minority shareholders
in listed companies using loyalty shares should not be a huge preoccupation, or at least that
there should not be a significant increase of private benefits expropriations, compared to the

previous situation.

2.3.2.5.  Additional disadvantages linked to concentrated ownership

Finally, the reader can also refer to the advantages of the “one share, one vote” principle
described in the previous chapter. This is more accurate for the situations of concentrated
ownership, as we explained it in the previous subsection. Indeed, if we assume that
concentrated ownership is more likely to happen with loyalty shares (or at least to be more

easily maintained), it can lead to agency issues’® (Adams & Ferreira, 2008).

2.3.2.6. Possible questioning about the practical implementation of loyalty shares

This paragraph doesn’t cover disadvantages of loyalty shares per se but takes the form of a
personal reflection on some practical details about the implementation of loyalty shares that

could potentially be seen by some people as arguable.

First, we could wonder if two years is a period long enough to qualify a shareholder as having
a “long-term” horizon. Indeed, more and more shareholders are engaged in passive portfolio
management strategy (Bardasi, 2015). In the cases of controlled ownership present in
European countries in general, and in family business in particular, the majority of
shareholders follow a logic of long-termism and they are deeply involved in the governance of
the company. In any case, the period of two years is a minimum and the statutes of a company

could require four or five years of continuous holding before granting loyalty shares.

Another point regards the situation where loyalty rights attached to some shares are retained
in case of inheritance. The fact that the person acquiring those shares with loyalty rights will

keep pursuing a long-term objective can be questioned. We have previously explained that in

70 E.g. due to distortions in investment decisions, etc.
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the case of family owned businesses, this rule allows the company to place the next generation
in control without having to invest more capital. In such cases, the long-termism aspect can
be genuinely supposed. Indeed, maintaining the control of a society with a long-term
perspective is impossible if the successors of controlling shareholders don’t pursue the
strategy of their predecessors. In the event where successors don’t have the willingness of
pursuing a long-term objective, they will probably just sell the shares and the problem of

double voting rights will be irrelevant.

2.3.3. Conclusion

Overall, while it might seem at first glance that loyalty shares present many disadvantages,
some of them can be countered. This is the case for the alleged non-respect of shareholders
equality, for the impacts on institutional investors and they way they are going to invest in the
future and for the supposed increase in abuses of minority shareholders. Of course, the
debate is still on and the future, or an analysis in the countries that have already implemented

such shares will give us a better answer.

From the literature, it can be supposed that one of the main advantages of loyalty shares are
the retention of control (especially for entrepreneurs and family firms) and therefore the
accrued possibility to look for extra capital and go public. Other advantages such as accrued
monitoring (when seen as positive) and improvement of the current situation of short-

termism can also be conferred to loyalty shares with tenure voting.

It is also important to keep in mind that the advantages and disadvantages that have been
described are not “absolute” for two reasons. First, loyalty shares are not automatically
implemented in Belgian companies and it is up to the current shareholders to vote and
introduce them. Second, loyalty shares can be removed at any time by the existing

shareholders during an EGM.

The advantages that have been described in this section are mainly theoretical. We should
therefore consider empirical analyses in order to verify those potential advantages of loyalty
shares. The next section will be dedicated to the practical reasons advanced by the Belgian
government to break with the tradition of “one share, one vote”. Afterwards, we will review
the validity of those reasons by looking at empirical researches that have already been carried

out (Chapter 2.5) and by designing our own empirical analysis (in part Il).
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2.4. Practical reasons for the introduction of such shares in Belgium,
France and Italy

In the previous section, we have given some theoretical reasons that could justify the
implementation of loyalty shares with tenure voting. In this section, we will have a look at the
concrete reasons advanced by the different European countries that implemented them. The
aim here is to understand the main motives of Belgium (mainly), so that we can focus our
future analysis on those aspects and try to understand if the reasons are legitimate, as well as

try to forecast what the Belgian loyalty shares are going to change in practice.

It is actually pretty straightforward to notice the common points between the reasons used
by the ltalian Government in 2014 when loyalty shares were introduced, by the French
government in 2014 when Loi Florange was passed and by the Belgian government earlier this

year.

In Italy, one objective of the Decree is the incentive of long-term investments, which favour
stability of management in listed companies (Santoro et al., 2015). Moreover, ltalian firms
have a strong tradition of management attached to the roots of the company’!. Consequently,
a considerable amount of Italian companies sees the action of going public and increase capital
as a method of letting “strangers” in the company. Loyalty shares can then represent a viable
alternative to bank loans without necessarily have the control diluted too much due to the
arrival of those “strangers” (Santoro et al., 2015). On top of those two arguments, Croci (ECGI
Roundtables, 2018) stated that there were also other goals behind the introduction of loyalty
shares: facilitate the sale of equity stakes in companies owned by the State (while preserving

control) and reduce the risk of hostile takeovers.

For the case of France, using the reasons advanced by the legislator when such loyalty shares
were introduced for the first time does not seem relevant as it was even before World War Il.
That is why we can still have a look at the reasons behind Loi Florange”?. According to the
National Assembly Economics Affairs Commission (cited in ECGI Roundtables, 2018), the goals
of this law are to favour long-term shareholders over short-term investors and to ingrain the

power of controlling shareholders, as they are ambassadors of long-term commitment.

71 Similarly to family businesses.
72 As the law permits loyalty shares to be used in more cases, reasons of Loi Florange can also be seen as reasons
for loyalty shares in general.
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According to Helleringer (ECGI Roundtables, 2018), other goals are underlying the Loi
Florange: give the state the opportunity to further privatize companies while retaining
control’3; reduce the risk of hostile takeover; and initiate another protectionist measure, as

the initial proposal limited double voting rights to French or EU citizens.

For Belgium finally, the introduction of loyalty shares has a double purpose. On top of the
CEMs present in this jurisdiction and apart from the fact that double voting rights were already
allowed in other countries, the Belgian legislator has the intention to restrain short-termism
by rewarding loyal shareholders and to promote the listing of companies on the national Stock

Exchange (by offering the possibility to granting additional voting power prior to the listing).”*

We can easily see that the two reasons advanced by Belgium are found in the objectives of
loyalty shares in Italy and France. Therefore, it seems interesting to have a deeper look at the
veracity of those two arguments and establish if the desired consequences actually took place
in France and Italy. The next section will be devoted to a review of empirical researches that
have been already been carried out on loyalty share as a solution to short-termism and as an

incentive for IPOs.

73 Regarding the control aspect, the case of Renault is a rather famous example of what the French State is able
to do with this Loi Florange. In short, shorty after the introduction of loyalty shares as default rule, the French
State decided to increase its participation in the car manufacturer company Renault (from 15% to 19.7%) for an
amount of €1.23bn (Becht et al., 2018; Chevalier, 2015). This action allowed the State to have a sufficient voting
power to prevent the company to go back to the “one share, one vote” principle. The State then acquired double
voting shares and was in a position to strongly influence managerial decisions (e.g. avoiding a plant closure). Two
years and a half later, the State finally decided to sell the additional shares it acquired in 2015 and made a gain
of approximately €1.21bn (Feitz, 2017). However, now that loyalty shares have been kept in the company, the
State has still a significant influence (if not a certain control) on the company.

74 This piece of information comes from the slides presented by P. Lambrecht during the Roundtables organised
by Guberna in June of this year..



45.

2.5. Review of the main reasons for implementing loyalty shares,
according to previous empirical researches

2.5.1. Short-termism

While long-term shareholders can provide substantial benefits to the company they hold
shares in, they usually don’t have enough incentives to show long-horizon behaviour as they
are not rewarded for their loyalty (Bolton & Samama, 2012). Of course, some shareholders
show more loyalty than others. This is mainly the case for founding shareholders where pride
in the success of their own companies plays an important role, and for owners of family
businesses who want to retain the firm within the family and preserve it for next generations.
However, the previous statement regarding the typical shareholders holds as there is no real
sense of loyalty among them (Bolton & Samama, 2012). Could loyalty shares be used to better
align shareholders and management and thus encourage shareholders to follow a strategy of

long term “buy-and-hold” investment?

Bolton and Samama (2012, p.11) indeed believe that their “L-shares would go some way
towards redressing the current imbalance between long terms and short-term investors”. This
would definitely stem the various consequences we evoked before. However, the loyalty
shares they use in their paper are under the form of loyalty warrants. On this paper, we are
focusing on loyalty voting rights only and we do not consider extra dividends, or stock options,
etc. as incentives to promote long-termism among shareholders. Therefore, even though the
theory based on this type of loyalty shares looks promising, we cannot conclude anything
based on them, and we need other evidence to conclude whether additional voting rights are

an incentive good enough in the eyes of shareholders to make them hold their shares longer.

For the case of France, Becht et al. (2018) find that there is no significant difference in the
average holding period between firms with and without loyalty shares. Even though this study
took place after the introduction of Loi Florange (which goes further than the current Belgian
situation), scepticism about the impact of loyalty shares with tenure voting on the short-
termism problem was already shown in Fried (2014) and Roe (2013). If we want to
demonstrate even further that the situation before Loi Florange was not solving short-

termism, we can refer again to one of the reasons for introducing it, i.e. including measures
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promoting long-term shareholding. This shows in a certain way that the system of loyalty

shares France had before 2014 was not sufficient to promote long-termism.

In the case of Italy, Luca Garavoglia (chairman of Davide Campari-Milano S.p.A.) stated during
the roundtables of the 18 June 2018 organised by ECGI that loyalty shares as we described
them, will not improve the holding periods of institutional shareholders. He added that in a
controlling shareholder company, institutional investors would not benefit very much from
double voting rights. In companies presenting a dispersed ownership structure, loyalty shares
are much less common, as it is shown by Croci (2018). Even in this case, institutional investors
are unlikely to have loyalty voting rights, as they do not necessarily want to influence
governance. They indeed prefer to exit if they do not like management. The only exception
advanced by Garavoglia regards activist investors, but it might be unlikely that they will wait

for at least two years before increasing their voting power.

To conclude on the short-termism aspect, it seems that “on the field”, there is a consensus
that loyalty shares do not work as a possible solution to the reduction of the short-termism
trend displayed by retail and institutional investors. Though, other forms of loyalty rewards
could potentially improve the situation a little bit. This is for example the case with the model
proposed by Bolton and Samama. This model however doesn’t grant extra voting rights and it
cannot be seen as loyalty shares with tenure voting. Since we are only focusing on those
(because those are the ones introduced in Belgium), we left them out. It can be still interesting
to analyse whether such shares really curb short-termism or not. Similarly, we know that
France and Italy have also extra dividends as a reward for loyalty. However, the introduction
of those extra dividends did not seem to have changed anything. In addition, it seems rather
unlikely that a majority of shareholders will be willing to wait minimum two years for a bonus
of maximum 10% of the regular dividend regarding maximum 0.5% of the total shares of the

company.

In short, the argument of promoting long-termism when loyalty shares were introduced
seems incorrect and loyalty rewards implemented in the analysed countries do not seem to

provide a solution for the matter.
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2.5.2. Growth of company while retaining control

The other main advantage of loyalty shares, as described in the literature and by the countries
having adopted it, regards the control of a company. We are considering it here as an
advantage as we adopt the point of view of a controlling (or at least almost controlling)
shareholder in a company. We have seen that double voting rights could potentially constitute

a lock-in /control enhancing mechanism.
In the facts, what is the situation for countries such as France and Italy?

In the case of France, Becht et al. (2018) concluded that loyalty shares are more about
enhancing the control of the controlling shareholder, i.e. lock-in the control. In addition, they
found that family businesses have the highest average wedge, which can be due to loyalty

shares.

This conclusion is shared in Italy, notably when Garavoglia argues that loyalty voting rights are
just another CEM and that they are almost exclusively used by controlling shareholders (ECGI
Roundtables, 2018). He also reminded that controlling shareholders can benefit from this
double voting right as sometimes a supermajority of vote is needed, and it avoids power
dilution in the case of a stock acquisition. In addition, it has been empirically proved in Italy
that loyalty shares are negatively correlated with probability of takeover bid or even delisting
(Croci, 2018). This is a further proof that loyalty shares in Italy (and France) are really seen as
a CEM. Croci (2018) also demonstrated that family firms are the biggest (and almost only)

users of loyalty shares.

It results that loyalty shares can play a role of barrier against shareholder activism. It is still to
understand whether long-termism by controlling shareholder is an issue in Europe or not.
Similarly, whether it is good to reward long-term investors depends on the type of investors
the company is able to attract. If they remain passive, there is not added value to grant them
extra voting power. This current uncertainty explains why the European Commission is still

hesitant to come up with strict measures and regulations.
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We know that loyalty shares are almost only a way to retain control, and so mainly for family
businesses’>. This observation could easily be extended to the future case of Belgium (as it is
still too soon to analyse concrete cases in the country). In addition, Belgium being a country

of family businesses’®, there is some potential for loyalty shares to be used.

In the previous section, we have realized that principally in Belgium and Italy, governments
expressed their anticipations to see loyalty shares increase the number of firms going public
on the national market. The next chapter will shortly review the advantages and disadvantages
of making an IPO. The second part of this work will be dedicated to a more thorough analysis
about the real impact (or not) of loyalty shares on the decision of going public. This will allow
us to answer the question whether loyalty shares are simply a CEM or if they really increase

the number of IPOs made in one country.

75 We can also highlight the fact that overall family businesses are by definition long-term oriented, which can
serve as another proof that this is more about control enhancing mechanism than bringing a solution to short-
termism (Onesti et al., 2016).

76 Belgian family firms represent 77% of all the companies that employ staff members (FBNBelgium, 2019).
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2.6. Short literature review on IPOs

Before quantitatively analysing the impact of loyalty shares on IPOs, it is interesting to briefly
come back on the main advantages and disadvantages found in the literature. As the main
focus of this thesis doesn’t regard IPOs theory, the following sections are not exhaustive and

other aspects of the decision of going public are obviously covered in the literature.

It is to note that the following aspects only encompass the main ex ante advantages and
disadvantages, i.e. the ones we can observe before the IPO. Ex-post consequences (such as
potential increased profitability) are not covered here, since we will focus on ex-ante

characteristics in our database and statistical model (see Part Il).

2.6.1. Disadvantages

2.6.1.1. Adverse selection

The first reason for firms to remain private is linked to the asymmetry of information between
issuers and external investors at the time of the IPO (Leland & Pyle, 1977). This asymmetry
can result in an underpricing of the company, meaning that owners of the IPO firms could raise
more equity by selling shares to a small group of venture capitalists or hedge funds
(Chemmanur & Fulgheri, 1999). This affects young and small firms in particular, as they have
lower visibility than bigger groups. This was empirically proven by Pagano, Panetta and

Zingales in 1998.

2.6.1.2.  Administrative and diverse fees

A company that desires to go public will have to incur a significant list of fees. Those fees can
be one-time fees (e.g. registration fees) but some will have to be paid every year to assure
that the firm can remain public (e.g. stock exchange fees, auditing fees, reporting). Since most
of these costs don’t increase with the size of the company, this is likely to affect more the
small companies (Pagano & Roéell, 1998). However, it is important to notice that this is not so
accurate anymore since the creation of special markets dedicated to small and middle

companies only, and available on different various stock exchanges.

2.6.1.3. Loss of confidentiality

Going public is paired with the requirements of reporting much more information that when

being private. Crucial information such as expenses on R&D must also be revealed and this
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might hinder competitive advantage of some companies. In addition, public firms are under

more scrutiny by tax authorities (de Albornoz & Pope, 2004).

2.6.2. Advantages

2.6.2.1.  Financing growth

One main advantage found in the literature, even if not always empirically demonstrated, is
the raise of investment capital. Going public can indeed be a way to access external financing
that can compensate for a lack of capital (Harvey & Evans, 1995), and be an alternative to

other sources of financing such as banks, venture capitalists, etc.

2.6.2.2. Portfolio rebalancing

Another reason to go public is the desire of a firm’s owner to liquidate some of his/her
investment. This is more specific for firms that are closely held. In some cases, owners might
be tempted to go public in order to decrease their stake in the company, i.e. by selling some
shares, and at the same time reduce the financial risk they are bearing (Chemmanur and
Fulghieri, 1999). This portfolio rebalancing can also be a rebalance between debts and equity
levels. Some companies might indeed decide to go public in order to increase equity value
instead of having to subscribe to new debts, which would increase the leverage (Pagano et al.,

1998).

Going further than just rebalance the portfolio of the owner, an IPO can be considered by
some as a way to increase value of the firm in order to sell it afterwards. Some owners might
indeed be inclined to dilute the power of some shareholders while retaining control. That way,
the owner will have more bargaining power with the potential buyer that will have to pay a

surplus for the private benefits attached to the control of the firm (Zingales, 1995).

2.6.2.3. Bigger bargaining power

Going public can also be correlated with a bigger bargaining power with banks, as listed
companies are usually allowed to borrow to banks at a lower cost (Rajan, 1992; Paleari,
Pellizzoni, & Vismara, 2008). It means that companies with a high leverage are potentially
more interested in going public than the other ones. However, through different studies, it
had been inferred that leverage is neither an incentive nor a deterrent for companies to be

listed (de Albornoz & Pope, 2004).
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2.6.2.4. Publicity

Another crucial (and nonfinancial) element is the investor recognition. By being publicly
traded, a company significantly increases its visibility and listing acts as an advertisement for
the company, attracting more investors who wouldn’t be aware of the firm otherwise
(Merton, 1987). This is also associated with increased credibility and prestige. Therefore, being
listed might be a considerable way to support entrepreneurial activities, as it can expend the
network of relationships offering alternative financial resources, skills, and investment
opportunities (Ravasi & Marchisio, 2003). Finally, for some companies, this publicity can also

be seen as a way to attract and retain management (Caselli, Chiarella, Gatti, & Gigante, 2017).

2.6.2.5.  Windows of opportunity

This advantage is time, industry, and market related. It suggests that period of over
evaluations of companies belonging to the same sector will trigger a more important ratio of
IPO firms from this particular sector (Ritter, 1991). Indeed, that way, companies will enjoy an
overpricing that they will maybe not receive later. This aspect, however, will impact more the

precise time of doing an IPO than the actual decision of going public (Pagano et al., 1998).

2.6.2.6. Other advantages

Other advantages such as having outside information about firm values can be also found in
the literature (Pagano et al., 1998). For companies with an ownership structure such that the
management is not in control at the time of the IPO, an advantage of going public is the fact
that management will have to be more transparent (towards stakeholders in general)

afterwards (Caselli et al., 2017).
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Part Il : Empirical Research

Introduction

We have previously seen that the “promotion of long-termism” argument used by the
government is not verified at all in practice. From the previous sections, we also established
that loyalty shares were mainly used as a CEM, making the argument about “retaining control
while going public” possible. Though, we still have to confirm if, as stated by the government,
loyalty shares really increase the number of public listings. The empirical research will

therefore focus on this aspect.

This part is split into two chapters. The first one reviews the whole methodology applied when
building the model and gathering the data (Chapter 3.1.), gives the results of the model
(Chapter 3.2.) as well as some interpretations regarding the hypothesis made by the
government (Chapter 3.3. and 3.4.). Chapter 3.5 detail some limitations to this analysis. The
second chapter of this part (Chapter 4) focuses on the case of small companies, which is likely
to be different from the results displayed in Chapter 3 that will focus more on bigger

companies.
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Chapter 3: Analysis of the impact of loyalty shares on IPOs

3.1. Methodology

3.1.1. Hypothesis

The purpose behind this analysis is to see if there is indeed a link between the existence of
loyalty shares in a country and the probability of firms belonging to that country to go public.
The plan is to compare companies from countries where a “culture”’’ of loyalty shares exist
(France and ltaly in our case) with a country where “culture” of loyalty shares doesn’t exist
(e.g. Germany) on the same period of time (2015-2018). A significant difference of probability
would suggest that allowing loyalty shares indeed has an impact, although causal effect

remains hard to establish.

3.1.2. Construction of the statistical model

In order to build a statistical model that fits our study, we have carried out researches about
models explaining the determinants of IPOs. The belief lying behind is that based on a famous
model that empirically analyses the determinants of a company going public, it would only
require to add a variable encompassing the existence of loyalty shares in the different

countries to transform it in a model that can be used for our analysis.

In that regard, we decided to do something similar to the model developed by Pagano et al.
in 1998 in their study about the listing factors shown by Italian firms. Different reasons explain
this choice. First, it is challenging to find one single model that would suit different countries
(three in our case) by taking their proper characteristics into consideration. It was however
believed already in 1998 that Italy is a good benchmark to study the issue of IPOs in
Continental Europe. Countries such as Germany and France are quite similar to Italy in terms
of size of the equity market, proportion of IPOs, etc (La Porta, Lopez-de-Silanes, Shleifer, &
Vishny, 1997; Pagano et al., 1998). Secondly, despite being an old statement, this was
confirmed in a 2008 study, where the authors claim that Italy is still a good laboratory in
Continental Europe to study the determinants of the going public decision (Paleari et al.,
2008). Moreover, in another study of 2007, at least 60% of 1800 firms across Europe

confirmed that the model and its variables were still suitable (Bancel & Mittoo, 2007).

77 In the large sense. It simply means that such loyalty shares are allowed in the country.
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Consequently, we assume that we can still use that model and apply it for a more recent
period as well as to expand the analysis to France and Germany. Of course, it is important to
keep in mind that some characteristics of the model might have changed since the financial
crisis. Yet, it seems also logical to consider that the model is still valid and that the significance
of the different determinants showed in the study of Pagano et al. have changed, rather than
the variables themselves. In addition, the point here is not to build a completely new model
about IPO determinants but to use one that is recognized in the literature and to add a variable
taking into account the existence of a “loyalty shares culture” to see whether this new variable

is significant or not in the decision of going public.

At the time of their study, Pagano et al. found that four variables were significant (at different
level). In order to make our analysis simpler and make the data collection easier, it was
decided to incorporate those four variables only in our model. Those variables were “Sales”,
“Growth”, “MTB” and “ROA” and will be explained below. On top of them, we added variables
allowing to analyse the impact of loyalty shares in our countries of analysis (i.e. “Country”)
and to empirically verify the hypothesis stating that family firms are usually more reluctant to

go public (i.e. “Family”). The final model used for our study is the following one:
Pr (IPO = 1) = G (B1 SALES + B2 GROWTH + B3 ROA + B4 MTB + Bs FAMILY + Bs COUNTRY),
where:

- the variable “IPO” takes 1 as value if the company made an IPO during the period of
analysis (2015-2018), 0 if the company is still unlisted at the end of the period;

- G(.) represent the logistic function:

_exp(.)
()= 1+ exp(.)

- the variable “SALES” (which is a proxy for the size of the company) is defined as the
lagged value (one year) of the logarithm of sales;

- the variable “GROWTH” corresponds to the rate of growth of sales;

- thevariable “ROA” is the lagged value (one year) of EBITDA over total assets;

- the variable “MTB” is defined as the average market-to-book value of listed firms
belonging to the same industry and traded on the same Stock Exchange. In this case,

lagged value is also taken;
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- the added variable “FAMILY” verifies if the analysed company can be considered as a
family business or not. It takes value “Yes” if it is a family business, “No” otherwise;

- the added variable “COUNTRY” categorizes Germany, France and Italy. Knowing that
France and lItaly allow loyalty shares while Germany doesn’t, this variable is our
variable of interest to study the overall impact of loyalty shares on the IPOs completed

within one country, on the national Stock Exchange.

Other choices still need to be clarified. Regarding the period of analysis, it was decided to
focus on the period going from 1 January 2015 to 31 December 2018. Because France had
already loyalty shares before and that Loi Florange didn’t impact the possibility to introduce
loyalty shares or not per se (this is the only thing we are looking at in this model), it was
decided to fix the period based on the introduction of loyalty shares in Italy. As said before,
the Italian Decree allowing such shares came into force the 1 January 2015 and it was

therefore logical to analyse the situation between 2015 and 2018.

Regarding the choice of using Germany as the country in which loyalty shares are not allowed,
different reasons can be advanced. First, as stated in the explanation of the model, Germany
is a Continental European country, which makes its analysis by the model of Pagano et al.
possible. Even if it can be argued that Italy is a bit more different than the two others, those
countries are relatively close in terms of stock exchange processes, size, etc. Secondly,
Germany is quite close to France and Italy in terms of the other CEMs allowed. If there were
considerable difference in the usage of such CEMs in the three countries, results obtained
through our model could be biased and potentially linked to the usage of those other CEMs,
and not necessarily due to the possibility to introduce loyalty shares at the time of IPO8,
However, by looking at Figure 2 on page 15, we notice that France, Italy and Germany are very
similar and that the main difference regards the nonvoting shares (without dividend). We
know that those are not commonly used by listed companies in Europe as this type of dual-
class share is not well considered in this part of the world. Therefore, the impact due to the
differences of CEMs others than loyalty shares will be minimal, and our model is still valid to

draw conclusion regarding loyalty shares.

78 Which is clearly our focus with this analysis.
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3.1.3. Sampling method and model correction

3.1.3.1.  Sampling method

From the total of 100 different companies constituting our sample, we decided to incorporate
50 firms that made an IPO during the period of analysis, and 50 that didn’t. For both
categories, firms were split among the three countries. Any difference in the distribution of
the countries between the two categories (IPO and non-IPO) would indicate a link between

the variable IPO and the variable Country.

For IPO firms, three Stock Exchanges were used: Borsa Italiana for Italy, Euronext Paris for
France and the Frankfurt Stock Exchange for Germany. They represent either the only national
Stock Exchange (France and Italy) or the main one (Germany). In the sample, there are French
IPO firms coming from Euronext Paris and Euronext Growth Paris (the random distribution did
not provide any firms coming from Euronext Access’®). Regarding Italian IPO firms, the sample
provides companies from the MTA, STAR and AIM segments. For Germany finally, the
database contains only firms from the Prime Standard market, but this is only due to hazard.
While the selection of sampled companies does not consider the different segments/markets,
the size of companies will be taken in account with other variables, which will be detailed on

the next section.

Concretely, the repartition of IPO firms among the countries was based on the number of IPOs
made during the period. Between 2015 and 2018, the Borsa Italiana welcomed 104 new firms,
Euronext Paris, 81, and the Frankfurt Stock Exchange, 64 (without taking the different
segments of each stock exchanges in account). The number of IPOs for each year of the
analysed period are provided in Appendix 3. Therefore, around 26% of the IPO firms
constituting the sample were allocated to Germany, around 33% to France and around 41%
to Italy. Regarding non-IPO firms, as data are harder to find and it is almost impossible to have
a precise number about the number of firms in each country that could potentially go public,

the proportion of non-IPO firms allocated to each country was based on the average GDP# of

7® The specific requirements that need to be met by companies to be listed on those markets are different, but
it is manly about the company’s size. Euronext Growth Paris is designed to welcome, on average, smaller
companies than Euronext Paris and Euronext Access consists in an even smaller market (which is specialised into
family firms). This remark also goes for Italy where MTA is the main market (designed for middle-sized and large
companies), STAR is the market dedicated to midsized companies and AIM welcome smaller companies.

80 On the analysed period (2015-2018) only.
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each country. GDP is indeed one representation of the economic status of a country, and
companies participate to this economic health. Based on this indicator, around 44% of the

non-IPO firms were allocated to Germany, around 31% to France and around 25% to Italy.

Some important aspects about the sampling method still need to be detailed. Concerning the
selection of IPO firms, only firms that opened their capital (created new shares) were
considered. It is indeed also possible for firms to go public only with the aim of selling existing

IlI

shares. However, we cannot really talk about “accessing growth while retaining control” or
“fear of losing control” if the objective of the IPO is to sell existing shares and not accessing
capital. Therefore, the reason behind the introduction of loyalty shares couldn’t be properly
investigated with the model if we took those cases in account. In addition, some companies
go public first on a foreign market. We didn’t consider market transfer but only firms that
went public on the national stock exchange of their country (as it is only those firms that are
entitled to have loyalty shares, for the French and Italian case). Even if this model doesn’t

consider the actual implementation of loyalty shares by firms (just the presence of loyalty

shares in the country), making this small restriction cannot be negative.

Both for the listed and non-listed companies, we decided to focus on share companies, with a
similar juridical form as the Belgian Société Anonyme. We therefore focused on SA%! in France,
S.p.A.8%in Italy and AG®3 (or SE®* in some cases) in Germany. The aim behind this is to compare
companies that correspond to the only type of companies in Belgium that can implement
loyalty shares. That way, conclusions from the analysis can be more easily transferred to
Belgium. Moreover, it is those types of companies for which loyalty shares are allowed (in the

case of France and lItaly).

Finally, in the case of non-listed companies, only the ones that respect the listing requirements
on the four years of analysis and that had never been listed before (not on a foreign market
or on the national one) were considered. The reason of the first point is that it makes the
analysis more accurate as we want to compare companies that made an IPO with companies

that didn’t but that could if they wanted, and so on the whole period. The second point

81 Also stands for Société Anonyme.
82 Stands for Societd per azioni.

8 Stands for Aktiengesellschaft.

84 Stands for Societas Europaea.
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explains why for instance we removed Prada that was originally included in the sample. This
company is not listed on Borsa Italiana but is on the Honk Kong Stock Exchange, therefore not
fitting into our selection of non-IPO firms. Overall, those two specificities were brought to
increase the chances that the selected non-IPO firms didn’t go public mainly because of this

fear of losing control.

3.1.3.2.  Model correction

While the sampling method used to distribute firms among the three countries is statistically
correct, the fact that we had to “force” the sample to include 50% of IPO firms is not
representative of reality and is therefore statistically wrong. The problem is that if we had to
follow a completely random distribution to constitute our sample of IPO and non-IPO firms,
none of the analysed firms would have been listed, since the number of IPOs on the period is
extremely smaller than the number of unlisted firms. This would have been of course
impossible and pointless to analyse. Fortunately, after some research on the statistical
literature, a solution was found. King and Zeng (2001) indeed realised that in the case of an
extremely rare phenomenon (an IPO in our case), it is possible to “force” a certain number of
observations of that phenomenon in the sample if a correction on the estimated intercept (,@0)

is made. This correction takes the following form:

p=h—1n|(Z) () g

Where:

- Bisthe new intercept;

- Eois the initial intercept;

- T (TAU)is the real occurrence of the problematic phenomenon, here the proportion of
IPOs on the analysed period. From the number of IPOs made during that period (three
countries included) and the estimated numbers of total non-listed companies (but
potentially acceptable on the Stock Exchange) during the period (on the three
countries as well), it was found that TAU had a value comprised between 0.002 et
0.005 %. The middle point of this interval was used;

-y isthe current occurrence of the phenomenon in the sample, i.e. 50%.
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This correction having been modelled only on the logit statistical function, it was decided to

use such function instead of the probit one used in the study of Pagano et al. (1998).

3.1.4. Data collection and variables computation

It is important to highlight that the biggest difficulty of this empirical analysis was the
collection of data, even after the simplification of the initial model used by Pagano et al. In
this section, the way data were collected as well as the way each variable was computed for

the IPO and non-IPO firms are explained.

3.1.4.1. Data collection

Bloomberg was used in order to have an overview of the IPOs made on each market during
the period of analysis. Orbis (former Amadeus) was the principal source for data collection;
both for IPO firms and non-IPO firms. In the cases where data was missing in this database,
the sample was completed by looking at the data found on the stock exchange websites (for

listed companies), as well as in the annual reports if need be.

3.1.4.2. Variables computation

As the definition of the various variables doesn’t intuitively reflect the way they were
computed, the following paragraphs aim at explaining this computation in more details, since

it is also different between IPO and non-IPO firms.
e SALES

This variable is pretty straightforward and consists in taking the logarithm of the value of
sales (in the profit and loss account) the year before the IPO was made. For non-IPO firms,
an average of these lagged logarithms was calculated. Keeping in mind that similar to IPO
firms, we look at the lagged values of sales, the average was made on the period 2014-

2017.
e GROWTH

It is simply the growth of sales between the year of the IPO and the year before. For non-

IPO firms, an average annual growth was computed on the period.
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e ROA

ROA is defined here as the ratio between EBITDA and total assets. As for the variable
“Sales”, the lagged value (one year) was used for those two measures when it came to IPO
firms. For the non-IPO ones, ROA was computed for each year of the period 2014-2017 (in
order to consider the lagged values) and an average of those different ROAs was then

made.
e MTB

The computation of the variable “MTB” was a challenge and it deserves detailed
explanations. One value of MTB was computed for each industry, in every year, and for
each stock exchanges. On top of that, it was decided to split our samples of listed
companies into two groups to reflect the difference of size and therefore the difference of
value for this ratio®. Therefore, eight tables of MTB values can be found for each country,

and each of these tables encompasses the MTB value of every industry®® (see Appendix 4).

It is only possible to compute the MTB ratio for listed companies, since it is defined as the
market capitalization of a company over its book value of equity®’. All the listed companies
on the Stock Exchange in question were used, to reflect an MTB value that is the closest
possible to reality. So, in the case of France for instance®, 852 companies coming from
Euronext Paris and Euronext Growth (mainly) were initially considered. After removing the
foreign firms listed on Euronext Paris and the firms for which information was too old on
Orbis, a new sample of approximately 760 companies was drawn. It is based on that
sample, that the MTBs for France were computed. For each year of the period 2014-2017

(since we are also using lagged values of one year), firms with a negative equity were

8 This particular split is not found in the study of Pagano et al. (1998). The reason is that they considered only
one country (with one Stock Exchange, i.e. Italy) and at the time of their research, Stock Exchanges were not split
in different markets/segments. Therefore, they didn’t have to take the considerable difference of size of the
companies they were analysing based on the segment/market of the Stock Exchange in question.

86 One table per group of companies (2) per year (4) makes the total of table per country to 8 if each table gathers
all the different industries.

87 In the model of Pagano et al. the value of replacement costs of assets is used instead of the book value of
equity. This is done in the aim of linking book and market values. However, in practice this is rarely done and
information about equity are much easier to find. Equity is believed to be used without any significant change of
results.

8 The procedure is exactly the same one for Germany and Italy.



61.

removed from the calculation. This impacted only a small number of companies though. A
negative MTB value is indeed harder to interpret, and it would truncate the average we

want to obtain.

It was decided to split (for each year again) the companies into two different groups, based
on their size. We are indeed in a situation where we mix different markets/segments of
different stock exchanges. It would be naive to assume that the MTB value for a big-cap
company is the same as the one for a company traded on Euronext Growth, even if they
belong to the same industry. The best way to do it would probably be to use more than
two groups, in order to represent each of the segments and markets of the stock
exchanges considered. However, this would be almost impossible to do as compartments
and segments are different from one stock exchange to the others (in terms of company
sizes represented in those), as some companies are bigger in Euronext Access than
Euronext Paris, etc. In addition, if the split has been made in too many groups, it would
have implied that the sample should have been significantly bigger as it is required to have
a minimum number of companies in each group. It wouldn’t be statistically analysable

otherwise.

To operate this split, a proxy of size (different than the sales we use already as a variable
of the model) was used, i.e. equity. From a short and global analysis, it was concluded that
€15M of equity would be a decent separator between big firms and very big firms in our
sample®. In addition, the final goal is to predict what we could anticipate for the case of
Belgium and €15M of equity corresponds more or less to the highest equity of firms on
Euronext Growth Brussels. This is of importance and be detailed in the discussion of the
model. In order to attribute a group (1 or 2) to an IPO firm, the equity found in the balance
sheet the year before the IPO was considered. It is interesting to note that some
companies belong to group 2 at one point in time and then to group 1 a bit later, resulting
from an IPO and an increase in equity for instance. This is not a problem at all as the
calculation is repeated each year. Therefore, this way of computation takes the evolution
of firms and the impact of IPO on equity in account. For the non-IPO firms, the group was

decided based on the average of equity during the period 2014-2017 (still due to the

8 The companies present in the sample are indeed rather big. The case of small companies will therefore be
treated separately, in Chapter 4.
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lagged value we consider). We note that they were usually belonging to the same group
during the four years of analysis, since they didn’t open their capital in a way as significant
as an IPO. For both listed and non-listed firms, when the value of equity was negative,
another proxy of the size was used. In total assets were compared with other companies
of the same industry to decide in which group the firm would be classified. This happened

in a very limited number of cases though.

As said before, it is obvious that this is not the best way to tackle the problem, but this is
one that simplifies the issue while making the effort of not mixing all the companies

together.

A final important point to consider before the ultimate calculation of the ratio is the
“industry” aspect. The industry of each company used for the calculation of MTB is found
on Orbis and corresponds to a “simplified” NACE Rev. 2 code. While this simple
classification of industry is valid for the majority of the cases, we believe that the industry
“C- Manufacturing” encompasses too many different industries, which could have a
significantly different MTB value. It was therefore decided to change the classification for
the companies belonging to this category C and to split them in more industries. The way

this reclassification was made can be found in Appendix 5.

Now that everything is considered, the computation of the different MTB ratios per se is
rather straightforward. For each Stock Exchange, each year, each group (1 or 2) and each
industry, MTB is obtained through the division of market capitalization by equity. For the
listed firms of our sample, we take the value of MTB corresponding to the year before the
IPO (lagged value). To compute non-listed firms’ value of MTB (as non-listed firms don’t
have one per se), we took the average (on four years) of the MTB values found for
companies coming from the same industry, belonging to the same group, and listed in the

same country.

We can note that some results (e.g. Italian MTB values for some industries in group 2) are
surprisingly very high compared to other industries of the same group or to same
industries but at a different moment. This is mainly due to the fact that values are an
average and that for some cases, not many firms from the industry in question are listed,

making the overall value increase a lot if the MTB of one company is surprisingly big.
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e FAMILY

This variable was added mainly to test the hypothesis that family business and
entrepreneurs are less likely to go public. The argument of “overcoming the fear of going
public and lose control” use by the Belgian government is indeed mainly targeted to family
firms and entrepreneurs. Even if we don’t test this on Belgian firms, analysing French,

German and Italian companies can give further evidence of this consideration.

In this work, the variable “family” encompasses family business and firms own by the
original entrepreneur. We used the large definition of a family business: “A business
actively owned and/or managed by more than one member of the same family”
(Entrepreneur Europe, n.d.). Regarding the “entrepreneur” aspect, we simply look at the
people that created a new business (Investopedia, 2019c). We consider that those
entrepreneurs still have to be in control at the time of the analysis to be included in the

variable “family” as it is the fear of losing control that is at the basis of the variable.

The notion of control applied here is the one of “formal” control and not “effective”. It
means that were considered controlled by a family or an entrepreneur, only firms for
which such shareholders detained at least 50.1% of the voting shares. We can argument
than in many cases, 30% (for example) of the votes is enough to guarantee a certain
control, but for the sake of this analysis, it was easier to talk only in terms of total control.
That is why Medincell SA is considered as a non-family firm in our sample whereas one
family owns an important part of the firm (see Appendix 6). Regarding the control aspect,
we also look in terms of ultimate owner of the firm. It means that we can go back to the
different layers (in case of a pyramid structure for instance) and discover that a family
business run the holding company. In that case, and if the holding company had the formal
control of one firm in the sample, this firm was categorized as a family business. The
different aspects covered in our definition of family (and entrepreneurial) businesses are

detailed in Appendix 7.

To decide whether an IPO firm had an ownership structure that was considered as “family”
or not, we gathered information about the shareholding structure just before the IPO (e.g.
a few months before). Some companies (e.g. Abeo SA) have lost the control since the IPO

but were still considered as family business since family (or entrepreneurs) had still the
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control at the moment of the IPO. This is precisely at that moment that the ownership
structure can prevent one to go public by fear of losing control. Regarding firms that did
not make an IPO on the period, we simply took the ownership structure as of today®°. We
suppose indeed that without an IPO, the type of control didn’t change much during the

period of analysis.
e COUNTRY

Finally, this variable is our variable of analysis. We focus mainly on its link with the
probability of going public. As expressed before, this is a category variable that takes a
certain value if the firm is French, German or Italian (representing at the same time the

possibility to introduce loyalty shares in a company established in those countries).

% July 20109.
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The model is built using R. Once the database (see Appendix 8 for the final database used) and

the model are implemented, the programme gives us the following result:

Coefficients:

Estimate std.

{(Intercept) G.24072
sales -1.11982
Growth 0.94160
ROA -3.BBEES
MTE -0. 01407
Familyyes -1.54894
CountryFrance -0.89004
Countryitaly 1.10668
signif. codes: 0 f#ees?

Figure 3 : Coefficients of the first model

Error z value
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We observe that some variables (i.e. Growth, MTB) appear to be nonsignificant. We therefore

remove them from the model and running the new model gives us this new result:

Coefficients:

Estimate std.

{Intercept) 6.1525
sales -1.0777
ROA -3.9701
Familyyes -1.6334
CountryFrance -0,9474
CountryItaly 1.1381
Signif. codes: O "#%=’

Error z wvalue
1.7251 3.560
0.2995 -3.598
2.1098 -1.882
0.5750 -2.841
0.6996 -1.354
0.6398 1.779

0.001 “#=%" 0,01

Figure 4: Coefficients of the adjusted model
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From this new model, we have the impression that the variable “Country” is not significant.

There is however a statistical test designed to compare two models and its result implies that

a model without the variable “Country” is not acceptable. This variable has therefore an

impact and must be kept (see Appendix 9 for this supplementary test, included in the code

used for this analysis).

Before obtaining the final results, we still need to apply the correction on the intercept, which

has been described before and that allows us to deal with a rare event without introducing a
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bias in the model. By using formula (1), we find that the new intercept has a value of -

4.107627. The new and final model gives the following results:

Coefficients:

Estimate Std. Error z value Pr(:|z|)
(Intercept) -4.1876 1.7251 3.566 ©.880362 ===
Sales -1.8777 @.2995 -3.598 ©.880321 ***
ROA -3.97e1 2.1898 -1.882 ©.859869 .
FamilyYes -1.6334 @.5758 -2.841 @.ee4584 ==
CountryFrance -8.9474 B.6996 -1.354 8.175694
CountryItaly 1.1381 @8.6398 1.779 0.875271 .

Signif. codes: B == g gl ==’ g.@1 = B.@5 .7 8.1 * 7 1

Figure 5: Final coefficients

The entire code used for the implementation in R can be found in Appendix 9.

3.3. Interpretations

Different comments can be made from the last figure. We first notice that “Sales” and “ROA”
have a negative impact on the probability to go public. While this seems counter intuitive, it
might be explained by the sample itself. Indeed, we can see than in our database, a lot of non-
IPO companies are quite big (and could pretend to an IPO on the main markets of the Stock
Exchanges in question) while a significant number of IPO firms made their IPO on smaller
markets, such as Euronext Growth (France) and AIM (Italy), which shows that those firms are
smaller. In addition, a very limited number of firms present in the sample are small and it is
not uncommon that non-listed companies are bigger than listed ones, considering that going
public is a very rare event (Pagano et al., 1998). Overall, it is also important to remember that

the study object is the variable “country”.

Within the limits of this dataset, it can also be inferred that being a family business (or an
entrepreneur) decreases the probability to make an IPO, compared to the situation where the
company is not family owned. This result seems rather logical and might confirm the
statements predicting that families and entrepreneurs are the ones more likely to avoid going

public. Based on the following formula, the impact of being a family firm can be measured:
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n =B, + B, Sales + B, ROA + 35 FamilyYes + f3, CountryFrance + s Countryltaly

. exp(n)
P(IPO = 1) = ———= o ()

By only changing the value of “Family” from No to Yes and maintain all the other variables at
a similar value, we observe that a family business has five times less chance to go public than
a non-family one. In case the reader is interested, the example of this computation is also

provided in the code (Appendix 9).

Finally, regarding the variable that interests us the most (i.e. “Country”), here is what we can
say. Compared to being in Germany (and therefore having no possibility of loyalty shares),
being in France has a negative impact on the probability of going public (all other factors being
equal), while being in Italy has a positive impact (compared to Germany), all others factors
being equal.

As it was the case for the variable “Family”, this impact can also be quantified.

By using the same method as before, we find that being in France divides by 2.57 the
probability of going public compared to Germany. It reduces the probability of going public by
3.60471e-06 percentage points (still in the situation where Germany is taken as reference).
In the case of Italy, it multiplies by around three times the probability to go public, compared

to Germany (which represent an increase of 1.248646e-05 percentage points.
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3.4. Discussion

Based on the results, we could infer that the possibility to introduce loyalty shares in
companies of a country has indeed an impact on the probability of those companies to go
public. This impact, however, is extremely ambiguous since it is positive in Italy compared to
Germany, and negative in France compared to Germany. Understanding the reasons why the
impacts are different between France and lItaly is a difficult task and would require deeper

analyses.

If one can conclude that Belgium is closer to the situation of Italy than France (e.g. due to the
fact that both countries have recently implemented loyalty shares and broke up with a
tradition of “one share, one vote”), the positive impact of loyalty shares on Belgian IPOs
(compared to the German case®?) could be a receivable argument. It isimportant to remember
that our analysis studies the difference of impact between a country with no loyalty shares
and one with them. We are not looking at the absolute impacts of loyalty shares on the IPO of
companies from the same country before and after the introduction of those shares. This

would require an event study for instance.

In the case of France, it would be irrelevant as loyalty shares were first introduced in 1933 and
the economic situation has evolved too much since. For the situation of Italy, we could take
the number of Italian IPOs on the Borsa Italiana before 2015 (when loyalty shares were absent
of the economic landscape of the country) and compare it with the number of IPOs after 2015.
A better way to do it would be to take the ratio of IPOs compared to the total number of
companies respecting the conditions of listing but this kind of data being hard to find, a proxy
such as the absolute number of IPOs could be used, if we take the same period of time for
before and after the implementation of loyalty shares in Italy. Doing so, we observe that there
were 54 IPOs on Borsa Italiana during the period 2011-2014 and 104 during the period 2015-
2018 (see Appendix 10). Based solely on that number, we could think that loyalty shares in
Italy have a significant impact on the numbers of IPOs. However, one should be cautious with
this kind of interpretation. Indeed, the period 2011-2014 is probably still impacted by the
financial crisis of 2008 (at least during the beginning of the period) and this has a possible

impact on the numbers of companies going public at that moment. More importantly, the

%1 It would however be interesting to measure to which extent the cases of Belgium and Italy can be compared.
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market “AIM” on Borsa Italiana was created in 2012 and a significant number of IPOs in 2015-
2018 were on that specific segment. Therefore, another potential explanation could be that
for the period 2011-2014, AIM was not present or not developed enough to welcome a
considerable amount of small companies. In addition, by looking at Appendix 11, we see that
only 52 companies have introduced loyalty shares in their statutes so far (46 for the period
2015-2018). Among those companies, only 15% introduced loyalty shares before or at the
exact time as the IPO. The others were already listed when they authorized them. Finally, if
we compare to the 104 IPOs that took place between 2015 and 2018 on Borsa Italiana, only a
bit more than 7% did it with loyalty shares already voted in the provisions. We could argue
that some companies decide to vote those loyalty shares after the introduction on the public
market, and that knowing they can still do it later is an incentive enough to go public and
retain the control. However, they would still need a supermajority to vote for it and the power
dilution would have already taken place. We therefore don’t believe in the validity of that
argument. Overall, the observed percentage remains a nonsignificant one and there is a
considerable difference with France, where 36.5% of the pre Florange IPOs had loyalty shares
(Becht et al., 2018). This difference could be explained by the long presence of those shares

in France and the fact that it is now part of the corporate culture.

In other words, even if the impact of loyalty shares on the probability of IPO is positive in Italy
compared to the case of Germany, the absolute impact in Italy still remains to be
demonstrated as a very limited number of companies adopted loyalty shares and even a less
significant number of companies introduced loyalty shares at the moment of an IPO. In that
regard, Croci (ECGI Roundtables, 2018) concluded that at the time of his study there was no
evidence that loyalty shares were indeed introduced in companies to preserve family (or
entrepreneurial) control in times of external financing. This conclusion is still valid at the date
of today as we just demonstrated it. Based on those elements, one could conclude that the
second argument used by the Belgian government might also be quite wrong and will not be
translated into practice. However, it would require further analysis to know to which extent
Italy can be used to anticipate impacts of loyalty shares on Belgium (e.g. implication of the
State, economic aspects, importance of IPOs in the national economy, etc.). This is
unfortunately rather difficult to measure and would imply many studies exiting the scope of

the present work.
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3.5. Model limitations

On top of having to interpret the previous results with caution, several limits of the model

increase the care that has to be demonstrated when looking at the conclusions.

The main limitation of the model consists in the fact that this empirical attempt is a bit naive.
Indeed, apart from the “MTB” variable, we didn’t take countries’ economical specificities in
account, which definitely impacts the probability of going public. The German environment
for instance, might be different enough from the one of France and the negative impact of
loyalty shares in France compared to Germany could be linked to those specificities rather
than to the existence or not of loyalty shares. Another example of limitation regards the extent
to which we can assume that Italy is comparable to France and Germany. It is however very
difficult to capture such economical model differences in this statistical attempt. In addition,
we have only considered variables that were significant in Pagano et al. ‘s model, therefore
not considering other variables that could have become significant between 1998 and now.
We have also neglected ex-post determinants (of an IPO) which are generally used to
complete the models since some reasons to go public are found in characteristics displayed
by the firm after the IPO. It is however extremely difficult to compile one model gathering all
the determinants, and usually it requires to build different models to analyse ex-ante
characteristics and ex-post consequences (Pagano et al.,, 1998). Finally, we have only
considered the impact of loyalty shares but some other elements such as non-voting shares
(allowed in the three countries) might have a different usage in each country, therefore
resulting in a difference of impacts on IPOs. This, again, would have been very difficult to
capture. Overall, the reader can see why this model is not the most complete one and that

others factors non present in the model could influence the decision of going public.

From the explanations of how MTB have been computed, one can see other limitations. The
separation in two groups is not perfect and makes reality simpler than it is. MTB is probably
easier to use when only one country is analysed, and that different Stock Exchanges are not
“mixed”. It seemed however interesting to give a way to compare such variable on different
countries. This can maybe explain why MTB is not significant in our model, while it seems that

in reality, such variable has a considerable influence.
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Finally, even if the number of analysed companies is decent for a statistical test, one could
argue that the sample is relatively small and that some industries are not represented. This is
mainly due to the fact that the analysed period is relatively short, making the number of IPOs
during the period not very high. If we want a certain balance in the sample between IPO and
non-IPO firms, we are restricted in terms of number of companies that we integrate in the

database.
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Chapter 4: Further considerations

The sample used in our analysis include mainly firms that are relatively big. If we transfer these
firms in Belgium, they are for the majority admissible on Euronext Brussels but are too big to
be listed on secondary markets such as Euronext Brussels Growth and Access. The results
displayed by the model is therefore aimed at companies with already a significant size. It is
argued by the Belgian government that loyalty shares are also a way for small and medium
companies (mainly family firms) to go public, for example on the markets Growth and Access.

We should therefore have a look at this possibility.

While Euronext Brussels accounts for 154 companies, only 9 and 11 firms are listed on
Euronext Growth (Brussels) and Access respectively. Among those 9 and 11 firms, there are
still shares transactions for a very limited number of them. For the rest, there is almost no free
flow and it has been some years since the last transaction between shareholders. The failure
of those two segments on the Belgian Stock Exchange are mainly due to the fact that there
are many financing alternatives (in addition of self-financing) and SME’s will usually favour

those less constraining solutions, instead of doing an IPO.

Among those alternatives, we can cite those that finance companies by equity and those
which finance them by debts. In the first category, we find the 3F’s (for start-ups), i.e. friends,
family and fools; business angels, venture capital firms, private equity (which is usually the
private alternative of IPO but that can easily result in the loss of control for the owner),
corporate investors, crowd funding, etc. The main advantage of those solutions is that they
are less constraining in terms of administrative processes (no approval by FSMA®?, no auditing,
etc) and that firms remain private, and have therefore less accountability in terms of
transparency and reporting as well as no administrative fees linked to the Stock Exchange
(even if all of this is reduced for firms listed on Growth and Access). Regarding financing by
debts, the major alternatives are leasing and investment credit for the long-term, and straight

loan and factoring for the short-term.

92 Stands for “Financial Services and Markets Authority”.
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In addition of being easier ways of financial resources for small companies, there is no dilution

of control for some of those alternatives.

Since there is fewer dilution of control and less constraints, there is no particular reason to
anticipate an increased listing rate of small and medium Belgian companies based on the sole

fact that they can implement loyalty shares and that owners can retain more control.
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Conclusion

While the Belgian government mentioned two main reasons for the recent introduction of

loyalty shares in the Belgian listed companies, it appears that none of them is really justifiable.

From the literature and the previous researches that have already been carried out in France
and ltaly in particular, it is rather obvious that loyalty shares never helped on the matter of
short-termism. The argument of loyalty shares as a way to curb this current trend is therefore

clearly a wrong one.

Regarding the control dimension, we can expect that almost only family businesses (and
entrepreneurs) will implement such shares, which corresponds to the wish of the government.
This anticipation is drawn from the fact that it is primarily the owners of those types of
companies that show a stronger fear of losing control and a strong desire to lock it in. This was
also confirmed by different studies that took place in France and Italy. As Belgium is a country
presenting a considerable number of family firms, the usage of those shares might
theoretically be significant. However, the strong opposition displayed by institutional
shareholders and their willingness to negotiate with corporations in order to remain in a
system of “one share, one vote” will probably decrease the potential number of companies
implementing loyalty shares. In addition, it is key to remember that those shares are only
available to listed or IPO companies. When introducing loyalty shares in the corporate
landscape, the Belgian legislator forecasted an increase in the number of IPOs made on the
national Stock Exchange. However, through our statistical model, it seems that the impact on
IPOs is quite ambiguous since it can be interpreted as positive compared to Germany (a
country without loyalty shares) in the case of Italy and negative in the case of France. We
could argue that since Italy recently introduced loyalty shares (unlike France for whom such
shares were introduced decades ago), Euronext Brussels is expected to welcome more IPOs in
the coming years. Though, by looking at the Italian companies that have already authorized
loyalty shares in their statutes, we realize that a very limited number of firms went for it and
that a considerably small part of them implemented loyalty shares as a way to lock-in control
prior to an IPO. Most of the Italian firms having voted in the favour of loyalty shares were
indeed already listed for a certain number of years. In addition, while secondary markets of

Borsa Italiana have met a certain success, this is not the case at all for Euronext Access and
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Growth Brussels. We therefore don’t expect small firms to go public on those markets just
because of the possibility to introduce loyalty shares. We have indeed briefly covered that
many other alternatives for financing exist and that they are less constraining and can result
in fewer control dilution. Those observations suggest that only companies of significant size
can potentially be impacted (in a way that is yet to be demonstrated) by the introduction of

loyalty shares in Belgium.
Overall, we don’t really expect those shares to have a significant impact in this country.

Still, it will be interesting to look at the developments of such shares in Belgium and time will
tell us to which extent our predictions are accurate. Similarly, it would be good to keep an eye
on the Italian case in order to see if loyalty shares keep having a small impact or if this non-
success is only due to their recent introduction and that they will encounter big success in the
future. A dramatic change in the Italian case would obviously question our predictions for
Belgium, but we are pretty confident that the impact in this country will not be significant for
the following years. Understanding to which extent we can compare Belgium and Italy
regarding this aspect of corporate governance would be beneficial to further interpretations
based on the observations made in Italy. In the future, it would also be worth analysing the
determinants of loyalty shares in Belgian companies. Once (and if) the sample of Belgian
companies having such shares is bigger, it would be interesting to see if the actual
implementation is only linked to the family aspect of the company (like in Italy currently) or if
other factors intervene. With time, one could also analyse the case of Belgian loyalty shares
as a takeover mechanism and how they are implemented in practice in most of the Belgian
firms (e.g. the usual period of loyalty that is decided before granting such shares, etc.). The
impacts of loyalty shares on transparency and communication have been left out from this
work but it would also be useful to have a better understanding of their impact on those

corporate matters.

Finally, it would be valuable to look for other solutions to the current problem of shareholders
short-termism. Since loyalty shares are obviously not one, we could think of some mechanisms
granting both additional voting power and extra dividends. They would potentially have a
better impact on short-termism than extra voting shares alone. Loyalty warrants, such as
analysed by Bolton and Samama or introduced in some French companies would deserve

further attention.
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Finally, loyalty shares have been on the agenda on European Commission twice and they are
very interested in them. Italy, Belgium, and Spain shortly after have recently implemented
loyalty shares, and with France and The Netherlands, they are among the first adopters of
them in the European Union. If we take a step back and consider the previous elements with
a critical mind, we can wonder to what extent Belgium has introduced such shares with the
disguised purpose of being seen as a “good student” within the EU. The goal of the new Code
of Companies and Associations is mainly to give a second breath to the Belgian economy, and
attract foreign investors and corporations. Overall, we have the right to wonder “What if
loyalty shares haven’t been introduced to solve some potential issues of the Belgian economic
landscape, but more to serve as a marketing tool demonstrating somehow that Belgium can

also be “innovative” in term of Company Law and Corporate Governance?”.
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Appendices

Appendix 1 — Brief comments on dual-class shares

In short, dual class shares are a specific type of shares issued by a listed company and that
consist in two different classes of stocks (Class A and B)®3. These two classes differ in terms of
voting rights, or dividends allocated to them. In practice, one class with limited (or even none
in the most extreme case) voting power is offered to the general public while the other class
with more voting power is retained by company founders, executives, family, etc
(Investopedia, 2019b). The aim is to allow founders or family businesses to maintain the
control of the company while going public and access more capital. In many cases, dual-class
structures allow controllers to lock control with a small or a tiny percentage of the equity.
Such controlling shareholders are usually referred as “controlling minority shareholder”.
Depending on the equity hold by the controlling shareholder, he/she can be referred as “small-
minority controller”, “very-small-minority controller” or “tiny-minority controller” (Bebchuk
& Kastiel, 2018). The characteristic of those shareholders is that they lack both the
responsibility of performing well (in which situation a manager of a dispersed ownership
company would be removed by the other shareholders) and the financial incentives to adopt
actions with a positive effect on the total value of the firm (or market capitalization)®*

(Bebchuk & Kastiel, 2018).

One of the most common mechanisms used in a dual-class structure is the “large ratio of
high/low votes” that we have actually already explained in the definition of dual-class shares.
A second one is the “hardwriting for votes or directors”. In the case of an hardwriting for votes,
the controller holds shares with preferential rights that allow him to decide on specific
governance matters. As long as he holds such shares, the controller will hold the right to a
fixed percentage of votes, no matter how small his equity stake become. When it come to
hardwriting for directors, the controller, by holding special class of shares, will be entitled to

elect a majority of directors at the board, while the other shareholders will elect the minority

9 |n the case of a dual-class shares. Multiple-class shares also exist and more than two different types of shares
are then created and issued.

9 Which would be the case if the controlling shareholder bears the ultimate risk, i.e. owning a majority of the
equity.
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ones. In this case as well, the controlling shareholder can have the control over the company
(through the directors this time) with a small equity stake. The third common mechanism is
the nonvoting shares that can be seen as even more extreme than the two previous ones.
Other mechanisms such as the conversion of high vote shares into low votes shares (when the
controlling shareholder sells a part of his shares in order to dilute his power at a slower pace,
or when a pre-IPO shareholder that is not the controller sell his shares, e.g. hedge fund), the
introduction of midstream governance arrangements (which enables further reduction in

controller’s financial risk), post-IPO voting agreements, etc.
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Appendix 2 - Dual-class shares VS Loyalty shares

After reading Appendix 1, the reader will notice that loyalty shares and dual-class shares
present some similarities. In the previous sections, we briefly mentioned that loyalty shares
were a less controversial alternative than dual-class shares. In this small section, we will come
back on that (by briefly tackling advantages and disadvantages of those shares) and we will
give some explanations of why dual-class shares, despite being highly interesting and at the

heart of many debates (notably in the U.S.%), will not be further detailed in the present work.

Overall, advantages of those shares regard the easy way to get the full control of the company
and to resist pressure from short-termist investors, as they will have a significantly low voting
power (Condon, 2018). This enables the controller to better plan and act in the long-term,
which can potentially provide superior returns, which would benefit to every stakeholder.
Indeed, by avoiding the short-term shareholders’ wishes that would result in a short-term
increase of the stock price, controlling shareholders have more abilities to implement actions

that will create long-term value (Berger et al., 2017).

As it was the case with loyalty shares and other debates about corporate governance in
general, advantages can also be turned into disadvantages by the opponents of such
mechanism. According to them, dual-class shares will result in poor long-term economic
returns and will prevent poorly performing controllers from being removed, as they control
the votes. Agency costs are then increased, and the controller will extract private benefits at

the expenses of shareholders and the company’s best interest.

The reader will note that those advantages and disadvantages are very similar to the ones
described for loyalty shares. The difference is that dual-class shares go one step further. We
are indeed talking about maintaining control with a financial stake of a few percents only,
which makes the advantages and disadvantages more extreme than in the case of loyalty
shares. Bebchuk and Kastiel (2018) show indeed that distortions around a wide range of
corporate decisions (e.g. allocation of opportunities and talents, decisions whether to remain

CEO, choices of strategy, responses to acquisition offers, etc.) are expected to result from such

% 1t is to note that on top of being at the centre of many debates in the U.S., dual-class shares are increasingly
used by IPO companies: 22% of the companies listed on U.S. stock exchanges in 2017 featured such type of
shares, against 14% in 2015 and 1% only in 2005 (Berger et al., 2017; Bebchuk & Kastiel, 2018).
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shares. Big governance costs are assimilated to minority-controlling shareholders. Those costs
are bigger and bigger for shareholders in control with less and less equity (i.e. if they come
small-minority controllers, very-small-minority controllers, tiny-minority controllers, etc.).
They are indeed even more inclined to take actions in their own interests rather than for the
other shareholders, extracting an important part of the private benefits. Agency problems are
therefore increased with the wedge, which results in value reducing choices that benefit only

the controller.

Coming back on the poor economic returns that opponents to dual-class shares assign to
them, it has been proven by Bebchuk and Kastiel (2017) that potential positive effects of dual-
class shares diminish over time and that costs of agency increase, which makes the dual-class
structure negative in many cases. As explained before, this is mainly due to the fact that
controlling shareholders tend to reduce their equity stake in the company while retaining
control, which creates more misalignment between him and the other shareholders. In
addition, those controlling shareholders have a tendency not to dismantle a dual-class
structure that became inefficient because it would cost them an important part of their
previous private benefits whereas efficiency gains related to the new structure would be
shared among all the shareholders and the public investors. Other reasons are mentioned in
the article of Bebchuk and Kastiel (2017) but we will not cover them here. In the light of this
study, Bebchuk and Kastiel propose a solution under the form of a sunset provision that would
make the dual-class structure expire after a certain number of years. Should the structure be
still efficient at the time of the provision, it could be voted by the shareholders to extend its

duration.

The case of loyalty shares is not going this far but some preconize to be observant and careful
(ECGI Roundtables, 2018). However, as mentioned before, Becht et al. (2018) found that for

the case of France, companies’ value was not negatively impacted by loyalty voting rights.

Finally, dual-class structures are allowed in Europe and the argument of wishing to remain in
“full” control for the long-term perspectives of the business is an argument used also by
continent Europe family businesses that use such structure®®. However, an increased number

of companies from continental Europe displays a trend of unifying the shares into a single

% https://www.ft.com/content/e18a6138-2b49-11e3-alb7-00144feab7de
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class®” and exit the dual-class structure (Huang, 2017). Moreover, multiple voting shares are
not present in French listed companies and nonvoting shares are almost unused in France
since 2004 (Davignon, 2016). In Belgium as well, multiple voting rights are prohibited in listed
companies and nonvoting shares’ uses are very limited (nonvoting shares without dividends
are forbidden). On this regard, there were even thoughts that such form of shares would be
forbidden in the new Belgian Code of Companies and Associations. In Italy as well, a very small
number of listed firms have adopted such voting rights structures (Shearman & Sterling et al.,
2007). Overall, the fact that dual-class or multiple-class shares, allowing different and multiple
voting rights, are badly perceived for listed companies will result in a very limited usage of

them in the recent future of our countries.

In conclusion, while advantages and disadvantages of dual-class shares are similar to the ones
of loyalty shares, they are going a few steps further (especially in terms of potential agency
costs, of control with a smaller equity stake and in the debate around short-termism). For the
reasons mentioned by Bebchuk and Kastiel (2017), it seems that such shares are not long-term
solutions. Compared to loyalty shares, dual-class shares respect less shareholder’s equality®®
and are less transparent®, which is a point that rise more and more interest nowadays in
current corporate governance models. Finally, dual-class shares in general are not commonly
used by continental Europe countries. All these reasons explain why we decided not to focus

anymore on such shares.

9 |t is important to keep in mind that loyalty shares differ from dual-class shares in the sense that they do not
create another type of class and can be therefore be considered as a single class of shares.

%8 As loyalty shares allow a controlling shareholder to have a long-term vision without necessarily punishing the
other shareholders (i.e. the ones that are more interested in trading) since they will still have meaningful voices
(Berger et al., 2017).

% The total voting power of controlling shareholder is usually not well known by the rest of the stakeholders.
This is problematic as transparency should be increased for situations where decisions are taken by someone
who doesn’t bear considerable financial risks.
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Appendix 3 — Summary of the number of IPOs per country of
analysis

Germany - France - ) Italy - Borsa ltaliana
Frankfurt Stock  |Euronext Paris™®
2015 23 32 27
2016 11 16 14
2017 13 15 32
2018 17 18 31
Total for the focus period b4 81 104

*including Growth and Access

Sources:

- IPO Watch Europe 2018 (PWC, 2019)
- IPO Watch Europe 2017 (PWC, 2018)
- IPO Watch Europe 2015 (PWC, 2016)



Appendix 4 — MTB'% per country, group, and industry

Germany

Average P/B per industry for Group n®1 in 2017

New Classification - |Average P/IB

A - Agriculture, forestry, and fishing 27319
B - Mining and quarrying 1.7406
C1- Production of consumer goods 2.3507
C2- Refining 23713
C3- Chemical industry and metallurgy 2.9186
C4- Manufacturing of electrical equipment 3.5510
C5- Manufacturing of machines and transport material 2.3986
C6- Other manufacturing 31103
D - Electricity, gas, steam and air conditioning supply 1.6363
E - Water supply, sewerage, waste management and remediation activities 41140
F - Construction 1.9610
5 - Wholesale and retail trade; repair of motor vehicles and motorcycles 24491
H - Transportation and storage 1.8206
| - Accommaodation and food senvice activities 2.6278
J - Information and communication 3.8708
K - Financial and insurance activities 1.9157
L - Real estate activities 1.9811
M - Professional, scientific and technical activities 22512
M - Administrative and support senvice activities 4.0899
2 - Human health and social work activities 22023
R - Arts, entertainment and recreation 7.2693
S - Other senvice activities 1.0327
Average P/B per industry for Group n°2 in 2017

New Classification - | Average P/IB

A - Agriculture, forestry, and fishing 1.2312
C1- Production of consumer goods 1.3891
C3- Chemical industry and metallurgy 12.3893
C4- Manufacturing of electrical equipment 51659
C5- Manufacturing of machines and transport material 1.5871
CB- Other manufacturing 0.4185
G - Wholesale and retail trade; repair of motor vehicles and motorcycles 71764
J - Information and communication 9.6158
K. - Financial and insurance activities 3.2606
L - Real estate activities 2.0993
M - Professional, scientific and technical activities 11.4922
M - Administrative and support service activities 4 5023
F. - Arts, entertainment and recreation 4 2560
5 - Other service activities 1.2132

100 “MTB” and “PTB” can be interchanged, hence the “P/B” column on the different tables
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Average P/B per industry for Group n*1 in 2016

New Classification

- |Average P/B

A - Agriculture, forestry, and fishing 28323
B - Mining and quarrying 1.7199
C1- Production of consumer goods 1.6988
CZ- Refining 2.3002
C3- Chemical industry and metallurgy 2.8158
C4- Manufacturing of electrical equipment 2. 8804
C5- Manufacturing of machines and transport material 1.6088
CB- Other manufacturing 2 3463
D - Electricity, gas. steam and air conditioning supply 2.3971
E - Water supply, sewerage, waste management and remediation activities 3.4851
F - Construction 2.0516
5 - Wholesale and retail trade; repair of motor vehicles and motorcycles 2.3933
H - Transportation and storage 1.4198
| - Accommodation and food service activities 0.7702
J - Information and communication 3. 1188
k. - Financial and insurance activities 1.6413
L - Real estate activities 1.86732
M - Prafessional, scientific and technical activities 1.8932
M - Administrative and support semnvice activities 3.8438
@ - Human health and social work activities 2.2460
R - Arts, entertainment and recreation 6.2887
S - Other senvice activities 1.0287

Average P/B per industry for Group n"2 in 2016

New Classification

A - Agriculture, forestry, and fishing

C1- Production of consumer goods

C3- Chemical industry and metallurgy

C4- Manufacturing of electrical equipment

C5- Manufacturing of machines and transport material
C6- Other manufacturing

5 - Wholesale and retail trade; repair of motor vehicles and motorcycles
J - Information and communication

K - Financial and insurance activities

L - Real estate activities

M - Professional, scientific and technical activities

M - Administrative and support service activities

R - Arts, entertainment and recreation

S - Other semvice activities

- | Average P/B
1.3553
24704
3.1999
3.0770
1.7954
4.0955
8.6025
5.8903
7.7055
24066

10.2654
3.2563
4 7487
0.8697



Average P/B per industry for Group n®1 in 2015

New Classification - | Average P/IB

A - Agriculture, forestry, and fishing 2.6401
B - Mining and quarrying 1.4842
C1- Production of consumer goods 1.7285
C2- Refining 2.85594
C3- Chemical industry and metallurgy 2.3982
C4- Manufacturing of electrical equipment 2.9255
C5- Manufacturing of machines and transport material 1.6998
C6- Other manufacturing 2.0998
O - Electricity, gas, steam and air conditioning supply 1.9169
E - Water supply, sewerage, waste management and remediation activities 2.9955
F - Construction 1.8191
G - Wholesale and retail trade; repair of motor vehicles and motorcycles 25154
H - Transportation and storage 1.2497
| - Accommodation and food service activities 0.5784
J - Information and communication 3.3615
K - Financial and insurance activities 1.6028
L - Real estate activities 1.9723
M - Professional, scientific and technical activities 2.0623
M - Administrative and support service activities 3.9016
@ - Human health and social work activities 14312
R - Arts, entertainment and recreation 54110
S - Other senice activities 1.0735

Average P/B per industry for Group n"2 in 2015

New Classification - |Average P/IB

A - Agriculture, forestry, and fishing 1.2975
C1- Production of consumer goods 1.6927
C3- Chemical industry and metallurgy 43547
C4- Manufacturing of electrical equipment 3.7562
C5- Manufacturing of machines and transport material 2.1993
= - Wholesale and retail trade; repair of motor vehicles and motorcycles 3.1255
J - Information and communication 8.6382
K - Financial and insurance activities 41163
L - Real estate activities 3.3707
M - Professional, scientific and technical actiities 1.7750
M - Administrative and support service activities 28115
@ - Human health and social work activities 0.8153
K - Arts, entertainment and recreation 4.8190
S - Other senvice activities 0.9090



Average P/B per industry for Group n®1 in 2014

New Classification - |Average P/IB

A - Agriculture, forestry, and fishing 2.6710
B - Mining and quarrying 1.3323
C1- Production of consumer goods 1.7850
C2- Refining 2.531
C3- Chemical industry and metallurgy 21290
C4- Manufacturing of electrical equipment 2.3165
C5- Manufacturing of machines and transport material 1.6109
CB- Other manufacturing 1.6294
D - Electricity, gas, steam and air conditioning supply 1.5753
E - Water supply, sewerage, waste management and remediation actiities 2.7462
F - Construction 14737
= - Wholesale and retail trade; repair of motor vehicles and motorcycles 2.1801
H - Transportation and storage 1.7100
| - Accommodation and food service activities 0.6199
J - Information and communication 27055
K - Financial and insurance activities 1.3640
L - Real estate activities 1.3963
M - Professional, scientific and technical actiities 21464
M - Administrative and support service activities 3.3639
2 - Human health and social work activities 1.2270
K - Arts, entertainment and recreation 4.4544
S - Other senvice activities 0.9914

Average P/B per industry for Group n®2 in 2014

New Classification - |Average P/B

A - Agriculture, forestry, and fishing 1.2966
C1- Production of consumer goods 1.8422
C3- Chemical industry and metallurgy 6.5916
C4- Manufacturing of electrical equipment 2 6406
C5- Manufacturing of machines and transport material 14134
5 - Wholesale and retail trade; repair of motor vehicles and motorcycles 1.6520
J - Information and communication h.4781
K - Financial and insurance activities 27387
L - Real estate activities 29721
M - Prafessional, scientific and technical activities 1.6319
M - Administrative and support semnvice activities 2.3051
(1 - Human health and social work activities 0.8299
R - Arts, entertainment and recreation 3.68048
3 - Other semnvice activities 1.0197



93.

Francel0!

Average P/B per industry for Group n®1 in 2017

Nouvelle classification - | Moyenne de P/IB

A - Agriculture, sylviculture et péche 0.8455
B - Industries extractives 08708
C1- Production de biens de consommation 1.5152
C3- Industrie chimigue et métallurgie 24525
C4- Fabrication d'appareils électriques 1.9200
C5- Fabrication de machines et matériel de transport 21030
CB- Autres fabrications 1.3773
D - Production et distribution d'électricité, de gaz, de vapeur et d'air conditionné 1.2706
E - Production et distribution d'eau; assainissement, gestion des déchets et dépo 1.1314
F - Construction 1.4242
5 - Commerce; réparation d'automobiles et de motocycles 1.3359
H - Transports et entreposage 1.7949
| - Heébergement et restauration 24962
J - Information et communication 21773
K - Activités financiéres et d'assurance 1.0016
L - Activités immobiliéres 0.9666
M - Activités spécialisées, scientifiques et technigues 2.0030
M - Activités de services administratifs et de soutien 1.8222
O - Administration publique 7.68099
F - Enseignement 1.2815
(1 - Santé humaine et action sociale 1.8687
R - Arts, spectacles et activités récréatives 0.8495
S - Autres activités de senices 1.3873

101 Exceptionally, information will be displayed in French (due to the downloading setting of the database from
which information and computations are extracted)
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Nouvelle classification - | Moyenne de P/B

A - Agriculture, sylviculture et péche

B - Industries extractives

C1- Production de biens de consommation

C3- Industrie chimigue et métallurgie

C4- Fabrication d'appareils électrigues

Ch- Fabrication de machines et matériel de transport

CB- Autres fabrications

D - Production et distribution d'électricité, de gaz. de vapeur et d'air conditionné
F - Construction

G - Commerce; réparation d'automobiles et de motocycles
H - Transports et entreposage

| - Hébergement et restauration

J - Information et communication

K. - Activités financiéres et d'assurance

L - Activités immaobiliéres

M - Activités spécialisées, scientifigues et technigues

M - Activités de senices administratifs et de soutien

(2 - Santé humaine et action sociale

F. - Arts, spectacles et activités récréatives

Average P/B per industry for Group n*1 in 2016

Nouvelle classification

A - Agriculture, sylviculture et péche

B - Industries extractives

C1- Production de biens de consommation

C3- Industrie chimigue et métallurgie

C4- Fabrication d'appareils électriques

C5- Fabrication de machines et matériel de transport

CB- Autres fabrications

D - Production et distribution d'électricité, de gaz, de vapeur et d'air conditionné
E - Production et distribution d'eau; assainissement, gestion des déchets et dépollution
F - Construction

5 - Commerce; réparation d'automobiles et de motocycles
H - Transports et entreposage

| - Hébergement et restauration

J - Information et communication

K - Activités financiéres et d'assurance

L - Activités immabiliéres

M - Activités spécialisées, scientifiques et techniques

M - Activités de services administratifs et de soutien

O - Administration publigue

P - Enseignement

(2 - Santé humaine et action sociale

R - Arts, spectacles et activités récréatives

S - Autres activités de semnices

1.3179
0.6405
1.9407
4 6265
8.3910
3.2231
3.0240
0.9012
12.0152
3.3335
5.4420
2.0470
33110
1.9521
24138
1.6724
26686
6.1039
5.3954

Moyenne de P/B
1.0254
1.0645
1.8370
2630
25029
20508
1.6567
1.56345
1.2097
1.9631
1.5899
1.9810
27164
4.0583
0.8881
1.0747
24400
2.32M
9.9429
24802
27739
0.8874
1.6973



Average P/B per industry for Group n°2 in 2016

Nouvelle classification

A - Agriculture, sylviculture et péche

B - Industries extractives

C1- Production de biens de consommation

C3- Industrie chimigue et métallurgie

C4- Fabrication d'appareils électriques

C5- Fabrication de machines et matériel de transport

CB- Autres fabrications

D - Production et distribution d'électricité, de gaz, de vapeur et d'air conditionng
E - Production et distribution d'eau; assainissement, gestion des déchets et dépollution
F - Construction

G - Commerce; réparation d'automobiles et de motocycles
H - Transports et entreposage

| - HEbergement et restauration

J - Information et communication

K - Activités financiéres et d'assurance

L - Activités immaobiliéres

M - Activités specialisées, scientifigues et technigues

M - Activités de services administratifs et de soutien

O - Administration publique

P - Enseignement

(2 - Santé humaine et action sociale

R - Arts, spectacles et activités récréatives

95.

~ | Moyenne de P/B
1.3670
1.7313

17.4935
6.6625
23.2424
57603
8.0024
1.5510
38914
3.9255
46337
3.9477
1.6398
7.2998
7.9643
44536
3.6305
5.0473
0.6885
20774
3.8023
27.8957



96.

Average P/B per industry for Group n*1 in 2015

Nouvelle classification ~  Moyenne de P/B
A - Agriculture, sylviculture et péche 0.8658
B - Industries extractives 0.9380
C1- Production de biens de consommation 1.6236
C3- Industrie chimigue et métallurgie 2.9126
C4- Fabrication d'appareils électrigues 2.3145
C5- Fabrication de machines et matériel de transport 1.7892
CB- Autres fabrications 1.6660
D - Production et distribution d'électricité, de gaz, de vapeur et d'air conditionné 1.0966
E - Production et distribution d'eau; assainissement, gestion des déchets et dépollution 1.0357
F - Construction 22032
G - Commerce; réparation d'automobiles et de motocycles 1.4071
H - Transports et entreposage 1.6789
| - HEbergement et restauration 1.9368
J - Information et communication 23213
K - Activités financiéres et d'assurance 0.7943
L - Activités immaobiliéres 1.0263
M - Activités spécialisées, scientifiques et technigues 1.9733
M - Activités de services administratifs et de soutien 22493
O - Administration publigue 6.5487
P - Enseignement 1.6109
(2 - Santé humaine et action sociale 20144
R - Arts, spectacles et activités récréatives 0.8756
S - Autres activités de senices 1.4160

Average P/B per industry for Group n°2 in 2015

Nouvelle classification - | Moyenne de P/B
A - Agriculture, sylviculture et péche 1.4002
B - Industries extractives 0.5294
C1- Production de biens de consommation 3.6526
C3- Industrie chimigue et métallurgie 6.2827
C4- Fabrication d'appareils électriques 6.3890
C5- Fabrication de machines et matériel de transport 5.0040
CB- Autres fabrications 16.2634
D - Production et distribution d'électricité, de gaz, de vapeur et d'air conditionng 24 2504
E - Production et distribution d'eau; assainissement, gestion des déchets et dépollution 3.8749
F - Construction 0.9562
5 - Commerce; réparation d'automaobiles et de motocycles 16.3369
H - Transports et entreposage 4.0855
| - Hébergement et restauration 1.6313
J - Infarmation et communication 43915
K - Activités financiéres et d'assurance 13.0790
L - Activités immobiliéres 5.0502
M - Activités spécialisées, scientifiques et techniques 525932
M - Activités de services administratifs et de soutien 6.2985
O - Administration publique 0.7306
P - Enseignement 1.8787
(1 - Santé humaine et action sociale 5.9376

R - Arts, spectacles et activités récréatives 8.3369



Average P/B per industry for Group n®1 in 2014

Nouvelle classification

A - Agriculture, sylviculture et péche

B - Industries extractives

C1- Production de biens de consommation

C3- Industrie chimigue et métallurgie

C4- Fabrication d'appareils électriqgues

C5- Fabrication de machines et matériel de transport

C6- Autres fabrications

D - Production et distribution d'électricité, de gaz, de vapeur et d'air conditionné
E - Production et distribution d'eau; assainissement, gestion des déchets et dépollution
F - Construction

5 - Commerce; réparation d'automobiles et de maotocycles
H - Transports et entreposage

| - Hébergement et restauration

J - Information et communication

K - Activités financiéres et d'assurance

L - Activités immobiliéres

M - Activités spécialisées, scientifigues et technigues

M - Activités de sernvices administratifs et de soutien

0 - Administration publigue

(2 - Santé humaine et action sociale

R - Arts, spectacles et activités recréatives

S - Autres activités de senvices

Average P/B per industry for Group n°2 in 2014

Nouvelle classification

A - Agriculture, sylviculture et péche

B - Industries extractives

C1- Production de biens de consommation

C3- Industrie chimigue et métallurgie

C4- Fabrication d'appareils électriques

C5- Fabrication de machines et matériel de transport

CB- Autres fabrications

D - Production et distribution délectricité, de gaz, de vapeur et d'air conditionné
E - Production et distribution d'eau; assainissement, gestion des déchets et dépollution
F - Construction

G - Commerce; réparation d'automobiles et de motocycles
H - Transports et entreposage

| - Hébergement et restauration

J - Information et communication

K. - Activités financiéres et d'assurance

L - Activités immaobiliéres

M - Activités spéecialisées, scientifigues et technigues

M - Activités de senices administratifs et de soutien

O - Administration publique

P - Enseignement

(2 - Santé humaine et action sociale

R - Arts, spectacles et activités recréatives

S - Autres activités de services

97.

* Moyenne de P/IB

1.2345
0.9527
2.1456
2.5029
3.0248
1.7823
3.9303
1.2327
12201
1.8624
1.2919
1.9973
2.0552
2.5472
1.2430
1.0725
1.9130
3.5315
7.2253
21424
0.5469
1.0231

*  Moyenne de P/B

0.75445
0.7475
1.4220
4.1934
527238
2.6052
2.3616
9.4897
9.9801
3.1001
5.8790
4 4962
1.5022
3.4086
1.3186
1.3144
3.7961
26797
0.65929
1.6613
2 8682
349591
1.3612
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Average P/B per industry for Group n"1 in 2017

New classification

A - Agriculture, forestry and fishing

B - Mining and quarrying

C1- Production of consumer goods

C2- Refining

C3- Chemical industry and metallurgy

C4- Manufacturing of electrical equipment

C5- Manufacturing of machines and transport material
CB- Other manufacturing

D - Electricity, gas, steam and air conditioning supply

E - Water supply; sewerage, waste management and remediation activities

F - Construction

G - Wholesale and retail trade; repair of motor vehicles and motorcycles
H - Transportation and storage

| - Accommodation and food service activities

J - Information and communication

k. - Financial and insurance activities

L - Real estate activities

M - Professional, scientific and technical activities

M - Administrative and support service activities

O - Public administration and defence; compulsory secial security
2 - Human health and social work activities

R - Arts, entertainment and recreation

S - Other service activities

Average P/B per industry for Group n°"2 in 2017

New classification

C1- Production of consumer goods

C3- Chemical industry and metallurgy

C4- Manufacturing of electrical equipment

Ch- Manufacturing of machines and transport material
CB- Other manufacturing

D - Electricity, gas, steam and air conditioning supply
G - Wholesale and retail trade; repair of motor vehicles and motorcycles
H - Transportation and storage

J - Information and communication

K - Financial and insurance activities

L - Real estate activities

M - Professional, scientific and technical activities

M - Administrative and support senvice activities

P - Education

(2 - Human health and social work activities

F - Arts, entertainment and recreation

S - Other senvice activities

Average P/IB

0.9812
0.9399
2.0725
1.1858
31812
24878
24273
2781
1.5585
1.5047
0.7783
2.1861
1.7276
2.7403
2.3843
1.5152
0.9905
2.5043
2.6597
2.1268
0.9364
49677
1.8558

Average P/IB
1.1544
3.5044
§.7202
265885
4 6975
8.9993
2.4883
3.4736
5.1850
3.2325
1.5672
3.0532
1.0173
2.2941
4.7404
2.2849
7.6477



Average P/B per industry for Group n"1 in 2016

New classification

B - Mining and quarrying

C1- Production of consumer goods

C2- Refining

C3- Chemical industry and metallurgy

C4- Manufacturing of electrical equipment

C5- Manufacturing of machines and transport material
CB- Other manufacturing

D - Electricity, gas, steam and air conditioning supply

E - Water supply; sewerage, waste management and remediation activities

F - Construction

G - Wholesale and retail trade; repair of motor vehicles and motorcycles
H - Transportation and storage

| - Accommodation and food service activities

J - Information and communication

k. - Financial and insurance activities

L - Real estate activities

M - Professional, scientific and technical activities

M - Administrative and support service activities

O - Public administration and defence; compulsory secial security
2 - Human health and social work activities

R - Arts, entertainment and recreation

S - Other service activities

Average P/B per industry for Group n®2 in 2016

New classification

C1- Production of consumer goods

C3- Chemical industry and metallurgy

C4- Manufacturing of electrical equipment

CB- Other manufacturing

D - Electricity, gas, steam and air conditioning supply
5 - Wholesale and retail trade; repair of motor vehicles and motorcycles
J - Information and communication

K - Financial and insurance activities

L - Real estate activities

M - Professional, scientific and technical activities

M - Administrative and support senvice activities

R - Arts, entertainment and recreation

5 - Other semvice activities

Average P/B
1.0831
1.8667
1.0860
2.7189
1.7260
1.9112
2.2220
1.2221
0.8262
0.6846
1.500%
1.3090
1.9048
1.7730
1.274%
1.0712
2.1051
0.8197
1.9280
1.3621
2.7899
1.3434

Average P/IB
1.0528
43551
5.1845
3.251
6.0266
2.60a7
1.9973
2.3465
17723
2.5047
1.2667
41777
1.4868



Average P/B per industry for Group n®1 in 2015

New classification

B - Mining and quarrying

C1- Production of consumer goods

C2- Refining

C3- Chemical industry and metallurgy

C4- Manufacturing of electrical equipment

C5- Manufacturing of machines and transport matenal

C6- Other manufacturing

D - Electricity, gas, steam and air conditioning supply

E - Water supply; sewerage, waste management and remediation activities
F - Construction

5 - Wholesale and retail trade; repair of motor vehicles and motorcycles
H - Transportation and storage

| - Accommodation and food senice activities

J - Information and communication

K - Financial and insurance activities

L - Real estate activities

M - Professional, scientific and technical activities

M - Administrative and support service activities

0 - Public administration and defence; compulsory social security
R - Arts, entertainment and recreation

S - Other semvice activities

Average P/B per industry for Group n"2 in 2015

New classification

C1- Production of consumer goods

C3- Chemical industry and metallurgy

C4- Manufacturing of electrical equipment

C5- Manufacturing of machines and transport material
C6- Other manufacturing

D - Electricity, gas, steam and air conditioning supply
= - Wholesale and retail trade; repair of motor vehicles and motaorcycles
J - Information and communication

K - Financial and insurance activities

L - Real estate activities

M - Professional, scientific and technical activities

M - Administrative and support senvice activities

Average P/B
0.9369
21497
1.2535
2.3994
1.8884
2.1850
21260
1.3183
0.9555
0.5694
1.8966
1.3129
21308
2.0078
1.4285
1.0897
3.4098
1.0326
26398
3.1882
1.1695

Average P/IB

3.0262
32712
8.9206
11.3558
4 5103
6.5584
1051947
8.8395
57T
1579
12.8796
1.0853

100.



Average P/B per industry for Group n"1 in 2014

New classification

B - Mining and guarrying

C1- Production of consumer goods

C2- Refining

C3- Chemical industry and metallurgy

C4- Manufacturing of electrical equipment

C5- Manufacturing of machines and transport material

C6- Other manufacturing

O - Electricity, gas, steam and air conditioning supply

E - Water supply; sewerage, waste management and remediation activities
F - Construction

5 - Wholesale and retail trade; repair of motor vehicles and motorcycles
H - Transportation and storage

| - Accommaodation and food serice activities

J - Information and communication

K. - Financial and insurance actiities

L - Real estate activities

M - Professional, scientific and technical activities

O - Public administration and defence; compulsory social security
R - Arts, entertainment and recreation

5 - Other service activities

Average P/B per industry for Group n®2 in 2014

New classification

C1- Production of consumer goods

C3- Chemical industry and metallurgy

C4- Manufacturing of electrical equipment

C6- Other manufacturing

D - Electricity, gas, steam and air conditioning supply
G - Wholesale and retail trade; repair of motor vehicles and motorcycles
J - Information and communication

k. - Financial and insurance activities

L - Real estate activities

M - Professional, scientific and technical activities

M - Administrative and support service activities

S - Other semnice activities

Average P/IB
0.8867
2.0889
0.8072
1.2841
1.6373
22598
1.5693
1.0880
1.0145
0.6923
23787
1.2828
1.83499
1.2384
1.0801
0.8174
34874
1.4210
£.5040
1.2828

Average P/IB
1.6138
6.7411
8.7186
4.0300
§.349

10.7559
5.8835
3.0687
3.1070

22.0369
1.0659
1.5138
6.5413

101.



Appendix 5 — Reclassification of industries

Classification used in Orbis

A - Apriculture, forestry, and fishing

B - Mining and quarrying

C - Manufacturing

[t - Electricity, gas, steam and air conditioning supply

E - Water supply, sewerage, waste management and remediation activities

F - Construction

G - Wholesale and retail trade; repair of motor vehicles and motorcycles

H - Transportation and storage

| - Accommaodation and food service activities

1- Information and communication

K - Financial and insurance activities

L - Real estate activities

M - Professional, scientific and technical activities

M - Administrative and support service activities

O - Public administration and defence; compulsory social security

P - Education

O - Human health and social wark activities

R - Arts, entertainment and recreation

5 - Other service activities

T - Activities of households as employers; undifferentiatedgoods- etc.

ClHd|w(ompo|lw|o|(= |2 == ("|T (e | (MO0 |m@|=

I - Activities of extraterritarial organisations and bodies

102.



NACE Rev. 2 Classification as implemented by the European

103.

Commissioni®?

A Agriculture, forestry, and fishing D1to 03
B Mining and quarrying 05 to 09
CA Manufacture of food products, beverages and tobacco products 10to 12
CB Manufacture of textiles, apparel, leather and related products 13 to 15
cc Manufacture of wood and paper products, and printing 16to 18
cD Manufacture of coke, and refined petroleum products 19

CE Manufacture of chemicals and chemical products 20

CF Manufacture of pharmaceuticals, medicinal chemical and botanical products 21

CG Manufacture of rubber and plastics products, and other non-metallic mineral products 22 +23

CH Manufacture of basic metals and fabricated metal products, except machinery and equipment 24+ 25

Cl Manufacture of computer, electric and optical products 26

Cl Manufacture of electrical products 27

CK Manufacture of machinery equipment n.e.c. 28

CL Manufacture of transport equipment 29+ 30

CM Other manufacturing, and repair and installation of machinery and equipment 31to 33
D Electricity, gas, steam and air conditioning supply 35

E Water supply, sewerage, waste management and remediation activities 36 to 39
F Construction 41 to 43
G Wholesale and retail trade; repair of motor vehicles and motorcycles 45 to 47
H Transportation and storage 49 to 53
| Accommaodation and food service activities 55456

A Publishing, audiovisual and broadcasting activities 58 to 60
1B Telecommunications 61

Ic IT and other information services 62 4+ 63

K Financial and insurance activities B4 to 6B
L Real estate activities 68

WA Legal, accounting, management, architecture, engineering, technical testing and analysis activities |69 to 71
MB Scientific research and development 72

MC Other professional, scientific anj technical activities 731075
M Administrative and support service activities 77 to 82
O Public administration and defence; compulsory social security 84

P Education 85

oA Human health services 86

aB Residential care and social work activities 87488

R Arts, entertainment and recreation 90 to 93
5 Other service activities 94 to 96
T Activities of households as employers; undifferentiatedgoods- etc. 97 + 98

u Activities of extraterritorial organisations and bodies a9

102 The following table can be found on https://ec.europa.eu/eurostat/documents/3859598/5902564/KS-RA-
07-015-FR.PDF/0f229302-cf58-48dd-9190-f9552b115872?version=1.0. It is based on the column “Divisions”

that we were able to switch from Orbis Classification to our own classification, respecting the NACE Rev. 2

codes.


https://ec.europa.eu/eurostat/documents/3859598/5902564/KS-RA-07-015-FR.PDF/0f229302-cf58-48dd-9190-f9552b115872?version=1.0
https://ec.europa.eu/eurostat/documents/3859598/5902564/KS-RA-07-015-FR.PDF/0f229302-cf58-48dd-9190-f9552b115872?version=1.0

New classification used to compute MTB values per industry

A A - Apriculture, forestry, and fishing
B B - Mining and quarrying
CA
CB C1- Production of consumer goods
CC
cD C2- Refining
CE
CF B B
G C3- Chemical industry and metallurgy
CH
Cl
- C4- Manufacturing of electrical equipment
CK C5- Manufacturing of machines and transport material
cL ]
CB- Other manufacturing
|
] O - Electricity, gas, steam and air conditioning supply
E E - Water supply, sewerage, waste management and remediation activities
F F - Construction
G G - Wholesale and retail trade; repair of motor vehicles and motorcycles
H H - Transportation and storage
| I - Accommodation and food service activities
J 1 - Information and communication
K K - Financial and insurance activities
L L - Real estate activities
M M - Professional, scientific and technical activities
M M - Administrative and support service activities
O O - Public administration and defence; compulsory social security
P P - Education
Q O - Human health and social work activities
R R - Arts, entertainment and recreation
5 5 - Other service activities
T T - Activities of households as employers; undifferentiatedgoods- etc.
] U - Activities of extraterritorial organisations and bodies

104.



Appendix 6 — Detail about each firm included in the sample

105.

Germany
IPO firms
Number Name Equity (th EUR)| Group Yr. of IPO Activity Sector Family Business| Growth Sales ROA MTB

1[Tele Columbus AG -107,316, 1|January 2015 J - Information and communication No*** 31.01% 5.33] 0.12 2.71
2|Sixt Leasing AG 13,000 2|May 2015 N - Administrative and support service activities |Yes 15.71% 5.76 0.20 2.31
3|Va-Q-Tec AG 10,000 2|September 2016 G - Wholesale and retail trade; repair of motor vejNo*** 57.60% 4.35 0.08 3.13
4/Siltronic AG N/A 1|June 2015 C4- Manufacturing of electrical equipment No*** 9.13% 5.93 0.11 2.32
5|Windeln.DE SE 40,000 1|May 2015 G - Wholesale and retail trade; repair of motor vgNo** 76.27% 5.01 -0.19 2.18
6|Scout24 AG 990,000 1|April 2016 L - Real estate activities No*** 12.33% 5.60 0.08 1.97|
7|Varta AG 65,000 1|October 2017 C4- Manufacturing of electrical equipment No() 13.26% 5.33] 0.14 2.88
8|Aumann AG 40,000 1|March 2017 C5- Manufacturing of machines and transport majNo*** 34.84% 5.19 0.14 1.81
9|Nfon AG 1,200 2|May 2018 J - Information and communication No** 20.68% 4,55 -0.11 9.62
10[Creditshelf AG 1,400 2[July 2018 K - Financial and insurance activities No** 99.75% 3.08 -0.23 3.26,
11|Delivery Hero SE 930,000 1{December 2017 G - Wholesale and retail trade; repair of motor veNo** 96.68% 5.47 -0.06 2.39
12[Home24 SE 47,258 1{June 2018 G - Wholesale and retail trade; repair of motor vgNo** 13.43% 5.44 -0.28 2.45
13|Voltabox AG 5,450 2|October 2017 C4- Manufacturing of electrical equipment No*** 88.18% 4.16 -0.06 3.08




Non-IPO firms

106.

Average equity

Average annual growth

Number Name (th EUR) Group Activity Sector Family Business on the period Sales ROA MTB
1[B. Braun Melsungen AG 3,302,150 1[{C3- Chemical industry and metallurgy Yes 3.17% 6.82 0.11] 2.57
2|Wieland-Werk AG 731,907 1/C3- Chemical industry and metallurgy Yes 5.31% 6.47 0.15| 2.57
3|Koerber AG 1,807,161 1{M - Professional, scientific and technical activities No**** 4.19% 6.38 0.07| 2.09
4|Schott AG 601,426 1/C3- Chemical industry and metallurgy No**** 2.17% 6.30 0.14| 2.57
5|Faber-Castell AG 227,247 1{M - Professional, scientific and technical activities Yes -0.93% 5.80 0.16| 2.09
6[Ravensburger AG 284,585 1|C6- Other manufacturing Yes 2.03% 5.67 0.14] 2.30
7|RKW SE 85,858 1|C3- Chemical industry and metallurgy No*** 0.34% 5.58 0.09] 2.57
8|Brodos AG 20,693 1|G - Wholesale and retail trade; repair of motor vehicles and moto|Yes -6.76% 5.61 0.07| 2.38
9|apetito AG 215,869 1|C1- Production of consumer goods Yes 3.73% 5.47 0.17[ 1.94

10|Kisters AG 8,014 2|M - Professional, scientific and technical activities Yes 2.81% 4.84 0.12| 6.29
11|Thinxxs Microtechnology AG 3,347 2|C3- Chemical industry and metallurgy No*** 1.99% 3.85 0.13| 6.63
12|Allianz Beratungs- und Vertriebs-AG 8,898 2(K - Financial and insurance activities No*** 1.66% 6.38 0.02| 4.46
13|Dr. Sasse AG 11,836 2|K - Financial and insurance activities Yes 7.84% 5.19 0.12| 4.46
14|Ehrhardt AG 5,984 2|G - Wholesale and retail trade; repair of motor vehicles and moto|Yes() 6.92% 5.20 0.13] 5.11
15|Vedes AG 11,832 2|G - Wholesale and retail trade; repair of motor vehicles and moto|No -1.25% 5.12 0.07] 5.11
16(Devolo AG 12,571 2|J - Information and communication Yes ® -1.77% 5.10 0.10| 7.66
17|Yorma's AG 8,355 2|L - Real estate activities Yes °° 2.72% 491 0.39] 271
18|Multimon AG 12,098 2|K - Financial and insurance activities N/A 4.07% 4.86 0.09| 4.46
19(bluechip Computer AG 3,829 2|C4- Manufacturing of electrical equipment Yes 0.66% 5.07 0.05| 3.66
20|DAT Autohus AG 9,134 2|G - Wholesale and retail trade; repair of motor vehicles and moto|No** 5.70% 5.28 0.08] 5.11
21{TIMAG 12,074 2|J - Information and communication Yes® 6.84% 5.58 0.07| 7.66




France

IPO firms

107.

Number Name Equity (th EUR)| Group Yr. of IPO Activity Sector Family Business| Growth Sales ROA MTB
1[Oceasoft SA 1,180 2|January 2015 J - Information and communication No** 11.92% 3.67 0.27 3.41
2|Amundi SA 6,129,542 1|November 2015 K - Financial and insurance activities No*** 7.18% 3.41 0.06 1.24
3[Inventiva SA 35,700 1|February 2017 C3- Chemical industry and metallurgy Yes® -49.22% 3.98 -0.24 2.63
4|Wallix Group SA 3,000 2[June 2015 G - Wholesale and retail trade; repair of motor veNo** 33.33% 3.60 0.07 5.88
5|DBT SA 943 2|December 2015 C4- Manufacturing of electrical equipment No*** -14.28% 4.30 0.03 5.27
6|Enertime SA 588 2|July 2016 G - Commerce; réparation d'automobiles et de m|No** 855.03% 2.63 -0.40| 16.34
7|Spie SA 363,200 1{June 2015 M - Professional, scientific and technical activitie|No*** 0.58% 3.73 0.06 1.91
8|Kerlink 700 2|May 2016 G - Wholesale and retail trade; repair of motor vgNo** 90.24% 3.87 0.00 16.34
9|0smozis SA 2,500 2|February 2017 J - Information and communication No** -2.46% 3.91 0.21 7.30

10|Neoen SA 212,000 1|October 2018 C4- Manufacturing of electrical equipment No () 63.97% 5.13 0.06 1.92
11|Vogo 1,250 2|June 2018 J - Information and communication No** 1.07% 2.87 -0.29 3.31
12|Biocorp Production 475 1{July 2015 C3- Chemical industry and metallurgy Yes 49.14% 3.22 -0.40| 2.50
13|Medincell SA -11,749 2|October 2018 C3- Chemical industry and metallurgy No -24.55% 3.93 -0.32 4.63
14|Predilife -1,292 2|December 2018 Q - Human health and social work activities Yes® -54.77% 1.56 -1.83 6.10]
15|Oxatis SA 2,400 2|April 2018 J - Information and communication No 18.86% 3.98 -0.11 3.31
16/|Abeo SA 35,000 1[{September 2016 G - Wholesale and retail trade; repair of motor veYes® 12.57% 5.17 0.04 1.41
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Average equity

Average annual growth

Number Name (th EUR) Group Activity Sector Family Business on the period Sales ROA MTB
1[Leroy Merlin France 1,149,584 1|G - Wholesale and retail trade; repair of motor vehicles and moto|Yes 3.40% 6.73 0.23] 141
2|0Orano Mining 496,491 1|G - Wholesale and retail trade; repair of motor vehicles and moto|No * -9.02% 6.15 0.16] 1.41
3|Socomec Holding 214,081 1[K - Financial and insurance activities No ** 3.86% 5.70 0.13| 0.98
4|Champagne Bollinger 130,454 1|C1- Production of consumer goods Yes 1.06% 4.94 0.11] 1.78
5|Fromagerie Guilloteau 12,532 2|C1- Production of consumer goods No *** 4.00% 4.86 0.22| 6.13
6|CPA Experts 5,525 2|K - Financial and insurance activities No** -1.64% 3.98 0.11| 6.08
7|Turbo SA 2,748 2|J - Information and communication No*** 23.18% 3.44 0.21| 4.60
8[MCA Finance 3,253 2|K - Financial and insurance activities No** 6.74% 3.51 0.26 6.08
9|Spie Batignolles Fondations 11,838 2|F - Construction No*** 1.62% 5.11 0.08/ 5.00

10|Automobiles De Corbeil Essonnes 3,083 2|G - Wholesale and retail trade; repair of motor vehicles and moto|Yes 15.97% 4.70 0.06] 7.55
11|Europropulsion 6,318 2|C5- Manufacturing of machines and transport material No*** 23.32% 5.46 0.02| 4.15
12|Havas Media France 8,225 2|M - Professional, scientific and technical activities No*** 1.98% 5.29 0.00[ 3.57
13[Veralec 5,809 2|G - Wholesale and retail trade; repair of motor vehicles and moto[No** -0.35% 5.13 0.01] 7.55
14|Finansod 5,825 2|M - Professional, scientific and technical activities Yes 1.39% 4,77 0.07 3.57
15|Socodicor 4,456 2|G - Wholesale and retail trade; repair of motor vehicles and moto|No** -1.12% 4.86 0.02| 7.55
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Number Name Equity (th EUR)| Group Yr. of IPO Activity Sector Family Business| Growth Sales | ROA MTB
1[Masi Agricola S.p.A. 95,000 1{June 2015 C1- Production of consumer goods Yes -2.12% 4.79 0.15 2.09
2|Piteco S.p.A. 22,000 1|July 2015 J - Information and communication No** 11.16% 4.06) 0.14] 1.24
3[Vetrya S.p.A. 5,000 2[July 2016 C4- Manufacturing of electrical equipment Yes®® 60.67% 4.55 0.16) 8.92
4| Wiit S.p.A. 4,700 2|June 2017 J - Information and communication Yes® 28.85% 4.16 0.19 2.00!
5|Equita Group S.p.A. 50,000 1|November 2017 |O - Public administration and defence; compulso|No*** 12.93% 4.67| 0.05 1.93
6/Garofalo Health Care S.p.A. 80,000 1[October 2018 M - Professional, scientific and technical activitie|Yes 13.22% 5.19 0.12 2.50
7|Gima TT S.p.A. 26,000 1|September 2017 [C1- Production of consumer goods No*** 51.17% 5.00 0.43 1.87
8|Piovan S.p.A. 40,000 1[October 2018 C5- Manufacturing of machines and transport majYes 15.41% 5.32 0.20 2.43]
9[Renergetica S.p.A. 430 2|August 2018 C4- Manufacturing of electrical equipment No** -21.30% 3.37 0.08| 8.72

10|Intred S.p.A. 11,000 2[July 2018 J - Information and communication Yes® 18.85% 4.16 0.23 5.19
11|Blue Financial Communication S.p.A. 280 2|December 2015 |M - Professional, scientific and technical activitie|No*** 52.66% 3.05 0.30 22.04
12|INDEL B SPA NA 1|May 2017 C4- Manufacturing of electrical equipment No*** 31.65% 4.95 0.21 1.73
13|Guala Closures S.p.A. 165,000 1[December 2017 |C3- Chemical industry and metallurgy No*** 6.91% 5.70 0.12 2.72]
14|Eprice S.p.A. 43,000 1{January 2015 J - Information and communication No** 26.97% 5.27 0.04 1.24
15|Clabo S.p.A. 5,400 2|March 2015 G - Wholesale and retail trade; repair of motor veYes -24.63% 4,51 0.10 10.76
16|Elettra Investimenti S.p.A. 8,000 2|April 2015 K - Financial and insurance activities Yes 9.72% 4.44 0.16 3.07
17|Alfio Bardolla Training Group S.p.A. 4,000 2[July 2017 P - Education Yes® 56.73% 3.78 0.11 N/A

18|Digitouch S.p.A. 3,000 2|March 2015 M - Professional, scientific and technical activitie|No** 111.60% 4.06 0.17 22.04
19|Fope S.p.A. 6,000 2|November 2016 |G- Wholesale and retail trade; repair of motor veYes 5.66% 4.34 0.11 105.19
20[Biodue S.p.A. 9,500 2|May 2015 C3- Chemical industry and metallurgy Yes 10.26% 4.48 0.17 6.74
21|Pirelli & CS.p.A. 3,400,000 1[September 2017 |C3- Chemical industry and metallurgy No* -11.61% 6.78 0.08 2.72]
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Average equity

Average annual growth

Number Name Group Activity Sector Family Business A Sales ROA MTB
(th EUR) on the period
1|Gestore dei Servizi Energetici GSE S.p 98,810 1|D - Electricity, gas, steam and air conditioning supply No* 0.88% 7.48 0.01] 1.30
2|Lavazza S.p.A. 2,136,502 1[C1- Production of consumer goods Yes 12.27% 6.25 0.06|] 2.04
3|Ferrero S.p.A. 2,771 2|C3- Chemical industry and metallurgy Yes ° 27.91% 4.24 0.13| 11.85
4| Marcegaglia S.p.A. 861,942 1[K - Financial and insurance activities Yes 265.62% 6.50 0.06] 1.33
5[Fininvest S.p.A. 4,594,100 1{K - Financial and insurance activities Yes 1.00% 6.69 0.13] 1.33
6|Esselunga S.p.A. 2,546,353 1|G - Wholesale and retail trade; repair of motor vehicles and moto|No*** 1.88% 6.87 0.13| 1.99
7|Selex gruppo commerciale S.p.A. 7,078 2[N - Administrative and support service activities No** -2.74% 4.88 0.09] 111
8|Fastweb S.p.A. 578,577 1|J - Information and communication No* 3.17% 6.25 0.19] 1.85
9|Levosil S.p.A. 4,639 2|C3- Chemical industry and metallurgy Yes 8.22% 3.94 0.22| 11.85
10[Redat S.p.A. 3,613 2|G - Wholesale and retail trade; repair of motor vehicles and moto|Yes() -2.25% 3.91 0.06|] 30.26
11(Bellotto S.p.A. 3,447 2|G - Wholesale and retail trade; repair of motor vehicles and moto|Yes() 3.63% 3.96 0.05| 30.26
12(Valery S.p.A. 5,023 2|C1- Production of consumer goods Yes -1.38% 3.86 0.06|] 171
13|Trivellato Partecipazioni S.p.A. 13,648 2|M - Professional, scientific and technical activities Yes 15.44% 5.35 0.05| 10.12
14(Elesud S.p.A. 956 2|G - Wholesale and retail trade; repair of motor vehicles and moto|Yes®* 1.15% 3.96 0.03| 30.26
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Appendix 7 — Clarifications about the variable “Family”

Symbol Meaning

* State/public authority/government is the ultimate owner

*k Direct dispersed ownership (or at least no direct controlling shareholder)

ool Indirect dispersed ownership (or at least no controlling shareholder at the top level of the pyramid structure
Hokdk Other (e.g. owned by a research institute)

Entrepreneur (founder of the firm) who is still controlling shareholder
Associates (co-founders who, together, are still controlling shareholder)
() The ultimate owner is an individual but he is not the founder, or a member of the family of the founder

oo

Comments:

- “direct” VS “indirect” ownership: Notions of “direct” and “indirect” control establish

the difference between a firm directly owned by a family and a family holding

- °° : Associates are considered in the sample as part of “family businesses” or
“entrepreneurs” because we could anticipate that their fear of going public might be
very similar to the one of a family business or an entrepreneur alone, if together hold
a majority of shares (as we look only at the “formal” control). That is why Oxatis wasn’t
considered as “family”: the three entrepreneurs had together less than 50% of the

voting shares.

- (): As the purpose of adding the variable “family” was to confirm the fear of
entrepreneurs and family businesses of going public, this category of shareholder

wasn’t considered as part of variable “family”.



Appendix 8 — Final database used in R

Y Sales | Growth | ROA | MTB Availability | Family Group | Country | Name

(IPO of LS Business

or

not)

No 6.73 | 3.40% 0.23 | 141 Yes Yes 1 France Leroy Merlin
France

No 6.15 | -9.02% 0.16 |1.41 Yes No 1 France Orano Mining

No 5.70 | 3.86% 0.13 | 0.98 Yes No 1 France Socomec
Holding

No 494 | 1.06% 0.11 | 1.78 Yes Yes 1 France Champagne
Bollinger

No 4.86 | 4.00% 0.22 | 6.13 Yes No 2 France Fromagerie
Guilloteau

No 3.98 | -1.64% 0.11 | 6.08 Yes No 2 France CPA Experts

No 3.44 | 23.18% | 0.21 | 4.60 Yes No 2 France Turbo SA

No 3.51 | 6.74% 0.26 | 6.08 Yes No 2 France MCA Finance

No 511 | 1.62% 0.08 | 5.00 Yes No 2 France Spie Batignolles
Fondations

No 470 | 15.97% | 0.06 | 7.55 Yes Yes 2 France Automobiles De
Corbeil Essonnes

No 5.46 | 23.32% | 0.02 | 4.15 Yes No 2 France Europropulsion

No 529 | 1.98% 0.00 | 3.57 Yes No 2 France Havas Media
France

No 5.13 | -0.35% 0.01 |7.55 Yes No 2 France Veralec

No 4.77 | 1.39% 0.07 | 3.57 Yes Yes 2 France Finansod

No 486 | -1.12% 0.02 | 7.55 Yes No 2 France Socodicor

No 6.82 | 3.17% 0.11 | 2.57 No Yes 1 Germany | B. Braun
Melsungen AG

No 6.47 | 5.31% 0.15 | 2.57 No Yes 1 Germany | Wieland-Werk
AG

No 6.38 | 4.19% 0.07 | 2.09 No No 1 Germany | Koerber AG

No 6.30 | 2.17% 0.14 | 2.57 No No 1 Germany | Schott AG

No 5.80 | -0.93% 0.16 | 2.09 No Yes 1 Germany | Faber-Castell AG
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Y Sales | Growth | ROA | MTB Availability | Family Group | Country | Name

(IPO of LS Business

or

not)

No 5.67 | 2.03% 0.14 | 2.30 No Yes 1 Germany | Ravensburger
AG

No 5.58 | 0.34% 0.09 | 2.57 No No 1 Germany | RKW SE

No 5.61 | -6.76% 0.07 | 2.38 No Yes 1 Germany | Brodos AG

No 547 | 3.73% 0.17 | 194 No Yes 1 Germany | apetito AG

No 4.84 | 2.81% 0.12 |6.29 No Yes 2 Germany | Kisters AG

No 3.85 | 1.99% 0.13 | 6.63 No No 2 Germany | Thinxxs
Microtechnology
AG

No 6.38 | 1.66% 0.02 | 4.46 No No 2 Germany | Allianz
Beratungs- und
Vertriebs-AG

No 5.19 | 7.84% 0.12 | 4.46 No Yes 2 Germany | Dr. Sasse AG

No 5.20 | 6.92% 0.13 |5.11 No Yes 2 Germany | Ehrhardt AG

No 512 | -1.25% 0.07 |5.11 No No 2 Germany | Vedes AG

No 5.10 | -1.77% 0.10 | 7.66 No Yes 2 Germany | Devolo AG

No 491 | 2.72% 0.39 | 2.71 No Yes 2 Germany | Yorma's AG

No 486 | 4.07% 0.09 | 4.46 No N/A 2 Germany | Multimon AG

No 5.07 | 0.66% 0.05 | 3.66 No Yes 2 Germany | bluechip
Computer AG

No 5.28 | 5.70% 0.08 | 5.11 No No 2 Germany | DAT Autohus AG

No 5.58 | 6.84% 0.07 | 7.66 No Yes 2 Germany | TIM AG

No 7.48 | 0.88% 0.01 |1.30 Yes No 1 Italy Gestore dei
Servizi Energetici
GSE S.p.A.

No 6.25 | 12.27% | 0.06 | 2.04 Yes Yes 1 Italy Lavazza S.p.A.

No 424 |2791% |0.13 | 11.85 | Yes Yes 2 Italy Ferrero S.p.A.

No 6.50 | 265.62% | 0.06 | 1.33 Yes Yes 1 Italy Marcegaglia
S.p.A.

No 6.69 | 1.00% 0.13 | 1.33 Yes Yes 1 Italy Fininvest S.p.A.

No 6.87 | 1.88% 0.13 | 1.99 Yes No 1 Italy Esselunga S.p.A.

113.



Y Sales | Growth | ROA | MTB Availability | Family Group | Country | Name

(IPO of LS Business

or

not)

No 4.88 | -2.74% 0.09 1.11 Yes No 2 Italy Selex gruppo
commerciale
S.p.A.

No 6.25 | 3.17% 0.19 | 1.85 Yes No 1 Italy Fastweb S.p.A.

No 3.94 | 8.22% 0.22 | 11.85 | Yes Yes 2 Italy Levosil S.p.A.

No 391 | -2.25% 0.06 | 30.26 | Yes Yes 2 Italy Redat S.p.A.

No 3.96 | 3.63% 0.05 | 30.26 | Yes Yes 2 Italy Bellotto S.p.A.

No 3.86 | -1.38% 0.06 |1.71 Yes Yes 2 Italy Valery S.p.A.

No 535 | 15.44% | 0.05 | 10.12 | Yes Yes 2 Italy Trivellato
Partecipazioni
S.p.A.

No 3.96 | 1.15% 0.03 | 30.26 | Yes Yes 2 Italy Elesud S.p.A.

Yes |5.33 |31.01% | 0.12 | 2.71 No No 1 Germany | Tele Columbus
AG

Yes |5.76 | 15.71% | 0.20 | 2.31 No Yes 2 Germany | Sixt Leasing SE

Yes |4.35 |57.60% | 0.08 | 3.13 No No 2 Germany | Va-Q-Tec AG

Yes | 5.93 |9.13% 0.11 | 2.32 No No 1 Germany | Siltronic AG*

Yes |5.01 |76.27% |-0.19 | 2.18 No No 1 Germany | Windeln.DE SE

Yes | 5.60 | 12.33% | 0.08 | 1.97 No No 1 Germany | Scout24 AG

Yes | 5.33 | 13.26% | 0.14 | 2.88 No No 1 Germany | Varta AG

Yes |5.19 |34.84% |0.14 | 1.81 No No 1 Germany | Aumann AG

Yes | 4.55 | 20.68% |-0.11 | 9.62 No No 2 Germany | Nfon AG*

Yes | 3.08 | 99.75% |-0.23 | 3.26 No No 2 Germany | Creditshelf AG

Yes |5.47 | 96.68% | -0.06 | 2.39 No No 1 Germany | Delivery Hero
SE*

Yes |5.44 | 13.43% | -0.28 | 2.45 No No 1 Germany | Home24 SE

Yes | 4.16 | 88.18% | -0.06 | 3.08 No No 2 Germany | Voltabox AG

Yes |3.67 |11.92% | 0.27 | 3.41 Yes No 2 France Oceasoft SA

Yes |3.41 | 7.18% 0.06 | 1.24 Yes No 1 France Amundi SA*

Yes |3.98 |-49.22% | -0.24 | 2.63 Yes Yes 1 France Inventiva SA

Yes | 3.60 | 33.33% | 0.07 |5.88 Yes No 2 France Wallix Group SA
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Y Sales | Growth | ROA | MTB Availability | Family Group | Country | Name

(IPO of LS Business

or

not)

Yes |4.30 |-14.28% | 0.03 | 5.27 Yes No 2 France DBT SA

Yes | 2.63 | 855.03% | -0.40 | 16.34 | Yes No 2 France Enertime SA

Yes | 3.73 | 0.58% 0.06 |1.91 Yes No 1 France Spie SA

Yes |3.87 |90.24% | 0.00 | 16.34 | Yes No 2 France Kerlink (SA)

Yes |3.91 |-2.46% 0.21 | 7.30 Yes No 2 France Osmozis SA

Yes |5.13 | 63.97% | 0.06 | 1.92 Yes No 1 France Neoen SA

Yes |2.87 | 1.07% -0.29 | 3.31 Yes No 2 France Vogo (SA)

Yes |3.22 |49.14% | -0.40 | 2.50 Yes Yes 1 France Biocorp
Production SA

Yes |3.93 |-24.55% | -0.32 | 4.63 Yes No 2 France Medincell SA

Yes | 1.56 | -54.77% | -1.83 | 6.10 Yes Yes 2 France Predilife (SA)

Yes |3.98 | 18.86% |-0.11 | 3.31 Yes No 2 France Oxatis SA

Yes |5.17 |12.57% | 0.04 | 1.41 Yes Yes 1 France Abeo SA

Yes | 4.79 | -2.12% 0.15 | 2.09 Yes Yes 1 Italy Masi Agricola
S.p.A.

Yes |4.06 | 11.16% |0.14 | 1.24 Yes No 1 Italy Piteco S.p.A.

Yes |4.55 | 60.67% | 0.16 | 8.92 Yes Yes 2 Italy Vetrya S.p.A.

Yes |4.16 | 28.85% | 0.19 | 2.00 Yes Yes 2 Italy Wiit S.p.A.

Yes |4.67 |1293% | 0.05 | 1.93 Yes No 1 Italy Equita Group
S.p.A.

Yes | 5.19 | 13.22% | 0.12 | 2.50 Yes Yes 1 Italy Garofalo Health
Care S.p.A.

Yes |5.00 |51.17% | 0.43 | 1.87 Yes No 1 Italy Gima TT S.p.A.

Yes |5.32 |15.41% | 0.20 | 2.43 Yes Yes 1 Italy Piovan S.p.A.

Yes |3.37 |-21.30% | 0.08 | 8.72 Yes No 2 Italy Renergetica
S.p.A.

Yes |4.16 | 18.85% | 0.23 | 5.19 Yes Yes 2 Italy Intred S.p.A.

Yes |3.05 |52.66% | 0.30 | 22.04 | Yes No 2 Italy Blue Financial
Communication
S.p.A.

Yes | 4.95 | 31.65% |0.21 |1.73 Yes No 1 Italy INDEL B SPA
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Y Sales | Growth | ROA | MTB Availability | Family Group | Country | Name

(IPO of LS Business

or

not)

Yes |5.70 | 6.91% 0.12 | 2.72 Yes No 1 Italy Guala Closures
S.p.A.

Yes |5.27 | 26.97% |0.04 | 1.24 Yes No 1 Italy Eprice S.p.A.

Yes |4.51 |-24.63% | 0.10 | 10.76 | Yes Yes 2 Italy Clabo S.p.A.

Yes | 4.44 | 9.72% 0.16 | 3.07 Yes Yes 2 Italy Elettra
Investimenti
S.p.A.

Yes |3.78 | 56.73% | 0.11 | N/A Yes Yes 2 Italy Alfio Bardolla
Training Group
S.p.A.

Yes |4.06 | 111.60% | 0.17 | 22.04 | Yes No 2 Italy Digitouch S.p.A.

Yes |4.34 | 5.66% 0.11 | 105.19 | Yes Yes 2 Italy Fope S.p.A.

Yes | 4.48 | 10.26% | 0.17 | 6.74 Yes Yes 2 Italy Biodue S.p.A.

Yes | 6.78 | -11.61% | 0.08 | 2.72 Yes No 1 Italy Pirelli & CS.p.A.
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Appendix 9 — Code used in R

setwd("E:/SAUVEGARDE MEMOIRE/MEMOIRE")

H##Pre adjustments

donnees<-read.csv("ready_for_analysis.csv", sep=",", header=TRUE, na.strings = "N/A")
colnames(donnees)[1]<-"Y" #Change of the name of some columns to make the analysis easier
colnames(donnees)[6]<-"LS"

colnames(donnees)[7]<-"Family"

donnees$Y<-as.numeric(donneesSY)-1 #Recoding of the variable Y in 0 and 1. We have to modelise
P(Y=1) in the programme, not P(Y=Yes)

donneesSY #Verification that Y values are 0 and 1 now.

donneesSCountry<-relevel(donnees$Country, "Germany") #To put Germany as the baseline for
variable Country

attach(donnees)

table(Y) #Verification that we have 50% of IPO and non-IPO in our database
table(Country)
hist(Sales)

table(Family)

### The model
glm.out=gIm(Y ~ Sales+Growth+ROA+MTB+Family+Country, data=donnees, family="binomial")
summary(glm.out)

H## It seems that MTB and Growth are not significant in the model. Let's redo the model without
them.
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glm.out2=glm(Y ~ Sales+ROA+Family+Country, data=donnees, family="binomial")

summary(glm.out2)

# Comparison of the coefficients between the two models. If they vary a lot, we cannot remove
them.

summary(glm.out)

summary(glm.out2)

# Coefficients don't change much.

# We verify now that statistically we can pass from one model to the ther one.

1-pchisq((logLik(glm.out)-logLik(glm.out2))*2, df=2) #This line of code allows us to compare a
simplified model to its non simplified version. If the number is > to 0.05, we can use the simplified
model

# p-value is 19%, we can use the "simple" model (glm.out2).

# It seems now that Country is not significant. We simplify the model without this variable and we
compare the model with Country to the model without through a statistical test.

glm.out3=glm(Y ~ Sales+ROA+Family, data=donnees, family="binomial")

summary(glm.out3)

1-pchisq((logLik(glm.out2)-logLik(glm.out3))*2, df=2)

# We cannot delete Country from the model.
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# Final model :

summary(glm.out2)

### First, we have to correct the Intercept (Beta0)!
TAU=(0.002/100+0.005/100)/2

6.1525-log((1-TAU)/TAU*((1/2)/(1-1/2)))

HiH#HH#H Example of probability computations
# Case 1 : Sales=5, ROA=0.23, Family=No, Country=Allemagne
ETA<--4.107627-1.0777*5-3.9701*0.23+0+0

exp(ETA)/(1+exp(ETA))

# Case 2 : Sales=5, ROA=0.23, Family=Yes, Country=Allemagne
ETA<--4.107627-1.0777*5-3.9701*0.23-1.6334+0

exp(ETA)/(1+exp(ETA))

# We move from 3.015137e-05 to 5.887637e-06, so probability of going public if family business is
divided by 5, all other factors being equal.

H### Probabilities with change of coutry
#Case 1 : Sales=5, ROA=0.23, Family=No, Country=Allemagne
ETA<--4.107627-1.0777%5-3.9701*0.23-1.6334+0

exp(ETA)/(1+exp(ETA))

#Case 2 : Sales=5, ROA=0.23, Family=No, Country=France
ETA<--4.107627-1.0777*5-3.9701*0.23-1.6334-0.9474

exp(ETA)/(1+exp(ETA))

#Case 3 : Sales=5, ROA=0.23, Family=No, Country=Italy
ETA<--4.107627-1.0777*5-3.9701*0.23-1.6334+1.1381

exp(ETA)/(1+exp(ETA))



Appendix 10 — Event study, number of IPOs on Borsa

Italiana

N° of IPOs in ltaly - Borsa Italiana

Year
2011 6
2012 4
2013 18
2014 26
Total for 2011-2014 54
2015 27
2016 14
2017 32
2018 31
Total for 2015-2018 104

Source:

IPO Watch Europe 2015 (PWC, 2016)
IPO Watch Europe 2013 (PWC, 2014)
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Appendix 11 — Italian companies and loyalty shares

Database

Company Date of vote of Date of IPO Loyalty Shares voted
loyalty shares (admission to listing) | before IPO?

ZIGNAGO VETRO SPA 14.04.2015 May 2017 Yes
WIIT SPA 02.04.2019 June 2017 No
TOD'S SPA 21.04.2017 October 2000 No
ALERION CLEAN POWER 19.12.2018 2003 No
SPA
AMPLIFON SPA 29.01.2015 June 2017 Yes
ARNOLDO MONDADORI 27.04.2017 1982 and star No
EDITORE SPA segment in 2016
ASCOPIAVE SPA 23.04.2019 November 2006 No
ASTALDI SPA 29.01.2015 May 2002 No
BIESSE SPA 27.04.2018 May 2001 No
BREMBO SPA - FRENI 18.04.2019 1995 No
BREMBO
CAIRO COMMUNICATION | 18.07.2016 June 2000 No
SPA
CAREL INDUSTRIES SPA 27.02.2018 May 2018 Yes
CARRARO SPA 15.04.2016 April 1999 No
CENTRALE DEL LATTE 30.09.2016 October 2000 No
D'ITALIA SPA
CLASS EDITORI SPA 30.04.2015 November 1998 No
COFIDE SPA 24.04.2015 1985 No
CONAFI PRESTITO' SPA 29.04.2015 March 2007 No
COSE BELLE D'ITALIASPA | 02.10.2018 June 2000 No
(gia MEDIACONTECH SPA)
DATALOGIC SPA 04.05.2017 March 2001 No
DAVIDE CAMPARI- 28.01.2015 June 2001 No
MILANO SPA
DEA CAPITAL SPA 17.04.2015 March 2011 No
DE' LONGHI SPA 11.04.2017 July 2001 No
DIASORIN SPA 28.04.2016 June 2007 No
EQUITA GROUP SPA 16.04.2018 November 2017 No
EXPRIVIA SPA 22.04.2015 July 2000 No
FIDIA SPA 28.04.2017 November 2000 No
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GAROFALO HEALTH CARE | 09.11.2018 October 2018 No
SPA

GIMA TT SPA 26.06.2017 September 2017 Yes
GPI SPA 28.12.2018 2016 No
GRUPPO MUTUI 24.04.2018 June 2007 No
ONLINE SPA

GRUPPO WASTE ITALIA 05.05.2015 2011 No
SPA

HERA SPA 28.04.2015 June 2003 No
I.M.A. 21.04.2017 April 1999 No
INTEK GROUP SPA 18.06.2015 September 1995 No
IREN SPA 09.05.2016 November 2000 No
ITALIAN EXHIBITION 19.06.2019 June 2019 Yes
GROUP SPA

LANDI RENZO SPA 24.04.2015 June 2007 No
LU-VE SPA 30.10.2018 July 2015 No
LVENTURE GROUP SPA 28.04.2017 June 2010 No
MAIRE TECNIMONT SPA 18.02.2015 October 2007 No
MEDIASET SPA 18.04.2019 1996 No
MONRIF SPA 24.04.2019 1986 No
OPENJOBMETIS SPA 12.10.2015 November 2015 Yes
PANARIAGROUP 27.04.2018 October 2004 No
INDUSTRIE CERAMICHE

SPA

PIOVAN SPA 06.07.2018 October 2018 Yes
POLIGRAFICA SAN 24.04.2015 October 1999 No
FAUSTINO SPA

REPLY SPA 13.09.2017 November 2000 No
SABAF SPA 28.04.2016 1992 No
SAES GETTERS SPA 03.03.2016 1986 No
SALVATORE FERRAGAMO | 20.04.2018 June 2011 No
SPA

TECHNOGYM SPA 16.02.2016 April 2016 Yes
TERNIENERGIA SPA 16.03.2015 July 2008 No

Sources:

- CONSOB, 2019 (for the two first columns)

- Borsa Italiana Website (for the third column)




Summary

Total number of firms with LS 52
Number of firms with LS during our period

of analysis 46
Total number of firms with LS voted before

the IPO 8
Total ratio of IPOs made with LS among

companies that introduced LS 15%
Number of IPOs 2015-2018 104
Number of firms with LS before IPO 2015-

2018 7
Ratio of IPOs made with LS on the period of

analysis 7%
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