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Abstract
Private placement of equity (PPE) is one of the accessible financing apparatus used by company to raise funds. The recent inclination of PPE exercise is pertinent for further research on the matter including Malaysia. The research objective is to establish the factors which influence firms to issue equity privately. The research endeavors to test the relationship of earning performance, asymmetric information, stock price run-up, agency cost and firm size theory to raise capital via PPE. Sampling is collected through the list of companies that announce the issuance of PPE in Bursa Malaysia. The announcements are from the year 2002 to 2007. The finding revealed that smaller firms which suffer asymmetric information as well as negative earning performance will choose equity private placement as their capital raising exercises.
Keywords: Equity private placement, earning performance, asymmetric information, price run-up, agency cost, firm size. 

Title: Determinants to Choose Equity Private Placement

Introduction

According to Pecking Order Theory developed by Stewart C. Myers and Nicolas Majluf in 1984, companies prioritize their sources of financing from internal financing to equity based on the law of least effort. Companies prefer to raise equity as a financing means of last resort. Hence, internal funds become first choice, and when that is depleted, debt is issued, and when it is no longer sensible to issue more debt, equity is issued. This theory maintains that businesses adhere to a hierarchy of financing sources and prefer internal financing when available, and debt is preferred over equity if external financing is required.

The past studies of equity issuance demonstrate that firms which select public equity offerings will encounter negative results. The studies performed by Mikkelson and Ruback (1985), Schleifer and Vishny (1986), Agrawal and Mandelker (1990) and Brous and Kini (1994) shows that public equity offerings are seen to have a negative association with shareholders wealth. Furthermore, studies performed by Healy and Palepu (1990) and Brous and Jain (1992) illustrate that market will construe public equity offerings as an indication that the firm is in need of cash or dealing with financial problems which cause negative return on the announcement of public equity offerings. 

The divergence in the process of public issuance and private issuance may lead to the inequality of impact for both methods. The circumstances are substantiated with the outcome of the research performed by Wruck (1989) which explained that there is a positive relationship between issuance of private equity to an increase in shareholder’s wealth due to ownership concentration level.

Afterward, Goh, Gombola and Liu (1999) proved that equity private placement has the capability to convey special information to the market that lead to positive wealth impact. This is again being supported by the research of Lee and Kocher (2001) and Brooks and Graham (2005) that state firm size and ownership structure are the important determinants which release the positive information that explains the market reaction en route for private placement.

Firm’s decision to issue equity is relevant to its capital structure and according to Galai and Masulis (1975) changes in firm’s capital structure and asset can be used to predict firm’s risk on its shares. This means it is very crucial for managers to decide on their financing option or method to raise capital in order to ensure minimization of risk.
The Environment 

Securities Commission (SC) of Malaysia defined private placement as the marketing of securities to a specified person. Though the method is not well-liked in Malaysia it is not ignored in total as it remain as one of the method to raise capital. However, the reason for the choice is being speculated as either the fulfillment of National Development Program (NDP) or the lack of rules and regulation governing the issuance process by SC as the regulatory body. 

Under NDP, a public listed company is required to place their shares at a minimum of 30% to Bumiputra investors for both new and existing shares. In addition to that, for a condition to fulfill the NDP requirement, placees need to be approved by Ministry of International Trade and Industry or Ministry of Finance depending on their sector which comprises of Bumiputra investors. The regulation indicated the need for company to place their equity to Bumiputra investors which may not be achieve through public issuance to ensure the compliance of NDP. Due to this, equity private placement is perceived as capital raising exercises adopted merely to comply with the NDP requirement.

In addition to that, the lack of focus on rules and regulations by SC towards equity private placement may explain the lack of preferences of companies to choose.  Generally the whole process of issuing equity is being covered under Chapter 6, 8, 10 and 15 of Policies and Guidelines on Issue/Offer of Securities issued by the SC. These chapters provide the basic procedures, rules and regulation governing both method of equity issuance for Initial Public Offerings (IPOs) and seasoned equity offerings (SEOs). However, there are no specific chapters dedicated to govern equity private placement issuance procedures. 
Nevertheless, following the US market, private equity market has been the fastest growing market for corporate finance in the past 15 years (Prowse, 1998). Among the fostering reason for US private equity market is contributed by the address of informational and governance problems that is closely associated with the public equity offerings (Prowse, 1998). The US market of private equity issuance started to grow in late ‘80s from a mere USD6 billion in 1985 (Carey, Prowse, Rea, and Udell, 1993) to more than USD150 billion in 1996 (Prowse, 1998). Economically, Malaysia should participate in this development. 

The change in US market might be the catalyst for change in Malaysian private equity market and the impact can be seen from the statistics on number of corporate proposal received by SC as published in their annual report per below:

	 Table I

Summary on the Number of Corporate Proposals Submissions 

Source: Annual Report from 2001 to 2007, available at www.sc.gov.my

	Year
	Private Placement Proposals

	2000
	29

	2001
	16

	2002
	38

	2003
	30

	2004
	56

	2005
	38

	2006
	58

	2007
	76


Furthermore, SC show awareness of transformation by implementing changes to replace the Chapter 15 of the Policies and Guidelines for Issue/Offer of Securities in order to improve the procedures in raising capital via private placement and to improve the Malaysian capital market in general in conjunction with the launch of Capital Market Masterplan in February 2001 after being announced by the Ministry of Finance II on 6th August 1999 at the end of 1999 Securities Commission Dialogue.

Moreover, new rulings was released in 2004 pertaining to equity private placement, in which equity private placement issued after listing must be at the maximum of 10% from existing issued and paid-up capital with maximum discount of 10% in order to be approved within 24 hours of proposal unless it is for NDP fulfillment requirement purposes. In addition to that, on July 26, 2004, the Second Finance Minister, Tan Sri Nor Mohammed announced that proposals for private placement of new securities, which do not exceed 10% of the issued and paid-up share capital of the issuer, will receive automatic approval from the Securities Commission (SC).
Significant change in the number of equity private placement proposals in Malaysia, the change in rules and regulations pertaining to equity private placement as announced by SC and the positive findings on the impact of private placement in other markets such as US market by Wruck (1989); Hertzel and Smith (1993); Hertzel and Rees (1998); Japan market by Kato and Schallheim (1993): Singapore market by Tan, Chng and Tong (2002) and Chen, Ho, Lee and Yeo (2002) and Germany and France market by Schertler (2002) to name a few; provides an excellent basis to determine the actual reasons for firm in Malaysia to choose private placement as their capital raising exercises tools. 

Literature Review
Myers and Majluf (1984) concluded that in general it is better to issue safe securities rather than risky ones. Safe securities are then being named as bond and raising of equity by retention and they had even suggested that if firm has no ability to issue low risk debt, firm should forego the good investments. Their research had also considered that there is need of raising fund for the firms with the purpose to undertake valuable investment opportunity which is also acknowledged by investors and managers. If the firm is in financial distress but having a positive investment opportunity, managers belief that issuing equity publicly lead to a further reduction of firm value as being supported in studies by Asquith and Mullins (1986), Korwar (1982), Masulis and Korwar (1986) and Mikkelson and Partch (1986). Moreover, to issue equity publicly means the firm will receive lesser usable proceeds as a result of expensive issuance and transaction cost. Which is then, managers decide on issuing equity privately in order to avoid the high cost and to ensure more proceed can be used for the investment purposes. 
Jensen (1986) in his paper mentioned that free cash flow is the excess cash flow that is required to fund all projects that has positive net present values in order to improve future expected return of firms that serve as the basis to improve shareholder’s wealth. For investors, excess cash flow may be interpreted as company inability in engaging good investment that lead to underinvestment and limited growth opportunities. It is also shown in a research prepared before that public equity offering will lead to negative impact due to market interpretation it is one of the signals that firm is in need of money or financial problem (Healy and Palepu, 1990; Brous, 1992 and Jain, 1992) that indicates overinvestment. 
Hertzel and Smith (1993) argued that private equity placement will be used by firms with limited financial slack to take advantage of profitable investment opportunities. It is as well believe that private equity placement will allow managers to convince the targeted group of investors that the firm has good investment prospect which need to be taken. Later on, Hertzel and Rees (1998) stated that by issuing equity privately it will indicate the issuing firm is not in financial instability in fact it indicates that there is no underlying riskiness of firm’s asset and no increasing business risk despite the low free cash flow, it allows firm to pursue buyers to purchase its shares. The reason is attributable to the usage of private equity proceeds which is mainly for capital expenditure rather than to reduce financial leverage. 
This is not true for equity public offering based on past research of Brous (1992), Jain (1992) and Healy and Palepu (1990) which claimed that the reason for firm to issue publicly is because no investors are willing to purchase it privately due to underlying riskiness of asset or an increase in business risk. Lee and Kocher (2001) had found that firm with limited financial slack are expected to prefer private placement rather than public offering in seeking equity capital. Finally, Brooks and Graham (2005) provided additional findings that supported other researches. Based on this we assume that managers will choose private placement when firm is experiencing low earning performance which indicate financial instability, limited financial slack, underlying riskiness of asset and elevated business risks.
Hypotheses 1: Earning performance and equity private placement are inversely related.
Leland and Pyle (1977) initiated the importance of dispersing positive information in financial market to improved expected future return which is relevant to the issuance of private equity. Even though, it does not explain entrepreneur willingness to invest in his own project but it does explain the entrepreneurs’ ability to convey full information to the intended buyer. And, intended buyer will only buys if they are convinced with the future expected return based on the information dispersed upon sales. Despite their acknowledgement on the role of information, Leland and Pyle (1977) had also detected the limitations of deciding based on information alone; which is information can be hampered by reselling activities. The second apprehension will be on the credibility of the information since it is difficult for investors to differentiate between good and bad information. 
Lee, Thakor and Vora (1983) had addressed the issues of capital structure used as a signal of information in financial market. They had considered the responsibility of undervalued firm to eliminate informational asymmetry pertaining to its value by shifting the information to uninformed outsiders which can be an investor. Due to this, firm will finds private equity as a more appropriate method that allows them to transfer information at a lower cost.  The study on the influence of information by Myers and Majluf (1984) had arrived to a conclusion that manager’s ability to convey superior information about the firm will be useful in many financial strategies such as dividend payment, financing tools and investment decisions. The imbalance in the amount of information held by both parties can lead to a positive and negative impact. 
According to Hertzel and Smith (1993) and Hertzel and Rees (1998) who found that issuance of equity private placement has the capability to convey the special information to the market which initiate positive impact. Research completed by Goh, Gombala, Lee and Liu (1999) had further supported the research of Myers and Majluf (1984) which is; if firm issue equity privately it will convey information to the market on future return of firms which had motivated the private buyer to purchase the shares. Market will interpret private transaction as an indicator of future returns and lead to positive expected return of firm equity trading. However, Chen et al (2002), revealed inconsistency of findings for Singaporean market. Later on, Folta and Janney (2004) stated their findings as consistent with others and contradicting of Chen et al (2002). Due to these studies, we assume that the higher level of information asymmetry of firms will lead to a higher use of equity private placement in raising fund externally.
Hypotheses 2: Asymmetric information and equity private placement are positively related.
Charles Dow (1900), the father of Dow Jones & Co which published Wall Street Journal wrote series of paper which is known as ‘Dow Theory’. This theory focuses on pattern of stock indexes and pertinent to this paper, merely the pattern of up trends will be discussed. The up trends is being defined as a time when successive rallies in a security price close at levels higher than those achieved in previous rallies and when lows occur at levels higher than previous lows. The link between the stock price run up with public equity is establish by the overvaluation theory upon issuance. Firm would choose to sell their shares at good price to avoid prices from being pulled down caused by discount and issuance cost. Therefore, firm would choose to issue equity when their market share price is overvalued to avoid under-pricing in which a winner’s curse theory may take place as found by Rock (1980). 
Myers and Majluf (1984) show that better informed managers issue common stock when they believe their stock is overvalued Lucas and McDonald (1990) in their research shows that firms tend to time their public equity offerings after the stock price run up in which stock is experiencing successive rallies or up-trends which will ensure the stock from being undervalued by market upon public issuance. Managers may use private placement to signal undervaluation of firm that is useful to outsiders (James and Wier, 1990 quoted by Hertzel and Smith, 1993). Lee and Kocher (2001) found that when firms experiencing stock price run-up managers does not choose equity private placement as their capital raising exercises method. Since manager’s belief that an undervaluation of firm is being reflected by share prices in the market of the firm despite the internal knowledge hold by the managers, we assume that managers will not choose equity private placement when firms experiencing stock price run up.
Hypotheses 3: Stock price run-up and equity private placement are inversely related.
Jensen and Meckling (1976) had developed a theory of ownership structure with relevant to theory of agency, property rights and finance. The ownership structure here is being defined as the ownership claim by management and investors. The research prepared by Jensen and Meckling in 1976 had concluded that value of firm can be increase if any changes in ownership of shares help to aligns managers and shareholders interest. If equity is sold privately, shares will be sold in block to a group of new owners which can contribute in term of knowledge and expertise to the firm that lead to an alignment of management and shareholders interest. If shareholder can monitors management and contributes expert advice, agency costs can be reduced and lead to a higher firm value (Demsetz and Lehn, 1985). In addition to that, Shleifer and Vishny (1986) claim that increase monitoring and alignment of manager-shareholder interest can reduce agency costs and ultimately lead to higher firm value. 
In 1989, Wruck had confirmed the first finding of Jensen and Meckling (1976) on the relationship of shareholder’s wealth with ownership concentration level. Her research had exposed that when equity is placed privately it will change the ownership concentration level and lead to an increase in shareholder’s wealth. This study is then being conditionally supported by Hertzel and Smith (1993) in which increase in ownership structure cause by equity private placement that lead to an increase in share price when change is not more than 5%. Chen et al (2002) found that their result is consistent with Wruck (1989) for Singaporean market. Due to these researches, we proposed that equity private placement will lead to a more concentrated ownership structure that allows monitoring to be more effective and reduce the agency costs.
Hypotheses 4: Agency costs and equity private placement are positively related.
Moreover, Freeman (1987) affirmed that small firms tend to experience a greater degree of information asymmetry than large firms prior to the announcement of any corporate events. The degree of information asymmetry is relevant to the extent of underinvestment problem in which a small firm would have a stronger incentive than large firms to use private placement to mitigate underinvestment problem. Besides that, the postulation of firm with substantial growth opportunities will also tend to use private placement in raising fund externally (Hertzel and Smith, 1993). As said by them, information conveyed by private placement is a byproduct of the decision to place shares privately. Wu (2001) and Lee and Kocher (2001) found that a smaller firm with growth opportunities and suffer higher degree of information asymmetry will choose to place equity privately. Based on these, we assume that smaller firms tend to choose equity private placement as their capital raising exercise methods.
Hypotheses 5: Small firm and equity private placement are positively related.
Data and Methodology

Since the research required specific data which is companies that choose to issue equity privately, a non probability sampling is being adopted. Specifically, purposive sampling is being used. The sample collected should fulfill the characteristics as below:
i. The issue is for secondary issuance.

ii. The issuances are made from the period of January 2002 to December 2007.

iii. The companies are currently listed in Bursa Malaysia.

iv. Only one issuance of equity private placement for a company is being included throughout the period.

Samples include companies that are listed as Main Board, Second Board and MESDAQ in Bursa Malaysia. Samples are initially collected from Bursa Malaysia’s announcement for issuances in year 2004 and announcements prior to 2004 are collected from Investor’s Digest. Initial sampling of 156 companies is matched with the above characteristics and the final sample of 118 companies is being deduced. The independent and dependent data for all 118 companies is collected based on the announcements in Bursa Malaysia, Datastream database and Perfect Analysis database. Finally, only 96 companies with completed independent and dependent data are being processed in EVIEWS. 
The first independent data to reflect earning performance of companies is free cash flow which is calculated based on Copeland and Weston (1988) as cited and used by Hertzel and Smith (1993). The second independent data to reflect asymmetric information is book to market ratio as used by Hertzel and Smith (1993), Lee and Kocher (2001), Chen et. al (2002) and Tan et. al (2002). The third independent data to reflect stock price run-up is cumulative abnormal return calculated based on market model of Scholes and William (1977) similar to Hertzel and Rees (1999). The fourth independent data to reflect agency costs is ownership fraction which is similar to Hertzel and Smith (1993), Lee and Kocher (2001) and Chen et. al (2002). The last independent variables to reflect firm size is based on Wu (2001), Tan et. al (2002) and Brooks and Graham (2005). The dependent variable is placement size based on Wu (2001) and Lee and Kocher (2001). Summary of variables and its definition can be referred as below:
	Table II
Definition of Variables

	Independent Variables:

	Free Cash Flow
(ΔFCF)
	ΔFCF = (ΔEBIT)(1-tc) + tc(Δdepreciation) – ΔInvestment  
ΔEBIT = change in earning before interest and tax for two immediate financial year prior to announcement date

ΔDepreciation = change in depreciation of two immediate financial year prior to announcement date

tc = corporate tax rate
ΔInvestment = change in working capital of two immediate financial year prior to announcement date

	Book-to-market Equity Ratio (BV/MV)
	The ratio of book value of equity to market value of equity at end of financial year prior to announcement date.

	Cumulative Abnormal Return (CAR)
	CAR = αj + βjRmt + εjt
for day -29 to +10

	Ownership Fraction (OWNFRAC)
	Ownership of managers and directors divided by total number of shares outstanding (at the financial year end prior to announcement date).

	Firm Size (FS)
	Natural logarithm of market value of equity at the financial year end prior to announcement date.

	Dependent Variable:

	Placement Size (LOGGP)
	Log of gross proceeds in ringgit.


The model developed is summarized as follows:

LOGGP = β0 - β1∆FCF + β2BV/MV – β3CAR + β4OWNFRAC + β5FS 


where,


β0 = constant

β1,2…5 = coefficients of predictors

∆FCF = earning performance
BV/MV = asymmetric information

CAR = stock price run-up

OWNFRAC = agency cost

FS = firm size

LOGGP = placement size

A multiple regression analysis is being used to test the developed model with residual and stability testing.
Results and Findings
Descriptive Statistics

Table III reports that the mean of firm size denoted by the market value of equity in this sample is merely at RM200,000 in which the market capitalization of combined companies listed in Bursa Malaysia on 31st December 2007 is recorded at RM325 billion (Economic Planning Unit, accessed on 13th Dec. 2008). Furthermore, the mean for the gross proceeds of equity private placement in this sample is reported at RM21.88 million. It is also prominent in the table that the firms had placed their equity privately at a mean of 39.3% which is more than the required amount to have the benefit of automatic approval as announced in July 2004.  Fundamentally, we can foresee that equity private placement might be the choice method of raising capital among smaller firms. 

	Table III
The Sample Characteristics for Announcements of Equity Private Placements

	
	Mean
	Median
	Observation

	Proceeds (millions)
	RM21.88m
	RM9.9m
	96

	Market value of equity (millions)
	RM0.2m
	RM0.04m
	96

	Fraction Placed
	39.3%
	37.5%
	96



Table IV reports that the average cumulative returns of the four day announcement period (-3,0) is at 0.55% and not statistically significant which is the opposite finding of Wruck (1989) and Hertzel and Smith (1993). For a window extending from -29 to +10, we found non- significant abnormal returns that suggest no potential informational leakage. Though for a window extending from -29 to -10, we reported a significant abnormal return of almost 3.7% that suggests informational leakage might occur earlier than the announcement date itself. Abnormal returns are measured using a market model with estimation of beta using the Scholes & William (1977) method. 
	Table IV

Cumulative Abnormal Return around the Announcements of Equity Private Placements

	Statistics
	{-29, -10}
	{-9, 0}
	{-3, 0}
	{1, 10}
	{-29, 10}

	Mean
	0.036515
	0.359256
	0.551072
	0.034693
	0.199033

	t test
	5.583935
	1.121638
	1.089048
	7.776262
	1.228149

	p-value
	0.0000
	0.2647
	0.2787
	0.0000
	0.2222


· The significance (based on two-tailed test) is at 1%, 5% and 10% levels.

Regression Analysis
Table V reports the least squares regression analysis which indicated the hypothesized relationship of free cash flow, asymmetric information, agency cost and firm size nevertheless, only firm size relationship are statistically significant at p-value of less than 0.05. Due to this, White heteroscedasticity test is performed and being reported in Table VI. The hypothesis of no heteroscedasticity is rejected as p-value is less than 0.05 pertaining to White test. 
	Table V

Least Squares Regression on Log of Gross Proceeds

	Dependent Variable: LOGGP
	
	

	Method: Least Squares
	

	Sample: 1 118
	
	

	Included observations: 96
	
	

	
	
	
	

	Variable
	Predicted Sign
	Coefficient
	p-value  

	
	
	
	

	FCF
	-
	-8.46E-07
	0.087166

	BVMV
	+
	5.18E-08
	0.054629

	CAR
	-
	0.004019163
	0.778416

	OWNFRAC
	+
	0.004275911
	0.977791

	FS
	+
	0.073012879
	2.03E-09

	C
	
	6.462768183
	5.23E-72

	
	
	
	

	 F-statistic
	9.44606
	    Prob(F-statistic) 2.89E-07

	Adjusted R-squared
	0.307733065
	


	Table VI
White Heteroskedasticity Test

	
	
	
	
	

	F-statistic
	2.278551
	    Probability
	0.020358

	Obs*R-squared
	20.29409
	    Probability
	0.026591

	
	
	
	
	


Table VII reports the output after residual testing which shows that there is a significant negative relationship at p-value of less than 0.05 between free cash flow and the choice of equity private placement. Accordingly, there is also a significant positive relationship at p-value of less than 0.05 between book to market ratio which denotes asymmetric information and firm size with the choice of equity private placement. Nonetheless, there is no significant relationship between cumulative average return which denotes price run-up theory and ownership fraction which denotes agency cost theory with the choice of equity private placement. The adjusted R2 is indicating a value of 0.31 at p-value of less than 0.05 which reflect acceptable model fitness according to ……. Furthermore, the model does not suffer misspecification as p-value is more than 0.05 anchored in RAMSEY test (Table VIII).

	Table VII
Weighted Least Squares Regression on Log of Proceeds

	Dependent Variable: LOGGP
	
	
	

	Method: Least Squares
	
	

	Sample: 1 118
	
	
	

	Included observations: 96
	
	
	

	White Heteroskedasticity-Consistent Standard Errors & Covariance

	
	
	
	
	

	Variable
	Predicted Sign
	Coefficient
	p-value
	

	
	
	
	
	

	FCF
	-
	-8.46E-07
	0.04058
	

	BVMV
	+
	5.18E-08
	3.61E-05
	

	CAR
	-
	0.004019163
	0.840361
	

	OWNFRAC
	+
	0.004275911
	0.979278
	

	FS
	+
	0.073012879
	7.75E-07
	

	C
	
	6.462768183
	1.54E-79
	

	
	
	
	
	

	F-statistic
	9.44606
	 Prob(F-statistic)    2.89E-07
	

	Adjusted R-squared
	0.307733065
	
	

	
	
	
	

	
	
	
	


	Table VIII
Ramsey RESET Test

	
	
	
	
	

	F-statistic
	2.572359
	    Probability
	0.082087

	Log likelihood ratio
	5.454488
	    Probability
	0.065399

	
	
	
	
	


Discussion   
Owing to this, the result reveals that when company experience negative earning performance they will tend to choose equity private placement as the tool to raise capital. Negative earning measured by free cash flow will makes it difficult for firms to convince the public to buy their shares as the public has formed negative perception on the company performance. Additionally, firms will encounter a hard time to persuade lender to raise debts. Eventually, firms need to resort to equity private placement as private negotiation transpired in the process between management and potential investors will allow firm to furnish the potential investors of profitable investment opportunities that spawn future return of shareholders. This is steadfast with the finding of Hertzel & Rees (1998), Goh et al (1999) and Brooks & Graham (2005).
Consequently, similar to findings of Hertzel & Smith (1993), Hertzel & Rees (1999), Goh et al (1999), Chen et al (2002) and Folta & Janney (2004), the outcome demonstrates significant positive relationship between book to market ratio which is the measurement for asymmetric information and equity private placement. It is an indication for firms which suffer higher asymmetric information to resort of raising the required capital via equity private placement. Firms with higher asymmetric information suffer from negative public scrutiny and the process in issuance of equity private placement provides a platform to disseminate detailed information which leads to reduction of asymmetric information. The discovery is diverging from the outcome of Chen et al (2002) for Singapore market.

According to Hertzel & Rees (1999), Goh et al (1999) and Lee & Kocher (2001) there is significant negative relationship between stock price run-up which is measured by cumulative abnormal return with equity private placement. The relationship is being explained by stating that if firms are experiencing a continuous rise in share price, they will not choose to issue equity privately due to overvaluation. Overvaluation indicated wider range of capital raising exercises as firms would not mind of public scrutiny and discount. Though, this study found that there is no significant evidence to substantiate the finding of previous researcher in Malaysian market.  

Wruck (1989), Hertzel & Smith (1993) and Chen et al (2002) found that there is significant positive relationship between agency cost and equity private placement nonetheless, the result disclose that there is no significant relationship between agency cost which is measured by ownership fraction with equity private placement. Hertzel & Smith (1993) asserted for the relationship to be existed, the change cannot be more than 5% which explained the inconsistency of finding in this study since equity that is placed privately in this sample are closer to 10%. The proclamation that equity private placement leading to ownership concentration which instigate increase in monitoring is not substantiated in Malaysia. The ownership concentration may be existed though the monitoring effect might not be achieved which might partly caused by the NDP requirement for firms are merely to ensure the minimum shareholding but not participation in management that lead to monitoring and alignment of managers-shareholders interest as stated by Demsetz & Lehn (1985) and Shleifer & Vishny (1986).
Finally, smaller firms tend to choose equity private placement as they suffer asymmetric information and undervaluation predicament. This is corroborated by Wu (2001) and Lee & Kocher (2001) and it is supplementary substantiated by the findings that divulge significant positive relationship between small firms measured by market value of equity with equity private placement.
Concluding Remarks
Previous study in this area resulted in a blend of output particularly from the US market and Singapore market. This article has discovered that there is discrepancy of findings between these markets. A few differences in regulation of countries such as Section 144D in US that restrict the shares purchased in private transaction to be resell within two years and the NDP requirement in Malaysia that impose 30% of minimum Bumiputra’s shareholding may enlighten the mixture of result though there is other potential exposition which could necessitate further study in the quest of identifying the position of equity private placement in Pecking Order Theory and to validate the bona fide raison d'êtres for firms to choose equity private placement relatively to others which might cause the restructuring of preferences in the theory. 
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