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Placements and small cap firms- an analysis of changes to ASX 

Listing Rules* 

 

Mark Humphery-Jenner†, Jo-Ann Suchard‡ 

 

Abstract 
 
The ASX recently amended its listing rules to allow small-cap companies to issue up to 25% of their share capital at 

a discount of up to 25%- Rule 7.1A (up from a 15% issue at a 15% discount). The changes have the potential to 

distort the shareholder-register. Further, if the issue is to an existing blockholder (or blockholders), the super-

majority requirement for the issue to take-place may only require a minority of non-blockholder-shareholders to 

agree. However, existing directors’ duties and shareholder remedies should be sufficient to protect shareholders 

from abuse of the new rules. Thus, they could provide additional flexibility to firms who may require significant 

capital-injections in order to undertake major investments or raise capital to stave-off financial distress. An analysis 

of placements made under the new listing rules finds that the market reacts positively on average to the 

announcement, the average dilutionary effect of the placement on existing shareholders is 14.5% and 19% of issues 

are made at a discount of greater than 15%. The evidence suggests that Rule 7.1A has not undermined shareholder 

wealth on average.  

 
 

 

                                                           
* This research was supported by the Centre for International Finance and Regulation (project number E139) which 
is funded by the Commonwealth and NSW Governments and supported by other Consortium members (see 
www.cifr.edu.au). 
† Australian School of Business, UNSW Australia. Email: mlhj@unsw.edu.au  
‡ Australian School of Business, UNSW Australia. Email: j.suchard@unsw.edu.au  
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1 Introduction  

 

In August 2012, the Australian Stock Exchange (ASX) implemented new fund-raising rules for small-to-mid-cap 

companies (ASX Listing Rule 7.1A). Under the existing capital raising rules (ASX Listing Rule 7.1), all companies 

can issue only up to 15% of their share capital on a non-pro-rata basis (i.e. through placement or a non-pro-rata 

share-purchase-plan) and only at a discount of up to 15%. Under the new rules, firms with a market capitalization of 

less than AUD 300m can  issue up to an additional 10% of their capital with a discount of up to 25% (if they meet 

certain disclosure requirements). The new rules have the potential to facilitate significant dilution of existing 

minority shareholders and to reduce shareholder wealth.  

 

The motivation for the change in rules was several-fold. Rule 7.1A came against the back-drop of the financial 

crisis. Part of the motivation for the change is the conventional wisdom that the crisis-period imposed significant 

capital constraints on smaller companies,1 which was also associated with a worsening in international trade.2 The 

worsening trade conditions are argued to have forced firms to seek external financing, particularly from the equity 

market, rather than from the debt market.  

 

The ASX argues that the change in capital raising rules, directly addresses the needs of mid to small cap firms to 

raise capital by placements and to reduce the compliance cost of using the placement mechanism. Australia has a 

large number of mid to small caps reflecting the strength of activity in Australia’s resources sector (approximately 

45% of listed entities).  Mid to small caps have limited access to venture capital and debt funding, particularly at 

early stages in their life cycle. They have a narrow range of shareholders, which limits the usefulness of rights issues 

as a fundraising tool. Mid to small caps can be seen as a more “speculative” investment, limiting their ability to 

regularly return to existing shareholders for further contributions of capital. Thus the ASX argues that placements 

                                                           
1 Ran Duchin, Oguzhan Ozbas & Berk A Sensoy, “Costly external finance, corporate investment, and the subprime 
mortgage credit crisis” (2010) 97:3 Journal of Financial Economics 418. 
2 Davin Chor & Kalina Manova, “Off the cliff and back? Credit conditions and international trade during the global 
financial crisis” (2012) 87:1 Journal of International Economics 117. 
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are a crucial source of capital.3 In addition, allowing larger offerings could provide greater access to capital for 

innovative companies, which often require significant capital injections in order to conduct innovation, but that 

might otherwise have limited (or expensive) assess to debt markets.4 

 

Large private placements dilute the holdings of minority shareholders. However, private placements have the 

potential to convey some benefits to shareholders. Private placements can create large blockholders and can improve 

corporate governance by conveying a monitoring benefit.5 Further, private placements could provide the firm with 

cash with which to reduce bankruptcy costs or to make profitable investments. However, private placements can be 

costly to existing minority shareholders. They are often issued at a large discount and unless the return earned on the 

cash raised (through the placement) is high enough to off-set this discount, existing minority shareholders will see a 

reduction in the value of their holding.  

 

The purpose of this study is to formalize the degree to which such placements could efface minority shareholder 

wealth. We start by discussing the relevant institutional background, the legal changes, and how the ability to 

relaxed issuance requirements would affect the shareholder-register typical listed company. We highlight that the 

ability to issue 25% of the share capital could distort the shareholder-register.  

 

We next present a theoretical model that highlights the impact of placements on existing minority shareholders. We 

use this model to demonstrate that the firm must earn a significant return on the capital raised in order to adequately 

compensate shareholders for making a discounted placement. If the firm makes a placement at a 25% discount, as 

allowed under the new rules, then it must earn at least 33% on this raised capital to compensate shareholders. This is 

a significant task that could be difficult for a company to achieve, especially for large issues that would confront 

diminishing-returns-to-investment. Thus, the issue is whether there are sufficient protections for shareholders to 

protect them from the potential for value-destroying offerings. 

 
                                                           
3 ASX,  Strengthening Australia’s equity capital markets, 2012. 
4  Simon Davidson, “Boosting capital raisings for mid/small caps on the ASX” (2012) 22:2 Australasian 
Biotechnology 38 at 38. 
5 Alex Edmans, “Blockholder Trading, Market Efficiency, and Managerial Myopia” (2009) 64:6 Journal of Finance 
2481; Alex Edmans & Gustavo Manso, “Governance Through Trading and Intervention: A Theory of Multiple 
Blockholders” (2011) 24:7 Review of Financial Studies 2395. 



4 
 

We analyze the protections that shareholders have against the abuse of the ability to issue larger blocks of shares, 

and find that there are sufficient protections. The listing rules require there to be a super-majority of shareholders to 

approve the issue in order for the firm to issue more than 15% of its shares and/or at a discount of at least 15%. 

However, a shareholders’ vote can count only if they would benefit in the capacity of an ordinary shareholder (ASX 

listing rule 7.3A7). Thus, a shareholder cannot vote to approve a Rule 7.1A offering that would especially benefit 

themselves. We further argue that shareholders have adequate protection in the form of directors’ duties coupled 

with rules in the context of takeovers.  

 

We finally present some empirical evidence on the use of Rule 7.1A offerings. We collect data on 66 offerings that 

have occurred since the rule’s commencement. We note that the sample size is relatively small and that it has only 

been a short time since the rule’s commencement, so some caution is necessary when interpreting the results. We 

find that the market tends to react positively to the announcement of a Rule 7.1A offering, on average. This suggests 

that the offerings tend to enhance shareholder wealth (or at least not destroy shareholder wealth), on average. This 

implies that firms are using Rule 7.1A issues in ways that benefit shareholders, on average; and thus, that there are 

likely sufficient safeguards in place to protect shareholders against value-destruction.  

 

The structure of this paper is as follows. Section 2 discusses the institutional background and how the ability to issue 

up to 25% of the firm’s capital could distort the typical firm’s shareholder-register. Section 3 discusses the 

shareholder-wealth-implications of the new rules. This section provides a model that highlights that the new rules 

will need firms to earn a significant return on the newly raised capital in order to make-up for the 25% discount. 

Section 4 discusses if there are adequate safe-guards to protect shareholders. Section 5 presents the empirical 

analysis of 66 Rule 7.1A offerings since Rule 7.1A’s commencement. Section 6 concludes, indicating while the new 

rules could distort the shareholder-register, there are reasonable safe-guards in place to present the abuse of the 

ability to issue additional shares at a deeper discount.  
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2 Institutional background 

2.1 The rules 

 

Historically, the ASX has allowed all companies to make non-pro-rata issues of only up to 15% of their shares and 

only up to a 15% discount. In April 2012, the ASX considered amending its listing rules to allow companies of 

under AUD 300m market capitalization to make non-pro-rata issues up to 25% of their capital at a discount of up to 

25% for the additional 10% of capital above the 15% threshold (if the company met several disclosure 

requirements). The main effect is to allow some companies to issue significantly larger private placements at 

significantly greater discounts. The ASX implemented these proposed changes in August 2012. In practice, a firm 

would operationalize the offering by making a Rule 7.1 offering (which allows for an offering of up to 15% of the 

firm’s shares at a discount of up to 15%) with a Rule 7.1A offering (which allows the firm to offer an additional 

10% of the firm’s shares at a discount of up to 25%).  

 

Listing rule 7.1A potentially makes it easier for de facto changes of control to occur without shareholder approval. 

The Corporations Act 2001 (Cth) Section 606 deems 20 percent as the control threshold and it is not possible to go 

from 0 to 19.9 percent without on-market purchases, an entitlement offer or shareholder approval in less than 13 

months. However, under Listing Rule 7.1A, this can potentially occur in a day. A single placement under the Listing 

Rules before the 7.1A amendment without specific shareholder approval could create a new blockholder with a 13 

percent shareholding. However, with the introduction of the small to mid-cap Listing Rules (and on the approval of 

the 7.1A placement mandate), this has increased to 20 percent. 

 

The ASX has attempted to prevent the abuse of the new rules. First, under pre-existing regulations, managers would 

not have been able to make any placement (however small) if it were for an ‘improper purpose’. This is a 

consequence of the directors’ duties to act bona fide and for a proper purpose.6 For example, issuing shares (by 

                                                           
6 This duty is enshrined in Corporations Act 2001 (Cth) Section 181.  
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virtue of a private placement) for the purpose of achieving some personal benefit would be invalid.7 Second, if the 

issue were to be for the purpose of frustrating a takeover bid (i.e. by diluting a potential acquirer), then aside from 

being for an ‘improper purpose’ (so a violation of directors duties, as indicated above), it would constitute 

frustrating action and would be invalid. 8  Third, the company can issue the 25% of shares only if they seek 

shareholder approval to do so.9 The extent to which this protects minority shareholders depends on the extent to 

which the placement-recipients dominate the register. Section 4 discusses these safe-guards in more detail.  

 

2.2 How would the proposed rules affect the typical small cap listed company’s 

register? 

 

Placements issued under listing Rule 7.1A could have a significant impact on the typical small cap company’s 

register. To demonstrate the impact, we collect data on approximately y 1250 ASX listed companies whose market 

capitalization is under AUD 300m; and thus, would fall within the new rules. We collect data on the total holdings 

of the top 20 shareholders, of all substantial shareholders, and of the largest substantial shareholder. The data is from 

Morningstar FinAnalysis and is for the end of 2013. We report the summary statistics for the registers of these 

companies in Table 1. We report the mean, median, minimum, maximum and standard deviation for each of the 

holding of the top 20 shareholders, largest substantial shareholder, and total substantial shareholding. We report the 

holdings for both before a Rule 7.1A offering and for after a Rule 7.1A offering of 19% to a new external 

shareholder in order to examine the impact of such an offering on the register from the perspective of the original 

shareholders. We chose a 19% offering as this is the largest offering to a single party that would avoid interacting 

with the takeover regulations in Corporations Act 2001 (Cth) Section 606.  

 

 

                                                           
7 See e.g. Harlowe's Nominees Pty Ltd v Woodside (Lakes Entrance) Oil Co NL [1968] HCA 37; Hogg v Cramphorn 
Ltd [1967] Ch 254; Howard Smith Ltd v Ampol Petroleum Ltd [1974] AC 821. 
8 Takeovers Panel Guidance Note 12: 
http://www.takeovers.gov.au/content/DisplayDoc.aspx?doc=guidance_notes/current/012.htm  
9 See ASX listing rules 7.1 and 7.1A. 
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The ownership of mid to small cap companies is highly concentrated. The average company’s top 20 shareholders 

collectively own 62.34% of the company’s stock. There are on average 2.4 substantial shareholders and together 

they own 32.49% of the stock on average. The largest substantial shareholder owns 19.47% of the stock, on average. 

The distribution of stock-ownership is only slightly skewed: the median ownership for the top 20 shareholders, all 

substantial shareholders, and the largest substantial shareholder are 63.05%, 30.45%, and 15.19%, respectively.  

 

Under the new rules, the company could issue up to 25% of its share capital on a non-pro-rata basis. For example, 

this issue could be spread across the top 20 shareholders or substantial shareholders, to the largest substantial 

shareholder, or to a new entity. If the company spread the 25% issue across the top 20 shareholders, then the average 

company would see the top 20 shareholders’ claim increase from 62.34% to 69.87% of the company. The largest 

impact is for those companies where the top 20 shareholders previously had a relatively low percentage holding. For 

example, if the top 20 previously owned 10% of the company’s stock, then after a 25% issue, they would own 28% 

of the stock. If the company spread the 25% issue across all substantial shareholders, then the substantial 

shareholders’ ownership would rise from 32.49% to 45.99%, on average. Further if they were to issue all 25% to the 

largest substantial shareholder, then the average largest substantial holding would increase from 19.5% to 35.58%. If 

the company were to issue a 19% block to an outsider,10 then it would create a new blockholder (holding 15.97% of 

the shares). The average holding of the prior top 20 would be diluted to being 52.39% of the company, the largest 

substantial holder would fall to 16.37% of the company, and the total substantial shareholders’ claims would fall to 

27.30% of the company. Overall, this suggests that there would be a significant change in the company’s stock 

register if it were to make a 19% issuance.  

 

 

 

 

                                                           
10 The 19% block is to avoid the firm confronting the prohibition against an entity acquiring more than 20% of the 
firm’s shares unless a particular exception applies (see Corporations Act 2001 (Cth) Section 606).  
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3 How might rule 7.1A influence shareholder wealth? 

 

We start by presenting a simple mathematical example for why allowing firms to conduct larger placements might 

harm existing shareholders. Say there is a company . At time 0 it has  shares outstanding and a value of  . 

Thus, a shareholder who owns  shares will have a percentage holding of . The value of these shares is then 

. The current share price is then .  

 

If the company does not discount the offer and the offer does not otherwise affect firm value (i.e. by creating agency 

problems of excess cash holdings11), then the existing minority shareholders are no worse off than they were before 

the placement. However, the placement will change the shareholder register: the investor who takes up the 

placement will gain significantly more control of the company in question. For example, if the placement recipient 

owned 19% of the company (i.e. just below the takeover threshold) and subsequently acquired a placement of 25% 

of the company’s pre-placement shares, its post-placement holding would be 35.2% of the company. Even if the 

placement recipient owned 1% of the company before the placement, and subsequently received 25% of the 

company’s shares, its post-placement holding would be 20.8% of the company. Such a stake could be potentially 

controlling and would be sufficient to prevent a compulsory takeover should an acquirer convince all other 79.2% of 

the shareholders to sell (as the potential acquirer would need to obtain 90% of the shares to compulsorily acquire the 

remaining shareholder). Thus, even if the offer is not discounted, the offer could distort the shareholder register. 

 

We next consider two scenarios that could directly influence shareholder wealth. First, we consider a situation where 

the firm undertakes a placement (which raises cash), but that cash does not have any additional benefit. Second, we 

consider a situation where the firm can use the cash productively (i.e. by reducing the costs of bankruptcy). 

 

In the first scenario, the company does not obtain a non-cash benefit to doing the placement. At time 1 the 

company issues  news shares by a placement. Thus, the total number of shares outstanding is . The shares 

are issued at a discount of % to the share price, . Thus, the company raises 1 . The goal is to analyze 

                                                           
11 See e.g. Jarred Harford, “Corporate cash reserves and acquisitions” (1999) 54:6 Journal of Finance 1969. 
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how this issue affects the other shareholders. The new shareholders now own the fraction of the company . 

The new value of the company is 1 . Thus, the new value of the holding is:  

 

1  

 

Rearranging the value-expression yields:  

 

1
 

 

Because 1,  . Thus, if the placement does not yield any value-benefit, then the existing 

shareholders lose from the issue.  

 

In the second scenario, the company obtains a non-cash benefit from the placement. We capture this in the form of 

an increase in the value of the firm’s existing assets, raising them from  to . Thus, the new value of the firm is 

∗ 1 . So, the value to the existing shareholders is ∗, which is:  

 

∗
1

 

 

So, the existing minority shareholders benefit only if 1. That is, the minority shareholders benefit only 

if . That is, the value, , has to increase to  . That is, if 1 , where  is the 

return, then the return is given by 1 , so . Thus, the dollar-amount of value that the 

placement must create is . Thus, if the firm raises an amount of 1 , then the required return on 

the amount raised is . Since , the return is . Since , the required return on the 
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amount raised is . Thus, if the firm undertook a placement and did not discount the shares, then it would be 

sufficient to earn a return of zero on that capital raising (i.e. the minority shareholders’ pro-rata claim on the cash 

raised is sufficient to off-set the dilution). 

 

The required return on the capital raising, , increases non-linearly with the discount offered. The first 

derivative is  and the second derivative is . Given that ∈ 0,1 , both the first and second 

derivatives are increasing. This indicates that the required return increases at an increasing rate with the discount 

offered. Figure 2 plots the required return by discount level.  

 

Numerically, making these returns is non-trivial. The new rules will allow companies to issue an additional 10% of 

their stock at a discount of up to 25%. Say the company does this, it will issue a total of 25% of its stock at an 

average discount of 19%. Then the firm must increase the existing assets in place by the return of  0.25

0.25 4.75%. However, this is not a 4.75% return on the capital raised (it is a 4.75% increase in the value of 

assets-in-place). This translates into a return on funds raised of 23.46% (from above). Thus, the firm 

must earn a significant return of  23.46% on the funds raised just to break even on the capital raising.  

 

The difficulty of achieving such a return will depend on the company’s circumstances and the amount of capital 

raised. Given that there are diminishing returns to investment, it will be easier to achieve the requisite return from a 

smaller amount of capital. Further, there are at least two circumstances in which the capital raising could be 

beneficial. First, some small cap companies are high-tech/innovative companies for which large blocks of capital 

can facilitate growth. Such companies typically have poor access to credit markets.12 This is especially the case 

during market-downturns, such as the financial crisis.13 However, it is possible that some small companies can earn 

super-normal returns from their investments, as has been the case in several mining companies that dominate the 

Australian small cap sector. Second, the ability to issue a large block of shares might help companies in financial 

                                                           
12 Thorsten Beck & Asli Demirguc-Kunt, “Small and medium-size enterprises: Access to finance as a growth 
constraint” (2006) 30:11 Journal of Banking and Finance 2931. 
13 See for example the discussion of bio-tech companies in Peter Mitchell, “US credit crunch impacts biotech across 
the globe” (2008) 26:4 Nature Biotechnology 359. 
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distress to recapitalize.14 This was the perceived motivation for several capital raisings during the financial crisis. 

For example, ISS reports that 54% of capital raisings in Australia between 2008 and 2009 were for the purpose of 

paying down debt.15 Such capital-raisings could help to reduce the firm’s risk of financial distress, thereby reducing 

the firm’s cost-of-capital and improve its access to trade-credit.16 

 

4 Are there sufficient safe-guards for shareholders? 

 

A placement made under listing rule 7.1A could potentially adversely affect shareholder wealth. The securities issue 

could occur at either the instigation of the directors or the shareholders, depending on the company’s constitution. 

The default position is that the board has all the powers of the company,17 which would include the power to issue 

securities.18 However, the power to issue shares could vest with the shareholders if the constitution explicitly 

provides for such an issue,19 a state-of-affairs that could be brought about through amending the constitution in order 

to allow shareholders to do so. Thus, the issue is whether the new rules have sufficient safe-guards to prevent actions 

that could undermine shareholder value. There are several such safe-guards: (1) the need for a 25% issue and/or one 

at a 25% discount to receive shareholder approval from a super-majority of shareholders. (2) The directors’ duties. 

(3) Where applicable, rules that prohibit frustrating actions in the context of takeovers. 

 

4.1 Shareholder vote requirement 

 
Listing rules 7.1A states that the firm can issue  shares at a discount of more than 15%, or issue more than 15% of 

the capital outstanding (up to 25%), if there has been an approving special resolution at the Annual General Meeting 

in the prior 12 months. A special resolution requires at least 75% of the shareholders to approve of the resolution. 

                                                           
14 For example, there has been an increasing trend to issue capital for ‘precautionary’ reasons: R David McLean, 
“Share issuance and cash savings” (2011) 99:3 Journal of Financial Economics 693. 
15 ISS, Equity capital raising in Australia during 2008 and 2009, White Paper (ISS, 2010) at 19–20. 
16 Financial distress can have a significant and harmful impact on a firm’s access to capital and cost-of-capital: Tim 
C Opler & Sheridan Titman, “Financial Distress and Corporate Performance” (1994) 49:3 Journal of Finance 1015. 
17 Corporations Act 2001 (Cth) Section 198A. 
18 This follows from the company’s power to issue shares under Corporations Act 2001 (Cth) Section 124(1)(a). 
19 Corporations Act 2001 (Cth) Section 198A(2). 
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All shareholders can vote in this resolution. However, their vote does not count for the purposes of a particular issue 

if they will benefit other than in the capacity as an ordinary shareholder.20 Put differently, if the offering is a non-

pro-rata offering (i.e. an offering of 15,000 shares to all shareholders), then all shareholders’ votes would count. To 

make this more concrete: Say 76% of the shareholders vote to allow the board to conduct a Rule 7.1A offering at an 

annual general meeting. This 76% includes a blockholder who owns 20% of the company to whom the company 

plans to issue the shares. The firm could not then undertake a 7.1A offering to that shareholder as only 70% of the 

‘qualifying shares’ will have voted for the Rule 7.1A offering.21 Thus, the shareholder voting requirement largely 

prevents any self interested shareholders issuing shares to themselves. It would also prevent an interested 

shareholder who cannot vote from incentivizing another shareholder to vote for them (as such shareholders would 

then benefit other than in their capacity as an ordinary shareholder). 

 

The efficacy of the vote-requirement is premised on the parties acting honestly at the time the firm conducts the 

Rule 7.1A vote. Specifically, the votes are not counted if the shareholder would benefit other than in the capacity of 

an ordinary shareholder (i.e. the issue was to themselves or their associates). However, if (a) the approval were a 

blanket approval to do a 7.1A offering to an unspecified party and they had honestly not decided on a recipient, and 

(b) the firm subsequently offered securities to an existing shareholder, then that shareholders votes would count. In 

this case, because the recipient is unknown at the time of the vote and the parties act honestly, then the vote-

requirement is an adequate protection. By contrast, if the firm has decided to offer the 7.1A securities to an existing 

shareholder, but they do not disclose this at the time of the vote, then the vote requirement would be an inadequate 

protection. Clearly, if the firm were to offer a deeply discounted offering to an existing shareholder, then it would 

open itself to litigation. The success of any litigation would turn on the likelihood that the firm had actually decided 

to issue securities to that existing shareholder at the time of the offering. Thus, overall, assuming that the parties act 

honestly vis-à-vis their intentions regarding the offering, then the shareholder vote requirement can protect existing 

shareholders.  

 

                                                           
20 ASX Listing Rule 7.3A 
21 The calculation is: 76% of all shareholders voted to allow a Rule 7.1A offering. This includes a 20% blockholder. 
Thus, only 56/80 = 70% of the other shareholders would have voted for the offering. 



13 
 

It is worth illustrating the utility of such a voting requirement. Say a blockholder supports a placement of 25% of the 

shares. If that blockholder owns % of the firm’s stock, then it will need to get another % of the vote such that 

75 . However, this %  could represent significantly fewer than 75% of the minority shareholders. 

Specifically, the percentage of minority shareholders who must agree to the issue is .22  

 

A numerical example using the Virgin Australia shareholding-registry highlights this. Three blockholders together 

own 67% of Virgin Australia’s shares.23 They require an additional 8% of the voting shares to agree to a resolution 

allowing a placement under rule 7.1A. This represents 24% of the non-blockholders. That is, only a minority of the 

non-blockholders need to agree in order for the placement to go ahead. That is, significantly fewer than 75% of the 

non-blockholder shareholders need to agree to the placement. Figure 3 highlights this situation. The figure plots the 

number of additional votes required to approve a placement for various levels of initial blockholder-ownership. The 

figure suggests that well under a super-majority of the non-blockholder shareholders are required for the vote to 

pass. The tipping-point is when the blockholder(s) own 50% of the shares outstanding. In this case, only 50% of the 

remaining shareholders need to agree to the issue for the resolution to pass.  

 

Overall, this highlights that the super majority vote requirement is an important protection. Major blockholders 

cannot use their voting power to approve a placement to themselves. Thus, there are protections against firms/major-

shareholders using Rule 7.1A to undermine other minority shareholders.  

 

 

 

 

                                                           
22 That is, the non-blockholders own 100 %   of the shares. % of them must agree to the issue. So, the 
percentage that must agree is .  
23 As at 14 February 2014, three blockholders together held 67% of Virgin Australia: John Durie, “Canberra comes 
to the Qantas party”, (14 February 2014), online: The Australian 
<http://www.theaustralian.com.au/business/opinion/canberra-comes-to-the-qantas-party/story-e6frg9io-
1226827133429>. 
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4.2 Directors’ duties 

 

The securities issue will generally require the approval of the directors. Thus, the directors must adhere to their 

duties to shareholders when making this issue. This has several implications:  

 

First, any securities issuance must be both (a) “in good faith in the best interests of the corporation” and (b) “for a 

proper purpose”.24 In relation to limb-(a): If there are different types of shareholder (i.e. a large blockholder who 

would benefit from a deeply discounted offer, and smaller dispersed shareholders), then directors must act fairly 

between those groups when deciding what is ‘in the best interests’ of the company.25 That is, the directors could not 

simply quadrate the interests of the company with the interests of the largest shareholder. In relation to limb-(b): 

There must generally be a commercial purpose for the issue such that the return earned from the capital so raised 

(i.e. in terms of the investment opportunity, or the reduction in bankruptcy costs), must be sufficient to justify the 

issue.26 If the issue were merely to manipulate voting rights or to provide cheap-shares to one party, then it would be 

an improper purpose.27 Thus, the directors could not orchestrate a share issue merely to provide a windfall gain to a 

blockholder, even if that blockholder already held a majority of the shares.  

 

Second, directors must not improperly use their position to secure an advantage for themselves or another party.28 

This duty would apply in situations where the director represents a major blockholder who might be a beneficiary of 

the discounted securities issue. In this case, if the director were to vote in favor of a deeply discounted issue to this 

blockholder and there were no clear commercial benefit, then the director would likely violate his/her duty to the 

shareholders. This is the case even if he/she acted ‘honestly’.29 Therefore, a nominee director could not vote their 

shares for the purpose of issuing a windfall gain to a blockholder that might install them as a director.  

 

                                                           
24 See for example Corporations Act 2001 (Cth) Section 181.  
25 Mills v Mills (1938) 60 CLR 150 at 164 per Latham CJ.  
26 Harlowe’s Nominees Pty Ltd v Woodside (Lakes Entrance) Oil Co NL (1968) 121 CLR 483. 
27 Whitehouse v Carlton Hotel Pty Ltd (1987) 162 CLR 285.  
28 Corporations Act 2001 (Cth) Section 182. 
29 Kwok v The Queen (2007) 64 ACSR 307 per Santow JA.  
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4.3 Oppression  

 

The oppression remedy could help shareholders to prevent an abuse of the ability to issue new shares. The 

oppression remedy holds that the court may make an order for relief (i.e. preventing the issue of shares30) if the 

action is “contrary to the interests of the members as a whole”31, or is “oppressive to, unfairly prejudicial to, or 

unfairly discriminatory against, a member or members”32. If the issue were at a significant discount (i.e. 25%) and 

were of a significant size (i.e. 25%, as allowed), and were not issued equally to all shareholders, then it would be 

discriminatory (i.e. would treat the non-recipients differently to the recipients). Further, unless the issue conveyed a 

commercial benefit, it would be contrary to the interests of the members as a whole.  

 

4.4 Takeover-regulations 

 

Takeover regulations would at least partially restrict the ability of directors to issue shares to inhibit a potential 

takeover. One conceivable concern is that directors might be able to use the new ability to issue deeply discounted 

shares to a friendly blockholder in order to mitigate a takeover threat by diluting the potential acquirer’s holding. As 

indicated above, this would be a violation of directors’ duties. Further, it would violate the rules against frustrating 

action. Specifically, in the context of takeovers, ASIC can declare certain actions to be invalid for being 

“unacceptable”.33 Such actions include actions that would frustrate a takeover bid (i.e. actions designed for the 

purpose of preventing the takeover.34 ASIC has stated that such unacceptable frustrating actions include the issuance 

of large blocks of shares in order to dilute an acquirer.35 

 

                                                           
30 Corporations Act 2001 (Cth) Section 233. 
31 Corporations Act 2001 (Cth) Section 232(c). 
32 Corporations Act 2001 (Cth) Section 232(e). 
33 Corporations Act 2001 (Cth) Section 657A.  
34 Re MacarthurCook Ltd (2008) 67 ACSR 345 at [24]. 
35 ASIC Guidance Note 12, available from:  
http://www.takeovers.gov.au/content/DisplayDoc.aspx?doc=guidance_notes/current/012.htm  
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5 Firm use and market reaction to Rule 7.1A offerings  

 

Rule 7.1A has only been in place since 1 August 2012 and thus there has been limited use of placements under this 

rule. We identify 66 offerings under rule 7.1A from announcements made to the ASX between October 2012 and 

February 2014. We exclude placement announcements that are announced on the same day as other significant 

events. We hand collect data from the announcements including the number of shares issued, the discount, the 

percentage of outstanding capital issued, costs and the date of the resolution at the AGM. In 52 cases, the firm 

provides information on the ‘dilution effect’ of the placement on existing shareholders. If the company does not 

report the dilution effect, then we assume that it corresponds to the size of the placement. We match each issuer with 

financial characteristics such as total assets and financial leverage. Finally, we collect data on the ownership 

structure of the issuer including percentage ownership of the top 20 and substantial shareholders and the number of 

substantial shareholders.  

 

We examine the market reaction to the announcement of a placement made under rule 7.1A. The market’s reaction 

to the private placement provides an indication of whether investors expect it to create value. Specifically, if the 

placement is associated with an increase in the firm’s share price, then it suggests that the market believes the 

placement will increase corporate value.36 Thus, a positive return implies that the market believes the firm will 

invest the money raised in the offering in a way that increases shareholder wealth. Thus, examining the market’s 

reaction to an announcement, such as a placement, is a standard way of analyzing the value-implications of a 

particular transaction.37  

 

We compute the return around the placement as follows. In many cases, the firm is on trading halt on the day of or 

days around the announcement. If the firm is on trading halt on the day of the announcement , then we compute the 

return on the first day of trade after trading resumes. The return is the ‘close to close’ return. That is 

                                                           
36 The share price reflects the present value of the firm’s future projects. Thus, an increase in the firm’s share price 
implies an increase in the firm’s growth opportunities and/or a decrease in its cost-of-capital.  
37 For example, many papers analyze whether takeovers are likely to create value by analyzing whether the market 
reacts positively to the announcement of the deal, see e.g. Ronald W Masulis, Cong Wang & Fei Xie, “Corporate 
Governance and Acquirer Returns” (2007) 62:4 Journal of Finance 1851; Sara B Moeller, Frederik P Schlingemann 
& Rene M Stulz, “Firm size and the gains from acquisitions” (2004) 73:2 Journal of Financial Economics 201.. 
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, where  is the closing price on day . The term 1  is the closing price on most recent prior day 

on which the firm traded. We also compute the market adjusted return, which is the firm’s return less the stock 

market return over the same interval. The market adjusted return mitigates concerns that any documented effect 

merely reflects general market movements.38 

 

The sample composition by industry is in Table 3. The statistics indicate that there is significant clustering in 

specific industries. The majority of offerings (42 offerings, or 64% of the sample) are from firms in the 

metals/mining sector. This is not surprising given that Rule 7.1A applies only to small companies with a market 

capitalization under AUD 300m. Many small cap stocks on the ASX are in the mining sector and companies in the 

mining sector have significant capital expenditure needs. Thus, the rules are intuitively sensible for these types of 

company and appear to be used by companies that are likely in the greatest need of capital.  

 

We present summary statistics for these offerings in Table 4. Placements are announced on average 5.5 months after 

the resolution is passed at the AGM. The average amount of capital issued is $3.3 million, which represents 20.73% 

of the outstanding capital. This compares to 14.1% for ASX300 placements between 2010 and 201239. Two thirds of 

the placements are for an issue of at least 15% of outstanding capital (the median issue size is 20.91). On average, 

54% of this capital is raised under Listing Rule 7.1A. Placements for small cap issuers are relatively costly with an 

average issue cost of 4.25%. This compares to average fees of 3.09% for ASX300 placement issuers between 2010 

and 2012. There is significant skewness in the size of the discount, with 23% of placements occurring at a premium. 

Around 19% of issues are made at a discount of greater than 15%.  Further, in many cases, the issuer has a closely 

held share register in which the top 20 shareholders own 57% of the company, on average, and have 2.4 substantial 

shareholders on average, with an average holding of 13%. This is unsurprising given that the firms are relatively 

small companies. The average dilutionary effect of the placement on existing shareholders is 14.5% and the 

maximum is 25%. Shares are issued to new shareholders in 52% of the sample and the new shareholders own on 

                                                           
38 This follows the approach in Kathleen Fuller, J Netter & M Stegemoller, “What do returns to acquiring firms tell 
us? Evidence from firms that make many acquisitions” (2002) 57:4 Journal of Finance 1763. We use ‘market 
adjusted’ returns rather than ‘market model’ returns because market model returns presuppose the ability to estimate 
a regression model on the firm’s prior returns. Rule 7.1A companies are generally small-cap stocks, and thus tend to 
be thinly traded, and thus a a regression model would be inapt.  
39 Simon Connal, “Equity Capital Raising by the ASX300 post-GFC”, 2013, Ownership matters. 
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average 8.9% of the firm after the issue suggesting that on average, 7.1A placements create new blockholders in the 

company. On average, the market reacts positively to the placements. This is consistent with previous literature on 

the market’s reaction to private placements in general.40 This suggests that the Rule 7.1A private placements do not 

destroy shareholder wealth, on average. 

 

There are some significant differences between the issues by companies in different industries. Table 5 contains the 

univariate statistics by industry. Some caution is necessary when interpreting these results as several industries 

feature relatively few companies. The market tends to respond more positively to firms in industries that are 

traditionally regarded as ‘high growth’ industries (i.e. metals/mining, high tech, health care). However, it responds 

less positively to weaker industries, particularly those in the retailing industry, consumer staples, or energy which 

are traditionally associated with weaker prospects for high growth investments. The nature of the offer also differs 

significantly across industries. Mining/metals companies issue large amounts of stock but do so at a low discount. 

This likely reflects the large CAPEX needs in mining. A similar trend is present in the financials and health care 

sectors.  

 

There are significant differences in the offerings between those that issue more than 15% of their stock and those 

that issue less than 15% (the Rule 7.1A threshold). Panel A of Table 6 contains the univariate statistics. In particular, 

firms that make larger issues seemingly experience more positive market reactions, and are issued at lower 

discounts. This would imply that the market expects firms to achieve an acceptable return on the amount raised. . 

Larger issues are made by tighter held companies with more substantial shareholders and higher top 20 and 

substantial shareholder ownership. 

 

There are significant differences between firms who use a discount of more than 15% and those who discount less 

(see Panel B of Table 6). Firms that offer a deeper discount tend to experience a worse market reaction to the 

offering. Such firms also tend to be smaller (i.e.  have lower assets), have fewer substantial shareholders, and a less 

tightly held share register, suggesting that they need to offer a greater discount to entice investors.  

 
                                                           
40 See e.g. Michael J Barclay, Clifford G Holderness & Dennis P Sheehan, “Private placements and managerial 
entrenchment” (2007) 13:4 Journal of Corporate Finance 461, fig 1. 
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The results provide some indication as to the value-created under the new rule 7.1A. Some caution is necessary 

when interpreting the figures: there are relatively few firms and there is significant clustering by industry. However, 

the market has reacted positively, on average, to the 7.1A placements. This suggests that firms are generally using 

the placements in ways that the market interprets as value creating. Thus, the changes to the rules do not appear to 

have undermined shareholder wealth, on average.  

 

6 Conclusion  

 

This paper analyzes the recent amendments to the ASX listing rules for non pro-rata capital raisings. On 1 August 

2012, the ASX operationalized changes to the listing rules. The proposed changes allowed companies of market 

capitalization under AUD 300m to issue up to 25% of their share capital at a discount of up to 25% on the final 10% 

of the issue if the firm satisfies certain requirements. Previously, these firms were able to issue 15% of capital at a 

discount of up to 15%. These amendments apply only to small cap companies. The policy behind the amendments is 

to facilitate better access-to-capital for small cap companies.  

 

We highlight that the proposed changes could significantly influence shareholders; however, there are likely 

reasonable protections in place. The proposed changes could enable distortions of the typical shareholder-register of 

small cap companies. The requirement that the issuer obtain a super-majority of shareholder offers significant 

protection against a blockholder securing an offering to themselves. Further, directors’ duties and the oppression 

remedy can help shareholders to resist any significant share issuance at a significant discount. Thus, absent a 

commercial benefit the issue could likely be resisted under existing laws, providing sufficient protection to 

shareholders.  

 

We present some empirical analysis of the value-implications of Rule 7.1A offerings. Using a sample of 66 

offerings, we find that the market tends to react favorably to the offering. While caution is necessary interpreting the 

results due to the small sample size and short time since the rule’s implementation, the evidence tends to suggest 

that Rule 7.1A has not undermined shareholder wealth on average. This presents some preliminary evidence that 
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firms are using placements in ways that enhance shareholder wealth and that Rule 7.1A tends to adequately protect 

shareholders from surreptitious dilution and value-destruction.  
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7 Tables 

 
Table 1: Impact of a 7.1A offering on the typical shareholder registry 

This table contains summary statistics to analyze the impact of a 7.1A offering on the typical shareholder registry. 
The data is from a sample of 1244 companies with market capitalization of under AUD 300 m (i.e. who could avail 
themselves of a rule 7.1A offering). Panel A contains data on the registry before any offering. Panel B models what 
would happen to the registry if the firm offered a 19% block to an outside shareholder. We model a 19% block 
because this is the maximum allowable block without running into the 20% takeover threshold in Corporations Act 
2001 (Cth) Section 606.  
  Holding of 

 Top 20 
Shareholders 

Holding of 
Largest 

Substantial 
Shareholder 

Total 
Holding of 
Substantial 

Shareholders 
Before Offering   
Average 62.39% 19.51% 32.54% 
Median 63.06% 15.20% 30.49% 
Max 99.99% 97.46% 97.92% 
Min 0.68% 0.00% 0.00% 
Std Dev 18.60% 17.64% 23.21% 
After Offering (impact on original shareholders) 
Average 52.39% 16.37% 27.30% 
Median 52.98% 12.76% 25.58% 
Max 84.03% 81.90% 82.29% 
Min 0.57% 0.00% 0.00% 
Std Dev 15.66% 14.83% 19.53% 
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Table 2: Variable definitions 

Variable Definition 
Announcement Day Return  The return on the day the offering is announced. If the firm is on a trading 

halt on the announcement day, then this is the return earned on the next 
trading day. The return is the close-to-close return (i.e. return on the close 
of day  less the return on the most recent prior trading day scaled by that 
prior return).  

CR (-1,1) The cumulative return from the three trading days surrounding the 
announcement.  

CAR(-1,1) The cumulative abnormal return from the three trading days surrounding 
the announcement. The abnormal return is the firm’s return less the close-
to-close return on the All Ordinaries index.  

CR(-2,2) The cumulative abnormal return from the three trading days surrounding 
the announcement. The abnormal return is the firm’s return less the close-
to-close return on the All Ordinaries index.  

CAR(-2,2) The cumulative return from the five trading days surrounding the 
announcement. 

Discount (%) The discount at which the offer is issued. The discount is based on the 
firm’s volume weighted average price (VWAP). This is calculated 
following the stipulation in ASX listing rule 7.2:  
 
“The issue price of securities issued under listing rule 7.1A must be no 
lower than 75% of the volume weighted average price for securities in the 
relevant quoted class calculated over the 15 trading days on which trades in 
that class were conducted immediately before either: (a) the date on which 
the securities are issued; or (b) the date on which the price of the securities 
is agreed, provided that the issue is thereafter completed within 5 business 
days. 
 
Setting the maximum discount by reference to a VWAP figure calculated 
over a period of 15 trading days should limit the potential for securities to 
be issued under listing rule 7.1A at a discount to a short term low market 
price. 
 
In recognition of the market practice that a listed entity and potential 
allottees of securities will come to an agreement about the issue price of the 
securities a short time before the issue actually takes place, and that they 
must be able to tell whether the price that they have agreed complies with 
the listing rule, the maximum discount can be calculated by reference to the 
VWAP over the 15 trading days on which trades in the equity securities 
were recorded before the agreement is reached. In this case, the issue must 
be completed (that is, payment for the securities must be received, and the 
securities issued into the electronic holdings of the allottees) within 5 
business days after the agreement of the issue price. Otherwise the 
calculation must be performed by reference to the 15 trading days on which 
trades were recorded before the issue date.” 

Discount Above 15% An indicator that equals one if the discount is at least 15% and equals zero 
otherwise.  

%Issued The percentage of shares that the firm issues.  
%Issued Above 15% An indicator that equals one if the firm issues at least 15% of its shares.  
Assets (AUD 000s) The firm’s book value of assets.  
Financial Leverage The firm’s financial leverage (debt scaled by assets).  
Top 20 Shareholders %Own The percentage of the firm’s shares that the top 20 shareholders own as at 
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the most recent report prior to the offering. 
#Substantial Shareholders The number of substantial shareholders (shareholders that own at least 5% 

of the company) 
#Days from AGM to announcement The number of days from the firm’s annual general meeting (AGM) to the 

announcement.  
Dilution Effect The dilutive effect of the offering on existing shareholders as disclosed in 

the announcement. If the firm does not report the dilution effect, we assume 
it corresponds to the percentage of shares issued.  
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Table 3: Sample composition by industry 

This table contains the number of observations by GICS industry sector.  
GICS Sector Number of Observations 
Consumer Discretionary 1 
Consumer Services 1 
Consumer Staples 1 
Diversified Financials 1 
Energy 3 
Financials 3 
Health Care 3 
Industrials 3 
Information Technology 5 
Materials 2 
Metals & Mining 42 
Retailing 1 
Total 66 
 
 
 
Table 4: Univariate statistics 

This table contains univariate statistics for the set of Rule 7.1A offerings. The variable definitions are in Table 2. 
Variable Mean Median Std Dev Obs. 
Announcement Day Return  0.031 0.000 0.116 66 
CR (-1,1) 0.045 0.002 0.181 66 
CAR(-1,1) 0.039 0.005 0.182 66
CR(-2,2) 0.076 0.044 0.198 66 
CAR(-2,2) 0.067 0.046 0.198 66 
Discount (%) 5.076 5.725 11.369 66 
Discount Above 15% 0.197  0.401 66 
%Issued 20.730 20.905 12.884 66 
%Issued Above 15% 0.667  0.475 66 
Assets (AUD 000s) 21559 10043 33067 66 
Financial Leverage 34.350 11.305 90.571 66 
Top 20 Shareholders %Own 57.133 56.975 14.493 66 
#Substantial Shareholders 2.379 2.000 1.557 66 
Substantial Shareholder %Own 25.631 24.260 16.200 66 
#Days from AGM to announcement 164.318 154.000 121.611 66 
Dilution Effect 13.592 13.340 6.798 66 
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Table 5: Univariate Statistics by Industry 

This table contains univariate statistics by GICS sector. The variable definitions are in Table 2. 
GICS Sector CAR 

(-1,1) 
CAR 
(-2,2) 

Discount %Issued Assets 
(AUD 
000s) 

Financial 
Leverage 

Top 20 
Shareholders 

%Own 

#Substantial 
Shareholders 

#Days from 
AGM to 

announcement 

Dilution 
Effect 

Consumer Discretionary 0.060 -0.021 5.790 9.680 10124 2.050 66.570 2.000 172.000 7.570 
Consumer Service 0.006 0.184 16.140 9.670 3979 0.780 52.710 0.000 221.000 9.670 
Consumer Staples -0.203 0.358 -12.990 24.800 856 15.490 46.810 2.000 42.000 24.800 
Diversified Financial 0.051 0.060 5.440 22.530 37455 9.320 66.520 4.000 2.000 11.580 
Energy -0.102 0.060 1.633 13.787 15558 20.497 48.517 2.000 284.667 12.313 
Financials -0.075 0.003 5.557 21.210 29224 1.420 72.443 2.000 125.000 19.100 
Health Care 0.271 0.278 10.393 44.447 17583 4.907 52.047 2.667 172.667 12.270 
Industrials -0.014 0.014 3.397 28.773 38475 1.567 71.337 2.333 240.000 16.097 
Information Tech 0.098 0.043 6.596 21.300 18672 209.518 67.830 2.600 180.800 16.282 
Materials 0.011 -0.047 4.755 6.585 10043 3.780 50.850 5.000 278.000 6.610 
Metals & Mining 0.047 0.067 4.919 20.045 17779 21.451 54.472 2.238 149.143 13.181 
Retailing -0.065 -0.119 8.620 15.310 207800 198.180 76.430 5.000 217.000 15.860 
Total 0.039 0.067 5.076 20.730 21559 34.350 57.133 2.379 164.318 13.592 
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Table 6: Univariate statistics by issue size and discount 

This table contains univariate statistics by offering size and by discount. Panel A splits the sample by whether the issue was for more than 15% of the firm’s share soutstanding. 
Panel B splits the sample by whether the discount was more than 15%. The variable definitions are in Table 2. 
  Mean Median Std 

Dev 
Mean Median Std 

Dev 
Difference 
in Means 

Difference 
in Medians 

Panel A Issues more than 15% 
(44 Observations) 

Issues less than 15% 
(22 Observations) 

  

Announcement Day Return  0.043 0.000 0.118 0.007 0.000 0.110 0.035 0.000 
CR (-1,1) 0.053 0.001 0.192 0.029 0.019 0.158 0.024 -0.018 
CAR(-1,1) 0.045 0.003 0.193 0.028 0.005 0.160 0.017 -0.002 
CR(-2,2) 0.080 0.049 0.204 0.069 0.023 0.190 0.011 0.026 
CAR(-2,2) 0.068 0.046 0.202 0.065 0.026 0.195 0.003 0.020 
Discount 4.115 5.425 12.321 7.000 7.730 9.133 -2.885 -2.305 
%Issued 26.834 24.365 11.339 8.523 9.195 4.041 18.311 15.170 
Discount Above 15% 0.2045 0.000 0.408 0.182 0.000 0.395 0.023 0.000 
Assets (AUD 000s) 20168 7936 34151 24341 10329 31369 -4172.890 -2393.500 
Financial Leverage 44.043 10.325 109.560 14.962 12.235 14.891 29.081 -1.910 
Top 20 Shareholders %Own 59.006 57.585 14.493 53.385 54.870 14.072 5.621 2.715 
#Substantial Shareholders 2.591 2.000 1.352 1.955 1.500 1.864 0.636 0.500 
Substantial Shareholder % Own 28.620 6.450 15.622 20.432 6.803 16.201 8.187 -0.353 
#Days from AGM to announcement 145.568 107.000 121.774 201.818 223.500 114.902 -56.250 -116.500 
Dilution Effect 16.480 18.190 6.154 7.817 8.320 3.618 8.663 9.870 
Panel B Discount more than 15% 

(13 Observations) 
Discount less than 15% 

(53 Observations) 
  

Announcement Day Return  0.004 0.000 0.116 0.037 0.000 0.116 -0.033 0.000 
CR (-1,1) 0.006 0.002 0.121 0.055 0.002 0.192 -0.049 -0.001 
CAR(-1,1) -0.003 -0.013 0.132 0.050 0.006 0.191 -0.053 -0.019 
CR(-2,2) 0.028 0.032 0.170 0.088 0.052 0.204 -0.060 -0.020 
CAR(-2,2) 0.013 0.029 0.181 0.081 0.048 0.202 -0.068 -0.019 
Discount 19.715 18.790 3.289 1.486 3.230 9.610 18.229 15.560 
%Issued 20.145 20.080 10.544 20.874 21.640 13.480 -0.729 -1.560 
%Issued Above 15% 0.692 1.000 0.480 0.660 1.000 0.478 0.032 0.000 
Assets (AUD 000s) 15502 15969 10518 23044 9977 36466 -7542.320 5992.000 
Financial Leverage 57.337 7.320 148.003 28.711 13.050 70.954 28.626 -5.730 
Top 20 Shareholders %Own 55.711 52.800 15.084 56.112 57.340 13.215 -0.401 -4.540 
#Substantial Shareholders 2.231 2.000 1.787 2.415 2.000 1.512 -0.184 0.000 
Substantial Shareholder %Own 22.895 24.260 17.209 26.210 23.045 16.094 -3.315 1.215 
#Days from AGM to announcement 146.923 168.000 112.294 168.585 147.000 124.428 -21.662 21.000 
Dilution Effect 14.426 16.000 5.505 13.387 13.080 7.110 1.038 2.920 
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8 Figures 

 

Figure 1: Placements and changes to the shareholder register 

This figure plots the post-issue percentage holder of the placement-recipient and the aggregate holding of all other 

shareholders by the initial percentage holding of the recipient. The assumption is that the placement is directed at 

one shareholder and that the placement is for the full 25% that would be allowed under the new rules.  
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Figure 2: Required return on capital raised by placement-discount 

This figure contains the return required on the capital raised under a placement for various levels of discount. 

Following the analysis in Section 2, the required return is . We plot the return for a discount of up to 19%, 

which is the maximum ‘average’ discount that would be allowed if the firm combines a Rule 7.1 offering (15% of 

the stock at a 15% discount) with a Rule 7.1A offering (an additional 10% stock at a 25% discount).  
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Figure 3: Additional votes required by initial block-holding 
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