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Abstract 

In the process of Chinese central companies‘ restructuring, the strategic merger is 

becoming the popular trend nowadays. The thesis chooses a specific case of Shanghai 

International Port Group (hereafter referred to SIPG) stock swap absorption merging 

Shanghai Port Container Company (hereafter referred to SPCC) which is the listed 

subsidiary company of SIPG for initial public offering in the whole happened in 2006. 

From the two aspects of financial indicators and market reaction, the thesis uses the 

method of financial analysis and event study analysis to do the value-added research 

about the case. One purpose of the research is to measure the current and follow-up 

value-added at and after the merger. Another purpose of the research is to find whether 

the value-added measured is abnormal or reflects the true intrinsic value.    

In this paper, the Economic Value-added (hereafter referred to EVA), the Market 

Value-added (hereafter referred to MVA) and the Future Growth Value (hereafter 

referred to FGV) are used to measure the current and follow-up value added at and after 

the stock swap absorption merger between SIPG and SPCC. Through the research on 

the pivotal time point, the horizontal comparison of the EVA, MVA and FGV in the 

same time point and the vertical comparison of the value-added among different time 

points are taken respectively, which puts the emphasis on the research of the 

value-added before and after the merger in 2006 (2005, 2006) and the follow-up two 

years value-added after merger (2007, 2008).The analysis finds that both the economic 

value-added and the market value-added after the merger are above zero. The research 

shows that the market value-added is far more than the economic value-added and the 

future growth value has high proportion in the market value, which indicates the market 

value-added is more caused by the market anticipation than the incremental true 

intrinsic value and the economic value.  

In this paper, event research method is used to do the research about the market 

response / reaction on the stock swap absorption merger between SIPG and SPCC. The 

event study which is based on the historical data of stock transactions chooses the 

appropriate event window, observes the change of stock price, calculates the abnormal 

return (hereafter referred to AR) and cumulative abnormal return (hereafter referred to 

CAR), and then detects whether the market value-added of listed company is abnormal 

or not. The study concludes that the market has the positive reaction about share swap 

absorption merger between SIPG and SPCC. The event of share swap merger can 

assuredly bring short-term abnormal value-added.         

Finally, through combining the research findings and focusing on the value-added 

of companies before and after the merger, the thesis proposes some suggestions to the 

value manager of companies from financial management, corporate strategy, market 

tactics and information asymmetry problem which can help value managers to realize 

the companies‘ goal of maximizing the value. 

 

 

Keywords: stock swap merger, merger, value, value-added, EVA, MVA, FGV, AR, CAR
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Part 1   Introduction 

 

As a way of capital operation and resources and an outcome of capital expansion, the 

mergers and acquisitions in the course of market economy development, has its unique 

source and development law. M & A include merger which aims to gain the control right 

completely through property transactions and acquisition which aims to purchase 

corporate assets and shares partly. 

 

More than 100 years, mergers and acquisitions boom and develop in the global scope. 

As the main body of market economy, enterprises never quench the passion for M&A 

because M & A are said to be able to maximize and achieve the fastest speed of the 

concentration and accumulation of capital. Capital is the core factor in the value chain 

composed by production, operation, service and so on, which is the driving force to 

create and realize the value-added and the value proliferation. As the economist Robert 

Solow discovered in his growth theory (David Romer, 2004, p.9-47), capital 

accumulation and capital intensity are regarded as the most important factors of 

economic development and growth. Although mergers and acquisitions in today's world 

may have different reasons such as strategic expansion, market competition, 

cost-leading, enterprise control, and so on, but their ultimate goal always contains 

capital and value, which could the essence for the enterprises to obtain the evergreen 

foundation. 

 

With the opening of China's capital market and development, enterprises enter a new 

financial economic era, in which various forms of capital operations such as merger, 

acquisition, restructuring, financing, initial public offering (IPO) and so on grow in 

China continuously. The case used in this thesis is that non-listed SIPG share swap 

absorption merged listed subsidiary SPCC to become listed as a whole. In this case 

there is a combination of kinds of capital operation modes like merger as a type of 

reform, restructuring, share swap absorption, IPO capital market, etc., which are very 

complex business activities and so far there are only two samples in China with similar 

capital operations.  

 

1.1 Research Background 
 

1.1.1 Industry Background 

 

As a main component of country‘s important transport infrastructure, the port industry 

plays a pivotal role in the development of the national economy, which has high social 

benefits. Chinese Government pays great attention to the port industry, offering it the 

priority of development and establishing a good policy environment.  
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With the rapid development of China's economy especially the export-oriented economy, 

a huge market demand for the port industry was formed. According to China Port 

Industry report (2006-2007), through restructure and opening up, China's economy grew 

up steadily in the past 20 years with the average annual growth rate was more than 9%, 

becoming one of fastest-growing countries in the world. Moreover, China was ranked 

first in the world for three consecutive years from 2002 to 2005 in handling capacity of 

freight and containers. The challenge of joining the WTO and the advancement of 

building a moderately prosperous society push China to further strengthen the economy. 

The changes in the international economic environment had quite significant impact on 

China's foreign trade in recent years, in which the challenges and opportunities exist. As 

a result of China's economy, the port terminal capacity will stay in the 

demand-exceeds-supply and development-desiderated status for a long time in the 

future, in which there will be a broad expansion space for the rapid development of 

China‘s port industry. 

 

According to China Port Industry report (2006-2007), with respect to expansion of port 

industry, China port industry had met the best opportunities since 1990, and the risk was 

relatively low. The Port Law, implemented on and after January 2004, has encouraged 

the organizations or individuals both at home and abroad to invest in port operations, 

and accordingly, provided China‘s port industry with legal support to establish and 

improve diversified mechanism. Up to the end of 2005, China owned 1030 production 

berths (over 10,000 tons); 10 ports had joined the global top ten ports (100 million tons). 

According to Market Research Report of China Port Industry (2008), in the whole year 

of 2007, the cargo throughput of China's port amounted to 6.41 billion tons, and the 

container throughput reached 114 million TEU.  The graph below showed that China‘s 

Port industry was continuously growing up. 

 

 
Figure 1. China Nationwide ports’ cargo throughput and growing trend analysis, 2001-2007 

Source: Market Research Report of China Port Industry, 2008 

 

From 2006, China‘s port industry gradually developed steadily after a rapid growth. 

However, it was still of high value to invest in hub ports in view of strategy thanks to 

the increase of handling capacity of domestic trade as well as the great space for rise in 
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handling charges rate. Therefore, China‘s port industry shows a promising future. 

According to China Port Industry report (2006-2007), from 2006 to 2010, China planed 

to increase the port handling capacity by 80% or more, and by 2010, the annual 

handling capacity of Chinese ports will reach 6.1 billion tons, and the container handing 

capacity also will be 120-140 million TEUs. The rise of China‘s port industry reflects 

the rapid development of China national economy. China's economic growth will 

continue to slow down, due to inflationary pressure and a slowdown of real estate 

investment. In addition, China's strong export growth will also decelerate, due to impact 

of sluggish demand in the United States of America and Europe as well as RMB 

appreciation. Here I mention some foreign exchange rates for comparison and especially 

for easily understanding the financial figures in the next chapters. According to the 

exchange rate historical data published by the People‘s Bank of China (2009), the 

exchange rate of US Dollar to Chinese Yuan keeps stable in around 6.83 in 2009 

currently, while it was 8.07 in 2005, 7.80 in 2006, 7.30 in 2007 and 6.90 in 2008 in the 

same period; the exchange rate of Euro to Chinese Yuan is 9.81 in 2009 currently, and 

meanwhile it was 10.05 in 2005, 10.25 in 2006, 10.29 in 2007 and 10.07 in 2008 in the 

same period. The exchange rate of Swedish Crown to Chinese Yuan is 0.96 in 2009 

currently, and in the meantime it was 1.15 in 2005, 1.08 in 2006, 1.10 in 2007 and 1.16 

in 2008. China's port industry is closely associated with its national economy and 

import & export, so the industry will see its growth of cargo throughput decelerate. 

However, it will maintain the momentum of a relatively fast growth. 

 

1.1.2 Companies Background 

 

According to China Port Industry report (2006-2007), SIPG is principally engaged in 

four main business including the containers, bulk, port services and port logistics. In 

2005, Shanghai Port ranked first by the total cargo throughput and ranked third by 

container throughput in the world port industry respectively, and both ranked first in 

mainland China. According to China Port Industry report (2006-2007), by the end of 

2005, SIPG consisted of 121 production berths, of which 78 million-ton berths, 

handling capacity of 139.81 million tons, 20km production berth in length, 293,000 

square meters of production warehouse and 4,721,000 square meters of production pile 

field, of which 3411,000 square meters of container yard, 395,000 standard containers 

capacity, 5143 loading and unloading production machinery. 

 

According to China Port Industry report (2006-2007), SIPG had around 47.445 billion 

Yuan assets, 26.451 billion Yuan equity, 20.995 billion Yuan liability, 1.287 billion Yuan 

turnover and 0.575 billion net profit in March 2006. SPCC had around 22.724 billion 

Yuan assets, 7.003 billion Yuan equity, 11.353 billion Yuan liability, 1.141 billion Yuan 

turnover and 0.242 billion net profit in March 2006.  

 

SIPG is in the list of Chinese central companies. In the ownership structure of SIPG, 

Shanghai State-owned Supervision & Administration Committee hold 50% ownership 

directly and 20% ownership indirectly. According to Shanghai International Port Group 
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initial public offering prospectus and share swap absorption merging Shanghai Port 

Container Company report, since SIPG was not a listed company before merger, the 

ownership cannot be possessed by the public directly and several companies held the 

other 30% ownership. SPCC was a listed company and the shareholders of SPCC can be 

classified as three types: SIPG held 1,266,242,100 sale-limited A shares, which 

occupied 70.18% shares of SPCC. Besides that, Wanlun Company and Qifan Company 

held 6,460,000 shares and 6,377,900 shares separately.  

 

According to Shanghai International Port Group initial public offering prospectus and 

share swap absorption merging Shanghai Port Container Company report, SPCC was 

listed in Shanghai Security Exchange with code 600018, and by the signature date of 

SIPG‘s IPO prospectus, SIPG held 70.18% share of SPCC directly as the controlling 

shareholder, which means SPCC was the subsidiary company of SIPG. After share swap 

absorption merger, SIPG had the code 600018 (A share) in Shanghai Security Exchange.  

 

According to China Port Industry report (2006-2007), currently a lot of shipping 

companies including the world's top 20 ones have dredged routes in Shanghai Port 

which has China's most container routes, busiest ships, broadest coverage of the port. At 

present, China central government supports to build Shanghai International Shipping 

Center as a national strategy. SIPG became the first holistic listed company in the Port 

industry of China through share swap absorption merging SPCC in October, 2006. After 

merger, SIPG started to increase its efforts to integrate the assets, to post Shanghai post 

high-quality assets with prominent profitability gradually into listed companies and to 

promote the combination operation between Shanghai Yangshan Phase 1 and Yangshan 

Phase II Terminal. In the meantime, SIPG can feast the performance contribution of 

industry growth after holistic list. With putting Yangshan Port into production, Shanghai 

Port was expected beyond Singapore Port which was ranking first in the world by 

container throughput, and to become the world's largest container port in 2009 or 2010. 

1.1.3 Merger Background 

 

China's mergers, acquisitions and property transfers boomed initially in 1984, while 

listed companies‘ mergers, acquisitions and property transfers just emerged after the 

foundation of Shanghai and Shenzhen Security Exchange. In the recent few years, the 

strategic merger trend of Chinese central companies became more and more obvious as 

a strategic tool for development. 

 

In this thesis, I chose a specific case, in which the merging side SIPG and the merged 

side SPCC were both state-owned enterprises, whereas the port industry is critical to 

China‘s economic development and the two companies here are big enough, therefore, 

this case can be regard as a ―typical‖ case in some sense. In essence, the merger was the 

adjustment of state-owned economy and integration of industrial structure. Although 

with the opening and development of China's capital market, mergers and acquisitions 

activities rise, in theory, the probability of successful mergers is not high. From the 

strategic aspect, mergers should have a good result and synergistic effect, but in fact a 
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lot of mergers did not achieve the strategic objectives and the ideal result by reason that 

the mergers didn‘t realize the value added.  

 

The detailed scheme of SIPG share swap absorption merging SPCC was public on July 

7th, 2006 according to the swap price of 16.50 Yuan and the swap ratio of 1:4.5. 

According to Shanghai International Port Group initial public offering prospectus and 

share swap absorption merging Shanghai Port Container Company report, SIPG issued 

242,171.055 shares for swap with the issue price of 3.67 Yuan per share, which was 

28.01 times of fully diluted price to earnings ratio (P/E) in accordance with the 

calculation of the profit forecasted in 2006. All shares issued by SIPG were for the 

absorption merger without other issue purpose to public. 

 

After share swap absorption merger, except the shares hold by SIPG, other shares of 

SPCC were converted to the common stock issued by SIPG. In the meantime, all assets, 

liabilities, equities were consolidated into SIPG and the legal person qualification of 

SPCC was written-off. 

 

After absorption merger, as the continuous existent company, SIPG brought all aspects 

of SPCC such as people, finance, raw materials and so on into the management mode of 

the group. Besides that, the comprehensive integration, internal business amalgamation, 

united layout of current business, reasonable orientation based on market research were 

taken for the previous SIPG and SPCC which focused on the development of container 

business, bulk operations, port logistics and port services. 

 

SIPG realized holistic listing through share swap merging SPCC, which can offer a 

broader platform for capital operation, and meanwhile solved the possible problem that 

the complex structure of two tier A-share listed companies emerged in the same group. 

As the main purpose of this merger, holistic listing can help companies to reduce the 

related-party transaction, cut down the transaction cost, improve operation efficiency 

and reinforce profitability, etc. The merger had profound strategic significance and 

market impact.  

 

First of all, SIPG was undertaking the vital responsibility of constructing Shanghai 

international shipping center and had restructured the business assets. Therefore, the 

holistic listing of SIPG had very important significance to promote the development of 

group, which can establish a capital operation platform matching the business scale and 

ensure the future long-term development and leap-forward development target 

effectively.  

 

Secondly, the absorption merging SPCC was propitious to help SIPG to integrate 

resources, achieve the synergy effect and scale effect fully, reduce the operation cost 

and management fee, improve the operational efficiency and further enhance the core 

competitiveness and profitability.  

 



6 
 

Finally, the reason why SPCC agreed on the absorption merger was mainly that the next 

stage of development had been considerably constrained since the dock handling 

capacity was gradually saturated. Through merging into SIPG, SPCC was combined 

closely with the business development and further improved by the unified management 

in the whole group. In the meantime, the existing shareholders can share the benefit 

brought by the business growth of the group.  

 

Hence, SIPG share swap merging SPCC was in line with the group‘s holistic 

development strategy and long-term development goals, which was also beneficial to 

both sides of shareholders and stakeholders. In some way, the true nature of this merger 

is a type of reform of China national economy and restructuring of the key industry to 

solve the organizational development bottleneck, to avoid possible decline of the 

company‘s life cycle curve, to reinforce the core competencies and in the meantime to 

integrate resources more effectively and efficiently. China central government wants to 

push central companies to reform in a more constructive manner, and release the 

productivity forces to an utmost extent. The goal of strategic merger and industry 

restructuring is to realize true value added and social wealth growth. 

 

1.2 Research Question 

  

In this case study, I propose as my research question:  

Is the value-added realized in SIPG share swap merging SPCC from a strategic 

perspective? 

 

Around the main research question, I will study the case from more focused 

perspectives. I also propose these sub-questions:  

 

(1) Is the value-added the best surrogate for success of a merger? 

For a long period of time, the capital operation of enterprises had not been 

combined with the goal of improving the value of enterprises. For many instances, 

the capital operation of enterprises lack of clear objectives, in which the strategic 

investment activities of enterprises were hold in a blind manner. With the rise of 

mergers and acquisitions, the capital operation aimed to improve the core 

competitive capacity was widely recognized, but due to the difficulties in judging 

and analyzing companies‘ core capabilities and the lack of clear evaluation criteria 

and performance indicators, thus it is not easy to draw a conclusion whether the 

capital operation aimed to improve the core competitive capacity can really 

improve the core competencies and create value ultimately. And on the value 

proposition, with great changes of the external environment, the subject of the 

value as the goal of business also made big change: from the "maximization of 

shareholder / market value" to "maximization of stakeholder / enterprise value." 

Around how to increase the enterprise value, take value-added management and 

value-based management has also become an important issue in this area. 
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(2) How to identify the value-added of enterprises in the merger?  

In enterprise value management theory, there are corporate value innovation strategy, 

enterprise value transfer tactics and analytical tools such as value chain proposed by 

Michael Porter and value stream proposed by James Mite including strategic value  

stream and virtual value stream. Strategic value stream can help enterprises to 

identify their core competencies and the key of value added. Virtual value stream 

can let enterprises determine how to form strategic alliance and deprive the value 

flow without core competencies in order to make use of resources from other 

organizations effectively.  

 

(3) How to measure the value added in the merger? And what kind of methods used to 

measure the value-added is the most appropriate one? 

The capital operation based on the value-added of enterprises uses EVA (Economic 

Value Added) and MVA (Market Value Added) as evaluation means. The goal of 

maximization shareholder value requests maximization of market value added, 

which is the difference between the market value and total investment capital. The 

market value added can be taken to evaluate long-term and overall strategic 

investment issues. Regarding to the EVA-based management, corporate goal is to 

create EVA and the performance of business units can be measured through EVA 

and the change of EVA, which is the most clear, simple and direct indicator. To 

judge whether the merger is successful or effective or not, only when the EVA is 

greater than zero, the merger can increase the value of the company. Empirical study 

shows that: MVA, EVA and cash flow have the obvious relativity. To learn more 

about the main reason for the failure of mergers, it is necessary to take precise 

measurement of EVA and MVA. In this thesis, I choose FGV (Future Growth Value) 

to further measure the value added of the company. The future growth value (FGV) 

is the present value of future economic value added and can be used to analyze 

listed companies‘ potential EVA creation capacity in the future. 

 

(4) Is the value of new entity after merger greater than the total value of the previous 

two companies before the merger?  

In this thesis, I calculate the market value of SPCC before and after the merger, and 

the existing value of SIPG at merger since it wasn‘t listed until merger time 2006 

firstly in the empirical studies. The company's market value is equal to the 

company's stock number multiplied by share price, and meanwhile the company's 

current value is based on calculation of discounted cash flow valuation. Share swap 

merger came down to the confirmation of share swap proportion which was 

determined in accordance with the relative value of both sides based on the firm 

valuation of double sides of merger. There are three models including Discounted 

Dividend Model (DDM), Residual Earnings Model (RE) and Abnormal Earnings 

Growth Model (AEG) to hold firm / security valuation based on the forecast, hence 

it is reasonable to conduct them and then compare the share price with the share 

swap price. Next according to the time series, I calculate the market value and book 

value of SIPG in 2005 (one year before merger, year -1), in 2006 (merger year, year 
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0), in 2007 (one year after merger, year +1) and in 2008 (two year after merger, year 

+2). I will hold horizontal and vertical comparative analysis. The horizontal 

comparison is between book value and market value in every chosen period. The 

longitudinal comparison is among different years to compare book value and market 

value and in the meantime to compare the calculated market value added, economic 

value added and future growth value.  

 

(5) Did the change in the return of stock price reflect the intrinsic value added by the 

merger? 

I explore whether the value added of listed company is only the abnormal return 

brought by the market reaction on the event of SIPG share swap absorption merging 

SPCC or not. I try to probe into the stock market to check whether the abnormal 

market reaction before and after merger was manipulated by the stable push and 

asymmetric information transmission or not. Although for a long-term, the market 

value of listed company equals to its intrinsic value, it is uncertain for a short term 

because the market value is easily influenced by the market response on the special 

event such as merger and so on. Accordingly, an event study can be taken to 

examine whether there was abnormal return from the stock market reaction on the 

merger.  

 

In some sense, these sub-questions are essentially in a question chain. Only if the 

value-added is the best surrogate for success of a merger, can the value-added research 

for this case be meaningful and significant. Then, the identification of value-added in 

enterprises can locate the places / points for measurement and lead to value 

management. The most important issue in this case study is to measure the value added 

in the merger, and accordingly the methods to measure the value added become critical. 

Furthermore, a scientific approach can measure the value added in the merger more 

appropriately. Moreover, the comparison of value added pre-merger and post-merger 

would be conducted in the time series base. Eventually, since the value added can be 

measured, it is better to inspect whether the intrinsic value added can be appropriately 

reflected by the change in the return of stock price. Most importantly, these 

sub-questions are in the same line with the main question of ―is the value added realized 

in this merger‖ although the main question is a yes-or-no question.  

 

1.3 Research Purpose 

 

Although in theory, mergers create synergies, promote the integration of resources and 

release the energy of value (Joseph Farrell & Carl Shapiro, 2000), not all the mergers 

are successful, and in fact, merger has a high failure rate. Many companies merged in 

order to realize the strategic goals such as market influence, core competitiveness and so 

on, but they failed to achieve the goals and transfer the merger efforts and investment 

capital to the capital. As the complex capital operation mode, mergers are uncertain to 

create value, and only those which create value and realize value added are really 

successful. Especially in China, the capital market is not perfect and mergers happen in 
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a quite complicate Chinese characteristic context with specific social system and 

company property. As a matter of fact, some mergers in China are so different from 

traditional ones. Accordingly, it is becoming crucial and meaningful to find the 

regularity of Chinese characteristic mergers through measuring merger performance via 

value indicator.  

 

Therefore, the purpose of this thesis would be to discover whether the value-added is 

realized in SIPG share swap merging SPCC from a strategic perspective. Besides that, 

this thesis wants to examine whether the value-added is true in the stock market 

excluding the accounting distortion. 

 

The thesis can be used as a reference for the senior management team of central 

companies, the government officer, the consultancy firms, the investors, etc.  

 

1.4 Delimitations 

 

The value added in merger is a quite broad research field, and therefore I focus my 

study in measuring the occurring of value added in strategic merger from the financial 

and stock market perspectives in my thesis. I delimitate the value added research in 

merger, not acquisition because it is helpful to simplify the impact of other factors or 

noises on the value added in corporate capital operation and establish an internal causal 

relationship between value added and merger. I pay less attention to the study of 

creating value added in merger in view that measuring value added and creating value 

added as two different research fields are too difficult to be both fully illustrated in one 

thesis and I have to make a choice. Also I don‘t emphasize on the static value, and 

instead I more devote myself in dynamic value added in respect that I look on value 

added as a meaningful and significant indicator for strategic merger and other corporate 

capital operations. 

 

In the thesis, I focus on studying a Chinese case because China is one of the fastest 

economic development countries in the world who makes striking achievements and in 

these recent years Chinese state-owned central companies play a quite important role in 

the rapid development of economy with particular China‘s actual conditions. Since 2006, 

Chinese State-owned Assets Supervision and Administration Commission of the state 

Council (SASAC) start accentuated pushing restructure and holistic listing of central 

companies, which can integrate with capital market and aim to focus on main business 

and become bigger and stronger for the objective of ranking top 3 in their industry in 

China at least, and even the world. In other words, according to the policy and strategy 

of SASAC, in case that the central companies cannot become top 3 in the domestic 

industry, then their pillaring effects are not distinct and it will be difficult to realize the 

control power of state-owned economy. As a consequent, it is mandatory for these 

central companies which are not ranking top 3 in the industry in China to restructure 

themselves in line with the national strategy. Moreover, it is also a good chance for 

some central companies which have available conditions and purpose to conduct 
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restructuring that promoted by SASAC policy and strategy.(Li Rongrong,2004) I choose 

this case happening during the period 2006 which is the first central company share 

swap merger case to realize holistic listing. As a leaf for a good overview, the chosen 

case is a typical case in Chinese central companies restructuring process, which can be 

observed as a development trend-style and supply a development pattern / model for 

other central companies.  

 

1.5 Definitions 

 

Since there are some specific words in this thesis, it is necessary to give the brief 

definitions for them.  

 

Chinese central companies: Chinese state-owned companies can be classified as central 

companies and local companies. Central companies are directly supervised by the 

central government and State-owned Assets Supervision and Administration 

Commission of the state Council, while local companies are managed by the local 

government. Usually, Chinese central companies focus on pillar industries and have a 

large scale with the leading position in their industries and play very important roles in 

Chinese development as the mainstay of the national economy. (Xinmin net, 2006) 

 

Share swap merger: two or more companies are consolidated into one company and 

shares can be used as payment. (Business Review, 2009) 

 

Strategic merger: the merger as strategic tools for strategic purpose. (Cuikai, 2009) 

 

Value added: the change of value in different period or stage. (Management Accounting, 

2009) 

 

1.6 Disposition 

 

The layout of my research follows a scientific approach as introduction, methodology, 

theory / literature review, analysis, discussion, further research, conclusions, reference / 

appendices in a sequent manner. After the introduction part, I make the disposition of 

other parts. Part 2 is methodology, in which I identify the methodological assumption, 

make the research strategy, locate the research orientation, set hypothesis testing, select 

scientific approach, balance the research design, weight which method is the best for 

research, choose data collection techniques and examine the validity / reliability. Part 3 

is theory / literature review, in which I select theories which are relevant and possible to 

use in this particular study and serve for the research in this thesis, and in the meantime 

I do a systematic and comprehensive literature research as far as possible. Part 4 is 

strategic financial analysis and part 5 is event analysis. In these two parts, I gather the 

data appropriately, conduct the analyses based on relevant theoretical concepts and build 

a causal-effect relationship between the analyses and research question, achieve a 
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comprehensive result and show a clear connection to theory in the analyses through 

scientific approaches. Part 6 is about discussion based on findings and to explore the 

significance in depth. Part 7 is about limitation and further research to find more space 

and possibility and illuminate the truth criteria to enhance the cogency. Part 8 is to make 

summary and present the conclusion which fit logically with the research question. The 

attached are the relevant references and appendices with necessary financial statements, 

etc. Accordingly, I follow this stringent disposition of the thesis to carry out the research, 

comply with the scientific and theoretical framework design with a logical structure and 

make efforts on connection between the different parts of the thesis.  

 

1.7 Contribution 

 

In previous research of corporate mergers, different researchers have different sampling 

approach and research method, and consequently there is almost no accordant 

conclusion. For example, Crubb and Lamb (2000) pointed out that the objective reality 

was that only around 20% of mergers achieved real success, and most mergers just 

corroded shareholders‘ wealth and didn‘t realize true financial return. Mueller (1980) 

collected data of merger performance in seven countries including Belgium, German, 

France, Netherland, Sweden, England and America and found that the profitability of 

these seven countries had no consistent model or pattern no matter for its increase or 

degradation. Even different merger philosophy also may influence the performance of 

merger. For instance, Healy, Palepu and Ruback (1997) conducted research to examine 

which takeovers are profitable, strategic or financial. What‘s more, David A. Becher 

(2000) studied the valuation effects of mergers and acquisitions in the banking industry 

for the period of 1980 – 1997 and indicated that bank mergers create wealth. But there 

are few researches to study merger effect in some other specific industries such as port 

industry. As for China merger research, there are also very inconsistent findings on 

merger effects. Zhang Xin (2003) conducted research on mergers of Chinese listed 

companies from 1993 to 2002 discovered that the average premium of mergers on target 

companies was 29.5% and mergers had negative impact on the shareholders of merger 

companies and positive impact on the target companies. Li Xindan, et al (2003) research 

the performance and effectives of Merger and Acquisitions (M&A) of 103 Chinese 

listed companies in 1998 and confirmed the effectiveness of the corporations be 

strengthened steadily after M&A and strategic M&A have better effects. Besides that, he 

discovered that state owned shares have negative effects on M&A activities while 

privately owned shares have positive results. Accordingly, there are some gaps between 

the previous research and practical merger activities. My thesis is motivated by the 

distinct merger performance research and the merger happened in Chinese state-owned 

companies in a typical industry especially with strategic orientation in economic 

transition. Finally my research show that strategic merger happened in state-owned 

firms also can create value-added. 

 

The theoretical contribution of this research is to develop the measures of value-added. 

The previous researches for measuring value-added in merger mainly adopt either event 
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study method (Fama, Fisher, Jensen and Roll., 1969; David A. Becher, 2000; Delaney, 

F.T & Wamuziri, S.C., 2004; Nihat Aktas, Eric de Bodt and Jean-Gabriel Cousin., 2007) 

or performance comparison between pre-merger and post-merger using accounting 

method (Ken C. Yook, 2004). But each of the two approaches has disadvantage (Per S. 

David Young, et al. 2000; Delaney, F.T & Wamuziri, S.C., 2004; Loughran, T., Vijh, 

A.M., 1997). The contribution of this thesis is to combine the two approaches and 

integrate accounting, finance and management more comprehensively. Besides that, this 

thesis measures value-added as the common logic start point of accounting, finance and 

management. While the earlier researches mainly focus on singular perspective. (David 

A. Becher, 2000; Mitchell, M.L. & Mulherin, J.H., 1996; Penman, S., 1991) Moreover, 

this research is the first time to introduce EVA, MVA and FGV together to display an 

overall view on performance. While, in previous research, single EVA is most popular. 

(Ken C. Yook, 2004) Additionally, this thesis broadens the horizon from the financial 

perspective in behavior finance and efficient market. (Yuanzhi Luo, 2005; Jegadeesh, 

Weinstein and Welch, 1993) 

 

The practical contribution of this research is to discover the regularity of Chinese 

characteristic mergers in state-owned companies. This thesis conducts empirical study 

from the case from China, which is an important supplement for the value-added of 

mergers in the world since the merger activities thrive, while the previous researches are 

prevalently located in the US  (Aloke Ghosh, 2001) and Europe, etc (Dennis C. 

Mueller. 1980; Ronan G. Powell & Andrew W. Stark, 2005). As a matter of fact, more 

and more mergers happen in China which plays an important role in the world stage. 

(Zhiang John Lin, Mike W. Peng, Haibin Yang, and Sunny Li Sun, 2009) Moreover, 

strategic orientation has bigger impact on Chinese firms and becomes a most important 

element in Chinese economic reform and industry restructuring. (Zhou KZ, Li CB. 2007; 

Peng MW, Luo Y and Sun L. 1999; Keister LA., 2009) Furthermore, the research is 

likely affected by the specific context or environment. What‘s more, different social 

context research can draw some valuable conclusion because social structure, typology, 

system and interaction among society, organization and people (behavior) are critical to 

specific phenomena such as merger and so on. In some sense, the research about merger 

between Chinese central companies can enhance the understanding of economics 

changes in a reforming country, promote the process of integration in a restructuring 

industry and illuminate the roadmap of growth in an emerging market. (Xinzhong Xu, 

Joseph Fan and K.C. John Wei, 2009) 

 

Therefore, the research in this thesis has both theoretical and practical contribution in 

building and operating a strategically advantageous position from multi-angles of 

finance, accounting and management, which are also useful to activate the market, 

improve quality of listed companies, optimize the mechanism and finally create value.  
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Part 2   Methodology 

With the thesis work I want to find out whether the merger can bring economic value 

added, market value added, future growth value to enterprises in the both short term and 

long term or not. I also would like to explore whether or not the value added was 

created by merger or derived from abnormal return. I weigh which method is the best 

for research through comparing with other alternative methods for each step in selection 

of methods in this thesis with associated approach if necessary and explain what is the 

reasonable connection and compatibility between research question, purpose, 

epistemology and scientific approach coherently to fully display in-depth 

methodological understanding and application.  

 

Because of that I can put the hypothesis: ―Merged companies create value added in the 

long term and bring abnormal return in the short term.‖ After putting this hypothesis I 

have to test it. In case of hypothesis testing literature I recommend a naturalistic social 

science approach for the thesis work in which knowledge is objective as the scientific 

method, while in constructivist social science, reality is socially constructed, knowledge 

is inter-subjective and truth isn‘t just ―out there‖. Since the case of SIPG is listed 

company, I regard me as a complete observer of this company and take an objective 

view of researcher in the study with neutral attitude.  

 

2.1 Methodology Assumptions 

 

There are three assumptions in the naturalistic social science view including: an 

ontology of independent particulars, an epistemology which relies on an idea of 

accumulated a posteriori knowledge of correlations and a methodology which seeks to 

identify regularities in the real world (Bryman, Alan & Bell, Emma. 2007).
 
These 

assumptions coincide with the problem and are combined in the thesis. I focus 

ontological orientation about ―was the value added realized in merger‖ relevant to the 

nature of the world / reality and epistemology about ―how to measure the value added in 

merger‖ relevant to the nature of the knowledge, and meanwhile, I also seek to 

―theorize‖ on a level above the data and identify ―regularities of value added in merger‖ 

may drawn from the study (Bryman, Alan & Bell, Emma. 2007).  

 

In this thesis, I choose objectivism instead of constructionism in ontology orientation 

because the social reality of value added of merger exists outside of the researcher‘s 

mind which is external to the researcher, not constructed and accomplished by social 

actors. In the meantime, I apply positivism instead of interpretivism in epistemological 

orientation because the reality of value added in merger exists objectively out there 

from the natural science and neutral view and it is only by following the scientific 

method of testing hypotheses that the researcher can get knowledge about it, while for 

interpretivism, the subjective meaning of social action is important and the study is 

easily affected by norms and subjective positions (Bryman, Alan & Bell, Emma. 2007). 
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I adhere to a complete neutral and objective view in the whole research.  

 

The value added measurement of merged firm exists independently from the senses. So 

I must be able to test the hypothesis by observing merged company performances in 

term of shareholder value (market value) and economic value to find the reality / truth 

that the merger did really work in the chosen typical case.  

 

2.2 Research Design   

 

When it comes to the research design and I am in the field of naturalistic social science I 

have to decide if I use the experimental or the non experimental method (Bryman, Alan 

& Bell, Emma. 2007). Because I want to use data from existing company, then the 

experimental method would not help me. Besides that, the financial statements and 

share prices of listed company can be found in the website of Yahoo Finance and 

Money 163, there is also not necessary for me to hold interview or survey of 

cross-sectional method and ethnographic research or social survey of longitudinal 

method. So I consider choosing one single case for study or two more cases for 

comparative analysis. Certainly, one case study seems to be skimpy and has the 

limitation that prevalent theorem or regularity is hard to be drawn from one case, but 

since my chosen case is very complex capital operation combined share swap merger 

and holistic initial public offering and it is quite difficult to find a similar case for 

comparison. Therefore, the single case study methodology is regarded as a most feasible 

and available way in my thesis work.  

 

Afterwards, the case-study is well designed for this thesis because I focus on the single 

case of SIPG merging Shanghai Port Container for an intensive study. I analyze the case 

from financial perspective and share market perspective in the empirical section. I 

would like to explore the real value added created by merger and test the theory that 

value can determine the success or failure of merger through deep analysis. Accordingly, 

I have chosen to use event analysis method, selected event time window, constructed a 

market capital assets pricing model (CAPM model), determined beta, inferred the 

correlative coefficient using regression and calculated the abnormal return and 

cumulative abnormal return in order to verify whether the market response was affected 

by the event of SIPG share swap absorption merging SPCC and caused the short term 

abnormal value added or not.  

 

The main advantage of the methodological approach that being combining event study 

and strategic financial analysis is to cover two most important goals of listed companies 

including shareholder return maximization and financial performance optimization. 

Besides that, it is a comprehensive approach to analyze the data from stock market and 

financial statement to reduce the distortion of accounting manipulation. Essentially, 

strategic financial analysis combines accounting study, financial study, strategic study 

and management study. Plus event study, these five studies can evacuate deeper 

information for one case-study from multi-dimensions. The possible disadvantage with 
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the methodological approach is to be a little bit too broad to integrate much pluralistic 

knowledge so that it is not easy for readers to master all key points quickly. 

 

Meanwhile, in the literature review, I focus on some key words about value, merger, 

value added and market reaction and search for updated data including academic articles 

and electronic databases. 

 

2.3 Research Strategy 

 

The thesis is mainly based on the qualitative method to deeply understand and evaluate 

a typical case from a micro-angle perspective, which keep to a naturalistic approach that 

seeks to understand phenomena in context-specific settings of China‘s economy 

restructuring progress, to illuminate a real world setting I do not attempt to manipulate 

the phenomenon of interest as a researcher and to extrapolate to similar situations. I set 

a general research question in value and selected relevant subjects on value added 

through collecting relevant data. Meanwhile, since I would like to test the theory using 

some statistical tools to analyze the event impact on the share price and market value. 

Therefore, I have to choose some numbers and data to support the analysis and test the 

hypothesis. In this way, quantitative method is associated with qualitative. This 

quantitative method is only used as a part, not strategy because the quantitative strategy 

would need 50 merger cases at least, which is not possible for practical reasons. Some 

statistical test such as T-test may be used as a quantitative instrument in the analysis 

part.  

 

My study intends to use abduction strategy because I would like to take advantage of 

both inductive and deductive, in which the theory connection could be from general 

theory to particular observation, and then comes to general theory. Theory and the 

hypothesis derive from deduction come first and guide the process of data collection. 

The next step is observation and analysis to support or overthrow the hypothesis testing 

theory through constructing the model. Consequently, as a researcher, I have inferred 

the implications of the findings for the theory that prompted the research. The 

constructivism was taken mainly based on the combination between ontology 

orientation and qualitative strategy. In my study, I constructed the model and tested the 

hypothesis I set. 

 

2.4 Case Study Methodology 
 

Case study method, experimental method and questionnaire survey are all major social 

science research methods (Yin, R. K. 2008). As I explain in the research design section, 

experimental method which has basic principles to control environmental conditions by 

causing changes in the independent variables to observe the changes in the dependent 

variable so as to establish the relationship between variables did no help to my thesis 

work since my research aims to explore whether or not the value added was realized in 
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the merger, not to figure out what detailed factors caused the value added of merger, 

which factor played the most important role in the values added of merger and how 

much the factors had influence on the value added of merger. Besides that, research 

questionnaire survey study let respondents give certain answers to the problems limited 

mainly reflecting the views of the respondents and putting emphasis on the 

measurement of the frequency and degree of the incident or built a quantitative 

relationship between variables in cross-section at a certain time, which is not necessary 

and practical since the logic of the questionnaire method is that the investigated samples 

have the representativeness of the population, while the population of big state-owned 

group holistic listing through merging the subsidiary company do not exist because the 

similar cases are quite few so far and it is almost impossible for me to hold a real 

statistical evident survey study.  

 

Through serious comparison and deliberate consideration, I prefer to do case study 

research because it is the most appropriate one among all methods of research design in 

social science consequently. Yin, in Case Study Research Design and Methods (Yin, R. K. 

2008), defines case study research as ―an empirical inquiry that investigates a 

contemporary phenomenon within its real-life context, especially when the boundaries 

between phenomenon and context are not clearly evident.‖ Case study method is to 

conduct the in-depth and comprehensive field research on some a complex or specific 

phenomenon in reality as an empirical research method. The largest difference between 

case study method and experimental method is that case study method does neither 

control the context of the phenomenon, nor intervene to the change process of the 

phenomenon. In my study, case study method is adaptive and feasible since my study 

satisfies the three conditions. Firstly, the phenomenon of holistic listing through 

merging the subsidiary company is becoming the trend of big state-owned groups in the 

context of the Chinese capital market has been gradually opened in the recent years, 

which was contemporary phenomenon in a real-life context, while the boundary 

between phenomenon and context may not be readily distinguishable since the value 

added is uncertain in the merger although I reckon that the phenomenon of ―value 

added‖ and the context of ―merger‖ are quite correlative so that in-depth empirical case 

research can help me. Secondly, I have no possibility to control the events so that I am a 

completely objective investigator and researcher. Finally, as Yin mentioned, case study 

method is more available to answer the questions like ―How‖ and ―Why‖, and my main 

research question ―was the value-added realized in SIPG share swap merging SPCC‖ is 

quite close to the questions of ―How to measure the value added in the merger‖ and 

―Why the value added can be realized in the merger‖. Hence, case study method looks 

the best way in my research.  

 

Withal, Yin also proposes four types of case studies: explanatory, exploratory, 

descriptive and evaluation. In my thesis, I take advantage of the explanatory phase 

which aims to explain how to measure the value added in the merger, the evaluation 

phase which aims to evaluate whether or not the value added was realized in the merger 

from two perspectives and the exploratory phase which aims to induce or develop the 
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theory from the phenomenon and research and hence draw a conclusion or find 

regularity. Furthermore, Yin suggests that it is important to select case and unit of 

analysis properly. Moreover, case study is to illustrate the problem by choosing single 

or multiple cases and using data collected from the logical relationship between events 

or inside the event. The single-case research design is useful if the case is an extreme, 

unique, or revelatory case; a representative or typical case; or a longitudinal case (Yin 

2008). Flyvbjerg also proposes that the single-case design can be used for hypothesis 

testing through the process of ―falsification.‖(Flyvbjerg, Brent. 2006)
 
In this situation, if 

just one observation does not fit the proposition, then the proposition is considered not 

valid. (David L. Barkley, 2006) Thereby I choose the single case seriously because the 

selected case of SIPG share swap absorption merging SPCC. This case looks specific in 

the context with complicate capital operations, but it is also typical in the China‘s 

economic transition and industry restructuring process which can represent a critical test 

to existing theory as rare or unique events since the port industry is a pillar industry and 

the two companies are big enough in the nation economy. Even more, this model of 

merger as a dominant type of reform / restructuring is prevalent in the current Chinese 

central state-owned enterprises. Therefore, case study method can draw the conclusion 

which does not depend on the sample principle. Theoretical proposition can be inferred 

from the case study instead of being induced from a few individuals or samples to the 

whole or population. Similar to experimental study, in case study case is not a sample 

and the study of one or more cases study does not aim to induce the theory from small 

number of cases samples to the population, but rather aims to extend and develop a 

general theory. The resultant theory is often novel, testable and empirical valid 

(Eisenhardt, Kathleen M. 1989). To sum up, case study research is a comprehensive 

research strategy that includes the development of a theoretical model, research model 

design, data collection, and data analysis (David L. Barkley, 2006). 

 

2.5 Data Collection 

 

There are three principles of data collection in case study research: Use multiple sources of 

evidence which converge in a triangulation, create a case study database and maintain a 

chain of evidence (Yin, R. K. 2008). My main theoretical proposition of ―the merger can 

create value added for shareholder and stakeholder‖ lead me to hold two units of analysis 

which are finance unit and stock unit. And, withal, the time series analysis and comparison 

analysis are embedded in it since I need to compare the value added of pre-merger and 

post-merger. Accordingly, I focus my attention on certain data such as documents, progress 

reports, archival reports, annual reports, news, formal or casual observation, bulletin and so 

on. Data collection for a research can consist of the collection of either secondary data or 

primary data or a combination of the two. Due to the constraints of time, I use secondary 

data which can be obtained from already published sources. Besides that, my study, 

model units of analysis are based on the financial statements and historical share prices, 

which indicate that the data from websites of yahoo finance, money 163 and so on are 

enough actually. The collection of literature and articles to my thesis work was most 

done through Umeå University Library and website with authority.  
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Taking into account SPCC was the subsidiary company of SIPG and the book value 

maybe iterant, the result of book value was imprecise if I just added the two book values 

of both sides simply. As a consequence, I used the simulative consolidation financial 

statement on March 31
st 

published in SIPG initial public offering prospectus and share 

swap absorption merging SPCC report. 

 

The reliability of my data collection refers to its availability, consistency, integrity, 

timely and internal reliability. I have confirmed the validity of case study in the previous 

section, and therefore I collect data to serve for case study in financial analysis and 

event analysis and then to answer the research questions. First, I apply secondary 

information as data collection because it is available for the research and analysis. 

Furthermore, since the research is completely objective, I choose secondary data rather 

than primary data to avoid possible bias from people may caused by primary data 

approaches such as interview, observation and so on. Secondly, I keep the consistency 

of data collection to take both the rigorous financial figures as non-financial secondary 

data and public stock information as external secondary data comprehensively from the 

annual report published by SIPG and websites with authority in my thesis. Accordingly, 

all source and data collected are consistent and stable over time. Thirdly, I maintain the 

integrity of the sources and collected materials to reflect the context / circumstances of 

pre-merger and post-merger, track the cause and effect of value added systematically 

and comprehensively. Besides that, I collect similar data in a continuous manner and 

comply with the time series to inspect the status of each period and master the 

development trend. Fourthly, I ensure the sources and collected data are timely and 

sustainable to mirror the change and tendency of real business world and capital market 

sufficiently. Last but not least, I enhance the internal reliability to reduce and avoid the 

impact of the manipulation of accounting which may happen on the valuation by way of 

selecting some objective financial indicators and information from stock market at the 

same time. Thus, on the basis of above, I can rely on the sources and collected materials 

to conduct the research and analysis. 

 

2.6 Quality Criteria 

 

2.6.1 Validity 

 

Validity is the degree to which an instrument actually represents what it purports to 

present and the measure of the correctness or precision about research findings which 

can best be explained using these distinct concepts (Bryman, Alan & Bell, Emma. 2007). 

Since case study method is my chosen way to do my research, I need confirm that case 

study method is valid in my research. Yin states four tests for research design: construct 

validity, internal validity, external validity and reliability. For construct validity, I 

comply with widely acknowledged methods such as economic value added, abnormal 

return and so on and construct the model for financial study and event study to measure 
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the value added in merger properly using triangulation data collection such as stock data 

and financial data. For internal validity, I establish a causal-effect relationship between 

value added and merger through calculated the value of pre-merger and post-merger 

whereby certain conditions are shown to lead to other conditions. For external validity, I 

hold the study to find whether it can be generalized like merger can or cannot create 

value added in some context. For reliability, I demonstrate that the operations of a study 

can be repeated in the similar strategic mergers made inside the central companies with 

the aim of holistic list. Thus I can regard case study method as a valid way for my 

research. 

 

2.6.2 Reliability 

 

The reliability is to examine whether or not measures developed for concepts are 

consistent. I adhere to the consistency and congruence with research question, research 

purpose, research approach, theory and data. Since I analyze the reliability of data 

collection in the above section, now I illuminate the reliability of the thesis research in 

the whole including analysis and result. As I illustrate in research strategy section, this 

thesis applies quantitative method associated with qualitative. For the reliability of 

qualitative research, it mainly refers to consistency / dependability, credibility, 

transferability / applicability, neutrality and confirmability, precision etc. As a complete 

objective observer, I conduct a neutral case study research and keep consistency over 

time to prove the credibility with dependable data collection and analysis. Besides that, 

I balance the research between parts / whole, content / scope and some other dialect 

ways to pursue for the logic and communicative precision. Consequently, the result can 

be confirmed in such kind of contexts / circumstances. For the reliability of quantitative 

research, it is mostly relevant to consistency / stability, internal reliability, inter-observer 

reliability, etc. (Yin, R. K. 2008). Since I apply quantitative research partly, I focus on 

stability / consistency in line with qualitative research and insist on internal reliability as 

the degree to which the indicators that make up a scale are consistent. Hence, I can 

highly rely on the results based on the reliability of the sources and collected materials.  

 

2.6.3 Replication 

 

The replication is the degree to which the results of a study can be reproduced and 

repeated and related to internal reliability (Bryman, Alan & Bell, Emma. 2007). In my 

thesis, the findings are repeatable because if I was (or another researcher) to measure 

the same variable in the same subject and context again, my result would be the same. 

In general, the same research methods and data collection principle used in the thesis 

also can be extended and replicated in similar studies of strategic merger of other 

Chinese central companies. What is more, the tendency toward consistency found in 

repeated measurements can be referred to as reliability. 
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Part 3   Theory / Literature Review 

When I conduct critical literature review, I follow the procedure which includes 

generating / refining key words, conducting search, obtaining literature, summarizing, 

evaluating, recording, redefining parameters, offering critical comment on the idea / 

information of literature and repeat this procedure for the scientific, relevant and 

updated theory which can form a theoretical framework for the analyses. 

 

3.1 What is Merger  
 

3.1.1 Definition 

 

Borys and Jemison (1989) define M&A as ―Mergers are commonly characterized as the 

consolidation of two organizations into a single organization. Acquisitions, by contrast, 

are commonly characterized as the purchase of one organization from another where 

the buyer or acquirer maintains control.‖ (Borys, B., Jemison, D.B. 1989) Similarly, the 

merger is defined as ―a merger involves two companies that have decided together to 

combine into a single entity. In contrast, an acquisition takes place when one company 

is taking over another company.‖ (Encyclopedia, 2009)
 
Mergers often require the 

approval of both the acquiring and target firm‘s shareholders (Chen Chunlai & Findlay 

Christophe, 2001). After merger, the target company is not regarded as a separate entity 

anymore. However, in an acquisition the target remains legally in existence after the 

transaction, although it may be liquidated after a major asset sale to return money to the 

shareholders. Because this thesis explores a merger case, thereafter I focus on mergers 

only.  

  

3.1.2 Motivations of Mergers 

 

In tradition, the mergers have various motivations. For example, mergers can improve 

operational synergies owing to the realization of economies of scale and scope, the 

elimination of duplicate activities, vertical integration, the transfer of knowledge, and a 

reduction in agency costs by bringing organization-specific assets under common 

ownership. This synergy often arises when the merging firms are in the same or related 

industries. (Comment, R., and Jarrell, G.1995) Besides that, mergers can create financial 

synergies due to improvement of cash flow stability, lower bankruptcy probability, 

cheaper access to capital, an internal capital market, the use of underutilized tax shields, 

as well as contracting efficiencies created by a reduction in managers‘ employment risk 

(Marina Martynova and Luc Renneboo, 2006). Moreover, mergers can help to enter a 

new market or decrease competition since takeover is a tactic that is used by acquirers 

to diversify exposures and explore new business opportunities without putting extra 

effort to start from scratch. Such mergers can help acquiring company to enter a new 

industry and take over the target company‘s market share. Sometimes companies also 

merge with their competitors in order to decrease competition. In addition, mergers can 
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enhance inefficient management because the role of hostile acquisitions as a 

disciplinary force to correct managerial failure is also often cited as a motive. In this 

scenario, hostile takeovers target poorly performing firms and replace underperforming 

management. (Marina Martynova and Luc Renneboo, 2006)  

 

Meanwhile, the important motivations of Chinese central state-owned groups merging 

the subsidiary companies were to realize holistic listing, actualize rapid capital 

accumulation, promote full-circulation share liquidity, eliminate the share price 

difference and seek for broad capital platform, which was determined by the special 

characteristics of Chinese listed companies since most of domestic listed companies 

were mainly spin-off group assets and then entered into the security market, while the 

group still retained a large number of operating assets that related or not to the listed 

companies. (Meijun, 2008) Nowadays the restructuring, integration and holistic listing 

of the central groups were becoming an inevitable trend for China's economic 

development in respect that the holistic listing can put an end to the current prevalent 

―chronic illness‖ the stock market such as related party transactions, the parent company 

and majority shareholder occupying funds or capital maliciously, irregular or illegal 

security, and prevent corporations from the barriers existing in governance and 

misfeasance to transport or transfer benefits and so on. Besides that, the holistic listing 

played a quite important role in investor protection owing that the assets of major 

shareholders would be totally merged into the listed company which can end the 

inveracious performance caused by related party transactions and in the meantime avoid 

major shareholders of listed companies usurping the interests of small shareholders. In 

September 2006, SIPG share swap absorption merged SPCC for holistic listing which 

was a specific and basic model combined stock swap and IPO for the rapid-growing 

groups. 

 

3.1.3 Share Swap Absorption Merger 

 

Mergers are commonly voluntary and involve stock swap or cash payment to the target. 

Stock swap is often used as it allows the shareholders of the two companies to share the 

risk involved in the deal (Wikipedia, 2009). 

 

Share swap absorption merger is a form of merger. In accordance with Article 184, 

paragraph 2 of the Companies Act (China), a company absorbs another company that 

dismissed after absorption, which is called absorption. Absorption merger becomes an 

important means of merger and is drawing the great attention from listed companies 

currently. There are indications that the absorption merger will be the main way for the 

listed companies to expand industrial fields and develop their business. (Tianxiacaijing 

Net, 2009) 

 

The main advantage of share swap absorption merger is: as the merging parties, listed 

companies do not have to pay in cash for purchasing all the assets and shares of the 

merged parties, which could avoid a large number of cash outflow in the merger process 

http://en.wikipedia.org/wiki/Stock_swap
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and maintain the existent companies‘ strength, which is conducive to the long-term 

development of enterprises. Besides that, share swap merger has some other advantages: 

tax benefit because of no cash transaction and capital gain; risk share in the process of 

merger integration, synergies and part-taking transaction cost; less pressure in short 

term financing because share swap payment doesn‘t need cash; non-limitation of 

transaction scale because of no capital restriction; and so on. In addition, share swap 

absorption merger is different from other mergers in valuation because the 

determination of share swap ratio is based on the valuation of two sides of merger, while 

cash merger just needs to make target firm valuation, in accounting because share swap 

mergers use equity consolidation method, while cash mergers use purchase method, and 

in short term return because the abnormal return of share swap merger is high up to 

2.64%, while the abnormal return of cash merger is almost close to 0 according to the 

research about 281 mergers during 1981-1992 (Saeyoung Chang. 1998). 

 

3.2 Measuring Value in Merger 

 

3.2.1 Market Value / Shareholder Value 

 

The term ‗shareholder value‘ was introduced in the 1980s by US consultants who were 

selling value-based management to companies under stock market pressure to increase 

returns. Shareholder value was subsequently used in 1990s Britain and USA as a 

management justification for the corporate restructuring and downsizing which 

promised to deliver increased rates of return. Shareholder value is regarded as one of the 

ultimate measures of a company's success and managers‘ performance. For a publicly 

traded company, Shareholder Value (SV) is the part of its capitalization that is equity as 

opposed to long-term debt (Wikipedia, 2009).  In this sense, shareholder value can be 

regard as (stock) market value. A broad term of shareholder value may point the whole 

value around the shareholder, instead of the return on stock market. 

 

From the book of Corporate Governance (John .L, et al, 2003), there is a clear definition 

concerned with shareholder value. It is made up of capital gains, dividend payments, 

and proceeds from buyback programs and any other payouts that a firm might make to a 

shareholder. As I mention above that merger is one of the investments made by 

managers to maximize the shareholders‘ wealth which is reflected by the fluctuation of 

the stock prices. The merger activities change the stock prices of firms before and after 

the announcement day of merger. Therefore, I can say that there is a relationship 

between merger and the stock prices of firms involved to the deal. 

 

3.2.2 Firm Value / Stakeholder Value 

 

When I looked into the shareholder value, I casted doubt on it. Is the sole concentration 

on shareholder value sufficient to evaluate the real value of firm comprehensively? 

http://en.wikipedia.org/wiki/Shareholders%27_equity
http://en.wikipedia.org/wiki/Debt
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While shareholder value benefits the owners of a corporation financially, it does not 

provide a clear measure of social issues like employment, debt-holder, supplier, 

customer, society, etc, which is usually regarded as stakeholder value (Stern, Joel M. 

2001). A management decision can maximize shareholder value while lowering the 

welfare of third parties (Wikipedia, 2009).
 
Here I use stakeholder value and firm value 

as the interchangeable terms since the true firm value is rooted from stakeholder value. 

The goal of corporations changed greatly from ―shareholder value / market value 

maximization‖ to ―stakeholder value / firm value maximization‖. Societies with 

stakeholder-oriented firms have higher prices, lower out-put, and can have greater firm 

value than shareholder-oriented societies (Franklin Allen & Elena Carletti, 2007). 

Taking US for example, from 1980s up to the present, almost 29 states modified the 

corporate law, which prescribe corporate managers should serve for all benefit-related 

sides, not for shareholder merely (Franklin Allen & Elena Carletti, 2007). 

 

Firm value (FV) is an economic measure reflecting the market value of the whole 

business. It is a sum of claims of all the security-holders: debt-holders, preferred 

shareholders, minority shareholders, common equity holders, and others. Firm value is 

one of the fundamental metrics used in business valuation, financial modeling, 

accounting, portfolio analysis, etc (Wikipedia, 2009). 

 

The essences of shareholder value and firm value are not ambivalent, but compatible. 

Successful firms can create high value for all benefit-related sides / stakeholders. 

Consequently, I used shareholder value / market value and stakeholder value / firm 

value as two ultimate measures of a company's success in a real business world with 

diversiform value tropism. 

 

3.2.3 Value Added in Merger 

 

Concerning about the impact on society, mergers can lower cost as a result of 

economies of scales or improved management for good production. To measure whether 

the shareholders‘ value and firm‘s value are from mergers or not, I should know why 

firms decide to merge with other firms for variety of reasons and identify the source of 

value added creation. Actually, there are two sides of the question ―Mergers bring value 

added to firms?‖ The debate has been hold for a long time. 

 

As I mention in the previous section, researchers have studied some of the evidence 

which have pointed out some motives from mergers directly affect the shareholders‘ 

wealth. The first and common reason for corporate merger is to gain synergy where the 

combined entity has a value greater than the sum of its parts to pursue to benefit the 

acquiring shareholders, to enter new market, to increase market power, to exploit 

economies of scales, to achieve more efficient co-ordination of the different levels, to 

reduce taxable profit in the future and to diversify risk. The existing theory suggests that 

takeovers motivated by synergy will be in favor of acquiring firms‘ shareholders since it 

creates an increase in post acquisition for a long-term performance. Other reasons 

http://en.wikipedia.org/wiki/Employment
http://en.wikipedia.org/wiki/Third_party_beneficiary
http://en.wikipedia.org/wiki/Business_valuation
http://en.wikipedia.org/wiki/Financial_modeling
http://en.wikipedia.org/wiki/Accounting
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include bargain buying, managerial motives and third party motives are identified as 

general issues to motivate mergers and acquisitions activities executed (Glen Arnold, 

2008).  

 

The previous research shows that value added can be derived from the synergies effect 

of merger (Joseph Farrel & Carl Shapiro, 2000). If the firm realizes value added in both 

stakeholder value and shareholder value, the merger can be said to be successful.  

 

On the contrary, if the firm didn‘t realize value added or just achieved value added 

partly, the merger has high possibility to fail. The surveys show there are record 

numbers of deals still conflict with the views on the success of many mergers and 

acquisitions. A typical research hold by KPMG International discovered that almost 

82% of executives surveyed one year after their M&A deal had been completed 

believed that the deal was a success. However, less than half of these companies had 

completed a formal review process and, when measured against an independent 

shareholder benchmark, only 17% of the deals had added value to the combined 

company. In fact, 83% of the mergers were unsuccessful in producing any tangible 

shareholder and stakeholder value benefits. Similar results were cited in different 

studies published in the Harvard Business Review and Newsweek (Bill Johnson, 2009). 

The failure of mergers may be caused by culture integration, leadership, policy, 

management, macro-economic environment and so on.  

 

Therefore, it is necessary to measure the value added in mergers in order to judge 

whether the mergers are successful or not. The traditional accounting profit is evidently 

not suitable to be used for value added measurement because it doesn‘t consider the cost 

of capital. The economic value added EVA, the market value added MVA and the 

future growth value FGV as the measures of value added are recognized in the 

worldwide and respected by management scientists. As Peter Drucker explained in an 

article of Harvard Business Review: what we call profit, that is, the money companies 

left for shareholders, usually is not profit. As long as there is less profit than the cost of 

capital, the company is losing money, although the company still have to pay income 

tax, it seems like the company is really profitable. Relative to consumption, the 

corporate contribution to the national economy is too little, which has been consumed 

all along before the creation of wealth. " 

 

Economic value added or EVA is an estimate of true economic profit after making 

corrective adjustments to GAAP accounting, including deducting the opportunity cost 

of equity capital (Wikipedia, 2009), reducing the possibility of ―creative accounting‖ 

made by managers caused by proxy problem, eliminating the noncash charges such as 

goodwill amortization and deferred tax expense, and so on (Per S. David Young, et al. 

2000). The biggest difference between EVA and accounting profits is: the accounting 

profit only deducts the debt cost required by the debt investors (i.e. interest costs), while 

the EVA is on the basis of accounting profits, and then deducts the minimum capital 

return (opportunity cost) required by equity investors. EVA is the concept of "residual 

http://en.wikipedia.org/wiki/GAAP
http://en.wikipedia.org/wiki/Opportunity_cost
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income", which is equal to the operation profit after tax deducting the cost of debt and 

equity. The formula (Blocher E, et al, 2008)
 
is: EVA= (ROIC-WACC) × C. ROIC is the 

return on invested capital which is equal to the operation profit before tax deducting tax 

and then dividing by invested capital, i.e., ROIC = OI after tax / C. WACC is the cost of 

capital rate, including the cost of debt and equity and C is invested capital, which is 

equal to assets minus liability, i.e.: C = A – D. When the operation profit growth doesn‘t 

occupy extra capital, or the projects have the return of invested capital higher than the 

cost of capital, or the projects with higher return on invested capital than the cost of 

capital are cancelled, in these circumstances corporate will increase EVA and create 

value for shareholders and stakeholders. Corporations should carry out the EVA 

measurement standard in all business, as a result, corporations can achieve a great 

strategic transfer: from scale orientation to value orientation. On one hand, firms can 

improve the return of invested capital to create more value added. On the other hand, 

firms can reduce the WACC to obtain value added, which was a dynamic process due to 

WACC was influenced by many factors such as capital structure change (assets, 

liabilities, equity), frequent interest rate (deposit rate or borrowing rate) fluctuation and 

so on. 

 

One coin has double sides. EVA measurement standard is also criticized by some 

literature. For instance, the arguments exist that there are not certain connections 

between EVA and the success of merger, and even more, EVA as an effective means is 

not appropriate to measure the success of merger (Per S. David Young, et al. 2000). 

While as I explained before, EVA can match the strategies and goals of mergers and it 

should be an ultimate measurement. Hence nowadays most arguments are from the 

drawback of EVA measurement standard. EVA‘s main drawback is that it‘s difficult to 

apply. Companies first need to provide for very specific linkages between everything 

that goes on in these processes and the end results that show up in the performance of 

the firm (Jim Morgan, 2002). The prime causes of EVA failure include the lack of full 

support from top management. (Stern, Joel M, 2001). But meanwhile the problems are 

not obstacles of EVA application in the new economy.  

 

EVA is applied to evaluate firm value added / stakeholder value added. MVA is used to 

measure market value added / shareholder value added, which is the difference between 

the current market value of a firm and the capital contributed by investors. If MVA is 

positive, the firm has added value and created wealth to shareholders. If it is negative, 

the firm has destroyed value and impaired treasure of shareholder.  

 

The formula (Blocher E, et al, 2008) is: Market Value Added = Market Value – Invested 

Capital.  

Future growth value (FGV) is the present value of future economic value added and in 

the meantime reflects the market expectation from investors.  

The formula is: Future Growth Value = Market Value – Current Operation Value. And 

Current Operation Value = Net Operation Profit after tax / WACC.  

The relationship between value added and merger is intricate. The combination of the 

http://en.wikipedia.org/wiki/Market_value
http://en.wikipedia.org/wiki/Capital_(economics)
http://en.wikipedia.org/wiki/Investor
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three value added measure are more comprehensive than single one.  

 

3.2.4 DDM, RE, AEG Valuation Model  

 

To develop and apply technologies for valuing firms and for planning to generate value 

within the firm using financial statement analysis, there are some methods and valuation 

models that involve forecasting such as discounted dividend model (DDM), residual 

earnings (RE) model, abnormal earnings growth (AEG) model and so on. Although 

these models are to conduct firm valuation based on the forecast, it is still meaningful to 

examine whether the share swap price is reasonable or not through comparison between 

the calculated share price and the setting share swap price. 

 

The DDM model can be described as V0
E
 = D1 / (1+RE) + D2 / (1+RE)

2 
+ D2 / (1+RE)

3 

+ ……in which V0
E
 is the forecasted firm value via calculation, Dn is the forecasted 

dividend and RE is the required return rate of equity. As for the RE model, it involves 

residual value and continuous value, in which explicit prediction of RE is done for a 

finite number of periods, and a CV is applied thereafter: P0 = B0 + RE1 / (1+RE) + RE2 / 

(1+RE)
2 
+…… + RET / (1+RE)

T 
+ CVT / (1+RE)

T
, where CVT = PV (REt) and RE t = E t 

– (ρ Ε -1) Bt-1. Regarding to the AEG model, on one hand it can be described as AEG t = 

Cum-dividend Earnings t – Normal Earnings t, where Cum-dividend Earnings t = Et + r 

dt-1 and Normal Earnings are earnings growing at the required rate of return. Thus, AEG 

t = 0 is normal, the firm earns at the required rate. On the other hand, Abnormal 

Earnings Growth is Equal to the Change in Residual Earnings: AEG t = RE t – RE t-1 

and V = BPS1 + PV (CV) + PV (AEG t). The AEG model is applied to forecast 

one-year-ahead earnings, add the present of value (at the end of the year 1) of expected 

abnormal earnings growth for year two ahead and onwards and then capitalize the total 

of forward earnings and the value of abnormal earnings growth. (Penman, 2007) 

 

The three models can be combined for the valuation to examine whether the firm value 

is measured accurately. Firm value calculated from the three models should be same.  

 

3.2.5 Holistic Listing Impact on Shareholder Value in Merger 

 

As an important motivation of exogenous growth, the holistic listing was popular by 

companies and investors. Judging from the present situation, since the holistic listing 

always inputs assets with stronger profitability than existing assets of listed companies 

in merger, and as a consequence, corporate earnings per share can be thickened. Thus 

the holistic listing by way of merger is vigorously sought after by the market. 

 

From the perspective of investors, holistic listing must be conducive to the shareholder 

value added. However, whether the holistic listing can increase shareholder value or not 

depends on the key whether the profitability of new investment on listed companies can 

improve the economic value added (EVA). In other words, it is to look into whether it is 
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conducive to increasing the return on invested capital (ROIC). Economic value added of 

enterprises (EVA) is derived from the residual value when return on capital invested is 

higher than the average cost of capital value, usually also known as shareholder value, 

which is meaningful to shareholders. As a result, value managers and investors need be 

concerned about not only the holistic listing and capital investment, but also whether the 

new assets create shareholder value or not. If the capital investment of holistic listing 

can generate return on investment (ROIC) greater than the cost of capital rate (WACC), 

the EVA (Economic Value Added) is positive, indicating that the holistic listing has 

created shareholder value. Otherwise, the holistic listing cannot create value for the 

company and shareholder. 

 

Holistic listing and capital investment can thicken earnings per share (EPS), but it is 

uncertain to increase shareholder value. Earnings per share usually refer to the 

"accounting profit per share", while what truly represents the shareholder value is the 

EVA (Economic Value Added). If indeed the invested capital from the major shareholder 

improved return on capital, and make it greater than the weighted average cost of capital, 

then the holistic listing can create a new value. Conversely, if the major shareholder 

held the banner of "earnings per share thickening" as a guise, and the return of invested 

capital cannot make up for its weighted average cost of capital, which actually 

destroyed shareholders‘ value. Therefore, only the capital operation which can thicken 

earnings per share and create value added is conducive to the shareholders and firm. 

 

3.2.6 Previous Research on Mergers and Effects in different countries and industries 

 

In previous research of corporate mergers, value effect research is a most prevalent 

research field. There are various researches on whether mergers can create value and 

improve the financial performance of corporate. However, because different researchers 

have different sampling approach and research method, there is almost no accordant 

conclusion. For example, Crubb and Lamb (Thomas M. Grub b& Robert B. Lamb. 2000) 

pointed out that the objective reality was that only around 20% of mergers achieved real 

success, and most mergers just corroded shareholders‘ wealth and didn‘t realize true 

financial return. Besides that, Mueller (Dennis C. Mueller. 1980) collected data of 

merger performance in seven countries including Belgium, German, France, Netherland, 

Sweden, England and America and found that the profitability of these seven countries 

had no consistent model or pattern no matter for its increase or degradation.  

 

For Chinese listed companies, there are also very inconsistent findings on merger effects. 

Zhang Xin (Zhang Xin, 2003) conducted research on mergers of Chinese listed 

companies from 1993 to 2002 using event study method and discovered that the average 

premium of mergers on target companies was 29.5% and mergers had negative impact 

on the shareholders of merger companies and positive impact on the target companies. 

Li Xindan (Li Xindan, et al, 2003) utilized data envelope analysis method to research 

the performance and effectives of Merger and Acquisitions (M&A) of 103 Chinese 

listed companies in 1998 and confirmed the effectiveness of the corporations be 
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strengthened steadily after M&A and strategic M&A have better effects. Besides that, he 

discovered that state owned shares have negative effects on M&A activities while 

privately owned shares have positive results. 

 

Therefore, it is crucial to conduct research on mergers in some specific social context or 

circumstances to discover real effect in a country or an industry.  

 

3.3 Event Analysis Method and Abnormal Return 
 

Delaney and Wamuziri (Delaney, F.T & Wamuziri, S.C. 2004) had claimed two 

methods to measure the merger performance in the studies on construction industry. 

Two financial measures such as accounting and market-based can be adopted. 

Accounting measurement considers accounting data such as return on assets or return 

on equity as the reliable source to measure the company performance. While there is a 

drawback if one solely uses accounting data as a measurement since the companies can 

use creative accounting technique to manipulate the accounts. Brouthers (Brouthers,K, 

& HasterburgmP and Ven, J. 1998) has proposed a new methodology for evaluating the 

success or failure of mergers by reviewing the goals and objectives set by management 

before the merger and identifying whether or not the goals have been achieved after the 

merger. The literature has discovered from past studies that successful firms which 

combine businesses can enjoy the benefit from economies of scale but the reason for 

diversification tends to be less successful (Joseph Farrell & Carl Shapiro, 2000). 

 

Event study methodology is the predominant method which adopts stock returns data to 

estimate the value improvement from mergers. Stelter and Joiner (Stelter, D. and Joiner, 

M. 2001) have suggested a performance measurement which consists of evaluating the 

share prices. A company‘s share price reflects the company performance and investor 

expectation. Also, share prices often represent shareholder value. Hence, share price is 

potentially reliable to serve as an indication of financial performance of a company in 

the period surrounding the takeover activity. Through the stock price, I can measure the 

stock return which is the concern of the shareholders when they decide to invest in one 

company. To understand the performance before and after merger and its impact on 

shareholder value, the study of stock price movement is required. Delaney and 

Wamuziri (Delaney, F.T & Wamuziri, S.C. 2004) used abnormal return and market 

adjusted return to assess the impact of mergers on shareholder wealth in the UK 

construction industry. Through abnormal stock market returns, I can get to know 

whether or not there is a significantly positive abnormal return after the merger activity. 

 

The relevant surveys show that in some specific stock market, the share price has 

unusual reaction on the event before the announcement day and some insider trader 

capture considerable abnormal return (Zhuguohong, 2007). In this status, the market 

value added cannot reflect the real intrinsic value added because the stock market is not 

effective and the abnormal return makes no sense to common shareholders. Conversely, 

the excess abnormal return will cause great loss in society welfare and common 
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investors‘ confidence. Only transparent and open stock market can retain investors‘ 

passion for a long time. 

 

The event study can be considered as another ruler to measure the true value added of 

enterprises in merger besides EVA, MVA and FGV. Basically, EVA, MVA and FGV are 

derived from accounting method and the internal manipulation of accounting cannot be 

averted completely. And meanwhile, the event study may be complementary method 

from stock market. Certainly, the stock market reaction on the specific event is 

complicate and affected by the efficiency of stock market and investors‘ psychology. 

Most importantly, the value added outcome need to be examined in the market. 
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Part 4   Strategic Financial Analysis 

Value Added: Empirical Observation in Finance 

4.1 Financial Statements Analysis 

4.1.1 Equity Structure of the target  

According to Shanghai International Port Group initial public offering prospectus and 

share swap absorption merging Shanghai Port Container Company report, the 

shareholders of SPCC can be classified as three types: SIPG hold 1,266,242,100 

sale-limited A shares, which didn‘t join the share swap, had no cash option and were 

written off after merger. Wanlun Company and Qifan Company held 6,460,000 shares 

and 6,377,900 shares separately, which also didn‘t join share swap, had no cash option 

and were written off after merger. The other 12,920,000 sponsor shares were current 

stocks for sale, which joined share swap or cash option together with the non-limitation 

A-shares operated by the third side. Due to merger, SIPG issued common stock for 

share swap with shareholders of SPCC who didn‘t exert cash option. SPCC no more 

existed and all assets, liabilities and equities were consolidated into SIPG. 

 

4.1.2 Financial Statement Analysis  

 

In the annual report published by SPCC in 2005, earnings per share was 0.66 yuan, the 

main business turnover was 4.776 billion Yuan with an increase of 10.07% and net 

profit is 1.189 billion Yuan with an increase of 2.89%. Meanwhile one point for concern 

was that the net profit growth was less than 3%, which was far below 9% previously 

forecasted by some institutional analysts‘ expectations. But there are some reasons to 

explain the so-so performance. Annual data showed that in 2005 the company's financial 

expenses increased 121%, the capital which was invested on the first phase of Yangshan 

Port in 2005 increased to 6.9 billion Yuan with a growth of 123%, and in the meantime 

long-term and short-term borrowing was up to 42 billion Yuan with a growth of 44%; 

Besides that, administrative expenses increased by 11%, In addition, the return of stock 

and debt decreased investment resulted in the capital gain fell by 84%. (Zhongzheng 

Net, 2006) On one hand, the high cost and expenditures of the first phase of Yangshan 

Port had the negative effect on the annual report in 2005 and would probably have the 

continuous impact on the company‘s performance in 2006. On the other hand, the 

capital investment on Yangshan Port would create potential value added to a great 

extent.  

 

The detailed figures can be shown in the table below. 
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Table 1. Change (growth or fall) of 2006 over 2005 in key business figures 

Items 2005/2006 Growth 

Main business turnover 10.07% 

Net profit 2.89% 

Financial expenses 121% 

Investment on first phase 123% 

Borrowing 44% 

Administrative expenses 11% 

Capital gain -84% 

Source: SIPG Annual Report 

 

The next step I conduct P/E analysis. I suppose that Waigaoqiao pier charge rates rose 

10% in 2007 on the basis of rates in 2006 and Yangshan Port rates kept unchanged, 

taking into account the additional dilution factor, the future earnings per share of SPCC 

could be forecasted as 0.6 Yuan in 2006 and 0.67 Yuan in 2007, corresponding to price 

earnings ratio (P/E) 16.37 times and 18.40 times respectively. In the same period, the 

average price earnings ratio of port share listed in Hong Kong was 20 times, while in 

the domestic stock market it was 15 times, which was significantly lower. Considering 

some factors of the stock market and the port industry in China such as maturity, growth 

and so on, the reasonable price earnings ratio would be 18 times according to the 

judgment on the comparison of benchmarks (domestic 15 times and Hongkong 20 

times). The reason why I apply this price earnings ratio for consideration is that the 

appropriate P/E ratio should be based on the domestic average level in this industry and 

adjusted by the Hongkong P/E ratio since Hongkong stock market is more mature than 

and close to the domestic one as a comparable benchmark. 

 

In this case, the basic valuation of share would be 10.8 Yuan (RMB) per share, that is, 

0.6 multiple 18, and plus the property revaluation 3.25 Yuan per share, so the intrinsic 

value of SPCC would be 14.05 Yuan per share. Therefore, the share price below 14.05 

Yuan had a discount comparing with the intrinsic value. (Zhongzheng Net, 2006)
 
In 

other words, the share of SPCC had the great potential to increase and would be for 

investment. Actually, during the one month before the announcement of SIPG share 

swap merging SPCC on June 6
th

 2006, the share price climbed up from 10.78 Yuan to 

13.73 Yuan quickly. Even more, on one transaction day before the announcement of 

merger, the share price rose suddenly to 15.1 Yuan beyond the intrinsic value I 

calculated above using price earnings ratio. Regarding to the details of stock market, I 

will analyze and explain in the next chapter. The detailed figures can be shown in the 

table 2 below. 

 

Then I inspect the change of earnings per share and P/E ratio year by year. SIPG share 

swap merged SPCC and realized the holistic listing in 2006. Contrasting the share issue 

price of SIPG 3.67 Yuan per share with its earnings per share, the price earnings ratio 

was slightly higher than the average level which was mentioned in the previous 

paragraph. The actual earnings per share were 0.12 Yuan in 2005, 0.14 Yuan in 2006, 
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0.173 Yuan in 2007 and 0.22 in 2008 according to the annual reports of SIPG and the 

corresponding price earnings ratio were 30.58 times in 2005, 26.21 times in 2006, 21.21 

times and 16.68 times respectively. The share issue price 3.67 may be relatively high if 

we just focused on the price earnings ratio in 2005 and 2006, while it was truly 

reasonable and appropriate if we emphasized on the future potential growth. The most 

important thing is that the earnings per share of SIPG was increasing continuously with 

16.7% up in 2006 comparing with 2005, 23.6% up in 2007 comparing with 2006, and 

27.2% up in 2008 comparing with 2007, which indicated that SIPG share swap merging 

SPCC can improve the financial performance and create more shareholder value with 

higher earnings per share. The detailed figures can be shown in the table 3 below. 

 

Table 2. P/E analysis in 2006 and 2007 

Source: SIPG Annual Report 

Items 2006 2007 2006/2007 Growth 

Supposed Waigaoqiao pier 

charge rates     10% 

Forecasted future EPS 0.6 0.67 11.70% 

P/E 16.37 18.4 12.40% 

Intrinsic value (estimation)     14.05 

Share price (real) 

10.78 

(before June 2006) 

13.73 

(after June 2006) 

15.1 

(announcement day) 

 

Table 3. EPS, P/E analysis in time series 

Source: SIPG Annual Report 

Items 2005 2006 2007 2008 

EPS 0.12 0.14 0.173 0.22 

P/E 30.58 26.21 21.21 16.68 

Growth of EPS — 16.70% 23.60% 27.20% 

 

Besides that, the return of equity (ROE) as another financial indicator can be used to 

measure the profitability of listed companies. Before the merger in 2005, the ROE of 

Company was 16.03%. Apparently, SPCC had higher ROE. SIPG was 11.43% and ROE 

of Shanghai Port Container profitability measured by ROE, but we need pay attention to 

its trend since its profitability was decreased from 16.80% in 2003 and 17.01% in 2004. 

From the strategic perspective, SPCC faced a bottleneck of the further development 

because of some factors such as original throughput capacity limitation, heavy financial 

expense pressure, reduction of charge fee income caused by increasing intensive 

competition and so on. Consequently, SIPG share swap merging SPCC would be good 

news to SPCC and more capital would be invest in it to keep the higher profitability 

than the average of SIPG. After the merger, the ROE of SIPG rose from 11.43% in 2005, 

12.33% in 2006 and 12.907% in 2007 to 15.462% in 2008 with 7.87% up in 2006 

comparing with 2005, 4.68% up in 2007 comparing with 2006, and 19.8% up in 2008 

comparing with 2007 and the total liability almost kept stable in all periods, which 

implied that SIPG share swap merging SPCC can increase the return on equity and the 
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efficiency of capital and then improve the shareholder value. In other words, SIPG 

acquired a stronger capacity to realize the value added after merger.  

 

In addition, the net asset value per share as one more financial indicator was one 

important basis of share price. The net asset value per share of SIPG was 1.04 Yuan in 

2005, 1.145 Yuan in 2006, 1.344 Yuan in 2007 and 1.423 Yuan in 2008 respectively 

with 10.1% up in 2006 comparing with 2005, 17.38% up in 2007 comparing with 2006, 

and 5.88% up in 2008 comparing with 2007, which showed the share were more 

valuable and shareholders held more assets of the company. 

The detailed figures can be shown in the table below. 

 

Table 4. ROE and NAV analysis in time series (including pre-merger and post-merger)  

Source: SIPG Annual Report 

Item Shanghai Port Container SIPG 

Year 2003 2004 2005 2005 2006 2007 2008 

ROE 16.80% 17.01% 16.03% 11.43% 12.33% 12.91% 15.46% 

Growth of ROE — — — — 7.87% 4.68% 19.80% 

Net asset value — — — 1.04 1.145 1.344 1.423 

Growth of NAV — — — — 10.10% 17.38% 5.88% 

 

In sum, through the financial analysis, I found the impact of SIPG share swap merging 

SPCC on the financial performance was significant. It seems that the value added can be 

realized by the merger from the perspectives of price earnings ratio, return on equity, 

earning per share and net asset value per share improvement. But it is just an overall 

method, I will make firm valuation and share pricing to explore more comprehensive 

result in depth and acquire more detailed outcome of value added in SIPG share swap 

merging SPCC. 

 

4.2 Firm Valuation and Share Pricing 

4.2.1 Discount Rate Determination 

 

1. Benchmark Identification 

 

The benchmark can be either the average market index or a similar company, which 

either engaged in similar businesses or conducted the same type of share swap merger. 

The company with same type merger was only TCL n 2004, while it was not in the 

same industry. The company in the same industry for consideration was China Ocean, 

while it didn‘t conduct any similar capital operation. Taking these factors into account, 

the industry average index would be rather suitable for the benchmark requirement more 

than companies. 

 

2. Risk valuation and beta estimation  



34 
 

 

Pricing is related to both the risk and expected return, and the risk will determine the 

return of investors. The investment can create value added, and expected return should 

be higher than the required return. Beta can measure the required return. Investment 

pricing must discount the expected return by the required rate. The value is very 

sensitive to the estimated rate of return. In order to simplify the measurement, I 

considered using single-factor capital asset pricing model to estimate the required return 

(CAPM). Beta is defined as the measure of an asset's risk in relation to the market, and 

the risk premium is the return in excess of the risk-free rate of return based on the 

expectations of return as a form of compensation for investors who tolerate the extra 

risk compared to that of a risk-free asset in a given investment. (Investopedia, 2009) 

Although beta and risk premium are measured by the stock returns, they are also 

determined by the company's fundamental factors such as operation, investment and 

financial behavior. The deviation of expected return is caused by risks and the required 

return on venture capital is equal to risk-free return plus risk premium. One coin has 

two sides. Equity investment may have a great loss, but also may have a huge potential 

return on investment. Mean and variance do not reflect the overall characteristics of the 

investment. Capital asset pricing model combined characteristics of return distribution 

and risk premium to calculate the return. 

 

The risks of SIPG can be classified as systematic risks and nonsystematic risks. The 

systematic risks include the impact of macroeconomic periodical fluctuation on Port 

industry, relying on trade industry heavily, leaning on hinterland economy development, 

the competition among coast ports in China and the threat of losing international port 

hinge position. The unsystematic risks include the price change risk, devalue of assets, 

loan commission, associated transaction risk, increasing capital demand, earnings 

forecast risk and tax policy risk, etc.  

          

As an indicator to measure systematic risk, Beta is determined by the non-systematic 

risks. According to the research report of Chinese Port industry issued by Deutsche 

Bank in April 2008, beta was taken as 1 and the risk premium was taken as 5.3% to 

infer the weighted average cost of capital (WACC) as 10.2%. But at the same time 

taking into account the Beta is the historical data with time-effectiveness. From the 

view of Deutsche Bank, in which Beta value equal to 1, the systematic risks of Chinese 

Port industry is fully reflecting the market risks. 

 

3.  WACC Estimation 

  

The cost of capital has obvious impact on firm value, because the inherent inaccuracy of 

the value assessment is very sensitive to the changes in forecasts for the future. For 

companies with higher growth rate, the value has greater sensitivity to the changes of 

capital cost. And when the interest rate is low, the value also has high sensitivity to the 

changes of capital cost. 

 

http://financial-dictionary.thefreedictionary.com/Asset
http://financial-dictionary.thefreedictionary.com/Risk
http://financial-dictionary.thefreedictionary.com/Market
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WACC = Value of Equity / Value of Firm x cost of equity capital + Value of Debt / 

Value of Firm x cost of debt capital (Glen, A. 2008)  

 

Determine the weighted average cost of capital (WACC): WACC is based on the 

company's capital structure and calculated on the proportion of debt and equity 

value-weighted discount rate. Taking into account the WACC will be used to calculate 

the valuation subsequently, I chose the value of debt and equity in December 31, 2006 

in annual financial statements of SIPG after merger firstly. WACC calculation steps are 

as follows: (Glen, A. 2008)  

 

  D = Short term loan + long term debt + Accountable liability  

              = 22,155,380,700 (Yuan)  

E = Net capital per share x shares = 24,038,783,000 (Yuan) 

            D+E = 46,194,163,700 (Yuan) 

 

              Capital Structure : Liability: D / (D+E) = 48% 

                             Equity:  E / (D+E) = 52% 

 

  Re: Cost of equity capital, Re = R f + β (R m-R f)     

  Rf: Risk free rate, here I take long term treasury bond rate in 2006 as   

2.25%;     

Rm – Rf : Risk premium as 5.3%;  

β: Beta as 1 because Port industry is easily affected by economy and 

market and the risk can be viewed as the same as market risk. 

Rd: Cost of debt capital, here I take one-year loan rate as 5.97% 

T:  Tax rate 15% 

Re = 2.25% + 1* 5.3% = 7.55% 

 

            WACC = 48% x (1-15%) x 5.97% + 7.55% x 52% = 6.36%  

 

However, in WACC's algorithms the coefficients are random and not constant such as 

debt-equity ratio, beta, deposit interest rates, loan interest rates and risk premium vary 

with the time. Thus, selecting a suitable weighted average capital WACC became more 

important. Respectively, the following table lists the different debt-equity ratio, beta, 

long-term rates and risk premium in case of WACC. The financial figures of current 

liability, long-term liability, total liability and equity for this table are taken from the 

annual financial statements of SIPG. The sum of liability and equity, debt ratio and 

equity ratio are calculated using the financial figures. The risk free rates are the average 

long-term rate of each year. The tax rate is current average tax rate of China. The risk 

premium and beta are chosen from the figures published in Chinese Port Industry 

Research Report by Deutsche Bank in April 2008 and I have made the assumption that 

they keep stable in all periods. Cost of equity, cost of debt and WACC are calculated 

using the formula and the previous figures.  
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Table 5. WACC estimation and calculation 

Source: Calculated by myself  

Term 2008.12.31 2007.12.31 2006.12.31 2005.12.31 

Current Liability 14928887800 17463941100 17545652200 13458338800 

Long term liability 8182247400 3605938180 4609728500 6020278300 

Total Liability 23111135200 21069879280 22155380700 19478617100 

Equity 29875836900 28201721900 24038783000 19268440100 

Liability + Equity 52986972100 49271601180 46194163700 38747057200 

Debt Ratio 0.436166369 0.427627249 0.479614283 0.502712167 

Equity Ratio 0.563833631 0.572372751 0.520385717 0.497287833 

Risk free rate 0.0387  0.0414 0.0225 0.0252 

Risk Premium 0.053 0.053 0.053 0.053 

β 1 1 1 1 

Cost of Equity 0.0917  0.0944 0.0755 0.0782 

Cost of Debt 0.0729 0.0747 0.0597 0.0558 

Tax Rate 0.15 0.15 0.15 0.15 

After Tax 0.85 0.85 0.85 0.85 

WACC 0.078730593 0.08118418 0.063627148 0.062731547 

 

From the table above, we can see the calculated WACC is different in the different 

years. Actually, it is difficult to fix a WACC when the capital structure, risk free rate, 

beta, risk premium and other key factors are changing. While in my thesis, I should set a 

widely-acknowledged WACC to conduct the value added research. Taking all into 

account, the WACC issued in Chinese Port Industry Research Report by Deutsche Bank 

in April 2008 as 10.2% was more reasonable and comprehensive. Although the figure of 

10.2% is different (higher) than the ones calculated in the table above, it is a fair value 

based on industry data (industry benchmark), macroeconomic environment and other 

complicate factors. Moreover, it can keep consistency in the same line for the different 

periods in an integrative manner.  

 

4.  Risk-based Discount rate determination 

 

WACC as the weighted average cost of debt and equity, which is calculated taking into 

account market risks and the risk premium and can be used as the risk-based discount 

rate. Discount rate used to calculate the time value of money, discount cash flow, assess 

the firm value is required to consider risk and firm value is based on the risk pricing of 

enterprises. Merger is one kind of capital operations with both risk and considerable 

invested capital. Hence WACC as the discount rate is appropriate. 

 

4.2.2 Company Security Valuation Methods Consideration 

 

Valuation should depend primarily on the overall understanding of the enterprise, 

industry and economic environment, but also on the cautious forecast. Assessment of 
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enterprise value services for the transfer of ownership or property rights transactions in 

mergers and acquisitions. Transfer or transaction of property needs the exchange value 

or fair market value. The capital operation based on the value added has not only 

accurate criteria of performance measurement - value, but also a set of procedures and 

methods of operation. 

In stock market, value of security is not only based on the market's expectations of 

future performance, but also determined by the firm's future cash flows and profitability, 

while in which the decisive role of the market is more than the role of company‘s actual 

performance. The intrinsic value, that is, fundamental value refers to the value of 

security which is intrinsic to or contained in the security itself. It is ordinarily calculated 

by summing the future income generated by the asset and discounting it to the present 

value. (Wikipedia, 2009) Stock price is the combination of fundamental value and 

market value which fluctuates around their fundamental values and must be analyzed by 

looking at both fundamental and non-fundamental components, that is, stock market 

forces. Volatility in stock prices is too high to be simply justified by changes in market 

fundamentals because short term deviations from fundamentals should be explained by 

violations of the Homogeneous Rational Expectation hypothesis (Shiller, R. J. 1981, pp. 

421-436). Stock market forces may include the objective side like noise, liquidity, big 

capital power, government policy, institutional capital manipulation, macroeconomic 

environment, market trend, timing, etc and the subjective side like irrational 

expectations, herd psychology, feedback trading, overconfidence, biased self-attribution, 

etc. Therefore, security valuation of the firm should be more comprehensive and serious. 

I should focus on both discounted future cash flow and market impact on the value. 

Even more, Warren Buffett wrote in the 1992 Annual Report of Berkshire Hathaway 

"the value approach and growth approach are joined at the hip: growth is always a 

component in the calculation of value, constituting a variable whose importance can 

range from negligible to enormous and whose impact can be negative as well as 

positive." It means I also need take growth into valuation account. The firm‘s security 

valuation methods include: Forecasted cash flow valuation, expected residual earnings 

(RE) valuation, expected dividend discount (DDM) and expected abnormal earnings 

growth (AEG) valuation. However, these models are all based on the forecast, and the 

event of SIPG share swap merging SPCC occurred in 2006, almost 3 years before.  

Hence, I may conduct these models to value the share in 2006 based on forecasts in the 

next section and then compare with the real price afterwards.  

In this thesis, the key point is consolidated financial statement analysis of the 

pre-merger, at the merger period and post-merger to examine whether the value-added 

was realized or not, and comparing with the analysis of each financial statement 

separately and then calculating the sum of the value of each company. This method of 

calculation is more reasonable and accurate. As mentioned in the previous part, another 

reason to take into account SPCC was the subsidiary company of SIPG and the book 

value maybe iterant, the result of book value was imprecise if I just added the two book 

values of both sides simply. The better way is to update the book values and then sum 
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up the balance sheet. The result is the same as the simulative consolidation financial 

statement. As a consequence, I used the simulative consolidation financial statement on 

March 31
st 

published in SIPG initial public offering prospectus and share swap 

absorption merging SPCC report. 

 

4.2.3 Security Valuation in DDM, RE, AEG models 

 

Considering the earning per share and dividend per share exist in the following years, I 

use these financial figures for valuation models and keep the previous WACC 10.2% as 

the discount rate. Since SIPG issued the new share in 2006, I can choose two time 

points to forecast the share price using these models and then see what the difference is. 

The dividend growth rate can be calculated. The calculation result is shown in the two 

tables below. The relevant key formula is displayed as follows. (Penman, 2007)  

 

BPS t = BPSt-1 + EPS t – DPS t ,  

 

RE t = EPS t - r.BPSt-1 

 

CV [2] = RE [3]/(r-g') = RE [2] g/(r-g'),  

i.e., RE [3] = RE [2] g. 

 

AEG[t] = RE[t]-RE [t-1] = E t +rd t-1- (1+r) E t-1 

 

CV [2] = AEG [3]/(r-g') 

 

Reverse engineer to find h': TV [2] = d [2] (1+h')/(r-h').  

 

Solve for h': h'= (TV+ d) /(r TV-d) 

 

TV [T] is the price or value at T.  

 

For RE, CV [T] =V [T]-B [T], 

i.e., V [T] = CV [T] + B [T] 

 

V = BPS1 + PV (CV) + PV (AEG t) 
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Table 6. SIPG Valuation in the end of 2005 

Source: Calculated by myself 

Discount rate: 0,102

Residual Earning growth: 0,070

Div growth: (h') 0,082
Pay-out-ratio

2005.12.31 2006.12.31 2007.12.31 2008.12.31 2009

Residual Earnings Model (REM)

Year 0 1 2 3 4 ->

EPS 0,140 0,173 0,220

DIV 0,076 0,085 0,102 0,110

BPS 1,040 1,104 1,192 1,310

Residual Earning 0,034 0,060 0,098 0,105

Continuous Value 3,291

Discount rate 1,102 1,214 1,338

Present Value(RE) 0,031 0,050 0,074

SUM PV(RE) 0,154

PV(CV) 2,459

Value per shareV(0) 3,653

Dividend Discount Model (DDM)

Year 0 1 2 3 4->

DIV 0,076 0,085 0,102 0,110

Discount rate 1,102 1,214 1,338

PV(DIV) 0,069 0,070 0,076

SUM PV(DIV) 0,215

Terminal Value 4,601

PV (Terminal Value) 3,438

Value per shareV(0) 3,653

Abnormal Earnings Growth Model (AEG)

Year 0 1 2 3 4->

Abnormal Earnings 0,026 0,038 0,007

PV (Abnormal Earnings) 0,024 0,031

SUM PV (AEG) 0,055

CV (AEG) 0,215

PV CV (AEG) 0,177

Capitalization 0,373

Capitalization rate 0,102

Value per shareV(0) 3,653

Shanghai Int' Port Group Security Valuation（the end of 2005）
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Table 7. SIPG Valuation in the March of 2006 

Shanghai Int' Port Group Security Valuation（the March of 2006）

Discount rate: 0,102

Residual Earning growth: (g') ((G20)) 0,070
Div growth: (h') 0,082
Pay-out-ratio not fixed

2006.3.31 2007.3.31 2008.3.31 2009.3.31 2010
Residual Earnings Model (REM)
Year 0 1 2 3 4 ->

EPS 0,043 0,173 0,220
DIV 0,076 0,085 0,102 0,110
BPS 1,060 1,027 1,115 1,233
Residual Earning -0,065 0,068 0,106 0,114
Continuous Value 3,553

Discount rate 1,102 1,214 1,338

Present Value(RE) -0,059 0,056 0,079
SUM PV(RE) 0,077

PV(CV) 2,655
Value per shareV(0) 3,792

Dividend Discount Model (DDM)
Year 0 1 2 3 4->

DIV 0,076 0,085 0,102 0,110

Discount rate 1,102 1,214 1,338
PV(DIV) 0,069 0,070 0,076
SUM PV(DIV) 0,215
Terminal Value 4,786
PV (Terminal Value) 3,577
Value per shareV(0) 3,792

Abnormal Earnings Growth Model (AEG)
Year 0 1 2 3 4->

Abnormal Earnings 0,133 0,038 0,007
PV (Abnormal Earnings) 0,121 0,031
SUM PV (AEG) 0,152
CV (AEG) 0,232
PV CV (AEG) 0,191

Capitalization 0,387
Capitalization rate 0,102
Value per shareV(0) 3,792
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From the two tables above, we can find the forecast the value per share 3.653 Yuan per 

share and 3.792 Yuan per share are quite close. Even more, the value per share 

calculated here are also very close to the new share issue price of SIPG which is 3.67 

Yuan per share, which can prove that the new share issue price is fair matching the 

intrinsic value which is mainly determined by the firm‘s future cash flow and residual 

value.  

 

4.3 Share Swap Ratio Determination 

 

Share swap ratio (exchange ratio) is the share number of the merging company for 

change per share of the target company, depending on the merging side‘s valuation of 

the target. Based on the valuation of the target company, the acquirer can decide the 

purchase price per share to acquire the object. Therefore, exchange ratio is equivalent to 

the merger price per share by a target stock's current price. Share swap ratio as the key 

to the merger is directly related to shareholders‘ interests of both sides and the success 

or failure of the merger. Thus the determination of Share swap ratio requires high 

accuracy and artistry. 

 

The formula to calculate the share swap ratio published in SIPG initial public offering 

prospectus and share swap absorption merging SPCC report was: share swap ratio = 

Share price of SPCC for swap / Issue share price of SIPG for swap = 16.50 / 3.67 = 4.5, 

which means one share of SPCC can swap 4.5 shares of SIPG. Here the issue share 

price of SIPG for swap was equal to the ratio between net assets per share of SPCC and 

net assets per share of SIPG, which also proved the determination of issue price was not 

random. The prospectus of IPO explained the rationality of the price and ratio from 

price-to–book ratio and price-to-earnings ratio aspects. 

 

According to Shanghai International Port Group initial public offering prospectus and 

share swap absorption merging Shanghai Port Container Company report, by May 29, 

2006, the price-to earnings ratios of main listed port companies in A-share market were 

located at 16-54 times earnings, and in the meantime the average level was 24.29 times. 

SPCC‘ share swap price of 16.50 Yuan was 25.03 times of net earnings in 2005 which 

located in the range of comparable firms. From the perspective of the price-to-book 

ratio analysis, comparable companies‘ price-to-book ratios of stock were between 

1.64-4.84, and meanwhile the average level of 2.73 times. SPCC‘ P/B ratio was 4.02 

which is close to the upper limit of comparable firms. In view of SPCC‘ net rate of 

return being 16.05% in 2005 which was higher than the average level, the higher 

price-to-book ratio was reasonable.  

 

According to Shanghai International Port Group initial public offering prospectus and 

share swap absorption merging Shanghai Port Container Company report, the report 

also compared the historical price and share swap price: the share swap price of 16.50 

Yuan per share was approximately equal to the average price of 30 trading days before 

first merger announcement plus the share premium of 37.96%, which was equivalent to 
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the average price of 90 trading days before plus the share premium of 43.98% or the 

highest historical stock price of 15.47 Yuan / share plus the share premium of 6.65%. 

The merger premium is generally influenced by relative price earnings ratio, main 

business profitability, forecasted earning per share change pre-merger and post-merger 

and forecasted cash flow ratio pre-merger and post-merger. In general, the higher PE 

ratio, EPS, cash flow and profitability are, the larger the merger premium is. As 

previous financial analysis showed, the price earnings ratio was higher than the average 

level at the merger, the profitability ROE and EPS rose up at the merger, which implied 

the merger premium was need in this case. Besides that, Shanghai Port Container was a 

good target listed firm, and the share swap merger can convey a good signal to the stock 

market and the share price will increase when market perceived the information. In 

addition, the initial public offering had strong potential with high return and risk. 

Therefore, the share premium of 37.96% on 30 days before is appropriate and 

reasonable. The longer the transaction days is, the higher the premium is. The premium 

considered the possible increase of share price and price earnings ratio as I analyzed 

before. When the share price climbed up, there is less space to acquire higher return 

ratio. There is no benchmark because this is the first one in Chinese Port industry, and 

actually it is the second one in Chinese central companies. The first central company 

TCL had the share swap price of 21.15 Yuan per share was approximately equal to the 

average price of 30 trading days before first merger announcement plus the share 

premium of 15%. The premium of SIPG seems higher, which reflects the firm has 

deeper and comprehensive strategic consideration, and in the meantime indicates that 

SPCC has very important strategic position in the overall layout of SIPG. 

 

4.4 Value Added Exploration Pre and Post-merger  
 

4.4.1 Measurable Time Point Selection 

 

SIPG started the plan to share swap merge SPCC internally from March 31
st
, 2006. 

SIPG issued SIPG share swap merging SPCC plan brochures by Board of Directors 

publicly on July 7
th

, 2006. On September 22
nd

, 2006 the company issued SIPG initial 

public offering prospectus and share swap absorption merging SPCC report. On 

October 19
th

, 2006 the company started share swap. On October 

26
th

, 2006 the company realized holistic listing in Shanghai Security Exchange and 

equity structure changed. From September 25
th

, 2006 to October 25
th

, 2006, the 

company stopped the share transaction to prepare for the holistic listing on October 26
th

, 

2006.  

 

I have used 4 key time points to calculate value added pre-merger and post-merger: 

December 31
st
, 2005 was before merger, March 31

st
, 2006 was start-up date, September 

30
th

, 2006 was 8 days after the issuance of IPO prospectus and share swap merging 

report, and December 31
st
, 2006 was after merger. I choose them partly because SIPG 

published the financial statement at these time points. The most important reason is that 

these time points are significant and meaningful. December 31
st
, 2005 was obviously 
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before the merger. The first consolidation financial statement was established on March 

31
st
, 2006 and the board of both sides started communication and preparation for merger. 

Therefore March 31
st
 2006 can be regards as close to merger time point. September 30

th
 

2006 was just after the issuance of share swap merging report and just before the share 

swap implementation, which can be taken for the time point at the merger. December 

31
st
, 2006 was after the share swap implementation of SIPG, which can be considered as 

the time point of post-merger. 

 

4.4.2 Value added Calculation 

 

I chose WACC which was issued in Chinese Port Industry Research Report by 

Deutsche Bank in April 2008 as 10.2%. Pre-tax profits, after-tax profits, assets, 

liabilities, equity, price and after-tax net operation profits were searched from 

WWW.Money.163.com / stock data / SIPG (Code 600018). I calculate the calculation 

result is shown in the two tables below. One table shows the value added of SIPG 

pre-merger and post-merger, and another table reveals the annual value added of SIPG 

pre-merger and post-merger. The relevant key formula is displayed as follows. (Blocher 

E, et al, 2008)
 
 

 

 

  ROIC = ROIC = OI after tax / C  

 

       EVA = (ROIC-WACC) × C  

 

       MVA = MV –C  

 

       FGV = MV –COV = MV –NOPAT / WACC             
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Table 8. Value added Analysis Pre-merger and post-merger in time series 

Source: Calculated by myself 

Value added of SIPG Pre-merger and post-merger                                  

Unit：  Yuan                                                        

Year 2006.12.31 2006.9.30 2006.3.31 2005.12.31 

Profit before tax 4362676700 3416598530 976504700 3725494530 

Tax 475994976 376007584 132055664 492392416 

Profit after tax 3886681724 3040590946 844449036 3233102114 

Total Asset 50818314000 46732960000 47447261000 45487423000 

Current Liability 17545652200 12400449500 15076880400 13458338800 

Long-term Liability 4609728500 5824725000 5918244400 6020278300 

Total Liability 22155380700 18225174500 20995124800 19478617100 

Invested Capital 28662933300 28507785500 26452136200 26008805900 

ROIC 0,13559958 0,106658265 0,031923661  0,124307980  

WACC 0,102 0,102 0,102 0,102 

ROIC-WACC 0,03359958 0,004658265  -0,070076339  0,022307980  

EVA 963062527,4 132796825 -1853668856 580203912,2 

Number of shares 20990692000 18568982000 18568982000 18568982000 

Current A-share 7992512000 7992405600  0 0 

High share price 7,1 0 10,58  11,6 

Low share price 6,48  0 10,44 11,18 

Average share price 6,79 0,00  10,51 11,39 

Market Value (MV) 142526798680  0  195160000820  211500704980  

MVA 113863865380  (28507785500) 168707864620  185491899080  

NOPAT 3857647620  5586135000  3857647620  3522074370  

COV 37820074706 54766029412  37820074706  34530140882  

FGV 104706723974  (54766029412) 157339926114  176970564098  

FGV/MV 0,73464587   0,806209907 0,836737467 

MVA/EVA 118,2310205   -91,01294659 319,7012209 

Book Value（BV） 24038783000  21066643500  19613593600  19268440100  

BV/ MV 0,16866150    0,10050007  0,09110343  
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Table 9. Annual Value added Analysis Pre-merger and post-merger in time series 

Source: Calculated by myself 

Annual Value added of SIPG Pre-merger and post-merger 

                                                               Unit：  Yuan  

Year 2008.12.31 2007.12.31 2006.12.31 2005.12.31 

Profit before tax 7098702300 5595889200 4362676700 3725494530 

Tax 1069179580 621333310 475994976 492392416 

Profit after tax 6029522720 4974555890 3886681724 3233102114 

Total Asset 59081294000 55542874000 50818314000 45487423000 

Current Liability 14928887800 17463941100 17545652200 13458338800 

Long-term Liability 8182247400 3605938180 4609728500 6020278300 

Total Liability 23111135200 21069879280 22155380700 19478617100 

Invested Capital 35970158800 34472994720 28662933300 26008805900 

ROIC 0,167625691 0,144302981 0,135599580  0,124307980  

WACC 0,102 0,102 0,102 0,102 

ROIC-WACC 0,065625691 0,042302981  0,033599580  0,022307980  

EVA 2360566522 1458310429 963062527,4 580203912,2 

Number of shares 20990692000 20990692000 20990692000 18568982000 

Current A-share 7992512000 7992405600  2421710600 0 

High share price 3,38 9,38 7,10  11,6 

Low share price 3,30  9,03 6,48 11,18 

Average share price 3,34 9,21  6,79 11,39 

Market Value (MV) 70108911280 193219319860  142526798680  211500704980  

MVA 34138752480 158746325140  113863865380  185491899080  

NOPAT 6332622300 5586135000  3857647620  3522074370  

COV 62084532353 54766029412  37820074706  34530140882  

FGV 8024378927 138453290448  104706723974  176970564098  

FGV/MV 0,114455906 0,716560283 0,73464587 0,836737467 

MVA/EVA 14,46210143 108,8563327 118,2310205 319,7012209 

Book Value（BV） 29875836900 28201721900 24038783000 19268440100 

BV/ MV 0,426134658 0,14595705 0,168661495 0,091103432 
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4.4.3 Value Added Analysis and Implication 

 

Here I chose horizontal and vertical comparison analysis to study the calculation results 

in the table, where horizontal comparison was hold among the economic value added 

EVA, the market value added MVA and future growth value FGV in each period; 

longitudinal comparison was to analyze the economic value added EVA, the market 

value added MVA and future growth value FGV among different stages before and after 

SIPG share swap merging SPCC. 

 

First of all, I want to analyze the economic value added on the key time points before 

and after the merger. On December 31
st
, 2005 the economic value added of SIPG was 

580203912.2, in which the positive economic value added meant that the company had 

created wealth and more residual value of 580203912.2 than expectation for 

shareholders and stakeholders. On March 31
st
, 2006 there was a great decline to 

negative 1853668856, in which the negative economic value added meant the company 

was consuming its asset rather than creating value, so at this time the company's 

objective should be to create increasing positive economic value added to the greatest 

extent. SIPG achieved holistic listing through share swap merging SPCC, issued the 

merger report on September 22
nd

, 2006 and actualized the share swap on October 19
th

, 

2009. As seen from the table, the economic value on September 30
th

, 2006 was 

132796825 and on December 31
st
, 2006 reached 963062527.4 with the markup of 625%, 

which was a staggering ratio. Regarding to the share swap merger itself, it was able to 

increase the economic value added to a large extent. In the status with the invested 

capital basically unchanged over the same period, the high growth of economic value 

added was derived from the growth of value creation indicator that was the difference 

between the return rate of invested capital and the weighted average cost of capital, 

which increased 621% before the merger in December 2006 than after the merger in 

September 2006. This confirms that: in the real market value creation was achieved 

through acquiring higher return rate of invested capital than the opportunity cost of 

capital.  

 

The book value of SIPG showed a continuous upward trend from the end of 2005 to 

March 2006, September 2006 and December 2006, which indicated the post-merger 

value was greater than the pre-merger value. The market value of SIPG revealed the 

downward trend on these key time points. The event impact from SIPG share swap 

merging SPCC was reflected on different time points, and meanwhile the share price 

and market value had large difference along with the time change. The further study 

would be analyzed in the next chapter of event analysis. As a consequence, from the 

table the ratio of book value to market value also showed rise trend, nevertheless, the 

book to market ratios of 0.09 in December 2005, 0.10 in March 2006 and 0.17 in 

December 2006 were still not high, which further confirmed the market value was more 

likely to come from the outside of accounting value in these periods, because the 

proceeds of stock was derived from stock price volatility, and price changes were 

mainly influenced by the expectations of future cash flows. As the previous analysis, the 
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long-term market value of a firm has the tendency to match its intrinsic value, but in the 

short term, it may not be the case. 

 

As shown in the table of annual value added, the economic value added of SIPG 

continued to maintain positive and increased year by year, and the growth was 

considerable with the markup of 66% in December 2006 than in December 2005, 51% 

in December 2007 than in December 2006 and 62% in December 2008 than in 

December 2007. Meanwhile the growth of invested capital over the same period were 

10%, 20% and 4.3% respectively, the strong growth of economic value added was 

mainly from the growth of value creation indicator, that is, the difference between the 

return rate of invested capital and the weighted average cost of capital, which were 51% 

in 2006, 26% in 2007 and 55% in 2008 severally. SIPG realized the value added 

creation through acquiring higher return on invested capital than the opportunity cost of 

capital. The higher the return of invested capital was, the greater the value creation was. 

Although it was difficult to manage WACC, it was still necessary to do and it can start 

with the cost of debt and the costs of equity at the same time. 

 

The market value added of SIPG was positive, but there were some fluctuations in 

which the market value added decreased by 39% in December 2006 than in December 

2005, increased by 39% in December 2007 than in December 2006 and declined by 

79% highly in December 2008 than in December 2007. In the status without significant 

change on invested capital, the volatility of market value added was caused by the 

fluctuations of market value in which the market value decreased by 33% in December 

2006 than in December 2005, grew by 36% in December 2007 than in December 2006 

and dropped by 64% in December 2008 than in December 2007. Taking into account 

the big volatility of macro-economy from 2005 to 2008, the market value change more 

reflected the market index change and SSE Composite Indices were increased from 

1161 points on December 31
st
, 2005 to 2675 points on December 31

st
, 2006 gradually 

and 5261 points on December 31
st
, 2007, while fell to 1820 points on December 31

st
, 

2008. As can be seen, with the exception on the decrease of market value in 2006 which 

may due to the merger, the increase of market value in 2007 and significant decline in 

2008 should be influenced by the market factors. And meanwhile the decline of market 

value in 2006 was more likely to be the merger factors, including the alteration of 

equity and capital structure, the premium price for share swap merger and the fade of 

market expectation on the merger. 

 

The future growth value of SIPG was positive, which mirrored the expected growth by 

the market, but meanwhile there were some fluctuations in market in which the future 

growth value decreased by 41% in December 2006 than in December 2005, grew by 

32% in December 2007 than in December 2006 and dropped by 94% highly in 

December 2008 than in December 2007. The change of future growth value was 

influenced by the two aspects such as the market value with the same direction 

relationship and the current operation value with inverse relationship. In December 

2006 the market value decreased by 33% than in December 2005 and in the meantime 
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the current operation value rose by 9.5%, in December 2007 the market value increased 

by 36% than in December 2006 and over the same period the current operation value 

climbed by 45% and in December 2008 the market value declined by 64% than in 

December 2007 and at the same time the current operation value increased by 13%. The 

future growth value was affected by market value volatility, and vice versa. 

 

In the long term, due to market efficiency, the value of shares have the tendency to 

match its intrinsic value in stock market, which was based on the market expectations of 

future firm performance, but the market expectations on the company's future 

performance may not be a fair estimation. Therefore, in spite of SIPG gained higher 

return than cost of capital in the real market with the rapid development of the company 

to create value and maintain sustained high growth of economic value added (66% 

growth in 2006, 51% growth in 2007 and 62% growth in 2008), it did not meet 

investors‘ expectations. Owing to high expectations may be required to achieve 100% 

growth or more, if the expected growth cannot be reached, investors would still be 

disappointed, which was also the pressure brought by too high ratio of FGV to MV. The 

bigger the expectation was, the greater the disappointment would be. And meanwhile 

the decisive role of the expectations change on stock returns exceeded that of the 

company's actual performance including the economic value added. 

 

As can be seen from the table, the ratio of future growth value to market value as FGV / 

MV had dropped from 0.84 in 2005, 0.73 in 2006 and 0.72 in 2007 to 0.11 in 2008. As 

explained in the previous analysis, the ratio of FGV / MV was deviant to be too high or 

too low. On one hand, high market expectation brought heavy pressure containing the 

risk of the stock plummeted if the expectation cannot be satisfied, in which the stock 

price of December 2008 dropped by nearly 60% comparing with that of December 2007, 

and 50% comparing with that of December 2006. On the other hand, the inevitable 

result of low expectations was to reduce the market value, the value of equity 

investment and shareholder value, and if this happened with the high EVA, it was 

seriously undervalued. Thus the necessary communication between investors and the 

firm was required to carry out and appropriate management of market expectations 

should be taken to transmit suitable signal to the stock market. 

 

Further analysis revealed the ratio of market value added to economic value added 

dropped dramatically from exceeding high of 319 times in 2005, 118 times in 2006, 109 

times in 2007 to 14 times in 2008, which was an alarming drop and a dangerous signal 

although the market value added more match the economic value added in 2008. When 

the expectations and confidence of the market declined, it pays much more efforts on 

the creation of the future market value. 

 

The book value of SIPG from 2005 to 2008 showed a rising trend year by year, which 

proved the value of follow-up year after SIPG share swap merging SPCC was greater 

than the value before the merger and continued to upgrade. The market value of SIPG 

displays large fluctuations on these time points caused by the impact of market index. 
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From the table, the ratio of book value to market value presented upward trend basically 

with the exception of a slight fall in 2007: from 0.09 in 2005, 0.17 in 2006, 0.15 in 2007 

to 0.43 in 2008, the ratio of book value to market value seemed to more and more 

reflect the true fundamentals. 

 

4.5 Value Added Conclusion in Financial Perspective 

 

From the financial perspective, SIPG share swap merging SPCC has significant and 

positive impact on the financial performance. I may draw a conclusion that the value 

added can be realized by the merger measured by price earnings ratio, return on equity, 

earning per share and net asset value per share improvement. Moreover, through the 

calculation and analysis of economic value added, market value added and future 

growth value, I found the three indicators of value added showed an obvious rising 

posture in general especially after the merger. From the calculation and analysis of 

financial statement and indicators, I may get the first judgment that SIPG achieved the 

high economic value added growth which can represent the real / intrinsic value growth 

after the merger. I will hold a deeper research and discussion for this kind of value 

added in the later parts.  
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Part 5   Event Analysis 

Value Added Empirical Observation in Market Reaction 

 

Share swap merger was an important event to the listed company, which had great 

impact on stock market. But what on earth was the impact on stock market? What was 

the market reaction on the event? Was the value added of listed company abnormal 

pre-merger and post-merger? Did the merger event bring abnormal return? Did the 

market value reflect the intrinsic value? I used event study method to explore the impact 

of the merger event on the stock market and answer these questions. As a measurement 

of short term value effect for merger, the event study method looks into the share price 

fluctuation, turnover rate and abnormal return rate in a specific period before merger 

and after merger. 

 

In this paper, I used the related data about stock price and turnover rate of SIPG and 

Shanghai Security Index in the corresponding period before and after the merger 

announcement was public. And I applied event study method to examine whether the 

value added in merged firms was caused by the stock market reaction to be abnormal 

resulting in the market value added cannot reflect the intrinsic value added appropriately 

or not.  

 

5.1 Sample Selection 

5.1.1 Event window Consideration 

 

The first step to measure the impact of an event on stock prices is to confine an event 

period usually taking the announcement day as the center 0. I need identify the first 

announcement day from several important days of SIPG.  

 

SIPG started the plan to share swap merge SPCC internally from March 31
st
, 2006.  

SIPG and SPCC held the first Board meeting together for share swap merger on June 4
th

, 

2006.  

SIPG Board issued the board decision and suggestive bulletin of share swap merger 

publicly together with SPCC Board and SPCC suspended the stock transaction for one 

hour on June 6
th

, 2006. 

SIPG and SPCC held the second Board meeting together for share swap merger on July 

5
th

, 2006. 

SIPG issued SIPG share swap merging SPCC plan brochures by Board of Directors 

publicly on July 7
th

, 2006.  

On September 22
nd

, 2006 the company issued SIPG initial public offering prospectus 

and share swap absorption merging SPCC report.  
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On October 19
th

, 2006 the company started share swap. On October 26
th

, 2006 the 

company realized holistic listing in Shanghai Security Exchange and equity structure 

changed (SIPG bulletin, 2006). 

 

Among all key time points, the first announcement day should be determined on June 

4
th

, 2006 since it was the first time to convey merger information to the stock market 

publicly. The event day should be the time point of the stock market to receive the 

signal that the event may happen or was going to occur, not the time point of actual 

occurrence. The other time points were after the stock market having received the 

information of merger so that it cannot fully reflect and measure the true market 

reaction, which did not meet the requirement of event study. Therefore, I set the date of 

June 4
th

, 2006 as time point 0 and I considered to select the event window as (-20, 20). 

Considering that not every day was transaction day so that it was necessary to count the 

transaction day which was better to calculate the various returns and more scientific to 

analyze the market reaction on the merger event than the natural day in the event 

window. Here I considered choosing the window (-20, 20), that is, 20 transaction days 

before and after merger first. Generally, the window of (-20, 20) was a moderate range 

because too short window cannot verify the market reaction on the event, and 

meanwhile too long window cannot avoid the noise around the event. For further 

inference, I considered selecting some data in earlier time when necessary. 

 

5.1.2 Event window Determination 

 

As I illustrated in the previous section, the selection and determination of event window 

should be careful. The purpose of an event window is to capture all impacts of the event 

on the share price. To identify the window length is a challenge which can lead to very 

diverse conclusions. On one hand, a too short event window estimates only a fraction of 

the value effect of merger on the stock market. On the other hand, a too long window 

length can capture the full value effect of merger, while it contains noises and errors 

which the conclusion will be not accurate enough to analyze the market reaction to a 

single event. Jensen and Ruback (Jensen, M.C & Ruback, R.s, 1983, pp. 5-50) said that 

the merging firm‘s shareholders gain in successful merger and loss in unsuccessful 

transaction. To judge whether or not the merger was successful and value added was 

created, suitable window length is vital and should be acquired for the research.  

 

Whether the event window was appropriate or not had decisive impact on the validity of 

the event study. I try to select (-20, 20) as the event window using the transaction day in 

Shanghai Security Exchange. I divide the event window into three time segments as for 

better observation in details. Time segment 1 is (-5, -1) and (-3, -1), time segment 2 is (1, 

3) and (1, 5) and time segment 3 is (-5, 5), (-10, 10), (-15, 15), (-20, 20). I verify the 

rationality of the chosen event window and adjust it when necessary.   
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5.2 Share Price Response to the Merger Announcement and Abnormal 

Return 
 

5.2.1 Abnormal Return determination 

 

Abnormal return (AR) was to examine whether or not the response of share price to the 

merger announcement was abnormal through studying the price changes before and 

after merger announcement, analyzing and checking relevant data during the merger 

event window. The calculation of abnormal return followed the steps below: 

 

(1) Expected Normal Return everyday during event window  

 

There are three main methods to measure expected normal return: market adjustment 

method, the mean adjusted method and the market model method (Yang, Anhua, 2006). 

The assumption of the market adjustment method is that the return rate of market index 

is equal to the intraday normal return rate during event window. The mean adjusted 

method choose a clearing window and estimate the everyday average rate of return as 

the normal return of stock. The market model method is to calculate return of capital 

based on capital asset pricing model (CAPM).  

 

The market adjustment method and the mean adjusted method are both simple, while 

the normal return rate are not very scientific to come out. Thus this paper chose the 

market model method with the formula as follows： 

 itmtiiit RR    

Where Rit is the stock realized return for day t and Rmt is the market return which was 

taken from the difference of the log of the market index. The market indices were taken 

from Shanghai Security Exchange Composite Index (Shanghai: 000001.SS) from 

Yahoo Finance as the chosen case is the listed company in Shanghai Security Exchange. 

The market indices were served as a benchmark in which SIPG in a specific stock 

market can measure its performance wiping off the impact factors from 

macroeconomics, financial system, etc., as much as possible. 

Where α is to measure the average return that cannot be explained in the whole period 

of event window. 

Where β is to measure the sensitivity and systematic risk of the firm to the market and 

εit is statistical errors and Σεit is equal to 0 (Yang, Anhua, 2006).  

Parameters α and β can be obtained using linear regression. 

 

I set event window initially located in (-20, 20) to calculate the cumulative abnormal 

return rate and estimation window (clearing window) initially located in different 

lengths to acquire the rate of normal return and calculate β using Excel or regression 

method.  

 

(2) Actual Return everyday during clearing window Rit also in this paragraph 
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the line spacing is not ok 

1/ 1  ititit PPR
 

1/ 1  ttmt MPMPR  

The rate of stock i actual return Rit, where t denotes time, Pit and Pit-1 denotes the stock i 

close price on day t and day t-1 respectively.  

The rate of market index actual return Rmt, where t denotes time, MPt and MPt-1, denote 

the SSE composite indices close index on day t and day t-1 respectively.  

 

The calculation result was shown in Appendix 7: The daily stock return summary of 

SIPG (Code 600018) 

 

(3)    estimation 

There are two methods to obtain β of SIPG (Code 600018) in the specific period:    

 

1. itmtiiit RR    

   Use regression analysis of clearing window with Rit, Rmt as samples for CAPM 

   model to get estimation value of αi and βi. 

 

2. Beta= cov (ri; rm) / var (rm)  

Use formula and Excel with the daily stock return directly. For example, 

The clearing window (-30，-21),   = 0.743050423 

The clearing window is crucial to the beta determination. In some sense, the normal 

return of stock in the event window can be considered as an inertia continuance of 

previous return of stock in the clearing window. Different clearing window may contain 

different risk and risk premium, thereby the beta value may vary and the influence on 

the sequent event window can be different. The standard of the clearing window is to 

avoid the tested-event noise and other noises caused by events else as suitable as 

possible. Thus the process to test and select the clearing window should be serious to 

conduct. Here firstly I take this clearing window (-30, -21) for example because I want 

to test whether the nearest window of ten days before the event window can be ―clear‖ 

to reflect the normal status and whether I should extend the clearing window to reduce 

the effect of noise. For the clearing window (-30, -21), the beta value was a little small 

probably due to the clearing window and event window were also too short and still 

affected by the event. In general, the closer to the event point the window was, the 

smaller beta and related risk the window had. The small beta means (-30, -21) didn‘t 

satisfy the requirement for the clearing window because abnormal return had the 

possibility to happen. I tested beta for different clearing window in the table below for 

comparison and final selection. 
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Table 10. Beta estimation in difference window selection 

Source: Calculated by myself 

Window Beta 

(-21,-30) 0.74305042 

(-21,-40) 1.16549882 

(-21,-50) 1.05209459 

(-21,-60) 1.01730981 

(-21,-80) 0.90332958 

(-31,-80) 0.93739715 

(-41,-80) 0.81190569 

(-51,-80) 0.88361944 

(-61,-80) 0.61666086 

 

As we can see from the table, the beginning and ending day of the estimate window 

both affect beta. If I choose 80 days before announcement day as the ending day, then 

the betas should be below 1 and between 0.6 and 0.9 no matter the beginning day is 21 

days or 61 days before, while the betas are still small to mirror the possible market risk. 

If I choose 21 days before announcement day as the beginning day, then the betas are 

also almost the same and between 1 and 1.16 no matter the ending day was 40 days or 

80 days before just except (-21,-30). Actually, there is not so much difference to use 

(-21,-40), (-21,-50) or (-21,-60). In some way, beta are more likely to be closer to 1 

because the port industry is vulnerable to foreign trade, macro-economic and other 

factors in market risk and return of risk is more easily fluctuate with market volatility. 

As a consequence, (-21,-60) should be a more appropriate estimation window when the 

beta is 1.017. Therefore the corresponding event window can be kept as (-20, 20).  

 

The relevant data of estimation window (-21,-60) can be seen in Appendix 7: The daily 

stock return summary of SIPG (Code 600018).  

    

      Table 11. CAPM regression outcome 

      Source: Calculated by myself 

CAPM market model regression test 

Intercept -0.00502 

Slope 1.043395 

R
2
 0.332931 

                

The beta derived from CAPM market model is 1.04, and close to the beta 1.01 

calculated by formula Beta = cov (ri, rm) / var (rm) and the EXCEL tool. The two betas 

are feasible, and just taking into account abnormal return using CAPM market model, I 

select beta as 1.04. 

 

(4)  Normal return of Stock 

 

Using CAPM market model, to calculate the normal stock daily return Rit of SIPG in the 
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event window (-20, 20). The calculation steps are as follows. 

itmtiiit RR  


 

Rit = -0.00502 + 1.043395 * Rmt + εit  

 

Because Σεit is equal to 0, εit isn‘t considered in calculating Rit.  

The calculation result is shown in Appendix 7: The daily stock return summary of SIPG 

(Code 600018). 

 

(5)  Abnormal return of Stock    

ititit RRAR


  

Use the formula to calculate the abnormal return of SIPG in the window (-20, 20).  

The calculation result is shown in Appendix 7: The daily stock return summary of SIPG 

(Code 600018).  

         

5.2.2 Cumulative Abnormal Return of Stock  

 

(1) Cumulative Abnormal Return Calculation 

 

The graph below is the comparison between cumulative abnormal return and abnormal 

return of SIPG in the event window (-20, 20).  

 

 
Figure 2.  CAR distribution of SIPG in the event window (-20, 20) 

             Source: Made by myself 

 

The cumulative abnormal return of SIPG in the time segments (-5, -1), (-3, -1), (-2, -1), 

(1, 2), (1, 3), (1, 5), (-5, 5), (-10, 10), (-15, 15), (-20, 20) can be calculated using the 

formula: 





t

k

ikit ARCAR
04

.  
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The calculation result was shown in the table below. 

Table 12. CAR examination in difference event window selections and T Statistics 

Source: Calculated by myself 

 

(2) Cumulative abnormal return analysis 

 

Significant test of CARit was taken to verify whether or not there was a significant 

difference test of CARit and 0 and analyze the impact factors. T statistic is usually used 

to test the significant level of empirical result. Using T-test in EXCEL or SPSS, 

T-statistics and P values of CAR can be calculated. The result was shown in the table 

above. 

 

5.3 Share Price Response to the Event and Turnover Rate Change 

 

SIPG issued SIPG share swap merging SPCC plan brochures by Board of Directors 

publicly on June 6
th

, 2006, which was the first announcement day. As I mentioned 

before, I set the date as 0 and the event window was (-20, 20) using transaction day. In 

this section, I studied the share price fluctuation and turnover rate change during the 

event window. 

 

5.3.1 Share Price Reaction on the Event 

 

The share price reaction on the event window (-20, 20) can be shown in the diagram as 

follows. 

 

 

 Time CAR T Statistics P Value 

Time 1 (-5, -1) 0,1366 2.1223962 0.135525682 

 (-3, -1) 0,0827 1.8350277 0.043227993 

 (-2, -1) 0,0890 ∕ ∕ 

Time 2 (1,2) 0,0804 ∕ ∕ 

 (1,3) 0,0987 2.7337567 0.055087513 

 (1,5) 0,0968 0.6762082 0.262318728 

Time 3 (-5, 5) 0,2656 0.7033675 0.236474972 

 (-10, 10) 0,3959 2.6273537 0.026772356 

 (-15, 15) 0,4986 2.7926016 0.002307732 

 (-20, 20) 0,5794 2.3732307 0.000635202 
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Figure 3.  Share Price Reaction on the event window (－20，20) 

Source: Made by myself 

 

From Yahoo Finance / stock information, I searched the related historical transaction 

data of the event window (-20, 20). In the period of event window, the share price 

increased greatly, of which the share price went up from 13.73 on May 26
th

, 2006 to 

15.1 on May 29
th

, 2006 with the markup 10%, and meanwhile the previous one 

transaction day merely had the markup of 1.6%. Thereafter, the stock price climbed to 

16.62 on June 6
th

, 2006 directly with the markup of 10.1% and reached the peak of 

17.54 on June 7
th

, 2006 only for a short period of three transaction days. After June 7
th

, 

2006, the share price had no big fluctuation, and although the turnover rate amounted to 

the highest on July 7
th

, 2006 the exchange rate announced on the highest value, yet the 

stock price fell slightly but not up. There are two possibilities: one is that the market 

value may fully reflect the intrinsic value, so stock prices have increased, but I looked 

into the data before and found the performance was mediocre, which implied the 

intrinsic value was impossible to be improved greatly within 8 days; therefore, the only 

reason should be: the market acquired the merger information before the announcement 

day and although the information may be asymmetric, the share price still drew out the 

market expectation effect in June 2006. 

 

5.3.2 Turnover Rate Change on the Event 

 

Turnover rate is the ratio of cumulative turnover volume to tradable volume of a 

security in a unit period. Regarding to the unchanged tradable volume of SIPG, I can 

focus on the comparison of turnover rate calculated by turnover volume in the following 

analysis. The graph below accounted for the turnover rate change on the event. 
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Figure 4.  Turnover Rate Distribution in the event window (－20，20) 

 Source: Made by myself 

 

On the one transaction day before the announcement day, that is, May 29
th

, 2006, the 

turnover volume had already reached 39.2275 million and the turnover rate was 0.211%, 

which was the highest in the whole period of (-20, -1), while on the two transaction 

days before the announcement day, that is, May 26
th

, 2006 the turnover volume was 

17.3936 million and the turnover rate was 0.094%, which was almost double of the 

turnover volume and turnover rate with the markup of 125%. On the one transaction day 

after the announcement day, that is, June 7
th

, 2006, the turnover volume arrived at the 

peak of 101.2733 million and the turnover rate was high to 0.545%, while on the two 

transaction days after the announcement day, that is, June 8
th

, 2006 the turnover volume 

rapidly fell to 40.269 million and the turnover rate was just 0.217% with the drop range 

of 60.2%. Even more, on the three transaction days after the announcement day, that is, 

June 9
th

, 2006 the turnover volume was 20.1689 million and the turnover rate was 

merely 0.109% with the drop range of 50% than the second transaction day after the 

announcement and 80% than the first transaction day after the announcement. In fact, 

during the period of (3, 20), the turnover rate hovered between 0.040 and 0.117. The 

average turnover rate of (1, 20) was 0.096%, and meanwhile the average turnover rate 

of (3, 20) was only 0.064%. However, the average turnover rate of (-20, -1) reached 

0.119%, which was markedly much higher than the average turnover rate of (1, 20). In 

the aftermath, the stock turnover volume of SIPG was rapidly amplified before the 

disclosure of the merger event announcement. Besides that, the daily average turnover 

volume and turnover rate before the announcement day was higher than those after the 

announcement day, and the turnover rate in some a period before the announcement day 

was greater than most of other periods. From the analysis of the changes in turnover 

volume and turnover rate before and after the merger announcement of SIPG, I can 

discover that the sudden amplification of turnover volume and turnover rate in a certain 

period before the announcement day was likely to be the witness of manipulators who 

had the stable push trading a large number of stocks. (Relevant data was shown in 

Appendix 7) 

 

The results show that the stock market had the response on the event of SIPG share 
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swap merging SPCC in advance and the event comprised of some profitable information 

such as share swap premium, absorption merger, holistic listing with new shares 

issuance, which cause the share price response and abnormal fluctuation ahead of the 

announcement day and in the meantime indicate that the merger event information had 

been leaked before the official publication of information, and for the recipients of 

inside information, of course, were prior to concentrate funds, money and capital to buy 

the shares in the low position of share price before the publication of announcement and 

sell in the high position of share price. The profit derived from share price difference 

was the driving force of insider trade. 

 

Generally speaking, Chinese stock markets were currently only in the weak-efficient 

market level (Jui-Cheng Hung, 2009), in which the prevalence of information 

asymmetry existed in the stock market and there may be serious phenomenon of insider 

trader to manipulate stock prices, while China still had not have severe legal sanctions 

against those people who acquired dirty profit from insider information, and then this 

phenomenon had not be able to be prohibited and eliminated. Access to inside 

information manipulator collected capital advantage to buy the shares in the low price 

before the official disclosure of information and to sold after the information public or 

to continue to boost the stock price. With the time approaching to announcement day, 

some investors can find the sign and judge the trend from the information of the stock 

price changes and thus follow to buy, and other investors (sometimes manipulator make 

publicity through the media or other means to lure investors to buy) with the impact of 

"free-rider" psychological reaction or ―herding‖ effect, intended to follow up gradually, 

resulting in a gradual increase of investors to buy and rise of share price, thus the 

manipulator can sell shares at high prices. Sometimes the manipulator took advantage of 

investors‘ expectation for the good information to continue pulling on the stock price 

after the announcement day to create greater profitable space. Because of information 

asymmetry in Chinese financial market, when institution investors and insider trader left, 

the common shareholders often just went into the market. 

 

5.4 Value Added Conclusion in Event Perspective 

 

As a result, the evident process of cumulative abnormal return rising first and falling 

thereafter and the phenomenon of turnover rate rising before the announcement and 

falling after the announcement greatly in SIPG short-term merger effect, also imply the 

existence of information asymmetry and insider trading in the stock market adequately. 

In this status, the market value added in this period was easily influenced by the market 

manipulator, which was not stable and cannot reflect the intrinsic value added in the 

short term. Consequently, I have to cast suspicion on the inside trading on the basis of 

proof in abnormal return and turnover rate change anomaly before and after the 

announcement.  
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Part 6   Discussion 

6.1 The findings Vs. Prior research 

 

From the financial perspective, SIPG share swap merging SPCC has significant and 

positive impact on the financial performance. I may draw a conclusion that the value 

added can be realized by the merger measured by price earnings ratio, return on equity, 

earning per share and net asset value per share improvement. Moreover, through the 

calculation and analysis of economic value added, market value added and future 

growth value, I found the three indicators of value added showed an obvious rising 

posture in general especially after the merger. From the calculation and analysis of 

financial statement and indicators, I may get the first judgment that SIPG achieved the 

high economic value added growth which can represent the real / intrinsic value growth 

after the merger. 

 

From the event perspective, the evident process of cumulative abnormal return rising 

first and falling thereafter and the phenomenon of turnover rate rising before the 

announcement and falling after the announcement greatly in SIPG short-term merger 

effect, also imply the existence of information asymmetry and insider trading in the 

stock market adequately. In this status, the market value added in this period was easily 

influenced by the market manipulator, which was not stable and cannot reflect the 

intrinsic value added in the short term. 

 

The prior research hold by Li Xindan (Li Xindan, et al, 2003) utilized data envelope 

analysis method to research the performance and effectives of Merger and Acquisitions 

(M&A) of 103 Chinese listed companies in 1998 and confirmed the effectiveness of the 

corporations be strengthened steadily after M&A and strategic M&A have better effects. 

Besides that, he discovered that state owned shares have negative effects on M&A 

activities while privately owned shares have positive results. 

 

My research has similar findings to the prior one of Li Xindan (2003) that the 

effectiveness of the corporations be strengthened steadily after merger and strategic 

merger have better effects. While there is no sufficient evidence to show that state 

owned shares have negative effects on merger activities. 

 

6.2 The Influence of Share Swap Merger on Value Added 

 

Share swap absorption merger for holistic listing is a special form of merger. SPCC was 

a high grade enterprise with sound fundamentals, and merged by the parent company 

SIPG which held 70% stake, which was good news. On one hand, SIPG can finance in 

the capital market after holistic listing and more capital investment, more output, which 

also push the firm to take integration measures to strengthen the fundamental factors as 

a public shareholding company with necessary good qualifications. On the other hand, 
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the two companies were parent-subsidiary corporate relationship in original, so as a 

result the merger and integration has minimal risk. Synergies after the merger were very 

positive since the two companies belong to the same industry and were able to take full 

advantage of common resources to play a synergistic effect. Through the analysis of the 

previous two chapters, share swap absorption merger helped to improve the company's 

market value and true value and bring a positive response to the market. Take the above 

factors into account, the merger brought persistent value added and had a positive 

influence. 

        

6.3 Practical Significance 

 

In recent years, China's rapid economic growth let the shipping and port industry in the 

whole world be driven up. Accordingly, in March 2009 the central government 

approved the construction of Shanghai international shipping center. According to 

Shanghai International Port Group initial public offering prospectus and share swap 

absorption merging Shanghai Port Container Company report, China's container 

transportation industry had more than 20% of the growth rate for many years mainly 

due to continuous steady and rapid growth of import and export trade and China's 

economy, especially in the Yangtze River Delta, as a solid base of the development of 

SIPG; as well as Chinese port cargo container transport degree had made quite great 

progress, and the continuous improvement of container level had provided another 

impetus to the growth of Chinese container business. From the industry prospects, as a 

transport industry closely related to the trade, ports in China is still a growing industry, 

especially the port has the strong monopoly of resources and there is still much space 

for the development of the industry. As a large-scale enterprise with good fundamentals, 

SIPG is now undertaking the important responsibilities to build and construct Shanghai 

international shipping center, so that business strategy, operations, investment, finance, 

logistics, information technology and so on all need to be on the basis of value, and it 

becomes imperative to implement value management and take advantage of value 

evaluation in order to improve the firm value and shareholder value. 

6.4 Value-based Management in Enterprises 

 

Value added contributes to a better implementation of the corporate business strategy, 

and meanwhile corporate strategy is also aimed to realize the value added for long-term. 

For the case of SIPG share swap merging SPCC, in light of the current value-added 

research, I can make some suggestions for the financial policy of SIPG as follows: 

 

6.4.1 Establish a long-term value management system based on EVA standard (Tom 

Copeland, et al. 2002. pp. 43) 

The purposes of EVA in corporate governance and value evaluation include: for 

enterprise managers, EVA can be used as a tool for corporate financial decision-making, 

performance evaluation and reward basis, as well can be regarded as a means of internal 
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financial and management training in order to strengthen internal corporate governance 

structure and enhance the management level. For the management of SIPG, they may 

consider to take measures and start from the following value drivers: 

1. Improve the return of invested capital (ROIC) 

2. Ensure ROIC > WACC and increase value creation factor (ROIC – WACC) 

3. Increase growth rate (g) 

4. Reduce weighted average cost of capital (WACC) from two aspects of cost       

of debt and cost of equity 

5. The plans of finance department and strategy department and the control 

schedule should include forward-looking financial indicators, so that 

business units take into account not only the value added for short-term, but 

also the sustainability growth of value for long-term  

6. Increase capital investment appropriately and invest capital on the value 

added point with high ROIC, which can bring more output. Capital plays a 

significant role in the value chain and value stream. The value added can be 

generated from capital investment, and efficient capital investment will bring 

greater value growth.  

7. Traditional accounting profit measurement standard need transfer to EVA 

standard, and in the meantime the traditional role of financial manager / 

director should inosculate with corporate planning and strategy and design 

business module according to EVA standard 

6.4.2 Upgrade MVA Management level  

The market value added management is new to SIPG which was listed for not long term, 

as well as the economic value added, wherefore the company should pay attention to 

both sides. The market value in financial markets is as important as the economic value 

in the real market. 

MVA tool is used to analyze the company's operation performance, usually regarding as 

the firm scale indicated by market value, where the profits can no longer meet the needs 

of analysis and determination because given any investment, the shareholders always 

hope more realized eventual value than all invested capital. If the investment meets the 

conditions, it is in the creation of wealth, otherwise, it is in the destruction of wealth, 

hence corporate decision-makers and value managers must find the real cause of 

enterprise value. Starting with value chain and value stream from the capital flow, 

logistics, information flow and so on for value process reengineering. For SIPG, the 

MVA has some support from EVA growth with sound fundamentals, but if EVA is low 

and MVA is high, then the stock of SIPG is overvalued, while if the EVA is high and 

MVA is low, then there is no sufficient understanding and recognition from the market 

to the value of SIPG, and the company need assign specific person to communicate with 

market, for example, to have an informal discussion with investment analyst who has 

always paid close attention on SIPG and to contact the investment publication and so on, 
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because as a listed company, if market value cannot reflect a good fundamentals, the 

goal to maximize shareholder value would not be able to achieve. SIPG may consider 

taking some measures and start from the following aspects: 

1. Start corporate social responsibility projects (CSR), to establish the 

responsible image of a large enterprise. Although SIPG belongs to the 

transportation industry, not end-consumer products industry, therefore 

CSR may play a small role in the advertisement, but a responsible 

enterprise can help to strengthen investors‘ confidence and consolidate 

market expectations on the firm; 

2. Build new salary & compensation system to promote the culture 

cultivation of shareholder value creation recognition from top down; 

3. Assess the value basis and impact of strategic investment 

decision-making and find trade-off on the value decision; 

4. Keep contact and communication with investors and analysts to the 

appropriate value signal; 

5. Promote internal advocacy and external drumbeating for corporate value 

prospects and vision. 

6.4.3 Market Expectation FGV/MV Management 

 

When the market adjusts the valuation of a company and holds the higher expectation, it 

will have a tremendous multiplier effect. Some studies have shown that: the link 

between total shareholders return and the market expectations for the performance is 

closer than the link between shareholder value and the absolute level of performance. 

Therefore, to manage market expectations represented by future growth (FGV) and 

adjust the expectations of financial market is also one important part in the value 

management of listed companies. SIPG wants to develop well in the capital market, and 

then, it becomes quite necessary to manage market expectation.  

 

The value managers and strategic practitioners of the company can take the following 

measures: 

 

1. Manage the "degree" of market expectations. However, as analyzed 

above, this is also the most difficult problem of market expectation 

management. It is not a good thing when the expectation is too high or 

too low;               

2. Establish the persistent market confidence and consolidate investors‘ 

enthusiasm. Expectations are derived from the confidence of market to 

the enterprise; 

3. Transmit signal to the market timely to adjust market expectations; 

4. Increase transparency, openness and credibility and put an end to 

insider trading. 
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Finally, in the multi-value system comprised by EVA, MVA, FGV, corporate value can 

be fully upgraded and achieve maximization. SIPG also can become a more worthy 

company of investment through effective value management, value strategy and tactics. 

In the process of undertaking the construction of Shanghai International Shipping center, 

SIPG can obtain more capital from the financial market and on the other side, bring 

greater value to return capital market, and thus realize double bounds of economic value 

and market value. 

 

The implication of my study in this thesis is not only for Chinese Port Industry, but also 

applied in other industries in China like railway industry, chemistry industry, steel 

industry, machine industry, auto industry and so on because of the similar 

macro-economical environment and operation regularity in some way. The management 

theory of value management based on EVA, MVA and FGV is prevalent and suitable in 

the most of modern and traditional enterprises. The value measurement comprised by 

EVA, MVA and FGV is quite helpful to improve the enterprise competitive advantage 

in the dynamics globalized business world. 
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Part 7   Limitations and Further Research 

7.1 EVA Measurement Standard and WACC Selection 

 

EVA economic value takes into account the cost of capital to measure value-added, 

which is much better than the accounting profit and can avoid the blind investment 

regardless of the cost of capital. But this is also a double-edged sword because 

managers intend to reduce the capital investment in order to obtain high EVA, while 

capital can be used for reproduction and effective capital investment can create value. 

As a consequence, the future value growth ability will be limited and firms‘ long term 

sustainable development will be affected although EVA is good for a short term.  

 

On the other hand, in my paper, I assumed WACC was stable and unchanged when I 

calculated EVA, but in fact, WACC was in a continuously dynamic adjustment process, 

and in fact, it was difficult to grasp an absolutely accurate value since many factors 

affected WACC.  

 

The volatility of WACC has some impact on the accuracy of EVA, MVA, FGV figures, 

while it doesn‘t change the orientation and variation trend of value added in this case 

since there was no big change in debt ratio, equity ratio, risk free rate of return, cost of 

debt, cost of equity and tax rate in the time space from 2005 to 2008. Besides that, I 

choose WACC issued in Chinese Port Industry Research Report by Deutsche Bank in 

April 2008, which is a more comprehensive industry index based on the risk estimation 

and can reduce the volatility of beta and risk premium affected by the stock market. 

Hereby, the consequence of dynamic WACC for the research can be controlled in a 

reasonable low level in this thesis.  

 

7.2 Event Analysis Method Assumption 
 

Event analysis method was based on the two basic assumptions: first, the capital market 

must be effective or efficient?, and second, market participants are all rational. However, 

the status of Chinese securities market was far away from the two requirements. On one 

hand, the mechanism and supervision of Chinese security market were not perfect and 

the phenomena of asymmetric information were prevalent. On the other hand, since the 

Chinese security market start late, the maturity and rationality of investors were not 

sufficient, which sometime cause the excess market reaction on events randomly. 

 

These were also the meaning of using cumulative abnormal return to measure the value 

added of listed companies. The weak-efficient market had increased the difficulty of 

sample selection in this paper, I need repeatedly adjust event window, so as to avoid too 

much deviation, and finally, with a significant statistical T test, and still be able to arrive 

at the conclusion that the event of SIPG share swap merging SPCC had positive 
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reaction. Accordingly, the consequence of the weak-efficient market can be handled 

moderately in the context of this case. 

7.3 Truth Criteria 

 

I would like to explain why my findings were true since both my research conducted 

and my thesis written complied with the truth criteria entirely. In epistemology, criteria 

of truth (or tests of truth) are standards and rules used to judge the accuracy of 

statements and claims. They are tools of verification. Truth is the agreement of a 

premise or judgment with reality (Wikipedia, 2009). I must determine what standards 

distinguish truth from falsehood. The criteria for research quality and truth should be 

reliability or dependability, replication or replicability, validity including construct 

validity, internal validity or credibility, external validity or transferability, 

conformability and authenticity (Bryman, Alan & Bell, Emma. 2007). Firstly, the 

widely-acknowledged measures such as economic value added, market value added, 

future growth value, abnormal return and cumulative abnormal return that proved most 

appropriate, comprehensive and developed for concepts of value added in merger were 

reliable, dependable and consistent and I never changed the measure in any phase. 

Secondly, my study can be reproduced in the similar phenomena in the context widely. 

Actually, heretofore a number of similar cases happened and my result can be replicated 

for them due to my case was highly representative so that it had become a model or 

milestone of followers authentically. Thirdly, as I mentioned in the case study 

methodology section, my study insisted on the construct validity due to the measure of 

value added truly reflect the value added of shareholder and stakeholder, internal 

validity by reason that my findings were credible and contained some causal 

relationship such as merger and value added, EVA and ROIC and external validity 

owing to the transferability. Last but not least, my thesis is conformable to the 

objectivity since I am just an observer without any bias. 

 

7.4 Further Research 

 

Despite of using some quantitative methods such as linear regression and T statistic test 

analysis, I still only got a qualitative conclusion that the market reaction to the event 

was positive in light of positive cumulative abnormal return. The further research can be 

developed to accurately measure how big and how long the impact of market reaction 

on value added was. Even for random walk theory in efficient market hypothesis 

(EMH), it is still hard to illustrate how to match intrinsic value in the real capital market 

nowadays since the assumptions are far difficult to satisfy. In other words, financial 

market may not comply with the law of economy. Some time, people cannot expect the 

stock price fluctuates around the intrinsic value which is reflected by the fundamental 

analysis. Nevertheless, I mention that the market value may have the long-term 

tendency to match the intrinsic value. That is also the reason why Warren E. Buffett 

insists on value investment idea and investment tendency outlook. It may be 

http://en.wikipedia.org/wiki/Epistemology
http://en.wikipedia.org/wiki/Falsity


67 
 

continuously adjusted by the market mechanism improvement and investors possible 

self-realization in psychology and behavior. While how long and how match can 

deserve for further research to explore the implicit answer.  

 

Fortunately, the Chinese security market is continuously improved and the investors 

become more rational. Hence, the application of financial methods and models will be 

more effective in the future further research. 
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Part 8   Conclusions 

When I come to the conclusion, first of all, I present the answer to the main research 

question of ―is the value-added realized in SIPG share swap merging SPCC?‖ can be 

―Yes‖ based on the financial analysis and event study as follows. 

 

(1) From the financial analysis, the post-merger EVA increased a quite high rate of 

pre-merger EVA. It is reasonable to draw a conclusion that share swap absorption 

merger had increased EVA of SIPG to a large extent. In the case of remaining 

invested capital basically unchanged over the same period, the high-rate growth rate 

of the EVA was mainly derived from the growth rate of value creation indicator 

which was the difference between the return rate of invested capital ROIC and the 

weighted average cost of capital WACC and the indicator after merger increased a 

quite high rate of the one before merger. It can be proved that in the real market 

value creation was realized by acquiring higher return on invested capital (ROIC) 

than the opportunity cost of capital (WACC). As the decisive factor in EVA, the 

bigger the difference between ROIC and WACC is, the greater the value added is. 

The reason why SIPG obtain considerable growth rate of EVA on behalf of real 

value added was the merger synergies and integration of resources resulting in 

improving ROIC significantly. In the subsequent annual value added table, I find 

that the EVA of two years after the merger climbed up continuously year by year 

and the merger had also played a synergistic effect gradually. Through the share 

swap merger and holistic listing, SIPG obtained the greater ability to create value 

added. The MVA in pre-merger, post-merger and two year after merger were derived 

from two aspects: one was market reaction on the event of share swap merger and 

market expectation on firm‘s FGV, another was sound fundamentals of firm and 

sustained economic value growth. In this case there was a phenomenon: the MVA of 

SIPG was far greater than its EVA in the same period. It is partly because of market 

expectations, as well as the opportunity of MVA brought by the rare bull market of 

China in 2007 since the 21st century. However, if high MVA had no commensurate 

economic value for support, the MVA would like the water without a source, even if 

the firm had a number of investors, but when the market realized that the firm 

cannot satisfy the high expected growth, after all, the market is always ruthless and 

the bubble would burst on one day eventually. At that time, not only share price will 

drop, but also the market may lose confidence in the firm for a period. In this case, 

the MVA to EVA ratio (MVA/EVA) and the FGV to market value ratio of SIPG both 

showed the trend from a high level to a rational level in the 2 years after the merger 

with a high and effective growth of the EVA as support. For strategic business 

development implementers or value managers, more effort should be placed on the 

EVA and how to create firm value because long-term market value is equal to its 

intrinsic value. For stock market investors or speculators, more attention should be 

paid to the market value and the relevant value standard. But for top managers of the 

listed companies must have multiple values criterion, that is, economic value, 
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market value and future value growth. Furthermore, the FGV of the company is 

equal to the present value of the economic value growth, and the proportion of FGV 

in the market value determines how much of the market value depends on the 

anticipation of future growth. In the case, SIPG showed the sound FGV which 

indicate the merger has the potential to bring bright future value growth. In addition, 

the price earnings ratio (P/E), return on equity (ROE), earning per share (EPS) and 

net asset value per share (NAVPS) improvement also show positive trend and reflect 

the value added realized in the merger, which are prevalent financial indicators 

applied in the real financial world. More importantly, the three indicators of value 

added including EVA, MVA and FGV all show an obvious rising posture in general 

especially after the merger. As a result, SIPG share swap merging SPCC has 

significant and positive impact on the financial performance.  

 

(2) From the event analysis, the stock abnormal return (AR) rate, the stock cumulative 

abnormal return (CAR) rate and turnover rate were all showed significant positive 

and extraordinary high before the merger announcement day, while the AR rate and 

CAR rate fell and turned negative, and in the meantime the turnover rate has 

dropped significantly, which indicated the market value added for a short time 

around the announcement day was derived from the market response on the merger 

event. Besides that, the AR curve climbed to the peak value on one day before 

announcement and both the CAR rate and AR rate were above 0 evidently, which 

also revealed that the market has positive response on the merger event, while the 

market value added was abnormal mainly caused by short-term effect so that the 

value cannot truly reflect real long-term market value and intrinsic value. 

Meanwhile the unusual turnover rate reflected the information asymmetries and the 

existence of insider trading, which not only caused the abnormal stock price, but 

also let stakeholders acquire AR. In sum, the evident process of CAR curve rising 

first and falling thereafter and the phenomenon of turnover rate rising before the 

announcement and falling after the announcement greatly in SIPG short-term 

merger effect, also imply the existence of information asymmetry and insider 

trading in the stock market adequately. In this status, the MVA in this period was 

easily influenced by the market manipulator, which was not stable and cannot reflect 

the intrinsic value added appropriately in the short term. The weak-efficient stock 

market in China and possible insider trading may be the reason to explain the AR. 

Certainly it is hard to find a complete strong-efficient one even though the more 

mature stock markets. Fortunately, the continuous rising of AR curve and CAR 

curve still convey the positive information that the merger between SIPG and SPCC 

can bring the value added.  

 

Next, I review the sub-questions and answer them one by one:  

 

(1) Is the value-added the best surrogate for success of a merger? 

From this case, the answer is ―yes‖. The essential reason is that the maximum of 

value (stakeholder value or shareholder value) would be the firms‘ ultimate goal. 
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The process of value added is a process of strategy implement for the goal in 

some sense and the realized value added may imply that the goal is achieved. 

Accordingly, the merger between SIPG and SPCC may be regard as a success 

because it can bring the value added to stakeholders (including shareholders) 

from the financial performance and event (return on stock market) perspectives. 

In other words, if the firm value added is realized, then the firm‘s value goes up 

and the distributable wealth to the stakeholders may increase. Besides that, the 

abnormal return on the stock market can benefit the current shareholders and 

improve the shareholder value. 

 

(2) How to identify the value-added of enterprises in the merger?  

In this case, I identify the true value added of enterprises in the merger from 

comprehensive financial performance and stock market performance (AR and 

CAR). The point is that I emphasize on the outcome of value added and 

measure it in performance, and in the meantime, I discuss the value creation in 

the value-based management section due to the limitation of thesis topic and 

length. Nowadays, I reckon that the most important value may exist in the core 

competencies such as intellectual capital (human capital and structural capital), 

the measure / incentive system and the operational mechanism, etc. In addition, 

the theories of value chain proposed by Michael Porter and value streams 

proposed by James Mite are also useful in value-based management. This thesis 

is to examine whether the value added is realized or not, and the further 

research will be conducted to excavate why the value added can be achieved 

through locating the detailed factors of value creation.  

 

(3) How to measure the value added in the merger? And what kind of methods used 

to measure the value-added is the most appropriate one? 

There are some methods to measure the value added in the merger such as EVA, 

MVA, FGV, P/E, ROE, EPS and NAVPS, and so on. It is widely acknowledged 

that EVA is a most important method as the theory part mentions. In this thesis, 

I hold EVA as a main method to measure the value added, and in the meantime, 

I apply MVA and FGV associated with P/E, ROE, EPS and NAVPS to fully 

measure the value added from multi-dimensions, which may be a most 

comprehensive and appropriate way. 

 

(4) Is the value of new entity after merger greater than the total value of the 

previous two companies before the merger?  

In this thesis, I calculate the market value of SPCC before and after the merger, 

and the existing value of SIPG at merger since it wasn‘t listed until merger time 

2006 firstly in the empirical studies. The pre-merger financial statement is taken 

from the simulated consolidate financial statement that was made by the 

professional external accounting firm as the Board of SIPG and SPCC 

requirement. According to the time series, I calculate the market value and book 

value of SIPG in 2005 (one year before merger, year -1), in 2006 (merger year, 
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year 0), in 2007 (one year after merger, year +1) and in 2008 (two year after 

merger, year +2). The year of 2005 is the earliest year that I can measure due to 

inadequate data in 2004, one more year earlier than merger. Besides that, the 

year of 2008 is also the latest year I can measure owing to the financial data of 

2009 has not been public yet. In this thesis, I hold both horizontal and vertical 

comparative analysis. The horizontal comparison is between book value and 

market value in every chosen period. The longitudinal comparison is among 

different years to compare book value and market value and in the meantime to 

compare the calculated MVA, EVA and FGV. 

 

(5) Did the change in the return of stock price reflect the intrinsic value added by 

the merger? 

In this case, the change in the return of stock price just partly reflects the 

intrinsic value added by the merger between SIPG and SPCC due to AR, CAR 

and weak-efficient market. In addition, the event study is not separated from the 

main value added measurement because it is related to the ―true‖ value added. 

Since the herding behavior in Chinese stock market, it is complicate to 

distinguish whether the true value added to shareholders is caused by the event 

or other market noise. As a ruler to examine the ―true‖ value added, the event 

study is necessary to be conducted to prove it. The long-term value may match 

the intrinsic value added through appropriate value-based management. 

 

In sum, the main question and sub-questions can get reasonable answers from this case 

research. All questions are in the same line of research as a question chain.  

 

Thereafter, I also would like to review my hypothesis and theoretical proposition 

―Merged companies can create value added in the long term and bring abnormal return 

in the short term.‖ I have the positive viewpoint when the merger is hold between the 

parent group and subsidiary company by way of share swap for holistic listing through 

my thesis work due to it can diminish the possible failure of merger caused by the 

uncertain factors such as culture integration, political environment, merger cost, 

different industry or business, management gap and so on. No doubt that successful 

merger can create value added for shareholder and stakeholder both in the long term and 

in the short term, and vice versa. Therefore, I contribute myself to the research whether 

or not the value added can be realized in such kind of merger and I prove that merged 

companies can create value added in the long term and bring abnormal return in the 

short term in the context with complicated capital operation through financial study and 

event study. In essence, the value added is the concentrated embodiment of the 

forethoughtful and meaningful merger. Furthermore, I seek for the regularity of value 

added in merger and I would deliver my points that neglectible culture difference 

between parent group and subsidiary company in the same industry can maximize the 

operational and financial synergies, in the meantime share swap transaction can reduce 

the merger cost and risks, holistic listing improved the investors‘ confidence and 

expectation, good fundamentals of both sides, which all lead to the considerable value 
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added in the successful merger. Besides that, I find that the stock price and turnover 

moved up orderly well before announcement day and moved mildly in an orderly 

manner wherefore the abnormal return and cumulative return climbed up which 

revealed the existence of insider transaction in my study.  

 

Furthermore, I retrospect the thesis research and check whether the research purpose 

can be satisfied or not. The purpose of this thesis is to explore the impact of share swap 

merger on enterprise value added in depth, discover the core of value management, 

arouse managers‘ recognition on value measurement, value management and value 

merger, help enterprises to know the mechanism and outcome of value added, spur 

enterprises to implement value strategy and establish value added system with value 

added performance evaluation standard, hold effective communication with investors in 

the capital market and then achieve the economic value added, intrinsic value added and 

market value added. The thesis displays all relevant points of it in analysis and 

discussion parts. 

 

Finally, corporate value-based management is closely integrated with corporate 

development strategy. Modern enterprises need operation and management in the 

commercial aspects, as well as in the capital market. Multiform value performance 

combined with corporate finance and stock proposes a multi-angle value added topic to 

the enterprises‘ value managers. Challenges and opportunities exist in the merger 

actually, which keep the value managers alert not to float on the surface and to deep 

excavate the value source. Only combining value added, financial indicators and stock 

performance with development strategies, can the enterprises acquire sustainable 

development and success in the fierce business competition, which is also the 

significance of my study. Even though the case of SIPG share swap merging SPCC is 

specific, it still can provide a useful pattern of merger in the specific context, especially 

as a strategic tool of Chinese central companies‘ reform and industries restructuring. In 

conclusion, as the first and specific model of share swap absorption merger for IPO 

holistic listing, SIPG can illuminate the roadmap of followers. 
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Appendices 

Appendix 1: Shanghai Port Container Company Equity Structure 

Source: Shanghai International Port Group initial public offering prospectus and share 

swap absorption merging Shanghai Port Container Company report 

 

 Shares（ten thousand） Proportion（%） 

1、Limited current shares   

Shanghai Int. Port Group  126,624.21  70.18  

Shanghai Ship Agent 646.00  0.36  

Shanghai Jiaotong Investment Co. 646.00  0.36  

Total 127,916.21  70.89  

2、Nonlimited current shares   

Shanghai Ship Goods Co. 646.00  0.36  

Shanghai Qifan tech. Co.  637.79  0.35  

Other shareholders  51,240.00  28.4  

Total  52523.79  29.11 

3、Total Equity 180,440  100.00  
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Appendix 2: Financial Statement of Shanghai International Port Group 

Source: Shanghai International Port Group initial public offering prospectus and share 

swap absorption merging Shanghai Port Container Company report 

 

Balance Sheet（Consolidation）Main data：Unit：Yuan 

 

Income statement（Consolidation）Main Data   Unit：Yuan 

 1,287,497,382.22 5,231,604,958.39  4,149,666,065.73  3,132,286,180.94 

Total Profit  976,504,682.84 3,738,368,040.10  2,552,670,949.59  2,026,158,688.07 

Net Profit  575,148,810.18 2,177,103,656.65  1,299,834,664.96  997,376,800.48 

 

Main Financial Indicator 

 2006.Jan-Mar  2005  2004  2003 

EPS（Yuan）  0.0310  0.1172   0.0700  0.0537  

Net Assets PS（Yuan）  1.0563  1.0260  － － 

ROE 2.93%  11.43%  － － 

Cash Flow PS（Yuan）  0.0405  
0.1379  

Jul.－Dec. 
－ － 

Asset Debt Ration

（Consolidation）  
44.25%  43.29%  － － 

 

PS：Year2003、2004 EPS were calculated according to the total equity of Shanghai 

International Group 

 

 

 

 

 2006.3.31  2005.12.31  

Total Assets  47,447,261,384.46  45,493,639,019.34  

Total Current Assets 15,785,423,269.40  15,616,176,207.04  

Long term investment 2,956,753,415.47  2,817,465,282.63 

Fix assets 25,814,716,376.22  24,163,777,147.02  

Total liability 20,995,124,815.38  19,694,200,248.04  

Total Current Liability 15,076,880,511.12  13,673,921,842.96  

Total Fix Liability 5,918,244,304.26  6,020,278,405.08 

Minority Shareholder Equity 6,838,543,840.92  6,747,988,868.29 

Shareholder Equity 19,613,592,728.16  19,051,449,903.01  
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Appendix 3: Financial Statement of Shanghai Port Container Company 

Source: Shanghai International Port Group initial public offering prospectus and share 

swap absorption merging Shanghai Port Container Company report 

 

Balance Sheet (Consolidation) Main Data 

 2006.3.31  2005.12.31  2004.12.31  2003.12.31  

Total Assets  22,724,386,792.15  20,810,719,930.41  13,591,590,383.15  11,063,216,960.17  

Total Current Assets 5,227,587,845.40  4,835,361,112.32  4,425,843,549.42  4,530,592,485.07 

Long term investment 1,037,709,734.35  937,792,186.23  565,073,200.50  609,034,299.44 

Fix assets 15,991,937,955.62  14,573,667,311.03  8,135,594,916.70  5,446,556,403.35 

Total liability 11,353,557,584.31  9,133,027,862.01  5,270,966,874.97  3,585,366,382.82 

Total Current Liability 8,646,266,987.23  6,372,387,205.25  3,404,891,156.59  3,386,258,058.79 

Total Fix Liability 2,707,290,597.08  2,760,640,656.76  1,866,075,718.38  199,108,324.03 

Total Shareholder Equity  7,003,758,564.86  7,420,118,745.10  6,794,452,795.47  5,946,216,870.60  

 

Income Statement（Consolidation）Main Data 

 

 2006. Jan－Mar.  2005  2004  2003 

Main business  

Return 
1,141,431,919.84  4,776,125,937.80  4,339,253,260.15  3,429,471,097.98 

Main profit 521,123,840.21  2,349,907,810.15  2,235,696,233.97  1,908,679,851.02 

Total profit 419,600,182.14  1,929,439,953.35  1,905,958,360.62  1,621,525,547.46 

Net Income  242,405,597.42  1,189,224,086.33  1,155,847,028.61  998,751,948.98 

 

Main Financial Indicator 

 

 2006. Jan－Mar.  2005  2004  2003 

EPS（Yuan）  0.1343  0.6591  0.6406  0.5535  

Net Assets PS  3.8815  4.1122  3.7655  3.2954  

ROE 3.46%  16.03%  17.01%  16.80%  

Cash Flow PS  0.2513  1.0296 1.0009  0.9495  

Asset Debt Ration  49.96%  43.89%  38.78%  32.41%  
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Appendix 4: Financial Statement pre-merger and post-merger 

Source: All financial statements are from www.money.163.com / stock data / Shanghai 

International Port Group (Code 600018) 

   Balance Sheet pre-merger and post-merger      Unit：Yuan 

Financial Indicator 

Operation Capital 

Current Assets 

Long Investment 

Fix Assets 

Intangible Assets 

Total Assets 

Current Liability 

Long Liability 

Equity 
  

2006-12-31 

-2,179,610,600  

15,366,041,600 

2,999,614,720 

25,802,739,700 

6,649,916,900 

50,818,314,000 

17,545,652,200 

4,609,728,500 

24,038,783,000 
 

2006-09-30 

881,273,900  

13,281,723,400 

3,062,328,060 

25,033,416,700 

5,355,492,400 

46,732,960,000 

12,400,449,500 

5,824,725,000 

21,066,643,500 
 

2006-03-31 

708,542,400  

15,785,422,800 

2,956,753,410 

25,814,716,400 

2,890,368,260 

47,447,261,000 

15,076,880,400 

5,918,244,400 

19,613,593,600 
 

2005-12-31 

2,157,837,300  

15,616,176,100 

3,589,943,040 

24,158,089,200 

2,123,215,870 

45,487,423,000 

13,458,338,800 

6,020,278,300 

19,268,440,100 

 

Income statement pre-merger and post-merger    Unit：Yuan 

Financial Indicator 

Main Revenue 

Main Cost 

Main Profit 

Other Profit 

Financial Expense 

Operation Profit 

EBIT 

Return of investment 

Other revenue 

Total Profit 

Tax 

Net Profit 
  

2006-12-31 

12,484,371,500 

6,214,279,700 

5,857,366,000 

105,434,760 

196,891,296 

3,857,647,620 

4,362,676,700 

450,748,192 

  

4,362,676,700 

475,994,976 

2,963,221,500 
 

2006-09-30 

9,003,744,300 

4,379,646,000 

4,331,694,600 

73,259,176 

133,790,024 

3,142,556,160 

3,416,598,530 

242,486,560 

  

3,416,598,530 

376,007,584 

2,057,425,280 
 

2006-03-31 

2,657,760,260 

1,283,989,500 

1,287,497,340 

25,048,448 

48,246,840 

906,942,270 

976,504,700 

65,172,612 

0 

976,504,700 

132,055,664 

575,148,800 
 

2005-12-31 

9,550,064,600 

4,085,606,910 

5,156,288,000 

203,155,952 

283,640,288 

3,522,074,370 

3,725,494,530 

192,148,192 

0 

3,725,494,530 

492,392,416 

2,160,496,130 

 

http://www.money.163.com/
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Cash flow statement pre-merger and post-merger     Unit：Yuan 

Year 

Operation CF 

Investment CF 

Financing CF 

CF Alteration 

  

2006-12-31 

4,782,549,000 

-6,136,769,500 

2,011,042,940 

641,995,970 
 

2006-09-30 

3,186,099,710 

-4,400,849,400 

-909,635,330 

-2,133,370,500 
 

2006-03-31 

752,970,240 

-578,461,500 

89,699,608 

259,754,816 
 

2005-12-31 

4,219,977,730 

-7,326,824,400 

6,586,687,000 

3,436,404,480 
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Appendix 5: Equity structure alteration pre-merger and post-merger  

 

Change Date 

Change Reason 

Total Equity 

Current Stock 

A share 
  

2009-03-06 

Certification right 

2,099,080  

2,099,080  

799,251.2  
 

2007-10-29 

Public offering 

2,099,069.2  

2,099,069.2  

799,240.56  
 

2006-10-26 

Merger 

2,099,069.2  

2,099,069.2  

242,171.06  
 

2006-09-22 

Pre-merger 

1,856,898.2  

1,856,898.2  

0  
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Appendix 6: Annual Financial Statement before and after merger in time serial 
Income Statement Summary 

Year 

Main Revenue 

Main Cost 

Main Profit 

Other Profit 

Financial Expense 

Operation Profit 

EBIT 

Return of invesment 

Other revenue 

Total Profit 

Tax 

Net Profit 
  

2008-12-31 

18,140,479,500 

9,116,512,300 

8,369,831,900 

  

365,004,512 

6,332,622,300 

7,098,702,300 

282,547,552 

  

7,098,702,300 

1,069,179,580 

4,619,335,700 
 

2007-12-31 

16,328,397,800 

8,551,078,400 

7,219,220,000 

  

204,879,232 

5,586,135,000 

5,595,889,200 

288,091,584 

  

5,595,889,200 

621,333,310 

3,640,029,950 
 

2006-12-31 

12,484,371,500 

6,214,279,700 

5,857,366,000 

105,434,760 

196,891,296 

3,857,647,620 

4,362,676,700 

450,748,192 

  

4,362,676,700 

475,994,976 

2,963,221,500 
 

2005-12-31 

9,550,064,600 

4,085,606,910 

5,156,288,000 

203,155,952 

283,640,288 

3,522,074,370 

3,725,494,530 

192,148,192 

0 

3,725,494,530 

492,392,416 

2,160,496,130 

Balance Sheet Summary 

Financial Indicator 

Operation Capital 

Current Assets 

Long Investment 

Fix Assets 

Intangible Assets 

Total Assets 

Current Liability 

Long Liability 

Equity 
  

2008-12-31 

2,988,920,800  

17,917,808,600 

  

  

  

59,081,294,000 

14,928,887,800 

8,182,247,400 

29,875,836,900 
 

2007-12-31 

-2,561,451,000  

14,902,490,100 

  

  

  

55,542,874,000 

17,463,941,100 

3,605,938,180 

28,201,721,900 
 

2006-12-31 

-2,179,610,600  

15,366,041,600 

2,999,614,720 

25,802,739,700 

6,649,916,900 

50,818,314,000 

17,545,652,200 

4,609,728,500 

24,038,783,000 
 

2005-12-31 

2,157,837,300  

15,616,176,100 

3,589,943,040 

24,158,089,200 

2,123,215,870 

45,487,423,000 

13,458,338,800 

6,020,278,300 

19,268,440,100 

Cash Flow Statement Summary 

Year  

Operation CF  

Investment CF  

2008-12-31 

3,178,933,760 

-2,572,527,870 

2007-12-31 

5,084,483,100 

-1,915,133,180 

2006-12-31 

4,782,549,000 

-6,136,769,500 

2005-12-31 

4,219,977,730 

-7,326,824,400 
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Financing CF  

CF Alteration  
  

-2,039,794,940 

-1,461,571,460 
 

-5,384,425,500 

-2,243,629,570 
 

2,011,042,940 

641,995,970 
 

6,586,687,000 

3,436,404,480 

     Main Financial Indicator 

  

Basic EPS 

Diluted EPS 

EPS(Repartition)  

EPS(Weight Average) 

EPS(After non regular loss) 

EPS weight average after non regular 

Net asset PS 

Net asset PS (Ajustment) 

Operation Cash Flow PS 

ROE diluted (%) 

ROE weighted (%) 

Main Revenue 

Main Profit 

Operation Profit 

Return of investment 

Non-operation Net revenue  

Total Profit 

Net Profit 

Net profit after non regular loss 

Free operation Cash Flow 

Cash and cash equivalent increase 

Current Assets 

Current Liability 

Total Assets 

Non-minor Shareholder Equity  
  

2008-12-31 

   

0.22  

0.22  

0.22  

   

0.186  

1.423  

   

0.151  

15.462  

15.616  

18,140,479,500 

8,369,831,900 

6,332,622,300 

282,547,552 

  

7,098,702,300 

4,619,335,700 

3,913,517,570 

3,178,933,760 

-1,461,571,460 

17,917,808,600 

14,928,887,800  

59,081,294,000  

29,875,836,900  
 

2007-12-31 

   

0  

0.173  

0.173  

   

0.168  

1.344  

   

0.242  

12.907  

14.277  

16,328,397,800 

7,219,220,000 

5,586,135,000 

288,091,584 

  

5,595,889,200 

3,640,029,950 

3,529,990,910 

5,084,483,100 

-2,243,629,570 

14,902,490,100 

17,463,941,100  

55,542,874,000  

28,201,721,900  
 

2006-12-31 

   

   

0.14  

0.156  

0.134  

0.148  

1.145  

0.982  

0.228  

12.33  

13.122  

12,484,371,500 

5,857,366,000 

3,857,647,620 

450,748,192 

53,546,088 

4,362,676,700 

2,963,221,500 

2,810,947,840 

4,782,549,000 

641,995,970 

15,366,041,600 

17,545,652,200  

50,818,314,000  

24,038,783,000  
 

2005-12-31 

   

   

0.12  

0.09  

0  

0  

1.04  

0  

0.23  

0.11  

0.07  

9,550,064,600 

5,156,288,000 

3,522,074,370 

192,148,192 

0 

3,725,494,530 

2,160,496,130 

0 

4,219,977,730 

3,436,404,480 

15,616,176,100 

13,458,338,800  

45,487,423,000  

19,268,440,100 



86 
 

Appendix 7: Shanghai International Port Group Daily Stock Return (including turnover rate)  

 SSE index Port SSE index Port Port Port Port Port Port 

Date Close p[t] Close p Return Actual R Normal R AR CAR Turnover Turnover rate 

04-Jul-06 1681,55 17,06 -0,0093 0,0053 -0,0147  0,0200  0,5794  10842300 0,058% 

03-Jul-06 1697,28 16,97 0,0150 0,0137 0,0106  0,0031  0,5594  11949600 0,064% 

30-Jun-06 1672,21 16,74 0,0004 0,0158 -0,0047  0,0204  0,5562  12045000 0,065% 

29-Jun-06 1671,62 16,48 0,0197 0,0086 0,0156  -0,0070  0,5358  10285200 0,055% 

28-Jun-06 1639,29 16,34 -0,0002 -0,0043 -0,0052  0,0009  0,5428  7452500 0,040% 

27-Jun-06 1639,55 16,41 0,0037 -0,0042 -0,0011  -0,0031  0,5419  8473700 0,046% 

26-Jun-06 1633,45 16,48 0,0173 0,0000 0,0130  -0,0130  0,5450  8985000 0,048% 

23-Jun-06 1605,71 16,48 0,0060 0,0080 0,0013  0,0067  0,5580  6644900 0,036% 

22-Jun-06 1596,07 16,35 -0,0013 -0,0097 -0,0064  -0,0033  0,5513  11040600 0,059% 

21-Jun-06 1598,12 16,51 0,0036 -0,0155 -0,0012  -0,0143  0,5547  9119100 0,049% 

20-Jun-06 1592,33 16,77 0,0038 0,0326 -0,0010  0,0337  0,5690  21708500 0,117% 

19-Jun-06 1586,29 16,24 0,0075 0,0050 0,0028  0,0021  0,5353  12625300 0,068% 

16-Jun-06 1574,47 16,16 0,0264 -0,0031 0,0225  -0,0256  0,5331  15574200 0,084% 

15-Jun-06 1533,98 16,21 0,0017 -0,0152 -0,0032  -0,0120  0,5587  11883100 0,064% 

14-Jun-06 1531,33 16,46 -0,0111 0,0037 -0,0166  0,0202  0,5707  7190700 0,039% 

13-Jun-06 1548,49 16,4 -0,0028 -0,0012 -0,0079  0,0067  0,5505  12488100 0,067% 

12-Jun-06 1552,8 16,42 0,0009 -0,0126 -0,0041  -0,0086  0,5438  16333500 0,088% 

09-Jun-06 1551,38 16,63 -0,0252 -0,0131 -0,0313  0,0183  0,5523  20168900 0,109% 

08-Jun-06 1591,49 16,85 0,0012 -0,0393 -0,0037  -0,0356  0,5341  40269500 0,217% 

07-Jun-06 1589,55 17,54 -0,0533 0,0554 -0,0607  0,1160  0,5697  101273300 0,545% 

06-Jun-06 1679,13 16,62 0,0186 0,1007 0,0143  0,0863  0,4536  1171300 0,006% 

29-May-06 1648,54 15,1 0,0215 0,0998 0,0174  0,0824  0,3673  39227500 0,211% 

26-May-06 1613,89 13,73 0,0141 0,0163 0,0097  0,0066  0,2849  17393600 0,094% 

25-May-06 1591,43 13,51 0,0003 -0,0110 -0,0047  -0,0063  0,2783  18220500 0,098% 

24-May-06 1590,92 13,66 -0,0085 0,0096 -0,0139  0,0235  0,2846  27009300 0,145% 

23-May-06 1604,55 13,53 -0,0321 -0,0081 -0,0385  0,0304  0,2611  23092200 0,124% 

22-May-06 1657,69 13,64 -0,0011 0,0500 -0,0062  0,0562  0,2307  29691000 0,160% 

19-May-06 1659,55 12,99 0,0261 0,0212 0,0223  -0,0010  0,1745  14063700 0,076% 

18-May-06 1617,28 12,72 -0,0048 -0,0132 -0,0101  -0,0031  0,1755  11790600 0,063% 

17-May-06 1625,15 12,89 0,0074 0,0271 0,0027  0,0244  0,1786  18354900 0,099% 

16-May-06 1613,25 12,55 -0,0306 -0,0557 -0,0369  -0,0188  0,1542  25458700 0,137% 

15-May-06 1664,09 13,29 0,0382 0,0161 0,0349  -0,0188  0,1730  31604400 0,170% 

12-May-06 1602,83 13,08 0,0426 0,1001 0,0394  0,0607  0,1918  36477100 0,196% 

11-May-06 1537,38 11,89 -0,0054 0,0008 -0,0106  0,0115  0,1311  28471900 0,153% 

10-May-06 1545,69 11,88 0,0095 0,0703 0,0049  0,0654  0,1197  28703300 0,155% 

09-May-06 1531,16 11,1 0,0228 0,0297 0,0187  0,0110  0,0543  18112400 0,098% 

08-May-06 1497,1 10,78 0,0395 0,0286 0,0362  -0,0076  0,0433  13607200 0,073% 

28-Apr-06 1440,22 10,48 0,0166 -0,0010 0,0123  -0,0132  0,0509  9708500 0,052% 

27-Apr-06 1416,73 10,49 -0,0005 0,0067 -0,0056  0,0123  0,0641  15742500 0,085% 

 


