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Abstract

It is not uncommon for convertible bonds to have a conversion-price reset option built in,
especially in Taiwan. Downward resetting of conversion price raises the conversion ratio
and hence induces heavier potential dilution on EPS upon conversion. On the other hand,
downward resetting of CP also enhances the likelihood of conversion and therefore ease the
cash flow burden of principal repayment. While the former, called dilution effect, is
predicted to be negative, the latter, called debt alleviation effect, is predicted to be positive-
on the underlying share price.

It is found in this paper, using Taiwanese data, that share prices do not react in any
significant way around the announcement date of CP downward resetting. Share prices
however do react negatively around the effective date of the resetting event, making dilution
effect dominant over debt alleviation effect. After reviewing the operating performance
between the CB issuing period and the CP resetting period, we find that sales growth, return
on assets and operating cash flow have all been worsening off, which may explain the
motivation behind the decision of CP downward resetting.

Intuitively, the higher the magnitude of CP downward resetting, the more the dilution effect
will be. But for companies suffering from severe cash flow shortage, the opposite effect may
prevail. In other words, when CP reset by close to 20% downward (the legal limit), share
prices react positively to the event, i.e., debt alleviation effect becomes dominant.
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Al LL 20% FofR > At AR ] BT MEDUE R TS - AR 105 REALD
AR —RKEEITHY ECB > HHEFR—FHAFRITHRKLLE ECB AR 115 £ Fa A
— ECB #@ R KX LB ECB > M8 A80Ry 120 £ - ARREANE— KB A H
BRI SRR E A S ERET 103 52 > B EEEEETT HAEELIAE AL 34% » —HAE)
FHEIKT 76% » B3P =PI B2 KU - SEBEA B0, 11.84 W H - Koky—4F -

Davidson et al. (1995) SCrfig Hi i 2l n R RIS > i B S IR SR 2%
FRMHATA - PR TRERRRE DS - IS SE IR R R th R PO A AR A s
PR R REIE > RO R E n RIS BN 1.5 4 o AWTRIERI T EEEREIH
HBCPIFRER R WEFATR & A AR BROEERME R o AR — R
R ] P AR PR A T - RIANIE] Stein (1992) Frs - Al E{ESEEE &R L2
BffE > BERRIERESEERAEAAE -

P~ NS E (Moneyness) 45 Bt

ECB AZEA THRAR P& ARHE O R S 2 FEF > IO e [ 2 DU (BT
BT > DU S A 2 (B - LA (E R S AR 2 BT E SR S R
MBI RS - 5 MBS - SRR EAB L HER MR DR Sk [EiEE A
PEPT AR o ARRFSEAEAR A E] (LUNFRERASHH ) A R A e (B 3R 8 135% » /Ny
100% - FEHASRTELRA 2004 4F 2 HHUE n] s E R RSN THE - SR ERER 100%
FEm by 101% DLE o Ryste— TR ARG » IR E V18T BB — I E R
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+® 2 HRAHEEIIREAE) Z Moneyness

— . BRAHEAT (S) ER FyEEJEEER FHYEERURE
Moneyness < 1 108(90%) 48.02% 108.35%
Moneyness > 1 12(10%) 48.93% 102.92%

SETET S 120(100%) 48.11% 107.80%

— . HEBREATR (M) ES FHHEEEEER SFHYEERURE
Moneyness < 1 19(35%) 46.18% 108.82%
Moneyness > 1 35(65%) 47.11% 107.47%

SETET S 54(100%) 46.78% 107.94%
(M)-(S) =T 4 -1.33% 0.14%

Moneyness %l ‘?fﬁi’%ﬁ{?!_*‘éi PO RENEERL SR 8RR A NS = TEEIN BFESFE
z Eﬁii“‘?*"i S Moneyness » ERIEIIENF— A =DE = 2 = HH ‘?f"%%%‘ﬁﬁ{?*‘i;‘fo =

e HERE B SIT B SRR TR b e B T R TR SRR BT
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*EEENIE10% ; 2 EEE N E 5% s T B IE 1Y o

35 ECB EERARNY I SRR RN HAE > (1SR [EIEERCR  #E e
EHRHYREE - TG E R AR B 2 IR RS - R A REORRE - B R
SR ey o (HEE B ER A E IR - ECB R g G EHEERN > RERERN
(In-the-money) Bf& 4} (Out-of-the-money) BRI T B 3% & Y TH{E M %€ ° Moneyness
Fo i (H B ERS 2 L - DM m R E N EEI - 3R 2 EEANHH B S IRRHAAHRA &
b o BEASRH DUB) FH 2 85 I v (R B B B 2 L R HRLE AR 5315 Moneyness » #IGHAT]
& DABE— R AT d) FAE R B H A (8 B E IR AR G - S Al PR B S
Yot (8 53 A1 5] — Bep S A A R B ) ek 2 B A & EE SR SR P B 3 17 4 M R s A 1 S
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FERF b E S 5% - BEUTNOE RO AR B AR AN B S I o [0 S A2 5 -

BAHHAE SN FliZ Moneyness /MY 1 JRBVEE 35 B IR T (B R (B A T (R A
fEIMS HEHEE o EIREE 65% & Moneyness KJA 1 » FRoRAJEHERZ ERFAT7A

Al EAAEMEE - AT EERRP R IRAHAI R (E R - #E—2581% Moneyness K
A1 B/ INfA 1 FAHAY SRR - SEBIERASEH Moneyness KfA 1 AR H X
H 102.92% {KJx Moneyness /[NjA 1 3540 108.35% £ » Slzi"f}%fﬁ‘?ﬁfigﬁd\i%i—“?ﬁ
=PI EAR A T - AR SR ERFEE] Moneyness KR 10 2 S [EHEA
SAEEEIFFEE] Moneyness /MR 1 o 5 [ {E I EIE BE A Z AKX ﬂﬁ%ﬂ%ﬁﬁ’[‘ﬁﬁlﬂ'ﬂ?
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i B H P B P ER B EHORMA - SAEEEEATT S - FRAFTT DIHES e K 2 B a
AN R R (E N PSR - A EHREE ] - AR IRE s E AT - it
IRF B AR A (A - fESm e R Y B S B SRE R B B S - B
PRSI (AR T ek AR 75 fea b o T RETA:

AR AN P W 7 o B AR AR 0.19 Ko/ VY 0.19 I EE - B 1 Rial /N Th AT d
IR 0.19 IR i s EIARAN B R & R LS - IR AR E BRIl NSRS i
ARG/ > H ] 20% BURINE - FEAE RSN nl SR8 fe e SR SE 5 - SRRy 3 2
20% HYBY > IRERE LA R IR EEAEBAHE - F UM 20% » (HZHAE MR 20% > 55
Gh > AR AT DAL BTN - BOR KA )% 8 R LR R EL BN (BE) -
N FR T E AR R B AR IR RN - RIS BTN R (R b R N R B TR AVAS R 2
HAFE - (EHRTLUEERE - EaiiE fmiE —i > R R ERRIEEA - shEBkiE LT
BHHYER - 5340 - BfMHfs Lrii EHEA S8 > BB A RS ER DN - AR
AERIEIRE T > B AR - KIBER 3 RS T e W — e =5 - 3#171%
(R AR AT A 2

B AR FIRYEEE SR A FORAY (FEY) - EEEA/ MR 0.19 A EE
PIRAEHETR ML M8 - HREERWHEEGRR S - HEK EEAESAE - 1

Po Ry BRI AR 0.19 Z A RIS A AT RERRE S » FERAAFARTEY] > 121558
PRRERE RN FRY RS TS RN MR » B A RIS R A TR - #ER
AT A B i R R TR - (BVIEBE N iR F] -

FE3 2331 FEHHA 20020319 #4172 ECB > &2 nf @) FH 823y 20040219 > [ ECB A IF AR E it
{E{H (Moneyness=0.3) » {HAEZEZZ /N HIFA 20040219 ATLL 109.5% B [E] 23] (20040206 42N HNGE
TARLEEG e ) - AFEIRYIFETT 12000 B G > 1E 200402 U] 1610 T30 » SEHIEL R A FIR L E
FHERZIFE - 53 6104 MR 20031028 2172 ECB » 25— o] @ F E 3%k 20041028 > EHF
o A (E (B (Moneyness=0.28) » {H 2\ H]1E 20041013 BB [0 (5 58 ECB > %/ TARAELE 200411 3% 0 >
WA EI A SR E F ER e - 6188 EEHH 20040312 517,22 ECB » 25—k n] @) #E %Ry 20050126 -
E RPN HAE{H (Moneyness=0.17) » AR E BIEEHRRER: » 15 = A FIHERY A SR
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B AIERH 520 E520
*k 3 ECBR{ITEGFHEFERERESMIIBCEERNEE
— . BB EI R RE EERMARE EERERE
ERES T By 36.02 -88.43*** -122.05**
(1.027) (-3.652) (-2.084)
HRES D YR % -64.37** -114.46** -26.26%**
(0.129, 0.003) (0.000, 0.000) (0.003, 0.033)
% pos(N=89) 33.71% 29.21% 39.33%
— . EEEE <0.19 EI R RE AEERMARE EERERE
*EW?—‘IE Tigta o 49.06 72.447 -123.11
(0.972) (-3.222) (-1.233)
HRES D YR % -60.71* -102.19** -19.01
(0.593, 0.088) (0.001, 0.001) (0.186, 0.644)
% pos(N=42) 35.71% 23.81% 45.24%
= . E&0EE >=0.19 Bk R=E AEERMARE EERERE
ERERTBEY 24.38 -102.72** -121.11*
(0.496) (-2.483) (-1.808)
HRES D YR % -66.48** -133.33** -43.68**
(0.111, 0.019) (0.002, 0.040) (0.008, 0.019)
% pos(N=47) 31.92% 34.04% 34.04%
m. 25 EHAT EI R ERE EERMARE EERERE
EE R TR Y 4.51 -91.34%* -136.17*
(0.119) (-3.118) (-1.743)
HRES D YR % -64.37*** -113.85** -25.88**
(0.029, 0.001) (0.000, 0.001) (0.032, 0.109)
% pos(N=66) 29.85% 28.79% 39.39%
H.REL #E’A_J EI R ERE EERMARE EERERE
R E Tty 131.99 -80.09* -81.54**
(1.627) (-1.890) (-2.315)
HRES D YR % -57.32 -129.83** -32.35*
(0.539, 0.832) (0.049, 0.093) (0.039, 0.21)
% pos(N=23) 45.46% 30.44% 34.78%
N . ERRFAA F) EI R ERE EERMARE EERERE
ERESTREY 48.00 181.48* 115.80***
(0.402) (1.976) (3.140)
HRES D YR % -2.00 16.00 40.06***
(0.969, 0.784) (0.161, 0.684) (0.001, 0.004)
% pos(N=54) 47.17% 53.70% 70.37%
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N IE10% ; RN IES% P EEE N E 1% o
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B EER IR R/ MY 0.19 YA F] > HR S S T A A KR - HAE 2 =R A
N - EHETRER A FIRRR LG > Bk LR AR - EERERRR 0.19 2
N FEIEL BTN FRE AR SR ERGREIE > nRE AN R EECRE o Wl ERR
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BN IREE - R T A RIS M B ERA - FEFFEE A (2007) BUBFZES - BH
IR TIRE AR TR AN HEF — R EER K o (ERAEASH > BT IR R 2
INEIEAGETTERR - REESEE A 2 EARIREBHER > L LERK
AT _ERRATRERS FER T —EREE - AN B AR R B I IR 58
MR BETNEAGRIER - (B3R N AR SR TR - BRI TR LGRS
R A MEIE - BIRRE AR - BE > BEEAER - SR SRR
e fi6R o BREHBRERICR - W - RERAUMRE - HEA R AR AR -
OB B ER B AKIRY - REREH E E &y -

P Ee i 2~ Fl IR E R R B AMERTE I - RIS RETREREAE - &
FAIEJHER » LR ENE A R EETGR - H IR R 2 A S R RGR
7% Qg EREG B 5E58CR -
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® 4 BRA—MERDBDZEHAESN

Eug =EARB EIRERTIEE
FHHE i 8 98 {8
CAAR (0, 1): Total -0.292% -0.234%* -0.362%**  -0.249%***
CAAR (0, 1): R<0.19 -0.470%** -0.403%™** -0.415%*  -0.354%***
CAAR (0, 1): R>=0.19 -0.127% 0.015% -0.313% -0.208%
CAAR (-1, 1): Total -0.283%* -0.055% -0.237%* -0.033%*
CAAR (-1, 1): R<0.19 -0.205% -0.007% -0.191% 0.010%
CAAR (-1, 1): R>=0.19 -0.356% -0.158% -0.280% -0.167%
CAAR (-1,30): Total -0.027% 0.013% -0.010% 0.030%
CAAR (-1, 30): R<0.19 -0.093% -0.103% -0.044% -0.094%
CAAR (-1, 30): R>=0.19 0.034% 0.099% 0.022% 0.089%
CAAR (-30, 30): Total -0.043% -0.004% -0.005% 0.009%
CAAR (-30, 30): R<0.19 -0.152%*** -0.148%** -0.097% -0.105%*
CAAR (-30, 30): R>=0.19 0.059% 0.146%** 0.081% 0.109%***

R “ X =% (Reset) &% » CAAR (0, 1): Total £+ 2 ZJ#4x2 2B g =578 2 L2 CAAR » CAAR (0, 1):
R<0.19 £~ =Z1&8% -'5° 019 F*52 2 & 7 CAAR (0, 1) o =

test ~ sign test °

*EEE N IE10% ; T EEE N IESY s T EER R 1% o

FE BB EEAVE S H > LA R R E IR E AR R A AR AP AN
el > W E S HWIE—TER TSR ARSI - f&EA FEk TET BRI 38
PERA D RN B AT AB E S« SORFARDT e B H oo R E 2% > H—T
TSR FAEL RBHERC H > IR E 8 EE L B H SR ERs =i A
W R E Ry NS H > AR 92 1 - S5 — TR ERS R AR S HET 130 F -
RN ATRE A E KR E S B8 B BB I 3 2  ReEER 4 2
aff 22 s AEES 2% HARE | 3 125 537 12 EARAPER - a0tk
TRRETH A S IR A NIRRT S % -

B H i e BERE R Brown Bl Warner (1985) FURHES(FRITSEIL - TS
#Y (Market Model) ffiFt28% - fhEHHRECE R B HAT 131 HERT 31 H > _EiiaH]
DlEE 3 T B IR R (B R B A EG T B A R S H ¥ (Abnormal Return ; AR) > |
fit A= LLOTC fREGTHE AR « B H day 0 F5fRHRERS MReH - EiEa% 0 Al EESH
IR (E AR AR — K - day 0 HTRAVERFAEH - A L LSRR AFEE
ATVERLHIAG BB R B P B s el B H B B T R A5 H R AT & - S0
HYERFH AT 30 HZE2 30 H - A AR AyBURE R R B B S TR R (B H R S Y
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B > H CAAR [P ME - FoRTBESEENE » ZRIMEGHRIEZCR -

1.50
1.00
0.50
0.00

.
~ ¥ -

.o_so:Q AR AT = D BEAKH

-1.00 - \v/Y/‘\\ "\'~ LA R — - - =TxR

' 2R : o

=

S5 | """ " " HEIRERAREH
AN

-2.00

-2.50 > \v’\ A

-3.00 D\ \,’J ,\/

a0 -\ /Y
* '\‘v:-/’ N

-4.00
as0 b e WEREEEEEEREERE
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2 BB H RS R P LGS H ~ B H DU EHRERS et H a1 R
B CAAR FYRIRE o i H Ryl P AR H R E S HIFF > 1 CAAR $RAFERAE H Al
—i CAAR WHBRIAE Rt - FHUIRIEY CAAR 51E 0 LU - s RSRETIRRIEA TRy 4% >
AR H AR RS © TseE H R B E R R H I - H CAAR SREHESH{TH
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TSR R P EREE SN - BRI RS - SEIIOR AR oy B HT S A B ki
{EERET] > BHEM B et nTRENE > BRI S RAADLF - LLAAR FRAIEIE » 12D
BB HESH HsES B0 HE R ESRORIAREE - bR TRIRAVEE » 12
It BRAPTRE R BRET £ FIME (R T 9 - K 7 — SRR EREIIA T - WIRREM ER
i (Wealth Transfer) RYEHH & » iE ] REthE S H ESESCRAEE HAEFER L — -

{1}

T~ PR BRR P 4 R 2 BRI S S B

B R AN 5 Ty B R B AR A 0.19 BiL/INFA 0.19 FFH T HLEE i 92 & 72 5
T o IRHARA D BIfE I A H H B A 3 A S AAR - SEURIR B 2 H] 3 R
HEM A SRR ANE - E HAH S EEHAREREE H - 75 =0 HEHE
KM NPT AR 78 B S N L S e A - E IR KRB AR A S 1 -
i HL R N R AR G S H A E B e — K - H CAAR /g H 751 (-30, 30) 7R
i = - BAR A S A R T L i - P M RREE RIS AHER AR CAAR JP515%
PIEEEZETE o ROME DUEHAEAR N H R B HIY CAAR PG EEEE - AlE0E RS
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7 4 thEFIEE /R 0.19 AFZ CAAR Z2MEERIAZ AR > H CAAR (0, D) 7E
PR H E SR N AR 2R H SR R IR 83 - CAAR (-30, 30) 7RS4 H AR thER A
HEN B EE R - Kz > BERRERRER 0.19 BIEEARLAFH CAAR (-30, 30) K
EHEEEN - BE/IMEARTEHAM SR 2 CAAR HIEF & B NEEEEE -

FH DL A SR B i BT AR AR ME i ER B 0 & TR - MR R B AIE o
FR 20% HYNH] » HE G &R M B el - B Eg g R HREEA
BB R ) SO AR E S ER - KR E NS FHE AR R
J > FLHAE 3 CAAR RUBESAME BT - oL o [8 4 EREE/ AR - SISREg s
IBVREHEERE B E AR > nTREE EOR R A 0 R ER M B I A B AR
I > FIlE] 3 AR BN [EIRY o 50 EE Es i B A/ N A R PR B Bt SRR S FERE AN
FHER A 9E v DABSEE SE R 2 B R ME Rl TG B AN B AR R 2 3k » T —/NEi
BAMPEE G o T — P R BRI HERR (3E ) -

FES FRAMIIG 2003 FELUBR A TR AR B — K - HIE BT RAIA SRR A (1998~2006) K[F]/NE -
{H52 2003 SEERANERAMRE 2 7 — L6 BEEE 1 PSR AR SOl o T B i R R/ N IR BROE

X F IS FERE TN A - 2003 $2AYERA CAAR (0, 1) B CAAR (-1, 1) #RIEENVEEEETE - EHEE
FE/INA 0.19 FYRRAS L B2 SRS SR BE =2 M ST - 1T B Al BEE DR SR 019 FYARRAS I T B S|

LB TE R EGR - AR BN RS R B BT - CAAR BB EI LTI AR R ESS - 2=
THEZE A (2007) HYEFEREURAE 2003 SRR FET THSY N PTHE A i by — BOHE. - (B3 AR
PR FIREE IR BRI > AR A] DA R s a (R,
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