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"~ ABSTRACT : : :
- Tradrtlonally, the capital market has attracted the mterest of scholars and researchers, motrvated to understand the process of going public

and trading securities of companies on a stock exchange. In this research context, an aspect had been neglected, something which indi-

cates a gap in the body of knowledge about the capital market and corporate governance: delisting of companies. We aim to identify the
determining factors for delisting companies from the Commodity & Futures Exchange BOVESPA (BM&FBOVESPA) Methodologically,
this research has related aset of variables collected from secondary data available on the database of the Securities Commission of Brazil

~ (CVM), BM&FBOVESPA, and Economatica. By analyzing 227 listing cancellations, between 2001 and 2012, the results indicate that de-
listing of companies from BM&FBOVESPA is determined by the following factors: (i) greater concentration of ownership and control; (ii)
Jower free float; (iii) lower liquidity of shares; (iv) greater availability of cash; and (v) larger size. The fact that the controlling shareholder is
a public or private company determines significant differences in the decision to delist. While in the first case cash availability is the most

- important factor, in the second liquidity is the main determining factor for delisting. From the academic viewpoint, this research extends
the studies on dehstmg, still 1nc1p1ent in the Brazilian capital market context. For the capital market, identifying the characteristics of

' companies prone to cancel listing may prevent 1nvestors concerned about inherent risks at the time of acquiring shares by the controlling
group interested i in delisting. - : : : '
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1 INTRODUCTION

This article discusses aspects related to corporate go-
vernance (Blair, 1995; Hart, 1995) and, more specifically,
to the process of delisting public companies whose sha-
res were traded on stock exchanges (Miller & Franken-
thaler, 2003; Weir, Laing, & Wright, 2005; Khan, Vilano-
va, & Hassairi, 2011), focusing on the identification of
determining factors for going private.

Analyzing the historical process of American capita-
lism, we observe the consolidation of the Modern Share
Company (Berle & Means, 1984), as a milestone in the
evolution of the life cycle of an organization, when it
was believed that the summit might be to become a pu-
blic company, with shares traded in the financial market
(Pagano, Panetta, & Zingales, 1998; Burghof & Schilling,
2003). In this sense, access to the financial market by
making the company’s shares available for trade in a
stock exchange via initial public offering (IPO) was in-
terpreted as an important stage in the development and
maturation of companies.

However, in recent years, it has been observed in the
financial market an opposite movement — delisting of
public companies. As noticed by Michelsen and Klein
(2011), in a research on going private in Germany, the
number of companies that choose to delist has increa-
sed. Such findings contradict the linear interpretation
on the life cycle of organizations, pointed out by Burghof
and Schilling (2003).

According to Boot, Gopalan and Thakor (2006,
2008), the number of companies delisted in the United
States of America (USA) grew in the late 1990s and ear-
ly 2000s. In 1999, the indicators shown by the authors
point out that 83 companies went private; in 2000 they
were 86; in 2003, 262; and in 2004, 188 companies. Ac-
cording to the authors, the main reason for this was the

drop in stock prices that occurred since 2000.

In a managerial approach, William M. Sinnet (2002),
responsible for the report titled “Why private companies
stay private”, published by the Financial Executives Inter-
national (FEI), found out that the executives interviewed
listed the following advantages in delisting: (i) greater
managerial autonomy granted to managers; and (ii)
possibility to keep focused on long-term growth, rather
than appreciating the short-term action, and quarterly
results, among others. Executives also list some limita-
tions of delisting in terms of: (i) shareholder’s liquidity
status in case of need to sell shares; (ii) access to sources
of financing, since it is usual that lenders require perso-
nal guarantees from shareholders; and (iii) immediate
assessment of the enterprise, as the company’s shares are
not usually traded, among others.

In the Brazilian financial market context, we observe
the presence of two phenomena: going public and going
private. Figure 1 illustrates the movement of capitali-
zation of financial resources derived from the capital
opening and closing moves of Brazilian companies lis-
ted on the Commodity & Futures Exchange BOVESPA
(BM&FBOVESPA).

Data, made available by the World Federation of Ex-
changes (2014), indicate that the capitalization of resour-
ces derived from going public increased in 2007 and, af-
terwards, went through a period of oscillation and, then,
decreased the amount of capitalized financial resources.
Regarding the capitalization of resources coming from
delisting, there was an increase in the amount of capita-
lized resources since 2007 and maintenance of this level
in the subsequent years, until 2012. Data also reveal that
there is a reverse move in the processes of going public
and going private.
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Figure 1

Capitalization of financial resources related to the capital opening and closing moves of Brazilian companies
within the period from 2000 to 2012.
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Based on such evidence, it is understood that there is
a need for investigating and thinking through the deter-
mining factors that lead public companies, which were
believed to have, by going public, reached the highest
stage of the life cycle (Burghof & Schilling, 2003), to
make the decision of submitting a public takeover offer
for going private.

In part, the option to investigate the capital closing
move is grounded and motivated by the following as-
pects: (i) increased costs of company’s maintenance on
the market, due to legal requirements that seek to mini-
mize the possibility of corporate scandals, such as those
in the cases of WorldCom and Enron; (ii) the theoretical
and empirical evidence relating the financial system de-
velopment to greater economic development (De Car-
valho, 2002), making it relevant to investigate the de-
listing of companies from a market supposedly relevant
to finance their growth; and (iii) the fact pointed out
by Noébrega, Loyola, Guedes Filho and Pasqual (2000)
that going private is seen as a matter of concern, as it
reduces the supply of shares, the number of business
transactions, and market liquidity. Thus, according to
the authors, the shrinkage in primary market and, con-
sequently, the secondary market can stimulate foreign

investment funds, for instance, to leave the Brazilian
market. So, the market becomes less attractive for new
companies, something which generates a bad vicious
circle for developing the Brazilian financial market.

Having the theoretical arguments and empirical findin-
gs presented herein as a basis, we formulated the following
research problem: “Which are the determining factors for
delisting of Brazilian companies from BM&FBOVESPA?”
We defined as the general objective of research identi-
fying and analyzing the determining factors for delisting
of Brazilian companies from BM&FBOVESPA. The stu-
dy was conducted by collecting and analyzing secondary
data, as it will be explained later in the topic that introdu-
ces the research methodology.

The article was structured into four topics, besides
this introduction: (i) in the second topic we present the
discussion on the delisting process and identify the de-
termining factors for going private, discussed in the na-
tional and international literature and used in this sur-
vey; (ii) in the third, we approach the methodological
aspects that indicate the procedures for data collection
and analysis; (iii) in the fourth, we present, discuss, and
analyze the survey results; and (iv) in the fifth and final
topic, we draw our conclusions.

2 DELISTING IN THE FINANCIAL MARKET: CLOSING THE CAPITAL OF LISTED

COMPANIES IN DEBATE

Although in the context of discussions on corporate
governance and the financial market there is a predo-
minance of studies addressing public companies, it can
already be noticed in the international and national lite-
rature a set of studies on companies that made delisting,
i.e. went private.

In the international literature, authors such as Olper
and Titman (1993), Weir et al. (2005), and Khan et al.
(2011) have observed, in the USA and England, a signifi-
cant increase in the number and values of business tran-
sactions from public to private - in English, public-to-
-private (PTP) transactions —, where public companies
leave the stock exchange, by means of delisting.

In this context of increased delisting move, Michel-
sen and Klein (2011) argue that the decision of going
private cannot be just a result of ill-considered adminis-
tration decisions or malfunction of the capital markets.
There is also a need to consider the corporate life cycle,
since corporate financing decisions involve a dynamic
context (Burghof & Schilling, 2003). When considering
the life cycle, Michelsen and Klein (2011) argue that the
variable company size plays a significant role in deci-
ding for going private. According to the authors, small
and mid-sized companies are more likely to experience
undervaluation of their assets when compared to large
corporations, and they are more prone to delisting. In
part, this aspect is justified by the fact that small and
mid-sized companies produce information less visible

and less interesting to market agents, thus increasing
the information asymmetry that determines company’s
undervaluation, and, as a consequence, attractiveness of
delisting. On the other hand, company’s growth is sub-
ject to the costs of providing required information to the
capital market that tend to decrease as the company gro-
ws (DeAngelo, DeAngelo, & Rice, 1984).

According to Miller and Frankenthaler (2003), in the
American context, for instance, economic instability in
the capital markets and the strict requirements impo-
sed by the Sarbanes-Oxley Act (SOX), enacted in 2002,
forced listed companies to assess the ratio between cost
and benefit of keep trading their shares on the financial
market. The cost of maintaining the public company’s
listing has become a key aspect, since the legal and
accounting fees and other expenses related to record
maintenance increased dramatically. In this sense, it is
regarded as relevant that the public company assesses,
on the one hand, the costs inherent to the legal and ins-
titutional requirements and, on the other, the advantages
of this condition, such as better access to capital for bu-
siness expansion, financing of operation diversification,
enhanced corporate image within the financial market,
and availability of a wide range of incentives for admi-
nistrators and employees.

A relevant aspect regarding the decision for delisting,
which seems to be a consensus in the literature, refers
to the fact that capital markets showing a poor perfor-
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mance represent a relevant factor for going private. It is
usual, in this type of market, to observe the presence of
listed companies whose value is underestimated, as well
as agency problems, which are acquired by other com-
panies and delisted from the stock market to go through
a restructuring process of the corporate governance mo-
del, becoming more efficient and effective and, as a con-
sequence, more valuable than when they were listed in
the stock market. These PTP transactions are characteri-
zed by the replacement of public by private monitoring,
based on the concentration of ownership and operation
of financial investors (Weir et al., 2005).

In the Brazilian literature, we observe few studies
addressing this issue. Nevertheless, it is possible to find
some studies that discuss, even peripherally, delisting,
such as, for instance, Moreira (2000), who found out the
impact of the stock repurchase announcement on price
in the secondary market, investigating the existence of
a positive or negative effect on shareholders’ wealth; de
Souza Costa, Almeida and Bortolon (2013) analyzed the
effects of going private on earnings management in Bra-
zilian companies. In turn, Eid Junior and Horng (2005)
explored in a preliminary way the motivations that lead
companies to go private.

In this study, Eid Junior and Horng (2005) inves-
tigated a number of companies that delisted from
BM&FBOVESPA between January 2000 and March
2005. Out of the total of 188 delisted companies, 50 were
as a result of the incorporation of the company issuing
the public takeover offer by another company listed on
BOVESPA; 18 for lack of record update; 8 due to mi-
gration to another stock exchange; 103 for a voluntary
request of the company; and 10 for various reasons that
included liquidation and bankruptcy.

The main research findings were: (i) voluntary deci-
sion for listing cancellation derives from the analysis of
costs and benefits of keeping as a listed company; (ii)
when the costs to keep as a listed company are higher, the
company decides for listing cancellation, seeking to in-
crease the benefits as a private company; (iii) the variables
company growth, free float, and liquidity in the trading
of the shares are inversely proportional to the decision
for going private, i.e. the greater these three variables, the
lower the voluntary listing cancellation possibilities; and
(iv) the variables company’s size, big investors (proxy of
monitoring costs), and costs to keep listed on BOVESPA
were not significant regarding voluntary decision for lis-
ting cancellation (Eid Junior & Horng, 2005).

It was based on studies and surveys carried out in the
international and national context that we defined the
set of determining factors for delisting companies (and
the respective variables) that guided the process of data
collection and analysis in this research, as shown in the
subtopic below.

2.1 Set of Determining Factors for Going Private
To guide the empirical research, we defined eight
determining factors for going private, and each of these

factors will be measured with reference to a set of va-
riables, namely: ownership structure (concentration of
votes and free float), liquidity, cash availability, payment
of dividends, growth, size, and indebtedness.

The first two factors are regarded as sub-factors related
to the factor ownership structure. According to Lawrence
(1986), Zillmer (2002), and Michelsen and Klein (2011),
there is evidence that concentration of ownership charac-
terized by concentration of votes is a crucial condition for
conducting PTP transactions. Zillmer (2002) and Michel-
sen and Klein (2011) point out that in Germany;, it is ob-
served that a condition to going private is the fact that the
biggest controller has 75% of the voting capital in the com-
pany. In part, this aspect is grounded because: (i) higher
concentration reduces the cost of coordinating the delis-
ting process; and (ii) the higher control concentration, the
easier the process to approve the delisting operation in the
company’s board of directors (Lawrence, 1986; Michelsen
& Klein, 2011).

Regarding free float, it is observed that the higher
the proportion of shares on the hands of small investors
(with a stake under 5%), the more difficult the appro-
ving process in the general meeting will be. Thus, it is
observed that companies with low free float are more
prone to delisting (Eid Junior & Horng, 2005; Michel-
sen & Klein, 2011), since there is a decrease in the costs
involved in the acquisition of shares circulating on the
market that enable delisting (Zillmer, 2002).

The third factor is liquidity. Eid Junior and Horng
(2005), Weir et al. (2005), and Michelsen and Klein
(2011) argue that the lower the liquidity of shares, the
greater the incentive to delisting, since the stock market
loses its function as the element to assess the company
and to enable the opportunity to diversify shareholders’
risk. In this case, the low liquidity of shares hinders the
company’s capitalization process, favoring company de-
listing from the stock exchange.

Cash availability is pointed out as the fourth factor. In
line with the previous argument and also with the wish for
greater discretion over the group’s cash by managers/con-
trollers, we expect a positive ratio between cash availability
and probability to go private (Jensen, 1986; Weir et al., 2005).
According to Jensen (1986), in public companies managers
have incentives to retain cash, because there is greater discre-
tion over this, something which represents an agency con-
flict. Going private reduces this cost, since it represents an
increased stake of managers/controllers on the company. In
addition, a decrease in this cost can occur when going private
is financed by the capital of third parties that monitor appli-
cation in the company’s shares. The aspect free cash flow is,
according to Jensen (1986), linked to growth opportunities.
The author claims that firms with high free cash flow, but
having low growth opportunities may invest the resources in
a set of dubious corporate projects in terms of present value,
due to the limited opportunities for profitable investments in
the company’s operating area.

Payment of dividends is the fifth factor. According to
Jensen (1986), Weir et al. (2005), and Michelsen and Klein
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(2011) mature companies with low need for investments,
especially in research and development (R&D), can go
through high payment of dividends. Thus, payouts may be
subject to conflicts of interest between shareholders and
managers, since the latter want to manage the resource
distributed as dividends otherwise. However, in the lite-
rature on ownership structure there is evidence of using
dividends as a way of signaling to minority shareholders
that they will not be expropriated. Jordan, Liu and Wu
(2014) show that firms having two classes of shares (with
or without voting rights) pay more dividends than those
having only shares with voting rights. Masulis, Pham and
Zein (2011) observe business groups in 45 countries and
they have observed higher payment of dividends in family
groups. Bortolon (2013) found out higher payment of di-
vidends in pyramidal control structures in Brazil.

The sixth factor is growth. The capital market is
attractive for companies with high demands for in-
vestment, something which is not a characteristic of
cash-generating and mature companies. Thus, authors

Table 1

advocate for the existence of an inversely proportional
ratio between growth and the decision for delisting (Eid
Junior & Horng, 2005; Boot et al., 2008; Michelsen &
Klein, 2011; Khan, Vilanova & Hassairi, 2011).

Size is the seventh factor. The smaller the company,
the smaller the amount of information generated and
disclosed to the market; the lesser attention given to it by
the market; less analysts follow it up and this will tend to
affect the liquidity of its shares and the company’s asses-
sment. Thus, it is expected that the smaller the company,
the greater the probability of delisting (Boot et al., 2008;
Michelsen & Klein, 2011).

The eighth and final factor is indebtedness. Compa-
nies with lower indebtedness are more likely to go priva-
te, due to the potential financing through debt and the
expected value of the tax benefits if the company is pro-
fitable (Michelsen & Klein, 2011).

In order to operationalize the analysis of determining
factors for going private, variables related to each of the
factors were defined (Table 1).

Operational definition of the variables analyzed in the survey

Definition of variables

Variable(s) Description / measurement Expected
sign
Factor 1: Ownership structure
Stake of the biggest shareholder in Average percentage of shares entitled to vote of the biggest shareholder.
shares entitled to vote.
Stake of the biggest shareholder in the  Average percentage of total shares of the biggest shareholder. N
total shares.
Biggest shareholder’s deviation of Ratio between the equity stake in shares entitled to vote and the total shares of the biggest sha-
rights. reholder. Obs.: in each of the three years prior to cancellation and calculating the mean value.
Free float of shares entitled to vote. Average percentage of shares entitled to vote held by “Other” shareholders (having under 5% of
capital).
Free float of total shares. Average percentage of total shares held by “Other” shareholders (having under 5% of capital). -
Factor 2: Liquidity
Liquidity. Average liquidity in the most liquid stock. The observed liquidity is that calculated by Economatica
according to the equation Liguidity = f\‘%xl- , where, for a certain period p is the number of days
over which there was negotiation with the share, P is the total number of days with trading on the -
market, n is the number of transactions with the share, N is the total number of transactions on the
market, v is the volume traded with the share, and V is the total volume traded on the market.
Presence on the stock exchange. Average percentage of days in the year over which the share was traded.
Factor 3: Cash availability
Ebitda Average Ebitda. .

Ebitda / revenue Average ratio Ebitda / revenue.

Factor 4: Payment of dividends

Dividend yield

Average ratio between paid dividend and share value. -

Factor 5: Growth

Revenue growth.
Fixed asset growth.
Market value growth.

Market value / equity.

Average of the two revenue growth percentages.
Average of the two fixed asset growth percentages.
Average of the two market value growth percentages. -

Average of the ratio market value / equity.

Factor 6: Size

Ln of revenue.

Ln of market value.

Average of the logarithm of revenue.

Average of the logarithm of market value. -

Factor 7: Leverage

Liabilities / equity.

Average of the ratio between total liabilities and equity. -

Source: Prepared by the authors.
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All variables were observed in the three years pre-
vious to delisting, both for companies that went pri-
vate and those defined as “comparable” The average
values of the three years previous to listing cancella-
tion were observed, in order to reduce the influence of
momentary variations, thus capturing values that bet-
ter reflect the analysis factor concerned. Control group

3 METHODOLOGICAL ASPECTS

companies also had their averages observed within the
same periods of a similar (comparable) that went pri-
vate. Failure to include the cancellation year when cal-
culating the averages is justified by the fact that many
companies no longer send the Securities Commission
of Brazil (CVM) data on financial statements for the
cancellation year.

Methodologically, this research is characterized as a
quantitative study with a descriptive and analytical natu-
re (Tripodi, Fellin, & Meyer, 1981) by collecting seconda-
ry data from the database of the CVM, BM&FBOVESPA,
and Economatica. We defined as study population the
set of all companies listed on BM&FBOVESPA that vo-
luntarily went private through listing cancellation re-
quest to the CVM, within the 12-year period between
2001 and 2012. As pointed out by Eid Junior and Horng
(2005), not voluntary cancellations mainly occur due to
deterioration of the company’s outcomes. Companies’
noncompliance with the regulating agency for a long pe-
riod is also usual in these cases, making it difficult to
obtain reports for analysis.

3.1 Database

Within the period under investigation, 256 cancella-
tion records were observed. We excluded from the study
27 “cancellations by letter” and 2 cancellations by “eli-
sion through company’s extinction”, because they are in-
voluntary, leaving a set of 227 cancellations to analyze,
thus constituting the survey sample.

In order to operationalize data analysis, we chose the
definition of a control sampling group, named as “com-
parable”, consisting of companies in the same industry
and having the same size of companies that delisted, but

Table 2

they remained listed. We adopted the 20 industries used
in the classification by the database of Economatica. By
means of a list sorted by industry and size of assets, we
sought the canceled company and that remaining active
which was closer to it in the list mentioned. This proce-
dure enabled us to identify a total of 150 “comparable”
companies to make up the control group.

The database of companies that delisted was analyzed
according to two starting points: the legal status of main
shareholder (controller) who determined delisting and
the motivations for going private.

3.2 Legal Status of the Main Shareholder

The legal status of the main controlling shareholder who
determined delisting is a crucial variable in the analysis of
the phenomenon delisting. Companies that canceled regis-
tration may have been incorporated or have public com-
panies as controllers. In such situations, somehow, even
indirectly, its outcomes might be known and addressed by
market analysis. So, we conducted an analysis on the ow-
nership structure of the 227 companies in the cancellation
year, observing the shareholders’ stake disclosed in annu-
al information (ANI) (until 2008) and the reference form
(REF) (from 2009). In 26 companies it was not possible to
identify the ownership structure, leaving 201 companies
for analysis. The results are displayed in Table 2.

Legal status of the main shareholder who determined delisting

Main shareholder

Type of shareholder Quantity Frequency
Controller (closely held corporation) delisted 50 24.9%
Controller (public company) delisted 49 24.4%
Controller (Limited Liability Company — LLC) delisted 29 14.4%
Foreign controller delisted 29 14.4%
Incorporated by public company 22 10.9%
Natural person as controller delisted 9 4.5%
Controller (government) delisted 3 1.5%
Controllers (LLC, and natural persons) 3 1.5%
Controller (investment fund) delisted 2 1.0%
Foreign funds delisted 2 1.0%
Controller (holding company) delisted 1 0.5%
Controller (pension funds and other) delisted 1 0.5%
Controller (joint-capital company) delisted 1 0.5%
Overall total 201 100.0%

Source: Prepared by the authors.
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Based on these results, it is observed that around 44%
of companies may be regarded as delisted companies in
fact, because controllers are closely held corporations
(50), LLC (29), or natural persons (9). However, about
35% will have some visibility to the market, since control-
lers are public companies (49) or they were incorporated
by public companies (22). It is also worth stressing the
percentage of 14.4% of companies controlled by foreig-
ners who decided to delist. These data suggest the need
for investigating possible differences in the determinants
of the decision to go private due to the characteristics of
the main controllers.

3.3 Motivations for Going Private

The investigation on the motivation for going private was
conducted by means of the public documents disclosed by
companies themselves and made available on the website
of the CVM. Table 3 displays a synthesis of the most com-
mon reasons reported by the companies themselves to relate
the status of the main controller with higher frequency. The
count does not total 227 companies, since several reasons
may be listed by the same company. It was possible to survey
the documentation of 221 out of the 227 companies, among
these, 137 listed the reasons. Therefore, Table 3 displays the
frequency of motifs observed in 137 of these companies.

Table 3 Motivations reported by companies to for listing cancellation and controller status
Reason Mentioned Freq. Controlling Shareholder Status
Corporate reorganization 62 Controlling shareholder public company (37)
Controlling shareholder closely held corporation (8)
Cost-cutting 37 Controlling shareholder public company (13)
Controlling shareholder LLC (8)
Instrucao CVM N° 361/358/480/287 31 Controlling shareholder closely held corporations (14)
Foreign controlling shareholder (7)
Greater control 11 Incorporated by public company (4)
Stronger position in the market 9 Controlling shareholder (public company) delisted (5)
Unification of brands 7 Controlling shareholder (public company) delisted (3)
Unattractive shares on the market 5 Controlling shareholder LLC delisted (4)
Privatization 4 Controlling shareholder (government) delisted (3)
Increased equity 3 Controlling shareholder (public company) delisted (2)
No interest in investing in Brazil 1 Controlling shareholder LLC delisted (1)
Lack of updating 1 Controlling shareholder (closely held corporation) delisted (1)
TOTAL 171

Source: Prepared by the authors.

As it can be seen, the main reasons are corporate
reorganization and cost-cutting. In part, such results
may be regarded as interdependent and aligned with
the international literature. As Miller and Frankenthaler
(2003) emphasize, there is a need that the public com-
pany assesses the ratio between the cost and the benefit
of keeping up as publicly traded or choose to go private.

In a way, cost-cutting is related, in various forms, to
the company’s corporate reorganization. As a rule, this
reorganization is, among other factors, linked to the sear-
ch for performance gain arising from the need to imple-
ment a restructuring process of the corporate governance
model, which involves replacement of public monitoring
by the private one and the concentration of ownership
through the acquisition of shares available on the market,
via the capital closing move (Weir et al., 2005).

When trying to observe the intersection of reported
motivations with the nature of the main shareholder, data

doesn’t show predominance of one type of motivation for
a particular type of controller, and the most cited reasons
emerging from the documents published by companies
controlled both by public and private companies.

3.4 Econometric Models
To analyze the determining factors of the decision for
delisting, logit models were used with the following con-
ceptual framework:

Prob(Delisting, 1) = a + PB,OwnershipStructure, +
B,Liquidity, + P Availability of cash, + [ ,Payment of
dividends, + B5Growth, + B6Size, + B7Leverage,

The variable “Delisting” has a binary nature, which
takes the value 1 if the company canceled listing and 0
otherwise. The way how the model’s factors were opera-
ted was described in Table 1.

4 PRESENTATION, DISCUSSION, AND ANALYSIS OF RESULTS

This topic presents the results of statistical analysis
conducted with the secondary data of the two groups

under investigation: (i) from delisted companies; and
(ii) from “comparable” companies, belonging to the con-
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trol group, which remained public. This topic is struc-
tured into two parts: the first presents the descriptive
statistics and average comparison tests and the second
part presents the multivariate analyses (general and seg-
mented by the controlling shareholder’s status).

4.1 Descriptive Statistics and Average Difference
Tests

The economic and financial variables used to measu-
re the determining factors for delisting, highlighted in
Table 1, were obtained from the database of Economa-
tica. Out of the 227 companies, it was possible to obtain
data on at most 165 companies. For some variables, this
number dropped to less than half. This fact is justified
by the availability of data in Economatica, constituting a
limitation of this survey. Regarding the control group, it
was possible to identify 150 similar companies, however,
publicly traded (“comparable”), to perform a compara-
tive analysis with the 165 delisted companies. Also for
this control group, data concerning some variables were
not available. The presentation of results has been sub-
divided into two parts: (i) one concerning the analysis
of the determining factors in general, whose descripti-
ve statistics and the results of average comparison tests
are displayed in Table 4; and (ii) another with the same
nature, however, segmented by two types of controllers,
namely, public and private companies, whose results are
displayed in Table 5.

Among the results displayed in Table 4 it is worth hi-
ghlighting that, regarding the factor ownership structu-
re, the variables control concentration (74.79%) and ow-
nership concentration (54.59%) observed in the group
of companies that went private were higher when com-
pared to companies that remained with listed (60.27%
and 44.61%) and they were statistically significant at 1%.
Free float is also significantly lower, both in the total
shares and in the shares entitled to vote. In addition, free
float data suggest that the liquidity of shares of delisted
companies is lower than that of those remaining publi-
cly traded, however, no statistical significance was found
for the differences observed in liquidity proxies. These
results corroborate the empirical evidence found by Eid
Junior and Horng (2005).

Despite the criticism against using Ebitda as a proxy
for operating cash flow (Margal, 2006; Salotti & Yama-
moto, 2005), the mandatory cash flow statement only

from 2008 on and the absence of this information in part
of the period under analysis motivated its adoption as
a measure of cash availability. The difference is statisti-
cally significant for the ratio Ebitda / revenue, something
which suggests greater discretion on the part of the main
shareholders and this is in line with the papers by Jensen
(1986) and Weir et al. (2005). This rationale, however, is
not repeated in the analysis of dividend yield. The ave-
rage value of this variable is lower in the group that went
private, but the difference is not statistically significant.
It was also not possible to observe differences in the in-
debtedness levels of the two groups.

Low growth as motivation for delisting has not been
confirmed by any of the 4 proxies employed in the re-
search, although 3 of them have lower averages for the
delisted group, the differences are not statistically signi-
ficant. These results go against those reported by Eid Ju-
nior and Horng (2005), although it is worth pointing out
that the authors do not work with similar companies and
they adopt various time frames for listed and delisted
companies. The differences in size between companies
are strongly significant, and those that delisted are lar-
ger than those that remain listed. This finding may both
signal that those delisted are more mature or have lower
growth opportunities.

As a robustness test, differences were observed in
the averages of the 2 previous years and the year before.
No significant differences were observed in the findin-
gs from the average of the 3 years preceding the listing
cancellation. The table reports only the statistics of the
t-tests performed, due to space constraints.

In turn, regarding Table 5, it is observed that the cha-
racteristics of ownership and control concentration are
quite homogeneous between the two types of controllers,
however, the proxies of liquidity that in Table 4 showed no
significant differences show, here, a clearly lower liquidity
for those having as controller at the listing cancellation
time a privately held company. The results are the same
for the averages of the 2 previous years and the year be-
fore. Cash availability in companies that, at the delisting
time, had public companies as controllers were larger
than those with a privately held controller. This finding
seems to signal that delisting may be important to provide
more discretion to use this cash within the controlling bu-
siness groups (Jensen, 1986). Again, the conclusions are
repeated with regard to averages at various times.
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Table 4 Descriptive statistics and t-tests of average differences for independent samples
Ownership structure Liquidity Cash availability
Biggest Biggest Deviation  Free float  Free float Liquidity Presence Ebitda Ebitda /
shareholder  shareholder  of rights % Total % Vote on stock revenue®
% Total % Vote exchange
Panel A: Control group
Quant. 102 103 101 99 99 150 150 85 75
Mean 44.61 60.27 1.46 30.35 15.38 0.07 36.80 223,431 -0.16
Median 39.72 57.31 1.15 27.28 9.64 0.00 14.95 13,870 0.13
Stand. dev. 24.21 26.60 0.65 19.06 15.59 0.31 41.26 2,189,756 1.93
Minimum 4.82 8.83 0.72 0.00 0.00 0.00 0.00 -15,600,000 -15.06
Maximum 99.50 99.99 3.00 72.00 70.44 2.77 100.00 7,235,327 1.11
Panel B: Delisting
Quant. 110 111 108 99 98 165 165 102 93
Mean 54.90 74.79 1.46 20.50 9.11 0.06 44.25 405,224 0.21
Median 55.00 79.20 1.08 14.72 5.85 0.00 33.14 95,274 0.16
Stand. dev. 29.31 22.36 1.26 19.10 10.57 0.21 39.11 809,983 0.33
Minimum 0 24.62 0.60 0 0 0 0 -114,246 -0.50
Maximum 100 100 13.17 72.19 52.39 1.78 100 5,191,311 2.69
Panel C: Total sample
Quant. 212 214 209 198 197 315 315 187 168
Mean 49.95 67.80 1.46 25.42 12.26 0.07 40.70 322,591 0.04
Median 45.94 68.94 1.11 21.88 8.36 0.00 26.32 45,217 0.14
Stand. dev. 27.40 25.50 1.01 19.66 13.66 0.26 40.26 1,590,594 1.32
Minimum 0 8.83 0.60 0 0 0 0 -15,600,000 -15.06
Maximum 100 100 13.17 72.19 70.44 2.77 100 7,235,327 2.69
t-stat. -2.775%% 4.334%%x 0.000 3.634%% 3.208%** 0.441 -1.644 -0.776 -2.088%*
2-year tstat. -5.406% -5.018%+* -0.229 4.623%%+ 4.625%*+ 0.049 -1.472 -0.676 -0.941
I-year tstat. 6.358"%  5.653** -0.596 5.013*%  4.310%* -0.179 1172 0576 -3.097
Payment of dividends Growth Size Leverage
Dividend Revenue Fixed asset  Market value  Market value  Logarithm of  Logarithm of  Total liabili-
yield growth growth growth / Equity revenue market value  ties / equity
Panel A: Control group
Quant. 67 90 99 77 77 89 77 110
Mean 4.49 0.19 0.35 0.67 1.81 12.25 12.30 568.24
Median 1.19 0.09 0.02 0.27 0.75 12.52 12.11 124.15
Stand. dev. 8.15 0.70 1.43 2.04 4.74 2.34 2.37 2,236.44
Minimum 0.00 -0.64 -0.43 -0.54 -4.50 5.55 6.53 -3,365.47
Maximum 43.43 6.32 10.28 16.88 31.68 17.37 17.85 15,287.25
Panel B: Delisting
Quant. 98 108 121 100 80 105 100 126
Mean 3.36 0.15 0.15 0.46 1.84 13.22 13.27 536.13
Median 2.45 0.10 0.02 0.27 1.13 13.54 13.31 118.37
Stand. dev. 3.93 0.33 0.88 0.63 2.53 1.87 2.14 2,255.15
Minimum 0.00 -0.61 -0.65 -0.44 -1.14 7.78 6.52 -2,584.36
Maximum 22.20 1.45 8.68 2.43 16.77 16.88 17.49 21,835.57
Panel C: Total sample
Quant. 165 198 220 177 157 194 177 236
Mean 3.82 0.17 0.24 0.55 1.83 12.78 12.85 551.10
Median 2.00 0.10 0.02 0.27 0.99 12.88 12.87 121.66
Stand. dev. 6.02 0.53 1.16 1.42 3.77 2.15 2.29 2,241.73
Minimum 0.00 -0.64 -0.65 -0.54 -4.50 5.55 6.52 -3,365.47
Maximum 43.43 6.32 10.28 16.88 31.68 17.37 17.85 21,835.57
tstat. 1.1808 0.554 1.316 0.953 -0.045 3.208%** 2.835%k* 0.110
2-year t-stat. 1.521 0.266 1.447 0.907 -0.958 -2.959%#+ 2,92 7% 0.025
T-year t-stat. 1.133 Not available because limited to one year -0.577 -2.907%** -2.080** -1.174

™ Variable Winsorized at 2.5% in each end of the distribution to mitigate the problem of outliers.

Note: All variables are averages of the three years preceding listing cancellation, including the control group companies. Asterisks indicate statistical significance at 1%
(***), 5% (**), and 10% (*).
Source: Prepared by the authors.
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Table 5 Descriptive statistics and t-tests of average differences for independent samples per controller
Ownership structure Liquidity Cash availability
Biggest Biggest Deviation  Freefloat  Freefloat  Liquidity Presence Ebitda Ebitda /
shareholder shareholder  of rights % Total % Vote on stock revenue®
% Total % Vote exchange
Panel A: Controller public company
Quant. 28 28 27 24 24 45 45 31 30
Mean 58.33 74.20 1.34 23.19 12.66 0.16 61.85 711,154 0.25
Median 68.31 77.06 1.01 20.80 8.76 0.01 66.67 343,367 0.23
Stand. dev. 29.97 23.59 0.53 20.81 13.27 0.37 37.85 957,685 0.19
Minimum 0 28.01 0.95 0 0 0 0 -114,246 -0.22
Maximum 99.93 100 2.54 71.11 36.89 1.78 100 3,754,667 0.74
Panel B: Controller private company
Quant. 43 43 42 38 37 65 65 40 35
Mean 49.59 75.98 1.39 20.53 7.18 0.01 28.04 120,297 0.18
Median 45.61 79.20 1.10 14.30 3.59 0.00 12.28 32,786 0.10
Stand. dev. 30.70 22.79 0.58 20.00 9.94 0.02 32.97 186,531 0.49
Minimum 0 24.62 0.95 0 0 0 0 -26,618 -0.50
Maximum 100 100 3.00 72.19 52.39 0.17 100.00 697,470 2.69

Panel C: Total sample

Quant. 71 71 69 62 61 110 110 71 65
Mean 53.03 75.28 1.37 21.56 9.33 0.07 41.87 378,277 0.21
Median 47.32 79.20 1.04 14.78 4.01 0.00 29.11 93,442 0.13
Stand. dev. 30.50 22.96 0.56 20.19 11.58 0.25 38.67 706,793 0.38
Minimum 0 24.62 0.95 0 0 0 0 -114,246 -0.50
Maximum 100 100 3.00 72.19 52.39 1.78 100 3,754,667 2.69
t-stat. 1.183 -0.318 -0.316 0.502 1.841* 3.294%* 4.975%** 3.81 7% 2.275%*
2-year t-stat. 0.945 0.243 -0.536 -0.071 0.621 3.333% 4.776%** 3.695%** 1.881*
1-year t-stat. 1.286 0.644 -0.772 -0.184 0.580 3.394% 4.7671%** 3.487%%* 2.484**
Payment of dividends Growth Size Leverage
Dividend  Revenue  Fixed asset Market value Market value  Logarithm of  Logarithm of Total liabilities /
yield growth growth growth / Equity revenue market value equity
Panel A: Controller public company
Quant. 31 31 34 31 27 31 31 36
Mean 3.20 0.15 0.04 0.33 2.88 14.26 14.25 501.89
Median 2.73 0.10 0.03 0.18 1.90 14.34 14.36 103.70
Stand. dev. 2.92 0.31 0.31 0.53 3.54 1.32 1.55 1,615.66
Minimum 0 -0.37 -0.48 -0.31 0.18 12.12 10.16 -1,035.17
Maximum 11.52 1.45 1.32 2.16 16.77 16.88 16.68 9,503.87
Panel B: Controller private company
Quant. 29 44 48 31 25 41 31 50
Mean 2.52 0.05 0.06 0.56 0.89 12.42 12.22 276.53
Median 2.49 0.07 -0.03 0.34 0.93 12.59 12.82 136.98
Stand. dev. 2.57 0.30 0.48 0.80 0.82 1.94 2.27 1,219.34
Minimum 0 -0.61 -0.65 -0.44 -1.14 7.78 6.52 -2,584.36
Maximum 10.59 0.87 2.62 2.43 3.01 15.18 15.71 7,862.01
Panel C: Total sample
Quant. 60 75 82 62 52 72 62 86
Mean 2.88 0.09 0.05 0.44 1.92 13.21 13.23 370.87
Median 2.57 0.09 0.01 0.19 1.31 13.56 13.45 118.37
Stand. dev. 2.75 0.31 0.42 0.68 2.78 1.92 2.18 1,394.43
Minimum 0 -0.61 -0.65 -0.44 -1.14 7.78 6.52 -2,584.36
Maximum 11.52 1.45 2.62 2.43 16.77 16.88 16.68 9,503.87
t-stat. 0.957 1.338 -0.263 -1.349 2.746%** 4.538%** 4.110%** 0.737
2-year t-stat. 1.034 1.346 -0.240 -0.218 2.565%* 3.861%** 4.306%* 0.929
T-year t-stat. 0.174 Not available because limited to one year 1.244 3.729%* 4,583 %** 1.366

" Variable Winsorized at 2.5% in each end of the distribution to mitigate the problem of outliers.
Note: All variables are averages of the three years preceding listing cancellation. Asterisks indicate statistical significance at 1% (***), 5% (**), and 10% (*).
Source: Prepared by the authors.
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Growth opportunities seem to be greater for the group
whose controller was listed when observing the ratio ma-
rket value/equity. As the number of observations is small
regarding this variable, non-parametric methods were used
(Wilcoxon and Kruskal-Wallis tests) and they showed results
consistent with the previous ones. The results remain for the
averages of the two previous years and the year before.

The group of companies whose controller was listed
is also larger than the group with privately held control-
ler. Such finding is repeated for the averages of the two
previous years and the year before.

4.2 Multivariate Analyses

The multivariate analysis, displayed in Table 6, highli-
ghted findings consistent with those observed in the ave-
rage difference tests. The variable with the most consis-
tent and statistically significant results is the ratio Ebitda/
revenue, indicating that companies with good capacity to
generate operating cash flow are more likely to go private.
This finding is consistent with the arguments by Jensen
(1986) on the search for greater discretion in the use of
resources generated in the business.

Liquidity is negatively related to the chances of going
private, as expected. With lower liquidity, the stock ma-
rket loses its function as element signalizing the business
value, something which also increases the asymmetry of
information and makes it difficult to raise new funding
(Weir et al., 2005; Michelsen & Klein, 2011).

The ownership structure is also a determining factor
in the decision to go private, as pointed out by Lawrence
(1986) and Michelsen and Klein (2011); this is identified
by Eid Junior and Horng (2005) in Brazil, too. The grea-
ter the biggest shareholder’s stake (voting capital or total
capital), the greater the company’s chances to go private.
Free float has coeflicients according to the expected sig-
nal indicating that the higher the free float, the lower the
chance of delisting. However, although with significant
differences in the univariate analysis, here, the results are
not statistically significant. Eid Junior and Horng (2005)
find a significant and negative relation, however, they do
not use stakes as explanatory variables, something which
may explain the difference in results.

Size, measured by the logarithm of revenue, has an
opposite sign than expected and it indicates that the lar-
ger the company size, the greater the chance of going
private. The results are divergent with regard to the ar-
guments by Boot et al. (2008) and Michelsen and Klein
(2011). According to the authors, smaller companies
draw less attention from the market and analysts, some-
thing which might decrease liquidity and increase the
chance of going private. The logarithm of revenue in this
analysis, however, may reflect the greater business matu-
rity and a reduced need for investments, something whi-
ch might decrease the attractiveness of the capital ma-
rket as a source of funding, thus explaining the positive
relation to the chance of going private. Another possible
explanation is related to the fact that larger companies
have greater managerial complexity and they are more
likely to agency conflicts due to the greater difficulty of
monitoring the agent by the principal shareholder (Jen-
sen & Meckling, 1976).

As a robustness test, the models were estimated consi-
dering the averages of variables in the two years previous
and the year before. The results are not essentially diffe-
rent, keeping the same signs. However, the statistical sig-
nificance is stronger for the results of stake concentration
and less strong for Ebitda/revenue and liquidity. The va-
riables related to free float have a statistical significance at
5% in models with averages variables in the two previous
years and 1% for the year before. The results are not sho-
wn due to space constraints.

The higher significance of variables related to owner-
ship structure (percentage of the biggest shareholder and
free float) in the analyses of the two previous years and
the year before is coherent with the evolution observed
between the third year and the year before listing can-
cellation. Average difference tests for these variables by
comparing the values three years before to that one year
before listing cancellation show statistically significant di-
fferences. Equity stakes, both in terms of votes and the
total amount, become more concentrated and free float
decreases, something which seems to signal a preparation
move for listing cancellation. The results are available for
reading with the authors.

Table 6 Logit models
(1 (2) 3) 4) (5)

Variables model 1 model 2 model 3 model 4 model 5
Biggest shareholder 0.0205* 0.0193*
% vote (0.0104) (0.0108)
Biggest shareholder 0.0242**
% total (0.0122)
Free float -0.0323
% vote (0.0205)
Free float -0.0227
% total (0.0162)
Liquidity -1.959** -2.070** -2.313** -1.632%*

(0.994) (0.959) (0.947) (0.830)

(cont.)
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(cont.)
Presence on -0.0242**
stock exchange (0.0117)
Ebitda / revenue 7.842%** 6.825*** 9.424%** 9.865*** 8.143***
(2.781) (2.486) (3.160) (3.176) (2.847)
Dividend yield -0.0651 -0.102* -0.0609 -0.0454 -0.0615
(0.0467) (0.0592) (0.0435) (0.0447) (0.0437)
Market value / -0.131 -0.195 -0.226 -0.177 -0.203
equity (0.140) (0.123) (0.148) (0.146) (0.133)
Logarithm of 0.505** 0.595%** 0.569** 0.599*** 0.424**
revenue (0.202) (0.220) (0.223) (0.231) (0.209)
Total liabilities / 0.000491 0.000330 0.000819 0.000667 0.000747
equity (0.000807) (0.000820) (0.000870) (0.000994) (0.000765)
Constant -8.514%** -7.777*** -9.269*** -8.343%** -5.528*
(2.970) (2.808) (3.126) (3.169) (2.927)
Observations 87 87 85 80 82
chi2 31.27 30.59 35.38 30.31 26.00
p 5.53e-05 7.41e-05 9.50e-06 8.33e-05 0.000504
r2_p 0.261 0.256 0.303 0.274 0.230

Note: Standard deviations in parentheses.

Note: Models with binary dependent variable that takes value 1 if the company delisted and 0 otherwise. Asterisks indicate statistical significance at 1% (***), 5% (*¥),
and 10% (*).

Source: Prepared by the authors.

Table 7 explores possible differences in determinants,  ristics (public or privately held controller). The choice
taking into account the different types of controller. We  of model 1 is justified by the possibility of assessing the
adopted the model 1 from Table 7 as base specification  biggest shareholder’s stake in the voting capital, the most
and the dependent variable was moved, considering for  relevant variable in the analysis of differences by type of
calculation only companies with the specified characte-  controller.

Table 7 Logit models segmented by type of controller

(1) (2) 3)
Variables Delisted Privately held controller Public controller
X X X
listed listed listed
Biggest shareholder 0.0205* 0.00715 0.0339*
% vote (0.0104) (0.0153) (0.0197)
Liquidity -1.959** -14.59** -2.465
(0.994) (7.088) (1.504)
Ebitda / revenue 7.842%%* 3.622 12.071%**
(2.781) (4.418) (4.329)
Dividend yield -0.0651 -0.171 -0.170
(0.0467) (0.106) (0.120)
Market value / -0.131 -0.684 -0.0650
equity (0.140) (0.566) (0.172)
Logarithm of 0.505** 1.058** 0.961***
revenue (0.202) (0.459) (0.356)
Total liabilities / 0.000491 0.000124 0.000800
equity (0.000807) (0.00209) (0.00132)
Constant -8.514%** -13.97** -17.89%**
(2.970) (5.951) (6.014)
Observations 87 53 56
chi2 31.27 17.73 31.36
p 5.53e-05 0.0132 5.33e-05
r2_p 0.261 0.300 0.456

Note: Standard deviations in parentheses.

Note: Models with binary dependent variable that takes value 1 if the company delisted in model 1, if it delisted having a privately held company as controller in
model 2, if delisted having public company as controller in model 3; and 0 otherwise. Asterisks indicate statistical significance at 1% (***), 5% (**), and 10% (*).
Source: Prepared by the authors.
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The results show that the determinants are different
depending on whether there is a public or privately held
controller at the time of listing cancellation. Liquidity, in
negative relation to the chance of delisting, as expected
(Weir et al., 2005; Michesen & Klein, 2010), consistently
significant in the previous analysis, is significant only
in the model with companies having a privately held
controller. The coefficient is also more relevant (-14.59),
showing greater impact on the chance of undergoing lis-
ting cancellation when the controller is privately held.

Different from what was observed with liquidity, the
proxy for cash availability, the variable Ebitda/revenue sho-
ws up as statistically significant only in the model with com-

5 CONCLUSIONS

panies having a privately held controller. Greater discretion
for operating cash generation seems to be more relevant to
companies controlled by other ones publicly traded, possi-
bly because there are more synergistic opportunities with
other businesses of this privately held controller.

Concentration of voting power, marginally signi-
ficant in the base model with all companies that went
private, loses significance in the model with companies
whose controllers were privately held. For the other va-
riables there are not differences between the types of
controller. Size, approximate by the logarithm of reve-
nue, has a positive relation to the chance of delisting in
all three models.

The results indicate that delisting of companies tra-
ded on BM&FBOVESPA is determined by the following
factors: (i) greater concentration of ownership and con-
trol; (ii) lower free float; (iii) lower liquidity of shares;
(iv) greater availability of cash; and (v) larger size.

The characteristic of the main shareholder also de-
termines differences in these factors. Cash availability
is the most important factor in the decision for delisting
when the main shareholders are public companies and
liquidity is the most relevant factor for companies whose
main shareholders are privately held.

In part, the results are converging with the characte-
ristics of the Brazilian capital market and the companies
operating in it. According to Leal, Silva, and Valadares
(2002), the Brazilian companies traded on stock exchan-
ges are characterized by: (i) high concentration of voting
power; (ii) various big shareholders’ stake in the voting
capital and total capital; and (iii) controlling sharehol-
ders with stakes beyond the needed to keep control.

Thus, it may be inferred that the decision for delis-
ting companies traded on BM&FBOVESPA seems to
have in ownership and control concentration its central
axis and the other factors show up as supplementary. In

other words, the decision for delisting has its origin in
the company’s control maintenance (highest percentage
of shares entitled to vote and not entitled to vote) and,
through this factor, the others are gradually deployed
until completion of the delisting process.

We hope that the results presented herein provide a
guide for further studies and surveys on the theme in the
academy and in the capital market and serve as warning
signs for investors, in order to assess the likelihood that
public companies have to delist or not and assess the po-
sitive and negative risks of investing in companies with
these characteristics.

The study showed limitations, the main of them is
lack of available data on companies that went through
the delisting process. This is an intrinsic characteristic
of this type of company due to the fact it is more prone
to not sharing information with the market after delis-
ting. In addition to these aspects, we emphasize that the
study is focused on the analysis of factors inherent to the
company and environmental factors were not captured,
such as the financial crisis of 2008, which is believed to
have influenced on the listing cancellation moves (posi-
tively or negatively).
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