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Abstract
Publicly traded companies sometimes issue different classes of shares. The main benefit of dual class voting
structures for shareholders and a company’s management is to focus on long-term goals and a company’s strategic
direction while maintaining the freedom, rather than contending with the threat of a hostile takeover. The key
difference between voting shares and non-voting shares in dual class structure is the voting right. If control is
valuable, the voting shares would trade at a higher price than the non-voting shares. When perusing historical data
for past few years in companies that trade both voting and non-voting shares in the Colombo Stock Exchange(CSE),
it was observed that the voting premium varies from company to company and within the company itself over the
time. The objective of this paper is to quantify the voting premium for CSE shares in order to create symmetric
information that would be helpful for investors to know whether the shares are underpriced or overpriced relative to
its aggregate performance. After conducting a systematic review of literature, factors affecting voting premium that
is described using different models, frames and processes were identified and expert opinion sought to aid
verification. Through an initial analysis of historical data using a multiple regression model, a mathematical formula
to quantify the voting premium is introduced. The regression show that the N/X ratio, foreign holdings ratio, public
float and exchange rate influence the value of voting premium negatively whereas inflation has a positive influence.
The formula was verified and the actual voting premiums are between lower and upper bounds of predicted voting
premiums.
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1. Introduction
Ownership and control are two different functions of large corporations. Most of the shareholder typically hold
relatively small number of shares which leads lack of significant voting power. Further majority of them do not
participate in the corporation's general meetings while resulting a limitation in shareholders' interest in the
management of the firm. Thus the investment and financial decisions of the firm are made by a small group (the
management) which effectively controls the firm. The possible conflict of interest between these two groups, and
other various aspects of the separation of control and ownership are the subject of several studies. [Levy, 1982]
The stock price of a publicly traded company is an indicator of overall strength and the health of the company
and it reflects investor’s perception of the companies’ ability to earn and grow its profit in the future while having
the optimism about the companies’ prospects. When there are different types of shares, a rational investor may select
the best investment portfolio analyzing the cost and benefits. So the price differences in different types of shares
play a major role in the capital market and a proper method to quantify the price differences is a researchable area
which many researches have been conducted in different countries. To examine that the total value of a firm may be
reduced by having multiple classes of equity and to obtain results from additional countries regarding the voting
premium and compare them with the published researches are some of the gaps identified when reviewing the
published literature.
Further, since the lack of voting right is the only difference in non-voting shares compared to voting shares, the
variation of voting premium in an unpredictable manner due to different factors in Sri Lankan stock market is the
main focus in this research.
In order for high-vote shares (i.e. stock that receives multiple votes per share and/or the ability to elect the majority
of the board of directors) to trade at a higher price than low-vote shares (i.e. stock typically receives one vote per
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share and/or the ability to elect a minority of the board of directors), finance theory indicates that the high-vote
shares must carry the expectation of benefits that low-vote shares do not. Thus, evidence that common stock with
superior voting rights trades at a higher price than otherwise identical stock, implies at least the possibility of
differential cash or non-cash payoffs to the two classes. The source of these potential differential payoffs remains an
unsettled issue [Cox and Roden, 1999].
In the capital market, asymmetric information occurs when either the buyer or seller has more information on the
past, present or future performance of the shares than other stakeholders. If one party has more information he/ she
may know whether the share is underpriced or overpriced relative to its aggregate performance. Asymmetric
information provides either the buyer or seller a better (arbitrage) opportunity to make a profit. Capital market
should ideally have a level playing field, for each and every person and the information should be transparent,
accurately estimated and be disseminated efficiently and be absorbed quickly by all stakeholders. Further, the speed
of information flow add value to the stock market activities.
If a voting ownership in a company is unilateral where the voting shares of 51% or above is owned by a one
person, a rational investor may consider the ideal investment according to his/her preference. In this situation it is
worthwhile to own a non-voting share paying less, rather than owning a voting share which is more costly. But if the
investor is concerned about other benefits, such as prestige created by owning a voting stock, the voting premium
would be considered when making decisions.
Although many studies have been done to identify the factors affecting the price gap between voting shares and
non-voting shares, there are only few significant studies focusing on the applicability in developing markets. In the
Sri Lankan context, only a few preliminary studies have been done, with limited attempt to consider all possible
influencing factors affect for the voting premium. Since share prices are highly demand volatile, many aspects
should be considered when estimating the voting premium.
When publicly held companies issue different classes of common stock with different voting right a question may
appear how much an investor is willing to pay for the voting right. When overviewing the historical data for past
few years in companies that trade both voting and non-voting shares in CSE, identifying the value of voting right
was very complex since the voting premium varies from company to company and within the company, varies over
time. In Sri Lanka total of only 17 companies have issued both voting and non-voting shares out of 298 companies
in CSE. While the population is limited, this is a typical scenario in a developing stock market and therefore,
warrants assessing the factors affecting the voting premium of voting over nonvoting stocks.

Figure 1. Voting Premium

2. Methodology
A comprehensive literature review was conducted with the aim of finding factors affecting voting premium and
revealing the research gap in the selected area. This review based on the articles which has been published on the
fields of share classification and capital structure, factors affecting voting premium and share pricing methods. In
order to finalize the factors affecting the voting premium in CSE interviews (face to face, phone) were conducted.
During the formal discussions expert opinions has been sought to validate the findings.
Through the effective categorization and integrative analysis of above findings this paper introduces an
innovative conceptual model to present the driving factors of voting premium.
Multiple regression was selected to analyze the data and determine the overall fit of the model and the relative
contribution of each of the predictors to the total variance and a mathematical equation is introduced.
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3. Literature Review
The review focused on assessing the reasons which affect the price gap of different types of shares mainly the
price gap between voting and non-voting shares in order to identify a formula or framework according to the results
obtained from their countries. For efficient capital markets, information dissemination and absorption is crucial for
investors in order to make timely decisions.
An investigation was done for 41 pairs of voting and nonvoting shares of 29 Swiss corporations where the
shareholder protection is relatively poor which leads to high private benefits for the controlling shareholder of the
company and high value for voting right. Liquidity, transferability, ownership structure, and voting rights are the
factors they have identified which affect the relative prices and in their sample, the pure stock voting right carries a
premium of 18%. The more the distribution of voting rights deviates from the one-share, one-vote principle, the
higher the value of the voting right. This can lead capital markets to expect significant value added through changes
in the control of these firms. They have found that fewer restrictions on transferability and higher liquidity lead to a
higher relative price. Another significant factor they have identified is the pattern of share ownership: Further,
companies in which the majority of votes are held by a single entity have lower voting rights premium, because
remaining shares have less voting power [Angel et al., 1996].
A study was conducted to analyze the value of the voting rights of shares of publicly owned firms in Switzerland
and to investigate the relation between the voting-rights-premium and the inequality in voting power. The have
concluded that voting rights have a positive value, that the voting right premium depends on the degree of inequality
in voting power between the shares and that majority shareholders hold the high-voting-rights stock.
The results confirms the role of the value of voting power and corporate control in determining the relative prices
of the various classes of stock a firm has outstanding. Consequently, the results have implications for the equity
capital structure of the firm. The allocation of voting power is one of the factors determining the relative prices of
the various classes of equity and therefore also influences the structure of equity capital, which is optimal to finance
and control the firm. The results also confirm the importance of a market for corporate control [Horner, 1988].
An interview was conducted to find at what extent variations in firms’ fundamentals, changes in investor
preferences toward non-voting shares and to explain the relative price of voting and nonvoting shares (i.e., the
voting premium) using a unique hand-collected dataset in UK. They have shown that negative news coverage of
dual class firms is associated to an increase in the voting premium even if no new material information has been
revealed. Furthermore, a higher voting premium and negative news for dual class firms are followed by lower
returns for voting shares than for non-voting shares suggesting a reversion to fundamentals [Giannetti, 2012].
Another study was conducted on the Israeli Stock Exchange and out of the 104 firms listed in early 1981, 25
firms had two classes of common stock identical in all respects except for voting power. Voting right premium of
the two classes of stock was measured and the main results of this paper were that a significant positive relationship
was found between the voting inequality index and the voting rights premium, a lower and upper bound on the price
difference was established for stocks that are identical in all respects except for voting rights, and the efficiency of
the stock market was analyzed using the price difference range.
In firms with more than one class of stock, the various classes generally differ not only in voting power but also
in other economic rights, e.g., dividend rights, liquidation preferences, etc. Thus, it is very difficult to evaluate the
economic value of voting rights with the particular market data [Levy, 1982].
A paper examines the relative pricing of the high and low-vote shares of 98 firms with two classes of common
stock trading in the U.S. during the period from 1984 to 1999 by using ratios of the market prices of high to lowvote stock measuring the value of the vote. They have investigated the relationship between the observed premiums
on high-vote shares and firm specific variables is to determine the source of the value of corporate control [Cox and
Roden, 1999].
A study was conducted to show that the relative price of twin stocks is highly correlated with the relative stockmarket indexes of the countries where the twins' stocks are traded most actively. They have examined several
explanations of this phenomenon including the discretionary use of dividend income by parent companies,
differences in parent expenditures, voting rights, currency fluctuations, ex-dividend date timing issues, and taxinduced investor heterogeneity. Only the last hypothesis was explained some, but not all, using the empirical facts.
Location of trade therefore appears to matter for pricing [Froot and Dabora, 1999].
A study has conducted using Swedish stock market data shows how the value of the voting right depends on the
initial ownership distribution, the share structure, and the ability of the incumbent manager versus a rival for control.
The study has analyzed the price difference between shares that differ only in their voting rights. The analysis has
been focused on the link between the voting premium and the ownership structure. They have found that the voting
premium is larger in firms where the two largest block holders are of equal size than in firms where the largest block
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holder is much larger than the second largest. Similarly voting premium reach high levels during periods of frequent
takeover activity as occurred [Rydqvist, 1996].
A research was conducted with the purpose of measuring the value of corporate voting rights, specifically of the
control block of votes, using a sample of 661 dual-class firms in 18 countries, in 1997. A consistent measure across
countries is proposed. The measure is adjusted for takeover probability, block-holding costs, and dividend and
liquidity differences between the share classes. They have found that the value of control block votes varies widely
across countries. It is close to half of firm market value in South Korea, and close to zero in Finland. The value of
control-block votes is interpreted as a lower bound for actual private benefits of the controlling shareholder. The
legal environment, law enforcement, investor protection, takeover regulations, and power-concentrating corporate
charter provisions explain 68% of the cross-country variation in the value of control-block votes [Nenova, 2003].
A case study was conducted of the valuation of voting rights in France and Italy. New regulations, France’s
“Florange Law” as well as Italian Legislative Decree 91/2014, have created additional voting rights attached to the
existing shares of long-term shareholders. To tests whether stock price evolution is consistent with the valuation of
voting rights as per existing research this case study was conducted. The have found that stock prices of the float do
not factor in the dilution created by loyalty voting rights. The chapter argues that the dilutive effect of the new
regulations has a negative impact on stock valuation, but that this is more than offset by taking into account real
options. These results address the concern that the new policies would depress stock valuation in France and Italy
[Michael, 2018].
A study has been undertaken to identify the factors influencing stock prices in different stock markets. They have
examined the effects of book value, earning per share, dividend per share, dividend yield, dividend cover and price
earnings ratio on the share price of firms using 100 companies of National Stock Exchange (NSE). A sample of 95
companies is selected for the period 2007-12 and using linear regression model the results indicate that firms’ book
value, earning per share and price-earnings ratio are having a significant positive association with firm’s stock price
while dividend yield is having a significant inverse association with the market price of the firm’s stock [Tandon,
2013].
All the factors that have identified from the systematic review of literature is modeled in Figure 2.

Figure 2. Model Summary

4. Analysis
In order to quantify the voting premium multiple regression model is used. So as to fit a multiple regression
model, six assumptions should be met. They are a); independence of errors (residuals), b); a linear relationship
between the predictor variables (and composite) and the dependent variable, c); homoscedasticity of residuals (equal
error variances), d); no multi-collinearity, e); no significant outliers, high leverage points or highly influential points
and f); errors (residuals) should be approximately normally distributed.
All companies that issue both voting shares and non-voting shares in CSE were selected and assessed and how
they are checked is described using the output of SPSS tool. After running the multiple regression procedure, five
variables were created in the variable view and the data view as follows.
1) the values for the unstandardized predicted values (PRE_1),
2) Studentized residuals (SRE_1),
3) Studentized deleted residuals (SDR_1),
4) Cook's Distance values (COO_1) and
5) Leverage values (LEV_1).
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These five variables are repeatedly referred for the 6 assumptions that were made.
In this process following are the assumption testing results.
(1) There should be independence of errors (residuals);
Table 1. Model Summary

The Durbin-Watson statistic for this analysis is 0.666. The Durbin-Watson statistic can range from 0 to 4, but a
value of approximately 2 is needed to indicate that there is no correlation between residuals. Since this value is in
inconclusive range, it was considered that there is no evidence of autocorrelation and moved on to the next section:
Testing for linearity.
(2) There should be a linear relationship between the predictor variables (and composite) and the dependent
variable;
a) Establishing if a linear relationship exists between the dependent and independent variables "collectively"
using a scatterplot

Figure 3. SRE_1 vs. PRE_1
As the residuals form a horizontal band, as shown in the scatterplot above, the relationship between the dependent
variable and independent variables is likely to be linear.
b) Establishing if a linear relationship exists between the dependent variable and "each" of your independent
variables using "partial regression plots"
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Figure 4. Foreign Holdings

Figure 5. Inflation

Figure 6. Public Float
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Figure 7. Exchange Rate

Figure 8. Profitability
The above partial regression plots are shown a linear relationship.
(3) There should be homoscedasticity of residuals (equal error variances);
The points of the plot in Figure 3 exhibit no pattern and are approximately constantly spread. Therefore it is
reported that there was homoscedasticity, as assessed by visual inspection of the plot of studentized residuals versus
unstandardized predicted values.
(4) There should be no multi-collinearity;
a) Inspection of correlation coefficients
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Table 2. Correlations

None of the independent variables have correlations greater than 0.7. It is shown in the Correlations table that
there are no correlations larger than 0.7.
b) Inspection of Tolerance/VIF values,
All the Tolerance values are greater than 0.1 (the lowest is 0.829), so it is fairly confident that there isn’t any
problem with collinearity in this particular data set.
Table 3. Coefficients

(5) There should be no significant outliers, high leverage points or highly influential points;
(a) Detect outliers using casewise diagnostics and studentized deleted residuals (SDR_1),
Table 4. Casewise Diagnostics

A value of greater than ±3 is a common cut-off criteria used to define whether a particular residual might be
representative of an outlier or not. In this table the all the cases have standardized residuals less than ±3.
(b) Check for leverage points (LEV_1) using SPSS Statistics
All the LEV_1 values are less than 0.2 that is safe, except 0.99028, 0.91390 and 0.34177which are trading sector
company named Tess Agro in 2017, plantation sector company named Malwatte in 2012 and beverage sector
company named Renuka Foods in 2015 respectively. It was decided that not to remove outliers at this stage and to
consider all the measures together and the test was moved to the next section: Checking for influential points.
(c) Check for influential points (COO_1) in SPSS Statistics using a measure of influence known as Cook's
Distance,
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All the COO_1 values are less than 1 except 148.83129 which is a trading sector company named Tess Agro in
2017. It was decided that not to remove the record since it is the actual data. So the test was moved to the next
section: Checking for normality.
(6) The errors (residuals) should be approximately normally distributed.
(a) A histogram with superimposed normal curve and a P-P Plot; or

Figure 9. Histogram
The histogram Figure 9 shows that the standardized residuals appear to be approximately normally distributed.
The Figure 10 P-P Plot shows that although the points are not aligned perfectly along the diagonal line (the
distribution is somewhat peaked), they are close enough to indicate that the residuals are close enough to normal for
the analysis to proceed. Moreover, it is only needed the residuals to be approximately normally distributed because
regression analysis is fairly robust to deviations from normality.

Figure 10. P-P Plot
(b) A Normal Q-Q Plot of the studentized residuals (SRE_1).
This test was not conducted because it is optional.
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4.1. Interpreting Results
There are three main objectives that was achieve with the output from the multiple regression:
(1) Determine the proportion of the variation in the dependent variable explained by the independent variables;
(2) Predict dependent variable values based on new values of the independent variables; and
(3) Determine how much the dependent variable changes for a one unit change in the independent variables. All
of these objectives will be answered in the following sections.
When interpreting and reporting the results, it was worked through three stages:
(A) Determine whether the multiple regression model is a good fit for the data;
There are a number of statistics that can be used to determine whether the multiple regression model is a good fit
for the data.
These are:
(a) the multiple correlation coefficient,
The results are indicated in Table 1 The multiple correlation coefficient, R, is simply the Pearson correlation
coefficient between the scores predicted by the regression model (i.e., the predicted scores, PRE_1) and the actual
values of the dependent variable (i.e., the Voting Premium). As such, R is a measure of the strength of the linear
association between these two variables and can give an indication as to the goodness of the model fit with a value
that can range from 0 to 1, with higher values indicating a stronger linear association.
A value of 0.370, in this data set, indicates a low to moderate level of association. However, that the multiple
correlation coefficient, R, is not a common measure used to assess goodness of fit. A much more popular method of
assessing model fit is presented next.
(b) the percentage (or proportion) of variance explained(R2 and adjusted R2 );
The coefficient of determination R2 – is a measure of the proportion of variance in the dependent variable that is
explained by the independent variable. More specifically (and accurately), it is the proportion of variance in the
dependent variable that is explained by the independent variables in addition to the mean model.
Given a desire to predict a dependent variable with multiple independent variables the simplest model we could
choose is one without any independent variables at all. This is called the mean model and it is simply the mean of
the dependent variable (Voting Premium in this example). In this situation, our best prediction of the dependent
variable is its mean value.
Then, the multiple regression is run with all the independent variables added and measure the variability of this
model. This is often expressed as a proportion or percentage and is what is referred to as R2. It assesses overall
model fit.
You can see that R2 is equal to 0.137 in this test. This means that the addition of all our independent variables
into a regression model explained 13.7% (i.e., 0.137 x 100 = 13.7%) of the variability of our dependent variable,
voting premium.
However, R2 is based on the sample and is considered a positively-biased estimate of the proportion of the
variance of the dependent variable accounted for by the regression model (i.e., it is larger than it should be when
generalizing to a larger population).
There is another measure called adjusted R2 which corrects for this positive bias in order to provide a value that
would be expected in the population. The adjusted R2 value is found in the "Adjusted R Square" column of the
Model Summary table. The adjusted R2 is 0.086 in this test. Adjusted R2 will always be smaller than R2, but it is
preferable that using this value to report the proportion of variance explained (i.e., report 8.6% rather than 13.7%),
although ideally it is able to report both.
(c) the statistical significance of the overall model;
Table 5. Anova
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As p value (0.018) satisfies p < .05, there is a statistically significant result. This means that the addition of all the
independent variables (i.e., our overall model) leads to a model that: (a) is statistically significantly better at
predicting the dependent variable than the mean model; and (b) is a statistically significantly better fit to the data
than the mean model.
(d) the precision of the predictions from the regression model.
The result is: F (6, 102) = 2.697, p < .05
Inflation, Public Float, Foreign Holdings Percentage, N/X Ratio, Exchange Rate and Profitability statistically
significantly predicted Voting premium, F (6, 102) = 2.697, p < .05.
(B) Understand the coefficients of the regression model
It is interpreted the overall model fit and now the coefficients of the regression model is interpreted and reported.
These coefficients are useful in order to understand whether there is a linear relationship between the dependent
variable and the independent variables.
The intercept is not usually of much interest. It is the value of the dependent variable when all the independent
variables are zero. The intercept usually has no "real world" meaning,
It is shown that the coefficient for Inflation is 2.873. The slope coefficient represents the change in the dependent
variable for a one unit change in the independent variable. As such, an increase in Inflation of one unit is associated
with an increase in Voting Premium of 2.873. There is an increase in Voting Premium because the slope coefficient
is positive
It is also possible to define a range of "plausible" values for the slope coefficient. The 95% confidence intervals
are reported in the “Inflation” row in the "Lower Bound" and "Upper Bound" columns found under the "95%
Confidence Interval for B" column in below table. Further it is shown that the 95% confidence intervals (CI) are
between -2.575and 8.322. That is, the results are 95% confident that the true value of the slope coefficient is
between these lower and upper bounds.

5. Conclusion
A mathematical formula to quantify the voting premium is introduced for CSE shares in order to create
symmetric information that would be helpful for investors to know whether the shares are underpriced or overpriced
relative to its aggregate performance. The values of the coefficients is converted into a regression equation, as
shown below:
Predicted Voting Premium = 64.198 - (1.929 x N/X Ratio) - (0.076 x Foreign Holdings) - (0.310 x Public Float)
- (3.080E-09 x Profitability) + (2.873 x Inflation) - (0.053 x Exchange Rate)
This regression equation can be used to calculate predicted values of Voting Premium for a given set of values for
N/X Ratio, Foreign Holdings, Public Float, Profitability, Inflation and Exchange Rate. A prediction that was used to
validate the formula is shown in Table 6.
Table 6. Formula Validation
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