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Why Is ROE the Performance Threshold in Equity Refinancing?

——The Empirical Study from the Perspective of Comparability
YAO Ming-an, KONG Ying

Abstract: Based on the assumptions of risk-aversion and the same risk preferences of the corporate management in different
industries, this paper carries out a theoretical analysis on the competitiveness in comparability of the corporate ROE in differ-
ent industries, and also tests the analysis results with the samples of listed companies during 2006—2010. The study shows
that after eliminating the factor of earnings management, the differences in standard deviations of ROA and EBITOA in differ-
ent industries are more prevalent than those of ROE. With respect to the changes of standard deviations of ROE in different
companies, the differences of ROA and EBITOA can be well interpreted by their industry features. This indicates that corpo-
rate ROE of different industries has fairly good comparability. This paper has also compared the difficulties on controlling
ROE, ROA and EBITOA, and ROE is the most difficult to control.

Key Words: equity refinancing; ROE; ROA; EBITOA; financial governance; security supervising authority
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