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The Secret to a Successful IPO

There are many measures of success for initial public offerings (IPOs). First and foremost is
completing the deal and raising the intended proceeds. From the perspective of remaining and new
shareholders, however, the subsequent short-term trading performance is more often seen as the
measure of a good IPO as opposed to a bad IPO.

For the board and management of the newly-listed entity, their measure of success and their
reputation will depend on how well the newly-listed entity performs in the medium term and
delivers on the investment proposition on which new shareholders based their investment
decision.

Different stages

It is important for ongoing board and management to recognise that there are two very different
stages in the journey to becoming a successful listed entity.

The first is all about the transaction which delivers the listing.

Many management teams mistakenly see this as the ultimate objective and, following months of
frenetic activity, expect their lives to return to the way they were pre-IPO when they can once again
concentrate on running the business. Regrettably, that is not the case. It is quickly discovered,
as they move into the relationship stage, that life will never be the same because new obligations
and responsibilities require a significant cultural change.

The second involves building relationships with new owners, which requires time.

So, what should Board and management of a new IPO be doing to ensure that the transition to a
listed entity is as seamless as possible and places them in the best possible position to build a
successful relationship with their new owners?

Firstly, thought should be given at an early stage to governance issues such as board
composition — diversity, independence and skills matrix — and remuneration structures. This
helps to ensure that the entity doesn’t run into issues with regulators, shareholders, and
governance advisers once listed.

Much of this work is often done by advisers and bankers to the IPO who, understandably, are
generally less available post-IPO. So, having a dedicated internal resource involved in the IPO
process provides continuity and, possibly, a candidate to run the Investor Relations (IR)
program post-listing.

Essential Support

Once the IPO is complete, the onus is on management to recognise that the act of becoming a
listed entity will make a substantial difference to how the organisation is run. As well as having a
significant number of new shareholders, who will not understand the business in the same depth
and detail as management, the organisation’s reporting and disclosure regime will be very
different. Senior management need to understand new requirements covering issues such as
continuous disclosure and dealing in the entity’s equities. Failure to adhere to these new rules
can create serious reputational damage to the organisation, the board and the management
team.

The organisation also needs to understand quickly what its obligations are in terms of interacting
with its new shareholders and how it plans to develop and execute an effective IR program. Like
any corporate function, the IR program needs to be appropriately resourced, well planned and
executed and monitored on an ongoing basis.

Both the CEO and CFO need to show leadership and be committed to its success, particularly for
smaller organisations where the appointment of a dedicated IR function may not be cost-
effective.

Often the IPO company outsources the post-IPO work to specialists who then work with the
company on an ongoing basis. BlueMount can recommend a number of these specialists if
required.

From the board and management’s perspective, the success of an IPO will not be measured by
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the issue price or the premium achieved on listing. Rather, they will be judged on their ability to take
the new entity and deliver long-term value for shareholders. There are many factors that will impact
performance, some of which will be outside of management’s control.

However, engagement during the IPO process with a view to recognising the interests of new
shareholders and working in advance of the IPO to develop an effective plan to manage these new
relationships post-listing will go a long way to delivering an excellent outcome for all
stakeholders.

Introduction

A foreign company completing a listing on the ASX usually has a very large part of its shares on
issue held by management and pre-IPO investors and these are usually subject to escrow and
can’t be traded.

This means that there are very few “free trading” shares in the market and the company has little
“share liquidity”.

All companies completing their first listing have been private companies and usually have not had
an independent board of directors and limited internal controls and corporate governance, or are
not at the standard required for a listed company.

Private companies have not had to bother about what the investing public thinks about them, nor
did they have to concern themselves too much with corporate regulators or the stock exchange.

The owners of foreign companies often do not understand the Australian culture or the capital
markets.

All of the above are real challenges for newly listed companies and need to be addressed so that
the company will flourish post IPO.

Share Liquidity
The company should aim at increasing its “share liquidity”.

An illiquid stock will not be attractive to investors, as they fear that they will not be able to quickly sell
their shares and the market views with some suspicion the value of a company with low liquidity.

Ultimately the major owners of the company may wish to sell their shares and this will be difficult in
a stock with low liquidity.

Additionally, where there are few shares able to be traded in the market the sale or purchase of
a small number of shares can detrimentally affect the price.

The usual and best way to increase liquidity is to issue more shares to new investors via a
secondary issue after the IPO so that there are many investors holding and trading the shares.
Before such a decision is made however, there are a number of matters for individual
companies to consider.

Having an informed public which is commented on below is vital as is having a “house”
stockbroker / market-maker whose duty is to ensure as far as possible orderly trading in the
company’s shares.

Independent Board of Directors

The corporate and ASX regulations governing listed companies require that there be a
reasonable number of independent directors on the Board.

An owner of a previously private company can face a learning curve having to share his control with
other directors on a listed company.

Learning how to deal with independent directors is a matter of getting to know them over a
period of time, establishing proper communication between directors and having them committed
to the company’s values and aspirations.

Internal controls

A private company owned usually by one or two persons might not have internal controls over the
safeguarding of its cash and its various assets to the standard required of directors of a listed
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company, where the very highest standards are required.

A company can obtain assistance to achieve and continue such controls.

Corporate Governance

The corporate regulator and the ASX require very high standards of corporate governance by
listed companies.

Most companies strive to have a high level of corporate governance.

These days itis not enough for a company to merely be profitable, it also needs to demonstrate good
corporate citizenship through environmental awareness, ethical behavior and sound corporate
governance practices.

Corporate governance essentially involves balancing the interests of the many stakeholders in a
company-these include its shareholders, management, customers, suppliers, financiers,
government and the community. Since corporate governance also provides the framework for
attaining a company’s objectives, it encompasses practically every sphere of management, from
action plans and internal controls to performance, measurement and corporate disclosure.

Breach of these standards could lead to suspension of the company from the ASX, a large
downturn in the value of the company’s shares, legal action taken against the directors and even
class actions taken against the company.

It is vital that the company’s reputation be spotless

Ensuring a high standard of corporate governance rests with the directors, however they should be
supported by assistance from specialists knowledgeable in this field.

The investing public

The public markets must be kept aware of the company’s activities and how it is progressing and
prospering.

If the company does not inform them then how are they to know? An uninformed public will have
little interest in the company’s shares.

Informing the public should be a priority of a listed company and a corporate public relations
program and investor relations programs managed by professionals often achieves this.

The Australian culture and the capital markets

This is one of the major problems for a “foreign“ company listing in Australia or for that matter in
any Western country, however it can be overcome in most cases by having bi-lingual directors
and translators involved together with some professional assistance.

Summary

It is vital that the company commits time and some costs to post-IPO matters which usually
include:

obtaining the services of a “house” stockbroker / market-maker

Issuing more shares to new investors at an appropriate time to enhance share liquidity
managing and enhancing the relationship between all directors

ensuring that as far as possible the share price is not affected by the sale of shares below market
expectations

continual road shows to investors

continual public relations and media coverage

working with the company and understanding its future objectives and assisting the
company to achieve these

having observers at Directors meetings and strategy meetings who are available for advice on
corporate matters as needed

ensuring that the company has strict internal control and corporate governance
procedures

ensuring that culture issues are taken into account and overcome
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Appendix

Examples of Good and Bad Post-IPO Performance

The value of the company’s shares is one of the most important factors to shareholders. An
increasing share price can allow the company to raise more funding in the future and use its
shares in transactions such as an acquisition of another business. If the share price increases it
means that the existing shareholders suffer less dilution. If the share price decreases the

opposite of the above usually applies.

Healthcare Company

This company is alert to the post-IPO matters
it needs to attend to, has appointed a ‘house
broker, agreed to pay dividends, is
supporting its share liquidity, has a close
working relationship with its Directors. Since
IPQO, its share price has increased.

Finance Company

This company has paid no attention to many
of the post-IPO matters discussed in this
document. Instead, it has chosen to manage
post-IPO matters itself directly from
overseas. This has not been done effectively
and has led to a decrease in the share price
since |IPO.
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