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ABSTRACT

The objective of this article is to compare the otieical
approaches to decisions about IPO-oriented compdirsncing
with the results of the empirical research condiidre the
Polish capital market, which can be described a&s rtfost
developed in the Central and East European rediohieving
the research objective required, firstly, to cdllead analyze
secondary data represented by the results of thesdreand
empirical research done to define the factors wealin the
IPO-related managerial decisions. The second steplvied a
collection of primary data by a questionnaire-basedrey in
companies that have completed an IPO in the Pdigfital
market. The collected data was processed usingstitat
methods appropriate for its type and quantity.ha third step,
the attitudes of the managers in the issuing compawere
compared with the theoretical models describediterature.
The empirical results suggest that the theoretimadels of the
IPO process are fully applicable in the conditiofishe Polish
capital market. However, the respondents’ viewpointlicate
that there is a need to articulate additional grecéhat would
complement and expand the existing theoretical tsodéhe
results of this comparison represent a valid cbation to the
present knowledge of corporate financing strategies

Key Words: Corporate Finance, Going Public, Initial Public
Offering, Decision Making, CEE Region, Polish Capit
Market.

1. INTRODUCTION

In the theory of corporate financing, deciding am “4nitial
Public Offering” (IPO) is seen as one of the maapartant
junctures in the life cycle of a company. A numbefr
theoretical and practical studies examined theofactthat
influence the actions of managers in Initial Pulliferings.
Some of these were authored by Helwege and Pa2kés],
Brau, Francis, Kohers (2003), and Boehmer and lguisg
(2004). Their research was based on the data fouissuers’
prospectuses and annual reports, or obtained frabligly
available data bases on the issuers.

A secondary analysis of data published in Web oér@e and
SCOPUS citation data bases reveals a lack of questire-
based research in those companies that have camu@at PO
on the Polish capital market. This method of regeallows
comparing the attitudes of managers in the issaiggnizations
with the theoretical approaches described in liteea The
Polish capital market is regarded as the most dpeel in the
CEE region, which is evident from the number of $P®
absorbed in recent years (330 IPOs in the year8,Z1D9 and
2010). The Warsaw Stock Exchange now ranks amorg th
European bourses which handle the largest volumB®§. In
fact, Poland is the only capital market in the QEgion that is
conducive to quantitative research.

This article presents partial results of project (GA No.
402/09/P134 entitled "Decision-Making Model of Corate
Financing by Means of IPOsThe intent of this article io
compare the theoretical models of corporate decisions about

| PO-based financing with the results of an empirical research
conducted in the Polish capital market. The results of such
comparison will hopefully contribute to a betterokiedge of
strategies deployed in the quest for corporatentiim.

2. MATERIAL AND METHODOLOGY

Achieving the survey objectives required the follogvsteps:

1. Collection of secondary data, i.e. the resultsheftetical
and empirical research into the factors underlying
managerial decisions about IPOs.

2. Collection of primary data in the companies thaveha
completed an IPO in the Polish capital market.

3. A comparison between the attitudes of managershén t
issuing companies and the theoretical approactesited
in literature.



In formulating the theoretical approaches to IPths, method
employed was a secondary analysis of the relevatd. @'he
source of the secondary data was primarily forgigsfessional
literature, especially from the English languagemdm. The
sources of information were mainly professional Ksoo
(monographs), technical papers and articles appgain
scientific journals, or presented at internatiocaferences and
included in the proceedings.

The empirical survey was quantitative in nature wag carried
out in the form of a questionnaire-based inquirycampanies
that have completed an initial public offering dfases in the
Polish capital market. The sample covered the caiepathat
had entered the Warsaw Stock Exchange general trtarkegh
an IPO in the years 2007-2009. The rationale far time
limitation of the capital market entry through @O was to
obtain meaningful information from the executivebowhave
had a recent personal exposure to the IPO progésslist of
respondents, compiled from the information avadabh the
web pages of the Warsaw Stock Exchangeny.gpw.pl Jan.
2011) and from publications authored by Palearalet(2008;
2009; 2010), comprised a total of 107 companies.

The questionnaire in the Polish language consistedive
separate parts:

¢ reasons to enter the capital market through an IPO,
¢ factors influencing IPO timing,

¢ pricing the shares below their value (underpricing)
¢ signaling the issuer’s quality,

¢ IPO-related disadvantages.

The data was collected in two stages. In the eafi§0, a
questionnaire accompanied by a cover letter was erall
companies on the survey list. The individuals wlastipipated
in filling out the questionnaire held the positiohChairman of
the Board or Chief Financial Officer. The resportdewere
asked to indicate, on a scale of 1 (unimportant)stdvery
important) how important were the specified reastorsthe
company management/owner in making the decisiqrdoeed
with an IPO. A completed questionnaire was returigd8
companies. To improve the response rate, the guestire was
given an electronic form and, in April 2010, septdbmail to the
people who had not responded the first time arownith a
request for completion. This approach yielded aeotth3
completed questionnaires, so that the return reden fthe
selected group of respondents reached 19.6%.

The data from the survey was analyzed by statlstiethods
appropriate for its type and quantity. The basialeation was
done by statistical descriptive methods. StatistizaVersion 9
program was used to perform the statistical pracgss

3. SURVEY FINDINGS

3.1 Reasons for Conducting an IPO

Ritter and Welch (2002), who studied the reasonsnfement
an IPO, concluded that there were three kindsadgaes to start
trading shares publicly. First, companies seekraateapital for
their continued growth. This reason is supported daylier

papers as well, like those published by Modigliand Miller

(1963), Scott (1976), and Myers (1984), who docutcentrate
solely on the IPOs. These authors argue that tisegecertain
optimal composition of capital, and that companas to

achieve it. Companies have a preference for th&t Egensive
source of money and opt for more expensive finananly

when the cheaper source has been exhausted. TheacEs
following this model would presumably execute a®I@t a

stage of their life cycle when additional extereapital could
help achieve such an optimal capital structure.

The results of this empirical survey suggest aneemgent
between theory and practice in some respects wifgldighting

certain differences in others (table 1). The resats in the
issuing companies, in accordance with the thea@epcecepts,
identified the raising of external equity to fin@ndevelopmental
investments as the main reason for executing an(R@rage
significance level for this reason: 4.86; relativequency of
respondents expressing agreement with the ratsi@4%). The
second most important reason for implementing a Ii® the
availability of publicly traded shares for futureergers and
acquisitions (3.81; 76.19%). This level of sigrdgiice is
surprising given the limited theoretical interestthat particular
aspect. The newly issued shares thus allow therigsubecome
either an acquirer or a target, especially in sfowknced
transactions. Other important reasons for doindPad include
publicity and corporate image enhancement (4.006786),

greater attractiveness of the company as an empl(3/&1;

61.91%), and an establishment of company marketev8.71;
61.91%). The issuing companies typically do nottbeelPO as
a tool for direct reduction of the company deb8&.61.90%),
but as an instrument to strengthen the negotigtiogjtion in

dealing with prospective providers of outside capi3.71;

66.67%).

Table 1: Reasons for conducting an IPO - the theodypractice in the Polish capital market

Reasons for conducting an IPO from a theoretical gspective

Level of significance from the empirical
research perspective
Low Medium High

Welch, 2002; Paleari et al., 2006)

Raising external capital for developmental investtagRitter and

Availability of publicly traded shares for futurequisitions and
mergergBrau, Francis, Kohers, 2003)

2001; Jezek, 2004)

Good publicity, company image enhancem@faksimovic and Pichler

Greater attractiveness of the company as an empldgeibrok, 2006)

1997)

Establishment of the company market valE#ingsen and Rydgvist,

1992)

Stronger bargaining position toward providers dfale capita{Rajan,




Reducing the cost of capit@iRajan, 1992)

Reducing the company indebtedné2aleari at al., 2006)

Diversification of existing shareholders’ equityrffolio (Pagano,
1993)

Exit of the venture capital from the compgBjack and Gilson, 1998)

Solving a problem of successi{Black and Gilson, 1998; Mello and
Parsons, 1998)

Source: own study

3.2 Factors influencing IPO timing

The work of Ibbotson and Jaffe (1975), as well #&.R(1984),
demonstrates that initial public offerings haveyalic nature.
There are three theoretical explanations for thenpmenon of
IPO timing. The first postulates that companieeettte capital
market under favorable economic conditions whigbpsut their
continued growth and development (Loughran anceRifit995;
Ritter and Welch, 2002). The second theory asstrtd
companies initiate IPOs at a time when other bssie® also
enter the capital market (Choe, Masulis and Nah@83). The
last explanation for IPO timing is derived from tt@mpany life
cycle theory. It is based on the idea that compaisigue shares
when they reach a certain point in their life cyeled need
capital for further growth (Choe, Masulis and Nand93;
Lowery, 2002).

The empirical results show (table 2) that the niogportant
factor in choosing the right moment for an IPOfs turrent
need of capital for continued company growth (agera
significance level for this factor: 4.38; relatifeequency of
respondents expressing agreement with the ratidg8%6). In
timing a public offering, the companies also tak®iaccount
the conditions in the issuer's business secto0{(40.95%), the
macro-economic growth (4.14; 76.19%), the risingckt
markets due to investors' optimistic mood (4.10;1B86) and
the investors' interest in this type of busines813 71.43%).
They attach less importance to the interest in IB@sother
companies in the same business sector (2.62; 52.38%
surprising discovery was the respondents’ chariaeton of the
interest in IPOs by companies in other businestoseas the
least important factor in IPO timing selection (,.80.96%).

Table 2: Factors influencing IPO timing: The theand practice in the Polish capital market

Factors influencing IPO timing from a theoretical perspective

Level of significance from the empirical
research perspective
Medium High

Low

Current need of capital to finance further compamgwth (Choe,
Masulis and Nanda, 1993; Lowery, 2002)

Conditions in the issuer’s business se¢Ragano et al., 1998)

2002)

Macro-economic growtfLoughran and Ritter, 1995; Ritter and Weld

Rise of stock markets due to investors’ optimistiood (Ritter and
Welch, 2002)

Investors’ interest in this type of busingBaleari at al., 2006)

Interest in IPOs by other companies in the samébss secto(Choe,
Masulis and Nanda, 1993)

and Nanda, 1993)

Interest in IPOs by companies in other busineswe(Choe, Masulis

Source: own study

3.3 Underpricing

Loughran, Ritter and Rydqvist (1994) and Paleaile(2006),
mention that companies frequently sell the IPOdsdsshares at
a price lower than what they priced at when firadéd on the
secondary market. This phenomenon is known as pridierg,
and it is one of the most debated issues surrogriditial public
offerings. Theoretical explanations of this phenoore are
mostly based on the existence of information asytryme
between the parties participating in the offering, issuers,
investors and underwriters.

The survey results (table 3) document the respdadéelief
that underpricing basically rewards the investorglie risk they

assume when they buy shares in an IPO (averagé#icagice
rating for this factor: 4.10, relative frequency mspondents
expressing agreement with the rating: 90.48%). Aatgr
probability of the IPO success (3.86; 66.67%), andassurance
of sufficient demand for the offered shares by #toes,
especially the institutional ones (4.05; 66.67%gravidentified
as additional reasons for lower pricing of thesarsf. The
theories claiming that discounted pricing of theDIBhares
brings about a reduction in the marketing costeivet minimal
support (2.14; 76.19%). The issuers also take ativegview of
the notion that underpricing is a protection agaifigure
investor-driven litigation in case of a large diapthe post-IPO
share price (2.43; 57.14%).



Table 3: Factors explaining the existence of undl@ry - the theory and practice in the Polish talpharket

Factor explaining the existence of underpricing fron a theoretical
perspective

Level of significance from the empirical
research perspective
Medium High

Low

Reward for risk assumed by the investors in an (Rak, 1986)

An instrument to increase the probability of IP@sesgOxera, 2006)

Increased demand for shares from institutionalstors(Rock, 1986)

Increased demand for shares from retail invegi®oek, 1986)

Attracting a large number of investdBrennan and Franks, 1997)

X|[X|X|X|X

Fishe, 2001)

An instrument to stimulate interest in post-IPCding (Boehmer and

X

trigger a “snowball” effecfWelch, 1992)

Convincing a few early investors that buying shasesdvantageous t

o

A tool to reduce IPO marketing cogtdabib and Ljungqgvist, 2001)

To reduce the risk of investor-driven litigationedto a large drop i
post-IPO share prig®rake and Vetsuypens, 1993)

To compensate investors for a correct disclosuthefair share price
they are willing to payStoughton and Zechner, 1998)

Source: own study

3.4 Signaling the issuer’s quality

The theory of signaling the issuer’'s quality islikise based on
the existence of information asymmetry betweenigheers and
the investors. Leland and Pyle (1977) claim tha #ale of
employees’ shares and the sale of a large portidheobasic
business capital via the IPO send a negative signpbtential
investors. Other authors focus on the factors vieag positive
signals by the investors. In general, working witpputable
underwriters (Booth and Smith, 1986; Carter and adser,
1990; Carter, Dark and Singh, 1998), with reputatzeounting
and auditing firms (Titman and Trueman, 1986; Bgat989;
Michaela and Shaw, 1995), and utilizing a ventuepital
support (Megginson and Weiss, 1991; Barry et &90) serve
as strong signals or assurances that the entisegddo engage in
public trading of shares is of high quality.

The literature mentions three more examples oftpessignals.
First, Welch (1989), Allen and Faulhaber (1989),dan
Chemmanur (1993) argue that only “good” issuersaféord to
send a signal to the investors, by means of sieaatderpricing,
that it is precisely this company that can affoudtsa discount
and allow the first investors to realize a capg@ain by selling
the shares after only a few days of trading on deeondary
market. Second, Courteau (1995), and Brau, Lambeod

Table 4: Activities signaling the issuer qualitthe theory and practice i

McQueen (2005) believe that a commitment of theiings
company and its shareholders not to sell their eshdor a
sufficiently long period of time after the IPO sas a
conviction about the quality of their own compariiereby
increasing its credibility with the investors. HigaTeoh, Welch
and Wong (1998) claim that a history of high pof& a signal
of a good performance in the future.

The survey results show (table 4) that the respusde
considered a presentation of very good economigltees the
period preceding the IPO (average classificatiod84relative
frequency of respondents expressing agreementthdthating:
90.48%) and the management's commitment not tatsedtake
in the company for a certain time after the IP@38485.71%) to
be the most important positive signals for the gtges. In terms
of working partners to implement an IPO, the séectof a
reputable underwriter and an auditing firm (3.86,13 66.67%)
gives the transaction the greatest credibility. v&vsely, the sale
of a large portion of the basic capital throughlR® has been
marked as conveying a negative signal about thétyd the
issue (1.95; 76.19%).

n the Polish capital marke

Activity signaling issuer’s quality from a theoretical perspective

Level of significance from the empirical
research perspective
Medium High

Low

Presentation of very good results of financial nggmaent in a period
before the IP@Teoh, Welch and Wong, 1998)

certain period after the IP@ourteau, 1995; Brau, Lambson and
McQueen, 2005)

Management’'s commitment not to sell its stake endbmpany during 3

Using the services of a reputable issue man@yesth and Smith,
1986; Carter and Manaster, 1990; Carter, Dark ariddgh, 1998)

Using the services of a reputable auditing f{fiiman and Trueman,
1986; Beatty, 1989; Michaely and Shaw, 1995)

Sale of the company management shéreland and Pyle, 1977)

Using the services of a reputable legal cou(Sehblatt and Hwang,
1989)




IPO as a way for a venture capital investor to gétcompany
(Megginson and Weiss, 1991, Barry et al., 1990)

and Faulhaber, 1989; Chemmanur, 1993)

Setting the share issue price below the markee fvitelch, 1989; Allen

Sale of a large portion of the basic capftaland and Pyle, 1977)

Source: own study

3.5 IPO-related disadvantages

This part of the survey sought to determine whatartance the
issuing companies attach to the individual aspelctsacterized
in literature as IPO disadvantages. A desk reseafaelevant
information sources reveals that the main disachget
associated with IPOs are (Jezek, 2004; Palearil.et2@06,
Yosha, 1995):

¢ Costs incurred in IPO preparation and execution,

¢« Expansion of the company ownership structure with
additional shareholders,

¢ Loss of decision-making autonomy,

¢ Risk of strategic information leakage,

¢ Compliance with a periodic reporting duty.

The survey showed (table 5) that in deciding toentake an
IPO, the respondents took into account particuldréy/time and

expense involved in the entire process (averageifignce
level for this aspect: 3.24 and 3.14; relative @reacy of
respondents expressing agreement with the ratidg8% and
42.86% respectively). Among the aspects that halkbsaer
influence on the IPO decisions were compliance witle
periodic reporting duty (3.29; 47.62%), ensurirgngparency of
the company (3.10; 42.86%) and fear of an IPO fail{8,00;
38.10%).

Another finding is that many of the aspects labeted IPO
disadvantages had little bearing on the decisiorthe surveyed
companies. There was no empirical support for thar fof
limitation or loss of company control (2.62; 61.90%he
expansion of shareholder structure (2.33; 61.902he fear of
strategic information leakage and its misuse by petition
(2.86;47.62%).

Table 5: Influence of IPO disadvantages on thesifatito implement it - the theory and practicetia Polish capital market

IPO disadvantages

Level of significance from the empirical
research perspective

2006)

Low Medium High
IPO-related demand on tinf@ezek, 2004; Paleari et al., 2006) X
IPO-related costfOxera, 2006; Paleari et al., 2006) X
Compliance with a periodic reporting dyt9xera, 2006; Paleari et al., X

Ensuring corporate transparer(@xera, 2006; Paleari et al., 2006)

Fear of IPO failuréJezek, 2004; Paleari et al., 2006)

Fear of limitation or loss of company cont(daug, 1996)

Expansion of shareholder struct{dezek, 2004)

Source: own study
4. DISCUSSION AND CONCLUSION

The results of this empirical survey suggest thattheoretical
approaches to the IPO process are fully applicableghe

conditions of the Polish capital market. Howevehe t
respondents’ inputs also indicate that there iseadnfor

additional information to complement and broaden ¢kisting

theoretical models of IPOs. Based on the surveultesthe

following conclusions may be presented as new isig

¢ In addition to raising own capital for continuedngazany
growth, enhancing its image, and gaining advantdges
the existing shareholders, the availability of pelpltraded
stock for potential mergers and acquisitions is tleero
significant reason to initiate an IPO.

¢« Completion of an IPO tends to strengthen the coryipan
negotiating position towards the providers of eaxabr
capital. This can be expected to lower the costett
financing.

¢ In choosing the suitable time for an IPO, the coniga
take into account the current need of capital fathier
growth and development, the present and projected of
national and global economy, conditions in the bess
sector in which they operate, and investors’ irgene their
type of business. They attach less importancedanterest
that other firms operating in the same type of hess may
have in IPOs. And, in most cases, the interest finas
from other business sectors may have in that subes
not have an appreciable effect on IPO timing.

¢ Underpricing is perceived by the respondents piiynas a
reward to investors for the risk they assume inityiyhe
IPO shares. Other important reasons for settingveer
share price in an IPO may be the desire to incrélase
probability of IPO success and ensure a suffictrhand
for the shares by investors in general and ingtitad
investors in particular.

¢ The respondents indicated that the most importasitige
signals for investors is the evidence of very geadings
in the period preceding the IPO as well

as the



management’'s commitment not to sell its stake ia th
company during a certain period after the IPO.eim of
partners for an IPO, the selection of a reputahbieowriter
and a reputable audit firm definitely carries a ifhas
signal to potential investors. A negative signabni the
investors’ viewpoint, is a situation involving tisale of a
large portion of the company’s basic capital.

¢ The deliberation to undertake an IPO is very semsio
the question of time and expense involved. The fiar
limitation or loss of company control, the shareleol
structure expansion, and the concern about strategi
information leakage being misused by competition raot
perceived to be negative externalities of an IPO.

¢ The survey results made it possible to formulatev ne
insights as contributions to a better understandafig
corporate financing strategies, particularly in #pecific
conditions of the CEE region.
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