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As a rule, companies use two sources of financing: equity and debt. Equity is  

particularly exposed to business risks, so the returns expected by equity investors 

are correspondingly higher. In contrast, debt instruments provide investors with 

less risks and lower returns. In the long run, a tailor-made financing mix of  

equity and debt leads to a lower cost of capital, while offering also the greatest 

flexibility. Initial public offering (IPO) of shares is the most attractive form of  

long-term financing. 

We surveyed 26 different market participants (banks, brokerage companies, institutional investors, consultants, law firms) from all over 
the Baltics to determine the ideal profile of a potential IPO candidate.
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DESIRED PROFILE OF A POTENTIAL IPO CANDIDATE

Industry

Local/Export Oriented

Company Structure

Share Capital

Optimal Amount Of Offer

Product-based industries are more attractive than service-based industries. Industries such as
energy, manufacturing, agriculture and other utilities were mentioned by investors as being attractive.
Project-based companies are less appealing for investors, especially for mutual funds.

Exporting companies are seen as more attractive when compared to companies which operate solely
in the domestic market.

It’s important to ensure transparent structure of the company; therefore solo entity would be more
acceptable. A well and clearly structured holding company could also be considered by investors.

Each and every case differs, but it’s important to ensure a sufficient free float and a diverse  
shareholder structure.

€20-30 million; however, in some
cases €10 million could be
considered sufficient.

20 MEUR

Retail, local and foreign institutional invetors as target investors.

Retail and local institutional investors as target investors.

ABOVE

BELOW
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CORPORATE GOVERNANCE

The corporate governance quality in a business is one of the most important aspects investors look at when 
making investment decision. It is all about trust, reputation and appropriate behavior prior to and after an IPO.

MANAGEMENT 
STRUCTURE
In listed companies, where 
shareholders structure is 
disperse, the role of the 
management is very im-
portant. It’s recommended  
to have independent  
board members.

EXTERNAL AUDITORS
Investors expect internationally  
recognized auditors to be involved.

MANAGEMENT 
EXPERIENCE/EXPERTISE
Investors expect the management 

to be comprised of knowledge-

able, experienced professionals 

who are committed to the long-

term success of the company.

INTERNAL CONTROL
Internal auditing procedures should  

be established and functioning well.
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INVESTOR’S CONSIDERATIONS

Investors are interested in companies that have demonstrated sustainable business growth. Past financial ratios such as  
sales and profitability for the last 2-5 years serve as the basis for analysis. It is preferable if the company’s past growth rate  
is positive and exceeds the overall growth rate of the economy of the home country, certain region and/or industry.

Analysts and investors are interested in how company has been managed during regional financial crises and other turbulences.

Attracting new share capital through an IPO is always more attractive to investors than sale of existing shares, since new  
capital facilitates growth.

An IPO candidate’s expected growth rate should be positive and above the industry average.

Investors prefer long term investments such as expansion, acquisitions and tapping into new markets over refinancing or  
covering general operating expenses.

 It is important to have a “plan B” and to ensure alternative usage of funds. The promised growth has to be delivered.

The dividend policy is important for investors. If the company operates with a relatively low growth rate a dividend payout 
will be expected by investors.
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TRANSPARENCY AND REPUTATION

Brand Awareness

Open communication is important during and after an IPO. It helps to build trusting and 
dependable relations with investors and society in general. Communication lines should be 
open also in times of uncertainty.

A dedicated investor relations web-page is an important tool for communication with 
stakeholders and potential investors. A good investor relations web-page encourages 
confidence in the company by providing timely, accurate and useful information.

Reputation of managers/owners/company is a very important aspect. Investing is a lot 
like marriage – if there are doubts about the reputation of managers or owners of the 
company, it just won’t work.

Retail investor interest is substantially higher if the IPO is arranged for a well-known 
company. For institutional investors and especially for foreign institutional investors the 
company’s brand awareness is less important.

Web Page

Public Communication

Business’ Track Record
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INVESTOR’S CONSIDERATIONS DURING AND AFTER IPO

Shareholders Structure

Shareholder structure should facilitate liquidity of shares on  
the secondary market. It is important to attract as many retail 
investors as possible; however, retail investors bring liquidity 
and institutional investors bring money. It is important to have a 
healthy mix. Retail investors are more attracted by retail industry 
and well-known brands and recognized products or services.

Free Float

Free float (proportion of shares in the hands of public investors) 
should depend on company’s size. For smaller companies larger  
proportion of shares should be floated, amounting to at least 
€5-10 million in monetary terms. For large corporations the value 
of free float should be at least between €30 and 100 million or 
some 15-25% of market capitalization. This is an important factor 
when targeting foreign institutional investors.

Company Valuation

TRENDS IN THE MARKET
The market is an environment which is very open to fluctuations 
and changes. If share prices fall, investors look for safer  
investments, such as bonds; when share prices rise, investors 
return to shares. 

TIMING is crucial when going public and it can strongly impact 
stock performance after the IPO. A company must wait before 
entering the IPO arena until is truly ready and the market  
conditions are right i.e. “IPO window” is open and share prices 
are rising.

Among others, ENTERPRISE MULTIPLE (EM = enterprise value/
EBITDA) and Price/Earnings (P/E) ratios are used for valuation 
purposes. Currently, in the region investors expect EMs between 
4 and 7; however, it strongly depends on the industry, market 
trends and the company in general. For smaller companies larger 
discount should be offered - thus a lower EM will be expected. For 
smaller Baltic companies the valuation could be relatively lower 
as investors expect discounts.
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