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State Equity Expertise

State Equity is Different

State Equity is a bespoke
corporate advisory group that
works with:

e Emerging small cap
companies;

e Growing private businesses;
e Talented entrepreneurs; and
o Wise investors.

We help our Clients achieve
any viable business aspiration
ranging from business
commercialisation, expansion,
restructuring, through to
divestment or listing.

Listing a Private Company

Introduction

As a private company grows and matures, changes to the size and
structure of the business can force the current owners to reconsider the
most appropriate management and ownership arrangements.

A strategy considered by many growing private companies is a stock
market listing through an Initial Public Offering (IPO). An IPO is the first sale
of a comp a n ghéres to public investors and transforms the company
from being privately owned to becoming publicly owned and traded. This
guide provides an overview of the benefits and considerations relevant to
an IPO.

Benefits of Listing

Increased Accessa Capital

The potential growth of private companies can be restricted due to the
limited number of sources for capital. An IPO can provide additional capital
for business growth while a further issue of shares following the IPO is also
possible if extra capital is subsequently required.

Exit Strategy for Current Shareholders

Existing shareholders are provided with the opportunity to exit their
investment at an appropriate time without causing any disruption to the
company.

Decreased Risk Perception

Public companies have a higher amount of transparency in financial
reporting and are subject to constant business valuation. As a result, many
investors and credit agencies perceive the risk of listed entities to be lower
than that of private companies.

Increased Profile and Awareness

Public companies are exposed to an increased investment pool and media
scrutiny. This can provide the company with a raised profile and increased
public attention (see also Disadvantages below).
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Decreased Cost of Equity
Any new equity capital may be provided at a
lower cost than private equity capital raised.

Potential for Acquisitions

Listing the shares of the business allows for
the possibility of offering shares as well as
cash to any target companies in the event of
future acquisitions.

Employee Incentives

Employee share schemes, bonuses and
option plans can attract top employees
without the need to offer increase salaries.

Disadvantages of Listing

Dilution of Control

A certain amount of control is relinquished to
incoming shareholders. This can create
cultural and synergistic challenges for
existing shareholders.

Increased Public Scrutiny

Although the public awareness surrounding
the business will increase, senior
management and board of directors, in
particular, will face a significant increase in
scrutiny over their actions and decisions.

Increased Transparency

Regulations require that the financial
accounts of a listed company be made
available to the public at certain times along
with  the annual report. This may
disadvantage companies that do not wish to
provide certain information to competitors or
other parties.

Share Price Volatility

The company06s share
to extreme fluctuations depending on current
market sentiment. Certain fluctuations bring
the company under further scrutiny,
sometimes as a result of activities outside of
the control of the business.

Shareholder Approval

To ensure complete compliance with
regulations, many company decisions will
require shareholder approval before they are
able to be implemented.

v al

This may include decisions such as the
election of directors every three years, or
specific financial transactions.

Increased Costs

The cost of the initial float can often be
substantial and must be considered in
conjunction with continual compliance and
disclosure costs such as auditing and the
provision of annual reports.

Business Disruption

The IPO can cause a major disruption to the
operations of the business as it becomes
familiarised with the increased requirements
of a public company and changes to the
structure of the business.

Shift in Strategic Focus

Many companies have a tendency to shift
their focus toward the achievement of short
term goals to appease investors rather than
the development of long term goals which
may provide greater benefit in the future.

Is Your Company Suitable for Listing?

Public listing may not be the best way to
raise capital for smaller private companies.
Medium to larger sized companies tend to
benefit more from a stock market listing. The
precise advantages and disadvantages will
depend on the following factors.

Investment Attractiveness

Investors will seek a relative rate of return on
the risk they are taking in investing in a listed
company. Investors will expect to see:

e That the business has achieved

u eonsigtgny profitability sirpnp eaghtflows
and consistent growth;

e That the sector in which the business
operates is attractive and exhibits the
potential for growth;

e A business plan which realistically and
logically sets out operational plans and
growth aspirations; and

o A strong and experienced management
team capable of leading a listed company
and delivering forecast objectives.
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ASX Requirements

To be admitted to the Australian Stock
Exchange (ASX), a company must satisfy
either the Profits Test or the Assets Test and
have a minimum number of shareholders
immediately following the float.

o Profits Test: This test requires a company
to prove, through audited financial
statements:

That it has achieved an aggregate
operating profit before tax over the
previous three years of at least A$1
million; or

That it has achieved an operating
profit before tax for the past 12
months of at least A$400,000. This
requirement is usually waived for
newly formed companies.

o Assets Test: A company must:

Have net tangible assets, after
deducting float costs, of at least A$2
million or a market -capitalisation
immediately following the float of at
least A$10 million; and

Have less than half of its net tangible
assets as cash in a form readily
convertible to cash, or if more than
half, commitments to spend at least
half of its cash; and

Working capital of at least A$1.5
million.

o Shareholder Spread: To ensure the
shareholding of the company is
sufficiently liquid, the company must have
(immediately after the float is completed):

A minimum of 500 shareholders
whose holding is worth at least
A$2,000; or

A minimum of 400 shareholders
whose holding is worth at least
A$2000 and at least 25% of the total
number of shares issued being held by
shareholders who are not associated
with the company.

The ASX also imposes a number of further
requirements including the need for a
prospectus or information memorandum.

Preparing Your Company

Having made the decision to float the
company, it becomes necessary to prepare
the company for the listing process. It is
important however, to ensure that the
process does not present a significant
distraction to senior management from the
daily operations of the company.

Appoint Advisors

The first step is the appointment of a
corporate advisor to guide the company
through the process. Bad advice, or using an
advisor with a poor reputation, can seriously
affect the reputation of the business, the
attractiveness of the investment and
ultimately the success of the float. Corporate
advisors have the ability to facilitate the
organisation of all aspects of the transaction,
however on occasion external parties such
as lawyers, underwriters and stockbrokers
may be required to provide specific services.

Due Diligence

The due diligence process is a detailed
examination of all aspects of the company
including the current financial and
competitive position, along with any legal
and operational issues among others. Due
diligence is a continual process which occurs
until the company lists on the stock
exchange. The process is very important from
a legal and compliance point of view as it
ensures the company does not present any
misleading or deceptive information to any
third parties throughout the listing process.

Compliance

It is necessary to ensure the company
complies with all legal and regulatory
standards required of a public company.
Specifically this refers to the capital structure
of the company and compliance with the
obligations imposed by the Corporations Act
and Listing Rules. It may also be necessary
to appoint an auditor if one-is not in-place
already.
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Restructuring

Many companies will be required to
restructure or divest many non-core business
activities as part of the floatation. This is
essentially so that the company is
transformed into the most efficient legal and
operational entity, therefore making it more
attractive to investors. Many companies also
find it difficult to undertake a significant
amount of restructuring after the float has
occurred with the restrictions of shareholder
approval. Also to be taken into consideration
is the ideal level of gearing the company
wishes to have in relation to the equity to be
raised.

The Offering Document

It is a legal requirement that all companies
which are to be floated provide investors with
all financial, legal and operational
information regarding the company to allow
them the opportunity to independently
evaluate the investment proposal. The
document must contain the following
information:

o Company background;

o Historical financial statements (audited)
and financial forecasts;

o Board and management biographies;
e Terms and pricing of the offer;

e Interests of people associated with the
company;
o Fees paid to experts and advisors;

e The rights and liabilities attached to the
shares; and

e Any other relevant information.

Most investors will base their decision to
invest on the information presented in this
document and it is therefore essential the all
information is factual and accurate.

Price of the Offer
The offer price is typically valued on a

mul tiple of t he compan

future earnings. This will be the price offered
to retail investors in the offering document. A
key component of the formulation of a final
of fer price iS a
Roadshowod.

This purpose of this process is to promote
the listing and gauge feedback from a select
group of key parties and financial institutions
regarding the offer. Following this feedback,
the offer may be revised to comply with
market expectations of pricing. The two
primary methods by which an offer is priced
prior to listing are:

o Bookbuild: A select number of financial
institutions are invited to bid for a number
of shares in the float at a price suggested
by the bidder. On the final day of the offer
period, the underwriter calculates the
highest price at which the offer would be
fully subscribed, which becomes the
listing price of the company. This method
is only suitable for companies for which
demand is expected to be high and the
offer oversubscribed. If the bookbuild
price is less than the amount paid by
retail investors prior to the roadshow, any
excess amount is refunded to the retall
investors.

o Fixed Price: Following the offer to retail
clients and the roadshow, any material
feedback from financial institutions is
factored into the listing price, and a
revision of the price may subsequently
occur.

The Cost of Listing

The cost of an IPO can be high. It has been
estimated that overall the cost is
approximately 4% of any amount raised, with
the cost ultimately borne by the investors.

The cost of the IPO as a percentage of capital
raised often rises inversely to the size of the
company, primarily due to the perceived
additional risk of smaller companies to the
underwriters who must contribute any
shortfall in the case of an undersubscribed
listing.

Buyout Funding
Companies in a mature stage o[ their life aye
Yefat ely s ablesa%oovxfe” eStdblished nthir
market with a proven record of cash flows
and profitability.

od known as 60 The
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A change of ownership is typically associated
with buyout funding and the most common
forms are a Leveraged Buy Out (LBO),
Management Buy Out (MBO) or Management
Buy In (MBI).

Time to List

Listing can take longer than expected and
companies tend to underestimate the amount
of time required to complete a listing.
Companies typically set overly ambitious
timeframes and do not always have suitable
systems and documentation in place before
starting the process.

The main factors that can delay an IPO
include:
o Unrealistic timetable.

o Complexity of preparation of financial
track record.

o Issues discovered during due diligence
take time to resolve.

» Finalising an effective capital structure.

o Revisions to business and strategic plans.
o Changing market conditions.

o Market congestion.

« Regulatory reasons.

Except for changing market conditions that

are outside a companyds co
to | PO6s can be eliminated
proper planning and preparation.

State Equity Expertise

State Equity has a high level of technical
expertise and practical experience in public
listings. We manage the entire process
ranging from:

o Board and corporate structuring;

o Assembling and managing other advisors
such as lawyers, accountants and
stockbrokers;

e Prospectus drafting and registration;

e Pricing the float;

o Marketing the offer; and

o Listing on the relevant stock exchange.
Our approach enables our Clients to continue
focusing on the performance management of

their business while we manage the
complete public listing process.
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Head Office: Level 21, 360 Collins Street, Melbourne, Victoria 3000 AUSTRALIA
Tel: +61 39629 9501 Fax: +61 3 9629 9503 Email: connect@stateequity.com.au Web: stateequity.com.au
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Authorised Representative of State Equity Group (Aust) Pty Ltd

Disclaimer

This guide is provided for general information purposes only and does not consider any specific objectives, situations or needs-that you
may have. You should not rely on the information provided in this guide. State Equity accepts no duty of care or liability to-you-or
anyone else regarding this guide and is not responsible to you or anyone else for any loss suffered in connection with-the use of this
guide or any of its content. For specific advice, please contact State Equity.
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