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ORGANIZATIONAL SUPPORT FOR STRATEGY ELABORATION
ON AN INITIAL PUBLIC OFFERING

Medvedieva Irina, Ahapova Mariia. Organizational support for strategy elaboration on an initial public
offering. It was determined in the article that preparation of corporate sector entities for an IPO contributes to the
increase of corporate governance efficiency, as well as legal transparency of a company, improvement of business
reputation, which in their turn, ensure higher competitiveness. The dynamics of the IPOs of the Ukrainian companies
in 2005-2018 was analysed and the reasonability of such offering on the Warsaw Stock Exchange (WSE) was proved.
Based on the comparison of the WIG-Ukraine and the WIG-Poland indexes during the past five years, the existence
of certain barriers for domestic companies to IPO was proved, namely, the imperfect regulatory framework, political
uncertainty, low economic growth rate, pessimistic expectations of the market participants, high investment risks, and
inflation growth. It was proved that reasonability of implementation of the developed structural and functional model
(in the IDEFO notation) of IPO management for domestic business entities is determined by the need for efficient use
of the raised financial resources in order to ensure sustainability and adaptation to a change in the economic situation.

Key words: initial public offering (IPO), strategy, WIG-Ukraine, WIG-Poland, Warsaw Stock Exchange, Bal-
anced Scorecard (BSC) method, functional model.

Menseaesa L. b., Aranosa M. 0. Opranizauiiine 3a0e3neyeHnsi popMyBaHHA cTpaTerii NepBMHHOIO Y-
0JTiYHOTO PO3MileHHsI aKmiii. Y CTaTTi BCTAHOBJICHO, IIO IiJITOTOBKA CYO’€KTIB KOPIMOPATHBHOTO CEKTOPY 10
IPO cnpwusie migBuIIeHHIO e()EeKTHBHOCTI KOPIOPATHBHOTO YIIPABIIHHS Ta IOPUANYHOI MPO30POCTI KOMIIaHii, mMo-
KpAIeHHIO X IiT0BOI pemyTarlii, o, y CBOIO 4epry, 3a0e3meuye X OLIbIry KOHKYPEHTO3AaTHICTh. [IpoaHaizoBaHO
muHaMiky [PO ykpaiHchkux kommasii yrpomosxk 2005-2018 pp. Ta 00rpyHTOBaHO JAOIITBHICTH IEPBHHHOTO PO3Mi-
meHHs akiiid Ha BaprraBebkiii honmosiit 6ipxki (WSE) 3 orisiay Ha Taki KpuTepii: MOXKIIMBICTh PO3MIIIEHHS aKITii
KOMIIaHISIM 13 CEPEHBOI0 KalliTai3alli€ero, TOCTaTHO BUCOKA JiKkBiIIHICTHE W SE, HeoOMekeHmid 00CsT po3MillieHHS,
BITHOCHO HM3bKI BUTPATH Ha po3MilieHHs. J{OCTiKEeHO CTPYKTYpYy Ta JTUHAMIKY CTPYKTYpH MOpPThens iHISKCY
WIG-VYkpaina, 1o 103BOJIMIO 3pOOUTH BHCHOBOK IIPO BifICYTHICTh CTa0iIbHOI AMHAMIKM CTPYKTypH HOpT(hens
inaekcy WIG-YkpaiHa, a Takoxk Mpo mnepeBakaHHs B HboMy ynpoaoBx 2015-2017 pp. wactku (70 % nmoprdens)
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rommaHiiit KERNEL ta ASTARTA. Ha ocHoBi nopiBHsiHHS nuHamiku iHaekcy WIG-Ykpaina ta WIG-Ilonbma 3a
OCTaHHI IT’SITh POKIB JIOBEJICHO iICHYBaHHS IMEBHUX IEPETIOH BUXOJy BITUM3HSHUX KomiaHii Ha IPO, 30kpema, He-
JIOCKOHAITICTh HOPMATHBHO-TIPABOBOI 0a3M, MOJIITHYHA HEBU3HAYCHICTh, 3aHU3bKI TEMITH €KOHOMIYHOTO 3pPOCTaH-
HSI, TIECUMICTHYHI OYiKyBaHHS YYaCHHMKIB PHHKY, BUCOKI iHBECTHUIIiIHHI PU3MKU Ta 3pOCTaHHS iHGIANil. Y crarTi
pospobineno IDEF0 monenp GpopMyBaHHS KOMIIaHI€I TMEPBUHHOTO MyONiYHOTO PO3MIIIEHHS aKIliid, sika 3aBIsSKH
(hopmainizoBaHOMY OMHKCY BCiX MiJNPOIECiB, a TAKOXK XapaKTepy B3a€MO3B'SI3KiB MK HUMH JI03BOJIsIE 3a0€3MEYUTH
MIOBHE YSIBJICHHS SIK PO (DYHKLIOHYBaHHS JOCIIKYBaHOTO MPOLIECY, TAK 1 IPO BCl MOTOKH iH(opMmaii. JloBeaeHo,
10 JAOLUIBHICTb pealtizauii 3aponoHOBaHOI CTPYKTYPHO-(PYHKIIOHAIBHOI Moaeni ynpasiiHHa [PO BITUM3HAHUX
Cy0’€KTiB roCIogaproBaHHs 3yMOBJICHA HEOOXiTHICTIO €(DEKTHBHOTO BUKOPHCTAHHS 3alTy4CHUX (PiIHAHCOBUX pecyp-
CIB 3 METO0 3a0€3MeUYCHHs CTIMKOCTI Ta aJlanTarlii 10 3MiHU €KOHOMIYHOT CHUTYAIil.

Kuarouosi cioBa: nepunHe po3mimieHHs akiiid (IPO), crpareris, WIG-Ykpaina, WIG-ITonsmia, Bapmascbka
(dhonmoBa Oipxa, MeTon 30aancoBanux nokasHukiB (BSC), pyHKITIOHATEHA MOJIEITB.

MenseaeBa U.b., Aranosa M.IO. Opranu3zauuonnoe odecredeHue GopMUpPOBaHUS CTPATern NePBUYHO-
1o NyOJIMYHOr0 pa3MelleHus aKkuuii. B craTbe ycTaHOBIIEHO, YTO MOJITOTOBKA CYOBEKTOB KOPIIOPATUBHOI'O CEKTOPA
k IPO cniocoOcTBYeT MOBBIIEHHUO 3()(HEKTHBHOCTH KOPIIOPATUBHOTO YIPABICHHS H FOPHIUICCKOIN IIPO3PAIHOCTH
KOMIIaHUH, YAYYIICHAIO UX JEOBOM PEIyTalluy, YTO, B CBOIO 0Yepe/Ib, 00CCICUNBACT X OOJBIIYI0 KOHKYPEHTO-
cniocoOHOCTh. [Tpoananusuposana quaamuka [PO ykpanHckux kommnanwmii 3a 2005-2018 . 1 000CHOBaHA T1eJ1ECO-
00pa3HOCTh MEPBUYHOTO pa3MelleHus akiuii Ha Baprasckoii ¢honnoBoit oupxe (WSE). Ha ocHoBe cpaBHeHwMs 1H-
Hamuku nugexca WIG-Ykpanna u WIG-Ilonbia 3a mociennue msTh JIeT J0Ka3aHO CYIIeCTBOBAHHE ONPEACTIEHHBIX
TIPENSITCTBUM IS BBIXOZa OT€UeCTBEeHHBIX KoMmnaHui Ha [PO, B 4acTHOCTH HECOBEPILIEHCTBO HOPMATUBHO-IIPABO-
BOW 0a3bl, MOJUTUYECKAsI HEOIPEICICHHOCTh, HU3KHE TEMITBl 9KOHOMHUYECKOTO POCTa, IECCUMUCTUICCKIE OXKUIa-
HUSl YYaCTHUKOB PBIHKA, BBICOKME MHBECTUIIMOHHBIC PUCKU U POCT MHGIAIUH. Jloka3zaHo, 4TO 11e51eco000pa3HOCTh
peanuzanuu pa3padoTaHHON CTPYKTYPHO-(QYHKIIMOHAIBHON Mojienu ynpasieHusi IPO oTedecTBeHHBIX CyObEKTOB
X03HCTBOBAaHUS 00yCIIOBIIEHa HEOOXOAMMOCTHIO 2(PPEKTUBHOTO NCIIONB30BAHUS IPUBICUEHHBIX (PMHAHCOBBIX pe-

CYpPCOB B LCJISIX obecrieyeHus yCTOfI‘IPIBOCTI/I M ajianTaly K U'3BMEHEHHUIO0 SKOHOMUYECKOM CUTyaluu.

KutioueBsble ciioBa: epsuaHoe myonuanoe pazmernenue akuui (IPO), crparerus, WIG-VYkpanna, WIG-Ilomnbia,
Bapmasckas ponmoBas 6upika, MeTon coamaHcupoBaHHBIX mokaszareieit (BSC), pyHKIIMOHATTEHAS MOIETTb.

Formulation of the problem. Given the development
of economic competition, raising investment through an ini-
tial public offering (IPO) on the stock market has a bilateral
nature. On the one hand, a company holding IPO improves
the efficiency of corporate management and brand image,
increases transparency, thereby strengthening its competi-
tive position. On the other hand, it is the increased supply of
investment opportunities from successful technologically
advanced companies that boosts the competition during a
shares sales process on the securities market. Consequently,
elaboration of the strategy of an IPO by a business entity is
becoming more and more relevant.

Analysis of recent research and publications. Issues
of preparation and holding IPO are highlighted in the works
of domestic [3; 4; 5; 6; 7] and foreign [8; 9; 10; 11; 12]
scholars. However, in view of the decreasing confidence in
Ukrainian financial institutions, weaknesses of the pruden-
tial regulation, and insufficient legal protection of private
property rights, the emphasis on a scientific grounding for
company’s preparation process for an IPO is growing.

The purpose of the article is to improve methodological
support for the process of elaboration of IPO strategy by
business entities.

Presentation of the main research material. Regard-
ing the economic essence of the notion of IPO, the authors
adheres to the idea stated in the work [15, p. 31], accord-
ing to which IPO is considered as a process of an initial
placement of ordinary or preferred shares on a public
stock market in order to raise additional investments in
the company’s equity capital. While holding IPO, a com-
pany becomes public, which enables it to raise a significant
amount of financial resources from international stock mar-
kets, receive loans and place bonds at low-interest rates.

As for the IPOs of Ukrainian companies, there were
26 placements on the international markets during 2005-
2012. However, losses of foreign investors on shares of
domestic companies, low credit ratings, non-transparent
reporting of Ukrainian issuers, and unfavourable invest-
ment climate led to the fact that none of the Ukrainian com-
panies held initial or secondary public offering of shares
during 2013-2018 [2]. At the same time, as it is noted in
[1], «... a delayed for 2-5 years prospect of holding IPO by
Ukrainian companies does not change the fact that for most
companies, this way of raising capital remains the most
attractive in the long run from a financial and reputational
perspective. That is why, even in the situation of instability,
companies continue to prepare for IPO...»

It should be noted that the most popular platform among
the Ukrainian enterprises is the Warsaw Stock Exchange
(WSE), which is the most promising and dynamic among
European stock markets. For Ukrainian business entities,
it is the WSE that is highly attractive because it provides
an opportunity to place shares for mid-cap companies; the
WSE liquidity is high enough; the volume of placement
is not limited; placement costs are lower than such on the
London Stock Exchange (Table 1).

As represented in Table 1, the volume of fees is an
interval value, which depends on the capitalization of an
issuer and the volume of placed shares.

It is important that since 2010 the WIG-Ukraine index
is calculated by WSE along with the WIG-Poland national
index. This index includes companies that meet the follow-
ing criteria: 10% of shares must be in a free float; the value
of such shares must exceed €1.0 million; the market capi-
talization of the company should not be less than €5.0 mil-
lion; shares of the company must be liquid. According to
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Table 1
Fees for holding an IPO
Volume of fees by exchanges, $ ths.
New York London Stock London Stock Exchange Singapore
Type of fee Stock Exchange (main | (Alternative Investment W;l:cal‘:; :tZCk Stock
Exchange market) Market) g Exchange
Fee for bid admission 125-250 77.5-682 17.64-32.91 1.5-6.5 20-76
Annual fee 35-500 18.21-77.5 9.38 4-15 7.5-18.6

Source: [16]

the latest WSE report (as of the end 2017) [16], the WIG-
Ukraine index portfolio included the following companies:
KERNEL, ASTARTA, OVOSTAR, Industrial Milk Com-
pany SA, AGROTON, MILKILAND, KSGAGRO.

The dynamics of the WIG-Ukraine index portfolio
structure are given in Table 2.

According to Table 2, it was concluded that there is no
stable dynamics of the WIG-Ukraine portfolio structure.
During 2015-2017, around 70% of the portfolio belonged
to the two companies — KERNEL and ASTARTA.

The structure of the WIG-Ukraine portfolio as of the
end of 2017 is represented in Fig. 1.

As can be seen from Fig. 1 and Table 2, the WIG-
Ukraine portfolio included exclusively agro-industrial
enterprises throughout the all investigated periods: the
largest shares of 40.84% and 34.85% belong to KERNEL
(the biggest manufacturer and exporter of sunflower oil in

Ukraine) and ASTARTA (agricultural holding operating in
the field of sugar and agricultural production) respectively.
It should be noted that as of June 2019 [18], the most
actively traded shares are those of AGROTON, KERNEL,
Industrial Milk Company, ASTARTA, and OVOSTAR.

The dynamics of the WIG-Ukraine and the WIG-
Poland indexes for the past five years are provided in Fig.
2 and Fig. 3 respectively.

The data presented in Fig. 2 and 3, demonstrate a sig-
nificant excess of the WIG-Poland index over the WIG-
Ukraine. For instance, their minimum values differ more
than 180 times, and the maximum ones — more than
140 times. Regarding the comparative dynamics, the WIG-
Poland index is characterized by a generally positive trend
since January 2016 (its value increased from 45,518.52 to
59,847.80 respectively, see Fig. 3) while the dynam-
ics of the WIG-Ukraine is characterized by leaps. Since

Table 2
Dynamics of the WIG-Ukraine index portfolio structure

Share in portfolio by years Change of share by years

Company 2015 2016 2017 2016 2017
ASTARTA 0,356 0,401 0.384 0.045 -0.052
KERNEL 0.405 0,386 0.408 -0.020 0.023
OVOSTAR 0.145 0,104 0.107 -0.041 0.003
IMCOMPANY 0.067 0.065 0.099 -0,002 0.035
AGROTON 0.007 0.023 0.020 0.015 -0.003
MILKILAND 0.013 0.014 0.010 0.000 -0,004
KSGAGRO 0.006 0.009 0.008 0.003 -0,001

Source: formed by the authors according to [16]
AGROTON; MILKILAND;
193 097%  KSGAGRO
IMCOMPANY; Wi 0.80% ’
9,94% — ’
OVOSTAR;
10,68%
\ KERNEL;
40,81%
/
ASTARTA;
34,85%

Fig. 1. Structure of the WIG-Ukraine portfolio as of the end of 2017

Source: [16]
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Fig. 2. Dynamics of the WIG-Ukraine index
Source: formed by the authors according to [18]
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Fig. 3. Dynamics of the WIG-Poland index

Source: formed by the authors according to [18]

December 2014 till April 2017, a tendency to increase is
observed (index value changed from 244.26 to 655.45, see
Fig. 2), and then the index fell one and half times to the
level of 425.65 (see Fig. 2).

The invariability of the index portfolio structure and
significant fluctuations of its volume indicate the existence
of certain barriers for domestic companies to [PO. Accord-
ing to a PWC study [ 18], the factors that hinder the develop-
ment of the IPO market of the Ukrainian corporate sector are
as follows: imperfect regulatory framework (32%), political
uncertainty (29%), pessimistic expectations of the market
participants (10%), inflation growth (4%), high investment
risks (7%), and low economic growth rate (13%).

Undoubtedly, one of the areas of development for IPO
market is the strengthening of measures to modernize the
protection of consumers’ and investors’ rights, as well as

the creation of conditions for free movement of capital,
proposed in the Comprehensive Program of Ukrainian
Financial Sector Development until 2020 [20]. However,
given the long-lasting procedure of preparation for IPO,
the corporate sector needs to start preparation in advance,
forming the strategy of its activities.

To clarify the nature of the company’s preparation for
IPO, the IDEFO model of the analysed business process
was elaborated by the authors. Business process refers to
a logically complete set of interconnected and interacting
activities that support company operation and implement
its policy aimed at achieving the set goals [13].

Note that the application of a process system to the
management of IPO, along with the identification and
interaction of such processes, and process management,
should be based on a process approach. One of the most
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common methodologies based on this approach, allowing
one to create a functional model (description) of complex
systems and processes, is the IDEF0 methodology.

The purpose of creating a functional model of a business
process is the necessary and sufficient formal description of all
the subprocesses that make up the simulated process, as well
as the nature of interrelationships between them. Such a model
is able to provide a complete picture of both functioning of the
investigated process and all the streams of information.

Context IDEFO model diagram representing the busi-
ness process of elaboration of the company’s IPO strategy
is shown in Fig. 4.

According to Fig. 4, the process of the managing IPO
is guided by three elements: the strategy of raising capital,
regulation documents, and listing requirements of stock
exchanges.

The mechanism for implementing this process is pro-
vided by a company’s management, marketing department,
and underwriter.

The input of this process comprises the data on an issuer
(charter, registration, etc.), data on a company’s financial
position, information about the future issue of securities.

The result of the simulated process, namely an output from
the functional block A0 (see Fig. 4), is the strategy of IPO.

The second stage of modelling the business process
of elaboration of an IPO strategy is decomposing of the
context diagram (block A0 in Fig. 4), which results in a
diagram that displays the stages of the process presented in
the context diagram.

The diagram of the decomposing of the context dia-
gram is shown in Fig. 5.

Decomposing of the context diagram (see Fig. 5)
allowed determining the logic of managing IPO, which is
as follows:

- to determine the appropriateness of holding an IPO
(block A1): the company management has to make a mana-
gerial decision regarding the company’s preparation for the
IPO. The main purposes of this stage are: determining the
weighted average cost of the company’s capital, calculat-
ing the value of equity by the CAMP model, and estimation
of the cost of conducting the IPO;

- to select the stock exchange (block A2). Selection is car-
ried out by the company management and marketing depart-
ment in order to determine an acceptable stock exchange. The
main purpose of this stage is to study the requirements of the
stock exchanges to issuers (listing procedures and require-
ments, rules of floatation, disclosure requirements) and cost
determination (initial one-time and annual fees);

- to make an integral assessment of the company’s
readiness for the IPO (block A3). This process is performed
by company management and an independent auditor. It
results in the report on the level of readiness of the com-
pany to the IPO;

- to elaborate the IPO strategy (block A4).

The diagram of decomposing the business process of
integral assessment of a company’s readiness for the IPO
(block A3 in Fig. 4) is shown in Fig. 6.

According to Fig. 6, the process of integral assessment
of a company’s readiness for the IPO envisages: to define
the strategic goals of a company (block A31), to define the
factors influencing enterprise capitalization (block A32), to
define key performance indicators and their values (blocks

WKOPVICTOBYETHCS B: P: Mensencsa aata: 05.06.2019lllPozrosnaeTbEn yuTAY LATA| KOHTEKCT:
MNPOEKT: 1PO PEBIZIS: 24.06.2019)  [MOPHOBMK BEPX
PEKOMEHAOBAHO
SAYBAXEHHA: 12345678910 NYBNIKALLILA
The strategy of
raising capital Listing Regulation
requirements of documents
stock exchanges
Yy v T
The data on an ssuer
(charter, registration, etc.)
:

Data on the financial
position of a company

Information about the future
issue of scouritics

To create the initial public
- offering strategy (IPO)

The imitial public offering strategy
(IPOY)

AD
' ) A A
Company’s Marketing
[]lﬂl]ﬂgClllL‘l'll dcparlnu:m
. Foreign
Underwriter Auditor

‘inka: A-Q Hazea:

Homep: 1

To create the initial public offering strategy (1PO)

Fig. 4. Context IDEF0 model diagram of the business process of creation of an IPO strategy
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Fig. 6. The diagram of decomposing a business process of integral assessment of a company’s readiness for the IPO

A33, A34), to calculate the integral index of company’s
readiness for the IPO (block A35).

In order to identify strategic goals, it is reasonable
to use the method of the balanced scorecard (BSC) by
D. Norton and R. Kaplan [14], which results in determin-
ing the factors of market capitalization, which, in their
turn, are the basis for the next stage. Identification of the
factors influencing capitalization is also carried out basing
on the BSC method, which results in the systems of indi-
cators, required to determine the key characteristics of a
company’s activity and their values.

Hereafter, a chart of the relationship between the norma-
tive and actual values is drawn. During the next step, an inte-
gral index of a company’s readiness to the IPO is calculated.
The obtained value makes it possible to generate a report on
the readiness of the company to the IPO and provide conclu-
sions on the possible fast IPO on the stock exchange.

The diagram of decomposition of the business pro-
cess of an IPO strategy elaboration (block A4 in Fig. 4) is
represented in Fig. 7.

According to Fig. 7, an IPO strategy elaboration is
executed by company management and an underwriter.
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) Decision regarding the company’s
Regulation preparation for the [PO

documents
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Fig. 7. The diagram of decomposition of the business process of an IPO strategy elaboration

The main subprocesses of this stage are as follows: to pre-
pare for holding an IPO, to define the reference scenarios
for an IPO, to elaborate a profile of choosing a particular
scenario. Managerial decisions regarding IPO and relevant
regulatory documents serve as the basis for planning IPO
implementation. Hereafter, while determining the reference
scenarios for an IPO and elaborating the profile of choosing
a particular scenario, the additional mechanism of a strategy
elaboration is used which is the Balanced Scorecard (BSC)
method. The result of the phase is a strategy of an IPO.
Conclusion. Thus, the proposed structural and func-
tional model allows formalizing and improving the pro-

and implementation of the IPO management model for
domestic business entities is determined by the need for
efficient use of the raised financial resources in order to
ensure sustainability and adaptation to a change in the eco-
nomic situation. Using CASE-tool for modelling a busi-
ness process of a business entity allowed presenting the
business process of managing IPO in the IDEFO standard
and, after its subsequent decomposition, visualizing the
scenarios of a company management activity while per-
forming its duties on the simulated subject area. Further
research involves the development of methodological sup-
port for the integral assessment of a company’s readiness

cedure of managing IPO. The reasonability of elaboration  for IPO based on the Balanced Scorecard.
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