2~ KEY POINTS

WHAT IS THE ISSUE?

Succession planning for family firms
involves issues such as: whether new
generations can preserve or improve
company value more efficiently and
without full reliance on family finances
and connections; how families can be
assured that their firms will continue to
be run in a competent manner; and how
family members can partly or fully exit
the family business without generating
family feuds (e.g. around valuation and/
or who buys them out).

WHAT DOES IT MEAN FOR ME?
Advisors dealing with succession issues
may wish to consider listing family
businesses on a stock exchange as one
of the options.

WHAT CAN | TAKE AWAY?
Information on how smaller successful
family businesses (valued at GBP/EUR/
CHF500 million or below) can find a way
to resolve these issues by listing on a
stock exchange.

SUCCESSION 2.0

Leti McManus and Dr Ariel Sergio Goekmen
show how moving family companies forward through
IPOs can be dovetailed with succession planning

over responsibility to the younger

generation and moving into a non-
executive role is only a short-term measure.
Times change fast, and family firms need
tojuggle family issues with an increasingly
challenging business environment.
Especially in multigenerational businesses,
there are often schisms between passive
owners and those actively contributing to
success. Some family members may look
to exit while others are keen to remain
involved. There is also the question of
whether the family should allow external
parties (financial investors, strategic
partners, etc) to come to the table.

I n family-owned firms, an owner handing

SMALLER FAMILY BUSINESSES

DO GO PUBLIC

EXAMPLE

In March 2016, the son of the Watkin
Jones family took their ninth-generation
property development business
(established 1791) public on the London
Stock Exchange (LSE), with a market
cap of GBP255 million.

He opted for an initial public offering
(IPO) because it would give the firm a
greater profile and allow them to grow the
business. In a post-IPO interview with the
Daily Post, the son stated: ‘It also gives you
asense of purpose. If you are a successful
business, how do you keep driving that
business forward? You need a new challenge
and you are under more pressure because
you have to deliver, [you have]| to keep
getting better and coming up with ideas.’

The son became Group Managing
Director in 2003 after 13 years with the
firm. The father moved to be aboard
member until he retired right before
the IPO.

At IPO, the company raised GBP85.5
million of new capital through the public
market and the family sold shares worth
GBP46 million. They sold a further 18.5 per
cent of the company (worth GBP69 million)
ayear later, and now own 30 per cent of the
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share capital, currently worth more than
the value of the entire company pre-I1PO.
There are many more examples of
successful smaller listed businesses
where families chose to retain control.

WHY WOULD A FAMILY

BUSINESS GO PUBLIC?

An IPO gives the new generation an
opportunity to put its own mark on the
company, using modern and more efficient
funding options.

With access to new sources of equity
funding, the company should no longer
financially burden the family. The new level
of transparency and predictability means
the business should also be able to obtain
cheaper debt funding.

An IPO can actually accelerate company
development: it professionalises and
improves those areas of the business that
contribute to success, and also motivates
management and employees through
share/option schemes.

Public market presence also acts
as anew catalyst for the company’s
efforts, improving growth momentum
and motivation.

Family members can sell shares
through the open market, rather than
having to be bought out by relatives.

A clear and transparent share price solves
the potential issue of family disputes on
valuation. At the same time, the market
itself — rather than the family - is the one
assessing/validating the managerial
capabilities of the family member(s)
actively involved in the firm.

WHAT DO PUBLIC MARKET INVESTORS
LIKE ABOUT FAMILY BUSINESSES?
Investors feel their money is in safe hands.
Listed family businesses are established,
and have along history and long-term
vision. Families have a vested interest in
preserving what they have created over
time and continuing to grow the business,
pay dividends, etc.



WHAT DO PUBLIC MARKET

INVESTORS SCRUTINISE

IN PARTICULAR?

Investors will focus on:
how established and competent the
management team is (particularly if the
CEO is the son or daughter of the family);
the family’s willingness to be transparent
and to dedicate time to investor relations
in the long run; and
the family’s acknowledgment of external
investors’ opinions when making
decisions, etc.

CAN MAJOR STOCK EXCHANGES
ACCOMMODATE SMALLER

FAMILY BUSINESSES?

The table below reflects the September
2014 to September 2017 smaller company
IPO statistics of the LSE and Euronext.

A considerable number of the 236 smaller
companies that have come onto the
market are first- or later-generation
family businesses.

Number of smaller

Market cap company IPOs
at IPO
- (past three calendar years)
(GBP million
or EUR million) LSE EURONEXT
0-25 78 n
26-100 51 22
101-250 34 21
251-500 14 5

Source: LSE, Euronext. Table excludes
introductions, fund listings, SPACs and companies
raising funds purely to cover listing fees

Market choice depends on whether the
business is purely domestic or international,
and whether it has a particular affinity with
certain geographies.

PREPARING FOR AN IPO
The earlier preparation starts, the
smoother and cheaper the entire IPO
process will be. Preparation should ideally
start 24-36 months before the IPO and
include the following;:
Articulating a clear and solid investment
case, including unique selling points,
and positioning against competitors and
against the listed peer group, etc.

FEATURES
IPOs FOR FAMILY BUSINESSES
—

Implementing proper financial planning
with realistic targets. Management will
need to learn how to improve the quality
of budgets and forecasting, and how to
give credible guidance on earnings.
Restructuring/reconfiguring certain
elements of the corporate setup. Overly
complex corporate structures, units with
no synergy with the core business, etc,
could impede future understanding and
marketability of the company, and its
valuation and perceived transparency.
Implementing ‘good housekeeping’,
including appropriate internal processes
and controls (e.g. International Financial
Reporting Standards conversion

if applicable, tax documentation,

share-based compensation, and split

confidential v public information).

Understanding public market valuation

metrics early in order to adjust

expectations of the family members
involved (especially when family
businesses have never had their valuation
challenged by external investors before).

Understanding the functioning of public

markets by learning about: different

types of institutional investors and their
goals and expectations; how to interact
with analysts and brokers; what a smaller
company’s share price is generally
sensitive to, etc.

Family business owners are often not
aware that IPO preparation is also the
best way to prepare for a multi-track
approach: e.g. IPO, private round of funding
with external investors, trade sale or
strategic partnership.

Thatis because IPO preparation is the
most thorough process of ‘getting the house
in order’ and ‘becoming investor-ready’ a
family firm can go through; yields a more
streamlined, flexible and performance-
driven business; creates momentum, which
often generates company visibility; has a
positive impact on valuation; and increases
likelihood of a liquidity event happening,.

FINDING THE RIGHT ADVISORS
The IPO ecosystem consists of investment
banks/brokers, accountants, lawyers,
financial communication consultants, etc.
Itis essential to choose brokers that
specialise in working with smaller
companies who understand the company
well and have the right distribution
network among relevant smaller company
and sector specialists. That is because
IPOs that fail (for reasons other than
turbulent market conditions) are
difficult to revive, especially on the
same exchange.

LENGTH OF THE IPO PROCESS

Length can vary from three to 12 months,
depending on jurisdiction and the type of
chosen stock-exchange market segment
(main or junior). Junior segments are
designed particularly to suit smaller
companies that need cost and regulatory
flexibility and support from their retained
advisors (note: not all exchanges have
junior segments).

IPO COST STRUCTURE
The process-related component is linked
to the work of lawyers, accountants,
corporate financiers, etc. The more
homework the company does prior to
engaging in the actual IPO process, the
less likely it is to be faced with higher fees
for changes, amendments and work done
under time pressure during the IPO.
Fundraising fees depend on the
amount to be raised and the going rate
in the market where the deal is done.

CONCLUSION

Business-owning families should consider
IPOs when looking into options for

their companies. Even if the company

is eventually not listed on a stock
exchange, the process of thinking about
the future adds value to the firm and its
present owners.
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