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Abstract 

Background: During the last two years, Swedish Private Equity (PE) companies have increased 
their investments significantly. Easy access to capital, as well as inexpensive leverage, has led to an 
increase in activity of PE buy-outs of market leaders with strong cash flow. The competition for 
objects that are for sale has amplified, which has resulted in price increases of the objects. The 
higher prices offered by the PE companies also affects the number of initial public offerings (IPO) 
on the Stockholm Stock Exchange. One reason for the small number of current IPOs is that the 
objects simply have been valued higher by PE companies than they would do in an IPO. 

Purpose: The purpose with this thesis is, from a shareholder’s point of view, to analyze and de-
scribe the reasons of making an IPO instead of selling to a PE company. 

Methodology: Since the research is based on gathering and understanding information regarding 
specific persons’ choices and motives, a qualitative approach has been conducted. The research 
sample contains of all companies that made an IPO on the Stockholm Stock Exchange between 1 
January 2005 and 1 April 2006. Interviews have been made with each company’s Chairman of the 
Board of Directors, since the authors believe that these individuals are the ultimate shareholder rep-
resentatives. The interviewees were allowed to speak freely, even though the major questions had to 
be followed in a chronological order. 

Conclusion: All the main motives of the IPO could have been achieved by selling to PE company, 
except the motive of attaining share liquidity. One of the attractive reasons for share liquidity is that 
shareholders easily can choose between reducing ownership, increasing ownership or remain with 
existing shares. Another attractive reason is that financial institutions normally become sharehold-
ers, which in turn increases the credibility of the company. Eight out of the ten companies had par-
allel plans to the IPO; most of them including a possible PE buy-out scenario. However, no PE 
company offered a price high enough for the individual companies. Either the existing owners re-
ceived a better IPO price, or the remaining owners believed that the stock exchange would out-
perform the PE price offers in the long-run. Theory means that buy-out has got its advantages 
compared to IPO, but the empirical findings show that the alternatives were on the contrary quite 
similar. The single advantage with a possible buy-out was that it would demand less, or at most 
equal, work load in terms of preparation before the sale. However, the negative part with the IPO 
was that it was considered expensive as well as it took energy and distraction of focus it took from 
the management team. 
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Sammanfattning 

Bakgrund: Under de senaste två åren så har svenska Private Equity-bolag ökat sina invester-
ingar signifikant. Enkelheten i att anskaffa kapital, såväl som billig skuldsättningsgrad har lett 
till en ökad aktivitet från PE-bolagen genom uppköp av marknadsledande bolag med starkt 
kassaflöde. Konkurrensen för attraktiva företag som är till salu har ökat nämnvärt, vilket i sin 
tur har lett till prisökningar på de utsatta bolagen. De högre värderingarna från PE-bolagen 
påverkar också antalet börsintroduktioner på Stockholmsbörsen. Ett skäl för de allt färre 
börsintroduktioner kommer av att bolagen har blivit högre värderade av PE-bolagen jämfö-
relsevis med en värdet av en börsintroduktion. 

Syfte: Avsikten med denna uppsats är att, från aktieägarens synvinkel, analysera och beskriva 
de olika skäl som finns för att gör en börsintroduktion istället för att sälja till ett PE-bolag. 

Metod: Undersökningen är baserad på att samla och förstå information gällande specifika 
personers val och motiv med ett kvalitativt synsätt. Urvalet från undersökningen innehåller 
alla företag som har genomfört en börsintroduktion på Stockholmsbörsen mellan 1 januari 
2005 och 1 april 2006. Intervjuerna har genomförts med varje styrelseordförande, i och med 
att författarna tror att dessa företrädare är de bästa representanterna för aktieägarna. De per-
soner som lät sig intervjuas fick tala fritt, även om de större frågorna var tvungna att följas i 
kronologisk ordning. 

Slutsats: Alla motiv för att genomföra en börsintroduktion kunde ha uppfyllts genom att 
sälja till ett PE-bolag, förutom motivet om att uppnå likviditet i aktierna. Ett av de attraktiva 
motiven för likviditet i aktier är att aktieägarna kan välja mellan att minska ägandet, öka 
ägandet eller bibehålla de nuvarande aktierna. Ett annat attraktivt skäl är att finansiella insti-
tutioner normalt ansluter sig som aktieägare, vilket i sin tur ökar trovärdigheten av företaget. 
Åtta av det tio företagen hade parallella planer längs med arbetet med börsintroduktionen. 
De flesta av bolagen hade i åtanke att sälja till ett PE-bolag vid eventuellt gynnsamt bud. 
Dock fanns det inga PE-bolag som bjöd ett tillräckligt bra pris för de individuella bolagen. 
Antingen så erhöll de dåvarande ägarna ett bättre pris från börsintroduktionen, eller så trod-
de de återstående ägarna på att börsen i framtiden skulle prestera bättre än PE-bolagens bud. 
Enligt teorierna har buy-outs fler fördelar jämförelsevis med börsintroduktioner, men de 
empiriska undersökningarna visar att de två alternativen var likvärdiga. Den enda fördelen 
med en eventuell buy-out var att det skulle begära mindre eller samma arbetsbelastning i 
termer av förberedelser. Dock så ansågs en börsintroduktion vara dyr såväl som att den tar 
energi och fokus från ledningen. 
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1 Introduction 

As an introduction we present the background for the thesis, which narrows down into the problem defini-
tion and purpose. We also clarify some central terms for the reader by making definitions of frequently used 
words and conceptions in the thesis. 

1.1 Background 

During the last two years, Swedish Private Equity companies have increased their invest-
ments significantly and reached the same high investment level of the peak year 2000. 
Though, the trend is not only that total investments are increasing, it is also a shift in the 
Private Equity (PE) focus. The early phase investments, i.e. venture capital, are decreasing 
while the purchases of companies/units, i.e. buy-outs, are increasing. Instead of focusing 
on venture capital to innovative and unique business ideas, the PE companies are now fo-
cusing on buy-outs of market leaders with strong cash flow. (Svenska Riskkapitalförenin-
gen, 2005). 

With more trustworthy investment objects, i.e. market leaders with strong cash flow, and a 
recent good track record for PE buy-outs, banks, pension funds, mutual funds, hedge 
funds and others are eager to invest in the PE companies’ buy-out funds. This easy access 
to capital, as well as present low interest rates that make leverage inexpensive, has led to an 
increase in activity of PE buy-outs. The competition for objects that are for sale has there-
fore amplified, which has resulted in price increases of the objects.  

The higher prices offered by the PE companies also affects the number of initial public of-
ferings (IPO) on the Stockholm Stock Exchange. One after another, companies that have 
been planning for an IPO have instead been acquired by national or international PE com-
panies (Dagens Industri, 2005-12-10). Tom Berggren, CEO for Svenska Riskkapitalfören-
ingen, says in an article in Dagens Nyheter (2005-07-15) that one reason for the small num-
ber of current IPOs is that the objects simply have been valued higher by PE companies 
than they would do in an IPO. Further, Anders Nyren, CEO of Industrivärden, even says 
that the significance of the stock exchange is decreasing in terms of capital procurement 
and that the PE market has come to stay as an alternative market place (Veckans Affärer, 
2005-05-16).  

In 2004, capital under management of the PE industry had a value of 238 billion Swedish 
kronor, or comparably 10% of the Stockholm Stock Exchange market value (Svenska 
Riskkapitalföreningen, 2005). Björn Savén, CEO of Industri Kapital, writes in an article in 
Dagens Industri (2005-07-28) that the advantages of this new PE market place are that the 
company has got few owners, centre of attention is to focus on business essentials not 
stock exchange formalities and the effective and quick access to capital procurement.  

These articles all indicate an increase in buy-outs, hence a bigger role of the PE market and 
its companies. The role of the PE companies has become larger today and the question is 
whether or not the trend will continue to increase the importance of Private Equity.  

During 2004, only six IPO’s took place. This was the year when the analysts expected a 
break-up of the ice, and an increase of IPO’s since it had to change after a year without one 
single regular IPO in 2003. However, this did not occur. Instead, the Stock Exchange has 
been drained on companies and about fifteen companies have been acquired and de-listed 
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from the OMXS. The six companies that did go public had different outcomes, only two of 
them had an increase of their stock value (Dagens Industri, 2004-12-27). 

In figure 1 we can see the development of investments through buy-outs and the number 
of IPOs from 2001 to 2005. 

Buy-outs and IPOs from 2001 to 2005
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 Figure 1 – Buy-outs and IPOs from 2001 to 2005 (combination of data OMX, 2006 & Svenska 
  Riskkapitalföreningen, 2005) 

As we can read out from the graph, IPOs has diminished from 25 in 2001, to between 5 
and 10 in the last couple of years. During the same time, investments through buy-outs 
have increased in the last two years from SEK 6 000 billion to approximately SEK 38 000 
billion.  

However, we do know that IPOs are made for a reason. Nine IPOs were made in 2005 and 
four IPOs were conducted during the first quarter of 2006 (OMX, 2006). This may be a 
special occurrence, but maybe this is an upcoming trend where decision makers grasps after 
the known positive effects by going public such as publicity, ability to raise capital through 
issuing new shares, getting a market value, and using an IPO as an exit motive.  

The question is whether or not the advantages for going public are sufficient enough, if we 
are to compare with the hot PE market and the highly valued companies that are present in 
Sweden right now. 

1.2 Problem 

In order to evaluate this phenomenon further, it is crucial to discuss the basic reasons to 
make an IPO. According to Brealey and Myers (2003), there are two reasons for going pub-
lic. One is to offer new shares to raise additional cash for the company, and the other is to 
make it possible for the shareholders to sell some of their existing shares. These two rea-
sons are often combined, even though the raising of additional cash normally is the main 
objective (Brealey & Myers, 2003). 

However, these two reasons can also be fulfilled on the PE market. The PE buy-out funds 
can acquire new shares in order to join as an additional partner of the company, and 
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thereby raise additional cash for the company. The PE buy-out fund can also acquire exist-
ing shares from the existing shareholders. 

According to the current tendencies described in Chapter 1.1, it seems like the rational 
shareholder would prefer putting the company for sale on the PE market instead of making 
an IPO. Still, IPOs at the Stockholm Stock Exchange do not come to an end. What, in a 
shareholder’s point of view, are the reasons to make an IPO instead of selling shares to a 
PE company? 

1.3 Purpose 

The purpose with this thesis is, from a shareholder’s point of view, to analyze and describe 
the reasons of making an IPO instead of selling to a PE company. 

1.4 Definitions 

In order for the reader to clearly follow our discussion throughout the thesis, we would like 
make some definitions of the terms we will use. 

The first term to clarify is Private Equity (PE) and its sub-terms, which are described below 
in Figure 2. In this thesis the centre of attention is buy-outs, since only those objects are in-
teresting in our research, i.e. comparing with IPOs. The characteristics for buy-out objects 
are that they have a leading market position, competent management, high potential for 
profit improvements, strong cash flow and are independent of business cycles (Svenska 
Riskkapitalföreningen, 2005).  

However, it must be stressed that buy-outs are activities. In other words, Venture Capital 
companies can exist, but not Buy-out companies. Instead Private Equity companies can 
make buy-outs, or start buy-out funds. In order to simplify the use of terms in the thesis, 
selling to a PE company is equal to a buy-out. When comparing IPO to buy-out, one might 
think that a company needs to be listed in order to be bought out. Though, the term out in 
this sense only aims at the previous owners, not depending on the company being private 
or public. 

 

 

Venture Capital 

… in early phases, with active but 
time limited engagement. 

Buy-outs 

… through purchase of         
companies/units, with active but 

time limited engagement. 

Business Angels 

… private investors providing   
finance and business experience. 

Private Equity 

… equity capital to unlisted com-
panies. 

Figure 2 - Definition of Private Equity (Svenska Riskkapitalföreningen, 2005) 
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When discussing buy-outs, it is also important to describe the concept as well as its sub-
definitions. According to Sharp (2001) the sub-definitions are as follows: 

• Management Buy-out (MBO). The acquisition of a company by a combination its cur-
rent management team and private equity investors. 

• Institutional Buy-out (IBO). The acquisition of a company by a private equity investor 
(or syndicate of investors) with no, or very limited, equity participation from the 
management team. Similar for the IBOs are that the vendor of the company will 
seek to obtain the highest possible price for it by appointing a corporate finance 
advisor to secure competing bids from investors, i.e. sale by auction. 

• Secondary Buy-out. The refinancing of a private equity-backed company by new an 
investor, which usually sees an exit for the original investor. 

Since this thesis focuses on companies facing the alternative of making an IPO, only com-
panies of significant sizes are discussed. Therefore, we argue, MBOs are not an alternative 
for the company, i.e. management simply cannot put up enough capital. Instead, the gen-
eral term buy-out in this thesis is used to describe IBOs and Secondary Buy-outs. However, 
IBOs and Secondary Buy-outs can be managed in different ways to meet different invest-
ment demands. The PE buy-out funds can acquire the company as a whole, acquire exist-
ing share from the existing shareholders or join as an additional shareholder in order to 
raise additional cash for the company.  

The second term to clarify is Initial Public Offering (IPO). An IPO normally happens in two 
steps – primary and secondary offering. In the primary offering, new shares are sold to 
raise additional cash for the company. This is done before the stock is actually traded pub-
licly. In the secondary offering however, the current owners are looking to sell some of 
their existing shares, as well as offering the public to trade the shares with each other. 
Normally, when a company makes an IPO, the main intention is to raise new capital for 
the company. On the other hand, there are also events when no new capital is raised and all 
the shares on offer are being sold as a secondary offering by existing shareholders. (Brealey 
& Myers, 2003) 

In Figure 3, the primary and secondary markets are visually presented. 
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Figure 3 - Primary and secondary markets (Arnold, 2002) 
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2 Methodology 

When writing a thesis there are several approaches to consider in order to analyze the problem efficiently. 
One has to decide upon a method that assists the research and the interpreting of the data, as well as suiting 
the particular questions and purpose. The choice of method will then help the researchers to achieve the best 
possible conclusions.  

The different types of alternatives that have to be made are whether to perform a qualitative or quantitative 
method, an inductive or deductive approach and whether to use primary or secondary data in the research. In 
the text below we briefly explain these different approaches and also clarify why we have chosen the ones we 
have. 

2.1 Qualitative Approach  

There are two different types of approaches that can be used when analyzing data. One is 
called qualitative; the other is called quantitative (Zikmund, 2000). The approach to use de-
pends upon the thesis’ approach, and upon the kind of data collected. 

To explain the two approaches uncomplicatedly, according to Åsberg (2001), qualitative 
data is described by words while quantitative data is described by numbers. That is a plain, 
but also a comprehensible, explanation of these two methods. However, to give further 
depth to the understanding of the qualitative method, Lundahl and Skärvad (1999) explains 
that the qualitative method’s purpose is to interpret and understand how people experience 
a certain situation and to what significance it has for their decisions and actions. In this the-
sis’ case the situation is the crossroad the shareholders of a company stands before, when 
considering different options for acquiring new capital or selling existing shares. The rea-
sons could also be more complicated than just capital procurement, such as other underly-
ing reasons for the choice. Since we need to gather and understand information regarding 
specific person’s choices and motives, we believe that the qualitative approach is the most 
suitable for the research. The quantitative approach on the other hand, according to Lun-
dahl and Skärvad (1999), is a way of analyzing a problem by interpreting and comparing 
numerical data. Considering this, a quantitative data research regarding the decision making 
would be rather impossible.  

Lundahl and Skärvad (1999) explain that the qualitative method often uses interviews, 
questionnaires or in depth data to analyze and interpret a certain situation and word wise 
explain it. Further, an advantage with a qualitative approach is also the nearness and depth 
to the problem. In order to fulfil this, we have chosen to make interviews with the eleven 
companies that made an IPO on the Stockholm Stock Exchange between 1 January 2005 
and 1 April 2006. Since the decision of going public or selling to a PE company is a share-
holder matter, we wanted the shareholder’s perspective of the situation. Though, making 
interviews with all shareholders, at the time of each company’s IPO, would have been too 
time-consuming.  

However, the shareholders of a company appoint a Board of Directors, consisting of sev-
eral persons, which represent the shareholders in the company. Still, interviewing the com-
plete Board of Directors in all eleven companies would also be too comprehensive. In-
stead, we wanted someone that that could act as a representative for the shareholders and 
therefore limited ourselves to find one interviewee from each company. The result was that 
we did chose to interview each company’s Chairman of the Board, since one can assume 
that this person has got most knowledge regarding the company’s strategic choices, from a 
shareholder perspective. 
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2.2 Deductive Approach 

In order to further analyze the problem, we have to decide upon which approach to use 
when attacking our problem. Deduction and induction are two alternative ways for a re-
searcher to relate theory with the empirical findings (Patel & Davidsson, 1994). 

According to Patel and Davidsson (1994), an inductive approach to a research means that 
the author tries to formulate a theory based upon the empirical findings. However, Patel 
and Davidsson (1994) mean, if an author decides to use the deductive approach to conduct 
a research, the author draws conclusions from theories already existent. From these theo-
ries the author can derive different problems or purposes that can be tested empirically. 
Since we will use existing theories regarding IPO and PE to form the questions for the 
empirical study, our choice of approach to the thesis is deductive. The Theoretical Frame-
work will be narrowed down into a Theoretical Discussion, where pros and cons with IPO 
and PE will be summarized. From this theoretical summary, the empirical questions will be 
derived. With these questions formulated we will perform interviews to receive information 
of choices and motives regarding making an IPO and selling to a PE company. 

Patel and Davidsson (1994) further mean that when a researcher uses existing theories, it is 
considered that the thesis stay more objective compared to an inductive approach. Never-
theless, the researcher will be limited to existing theories that later on will put limitations 
from reaching new sides and breakthroughs to the problem, and no new theories will be 
derived. Aware of that the deductive approach has its limitations; we will analyze the em-
pirical findings and hopefully draw conclusions that will form new knowledge.  

2.3 Primary Data Collection 

When writing a thesis a choice has to be made regarding how to collect data about the 
study and how this data will be used to fulfil the purpose. The researcher has to consider 
the amount of data needed and how detailed the analysis is going to be. Patel and Davids-
son (1994) mean that there exist two different types of data collection to conduct a study, 
primary or secondary data. 

According to Patel and Davidsson (1994), secondary data consists of different data already 
collected by another researcher for an earlier research, or purpose. These kinds of data can 
be found in earlier researches, in literature and in databases. According to Patel and 
Davidsson (1994), primary data consists of the specific data that the researcher has gath-
ered for specific purposes. The data collected is highly usable due to the fact that it is gath-
ered for a single purpose and research, as well as it will only be interpreted by the author 
before using the data. Since there do not exist any secondary data for this research, i.e. in-
terviews made of the specific Chairmen, we have chosen to use primary data in our thesis. 
This data will be collected by making interviews of each company’s Chairman of the Board 
of Directors at the time of the IPO.  

The primary data research can be steered in a precise direction and hence get the exact in-
formation needed. One disadvantage with collecting primary data is that it is time consum-
ing and will therefore not be of a large sample if time is not committed. A large sample is 
required if the research shall apply for a larger population, often necessary to give a reliable 
conclusion. (Patel & Davidsson, 1994) 

By making specific interviews with the Chairmen of the companies, we can form the ques-
tions so that it fits the purpose of this thesis as well as making interpretation without any 
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“middle hand”. However, we are fully aware of that the Chairmen represent a vast number 
of shareholders and therefore not to 100 per cent can represent them. We are also aware of 
that the population of eleven companies is quite small, even though it represents all of the 
companies that actually made an IPO during the time period. 

2.3.1 Research Sample 

We will limit our research to the Stockholm Stock Exchange (OMXS) and the IPOs that 
were made there between 1 January 2005 and 1 April 2006. The reason for this limitation 
of time is that the PE companies were very active during 2005 and that 1 April 2006 is the 
starting date of our empirical study. One can argue that the research could be extended in 
time, but due to the time consuming interviews we had to limit the research. 

From all the IPOs during the chosen time period, we have decided to exclude two IPOs 
from this study. The reason for this is that both companies have got major listings on other 
stock exchanges, and the Stockholm Stock Exchange just is secondary listing. These com-
panies are Old Mutual plc (IPO on 2 February, 2006) and EpiCept Corporation (IPO on 
11 January, 2006). With these two IPOs excluded, the following companies will be studied: 

• GANT  Company AB  (IPO on 28 March 2006) 

• KappAhl Holding AB  (IPO on 23 February 2006) 

• Hakon Invest AB   (IPO on 8 December 2005) 

• Orexo AB    (IPO on 9 November 2005) 

• TradeDoubler AB   (IPO on 8 November 2005) 

• Hemtex AB    (IPO on 6 October 2005) 

• Indutrade AB    (IPO on 5 October 2005) 

• Invik & Co. AB   (IPO on 1 September 2005) 

• Gunnebo Industrier AB  (IPO on 14 June 2005) 

• Connecta    (IPO on 30 May 2005) 

• Wihlborg Fastigheter AB  (IPO on 23 May 2005) 

All of the above companies (more specifically the companies’ Chairman of the Board of 
Directors), except Wihlborgs Fastigheter AB, was willing participate in the interviews. The 
reason for the Chairman of the Board of Wihlborgs Fastigheter AB for not participating 
was simply time restraint. The above studied companies are further described in Appendix 
A.  

2.3.2 Interviews 

In order to get in contact with the Chairmen of the Board of Directors, we started out to 
browse each company’s web page in order to find the right person. After having done that, 
we formulated a letter (see Appendix B) that we sent as a first contact. In this letter we also 
pointed out that each Chairman’s answers would be anonymous in the empirical results, 
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even though every company would be official. This anonymously, we believed, would be 
better for the thesis, since the answers would be more open-hearted. Further, we asked for 
a brief telephone interview, since we believe that longer and more time consuming personal 
interviews would have led to more rejections.  

A week later we contacted the Chairmen, and in some cases we spoke directly to them, in 
other cases we spoke to their secretary. However, most Chairmen were positive both to the 
interview and also to the chosen subject. We decided upon a suitable date and time when 
we would conduct the interviews, which were done in a time period between 27 April and 
10 May 2006. 

When discussing the actual interviews, we begin with explaining the two techniques to con-
sider when conducting an interview; standardisation and structuring. Standardisation relates to 
how standardised the interview is. A non-standardised interview means that the interviewer 
gets to decide how and when questions will be asked, as well as formulating new questions 
during the interview. Further, an interview can also be structured or non-structured. A 
structured interview gives the interviewee little space to answer, while the non-structured 
interview gives the possibility to speak freely. (Patel & Davidsson, 1994)  

As one can see in Appendix C, we formulated 13 main questions, which were also sent to 
the Chairmen in advance. The sub-questions were not revealed to the interviewees, but 
were held as back-up questions for the researchers. Since we had a specific number of main 
questions, as well as several sub-questions in back-up, one can argue that a semi-
standardised approach was made. New questions were not formulated during the time of 
the interview, but at the same time the authors decided which sub-questions to be asked to 
which Chairman depending on the situation. Further, one can argue that a semi-structured 
interview was made as well. We did leave room for the interviewee to speak relatively free, 
even though the major research questions had to be followed in a chronological order. The 
interviews took in between 10 and 20 minutes per Chairman to conduct. 

2.4 Validity, Reliability and Generalisation 

In order to show validity in the thesis it is important that the author is fully aware of the re-
search subject, as well as the problem and purpose is supported by the outcome of the in-
terpretation and analysis of data. To show, and prove, for the readers of this thesis how re-
liable the research is, the author has to demonstrate that they have stayed objective through 
the whole research without any subjective opinions. Further, that they have conducted a re-
search and written a thesis within their field of knowledge. (Eriksson & Wiedersheim-Paul, 
1999) 

We conducted interviews with a representative for the shareholders, i.e. the Chairman of 
the Board of Directors. With interviews it is very hard to ask the perfect questions, as well 
as it is difficult for the interviewee to give the perfect answer. Misunderstandings in ques-
tions and answers can give slightly different views on things, but since we have interviewed 
ten out of eleven possible Chairmen, we believe that this problem is minor, i.e. not all ques-
tions and answers can be misinterpreted. Further, the optimal interview procedure would 
of course be to make interviews with all shareholders in all companies. Of course, this is 
very time consuming and we therefore had to rely on an individual to represent all share-
holders, even though they can only provide their individual view of the situation. Though, 
we are aware of that making interviews with other Board of Directors’ members, or even 
all shareholders, could give another result. There also exists a risk of the Chairmen being 
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biased in their answers in order to give an extra positive picture of themselves as well as 
their company. The answers have, however, been interpreted according to the authors’ best 
knowledge, but with another research other interpretations might have been made. 

Generalization is one type of validity that shows upon how a thesis’ results could be applica-
ble to other crowds, condition, circumstances, theories and/or methods (Eriksson & 
Wiedersheim-Paul, 1999). We believe that the generalization of this thesis is mainly re-
stricted in four ways; (i) small research sample of companies (ii) specific time period, i.e. 
2005 and 2006 (iii) geographically to Sweden (iv) only one representative per company in-
terviewed. With these four restrictions, we do not believe that the result of this thesis is ap-
plicable throughout every company in every time period and in every part of the world. 
However, since we only claim to describe the Swedish market as well as only analyzing a 
specific time period, i.e. the time period when the PE companies were very active, we be-
lieve that our study contributes to the understanding of the shareholders’ choices and deci-
sions. It would also be impossible to have a larger research sample, since only eleven com-
panies actually made an IPO during this time period (excluded Old Mutual plc and EpiCept 
Corporation). 

 



 

 10

3 Theoretical Framework 

In this chapter we present the theoretical framework that will be the platform when conducting our study. 
The different financial markets will be described briefly before penetrating deeper into the theories of IPOs 
and buy-outs. The summary at the end of the chapter will list the advantages and disadvantages with both 
alternatives, as well as linking the theory with the research questions that will be used in the empirical 
study. 

In order to clearly follow the disposition of the Theoretical Framework, we have chosen to present the chap-
ters in Figure 4 below. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

3.1 Financial Markets 

In this chapter we will explain the two different financial markets discussed throughout the 
thesis; the public equity market and the private equity market. 

Public equity market 

A public equity market, or stock exchange, has a number of characteristics according to 
Arnold (2002). The stock exchange is a market place where ‘fair-game’ takes place, i.e. in-
vestors and fund raisers are not able to benefit at the expense of other participants – all 
players are on ‘a level playing field’. Further, the market shall also be regulated to avoid 
abuses and frauds, as well as it shall be reasonably cheap to carry out transactions. There 
shall also be a large number of buyers and sellers in order for effective price setting of 
shares and to provide sufficient liquidity. (Arnold, 2002) 
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Figure 4 - Disposition of Theoretical Framework 
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Private equity market 

The private equity market, according to Fenn, Liang and Prowse (1997), is an important 
source of funds for start-up firms, private middle-market firms, firms in financial distress, 
and public firms seeking buy-out financing. Further, the authors explain, the private equity 
market can be organised into two sub-levels; organised private equity market and informal private 
equity market. The organised market consists of professionally managed equity investments 
that acquire large ownership stakes and take an active role monitoring and advising the 
portfolio companies. The informal market, on the other hand, is characterised by insiders 
remaining the largest and concentrated group of owners, i.e. ownership is not concentrated 
among outside investors. 

Differences between Public and Private Equity Market in Short 

Before penetrating deeper into describing IPO and buy-out, a brief summary is presented 
in Figure 5 in order to clarify the different main characteristics for public and private eq-
uity. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

3.2 IPO 

An initial public offering (IPO) will make the earlier private corporation a public corpora-
tion and there will be several issues to deal with compared to the private market. Most of 
them we will handle in the following sections. 

In this thesis we will only cover the Stockholm Stock Exchange (OMXS), and we denote 
that all stock exchanges around the world are different from each other. At the Stockholm 

Private Equity 
 
- Directly negotiated transactions between inves-
tors and the company 

- No regulatory requirements regarding disclosure 
of information, financial reporting etc 

- Investors undertake own research and analysis of 
the company 

- Investors will generally hold shares until the com-
pany is sold, or attains public listing 

- Close relationship between company and inves-
tors 

- Investors usually represented on company’s board 

- Shareholder’s agreement governs relationship be-
tween company and investors 

- Private company boards are able to restrict trans-
fers of existing shares, and thus have greater con-
trol over the shareholder base 
 

Public Equity 
 
- Shares are bought and sold via an established 
stock exchange 

- Anybody can buy shares 

- Investors are free to sell shares at any time, many 
are short-term speculators 

- Investors are only allowed access to information 
that the company is required, or chooses, to make 
publicly available 

- The relationships with the investors will be more 
distant, since the company will have a wide range of 
investors, each having a small stake 

- Quoted companies will have independent direc-
tors responsible for looking after the interest of 
shareholder overall, but investors will not generally 
have board representation 

- The company’s board will have no power to pre-
vent anybody from buying its shares 

Figure 5 - Differences between private and public equity (Sharp, 2001) 
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Stock Exchange there are two different listings possibilities; first is the A-list that is for 
companies with higher turnover and it has higher demands on firms that want to be listed. 
The other is the O-list that covers the rest of the publicly listed companies, with fewer de-
mands and companies with smaller turnover. (OMX, 2006)    

According to Petty, Bygrave and Shulman (1994), an IPO alternative is only for a few en-
trepreneurial ventures. There are many listing requirements along with direct and indirect 
costs, which in hand may be inconvenient or uneconomic for most entrepreneurs. In the 
following chapters central themes such as motives, valuation, requirements and perform-
ance will be covered, in order to explain the nature of an IPO. 

3.2.1 Motives for IPO 

There are many different motives for making an IPO; we will cover some of the most 
common to give the reader an understanding of the advantages with an IPO. Grundvall, 
Melin-Jakobsson & Thorell (2004) describe a variation of general motives that are to be 
presented below. 

The raising of capital: The stock exchange (e.g. OMXS in Sweden) is a part of the capital mar-
ket. They provide a market for risk capital, the so called secondary market where “second-
hand” shares are traded. One of the most common reasons for going public is to gain ac-
cess to this market, hence expand a company’s capital due to issuing new shares. Further, 
many high-growth firms are often constrained financially and need a new way to acquire 
capital. Along with this, there is a time difference between the time of investment and the 
time it takes to generate capital, therefore debt financing may not be suitable. According to 
this an IPO may be a better alternative, since you evade debt financing (Huyghebaert & 
Van Hulle 2005).  

Publicity: By going public, the company will be analyzed by financial institutions, media, and 
several other entities, which will make the company and its business operations more 
known. This can have positive businesslike advantages, but if it is handled badly there is a 
chance for incorrect interpretations and negative spreading of rumours about the company. 

Status: When a company goes public it usually raises the status of the company, especially 
rewarding towards international companies and media. It can somewhat be seen as a “sign 
of quality”. 

Recruitment possibilities: Many companies have seen an advantage when recruiting staff after 
an IPO. The reason is surely somewhat psychological. The challenge and stimulation with a 
continuous external interest, is to many people a positive factor. This motive goes hand in 
hand with the motives of publicity and status. 

Ownership for employees: One motive could be that possibility to make employees owners of 
the company. The company can through different ownership-programs offer the employ-
ees part-ownership. For a person who believes in the company and in him-/herself, a posi-
tive personal dividend can be obtained.  

Generation change: An IPO can help to solve problems with a potential change of genera-
tions. The heirs of family, whose fortune lies primarily in a company, may have completely 
different interests and plans for the future. An IPO facilitates the possibility to divide the 
‘fortune’ without having to break up the company or sell it in its entirety.  



 

 13

According to Arnold (2002) there could also be other motives that may be essential to the 
shareholders, and for future investments. 

For shareholders: Shareholders benefit from the availability of a speedy, cheap secondary 
market if they want to sell. Not only does the public market give the possibility for the 
shareholders to sell their shares, it also gives them a value of their shares within a reason-
able degree of certainty. By contrast, unquoted companies’ shareholders often find it diffi-
cult to estimate the value of their shares. 

Mergers and acquisitions through own shares: After an IPO, a company has the possibility to ac-
quire other companies through paying the whole sum, or a part of the sum, with their own 
newly issued shares. After the company has gone public, every share is set at a price. This 
price, multiplied with a number of shares can represent the sum or part of the sum in a 
merger or acquisition. This kind of deal is directed to the acquired company’s owner, and 
the owner has to agree to such deal before it is attainable. Also needed in this kind of deal, 
is the approval of the shareholders of the buying company. The own share will be diluted 
when investing with own shares.  

According to earlier empirical researches there are a few additional motives for going pub-
lic, or at least some other aspects of above stated motives. 

Dispersed share ownership: In a public firm, the required capital is created by selling shares to a 
large number of investors. To compare this with a private firm where external financing of-
ten is generated by one large investor (or small group of investor). Two positive reasons of 
having a public firm with a large number of investors are; (i) the presence of numerous 
shareholders, all with smaller holdings, imply a much better diversified owners structure (ii) 
the avoidance of a large investor, with considerable more bargaining power towards the en-
trepreneur, to interfere with the entrepreneur’s business strategy. (Chemmanur & Fulghieri, 
1999) 

3.2.2 Valuation of IPOs 

According to Kiholm and Smith (2004), there are several methods of valuing a firm. The 
different methods to use depend in what stage a company is situated in, what risks that is 
involved in the IPO, and what legislation that is present in the country. Different opinions 
of a firm’s worth can also play a big role when considering an IPO. The company will be 
valued by analysts, who will look at balance sheet, income statement and cash flow of the 
company, and then decide the value of the company.  

The issuing of shares helps the company to raise capital through selling the shares. By sup-
plying freely tradable shares to investors, the IPO set off the public market for the shares 
and allows the “market” to establish a value of the equity. The procedure of going public 
starts with that a company selects an underwriter, normally an investment bank, that ad-
vices, issues, distributes and underwrites the risk of market price fluctuations during the of-
fering. This is the primary valuator of the company that also serves as a good ground be-
fore an IPO, even though it is not always accurate in their valuation when compared to the 
final offering prices. When an underwriter determines the value of a firm it looks to value 
the enterprise on a pre-money basis, i.e. before the IPO proceeds but reflecting the oppor-
tunities facing the venture. This will be a comparison of firms in the same industry or re-
cent pricings on similar companies. After that, the underwriter arrives at an estimate of an 
equity market value. Having done this, the underwriter will determine the number of shares 
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to be offered, and the price per share based on estimate of existing value per share. (Ki-
holm & Smith, 2004)  

According to Lowry (2001), IPO volume is positively related to firms’ demand for addi-
tional capital and the level of investor sentiment. The author also claims that when tempo-
rary overvaluations of companies occur (a common occurrence when PE companies are 
involved in pricing), the volume of IPOs also is increased.   

According to Wiggenhorn and Madura (2005), miss-pricing of newly public firms may be 
affected due to liquidity and/or information during the first year after the IPO. This comes 
from the fact that they have not shed any information up until the IPO, and their liquidity 
is limited because they have not yet secured financing at the early stage. The miss-pricing 
phenomenon varies among the three different periods. In the first period the owners or 
managers have inside information but are not allowed to sell. Investors’ overconfidence 
about private information causes an overreaction to the price, and for that reason miss-
pricing may be present. In the second period miss-pricing is present since private- and pub-
lic information increases, and analysts cover the firm more actively. In the third period, a 
miss-pricing may be present due to the owners’ sell-out of shares. To sum up, a newly pub-
lic firm experiences both changes in liquidity as well as a change in both public and private 
information. This is due to the underwriter’s efforts to stabilize the share price, and how 
investors respond to the information.  

According to Hebb and MacKinnon (2004), there is also an increased risk of under-pricing 
of a public company when a commercial bank acts as an underwriter instead of an invest-
ment bank. This is due to the presence of a greater degree of asymmetric information in 
the after-market. It has been discussed that the reason for this comes from a potential con-
flict of interest faced by commercial banks, since they may place their own interest before 
their customers’ interest. 

Also noticeable is the fact that the issuing firm is rewarding the underwriter for the services 
they achieve, e.g. they are paying fees. It is however important to recognize that the in-
vestment bank is also selling the securities to their customers. Thus, it becomes unclear as 
to what is driving the pricing decision by the investment banker. There are empirical evi-
dences that investment bankers tend to under-price new offerings to the disadvantage of 
the existing shareholders. (Petty et al., 1994) 

3.2.3 Preparations and Requirements for IPO 

We will now cover the preparations and requirements before and after the IPO, and we 
will start with the different aspects a company has to go through before making an IPO.  

3.2.3.1 Before the IPO 

The chronology of an IPO is relatively straightforward according to Petty et al. (1994): 

1. The owners and management decide to go public 

2. An investment banker is selected to serve as underwriter 

3. A prospectus is prepared 

4. The managers, along with the investment banker, goes on the road to tell the firm’s 
story to the brokers who will be selling the stock 
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5. On the day before the IPO is released to the public, the decision is made as to the 
actual offering price 

6. The shares are offered to the public 

This is not as easy as it sounds; it comes with numerous other complications. It is also said 
that a shift in power arises during the process. As of the time of the prospectus has been 
prepared, and the firm’s management are on the road show, the investment banker gets 
more control of the decisions. After that the demands of the marketplace starts to take 
over, and the market decides the final outcome. (Petty et al., 1994) 

To be able to make a planned IPO, the company has to be well prepared to avoid difficul-
ties to make the IPO in due time. It takes approximately three months to complete an IPO 
after an application for admission to the stock exchange. Before the formal application is 
completed, issues have to be handled and demands have to be met. This takes time, and a 
firm should count on roughly one to two years of preparations before the formal applica-
tion. (Grundvall et al., 2004) 

Kensinger, Martin and Petty (2000) mean that to go public takes a lot of energy and time 
from the management and is often experienced as a distraction to the ordinary business. It 
results in a reduction of managerial focus and a decline in performance. Further, the au-
thors mean, it also implies uncertainty to the employees when being set out to a new 
owner, which may result in lower morale due to the stress and anxiety. Owners and em-
ployees with a lower morale will often result in decreased earnings which is very bad to a 
company just about to go public. According to a research by Petty et al. (1994), the IPO 
process is considered one of the most shattering and annoying, but still the most motivat-
ing and exciting experiences the management have known. In a survey, the CEOs who had 
participated in the IPO procedure had spent on average 33 hours per week on IPO-related 
work for over four and a half months.  

According to Grundvall et al. (2004), there are several requirements that have to be fulfilled 
before going public. 

Legal due diligence: Before a company makes an IPO, it has to be inspected by an external 
commercial lawyer. The reason for this is to show whether it exists possible obstacles to 
the IPO and to verify that the whole picture is given of the company and its business. 

Education: A company has to send their Board of Directors, management team and ac-
countants to go through training in order to create an understanding of the demands the 
stock exchange has on each listed company. 

Record (A-list only): If a company wants to be listed at the A-list it has to show a historical 
record of operations conducted the last three years and be able to show accounting docu-
ments. There are no specific demands if a company wants to enter the O-list. However 
there exists a demand of non-financial information so that the investors can make an ap-
propriate valuation of the company. 

Documented earning capacity (A-list only): To enter the A-list a company needs a record of profit 
earning. The profit has to be comparative to other firms in the same industry. For both 
lists an inspection of key ratios will be conducted. The purpose with the inspection is to 
examine if the company has a stability and profitability according to the stock exchange. 
The company has to show sufficient financial resources for the upcoming twelve months 
after the day of the IPO.  
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Market value (A-list only): If the company would like to be listed at the A-list they need a 
market value of at least 300 Billion SEK. There is no such demand for listing at the O-list. 

3.2.3.2 After the IPO 

There are also continuous requirements after an IPO. These requirements concern the 
Board of Directors and the management team of the company and consist of the assembly 
of the Board of Directors, control of economy and capacity to deliver information, as swell 
as spreading of shares and owner-concentration. (Grundvall et al., 2004)  

To begin with there are extensive accounting and information demands that every com-
pany is obliged to follow, such as the delivery of an annual report, interim report and pref-
erably an interim financial statement. Further, companies are required to disclose a far 
greater range and depth of information than is otherwise required, which may come as de-
manding sometimes. The motives behind these regulations are to protect investors and for 
the stock exchange to be able to supervise trade, price formation and that regulations not 
are abused. Also important is the guarantee of fair pricing and contemporaneous knowl-
edge of information over the market to avoid insider trading and suchlike. (Arnold, 2002) 

Some decision-making changes may also be experienced after an IPO. An increased Board 
of Directors’ size may enhance corporate governance since the CEO may have a less domi-
nating role, which can be better for the whole of the company, as well as the shareholders. 
However, a larger Board of Directors may imply costs to a company in a way of poorer 
communication and decision-making that is associated with larger groups. Larger group 
may experience a lower participation and are often less cohesive. Also, if a public Board of 
Directors not is as knowledgeable about the company, as the former owners were, this can 
result in less effective leadership for the company. (Pacini, Hillison, Marlett & Burgess, 
2005) 

3.2.4 Performance of IPOs 

According to Jain and Kini (1999), there is a difference in performance due to in what stage 
of the growth cycle the company is in. A firm that goes public in an early stage of their 
growth cycle tends to be less profitable at the time of the IPO. Firms that are already prof-
itable, and further into their growth cycle, tend to demonstrate a higher operating perform-
ance after the IPO. Also, a firm that goes public in an early stage is more likely to fail or get 
acquired by another company. 

Leleux and Muzyka (1999, cited in Wright, Wilson & Robbie, 2002) discuss three empirical 
anomalies when seeing to pricing and performance of IPO shares; abnormal initial returns, hot 
issue phenomenon and long-term underperformance. 

Abnormal initial returns: This phenomenon implies an under-priced stock with a higher first 
market price than offering price. This was particular notable from the mid-sixties to the late 
eighties in both the U.S. and Europe, and was usually around 10 to 25 percent. The phe-
nomenon has been widely studied and is seen to be a robust measurement across many 
countries still today. (Leleux & Muzyka, 1999, cited in Wright, Wilson & Robbie, 2002)  

Hot issue phenomenon: There are studies that show patterns in the way IPOs are made, for ex-
ample several firms seem to go public in about the same time. This depends on economic 
times, and the fact that good economic times affect cash flow in a positive way. With 
strong positive cash flows many firms have incitements for going public. Therefore it is 
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common that the IPOs come in waves in good economic times. (Benninga, Helmantel & 
Sarig, 2003)  

Long-run underperformance: A stock seems to under-perform compared to benchmarks at a 
three to six year period after an IPO. Leleux and Muzyka (1999) made a research during a 
time period of three years and with five European countries as a sample, in order to analyse 
the long-term performance of IPOs. During the test, four out of five countries underper-
formed and had a negative market-adjusted return of approximately 20 percent. According 
to Howton, Howton and Olson (2001), long-run underperformance may be present due to 
managerial mismanagement of new funds due to agency conflicts that leads to results not 
optimal to shareholders, and hence the value of the company.  

Another important phenomenon is the short-term strategy view that comes with many 
public companies. Since many investors possess less information about a company, com-
pared to the management of a company, they tend to focus on quarterly reports to attain 
performance of a firm. This in hand affects the stock price of a company and corporate ex-
ecutives tend to be concerned by reputations and the company’s stock price so they start to 
focus on short-term performance as well. They are also concerned about their own reputa-
tion of competence as leader of the company. There is no greater enemy to a company 
than earnings obsession. (Rappaport, 2005) 

3.3 Buy-out 

According to Jensen (1989), buy-outs fulfil an important need to restructure companies in 
order to improve their efficiency and performance. This is made through a combination of 
increased control resulting from the use of financing instruments that place pressure on 
managers to meet performance targets as well as from close monitoring by the investors 
that fund the buy-out. (Cited in Wright, Thompson & Robbie, 1992) 

The target company is acquired by an investor group, or single PE company, using a sig-
nificant amount of debt (usually at least 70% of the total capitalization) and with plans to 
repay the debt with funds generated from the acquired company’s cash flow or from asset 
sales. (Wright et al., 1992) 

3.3.1 Motives for Buy-out 

There are four major reasons for buy-outs: corporate restructuring; government intervention; family-
owned companies; and taking a public company private. Since we focus on the comparison be-
tween going public and staying private in this thesis, we will deduct the fourth buy-out rea-
son; taking a public company private. Divestments arising from corporate restructuring can be 
categorized as strategic or distress. Strategic restructuring is when a company wishes to re-
focus around one or few business by disposing of non-core activities; financial distress re-
structuring is used when a company encounters severe cash flow problems and is forced to 
sell businesses to release funds for the continued growth. Political and regulatory changes, 
i.e. government intervention, can generate a number of buy-outs from previously nationalised 
industries and subsequently from local authorities and other public sector entities. The sale 
of a family business might be prompted by an owner’s retirement, conflict among family 
shareholders or the personal requirement of a major shareholder. (Bleackley & Hay, 1994)  

The above mentioned reasons for buy-outs simply presents the occasions when a buy-out 
can occur. Having stated that, we continue with the different motives of making a buy-out.  
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According to Bierman (2003), there are numeral motives for a company to stay private, i.e. 
sell shares to the PE market. Below, we state two of them; simplicity and alignment of manage-
ment and ownership: 

Simplicity: Because there are no public investors, the company’s financial reporting require-
ments to all different governmental entities are reduced. This simplifies the management 
responsibilities as well as saving costs for the company. With PE, there are no requirements 
to keep any stock exchange informed with the company’s expected earnings and why they 
perhaps differ from the actual earnings. Decisions are not affected by short term earnings 
and the anticipated stock market’s reactions to the earnings. Further, the board of directors 
can be chosen for effectiveness, not perhaps by appearances or public relations. The sim-
plicity thesis is also supported by Bull (1989, p.265), who means that “Owners no longer need to 
be concerned about the political acceptability of such items as compensation arrangements. Rather, they can 
concentrate on achieving their private objectives without being subjected to public scrutiny.” 

Alignment of management and ownership: With a publicly held company, not always are the in-
terests of management and the company’s ownership perfectly aligned. According to 
Brealey and Myers (2003), the shareholders want managers to maximize company value. 
However, no single shareholder can check on the managers or reprimand those who are 
slacking. So, to encourage managers to perform their best, companies’ seek to tie the man-
agers’ compensation to the value that they have added. These ideas are known as agency 
theory. According to Bierman (2003), PE owned companies are normally to a significant 
extent owned by management, and therefore have an incentive to act in a manner consis-
tent with maximizing the well-being of the equity owners. It is simply reasonable to assume 
that management works harder when a large percentage of their wealth is invested in the 
company’s private equity. 

Except from the two above mentioned motives there exists three other motives; relatively 
simple process of selling, high valuation and good post-performance of buy-out. The first motive is the 
relatively simple process of selling the company, from a shareholder’s perspective, which is fur-
ther described in Chapter 3.3.3. The screening and due diligence, as well as the post-
investment activities, are relatively easy for the management to handle in terms of work ef-
fort. The second motive, i.e. the high valuation of companies, is described in Chapter 3.3.2. 
There are empirical studies that shows that privately held companies are more valued com-
pared to publicly held companies. The last motive is found in Chapter 3.3.4, were empirical 
findings mean that company shows good post-performance of buy-outs. 

Further, motives mentioned for IPOs in Chapter 3.2.1 such as the raising of capital and genera-
tion change are also motives for buy-outs. Both IPO and buy-out can raise capital and make 
generation changes.  

3.3.2 Valuation of Buy-outs 

According to a study by DeAngelo (1990), there exists a wide divergence between open-
market stock prices and private equity values. For example, according to DeAngelo, 
DeAngelo and Rice (1984) management buy-outs of exchange listed companies occur at 
more than 50% premium above the stock price before the offer (cited in DeAngelo, 1990). 
These large premiums is also supported by Bradley (1980) who states that multiple bids for 
the same company often differ substantially from each other, and open-market stock prices 
do not at any moment equal the highest current bid (cited in DeAngelo, 1990). These em-
pirical findings are based on already listed companies, while this thesis is focusing on IPOs. 
However, it gives a good picture of the different valuation approaches. 
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The activity of buy-outs (and also the price competition for buy-outs) are, according to 
Bleackley and Hay (1994), also strongly associated with the different stages of the eco-
nomic cycle. Early on in a recession, companies might resist the financial pressures to sell 
businesses hoping for a quick upturn in the economic cycle. At the bottom of the cycle 
there are significant buy-out opportunities arising from the financial distress, but the buy-
out activities are still moderate due to the banks’ cautious approach to buy-out leverage. In 
the recovery part of the cycle however, debt becomes more widely available as banks ease 
their credit restrictions. This, in addition to the companies needs to fund the working capi-
tal demands of their business increases the buy-out activities. At the top of the cycle, avail-
ability of leverage and number of buy-outs all reach their peak. These trends also correlate 
with wider availability of debt, which enables larger transactions to be completed. Buy-out 
prices therefore also reach their peak. (Bleackley & Hay, 1994) 

The presumption that demand increase prices is also supported by Gompers and Lerner 
(2000), who show a strong positive relation between the valuation of PE investments and 
capital inflows. To quantify the results, the authors mean that the marginal impact of a 
doubling of inflows into PE funds led to between a 7% and 21% increase in valuation lev-
els. Gompers and Lerner (2000, p.282) simply explain phenomena with; “Too much money 
chasing too few deals.” 

The discussion above shows that valuations of buy-outs are higher than listed companies, 
and that there is a positive relation between the valuation of investments and the access of 
capital. Even though we will not focus on the mathematical valuations in this thesis, it is 
still important to briefly describe the basic buy-out valuation techniques. A buy-out is fi-
nanced chiefly with debt, where the debt is to be repaid by the acquired company’s cash 
flow and resale (Little & Klinsky, 1989). According to Kensinger et al. (2000) there are two 
basic perspectives in buy-out valuation; both hold that cash flows are the primary value 
driver: “The theoretical approach is to discount cash flows to present value. Common practice, however, is 
to find a ‘market’ multiple that computes value as a multiple of annual cash flows” (Kensinger et al., 
2000, p.85). Further, the authors mean, the estimation of cash flows is the “science” part of 
valuation, while the “art” of valuation is finding the right set of comparable companies 
upon which to base their arguments for a particular multiple. 

3.3.3 Preparations and Requirements for Buy-out 

From a buy-out perspective, the investment cycle goes through a number of stages. The 
most important, from a shareholder’s perspective, are screening and due diligence, valuation and 
post-investment activities (Golis, 2002). The valuation part will be handled in a separate chapter. 

3.3.3.1 Before the Buy-out 

The initial stage of the buy-out, i.e. screening and due diligence, consists of the meeting between 
the investor and the company shareholders. The shareholders should ask themselves if they 
believe that the investor have the money to acquire the company, the authority to buy the 
company and if they really want the company. With these questions, the shareholder could 
quickly identify if the investor is serious or not about the deal. The investor, on the other 
hand, has to analyze if the company qualifies according to market size, management team, 
capital requirements, history etc. This information has to be prepared by the shareholders, 
or their management team, in a business plan or similar. The initial stage further requires 
the shareholders to supply the investor with information in the due diligence process, 
which is the risk evaluation from the investor’s perspective. The investor penetrates deeper 
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into issues such as development, manufacturing, market, management and financing. The 
process takes about two to three months to complete. (Golis, 2002) 

3.3.3.2 After the Buy-out 

When it comes to post-investment activities of the deal, the investor normally requires board 
representation upon completion of the investment. If the investor has acquired the whole 
company, of course the Board of Directors will fully be dictated by the new shareholders. 
Normally, management team is tied up with the company for a number of years with a re-
warding compensation programme, since they are crucial for the company’s future. (Golis, 
2002) 

3.3.4 Performance of Buy-outs 

Before starting to evaluate the performance of buy-outs, one must be aware of that there 
exist a limited understanding of private equity returns and capital flows, due to lack of data. 
PE is largely exempt from public disclosure requirements, especially in the US, where much 
research comes from.  

However, according to a research made by Kaplan and Schoar (2005) by voluntary report-
ing of PE fund returns, the result shows that PE funds’ returns exceed Standard & Poor’s 
500. These high return rates are also supported by Wright and Robbie (1999), who have 
analysed the UK private equity market. Buy-outs launched between 1980 and 1992 shows 
an overall annual return to end December 1996 of 14.2%. Large buy-out funds produced 
the highest returns at 25.4%, while mid-sized buy-out funds generated an annual return of 
16.2%. The performance from year to year varied, due to the effects of different market 
conditions notably the entry price/earnings ratios paid by investors.  

However, in order to really estimate the performance of buy-outs, a comparison must be 
made to the performance prior the buy-out. According to Desbrières and Schatt (2002), 
empirical studies on buy-outs in the US and the UK have shown that after the buy-out, 
firms perform better than the average of other firms in the same sector of activity. Most of 
this research, according to the authors, is based on indicators such as significant upturns in 
turnover, operating results, cash flow, return on equity and productivity, after the transfer 
of ownership. This is also supported by Wright and Robbie (1999), who means that most 
available studies concerning post buy-out performance have shown substantial improve-
ments in profitability, cash flow and productivity measures over the interval between one 
year prior to the transaction and two to three years subsequent to it. For example, a survey 
conducted by Wright et al. (1992) indicates that two thirds of the buy-outs show clear im-
provements in profitability. Longer-term performance, i.e. three to five years after the 
change in ownership, shows that buy-outs on average perform significantly better than 
comparable non-buy-outs on both return and total assets and profit per employee measures 
(Wright, Wilson & Robbie, 1996). 
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3.4 Theoretical Discussion 

Since we have chosen a deductive approach, i.e. using existing theory to form the questions 
for the empirical study, we will briefly summarize the theory of IPO and buy-out in order 
to create a platform for constructing the research questions.  

All companies in the research sample have gone through the process of an IPO. Therefore 
advantages and disadvantages with both IPO and other alternatives must probably have 
been discussed by the shareholders prior to the decision. By summarizing as in Figure 6, we 
can pinpoint the most significant pros and cons with both alternatives. This will be used to 
create interview questions in order to understand the discussion that led to the IPO. With 
these questions we are trying to understand the decisions that were made and why other fi-
nancing alternatives were neglected. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

- M & A with own shares (1) 
- Official market value (1) 
- Shareholders can sell quickly and inexpen-
sive on stock market (1) 
- Publicity (2) 
- Status (2) 
- “Hot issue” and “Abnormal initial return” 
phenomenon (3) 
- Diversified ownership (9) 
 
 
 

- “Long term underperformance” (3) 
- Very long preparation time (4) 
- Education of management necessary (4) 
- Extensive accounting and information de-
mands, as well as more financial reports re-
quired (5) 
- Required to disclose company  
information (5) 
- Distance relation between shareholder and 
company (9) 
-Shareholders’ quarterly view on earnings (9) 

- Simple process to acquire capital (7) 
- Often highler valued compared to stock 
exchange (8) 
- More active role of shareholders (9) 
- Management commitment through man-
agement ownership (10) 
- Simplicity in terms of reporting (11) 
- Improvements of performance after buy-
out (12) 

- No extraordinary publicity 
- No extraordinary status 
- No official market value on the company, 
complicated for each shareholder transac-
tion 
- Not as easy to make M & A with own 
shares 
- Too influential investors 
 

PROS                                       CONS 

IPO 

 

 

 

 

 

 

BUY-OUT 

Figure 6 - Pros and cons with IPOs and buy-outs 
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3.4.1 Questions Arising from the Theoretical Discussion 

Below we formulate the main research questions, based on the summary in Figure 6, and 
give motives to why each questions was created. Each pro and con is given a number, 
which links with a specific question number. However, the buy-out cons are not linked to 
any specific question, since we have not found any buy-out cons in the literature. Instead, 
these cons are based on the authors own opinion, and will therefore not be included in the 
study.  

The complete questionnaire, i.e. with all sub-questions, is available in Appendix C. The an-
swers of these questions will be presented in the chapter Empirical Findings and Analysis, 
where they also will be analyzed and discussed.  

1. What were the main motives for making the IPO? 
We wanted the Chairman to speak freely about the motives, as well as 
choosing the most important one. Further, pro IPO factors such as mergers 
and acquisitions with own shares and shareholders can sell quickly and inexpensive on 
stock market, as well as official market value was discussed. 

2. Have the status and/or the publicity of the company changed since the IPO? 
This question was asked, since two of the pro IPO factors are that listed 
companies receive more status and publicity. 

3. Do you think that the market normally make accurate valuations of public companies? 
With this question we wanted to see whether the Chairman had any 
thoughts about the phenomena hot issues, abnormal initial return and long term 
underperformance.   

4. What were the disadvantages of making an IPO? 
Since two con IPO factors are education of management necessary and very long 
preparation time, we thought this question would be relevant.   

5. Are there any disadvantages of being a public company? 
In a long-term perspective (for those shareholders who do not sell all their 
shares) there exist a number of con IPO factors, such as: extensive accounting 
and information demands, as well as more financial reports required and required to dis-
close company information.  

6. Were alternatives to IPO discussed? 
This question was to see whether there existed any parallel plans, i.e. to lead 
the conversation into the PE alternative to IPO.   

7. Would the preparations to sell to a PE company been different than making an IPO? 
This question tries to find out if it really is relatively simple process to acquire capi-
tal, which is a pro buy-out factor. 

8. Premium prices are often paid when taking a public company private (see recent bid on 
GAMBRO). Would not the company then be valued higher private that public? 
  Empirical findings mean that privately held companies often are valued higher 
 compared to stock exchange, which also is a pro buy-out factor above. 
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9. Can the company value be affected by who the shareholders are? 
This question is formulated to see whether the interviewees believe that 
value is added through more active role of shareholders or diversified ownership. This 
factor is pro buy-out, whiles the following two, on the contrary, are con 
IPO factors; Distance relation between shareholder and company and shareholders’ 
quarterly view on earnings. 

10. How did the ownership for the management team change with the IPO? 
  A pro buy-out factor is management commitment through management ownership.   
 However, with this question we would like to see whether the outcome was 
 different with the IPO. 

11. How would the management team value the simplicity of being private, i.e. be spared from public 
demands? 
 This question addresses the pro buy-out factor of simplicity in terms of report-
 ing. 

12. If the shareholders faced the same situation again, with identical conditions, would the same deci-
sion be made, i.e. make an IPO? 
 Since a pro buy-out factor is improvements of performance after buy-out, we 
 wanted to see whether the interviewee was satisfied with the IPO perform-
 ance when looking back. 
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4 Empirical Findings & Analysis 

This chapter will have the same disposition and structure as the empirical questions presented in the Theo-
retical Discussion. First, the results from the interviews with the Chairmen of the Board of Directors will be 
presented and quantified. Secondly, these results will be analyzed with help of the Theoretical Framework. 

Before moving on with the empirical findings, the authors once again remind the reader that all respondents 
will be presented anonymously. Therefore there will be no reference to the different quotings. 

4.1 What were the main motives for making the IPO? 

(Exit) The main motive of three companies out of ten was that they needed to make an 
IPO due to the reason that the shareholders required an exit. One third of the companies 
had an exit as primary motive for an IPO, but other motives were also present. One of the 
Chairmen says; “Exit for the shareholders as well as long-term ownership for the remaining owners.” 
This involves a long-term strategy for the company as well. This company, among others, 
had PE-companies as partially owners to the company. 

(Liquidity) Two companies out of ten had as a main motive to go public to get liquidity 
into the company. They wanted their shares to be tradable for different reasons; one of 
them wanted to be able to reach new institutional owners and the other company’s Chair-
man said that “We wanted liquidity in the shares, as well as we wanted to be valued as our main com-
petitors that were already listed. The main reason was liquidity, since some owners wanted an exit; some 
wanted more shares and the company needed/wanted institutional owners.”  This motive touch on the 
exit motive above and may be seen as both, it is however placed here since the Chairman 
says that the primary motive was to get liquidity in their shares.  

(Further financing) Two companies out of ten had as a main motive to ensure further fi-
nancing by issuing new shares at the time of the IPO, either to represent a stabile and liq-
uid company or to be able to acquire other firms in the near future. The latter reason was 
backed by the Chairman’s expectations of the booming stock market, and he said: “If we 
need to make a large acquisition, the supply of capital was easier accessible and larger on the stock ex-
change, compared to the PE-market.” 

(Corporate restructuring) Two company’s main motive for the IPO was to clarify their 
position on the market and get more known to their customers, since they belong to a big-
ger group and are not always easy to distinguish from their holding group.  

(Other) The last company did not show on any main motive except that the owners have 
as a strategy to only own listed companies and therefore felt ready for an IPO themselves.  

Several of the companies had other motives to the IPO as well as their main motive. The 
most common secondary motive was to get the market value of their company and be val-
ued against competitors in the same industry. Another motive was for the owners to be 
able to reduce their holdings in each company, which may be seen as an exit motive.  

An indirect question was whether the possibility of acquiring other firms by disbursing the 
amount with own traded shares. None of the asked Chairman held that motive high. How-
ever, a few of them said it could be a good thing for the future. Nevertheless, a vast major-
ity said that they did not want to grow in that way, but focused more on organic growth. 
One motive could also, according to one of the Chairmen, be the dilution effect by the 
procedure. 
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Analysis 

It is interesting to see that there are four major motives from the ten companies in our re-
search. They are as mentioned exit motive, liquidity, further financing and to clarify posi-
tion on the market.  

It is notable to see that only one of the four motives are covered by Grundvall et al. (2004), 
since the authors claim that they mention the most frequent motives of an IPO. Grundvall 
et al. (2004) talk about the raising of new capital as a primary motive for a firm to go pub-
lic. According to the empirical findings, two out of nine companies held that as a reason 
for their IPO. Two out of nine Chairmen said that they needed liquidity in their shares. 
One company needed it obtain new owners, and the other company needed it as a part of 
an exit. This corresponds to Chemmanur and Fulghieri (1999), who mean that a dispersed 
ownership may favor a company since a large number of new investors have a more diver-
sified portfolio compared to a few large owners which may feel more of a security. One 
third of the Chairmen held as a motive that the existing owners needed an exit. However, it 
may not be of the reason that the firm growth prospects starts leveling off. You could of 
course sell to a PE company, but it can be harder to find a proper large owner that does 
not interfere with the long-term strategy of the company. 

Two of the Chairmen needed to clarify the company’s position and reach out to their cus-
tomers better. According to Grundvall et al. (2004), a publicity motive may be held high 
since an IPO is always followed by different institutions and media. This will indirectly 
shed light on a company’s position, and hence they are more known to their customers. 
The last company did not have a specific reason for going public except that the IPO was 
part of their strategy. This motive is not mentioned directly in any of the sources of this re-
search; it is however most certain that one or more motives listed were most likely the rea-
son.  

There were often more than one motive for the IPO, and the most common secondary 
motive was to obtain the market value of each company. Grundvall et al. (2004) discuss the 
value according to the market and how it is difficult to estimate. Wiggenhorn and Madura 
(2005), among many, talks about the miss-pricing phenomenon and how an IPO offering-
price many times is set a wrong value. This is also discussed by one of the Chairmen, who 
think that one need to consider the fact that there is a miss-pricing phenomenon. Never-
theless, the market decides the value of each company; hence you have the market value of 
your company.  

It is interesting to see that none of the companies had, as a primary or secondary alterna-
tive, to merge or acquire other companies with their own shares, which is a way to acquire 
firms or divisions “without cash”. It is held as a motive for IPOs by Grundvall et al. (2004) 
and Huyghebaert and Van Hulle (2005) if a company is short of capital and/or have fi-
nancing constraints. It was a motive for potential acquisitions in the future for some of the 
companies. However, the risk of diluting your holding by giving away shares was a strong 
enough reason not to do it, and most of the companies actually said that their strategy was 
grow organically.  
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4.2 Have the status and/or the publicity of the company 
changed since the IPO? 

(Nine out of ten) Nine of the companies say that they had experienced a change in the 
status or publicity since the time of the IPO. It is evidently so that the companies had ex-
perienced publicity earlier as one Chairman says “We were one of the first companies to be listed af-
ter a long negative period of few listings at the Stockholm Stock Exchange; therefore we got a lot of public-
ity. Even though our company had a lot of publicity before the IPO, we are now even more in the spot 
light.” Another Chairman talks about the positive side of the publicity when he is talking 
about the company and what effect the publicity had on their company “Yes, we have had a 
lot of publicity in Sweden. No doubt that our company is more known as a company now, compared with 
before the IPO when we were more known as a brand name.” To include the change of status, it 
seems directly related to the increase in publicity. Three out of the nine says that being a 
public company increases their trustworthiness, and media seems to be the most common 
factor as one of the Chairmen says “Listed companies are covered more in media and are seen as 
more serious.” 

(One out of ten) One of the Chairmen was unsure whether or not the status had changed. 
This answer can however be altered during the upcoming months, and he says “Since the 
IPO is fairly new, it is a little bit too soon to say whether the status has changed or not. However, over time 
I believe it will strengthen the brand name and that it will be more well-known with real estate owners, sup-
pliers and banks.” Since he was unsure whether the status/publicity had changed we put it 
alongside the previous answer, but with the knowledge that the status most probably will 
change during time. 

The Chairmen that had experienced an alteration of status and publicity said that it was in a 
positive way. Two Chairmen felt that since the IPO, their companies draw more attention 
to them, which will increase business and profits. By being a public company you are seen 
as a more serious organization, which enhances the business in many ways, says three of 
the Chairmen. One of the Chairmen says “We got a lot of negative publicity at the time of the IPO 
since some media thought the company was overpriced. Since the IPO the company value has increased with 
approximately 60 %, and after the incline we have got a lot of positive exposure.” 

Analysis 

It is notable to see that nine out of ten companies had experienced a positive increase in 
publicity and status after the IPO.  

In our theoretical chapter we have distinguished pros from cons, IPOs from buy-outs and 
made a grid to show these. In the model we can see that the status/publicity is one of the 
advantages with going public. It is often mentioned incidentally in earlier research, but do 
not get as much attention as it maybe should get. However, Grundvall et al. (2004) cover 
status and publicity in their text. The authors mean that publicity increases once a company 
goes public, due to augmented media coverage and analyzes by different financial institu-
tions. The authors also argue that it is a sign of quality by being a listed company. What is 
interesting in our research is that nine out of the ten Chairmen had experienced an en-
hanced publicity/status. One out of the ten Chairmen answered that he could not tell yet 
whether it had been a change in status/publicity. The IPO was however relatively new and 
the status/publicity may change during the upcoming months.   

One of the Chairmen says an extra noticeable thing by IPOs; “One should never underestimate 
the increase in status for the people involved in the company – management and above all the employees. It 
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is a label of quality to be a public company and an increase in status to be employed by a public company, 
especially when the share price rises”. However, he also talks about the downsides to the media 
coverage and publicity and says “In the same degree as it was not funny being employed by Skandia, 
and everything was as black as night. It may not be too funny being at a barbeque-party, telling everybody 
you work there”.  

Nevertheless, you have to consider the flip-side to the publicity. There is many times an-
other side of the publicity, not always as positive as our selected group of companies talk 
about. Like the Chairman said with the Skandia story, it is not fun at all to have negative 
publicity. A company can almost collapse with media’s coverage of less fortunate events, 
and the share price can plummet, and hence the value of the company is less. This may af-
fect many things to a company, for example in the way the public look upon the company, 
how suppliers regard to work with you, or how it affects the employees in their everyday 
life. 

4.3 Do you think that the market normally make accurate va-
luations of public companies? 

(Ten out of ten) All companies answered yes on this question. However, this question was 
either laughed at or seriously considered. Nevertheless, all Chairmen claims to believe in 
the market and says with resolution: “The market is always right!” In addition to their answers 
they add additional reasoning. One Chairman says that the market sets the price on each 
company from what information it holds, whilst another says “Over a sufficient time-period an 
average valuation is always right, at every specific occasion it is almost always wrong.” Five out of ten of 
our participants are talking about the market, and how it is always right, and starts a discus-
sion based on the theories about market economy. One of the Chairmen has an interesting 
view of how a valuation is made besides the underwriter’s estimation of the company. He 
says “Seven years ago we had large difficulties to raise capital. In those days everybody invested in IT, and 
investments in companies like ours wasn’t interesting. Now, when preparing the IPO we got 856 institu-
tions applying for 40 times more shares than we were issuing.” The value of an organization is, ac-
cording to the Chairman, more dependent on trends than a proper valuation of companies. 
One of the Chairmen recognizes that you can discuss whether or not the shares are valued 
correctly in proportion to the different types of fundamental principles that are present. He 
says that due to this one has to consider the over- and under valuations that are present on 
the market.  

When we asked the question, “Do you think your company has been fairly priced?” all Chairmen 
once again call attention to the previous answer. A couple of the Chairmen are convinced 
that the price is proper, whilst one or two seem more doubtful. 

One of the companies’ Chairmen says that the question is somewhat unfair to ask to the 
management, or the board, since they have a bond to their company and may often value 
the company higher than it is actually worth. Even though the market is not always the best 
valuer of a company, it is not sure that the management is either.  

Analysis 

All Chairmen believe that the market makes accurate valuations of a company, as well as 
believing that their company is valued correctly. 

The underwriters do their valuation according to normal procedures and decide upon an is-
suing price. This is based on the value of the enterprise on a pre-money basis and after a 
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due diligence. It is based on the risk of market price fluctuations during the offering, and 
other issues, that are directly related to the market, and hence it is the market value (Ki-
holm & Smith, 2004). This coincides with the Chairmen’s assertion of opinion that the 
market is always right.  Each company is valued according to the present market and is of-
ten compared to other companies in the same industry. There is no question that each 
valuation is related to the current market.  

However, it is appealing to take into account the valuation theories from Wiggenhorn and 
Madura (2005) about miss-pricing due to liquidity and information problems. This is some-
thing that is occurring constantly and somewhat sets the market in sway. Also the under-
pricing phenomenon that is covered by Hebb and MacKinnon (2004) and also Petty et al. 
(1994) with the different types of underwriters and their different motives, makes the price-
fixing according to market value doubtful at times.  

It is however also interesting to take into consideration, the thought of trends determining 
the value of a company. One Chairman of a company claims that trends determine, in 
some way, the value of a company. Back in 1999 when he tried to finance “his” company, 
there were no interested investors. The stock exchange was highly valued, before the IT-
bubble, like it is today. This implies similar conditions for going public. Yet he could not 
find any interested party for financing. Today they issued 40 times less shares than was ac-
tually wanted by interested parties.  

4.4 What were the disadvantages of making an IPO? 

(Expensive) Five out of ten Chairmen say that the IPO-procedure was expensive. One of 
the Chairmen says “There are a lot of controls, and all these controls cost a lot of money. It makes the 
whole process more expensive and complicated.” This is a common answer from the Chairmen and 
most often the first factor to mention, not to say that it is the most important.  

(Takes focus/energy from management) Eight out of ten Chairmen say that it takes 
focus and/or energy from the management team. The common answers dealt with prob-
lems that included time-management, less flexibility, and similar issues that may take energy 
or focus from the management team. Here are three quotes from three different companies 
that show these features: 

“It takes focus out of the business, which is tough. Above all from the management’s side, you do not have 
as much time to conduct your business during the time of the IPO.” 

“There was a lot of work to complete the IPO. It took a lot of energy out of the company during the time of 
the IPO.” 

“It takes a lot of time and energy from the organization, and you risk losing focus of business and profit-
ability during a certain time period.”  

We also asked, in connection to this question, whether or not the IPO required any addi-
tional adjustments to adapt to the demands from the market. There were three common 
answers here as well. They were; 1) Restructuring of the management team. 2) That it re-
quired more of investor relation activities, which they had to bring in extra personnel for 
who had to manage the new issues related to being a public company. 3) In addition to 
that, at least two out of the group had to recruit a new CFO that had previous experience 
from public companies to be able to cope with the new regulations and laws. 
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Analysis 

What is interesting with this question is that there are three main disadvantages of making 
an IPO. These three disadvantages are; (i) it is expensive (ii) time-consuming and (iii) it 
takes focus/energy from the management.  

By comparing these answers with the disadvantages in the IPO/buy-out grid (Figure 6) we 
can see that some of the ones belonging to the actual IPO are present, whilst some are not.  

Petty et al. (1994) give a guideline to the procedures of going public. There are five steps 
before you are able to offer your shares to the market, and this coincides with the “very 
long preparation time” in our model. The due diligence procedure above all takes a lot of 
time and we know that an IPO takes approximately three months to carry out if you disre-
gard the issues and demands that has to be handled before the formal application (Grund-
vall et al., 2004). This is the period that is considered to be time consuming by the Chair-
men. This is one of the three most common disadvantages, and it is an important factor to 
consider when you are thinking about going public. It is also important to realize the added 
two years it takes before the application. Nevertheless, it is also this issue that takes away 
focus from the management, which is an issue that is taken up by Kensinger et al. (2000). It 
is considered as a distraction that may take up time from the management, and it is also 
this disadvantage that is considered the largest one, and since it takes time as well as focus 
from the management it may imply a negatively and less focused stage for the business un-
der a certain period of time.  

The third obstacle in our IPO/buy-out grid comes from Grundvall et al.’s (2004) argu-
ments of educating the management to be able to cope with new business operations and 
handle external and internal demands. This issue was never brought up as a major problem 
when we interviewed the Chairmen, but rather a minor matter that more or less easily 
could be taken care of.  

Almost half of the companies recruited extra personnel to be able to manage the new situa-
tion of being a public company. This is interesting when regarding Grundvall et al.’s (2004) 
IPO advantage of better recruitment possibilities. It may be so that a public company easier 
attracts good quality employees, and if so, the companies that recruited staff for their man-
agement may have had an easier task compared to private companies. This requirement is 
however not considered to be a disadvantage strong enough to evade making an IPO, even 
though it brings some additional expenses. 

4.5 Are there any disadvantages of being a public company? 

(Four out of ten) One third of the Chairmen did not experience any disadvantages with 
being a public company, whilst one of the Chairmen still saw the initial disadvantages cov-
ered in the previous question as the only disadvantage. This is accounted of by annotations 
like “It takes time and costs money, but you are aware of this when you are preparing for this. At the same 
time you increase the sharpness in what you do with your business. You get a reason of being even clearer in 
your reports when you are in a public company.” And also “I see it as a good thing. It gives more confi-
dence of the management if they are constantly held under ‘supervision’.” And the last one said “The ad-
vantage with being a public company is that one is put under pressure, surveillance and inspection continu-
ally. The company goes through a due diligence and the company has to become more ‘professional’.”  

(Three out of ten) Another third of the Chairmen experienced the increased difficulties in 
decision-making as the largest disadvantage. They mean that you have additional decision-
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makers and new rules that imply that you are not being able to decide upon something 
without having a public general meeting. As one of the Chairman says “If you want to issue 
new shares, there are a lot of decisions to make and voting among shareholders which may take time and 
not always turn out the way you want to. It may take to long time to obtain new capital and the ‘moment’ 
may be gone when the capital is finally acquired.” This type of subject and similar inconvenient 
questions regarding, for example, new right to option-programs may be harder to decide 
upon.  

(Three out of ten) The last third of the Chairmen said that the short-term strategy or 
short-term view of the company was the biggest disadvantage. This was directly connected 
to the demands from the market, especially with the quarterly reports that has to show of 
strong development of the company. It was said “A public company is being run by the quarterly 
reports; you need to show your figures in a certain way. Long-term investments are not always valued high 
by the market. Hence there is a fear of doing these long-term investments correctly since you may get ‘pun-
ished’ by the market.” This covers our selection with their primary disadvantages.  

Other issues brought to the surface was that it costs both time and money, the information 
demand from the market was not a big deal, and the risk of being set out to a hostile take-
over was nothing to be worried about. Two Chairmen said that they had thought hostile 
takeovers but had taken actions, such as poison pills etc., to try to prevent it. 

Analysis 

This question is divided into three parties, namely; (i) no disadvantages (ii) increased diffi-
culties in decision-making and (iii) the short-term strategy a public company experiences 
with quarterly reports.  

What we have concluded in our theoretical framework is that it may be difficult to be a 
public company, with all requirements, regulations, and publicity a company is faced with. 
We asked this question to the Chairmen since we wanted to know whether the alleged dis-
advantages with being a public company was really true, and in what range.  

The first part of this question was an overall question about disadvantages of being a public 
company, and to follow up that question we added follow-up questions about demands of 
information, quarterly reports, and finally the risk of a hostile takeover. 

Four out of the ten Chairmen did not experience any disadvantages with being a public 
company, whilst one of the Chairmen still saw the initial disadvantages covered in the pre-
vious question as the only disadvantage.  

Three out of the ten Chairmen experienced the increased difficulties in decision-making as 
the largest disadvantage. They mean that you have additional decision-makers and new 
rules that imply that you are not being able to decide upon something without having a 
public general meeting, This somewhat agrees on Pacini et al. (2005) annotation about dif-
ficulties in decision-making with larger Board of Directors. As one of the Chairman says “If 
you want to issue new shares, there are a lot of decisions to make and voting among shareholders which may 
take time and not always turn out the way you want to. It may take to long time to obtain new capital and 
the ‘moment’ may be gone when the capital is finally acquired.” This type of subject and similar in-
convenient questions regarding, for example, new right to option-programs may be harder 
to decide upon.  

Three out of the ten Chairmen said that the short-term strategy or short-term view of the 
company was the biggest disadvantage. This was directly connected to the demands from 
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the market, especially with the quarterly reports that has to show of strong development of 
the company. This agrees upon what Rappaport (2005) talks about when firms have gone 
public. The focus is more set on stock price than long-term performance, to cope with me-
dia’s annotations about the capability of the company and the competence of the CEO. It 
was said “A public company is being run by the quarterly reports; you need to show your figures in a cer-
tain way. Long-term investments are not always valued high by the market. Hence there is a fear of doing 
these long-term investments correctly since you may get ‘punished’ by the market.”  

4.6 Were alternatives to IPO discussed? 

(Eight out of ten) Eight of the ten companies say that alternatives to IPO were discussed. 
Four of these companies, though, abandoned the alternative plan relatively soon. The four 
different companies had also four different motives for that;  

1. “We did not want another PE company in our organisation since they always are looking for a 
good deal and search exit after a few years. We needed long-term commitment” (the company 
already had PE company ownership) 

2. “In our case we have shareholders that believe in the company and its future, and therefore want to 
be a part of the journey” (the company already had PE company ownership that 
wanted an exit) 

3. “There were no potential buyers to the price level of the company, due to great uncertainty of the 
company’s economic status at the time”.  

4. “We started with the IPO as only alternative after an internal evaluation. We just did not believe 
that we would receive such high price as we would do on the stock exchange – the company was 
simply an attractive stock exchange candidate.” This company also comments that “we did 
not see anything a PE company could add to our company that we could not receive on the stock 
market.” 

Of the remaining four companies that discussed alternatives to IPO to the very end, we 
found two major reasons. 

1. Three of the companies did simply not get high bids enough from PE companies, 
or industrial buyers, to abandon the IPO plans. As one of the Chairmen formulates 
it: “There were no PE companies that were willing to pay the price that we demanded.” In both 
situations, there were parallel plans until the companies got clearance for the IPO, 
i.e. a few months before. 

2. The last company considered both selling to a PE company, or industrial buyer, as 
well as keeping the company within the existing group. Bids where also coming in 
to the very last date of the IPO, and “hypothetically, if a ‘gigantic’ bid would have come 
along we may have reconsidered our choice.” Since no bid was attractive, the company con-
cluded that the stock exchange would be the best option for the shareholders. 

(One out of ten) Only one company says that “selling to a PE company was never an issue”, it 
was simply the choice between making an IPO and making no change at all. The reason for 
this was a combination between getting institutional owners as well as offering a public 
trade in the shares.  
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(One out of ten) Another company did not make profit at the time of the IPO and had 
therefore no cash flows either. As a result, PE companies did not show any interest and the 
company chose between making and IPO or making another round with existing owners. 

Analysis 

It is interesting to conclude that all, except two companies, had parallel plans to the IPO. 

The reasons for finally not choosing other alternatives were in seven companies out of ten 
that PE companies simply did not offer high price enough. The shareholders of the com-
panies simply thought that a better price would be offered on the stock market. Some of 
the companies thought that already the offering price would be better, while others thought 
that the price would be better in the long run. As can be derived from the answers in Chap-
ter 4.8, the Chairmen believed that better prices could be offered by the stock exchange in 
the long run. Further, DeAngelo (1990), Bradley (1980, cited in DeAngelo, 1990) and 
DeAngelo and Rice (1984, cited in DeAngelo, 1990) mean that companies that are going 
private from public are valued much higher in the PE market. However, no such situation 
(even though the companies were going public from private) was the case here. In none of 
the interviewed companies, the PE companies were close to bid high enough prices for the 
companies that planned IPO. The underwriter of the IPO, as well as the individual com-
pany, thought that a better price was to be found on the stock exchange. 

One of the companies that already was PE company financed, clearly stated that “We did 
not want another PE company in our organisation since they always are looking for a good deal and search 
exit after a few years. We needed long-term commitment.” This shows that the strategy of PE buy-
out funds not always is appreciated by shareholders willing to stay within the company. 
Rather, a stock market would be preferable for that specific company’s best. 

4.7 Would the preparations to sell to a PE company been dif-
ferent than making an IPO? 

(Five out of ten) Five of the companies were convinced that the preparations of selling to 
a PE company would have been less. Two of these companies also points out that the only 
action made by the PE company is the due diligence, or as one of the Chairman puts it: 
“All you need to do is make a due diligence and that is not remarkable, we have done that twice already.”  

(Four out of ten) Three of the companies believe that the preparations for selling to a PE 
company would have been similar in terms of effort for the company. One Chairman ex-
plains this; “Buy-outs demand another type of process, which is more focused on the business at the time of 
valuation, but often more complex when it comes to the financing of the buy-out.” The Chairman also 
sums up that “…it is different, but equal amount of work load.”  

(One out of ten) The last company could not judge the differences in preparations. 

Analysis 

Five out of ten Chairmen believe that the preparation would have been less when selling to 
a PE company. Four of the Chairmen believe that it would have been a different process, 
but similar in effort. One Chairman could not judge the difference. 

According to Grundvall et al. (2004) a firm should count on one to two years of prepara-
tions before the formal IPO application, which takes roughly three months to complete. 
The requirements to fulfil, before going public on the O-list, are legal due diligence and 



 

 33

management education. According to Golis (2002), the primary preparations regarding a 
PE acquisition are the due diligence and valuation, which takes approximately two to three 
months to complete. When comparing these two processes, the PE process seems less 
complicated. This is also supported by five of the Chairmen. 

However, four of the Chairmen mean that the time effort is similar, but that the process is 
different. Hence, there are not less preparations or work with selling to a PE company, 
only different. 

4.8 Premium prices are often paid when taking a public com-
pany private (see recent bid on GAMBRO). Would not the com-
pany then be valued higher private that public? 

(Six out of ten) Three companies had a very clear opinion, i.e. that the company not 
would be valued higher private than public. One company clearly states that “The price was 
better on the stock exchange than an eventual selling to PE company.” This is also supported by an-
other Chairman of the Board of Directors, who says that “This company was worth more as a 
public company compared to being private. Our company was not able to pass for any loans, which would be 
critical to beat the IPO value of our shares.” The third interviewee does not understand why so 
should be the case. He also says that “If the market is considered to be correct, you have a communi-
cation dysfunction if you cannot get an adequate value on the stock exchange.”  

Three of the interviewees did not think that the company would be valued higher private 
than public, but also felt dubious. One says that it was hard to say, “There was an extremely fa-
vourable market when we went public, so I think that it would have been hard to evaluate.” Another 
company means that higher valuation in the PE market would be possible in the short-
term. However, in their case the owners believed in the company future and it was hard for 
the PE companies to surpass the price level. Since the value of the company has increased 
by 100%, he also adds that “the share holders were right in this case” and that long-term value 
not is affected by private ownership.  The third company thinks that it is a possibility that 
valuation differs. However, looking back he concludes that “We had proposals on our company, 
but felt that going public was a better alternative. Up till today, no one has had a reason to change their 
mind.” 

(One out of ten) One interviewee states that “If someone wants to buy control, it will cost them.” 
With this compare our question with prices paid by PE companies that take public compa-
nies private, i.e. gaining 100% ownership and thereby control.  

(Three out of ten) The last three companies did not have any comments. 

Analysis 

In total were six of the interviewed companies convinced that their company was valued 
higher on the stock market than on the private market. Three companies did not have any 
comments. 

These findings are notable, since DeAngelo (1990) means that there exists a wide diver-
gence between open market stock prices and equity exchange values. Further, DeAngelo, 
DeAngelo and Rice (1984) mean that buy-outs of stock exchange listed companies (going 
private from being public) occur at more than 50% premium above the stock price before 
the offer (cited in DeAngelo, 1990).  
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However, Kiholm and Smith (2004) mean that underwriters of IPOs compare the firm 
with the industry, or recent pricings on similar companies, to estimate the equity market 
value. With similar firms performing well on the stock exchange, new IPOs tend to follow 
this trend and are therefore valued similar. There is also another theory concerning this – 
the hot issue phenomenon. According to Benninga et al. (2003), several firms tend to de-
cide to go public in about the same time. The peaks for these decisions are normally in 
good economic times, when companies have strong cash flows that make them suitable 
IPO candidates.  

As stated in the Background chapter, the last years have been very successful for PE com-
panies, and the valuation of those companies selling to PE companies. However, the stock 
market has also increased significantly in value. Four of the six companies say that they did 
not get high enough bids from PE companies before the IPO, while one company thought 
that the stock exchange would outperform the value in the long-term. One of the six inter-
viewees means that the stock market was extremely favourably at the time of the IPO, and 
thereby supports the theory of hot issue phenomenon. 

However, according to Bleackley and Hay (1994), the activity and also price competition 
are strongly associated with the different stages of the economic cycle. At the top of an 
economic boom, availability of leverage and number of buy-outs reach their peak. The 
question is though, whether an economic boom pays off better in the private market or in 
the public market. 

4.9 Can the company value be affected by who the share-
holders are? 

(Five out of ten) Five were absolutely positive to that the value can be affected by who the 
shareholders are. One of the companies means that “Visible active private owners are strength for 
a company. Strong driving owners are an advantage for most companies.” On the other hand, the same 
interviewee says, “Sometimes there are disadvantages with an owner, who has got bad reputation on the 
market and therefore affects the company’s value in a negative way.” From the rest of the four com-
panies, all believe that the reputation of the owners affect the company value. One of the 
Chairmen says that; “The shareholders position and status is definitely affecting the value of the com-
pany.” Not only is the position and status important, but also the track record of the own-
ers. Three of the companies speak of the “Christer Gardell effect” (CEO of the Swedish 
investment fund Cevian Capital) and mean that investors with good track record in for ex-
ample turn-around cases will affect the value of the company. Three of the companies also 
mean that the time aspect also affects the company value. One of the Chairmen means that 
“…all business is based on continuity on ownership – the ownership is crucial and a clear ownership is very 
crucial for companies.” Further, it is also negative for the company with short-term ownership, 
both in terms of short-term ownership by PE companies (3-5 years investments) and stock 
market ownership (focus on quarterly reports). 

(Five out of ten) Four of the companies were not so convinced that the company value 
can be affected by who the shareholders are. One of the Chairmen says that what mainly 
affects a value is “that one delivers what the market demands in terms of results, as well as that the 
market has got knowledge of how the future looks like and what potential there is in the company. To be 
able to supply that information is the most essential part for the value”. With this said, the same inter-
viewee concludes that ownership is just of marginal value. Another comment regarding 
company value was that the stock market’s performance and cyclical behaviour has greater 
influence than anything else, i.e. more than ownership or specific company performance. 



 

 35

Another Chairman believes that one should not overestimate the role of ownership, even 
though it is important. The Chairman further states: “The crucial part is how the company is 
managed, operated and that it grows and makes profit.” 

Analysis 

In this question we received two equal groups of opinions; Chairmen that believe that own-
ership affects company value and Chairmen that believe it does not. 

According to Sharp (2001), there normally exists a distant relationship between investors 
and a public company, since each shareholder has a small stake. On the contrary, the au-
thor means, there exists a close relationship between the investors and a private company.  

Three Chairmen believe that the investors’ time aspect affects the company value. Rappa-
port (2005) means that the short-term strategy view comes with many public companies 
and that investors tend to focus on quarterly reports to put a value and performance on a 
company. This is then, according to the Chairmen, a negative part of being a public com-
pany. However, according to Chemmanur and Fulghieri (1999), there are also positive in-
vestor aspects with being a public company; diversified owner structure and the avoidance 
of a large investor. The avoidance of large investors through diversified owner structure is 
positive when taking four of the Chairmen’s opinion into account. The Chairmen mean 
that an owner with a bad reputation can affect the company value in a negative way, and by 
having a diversified owner structure, this risk is decreased (no specific owner becomes too 
connected with a specific company). However, it could also be the other way around. In-
vestors with good reputation (see the comparison with Christer Gardell above) can also af-
fect the company value in a positive way, i.e. with a good track record of turn-around cases 
one can assume it will happen again.  

Another aspect of the ownership relevance for the company value is the alignment of man-
agement and ownership. According to Bierman (2003), the interests and of management 
and ownership in publicly held companies are not always perfectly aligned. Companies who 
are PE owned are normally to a significantly extent owned by management, hence they 
have an incentive to act in a manner consistent with maximizing the well-being of the in-
vestors.  

One of the Chairmen also mean that a visible shareholder is a strength for a company, but 
do not judge whether that is more valid for a private or public company. Further, one of 
the Chairmen believes that a clear ownership is crucial for all companies. This would sup-
port the PE owned companies since the investors, according to Sharp (2001), have a close 
relation with the companies.  

4.10 How did the ownership for the management team change 
with the IPO?  

(Six out of ten) In six out of ten companies, the management ownership increased. Three 
of these companies offered their management team subscription of shares at the time of 
the IPO, i.e. when the company issued shares. The other three of these companies offered 
the management team an option plan via an incentive programme.  

(Three out of ten) Three out of ten companies did not have any ownership change at all. 
In one case, the management already had a significant ownership part. 
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(One out of ten) On Chairman did not know whether the management team’s ownership 
had changed or not. 

A sub-question was also whether this would have been different or not with a buy-out sce-
nario in the companies. 

(Five out of ten) Five companies thought that the outcome would have been very similar. 
One comment was that whether it is a private or public company, one often tries to keep 
the key persons in the company and thereby tie them up with shares.  

(One out of ten) One company though, had an opposite view of the situation. The 
Chairman meant that if there would have been a buy-out; “Then the management team would 
have been forced to decrease, since PE companies are interested in getting the cash-flows. In that case, the 
management team would not have got as large ownership share.”  

(Four out of ten) The other three Chairmen did not know how the management owner-
ship had changed. 

Analysis 

Six companies had a management increase in ownership, while three companies did not 
have an ownership change at all. Five companies thought that the outcome would have 
been similar in a buy-out scenario, while only one company thought the opposite. 

One of the main motives for buy-outs, according to Bierman (2003), is the alignment of 
management and ownership. The author mean that with publicly held companies, not al-
ways are the interests of management and ownership perfectly aligned. Further, PE owned 
companies are normally to a significant extent owned by management, and therefore have 
an incentive to act in a manner consistent with the well-being of the equity owners. 

However, two thirds of the companies had a management ownership increase with the 
IPO. This contradicts the theory of Bierman (2003), and instead supports the IPO motive 
of Grundvall et al. (2004). The authors mean that companies that make IPO have the pos-
sibility to make employers owners of the company, normally through different ownership-
programmes. It seems therefore that management ownership is independent of IPO or 
buy-out. 

4.11 How would the management team value the simplicity of   
being private, i.e. be spared from public demands? 

(Five out of ten) Five Chairmen believed that the management team would prefer to 
avoid the public demands and favour the simplicity of being private. One of the Chairmen 
even says that “Of course you are tearing your hair over the troublesome issues, but we have to assume 
that it is for the good purpose this ordinance has formulated – for the individual shareholder’s best. It is 
good that it works that way, but to handle it is troublesome and tricky – it costs.” Another comment 
on the cost is from a company where the management ownership is very large; “The man-
agement team would prefer to be private, due to the cost – they are taking from their own profit, or more 
specific their own dividend.”  

(Four out of ten) Three of the companies though, were pleased with being public. One 
motivates that with the management team gets more manoeuvrability regarding operations 
as well as the possibility to keep their part of ownership in the company. Another company 
means that there are considerable advantages for the management team of being public 



 

 37

when they have an option programme. However, one Chairman believed the management 
team was pleased with being public, even though financial market activities took approxi-
mately between 10-25% of the management team’s time. 

(One out of ten) One of the ten companies stresses another issue from the management 
perspective. The Chairman says that the typical PE company gives a heavy incentive to the 
management team in order to run the company profitable – that is the strategy they have, 
and those who are calculating their own net income is starting to see those differences. The 
Chairman concludes this as “…it is probably more profitable to be director in a company that is owned 
by a PE company. The cash is in the PE companies, but perhaps the prestige is in being in the manage-
ment team of a public company.” One can conclude that this Chairman is indifferent regarding 
the management’s opinion. 

Analysis 

Five out of ten Chairmen believe that the management team would prefer to be private, 
while four Chairmen believe that the management team was pleased with being public. One 
Chairman thought there were both positive and negative aspects of being private and pub-
lic. 

According to Arnold (2002), there are extensive accounting- and information demands 
with being a public company. Annual and interim reports have to be delivered, as well as 
disclosing far greater depth of information than otherwise is required. Five of the ten 
Chairmen believe that the management team would prefer to avoid these public demands, 
even though they are aware of the shareholder benefits of it. This supports Bierman’s 
(2003) thoughts of the simplicity motive of PE sale. With no public investors, the financial 
and information reporting are reduced, which simplifies for the management team and 
saves cost for the company. 

However, four out of ten Chairmen do, on the contrary, believe that the management team 
is pleased with being public. Hence, it is a quite equal share of those who believe it is posi-
tive compared to those who think it is negative. The positive effects of being public, the 
Chairmen mean, are that the management team would get greater manoeuvrability as well 
as possibilities of option programmes. 

4.12 If the shareholders faced the same situation again, with 
identical conditions, would the same decision be made, i.e. 
make an IPO? 

(Ten out of ten) All ten Chairmen were positive to the IPO and would definitely make the 
same decision again. 

Analysis 

When the Chairmen look back (between one year and one month, depending on IPO date) 
and evaluate their IPO performance, everyone is satisfied. The stock exchange has in gen-
eral increased significantly in value the last year. It is hard to point out any particular rea-
sons for the specific IPO successes (see stock performance in Appendix A), but the hot is-
sue and abnormal initial return phenomenon could explain part if it. However, the long-
term underperformance has yet not occurred. (Leleux & Muzyka, 1999) 
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5 Conclusion and Discussion 

This chapter first summarises the output from the analysis in the Conclusion chapter, in order to fulfil the 
purpose of the thesis. After having concluded the thesis, we proceed with giving our reflections of the research 
as well as critique of the chosen method. Finally, we give our recommendations regarding further studies 
within the subject.  

5.1.1 Conclusion 

The purpose with this thesis is, from a shareholder’s point of view, to analyze and describe the reasons of 
making an IPO instead of selling to a PE company. 

The main reasons for choosing an IPO instead of selling to a PE company is; (i) attain 
share liquidity, (ii) increases the status and publicity, and thereby the credibility, of the com-
pany and (iii) no PE company offered good price enough. These findings will be further 
described below. 

The four main motives for the companies that made IPO were exit for shareholders, share 
liquidity, raise of cash for the company and corporate restructuring. However, all motives 
could have been achieved by selling to a PE company, except to attain share liquidity. One 
attractive reason for share liquidity is that shareholders easily can choose between reducing 
ownership, increasing ownership or remain with existing shares. Another attractive reason 
for share liquidity is that financial institutions normally become shareholders, which in turn 
increases the public analysing. This, considering that nothing negative comes to the surface, 
automatically increases the credibility of the company. Not only is credibility a side-effect 
of being institutionally owned – status and publicity are also considered by all of the com-
panies as positive side-effects of being a listed company in general. Rather a consequence, 
than motive, for the decision of making an IPO was that no PE company offered a price 
high enough for the individual companies. Either the exiting owners received a better IPO 
price, or the remaining owners believed that the stock exchange would out-perform the PE 
price offers in the long-run. 

5.1.2 Discussion 

Were there any disadvantages with the IPO, or now being a public company? Yes, mainly five disad-
vantages. Concerning the IPO it was considered expensive in terms of fees for various 
consultants, as well as the necessity to restructure the management team. However, the 
largest disadvantage with the IPO was all the energy and distraction of focus it took from 
the management team. Regarding the disadvantages of being a public company, one third 
of the Chairmen thought that decision making were more difficult now as well as the nega-
tive short-term focus on quarterly reports. However, half of the Chairmen emphasized the 
advantages of the management team, and the company as a whole, being put under public 
pressure and supervision. 

What happened with the advantages of PE? In total, eight of the ten companies had parallel plans 
to the IPO; most of them including a possible PE buy-out scenario. However, as explained 
above, the PE companies did simply not offer high prices enough. Instead of letting a PE 
company set the price of the company, the Chairmen believed that the public market was 
the best, and most fair, evaluator of company value. In some aspects, where theory means 
that buy-out has got its advantages compared to IPO, the alternatives were on the contrary 
quite similar. Two examples of this are management ownership as well as the simplicity of 
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being private. In six of the ten companies the management team’s ownership increased and 
the Chairmen believed that a buy-out would have had similar outcome. Further, half of the 
Chairmen believed that the management was pleased with being public, while the other half 
believed that the management would prefer staying private. The single advantage with a 
possible buy-out was that it would demand less, or at most equal, work load in terms of 
preparation before the sale. 

5.1.3 Authors reflections 

We found inspiration to this specific subject in late 2005, when reading articles as presented 
in the Background chapter. PE companies were aggressive in terms of acquisitions and 
could also, with help of inexpensive leverage and the target companies’ solid cash flow, of-
fer so much for companies that industrial buyers were put off and that IPOs diminished. 
Not only did the founders of the companies make exits, PE companies made exits by sell-
ing to other PE companies. According to media, this situation was also present halfway 
through our thesis writing. In an article in Veckans Affärer (2006-04-03) Gustav Bard, 
CEO of the PE company 3i, means that PE seizes market shares from the stock exchange 
and that the stock exchange is diminishing in terms of attraction. The article also discuss 
that the PE companies systematically become a factor of business power and that the PE 
market today stands for roughly 15-25% of all larger acquisitions. However, only a month 
later Dagens Industri (2005-05-12) publicises an article where it says that more PE compa-
nies are aiming at IPOs of their portfolio companies. Arne Karlsson, CEO of the PE com-
pany Ratos, means that with the current stock exchange situation, centre of attention is to 
use IPO as an exit strategy, since the stock exchange now tend to value companies higher 
than PE companies.  

With the above discussion in mind, one can only wonder if the valuations of companies 
really are that fundamental. Perhaps is it as easy as one of the Chairmen formulates it; 
“Seven years ago we had large difficulties to raise capital. In those days everybody invested in IT, and in-
vestments in companies like ours wasn’t interesting. Now, when preparing the IPO we got 856 institutions 
applying for 40 times more shares than we were issuing.” If a complete industry, i.e. PE companies, 
can redirect the strategy in one month, one can wonder if trends are as important as fun-
damental corporate valuation. At present moment, with enormous stock exchange per-
formance, the phenomenon of hot issue becomes evident. All studied companies, except 
one, have performed between 30-131% since the IPO (see Appendix A). With such strong 
stock exchange market, there is no wonder that other companies are eager to make an IPO. 

Another reflection regarding the research is the different motives for making an IPO. At 
the beginning of the thesis writing we believed that the main objective for IPOs was to 
raise additional capital for the company. However, we have realized that there are various 
motives depending on each individual company’s situation and needs. Some companies 
made the IPO as result from corporate restructuring and did not issue any new shares at 
all. On the contrary, other companies had issuing of new shares as main motive, since the 
company was in need of additional capital. However, in most cases it was a combination of 
issuing new shares as well as offering existing shareholders (often PE companies) a possi-
bility to make an exit. 

The last reflection made by the authors is how the future will look like when in comes to 
the balance of the stock exchange and the PE market. The only significant advantage of 
selling a company to a PE company, instead of making an IPO, was the work-load con-
cerning preparations and requirements. Due to fraud such as Enron in the U.S., stock ex-
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change regulations have significantly increased and also become more troublesome for the 
listed companies the last years. One Chairman means that this, together with an aggressive 
PE market, could lead to unattractiveness of the stock exchanges. This, the Chairman 
mean, is a serious issue against further regulations, since the stock exchange fulfil other 
purposes than the PE market from a society point of view, i.e. the democracy view of that 
common people actually can be shareholders in large companies. 

5.1.4 Critique of Chosen Method 

After having conducted the research, the authors realise that the method of carrying out 
the study could both have been better and also been made in different ways. 

First, with a research sample of only companies that chose to make an IPO, the result be-
comes slightly biased. Even though the purpose of the thesis was to analyze and describe 
the reasons of making an IPO instead of selling to a PE company, it would have been very 
interesting to hear the opinions of the companies that chose to sell to a PE company. Such 
a comparison would give both perspectives on the choices made by the companies. With a 
complimentary research on those companies, more insight would have been gathered and 
hence the validity of thesis could have been improved.  

Another aspect of validity is that the Chairmen are official persons, and even though we 
present them as anonymous in the thesis, they are very aware of the information they can 
disclose and not. The reason for this is that they cannot reveal any information that could 
affect the share price, without making an official statement about it. The authors have also 
noticed that even though the Board of Directors is the representatives for the shareholders 
of the company, not all information reaches the Board. One Chairman even meant that PE 
selling negotiations might have occurred without him knowing about it. With this in mind, 
it might have been better to have made interviews with the largest shareholders instead of 
the individual Chairmen. This could have given the thesis a better validity.  

Finally, a larger research sample would of course have given a better result in terms of gen-
eralisation. Looking back, the year of 2004 would have been interesting to include in the 
study. However, due to time restraints with the interviews we decided to focus on 2005 and 
2006. A strong point though, is that we succeeded to make interviews with ten out of the 
eleven possible Chairmen.  

5.1.5 Further Research 

When finalizing the thesis, the authors unsurprisingly become aware of that the researched 
subject is far deeper than we have penetrated. Further suggested researches within this field 
will therefore be presented below. 

As mentioned in the chapter above, it would be very interesting to make a similar research 
focusing on the companies that chose to sell to a PE company, during the same time pe-
riod. By comparing such empirical findings with this thesis’ empirical findings could give 
deeper insight to the different choices of the individual companies. It would also be inter-
esting to conduct both these two studies, i.e. both companies that chose IPO and selling to 
a PE company, during a longer time period, preferably during both economic boom and 
recession. 

Another approach would be to analyse the differences between the valuations of the IPO 
underwriters as well as the valuation of the PE companies. It is clear that PE companies 
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have been offering higher prices for companies during the last years (see Background chap-
ter), but when interviewing the Chairmen in this thesis it becomes clear that none of the 
PE companies came up with an attractive offer. Are there any common factors for the 
companies that chose to make an IPO, respectively those companies that were sold to PE 
companies? Is the amount of cash flow perhaps a common factor for the companies, or is 
it perhaps the structural possibilities of the companies? Receiving the valuation material 
from both the underwriters and the PE companies can of course be difficult, since much of 
this information probably is seen as confidential due to competitive advantages. Even 
though, if possible, it would be interesting to see the results. 
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Appendix A 

Company Descriptions 

(All information below is gathered from each company’s web page) 

Company: GANT Company AB 

IPO date: 28 March 2006 

Chairman of the Board: Lennart Björk 

Company profile: Bernard Gant started manufacturing shirts on a subcontracting basis in New Haven in 
1941. In early 1980’s a Swedish company was taken on a master licensee with the right to design a clothing col-
lection on its own and to market the brand initially in Sweden, and later all over the world. The origins of Gant 
can be found in the traditions and lifestyles of America’s East Coast and the brand is now managed through fo-
cusing on design, marketing and distribution through franchised Gant Stores. 

Number of employees 2005: 240 

Turnover 2005: 1.0 Billion SEK 

New share issue at IPO: Yes 

IPO price: 141,00 SEK 

Stock price 2006-05-07: 202,00 SEK (+43%) 

 

Company: KappAhl Holding AB 

IPO date: 23 February 2006 

Chairman of the Board: Finn Johnsson 

Company profile: The history about KappAhl starts in 1953, when Per-Olof Ahl opens a coat store in 
Gothenburg. Low prices and high quality makes the store a success and at the end of 1950, there exists 14 
stores over Sweden. Today, KappAhl is selling ladies, men and children clothes in 250 stores throughout Swe-
den, Norway, Finland and Poland. The business idea is to offer low price fashion for many people. 

Number of employees 2005: 3200 

Turnover 2005: 3.9 Billion SEK 

New share issue at IPO: Yes 

IPO price: 56,00 SEK 

Stock price 2006-05-07: 56,25 SEK (+0,45%) 
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Company: Hakon Invest AB 

IPO date: 8 December 2005 

Chairman of the Board: Lars Otterbeck 

Company profile: Hakon Invest consists of a 40 per cent ownership in the Swedish retail company ICA 
AB. Besides this, Hakon Invest also owns 100 per cent of the shares in Forma Publishing Group, which is one 
of Sweden’s largest publishing groups. With ICA AB as its base, Hakon Invest is aiming to be one of the lead-
ing companies in the Nordic countries to invest within the retail industry.  

Number of employees 2005: 13 

Turnover 2005: 611 Millions SEK 

New share issue at IPO: Yes 

IPO price: 77,00 SEK 

Stock price 2006-05-07: 101,00 SEK (+31%) 

 

Company: Orexo AB 

IPO date: 9 November 2005 

Chairman of the Board: Håkan Åström 

Company profile: A Swedish doctor, together with two pharmacists, started Orexo in 1995 with the idea of 
creating better medicine by using good selling medicine and making them even better. The concept is to create pat-
ent protected medicine in areas where there are clear medical needs that are not supplied by current therapies. 

Number of employees 2005: 40 

Turnover 2005: 62 Millions SEK 

New share issue at IPO: Yes 

IPO price: 90,00 SEK 

Stock price 2006-05-07: 154,00 SEK (+71%) 

 

Company: TradeDoubler AB 

IPO date: 8 November 2005 

Chairman of the Board: Kjell Duveblad 

Company profile: TradeDoubler was founded in 1999 and is today present on 16 European markets with 
headquarters in Stockholm. The company is one of the leading companies of performance based solutions for 
marketing and sales on Internet.  

Number of employees 2005: 256 

Turnover 2005: 117 Millions Euro 

New share issue at IPO: Yes 
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IPO price: 110,00 SEK 

Stock price 2006-05-07: 170,00 SEK (+54%) 

 

Company: Hemtex AB 

IPO date: 6 October 2005 

Chairman of the Board: Leif Larsson 

Company profile: 1973, Hemtex is created by the owners of 17 independent textile stores. Nine years later, 
the first common store concept is presented and in 2004 there are 120 stores in the Nordic countries. The busi-
ness idea is to sell price competitive home textile products, which follows the current trend and attracts many peo-
ple.  

Number of employees 2005: 284 

Turnover 2005: 1.1 Billions SEK 

New share issue at IPO: Yes 

IPO price: 56,00 SEK 

Stock price 2006-05-07: 112,50 SEK (+100%) 

 

Company: Indutrade AB 

IPO date: 5 October 2005 

Chairman of the Board: Bengt Kjell 

Company profile: AB Nils Dacke is created from a number of technical machine companies, and is stock 
listed in 1982. This is the platform for today’s Indutrade. Seven years later, AB Nils Dacke is acquired by In-
dustrivärden and is taken private. The business idea today is to market and sell components, systems and ser-
vices with high technology content. 

Number of employees 2005: 1510 

Turnover 2005: 3.8 Billions SEK 

New share issue at IPO: Yes 

IPO price: 65,00 SEK 

Stock price 2006-05-07: 111,00 SEK (+71%) 

 

Company: Invik & Co. AB 

IPO date: 1 September 2005 

Chairman of the Board: Johan Klingspor 

Company profile: Invik was created in 1985, when Industriförvaltnings AB Kinnevik’s past business was 
split up between long-term industry administration and business development within capital and financial opera-
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tions. Today Invik & Co. AB is a finance group with a broad product portfolio focused on insurance, bank, 
asset management and trading with securities. 

Number of employees 2005: 300 

Turnover 2005: 1.7 Billions SEK 

New share issue at IPO: No 

IPO price: 66,00 SEK 

Stock price 2006-05-07: 125,00 SEK (+89%) 

 

Company: Gunnebo Industrier AB 

IPO date: 14 June 2005 

Chairman of the Board: Roger Holtback 

Company profile: 1974, the foundation of today’s Gunnebo Industrier AB was founded, focusing on nails 
and chains to the ship building industry. The reason of the recent IPO of Gunnebo Industrier AB was to split 
the “old Gunnebo” (Gunnebo Industrier AB) that still focuses on metal hardware from the “new Gunnebo” 
that is a pure security group. 

Number of employees 2005: 1183 

Turnover 2005: 1.5 Billions SEK 

New share issue at IPO: No 

IPO price: 80,00 SEK 

Stock price 2006-05-15: 149,00 SEK (+86%) 

 

Company: Connecta 

IPO date: 30 May 2005 

Chairman of the Board: Lars Grönberg 

Company profile: Connecta is a management and IT company, with a business idea to help companies and 
organisations to change in order to reach defined targets trough combining competence within both management 
and IT. 

Number of employees 2005: 350 

Turnover 2005: 400 Billions SEK 

New share issue at IPO: Yes 

IPO price: 28,00 SEK 

Stock price 2006-05-07: 64,75 SEK (+131%) 
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Appendix B 

Letter to the Chairmen of the Board of Directors 

Lund, 5 April 2006 
Carl Geijer 
Street 
Postal code  City 
Mobile phone: 1234-567 890 
E-mail: carl@student.se 
 
Mr Chairman 
Company 
Street 
Postal code  City 
 
 
Telephone interview for master’s thesis 
 
Dear Chairman, 
 
We are two students at Jönköping International Business School who, during the spring, 
write a master’s thesis within finance. The “hot” private equity market have caught our in-
terest when following Swedish business media, where one almost daily can read about the 
offensive private equity companies’ acquisitions of mature companies. Despite this “hot” 
private equity market for mature companies, there are still numerous IPOs made on the 
Stockholm Stock Exchange. 
 
Our purpose with this thesis is therefore to analyze, from a shareholder’s perspective, why 
some companies still chose to do IPO instead of selling shares to a private equity company. 
 
In order to conduct this study, we have chosen to contact the most “representative” person 
for the shareholders, i.e. the Chairman of the Board of Directors at the time of the IPO. 
This is the reason for us contacting you. 
 
We would like to make a telephone interview with you, which we estimate takes about 15 
minutes in time. We will take contact with you within short in order to book a suitable date 
and time for the interview, which we wish to have in the end of April/beginning of May. 
We will of course send the questions to you in good time before the interview, so that you 
will have time to read them through. The answers of the interviews will be presented in an 
anonymous form in the thesis, i.e. “Chairman X believes that…” 
 
We fully understand that you have a busy schedule, but we would appreciate a lot if you 
could devote time for our interview. 
 
Yours sincerely, 
 
Carl Geijer & Jens Eriksson 
 
Appendix – The introduction chapter of the master’s thesis “Why Are IPOs Still Attrac-
tive?” 
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 Appendix C 

Empirical questions 

 

1. What were the main motives for making the IPO? 
a. Was there any motive that was more important than the other? 

i. Why was it more important? 
b. In the literature one can read about following things. Was it something that you regarded 

as important motives? 
i. The fact that one can acquire other companies with its own public shares? 
ii. The fact that one easily can sell shares on the stock exchange? 

 

2. Have the status and/or the publicity of the company changed since the IPO? 
a. In which context? 

 

3. Do you think that the market normally make accurate valuations of public compa-
nies? 

a. If yes, is that also valid for your company? 
b. If no, why make an IPO? 
c. Are you familiar with incorrect valuations (both IPO price and long-term price) of other 

companies? 
d. Were you afraid it would happen to you? 
e. If yes, what did you do to prevent that? 

 

4. What were the disadvantages of making an IPO? 
a. Is there a disadvantage that is worse than the others? 
b. Why is that disadvantage worse? 
c. Did it demand any adaptation from the management team to run a public company? 

 

5. Are there any disadvantages of being a public company? 
a. How is the company affected by the market’s constant need for financial reports? 
b. How is the company affected by the demands of publicity? 
c. Are the demands on accounting, information and financial reports experienced as a load?  
d. Is there a risk that the distance between shareholders and the company increases? 
e. Are you familiar with other companies that have disadvantages with being public? 

 

6. Were alternatives to IPO discussed? 
a. Was there any “parallel plans”? 

i. If it was, how far in the process were these plans? 
ii. If it was, what was the main cause that you did not chose this alternative? 
iii. If it was, what differed in the valuation from the other alternative and the un-

derwriter of the IPO? 
iv. If not, why was it not other alternatives? 
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7. Would the preparations to sell to a PE company been different than making an 
IPO? 

 

8. Premium prices are often paid when taking a public company private (see recent 
bid on GAMBRO). Would not the company then be valued higher private that 
public? 

 

9. Can the company value be affected by who the shareholders are? 
a. If yes, what is the most important factor? 
b. If not, why not? 
c. How is the company affected by the engagement of the shareholders? 
d. How is the company affected by the shareholders view on the length of the investment? 

 

10. How did the ownership for the management team change with the IPO?  
a. Would this have been different in an eventual buy-out? 

 

11. How would the management team value the simplicity of being private, i.e. be spa-
red from public demands? 

 

12. If the shareholders faced the same situation again, with identical conditions, would 
the same decision be made, i.e. make an IPO? 

 

13. Is it any important that we have forgotten to ask or discuss? 
 

 


