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Preparing for an IPO During a Market Slowdown

2021 was a banner year for traditional IPOs and SPAC IPOs, a stark contrast to the 2022 IPO
market, which was one of the slowest in more than a decade. The outlook is favorable for an
increase in IPO activity in 2023.

Among the lessons learned from the 2021 IPO rush has been the importance and extent of the
preparation needed for private companies to seamlessly hit the ground running on Day 1 as
publicly traded companies. Tell-tale signs of inadequate preparation were apparent in many cases
through the 2021 IPO rush, with symptoms in the form of missed financial reporting deadlines,
restated financial statements, newly uncovered material weaknesses in internal control over
financial reporting, unanticipated costs and missed earnings forecasts, recognizable inability to
execute on promised growth strategies, and ultimately investor loss of confidence and
disappointing stock price performance in the secondary market.

As private equity firms are weighing exit options and liquidity paths for their portfolio companies,
the current market slowdown can be used as an opportunity to conduct an IPO Readiness
assessment, and execute on the necessary steps to get ready and stay ready for when the IPO
opportunity is right or pursue a dual track for alternative deal opportunities.

The Time to Prepare is Now

Performing an IPO readiness assessment enables organizations to establish a baseline of a
company’s current state and prioritize its development and transformation needs to become IPO-
ready, which could take as long as 18 to 24 months to execute. Effective change management
during this transformation period is key, which can be enabled through diligent project
management. Building the right teams and processes and putting in place the right technology are
defining elements to establishing a company’s infrastructure to support its growth strategies,
including the opportunities opened by being a public company. But trying to build this critical
foundation after becoming a newly public company, while trying to keep up with the pace of
regulatory reporting requirements, investor scrutiny, and general precision and speed of reaction
expected of a public company, can easily become overwhelming to an organization. Also, many
private equity firms look to recruit leadership with experience running a public company, who can
help transition the organizational culture, norms, and processes to those of a public company.
Finding and building an effective team is often a time-consuming process.

There’s No Such Thing as a Perfect IPO Window

The ideal IPO window is different for every company and industry. Although the timing of an IPO
can impact valuation, long-term IPO performance is not correlated, as demonstrated in Figure 1.
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FIGURE1-1PO BY YEARVS. ONE-YEAR RETURN

800 120%
700 100%
80%
60%
500 40%
400 20%
300 0%
200 -20%

-40%
o ol 1111
. 1l 11 11

-60%
O & o 2© @ o S o P o O S o
S S S A LI g E AL ARSI LS

600

o o A0 Al Ak Ao AD 40
Q07 AW BN BV A8 SV ot

-80%

v
BDO analysis of data from Jay R. Ritter, = Number —— One-year
University of Florida Warrington of IPOs Return

All of this is to say: the best time for an organization to IPO is subjective, dictated by what investors
believe about the long-term performance of the company, as reflected in company valuations.

The Downsides of Delay

With a rushed IPO, mistakes along the way will likely damage market confidence. Similarly, if a
company drags out the readiness process, it could miss the opportunity to attain the best possible
valuation. Starting the process sooner rather than later allows for speed when it is necessary
without sacrificing quality.

PAY NOW, OR POTENTIALLY PAY MORE LATER

Preparing for an IPO is an expensive process. By preparing during market uncertainty, companies
can spread costs out over a longer time period, as opposed to consolidating costs into a shorter
timeline when the economy begins to recover. As the market improves, competition will also
increase. When more companies are looking to go public, finding consultants, auditors and
additional in-house staff to help with the readiness process may prove challenging. As a result,
these services may come at a premium—and an even higher premium if you’re working on an
accelerated timeline.

RESTATEMENTS OF FINANCIAL INFORMATION AND UNIDENTIFIED MATERIAL
WEAKNESSES CAN BE COSTLY MISTAKES

Restatements of historical financial statements, after they have been filed with the Securities and
Exchange Commission (SEC) in conjunction with Form S-1 or as part of subsequent periodic
reporting requirements, often have a significant impact to a company’s stock price and investor
confidence and typically result in significant additional audit, legal and other advisory costs.
Restatements can also affect previous assertions made by management around debt covenants
and could potentially trigger events of default. Similarly, remediation efforts of broad-spanning
material weaknesses in internal control over financial reporting are usually much more time-
consuming and costly when done as an existing public company. During the readiness process,
performing a risk assessment on internal control over financial reporting can reveal material
weaknesses, significant deficiencies, and other control deficiencies. From these findings, a
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company can develop a remediation plan to implement internal controls to prevent or detect and
correct misstatements on a timely basis.

DELAYING THE EVALUATION OF REQUIREMENTS CAN COMPROMISE IPO READINESS

Filing Form S-1 with the SEC is much more than a formality. Leadership should perform a
preliminary evaluation of information needed to be filed in conjunction with Form S-1 relatively
early in the IPO readiness process, as certain requirements might become roadblocks to a
company’s ability to go public. Companies need at least two to three years of financial statements
audited in accordance with the standards of the Public Company Auditing Oversight Board
(PCAOB), which often involves engaging new external auditors who meet SEC and PCAOB
independence requirements. Companies should perform a preliminary evaluation of their expected
filer status and disclosure requirements triggered by the respective filer status. For example, an
entity that qualifies as an emerging growth company (EGC) under the JOBS Act of 2012 is exempt
from certain reporting requirements otherwise applicable in Form S-1 and may adopt accounting
standards following the effective date established for private companies. Additionally, if a company
has had recent M&A activity, certain significance tests related to those acquisitions will need to be
evaluated, to determine whether audited financial statements of the acquiree(s) are required,
among many other reporting considerations.

Left Turn at the Exit

During a period of market downturn, companies are often well advised to pursue dual-track
opportunities for liquidity events, including IPO readiness and other private M&A readiness
opportunities. Other opportunities can prove a worthy alternative when circumstances change such
that a public debut loses its luster. Under any scenario, IPO readiness efforts are expected to
support organizational value creation and open up the company for other deal opportunities, such
as acquisition by an existing public company, overall M&A diligence readiness, and private equity
secondaries market opportunities.

Conclusion

Among the key elements of a successful IPO is taking the time to prepare and being ready for life
as a public company. A market downturn is an excellent opportunity to perform a readiness
assessment and build the muscle to operate like a public company. By preparing now, private
equity firms can ensure their portfolio companies are ready to IPO when the market turns around
and create the conditions for a successful exit.
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Kral Ussery LLC serves US public and private companies to protect and grow shareholder value,
as well as non-profits and governments with internal controls and in combating fraud. We assist
entities in all matters relating to financial reporting, including SEC compliance, internal controls,
SOX-404, IT general controls, IPO & SPAC readiness, M&A transactions, US GAAP compliance,
audit preparedness, technical accounting memos, and valuations. Visit us at www.KralUssery.com.

This is an article from the Governance Issues™ Newsletter, Volume 2023, Number 1,
published on February 21, 2023, by Kral Ussery LLC.

The Governance Issues™ Newsletter is meant to be distributed freely to interested parties. However, any use of this
article must credit the respective author and Kral Ussery LLC as the publisher. All rights reserved. Use of the newsletter
article constitutes acceptance of our Disclaimer and Privacy Policy. To receive the newsletter, go to
www.KralUssery.com and register. Or, send a request to newsletter@KralUssery.com and we will register you.

Preparing for an IPO During a Market Slowdown Page 3


http://www.kralussery.com/
http://www.kralussery.com/disclaimer
http://www.kralussery.com/privacy-policy
http://www.kralussery.com/
https://visitor.r20.constantcontact.com/manage/optin?v=001XWTM8Vlkw3bZMwjaJ_5hPHlFuMPnVBuDDGXqP61_cymoBa06bq1K8KAvQ4U45gVFpeqRtS56LG5GBF44QLKsmyo_zt2NljRj37Zee3mGtrE%3D

