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In this article, the features of Initial Public Offerings (IPO) of the Ukrainian com-
panies are considered in the conditions of globalization of stock market, which show up 
through intercommunication of advantages and disadvantages of the use of alternative 
funding processes of capitalization the capital. It is defined that in the IPO process, 
there are three major players: the issuing firm, the bank, and investors. Many factors 
play a role in determining the cost of an IPO, but in all cases, these costs are signifi-
cant. The process of going public is studied, including listing requirements of major 
European stock exchanges. The placement of the newly issued stocks is conducted on 
the primary market. Most of the corporations enter the primary market with the help of 
investment banks. A rm that goes public is required to publish a prospectus. Ukraini-
an companies are overwhelmingly moving towards the integration in global economy 
and already have made the initial public offerings on European Stock Exchanges. New 
challenges and issues are being involved, requiring a new set of solutions and theoreti-
cal approaches. 
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Introduction. Financial markets, especially stock markets, have grown considerably 

in developed and developing countries over the last two decades. Several factors have 
aided in their growth, importantly, improved macroeconomic fundamentals, such as mon-
etary stability and higher economic growth. General economic and capital market specific 
reforms, including privatization of state-owned enterprises, financial liberalization, the 
establishment of stock exchanges and bond markets, and an improved institutional 
framework for investors, have further encouraged capital market development. Financial 
globalization has also advanced in the last two decades with increased cross-border capi-
tal flows, tighter links among financial markets, and greater commercial presence of for-
eign financial firms in countries around the world. An important element of the globaliza-
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tion trend has been the increase in the stock exchange activities that take place abroad, 
most notably for emerging markets, but also for developed countries. Many firms now 
cross-list on international exchanges, with depositary receipts being a particularly popular 
instrument to access international markets. Going forward, many expect these globaliza-
tion trends to continue as access to information improves, standards (concerning corpo-
rate governance, listing, accounting, and others) become more harmonized, technology 
advances, and inter-market linkages further increase. 

Analysis of recent research and publications. There is a wide range of Western as 
well as national researchers who have studied the topic of the efficiency of IPO. The out-
burst of research on this topic started in the nineties of the twenties century, when the 
United States experienced IPO boom of information technology companies. In their re-
cent work Ritter and Welch (2002) studied the IPO activity pricing and allocation, while 
Ann Sherman (1996) unveiled the international differences in initial public offerings. 
Among our scientists, Pavlo Gulkin (2006) issued a book on the initial public offering 
practices in emerging economies. Other scientists who wrote on the topic include Lowry 
(2002), Mishkin (2003), Aggarwal (2000) and others. 

The main material. Initial public offering (IPO) is the process of offering securities – 
generally common or preferred stocks – of a privately owned company for sale to the 
general public. An IPO in which a company sells its newly issued shares and receives all 
the proceeds in the form of additional capital is called a primary offering. A securities 
sale in which securities held by the owners of the company are sold, and from which the 
owners receive the proceeds, is called a secondary offering. IPOs are almost always pri-
mary offerings, but may include a small number of shares held by the present owners. 
The placement of the newly issued stocks is conducted on the primary market. Most of 
the corporations enter the primary market with the help of investment banks. A rm that 
goes public is required to publish a prospectus. In general, this requirement is based on 
the governing regulations of the stock exchange where the rm is to be listed, on common 
law, and for European Union (EU) countries, on EU guidelines, which must be imple-
mented in the legislation of the Member States of the EU. 

In the IPO process, there are three major players: the issuing firm, the bank, and inves-
tors. Each will react rationally to preceding actions by other players and/or in anticipation 
of a rational response. The only meaningful way to model this situation is as an extensive 
form game. Furthermore, in IPOs there is substantial uncertainty and thus it is reasonable 
to model asymmetric, noisy information that is correlated among agents. Finally, the af-
termarket price should aggregate information that the offer price could not – why else 
would we often observe substantial price-jumps? The nature of the problem therefore 
requires a model that incorporates three-player strategic considerations coupled with in-
formational asymmetries. IPO is both the opportunity for a company to raise additional 
capital and an exit strategy for initial investors. The following Table 1 describes IPO al-
ternatives. As it can be seen from the table above, debt financing has an advantage as it 
does not require the sharing of profits. On the other hand, it requires strict payment of 
interest and repayment of debt. For that the company should generate enough cash flow. 
Venture capital is a popular financing instrument on emerging markets. It can be simpler 
than IPO and focus on the future prospects rather than on current company situation. On 
the other hand, venture investors are more experienced and they allow extra discount for 
risk Selling the company is another option of obtaining capital. However, it is suitable 
only for owners of the company and usually serves as an exit strategy for them. Selling 
the company may result in lower proceeds than an IPO. 
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Table 1. Analysis of Pros and Cons of IPO alternatives 
 

Type IPO Alternative Pros Cons 
Debt Commercial 

bank/lender 
No sharing of profits Dependent on sufficient net worth, 

income, or cash flow 
Debt Asset-based lending No sharing of profits Dependent on sufficient assets or cash 

flow – has higher borrowing costs 
Debt/ 
Equity 

Institutional Can be simple – few parties involved More sophisticated investors may 
negotiate a lower price 

Debt/ 
Equity 

Leverage ESOPs An exit strategy or financing device 
with certain tax preferences 

Company must have adequate securi-
ty for lender (assets, income, or cash 
flow) 

Converti-
ble 
Debt/Equi
ty 

Venture capital Can be simpler; added experience and 
reputation is brought to the company; 
focus is more on future potential than 
on current security 

More sophisticated investor-may 
result in lower pricing for the compa-
ny, plus there is an expected 5 to 7
year exit 

Other R&D/Investment 
partnership or joint 
venture 

Can result in favorably priced financ-
ing; could result in synergy and indus-
try clout 

Dependent on a viable technology or 
other intangibles; could result in a 
demanding partner 

Other Selling the compa-
ny 

Can permit a complete and certain 
exit by existing shareholders 

May result in lower pricing than an 
IPO, loss of future upside tax consid-
erations 

Source: [5, 6, 11] 
 
Each of the IPO alternatives has its specifics and can be implemented in particular situa-

tion. Ukrainian companies, which have decided to raise significant financing, are over-
whelmingly high-growth companies, and their owners do not wish to exit the business, with 
average risk as for Ukrainian market and improved business model. As a result, for them 
traditional IPO will be an easier and the most beneficial way of raising capital. 

Advantages of IPO: 
 Prestige/reputation – the visibility for shareholders and their company is usually 

enhanced. For example, a regional company may more easily expand nationally following 
a stock offering due to the increased visibility. 

 Ability to attract and keep key personnel – if a company is publicly owned, em-
ployee incentive and benefit plans are usually established in the form of stock ownership 
arrangements to attract and keep key personnel. Stock option plans, for example, may be 
more attractive to officers and other key personnel than generous salary arrangements due 
to the significant upside potential. 

 Less dilution – provided the company and the market are ready, the former may 
achieve a better price that results in less dilution compared to other forms of equity fi-
nancing for example on national markets. 

At the same time we have defined some disadvantages of IPO as a form of raising 
capital: it is high expenses; another disadvantage is separate procedures are set out for 
admission to trading (without listing), which may be initiated by stock exchange mem-
bers (brokers), the issuer, or the stock exchange itself; and listing, which may only be 
initiated by the issuer itself. 

In order to issue shares for the first level of listing should have the following re-
quirements: the issuer has been in existence for at least three years; net assets of the issuer 
are at least 100 mln UAH; annual sales for the previous financial year are at least 100 mln 
UAH0; the issuer has been profitable for at least two out of the last three fiscal years; mar-
ket capitalization of the issuer is at least 100 mln UAH; each month out of the last six 
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months at least 10 transactions were made and settled with the equities of the applicant on 
the stock exchange, and the average aggregate monthly value of such trades amounted to at 
least 1 mln UAH; the total number of the issuer’s shareholders must be at least 500; 

In order to issue shares for the second level of listing should have the following re-
quirements: the issuer has been in existence for at least a year; net assets of the issuer are 
at least 50 mln UAH; annual sales for the previous financial year were at least 50 mln 
UAH; the issuer has been profitable in previous fiscal year; market capitalization of the 
issuer is at least 50 mln UAH; in each month of the last six months, at least 10 transac-
tions were done and settled with the equities of an applicant on the stock exchange, and 
the average aggregate monthly value of such trades amounted to at least 0.25 mln UAH; 
the total number of the issuer’s shareholders must be at least 100. 

The comparative table of major company’s expenses while conducting IPO on the Eu-
ropean Stock Exchanges is shown in Table 2. 

 
Table 2. Comparison of cost of listing on major European stock exchanges 

 
Name of the exchange First contribution Annual contribution 
Vienna Stock Exchange 1% of the placement 0.05% of the trade volume 
Warsaw Stock Exchange 0.03% of the placement 0.02%) of trade volume 
London Stock Exchange (AIM) 180 pounds 4180 pounds 

Source: [1,2,3] 
 

Many factors play a role in determining the cost of an IPO, but in all cases these costs 
are significant. Outlined in the table below is the range of IPO costs that should be ex-
pected if you decide to go public.  

Ukrainian companies are overwhelmingly moving towards the integration in global 
economy. New challenges and issues are being involved, requiring a new set of solutions 
and theoretical approaches. One of the everlasting needs of the company is the need for 
financing. With the opening of Ukraine’s economy the variety of sources of finance is 
increasing, providing Ukrainian companies with the opportunity to benefit from the avail-
ability of new financing sources. 

Peculiarity of pricing for Ukrainian IPOs, is the inclusion of their immense growth 
prospective, which are not available to companies in other countries. In order to reflect 
growth rates, Ukrainian companies should have higher multiples than their peers. In terms 
of pricing, choosing the moment to go public is an important timing decision. According 
to theoretical background stated above, the company should go public during its time of 
its growth maximization.  

Ukrainian companies prefer European stock markets, such as Frankfurt Stock Ex-
change, Warsaw Stock Exchange, Alternative Investment Market (London Stock Ex-
change) and London Stock Exchange. It depends on different factors, like size of the 
company, conditions of preparation to IPO, costs of listing, location of stock market and 
so on. In Fig. 1 we can see the structure of the attracted money of the Ukrainian compa-
nies through IPO operations on the European Stock Exchanges. Ukrainian companies 
prefer to make placements on London Stock Exchange; it is near 1, 8 billion dollars of the 
USA attracted from IPO operations. 

Ukrainian companies are overwhelmingly moving towards the integration in global 
economy. New challenges and issues are being involved, requiring a new set of solutions 
and theoretical approaches. One of the everlasting needs of the company is the need for 

301



 
 

   

   .  «   », 2014. Bun. 30

financing. With the opening of Ukraine’s economy the variety of sources of finance is 
increasing, providing Ukrainian companies with the opportunity to benefit from the avail-
ability of new financing sources. In Table 3 we can see the biggest sum of money attract-
ed by Ukrainian companies through IPO operations on the European Stock Exchanges.  

 

 
 

Fig. 1. The Structure of the attracted money of the Ukrainian companies 
through IPO on international stock markets % (million dollars of the USA) 

Source: author’s own modification  
 

 
Table 3. The biggest sum of money attracted through IPO operations,  

million and dollars 
 

Company Sum of money attracted through IPO operations, million, dollars 
Ferrexpo 424 
Myronovskyi Hleboprodukt 371 
Kerner 218 
AvangardCo 208 
KDD Group 143 

Source: author’s own modification  
 

There are some very important procedure that companies should do in their activity 
for the successful placement on the European Stock Exchanges and follow the recom-
mendations. 

Recommendations for the companies: 
1. Investors should know the company, the market, on which it operates, its opera-

tions and future strategy. And the strategy should be clear and consistent. 
The compliance with this rule will allow the investors to adequately estimate compa-

ny’s value, growth opportunities and cost of capital. When the strategy and company 
structure is not clear, it suggests that the company is entitled to extra risks. In its turn, risk 
assumptions considerably lower company’s value for investors. 

2. The company should achieve the position of the absolute leader on the market. 
As Shaus noted in his research the company should choose a right moment to conduct an 

IPO. The right moment includes the period, when the company reaches its maximum value and 
after which the growth rates of the company will start to slow down. It also includes the right 
current situation on the market where the placement is to take place. As IPO is a subject to in-
vestors’ demand, a company should choose the moment, when there are enough funds available 
on the market and investors willing to invest in new companies. 

3. Company’s actions should be corresponded by its declared intentions regarding 
growth targets and other achievements. 

8,01 
(105)

32,05 
(728,22)

19 
(383,8)

40,94 
(651,6)

Frankfurt
Stock Exchange
Warsaw Stock
Exchange
AIM
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When writing a prospectus of share issue the company should be extremely careful 
about the forward-looking information. On the stage of the placement overoptimistic 
company statements may result in successful company placement at the higher range of 
the shares offered. However the long-term implications of the deceiving in formations 
will be much more harmful to the company. Thus, the company should always state the 
realistic targets and do its best to achieve them. When a company states beforehand 
known unrealistic forecasts, the investors value company according to them. Thus, any 
difference in operating results will result in change in company’s value and investors 

4. The owner of the company should gather a team of highly-qualified professionals 
let them manage the company and prepare them for the IPO. 

The value of a strong team of highly-qualified can hardly be overestimated. IPO is a 
complicated process involving the exact understanding of the functioning of the compa-
ny, national and international market left alone the knowledge in economics. If the com-
pany owner decided to conduct an IPO, it is only then worthwhile when it is a high-
quality IPO. In other case the IPO may be a bid disappointment for the company. 

5. Offer investors more than they expect, motivate them to invest in the company. 
Emerging markets are known for their immense growth opportunities. However, this 

idea is sometimes overused. Company management when conducting an IPO has to try to 
evoke investors’ trust and win credibility. 

Conclusions. New challenges and issues are being involved, requiring a new set of so-
lutions and theoretical approaches. One of the everlasting needs of the company is the 
need for financing. With the opening of Ukraine’s economy the variety of sources of fi-
nance is increasing, providing Ukrainian companies with the opportunity to benefit from 
the availability of new financing sources. In this research paper one of such sources, 
namely equity financing through initial share placement is studied. 

The process of going public is also studied, including listing requirements of major 
stock exchanges. We determine major factors, which have influenced companies’ per-
formance on the stock exchange as well as correlation between the companies’ share 
price trends with relevant indices and peer companies. Thus, the research of current IPO 
trends and identification of crucial items in IPO preparation and exercising in the future 
are highly valuable and relevant for current scientific discussion. 
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