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Going public can provide a company
with increased access to capital, brand
awareness, acquisition opportunities, and
liquidity for investors. The larger U.S.
stock exchanges including the NYSE and
Nasdaq exchanges are the "gold standard"
for global stock exchanges, providing an
efficient market to purchase securities. These
exchanges attract significant attention from
investors and media worldwide, and provide
the highest dollar volume of trading activity
of any exchanges in the world.

There are over 400 Chinese companies
that have, directly or indirectly, listed their
shares for trading on United States stock
exchanges. However, only a fraction of
these companies are traded on the NYSE
or Nasdaq exchanges. There are hundreds
of Chinese companies whose shares are
thinly traded on the over the counter Bulletin
Board or the Pink Sheets. These companies
may have little investor following, low
stock prices and very little daily trading in
their shares. For those companies, the U.S.
listing provides little more than additional
operating expense, and potential liability for
shareholder lawsuits.

There are steps that the Chinese
operating company can take to increase its
chances for a successful listing in the United
States. These include proper planning and
the right team.

The Plan

Not every company or management team
is prepared for the scrutiny and challenges
of being a publicly-traded company. The
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key to a successful listing begins with an
honest appraisal of the operating company
with whether its business and personnel
suited to being publicly traded. Companies
often go public to increase access to capital
and to facilitate acquisitions for stock. But
there are costs associated with becoming and
remaining a publicly traded company, which
must be evaluated.

There are direct costs associated with
being publicly traded, including internal
staff to prepare the SEC filings, investor
relations expenses, audit fees, legal fees, and
stock exchange listing fees. These costs will
aggregate to a $500,000 annually or more.

There are also indirect costs to being
public. Publicly traded companies must
disclose their financial results as well as
negative events that affect their business.
Competitors can use information concerning

gross margins, cost structure, profitability:

and financial resources to disrupt sales and
compete more effectively.

Finally, the U.S. securities regulations
are based on regular reporting of all
material information about the company’s
business and operations. Consequently, if
the company does not believe that it has the
internal controls necessary to timely and
accurately report the material information,
or if the company does not wish to disclose
material information, including negative
information, it should re-evaluate its
strategy for going public.

If the company determines to go public,
the plan must also recognize that listing on
an exchange is a step toward the company’s
goals, but not the endpoint. A listing does

not guaranty business growth, a large market

capitalization, or liquidity for stockholders.
A stock price, and hence a company's overall
market capitalization, is a function of supply
and demand for stock. In order to generate
demand for the stock, investors must be
aware of the company, and have adequate
information to make their investment
decision. Addressing the public market,
making contact with prospective investors,
publishing quality financial information is
a part of the business process for a public
company which must be maintained.

For companies that fail to maintain
investor interest in their stock, the lower
demand for results in a lower per share
price. It can result a stock price that
is lower than the intrinsic value of the
company, making the company vulnerable
to a hostile takeover attempt. The low
price will also increase the cost of capital,
and make it more difficult to raise capital
when needed.

Investors on the U.S. exchanges can
make money from an increase or a decrease
in the price of the stock. Investors can try
to "corner the market" or effect movement
in the stock price simply to create an
opportunity for profit, without regard to
the business fundamentals affecting the
company. In the larger public companies the
volume of buyers and sellers reduces the
likelihood of this type of manipulation, but
it is a real concern for smaller companies.
Consequently, the company’s operating plan
and budget must include investor relations
and public relations elements to attract and
expand investor interest.



The Team

There are several key internal team
members necessary for a successful U.S.
listing. The company must have a Chief
Executive Officer with the leadership
to make effective business decisions.
It must also have a Chief Financial
Officer that can oversee the accounting
and control processes needed to timely
prepare and report financial information.
Finally, either the CEO, CFO, or a
special investor relations specialist, will
need both English language skills and
capital markets experience, in order to
discuss the company’s business results
and prospects with media, analysts and
prospective investors in the United States.

In addition to internal team members
the Company will need three principal
outside consultants: the auditor, the
lawyer and the financial advisor.

The Auditor

In order to go public in the United
States, the company’s financial records
are going to have to meet international
or U.S. financial accounting standards
and be auditable. The auditor should
be engaged early in the process. If the
company’s records are not sufficient to
audit, the company cannot meet its filing
requirements with the SEC. In addition,
companies often find that generally
accepted accounting principals require
them to change certain of their historical
accounting practices. The results can be
significant and may impact whether or not
the company meets the listing standards to
be traded on an exchange.

The SEC requires that auditors
for publicly traded companies be
registered with the Public Company
Accounting Oversight Board, or PCAOB.
Consequently, the Chinese operating
company should select an audit firm that is
PCAOB registered, or is affiliated with a
PCAOB firm. Beyond PCAOB registration,
selection of an accounting firm should be
made on the basis of the quality of their
work product, and the quality of their
service. A company wants an audit firm that
will be responsive and complete its work on

time and on budget. However, it is critical
that the work be done correctly. Improper
accounting or poor disclosure may draw
comments from the SEC’s accounting
staff, delaying the registration process, and
making the I[PO more costly. Accounting
issues that are discovered or occur after a
company goes public can result restatement
of past financial statements to correct
errors. This can cause a significant drop
in stock price, and results in lawsuits from
investors claiming securities fraud.

The Lawyer

The lawyer’s principal function in
the TPO process is to ensure that filings
made with the SEC meets the SEC’s
disclosure requirements. In addition, the
lawyer conducts a due diligence review
of the company’s business, material
contracts and certain operating matters
to verify that its filings do not violate
U.S. securities laws by misstating or
omitting material information from SEC
filings. The lawyer also takes the lead in
preparing filings and communicating with
the SEC.

There is no specific registration for
a lawyer to practice before the SEC.
The Chinese operating company will
want to select experienced counsel, with
knowledge of the SEC filing requirements,
and well as experience positioning
companies for success. The underwriter in

an IPO generally requires a legal opinion as .

part of the closing process, and may insist
that the company engage a recognized
law firm to render this opinion. Effective
legal counsel will speed the process for
SEC approval, improve the accuracy
of SEC filings, reduce the chance of
shareholder lawsuit, assist the company in
communicating effectively with investors,
and consequently improve the stock price.

The Financial Advisor

The financial advisor is the connection
between the company and the investors,
providing valuable information to
the company on industry trends,
competitive positioning, and key drivers
for increasing share price and market
capitalization. The financial advisor also

provides the company with strategic
advice on options for raising capital or
strategic transactions. In an IPO, the
financial advisor will act as, or will
assist in the selection of, the underwriter
who arranges the sale of shares from the
company to the public investors.

Firms that provide investment
banking services in the United States,
including acting as a broker or dealer
in stock transactions are required to be
registered with the SEC. In addition
to registration, companies will want to
confirm a financial advisor’s track record
for closing deals and for supporting
deals after the initial transaction, and
experience in the industry. The agreement
with the financial advisor often provides
for exclusivity or gives the advisor the
right to fees on future transactions.
Consequently, the company will want to
review the qualifications carefully. The
best financial advisor will have access
to investors, will advice the company on
structures to reduce the cost of capital
while meeting both short term and
long term financial goals, and will
identify the key drivers of value for the
company’s industry.

Conclusion

The U.S. stock exchanges attract
investment globally. The intense interest
increases daily trading volume on the
exchanges, and provides incentive for
analysts, news outlets to follow stocks
and disseminate information into the
marketplace. Done successfully, the public
offering process can accelerate a company’s
growth. The company that establishes
momentum can use its public status to
draw attention to its business, increase
demand for its stock, and raise its stock
price. The higher stock price and market
attention draws interest to the company’s
products, increasing revenue. It also lets
the company raise capital at lower cost,
and makes acquisitions more affordable.
The first step to a successful public offering
is understanding the process, making a
reasonable plan for success, and establishing
an experienced and effect team.
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