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Xypaanryii: Cyaraauus, komnanuys siaraaz, X393 HI9ATT3H GoAx Gaiiraa
Taraap AH3 GYPHHH CyzaAraa XuiicaH Gaizar. DHa X08p acyyATaz XapHyAaxaz
TyArapd 6yH YHACSH 63PXII29A Hb TOXHPOX CYy/JAATaaHbl aprayAan OAOXOZ
X311yy GOAOH 1IaapAAaraTail aprayAaabil X9PITAdX9/, KOMIIAHHY/bIH M3/A99AIA
xoMc 6aHraataii XoA600TOM.

Dua smusxyy cyzairaambl axnaap KOMIIAHHYZ SAMHH 3acTHAH HOXIOA
6aiizartail yaaayyam [PO xuiiasr vy raaruiir cyzarcan. Oepeep xanbaa,
3aX 399AUHH HOXUOA CalH OyI0y 9AMHH 3acar 6COATTIH 6alX yes KOMIIAHHYZ,
IPO xuiix up HAMBraASr Hb CyZAarraaHbl azKAbIH Yp ZYHr93p rapd GaiHa.
Men kommanmys canbapblH aAyHzazk TYHLISTIOAMAT zgarazar 6GOAOXbIT
xapyyAraa.

Xapun acparssp Kommanuys sauiH 3acar ynaartait yea 1PO xwuitx xepenre
TaTaXxaaC MAYYTdH KOMIAHHMHH CaHXYYTMHH 6aHJABII XaMraaaax, TYYHYASH
6yypyyAaxryll GaHX 9PMIABIATIH OGaHZar Hb OAOH YACHIH CyZAaadZbiH
CyzaAraaHbl a:KUAJ Aypbjarcan 6aiHa.

Yr uATraA Hb Xypaaury#, OpmMA, cyaAaracaH 6Gaizan, OHOABIH GOAOH
CyZaAraasbl X9C9T, AYTHOAT, allMTAACaH MaTepHaA 33P3T  XICTYYZAIIC
6YpaaH3.

Tyaxyyp yre: [PO-u gasaaraa, IPO-n toxupomzxroii uar ye

Abstract: Researchers have made various studies on why and when they
shall publicly offered. The main difficulty in responding to these two questions
due to identity of appropriate methodology and the lack of information by the
companies to use the methodology.

In this study, we investigate whether companies are doing IPOs in line
with economic conditions. In other words, companies do [POs when market
conditions are good or the economy grows. If the market performance is
insufficient, companies are keen to protect the financial situation of the
company, rather to attract IPOs during the downturn.

This paper comprises summary, introduction, theoretical and research
sections, conclusions and reference.

Keywords: 1PO waves and [PO timing /MSE/

Lecturer at Finance Department of Business School, NUM, bilgeebts@yahoo.com
“ Lecturer at Finance Department of Business School, NUM, tuvshood@yahoo.com



40

INTRODUCTION

Initial public offering /IPQO/ is the one of the appropriate ways for companies
to finance projects and expanding its operations.

IPOs? can be made by a company whose business has stabilized and business
is growing as well as a new company with a project that is likely to have high
profitability.

The public offering of shares is a classic investment tool that allows companies
to fundraise cost-effectively in long term and offers several advantages for the
company.

The importance and benefits of IPO*:

V' Provide cheap and long-term financial resources.

V' Increased reputation, improved corporate governance and improved liquidity.
Market value is determined more realistic.

v" Creation of competent personnel and good management team.

v" Increased opportunity to attract investors from foreign markets.

Companies need assistance of professional advisors, intermediaries, mainly
underwriters’ and investment advisors in issuing [POs, and intermediaries provide
professional services to security issuers in order to anticipate the difficulties that may
be encountered in order to succeed in the [PO.

An issuer of security can be listed on several stock exchanges and can trade
securities on a foreign stock exchange by dual listing or issueing depository receipt
on the securities listed on the primary market.

However, the companies confront several challenges regarding 1PO. First of
all, company managers need to pay close attention to the process of issueing IPO
because it requires a large amount of capital, manpower and time, but in some
circumstances, their focus on main operating activities likely to weaken or deteriorate.
Second, it is prohibited to conduct marketing activites and other activities that may
affect the financial position of the company during the preparation of the [PO.
Third, if a company is listed on a stock exchange, its internal affairs such as filing
reports, announcing and holding meetings, making decisions etc. need to disclosed

> [18] Article 4.1.21. “Public offering” (IPO) means to inform to the public through media that the company

is going to sell its securities to more than 50 investors in accordance with the regulations set by the Financial
Regulatory Commission.
* 5]
The underwriting is to provide professional services for the IPO issuer to offer the securities to the public
on the basis of the agreement and to buy the remaining securities sold in the primary securities market in
accordance with the underwriting contract.
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in accordance with the laws and regulations. Fourth, depending on the number
and size of the shares, the company may lose control over management to its
shareholders as well as to its competitors or third parties inadvertently.

Comparative analysis, summarizing, and sampling methods are used in this
research paper®.

BACKGROUND

Although scientists are keenly interested the IPOs as it is popular in international
markets, the concept on the process of decision-making to become public company
is still complex and limited. ’

Zingales (1995) considered the IPO as the result of decision bringing company
value to the highest, making company owners’ investment realistic. He has developed
a model that demonstrates the potential strategy of such owners. For example,
whether to buy a public company, in that case you buy, what part of the ownership
will be kept. The researcher stated that the owners optimize ownership structure
to maximize their total sales revenue. For example, by defining the control and
cash flow rights before negotiating with prospective buyers. [PO is the one way of
implementing it.

Pagano, Panetta and Zingales (1998) studied 2,181 Italian companies in
between 1982 and 1992. To answer the question of why firms become public,
compared the characteristics of companies stayed closed and puiblic companies
before and after IPO and estimated the probability to become public by probit
model. Italian companies were becoming public to balance their asset structure. The
researchers found that the IPOs are likely to increase when the company size is the
same and/or has the average the ratio of market/booking price.

With rapid change of technology, primary companies of emerging markets have
chosen to finance through equity.

Fischer (2000) explains why companies related to the technology growth are
becoming public in Germany. He found that the share of intangible assets, research
and development, investment and preliminary growth have increased as the IPO
rises. In addition, concluded that the issuers of IPO listed at Neur Markt in
German are funding for future investments not just to withdraw cash.

Companies listed at other market segments of Frankfurt Stock Exchange had
become public to being economically and financially favorable rather than needing

© Statistical method which selects sample members from a population.

7 [19]

8 By issuing IPOs to shareholders, the owner makes maximum cash income using its cash flow sales. By making
direct trading with potential buyers, maximise its cash by using sales of control rights.
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the capital.

Andrew Worthington’s research work on “IPQO’s pricing and performance
of IPO’s for small and medium sized performance” in 2001, studied the stock
performance against the small and medium sized companies listed at the exchange
in thailand and discussed average abnormal returns. The survey concludes that the
market-what-stock performance? follows the market except during downturns.

Boehmer and Ljungqvist (2004) examined the information of 330 companies in
Germany who had announced their willingness to become public in between 1984
and 1995. In the IPO, a general economic condition or an opportunity to acquire
investment, and the return on equity markets that are positively associated with the
company’s value are essential. When sales, income growth and profit margin of the
company are relatively higher compare to other companies in the same industry and
are willing to become public, increases the likelihood of becoming public.

Brau, Ryan and DeGraw (2005) have surveyed executives of 438 companies
which are issued an [PO during 1996 and 2002 in the USA. The most important
reason for becoming public was financing growth of both domestic and foreign —
external internal as respondents and repelled that the IPO is the tool for optimizing
asset structure for holders. Their research also supported the thoery of market
timing. For example, the majority of respondents concluded that the IPO timing
coincides with the favorable market conditions.

Brau and Fawecett et al (2006) classified the reason to become public into four
categories. These include:

1. Reduce capital costs;

2. Allow internal employees or participants to withdraw cash

3. Activating the procurement process;

4. Strategic transition.

Traditionally, the IPO has considered an important stage of a company for
growth and development. In other words, companies become public when it reaches
specific stage.

The research on “A theory of IPO waves”, 2016, of Ping He, a professor at
the University of Chicago, has conducted factors that may affect to the IPO, and
the market factors are the key factors mostly influenced to the IPO.

The study on “The IPO Waves: How market performance influences the
market timing of [PO?” by Firas Batnini, Moe Hammami’s, 2015, evaluated the
market factors influenced to the number of IPO by regression model. The results
show that when the market is booming or hot, the number of IPO increases and
valuated highly. When the market is down or cold, the IPO declines and have
correlation.
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In summary, companies issue IPO to:

1.
2.
3.

To reduce capital costs;

Activating procurements;

When the company reaches its particular development stage, it is
automatically public;

When the main owners want to sell part of their shares to diversify portfolio;
Determine the balance of rights and control of your cash flows before
negotiating with potential buyers;

Independent entities to balance the assets structure;

The entrepreneur who requires foreign financing to finance the project will
raise money by selling risk averse venture capitals;

Companies do IPOs when economy is favorable but not for the need of
capital.

Risks to take into account while issuing IPO:

Unsuccessful [PO

Losing control over management

Implementation of corporate governance principles

Business sector and economic risks

Risks associated with competitors

Financial risk

Technical or technological risks

Risks related to shareholders

Risks from IPO counterparts and their employees involved in [PO.

IPO timing

Many studies have shown that issuers of [PO are sensitive to the market timing

and PO activity increases in some particular time. In other words, companies go

for public using “windows of opportunity” when the economic condition is favorable.
Studies have defined market IPO timing differently.
Some researchers emphasize that the investor’s intention to the company play

major role, while others focus on the ability of the company to issue stocks.

Companies consider the market trend, return and valuation factors when making
decision to issue 1PO.?

Current situation of IPO at MSE

[PO issuence at MSE is not many compare to other similar countries. 18

% It is still debated whether the market capitalization of the stock, certain specific sectors, or comparison of

companies, or the recently released IPO companies is the most relevant
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companies issued [PO during 2005-2018 (Appendix) which is only 7.6% of total
listed companies at MSE.

Therefore, this paper investigates the current situation of [PO for the companies
and determines the appropriate time for succesfull IPO at MSE.

LISTING AT MSE

Different stock exchanges around the world have different boards with different
criteria. For example, Honkong (HKSE) Stock Exchange has Mainboard and
GEM for companies with high growth. HKSE has listing specific procedures,
however, there are instances where some criteria are not applied depending on the
project’s nature. Listing process takes up to 4 months.

IPO process at Mongolian Stock Exchange /MSE/

Listing stage of a stock is legalized under the “Law of Securities Market”,
“Procedures for listing” of MSE and “Securities Registration procedure” of
Financial Regulatory Commission /FRC/ and registers on the one main menu.

Figure 1. IPO steps and duration
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Source: Own calculation and MSE

Step 1: Choose an underwriter and enter into an agreement for cooperation.
The underwriters have an important role to play in providing valuable advice on the
success of [PO.

Step 2: The underwriters will be able to analyze the financial and other
conditions of the issuer and prepare and introduce prospectus of the company to
investors, and handles the registering criteria to meet the authorizing organizations
(FRC and MSE). These include:

An independent audit report on financial statements

+  Business and asset valuation by an independent, professional valuation

company and obtain a report

+  An independent law firms to make report on company’s legal documents

+ Obtain report from underwriting company.

Step 3: Submit an IPO request to the FRC and MSE, who will conduct
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audits in accordance with relevant laws and regulations and make decision whether
to trade the security.
Step 4: Perform road show for foreign and domestic investors.
Step 5: Receive buy orders from investors through brokerage companies.
Step 6: Organize trading and raise the fund for the company’s investment.
The above steps take an average of 6 months. Companies planning to issue
an PO shall consider the methodological and legal recommendations and need to
meet the criterias.

MSE classes and their criteria
MSE registers new shares of companies in three classes and lists in the class
that meet the criteria. Table below shows the classes and criteria.

Table 1. MSE classes and criteria

Criteria [ class IT class III class
1. Market cap >10,0b ¥s >1,0b ¥s <1b %s
2. Public offering 25% 15% -
3. Time of withdrawal 2 years - -
4. Years of operation More than 3 Not less than 2| Not less than 1
5. Sales revenue More than 10b ¥ More than 1b ¥ -
6. Profitability indicators More than 1b ¥ Be profitable -
7. Underwriters Yes Yes Yes
8. Prospectus Need to prepare Need to prepare| Need to prepare
9. Principles of Yes Yes (if no, Yes (if no,
corporate governance describe) describe)
Submitted to the Submitted to the

FRC for the last 3 | FRC for the last 2
years and must be | years and must be
audited. audited.
i e
Source: MSE

10. Financial reporting

THE COST OF IPO ISSUENCE

We investigated the cost of [PO inssueance by comparing with the bank
lending.

The company that has been approved by the MISE and the FRC to issue their
stocks will have the following costs during and after the registration process.
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Table 2. Cost of IPO /tugrugs/

N° Type of cost Amount Description
Percent of fund raising from security
Und . ¢ / market and regulated by contract.
1 n er\jvrl 1ng cos 3.5% Advertising costs associated with the sale
Underwriting company/ .. . . .
of securities are included in underwriting
fees.
Valuation o In practice, approximately 10-30 million
2 . 1%
/Valuation comapny/ tugrugs
Auditing -
3 /Auditing company/ 10-30 million Regulated by contract
4 | Law Report /Law firms/ | 10-30 million Regulated by contract
5 Marketing expenses Negotiation with marketing company
6 Fee of Reg}llatory 0.68% Fixed amount is set i.n accordance with
organizations regulatlons
7 MSE service fee
Application and analyzing . L .
1 . 2 million ¥ Before application to register
service fee
[ class IT class III class
Within 3 25
Security registration days after 50 million . 5 million-50
2 , | million-250 -
service fee successful | -500 million 1 million
1PO million
- 500
3 Annual service fee! ALy 1,2 million-50 million thousand-25
quarter e
million
FRC service fee
Registration of new security | Each time | 500,000.00

Source: Mongolian Stock Exchange, Financial Regulatory Commission & “BDSec” JSC

RESEARCH:

» GLOBAL TREND OF IPO ISSUANCE

Despite ongoing geopolitical uncertainties and trade issues, IPO activity levels
in the first nine months of 2018 (YTD 2018) are significantly above the 10-year
median in volume and proceeds. In a historically quiet quarter, Q3 2018 global
IPO activity was notably lower than Q2 2018 and significantly down from Q3
2017 volumes. However, an increase in unicorn 1POs in Q3 2018 pushed YTD
2018 global IPO proceeds 9% above YTD 2017.
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Picture 1. Global IPO /billions of dollars/
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Picture 2. [PO issuance by continent
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Source: Global [PO trends: Q3 2018

Asia is leading by its number of IPO however the figure was lowered compare
to previous year in the third quarter of 2018.

The high yielding IPO is aimed at stabilizing the securities market and creating
a stronger economy. Here’s an example of China’s overwhelming advantage over
the number of deals made by the [PO, suggesting that the economy is sustainable
and that the securities market is growing.

Top countries by number of IPO in 2018:

v' China (23) v US (6) v Denmark 3)
v" Singapore (14) v Israel 3) v Malaysia 3)
v UK 9) v Ireland 3)

Top stock exchanges by number of IPO:
- NASDAQ (24) - Hong Kong (16) - Sweden (6)
+ London (10) - NYSE a7
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IPO by industry:

1. Technology 66 1PO, $9.5 b
2. Manufacturing 45 IPO, $3.2 b
3. Health 40 1PO, $5.6 b

Technology, industrials and health care sectors have been the most prolific
producers of IPOs globally in YTD 2018, suggesting that investors are striking a
balance between new innovation and sticking with the basics.

CURRENT SITUATION AND PROSPECT OF IPO IISUANCE
AT MSE

The following Appendix indicates that the IPO issuance, the key factor to the
Mongolian capital market development is not sufficient.

Globally in 2018, technology companies have made IPOs at most, while most
of the companies registered at the Mongolian stock exchange are technological and
financial firms.

From the results of studies stated in the background section and IPOs at MISE
investigation, the companies finance investment needs by issuing security-IPO
relative to the period which the economic condition is fair. For instance, [POs were
active in the short run before 2008, but in the years with the economic downturn,
there has been a sharp decline in Mongolia.

However, during the economic recovery in 2017-2018, 6 companies issued
[POs and financed successfully.

Picture 3. PO at MSE /2018/
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Source: Mongolian Stock Exchange
Let’s look at the relationship between companies issued PO and the

macroeconomic factors. We observed the number of IPO, inflation, GDP growth
which removed its seasonal effects. The results show that inflation and GDP have
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impact on the number of [POs with one quarter lag, ie. PO increases at the next
quarter which GDP has grown.

Picture 4. Comparison of inflation, GDP and the number of IPOY
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Source: Own calculation, Mongolbank & Mongolian Stock Exchange

In 2007, GDP grew by 10.1%, which was unprecedented in the last three
years, with 4 IPOs in 2008. However, in the next four years after the 2008
financial crisis, there was not any IPO and the GDP was -1.3% decline, and as
in the international studies, the average number of IPOs in the post-crisis period
of 3-4 years after the economic downturn had been reduced. In conclusion, the
decision to issue an IPO depends on the GDP growth of the previous quarter in
some circumstances.

In 2018, a total of 5 IPOs have been made, reflecting the recovery of Mongolia’s
economy or 6.3 percent of GDP growth.

The World Bank predicted that the Mongolia’s GDP growth will be 6% has
influenced-boosted the [PO.

Unlike IPO wave in 2008, inflation rate is low at this time. IPO wave was
not efficient due to inflation and GDP growth in 2008. In recent years, inflation
is observed to go has opposite-reversed direction with the number of IPO and the
number PO is expected to increase in the future.

Let us estimate the effect of industry average to the PO decision.

10 [6]
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Table 4. Industry classification of companies
Industry Selected companies Companies of the industry
Arig gal, Moninjbar, UB
Construction Mereks, Remicon T1E 82 onmybar

buk, Gan Hiits

Processing industry

Khukh Gan, Nako fuel,
High B oil

Ulaanbaatar hivs, Darkhan
huns, Juulchin duty,
Nehmeliin uildver, Mongol
savhi

Whole and retail sales

Hermes centre

Material impex, State
Department store

Source: Mongolian Stock Exchange

The IPOs are comparable to the average growth of the industry, and our
assumptions are based on HO: ui = us, H1: ui # us, and that it is significant to the
confidence level of 95% using T criteria. As a result, a total of 60 results were
achieved according to Table-5, of which 55 or 91.17% accepted the hypothesis. It
is statistically unacceptable that IPOs do follow the industry’s average performance.
In other words, the [PO companies follow the industry average for 2.5 years.

Table 5. Hypothesis on comparison of companies
issued 1PO and industry average'!

symbol | 1|

2] 3 4 5 6

7 8 9 10|overall

start month

[5/21/2008] 5/21/2008]

11/21/2008] 2/21/2009] 5/21/2003] 8/21/2009|

11/21/2009

2/21/2010] 5/21/2010] 8/21/2010)]

ho

Accpeted hypothesis [l B

ho

ho ho ho h1 ho

h1 ho ho

start month 4/21/2014

7/21/2014

10/21/2014| 1/21/2015| 4/21/2015| 7/21/2015

10/21/2015

1/21/2016| 4/21/2016| 7/21/2016

ho

Accpeted hypothesis |ho

ho

ho ho ho ho ho

ho ho ho -5}

start month 5/3/2007

8/3/2007

11/3/2007| 2/3/2008| 5/3/2008| 8/3/2008

11/3/2008

2/3/2009| 5/3/2009| 8/3/2009

ho

Accpeted hypothesis |h0

ho

ho ho ho ho ho

ho ho ho

start month 6/25/2008

9/25/2008

12/25/2008| 3/25/2009| 6/25/2009| 9/25/2009

12/25/2009

3/25/2010| 6/25/2010( 9/25/2010|

ho

Accpeted hypothesis |h0

ho

ho ho ho ho ho

ho ho ho

start month &/1/2008

11/1/2008|

2/1/2009| 5/1/2009] 8/1/2009|11/1/2009

2/1/2010

5/1/2010( 8/1/2010[11/1/2010

ho

Accpeted hypothesis |ho

ho

ho ho ho ho ho

ho ho ho

start month 5/19/2008

8/19/2008|

11/19/2008| 2/19/2009] 5/19/2003] 8/19/2009|

11/19/2009

2/19/2010] 5/19/2010] 8/19/2010)]

ho

Accpeted hypothesis [h0

ho

ho ho ho h1 ho

h1 ho ho

Source: Authors’ estimation

As shown in Table 5, Remicon did not follow the industry average. The
reasons include the economic crisis in 2008, that year election has organized and
because when issueing IPO, there were not enough trading and did not traded at

secondary market. Other companies followed the industry average. As a result,
most of the Mongolian companies follow the industry average in issueing IPOS

coinciding with international studies.

n [5]
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Conclusion

While the companies in developing or developed countries prefer to become
from limited to public companies through security market. Since privatization,
125 public companies became LL.C, meaning Mongolia is in opposite direction
compare to emerging markets.

The international study shows that [PO optimizes asset structure and creates
new opportunities for business development.

[PO process takes place up to 6 months (slower) at MSE but up to 4 months
at HKEX. Market capitalization of Mongolian companies are lower making
difficult to attract large amounts of financial resources.

Need to explore new markets for small and medium-sized companies at MSE,
and tailor requirements adapting to the country situations.

The result of the study overlapped with international studies, in other words,
Mongolian companies issued 1POs when the market is recovering. Mongolian
economy is growing lately so issueing [PO may be the best way of financing
for the companies at the moment.

Research findings show that the company’s value follows the industry average
and companies may consider the findings.

The study shows that, although the cost of issuing [POs has decreased
significantly in recent years, the duration of listing at MSE is longer compare
to other countries.

Global 1PO trend shows that the number of PO issuance follow the overall
economic outlook as well as the trend in the majority of countries. For example,
the number of technological companies which issued IPO successfully has
increased in the worldwide, whereas Mongolian financial and technological
companies have issued PO successfully in 2018.

There are 18 IPOs have listed at MSE today and 4 of 6 companies
which listed between 2017 to 2018, were technological and financial
companies, indicating that global trends also affect our country.
Finally, the results show that companies are likely to success in IPO when the
global market rebounds and when the domestic companies are growing.
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No

10
11
12

13

14
15
16

17
18

Symbol

AIC
MNDL

ERDN

MBW
LEND
ITLS

MIK
MRX
ETR

HGN
NKT
RMC

HRM

OLL
HBO
BDS

JTB
MSH

Appendix. Public companies offered its shares

Company name

“Ard Daatgal”
LC
“Mandal Daatgal”
LC
“Erdene resource
Development
Corporation” L.C
“Mongol Bazalt”
LC
“Lendmn NBFO”
LC
“Itools”

LC
“MIC holdong “
LC
“Merex” L.C

“E-Trans Logostics”

LC
“Khukh Gan” LC
“Naco tulsh” LC

“Remicon” LC
“Hermes center”
LC
“Olloo” LC
“High B oil” LC
“BDSec” LC
“Genco Tour

Bureau” L.C

“Mongol shiltgeen”

LC

Type of
Industry

Finance

Finance
Mining

Manufacturing

Finance and
Technology

Technology

Manufacturing
Manufacturing
Transportation

Manufacturing
Manufacturing
Manufacturing

Manufacturing

Technology
Manufacturing
Finance

Tourism

Tourism

Registered
Date

2018-06-13
2018-05-07

2018-04-04

2018-04-05
2018-01-26
2017-09-27

2015-12-21
2014-01-14
2012-04-09

2008-07-30
2008-06-24
2008-05-19

2008-05-16

2007-09-12
2007-05-02
2006-06-22

2006-01-17
2005-05-25

Raised amount

Number of

stocks

7,500,000
1,560,754

3,898,000

16,925,100
200,000,000
13,387,980

3,106,398
26,000,000
7,700,000

30,395,272
2,743,000
50,480,202

23,562,900

5,820,299
4,000,000
7,500,000

78,895,885
1,000,000

Source: Mongolian Stock Exchange

Total amount /
tug.s/
5,250,000,000

7,491,619,200
2,494,720,000

6,431,538,000
5,000,000,000
1,338,798,000

37,276,776,000
2,600,000,000
924,000,000

3,195,456,280
274,300,000
5,048,820,200

2,356,290,000

582,029,900
400,000,000
750,000,000

8,259,239,676
800,000,000



