We’re going
on an IPO!
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Family Business

Becoming a publicly listed company is a milestone in the life of any
organization. The rewards for achieving such a development are
undoubtedly very compelling, but the journey is also fraught with
challenges that require a substantial commitment of time and
resources on the part of the business, not only to aid in the
transformation process but also to fulfill the expectations of
external stakeholders once the company is listed. This article
highlights certain Initial Public Offering (IPO) challenges to family
businesses and how to mitigate them.
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Family businesses, are you ready for the IPO?
The decision to seek an IPO is typically driven by both
financial and non-financial considerations, with the
former including access to broader funding, facilitating
an exit for a partner and realizing financial gains, and
the latter improving a company’s profile, enhancing the
founders’ reputation and achieving a legacy for future
generations.
For family businesses, one of the main attractions of
an IPO is to aid in succession planning through the
enforcement of certain corporate disciplines that come
with being a regulated entity. Although the GDP of the
Middle East is largely oil-based, family businesses are the
second biggest contributor to GDP, with an estimated

While the timing of an IPO is critical, it is
even more critical to the success of the
IPO that the business is ready when the
market opportunity presents itself

value of US$1 trillion.1 With the majority of family
businesses expected to be passed down to the next
generation within the next ten years, succession
planning will have a major impact on the way Middle
Eastern businesses and economies will evolve during this
period. Studies indicate that, globally, only one in ten
family businesses survive to their third generation. This
issue is even more relevant in the case of Middle Eastern
family businesses, which are, on average larger and
more diversified than their American and European
counterparts.
GCC market regulators have been increasingly
promoting IPOs as the regional markets continue to
mature. In June 2015, Saudi Arabia opened up the
capital markets to foreign investors. As such, the IPO
market has been very active recently with several
successful family offices listing on either regional or
international markets as highlighted in the table below.
While the timing of an IPO is critical, it is even more
critical to the success of the IPO that the business is
ready when the market opportunity presents itself.
Hence, it is never too early to start preparing for this
milestone.

Family businesses listed on international and regional markets
Family
Business

Country

Exchange

Sector

Listing
date

Percentage Offer size Stock
offered
performance

DAMAC*

UAE

London SE

Real Estate

December
2013

13.1%

US$348m

268.6%

Abdul
Mohsen Al
Hokair**

KSA

Saudi SE

Leisure and
Tourism

June 2014

30.0%

SAR825m

76.0%

Al Hamadi
Company**

KSA

Saudi SE

Healthcare

July 2014

30.0%

SAR630m

122.3%

* From listing up to delisting on 16 March 2015
Source: Zawya and Bloomberg
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**From listing up to 26 April 2015
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Particular IPO challenges for family businesses
While there are a number of challenges to be
considered in the context of an IPO, those that are most
relevant to family businesses are highlighted below.
Family readiness
It is natural for family businesses to have internal
differences between family members. These differences
usually arise as the business transfers generations, with
more members of the family who may have different
ideas as to the company’s development becoming
actively involved in the day-to-day running of the
business.
If these differing views and aspirations are not
adequately addressed, they can be detrimental to
the stability of the business and lead to division, loss
in direction of a successful business and destruction
in value. For example, due to inadequate succession
planning, the family feud at the internationally
renowned Gucci business in Italy escalated, resulting
in a total of 18 lawsuits between different family
members by 1987.2
Business readiness
Business readiness is a challenge that is pervasive to
all businesses, but is even more pertinent for family
businesses. Sustainability and decision-making in a
family business tend to be dependent on the founder,
while decision-making for a listed company is expected
to be centralized and involves all stakeholders as part
of best corporate governance practices. For example,
owners of family businesses need to be receptive to
the possibility of having non-family executives and
independent directors involved in its business affairs.
“An IPO puts significant demands on management’s
time and resources in dealing with advisors and
information requests during the IPO process. What is
usually a significant change for family-owned businesses
is the additional ongoing reporting and regulatory
obligations post-IPO, to manage external stakeholders

Business readiness is a challenge that is
pervasive to all businesses, but is even
more pertinent for family businesses
with more frequent performance reporting, managing
analysts and dealing with a governance framework
with non-family members on the board. This increased
workload should not be underestimated at the risk
of neglecting the day-to-day business and resource
planning and should be an important consideration
for the board and senior management in the run up
to an IPO,” says Adnan Fazli, Head of Equity Capital
Markets at Deloitte.3
Loss of control
IPOs result in the dilution of control (dilution of 25 to 55
percent depending on the exchange) which means that
family members will no longer have complete control
over the decision-making process in the business.
Furthermore, the company will be held accountable to
external parties such as active investors and, in certain
instances, even competitors.
Finally, decision-making in family businesses is
influenced by the long-term reputation and values
held by the family founders and their offspring (i.e.
contribution to the social welfare of society), which
might not be the main focus of IPO investors who are
more attracted by the company’s profitability.
Communication
According to Tharawat magazine, IPO communication
consists of three aspects: explaining the business;
explaining the IPO transaction; and post-IPO disclosure
requirements.4 Unlike other companies, family-owned
businesses tend to more closely guard information and
are more information sensitive.
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Investors in an IPO transaction will heavily scrutinize
the target business. Family businesses have to be in a
position to explain their historical results and business
plan going forward. Special attention will be given to
related party transactions and whether conducted in
the normal course of business. Equally important is
communication with existing stakeholders (e.g. the
employees) who should not feel threatened by the
IPO and its added pressures on the business. Successful
IPOs include remuneration schemes that increase
management and employees’ commitment and loyalty
throughout the IPO process.
Additionally, it is critical that the IPO process remain
highly confidential to prevent potential adverse impact
on value. Once a company announces its intention to
float, the company is expected to operate and will be
viewed by analysts as a publicly listed company when
comparing it to its peers.
Finally, post IPO communication with investors makes
significant demands on management, as more frequent
and timely financial reporting is required. Listed
companies are expected to regularly and openly
communicate their management team changes,
historical financial performance and forecast strategies,
disclosures that family businesses are not typically
used to.

Family governance “helps put the house
in order.” It defines the relationship
among family members, and their
relationship with their financial wealth.

There are several strategies that family-owned
businesses can implement to mitigate these
challenges including:
Family governance
“Most business families are now conscious of the need
to introduce a level of governance separate from the
family business,” says Walid S. Chiniara, Deloitte Private
leader, Deloitte Middle East.5 Family governance “helps
put the house in order.” It defines the relationship
among family members, and their relationship with
their financial wealth.
Family governance mitigates the risk of family conflicts
that negatively impact the performance of the business.
Establishing this governance in advance helps minimize
any disruption during the IPO process.
Pre-IPO restructuring/carve-out
During the IPO readiness process and equity story
formation, a family group might decide to exit some of
its non-core businesses, whether for operational or tax
structuring purposes. A company can exit some of these
businesses via a separate IPO, giving the family business
owners and management firsthand experience of the
IPO challenges (increased demands, loss of control and
increased communication) without exposing the overall
family-owned business.
According to Tharawat magazine, “a good strategy to
minimize some of the negative aspects of going public
can be to take only part of the business public, keeping
the rest private. This is easier where there are a number
of businesses, but even where there is only one
business, there may be appropriate splits–for instance,
the product/service side of the business could be listed,
while the real-estate side of it remains private.”6
Private placement then IPO
A common approach for an IPO involves a two-step
process before undertaking the actual IPO, a minority
stake of the business may be sold to another interested
financial investor who will partner during the transitional
period to get the business ready for the IPO. Having
these partnerships potentially with a private equity firm
or other family-owned businesses that have prior
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experience in taking businesses public can be of great
value for a first-time IPO candidate.
Additionally, this will expose the family business to some
of the challenges of the IPO including the increased
scrutiny and sharing of decision-making with a partner
who will be more understanding of the sensitivities of
the family business.
This can be implemented as a dual-track, a parallel
readiness strategy between IPO and private placement,
which gives the family business the opportunity to
change between the two options at a very late stage
in the process.
IPO readiness
“IPO readiness not only helps prepare the business for
a streamlined IPO process, it also significantly enhances
the valuation. It is important to undertake an IPO
readiness well in advance of the proposed IPO as it
can take up to 24 months for the business to achieve
readiness,” says Adnan Fazli. “The main areas in our
experience that impact the timeline are articulating
an equity story/strategy, corporate and organizational
structure, appropriate track record to support the equity
story, financial reporting environment in line with other
listed peers, ability to accurately forecast, and the
issuer’s internal resources to ensure they are fit for
the demands of the IPO process and the post-IPO
environment.”3
Conclusion
IPO represents the pinnacle of any family business’ longlived heritage. Recognizing the challenges faced by both
family owners and managers and addressing them
upfront, will ensure that the company is well prepared
for this transformational change when the opportunity
is right and will enhance value. Additionally, undertaking
the right strategies will reduce the risk of the impact of
adverse challenges which are inherent to any family
business seeking a public listing.
by Martin Pierce, Managing Director, Transaction
Services and Yaser Al Dahoud, Manager, Transaction
Services, Deloitte Corporate Finance Limited (regulated
by the Dubai Financial Services Authority)

IPO represents the pinnacle of any family
business’ long-lived heritage. Recognizing
the challenges faced by both family
owners and managers and addressing
them upfront, will ensure that the
company is well prepared for this
transformational change when the
opportunity is right and will enhance value.
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