CORPORATE FINANCIAL STRENGTH SUSTAINABILITY POST PO: 
EVIDENCE FROM BALTIC EQUITY MARKET
Abstract
When providing financing in the IPO or PO process investors hope to receive fair return on their investment. As a rule companies are supposed to leverage their growth on the significant portion of cash received. In most cases companies raise capital in order to attract money for significant development projects: acquisitions, capacity expansion, geographical span expansion. Sometimes, however, the main reason for public offering is that the owner wants to sell its stake at the highest possible price, which is very probable on the public market.
The question arises, however, whether the companies are able to sustain their quality of financial figures also after the IPO. The intuition hints that the companies, having larger capital base at their disposal, are able to grow further, to demonstrate good profitability level, to have less debt on the accounts. But the majority of global empirical studies prove that operating performance of IPOs tends to deteriorate. The evidence comes both from developed and developing equity markets: Jain and Kini (1997), Loughran and Ritter (1996), and Teoh et al. (1998) for USA; Coakley et al. (2004) for the UK; Kai and Loughran (1998) for Japan; Wang (2005) for China; Kurtaran and Er for Turkey (2008). The possible explanation for that are increased agency costs as ownership structure changes significantly due to public offering. Besides, the management faces temptation to use creative accounting practices in the prior IPO period for the company to look as attractive as possible.
Thus, the authors propose the hypothesis that public Baltic companies are not able to sustain the quality of financials after the public offering. The main objective of research, therefore, is to conduct thorough financial analysis before and after the company becomes public and find out whether the quality of the company is maintained after the change in shareholder structure and access to large capital inflows.
The present study analyzes 13 cases of IPO and PO which took place on the Baltic stock market from FY 2004 till FY 2008. Prior public offerings are not considered as they were mainly realized for privatization purposes, therefore raising capital was not the primary goal. Quality of corporate financials is assessed one year before and three years after the public offering. The data for the research needs were extracted mainly from the online resources provided by Nasdaq OMX stock exchange as well as corporate web-sites.
[bookmark: _GoBack]The basic set of fundamental ratios is employed in order evaluate the quality of corporate financials, which includes five groups of ratios: profitability, liquidity, solvency, activity and market ratios. Special attention is also paid to the dividend payments and how the companies reward their shareholders. Authors understand the risk of creative accounting before the IPO process so earnings plausibility is done additionally, by checking level of accrual ratios, comparing operating cash flow to net income and detecting earnings manipulation techniques.
Study results show that, indeed, after the company becomes public, its management, perhaps, has less motivation to make the company an attractive investment target also in the future. For example, profitability significantly rises in the next year after IPO, while there is significant downward deviation of profitability figures in the third year after IPO compared to the profitability of the company before making public offering. Solvency ratios do not provide consistent picture as equity ratio in most cases has an upward trend, while the opposite is observed with net debt.
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