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What the Headlines SayWhat the Headlines Say……
Investment BanksInvestment Banks

Insider Trading Insider Trading 

Research IndependenceResearch Independence

Securities DistributionSecurities Distribution

Principal vs. AdvisorPrincipal vs. Advisor

Product SuitabilityProduct Suitability

Risk ManagementRisk Management
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What the Headlines SayWhat the Headlines Say……
ClientsClients

Accounting / Financial ManipulationAccounting / Financial Manipulation

Money launderingMoney laundering

BriberyBribery

Collusion / price fixingCollusion / price fixing

Options backdatingOptions backdating

Executive compensationExecutive compensation

Board room spyingBoard room spying

Intellectual propertyIntellectual property

Product safetyProduct safety

Business practicesBusiness practices

Social issuesSocial issues
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Key Issues for Investment BanksKey Issues for Investment Banks

Proper use of information / Chinese WallProper use of information / Chinese Wall

Managing conflicts of interestManaging conflicts of interest

Due diligenceDue diligence
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Issues of Business Ethics in PracticeIssues of Business Ethics in Practice

AML, Insider Trading, BriberyAML, Insider Trading, Bribery

Research independenceResearch independence

Misuse of confidential informationMisuse of confidential information

Product suitability and pricingProduct suitability and pricing

Acting as principalActing as principal

Client practicesClient practices

Internal behaviorInternal behavior
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Our ApproachOur Approach

Strong CultureStrong Culture

Clear Policies and ProceduresClear Policies and Procedures

Training and EducationTraining and Education

Rigorous OversightRigorous Oversight

Reward and Strict EnforcementReward and Strict Enforcement
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#4.  We take great pride in the professional quality of our work#4.  We take great pride in the professional quality of our work.  We .  We 
have an uncompromising have an uncompromising determination to achieve excellencedetermination to achieve excellence in in 
everything we undertakeeverything we undertake……

#6.  We make an unusual effort to identify and recruit the very #6.  We make an unusual effort to identify and recruit the very best best 
person for every job.  Although our activities are measured in tperson for every job.  Although our activities are measured in the he 
billions of dollars, billions of dollars, we select our people one by one.we select our people one by one.

#7.  We offer our people the opportunity to move ahead more #7.  We offer our people the opportunity to move ahead more 
rapidly than is possible at most other places.  rapidly than is possible at most other places.  Advancement Advancement 
depends on meritdepends on merit and we have yet to find the limits to the and we have yet to find the limits to the 
responsibility our best people are able to assume.responsibility our best people are able to assume.

#8.  #8.  We stress teamwork in everything we doWe stress teamwork in everything we do.  While individual .  While individual 
creativity is always encouraged, we have found that team effort creativity is always encouraged, we have found that team effort 
often produces the best results.  We have no room for those who often produces the best results.  We have no room for those who 
put their personal interests ahead of the interests of the firm put their personal interests ahead of the interests of the firm and its and its 
clients.clients.

Our Business PrinciplesOur Business Principles
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#2.  Our assets are our people, capital and reputation.  If any #2.  Our assets are our people, capital and reputation.  If any of of 
these is ever diminished, the last is the most difficult to restthese is ever diminished, the last is the most difficult to restore.  ore.  We We 
are dedicated to complying fully with the letter and spirit of tare dedicated to complying fully with the letter and spirit of the laws, he laws, 
rules and ethical principles that govern usrules and ethical principles that govern us. Our continued success . Our continued success 
depends upon unswerving adherence to this standard.depends upon unswerving adherence to this standard.

#12.  We regularly receive #12.  We regularly receive confidential informationconfidential information as part of our as part of our 
normal client relationships.  To breach a confidence or to use normal client relationships.  To breach a confidence or to use 
confidential information improperly or carelessly would be confidential information improperly or carelessly would be 
unthinkable.unthinkable.

#13.  Our business is highly competitive, and we aggressively se#13.  Our business is highly competitive, and we aggressively seek ek 
to expand our client relationships.  However, we must always be to expand our client relationships.  However, we must always be fair fair 
competitorscompetitors and must never denigrate other firms.and must never denigrate other firms.

#14.  Integrity and honesty are at the heart of our business.  #14.  Integrity and honesty are at the heart of our business.  We We 
expect our people to maintain high ethical standards in everythiexpect our people to maintain high ethical standards in everything ng 
they do, both in their work for the firm and in their personal lthey do, both in their work for the firm and in their personal lives.ives.

Our Business PrinciplesOur Business Principles
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The ChairmanThe Chairman’’s Forum: Compass for Excellence in s Forum: Compass for Excellence in 
Leadership & AccountabilityLeadership & Accountability

Do you hold yourself and those who work with you to the Do you hold yourself and those who work with you to the 
highest of standards?highest of standards?
Do you first ask yourself: "Is it right?", rather than "Will thiDo you first ask yourself: "Is it right?", rather than "Will this s 
be profitable" or "Is it legal"?be profitable" or "Is it legal"?
Do you consistently seek help and a "second set of eyes" Do you consistently seek help and a "second set of eyes" 
on ethical issues?on ethical issues?
Do you learn from your experience Do you learn from your experience -- and that of others and that of others --
and modify your behavior accordingly?and modify your behavior accordingly?
Do you respect the confidentiality of the information you Do you respect the confidentiality of the information you 
receive?receive?

NN

SS

WW EE

What does it mean to act like a leader in the realm of What does it mean to act like a leader in the realm of 
business judgment?business judgment?
Do you actively welcome discussion of all issues / Do you actively welcome discussion of all issues / 
questions / concerns regarding business judgment?questions / concerns regarding business judgment?
Do you look for tellDo you look for tell--tale signs of poor judgment? What are tale signs of poor judgment? What are 
the signs?the signs?
Do you demonstrate the need to stay well within Do you demonstrate the need to stay well within 
guidelines?guidelines?
When someone shows poor judgment or seems accidentWhen someone shows poor judgment or seems accident--
prone, do you take decisive action?prone, do you take decisive action?

Have you developed adequate Have you developed adequate 
processes and procedures to processes and procedures to 
monitor business practices?monitor business practices?
Do you know whether your people Do you know whether your people 
are performing their jobs to the are performing their jobs to the 
highest ethical standards?highest ethical standards?
Do you consistently followDo you consistently follow--up on up on 
"yellow flags?""yellow flags?"
How well do you (and your How well do you (and your 
people) know your clients?people) know your clients?
Do you verify that your people are Do you verify that your people are 
communicating with clients and communicating with clients and 
others in an open manner, others in an open manner, 
particularly when there is room for particularly when there is room for 
misunderstanding or a potential misunderstanding or a potential 
problem?problem?

Have you articulated clear, simple Have you articulated clear, simple 
business practice guidelines to business practice guidelines to 
your people? Are your people your people? Are your people 
clear on what exactly you expect clear on what exactly you expect 
of them?of them?
Do you encourage proactive and Do you encourage proactive and 
open communications with clients open communications with clients 
in which you transparently identify in which you transparently identify 
and discuss real or perceived and discuss real or perceived 
conflicts, problems or sensitivities conflicts, problems or sensitivities 
and discuss the risks/rewards of and discuss the risks/rewards of 
their choices?their choices?
Do you include your people/your Do you include your people/your 
manager in business practice / manager in business practice / 
business selection decisions?business selection decisions?
Do you tell your people how they Do you tell your people how they 
are doing on a regular basis?are doing on a regular basis?

IntegrityIntegrity

Exercise LeadershipExercise Leadership

CommunicateCommunicateTrust but VerifyTrust but Verify
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Supervisor, Desk Supervisor, Desk 
Head, Team LeaderHead, Team Leader

GlobalGlobal
OperationsOperations

HumanHuman
CapitalCapital

ManagementManagement

ComplianceCompliance

Management Management 
ControlsControls

LegalLegalControllersControllers

Integrated System of Support, Monitoring and Integrated System of Support, Monitoring and 
OversightOversight



II. The IPO ProcessII. The IPO Process
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The Equity Offering ProcessThe Equity Offering Process

TargetingTargetingTargeting

Solicitation PhaseSolicitation PhaseSolicitation Phase

Due Diligence, 
Documentation and 
other Preparation

Due Diligence, Due Diligence, 
Documentation and Documentation and 
other Preparationother Preparation

PremarketingPremarketingPremarketing

RoadshowRoadshowRoadshow

PricingPricingPricing

ClosingClosingClosing



14

Summary of Key ResponsibilitiesSummary of Key Responsibilities

Syndicate Syndicate 
StructureStructure
Corporate Corporate 
GovernanceGovernance
Management Management 
IncentivesIncentives
Employee Employee 
TrancheTranche
Analyst Analyst 
PresentationPresentation
Research Research 
ReportsReports
Red FlashRed Flash
Sales MemoSales Memo
Sales CallSales Call
PrePre--MarketingMarketing
PR CampaignsPR Campaigns
RoadshowsRoadshows
Pricing & Pricing & 
AllocationAllocation
TradingTrading
SettlementSettlement
GreenshoeGreenshoe

ProspectusesProspectuses
Stock Exchange Stock Exchange 
FilingsFilings
Historical Historical 
Financials Financials 
Comfort LettersComfort Letters
Legal OpinionsLegal Opinions
Underwriting Underwriting 
AgreementAgreement
Agreement Agreement 
among among 
UnderwritersUnderwriters
Agreement Agreement 
between between 
SyndicatesSyndicates
Closing Closing 
DocumentationDocumentation

LegalLegal
BusinessBusiness
FinancialFinancial
33rdrd partyparty
BringBring--downsdowns

Project Project 
OrganisationOrganisation
Selection of Selection of 
AdvisorsAdvisors
Grey/ Grey/ 
Restricted ListRestricted List
BIG CheckingBIG Checking
Commitments Commitments 
CommitteeCommittee
Red FlashRed Flash
Sales MemoSales Memo
Sales CallSales Call
Case StudyCase Study
Post Closing Post Closing 
Matters Matters 
(Advertising, (Advertising, 
Expenses)Expenses)

Review of Review of 
Business Business 
Plan/Plan/
Financial Financial 
Projections Projections 
Capital Capital 
StructureStructure
Dividend Dividend 
PolicyPolicy
ValuationValuation
Price RangePrice Range

Project 
Organisation/
Internal Tasks

Project Project 
Organisation/Organisation/
Internal TasksInternal Tasks DocumentationDocumentationDocumentation ValuationValuationValuation

Offering
Structure/
Marketing

OfferingOffering
Structure/Structure/
MarketingMarketing

Due
Diligence

DueDue
DiligenceDiligence

ExternalExternalExternal11
22 33 44 55
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Going Public Going Public -- Key Issues to ConsiderKey Issues to Consider

Unique strategic event in the life cycle of a company with majorUnique strategic event in the life cycle of a company with major strategic strategic 
implicationsimplications

Type of AccountsType of Accounts
TimetableTimetable
Level of Disclosure Level of Disclosure 
MISMIS

Financial ReportingFinancial ReportingFinancial Reporting

Performance Based CompensationPerformance Based Compensation
Stock vs. CashStock vs. CashManagement IncentivesManagement IncentivesManagement Incentives

Board CompositionBoard Composition
Executive vs. NonExecutive vs. Non--executive Directorsexecutive DirectorsCorporate GovernanceCorporate GovernanceCorporate Governance

General Corporate vs. Specific PurposesGeneral Corporate vs. Specific PurposesUse of ProceedsUse of ProceedsUse of Proceeds

Short Term/Medium TermShort Term/Medium Term
Financial TargetsFinancial TargetsBusiness Plan/StrategyBusiness Plan/StrategyBusiness Plan/Strategy
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Going Public Going Public -- Key Issues to ConsiderKey Issues to Consider

Unique strategic event in the life cycle of a company with majorUnique strategic event in the life cycle of a company with major strategic strategic 
implicationsimplications

Staff/ResourcesStaff/Resources
Senior Management InvolvementSenior Management Involvement

Investor Relations/
Public Relations

Investor Relations/Investor Relations/
Public RelationsPublic Relations

Institutional vs. Retail Institutional vs. Retail 
Domestic vs. InternationalDomestic vs. International
Employee OwnershipEmployee Ownership

Shareholder BaseShareholder BaseShareholder Base

Dividend YieldDividend Yield
Dividend Payout RatioDividend Payout Ratio
SemiSemi--annual vs. Annualannual vs. Annual

Dividend PolicyDividend PolicyDividend Policy

Primary/Secondary MixPrimary/Secondary Mix
LeverageLeverage
Free FloatFree Float

Capital StructureCapital StructureCapital Structure



III. Why Do We ConductIII. Why Do We Conduct
Due Diligence?Due Diligence?
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Business ReasonsBusiness Reasons

Business selectionBusiness selection

To identify and understand business and financial risks To identify and understand business and financial risks 
involved in each transactioninvolved in each transaction

To enable us to describe and market the business to To enable us to describe and market the business to 
potential investors through the prospectus, information potential investors through the prospectus, information 
memorandum, memorandum, roadshowroadshow and/or other marketing activitiesand/or other marketing activities

To enable us to perform valuations and give merger advice To enable us to perform valuations and give merger advice 

To enable us to deliver wellTo enable us to deliver well--grounded fairness opinionsgrounded fairness opinions

To enhance commercial effectiveness in other assignments To enhance commercial effectiveness in other assignments 
by furthering our understanding of and familiarity with by furthering our understanding of and familiarity with 
industriesindustries

To protect our reputation To protect our reputation –– our most important assetour most important asset
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Legal Reasons Legal Reasons —— LawsuitsLawsuits

WorldCom Litigation of 2004WorldCom Litigation of 2004
Largest bankruptcy in historyLargest bankruptcy in history

WorldCom treated WorldCom treated ““lineline”” costs (transmission expenses) as costs (transmission expenses) as 
capital expenditures in a massive fraudcapital expenditures in a massive fraud

InvestorsInvestors’’ claims that the prospectuses in two bond offerings claims that the prospectuses in two bond offerings 
contained material misstatements and omissionscontained material misstatements and omissions

Motion for summary judgment based on a due diligence Motion for summary judgment based on a due diligence 
defense denieddefense denied

14 underwriters settled for a total of 14 underwriters settled for a total of $6 billion$6 billion (fees for (fees for 
the transactions were $84 million)the transactions were $84 million)
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Due diligence in US OfferingsDue diligence in US Offerings

Due Diligence Due Diligence DefenseDefense

Under US securities laws, underwriters have an affirmative Under US securities laws, underwriters have an affirmative 
defensedefense from liability if they can prove they conducted a from liability if they can prove they conducted a 
reasonable investigation and had reasonable grounds to reasonable investigation and had reasonable grounds to 
believe that the disclosure contained no material believe that the disclosure contained no material 
misstatements or omissions. misstatements or omissions. 
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Due diligence in HK Due diligence in HK IPOsIPOs

SponsorsSponsors’’ DutiesDuties

Sponsors of HK Sponsors of HK IPOsIPOs have obligations under the Hong Kong Listing have obligations under the Hong Kong Listing 
Rules with respect to due diligence:Rules with respect to due diligence:

⎯⎯ A Sponsor must conduct reasonable due diligence inquiries to A Sponsor must conduct reasonable due diligence inquiries to 
put itself in a position to be able to make the Sponsorput itself in a position to be able to make the Sponsor’’s s 
Declaration to the HKSEDeclaration to the HKSE

⎯⎯ A Sponsor must have regard to the due diligence practice note A Sponsor must have regard to the due diligence practice note 
set out in Practice Note 21 (PN 21) of the Listing Rulesset out in Practice Note 21 (PN 21) of the Listing Rules

A SponsorA Sponsor’’s Declaration confirms certain matters relating to the s Declaration confirms certain matters relating to the 
issuer on the basis of reasonable due diligence inquiries madeissuer on the basis of reasonable due diligence inquiries made

PN 21 sets out the PN 21 sets out the HKSEHKSE’’ss expectations of the due diligence that expectations of the due diligence that 
the Sponsors would typically perform.  the Sponsors would typically perform.  PN 21 is not intended to PN 21 is not intended to 
be a set of prescribed minimum procedures that are applicable be a set of prescribed minimum procedures that are applicable 
to all issuers.to all issuers.



22

Due Diligence in ADue Diligence in A--Share OfferingsShare Offerings

Highly regulated Sponsor due diligence process:Highly regulated Sponsor due diligence process:

⎯⎯ Detailed due diligence requirements set forth in CSRC Detailed due diligence requirements set forth in CSRC 
circular  circular  

⎯⎯ Required to maintain detailed due diligence working Required to maintain detailed due diligence working 
notes notes –– keep for 10 yearskeep for 10 years

Required to declare that SponsorRequired to declare that Sponsor’’s representatives have s representatives have 
discharged their due diligence duties discharged their due diligence duties 
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International SanctionsInternational Sanctions

Recent DevelopmentsRecent Developments

Increasing focus on compliance with national and Increasing focus on compliance with national and 
international sanctions programs by financial institutions and international sanctions programs by financial institutions and 
investment banksinvestment banks

Sanctions ProgramsSanctions Programs
US TreasuryUS Treasury’’s Office of Foreign Assets Control (OFAC)s Office of Foreign Assets Control (OFAC)

United NationsUnited Nations

European CommunityEuropean Community

EU Member StatesEU Member States
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Environmental PolicyEnvironmental Policy

Take the environmental impact and practices of our clients and Take the environmental impact and practices of our clients and 
potential clients into consideration as we make business selectipotential clients into consideration as we make business selection on 
decisionsdecisions

Encourage clients conducting industrial and agricultural activitEncourage clients conducting industrial and agricultural activity in y in 
environmentally sensitive areas to do so with the appropriate environmentally sensitive areas to do so with the appropriate 
safeguardssafeguards

Encourage issuer clients to make appropriate disclosure with Encourage issuer clients to make appropriate disclosure with 
respect to the environmental impact of their businesses, includirespect to the environmental impact of their businesses, including ng 
greenhouse gas emissions, and the potential consequences to theigreenhouse gas emissions, and the potential consequences to their r 
businesses of changes in environmental regulationbusinesses of changes in environmental regulation
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AML & AntiAML & Anti--corruption Lawscorruption Laws

AntiAnti--Money Laundering laws: PRC, Hong Kong, US and UKMoney Laundering laws: PRC, Hong Kong, US and UK

AntiAnti--corruption laws: Prohibit direct and indirect payments to corruption laws: Prohibit direct and indirect payments to 
government officials in order to obtain or retain business, or government officials in order to obtain or retain business, or 
gain an improper advantage gain an improper advantage 

US Foreign Corrupt Practices Act (FCPA)US Foreign Corrupt Practices Act (FCPA)

⎯⎯ Giving or promising anything of value, directly or Giving or promising anything of value, directly or 
indirectly, to a foreign government official (his/her indirectly, to a foreign government official (his/her 
relatives or nominees), political parties or party officials in relatives or nominees), political parties or party officials in 
exchange for getting or keeping business, or gaining any exchange for getting or keeping business, or gaining any 
improper business advantageimproper business advantage
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What Can Go Wrong?What Can Go Wrong?

Examples include:Examples include:

Disappointing earnings results announced shortly after the Disappointing earnings results announced shortly after the 
IPOIPO

Accounting fraud revealed two months after the IPOAccounting fraud revealed two months after the IPO

Undisclosed liabilities / litigationUndisclosed liabilities / litigation

Change in regulations impacting performanceChange in regulations impacting performance

Unknown management Unknown management reputationalreputational issues or business issues or business 
practices comes to light post commitmentpractices comes to light post commitment

IssuersIssuers’’ legal rights or property rights to certain key business legal rights or property rights to certain key business 
assets challenged shortly after the IPOassets challenged shortly after the IPO



IV. How Do We Conduct IV. How Do We Conduct 
Due Diligence?Due Diligence?
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Overview of Due DiligenceOverview of Due Diligence

Different types of due diligenceDifferent types of due diligence..
⎯⎯ Management due diligenceManagement due diligence
⎯⎯ Business due diligenceBusiness due diligence

−− Site visitsSite visits
−− Customers due diligenceCustomers due diligence
−− Financial due diligenceFinancial due diligence
−− Documentary and legal due diligenceDocumentary and legal due diligence
−− Accounting (internal controls) due diligence Accounting (internal controls) due diligence 
−− Auditors due diligenceAuditors due diligence
−− Environmental due diligenceEnvironmental due diligence
−− Tax due diligenceTax due diligence

PurposePurpose..
⎯⎯ Cross checking and verificationCross checking and verification
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Management Due DiligenceManagement Due Diligence

Company ManagementCompany Management.  Identify the right group; meet with key .  Identify the right group; meet with key 
members of management (alone and together), key marketing and members of management (alone and together), key marketing and 
operating personnel, consider background of each person in seniooperating personnel, consider background of each person in senior r 
managementmanagement

Involve the right peopleInvolve the right people..
⎯⎯ Delegation of the entire process to junior team members is not Delegation of the entire process to junior team members is not 

adequateadequate
⎯⎯ Experienced bankers must also be involved in the due diligence Experienced bankers must also be involved in the due diligence 

investigation along with junior bankers, involve bankers who investigation along with junior bankers, involve bankers who 
review offering documents in the drafting sessions, do not rely review offering documents in the drafting sessions, do not rely 
solely on our lawyers to conduct due diligence (but make sure solely on our lawyers to conduct due diligence (but make sure 
they participate in each due diligence discussion) they participate in each due diligence discussion) 

⎯⎯ Leverage existing knowledge through consultation with other Leverage existing knowledge through consultation with other 
resources within the firmresources within the firm
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Management Due DiligenceManagement Due Diligence

Have a planHave a plan. . 

⎯⎯ Team should develop a strategy, with input from outside Team should develop a strategy, with input from outside 
counsel, for the overall due diligence process, linking counsel, for the overall due diligence process, linking 
documentary, business and management due diligence documentary, business and management due diligence 
with the offering document preparation processwith the offering document preparation process

⎯⎯ Plan should allow triangulating on and doublePlan should allow triangulating on and double--checking checking 
of key informationof key information

Cumulative versus issue specificCumulative versus issue specific.  .  

⎯⎯ A checklist is not sufficient. Identify and focus on key A checklist is not sufficient. Identify and focus on key 
issues, expect process to suggest new lines of inquiry issues, expect process to suggest new lines of inquiry 
and follow upand follow up
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Management Due DiligenceManagement Due Diligence

Formal meeting with management and auditorsFormal meeting with management and auditors..
⎯⎯ Prepare due diligence questions based on precedents Prepare due diligence questions based on precedents 

(have our outside counsel comment) and knowledge (have our outside counsel comment) and knowledge 
gained to date on the Company and industrygained to date on the Company and industry

⎯⎯ Schedule meetings with the right executives and auditors Schedule meetings with the right executives and auditors 
(consider separate meetings with auditors) and include (consider separate meetings with auditors) and include 
outside counsel outside counsel 

⎯⎯ Be prepared (know the industry and the Company) and Be prepared (know the industry and the Company) and 
know the jargon, let senior team members take the lead, know the jargon, let senior team members take the lead, 
ask probing questions, listen to answers carefully and ask probing questions, listen to answers carefully and 
follow up, be polite and culturally sensitivefollow up, be polite and culturally sensitive

⎯⎯ Include questions on SarbanesInclude questions on Sarbanes--Oxley compliance, where Oxley compliance, where 
applicable, including board and committee matters and applicable, including board and committee matters and 
corporate governancecorporate governance
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Management Due DiligenceManagement Due Diligence

Be the devilBe the devil’’s advocates advocate.  Be skeptical, resolve inconsistencies, .  Be skeptical, resolve inconsistencies, 
understand why former banks, advisors or auditors are no longer understand why former banks, advisors or auditors are no longer 
involved with the Company, why insiders have soldinvolved with the Company, why insiders have sold

Drill down on important topicsDrill down on important topics.  Not enough to just ask questions .  Not enough to just ask questions ——
must follow up, listen for said and unsaid, trust your instinctsmust follow up, listen for said and unsaid, trust your instincts

Importance of risk factorsImportance of risk factors.  Comprehensive and specific risk .  Comprehensive and specific risk 
disclosure protects everyone; ask yourself: disclosure protects everyone; ask yourself: ““what could go wrong?what could go wrong?””

BringBring--down meetings and conference callsdown meetings and conference calls.  Companies can change .  Companies can change 
quickly, due diligence is a continuous process quickly, due diligence is a continuous process –– continue to update continue to update 
the investigation throughout the offering process (launch, pricithe investigation throughout the offering process (launch, pricing ng 
and closing) and tie the process to the offering document discloand closing) and tie the process to the offering document disclosuresure
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Management Due Diligence:Management Due Diligence:
Pitfalls, Problems and RealityPitfalls, Problems and Reality

Uncooperative executives or auditorsUncooperative executives or auditors

Sensitive questions and areasSensitive questions and areas

You donYou don’’t think yout think you’’ve heard the whole truthve heard the whole truth

Handling inconsistencies and resolving open questionsHandling inconsistencies and resolving open questions

Hindsight is 20/20.  Courts are supposed to review the due Hindsight is 20/20.  Courts are supposed to review the due 
diligence investigation under the circumstances that existed diligence investigation under the circumstances that existed 
at the time of the investigation, but always act knowing your at the time of the investigation, but always act knowing your 
actions may be scrutinized with the benefit of hindsightactions may be scrutinized with the benefit of hindsight
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Business Due DiligenceBusiness Due Diligence
Industry Due Diligence; Financial Due DiligenceIndustry Due Diligence; Financial Due Diligence

How Do We Do It?How Do We Do It?

IndustryIndustry.  Review industry information and consider competitors, key .  Review industry information and consider competitors, key 
industry risks, market characteristics and trends, financial resindustry risks, market characteristics and trends, financial results for ults for 
comparable companies, importance of technology, patents and othecomparable companies, importance of technology, patents and other IPr IP

Company financialsCompany financials.  .  

⎯⎯ Review financial statements and other financial information to aReview financial statements and other financial information to assess ssess 
condition and trendscondition and trends

⎯⎯ Review should include:Review should include:

−− Audited annual and unaudited periodic financial statements Audited annual and unaudited periodic financial statements 
including footnotes and MD&A (usually for past five full fiscal including footnotes and MD&A (usually for past five full fiscal years) years) 

−− Budgets and forecasts Budgets and forecasts 

−− Meetings with financial officers and auditors to discuss financiMeetings with financial officers and auditors to discuss financial al 
statements and review topics such as internal accounting controlstatements and review topics such as internal accounting controls, s, 
any change of auditors, control weaknesses and whistleblower any change of auditors, control weaknesses and whistleblower 
complaintscomplaints
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Business Due DiligenceBusiness Due Diligence
Financial Due Diligence; Auditors Due DiligenceFinancial Due Diligence; Auditors Due Diligence

Independent VerificationIndependent Verification..
⎯⎯ Discussions with CompanyDiscussions with Company’’s independent auditors.s independent auditors.

−− Auditors increasingly seek to limit their participation in the dAuditors increasingly seek to limit their participation in the due diligence ue diligence 
process and the coverage of their comfort letters  process and the coverage of their comfort letters  

−− The quality of information from the auditors must be carefully eThe quality of information from the auditors must be carefully evaluatedvaluated
−− Read the management letters issued by the auditorsRead the management letters issued by the auditors

⎯⎯ Equity and Fixed Income research coverageEquity and Fixed Income research coverage

⎯⎯ Ratings AgenciesRatings Agencies.  Review of reports and direct contact.  Review of reports and direct contact

⎯⎯ Consultation with other areas of the FirmConsultation with other areas of the Firm

⎯⎯ CheckingsCheckings.  Meetings and calls with customers, suppliers and potentially .  Meetings and calls with customers, suppliers and potentially with with 
regulatorsregulators

⎯⎯ Media coverageMedia coverage.  Review available press reports and other sources  .  Review available press reports and other sources  
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Business Due DiligenceBusiness Due Diligence
Documentary and Legal Due DiligenceDocumentary and Legal Due Diligence

Document reviewDocument review.  We and/or our counsel review board minutes, material .  We and/or our counsel review board minutes, material 
contracts, litigation letters prepared by outside counsel, managcontracts, litigation letters prepared by outside counsel, management letters ement letters 
prepared by Companyprepared by Company’’s auditors, filings and correspondence with regulatory s auditors, filings and correspondence with regulatory 
authorities, stockholder reports, press releases, newspaper and authorities, stockholder reports, press releases, newspaper and magazine magazine 
articles, other PR materials and analystsarticles, other PR materials and analysts’’ reports over an appropriate time reports over an appropriate time 
period depending on the company and industryperiod depending on the company and industry

StructureStructure.  Our counsel evaluates legal structure; we and our counsel .  Our counsel evaluates legal structure; we and our counsel 
evaluate authorized and actual capital structure, securities issevaluate authorized and actual capital structure, securities issuances, uances, 
securities terms, bank loans, shareholder agreements, dividend psecurities terms, bank loans, shareholder agreements, dividend policies and olicies and 
payment historypayment history

Follow upFollow up.  We and our counsel coordinate to ask questions of the Company.  We and our counsel coordinate to ask questions of the Company
based on our document review; follow up on open items; read and based on our document review; follow up on open items; read and comment comment 
on the prospectus to ensure disclosure of appropriate informatioon the prospectus to ensure disclosure of appropriate information gained in n gained in 
the course of our due diligence investigationthe course of our due diligence investigation
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Business Due DiligenceBusiness Due Diligence
Accounting & Internal Controls Due DiligenceAccounting & Internal Controls Due Diligence

Accounting and Internal ControlsAccounting and Internal Controls
Internal organization and reporting linesInternal organization and reporting lines

Management reporting systemsManagement reporting systems

Timing and process for creating management accountsTiming and process for creating management accounts

Evidence of material weaknesses and deficienciesEvidence of material weaknesses and deficiencies

Communications from the Auditors to Management and the Communications from the Auditors to Management and the 
Audit CommitteeAudit Committee

Discussions with AuditorsDiscussions with Auditors
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Due Diligence RecordDue Diligence Record--keepingkeeping

RecordRecord--keeping process of due diligence procedures for specific keeping process of due diligence procedures for specific 
transactions transactions 

⎯⎯ Record dates of meetings and calls attended, including a list ofRecord dates of meetings and calls attended, including a list of
attendees and general topics coveredattendees and general topics covered

⎯⎯ Record a list of documents reviewed in the due diligence Record a list of documents reviewed in the due diligence 
processprocess

⎯⎯ Consider a memo to files for any substantial due diligence issueConsider a memo to files for any substantial due diligence issue
recording the issue and subsequent resolutionrecording the issue and subsequent resolution

⎯⎯ Record list of internal inquiries made in the due diligence Record list of internal inquiries made in the due diligence 
processprocess

Documenting key onDocumenting key on--going interactions with management can also going interactions with management can also 
be critical to establishing our due diligence investigationbe critical to establishing our due diligence investigation
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IBD LegalIBD Legal

Advise on legal, policy and reputational issuesAdvise on legal, policy and reputational issues
Advise on transaction structure and executionAdvise on transaction structure and execution
―― Actively involved in underwriting agreement negotiationActively involved in underwriting agreement negotiation
―― Actively involved in due diligence issuesActively involved in due diligence issues
―― Review offering documents, sales memos, opinions, Review offering documents, sales memos, opinions, 

comfort letters, certificates and other deal documentationcomfort letters, certificates and other deal documentation
Advise on banking/research issuesAdvise on banking/research issues
Resource for standard form documents, including Resource for standard form documents, including 
underwriting agreements, transaction timelines, underwriting agreements, transaction timelines, etcetc..
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IBD ComplianceIBD Compliance

Advise on compliance, policy and reputational issuesAdvise on compliance, policy and reputational issues
Responsible for policies and procedures in IBDResponsible for policies and procedures in IBD
Actively involved in compliance training programsActively involved in compliance training programs
Responsible for various initiatives driven by the IBD Responsible for various initiatives driven by the IBD 
Business Practices CommitteeBusiness Practices Committee
Manage regulatory and litigation inquiries, requests and Manage regulatory and litigation inquiries, requests and 
investigations; manage and mitigate mistakes and incidentsinvestigations; manage and mitigate mistakes and incidents
Responsible for surveillance in IBD, including emailResponsible for surveillance in IBD, including email
Oversee individual compliance matters, including personal Oversee individual compliance matters, including personal 
trading, private investments, outside business activities and trading, private investments, outside business activities and 
brokerbroker--dealer registrationsdealer registrations
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ComplianceCompliance
Current Areas of FocusCurrent Areas of Focus

Pace and Extent of Regulatory Change in AsiaPace and Extent of Regulatory Change in Asia
EmailEmail
PublicityPublicity
IPO AllocationsIPO Allocations
Securities Distribution PolicySecurities Distribution Policy
Policies regarding ResearchPolicies regarding Research
Corporate GovernanceCorporate Governance
AntiAnti--TrustTrust
AntiAnti--Money LaunderingMoney Laundering
Consultants PolicyConsultants Policy
Copyrighted MaterialsCopyrighted Materials



V. The Role of Internal CommitteesV. The Role of Internal Committees
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The Role of Internal CommitteesThe Role of Internal Committees

Review and assess various risks assumed by the Firm in financing
transactions
⎯ Financial
⎯ Legal
⎯ Regulatory
⎯ Reputational
⎯ Structural

Ensure consistent standards for financing transactions are applied across 
departments and geographic regions
⎯ Business selection
⎯ Standards of disclosure
⎯ Quality control of transaction execution processes

Review and maintain Firm policies and precedents for financing 
transactions

Develop new policies to anticipate or respond to changes in the 
competitive and regulatory environment
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Key Trends in the IndustryKey Trends in the Industry

Continuing regulatory and media focus on underwriterContinuing regulatory and media focus on underwriter’’s diligence and s diligence and 
issuerissuer’’s disclosure s disclosure 

CrossCross--border transactions and listings attracting overlapping regulatoborder transactions and listings attracting overlapping regulatory and ry and 
media focus on capital markets transactions media focus on capital markets transactions –– must think locally must think locally andand
globally about potential issuesglobally about potential issues

The The ““speed of scandalspeed of scandal”” and enforcement actions and enforcement actions –– sometimes immediate, sometimes immediate, 
sometimes at glacial speedsometimes at glacial speed

Expansion of business coverage to include less familiar and lessExpansion of business coverage to include less familiar and less
transparent clients and marketstransparent clients and markets

Accounting issuesAccounting issues

Corporate governance issuesCorporate governance issues

Regulatory and litigation focus around familiar and emerging issRegulatory and litigation focus around familiar and emerging issuesues
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Typical Committee IssuesTypical Committee Issues

Financial disclosureFinancial disclosure
⎯⎯ Timing of deal relative to latest financials and other corporateTiming of deal relative to latest financials and other corporate eventsevents
⎯⎯ Implications for comfort letter (negative assurance)Implications for comfort letter (negative assurance)
⎯⎯ NonNon--consolidated financialsconsolidated financials
⎯⎯ Pro Pro formasformas

Factors to consider in financial disclosureFactors to consider in financial disclosure
⎯⎯ Company history: how long public, reputation, past financial issCompany history: how long public, reputation, past financial issues, ues, 

transparency, accuracy of guidancetransparency, accuracy of guidance
⎯⎯ Nature of business: predictability, recent developments, risk faNature of business: predictability, recent developments, risk factorsctors
⎯⎯ Accounting: risk areas for manipulation or significant variationAccounting: risk areas for manipulation or significant variation in in 

policiespolicies
⎯⎯ Reliance on management accountsReliance on management accounts
⎯⎯ Recent M&ARecent M&A
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Typical Committee IssuesTypical Committee Issues

Financial profileFinancial profile
⎯⎯ Balance sheetBalance sheet
⎯⎯ LiquidityLiquidity
⎯⎯ Working capitalWorking capital
⎯⎯ Recent performance / trendsRecent performance / trends
⎯⎯ Profit forecastProfit forecast
⎯⎯ Loan covenantsLoan covenants
⎯⎯ Recent transactions / integration of acquisitionsRecent transactions / integration of acquisitions

Business modelBusiness model
⎯⎯ Competitive positionCompetitive position
⎯⎯ Barriers to entryBarriers to entry
⎯⎯ CyclicalityCyclicality
⎯⎯ Technological obsolescenceTechnological obsolescence
⎯⎯ Customer/supplier concentrationCustomer/supplier concentration
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Typical Committee IssuesTypical Committee Issues

Corporate GovernanceCorporate Governance
⎯⎯ Reputation and background of shareholdersReputation and background of shareholders
⎯⎯ Independence of management from shareholdersIndependence of management from shareholders
⎯⎯ Quality and number of independent directorsQuality and number of independent directors
⎯⎯ Internal controls: audit committee, compliance officerInternal controls: audit committee, compliance officer
⎯⎯ Age, reputation, transparency, track record of companyAge, reputation, transparency, track record of company
⎯⎯ Board vs. controlling shareholder vs. public shareholderBoard vs. controlling shareholder vs. public shareholder

Connected (Related Party) TransactionsConnected (Related Party) Transactions
⎯⎯ Magnitude, transparency, oversightMagnitude, transparency, oversight
⎯⎯ Ability to replace / degree of relianceAbility to replace / degree of reliance

Intellectual propertyIntellectual property
⎯⎯ Protection of own IPProtection of own IP
⎯⎯ Infringement of othersInfringement of others’’ IPIP
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Typical Committee IssuesTypical Committee Issues

Corporate structureCorporate structure
⎯⎯ Control of subsidiaries / associatesControl of subsidiaries / associates
⎯⎯ Funding of nonFunding of non--whollywholly--owned entitiesowned entities
⎯⎯ Shareholder / partner agreementsShareholder / partner agreements

Regulatory issuesRegulatory issues
⎯⎯ Validity of licensesValidity of licenses
⎯⎯ Fines, penalties, etc.Fines, penalties, etc.
⎯⎯ Changes in regulatory body or governing lawChanges in regulatory body or governing law

LitigationLitigation

Foreign ownership lawsForeign ownership laws

Selling shareholdersSelling shareholders

Material nonMaterial non--public informationpublic information



VI. Valuation and MarketingVI. Valuation and Marketing
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Key Elements of ValuationKey Elements of Valuation

Corporate Finance and ECM will drive the valuation process with Corporate Finance and ECM will drive the valuation process with input from input from 
ResearchResearch
Accurate and optimal valuation is the combination of numerous crAccurate and optimal valuation is the combination of numerous critical elements itical elements 
and inputsand inputs

Equity Capital Markets
Input from pre-marketing 
process
Judgments on size, 
comparable analysis, 
pricing, valuation
Equity market conditions  
Maximise flexibility of 
size/price range/pricing

Equity Capital MarketsEquity Capital Markets
Input from preInput from pre--marketing marketing 
processprocess
Judgments on size, Judgments on size, 
comparable analysis, comparable analysis, 
pricing, valuationpricing, valuation
Equity market conditions  Equity market conditions  
MaximiseMaximise flexibility of flexibility of 
size/price range/pricingsize/price range/pricing

Research
Industry and business 
expertise
Create operating model
Identify relative value; public 
market valuation 
Develop/assess 
attractiveness of equity story
Use knowledge of investors 
for valuation feedback 

ResearchResearch
Industry and business Industry and business 
expertiseexpertise
Create operating modelCreate operating model
Identify relative value; public Identify relative value; public 
market valuation market valuation 
Develop/assess Develop/assess 
attractiveness of equity storyattractiveness of equity story
Use knowledge of investors Use knowledge of investors 
for valuation feedback for valuation feedback 

Corporate Finance
Review of Company’s business plan and projections
Input from due diligence process
Choice of valuation tools and methodology
⎯ Discounted Cashflow
⎯ Comparable analysis
⎯ Sales multiples
⎯ EBITDA multiples
⎯ Earnings multiples
Analysis of IPO Valuation at various prices

Corporate FinanceCorporate Finance
Review of CompanyReview of Company’’s business plan and projectionss business plan and projections
Input from due diligence processInput from due diligence process
Choice of valuation tools and methodologyChoice of valuation tools and methodology
⎯⎯ Discounted Discounted CashflowCashflow
⎯⎯ Comparable analysisComparable analysis
⎯⎯ Sales multiplesSales multiples
⎯⎯ EBITDA multiplesEBITDA multiples
⎯⎯ Earnings multiplesEarnings multiples
Analysis of IPO Valuation at various pricesAnalysis of IPO Valuation at various prices

ValuationValuationValuation

⎯⎯ Dividend yieldDividend yield
⎯⎯ NAVNAV
⎯⎯ EVAEVA
⎯⎯ Merger market Merger market 

transactionstransactions
Chinese W

all

Chinese W
all
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Valuation ProcessValuation Process

Judgment based on Judgment based on 
currentcurrent industry market industry market 
and management and management 
projectionsprojections

““Price talkPrice talk””
Determine inflection Determine inflection 
point between price point between price 
maximisationmaximisation and and 
investor qualityinvestor quality
Scarcity and valuation Scarcity and valuation 
tensiontension

Price above range Price above range 
if necessaryif necessary

Due diligenceDue diligence
Advise management on Advise management on 
valuation tradevaluation trade--off between off between 
conservative planning and conservative planning and 
expectation managementexpectation management
Analyst meetingAnalyst meeting

Set price rangeSet price range
⎯⎯ Bottom: compelling Bottom: compelling 

valuation for valuation for 
leading institutionsleading institutions

⎯⎯ Top: compelling Top: compelling 
valuation for valuation for 
Company and Company and 
current current 
shareholdersshareholders

Wider than usual price Wider than usual price 
range if necessaryrange if necessary

Price rangePrice range

Research Research 
publicationpublication

Valuation Valuation 
"price talk""price talk"

Preliminary valuation Preliminary valuation 
assessmentassessment

Determine reference Determine reference 
group of comparable group of comparable 
companiescompanies

Review of Domestic/US/ Review of Domestic/US/ 
European market European market 
environmentenvironment

Due diligenceDue diligence
Review projectionsReview projections
ValueValue--maximisingmaximising
strategystrategy

IndustryIndustry
CompanyCompany
Equity markets and Equity markets and 
comparablescomparables

IPO Offer PriceIPO Offer PriceIPO Offer Price

First ValuationFirst Valuation
DiscussionDiscussion

Preparatory Preparatory 
PhasePhase PrePre--MarketingMarketing BookbuildingBookbuilding PricingPricing

Monitor markets and new Monitor markets and new 
issue trendsissue trends

Management Management 
projectionsprojections
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Developing the Equity StoryDeveloping the Equity Story

When looking at the When looking at the 
equity story of a equity story of a 
company, start from company, start from 
the macro picturethe macro picture

⎯⎯ Economic Economic 
environmentenvironment

⎯⎯ CompetitiveCompetitive
scenarioscenario

⎯⎯ RegulatoryRegulatory
frameworkframework

⎯⎯ LongLong--term term 
trendstrends

then...then...then...
...and 
keep in
Mind...

...and ...and 
keep inkeep in
Mind...Mind...

CostsCosts
Drivers of cost and Drivers of cost and 
marginsmargins

Capital StructureCapital Structure
Drivers of capital Drivers of capital 
structure and interest structure and interest 
expenseexpense

SalesSales
Drivers of topDrivers of top--line line 
growthgrowth

Strict Chinese Wall between 
Corporate Finance and Research

Strict Chinese Wall between Strict Chinese Wall between 
Corporate Finance and ResearchCorporate Finance and Research

Corporate Finance takes the lead in helping the Company to develCorporate Finance takes the lead in helping the Company to develop the equity story which will op the equity story which will 
lead into the research analyst presentation before publication olead into the research analyst presentation before publication of researchf research

Who To AttendWho To Attend
Research analysts from Research analysts from 
members of the placing members of the placing 
syndicatesyndicate
Experienced industry Experienced industry 
specialistsspecialists

ContentContent
Very detailed analysis of the Very detailed analysis of the 
companycompany’’ss
⎯⎯ Track recordTrack record
⎯⎯ Current operationsCurrent operations
⎯⎯ Future strategyFuture strategy
CanCan’’t include company t include company 
forecasts except verbal forecasts except verbal 
statementstatement

ObjectiveObjective
Enable research analysts to Enable research analysts to 
write research reports for write research reports for 
publication before the publication before the 
offering (not in US, Canada offering (not in US, Canada 
and Japan)and Japan)
Provide information to  Provide information to  
analysts in order to allow analysts in order to allow 
prepre--marketing with marketing with 
investorsinvestors

Look at the track recordLook at the track record

Either:Either:

⎯⎯ NeutralNeutral

⎯⎯ Strong plus in Strong plus in 
marketing the marketing the 
storystory

⎯⎯ An issue to be An issue to be 
overcome by a overcome by a 
strong storystrong story

Flexibility within Flexibility within 
the boundaries the boundaries 
created by created by 
comparablescomparables’’
valuationvaluation

Macro to MicroMacro to Micro Follow the P&LFollow the P&L ValuationValuation
Research Analyst Research Analyst 

PresentationPresentation

IPOIPOIPO

Follow 
on

Follow Follow 
onon

Follow 
on

Follow Follow 
onon
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Marketing the OfferingMarketing the Offering
Who Does What?Who Does What?

Prospectus 
drafting
Prepare 
Committee memo
Prepare sales 
memo
Prepare and 
organise analyst 
presentation
Prepare roadshow 
presentation
Support roadshow 
logistics
Respond to 
investor/ 
salesforce
questions

IBDIBD ResearchResearch SalesforceSalesforceECMECM
Develop sales 
captain strategy
Organise sales 
call
Organise pre-
marketing
Organise
Roadshow
Run the Book
Coordinate with 
salesforce and 
syndicate
Communicate 
bookbuilding
status
Price
Allocate
Exercise 
Greenshoe

Prepare research 
report
Help crafting of 
equity story
Conduct sales-call
Conduct pre-
marketing (one-on-
ones and group 
functions)
Communicate 
investor feedback
Assist salesforce in 
selling effort
Cover the stock on 
ongoing basis

Attend sales call
Target Investors
Set up pre-
marketing 
meetings
Provide investor 
feedback
Set up roadshow/
one-on-one 
meetings
Sell the story to 
investing client 
(PMs and 
analysts)
Take demand
Update investors 
on status of book
Generate after-
market orders 
Communicate and 
confirm allocation


