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Abstract: The quest for new sources of financing for the development of green
economy sectors and enterprises is one of the challenges to effective management.
This study verifies whether a relationship exists between the activity of selected
companies who access the capital market in search for new financing sources, their
development level and their competitive edge. The sample used in this study was
composed of companies from the forestry and wood-based sector (a major part of the
Polish economy) listed on the Warsaw Stock Exchange. The Technique for Order
Preference by Similarity to an Ideal Solution (TOPSIS) was used to assess the
development level of selected enterprises. The main recommendations were
formulated based on the findings from the analysis of performance ratios and from the
comparative and descriptive analysis of data on stock exchange transactions in the
wood-based sector. This is because the assumption was made that by becoming
more active in the capital market and, as a consequence, by strengthening their
competitive position, the enterprises covered by this study may contribute to adding
value in the circular economy.

Keywords: wood-based industry, initial public offering (IPO), capital market, TOPSIS,
Poland.

1. INTRODUCTION

Business development is impacted by various economic, social, legal and institutional
factors which usually differ in strength and frequency. Their strength also depends on
the size of the company and on the type, structure and concentration degree of the
industry concerned. The key determinants of business development include capital
which may be contributed by the owners or derived from a bank loan. An alternative
way to obtain financing is to prepare the initial public offering and have the stocks
admitted for trading in a stock exchange. The biggest advantage of this process is the
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ability to acquire a large amount of funds at once. They can be used for investment
purposes or to repay earlier debts.

This paper checks the way the selected wood-based industry companies use the
capital raised on the stock exchange. A hypothesis was tested which assumes that
funds raised under the initial public offering largely contribute to the development of
timber enterprises. The study covered selected wood-based industry companies listed
at the Warsaw Stock Exchange who held their initial public offering in 2005-2017. In
turn, companies whose shares were withdrawn from the stock exchange in the study
period, due to insolvency or takeover, were excluded from the analysis.

2. INITIAL PUBLIC OFFERING AS A SUPPORT TOOL FOR THE CORPORATE
FINANCIAL MANAGEMENT PROCESS

A public offering consists in the delivery of information on securities and on the terms
and conditions of the purchase thereof to no less than 150 persons within one
member state, or to an unspecified recipient, in any form and in way. This information
should provide a sufficient basis for making the decision on purchasing these
securities (Act of July 29, 2005; Article 3). Making the public offering and having the
stocks admitted for trading is a process to be managed by the enterprise in a precise
and possibly optimal manner. First, it is preferable to enter into cooperation with a
specialized consultancy company who will perform the due diligence assessment.
This will help making the decision on the volume of shares to be issued and to specify
their indicative price. In the next step, adequate resolutions must be adopted at the
General Meeting. This means increasing the capital by issuing new shares; making
the decision to dematerialize the shares, where needed; and authorizing the
management board to make the public offering and have the shares admitted for
trading. At this stage, a specialized legal counselor plays a key role. While the
company is not required to hire a counselor, it may avoid many mistakes by doing so.
The next step is to choose a statutory auditor and a brokerage house who will act as
the offering party.

A company interested in making its initial public offering and having its stock admitted
for trading is required to prepare a prospectus in cooperation with all counselors. It
includes crucial information, in particular the issuer’s history, financial standing, terms
and conditions of issuance and the intended use of funds raised through public
offering. The scope of information included in the prospectus is provided for in the
Commission regulation (EC) No. 809/2004 of April 29, 2004 implementing Directive
2003/71/EC of the European Parliament and of the Council as regards information
contained in prospectuses as well as the format, incorporation by reference and
publication of such prospectuses and dissemination of advertisement (Commission
regulation (EC) No. 809/2004 of April 29, 2004).

The prospectus must be approved by the Financial Supervision Authority. Once a
positive decision is issued, the document is published on the website of the issuer and
of the brokerage house which acts as the offering party. Following this, promotional
and marketing activities are taken to stimulate demand and to have the largest
possible number of investors purchase the issuer’s shares (Sarniak, 2012). The next
step consists in subscribing the shares. In the case of large public offerings,
distribution consortia are sometimes established. Upon completing the subscription
procedure, shares are allotted by the issuer. The last step is to register the increase in
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capital in the registry court and to have the shares admitted for trading. Table 1
presents the milestones of the public offering process.

Table 1
The process of public offering and admission of shares for trading
The process Public offering
of public offering (entering the company to the main list)
Step 1 Resolution of the General Meeting
Preparing the prospectus and having it accepted
Step 2 - .
by the competent supervising authority
Step 3 Selecting the counselors for the offering
Step 4 Subscription procedure
Step 5 Having the shares admitted for trading

Source: authors’ own study based on (Wanat et al., 2018a, 138-146)

The effect of initial public offerings is understood as a state reflecting the level of
development of the company, resulting from investments financed with funds coming
from the issue of shares (Boot and Thakor, 1997; Chudobiecki et al., 2009; Levine,
2012; Jin et al., 2017; Sarniak and Wanat, 2017; Sarniak, 2018). The aim of the study
was to analyze the way the selected wood-based industry companies use the capital
raised on the Warsaw Stock Exchange who held their initial public offering in 2005-
2017 (Jonsson, 2012; Wanat et al., 2013; Klus and Wanat, 2015; Kaputa et al., 2016;
Mikotajczak et al., 2017; O'Brien and Bringezu, 2018; Wanat et al., 2018a).

3. METHODOLOGICAL FRAMEWORK FOR THIS STUDY
Scientific literature proposes a multitude of methods and techniques for assessing the
development level of enterprises. The approach proposes to be used in this study
consists in developing a synthetic indicator based on TOPSIS (Technique for Order
Preference by Similarity to an Ideal Solution) which allows to order and compare
various objects by strictly defined characteristics (Hwang, Yoon, 1981). TOPSIS
consists in calculating Euclidean distances between different objects and a predefined
positive ideal solution and negative ideal solution. Usually, this involves the following
steps (Wysocki, 2010; Okupniak et al., 2017; Wanat et al., 2018, pp.138-146):

e Selecting the characteristics of the aspect under consideration;

¢ Normalizing the values of characteristics;

¢ Defining the positive ideal solution and the negative ideal solution;

e Calculating the Euclidean distances from the positive ideal solution and the

negative ideal solution;

e Determining the value of the synthetic variable.
Once the value of the synthetic variable is known, the types of development patterns
of the enterprises considered may be identified (Wysocki, 2010; Wanat et al., 2018a).
One of the ways to group the analyzed objects into classes is to use the arithmetic
mean and standard deviation of the synthetic characteristic. Four classes can then be
identified:

e Class 1, high development level: S; > S + SD

e Class 2, upper-medium development level: § < S; < S+ SD

e Class 3, lower-medium development level: S— SD < S§; < S

e Class 4, low development level: S; < S — SD
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Description (based on Wanat et al., 2018a):

S; - value of synthetic feature for the i-th object;

S - average value of the synthetic characteristic;

SD - standard deviation of synthetic characteristic (from the sample).

4. MATERIALS, RESEARCH SCENARIO AND RESULTS

The basic sources of (secondary) data were as follows: financial reports and
prospectuses of companies covered by this study; and data published by the Warsaw
Stock Exchange. To assess the impact of funds raised under the public offering on
the actual development level of the wood-based industry enterprises, the following
ratios were calculated:

o Ratio 1: amount of funds raised to the balance sheet total after the public
offering (this ratio specifies the percentage of company assets that could be
allocated to investments upon completing the public offering).

¢ Ratio 2: amount of capital expenditure to the balance sheet total after the
public offering (this ratio specifies the amount of funds invested upon
completing the public offering).

e Ratio 3:return on sales upon completing the public offering (this ratio
specifies the evolution of the return on sales upon investing the funds raised
under the public offering).

Table 2 shows a summary of the wood-based industry enterprises listed at the
Warsaw Stock Exchange who raised funds under their initial public offering. The
procedure included calculating the values of characteristics (ratios) surveyed, as used
in the assessment of development levels of the enterprises covered by the analysis.

Table 2
Identification of development indicators for the wood-based industry enterprises listed at the
Warsaw Stock Exchange following their initial public offering

Company Production profile Ratio 1 | Ratio 2 | Ratio 3
Arctic Paper S.A. | High-quality paper 0,13 0,01 0,74
Barlinek S.A. Floorboards 0,35 0,25 -0,03
BSC Drukarnia Paper and cardboard packaging 0,27 0,31 0,12
Opakowan S.A.

Drewex S.A. Wooden furniture for babies and children 0,19 0,17 -0,05
Stelmet S.A. Wooden garden sheds 0,07 0,14 0,14

Source: authors’ own study based on (Wanat et al., 2018a, 138-146)

Based on TOPSIS guidelines, a synthetic variable was used as the development
indicator for different wood and paper industry enterprises (Wanat et al., 2018b). All
characteristics surveyed were found to have a stimulating effect. This is justified by
the fact that as the indicator grows, so does the development level. The
characteristics were normalized using the zero unitarization procedure. After the value
of the synthetic development indicator was calculated for each enterprise, the
development types were identified.

The results of the analysis of impact of funds raised under the initial public offering
(IPO) on the development of the wood-based industry enterprises are shown in Table
3.
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Table 3
Values of the synthetic indicator of development; identification of development types for the
wood-based industry companies listed at the Warsaw Stock Exchange

Company Value of the synthetic Identification of
development indicator development type
BSC Drukarnia Opakowan S.A. 0,60 High
Barlinek S.A. 0,56 Medium-high
Arctic Paper S.A. 0,44 Medium-high
Drewex S.A. 0,36 Medium-low
Stelmet S.A. 0,27 Low

Source: authors’ own study based on (Wanat et al., 2018a, 138-146)

Four types were determined, which measure (strength) the level of development of
enterprises as follows: high, medium (respectively: high or low) and low. If it is to
ignore the outlier observations, it can be seen that the surveyed companies have an
medium (average) level of development (Okupniak et al., 2017; Wanat et al., 2018a;
Wanat et al., 2018c).

5. CONCLUSIONS
The analysis of financial data of enterprises surveyed resulted in the following
conclusions:

- each of the companies surveyed was successful in preparing their public
offering and having their stock admitted for trading at the Warsaw Stock
Exchange;

- as a consequence of their initial public offering, all companies surveyed
considerably improved their financial standing.

These observations clearly suggest that the decision to raise funds in the capital
market was reasonable for each company from the perspective of corporate
development. However, the companies were found to differ in development levels.
Obviously, this study was restricted in that it only addressed three variables
(characteristics), ceteris paribus. In the real world, business development is impacted
by many more factors. Furthermore, the values that define development types were
calculated based on financial data of listed wood-based industry enterprises
companies. Hence, they only reflect the development level in relation to the
characteristics surveyed and only for the companies covered by this analysis. Despite
these limitations, both the method used and the findings provide grounds for
recommendations which encourage the wood-based industry enterprises to seek
capital through IPOs. So far, only a few companies have relied on this form of
financing of their development, and the identified development opportunities faced by
this industry remain largely untapped.
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