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Summary

Capital raisings that took place during the GFC contain many lessons in the current environment.
e GFC capital raisings revealed a preference for placements rather than entitlement offers

e Some placements were made on expanded (post raising) capital bases where undertaken
alongside entitlement offers and led to dilution of up to 30%

e Issue price discounts were largest when raising capital to pay down debt
o Fees paid to underwriters didn’'t always appear to reflect genuine underwriting risk

Preferred structure for capital raisings is accelerated renounceable entitlement offers, timetable
was significantly shortened by ASX in 2014 and should be the starting point for non-distressed
raisings.

Further reading on the GFC capital raisings is available here and post GFC capital raisings is
available here.

During 2008 and 2009 Australian listed entities raised large amounts of equity capital as the global
financial crisis led to a significant tightening in credit markets. The right of existing investors to
maintain their ownership position in a company was abandoned in many cases as listed entities
sought to raise funds expeditiously.

During 2008 and 2009 entities within the ASX200 raised $98.94 billion in new equity capital through
placements, renounceable and non-renounceable entitlements offers and SPPs. Just under 2% of
capital raised ($1.89 billion) was paid to investment banks for underwriting and advisory work but
the investment banks were required to subscribe for only 2.7% of all securities that they
underwrofte.

Just under half of the funds raised (45%) through the GFC capital raising period was by way of
placement and 31% of the funds raised were by non-renounceable entitlement offers where
existing shareholders received no compensation for dilution suffered.
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The average discount to the prevailing security price for capital raisings to reduce debt was 24.6%
and in most cases there was minimal information on how the discount was derived.

In the current environment it may be useful to reflect on some of the problematic features of the
GFC capital raisings so that investors are best placed to protect their ownership interests in their
investments.

1. Use of placements rather than entitiement offers

Given the ease and speed with which companies can issue securities through a placement in
Australia it is unsurprising that placements were the most common form of capital raising during
the GFC. Placements are, however, the most dilutive form of capital raising for investors who are
not invited to participate. On average the GFC placements diluted non-participating
securityholders by just over 19%. Placements were priced at a weighted average discount (using
the 10 day average closing price prior to the placement being announced) of just over 12%.
Many of the GFC placements were made alongside entitlement offers to ease the dilution burden
however 20% of all funds raised through placements were not.

Of particular concern were placements made to one (or a handful of) investor(s) who took
strategic allocations. Apart from dilution investors should be wary of placements made to
strategic investors who may be able to exert significant influence following the placement, either
through subsequent board representation or by way of a stake that is large enough to have an
influence on control transactions.

2. Placements made on an expanded capital base can lead to dilution of up to 30%

Under ASX Listing Rules a 15% cap is imposed on the placement of securities during a rolling 12
month period and offers in excess of the 15% cap require prior securityholder approval (outside
of specified exceptions). The ASX does, however, waive this requirement if certain specific
features exist and waivers are routinely granted allowing issuers to make placements of greater
than 15% ahead of underwritten entitlement offers which allows issuers to calculate the 15%
dilution cap on the basis of the entities’ expanded capital base following the entitlement offer.
So, if a company elects to undertake a one-for-one entitlement offer, this effectively results in a
30% placement capacity.
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3. Issue price discounts

The GFC capital raisings revealed variation in discounts that applied depending on the purpose
of the capital raising. The weighted average discounts (again using the 10 day closing average)
were as follows:

Pay down debt: 26.4%

Working capital/strengthen balance sheet: 21.6%
Fund acquisition: 17.1%

Enhance capital position — banks: 12%

Fund projects/exploration/expansion: 10.8%

Underwriters often prefer large discounts in capital raisings and investors should be particularly
conscious of discounts that apply when capital is raised by way of placement. Discounted
entitlement offers are less problematic given that all securityholders will have the opportunity to
get access, on a pro rata basis, to the discounted securities.

The GFC capital raisings indicate that underwriters were good at pricing their own risk given that
there were a small minority of cases where underwriters were forced to take up material shortfalls.
There is an inherent conflict of interest of the role of investment banks acting as underwriter and
price advisor on capital raisings.

4. Fees paid to underwriters/advisors

Fees paid to underwriters/advisors in the GFC capital raisings varied depending on the form that
the capital raising took (fees paid for placements averaged 1.74%, for non-renounceable
entitlement offers they averaged 2.32% and for renounceable offers they averaged 2.4%) which
partly reflected the time that underwriters were “on risk” for the raising. However, since the GFC
raisings the ASX has infroduced an accelerated timeframe for entitlement offers which enables
the institutional component of entitlement offers to be completed in a timeframe which is similar
to that of placements.

In some cases in the GFC capital raisings underwriting fees were paid on committed allocations
(where large shareholders had already committed to take up their entitlements in full) at the same
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rate as the portion of the raising that the underwriter was genuinely “on risk”. In some cases
underwriters received additional underwriting fees where allocations were upsized due to
demand exceeding supply for placements.

5. Sub-underwriting by strategic shareholders

Investors should also be conscious of the extent to which entitlement offers are underwritten and
sub-underwritten as well as the identity of any sub-underwriters. While the Australian takeovers
regime places a cap on anyone acquiring (increasing the extent of) a 20% or greater interest in
an ASX listed company without launching a bid for the for the company, an exception to this rule
includes circumstances where the interest is acquired through the underwriting or sub-
underwriting of an entitlement offer.

Preferred structure for capital raisings — accelerated entitlement offers

The preferred structure for capital raisings to preserve equity amongst shareholders (the
protection of pre-emptive rights), and to raise equity capital expeditiously, is for issuers to make
use of the accelerated timetable for entittement offers that the ASX intfroduced after the GFC
capital raising period (the revised timetable was infroduced in 2014). More specifically, the use of
renounceable entitlement offers is preferred to non-renounceable offers. Under the accelerated
timetable the institutional component of the raising (which is often the largest portion of anissuer’s
share register) can be conducted on the day of announcement of the raising and the retail
component completed on 14 business days. Under the regime that applied in the GFC period the
same raising took 26 days to complete.

Further reading:

In 2013 OM released a report on capital raisings undertaken in the post GFC period which
examined the $33 billion raised by the ASX300 entities in 2010 through to 2012. That report is
available here.

The original study of the GFC capital raising is available here.
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This document is intended solely for the information of the particular person to whom it was provided by Ownership Matters Pty Ltd (ABN: 95 152
996 739 and AFSL: 423168). Although we believe that the information contained in this document is accurate and reliable, Ownership Matters has
not independently verified information contained in this document which is derived from publicly available sources and engagement with issuers
and their representatives. Ownership Matters assumes no responsibility for updating any information or recommendation contained in this
document or for correcting any error or omission which may become apparent after the document has been issued. Ownership Matters does not
provide any warranty as to the accuracy, reliability or completeness any information which is contained in this document. Except insofar as liability
under any statute cannot be excluded, Ownership Matters and its directors, employees and consultants do not accept any liability (whether
arising in contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage (whether direct,
indirect, consequential or otherwise) suffered by the recipient of this document or any other person.

This document has been prepared without consideration of any specific person’s needs or investment objectives and constitutes general advice
only. It is for the use of clients of Ownership Matters only and may not be distributed to anyone who is not a client of Ownership Matters.

This document was produced in 2020 and is copyright. Apart from any use permitted under the Copyright Act 1968, no part may be reproduced

by any process, nor may any other exclusive right be exercised, without the express permission of Ownership Matters, Level 5, 167 Queen Street,
Melbourne.

www.ownershipmaftters.com.au 5



