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So Weibo and Alibaba are planning to go public in the US. They follow a number of others that already
went public. What has the record of these Chinese IPOs been?

US investors are generally a pretty trusting crowd. Partly this is because the word “China” makes them
think of vast numbers of people and therefore presumably vast revenues and earnings. So Chinese
companies look like treasure troves to many US investors, particularly unsophisticated ones. And when a
new Chinese company comes to the US to go public, it’s not just the treasure aspect that is attractive.
US investment banks and stockbrokers promote Chinese stocks aggressively since they all get paid
commissions on the stocks they sell, even if the company is terrible or its stock performs disastrously
later.

And of course, that’s exactly what has happened to many Chinese companies that went public in the US.
The poster-child is Sino-Forest, whose financial statements were falsified and largely fraudulent at least
under US accounting rules.

And Sino-Forest was only one of many Chinese companies whose financials were either misleading or
even fraudulent. Currently there is the well-publicized example of the Chinese company Mindray whose
financial statements seem to be remarkably similar to those of Sino-Forest in terms of their many
problems. So now Chinese companies have a very bad reputation in the US, many being regarded as
dishonest or even fraudulent.

A big part of the problem is the huge difference in auditing and accounting standards between the US
and China. Right now there is a major argument between US and Chinese regulators about whether or
not US regulators can get access to the working papers of Chinese auditors, with Chinese regulators so
far refusing to allow that. That makes US investors very wary because they don’t know how to judge the
quality of financials of Chinese companies especially after their experience up til now with some of the
Chinese companies that already did IPOs and whose prices later crashed when the low quality of their
financials became known.

However | can safely say that none of this will affect the IPOs of either Weibo or Alibaba nor even of
other Chinese companies that plan to go public soon such as Autohome, Qunar, 58.com or Sungy Mobile.
This is partly because Alibaba and Weibo in particular are relatively well-known names and partly
because they have the Chinese treasure-factor behind their name.

The US stock market, like all stock markets, is partly driven by fashion rather than economic
fundamentals. Right now the US stock markets are largely fashion-driven rather than economics-driven.



That’s why we have the huge prices being paid for some tech firms such as WhatsApp. Right now the US
market for IPOs is hot and in such markets, the US public will buy anything, even the stock of relatively
unknown Chinese companies. So we can expect companies such as Alibaba and Weibo to have great
public launches at least in the short-term.

In addition the investment banks and stockbrokers behind them are going to promote them with a high
level of aggressiveness. In this market in the US at this particular time even for other Chinese companies
that are totally unknown but want to go public right now, this is a perfect time for them to sell, no
matter what the quality of their financial statements or the real underlying quality of their assets.

Of course this won’t last since hot markets never last either. Sooner or later, the US stock market will
not be hot and it might even go into a mini-crash. In that case we can expect the stocks of Chinese
companies to do much worse than average, at least in part because they are foreign, partly because
they are Chinese, and partly because the reputation of financial statements coming out of China is also
very bad in the US.

It’s ironic that the reason that many Chinese companies want to go public in the US rather than, say
Hong Kong, is that is many ways the US stock markets rules allow some practices which are bad for small
stockholders. In the US the New York Stock Exchange and NASDAQ allow public companies to issue Class
A and Class B shares that allow the founders and partners of a company to hold a restricted class of
share that gives them vastly more powerful voting rights than normal stockholders and is fundamentally
inequitable to small stockholders.

Thus in these companies, despite Class B stockholders having paid the same price per share on the open
market as insiders and founders, they get far less power in corporate governance. The Hong Kong stock
exchange does not allow this so it’s not nearly as attractive to closely-held companies such as Alibaba.

So although the financials of many Chinese companies are suspect, in fact the US stock markets allow
Chinese companies to treat small stockholders unfairly which makes them more attractive than the
Hong Kong markets. So the issue of financial statement quality and corporate governance isn’t just one-
way here. The US markets generally enforce more financial transparency and higher quality financials.
But the US markets, at least in their favored treatment of large insiders, are significantly less fair and
open than the Hong Kong market.

| think most of the smarter US investors expect the big Chinese IPOs to do well in the short-term but
they have no idea how they will do in the longer-term. But with less well-known Chinese companies, |
think most US investors would expect them to do well in the short-term but be likely to go down or even
collapse in the longer-term. That’s because the sentiment is very negative on Chinese accounting and
audit practices.

If you were a small investor in the US, | think the smart money would be to short Chinese companies,
except Alibaba and Weibo. So | think we can expect the short-sellers to quickly attack many of the
upcoming Chinese IPOs except for Weibo and Alibaba.

There is one other somewhat delicate issue that we must also mention. Many Americans are distrustful
of Chinese companies that are government-owned either in full or in part. Such companies are viewed
with suspicion because they are seen, no doubt mostly wrongly, as facades for military and spying
activities by the Chinese government. (lronically, it’s now clear that many US companies have acted as



spy agents for the US government).So if the Chinese company is in this category, it really needs to take
special measures and adopt particular strategies to address this issue.

So for Chinese companies wanting to go public in the US, what should they do? Well, at first | am going
to stress that | am only talking about good companies, with good assets, real revenues and earnings and
a management team that produces quality financial statements that are relatively well-prepared and
relatively honest.

In these cases, smaller companies without a well-known name are going to meet a lot of suspicion about
the quality of their assets and financials. So they have to do a lot of careful preparation. In fact some of
the preparations that Lenovo made are a good example. One of the things they did, at least initially, was
to appoint a US CEO and top US executives so that people would feel more comfortable with them.

There is no doubt that if a Chinese company has top executives who are all Chinese, particularly if they
don’t speak English well or at all, it’s going to be a big problem for them. And preferably you want these
top executives to be great at communicating with the public, comfortable on TV, prepared to meet with
journalists and politicians and comfortable in crowds. The public relations aspect is really important.

You also need executives, no matter if they are Chinese or American, who are prepared to be open with
journalists and financial reporters. In the US system you are expected to be very open with information
and if you don’t provide it, or look reluctant to give it, it's generally assumed you are trying to hide
something.

So even if the company and the executives are very reliable and honest, if they look like they are trying
to hide information, it’s probably the end for their reputation, credibility and ultimately their stock price.
If the shorts start publishing stories about a Chinese company in the US and there’s no-one credible and
open to respond to financial reporters and investment analysts, you can expect the stock to crash pretty
quickly once the shorts start moving.

And it’s not just the quality of the executives, although that’s vital. Probably the company needs a good
public relations firm, a good investor relations firm, and people who can work for it in talking to
investment banks and analysts who are not employees of the company.

It also does a lot of good to make contributions to good causes, charities, welfare organizations and the
like to show that the company is a good corporate citizen. We have to remember that in the US,
corporate and private philanthropy plays a far larger role in society than in China and Americans will also
judge a company partly by its activities in these fields, even if they are more cosmetic that real.

If the company is wholly or partly government-owned, then it will need to engage the services of both
public relations firms and political lobbyists. Of course, that might not be so different to what happens in
China except that in the US these activities are very strictly regulated so you have to make sure that any
lobbying activities are well-controlled and, of course, do not involve bribes or other such payments or
contributions.

China has some incredibly good companies, products and investors. However it has used up quite a lot
of the goodwill it formerly earned from this. In the future its companies that want to go public in the US
need to spend more time and effort to start rebuilding this goodwill. In particular they need to focus on



building a reputation for honesty, financial transparency, and high corporate and social ethics that
match or even exceed their intellectual and business strengths.
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