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Alexandra Cain, moderator,  
Listed@ASX: What’s best practice 
when it comes to small cap  
market communication?

 
Jun Bei Liu, portfolio manager, Tribeca 
Investment Partners: We expect 
smaller companies to be transparent and 
realistic. Sometimes, when small caps 
talk about their strategy, it’s just a dream. 
We love to buy into an idea, but it has to 
be realistic. So management needs to lay 
out a true vision for what the future of 
the business will look like and have open 
communication with investors. We like 
to be treated like partners and we expect 
management to be candid about risks on 
the horizon. Because when something does 
go wrong, it helps if investors are already 
aware management is across the issue.
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As fund managers, we buy and sell 
shares for different reasons. But many 
times it’s due to the company’s valuation 
and sometimes we have to sell stocks to 
be able to invest in other opportunities 
and to create a return for our clients. But 
that doesn’t mean we have changed our 
view of the company. So even if we are a 
supporter of a company, sometimes we do 
need to sell shares. If there’s an open line of 
communication with the business it helps 
when it comes time for us to sell.

 
Derek Bilney, portfolio manager, 
Macquarie Small Companies Fund: 
Regular communication to the market 
is essential to keep existing investors on 
board and to attract new investors to a 
company. It’s easier for companies that 
regularly issue metrics to do that than 
companies that don’t have as much to say 
on such a regular basis.

 
Andrew Mitchell, co-founder, Ophir 
Asset Management: When companies 

engage with the market, it’s important to 
think about to whom you’re communicating. 
Investors all have models that follow similar 
criteria. We’re looking to forecast revenue 
and cost. So when investor relations 
presents a company, they need to help us 
out. Otherwise the risk is the business will 
trade at a discount or we won’t invest at all. 
So disclosure of the key variables is critical. 
But once you have disclosed them, you 
can’t pull them back because we rely on 
them. It’s a very negative signal when a 
business does that. So consistency when 
disclosing key variables is paramount. At 
the same time, it’s important management, 
including the CEO and CFO, are available 
to investors for clarification on variables 
and to make sure our models are correct.

 
Derek: Sometimes we just get top line 
numbers or sales revenue and we don’t get 
a feel for the margins or the costs. If the 
business then reports a nasty shock in six 
month’s time, investors are not going to 
like it.

Andrew: Companies that trade on a 
premium and have a lot of institutional 
ownership will generally under-promise 
and overdeliver. They don’t let the market 
get carried away with unrealistic forecasts 
that are effectively impossible to meet. 
Try to make sure you never let down 
the market and that what’s presented 
is an accurate reflection of where the 
business is. The best companies take into 
account the risk and the reward and make 
sure they are equally balanced and are 
conservative because things generally do 
go wrong. They just keep hitting a number 
and if you do that for 10 years you trade 
at a big premium because the market 
knows it doesn’t have to worry about 
the company missing a forecast. Good 
investors will also look at the management 
team and form the perspective they are on 
top of the business.

 
Jun Bei: This really comes down to the 
way companies communicate with sell-
side analysts. Management can sometimes 
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be engaged with the buy side but forget  
the sell-side analysts. Too often we see 
a high-growth company’s share price 
collapse on not meeting the market’s 
expectations because management 
didn’t keep on top of sell-side analysts. 
Successful businesses give enough buffer. 
If a company continually outperforms the 
market’s forecast by 20 per cent or 30 per 
cent, it will expect this in the following 
years. So always build in a buffer because 
unexpected things always happen.

 
Derek: Large caps often have a number  
of businesses that tend to smooth  
out their performance and they can  
hit their numbers, but small caps’ 
businesses tend to be more concentrated.  
If anything goes wrong, if there are  
delays, they don’t get a contract or 
expenses go up, it can lead to adverse 
profit outcomes.

 
Andrew: We prefer a company that goes 
from $5 million profit to $10 million profit 

investment vehicle (ASX:OPH) and I have 
no idea what we’re trading at, at any point 
in time. I get a marker once a month, but 
I never want to get caught looking at the 
share price on a daily basis. Sometimes you 
see CEOs of new businesses on roadshows 
looking at their share price between 
meetings. It gives them an endorphin rush 
and they end up marketing the company to 
the share price, rather than decoupling the 
two and marketing the company to how the 
market is performing. The best companies 
don’t know their share price and they’re 
not looking at who’s in or out of the register 
on a daily basis to figure out to whom they 
marketed well. They communicate what 
the company is doing and its performance 
and take hard medicine if need be. Over 
the long run, these businesses build a really 
good reputation.

 
Jun Bei: Ultimately they need to 
understand that if they have built a good 
business, the share price will follow; share 
prices follow earnings.
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over five years to a company that goes 
forward for a year and backwards for two 
years and then forward again and ends up 
at that number. Firms that have consistent 
growth and the ability to forecast will 
always trade at a premium.

 
Jun Bei: Cochlear is an example. This 
company grows by 10 per cent year-in 
year-out and trades on a premium of  
at least 30 per cent to the market. This 
shows investors are prepared to pay  
for a company that’s defensive, stable  
and dependable.

 
Listed@ASX: Do you see newly listed 
smaller businesses make similar 
mistakes when they come onto  
the bourse?

 
Andrew: Sometimes they get caught out 
over-promoting their business because 
they want their share price as high as 
possible and they are watching their share 
price all the time. Ophir manages a listed 
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Derek: You can think of the market 
as having a first division and a second 
division; institutional investors’ 
expectations are much higher once you 
hit the ASX 300 and you’re in the first 
division. There’s an expectation of more 
transparency and the repercussions are 
quite harsh if you miss expectations.

 
Listed@ASX: It must be very difficult 
for a small company to issue its  
first piece of bad news. What  
advice do you have for companies  
in this situation?

 
Jun Bei: First, you need to be on top of 
all the forecasts in the market so you 
know if your news is good or bad. A lot of 
companies don’t know their news will be 
a surprise to the market. Then you need 
to communicate an action plan about 
whether the problem is temporary or 
structural and what you’re going to  
do to deal with the issue. Then it’s 
important to set up an investor 

Andrew: The market has a tendency to 
shoot first and ask questions later. So make 
sure investors have as much time as possible 
to ask questions, ideally on a conference 
call. Keeping in mind continuous disclosure 
rules, the time of an announcement also 
matters. An after-market announcement 
gives people an evening and morning to 
react and if they want to call management, 
ensure there’s a contact number at the 
bottom of the announcement that the 
investor can call. That avoids having to 
make an announcement at 10am and then 
the market goes into freefall. Quite often 
it’s the mum and dad investors that lose 
because they don’t know what to do. So 
give as much information as you can about 
a downgrade so people can understand 
what’s happening and what you’re doing 
about it. 

 
Listed@ASX: What’s your advice  
to companies in a post-Mifid II world  
to bring themselves to the attention  
of investors?

“Don’t be too 
concerned about the 

share price on the day 
of bad news. It’s more 
about communicating 
what you’re going to 

do about it.”

conference call. So many companies 
forget to set up their investor call 
under the assumption the news is ok 
and they can wait for investors to call. 
Then they’re flooded with calls from 
people trying to understand what’s 
happening. Then shareholders can’t get 
through to management and the share 
price experiences huge volatility. So it’s 
important to have a call to explain what’s 
happening and what the company wants 
to do about it over the longer term. Also, 
don’t be too concerned about the share 
price on the day of bad news. It’s more 
about communicating what you’re going 
to do about it. After a conference call, 
make yourself available to shareholders if 
they need further clarification.

 
Derek: Be upfront and try to avoid coming 
up with a host of different accounting 
measures to hide the bad news. It’s 
hard to build up a good reputation as a 
management team and it’s very easy to lose 
one so it’s important to play the long game.
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Jun Bei: In the last few years a number 
of new fund managers have emerged 
in the small cap space. As the demand 
for emerging companies grows, smaller 
brokers have expanded their coverage and 
it’s important to get on their radar. A lot 
of brokers also run micro-cap and small-
cap days in which small companies can be 
involved. Even a business of $50 million, if 
you have a unique business model investors 
will find you.

 
Andrew: Try to avoid paid research. 
It discredits the research from our 
perspective. Engagement starts with 
private client advisers for micro caps. 
Then, get independent research written 
by making management available to 
brokers and building a relationship with 
them so they know what’s going on at all 
times. There are also firms that provide 
a service that can guide companies to the 
right institutional funds. Also make sure 
you target the right investors. We run 
$1 billion and the smallest investment I 

can make is $6 million. When a company 
comes to see me and tells me its market 
cap is only $4 million, they’ve wasted 
their time and mine. So if you engage the 
right advisers who are well connected, 
and you don’t pay too much, this will help. 
Work with the part of the market to which 
you’ll be most attracted.

 
Listed@ASX: How should CEOs  
of small companies make best  
use of their time given they have  
many obligations?

 
Andrew: Hire a good CFO to share 
responsibilities between the CEO and  
CFO, with the former seeing more 
important investors. Realise seeing 
investors is a cost of doing business  
if you want to raise equity.

 
Jun Bei: At the early stage, it’s important 
to use your time efficiently. So attend 
conferences where you can be in front of  
30 or 40 investors.

Listed@ASX: What’s the best 
approach small listed companies can 
take to capital raisings?

 
Andrew: Make sure you have a good 
broker. Be careful what you sign up to 
and ensure the broker isn’t taking more 
than its pound of flesh. Also be careful 
with hedge funds that are not the natural 
owners of your company. They will pay 
brokers for a proportion of the capital 
raise and then sell on day one when it 
hits the market. Brokers are incentivised 
because they are paid a lot of money, but 
the business ends up trading at a discount 
that’s larger than it should be. Use good 
brokers who can educate the market to 
avoid this. Ensure the people who should 
be rewarded for being loyal don’t get 
massively penalised because there are 
greedy people along the chain.

 
Jun Bei: Use a broker that knows  
your sector and insist on having an 
influence on the allocation process. 

“Make sure you have 
a good broker. Be 

careful what you sign 
up to and ensure the 

broker isn’t taking 
more than its pound 

of flesh.”
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Allocate more to shareholders that have 
supported you. Also be wary of short 
sellers. You want to keep a tight, long-term 
shareholder base. But don’t rule out  
taking meetings with short sellers. 
Sometimes they may just not fully 
understand the business. So it’s important 
to give them time. They also may be 
selling your stock because they are  
buying something else and that’s 
important to know. 

 
Andrew: You can be in the room when  
the allocations occur. Good CEOs sit  
next to the broker and put crosses next  
to the names of investors they have never 
met before. Maybe you need them – but if 
you don’t, put a cross. The investors that 
come into a meeting with set questions, 
even if they are tough, are genuinely 
interested in your business. Someone 
who comes to a meeting without knowing 
anything about your business is likely to be 
a ‘flicker’ and will sell your shares when it 
suits them.

its future. Have a good board renewal 
strategy as well.

 
Derek: The quality of the board also needs 
to evolve as the business grows. We’re also 
looking more closely at environmental, 
social and governance factors so we’re 
looking for diversity in the board. How 
the original ownership structure changes 
is also important. In a business’s infancy 
it may be fully owned by the founders 
and this changes with listings and capital 
raisings. So the level of control of the 
founder may need to be managed.

 
Andrew: Use the board as a strength to 
support management. Small companies 
sometimes complain the board isn’t 
engaged, with some directors just there to 
make up the numbers. So make sure you 
have a board that’s going to read board 
papers and provide advice to the company 
and management in a constructive 
manner. If the board buys stock, that’s a 
really good sign.

Listed@ASX: Small companies are 
often takeover targets. What’s the 
best way for them to engage with the 
market through this process?

 
Jun Bei: If they receive an offer they must 
disclose, even if they don’t believe the 
offer is genuine. If there are rumours in 
the market an offer has been made and the 
company makes an announcement down 
the track, this can mean trouble. Take as 
long as you need for the board to decide the 
best way to progress.

 
Listed@ASX: What’s your advice 
around board composition?

 
Jun Bei: Experience is very important; 
experience capital raising, building the 
business and of the market. Connections 
matter to a fast-growing business. You 
want a balanced board with a number of 
independent directors. The credibility 
of the chair is also very important when 
it comes to the tone of the company and 

“We’re also looking 
more closely at 

environmental, social 
and governance 
factors so we’re 

looking for diversity in 
the board.”
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