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Open register risky key to maximising share price
Alan  Robb

The launch of the NZ Alternative Exchange has been promoted as new and exciting, “the brainchild of NZX’s new management team.”  
It is, we are told, specifically designed for “fast-growing developing companies and companies with non-traditional structures, such as co-operatives.”
One of the first 11 companies listed is Seeka Kiwifruit Industries Ltd, the Te Puke based kiwifruit grower and harvester.  
A second kiwifruit company, Satara Co-operative Group Ltd, is expected to be listed soon.  Each handles about 15% of New Zealand’s kiwifruit production.
What real benefits can the shareholders in each expect to achieve from being listed on the NZAX?
Seeka’s shares have been traded on the unlisted securities market since 1995.  Two and a half years ago Satara restructured itself into a ‘new generation’ co-operative with a hybrid structure comprising investor shares for outside owners and transacting shares for co-operative members.  Control is held by the transacting shares which have 60% of the voting power.  
Investing shareholders control 40%, but they represent 75% of the capital.
In both cases it is hoped that holders of the investor shares will have an active market in which they can trade their shares.
It is difficult to see why this should be so.  

An active market requires a regular supply of factual information about the performance of the company.  Investors need to be able to compare revenue and costs for the year to date with the comparable period last year.  
They need to be able to make a judgement whether the company is on target to pay the same dividend or perhaps a higher dividend.
The greatest turnover of shares on the exchange’s main board is in shares of companies which make monthly or quarterly reports, rather than just the six monthly reports required under the listing rules.  

Companies like the Warehouse and Telecom are able to report frequently because their revenue cycle is short.  
Seeka and Satara, being “single-crop long operating cycle’ companies will have few opportunities to stimulate the market for their shares during the year.

Consequently Seeka and Satara are unlikely to be exposed to as much scrutiny by analysts.  Investor interest is unlikely to be as high as for other new listing on the NZAX such as Smiths City whose interim announcements will contain much more hard information.
A significant level of share trading can be attributed to investors seeking out shares selling below their net asset backing and which may offer capital gains in the event of a takeover.  
Some activity in Seeka’s share may arise from this if investors see the possibility of a major corporate such as GPG wishing to acquire Seeka cheaply.

The same opportunity will not easily arise for investors in Satara.  The control of Satara has been carefully structured to prevent an unwanted demutualization.  
Although the investor shares amount to 75% of the capital they have and can have only 40% of the votes.  
For a takeover to succeed a raider would have to convince the transacting shareholders, i.e. the growers, that the co-operative’s constitution should be changed or that it should demutualise.
The arguments for demutualization, used in cases such as AMP and Tower, have promised much and inevitably failed to deliver.  Increased earnings have not materialised, except for the consultants and many senior executives.  Members of co-operatives would do well to take a sceptical view of claims that shareholders benefit from demutualization and the discipline of being a listed company.
The NZAX claims that it is the engine for growing the entire New Zealand equities market.  That is not the same as growing New Zealand’s productive companies.  I hope that Seeka and Satara do not get sidetracked from their core business by the glamour of being listed on the NZAX.
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