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CHAPTER ONE

Managing Investor
Relations

HE WORK OF THE investor relatior's olficer (IRO) centers on com-

municating the company’s current and potential market value to

investors. IROs achieve this by.tarzeiing a specific set of goals and using
a broad range of tools to attain thert. ? hey must also be conversant with the
methods for constructing a viable in vestor relations budget. Furthermore, proper
management of bad news defines the character of the IRO, and is a key driver
of investor faith in a companv. All of these topics, and more, are addressed in
this chapter.

WHY HAVE AN INVESTOR RELATIONS DEPARTMENT?

A public company is not required to have a public relations department at all.
There is no legal requirement to engage in any communications with the
investment community, outside of the required SEC filings. However, when
there is no investor relations function, investors must rely solely on media,
Internet, and SEC reports, which are all based on historical information or
sometimes on conjecture. With this limited pool of information, investors are
less inclined to acquire a company'’s stock, and will certainly not bid it up above
the average market valuation of the peer group against which the company is
usually compared.
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Given this lower stock price, a company’s cost of capital tends to be higher,
since it will obtain fewer funds per share sold. Also, without strong demand for
a stock, its price will tend to be more volatile, with many upward and
downward transactions over short periods of time. Further, without a consist-
ent investment message being promulgated by a company, short sellers will be
more inclined to feed erroneous information into the marketplace in order to
trigger short-term price slides from which they can earn profits.

A low stock price will also attract hostile takeover bids. A case can be made
that management’s primary objective is to obtain the highest possible stock price
for investors, so it should welcome even a hostile tender offer. The problem is that
the potential acquirer will undoubtedly offer a price below what the company
could have obtained if it had actively worked to achieve a higher stock price!

Thus, the key reason for building an investor relations-department is to
maximize the company’s market value. The IRO does (thi's by continually
communicating a company’s unique value propositicn 'to the investment
community, and specifically through the goals noted ia the next section.

INVESTOR RELATIONS OBJEC.T'VES AND GOALS

The first step for the IRO in creatir'g an investor relations department is to
determine its objectives and supperting goals. The IRO should be very clear
about these issues in order tc.avoid wasting resources in the pursuit of other
activities.

Ultimately, the only abjective of the investor relations function is to maxi-
mize a company’s riavket value. By doing so, the company can obtain the
maximum amour.t ¢f cash in exchange for the fewest number of shares. Also, a
strong stock price will keep away hostile takeovers, because the company is too
expensive to buy.

IROs should therefore direct considerable attention to the goals that
support higher market value:

= Alter perception of the company. If a company has historically been com-
pared to a peer group whose valuation multiples are low, then the IRO will
have a difficult time increasing the stock price to a level above that of the
peer group. One solution is to reposition the company story to align it with
a different peer group whose multiples are higher.

= Increase analyst coverage. The opinions of analysts carry considerable
weight with investors, so obtaining coverage from a moderate number
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of analysts is a key objective for the IRO. Favorable analyst reports will very
likely increase average sales volume, which, in turn, tends to drive up the
stock price.

= Increase geographic coverage. If a company’s stockholders are limited to a
few geographic areas, then it does not take long before everyone who
wants to hold the stock is already doing so. This results in reduced stock
trading and minimal upward pressure on the stock price. The IRO can
avoid this by scheduling road shows in new regions to meet with an
entirely new group of analysts, brokers, institutional investors, and retail
investors.

= Reduce stock price volatility. If there are institutional investors who con-
stantly buy and sell large blocks of company stock, then the stock price
may swing considerably. Volatility is not a desirable cendition, since it
drives away some investors and attracts short sellers. T'¢ reduce volatility,
the IRO can work on attracting retail investors, who hald smaller blocks of
stock and tend to retain their holdings longer.

= Manage existing investors. If current investoss s<ii their holdings, then the
increased supply of stock will likely cause 2 price reduction, as well as
increased price volatility. The IRO can reduce this risk by generating a
high level of communication with-t'.evn, using one-on-one meetings and
newsletters. The result should ke 'onger-term retention of investors.

Clearly, the IRO must delve o a broad array of activities to achieve a high
market value. The tools avaiaole to reach this objective are described in the
next section.

INVESTOR RELATIONS TOOLS

We have established that the primary investor relations objective is to maximize a
company’s market value. Before attempting to enhance the price, we must first
determine what factors influence it. Two key factors are the condition of the
general economy and the condition of the industry in which a company
competes. Neither one can be altered by specific company actions, which means
that a stock’s price will, to some extent, fluctuate irrespective of any investor
relations activities. In addition, a stock’s price will be governed by a company'’s
operating and financial results, its strategic direction, and the quality of its
management team. The IRO can do a great deal to favorably present these later
items to the investment community using the tools described in this section.
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IROs have a broad array of tools at their disposal, which can be categorized as

basic, intermediate, and advanced tools. A basic tool is one needed to accomplish
the basic investor relations goals, while more advanced ones are layered on top of
the basic tools to achieve the highest possible level of communications with the
investment community. The basic tools are as follows:

Annual report. The IRO is expected to manage the creation of an annual
report that shows a company’s results for the past year and explains its
goals and future prospects. A more basic variation on this report is the
wrap report, which is the annual SEC Form 10-K, accompanied by a letter
from the chief executive officer. The wrap report is increasingly common,
but conveys no investment message to stockholders.

Annual meeting. The IRO is responsible for organizing tixe stockholder
annual meeting, at which stockholders vote for a board of directors. The
IRO can greatly expand on this minimal agenda Ly including manager
presentations, additional decisions to be voted uron, and question and
answer sessions.

Proxy solicitation. The IRO is responsible tor issuing the annual proxy
solicitation, in which the company &sks investors to vote for a slate of
candidates for board of director pseitions, and possibly a variety of other
motions involving corporate gevernance.

These basic tools achieve cniy the most modest level of communication

with the investment comraunity. The proxy solicitation and annual meeting
are designed to fulfill legal requirements, rather than to enhance communica-
tions, while the annual report tends to be a dry recitation of historical facts.
Thus, the TIRO shinid use an additional set of intermediate tools to engage in a
more active leve! of stockholder communications:

Press release. A key IRO tool is the press release. This is a brief summary of
information about a key company event, such as an acquisition or a major
contract award. It is issued through a press release distribution service.
The IRO may choose to also issue the same information through a Form
8-K filed with the SEC.

Web site. The investor relations section of a company’s Web site is capable
of imparting an enormous amount of quality information to investors. If
properly constructed and maintained, it can be the primary source of
investor information.
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Fact sheet. This is a two- to four-page document that lists the essential facts
about a company, including its key customers, managers, recent press
releases, and mission. The fact sheet can be posted on the company Web site
and is also a useful document to bring to external meetings of all kinds as a
handout.

Reports. The company Web site can include an offer for any site visitor to
sign up for a variety of reports, such as new product notices, product
pipeline reports, management newsletters, and earnings releases.

Speech transcripts. If a company officer makes a major speech or presenta-
tion, then the investor relations staff can record it, have it transcribed, and
post it on the company Web site.

Advertising. An advertising campaign can introduce a company to an
entirely new group of potential investors, though it canr be expensive in
relation to the number of new stockholders obtained. it is not an effective
tool for smaller firms with limited investor relations Fudgets.

These intermediate-level tools are primarily decigned to create new infor-

mation and present it passively for consumption by the investment community.
However, an additional level of activity is n=eaed to bring the company face to

face

with investors and analysts. This requires much more personal involve-

ment by the senior management tearn, since management must be involved in
the presentations. Also, the company is (in some cases) paying for meeting
rooms and meals for all participants, which can involve a considerable expense.

The

advanced tools are asfllows:

Road show. The m:cst effective of the advanced investor relations tools is
the road shovww. This is usually a series of meetings in which the CEO, CFO,
and RO prezent the company to a variety of audiences. The expense of an
ongoing series of road shows can be considerable, but it results in the best
possible face-to-face contact with the investment community.

Conference calls. It is standard practice to schedule a conference call
immediately following the release of a company’s quarterly 10-Q report.
During this call, company officers discuss the earnings release, and usually
allow some time to field questions from attendees.

Investor day. The company invites investors and analysts to a formal series
of presentations by company managers. This may be located near the
investment community, or at a major company location (in which case a
facility tour is expected).
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All of the tools noted in the preceding bullet points are described in more
detail in Chapters 5, 6, and 7 on public communications, publications, and Web
sites.

Once an IRO has set up the most appropriate mix of tools to achieve the
objective, the IRO should also create a measurement system to evaluate the
effectiveness of those tools. Examples of appropriate metrics are changes in
the stock price, the number of requests for financial information, changes in the
mix of investors, the number of analysts following the company, trading
volume, and the price/earnings ratio in comparison to the market or a peer
group. Investor relations metrics are addressed in Chapter 23.

INVESTOR RELATIONS BUDGET

When constructing a potential budget for investor relaticns, the best approach
is to build it in layers that are based on the need for-« variety of activities. The
bottom-most layer of the budget should always a<aress entitlements. These are
the bare-minimum activities required of any pubiic company. The key item is
SEC compliance, where a company must pa 7 for adequate attorney, auditor,
and valuation services to file the requir:d number of SEC reports within the
designated timelines. The cost of thic item may be located within the budget of
the accounting department, rathev than the investor relations budget—but it
has to be addressed somewherze.

The minimume-level investor relations budget should also include a salary
sufficient to retain the services of a qualified IRO. A company may try to reduce
costs by hiring a ciearly unqualified person or by promoting a low-level
manager into the¢ jeb: Since the IRO is the primary interface between the
company and the investment community, the company is clearly stating how
poorly it values investors! If the IRO is of exceptionally low quality, investors
will either sell off their holdings or find alternative means of communicating
with the company through other managers.

A minor item that is generally included in the bottom layer of the budget is
the cost of buying back stock from excessively small stockholders. There are
significant proxy costs associated with each share held, including the printing
and mailing of a proxy statement and the tallying of annual votes for directors.
Depending on the proxy cost per share and the market price per share, it may be
cost-effective for a company to offer to buy back its stock from smaller stock-
holders. For example, if the total proxy cost for a single stockholder is $20 per
year, and the market price of the stock is currently $4, then the IRO can
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reasonably conclude that buying back the holdings of all stockholders owning
five shares or less will result in full payback within one year.

The next layer of the budget is for the minimum amount of investor
communications required to keep the investment community aware of the
company. This usually includes the cost of responding to investor inquiries, a
stockholder hotline, an annual report, a Web site, periodic press releases
describing major events, conference calls, and occasional media contacts.
Many companies budget only to this level and stop.

At the top layer of the budget is active communications, such as road
shows, investor days, and a plethora of reports that are pushed out to a mailing
list of investors, analysts, and media contacts. This level of budgeting can be
expensive, but also can propel a company into the upper ranks of public
companies in terms of investor perception.

An additional defense for a fully funded investor relaciciis department is
that the investment community may extrapolate the ncrformance of this
department to how well the entire company is run. ' 'the company handles
its customers as well as its treats its investors, thea iv-would appear reasonable
to an investor that the company’s customer base must be satisfied and loyal.
When the investment community’s sole’ point of contact is the investor
relations staff, it is not unreasonable~‘ar them to make this assumption.
Thus, a small but well-funded investor relations department can have an
inordinate impact on investors.

The layering approach to«tt.e investor relations budget is the most logical
and easily defended budgeting technique, since it directly ties expenditures
to the performance of ‘a specific set of activities. There are other methods
for setting the budgev, such as a percentage of the total company market
capitalization, or c cast per stockholder. However, these methods are far too
general, and cannot be tied to specific performance. Also, they fluctuate too
much—for example, a company’s market capitalization can change so much
from year to year that the IRO could see her budget, to which it is tied, slashed
or doubled from year to year.

There is a defensible high-level justification for an investor relations
budget, which is to compare it to the cost of a line of credit or an investment
banking relationship. Both activities are also used to acquire funds, so one
could make the case that the investor relations budget should be calculated as a
percentage of the incremental funds obtained through stock sales, and then
compared to the same calculation for these other funding activities. However, a
company does not go to the capital markets every year to obtain funds, so there
will be years when this comparison will not be functional.
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When initially budgeting for investor relations, the IRO should set expec-
tations by pointing out that the program will have little impact in the short
term. Investor relations activities require a cumulative long-term effort,
with multiple “touches” of the investment community, before a discernible
increase in investor interest becomes evident. In the short term, other effects—
such as economic downturns, political disturbances, and currency valuation
changes—will have such a large impact that they overwhelm the initial effects
of a nascent investor relations program. Instead, there must be a long-term,
consistently applied budget. Also, there is very little long-term residual value to
investor relations activities if they are halted. Even if such a program has been
in existence for years, its camulative effect will vanish once it is stopped. Thus,
a public company must permanently commit to a consistently applied and
well-funded investor relations department.

FLOAT MANAGEMENT

The primary objective of the IRO is to maximizz a company’s market valuation.
A key driver of this valuation is the number of shares available for trading by
the investment community (commonrly«nown as the float). If there is a large
float, then investors can easily meve in and out of stock positions with a
minimal impact on the stock pricz. As11oted in this section, there are a number
of actions the IRO can take t> properly manage the float.

When a company is in need of cash and has a choice of obtaining it
through either debt or =quicy, the IRO should point out to the chief financial
officer that increasirg the amount of stock outstanding will increase the float
(once it is registecea). This is especially important if there is currently a small
float, since the proportional impact on the float would be significant. When the
IRO takes this position, she will likely be arguing against the advice of the CFO,
who will note that debt is less expensive than equity, and that issuing more
stock will drive up the cost of capital. The CFO is correct in this reasoning, but it
is more important for a public company with minimal float to increase that float
than it is to maintain a low cost of capital.

The IRO should also be active in having stock registered. If a public company
privately issues stock, such as through a Private Investment in Public Equity
(PIPE), then those shares cannot be publicly traded until the company files a
stock registration document, which must be approved by the SEC. This can be a
torturous process, since the SEC may issue multiple iterations of comment letters
prior to approval, requiring a company to modify its application and quite
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possibly other public documents that it had previously filed. The registration
process is very expensive and may require well over three months to complete.
Despite these obstacles, the IRO should make continual efforts to register stock
that cannot currently be publicly traded, in order to increase the float.

If the number of unregistered shares is relatively small, then the registra-
tion cost will be prohibitive. In this case, the IRO should wait for additional
private stock placements to increase the total number, until such time as the
registration process will no longer be cost-prohibitive on a per-share basis.
Some private stock placement agreements will require best efforts for a stock
registration within a certain period of time, which may force the IRO to file
registration documents for a small amount of stock.

If the TRO is successful in having a large amount of privately placed stock
registered, she will now be at risk of having the holders oi these newly
registered shares dump their holdings on the market. If the¢y 1o so, the sudden
overwhelming supply of stock will put significant down\vzrd pressure on the
stock price. The best way to avoid this problem is to r=anire the stockholders to
sign a lockup agreement, under which they cannct soil their shares for a certain
period of time, or can only sell a certain numbhe of shares within predetermined
time blocks (e.g., 50,000 shares per month). A lesser alternative is to recom-
mend to investors that they have thac.noldings liquidated in an orderly
manner through a single brokerag® firm, which can attempt to sell stock
over a longer period of time. Of the two methods, the first is mandatory, and so
tends to function better, especially if the lockup agreement allows the gradual
sale of stock, rather than suddenly allowing all shares to be sold at the end of a
predetermined holding period.

An overly complex capital structure can also effectively reduce the amount
of float. For example, if a company has multiple types of stocks, bonds,
warrants, and other equity instruments, then it is diffusing the amount of
tradable equity among all of the various equity instruments. A better approach
is to simplify the equity structure by trading common stock for all of the other
types of stock. This centralizes all equity into a single large pool of tradable
stock.

A related issue is that investors tend to avoid owning multiclass stocks, on
the grounds that they only have access to nonvoting stocks or stocks with
minority voting rights. Investors prefer to have all voting rights centered on the
common stock that is available for sale, so that they can vote out a board of
directors in the event of inadequate company performance. Thus, having a
single class of common stock with full voting rights can increase the pool of
stockholders, thereby indirectly increasing the stock price.
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Another difficulty is when a company has achieved a large float, but
holdings are centralized in the hands of a small number of institutional
investors. If these investors are not actively trading stock, then the effective
float of the company may be far smaller than the standard float calculation may
indicate. The IRO can meet with the larger stockholders to persuade them to
sell some portion of their holdings, though an investor who is optimistic about
the future performance of his holdings will be unlikely to do this. A better
long-range approach is to initiate an ongoing series of road shows to present the
company either to brokers or directly to retail investors in order to encourage
stock placements with the types of investors who are more likely to create an
active trading market.

The TRO should offer advice to the board of directors if it is considering the
repurchase of stock. A stock repurchasing program sends a signa! to the market
that the company considers its stock to be undervalued. It als- tends to prop up
the stock price, if the company makes it clear that it wili. bay back stock if the
price drops below a predetermined level. Further,-it increases earnings per
share, since there are fewer shares to divide i1ito <arnings. However, it also
reduces the volume of stock outstanding, which reduces the float. In most
cases, the number of shares authorized for repurchase is so small that the float
reduction will be minimal. Thus, thc TRO should advise against a stock
purchase only if the contemplated <-epurchase is so large that the float will
be seriously reduced.

It is also useful to monitoxthe public filings of competitors to see how they
are managing their floats. It they use an innovative approach that appears to
work well, then copy it. Conversely, if they have difficulty with float manage-
ment, learn from thew: experience and try an alternative method.

In short, therc isno such thing as an excessively large or widely distributed
float. The IRO should always strive to simplify a complex capital structure,
register stock, and persuade retail investors to buy stock, thereby improving
the float.

MANAGING BAD NEWS

Bad news will arise from time to time, and the IRO must be prepared to deal
with it. The exact nature of bad news is extremely difficult to predict, since it
can come in many forms and may involve a new scenario that has never arisen
in the past. Examples of bad news include a hostile takeover attempt, many
types of lawsuits, the failure of a key patent application, conflicts with a labor
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union, and so on. The investment community will adjust a company’s stock
price not only in reaction to the actual news, but also in accordance with how
the company handles the news.

If a particular type of bad news has happened in the past, and there is a
reasonable possibility of its recurrence, then the IRO should develop a contin-
gency plan for dealing with that specific item. This plan should encompass a
contact list that itemizes which managers and investors will be contacted,
where to contact them, who to contact if they are not available, a list of actions
to take, and a media contact list. This can include a boilerplate set of press
releases. The IRO should include in her schedule of activities an annual review
of all contingency plans, to ensure that all responses are still reasonable, and
that contact information is still up-to-date. Also, an attorney should periodi-
cally review the plans to determine the need for any SEC filings-'t certain actions
are taken.

An excellent way to prepare for bad news is to consiantly monitor the
affairs of other companies in the same industry. If they fall prey to a particular
problem, the IRO should monitor how they deal wiutiit. If a competitor creates
an unusually effective response to a situation, taen the IRO should copy it
directly into her contingency plan for the sainie scenario.

The IRO should also develop an-ea:!v-warning system in order to learn
about bad news as soon as possible’ Tiilis means cultivating contacts in the
business media and investment ceni:nmiunity, who will forward any rumors they
hear. Also, the IRO should immediately examine company financial statements
as soon as they are available for internal distribution, to see if they contain any
issues that might prompt queries from investors or analysts. In addition, the
IRO should be on the distribution list of any auditor letters outlining potential
concerns about comipany controls. If there is even a slight chance of a strike,
then the IRO should be in constant contact with the company’s labor
negotiator. If there is upcoming legislation that may negatively impact the
business (such as pollution controls or import restrictions), then the IRO should
be receiving regular updates about the prospective law from a lobbyist or
attorney. Even an insider stock sale can be considered bad news. If a manager
sells off a massive stock position, the stock price is likely to dive as a result.
Consequently, the IRO should be aware of upcoming stock sales and be
prepared to discuss the reasons for the sales. Thus, an early warning system
should include input from a broad array of information sources.

The early warning system should also monitor the appearance of the
contagion effect, which sweeps through industries from time to time. In essence,
if one company in an industry suffers from a problem, investors will suspect that
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its competitors may suffer from the same problem, and drive down the stock
prices of the entire cluster of firms. Thus, an IRO may find the company caught
up in the contagion effect, even though it has done nothing wrong. In these
cases, a company's stock price will likely fall, irrespective of any investor
relations actions taken. However, it may be possible to quickly drive the price
back up by using the early warning system to spot the contagion starting with
another company and immediately take steps to tell investors that the
company does not suffer from the same problems. For example, if one company
suffers a massive loss from not using hedging to cover its foreign currency
investments, the IRO should immediately sponsor a press release detailing the
extent of hedging activities used by her company, and how this has kept the
company from incurring similar losses.

The contagion effect may begin at the IRO’s company. If <o, .the IRO could
deliberately unleash the contagion effect on competitors by being the first one
to issue bad news to the investment community. By being first, the IRO has the
time to craft the best possible message for how the csrarany is dealing with the
bad news. Competitors will hopefully be caught ¢ii"guard by the announce-
ment, and will therefore appear less prepared than the initiating company.

Whenever an early warning system uncovers a potential issue, the IRO
should immediately draft a plan to dea' with it, along with associated press
releases. The plan may never be needc, but it is important to create the plan
before any inquiry ever arrives froin the public, so that the management team
can spend more time considering tiie appropriate response and level of disclosure,
and less time ruminating cver the basic plan.

The IRO can also taire an extremely proactive approach to bad news by
recommending mitigation plans to the CEO, and publicizing the implementa-
tion of those plans. Far-example, if there is no obvious successor to the CEO, the
IRO can recomiaend the enactment of a succession plan, and set up media
interviews with division presidents to show the depth of management. As
another example, if an oil company is at risk of having an oil tanker cause a
pollution incident on the high seas, then enact a plan to convert to double-
hulled ships, and create a media campaign to advertise this action.

If the bad news involves allegations that an employee or the company itself
has done something illegal, then the IRO (after suitable discussion with
counsel) should immediately announce the situation, point out that a mitiga-
tion plan is being developed to reduce the risk of the event reoccurring, actively
cooperate with the justice enforcement authorities, and promptly pay any
fines imposed. The worst thing a company can do in this situation is to appear
defensive; the media love to report on conflict and so will keep the story in
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front of the investment community for far longer than would have been the
case if the company had simply revealed the situation at once and taken
mitigation steps.

If bad news occurs and there is no contingency plan for it, then the IRO
should first assess the extent of the damage caused by the news. In many cases,
the “damage” will disappear within a few days or weeks, as the stock price
returns to historic levels. However, if the damage appears to be impacting key
stockholder beliefs about the company, such as its brand name or product
quality, then further action will be necessary. The IRO should focus on
mitigating the lingering effects of the bad news that threaten to permanently
impair the stock price. For example, if a company product causes the death of a
consumer, then the company should immediately announce the hiring of a
quality assurance consultant to independently investigate the.cause of the
problem. Without this sort of prompt action, it would be reasonable to expect
investors to put downward pressure on the stock price.

If there is a solid block of bad news that the RO must reveal to the
marketplace, then the best approach is to issue ail of it at once, rather than
dribbling it out over a period of time in the heoez that the company can mitigate
some of the damage before needing to publicize it. By addressing the problem in
its entirety at one time, the stock price w!lsuffer a one-time drop, but the IRO
can then focus on informing the mari;et about remedial actions, which will
gradually bring the stock price bacir up. If the alternative method of spreading
out the bad news were to beuzed, then investors would gradually form the
opinion that the management team is not credible, ultimately resulting in a
longer and more profound price dip.

Also, when releasing bad news, present it prominently and clear of any
other items that rnay distract readers from the underlying issue. By doing so,
investors gain the impression that the company is maintaining a high level of
candor in revealing its problems. The worst way to release bad news is to bury it
in the financial statement footnotes, in the hope that no one will see it. A
diligent investor or analyst always reads the footnotes, and will not appreciate
having to dig so deep to uncover potentially critical information. Also, a
company'’s propensity to mask bad news will trickle through the investment
community, eventually resulting in the departure of some investors and
downward pressure on the stock price.

The IRO should periodically keep investors updated on the company’s
progress in resolving its issues. This does not require continual communica-
tions if there is no change in the underlying situation — only a notification when
there is a material change.
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In many bad-news situations, the IRO should plan to contact a select group
of the largest stockholders to discuss the situation and the company’s planned
response to it (within the bounds of the SEC's disclosure rules). This is
particularly important in the event of a proxy battle or hostile takeover attempt,
when the concurrence of key stockholders will be vital. For these events, the
IRO should prepare in advance a rough draft of a message to be sent to the key
stockholders, preferably by e-mail, with a follow-up by express mail. This means
that the IRO must collect e-mail address information in advance from the major
investors, and continually update this list.

If a company has suffered through a string of bad news over a protracted
period of time, then it is possible that investors are fleeing the stock, whose price
is therefore dropping. Under this scenario, there is no easy way to win back the
existing shareholder base. Instead, consider repositioning th2 company story
and selling it to an entirely new audience. This may requi‘e = corporate name
change, the sale of whichever divisions were causing the.balk of the problems,
and a series of road shows into entirely new geogr=phic regions in order to
attract a new base of investors.

In short, the primary goal when dealing witi1 bad news is to handle it in
such a manner that a company’s long-tern rarket capitalization is preserved,
or even enhanced. Short-term pricing dipc are not especially important, as long
as the long-term value is not damazea.

RESPONDING TC RPUMORS

A rumor may arise that circulates through the investment community and
noticeably impacic the stock price. If a company waits long enough, the rumor
will likely die out and the stock price will return to its normal level. If asked
about the rumor, the IRO can simply state that the company does not respond
to rumors and speculation. This lack of action may harm shareholder value in
the short term, but is unlikely to do so over the long term.

However, there may be cases where the rumor is so egregious that it
impacts customers’ view of the company and may cause a sales decline. In this
case, the IRO may be tempted to refute the rumor, either through a press
release or some other public means. While this may seem like a judicious
response, it can create a precedent where investors now expect the company to
refute rumors. If it does not do so, then investors will think that the rumor is
correct, which may prolong its impact. Thus, it is generally best not to respond
to rumors except under extraordinary circumstances.
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SUMMARY

Ultimately, the IRO is responsible for maximizing a company’s market valua-
tion over the long term. This requires the use of a multitude of tools to
communicate a company’s unique value proposition to the investment com-
munity. It also calls for the proper handling of bad news in order to avoid an
artificially low stock price, which many IROs would consider the most difficult
part of their jobs. The net result of a consistently applied communications
campaign and adroit handling of bad news should yield a higher stock price
than would be the case without an investor relations department, as well as
prices that vary within a relatively narrow price range. These results justify the
investor relations budget.



