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Finnish companies cross listing in the United States is an exceptional phenomenon. This study 

examines the cross listing decision, cross listing choice and cross listing process with associ-

ated challenges and critical factors. The aim is to create an in-depth understanding of the cross 

listing process and the required financial information. Based on that, the aim is to establish 

the process phases with the challenges and the critical factors that ought to be considered be-

fore establishing the process plus re-evaluated and further considered at points in time during 

the process. 

The empirical part of this study is conducted as a qualitative study. The research data was 

collected through the adoption of two approaches, which are the interview approach and the 

textual data approach. The interviews were conducted with Finnish practitioners in the field of 

accounting and finance. The textual data was from publicly available publications of this phe-

nomenon by the two BIG5 accounting companies worldwide.  

The results of this study demonstrate the benefits of cross listing in the U.S. are the better 

growth opportunities, the reduction of cost of capital and the production of higher quality fi-

nancial information. In the decision making process companies should assess whether the 

benefits exceed the increased costs, the pressure for performance, the uncertainty of market 

recognition and the requirements of management. The exchange listing is seen as the most 



 
 

favourable cross listing choice for Finnish companies. The establishment of the processes for 

producing reliable, transparent and timely financial information was seen as both highly criti-

cal and very challenging. The critical success factors relating to the cross listing phases are 

the assessment and planning as well as the right mix of experiences and expertise. The timing 

plays important role in the process. The results mainly corroborate the literature concerning 

cross listing decision and choice. This study contributes to the literature on the cross listing 

process offering a useful model for the phases of the cross listing process.  
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Suomalaisyrityksen listautuminen Yhdysvalloissa on marginaalinen ilmiö. Tässä pro gradu -

tutkielmassa tarkastellaan ulkomaisen yrityksen päätöstä listautua Yhdysvalloissa, listautu-

mistavan valintaa ja listautumisprosessia sekä prosessiin liittyviä haasteita ja kriittisiä tekijöi-

tä. Tutkimuksen tavoitteena on luoda syvempi ymmärrys ulkomaisen yrityksen listautumis-

prosessista ja taloudellisen raportoinnin vaatimuksista Yhdysvalloissa. Näiden tietojen pohjal-

ta on määritelty listautumisprosessin vaiheita sekä tunnistettu haasteita ja menestystekijöitä, 

jotka tulisi ottaa huomioon listautumisvalmisteluissa. 

Tutkimuksen empiirinen osa on toteutettu laadullisena tutkimuksena. Tutkimusaineisto on 

kerätty haastattelemalla suomalaisia asiantuntijoita laskentatoimen ja rahoituksen alalta. Tut-

kimusaineistona on käytetty myös kirjallista materiaalia, jotka ovat BIG5 tilintarkastusyhtiöi-

den julkaisuja listautumisesta Yhdysvalloissa. 

Tämän tutkimuksen tulokset noudattelevat aikaisempia tutkimuksia listautumispäätöksestä ja 

listautumistavan valinnasta. Yhdysvalloissa listautumisen hyötyjä ulkomaiselle yritykselle 

ovat paremmat kasvumahdollisuudet, pääomakustannuksen aleneminen sekä laadukkaampi 

taloudellinen informaatio. Listautumiseen liittyvässä päätöksentekoprosessissa yrityksen tulee 

arvioida listautumisen hyötyjen ja kustannusten suhdetta. Huomioon otettavia asioita ovat 

myös markkinoiden epävarmuus, johtajiin kohdistuvat lisävaatimukset sekä markkinoiden 



 
 

luoma paine jatkuvaan tuloksen tekemiseen. Suomalaisyrityksen näkökulmasta suotuisimpana 

vaihtoehtona on listautuminen Yhdysvalloissa päälistalle. Luotettavan, läpinäkyvän ja ajan-

tasaisen talousinformaation tuottaminen sekä siihen liittyvien prosessien perustaminen ovat 

kriittisiä ja haastavia tekijöitä. Listautumisperusteiden huolellinen arviointi ja listautumisen 

suunnittelu ovat menestystekijöitä onnistuneeseen listautumiseen sekä oikean yhdistelmän 

löytäminen kokemusta ja asiantuntemusta. Ajoituksella on myös tärkeä rooli listautumispro-

sessissa. Tämä tutkimus tarjoaa uuden näkökulman yrityksen listautumiseen sekä käyttökel-

poisen mallin ulkomaisen yrityksen listautumisprosessille Yhdysvalloissa.  
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1 INTRODUCTION  

 

1.1 Background of the research 

 

There has been considerable public debate surrounding the competitiveness of the Finnish 

economy. In the long term the foundations of competitiveness are maintained with function-

ing infrastructure and high level of education. Short-term competitiveness struggle as a result 

of the increase in costs and as a result of the changes in economic structures. In recent years 

the Finnish economy has experienced dramatic structural changes. Most of the attention has 

been on the industrial revolution, as Finland lost large numbers of high productivity manufac-

turing. The debate mainly focused on the structural difficulties in the manufacturing industries 

such as electronics, marine, metal and paper. Meanwhile, there was more and more growth in 

the service sector. It is predicted that the share of workplaces, which require a high level of 

education and generate higher increment value, will continue to grow. (Honkatukia, Tam-

minen & Ahokas, 2014) 

 

Economic competitiveness will be improved with structural changes in the transition from a 

production based economy to newer more lucrative industries. The industrial internet is seen 

as a new industrial revolution. It is has been said to reshape the markets and to act as an im-

pulse for global growth. The industrial internet may offer new growth opportunities and a 

competitive edge for Finnish companies. Currently, the United States holds the position of the 

superpower of the industrial internet, as U.S. corporations mainly drive forward the develop-

ment of the industrial internet. Finnish companies should seek active international cooperation 

and strive to contribute to the content and direction of the development of the industrial inter-

net. First, the aim should be to stay ahead in the development of the industry. In this way new 

growth opportunities for Finnish expertise can be gained within these growing technological 

areas. The relevant know-how will generate new business opportunities for Finnish compa-

nies. Second, the objective should be to globally seek out more diverse and various economies 

of scale. These should be adopted, further developed and integrated into business practices. In 

this manner the international competitive and unique products and services mixes will be 

achieved. (Juhanko, Jurvansuu et al., 2015)  
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The theories relating to cross listing explain the behavioural traits and potential factors in the 

decision making process. Information asymmetry is based on the situation in which issuers 

have more or superior information on the true value of a company compared to the investors. 

Therefore, the demand for stricter requirements in financial reporting and disclosures arises 

from information asymmetry between managers and investors. (Healy & Palepu, 2001) Ac-

cording to the investor recognition hypothesis, investors avoid investments in foreign busi-

nesses because of a lack of quality information. Better quality and complete information 

among investors reduces the risk premium investors require to hold shares in a company. 

(Merton, 1987; Foerster & Karolyi, 1999) Furthermore, the bonding hypothesis suggest that 

companies voluntarily cross list in the U.S., especially from countries with weaker investor 

protection, and subject themselves to the stricter requirements of U.S. law such as higher 

scrutiny, tougher regulation and better enforcement in order to signal investors that they de-

sire to increase investor protection. (Coffee, 1999; Stulz, 1999).  

 

Cross listing in the U.S. is one option when seeking cooperation with companies in the U.S. 

markets with new growth opportunities. Cross listing on a U.S. exchange is said to raise the 

visibility and increase the credibility of foreign firms among U.S. investors leading to higher 

valuations of company´s shares. (Saunders, 1993; Hail & Leuz, 2004; King & Segal, 2004; 

Hope, Kang & Zang, 2007) It will also escalate recognition of the company´s name among 

consumers. The cross listing will decrease the barriers to foreign investment and enables U.S. 

institutional investors to invest in foreign companies. (Saunders, 1993) This liquidity will 

increase and diversify a company´s shareholder base enabling growth. Company credibility 

will be enhanced due to reliable and transparent financial information. (Healy et al., 2001; 

Hail & Leuz, 2009; Bae, Tan & Welker, 2008) Therefore cross listing in the U.S. may have 

several legal and regulatory consequences for foreign companies. Companies are obligated to 

meet extensive filing requirements with the U.S. Securities and Exchange Commission (SEC). 

In addition, they will be subjected to greater scrutiny by the SEC. The level of regulatory con-

sequence will be defined by the company´s cross listing choice. A Foreign private issuers can 

raise capital in the U.S. by issuing American Depositary Receipts (ADRs) (Saunders, 1993) 

and trade its shares as private placements, OTC or in an official exchange. (Hail et al., 2009; 

Hostak, Lys, Yang & Carr, 2013) 
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The phenomenon of cross listing in the U.S. has not been greatly studied from Finnish per-

spective. There is considerable evidence that cross listing in the U.S. has positive economic 

consequences. (Pagano, Röell & Zechner, 2002; Burton, Helliar & Power, 2006; Doidge, Ka-

rolyi & Stulz, 2004) Several studies have documented that cross listings has significant bene-

fits on company´s growth opportunities (Merton 1987; Foerster et al. 1999; Burton et al. 

2006; Bae et al. 2008; Hail et al. 2009), the cost of capital (Merton 1987; Hail et 2004; Lam-

bert, Leuz & Verrecchia, 2007; Hail et al. 2009), the quality of financial information (Merton 

1987; Foerster et al. 1999; Healy et al. 2001) and investor protection (Hail et al. 2004; Hope 

et al. 2007; Hail et al. 2009). There is substantive amount of literature available that examines 

the reasons behind the decision to cross list and the consequences of making the cross listing 

choice. However, the factors that are important in the cross listing process have attracted a 

limited amount of academic attention. 

 

The better growth opportunities in the U.S. market for Finnish ICT companies has been doc-

umented in Finnish newspapers. Ex-Nokia employees, who have solid knowledge of the ICT 

industry have been referred to in various articles. Finnish know-how and skills are highly val-

ued in the U.S. as well as the traditional virtues – such as the keeping of promises made. The 

prerequisite for success is considered to be settlement in the target market. It enhances the 

understanding of customers´ needs and helps ICT companies develop more market appropri-

ate solutions. Networking is the key characteristic for the ICT industry, which creates the 

need to operate in the target market and this cannot be tackled from Finland. (Europaeus, 

2014; Kauppalehti, 2014) 

 

Cross listing in the U.S. capital market is seen a solution for Finnish companies to benefit 

from the U.S. markets and to gain visibility. The access to U.S. capital markets could facili-

tate the receipt of funds from U.S. institutional investors. Cross listing in the U.S. has been 

held an extensive, intimidating and expensive process. That kind of fear mongering might be 

in vain, as the European authorities are increasing regulation meanwhile they have been facili-

tated in the U.S. Finnish companies benefit from the recent Jumpstart Our Business Startups 

Act. In addition, accounting practices have converged, as the International Financial Report-

ing Standards (IFRS) reporting used in Europe is suitable for almost verbatim with the SEC. 

(Lehmusvirta, 2015) 

 



4 
 

The topic to this study is generated from the demand of Finnish Small and Medium-sized En-

terprise (SME) operating in the ICT industry. The strategic aim of a company is to seek 

growth opportunities by listing in the U.S. as a substantial part of business occurs already in 

the U.S. Growth potential is expected to be greater in the U.S. than for example in Finland. 

This study is not only directed to one SME in the ITC industry seeking growth opportunities 

abroad. It might serve other companies in the similar situations by stimulating interest of oth-

er practitioners and managers into making decisions for a growth strategy. Furthermore, this 

study gives practical insight into the cross listing process. 

 

1.2 Research objectives, research questions and delimitations 

 

The purpose of this study is to investigate the cross listing phenomenon from a Finnish com-

pany perspective. The key objective of this study is to examine the cross listing process and 

its associated challenges and critical factors. The focus is more on the time before the initial 

public offering (IPO). At first, the benefits and challenges of the cross listing in the U.S. are 

examined. Moreover, the sources of the benefits are examined. The benefits give an under-

standing of the reasons why a company should cross list in the U.S. The sources of benefits 

show how these benefits are generated. Thereafter the requirements of the SEC are document-

ed from the financial reporting perspective. The final purpose of this study is to find out how 

cross listing on the U.S. exchange will change the financial reporting of a Finnish company 

giving understanding to ex-ante characteristic and ex-post consequences of cross listing on the 

U.S. exchange. The goal is to shed light on the issues concerning cross listing to be able to 

create an in-depth understanding of the cross listing process in relation to financial reporting, 

establishing process phases and critical factors that really must be considered before embark-

ing on the process. 

 

Based on the study objectives, the main research questions are determined. This study en-

deavours to answer these research questions as follows: 

 

I. How will the process be established when a Finnish company cross lists in the U.S.?  

 

Based on the main research questions, sub research questions are naturally created as follows: 
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i. What are the value benefits for cross listing on a U.S. exchange? 

ii. What are the requirements concerning financial reporting? 

iii. What are the cross listing preparation phases? 

iv. What are the key challenges and success factors surrounding cross listing?  

 

Cross listing consists a myriad of issues and requirements in relation to a company´s business 

practices, finance, corporate governance and legal issues. This study will focus on the finan-

cial matters giving an overarching understanding on this complex phenomenon. Where possi-

ble, the intension is to shed light on the SME, as they face somewhat similar requirements but 

nevertheless different challenges than large companies. The majority of Finnish companies 

can be described as SMEs. Therefore cross listing in the U.S. might be most attractive among 

Finnish SMEs.  

 

This study attempts to concentrate more on the preparation of the cross listing and not the IPO 

actions such as marketing the offer, closing the deal and selling the shares. Different stock 

exchanges in the U.S. may have many specific listing requirements. This study does not con-

tain issues relating to which stock exchange in the U.S. the company should cross list on. The 

documented requirements consist of only the requirements ruled over by the SEC.  

 

Companies have a variety of financing options such as debt or sale of business. These debt 

and investment options should be explored and fully considered before a company decides to 

choose cross listing. This study does not compare the advantages and disadvantages between 

other financing alternatives but focuses its attention to cross listing.  

 

1.3 Research method and data  

 

The empirical part of this study is conducted as qualitative study. The research data has gath-

ered using two approaches through interviews and textual data. The interviews have been 

conducted with Finnish practitioners in the field of accounting and finance. The interviews 

were carried out in two organisations with three different interviewees. These interviewees 

were seen suitable for this study, as they have relevant experience in cross listing in the U.S. 

They are also familiar with the specific vocabulary and concepts relating to cross listing. The 

textual data collected is from public publications of the phenomenon by two of the BIG5 ac-
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counting companies worldwide. The publications act as a guide to companies willing to go 

public. 

 

The interviews were conducted using a semi-structured interview method. The interviews 

were recorded and transcribed for further analyses. The purpose of the interviews was to ex-

amine the experiences of these Finnish practitioners relating to cross listing in the U.S. on 

four themes and related sub-themes. Additional data relating to the four themes was gathered 

from the textual data provided by U.S. practitioners to gain more insight into cross listing in 

the U.S. and to add more value to the results.  

 

After reviewing the background of the interviewees the first actual theme was to gain insight 

from the practitioners into the cross listing decisions of Finnish companies. It was reached by 

discussing the arguments for Finnish companies to cross list in the U.S. and then by discuss-

ing the effects of cross listing. The purpose of following the selected interview theme was to 

generate probe the practitioners on the choice of cross listing. The third theme was concerning 

the cross listing process and the critical post cross listing requirements. This needed to be tak-

en into consideration when preparing to cross list. The purpose was to discuss the cross listing 

phases, timing, critical factors and challenges relating to the changes in financial reporting. 

The final theme was the challenges of cross listing that were not directly related to financial 

information such as increased costs, the role of management, market recognition and the pres-

sure for performance. 

 

Due to the features of the thematic approach the focus was to find out the emerging findings 

or results that are common among more than one interviewee and point out the findings that 

represent diversity. Based on the results of this study the aim was to establish a model for the 

phases in the cross listing process. It is suggested that these models should be utilised when 

companies are making decisions, planning and preparing for cross listing. Each phase con-

tains challenges and critical factors especially for Finnish companies. 

 

1.4 Structure of the study 

 

In addition to the Introduction, the study is divided into five main sections and the sections 

are organised as follows. The section two presents the literature and theories related to cross 
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listing. The ADR background was explained, as it is the way a foreign private issuer can trade 

its shares and raise capital in the United States. There are different levels of ADRs, which 

have different requirements concerning financial reporting with the SEC. Relevant theories 

relating to cross listing have been expressed defining the key concepts of the cross listings. 

The theories explain the reasons behind why companies are willing to cross list in the U.S. 

capital markets. The literature also sheds light on the extended requirements of the SEC and 

certain other cross listing considerations.  

 

Section three presents the empirical part of the study. The study was explained giving under-

standing to the research data and methodology used in this study. Section four represents the 

main findings and the results of the analyses. Section five contains the topic discussion itself 

and the conclusions reached. This section explains the implications of the research findings in 

relation to both the research questions and the existing knowledge. The summary of this study 

is presented in section six. 
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2 LITERATURE AND THEORIES RELATED TO CROSS LISTING  

 

The industrial revolution and globalization provided significant reasons for Finnish compa-

nies to seek new growth opportunities and a competitive edge abroad. Simultaneously, there 

is an opportunity to utilize the high level of Finnish education by exporting the Finnish know-

how and skilled ICT expertise. The United States is known as a world’s technological fron-

tier. This could offer Finnish companies an opportunity to take advantage of the growth po-

tential by establishing businesses in the United States. Pagano et al. (2002) state that foreign 

IPOs in the United States appears to finance subsequent investment and phenomenal growth. 

Burton et al. (2006) describe a situation where that in the United States it is perceived to be 

more secure, especially financially, to deal with publicly listed companies and this will help 

with growth potential in terms of sales and securing business contracts. To secure the social 

capital of a company, it is immensely important to have both visibility and good status among 

investors and potential customer bases.   

 

Pagano et al. (2002) and Hyytinen & Pajarinen (2005) described some characteristics for the 

companies willing to cross-list in the United States. The key features are companies with 

strong export orientation, growth options generated by Research & Development (R&D) and 

operating in the high-tech industry. Cross listing in the United States will improve the compa-

ny´s ability to generate growth by enhancing the product reputation in the target market and 

thereby increasing foreign sales rapidly. 

 

There is a myriad of intentions that companies have when cross listing and especially when 

determining which exchange to list in and this is dependent on the geographic location of 

business, customer base, competitors, lab facilities and research products, just to mention a 

few of them. The U.S. exchanges have attractive features for companies seeking growth op-

portunities such as massive product market, active and liquid exchanges and lower trading 

costs. The importance of skilled analysts and institutional investors specialised in high-tech 

industries is a key advantage for U.S. exchanges since they have the ability to better evaluate 

high technology companies. (Burton et al., 2006; Pagano et al., 2002; Doidge et al., 2004) 

 

In this section the main theories related to cross listing are presented. The theories explain 

cross listing behavioural traits and identify potential factors in the decision making process. 



9 
 

Thereafter the aim is to shed light on requirements for financial reporting ruled by the SEC. 

Finally, some other cross listing issues for consideration have been pointed out. 

 

2.1 ADR background  

 

A foreign private issuer can trade its shares and raise capital in the United States by issuing 

ADRs, which use the same facilities as equity securities. An ADR is a contract that provides 

the holder, usually outside the United States, with the economic benefits of ownership in an 

underlying security that is traded on a U.S. exchange. It also offers a security holder the op-

portunity to own foreign securities through a mechanism that affords the advantages normally 

associated with ownership of securities of domestic U.S. issuers. Institutionally, a U.S. bank 

or trust company purchases a foreign security and issues a claim against that security. The 

actual certificates for ADRs are typically held by securities depositaries, which manage the 

administration such as keeping computerized bookkeeping entries of transfers and payments 

of dividends. ADRs can be purchased through brokerage like any other security. (Saunders, 

1993; Hostak et al., 2013) 

 

Saunders (1993) underlines the significant opportunities U.S. capital markets can offer for-

eign private issuers interested in financing their domestic and international operations. U.S. 

capital markets are attractive for foreign private issuers since cross listing mitigates the risks 

of U.S. investors by purchasing foreign shares and then provides easy access in purchasing 

foreign securities. The valuation of foreign shares may be higher in the U.S. than in the for-

eign private issuer's home market because of the valuation standards. The U.S. capital markets 

are also attractive because they have shown consistent liquidity, which enable foreign private 

issuers to raise large amounts of funds by issuing securities. Cross listing in the U.S. may also 

facilitate the financing activities and international transactions such as the repayment of U.S. 

dollar denominated debt since the capital raised in U.S. markets is denominated in U.S. dol-

lars. By cross listing in the U.S., companies may increase their market recognition through 

marketing products and services in the U.S. as well as in other countries. 

 

The study from Hail et al. (2009) classifies the foreign private issuers´ cross listing into ex-

change listings, over-the-counter (OTC) listings and private placements according to the dif-

ferent regulatory consequences the company faces. Private placements under Rule 144A do 



10 
 

not require SEC registration or any additional (public) disclosures. This is a way to raise capi-

tal by selling of securities to qualified institutional buyers such as large banks, mutual funds, 

insurance companies and pension funds. The exemption from registration for offers and sales 

under this Rule is for entities other than issuers of securities, which make private placement 

the opposite situation to a public issue, in which securities are made available for sale on the 

open market. (Saunders, 1993) 

 

Hostak et al. (2013) also present three levels of ADRs with different filing requirements by 

the SEC. Level I ARDs are traded on pink sheets and are fully exempt from U.S. SEC filing 

regulations except the registration statement using Form F-6 and home country disclosures to 

the SEC. They are also subject to Rule 10b-5, which prohibits any act or omission resulting in 

fraud or deceit in connection with the purchase or sale of any security and the Foreign Corrupt 

Practices Act. Level I ARDs are traded on the U.S. OTC market and not on the U.S. stock 

exchange. Both Hail et al. (2009) and Hostak et al. (2013) classify the Level I ARDs as OTC 

listings. 

 

Furthermore, Hostak et al. (2013) present level II and level III ADRs, which will be traded on 

U.S. stock exchange. Level II ADRs involve shares previously issued abroad, while Level III 

ADRs allow companies to raise capital through the issuance of new shares. Level II and III 

ADRs are considered SEC registrants and are subject to U.S. reporting standards and securi-

ties regulations, including the provisions of Sarbanes-Oxley Act of 2002 (SOX). In addition 

to registration filings with Form F-6, both Level II and Level III ADR foreign private issuers 

must file annual reports and must furnish certain information in the interim including a recon-

ciliation of their accounts with Generally Accepted Accounting Principles adopted by the 

SEC (US GAAP) on Form 20-F. Alternatively of using Form F-20, foreign private issuers are 

eligible to use Forms F-1, F-3 and F-4, which provides certain financial statements and dis-

closure accommodations (Table 3). The SEC has repeatedly stated that the provisions of SOX 

apply to all issuers, regardless of the country of origin. Again both Hail et al. (2009) and Hos-

tak et al. (2013) classify Level II and III ARDs as exchange listings. (SEC, 2015) 
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2.2 Information asymmetry  

 

An important theory relating to cross listing and financial information is the information 

asymmetry. This theory is based on the situation in which issuers have more or superior in-

formation on the true value of the company compared to the investors. Potentially, this could 

be a harmful situation because the issuers can take unfair advantage of the investors´ lack of 

knowledge. On the other hand, the uncertainty of the investors concerning the issuing compa-

ny can lead to IPO underpricing, which can cause an immediate loss to the company. (Ram-

say & Sidhu, 1995) It can be stated as Healy et al. (2001) argue that the demand for financial 

reporting and disclosure arises from information asymmetry between managers and outside 

investors. The SEC as regulator, auditors and other capital market intermediaries enhance the 

information asymmetries in the form of the credibility of management disclosures.  

 

There are studies (Lin, 2007; Hope et al., 2007) examining the improved disclosure require-

ment and valuation effect of cross listing, which confirms the existence of cross listing premi-

ums. Hope et al. (2007) show that exchange-listing firms are higher valued than other cross-

listed firms that are traded in the OTC market as “pink sheets” or have limited secondary trad-

ing under Rule 144a as private placements. The valuation benefit arises from mandated high 

disclosures, which can be referred to lower information asymmetries. Furthermore the study 

provides evidence of the fact that exchange-listed companies domiciled in jurisdiction with 

higher disclosure levels receive higher valuation premiums and are more likely to cross list in 

the U.S. since it is less costly to subject themselves to U.S. accounting rules and regulations. 

These findings are consistent with Lin (2007) who argues that cross-listed firms, that disclose 

less accounting information incur higher disclosure costs, are valued less by the market. 

  

Cross listing on the U.S. capital market is referred to as a signal of a high-value company, 

which reduces information asymmetries or information incompleteness. Information asym-

metry will be reduced since U.S. capital markets typically require more disclosure than the 

listing firms’ home capital markets. Furthermore, Fuerst (1998) gives evidence that a large 

differential between markets with respect to the regulatory strictness may, in fact, increase the 

number of firms listing on the market with stricter regulations. When listing on the market 

with a strict regulatory environment, managers deliberately accept additional regulatory expo-

sure related to investor protection. 
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Leuz (2003b) investigates the information asymmetry and market liquidity between IAS and 

US GAAP companies. These findings show that differences in several proxies for information 

asymmetry such as bid-ask spread and share turnover that are statistically insignificant and 

economically small.  Subsequent analyses for dispersion of analysts´ forecast, IPOs´ under-

pricing and firms´ standard choices further corroborate these findings. This study investigated 

the German New Market companies who are obligated to choose between US GAAP and 

IAS. The results of the study suggest that US GAAP and IAS are comparable in reducing in-

formation asymmetries. The companies in this New Market exhibit a similar quality of ac-

counting information despite the different accounting standards. 

 

Foreign companies generally commit to and are subject to more extensive and stricter disclo-

sure standards when they cross list in to U.S. compared to their home country´s standards. 

The increase in disclosures is likely to reduce the information asymmetries and hence lower a 

firms´ cost of capital. Higher disclosures equate to less uncertainty and people are willing to 

pay more for certainty. Furthermore, Lambert et al. (2007) demonstrate that the higher quality 

accounting information can influence the cost of capital so that increase in information quality 

leads to decline in the cost of capital.  

 

Hail et al. (2009) find strong evidence that cross listing in U.S. exchanges significantly reduc-

es the cost of equity capital and that the effects are larger for exchange listings than for other 

types of cross-listings. These effects are sustained and still present in recent years and after 

the passage of the SOX. Cross listing in the OTC markets also has the effect of reducing the 

cost of capital, but this effect is smaller in magnitude and statistically less significant than the 

effects for exchange listing. U.S. private placements exhibit insignificant changes and in some 

case increase in the cost of capital. This result is consistent with the findings with Hail et al. 

(2004) and Doidge et al. (2004) and Doidge, Karolyi & Stulz (2009) as they also show both 

opposite and insignificant valuation effects for private placements. One possible explanation 

for the elevated cost of capital is that private placements under Rule 144A require private 

communication with selected institutional investors, which could increase information asym-

metries among traders. An alternative explanation is that investors view the decision to initi-

ate a private placement as a bad signal in the sense that the company reveals an interest in 

raising capital in the U.S. but avoids the legal consequences associated with a cross listing in 

the OTC market or on a stock exchange. 
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An early study from Pagano & Panetta (1998) provides evidence of improved public infor-

mation associated with stock exchange listings may reduce the cost of bank credit after the 

IPO. By listing, more information becomes publicly available, which lowers the information 

costs of banks since lenders spend less on collecting information on their creditworthiness. 

Lower information costs are rebated to borrowers as lower interest rates. The study shows that 

companies who borrow from a larger number of banks reduce the concentration of their bor-

rowing. However, the result is not robust and the reduced cost of credit may also stem from a 

stronger bargaining position with banks. 

 

2.3 Investor recognition hypothesis 

 

The investor recognition hypothesis explains one reason why companies are willing to cross 

list in the U.S. capital market. Cross listing allows investors to avoid cross-border barriers to 

investment. The hypothesis is related to financial information because it explains that the 

stock-trading behaviour of investors is affected by the incomplete information. Therefore in-

vestors are not willing to include shares in their investment portfolios, where they are lacking 

information or where they require a risk premium in order to include those shares in their 

portfolios. U.S. exchange listing may reduce the information asymmetries U.S. investors face 

when investing in a foreign company. This may lead to an expansion of the company´s inves-

tor base. The complete information among investors also reduces the risk premium investors 

require to hold the shares of the company. (Merton, 1987; Foerster et al., 1999) 

 

Cross listing in the U.S. capital market provides the issuer with the potential to increase 

awareness of the company among investors and expand its investor base on their securities 

with greater ease than on a single market. Hypothetically, if all investors have complete in-

formation about shares, then increased visibility would not be necessary to gain investors´ 

attention. The rigorous financial disclosure requirements of the U.S. capital market enhance 

the credibility of the issuers by providing information and this continuing flow of information 

allows the capital market to make swifter and more precise decisions. The extensive disclo-

sure requirement is justified by the fact that it facilitates the cross-border comparison of the 

financial data. Investors and other market participants could better use their current expertise 

to analyse companies from countries with accounting standards that they are familiar with. 

(Hail et al., 2009; Bae et al., 2008) 
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The investor recognition hypothesis developed by Merton (1987) argues that an increase in 

the company´s investor base will reduce the company´s cost of capital and increase the market 

value of a company. There are opportunities for companies to increase the awareness of in-

vestors of a company without spending anything significant such as disseminating infor-

mation about a company and its industry in newspapers or in mass media. Visibility of a 

company or industry among the investing public can either attract the investors to find out 

more about the company and industry or deter investors. This is especially true, if the infor-

mation is favourable, or alternatively if the information is less than favourable it will turn off 

investors. A company may also spend resources in making the company a more eligible in-

vestment by listing its shares for trading, which can also lead to an expansion of the investor 

base. IPOs are generally attractive to investors. Therefore the reputation of an underwriter 

plays a key role and is certainly a possible explanation for the ability to expand the firm´s 

investor base at a lower cost than if the firm attempted to do so on its own. In addition, com-

panies need to spend resources to improve the quality or precision of information available to 

investors to deepen the cognizance of investors of the company. Merton´s framework is en-

tirely consistent with models that use asymmetric information and reputation to examine the 

issue.  

 

There are studies (Leuz, 2003a; Lang, Lins & Miller, 2003a; Kaniel, Li & Starks, 2003) that 

provide evidence relating to investor recognition and information environment. Leuz (2003a) 

demonstrates this evidence that by explaining that through cross listing in the U.S. companies 

submit themselves to greater transparency with tougher disclosure standards and stricter legal 

enforcement, which leads to a higher amount of high-quality financial information. These 

cross listing effects positively influence an analyst to follow the company. The effects are not 

always consistent with an analysts’ ability to accurately forecast a company´s earnings, which 

appears to respond to increases in the level and quality of disclosure. Lang et al. (2003a) show 

similar results by documenting that cross listing in the U.S. by non-U.S. company increases 

both the analyst coverage and forecast accuracy relative to other non-U.S. companies. They 

investigate with time-series analyses that these effects occur around cross listing and they are 

positively related to a firm´s value. Kaniel et al. (2003) deepen the investor recognition hy-

pothesis by Merton (1987) testing its cross-market implications of different information envi-

ronments, trading regimes and potential levels of investor recognition. These results show that 

the investor recognition hypothesis varies across markets as a result of the development and 
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efficiency of the stock market, equity market characteristics, investor confidence and de-

mographics. These affect the costs of being informed and the degree of a share’s visibility and 

thus a company´s value. 

 

Hail et al. (2004) present evidence that shows cross listing in the U.S. improves investor 

recognition and broadens a company´s investor base. These reduce the cost of capital. This 

has substantial cash flow effects in the form of positive analysts´ expectations of future cash 

flows, which indicates higher growth opportunities. These effects are associated with coun-

tries with high levels of shareholder protection and tighter accounting standards. In contrast, 

the cost of capital benefits are slightly smaller for companies from countries with a common 

law origin, strict disclosure requirements and strong investor protection. The substantial bene-

fit for the companies from these regulatory environments is the improved ability to exploit 

and generate growth opportunities. These studies also document that all three types of ADRs 

have substantial valuation effects in expectations of future cash flows indicating growth ex-

pectations, despite the cost of capital effect for OTC listing and private placements being 

weak or adverse. 

 

2.4 Bonding hypothesis 

 

Another theory relating to cross listing is the bonding hypothesis, which is proposed by Cof-

fee (1999) and Stulz (1999). This hypothesis suggests that companies voluntarily cross list in 

the U.S., especially from countries with weaker investor protection, and subject themselves to 

the mandatory requirements of U.S. law such as higher scrutiny, tougher regulation and better 

enforcement in order to signal investors that they desire to increase investor protection. King 

et al. (2004) demonstrate valuable benefits such as an increase in share price value returns 

following cross listing. This means that U.S. and home-county investors are more willing to 

invest, when companies are tied to stricter regulations and requirements. Reputational bond-

ing is achieved through higher valuation when a company creates active trading on the U.S. 

market relative to that of their home market.  

 

Hope et al. (2007) show consistent results relating to the higher valuation that exchange-listed 

companies receive in comparison to the situation where they are traded over-the-counter or 

placed privately among institutional investors. The valuation is also higher for cross-listed 
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companies domiciled in jurisdictions of higher disclosure requirements than those domiciled 

in jurisdictions of lower disclosure requirements. The higher valuation is affected through 

incurring lower costs of complying with the accounting rules and regulations in U.S. This 

result corroborates Doidge et al. (2004) that find that companies domiciled in jurisdictions 

with a stronger investor protection mechanism are more likely to cross-list in the U.S. market 

because the cost of listing is likely to be lower. They also report inconsistent result in saying 

that companies from jurisdictions of lower disclosure environments benefit more of cross list-

ing in the U.S. where increased disclosures and reconciliations are required. These incon-

sistent results are consistent with Hope, Kang & Zang (2004) and they suggest that the net 

benefit from exchange-listing is likely to be lower for firms that list from jurisdictions of low-

er disclosure requirements, and that this might be the reason why companies domiciled in 

jurisdictions of lower disclosure requirements are less likely to exchange-list. 

 

In addition to increased expenses due to the U.S. regulatory compliance Doidge et al. (2004) 

and Hope et al. (2007) suggest that companies from lower disclosure environment are reluc-

tant to cross-list on organised exchange. They prefer to trade over-the-counter or to be placed 

directly with institutional investors because of the loss of the private control benefit. The pri-

vate control benefit hypothesis is based on the assumption that managers avoid to exchange-

list in the U.S. since there is an increased requirement to disclose and reconcile greater 

amounts of company information. Lang, Raedy & Yetman (2003b) also suggest that compa-

nies with more transparent disclosures are more likely to list on U.S. capital markets. Compa-

nies that voluntarily cross list into the U.S. are more likely to be willing to subject themselves 

to greater scrutiny related to cross listing and tend to improve their reporting in their home 

market. 

 

Bonding increases the company´s valuation, which will attract investors and can lead to in-

creases in the shareholder base and in liquidity. Therefore it is more likely that the cost of 

capital will decrease. Hail et al. (2004) and Hail et al. (2009) find strong supporting evidence 

that cross listing in the U.S. will significantly reduce a company´s cost of equity capital. Fur-

thermore, the results vary due to the regulatory consequences among different types of ADRs 

showing smaller cost of capital reductions for OTC listed companies and private placements. 

Private placements have the adverse effect on the cost of capital, which could be explained 

with information asymmetries among traders since private placement requires private com-

munication between a small group of institutional investors. Additionally, the institutional 
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structures of the home country, such as disclosure regulation and investor protection, affect 

the cost of capital effect showing a smaller reduction for exchange-listed companies coming 

from jurisdiction with higher institutional structures. This result is still robust after the pas-

sage of SOX.  

 

Reese & Weisbach (2002) show that companies having a large demand for equity capital, 

especially from jurisdictions with weak shareholder protection, are more likely to cross list in 

the U.S. because of extra shareholder protection. This study shows that U.S. cross-listed com-

panies raise more funds, both in their home market and abroad, following cross listing in the 

U.S. compared to companies without such listing. This result indicates the bonding effect that 

investors believe that these companies are better protected when investing in such companies. 

The study from Doidge et al. (2009) confirms the results from Reese et al. (2002) comparing 

the benefits of cross listing on exchanges between New York and London and investigating 

the valuation differential between listed and non-listed firms. The result shows that companies 

increase their capital-raising activities both, at home and abroad following a cross listing on a 

major US exchange but not following a cross-listing in London. Companies are willing to 

bear the cost of better governance since it enables them to raise capital on better terms to fund 

their growth opportunities. Lins, Strickland & Zenner (2005) find similar results that compa-

nies that cross list in the U.S. have greater access to capital and they become less credit-

constrained in the way that it reduces their dependence on internal cash flow following the 

U.S. listing. The greater access to capital can be achieved through improvements in analysts´ 

following, liquidity, shareholder protection and high quality disclosures. The effects of im-

proved information production, a larger investor base and a reduction in the cost of capital are 

seen as greater for companies from emerging markets as they are obtaining the greatest reduc-

tion in the indirect barriers to the raising of capital. 

 

Higher valuations, which lead to an increase in the shareholder base and liquidity of the 

shares, are influential in improving the reputation and the visibility of the company and as a 

result provide better growth opportunities. Hail et al. (2004) document that cross listing will 

have substantial cash flow effects for all three types of ADRs, which indicate that cross listing 

will improve a company´s ability to exploit and generate growth opportunities. However 

some findings show weak or adverse cost of capital effects for OTC listings and private 

placements. The results corroborate the fact that not all cross listing benefits come in the form 

of a cost of capital reduction. Doidge et al. (2004) document further the fact that growth op-
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portunities are more highly valued for cross-listed companies than their peers, especially com-

ing from jurisdictions with weaker institutional structures. These findings are based on the 

assumption that growth opportunities are less valuable the more active the home-market trad-

ing environment is, although the legal and institutional consequences of cross listings proba-

bly play a lesser role. 

 

2.5 Requirements of U.S. Securities and Exchange Commission 

 

There are two regulations providing rules and guidance in order to prepare the financial re-

porting for SEC filings. Regulation S-X under the Securities Act of 1933 plus the Securities 

Exchange Act of 1934. These specify that the financial statements, including all notes to the 

financial statements and all related schedules, must be set out in the prescribed and specific 

format and content of the financial reports. As the need for accurate reporting of monetary 

transactions and other data is required, any operation of a company may be required to com-

ply with Regulation S-X and the SOX. It is closely related to Regulation S-K under the Secu-

rities Act of 1933 and Securities Exchange Act of 1934, which contains the requirements for 

disclosures of all non-financial information contained in financial statements for filings with 

the SEC.  

 

2.5.1 Financial statements 

 

The aim of the SEC is that non-U.S. companies report their financial performance in a similar 

way to U.S. companies. Therefore a company is required to make the decision for accounting 

standard choice (Table 1). The SEC has given options to foreign issuers to prepare their fi-

nancial statements either using US GAAP by filing Form 10-K or reconciling the financial 

statements prepared according to a local GAAP by filing Form 20-F. In 2007, the SEC ac-

cepted that foreign private issuers to prepare the financial statements under IFRS issued by 

the IASB without reconciliations to US GAAP in their 20-F filing. Form 20-F for foreign is-

suers includes certain accommodations (Table 3). The accounting standard requirement will 

protect U.S. investors from misleading financial statements. The benefit of transparency in 

financial information should be asserted to be reduced information asymmetry. (Hope, 2003; 

SEC, 2015)  
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Table 1. Accounting standard choice (SEC, 2010) 

 

 

 

The accounting standard choice has long been an issue of debate among companies cross-

listed or willing to cross list in the U.S. The question has been, if one uses another accounting 

standard different from US GAAP, does it produce similar level of high quality financial in-

formation. The second concern is the materiality of differences. The study from Lang et al. 

(2003b) reiterates that the cross listing improves the quality of accounting information com-

pared to the quality of accounting information of companies not cross-listed in the U.S. The 

results show that the cross-listed companies are less likely to manage earnings by producing 

more conservative accounting data. Accruals are not used to smooth the earnings volatility. 

Also a higher proportion of small positive earnings are reported and the losses are less likely 

to be recognized in a timely manner. Leuz et al. (2003) examined differences in earnings 

management reporting that a country’s legal and institutional environment influences the 

properties of reported earnings. “Earnings management is expected to decrease in investor 

protection because strong protection limits an insiders´ ability to acquire private control bene-

fits” (Leuz et al., 2003). 

 

In the case of the materiality in differences, Adams, Weetman, Jones & Gray (1999) docu-

ment that the majority of adjusting items in the reconciliations are not material. The differ-

ences between the UK and the US GAAP standards have been reported as material and are 

growing in recent years. The significance of differences in the case of the Netherlands, Swe-

den and Australia is somewhat less clear. The materiality is tested with components such as 

U.S. net income and shareholders´ equity among companies who are using local GAAP with 

reconciliations to the US GAAP. Controversially, the study from Lang, Raedy & Wilson 

U.S. GAAP Local GAAP IFRS
in accordance with U.S. generally 
accepted accounting principles

reconciled to U.S. generally accepted 
accounting principles as required by 
the Commission’s rules

prepared in accordance with 
International Financial Reporting 
Standards (IFRS), as issued by the 
International Accounting Standards 
Board (IASB), for Companies that are 
permitted to file financial statements 
using those standards consistent 
with the Commission’s rules 

Accounting standard choice
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(2006) gives evidence, that the reconciled accounting data of cross-listed non-U.S. companies 

is not comparable with the US GAAP data of U.S. companies. The results are founded on 

such characteristics as earnings smoothing plus a tendency to manage earnings towards a tar-

get and timely loss recognition.  

 

The differences between US GAAP and IAS are comprehensively studied. Adams et al. 

(1999), Street, Nichols & Gray (2000) and Ampofo & Sellani (2005) have studied the key 

differences (Table 2) between US GAAP and IAS. These results confirm that the accounting 

differences are neither statistically significant nor material in net income and shareholders´ 

equity. 

 

Table 2. Documented key differences between US GAAP and IAS 

 

 

 

Therefore it is a grounded decision from the SEC to eliminate the requirement that foreign 

private issuers reporting under IFRS include reconciliations to US GAAP in their 20-F filing. 

Kang, Krishnan, Wolfe & Yi (2012) document that the elimination of the reconciliation re-

quirement did not have a uniform effect on IFRS filers. However, this effect varies depending 

on the reporting environment in the home country. The result is referring to companies com-

Adams et al. (1999) Street et al. (2000) Ampofo et al. (2005)

Accounting changes ✓
Accounting for associates ✓
Accounting for investments ✓
Borrowing costs ✓ ✓
Business combinations ✓
Cash flow statements ✓
Deferred tax ✓ ✓
Discontinued operations and extraordinary items ✓
Foreign currency translation ✓
Goodwill ✓ ✓ ✓
Inventory ✓ ✓
Leases ✓
Minority interests ✓
Property, plant and equipment ✓ ✓ ✓
Research and development ✓ ✓
Restructuring costs ✓
Retirement benefits ✓ ✓
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ing from a weaker investor protection environment, which have greater incentive to voluntari-

ly improve the level of disclosures to prevent the potential information loss because they are 

not providing the reconciliation. 

  

Chen & Khurana (2014) and Chen, Deng, Gupta & Sami (2015) have investigated the infor-

mation loss and information asymmetry associated with the elimination of reconciliation re-

quirement. They document that shareholders put some value on the reconciliations. However, 

the costs savings outweigh the concerns of information loss. The higher the cost savings of 

producing and auditing the financial information are the greater the reduction in information 

asymmetry. 

 

The choice of accounting standard certainly affects the investors´ recognition of the company. 

Bradshaw, Bushee & Miller (2004) document that non-U.S. companies exhibiting higher lev-

els of US GAAP conformity have greater levels of U.S. institutional ownership. The main 

ground for choosing US GAAP is the familiarity with this accounting standard. As this stand-

ard is perceived as offering a higher quality of financial data. Additionally, because of this 

familiarity fewer resources are required in processing of the financial information. 

 

Bae et al. (2008) have not studied any given set of accounting standard. They have investigat-

ed the differences in accounting standards across 49 countries with components of foreign 

analyst following and forecast accuracy. The evidence also shows potential costs associated 

with the differences in accounting standards across countries. It was proposed that analysts 

tend to avoid following companies from countries using accounting standards that are signifi-

cantly different from the accounting standards used in their home countries. 

 

As Doidge et al. (2009) stated, the amount of cross listings on the U.S. exchanges have been 

falling. However, this is best explained by changes in a company´s characteristic instead of by 

changes in the benefits of cross listing. The SEC has taken significant steps to attract the for-

eign companies to cross list in the U.S. by eliminating the requirement for foreign private is-

suers reporting under IFRS to include reconciliations in US GAAP. There are also certain 

accommodations for foreign private issuers (Table 3) relating to the level of content and filing 

time requirements. (SEC, 2015) 
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Table 3. The differences in reporting requirements between domestic and foreign pri-

vate issuers. (SEC, 2015) 

 

 

 

A new category of issuers has been created under Title I of the Jumpstart Our Business 

Startups (JOBS) Act. Effective as of April 5, 2012, Emerging Growth Companies (EGC) have 

accommodations in financial reporting and disclosure requirements compared to other catego-

Domestic Issuer Foreign Private Issuer

Income statement: 3 years IAS Income statement: 3 years

Balance sheet: 2 years IAS Balance sheet: 2 years

Comprehensive Income: 3 years Comprehensive Income: 3 years

Shareholders’ Equity: 3 years Shareholders’ Equity: 3 years

Cash Flow Statement: 3 years Cash Flow Statement: 3 years

Earnings per share: 3 years Earnings per share: 3 years

Management´s discussion and analysis Management´s discussion and analysis

Selected finanical data: 5 years Selected finanical data: 2-5 years
Separate financial statements for significant 
acquisition

Separate financial statements for significant 
acquisition

Pro forma financial information Pro forma financial information
Supplemental financial information schedules 
and industry specific disclosures

Supplemental financial information schedules 
and industry specific disclosures

Form 10-Q
Quarterly report, containing primarily unaudited 
quarterly financial information, required to be 
filed within three months after the issuer´s 
quearter end.

Quarterly report not required.

Form 10-K Form 20-F
Annual report required to be filed within three 
months after the issuer´s fiscal year-end.

Annual report required to be filed within four 
months after the foreign private issuer’s fiscal 
year-end.

Form 8-K Form 6-K
Current report required to be filed when specific 
material events or corporated changes occur.

Current report required to be filed for reporting 
material information that is either 1) distributed 
to shareholders or filed with a foreign stock 
exchange, if made public by that exchange; or 
2) required to be made public by its domestic 
laws.

Financial Statements

On-going reporting reguirements
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ries of issuers. A foreign private issuers meeting the criteria can be eligible to be an ECG. An 

EGC is an issuer whose IPO was or will be completed after December 8, 2011, and has total 

annual gross revenues of less than U.S. $1 billion during its most recently completed fiscal 

year. (SEC, 2015) 

 

The SEC (2015) has set a content requirement and certain rules for the type and age of the 

financial statements registrants have to include in registration statement (Table 4). The civil 

liability provisions of the federal securities laws are closely related to the registration state-

ment. The intention is to diminish the opportunity to provide materially misleading invest-

ment information. The due diligence process is important part of an IPO. The due diligence 

investigation concentrating finance and accounting enables the underwriters to gain a clear 

understanding of the issuer and its business, to assess the risks associated with the proposed 

transaction and to confirm the statements made in the offering document in order to avoid 

liabilities under the securities laws based on incorrect, incomplete or misleading disclosure. 

(Clarke & Firenze, 2007) 
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Table 4. Filing requirements for registration statement (SEC, 2015) 

 

 

 

2.5.2 Disclosures 

 

The purpose of disclosures is to show numerical measures of issuers´ historical or future fi-

nancial performance, financial position and cash flow. The non-GAAP financial measures, 

such as funds from operations, EBIT/EBITDA and adjusted revenues, required in disclosures 

are not included in the financial statements. The measures are material facts, which are rele-

vant to company´s on-going business operations. This requirement for enforcement is ground-

ed by SEC´s attempts to increase the confidence in investors plus that the financial market-

place is both efficient and transparent. (SEC, 2015) 

 

Form S-1 / Form F-1 for FPI

Part I - Information required in the Prospectus

Prospectus

Risks associated with the business Use of proceeds

Dividend policy and restrictions Capitalization

Underwriting and distribution of securities Dilution

Information about the company´s business Financial information *

Executive compensation Pro forma

Information about the company´s officers, directors and 
principal shareholders

Balance Sheet 2 fiscal year-ends

Income Statement 3 years

Comprehensive Income 3 years

Changes in Stockholders’ Equity 3 years

Cash Flow 3 years

* Financial information reguired

MD&A / Operating and Financial Review 
and Prospects in the case of FPI

Part II - Information not required in the prospectus such as disclosures regarding expenses 
associated with the issuance and distribution of securities, the indemnification of directors and 
officers acting for the company, any sales of unregistered securities within the last three years, 
undertaking representations made by the company, various exhibits (such as certain material 
contracts, articles of incorporation and bylaws and the underwriting agreement) and various 

Registration statement
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A further requirement of the SEC is the Management´s Discussion and Analyses (MD&A), 

which is a narrative explanation of the financial statements and other statistical data. The pur-

pose of the MD&A is to enhance the reader´s understanding of an issuer´s financial condition, 

changes in financial condition and results of operation. Firstly, it presents the managements 

opinion of the state of the company. Secondly, it will enhance the overall financial disclosures 

providing the context within the financial information. Finally, it provides information about 

the quality and variability of company´s earnings and cash flow. Based on that information 

the past performance is indicative of future performance. (SEC, 2015) 

 

The financial disclosure level affects a company´s exchange listing behaviour. (Biddle & 

Saudagaran, 1989; Saudagaran & Biddle, 1992) Also Pagano et al. (1998) pose an important 

issue, which apply to companies those companies who rely on R&D. The disclosure rules of 

the U.S. exchange force companies to unveil sensitive information. This sensitive infor-

mation´s secrecy may be crucial for their competitive advantage. One example of this is as 

data concerning on-going R&D projects or future marketing strategies. This scenario might 

create considerable uncertainty in the decision to or not to cross list in an industry of high 

R&D intensity. 

 

The requirement for extended disclosures is associated with lower information asymmetry. 

The lower information asymmetry is studied among others by Lin (2007), Hope et al. (2007) 

and Lambert et al. (2007). The more extensive and strict disclosure rules are shown to in-

crease the quality of financial information. The influence of higher quality financial infor-

mation is the increased valuation of a company and the decreased cost of capital.  

 

Hope (2003) shows that strong enforcement influences level of analysts´ following and fore-

cast accuracy. Higher levels of disclosures are associated with higher forecast accuracy reduc-

ing analysts´ uncertainty of future earnings. Furthermore, the effect is more important for 

companies when level of analysts´ following is low. 

 

These studies among others from Hail et al. (2004), Doidge et al. (2004) and Kang et al. 

(2012) show the positive effect of higher disclosure levels in the U.S. with bonding hypothe-

sis. The findings corroborate the hypothesis that companies from weaker institutional struc-

tures have a greater incentive to cross list in the U.S. in order to signal higher quality financial 

information. Doidge et al. (2004) also show controversial results with Hope et al. (2004) and 
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Bailey, Karolyi & Salva (2006). These results are referring to the lower costs of producing the 

required financial information for companies domiciled in countries with stronger institutional 

structures. 

 

2.5.3 The impact of Sarbanes Oxley Act of 2002 

 

Financial reporting in U.S. changed considerably on July 30, 2002 when SOX came into ef-

fect. The passage of the provisions of SOX was caused by high profile scandals, which oc-

curred in several large public corporations. Therefore the purpose of the SOX was to establish 

comprehensive framework to restore investors´ confidence in the U.S. capital markets. The 

intention of these fundamental changes was to reform corporate governance, enhance finan-

cial reporting, regulate public company audits and strengthen auditor independence. (SEC, 

2009) 

 

Section 404 of SOX affects to companies that are willing to cross list in the U.S. Firstly, it is 

related to a company´s financial reporting requiring the management´s assessment of the ef-

fectiveness of the company’s internal control over its financial reporting. Secondly, it is re-

flecting on the audit process requiring auditing companies to attest on the effectiveness of the 

internal controls of public companies. Independent accounting firm must also give their opin-

ion of a company’s audited financial statements. For newly listed companies the requirement 

begins with the second annual report filed subsequently with the IPO. There are certain lim-

ited accommodations for foreign private issuers relating to the audit committee independence 

rules, prohibited trading periods under stock and retirement plans and the use of non-GAAP 

financial measures. (SEC, 2009; Hostak et al., 2013) 

 

Many studies show that the cost of SOX compliance significantly exceeds its benefits and 

therefore reduces the net benefits of cross listing. Li (2014) reports both short- and long-term 

results. Litvak (2007a) reports greater costs for smaller companies and already well-governed 

companies. Litvak (2007b) assesses the effect of SOX with share price reaction of cross-listed 

foreign companies to reactions of non-cross-listed foreign companies from the same coun-

tries. A cross-listed company is subject to the Act exhibits significant negative (positive) re-

turns around the events indicating the increased (decreased) chance of the Act’s adoption and 

applicability to foreign issuers. European and high-GDP countries react strongly and nega-

tively, while the rest react much more weakly. 
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Moreover, the passage of the SOX seems to be challenging for the non-U.S. companies be-

cause U.S. listings have been less attractive to foreign companies. The argument is that SOX 

makes a U.S. listing less advantageous because it imposes severe costs on companies and 

their managers, especially through the compliance requirements of Section 404. Section 404 

aims to reduce the market impact of accounting errors from fraud, inadvertent misstatements, 

or omissions, by assuring effective management controls over reporting. (Doidge et al., 2009) 

 

Hostak et al. (2013) suggest that both agency costs and the compliance cost of SOX play a 

role in motivating foreign companies to withdraw from the U.S. market. The study shows that 

foreign companies that voluntarily deregistered had on average weaker corporate governance, 

which is used as proxy for firm-level governance characteristics to test the agency-cost hy-

pothesis. This had a significantly less negative stock market reaction on foreign companies 

when SOX was passed, and they suffered a significant price decline when they announced 

their decision to deregister. The findings also indicate that the deregistrations were motivated 

by a firms’ compliance costs related to SOX. 

 

In addition to the cost aspect of SOX, Cohen, Dey & Lys (2008) show accounting differences 

ex-ante SOX and ex-post SOX. The key differences were increase accrual-based earning 

management until the passage of SOX followed by a significant decline after the passage of 

SOX. On the contrary, the level of real earnings management activities declined prior to SOX 

and increased significantly after the passage of SOX. This means that companies consequent-

ly switched from accrual-based to the real earnings management methods after the passage of 

SOX.  

 

Doyle, Ge & McVay (2007) have studied the determinants of weaknesses in the internal con-

trol over financial reporting. They found firm-specific characteristics, which cause challenges 

to create and maintain a strong system of internal controls. The material weaknesses in inter-

nal control are more likely for firms that are smaller, younger, financially weaker, more com-

plex, growing rapidly, and/or undergoing restructuring. The material weaknesses are the most 

severe type of internal control deficiency and they are mandatory to disclose. 
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2.6 Other cross listing consideration 

 

Cross listing decisions have significant consequences and should be given full consideration, 

as the process itself is extremely costly and invariably time-consuming. There are multiple 

studies which show that there are remarkable directs costs such as large fees to all the differ-

ent advisors and yearly investment in auditing, certification and dissemination of accounting 

information and stock exchange fees. According to Biddle et al. (1989) and Saudagaran et al. 

(1992) the cost associated with reconciling financial reports prepared under home country 

GAAP to US GAAP is one of the most significant listing costs for foreign firms. The initial 

listing and registration fees are relatively minor components of the cross listing costs, com-

pared with the costs of meeting the accounting and disclosure requirements arising from dif-

ferences between countries in financial reporting and auditing practices as well as regulatory 

and registration requirements. Fanto & Karmel (1997) claim that the main costs of cross list-

ing in the United States are the costs of complying with US GAAP and the risk of lawsuits, 

rather than the direct costs of listing such as listing charges and fees for professional advice. 

(Burton et al., 2006; Pagano et al., 1998) 

 

Lin (2007) investigates the compliance costs of two constructs – reconciliation and disclosure. 

The study widens the understanding of the role accounting plays in non-U.S. companies cross 

listing in the U.S. The results corroborate that compliance with U.S. financial reporting re-

quirements is a significant cost factor when foreign company contemplate U.S. listing. There-

fore the benefits of cross listing should exceed the compliance costs. It should be taken into 

consideration that cross-listed companies that disclose less accounting information are less 

valued in the market. Doidge et al. (2009) point out that cross-listed firms are worth more 

because they have better growth opportunities and better governance.  

 

In addition to cross listing being a fairly costly process, the biggest difficulty is related to 

time, which is taken out of normal business hours. Cross listing will take time away from top 

management and several advisers such as bankers, brokers, lawyers and accountants. Top 

management face the biggest challenge as they have to keep the operations running and sim-

ultaneously spend an immense amount of time on cross listing preparations. Surrounding the-

se stressful circumstances there is a risk that the performance of the company will suffer in 

the short term as the operational side of the business can fall into neglect. (Burton et al., 2006) 
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3 PERFORMED STUDY  

 

This section introduces the basic principles of the qualitative research method applied in this 

study. The essential stages in terms of this research are defined. Firstly, the research partici-

pants are described and the framework of the semi-structured interview is presented. Further-

more, the process of collecting and processing the research data is described taking into ac-

count the assessment of the reliability of this study. 

 

3.1 Qualitative research method  

 

The empirical part of the study has been conducted as qualitative research. The examined 

phenomenon – cross listing of a Finnish company on the U.S. exchange – is really rare and 

the research topic handles the views and experiences of the participants on the matter, which 

supports the selection of the qualitative method. The qualitative research method allows for an 

in-depth and comprehensive study of small amount of research samples in which the criterion 

of the research data is not quantity but quality, in other words the coverage of conceptualiza-

tion (Eskola & Suoranta 2008, 18). The research topic in question is not purely theoretical but 

a real life event with many complexities and multi-levelled consequences that can only be 

characterized by the use of qualitative data (Alasuutari 1999, 84). In comparison with the 

quantitative method, the benefits of qualitative research are that you are be able to get satis-

factory results, without the requirement of large sample numbers (Alasuutari 1999, 38-39).  

 

The methods for data collection in qualitative research are interviews, questionnaires, obser-

vation and data based on a variety of documents, which are not mutually exclusive but can be 

used as an alternative, parallel or in varying combinations depending on the research problem 

and research resources (Tuomi & Sarajärvi 2006, 73). Two types of data collection methods 

have been used in this study. These are both interviews and public documents relating to the 

phenomena. The choice of the research data collection method is based on the fact that there 

is very little research on the phenomenon and the responses are difficult to predict as they are 

the experiences of the participants in this complex phenomenon.  
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The aim of the study is to collect the views and ideas of practitioners on the cross-listing pro-

cess of Finnish Companies on the U.S. exchange in the form of an interview. The purpose of 

this study is to understand the phenomenon. This means determining the meaning or purpose 

of the phenomenon as well as a comprehensive and deeper understanding of the current phe-

nomenon. The phenomenon has been studied through the views and ideas of participants. 

These views and ideas have been placed within the wider context of cross-listing. (Hirsjärvi & 

Hurme 2006, 35) 

 

The research topic is very specific and requires in-depth knowledge of a narrow subject area. 

The selection of experienced interview persons was seen as particularly important. (Tuomi et 

al. 2006, 76)  

 

The study has been conducted as a semi-structured interview, which is close to an in-depth 

interview. As characterised in the semi-structured interviews, the interviews proceed freely 

with a varying order and extend around certain key pre-selected themes and related explanato-

ry dependent issues (Tuomi et al. 2006, 76). Openness and flexibility were seen as crucial. 

This was because, it was known previously that the research topic produces complex respons-

es that refer to several directions as a result of the fact that they are based on the experiences 

of participants. The phenomenon itself is concrete but not unambiguous. The semi-structured 

interview method enables to deepen the useability of the available data by requesting the rea-

son behind the opinions or views expressed or to ask further probing questions if necessary. 

Compared to the study conducted with the questionnaire, interviews provide interviewee with 

more opportunities to better interpret the questions. This method is more flexible and allows 

for clarifications on complex issues. (Hirsjärvi et al. 2006, 35-37; Tuomi et al. 2006, 75)  

 

A characteristic of unstructured interviewing is to explore the research topic intensively and 

broadly from the participant´s point of view (Eriksson & Kovalainen 2008, 82). Considering 

the method for data collection and comparing the semi-structured interview to the unstruc-

tured in-depth interview attaches a great importance on the nature of the research topic, which 

is broad and multi-faceted. The pre-selected themes as a guide for the interview were consid-

ered an important characteristic. Consequently, the research data could be restricted to corre-

spond with the limitations imposed on the study. (Tuomi et al. 2006, 78) 
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There has also been used a secondary data set to complement the primary research data. The 

data is a naturally occurring material since it exists irrespective of any collective activities 

(Eriksson et al. 2008, 77-78). The textual data collected is public writings of the phenomenon 

by the BIG5 accounting companies worldwide. These texts include tangible information about 

the cross listing on the U.S. exchanges and represent the reality. On that basis, they are con-

sidered to be suitable samples for this study. 

 

3.2 Description and background of research participants 

 

In the selection of research participants it is important to take account of the requirements set 

for the qualitative research method. Qualitative research does not aim for statistical generali-

sations but to describe a phenomenon or event, to understand a particular activity or to give a 

theoretically meaningful interpretation of certain phenomenon. Instead of the term sample, the 

term of discretional example could be used. To be able to fulfil the requirements, important 

criterion for the research method can be considered that the participants, from whom the re-

search data has been collected, possess as much knowledge of the subject area as possible or 

they have experience of the matter. (Tuomi et al. 2006, 87-88; Alasuutari 1999, 38; Hirsjärvi 

et al. 2006, 58-59)  

 

Accessibility and suitability of the research participants for the research in question are more 

important issues than systematic sampling procedures (Eriksson et al. 2008, 77-78). The first 

target was to gain access to the research participants and to make initial contact with the BIG5 

accounting firms in Finland. The BIG5 accounting firms was set as a proxy for practitioners 

in the field of accounting and finance. After investigating the firms´ web pages, all the BIG5 

firms offer capital market services and have been involved in capital market operations such 

as IPOs, issues and issuance of loans and some of them have also been involved in annual 

reporting to the SEC (SEC-filing) as well. The initial contact was made by e-mail to seven 

persons who are directors or partners in the capital market operations of each organisation 

requesting who would have experience in the phenomenon. One additional individual partici-

pant was accessed based on an article in a newspaper and it was assessed that the participant 

would have the knowledge to participate in the research. The initial contact included the in-

troduction of the research project indicating the research interest and intentions clearly. The 

intention was to interview Authorised Public Accountants who have audited SEC-filing com-
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panies or specialists who have been involved in due diligence projects in the case of IPOs in 

the U.S. In addition, the initial contact included a request for advice on who the right person 

with the required experience would be.  

 

The process of selecting the interviewees generated responses to the initial contact from four 

persons whereof one person indicated that there is no required experience in the organisation 

concerning the cross-listing on the U.S. exchange since they are providing services for local 

listing and due diligence projects only. Permission to interview was granted by three persons 

in two organisations. As agreed when presenting the result of the research, the anonymity of 

the interviewees and their organisations will be maintained.  

 

The textual data collected is public writings on the phenomenon by the BIG5 accounting 

companies worldwide. The publications act as a guide to companies willing to go public. 

They are for educational and informational purposes. The textual data consist of two publica-

tions giving detailed insights into why to list in the U.S. and about the listing process. They 

consist also of perspectives and instructions for foreign companies willing to cross list in the 

U.S. The publications are publicly available and therefore handled without anonymity.  

 

3.2.1 Interviewees 

 

Organisation A 

 

Organisation A is operating in the field of audits and offers a comprehensive range of expert 

services in auditing, tax and advisory services to companies and organisations, private and 

public. The organisation A belongs to a globally operating network of 60,000 professionals 

working out of 1,328 offices worldwide in 151 territories. They provide advisory services 

such as capital market specialists who are acting as reporting accountants for companies seek-

ing a flotation or listed companies undertaking subsequent fundraisings, acquisitions and oth-

er transactions.  

 

Organisation A is also registered with the Public Company Accounting Oversight Board 

(PCAOB), which is a non-profit corporation established by U.S. Congress to oversee the au-

dits of public companies in order to protect the interests of investors and further the public 

interest in the preparation of informative, accurate and independent audit reports.  
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Interviewee One 

 

Interviewee One is a Chartered Public Accountant. He started his career working as a tax in-

spector and after that he has been in the audit and consultancy business. He has played a part 

in establishing organisation A and has acted as Chief Executive Officer (CEO) plus he has 

been also appointed as an International Liaison Partner representing the Finnish entity in a 

global network. After 1996 he has acted as a partner and a member of the board. Currently, 

his job description divides his tasks into two main areas. Half of all assignments are related to 

audit services and the other half are related to consultancy services such as mergers & acquisi-

tions (M&A), corporate restructuring, groups´ reorganisation, other consultancy services and 

varying listing projects.  

 

Interviewee One has not been directly involved in the listing projects where the client has 

been cross listed on the U.S. exchange. The listing projects have been listing of Finnish com-

panies on the Alternative Investment Market (AIM), which is a sub-market of the London 

Stock Exchange, and on the Main Market of the London Stock Exchange. The role in these 

listing projects has been to prepare the short-form reports, which describes the scope and the 

findings of the audit to provide assistance in the preparation of the financial figures to the 

state that they could be presented to the London Stock Exchange.  

 

The linkage to SEC listed company has arisen when interviewee One has acted as an Auditor-

in-Chief for the Finnish company, whose German parent company was listed on the U.S. ex-

change. Since the Finnish company was a material component of the group having over 20 % 

share of the consolidated turnover and the balance sheet, it was an entity under SOX testing 

and reporting compliance. The Finnish company was obligated to provide the internal con-

trols over the financial reporting in all of its operations under the provisions of SOX. The au-

ditor´s role was to assess and make a statement that the internal controls are compliant by 

testing that the internal controls had been tested correctly. 

 

Another link to the requirements of the SEC developed when organisation A registered with 

the PCAOB. Organisation A is required to be registered with PCAOB because it is a non-U.S. 

audit company and it plays substantial role in preparing audit reports for issuers. The inter-
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viewee One organised the registration process with PCAOB by preparing the required docu-

mentation and communicating with the SEC Authorities.  

 

Interviewee Two 

 

Interviewee Two is a Chartered Public Accountant. Before entering the organisation approxi-

mately 10 years ago, he had been working with the four BIG5 companies for over 20 years 

and as a Chartered Public Accountant for 15 years. Currently he is a partner and he has also 

been appointed as an International Liaison Partner and also a member of the board.  

 

During his career half of his assignments were related to statutory audit services and the other 

half was related to taking care of subsidiaries of foreign parent companies, which are mostly 

listed in foreign stock exchanges. He has also been involved in special inspections relating to 

U.S. listings. 

 

Organisation B 

 

Organisation B is operating in the field of law and offers a wide range of services in transac-

tions, advisory and dispute resolution. The Capital Markets team belong to the transaction 

services, which assists shareholders, issuers, underwriters and arrangers in all equity and debt 

securities offers, from IPO and listings to tender offers and high-yield bonds. The Capital 

Markets team provide the legal advice and analysis about the option of a future listing. They 

advise issuers and shareholders in complex secondary market transactions, as well as advice 

that is often part of a larger restructuring, acquisition or financing arrangement. Lawyers in 

the organisation B offer day-to-day advice to listed companies and their shareholders and 

managers on the many facets of securities law. 

 

Organisation B is dual-qualified having offices in Helsinki and New York. Many of their as-

signments have a cross-border element. They advise about plans for dual listings or listings 

and securities offers by Finnish entities on foreign markets.  They maintain close contact with 

domestic and international participants in capital market transactions.  
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Interviewee Three 

 

Interviewee Three is a dual qualified (Finland and U.S.) transactional lawyer, who focuses his 

practice on capital markets, M&A and private equity transactions. He advises issuers and un-

derwriters on public and private offers of equity and debt securities, including IPOs, high-

yield debt offers, convertible debt issuances and rights offers. He has been involved in due 

diligence projects from a legal point-of-view both in Finnish listings and U.S. exchange list-

ings. In the l istings projects the duties have been to prepare the prospectus as an outside legal 

counsel with close co-operation with underwriters, who organise the IPO and with auditors, 

who give the comfort letter assuring the financial soundness of a company by declaring no 

indication of false or misleading information in the financial statements and that the compa-

ny´s prospectus follows the prevailing accounting standards.  

 

Currently Interviewee Three holds the position of head of the Capital Markets team. Prior to 

his current position he had been working as a Partner and Senior Associate with another Finn-

ish law firms for eight years and as an Associate with a foreign law firm based in New York 

and London. His prior experience also includes working as a Corporate Legal Counsel at a 

Finnish public company, which was dual-listed in Helsinki and New York. During this time 

his focus was on securities regulations. 

 

Table 7. The summary of interviewees 

 

 

 

 

 

Interviewee Age Education Work experience Expertise

One 61 M.Sc. (Econ) & 
Authorised Public 
Accountant 

37 years Audit, Management Consulting, Tax 
Consulting, Mergers and Acquisitions, 
Due diligence

Two 56 M.Sc. (Econ) & 
Authorised Public 
Accountant 

30 years Audit, Management Consulting, Due 
diligence

Three 43 M.Sc. (Econ), Master 
of Laws & LLM

14 years Capital markets,
M&A and private equity transactions



36 
 

3.2.2 Textual data 

 

PricewaterhouseCoopers LLP (2011) has published the fifth edition of Roadmap for an IPO 

– A guide to going public, which addresses the US IPO process and the impact of going pub-

lic. This publication helps companies to make informed decision about going public – its ad-

vantages and disadvantages. The publication also outlines the process of going public, the 

registration process and the on-going reporting requirements of a public company. It also sug-

gests a schedule for the process of going public. The purpose of the publication is to help 

companies successfully enter into life as a public company and diminish the unexpected post-

IPO issues. (PwC, 2011) 

 

Deloitte Development LLC (2012) has published the fourth edition of Strategies for Going 

Public: The changing landscape for IPOs, which aims to help organisations effectively pre-

pare for an IPO. The publication provides an explanation of the process, highlights the com-

mon technical terms and language encountered during an IPO. In addition the publication will 

give information to help companies to understand the requirements of an offer in light of the 

changing IPO landscape, including what people may be needed to assist during the process, 

what the role of the company will be, certain regulations with which the company must com-

ply and what effect a public offer may have on the company and its management. Most im-

portantly, it will help the company to prepare for what to expect as it starts the journey toward 

going public. (Deloitte, 2012) 

 

3.3 Framework of the semi-structured interviews  

 

The purpose of the interviews was to gain insight from the practitioners about the cross-listing 

process of Finnish companies on the U.S. exchange. Firstly, the phenomenon has been inves-

tigated through the research findings, theories and theoretical concepts in the international 

literature. The frequently occurring themes were selected as the framework for the semi-

structured interview, which was divided into six main themes. The main themes represent the 

interview questions, which needed to be answered from the point of view of a Finnish compa-

ny. The main themes could have sparked extensive discussion, therefore there were a set of 

sub-themes or questions to focus and guide the interview in the right direction. During the 

interview, the questions were supplemented through the issuing of new questions in response 
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to the received answers, in which case the interviewee were better motivated. At the same 

time in-depth insight was sought on the themes in the questions. When the responses were 

limited it was attempts to explain the question in more detail were made and to that end the 

interviewees were given more time to further consider the issue. This was to ensure the possi-

bility of a more comprehensive response for each themes being covered. 

 

The framework of the semi-structure interview (Appendix 1) was sent to the interviewees in 

advance so that they were able to explore and prepare themselves for the themes and ques-

tions. Some of the interviewees had made notes on the basis of the questions being supplied in 

advance, while others were less prepared. The place and practice of the interview were chosen 

according to the practitioners´ preferences. Two of the interviews were conducted on the 

premises of the interviewee´s organisation. One interview was conducted over the phone due 

to the tight schedule. All interviews occurred in June 2015 and they were recorded for further 

processing.  

 

The interviews proceeded according to the framework, discussion and questions that naturally 

focused around the themes according to the interviewee experience and insight into the issue. 

Each interviewee expressed individual their interest of the phenomenon and participation in 

the research. In the interview situation it was clearly emphasised that the company's and in-

terviewee's name would not be shown in the final work, which contributed to the quality of 

their responses. 

 

The interview themes derived from the theoretical frame of reference of the study. However, 

the interview started by enquiring into the background of the interviewee. The issues related 

to the professional background of the interviewee, the organisation the interviewee is working 

for and the knowledge of the phenomenon as well as what kind of roles or assignments the 

interviewee has been working especially concerning IPO cross listing into the U.S.   

 

After the initial issues it was natural to get onto the main themes of the study. First it was 

planned to gain general insight into the grounds for the cross-listing decision. Why should a 

Finnish company cross-list into a U.S. exchange? Following that interviewees were probed as 

to determine if they are aware of any specific Finnish company that has cross listed into the 

U.S. In the literature the effects of cross listing were discussed from the point of view of 

growth opportunities, cost of capital, information environment and bonding. These sub-
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themes were scheduled to be included into the discussion from a Finnish company´s perspec-

tive.  

 

Another general theme around cross listing is the way Finnish companies should choose to 

cross-list. Different ways cause different reporting requirements and different visibility 

among investors. The benefits and challenges of each cross-listing choice have been discussed 

taking into consideration the Finnish company perspective.  

 

From the general themes of cross listing the intention was to move on to more detailed and 

challenging questions on the cross-listing process and the changes in financial reporting. The 

selected sub-questions were related to the phases that the cross listing preparations consisted 

of? What is the opinion of the interviewee on the timeframe of the cross-listing preparation 

process? What are the critical factors and challenges relating to each of the phases of the 

cross-listing process? How do the changes in financial reporting affects the different phases of 

the cross-listing process and how these changes should be taken into consideration in the 

preparation of each of the phases of the cross-listing process? 

 

The intention of the study is to deepen the understanding of the phenomenon among SMEs 

and companies in the field of high technology. The fifth theme of the interview was to gain 

insight into the reporting requirements of the Finnish companies in general, Finnish SMEs 

and the companies operating in the high technology industry. 

 

The final theme was to obtain the experiences of practitioners in other challenges and success 

factors on and surrounding the cross-listing process. 

 

3.4 Analysis and reporting of the research data 

 

The analysis of the research data was initiated by transcribing the interviews. The interviews 

are transcribed into written form for closer study on a word-by-word basis. However, the 

main priority is the content of the speech. Therefore the level of details is chosen to be the 

content only, as it was not seen important to capture how things were said or any visual data 

of the interview situation. The transcribed data is not including details of non-verbal dimen-

sions of interaction. At this level of detail, anything irrelevant to the content was omitted, in-
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cluding most non-verbal sounds, stuttering, incomplete or revised sentences and superfluous 

speech by the speaker or others. The interviews were listened to several times in order to be 

able to transcribe the relevant content properly. (Hirsjärvi et al. 2006, 138-140; Eskola et al. 

2008, 151) 

 

The processing of qualitative data comprises of both analysis and synthesis where the re-

search data is in the essential role (Hirsjärvi et al. 2006, 143). In the analysis phase the data is 

coded. The findings, which are interesting in this study, are identified from the material. 

Those sentences or phrases expressing these interesting findings are reframed to simplified 

expressions. After this, simplified expressions are grouped into sets of expressions. The ex-

pressions, which have the same meanings, are combined in the same category, and the catego-

ry is renamed to describe the content. By interpreting and reasoning the research data, will be 

proceeded from the empirical evidence toward more conceptual vision of the phenomenon 

under investigation. A description of the study object will be formed from the general con-

cepts. Consequently, in the synthesis the aim is to create an overall picture and present the 

phenomenon in a new perspective. (Hirsjärvi et al. 2006, 143-144; Tuomi et al. 2006, 102-

103; Eskola et al. 2008, 151-152) The phenomenon should be placed on the synthesis level, 

where the phenomenon will be treated and understood in greater depth (Hirsjärvi et al. 2006, 

144).  

 

As the interview was divided into four themes, it was natural to analyse the data through these 

themes. The themes were reflecting in the research questions and based on the theoretical 

views collected from earlier studies. The data contains both the transcribed interviews and the 

textual data. The data was reviewed with a detailed and complex approach. First, the relevant 

findings to the research question were gathered into index. Interpreting and reasoning the 

findings, they were first coded by sub-themes. Second, they were grouped into upper sub-

themes. Lastly, the upper sub-themes having the same meaning were combined according to 

the main themes. Due to the feature of the thematic approach the focus was to find out such 

emerging findings that are common to more than one interviewee and findings that represent 

diversity. (Tuomi et al. 2006, 102-103; Eskola et al. 2008, 174-180) 

 

This research is based both on individual interviews with practitioners and on textual data. In 

qualitative research results can be reported as a whole. The holistic treatment of the research 

data does not eliminate the relevance of individual responses to the research topic. Presuma-
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bly clear overview of the research topic may be obtained. (Alasuutari 1995, 38) Also Aaltola 

& Valli (2001, 19-20) mention that the use of research methodology takes into account quali-

tative interpretations of individuals and allow the individual cases affect the whole. 

 

The research findings of different themes are primarily reported as a whole. The first theme 

contains insights from practitioners into cross listing decisions. The following theme generat-

ed an understanding about the choices for cross listing. The fourth theme represented the dif-

ferent perceptions for the cross listing process and the related challenges and critical factors. 

The different models for the cross listing process have been reported individually to be able to 

establish a unique process model for cross listing. However, the challenges and critical factors 

are reported as a whole. The final theme is to gain insight into the challenges of cross listing 

that are not directly related to financial information. 

 

3.5 The reliability of the study 

 

The reliability in the qualitative research cannot be assessed as clearly as in the quantitative 

research. The critics have been forthcoming with the assessment of the research and the relia-

bility of the research results. The difference between the analysis phase of the data and the 

assessment of the reliability are more elusive. The qualitative research method allows more 

opportunities to go back and forth between the analysis of the data, interpretation and research 

text. In the qualitative research the main criterion of the reliability is the researchers them-

selves. Therefore, the evaluation of qualitative research focuses on the reliability of entire 

research process. (Eskola et al. 2008, 208-210) 

  

Credibility as a criterion for reliability means that the conceptualisations and interpretations of 

the researcher correspond to the conception of the research participants. Taking the interpreta-

tions to be evaluated by the research participants cannot ensure credibility. The research par-

ticipants can be indiscriminate to their own experiences or circumstances. (Eskola et al. 2008, 

211-212) The study´s credibility increased through the interviewer´s ability to paraphrase a 

question, when it became clear that the interviewee had misunderstood the original question 

that was put to him. Such issues arose particularly in questions of cross listing effects for 

Finnish companies. In addition, supplementary questions were presented when it was possible 

to clarify the answer to the desired direction.  
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The interviews were conducted in Finnish, as all the interviewees were native Finnish speak-

ers. The familiarity with the language ensures that the interviewees understand the questions, 

as the interview questions contain specific financial terminology and require specific financial 

knowledge. Therefore it was of high importance when selecting the interviewees that they 

possess the financial knowledge. However, the different language in the interviews and the 

language in the reported findings might affect the study. The textual data in this study miti-

gates the effects of the language differences. Finally, the interviewees were promised ano-

nymity, which increases the credibility. It can be assumed that interviewees were able to pre-

sent their experiences and opinions more freely. 

 

Another reliability criterion is the transferability of qualitative research, which means the 

generalisation of the results. According to the transferability, the study could be performed 

several times and the outcome would remain. However, it is not applicable generally in quali-

tative research. (Hirsjärvi et al. 2004, 216-217; Eskola et al. 2008, 211-212) The transferabil-

ity is lacking in this study and this slightly diminishes reliability. The sample of this study is 

relatively small. The interviewees have not directly been involved in cross listing process in 

the U.S. However, they have adequate knowledge about the phenomenon and the textual data 

strengthens the validity of the results. The results of this study may not be generalised. How-

ever, they can be applied in another context. 

 

One more criterion considered was confirmability meaning that interpretations are supported 

by other studies. (Eskola et al. 2008, 211-212) Linking the results to either other similar stud-

ies or existing theory further enhances the reliability of this study.  

 

Interviews as a study method are seen the most suitable for this study since the purpose is to 

provide in-depth knowledge for a phenomenon where we do not hold large knowledge base, 

especially from Finnish point of view. The downside could be that the appropriate breadth 

will not be covered depending the industry where the interviewees have experiences. The suc-

cess and challenges of cross listing could be dependent on industry characteristics and timing. 

There might be lack of providing comprehensive basic information in certain industry in Fin-

land such as high technology. There might also be uncertainty about whether it will be possi-

ble to truly rely on the responses of the interviews since they are based on their personal opin-

ions and views. 
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Despite the downside, this method could be the most favourable since there have not been 

many studies performed on the topic of Finnish company´s cross listing on the U.S. exchange. 

Hence gathering in-depth information about the cross listing process from the financial report-

ing perspective would definitely serve a purpose. 

  



43 
 

4 RESULTS OF ANALYSES  

 

The purpose of this empirical research is to establish and document the practitioners´ experi-

ences in the field of accounting and finance concerning the changes in financial reporting 

when a Finnish company is cross listing on the U.S. exchange. The aim is also to shed light 

on the effects of the cross listing process from the perspective of Finnish SMEs operating in 

the high technology industry. This research will reveal the motivation behind the cross-listing 

decision and go on to construct an understanding about the cross-listing process. Further to 

that, practical instructions on the phases of how and when to begin the planning and prepara-

tion of the cross listing will be provided. Finally, the challenges and critical factors, before 

establishing the processes and during it, will be detailed in this section.  

 

The experiences relating to cross listing was gathered through discussion with Finnish practi-

tioners on four themes and related sub-themes. The main themes were; cross listing decision, 

cross listing choice, cross listing process and other cross listing challenges. The cross listing is 

an exceptional phenomenon among Finnish companies. The EDGAR System for company 

filings lists that the Nokia Corporation is the only Finnish foreign private issuer submitting a 

20-F in 2015. Therefore to gain more insights into the listing in the U.S. and add more value 

to the results, additional data relating to the four themes was gathered from textual data pro-

vided by U.S. practitioners. 

 

The results and analyses of the results are presented in more detail from the four themes. In 

general the results from different interviews have been uniform. The depth of the answers 

varied among the different interviewees. The reporting of the results is intended to give a 

clear presentation of the general findings, potential differences among the findings and also 

give detailed findings. The findings from Finnish interviewees and U.S. textual data were 

compared. 

 

4.1 Cross listing decision  

 

After discussing the background of interviewees the first actual theme was to gain insights 

from practitioners into cross listing decisions of Finnish companies. It was reached by dis-

cussing arguments for cross listing of a Finnish company in the U.S. and also the effects of 
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cross listing. The arguments and effects for the U.S. listing have also gathered from the textu-

al data, which represent the overall perspective and is more focused on American companies´ 

point of view. The key value benefits of cross listing, which are influential in a company´s 

decision to cross list, were seen as a better growth potential, a lower cost of capital, an en-

hanced company´s reputation and a higher quality financial information environment. The 

bonding effect was seen only partly positive from Finnish point of view. 

 

The findings were unambiguous in that the main reason to list in the U.S. is to seek growth. 

Finnish interviewees pointed to company characteristics that will attract the prospective in-

vestors and to have a better opportunity to reach the growth potential. A company needs to be 

big enough, showing good annual sales and have a growth track record. A company outpacing 

the industry average in growth is considered favourable compared with companies with mar-

ginal or inconsistent growth. The main market needs to be in the U.S. with substantial growth 

strategy or the desire to establish main business activities in the U.S. The company may oper-

ate internationally having production in Asia, the head office and R&D in Finland. It would 

be a huge challenge, if the cross-listing company would not have any operations in the U.S. 

since investors want to see a considerable part of the operations in the U.S. where investing in 

something. 

 

Deloitte (2012) point out that early-stage companies may deviate from the generalization and 

could receive the attention of investors despite lacking a growth track record. Some of these 

companies are bolstered by the strengths of a promising industry or relying on the past per-

formances of similar enterprises that have achieved significant growth. Early-stage companies 

should have reached the point in their development where most of the technological, manu-

facturing, and marketing risks have been reduced. Also some high-growth companies, which 

have already matured beyond the start-up phase of attaining certain levels of revenues and 

profitability, will also attract the prospective investors, though it should be noted that they 

should have good annual sales and an annual growth rate with the ability to maintain that rate 

over the next few years.  

 

The research participants had common experiences on how to reach the growth potential in 

the target market. The company can enhance its visibility and credibility by cross listing. 

Cross listing also enhances a company´s reputation and investors awareness of the company. 

Being a public company will improve credibility with business partners such as suppliers, 
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distributors, and customers. Being a public company can be an indication that the company is 

a business of substance. Prospective suppliers and customers may feel more secure about en-

tering into a relationship with a public company. A public company may also be perceived as 

a more attractive partner in a joint venture or other similar relationships. Interviewee One 

point out that the cross listing also enables attracting a certain type of investors, which com-

panies desire for its shareholder base because they are important for the credibility of compa-

ny. The reputation of a company is intrinsic in making investment decisions by investors. 

 

Finding from interviewee Three the Finnish point of view highlights that cross listing can im-

prove the valuation of a company referring to Finnish high tech companies. One reason for 

this is that in the U.S. there is broader peer group of companies in the same industry, which 

may result in better valuation and therefore improved growth opportunities. 

 

One argument relating to listing in the U.S. and reaching the growth was from PwC (2011) 

stating that listing can be justified by prospective M&A activities so that other companies 

could be acquired with publicly traded share as the currency. 

 

Both the textual data and interviews show positive findings that support the fact that the cross 

listing in the U.S. enables the access to capital markets to raise funds for the expansion of 

operations and will lower a company´s costs of capital, both debt and equity. A finding from 

PwC (2011) highlights that a company usually begins to think about cross listing when the 

funding required to meets the demands of its business begins to exceed the company’s ability 

to raise additional capital through other channels at attractive terms.  

 

From the Finnish company perspective the U.S. exchanges offer a more liquid market place 

and allow lively trading to get more capital, which lowers the cost of capital. The possibility 

to seek larger amounts of capital to fund the growth is more likely in the U.S. market since 

there are investors such as funds and pension companies, which have more capital to invest, if 

they believe in something.  

 

From the experiment the cost of debt can be high for a Finnish company operating in the U.S. 

since U.S. banks are not willing to lend money despite the collateral securities being in order. 

When cross listing the company has more capital instruments in use and companies are not 
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dependent on one lender. This will increase the interest of banks in U.S. and Finland to lend 

funds. These effects will lower the cost of capital. 

 

The textual data corroborates the findings that the cost of equity will decrease by increasing 

the value of a public company due to increased liquidity, available information and readily 

ascertainable value. Deloitte (2012) points out that the cross listing will improve the financial 

position of a company, since IPO is an equity-based security. The cross listing can also en-

hance the ability to raise capital in the future since it is likely that the company continues to 

grow after cross listing and therefore needs additional permanent financing in the future. If 

the share performs well in the U.S. exchange, the company may be able to sell additional 

share or debt in favourable terms.  

 

The research findings support the understanding that the financial information is of better 

quality once the requirements of cross listing have been met. Cross Listing thus enhances in-

vestor confidence and further increases the reputation of the company.  

 

The findings show both positive and negative results. Interviewee Two highlights that the pos-

itive value benefits were that higher quality financial information is realistic and undistorted. 

Interviewee One add that the legal environment is different in the U.S. and lacking any ac-

counting act, but a huge number of different recommendations and standards, which have to 

be met. Therefore the quality of financial information reflects the know-how of local account-

ing firms. The environment is challenging for example for auditors, as they need to be vigilant 

all the time. On the other hand the legal environment is more flexible, which is a good thing 

in the ever-changing world. In the U.S. the authorities have to give a statement for different 

kinds of transactions on how they should be handled. Contrary to Finland that kind of state-

ment on issues comes slowly and many have already taken action before that. 

 

The finding from Deloitte (2012) point out that there are some reliefs for less stringent report-

ing requirements such as EGC status under the JOBS Act which companies could exploit by 

listing in the U.S. In general findings of interviews show that it is not likely that the higher 

quality financial information is seen as a positive value benefit and a reason to cross list. In-

terviewee Three highlights that preparing the financial information to U.S. capital market and 

especially establishing the provisions of SOX related internal controls are held burdensome 

and costly.  
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Bonding considerations were discussed for the effects of cross listing. The textual data do not 

contain any suggestion on bonding since it represent the U.S. point of view. Interviewee One 

commented that that the investor protection in the U.S. is the world's top level and it is visible 

in the operations of authorities. Though interviewee Three emphasised that it is not seen mate-

rial for a Finnish or any European company because of functioning local exchanges. Bonding 

benefit is seen more material for companies from emerging countries like Asia and East Eu-

rope, where development of requirements for financial information is weaker. Though bond-

ing might be relevant for European corporations, which have operations and entities in emerg-

ing markets. That will increase the reliability of the financial information, which will be re-

quired from a corporation´s every entity worldwide.   

 

On the basis of interviews and textual data analyses clearly revealed an additional reason, 

which advocates cross listing in the U.S. relating to reputation, which is the ability to attract 

and retain talented employees. Both PwC (2011) and Deloitte (2012) state that public compa-

nies commonly establish stock ownership arrangements to attract and keep key personnel, 

which are attractive also for key personnel due to the significant up side potential. The chance 

to acquire stock in the company they work for may motivate employees to take a longer-term 

view of the company. 

 

4.2 Cross listing choice 

 

The purpose of following interview theme was to generate insights of practitioners about the 

choice of cross listing. Only the interviews are handled since the textual data do not contain 

any argument for listing choice but only exchange listings. 

 

Private placement was not regarded as a cross listing choice at all among interviewees since 

the shares of the company will be sold directly to certain investors and will not traded on any 

market place. There wasn´t uniform opinion of OTC listing as pink sheets either. Finding 

from interviewee Three show that they might be attractive if there are enough institutional 

investors on the unofficial exchanges. Both interviewee One and interviewee Two state that it 

might be as a good option for small companies in order to minimize the costs and SEC report-
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ing obligation. Though the uncertainty of the benefits such as visibility are difficult to esti-

mate. 

 

The exchange listing was seen as most attractive for Finnish companies in the U.S. because of 

broader visibility among investors and more liquid market place. The fact became evident that 

the company should be big enough to cross list to gain from the benefits from U.S. market. 

Interviewee One add a point that for smaller companies such as start-up IT companies there 

are other funding opportunities in Finland. Events like Slush will bring together start-up com-

panies and investors. The start-up companies are not always seeking only funding. They will 

be benefiting from the investors in form of partnerships from companies, which are operating 

in the same industry. They can be operating as a distribution channel to the products or can 

offer know-how and co-operation, which is seen more valuable for start-up companies. Also 

crowdfunding is seen a more attractive funding option for small companies than cross listing. 

 

4.3 Cross listing process 

 

The fourth theme was concerning the cross listing process and the critical post cross listing 

requirements, which need to be taken into consideration in preparing the cross listing. The 

purpose was to discuss cross listing phases, timing, critical factors and challenges relating to 

changes in financial reporting. The same information is gathered from textual data. The find-

ings of cross listing phases and timeline are reported individually to be able to establish a uni-

form model based on data of research participants. Challenges and critical factors are reported 

as a whole. 

 

4.3.1 Cross listing phases and timeline 

 

The findings for cross listing phases are fairly similar. Some differences occur depending on 

the background of a research participant. Organisation A´s interviewees give greater insight 

into the production of an organisation´s financial information from an auditor´s perspective. 

Organisation B´s interviewee emphasizes the legal viewpoint and the results are focused on 

the execution process itself. The textual data gives comprehensive overview of the listing in 

the U.S. More information couldn´t been supplied from a foreign issuer perspective. 
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The interviewee One identified four main phases relating to cross listing. The starting phase is 

to identify the requirements and possibilities for cross listing by discussing with professionals 

from different fields. After the pre-valuation the second phase is to make the decision by the 

board of directors, if the company will proceed with the cross listing and assess the things 

needed to be changed to proceed with the cross listing project regarding organisation restruc-

turing, need for changes due to the IFRS, resources, material components, discontinued opera-

tions and platforms. After the decision of cross listing has been made, the planning and prepa-

ration should be initiated. The phase include issues such as converting the track records, con-

tacting the employees involved, managing the financial compliance throughout the organisa-

tion and determining the person in responsible. The third phase also includes preparing inter-

nal accounting guidelines, reporting schedules and documentation requirements about the 

information that is also required also from subsidiaries. In the fourth phase the internal con-

trols should be tested in all the company´s operations but not only essentials due to the SOX 

provisions.  

 

Discussing the timeframe of cross listing preparations, the interviewee One stated that the 

timing depends very much on the condition of the current state of financial information and 

financial resources in use. The more entities the company has, the greater the challenge and 

the more time it takes. To be compliant, translating the financial information with the re-

quirements take about two years. The project of converting the historical records to be com-

pliant with IFRS, if the company is using local GAAP, and the change of the accounting sys-

tem take a year, the minimum is half a year. The actual execution process will take a year. 

 

The interviewee Two points out three phases for the preparations of cross listing. The first 

phase is to make the decision to cross list. Second phase is related to housekeeping and the 

overall irreproachable reputation that no violations or deficiencies of law will occur, standard-

ized audit reports have been issued and the minutes of the board of directors´ are in place. The 

third preparation phase is to start of using IFRS at an early stage so that as few as possible 

reconciliations and differences arise. The reporting processes should be established so that the 

financial information should be as detailed as possible so that the knowledge of the content of 

reporting is in-house and it should be as automated from the systems as possible. The pro-

forma financial information should be reported in three to five years in arrears. Therefore in-
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terviewee Two suggests that before the time frame for cross listing the preparation should be 

started four to five years in advance of beginning the public momentum. 

 

From the experiment of interviewee Three, the process of cross listing preparations starts with 

identifying the need for the cross listing in the U.S. The phase also includes the conceptual-

ization of complex of issues related to the cross listing process and the selection of advisors. 

After the need is identified and the decision made, the preparations will take place, which are 

set to be schedule for actual IPO and for the preparations, assessing the due diligence scope, 

resource allocation and company law measures. The third phase is to start the due diligence 

process of the company, which is conducted by the underwriter and the counsels. Due dili-

gence requires the company to thoroughly review its business and to substantiate all claims in 

the registration statement. The underwriters and counsel for both parties will also question the 

company officers and key employees. This will include a thorough discussion of the compa-

ny's business and marketing plans, revenue projections, product development road map, and 

intellectual property portfolio, with an emphasis on identifying potential pitfalls. Prior to the 

actual IPO process such as filing the prospectus and registration statement, starting market 

action such as pricing, the fourth phase of cross listing preparation is to draft the prospectus.  

 

There are certain challenges relating to the time required for the preparation. A realistic time 

to prepare the prospectus is six months. The time frame requires that the IFRS compliant fi-

nancial statements and related processes should be established before drafting the prospectus. 

Experience has shown that companies often underestimate the time required for these pro-

cesses by suddenly deciding to list with financial statements accordance with local GAAP.   

 

PwC (2011) defines four key areas for listing process – readiness assessment, preparation, 

execution, compliance and on-going commitment. At first they suggest companies willing to 

list in the U.S. to start with readiness assessment, which enables them to make informed deci-

sion by evaluating and examining the reasons, objectives and capital needs of the company. 

The readiness to go public should be evaluated by undertaking a structured exercise to analyse 

a company´s state of preparedness in financial information needs, accounting policies and 

disclosures requirements. The management should have full understanding of key IPO issues 

as they apply to the company. From the results of assessment the project plan should be de-

veloped to address issues and identify resources. The assessment process also includes evalu-
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ating the advantages and disadvantages of cross listing, identifying the options available, hav-

ing insights into costs that will be involved and establishing a reasonable timetable.  

 

The preparation phase begins with developing the plan to get the company in order. The ac-

tions required are to prepare the financial statements with assurance of historical financial 

information, management restructuring, establishment of an IPO advisory team and an inter-

nal controls review. The preparation is defined from the actual IPO and on-going compliant 

requirements including the timetable for closing accounts and reporting. Simultaneously 

companies should prepare themselves for IPO requirements such as drafting of the registra-

tion statement, which include the critical MD&A and Compensation Discussion and Analysis 

(DC&A); presentation of financial statements, including pro forma financial statements that 

may be required; selection of key accounting policies and tax structure.  

 

The on-going compliant requirement is to design key controls and outsourcing issues to meet 

the certification requirements of SOX. The design includes establishing and documenting 

effective internal control environment so the right processes and systems are in place to sup-

port the business. The current environment should be assessed and based on that assessment a 

rationalized controls framework should be established. In addition to assessing the effective-

ness of internal controls and processes, the company should define the need for new account-

ing, management and investor reporting technology platforms. In addition to meet the report-

ing requirements the company should continue to enhance internal accounting policies and 

procedures, budgeting and forecasting. Management will need to ensure that all communica-

tion – both positive and negative – with external parties explain fully the results of the com-

pany.  

 

After the preparation stage, it is time for execution where the whole IPO team – company, 

company counsel, independent auditor, advisory accountant, investment banker, investment 

banker´s counsel and financial printer should pull together and work with SEC and FINRA to 

get the company public. From the financial reporting point of view there are two tasks, which 

need attention. These are the preparation of the preliminary prospectus and the investigation 

of the company´s affairs for underwriter due diligence. The due diligence review the company 

and its management by company´s attorneys and underwriters visiting facility sites, reviewing 

significant agreements and contracts, financial statements, tax returns, board of directors´ and 
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shareholders´ meeting minutes and performing various analyses of the company and the in-

dustry in which the company operates. 

 

Typically the IPO execution takes about 6-12 months, but the advance preparation is the key 

success factor that allows for a smooth and efficient execution process. PwC (2011) advises 

that an orderly plan should be executed over a one- to two-year period. This window gives a 

private company time to think, act and perform as a public company since a company must 

prepare its management team and business units to begin acting like and functioning as a pub-

lic company, both internally and externally, well in advance of the actual IPO. The timeline of 

the preparation process depends on the current maturity of a company´s existing processes, 

the readiness of the company to go public, the availability of the financial information and 

market conditions. 

 

Deloitte (2012) defines that to take a company public begins with an informed decision. Be-

fore the decision, the company should fully weight up the advantages and disadvantages with 

a group of trusted advisors. The benefits of increased capital available should exceed the costs 

since opening the company to increased public scrutiny can change the way business is done 

as the pressures to maintain growth patterns and meet the expectations of the investment 

community are typically real and intense. The pre-decision phase also includes the assessment 

of the interest the company will generate in the public market.  

 

Once the company has made the decision to go public, a substantial amount of preliminary 

work needs to be done. The pre-public planning phase include also selecting a team of spe-

cialized professionals to take the company public. The management team is an essential par-

ticipant in both the preparation and the marketing process of the offer. In addition to a quali-

fied management team, the board of directors and its structure – its skills and knowledge, pro-

cess, behaviour and how it communicates – should be assessed. The external auditors should 

be a qualified public accounting firm that has significant SEC experience and is registered 

with the PCAOB. The accounting advisors will assist the company by focusing on its business 

and providing guidance and support that the company will need to steer the company through 

the IPO process and beyond. Other key external advisors are attorneys, tax advisors, an in-

vestment bank as underwriter, transfer agents, registrars and a financial printer. 
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The pre-public planning stage is necessary both to prepare to sell shares and to demonstrate to 

the lead underwriters that the company is ready to be a public company. The preparation 

phase includes maintaining adequate records such as financial statements under SEC rules, 

interim financial statements and in certain situations where additional sets of financial state-

ments are necessary as a result of internal controls and learning to generate reliable and mean-

ingful monthly financial statements promptly after month-end. To be able to provide monthly 

financial statements promptly the requirement must be so that accounting and finance depart-

ments should require monthly and quarterly closes to be as accurate as a year-end closes. Oth-

er requirements to be taking into account in maintaining adequate records are drafting the 

MD&A, calculating the quarterly tax provisions, obtaining sub-certifications from lower-level 

management as to the accuracy of the financial reports and establishing disclosure controls 

and procedures. Management should also begin designing, implementing, and documenting 

its internal control processes. The increased formalization includes also the performance of 

on-going financial analysis of sales volume and pricing trends by product or product line, the 

sales by major customers, sales channels, and geographic regions as well as headcount trends. 

In addition, major balance sheet items (e.g., accounts receivable and inventory) should be 

supported with appropriate analysis. One requirement is also related to the details of share 

ownership records for the registration statement and related financial statements.  

 

Corporate housekeeping is the second part of pre-public preparations, which requires a sub-

stantial amount of preliminary work although it is not directly related to the preparation of the 

registration statement and related financial information. The company needs to determine 

whether the company is legally positioned for an offer as well as conducting business through 

a clear organisational structure, simplifying the capital structure, reviewing organisational 

documents such as charters and bylaws for private companies, reviewing all related-party 

transactions and material contracts, anticipating major company initiatives and orderly fi-

nances.  

 

The IPO process revolves around the company’s registration with the SEC, which is the exe-

cution phase. This phase includes a series of planning and review meetings often referred to 

as “all hands” meetings. Meeting participants generally include company officials, counsel, 

underwriters, and their counsel as well as the company’s external auditors and other advisors. 

The purpose of the meetings is to establish an initial timetable, assign responsibilities, discuss 

the components of the registration statement, present financial and legal information, and fi-



54 
 

nally assess other the aspects of the offer. Other pre-filing activities that support the registra-

tion are due diligence, the review of corporate documents and related information, the prepa-

ration of financial statements and requests for comfort letters. The auditors are also asked by 

the underwriters to “provide comfort” on certain financial amounts, which are disclosed in the 

registration statement outside of the audited financial statements. In requesting comfort let-

ters, the underwriters are seeking assistance in performing a “reasonable investigation” of 

financial and accounting data in the prospectus that is not covered by the auditor’s report. 

 

The transition from a private to a public company marks the entrance to a new compliance 

and regulatory environment. Also Deloitte (2012) admits that going public takes long-term 

planning and many months or sometimes even a year or more to take effect. The company 

should begin to operate as if the company was public well before it formally seeks to go pub-

lic. 

 

4.3.2 Challenges  

 

The cross listing in the U.S. will essentially change the business culture of a Finnish compa-

ny. The requirements for financial reporting and the whole control environment of financial 

information are considerably different. Interviewee One commented that comparing Finnish 

and Swedish business cultures, the Swedish conversational style is seen more suitable for 

American culture. The decision and the process need to be well planned and contemplated in 

every detail. Therefore Finnish companies should act more systematically and be more in-

formed.   

 

The challenges in the cross listing process and the change in the financial information were 

firstly discussed from a general point of view. Secondly they were discussed from a Finnish 

company´s point of view giving in-depth insight into Finnish SME. Finally, the challenges 

were specifically focused on accounting standard issues, reporting, disclosures, SOX related 

issues and technological platforms. 

  

The findings from the textual data show that cross listing will raise questions relating to ac-

counting standard issues. The main challenge is to have the right expertise in the finance de-

partment with SEC accounting to allow companies to comply with regulations. The documen-
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tation of accounting policies and compliance processes are seen as important and these must 

be communicated throughout the organisation.  

 

The accounting issues brought out further findings among Finnish interviewees since they are 

likely to be changed. In the case of Finnish companies, the financial information should be 

IFRS compliant and the reconciliations should be tracked. For Finnish companies the chal-

lenges regarding accounting standard issues are the lack of detailed documentation for ac-

counting principles such as valuation methods or fixed asset accounting with the historical 

information from previous years. The tight reporting schedule requires changes to accrual 

accounting and cut-off times for sales and purchases. The challenge is to establish these pro-

cesses and assess the relevant costs and revenues to the correct reporting period taking into 

account the VAT effects. In case of company with foreign subsidiaries this is a challenge in 

the preparation phase since it affects every entity. These challenges affect also Finnish SMEs. 

In addition the financial information can be a challenge because of the lack of office support 

services and resources to produce the financial information and documentation. Interviewee 

Three highlights that the SEC creates an atmosphere of pressure for SMEs to be absolutely 

sure that the provided financial information is reliable. 

 

When the entity is the material component in the case of M&A or a discontinued operation, 

the pro forma or carve-out financial statements need to be prepared. The challenge is to con-

firm that all of the assets and liabilities of the entities in question have been reported separate-

ly. This must make sure that all relevant costs of doing business have been reflected in the 

carve-out financial statements. Interviewee One commented that if some operations have 

wound up or plan to end, those should be forgone as early as possible before the cross listing 

process begins. 

 

In the preparation phase the company should be aware that the registration statement and sub-

sequent reporting require disclosure of many facets of a company’s business, operations, and 

finances that may never before have been known outside the company. The findings from 

textual data emphasise that as a public company, the company loses the privacy and it should 

provide sensitive information about its operations and financial situation that should be avail-

able external scrutiny. The company should disclose extensive financial information regard-

ing the financial position, business segment data, related-party transactions, borrowings, cash 

flows, major customers, and the assessment of internal controls. Moreover the information 
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concerning the compensation of officers and directors should be disclosed. For Finnish com-

panies the challenge arises when establishing processes to obtain the disclosure information 

from the organisation as it is a time consuming because of being unfamiliar with U.S. disclo-

sure requirements and the integration of those requirements with requirements of the compa-

ny’s home jurisdiction. 

 

Compared to Finland the challenge is in meeting the more detailed disclosures requirements 

and as interviewee Two points out that also how to collect them through the organisation ret-

roactively. Finding from interviewee Three shows that over the recent years the European 

MD&A has become closer to the MD&A ruled by SEC. Though more analyses of operational 

risks indicators are required in the U.S. such as performance behaviour. Interviewee One ac-

centuates that the rule of “comply or explain” can be challenging since it can be sometimes 

unpleasant for the public to be informed certain kinds of information. The extensive disclo-

sure requirements for small Finnish companies can be overwhelming since they have not been 

obligated to prepare these disclosures previously. 

 

The findings of the interviewee Three highlight challenges regarding registration statements, 

which include prospectuses are primarily associated with financial information. The prospec-

tus contains the description of company´s growth history, which will be expressed descrip-

tively but not included into financial statement. The challenge is to produce and verify the 

information. The textual data corroborates that liabilities may also arise from material mis-

statements or omissions in a registration statement. If the SEC finds mistakes or requests clar-

ification during the registration process, it can delay an IPO. 

 

All findings confirm the general understanding that time pressures now placed on the report-

ing companies to comply with SOX requirements will be further increased and therefore 

changes the way company operates. The challenge is the ability to close books accurately 

each quarter and report the results to the public in accordance with the SEC guidelines. The 

mechanisms for producing these reports should be in place to generate reliable and meaning-

ful monthly financial statements. Deloitte (2012) point out that the challenge regarding report-

ing is also to assess the ability of the planning and analysis function to accurately forecast the 

results to allow for more effective interaction with the investor community and to assist in 

analysis of the current period results for reporting purposes. The processes to report material 

items that arise during the year should also be met. 
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The passage of SOX raised the bar on the amount of advance preparation and planning neces-

sary for the listing process in the U.S. capital markets. The findings from the textual data de-

scribe it as a great challenge for management of a company since it, among other things, re-

quires CEOs and Chief Financial Officers (CFO) to explicitly evaluate and report to the pub-

lic the effectiveness of internal control over financial reporting. It also challenges a compa-

ny’s external auditor because of the requirement to annually attest to the effectiveness of the 

company’s internal control over the financial reporting.  

 

The requirements due to the SOX will change the mind-set of the way has been operating. 

One finding from interviewee Three relates to the challenges Finnish companies face is the 

different control environment they operate in compared to previous situation where they only 

evaluated certain risks relating to financial controls such as a group´s hedging actions. Inter-

viewee One described that when cross-listed in the U.S. CEO´s and CFO´s have to report that 

all company´s processes are verified by adequate tests and these controls are fully functional. 

If any of the process do not work, the test needs to be expanded until it is so well tested that 

can be stated that the processes now works. The first challenge arises since companies have 

myriads of processes such as financial reporting processes, R&D related processes and inven-

tory management processes. Due to the SOX principals there are process owners who are re-

sponsible for the process such as a warehouse manager is responsible for the inventory man-

agement processes. The process owners should understand what is the process and what are 

the processes within the function of the test. It should be understood that there might be risks 

involved in the processes and what kind of controls can be created to control these risks. Also 

it should be understood how to test the effectiveness of these controls and what is the test lim-

itations. In addition the testing and controlling should be well documented. The process of 

controls can be difficult to explain to employees throughout the organisation especially those 

lacking accounting experience. The findings show that creating a SOX control environment is 

seen as challenging for companies especially groups´ operating globally. To take an example 

of the financial reporting process, the more distance the process has from its head quarter 

where the accounts will be closed, the more difficult the testing of the controls. The SOX en-

vironment is extremely challenging for SMEs operating globally with material component 

entities as opposed to larger groups, which have better prerequisites to handle such big chang-

es in control environment. All material component entities are under SOX. 
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The findings from textual data stresses that SOX compliance is a process the company will 

need to be fully prepared to meet. The inability to meet these requirements will shake investor 

confidence or subject the company to a delisting. SEC will punish companies unable to meet 

the requirements, if a company states that some processes, tests or controls are not working. 

Furthermore if company gets caught in a false statement about its controls mechanisms and/or 

if the information in financial statements is incorrect due to the lack of controls or tests a high 

penalty may be issued. 

 

Interviewee One described that challenges concerning processes to produce financial infor-

mation are related to technology infrastructure since cross-listed companies are under far 

greater public scrutiny and will have a range of continuing obligations with which to comply. 

The findings from the textual data point out that any weakness in systems or failure to comply 

with regulations could cause management public embarrassment, reputational damage, and 

the potential for company and personal fines.  

 

Findings from interviewee One draw attention to the fact that the challenges for Finnish com-

panies are created by the accelerated reporting schedule. These challenges are only further 

exacerbated if the technological platforms are not uniform across different entities. Being a 

listed company it is a preconditioned that the whole group has the same technological plat-

form for accounting and reporting. In this uniform accounting system headquarters has direct 

access to the financial information and it is not dependent on confirmations from local ac-

countants or auditors. Both the need for a uniform technological platform and the transition 

process to implement new system throughout organisation is an enormous challenge for a 

company. 

 

The findings from textual data showed additional important issues relating to the changes in 

preparation to produce financial information and changes in audit processes. If there is a need 

to change independent auditors from smaller or a regional accounting firm to nationally rec-

ognized public accounting firm, it should be switched prior to IPO. It might be a lengthy pro-

cess since the financial statements might need to be re-audited for all of the prior years that 

will be included in registration statement. It may be more difficult to have a two- or three-year 

audits performed as part of the process of cross listing since it may not be feasible in a situa-

tion when the company has significant inventory levels. To be able to issue a true and fair 

opinion for each of the years under audit, the auditor should observe and test the annual phys-
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ical inventory count or stocktake. Also, the income results and trends may not be as expected 

due to material audit adjustments or the financial statements may not be sufficient for an IPO 

and there fore it may be required to retrospectively adopt an accounting policy if the financial 

statements are prepared on a historical basis.  

 

When a company lists in the U.S., the financial statements have to be audited in accordance 

with the PCAOB. There is one finding from interviewee Three concerning Finnish companies 

that the first year audit may be laborious since the IFRS under IASB allowed in the U.S. dif-

fer slightly from the European IFRS and the reconciliations should be created. Further issues 

can also arise for separate financial statements of subsidiary business that may have been pre-

viously audited in accordance with American Institute of Certified Public Accountants´ 

(AICPA) standards. 

 

4.3.3 Critical factors 

 

Both textual data and finding from interviewee One highlight that it is critical to begin the 

cross listing process with a thorough assessment. All ideas from different perspectives should 

be brought together to assemble the framework with all the issues and requirements that needs 

to taken into consideration. A company should fully weight up the advantages and disad-

vantages along with group of different kind of trusted advisors with a variety of expertise 

such us auditors, counsellors, financial and accounting personnel. It is also highly advisable to 

thoroughly discuss the matter thoroughly in-house. Furthermore, interviewee One points out 

that in the case of a company operating globally, they should contact the local accounting and 

finance personnel with the local auditor to examine what local requirements should be taken 

into account in the preparation for the SEC requirements. Companies need to objectively as-

sess their readiness for life as a public company. Cross listing requires management to be pre-

pared to meet shareholder and market expectations from day one. Companies will need to 

address on-going compliance and regulatory requirements, operational effectiveness, risk 

management, periodic reporting, and investor relations. 

 

The findings from textual data demonstrate that thinking through these requirements in ad-

vance and developing an appropriate plan allows a company to identify and resolve issues at 

an early stage and to understand the various compliance time frames, but also to take ad-
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vantage of the timing to strategically plan implementation. The advance planning minimizes 

the impact of potentially unpleasant surprises and a company is prepared to benefit from any 

positive market movements. Only with the help of a comprehensive pre-IPO readiness exer-

cise can the company handle the complexities of the IPO transaction that will reduce unex-

pected post-IPO issues. 

 

Findings from textual data emphasise that a key factor in the listing process has been the qual-

ity of the leadership. It is vital to ensure that the board of directors as well as management has 

the right blend of experience and skills. This may require adding individuals with public 

company experience in finance especially the CFO. This should be taken into account that 

during the pre-filing period. Management’s intimate knowledge of the company is important 

in telling an accurate and complete the story of the company in the registration statement. 

Another critical issue relating to management is their commitment to the time and effort in-

volved in meeting the registration requirements, conducting analyst and other investor-facing 

meetings, and providing financial reports required by both the SEC and shareholders on a 

timely basis. They must also be prepared to upgrade the company’s system of management 

controls and financial reporting well in advance of the offer to ensure compliance with full 

disclosure requirements and shorter financial reporting deadlines. All of these demands on 

management are necessary to maintain credibility and investor confidence after the IPO. 

Management is also the link between the IPO team and the company’s board. The board 

should be fully supportive of the IPO. It will have to sign the registration statement and take 

on securities law exposure as a part of the process. 

 

A company have to meet additional requirements and continuing obligations as a public com-

pany that may require new skill sets and additional resources. Both textual data and the inter-

view with interviewee One show findings that highlight the importance of the addressing ac-

counting and financial reporting matters prior to becoming a public company. Some examples 

of this are the converting of the accounting policies to IFRS plus converting the financial 

statements in line with the requirements and legal matters. It is relevant to evaluate the capa-

bilities and staffing in the accounting and a finance department to make sure the company has 

the necessary personnel to understand and manage these additional responsibilities. Further-

more, it is essential to consider hiring additional employees, other than management, who 

have suitable experience in SEC reporting. 
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The findings from textual data contain additional issues relating to resources. The listing pro-

cess involves companies to strike the right balance between internal and external resources to 

ensure appropriate knowledge retention after the registration is complete. This must be done 

while enabling management to focus on running the business. It is crucial that company iden-

tifies the key players in the IPO team early, as there will be a lot of demands on the compa-

ny’s key resources at peak times, at which point it may be too late to bring in temporary assis-

tance. To establish and enhance the credibility among the investing public, the company 

should build relationships with auditors, lawyers, underwriters, and accounting advisors. The 

SEC will also play a significant part in the IPO process. Keeping in mind the impact that the 

SEC can have on the company’s registration process is an important factor when choosing the 

advisors that will assist in the IPO process. It is also essential to define the responsibilities and 

tasks of every participant in IPO team throughout the process. The findings from PwC (2011) 

corroborates the importance of engaging qualified, independent auditors long before the IPO 

cannot be overstated, particularly if a company has never had its financial statements audited 

before. The first audit of many young and expanding companies often discloses accounting 

and financial reporting problems that must be resolved before the registration statement can 

be filed. 

 

It is important that company should conduct its business through a clear organisational struc-

ture, which is suitable for public investment. The findings from Deloitte (2012) show that a 

company should take inventory of its processes and infrastructure to be able to make any nec-

essary changes in advance. The company should carefully consider how its current business 

structure might affect the increased financial reporting requirements of a public entity. Con-

siderable tax, legal, and financial systems work may be required to reorganise the various 

entities through mergers, liquidations, and other restructurings. Some companies planning to 

go public have to make significant changes to their organisational or capital structure.  

 

There are many critical issues for a successful IPO of foreign issuer relating to financial in-

formation such as accounting, reporting and SOX compliance. Interviewee One points out that 

the financial information should be prepared in accordance with IFRS or with some other 

GAAP, which is comparable with IFRS and US GAAP concerning also the subsidiaries 

around the world. Furthermore, the findings show that in the case of Finnish companies the 

balance should only contain such asset and liability items, which are convertible and identifi-

able and are the property of the company. There often might be properties associated with 
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owners such as boats or cottages, which should be eliminated prior to the IPO. PwC (2011) 

highlights that the company should also review its compensation design to ensure that it is 

competitive and can stand up to public scrutiny. 

 

The findings from textual data add value for the audit process. Audited financial statements 

are seen as important because they enable the resolution of potential disclosures and account-

ing issues in advance. The existence of audited financial statements gives a company in-

creased credibility. It is easier and more cost efficient to perform audits on financial state-

ments in the normal course of business, rather than shortly before going public. There might 

be nasty surprises if multiple-year audits are conducted. These will bring high costs especially 

if the reconstructed financial statements and figures show the company may be performing at 

a level below expectations. Additionally, a company should keep adequate records to be able 

to determine quarterly results, if necessary. 

 

Processes for future operating projections should be in place. The findings from textual data 

highlight that it is essential when selling the success story to the lead underwriters. The man-

agement team will need to clearly articulate a compelling strategy to the underwriters and 

potential investors to help realise a valuation reflective of company’s potential. The company 

should get into the habit of preparing realistic budgets, updated forecasts, and be able to artic-

ulate why variances have occurred. The ability to meet its own earnings estimates and ana-

lysts´ earnings estimates should already be taken into account in the planning and preparation 

phase. This may have a significant impact on company´s share value. Therefore, accurate 

budgeting and forecasting is critical for a successful IPO, as the market gives very little mar-

gin of error in that area and punishes the share price for any significant underachievement. 

 

Findings from interviewee One show the importance early well-planned processes from the 

closing of the accounts all the way down to the reporting schedule. It is key to select the per-

sons responsible for preparing and providing the on-going financial analysis for management. 

Deloitte (2012) points out that in addition, major balance sheet items (e.g., accounts receiva-

ble and inventory) should be supported with appropriate analysis. With timely financial re-

porting processes managers can discipline themselves to analyse operations and results more 

frequently and accustom themselves to the pressure of quarterly performance evaluations. 

This level of preparation is an important step in avoiding financial surprises. In addition to on-

going reporting requirements it is important that management is able to describe in the 
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MD&A in-depth, especially such items as financial information but also significant environ-

mental exposures, and other risks and uncertainties. 

 

The findings from textual data emphasise that the company is strictly liable for the infor-

mation in the registration statement and so great care must be taken in its preparation. Since 

directors and officers who sign the registration statement also may have liability for mis-

statements or omissions in the registration statement and prospectus, they are responsible for 

ensuring the accuracy of the information included in the registration statement. 

 

Once all the processes of the company have been mapped it is important that management 

begin to design, implement, and document its internal controls over financial processes as 

early as possible to allow time to implement and adequately assess the effectiveness of those 

controls. The implementation and on-going monitoring of these controls should be an im-

portant focus of the entire organisation from top to bottom. Finding from interviewee One 

shows that from the Finnish perspective it will require significant involvement and training 

from management as well as the general overall monitoring from a company’s audit commit-

tee. Companies should discuss their obligations under the various regulations with their legal 

team and accountants at the beginning to set out the obligations and ensure they can be met.  

 

4.4 Other cross listing challenges 

 

The final theme is the challenges of cross listing not directly related to financial information 

such as increased costs, the role of management, market recognition and the pressure for per-

formance. All research participants agree that the challenges for companies are to properly 

evaluate that the cost-benefit ratio of cross listing. In addition, listing costs include underwrit-

ing fees which are significant on-going expenses and these require financial information on 

regular basis plus the expense of an independent auditor and administrative and investor rela-

tions costs. PwC (2011) highlights that there will also be increase in insurance due to the 

premiums for directors’ and officers’ liability insurance. Furthermore, compliance-related 

costs will also increase in relation to the SOX requirements.  

 

All findings highlight the importance of management during the listing process and it should 

not be underestimated. There are numerous multi-layered challenges management face, which 
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must be thoroughly considered, evaluated and acted upon by management during the listing 

process. To gain creditability with the investing public management should function well as a 

team and be tangible representatives of the company. Interviewee Three points out that it is 

not a natural role for a Finnish executive. Another significant finding from interviewee Three 

shows that the success of a company comes down to management and its ability to make cor-

rect timely decisions along with motivating and inspiring employees. This is more often relat-

ed to small companies. These should be taken into consideration during the listing process 

especially in road shows to attract investors since investors are basically investing in the man-

agement team and entrusting their money only to a team with strong leadership. Therefore 

management should have the ability to inspire confidence among employees developing and 

enhancing relationships with its stakeholders. Deloitte (2012) underline that the challenge is 

also to attract and retain top talents and ensure an adequate labour supply to support the 

growth plans. It is crucial for the investing public that the management and employees have a 

vested interest in the company´s future. 

 

Investors generally place enormous weight on their perceptions of management’s abilities, 

which are highly scrutinized. Findings from interviewee One show additional challenges relat-

ing to Finnish management in that the listing might substantially change their way of acting. 

The workload increases due to the listing and management should have the ability to delegate 

and concentrate only on high-level strategic issues. It is also recognised as a capacity issue in 

that the management should manage many things simultaneously. On the other hand, listing 

will distract from the day-to-day business and the challenge is to ensure that the listing pro-

cess will not weaken the company´s overall business. 

 

The findings from textual data show that management should posses more advantageous 

characteristics. The key executives should have the invaluable experience of being in a public 

company. A company should require greater transparency in managing the business and com-

plying with all the formal requirements imposed by federal securities laws. Interviewee One 

highlights that from a Finnish point of view, there might be a need to replace key executive 

just before or after the listing, which will potentially affect the company’s market competi-

tiveness and raise concerns amongst potential investors. The departure of key executives will 

erase the company´s historical knowledge bank because new employees are not familiar with 

the company, its processes and its risks. The overall risk will increase along with the possibil-

ity to fail. 
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All findings support the challenge of the market recognition. A company should have reached 

the point where prospects for maintaining strong sales and earnings growth trends in the fu-

ture are reasonably good. There is always uncertainty about the attractiveness of the company 

on the market, which is even greater for small companies. Therefore company’s products or 

services should be highly visible and of interest to the consuming and the investing public. 

The product life cycle is the key issue. It should not wilt immediately and the business should 

not be concentrated too much on development on the costs and in turn profitability. There 

should be evidence of the ability to generate revenues with diversified products and also the 

ability to develop new products to continue growth. Interviewee One describes this is as a 

challenge for Finnish companies especially in the IT industry because they start off very small 

and it is unusual or rare that they will grow into a global company. 

 

In general the growth strategies should be substantially big enough to benefit from cross list-

ing. Findings from the textual data underline the fact that being a listed company considerable 

on-going pressure for even greater performance is created as a result of shareholders expecta-

tions of steady growth especially in such areas as sales, profits, market share, and product 

innovation. Thus, in a publicly held company, management is under constant pressure to deli-

cately balance short-term demands for growth with strategies that achieve long-term goals. 

The inability to meet analysts’ expectations of short-term earnings can dramatically hurt the 

market place’s long-term valuation of a company. 
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5 DISCUSSION AND CONCLUSION 

 

The aim of this study was to investigate the cross listing phenomenon and how cross listing 

on the U.S. exchange will change the financial reporting for a Finnish company. Firstly as it is 

very rare phenomenon from the Finnish perspective, the intention was to shed light on the 

available sources Finnish companies have when making the decision to cross list. There are 

certain requirements ruled by the SEC concerning cross listing in the U.S. These registration 

and on-going requirements for financial reporting are presented at a general level. These re-

quirements also define the actions companies should take prior to the IPO. Based on the re-

quirements and on the experience of Finnish and U.S. practitioners, the aim was to establish a 

model for the phases in the process. These models should be utilised when companies are 

making decisions, planning and preparing for cross listing. Each phase contain challenges and 

critical factors especially for Finnish companies. 

 

 

Figure 1. Key phases of cross listing 

 

The cross listing process itself contains very little research in the literature. However, the ef-

fects of cross listing have been extensively studied. The results of this study generated fairly 

uniform process phases for cross listing such as assessment, decision, planning, preparation 

and execution. In this section the phases are handled in more detail giving an in-depth under-

standing of the ex-ante characteristics affecting the ex-post consequences of cross listing. 

 

5.1 Informed decision 

 

Cross listing is a phenomenal decision for a company. It is a one-way process binding a com-

pany to stricter requirements. It is also compared to a one-way process as taking the company 
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private again is a lengthy and costly process. Therefore the decision of cross listing has to be 

well grounded so that the value benefits of being public will exceed the costs involved. Also 

the results of this research points out that the decision part is an important phase in the cross 

listing process. To be able to make informed decisions is seen as critical so that companies 

assess the requirements, advantages and disadvantages of cross listing with trusted advisors. 

These advisors should represent different fields and perspectives. It is important to incorpo-

rate into the discussions both internal and external advisors. In the best-case scenario, a com-

pany could conduct benchmarking among companies that are already gone through the pro-

cess. The critical factor is to gather an extensive framework of all the related issues and estab-

lish a conceptualisation of the more complex issues. Based on this framework, the company 

can construct a readiness assessment of its current state and intent to cross list.  

 

Table 6. Key issues in assessment and decision phases 

 

 

  

In the literature the main value benefits of the cross listing have been documented as better 

growth opportunities, lower cost of capital, higher quality information environment and bond-

ing. These are seen as advantages for cross listing. Controversially, the increased costs and 

the effort required from management are seen as challenging for cross listing. The value bene-

fits of the cross listing are presented in more detail and compared to the findings.  

 

The growth opportunities are seen as a consequence of increased visibility and credibility 

(Merton 1987; Foerster et al. 1999; Burton et al. 2006; Bae et al. 2008; Hail et al. 2009), 

� Value benefits � Listing choice
− Growth opportunities − Private placement
− Cost of capital − OTC listing
− Financial information environment − Exchange listing
− Bonding

� Challenges � The date of IPO
− Pressure on management
− Market recognition

� Requirements

ASSESSMENT DECISION
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which may lead to an increase in the investor base (Hail et al. 2004; King et al. 2004). The 

visibility attracts investors to be interested in the company or industry increasing the inves-

tors´ recognition and following. The better liquidity leads higher valuation of the company´s 

shares. The increased visibility also enables to broaden customers’ recognition on the market. 

The active trading in the U.S. market relative to home market will increase the valuation of 

company. Credibility enhances due to the reliable and transparent information of the compa-

ny. Therefore cross listing in the U.S. enables companies to finance subsequent investments 

and growth (Pagano et al. 2002). The result of this research corroborates the literature. 

Through cross listing in the U.S. the company enhances its reputation and its investors´ 

awareness of the company. A broader peer group of companies operating in the same industry 

may lead to a higher valuation of a company compared to the valuations in Finland. In addi-

tion, Finnish companies see it as critically important to have the main market in the U.S. in 

order to fully gain from cross listing. They might want to expand operations in the U.S. 

through M&A operations. By cross listing companies can acquire other companies using their 

publicly traded shares as a currency. The findings from Tolmunen & Torstila (2005) corrobo-

rate this result. European companies are significantly more active in acquiring US companies 

than are their domestically listed peers. After cross listing, the M&A activities financed with 

equity increases. 

 

Cross listing reduces a company´s cost of capital. (Merton 1987; Hail et 2004; Lambert et al. 

2007; Hail et al. 2009) The reduction of information asymmetry has the effect of lowering the 

cost of capital due to less uncertainty. Therefore increases in disclosures and requirements of 

SOX have positive effects on lowering the cost of capital. The value benefit will be acquired 

through an increased investor base and a higher market value of the company. The increased 

liquidity positively affects analysts´ expectations for future cash flows indicating higher 

growth opportunities. These effects of growth opportunities remain robust, but show limited 

benefits for the cost of capital for companies coming from a common law origin with strict 

disclosure requirements and strong investor protection. This limited benefit is consistent with 

the bonding hypothesis. Scandinavian civil law origin is documented to be placed in the mid-

dle measured with the legal protection of investors and developed capital markets. (La Porta, 

Lopez-de-Silanes, Shleifer & Vishny, 1997; La Porta, López de Silanes, Shleifer & Vishny, 

1998) This is examined through two constructs – firstly with the legal rules covering investor 

protection and secondly with the quality of law enforcement. The results point out that the 

U.S. capital markets offer a more liquid market place, which may lead to higher valuations of 
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the company. The liquidity enables better opportunities for larger amounts of funds to finance 

growth. The results do not show evidence of lower information asymmetry achieved by cross 

listing. However, it could be seen as a less significant benefit for companies coming from a 

Scandinavian civil law origin. 

 

Cross listing also reduces the cost of debt, when companies are able to increase their capital-

raising activities with better terms to fund growth. (Pagano et al. 1998; Doidge et al. 2009) 

Cross-listed companies are able to borrow from a larger number of banks reducing the con-

centration of borrowings. They also have a stronger bargaining position. When companies 

have greater access to external capital, they become less credit-constrained due to the better 

information production. The results are definitely consistent with the literature. This is espe-

cially true when the benefit is recognised for Finnish companies operating in the U.S. Those 

companies have a wider range of capital instruments and they are not dependent on small 

group of borrowers. It is also seen that they have better access to external capital with U.S. 

banks as cross listing increases the company´s credibility in the U.S. market. 

 

It is widely examined that cross listing will enhance the financial information environment of 

a company. Stricter regulations arise from reducing information asymmetry. (Merton 1987; 

Foerster et al. 1999; Healy et al. 2001) Complying with the stricter regulations send a signal 

to investors that a higher value company currently exists. (Fuerst 1998; Lang et al. 2003a) 

The stricter regulations also enhance a company´s credibility in the U.S. capital market. 

(Ramsay et al. 1995; Bae et al. 2008; Hail et al. 2009) The higher quality financial infor-

mation leads to increased analysts followings. This enables investors to better forecast future 

earnings. (Leuz 2003a; Lang et al. 2003a) The increased analyst coverage leads to an increase 

in a company´s investor base. (Merton 1987) The results corroborate the point that the legal 

environment relating to investor protection in the U.S. supports the company´s ability to pro-

duce a higher quality financial information. Due to the stricter regulations the financial infor-

mation is seen as realistic and undistorted. However, the Finnish results do not support the 

fact that the value benefit element is material. The cost of producing the higher quality finan-

cial information is seen as higher than the potential benefits.  

 

Likewise the cost element generates contradictory evidence in the literature. The compliance 

with the accounting and disclosure requirements is seen as a significant cost factor and chal-

lenge for cross-listed companies. (Biddle et al. 1989; Saudagaran et al. 1992; Fanto et al. 
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1997; Lin 2007) However, cross-listed firms with less financial information are less valued in 

the market. The lower valuation is generated from the increased compliance costs. The result 

is referring to the bonding hypothesis.  

 

The materiality of the value benefit might strengthen over the years through the SEC´s at-

tempt to harmonise the standard requirements. Currently, it is already allowed for foreign pri-

vate issuers to comply with the IFRS issued by the IASB. (SEC, 2015) Furthermore, the ac-

commodations for foreign private issuers (Table 3) and companies under the status EGC will 

benefit from the reduced costs of fulfilling the requirements. (SEC, 2015) There is already 

evidence that the elimination of the reconciliation requirement enhances cost savings, which 

outweighs the concern of information loss leading to decreased information asymmetry. 

(Chen et al. 2014; Chen et al. 2015) However, the effect on investor recognition leaves ave-

nues open for further research. 

 

There is contradictory evidence in the literature concerning the bonding hypothesis. Con-

sistent with the hypothesis, those companies from jurisdictions with weaker institutional 

structures benefit more from cross listing in the U.S. (Hail et al. 2004; Hope et al. 2007; Hail 

et al. 2009) Companies tying themselves to stricter regulations by cross listing enhances the 

investors´ recognition of a company. The increase visibility may lead to the liquidity of com-

pany´s shares and an increase in investor base. The liquidity decreases the cost of capital in-

creasing the valuation of the company. Companies from jurisdictions with weaker institution-

al structures are more likely to cross list if they have a large demand for equity capital benefit-

ing from reputational bonding. (Reese et al. 2002) In addition, growth opportunities are more 

valued for cross-listed companies from jurisdiction with weaker institutional structures and 

less valuable the more active the home market trading. (Doidge et al. 2004; King et al. 2004) 

 

Contradictory to the hypothesis, companies from jurisdictions with stronger institutional 

structures receive higher valuations through cross listing in the U.S. (Doidge et al. 2004; King 

et al. 2004; Hope et al. 2007) The higher valuations are achieved through lower costs of com-

pliance. Therefore those companies are more likely to cross list in the U.S. albeit the cost of 

capital benefit is seen as limited for companies from jurisdiction with stronger institutional 

structures, the ability to generate growth remains. (Hail et al. 2004) 
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The results indicate that the bonding hypothesis is not seen as material for Finnish or Europe-

an companies. The results are argumented with functioning local capital markets. Although 

according to La Porta et al. (1997) and La Porta et al. (1998) the Scandinavian civil law origin 

presents the middle stage of institutional structures. Based on the literature there could be val-

ue benefits of bonding due to the stricter regulation affecting liquidity, valuation and growth 

opportunities. The lacking of this opinion for the value benefit of bonding may be derived 

from the change in Finnish legal rules covering investor protection and quality of law en-

forcement. However, the bonding is seen as potentially material for corporations, which have 

entities in jurisdiction with weaker institutional structures. It might be possible to gain greater 

credibility among U.S. investors, when corporation globally tie themselves to stricter regula-

tion through cross listing in the U.S.  

 

When assessing the advantages and disadvantages it is critical to consider the challenge exec-

utives face during cross listing. The time and effort executives need to put into preparation 

simultaneously with the normal course of business is immense. (Burton et al. 2006) The re-

sults of this study corroborate the challenge executives face in the cross listing process. Addi-

tionally, it was highlighted that it changes the way executives operate. Due to the increased 

workload it is critical, especially among Finnish executives, to be able to prioritise and con-

centrate on higher-level issues. To attract investors´ recognition executives should show char-

acteristics as representative and credible. Especially with small companies it will be further 

emphasised, as investors basically buy the abilities of management team when entrusting their 

money on a company. It is essential to have an experienced executive team. There is the ever-

present risk that if many executives need to be changed prior to cross listing, the tacit 

knowledge of company such as its processes and risks disappear.  

 

In addition to the assessment of attaining the investors´ confidence about the leadership, prior 

to cross listing it is critical to assess the company´s market recognition as the company´s abil-

ity to endure the pressure for performance. There is always uncertainty of attractiveness of the 

company among investors. Therefore it is critical to have the products and services visible in 

the target market and take into account the life cycle of the products or services. It is also crit-

ical in the first place to show past revenue but also the ability to maintain strong sales and 

earnings growth. It is key to be able to meet the analysts´ forecast for earnings in the short-

term but also to be able to achieve the long-term goals of growth strategies.  
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After the preliminary assessment has been conducted and the company is committed to con-

tinue with the cross listing process, it is important to survey the requirements and aspects of 

the cross listing choice. The foreign private issuers have three possibilities – Private place-

ment, OTC listing or exchange listing in order to enter to U.S. capital markets with ADR cer-

tificate. Each choice has different regulatory consequences affecting the company´s reporting 

requirements with the SEC. The different regulatory consequences affect the value benefits of 

cross listing. 

 

Private placements under Rule 144A do not require any registration nor do they require addi-

tional disclosures to home country disclosures. It is shown to have a positive valuation effect 

indicating growth opportunities. (Hail et al. 2004) However, it shows an increased cost of 

capital effect. (Hail et al. 2004; Hail et al. 2009) The increased cost of capital is explained by 

an increase in information asymmetries, as it requires private communication with selected 

investors. (Hail et al. 2004; Doidge et al. 2004; Doidge et al. 2009) Due to the loss of private 

control benefits and lesser costs, companies from jurisdictions with weaker institutional struc-

tures are more likely to be placed privately. (Doidge et al. 2004; Hope et al. 2007) The results 

indicate that Private placement should not be considered as an option for Finnish companies. 

It shows effects on improved ability to exploit and generate growth opportunities and de-

creased cross listing costs. However, the results corroborate the information asymmetry theo-

ry and the inability to attract a wider range of investors, which could lead to increased liquidi-

ty with company´s shares. Therefore the loss of the private control benefit is not seen as a 

challenge. 

 

OTC listings are exempt from the SEC´s filing requirements apart from the registration state-

ment. It shows evidence of the reduced cost of capital effect for companies. However, the 

effect is statistically less significant. (Hail et al. 2009) It shows a positive valuation effect in-

dicating growth opportunities. (Hail et al. 2004) It is an attractive option for companies from 

jurisdictions with weaker institutional structures due to the loss of the private control benefit 

and minor costs. (Doidge et al. 2004; Hope et al. 2007) This study confirms that entering into 

the OTC market can be attractive, especially for smaller Finnish companies. The attractive-

ness is explained by minor compliance costs. However, the benefit of attracting institutional 

investors´ is uncertain, as it is an unofficial exchange. Therefore the positive value benefits of 

reduced costs of capital and growth opportunities are uncertain. 
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The exchange listing has the full filing requirements with the SEC. Exchange listed compa-

nies receive higher valuations because of lower information asymmetries (Hope et al. 2007), 

the reduced cost of capital (Hail et al. 2004; Hail et al. 2009) and better growth opportunities 

(Hail et al. 2004). Companies from jurisdictions with stronger institutional structures receive a 

higher valuation due to the lower costs of compliance. (Hope et al. 2007) Controversially, the 

exchange listing shows smaller benefits for companies from jurisdictions with stronger insti-

tutional structures. This is explained by the inability to benefit from stricter regulation and 

higher enforcement relative to the home country according to the bonding hypothesis. (Hail et 

al. 2004; Hail et al. 2009) The results of this study validate the theory that exchange listing is 

most attractive for Finnish companies. The possibilities are seen as greater because of more 

liquid market place and increased cognizant among investors. These benefits of exchange 

listing are greater than the increased costs and the loss of private control benefit. 

 

After assessing the value benefits, challenges and requirements of cross listing, the company 

is able to make an informed decision to cross list. When the decision is made, a certain esti-

mate for the IPO momentum has to be set. The timing plays an immensely important role in 

the process. It is extremely important to begin as early as possible to be able to identify and 

resolve the complex issues during the planning and preparation phase. It is also essential that 

the whole organisation is committed to the cross listing decision, especially the board of di-

rectors and management. 

 

5.2 Comprehensive and proactive planning 

 

It is vitally important that the company understands and addresses any gaps between its cur-

rent status and requirements before cross listing. The comprehensive planning provides the 

basis for the preparation phase. In planning phase the requirements should be proactively tak-

en into account for registration and the on-going reporting. The magnitude of the required 

improvements will determine the number of resources required. 
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Table 7. Key issues in planning phase 

 

 

 

The accounting standard choice determines the actions in the planning phase. The SEC set the 

alternatives for accounting standard choice (Table 1) for foreign private issuer. The unified 

accounting standard requirement protects U.S. investors from misleading financial infor-

mation reducing information asymmetries. (Hope 2003) It is stated that cross listing will im-

prove the quality of financial information. (Lang et al. 2003b) Companies accept higher levels 

of investor protection through cross listing. Due to stricter legal enforcement companies are 

less likely to manage earnings. (Lang et al. 2003b; Leuz, Nanda & Wysocki, 2003) Investors’ 

recognition and information asymmetries are important aspects, when companies select the 

accounting standard. The accounting standard choice affects the analysts following of the 

company. In general, when the accounting standard is significantly different to the investors 

the analysts’ following is lower. (Bae et al. 2008) This is consistent with the evidence that 

higher levels the US GAAP conformity lead to greater levels of U.S. institutional investors. 

(Bradshaw et al 2004) 

 

Companies that use some other accounting standard than US GAAP should address the con-

cerns about the differences and materiality of the financial information. Taking into account 

the costs effect of producing the financial information, especially if the accounting standard is 

different to the standard in the home country. The materiality of reconciled financial infor-

mation presents contradictory results both showing non-materiality for the reconciliation to 

US GAAP (Adams et al. 1999) and materiality for reconciliation to US GAAP due to the 

earnings management (Lang et al. 2006). The differences between IAS and US GAAP are 

examined showing non-materiality (Adams et al. 1999; Street et al. 2000; Leuz 2003b; Am-

pofo et al. 2005). Both accounting standards exhibit similar quality of financial information 

reducing information asymmetries. Furthermore, the elimination of the reconciliation re-

� Address issues of requirements � Resources allocation
− Standard choice
− Organisational structure � Preparation timetable
− Disclosures and MD&A
− Provisions of SOX

PLANNING
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quirement for IFRS filers does not have a uniform effect in the information environment of 

cross-listed companies. (Kang et al. 2012)  

 

The results of this study corroborate the opinion in the literature that Finnish companies 

should select IFRS as their accounting standard choice. It is justified with the familiarity of 

using the standard and therefore the cost of producing the financial information is lower. 

Based on the literature it can be assumed that it produces a similar quality of financial infor-

mation and therefore is not causing information asymmetries among U.S. investors. Further-

more, it is not affecting loss of investors’ recognition toward the company. The results show 

that the standard choice may be challenging for Finnish SME using local GAAP. It requires 

greater assessment of the current state and requirements. 

 

As the (Table 2) shows, the most frequent differences between US GAAP and IAS are related 

to accounting policies such as valuation methods. It is crucial to assess that the accounting 

policies of the company are suitable for listed companies. The accounting policies should also 

be reflecting the practices among peer group of companies in the U.S. Furthermore, it is im-

portant to document the accounting policies throughout the organisation. The documentation 

is both challenging and crucial, especially for Finnish SME. The challenge is caused by the 

need to identify the asset items. How to convert the items, if the local GAAP needs to be 

changed to be IFRS compliant? The financial information of a cross-listed company will be 

under greater scrutiny. Therefore it is crucial that the asset items consist of only business re-

lated items. 

 

The SEC (2015) requires separate financial statements for significant acquisition and pro for-

ma financial information. It is already seen as important in the planning phase to consider the 

organisational structure of the company. Which are the material entities, where carve-out fi-

nancial statements need to be prepared? Are there any discontinued operations, which requires 

carve-out financial statements as well? It is vital to identify and dispose of such entities re-

quiring additional work well in advance. The challenge is to establish processes confirming 

the assets, liabilities and relevant revenues and the costs of these businesses.   

 

In the planning phase is vitally important to understand and identify the requirements for ad-

ditional disclosures required from listed companies. As stated in the literature cross-listed 

companies are required to disclose a greater level of sensitive information on its financial 
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condition. That information might even threaten the competitive edge of the company, espe-

cially companies who rely on R&D. (Pagano et al. 1998) The results of this research are con-

sistent with the literature defining the preparation of the MD&A as a challenge for Finnish 

companies. This is most challenging for Finnish SME, which have not been required to sup-

ply additional disclosures before. As the results state, although European MD&A has become 

closer to the MD&A ruled by the SEC, more narrative explanation of the financial condition 

or the changes in financial condition is required. The MD&A offers the management´s opin-

ion on the state of the company and its operations. The past performance indicates the future 

performance. (SEC, 2015) Higher level of disclosures increase the forecast accuracy. In-

creased forecast accuracy reduces the analysts´ uncertainty about future earnings leading to a 

higher level of analysts´ following. (Hope 2003) Despite of the loss of privacy and the costs 

of producing the extended disclosures, the importance of the disclosure level should be as-

sessed as early as in the planning phase. As the results of this study show, the substantial chal-

lenge for Finnish companies is the recognition of the company in the U.S. capital market. The 

level of disclosures is more important when analysts´ following is low. (Hope 2003)  

 

The provisions of SOX have changed the requirements for the financial reporting of cross-

listed companies in the U.S. The greater requirements are concentrated on the management 

and the auditors of the company. Management is required to assess the effectiveness of the 

company´s internal controls over financial reporting. Furthermore, the independent auditor is 

required to attest to the effectiveness of the internal controls over financial reporting in the 

financial statements. (SEC, 2009) The results corroborate that the change in the internal con-

trol environment is essential, challenging and time-consuming. In the planning phase, it re-

quires understanding the impact of the requirements. This is achieved by discussing the obli-

gations and how they will be established with a set of trusted advisors. These actions required 

in planning phase are mapping all the necessary processes of the company.  

 

As there is a limited amount of literature on the cross listing process itself, the importance of 

resource allocation cannot be evidenced. The results of this study highlight the fact that the 

resources are an important part in the cross listing process. It is critical for companies to bal-

ance between internal and external resources. In the planning phase it is important to assess 

the level of knowledge of resources and select the professionals to be involved in the cross 

listing process. It requires a management team, which is SEC experienced. Cross listing re-

quires adequate knowledge of the SEC requirements among financial personnel. To be able to 
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meet additional requirements and continuing obligations, the accounting advisors play an im-

portant role by guiding and supporting the cross listing process. There are also requirements 

for the company´s independent auditors. In certain cases there is also a need for a change in 

accounting firm in order to have SEC experienced auditor. The change may bring unwanted 

surprises to the content of financial information and the costs. Resource allocation is challeng-

ing especially for SME as they have limited internal resources hence building relationships 

with external advisors is very important. 

 

It is of high importance to establish a good relationship with external advisors at an early 

stage. Together these advisors with both the internal and external resources aim to create an 

understanding of the requirements and the various compliance time frames in order to be able 

to identify and resolve issues well in advance. The comprehensive preliminary assessment 

enables the strategic implementations plan. It also minimises the unexpected post cross listing 

issues.  

 

5.3 Preparations well in advance 

 

The preliminary preparation of cross listing requires an enormous effort from the company to 

evaluate and resolve complex issues relating to accounting, SEC reporting and SOX compli-

ance. Careful preparation and planning enables a company to successfully meet the require-

ments, which are to close and report publicly their financial results on an accelerated timeline 

plus to comply with the SOX requirements. The preparation phase also includes the assess-

ment of resources and assignment the responsibilities. 
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Table 8. Key issues in preparation and execution phases 

 

 

 

Once the company has assessed the differences and materiality between the different account-

ing standard choice (Table 1) taking into account the costs effect of providing the required 

financial information they are able make informed decision on the accounting standard to be 

used in the organisation. The results of this study point out that the IFRS should be the most 

chosen among Finnish companies. The preparation phase is two-folded. A company should 

start with the design and then implement the requirements based on both the registration 

statement (Table 4) and on the on-going filing requirement (Table 3). Companies are required 

to provide financial statements in accordance with IFRS as issued by the IASB (Table 3) cov-

ering previous years. Hence they should start to use the required standard as soon as possible 

after the decision is completed. In the case of previous years financial statements they should 

create a track records by documenting the reconciliations from previously used accounting 

standard to IFRS. In addition, documentation and instruction of IFRS should be established 

throughout organisation. Companies should pay careful attention to create internal processes 

for generating reliable and meaningful monthly financial statements on tight reporting sched-

ule. Hence when the month-end closes are soon approaching, this changes the cut-off times 

for sales and purchases. The mechanism for accrual accounting should be established taking 

into account the VAT compliance. Due to the tight reporting schedule companies should 

evaluate the ability of the current technological platform. The results of this study suggest that 

� Processes for financial information � IPO
− Track records − "All hands" meetings
− Documentation − Registration statement
− Technology − Due diligence
− Audit requirement − Comfort letter

� Processes for reporting � Resources and responsibilities
− Month end closes
− Voluntary disclosures � Window of time

� Processes due to SOX 
− Internal controls
− Testing functions
− Training of personnel

PREPARATION EXECUTION
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there should be a uniform technological platform for accounting and reporting throughout 

organisation. Technological changes may be required, where the challenge of the transition 

process is enormous. Communication of the requirements and the challenges is vital through-

out the organisation. It is also important that personnel are committed to the changes and un-

derstand the importance of following them. 

 

The SEC requires that financial statements included into registration statement should be au-

dited. (SEC, 2015) The results of this study highlight the importance of the auditor´s presence 

at an early stage. If the current auditor needs to be changed to a PCAOB registered auditor, 

the previous years´ financial statements in registration statement need to be re-audited as well. 

There might be unwanted surprises, which stress the importance that the audit should be con-

ducted in the normal course of business rather than shortly before cross listing. In addition, 

there is more time to resolve potential accounting issues in advance. The audited financial 

statements also increase the company´s credibility on the capital markets. 

 

Transparency in reporting will create greater market trust, which in turn is reflected in the 

value of company´s share price. The literature shows that companies disclosing more infor-

mation are more valued. (Lin, 2007; Hope et al., 2007; Lambert et al., 2007) Higher level of 

disclosures leads to a greater analysts´ following, as investors can better forecast a company´s 

future performance. (Hope, 2003) The preparation for a higher-level of disclosures is seen as 

important in the results of this study. Attention should be paid to the mechanism of how to 

gather the information throughout the organisation and how to establish an efficient planning 

and analysis function. The matter of trustworthiness should not be underestimated, as there is 

very little margin for errors in the market. It is also important to take into consideration the 

accelerated closing timetable because of the tight reporting period. Therefore a company 

needs comprehensive documentation and instruction throughout the organisation. 

 

The American MD&A requires more analyses on performance behaviour, exposures, risks 

and uncertainties. Hence this is critical so that companies´ design and implement processes 

are reliable for future operating projections. Companies have to take care that their internal 

needs for the planning and analysis function will be covered. Management needs the planning 

and analysis function to both follow the performance and balance sheet items plus analyse the 

operations to avoid financial surprises.  
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The quarterly financial information is not required from foreign private issuers. (SEC, 2015) 

There might be challenges for foreign private issuers to attract U.S. investors who are accus-

tomed to the availability of quarterly reports. Therefore as the company gains financial so-

phistication, it should begin to prepare the quarterly financial statements. 

 

The additional requirements for management and company´s auditor due to the provisions of 

SOX are to ensure reliable financial information for the capital markets. (SEC, 2009) The 

effectiveness of internal controls has placed additional demands on cross listing companies. 

Literature shows that the cost of SOX compliance exceeds the benefits. (Litvak, 2007a; Lit-

vak, 2007b; Hostak et al., 2013; Li, 2014) The costs effect is more challenging for foreign 

private issuers. (Doidge et al., 2009) The challenge of creating and maintaining strong system 

of internal control is more likely for companies that are smaller, younger, financially weaker, 

more complex, growing rapidly, and/or undergoing restructuring. (Doyle et al., 2007) Howev-

er, the benefit may be the more reliable financial information. Companies show more real 

earning management and less accrual-based earnings management following the passage of 

SOX. (Cohen et al. 2008) The results of this study show that the requirements of SOX will 

change the mind-set Finnish companies and how they operate, as it contains a totally different 

control environment. The passage of SOX will raise the amount of advance preparation and 

planning for successful cross listing in the U.S.  

 

Once the company has mapped all the processes of the company relating to financial report-

ing, management should begin to design, implement and document its internal controls over 

financial processes according to the SOX requirements. It is critical that the controls are thor-

oughly tested, as there are serious consequences if the requirements are not met. It is a great 

challenge not only for the management but the whole organisation. It requires time to imple-

ment and to assess the effectiveness of those controls. The time is also required to train the 

management and other personnel involved. The control environment according to the SOX 

should reach to every entity, which is of material component. The challenge and time required 

is greater, bigger the organisation is. 

 

The preparation phase is also two-folded. First, the company should meet the compliance re-

quirements set for the on-going commitment such as the accounting processes, reporting and 

SOX. Second, the company should be prepared for the IPO. It requires multiple “all hands” 

meetings with persons involved in the process. The company should weigh up and allocate 



81 
 

the resources. It is of high importance that the IPO schedule is well and realistically consid-

ered. There is adequate time to prepare the requirements of the registration statement (Table 

4). The due diligence process is important part of the IPO in order to avoid liabilities under 

the securities laws based on incorrect, incomplete or misleading disclosure. (Clarke et al., 

2007) 

 

The results of this study highlight that the challenge concerning the registration statement is 

the financial information and how to verify it, as it is the descriptive information of the com-

pany´s growth story that is not included in the financial statements. The importance of the 

correctness and accuracy of the financial information in the registration statement should not 

be underestimated. The company has a great liability for misstatements or omissions in the 

registration statement. Furthermore to diminish the liability issue, the due diligence scope 

should be well planned and the company should invest considerable time and effort in due 

diligence investigation. Time and effort is also required to work with independent auditors to 

acquire the comfort letter, which is also one way to diminish the liability issue and gain credi-

bility among investors in the capital market. 

 

Throughout the whole cross listing process, it is of high importance that the company has the 

right blend of expertise and skills both in the preparation and execution phases. In general, a 

company needs to require new skill sets and additional resources. The timing of requiring the 

resources is important. Cross listing requires the commitment of the whole organisation. The 

board of directors should have the vision, where the company is heading. The management 

should understand their responsibilities and be committed to take the company towards the 

goals. This commitment concerns also personnel. Cross listing will change the business cul-

ture of the company. Among Finnish companies, it requires more systematic and a more in-

formed way of acting. 

 

The results of this study corroborate that the time required for the cross listing process should 

not be underestimated. The execution phase takes six to twelve months depending on the cur-

rent state and scope of the company. However, the key success factor in the execution is the 

planning and preparation. The applicable statement is that the company should begin to act 

and function as a public company well before it formally seeks to go public. That means that 

the planning and preparation should begin three to five years prior to the IPO moment. This 
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window of time gives a private company the opportunity to assess the existing processes, its 

readiness to cross list, the availability of the financial information and the market conditions.  



83 
 

6 SUMMARY 

 

Cross listing in the U.S. is an option for Finnish companies to seek out growth opportunities. 

Growth can be achieved by increasing visibility and credibility among U.S. investors leading 

to greater liquidity and higher valuation of company´s shares. Credibility is an important fac-

tor when attracting U.S. investors to invest funds in a company. Cross listing will decrease 

barriers to foreign investments and enable U.S. institutional investors to invest in a foreign 

company. What´s more, the credibility will be enhanced due to the reliable and transparent 

financial information. Companies are obligated meet extensive filing requirements with the 

SEC. They also are subjected to greater scrutiny by the SEC.  

 

This study investigates the experiences surrounding the cross listing phenomenon. The expe-

riences are gathered with a qualitative study method on themes such as the cross listing deci-

sion itself, the choice to cross listing, the cross listing process along with the related challeng-

es and critical factors in addition to other cross listing challenges experienced. The research 

data has been gathered using two approaches through interviews and textual data. The inter-

views have been conducted with Finnish practitioners in the field of accounting and finance. 

The textual data was collected from publicly available publications on the phenomenon by the 

two BIG5 accounting companies worldwide. 

 

The main research question: 

How will the process be established when a Finnish company cross lists in the U.S.?  

 

The main research question could be successfully responded with the existing theories and 

literature relating to cross listing decision and cross listing choice plus with the empirical data 

collected through interviews and textual data. The model for the phases of the cross listing 

process could be established. The model gives comprehensive frame of the issues and pro-

posal for action, which should be considered when companies are making decisions, planning 

and preparing for cross listing. 

 

The sub research questions: 

What are the value benefits for cross listing on a U.S. exchange? 
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Similarly, the sub research questions could be responded. The value benefits of cross listing in 

the U.S. are the better growth opportunities, the reduction in cost of capital and the production 

of higher quality financial information. The bonding effect was not seen as materially im-

portant for Finnish or European companies. However, corporations with entities in jurisdic-

tions with weaker institutional structures might benefit from bonding in the U.S. 

 

What are the requirements concerning financial reporting? 

 

The cross listing choice determines the regulatory consequences the company faces when 

cross listing in the U.S. There are different levels of ADRs, which have different requirements 

concerning financial reporting with the SEC. These financial reporting requirements are pre-

sented in details in the section two. However, the exchange listing is seen as the most favour-

able cross listing choice for Finnish companies. 

 

What are the cross listing preparation phases? 

 

This study endeavoured to create an in-depth understanding of the cross listing process with 

an established model for the five-phase process. Cross listing process phases could be clearly 

identified and they are assessment, decision, planning, preparation and execution. The phases 

are presented along with key issues in the section five. Each phase contains challenges and 

critical factors especially for Finnish companies. 

 

What are the key challenges and success factors surrounding cross listing?  

 

A company faces myriad of challenges relating cross listing such as increased costs, pressure 

for performance, uncertainty of market recognition and requirements of management. The 

establishment of the processes for producing reliable, transparent and timely financial infor-

mation is both highly critical and very challenging. The critical success factors relating to the 

cross listing phases are the assessment and planning as well as the right mix of experiences 

and expertise. The timing plays important role in the process. It is highly recommended that 

these key challenges and critical success factors should be properly considered before estab-

lishing and embarking on process. It is also highly recommended that these aforementioned 

key challenges and critical success factors be revisited periodically throughout the process. 
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The cross listing phenomenon has been examined broadly on the theories, which explain the 

companies´ behaviour in the cross listing decision-making process, as well as on the root of 

the cross listing decision and the effects of the cross listing choice. However, the cross listing 

phenomenon has not widely studied among Finnish companies. What´s more, the factors that 

are important in the cross listing process have attracted a limited amount academic attention. 

This study contributes to the literature providing further insight into the cross listing decision 

and the choices of Finnish companies. Likewise, this study offers both practical understanding 

of the cross listing process from a real world perspective. 

 

The evaluation of this report´s reliability is an essential part of this research. This study can be 

considered reliable because the results are in line with previously published studies. The se-

lected study method was suitable for the purpose of providing in-depth knowledge of a phe-

nomenon where a large knowledge base does not exist. This is even more significant especial-

ly from the Finnish perspective. However, the sample size of this study was relatively small 

and the interviewees had not previously been directly involved in cross listing processes from 

Finland to the U.S. Nevertheless, the selected interviewees have sufficient knowledge of this 

phenomenon and the textual data further strengthens the validity of these results.  

 

The SEC´s attempts to harmonise the accounting standard requirements and the convergence 

between IFRS and US GAAP will change both the benefits and challenges of cross listing 

phenomenon. Today, there is already evidence emerging that the elimination of the reconcilia-

tion requirement enhances cost savings, which thus outweighs the concern of information loss 

leading to decreased information asymmetry. Nevertheless, the effects on investor recognition 

leave more avenues open for further research.  

 

According to the Statistics Finland (2013), the share of SMEs in Finland is 99.8 per cent of all 

companies and those companies generate 53 per cent of the total 2012 turnover in Finland. 

The American JOBS Act was created to encourage smaller size companies to list into the U.S. 

This JOBS Act also encourages Finnish companies to cross list into the U.S in order to seek 

further growth. This is most beneficial to the Finnish economy because of the large percent-

age of SME’s within Finland. Hence, the cross listing benefits for SMEs could attract aca-

demic attention. 
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APPENDIX 1 

 

TEEMAHAASTATTELURUNKO 

 

1. Haastateltavan taustaa 

i. Työtaustasi 

ii. Minkälaisessa yrityksessä/organisaatiossa työskentelet? 

iii. Minkälainen kokemus sinulla on ilmiöstä? 

a. Oletko ollut listautumis due diligence – projekteissa? 

b. Oletko tilintarkastanut SEC-listattua yhtiötä? 

 

2. Suomalaisen yrityksen syitä listautua Yhdysvaltoihin 

i. Esimerkkejä yrityksistä/tapauksista 

ii. Listautumisen vaikutuksista: 

a. Kasvumahdollisuuksiin 

b. Pääomakustannuksen alentumiseen (cost of capital) 

c. Laadukkaampien tilinpäätöstietojen viestimiseen sijoittajille 

d. Parempaan sijoittajien suojaan (bonding) 

 

3. Listautumistavan valinnan etuja ja haasteita Suomalaisyrityksen näkökulmasta  

i. Private placement 

ii. Over the Counter (OTC) listing 

iii. Exchange listing 

 

4. Listautumisprosessiin ja listautumisen jälkeisiin vaatimuksiin valmistautuminen ta-

loudellisen raportoinnin näkökulmasta 

i. Mistä vaiheista listautumisvalmisteluprosessi koostuu? 

ii. Kuinka kauan listautumisvalmisteluprosessi kestää? 

iii. Mitkä ovat eri listautumisprosessin vaiheiden haasteet ja kriittiset tekijät? 

iv. Miten muutokset taloudellisessa raportoinnissa (tärkeimmät listattu alla) 

vaikuttavat eri listautumisprosessin vaiheisiin ja miten muutokset tulisi ottaa huomioon val-

mistautumisessa eri listautumisprosessin vaiheissa? 

a. Tilinpäätösstandardit (reconciliations) 



 

b. Raportointi  

c. Liitetiedot ja MD&A (disclosures) 

d. Historia 

e. Sisäiset kontrollit ja järjestelmät 

 

5. SEC:n vaatimuksien haasteita ja niiden vaikutuksia: 

i. Suomalaisille yrityksille yleisesti  

ii. pk-yrityksille 

iii. IT alan yrityksille 

 

6. Listautumisen muita haasteita ja menestystekijöitä 


