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Practice exam question 

IPOs, shares and market 

capitalisation 

Mark Hage 

Check your answer to the question on p. 10 of the magazine. 

Sample answer 
A public limited company (PLC) is a business that is able to offer its shares to the public, normally 

through the stock market. A benefit of becoming a PLC for a successful growing business, such as 

those of the entrepreneur Sir James Ratcliffe, is that he may be able to raise substantially greater 

capital for his £600 million Grenadier off road vehicle project through an initial public share offering 

(IPO), something a private limited company cannot access. By launching an initial public offering, 

Ratcliffe can raise this substantial amount of funds without having to face the large amounts of 

financing costs that may arise from sourcing the funds from banks or other lenders. Consequently, a 

successful public flotation on the stock market may not only bolster the Grenadier’s corporate image, 

but allow the production facilities to be built and put into operation with no costs of borrowing, resulting 

in the Grenadier being launched into the market at a competitive price of around £30,000. This 

approach may allow Ratcliffe to undercut competitors already in the four-wheel drive market, such as 

Land Rover, allowing the business to capture a significant amount of market share in a relatively short 

period of time. 

Ratcliffe’s move to a PLC may also significantly increase confidence of other investors and lenders. As 

a result, the business can gain even further low-cost investment to further increase growth, such as 

increased production facilities to meet possible high demand for a product that undercuts rivals. 

However, Ratcliffe’s move to a PLC may mean he loses control over decisions made for the 

development, production and sale of the Grenadier. Depending on the shares floated in the IPO, 

large-scale investors may have rights to appoint the chief executive officer (CEO) and various 

directors of the PLC, effectively sidelining Ratcliffe and possibly moving the business in a different 

direction. For example, the new management team may decide to aim the Grenadier at the premium 

four-wheel drive market. Consequently, the Grenadier could lose its competitive price advantage, 

which could mean potential customers feel that the risks of purchasing an unknown brand mean the 

offer is not tempting enough, thus resulting in poor sales. Ultimately, this may lead to Ratcliffe’s new 

business having to reduce the selling price of the Grenadier, leading to poor sales, low market share 

and shareholders being unable to recoup their investment due to low dividends or poor share price. 

As Ratcliffe’s expertise is in the chemical industry, key to the success of the new Grenadier will be 

ensuring that the significant investment of £600 million is quickly recouped, which is much more likely 

through a public share offering that only a PLC can make. Key to success in generating the capital is 

to recruit key experts who can bring the Grenadier to mass production at the price of £30,000. Gaining 
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such staff may require the confidence levels afforded by a PLC. Therefore, to maximise the chances 

of success of a new business that requires significant capital investment, such as the Grenadier, a 

PLC appears to be the option which has the greatest chance of affording success. If Ratcliffe or an 

entrepreneur wishes to keep a reasonable level of control over the PLC, to ensure their vision 

translates into continued success, then any IPO should allow the owner to retain a shareholding that is 

regarded as a majority. For example, the majority shareholder in Tesco is BlackRock Inc, with a 6.5% 

shareholding. This could help reach an appropriate balance between accessing capital while retaining 

a sufficient level of control to achieve long-term growth and success of the PLC. 

Sample examiner’s comment 

Mark: 16/16 (Level 4 — an excellent response fully focused on the question) 

A depth and range of knowledge and understanding are shown of the importance of becoming a PLC 

to the success of a growing business. 

Application is applied effectively throughout the answer. 

Analysis is well developed throughout the answer and considers a balanced range of issues 

appropriate to answering the question.  

The answer makes judgements as to the importance of becoming a PLC to the success of a growing 

business. It shows a balance of competing arguments and a clear focus on answering the question 

throughout. 
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