An initial public
offering is a business
transformation
For success on IPO day two, involve
HR day one

An initial public offering marks more than a company’s first
trading day. Often, an IPO also marks the start of a business
transformation, as the newly public company scales up and
matures. Human resources plays a critical role in making
sure that the company has the structure, career paths and
compensation programs to attract and retain talent. That’s
why HR should be involved in IPO planning—working
alongside the CEO and IPO team to ensure that when the
opening bell rings, the company has the people in place to
take the organization to the next level.
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To thrive as a public company, start with HR
An initial public offering is a massive undertaking. By the time
executives celebrate the opening bell on the stock exchange
floor, they have spent significant time navigating regulatory
requirements and managing pre-IPO activities. In our experience,
it often takes 12 to 18 months of preparation from the day a
company decides the IPO is key to its long-term growth strategy
and shares start to trade. When the bell rings, it feels like the
company and its employees have crossed the finish line.
In reality, however, an IPO is not a singular, one-day event. It is a
milestone on a business transformation timeline. A freshly minted
public company has new stakeholders and responsibilities. And,
in most cases, the money raised in the IPO is intended to enable
the organization to scale up and pursue growth in new ways.
Systems and operating models that worked for a start-up often
needed to be replaced or upgraded. To put the company in shape
to succeed long-term, a business transformation is required.

As with any transformation, success depends on having the right
talent in place, with the right skills and the motivation to do the
difficult work of building something new. Many transformations
bog down and some fall far short of their intended goals. That’s
bad enough in an established company, but can severely handicap
a company with IPO ambitions.
In this paper, we share our experience and insights about the
critical role of human resources in IPO planning and execution,
as well as for post-IPO sustainability. We show how HR can
support the business to identify the talent it needs, develop
public company-ready rewards programs, leverage technology
to administer the programs, and formalize procedures to govern
the business. When the CEO brings HR into the IPO process
and recognizes its critical role to transform the organization, the
company has a much better chance to fulfill its IPO dreams.
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Human resources: A critical driver of any
business transformation
Before they go to the public markets for capital, companies often
expand faster than their limited infrastructure can handle. Human
resources at a growing private company is often operating on a
tight budget, with limited headcount, systems and experience
relative to public company counterparts.
Shareholders will be demanding. An IPO is the time to plan ahead
for talent needs, redesign HR processes and technology, refresh
the total rewards strategy, and reinforce the culture among
employees. Indeed, it’s the opportunity for the company to attract
and retain the talent necessary to continue its growth and satisfy
investors.
To make all of that happen, company leadership must engage the
HR function early in the process and initiate valuable strategic
activities. Critical pre-IPO steps include organizational design
and workforce planning, long-term forecasting, and streamlining
access to information and analytics to support the management
of talent and overhead expenses. The alternative—bringing HR in
late in the game—is more likely to produce a series of inefficient,
tactical activities that inhibit the public company’s ability to
manage its human capital. HR will wind up with basic new
hire lists (instead of a strategic hiring plan), rushed planning for
executive compensation, and basic workforce data that must be
gathered across multiple systems.
HR-related issues may not sink an IPO, but they can reduce a
company’s ability to retain and compete for sought-after talent,
attract unwanted investor and media scrutiny, and damage
corporate reputation and culture. Indeed, the implications can
stretch past the IPO day itself.
The value of a solid human resources function and effective HR
programs can be hard to quantify. However, companies known
for providing an outstanding employee experience demonstrate
stronger financial performance. One analysis of the Fortune “100
Best Companies to Work For” shows that the publicly traded
companies on the list returned nearly 5 percent more annually
than the Russell 3000 all-cap and Russell 1000 large-cap indices
over 18 years.1

The cost of leaving HR out of the IPO
A global technology company struggled with retention
even before its decision to go public. It was operating
with a thinly staffed, mid-transformation, corporate
function and with outdated, and fragmented, technology
support. Discouraged and over-worked employees in
important IPO infrastructure roles left.
The company identified, and was in the process of
recruiting, additional resources as it commenced its
IPO readiness efforts. However, the lack of a stable
organization structure was further compounded with the
departure of the CFO, leaving the business in flux and
impacting its ability to operate the business and to meet
the ever-increasing level of effort required to be IPO ready.
As a result, the company initially delayed the IPO
timetable until a new CFO and additional resources came
on board. However, in that time the market moved and
business results changed. The company missed the
existing window of opportunity and IPO plans were put
on hold.
An multi-national life sciences company did not utilize
appropriate internal resources to understand U.S. pay
practices and tax regulations before planning to go public
on a U.S. stock exchange.
Equity compensation award promises were made to
new hires that would have negative tax consequences to
the employees and be poorly received by shareholders.
The lack of focus on these issues resulted in last-minute
modifications distracting the executive team from the IPO
launch responsibilities.

When company leaders approach an IPO like a transformation,
they prepare differently and avoid common obstacles, putting the
right structure into place for long-term growth. They also are able
to recognize the importance of human capital to their company’s
success at all stages, from its founding to its IPO, and beyond.
1

Source: Fortune. “The Best Companies to Work For Are Beating the Market.” February 27, 2018
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Source: Russell Reynolds Associates. “Fortune 100 CHRO Market Trends Between 2012 and 2019,” November 18, 2019.
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Four ways HR can help during the IPO and beyond
When they are preparing to take their company public, executives
tend to concentrate their efforts on the complex and highstakes IPO process itself. Tasks center on meeting with bankers
and investors, gathering data, filing documents with the U.S.
Securities and Exchange Commission, and executing launch
day activities.
But focusing on the mechanics of the public offering alone
limits the discussion to valuations, accounting and financial

statements. And limits involvement to just a handful of the most
senior executives in the organization. If an IPO is a business
transformation, and human capital is the true driver behind it,
companies looking to go public need to include HR considerations
in their IPO preparation.
Here are four ways to make sure critical workforce planning,
compensation strategy and HR technologies are properly
represented in the process.

Build the HR capabilities to support the business transformation
Companies often maintain limited corporate functions as they
build the business, trying to keep costs down while they consider
dual tracks of an IPO or a sale. As such, they can lack staffing
levels and skills necessary for a major corporate event.
Private company HR functions need time to build capabilities
that can meet public company demands.
Once a decision is made to launch an IPO, the strategy and
design of the HR department must switch accordingly and move
toward a size and scope to handle public company requirements
and business growth.
For example, HR will likely need new capabilities in equity
administration and executive compensation, and potentially
additional HR business partners to support an expanding
workforce.
Unfortunately, HR leaders are often unaware that an IPO is under
consideration until well into the process. Without a runway of at
least six months, it is difficult for a lean HR team to get everything
in place.

Talented HR professionals contribute to the IPO process, and
to the success of the public company
Over the past 10 years, there has been a shift in the talent and
experience of human resources professionals, including the
emergence of a true Chief Human Resources Officer or CHRO
role with increased responsibilities. CHROs in the Fortune 100
as well as HR staff often have a varied business background that
allows them to think strategically and contribute meaningfully.2
Big picture, properly staffed human resources functions can go
beyond providing tactical support. Well-constructed HR policies,
clearly communicated throughout the company, align employees
with business strategy and culture, setting the right tone for both
current and new staff.
The HR function also helps to maximize efficiency across the
organization, such as by supporting financial budgeting and
forecasting, assisting with executive compensation filings, and
helping to reduce employee turnover and HR issue-related risks.
Studies have shown that best-in-class HR services and employee
experiences are associated with public company outperformance.

Today’s HR professionals have solid business experience2
Leadership: Experience among Fortune 100 CHROs
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consulting
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Source: Russell Reynolds Associates. “Fortune 100 CHRO Market Trends Between 2012 and 2019,” November 18, 2019.

Develop the go-forward workforce structure and composition to meet
post-IPO needs
Preparing for an IPO both pushes a private company to reimagine
its workforce, as well as provides a unique opportunity to review
how to improve day-to-day business operations going forward.
Public company reporting requirements require new skills
and more staff.
Going public has a huge impact on workforce planning, which
falls largely under the head of HR’s responsibilities. Public
company reporting, disclosure, and governance requirements
typically necessitate additional training, knowledge and skills, and
headcount. Typically finance and accounting, investor relations,
executive compensation and equity administration, tax, legal, and
internal audit need additional resources. Failing to support these
functions quickly can burn out valued employees as well as open
up the company to compliance risks.
Workforce planning deserves long-term thinking.
The majority of HR executives surveyed by KPMG said they
recognize a need for workforce transformation that includes the
addition of new skills and processes.3 At the same time, IPO
investors want to see strong leadership, and that includes a deep
bench. The head of HR typically leads the executive succession
planning process, important for gaining investor confidence in
both the current and future management teams.
An IPO is the right time for companies to review their current
workforce model and existing employee capabilities, depth of
talent, and potential loss of talent. An organization can then
determine if and where it’s best to train employees, hire new
ones, or outsource to fill the gaps. These preparations can
help guard against employee turnover during and immediately
following the IPO.
3

One company’s workforce planning exercise
After carefully reviewing its future talent needs, a financial
services company identified close to 20 new finance &
accounting employees necessary to launch an IPO and sustain
a public company.
The organization created a structured hiring plan to recruit
and hire the seven most critical employees leading up to
the IPO, at a cost of approximately $2.1 million. Then in the
six months following the IPO, the organization added the
remaining planned headcount incurring additional SG&A costs
of approximately $1.6 million.
Because the organization properly planned and budgeted for
the additional skillsets and headcount, it was able to add the
necessary talent when it needed it, without a budget surprise.
Data analysis shows that newly public companies will
experience an increase in attrition 6 months to a year following
the IPO. Awareness and retention planning can help mitigate
the loss of key talent during that crucial period of time as a
company stabilizes itself in the public company environment.

70%

of HR executives surveyed by KPMG say their
companies need a workforce transformation that
adds new skills and processes.3

Source: KPMG. “The future of HR survey 2019.” 2018.
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Review and refine compensation programs, emphasizing executive retention and
anticipating public scrutiny.
Establishing compensation programs that can stand up to
stakeholder analysis is just one of many important activities. HR
professionals can also help update compensation and retention
programs, including provide benchmarking and compensation
planning well in advance of public filings and investor roadshows.
Compensation should be restructured.
Executives and other stakeholders will expect a public company
compensation model that emphasizes pay for performance-usually equity-based programs designed to align management,
employees, and shareholder interests. Institutional investors also
will want to ensure that executives have compensation packages
that can support their retention through the IPO process.

the ratio of CEO pay to median employee salary, significant
payouts following executive termination, or large equity grants
that can shift an executive’s net wealth significantly.
Meanwhile, proxy advisory firms will review compensation
programs and can significantly affect shareholder support.
On top of that, poor or absent internal communication about
compensation can feed employee dissatisfaction.
Companies need to anticipate the impact of compensation
program design and disclosures well in advance of filing. HR
professionals, often responsible for communicating compensation
and benefits to the workforce, are important contributors to the
rollout process.

As part of designing compensation models, company executives
need to expand their awareness of market practices, challenge
their points of view, and explain how their compensation strategy
aligns talent with the business and will drive behaviors. HR
can help leaders prepare to answer common questions from
institutional investors during IPO road shows about whether
compensation programs developed while private align with public
company practices, including the following:

IPO Equity Compensation Trends

■

Is there a total rewards strategy? How have you modified it
to fit with the new public company environment?

Long-term incentive plans

■

How did the company determine its equity share reserve
and usage?

■

How does the company’s long-term incentive plan mix for top
executives stack up against others in the same industry and
stage in the public company lifecycle?

■

Are the programs tax compliant?

■

Are appropriate executive compensation governance
procedures in place?

By taking the time to benchmark executive rewards and
compensation programs against marketplace practices and
communicating with transparency and clarity—ideally with HR’s
help—management can mitigate investor concerns and blowback
from key stakeholders.
IPOs reveal executive compensation details, often for the
first time.
When executive compensation is disclosed in the S-1 filing,
everyone from shareholders and employees to media and
proxy advisory firms will take note. Questions or issues around
compensation practices can have wide-ranging impact across
numerous stakeholders.
Negative media coverage can impact consumer perception and
stock performance. Consider how headlines will play out about

We analyzed the KPMG proprietary executive compensation
IPO database* for trends that company leaders need to
consider about as they plan their compensation models.

The longer a company is publicly traded, the more CEO
compensation shifts toward restricted stock and performancebased awards. While the following statistics relate to CEO
compensation, awards for other named executive officers
follow a nearly identical trend.
One year after IPO

Five years after IPO

46%

time-based
restricted stock

55%

time-based
restricted stock

36%

time-based
stock options

16%

time-based
stock options

18%

performancebased awards

29%

performancebased awards

Approximately three-quarters of the companies we analyzed
provided one equity vehicle (39%) or two (36%) in the year
following the IPO.
Note: Based on companies that launched initial public offerings
between 2013 and mid-2019 and that had revenues greater than $50
million. Percentages are rounded.
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Invest in HR technology and automate for future growth.
An IPO very often requires new or enhanced HR technology to
support a public company workforce and reporting requirements.
An IPO is a prime opportunity to revisit existing systems and
processes, streamline and modernize technology, and plan for
scalability and anticipated business growth.
Equity compensation processes need an overhaul.
Companies looking to go public require either new equity
compensation programs or expanded reward programs to cover
more employees. More often than not, pre-IPO organizations
don’t have the right tools in place.
Fast-growing young companies often manage their incentive
compensation programs with in-house systems or even on
spreadsheets, which are insufficient in the public company
environment. Companies also run the risk of formulaic errors
in calculating outstanding awards, recording the wrong price or
grant date, and other mistakes. Standardization and accuracy are
critical for internal and external audits, and technology systems
tailored for equity compensation administration have controls in
place to mitigate these risks.
A gap assessment can determine what’s needed in order to
efficiently and accurately administer programs, and respond in
a timely manner to increasing data and analytics requirements.
Companies planning to utilize a third-party technology provider for
stock plan administration post-IPO need an early start. Vendor
assessments and implementation can last between six months or
more, one more reason to involve HR as soon as possible.
Improved efficiencies allow HR to focus more energy
on strategy and less time on manual data collection
and analysis.
Public companies require more disclosures and process
controls than private companies are accustomed to managing.
HR technologies save time through automation and help ensure
accuracy, fulfilling reporting requirements in a way that
satisfies the governance expectations of internal audit and
external regulators.

With more efficient systems in place, HR can pivot from tactical
and compliance-oriented activities to proactive efforts with
strategic value.
For example, real-time dashboards tracking key metrics can
manage workforce trends and review the return on investment
of compensation and benefits. Such insights are used to inform
and refine HR programs, including career paths, job architecture,
annual compensation planning cycles, benefits, equity
compensation, and more.
Additionally, investors are interested in expanded disclosures
covering workforce metrics such as diversity, turnover, and
training. More advanced HR technologies will be important for
evaluating how a company’s own metrics stack up against the
competition in these increasingly important areas for recruiting
and retention.

HR technology’s role in long-term
company success*
HR professionals identify multiple benefits of HR technology
implementation.

83%

say it allows HR to be more strategic in their role

80%

say employee efficiency and productivity
in increased

85%

see an improvement in the overall
employee experience

*Source: Paychex. “Paychex Pulse of HR Survey: A Focus on
Technology and Talent.” 2019.

Many organizations are relying on multiple HR platforms, often a
function of M&A activity, limiting an HR team’s ability to quickly
respond to business needs or to develop meaningful insights.
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In summary
Going public is one of the most seminal events in a company’s
history and in the careers of its executives and employees.
And perhaps an IPO is most significant for what it represents:
a transformation from a company founded on a good idea, into
a company that can continue to delight customers, provide
boundless opportunities to employees, outdo the competition,
and perform for shareholders in years to come.
Because human capital is the driver behind any business
transformation, involving human resources in the IPO planning as
early as possible will pay off in many important ways.
HR leaders need time to expand capabilities built for a private
company into services that can meet public company demands.

At the same time, HR professionals serve as knowledgeable
resources and an extra set of hands to help the C-suite execute
key talent-related activities: planning a workforce structure with
skills to contribute to company growth; developing compensation
programs that retain and invigorate key talent while meeting
the approval of outside stakeholders; and understanding and
implementing HR technology and automation to improve
efficiencies and refocus efforts on strategy.
When executives treat an IPO like the business transformation it
truly is, they are better positioned to support their public company
debut in the near term, and their public company success down
the road.

How KPMG can help
Preparing for a transformative event like an initial public offering
requires a long runway and expertise across multiple disciplines
to support not only a strong IPO, but sustained success.
KPMG’s Capital Markets Readiness team provides end-to-end
guidance to companies on the path to an IPO on all of their key
activities, including defining the “equity story,” financial reporting,
tax compliance, IT systems and processes, Sarbanes-Oxley
controls, corporate governance, and—importantly—the human
capital management that makes everything possible.

Our human resources strategists combine their years of handson experience, industry knowledge and data analysis to assess a
company’s capability gaps by benchmarking against both newly
public and more mature public companies. We then work closely
with management to close those gaps by helping to design
compensation and rewards programs, define workforce plans,
and determine HR-related technology upgrades.
Finally, our support continues through the implementation of the
new technology and processes, as well as through the rollout
of communications and employee engagement activities vital to
preserving a strong corporate culture.
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