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ABSTRACT 
There are plenty of things said about the financial industry, an always ongoing debate, to 
say the least. We have identified a complex situation with three dimensions: Initial public 
offerings, Venture capital, and Lockup agreements. IPOs are generally difficult to put a 
price on because the market is not united yet, which creates uncertainties. Venture capital 
firms invest into startups, often with the incentive of bringing them to an IPO and then 
make a fast cash out exit. Lockup agreements are contracts that prevent insiders from 
dumping their shares during a set period in the beginning of the IPO. Additionally, based 
on the market efficiency theory, a market should always be efficient. But does it play out 
when these characteristics are affecting each other?  
 
The purpose of this research was to investigate whether there are abnormal returns in the 
financial performance for publicly listed companies on the London Stock Exchange at the 
end of their lockup period. We sorted on venture capital backed companies and sought to 
explore differences between VC backed, Non-VC backed firms, and the entire market. The 
research question for this study is: ‘Does abnormal return exist around the lockup 
expiration date for Venture Capital backed Initial Public Offerings on the London Stock 
Exchange?’  
 
The theoretical aspects of this research’s ontological and epistemological views were set in 
positivism and objectivism with a deductive approach. The financial performance was key 
in this research, and it was essential to get ample and appropriate data, therefore a 
quantitative research method was used with an archival research strategy and explanatory 
research design. We explored a big research gap in this area after the financial crisis 2008, 
which made us look at IPOs from 2009 to 2012 with an event window as our time horizon. 
To answer the research question and fulfill our purpose, four hypotheses were developed 
with focus on VC backed firms, Non-VC backed firms, the entire market, and one shorter 
event window.  
 
Our results prove that the market efficiency theory does not hold. To answer the research 
question, we found negative abnormal returns after the lockup expiration date for both Non-
VC backed firms and the entire market. However, we were unable to provide a statistically 
significant result for VC backed firms. There was an extra clear trend during the middle 20 
days, and we suggest and encourage to further research with a longer time horizon than [-
20, +20] days. 
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CHAPTER 1: INTRODUCTION 
The first chapter sets the tone for this research paper and starts with outlining the problem 
background, which is then followed up with what previous researchers have said on this 
issue. To connect the problem background and previous research, the current research gap 
is clearly stated for and backed up with our research question. Finally, the purpose of the 
research and the contribution it will bring is presented. At the end of this chapter, a 
disposition of the entire paper is laid out to give an overview. 
 

1.1 Problem Background 
 
“As the expiration date approaches, shareholders get nervous. There’s so much fear over 
these lockups. It’s the question du jour.” 

The Wall Street Journal quoted Bob Gabele, August 25, 1999 
 
The fear that insiders will flood the market with sell orders has always been a sparkling 
phenomenon in the financial markets, although with an unawareness of what really happens 
in these situations. Here are two quotes from the Wall Street Journal, about two of the most 
well known IPOs in the last decade, showing that the market is not quite sure on how to 
react in these situations: 
 
“Facebook Inc. shares jumped nearly 13% Wednesday, even as 804 million shares held by 
early investors became eligible for trading.” 

The Wall Street Journal, November 14, 2012 
 
“LinkedIn’s stock declined 4.4% after a flood of new shares hit the market this 
week…Venture Capital firm Greylock Partners walked away with close to $85 million after 
selling its stock. ”  

The Wall Street Journal, November 25, 2011 
 
An initial public offering is when a private firm is opening up the doors, selling shares of 
the company to the public, and making it tradable on a securities exchange. The main 
motives for an IPO are firstly to raise capital for the firm, and secondly to create a way for 
the founders and early stakeholders to convert their part of the company into cash at a 
future date (Ritter & Welch, 2002, p. 1796). The IPO process is often complex and 
complicated and most companies are therefore often taking assistance of investment banks 
as underwriters. As an underwriter in an IPO, the job is to make sure that the firm satisfies 
all the regulatory requirements and to guarantee the inflow of capital required by the 
issuing firm (Association of British Insurers, 2013, p 32). There are several important 
contracts drawn up in an IPO, the main objective being for the underwriter to stabilize the 
volatility of the IPO price where one big part of this is the lockup agreement (Aggarwal, 
2000, p. 1080). 
  
The lockup period is an optional agreement between the insiders set by the underwriter, 
stating that about 80-85% of the outstanding shares held by certain insiders will not be sold 
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for a specified period, indirectly only offering 15-20% of the outstanding shares to the 
market at the IPO date and during the lockup period (Ofek & Richardson, 2000, p. 1). 
Although, the insiders have the option of selling early, prior to the expiration of the agreed 
lockup, only if received permission from the underwriters. The early sell is, however, not a 
common situation, nor is it an easy process, which is shown by the number of sales that 
have been made prior to unlock day (Ofek & Richardson, 2000, p. 4). The length of the 
agreement differs between countries, where research is showing that there is an increasing 
trend in the U.S. towards standardized contracts, while European contract are normally 
more complex and longer (Espenlaub et al., 2002, p. 2). By restricting sales, the lockup 
agreement contract tells the market that the insiders will continue to have a substantial 
economic interest in the company even after the IPO, putting the insiders in the same seat 
as the outstanding shareholders. The agreement limits the amount of shares available for 
trading, which helps to support the initial price set in the IPO (Bradley et al, 2000, p. 466). 
After the expiration date of the lockup, the remaining part of the outstanding shares (80-
85%) will be available for sale. However, there are other regulations monitoring this issue: 
e.g. in the U.S., Rule 144 says that insider are not allowed to sell more than 1% of the 
company during a three month period and not to sell more than 5,000 shares or an 
aggregated value of $500,000 during this time (Field & Hanka, 2001, p. 471). The 
European Union does not have a regulated law on this, stating that lockups are optional and 
do not need to be used by law. The European Commission Regulation (EC) 809/2004 
governs only a general form of disclosure of lockups, e.g. their existence, the parties 
affected, time, content and possible exclusions (Boreiko & Lombardo, 2013, p. 224). Most 
firms are although using a lockup period and are transparent about it to the market (Ofek & 
Richardson, 2000, p.1). When the expiration date is getting closer, the risk for a potential 
sale arises which can make the market react. The way an organization is structured can 
have a substantial part in the reaction, where i.e. a venture capital firm could be a big 
stakeholder (Aggarwal, 2000, p. 1082).  
 
A venture capital firm is investing in early stage start-ups, often with a high risk and high 
return profile (Sahlman, 1990, p. 473). There are both pros and cons of bringing in a VC 
into a startup business, according to Erik Berglöf (1994), where money and knowledge are 
seen as good assets, but the entrepreneurial spirit can easily be killed since a venture capital 
investment is made with an ‘as soon as possible’ exit in mind. A VC firm does not only 
bring money to the table, these firms are specialized in different sectors and do only invest 
in companies where they are industry experts themselves. The actual business plan of a VC 
firm is to invest in startups, be active in the development of it and then leave through an 
exit, which would hopefully be through an IPO or a trade sale. When a VC is investing in a 
startup, they are also taking place on the board as well as receiving shares of the company 
in relation to the investment made (Gompers, 1996, p. 2). Later on, when the startup is 
going for the IPO, the VC firm will need to freeze some of its shares during the lockup 
period in the IPO, which is contradictory to their vision of a fast exit. As a result, when the 
market is coming towards the expiration date of the lockup period in an IPO, the theoretical 
thought is that the market is seeing a big risk of a sudden increase in supply of shares which 
might drag down the stock price and create volatile abnormal returns.  
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1.2 Previous Research 
Brau (2004) investigated the share price reactions at and around IPO lockup expirations, 
where the result shows statistically significant negative abnormal returns surrounding the 
lockup expiration date. On the same topic did Field and Hanka (2001) get the result that 
around the expiration day, a statistically prominent abnormal return of -1.5% was due with 
a permanent 40% increase in trading volume. They furthermore concluded that both the 
abnormal return and the abnormal trading volume around the lockup expiration day were 
larger for VC backed firms than the average market. These results are also in line with 
Bradley et al. (2000), whose research primarily focused on the role of venture capital 
backing in the price declines at lockup expirations. Besides, the authors also conducted a 
multivariate analysis to facilitate comparison of the results with the studies of Brav 
Gompers (1999) and Field and Hanka (2001). They found that the negative abnormal 
returns in the period were mainly due to the VC backed firms in their sample. Those firms 
had an average loss of 3-4% in abnormal returns in this period, whereas Non-VC backed 
firms barely lost any value.  

However, changes in IPO firms ‘abnormal returns around the lockup expirations are against 
the semi-strong market efficiency theory, as the expiration itself is a completely foreseeable 
event since it is documented in the IPO’s prospectus well before its admission. According 
to the semi-strong form of market efficiency, all publicly available information should 
always be fully reflected in the current market price (Fama, 1988, pp. 246-247). Ofek and 
Richardson (2000) gave the anomalous evidence that the markets are not rationally 
incorporating an anticipate price decline, given that the lockup period event is known, 
meaning that the price drop should have been incorporated into the price well before this. 
Field and Hanka (2001) also drew the same conclusion in their paper, that the predictable 
permanent share price drop at the lockup expiration date violates the semi-strong form of 
market efficiency. Additionally, they also mentioned that the event does not present an 
obvious short-term profit opportunity. 
 
 

1.3 Research Gap 
In conclusion, studies on the American IPO market have found evidence of a negative 
abnormal return in reaction to the lockup expiration, indicating that the efficient market 
hypothesis is not solid (e.g. Field & Hanka, 2000; Brau, 2004). Conversely, Espenlaub et 
al. (2001) presented in their research that they did not find significant abnormal returns 
around lockup expirations for a sample of IPOs in the United Kingdom. To our knowledge, 
there is a very limited number of researches on the IPO lockup period on the London Stock 
Exchange. Hoque & Lasfer (2009) analyzed the trading behavior of insiders before the 
termination of IPO lockup arrangements, using a sample of 831 IPOs on the LSE over the 
period 1999 to 2007. Espenlaub et al. (2001) did the study of exploring the relationship 
between lockup expirations and abnormal returns in the U.K. and failed to find any 
significant abnormal returns, while they did not look at VC backed IPOs separately. In their 
sample, they grouped the sample firms into ‘high-tech’ and ‘others’. Consequently, there is 
no paper with a comprehensive analysis on venture capital backed IPO firms’ financial 
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performance surrounding the lockup expiration day done after the financial crisis in 2008, 
and none at all on the U.K. market. We therefore think research that can add to Espenlaub 
et al.’s (2001) paper in terms of exploring the role of lockup period in VC backed IPOs 
listed on LSE is necessary.  
 
Another reason to differentiate this study, and look at the U.K. market instead of the U.S., 
is that there are great varieties in the characteristics of the British’s lockup agreements 
compared to overseas. According to the findings of Levis & Vismara (2013), U.K. lockup 
agreements are more likely to reflect the peculiarities of individual IPO firms, thus more 
likely to be perceived it is important by investors. To be more specific, U.K. lockup periods 
have a substantial variation ranging from 158 to 1095 days, whereas U.S. lockup periods 
are more standardized at 180 days  (Espenlaub et al., 2002, p. 2). Moreover, the expiration 
dates of U.K. lockups are frequently connected to a company’s events, e.g., the lockup 
expires on the same day as the announcement of annual results or the publication of 
financial accounts, which makes it hard to measure whether the market reacts because of 
the expiration or the other announcement (Levis & Vismara, 2013, p. 276). Additionally, 
during the well-known financial crisis in 2008, the number of IPOs decreased by 59% and 
the value fell by 83% on average in Europe from 2007 to 2008 (PwC, 2008, p. 1). The 
London Stock Exchange, the second largest IPO market in the world after New York Stock 
Exchange, has steadily grown since 2008 and kept a record number of 105 new companies 
in 2013 (London Stock Exchange Group, 2013, p. 1). With London being the second 
largest IPO market in the world, and by far the largest one in Europe, we believe that the 
LSE shows a fair view of both Europe and global market as a whole. Overall, we think that 
the research in this field needs to be updated, especially with the new regulations and 
conditions after the financial crisis (Kern, 2009, p. 410). The research gap in this paper is to 
combine these three dimensions: IPO lockup expirations, venture capital, and market 
efficiency. By looking at the market reaction in these situations on the LSE during 2009-
2013, this has led us to the following research question.  
 
 

1.4 Research Question 
‘Does abnormal return exist around the lockup expiration date for Venture Capital backed 
Initial Public Offerings on the London Stock Exchange?’   
 
 

1.5 Purpose 
With the presented research gap, we believe that this is a problem that needs to be 
highlighted and updated. Therefore, the main purpose of this paper is to give a 
comprehensive analysis about how a venture capital backed IPO firm reacts when it is 
coming towards the end of its lockup agreement period in terms of abnormal return in its 
financial performance.  
 
To support our main purpose, there are several sub-purposes of this study, too. As this 
research aims to will provide more information about these situations to support decision 
makings, the first target is to test if abnormal returns exist during an event window. That is, 
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we aim to offer an understanding about the market reactions on the LSE by investigating 
the relationship between lockup expirations and abnormal returns. We will also look into 
how VC backed IPOs are affected by this event, more specifically if their potential 
abnormal returns differs from Non-VC backed IPOs and the whole IPO market. Based on 
the final results, further discussion will also evaluate and perhaps question the market 
efficiency during this period in the market. Thus, another sub-purpose of this report is to 
provide the market with knowledge of how market efficiency theories works out 
surrounding the IPO lockup expirations. 
 

1.6 Contribution 
From a theoretical and scientific perspective, first of all, there are only a low number of 
researches on lockup agreements, and the few published studies are mostly focusing on the 
U.S. market. Secondly, these studies were conducted many years ago, mainly between year 
1970-2000, which should be considered outdated. This paper fills the current research gap 
by connecting IPO lockups, venture capital, and market efficiency - to the London Stock 
Exchange during the years 2009 to 2012. This will also adds to the literature on London 
Stock Exchange by assessing whether Espenlaub et al.’s findings in 2001 and 2002 still 
hold: if there is a significant relationship between abnormal returns in this period and the 
lockup expirations on the LSE market. Furthermore, this paper will contribute to the 
financial industry’s general knowledge by providing the market with an increased 
understanding of the role of lockup period in VC backed IPO firms. Besides, our findings 
may also encourage other researchers to continue on this path and develop the research 
even further, where new angles could be looking at specific industries, comparing 
companies or markets.   
 
From a practical perspective, this paper will contribute to a very wide audience with 
comprehensive information regarding the role of lockup period in VC backed IPOs listed 
on LSE. As mentioned in 1.5 Purpose, there are different players in these situations: 
insiders, underwriters, and investors. For investors, the result of this paper will hopefully 
help them make more rational investment decisions before, during and after the lockup 
expiration date. The result shows how the market reacts during an event window, 
something investors then can apply on their own trading and investment activities. Since it 
examines the LSE after the financial crisis 2008, the research includes all the new 
regulations, which makes it more viable for investors since it is up-to-date. For 
underwriters, the main focus for this research is not to study the potential role and the 
power of underwriters in setting up lockup agreements, which can be read about in the 
study of Hoque & Lasfer (2009). This paper will bring the underwriters a more clear view 
of the lockups’ effect during their expiration period, which will help them to get a better 
general understanding on how the market is really reacting when entering into these 
situations. For a VC firm to exit through an IPO, or selling shares, there are several 
variables that needs to be taken into consideration (Gompers, 1996, p. 2). The stock price is 
generally seen as unstable and can fluctuate quite much, especially during the initial phase 
of an IPO firm, which gives the VC an uncertain sell price. With this research, VC firms 
will get a recent and up-to-date analysis on how the market is reacting in these situations, 
which will hopefully make them more confident on what to expect in these situations. The 
management of an IPO firm is also vulnerable for big changes in the stock price, since they 
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usually hold the majority of the outstanding shares and are using it as equity value. This 
paper will give a clear picture for the managers on what to expect towards the expiration 
date, especially when entering into the lockup period hand in hand with a VC. This paper 
will also help the ‘Financial Service Authority’ (FSA) in the U.K. to enrich the empirical 
evidence in terms of IPO lockups, thereby potentially supporting new decisions or 
adjustments on the IPO market regulations.  
 
 

1.7 Disposition 
CHAPTER 1: INTRODUCTION 
The first chapter sets the tone for this research paper and starts with outlining the problem 
background, which is then followed up with what previous researchers have said on this 
issue. To connect the problem background and previous research, the current research gap 
is clearly stated for and backed up with our research question. Finally, the purpose of the 
research and the contribution it will bring is presented. At the end of this chapter, a 
disposition of the entire paper is laid out to give an overview. 
 
CHAPTER 2: METHODOLOGY OF THE RESEARCH 
The second chapter contains the methodology of the research, how certain philosophies 
have guided the process of this research. It begins with the preconceptions and perspective 
of the paper, to deepen the understanding of our role in this and why we are doing this 
research. It continues with discussions on the theoretical construction throughout research 
philosophy, research approach, research design, research strategy, time horizon, research 
method, and literature and data source. To summarize the chapter, a summary of all the 
theoretical steps is provided at the end, which is followed by ethical, legal, and social 
considerations.  
 
CHAPTER 3: THEORETICAL FRAMEWORK 
This chapter describes relevant theories and literature used to provide a deeper 
understanding of the topic, and it presents the framework that leads to the development of 
the hypothesis that will be tested in Chapter 5. The chapter starts with a review on 
literature regarding financial performance and how abnormal return corresponds to the 
efficiency market hypothesis. Thereafter, the venture capital industry is discussed, where 
the emphasis is put on the relationship between a startup, a VC firm, and the different exit 
strategies possible. Finally, lockup agreements are reviewed by describing its definition, 
reasons behind it and the relevant regulations on U.K. 
 
CHAPTER 4: PRACTICAL METHODOLOGY 
In this chapter, all parts of the practical methodology of the research are described. 
Initially, the hypotheses are outlined and explained with the support of information in the 
previous chapters. The population, data collection method, and event study will after that 
tell all the details on how we will conduct the actual study. Finally, a statistical test will 
reveal how the significance will be tested to see whether the study can be generalized on or 
not. 
 
CHAPTER 5: EMPIRICAL FINDINGS 
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The fifth chapter is presenting all the findings we got from performing the practical 
methodology found in chapter 4. The first part is presenting the descriptive statistics, where 
the differences between VC and Non-VC backed firms are shown in terms of sample size 
and lockup contracts. The second part is presenting the findings in each of our hypotheses 
outlined in Chapter 4. 
 
CHAPTER 6: ANALYSIS 
Here, the analysis part of the empirical findings in chapter 5 will be discussed and 
analyzed. First, the lockup agreements will be analyzed in terms of the length and volume 
locked up between VC backed and Non-VC backed, which then is followed by an analysis 
on each of the four hypotheses. The final part is a concluding analysis on the entire event 
window where we compare three time periods and summarizes the analysis chapter.  
 
CHAPTER 7: CONCLUSION, FURTHER RESEARCH AND QUALITY CRITERIA 
This last chapter is concluding all our findings and thoughts. A final answer and 
concluding arguments to the research question are stated and followed up with the 
contribution this paper might bring and our suggestions for further research. The very last 
part is the quality criteria where reliability, validity, and generalizability are discussed 
from an ethical point of view.  
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CHAPTER 2: METHODOLOGY OF THE RESEARCH 
The second chapter contains the methodology of the research, how certain philosophies 
have guided the process of this research. It begins with the preconceptions and perspective 
of the paper, to deepen the understanding of our role in this and why we are doing this 
research. It continues with discussions on the theoretical construction throughout research 
philosophy, research approach, research design, research strategy, time horizon, research 
method, and literature and data source. To summarize the chapter, a summary of all the 
theoretical steps is provided at the end, which is followed by ethical, legal, and social 
considerations.  
 
 

2.1 Preconceptions 
According to The Cambridge Dictionary (2014), the definition of the word ‘preconception’ 
is “An idea or opinion formed before enough information is available to form it correctly”. 
Schibeci & Riley (1986) concluded that in anything you do, your work is affected and 
influenced by your previous experience, knowledge, and background. That is why both 
papers by Saunders et al. (2012) and Bryman & Bell (2011) make it very clear that it is 
essential for a research to keep its objectivity and not be influenced in any way. 
 
Preconceptions need to be considered in every research, since without a clear standpoint 
and view on the researched subject, the paper could otherwise easily be unknowingly 
influenced with preconceptions. A preconception that arose in the initial phase of this 
research was that it might look too similar to results from previous research done on this 
subject. However, based on our background of being business and finance students with 
previous experience in conducting academic research, we are confident that we will 
overcome this preconception. We have studied business and finance at Umea University, 
Laval University, and University of Mannheim, where we have gained fundamental 
knowledge on how abnormal returns, venture capital, and IPOs work. Courses in these 
areas have given us a good platform to stand on, enabling us to conduct the research 
question and to dig deeper into advanced theories. The data are the core foundation of this 
research, and since stock prices cannot be modified this could thus be seen as an early sign 
of objectivity in this paper. We will build this research on real data which will be gathered 
from secondary sources and then use it in an event study to detect patterns, during which 
preconceptions will not be allowed to influence the results. An additional way of 
overcoming possible preconceptions in this research is the continuous feedback and 
guidance from colleagues and our supervisor.  
 
 

2.2 Perspective  
This research will contribute to the market knowledge of investors, underwriters, venture 
capital firms, and startups. However, no matter from which stakeholder’s perspective, the 
objectivity of this paper cannot be guaranteed. Since different stakeholders in the stock 
market consider the situation from their own interests, which will result in the conclusion of 
this paper may be leaned towards a certain actor’s favor (e.g. investors, underwriters). 
Therefore, we would like to distance ourselves from a leaning position in the final result, 
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and take the stand of researchers. This perspective will guide the entire process of the 
research, where we choose to put ourselves at outsider’s positions and externally observe 
the reality. By gathering IPO firms’ financial performance data around the lockup 
expiration dates, we will analyze whether abnormal returns exist during an event window, 
and we particularly seek to explore the existence of abnormal returns in VC-backed IPO 
firms facing lockup expirations. From this perspective, the objectivity of this research is 
assured, as well as the contributions to different actors mentioned in the introduction part 
are fulfilled. However, it could be a direction for other researchers to conduct a similar 
research with a different perspective, e.g. take a certain stakeholder’s perspective.  
 
 

2.3 Research Philosophy  
According to Bryman & Bell (2011), philosophical ideas are parts of the main factors that 
exert an influence on how business research can and should be conducted and how 
organizations are understood. Therefore, understanding the overview of research 
philosophy helps us to lay a base of choosing the right philosophy for our research, and 
thereby guide our research method. Bryman & Bell (2011) describes that both 
epistemology and ontology are the key factors affecting a business research. Besides, in the 
research of Searle (1995a, 1995b), they concluded that epistemology discusses the ‘mode of 
knowing’, whereas ontology discusses the ‘nature of being’. Thus, the choices of 
epistemological basis and ontological basis for this research are the two important issues 
discussed in this section.  
 

2.3.1 Epistemology 
Saunders et al. (2012) and Bryman & Bell (2011) explained epistemology as the research 
philosophy concerning what constitutes acceptable knowledge in a field of study. The 
central issue is to consider whether or not the same principles and procedures can be 
applied to study in both the social sciences and the natural sciences. Two contradicting 
positions of the epistemological consideration are displayed in the following discussion. 
  
In history, positivism has been the main epistemological position in the natural and social 
science (Frankfurter & McGoun, 1999, p. 160). “Positivism is a belief system arising out of 
practices in the natural sciences which assume that matters that are the subject of research 
are susceptible of being investigated objectively, and that their veracity can be established 
with a reasonable degree of certainty”, is a famous quote by Brand (2009, p. 432). This way 
of thinking is consistent with the thoughts from Saunders et al. (2012), where it is possible 
to study the social science in the same way as the natural science, i.e. in a value-free way, 
which means the researcher’s personal opinions are excluded from the research. According 
to Gill & Johnson (2010), if your research is collecting data about an observable reality and 
searching for some causal relationships, it is a presentation of the philosophy of positivism.  
  
However, there have been continuous debates between the positivistic and interpretivistic 
advocates in terms of the main issue whether the same epistemological assumptions as 
positivism can be applied to the social science research. Brand (2009, p. 433) said that 
“Epistemologically, interpretivism is anti-positivist; it assumes that we cannot study the 
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world of human affairs in the way that the hard science pursue their investigations”. That is, 
interpretivists argue that the same methodological and philosophical assumptions as natural 
science should not be applied in social sciences. Additionally, Burrell and Morgan (1979) 
indicate in methodological terms, interpretivistic consideration is concerned with subjective 
understanding that is often on an individual level. 
 

2.3.2 Ontology 
There are disagreements among researchers in the field of ontology on the discussions of 
the best way to study social reality, as well as the role of researchers during the research 
process. Ontology is concerned with the nature of reality (Saunders et. al, 2012, p. 130). 
The two contradicting positions of ontology are objectivism and constructivism. The main 
difference between these two considerations is how the social entities are build up. Bryman 
& Bell (2011) clarifies that with this quote “whether social entities can and should be 
considered objective entities that have a reality external to social actors, or whether they 
can and should be considered social constructions built up from the preconceptions and 
actions of social actors.” 
  
Objectivism is a position, implying that social phenomena and their meaning exist without 
any influence of social actors (Bryman & Bell, 2011, p. 21). As Burrell & Morgan (1985) 
explained, the researchers who hold this stance should be objective and take a view of a 
reality that is independent from interfering with the studied objects. 
 
Constructivism has been described as "an alternative paradigm whose break-away 
assumption is the move from ontological realism to ontological relativism" (Guba & 
Lincoln, 1994, p. 109). Ontologically, under the constructivism, the researcher and the 
researched subject are assumed to be 'interactively linked', meaning that the value of the 
researcher inevitably influence the outcome (Guba and Lincoln, 1994, p. 111). As a result, 
it contrasts with objectivism, as constructivism argues that the accepted knowledge can 
only be generated by researchers through studying the subjective interpretations and 
interactions of individuals (Bryman & Bell, 2011, p. 22).  
 

2.3.3 Research Philosophy Of Our Research 
When considering how our study can generate accepted knowledge in terms of the research 
philosophy, we start by analyzing the epistemological and ontological considerations in 
relation to our research question and purpose. Based on the formation of our research 
question: ‘Does abnormal return exist around the lockup expiration date for Venture 
Capital backed Initial Public Offerings on the London Stock Exchange?’, we aim to figure 
out if lockup expiration affect the financial performance for a VC-backed IPO. In order to 
generate our view of knowledge, the phenomena we are researching needs to be measured 
and proven. Thus, we need to apply the way of studying natural science to our study to 
ensure the objectivity of our data. Based on the previous discussion, we argue that our 
epistemological position is positivism. This is also supported by Gill and Johnson (2010), 
as mentioned before, where the philosophy of positivism presents the research in the way of 
collecting data about an observable reality and searching for some causal relationships in 
the data. Our research is consistent with that description, that by collecting firms’ financial 



 11 

data and lockup periods, we want to examine the causal relationship between these 
variables.  
 
To be consistent with the discussion above, we argue that the ontological position of the 
research is objectivism, since the objectivity fits well in the epistemological foundation of 
positivism (Van Gigch, 2002b, p. 554). Besides, we believe that organizations should be 
considered objective entities that have an external reality to social actors. Even though we 
collect data from the financial reports and IPO prospectuses, which are all produced by 
people, the data we investigate objectively exists. To be more specific, it means that our 
way of collecting and using the data do not affect the existence of the data. Other 
individuals could also gather the data and use it in other researches. Furthermore, as our 
research question and purpose indicate, we will focus on gathering objective data and test 
the relationship between variables, rather than investigating the subjective meaning that 
motivates social actors in order to understand the actions. We, therefore, argue that the 
objectivism is the correct right stance for this research. 
 
To conclude, we believe that the choice of the epistemological and ontological basis for an 
academic research paper should answer to the nature of its research questions and the type 
of problems it aims to solve. There is no absolute accurate choice of the epistemological 
and ontological positions, given the differences in terms of the research questions and the 
authors’ preconceptions. In this study, one can argue that we could collect data on the 
effects of lockup expirations by conducting interviews or sending surveys to managers of 
IPO firms. A qualitative study would probably have given a deeper understanding of the 
effects under these circumstances, but is a entirely different viewpoint than what this 
research is to investigate. In this study, we take the perspective as researchers in the field 
and observe the reality from a totally external position. We will analyze the quantitative 
data and objectively present the relationships between the variables we find, and thereby 
answer the research question: ‘Does abnormal return exist around the lockup expiration 
date for Venture Capital backed Initial Public Offerings on the London Stock Exchange?’. 
Moreover, we think that subjectivity is unreliable data, because it cannot be observed and 
clearly measured. Thus, we conclude that the best epistemological basis for our study is 
positivism and ontological objectivism. 
 
 

2.4 Research Approach  
With the philosophical standpoint in mind, the next step is to determine the research 
approach. The research approach is the relationship between theory and research, which 
later on will lead to the research design. Robson (2002, table 2) defined the word theory as 
“a theory is a general statement that summarizes and organizes knowledge by proposing a 
general relationship between events - if it is a good one, it will cover a large number of 
events and predict events that have not yet occurred or been observed”. Saunders et al. 
(2012) and Robson (2002) discusses research approaches and mentioned two contradicting 
ways of approach to the research: either a deductive (theory verification) or an inductive 
(theory creation) approach.  
 
In the deductive approach, hypotheses are developed in line with a research strategy to test 
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the hypothesis, theory, or general idea. The final result then confirms whether the 
hypothesis holds or not. The inductive approach is, on the other hand, focusing on building 
up something new. The approach is to gather data to observe and find new patterns where 
one can draw new conclusions and generalize a new theory (Bryman & Bell, 2001, p. 13).  
A deductive approach is usually associated with the philosophical stance of positivism, and 
therefore is the inductive approach associated with interpretivism. This is however not 
always true, in many cases this could, according to Saunders et al. (2012, p. 85), be 
“potentially misleading and of no practical value”. This method is also sometimes called 
the ‘top down’ approach, mainly because the process starts at the very top with much 
disposable information and is then worked all the way down to a distinct answer Babbie 
(2004). 
 
The deductive research approach is testing an existing theory; it develops a hypothesis and 
takes it under extensive testing, which is what this research will do. This paper will include 
theories and test them with hypotheses to see whether they are true or not. Saunders et al. 
(2012, p. 86) underlined that the use of a structured methodology in deductive research is 
the best way to keep the reliability a research. Furthermore, Blaikie (2010) stated six vital 
steps of a deductive approach, of which this paper will follow; 
 
1. “Put forward a tentative idea, a premise, a hypothesis (a testable proposition about the 
relationship between two or more concepts or variables) a set of hypothesis to form a 
theory.” 
2. “By using existing literature, or by specifying the conditions under which the theory are 
expected to hold, deduce a testable proposition or number of propositions.” 
3. “Examine the premises and the logic of the argument that produced them, comparing this 
argument with existing theories to see if it offers an advance in understanding. If it does, 
then continue.” 
4. “Test and premises by collecting appropriate data to measure the concepts or variables 
and analyzing it.” 
5. “If the results of the analysis are not consistent with the premises (the test fail!) the 
theory is false and must either be rejected or modified and the process restarted.” 
6. “If the results of the analysis are consistent with the premises then the theory is 
corroborated.” 
 
Since the inductive approach is looking to form new theories and create something from 
scratch, it will not be used in this research. These six steps, by Blaikie (2010) on deductive 
approach, will therefore guide us in the research on lockup expirations of VC-backed IPOs. 
 
 

2.5 Research Design 
One of the big aspects of setting up a new research is to consider both the research question 
and purpose together, that both of them go along. The purpose of a research is coming 
through the research question, and vice versa. Saunders et al. (2012) mentioned that there 
are three different designs to a research: it could take an exploratory turn, be explanatory, 
and/or be descriptive. To be more specific, one does not need to preclude another, the 
research design could involve more than one of the three orientations (Hair et. al. 2007, p. 
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162) 
 
The goal of an exploratory design is, what the name reveals, to explore and find something 
new to test. The majority of literature on the subject, for example Robson (2002), Hair et al. 
(2007), and Babbie (2004) are all united on the fact that exploratory design is best suited 
for researchers who are dissecting an area where there is not much to go on. These cases 
usually occurs when there are not enough theories to support a hypothesis, which makes it 
the way to develop new ideas, patterns, or find new relationships. This design is also very 
beneficial for researchers who have a ‘quite vague’ research question, to help them broaden 
the view and find an angle to it. Exploratory design is also focusing on the qualitative 
techniques, since it is easier to open up for something completely new with in-depth 
answers when a new subject is being scrutinized (Hair et. al., 2007, p. 115). Since this 
research is very specific, testing a hypothesis, the exploratory design will therefore not be 
used for this research. 
 
The second design, out of the three, is the descriptive research which goal is to describe a 
situation. In this way, the researchers are carrying out a test and then describe what they 
observed. Saunders et al. (2012, p. 140) explained that descriptive research design takes its 
best form alongside the explanatory design, as they complement each other because the 
explanatory design finds a new situation and the descriptive design then explains the new 
situation. This type of design often starts with very illustrative data and then goes on 
describing some of the real elements brought up in the research question. The descriptive 
study is much more confirmative than exploratory design, since it actually reaches an 
answer. This design approach will be of great help in finding an answer to our research 
question. 
 
The straight opposite to the exploratory design is the explanatory design. Previous literature 
on this subject is referring to this the same way, although with different names: Hair et al. 
(2007) is explaining it as casual design, while the rest of them are going with the name 
explanatory. The definition is, again following the meaning of the name, that it tries to 
explain an event and inspect whether one event cause another and show a relationship 
between two or more variables (Hair et al., 2007, p. 160). This design, different from the 
other two, aims to answer the question ’why’, using all the new gained knowledge from the 
research. A quantitative study, more explained in 2.8 Research Method, is also more 
anchored in the explanatory research design than the other two (Babbie, 2004, p. 89). 
 
This research is to explain whether there are abnormal returns in certain situations, and as 
we are very clear on both of the research question and purpose, an explanatory design will 
therefore be used in this paper. Although, part of this research is consistent with a 
descriptive research approach which involving gathering financial data from documents, 
where the main focus of this paper is to explore the existence of the causal relationship 
between variables. That is, we seek to find if IPO firms’ lockup expirations cause abnormal 
returns during an event window, and whether those potential abnormal returns belong to 
companies backed by VC firms. Therefore, we conclude that the explanatory design will be 
used in this research. 
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2.6 Research Strategy 
The choice of research strategy can be understood as an approach that is taken by 
researchers to achieve a goal. According to Saunders et al. (2012), it is a plan of how 
researchers are going to answer their research questions. Consequently, the choice of 
research strategy is guided by the research questions and objectives (Saunders et al., 2012, 
p. 173) 
 
Saunders et al. (2012) explained eight different research strategies - named: Ethnography, 
Action Research, Grounded Theory, and Narrative Inquiry - which are exclusively linked to 
a qualitative research method. As for the study method, performing a quantitative approach, 
we will mainly focus on discussing the other four research strategies, being: Experimental, 
Survey, Archival Research and Case study (Saunders et al., 2012, p. 173). 
 
Experimental is a research strategy with the purpose to study a change in an independent 
variable causing a change in a dependent variable (Saunders et al., 2012, p. 174). Bryman 
& Bell (2011) indicated that the independent variables are necessarily to be manipulated in 
order to show whether it really influences the dependent variable. However, most of the 
independent variables within business research cannot be manipulated (Bryman & Bell, 
2011, p. 45). In our study, we are interested in the effect of the existence of lockup periods 
on abnormal returns of VC-backed IPOs, where we simply cannot alter the share prices or 
the returns of the firms. Thus, even though we are studying the relationship between 
variables, we will not manipulate the independent variables. As a result, experiment 
research strategy is not suitable for this research. 
 
Furthermore, survey is not the right research strategy for us either as helps to collect 
quantitative data, e.g. by sending out questionnaires and structuring interviews. 
Additionally, this research is neither a case study because we want to investigate a large 
number of companies instead of exploring a smaller case within a firm (Saunders et al., 
2012, p. 179).  
 
Saunders et al. (2012) demonstrated that an archival research strategy uses administrative 
records and documents as the principal source of data, which we find suitable in helping us 
achieve the answer to our research question. In order to answer the research question, we 
need to gather the data of IPO firms’ lockup agreements from IPO prospectus’ and their 
stock price to calculate the abnormal returns. Therefore, the data collection will be from 
secondary sources, given that the data were originally gathered for other purposes 
(Saunders et. al, 2012, p. 178-179). Moreover, this archival research strategy allows a 
research question that aims, upon the past and changes over time, to be answered (Saunders 
et. al, 2012, p. 178-179). It is therefore consistent with our choice of time horizon, which 
will be on the data from 2009 to 2012. Thus, archival strategy is the appropriate research 
strategy for this research. 
 
 

2.7 Time Horizon 
When designing the research, it is important to clarify the time horizon of the research. 
Normally, there are two main settings to use: cross-sectional study and longitudinal study. 
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The cross-sectional study is appropriate for researches that want explore a particular 
phenomenon at a certain point of time (Bryman & Bell, 2011, p. 57). This kind of study 
looks into the existence of a phenomenon in a given population and explains how factors 
are related in different organizations (Saunders et. al, 2012, p. 190). However, the 
longitudinal design is used in mapping changes in business and management research 
(Bryman & Bell, 2011, p. 57). In other words, the longitudinal design method studies a 
population’s change or effect over time. 
  
In this study, we seek to examine if a relationship exists between the VC-backed IPOs’ 
lockup periods and their abnormal returns on LSE. We will examine a population from 
2009 to 2012, but not at a single point of time like a cross-sectional study, and not doing a 
longitudinal study looking at the population’s changes and developments over time either. 
To be more clear, we choose to not use any of the two mainstream choices. Instead, we will 
conduct an event study to test the relationship between an IPO firm’s financial performance 
and its lockup expiration. In this event window, we will study the cumulative abnormal 
returns which concept is outlined in 3.1 Financial Performance. The concept ‘event study’ 
is connected to both abnormal returns and the CAR, where the three are forming a circle 
where they are supporting each other (MacKinlay, 1997, p. 19). To be able to conduct an 
abnormal return and CAR study, we need a set window to study it. Event windows are 
common when it comes to studying both social sciences and natural sciences, as it detects 
cause and effect and compare it to a standard. The time frame of an event window is an 
important feature to take into consideration, where a short horizon event is more reliable 
than a long horizon event because the first methodology does not have as many restraints 
(Kothari & Warner, 2006, p. 5).  
  
Therefore, we have used a specific event date and an event window to act as ‘time horizon’ 
for each firm in our population. According to Binder (1998, p. 123), the first step in an 
event study is to determine the window in regards to the exact event date. An event date is 
normally expressed as day ‘0’, and the event window is a certain interval that is presented 
as [-t, +t] surrounding the event.  
 
 

2.8 Research Method 
The actual method of a research, one of the true cornerstones, can be of two different 
philosophies: being either a qualitative research study or a quantitative research study. 
These two paths are all about data, it explains how the data is received and perceived 
(Bryman & Bell, 2011, p. 25).  
 
According to Hair et al. (2009, p. 150), a qualitative research method is a Non-numerical 
method and could let its data be influence. Qualitative methods are more often used when 
the research itself is more towards the exploratory design. The quantitative method, on the 
other hand, is a more straightforward method and works better alongside the explanatory 
design. This method tries to gather data to be able to show characteristics and explain an 
observation in a more hands-on way (Babbie, 2004, p. 46). The quantitative research 
method is also the most suitable method when conducting a statistical analysis, which is in 
line with this research since we are gathering a large number of historical data to conduct 
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an event study. Therefore, we are going with a quantitative research method for this paper. 
 
 

2.9 Literatures and Data Source 
Literature sources can be divided into three groups, according to Saunders et al. (2012, p 
82): primary, secondary and tertiary sources. The sources that will be used for this research 
are previous research paper, scientific articles, newspaper articles, books, and data from 
legitimate databases. Since none of these sources was created specifically for this research, 
they go under the label secondary sources.  
 
In the theoretical framework, the scientific articles will play an important role and will 
mainly be collected from databases available from Umea University Library. From this 
network, we will mostly use Emerald and Business Source Premier and Google Scholar, 
where we can sort on peer reviewed and easily search on our keywords. The main 
keywords we will use to conduct this research are: IPO, venture capital, lockup agreement, 
abnormal returns, cumulative abnormal returns, event study, market efficiency, and trading 
regulations. Since we are fluent in English, Swedish, and Chinese, we will also be able to 
broaden our search when looking for sources on both the theoretical and methodological 
part of this paper. Saunders et al. (2012) stretched on the importance of considering the 
motives and perspective behind every article. To follow their idea, we will sort the articles 
gathered from Emerald and Business Source Premier on ‘peer reviews’ and the articles 
from Google Scholar on ‘cited by xxx’. Sorting on these criteria, and aiming to choose 
articles with more peer reviews over articles with less, it will provide us with respected and 
well known authors with great insight into each different area. By doing this, it will also 
strengthen the trustworthiness of our result as it will keep the level of quality at a high 
throughout the entire research process. Besides scientific articles, we will also refer to a few 
well cited books for the basic financial theories. 
 
For the numerical data collection, the first program we will use is Thomson One Equity to 
be able to sort on companies backed by a VC and Non-VC. The second program we will 
use is Thomson Reuters DataStream, where we will gather all market prices during a set 
time frame for both a company’s stock and the FTSE All Share index. Thomson Financial 
and Reuters Group, the companies behind these programs, are two of the most respected 
news and financial information companies in the financial industry and are used by both 
leading academic institutions as well as some of the largest financial institutes in the world.  
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2.10 Summary of Theoretical Methodology 
Research philosophy: 
- Positivism 
- Objectivism 
Research approach: 
- Deductive approach 
Research design: 
-Explanatory design 
Research strategy: 
- Archival strategy 
Time horizon: 
- Event window study 
Research method: 
- Quantitative research method 
Literature and data source: 
- Emerald and Business Source Premier, Google Scholar 
- Thomson ONE, Thomson Reuters DataStream 
Table 1 – Summary of the Theoretical Methodology 

 

2.11 Ethical, Legal and Social Considerations 
In the research industry, it is vital to consider the ethical aspects and to avoid unethical 
behavior when organizing and executing a new research (Bryman & Bell, 2011, p. 128). 
Research should not be executed at any cost, despite the fact that it is important for growth 
and development, because a research could potentially do more damage than good on 
ethical, legal and social concerns. The issue of ethical behavior in the research industry was 
examined by Diedner & Crandall in 1978 (p. 17), where they concluded four major parts to 
take into consideration: if the research is harmful to participants, if the research lacks 
information consent, if the research invade one’s privacy, or if the research involves 
deception. First, about the harmfulness to participants, the data collection for this research 
will not involve any real participants since it is a quantitative research with official and 
objective market data as our data collection. We further believe that the parties in this 
research will not be of any harm, as no one in particular will be mentioned nor publicly 
reviewed. Second, concerning the information consent, which will not be a problem since 
we will only be looking at official data. When the LSE or a company publishes a 
prospectus, they automatically give their consent and agreement to use that information. 
Third, in the subject of invading privacy, there is no risk for this in any way. Our collection 
method is gathering official documents, and therefore no one’s privacy will be invaded or 
disturbed by this research. Forth, regarding the involvement of deception, we have no 
intentions to present anything in a fraudulent manner. The execution of this research will be 
very strict and careful in using all sources in a correct manner and to ensure the reader that 
we have understood the meaning of a concept and then present it in a deliberate way. At all 
times when we are using a theory or an idea, that is not ours, we will always refer to an 
author which also will be listed in the final reference list at the end of this paper. 
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In order to improve the quality of a research, and to exclude deception, we will show and 
be transparent on how the data was gathered. The data itself will be collected from official 
sources, which is the only place where these documents are available, meaning that no one 
can really question the legal or trustworthiness of the core data. We will sort on the data to 
be able to investigate relationships and find links in our sample, but the data itself will not 
be adjusted or altered in any way. We will also present all steps in the data gathering 
process, to be transparent and let the readers understand that we do not modify it in any 
way.  
 
Financial institutions tend to be controlled by people who are profit-motivated and greedy, 
and they take every chance to make a monetary profit (Smolo & Mirakhor, 2010, p. 379). 
All of the key components in this research - VC, IPO, Underwriter, Lockup agreements - 
are part of the financial industry, which might explain their behavior in certain situations in 
ethical and social terms. The financial industry is full of regulations, mainly to prevent this 
greedy behavior, and the most relevant regulations to prevent the greediness from affecting 
our study are outlined and explained in 3.4 Lockup Agreements. Even though the players in 
the financial industry might play with dirty tricks, this does not affect our research. With 
this paper, we want to examine how the market reacts during the expiration of a lockup 
agreement, which requires us to look at the market exactly like it is. We will, however, 
conduct all of the steps in our research in an ethical, legal, and socially responsible way. 
The aim is to bring more knowledge to the market about these situations, and to give more 
knowledge and information to the financial regulators’ disposal when deciding on new 
regulations and rules.  
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CHAPTER 3: THEORETICAL FRAMEWORK 
This chapter describes relevant theories and literature used to provide a deeper 
understanding of the topic, and it presents the framework that leads to the development of 
the hypothesis that will be tested in Chapter 5. The chapter starts with a review on 
literature regarding financial performance and how abnormal return corresponds to the 
efficiency market hypothesis. Thereafter, the venture capital industry is discussed, where 
the emphasis is put on the relationship between a startup, a VC firm, and the different exit 
strategies possible. Finally, lockup agreements are reviewed by describing its definition, 
reasons behind it and the relevant regulations on U.K. 
 
 

3.1 Financial performance 
In this section, we will introduce the abnormal return and the CAR (cumulative abnormal 
return) in detail. Thereafter, we indicate two contradictions go against with abnormal 
returns. One is the market efficient hypothesis, another one is the existing trading 
restrictions in London Stock Exchange. 
 

3.1.1 Abnormal return    
Abnormal Return = Actual Return - Expected Return (Barber & Lyon, 1997, p. 343). 
An abnormal return is a return that is not normal, an asset or security that does not meet the 
expected return, which could be both ‘positive’ and ‘negative’. An abnormal return is 
usually set off and comes from an event that could start with a press release on a any 
company related news, e.g. dividend payouts, merger announcements, annual reports, 
specific industry news, weather forecasts, insider trading, etc. These events that make the 
abnormal return occur are events providing information that is not already priced into the 
stock price (Bushee & Jeffery, 1998, p. 20). Whether the actual return exceeds the expected 
return or not is not the real question, but rather if the return differs from what is expected. 
An abnormal return could hence be both a positive and a negative result (Barber & Lyon, 
1997, p. 343). The actual return is considered as what is being received and captured during 
a specified time, simply looking at how much stock X returned during Y days. However, 
the expected return variable is not as straightforward as the actual return, since it concerns 
what is being expected. Expected is a subjective word, and does therefore differ from 
person to person, which makes this formula a bit more complex than it might seem. To be 
more clear, looking at only stocks, the abnormal returns are meant to define the returns that 
differ from what is being expected. However, the stock market is perceived as 
unpredictable, which makes it all difficult to see what the expected return would be for a 
stock (Fama, 1970, p. 383). 
 
There are three main models to estimate the expected returns: the mean adjusted model, the 
market adjusted model, and the market model. Alternatively, there are also other models 
like Sharpe-Lintner CAPM, Fama/French three-factor model, Benchmark portfolios, and 
Size deciles, which are not as commonly used (Black, 1995). In the mean adjusted model, 
the mean of the returns of the firm over the estimation period is calculated and used as 
actual return, and the mean of return based on the historical data is used as expected return. 
No additional data is needed for the mean adjusted model, e.g. the market index. In the 
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market-adjusted model, the expected return is simply the market return, which is usually 
proxied by a broad market index like the FTSE All Shares. The advantage of using the 
market-adjusted model is that no estimation period is necessary, as long as no statistical 
tests are performed. However, the most generally used model is the market model, which is 
using the market index only as a basis when calculating the expected returns by using a 
stock’s beta and alpha (Black, 1995). Even though the market model is relatively 
complicated, and requires most amount of work of the three, the inferences in the model 
may be more precise due to the less variance. 
  

3.1.2 Cumulative abnormal returns    
Campbell (2011) defined ‘cumulative abnormal returns’ as ‘The sum of the differences 
between the expected return on a stock (systematic risk multiplied by the realized market 
return) and the actual return often used to evaluate the impact of news on a stock price”. 
  
The Cumulative Abnormal Return formula, known as CAR, is the sum of all the observed 
abnormal returns. The CAR is calculated to determine the effect of an event, which could 
be either known events or unknown events. A known event could e.g. be a planned merger 
where the CAR will tell you how the market reacted on the news. An unknown event could 
be to see if the news of a gigantic storm affected a certain stock more than others (Huang & 
Walking, 1987, pp. 330-331). A typical characteristic of the CAR model is that it is usually 
calculated over small event windows, often only calculated over a few days. There are 
evidence that justifies the small event windows for CAR, that the compounding effect from 
daily abnormal returns can create bias in the final results (Barber & Lyon, 1997, p. 342).  
 
In this paper, we look to find whether there are any abnormal returns for specific companies 
in a specified time frame. However, abnormal returns could go in under the random walk 
theory, which explains how a security plainly is random (Spitzer, 1964, p. 5). If we find any 
abnormal returns, we will aggregate them to be used in the CAR model, which would 
enable us to see an aggregated pattern over our sample. We will conduct the event window 
study with CARs in it to clearly get a view of the IPOs’ potential abnormal returns during 
the days surrounding the lockup expiration.  
 

3.1.3 Market efficiency  
In this research, we seek to find if abnormal returns exist around the lockup expiration day. 
Abnormal return contradicts with the market efficient theory, which also can be explained 
as we aim to test if the market is efficient around the event date. Previous research on other 
stock markets have presented varied results in terms of testing the market efficiency theory. 
Previous studies in the U.S. have found evidence of a negative share price reaction on the 
expiry date, i.e. Bradley et al., (2000); Brav & Gompers (2003); Field & Hanka (2001). 
This evidence contradict the efficient market hypothesis (EMH), given the IPO firms’ 
prospectus contains all the details of the lockup agreement. As a result, the price of the 
stock should have reflected this information long before the expiration and therefore no 
significant price change at the actual expiration. However, studies conducted by Espenlaub 
et al. (2001) on LSE market in U.K. and by Goergen et al., (2004) on the French Nouveau 
Marché and the German Neuer Markt did not find any significant returns around the expiry, 
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thus supported the efficient market hypothesis. 
 
Fama  (1970, p. 384) defined an efficient market as “prices fully reflect all available 
information”. From a more practical view, investors have incentive to trade in order to 
incorporate all available information in prices, until the marginal cost of information 
acquisition and trading no longer exceeds the marginal benefit. If the market is highly 
efficient, there would be no incentive for investors to gather information, as it would not 
provide any additional return. Furthermore, Fama (1970, p. 387) describes three sufficient 
conditions for a market to be efficient:  
- There are no transaction costs in trading security.  
- All available information is costless available to all market participants.  
- All market participants agree on the implications of the available information has on the 
current and future market price of an asset.  
 
However, Fama further states that this theory does not necessarily reflect reality, market 
efficiency can occur even if these conditions are not fulfilled (1970, p. 388). In another 
article, Fama (1991, p. 1575) stressed on the importance of the costless available 
information and no transaction costs for the strong version of the hypothesis to be upheld. 
  
In order to test the efficient market hypothesis, Fama (1970, p. 383) presented three forms 
of market efficiency: 
1. The weak form - all information contained in historical prices is fully reflected in current 
prices. This form focuses on tests of return predictability. The weak form explains that 
previous observations cannot be used to assess future prices. Fama bases this test on 
Kendall’s (1953, p. 11) findings that the future prices on the stock market can be 
considered random walk. 
2. Semi-strong form - all publicly available information is fully reflected in current prices. 
This form focuses on event/announcement studies. 
3. Strong form - all information (public and private) is fully reflected in current price, hence 
no investor can make an excess profit. 
  
Because all information related to lockup agreements is known to the market from the 
release of the IPO prospectus’, the semi-strong form of market efficiency hypothesis is the 
only one we will be able to test with the given circumstances. 
  

3.1.4 Trading Restrictions 
Besides the EMH, trading restrictions also act to limit and deny abnormal returns. In the 
U.K., there are two restrictions that restrict and control the directors and insiders of an 
issuing firm, trying to protect the efficiency of the market: the ‘Company Acts’ and the 
‘Model Code’. The Model Code requires insiders to report their transactions to their firms 
within 5 business days after the transaction (Hillier & Marshall, 2002). The ‘insiders’ is 
referring to the members of the board of directors, but not including other key employees or 
large shareholders (Fidrmuc et al., 2006). Moreover, any listed company must notify the 
London Stock Exchange of this transaction no later than the end of the business day 
following the receipt of the information. Then the London Stock Exchange holds the power 
to publish this information, something they have the policy of releasing right away 
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(Goergen & Renneboog, 2001).   
  
In addition, according to Espenlaub et al., (2002), the Financial Services Authority (FSA) 
who now regulates the London Stock Exchange, imposes strict restrictions on trading based 
on private information. Specifically, in order to comply with the Model Code, a director 
must not deal in any securities of the listed company based on short-term considerations. A 
director is not allowed to trade for a ‘close period’, which is due during two months before 
the announcement of the company’s results, and they must not deal on any unpublished 
price sensitive information at any time.  
 
 

3.2 Venture Capital 
VCs are usually a big part of a startup’s history. The startup years includes the first day of 
receiving funding from friends and family until ringing the opening bell on one of the 
world’s stock exchanges, and the VC can be in the middle of this. This part starts with 
explaining the funding process for a startup, then going into detail on how a venture capital 
firm works, and ends with the different exit strategies a VC can take.  
 

3.2.1 Funding for startups 
The first step for a newly started company looking for funding is to get money from friends 
and family as seed funds, and as a second step to attract business angel investors. After a 
business angel has been involved, it is easier for a venture capitalist to join, and the final 
step after a VC is the IPO process (Vital, 2013). This could be seen as a value chain, as the 
previous step support the next. Money from friends and family supports the decision of an 
angel investor to invest, and the business angel’s money supports the decision of a VC to 
invest, and a VC’s presence supports the market in valuing the company prior to the IPO. 
 
A startup as a private company means that asking the public for money violates financial 
laws, since that would be ‘public solicitation’. Instead, there are two groups a startup can 
accept money from at the earliest equity stage: accredited investors or friends and family. 
Since the startups at this stage usually do not have anything other than shares to offer, that 
is usually what is being offered back (Bygrave & Quill, 2006, p. 5). 
  
When the money from friends and family has ran out, the next step is to seek investments 
higher up – angels. One way, at this stage, is to enter an incubator or accelerator program, 
which will not only provide capital but also offer advisors and office space. Although, there 
has been discussion that incubators and accelerators are very tight on their capital 
investments (Pofeldt, 2012). The other investment type at this stage is to reach out to 
business angels. In 2013, the average business angel investment reached up to $600,000, 
and a company was averagely valued at $2.5 million (Angel Resource Institute, 2012). In 
2009, there were about 5,000 angel investors in the U.K. with an average investment size of 
£42,000 on each investment (CrowedCube, 2009).  A business angel is mainly providing 
capital in exchange for either debt or ownership equity (Berger & Udell, 1998, p. 614). 
  
With the backing from both friends/family and angels, the startup has now sailed into the 
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radar of venture capital firms. A VC investment usually starts at $500,000, and with more 
money being invested the ownership structure is changed. Moreover, the VC is usually 
taking place on the board and is involved in the decision making, and the investments are 
divided into three series: A, B, and C, where the C round is usually the last before a 
potential IPO (Bruno & Tyebjee, 1984, p. 1050). The next step for the ‘startup’ after the 
VC investment, if they still want or need to raise money or just take the next step, is to go 
public.  
 

3.2.2 VC 
Venture Capital is an investment type that is sensitive to macroeconomic factors and holds 
the characteristics of ‘high risk and high return’. The years 2009 to 2014 have had its ups 
and downs. The financial markets were coming out from the financial crisis in 2008 and 
had a good recovery until the ’Eurozone crisis’ happened in 2011, but have during 2012 
and 2013 showed good strength again (EY, 2013; PWC, 2014). 
  
Venture Capital is an important source for startups to get funding, and also to get help in 
bringing the company forward. Bruno and Tyebjee (1984) argue that there are four main 
characteristics for a VC firm: 1. VC investments are usually invested in startups that have 
little performance history. By little performance history means that the VC cannot go back 
and rely on historical data to evaluate the company. 2. The investments are usually made in 
small firms and the relationship with the company requires a higher degree of direct 
involvement and guidance. 3. VC investments are rather illiquid in the short term because 
there is no capital market for equity shares of private companies, which applies to the buy 
and hold-theory. 4. When a VC invests in a startup, the investment is made with the 
implicit realization that future rounds of capital infusion may have to be financed before the 
initial investment can bear fruit. 
  
A previous study, done by Timmons and Gumpert (1982), came to a general method 
conclusion on how a VC firm operates in time order. 

1.  Deal Origination. The VCs are operating in a big sea with plenty of fish, meaning that 
they face a very poor defined environment to find new prospects. Most companies are not 
known to the industry at this stage, so most VC firms are dependent on intermediaries to 
play a matchmaking role to find startups. 

2.  Screening. VCs are not famous for having large staff, which makes the screening process 
dependent on the number of employees. The more employees = the more prospects can be 
screened. 

3.  Evaluation. Companies looking for capital usually do not have any operating history, 
whereas VCs have to rely on a subjective assessment in evaluating the companies. This is 
where the big risk lies. For this part, a VC firm needs to have access to experts in all 
industry areas they are investing and operating in. 

4.  Deal Structuring. When the VC firm has come to the conclusion to fund a startup, the real 
deal starts. Since the valuation part usually is difficult to agree on, the startup often needs to 
release more equity than ideal. For the VC, the deal serves several purposes: First, it sets 
the price of the deal and the equity required for it; Second, it sets protective covenants 
which limits the capital expenditures and salaries of the managers, how the board should 
look like, IPO plans, merger & acquisition plans, etc. Third, an earn-out arrangement, 
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where the entrepreneurs’ equity share is determined by agreeing on performance objectives, 
whereas the VC can assess the startup’s expectation for the joint venture. 

5.  Post Investment Activities. Once the cash has been handed over from the VC to the 
entrepreneurs, the role of the VC changes from investor to collaborator. Depending on the 
agreement, the VC can either take a very active role or a passive role in the managing of the 
company. Finally, the typical cash-out period for a VC firm is from five to ten years after 
the first initial investment, where the cash-out is either a merger, acquisition or a public 
offering. 
 
Venture Capital could be defined as ‘done for the greater good’, since it is an investment is 
made with ‘wealthy money’ to fund ideas by people with not as much money (Sahlman, 
1990, p. 203). A VC investment is not only spurring the economy, but also making both the 
giver and taker a winner if the project turns successful. Another aspect of the venture 
capital industry is that the way of raising capital looks different in 2014 than it did a few 
years ago, and it is constantly changing. The first step on the previous mentioned VC list by 
Bruno & Tyebjee (1984) is to find deals. A couple of years ago, a startup business had to 
knock on the door of VC firms in order to get funding. Previously, it was harder to get 
exposure, while today with more internet sources it is easier to match entrepreneurs with 
investors (PWC, 2014). This does not only mean that the VCs have an easier time to find 
startups, but the startups also have an easier time to choose between investors and 
investment types that suits them the best.  
 

3.2.3 Exit strategies - IPO or Trade Sale 
A VC investment is made with a direct and specific target in mind, like mentioned in 1.1 
Problem Background and in 3.2 Venture Capital, to sell with a profit at a somewhat 
specified date (Bruno & Tyebjee, 1984, p. 1051). This profit can come from two main 
ways, according to Giot & Schwienbacher (2007, p. 680), either through an IPO or through 
a ‘Trade Sale’. To exit through an IPO, which means selling shares on the market, can be 
seen as uncertain and risky as it will sell to the market price. In the other option, the trade 
sale, the VC firm needs to negotiate the sale price of the firm together with the buyer. The 
buyer could be another VC firm, the management of the startup, or basically anyone else 
with enough money. The agreement is then negotiated and set between the two parties, 
which makes exit more secure for the VC firm since the sell price will be known. A trade 
sale is the general case for VCs, because it is easier to “pass it along” to another series 
investment, rather than taking the big IPO step. A startup usually require several 
investments, i.e., series a, series b, series c, where there could be different VCs along the 
way and therefore ‘easier’ to pass it along (Schwienbacher, 2002, p. 3). For the IPO, there 
are more uncertainties for the VC firm. Even if the VC firm has done their research to the 
fullest and really believes in their startup, the market might not be as sure. The market is 
setting the stock’s price, and if the market does not appreciate the security then the VC firm 
might see themselves robbed on a lot of money. Not only are they concerned about how 
much they can cash out, but also how long they have to be involved before cashing out. 
Beside the actual money offer, the exit decision has two vital features: first, the type of exit 
route, and second, the timing of the exit (Giot & Schwienbacher, 2007, p. 680). 
 
However, this paper is looking at the IPO process, and trade sales will therefore not be 
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thought of. The IPO process is considered to be a success for a VC firm that has invested in 
the company prior to the IPO, and not only a monetary success but also reputation wise as 
the industry will view them as successful. A potential success would help the VC to attract 
future capital to venture funds (Bharat & Omesh, 2000, p. 1140). The average VC firm, 
which has invested in a company going public, has around 19% ownership stake and 
aggregated holdings of 34% of at the time of the IPO (Barry et al., 1990, p. 448). An IPO is 
generally seen as a cash-out opportunity and is modeled to maximize the present value at 
the time of the valuation. According to Babich & Sobel (2004, p. 936), there are three 
factors that mainly affect the IPO: the firm’s size, its recent performance, and the market 
sentiment. This means that the actual IPO needs to be made in a good momentum. If a 
company is making its IPO after a bad year, the valuation of it and the outcome of the IPO 
will therefore be hurted. Therefore, it could be beneficial for the startup and the VC to wait 
until the market, both macro economical and micro economical factors, are in a good shape 
to accept the IPO with good hands.  
 
 

3.4 Lockup agreements 
In this section, the definition of a lockup agreement is introduced in the first part. 
Furthermore, we explore the reasons that why a lockup agreement exists and what the 
determinants of the lockup length are. Thereafter, the characteristics of the U.K. lockup 
agreements are discussed, which followed by a detailed introduction of relevant regulations 
in U.K.  
 

3.4.1 The definition of lockup agreements 
A lockup agreement is a contract that prevents the existing shareholders of the issuing firm 
from selling their holdings for a specified time after the initial public offering  (Espenlaub 
et al., 2001 p. 1235). It is an agreement between the shareholders of the firm and the 
underwriter. The specified period of prohibiting the controlling shareholders from selling 
their shares is called the ‘lockup period’ and the date when the shareholders are allowed to 
start selling their locked shares is called the ‘lockup expiry date’. In some of the previous 
literatures, they may refer a lockup agreement as a lock-in agreement, which means exactly 
the same kind of contract. In this paper, however, we will always use the word lockup. 
 

3.4.2 Reasons behind the existence of lockup agreements 
According to Espenlaub et al. (2001), lockup agreements are first and foremost to ensure 
that the incentives of insiders and the new shareholders are more closely aligned in the 
initial phase on the market. Second, the lockup contracts may also give a credible signal to 
outside investors that the insiders will not be attempted to drop shares during this period 
when there is still high uncertainty about the true value of the firm. Finally, it may help the 
underwriter in the way of supporting and stabilizing the stock price of the IPO firm by 
temporarily constraining the number of shares supplied. 
  
In line with the conclusions of Espenlaub et al. (2001), previous research in this field, i.e. 
Mohan & Chen (2001), Ahmad (2012) and Brav & Gompers (2003), and Yung & Zender 
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(2010) concluded that lockup agreements help to solve two major problems faced by firms 
going public: information asymmetry and moral hazard at the time of IPO. 
  
Information asymmetry refers to the situation where part of the relevant information is 
known to some but not all parties. It brings inefficiency to the market, because not all 
market participants have the access to the information they need for their decision making 
processes. To be more specific, during the time of flotation in the IPO market, outsiders 
usually have little information about a firm. While the insiders, who are involved in the 
management of the firm, tend to have a more clear understanding about the firm’s prospects 
and where it is heading. As a result, lockup agreements are used in a way to protect outside 
investors from being exploited by insiders acting on private information in this sensitive 
period (Goergen et al., 2004, p. 5).   
  
Moral hazard problem means that a party, protected or hedged in some way from risk, will 
act differently than if it did not have that protection. ‘Lockups is a commitment device to 
alleviate moral hazard problems’ is the findings in Brav & Gompers’ (2003) research. The 
central question addressed in their research was why IPO lockup agreements exist. The 
authors highlight several potential explanations, whereas ‘Lockups is a commitment device 
to alleviate moral hazard problems’ is the only true hypothesis in their paper. Furthermore, 
they explain more specifically that underwriters normally impose longer lockup agreements 
when the moral hazard in the aftermarket is higher (Brav & Gompers, 2003, p. 1).  
  
A research supporting Brav & Gompers (2003) and Goergen et al., (2004)’s conclusion is 
Yung & Zender (2010), where the authors show how moral hazard and asymmetric 
information are the motives behind the use of IPO lockup provisions. The literature also 
goes deeper in giving empirical supports for each motive. Yung & Zender (2010) 
hypothesized that the motivations for reducing moral hazard or asymmetric information is 
dominant for a different set of firms. They furthermore categorized the firms into who were 
certified by a reputable underwriter and who were unable to obtain a high reputation 
underwriter certification. As a result, they found that the firms working with high 
reputation underwriters naturally had lower asymmetric information relative to the other 
group. Therefore, the group of companies with a low reputation underwriters motivated 
their lockup provision to moral hazard problem, while companies working with a reputable 
underwriter were more motivated by the asymmetric information for the use of lockup 
agreements.  
  

3.4.3 Determinants of lockup length and lockup volume 
The previous researchers in this field have stressed on that the lockup period varies when 
the firms are backed with venture capital firms compared to when they are not. Brav & 
Gompers (2003) proved, more specifically, in their paper that VC backed firms have 
shorter lockups, while shareholders of smaller and younger firms with more uncertainty are 
locked up for longer periods. The reasons behind this conclusion are also discussed in other 
research papers, that the length of the lockup period is especially important to VCs who 
frequently seek to use the IPO as an exit route. Jain & Kini (2000), Espenlaub et al., (2001). 
Brav & Gompers (2003) also argue that IPO firms with VC backing are less likely to 
present severe problem of adverse selection, and therefore proving that the length of the 
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lockup for these firms should be shorter. Their sample firms are US IPOs issued during 
1988 - 1996, where they find that the average lockup period of VC backed firms is 191 
days and 264 days for Non-VC backed firms. Consistently with the presented findings 
above, Bradley et al. (2000), Brau et al. (2001), Espenlaub et al. (2002), Goergen et al. 
(2004), and Ahmad (2012) also found that on average, the length of the lockup period is 
shorter for VC-backed firms than for Non-VC backed firms. 
 
Moreover, they also found that the volume of shares locked up is higher for VC backed 
firms than for Non-VC backed firms. The reason for higher locked shares for VC backed 
IPOs might be because the underwriter might expect heavy sales by the VC after the IPO. 
This could result in locking up the directors’ shares harder to limit the potential downward 
pressure (Espenlaub et al., 2002, p. 24). Besides, if VCs do not sell out completely at the 
time of the IPO, according to Barry et al. 1990, they may seek to align the directors’ 
interests with their own by locking the directors up.  
 
As our paper is dealing with the research question ‘Does abnormal return exist around the 
lockup expiration date for Venture Capital backed Initial Public Offerings on the London 
Stock Exchange?’, it is necessary to keep the findings about the differences between VC 
backed firms and Non-VC backed firms in terms of lockup length and locked volume in 
mind. 
  

3.4.4 UK lockup agreements and relevant regulations 
As we indicated in the 1.2 Previous Research, Levis & Vismara (2013) displayed that the 
characteristics of the U.K. lockup agreements are different from the ones in the U.S. Prior 
to the study of Levis & Vismara (2013), the first paper to comprehensively study lockup 
agreements in the U.K. was Espenlaub et al. (2001), where they pointed out that the U.K. 
lockup periods varied between 158 to 1095 days post the IPO date. There were many 
following empirical studies supporting Espenlaub et al., (2001)’s observation, e.g. Hoque 
(2011) did a study on both the Main Market and AIM and reported heterogeneity in terms 
of lockup length and contract types. In his research, he selected samples from the years 
1999 - 2006, and found that the average lockup length varied from 383 days to 714 days 
among different lockup types for firms getting listed during that period. This evidence 
clearly indicates that U.K. firms went public with significantly longer lockups in place 
compared with the more standardized lockup agreements of 180 days in America. Besides, 
lockup contracts do not only differ in length but also in the way they specify the expiration 
date. A U.K. lockup agreement can either be expressed with a specific calendar date, like 
the one in the U.S., or with a more flexible expiration date in relation to other 
announcements (Espenlaub et al., 2002, p. 4). Espenlaub et al., (2001) indicated that 
directors are more likely to be locked up for different periods compared with other pre-IPO 
shareholders. It is also common to offer staggered lockup agreements in the U.K., which 
provides a gradual release of part of the shares locked up as a taper.  
 
Additionally, the differences in terms of the U.K. regulations, compared to other stock 
exchanges, help to form the characteristics of U.K.’s lockup agreements. Since the changes 
to the ‘U.K. Listing Rules’ were made in January 2000, there are no longer any compulsory 
lockups. However, certain types of firms with less than three years of trading records are 
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required to display a statement in their IPO prospectus specifying whether they have a 
lockup agreement or not. If a company does not have a lockup agreement, the prospectus 
must state the reasons for its absence (Goergen et al., 2004, p. 4). Additionally, the 
alternative investment market (AIM) requires lockup agreements with at least 12 months of 
lockup. Prior to the changes in 2000, according to Espenlaub et al., (2001), there were 
certain types of companies subjected to compulsory lockups in the U.K.: mineral 
companies, scientific research companies, and innovative high growth companies. To be 
more specific with the certain rules, chapter 19 and 20 of the Listing Rules mainly deal 
with mineral companies and scientific research based companies, respectively. 
Additionally, a new chapter - Chapter 25 - relates to the innovative high growth companies 
that was added to the ‘Listing Rules’ in January 2000. There have been no big changes of 
regulations related to lockup agreements in the U.K. afterwards. The newest update on 
‘Listing Rules’ was on November 5, 2013, where the U.K. Financial Conduct Authority 
(FCA) published ‘near final rules’ and a further round of consultation on enhancing the 
effectiveness of the U.K. Listing Regime (CP13/15). If a company is contemplating an IPO 
in 2014, it will need to take these requirements into account when formulating its corporate 
governance arrangements. The only changed rule that mentions lockup agreement is: 
“Amendments have been made to what are treated as ‘shares in public hands’ – including 
guidance that shares subject to a lock up of longer than 180 days will be excluded from the 
calculation of the free float.” However, the newest changes have not affect the research of 
our paper. 
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3.5 Research Model 

 
Figure 1 - Research Model  

 
 
 
The model above summarizes the theoretical framework used in this research. We will 
combine three main theoretical dimensions: Financial performance, Venture capital, and 
Lockup agreements. VCs involved in IPOs have different lockup agreements compare with 
Non-VC backed firms in terms of lockup length and locked volume. Thus may lead a 
different financial performance when facing lockup expirations. To be more specific, we 
will examine the abnormal returns and market efficiency in the lockup expiration situation. 
Our study will contribute to the stakeholders in the market, such as investors, insiders, 
underwriters and regulators.  
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CHAPTER 4: PRACTICAL METHOD 
In this chapter, all parts of the practical methodology of the research are described. 
Initially, the hypotheses are outlined and explained with the support of information in the 
previous chapters. The population, data collection method, and event study will after that 
tell all the details on how we will conduct the actual study. Finally, a statistical test will 
reveal how the significance will be tested to see whether the study can be generalized on or 
not. 
 
 

4.1 Hypotheses 
With connection to the research question presented in 1.4 Research Question, we will here 
outline four hypotheses that will help us to finally identify our research issue. 
 

4.1.1 Operationalizing Research Question 
As we mentioned in the 1.2 Previous Research, many previous researchers studying the 
U.S. stock market found that abnormal returns existed surrounding the lockup expiration 
and tested if their results were statistically significant. Some of the researchers, for example 
Bradley et al. (2000) whose research focused primarily on the role of venture capital 
backing in the price declines at a lockup expiration They concluded that the negative 
abnormal returns for a VC backed firm is larger than for a Non-VC backed firm when the 
lockup agreement expires. Although similar studies on the U.K. market were done many 
years ago, those studies also found abnormal returns during an event window for VC 
backed IPOs, however without being statistically significant. Since the stock market and the 
financial industry are in constant change, a comprehensive study about the role of lockup 
agreement for VC backed IPOs needs to be updated in U.K.. Therefore, we have deduced 
the following research question for this study: 
 
‘Does abnormal return exist around the lockup expiration date for Venture Capital backed 
Initial Public Offerings on the London Stock Exchange?’ 
 
By answering the research question, the purposes of our study can be achieved. Therefore, 
the first step is to test if abnormal returns exist during an event window. That is, we aim to 
offer an understanding about the financial performance on the LSE for IPOs is coming 
towards the lockup expirations, and to investigating the relationship between lockup 
expirations and abnormal returns.  Thus, the null hypothesis should be given as:  
 
‘The lockup agreement expiration has no impact on IPO firm value on LSE and observed 
returns are different from zero only by chance.’ 
That is hypothesis 1,  

H0: CAR (whole market) = 0, t=[-20, +20] 
H1: CAR (whole market) ≠ 0, t=[-20, +20] 
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Thereafter, we look into how VC backed IPOs and Non-VC backed IPOs are affected by 
this event, more specifically if VC-backed IPOs’ abnormal returns are more affected than 
Non-VC backed IPOs.  
Thus, the null hypothesis 2: 
 
‘The event has no impact on VC backed IPO firm value on LSE and observed returns are 
different from zero only by chance.’ 
That is hypothesis 2,  

H0: CAR (VC backed IPOs) = 0, t=[-20, +20] 
H1: CAR (VC backed IPOs) ≠ 0, t=[-20, +20] 

 
 
The null hypothesis 3: 
 
‘The event has no impact on Non-VC backed IPO firm value on LSE and observed returns 
are different from zero only by chance.’ 
That is hypothesis 3,  

H0: CAR (Non-VC backed IPOs) =0    t=[-20, +20] 
H1: CAR (Non-VC backed IPOs) ≠ 0   t=[-20, +20] 

 
 
Moreover, to enrich the answer to the research question, we deduce hypothesis 4 by 
changing the event window of VC-backed IPOs’ to a shorter period of [-5, +5] to explore 
whether the time difference might cause another result than Hypothesis 2 [-20, +20].  
Therefore, the null hypothesis 4: 
  
‘The event has no impact on VC backed IPO firm value on LSE and observed returns are 
different from zero only by chance.’ 
That is hypothesis 4,  

H0: CAR (VC backed IPOs) = 0    t=[-5, +5] 
H1: CAR (VC backed IPOs) ≠ 0  t=[-5, +5] 

 
  

4.2 Population 
Section 4.2 will go in to the population of our research, both for the listed companies but 
also the index, which will be used as a benchmark for the study, and then end with how the 
segmentation was considered. 
 

4.2.1. Population and sample selection 
The purpose of this research is to examine if there are abnormal returns, surrounding the 
lockup expiration, for VC backed IPOs on the London Stock Exchange. To see this, we 
need to look at a population of IPOs made on the LSE during our selected years. 
  
The London Stock Exchange is currently the largest stock exchange in Europe with a 
market capitalization of over $3,000 trillion (Financial Times, 2014). There are two main 
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activities on the London Stock Exchange: the primary markets and secondary market, 
where the latter is the actual exchange platform and has several underlying areas. The 
primary market is the way into the stock exchange, it is where LSE is helping companies to 
raise capital and guiding them through the IPO process. There is also a higher class in this 
segment, named Premium Listed Main Markets, where only the largest IPOs take place. A 
third route is also possible, if a company does not meet the requirements for the premium or 
standard markets, the high growth segment will play out as it is devoted to smaller 
companies with a rapid growth (London Stock Exchange, 2014). The secondary market is 
where securities are being traded, hence the most famous of the exchanges. The securities 
available on the secondary markets are: ordinary shares, mutual funds, commodities, 
warrants, structured products, bonds, and global depositary receipts. All of the securities 
can either be traded on the main market or on the alternative investment market (AIM). The 
main market is the home to some of the largest corporations in the world, where over 2600 
companies from 60 countries are established, making it the world’s most international 
market. The AIM, however, is the most successful growth market in the world. This is 
usually the first step of becoming publicly traded, to join the AIM, which is LSE’s 
international market for smaller growing companies (London Stock Exchange, 2014). 
  
As mentioned and described in 4.2.2 Time Horizon, we wanted to look at a population of 
IPOs made from 2009 until today (spring 2014). However, since we need to examine the 
lockup period, and with the lockups ending anywhere between 0-30 months post the actual 
IPO, this made us draw back the time set for this. The first parameter for our sample is 
therefore, for us to to include all companies and be consistent, IPOs made on the LSE 
between 2009 and 2012. The ending year 2012 is decided on because that fits all of the 
IPOs and we do not need to exclude any. The second restriction we had to take into 
consideration was whether we should include all industries or not. Previous research, by 
especially Espenlaub et al. (2001), made us consider this. To get as good picture of this 
phenomenon as possible, we decided on excluding financial and investment companies 
from our sample. This is, because VCs do not have the same investment pattern towards 
other investment companies and the results had therefore been biased towards the Non-VC 
segment. Companies that had gone into bankruptcy, before passing our event window, will 
also be excluded because there is no data on how they performed. Other companies, where 
information is lacking, will also be excluded. Finally, for us to be able to actually detect a 
pattern in these situation, we will also need to exclude any company that released either an 
annual report or an interim report within our event window. If we do not exclude it, results 
for a possible abnormal return could very likely be due to the reporting rather than the 
lockup period. 
  
Rules for our population: 
- IPOs on London Stock Exchange (Main Market, AIM, International Main Market) 
- 2009-2012 
- No financial and investment companies 
- No bankruptcies included 
- Companies with no info were excluded 
- No interrupting events in the event window (annual or interim reports) 
Table 2 - Guidelines for population 
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4.2.2 Index 
To calculate abnormal returns, we need two sorts of data: historical stock prices for a 
company and the expected return as a mix of the market and the company’s beta value. We 
will use the market model to calculate the expected return. 
  
Our entire sample is listed on the London Stock Exchange, which has several indexes 
attached to it: FTSE100, FTSE250, FTSE350, FTSE ALL-SHARE, FTSE AIM UK50, 
FTSE AIM100, FTSE AIM ALL-SHARE (London Stock Exchange Group, 2013, p. 1). 
Our sample is coming from both the Main Market and the AIM, which means that we need 
to include both markets into our index. The FTSE ALL-SHARE index is not the most 
famous nor most commonly used, but it is the largest index, and since it includes all shares 
on both markets it is a good indication of how the U.K.’s stock market is doing. 
  
The process of using the FTSE ALL-SHARE index is explained more thoroughly in 4.4.3 
Abnormal Returns and 4.4.4 Cumulative Abnormal Returns. 
  
  

4.2.3 Segmentation 
With the research’s main focus of looking at a VC-backed IPO’s abnormal returns, the 
main segmentation is sorting all the IPOs into VC-backed and Non-VC backed firms. 
Furthermore, to detect if there are differences in the lockup agreements for VC backed 
firms and Non-VC backed firms, we will compare the average length of the average 
volume of shares locked up.  
 
The segmentation process on VC backed and Non-VC backed IPOs is quite straight 
forward. One basket is if for companies funded by a VC, and the other basket is for 
companies not funded by a VC. This segmentation is, first and foremost, used to divide 
these two groups and to help us determine the population for the event study. The 
segmentation on VC backed and Non-VC backed will also help us in looking deeper into 
other characteristics of the entire sample, where we will sort on lockup length and volume 
locked up. 
  
For each company in our sample, we have gathered data on how long the directors and 
majority shareholders have agreed on a lockup period. This information is stated in the 
official prospectuses that are published prior to the IPO. The AIM market has an internal 
rule stating that directors are required to hold their shares for at least 12 months, whereas 
the Main Market does not have any established rules on this. With the data on lockup 
length, we will see how VC backed and Non-VC backed differ against each other, but also 
how they stand against the average market. 
  
As a rule for the entire London Stock Exchange, all IPOs need to showcase the directors 
and managers with more than 3% of all the outstanding shares. This enables us to gather the 
information of an insider’s percentage of shares locked up in each IPO. By using the 
segmentation on VC and Non-VC, we hope to explore how the volume of locked up shares 
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differs between the average company that was funded by a VC and average one that was 
not. We will only look at the volume locked up by directors, given that it is the most 
comparable segment available. Besides, directors are the second most important 
shareholder type after institutional investors, i.e. venture capitalists (Espenlaub et al. 2002, 
p. 18). Generally in a U.K. firm, it is the directors who control the firm while the 
institutional investors do not necessarily exercise their voting right, which is especially true 
for younger firms with energetic founders (Morck et al., 1988, p. 307). This results in a 
greater informational asymmetry between directors and outside shareholders than between 
existing shareholders and new shareholders. Moreover, since previous research is also 
looking at the volume locked up by directors, by conducting the research in a same way we 
will be able to make a fair comparison with previous research. 
 
 

4.3 Data collection method  
The London Stock Exchange’s official website has an official list of all IPOs made on their 
markets, whereas you can sort on: markets, dates, issue type, company, transfer, country, 
sector, subsector, issue price, market value, money raised, broker, nominated advisor; and 
listing category. With the population criteria from 4.2.1 Population, this list will enable us 
to sort on the right markets, correct dates, and suitable industries. 
  
With the list on all IPOs using our criteria, next step will be to sort out the ones that were 
funded by a venture capitalist firms. However, there is no existing list on IPOs that were 
funded by a VC available to the public. The database/program ‘Thomson One Equity’ will 
tell us if a firm is VC backed, since it keeps a track record on what kind of investment a 
company has received. By looking at every single company, with this program, we will 
detect all IPO firms that were funded by a VC.  
  
Before a company goes public, it is required by law to publish an official prospectus where 
it reveals the company by telling their stories and future plans. These are all public 
documents and should be available on each company’s investors relation section on their 
websites. By going into a prospectus, we will be able to see whether they had a lockup 
agreement or not. Also, if they had an agreement, the expiration date of the lockup will be 
collected.  
  
With the segmentations of the list complete, the last data gathering is to get the stock prices 
and index prices to calculate abnormal returns. The financial data was gathered from 
Thomson Reuters DataStream. In regards to 4.2.1 Event Study and 4.2.2 Time Horizon, we 
placed the expiration date as day 0 and gathered data from 20 days before and 20 days after, 
excluding bank holidays and weekends. The same data was also gathered but with 150 
business days, prior to IPO date, for the estimation period. This will be done to calculate 
beta and alpha, which is explained in 4.4.3.1 Market Model. For both the stock price and 
index price, the closing price of each day will be used as financial data. 
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Data gathering will be done in this order: 
- A company list on all IPOs from the official LSE website 
- Data on VC-investments will be detected from Thomson One Equity  
- Info on lockup date, lockup length, and volume locked up from official prospectuses 
- Closing prices for stocks and index from Thomson Reuters DataStream  
Table 3 - Guidelines for data gathering 

 

4.4 Event Study 
Section 4.4 will focus on how the event study is used as a tool and how we decided on a 
specific time frame for our study. 
  

4.4.1 Event Study 
The motivation for an event window is mainly to try to predict future events by looking at 
historical patterns (McWilliams & Siegel, 1997, p. 626). The concept ‘event study’ is 
connected to both abnormal returns (AR) and the cumulative abnormal returns (CAR), as 
the three are forming a circle where they are supporting each other (MacKinlay, 1997, p. 
19). Therefore, to be able to conduct an AR and CAR study, an event window is needed to 
study it. Our event study is to test the behavior of stock returns in relation to a specific date, 
therefore we will use the event study methodology to make the lockup expiration date of an 
IPO firm an event to study. The event is to see how a stock is behaving compared to a 
benchmark, and in our case the benchmark is the expected return estimated from an index. 
Finally, we need to calculate the market model to see if there are abnormal returns over the 
event window, as well as to test the statistical significance of our findings. In order for the 
results to be reliable, one essential assumption is required: the variable in our study, the 
abnormal return, has to be normally distributed (Barber & Lyon, 1997). 
 
The setup of an event study should, according to Binder (1998), be structured as: 
- Determine the type of event 
- Determine the selection criteria 
- Search for all companies in the selection criteria and that were subject to such an event 
- Determine for each firm the precise event date 
- Determine the event window 
- Determine the estimation period 
- Obtain the daily stock return for all firms for both windows 
  
More precisely, according to Binder (1998, p. 123), the first step in an event study is to 
determine an event window with regards to the exact event date. An event date is normally 
expressed as day 0, and the event window is a certain interval that is presented as [-t, +t]. 
Therefore, to be able to see whether a stock shows abnormal returns, we need to set the 
dates to be studied for both the stock and the index. To get the final result, if there are 
abnormal returns in our chosen window, both the return of the stock and the index during 
the event window will be studied. 
  
We are using the ‘market model’ to calculate the expected return, where we will need an 
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estimation period prior to the event window. The estimation period is a core foundation in 
the market model, while it is not necessary to look at in the market-adjusted return model 
(MacKinlay, 1997). To determine the estimation period, we need a clean period for the 
stock price and index price where no events interfere the performance of the stock during 
this time. The data sorting for the estimation period is therefore the same as for the original 
event window, only with another time perspective. 
  
More practically, the event window will be used with a company’s expiration date as the 
center. With the true expiration date as day 0, -20 days prior to this and +20 days post to 
this will be looked at. The estimation period is usually stronger the longer it is. Since some 
companies only have 6 months lockup agreements, and subtracting 20 days from that, this 
makes it only possible to go back -150 days from that date. In these extreme situations, we 
have left a 10-day margin due to large fluctuation during the first days of trading. These 
two windows will bring two different values and will be used in different ways, but both 
supporting each other and leading to a final conclusion on this research. 
 
- Event window: [-20, +20] days from the expiration date 0 
- Estimation period: [-150, -21] days from the expiration date 0 
 

4.4.2 Time Horizon 
The fact that there was no research done on this topic in recent time made us look into this 
and dig deeper. Therefore, the time horizon for this event study is starting the first day of 
2009, right when we saw a low on the financial markets around the world. Venture capital 
investments had a record low number in 2008, and with the big drop in risk appetite all over 
the globe, the circumstances were not fair to get an even number between VC and Non-VC 
firms in this period (EY, 2013) (PWC, 2014). The big turn in the financial markets came at 
the very beginning of 2009, which justifies this as the start of our time frame to look at how 
VC investments played out compared to Non-VC investments. The main reason for only 
investigating this from 2009 is because we are not examining a change over time, but we 
are instead looking for potential abnormal returns surrounding the lockup expiration date 
rather than to see a change over time. 
  
Previous research, i.e. Espenlaub et al. (2001) and Brav & Gompers (2003), concluded that 
expiration days can occur anywhere between 158 to 1095 days following an IPO, which 
made us draw strict guidelines on our time horizon for the study. To be able to meet all 
criteria, we need to sort on companies with an IPO date between the first day of 2009 and 
the last day of 2012, in order to give space to our estimation period and lockup period. We 
decided on the last day of 2012 to be consistent and have also excluded all companies with 
a lockup expiration date after March 2014. As we will use the market model to estimate the 
expected return, an estimation period is needed. We wanted to use as long estimation period 
as possible, and this gives us 150 days as an estimation period. This is because some 
companies only have a 6 months lockup period, and in order to fit an estimation period 
between our event window and the IPO date, 150 days is chosen because it gives room for 
the first 10 days post IPO since those days are considered as highly fluctuating (Aggarwal, 
2000, p. 1080). To determine the event window of this research, we refer to the previous 
research, where Espenlaub et al. (2002) used the event window [-40, +40], but also a 
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shorter the event window for the same sample to confirm the consistency of the two event 
windows. Goergen et al. (2010) used event window [-50, +50], [-5, +5] and [-7, +7] in their 
study. Thus we can see the decision on the length of event window is very flexible. In our 
research, we take the event window of [-20, +20], and short the event window for VC 
backed IPOs to [-5, +5] for extra test. Based on previous research, we argue that our event 
window on [-20, +20] days is a standard format and therefore suitable to test the London 
Stock Exchange on.  
 

4.4.3 Abnormal Returns 
After the estimation period, event window and event date, we have all the tools to estimate 
the abnormal returns around the lockup expiration. The formula of abnormal returns is: 
 

𝐴𝑅jt= 𝑅jt  −  𝐸(rjt) 
 

- 𝐴𝑅jt is the abnormal return for firm j on day t. 
- 𝑅jt is the actual return for firm j on day t.  
- 𝐸(rjt) is the expected return for each firm j and each day t in the event window. 
  
𝑅jt is the total return on the stock of firm j on day t which can be measured by using:  
 

(𝑃jt−  𝑃jt−1)  /  𝑃jt−1 

 
The 𝐸(rjt) is the expected return or a ‘normal’ return on a daily estimation, in our research it 
is calculated by using the market model. 
 

4.4.3.1 Market model  
We need to calculate the ‘normal’ or expected return 𝐸(rjt) for each firm j and each day t in 
the event window. As mentioned in Chapter 3, there are several models to calculate the 
‘normal’ or expected return: the mean-adjusted model, the market-adjusted model, the 
market model, Sharpe-Lintner CAPM, Fama/French three-factor model, and Benchmark 
portfolios. Because we are using the FTSE All Share Index as an estimating basis for the 
𝐸(rjt), the mean-adjusted model is not suitable a choice for us. While comparing the 
market-adjusted model with the market model, the market-adjusted return model simply 
takes market index return and use that as the expected return, which does not hold for a 
statistical test. Therefore, among all these models, we are confident that the market model 
should be used in this research, where the expected return is given by:  
 

𝐸(𝑟jt) =   𝛼j+  𝛽j𝑟mt  , 𝑡 = −20,… ,+20  
 
The alpha (𝛼j) and beta (𝛽j) are the estimates from the following regression: 
 

𝑅jt  =   𝛼j+  𝛽j𝑟mt+  𝐸jt , 𝑡 = −150,… ,−21 
 
The estimation period for the estimated beta and estimated alpha in this event study is from 
-21 to -150 days for each company. We will use an estimation period from -150 days 
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mainly because some of the sample firms have 6 months lockup agreements after IPO. By 
inputting the stock price and the market index captured form the estimation, we will 
calculate the stock price returns and index returns in the same way as we described before 
using the formula (𝑃jt−  𝑃jt−1)  /  𝑃jt−1. Thereafter, we will obtain two columns of returns 
(in percentage) for each firm, by running a linear regression function with these two 
columns, taking a stock’s return as Y a-axis and the market index returns as X-axis. With 
this, we will get a linear function for each firm from the estimation period: 
 

𝑌 = 𝑒𝑠𝑡.𝛼 + 𝑒𝑠𝑡.𝛽 ∗ 𝑋 
 
Where we can subtract the estimated alpha and beta we need to calculate the abnormal 
returns. 
  
Moreover, the variance of the abnormal return for the market model is:  
 

𝜎2
j  = (1− 𝑅i

2)𝜎2
it

 

  
where 𝑅2 is the 𝑅2 of the market-model regression for security i.  
 
For the mean-adjusted model, the variance of the abnormal return, 𝜎2

ei, is the variance of 
the unconditional return 𝜎2𝑅it. Since 𝑅2 is between zero and one, the variance of the 
abnormal return using the market model will be less or equal the variance from the mean-
adjusted model. Therefore, inferences based on the market model may be more precise.  
 
 

4.4.4 Cumulative Abnormal Returns  
As we know by plotting CARt against t shows how the information is incorporated into 
prices, therefore, we need to calculate the CARt for each sample firm. Cumulate abnormal 
returns over the event window can be calculated as: 
 

𝐶𝐴𝑅t=   Σ  ARt  , 𝑡 = −20 
 

Where the CAR is the cumulative abnormal returns from t=0 to T. 
  
In order to observe the CARt trend against time during the event window for each sample 
segmented, we need to aggregate all the CARs get the averaged CARt for VC backed firms, 
Non-VC backed firms and the whole IPO market, separately. 
  
  

4.5 Statistical Testing 
The final step of an event study is to conduct a significance test of all the results. In this 
section, we summarize the hypotheses 1-4, and introduce the statistical t-test with the 
confidence level of 95%.  
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4.5.1 Hypotheses 
In an event study, the final important step is to test the statistical significance of the 
findings. Therefore, we deduced the null hypothesis: The event has no impact on firm value 
and observed returns are different from zero only by chance. This null hypothesis is under 
the assumption: returns 𝑅jt are independent and identically normally distributed. As we 
introduced in the first section of 4.1, about how we deduced the hypotheses 1-4 according 
to our research question, a short summary of the 4 hypotheses is given here: 
  
 Hypothesis 1 

H0: CAR (whole market) = 0, t=[-20, +20] 
H1: CAR (whole market) ≠ 0, t=[-20, +20] 

  
Where the estimated cumulative abnormal returns of the whole sample market of the 
London Stock Exchange during 2009-2012 tested during the event window. 
  
 Hypothesis 2 

H0: CAR (VC backed IPOs) = 0, t=[-20, +20] 
H1: CAR (VC backed IPOs) ≠ 0, t=[-20, +20] 

  
Where the estimated cumulative abnormal returns for VC backed IPO firms on the London 
Stock Exchange during 2009-2012 are tested during the event window. 
  
Hypothesis 3  

H0: CAR (Non-VC backed IPOs) =0    t=[-20, +20] 
H1: CAR (Non-VC backed IPOs) ≠ 0   t=[-20, +20] 

 
  
Where the estimated cumulative abnormal returns for Non-VC backed IPO firms on the 
London Stock Exchange during 2009-2012 are tested during the event window. 
  
  
Hypothesis 4 

H0: CAR (VC backed IPOs) = 0    t=[-5, +5] 
H1: CAR (VC backed IPOs) ≠ 0    t=[-5, +5] 

 
Where the estimated cumulative abnormal returns for VC backed IPO firms on the London 
Stock Exchange during 2009-2012 are tested during the shorter event window of [-5, +5]. 
  

4.5.2 T-test  
To conduct the statistical tests, we choose the T-test and P-value. In our research we have N 
firms in a sample and will evaluate CARs for an event window with length d. The proper 
model for the value of T-statistic is, therefore: 
  

!
!
𝛴𝐶𝐴𝑅j(𝜏1, 𝜏2)  ~H0 𝑁(0, !

!!
𝛴𝜎2

j 
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Then our test statistic becomes: 
 

!
!
𝛴𝐶𝐴𝑅j(𝜏1, 𝜏2)  ~H0

 

______________________________   ~  𝑁 0,1  

√ !
!!
𝛴𝜎2

j 

 
Even if individual CARs are not normal, the average CAR (numerator) will be for 
sufficiently large N.  
 
As we can see from the formula, the average CAR for the N firms over the event window is 
needed, as well as the variance of each firm j is required. To get the average CAR, we 
simply need to aggregate the CARjt over the event window for VC-backed IPOs, Non-VC 
backed IPOs, and the whole market, separately. Thereafter, we can calculate the average 
aggregated CAR for each. Furthermore, we need to calculate the variance j, as we used the 
market model to estimate the expected return, the Variance of j=(1-Ri

2)*(Variance of Rit), 
where Ri

2 is from the estimated linear function and variance of Rit is calculated by the 
formula: 

𝜎2
 P=   𝛴 !

!
 2    𝜎2

i =
!  
!
  [𝛴  𝜎2

i / 𝑁]  =
!
!
  𝜎-2

i 
 

 
The T statistic tells us if the potential abnormal returns for a firm, or a segment in our case, 
on how many standard deviations away from the mean it is. To know what the probability 
is, that t≠0 might be by chance; we need a P-value of the test. Barber & Lyon (1997, p. 
374) said that empirical power function could be estimated by varying the induced level of 
abnormal operating performance and by calculating the proportion of samples to reject the 
null hypothesis. In our research, we estimate the power function of each test statistic at the 
5% theoretical level of significance, meaning 2.5% on each tail. In order to get the 
probability, that test statistic exceeds the estimated value by chance, this formula will tell:  
 

P= Prob(|t|> c)= TDIST( |T|, 40, 2) 
 
For this, however, we will use the function in excel: TVERT(x,DGF,2) for 2-sided cdf. X is 
the value of the T-statistic, and DGF means the degree of freedom, which is n-1=41-1=40 
in our study. After we have the P-values over the event window for the average CARt, we 
will compare the P with the chosen significance level. 
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CHAPTER 5: EMPIRICAL FINDINGS 
The fifth chapter is presenting all the findings we got from performing the practical 
methodology found in chapter 4. The first part is presenting the descriptive statistics, where 
the differences between VC and Non-VC backed firms are shown in terms of sample size 
and lockup contracts. The second part is presenting the findings in each of our hypotheses 
outlined in Chapter 4. 
 
 

5.1 Descriptive Statistics 
The descriptive statistics starts with describing the sample and outlines all different 
characteristics of the population, followed up with comparing VC backed and Non-VC 
backed companies in regards of lockup length and percentage locked up by directors.  
 

5.1.1 Population Sample 
 

Total IPOs Generated Bankruptcy/Other Available IPOs for use 

157 33 124 

100% 21% 79% 
Table 4 - Available sample 

 
With the total sample number of 124, these were then divided into two categories: 
companies who were VC backed and companies who were not VC backed. We used 
Thomson One Equity and were able to divide the total number of 124 into 47 VC backed 
and 77 Non-VC backed. 
 
Available IPOs For Use Available VC  Available Non-VC  

124 47 77 

100% 38% 62% 
Table 5 - Available VC and Non-VC sample 
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As described in 4.2.1 Population and sample selection, we did not include companies with 
interrupting events in the event window (annual or interim reports). Out of the 124 IPOs in 
our sample, 31 out of those had an interfering announcement of either an annual report or 
an interim report, where VC-backed firms accounted for 12 while Non-VCs recorded 19 
interferences. 
 
Total Interferences VC Interferences Non-VC Interferences 

31 12 19 

100% 39% 61% 
Table 6 - Sample interference 

 
The final number, with all exclusions shown above, ended up at 93 IPOs eligible for our 
study. VCs backed accounted for 35 of our sample and 58 were not backed by a VC firm.  
 
Total Sample Used VC Used Non-VC Used 

93 35 58 

100% 38% 62% 
Table 7 - Final sample 

 

5.1.2 Lockup Agreements 
The length of the lock up agreements, as explained in 4.2.3 Segmentation, is also dependent 
on where a company is listed. For example, companies listed on the AIM have to follow the 
rule on a minimum lockup length of 12 months, whereas companies on the main market do 
not have a rule on this. We have not done a comparison between the different markets, but 
used it as a whole and compared VC backed firms and Non-VC backed firms instead. The 
average lock up agreement for a VC funded firm was 11.4 months while a Non-VC firm 
was 11.0 months. However, the two-sample T-test gave us a P-value of 0.383, which shows 
that the result is not statistically significant.  
 
 

VC, Length  Non-VC, Length  P-value 

11.462 months 11.069 months 0.3825290545 
Table 8 - Lockup length 

The volume of all outstanding shares held and locked up by directors, which process is 
described in 4.2.3 Segmentation, differed very much between all companies. The highest 
recorded number for a company was at 82% of all outstanding shares being locked up by 
the directors, and the lowest one was 0.52%. On average, VC backed firms had an 
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agreement of locked up directors on about 5 percentage points more than Non-VC backed 
firms. However, by performing the same two-sample T-test, the P-value of 0.378 is saying 
that neither this result is significant. 
 
 

VC, Volume Non-VC, Volume P-value 

41.408 % 36.004 % 0.3780847067 
Table 9 - Volume locked up 

 

5.2 Hypotheses 
As explained in Chapter 4, we have deduced 4 hypotheses in order to answer the research 
question of this study: 
 
‘Does abnormal return exist around the lockup expiration date for Venture Capital backed 
Initial Public Offerings on the London Stock Exchange?’ 
 
The results presented in this chapter will follow the same structure as the hypotheses 1-4 
presented in Chapter 4. A table will be displayed under each hypothesis as a summary of 
the changes of the cumulative abnormal returns over the event window together with their 
values of T-statistic and P-value, as well as a graph to clearly present the trend of the 
abnormal returns around the expiration date. 
 

5.2.1 Hypothesis 1 
Hypothesis 1 is stated as ‘The lockup agreement expiration has no impact on IPO firm 
value on LSE and observed returns are different from zero only by chance.’  
That it,  

H0: CAR (whole market) = 0, t=[-20, +20] 
H1: CAR (whole market) ≠ 0, t=[-20, +20] 
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The Average CAR for our IPO market sample over the event window [-20, +20], 95%Conf. 
Event Window AVG CAR T test P value 

-20 -0.001198032629 -0.3600806046 0.7196121755 

-19 -0.003058095605 -0.6499308373 0.5173564854 

-18 -0.002117015009 -0.3673621366 0.7141926239 

-17 -0.0005897309622 -0.08862474871 0.929572775 

-16 0.004210587392 0.5659639463 0.5727961923 

-15 0.005486424317 0.6732011513 0.5025069527 

-14 0.005434611828 0.6173772078 0.5385110304 

-13 -0.00136431648 -0.1449777029 0.8850456199 

-12 -0.006641946534 -0.665434331 0.5074376109 

-11 -0.009130582108 -0.8678197884 0.3877510258 

-10 -0.008090006654 -0.7331344354 0.4653404183 

-9 -0.01040359125 -0.9026590492 0.3690641727 

-8 -0.00817642585 -0.6815895276 0.4972107657 

-7 -0.009781145175 -0.7857000299 0.4340621314 

-6 -0.01256234958 -0.9748915983 0.3321704529 

-5 -0.01493314195 -1.122076029 0.2647501204 

-4 -0.01469843447 -1.071464292 0.2867634775 

-3 -0.02021581608 -1.432142087 0.155492055 

-2 -0.02212468166 -1.525567094 0.1305482442 

-1 -0.02359824071 -1.585972715 0.116176849 

0 -0.02168461887 -1.422241112 0.1583378773 

1 -0.02592356415 -1.66117143 0.1000833214 

2 -0.02876276158 -1.802593273 0.07472654148 

3 -0.03799497183 -2.331049998 0.02193541551 

4 -0.04061002477 -2.44114925 0.01655424343 

5 -0.04598328402 -2.710468678 0.008015613384 

6 -0.05359233895 -3.099930178 0.002568716201 

7 -0.05369783476 -3.050063219 0.002988663357 

8 -0.05511747485 -3.076248368 0.002760800274 

9 -0.05981172178 -3.282137413 0.0014569186 

10 -0.05235120723 -2.826031099 0.005780706185 

11 -0.05738112938 -3.048773671 0.003000323427 

12 -0.06199089495 -3.243411251 0.001646489361 

13 -0.06506297196 -3.353710119 0.001159213464 

14 -0.06295022581 -3.198117035 0.001897412981 

15 -0.06010121127 -3.010669321 0.003364496012 

16 -0.05781756698 -2.856867068 0.005289625065 

17 -0.06289584625 -3.066629076 0.002842565086 

18 -0.06181697413 -2.975133938 0.003740571386 

19 -0.06201290478 -2.947020533 0.004065213517 

20 -0.06115029449 -2.870368842 0.005086906085 

Table 10 - Hypothesis 1 
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Figure 2 - Hypothesis 1 

Hypothesis 1 is aiming to test if there are abnormal returns surrounding the lockup 
agreement expiration without considering the segmentation of VC backed IPOs and Non-
VC backed IPOs. As we can see from table 10, the average CARs ranges from 0.548% to -
6.5% over the event window [-20, +20], presenting that negative abnormal stock returns 
exist around the expiry day when our entire IPO market sample is used. It is also clearly 
indicated from figure 2 that right after the expiration date, the average CARs continued to 
drop. We used a P-value test to interpret the value of T-statistic and set the confidence level 
to 95%, using two sides. If the P-value of a CAR is smaller than 0.025 it means it is 
statistically significant and we can use it in this study, and potentially be able to reject the 
null hypothesis. However, by comparing the P-values with the level of significance, the 
negative CARs became significant in our test only from day +3. Whereas the event window 
spans from [-20, +20], only [+3, +20] is statistically significant which leads us to an unclear 
result of the significance test. We choose to state the objective result first, while in order 
deduce a reasonable analysis on hypothesis, where we focus on that the CARs were 
statistically significant from day +3 to day +20. This enables us to reject the null 
hypothesis. However, instead of giving evidence that there are abnormal returns in these 
situations, we conclude that we are able to reject the null being H0: CAR (whole market) 
= 0, t=[-20, +20], and say that there are negative abnormal returns which are statistically 
significant only after the expiration t=[+3, +20]. 
 

5.2.2 Hypothesis 2 
Hypothesis 2 is stated as ‘The event has no impact on VC backed IPO firm value on LSE 
and observed returns are different from zero only by chance.’  
That is, 
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 H0: CAR (VC backed IPOs) = 0, t=[-20, +20] 
H1: CAR (VC backed IPOs) ≠ 0, t=[-20, +20] 

The Average CAR for VC backed IPOs over the event window [-20, +20], 95%Conf. 
Event Window Average CAR for N firms T-test P value 

-20 0.001514618347 0.3351892858 0.7394830831 

-19 0.004452866156 0.6968054813 0.4905269872 

-18 0.0004406331033 0.0562993536 0.9554235102 

-17 -0.002914212117 -0.3224616551 0.7490213699 

-16 -0.0004808642326 -0.04759095146 0.9623127738 

-15 0.004462194126 0.4031435815 0.6892948142 

-14 0.006166510099 0.5157952542 0.6092406014 

-13 0.003607343626 0.2822470655 0.7794164444 

-12 0.00385509586 0.2843811733 0.7777940836 

-11 0.0007821168053 0.05473416946 0.9566614953 

-10 -0.001384819555 -0.09240250814 0.9269051325 

-9 -0.00455918595 -0.2912618458 0.7725702706 

-8 -0.006543389341 -0.4016224682 0.6904037847 

-7 -0.01155550396 -0.6834579313 0.498817424 

-6 -0.01273406993 -0.7276265136 0.4716820215 

-5 -0.01721993945 -0.952705217 0.3472730031 

-4 -0.01618486719 -0.8687035455 0.3909273835 

-3 -0.008426473034 -0.4395380707 0.6629737619 

-2 -0.01385996835 -0.7036753743 0.4862902591 

-1 -0.0121840307 -0.6029244578 0.5504460914 

0 -0.009397636245 -0.4538328184 0.6527508737 

1 -0.01199642592 -0.5660143618 0.5749954269 

2 -0.01195919387 -0.5518548998 0.5845544936 

3 -0.01827987913 -0.8257614678 0.4145328736 

4 -0.02439596575 -1.079779121 0.2876254731 

5 -0.03113357963 -1.35123006 0.1852920197 

6 -0.03579350667 -1.524436297 0.136385727 

7 -0.03188297833 -1.333419442 0.1910080734 

8 -0.02906384301 -1.194375689 0.240362805 

9 -0.02790812401 -1.127604841 0.2671578968 

10 -0.0161236708 -0.6408700712 0.5257814001 

11 -0.01748813676 -0.6841565141 0.4983816007 

12 -0.0242641209 -0.9347479172 0.3563229623 

13 -0.03520784116 -1.336247337 0.1900915637 

14 -0.03453786823 -1.291958075 0.2048377368 

15 -0.02613255101 -0.9638677981 0.3417249453 

16 -0.02662157275 -0.9685449073 0.3394179994 

17 -0.03090535629 -1.109503997 0.2747781363 

18 -0.02758755156 -0.9776148033 0.3349741135 

19 -0.02452859761 -0.8582812752 0.3965769389 

                     20 -0.02515749128 -0.8694854466 0.3905056075 
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Table 11 - Hypothesis 2 

 
Figure 3 - Hypothesis 2 

 
Different from hypothesis 1, hypothesis 2 tested the abnormal returns for only VC backed 
IPOs alone. With the results from the 35 sample firms, table 11 shows that the average 
CARs for VC backed IPOs ranged from 0.616614% to -3.579%% over the event window. 
The figure 3 also indicates that the CAR performance was relatively more stable prior to 
the expiration date, while it after showed larger changes in the closing result each day. 
However, the results were not statistically significant, given that all the P-values of the 
average CAR with the confidence level of 95% were larger than 0.025. Therefore, the 
findings for the average CARs fell into the confidence interval, meaning that we cannot 
reject the null hypothesis: CAR (VC backed IPOs) = 0, t=[-20, +20]. As a result, we found 
that there were negative abnormal returns around the expiration of lock up agreements for 
VC backed IPOs, but the result is not statistically significant. 
 

5.2.3 Hypothesis 3 
Hypothesis 3 is stated as ‘The event has no impact on Non-VC backed IPO firm value on 
LSE and observed returns are different from zero only by chance.’  
That is, 
  

H0: CAR (Non-VC backed IPOs) =0, t=[-20, +20] 
H1: CAR (Non-VC backed IPOs) ≠ 0, t=[-20, +20] 
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The Average CAR for Non-VC backed IPOs over the event window [-20, +20], 95%Conf. 
Event Window Average CAR for N firms T test P value 

-20 -0.002834977184 -0.6182688166 0.5399029176 

-19 -0.00759057253 -1.170542836 0.248709279 

-18 -0.003660423353 -0.4608912516 0.6473728555 

-17 0.0008129731831 0.08864903228 0.9298032022 

-16 0.007041635786 0.6867779306 0.496185128 

-15 0.00610449426 0.5435028667 0.5898000519 

-14 0.004992949078 0.4115625898 0.6828570661 

-13 -0.004364456199 -0.3365215809 0.738236752 

-12 -0.01297636867 -0.9433214189 0.3511796051 

-11 -0.01511238318 -1.042223188 0.3035666703 

-10 -0.01213624025 -0.7980233468 0.4295693905 

-9 -0.01393038755 -0.8770015291 0.3857227878 

-8 -0.009161878916 -0.5541669819 0.5825497463 

-7 -0.008710411425 -0.5076944615 0.6144558012 

-6 -0.01245872523 -0.701545354 0.4870246294 

-5 -0.01355317795 -0.7389395705 0.4642579269 

-4 -0.0138014492 -0.7300086484 0.4696388284 

-3 -0.02733007481 -1.404857721 0.1677822445 

-2 -0.02711200865 -1.356477731 0.1825545139 

-1 -0.03048612607 -1.486671507 0.1449421207 

0 -0.02909917734 -1.384837574 0.1737782042 

1 -0.0343278717 -1.596111815 0.118335298 

2 -0.03890284555 -1.769070846 0.08450665558 

3 -0.04989201053 -2.221023528 0.03207548075 

4 -0.05039437073 -2.198061285 0.03379341546 

5 -0.05494431252 -2.349978259 0.02379595219 

6 -0.0643330136 -2.700099624 0.01011112697 

7 -0.06686197226 -2.755674656 0.008776406775 

8 -0.07083949407 -2.868826121 0.006548898635 

9 -0.07906389285 -3.148076961 0.003102728235 

10 -0.07421265162 -2.906865094 0.005927164172 

11 -0.08145448699 -3.140275842 0.00316957558 

12 -0.0847570517 -3.217708116 0.002562390752 

13 -0.08307899917 -3.107274151 0.003467721089 

14 -0.08009561401 -2.952585533 0.005252954776 

15 -0.08059954075 -2.929605157 0.005582306925 

16 -0.07664273592 -2.747880942 0.008953193371 

17 -0.08220045226 -2.908105671 0.00590784808 

18 -0.08247266017 -2.88008612 0.006358788294 

19 -0.08463274532 -2.91834215 0.005750695633 

20 -0.08287008953 -2.822498074 0.007388244274 

Table 12 - Hypothesis 3 
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Figure 4 - Hypothesis 3 

 
Hypothesis 3 tested if abnormal returns existed around the lockup expiration day for Non-
VC backed IPO firms. Table 12 shows that the average CAR for Non-VC backed IPOs 
ranged from 0.704% to -8.475%. The trend of the average CAR had a small increase before 
the event date, but started to drop after the event date. By taking the confidence level 95%, 
we can see that the average CAR from day +5 was statistically significant in accordance 
with the P-value, giving us a significant period between [+5, +20]. The same scenario and 
argument as in hypothesis 1, thus we are able to reject the null hypothesis 3 that:  CAR 
(Non-VC backed IPOs)=0, t=[-20, +20]. To be clearer, we found negative abnormal 
returns around the expiration date of lockup agreements for Non-VC backed IPOs. The 
negative abnormal return being statistically significant was from day +5 and onwards. 
 

5.2.4 Hypothesis 4 
Hypothesis 4 is stated as ‘The event has no impact on VC backed IPO firm value on LSE 
and observed returns are different from zero only by chance.’  
That is, 
 

H0: CAR (VC backed IPOs) = 0, t=[-5, +5] 
H1: CAR (VC backed IPOs) ≠ 0, t=[-5, +5] 
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The Average CAR for VC backed IPOs over the event window [-5, +5], 95%Conf. 
EVENT WINDOW AVG CAR T-TEST P-VALUE 

-5 -0.004658038398 -0.8693586186 0.3905740019 

-4 -0.004109408876 -0.5423257887 0.5910307347 

-3 0.003234764987 0.3485603685 0.7295074472 

-2 -0.002527688733 -0.2358791188 0.8149013476 

-1 -0.001076344559 -0.08983844318 0.9289277466 

0 0.001193149378 0.09091071922 0.9280818429 

1 -0.001396238394 -0.09849324722 0.9221025686 

2 -0.001247117504 -0.08229212575 0.9348832456 

3 -0.007979664219 -0.496431421 0.6226936714 

4 -0.01438090684 -0.8487546619 0.4017857281 

5 -0.02136369772 -1.202197946 0.2373576514 

Table 13 - Hypothesis 4 

 
Figure 5 - Hypothesis 4 

 
The purpose of having hypothesis 4 was to perform the same test as Hypothesis 2, looking 
for abnormal returns for VC backed IPOs, but now with a shorter event window of [-5, +5]. 
By shortening the event window, we estimated new average CARs that ranged from 
0.323% to -2.136%. There was evidence of negative abnormal stock returns in the days 
around the lockup expiration day in the sense that almost all the returns measured a 
negative figure. However, all of these abnormal returns were statistically not significantly 
different from zero with a confidence interval of 95%. Therefore, we can only conclude that 
negative abnormal returns existed around the lockup expiration date for VC backed IPOs 
with the event window [-5, +5], although with not statistical significance.  
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Summary of Hypotheses 1-4 

Event Window AVG CAR (Non-VC backed IPOs AVG CAR (VC backed IPOs) AVG CAR (ALL) 

-20 -0.002834977184 0.001514618347 -0.001198032629 

-19 -0.00759057253 0.004452866156 -0.003058095605 

-18 -0.003660423353 0.0004406331033 -0.002117015009 

-17 0.0008129731831 -0.002914212117 -0.0005897309622 

-16 0.007041635786 -0.0004808642326 0.004210587392 

-15 0.00610449426 0.004462194126 0.005486424317 

-14 0.004992949078 0.006166510099 0.005434611828 

-13 -0.004364456199 0.003607343626 -0.00136431648 

-12 -0.01297636867 0.00385509586 -0.006641946534 

-11 -0.01511238318 0.0007821168053 -0.009130582108 

-10 -0.01213624025 -0.001384819555 -0.008090006654 

-9 -0.01393038755 -0.00455918595 -0.01040359125 

-8 -0.009161878916 -0.006543389341 -0.00817642585 

-7 -0.008710411425 -0.01155550396 -0.009781145175 

-6 -0.01245872523 -0.01273406993 -0.01256234958 

-5 -0.01355317795 -0.01721993945 -0.01493314195 

-4 -0.0138014492 -0.01618486719 -0.01469843447 

-3 -0.02733007481 -0.008426473034 -0.02021581608 

-2 -0.02711200865 -0.01385996835 -0.02212468166 

-1 -0.03048612607 -0.0121840307 -0.02359824071 

0 -0.02909917734 -0.009397636245 -0.02168461887 

1 -0.0343278717 -0.01199642592 -0.02592356415 

2 -0.03890284555 -0.01195919387 -0.02876276158 

3 -0.04989201053 -0.01827987913 -0.03799497183 

4 -0.05039437073 -0.02439596575 -0.04061002477 

5 -0.05494431252 -0.03113357963 -0.04598328402 

6 -0.0643330136 -0.03579350667 -0.05359233895 

7 -0.06686197226 -0.03188297833 -0.05369783476 

8 -0.07083949407 -0.02906384301 -0.05511747485 

9 -0.07906389285 -0.02790812401 -0.05981172178 

10 -0.07421265162 -0.0161236708 -0.05235120723 

11 -0.08145448699 -0.01748813676 -0.05738112938 

12 -0.0847570517 -0.0242641209 -0.06199089495 

13 -0.08307899917 -0.03520784116 -0.06506297196 

14 -0.08009561401 -0.03453786823 -0.06295022581 

15 -0.08059954075 -0.02613255101 -0.06010121127 

16 -0.07664273592 -0.02662157275 -0.05781756698 

17 -0.08220045226 -0.03090535629 -0.06289584625 

18 -0.08247266017 -0.02758755156 -0.06181697413 

19 -0.08463274532 -0.02452859761 -0.06201290478 

20 -0.08287008953 -0.02515749128 -0.06115029449 

Table 14 - Summary of hypothesis 1-4 
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Figure 6 - Summary of hypothesis 1-4 

 
To summarize the results, as shown in table 14, VC backed stocks ranged from 0.6166% to 
-3.579% while the Non-VC backed stocks ranged from -0.704% to -8.475%. At the 
expiration day, the average CAR of VC backed IPOs was -0.93%, while the average CAR 
without VC backed IPOs was -2.9%. However, in our study, the results for VC backed 
firms were not statistically significant over the entire event window. Moreover, the average 
CARs for firms without VC backed and the average CARs for the whole sample market 
were significant only from event day +5 and day +3, respectively. This proves there were 
abnormal returns after the expiration of the lock up agreements. Figure 6 displays the 
average CARs over the event window for firms with VC backing, the whole IPO sample 
market, and firms without VC backed. 
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CHAPTER 6: ANALYSIS 
Here, the analysis part of the empirical findings in chapter 5 will be discussed and 
analyzed. First, the lockup agreements will be analyzed in terms of the length and volume 
locked up between VC backed and Non-VC backed, which then is followed by an analysis 
on each of the four hypotheses. The final part is a concluding analysis on the entire event 
window where we compare three time periods and summarizes the analysis chapter.  
 
 

6.1 Lockup Agreements 
We start the analysis with a discussion and comparison on VC backed vs. Non-VC backed 
IPO lockup agreements. As previous literature concluded before, there is high information 
asymmetry at the time of an IPO. Lockup contracts restrict managers to sell shares before 
the lockup expiration, which acts as an approach to reduce the information asymmetry 
between managers and shareholders. However, insiders can signal the quality of their firms 
using three devices: underpricing, the percentage of shares locked up, and the length of 
locked period (Brave, Gompers, 2003). We will follow the empirical findings in Chapter 5 
and focus these discussions on lockup length and locked up shares of directors. 
  

6.1.1 Lockup length 
We start from the discussion on the difference of lockup length between VC backed IPOs 
and Non-VC backed IPOs. First of all, the average lockup period of the whole samples was 
11.22 months, which is almost twice as long as the U.S. standard of 6 months. Furthermore, 
we found that firms backed by a VC had longer lockup agreements than firms without VC 
backing. The empirical data was 11.462 months compares with 11.069 months, indicating 
that there is only a small difference. However, we were unable to prove that these results 
were statistically significant. This test is in line with the study of Espenlaub et al. (2002), in 
which they also compared the lockup length of VC backed firms with Non-VC backed 
firms. Although, they did not find any differences in lockup periods between U.K. firms, 
supported by statistically significant results.  
 
One possible reason to explain this result, according to Goergen et al. (2006), is that firms 
with higher ex ante uncertainty and higher asymmetric information will mostly enter into a 
stricter lockup agreement. Based on the previous studies on the differences between VC 
backed and Non-VC backed firms, i.e. Yung & Zender (2010), they all found VC backed 
IPOs’ stock prices normally outperforming Non-VC backed IPOs. To be more specific, the 
presence of a VC certifies the value of an IPOs by reducing information asymmetry through 
employing reputed auditors, prestigious underwriters, and eliciting greater interest from 
institutional investors (Megginson & Weiss, 1991). Yung & Zender (2010) concluded that 
firms with VC backing had less need for strict lockups, which is supported by Bruno & 
Tyebjee (1984, p. 1051) who stated that VCs normally want to cash out as soon as possible 
after the IPO. In line with this, Cao, Field and Hanka (2004) pointed out that venture 
capitalists prefer shorter lockup period.  
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6.1.2 Locked Shares 
The second analysis is the volume of shares held and locked up by inside directors. As 
shown in 5.1.2 Lockup Agreements, the difference in volume between VC and Non-VC 
backed IPOs is that VC backed companies locked up a larger portion. On average, 41% of 
all outstanding shares were locked up during this period, while 36% of all outstanding 
shares at a Non-VC backed firm were locked up. 

  
Espenlaub et al. (2002, p. 15) came to the same conclusion as us, that VC backed firms tend 
to have a larger size frozen during the lockup period than what Non-VC backed firms have. 
They presented two reasons for this. First, the underwriter of the IPO might expect heavy 
sales by the VC in the initial phase of the IPO and does therefore lockup the directors to 
eliminate the potential damage a VC sell out would create. Second, if a VC does not sell it 
all in the IPO process, as also reported by Barry et al. (1990), they might seek to align the 
directors’ interest with their own by locking in the directors’ shares.  Like we presented in 
3.2 VC, a VC firm usually wants to exit rather quickly after an investment, something that 
Bruno & Tyebjee (1984) and Giot & Schwienbacher (2007) also attests, which further 
supports the idea of Espenlaub et al. (2001) to why an underwriter would want to lockup a 
VC more. In the case of a VC selling prior to the IPO, the company is still considered as 
VC backed, and in that case we can only assume that those shares are sold back to the 
management and directors of the firm, which does not affect the final volume locked up. 
 
 

6.2 Hypotheses 
Hypotheses 1-4 were deduced to answer the research question: ‘Does abnormal return exist 
around the lockup expiration date for Venture Capital backed Initial Public Offerings on the 
London Stock Exchange?’. To do this, we will go through all the hypotheses and develop 
an analysis to answer the research question.  
 

6.2.1 Hypothesis 1 
Our first hypothesis concerns the issue whether there are abnormal returns surrounding the 
expiration day of lockup agreements, looking at the entire population including both VC 
backed and Non-VC backed IPOs. Therefore, the null hypothesis was stated as: 
‘The lockup agreement expiration has no impact on an IPO firm’s value on the LSE and 
observed returns are different from zero only by chance.’ 
 

H0: CAR (whole market) = 0, t=[-20, +20] 
H1: CAR (whole market) ≠ 0, t=[-20,+20] 

  
Even though the result for the entire event window [-20, +20] is unclear, we were able to 
find statistically significant abnormal returns from day +3 to day +20. Therefore, as we 
concluded in Chapter 5, the null hypothesis was rejected which means that there are 
abnormal returns to be found on the LSE as a market where both VC backed and Non-VC 
backed IPOs are included. 
 
The complexity of this research topic could be a reason to the unclear result in Hypothesis 



 55 

1. The complex part is to involve Venture capital, IPO, and Lockup agreements into one 
picture. VC, as described in 3.2 Venture Capital, is a very difficult industry to analyze as 
their incentives and agreements can be very entangled. IPOs, as described in 1.1 Problem 
Background and 3.2.3 Exit Strategies, have very different characteristics and are therefore 
extremely difficult to generalize on. The lockup agreements, thoroughly explained in 3.3 
Lockup Agreements, are neither that a straightforward story as they all differs and cannot be 
taken for granted since they are optional. 
 
Looking at both table 10 and figure 2 in 5.2.1 Hypothesis 1, there is a positive momentum 
for the CAR on days -14, -15, and -16, prior to the expiration date, which we cannot 
explain. We furthermore see that about 8 days on each tail of the graph is a bit more flat 
than the 25 days in the center surrounding the expiration date. This indicates that the period 
where people are taking positions ahead of this event starts about 12 days before the actual 
event date, and the decrease in stock price continues for about 12 days after the date before 
the stock price stabilizes again. This goes against everything that the market efficiency 
stands for, and proves that Fama’s (1970) three forms of market efficiency do not work. 
The semi-strong model says that all publicly available information should always be 
incorporated into the stock price. As seen in our result, investors are clearly taking positions 
at a certain date, creating abnormal returns for these stocks in this period. Bushee & Jeffery 
(1998, p. 20) made clear that abnormal returns could only occur when new information is 
presented to the market. In this case, the lockup information is presented to the market even 
before the first trading days, which means that it should already be incorporated into the 
price of the first trade. This means that these corrections of the stock price on the days 
before the expiration day of the lockup is unexplainable, according to the market efficiency 
hypothesis. However, since our mission is to answer the research question in our study, we 
have not looked into whether the CARs were closer to zero prior or post these selected 
days.  
 
In the previous chapters, mainly in Chapter 1 and in Chapter 3, we presented an idea that is 
anchored into the logical way of thinking, which also is backed up by Brau (2004): more 
available shares on the market should make a stock’s price drop. When a lockup expiration 
period ends, all locked up share become eligible for trading, which on average means that 
37.85% of all outstanding shares now gets into play. This does not mean that the people 
locked up are selling their shares at this given moment, it is just a chance/risk that they 
might sell them. A buyer and a seller are required for a trade to occur, and for a stock that 
has been trading for just over 11 months where 37.85% of the all outstanding shares are not 
getting available, this might cause imbalance in the order book if sent to the market. If there 
are more buyers than sellers the price will go up, and vice versa, if there are more sellers 
than buyers the price will go down. The scenario here is: more share on the sell side than on 
the buy side means that the ask price needs to be dropped and the stock price will decrease. 
This is exactly what happens here, proving our initial thought. However, since we seek to 
answer the research question in our study, we have not looked into whether these locked up 
shares were actually sold during this period or if the price drop mainly was due to a fear 
that the insiders would sell.  
  
Our final conclusion on Hypothesis 1 is that there are clear negative abnormal returns 
during this event window for IPOs on the LSE. This result is in line with the previous 
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research done in both the U.S and the U.K. Field & Hanka (2001) studied the U.S. market 
and came to the same conclusion, where they displayed that a market sample with both VC 
backed and Non-VC backed IPOs had a stable negative CAR during the ten years between 
1988 to 1997. Espenlaub et al. (2002) also presented negative abnormal returns in an event 
window surrounding the lockup expiration date. These previous researches support our 
findings, and we can therefore establish that there are abnormal returns to be found during 
this window. 
 

6.2.2 Hypothesis 2 
Hypothesis 2 sought to prove if there are abnormal returns around the lockup expiration for 
a VC backed IPO firm on the LSE. Therefor, the null hypothesis was stated as: 
  
‘The event has no impact on VC backed IPO firm value on LSE and observed returns are 
different from zero only by chance.’ 
             

H0: CAR (VC backed IPOs) = 0, t=[-20, +20] 
H1: CAR (VC backed IPOs) ≠ 0, t=[-20, +20] 

  
We used an event window of [-20, +20] for Hypothesis 2, and found the average CARs 
fluctuated from the peak value 0.616% to the lowest value -0.9397% over this period. The 
result shows that there were negative abnormal returns around the lockup expiration for VC 
backed IPO firms, and especially a negative average CAR of -0.9397% on the event date. 
However, we were unable to prove the results over the event window, as the findings were 
not statistically significant. Thus, the null hypothesis: CAR (VC backed IPOs) = 0, t=[-20, 
+20] cannot be rejected.  
  
As we indicated in Chapter 2, our epistemological position of this study being positivism, 
this requires us to present the research in the way of an event’s reality and to search for a 
causal relationship between the variables. Therefore, according to our empirical findings, 
there is no evidence proving the existence of abnormal returns around the lockup 
expirations for venture capital backed IPO firms on the London Stock Exchange.  
  
First of all, one possible explanation to the result of Hypothesis 2 might be that VC backed 
IPOs have less information asymmetry. As we introduced in Chapter 3, information 
asymmetry refers to the situation where a part of the relevant information is known to some 
but not all parties. As a result of this problem, not all market participants have the access to 
information they need for their decision making process. However, the IPOs backed with 
venture capital have the certification and monitoring provided by the VCs, which results in 
superior post issue operating performance, better corporate governance and survival profile 
(Jain & Kini, 2000). Therefore, from this point of view, the presence of a VC might help 
reduce the existence of abnormal returns. Additionally, the lockup agreements for IPOs are 
used to protect outside investors from being exploited by insiders acting on private 
information, which further reduce the information asymmetry problem (Goergen et al., 
2004, p. 5). Moreover, no abnormal return implies the market efficiency hypothesis. The 
semi-strong form indicates that all publicly available information is fully reflected in 
current prices, especially for event/announcement studies (Fama, 1970, p. 384). Therefore, 
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abnormal returns are unlikely to happen in an efficient market. However, this argument 
strongly relies on that all the investors are rational and can process the information in a 
rational way. 
 
Additionally, even though the result was not significant, it is still interesting to observe the 
CAR trend from the empirical data in table 11 and figure 3. Figure 3 indicates that the 
CARs have fluctuated over the event window, mainly in three big drops, which happened 
right after day 14, day 0 and day 10. Every drop was followed by a small increase till next 
drop, but the overall graph has a downward trend. The information detectable in this is that 
the whole market reacted in line on about day -10 prior to lockup date. As we can see 
before day -10, the market seems to be somewhat efficient, since the CAR fluctuates 
around 0 which indicates no abnormal returns, but it shows large abnormal returns after this 
day.  
 
Comparing our result with the previous research in the U.S., most of them found significant 
negative abnormal returns for VC-backed IPOs at and around the lockup expiration date. 
As outlined in the Chapter 1, Brav and Gompers (2000) reported that the price decline 
around the lockup expiration of VC-backed firms was –2.55%. Brau (2004) proved 
statistically significant negative abnormal returns surrounding the expiration dates. 
Similarly, Field and Hanka (2001) got the result that around the expiration day, a 
statistically prominent abnormal return of -1.5% is due with a permanent 40% increase in 
trading volume. In comparison of the results with the studies of Brav & Gompers (1999) 
and Field & Hanka (2001), Bradley et al. (2000) concluded that the negative abnormal 
returns in the period, which accounted for 45% of the sample, surrounding the lockup 
expiration day were mainly due to the VC backed firms in their sample. Those firms had an 
average loss of 3-4% in abnormal returns in this period. It is reasonable to believe that the 
difference between our study and the previous U.S. studies might be because of the 
different characteristics of the lockup agreements. In Chapter 3, we introduced and 
compared lockup contract standards, where the U.S. standard was on 180 days and the U.K. 
accounted for a generally longer period between 158 to 1095 days (Espenlaub et al. 2001). 
Additionally, they also indicated that directors are more likely to be locked up for different 
periods compared with other pre-IPO shareholders. It is common to offer staggered lockup 
agreements in the U.K., which provide a gradual release of part of the shares locked up 
(Espenlaub et al. 2001). As our research is to study the lockup agreement of the directors, 
these factors might contribute to differences of the significance of results, but we have not 
gone into to explore why this difference is.  
 
By comparing our findings with the study by Espenlaub et al. (2002) on lockup expiration 
periods of VC backed IPOs on the U.K. market, they also found negative abnormal stock 
returns in the days around the expiration day in the sense that almost all the returns were 
negative. However, most of these abnormal returns were statistically not significantly 
different from zero. As a result, they were not able to conclude the existence of abnormal 
returns for VC backed firms around the lockup expiration. Besides, we also realized that 
both studies by Espenlaub et al. (2001, 2002) and ours have the same sample selecting 
criteria from the London Stock Exchange market. Part of the reason behind the similarities 
in our samples, and the differences compared with studies in the U.S., is because of the 
characteristics of U.K. lockups differs in terms of absolute-date lockups and relative-date 



 58 

lockups. In order to clarify the effect of the lockup event, both Espenlaub et al. (2001) and 
this study excluded the IPOs that had chosen relative-date lockups. Most of the American 
studies are statistically significant, while the ones done on the U.K. market are not as 
significant, this make us believe that this has to do with the differences in the lockup 
agreements in terms of the length.  
 

6.2.3 Hypothesis 3 
Our third hypothesis concerns the issue whether there are abnormal returns surrounding the 
expiration day of a lockup agreement for IPOs that were not backed by a VC firm.  
Therefore, the null hypothesis was stated as: 
‘The event has no impact on Non-VC backed IPO firm value on LSE and observed returns 
are different from zero only by chance.’ 
 

H0: CAR (Non-VC backed IPOs) =0, t=[-20, +20] 
H1: CAR (Non-VC backed IPOs) ≠ 0, t=[-20, +20] 

  
On the same line as discussed and analyzed in Hypothesis 1, we got an unclear result from 
the significance test for Hypothesis 3 as well. However, we were able to detect a negative 
trend and to provide evidence that the CARs from day +5 to day +20 were statistically 
significant. Therefore, this enabled us to reject the null hypothesis, which means that there 
are abnormal returns to be found for Non-VC backed IPOs on the London Stock Exchange. 
  
By looking at the graph and data in table 12 and figure 4 in 5.2.3 Hypothesis 3, we can see 
that the CAR had a somewhat similar reaction as in Hypothesis 1. In this case: the first and 
last 10 days of this event study were quite unstable with both ups and downs, while the 20 
days surrounding the expiration date had a strong decrease in CAR. Our analysis on this is 
the same as in Hypothesis 1, that investors are taking positions for a potential sale on day 0, 
starting at around day -10 and ending at around day +10. With the drastic drop in CAR over 
the center 20 days, we are confident that there are negative abnormal returns in this period, 
which means that the market efficiency theory does not work. Fama (1970) said that in an 
efficient market, the price always reflects the available information. In this scenario, the 
lockup expiration is known since the IPO, which does not justify this behavior. An 
efficiency market should therefore slowly and steady take positions for this event already 
from day 1 of the trading, and not start 10 days before the event, which proves that the 
market is not entirely efficient.  
  
This hypothesis is testing Non-VC backed IPOs which have different characteristics than 
VC backed IPOs, which are all analyzed in 6.1.1 Length and 6.1.2 Locked Shares. The 
discussion brought up in Chapter 6 mentions the market’s fear of a potential sale. In 6.1.3 
Locked Shares, we presented that VC backed firms have on average 41% of all outstanding 
shares locked up, while Non-VC backed firms have 36% of all outstanding shares locked 
up. We believe that the word ‘credibility’ could be involved in this, just as Sahlman (1990, 
p. 203) mentioned. If an IPO is backed by a VC, then that could be seen as a validity mark 
proving that the company has a better corporate governance, while a Non-VC backed might 
not be as easy to evaluate. The discussion and analysis brought up in 6.2.3 Hypothesis 3 is 
on the same subject as this. The information asymmetry discussion in Chapter 3 and by 
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Jain & Kini (2000) further explains that the information asymmetry is not entirely equal 
between VC backed and Non-VC backed firms. A Non-VC firm could therefore more 
easily dump shares at the expiration date, simply because they are not as thoroughly 
analyzed as a VC backed firm. Bradley et al. (2000) summarized this issue by saying that 
VC backed firms have better reputation from the beginning and therefore attracting more 
acclaimed underwriters which sets a better momentum already from the start.  
 
Field & Hanka (2001) also tested Non-VC backed firms’ financial performance alone, 
separated from VC-backed. They came to the conclusion that even Non-VC backed firms 
had a negative abnormal return alone, which is the same result as Brav & Gompers (2000) 
and Espenlaub et al. (2002) got. Therefore, these previous researches are in line with our 
result: there are abnormal returns to be found for Non-VC backed IPOs on the LSE.  
 

6.2.4 Hypothesis 4 
Hypothesis 4 changed the event window from [-20, +20] to [-5, +5], and on the same line 
as Hypothesis 2, we seek to test if there are abnormal returns around the lockup expiration 
for a VC backed IPO firm on the LSE. Therefore, the null hypothesis can be stated as: 
  
‘The event has no impact on VC backed IPO firm value on LSE and observed returns are 
different from zero only by chance.’ 
 

H0: CAR (VC backed IPOs) = 0, t=[-5, +5] 
H1: CAR (VC backed IPOs) ≠ 0, t=[-5, +5] 

  
We used the event window of [-5, +5] with same core data as in Hypothesis 2, and found 
that the average CAR fluctuated from the peak value 0.323% to the lowest value -2.13% 
over this time horizon. It shows that there were negative abnormal returns around the 
lockup expiration for VC backed IPO firms, but exceptionally with a positive average CAR 
of 0.1193% on the event date. However, as in Hypothesis 2, we were unable to prove the 
statistically significance of this results over the event window. Thus, the null hypothesis: 
CAR (VC backed IPOs) = 0, t=[-5, +5] cannot be rejected.  
  
We shortened the event windows for the reason that Barber & Lyon (1997, p. 342) showed 
evidences on how the compounding effect of daily abnormal returns can create bias in the 
final results. By comparing the average CARs from two event windows in figure 4, we 
were able to observe that the average CARs for the VC-backed stocks was higher for 
shorter event window than the longer event window. We could also detect that it had the 
same fluctuating pattern.  
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Figure 7 - Comparing VC windows 

 
Hypothesis 4 has further supported our answer to the research question, concluded in the 
discussion on Hypothesis 2, that there are negative abnormal returns around the lockup 
expiration for VC backed IPOs on the LSE, although not being statistically significant. 
Therefore, we are unable to generalize and prove its existence. Espenlaub et al. (2002) also 
varied the event window for VC backed firms in their study. However, their result stated 
that the CARs for VC-backed stocks were more negative in the sorter windows than during 
the original window. In their study, with a sample of 28 VC-backed stocks, the CARs were 
statistically significantly less than zero at the 1% level only for the narrowest window of [-
1, +3] around the expiration date, where it ranged from –1.2% to –1.6%. 
  
 

6.3 Concluding Analysis 
Based on the empirical findings from Chapter 5, we will conclude this chapter by 
comparing CARs over the same event window for VC backed IPOs, Non-VC backed IPOs 
and the whole IPO market. We structured the comparisons into three parts of the event 
window: prior the lockup expiration [-20, 0], at the expiry date [0, 0], and after the lockup 
expiration [0, +20].  
 
Before Event Date 
The cumulative abnormal returns fluctuated quite much in our event window. By looking at 
the -20 days before the expiration date, there is however a stable movement during the first 
-10 days where the CARs, for the entire sample, is wobbling around the 0 on the abnormal 
returns scale. In the first -10 days, there is no real difference between IPOs backed by VCs 
and Non-VCs, making us believe that the market is not acting on this event since there are 
no clear identifiable abnormal returns, which supports the efficient market theory (Fama 
1970, p. 384). But starting from around -10 days before the expiration date, we see a clear 
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trend for both VC and Non-VC backed, that there is a steady decrease towards the actual 
event. This period is where we believe investors are taking positions to be ready for what 
might come. At this point, the expiration date has been known to the market for, on 
average, 11 months and should already be incorporated into the stock price. But, with such 
a clear downward sloping trend, we choose to believe that the market is not totally efficient, 
given it does not satisfy the market efficient conditions from Fama (1970, p. 387). 
Moreover, VC backed firms did not fall as much as Non-VC, which does not follow the 
supply and demand function since VC backed firms have more shares locked in than the 
average Non-VC firm. Because with more shares being locked up, the potential flood of 
shares to the market is larger. 
 
At Event Date 
On the exact event date, the CARs for VC backed IPOs, Non-VC backed IPOs and the 
whole IPO market rank as -0.93%, -2.9% and -2.168%, where a result of 0 is what the 
market is expecting (Barber & Lyon, 1997, p. 343). As we can see, the CARs for the VC 
backed IPOs were smaller than for the firms without VC backing, as -0.93% is closer to 
zero than -2.9%. One way to explain the smaller negative abnormal returns in VC backed 
IPOs is that it might be due to the better corporate governance of the VC firms (Bruno and 
Tyebjee (1984). With better corporate governance, that results in less information 
asymmetry for the VC backed IPOs (Brav & Gompers, 2003, p. 1). While the firms without 
VC backing are more likely to have problem of information asymmetry, where insiders 
with private information might trade at their own benefits (Yung & Zender, 2010). 
Moreover, from table 5 we can see that all the CARs for our three sample segmentations 
appears to have a slight increase from day -1 to day 0. Our whole sample increases from -
2.35% to -2.168% which is in the middle of the trends for VC backed IPOs (-0.12% to -
0.93%) and Non-VC backed IPOs (-3.4% to -2.9%). The increases of the CARs mean that 
at the expiration date, the whole market has relatively lower abnormal returns compared 
with the days before. Based on the market efficiency theory (Fama 1970, p. 384), abnormal 
return should not exist in the first place, but if it does it should go back to normal once the 
market realizes it is abnormal. With the negative drive on this day, our conclusion is that it 
can either be of large sell orders or fear. The market can only know of an insider transaction 
a few days after its occurrence. Therefore, on this day, even though the market does not 
know who’s selling at the time, large sell orders might cause the market to think that it is 
insiders selling.  
 
After Event Date 
After the event date, both VC and Non-VC firms report negative CAR and continues to do 
so for the first couple of days after the expiration date. We presented the trading rules and 
restriction on the London Stock Exchange in 3.1.3 Trading Restriction, which states that an 
insider needs to notify its employer of a transaction no later than 5 business days after the 
transaction (Hillier and Marshall, 2002). The company then needs to inform the London 
Stock Exchange of this transaction no later than 1 business day after they have been 
notified of this information (Goergen and Renneboog, 2001). This means that the earliest 
the market could know of a locked up insider selling shares would be on day +7 after the 
expiration day. By looking at figure 5 and table 5, we can see that the VC backed segment 
has a downward sloping CAR until day +7 where there is a change in momentum and they 
start to report positive abnormal returns again after about 15 days of falling. The Non-VC 
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backed firms had a turn on day +10, and started to show positive abnormal return numbers 
after that. We, therefore, believe that because the market is reacting on these days, +7 for 
VC and +10 for Non-VC, it could be a sign of insider trading information coming into the 
market. However, we do not examine whether the insiders sold or not. There are no big 
differences between VC backed and Non-VC backed looking at the last 10 days of the 
event window in terms of abnormal returns. Our event window is saying that there are 
abnormal returns to be found after the lockup expiration date, but especially during the first 
7, respectively 10 days.  
 

 
Figure 8 - Research Model 

 
 
Summary 
By following our study model, we conducted an empirical study involving the dimensions 
of IPO, VC, lockup agreement, financial performance, and the London Stock Exchange. To 
summarize our analysis discussion, we were able to identify negative abnormal returns 
around the lockup expiration for the whole IPO market sample and also for Non-VC backed 
IPOs, where the results were statistically significant during day +3 to day +20 and day +5 
to day +20, respectively. However, to answer the research question of this study, we found 
negative abnormal returns around the lockup agreement expiration date, but the results 
were not statistically significant. During the entire event window, the data support the 
existence of an efficient market before day -10. Thus, the efficient market theory does not 
hold when examining the [-20, +20] day event window around a lockup day.  
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CHAPTER 7: CONCLUSION 
This last chapter is concluding all our findings and thoughts. A final answer and 
concluding arguments to the research question are stated and followed up with the 
contribution this paper might bring and our suggestions for further research. The very last 
part is the quality criteria where reliability, validity, and generalizability are discussed 
from an ethical point of view.  
 
 

7.1 Conclusion 
The goal of this research was to explore whether there are abnormal returns in the financial 
performance for venture capital backed IPOs on the London Stock Exchange during the 
days surrounding the lockup expiration. This was done by gathering data for all IPOs on the 
Main Market and AIM, listed on the LSE, from 2009 to 2013. With all the data in hand, 
companies in interfering industries were excluded as well as companies that had gone 
bankrupt. The data was later on sorted into companies funded by a VC and companies not 
funded by a VC. The length of each lockup agreement and the volume locked up by 
directors in each lockup deal was also collected, in order to be able to see if potential 
differences between VC backed and Non-VC backed firms might affect the abnormal 
returns.  The fulfilling of the purpose and the final answer to the research questions are 
found in 7.1 Conclusion. 
 

7.1.1 Answer to Research Question 
The research question of our study was stated as: 
‘Does abnormal return exist around the lockup expiration date for venture capital backed 
Initial Public Offerings on the London Stock Exchange?’ 
 
After conducting an event study for the sample firms in our research, based on the results of 
Hypotheses 1-4, we found statistically significant negative abnormal returns after the 
lockup expiration for the whole market and for Non-VC backed IPOs. Additionally, we 
observed that there were clear negative abnormal returns around the lockup expiration date 
for venture capital backed IPOs on the London Stock Exchange. However, with the 
statistical significance test, it showed that there is no significant evidence to support the 
existence of these negative abnormal returns. Therefore, we can answer the research 
question from two sides. On one hand, we say ‘yes’. Because VC backed IPOs are part of 
the whole market, which had statistically significant abnormal returns in this period, we 
draw the conclusion that the market is not entirely efficient for VC backed IPOs in this 
phase. However, it does not go alone for VC backed, since it concerns the entire market. On 
the other hand, we say ‘no’. According to the result of Hypothesis 2, it concludes that there 
is no statistically significant evidence for abnormal returns around the lockup expiration 
date for VC backed firms. 
 
Besides, another purpose of this report was to provide the market with knowledge of how 
market efficiency theory works out surrounding the IPO lockup expirations. Based on the 
findings in Chapter 5, we found the market was not efficient surrounding the lockup 
expiration dates, thus market efficient theory does not hold for the lockup expiration event. 
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7.1.2 Concluding Arguments 
The result of negative abnormal returns around the lockup expiration date for venture 
capital backed firms, not being statistically significant, is in line with the conclusions from 
previous research in the U.K. on the same topic. However, it contradicts with the results of 
studies on the U.S. market where they found the negative abnormal returns to be 
statistically significant. There are several possible reasons behind the less significant result 
of our study, where one possible reason might be that we conducted this research based on 
directors’ lockup agreements. The main characteristic of the U.K. lockup agreement is that 
it usually has a longer lockup period compared with lockup agreement in the U.S. 
Moreover, instead of choosing only one specific calendar date, lockup agreements in U.K. 
are more likely to have staggered lockup expirations for directors, which is a gradual 
release of part of the shares locked up. Thus, making it actually hard to conclude a 
significant result. 
 
In order to enrich our study, we also compared the abnormal returns for VC backed IPOs 
with the results of Non-VC backed IPOs and the whole IPO market sample, even though 
the abnormal returns for VC backed IPOs are not statistically significant. We found that in 
the first -10 days, the whole market actually presented itself to be relatively efficient, and 
there was no real difference between IPOs backed by a VCs and Non-VCs. However, 
negative abnormal returns appear as the stocks were getting close to the lockup expiration 
date, which goes against the market efficiency theory that the price should have already 
incorporated in the stock price. At the event date, we found smaller negative abnormal 
returns in VC backed IPOs compared to Non-VC backed firms and the whole IPO market 
sample. That could be explained by the less information asymmetry for the VC backed 
IPOs due to the better corporate governance in the VC backed firms. Right after the event 
day, the whole market displayed a decreasing trend of the CARs. Based on these findings, 
we further argue that the market efficient theory does not hold for the period around lockup 
expiration.  
 
We also found relationships between the insider trading regulations and patterns in our 
data. On the LSE, an insider needs to report a transaction no longer than 5 days after the 
execution, and then the employer has 1 day to inform the LSE about this. This means that 
the first time the market can know about an insider selling shares after the lockup 
agreement has expired is 7 days after the expiration date. On this particular day, we see a 
clear change in momentum where a long negative trend suddenly bounces and shows 
positive returns for the first time in the graph. This means that some kind of information 
has reached the market. There is also a negative drive on the expiration date, where the only 
reason can be of fear. Even though the market does not know who’s selling at that time, 
large sell orders might cause the market to think that it is insiders selling. However, the first 
proof of what happened on the expiration date can only be seen on day 7. 
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7.2 Contributions and Recommendations  
As mentioned in 1.6 Contribution, this thesis will contribute on both a theoretical level and 
to practical matters. Concerning the theoretical aspect, this thesis will first and foremost 
close the current research gap. There was a research gap on what lockup agreements of VC 
backed IPOs might bring in terms financial performance, not only in the U.K. but also in 
the U.S. where both markets needed an updated view. Research has been done on both 
markets, but no one has examined this after the financial crisis in 2008, which we believe 
was crucial to do. Furthermore, this paper will also add to the literature on the London 
Stock Exchange as well as lockup agreements and IPOs. Looking for a practical 
perspective, we saw unawareness from the market about these events. Analysts and 
newspapers continuously tried to analyze these situations, but seemed not to come to a 
conclusion on the matter. This thesis will bring an updated clearness on financial 
performance in the days surrounding lockup expiration.  
 
There are three main players that will benefit on a practical level from this paper: investors, 
insiders, and underwriters. Investors will see that the average stock performs negative 
abnormal returns during this event window, and will therefore be able to take this into 
consideration when trading for profit. The insider will see that there is a reaction on the first 
day of information notice in the market, whether an insider sold or not, which can be seen 
as that the market is always longing for information. Also, the underwriter will be able to 
take this study and use the information in the consideration process when outlining new 
lockup agreements. An underwriter’s job is to create an efficient and stable market, and 
with this information in mind, they might be able to see a pattern that they can prevent by 
modifying their lockup contracts.  
 
 

7.3 Suggestions for Further Research 
We hope to encourage to further research on this topic, because we believe that there are 
many more specific areas in this field to explore. One possible path to go is to look deeper 
into whether insiders actually sold or not during the first day(s) when the lockup expired. In 
our tables and figures, it is seen that there is a clear turn on day +7 for VCs and day +10 for 
Non-VCs, which we find particularly interesting for further research. The rules on the LSE 
says that the market needs to know of an insider transaction no later than 7 days after the 
transaction, which is right on spot where we see a reaction in the graph. If future 
researchers would look into whether there is a reaction because of relief because they did 
not sell, or because of relief that that the market can stop worrying now and move on. 
Another interesting area to explore would be to stretch the event window further than the 
20 days we have used in this research. The drastic drop, and the main reason to the negative 
abnormal returns, is during the middle 20 days surrounding day 0. Therefore, on about 10 
days on each tail, there is a quite flat movement on all graphs. By looking at this in a longer 
event window, a future researcher could see if negative abnormal returns only exist in the 
20 days surrounding the expiration day, and if all days before and after this are efficient. 
We encourage and hope to spur to further research on this issue, and would be happy to 
contribute in any way. 
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7.4 Quality criteria 
In this last part, we will assess the quality criteria of the entire research paper in terms of 
its reliability, validity, and generalizability.  
 

7.4.1 Reliability  
When conducting a research, it is important to ensure that the whole study can be reliable. 
According to Bryman & Bell (2011, p. 158), reliability refers to the consistency of a 
measure of a concept, where they consider three factors under the reliability. One of these 
factors, as well as the most relevant one to our study is the stability. Punch (1998) 
mentioned stability as a consistency of a study over time, which means when the same 
measurement is performed at a different point in time the results should be the same or 
similar. In our research we use numerical data that were objectively gathered from different 
databases or documents, and therefore we believe that our study is stable. Especially, when 
a same research is conducted by using the same sources and method in a different time, it 
would be highly unlikely to find a different result. Moreover, the stability of the research 
also goes along with the reliability as mentioned by Bryman & Bell (2011). In order to 
make a replication be possible, the procedure of the research should be clearly explained in 
great detail for others (Bryman & Bell, 2011, p. 41). In the study of ours, we have 
thoroughly explained the steps of the research from the very beginning by stating the 
research gap to the final conclusion. Every step of the research is motivated in the way of 
increasing the understanding of the decisions made, and thereby giving a clear view to the 
possible replication of this study. 
 

7.4.2 Validity 
“Validity is concerned with the integrity of the conclusions that are generated from a piece 
of research” (Bryman & Bell 2011, p. 42), and states that validity is the most important 
criterion of research. There are four types of validity distinguished by Bryman & Bell 
(2011, p. 42): measurement validity, internal validity, external validity and ecological 
validity. 
 
In this research, we have focused on the discussion of measurement validity, which is 
concerned with the issue of whether or not a measurement actually measures the concept 
that it is intended to measure (Bryman & Bell 2011, p. 42). Besides, Bobbie (2004, p. 143) 
included face validity in the criterion, which means that the quality of a certain indication 
makes it a reasonable choice of measurement. Any researcher who develops a new measure 
should make sure that it has face validity, which is further explained as that the measure 
apparently reflects the content of the concept in question (Bryman & Bell, 2011, p. 160). 
To measure a firm’s abnormal returns around lockup expiration date, we used event study 
as our method. Event study is a statistical method to analyze stock prices and measure the 
impact of a specific event on firm value. By setting up an event window for the studied 
samples, we were able to separate the systematic impact of events from pure chance, and 
thereby analyzing stock price reactions around the event date. To be more specific, in order 
to observe a pure effect from the lockup expiration, we excluded samples that would have 
had possible effects from other big events during the same event window, such as the 
announcements of annual/semi-annual report. However, this research relies on the event 
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study and will inevitably have some validity issues because it is close to impossible to 
ensure that the lockup expiration is the only factor that affects the stock price of a firm 
during that event window.  
 

7.4.3 Generalizability 
Generalizability also refers to the external validity of the study, since it is concerned as the 
possibility to make generalizations of the results. Generalization of a research is also the 
reason why quantitative researchers are trying to create representative samples (Bryman & 
Bell, 2011, p. 42).  
 
For the research question, the available observations from the London Stock Exchange 
2009-2012 were 157 IPOs in total. After excluding some samples based on our selection 
standards, we ended up 124 IPOs in the end. This large sample ensured the generalizability 
of this research. Furthermore, among these 124 IPOs there are 35 VC backed IPOs, which 
is the largest sample available that suits our study during the time frame. Comparing with 
the size of the population, we argue that generalization of this study is possible. Therefore, 
the result of this thesis can be generalized for studies on the London Stock Exchange.  
 
Furthermore, according to Saunders et al. (2012, p. 140-144), if a study is positivistic and 
objectivistic with a deductive approach, it is possible to conclude that the research can be 
generalized. By conducting a quantitative study, we argue that this study is both positivistic 
and objectivistic that the data was gathered and measured in a way that was free from 
subjective interpretations. Thus, this study satisfy the important aspect of generalizability 
that the researchers are objective and independent from the result, and the same results 
would be achieved if another person performed the same study. 
 
 
  



 68 

Reference List 
Abarbanell, J. S., & Bushee, B. J. (1998). Abnormal returns to a fundamental analysis 
strategy. Accounting Review, 19-45. 
 
Aggarwal, R. (2000), Stabilization Activities by Underwriters after Initial Public Offerings. 
The Journal of Finance, 55: 1075–1103 

Ahmad, W. (2012). Lockup Agreements and Survival of IPO Firms. 

Angel Resource Institute (2012). 2012 Halo Report. ARI, 2012. Available via: 
http://angelresource.org|angelresourceinstitute.org|www.angelresource.org|www.angelres
ourceinstitute.org/resource-center/2012haloreportinfographic.aspx. [14-03-17].  
 
Association of British Insurers (2013). Title of Encouraging Equity Investment, Facilitation 
of Efficient Equity Capital Raising in the UK Market. [Electronic]. Available via: 
https://www.abi.org.uk/News/Newsupdates/2013/07/~/media/21BCE69B909D4CC08D4B4
FD43996F8BE.ashx. [14-02-09] 

Babbie, E. (2004). The practice of social research. 10th edition. Belmont: Thomson 
Wadsworth. 

Babich, V., & Sobel, M. J. (2004). Pre-IPO operational and financial decisions. 
Management Science, 50(7), 935-948. 
 
Barber, B. M., & Lyon, J. D. (1997). Detecting long-run abnormal stock returns: The 
empirical power and specification of test statistics. Journal of financial economics, 43(3), 
341-372. 
 
Barry, C. B., Muscarella, C. J., Peavy Iii, J. W., & Vetsuypens, M. R. (1990). The role of 
venture capital in the creation of public companies: Evidence from the going-public 
process. Journal of Financial economics, 27(2), 447-471. 
 
Berger, A., & Udell, G. (1998). The economics of small business finance: The roles of 
private equity and debt markets in the financial growth cycle. Journal of Banking & 
Finance, 22(6), 613-673. 
 
Berglöf, E (1994), A Control Theory of Venture Capital Finance. Journal of Law, 
Economics, & Organization, 10 (2): 247-267 

 
Binder, J. (1998). The event study methodology since 1969. Review of quantitative Finance 
and Accounting, 11(2), 111-137. 



 69 

 
Black, F. (1995). Estimating expected return. Journal of Financial Education, 1-4. 
 
Blaikie, N. (2010) Designing Social Research, 2nd edn. Cambridge: Polity 

Boreiko, D. & Lombardo, S. (2013) Lockup Clauses in Italian IPOs. Applied Financial 
Economics (23): 221-232 

Bradley, D.J., Jordan, B.D., Roten, I.C. and Yi, H.C. (2000), Venture Capital and IPO 
Lockup Expiration: An empirical analysis, Working Paper, University of Kentucky  

Brand, V. (2009). Empirical business ethics research and paradigm analysis.Journal of 
Business Ethics, 86(4), 429-449. 

Brau, J.C., V.E. Lambson and G. McQueen, (2001), `Why Lockups?',Unpublished 
Working Paper (Brigham Young University, Provo, UT). 

Brau, James C., David A. Carter, Stephen E. Christophe, Kimberly G. Key, (2004)  Market 
reaction to the expiration of IPO lockup provisions, Managerial Finance, Vol. 30 Iss: 1, 
pp.75 - 91 

Brav, A. and P. A. Gompers, (1999), Insider trading subsequent to initial public offerings: 
Evidence from expiration of lock-up provisions, working paper, Duke University and 
Harvard University. 

Brav, A., and Gompers,P. A. (2003), The role of lockups in initial public offerings. Rev. 
Finan. Econ. (15): 1–29 

Bruno, A. V., & Tyebjee, T. T. (1984). A model of venture capitalist investment activity. 
Management science, 30(9), 1051-1066. 
 
Bryman, A., & Bell, E. (2011). Business Research Methods 3e. OUP Oxford. 

Burrell, G., & Morgan, G. (1994). Sociological paradigms and organisational analysis. 
Arena* Ashgate. 
 

Burrell, G., & Morgan, G. (1985). Sociological paradigms and organisational analysis: 
elements of the sociology of corporate life (New ed.). Aldershot: Gower. 

Bygrave, W. D., Camp, S., Hey, M., & Reynolds, P. (1998). Global entrepreneurship 
monitor. 
               



 70 

The Cambridge Dictionary Online. (2014). Preconceptions. The Cambridge Dictionary 
Online. 
http://dictionary.cambridge.org/dictionary/americanenglish/preconception?q=preconcepti
on. [Retrieved 2014-02-10].  
     
Campbell R. H., (2011). Cumulative abnormal return (CAR). Nasdaq. 
http://www.nasdaq.com/investing/glossary/c/cumulative-abnormal-return. [14-03-17]. 
 
CrowedCube (2009). Sliding with the angels. Available via: 
http://www.crowdcube.com/ed_files/file/NESTABBASiding%20With%20The%20Angels.pdf
. [14-03-13]. 

Diener, E., & Crandall, R.  (1978). Ethics  in social and behavioral research. London;  
The university of Chicago Press.  
 
Espenlaub, S., Goergen, M., & Khurshed, A. (2001). Lock-in Agreements in the UK: Is 
there a fourth IP0 anomaly?. Journal of: Business Finance and Accounting, 28(1), 255-1. 

Espenlaub, S., Goergen, M., Khurshed, A., & Renneboog, L. (2002). Lock-in Agreements 
in Venture Capital Backed UK IPOS. Tilburg University. 
 
EY (2013). Global VC Insigt and Trends Report 2013. Available via: 
http://www.ey.com/GL/en/Services/Strategic-Growth-Markets/Global-VC-insights-and-
trends-report-2013. [14-03-13]. 
 
Fama, E. F. (1970). Efficient Capital Markets: A Review of Theory and Empirical  
Work. Journal of Finance, 25(2), 383–417. 
 
Fama, E. and K. French, 1988. Permanent and temporary components of stock prices, 
Journal of Political Economy 96, 246–273. 

Fama, E. F. (1991). Efficient Capital Markets: II. Journal of Finance, 46(5), 1575– 
1617.  
 

Fidrmuc, J. P., Goergen, M., & Renneboog, L. (2006). Insider trading, news releases, and 
ownership concentration. The Journal of Finance, 61(6), 2931-2973. 

Field, L., Hanka, G., (2001). The expiration of IPO share lockups. J. Finance 56, 471–500. 
 

Financial Times (2014). London Stock Exchange. Financial times. 



 71 

http://markets.ft.com/research/Markets/Tearsheets/Summary?s=LSE:LSE. [14-03-13]. 

Frankfurter, G. M., & McGoun, E. G. (1999). Ideology and the theory of financial eco-
nomics. Journal of Economic Behavior & Organization, 39(2). doi:10.1016/S0167-
2681(99)00030-X 

FSA. 2014. Listing Rules Handbook. London: Financial Services Authority 
 
Gill, J., & Johnson, P. (2010). Research methods for managers(4th ed.). Los Angeles: 
SAGE. 

Giot, P., & Schwienbacher, A. (2007). IPOs, trade sales and liquidations: modelling venture 
capital exits using survival analysis. Journal of Banking & Finance, 31(3), 679-702. 
 
Goergen, M. and Renneboog, L., (2001), Strong Managers and Passive Institutional 
Investors in the United Kingdom, in: Barca, F. And Becht, M. (eds.), The Control of 
Corporate Europe, Oxford: Oxford University Press, pp. 258-284.  
  
Goergen, M., Renneboog, L., & Khurshed, A. (2004). Shareholder Lockup Agreements in 
French Nouveau Marche and German Neuer Markt IPOs (No. 2004-012). 
  
Goergen, M., L. Renneboog, and A. Khurshed, (2006), “Explaining the diversity in 
shareholder lockup agreements.” Journal of Financial Intermediation 15:254-280. 
 
Gompers, P.A (1996), Grandstanding in the venture capital industry. Journal of Financial 
Economics, 42 (1): 133-156 

Guba,  E. and  Y. Lincoln, (1994),  'Competing  Paradigms  in Qualitative  Research',  
Chapter  6 in N. Denzin and  Y. Lincoln  (eds.), Handbook of Qualitative  Research,  (Sage, 
Thousand  Oaks, CA). 

Hair, J., Money, A., Samouel, P., & Page, M. (2007). Research Methods for Business, 
Chichester; John Wiley & Sons Ltd. 

Hillier, D. and A. P. Marshall. (2002). The market evaluation of information in directors’ 
trades.  Journal of Business Finance and Accounting 29:77-110. 
 

Hoque, H., & Lasfer, M. (2009, February). IPO lockup arrangements and trading by 
insiders. In EFA 2009 Bergen Meetings Paper. 

Hoque, H. (2011). The Choice and Role of Lockups in IPOs: Evidence from Heterogeneous 
Lockup Agreements. Financial Markets, Institutions & Instruments, 20(5), 191-220. 



 72 

 
Huang, Y. S., & Walkling, R. A. (1987). Target abnormal returns associated with 
acquisition announcements: Payment, acquisition form, and managerial resistance. Journal 
of Financial Economics, 19(2), 329-349. 
 
Jain, B. A., & Kini, O. (2000). Does the presence of venture capitalists improve the 
survival profile of IPO firms?. Journal of Business Finance & Accounting, 27(9�10), 
1139-1183. 
 
Jarzemsky, M. & Rusli, E. M. Facebook Shares Rise 13% As Lockup Expires. The Wall 
Street Journal, [Online] 14 Nov. Available via: 
http://online.wsj.com/news/articles/SB10001424127887324556304578119140720996484 
[14-02-14] 

Kendall, M. G. (1953). The analysis of economic time-series. Pt.I: Prices [with discussion]. 
Journal of the Royal Statistical Society, Series A, 116, 11–34.  
 

Kern, A. (2009). UK insider dealing and market abuse law; strengthening regulatory law to 
combat market misconduct. Research Handbook in Corporate Law and Governance, 407-
429 

Kothari, S. P., & Warner, J. (2006). Econometrics of event studies. Handbook of Empirical 
Corporate Finance, 1, 4-32. 
 
Levis, M. & Vismara, S., ed.  (2013). Handbook of Research on IPOs. UK: Edward Elgar 
Publishing Limited. E-book.  

London Stock Exchange Group (2013). Six year high for London Stock Exchange IPOs. 
[Electronic]. Available via: http://www.lseg.com/resources/media-centre/press-releases/six-
year-high-london-stock-exchange-ipos. [14-02-09] 

London Stock Exchange (2014). Company Overview. London Stock Exchange.  
http://www.londonstockexchange.com/about-the-exchange/company-overview/company-
overview.htm [14-03-12]. 

London Stock Exchange (2014). Main Market. London Stock Exchange.  
www.londonstockexchange.com/companies-and-advisors/main-
market/main/market.htm[14-03-12].  

MacKinlay, A. C. (1997). Event studies in economics and finance. Journal of economic 
literature, 35(1), 13-39. 
 



 73 

McWilliams, A., & Siegel, D. (1997). Event studies in management research: Theoretical 
and empirical issues. Academy of management journal, 40(3), 626-657. 
 
Mohan, N. J. & Chen, C. R. (2001). Information content of lock-up provisions in  initial 
public offerings. International Review of Economics & Finance, 10, 41.  
 
Morck, R., Shleifer, A., & Vishny, R. W. (1988). Management ownership and market 
valuation: An empirical analysis. Journal of financial Economics, 20, 293-315. 
 
New York Stock Exchange (2009). NYSE and NYSE Arca Announce Changes in Equities 
Transaction Pricing, Effective March 1. [Electronic]. Available via: 
http://www.nyse.com/press/1233573357875.html. [14-02-13] 

Ofek, E & Richardson, M (2000). The IPO Lock-Up Period: Implications for Market 
Efficiency and Downward Sloping Demand Curves. Master thesis. New York City, New 
York, USA: Stern School of Business, New York University. 

Penman, S. H., & Penman, S. H. (2007). Financial statement analysis and security 
valuation. New York: McGraw-Hill 
 
Pofeldt, E (2012). For entrepreneurs, are incubators worth the trouble?. CNN Money, April 
20, 2012. Available via: http://management.fortune.cnn.com/2012/04/20/incubators-
pitfalls-startups/. [14-03-14] 
 
Punch KF (1998) Introduction to Social Research. Sage, London. 
 
 
PWC (2008). IPO WATCH EUROPE. [Electronic]. Available via: 
http://www.pwc.com/cz/en/ipo-watch-europe/assets/pdf/2008_summary.pdf. [14-02-09] 

PWC (2014). Annual venture investment dollars rise 7% and exceed 2012 totals, according 
to the MoneyTree Report. Available via: 
http://www.pwc.com/us/en/pressreleases/2014/annual-venture-investment-dollars.jhtml. 
[14-03-13]. 
 
Ritter, J. R. & Welch, I. (2002), A Review of IPO Activity, Pricing, and Allocations. The 
Journal of Finance, 57: 1795–1828                                                

Robson, C. (2002). Real World Research. 2nd ed. Oxford: Blackwell Publishing. 

Sahlman, W.A. (1990), The structure and governance of venture-capital organizations. The 
Journal of Financial Economics, 27(2): 473–521 



 74 

Saunders,  M.,  Lewis,  P.,  &  Thornhill,  A.  (2012).  Research  methods  for  business 
students. 6th edition. Harlow: Financial Times Prentice Hall. 

Schibeci, R. A. and Riley, J. P. (1986), Influence of students' background and perceptions 
on science attitudes and achievement. J. Res. Sci. Teach., 23: 177–187 

Schwienbacher, A. (2002, March). An empirical analysis of venture capital exits in Europe 
and the United States. In EFA 2002 Berlin Meetings Discussion Paper, University of 
Amsterdam. 
 
Searle JR. (1995a). The Construction of Social Reality. Free Press: New York. 

Searle JR. (1995b). The mystery of consciousness. New York Review of Books 42(17–18). 

SEC (1993). Accredited Investors. Available via: www.sec.gov/answers/accred.htm. [14-
03-17]. 

Smolo, E., & Mirakhor, A. (2010). The global financial crisis and its implications for the 
Islamic financial industry. International Journal of Islamic and Middle Eastern Finance 
and Management, 3(4), 372-385. 
 
Spitzer, F. (1964). Principles of random walk (pp. 787-806). Princeton: van Nostrand. 
 
Timmons, J. & Gumpert, D. 1982, “Discard Many Old Rules about Getting Venture 
Capital,” Harvard Business Review, Vol. 8 
 
Van Gigch, J. P. (2002b). Comparing the epistemologies of scientific disciplines in two 
distinct domains: modern physics versus social sciences. II: Epistemology and knowledge 
characteristics of the “new” social sciences. Systems Research & Behavioral Science, 
19(6), 551–562. 

Vital, A (2013, 05, 03). How Funding Works - Splitting The Equity Pie With Investors. 
Funders and Founders. http://fundersandfounders.com/how-funding-works-splitting-equity. 
[14-03-17] 

Yung, C. and J. F. Zender. (2010), Moral hazard, asymmetric information and IPO 
Lockups.  Journal of Corporate Finance 16:320-332. 
  



 75 

APPENDIX 1: VENTURE CAPITAL BACKED IPOS 

 
 
 

Company Name IPO Admission  Lockup Length 
Locked 
Shares 

Expiration 
date 

RANGERS INTL FOOTBALL CLUB PLC 12/19/12 12/19/12 12 months 12.76% 6/19/13 

FUSIONEX INTERNATIONAL PLC 12/18/12 12/18/12 12 months 53% 12/18/13 

VENN LIFE SCIENCES 12/14/12 12/14/12 12 months 40% 12/14/13 

DIRECT LINE INSURANCE GROUP PLC 10/16/12 10/16/12 12 months ? 10/16/13 

BLUR GROUP PLC 10/5/12 10/5/12 12 months ? 10/5/13 

CLINIGEN GROUP PLC 9/25/12 9/25/12 12 months 31.20% 9/25/13 

FOX MARBLE HOLDINGS PLC 8/31/12 8/31/12 12 months 38% 8/31/13 

REVOLYMER PLC 7/10/12 7/10/12 12 months 50.23% 7/10/13 

WANDISCO PLC 6/1/12 6/1/12 12 months 42.60% 6/1/13 

INCADEA PLC 5/25/12 5/25/12 12 months 61.40% 5/25/13 

SNOOZEBOX HLDGS PLC 5/1/12 5/1/12 12 months 17.70% 5/1/13 

ENERGY ASSETS GROUP PLC 3/22/12 3/22/12 6 months ? 9/22/12 

BELVOIR LETTINGS PLC 2/21/12 2/22/12 12 months 53.10% 2/21/13 

FERREX PLC 7/18/11 7/18/11 12 months 43.40% 7/18/12 

SMART METERING SYSTEMS PLC 7/8/11 7/8/11 12 months ? 7/8/12 

ENTEQ UPSTREAM PLC 7/1/11 5/18/12 12 months 3.10% 7/1/12 

GLENCORE INTL PLC (Xstrata) 5/24/11 5/24/11 12 months 100% 5/24/12 

PERFORM GROUP LTD 4/13/11 4/13/11 12 months 68.50% 4/13/12 

BETFAIR GROUP PLC 10/27/10 10/27/10 12 months 10.59% 10/27/11 

WESSEX EXPLORATION PLC 3/23/11 3/23/11 12 months 32.60% 3/23/12 

FRONTIER IP GROUP PLC 1/31/11 1/31/11 12 months 46.69% 1/31/12 

MANROY PLC 12/22/10 12/23/10 12 months 39.20% 12/23/11 

HUMMINGBIRD RESOURCES PLC 12/10/10 12/10/10 12 months ? 12/10/11 

INTERNETQ PLC 12/10/10 12/10/10 12 months 74.50% 12/10/11 

HANGAR 8 PLC 11/10/10 11/10/10 12 months 78.72% 11/10/11 

AFRICAN MINING & EXPLORATION PLC 11/1/10 11/1/10 12 months 12.50% 11/1/11 

HALOSOURCE INC 10/18/10 10/18/10 12 months 1.53% 10/18/11 

INSTEM PLC 10/13/10 10/13/10 12 months 40% 10/13/11 

DP POLAND PLC 7/28/10 7/28/10 12 months 29.91% 7/28/11 

ILIKA PLC 5/14/10 5/14/10 12 months 69.90% 5/14/11 

ESSAR ENERGY PLC 5/7/10 5/7/10 12 months ? 5/7/11 

LONDONMETRIC PROP INVESTMENTS PLC 3/24/10 3/24/10 12 months 16.70% 3/24/13 

M WINKWORTH PLC 11/12/09 11/12/09 12 months 73.60% 11/12/10 

LXB RETAIL PROPERTIES PLC 10/23/09 10/23/09 12 months ? 10/23/10 

NEWRIVER RETAIL LTD 9/1/09 9/1/09 12 months 18% 9/1/10 

      
Average     11.462 months 41.41%   
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APPENDIX 2: NON-VENTURE CAPITAL BACKED IPOS 
Company Name IPO 

Admission 
Date Lockup Length 

Locked 
Shares 

Expiration 
Date 

EASTCOAL INC 12/28/12 12/28/12 12 months ? 12/28/13 
CAMKIDS GROUP PLC 12/24/12 12/24/12 12 months 66.30% 12/24/13 
GREEN CHINA HOLDINGS 12/19/12 12/19/12 12 months 1.19% 12/19/13 
KCELL JSC 12/17/12 12/17/12 6 months 75% 6/17/13 
IG SEISMIC SERVICES PLC 12/12/12 12/12/12 12 months 39.80% 12/12/13 
PREMIER AFRICAN MINERALS LTD 12/10/12 12/10/12 12 months 68.25% 12/10/13 
MD MEDICAL GROUP INVEST PLC 10/17/12 10/17/12 6 months 65.60% 4/17/13 
ELAND OIL & GAS PLC 9/3/12 9/3/12 12 months 1% 9/3/13 
CHINA CHAINTEK UNITED CO LTD 8/20/12 8/20/12 12 months 67.60% 8/20/13 
LZYE GROUP PLC 8/17/12 8/17/12 12 months 63.22% 8/17/13 
UTILITYWISE PLC 6/12/12 6/12/12 12 months 80.80% 6/12/13 
MERCOM OIL SANDS PLC 5/29/12 5/29/12 12 months 5.30% 5/29/13 
NAIBU GLOBAL INTL CO LTD 4/5/12 4/5/12 12 months 46.76% 4/5/13 
NMC HEALTH PLC 4/5/12 4/2/12 12 months 70% 4/2/13 
BUSHVELD MINERALS LTD 3/26/12 3/26/12 12 months 2.90% 3/26/13 
PAPUA MINING PLC 3/2/12 3/2/12 12 months 3.01% 3/2/13 
RUSPETRO PLC 1/24/12 1/24/12 12 months 1.69% 1/24/13 
MAGNOLIA PETROLEUM PLC 11/25/11 11/25/11 12 months 44.31% 11/25/12 
NANDAN CLEANTEC PLC 11/9/11 11/9/11 12 months 48.10% 11/9/12 
AFRICAN POTASH LIMITED 9/30/11 9/30/11 12 months 20% 9/30/12 
CHINA AFRICA RESOURCES PLC 8/1/11 8/1/11 12 months 0.52% 8/1/12 
SOVEREIGN MINES OF AFRICA PLC 7/28/11 7/28/11 12 months 39.53% 7/28/12 
SPECTRA SYSTEMS CORP 7/25/11 7/25/11 12 months 12.46% 7/25/12 
PHOSAGRO OJSC 7/18/11 7/18/11 6 months 8.09% 1/18/12 
OPHIR ENERGY PLC 7/13/11 1/18/12 12 months 3.70% 1/18/13 
WATERLOGIC PLC 7/11/11 7/11/11 12 months 50.90% 7/11/12 
KOLAR GOLD LTD 6/17/11 7/17/11 12 months 4.18% 7/17/12 
3LEGS RESOURCES PLC 6/14/11 6/14/11 12 months 25.72% 6/14/12 
TOUCHSTONE GOLD LTD 6/10/11 6/10/11 12 months 31.91% 6/10/12 
ETALON GROUP LTD 4/20/11 4/20/11 6 months 81.20% 10/20/11 
ROS AGRO PLC 4/13/11 4/13/11 6 months ? 10/13/11 
HMS HYDRAULIC MACH & SYS GRP PLC 2/14/11 2/14/11 6 months ? 8/14/11 
PROPHOTONIX LTD 12/23/10 12/23/10 12 months 6.40% 12/23/11 
SHAFT SINKERS HLDGS PLC 12/23/10 12/23/10 12 months 48% 12/23/11 
NORICUM GOLD LTD 12/17/10 12/17/10 12 months 81.01% 12/17/11 
COPPER DEVELOPMENT CORP 12/13/10 12/13/10 12 months 14.90% 12/13/11 
ALUMINIUM BAHRAIN BSC 11/30/10 11/30/10 6 months 0.60% 5/30/11 
JOHN LAING INFRASTRUCTURE FUND 
LTD 11/29/10 11/29/10 12 months 1% 11/29/11 
MADAGASCAR OIL LTD 11/29/10 11/29/10 12 months 27.75% 11/29/11 
JUBILANT ENERGY N.V. 11/24/10 11/24/10 12 months 78.14% 11/24/11 
ZANAGA IRON ORE CO LTD 11/18/10 11/18/10 12 months 41.50% 11/18/11 
TRANSCONTAINER OJSC 11/12/10 11/12/10 6 months ? 5/12/11 
SKIL PORTS & LOGISTICS LTD 10/7/10 10/7/10 12 months 30.95% 10/7/11 
CENTRAL ASIA METALS PLC 9/30/10 9/30/10 12 months 20.55% 9/30/11 
IENERGIZER LTD 9/14/10 9/14/10 12 months 78.74% 9/14/11 
ARGOS RESOURCES LTD 7/29/10 7/29/10 12 months 25.70% 7/29/11 
OCADO GROUP PLC 7/26/10 7/26/10 12 months 20.15% 7/26/11 
AVANGARDCO INVESTMENTS PUBLIC 
LTD 5/6/10 5/6/10 6 months 79.70% 11/6/10 
PROMETHEAN WORLD PLC 3/24/10 3/24/10 12 months 4% 3/24/11 
SUPERGROUP PLC 3/24/10 3/24/10 18 months 65.35% 9/24/11 
DIGITAL BARRIERS LTD 3/4/10 3/4/10 12 months 19.70% 3/4/11 
EQUATORIAL PALM OIL PLC 2/26/10 2/26/10 12 months 22.29% 2/26/11 
BELLZONE MINING PLC 4/1/10 4/1/10 12 months 57.50% 4/1/11 
ASIAN PLANTATIONS LTD 11/30/09 11/30/09 12 months 42.42% 11/30/10 
SULA IRON & GOLD PLC 10/9/12 10/9/12 12 months 57.60% 10/9/13 
RETROSCREEN VIROLOGY PLC 5/3/12 5/3/12 12 months 13.50% 5/3/13 
GALILEO RESOURCES PLC 9/28/11 9/28/11 12 months 70.09% 9/28/11 

      AVERAGE     11.143 months 36.00%   
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