
Equity Financing 
Options

IPO Process

Valuation and preparing the 
company (management team etc.) ECM bankers

Due diligence ECM bankers, accountants 
and lawyers

Preparation of prospectus ECM bankers, accountants 
and lawyers

Application for listing on exchange ECM bankers and lawyers

Management presentation preparation 
and pre-marketing to select institutions ECM bankers and sales team

Roadshow / book building ECM bankers and sales team

Final pricing and listing and 
support

ECM bankers, sales team and 
traders
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Underwriting Syndicate

Fees are typically charged as a spread. 
Shares are purchased from the company at a 
cheaper price than they are sold onto 
investors. They vary according to deal size 
but a typical range will be 4.0% to 7.0%. Fees 
are generally higher in the US.

Management 
fee – 20.0%
Paid for 
managing the 
transaction, 
received by 
senior 
underwriters

Commission –
60.0%
Fee for selling 
shares, better 
distribution 
equals higher 
fees

Underwriting 
fee – 20.0%
Fee for the 
risk taken for 
guaranteeing 
proceeds to 
the issuer

The underwriting 
syndicate consists of 
banks with different 
roles and status

The lead banks on the 
top line are referred 
to as the bookrunners

The top left most 
underwriter is 
referred to as the lead 
left bookrunner

Book runners are 
heavily involved in 
marketing the issuer 
through the roadshow

The lead left 
bookrunner generates 
the highest fees in the 
offering

The issuer selects the 
lead left bookrunner 
via a process referred 
to as a ‘bake off’

Co-managers provide 
further marketing 
reach to investors 
during the offering

Banks attempt to ‘woo’ 
issuers in advance of 
the offering to win 
lead left

Company A Inc.

The Roadshow

Marketing period begins once 
the registration statement has 
been publicly filed with the SEC

The registration statement and 
roadshow presentation are the 
two most important marketing 
documents

A price range for the offering 
must be established before full 
marketing begins.
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The roadshow will last 8-12 days

Each day involves up to seven 
meetings or conference calls 

The lead bookrunner assists the 
issuer in creating a 20-30 slide 
presentation

Investors may meet several 
companies on a single day

Retail investors have access to the 
same information

The roadshow 
will typically 
visit any 
combination 
of these cities
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Book Building
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Book building is the process by which underwriters collect non binding orders 
from investors based on the offering price range
Market order - An investor places an order that 
stands at any price within the offering price range

Scaled order - An investor places an order that 
reduces in volume at increasing price increments 
within the offering price range

The order book suggests the natural pricing level is around 10.50, at 
which point demand significantly drops off

Pension and mutual funds 
typically hold stock for the 
longer term

Hedge funds typically sell their 
allotment shortly after the IPO 
providing liquidity to the 
market

Oversubscription is a key 
metric, giving investors 
confidence in the offering 

Investors may increase their 
order to “game” the allocation 
process. Bookrunners will “scrub” 
the book of demand before 
allocation to filter this out

The pricing recommendation aims to achieve the highest price
whilst allocating to the highest-quality shareholder base and 
ensuring an IPO “pop”

Aftermarket

Date Price Volume

03/27/17 22.43 620,617.00

03/24/17 22.53 409,952.00

03/23/17 23.00 852,805.00

03/22/17 22.68 1,469,377.00

03/21/17 23.85 2,034,296.00

03/20/17 23.40 3,281,446.00

03/17/17 24.75 15,204,440.00

Book runners will set an IPO 
price to target a “pop” of 
15.0% on the first few days of 
trading

The pricing committee may 
choose to set a price outside 
of the range presented 
through the roadshow

If the stock trades below its 
IPO price on the first day of 
trading this would be 
considered a “busted” IPO
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Stabilization

At last, the offer is 
priced and starts 

trading

But will it trade ‘well’ (a 
steady slow increase in 
price with reasonable 

volume) or badly (a 
dramatic price change 

or big fall

The book runner is 
expected to stabilize the 
price, buying or selling 
stock to minimise price 

fluctuations

The bookrunner will initially be in a short position. 
They will accept more orders than they have shares issued by the 

company:
Orders taken for 69.0m shares at $5.0

Issue for 60.0m shares

If the price rises to $6.0 then bank needs more shares to cover 
being 9.0m shares short. It then exercises its 15.0% green shoe 
and obtains another 9.0m from the company – but at the $5.0 

(less underwriting fees) to cover its order book.

If the price falls to $4.0 then bank won’t exercise the green shoe. 
Instead the bank will go into the market and buy 9.0m shares 
which will help push up the price. The bank will make a profit 

between the issue price and the current market price. Ideally the 
share price will rise due to the bank activity so the profit will be 

less than ($5.0-$4.0) * 9.0m.

Other Offerings

An ADS is created 
when a foreign 
issuer’s stock is 
deposited with a 
depository bank

An ADS pays 
dividends in USD 
but does not 
protect investors 
from FX risk

An unsponsored 
(level 1) ADR 
program is initiated 
by the depository 
bank

A sponsored (level 2 
& 3) ADR program is 
initiated by the 
issuer

Stockholders may 
be unable to sell 
their entire stake at 
a single offering

Secondary offerings

American Depositary Receipts (ADRs) / American Depositary Shares (ADSs)

In this case only 
shareholders receive 
proceeds from 
secondary offerings 
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Block Trades

Block trades are short notice 
trades whereby a selling 
stockholder sells a large 
volume of stock in one 
transaction

Selling large volumes of stock 
on the open market would 
unbalance supply and demand 
and materially move the price 

Winning a block trade at a very 
high bid risks generating a loss 
on the trade or holding the 
stock on its balance sheet

Dribbling out a large volume 
slowly to avoid placing negative 
pressure on price would be 
impractical

An investment bank may 
“sound out” investors before 
being appointed to manage a 
block trade. ECM bankers will 
often predict block trades

Block trades typically generate 
low margins but boost trading 
volumes, helping the bank to 
climb the league table

Convertible Debt

Income statement item

Net income 100.0

Weighted average shares outstanding 500.0

Basic EPS (100.0 / 500.0) 0.20

Interest on convertible debt 5.0

Tax on interest 1.0

Ordinary shares from conversion 50.0

Diluted EPS (100.0 + 5.0 - 1.0) / (500.0 + 50.0) 0.19

Converting debt to equity 
increases the issuer’s shares 
outstanding

Converting debt to equity reduces 
the issuer’s post tax interest 
expense

Convertible bonds may be converted into a 
predetermined quantity of the issuer’s equity, 
typically at the discretion of the bondholder. 
This upside benefit to the investor enables 
the issuer to reduce its borrowing costs.

The indenture will specify a 
conversion rate, giving the number 
of shares of common stock that 
may be issued per bond

The investor will convert the bond 
into shares if the stock price rises 
above a given level, calculated as 
the par value divided by the 
conversion rate
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Rights Issues

Existing shareholders are given the right to purchase additional shares 
in proportion to their current shareholding so as to avoid diluting their 
ownership 

The shares may be purchased at the subscription price, which will 
typically be at a discount to the prevailing market price, giving the rights 
themselves some intrinsic value

The theoretical ex-rights 
price adjusts the cum rights 
share price for the effects of 
issuing new shares at the 
subscription price

𝑚𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑠ℎ𝑎𝑟𝑒 𝑝𝑟𝑒 𝑟𝑖𝑔ℎ𝑡𝑠 𝑖𝑠𝑠𝑢𝑒൅𝑐𝑎𝑠ℎ 𝑟𝑎𝑖𝑠𝑒𝑑 𝑖𝑛 𝑟𝑖𝑔ℎ𝑡𝑠 𝑖𝑠𝑠𝑢𝑒𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑠ℎ𝑎𝑟𝑒𝑠 𝑝𝑜𝑠𝑡 𝑟𝑖𝑔ℎ𝑡𝑠 𝑖𝑠𝑠𝑢𝑒

Please do not redistribute these materials without the express 
permission of Financial Edge Training.

Please do not redistribute these materials without the express 
permission of Financial Edge Training.

www.FE.training
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