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Investment Banking

A company that nceds money to expand may be sble to obtain financing by issuing stock The firsttime sale of stocksand  age 70
‘bonds directly to the public is called a zew issue or an initial public offering (IPO) and creates a stock that can be traded in the-
‘secondary market. Companies that already have stocks or bonds outstanding may offer more stock or a new issue of bonds to raise
‘additional funds for specific projects.

New issues of stocks and bonds are sold directly to the public and to institutions in what is known as the primary market~the market
‘where firms raise financial capital The primary market differs from secondary markets, which are stock exchanges and overthe-counter
‘markets where investors cantrade thei ecutes with othes invetor ather tha the company that isued the tock o bonds. rcary
‘market transactions actually raise cash for the issuing corporations, while secondary market transactions do not. For example, when.
Facebook went public on May 18, 2012, its IPO raised $16 billion for the company and stockholders, who were cashing in on their
‘success. Once the investment bankers distributed the stock to retail brokers, the brokers sold it to clients in the secondary market for $38.
‘per share. The stock got off to a rocky start and hit a low of $17.73 in September 2012. However, by March 2014, it was at $71.97, and as.
you can see from (2 Table 16.4, it wes $168.10 on April 19, 2018, You might want to check outits curret price for fan. e

DID YOU KNOW?

Asingle share of Coca-Cola stock purchased during s original 1919 IPO wouid be worth more than $5 milion today>
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Sounds Like Spotify's Non-IPO Was a Hit
spotity

Founders: Daniel £ and Martn Lorentzon

Founded: 2008 (launch date) n Stocknom, Sveden

Success: Spotfy ended the first week a5 a public company with a maricet capitalization (otal market value) of $27
billon

Justlike any entrepreneurial journey, Spolify sarted with an idea. Entrepreneurs Daniel Ek and Martin Lorentzon were
looking up music on Es home-heater computer and thought the process could be improved. They began working on
the Spotify application in 2005 and offiialy launched the application in 2008,

Spotify offers a free service where users can create, edit, and share playists and tracks on social media, as well a5
make playlists with other users. Spofiy provides access to more than 30 millon songs and has more than 140 million
monthiy active users. Spofify pays royalties based on the number of arists'streams as 2 proportion oftotal songs
streamed, intead of the traditional way of paying a fixed price per song or album sol.

On April 3, 2018, Spotify made ts debut on the New York Stock Exchange ith an opening price of $165.90 per share.
The founders decided to do a directlisting, foregoing investmen:banking underwriters and opting not o raise any
money for iself. This saved the company tens of millons of dolars. About $940 million worth of Spotiy's shares
‘exchanged hands on the first day, making it the fourth largest opening trade in a company going public since 20108

Critical Thinking Questions.

1.Why do you think Spotify was 50 popular among investors when it went public?

2.Wnat were the benefits of doing a direct listing when going public? What does this indicate about how Spoltiy sees
itself from a financial perspective?

3. How does Spotify's business royalty model differ from more traditional models, and why do you think this is
important?

i Entrepreneurship in Action
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Tvestment banking, the sale of stocks and bonds for corporations, helps such companies raise faads by matching people and institutions
who have money to iavest with corporations in need of resources to exploit new opportusities. Corporations usually employ an.
investment banking frm to help sel thei securiiesin the primary market Aa iavestment banker helps frms establish appropriate:
offering prices for their secusities. In addition, the investment banker takes care of the myriad detals and securities regulations involved
in any sale of securities to the public.

Justas large corporations such as TBM and Microsoft have a clent relationship with a aw firm and an accounting firm, they also have 2
cfient relationship with an investment banking firm. An investment banking frm such as Merrill Lynch, Goldman Sachs, or Morsan
Stanley can provide advice about financing plans, dividend poticy, or stock repurchases, as ell & advice on mergers and acquisiions.
Many now offer additional bariing services, making them “onestop shopping” banking centers. Whea Pixar merged with Disney, both
‘companies used investment baniers o help them value the transaction. Each firm wanted an outside opinion about what it was worth to
the other. Sometimes mergers fall apart because the companies cannot agree on the price each company is worth of the structure of
‘management after the merger. The advising investment banker, working with management often irons out these details. Of course,
investment bankers o not provide these services for free. They usually charge a fee of betweea 1 and 1.5 percent of the transaction. A
$20 tillion merger can generate between $200 and $300 million in investment banking fees. The merger mania of the late 19905 allowed
top investment baniers to earn huge sums. Unfortuntely, this type of fee income is dependent on healthy stock markets, which seem to
stmulate the merger fever among corporate exscutives.





