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1 Introduction 

  With the development of economy, many companies want to go public. Going 

public means that a company is switching from private ownership to public ownership.  

Initial public offering (IPO) is the first sale of stock by a private company to the 

public. Primary capital market is the market in which deficit units raise funds through 

new issues of securities. We can trade the securities in secondary capital market.  

  In 2014, totally 154 companies went public in Chinese stock markets, while 261 

companies went public in the United States. Comparing these two stock markets, the 

United States stock market is more developed. Many Chinese companies go public in 

the U.S stock market. Alibaba Group is a Chinese e-commerce company, but it went 

public in the U.S last year. And this group creates the biggest U. S. IPO in history. 

Amazon is also an e-commerce company in the U.S. Amazon is a popular 

e-commerce company all over the world. In this thesis, we will mainly focus on the 

comparison of IPO for these two companies. The main objective of the thesis is to 

compare IPOs of two chosen companies, Alibaba and Amazon. The comparison will 

base on the assessment of the IPO procedure, the development of stock price after the 

IPO and market indicators such as EPS or P/E. 

  In the second chapter, the attention is paid to the role of capital markets. At first, we 

will describe the financial markets. We will introduce the functions and types of 

financial markets and capital markets. Then, we will describe main sources of 

corporate financing. We mainly introduce the way of corporate debt and equity. This 

part makes knowledge and theoretic preparation for the discussion below. 

  In the third part, we will concentrate on the knowledge of IPO. At first we will 

describe characteristics and the main principles of the IPO. Secondly we will describe 

the procedure of IPO. The fourth part is main part of this thesis. In this part, we will 

introduce the main information and the procedure of IPO for these selected companies. 

Secondly we will compare the procedure of IPO for these companies. And we also 

will compare the result of IPO for selected companies.  
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2 The Role of Capital Market 

  In order to have a scientific way to analyse Initial public offerings, we should use 

much knowledge about financial market. In this chapter, we will describe financial 

system and financial market at first. Secondly, we will analyse corporate financing.  

2. 1 Financial Markets  

  This chapter is the description of financial market. First of all, we will introduce the 

theory of financial system. Then, the attention will be paid to financial markets and 

capital markets. 

2. 1. 1 Definition and Parts of Financial System 

  In finance, the financial system is the system which is related to capital flows, 

centralized and distributed. It is an organism by connecting capital surplus and 

shortage of funds by a series of financial intermediaries and financial markets together 

constitute. Funds can be flowed from the capital surplus to the shortage party through 

the financial system. The financial system is family, company and government for the 

implementation of the financial decision-making and the use of a market and 

intermediary institutions, including stocks, bonds and other securities markets, it also 

include the establishment of financial intermediaries, banks and insurance companies, 

etc.1 

  A financial system can be defined at the global, regional or firm specific level. The 

firm’s financial system is the set of implemented procedures that track the financial 

activities of the company. On a regional scale, the financial system is the system that 

enables lenders and borrowers to exchange funds. The global financial system is 

basically a broader regional system that encompasses all financial institutions, 

borrowers and lenders within the global economy. 

  The financial system has six parts, each of which plays basic role in our economy. 

                                                        
1Source: http://en.wikipedia.org/wiki/Financial_system 

http://en.wikipedia.org/wiki/Financial_system
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Those parts are: 

 Money pay for our buy and keep in reserve our wealth;  

 Financial instruments transfer resources from savers to investors and transfer 

risk to those who are best equipped to bear it;  

 Financial markets can help us trade financial instruments easily and cheaply; 

Financial institutions collection of information and provide a myriad of 

financial services; 

 Government regulatory agencies make sure safe and stable environment of 

financial system;  

 Central banks monitor and stabilize the economy. 

2. 1. 2 Functions and Types of Financial Markets 

Financial markets are the places where financial instruments are issued and 

traded at low transaction costs and at prices that reflect supply and demand.  

The financial system channels funds from lenders to borrowers in two ways: 

directly and indirectly. There are two ways for the flow of savings to corporations. 

The following figure 2.1 shows the direct financing and indirect financing.  

Figure 2.1 Direct financing and indirect financing   

 
                                              Funds  

 

 

 

                                             Funds 

 

 

Source: Brealey, Myers and Marcus (2012) 

From figure 2.1, direct financing is the way of financing where borrowers 

borrow fund directly from financial markets without using a third party service, for 

example banks; indirect financing is use the third party service, and borrowers borrow 

Borrowers Lenders 

Financial Markets 
(Direct financing) 
Capital markets 
Stock markets 

Financial Intermediaries 
(Indirect financing) 

Banks  
 Insurance companies 
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funds from the surplus of funds through indirect means, such as through a financial 

intermediary. The difference between direct financing and indirect financing is 

whether financial intermediaries take the money from the lender to a borrower. Direct 

financing is a direct connection to the financial markets. Indirect financing should use 

financial intermediaries to raise money.   

There are the following functions of financial markets： 

Financing: financial markets are able to effectively and quickly guide the flow 

of funds, and improve the effectively of capital allocation. Financial markets open up 

financing channels for financing and a broader investor. We can borrow the money in 

the financial markets and not only from banks. Financial markets can motivate 

investors to invest their money through financial markets. It is very good for 

corporation financing. 

Pricing: Financial markets allow for the determination of price of the traded 

financial assets through the interaction of buyers and sellers. The intrinsic value of 

business assets – how much of the debts of the enterprise value and shareholder's 

equity value , that must be the enterprise related financial assets formed by market 

exchange price as the basis for valuation, rather than simply taking the book 

accounting statements as the basis to calculate. 

Risk transfer and diversification: Financial markets allow investors and 

business to reduce and reallocate risk. Investors can invest in a lot of different 

financial instruments. The residents through a selection of various financial assets, 

increase investment and risk consciousness.  

Liquidity: as we all know, financial markets is a market where the buyers and 

sellers of all the financial instruments are available all the times. So, financial market 

provides liquidity function. It means that the investors can invest their money or turn 

an investment back into cash through the medium of financial markets when needed. 

Reduced search and information costs: the search cost refers to what you 

should pay for searching for suitable counterparty. Financial markets provide a place 

for buyer and seller to trade, secondary markets, through brokers and dealers, reduce 

search costs. With large trading quantities and continuous trading, transactions costs 
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may be kept low. Financial markets also provide some information to investors. It can 

help investor to decrease the information costs.  

According to the different criterion, we can introduce the types of financial 

markets. The following text is based Fabozzi and Modigliani (2009). Financial 

markets can be divided into two parts by nature of claim, debt markets and equity 

market. Debt market is market in which bonds are issued and traded. And equity 

market is the market in which shares are issued and traded.  

According to the classification by seasoning of claim, financial markets can be 

divided into primary market and secondary market. Primary market is a market that 

issues new securities on an exchange. And secondary market is a market in which 

existing securities are trade among investors.  

Financial markets can be divided into two following parts by maturity of claim, 

money markets and capital markets. The money market is the financial market for 

short-term borrowing and lending, typically up to one year. The capital market is the 

financial market for long-term borrowing and lending, typically more than one year. 

Capital markets are described in the next chapter in more detail.  

2. 1. 3 Capital Market 

As mentioned in the previous chapter, financial markets involve money market 

and capital market according to the classification by maturity of claim. Capital market 

is the market for long-term loans and equity capital-it is the financial market for 

equity and debt instruments with a maturity greater that one year. Main characteristics 

of capital markets： 

  In comparison with money markets, capital markets have lower liquidity;  

  In capital market, maturity of more than one year;  

  Capital market instruments have various risk-the risk of late or non-payment 

of principal and interest can vary and depends on issuer and type of the 

instrument;  

  Capital market securities are generally expected to generate a higher return 

to investors than money market securities. 
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The functions of capital markets：Financing-investment function, this function 

means that capital market provides the demander of money with an opportunity to 

issue securities for financing, and provides the capital surplus with an opportunity to 

invest. The second is capital allocation. It means that the price of securities guide the 

flow of capital. Capital markets have strong the mechanism of estimate, choice and 

regulation, so the investors will invest their money to some high products. The third 

one is pricing. Capital markets can determine the price of capital. The products can 

produce a high return on investment capital, market demand is big, so the security 

price is high; on the other hand, the security price is low. The price of the security is 

actually represented by the price of capital security. So capital markets can determine 

the price of capital. 

The structure of capital market based on seasoning of claim: primary capital 

markets and secondary capital markets.  

Primary capital markets are markets in which deficit units raise funds through 

new issues of securities. New issues of financial instruments are sold to the initial 

suppliers of funds. Government use primary markets to finance ongoing operations. 

Businesses use primary market to raise the resources they need to grow. The first 

public issue of financial instrument by a firm is called initial public offering-IPO. The 

main features: the issuing market is an abstract market, and the trading activities are 

not confined to a fixed place; issue is a one-time activity, and its price is determined 

by the issuing company, and approved through the relevant departments. Investors 

buy shares at the same price. The functions of primary capital market: corporation can 

issue security through primary markets, and raise new cash; investors have various 

financial products; it can achieve rationalization resource allocation.  

Secondary capital markets are the markets where people can purchase and 

sales of existing securities. Secondary capital market is a market which we can trade 

every financial commodities. The financial commodities include stocks, securities and 

so on. If you want to buy a share of stock in one company, you won’t get it from the 

company itself. Instead, you will buy it in a secondary market from another investor. 

The prices in the secondary markets are the ones we hear about in the news. The main 
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participants have holders of securities, holders of money ready to buy securities, 

issuer of securities and securities intermediary. Primary markets and secondary 

markets are independent. The main function of secondary capital market is liquidity. 

Secondary capital markets provide liquidity, that is, the ability to turn securities back 

into cash when needed.  

2. 2 Capital Market as Source of Corporate Financing 

  We have known some information about financial system, financial markets and 

capital markets. We will introduce corporate financing in this chapter by using the 

knowledge of capital markets. First of all, we will introduce definition and the 

importance of corporate financing. Then, we will introduce the main ways of 

corporate financing. 

2. 2. 1 Definition and Reasons of Corporate Financing 

Corporate finance is the area of finance solving the sources of capital and the 

capital structure of corporations and the activities of management to increase the 

value of the firm to the shareholders, as well as the tools and analysis used to allocate 

financial resources. 

The company financing motivation mainly has following several aspects: 

A) Corporate financing is the basic premise to establish the company. First of all, 

we must to raise capital for the establishment and the registration of a company. 

Then, we can carry out the normal production and operation activities.  

B) To satisfy the demand of company's development. The development of the 

company shows that the expansion of income. If we want to increase the 

income, we should expanded production, improve skill, adjust structure and 

improve modernized standard and market competitiveness. So, we should raise 

funds.  

C) Repayment of the debt. When the debt matures, companies must raise funds 

through some ways, meet the need to pay due debts.  
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D) The adjustment of capital structure. Capital structure is all sorts of capital form 

the company reach its scale relation. If we found that the structure of capital is 

not reasonable, we can use different financing ways to raise funds, artificially 

adjust the capital structure to make it reasonable. 

E) To adapt to changes in the external environment. There is an important 

influence of the external environment to raise funds for the company. Every 

change in the external environment will affect the company's production and 

operation. The company should prepare some funds to adapt to changes in 

external environment (Fabozzi and Modigliani, 2009). 

2. 2. 1 Corporate Debt 

  Corporate can dependent on borrowed funds as sources of investment to sustain 

ongoing production and operation. Debt comes in several forms, such as through bank 

loans, notes payable, or bonds issued to the public. Debt comes in many forms: 

interest rates –the interest payment or coupon, on most long-term loans is fixed at the 

time of issue; maturity-the date on debt must be repaid; repayment provisions-formal 

agreement and so on. 

Bank loans  

  As an alternative to the issuance of securities, a corporation can raise funds by 

borrowing from a bank. The market classifies bank loans to corporate borrowers into 

two categories: investment-grade loans and leveraged loans. 

   An investment-grade loan “is a bank loan made to corporate borrowers that have 

an investment-grade rating. These loans are typically originated and held by the 

originating bank in its portfolio. The reason is that the loans are revolving lines of 

credit. In such a loan arrangement, a bank sets a maximum amount that can be 

borrowed by a corporation, and the corporation can take down any part of that amount 

and repay it at any time. Because of the ability of the corporate borrower to repay at 

any time and the absence of a maturity date for the loan, an investment-grade bank 

loan is not sold by the originating bank to institutional investors” (Fabozzi and 

Modigliani, 2009) 
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   A leveraged loan is a bank loan to a corporation that has a below investment 

grade rating. Leveraged loans tend to have higher interest rates than typical loans for 

companies or individuals with debt. A leverage loan has a maturity and the interest 

rate is floating rate with the reference rate being LIBOR (London interbank offered 

rate). In fact, when market participants refer to corporate bank loans they typically 

mean a leveraged loan. These loans can be sold to institutional investors.  

Corporate bonds 

   When companies need to raise money, issuing bonds is one way to do it. A bond 

functions like a loan between an investor and a corporation. The investor agrees to 

give the corporation a specific amount of money for a specific period of time in 

exchange for periodic interest payments at designated intervals. When the loan 

reaches its maturity date, the investor’s loan is repaid. With bonds, companies that 

need to raise money can continue to issue new bonds as long as they can find 

investors willing to act as lenders. The issuance of new bonds has no effect on 

ownership of the company or how the company is operated. The promises of 

corporate bond issuers and the rights of investors who buy them are set forth in great 

detail in contracts called bond indentures. Most corporate bonds are term bonds, that 

is, they run for a term of years, and then become due and payable. The bond’s term 

may be long or short. Generally, obligations due less than 10 years from the date of 

issue are called notes. Some corporate bond issues are so arranged that specified 

principal amounts become due on specified dates prior to maturity. Such issues are 

called serial bonds. Corporate bonds offer a slightly higher yield because they carry a 

higher default risk than government bonds. (Brealet, Myers and Marcus, 2012) 

2. 2. 2 Equity 

 Equity in business is similar to the concept of equity that comes from home 

ownership: it is the portion of the company's assets that belongs to the owners or 

stockholders. Equity financing refers to the sale of an ownership interest to raise funds 

for business purposes. Equity financing have a wide range of activities. It can spans 

from a few money raised by an entrepreneur from friends and family, to giant initial 
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public offerings (IPOs) raised money from investors. In financing corporations, this is 

most commonly done by selling either common stock, preferred stock, or some 

combination of these. In this part, we will pay much attention to common stock and 

preferred stock.  

Common stock 

Common stock is a security that represents ownership in a corporation. First, the 

stockholders are entitled to whatever profits are left over after the lenders have 

received their entitlement. Second, shareholders have the ultimate control over how 

the company is run. Holders of common stock exercise control by electing a board of 

directors and voting on corporate policy. However, in the event of bankruptcy, 

common stock investors receive any remaining funds after bondholders, creditors 

(including employees), and preferred stock holders are paid. As such, common stock 

investors often receive nothing after a bankruptcy.  

Preferred stock 

  Preferred stock is a class of ownership in a corporation that has a higher claim on 

the assets and earnings than common stock. Preferred stock is a class of stock, not a 

debt instrument, but it shares characteristics of both common stock and debt. 

Preferred stock promises a series of fixed payments to the investors, and with 

relatively few exceptions preferred dividends are paid in full and on time. If the 

company goes out of business, the preferred stockholders get in the queue after the 

debt holders but before the common stock holders. Preferred stock rarely confers full 

voting privileges. This is an advantage to firms that want to raise funds without 

sharing control of the firm with the new shareholders. Companies cannot deduct 

preferred dividends when they calculate taxable income. The three types of preferred 

stock are: fixed-rate preferred stock; adjustable-rate preferred stock; auction and 

remarketed preferred stock. (Fabozzi and Modigliani, 2009) 

Compare common stocks with preferred stocks. Common stocks and preferred 

stocks are similar in several ways. They both represent ownership in a corporation and 

receive dividends. However, there are some main differences between the two types 

of stock. A preferred stockholder has the right to receive dividends before common 



 
 

15     

stockholders when the company bankruptcy or liquidation. This makes preferred 

stock less risky than common stock, though bondholders will be paid ahead of both 

the preferred and common stockholders. Dividends are paid to preferred stockholders 

first and on a schedule set at the time of the transaction. They tend to be greater than 

common stock dividends. But preferred stocks usually do not have voting rights. 

Preferred stock rights have precedence over common stock. Therefore, dividends on 

preferred shares are subtracted before calculating the EPS. If we want to calculate the 

EPS, we should use the net income minus the dividends on preferred shares，and then 

we can divide the average common shares. 

Compare preferred stocks and debts. Preferred stock shares some important 

similarities with debt: the issuer promises fixed cash payments to preferred stock 

holders; preferred stockholders take priority over common stockholders with respect 

to dividend payments and the distribution of assets when the company bankrupt. 

Preferred stock differs from debt in some ways: First, stock, regardless of whether the 

preferred shares, all belong to the investment of enterprises, to bear business risks. 

Preferred stock can share out bonus when corporate profits, and the market value will 

be loss when the loss of business. Second, bond harvest only interest, preferred stock 

can get interest, and the value of the stock fluctuation.  

In this chapter, we pay much attention to the role of capital markets. First we 

have described the function and types of financial markets and capital markets. 

Secondly we have described corporate financing. We have introduced the main ways 

of corporate financing by using the knowledge of capital markets. The main ways of 

corporate financing are corporate debt and equity financing. This part makes 

knowledge and theoretic preparation for the discussion below. In next chapter, we will 

describe the IPO (initial public offerings) in more detail. 
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3 Characteristics of the Main Principles of IPO 

  According to the types of companies, companies are either private or public. The 

biggest difference between private and public is ownership. Going public means a 

company is switching from private ownership to public ownership. With the 

development of economy, many companies want to go public. A private company 

wants to find lots of money for the growth of company. However, they just have a few 

ways to raised money. If they borrow much money from third party, they will face 

high debt ratio. So they can determine to go public which is a good way for financing. 

Primary capital markets are markets in which deficit units raise funds through new 

issues of securities. The first public issue of financial instrument by a company is 

called initial public offering-IPO. Firstly we will talk about IPO. 

3. 1 The Definition of IPO 

  IPO is the first sale of stock by a private company to the public. Initial public 

offering (IPO) or stock market launch is a type of public offering in which shares of 

stock of a company usually are sold to institutional investors that in turn sell to the 

general public, on a securities exchange, for the first time. Through this process, a 

private company transforms into a public company.2 IPOs are often issued by smaller 

younger companies finding the money to expand, but also be done by large privately 

owned companies looking to become publicly traded.  

 The History of IPO  

The earliest form of a company which issued public shares was the publicani 

during the Roman Republic. Like modern joint-stock companies, the publicani were 

legal bodies independent of their members whose ownership was divided into shares, 

or parties. There is evidence that these shares were sold to public investors and traded 

in a type of over-the-counter market in the Forum, near the Temple of Castor and 

Pollux. The shares fluctuated in value, encouraging the activity of speculators, or 

                                                        
2 Source: http://en.wikipedia.org/wiki/Initial_public_offering 
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quaestors. Mere evidence remains of the prices for which partes were sold, the nature 

of initial public offerings, or a description of stock market behavior.3  

In March 1602 the "Vereenigde Oost-Indische Compagnie" (VOC), or Dutch 

East India Company was formed. The VOC was the first modern company to issue 

public shares, and it is this issuance, at the beginning of the 17th century, that is 

considered the first modern IPO.4 America’s First IPO is the public offering of Bank 

of North America around 1783.5 And on 14th November 1984, FEILO ACOUSTICS 

CO, LTD.SHANGHAI is the first IPO in China, but the stock didn’t trade in stock 

exchange. Because the first stock exchange (Shang Hai Stock Exchange) was founded 

in 1990. China stock exchange has a shorter history than the United States.  

We have described the history of IPO in brief. In recent years the development of 

IPO is very fast. And then we can introduce the largest IPO all over the word. The 

following table is about seven largest IPOs in the world. 

Table 3.1 The Largest IPOs in the World 
Rank Company Year of 

IPO 
Offer amount Stock market 

1 The Alibaba Group 2014 $25 billion NYSE 
2 Agricultural Bank of China 2010 $22.1 billion SEHK and SSE 
3 Industrial and Commercial 

Bank of China 
2006 $29.8 billion SEHK and SSE 

4 American International 
Assurance 

2010 $20.5 billion SEHK 

5 Visa Inc. 2008 $19.7 billion NYSE 
6 General Motors 2010 $18.15 billion NYSE 
7 Facebook 2012 $16 billion NASDAQ 

 Source：http://en.wikipedia.org/wiki/Initial_public_offering; Author 

From table 3.1, we can conclude that China and the United states are the biggest 

stock markets in the world. The United States has two main stock exchanges which is 

New York Stock Exchange and NASDAQ Stock Exchange. Prior to 2009, the United 

States was the leading issuer of IPOs in terms of total value. China has three main 

                                                        
3 Source: This bubble world": The origins of Financial Speculation 
4 Source: http://en.wikipedia.org/wiki/Initial_public_offering 
5 Source: http://www.moaf.org/exhibits/americas_first_ipo.  

http://en.wikipedia.org/wiki/Initial_public_offering
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stock exchanges which is Shanghai, Shenzhen and Hong Kong. With the development 

of China stock markets, China has been the leading issuer according to total value. In 

November 2011, China has raised $73 billion which is almost double the amount of 

money raised on the New York Stock Exchange and NASDAQ combined. The Hong 

Kong Stock Exchange raised $30.9 billion in 2011 as the top course for the third year 

in a row, while New York raised $30.7 billion.6 China stock markets have shorter 

history than the United States, but the China stock exchanges have faster development. 

With the development of economy, more and more companies want to go public in 

China. Thus, we can expect that stock markets will play more important role in the 

future. 

3. 2 The Role of IPO 

  As a private company, they can seek the money from a small number of investors. 

It is difficult when they want to buy or sell the stock of this company. However, when 

this company goes public, it is very easy to trade stock of this company. Investors can 

also have many opportunities to invest. Going public can increase liquidity. But being 

publicly traded also has some disadvantages. Companies’ owners should pay much 

money for going public. And owner will lose the control of the company. So, the 

advantage and disadvantage of IPO are described in the following chapter.  

3. 2. 1 The Advantages of IPO 

Going public raises cash and provides many benefits for a company. Being 

publicly traded also opens many financial doors. Many companies which are going 

public also offer many benefits for investors. 

New capital for the firm  

  One of biggest reasons for going public is to raise capital from public, or pay back 

debt. An initial public offering gives the typical private firm access to a larger pool of 

equity capital than is available from any other source. When a company lists its 

securities on a public exchange, the money paid by the investing public for the newly 
                                                        
6 Source: http://www.ft.com/ "China eclipses US as top IPO venue" December 28, 2011 

http://www.ft.com/
http://www.ft.com/intl/cms/s/0/d9733718-2c4a-11e1-b7df-00144feabdc0.html
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issued shares goes directly to the company (primary offering) as well as to any early 

private investors who opt to sell all or a portion of their holdings (secondary offering) 

as part of the larger IPO.7 More and more capital enters into the company, it can 

change the structure and composition of the capital, and it is also good for the 

development of companies. And the companies can have more capital to open market 

and increase operation. If the stock of this company performs well, the company will 

can raise additional equity capital in the future. 

Liquidity 

  Primary capital markets are markets in which deficit units raise funds through new 

issues of securities. Secondary capital markets are the markets in which investors can 

trade stocks. Investors can invest their money or turn an investment back into cash 

through the medium of stock markets when needed. Investors can select many 

different stocks according to them estimate. After the IPO, when shares trade freely in 

the open market, money passes between public investors. Trading in the open markets 

means liquidity- this makes it possible to implement things like employee stock 

ownership plans which help to attract top talent (Megginson, Smart and Lucey, 2008). 

Bring a good reputation 

  Being on a major stock exchange carries a considerable amount of prestige and 

international confidence. Going public is very effective for marketing their products 

and services. More attention will often promote the formation of a new business or 

strategic alliances, to attract potential partners and merge objects. And it will provide 

confidence for long-term cooperation with customers and suppliers. 

Others 

IPO can facilitate acquisitions. Public companies can always issue more stock – 

thus mergers and acquisitions are easier to do because stocks can be issued as part of 

the deal. Having publicly traded shares allows companies to attract, retain and provide 

incentives for talented manages by offering them share options and other equity-based 

remuneration. If the company wants to go public, they need to re-examine its 

management structure and internal controls. It is good for company’s management. 
                                                        
7 Source: http://en.wikipedia.org/wiki/Initial_public_offering 
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IPO also create multiple invest opportunities for investors (Megginson, Smart and 

Lucey, 2008).  

3. 2. 2 The Disadvantages of IPO 

  We have described about the advantage of IPO, but every coin has two sides. So we 

will describe about the disadvantages of IPO (Megginson, Smart and Lucey, 2008). 

Costs 

  Companies need pay the financial costs of an IPO. Some companies need prepare 

for how costly the process of going public can be in terms of out-of-pocket cash 

expense and opportunity costs. Companies also should pay the managerial costs of an 

IPO. Because the IPO process can take many months to complete, the cost of going 

public in terms of managerial distraction is very high. Companies should paid many 

different fees, which include SEC (especially the United States) registration fee, Legal 

fees and expenses，Accounting fees and expenses and so on. 

Share price emphasis 

  When a company goes public, external pressure build to maximize a firm’s share 

price. Furthermore, as managerial shareholding fall, managers become vulnerable to 

losing their jobs, either through takeover or through dismissal by the board of 

directors. 

Loss of control 

Ownership is transferred to outsiders who can take control and even fire the 

entrepreneur. Public shareholders have the right to a great deal of information about a 

firm’s internal affairs. Companies should disclose how and in what markets they 

intend to compete-information that is obviously valuable to competitors in the IPO 

prospectus. 

In spite of these disadvantages, we have known that many management teams 

every year decide that the benefits of going public outweigh the costs, and they begin 

the process of planning for an IPO.  

3. 3 The Procedure of IPO 
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  Before investors trade securities in the secondary market, we offer a brief overview 

of how firm issue equity securities to investors. If a company wants to go public, they 

should prepare a lot for IPO. They should think many problems about IPO such as the 

number of issued shares to the public, how to decide the price of stock, how to attract 

a large number of investors, and so on. They also should re-examine the management 

structure and internal controls. In this chapter, we describe about the procedure of 

IPO. 

3. 3. 1 The Preparation of IPO 

  If a company decides to go public, the first step is to select an issue manager. An 

issue manager is an investment firm that acts as an intermediary between a company 

selling securities and the investing public. The issue manager is the principal player in 

the IPO. Investment banks play an important role in helping firms raise long-term 

debt and equity financing in the world’s capital markets.  

Role of the investment bank in the IPO 

Investment bank is a financial institution that assists companies in the process of 

issuing securities to investors. Investment banks also help firms engaged in mergers 

and acquisitions and they are active in the business of trading securities in the 

secondary markets. Investment banks facilitate public and private corporation’ s initial 

public offering known as IPO by providing underwriting services 

  Securities underwriting is the origin, the most basic business activities for the 

investment bank. The investment bank agrees to underwrite the issue, meaning that 

the bank actually purchases the shares from the company and resells them to investors. 

The investment should bear the risk of inadequate demand for the firm’s shares. Bank 

decrease this risk in two ways. First, the lead underwriter and many investment banks 

form an underwriting syndicate. These banks purchase the firm’s share and market 

them together, so they can decrease the risk through the underwriting syndicate. 

Secondly, underwriters go to great lengths to determine whether sufficient demand for 

a new issue exists before it comes to market. They will analysis the issue’s offer price 

according to the demand of stock. They generally set the issue’s offer price and take 
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possession of the securities no more than a day or two before the issue date. So they 

can decrease the risk in terms of the information of market demand. (Megginson, 

Smart and Lucey, 2008) So, the risk that the investment bank might not be able to sell 

the shares that it underwrites is small. The following table is about the top investment 

banks around the world.  

Table 3.2 The top investment banks around the world (2014) 
Rank Company country Fees($m) 

1 J.P. Morgan & Co. U.S.A 6,398.67 

2 Bank of America Merrill 
Lynch 

U.S.A 5,693.77 

3 Goldman Sachs U.S.A 5,556.45 

4 Morgan Stanley U.S.A 5,310.17 

5 Citigroup U.S.A 4,489.64 

6 Deutsche Bank Germany 4,263.81 

7 Credit Suisse Switzerland 3,768.46 

8 Barclays U.K 3,706.22 

 Source:http://markets.ft.com/investmentBanking/tablesAndTrends.asp 

   From table 3.2, we can see that the top 5 investment banks are from the United 

States. The stock market in United States is very mature. Different investment banks 

have different main products and services. The number of fees is from the end of 2014 

data.  

Investment banks should due diligence. Items usually discussed include the 

amount of money a company will raise, the types of securities to be issued and all the 

details in the agreement. Compare the listed companies in the secondary market with 

the company in the IPO market, we can find that the listed companies have the 

continuous information disclosure, however, the company in the IPO market is the 

first time to disclose information. So, the degree of information asymmetry is 

particularly serious. Thus we need the investment bank provide more real information 

about this company. 
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And the investment banks should know the financial information about this company 

in detail. 

  The road to an IPO consists mainly of putting together the formal documents for 

the Securities and Exchange Commission (SEC which is special in the United States) 

and selling the issue to institutional clients. The investment bank puts together a 

registration statement to be filed with the SEC. This document contains information 

about the offering as well as company information such as financial statements, 

management background, and the plan in the future and so on. Once the SEC agrees 

the offering, the stock of this company can be offered to the public. 

  The preparation of IPO is not just select the investment bank. But, many other 

things should be prepared such as developing good corporate governance, developing 

an impressive management and professional team, growing the company's business 

with an eye to the public marketplace and so on. 

3. 3. 2 Registration Process 

  The firm must prepare a registration statement and file it with the SEC. We focus 

on the procedure of IPO in the United States. The SEC is the special commission in 

United States. The SEC then requires a cooling off period (quiet period) in which they 

investigate and make sure all material information has been disclosed. During this 

time, issuers, company insiders, analysts, and other parties are legally restricted in 

their ability to discuss or promote the upcoming IPO (US Securities and Exchange 

Commission, 2005).  

  The registration statement discloses all mater information concerning the 

corporation making a public offering. Registration Manual consists of two parts: 

preliminary prospectus and registration statement. The prospectus and registration 

statement, the official registration of the prospectus will specify, release date, issue 

price and other relevant information. Preliminary prospectus (preliminary prospectus) 

registration link use informal prospectus, printed with red ink, commonly known as 

"red herring" (red herring), in order to remind investors that this is an informal 

version of the prospectus. The preliminary prospectus has not yet determined the issue 
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price and the issue size, and it may have extensive revise before to be the final 

prospectus. 

3. 3. 3 Road-Show 

 If the firm wants to do an initial public offering, the manager and its banker tour 

major cities around the counter to give presentation to some people. Called the road 

show, this grueling process usually last a week or two. It gives the managers the 

opportunity to pitch their business plan to prospective investors. The goal of this 

process is to build a book of orders for shares that is greater (often many times greater) 

than the amount of shares the firm intends to sell. 

  The expression of invest from investors are not legally binding purchase 

agreements. The investment bank gives investors a range of prices at which they 

expect to sell the offer, based on their assessment of demand. Given the tentative 

nature of the demand expressed on the road show, the banker seeks to oversubscribe 

the offering minimize the bank’s underwriting risk. 

With the development of technology，Online road show has become an important 

way to show the companies or the stocks. 

3. 3. 4 The Pricing of IPO 

The pricing of IPO is about the prior judgment of the stock before the stock into the 

market. The pricing of IPO is the most basic and the most important links and content 

during the procedure of IPO. IPO price level determines the success of the IPO or not, 

is also related to the fundamental interests of all involved in the subject, and the 

impact of the stock market after specific performance. For issue, the issue price 

determines the condition of financing, and the development of this company in the 

future. For underwriters, the issue price determines its cost-effectiveness. For 

investors, the level of issue price is the decisive factor of the earning in the future. If 

the level of issue price is too low, the company can’t get capital from the public, and it 

is not good for the long-run development of the company. If the level of issue price is 

too high, the stock can’t attract the investors. 
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 Factors affecting pricing of an IPO8:  

 The issuer's business achievement especially after-tax profit levels, is a 

direct reflection of a company's operating capability and value of the time 

of listing, and it will directly affect the IPO; 

 Company's appreciation rate (especially profitable growth) and earnings 

forecast are an important factor for the price of IPO;  

 If we just consider the number of issued, don’t think other factors, we 

should set low issue price in order to ensure the smooth sale of the stock 

was sold during the period when the number of issued is very large;  

 The issuer's industry will affect the public's expectations for the 

company's development prospects. The company which in the sunrise 

industry can set higher issue price;  

 Secondary market stock price level is directly related to the primary 

market prices. Changes of stock price level in the secondary should take 

into account when we decide the issue price. In fact, it is not a good time 

to offering stock when the stock market in the ‘bear market’. 

  The way of price of an IPO: There are three ways in which the price of an IPO can 

be determined: fixed price method, book building, and competitive bidding.  

Table 3.3 Types of IPO pricing 

 Whether get the demand information from investors or not  

 Yes No 

Whether or not the 
underwriters have the 
flexibility to allot 
shares 

Yes Book building Fixed price method(allows 
placement) 

No Competitive bidding Fixed price method(Public 
subscription) 

Source: http://wiki.mbalib.com 

From table 3.3, we have classified the way of IPO according to two questions. 

The first question is whether the companies get the demand information from investor 

                                                        
8 Source: http://wiki.mbalib.com 
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or not. Booking building and competitive bidding get information from investor, and 

the way of fixed price don’t do it. The second question is whether or not the 

underwriters have the flexibility to allot shares. The way of booking budding accepts 

the underwriters have the flexibility to allot shares. But the way of competitive 

bidding can’t accept it. And the fixed price methods have two conditions. We will 

describe the three main ways in the following part.  

Book building is one of the world's most popular ways of IPO pricing, 

especially more prevalent in higher United States, UK. The basic principle of book 

building is that underwriters give uncertain issue price and number of shares offering 

in advance, and they want attract investors before the pricing of IPO. Determine the 

issue price and the issue of the number of according to the needs information of 

investors. The investment bank gives investors a range of prices, investor can decide 

the number of they want to buy at any price within that range. This period is called 

book building period. At the end of this period, underwriters will be cumulated the 

different prices which investors want to buy, and they will get the total purchase on a 

series of different prices. Finally, underwriters will decide the price of stock and 

distribute the stock to the investors according to the total purchase exceeds the 

amount of a certain multiple of the issue of financing (oversubscription). 

Under Fixed price method, the IPO underwriters according to pricing valuation 

methods, and estimated the market value of the issued shares. Determine a fixed issue 

price within the range of valuation results and make a public offer under the price. 

Between approved the issuance and listing, there is a release of the investors 

subscribed. Fixed price method can be divided into two parts: public subscription and 

allows placement. The difference between these two methods is that the second one 

means that underwriters can placement. The second one is usually used in Australia. 

The first one means that underwriters should prorate distribution the stock according 

to the number of each investors purchase. This one is usually used in Singapore. 

  Competitive bidding is commonly used in the pricing of IPO, mainly used in 

Japan and European countries. The basic principle of competitive bidding is that 

among investors through a public auction, to explore the company's stock investment 
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value, and in accordance with the level of investor bids allocated shares. 

  In this chapter, we have described about characteristics of the main principles of the 

IPO. We have described the history of IPO, and advantage and disadvantage of IPO. 

We also introduced the procedure of IPO which include the preparation, registration 

process, Road-show and the pricing. This part makes knowledge and theoretic 

preparation for the discussion below. In next chapter, we will analysis the selected 

companies IPOs by using this knowledge. 
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4 Comparison of the IPO between Amazon and 

Alibaba Group 

  The previous text paid attention to the general aspects of capitals markets and the 

specification of IPO. In this chapter, we can use this knowledge to analyse two 

selected companies. These two companies are e-commerce companies. In recent years, 

the growth of e-commerce market is very fast. These two companies are the popular 

e-commerce companies. One of the selected companies is Amazon which is the 

important e-commerce company around the world. Another selected company is 

Alibaba group which is the biggest e-commerce company in China. Alibaba Group 

creates the biggest IPO in the U.S. Amazon was the largest and most valuable 

e-commerce company in the world before Alibaba Group goes public with its 

triumphant $21.8 billion initial public offering. Amazon faces a big challenge from 

Alibaba Group. In this part, we will pay attention to the comparison of IPO between 

these two companies. First both IPOs of these selected companies will be described, 

and then the focus will be on their comparison of the IPO between Amazon and 

Alibaba Group. 

 4. 1 Analysis of Amazon IPO 

  Amazon is the popular E-commerce company all over the world. In this chapter, we 

will pay attention to the history and development of Amazon at first. And then will 

focus on the procedure of Amazon IPO. We can get the particular information about 

the preparation, registration process, road-show and the pricing of IPO. This chapter 

is based on official website of Amazon and official website of NASDAQ. 

4. 1. 1 History and Development of Amazon 

Amazon is the largest network of an e-commerce company in the United States. 

This company was founded in 1994 and the site went online as Amazon.com in 1995. 

It started as an online bookstore, but soon diversified, selling DVDs, VHSs, CDs, 



 
 

29     

video and MP3 downloads/streaming, software, video games, electronics, apparel, 

furniture, food, toys, jewelry and so on. 9  From figure 4.1, we can see the 

development process of Amazon retail products. Amazon has become the online 

retailer which supplies the largest varieties all over the world and the world's second 

largest internet companies. Amazon owns over 40 subsidiaries, including Zappos, 

Diapers.com, Kiva Systems, Goodreads, Teachstreet, and the Internet Movie Database 

(Internet Movie Database, IMDB), and other subsidiaries.  

With the development of society，Amazon is not just an online bookstore, they 

actively engaged in other businesses. From 1995 to 2015, they have changed 

orientation three times. In the figure 4.1, we can see some information about the 

development process of Amazon retail products. From 1995 to 1997, this is the first 

important part of Amazon. Jeff Bezos, who is the founder of Amazon.com, decided to 

set up an online bookstore in 1994. Amazon.com debuts on the Web in 1995. Jeff 

Bezos positioned the Amazon as "Earth's largest bookstore". After less than two years 

of operation, Amazon.com became a public company in May 1997 with an initial 

public offering (IPO) of three million shares of common stock. Amazon got some 

profit from the IPO, and Bezos went to work on improving the already productive 

web site and on bettering the company's distribution capabilities. With the 

development of this company in 1997, Bezos announced in October that Amazon.com 

becomes the first Internet retailer to secure one million customers. The very important 

advantage of online retail is that it can provide more extensive selection of products, 

thus the expansion of product categories, to be an integrated electricity supplier are 

the next strategic considerations for Amazon. From 1997 to 2000, this is the second 

development parts of Amazon. Amazon.com also expanded its business through a trio 

of acquisitions in early 1998. It can helped Amazon open Europe market, especially 

UK market and Germany market. Another big change in 1998 was the announcement 

of the company's decision to enter into the online music business. The firm expands 

into offering toys and electronics and then divided its product offerings into individual 

stores on its site to make it easier for customers to shop for certain items in 1999. 
                                                        
9 Source: http://baike.baidu.com/ 
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From 2001 to now, this is third development part of Amazon. At the beginning of 

2001, Amazon aimed to be the world‘s most customer-centric company. Amazon 

promotes of third-party open platform since 2001, provide network service in 2002, 

launch of Prime Services in 2005, and so on. Amazon gradual introduction of these 

services, it not just an online retails, but has become an integrated service provider.10 

The following figure is about the development process of Amazon retail products.  
    Figure 4.1 The development process of Amazon retail products 
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Source: http://baike.baidu.com/; Author 
Table 4.1 Some of the different countries domain name of Amazon 

 Country Domain name 
North America 

 
American Amazon.com 
Canada Amazon.ca 

 
 

Europe 
 

Germany Amazon.de 
France Amazon.fr 
Italy Amazon. it 
Spain Amazon.es 

Netherlands Amazon.nl 
South America Mexico Amazon.com.mx 

Brazil Amazon.com.b 
 

Asia 
India Amazon.in 
Japan Amazon.co.jp 
China Amazon.cn 

Oceania Australia Amazon.com.au 

Source: http://en.wikipedia.org/wiki/Amazon.com; Author 
                                                        
10 Source: http://www.fundinguniverse.com/company-histories/amazon-com-inc-history/ 

1995 Books  1998 Online 
music 1999 Toys and 

electronics 
2000 Household 
products 2002 Clothes and 

jewelry 
2003 Sports goods 
and jewelry 2004 Beauty 

product 

2006 Automobile 
products 

2008 Office 
products 

2005 Shoes 

2007 Digitally 
published product 

http://baike.baidu.com/
http://en.wikipedia.org/wiki/Amazon.com
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4. 1. 2 The Procedure of Amazon IPO 

  The very important year for Amazon is 1997. Amazon issued its initial public 

offering of stock on May 15, 1997, trading under the NASDAQ stock exchange 

symbol AMZN, at a price of US$18.00 per share. It was estimated to be 

approximately $49.4 million after deducting the underwriting discount and offering 

expenses.  

The preparation of IPO 

When a company wants to go public, at first they should select an issue manager. 

Investment bank is a financial institution that assists companies in the process of 

issuing securities to investors. Securities underwriting is the origin, the most basic 

business activities for the investment bank. Amazon also selected some investment 

banks to help them go public in 1997.  

   Amazon decides that Ernst & Young LLP is the auditor and Deutsche Morgan 

Grenfell Inc is the lead underwriter. Amazon has not selected just one underwriter, 

they has selected several investment banks to help them, such as Alex. Brown & Sons 

Incorporated and Hambrecht & Quist LLC. These investment banks can help Amazon 

issue securities. The following table 4.2 lists the names of all underwriters, and these 

underwriters agreed to purchase from the company the number of shares of common 

stock indicated below opposite their respective names.  
Table 4.2 The list of underwriters  

UNDERWRITERS NUMBER OF SHARES 
Deutsche Morgan Grenfell Inc 726,000 

Alex. Brown & Sons Incorporated 726,000 
Hambrecht & Quist LLC 726,000 

Goldman, Sachs & Co 138,000 
Montgomery Securities 138,000 

PaineWebber Incorporated 138,000 
Smith Barney Inc 138,000 

Raymond James & Associates, Inc 90,000 
Ragen Mackenzie Incorporated 90,000 
Wessels, Arnold & Henderson 90,000 

TOTAL 3,000,000 
Source: http://www.nasdaq.com/markets/ipos/company/amazon-com-inc-7235-8587; 
Author  

http://www.nasdaq.com/markets/ipos/company/amazon-com-inc-7235-8587
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  From table 4.2, we can see that Deutsche Morgan Grenfell Inc., Alex. Brown & 

Sons Incorporated and Hambrecht & Quist LLC are acting as representatives. 

Deutsche Morgan Grenfell Inc was a leading London-based investment bank regarded 

as one of the oldest and once most influential British merchant banks. In 1989, the 

first steps towards creating a significant investment-banking presence were taken with 

the acquisition of Morgan, Grenfell & Co for Deutsche bank. Ten year after Morgan, 

Grenfell & Co added into Deutsche bank. Alex. Brown & Sons founded in 1800 by 

Alexander Brown, was the first investment bank in the United States. Alex. Brown & 

Sons Incorporated ultimately integrated into Deutsche Bank following its acquisition 

in 1999.11 From table 4.2, we can get that Amazon total shares offered is 3,000,000; 

this is smaller share offer than the other the average IPOs. From the following table, 

we can compare Amazon IPO shares offer with other data.  

From table 4.3, we can compare total shares offered with other data. The average 

shares offered of all priced IPOs registered with NASDAQ is higher than Amazon 

shares offered. But the average shares offered of all IPOs in 1997 is smaller than 

Amazon. So Amazon offered more shares than other companies which went public in 

1997.  
Tables 4.3 Comparison of Amazon IPO with other IPOs (1997) 

Data of share offer NUMBER 
Amazon.com Inc. 3,000,000 
Average shares offered of all priced 
IPOs registered with NASDAQ in 1997  

4,500,000 

Average shares offered of all IPOs in 
1997 

2,750,000 

Average shares offered of information 
retrieval services company IPOs in 1997 

3,825,000 

Source: http://ipo.findthecompany.com/l/519/Amazon-com-Inc;  
The first step of going public is finding the issue manager. Amazon has selected 

several investment banks. The next step is to prepare a registration statement and file 

it with SEC.  

Registration Process 

                                                        
11 Source: http://baike.baidu.com/ 

http://ipo.findthecompany.com/l/519/Amazon-com-Inc


http://ipo.findthecompany.com/l/519/Amazon-com-Inc


http://www.alibabagroup.com/
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From figure 4.4, we can see the total net sales have a big increase every year. In 

2012, the total net sale is 3140 million dollars. And the total net sales increased by 

75% from 2012 to 5500 million dollars in fiscal year 2013. And the total net sales 

increased by 56% from 5500 million dollars in 2013 to 8580 million dollars in fiscal 

year 2014. The net sales have large growth every year. This means that this company 

has a good future, so it can attract many investors. This is good for the IPO of Alibaba 

Group. Alibaba Group has many companies and related enterprises, and each these 

companies has a good growth. This is one of the reasons why Alibaba Group has large 

net sales. And then we will focus on the main companies and affiliated entities of 

Alibaba Group.  

Main Companies and Affiliated Entities12 

Alibaba Group operates various businesses and also derives support for their 

ecosystem from the businesses and services of related and affiliated companies. This 

group major business and the businesses of Alibaba Group related companies and 

affiliates include Alibaba.com, Taobao, Tmall.com, 1688.com, Alipay, Juhuasuan, 

CAINION, and so on. Alibaba.com, Taobao, and Tmall are the three main sites, and 

have hundreds of millions of users, and host millions of merchants and businesses. 

The following parts focus on the main companies of Alibaba Group. And this parts is 

based on the official website of Alibaba Group and baidubaike.com. 

Alibaba.com-leading platform for global wholesale trade  

In 1999, Alibaba was founded by 18people, led by Jack Ma, working out of Jack 

Ma’s apartment in Hangzhou. This is the first website which using English language 

of Alibaba Group. This website is a global wholesale market place.Alibaba.com is the 

world’s largest online business-to-business trading platform for small businesses. 

Through this website, small business can sell the product to companies in other 

countries. Actually the sellers on Alibaba.com are most the manufacturers and 

distributors in China, India, the United Stated and Thailand. Alibaba.com completes 

its initial public offering on the Main Board of the Hong Kong Stock Exchange in 

2007. In June 2012, Alibaba.com officially delisted from the Hong Kong Stock 
                                                        
12 Source: http://www.alibabagroup.com/ 
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Exchange. 

Taobao-the most popular shopping website in China 

In May 2003, online shopping website Taobao Marketplace is also founded in 

Jack Ma's apartment. Taobao is the most popular consumer-to-consumer shopping 

website in China. Taobao marketplace can provide destination of choice for Chinese 

consumers looking for wide selection, value and convenience. Consumers choose 

from a wide range of products and services on Taobao marketplace, which features 

hundreds of millions of product and service listings. It’s free for users, but sellers can 

pay for ads to stand out from the crowd. According to the gross merchandise volume 

in 2013, Taobao marketplace is China’s largest online shopping destination.  

T-mall.com-largest integrated shopping platform in Asia 

In April 2008, Taobao Mall, a dedicated platform for third-party brands and 

retailers, is introduced to complement Taobao Marketplace. In June 2011, Taobao 

Mall is spun off from Taobao Marketplace as an independent platform. In January 

2012, Taobao Mall renamed as T-mall. Tmall is the business-to-consumer shopping 

website. T-mall offer global brands to an increasingly affluent Chinese consumer base. 

This website requires that seller can’t sell fake goods, so they attract many consumers. 

Every year, on November 11, China celebrates the “Double 11 Day”, a day for single 

people. In 2012, Taobao and T-mall sold a massive $3.06 billion in product in a single 

24-hour period. November 11, 2014 T-mall traded $9.3 billion in product during one 

day. This is the biggest shopping day around the world.    

1688. Com-leading online wholesale marketplace in China 

In 1999, Alibaba Group also launches a China marketplace (currently known as 

1688.com) for domestic wholesale trade. Now the main operation of 1688.com is 

fulfill the demand of the seller in Taobao.  

Juhuasuan-most popular online group buying marketplace in China 

Juhuasuan was launched by Taobao in March 2010. In October 2011 this 

company became a separate business. The platform offers quality products at 

discounted prices by aggregating demand from numerous consumers. Products are 

available only for a fixed time period. Buyer can buy it at the discounted price within 
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At first, we can see the main ownership of this company is SoftBank and Yahoo 

from figure 4.5. These are not Chinese companies. In China stock market, they still 

remain limited the overseas-funded enterprise by the law. Secondly, we can see that 

Jack Ma have only 8% of shares from figure 4.5. If they go public in China stock 

market, Jack Ma will lose the control of the company due to the right of voting 

decided by the percentage of shares. But the stock market of the United States allowed 

current chairman Jack Ma and co-founder Joseph Tsai to keep control of the company despite not 

owning a significant percentage of shares. Alibaba chose to list in the U.S. because the 

China Stock Exchange refused to accept the structure. And finally, China stock 

markets are not open to others countries in generally However, Alibaba Group can 

attract many investors all over the world if they decided went public in the United 

States. Alibaba will use that trust to position itself even more clearly as the main rival 

to Amazon. These are the main reasons why Alibaba Group decided to go public in 

the United States.13   

  When Alibaba Group wants to go public, they should prepare a lot for IPO. An 

issue manager is important for this company. The investment bank provides 

underwriting services. The banker writes the legal documents and shepherds the 

company through the IPO process. The investment bank agrees to underwrite the 

issue, meaning that the bank actually purchases the shares from the company and 

resells them to investors and companies. 

  Alibaba Group IPO was the biggest U.S IPO. For the reason of bigger IPO, this 

group select many investment banks to help them underwriting. Most companies want 

as many investors as possible to own stock in the company. So Alibaba Group 

selected many investment banks to help them. Under the terms and subject to the 

conditions contained in the underwriting agreement, each underwriter has severally 

agreed to purchase the number of shares indicated in the following table. 

 Credit Suisse Securities (USA) LLC, Deutsche Bank Securities Inc., Goldman 

Sachs (Asia) L.L.C., J.P. Morgan Securities LLC, Morgan Stanley & Co. International 

plc and Citigroup Global Markets Inc. are acting as joint bookrunners of this offering 
                                                        
13 Source: http://www.investopedia.com/ 
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and as the representatives of the underwriters. We will list the all underwriters in 

Annex 1. 
Table 4.4 The list of main underwriters  

Underwriters Number of ADSs 
Credit Suisse Securities (USA) LLC 50,291,578 

Deutsche Bank Securities Inc. 50,291,578 
Goldman Sachs (Asia) L.L.C. 50,291,578 
J.P. Morgan Securities LLC 50,291,578 

Morgan Stanley & Co. International plc 50,291,578 
Citigroup Global Markets Inc. 25,145,798 

Total 320,106,100 

Source:http://www.nasdaq.com/markets/ipos/company/alibaba-group-holding-ltd-934

140-75355; Author 

From table4.4, these six companies are the lead underwriters. Alibaba Group also 

has selected some other investment banks, such as China International Capital 

Corporation, BOCI Asia Limited, and so on. The IPO of Alibaba Group has raised 

more than $20 billion in total. We can compare the shares offered with other data.  
Table 4.5 Comparison of Alibaba Group IPO with other IPOs (2014) 

Data of share offered Number 
Alibaba Group Holding (BABA) 320,106,100 
Average share offered of all priced IPOs 
registered with NYSE 

10,977,285 

Average shares offered of all IPOs in 
2014 

7,142,858 

Source：http://ipo.findthecompany.com/; Author 

From table 4.5, we can see that the share offered of Alibaba Group is 45 times 

larger than the average shares offered of all IPOs in 2014. It is also 29 times larger 

than the average share offered of all priced IPOs registered with NYSE. Comparing 

Alibaba Group’s share offered with others data and we can know that the share 

offered of Alibaba Group is very big.   

Underwriters have got a substantial discount according to the biggest IPO. Total 

underwriting discounts and commissions to be paid to the underwriters represent 1.2% 

of the total amount of the offering. The following table shows per share and total 

underwriting discounts and commissions to be paid to the underwriters by Alibaba 

Group and the selling shareholders.  

http://ipo.findthecompany.com/
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Table 4.6 Underwriters’ discounts  
 Per share Total 

No exercise Exercise 
Discounts and commissions paid 
by Alibaba 

US$0.816 US$100,430,776 US$121,764,201 

Discounts and commissions paid 
by the selling shareholders 

US$0.816 US$160,775,802 US$178,623,351 

Source:http://www.nasdaq.com/markets/ipos/filing.ashx?filingid=9762912#D709111

D424B4_HTM_TOC709111_25; Author 

Companies want to keep the price of stock stable, and they will supply a kind of 

option which is underwriters buy up to an additional 15% of company shares at the 

offering price. Underwriters can have the ability to exercise this option if public 

demand for the shares exceeds expectations and the stock trades above the offering 

price. So underwriters can get more profit when exercising this option. From table 4.6, 

we have described the different conditions.14 From table 4.2.4, we can calculate that 

Alibaba Group has sent $300.4 million to the investment banks handling the initial 

public offering. This is the big number, so the investment banks get high profit from 

this IPO. Morgan Stanley and Credit Suisse gained the most with revenues of $50.5 

million each. Compare with other banks, Citigroup had lower fee revenue of $24.3 

million.  

Registration process of Alibaba group   

When the team of bankers, lawyers, and accountants are decided upon, the 

banker will begin drafting an S-1 document. This is the registration form required by 

the Securities and Exchange Commission in U.S. This document includes the company's 

plans for its proceeds, its business model, the competition, and its corporate 

governance, risks, and executive compensation. But this document doesn’t include the 

price of shares and the size of offered.  

On May 06, 2014 Alibaba Group filed its IPO at first time in U.S. Alibaba Group 

also had several "amendments" to the filing as the company updates financial 

information and adds additional details, such as what stock exchange they plan to list 

                                                        
14 Source：http://www.investopedia.com/ 
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on. Alibaba Group had filed registration statement many times before19.9.2014. IF 

the SEC approves the document, and they are satisfied there have been sufficient 

information and disclosures, this company can file a "public" S-1. Alibaba Group also 

should pay the fee for SEC registration, and the following table is an itemization of 

the total expenses, except for underwriting discounts and commissions. The source of 

this table is according to the document which Alibaba Group filed with SEC. 
Table 4.7 Total expenses (except for underwriting discounts and commissions) 

Name Number($) 
SEC registration fee 3,224,160 

New York Stock Exchange listing fee 250,000 
Financial Industry Regulatory Authority filing fee 225,500 

Printing and engraving expenses 1,000,000 
Independent financial advisory fees and expenses 9,000,000 

Legal fees and expenses 15,775,000 
Accounting fees and expenses 5,000,000 

Miscellaneous 15,192,168 
Total 49,666,828 

Source: http://www.nasdaq.com/; Author 

From table 4.7, we can see that total expense is large number for this company. 

But the underwriting discounts and commission is six times larger than these fees. 

From table 4.7, we can see that companies should pay many different fees if they 

want to go public. So companies should consider both, the benefits and costs of IPO. 

Road-Show15  

 The road show is a critical step in the IPO procedure. Hedge funds, mutual 

funds, banks, pension funds, endowment, and individuals will attend this road-show. 

And the manager and major banker tour major cities to give presentation to some 

people. Depending on the size of the company, they may be have dozens of meetings 

in a few weeks.  

On September 8, 2014, the first road-show of Alibaba Group toured at New York 

City's Waldorf-Astoria Hotel. This road-show attracted many investors in 10 cities 

around the world from Boston to Hong Kong. Alibaba set its initial offering price at 

between $60 and $66, and will begin trading later in September on the New York 

                                                        
15 Source: http://www.cnbc.com/ 

http://www.nasdaq.com/
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Stock Exchange under the ticker “BABA.” The road-show, which will end on Sept. 18, 

travels to Boston, Baltimore, Denver, San Francisco and Los Angeles, and then tour to 

Hong Kong, Singapore, London and possibly the Middle East.   

The pricing of IPO –Alibaba Group 

IPO price level determines the success of the IPO, and it also related to the 

impact of the stock market after specific performance. If the price is too high, it can’t 

attract investors. If the price is too low, the company can’t get enough money. 

We have talked three ways of IPO pricing. Alibaba chose book building. The 

company is getting feedback from investors on demand for the stock during the 

road-show. The bankers will be "building a book" of offers to buy the stock at various 

prices, and depending on the demand they will adjust the price and the number of 

shares they are going to offer.  

At the beginning of road-show, Alibaba Group decides the offering range set at 

$60 to $66. But Alibaba Group attracts many investors, so the demand of the stock is 

very high. Then the banker and the manager decide the price of share is $68 at the end 

of road-show. With the offered 320,106,100 shares, so total offer amount of 

$21,767,215,616. The IPO of Alibaba Group is the biggest IPO in the United States.  

In this part, we have focused on the IPO of Alibaba Group. First we have 

introduced the history and development of Alibaba Group. And then we paid attention 

to the procedure of Alibaba Group IPO. In the next parts, we will compare the IPO of 

Amazon and Alibaba Group. 

4. 3 Comparison of the IPO between Alibaba Group and 

Amazon 

The previous parts paid attention to the IPO of Amazon and Alibaba Group.. In 

this part, we will compare the IPO between Alibaba Group and Amazon. We will 

compare the basic information, the procedure of IPO and the results of IPOs. This part 

is mainly based on the official website of NASDAQ and website of Sina finance. 

Amazon and Alibaba Group are important internetwork companies. From table 
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4.8, we can compare IPO price and offered shares of Alibaba Group and Amazon with 

other internetwork companies. 

Table 4.8 Comparison IPO of Alibaba Group with other internetwork companies 
Company Year of IPO Price Shares offered 
Alibaba Group 2014 $68 320,106,100 
Facebook 2012 $38 421,233,615 
Twitter 2013 $26 70,000000 
Ebay 1998 $18 35,000,000 
Amazon 1997 $18 3,000,000 

Source: http://ipo.findthecompany.com; Author 

From table 4.8, we can see that the share offered of Alibaba Group is just smaller 

than the Facebook, but the price is higher than these companies. Facebook is the third 

biggest IPO in U.S before Alibaba Group goes public. Now, the IPO of Alibaba Group 

is the biggest IPO in U.S. Amazon was the most valuable e-commerce company 

before Alibaba Group goes public. The following part will focus on the comparison of 

IPO between these two companies.  

4. 3. 1 Basic Characteristics of Amazon and Alibaba companies 

  Before we compare the IPO of these selected companies, we should analyze the 

basic corporations’ information.  
Table 4.9 Basic information about Amazon and Alibaba Company 
 Amazon Alibaba Group 
Company name AMAZON COM INC ALIBABA GROUP 

HOLDING LTD 
Company website www.amazon.com www.alibabagroup.com 
State of company U.S China 
Date of founded 1994 1999 
Founder Jeff Bezos Jack Ma 
CEO Jeff Bezos Jonathan Zhaoxi Lu 
Main Products and 
Services 

E-commerce; Online auction; 
online money transfer; mobile 
commerce 

Online shopping; Retail 
goods; instant video 
consumer electronics; the 
book depository; 

Source；Official website of Amazon and Alibaba Group; Author  

When comparing these two companies, they are E-commerce companies. But 

http://ipo.findthecompany.com/
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they have many different other products and services. The development of network in 

U.S is fast in the China. So the Alibaba Group is younger Amazon. Because China is a 

big market of network, so Alibaba Group can get profit very fast. Alibaba Group is the 

biggest E-commerce company in China, and Amazon also is the popular E-commerce 

company all over the world. In the next part we will compare the procedure of IPO 

between Alibaba Group and Amazon.  

4. 3. 2 Comparison of the Procedure of IPO between Alibaba Group 

and Amazon 

From Chapter 3, we have introduced the procedure of IPO in theory. And in parts 

4.1.2 and 4.2.2, we have described the procedure of Alibaba Group and Amazon IPOs 

in more detail. Now we will compare these two companies. Both two companies went 

public in the U.S, but they have many differences. Alibaba Group is the Chinese 

company, but they chose to go public in the U.S. And these two companies went 

public in different stock exchanges. The following table presents the comparison of 

IPO procedure of these two companies. 

Table 4.10 Comparison of IPO procedure between Amazon and Alibaba Company 

 Amazon Alibaba Group 

Listing date 15.5.1997 19.9.2014 

Exchange NASDAQ NYSE 

Proposed symbol AMZN BABA 

Share price (USD) $18 $68 

Share offered 3,000,000 320,106,100 

Total amount（USD） $48,000,000 $21,767,214,800 

Total expense (USD) $850,000 $45,666,828 

Underwriter discount (per share) $1.26 $0.816 

The proportion of underwriters discount 

in stock price 

7% 1.2% 
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Total underwriters discount payment  $3,780,000 $300,400,000 

Number of underwriters 10 34 

Quiet period expiration 9. 6. 1997 29. 10. 2014 

Lockup period（days） 180 180 

The open price on first day（USD） $23.62 $92.70 

The highest price on first day (USD) $23.75 $99.70 

The lowest price on first day(USD) $20.50 $89.95 

The close price on first day (USD) $20.75 $93.89 

Volume on first day 14,700,000 271,879,400 

Source: http://www.nasdaq.com; Author 

The Comparison of IPO Preparation  

  First we compare the preparation of IPO. Amazon was founded in 1995, but they 

went public in 1997. Alibaba Group was founded in 1999, but they went public in 

2014. Amazon went to public earlier than Alibaba Group. We can introduce the two 

main reasons. First reason is stock market. In 1997, we have just 745 listed companies 

in China, however 8823 listed companies in the United States. And the stock market 

isn’t mature in China. In 1997, this is the peak time of stock market in the United 

States. Second reason is the condition of company. Alibaba Group is the one of oldest 

E-commerce companies. And the e-commerce market isn’t mature in China. Alibaba 

Group should open the market and attract customers at first. Alibaba Group was not 

stable at the beginning. Amazon has a good market environment in the United States. 

Going public is a good way to raise money for Amazon. This is two reasons of the 

time when these two companies decide to go public. 

   The important part of IPO preparation is investment. When we compare these two 

companies and the number of underwriters in Amazon is smaller than Alibaba Group. 

Alibaba Group has 34 underwriters, but they have only 6 main underwriters. However 

Amazon has 7 main underwriters. Because Alibaba Group’s share offered is much 

http://www.nasdaq.com/
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bigger than Amazon, so Alibaba have many underwriters to help them sell stock. The 

main two underwriters of Amazon were merged by Deutsche Bank, and Deutsche 

Bank is also the main underwriter of Alibaba Group.  

Based on the information in Table 4.10, Amazon had to pay a high discount to 

underwriters when compared to Alibaba Group. Amazon gives $1.26 per share 

discount to underwriters and Alibaba Group gives $0.816 per share discount to 

underwriters. Underwriters can get high profit from the IPO of Alibaba Group 

because of the large share offered, although Alibaba Group has lower discount.  

Alibaba Group paid $300 million to underwriters in total, while Amazon had to pay 

$3.78 million to underwriters in total. 

Registration process and road-show  

  As Alibaba Group and Amazon were go public in the U.S, they had to prepare the 

documents, which are required by the Securities and Exchange Commission in U.S. 

This document should prepare all material information about this company. These two 

companies also should pay money. The total expense of Amazon is $850,000. The 

total expense of Alibaba Group is $45,666,828. Because Alibaba Group offers huge 

shares, so they should pay much money.  

  Road-show gives the managers and bankers the opportunity to pitch their business 

plan to prospective investors. Road-show always can provide the greater shares than 

the amount of shares the firm intends to sell. Amazon has increased the IPO price 

twice on the road-show. And Alibaba Group also increased the IPO price on the 

road-show. Road-show helps these two companies attract more investors. 

Comparison of IPO Pricing 

From table 4.10, we can see the IPO price of these two companies. The IPO price 

of Amazon is $18 per share, and the IPO price of Alibaba Group is $68 per share. But 

they went public in different years, so we can’t directly compare these two issues 

from this point of view. However we can compare IPO price with other companies 

which went public in same year. The following table is about the comparison of IPO 

price between selected companies with other IPOs. 
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Table 4.11 Comparison of IPO price  
Data of issue price Number(per share) 
Amazon.com Inc $18 
Average IPO price in 1997 $11 
Average IPO price of all priced IPOs 
registered with NASDAQ in 1997 

$12 

Alibaba Group Holding (BABA) $68 
Average IPO price in 2014 $14 
Average IPO price of all priced IPOs 
registered with NYSE in 2014 

$17 

Source: http://ipo.findthecompany.com/; Author  
  From table 4.11, we can see that Amazon went public at $18 per share in 1997. The 

Average IPO price of all IPOs in 1997 is $11 per share. Comparing these two issue 

prices, and we can see that Amazon’s IPO price is higher than the average IPO price 

in 1997. Amazon went public in NASDAQ stock exchange. The average IPO price of 

all priced IPOs registered with NASDAQ is $12 per share. The IPO price of Amazon 

is also higher than this number. So the IPO price of Amazon is higher price than other 

data. 

  From table 4.11, we can see that Alibaba Group went public at $68 per share in 

2014. The average IPO price of all IPOs in 2014 is $14 per share. And the average 

IPO price of all priced IPOs registered with NYSE is $17 per share. When compared 

these two numbers, we can get that Alibaba Group IPO price is very high.  

  From comparing these numbers, both Amazon and Alibaba Group have higher IPO 

price than the average. Table 4.10 shows the price of first trading day. Amazon offer 

price is $18 per share, and close price is $20.75 per share, so they get 15.3% return. In 

1997, they were 432 companies going public, and the average first-day return was 

13.8%. Amazon first return is higher than average number. On the first trading day, 

the range of price is $20.50 to $23.75, both of these two numbers are higher than offer 

price, and the change is small. The trading on first day is 14,700,000, and this is very 

greater number for this company. It means that Amazon attracts many investors, and 

the price on first day also increased. So Amazon gets a good return on first day.  

Alibaba Group offer price is $68 per share, and close price is $93.89 per share, 

so they get 38.1% return. The average first-day return is 13% in the U.S. On the first 

http://ipo.findthecompany.com/
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trading day, the opening price is$92.70, and close price is $93.89, so the price 

increased by 1.28%. And the volume on first day is 271,879,400. We can calculate 

that Amazon and Alibaba Group were get greater return relatively to the average 

return on the first day.16  

In this part, we have compared IPO procedure of these two selected companies. 

These two companies have similar procedure of IPO, because they went public in the 

U.S. Both these two companies are following the required of SEC in U.S. However 

they are went public in different years, and Alibaba Group is Chinese company, so 

they have some different condition on the procedure of IPO. These two companies are 

E-commerce companies, and going public attract more people and raised more money 

for them. The result of both IPOs is discussed in the next chapter. 

4. 3. 3 Comparison of the Results after IPOs  

The previous text paid attention to the information about these two companies, 

and compared the procedures of IPOs. Now we will concentrate on the results after 

IPO. Because Alibaba Group and Amazon went public in different years, so we 

mainly focus on the data after IPO.  

These two companies currently intend to retain any future earnings of its 

business, and therefore do not anticipate paying any cash dividends in the foreseeable 

future.17 So we don’t compare the dividend of these selected companies. 

We will use some financial indicators such as earnings per share, P/E ratio, and 

market capitalization to compare these two companies.  

Comparison the Stock Price  

  In this part, we mainly pay attention to the stock price of these selected companies 

after IPO. The following figures show the stock price six months after IPO for these 

two selected companies. we will show the weekly stock price during six months after 

IPO in Annex 2.  

 

                                                        
16 Source: http://stock.finance.sina.com.cn/ 
17 Source: http://www.nasdaq.com/ 

http://www.nasdaq.com/
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4. 4 Summary 

  In this chapter, we focused on comparison of IPO between these two selected 

companies. First of all, we have analyzed the history and development of these 

companies and the procedure of IPO in separate. Both Alibaba Group and Amazon are 

E-commerce companies and founded in ninety’s years. But they went public in 

different time. So they have many different conditions. So we have compared these 

companies. We compared the information of these companies at first. Next we also 

compared the procedure of IPO. Both these two companies are go public in U.S. But 

they selected different stock exchanges. We compared the preparation of IPO, 

registration and road-show, and the pricing of IPO. Finally we compared the result of 

IPO. We have used the information of stock price, EPS (earning per share), P/E ratio 

and market capitalization to analysis the result of IPO. 
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5 Conclusion 

Initial public offering (IPO) is a good way for financing. Nowadays, many 

companies want to go public. Before these companies go public, they should think 

many factors, such as the competitive power of enterprises continuously, the business 

plans in the future, the ability of get good profit, and the changeable comply with the 

development of society. But they also should know the information of IPO. In this 

thesis, we mainly focus on the IPO and the comparison of the two selected companies, 

Amazon and Alibaba. 

In this thesis, we have described the information of IPO in detail in the third part. 

We have described the history, role, procedure about IPO in detail. We have also 

compared the IPO of Amazon and Alibaba Group in the fourth part. We mainly 

focused on the procedure of IPO and the results of IPOs. Both these two companies 

went public in the U.S, and for this reason, they have the similar procedure of IPO. 

 Alibaba Group offered 320,106,100 shares at $68 per share for some companies 

and investors on Sep 19, 2014. Although Alibaba Group has a good result of IPO, this 

group still has some problems. When we compare the result after IPO, the stock price 

of Alibaba Group was growing at a lower growth rate than Amazon. The market 

capitalization of Alibaba Group was decreased for six months after IPO. Amazon 

offered 3,000,000 shares at $18 per share on May 15, 1997. The stock price and 

market capitalization were increased after IPO. But Amazon also faces some 

challenges after IPO. The number of EPS of Amazon was always negative after IPO. 

According to the analysis of results after IPO, so we can know that the Amazon had a 

development after IPO when they compared with Alibaba Group. 

To summarize, IPO is one of possible ways how companies can raise capital. 

There are both advantages and disadvantages of going public and the company should 

carefully analyze potential costs and benefits associated with issuing the stocks and 

going public. The each step of procedure of IPO is very important for the result of 

IPO. The company should prepare many things for going public. 
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Annex 1: List of underwriters of Alibaba Group 

Underwriters Number 
Credit Suisse Securities (USA) LLC 50,291,578 
Deutsche Bank Securities Inc. 50,291,578 
Goldman Sachs (Asia) L.L.C 50,291,578 
J.P. Morgan Securities LLC 50,291,578 
Morgan Stanley & Co. International plc 50,291,578 
Citigroup Global Markets Inc. 25,145,798 
BOCI Asia Limited 3,201,061 
China International Capital Corporation Hong 
Kong Securities Limited 

3,201,061 

CLSA Limited 3,201,061 
DBS Bank Ltd. 3,201,061 
HSBC Securities (USA) Inc. 3,201,061 
Mizuho Securities USA Inc. 3,201,061 
Pacific Crest Securities LLC 3,201,061 
Stifel, Nicolaus & Company, Incorporated 3,201,061 
Wells Fargo Securities, LLC 3,201,061 
BNP Paribas Securities Corp. 1,440,477 
Evercore Group L.L.C. 1,440,477 
Raymond James & Associates, Inc. 1,440,477 
SunTrust Robinson Humphrey, Inc. 1,440,477 
BHF-BANK Aktiengesellschaft 800,265 
CIMB Securities Limited 800,265 
China Merchants Securities (HK) Co., Limited 800,265 
ING Financial Markets LLC 800,265 
Needham & Company, LLC 800,265 
Nomura Securities International, Inc. 800,265 
Raine Securities LLC 800,265 
RBS Securities Inc. 800,265 
SG Americas Securities, LLC 800,265 
C.L. King & Associates, Inc. 288,095 
Lebenthal & Co., LLC 288,095 
Mischler Financial Group, Inc. 288,095 
Samuel A. Ramirez & Company, Inc. 288,095 
Topeka Capital Markets Inc. 288,095 
The Williams Capital Group, L.P. 288,095 
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Annex 2: The weekly stock price during six months after IPO for selected companies 
Amazon Alibaba Group 

Date Price Date Price 
16-May-97 20.75 19-Sep-14 93.89 
19-May-97 18 22-Sep-14 90.46 
27-May-97 18 29-Sep-14 88.1 
2-Jun-97 19.88 6-Oct-14 85.88 
9-Jun-97 19 13-Oct-14 87.91 
16-Jun-97 18.31 20-Oct-14 95.76 
23-Jun-97 17.87 27-Oct-14 98.6 
30-Jun-97 22.94 3-Nov-14 114.56 
7-Jul-97 27.5 10-Nov-14 119.15 
14-Jul-97 25.88 17-Nov-14 110.73 
21-Jul-97 26.75 24-Nov-14 111.64 
28-Jul-97 29 1-Dec-14 107.9 
4-Aug-97 27.5 8-Dec-14 105.11 
11-Aug-97 25.37 15-Dec-14 110.65 
18-Aug-97 25.5 22-Dec-14 105.95 
25-Aug-97 28.06 29-Dec-14 103.6 
2-Sep-97 30 5-Jan-15 103.02 
8-Sep-97 44.25 12-Jan-15 96.89 
15-Sep-97 47.38 20-Jan-15 103.11 
22-Sep-97 50 26-Jan-15 89.08 
29-Sep-97 48.19 2-Feb-15 85.68 
6-Oct-97 46.81 9-Feb-15 89.05 
13-Oct-97 43.5 17-Feb-15 86.64 
20-Oct-97 60.31 23-Feb-15 85.12 
27-Oct-97 61 3-Mar-15 81.58 
3-Nov-97 53.75 9-Mar-15 81.86 
10-Nov-97 50 16-Mar-15 85.74 

 


