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What is IPO? Explain the inner works of IPO? How the company comes up with the
price per share? Where my money goes when buying the stock? Who is
controlling or managing IPO as guardian for hype pricing? How the money spent?
In ETF, where is the investor's money going? Similar to individual stocks? Is the
stock market or etf are similar to a casino ?

List 22 successful and 22 failed IPO . List 22 investors guidelines to look for an
IPO.

Is it safe to say “stay with Trillion Dollar companies with at least 5-10 years of age”
because the company is established and had been vouched by institutionalized
investors

An IPO (Initial Public Offering) is the process where a private company sells
shares to the public for the first time and becomes publicly traded on a stock
exchange.

Think of it as a company moving from a small private club of owners to a public
marketplace of owners.

Example: when Facebook (now Meta) went public in 2012, ordinary people could
start buying ownership shares instead of only founders, employees, and private
investors.

1. What is an IPO in simple terms?

Imagine a pizza shop owner wants to expand nationwide.
They need billions of dollars.

Instead of borrowing only from banks, they decide:
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“Let's sell pieces of ownership to the public.”
They split ownership into shares.
Example:
e Company value estimated = $10 billion
o Total shares created = 1 billion
Estimated value per share:
$10 billion + 1 billion shares = $10/share
Investors buy shares.
The company receives cash.

In return, investors own a slice of the business.

2. The inner workings of an IPO (step by
step)

Here is the typical process.

Step 1: Company decides to go public
A private company usually wants to:
1. Raise money for expansion
2. Pay debt
3. Fund acquisitions
4. Give early investors an exit
5. Create liquidity for employees/founders
Example:
A tech company wants to build factories, hire talent, and expand globally.
Private investors alone are not enough.

They choose IPO.
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Step 2: Investment banks are hired

The company hires major banks called underwriters.
Examples:
e Goldman Sachs
* Morgan Stanley
o JPMorgan Chase
Their job:
1. Estimate company value
2. Market the IPO
3. Find investors
4. Help set share price
5. Reduce risk
Think of them as:
“Financial architects and salespeople.”

They get paid millions in fees.

Step 3: The company is valued

This is one of the hardest parts.
Banks estimate:

Revenue

How much money comes in?
Profitability

Does it actually make money?
Growth

How fast is it expanding?

Competitors
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What are similar companies worth?
Example:
If software companies trade at 10x annual revenue:
A company making $1 billion revenue may be valued around $10 billion.
But valuation is partly science and partly psychology.
Because markets price:

e expectations

+ hype

o future growth

o fear

e sentiment

This is why some IPOs look “too expensive.”

Step 4: SEC filing and disclosures

In the U.S., the company files an S-1registration with the U.S. Securities and
Exchange Commission.

This document reveals:
o finances
o risks
e debt
o lawsuits
o executives
* business model
The SEC checks:
“Did the company disclose risks honestly?”

The SEC does not guarantee the company is good.
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It mainly ensures:

“Investors are not being deceived.”

Step 5: Roadshow (selling the story)

Executives travel and pitch big investors.
This is called the roadshow.
They meet:
e pension funds
e hedge funds
e mutual funds
» large institutions
Investors say:
“I'd buy 5 million shares at $30."
Banks collect demand.

This process is called book building.

3. How is IPO share price determined?

This is where many people misunderstand.
The price is not random.

It comes from:

1. Company valuation

Estimated worth.

2. Shares being sold

How many pieces ownership is divided into.
3. Investor demand

Huge demand = higher price.
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Weak demand = lower price.

4. Market conditions

Bull market:

Investors willing to overpay.

Bear market:

Investors become conservative.
Example:

Company valuation: $20 billion
Shares sold publicly: 500 million
Potential IPO price:

$20B + 500M = $40/share

But demand matters.

If institutions are desperate to buy:
Price may rise to $50.

If demand is weak:

Maybe $30.

This is why IPO pricing feels partly like an auction.

4. Why do IPO prices often “pop"” on day
one?

Example:

IPO priced at $40.

Stock opens at $65.

Why?

Usually because:

Underpricing

Banks intentionally leave money on the table.
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Reason:

They want happy institutional clients.
Hype

Retail investors rush in.

Scarcity

Limited shares available.

FOMO

Fear of missing out.

Sometimes this creates bubbles.

Example: the Dot-com bubble.

5. Where does YOUR money go when
buying stock?

This depends on when you buy.

Case 1: Buying during the IPO

Your money may go directly to the company.
Example:
Company sells 100 million new shares.
You buy one.
Money helps fund:
e expansion

salaries

factories

e« R&D

debt repayment
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The company receives capital.

Case 2: Buying after IPO (most people)
This surprises many investors.
Usually:
Your money does NOT go to the company.
It goes to another investor selling shares.
Example:
You buy 10 shares of Apple.
Who gets your money?
Another shareholder.
Maybe:
» hedge fund
e pension fund
o retiree
e trader
The company gets zero dollars.
You're buying ownership from someone else.
Think of the stock market like:
A used car marketplace.

The manufacturer isn't paid when two people trade a used car.

6. Who guards against hype pricing?

Several groups act as “guardians,” but none are perfect.

1. SEC
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U.S. Securities and Exchange Commission
Role:

Prevent fraud.

They enforce disclosures.

But:

They do not decide price.

They do not say:

“This IPO is overpriced.”

2. Investment banks
Banks protect reputation.

If IPO fails badly:

Future clients lose trust.

But banks also profit from excitement.

So incentives are mixed.

3. Institutional investors

Big funds push back.
If price too high:
They refuse to buy.

This can force lower pricing.

4. Market itself

Eventually reality matters.
If valuation is absurd:
Stock often falls later.

Examples of overheated IPOs eventually correcting are common.
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Markets are voting machines short term, weighing machines long term.

/7. How IPO money gets spent

It depends on company goals.

A company might use IPO money for:
Growth

New offices, factories, expansion.
Hiring

Engineers, sales teams.

Debt reduction

Paying loans.

Acquisitions

Buying competitors.

Research & development

New products.

You can usually see this in the S-1filing under:

"Use of proceeds”

8. What about ETFs? Where does the
investor's money go?

Good question.

ETF money works differently.

An ETF (Exchange Traded Fund) is a basket of investments.
Example:

Vanguard ETFs or BlackRock ETFs.

When you buy an ETF, several things may happen.
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Scenario A: Normal trading (most common)

You buy ETF shares from another investor.
Like stocks.

Your money goes to:

Another seller.

Not directly to companies.

Scenario B: New ETF shares are created

Large institutions called Authorized Participants (APs) step in.
They create ETF shares.
How?
Example:
An S&P 500 ETF.
AP buys:
* Apple stock
e Microsoft stock
e Amazon stock
e hundreds more
They deliver those holdings to ETF manager.
ETF creates new shares.
This is called:
Creation/redemption mechanism
This keeps ETF price close to actual asset value.
So where does ETF money go?
Indirectly:

To the underlying securities.
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Example:

You buy $10,000 of an S&P 500 ETF.

Eventually, that demand may contribute to purchases of companies like:
e Apple
e Microsoft
e Amazon

But not always immediately.

Often you're still buying from another ETF shareholder.

9. ETF vs Individual Stock: key difference

Question Individual stock ETF

What are you buying? One company Basket of assets
Risk Higher Diversified

Money usually goes to Another investor Another ETF holder
IPO/direct issuance? Sometimes Rarely for retail

Can company receive money? Yes, during issuance Indirectly

10. The deeper economic reality

Public markets do two jobs:

1. Capital formation

Companies raise money.

(New shares issued)

2. Liquidity

People can buy/sell ownership easily.

(Secondary market)

Without liquidity, fewer people would invest in companies.

Because investors need an exit.
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That's why stock markets exist.

The company gets funding once, but investors continue trading ownership for
decades.

In many mature companies, almost all trading is:
Investor-to-investor exchanges.

Not company financing.

A useful mental model:

IPO = company raising money

Stock market afterward = ownership marketplace

ETF = packaged ownership marketplace of many assets

Casino or something else.

Yes and no. The stock market and ETFs can behave like a casino, but structurally
they are very different from a casino.

The difference comes down to one key idea:
Expected value and ownership.
In a casino, the math is designed so that the house wins over time.

In investing, historically, the system has tended to reward patient ownership of
productive businesses over long periods.

Here's the distinction.

Why people say the stock market is like a
casino

There are real similarities:
1. Prices move unpredictably
Short-term stock prices can look random.

Today:
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+8%

Tomorrow:

-12%

This feels like gambling.

2. Human psychology drives behavior

Markets involve:

greed
fear
hype
panic
FOMO

herd behavior

People sometimes buy because:

“Everyone says this stock will explode.”

That resembles casino behavior.

3. Speculation exists

Some people treat markets exactly like betting.

Examples:

day trading
meme stocks
leverage

options gambling

chasing hot tips

Buying a stock because:

“I think someone else will pay more tomorrow"

can become speculative gambling.
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Example: the hype around GameStop short squeeze resembled crowd speculation
more than traditional investing.

4. Many participants lose money

Especially short-term traders.

Research repeatedly shows many active retail traders underperform long term.
Why?

e emotions

bad timing

overconfidence

transaction costs

panic selling

Why investing is NOT fundamentally a
casino

Now the important difference.

1. You own productive assets
When you buy stock in:
Apple
You literally own a tiny piece of a real business.
That business:
¢ sells products
e earns profits
» hires employees
» builds assets

e generates cash flow
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A casino chip does none of that.

2. Companies create value over time

Good businesses expand.
Example:
A company may:
e invent products
» increase earnings
e buy back shares
e pay dividends
If profits grow over 20 years, ownership often becomes more valuable.
That is fundamentally different from roulette.

Roulette does not create value.

3. Casinos are negative-sum

Casinos are mathematically designed against you.
Example:

Roulette has a house edge.

Over enough time:

Average player loses.

The casino extracts money.

4. Markets historically are positive-sum

Broad stock ownership has historically grown because businesses create wealth.

Example:

If an economy grows:
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e productivity rises
o profits rise
e innovation rises
Owners participate.
That's why broad indexes historically trend upward over decades despite crashes.

Examples include funds tracking indexes like the S&P 500.

ETF vs Casino

An ETF is generally less casino-like than single stock speculation.
Example:
Buying one biotech startup:
Very risky.
Could go to zero.
Buying a broad-market ETF:
You own hundreds or thousands of businesses.
Examples:
e banks
e tech
e healthcare
e consumer products
e industrial firms
If one company fails:
Others survive.

This is called diversification.

The real answer: it depends on behavior
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The same market can be:
Gambling

If someone:

1. Chases hype

2. Trades emotionally
3. Uses leverage

4. Bets on rumors

5. Tries to get rich fast
This resembles a casino.
Investing

If someone:

1. Buys productive businesses
2. Thinks in decades
3. Diversifies
4. Reinvests

5. Accepts volatility
This resembles ownership.

Here's a useful comparison:

Behavior

Buying random hot stocks
Leveraged options betting

Day trading hype

Owning diversified ETFs for 20 years
Reinvesting dividends

Buying profitable companies

A useful mental model:
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The stock market is a marketplace.

You can walk into that marketplace and behave like:

a gambler

or

an owner.

The building is the same.

The behavior changes the outcome.

Someone buying lottery-like options daily is playing something closer to a casino.

Someone steadily buying a diversified ETF for retirement is closer to buying
farmland or rental property—an ownership claim on productive assets.

List 22 successful and 22 failed IPO
Here's a practical way to think about successful vs failed IPOs:

A successful IPO is not just one that “popped” on day one. A truly successful IPO
generally means:

1. Company survived and grew

2. Long-term shareholders made money

3. Business became durable and profitable
A failed IPO often means:

1. Stock collapsed badly after listing

2. Valuation was driven by hype

3. Business model failed or deteriorated

4. Company was delisted, bankrupt, or never recovered

22 Successful IPOs

These generally created substantial long-term shareholder value. (Not investment
advice.)

Company IPO Year Why considered successful

Al-03880 IPO Stocks and ETF

19



Apple 1980 Massive long-term wealth creation

Microsoft 1986 Dominant software ecosystem
Amazon 1997 Huge compounding growth
NVIDIA 1999 Al and GPU dominance

Google 2004 Exceptional long-term returns
Meta Platforms 2012 Rough start, major long-term success
Netflix 2002 Reinvented entertainment

Visa 2008 One of the best IPOs post-2008
Mastercard 2006 Extraordinary compounder
Salesforce 2004 Enterprise software leader
Costco Wholesale 1985 Durable retail giant

Home Depot 1981 Huge multi-decade winner
Starbucks 1992 Strong global expansion

Nike 1980 Global brand powerhouse
Adobe 1986 Strong recurring revenue
Intuitive Surgical 2000 Dominant robotic surgery player
Alibaba Group 2014 Huge IPO and major scale
Shopify 2015 Major e-commerce platform
Texas Instruments 1953 Long-term durability

Booking Holdings 1999 Exceptional travel platform
BlackRock 1999 ETF powerhouse

Qualcomm 1991 Telecom/IP strength

22 Failed or disappointing IPOs

These are examples where IPO expectations and reality diverged significantly.
Some survived, but shareholders suffered large losses.

Company IPO Year What went wrong
WeWork 2019 attempt IPO collapsed before launch
Pets.com 2000 Dot-com collapse
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Webvan

Theranos

Rivian Automotive
Robinhood Markets
Blue Apron
SmileDirectClub
GoPro

Beyond Meat
Coinbase

Peloton Interactive
Wish

BuzzFeed

Casper Sleep
Allbirds

DiDi Global
Groupon

Vonage
MoviePass
SunEdison

Funko

1999

Never IPO'd
2021

2021

2017

2019

2014

2019

2021

2019

2020

2021

2020

2021

2021

20M

2006
Public listing era
Public era

2017

Burned cash too quickly

Fraud allegations destroyed firm
Valuation collapsed after hype
Volatility and growth slowdown
Weak economics

Bankruptcy

Couldn't sustain growth

Hype faded

Extreme volatility

Pandemic demand reversal
Weak customer retention
Monetization struggles

Weak profitability

Growth disappointment
Regulatory problems

Post-IPO deterioration

Poor IPO execution
Unsustainable economics
Bankruptcy

Very poor early IPO performance

Patterns behind successful IPOs

The winners often had:

1. Real profits or strong economics

. Durable competitive advantage (“moat”)

. Products people repeatedly use

2
3
4. Ability to scale globally
5

. Strong leadership execution
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6. Reasonable valuation relative to growth
7. Patience from investors

Examples: Amazon, Microsoft, Visa.

Patterns behind failed IPOs

The losers often had:

1. Extreme hype

2. Weak profits
“Story over substance”
Unsustainable business model
Too much cash burn

Overpriced valuation

N oo o p oW

. Regulatory or governance problems

Examples: WeWork, Pets.com, SmileDirectClub.

A useful investing lesson:

An exciting IPO is not necessarily a good investment.

Many of the best investments looked boring at IPO, while many of the most hyped
IPOs disappointed later.

List 22 investors guidelines to look for an IPO

When evaluating an IPO, many investors focus too much on hype and too little on
business fundamentals. A useful framework is to think:

“Am | buying a business, or am | buying excitement?”

Here are 22 investor guidelines to look for in an IPO.

22 Investor Guidelines for Evaluating an IPO

1. Understand the business model

Ask:

Al-03880 IPO Stocks and ETF

22



“How exactly does this company make money?”
If you cannot explain the business in plain language, be cautious.
Example:

Subscription software = easier to understand than vague "Al ecosystem
disruption.”

2. Read the IPO filing (S-1)
The company'’s filing often reveals what marketing hides.
Look for:

e revenue

e losses

e debt

e lawsuits

e risks

e insider ownership

In the U.S., filings are available through the U.S. Securities and Exchange
Commission.

3. Revenue growth matters
Is the company growing?
Questions:
e Growing 5%7?
e Growing 50%7?
e Shrinking?
High growth alone is not enough, but stagnation at IPO can be a warning sign.
4. Profitability or path to profitability
Some IPOs lose money early.
Ask:

“Can this realistically become profitable?”
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There should be a believable economic model.
5. Watch cash burn
How fast is money being spent?
A company constantly raising cash may dilute shareholders later.
Red flag:
“We lose more money as we grow.”
6. Compare valuation to peers
Is the company absurdly overpriced?
Compare with similar public firms.
Example:
If competitors trade at 5x revenue and IPO is asking 25x, caution is warranted.
7. Beware hype-driven narratives
Be skeptical of phrases like:
o ‘“revolutionary”
o ‘“disruptive”
e “next big thing"
A strong story is not the same as strong economics.
8. Understand competitive advantage
Ask:
“Why can't competitors easily copy this?”
Possible advantages:
e Dbrand
e patents
» network effects
e scale

e switching costs
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Example: Visa has strong network effects.
9. Look at management quality
Leadership matters.
Questions:
» Have executives succeeded before?
o Do they have credibility?
o Do they communicate clearly?
Execution matters after IPO excitement fades.
10. Insider ownership is important
Do founders still own meaningful shares?
Strong insider ownership can align incentives.
If insiders barely own stock:
Ask why.
11. Insider selling is a signal
Who is cashing out?
If executives sell huge stakes immediately:
That deserves scrutiny.
Ask:
“Why are insiders rushing to exit?"
12. Understand lockup expiration
Many insiders cannot sell immediately after IPO.
After lockup periods end:
More shares may flood the market.
This can pressure prices.
13. Gross margins matter
How profitable is the core business?

Higher margins can signal pricing power.
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Example:
Software businesses often have higher margins than commodity businesses.
14. Customer concentration risk
Does one customer drive most revenue?
Risky if:
Losing one customer could cripple the business.
Diversified customers are safer.
15. Industry tailwinds help
Is the company riding a durable trend?
Examples:

e cloud computing

e aging populations

e semiconductors

» digital payments
Good business + growing industry can compound.
16. Avoid buying solely for first-day “pop”
Many IPOs surge initially.
That does not mean long-term success.
Sometimes excitement fades quickly.
17. Check debt levels
Heavy debt creates risk.
Especially if:

e interest rates rise

o profits are weak
Healthy balance sheets matter.

18. Understand dilution risk
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Will the company issue more shares later?
More shares can reduce existing ownership percentage.
Think:
“Will my slice of the pie shrink?”
19. Read the risk section carefully
Many investors skip this.
Often, the biggest warnings are literally written in the filing.
Examples:
e legal risk
e regulation
o dependence on suppliers
e unproven economics
20. Ask whether you would hold for 10 years
Imagine:
The market closes for 10 years.
Would you still want ownership?
This mindset filters out speculation.
21. Patience can outperform FOMO
Many IPOs become cheaper later.
Instead of rushing:
Watch:
e earnings reports
e execution
o profitability
» market reaction

Sometimes waiting reduces risk.
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22. Separate company quality from stock price

A great company can still be a bad investment if overpriced.
Likewise:

A decent company bought cheaply may outperform.

Always ask:

“Is this a great business at a terrible price?”

or

“A good business at a reasonable price?”

A practical IPO checklist
Before buying, ask yourself:
1. Do | understand the business?
2. Does it make money or have a realistic path?
3. Is valuation reasonable?
4. Is management trustworthy?
5. Am | buying ownership—or chasing hype?
6. Would | hold this for 10 years?

A useful mental model:

IPO investing is often less about finding the next big winner and more about
avoiding expensive mistakes.

Many failed IPOs looked exciting.

Many successful IPOs looked merely solid, understandable, and durable at the
beginning.

Is it safe to say “stay with Trillion Dollar companies with at least 5-10 years of
age" because the company is established and had been vouched by
institutionalized investors "

Partly yes — but it is an oversimplification.
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Your idea has a strong logic:
"Buy companies that are already proven, large, and institutionally vetted."”

That approach generally reduces risk, but it does not eliminate risk and can
create blind spots.

Here's the deeper picture.

Why trillion-dollar, mature companies are
often safer

Companies worth $1+ trillion and publicly traded for 5-10+ years tend to have
several advantages.

Examples include:
e Apple

Microsoft

Amazon

Alphabet
NVIDIA

1. Survival filter already happened

Many weak companies fail early.
A trillion-dollar company has usually survived:
e recessions
e competition
o lawsuits
e market cycles
» leadership transitions

They've already passed many “stress tests.”
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2. Institutional investors already scrutinized
them

Large investors spend enormous resources analyzing businesses.
Examples:

e pension funds

o mutual funds

e insurance companies

e sovereign wealth funds

Firms like BlackRock or Vanguard hold positions because these firms meet certain
standards of liquidity, governance, and scale.

That said:
Institutional ownership is not a guarantee.

Institutions also make mistakes.

3. Real profits and cash flow

Most trillion-dollar firms generate enormous earnings.
They often have:

» strong balance sheets

e recurring revenue

» global diversification

o durable products

This reduces existential risk.

4. Lower probability of total collapse

Could a trillion-dollar company decline?

Yes.
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Could it go to zero suddenly?
Usually much less likely than speculative startups.

That matters psychologically for long-term investors.

But here’'s the limitation of the rule

Big companies can still become bad
investments

A great company can be:
a terrible stock at the wrong price.
Example:

If investors overpay massively, future returns can disappoint even if the company
stays excellent.

Price matters.

Trillion-dollar companies can stagnate

Being huge can slow growth.

Law of large numbers:

Growing from $50B - $100B is easier than:
$3T - $6T.

Large firms often become steadier but slower.

Institutional investors are not “vouching”

This is an important nuance.
Institutions owning a stock does not mean:
“We guarantee this is safe.”

It means:
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“Based on our models, risk/reward currently looks acceptable.”

And institutions can reverse course quickly.

Examples of formerly beloved institutional holdings that later struggled include:
» Cisco after the dot-com era
e Intel during competitive decline
e IBM during slower-growth periods

Great companies can underperform for long stretches.

Concentration risk

If you only buy a few mega-cap companies:
You're making a bet that:
Today's winners remain tomorrow's winners.
Sometimes true.
Sometimes not.
History rotates.
Past dominant firms include:
» General Electric
» Nokia
o Kodak

Dominance is not permanent.

A stronger version of your rule

Instead of:
“Only trillion-dollar companies over 5-10 years old."
A more robust framework might be:

1. Established business
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Public for at least 5-10 years.

2. Consistent profitability

Real earnings or strong cash flow.
3. Durable competitive advantage
Brand, scale, ecosystem, switching costs.
4. Reasonable valuation

Avoid paying extreme hype prices.
5. Diversification

Don't rely on one superstar.

6. Long-term holding mindset
Think in decades.

This is why many investors choose broad ETFs tracking indexes like the S&P 500
rather than betting only on a handful of giants.

You indirectly own many established firms, while reducing the risk of any one
company declining.

A useful mental model:

Trillion-dollar companies reduce "blow-up risk."”
But:

Diversification reduces “being wrong" risk.

Those are different kinds of protection.

Gemini

Understanding the IPO

An IPO (Initial Public Offering) is the process where a private company sells its
shares to the general public for the very first time. It is the transition point where a
company moves from being owned by private founders and venture capitalists to
being listed on a public stock exchange (like the NYSE or NASDAQ).
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The Inner Workings of an IPO

The mechanics of an IPO hinge on a crucial distinction in the financial world: the
Primary Market versus the Secondary Market.

1. How a Company Sets the Price Per Share

A company does not simply guess its stock price. The pricing is a highly
calculated balancing act managed by Investment Banks (called underwriters,
such as Goldman Sachs or Morgan Stanley).

e Valuation: The underwriters look at the company's financial statements,
growth trajectory, debt, and the financial performance of similar public
competitors. They calculate an overall valuation (e.g., "This company is worth
$10 billion").

 The Roadshow: Executives go on a promotional tour to pitch the company to
massive institutional investors (mutual funds, hedge funds, pension funds).

» Book Building: The underwriters collect confidential bids from these big
players (e.g., "We will buy 1 million shares if the price is between $20 and
$24"). Based on this demand curve, the final IPO price is locked in the night
before the stock begins trading publicly.

2. Where Does Your Money Go?

Where your cash flows depends entirely on when and from whom you buy the
stock.

o During the IPO (The Primary Market): If you are an institutional investor or a
retail investor who allocated shares at the fixed IPO price before it hits the
exchange, your money goes directly to the company's bank account (minus
a hefty 3% to 7% fee kept by the investment banks).

o After the IPO (The Secondary Market): Once the opening bell rings and the
stock begins ticking on your brokerage app, none of your money goes to the
company. You are buying shares from another investor who wants to sell.
Your money goes to that seller.

3. Who Controls the "Hype Pricing" Guardrails?
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There is no government agency that caps or regulates stock prices for being "too
hyped." The market relies on structural forces:

e The Underwriter's Reputation: If an investment bank prices an IPO too high
and the stock crashes 40% on day one, institutional clients lose millions and
will refuse to buy the bank's future IPOs.

e The SEC (Securities and Exchange Commission): The SEC acts as a legal
guardian, not a pricing guardian. They enforce strict disclosure laws. They
require a Prospectus (Form S-1), which forces the company to layout every
single financial detail and risk factor under penalty of perjury. They ensure
transparency so investors can spot the hype themselves.

4. How the Money is Spent

When a company receives primary capital from an IPO, the usage must be
explicitly detailed in their SEC filings. It typically goes to:

« CapEx (Capital Expenditure): Building factories, buying servers, or expanding
infrastructure.

« R&D (Research & Development): Engineering new products or hiring software
talent.

» Debt Paydown: Clearing high-interest private debt to clean up the balance
sheet.

o Liquidity: Providing an exit for early employees and founders to sell their
private shares.

Exchange-Traded Funds (ETFs) vs. Individual Stocks

An ETF is a basket of securities traded on an exchange. When you invest money
into an ETF (like a tech-sector index fund), the flow of capital is slightly different
from buying an individual stock.

e The Mechanism: Your money goes to an Authorized Participant (AP)—
usually a massive market-making financial institution. The AP takes cash from
retail investors, goes out into the secondary market, purchases the underlying
individual stocks in the exact proportions of the fund, wraps them together,
and hands you an ETF share.
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o Is it similar to individual stocks? Yes, because the ultimate destination of the
capital is still the secondary market (buying shares from other investors).
However, it adds a layer of structural diversification, meaning your money is
split across hundreds of balance sheets simultaneously rather than relying on
a single company's execution.

Is the Market a Casino?

The comparison to a casino depends entirely on your time horizon and strategy.

[ Short-Term Trading 1 --> High Noise, Sentiment-Driven --> "Casino Behavior"
[ Long-Term Investing] --> Driven by Earnings & GDP Growth --> "Wealth Creation"

e Why it looks like a casino (Short-Term): On a day-to-day or week-to-week
basis, stock price movements are driven by emotion, news headlines, and
speculative hype. If you are day-trading IPOs or using high leverage to bet on
short-term price swings, you are playing a zero-sum game heavily resembling
a casino.

o Why itis fundamentally different (Long-Term): A casino is a mathematically
closed system where the house always holds a negative expected return edge
for the player. The stock market, over the long term, is a reflection of
economic productivity, corporate earnings, and innovation. When you own a
diversified index over a decade, you are participating in a positive-sum game
driven by corporate compounding.

Real-World Track Records: 22 Successes vs. 22
Failures

An IPO is considered a "success" if it creates massive long-term shareholder
value relative to its initial offering price. It is considered a "failure" if it destroys
capital, suffers a structural collapse, or drops significantly below its listing price
over time.

22 Historically Successful IPOs

1. Amazon (AMZN - 1997): List price adjusted for splits was pennies; became a
global e-commerce and cloud infrastructure titan.
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10.

11.

12.

13.

14.

15.

16.

. Microsoft (MSFT - 1986): Fueled the personal computer revolution;

maintained multi-decade enterprise dominance.

. Apple (AAPL - 1980): Survived early volatility to build the world's most

lucrative hardware/software consumer ecosystem.

. Google/Alphabet (GOOGL - 2004): Used an unconventional Dutch auction

IPO; dominated global search and ad revenue.

NVIDIA (NVDA - 1999): Transformed from a niche gaming GPU manufacturer
into the foundational hardware layer for modern computing.

. Salesforce (CRM - 2004): Pioneered the multi-tenant Software-as-a-Service

(SaaS) business model enterprise-wide.

. Netflix (NFLX - 2002): Transitioned from DVD-by-mail to global streaming,

completely reshaping entertainment distribution.

. Adobe (ADBE - 1986): Successfully pivoted a legacy software desktop

licensing model into a highly recurring creative cloud suite.

. Tesla (TSLA - 2010): The first American carmaker to IPO since Ford; scaled

electric vehicle production globally against deep incumbents.

Meta / Facebook (META - 2012): Despite a rocky day-one trading glitch, it
acquired Instagram/WhatsApp to build an unmatched social graph.

Chipotle (CMG - 2006): Spun off from McDonald's to prove the immense
unit-economic power of the "fast-casual" restaurant concept.

Broadcom (AVGO - 2009): Scaled via highly aggressive, disciplined
corporate acquisitions in the semiconductor space.

Costco (COST - 1985): Perfected the high-volume, low-margin, membership-
fee-driven warehouse wholesale model.

Visa (V - 2008): One of the largest US IPOs in history, executed right amidst
the Global Financial Crisis; scaled a duopoly network.

Mastercard (MA - 2006): Similar to Visa, unlocked immense operating
margins by shifting global consumer cash to digital rails.

Intuitive Surgical (ISRG - 2000): Created a massive economic moat by
dominating robotic-assisted minimally invasive surgery.
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17.

18.

19.

20.

21.

22.

Home Depot (HD - 1981): Revolutionized the big-box home improvement
retail sector across North America.

Oracle (ORCL - 1986): Secured deep enterprise lock-in through relational
database management systems.

Accenture (ACN - 2001): Successfully transitioned out of the Arthur
Andersen partnership into a dominant global consultancy.

ServiceNow (NOW - 2012): Built an incredibly sticky enterprise IT service
management workflow engine.

Booking Holdings (BKNG - 1999): Originally Priceline.com; survived the dot-
com crash to dominate global travel agency margins.

Monster Beverage (MNST - 1990): Originally Hansen Natural; shifted to
energy drinks to become one of the highest-performing stocks of the modern
era.

22 Notable IPO Failures or Structural Devaluations

1.

Pets.com (2000): The classic dot-com casualty; liquidated a mere 268 days
after its IPO due to unviable shipping economics.

. Webvan (1999): Burned through $1 billion in venture capital building

infrastructure for online groceries before filing for bankruptcy.

. WeWork (2021): After a spectacular 2019 private attempt failed, it went public

via a SPAC at a fraction of its hype, eventually filing for Chapter 11.

. Peloton (PTON - 2019): Experienced a massive demand pull-forward during

pandemic lockdowns, followed by overproduction and a collapse in hardware
sales.

. Blue Apron (APRN - 2017): Suffered from massive customer churn and

exorbitant marketing acquisition costs that killed unit economics.

. GoPro (GPRO - 2014): Struggled to transition from a single hardware

accessory company into a media/software platform ecosystem.

. Fitbit (2015): Hardware margins eroded rapidly due to intense low-cost

competition and Apple Watch dominance; later sold to Google for cheap.
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8. Theranos (Never fully IPO'd): A notorious corporate fraud that collapsed
during its pre-IPO and private round validation stages.

9. Groupon (GRPN - 2011): Suffered from low merchant retention rates and a
business model that was easily replicated globally.

10. Snapchat (SNAP - 2017): Faced severe monetization hurdles and aggressive
feature-replication (Stories) by Instagram.

11. Lyft (LYFT - 2019): Continues to face persistent structural profitability
challenges as the permanent second-player in a ride-share duopoly.

12. Robinhood (HOOD - 2021): Public debut coincided with the peak of retail
trading mania; faced declining monthly active users as retail volumes cooled.

13. Coinbase (COIN - 2021): Listing occurred at the absolute top of the crypto
cycle, exposing its revenue directly to volatile, cyclical trading fees.

14. Casper Sleep (2020): Highlighted the structural limits of direct-to-consumer
mattress shipping margins; eventually taken private at a deep loss.

15. ContextLogic / Wish (WISH - 2020): Experienced massive revenue declines
due to poor product quality controls and reliance on expensive digital ad
loops.

16. Allbirds (BIRD - 2021): Faced widening operational losses as it over-
expanded storefronts and diluted its core sustainable footwear brand.

17. Cazoo (2021): An online car retailer that went public via SPAC; collapsed due
to intense capital requirements and inventory holding costs.

18. Lordstown Motors (2020): EV truck startup that went public via SPAC; filed
for bankruptcy following production delays and supply disputes.

19. Nikola (NKLA - 2020): Hit by short-seller reports revealing fabricated
technology demonstrations, resulting in criminal founder fraud charges.

20. Oatly (OTLY - 2021): Faced intense supply chain production bottlenecks and
rapid margin erosion from generic private-label competitors.

21. Vonage (VG - 2006): One of the worst historical opening-week crashes due
to immediate patent litigation and structural changes in VolP technology.
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22. Delorean Motor Co (1980s): Historical failure where manufacturing flaws and
structural cash shortfalls led to absolute liquidation.

The IPO Due Diligence Playbook: 22 Guidelines

Evaluating an unseasoned public company requires moving past media
excitement to focus on the cold reality of its financial mechanics.

« 1. Read the Prospectus (Form S-1): Ignore news articles. Read the primary
SEC filing where the company is legally obligated to list its vulnerabilities.

e 2. Audit the Use of Proceeds: Is the cash going toward scalable infrastructure
(R&D, CapEXx) or is it simply paying off old private debts or paying out early
founders?

e 3. Check the Lock-Up Period: Ensure you know when the 90-to-180 day
insider lock-up expires. When insiders are finally allowed to sell, it often
causes significant downward pressure.

e 4. Verify the Path to Profitability: If the company is losing money, does it
show an expanding operating margin, or does it lose more money as it scales?

« 5. Analyze Customer Acquisition Cost (CAC) vs. Lifetime Value (LTV): The
golden ratio should ideally track greater than 3:1. If it costs more to acquire a
customer than they spend over time, the model is fundamentally broken.

e 6. Inspect the Revenue Quality: Is the revenue transactional (one-off sales) or
highly recurring software/subscription-based revenue?

e 7.Look for Founder-Led Control Moats: Check the voting power structure.
Dual-class shares (Class B shares holding 10x voting weight) strip retail
investors of any real corporate governance power.

8. Evaluate Market Penetration Room (TAM): Ensure the Total Addressable
Market is based on verifiable industry data rather than inflated internal
corporate marketing assumptions.

o 9. Identify Revenue Concentration Risk: Look at the customer lists. If a single
customer or enterprise account represents more than 10% of total revenue,
the business model is fragile.

Al-03880 IPO Stocks and ETF



10. Review the Underwriter Quality: Top-tier investment banks act as
institutional filters. A company using lower-tier brokers to go public is a
distinct warning sign.

11. Scrutinize the Growth Rate Trajectory: Look at the year-over-year revenue
velocity. Is growth accelerating, or is the IPO happening right as top-line
momentum begins to plateau?

12. Understand the Regulatory Exposure: Does the business operate in a
highly litigious or unstable regulatory framework (e.g., gig-economy labor
laws, unapproved medical tech)?

13. Avoid the "Day-One Pop" Temptation: Buying the immediate morning
spike often forces retail investors to absorb institutional profit-taking.

14. Establish a Valuation Benchmark: Calculate the trailing Price-to-Sales
(P/S) or Price-to-Earnings (P/E) ratio and compare it directly against already
established public competitors.

15. Track Historic Funding Round Values: Look at what private venture
capitalists paid for the stock 12 to 24 months ago. If the IPO price is marked up
5x with no matching fundamentals, be cautious.

16. Audit Executive Compensation Packages: Ensure management's long-
term incentives are tied directly to sustained free cash flow per share growth,
not merely nominal stock price targets.

17. Gauge Product Moats and Barriers to Entry: Can a well-capitalized tech
incumbent copy this exact software product within six months?

18. Check Gross Margins: Highly scalable businesses typically maintain gross
margins above 70%. Low gross margins mean the business requires intense
physical labor or inventory upkeep.

19. Factor in the Current Macroeconomic Regime: IPO markets dry up when
interest rates rise because capital demands safety over speculative, distant
future cash flows.

20. Account for Stock Dilution Potential: Review the volume of outstanding
stock options and warrants given to early employees that will dilute your
equity share.
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e 21. Watch Out for the SPAC Shortcut: Special Purpose Acquisition Companies
often bypass the rigorous, traditional IPO underwriting and vetting standards,
hiding weak operational metrics.

e 22.Focus on Free Cash Flow (FCF): Net income can be manipulated via
accounting adjustments. Look at the cash flow statement to see if hard
currency is actually entering the business.

Analysis: The "Trillion-Dollar, 10-Year-Old" Safe Haven
Strategy

“Is it safe to say 'stay with Trillion Dollar companies with at least 5-10 years of
age' because the company is established and had been vouched by
institutionalized investors?"

Your thesis is a highly rational, structurally sound framework for long-term capital
preservation. It is a classic essentialist approach to equity risk management.

The Structural Advantages of This Framework

1. Vetted by the Ultimate Filter: To achieve a trillion-dollar market capitalization,
a company must pass through the most rigorous institutional filter on earth.
Trillion-dollar status cannot be sustained by retail hype alone; it requires
trillions of dollars from pension funds, sovereign wealth funds, and index
allocations.

2. Survivorship Bias as a Feature: A company that has maintained scale for 5 to
10 years has survived a variety of economic, interest rate, and competitive
cycles. They are no longer testing their product-market fit.

3. Immense Balance Sheet Moats: These companies (like Microsoft, Apple,
Alphabet) operate essentially as sovereign economic entities. They hold
massive cash reserves that allow them to buy up emerging competitors or
sustain long-term R&D without relying on debt markets.

The Trade-offs to Keep in Mind

While your strategy provides an excellent floor for security, you should remain
aware of two financial realities:
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« The Law of Large Numbers: It is mathematically much easier for a $10 billion
company to double its revenue than it is for a $3 trillion company to do so.
Growth will naturally slow over time, meaning your upside is balanced and
steady rather than explosive.

o Concentration and Premium Pricing: Because these companies are widely
recognized as safe havens, they often trade at a valuation premium.
Furthermore, holding only a few mega-caps concentrates your risk in a single
sector (predominantly technology).

The Verdict: If your primary investment objective is capital preservation,
predictable free cash flow compounding, and minimizing speculative tail risk,
your strategy of sticking with established, deeply institutionalized mega-caps
is incredibly effective. It completely eliminates the uncompensated risk of
speculative IPO gambling.

M365 Copilot

Great set of questions—this is foundational investing knowledge. I'll break it down
clearly and practically.

# 1. What is an IPO?

IPO (Initial Public Offering) = the first time a private company sells shares to the
public.

o Before IPO - owned by founders, employees, venture capital

o After IPO - anyone can buy shares on the stock market
Purpose:

e Raise money

o Allow early investors to cash out

» Increase visibility and credibility

J 2. How an IPO works (step-by-step)

1. Company hires investment banks
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o Examples: Goldman Sachs, Morgan Stanley

e They act as underwriters
2. Due diligence & filings

o Company files S-1 with SEC (financials, risks, plans)
3. Roadshow (marketing)

» Management pitches to big investors (institutions)
4. Book building (price discovery)

e Banks collect demand:

e "How many shares?”

o "At what price?”
5. IPO pricing

o Based on demand + valuation
6. Shares allocated

e Mostly to institutions first
7. Public trading begins

e Retail investors (you) can now buy

¢ 3. How is IPO price determined?

It's not arbitrary. It's based on:
A. Financial valuation

e Revenue growth

o Profit margins

e Comparable companies (P/E, EV/Sales)
B. Demand

o Ifinvestors want it — higher price

o Weak demand - lower pricing
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C. Strategic underpricing
e Banks often price slightly lower to:
e ensure success
o create "IPO pop”
Example: If demand is huge, a $30 IPO may open at $45.

£8 4. Where does your money go when you
buy IPO shares?

Depends on where you buy:
A. During IPO allocation (rare for retail)
- Money goes to:
e Company (primary shares)
e Early investors selling (secondary shares)
B. After listing (most cases)

- You buy from another investor

¢ Your money goes to another shareholder, NOT the company

J 5. Who controls or regulates IPO pricing?

No single “guardian,” but several layers:
1. Investment banks

» Structure pricing and allocation
2.SEC (U.S.)

o Ensures disclosure

e Prevents fraud (not price control)
3. Institutional investors

e Provide demand feedback
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» Influence pricing heavily
4. Market forces
e Final price is determined by supply & demand

Important: Pricing can still be overhyped or overpriced.

¢” 6. How companies use IPO money

Common uses:
o Expansion

o R&D

Debt repayment

Acquisitions

Working capital

1. Red flag: If most proceeds go to insiders selling shares — caution.

| 7. ETF: Where does your money go?

When you invest in an ETF:

A. You buy ETF shares

e From the market (like stocks)
B. ETF invests in underlying assets

e Stocks, bonds, commodities

Example:

e Buy QQQ - indirectly own Apple, Microsoft, Nvidia
Difference vs stocks:

Item Stock ETF

Ownership One company Basket

Risk High Diversified
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Money flow To seller To fund ecosystem

ez 8. Is stock market a casino?
Similarities:

e Price fluctuation

e Speculation

o Short-term traders behave like gamblers

Differences:

o Stocks = ownership in real businesses

Long-term investing = wealth-building

Data-driven decisions possible

Verdict:

Short-term trading = casino-like

Long-term investing = not a casino

"4 9. 22 Successful IPOs

(Strong long-term performance or dominance)
1. Apple (1980)

Microsoft (1986)

Amazon (1997)

Google/Alphabet (2004)

Meta/Facebook (2012)

Nvidia (1999)

Tesla (2010)

Visa (2008)

© © N o a0 k~ 0D

Mastercard (2006)
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10. Netflix (2002)

11. Salesforce (2004)

12. Shopify (2015)

13. ASML (1995)

14. AMD (1972 IPO era, modern success)
15. Adobe (1986)

16. Home Depot (1981)

17. Costco (1985)

18. Intuit (1993)

19. ServiceNow (2012)

20. Snowflake (2020 strong early success)
21. Broadcom (20089 relisting)

22. Booking Holdings (1999)

€ 10. 22 Failed / Disappointing IPOs

(Not necessarily bankrupt, but poor outcomes)
1. WeWork (failed 2019 IPO attempt)

Uber (weak post-IPO years initially)

Lyft

Snap (slow monetization early)

Blue Apron

Groupon

Peloton (post-pandemic collapse)

. Robinhood (volatile decline)

© ® N O U p ®w N

. Wish (ContextLogic)
10. Oatly
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11. Rivian (massive drop from IPO peak)

12. Coinbase (high volatility post-IPO)

13. DoorDash (overvaluation concerns early)
14. Beyond Meat

15. Casper Sleep

16. SmileDirectClub

17. Zillow (iBuying failure impact)

18. Opendoor

19. GameStop (IPO fine but business struggled)
20. Blackberry (long-term decline)

21. Nokia (post-IPO dominance faded)

22. GoPro

] 1. 22 Guidelines for Evaluating IPOs

Use this checklist:
Business fundamentals

1. Revenue growth

2. Profitability or path to profit
3. Gross margins

4. Cash flow

5. Debt levels

Market & strategy

1. Market size (TAM)

2. Competitive advantage
3. Industry trends

4. Regulatory risks
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5. Customer concentration
IPO-specific

1. Use of proceeds

2. Insider selling %

3. Lock-up expiration

4. Valuation vs peers

5. IPO hype level
Management

1. Founder track record

2. Insider ownership

3. Transparency

Red flags

1. Accounting complexity
2. Overdependence on one product
3. Negative unit economics

4. Too-good-to-be-true narratives

> 12. Your strategy idea: "“Stick to Trillion-
dollar companies”

Strengths:

Proven business models

Institutional backing

Strong balance sheets

Lower risk of collapse

Limitations:

Slower growth potential
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o Already heavily priced
o Less "multibagger” upside
Better refined strategy:

Not just size — combine:

Market leaders

Consistent earnings growth

Strong moats

10+ year durability

» Final Truth

o IPOs are often designed for insiders to profit early

» Retail investors should be cautious

o ETFs = safest entry point for most people

o Markets are not casinos—but behavior can turn them into one

If you want, | can: 4 Analyze a current IPO before you invest [/ Build a safe ETF
+ stock portfolio strategy [74 Compare IPO vs ETF returns for your situation

Just say the word, Co-Pilot %’
Copilot

Short takeaway:

An IPO is when a private company sells shares to the public for the first time. The
price is set mainly by investment banks (underwriters) based on demand,
financials, and market conditions, under the oversight of regulators like the SEC.
Your money in an IPO goes to the company (minus fees). After that, buying/selling
shares on the stock market sends money between investors, not to the company.
ETFs pool investor money to buy baskets of assets. Markets can feel like a casino
emotionally, but structurally they are not casinos because they are tied to real
assets, regulation, and ownership.

%* What an IPO Is
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An Initial Public Offering (IPO) is the process where a private company becomes
publicly traded by issuing shares on a stock exchange. It allows the company to
raise capital from public investors.

Global Legal...

77 How an IPO Works (Inner Mechanics)

Preparation & Due Diligence

The company works with investment banks (underwriters) to prepare financial
statements, disclosures, and a prospectus.
FasterCapital

Regulatory Review

The company files a registration statement (Form S-1) with the SEC, which reviews
it for accuracy and transparency.
FasterCapital

Roadshow & Demand Testing

Underwriters present the company to institutional investors to gauge interest and
demand.

Pricing the IPO

Underwriters analyze:

e Company financials
o Comparable companies
» Market conditions
* Investor demand from the roadshow

They then recommend a price per share.
FasterCapital

Shares Go Public

The stock begins trading on an exchange like the NYSE or Nasdaq.
Global Legal...

E£B Where Your Money Goes When You Buy IPO Shares

During the IPO:
Your money goes to the company (minus underwriting fees). This is how the
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company raises capital to grow, pay debt, etc.

After the IPO (normal trading):

Your money goes to another investor, not the company. The company only gets
money during the IPO or future offerings.

{J Who Controls or Oversees IPO Pricing?

Underwriters (Investment Banks)

They set the price range and final price based on demand and analysis.
FasterCapital

Regulators (SEC)
They do not set the price but ensure:

e Full disclosure
» No fraud
» Accurate financial reporting
FasterCapital

Stock Exchanges (NYSE, Nasdaq)

They enforce listing requirements and governance standards.
Global Legal...

There is no “guardian” preventing hype pricing—the market and investor demand
determine it, though disclosures must be honest.

»; How IPO Money Is Used

Companies typically use IPO proceeds to:

» Expand operations
e Pay down debt
e Invest in R&D
* Make acquisitions
» Strengthen the balance sheet

This is disclosed in the prospectus.

W Inan ETF, Where Does Investor Money Go?
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An ETF (Exchange-Traded Fund) pools investor money to buy a basket of assets
such as:

o Stocks
e Bonds
e Commodities

When you buy an ETF:

» Your money goes to the ETF provider, who uses it to buy the underlying
assets.
 After creation, ETF shares trade between investors (similar to stocks).

This is similar to stocks, but instead of owning one company, you own a slice of
many.

@ |s the Stock Market or ETF Like a Casino?

Emotionally?
Yes—yprices move unpredictably, people speculate, and short-term trading can
feel like gambling.

Structurally?
No. A casino is designed so the house always wins.
The stock market:

* Represents ownership in real companies
« |s regulated
» Reflects economic growth
» Rewards long-term investors historically

ETFs especially are diversified, reducing risk compared to individual stock
speculation.

»; Want to go deeper?

You can explore:

e |PO pricing
e ETF mechanics
» Stock market vs gambling
» Where money goes in stock trades
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If you want, | can also break this down with diagrams or simpler analogies.
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