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Abstract

Initial Public Offerings of Common Stock New Issues have become a preferrea
mecthod of raising capital.  However, the conditions under which this method of rasing
capital is successful or not generally depend on the pricing of niual publhc offerings of
common stock new issues.  The pricing of  imual public offerings must be appropnate,
because the pricing which is too high or too low can have a negative ellect on hoth
underwnters and issuers. The model used in pricing of offerings plays an important part in
pricing of initial offerings. Hence, this study has two objectives: (1) To study the mode!
used by underwriters to determine the price of initial public offerings of common stock new
issues, and (2) To study the price performance of common stock new issues after trading 1n
the Securities Exchange of Thailand and evaluate pricing

The study of pricing of imual public offerings of common stock new 18sues 18 a
study of the models used to determine the prices of 30 common stock new issues which
were chosen as a sample for this study and which were offerea 1n the Securities Exchange
of Thanland during the years of 1993 to 1995 The data used in this study was primanly
gathered from interviews with underwriting companies. The resuits of this part of the study
found that the model most used to determine the midad offenrng price was the P/BE oratio
model. 6667 percent of the sample common stocks analyzed used this model. The P/E
ratic model 1s a model which 1s casy to use and to understand So 1t is preferred by
companies offering common stock new issues, which measure company achievement using
annual net profits and which have been in operation for a period of time before 1ssuing
common stocks for trade in the stock market. 'This model 1s preferred for use with stocks in
the finance and securities and commerce sectors. The second most used model was the

Discounted Cash Flow (DCF) model which was used by 40 percent of the sample common

stocks analyzed in this study. This model 1s primarilly used for companies who have



received concessions or whose future cash flow can he predicted. This model 1s preferred
L0 use with stocks in the communication and energy sectors. The Book Building method, @
method by which a range of prices is used to test market demand, was used by 20 percerit
of the stocks sampled. Generally, this method was used for the size of offering values larger
Lhan ane billion baht, because of the large costs involved in using this method. The next
method was the Net Asset Values (NAV) model. 1t was used by 1667 percent of all samples
analyzed  The NAV model is appropriate for analyzing companies with high values anc
volatile profit returns, which are, for example, the stocks In the property sector. The
Dividend Discount Model (DDM) was used for only one stock sampled. And none of the
stocks sampled used the book value method to determine the pricing. However. all stocks
sampled had higher initial values than those that denved from the book value method

In addition to these models, the pricing of initial public offerings of common stock
new issues must also consider other factors as well,  kxampics of other factors are the
quality of the issuers, stock market condiions, nvestor demand, and experience and
judgment of underwriters.

The study of the price performance of common swock new issues was conducted by
analyzing the average excess return rates of common stock new 1ssues after trading in the
stock market.  The result of the study showed thal e average oxcess return rates were
myghest in the first day of trading and were cqual to 4567, 4711 and 4686 percent per
month which were derived from the market adjust excess return, two parameter, and
agaregated RATS models 1espectively.  However, the study results from the sample of 30
stocks were not significant at the 0.01 level But, when six of the common stock new
Issues, which came under heavy profit speculation, were removed {rom the analysis, 1t was
found that the remaining 24 stocks had the highest average excess return rates on the third
day of trading at values equal to 1337, 1370 and 1492 percent per month and were
siambicant at the 0.01 level by using market adjust excess return, Lwo parameter, and
agaregated RATS models respectively. The average excess return rates for both tests of the
samples of 30 and 24 stocks gradually decreased and had the lowest value in the ninth
month of trading. The average excess return rates from all three models were congruent,
that 1s they all had positive values for the entire ume penjed bemng swdied.  This shows
that for the most part the common stock new issue price determinations were lower than
the market values or were underpriced

From the study results it is suggested the securities and exchange commission
should enact regulations that force underwriters to show the methods by which they
determine the prices for initial public offerings in prospectuses for common stock new
issues in order that small investors can learn origin of the initial public offering price and

have good decision Lo invest on commom stock new 1ssues in the initial market.



