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Introduction
An initial public offering, or IPO, is the process a private company uses to sell shares to the public for the
first time and list on a stock exchange. For investors, IPO investing offers a chance to buy into a company
at the earliest stage of its life as a publicly traded stock — but it also carries risks that differ from
investing in established, seasoned companies.

This guide walks through how the IPO process works, how to invest in an IPO as an individual investor,
how to evaluate an IPO before you buy, the difference between an IPO, a direct listing, and a SPAC,
common IPO investing mistakes, and a practical IPO investment checklist you can use before your next
trade. Whether you are new to IPO investing or looking to sharpen your due-diligence process, this
guide is designed to give you a clear, actionable framework.

Throughout this guide, you'll see terms like IPO prospectus, IPO allocation, lock-up expiration, pre-IPO
investing, and IPO valuation — each explained in plain language, with a glossary at the end for quick
reference. The goal is to leave you able to read an S-1 filing, understand how an offering is priced, and
build a personal checklist you can reuse every time a new company announces it's going public.

This guide is for educational purposes only and is not personalized investment, legal, or tax advice. IPO
investing carries meaningful risk, including the risk of loss of principal, and you should consider speaking
with a licensed financial advisor before making investment decisions.

2. How Does the IPO Process Work?
Understanding the IPO process helps investors know what information is available, when it becomes
available, and how IPO pricing is determined. The typical initial public offering process includes the
following stages:

1. What Is an IPO? IPO Meaning Explained
An IPO (initial public offering) is the first sale of stock by a private company to public investors. Before
an IPO, a company is typically owned by its founders, employees, and private investors such as venture
capital firms or private equity funds. Going public allows the company to raise capital from a much
broader pool of investors, gain liquidity for early shareholders, and increase its public profile.

When people search for 'what is an IPO' or 'IPO meaning,' they are usually asking one of three questions:
how does a company become publicly traded, how can I buy shares of an IPO, and is investing in an IPO
a good idea. This guide addresses all three.

Once a company completes its IPO, its shares trade on a public stock exchange, such as the New York
Stock Exchange (NYSE) or the Nasdaq. From that point forward, anyone with a brokerage account can
generally buy or sell the stock, subject to the mechanics described later in this guide.
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Choosing underwriters: The company hires one or more investment banks to underwrite the
offering, meaning the banks help structure the deal, market it to investors, and often commit to
buying and reselling the shares.

Filing the S-1 registration statement: The company files an S-1 (or F-1 for foreign private issuers)
with the U.S. Securities and Exchange Commission (SEC). This document, often called the IPO
prospectus, discloses financial statements, business risks, use of proceeds, and ownership
structure.
The roadshow: Company executives and underwriters present the business to institutional
investors, such as mutual funds and pension funds, to build demand ahead of pricing.
Pricing the IPO: Based on investor demand gathered during the roadshow, underwriters and the
company set the IPO price per share, typically the night before the stock begins trading.
The first day of trading: Shares begin trading on the exchange under a new ticker symbol. The
opening trade price can differ meaningfully from the IPO price depending on demand.
The lock-up period: Company insiders, founders, and early investors are typically restricted from
selling their shares for a set period after the IPO, commonly 90 to 180 days.

There is no single correct IPO investment strategy — the right approach depends on your risk tolerance,
time horizon, and goals. Below are several common strategies investors use when approaching IPO
stocks.

One of the most common questions new investors have is how to invest in an IPO before or on the day it
starts trading. There are generally two ways retail investors gain IPO exposure:

• BuyingattheIPOprice:Somebrokeragesoffereligiblecustomerstheabilitytorequestshares
directly at the IPO offering price, before the stock opens for public trading. Access is often limited
and may require meeting account balance or trading activity thresholds set by the brokerage.

• Buying on the open market: Most individual investors buy IPO stock on the first day of trading (or
afterward) through a regular brokerage account, at whatever price the market sets. This is the
most common way retail investors participate in an IPO.

Because early IPO trading can be highly volatile, some investors choose to wait days, weeks, or even
months after the IPO before buying, allowing the stock price to stabilize and more public financial data,
such as quarterly earnings, to become available.

If you're researching how to buy IPO stock for the first time, check with your brokerage about IPO access
programs, minimum account requirements, and any fees associated with participating in a public
offering.

3. How to Invest in an IPO

4. IPO Investment Strategies
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Day-one trading: Buying and potentially selling on the first day of trading, aiming to capture a 'pop'
if the stock opens above its offering price. This is a short-term, higher-risk approach given first-day
volatility.

Post-lock-up strategy: Waiting for the lock-up period to expire (commonly 90–180 days after the
IPO) before buying, since insider selling after lock-up expiration can put downward pressure on the
share price and create a potential entry point.

Fundamentals-first investing: Waiting for at least one or two full quarterly earnings reports as a
public company before investing, so there's a track record of public financial performance to
evaluate.

Diversified IPO exposure: Rather than picking individual IPO stocks, some investors use IPO-focused
exchange-traded funds (ETFs) to gain diversified exposure to a basket of newly public companies.
Pre-IPO investing: Accredited investors sometimes gain exposure to a company before it goes
public through private markets, venture funds, or employee stock programs. Pre-IPO investing
generally carries higher risk, less liquidity, and stricter eligibility requirements than buying shares
after the IPO.

Evaluating an IPO requires many of the same fundamentals used to evaluate any stock, plus a close read
of the S-1 filing. Here is a practical framework for IPO analysis.

• ReadtheS-1filing:Theprospectusincludesauditedfinancialstatements,revenuegrowthtrends,
profit margins (or path to profitability), and a detailed 'risk factors' section that discloses the
biggest threats to the business.

• Understand the business model: Know how the company actually makes money, who its customers
are, and what makes its product or service defensible against competitors.

• Checkrevenuegrowthandprofitabilitytrends:Lookatrevenuegrowthratesoverthepastseveral
years, gross margins, and whether losses (if any) are narrowing or widening.

• ReviewuseofIPOproceeds:TheS-1discloseswhatthecompanyplanstodowiththemoney
raised — paying down debt, funding growth, or providing an exit for early investors can each signal
different things about the company's priorities.

• Assess the competitive landscape and total addressable market (TAM): A large market opportunity
doesn't guarantee success, but it does affect long-term growth potential.

• Lookatinsiderandinstitutionalownership:Significantfounderoremployeeownershipcanalign
incentives, while unusually high selling by insiders at the IPO can be worth investigating further.

• EvaluatetheIPOvaluation:Comparethecompany'svaluationmultiples(suchasprice-to-salesor
price-to-earnings) to publicly traded peers in the same industry to judge whether the IPO is priced
conservatively or aggressively.

5. How to Evaluate an IPO Before You Invest
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• Note the lock-up expiration date: Mark your calendar — increased share supply when insiders
become free to sell can affect the stock price.

Companies have more than one path to becoming publicly traded. Understanding the difference
between a traditional IPO, a direct listing, and a SPAC merger can help you interpret news about a
company 'going public.'

• Traditional IPO: The company issues new shares, sells them to investors through underwriters at a
set offering price, and raises new capital in the process.

• Directlisting:Thecompanylistsitsexistingsharesdirectlyonanexchangewithoutissuingnew
shares or using underwriters to set a fixed offering price. No new capital is raised, and the opening
price is set purely by market supply and demand.

• SPAC merger: A special purpose acquisition company (SPAC) is a publicly traded shell company that
raises money, then merges with a private operating company, effectively taking that company
public without a traditional IPO process. SPAC mergers have historically carried their own distinct
risks, including dilution from warrants and sponsor incentives.

IPO stocks can be more volatile than established, seasoned public companies for several reasons. Before
investing in an IPO, it's important to understand the specific risks involved.

• Limitedpublictrackrecord:Newlypubliccompanieshavelimitedhistorytradingaspublicstocks,
and sometimes limited audited financial history, which makes valuation harder.

• Price volatility: IPO stocks can swing significantly in the days and weeks after listing as the market
determines a 'fair' price with less historical trading data to rely on.

• Lock-upexpirationrisk:Wheninsiderlock-upperiodsend,awaveofnewsellingcanpressurethe
stock price.

• Hype and overvaluation risk: Media attention and investor excitement can push IPO valuations
above what the underlying fundamentals may support, particularly for highly anticipated offerings.

• Limitedallocationforretailinvestors:SharesattheofficialIPOpriceareoftenallocatedprimarily
to institutional investors, meaning individual investors may only be able to buy after the stock is
already trading, sometimes at a higher price.

• Underwriter and information asymmetry: Investment banks and large institutional investors
typically have more information and access than individual investors during the roadshow process.

6. Risks of IPO Investing

8. How IPO Shares Are Priced and Allocated

7. IPO vs. Direct Listing vs. SPAC: What's the Difference?
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IPO evaluation frameworks shift somewhat depending on the industry. Recognizing these differences
can improve the quality of your analysis.

• TechnologyandsoftwareIPOs:Investorsoftenfocusonrevenuegrowthrate,grossmargin,net
revenue retention (how much existing customers spend over time), and the path to profitability,
since many tech companies prioritize growth over near-term earnings.

• BiotechnologyandpharmaceuticalIPOs:Becausemanybiotechcompanieshavelittleorno
revenue at IPO, evaluation typically centers on the clinical trial pipeline, regulatory milestones,
cash runway (how long the company can operate before needing more funding), and the size of
the target patient population.

• ConsumerandretailIPOs:Same-storesalesgrowth,uniteconomicsperstoreorpercustomer,
brand strength, and margin trends tend to matter most.

• FinancialservicesandfintechIPOs:Lookcloselyatloanquality,regulatorycapitalrequirements,
net interest margin, and how the company is regulated, since financial companies carry unique
balance-sheet risks.

• IndustrialandenergyIPOs:Capitalexpenditurerequirements,commoditypriceexposure,andfree
cash flow generation are typically more important than growth rate alone.

IPO pricing is one of the most misunderstood parts of the process, and understanding it helps explain
why the offering price, the opening trade price, and the closing price on day one can all be different
numbers.

During the roadshow, underwriters collect non-binding indications of interest from institutional
investors, a process known as 'book building.' Large institutions submit the price and quantity of shares
they'd be willing to buy. Underwriters use this order book to gauge total demand and decide where to
set the final offering price — typically within (or sometimes above or below) an initial price range the
company disclosed in its S-1 filing.

If demand is strong, the company and underwriters may price the IPO at the high end of the range, or
raise the range entirely. If demand is weak, they may price below the original range or delay the offering.
Once the price is set, shares are allocated to institutional investors, and in some cases retail investors
through brokerage IPO access programs, at that fixed offering price.

The opening trade, when the stock first begins trading on the exchange, is set by an auction process
matching public buy and sell orders — which is why the first trade can occur well above or below the
official offering price. This gap between the offering price and the opening trade price is often what's
reported in the news as an IPO 'pop' or a weak debut.

Underwriters may also use an overallotment option, commonly called a greenshoe option, allowing
them to sell up to an additional 15% of shares if demand is high, which can help stabilize the stock price
in early trading.
9. Sector-Specific Considerations for IPO Investors
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11. Building an IPO Watchlist
A disciplined way to approach IPO investing is to maintain a watchlist rather than reacting to headlines.
A useful IPO watchlist process includes tracking the S-1 filing date, the expected pricing date, the
proposed price range and how it changes, the lock-up expiration date, and a short summary of the
company's fundamentals and risk factors.

Reviewing your watchlist against your own investment criteria — for example, minimum revenue
growth, profitability trajectory, or valuation relative to peers — before the stock even starts trading can
help you avoid impulsive, hype-driven decisions on day one.

12. Tax Implications of IPO Investing
Buying and selling IPO stock has the same general tax treatment as any other stock in a taxable
brokerage account in the United States, though the details can matter for IPO investors specifically.

10. Historical IPO Performance: What the Data Shows
Academic and industry research on IPO performance has found some recurring patterns worth
understanding before you invest.

First-day 'pops,' where a stock opens well above its offering price, are common in strong markets but
are not guaranteed and can reverse. Longer-term academic studies of IPO performance have generally
found that, on average, IPOs as a group have sometimes underperformed the broader market over
three- to five-year periods following their listing — though individual companies vary enormously, and
some IPOs go on to become long-term market leaders.

This historical pattern doesn't mean IPO investing is a poor strategy; it means that chasing IPOs purely
for short-term hype, without doing fundamental research, has historically been a riskier approach than a
research-driven strategy. Past performance of IPOs as a category is not a guarantee of how any
individual future IPO will perform.

Market conditions also matter a great deal. In periods of strong investor risk appetite, IPO volume tends
to rise and first-day pops tend to be larger and more frequent. In periods of market uncertainty or rising
interest rates, IPO volume tends to slow, and companies that do go public are often priced more
conservatively. Paying attention to the broader IPO market cycle, not just an individual company, can
add useful context to your decision.

• Short-termvs.long-termcapitalgains:IfyousellIPOshareswithinoneyearofpurchase,anygain
is generally taxed as short-term capital gains at ordinary income tax rates. Holding for more than
one year may qualify the gain for lower long-term capital gains tax rates.

• Employee stock and pre-IPO equity: Employees who receive stock options or restricted stock units
(RSUs) before an IPO should be aware that exercising options or vesting RSUs can trigger separate
tax events, which may differ from simply buying shares on the open market.



8

•

•

Is investing in an IPO a good idea for beginners?

Wash sale rules: If you sell an IPO stock at a loss and buy it (or a substantially identical security)
back within 30 days, the wash sale rule may disallow the loss for tax purposes.

This section is general information, not tax advice. Tax rules vary by country, state, and individual
circumstances — consult a qualified tax professional about your specific situation.

Use this checklist before investing in any IPO stock.

• Have I read the S-1 (or F-1) filing, including the risk factors section?

• DoIunderstandhowthiscompanymakesmoneyandwhoitsmaincompetitorsare?

• HaveIreviewedrevenuegrowth,margins,andprofitabilitytrendsovermultipleyears?

• DoIknowwhatthecompanyplanstodowiththeIPOproceeds?

• HaveIcomparedthiscompany'svaluationmultiplestosimilarpubliccompanies?

• DoIknowthelock-upexpirationdateandhaveIplannedaroundit?

• HaveIsizedthispositionappropriatelywithinmyoverallportfolioandrisktolerance?

• Am I clear on the tax treatment of any gains or losses in my account type?

• DoIhaveaplanforhowlongIintendtoholdthepositionandunderwhatconditionsIwouldsell?

New IPO investors tend to run into a recurring set of mistakes. Avoiding these can meaningfully improve
your odds of a good outcome.

• BuyingpurelyonhypeormediacoveragewithoutreadingtheS-1filingorunderstandingthe
business.

• Ignoring the lock-up expiration date and being surprised by a price drop when insiders begin selling.

• OverconcentratingaportfolioinasingleIPOstockratherthansizingthepositionappropriately
relative to overall risk tolerance.

• Assumingafirst-day'pop'meansthestockisagoodlong-terminvestment,ratherthanareflection
of short-term supply and demand.

• FailingtocomparetheIPO'svaluationtocomparablepubliccompaniesinthesamesector.

• Nothavingaplanforwhentosell,whetherthatplanisbasedonapricetarget,achangein
fundamentals, or a rebalancing schedule.

14. IPO Investment Checklist

13. Common IPO Investing Mistakes to Avoid

15. Frequently Asked Questions About IPO Investing
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IPO investing can be appropriate for beginners as part of a diversified portfolio, but it carries higher
volatility and less historical data than investing in established companies. New investors are often better
served starting with diversified, low-cost index funds and treating individual IPO stocks as a smaller,
higher-risk portion of a portfolio.

How can I buy shares before an IPO?
Buying shares before a company's public listing (pre-IPO investing) generally requires being an
accredited investor, an employee with equity compensation, or an investor in a venture capital or
private equity fund with access to the company. Most individual investors gain exposure only after the
stock begins public trading.

Why do IPO stocks drop after the lock-up period ends?
When the lock-up period expires, employees, founders, and early investors are permitted to sell their
shares for the first time. This increase in available shares (supply) can create downward pressure on the
stock price if a large number of insiders choose to sell.

What is a good IPO valuation?
There is no single 'good' valuation that applies to every IPO. Instead, investors typically compare an
IPO's valuation multiples, such as price-to-sales, to those of similar, already-public companies in the
same industry to judge whether the offering is priced conservatively or aggressively relative to peers.

Should I buy an IPO stock on the first day of trading?
Buying on the first day exposes investors to the highest volatility, since the market is still determining a
fair price with limited trading history. Some investors prefer to wait for the stock to trade for a period of
time, or until after the lock-up expiration, before making a decision.

What's the difference between an IPO and a direct listing?
In a traditional IPO, the company issues new shares and raises capital through underwriters at a fixed
offering price. In a direct listing, existing shares are listed on an exchange without underwriters setting a
fixed price, and no new capital is raised in the transaction itself.

How much money do I need to invest in an IPO?
There is no universal minimum to buy IPO stock on the open market after it starts trading — you
generally need enough to purchase at least one share, plus any brokerage requirements. Direct IPO
allocation programs, where you request shares at the offering price, sometimes require a higher
minimum account balance set by the brokerage.

Can IPO stocks go to zero?
Yes. Like any individual stock, an IPO company can lose most or all of its value if the business
underperforms, runs out of cash, or faces severe competitive or regulatory setbacks. This is one reason
position sizing and diversification matter for IPO investors.

How do I find upcoming IPOs?
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Term
IPO(InitialPublicOffering) 

Definition
Thefirstsaleofaprivatecompany'ssharestothepublic,resultinginthecompany
becoming listed on a stock exchange.
TheregistrationstatementacompanyfileswiththeSECaheadofanIPO,disclosing
financial statements, business risks, and use of proceeds.
Aninvestmentbankthathelpsacompanystructure,price,andsellsharesduring
an IPO.
Aseriesofpresentationsmadebycompanyexecutivesandunderwritersto
institutional investors ahead of an IPO to gauge demand.
Thepriceatwhichsharesareinitiallysoldtoinvestorsbeforethestockbegins
trading on an exchange.
Acontractualrestriction,typically90–180days,preventingcompanyinsidersfrom
selling shares after the IPO.
Amethodofgoingpublicwhereexistingsharesarelistedonanexchangewithout
underwriters or a fixed offering price.

Upcoming IPOs are publicly disclosed through S-1 filings on the SEC's EDGAR database, as well as
through major exchange IPO calendars (NYSE and Nasdaq both publish upcoming listing schedules) and
financial news sources that track IPO pipelines.

Do IPO stocks pay dividends?
Most newly public companies, particularly high-growth technology and biotech companies, do not pay
dividends and instead reinvest earnings back into the business. Established companies going public, such
as some spin-offs, may pay a dividend from day one — check the S-1 filing's dividend policy section to
confirm.

An IPO is the process by which a private company sells shares to the public for the first time and
becomes listed on a stock exchange, most often through underwriters, an S-1 filing, and a
roadshow to institutional investors.

Most individual investors buy IPO stock on the open market after trading begins, though some
brokerages offer limited direct access to shares at the official offering price.
The S-1 filing is the single most important document for evaluating an IPO — it discloses financials,
risk factors, competitive positioning, and how the company plans to use the money it raises.

16. Glossary of Key IPO Terms

Key Takeaways: IPO Investing at a Glance

S-1Filing 

Underwriter 

Roadshow 

OfferingPrice 

Lock-UpPeriod 

DirectListing 

SPAC(SpecialPurposeAcquisition Apubliclytradedshellcompanycreatedtoraisecapitalandmergewithaprivate
Company) company,takingitpublicwithoutatraditionalIPO.
Overallotment (Greenshoe Option) An option allowing underwriters to sell additional shares if investor demand for the

IPO is high.
Thetotalvalueofacompany'soutstandingshares,calculatedasshareprice
multiplied by shares outstanding.

MarketCapitalization 

•

•

•



11

•

•

•

IPO stocks tend to be more volatile than established public companies due to limited trading
history, lock-up expirations, and shifting investor sentiment.

A traditional IPO, a direct listing, and a SPAC merger are three different paths to becoming publicly
traded, each with distinct mechanics and risk profiles.
A research-driven approach — reading the S-1, comparing valuation to peers, tracking the lock-up
expiration, and sizing the position responsibly — has historically served investors better than
chasing first-day hype alone.

Disclaimer
This IPO investment guide is provided for general educational and informational purposes only and does not
constitute investment, legal, or tax advice. Investing in initial public offerings involves risk, including the potential
loss of principal, and past performance does not guarantee future results. Always conduct your own research and
consider consulting a licensed financial advisor, tax professional, or attorney before making investment decisions.
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