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Initial public offerings (IPOs) tend to attract a lot of investor
interest, especially when the company is well-known. However,
that excitement isn't always matched by investment returns, and
investors should always do their homework before making an
investment decision. Homework is particularly important when
you're familiar with the company because you know its products.
Though familiarity can mean comfort, investors need to be more
skeptical.

IPO Excitement Fades Fast

The stock price of an IPO tends to rise on the day it begins trading.
According to a study of IPO performance, the average first-day return
has been 18%.* However, investors who bought shares at the end of
the first day didn't always fare well. Although IPOs gained an average of
7.4% in their first year, they underperformed similar companies.*

During the 15-year period of the study, IPO underperformance was
comparably poor:*

* Prices lower after six months and one year - The stock prices of
IPOs dropped from the first-day closing price during the IPOs' initial six
months, and the prices were down an average of 3.7% at the end of
their first year, compared with a 9.0% return for similar size companies.
The average IPO price decline contrasts sharply with the performance
of similar companies, whose stock prices gained over the same time
period.*

* Underperformance over three and five years - Longer-term studies
have consistently shown IPOs underperform over three and five years
after their initial offering.

IPO stock prices can be extremely volatile, since frequently there is little
financial information about the companies and many are not profitable.
In many cases, investor excitement drives short-term changes in their
stock prices as the initial demand outstrips the supply of shares, but the
excitement appears to fade quickly after the first day, since the stocks
have underperformed similar companies.*

Familiarity Isn't Enough

Recently, many consumer-facing technology companies have had IPOs.
Many provide familiar services and products, and yet their investment
performance was similar to the overall IPO performance of the past 10
years. Stock prices generally rose sharply on the first day of trading, but
thereafter, in almost every case, the stock had fallen below the closing
first-day price by the end of six months. High volatility and a falling stock
price isn't generally the recipe for attractive investor returns.

*Source: Professor Jay Ritter, "Returns on IPOs during the five years after
issuing, for IPOs from 1980-2015"; "Initial Public Offerings: Updated Statistics";
http://bear.warrington.ufl.edul/ritter/.
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The price performance of 27 consumer-facing
technology companies following their IPOs between
2011 and 2020 is illustrated in Figure 1 (below). On
average, these stocks experienced a 35.2% price
increase on the first day of trading, reflective of the
excitement-driven demand often associated with high
profile IPOs. However, in the three-month and six-
month periods following the first-day close, these
stocks, on average, experienced declines of roughly
3% and 14%, respectively.

Figure 1. Price Performance of 27 Technology
IPOs between 2011 and 2020

Price Change 3 Price Change
Months After 6 Months
First-Day Price First-Day After First-

Company Ticker IPO Date IPO Price Change Close Day Close

Linkedin LINKD 5/18/2011 $ 7.33 109.4% -16.1% -23.6%
Pandora P 06/15/2011 § 1742 8.9% -40.9% -39.9%
Groupan GRPN  11/04/2011 § 2611 30.6% -6.4% -61.8%
Zynga ZNGA 12/16/2011 s 9.50 -5.0% 37.2% -41.5%
Yelp YELP 03/02/2012 § 2458 63.9% -36.2% -10.5%
splunk SPLK 04/19/2012 § 3548 108.7% -17.7% -11.2%
Facebook FB 05/18/2012  §  38.23 0.6% -50.2% -38.4%
Twitter TWTR  11/07/2013 $ 4430 72.7% 21.0% -31.7%
Zulily zu 11/15/2013 $ 3770 T1.4% 6.0% “7.7%
King Digital Entertainment KING 03/26/2014 ¢ 19.00 -15.6% -11.1% -30.3%
GrubHub GRUB 04/04/2014 $  34.00 30.8% 0.3% 4.7%
GoPra GPRO  06/26/2014 $ 3134 30.6% 159.4% 111.9%
Alibaba BABA 09/19/2014 §  93.89 38.1% 16.4% -9.9%
GoDaddy GDDY 04/01/2015 $ 26.15 30.8% 7.8% -3.6%
Etsy, Inc. ETSY 04/16/2015 $ 30,00 87.5% -43.9% -63.2%
Shopify, Inc. Class A SHOP 05/21/2015 4§ 25.68 51.1% 13.8% 9.9%
Fitbit, Inc. Class A FIT 06/18/2015 s 29.68 43.4% 34.4% -6.3%
Zillow z 07/31/2015 §  27.50 78.9% -25.6% -22.2%
Square, Inc. Class A 5Q 11/19/2015 5 13.07 45.2% -23.6% -28.1%
Match Group, Inc. MTCH  11/19/2015 s 1474 22.8% -29.2% -6.3%
trivago N.V. Sponsored ADR Class A TRVG 12/16/2016 g 11.85 7.7% 1.3% 56.0%
Snap, Inc. Class A SNAP 03/02/2017 § 2448 44.0% -12.8% -41.7%
Spotify Technology SA spOT 04/03/2018 §  149.01 12.9% 13.2% 18.7%
Lyft Inc Class A LYFT 03/29/2019 $ 8724 -10.3% -16.1% -52.6%
Uber Technalogies, Inc. UBER 05/10/2019 $ 42.00 -1.0% -4.6% -35.0%
Peloton Interactive Inc. PTON 9/25/2019 5 27.00 -4.6% 0.0% -9.2%
Casper Sleep Inc CSPR 2/5/2020 S 14.50 -6.9% -56.0% NA

Source: FactSet. Edward Jones does not follow any of these
companies, except for Facebook (Buy). Past performance is no
guarantee of future results.

Familiarity isn't enough. Even if you know the
company's products and think they're great,

make sure you've done your homework about the
company's prospects and valuation before making
an investment. While it's a positive sign for markets
when companies go public, buying the stock isn't
always a good investment choice.

Key Considerations for the First Days of Trading

If, after considering the price risk associated with
IPOs at the outset of public trading, you decide

to still purchase the stock, there are a few key
considerations that we believe the prudent investor
should understand:

1) Opening price will likely be different than
the official IPO price. New issues can experience
extreme volatility in the first few hours and days

of trading in the secondary market. When the

company's stock opens for secondary trading

and becomes more widely available for individual
investors, it is possible the price will be significantly
different than the IPO price set by the security
underwriters. In addition, new issues often do not
begin trading at the moment the market opens.

2) Use a limit order. Once you understand the risks
of purchasing a stock during its first public trading
days, and have determined that the investment is
suitable for your portfolio, you should determine the
highest price you are willing to pay for the stock.

3) Orders are not accepted until after the IPO

is priced. Edward Jones typically does not accept
orders until after the IPO has been priced. Thus,
orders are generally not accepted until the morning
the new issue is to begin trading. In addition, Edward
Jones is not permitted to accept market orders for
any IPO prior to its trading in the secondary market.
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Analyst Certification

| certify that the views expressed in this research report accurately reflect
my personal views about the subject securities and issuers; and no part
of my compensation was, is, or will be directly or indirectly related to the
specific recommendations or views contained in the research report.
David Heger, CFA

Analysts receive compensation that is derived from revenues of the firm
as a whole which include, but are not limited to, investment banking
revenue.

Buy (B) - We believe the valuation is attractive and total return potential
is above average over the next 3-5 years compared with industry peers.
Hold (H) - We believe the stock is fairly valued and total return potential
is about average over the next 3-5 years compared with industry peers
or a special situation exists, such as a merger, that warrants no action.
Sell (S) - We believe the stock is overvalued and total return potential is
below average over the next 3-5 years compared with industry peers. In
some cases we expect fundamentals to deteriorate considerably and/
or a recovery is highly uncertain. FYI - For informational purposes only;
factual, no opinion.

The table below lists the percent of stocks we follow globally in each
of our rating categories. Investment banking services indicate the
percentage of those companies that have been investment banking
clients within the past 12 months. As of: July 20, 2020

BUY HOLD SELL
Stocks 50% 46% 4%
Investment Banking Services 4% 0% 0%
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All investment decisions need to take into consideration individuals'
unique circumstances such as risk tolerance, taxes, asset allocation and
diversification.

It is the policy of Edward Jones that analysts or their associates are not
permitted to have an ownership position in the companies they follow
directly or through derivatives.

This opinion is based on information believed reliable but not guaranteed.
The foregoing is for INFORMATION ONLY. Additional information is
available on request. Past performance is no guarantee of future results.

In general, Edward Jones analysts do not view the material operations of
the issuer.

Diversification does not guarantee a profit or protect against loss in
declining markets.

Special risks are inherent to international investing including those related
to currency fluctuations, foreign political and economic events.

Dividends can be increased, decreased or eliminated at any time without
notice.

An index is not managed and is unavailable for direct investment.

Edward Jones - Member SIPC
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3-Year Rating and Price History for: Facebook (FB.O) as of 07/15/2020
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