
Netscape
Executive summary
The main concern in the case revolves around the decision-making process involved in setting the
initial price for Netscape’s IPO. Specifically the dilemma to whether Netscape should adhere to the
initial offering price of $14 or follow the suggestion to double the price to $28, given the strong
interest from the roadshow. Based on our analysis we recommend the Board of Netscape to not only
double the offering price but to increase it even further, as our DCF analysis yielded a share price of
$31.75. The main value drivers in our valuation of Netscape are the strong revenue growth, due to the
underlying positive trend of new online users worldwide from 1986 to 1995 (ourworldindata, 2024) as
well as the realization of more cost efficiencies during the maturing phase of Netscape.

Four recent IPOs
In our search for four companies with an IPO like Netscape within the timeframe of March 2023 to
February 2024, we have identified the following four companies: Alpha Technology Group, Global
Mofy Metaverse, Linkage Global, and Klaviyo. It is challenging to find companies with the same
characteristics as Netscape, considering it has been nearly 30 years since the company went public,
and there has been a great deal of innovation within the technology sector during that period.
However, the peers identified share similar attributes as Netscape such as operating in the technology
sector, have uncertain cash flows, and in the case of Alpha Technology Group and Global Mofy
Metaverse, had a very short lifespan as a company before going public. Exhibit 1 shows instances of
both underpricing and, in the case of Linkage Global, an overpricing.

Mechanism behind their IPO process
Alpha Technology Group's IPO was conducted on a firm commitment basis by Prime Number Capital
LLC, with legal counsel from Hunter Taubman Fischer & Li LLC and Sichenzia Ross Ference Carmel
LLP. For Global Mofy Metaverse, Prime Number Capital LLC acted as the sole bookrunner,
managing book-building and coordinating investor orders, and utilized an greenshoe option for an
additional 40’000 shares at $5.00 each to manage demand and stabilize the post-listing share price.
The IPO details were provided in a Form F-1 declared effective by the SEC. For Linkage Global, EF
Hutton LLC, as the lead underwriter, was obliged to buy all shares in the IPO before selling them to
the public, assuming the risk of distribution. The IPO was priced at $4.00 per share, with total gross
proceeds of $6’000’000, excluding underwriting discounts and issuance expenses, and included a
45-day option to purchase up to 225’000 additional shares to manage excess demand. Klaviyo's IPO
was managed by Goldman Sachs, Morgan Stanley, and Citigroup as bookrunners, employing a firm
commitment contract to build a book of orders during the pre-IPO roadshow to ensure awareness of
public listing risks, with the IPO price set at $30.

IPO Recommendations and SPAC
Looking at the current market situation, S&P Global observes a global decrease in IPOs and public
funding due to high uncertainties in the market of interest rate changes. Given the current market
conditions, the likelihood of under-subscription is high, and the price underlies higher volatility.
Therefore, a firm commitment contract allowing the underwriter to break the syndicate in the case of
under-subscription is unfavorable for the firm as well as for the investment bank. Alternatives such as
going public via a Special Purpose Acquisition Company (SPAC) or a direct listing of current
shareholders allow for less price volatility in an uncertain market. Since the first SPAC was used in
1993, it was a new method for an IPO and not as trending as in recent years. Due to that reason,
finding a SPAC for going public could be a first hurdle for Netscape in 1995. Nevertheless, using a
SPAC could have been beneficial for Netscape by preventing the switch in the offering price one day
before their IPO date. Since SPACs fix the transaction price already before the closing, price
uncertainty could be eliminated in contrast to the traditional IPO process, where the price is
fluctuating until the closing. Further advantages for Netscape we see in the time to market, since
M&A transactions can be executed within a timeframe of 3-6 months, while traditional IPOs can take
up to 1 year to go through and are more costly too. By decreasing the timeframe of the transaction,



Netscape can focus faster on their core business and decrease the amount of fees from investment
banks and advisors, which can be crucial for a currently cash-burning company.

Netscape's IPO Funding Requirements
Netscape is a rapidly growing new company in a competitive landscape. For companies like Netscape
it is crucial to have available capital in the growing phase to take investment projects, increase R&D
and meet obligations. Before the IPO, Netscape needs to know how much money they need to gain. In
June 1995, Netscape had a total of $26m in liabilities and $128’000 in interest expenses. The $15m
deferred revenues among the liabilities do not constitute interest-bearing debt, thus contributing to the
observed low interest. We assume that Netscape would raise enough equity to cover their interest
obligations for the next five years, and that the interest expenses are unchanged, because it is not
common to issue new debt while you are issuing an IPO. In addition, companies usually don't pay
down their debt while having a negative net income. Based on these assumptions Netscape needs
1’280’000 to cover interest expenses. The capital raised in the IPO, should be able to cover the deficit
in the future estimated cash flows. We discount the FCF for the next five years and find that Netscape
needs to raise $38’825’000 to cover the negative cash flows. The underwriters of the IPO take a 7%
sale commission for all the shares sold to initial investors. The offering price of $28 with 5m shares
offered, gives a fee of $9m. Based on these calculations Netscape has to raise approximately $49m
from the IPO. This estimate appears justified given that the IPO with the original offering price was
anticipated to generate $49m.

Alternative Capital Sources Beyond Public Equity
There are other alternatives to raise capital outside the public equity markets. Netscape could use debt
financing, issue preferred stocks or seek investing from venture capital or private equity. Despite
Netscape's existing debt financing, additional capital could be sought through bank loans. The appeal
of bank financing lies in the ability to provide immediate capital infusion without necessitating
dilution of ownership. However, it is noteworthy that for a tech company like Netscape, reliant
primarily on intangible assets, the risk of financial distress is heightened. These characteristics of
intangible asset-heavy companies may render loans more costly due to increased perceived financial
risk. Netscape in its early growing phase, is poised for potential funding from venture capital firms
specializing in high-growth technology, with private equity companies also expressing interest. Both
VC and PE prefer equity stakes for funding, offering Netscape access to capital, strategic guidance,
and network opportunities. Considering funding outside equity markets, venture capital emerges as a
favorable option, given its specialization in early stage companies and typically lesser ownership stake
requirements compared to private equity

Revenue trajectory and key valuation indicators

The primary driver of value in the valuation model is the anticipated revenue growth. The modeled
growth rate decline is designed to reflect the standard progression of a company as it matures, where
the perpetual growth rate of 3.5% reflects the point at which the company reaches maturity. For the
purpose of our analysis and to accurately represent a full year’s revenue, we have chosen to double the
reported revenue in the income statement for 1995. The initial 1995 growth rate is set slightly above
Microsoft’s first-year post-IPO growth of 75% in 1986-87. This is attributed to the significant increase
in global internet users from 1986 to 1995 and as well as realising more cost efficiencies in the
maturing face of Netscape. Netscape requires a 48% annual growth from 1995 to 2005 to justify its
$28 per share offering price, indicating a 11% underpricing compared to our $31.75 valuation. The
WACC of 11,56% is used as a discount rate to match the consistency with the cashflows to all
investors and reflects the risk associated with a company’s operations and investments. We have
chosen to use an adjusted beta of 1.239 from Bloomberg. Here, we have chosen to base our analysis
on Microsoft's (MSFT) beta, considering the similar business model and similar products, from the
time they went public in 1987 until the year Netscape was listed on the stock exchange in 1995.
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