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00 O If a firm needs funds from an external source, it can approach an investmentbanker to discuss an
underwriting. The term underwriting refers to the process ofselling new securities. In an underwriting the firm that
is selling the securities, andnot the firm that is issuing the shares, bears the risk associated with the sale.
Theinvestment banker buys the securities with the intention of reselling them. If it fails tosell the securities, the
investment banker must still pay the agreed-upon sum tothe firm at the time of the offering [ i.e., the sale(] of the
securities. Failure to sell thesecurities imposes losses on the underwriter, who must remit funds for securitiesthat
have not been sold.[J [0 The firm in need of financing and the investment banker discuss the amount offunds
needed, the type of security to be issued, the price and any special featuresof the security, and the cost to the firm of
issuing the securities. All these factorsare negotiated by the firm seeking capital and the investment banker. If
mutuallyacceptable terms are reached, the investment banker will be the intermediarythrough which the securities
are sold by the firm to the general public.[] [J Because an underwriting starts with a particular brokerage firm that
manages theunderwriting, that firm is called the originating house. The originating house neednot be a single firm if
the negotiation involves several investment bankers. In thiscase, several firms can jointly underwrite and sell the
securities to the general public.OJ [ The originating house does not usually sell all the securities by itself butinstead
forms a syndicate to market them. The syndicate is a group of brokeragehouses that join together to underwrite a
specific sale of securities. The membersof the syndicate may bring in additional brokerage firms to help distribute
thesecurities. The firm that manages the sale is frequently referred to as the lead under-writer. It is the lead
underwriter that allocates the specific number of securitieseach member of the syndicate is responsible for selling.
In the YahooUJ

illustration,17 additional firms joined the three lead underwriters to sell the securities.[] [ The use of a syndicate
has several advantages. First, the syndicate may haveaccess to more potential buyers for the securities. Second, by
using a syndicate thenumber of securities that each brokerage firm must sell is reduced. The increase inthe number
of potential customers and the decrease in the amount that each bro-ker must sell increases the probability that the
entire issue of securities will besold. Thus, syndication makes possible both the sale of a large offering of securi-ties
and a reduction in the risk borne by each member.00 O O O
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