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I needs to overhaul IPO norms and bring them up to current times and market practices

at, which is the spirit of the regulation.
In the recently concluded blockbus-

ter Bajaj Housing IPO, where the sale
was about 10%, parent Bajaj Finance
sold 93 cr shares at no a piece. The low
float and get-rich-quick greed of inves-
tors led to doubling of its price at list-
ing. Within a few days, even Bajaj Fin-
ance couldn't resist the temptation to
.sell. It sold 42cr shares in the market to
raise about nk cr;more than whatitra-
ised in the IPo.

Yet another aspect of IPO rules
that's strange is the quota system - in-
stitutional, individual, HNIs. This was
born at the turn of the century when
the regulator. decided to 'protect' mid-
dle-class investors when offer docume-
nts were half-baked and stock exchan-
ges weren't even disseminating earn-
ings through websites.

When the governing principle behi-
nd the market is democratisation, sho-

J uld there be a stratification of invest-
ors - institutional, individual, HNIs?
Institutional money is, after all, from
individuals. How can losing money th-

ago, some argued that the Indian mar- rough an institution be justified when
ket is shallow and can't absorb such a the same can't be for individuals?
huge sale. Furthermore, itwaspeddled ' Sebi's IPO rules are nearly 20 years I
that those which could command a val- old.Muchhashappened I
uation of $1bn need to sell !
only 10%.Both reasons we- When the covernlnl
refallacious. principle behind the market

Bajaj Housing Finance Is democratisation, should
received bids for ~.2lakh there be a stratification of
crlastmonth.CoalIndiain investors - institutional,
2010got ~.3lakh cr for its individual, HNls?
IPO. Only an ignoramus
would believe that Indians don't have
an appetite for bigsharesales. Since the
billion-dollar valuation argument, the
rupee has lost value by nearly half. As-
suming the same reasoning holds, the
minimum valuation should be <8,200cr
for a 10% float. Primary market rules
make it easier to create artificial dem-
and forthe stock with much of the sha-
res sold being locked in for a month,
even for six months in some cases.

If one considers anchor allocation
that can't be soldforas many as 90days,
pre-IPO placements that can't be sold
for a year; and the ultra-HNIs who are
advised byftmders to hold on, the actu-
al float on debut could be as low as 3%
of the company, instead of the 25% flo-

Stop·Bein

he listing of Hyundai Motor
Co'sIndiaunitnextweek,re-
versingthetrendof global fir-
ms pulling out of domestic
stock exchanges, is set to cre-

ate history. It's no surprise that Hyun-
dai is receiving investor attention in a
market humming with activity as sav-
ers chase stocks as if there isnotomor-
row. Fledgling companies with not
much to show by way of profitability
are getting valuations thatwouldmake
sellers anywhere in the world salivate.

India's 64major IPOs raised as much
as $9.8 bn. That's more than a third of
the $28.4bn raised in the Asia-Pacific
region, going by Reuters-Prime Data-
base data.

Hyundai is being priced to yield a
valuatlonashighasrt.slakhcrtszebn),
Its market cap in South Korea isabout
$40 bn. If Hyundai's market cap ends
up at $18-20billion, the value of the In-
dian entity would represent 45-50% of .
its consolidated market cap, according
to Nomura Securities. This iswhenHy-
undai Motor India's earnings contri-
bution to parent has declined to half of
what it was in 2019.

All this makes ittemptingtoconclu-
de that everything is hunky-dory But
what are the chances of somethingdis-
tortingthe markets, especially prim,
arymarkets?

The rules governing
IPOs are skewed in fav-
our of steep valuations
helping sellers - prom-
oters and PE ftmds.
The strength of any
market - primary.
or secondary - isits dep-
th, or the liquidity that
de~~~~es whether the
pr~overy is fair and

Easy with your mountains. moles

areasonable outcome of market forces.
The government of the day decided
thatatleast25 % of a company's shares

_must be with public to be traded on the
stock exchange.

Sebialso mandates this for all listed
companies. Butit's twisted when it com-
es to IPOs, where listing could be done
withjustalO% saleorevenless. The rea-
soning behind regulations between list-
ed companies and those headed to mar-
kets are inconsistent, even oontradictory.

Economics 101tells us that supply-
demand determines price. What wou-
ld be the price of a stock when the pro-
moter or a PE sold 25% in an IPO ins-
tead of the restricted 10%? Obviously;

the sale price willhave to be far low-
erthan what it is.

When GoI proposed a
.25% fl?at about 15 years

Rules covetnlng
IPOs are skewed

in favour of
steep valuations
helping sellers .;

promoters and
PE funds

inlndian markets since. The regulator
has been active in investor protection
in many segments - be it derivatives
market ormutualfund investments, or
choosing AIFs. But IPO rules remain a
neglected area.

Retail individual investors are sta-
cked up against sophisticated PE inv-
estors, and opportunistic investment
banks. Restrictive rules are leading to
the transferof savings of the common
man to the superrich. Scrappingof the
quota system and lifting the minimum
IPO float mandatory for listing to 25%
will go a long way to improve returns
for retail investors.
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