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What is an IPO? RBSA
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= |nvolves first time issue of equity shares in Al o
<~/ need -
primary market g CAPITAL) -
/ L Y
</

= Securities Exchange Board of India (SEBI) is the /
regulator for IPOs in India SET
 \PRICING

=  Generally used for raising fresh Equity Capital for

Business Expansion

= May also be used for offering exit to existing

owners

= Convenient mechanism to raise risk capital

through public source



Performance of IPOs

=  Proportion of underperforming IPOs higher than those gaining IPOs
= Underperforming IPOs represent more than 60% of the total issues

=  Maximum number of Underperforming IPOs were during 2010 & 2011

No. of IPOs Under

No. of IPOs Gainingin

Year Total No. of IPOs Market Price performing in Market

Price

FY 2010 77 18 59

FY 2011 52 12 40

FY 2012 29 14 15

FY 2013 37 16 21

FY 2014 47 78 19

FY 2015 31 16 15

Total 273 104 169

Source: NSE and BSE

Note: Gain or loss has been calculated based on the issue price compared with the share price as of July 2016
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Performance of IPOs
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Positive correlation
between market

optimism and largest
number of loosing
IPOs during 2010 &
2011

Fresh issues sharply
cut down during the
severe correction of
2012 & 2013

IPOs more reasonably
priced in 2014 &
2015, success rate had
improved
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Quantum of Wealth destroyed by loosing IPOs

Loss to Investors’ Wealth
(INR in Crores)

No. of underperforming IPOs

FY 2010 59 22,436
FY 2011 40 6,323
FY 2012 15 2,271
FY 2013 21 660

FY 2014 19 472

FY 2015 15 1,420
Total 169 33,582

Source: NSE and BSE

Note: Loss has been calculated as a difference between the issue price and the market price as of July 2016 multiplied with the
issue size

More than 85% of the total loss suffered in 2010-2011 where the market was having bullish period.
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Non Traded IPOs as on July 2016

There are several IPO raised during past 5 years which are no longer traded, resulting in complete destruction of
shareholders wealth.

Loss to Investor Wealth

Year Total No. of IPOs Non-Traded IPOs (No.) (INRin Crores)
FY 2010 77 4 413
FY 2011 52 8 682
FY 2012 29 4 99
FY 2013 37 10 390
FY 2014 47 6 277
FY 2015 31 3 84
Total 273 35 1,945

Note: Loss has been calculated as the total size of the IPO. Current market price assumed to be zero, as stock no longer traded

= 35 of the total IPOs since 2010, no longer traded on stock exchanges
= Represents more than 12% of the total IPOs since 2010
=  Maximum loss was suffered in 2010-2011 where the market was having bullish period.




Performance of IPOs

BSE-IPO index has underperformed both the BSE-30 and BSE-200 indices ever since this index was
launched in 2004

Rs 100 invested is now worth...

IPOs underperform, even in the long-term
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Top Ten Under performing IPOs

Security Name

Tecpro Systems Limited

Pradip Overseas Limited
C. Mahendra Exports Limited
ARSS Infrastructure Limited
Paramount Print packaging Limited

VKS Projects Limited
Shree Ganesh Jewellery Limited

Sea TV Network Limited
Bedmutha Industries Limited

Parabolic Drugs Ltd

*IPOs from 2010 to 2015
Source : BSE and NSE

Year of
IPO

2010
2010
2011
2010
2011
2012

2010

2010
2010
2010

Offer Price

355.00
110.00

110.00
450.00
35.00
60.00

260.00

100.00
102.00
85.00

Industry

Infrastructure
Textile
Diamond Cutting & Jewellery
Infrastructure
Paper & Packaging

Infrastructure
Diamond Cutting & Jewellery

Media
Metals & Mining

Pharma

=  Almost all the underperforming stocks were issued in 2010 & 2011

= Higher share of Infra, precious metal & textile companies among worst performers

RBSA

% loss in Market Cap

-99%
-98%
-97%
-96%
-96%
-95%
-95%
-94%
-93%
-93%

= |nvestors were willing to bet on any new issue during market euphoria of 2010-2011
=  The above excludes Non-Traded IPOs
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Top Ten Best performing IPOs

Security Name

Esteem Bio Organic Food Processing Ltd

Eco Friendly Food Processing Park Limited

Kushal Tradelink Limited
Gallant Ispat Limited
Suyog Telematics Limited

Sunstar Reality Development Limited

National Buildings Construction Corporation
Limited

Tiger Logistics (INDIA) Limited
Ultacab (INDIA)Limited

*1pOs from 2b4ilignbgodwords Limited
Source : BSE and NSE

Year of IPO

2013

2012

2013
2010
2014
2013

2012

2013
2014

2010

Offer Price

25.00

25.00

35.00
50.00
25.00
20.00

106.00

66.00
36.00

145.00

=  Year 2010 & 2011 produced only 2 top performing IPOs
= Those years were the period of high market optimism
= Low capital intensive companies (food processing, packaging) creating maximum IPO gainers

Industry

Food Processing &
Agro

Food Processing &
Agro

Paper & Packaging
Metals & Mining
Infrastructure

Infrastructure
Infrastructure
Misc

Infrastructure

Food Processing &
Agro
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% Gain in Market Cap

2403%

2327%

1820%
1451%
1113%
1096%

920%

714%
470%

430%
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Euphoric growth projections resulting in high profit estimates getting discounted at even higher PE ratio

= Little or no knowledge about the company and its future prospects — on the part of investors

= |nvestor’s sole objective being short term gains and immediate gratification

= Government keen on making the most out of potential disinvestment targets

= Lack of accountability of the Promoters; as business expansion plans are based on futuristic assumptions

= Conflict of interest for merchant bankers — their fees is generally determined as a % of the issue size

= Merchant bankers, promoters & other stakeholders acting unethically —in rare occasions

It’s Probably Overpriced (IPO)
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= |nvestors need to research and evaluate each potential IPO on its own merits

= Euphoric market conditions are probably times to be more cautious rather than being optimistic
= Contrarian behavior have saved billions for market savvy investors

= Quality of promoter is of great essence in deciding whether to bid for an IPO or not

=  Promoter integrity is a “not-negotiable”, irrespective how attractive an IPO is priced

= Non-institutional investors well advised to take expert opinion before investing

It’s almost a mathematical impossibility to imagine that, out of the thousands of
things for sale on a given day, the most attractively priced is the one being sold by a
knowledgeable seller (company insiders) to a less-knowledgeable buyer (investors).

- Warren Buffet
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