By Babar Zaidi

inancial year 2021-22 was the
best of times for the capital
markets, with 51 IPOsraisinga
record-breaking¥1,20,670 crore.
But it was also the worst of times,
with a massive erosion in some of these
stocks. While 32 of the newly listed stock;
added roughly 34,327 crore to investors
wealth, 19 of them fell below the issue price
and wiped out 324,582 crore. Net of the
losses, the enormous money raised during
the year added less than 310,000 crore to
shareholder wealth (see tables).

The year also witnessed the 18,300 crore
Paytm IPO, the biggest issue in the history
of Indian capital markets. But it also saw
the biggest wealth destruction when Paytm
shares crashed 75% from the issue price,
eroding almost ¥14,000 crore of investor
wealth. “A 5-10% drop in stock price after
theIPOisnormal, buta75% drop from is-
sue price is unpardonable. The promoters
and merchant bankers of the issue must
be held accountable for this massive ero-

sion in investor wealth,” contends V.K.
Vijayakumar, Chief Investment Strategist
at Geojit Financial Services.

ET Wealth reached out to experts to know
whatlessons can IPO investors draw from
2021-22. Here are a few learnings that could
possibly help avoid costly mistakes.

" #1 Check the fundamentals

Though the Paytm IPO was overpriced,
some of the blame for the debacle also lies
with investors who missed the obvious red
flags. The company had no clear competi-
tive advantage, and several analysts had
pointed this out clearly. “Paytm’s business
model does not clearly showcase where the
growth is going to come from and whether
such growth can lead to profitability,” says
Vidya Bala, Co-Founder of research and
advisory firm Prime Investor. “Paytm
came to the market with ginormous valua-
tions without any sign of profitability and
havingnosignificant moat. Its lack of clear
focus and the execution risk in building
afinancial ecosystem added to the pes-
simism,” says Yesha Shah, Head of Equity
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Lessons for investors from a record
breaking year for the primary markets.
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e Biggest Value Creators of 2021-22....
32 stocks trading above their issue price have added ¥34,327 Crore to investor wealth.
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case of Paytm. Companies like Swiggy and
Zomato, though still inlosses, have clearer
paths to profitability,” says Vijayakumar.

#3 Where is the money going?

Itisalso important to check how the money

Many investors pour money into IPOs
looking for short-term listing gains. “The
objective of small investors entering IPOs




appears purely speculative. They are lookingto
make quick money, as evidenced by their interest
inthe grey market premium more than the com-
pany fundamentals,” says Bala.

Butlisting gains (and losses) are ephemeral
and itis the company’s fundamental that eventu-
ally hold up the price. Investors who gettaken
inby the FOMO factor and participate in the
feeding frenzy onlisting day, often see their in-
vestmentsend up in thered. In the pastfewyears

we have seen several stocks open ssignificantly
higher than their issue price, only tofall below
thatthreshold after realisation dawns (seetable).
Some stories have very bitter ends. Everonn
Systems gotlisted on August 2007 at %478,an
astounding 241% premium to the issue price of
%140. The stock isnow delisted.

There are also stocks which opened below the
issue price butrose because of the inherent value
inthe company and a clear path to profitability.

- Don't get swayed by listing gains
These shares had a spectacular listing but later gave up the gains.
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Stocks with solid fundamentals bounce back

These shares listed below the issue price but later rose to create wealth,
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Listing gains are not very common
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Asolid example is L&T Infotech,
which listed at 698, 2% below its is-
sue price 0f 2710 in 2016, but is now up
800% above thatlevel (see table).

#5 Look elsewhere too
Forall thehype surrounding IPOs,
the opportunity they offer is quite
limited. Welooked up the returns of
the 543 stocks that got listed in the
past10yearsand found that only
205 of them were still being traded.
Nearly 62% had either got delisted,
vanished or merged with other
companies. Even the returns were
not very spectacular. Only 29 stocks
had given 50-100%, 34 stocks were up
100-300% and 15 stocks were up more
than 300% (seegraphic). An investor
hastobe very lucky to be able to spot
these 78 scrips from among 543 IPOs.
Accordingto another study by
PrimeInvestor, of the 118 compa-
nies thatraised money in 2007-8,
only 43havedelivered returnsto
shareholders till date. “Going by
these numbers, it seems investors
haveno advantage goingfor IPOs for
long-term investing. They are better
offresearchingexisting stocks that
have sufficient published track re-
cords,” says Bala.
Ontheotherhand, thereare
plenty of opportunities for wealth
creation in the secondary market.
“Investingin the secondary market
isbetter because the stocks are bet-
terresearched. Companies and their
managements have alonger track
record and there are enough metrics

_toassess and benchmark the stocks,”
.agrees Vijayakumar. Indeed, many

ofthe multibaggers that have created
wealth in the past 10-15 years did not

.shootuponlistingday. In fact, scrips
" like Infosys, Asian Paints, Reliance

Industries, HDFC Bank and Kotak
Bankremained reasonably priced

for years before becoming the

bluechips they are today. The new-
estexample is Tata Elxsi, which has
shotup1,000% in the pasttwo years
after remaininglow for years.

How can one spot multibaggers
béfore they become multibagger?
Every year, ET Wealth peeks into the
portfolios of mutual funds to know
which stocks the smartest investors
of Dalal Street are betting on. Our
annual Most Wanted Stocks study
identifies stocks that mutual fund
managers were most bullish on in
the year. Our Pick of the Week sec-
tion (see page 21) features the stocks
that brokerages and equity analysts
arebullish on. In the pasteight
years, we have identified many such
multibaggers (seetable).

#6 Be willing to review

- Lastly, beready to change your out-

look ifthe situation changes on the

- ground. Many brokerages changed

their views on Paytm after the IPO
came out. “The mood changed after
the promoter said the profitability
wasnot our focus. The market did
not take kindly to the statement,”
says Bolinjkar of Ventura Securities.
“Investor sentiment also soured
after RBI proposed digital payments
regulations which could cap Paytm’s
wallet charges. The ban on Paytm
Payments Bank, the group’s most
profitable company, from acquiring
new customers dampened its aspira-
tions of obtaininga SFBlicense,”
says Shah of Samco Securities. ~
Asaninvestor, you should be will-
ingtorevisit your thesis if thingsdo
notgoas expected “There’sno point
holdingonto 1oslng stocks ifthe situ-
ation has changed for the scrips. It
isbetterto cut yourlosses and exita
losing scriptrather than hold on to it,
inan environment where the origi-
nalnarrative for growth potential
standsaltered,” advises Bala.

Multibaggers from secondary market

These 15 stocks recommended by ET Wealth created enormous wealth.
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