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HOW TO SPOT A
WINNING STARTUP IPO

As a flood of new listings burns small investors, we investigate the overlooked metrics
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Imagineyou run a small business. Like
most small businesses, it is a strenu-
ouslyuphill climb. Finding customers
requires back-breaking effort, raw
material prices often shoot up unex-

pectedly, new competitors enter the mar-
ket regularly, and every once in awhile, the
local policeman or municipal officialdrops
by to enquire about your good health. You
finally get to experience first-hand the gut-
wrenching gap between rosy Excel sheet
projections and the grim realities of run-
ning abusiness in India. Anyways, hope is
the most potent aphrodisiac and you sol-
dieron.

One fine day, some investors land up at
your doorstep and gush about the good
things they are hearing about the market,
the runway for growth, the buzz around
your business, etc., and request you to sell
apart stake in your company to them. You
are free to name any price. After you man-
age to hide your smile, what will be the
price that you quote them? More impor-
tantly, when you name that number, whose
upside will you really be trying to maxi-
mize-yours or theirs?

This is a classic example of what eco-
nomic theorists call 'informational asym-
metry: or a situation where one party (the
seller in this case)knows far more than the
buyer and therefore holds a decisive upper
hand from the very start.

While most transactions contain some
imbalance of information ,nowhere is this
gap wider than in initial public offering
(IPO)investing. Which iswhy many astute
investors refuse to come anywhere near
such offerings.

Warren Buffett has famously stayed
away from IPOs. The only time he person-
ally participated in a new listing was when
he purchased some shares ofFord Motor
during its IPO way back in 1956.Berkshire ....... --"= ........ _._ .-. ----'
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The IPO ticked all the right
boxes. Growwcame to the pri-
mary market as India's largest
broker as well as the largest
retail investment platform with
12.6 million active National
Stock Exchange clients, asof30
June. It is also one of the fore-
most platforms for mutual
funds distribution. A consoli-
dated topline oH4,061 crore
and profit oHI,824 crore for
FY25 underlines its solid finan-
cial health.

The stock listed with a 12%
premium on 12November, and
soared more than 90% from the
IPO price in the next four ses-
sions. This gave it a market cap
of '{I trillion, pushing its PIE
ratio beyond 50, while its peers
like Motilal Oswal, Nuvama
Wealth and AngelOne were
trading at roughly half that
multiple.

Now only two scenarios are
possible in this case. Either the
entire sector re-rates, or
Groww's shareholders learn a
very painful lesson in mean
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One of this year's most anticipated startup IPOs was that of
Lenskart.

reversion. No prizes for guess-
ing which way it went. The
stock tanked over 15%in the
next two days.

MINDSETCHANGEsohow should one navigate
therninefield ofIPO invest-

ingwhere even fundamentally
strong businesses can get ham-
mered?

Experts say the first thing
serious investors should do is to
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get out of the rnindset of chas-
ing listing day gains based on
the grey market premium.

"Retail investors should not
blindly follow the grey market
premium as it can be mislead-
ing and does not necessarily
indicate strong fundamentals
and valuations. What matters
far more is clarity on the busi-
ness's defined competitive
edge, revenue traction, along
with sustainable economic
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to profitability, ratherthanjust
rapid top-line growth. Needless
to say, IPOvaluation remains a
key filter," Master Capital Servi-
ces' Singh said.

Not just that, it is important
to realise that investing in
startup IPOs requires far more
careful scrutiny than tradi-
tional businesses.

"Given strong issuance
momentum, investors should
consider selective participation

, ,inhigh-qualityIPOs(withsolid
business models, growth visi-
bility, sensible pricing) rather

MINT than broadly chasing every
issue. IPOs can serve as tactical!
strategic add-ons but should

. not dominate core holdings,
which rely on the broadermar-
ket/regime," WaterfieldAdvis-
ors' Rajaraman added.

In other words, ifexecution,
management quality and sensi-
blevaluationsare what make an
IPO successful, then patience,
discipline and the ability to
look beyond the noise are the
building blocks of a successful
investor .
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