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Assess your risk appetite
before investing in5MB IPOs
SANJAY KUMAR SINGH"
KAImIIK JEROME

Initial publlcorrerl~(IPOS)or
smalland medium enterprises
(SMEs) haveshownresilience
even as themalnboan11PO
market remains subdued. Twelve
SMElPQswere liSled in May.
compared withsevm.inApriJ.

UnderstandingSMElPOs
TheseIPOslisronSME platforms
such ns (he National stoek
EXchange-INSEI Bmerge and BSE
SME. Theirpos",issuepaid'up
capiIallscapped ar~2Scmre.

"TheyundelgOelCChai1ge
scnninyandhavemarkermakers
tosuppon OOsicposr·1isting
liquidity: saysTriVESh D. chlef
operating officer, Trndejmi.

SMEIPOsaredirreremfrom
mainboan11POS. "Therusually
havethinner post'listi~
I1qujdicy. highervolaJilicy. and
relatively Io~analystarulinsri-
turional coverage," says Pranav
Baldea, managing director;
PRLME Darabase Group.

-Application sizes and trading
lotsizes are larger man in main-
board lPOs,so mvestorsmay
havemblockmore funds:' adds
Jyoti PJakash Gadia, managing

director, Resnrgent India.

Longgrowthmnwny
SMEIPOsallowillvestorscoback
small businesses Ilt an early stage
of growth. -Many SMEsopemte
in niche ludusrrieswithstrollg
expallSion potential. which can
crearedleposslbJl1ryofhigher
returns than esrabllshed COIIr
panles," says Piyush Jhunjhun-
wala. founder&chiefexectltive
officer. Stockify.Asuccessful
SME may evenrually IIIigrare to
the mainboard. "This adds
anomer legofvalualion for a
successful SME.- says Shouraya
Khadgawtlc.lead Strategist.
equities, CentricityWealthTech.

Jhunihunwala adds mar
smaJlerissuesizes and strongsub-
scriptiondemand create the
possibllltyofshort-termgains.

.Know their weaknesses
SMEIPOs come with rheirown
share of weaknesses .and risks.
"11lese oompa niesare smaller.
lessestabllsbed and more
vulnerable to economic
changes," saysJhunjhunwaJa.

Many haveerrntic cashflows
and thin margins, Ifbusiness fun-
damentalsweaken, they may start
making losses. "lIusinessconcen'

rratlon iscommon, so tile loss or
even one cliem ~111marerially
hun earnings," soysTrivesh.

corporategovernance needs
eioseserutlny "Sebl hascau-
tioned investors about prornoters
presenting an u nreallstlc picture
ofopemrlons; says Gndia.

These promoter-driven busl-
nessessornerlmes have weak
inrernal COntrols and 10\\1trans-
parency. "Relot«!-Pany rransac-
.lonsand O)ggresslveaccollnting
practlcescan pose rtsks," say!!
VmJt )3olinj~r, hend orresearch,
ventura, Ma,nyofthem could be
priced aggressively during bullish
markets, "ThesubsequentooITe<>
non can be sl1al,?and durnble."
snysKhadgllwat.

Be wary ofUquldity risk
Low IiCjLlidlty lsamcng the biggest
~inSME im~sting,Their
shares may have thlll pose- listing
rradlngvolumes. ""ThIs can lead to
sharp price swings du ring volatile

Key numbers
.258 SME IPO, have listed

over the past12 months
.154 or 59.7% provided

listing gains
.19 or 7.4% were flat
.85 or 32.9% listed at a losS
• While Ifsting gains were as

high as 90%. listing 10!\S
was up to 100%

• Currently. 45% are trading at
a gain since tisting, 1.1% are
flat. 53.9% are making a loss

• GaJnssin(e listing range
from a high of 632.4%
to a low of ·83.1%
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market conditions," sllysPoOla
Gllosh,execulivedll'ecfor.
ESG.Risk.oi. "Thin rrading also
ralses lmpactcost 3J'ld makes It
diffiCult toexll a meaningflll posi.
[ion without moving theprice
sharply," says lOmdgawot.

Review finances
Examlne the company's fuinncial
performance revenuegrowth and
profitability, debi levels. pl'Ofil
margins, cash nows, working-
capital cycle, rerum 01' eqwty
(ROE), and rerum 011capital
etu played (ROCE).

Understand the finn's com-
peutlvaedge and scope forseal-
ab ility, The promoters' past
ventures and litigation history
must be reviewed. Get to know
how funds wUI be utllised. "lfrhe
lPO offer has a high offer-far-
sale CODIpOnCllT, ask wllY the
promoters are cash Ing out," says
Tlivesh. Cllrnparethecompany's
valuation with listed peel'S.
·EJ(cessive pricl ng cant ncrsase
downside risk,"says Bolinjkar.

Llstinggalnsdon't
cemeeasuy
SMEIPOsarrrnclrnorespecwamrs
than tong-term. investors. When
mostnllotteesrush tobook listing-
day gains. the stock may hit the
lower ciTCWt and freeze. Investors
expecting Instant profits may
face lossesora delayedexn,

Are they rlgbl for you?
SME TPOsare beuersuited to
informed itwestorswho eansrudy
financial statements, undersrand
business models. and rrackcorn-
panies, "Theyareforhivestors
Witha highrisk appetite," say'S
Ghosh. Investors nU1Stalso
have a long,horizon.


