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Mumbai: As investment bankers
and fund managers were preparing
to open the champagne bottle after a
bumper year for mmal pubhc offe
rings, the Sec &

happenmgs in the primary equity
markets with measures that appear
to have sapped the enthusiasm oftho-
se expecting the party

to continue well into
2022. “Approprlate
pricing of the issue is
acrucialaspect,” Tyagisaid atthe an-
nual summit of the Association of In-
vestment Bankers titled Indian Capi-
tal Market - A Leap Ahead. “A proper
balancing act between the issuers’
aspirationsand investors’ interestsis
required. The merchant bankers ne-
ed toengage with a wider setof poten-
tial investors.”

While this speech rang alarm bells,
thebelief wasthatit wasmoreanoral
warning from the referee than a boo-
king for a serious foul play. But what
followed was actually a red card for a
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practice that was consigned to the
dustblns of capltal market hlstory

IPO for acqulsmons and corporate
purposes where the takeover target
is not final. There are new restric-
tions on how much an existing hol-
der cansell intheIPO. Furthermore,
ite tends the lock-in period for an-

1ator hasn’ tdlrectly touched pricing
or valuations, but various other
things that determine them.

These follow a re-
cord year for IPOs.
About 63 companies
raised 31.181akh crore
through the mainboard this year; up
four-and-a-half times from Rs26,613
crore through 15 IPOs a year earlier;
and double of the previous best i
2017, data from Prime Database sho

The Sebi chairman said the
“growth in the primary market is
accompanied by various challenges
including in the form of non-tradi-
tional business models of issuers,
disclosure requirements for new-
age technology companies and va-
luation-related apprehensions”.

While the worries may be justified

from a regulatory point of view; it
has backpedalled in history to add-
ress these issues when it could have
prevented he =

To be sure, the Indlan primary mar-
ket is more transparent than many
advanced markets. That the book bu-
ilding mechanism is open is itself a

-testimony to that. It came up with an

importantrule in June 2010 that man-
dated at least 25% public float for.any
company to be listed on stock ex-

changes. That wastoensurethereare -

enough shares in the market for bet-
ter pricediscovery:

Jeyel if 25% issold?2

If today chairman Tyagi is worried -
about IPO valuations, the blame lies
at the door of the Sebi itself for dilu-
ting the minimum float for compani-
es with a potential market value of
4,000 crore and providing many ex-
emptions undermining the spirit of
1ts ownhstlngrules Itcompoundedlt

restrlcted the supply that automatl-
cally pumps up valuations. Would the
market value a company at the sar

the lock-in for anchor
investors and a big chunk to institu-
ions that have good relationships
ith investment bankers. Both re-
duce the float at listing, making Just
less than 5% of the company ava1

lable for trading.

To address the market imbalances
created by its own actions, the Sebi
has come up with new measures that
could only compound the problemsd

back to merit-based ones, i
nally or unintentionally:

For a generation of investment ban-
kers and investors who grew up igno-
rantof the Controller of Capltal Issu-

the pricing of public issues, it controls many levers that determlne price

“es (CCI), it’s back to school.

" The latest move is nothing short of
a throwback to the days of the CCI
that decided the price at which sha-
res are sold in an IPO and the quan-
tum of the funds to be raised based
on the'project proposal. {

Those were the days when mutual
funds did not exist. There were no fo-
eign institutional investors either. It
was difficult to trace companies in
the address mentioned or many just
peddled lies about joint ventures and
technical collaborations.

Today, the IPO market is not occu-
pied by just the greedy ill-informed
middle-class Indians of the 80s and
90s. BlackRock, Canadian pension
funds, and Fidelity are investing.
Sebi with its new rules has implied
that it has a better handle on stock
valuations than a BlackRock or Fi-
delity or a manager from ICICI Pru-
dentla.l or HDFC M 2

inimum float of 25% at the time of
IPO could be a bettertool to safeguarg
investor welfare than tinkering
morerules.

erdoesn twantto go backto thedays
of CCI. The Sebi isn't decidingthe pri-
cing of TPQs, but controls many le-
vers that determine it.



