|ghter norms
may rein in wild
HNI bets in IPOs

Earmarking a third of the NI portion for small-ticket
investors can help democratise allotments, say experts
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he Securities and

I Exchange Board of

; India’s (Sebi's) diktat to
reserve a third of the portion
for non-institutional investors
(NII) for bids that fall between
%2 lakh and %1 million may help
democratise the way shares are

bid for in this category during :

initial public offerings (IPOs),
according to experts.

Until now, those bidding in
the NII category with a lower
value typically lost out to those
who placed high-value bids of
%20crore-X50 crore. This was
especially the case when the
grey market premium for an
IPO was high and the issue was
expected tolist at a sizable pre-
mium. The one-third reserva-
tion means that NIIs bidding
for amounts lower than 31 mil-
lion will have a much higher
chance of getting allotment
now. This also means that the
total amount that can be bid in
the HNI category may reduce.

The allotment dynamics
will change and become the
same as that for retail inves-
tors. According to the new
norms, the allotment of secur-
ities for the NII category will
be on "draw of lots" in order to
allot minimum application
size to applicants in case of
oversubscription. The balance
allotment will be done on a
proportionate basis.

“Earlier if an IPO was over-
subscribed 100 times than
meant, one would get a hun-
dredth of the application size.
The interest cost was then
added to the issue price and
HNIs invested based -on how
much the grey market premia
exceeded this price. Now those
calculations might not work
and there could be a negative
impact on the funding side.
This seems to be one of the
objectives of Sebi as investors
have been blindly investing in
IPOs purely for listing gains,”
said Pranjal Srivastava, partner
(ECM), Centrum Capital.

The regulator's diktat --
along with another recent one
from the Reserve Bank of India
restricting non-banking finan-
cial companies from lending
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IPOs THAT SAW OST SUBSCRIPTION BY HNIs

25 of 63 offerings got subscribed over100 times
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more thanz3l crore to IPO inves-
tors from April 1 — is expected
to curtail speculative borrow-
ing and adversely impact sub-
scription levels, putting alid on
the frenzied bidding process
during IPOs.

“This Sebi norm will only
have aminimal impact on sub-
scription levels in the NII cat-
egory. What will truly hit HNI
subscriptions, howevet, is the
RBI rule restricting NBFCs
from lending more than 1
crore to borrowers wanting to
invest in IPOs from April 1,”
said Pranav Haldea, managing
director, PRIME Database.

"There shall be a ceiling of
X1 crore per borrower for
financing subscription to
initial public offering (IPO).
NBFCs can fix more conser-
vative limits,” the RBI notifica-
tion in October last year stated.

According to Haldea, the
new norms are a step in the
right direction and shall lead
to better price discovery and
reduce volatility on listing day.
“Most HNIs invest only for list-
ing gains and this leads to sell- -
ing pressure on the day of list-
ing,” he said. :

Two of five IPOs last year :
saw its NII portion getting sub-
scribed more than 100 times.
Six of these firms listed with :
gains of over 100 per cent, while
another sixended with gainsof
over 50 per cent on Day One.

IPO financing is a lucrative
business for NBFCs as the lend-
ing period is for a short dur-
ation of 7-10 days. The funding
demand and interest rates
charged (6-10 per cent per
annum) largely depend on the
subscription figures that build
up during the course of an IPO.




