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ABSTRACT

Indian economy has been in a boom in the recent 3 past with the GDP scaling new
heights of 9% and the economy growing at an incremental speed. This growth
instilled much confidence in investors of all kinds and attracted FDIs and [1ls too.
Indian Capital market has always becn extremely responsive 1o [POs Initial Public
Offerings by the companics. In the recent past. no company has given an PO
without a substantial premium. The study is done to analyze the performance of
these IPO stocks against the performance of NSE Nifty companies. The study is
done for a period of 4 years trom 20035-2009. The rationale behind choosing these 3
years 1s that the market has peaked to 6000 from 2700 during this period. The
analysis has been done using the Market Adjusted Abnormat Return. Data for the
analysis was taken from the NSE Website nseindia.com.  Share holding pattern
change may not be complete cause to price change performance of IPOs, but it has
some significant influence in to derive the price performance. Share holding impaci
was found in the low significance level. this study objective to understand the  sharc

holding patternt changes with the response of market in 1POs price
gp g |
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Chapter 1 z

1.1 Introduction:

The capital market is a place where the suppliers and users of capital meet Lo share one
another’s views, and where a balance is sought to be achieved among diverse market
participants. The securities decouple Individual acts of saving and investment over time., space
and entities and thus allow savings to occur without concomitant investment. Moreover. yield-
bearing securities makes present consumption more expensive relative to future consumption.
inducing people to save. The composition of savings changes with less of it being held in the
forttr of idle money or unproductive assets, primarily because more divisible and liquid assets are
available.

The capital market acts as a brake on channeling savings to low- vielding enterprises and
impels enterprises to focus on performance. 1t continuousiy monitors performance through
movements of share prices in the market and the threats of takeover. This improves efficiency of
resource utilization and thereby significantly increases returns on investment. As a result. savers
and investors are not constrained by their individual abilities. but (acilitated by the economy’s
capability to invest and save, which inevitably enhances savings and investment in the economy.
Thus, the capital market converts a given stock of investible resources into a larger flow oi goods
and services and augments cconomic growth. In fact. the literature is full of theoretical and
empirical studies that have established causal robust (statistically significant) two-way relation
between the developments in the securities market and cconomic growth The Indian capital
markets dates back to the 18th century when the securities of the East india Company were
traded in Mumbai and Kolkata. However. the orderly growth of the capital market began with
the setting up of The Stock Exchange, Bombay in July 1875 and Ahmadabad Stock Exchange in
1894 Eventually, 22 other Exchanges ‘0 various cities sprang up. Given the significance of
capital market and the need for the economy to grow at {he projected over 8 per cent per annum. -
the managers of the Indian economy have been assiduousiy promoting the capital market cs an
engine of growth 10 provide an alternative vet efficient means of resource mobilizatior. and

allocation

Further, the global financial environment s undergoing  unremitting transformation.

Geographical boundaries have disappeared. The days of insulated and isolated financial markets

1
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are history. The success of any capital market largely depends on its ability to align itselt with
the global order. To realize national aspirations and keep pace with the changing times. the
capital markets in India have gone through various stages of jiberalization, bringing aboul
fundamental and structural changes in the market design and operation, resulting in broader
investment choices, drastic reduction in transaction costs. and efticiency, transparency and safety
as also increased integration with the global markets. The opening up of the ecenomy for
‘vestment and trade, the dismantling of administered interest and exchange rates regimes and

setting up of sound regulatory institutions have enabled this.
Regulatory Efficacy

The capital markets in India were underdeveloped. opaque. dominated by a handful of
players, and concentrated in a few cities. Manipulation and unfair practices were perceived 10 be
widespread and rampant. prompting an overseas rescarcher to describe it as a “snake pit”. The
transformation of the Indian securities markets was initiated with the establishment of the
Securities and Exchange Board of India (SEB!) in 1989. initially as a informal body and in 1992
as a statutory autonomous regulator with the twin objectives of protecting the interests of the
investors and developing and regulating the securities markets over a period of time. SEBI has
been empowered to investigate, examine. visit company premises. summon records and persens
and" enquire and impose penalties commensurate with misconduct. The first ana foremost
challenge for the fledgling regulator was 1o create a regulatory and supervisory {ramework sor
the market, a job that proved formidable. because vested interests resisted every new step.
However, with the designing and notification of 32 regulations/guidelines (amended many times
over), during a decade and half of its existence. the apparatus steadily evolved and has come 10
grips with the situation.

SEBI has instituted a consultative process of framing regulations. All reports / concept papers
p'olicy proposals are posted on SEBI web site, for comments from market participants and the
public. The comments are compiled and considered betore finaiizing regulations. Even the draft
reéﬁlations are put on the website before notification for legal pundits to comment it the faw
. famed is in consonance with the spirit of initiatives. This has a profound impact not only in
terms of receiving valuable input and building public opinion before framing regulations /

2
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_0u1dehnes but also in improving the quality, acceptability and implement ability. SEBI has
formed 4 number of committees comprising of eminent experts and market practitioners to
support it in the design of reforms for different aspects of the markets. The regulator posts ail its
orders, including those delivered on appeals against its orders, on Its website. On request, it
provides informal guidance on payments of nominal fees and issues no action letter so that the
participants can seek clarity on any aspect and adopt appropriate business strategy in consonance
with the applicable regulations. SEBI has put time lines for performance of its various functions
like registration and renewal on the website. These measures work as a self- disciplining

mechanism within SEBI and provide full transparency to its functioning.
Primary Market

The primary market, which at one time was flooded with a number of issues floated by
dubious promoters. depriving gullible investors of their life-time savings has since been
transformed. The changes in this area have been epoch-making and include detailing of complete
profile of promoters, comprehensive disclosures, the existence of tangible assets and a track
record of profit as also reporting end uses of funds to the Company Board as a part ¢f corporate
governance, etc. Sometime back when the story of Google's IPO was being flaunted around the
world in various sections of media as one of the greatest innovations of recent times in raising
risk capital, the Financial Times. London. carried the following observation: “Tae World™s
Biggest Democracy can show Google how to conduct an online PO India you cannot apply on
the web but investors can access one of the world's largest linancial networks with 7000
terminals scattered around 350 cities. And every step of the book building process is public The
Indian svstem is a refreshing example of a transparent 1PO market but it is also a rare vae.
especially in the insider-friendly Asian markets.” All the [POs since the reforms started have
been a success and barring a few exceptions are trading at a premium over the issus price. the
regﬁlatory framework has been modified to provide options Lo Indian firms for raising resources
either domestically, or globally, or through both. This helps in price discovery and veducing the
cost of funds. A number of Indian firms have raised money through American Depositor
Reeeipts (ADR), Global Depository Receipts (GDR) and External Commercial Borrowings

(ECB). During 2005-06, a sum of Rs. 273 billion. as against Rs. 232.71 billion in 2003-04.
3
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and the amount raised was next only Hong Kong and way ahead of Japan. Korea & Singapore
through primary market. In fact, the corporate sector and governments (Centre and States)
together raised a total of Rs. 375 trilljon from the securities market during 2005. Thankfully. so
far, no major mishap has been noticed in the recent times.

The transition from being a private company to a public one is one of the most important events
in the life of a firm. It is also one of particular interest to institutional investors, and the transition
is facilitated through the initial public offering (1PO) process.

. The IPO provides a fresh source of capital that is critical to the growth of the firm and provides
the founder and other shareholders such as venture capitalists a liquid market for their shares.
From an institutional! investor's perspective, the [PO provides an opportunity o share in the
rewards of the growth of the firm.

When a firm issues equity to the public for the first time. it makes an initial public offering
consisting of two kinds of issues - the primary issue and the follow-on issue. In a primary. the
firm raises capital for itself by selling stock to the public, whercas in the follow on isslie, existing
large shareholders sell to the public a substantial number of shares they currently own.

It is a well documented fact that {POs tend to be generally under-priced. though some issues tend
to be overpriced. From the viewpoint of financial research. 1PQ under-pricing in the sense ol
abnormal short-term returns on IPOs has been found in nearlv every country in the world. This
suggests that [PO under-pricing may be the outcome of basic problems of information and
uncertainty in the [PO process, and is unlikely to be a figment of institutional pecutiarities ot any
one market.

Thete have also been various studies made to suggest the reasons for such under pricing.

From the investors’ point of view, this under-pricing appear to provide the sure and quick profit
that most dream about. Though first day return could vary. few of the issues tend -0 provide a
very high return over the first day.

it is also seen that for some of the issues. the first day return could also be negative. [t the
becomes inevitable for most investors to measure the performance of 1POs by the short term
(usually within one week of issue), as the general scheme 1s 10 buy the shares at a low inttal
of'f:éfillg price and sell it the next day when the price increases.

Pricing of the IPOs are done by the issuers with guidance from underwriters from investment

banks. There are various ways to price the stocks but what is commonly used now is & process
4
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called book building. It is basically a capital issuance process used in an Initial Pudlic Offer
which aids price and demand discovery. It is also a process used for marketing a public offer of
equity shares of a company. During the period for which the book for the PO is open. bids are
collected from investors at various prices. which are above or cqual 1o the tloor price, The
offer/issue price is then determined by the issuing company after the bid closing date based on
the various bids that have been collected. For a more detailed discussion of book building. ene
can visit any of the many stock exchanges. An example of the book building process can be seen
fram the National Stock Exchange. This Initial Public Offering can also be made through the
fixed price method or a combination of both book building and the fixed price method. There
have been various studies conducted on the price changes of the shares after prolonged periods
(six months to five years). These studies show that while the short-run performance of IPQOs s
often quite impressive, the long-run performance over the subsequent three to five years is not as
impgessive. Excluding the initial-day return, [POs tend to underpertorm.
~ The strength of India’s economy, stock market, corporate profits, energy sector and private
equity has fuelled IPOs in 2006 and 2007. India’s market raised US$7.23 billion through 78
iPOs in 2006. The private equity rush into india is creating the potential for many iPO exists.
After a big initial public offering season last year. some 130 companies are expected to raise up
0 $10 billion in new listings in 2007. White-hot economic growth. a raging bull market. and
boundless corporate ambitions have all driven a boom in initial public offerings in India in recent
years and 2007 is shaping up to be a big ycar with around 150 Indian companies expectec 10
raise some $10 billion in capital in share offerings at home and abroad. This is good news for the
pinstriped global investment banking set, who by the way raked in $413 million in underwriting
and consulting fees from India in 2006.'

India ranks seventh overall in the world. in the terms ol 1POs in the first half of 2607, with
" $4.6 billion collected from 46 deals. The Indian second hali performance is expected to be even
higher, based on the existing pipe-line of 18 [POs that are already slated to tap the markets and
raise $4.1 billion. Despite the focus on real estate and finance. India’s industrial sector varnered
the most IPO proceeds, with about $2.5 billion from nine issues.The last time the ‘ndian capital

market witnessed large mobilization of funds was in March

5
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7004. The amount raised in the last quarter of fiscal 2004 was around Rs20000 crore. This time
too, the sweepstakes of more than Rs50000 crore in a short span of six months is bringing the

. 2
same apprehensions.”

1.2 Statement of the Problem

h It is in the hope that the long term performance ol 1IPOs in developing economies can alse be
5 useful indicator to the potential investor that this study is to be undertaken. The purpose of this
paper is to examine the jong-run performance of IPOs in Indian stock market which was issued
during 2005-2006. The PO literature has shown that the 1PO issues and performance s based on
a cycle. In some years there are a large number of 1POs shile In some years. there are only a fow
[POs. When it is a vintage year with a large number of 1POs. most 1POs tend to do well on the
first day but tend to do poorly over a long term whereas in vears when there are only a tew 1POs.
the results tend to be mixed. The long run performance is likely to be affected while we include
I[POs from different time periods because the market movements in different market conditions
are likelv to be different. Total PO issues on 20035-2006 year was 49, here we have sample of 10
companies. The study mainly focuses on the long run performance of IPO issued in that period.
The reason for considering 2005-2006 periods for the research was high volatility. we can find
that during this period the NIFTY had reached the maximum of 6000 points and at ths same time
it collapsed up to 2700 afterwards so this period will give great understanding o 1PO’s
performance in bullish and bearish market scenarios.
" The strength of India’s economy, stock market, corporate profits. energy sector and private
e-quity has fuelled IPOs in 2006 and 2007. India’s market raised 1887.23 billion through 78
[POs in 2006. The private equity rush into India is creating the potential for many PO exists.
After a big initial public offering scason last year. some 130 companies are expected to raise
up to $10 billion in new listings in 2007. White-hot cconomic growth. a raging bull market. and

boundless corporate ambitions have all driven a boom in initial public offerings in Irndia i recent

I. www.investopedia.comfarticles.analvstfo 1432.asp

5 www.sebl.oov.com/hitspeech.htm

vears and 2007 is shaping up to be a big year with around 150 indian companies expected 10
6
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raise some $10 billion in capital in share offerings at home and abroad. This is good news for the
pinstriped global investment banking set. who by the way raked in $413 million in underwriting
and consulting fees from India in 2006,

India ranks seventh overall in the world, in the terms of 1POs in the first haif of 2007, with $4.6
billion collected from 46 deals. The Indian second half performance is expected 10 be even
higher, based on the existing pipe-line of 18 IPOs that are already slated to tap the markets and
raise $4.1 billion. Despite the focus on real estate and finance. India’s industrial sector garnered
the most IPO proceeds, with about $2.5 billion from nine issues.

The last time the Indian capital market witnessed large mobilization of funds was in March

2004. The amount raised in the last quarter of fiscal 2004 was around Rs20000 crore. This time
too, the sweepstakes of more than Rs50000 crore in a short span of six months is b-inging the

same apprehensions.

1.3 NEED FOR THE STUDY:

Indian primary market had a fot of potential opportunity: IPO of particular stocks had a very
godd performance while in short run but when it comes to the long runs there is not that much
réturn from the same stock.

This study is to test the short run and long run performance of the 1POs listed in the year 2003-
2006. By means of this study we can get an idea of whether 1PO are underpriced or over priced
in the market and investors can make use of this parity between true value and the market vaiue

in order to maximize their return.

1.4 Objectives:
e To analyze the [PO performance in long run and short run
e To evaluate individual stock return against index return {(NIFTY)

-

o To analyze the of share holding pattern changes and its impact in share price

7
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135 Limitations of the study:

Secondary data were used

In India, total issues were made in the vear 2005 was 106, but here taken only issucs
made through National Stock Exchange (NSE). for the uniformity comparison.

The study period was 4 years

Monthly reporting of share holing pattern were not available. so quarterly share holding
pattern were taken in to account

Banking companies were not included. in the sample selection because would be
diversified, due to reason [ have considered only other than the banking company [PO
issues

8
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Review of Literature:

Over the years, there have been numerous evidences which show that short-run under-
bricing and the long-run underperformance are the two main patlerns associated with 1POs.
Ritter analysed the performance of US IPOs issued from 1975 to 1984, He found that
[POs under performed a control sample of matching seasoned firms for a three-year
holding period. Researcher was concluded that 1POs are significantly not suitable
investments for the medium or long run. The Persistence of PO mispricing and the
hﬁredictive power of flipping. Laurie Krigman et al (1999} argued that underwriters’
pricing errors and the information content of first-day trading activity in 1POs.
‘Researchers showed that first-day winners continue Lo be winners over the first vear. and
first-day dogs continue to be relative dogs. Exceptions are "extrahot" [POs. which
provide the worst future performance. They also demonstrale that large, supposedly
informed, traders "flip" I1POs that perform the worst in the future. IPOs with low lipping

“generate abnormal returns of 1.5 percentage points per month over the first six months
beginning on the third day. Researchers showed that flipping is predictable and conclude
that underwriters' pricing errors are intentional.

Leverage,liquidity and long run IPO returns. B.Espen Eckbo and Oyvind Norli
~E2000) have analysed Nasdaq IPOs with large sample over the 1973 to 1996 period
presented as evidence that stocks are less risky than the size-matched firms and thus have
Jower expected return. They also showed that, in this years immediately following the
issue. IPO stocks have lower leverage ratios and higer liquidity (turnover) than matched
firms. A model with macroeconomic risk factors further reveals that 1PO stocks have

fower exposures than matched firms (o leverage related factors such as unexpected
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inflation and term-structure spreads. Brav and Gompers (1997) using US data find that
underperformance is sensitive to the method used during evaluation of [PO performance.
In their sample, underperformance is shared by small. non-IPO firms with similar low
book-to-market values. T P Madhusoodanan and M Thiripalraju (1997) have analysed the
Indian IPO market for the short-term as well as long-term under pricing prior to 1997
Researcher identified that that, in general, the under-pricing in the Indian IPOs n the

short-run was higher than the experiences of other countries. In the long-run too, Indian

offerings have given high returns compared to negative returns reported from other

countries.

The short-run performance of [POs has been extensively researched and clearly indicates
that on average investors outperform which leads to some loss of value to the issuer of
_stock. In very few studies on average investors under-perform ie. stocks were over-
priced. IPO short-run performance(under-pricing) has been one of the persisient
empirical phenomena for many decades. Several carlierstudies  document the
phenomenon of 1PO under-pricing. We provide herewith the carlier research

work that was stirring for our paper:

Kenourgios et. al. (2007) analyzed 169 1POs listed on the Athens Stock Exchangs over
~ the period 1997-2002. The average raw return of the first day was 52.7%. while the
average adjusted return was 54.28%. The average raw retumn of the 5th and the 21st day
were 44.78% and 41.84% respectively, while the average excess return was 45.32% and
43.83%. The results suggest that the new issues were on average under-priced since it had
significant returns for those who had participated in the offering and soid the new shares

at the closing of the Ist, 5th and 21st day, respectively.

" Another study on the listed securities at Shanghai and Shenzhen stock exchange bv Liu &
Lie
Share holding pattern changes, initial return. short and long run performance of [POs in
Indian market
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“ (2000) investigated 781 securities using 09-years data and found that on average market

) ;1d justed shortrun performance (return) was 139.4%. Their analyses revealed that the first

~  day initial return was much higher in 1991. 1992 & 1995. Market adjusted shost run
- performance (return) for 1st, 5th, 10th and 20" trading days of Shenzhen stock exchange

were higher than those of Shanghai stock exchange.

‘Under-pricing of initial public offerings in Bangladesh was analyzed by Hasan and
Quayes (2008) using a sample of 90 1POs issued in mid nineties during stock marlet
bloom. They identified that increased ownership stake and foreign participation were the
factors which negatively affect the magnitude of under pricing. They analyzed the
comparison of mean percentage under-pricing on first day between ‘premium’ and “par’
issues. Findings showed that premium issues are less under-priced  than 1POs issued at

par. U.S. IPO market has been researched extensively over the last decades.

The last updated by Loughran et al (2006) in 15.333 [POs that were listed in the period
1960-2005 revealed 1st day returns of 18.1%. Similar to this finding Ritter and Welch
" (2002) reported initial returns of 18.8% in the U.S. from 1980-2001. Choi and Nam
(1998) reported that Australian Public [POs are more 'undcr—priced than private sector
IPOs. They found that. in general. over their sample of 30 couniries. PIPOs were more

under-priced than private-sector 1POs.

Peter (2007) in his research paper investigated initial return on IPOs of a developing
) countrySrl Lanka and found that in emerging market under-pricing exist in high leve: as
compared to developed countries. Results showed that privatized [POs had higher
average return as compared tonon-privatized, privatized 1POs’ excess return is 98%. The
holding period return was found positive for the first two years while the out-
performance finished after three years of initial listing. Initial excess return was almost
“similar to that of middle income countries like Malaysia. Mexico. Poland and “haiiand
Gounopoulos (2003). in his study showed that Greek [POs were on average under-pricec
by 63.92% with 30 [POs (13.3%) to be overpriced. The initia} under-oricing was 67.:4%
for industrial firms, 54.55% for finance tirms and 56.19% for other firms. In terms of

Share holding pattern changes, initial return. short and long run performance ot 1POs in
Indian market
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sub-sectors the highest return was obtained in Information Technology group whi.e the
Ilowest return was observed in Telecommunication Group. Results suggest that the PO
-market on Greece was ‘good' only for large offerings. Investigation of factors influencing
the initial performance show that market condition. demand muitiple. cold-hot issue

periods, and offer price independence are significant determinants o funder-pricing.

__Banerjee et al (2009) in their article empirically analyzed the cross-country differences in
-IPO
under-pricing among 18 countries between 2000 and 2006. They had studied the impact
of crosscountry differences in information asymmetry. home bias. enforcement
mechanism, and litigation risk on [PO under-pricing. They found that on average

investors out-perform in short-run by considering

- A seminal article by Ibbotson (1975) reported a negative relation between initialreturns at
the TPO and long-run share price performance for a sample of US [POsissued during the
period 1960-69. He reported that there was a general positiveperformance in the first
year, negative performance in the next three years and agcneral positive performance in
the fifth year. Ritter (1991) analysed the performanceot US 1POs issued between 1973-84
and reported that they underperformed thebenchmark {(NASDAQ and AMEX-NYSE) by

about 29% in the three year period after their launch.

Rajan and Servaes (1997) showed that over a five-year periodfollowing their PO,
~ companies underperform the market benchmarks (NYSE/AMEX)by 17% to 47.1 %.
More recently Carter e/ al. (1998} showed that over a three-yearperiod after the 1FO. the
US firms underperformed the market{NYSE/AMEX/NASDAQ) by 19.92 %. Work in
other countries has shown that longrunmarket adjusied returns are ncgative with the
notable exceptions of Korea (Kim cral. (1995)) and Sweden (Loughran ¢r af. (1994))
where IPO companies outperformedthe market by 91.6 % and 1.2 % respectivelv. The
degree of under-performance hasbeen highest in Australia (31.0 %. Lee ¢f ai. (1994)

followed by Brazil (47.0 %)

Share holding pattern changes. initial return. short and long run performance of IPCs in
Tndian market
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Aggarwal ef al. (1993). Lower, nonetheless significant under-performance has been

documented in Canada. Chite, Finland. Germany and Switzerland to name a few.

.In the UK. Levis (1993) investigated the long-run performance of a sample of 712
UKIPOs issued during 1980-88. He reported long-run returns based on three
alternativebenchmarks: the Financial Times Actuaries All share {I'TA) Index. the tloare
GovettSmall Companies (HGSC) Index and the All Share Equally Weighted (ASEW)
Index.His work confirmed the findings ot long-run under-performance in the U
market. While. for the US market. Ritter (1991) reported under-performance of up to 29
“o%over the first three years after the [IPO. for the UK market. Levis found

underperformancebetween 8 % to 23 % depending on the benchmark used.

2.1 Research Gap:

| found that the year after 2005, there were consecutively researcher focusing their
“attention in the IPO issues, it is a positive sign. Earlier there were no much research
attempts in IPO, may be less or inadequate information could be the reason. The research
gap concern, | have found that the year 2007 was last attempts focused on especialiy

ownership. We understand that the research gap period is two years

Share holding pattern changes, initial return. short and long run performance of IPOs n
- Indian market
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Research Methodoelogy:

" 3.1 Research design

The research design used here is desc

on analyzing the stock price, share holding

indices.

3.2 Data and Sampling methods

14

riptive in nature, where the study is done sased

pattern {ownership patiern) and market

Secondary data which were used. data obtained from the NSE official websiie and

CMH: Prowess, and Capitaline. The series of data represents daily monthiy. guarterly.

and there were discrepancies in data.

-December 2009 i.e 4 years.

The period of study was from January 2006 Lo

Sampling methods is purposive sampling: the sampling selection was made as on

' foilows:

r Particulars |‘ Figures I

. ; |

Total issue 1PO through NSE (In the year 2005) 50 :

| Less: Delisted company ! 1 \
|

|

9 |

Following on issue

Net issue of [POs

sample drawn from the net issue - Selection

purposive sampling basis
-

Share holding pattern changes, initial return, short an

market

was done 1 20

d long run performance of IPOs in Indian
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Method of data/sample selection discussed as follows:

Banking companies were not taken in to account

Large of number of 1POs were found in the IT related one, so 1 have given [0

companies has more weightages
Selection of companies/industry/sector have done on the basis of [ssue price

out of 20 IPOs , 15 [POs falls in the issue price between Rs. 50 — Rs. 250 and 5

IPO falls in the issue price between Rs. 230 —Rs. 1100

Maximum equally chance were given to ali 1POs (except banking)

3.3 Tools for analysis

The methodology used to measure the short-run performance for each [PO and for groups

of [POs. The total return for stock < " at the end of the {irst trading day is calculated as:

Where

Ril= (Pi1/Pi0) —1

|i P is the closing price of the stock 7 at the first trading day. and 0/ P is s

offering price and il R is the total first-day return on the stock. The return on the market

index during the same time period 1s:

Where

Rul= (Pul/Pu)-1

P ml is the closing market index value at the first trading day and P m0 1s the

closing market index value on the offering day of the appropriate stock. while R m! is the

first day’s comparable market return. Using these two returns. the market-acjusted

abnormal return for each [PO on the first day of trading is computed as:

1+ R, k
JMA_AR” = 100 I——RL*I i
+

N | /"

First day market adjusted abnormal return 1s calculated for the sample taken for anziysis.

This will give the clear picture about IPO return against the market.

+ - Market adjusted abnormal return is calculated for the 36 months period of individual

stocks in order to find out the long run performance of the 1PO.

Share holding pattern changes, initial return, short and long run performance of IPOs in Indian

market
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-~ Share holding pattern changes concern, We used Ordinary Least Squares (OLS) in the

-

three distinguished analysis
o 1. Total IPO issue price 2. High price (If offering price more than Rs.250) 3. Low

price (if offering price less than Rs250)

Correlation coefficient — to analyse the relationship nifty and individual stock

performance which was used.

OLS (Ordinary Least Squares)

Share holding pattern changes, initial return, short and long run performance of IPOs ir. Indian

market
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Table: 4.1

Comparison of First Day closing

Price with Offering {Issue) Price

——

COMPANIES FIRSTDAY | OFFERING | CHANGES |
CLOSING PRICE | INPRICE |

PRICE | RS

(Rs.) | I |

"ABG SHIPYARD | 35620 | 183 17120
[ AIA ENGINEERING | 98.3 | 315 T 6.7
F\LLSEC TECHNOLOGIES | 128.15 135 T 685
BARTRONICS INDIA 11075 75 T asas
BOMBAY RAYON FASHIONS | 8350 70 . 1350
EDUCOMP SOLUTIONS | 28405 | 125 [ 159.05
\EVEREST KANTO CYLINDER 4039 160 T -119.61
HT MEDIA [ 556.80 | 530 T 2680
INDIA INFOLINE 17805 76 208
JAIPRAKASH HYDRO POWER | 3115 32 085
JET AIRWAYS 130420 oo | 204.20]
P(ERNEX MICROSYSTEMS | 31347 50| 6347,
PROVOGUE (INDIA) 1 24795 | 150 9795
PUNJ LLYOD | 21163 700 1 48837
PVR LIMITED | 294.95 225 —T'r;" 0995
REPRO INDIA T 2345 165 | 695 |
PHOPPERS STOP — oo 238 L 13360
SHREE RENUKA SUGARS 26030 285 Bl S5
SUZLON ENERGY | 692.85 510 18285
TULIP TELECOM | 1838 | 20 | . 638,
| [ L

Interpretation:

From the above table. shows that out of 20 1P

day return concern,

highest return was delivered Educomp, Sulon bnergy.

Os issues. 14 were well in the tirst

Jet airways has given highest positive return (Rs. 204.20). next

Shopper stop-respectiveiv. | he

highest negative return was found in punjllyod {-Rs.488.37). The majority [P0 has gt

positive sign from the market for their first day trading.

Share holding pattern changes, initial
Indian market

return. short and long run performance ol 1POs 103
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5.1 Results and Discussions:

& Total of 20 1POs issues, 14 were well in the first day return concern

& MAAR, there were majority cases found better in the year 2006. (short rui).

whereas in the case long run performance was not quite good.

& The pricing IPOs mostly over priced during the 1ssucs which indicates that the
short run performance of IPOs are good.but during the longrun only 2 stocks are

performed well.

& As per consitent performance point Aia enginecring had good track record of this

three years.

& Some of the stock like Punjlloyd, Repro india Ltd had very good insulation

agianst market sentiment this stock performed aginst market.

& For an aggressive investors who are Jooking lor high reurn during the upward

movements Phase they can choose stocks like Educomp Solutions.

& Share holding pattern change bas shown significant impact in the share price

movements.

& Share holding pattern has impact in quite level compare the other low and total

[POs performance.

& 1In relation ship context with nifty concern. three stocks have the negative

correlation with nifty among the 20 IPOs.

& Excluding of other factors, may be causes o over all model fit shows not high. to

overcome these other related variables added can be give cood it model.

Share hoding pattern changes. ‘nitial return. short and long run performance ol TPOs 0
Indian market
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5.2 Conclusion:

There are various features in India which contribute to the under-pricing and arc
unique by world standards. For one, the delay from issue date to listing date is cnormous
in India when compared with other countries. Among the other features arc the ways the
offer price is fixed and the availability of information to lay investors. The offer price is
chosen by the firm months before the issuc opens and a lack of feedback mechanism
means that there is no channel through which the market demand can alter the price.
Coupled with the fact that IPOs arc sold directly too uninformed investors rather than

institutional investors, there is likely to be under-pricing.

Indian primary market had lot of potentials, over all performance of the IPO in listed year
yield very good return, but when considering the long run return they have failed to
produce the good return. But investors can make use of the market gyration in ereder get
maximum return by adjusting their portfolio with defensive stocks. The sharc hoiding
pattern changes concern, there were found only limited amount of relation with sharc
price movements. from this understood that the share holding pattern changes may alse
causes for the change in price. Exculisively study about share helding pattern changes.

gave an idea significant relationship throughtout the sample period.

Share hoding pattern changes. initial return. short and long run performance ol 1POs in
Indian market
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