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To keep pace with the globalisation
and liberalization process, the govern-
ment of India was very keen to bring
the capital market in line with interna-
tional practices through gradual
deregulation of the economy. It led to
liberalisation of capital market in the
country with more expectations from
primary market to meet the growing
needs for funds for investment in trade
and industry. Therefore, there was a
vital need to strengthen the capital
market which, it felt, could only be
achieved through structural modifica-
tions, introducing new mechanism and
instruments, and by taking steps for
safeguarding the interest of the
investors through more disclosures
and transparency. As such, an impor-
tant mechanism named as Book build-
ing in the system of initial public offer-
ings (IPOs) was recognised by SEBI in
India after having the recommenda-
tions of the committee under the
chairmanship of Y. H. Malegam in
October, 1995. SEBI guidelines recog-
nised book building as an alternative
mechanism of pricing. Under this
approach, a portion of the issue is
reserved for institutional and corpo-
rate investors.

S
EBI guidelines, 1995 defines book building as

“a process undertaken by which a demand for

the securities proposed to be issued by a body

corporate is elicited and built up and the price for such

securities is assessed for the determination of the

quantum of such securities to be issued by means of a

notice, circular, advertisement, document or informa-

tion memoranda or offer document.” Book building

process is a common practice used in most developed

countries for marketing a public offer of equity shares

of a company. However, book building is a transparent

and flexible price discovery method of initial public

offerings (IPOs) in which price of securities is fixed by

the issuer company along with the Book Running

Lead Manager (BRLM) on the basis of feedback

received from investors as well as market intermedi-

aries during a certain period. 

WHY BOOK BUILDING?

The abolition of the Capital Issue Control Act, 1947

has brought a new era in the primary capital markets in

India. Controls over the pricing of the issues, design-

ing and tenure of the capital issues were abolished.

The issuers, at present, are free to make the price of the

issues. Before establishment of SEBI in 1992, the

quality of disclosures in the offer documents was very

poor. SEBI has also formulated and prescribed strin-

gent disclosure norms in conformity to global stan-

dards. The main drawback of free pricing was the

process of pricing of issues. The issue price was deter-

mined around 60-70 days before the opening of the

issue and the issuer had no clear idea about the market

perception of the price determined. The traditional

fixed price method of tapping individual investors

suffered from two defects: (a) delays in the IPO
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process and (b) under-pricing of issue. In fixed price

method, public offers do not have any flexibility in

terms of price as well as number of issues. From expe-

rience it can be stated that a majority of the public

issues coming through the fixed price method are

either under-priced or over-priced. Individual

investors (i.e. retail investors), as such, are unable to

distinguish good issues from bad one. This is because

the issuer Company and the merchant banker as lead

manager do not have the exact idea on the fixed pric-

ing of public issues. Thus it is required to find out a

new mechanism for fair price discovery and to help the

least informed investors.That’s why, Book Building

mechanism, a new process of price discovery, has been

introduced to overcome this limitation and determine

issue price effectively.

Public offers in fixed price method involve a pre-

issue cost of 2-3% and carry the risk of failure if it does

not receive 90% of the total subscription. In Book

Building such cost and risks can be avoided because

the issuer company can withdraw from the market if

demand for the security does not exist.

BOOK BUILDING AND FIXED 

PRICE OPTION IN THE IPOs 

A company may raise capital in the primary capital

market through initial public offers (IPOs), rights

issues and private placement. IPOs, the largest sources

of funds in the primary capital market, to the company

are basically an invitation by a company to the public

to subscribe to its securities offered through prospec-

tus. In fixed price process in IPOs, allotments of shares

to all investors are made on proportionate basis.

Institutional investors normally are not interested to

participate in fixed price public issues due to uncer-

tainty of allotment and lack of opportunity cost. On the

other, they like to participate largely in book built

transactions as in this process the costs of public issue

and the time taken for the completion of the entire

process are much lesser than  the fixed price issues. In

Book Building the price is determined on the basis of

demand received or at price above or equal to the floor

price whereas in fixed price option the price of issues

is fixed first and then the securities are offered to the

investors. In case of Book Building process book is

built by Book Runner Lead Manager (BRLM) to know

the every day demand whereas in case of fixed price of

public issues, the demand is known at the close of the

issue.

BOOK BUILDING PROCESS IN US

Unlike India, in international markets the most active

investors are the mutual funds and other institutional

investors and the entire issue is made through book

building process. In India, on the other, a large number

of retail investors participate actively in IPOs made by

the company. In US, book building is called soft under-

writing moded by investment bankers which implies

that they sell the securities on a best efforts basis and

they are not obliged to take up the unsold stock of secu-

rities if there is no demand for such securities. Public

issue through book building process in US takes an

average of 75 days to make a prospectus, file it with

SEC, NYSE or NASDAQ, talk to select investors,

establish a price range, print the red herring prospectus

and launch the offering. Trading of securities begins

on the 16th day and payment by investors and delivery

of shares are completed by the 20th day.

HOW IS BOOK BUILT IN INDIA

The main parties who are directly associated with

book building process are the issuer company, the

Book Runner Lead Manager (BRLM) and the syndi-

cate members (Fig-1.1). The Book Runner Lead

Manager (i.e. merchant banker) and the syndicate

members who are the intermediaries are both eligible

to act as underwriters. The steps which are usually fol-

lowed in the book building process can be summarised

below:

(1) The issuer company proposing an IPO appoints a

lead merchant banker as a BRLM.

BBooookk  bbuuiillddiinngg  aaccttss  aass  sscciieennttiiffiicc  mmeetthhoodd  tthhrroouugghh

wwhhiicchh  aa  ccoonnsseennssuuss  pprriiccee  ooff  IIPPOOss  mmaayy  bbee  ddeetteerr--

mmiinneedd  oonn  tthhee  bbaassiiss  ooff  ffeeeeddbbaacckk  rreecceeiivveedd  ffrroomm

mmoosstt  iinnffoorrmmeedd  iinnvveessttoorrss  wwhhoo  aarree  iinnssttiittuuttiioonnaall

aanndd  ccoorrppoorraattee  iinnvveessttoorrss  lliikkee,,  UUTTII,,  LLIICCII,,  GGIICCII,,

FFIIIIss,,  SSFFCCII  eettcc..  TThhee  mmeetthhoodd  hheellppss  ttoo  mmaakkee  aa  ccoorr--

rreecctt  eevvaalluuaattiioonn  ooff  aa  ccoommppaannyy’’ss  ppootteennttiiaall  aanndd

tthhee  pprriiccee  ooff  iittss  sshhaarreess..  



(2) Initially, the issuer company consults with the

BRLM in drawing up a draft prospectus (i.e. offer

document) which does not mention the price of the

issues, but includes other details about the size of

the issue, past history of the company, and a price

band. The securities available to the public are

separately identified as “net offer to the public”.

(3) The draft prospectus is filed with SEBI which gives

it a legal standing.

(4) A definite period is fixed as the bid period and

BRLM conducts awareness campaigns like adver-

tisement, road shows etc. 

(5)The BRLM appoints a syndicate member, a SEBI

registered intermediary to

underwrite the issues to the

extent of “net offer to the pub-

lic”.

(6) The BRLM is entitled to remu-

neration for conducting the

Book Building process.

(7) The copy of the draft prospectus

may be circulated by the BRLM

to the institutional investors as

well as to the syndicate mem-

bers. 

(8) The syndicate members create

demand and ask each investor

for the number of shares and the

offer price. 

(9)  The BRLM receives the feed-

back about the investor’s bids

through syndicate members.

(10) The prospective investors may

revise their bids at any time during the bid period.

(11) The BRLM on receipts of the feedback from the

syndicate members about the bid price and the

quantity of shares applied has to build up an order

book showing the demand for the shares of the

company at various prices. The syndicate mem-

bers must also maintain a record book for orders

received from institutional investors for subscrib-

ing to the issue out of the placement portion.

(12) On receipts of the above information, the BRLM

and the issuer company determine the issue price.

This is known as the market-clearing price. 

(13)  The BRLM then closes the book in consultation

with the issuer company and determine the issue

size of (a) placement portion and (b) public offer

portion.

(14) Once the final price is determined, the allocation

of securities should be made by the BRLM based

on prior commitment, investor’s quality, price

aggression, earliness of bids etc. The bid of an

institutional bidder, even if he has paid full amount

may be rejected without being assigned any rea-

son as the Book Building portion of institutional

investors is left entirely at the discretion of the

issuer company and the BRLM. 

Fig 1.1

Book Building Process

(15) The Final prospectus is filed with the registrar of com-

panies within 2 days of determination of issue price

and receipts of acknowledgement card from SEBI.

(16) Two different accounts for collection of applica-

tion money, one for the private placement portion

and the other for the public subscription should be

opened by the issuer company.

(17) The placement portion is closed a day before the

opening of the public issue through fixed price

method. The BRLM is required to have the appli-

cation forms along with the application money

from the institutional buyers and the underwriters

to the private placement portion.

(18) The allotment for the private placement portion

shall be made on the 2nd day from the closure of
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the issue and the private placement portion is

ready to be listed.

(19) The allotment and listing of issues under the pub-

lic portion (i.e. fixed price portion) must be as per

the existing statutory requirements.

(20) Finally, the SEBI has the right to inspect such

records and books which are maintained by the

BRLM and other intermediaries involved in the

Book Building process (Fig-1.2).

Fig-1.2

Steps Involved in Book Building Process

(Source: Agarwal, Sanjib: Bharat’s Manual of Indian Capital Market,

Bharat Law House, New Delhi, 1997, p.578)

BACKGROUND OF MERCHANT BANKING

The origin of merchant banking can be traced back to

the 13th century when few firms like Riccardi of Lucca,

Medici and Fugger, Bruges, Avign, besides their cus-

tomary trading operations of purchases and sales of

their products, were associated with financial activities

throughout the European continent.  These firms acted

as bankers to the kings of European states and financed

continental wars and coastal traders. The name mer-

chant was used because of its roots in merchant trade. In

fact, the concept of merchant banking is the brainchild

of some Dutch and Scottish traders.  In late 19th century,

the European merchant bankers set up their agency

houses in India with the objective of project appraisal,

planning long term investments, providing risk capital

and managing the business. During the late sixties, the

services rendered by old managing agency firms as

“Issue Houses” in connection with the management and

financing of an expanding corporate sector were soon

found to be inadequate as investment habits of people

were not so encouraged and the security market did not

expand appropriately. That is why, the services of the

merchant bankers became indispensable to respond to

the challenges in the control of massive modified

sequences in the Indian economy. In India, merchant

banking services were started by National Grindlays

Bank during 1969 and was followed by their foreign

counter-parts and State Bank of India (SBI) in 1972.  

To define, a merchant banker, according to

Securities and Exchange Broad of India (Merchant

Bankers) Regulations, 1992 “is a person who is

engaged in the business of issue management either by

making arrangements regarding selling, buying or

subscribing to securities as manager, consultant,

adviser or rendering corporate advisory services in

relation to such issue management”. Merchant

bankers render services to meet the needs of trade,

industry and also investors by performing as interme-

diary, consultant and a liaison. Merchant banking is a

service-oriented industry specialising in investment

and financial decision making, assisting in making

corporate strategies, assessing capital needs and help-

ing in procuring the equity and debt funds for corpo-

rate sectors and ultimately helping in establishing

favourable economic environment.

REGULATORY FRAMEWORK

The Book Building guidelines were first introduced by

Nominate Book Runner

Form Syndicate Of Brokers, Arrangers,
Underwriters, Financial Institutions, etc.

Submit Draft Offer Document To SEBI Without
Mentioning Coupon  Rate or Price

Circulate Offer Document Among the Syndicate
Members

Ask For Bids on Price and Quality of
Securities

Aggregate And Forward All Offers To Book
Runner

Run the Book To Maintain a Record Of
Subscribers and Their Orders

Consult With Issuer and Determine the Issue
Price as a Weighted Average of the Offers Received

Firm Up Underwriting Commitments

Allot Securities Among Syndicate Members

Securities Issued And Listed

Trading Commences on Exchanges



SEBI in 1995 (clarification XIII, dated 12.10.95) for

optimum price discovery of corporate securities. The

SEBI, from time to time modifies the guidelines in

order to upgrading the existing mechanism. The SEBI

in its press release dated 7th September, 1998 pre-

scribed the fresh guidelines for book building mecha-

nism after thorough modification and it was again mod-

ified in 2001(Circular No.2, dated 6.12.2001) and

2003(Circular No. 11, dated 14.08.2003).

According to the SEBI, a public issue through

Book Building route should consist of two portions:

(a) the Book Building portion and (b) the fixed price

portion. The fixed price portion is conducted like nor-

mal public issues (conventionally followed earlier)

after the book built portion during which the issue

price is fixed after the bid closing

date. Basically, an issuer company

proposing to issue capital through

book building shall comply with the

guidelines prescribed by SEBI.

However, the main theme of SEBI

guidelines regarding book building

can be presented at a glance in the

following manner:

(1) 75% Book Building process

Under this process 25% of the issue

is to be sold at a fixed price and the

balance 75% through the Book

Building process. (Fig-1.3)  

(Fig 1.3) 

75% Book building process

(2) Offer to public through Book building process

The process specifies that an issuer company may

make an issue of securities to the public through

prospectus in the following manner:

(i) 100% of the net offer to the public through book

building process, or

(ii) 75% of the net offer to the public through book

building process and 25% of the net offer to the

public at the price determined through book build-

ing process. (Fig-1.4 and 1.5) 

Fig -1.4

100% of the net offer to the public

through100% Book Building process

The net offer to the public, under this

process shall be fully underwritten by the

syndicate members/book running lead

managers. The syndicate members are to

enter into an underwritten agreement with

the BRLMs indicating the number of secu-

rities which they would like to subscribe at

the pre-determined price and BRLMs shall

in turn enter into an underwritten agree-

ment with the issuer company. If the syn-

dicate members are not able to fulfil their

underwritten obligations, the BRLMs

shall be responsible for bringing in the

amount involved. The bid remains open

for at least five days. The date of opening
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TOTAL PUBLIC ISSUE

(i.e.net offer to the public)

BOOKBUILDING 

METHOD

FIXED PRICE

METHOD

75% of the public issue can

be offered to institutional

investors who had partici-

pated in the bidding

process.

25% of the public issue can be

offered to the public through

prospectus and shall be reserved

for allocation to individual

investors who had not partici-

pated in the bidding process.

TOTAL PUBLIC ISSUE

(i.e.net offer to the public)

Allocation to retail individual

investors (who participated in

the bidding process) who applies

or bids for securities of or for a

value of not more than

Rs.50,000/-.

Allocation to

non-institutional

investors who

participated in

the bidding

process.

Allocation to

qualified institu-

tional buyers

who participated

in the bidding

process. 

Not

less than 25% of

the net offer to the pub-

lic shall be available

for allocation

Not

less than 25% of

the net offer to the pub-

lic shall be available

for allocation

Not

less than 25% of

the net offer to the pub-

lic shall be available

for allocation
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as well as closing of the bidding, the names and

addresses of BRLMs, syndicate members, bidding ter-

minals for accepting the bids must be mentioned in the

advertisement. 

Fig -1.5

75% of the net offer to the public through 

Book Building process

RECENT BOOK BUILDING ISSUES IN INDIA
The practice of book building is new to the Indian cap-

ital market and the procedure is still evolving. ICICI

first used Book Building method for its Rs. 1000 crore

bond issue in April 1996 followed by Rs. 4323 crore

Larsen & Toubro issue and Rs. 5878 crore TISCO

bond issue for the placement portion. The recent issue

of Hughes Software made history in more ways than

one. It was the first Indian IPO in IT industries to adopt

the “Book-Building” process. In

November 1999 when another issue like

HCL technologies, introduced the IPO by

Book Building method, investors gave an

enthusiastic response. The issue got over-

subscribed 27 times. This was despite the

fact that the company revised its original

price band of Rs.450-540 to Rs. 500-580.

The final price offered was Rs. 580 for the

shares. Other companies accepted the

book building mechanism were Shree

Rama Multi Tech Ltd., Zydus Cadila

Healthcare Ltd., Mascot Systems Ltd.,

Creative Eye Ltd., MosChip

Semiconductor Technology Ltd., SIP

Technologies and Exports Ltd., Hughes

Tele. Com India Ltd., MRO TEK Ltd.,

Pritish Nandy Communications Ltd.,

Balaji Telefilms Ltd., AZTEC Software &

Technology Services Ltd, Mid-Day

Multimedia Ltd, D-Link(India) Ltd. The

Book Building issues of IPOs of above

mentioned companies in India during 1999-2002

through National Stock Exchange (NSE) are pre-

sented in Table-1.1

TOTAL PUBLIC ISSUE

(i.e.net offer to the public)

BOOKBUILDING 

METHOD

FIXED PRICE

METHOD

75% of the net offer to the

public can be offered to

institutional as well as non-

institutional investors who

had participated in the bid-

ding process.

Not less than 25% of the net

offer to the public shall be avail-

able for allocation to Non-

Qualified Institutional Buyers. 

Not more than 50% of the

net offer to the public shall

be available to Qualified

Institutional Buyers. 

25% of the net offer to the public can

be offered at the price determined

through book building, shall be

reserved for allocation to retail indi-

vidual investors who had not partic-

ipated in the bidding process.

Table-1.1

Some Book Building issues in India during 1999-2002

Sr. Name of the Book Runner Lead Date of Number of Number of Issue size

No. issue Manager (as category-I issue members bidding (Book Building)

merchant bankers) Centres

1 Hughes Software Kotak Mahindra Capital Company 22.09.1999 to 12 8 39.37 lacs

Systems Ltd. 28.09.1999 shares

2 HCL Technologies Ltd. Kotak Mahindra Capital Company 16.11.1999 to 173 12 127.80 lacs

24.11.1999 shares

3 Shree Rama Multi DSP Merrill Lynch 15.01.2000 to 9 10 99.37 lacs

Tech Ltd. 21.01.2000 shares

4 Zydus Cadila Healthcare Ltd. JM Morgan Stanley  Ltd. 09.02.2000 to 17 11 133.97 lacs

16.02.2000 shares



(Source: National Stock Exchange, http://www.nseindia.com/content/ipo/ipo_pastissues.htm)

When Book Building was introduced in India, the main objective was that book building would help `dis-

cover’ the right price for a public issue which in turn would eliminate unreasonable issue pricing by greedy pro-

moters. But, let us look at the current plight of the scrips that adopted the Book Building route (Table-1.2). 

(Table-1.2) 

Present position of some book-building issues of IPOs in India
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5 Mascot Systems Ltd. Kotak Mahindra Capital Company 10.04.2000 to 1 3 22.50 lacs

18.04.2000 shares

6 Creative Eye Ltd. HSBC Securities and Capital 30.06.2000 to 2 1 18.76 lacs

Market (India) Ltd. 06.07.2000 shares

7 SIP Technologies and Jardine Fleming 12.07.2000 to 13 8 11.25 lacs

Exports Ltd. 18.07.2000 shares

8 Hughes Tele. Com Kotak Mahindra 29.08.2000 to 44 16 Rs.674.10

India Ltd. Capital Company 05.09.2000 crores

9 MRO TEK Ltd. DSP Merrill Lynch 04.09.2000 to 10 10 45.98 lacs

09.09.2000 shares

10 Pritish Nandy JM Morgan Stanley 04.09.2000 to 8 9 23.55 lacs

Communications Ltd. Ltd. 11.09.2000 shares

11 Balaji Telefilms Ltd. JM Morgan Stanley Ltd. 06.10.2000 to 12 12 25.20 lacs

12.10.2000 shares

12 AZTEC Software & JM Morgan Stanley Ltd. 12.10.2000 to 15 13 46.80 lacs

Technology Services Ltd. 18.10.2000 shares

13 Creative Eye Ltd. HSBC Securities and Capital 03.11.2000 to 4 8 45.04 lacs

Market (India) Ltd. 09.11.2000 shares

14 MosChip Semiconductor Karvy Investor Services India Ltd. 14.12.2000 to 7 11 20.09 lacs

Technology Ltd. 19.12.2000 shares

15 Mid-Day Multimedia Ltd. IL& FS Merchant Banking 12.02.2001 to 3 13 Rs.45 

Services Ltd. 16.02.2001 crores

16 D-Link(India) Ltd. Tata Finance Merchant Bankers 20.02.2001 to 9 16 13.71 lacs

Ltd. 27.02.2001 shares

17 Bharati Tele Ventures Ltd. JM Morgan Stanley Private Ltd., 28.01.2002 to 28 59 1853.367 lacs 

DSP Merrill Lynch Ltd. 2.02.2002 shares

18 i-flex solutions ltd. JM Morgan Stanley Private Ltd., 05.06.2002 to 97 30 39.617 lacs 

DSP Merrill Lynch Ltd., 11.06.2002 shares

Kotak Mahindra Capital Co.Ltd.,

Solomon Smith Barney India Pvt. Ltd.

Sr.No IPO name Issue Face Offer price Book-Built No. of Listing High Low Current 

date value (Rs cr) times price Price

1 Hughes Software 7.10.99 10 630 248.06 25.00 1589.00 4848.25 433.70* 638.35*

2 HCL Technologies 10.12.99 4 580 741.24 27 1150.00 3021.00 335.25# 425.30#

3 Shree Rama Multi 4.2.00 5 120 119.25 46.00 110.25 121.90 36.00 38.70

4 Cinevista Comm. 24.2.00 10 300 57.00 NA 202.00 427.00 42.00 42.10
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Of the fifteen IPOs that fixed their offer price through

the ̀ price-discovery mechanism` between October 1999

and November 2000, only three (Hughes Software, Aksh

Optifibre, and Balaji Telefilms) are currently quoting

above their offer prices. The largest ever public offer

made in this country through the Book-Building route

was by HCL Technologies. This IPO created history of

sorts by leaping into the list of top 10 shares by market

capitalisation on its very first day of trading. 

In 2003, one of the major milestones in the Indian

Governments divestment process is the Initial Public

Offering (IPO) of the country’s largest passenger car

company Maruti Udyog. The company approached the

capital market with its maiden public issue. The floor

price was fixed at Rs 115 per equity share of Rs 5 each.

Buoyed by the enthusiastic response to the Maruti Udyog

public issue, the Government finalised the share price at

Rs. 125. This results the total revenue from the initial pub-

lic offer (IPO) to Rs. 993 crores after availing of the

option of placing another 10 per cent shares in the market. 

CRITICISM ON BOOK BUILDING MECHANISM

Retail investors are not free from certain disadvantages

compared to institutional investors in Book Building,

which does not provide an appropriate price discovery

mechanism. It is the main reason why small investors

have stayed away from the market. It needs changes to

make it more suitable to the Indian context and the con-

ditions prevailing in the Indian capital market. If small

investors still stay away from the IPOs, it is because of

their unpleasant experience in the mid-1990s—a

process that actually continued till 1998, albeit on a

smaller scale. In the IPOs through the Book-Building

route, it would be difficult to find dubious issues of the

kind that put off investors. Interestingly, the primary

advisory markets of SEBI has recommended that QIBs

limit should be reduced to 40 per cent due to thin inter-

est and enhance the share for retail investors. SEBI

needs to put this recommendation, as well as its pro-

posed review of the entire book-building process, on

the backburner. Important suggestion is the lowering

down of the mandatory participation by QIBs in book-

built issues, which is currently at 50%. This level is pro-

posed to be brought down to 40%. Of late, more and

more public issues are using the Book-Building route,

which would result in a progressively smaller amount

being allotted for small investors. In other words, the

small investor who is sometimes described in a flatter-

ing manner as the ‘backbone’ of the bourses, has in

effect been driven out of the capital markets not so

much on account of their lack of interest but because of

the policy framework. This, in turn, has led to other

problems — a low public float makes it easier for pro-

moters to manipulate prices and also leads to lack of

liquidity. It is heard that small investors are not just

uninterested but also lack resources. Both these con-

tentions are incorrect. Say for instance, a study of four

IPOs issued by banks during 2002 reveals that in three

out of the four instances, small investors subscribed to

more than three-fourths of the total issue despite the

prevalence of bearish and nervous sentiments in the

markets. Actually, vanishing companies and scamsters

galore have shattered the confidence of small investors.

Yet it is also clear that it would be unrealistic to expect

the stock markets to revive or remain healthy without

the active participation of small investors.

5 Cadila Healthcare 28.2.00 5 250 334.94 7.00 196.90 238.00 101.30 132.10

6 Mascot Systems 2.5.00 4 460 108.00 8.00 575.00 599.00 93.85 94.00

7 Aksh Optifibre 18.7.00 5 60 26.82 8.00 65.00 173.20 62.70 91.70

8 Mukta Arts 28.7.00 5 165 75.00 4.65 220.00 295.00 135.00 155.10

9 Hughes Tele.com 20.9.00 10 12 674.29 0.67 11.50 12.20 7.50 9.00

10 Mro-Tek 25.9.00 5 95 43.68 1.40 96.00 116.90 23.80 24.30

11 Pritish Nandy Com. 26.9.00 10 155 36.51 1.56 150.00 180.20 22.90 23.65

12 Tips Industries 26.9.00 10 325 87.75 3.10 342.00 425.95 71.40 72.65

13 Balaji Telefilms 27.10.00 10 130 32.76 1.78 171.00 353.50 147.10 168.90

14 Aztec Software 02.11.00 3 80 46.80 1.43 99.00 141.25 52.45 52.45

15 Creative Eye 23.11.00 5 50 22.52 3.71 59.40 70.00 17.65 18.00

NA: Not available, * On Rs 5 paid-up, # On Rs 2 paid-up

[Source: “Book-Buildings fails to discover right price in India”, The Financial Express,March, 24 2001, http://www.namasthenri.com/ipo/NovPress/book2403.htm]



GREEN SHOE OPTION

In most of the cases, it is experienced that IPO through

Book Building method in India turns out to be over-

priced or underpriced after their listing of them and ulti-

mately the small investors become a net looser. If the IPO

is overpriced it creates a bad feeling in investor’s mind as

initial returns to them may be negative at that point of

time. On the other side, if the prices in the open market

fall below the issue price, small investors may start sell-

ing their securities to minimize losses. Therefore, there

was a vital need of a market stabilizer to smoothen the

swings in the open market price of a newly listed share,

after an initial public offering.  Market stabilization is the

mechanism by which stabilizing agent acts on behalf of

the issuer company, buys a newly issued security for the

limited purpose of preventing a declining in the new

security’s open market price in order to facilitate its dis-

tribution to the public. It can prevent the IPO from huge

price fluctuations and save investors from potential loss.

Such mechanism is known as Green Shoe Option (GSO)

which is an internationally recognized for market stabi-

lization. So, GSO can rectify the demand and supply

imbalances and can stabilize the price of the stock.  It

owes its origin to the Green Shoe Company which used

this option for the first time throughout the World.

Recently, ICICI Bank has, perhaps, used Green Shoe

Option in first time in case of its public issue through the

book building mechanism in India.

As such, such important mechanism i.e.GSO in the

system of initial public offerings (IPOs) using book

building method was recognised by SEBI in India

through its new guidelines on 14.08.2003(vide

SEBI/CFD/DIL/DIP/Circular No.11). In case an initial

public offer of equity shares is made by an issuer com-

pany through the book building mechanism, the Green

Shoe option (GSO) can be used by such company for sta-

bilizing the post listing price of its shares, subject to the

guidelines prescribed by SEBI. According to SEBI

guidelines, “a company desirous of availing the GSO

shall in the resolution of the general meeting authorizing

the public issue, seek authorization also for the possibil-

ity of allotment of further shares to the ‘stabilizing agent’

(SA). The company shall appoint one of the lead book

runners, amongst the issue management team, as the

“stabilizing agent” (SA), who will be responsible for the

price stabilization process, if required. The SA shall

enter into an agreement with the issuer company, prior to

filing of offer document with SEBI, clearly stating all the

terms and conditions relating to this option including

fees charged / expenses to be incurred by SA for this pur-

pose. The SA shall also enter into an agreement with the

promoter(s) who will lend their shares, specifying the

maximum number of shares that may be borrowed from

the promoters, which shall not be in excess of 15% of the

total issue size. The stabilization mechanism shall be

available for the period disclosed by the company in the

prospectus, which shall not exceed 30 days from the date

when trading permission was given by the exchange(s)”.

CONCLUSION 

Book Building process aims at fair pricing of the issue

which is supposed to emerge out of offers made by var-

ious investors. One question may arise whether book

building is the right mechanism for fair pricing dis-

covery in IPOs? The answer may be in the negative

because a floor price is fixed for the Book Building

below which no bid can be accepted. Since investors

participate through Book Building process in making

fair pricing of IPOs where there is no ceiling price,

there should not be any floor price. In addition to this,

unlike international market, India has not reached the

stage of development of the institutional framework to

experiment with the book building process because

retail investors (i.e. individual investors) are still now

an integral part of Indian capital market. If the interests

of the small investors are not safeguarded appropri-

ately, this may be very dangerous to the primary capi-

tal market. Although only two book built issues —

Hughes software and HCL Technologies have given

proper returns to the shareholders in 1999 and Maruti

Udyog in 2003 but the other four book built issues of

Shree Rama Multitech, Cadila, Cinevista and Mascot

system were trading at huge discounts to their issue

price ranging between 35-50%. 
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It can be concluded that although the book

building mechanism in Indian capital market

has not arrived with expected success but

Indian capital market will also move, like inter-

national capital market, with sufficient success

through Book Building process provided that

lead merchant bankers (i.e. BRLMs), issuer

company, regulators (i.e. SEBI), and investors

all discharge there responsibility to the best

interest of the investors. ■■


