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Introduction:

India is a growing economy. It grows by leaps and bounds day by day. With the
introduction of Liberalisation, Privatization and Globalization, the economy has
become an open financial system. There is vast number of opportunities available in
the economy for the companies to grow, succeed and diversify their business. Availing
of growth opportunities by the company depends on the availability of finance.
Starting a new venture, expanding the existing venture or diversifying the existing
venture would require the funds. For raising funds, the company has to move in the
Capital Market. In Capital Market, Initial Public Offer (IPO) is one of the major
methods to raise finance from the public. IPO occurs when the company issues its
shares in the Primary Market. IPO help the company in extending liquidity from the
market.

Fundamental Requirements of IPO team:

Once a company decides to go public, the IPO team of the company has to take care of
the various functional requirements of the company. These are as:

1. Executive Management: Senior level Managers have to undertake all
activities of directing, planning and coordinating the various functions to be
performed.

2. Legal Council: The council has to fulfil the requirements of SEBI and
Companies Act 1956 regarding IPO

3. Underwriters: The underwriters have to use the past experience to deal with
the market. They would help to decide the size of the issue.
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4. Auditors: Auditors properly audit the financial statements and gives the
recommendations on the IPO related items and Financial Soundness &
Credibility of the company.

5. Public Relations: This function is very important and crucial. This group
have to build a Corporate Image and standing in the market so that the
prospective investors would be well versed with the company.

SEBI Guidelines: There are certain guidelines of the SEBI regarding IPO to be

followed by the Company. Theses are as:

1. Eligibility Norms:

(a) Large Cap Company: ----Minimum Issue Size Rs.10 crores

---- Market Capitalization of not less than Rs.25 crores
---- Minimum Post Issue Paid Up Capital of Rs.3 crores

(b) Large Cap Company: ----Minimum Issue Size Rs.3 crores
---- Market Capitalization of not less than Rs.5 crores
---- Minimum Post Issue Paid Up Capital of Rs.3 crores
---- Minimum Turnover of the company should be Rs.
3 crores in each of the preceding 3 years

2. Submit the letter of application to the Stock Exchanges for filing of

Prospectus and Listing

Submit the Prospectus to the SEBI for observation and Public Opinion.

Payment of Listing Fee to the BSE/NSE

Compliance with the clauses of the Listing Agreement for the purpose of

Listing of Scrips.

6. Making a public announcement by conducting a meeting as well as by making
advertisement through Print and Electronic Media.

nhw

Variables in IPO Valuation: Before a Company goes for IPO, it becomes necessary
to evaluate the Pre and Post IPO Scenario. Evaluation depends on the number of
Variables or Factor Effecting. These Variables are:

1. Pre-IPO valuation: Pre-IPO evaluation is basically a cross sectional study where
in the fundamental data is collected on a specific date and not over a period of time. In
Pre-IPO valuation, the date is one week before the IPO opens in the market. In this
phase 24 variables have been considered. This includes 4 ratios, 19 are fundamental
balance sheet and profit & loss accounts data and one variable “Security Amount”,
which is the dependent variable/predicted variable. The variables, their units and
explanation have been given below.

Pre-IPO Variables
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Security Amount This is the total money raised through the IPO and
this is the Dependent Variable (Rs. Crore).

Independent Variables

Sales Total Sales of the company (Rs. Crore)

Total Income Total income of the company (Rs. Crore)

Total Costs Total costs incurred by the company (Rs. Crore)

Variable Costs Variable costs incurred by the company (Rs. Crore)

Fixed Costs Fixed Costs incurred by the company (Rs. Crore)

PBDIT Profit Before Depreciation, Interest and Tax(Rs.
Crore)

Reserves and surplus | Capital Reserves and Surplus (Rs. Crore)

Net Worth Net Worth of the Company (Rs. Crore)

Borrowings Total Bank borrowings by the company(Rs. Crore)

Current liabilities Current Liabilities on the Company (Rs. Crore)

Total Liabilities Total liabilities of the company (Rs. Crore)

Net Fixed Assets Net Fixed Assets owned by the Company (Rs.
Crore)

Investments Investments done by the company(Rs. Crore)

Inventories Inventory stocks held by the company (Rs. Crore)

Receivables Total Receivables due for the company (Rs. Crore)

Sundry Debtors Debtors of the company (Rs. Crore)

Current Assets Total Current Assets of the Company (Rs. Crore)

Quick Assets Total Quick Assets of the Company (Rs. Crore)
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Working Capital Total Working Capital of the Company (Rs. Crore)

Ratios

Interest Coverage PBIT/Interest Expense. This shows how easily a
company can pay interest on outstanding debt.

Current Ratio Current Assets/Current Liabilities. This shows

company’s ability to pay short-term obligations.

Debt-Equity Ratio Total Liabilities/Shareholders Equity. Measure of
Financial Leverage of the company.

Quick Ratio (Current Assets-Inventories)/ Current Liabilities.
Measure of Company’s short term liquidity.

2. Post-IPO valuation: This phase considers the annualized percentage increase in
the above variables for the evaluation of post-IPO performance. Though this study
considers two different times of data recording for each company, it still cannot be
considered as a longitudinal study as the final data for analysis is calculated as the
annualized percentage increase in the above variables. This study considers 27
variables, of which “Annualized Return” is the dependent variable and a few extra
variables that have been added are described below:

Post-IPO Additional Variables:

Annualized Return | Annualized percentage of (Closing Price (End Date) —
Issue Price)/Issue Price. This is the Dependent
Variable.

Dividends Dividends paid by the Company (Rs. Crore)

Equity Dividends Equity Dividends paid by the Company (Rs. Crore)

Solvency Ratio Company’s ability to meet long term obligations (Rs.
Crore)

* Increase in the Investments and Dividends have been taken as the
annualized increase in the value of the variables and not the percentage.

In TPO, Price Discovery is being done normally by a Book Building Process. The
Merchant Bankers decides the Price Band. In the Price Band they decide the Floor
Price (the Price below which the Bid can not be accepted) and the CAP Price (the
Price above which the Bid can not be accepted). The Merchant Bankers finally decides
the Cut off Price at which the shares are issued to the Bidders.
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Literature Review: There are so many studies conducted for IPO Valuation based on
various models. Some of them are as:

Relationship of the Current Value of the Firm: According to Leyland and Pyle
(1977), the current value of the firm is positively related to the percentage of Equity
Retained by the Entrepreneur. Entrepreneur is aware of the expected cash flows of the
firm to certainty.

Downward Sloping Demand Curve: According to Ofek and Richardson (2001), the
downward sloping demand curve in IPO depends on the retention of earnings by the
entrepreneur. They have evaluated the both Pre and Post IPO holding patterns.
Relationship of Price Per Share: According to Klein (1996), Price Per Share (Price
at the offer date and at the end of the first day of Trading) is positively related to the
Pre IPO earnings per share and Pre IPO book value of Equity Per Share.

Relationship of Firm Level PE Ratios with Industry Level PE Ratios: According
to Kim and Ritter (1999), Firm Level PE Ratios and Industry Level PE Ratios are
positively related to each other & are transparent.

Valuation of Internet Based Companies: According to Sanjai Bhagat and Hand
(2000), IPO was unrelated to the Sales and Cost of Goods Sold. They have studied the
Offer Price and the First Day Closing Price. They found that the First day Closing
Prices were insignificant as both the Market Forces and the Arbitration played the
important Role.

Research Methodology:

Sample Data Used: This paper has taken the data for the companies from Prowess (a
product of CMIE). The project analysis has been divided into two parts:

Pre-IPO Evaluation: In this phase the companies the companies which have come up
with their IPOs or FPOs between January, 1 2002, and December 31, 2007 are a part
of the study. The names of the companies fulfilling the criteria have been listed below.
Pre-IPO Companies

Company Names

E.Star Infotech Ltd. Parsvnath Developers Ltd.

Moschip Semiconductor | Patel Engineering Ltd.

Technology Ltd.

Nucleus Software Exports Ltd. Powersoft Global Solutions Ltd.
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I-Flex Solutions Ltd.

Pratibha Industries Ltd.

Bharati Shipyard Ltd.

R Systems International Ltd.

Datamatics Technologies Ltd.

Sadbhav Engineering Ltd.

Four Soft Ltd. Sobha Developers Ltd.
M S K Projects (India) Ltd. Tantia Constructions Ltd.
Patni Computer Systems Ltd. Tech Mahindra Ltd.

Ramkrishna Forgings Ltd.

Unity Infraprojects Ltd.

Spanco Telesystems & Solutions
Ltd.

Zenith Birla (India) Ltd.

Tata Consultancy Services Ltd.

Akruti City Ltd.

31 Infotech Ltd.

Allied Digital Services Ltd.

A B G Shipyard Ltd.

Autoline Industries Ltd.

Allsec Technologies Ltd.

Brigade Enterprises Ltd.

Aurionpro Solutions Ltd.

C & C Constructions Ltd.

Bartronics India Ltd.

Consolidated Construction Consortium
Ltd.

Educomp Solutions Ltd.

D L F Ltd.

Era Infra Engg. Ltd.

Dhanus Technologies Ltd.

F C S Software Solutions Ltd.

Eclerx Services Ltd.

Glodyne Technoserve Ltd.

Firstsource Solutions Ltd.

I V R C L Infrastructures &
Projects Ltd.

Housing Development & Infrastructure
Ltd.

Kernex Microsystems (India)
Ltd.

IV R Prime Urban Developers Ltd.

P B A Infrastructure Ltd. Kaushalya Infrastructure Devp. Corpn.
Ltd.
Prithvi Information Solutions | Kolte Patil Developers Ltd.
Ltd.
Punj Lloyd Ltd. Maytas Infra Ltd.
Saksoft Ltd. Mindtree Ltd.
Sasken Communication | Omaxe Ltd.
Technologies Ltd.
Talbros Automotive | Orbit Corporation Ltd.
Components Ltd.
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Accel Frontline Ltd. Precision Pipes & Profiles Co. Ltd.

Atlanta Ltd. Roman Tarmat Ltd.

B L Kashyap & Sons Ltd. Simplex Projects Ltd.

D S Kulkarni Developers Ltd. Supreme Infrastructure India Ltd.

Fiem Industries Ltd. Zylog Systems Ltd.
Gayatri Projects Ltd. Lanco Infratech Ltd.
H O V Services Ltd.

K E W Industries Ltd.

Post-IPO Performance Evaluation: In this phase the companies that have been
selected are those whose IPOs have come between January 1, 2006 and May 31, 2007,
their performance after listing has been evaluated. The companies considered in the

post IPO performance evaluation are:
Post-IPO Companies

Company Names

A M D Industries Ltd. M I C Electronics Ltd.
Action Construction Equipment | Malu Paper Mills Ltd.
Ltd.

Akruti City Ltd. Mindtree Ltd.

Astral Poly Technik Ltd. Nitco Tiles Ltd.

Atlanta Ltd. Opto Circuits (India) Ltd.
Autoline Industries Ltd. Orbit Corporation Ltd.

B L Kashyap & Sons Ltd. Oriental Trimex Ltd.

Bhagwati Banquets & Hotels Ltd.

Page Industries Ltd.

C & C Constructions Ltd.

Parsvnath Developers Ltd.

D S Kulkarni Developers Ltd.

Patel Engineering Ltd.

Deep Industries Ltd.

Powersoft Global Solutions Ltd.

Ess Dee Aluminium Ltd.

Pratibha Industries Ltd.

Euro Ceramics Ltd.

R Systems International Ltd.

Fiem Industries Ltd. Redington (India) Ltd.

Firstsource Solutions Ltd. Reliance Petroleum Ltd.

G M R Infrastructure Ltd. Royal Orchid Hotels Ltd.
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G V K Power & Infrastructure Ltd. | Ruchira Papers Ltd.
Gayatri Projects Ltd. S M S Pharmaceuticals Ltd.
Gremach Infrastructure | Sadbhav Engineering Ltd.
Equipments & Projects Ltd.
Gujarat State Petronet Ltd. Sobha Developers Ltd.
Hilton Metal Forging Ltd. Sree Sakthi Paper Mills Ltd.
Idea Cellular Ltd. Sunil Hitech Engineers Ltd.
Indo Tech Transformers Ltd. Tantia Constructions Ltd.
Info Edge (India) Ltd. Tech Mahindra Ltd.
J H S Svendgaard Laboratories Ltd. | Technocraft Industries (India)
Ltd.
K E W Industries Ltd. Transwarranty Finance Ltd.
Lokesh Machines Ltd. Unity Infraprojects Ltd.
Lumax Auto Technologies Ltd. Uttam Sugar Mills Ltd.
X L Telecom & Energy Ltd.

Sample Size : In the research design, the data has to be collected in two phases, Pre-
IPO data and Post-IPO data. Though the data for both the phases need to be the same
i.e. the companies considered should be same, but due to lack of availability of data,
some IPOs which were considered in the Pre-IPO phase could not be considered in the
Post-IPO phase as data was not available for any of the years or a lot of missing data
was there. So the final data that was used for analysis consists of 71 companies in the
Pre-IPO phase and 57 companies in the Post-IPO phase. Also the difference in the
number of companies in the Pre and Post IPO analysis is due to the difference in the
time frame considered for the consideration of the IPOs.
Objectives of the Research:

1. To study the valuation of IPO in present context using “On Market and Off

Market Trends”.

2. To analyse the Pre-IPO and Post IPO performance in the Indian stock market.
3. To build a model for predicting post-IPO performance in Indian stock market.

Statement of the Problem: IPO is one of the many sources of Finance used by
companies to raise money to boost their investment plans. The Issue of Shares by way
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of TIPO helps the company to raise money rather than taking loan. But the IPO
valuation in both Pre and Post phases is necessary. The investors set confidence in the
company while applying for an IPO, thus the price of the shares of the company has to
be set accordingly. The valuation of IPO helps the Company to justify whether the
Price Fix by the company is proper or just manipulated by the market forces. Thus the
Under Pricing and Over Pricing phenomenon can be estimated. Valuation of IPO will
help the investors to decide for an IPO. Further when an IPO has been issued, it
becomes necessary to study the Post IPO performance. For Pre and Post PO
performance, various variables are to be considered. This paper attempts to formulate
a model that considers general company level and market level variables to determine
the valuation of an IPO.

Scope of the Research: The data for the paper has been collected for the companies
based on many variables and the companies have been divided into 5 major sectors
namely:

1. Infrastructure 2. Information Technology 3. Automobile Sector 4. Real Estate
5. Diversified/Miscellaneous

The classification criteria for the companies selected from the above sectors has been
shown as:

Sectors
Automobile
Commercial Vehicle
Passenger Cars & MUV
Two and Three Wheelers
Other Transport
Other Vehicles
Bicycles
Auto Ancillaries
SERVICES
Information Technology

Computer Software

ITES

Construction

Real Estate

Housing Construction
Commercial Complex Construction
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Construction and Allied Activities

Industrial Construction

Turnkey Events / Erection
Events

Civil Engineering
Infrastructural Construction

Offshore Drilling

Other Construction and Allied activities

Diversified / Miscellaneous

Data Collection

The data that has been collected is basically the cross-sectional data i.e. the variables
taken for the companies are on specific dates and for each company the data is taken
only once and not over a period of time. The two phases have different methods of
data collection.

Pre-TIPO evaluation: The data for the companies has been selected between dates
January 1, 2002 and December 31, 2007. So the data for each company comprises of
the accounting data which is very close to audited results that have been provided in
the Offer document (Red herring prospectus). For this purpose, the date for the
recording of the data has been taken as the date one week before the issue opened, for
each company.

Post-IPO evaluation: The post-IPO performance was measured for two different
dates. For each company there was one “Start Date” and one “End Date”. The “Start
Date” for each company is the listing date of listing of the company. The “Start Date”
lies between January 1, 2006 and May 31, 2007 because the IPOs for Post-IPO
evaluation have been considered in this period only. The “End Date” for all the
companies is the same i.e. December 31, 2007. This is taken as a common reference
date for evaluation and uniform comparison of the data.

Technique : In order to make valuation of Pre and Post IPO, it is important to reduce
the redundant parameters so that there is a limited set of parameters that represent the
total consideration set. For this the following multivariate technique has been used:
Factor Analysis: This technique helps to reduce the proposed factors/variables in to
few, which represent a significant amount of the Original Consideration.

Multiple Regression: This technique helps to identify the significant factors which
determine the IPO performance during Pre and Post IPO phase.

ANNOVA: Analysis of Variance (ANNOVA) helps to test for the significance of the
differences among more than two sample means. Further it helps to make inferences
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about whether our samples are being drawn from the populations having the same
mean.
This paper has been divided into three parts namely: Pre-IPO valuations, Post-IPO
performance evaluation and Testing of the model.
Phase I: Pre-IPO Valuation
The Pre-IPO valuation deals with development of a model which can help in the
valuation of an IPO. This report deals two methods of valuation with slight difference
between the two models.
(A) MODEL A: The variables described are mainly fundamental and form a part of
the Balance Sheet of the Company; they exhibit a high level of co-linearity. Thus to
remove the effect co-relation on model formation, a Data Reduction technique i.e.
Factor Analysis has been used. Steps formed while formulating this model are:

1. In this technique all the predictor variables (independent variables) have been

subjected to Factor Analysis.

2. The extracted components then are saved as Regression Variables.

3. The Regression Variables are then subjected to Multiple Regression with the
Dependent Variable (Security Amount in this case).

The individual analysis of the techniques is as follows:
FACTOR ANALYSIS
KMO and Bartlett's Test [MODEL A]

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 703
Bartlett's Test of Sphericity Approx. Chi-Square 4570.807
Df 253
Sig. .000

The data passes both KMO Measure of Sampling Adequacy (>0.5) and Bartlett’s Test
of Sphericity (Sig. < 0.05), thus factor analysis has been successfully applied on these
variables. With this, five (5) components have been extracted and saved as Regression
Variables.

Rotated Component Matrix [MODEL A]
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Component
1 2 3 4 5
Sales .598 .662
Total income 823
Total costs 555 .649
Variable cost .789
Fixed cost 850
PBDIT 712
Reserves and surplus 512 .766
Net worth 525 774
Borrowings 931
Current liabilities 724 .640
Total liabilities .885
Net fixed assets 723
Investments 951
Inventories 901
Receivables 932
Sundry debtors 941
Interest coverage -.820
Current assets 541 719
Quick assets 945
Working capital 642
Current ratio 976
Debt-equity ratio
Quick ratio 977

Thus the components extracted and the composition of these components is:
1. Component 1: PBDIT, Borrowings, Current Liabilities, Total Liabilities, Net
Fixed Assets, Investments and Receivables.

2. Component 2: Fixed Costs, Reserve and Surplus, Net Worth, Sundry
Debtors, Quick Assets and Working Capital.

3. Component 3: Sales, Total Income, Total Costs, Variable Costs, Inventory
and Current Assets.
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4. Component 4: Current Ratio and Quick Ratio.
5. Component 5: Interest Coverage (negative loading).

MULTIPLE REGRESSION: Multiple regression is applied using these factors
where the extracted components are the predictors (independent variables) and the
dependent variable is the Security Amount. The description of the values found in the
research is as follows:
Model Summary [A]

Model | R R Square Adjusted R | Std. Error of the | Durbin-Watson
Square Estimate
1 981 | .962 .959 229.623 1.867

The R value shows the correlation between the observed and predicted values of the
dependent variable. A higher value of R (>0.75) is desired; the above model get R
value of 0.981 which shows that the model is fit. R squared is the proportion of
variation in the dependent variable explained by the regression model. Higher values
of R* suggest that the model fits the data well. Durbin-Watson test also shows that the
model is fit as its value is less than 2.5.

ANOVA MODEL [A]

Model Sum of Squares | Df Mean Square F Sig.
1 Regression | 81455468.927 5 16291093.785 308.973 .000
Residual 3216322.471 61 52726.598
Total 84671791.397 66

In the ANOVA table, the Sum of Squares of Regression is high and significantly
higher than the residuals so this explains that a lot of variation in the dependent
variable is explained by the independent variables. F value is also large and Sig.
(<0.05) so this explains that the model fits the data well. Thus the coefficients
extracted from the regression are depicted in the table below.
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Coefficients MODEL [A]

Model Unstandardized Standardized |t Sig.
Coefficients Coefficients
Std. Error Beta
B
1 (Constant) 322.095 28.053 11.48 | .000
2
REGR factor score 1 1072.526 | 28.265 947 37.94 | .000
6
REGR factor score 2 -36.720 28.265 -.032 -1.299 | .199
REGR factor score 3 285.989 28.265 252 10.11 | .000
8
REGR factor score 4 -25.604 28.265 -.023 -.906 .369
REGR factor score 5 8.239 28.265 .007 291 772

Thus from the above table, the study formulates Model [A] which comes out to be:
Security Amount = 322.095 + (1072.526 * Component 1) + (285.989 * Component

3)

The Histogram for the above regression model is as:
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MODEL [B]: In the Model [A] to verify the model or to find out the security amount,
the variables have to be first converted into regression factors by factor analysis and
only after that the model can be applied. A more simple and direct approach is to
apply multiple regression directly on the variables. Though these variables will exhibit
some co-linearity, only those variables that are independent and represent large part of
the dependent variables are selected.

In this model, all the independent variables cannot be considered due to high degree of
co-linearity; so the following variables have been found significantly predicting the
dependent variable.

Predictors: Current ratio, Net worth , Interest coverage , Working capital, Total
income, Net fixed assets , Borrowings , Quick assets , Reserves and surplus , Current
assets

Dependent Variable: Security Amount

The results for the Multiple Regression are as follows.

Model Summary MODEL [B]

Model | R R Square | Adjusted R | Std. Error of the | Durbin-Watson
Square Estimate

987 | .975 971 193.851 1.703

The R value shows the correlation between the observed and predicted values of the
dependent variable. A higher value of R (>0.75) is desired; the above model get R
value of 0.987 which shows that the model is fit. R squared is the proportion of
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variation in the dependent variable explained by the regression model. Higher values
of R” suggest that the model fits the data well. Durbin-Watson test also shows that the
model is fit as its value is less than 2.5.

ANOVA MODEL [B]

Model Sum of Squares | Df Mean Square | F Sig.

1 Regression | 82567419.702 | 10 8256741.970 | 219.722 .000

Residual 2104371.695 56 37578.066

Total 84671791.397 | 66

In the ANOVA table, the Sum of Squares of Regression is high and significantly
higher than the residuals so this explains that a lot of variation in the dependent
variable is explained by the independent variables. F value is also large and Sig.
(<0.05) so this explains that the model fits the data well. Thus the coefficients
extracted from the regression are depicted in the table below.

Coefficients MODEL [B]

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
Std. Error Beta
B
1 (Constant) 25.064 41.137 .609 .545
Total income -.572 270 -.158 -2.121 .038
Reserves and surplus 1.102 .658 136 1.675 .099
Net worth 1.561 491 201 3.177 .002
Borrowings 1.250 278 413 4.494 .000
Net fixed assets -2.146 564 -.172 -3.803 .000
Interest coverage 114 193 .013 .590 557
Current assets 2.948 S12 .646 5.756 .000
Quick assets -1.268 .842 -.103 -1.506 138
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Working capital -4.970 709 -478 -7.013

.000

Current ratio 10.915 8.714 .029 1.253

216

Thus from the above table, the study formulates the Model [B] which comes out to be:
Security Amount=25.064-(0.572*Total Income) + (1.102*Reserves & Surplus) +
(1.561*Net Worth) + (1.250*Borrowings) - (2.146*Net Fixed Assets) +
(2.984*Current Assets) - (4.970*Working Capital)

The Histogram for the above regression model is as:
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Phase II: Post-IPO performance Evaluation

This phase of the research evaluates the Post-IPO performance of the companies after
they have been listed on the Stock exchange. In this phase the data is collected on two
dates, first the “Start Date” which is the date of listing of the scrip on the exchange
and the “End Date” which is the end reference date common for all the companies.
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The End Date is December 31, 2007. The variables used for the analysis of the Post-
IPO performance are calculated based on the annualized increase in the variables. For
Example, if the IPO was listed in the month of January 2006 then the multiplying
factor for the annualized percentage increase in any of the variable will be 2.0. The
dependent variable in the Post-IPO performance is the annualized return on the share
prices of the company.

The Post-IPO performance is divided into two different models.

MODEL [(C]

Due to the same reason of co-linearity between the variables, the same methodology
has been adopted for Post-IPO performance i.e. first to reduce the many variables into
factors by factor analysis and then applying the regression.

KMO and Bartlett's Test MODEL [C]

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 424
Bartlett's Test of Sphericity Approx. Chi-Square 2053.651
Df 325
Sig. .000

The above data though the Chi-Square and the significance level is in the acceptable
range but the KMO measure of sampling adequacy is not (<0.5). Hence the factor
analysis cannot be applied on this data. Even though seven components have been
extracted in this factor analysis and we can apply the regression variables to multiple
regression, the R value and the R value will be too less than the minimum expected
value. Thus this method to form a model is rejected.

MODEL [D]

This model deals with the direct approach to form a model using Multiple Regression.
Many variables exhibit high level of co-linearity thus those variables which represent
a large part of the data collection are selected. Total 19 variables have been entered
into the multiple regression. The results of the Multiple Regression are as follows:
Predictors: (Constant), QR_yr_inc(%), NetWorth_yr_inc(%), EqDiv_yr_inc,
Inventories_yr_inc(%), DE_yr_inc(%), TotalCost_yr_inc(%), IntCov_yr_inc(%),
WC_yr_inc(%), SundryDr_yr_inc(%), Sales_yr_inc(%), R&S_yr_inc(%),
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CR_yr_inc(%),
TotalLib_yr_inc(%), PBDIT_yr_inc(%), CA_yr_inc(%).
Dependent Variable: Annualized Return (%)

Borrowings_yr_inc(%),

Model Summary MODEL [D]

Inv_yr_inc,

SR_yr_inc(%),

Model | R R Square Adjusted | Std. Error of | Durbin-Watson
R Square | the Estimate
1 .865 748 .589 99.8232604 2.402

The R value shows the correlation between the observed and predicted values of the
dependent variable. A higher value of R (>0.75) is desired; the above model get R
value of 0.865 which shows that the model is fit. R squared is the proportion of
variation in the dependent variable explained by the regression model. Higher values
of R” suggest that the model fits the data well. Durbin-Watson test also shows that the
model is fit as its value is less than 2.5.

ANOVA MODEL [D]

Model Sum of Squares Df Mean Square F Sig.
1 Regression 888957.725 19 46787.249 4.695 .000
Residual 298940.499 30 9964.683
Total 1187898.224 49

In the ANOVA table,

the Sum of Squares of Regression is high and significantly

higher than the residuals so this explains that a lot of variation in the dependent
variable is explained by the independent variables. F value is also large and Sig.
(<0.05) so this explains that the model fits the data well. Thus the coefficients
extracted from the regression are depicted in the table below.

Coefficients MODEL [D]

Model

Unstandardized Coefficients

Standardized t
Coefficients

Sig.
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Std. Error Beta
B
1 (Constant) -57.782 39.529 -1.462 | .154
Sales_yr_inc(%) 1.257 147 .330 1.682 | .103
TotalCost_yr_inc(%) -.280 191 -.182 -1.466 | .153
PBDIT_yr_inc(%) -.648 .644 -.289 -1.006 | .323
EqDiv_yr_inc 4.998 2.768 221 1.805 | .081
R&S_yr_inc(%) .008 .025 .048 .326 747
NetWorth_yr_inc(%) -410 115 -1.595 -3.557 | .001
Borrowings_yr_inc(%) 743 412 428 1.801 .082
TotalLib_yr_inc(%) 902 512 .550 1.762 | .088
Inv_yr_inc 217 219 181 989 .330
Inventories_yr_inc(%) -.530 178 -.346 -2.982 | .006
SundryDr_yr_inc(%) -.136 .064 -378 -2.114 | .043
IntCov_yr_inc(%) 1.339 424 457 3.158 | .004
CA_yr_inc(%) 2.601 192 3.210 3.284 | .003
WC_yr_inc(%) -.003 .014 -.031 -.192 .849
CR_yr_inc(%) -3.468 1.051 -2.841 -3.300 | .003
DE_yr_inc(%) -.895 192 -242 -1.130 | .268
SR_yr_inc(%) -.083 748 -.033 - 111 913
QR _yr_inc(%) 1.782 .530 14.140 3363 | .002

Thus from the above table, the study formulates Model [D] which comes out to be:
Annualized Increase= -57.782+ (1.257*Increase in sales) + (4.998*Equity
Dividend increase) - (0.41*Increase in Net Worth) + (0.743*Increase in
Borrowings) + (0.902*Increase in Liabilities) - (0.530*Increase in Inventories) -
(0.136*Increase in Sundry Debtors) + (1.339*Interest Coverage) +
(2.601*Increase in Current Assets) -

(3.468*Increase in Current Ratio) + (1.782*Increase in Quick Ratio)

The Histogram for the above regression model is as:
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Histogram

Dependent Variable: Annualized Return(%)
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Testing of Model and Validation

A model has to be tested after it has been formulated. For the testing of the model, the
IPOs that have come up in 2008 have been taken and they have been divided sector
wise.

Model [B] testing: Two companies were considered in 2008 namely On Mobile Ltd.
and KNR Constructions Ltd. The Actual Security Amount and the predicted value
according to model [B] have been shown below.

Model [B] Testing

Name of the Company Actual Security Amount Predicted Value According to
(Rs. Crore) MODEL [B] (Rs. Crore)
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On Mobile Global Ltd. 378.38 331.0551

K N R Constructions Ltd. 133.86 198.4836

Model [D] could not be tested due to the lack of data and sufficient amount of time
duration between the IPO and the date of observation.

Conclusions: This paper considers the data for the companies has been selected
between dates January 1, 2002 and December 31, 2007. The post-IPO performance
was measured for two different dates. For each company there was one “Start Date”
and one “End Date”. The “Start Date” for each company is the listing date of listing of
the company. The “Start Date” lies between January 1, 2006 and May 31, 2007
because the IPOs for Post-IPO evaluation have been considered in this period only.
The “End Date” for all the companies is the same i.e. December 31, 2007. This is
taken as a common reference date for evaluation and uniform comparison of the data.
This study formulates the two different models Model [B] for Pre [PO Valuation and
Model [D] for Post IPO valuation. This is in line with the some previous researches
which have also found some important factors affecting the IPO (Pre and Post). The
data for the study has been collected for the companies divided into 5 major sectors.

MODEL [A]: From the data collected 71 companies from January 2002 to December
2007 help in forming the model. The model is:

Security Amount = 322.095 + (1072.526 * Component 1) + (285.989 * Component
3)

Where,

Component 1: PBDIT, Borrowings, Current Liabilities, Total Liabilities, Net Fixed
Assets, Investments and Receivables.

Component 3: Sales, Total Income, Total Costs, Variable Costs, Inventory and
Current Assets.

MODEL [B]: From the data collected 71 companies from January 2002 to December
2007 help in forming the model. The model is:

Security Amount=25.064-(0.572*Total Income) + (1.102*Reserves & Surplus) +
(1.561*Net Worth) + (1.250*Borrowings) - (2.146*Net Fixed Assets) +
(2.984*Current Assets) - (4.970*Working Capital)
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MODEL [C]: From the data collected 57 companies from January 2006 to May 2007
helped in forming the model; but Model [C] was rejected due to insufficient statistics.

MODEL [D]: From the data collected 57 companies from January 2006 to May 2007
helped in forming the model. The model is:

Annualized Increase= -57.782+ (1.257*Increase in sales) + (4.998*Equity Dividend
increase) - (0.41*Increase in Net Worth) + (0.743*Increase in Borrowings) +
(0.902*Increase in Liabilities) - (0.530*Increase in Inventories) - (0.136*Increase in
Sundry Debtors) + (1.339*Interest Coverage) + (2.601*Increase in Current Assets) -
(3.468*Increase in Current Ratio) + (1.782*Increase in Quick Ratio)
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