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2. Primary Market

2.1 Introduction

The primary market is an important part of capital market where a company floats securities for
subscription by the public and receives cash proceeds from the sale. This enables corporates, public
sector institutions as well as the government to raise capital which are then used to fund operations
or expand the business. In addition, the primary market also provides an exit opportunity to private
equity and venture capitalists by allowing them to off-load their stake to the public. When a security
is offered for sale for the first time, it is known as Initial Public Offering (IPO). It is only after an IPO
that a security becomes listed and available for trading in the secondary market of the stock exchange
platform. The securities can be issued either through public issues or through private placement (which
involves issuance of securities to a relatively small number of select investors). The price at which the
security is issued is decided through the book building mechanism; in the case of oversubscription, the
shares are allotted on a pro-rata basis.

In addition to conduct an IPO, the company has other options to raise capital:

. When securities are offered exclusively to the existing shareholders of a company, as opposed to
the general public, it is known as Rights Issue.

. A listed company can issue equity shares (as well as fully and partially convertible debentures,
which can later be converted into equity shares) to a Qualified Institutional Buyer (QIB). This is
termed as Qualified Institutional Placement.

. Companies can also raise capital in the international market through the issuance of American
Depository Receipts (ADRs), Global Depository Receipts (GDRs) and also by way of External
Commercial Borrowings (ECBs).

2.2 Primary Market Issuances (2017-18)

Table 2.1 provides statistics on the resources mobilized by corporates and the government from
domestic as well as international markets. It can be noted from the table that, total resources mobilized
through issuance of securities by corporates and the government in 2017-18 increased merely by
2 percent y-o0-y to Rs19,114bn (US$297bn).

2.2.1 Corporate Securities

Resource mobilization by corporates in the primary market decreased by 2% from Rs7,634bn
(US$117bn) in 2016-17 to Rs7,446bn (US$116bn) in 2017-18. Capital raising via public issues
witnessed strong growth by 52 percent to Rs889bn (US$14bn) whereas capital raised through the
private placement route decreased by 7 percent to Rs6,557bn (US $102bn) (Table 2.1).
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Table 2.1: Resource Mobilization by Government and Corporate Sector

Issues 2015-16| 2016-17| 2017-18| 2015-16| 2016-17| 2017-18 | Growth in | Growth in
(Rsbn) (Rsbn) (Rsbn)| (US$bn)| (US$bn)| (US$bn)| 2016-17| 2017-18

Corporate Securities 5,428 7,634 7,446 83 117 116 41% -2%
Domestic Issues 5,428 7,634 7,446 83 117 116 41% -2%
Public Issues 489 584 889 7 9 14 19% 52%
Private Placement 4,939 7,050 6,557 76 105 102 43% -7%
Government Securities 10,336 11,065 11,668 158 170 181 7% 5%
Central Government 7,390 7,245 7,477 113 111 116 -2% 3%
State Governments 2,946 3,820 4,191 45 59 65 30% 10%
Total 15,764 18,699 19,114 241 286 297 19% 2%

Source: RBI, SEBI, Prime Database.

2.2.2 Public and Rights Issues

In 2017-18, resources mobhilized via public issue increased significantly in comparison to the previous
year. In particular, the capital raised from public and rights issues in equities increased by 78% to
Rs1,103bn (US$17.1bn). IPOs witnessed phenomenal growth of 188% from Rs291bn (US$4.5bn)
in 2016-17 to Rs837bn (US$13bn) in 2017-18. Also, total number of IPOs saw a significant rise in
2017-18 as compared to the preceding year; public issues (IPOs) surged from 105 in 2016-17 to 201
in 2017-18 (Table 2.2a).

In contrast, the number of public issues in the debt segment declined from 15 in 2016-17 to 8 in
2017-18. Thus, the associated amount of resources mobilized witnessed a sharp decline by 82% in
2017-18 from Rs293bn in 2016-17 to Rs52bnin 2017-18.

On the contrary, mobhilization of resources through right issues recorded a massive increase of 475%
from Rs37bn (US$0.6bn) in 2016-17 to Rs214bn (US$3.3bn) in 2017-18. In 2017-18, total number of
companies used the rights route to raise capital was 21 (as against 13 in the previous year).

Table 2.2a: Resource Mobilisation from Public and Rights Issues

Public and Rights Issues 2015-16 2016-17 2017-18
Number | Amount | Amount | Number | Amount | Amount | Number | Amount | Amount
(Rsbn) | (US$bn) (Rsbn) | (US$bn) (Rsbn) | (US$bn)
1. Public Issues (i) +(ii) 95 489 7.4 121 584 8.9 210 889 13.8
i. Public Issues 74 148 2.2 106 291 4.5 202 837 13.0
Public Issues (IPO) 74 148 2.2 105 291 4.5 201 837 13.0
Public Issues (FPO) 0 0 - 1 0 0 1 0 0.0
ii. Public Issues (Bond/ 21 341 5.1 15 293 4.5 8 52 0.8

NCD)

2. Rights Issues 13 92 1.4 13 37 0.6 21 214 3.3
Total (1+2) 108 581 8.8 134 621 9.5 231 1,103 17.1

Source: SEBI- Annual Report.
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Table 2.2b: Resource Mobilisation from Public and Rights Issues

Public and Rights Issues Apr-Dec'17 Apr-Dec'18
Number Amount Number Amount
(US$bn) (US$bn)
1. Public Issues (i) +(ii) 139 682.7 10.3 118 425.1 6.6
i. Public Issues 134 641.4 9.7 103 139.5 2.2
Public Issues (IPO) 133 641.3 9.7 103 139.5 2.2
Public Issues (FPO) 1 0.1 0.0 - - -
ii. Public Issues (Bond/NCD) 5 41.2 0.6 15 285.7 4.4
2. Rights Issues 14 45.2 0.7 6 18.4 0.3
Total (1+2) 153 727.9 11.0 124 443.6 6.9

Source: SEBI- Bulletin.

2.2.3 Sector-wise Resource Mobilisation

During 2017-18, the private issuers raised Rs741bn through public and rights issues which is about
22% rise over the previous year. They issued 222 public/right issues in 2017-18 as compared to 133
issues in the previous year. The public sector withessed a sharp increase in resource mobilization from
merely Rs11bnin 2016-17 to Rs362bnin 2017-18. They issued only 7 public/right issue in 2017-18 as
opposed to 1 in the preceding year. As a result, total resource mobilization registered a growth of 78%
from Rs620.7bn in 2016-17 to Rs1,103.6bn in 2017-18 (Table 2.3).

Table 2.3: Sector-wise Distribution of Resources Mobilised

Sector 2015-16 2016-17 2017-18

Number Number Number
Private 97 267,680 133 609,430 222 741,181
Public 11 310,980 1 11,240 7 362,416
Total 108 578,660 134 620,670 229 1,103,597

Source: SEBI Annual Report.
Note: This table includes public issues and rights issues.

2.2.4 Resource Mobilization - Industry-wise and Size-wise Distribution

The share of banking and financial sector in total resource mobilization was 65.3% in 2016-17 which
has decreased significantly to 28.6% in 2017-18. This sector has mobilized resources through 20 issues
in 2017-18 and raised Rs314.6bn as compared to Rs405.1bn in previous year — recording a significant
decline by 22%. Healthcare, cement & construction, Food processing and engineering industries raised
Rs54.9bn, Rs26.4bn, Rs19.5bn, Rs16.8bn respectively in 2017-18. These industries have contributed
around 5%, 2.4%, 1.8% and 1.5%, respectively in total resource mobilization. Notably, telecom,
electronics, cement & construction and healthcare industries recorded phenomenal growth in resource
mobilization in 2017-18 compare to previous year, whereas resource mobilization in chemical and
textile industries declined significantly (Table 2.4).
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Table 2.4: Industry-wise Distribution of Resources Mobilised

2015-16 2016-17 2017-18
Number | Amount |Percentage | Number Amount [ Percentage | Number Amount| Percentage
(Rsmn) Share (Rsmn) Share (Rsmn) Share
Banking/FIs/Finance 23 | 189,850 33 26 405,070 65 20 314,631 29
Cement & Construction 4 1,720 0 10 3,280 1 18 26,419 2
Chemical 3 11,790 2 9 5,040 1 5 813 0
Electronics 1 590 0 2 280 0 1 5,993 1
Engineering 2 3,730 1 4 9,020 1 16 16,824 2
Entertainment 2 210 0 2 4,910 1 3 5,141 0
Food Processing 2 7,000 1 6 19,380 3 12 19,538 2
Healthcare 7 37,930 7 6 18,660 3 15 54,885 5
Information Technology 6 9,210 2 4 12,660 2 17 15,318 1
Power 4 21,060 0 1 40 0 2 185 0
Telecom 0 0 0 1 110 0 2 7,967 1
Textile 5 160 0 16 9,420 2 13 2,386 0
Others 48 | 295,410 51 47 132,800 21 104 631,302 57
Total 107 | 578,660 100 134 620,670 100 228 | 1,101,401 100

Source: SEBI.

Table 2.5 presents the size-wise distribution of public and rights issues in 2017-18. Although total
resources mobilized in the primary market rose by 77% in 2017-18, there was not much change in the
distribution pattern of issue sizes. About 91.3% of the resource mobilization was through public issues
of issue size above Rs5bn. In terms of number of issues, however, there were only 41 issues out of 231
that were above Rs5bn. Notably, 162 issues (70%) were below Rs0.5bn.

Table 2.5: Size-wise Distribution of Resources Mobilized

Issue Size 2015-16 2016-17 2017-18

Number| Amount| Percentage| Number| Amount|Percentage| Number

< Rs50mn 29 800 0.14 27 880 0.14 30 1150 0.10
2 Rs50mn & < Rs100mn 13 820 0.14 24 1630 0.26 41 2770 0.25
2 Rs100mn & < Rs500mn 9 1,660 0.29 33 6980 1.12 91 18,340 1.66
2 Rs500mn & < Rs1bn 7 4,870 0.84 4 2640 0.42 7 4810 0.44
2 Rslbn & < Rs5bn 24| 75,550 13.06 17| 49,900 8.03 21 69,220 6.28
2 Rs5bn 25| 494,950 85.54 29| 559,320 90.02 41| 1,006,400 91.27
Total 107 | 578,650 100.00 134 | 621,350 100.00 231 | 1,102,690 100.00

Source: SEBI Annual Report.

2.3 Performance of Initial Public Offerings (IPOs) Listed on NSE

In 2017-18, 128 IPOs (including SMEs) were listed on NSE, as against only 57 in 2016-17 (Table 2.6).
The sudden surge in the IPOs might have been driven by a positive investor sentiment in the country,
which was motivated by regulatory policies of the government. Among the various IPOs issued in
2017-18 (excluding SMEs), Shankara Building Products Ltd., Apex Frozen Foods Ltd. and Salasar Techno
Engineering Ltd. achieved listing gains to the tune of 281%, 247% and 208% respectively, over their
respective issue prices (Table 2.6). In case of SMEs, Shrenik Ltd., Focus Lighting & Fixtures Ltd. And
Innovana Thinklabs Ltd. achieved listing gains of 1,569.5%, 244.4% and 237.1% respectively as of
31 March 2018.

In 2018-19 as of 31st December 2018, 74 IPOs (including SMEs) have been listed on the NSE.
In the mainboard, Fine Organic Industries Ltd. gained 51.7 as of December 31, 2018 over its offer price
(Table 2.7).
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The government and the corporate sector collectively raised a total of Rs18,277bn (US$284bn) from
the primary debt market in 2017-18. Corporates continued their preference to raise capital through
private placement as compared to public issues. In 2017-18, private placement accounted for 99%
of total resources raised by corporates from the debt market, as against 96% in 2016-17. However,
the share of private placement in total resources mobilized reduced from 38% in 2016-17 to 36% in
2017-18 (Table 2.8). The resources raised by corporates from debt market in the form of public issues
and private placement witnessed a significant decline by 10% in 2017-18 as compared to 39% growth
in previous year. Total resource mobilization declined by 82% through public issues and 7% through
private placement. In contrast, total resources raised by government from debt markets increased by
5% in 2017-18. Total resources raised from debt markets were still dominated by government issues
(accounting for 64% of the total resources).

Table 2.8: Resources Raised from Debt Markets

Issuer 2015-16 2016-17 2017-18 2015-16 2016-17 2017-18
(Rsbn) (Rsbn) (Rsbn) (US$bn) (US$bn) (US$bn)

Corporate 5,280 7,343 6,609 80 111 103
Public Issues 341 293 52 5 4 1
Private Placement* 4,939 7,050 6,557 75 105 102
Government 10,336 11,065 11,668 156 167 181
Central 7,390 7,245 7,477 111 109 116
State 2,946 3,820 4,191 44 58 65
Total 15,616 18,408 18,277 235 278 284

Source: Prime Database (for Private placement) SEBI for Public issues (bonds / NCDs) & RBI Annual Report (for Government debt).
Note: *Only debt placements with a tenor and put / call option of 1 year or more.

2.4.1 Private Placement of Debt

According to the Prime Database, a total of 711 issuers (institutional and corporate) raised Rs6,557bn
(US$102bn) through 2,432 privately placed issues in 2017-18 (Table 2.9). Overall, there is a positive
trend in total amount raised through private placement till 2016-17, barring 2013-14 (Chart 2.1). Total
resources mobilized raised through private placement declined by 7% in 2017-18 compared to the
preceding year.

Table 2.9: Private Placement—Institutional and Corporate Debt

No. of Privately | Resource Mobilisation | Resource Mobilisation
through Private

No. of issuers
Placed issues through Private

Placement of Debt Placement of Debt

(Rsbn) (US$bn)
1995-96 47 72 100 3
1996-97 159 192 184 5
1997-98 151 250 310 8
1998-99 204 443 386 9
1999-00 229 711 551 13
2000-01 214 603 525 11
2001-02 214 557 454 10
2002-03 171 485 484 10
2003-04 140 364 484 11
2004-05 116 321 554 12
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No. of issuers No. of Privately | Resource Mobilisation | Resource Mobilisation

Placed issues through Private through Private

Placement of Debt Placement of Debt

(Rsbn) (US$bn)

2005-06 99 366 818 18
2006-07 98 506 939 21
2007-08 104 612 1,154 29
2008-09 167 800 1,743 37
2009-10 243 812 1,898 40
2010-11 225 862 2,026 44
2011-12 179 1,430 2,592 54
2012-13 278 1,888 3,528 65
2013-14 254 1,683 2,879 46
2014-15 506 2,221 4,657 76
2015-16 589 2,682 4,939 74
2016-17 663 2,835 7,050 105
2017-18 711 2,432 6,557 102

Source: Prime Database.
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The issuer wise distribution indicates that during 2017-18, the private sector accounted for 47.8%
of total resources mobilized through the private placement of debt, followed by all India financial
institutions and banks that mobilized around 43.7% of total amount (Table 2.10).

-

Source: Prime Database.
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Table 2.10: Issuer-wise Distribution of Private Placement of Debt

Issue Amount Issue Amount % of Issue Amount Issue Amount
(Rsmn) (US$mn) (Rsmn)

2015-16| 2016-17( 2017-18( 2015-16( 2016-17( 2017-18| 2015-16| 2016-17| 2017-18

AllIndia Financial | 2,035,917| 2,904,672| 2,867,563  31,004|  43,483| 44,421 412 412 43.7] 1,922,992| 1,983,423 | 1,446,788
Institutions/

Banks

State Financial - 2,751 2,500 - 41 38 0.0 0.0 0.0 2,751

Institutions

Public Sector 322,671 671,762| 447,724 4,958 10,014 6,948 6.5 9.5 68| 497312| 424974 69,454
Undertakings

State Level 238,479 204,889 103,892 3,590 3,068 1,607 48 2.9 16| 101,168 46,982 25899
Undertakings

Private Sector 2,342,046 | 3,265,472( 3,134,978 35939 48,790 48593 474 46.3 47.8| 2,271,673| 2,266,384| 1,849,071
Total 4,939,112 7,049,545 6,556,658 75,490 105,396 101,608 100.0 100.0 100.0( 4,795,895| 4,721,764 | 3,391,212

Source: Prime Database.

The sectoral distribution shows that Banking and Financial Services continued to dominate the private
placement market, accounting for 71% in 2017-18. Among others, power sector contributed to 7.6%
of total private placement in 2017-18 (Table 2.11).

Table 2.11: Sectoral Distribution of Resources Mobilized Private Placement (%)

Sector 2015-16 |  2016-17 |  2017-18 | Apr-Dec'16 | Apr-Dec'l7 | Apr-Dec'18
Banking 28.4 28.7 29.7 26.5 27.3 27.1
Financial Services 36.2 36.7 41.6 39.0 42.9 44.7
Power 11.9 10.7 7.6 11.5 8.5 3.5
Housing/ Civil Construction/ Real Estate 6.1 5.0 4.1 5.1 3.8 7.5
Travel/Transportation 0.8 1.0 0.6 1.0 0.8 0.9
Others 16.7 17.9 16.4 16.9 16.7 16.3
Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Prime Database.

2.4.2 Corporate Sector

There was a preference for raising resources in the primary market through debt instruments, and the
private placement of debt emerged as the major route for raising resources.

In 2017-18, total resources raised by the corporate sector declined marginally to Rs7,660bn, compared
to gross mobilization of Rs7,671bn in 2016—-17. The public equity route was used to raise 10.9% of total
resources in 2017-18, which is significantly higher than 3.8 % in 2016-17. The share of rights issues
was 0.5% in 2016-17 which had increased to 2.8% in 2017-18. The resources raised through the debt
issues (debt public issues and debt private placements) accounted for about 86.3%, which reflects the
preference of corporates for debt capital over equity capital. Among the debt issues, the share of debt
public issues declined from 3.8% in 2016-17 to 0.7% in 2017-18. Similarly, the share of debt private
placements decreased from 91.9% in 2016-17 to 85.6% in 2017-18.
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Table 2.12: Resources Raised by Corporate Sector

Public Rights Debt | Debt Private Total Total Percentage Share in the Total
Equity Issues Public| Placements Resource Resource Resource Mobilisation
Issues| (Rsmn) Issues (Rsmn) | Mobilisation | Mobilisation Public Debt | Debt Private
(mn) (Rsmn) (Rsmn) (US$mn) Equity Public | Placements
issues Issues
2009-10 | 469,410 | 83,211 25,000 | 1,898,299 | 2,475,920 54,850 19.0 3.4 1.0 76.7
2010-11 | 461,820 | 95,937 94,310 2,025,899 | 2,677,966 59,977 17.2 3.6 35 75.7
2011-12 | 104,710 | 23,750 | 356,110 | 2,592,290 | 3,076,860 60,146 3.4 0.8 11.6 84.3
2012-13 64,970 | 89,447 | 169,820 | 3,527,590 | 3,851,827 70,851 1.7 2.3 4.4 91.6
2013-14 86,610 | 45,733 | 423,830 | 2,878,929 | 3,435,102 57,311 2.5 1.3 12.3 83.8
2014-15 30,190 | 67,501 97,130 | 4,657,131 | 4,851,952 79,358 0.6 1.4 2.0 96.0
2015-16 | 148,150 | 92,390 | 338,120 | 4,939,112 | 5,517,772 83,183 2.7 1.7 6.1 89.5
2016-17 | 290,880 | 37,200 | 293,280 | 7,049,545 | 7,670,905 117,815 3.8 0.5 3.8 91.9
2017-18 | 836,960 | 214,000 51,730 | 6,557,000 | 7,659,690 118,847 10.9 2.8 0.7 85.6

Source: Prime Database (for Private placement), SEBI (for Public issues and Right issues).
Notes: Only debt placements with a tenor and put / call option of 1 year or more.
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