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MODULE – III - SYLLABI

 Meaning and Functions of Primary Market.

 Methods of Floating New Issues – Pure Prospectus
method, Private Placement Method, IPO Method,
Rights Issue Method, Bonus Issue Method, Book
Building Method, Employee Stock Option (ESOP).

 Intermediaries in New Issues Market – Merchant
Bankers/Lead Managers, Registrars to an Issus,
Underwriters, Bankers to an Issue, Brokers to an Issue,
Debenture Trustees.

 Causes for Poor performance of New Issues Market.



Do you know…???

 What Is Share Capital?

 Share capital refers to the amount of funding a company raises 
through the sale of shares of stock to public investors.

 Authorized Share Capital

 The maximum amount of share capital a company is allowed to 
raise is called its authorized capital.

 Subscribed share capital refers to the monetary value of all the 
shares for which investors have expressed an interest.

 Issued share capital is simply the monetary value of the shares of 
stock a company actually offers for sale to investors.

 Any funds due for shares issued but not fully paid for are called-
up share capital. 

 Any funds remitted for shares are considered paid up capital...



Why do companies raise funds?

 The main objectives of a capital issue are listed below:

 To promote a new company

 To expand an existing company

 To diversify the production

 To meet the regular working capital 
requirements

 To install sophisticated technologies and 
machineries

 To capitalise the reserves, etc.



Primary Market -Definition

 New Issue Market (NIM) also known as ‘primary
market’ is a market, which is characterised by the
presence of a set of all institutions, structures, people,
procedures, services and practices involved in raising
of fresh capital funds by both new and existing
companies.

 Stocks available for the first time are offered
through new issue market.





Role / Functions of Primary Market in an Economic System

 Role and function of primary market can be categorised in 
to two: general functions and service functions 

 Accelerate the process of Capital Formation

 Ensure Liquidity in the System

 Provide Market Guarantee through Underwriting

 Diversification

 Investigative Services : The institutions in the capital 
market like the merchant bankers and other agencies 
provide the investigative services. These include technical 
analysis, economic analysis, and financial analysis and 
consider the legal and environmental aspects of the 
proposed projects/business. 



Functions of Primary Market

Reduction in cost
 Prospectus containing all details about the securities are given to the 

investors hence reducing the cost in searching and assessing the 
individual securities.

The Transfer Function 
 An important function rendered by NIM is to allow the transfer of 

resources from savers to entrepreneurs who establish new companies 
or expand the existing one. It is also called the function of ‘origination’. 

Advisory Services
 Various advisory services are made available with a view to improving 

the quality of capital issues. The relevant services include determining 
the type, the mix, the price, the timing, the size, and the selling 
strategies, the methods of floatation and the terms and conditions of 
issue of securities. 



Service Functions of Primary Market

Organisation
 Deals with the origin of the new issue. The proposal is analyzed in 

terms of the nature of the security, the size of the issued, timings of the 
issue and floating method of the issue.

Underwriting
 Underwriting is a kind of guarantee undertaken by an institution or 

firm of brokers ensuring the marketability of an issue. It is a method 
whereby the guarantor makes a promise to the stock issuing company 
that he would purchase a certain specific number of shares in the event 
of their not being invested by the pubic. Underwriting contract makes 
the share predictable and removes the element of uncertainty in 
the subscription

Distribution
 The Distribution means the function of sale of shares and debentures 

to the investors. This is performed by brokers and agents. They 
maintain regular and close link with the issuers and the ultimate 
investors on the one hand, and issuers and other agencies of capital 
market on the other. 



Methods  of  Raising  Fund  in  the  Primary  Market  
(Methods  of  Floating  New Issues) 

 A company can raise capital from the primary
market through various methods.



A) Public Issues

 This is the most popular method of raising long term
capital.

 It means raising funds directly from the public

 Under this method, the company invites subscription
from the public through the issue of prospectus (and
issuing advertisements in news papers).

 On the basis of offer in the prospectus, the investors
apply for the number of securities they are willing to
take.

 In response to application for securities, the company
makes the allotment of shares, debentures, etc.



Types of Public Issues
Two types

 1) Initial Public Offering (IPO)

 This is an offering of either a fresh issue of securities or an 
offer for sale of existing securities or both by an unlisted 
company for the first time in its life to the public.  

 It is a method of raising securities in which a company sells 
shares or stock to the general public for the first time. 

 Under this method of marketing, securities are issued to 
successful applicants on the basis of the orders placed by 
them, through their brokers. 

 The job of selling the stock is entrusted to a popular 
intermediary, the underwriter.



2) Follow-on Public Offering (FPO)

 This is an offer of sale of securities by a listed company. 

This is an offering of either a fresh issue of
securities or an offer for sale to the public by
an already listed company through an offer
document.



Methods of Determination of Prices of New Shares

 Equity offerings by companies are offered to the 
investors in two forms:

1) Fixed Price Offer Method

 In this case, the company fixes the issue price and then
advertises the number of shares to be issued.

 If the price is very high, the investors will apply for
fewer numbers of shares.

 If the issue is under-priced, the investors will apply for
more number of shares huge over subscription.



MAIN  STEPS

 The  main  steps  involved  in  issue  of  shares  under  
fixed  price  offer  method:

 Selection of merchant banker

 Issue of a prospectus

 Application for shares

 Allotment of shares to applicants

 Issue of Share Certificate



2) Book-building Method

 It was introduced on the basis of recommendations of
the committee constituted under the chairmanship of
Y.H. Malegam in October, 1995.

 Under this method, the company does not price the
securities in advance. Instead, it offers the investors an
opportunity to bid collectively. It then uses the bids to
arrive at a consensus price.

 All the applications received are arranged and a final
offer price (known as cut off price) is arrived at.



Book-building Method

 Usually the cut off price is the weighted average price
at which the majority of investors are willing to buy
the securities.

 Book building means selling securities to investors at
an acceptable price with the help of intermediaries
called Book-runners.



B) Offer for Sale Method / Bought-out Deals

 Under this method, instead of offering shares directly
to the public by the company itself, it offers through
the intermediary such as issue houses / merchant
banks / investment banks or firms of stock brokers.

 Under this method, the sale of securities takes place in 

two stages. 



Two Stages of Bought-out Deals

 In the first stage, the issuing company sells the shares
to the intermediaries such as issue houses and brokers
at an agreed price.

 In the second stage, the intermediaries resell the
securities to the ultimate investors at a market related
price. This price will be higher.

 The difference between the purchase price and the
issue price represents profit for the intermediaries.

 The intermediaries are responsible for meeting various
expenses such as underwriting commission,
prospectus cost, advertisement expenses, etc.



Bought-out Deals

 The biggest advantage of this method is that it saves
the issuing company the hassles involved in
selling the shares to the public directly through
prospectus.

 Expensive for the investor as it involves the offer of 
securities by issue houses at very high prices.  



C) Private Placement of Securities / Private Placement Method

 Private placement is the issue of securities of a 
company directly to one investor or a small group of 
investors. 

 Generally the investors are the financial institutions or 
other existing companies or selected private persons 
such as friends and relatives of promoters. 

 A private company cannot issue a prospectus. Hence it 
usually raises its capital by private placement. 

 A public limited company can also raise its capital by 
placing the shares privately and without inviting the 
public for subscription of its shares. 



Private Placement Method

 Company law defines a privately placed issue to be the
one seeking subscription from 50 members.

 Private placement refers to the direct sale of newly
issued securities by the issuer to a small number of
investors through merchant bankers.



Prospectus – Means????

Only public companies can issue a 
prospectus. 

 Section 2 (36) of the Companies Act defines
prospectus as, “A prospectus means any document
described or issued as prospectus and includes any
notice, circular, advertisement or other documents
inviting deposits from public or inviting offers from
the public for the subscription or purchase of any
shares in or debentures of a body corporate.”



Advantage of Private Placement Method

 Less expensive as various types of costs associated with 
the issue are borne by the issue houses and other 
intermediaries. 

 Less troublesome for the issuer as there is not much of 
stock exchange requirements concerning contents of 
prospectus and its publicity, etc. to be compiled with.

 Placement of securities suits the requirements of small 
companies.

 This method is also resorted to when the stock market 
is dull and the public response to the issue is doubtful. 



Disadvantage of Private Placement Method

 Concentration of securities in a few hands.

 Creating artificial scarcity for the securities and hence 
jacking up the prices temporarily and misleading 
general public.

 Depriving the common investors of an opportunity to 
subscribe to the issue, thus affecting their confidence 
levels.



Major differences between Bought-out 
deals and Private placements

Feature Private Placement Bought-out deals

Trading scrips Listed securities Unlisted securities

Creating securities Results in the creation

of additional securities

for the buying

institutions

Securities are simply

transferred from

promoters to sponsors

who in turn off-load

them to the public

Lock-in period Five years 18 months



D) Right Issue Method

 Right issue is a method of raising funds in the market 
by an existing company. 

 Under this method, the existing company issues 
shares to its existing shareholders in proportion 
to the number of shares already held by them. 

 Thus a right issue is the issue of new shares in which 
existing shareholders are given pre-emptive rights to 
subscribe to the new issue on a pro-rata basis. 



Right Issue
 According to Section 81 (1) of the Companies Act, when

the company wants to increase the subscribed capital by
issue of further shares, such shares must be issued first of
all to existing shareholders in proportion of their existing
shareholding.

 The existing shareholders may accept or reject the right.

 Shareholders who do not wish to take up the right shares
can sell their rights to another person.

 If the shareholders neither subscribe the shares nor
transfer their rights, then the company can offer the shares
to public.



Advantages of Right Issue Method

 Economy: Rights issue constitutes the most economical 
method of raising fresh capital, as it involves no 
underwriting and brokerage costs. Further, the expenses by 
way of advertisement and administration, etc. are less.

 Easy: The issue management procedures connected with 
the rights issue are easier as only a limited number of 
applications are to be handled.

 Benefits to shareholders: Issue rights shares do not 
involve any dilution of ownership of existing shareholders. 
Further, it offers freedom to shareholders to subscribe or 
not to subscribe the issue. 



Drawbacks of Right Issue Method

 Restrictive: the facility of rights issue is available only 
to existing companies and not to new companies. 

 Against society: The issue of rights shares runs 
counter to the overall social considerations of diffusion 
of share ownership for promoting dispersal of wealth 
and economic power. 



(E) Issue of Bonus Shares / Bonus Issues Method

 Where the accumulated reserves and surplus of profits 
of a company are converted into paid up capital, it is 
called bonus issue. 

 It simply refers to capitalization of existing reserves 
and surpluses of a company. 

 The issue of bonus shares is subject to certain rules 
and regulations. 

 The issue does not in any way affect the resource base 
of the enterprise. 

 It saves the company enormously from the hassles of 
capital issue.



Differences between rights issue method and bonus issues method

Feature Rights Issue Bonus Issue

Payment The issue is to be paid for The issue is free

Privilege Confers a privilege on the existing

members

Not a privilege issue

Paid-up shares Shares may be partly paid-up also Shares are necessarily to be fully paid.

Minimum

Subscription

Minimum Subscription is required Minimum Subscription is not required

Separate Account Money is to be kept in a separate

bank account

No such requirement

Right to renounce Rights issue may be renounced by a

member in favour of a nominee

No such facility is available

Regulation Regulated by the provisions of the

Companies Act and SEBI guidelines

Regulated by the provisions of the

Company’s Articles and SEBI



F) Offer through pure Prospectus 
Method

 This is the most popular method of raising capital or 
marketing of securities (shares and debenture) for the 
public limited companies and private companies. 

 Under this method, a company issues a document, 
called prospectus, containing information about 
the company and inviting public to apply for 
shares or debentures of the company.



Contn…..

 A company may issue a prospectus inviting applications
direct from the public or through some intermediaries such
as brokers, investment bankers and underwriters, etc.

 Thus, this method includes:

 Direct selling of the securities by the 
company

 Sale through investment intermediaries, and 

 Underwritten placement.



Prospectus….
 According to Companies (Amendment) Act 1985,

application forms for shares of a company should be
accompanied by a Memorandum (abridged prospectus).

 In simple terms, a prospectus document gives details
regarding the company and invites offers for
subscription or purchase of any shares or debentures
from the public.

 The draft prospectus has to be sent to the Regional Stock
Exchange where the shares of the company are to be listed
and also to all other stock exchanges where the shares are
proposed to be listed.

 After scrutiny if there is any clarification needed, the stock
exchange writes to the company and also suggests
modification if any.



Prospectus – contents….???
 The prospectus should contain details regarding the:

 statutory provisions for the issue, 
 programme of public issue-opening, 
 closing and earliest closing date of the issue, 
 issue to be listed at, 
 highlights and risk factors, 
 capital structure, 
 board of directions, 
 registered office of the company, 
 brokers to the issue, 
 brief description of the issue, 
 cost of the project, 
 projected earnings and other such details. 

 The board, lending financial institutions and the stock exchanges in which 
they are to be listed should approve the prospectus. 

 Prospectus is distributed among the stock exchanges, brokers, underwriters, 
collecting branches of the bankers and to the lead managers.



(G) Employees  Stock  Option  Scheme (ESOP)

 A method of marketing the securities of a company
whereby its employees are encouraged to take up shares
and subscribe to it is known as ‘stock option’.

 It is a voluntary scheme on the part of the company to 
encourage employees’ participation in the company. 

 The scheme also offers an incentive to the employees to 
stay in the company. 

 The scheme is particularly useful in the case of companies 
whose business activity is dominantly based on the talent 
of the employees, as in the case of software industry. 

 The scheme helps retain their most productive employees 
in an industry, which is known for its constant churning of 
personnel. 



Procedures of Public Issue
 Under public issue, the new shares/debentures may be offered either 

directly to the public through a prospectus (offer document) or 
indirectly through an offer for sale involving financial intermediaries or 
issue houses. The main steps involved in public issue are as follows:

 Draft Prospectus
 Fulfilment of Entry Norms
 Appointment of Underwriters
 Appointment of Bankers
 Initiating Allotment Procedure
 Appointment of Brokers to the Issue
 Filing of Documents 
 Printing of Prospectus and Application Forms
 Listing the Issue
 Publication in News Papers
 Allotment of Shares



Intermediaries / Players / Participants In The 
New Issue Market (NIM) / Primary Market

 Intermediaries occupy an indispensable and pivotal space
in today’s capital market.

 While some trade dealings may involve only a single
intermediary entity, more complex transactions comprise
networks and chains of intermediaries at different levels.

 The primary need for market intermediaries in the
securities market is to match its demand and supply forces.

 Intermediaries facilitate economies in confronting
the critical challenge of the allocation of savings to
investment opportunities.



Disintermediation…???

 In certain areas such as investing, advances in
technology threaten to eliminate the (financial)
intermediary, a phenomenon known as
disintermediation.

 For example, the advent of online brokerages has
resulted in millions of active investors bypassing
traditional full-service brokerages and investing
directly in the markets.



Intermediaries……..

Merchant  Bankers/Lead  
Managers

Registrars  to  an  Issue

Underwriters

Bankers  to  an  Issue

Brokers to an Issue, and 

Debenture Trustees



Financial / Market intermediaries under SEBI Regulations, 2008

 Stock brokers and sub-brokers
 Share transfer agents
 Bankers to an issue
 Trustees of trust deeds
 Registrars to an issue
 Merchant bankers
 Underwriters
 Portfolio managers
 Investment advisers
 Depositories and depository participants
 Custodians of securities
 Credit rating agencies
 Asset management companies
 Clearing members
 Trading members
 Any other intermediary who may be associated with securities markets in any 

manner



Merchant Bankers / Lead Managers

 Lead managers (category I merchant bankers) have to
ensure correctness of the information furnished in the
offer document.

 They have to ensure compliance with SEBI rules and
regulations as also Guidelines for Disclosures and
Investor Protection.

 To this effect, they are required to submit to SEBI a
due diligence certificate confirming that the
disclosures made in the draft prospectus or letter
of offer are true, fair and adequate to enable the
prospective investors to make a well informed
investment decision.



Meaning of Merchant Bankers

 The intermediaries in the stock market who are responsible
for public issues management are known as merchant
bankers or lead managers.

 Lead managers are appointed by the company to manage
the public issue programmes.

 Many agencies are performing the role of lead managers to
the issue.

 The merchant banking division of the financial
institutions, subsidiary of commercial banks, foreign
banks, private sector banks and private agencies are
available to act as lead managers.

 SBI Capital Markets Ltd., Bank of Baroda, Canara
Bank, DSP Financial Consultant Ltd. ICICI Securities
& Finance Company Ltd., etc.



Main duties of MBs

 Drafting of prospectus 

 Preparing the budget of expenses related to the issue 

 Suggesting the appropriate timings of the public issue 

 Assisting in marketing the public issue successfully 

 Advising the company in the appointment of registrars
to the issue, underwriters, brokers, bankers to the
issue, advertising agents, etc.

 Directing the various agencies involved in the public
issue.



Categorization of Merchant Bankers

 The company negotiates with prospective managers to its
issue and settles its selection and terms of appointment.
Usually companies appoint lead managers with a successful
background.

 Category I: These are the merchant bankers who carry out
such functions as relating to new issues as determination
of security-mix to be issued, drafting of prospectus,
application forms, allotment letters and a host of other
documents, appointment of registrars for handling share
applications and transfers, making arrangements for
underwriting, placement of shares, selection and
appointment of brokers and bankers to the issue, publicity
of the issue, etc.

 Only these merchant bankers are permitted to act as ‘Lead 
Managers’ to an issue.



MBs

 Category II: These merchant bankers act as

consultants, advisors, portfolio managers and co-

managers.

 Category III: These merchant bankers act as

underwriters, advisors and consultants.

 Category IV: These merchant bankers act only as

advisors or consultants to an issue.



Underwriters

 They make a commitment to get the issue subscribed
either by other or by them.

 Underwriters are required to register with SEBI in
terms of the SEBI (Underwriters) Rules and
Regulations, 1993.

 In addition to underwriters registered with SEBI in
terms of these regulations, all registered merchant
bankers in categories I, II and III and stockbrokers and
mutual funds registered with SEBI can function as
underwriters.



Bankers to an Issue

 Bankers who are engaged in the function of acceptance
of applications for shares and debentures along with
application money from investors in respect of issue of
securities and also refund of application money to the
applicants, to whom securities could not be allotted,
are called bankers to an issue.

 Scheduled banks acting as bankers to an issue are
required to be registered with SEBI in terms of the
SEBI (Bankers to the Issue) Rules and
Regulations, 1994.



 Intermediaries that are responsible for procuring the
subscription to the issue from the prospective investors are
called brokers to the issue.

 They provide a vital connecting link between the
prospective investors and the issuer.

 They assist in the speedy subscription of issue by the
public.

 Appointment of brokers is however not compulsory.

 The brokers to the issue must have an expert knowledge,
professional competence and integrity in order to be able
to carry out the various functions of an issue.

 They help the investors make a right choice of the company
for making investment.

Brokers to an Issue



Registrars to an Issue and Share Transfer Agents

 They are registered with SEBI in terms of the SEBI
(Registrar to the Issue and Share Transfer Agent)
Rules and Regulations, 1993.

 Under these regulations, registration commenced in
1993-94 and is granted under following two categories:

 Category I: To act as both registrar to the
issue and share transfer agent

 Category II: To act as either registrar to an
issue or share transfer agent.



Registrars to an Issue
 After the appointment of the lead managers to the issue, in

consultation with them, the Registrar to the issue is
appointed.

 It is always ensured that the registrar to the issue has the
necessary infrastructure like computer, Internet and
telephone.

 The Registrars normally receive the share application from 
various collection centres. 

 They recommend the basis of allotment in consultation 
with the Regional Stock Exchange for approval. 

 They arrange for the dispatching of the share certificates. 

 They hand over the details of the share allocation and other 
related registers to the company.



Functions of Registrars to an Issue

 Keeping a proper record of applications and money 
received from investors. 

 Assisting issuing companies in determining the basis of 
allotment of securities as per stock exchange guidelines 
and in consultation with the stock exchanges

 Assisting in the finalisation of allotment of securities

 Processing and dispatching of allotment letters

 Assisting in processing and dispatching refund orders. 

 Assisting in processing and dispatching of share and 
debenture certificates and other documents related to the 
capital issue

 Functioning as Depository Participants (DPs), etc. 



Functions of Share Transfer Agents

 Maintaining records of holders of securities of the
company for and on behalf of the company

 Handling all matters related to transfer and
redemption of securities of the company, and

 Functioning as Depository Participants (DPs), etc.

 With the setting up of the depository and the
expansion of the network of depositories, the
traditional work of registrars is likely to undergo a
radical change.



Debenture Trustees

 As we know debenture is an instrument of debt issued 
by the company acknowledging its obligation to repay 
the sum along with an interest. 

 In the case of public issue of  debentures,  there  would  
be  a  large  number  of  debenture  holders  on  the  
register  of  the company. 

 As such it shall not be feasible to create charge in 
favour of each of the debenture holder. 

 A common methodology generally adopted is to create 
Trust Deed conveying the property of the company. 



Trust deed
 A Trust deed is an arrangement enabling the property to be held 

by a person or persons for the benefit of some other person 
known as beneficiary. 

 It has been made mandatory for any company making a
public/rights issue of debentures to appoint one or more
debenture trustees before issuing the prospectus or letter
of offer and to obtain their consent which shall be mentioned in
the offer document.

 Trustees who are appointed to safeguard the interests of
debenture holders are called debenture trustees. They are to be
appointed before issue of debentures by a company.

 No person can act as debenture trustee unless a certificate of 
registration has been obtained from SEBI for the purpose.

 Debenture trustees are registered with SEBI in terms of the SEBI 
(Debenture Trustees) Rules and Regulations, 1993.



Eligibility to Act as Debenture Trustees

 To be appointed as a debenture trustee, one should 
fulfil the following eligibilities:

 A scheduled bank carrying on commercial 
activity; or

 A public financial institution within the 
meaning of Section 4-A of the Companies 
Act, 1956; or

 An insurance company; or

 A body corporate.



Portfolio Managers

 Portfolio managers are required to register with SEBI 
in terms of the SEBI (Portfolio Managers) Rules 
and Regulations, 1993. 

 The registered portfolio managers exclusively carry on 
portfolio management activities. 

 In addition all merchant bankers in categories I and II 
can act as portfolio managers with prior permission 
from SEBI. 



CAUSES FOR POOR PERFORMANCE OF NEW 
ISSUES MARKET (NIM)

 1. Lack of Good Public Response: Initially, the capital market 

was looked as a place only for elite class in the society. 

 2. Possibility of Manipulation and Lack of 
Transparency

 3. Lack of Liquidity

 4. Wasteful Procedures, Costly and Time 
Consuming 

 5. Lack of Professionalism

 6. Elements of High Speculation and Fraud



Causes of poor performance

 7. Cost of Public Issues

 8. Multiple Regulations

 9. Lack of Protection to Investors

 10. No Linkage with International Market

 11. Physical Delivery of Shares

 12. Dominance of Financial Institutions

 13. Insider Trading

 14. Practice of Price Rigging 

 15. Volatility / Fluctuations 



Poor performance of NIM

 16. Drawback for the New Company

 17. Risk of Rumours

 18. System / Network Congestion

 19. Bad Delivers 

 20. Scams in the Indian Capital 
Markets




