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IPO frenzy drives borrowing via commercial papers

The amount raised through such issuances was
$21.9trn in 2021, 49% higherthan previous year

ASHLEY COUTINHO
Mumbai, 9 February

The rush for taking loans to subscribe
toinitial public offerings (IPOs) has
spurred borrowing through
commercial papers (CPs)bynon-
banking financial companies (NBFCs).
The amount raised through CP
issuances in2021stood at¥21.9 trillion,
49 per centhigher than the previous
year and thehighest since2017, the
period for which datadata is available.
More thana third, or 37 per cent, of the
CPsissued lastyearhad atenureof1-2
weeks, which corresponds to the
lending period for IPO financing,
whichis typically 7-10 days, the data
from primedatabase.com shows.
Sixty-three firms collectively raised
1.2 trillion by way of IPOs last year.
The bulk of the borrowings by way of

CPswere in July, August, November
and December -- which also happened
tobemonths thatsaw high TPO activity
with a combined mop-up of about
%78,000 crore. “The IPOfrenzylastyear
led wealthy investors, whoinvest
primarily for listing-day gains, to
borrow heavily from NBFCs, whichin
turn arranged funds through CP
issuances,” said Pranav Haldea,
managing director, PRIME Database.
Twenty-five of the 63 offeringslast
year saw their NII (non-institutional
investors) portion for wealthy
investors getsubscribed more than100
times. Sixof these firmslisted with
gainsof over 100 per cent, while
another six ended with gains of over 50
percentondayone. Ofthe 58 firmsthat
gotlisted, 34 gave areturn of over 10
per cent, based on the closing priceon
thelistingday. The average deal size for

COMMERCIAL PAPER ISSUANCES

IPOswasX1,884 crore, higher than
mostyears.

“With financing, aninvestor’s
ability to getallocation gets a lot easier,
especially when anissue is subscribed
multiple times,” said Ajay Manglunia,
managingdirector and head -
institutional fixed income, JM
Financial. “Theshorter listingcycle
and the ample liquidity availablein the
system helped lendersrationalise the
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costoffinancing last year and make a
decentspread of 3-4 per cent.”

IPO financingis a sure-fire way of
makingmoney for NBFCs as the
durationoflendingislimited to 6-8
days. “NBFCs typically do not ask for
collateral as the amount required for
repayment of the loan is adequately
covered by the portion allocated for
refunds,” said Manglunia.

Fourofthetop10issuersthat used

the CP route to mobilise funds last year
were NBFCs—Bajaj Finance, Infina
Finance, AdityaBirlaFinance, and
Tata Capital Financial Services.
Another top issuer was JM Financial
Properties and Holdings, a wholly
owned subsidiary of JM Financial, a
leadingplayerin IPO financing. These
five entities collectively mobilised ¥5.2
trillion viaCPsin 2021, which was 54
per cent of the amount mobilised by
thetop10issuers.

Fifty-two per cent of the amount
raised was at ayield to maturity of 3-4
percent, and 26 per centoftheamount
had aYTMof 4-5 per cent, thedata
shows. NBFCs typically lend to wealthy
clients at 6-10 per cent per annum,
depending onthe fundingdemand
and thesubscription figuresthat build
up during the course ofan IPO.

With only two IPOs hitting the
market inJanuary this year, CP
issuances have dipped 46 per cent to
%1.35trillion from32.48trillioninthe
previous month. Turn to Page 12»



