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Flashback

• We reviewed working of financial system

• We said financial system intermediates savings from surplus units 
and gives it to deficit units. The deficit units in turn invest the savings 
and give returns in form of dividend, interest etc. 
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Flashback

• Financial System comprises different kinds of institutions that 
intermediate these savings
• Commercial Banks

• Investment Banks or Merchant Banks

• Mutual Funds

• Insurance

• Pension Funds

• We will study Investment Banks in this session. 



Difference between Commercial Banks and 
Investment Banks

• Commercial Banks

• Fund based business
• Take Savings from savers as Deposits

• Give Loans to the investors

• Income of the bank
• Loan interest rate minus deposit interest rate



Difference between Commercial Banks and 
Investment Banks

• Investment Banks
• Also take funds from surplus savers 

• Provide these funds to deficit investors

• However, they don’t take deposits or give loans

• Instead they help companies issue shares & bonds which are invested 
by the savers. 

• IB is mainly a fee Based business
• They get fee from offering companies multiple services



Fee Activities of I-Banks

• Capital raising for companies
• Equity: Initial Public Offer, Offer for Sale, Private Placement

• Debt: Debentures, Bonds, Private Placement

• Underwriting

• Mergers and Acquisitions

• Financial consultancy

• Sales and Trading

• Brokerage Services

• Investments

• Research



Capital raising for companies - Equity

• If you ’ ve ever bought stock in a company, be it an individual firm like 
Microsoft or an index fund that invests in companies in the Standard 
& Poor ’ s (S&P) 500, you ’ ve been on the investor end of an equity 
deal. 

• Investment bankers help companies raise money by selling 
ownership stakes, or equity, in the company to outside investors. 

• After the securities are sold by the investment bank, the owners are 
free to buy or sell them on the stock market. 

• Equity is first sold as part of an equity offering called an initial public 
offering (IPO).



IPO, FPO, OFS

• Initial Public Offer: New shares issued by a company

• Follow-up Public Offer: New Shares issues by an existing company

• Offer for Sale: Existing shareholders sell their shares



Why IPO

• For Funding Needs

• Funding Capital Requirements for Organic Growth 

• Expansion through Projects 

• Diversification 

• Funding Global Requirements 

• Funding Joint Venture and Collaborations needs 

• Funding Infrastructure Requirements, Marketing Initiatives and Distribution 
Channels 

• Financing Working Capital Requirements 

• Funding General Corporate Purposes 

• Investing in businesses through other companies 

• Repaying debt to strengthen the Balance Sheet 

• Meeting Issue Expenses



IPO Process

• Step 1: Appointment of Merchant Banker

• Step 2: Approval from SEBI / Exchange on Draft Offer Documents

• Step 3: Filing of Offer Documents with Exchange/s

• Step 4: IPO Road Shows

• Step 5: Price Determination

• Step 6: IPO Bidding Period and Allotment of Shares

• Step 7: Listing of Shares

• Step 8: Post-IPO Documentation



IPO process: Intermediaries



IPO process: Intermediaries



IPO process: Intermediaries



IPO process: Agreements



IPO process: Agreements



Offer document

• https://www.sebi.gov.in/filings/public-issues/nov-2024/saatvik-
green-energy-limited_88728.html



Price Discovery of Shares in a Public Offering



Price Discovery of Shares in a Public Offering -
Fixed price issue 



Price Discovery of Shares in a Public Offering -
Fixed price issue



Book Built Issue



Stages in Book Building



Book Built Issue



BB Allocation

• Up to 50% of the Net Issue to Public is for allocation to QIBs. 

• At least 35% of the Net Issue to Public is for allocation on a 
proportionate basis to the Retail Individual Bidders 

• at least 15% of the Net Issue to Public is for allocation on a 
proportionate basis to Non-Institutional Bidders, subject to valid Bids 
being received on or above the Issue Price within the Price Band.



Book Building IPO Fixed Price IPO

Introduced by SEBI in 1995 for efficient 
pricing.

The traditional old method for IPO issues.

A book-built issue has a price range. A fixed price IPO has a fixed price.

The offer price is determined at the end of 
the bidding process.

The offering price is set in advance.

The demand for the book-built issue is 
known daily as the book builds.

The demand for a fixed price IPO is known at 
the end of the subscription period for the 
issue.

QIBs can place bids by paying 10% of the 
application amount at the time of 
application and the balance at the time of 
allotment.

The QIB must pay 100% of the subscription 
amount at the time of application.

A book-building IPO prospectus is filed with 
the RoC upon completion of the offering.

A fixed-price IPO prospectus is filed with the 
RoC before the issue opens.

Popular method Less commonly used method

The price range can be revised in a book-
built issue while the issue is open.

The offering price cannot be changed once 
the issue is open for subscription.

The chances of fair pricing are good as the 
price is set based on supply and demand.

The price can be undervalued or overvalued.

Investors can bid at any price within the 
price range.

Investors can only subscribe at a fixed price.

Generally adopted by Mainboard IPO 
companies.

Generally adopted by SME IPO companies.



Top IPOs in India 

Top IPOs Issued IPO Amount Date Issued

LIC IPO Rs 21,000 crore May 4, 2022

Paytm IPO Rs 18,300 crore November 2021

Coal India IPO Rs 15,200 crore October 2010

Reliance Power IPO Rs 11,700 crore January 2008

SBI Life IPO Rs 10,341 crore September 2017

GIC IPO Rs 11,372 crore October 2017

ONGC IPO Rs 10,530 crore March 2004

DLF IPO Rs 9,187 crore June 2007

ICICI Prudential Life Insurance IPO Rs 6,057 crore September 2016



Capital raising for companies - Debt

• Debt capital: Some investors have no interest in owning a piece of 
the company, but they are more than willing to lend money to it, for 
a price. 

• That ’s the role of debt capital. Investment banks help companies 
borrow money by issuing bonds, or IOUs, that are sold to investors. 

• The company must pay the prearranged rate of interest, but it 
doesn’t give up any ownership of the company. 

• If a company falls onto hard times, though, the owners of the debt 
have a higher claim to assets than do the equity owners if a 
liquidation of the company is necessary. 



Capital raising for companies - Hybrid 
securities

• Most of what investment banks sell can be classified as either debt or 
equity. 

• But some securities take on traits of both, or are an interesting spin 
on both. 

• One example is preferred shares, which give investors an income 
stream that’s higher than what’s paid on the regular equity. 

• But preferred shares don’t come with as high a claim to assets as 
bonds, and this income stream can be suspended by the company if 
it chooses. 



Primary Market: Fund Mobilization



Raising funds through Equity Markets



Raising Resources Through Debt Markets



Underwriting

• Underwriting - ‘An agreement with or without conditions to 
subscribe to the securities of a body corporate when the existing 
shareholders of such body corporate or the public do not subscribe 
to the securities offered to them’. (SEBI)

• Underwriter – ‘A person who engages in the business of underwriting 
of an issue of securities of a body corporate’. 

• It is an agreement by the underwriter to subscribe to the securities 
being issued in case the persons to whom they are offered do not 
subscribe to them. Hence it is a service that consists of taking a 
contingent obligation. 



Mergers and Acquisitions

• Companies may opt to merge with or be purchased by another firm 
rather than going public. 

• M&A deals can give existing shareholders liquidity while also 
providing prospects for expansion through synergies with the 
acquiring firm. 

• M&A transactions can take several forms, including stock purchases, 
asset purchases, and mergers of equals.



Reasons for M&A

• Growth

• Synergies
• Combining business activities, overall performance efficiency tends to 

increase and overall costs tend to drop, due to the fact that each company 
leverages off of the other company's strength

• Increase Supply Chain Pricing Power
• By buying out one of its suppliers or distributors, a business can eliminate an 

entire tier of costs. 
• Specifically, buying out a supplier, which is known as a vertical merger which 

usually let a company save on the margins that the supplier previously add to 
its costs. 

• By buying out a distributor, a company often gains the ability to sell their 
products at a lower cost. 

• Eliminate Competition

• Succession and Retirement



Types of M&A

• Horizontal:
• when the two companies are in direct competitions and share the same 

product lines and markets.

• Vertical
• when the two companies are in difference production stages (e.g. the merger 

between a company and its supplier)

• Concentric 
• when the two companies have the same customer base but different 

products   

• Conglomerate 
• when the two companies have different businesses



M& A Life Cycle

M&A 
Strategy

Target 
Screening

Due 
Diligence

Transaction 
Execution

Integration



Sales and Trading

• The Sales & Trading (S&T) group at an investment bank helps 
institutional investor clients, such as hedge funds and asset 
management firms, to buy and sell securities such as stocks, options, 
and bonds.

• These clients buy and sell these securities to earn a high return and 
make more money for their clients such as pension funds, 
endowments, insurance firms, and wealthy individuals.

• This process is more difficult than it sounds because these 
institutional investor clients often place large orders that would 
disrupt market prices if they were executed all at once.

• So, the salespeople and traders at banks must divide up these orders, 
match buyers and sellers, and get the clients prices that are as close 
as possible to what they desire.

https://mergersandinquisitions.com/sales-trading/
https://mergersandinquisitions.com/hedge-funds/


Brokerage Services

• Some investment banking operations include brokerage services 
where they may hold clients’ assets or help them conduct trades.

• Offers equity, fixed income, alternative investments and money 
market investment products and services to individual and 
institutional clients

• For alternative investment products, the firm co-invests with clients 
in hedge fund, private equity and real estate funds. 



Investments

• Periodically, units of investment banking operations also invest their 
own money in promising companies or projects. 

• This type of investment, often made in companies that don’t have 
investments that the public can buy, is called private equity.



Research

• The research division writes reports about companies and their 
prospects, often accompanied by “Buy,” “Sell,” or “Hold” ratings.

• Historically, banks issued these reports to encourage higher trading 
volume and to solicit orders from institutional investors for the 
sales & trading division.

• For example, if a bank liked a company’s prospects and wanted to 
encourage more trading to earn higher commissions, it might have 
issued a favorable “Buy” report about the company.

• Banks may use research for internal purposes as well, such as for 
salespeople who want to recommend ideas to clients or for 
investment bankers who want to read up on companies in a specific 
sector.



Investment Banks Organisation



List of Merchant Bankers in India

• https://www.sebi.gov.in/sebiweb/other/OtherAction.do?doRecognis
edFpi=yes&intmId= 9 


