INITIAL PUBLIC OFFERING PRACTICESIN NEPAL

By
ASHA BHATTARAI
Central Department of Management
Campus Roll No. 272
T.U. Regd. No. 7-1-240-12-96

A Thesis Submitted to:
Office of the Dean
Faculty of Management
Tribhuvan University

In partial fulfillment of the requirement for the degree of
Master of Business Studies (MBYS)

Kathmandu, Nepal
April 2012



RECOMMENDATION
Thisisto certify that the thesis

Submitted by:
ASHA BHATTARAI

Entitled:

INITIAL PUBLIC OFFERING PRACTICESIN NEPAL

has been prepared as approved by this Department in the prescribed format of

the Faculty of Management. This thesis is forwarded for examination.

Prof. Dr. Bal Krishna Shrestha  Prof. Dr. Bal Krishna Shrestha Prof. Dr. Dev Raj Adhikari
(Thesis Supervisor) (Head, Resear ch Department) (Head, CDM)



VIVA-VOCE SHEET

We have conducted the viva—voce of the thesis presented

By
ASHA BHATTARAI

Entitled:

INITIAL PUBLIC OFFERING PRACTICESIN NEPAL

And found the thesis to be the original work of the student and written
according to the prescribed format. We recommend the thesisto
be accepted as partial fulfillment of the requirement for the degree of

Master of Business Studies (MBYS)

Viva-Voce Committee

Head of the Department e,

Head, Research Department e,

Member (ThesiSSUpervisor) e,

Member (External EXpert)



DECLARATION

I hereby declare that the work reported in this thesis entitled “Initial Public offering
practices in Nepal”submitted to Office of the Dean, Faculty of Management,
Tribhuvan University, is my original work done in the form of partial fulfillment of the
requirement for the degree of Master of Business Studies (MBS) under the supervision
of Prof. Dr. Bal Krishna Shrestha, Center Department of Management , T.U.

Asha Bhattarai
T.U. Regd. No.: 7-1-240-12-96
CampusRoall No. : 272



ACKNOWLEDGEMENTS

It is a matter of pride and great pleasure to present this research work entitled “Initial
public offerings practices in Nepal” This research is based on my original work. |
have drawn information from related research work, reports and publications relating

to my research work.

This research study on “Initial public offerings practices in Nepal” is an outcome of
hard work and direct and indirect co-operation from various personalities. Firstly, |
would like to express my deepest, hearty gratitude and thanks to Prof. Dr. Bal Krishna
Shresthafor guiding me throughout the research work to completion. | sincerely
appreciate his cordial support, guidance and patience.l would like to express my
gratitude and indebtedness to Prof. Dr.Dev Raj Adhikari, Head of Central Department

of Management.

Finally, 1 would like to sincerely thank my husband KiranNeupane for his valuable

support for completion of thesis.

Finally, | am also thankful to all the organizations and respondents for their help in
supplying related information of their office. | am also thankful to all the staff
members of Central Department of Management, for their assistance and support in

course of study.

AshaBhattarai
Bharatpur, Chitwan



CONTENTS

Recommendation Letter
Viva-Voce Sheet

Deceleration

Acknowledgement

Contents

List of Tables

List of Figures
Abbreviations

CHAPTER - 1: INTRODUCTION

11
1.2
1.3
14
1.5
1.6
1.7

Background of the Study
Focus of the Study
Statement of the Problem
Objectives of the Study
Importance of the Study
Limitations of the Study
Organization of the Study

CHAPTERII: LITERATURE REVIEW

21

Conceptua Review

2.1.1 Concept of IPO

2.1.2 Reasons of Going IPO

2.1.3 Advantages and Disadvantages of |PO
2.1.4 Capital Market and IPO

2.1.4.1 IPO, Subset of Primary Market

2.1.5 Securities Offered in IPO

2.15.1 Ordinary Shares
2.15.2 Preference Shares
2.1.5.3 Debentures and Bonds

2.1.6 Theoretical Aspectsof IPO

21.6.1 Underpricing of IPO

N NN o g R e

O

11
11
12
13
14
16
17
17
17
18
18



2.1.7 Historical Background of Capital Market Development in Nepal

2.1.6.2 IPO’s Long Run Underperformance

2.1.8 Ingtitutions Involved in IPOs of Nepal

2.1.9 Procedural Aspects of IPOsin Nepal: Legal Aspects and Process

22

2.1.8.1 Issuing Companies
2.1.8.2 Issue Managers
2.1.8.3 Merchant Bankers
2.1.84 Underwriters
2185 Bankersto Issue
2.1.86 Collection Centers
2187 Others

Review of Related Studies

2.2.1 Review of International Journals and Dissertations

2.2.2 Review of Nepalese Journals and Dissertations

2.3

Research Gap

CHAPTER- IIl: RESEARCH METHODOLOGY

3.1
3.2
3.3
34
35
3.6

Research Design
Population and Sample
Sources and Nature of Data
Data Collection Technigue
Data Processing

Data Analysis Tools

3.6.1 Mean
3.6.2 Standard Deviation
3.6.3 Coefficient of Variation

3.6.4 Karl Person’s Coefficient of Correlation

3.6.5 Mode for Measuring Underpricing
3.6.6 Modd for Measuring Growth Rates

3.7

Limitations of the Methodology

CHAPTER - 1V: PRESENTATION AND ANALYSISOF DATA

4.1

Data Presentation and Analysis

20

23
24
24
24
25
25
25
26
26
27
27
37
40

42
42
42

ER KRR

45
46
47
47
48

49
49



4.1.1 Analysisof Public Offerings 49

4.1.2 Public Offerings from Financial and Nonfinancial Sector 58

4.1.3 Analysis of Subscription Pattern of Issues 60

4.1.4 Analysisof Underpricing of IPOsin Nepal 66
4.1.6 Analysis of Price Change on Offered Price on 1st, 2nd and 3rd Day of

Trading 73

4.2 Magor Findings of the Study 75

CHAPTER-V: SUMMARY, CONCLUSIONSAND RECOMMENDATIONS 78

5.1 Summary 78
5.2 Conclusions 80
5.3 Recommendations 82
5.3.1 Recommendation to the Government and Regulatory Authorities 82
5.3.2 Recommendations to the Firms of Non-financial Sector 82
5.3.3 Recommendations to the Investors 83

REFERENCES 84



LIST OF TABLES

Table4.1: Amount of Public Issues

Table 4.2 No. of Public Issues Offered and Average Size of Issues
Table 4.3: Sector-wise Public Offerings

Table4.4: Instrument-Wise Public Issue

Table4.5: Public Issues from Financial and Non Financia Sector

Table4.6: Cdculation of Growth Rate and Correlation between Financial and
Nonfinancial sectors’ issue

Table4.7: Subscription Pattern of Issues

Table 4.8: Sector-wise Subscription Pattern

Table 4.9: First Day’s Closing Price and Initial Return (1994 to 2008)
Table4.10:  Sector-Wise Return and Risk

Table4.11:  Sectorwise Subscription Pattern

Table4.12:  Priceon First, Second and Third Day of Trading

50
52

56
59

60
61

69
72
74



LIST OF FIGURES

Figure 4.1: Amount of issues (in million Rs)

Figure 4.2: No. of Issuesin Different Years

Figure 4.3: Sector-Wise Paid Up Vaue

Figure 4.4: Instrument-Wise Public Issue

Figure 4.5: Amount of Issue from Financial and Non Financial Sector

Figure 4.6: Subscription Patterns

51

53

57
59
62



ADB
AGM
BOD
CEO
CRO
CIT
CMB
CMBL
CRO

GDP
PO
MOF
MOU
NATS
NEPSE
NIDC
NRB
NY SE
Rs.
RTS
SEBON
SEC
SPSS
SRSC
USA
UK
Vol.

ABBREVIATIONS

Asian Development Bank
Annua General Meeting
Board of Directors
Chief Executive Officers
Company Regisrars Office
Citizen Investment Trust
Capital Merchant Banking and Finance Limited
Capital Merchant Banking and Finance Limited
Company Registrar's Office
Fisca Year
Gross Domestic Product
Initial Public Offering
Ministry of Finance
Memorandum of Understanding
NEPSE Automated Trading System
Nepal Stock Exchange Ltd.
Nepal Industrial Development Corporation
Nepal Rastra Bank
New York Stock Exchange
Rupees (Nepalese currency unit)
Registrar to Share
Securities Board of Nepal
Stock Exchange Center
Statistical Package for Socia Science
Securities Research Centre and Services
United States Of America
United Kingdom

Volume



