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ABSTRACT 

Underpricing in IPOs is one of the most talked about areas of finance. There are many factors 

that result in underpricing in IPOs. One such factor that causes underpricing is the type and 

number of disclosures made by the companies at the time of issue. The disclosures can be 

classified into mandatory and voluntary disclosures as per the legal requirement. One of the 

main reasons that result in the underpricing is information asymmetry due to which the 

investors generally take uninformed decisions.  

The disclosures made by the company will reduce the information asymmetry and will 

provide necessary information to the investors which will help them in taking right decisions. 

This paper is an attempt to find out whether the disclosures made by the company at the time 

of issue results in reduction of underpricing in IPOs.  
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1. INTRODUCTION 

IPO is the major source of raising funds by the firm. The issuing firm has a lot at stake when 

it first goes to public for the raising of funds. There are a large number of factors that are 

taken into consideration while pricing an IPO. The main focus is on arriving at a price which 

is well acceptable to the market and at the same time also fulfills the needs of the company. 
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The procedure of finalizing an issue price also comprisesof some commitments from leading 

institutional investors. 

Underpricing of IPO is one of the most widely studied pragmatic areas in the finance. It is 

present in the system since the beginning of raising capital through issue of shares. The main 

reason that the share becomes underpriced is the anxiety on the part of the company to play 

safe so far as subscription is concerned and also stimulate interest in the market. Majority of 

the investors are ready to purchase the shares in view of getting instant returns through high 

list price when the shares become publically traded in the stock market. But from the above 

discussion it cannot be concluded that IPO should be overpriced. The overpricing of IPOs is 

equally dangerous. The overpricing of IPOs will result in availability of more funds with the 

company but also involves certain inherent risks. The overpricing may result in less 

subscription of shares and ultimately the underwriters will have to buy those shares. The 

investors will also loose their money as the list price will be less than the offer price. This 

will ultimately result in loss of credibility of the company as well as the underwriters.  

According to some researchers, underpricing is generally present in case of smaller issues as 

compared to larger issues (Ritter, 1984; Ritter, 1991; Levis, 1993),while there are some 

researchers (Friesen &Swift, 2009) who believe that the overpricing or underpricing of IPOs 

is not controlled by the company or the underwriters rather it is the result of the reaction of 

the investors toward that share. There has been extensive debate on the underpricing of shares 

but little proof exists as to who is the ultimate beneficiary in case of underpricing of IPO. Is it 

the company which is able to raise funds with less risk involved or is it the intermediaries 

who are able to sell all the shares to the investors at low price and escapes liability of buying 

the shares and/or the investors who gain by the underpricing of the shares?   

1.1.INDIAN IPO MARKET 

In the 5 years, from 2003 till 2008, more than 350 IPOs have been issued in Indian market. 

The financial crisis of 2008 in the world hit on Indian Primary Market also as the number of 

IPOs reduced to half of total issues in 2007-08. The recent global slowdown also impacted 

the Indian IPO market as many of the firms delayed their issues to protect their IPO from 

exposure to a high risk of failure due to hesitant investors. A total of Rs. 56,848 crores were 

raised from 111 issues through the issue of ordinary shares in 2007-08 which is almost 

double than the amount raised in 2006-07 (Rs. 29,756 crores from 114 issues).  
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Corporate disclosures are the practices which corporate undertake to provide information 

about company, whether as per statutory requirement or voluntarily, to stakeholders of 

company. A suitable and effective corporate disclosure mechanism will ensure that the firm 

will provide true and fair information to all stakeholders timely. It is universally accepted that 

all disclosures should be flawless, short, clear-cut, and administered.The investors will be 

able to get proper and consistent information about the companies through the disclosure 

system and will enable them to take better investment decisions. Past research clearly shows 

that the companies are able to decrease the cost of capital with more number of disclosures 

made by the company (Botosan & Plumlee, 2001), and also the cost of external funds 

(Sengupta, 1998). Similarly, Healy, Amy & Krishna (1999) found a favorablegrowth in the 

firm’s stock liquidity and performance. 

The disclosure requirement is an important component of corporate governance that has 

emerged as a significant field of research and matter for finance discipline and management 

of the markets from last decade (Hail & Leuz, 2006). It has become a central issue in 

developing countries to study the effect of financial crisis in developed global market in 

2008. Corporate disclosure is of great importance in the achievement of firms’ objectiveof 

better governance by providing true and fair information to investors and at the same time 

also enables them to properly allocate available resources through proper financial decisions. 

Quality of corporate disclosures is directly related with the quality of investment decisions 

that are made by the investors. The earlier research shows that corporate disclosures practices 

are divided under two main heads, mandatory disclosures and voluntary disclosures (Shi, 

Pukthuanthong & Walker, 2007). Further these disclosures are divided as Environmental 

disclosure, corporate social responsibility disclosure, voluntary financial disclosure, 

voluntary disclosure of accounting ratios and intellectual capital disclosure etc.   

In India, there are certain acts and laws regarding mandatory disclosures like Accounting 

standards-3 which defines the disclosures and rules to maintain accounts of company, 

Company law 1956 to disclose the shareholding patterns and relevant information regarding 

shareholders and board of directors, SEBI act 1988 to define and disclosure of full operations, 

financial of company, and security trading of company etc. The importance of Voluntary 

Disclosures is also increasing with the change in focus of all regulatory authorities to 

safeguard the interest of investors and make firms more accountable for their actions. The 

kind of information, quality of information, manner of reporting and the issues related with 
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these voluntary disclosures are the main things to be taken care of as every disclosure will 

have an impact on share prices- both for new issues or current outstanding shares. 

The existence of Underpricing in Indian capital market has already been supported by many 

researchers like Shelly & Singh (2008), Aggarwal (2008) and Ghosh (2004) also described 

the existence of underpricing of IPOs in Indian capital market by taking a sample of 1842 

firms that were listed on the Bombay Stock Exchange (BSE) from 1993 to 2001. 

Underpricing is also regarded as indirect cost of issuing IPO. The main reason behind this 

belief is that the amount with which the shares have been underpriced is actually the loss of 

the company and the firm will not be able to convert it into inflow due to issuing of shares at 

a low price as compared to the market expectation or the fair price.  

 

2. REVIEW OF LITERATURE 

The disclosure practices mandatory as well as voluntary which are adopted by companies are 

instrumental in removing information asymmetry among the prospective shareholders. At the 

company level, good corporate governance assures the optimal use of firm’s capital (Baron, 

1982; Benveniste & Spindt, 1989, Jenson, 1986, Rock, 1986). Underpricing is more in case 

of IPO's that are listed on regional exchanges as compared to those which are listed on New 

York Stock Exchange (Simon, 1989). Byrd & Hickman (1992) found that the returns to the 

abnormal bidders are generally more when the announcement of the Board’s decision about 

takeover bid is made by the independent or outside directors as against when it is made by 

related directors. Pandya (1992) examined that SEBI’s roleto protect investors’ interestsas a 

regulatory and development body of capital market isdiverse and unbounded. Fabrizio 

&Lorenzo (2001) investigated the role of the prospectus, analyst’s study and underwriters in 

spreading the right information to the public and reduce uncertainty. They found that the 

improvement in quality of information which is provided to the investors through prospectus 

leads to less variation in the underpricing. Healy & Palepu (2001)explained that the voluntary 

disclosures reduce the information asymmetry which leads to reduction of underpricing but 

the effect of mandatory disclosures was found to be less. Corporate Governance Committee 

(SEBI, 2003) explained that “the mandatory suggestions focus on strengthening the 

responsibilities of audit committees, improving the quality of financial disclosures, including 

those related to related party dealings and proceeds from initial public offerings; requiring 

corporate executive boards to assess and disclose business risks in the annual reports of 
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companies; introducing responsibilities on boards to adopt formal codes of conduct; the 

position of nominee directors; and stock holder approval and improved disclosures relating to 

compensation paid to non-executive directors.
1
Yeh & Shu (2004)found that the negotiation of 

the issue price is severelyaffected by the reliabilityand implementation of corporate 

governance system in the issuing firm. They found that they are generally consistent with the 

‘positive incentive effect’ and ‘negative entrenchment effect’. They judged that the outcome 

is the result of repetitive negotiations that involve different interest parties, namely the 

controlling shareholder of issuing firm, underwriter, and outside investors. Corporate 

governance variables serve the nexus that integrates the underlying hypotheses in illustration 

of the willingness and motivation of the controlling shareholder, the acceptance and 

allowance of the underwriter, and the informativeness of the provided accounting data. Shi, 

Pukthuanthong & Walker (2006) examined the effect of country specific disclosure practices 

on the underpricing by taking a sample of 6025 IPOs from 34 countries. They found negative 

relation between disclosure regulations and IPO underpricing. The countries having strong 

auditing practices have shown more adverse association between disclosure practices and 

underpricing due to the fact that strong audit practices and disclosure have been acting as 

substitutes in removing information asymmetry. Bedard & Coulombe (2007) contributed to 

the discussioninvolving the efficiency of governance practices through studying the effect of 

voluntarily creating audit committee and effectiveness of governance system on the quality of 

disclosures madeand on the IPO underpricing. Many studies have been undertaken in the past 

to explain the underpricing in the IPOs. Most of the past studies have been focused on finding 

out the various factors that cause underpricing in the IPO. The underpricing in IPOs has been 

considered as a severe gap in the literature of finance in the recent periods. 

3. DATA COLLECTION AND RESEARCH METHODOLOGY 

The sample consists of companies which came up with IPO’s between January 1, 2006 and 

December 31, 2010 as Clause 49 of the Listing Agreement to the Indian stock exchange 

came into effect from 31 December 2005 and was formulated for the improvement of 

corporate governance in all listed companies by SEBI (Securities Exchange Board of India) 

regarding IPO’s. The sample includes 301 companies. Official website of Bombay Stock 

Exchange (www.bseindia.com) and Capitaline database have been used for the purpose of data 

collection. Descriptive analysis, correlation analysis and regression analysis techniques have 

                                                           
1www.sebi.gov.in/commreport/corpgov.pdf (viewed on 14/11/2010) 
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been applied for the purpose of analysis. The prospectuses issued by companies for the 

purpose of IPO have been taken from official website of Securities and Exchange Board of 

India.  

The Underpricing of the selected stocks has been calculated by the following formula: 

 

 

4. ANALYSIS 

Corporate disclosure is of great significance in the accomplishment of financial accounting 

objectives and in contributing to the efficient allocation of resources through sound economic 

decisions. Literature shows that information asymmetry is reduced with the increase in the 

extent of disclosures by the firms (Healy and Palepu, 2001; Verrecchia, 2001). The extent of 

accurate disclosures made by the issuing firm will be instrumental in reducing or increasing 

underpricing in the IPOs. Both mandatory and voluntary disclosures play an important and 

specific role in the process of issue of IPOs. Mandatory disclosure requirement will compel 

the company to make proper disclosures whereas voluntary disclosures will reduce the 

information risk. 

The quality of corporate disclosure influences to a great extent the quality of investment 

decisions made by the investors. The crisis of 1997-98 in East Asia was a result of lenient 

disclosure norms by the regulatory authorities. It was after this crisis that most countries 

started thinking of tightening the disclosure norms which have further been made stringent 

following the 2008 financial crisis. More disclosures by a company will help the investors to 

understand the prospects of the company, will provide fair information which will result in 

better decisions by them (Ho, Tower & Barako, 2008).  

The various mandatory and voluntary disclosure practices have been identified form 

securities laws and previous research papers. Research is done to analyze the disclosure 

practices in published IPO prospectus of Indian companies. The analysis of item wise 

disclosure reveals that there are large variations in disclosure across different informational 

items included in the index of disclosure. Disclosure practices of 301 companies have been 

analyzed which offered shares through IPO from 2006 to 2010. There have been major 

LISTING RETURN=  
ISSUE PRICE 

LISTING PRICE - ISSUE PRICE     * 100 
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changes in the disclosure requirement and corporate governance practices from 2006 onwards 

which is why the IPOs issued from 2006 till 2010 and for which the prospectus were 

available have been considered for doing a realistic analysis.  

 

 

 

- 

 

 

TABLE 1: DISCLOSURE PRACTICES AND UNDERPRICING 

Parameters Underpricing(%) Mandatory Disclosures Voluntary Disclosures 

Mean 23.64 17.99 9.23 

Median 10.52 18.00 9.00 

Mode 5.70 18.00 9.00 

Std. Deviation 50.35 1.44 2.03 

Skewness 2.49 -0.49 0.32 

Range 407.19 5.00 7.00 

Minimum -67.19* 15.00 6.00 

Maximum 340.00 20.00 13.00 

Source: Author’s Calculation 

* Negative value signifies overpricing 

Table 1 provides the overview of IPO underpricing and the score and range of mandatory and 

voluntary disclosures for 301 companies which have issued IPOs from 2006 till 2010. A total 

of 20 mandatory disclosures and 13 voluntary disclosures have been identified which are 

made by the companies in their prospectus. A wide range is witnessed in the initial 

performance of companies after listing with maximum underpricing is 340% and minimum is 

-67.19% (overpricing). Higher standard deviation of 50.35 also justifies the wide differences 
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between underpricing of companies. From the table 1, it is clear that when it comes to 

mandatory disclosures, most of the companies are disclosing the requisite information (mean 

value 17.99) but when it comes to voluntary disclosure, the companies are somewhat 

restrictive (mean value 9.23). The range of voluntary disclosures score varies from 6 to 13 

(out of 13) whereas for mandatory disclosures, it varies from 15 to 20 (out of 20). 

Underpricing and Overpricing of IPOs range from -67.18% to 340%. As evident from the 

mode calculated, most of the companies have scored 18 so far as mandatory disclosures are 

concerned whereas it is 9 in case of voluntary disclosures. The standard deviation of 1.442 

and 2.027 in case of mandatory and voluntary disclosures respectively indicates that there is 

very less variance in the scores of the companies.  

TABLE 2: INDUSTRY WISE AVERGAE UNDERPRICING AND DISCLOSURE SCORE 

   Mandatory Disclosures Voluntary Disclosures 

Industry No. of 

companies 

Average 

Underpricing 

Avg. Max Min Avg. Max Min 

Oil and Gas 2 12.60 16.50 18 15 7.50 9 6 

Technology 13 81.03 17.31 20 15 8.54 13 6 

Consumer Services 9 35.33 17.44 19 15 8.67 13 6 

Others 17 49.09 17.65 20 15 8.94 13 6 

Telecommunication 3 49.36 17.67 19 16 8.67 10 7 

Financials 51 19.66 17.73 20 15 9.10 13 6 

Industrials 94 24.29 17.89 20 15 9.12 13 6 

Health care 9 11.62 18.00 19 17 9.00 13 7 

Utilities 10 20.58 18.20 20 16 9.40 13 7 

Consumer Goods 28 18.77 18.29 20 15 9.36 13 6 

Basic Materials 65 9.45 18.55 20 15 9.80 13 6 

All 301 23.64 17.99 20 15 9.23 13 6 

Source: Author’s compilation 
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Table 2 shows that firms belonging to basic material industry are making maximum average 

mandatory (18.55) and voluntary disclosures (9.80). The average underpricing is least for this 

industry which shows that more information sharing by the company will reduce the 

uncertainty which will ultimately help in reducing underpricing. The firms belong to oil and 

gas industry has made the minimum disclosures but the average underpricing is also low at 

12.60 per cent as only two companies from this industry has made the IPO issues which are 

not sufficient to provide an actual picture. The average underpricing has been found to be 

most for IPOs of technology industry with number of mandatory and voluntary disclosures at 

17.31 and 8.54 respectively which is the second most lowest among the different industries. 

 

TABLE 3: MANDATORY DISCLOSURES 

Mandatory 

Disclosures 

No. of 

Companies 

% Cum % Avg Under-

pricing % 

Max Under-

pricing % 

Min Under-

pricing % 

15 24 8.0 8.0 105.19 340.00 35.69 

16 25 8.3 16.3 60.03 286.25 -35.10* 

17 48 15.9 32.2 26.64 163.03 -39.45* 

18 82 27.2 59.5 14.68 129.25 -38.54* 

19 76 25.2 84.7 2.61 70.86 -67.19* 

20 46 15.3 100.0 8.89 230.26 -36.33* 

Total 301 100     

Source: Author’s Calculation 

* Negative value signifies overpricing 

68% of companies have made 18 or more mandatory disclosures (Table 3). Most of the 

companies have made 18 mandatory disclosures (82 companies out of 301) followed by 19 

disclosure (76 companies) Mandatory Disclosures. Underpricing is maximum (340%) for the 

company which has mandatory disclosure score of 15, which is the lowest by any company 

and there is no overpricing of IPOs of any company having a mandatory disclosure score of 

15. 
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This signifies that the companies which are not disclosing proper information to the 

prospective shareholders will result in more underpricing due to information asymmetry 

(Lang and Lundholm, 1997). Average underpricing is showing a decreasing trend (only one 

exception at 19 disclosure score) with the increase in mandatory disclosures (Table 3), with 

average underpricing of 105.19 % with a mandatory disclosure score of 15 and reducing to 

8.89 % at a disclosure score of 20. The underpricing is lowest when the companies have a 

mandatory disclosure score of 19. 

 

FIGURE 1: MANDATORY DISCLOSURES 

 

 

Most of the companies are falling on the right side of bell curve (Figure 1) which shows that 

when it comes to mandatory disclosures most companies are making all the required 

disclosures in the prospectus. 46 companies are disclosing all mandatory requirements 

specifically whereas only 49 (16.3%) out of 301 companies have disclosed 16 or less 

mandatory disclosures separately in the prospectus. The variation from the average is only 

1.442 in case of mandatory disclosures which shows that all the companies are taking due 

care while making such disclosures.  

TABLE 4: VOLUANTRY DISCLOSURES 

Voluntary 

Disclosures 

No. of 

companies 

% Cum % Avg Under-

pricing % 

Max Under-

pricing % 

Min Under-

pricing % 
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6 28 9.3 9.3 90.59 340.00 -35.10* 

7 36 12.0 21.3 39.91 286.25 -39.45* 

8 51 16.9 38.2 24.25 163.03 -38.54* 

9 65 21.6 59.8 20.85 93.54 -21.33* 

10 40 13.3 73.1 6.86 70.86 -29.11* 

11 44 14.6 87.7 8.70 230.26 -36.33* 

12 1 0.3 88.0 -12.78 -12.78 -12.78* 

13 36 12.0 100.0 -2.61 63.20 -67.19* 

Total 301 100.0     

Source: Author’s Calculation 

* Negative value signifies overpricing 

In addition to mandatory disclosure, companies are also making other disclosures which are 

although not mandatory but the companies believe that these disclosures are important to 

present a true and fair view of the company to the outsiders. 59.8% of companies have made 

9 or more voluntary disclosures out of 13 total voluntary disclosures identified (Table 4).  

FIGURE 2: VOLUNTARY DISCLOSURES 

 

 

Most of the companies have made eight to eleven voluntary disclosures (200 companies out 

of total 301) and are falling in the center of the bell curve (Figure 2) which shows that when 

it comes to voluntary disclosures most companies are providing additional information to the 
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investors to reduce the information asymmetry and help them in taking a right and quick 

decision. 36 companies are disclosing all voluntary disclosures specifically whereas only 64 

(21.3%) out of 301 companies have disclosed 7 or less voluntary disclosures separately in the 

prospectus.  Maximum Underpricing (340%) is for a company which is having a voluntary 

disclosure score of 6, which is minimum for any company. The average underpricing is also 

maximum at this level. Lack of proper information among the investors is resulting in more 

underpricing of IPOs. The underpricing is minimum (63.20%) for a company having a 

voluntary disclosure score of 13, which is maximum. The average underpricing is reducing 

with the increase in voluntary disclosure score. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

TABLE 5: TOP 10 INDUSTRY-WISE DISCLOSURE PRACTICES 
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Industry / Sector No. of 

Companies 

Max 

Under-

pricing % 

Avg. 

Under-

pricing % 

Min Under-

pricing % 

Avg. 

Mandatory 

Disclosures 

Avg. 

Voluntary 

Disclosures 

Construction 40 340.00 26.74 -30.12* 17.68 8.80 

Computers - Software - 

Medium / Small 

22 163.03 35.25 -10.13* 17.82 9.27 

Entertainment / Electronic 

Media Software 

19 104.04 19.97 -42.17* 17.74 8.95 

Steel - Medium / Small 14 87.75 28.00 -35.10* 18.14 9.21 

Textiles - Products 13 178.59 6.28 -38.54* 18.08 9.46 

Power Generation and 

Supply 

12 93.56 10.55 -20.63* 18.33 9.67 

Finance & Investments 10 182.00 33.27 -9.13* 17.40 8.40 

Engineering - Turnkey 

Services 

10 87.77 25.67 -5.45* 18.00 9.30 

Textiles – Cotton / Blended 7 58.67 -0.63* -34.29* 18.00 8.86 

Engineering 7 154.79 40.45 -11.61* 17.43 8.86 

Source: Author’s Calculation 

*Negative value signifies overpricing 

Table 5 shows the list of top 10 sectors out of total 61 sectors, which have made IPO issue 

from 2006 till 2010. Out of total 301 IPOs during this period, 157 IPOs belong to these ten 

sectors. The remaining 51 sectors have less than 50% of the total IPO issues. Construction 

industry has made maximum number of IPOs (40 out of 301 in study). The reality sector saw 

a boom during this period, which resulted in large number of IPOs by companies from this 

sector. The maximum underpricing is 340% (which is maximum for any company from the 

sample) for a construction company with average mandatory and voluntary disclosures made 

by all the construction companies at 17.68 and 8.80 respectively. 

 



14 
 

 

FIGURE 3: INDUSTRY-WISE DISCLOSURES 

 

The average disclosure score for construction sector companies is minimum after finance and 

investment sector (Figure 3). Construction sector is being followed by computer software 

companies which have a total of 22 IPOs during the same period in which the maximum, 

average and minimum underpricing (overpricing) is 163.03%, 35.25% and -10.25% 

respectively. Average mandatory disclosures made by this sector 17.82 and the average 

voluntary disclosure score is 9.27 which is slightly more than the score for construction 

sector. Power Generation and Supply sector has the maximum average mandatory and 

voluntary disclosure score of 18.33 and 9.67 respectively.  

The average underpricing is only 10.55% for this sector which further supports the view that 

more disclosure by the companies will result in less underpricing due to availability of all 

necessary information to all the interested parties and thereby reducing the information 

asymmetry (Healy and Palepu, 2001). The average underpricing is maximum (40.45%) for 

the engineering sector whereas it is minimum (-0.63%) for Textiles sector out of the top ten 

sectors. Finance and Investments sector has made minimum average mandatory (17.40) and 

voluntary disclosures (8.40). 

 

 

 

 

TABLE 6: DISCLOSURE PRACTICES AMONG 10 MOST UNDERPRICED 

COMPANIES 

26.74 35.25 19.97 28.00
6.28 10.55

33.27 25.67
-0.63

40.45
17.68 17.82

17.74 18.14
18.08 18.33

17.40 18.00

18.00

17.438.80 9.27
8.95 9.21

9.46 9.67
8.40 9.30

8.86

8.86

Industry-wise Disclosures

Avg Underpricing Avg Mandatory Disclosures Avg Voluntary Disclosures
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Company Sector Underpricing Mandatory 

Disclosure 

Voluntary 

Disclosure 

Tantia Constructions Ltd Construction 340.00 15 6 

Burnpur Cement Ltd Cement - North India 286.25 16 7 

Everonn Education Ltd Computers - Education 241.75 15 6 

Nissan Copper Ltd Mining / Minerals / Metals 230.26 20 11 

Allied Computers International 

(Asia) Ltd 

Computers - Hardware 214.17 15 6 

Religare Enterprises Ltd Finance & Investments 182.00 15 6 

Vishal Retail Ltd Textiles - Products 178.59 15 6 

Cambridge Technology 

Enterprises Ltd 

Computers - Software - Medium / 

Small 

163.03 17 8 

Aishwarya Telecom Ltd Telecommunications - Equipment 159.57 16 7 

Nitin Fire Protection Industries 

Ltd 

Engineering 154.79 15 6 

Source: Author’s Calculation 

9 out of 10 most underpriced companies have a below than average mandatory (17.99) and 

voluntary disclosure (9.23) score (Table 6). Tantia Constructions Ltd., belonging to 

construction sector has reported maximum underpricing and is having the minimum 

mandatory disclosure score (15) and voluntary disclosure score (6) out of the sample. The 

only exception is the Nissan Copper Ltd., which has a high mandatory (20) and voluntary 

(11) disclosure score but still is the fourth most underpriced company in the sample. Lack of 

proper information among the investors is the probable reason behind this trend. The 

investors invested in the IPOs of these companies based on less or incomplete information 

provided by the company and therefore led to uncertainty in the initial price of the shares 

resulting in high underpricing. 
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TABLE 7: DISCLOSURE PRACTICES AMONG 10 LEAST UNDERPRICED 

COMPANIES 

Company Sector Underpricing Mandatory 

Disclosure 

Voluntary 

Disclosure 

Hanung Toys and Textiles Ltd Miscellaneous 1.53 17 8 

Gayatri Projects Ltd Construction 1.31 18 9 

Global Vectra Helicorp Ltd Miscellaneous 1.30 18 8 

Richa Industries Ltd Textile Products 0.83 20 11 

JSW Energy Ltd Power Generation and 

Supply 

0.75 20 11 

Lanco Infratech Ltd Engineering 0.58 18 9 

Visa Steel Ltd Steel-Medium/Small 0.26 20 11 

GMR Infrastructure Ltd Diversified-

Medium/Small 

0.14 20 11 

Niraj Cement Structurals Ltd Construction 0.08 19 13 

Adani Power Ltd Power Generation and 

Supply 

0.05 20 11 

Source: Author’s Calculation 

The trend is opposite in case of least underpriced companies. Table 7 shows that only one 

company out of ten is having a disclosure score which is less than the average, the remaining 

nine companies have more than average mandatory (17.99) and six companies have also 

more than average voluntary score (9.23). Adani Power Ltd. Has the minimum underpricing 

of 0.05 with a mandatory disclosure score of 20 and voluntary disclosure score of 11.  

 

 

 

TABLE 8: CORRELATION MATRIX 
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 Underpricing Mandatory Disclosures Voluntary Disclosures 

Underpricing 1 -0.495(0.000)* -0.415(0.000)* 

Mandatory Disclosure  1 0.855(0.000)* 

Voluntary Disclosure   1 

Source: Author’s Calculation 

* at 0.01level of significance 

The relation between underpricing, mandatory disclosure and voluntary disclosures has been 

found to be significant at 1% level of significance with p<0.001 but are negatively correlated 

(Table 8). The negative impact of mandatory disclosures and voluntary disclosures on the 

underpricing signifies that more mandatory and voluntary disclosures by the company will 

result in reduction in underpricing. Correlation between underpricing and average number of 

mandatory disclosures made by the company made has been found at -0.495 whereas it is -

0.415 between underpricing and voluntary disclosures.  

TABLE 9: REGRESSION RESULT 

Independent Variables β Coefficients t-value p-value 

Constant 344.44 7.916 0.000* 

Mandatory Disclosures -18.22 -5.390 0.000* 

Voluntary Disclosures 0.78 0.324 0.746 

Adj R
2 
= 0.241           F-value = 45.5621(0.000)* 

Source: Author’s Calculation 

* at 0.05 level of significance 

Dependent Variable: Underpricing 

Regression has been used to measure the impact of mandatory and voluntary disclosures on 

underpricing. Table 9 shows the cause and effect relationship of mandatory disclosures and 

voluntary disclosures on underpricing. Overall the relationship is significant as F=48.5621 is 

significant at 5 % level of significance. Though the explained power (R
2 

= 0.241) of the 

model is quite modest, underlying the fact that the underpricing is not only affected by 
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mandatory and voluntary disclosures, rather there are so many exogenous variables which 

incidentally are not involved in this model.  

The effect of mandatory disclosure has been found to be negative but significant with p-value 

at 0.000 which is significant at 5% level of confidence (Table 9). One percent increase in 

mandatory disclosure regulation will result in 18.22% reduction in underpricing. Proper 

disclosures of mandatory information will provide the investors an opportunity to get a 

proper insight into the affairs and the future planning of the company. This information 

sharing will reduce the information asymmetry as stated in Rock’s Theory (1986) which 

results in reduction in underpricing (Healy and Palepu, 2001; Verrecchia, 2001; Schrand and 

Verrecchia, 2005).The results are consistent with the assumption that there is negative 

association between underpricing and mandatory disclosure practices which implies that with 

the increase in mandatory disclosures, there will be a reduction in underpricing of IPOs (Shi, 

Pukthuanthong&Walker, 2006).The effect of voluntary disclosure on underpricing is almost 

negligible and insignificant with p-value at 0.746. The results are different from the previous 

international studies [(Beatty and Ritter, 1986; Leone, Rock and Willenborg, 2007)] which 

reported that there is negative association between underpricing and voluntary disclosures. 

The disclosure practices in India are not as stringent as they are in some of the advanced 

economies like USA. The SEBI Committee on corporate Governance headed by N.R. 

Narayana Murthy
2
 illustrated that in India, the existence of corporate governance mechanism 

is still not strong and most of the investors are not aware about such elements of corporate 

performance and accountability and it would take a long time to create a strapping base of 

Corporate Governance as a parameter for company’s assessment in India. The combined 

effect of mandatory and voluntary disclosure on underpricing is also significant (Beatty and 

Ritter, 1986). 24.10 per cent of variation in underpricing is explained by the disclosure 

practices being followed, but it is also proved that other than disclosure practices, there are 

other factors which affect underpricing.  

5. CONCLUSION  

Underpricing is not affected to a large extent by the disclosure practices in India as compared 

to other mature primary markets of developed countries. The mandatory disclosure practices 

are contributing in reducing underpricing in the shares but the contribution of voluntary 

disclosures has been found to be insignificant. 36 companies are disclosing all voluntary 

                                                           
2
www.sebi.gov.in/commreport/corpgov.pdf (viewed on 14/02/2011) 
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disclosures specifically whereas only 64 (21.3%) out of 301 companies have disclosed 7 or 

less voluntary disclosures separately in the prospectus. Maximum Underpricing (340%) is for 

a company which is having a voluntary disclosure score of 6, which is lowest for any 

company. The average underpricing is also maximum at this level.The relation between 

underpricing, mandatory disclosure and voluntary disclosures has been found to be 

significant at 1% level of significance with p<0.001 but are negatively correlated. The 

negative impact of mandatory disclosures and voluntary disclosures on the underpricing 

signifies that more mandatory and voluntary disclosures by the company will result in 

reduction in underpricing.The analysis clearly shows that underpricing is a universal 

phenomenon that exists in the IPOs in almost all the countries. There have been various 

factors that cause underpricing in IPOs. Various measures have been taken by SEBI and other 

regulatory bodies to reduce the underpricing in IPOs and some of the measures initiated have 

also yielded desired results. The right steps being taken by SEBI to restore and maintain 

investors’ confidence and improve corporate governance practices among companies will be 

instrumental in future also in reducing underpricing in IPOs.  
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