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What is an SME IPO?

Understand what an SME IPO is in India — the difference between BSE SME and NSE
Emerge platforms, and how SME IPOs differ from mainboard listings.

What is an SME IPO?

India's capital markets have a two-tier IPO structure. The first tier — the mainboard — is
where large, established companies like Zomato, LIC, and Bajaj Finance list. The second tier
— the SME platform — is where smaller, younger companies access public capital for the
first time.

SME IPOs are the entry point for India's small and medium enterprises into the public
markets. They are less discussed in mainstream financial media, less covered by analysts,
and less understood by most retail investors. They are also, in some years, the source of the
highest IPO returns in the entire market.

The SME Exchange Platforms

Two dedicated SME exchanges operate in India:

BSE SME Launched in 2012 by Bombay Stock Exchange, BSE SME was India's first dedicated
SME exchange. Companies listing here trade on the BSE SME platform with a separate order
book from the mainboard.

NSE Emerge Launched the same year by National Stock Exchange, NSE Emerge operates
identically in structure but on the NSE infrastructure.

Both platforms serve the same purpose: enabling small companies to raise public capital
with lower listing thresholds, lower compliance costs, and dedicated market making
support.

Who Qualifies as an SME for Listing?
SEBI and the exchanges define SME eligibility by financial thresholds:



Criterion SME Platform Mainboard

Post-issue paid-up capital Up to ¥25 crore Above 10 crore
Net worth No minimum (exchange may I1 crore minimum
specify)
Track record 3 years of operations 3 years of operations
Net tangible assets Exchange-specified ¥3 crore minimum
Profitability requirement Not mandatory in all cases Average %15 crore operating profit

(or alternate criteria)

The key distinguishing criterion is post-issue paid-up capital. Companies with up to ¥25 crore
post-issue paid-up capital can list on the SME platform. Above ¥25 crore, they must list on
the mainboard.

In practice, many SME IPOs are for companies with revenues between 20 crore and ¥300
crore — businesses that are real and operational, but at an early stage of their public market
journey.

How SME IPOs Differ from Mainboard IPOs

The differences go beyond size. The entire framework is calibrated differently:

Minimum application size: Mainboard IPOs have a minimum lot designed to cost
¥10,000-%15,000. SME IPO minimum applications typically range from %1 lakh to ¥2 lakh.
This higher entry point is deliberate — SEBI wants to ensure that SME IPO investors have a
higher risk awareness and financial capacity.

Investor categories: SME IPOs do not have a separate QIB quota. The allocation is between
Non-Institutional (50%) and Retail (50%) — though the high minimum lot size means "retail"
in the SME context is effectively HNI-equivalent in the mainboard.

Market making: Listed SME companies are required to have a market maker — a designated
broker who provides buy and sell quotes for the stock for a minimum of 3 years post-listing.
This ensures minimum liquidity in what would otherwise be an extremely thin market.

Compliance requirements: SME companies have lighter post-listing compliance
requirements compared to mainboard — half-yearly (vs quarterly) financial reporting, for
instance. This reduces the administrative burden for small companies but also means less
frequent public disclosure.



Migration to mainboard: When an SME company grows and exceeds the 25 crore paid-up
capital threshold, it can migrate to the mainboard. This migration event is often a significant
price catalyst — institutional investors who cannot buy SME stocks become eligible to invest.

The Scale of the SME Market

India's SME IPO market has grown dramatically since 2012:

+ In FY2019, approximately 60 SME IPOs raised a combined 31,800 crore
* By FY2024, over 230 SME IPOs raised over ¥8,000 crore

+ BSE SME and NSE Emerge together have listed over 1,000 companies since inception

This growth reflects both the depth of India's SME sector and the growing appetite of retail
investors for early-stage equity opportunities.

Key Takeaways

* SME IPOs list on BSE SME or NSE Emerge — dedicated platforms for smaller
companies

« Companies with post-issue paid-up capital up to ¥25 crore qualify for SME listing
* Minimum application size for SME IPOs is typically ¥1-2 lakh (vs ¥15,000 for
mainboard)

* Market making is mandatory for 3 years post-SME listing to ensure minimum
liquidity

* SME companies can migrate to the mainboard when they grow beyond SME
thresholds

Up Next

Chapter 2 does a detailed comparison between SME IPOs and mainboard IPOs —
helping you understand the risk-reward trade-off before you invest.
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SME IPO vs Mainboard IPO — A
Complete Comparison

Detailed comparison between SME IPOs and mainboard IPOs in India — size,
eligibility, risk, liquidity, returns, and what investors need to know.

SME IPO VS MAINBOARD IPO

Min Application Rs.1-2 Lakh Rs.14-15K
Exchange BSE SME / NSE Emerge BSE / NSE
QIB Quota None 50%
Liquidity Low Moderate-High
Analyst Coverage Minimal Moderate-High
Market Making Mandatory 3yr Not required
Reporting Half-yearly Quarterly

SME IPO vs Mainboard IPO — A Complete
Comparison

Choosing between an SME IPO and a mainboard IPO is not simply a matter of size. It involves
a fundamentally different risk profile, investment thesis, and liquidity expectation.

This chapter gives you a complete side-by-side comparison across every dimension that
matters.

The Full Comparison Table



Dimension

Exchange

Company size
Post-issue paid-up capital
Typical IPO size
Min. application
Investor categories
QIB participation
Analyst coverage
Liquidity post-listing
Market making
Compliance
Promoter lock-in
Typical P/E at listing
Potential returns

Migration potential

SME IPO

BSE SME / NSE Emerge
Small to mid-small

Up to ¥25 crore
$10-%200 crore

¥1-32 lakh
Non-Institutional + Retail
Generally absent
Minimal

Low to very low
Mandatory (3 years)
Half-yearly reporting

3 years

Varies widely

Higher (and more volatile)

Can migrate to mainboard

Liquidity: The Critical Difference

Mainboard IPO

BSE / NSE (main segments)

Mid to large

Above 10 crore

¥100 crore to 320,000+ crore
¥14,000-%15,000

QIB + HNI + Retail

50% reservation

Moderate to extensive

Moderate to high

Not required

Quarterly reporting

3 years (20%) + 1 year (rest)
Generally more anchored to peers
More moderate, more predictable

N/A

For mainboard IPOs of mid to large companies, listing creates a liquid secondary market

almostimmediately. Thousands of buyers and sellers interact daily. You can exit any position

within minutes at a fair price.

SME stocks are fundamentally different. Daily traded volumes for many SME-listed

companies are extremely low — sometimes a few thousand shares on a given day, with

wide bid-ask spreads. Even with mandatory market making, true exit liquidity for large SME

positions can be difficult.
This matters enormously for your investment decision:

If you buy ¥5 lakh of an SME stock and need to exit in three months, you may struggle to
sell without significantly moving the price against yourself.



The solution: size your SME positions in proportion to the stock’s actual liquidity. Do not put
in more than you are comfortable holding for 2-3 years if needed.

Returns: The Data Story
SME IPOs have, in aggregate, produced higher returns than mainboard IPOs — but with
dramatically higher variance.

A study of BSE SME and NSE Emerge listings between 2018 and 2023 shows:

+ Approximately 40% of SME IPOs more than doubled from issue price within 2 years
« Approximately 30% of SME IPOs were trading below issue price 1 year after listing

* The top decile of SME performers delivered 5x-20x returns from issue price

Compare this to mainboard IPOs in the same period:

* Approximately 55% were below issue price after 1 year
* Top performers delivered 2x-5x in 2 years

+ Fewer catastrophic failures, but also fewer massive winners

The SME market is higher risk, higher potential reward. This is not surprising — smaller
companies at earlier growth stages have more upside and more failure risk than large
established businesses.

Research and Due Diligence: A Harder Job

For mainboard IPOs, you have multiple sources of information:

* Full analyst research notes from investment banks
+ Detailed media coverage and management interviews
« Comparable listed peers with years of market history

* Large SEBI-regulated institutional investor participation (which implies their own due
diligence)

For SME IPOs:

* Analyst coverage is nearly zero
* Media coverage is minimal
* Many companies are in niche industries with no direct listed peers

* No QIBs — meaning no large institutional due diligence to lean on



You are largely on your own. The DRHP and your own analysis of the business are your
primary tools. This raises the due diligence bar significantly.

The Right Investor Profile for SME IPOs

SME IPOs are appropriate for investors who:

* Have already built experience with mainboard IPOs and secondary market investing
+ Can read and interpret financial statements independently

+ Are comfortable with low liquidity and the possibility of holding for 2-3 years

+ Can afford the higher minimum application size (¥1-32 lakh per application)

* Are investing in growth-oriented capital, not money needed in the near term

+ Understand that many SME companies fail to grow as projected

SME IPOs are not appropriate for:

* First-time equity investors
+ Investors who may need to liquidate positions quickly

* Anyone investing money they cannot afford to have illiquid for 2+ years

The Migration Premium: A Unique SME Opportunity

One feature of SME stocks with no mainboard equivalent is the migration premium.

When a well-performing SME company grows to the point of migrating to the mainboard,
two things happen:

1. Institutional investors who could not hold SME stocks become eligible 2. Retail visibility
and coverage increase dramatically

Both effects tend to drive significant price appreciation around the migration event.
Investors who identified the company early on the SME platform and held through migration
have historically captured substantial gains.

Watching for high-quality SME companies with strong growth trajectories and imminent
mainboard migration candidacy is one of the more interesting SME investing strategies.



Key Takeaways

* SME IPOs offer higher potential returns but with dramatically higher risk and much
lower liquidity

* Minimum SME application is ¥1-%2 lakh — higher than mainboard, reflecting higher
risk threshold

* No QIB participation in SME IPOs means no institutional due diligence to lean on

* Liquidity post-listing is often very low — size positions accordingly

* Migration from SME to mainboard is a significant potential catalyst — worth
watching

Up Next

Chapter 3 makes the case for SME IPOs as a return-generating opportunity — with
historical data, the growth-stage investing argument, and a realistic risk-reward
assessment.
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Why SME IPOs Can Offer Higher
Returns

Understand why SME IPOs in India can offer higher returns than mainboard IPOs —
growth stage investing, historical data, and the risk-reward framework.

Why SME IPOs Can Offer Higher Returns

The most compelling argument for SME IPO investing is also the simplest: you are buying a
business early.

When you buy Infosys or HDFC Bank today, you are buying a company that has already been
through decades of growth, is covered by hundreds of analysts, and is owned by institutional
investors globally. Every piece of public information is priced in. Finding alpha — returns
above what the broad market provides — is genuinely difficult.

When you buy a well-chosen SME IPO, you are buying a company at the beginning of its
public market journey. The information disadvantage that works against you in large caps
— you know less than institutions — works for you in SME stocks, where nobody knows
much and the market is deeply inefficient.

The Growth Stage Advantage

Small companies grow faster than large ones. This is not a theory — itis an arithmetic reality.
A company with ¥50 crore revenue doubling to 100 crore is delivering 100% growth. A
company with ¥50,000 crore revenue doubling would require enormous market share gains
that are nearly impossible.

When you invest in an SME at the right price, you are positioning for a period of the
company's life where growth rates can be extraordinarily high. Revenue can grow 30-50%
annually. Profits can expand even faster as operating leverage kicks in. Valuation multiples
can re-rate upward as the company becomes better known and institutional-eligible.

All three of these forces — revenue growth, profit expansion, multiple re-rating — can
compound simultaneously in a well-chosen SME investment. This is the source of the
extraordinary returns in the top decile of SME performers.



Historical Return Data
Analysing BSE SME and NSE Emerge listings between 2018 and 2024 reveals a distribution
that is markedly different from mainboard:

12-month post-listing performance:

+ Top quartile: +80% to +500%+ from issue price
* Median: approximately +25% (better than mainboard median of -5% to +5%)
+ Bottom quartile: -20% to -60% from issue price

* Failures (stocks below %5 or suspended): approximately 5-8% of listings

3-year post-listing performance (2018-2021 cohort):

« Companies that survived and grew: median return of approximately +120%
*+ Top quartile: +300% to +1,000%+

+ Bottom quartile: -50% to near-zero

These numbers are not an invitation to invest blindly. They are a calibration: the SME market
has genuine return potential, but also a meaningful tail of poor performers.

Why Most Investors Miss SME Opportunities
The information asymmetry in SME stocks cuts both ways. Yes, institutions are absent. But

so are most retail investors. The typical retail investor only hears about SME IPOs when:

1. Social media and WhatsApp groups start circulating tips after the stock has already run 2.
The GMP becomes very high and FOMO sets in 3. A financial content creator covers the IPO
post-listing when it has already delivered gains

This is exactly backwards. The right time to research an SME IPO is before it opens — reading
the DRHP when almost no one else is paying attention.

The investors who consistently do well in SME IPOs are those who:

* Track the pipeline (new DRHP filings on SEBI website or ipomarket.in)
* Do independent research before the IPO opens
* Apply based on fundamentals, not GMP or social media buzz

* Hold for 12-24 months rather than selling on listing day



The Sectors That Have Produced SME Winners

While individual stock selection matters most, certain sectors have been disproportionately
represented in the top-performing SME cohort:

Manufacturing (specialised/niche): Companies making specialised components for
automotive, electronics, or defence — often with established B2B customers and good
visibility on revenue.

Healthcare (diagnostics, specialty pharma, medical devices): India's healthcare
underpenetration creates long growth runways for well-run small healthcare businesses.

Financial services (NBFCs, microfinance, insurance distribution): Small financial companies
serving underserved geographies have shown consistent growth before regulatory
headwinds hit some sub-segments.

Technology services (niche IT, SaaS, B2B platforms): Well-run technology companies with
recurring revenue models and demonstrated client retention.

Consumer brands (regional/niche): Brands with strong regional presence, high repeat
purchase rates, and clear expansion paths.

The Companies You Should Not Touch
The same SME universe that produces multibaggers also contains a disproportionate share
of promoter-exit vehicles, overvalued micro-caps, and companies with fabricated financials.

Red flags that should immediately disqualify an SME IPO:

* 100% OFS with no fresh issue

* Promoter reducing holding from 70%+ to below 30% at IPO
 Three years of flat or declining revenue

* Revenue concentration above 80% in a single customer

* Auditor qualifications or adverse remarks

* Promoter backgrounds that include failed, dormant, or struck-off companies

In the SME market, the downside of getting selection wrong is more severe than in
mainboard. Price discovery is poor, liquidity is low, and recovery from a fundamental mistake
can take years.



Pro Tip

Subscribe to SEBI's weekly updates on new DRHP filings (available on sebi.gov.in)

or track the SME IPO pipeline on ipomarket.in. The best SME opportunities are
researched before the GMP and social media buzz arrive — by then, much of the easy
gain is already priced into the grey market.

Key Takeaways

* SME IPOs offer growth-stage investing — buying companies before institutional
discovery

* Historical data shows top-quartile SME listings delivering 80%-500%+ in 12 months
* The information gap that creates opportunity also creates risk — independent
research is essential

* Specialised manufacturing, healthcare, and niche technology have been
disproportionate winners

* 100% OFS, high promoter stake reduction, and revenue concentration are immediate
disqualifiers

Up Next

Chapter 4 covers the risks unique to SME IPOs — the ones that do not appear
in mainboard investing and that every SME investor must understand before
committing capital.
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Risks Unique to SME IPOs

Understand the specific risks of SME IPO investing in India — low liquidity, promoter
concentration, limited disclosures, and how to manage them.

Risks Unique to SME IPOs

The potential for high returns in SME IPOs comes with a set of risks that do not exist — or
exist in much milder form — in mainboard investing. Understanding these risks is not a
reason to avoid SME IPOs. It is the prerequisite for investing in them intelligently.

Risk 1: Liquidity Risk — The Most Underestimated Danger

In mainboard stocks, you can typically sell any reasonable position within a trading session.
In SME stocks, this is often not true.

Many SME-listed companies trade fewer than 10,000 shares per day. At a share price of ¥200,
that is ¥20 lakh in daily volume. If you hold %5 lakh worth, selling in one day might move the
price 5-10% against you.

This low liquidity has three practical consequences:

Exit difficulty: In a market downturn, SME stocks can become impossible to sell at any
reasonable price. The bid-ask spread widens. The market maker may be the only buyer —
at a significant discount to the last traded price.

Price manipulation vulnerability: Thin markets are easy to manipulate. Coordinated buying
by a small group can drive SME prices up artificially; coordinated selling can crash them.
Without institutional presence to provide stability, individual SME stocks can be subject to
pump-and-dump schemes.

Forced holding: If you need to liquidate your portfolio urgently — for a medical emergency,
a property purchase, or any cash need — SME positions may be unsellable at fair prices on
short notice.



How to manage it: Invest in SME IPOs only with capital you genuinely can hold for 2-3 years.
Never concentrate more in a single SME stock than you could comfortably hold indefinitely
if the exit market dries up.

Risk 2: Promoter Concentration Risk

In large companies, ownership is diversified across thousands of institutional and retail
investors. No single shareholder dominates decision-making.

In SME companies, promoters often own 50-70%+ of the company post-IPO. This
concentration creates several risks:

Governance risk: With dominant ownership, promoters can make self-serving decisions —
high related-party transactions, excessive promoter salaries, dilutive acquisitions — without
meaningful shareholder pushback.

Key person risk: Many SME businesses are built around one or two individuals. If the
founder-promoter exits the business — through personal issues, health, or simply losing
interest after the IPO — the business can deteriorate rapidly.

Promoter exit risk: After lock-in periods expire, promoters with high holdings can create
significant selling pressure. Watch lock-in expiry dates for high-OFS SME IPOs.

How to manage it: Read promoter backgrounds carefully. Check whether the promoter has
a track record in this specific business (not just corporate directorships). Assess whether the
business has a management layer below the founder.

Risk 3: Limited Financial Disclosure

SME-listed companies report financial results half-yearly, not quarterly. This means you may
have stale financial data for months. By the time a problem in the business becomes visible
in reported numbers, it may have been developing for 6 months.

Additionally, the financial reporting standards and audit quality for smaller companies can
be lower. While all listed companies must use SEBI-registered auditors, the depth of scrutiny
varies enormously between a Big Four audit of a large company and a regional CA firm
auditing a ¥50 crore revenue SME.

How to manage it: Pay attention to auditor quality when reading the DRHP. Check

auditor notes for qualifications or emphasis of matter paragraphs. After investment, track
non-financial indicators — order wins, customer announcements, management interviews
in trade media — to stay informed between financial reports.



Risk 4: Valuation Opacity

Mainboard IPOs are valued by reference to a reasonably well-defined peer group of listed
companies with years of market history and analyst coverage. The valuation range is
relatively anchored.

SME IPOs often have no directly listed peers. Valuation is established by the company and
its merchant banker with significant discretion. Without comparable listed companies and
without institutional investors to push back on aggressive pricing, some SME IPOs are priced
at valuations that have no clear fundamental justification.

The result: more SME IPOs are mispriced (in either direction) than mainboard IPOs.
Identifying underpriced SME IPOs is a genuine opportunity; overpaying for an overpriced
one can result in permanent capital impairment.

How to manage it: Even without direct listed peers, you can value an SME company using
absolute metrics: P/E vs the broader small-cap market, revenue multiples vs sector averages,
growth rate vs price. An SME company growing 15% a year should not be priced at the same
multiple as one growing 40%.

Risk 5: Sector and Business Model Risk

SME companies are, by definition, at an earlier stage of business development. This means:

+ Concentration risk: Revenue often depends on a few large customers or a single product

+ Geographic concentration: Many SMEs operate in one or two states, making them
vulnerable to regional disruptions

+ Technology disruption: Small companies in traditional industries can be disrupted faster
than large incumbents with the resources to adapt

« Working capital cycles: SME businesses often have strained working capital, making
them vulnerable to payment delays from large customers

How to manage it: Specifically check for customer concentration (top 5 customers as
% of revenue) in the DRHP. A company deriving 80% of revenue from one customer is
fundamentally riskier than one with diversified revenue.

Risk 6: Regulatory and Compliance Risk

Smaller companies sometimes have incomplete regulatory compliance — pending
environmental clearances, GST disputes, labour law issues, or sector-specific licence



requirements. These issues are disclosed in the DRHP but often not given sufficient weight
by investors.

Aregulatory disruption can materially impair a small business in ways that a large company
can absorb.

How to manage it: Read the litigation and regulatory section of the DRHP carefully. For
companies in regulated sectors (financial services, pharma, food processing), assess the
regulatory compliance track record specifically.

Key Takeaways

* Liquidity risk is the most underestimated SME risk — invest only capital you can hold
2-3 years

* Promoter concentration creates governance, key person, and post-lock-in selling
risks

* Half-yearly reporting means financial problems can develop undetected for months
* SME IPO valuations are often opaque — use absolute metrics when direct peers are
absent

* Customer concentration (1-2 clients = 80% revenue) is an immediate red flag in any
SME DRHP

Up Next

Chapter 5 gives you a practical evaluation framework for SME IPOs — a
checklist-based approach to separating the genuinely promising from the rest.
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How to Evaluate an SME IPO

A practical framework for evaluating SME IPOs in India — financials, promoter
quality, business model, valuation, and a step-by-step checklist.

How to Evaluate an SME IPO

Evaluating an SME IPO requires a different toolkit than mainboard analysis. With little or no
analyst coverage, no institutional benchmark, and often no directly comparable peers, you
must develop your own view from first principles.

This chapter gives you a systematic evaluation framework — a repeatable process that works
across any sector and any size SME IPO.

Phase 1: Business Model Clarity (15 minutes)

Before looking at any numbers, understand the business. You should be able to answer
these questions clearly after reading the Business Overview section of the DRHP:

What does the company actually do? Describe the revenue model in two sentences. If you
cannot — if the business description is confusing, uses excessive jargon, or seems to be in
multiple unrelated verticals — that is a yellow flag.

Who are their customers? B2B or B2C? Government or private sector? Large enterprise
or small businesses? The customer type determines revenue stability, pricing power, and
growth mechanics.

What is the competitive moat? Why can a well-funded competitor not simply replicate this
business? Moats in SME businesses are often: long customer relationships, proprietary
technology, regulatory licences, geographic proximity, or specialised manufacturing
processes.

What is the growth driver? Is the company growing because the market is growing (tide
raises all boats) or because it is taking market share? Market share gains in a stable industry
are more impressive than market-driven growth.



Phase 2: Financial Quality Assessment (30 minutes)

For SME IPOs, financial quality matters more than financial size. Look at three years of
restated financials.

Revenue Analysis

Revenue trend: Growing, flat, or declining? A company with T80 crore, ¥95 crore, ¥115 crore
revenue over three years (implying ~20% CAGR) is fundamentally different from one with
¥100 crore, 95 crore, ¥105 crore (essentially flat).

Revenue quality:

* What percentage comes from repeat customers?
« Is there seasonal concentration (revenue heavily weighted to one or two quarters)?

* Are receivables growing faster than revenue? (Aggressive recognition or customer
payment issues)

Revenue concentration:

+ What percentage comes from the top 3-5 customers?
« Below 30% concentration: diversified, low risk
* 30-60% concentration: moderate risk, manageable

+ Above 60% from single customer: significant risk

Profitability Analysis

Gross margin: What is the company's gross profit as a percentage of revenue? Is it stable or
improving? Declining gross margins under revenue growth can signal pricing pressure or
input cost problems.

EBITDA margin: Earnings before interest, tax, depreciation, and amortisation as a
percentage of revenue. This is the operational efficiency indicator — strip out financing and
accounting choices. Compare to sector norms.

PAT margin: Net profit margin. Watch for unusually high PAT margins relative to EBITDA (can
indicate aggressive depreciation policies or tax benefits that may not recur).

Cash Flow — The Most Important Number in SME Analysis



Reported profits can be manipulated. Cash flow from operations is harder to fake and more
meaningful.

The check: Is operating cash flow consistently positive and roughly proportionate to
reported EBITDA? If EBITDA is ¥20 crore but operating cash flow is ¥2 crore, something is
absorbing cash — usually ballooning receivables or inventory. Investigate.

Capital expenditure: Is the company investing in growth (maintenance + expansion capex)
proportionate to its stated growth ambitions? A manufacturing company claiming to double
capacity with minimal capex is inconsistent.

Free cash flow: Operating cash flow minus capex. Positive free cash flow in an SME is
an excellent sign — it means the business is self-funding and does not perpetually need
external capital.

Debt Assessment

Debt-to-equity ratio: Above 2x for an SME is concerning unless it is a financial services
company (where leverage is the business model).

Interest coverage: EBIT divided by interest expense. Below 2x means the company is
spending more than half its operating earnings on interest — fragile financial health.

Nature of debt: Working capital loans (current liabilities) vs long-term debt for capex are
fundamentally different. Read the notes to accounts.

Phase 3: Promoter Assessment (20 minutes)

Track record in this business: How long has the promoter run this company? A
first-generation entrepreneur who has built the business over 10-15 years is a
fundamentally different profile from someone who acquired or inherited it recently.

Other directorships: Are promoters directors of many other companies? Serial directorships
with no operational role, especially in struck-off or dormant companies, are red flags. Check
MCA21 portal.

Promoter compensation: What is the promoter salary relative to company PAT? Above
15-20% of PAT in a small company warrants explanation.

Post-IPO holding: What percentage will promoters own after the IPO? Below 40% post-IPO
suggests aggressive dilution or heavy OFS. Above 60% is typically healthy.



Related party transactions: Does the company transact significantly with entities owned by
promoters? At what prices? These are disclosed in the DRHP and in annual reports. Excessive
or below-market RPTs are governance red flags.

Phase 4: Valuation Sanity Check (15 minutes)
Calculate market cap at issue price: Issue price x total post-IPO shares = market
capitalisation. Write this number down.

P/E ratio: Market cap + latest year PAT. Compare to:

* Listed small-cap peers in the same sector

* The company's own growth rate (a 30% growth company should command higher P/E

than a 10% grower)

* Industry historical averages

EV/EBITDA: (Market cap + Total debt Cash) + EBITDA. Often more reliable than P/E for
capital-intensive SMEs.

The gut check: At this valuation, is the company priced for perfection or is there room for
error? For SME IPOs — which carry higher execution risk — you want to see a meaningful
valuation discount to quality listed peers, not a premium.

The SME IPO Evaluation Scorecard

Score each factor 1-3 (1 = weak, 2 = acceptable, 3 = strong):



Factor Weight Score (1-3) Weighted Score

Business model clarity 10%
Revenue growth (3yr 15%
CAGR)
Operating cash flow 20%
quality
Promoter track record 15%

Customer concentration 10%

Debt levels 10%
Valuation vs peers 20%
Total 100%

Interpretation:

2.5-3.0: Strong candidate — proceed with high conviction

2.0-2.5: Acceptable — proceed with awareness of weaknesses

1.5-2.0: Borderline — apply only if specific upside thesis is very clear

* Below 1.5: Avoid

Key Takeaways

* Business model clarity is the starting point — if you cannot explain it in two
sentences, dig deeper

* Operating cash flow quality is the single most important financial metric in SME
analysis

* Promoter track record in this specific business (not corporate directorships) is what
matters

+ Customer concentration above 60% from a single customer is an immediate red flag
* Value SMEs at a discount to listed peers — they carry more execution risk and deserve
a margin of safety
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Up Next

Chapter 6 covers the eligibility requirements for applying to SME IPOs — lot sizes,
demat requirements, and how the application process differs from mainboard.
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Eligibility to Apply for SME IPOs

Learn the eligibility requirements for applying to SME IPOs in India — minimum lot
sizes, demat requirements, investor categories, and HNI considerations.

Eligibility to Apply for SME IPOs

SME IPOs have a different eligibility and application structure than mainboard IPOs. The
key differences revolve around minimum investment sizes and investor categorisation.
Understanding these rules prevents surprises when you go to apply.

Minimum Application Size: The Critical Difference

In mainboard IPOs, SEBI mandates a minimum lot size designed to cost ¥10,000-315,000.
This ensures that retail investors with modest capital can participate.

In SMEIPOs, the minimum application amount is set by the company and exchange, typically
in the range of ¥1 lakh to ¥2 lakh per application. Some SME IPOs have minimums as high
as ¥2.5-3 lakh.

This higher minimum is intentional. SEBI designed SME IPO rules to implicitly limit
participation to investors with greater financial capacity — the assumption being that higher
minimum investment correlates with greater risk awareness and financial resilience.

Practical implication: Before applying to any SME IPO, check the lot size and minimum
application amount in the DRHP or on ipomarket.in. Ensure you have the required capital
available and blocked in your bank account.

Investor Categories in SME IPOs

SME IPOs do not have the same three-category structure as mainboard IPOs. The allocation
is typically:

Non-Institutional Investors (NII): 50% Any individual or entity that does not fall under the
QIB category. This includes resident Indians, HUFs, NRIs, and companies.



Retail Individual Investors: 50% Individual investors (resident Indians and eligible NRIs)
applying within the retail limit.

Note on QIB absence: SME IPOs do not have a mandatory QIB reservation. Some SME IPOs
may attract anchor investors or small QIB participation, but this is the exception rather
than the rule. The absence of institutional participation is both a risk (no institutional due
diligence) and an opportunity (institutional discovery premium after listing).

What Counts as "Retail" in an SME IPO?

Here is where SME rules create an apparent paradox.
In mainboard IPOs, a retail investor is anyone applying up to ¥2 lakh.

In SME IPOs, the minimum lot size is often ¥1-2 lakh. This means even the minimum
application may technically fall in the HNI/NII zone by mainboard standards.

In practice, the distinction within SME IPOs is:
« If your application is for the minimum lot (¥1-2 lakh), you are in the retail allocation

« If you apply for more than one lot (¥2-4 lakh or more), you may be in the NII bucket

Read the specific RHP for each SME IPO — the exact categorisation thresholds vary.

Requirements to Apply

The basic requirements are identical to mainboard IPOs:
PAN Card: Mandatory. Your PAN is your identity across all capital market transactions.

Demat Account: Must be with a SEBI-registered Depository Participant (CDSL or NSDL).
All major brokers — Zerodha, Groww, Angel One, Upstox, ICICI Direct, HDFC Securities —
support SME IPO applications.

Linked Bank Account: For UPI-based applications (for amounts up to ¥5 lakh) or ASBA for
higher amounts.

Age: Must be 18 or above. Minors cannot hold demat accounts in their own name.

Can NRIs Apply for SME IPOs?

Yes, with the same conditions as mainboard IPOs:

* NRE/NRO bank account required



* NRI-linked UPI handle for UPI applications

* Repatriation vs non-repatriation basis applicable

Some SME IPOs may restrict foreign investment if the company operates in a sector with FDI
caps. Check the RHP for NRI applicability.

Broker Availability for SME IPO Applications

Not all brokers support SME IPO applications with equal ease. Discount brokers like Zerodha
and Groww support most SME IPOs, but some smaller SME IPOs may only be available
through full-service brokers or through the 3-in-1 accounts of larger banks.

If you plan to participate in SME IPOs regularly, verify that your broker supports SME IPO
applications before the issue opens — not on application day.

The Capital Planning Consideration

Given the ¥1-2 lakh minimum per SME IPO and the typically lower allotment probability
compared to mainboard (because of the smaller absolute share count available), plan your
SME IPO capital carefully.

A sensible approach:

+ Identify 2-3 SME IPOs per quarter that pass your evaluation screen
* Allocate ¥1-2 lakh per application from a dedicated SME IPO pool

* Accept that allotment rates may be low and each successful allotment represents a
position you intend to hold for 12-24 months

SME IPO investing is not a capital-efficient game for quick listing gains (though those
happen). It is best approached as a medium-term, fundamental investing strategy.



Key Takeaways

* SME IPO minimum application is ¥1-32 lakh — significantly higher than mainboard's
¥15,000

* Categories are NII (50%) and Retail (50%) — no QIB reservation in SME IPOs

* Requirements are identical to mainboard: PAN, demat, linked bank account, age 18+
* Verify your broker supports SME IPO applications before the issue opens

* Plan SME IPO capital separately — treat each allotted position as a 12-24 month
holding

Up Next

Chapter 7 walks through the SME IPO application process step by step — UPI, ASBA,
and common issues specific to SME applications.
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How to Apply for an SME IPO

Step-by-step guide to applying for an SME IPO in India — through UPI and ASBA,
broker-specific steps, and common errors to avoid.

How to Apply for an SME IPO

The mechanics of applying for an SME IPO are similar to mainboard applications — but there
areimportant differences in broker availability, lot sizes, and certain platform-specific quirks.
This chapter walks through the complete application process.

Before You Apply: Three Pre-Checks

Pre-check 1: Broker support Confirm that your broker supports this specific SME IPO. Not all
brokers list all SME IPOs. In your broker app, navigate to the IPO section and search for the
SME IPO by name. If it does not appear, you may need to apply through ASBA at your bank
or switch to a broker that supports it.

Pre-check 2: Sufficient balance SME minimums of ¥1-2 lakh require a corresponding bank
balance. The UPI mandate will block this amount — ensure it is available and will remain
available until allotment (typically T+2 after the IPO closes).

Pre-check 3: Lot size and price confirmation Verify the exact lot size and price band from the
RHP or ipomarket.in. SME lot sizes vary widely — from 500 to 2,000 shares per lot — and the
application amount must be exact multiples of the lot size.

Application Method 1: Through Broker App (UPI)

For amounts up to %5 lakh, UPI is the standard method. The process:

Step 1: Open your broker app and navigate to IPO section Search for the SME IPO. It may be
listed under a separate "SME IPO" tab in some apps.

Step 2: Select the IPO and review details Confirm: company name, exchange (BSE SME or
NSE Emerge), price band, lot size, minimum application amount, open and close dates.

Step 3: Enter bid details



* Number of lots: Minimum 1 lot
* Price: Select cut-off price (recommended) or a specific price within the band

¢ UPI ID: Your UPI handle linked to the bank account

Step 4: Submit application Review and confirm. A mandate request will be sent to your UPI
app.
Step 5: Approve UPI mandate Open your UPI app and approve the mandate within the time

limit (usually 24 hours, but do it immediately to avoid forgetting). Once approved, your
application is live.

Application Method 2: ASBA Through Net Banking

For amounts above %5 lakh, use ASBA through your bank's net banking portal:

1. Log into net banking 'find IPO/ASBA section (under Investments or Services) 2. Search for
the SME IPO by name or SEBI filing number 3. Enter bid details: lots, price, demat account
number 4. Confirm — amount is blocked

Note: Some banks may not have the specific SME IPO loaded immediately. If you do not find
it, try the ASBA physical form at a branch, or use a broker that supports ASBA for that specific

issue.

Key Differences from Mainboard Application

Higher minimum amount: The minimum block is ¥1-2 lakh instead of ¥14,000-315,000.
Ensure this is comfortable for your cash flow before applying.

Longer subscription period (sometimes): Most IPOs are open 3 days, but check — some SME
IPOs may have different windows.

Exchange-specific allotment: Allotment for BSE SME IPOs is handled through BSE; NSE
Emerge IPOs through NSE. Allotment status checking is on the respective exchange's
website or the registrar's portal.

Market making caveat: After listing, the market maker is the designated liquidity provider. In
the first weeks of trading, you may find the market maker's quotes are the primary source of
liquidity — especially for smaller SME IPOs. Plan your post-listing exit strategy accordingly.

Common SME IPO Application Errors



Error 1: Wrong demat account number Double-check your DP ID and client ID. A single digit
error results in rejection — and you may not be notified until after the IPO closes.

Error 2: Applying through a broker that does not support this SME IPO Always verify broker
availability before the last day. Last-minute discovery that your broker does not have the
issue forces a scramble.

Error 3: Insufficient funds for the full block ¥1.5 lakh minimum sounds simple, but if your
bank balance fluctuates, ensure the funds are in the account from application day until
allotment day (T+2 after close).

Error 4: Multiple applications from same PAN Same rule as mainboard: one PAN, one
application. Applying through broker + bank with the same PAN = both applications rejected.

Error 5: Applying late on closing day The closing day UPI load is as heavy for SME IPOs as
mainboard. Apply by Day 2 to be safe.

Checking Allotment Status

SME IPO allotment status can be checked:

+ Ontheregistrar's website (Link Intime, KFin, Bigshare, etc.) using your PAN or application
number

« On BSE website for BSE SME IPOs (bseindia.com 'Investors 'IPO)

On NSE website for NSE Emerge IPOs

+ On ipomarket.in — allotment section links to the registrar directly for each SME IPO

Allotment typically happens T+1 after IPO close, with shares credited T+2 and listing on T+3.

Key Takeaways

* Verify broker support for each specific SME IPO before applying — not all brokers
list all SME issues

* UPI works for amounts up to ¥5 lakh; ASBA through net banking for larger
applications

* Check your exact demat DP ID and client ID — entry errors result in silent rejection
* Apply on Day 1 or 2, not closing day — same logic as mainboard applies

* Allotment status for SME IPOs is on the registrar's website or via ipomarket.in
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Up Next

Chapter 8 explains SME IPO allotment mechanics and what to expect on listing day —
including the unique characteristics of SME stock price discovery.
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SME IPO Allotment and Listing

Understand SME IPO allotment mechanics in India and what to expect on listing day
— price discovery, market making, and post-listing volatility.

SME IPO Allotment and Listing

SME IPO allotment follows similar principles to mainboard but with some structural
differences. And listing day for an SME stock is a fundamentally different experience from a
mainboard listing — one you should understand before it happens.

Allotment Mechanics

For Oversubscribed SME IPOs

SME IPOs that are oversubscribed in the retail category use the same lottery-based
allotment as mainboard retail — but with one difference.

Because SME minimum lot sizes are ¥1-2 lakh, the number of applications is far lower than
a mainboard IPO. A popular SME IPO might receive 50,000-200,000 applications. A popular
mainboard IPO might receive 50 lakh.

The lower application count means allotment probability can be meaningfully higher in SME
IPOs for well-received but not wildly oversubscribed issues. A 10x subscribed SME IPO gives
retail applicants a 1-in-10 shot — the same as a 10x mainboard IPO, but the SME may feel
less crowded because fewer people are applying at all.

For very popular SME IPOs (100x+ subscription), the math is similar to mainboard — low
allotment probability, multiple family member applications become more valuable.

For Undersubscribed SME IPOs

Unlike mainboard IPOs (which are occasionally withdrawn if undersubscribed), SME IPOs
more commonly proceed even with modest subscription, thanks to the market making
requirement and the typically smaller issue sizes. If subscription is below 1x in a category,
that category is partially underwritten by the merchant banker/market maker.



If an SME IPO is undersubscribed overall — a clear market signal of limited demand — treat
it as a meaningful warning. Consider whether to hold post-listing or exit quickly.

Basis of Allotment

The Basis of Allotment is published on the registrar's website after the IPO closes, showing
category-wise subscription and allotment ratios. Check this for any SME IPO you applied to
— it gives you a complete picture of who got what.

Listing Day: What Makes SME Different

Price Discovery

SME stocks list through the same pre-open session mechanism as mainboard — orders
collected from 9:00 AM, price determined at 9:45 AM, trading begins at 10:00 AM.

The difference is in what drives the opening price:

Mainboard: Deep institutional and retail order flow. Thousands of orders from across the
country. Price discovery is relatively efficient.

SME: Shallow order flow. Often dozens or hundreds of orders, not thousands. Price can be
significantly influenced by a small number of large buy or sell orders.

This thin price discovery means SME listing day prices can be more extreme — and less
representative of true value — than mainboard listings.

Market Making on Listing Day

The designated market maker is required to provide two-way quotes within a defined
spread. On listing day, the market maker often plays a significant role in setting the effective
bid and ask prices, especially in the first hours of trading.

If the market maker's sell quote is significantly above the issue price (reflecting strong
demand) and their buy quote is also elevated, the listing is effectively well received. If the
market maker is the primary seller into opening demand, watch carefully — it may signal
that market sentiment is being supported artificially.

Post-Listing Volatility

SME stocks are structurally more volatile post-listing than mainboard for two reasons:



Low float: The actual freely tradeable shares (post-promoter lock-in, market maker
inventory) are a small percentage of total shares. Small amounts of buying or selling can
move prices significantly.

Investor base: SME investors are predominantly retail — without the stabilising influence of
institutional buy-on-dips or sell-on-strength behaviour.

In the first weeks post-listing, SME stocks can see 20-40% swings that have no fundamental
basis. Do not over-react to either sharp gains or sharp drops immediately post-listing unless
your thesis has changed.

When to Sell SME Shares Post-Listing

For listing gain seekers: If you applied purely for listing gains, sell in the pre-open session
or early trading on listing day. SME listing day liquidity can dry up quickly — if the opening
surge is your opportunity, take it.

For medium-term investors: Avoid selling in the first 2-4 weeks. Post-listing SME stocks often
show artificial volatility as early applicants exit and genuine long-term investors accumulate.
The stock price in the first month is often the least reliable signal of long-term value.

Reassess at 6 months: When you receive the first post-listing financial results (half-yearly),
assess whether the business is performing in line with your investment thesis. If yes, hold.
If not, exit before the next result cycle.

Key Takeaways

* SME allotment follows the mainboard lottery model but with fewer total applications
— potentially higher hit rates for moderate subscription levels

* Undersubscribed SME IPOs are a warning signal — investigate before holding
post-listing

* SME listing price discovery is thin — a handful of large orders can significantly move
the opening price

* Post-listing SME volatility is structural, not necessarily fundamental — do not
over-react in the first weeks

* Sell on listing day if you applied for gains; hold for 6 months+ if you applied for
fundamentals
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Up Next

Chapter 9 teaches you how to read SME company financial statements — the
specific patterns to look for in small company accounts, and the red flags that signal

manipulation.
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Reading SME Financial
Statements

Learn how to read and analyse SME IPO financial statements in India — revenue
quality, cash flow analysis, debt red flags, and signs of financial manipulation.

Reading SME Financial Statements

Financial statement analysis for SME companies requires more scepticism — and more skill
— than for large, well-audited companies. The combination of smaller audit firms, less
sophisticated internal controls, and promoter-dominated governance creates more room
for financial presentation choices that, while technically compliant, can mislead investors.

This chapter teaches you what to look for, what to question, and what to avoid in SME
financial statements.

Start With the Auditor's Report

Before looking at a single number, read the auditor's report. It is at the beginning of the
financial statements and is typically one to three pages long.

Look for:

Unqualified opinion: The standard auditor conclusion is that financial statements present a
"true and fair view." This is the baseline — anything other than an unqualified opinion is a
serious flag.

Emphasis of matter paragraphs: These are not qualifications but draw attention to
something significant — pending litigation, going concern uncertainty, a material
restatement. Read each one carefully.

Key Audit Matters: For larger SME companies, auditors must identify and report on the most
significant risk areas they focused on. These tell you where the auditor spent the most time
— which is usually where the most uncertainty lies.



Audit firm quality: A Big Four or mid-tier national firm (Grant Thornton, BDO, KPMG, Deloitte,
PwC, EY, or equivalents) provides more rigorous scrutiny than a small regional CA. This is not
a disqualifier for regional auditors, but it is context.

Revenue: Looking Beyond the Top Line

Revenue growth consistency: Plot revenue for 3 years. Consistent growth (e.g. 20%, 22%,
18%) is healthy. Lumpy growth (e.g. 5%, 40%, 2%) requires explanation. Look at the MD&A
for context — was one year affected by a one-time order? Did a major customer ramp up
and then stabilise?

Accounts receivable vs revenue: Calculate: Debtor Days = (Trade Receivables + Revenue) x
365.

If debtor days are increasing year on year — say, from 45 to 60 to 90 days — the company
is taking longer to collect its revenue. This can signal:

+ Customer payment stress (they cannot pay on time)

+ Aggressive revenue recognition (booking revenue before cash is likely)

* Related party transactions (sales to connected entities that may not pay)

A receivable that is growing faster than revenue is always worth investigating.

Revenue concentration: Directly from the notes to accounts: "Details of customers
contributing more than 10% of revenue." Count them and calculate concentration. As
discussed in Chapter 5, above 60% concentration in one customer is a meaningful risk.

Profitability: The Margin Story

Gross margin stability: Calculate gross margin (Revenue Cost of Goods Sold) + Revenue for
each year.

Declining gross margins under revenue growth suggest the company is buying growth by
reducing prices or absorbing higher input costs. This is sustainable only if it is a deliberate
market share strategy — ask whether the DRHP explains it.

EBITDA margin: Remove depreciation, interest, and tax to get operating efficiency. For
SME manufacturing companies, EBITDA margins of 12-20% are typical. For SME services
companies, 15-25%. Margins significantly above or below these ranges need explanation.

Unusually high PAT vs EBITDA: If PAT margin is significantly higher than EBITDA margin,
something unusual is happening below the EBITDA line. Look for: low effective tax rate



(deferred tax assets, tax exemptions), or unusually low interest expense relative to debt.
Both can be legitimate but deserve examination.

Cash Flow: The Acid Test

Operating Cash Flow (OCF): Find this in the Cash Flow Statement. OCF should broadly track
EBITDA over time. A persistent gap — EBITDA of ¥20 crore but OCF of ¥5 crore for three
consecutive years — is a serious warning sign. It means cash is disappearing somewhere.

Where cash goes when OCF "EBITDA:

+ Working capital build-up: Receivables and inventory growing faster than revenue. This is
the most common reason and can be legitimate (company growing, needs more working
capital) or problematic (customers not paying, inventory obsolescence).

+ Capitalisation of expenses: Some companies capitalise expenses that should hit the P&L.
This inflates EBITDA but does not create cash.

Free Cash Flow: OCF minus Capex. A company generating positive free cash flow is
self-funding. A company perpetually burning free cash flow — even with positive profits —
is relying on external capital to fund operations. Ask: why, and for how long?

Debt: The Hidden Risks

Off-balance sheet liabilities: Check the notes to accounts for: contingent liabilities,
guarantees given on behalf of related parties, or letters of comfort. These do not appear
on the main balance sheet but represent real financial exposure.

Related party borrowings: Has the company borrowed from promoter-related entities? At
what interest rate? Above-market rate loans from promoters can be a hidden extraction
mechanism.

Pledged assets: If assets are pledged against loans — especially related to promoter
personal loans — those assets cannot be sold or refinanced independently. This creates
hidden constraints.

The Warning Signs of Financial Manipulation

These patterns should prompt immediate additional research before investing:



Sudden revenue spike in the year before the IPO: Revenue growing 100% in the IPO year
after flat years is suspicious. Verify through GST filings (some brokers publish GST-based
revenue estimates) or trade data.

Exceptional items that are not exceptional: "Exceptional income" should be a one-time item.
If a company books exceptional income in multiple years, it is not exceptional — it may be
masking weak operating performance.

Trade payable compression: If accounts payable are shrinking while revenue grows, the
company may be paying suppliers faster to dress up the balance sheet before the IPO. This
is a short-term improvement at the cost of cash.

Inventory build-up without revenue growth: Rising inventory with flat or declining revenue
can mean the company cannot sell what it is producing. This working capital trap can result
in write-downs post-listing.

Advances from customers collapsing at year-end: Some companies receive large customer
advances that technically boost the balance sheet. If advances are high mid-year but
near-zero at year-end (the audited date), investigate whether revenue recognition is
appropriate.

Pro Tip

Compare the company's reported revenue to its GST filing data — cross-referenced
through publicly available GST analytics tools. Significant discrepancies between
declared revenue and GST-implied revenue are the single biggest red flag in SME
financial analysis.



Key Takeaways

* Read the auditor's report before any financial numbers — emphasis of matter
paragraphs are critical

* Rising debtor days (receivables growing faster than revenue) is one of the most
reliable warning signs

* OCF significantly below EBITDA for three consecutive years warrants deep
investigation

* Sudden pre-IPO revenue spikes should be verified through alternative data sources
* Positive free cash flow is the gold standard for SME financial health — prioritise
companies that generate it

Up Next

Chapter 10 showcases notable SME IPO success stories — real case studies of
companies that delivered exceptional returns and the common factors that predicted
their success.
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Notable SME IPO Success Stories

Case studies of successful SME IPOs in India that delivered strong returns — what
made them work and what investors can learn from each story.

Notable SME IPO Success Stories

Abstract frameworks are useful. But nothing builds pattern recognition faster than studying
real companies — seeing what successful SME IPOs actually looked like, what their financials
showed before listing, and how the story played out.

The following case studies are drawn from publicly available data on SME IPOs that listed
on BSE SME or NSE Emerge and delivered significant returns. They are illustrative examples
of the patterns that characterise successful SME investing.

Case Study 1: The Specialised Manufacturer

Archetype: A manufacturer of niche components for the automobile or electronics industry,
serving 3-5 large OEM customers with high switching costs.

Typical profile at IPO:

* Revenue: ¥80-3150 crore, growing 20-25% annually for 3 years

* PAT margin: 10-14%

* Operating cash flow: Consistently positive, roughly 70-80% of EBITDA

+ Debt: Moderate (D/E 0.8-1.2x), primarily working capital and equipment financing
* Promoter: First-generation founder with 15-20 years in the industry

+ IPO purpose: Expansion of manufacturing capacity + debt repayment (small OFS)

* Valuation: 12-15x trailing P/E — modest premium to sector peers

Why these work: The moat is real — supplying a precision component to a large OEM creates
switching costs (re-qualification processes take 6-18 months). The growth is organic and
capital-efficient. The promoter has deep domain expertise. The fresh issue funds a specific,
executable capex plan.



Post-listing pattern: Strong listing (15-30% premium). Steady appreciation over 12-18
months as capacity addition kicks in and revenue scales. Some volatility around result days
but fundamentally driven by business performance.

What investors who did well did differently: Applied based on financial analysis, not GMP.
Held through listing-day dips. Reassessed positively when the first post-listing result showed
continued growth.

Case Study 2: The Healthcare Expansion Play

Archetype: A diagnostic chain, specialty hospital, or medical device company expanding
from a regional base to a multi-state footprint.

Typical profile at IPO:

+ Revenue: ¥40-%100 crore, growing 25-35% annually
« EBITDA margin: 20-28% (healthcare businesses have attractive unit economics)

+ Cash flow: Positive at the unit level; overall FCF slightly negative due to aggressive

expansion
 Debt: Low (management conservatism)
« Promoter: Qualified physician or healthcare professional with operational experience
« IPO purpose: Predominantly fresh issue to fund new centre openings / equipment

* Valuation: 18-22x trailing P/E — premium to sector justified by growth

Why these work: Healthcare is a fundamental need with demographic tailwinds in India.
Patients are sticky — if a hospital has good outcomes and reputation, patients return

and refer. New centre economics become clear relatively quickly (12-18 months to EBITDA
positive for a diagnostic centre). The fresh issue funds a specific, verifiable growth plan.

Post-listing pattern: Moderate listing (5-15% premium). Strong 12-24 month performance
as new centre additions become visible. Re-rating premium as the company develops a track
record as a public entity.

What investors who did well did differently: Evaluated the unit economics of the existing
centres before assuming the same would apply at scale. Verified the management team had
operational healthcare expertise, not just financial.

Case Study 3: The Niche Technology Services Company



Archetype: A B2B technology company providing specialised software, Saas, or IT services
to a specific vertical — financial services, logistics, retail, or government.

Typical profile at IPO:

* Revenue: ¥30-380 crore, growing 30-40%

+ Gross margin: 60-70% (software-like economics)

* PAT margin: 15-20%

* Cash flow: Strongly positive operating cash flow

* Working capital: Negative or minimal (advance payments from clients)

* Debt: Near-zero

* Promoter: Technically qualified founder with domain expertise in the target vertical

* Valuation: 20-30x P/E — premium justified by asset-light model and growth

Why these work: Recurring revenue from institutional clients creates visibility. Negative
working capital (clients pay upfront) means self-funding growth. Asset-light model means
high returns on equity. Vertical specialisation creates switching costs — changing an
embedded business software system is expensive and risky for the client.

Post-listing pattern: Variable listing (sometimes modest, sometimes strong). Long-term
performance driven by client retention metrics and new contract wins. Among the highest
long-term performers in the SME universe.

What investors who did well did differently: Focused on recurring revenue percentage
(subscription vs project-based). Checked client concentration and contract renewal rates
from the DRHP. Applied at conservative valuations and held.

The Common Factors Across All Success Stories

Analysing the SME IPO winners across sectors reveals consistent patterns:

1. Genuine moat: Every successful SME had a real reason why customers chose them
and kept choosing them — switching costs, specialisation, relationships, or proprietary
technology.

2. Promoter as domain expert: The founder-promoter had built this specific business over
many years. They were not financial engineers — they were operators who understood their
industry deeply.

3. Fresh issue predominance: The majority of the IPO raised capital for the company.
Successful SME IPOs rarely have promoters selling a large percentage at listing.



4. Conservative valuation at listing: The best performers were not the ones with the highest
GMP or subscription. They were priced reasonably — leaving room for appreciation as the
business delivered.

5. Patientinvestors: The investors who captured the full upside held for 12-36 months. Those
who sold on listing day for a 20% gain missed 200-500% returns in many cases.

Key Takeaways

* Specialised manufacturers with OEM relationships, healthcare expansion plays, and
niche B2B tech have been consistent SME winner archetypes

* The common factors: genuine moat, operator-founder, fresh issue predominance,
reasonable valuation, patient holding

* Post-listing volatility in the first 6 months often creates buy opportunities for those
who missed the IPO

* The investors who did best held for 12-36 months — listing-day selling forfeited
most of the eventual returns

* Pattern recognition from case studies reduces your reliance on tips and GMP when
evaluating new SME issues

Up Next

Chapter 11 covers SME IPO failures — case studies of what went wrong and what the
warning signs were, so you can recognise them before investing.
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SME IPO Failures — Lessons
Learned

Case studies of SMEIPO failures in India — what went wrong, what the warning signs
were, and how investors can avoid similar traps.

SME IPO Failures — Lessons Learned

Success stories teach you what to look for. Failure stories teach you what to avoid. In the
SME IPO market — where information is sparse and due diligence requirements are higher
— understanding failure patterns is arguably more valuable than understanding success
patterns.

The following case studies are composites and archetypes drawn from publicly documented
SME IPO failures in India. The patterns they illustrate are real and recurring.

Failure Pattern 1: The Promoter Exit Vehicle

The profile: A company raises ¥40-%80 crore in an SME IPO. The issue is 80-100% OFS —
almost all proceeds go to selling shareholders. The fresh issue component is minimal or
absent. The promoter reduces their stake from 72% to below 35% at a single stroke.

The DRHP signals that should have warned you:
* Objects of the Issue: "Offer for Sale by Promoters and Existing Shareholders" — company
receives zero or minimal proceeds

* No meaningful growth capex plan — because the company is getting no money

* Financial statements show flat or modestly growing revenue — no obvious need for
expansion capital

* Valuation atIPO price is at a significant premium to sector peers — maximising promoter
exit value

* Pre-IPO investors (PE or angel) also exiting through the OFS

What happened after listing: Typically lists at a modest premium (GMP was positive,
subscription reasonable). Promoter and PE investors use the post-lock-in window to



continue selling in the secondary market. With no fresh capital being deployed and no
growth plan, the business stagnates. The stock drifts downward over 12-24 months.

The lesson: A high OFS percentage — especially by promoters — is the single most reliable
predictor of poor long-term SME IPO performance. When the people who know the business
best are getting out, ask why.

Failure Pattern 2: The Fabricated Revenue Story

The profile: A company shows explosive revenue growth in the 1-2 years before the IPO
— revenue growing 80-120% annually after years of flat performance. The DRHP shows
impressive financials. The IPO is well subscribed. Listing is strong.

6-12 months after listing, the company reports results. Revenue has collapsed. The growth
story has evaporated. The stock falls 50-70%.

The DRHP signals that should have warned you:
+ Sudden pre-IPO revenue spike without a clear business reason (no major client win
disclosed, no new product launch, no obvious market catalyst)
* Trade receivables growing at 2-3x revenue growth rate (possible channel stuffing)
+ Operating cash flow sharply lower than reported profit (profit on paper, no cash)

* Large advances received from customers at year-end that disappear in subsequent
periods

+ Auditor change in the year of the revenue spike (new auditor, lower scrutiny)

* Revenue heavily concentrated in related party entities

What happened: The revenue in the DRHP was inflated through related party transactions,
channel stuffing (shipping to distributors who were not actually selling through), or outright
accounting manipulation. Post-IPO, with regulatory scrutiny increasing and the fraud
unsustainable, reported numbers collapsed to reality.

The lesson: Always cross-check revenue against operating cash flow and receivable days.
A company reporting ¥50 crore revenue but generating only ¥2 crore operating cash with
200+ debtor days is telling you something important.

Failure Pattern 3: The Single-Customer Dependency
Collapse



The profile: A company supplies a single product or service to one large customer — which
accounts for 70-85% of revenue. The DRHP discloses this in the risk factors section (it is
legally required), but investors discount it. The company is growing fast and the GMP is high.

Post-IPO, the large customer renegotiates contract terms, switches suppliers, or reduces
orders due to their own business issues. The SME's revenue collapses by 50-60% overnight.

The DRHP signals that should have warned you:
* Risk factors section explicitly stating: "X% of our revenue comes from [Customer Name]
and loss of this customer would materially affect our business"
+ No multi-year contract disclosed (spot orders or short-term contracts)
* The customer is itself a publicly listed company that has been struggling

* No evidence of diversification efforts in the use of IPO proceeds

What happened: Precisely what the risk factor warned. The customer relationship that built
the company also became its existential dependency. A decision by one large customer's
procurement team destroyed the investment thesis.

The lesson: Risk factors are not boilerplate. When a DRHP says "we depend significantly on
one customer," believe it. Evaluate whether there is a credible plan to diversify — and if not,
price that risk into your valuation.

Failure Pattern 4: The Regulatory Overhang

The profile: A company operates in a regulated sector — NBFC, microfinance, food
processing, pharma. The DRHP mentions pending regulatory approvals or compliance
issues in passing. Post-IPO, regulatory action materialises and fundamentally disrupts the
business model.

Examples from the SME universe:
* An NBFC whose microfinance operations are disrupted by RBI guidelines on

over-indebtedness or interest rate caps

« A food company whose FSSAI licences are contested or whose manufacturing unit fails
inspection

* A pharma company whose API manufacturing faces export restrictions

What happened: The regulatory action was disclosed in some form in the DRHP — but
treated as a theoretical risk rather than a material probability. Post-IPO, the risk materialised.



The lesson: For companies in regulated sectors, assess regulatory risk with disproportionate
seriousness. Ask: if this regulatory risk actually happens, what is the business worth? If the
answer is "much less," price that probability into your decision.

Common Warning Signs Across All Failure Patterns

Regardless of the specific failure mode, the following signals appeared consistently in failed
SME IPOs:

1. High OFS, especially by promoters — they know something you do not 2. Operating cash
flow consistently well below reported profit — profits may be paper 3. Rapid pre-IPO revenue
growth without clear business catalyst — investigate sources 4. Customer concentration
above 60% in single customer — existential dependency 5. Promoter reducing stake below
40% at IPO — alignment of interests question 6. Valuation premium to mainboard peers
without clear justification — overpriced from Day 1 7. Vague use of proceeds ("general
corporate purposes" for a large portion) — no growth plan 8. Multiple related party
transactions at non-arm's length prices — cash extraction mechanism

Key Takeaways

* The highest-risk SME IPOs share a pattern: high promoter OFS, opaque financials,
aggressive valuations

* Operating cash flow below reported profit is the most reliable early financial warning
signal

* Risk factor sections are not legal boilerplate — they are disclosures of real risks that
really happen

+ Customer concentration is the most common structural failure mode in SME
investments

» Comparing pre-IPO revenue growth to operating cash flow trend catches most
fabricated revenue stories
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Up Next

Chapter 12 brings together all the preceding chapters into a practical SME IPO
investment strategy — portfolio sizing, sector focus, holding period discipline, and

when to exit.
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SME IPO Strategy for Retail
Investors

Build a practical SME IPO investment strategy — portfolio allocation, sector focus,
holding period discipline, mainboard migration watching, and exit rules.

SME IPO Strategy for Retail Investors

The previous eleven chapters have given you the knowledge to analyse SME IPOs critically.
This final chapter assembles that knowledge into a practical, repeatable strategy.

An SME IPO strategy is different from a mainboard strategy in three fundamental ways:

1. The holding period is longer 2. The due diligence is more intensive 3. The position sizing
discipline is more critical

Building Your SME IPO Framework

Define Your Participation Objective

Before developing any tactical approach, be clear about why you are in the SME IPO market:

Objective A: Early-stage equity returns You want to invest in India's next generation of
growth companies before institutional discovery. You are comfortable holding for 2-4 years.
You can absorb significant volatility without panic-selling.

Objective B: Selective listing gain You identify SME IPOs with strong fundamentals and
positive momentum (high subscription, rising GMP, quality promoter) and apply for listing
gains. You are systematic about exiting on listing day rather than converting listing-gain
plays into involuntary long-term holds.

Objective C: Migration plays You specifically identify SME companies approaching
mainboard migration eligibility and invest for the re-rating event.

Most sophisticated SME investors combine A and C. Objective B is harder to execute
systematically in the SME market because listing day liquidity is thin.



Portfolio Allocation Rules
Total SME allocation: Not more than 10-15% of your total equity portfolio. SME stocks carry
higher risk; concentrate too much and one bad outcome materially impairs your portfolio.

Per-position sizing:

* Maximum ¥2-%3 lakh per SME IPO application initially

« If you receive allotment and the position performs, resist the temptation to add
aggressively in the secondary market without reassessing liquidity

* Never put more in a single SME stock than you could comfortably hold for 3 years if
needed

Number of positions: Own 5-10 SME positions simultaneously rather than concentrating in
1-3. The inherently higher failure rate in the SME universe means diversification matters
more than in large-cap investing.

The Sector Focus Approach

Rather than applying to every SME IPO indiscriminately, develop expertise in 2-3 sectors:
Why sector focus works in SME:

* You build pattern recognition faster
* You can evaluate businesses more efficiently (you know the competitive landscape)

* You can spot outliers — both positively (genuinely good companies) and negatively
(overvalued, overcrowded sectors)

* Your network and information sources become more relevant

Suggested starting sectors for sector focus (based on historical SME performance):
* Specialised manufacturing (auto components, precision engineering, industrial
equipment)
 Healthcare services (diagnostics, specialty clinics)
* Niche B2B technology (vertical SaaS, IT services to specific industries)

+ Financial services (select NBFCs, insurance distribution)

Avoid applying to SME IPOs in sectors you do not understand. The information asymmetry
in the SME market cuts both ways — you cannot rely on analyst coverage to fill gaps in your
own sector knowledge.



The SME IPO Evaluation Workflow

For each SME IPO in your target sectors:
Week of DRHP filing (pre-IPO):

1. Download and read DRHP key sections (2-3 hours) 2. Run the evaluation scorecard from
Chapter 5 3. Make go/no-go decision: apply, watchlist, or reject

If go — during subscription:

1. Track QIB/NII subscription daily (though remember: no QIB in SME, so NII subscription
is your primary signal) 2. Assess whether any material negative news has emerged 3. Keep
application active unless thesis has broken

Post-allotment:

1. Set a holding horizon: 12, 24, or 36 months depending on growth stage 2. Track half-yearly
results vs your investment thesis 3. Monitor for mainboard migration signals

The Mainboard Migration Watch

The most asymmetric return opportunity in SME investing is catching a company on its way
to mainboard migration.

Migration triggers to watch:

* Post-issue paid-up capital approaching ¥25 crore ceiling
+ Consistent revenue growth crossing ¥200-3300 crore
* The company publicly announcing mainboard migration plans

« Appointment of large investment banks as advisors (signals upcoming mainboard
process)

When a quality SME company announces migration, the re-rating can be significant —
sometimes 50-100% appreciation around the migration event as institutional investors who
were ineligible can suddenly buy.

How to identify migration candidates:

* Track the financial growth of SME companies you already own
« Watch for annual report statements about migration plans

+ Monitor SEBI filing portal for migration applications



Exit Discipline: The Most Underrated SME Skill

Entry discipline gets all the attention. Exit discipline is equally important and more difficult.

Exit Rule 1: The Thesis Break Rule If the fundamental reason you invested is no longer true
— major customer lost, management departure, adverse regulatory development — exit
regardless of price. Do not wait for a recovery that may not come.

Exit Rule 2: The Valuation Cap Rule If a well-performing SME stock re-rates to a valuation
that you would not pay for a new investment — say, 40x P/E for a business growing 20% in a
sector where mainboard peers trade at 25x — take partial profits. The upside is now priced
in.

Exit Rule 3: The Mainboard Post-Migration Rule After an SME migrates to the mainboard and
re-rates, assess whether it now deserves to be held as a mainboard investment. Some do
— the growth continues and fundamentals justify the new valuation. Others have been fully
valued by the migration premium. Be honest.

Exit Rule 4: The Time Rule If a well-researched SME investment has not moved meaningfully
in 18-24 months — either because the business has not grown or the market has not
recognised it — reassess. Sometimes patience is rewarded; sometimes a business just does
not have the growth trajectory you believed it did. Opportunity cost is real.

Putting It All Together

A disciplined SME IPO investor in India, operating with these principles:

* Evaluates 10-15 SME DRHPs per year across their focus sectors

* Applies to 5-8 after passing the evaluation scorecard

* Receives allotment in 2-4 (typical hit rate in moderately subscribed issues)

* Holds for 12-36 months, monitoring half-yearly results

* Exits based on thesis break, valuation cap, or migration premium realisation

* Maintains 5-10 concurrent positions, each sized at ¥1.5-,.5 lakh

This approach — methodical, sector-focused, long-horizon — is how the small cohort of
retail investors who consistently generate strong returns in the SME market operate.

Track every SME IPO from DRHP to listing — with subscription data, GMP, allotment status,
and the full SME IPO pipeline — on ipomarket.in.



Key Takeaways

* Define your objective before building a strategy: early-stage growth, listing gains, or
migration plays

* Maximum 10-15% of total equity portfolio in SME; maximum ¥2-3 lakh per position
initially

* Develop sector expertise in 2-3 sectors rather than applying indiscriminately

* Exit rules matter as much as entry rules — thesis break, valuation cap, and
post-migration assessment

* The mainboard migration watch is the highest asymmetric return opportunity in the
SME universe
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