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NEED FOR UNDERWRITING

• Mandatory requirement of 90% subscription as per SEBI.

• To overcome the risk of undersubscription, failure to return money if Min 

sub is not met.

• A specialised group has emerged who take up shares or debentures not 

subscribed by public in case of public offer and existing shareholders in 

case of rights issue.



MEANING OF UNDERWRITING

Contract between 
company and 
underwriters.

Underwriters agree to 
take whole or portion of 

shares or debentures 
floated but not 

subscribed by public.

In consideration of 
underwriting 
commission.

Individuals, partnership 
firms, joint stock 

companies can become 
underwriters.



UNDERWRITING COMMISSION

Remuneration payable to underwriters for underwriting the issue of shares or deb of a company.

Payable at a specified rate 

On the issue price of whole of shares or deb underwritten 

Not dependent on the fact whether whole of the issue may be subscribed by the public.

Not payable on the shares taken up by the promoters, employees, directors, their friends and business 
associates. 

Usually in addition to brokerage.



LEGAL PROVISIONS

Articles to authorise payt of commission.

Commission to be paid out of proceeds or profits 
or both.

Max 5 % as rate of commission on shares.

Max 2.5 % as rate of commission on deb.

No commission on sec not offered to public for 
subscription.

Prospectus to disclose name of underwriters, rate 
& amount of commission, no. of sec to be 

underwritten.

Copy of contract to the Registrar.



UNDERWRITING COMMISSION & BROKERAGE

UNDERWRITING 

COMMISSION

BROKERAGE

Remuneration payable to 

underwriters for underwriting 

the issue of shares or deb

Amount payable to brokers 

who merely procure or try to 

procure subscription to shares 

or deb



UNDERWRITERS & BROKERS

BASIS UNDERWRITERS BROKERS

MEANING Individuals, partnership 

firms, joint stock 

companies can become 

underwriters.

brokers merely procure or 

try to procure subscription 

to shares or deb

Responsibility Take up the responsibility 

to take up the shares & deb 

not subscribed by public 

or existing shareholders

Do not take up 

responsibility to take up 

the shares & deb not 

subscribed by public or 

existing shareholders



DISCLOSURE IN BALANCE SHEET

Shown under 
“ other 
current 
assets/other 
non-current 
assets

To depend 
upon 
whether the 
amount will 
be amortised 
within 12 
months/ after 
12 months

May also 
appear under 
both

Details will 
be shown in 
Notes to 
Accounts.



CERTAIN TERMS

Sub-underwriters

• To spread the risk of under-
subscription

• Main underwriter may enter 
into subsidiary contracts 
with certain persons.

• Underwriters working under 
main underwriters are 
called sub-underwriters

• Company is not party to 
these contracts

Marked Applications

• Bear the stamp of an 
underwriter

• Benefit is given to particular 
underwriter in whose favour 
applications have been 
marked

Unmarked Applications

• Do not Bear the stamp of an 
underwriter

• Unmarked applications are 
received directly from 
public.

• Benefit is given first to 
company to the extent issue 
is not underwritten by 
underwriters in case of 
partial undertaking.

• If there is surplus, then 
benefit of such unmarked 
applications is given to the 
underwriters.



CERTAIN TERMS

Full Underwriting

• Whole of the issue of shares or 
deb is underwritten by on e or 
more underwriters.

• If S Ltd. Makes a public issue of 
40,000 Eq shares of  10 each at a 
premium of 490 per share and the 
entire issue is underwritten by A, 
B, C in the ratio of 2:2:1.

• Benefit of unmarked applications 
is given to underwriters.

Partial Underwriting

• When a part of issue of shares or 
deb is underwritten

• If S Ltd. Makes a public issue of 
40,000 Eq shares of  10 each at a 
premium of 490 per share and the 
20000 Eq shares are underwritten 
by A, B, C in the ratio of 2:2:1, it is 
called partial underwriting.

• Benefit of unmarked applications 
is first given to company. In case 
of above example,(40,000-20,000) 
shares will be given to company.

• Benefit of unmarked applications 
will be given to the underwriters

Sole & Joint Underwriting

• When the issue of sec is 
underwritten by only one 
underwriter. : Sole Underwriting

• When the issue of sec is 
underwritten by only two or more 
underwriters- Joint Underwriting.



CERTAIN TERMS

Normal/Pure/ Conditional 
Underwriting

• Underwriter takes up agreed 
proportion of sec not taken 
up by the public.

• underwriter not liable if the 
sec are fully or over 
subscribed

Firm Underwriting

• Underwriter takes up 
specified number of  sec 
irrespective of no. of sec 
subscribed by the public.

• underwriter makes a 
commitment to take specified 
number of sec in addition to 
unsubscribed sec



ACCOUNTING TREATMENT



ACCOUNTING TREATMENT



DETERMINATION OF LIABILITY OF 
UNDERWRITERS

Issue is FULLY underwritten without firm underwriting

Issue is FULLY underwritten with SOME firm underwriting

Issue is PARTIALLY underwritten without firm underwriting

Issue is PARTIALLY underwritten with SOME firm underwriting



ISSUE IS FULLY UNDERWRITTEN WITHOUT FIRM 
UNDERWRITING

CASE 1: IF THE WHOLE ISSUE IS UNDERWRITTEN BY ONE UNDERWRITER

• If the whole of the issue has been underwritten by one person, he is 

responsible to subscribe all the securities which have not been subscribed 

by the public .

• Determination of marked and unmarked applications becomes 

unnecessary.

• Liability of underwriter= Shares or Deb offered – Total applications ( 

marked and unmarked) received



EXAMPLE



CASE 2: IF THE WHOLE ISSUE IS UNDERWRITTEN BY 
A NUMBER OF UNDERWRITERS



CASE 2: IF THE WHOLE ISSUE IS UNDERWRITTEN BY 
A NUMBER OF UNDERWRITERS



DIVISION OF UNMARKED APPLICATIONS



NOTE



QUESTIONS



SOLUTION



QUESTION



SOLUTION






