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Sebi shocker
for law firms
handling IPOs

Offer papersakey  COUNSELTOTOPIPOS
marketing tool for INPASTTHREE YEARS
moun
lawyers at present b
 #Shardul Amarchand 488 »
ASHLEY COU ; ;
: Mumbai, May-ll-;INHo e

THE SECURITIES AND Exchange
Board of India (Sebi) is nudging
investment bankers to exclude
names of legal counsel who are not
directlyadvisingacompanyinanini-
tial public offering (IPO) from the
offerdocuments.

Theregulatorrecently communi-
cated this to bankers through obser-
vation letters and informal advi-
sories, said three people familiarwith
the matter.

Investmentbankersare supposed
tofilea certificatewith Sebithat they
have done their due diligence on the
company.Since bankers are not legal

. experts,theyappointlawyers on their
behalfto do thelegal diligence.

Apart from counsel advising the
company, large offerings also have a
domestic and an international legal
counsel (ILC) advising the banker, as
well as counsel advising the selling
shareholders.

_ Currently, Issue of Capital and
Disclosure Requirements (ICDR)
rules say offer documents have to
include names oflegal counsel to the
issuer,butaresilenton naming other
counsel. Sebi,which otherwise hasno
direct oversight on lawyers and can-
not take action against them for
erring on due diligence on the issuer
orondraftingdocuments,nowseems
tohavetakenamorerigidview.

“It is a very weird interpretation
that the regulator has taken. More
disclosures are always betteras long
as the information is not factually
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incorrect. If there are three counsel
involved ina deal,I don't see anyrea-
son why that shouldn't be disclosed.
My senseis that one or two law firms
could have persuaded the regulator
totake this decision to dissuade com-
petition in the space,”said alawyer.
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The fact that multiple lawyers have reviewed the
offer document can actually be deemed to be mater-
ial information to investors, the omission of which
could make bankersand companyliable, said experts.

The move would be a blow to law firms as the IPO
offerdocument is their primary marketing tooland the
chief source of information for those compiling league
tables.OtherthanIPOs, Sebi'sinterpretation mayimpact
rights issues aswell in future, said market observers.

Lawyers in India are prohibited from marketing
their work by the Bar Council of India as well as the
Advocates Act.Playerslike Chambers & Partners, India
Business LawJournaland other ranking platforms use
the publiclyavailable data to determine the top coun-
sel for volume and value. The regulator's stance also
contradicts US laws,which require names of law firms
involved in a public offering to be specifically dis- -
closed in the offer documents.

“There will be no authoritative source for compil-
ing the league tables and law firms may have to
increasingly rely on social media or news coverage to
publicise the deals theywere part of,which can create
a problem of its own,”said an industry official. “Inter-
national lawyers may now give a qualified opinion to

E * bankers instead of a clean one,which can create a big

issue for banks from a compliance point of view.”

Sebi cannot pass an order or take action against
errant law firms as they do not interface with the
investors or the regulator, said experts. This is unlike
in the case of auditors, which have to sign financial
statements included in the offer document and have
been hauled up by Sebi in the past. The bankers, how-
ever, can sue the lawyers for failing on due diligence
or furnishing incorrect information.

“Sebi does not have a direct oversight on law firms
norisit planning to create one because doing sowould
amount to getting into totallyuncharted and difficult
territory. But the regulator would like law firms
involved with IPOs to be directly orindirectly respon-
sible for what they do,”said a senior industry official.

An email sent to Sebi did not immediately get a
reply. :

The recently concluded issue of Mankind Pharma
had Shardul Amarchand Mangaldas aslegal counsel
to the company and the promoter selling sharehold-
ers.CyrilAmarchand Mangaldas was thelegal counsel
to the investment bankers and Sidley Austin was the
ILC to the bankers. The more recently filed document
of Fincare Small Fidance Bank,however, only lists Cyril
Amarchand Mangaldas as counsel to the issuer.

While every counsel issues a legal opinion to the
bankers, the main difference between the company's
and the banker's counsel is that the formeralso draft
the offer documents, which is then reviewed by the
banker's cou~sel. ILCs, if involved, often draft the busi-
ness section of the draft prospectus. Counsel also
negotiateagreements between merchant bankers and

companies at different stages of an IPO.




