An enviable lightness of being listed

‘ISTING THE SECURITIES of a
companyisaheavy-dutytask
with lots of additional
responsibilities. Apart from
the provisions of the Compa-

niesAct, 2013, provisions of many rules
and regulations would kick in immedi-
ately. Compliance with hose is onerous,
involving high standards of governance,
enhanced, timely and continuous dis-
closures, fund-raising and fund-use
restrictions, greater transparency in
operations,and so on.Also, the company
comes under the constant and unwa-
vering watch of the market,demanding
‘market discipline’.As such, decisions on
listingan entityare expectedtobe taken
by its management after seriously
weighinginall the prosand cons, includ-
ing the options on alternate modes of
raising funds. A similar assessment is
expected also when the benefits of
remaining listed become doubtful.

As reported in the media on June 4,
2022, Infosys co-founder NR Narayana
Murthy remarked: “IPOs have somehow
been taken as a surrogate for the next
round of financing. I think that nota
good thing (for the-ecosystem), because
an IPO comes with tremendous respon-
sibility” Though this wise comment was
made during an International Confer-
ence of Start-ups while speaking on the
Start-up-Venture Capital ecosystem, itis
applicabletoall thelisted entitiesas well
as those intending to be listed.

These days, many early-stage com-
panies, particularlyasset-light tech/net-
working companies, resort to IPOs as
proxies for fund-raising. But that is not
the full answer. It is also because of the
desire of their angel/VC investors, and
even some of the promoters, to exit
through the offer for sale (OFS) route.
The eagerness of such entities tohit the
IPO route is understandable, though it
may not be justifiable. Similarly, when
private promoters and investors ‘desert’,
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some loss-making companies may
remain as zombies in the listed space.
An IPO has to follow the conditions
and proceduresin the Securities Contract
(Regulation) Rules, 1957 (SCRR). A uni-
form minimum threshold for public
holding was set in June 2010 for all enti-
ties at 25%, per the terms of Rule 19 of
SCRR. It has been amended multiple
times to carve out exemptions and

greater flexibilities for the PSUs.An IPO

half-yearly, yearly, and event-based fre-
quencies.The onerous responsibilities of

- listing and remaining listed, often

described as the regulatory compliance
burden, is well-documented and often
lamented by many. What is intriguing is
why some companies resort tolisting at
all if they are entering the market offer-
ing a tiny percentage of equity. Equally
intriguing iswhysome other companies
continue to remain listed with a minus-

with 5% s possible if the e —— cule percentage of public
value of the offer exceeds h holding.Forinstance,one
%5,000 crore. Complete It seem‘f‘ they a.re company went for listing
exemptionfromtheappli-  voluntarily seeking  with3.5%ofitsequityon
cation of the publichold-  the market discipline offer in the IPO. Another
ing norms to PSUs may R continues to remain
also be provided by the th!' ough listing but listed with just 0.07% of
government on a case-to- not confident enough  ,plic holding and a few
case basis. Therefore,itis to take the full plunge others withless than 5%
perfectlylegal forthe PSUs and swim in of publicholding.

tolistand/orremainlisted Some of themarewell
with lower percentages of deeper waters run, profit-making pub-

publicholding.

lic-sectorentities (mostly

g
In addition to the SCRR, the IPO/list- banks) who are fully capable of under-

inghas to complywith the conditions of
Sebi (Issue of Capital and Disclosure)
Regulations (ICDR). Post-listing, provi-
sions of three otherregulations—Listing
Obligationsand Disclosure Regulations
(LODR), Substantial Acquisition of
Sharesand Takeover Regulations (SAST),
and Prohibition of Insider Trading (PIT)
Regulations—wouldKick-in onacontin-
uous basis.After the securities arelisted,
thelisted entities have to make continu-
ous disclosure of all material informa-
tion to stock exchange(s) at quarterly,

standing and navigating the markets
well and take fulladvantage of the posi-
tives of the market. It defies logic and
explanation, as they are fully aware of

the benefits of having substantial share -

of public holding. Public sector banks
have been doing great in the listed mar-
Kkets forthelast fewyears. Even the most
important PSB has a public holding of
42.51% as of March 202 3; much above
the standard minimum of.25%. Similar
is the case of another well-performing
(both on its tasks and in the stock mar-

ket) PSU, Coal India Ltd, with public
holding more than 30%.

In short, private promoters and
early-stage investors have different rea-
sonsforresorting to IPOs, particularlyin
the young startup ecosystem. It is a
proxy for additional funds as well as for
enabling exit of early funders and at
times for promoters. However, formany
public sector entities the answer is not
so obvious. It seems theyare voluntarily
seeking the market discipline through
listingbut not confident enough totake
the full plunge of swimming in deeper
waters that would strengthen their
muscles. Therefore, they live in a pro-
tected world with exemptions from reg-
ulatory provisions. Their inability/
unwillingness to take the full benefits of
being in the listed space, or to simply
delist,appears to be some type of ‘cogni-
tive distortion’.

. However, an uneven level playing
field in the tightly regulated listed
spaceis neithersound norlegallyjusti-

- fiable. On the one hand, some of the

listed companies missing the 25%
markof publicholding orotherregula-
tory compliance by even a whisker will
be penalised by Sebi. On the other, pub-
lic-sector entities can enterand remain
listed with miniscule public holdings
and exemptions from compliance of
some regulatory provisions. Para-
phrasing Milan Kundera’s much
acclaimed title The Unbearable Light-
ness of Being, we may envy thelightness
of being listed by such entities.

Barefoot dreams for listing as proxy
for fund-raising by adventurous entre-
preneurs may or may not be fine, but
keeping the edge of a boot at leisure is
surely not the way to enter and/or to
remain listed in the deep waters of the
market, all the while ignoring the posi-
tives that their companion companies
are enjoying from full-fledged entryinto
the securities market.




