'Ideal for stakeholders, bane for
promoters holding over 90%

“‘Alternatives like
‘fixed price’ have
their own challenges’

SIDDHANT MISHRA
Mumbai, July 25

DELISTING REGULATIONS HAVE
taken centrestage following Sebi
chairperson Madhabi Puri Buch’s
statement that norms governing
the process are being reviewed.

Drawing a parallel with ‘Abhi-
manyu’, the Sebi chief said the
regulator doesn’t want entities to
be “trapped” inside the market.

Data shows that over the past
decade, close to a fifth of the com-
panies that have soughta delisting
have failed to go through with the
process. While 98 have success-
fully delisted, 23 of them failed —
totalling ¥22,408 crore.

At present, price discovery
takes place via the reverse book-
building process, in which share-
holders cite a price at which they
will sell their shares. The delisting
is successful once the promoter
holding crosses 90%.

However, the Sebi chief said
there are “operators” who try to
extract an unreasonable value
from promoters.

Citing feedback from compa-
nies, she said certain entities lap
up shares of a company expected
to delist in a manner that their
holding crosses 10%.

Asaresult, prices are jacked up
to an unsustainable level, making
it near-impossible for the com-
pany to buy back the shares and
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cross the 90% threshold.

“We like the present reverse
book-building mechanismbecause
it gives the best value to promoters.

At the same time, it is open to
abuse bya section of shareholders.

Striking a balance to suit the
interests of shareholders and pro-
motersisthe need of the hour, but
it should be done by plugging the
loopholes rather than approach-
ing the issue with a sweeping
brush,”said Amit Tandon, founder
and managing director of proxy
advisory firm IiAS.

One alternative under consid-
eration is the ‘fixed price’regime,
according to Sebi whole-time
member Ashwani Bhatia.

According to a blog by Cyril
Amarchand Mangaldas, the fixed
price could be disclosed upfront
during the delisting announce-
ment. It says Sebi could prescribe
a methodology to arrive at the

price,while the acquirer could also
choose to offer a higher price if
deemed fit.

It argues that the dual protec-
tion accorded to shareholders will
ensure they are notat a disadvan-
tage — 66.66% of the public
shareholders will need to approve
the fixed delisting price through a
resolution, and participation
would be optional.

Tandon, however,argues that a
fixed price may not necessarily
solve the problems, given that
shareholders’ refusal to partici-
pate will eventuallylead to failure
in delisting.

A case in point: Vedanta’s
16,175-crore delisting bid,
which happens to be the largest
unsuccessful one.

While the company offered
close to ¥87 a share, the fair value

was estimated closer to 140,

which led to a refusal by share-

holders to tender their shares.

The process also affects M&A
deals, say others. Given that cer-
tain entities do not wish to have
listed entities under their belt as
part of their business model, they
seek to delist a firm if an acquisi-
tion is on the agenda.

“Companies thatseektogoforan -
Mg&A exercise also go for delisting,as
they may not want a listed entity
undertheirkitty. However,any failure
in the delisting process ultimately
impacts the acquirer’s plans. Sebi
seems to be actively looking for a
solution to plug such gapsand make
M&A processes more efficient,’ said
Manendra Singh, Partner at Eco-
nomic Laws Practice.

Broadly, there seem to be three
major obstacles that hinder the

_delisting process.

“First, the 90% threshold and
reverse book-building process can
be manipulated by promoters,
raising concerns about the fair-
ness of the delisting.

“Second, certain shareholders
exploit the regulatory system,
holding companies to ransom by
challenging the fair value and
refusingto tender their shares, thus
creating aregulatory challenge.

“Third, there isa pressing issue
concerning over 2,000 illiquid or
non-active companies, with the
regulator facing the challenge of
establishing uniform or distinct
norms tofacilitate their delisting,”
said Sumit Agrawal, founder of
Regstreet Law Advisors.

Sebihad, earlierin 2021, made
certain amendments to delisting
regulationsin terms of timelines,
role of independent directors,and

" price discovery.



