ATTRACTING INVESTORS

Share sales
to get easier
for firms

Market regllahi'Sehi
relaxes IPO and OFS
norms in a bid to
rejuvenate sluggish
primary market

BY ANIRUDH LASKAR &
ASHIEH RUKHATYAK

MUNEL
ndia’s capital market regu-
lator has relazed norms for
initlal  public - offerings

(IPOs) and offers foc sale (OFS)

[0 encOurage more companies

to sell shares and artract retail

inwestors,

The board of the regulator,
which met in Delhi on Thurs-
day, said that companies with
a post-issue capital of less than
4,000 crore will have ta sell a
25% stake or stocks worth 1400
crore, whichever is lower, o
the public in an initial share
gala,

“This will remove the anom-
aly that a company just short of
T4,000 crore market capitaliza-
tion was required to dilote
ahout ¥1,000 crare while an-
other company at 34,000 crore
market capitalization was re-
quired to dilute only %400
crote,” the Securities and Hx-
change Board of India (Sebi)
said in a statement,

Howewver, if an TPO of T400
crore size {5 not equivalent o
25% of its post-issue capital,
the minimum public share-
holding of 25% has to be
achieved within three years of
listing,

Currently, a company with a
post-lssue equity capital of up
to 4,000 croré has to sell a3
minimum of 25%, while a com-
pany with a post-issue capital
of more than T4,0040 crore is al-
lowed o sifload a minimum of
10% in the TPO,

Sebi's latest move is likely to

|
|

encourage a number of com-

“The market regulator has
also approved a proposal to
| permit bonus shares issued in
the last one year, prior o fillng

panies 1o sell shares to the; nftht.‘d:l'a.fl:dd'l'zr document, IJU

public, reviving the primary’
market. In fscal year 2013-14,
TL24  crote  was  rabsed
through 38 1POs, compared
with 6,497 crore raised wia 33|
lssues & year ago, In the year
emded 31 March, arcund
13,000  crore was raised
through primary market jssu-
ances, incluwding P05, rights’
Issues and Qualified Instim-
tlonal Placements (QIPs).

The latest mave by Sehi “will
definitely encourage unfisted
companies to hit the market”,
since “the mandatory 25% offer.
to the public for TPOs of firms
smaller than 74,000 crore {as

si-lzsue capital) was work-

g as & hindrance for many

mpanies®, said Prithvi Hal-

ea, chairman and managing
directar, Prime Database, a
Mew  Delhi-based  marke
tracker,

The new rules will eneowr-
age smaller unlisted compa-’
nies to sell shares, said Sanjay
Sharma, managing  director,
equity capital markets, Deot-
sche Equities India Pve. Lid,

Howewer, “from an IPO per-
spective, the increase in an-
chor-investor tranche with a
30-day lock-in for their shares
is the most important move as
it will help in bedter price dis-
covery and inerease the chane-
es of genling deals done”, Shar-
ma said.

Sehi has decided to increase
the maximum allocation 1o an-
chor Investors 1o 60% from the
current 30% of the instlitutional
bucket, & move that will not
onby attract ]nng -term  inves.
tors but alse improve the pros.
pects for an TPO to sall theaugh
in uncertain market condi-.
tons. At present, B0 of)
the issue size 5 reserved.
for qualified institutional buy-
erd in public issues.

be offtoaded throwgh OFS, if
such bonus shares were issued
out of the free reserves or share
premium of a company.

Moreover, Sebi has relaxed
share-zale norms under OFS
and widened its scope.

To encourage reall parici-
pation in OFS, Schl has pro-
posed to stipulate a minimum
10% of the OFS issue size to be
redgerved for retadl investors,
thase who bid for amounts less
than T2 Jakh.

In case this percentage is not
fully utilized, the unutilized
portion may be offered o other
investors.

Sebi also allowed sellers of
shares in OF5 o offer a dis-
count to retail investars,

Ta enable large shareholders
to use the OFS mechanism o
exit, the regulator has allowed
non-promater shareholders to
sell shares through the OF5
route. Noen-promotér  share-
holders holding more than 10%
will be eligible to use the OFS
route.

The regulator has also al-
lowed the OFS mechanism to
e made available o share-
hoiders of top 200 companies
by market capitalization. It is
currently limited 1o the top 100
listed firms,

According 0 Sharma  of
Deutsche  Equities,  allowing
nmon-promoters and including
o 200 companies is a positive
move as far as changes In OF5
miles are’ concerned, but the
requirement of 10% holding of
& non-promoter gseller may re-
strict this to very few situa-
Ligns,

“A 5% holding limit may
have opened it to many more
investors.” he said.

OFS, which involves an auc-
“flon of shams on stock ex-
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changes during market hours,
was introdisced by Sebi in Fob-
ruary 2012, as a new share-sale
avenue 10 help listed compa-
nies in the private sector to
comply with the minimum
public shareholding norm of
25% before June 2013, and
state-owned firms meet the re-
quirement of 10% public hold-
Ing before August 2013,

The new OFS norms will
Inereass lguidity in the marker
and introduce greater trans-
parency, according to Gesu
Kaushal, executive director of
Kotak  [nvestment Banking,
*More importantly, it will gn.
hance regail particlpation in
the markel,” he said,

centralized system with entities
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Secondary market, subject £ certain limits and conditions.
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The regulator has also decid-
ed that all listed companies,
including state-run companies
will have to reduce promoter
holding to 75% within three
VEArs.

“Sehi believes that rules for
the marker should be uniform
across all the companies and
should be gpromoter neutral,”
according to the Sebi release.

There are 34 state-run flrms,
including Coal India Ltd, in
which the government halds
mare than 75% as a promoter,
according to Mint research. IF
all these firms were 1o cur the
promoter holding ta 5%, they
witild have to sell shares warth
1 50,658 crore based on clasing

share prices on Thursday.
“According to Haldea, this
ill help the government rajge
oney through divestment of
ifs stakes..

‘Separately, Sebl chajrman
U. K. Sinha said that in order 1o
Protect retail investors, all in-
dividual research analysts and
entities engaged in [ssuanee of
research reports on primary or
secomdary market, will have 1o
register with the regulator.

In order to bring Consistency
berween  various regulations
and fo clarify certain regula-
tions governing the preferen-
tlal issue norms, Sehl has Ap-
proved  replacing - ‘closing
price’ with “volume weighted
average price’ in the pricing
formula for preferential issuas,

The regulations concerning
pricing of QIFs ke into ac-
count the effect of stock splie,
bonus, et However, this was
not been explicitly mentioned
in the norms meant for prefer-
ential issues, Sebi has decided
to extend the same freatmeny ||
to preferential lssues also, i

“The regulations concerning
preferential issues do not pro-
vide specifically for pricing of
infrequently traded  shares,
However, Sebl regqulations ex-
plicitly specify  the pricing
methedology in case of infre-
quently traded shares. It has
been decided 1o extend similar
lreatment to preferential e
sues also,” Sebi said,

anirudh, igliveming.com
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