’Sebi proposes tighter
guidelines for SME’s listing
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THE SECURITIES and Exchange
Board of India (Sebi) on Tuesday
proposed aslew of changesinthe
guidelines for listing of small and
medium enterprises (SMEs), in-
cluding an increase in the lot size
to Rs 2 lakh or Rs 4 lakh, higher
promoter lock-in of five yearsand
cooling period of two years for
proprietary or partnership firms
after they convert to a company.

“Considering increased activ-
ity in the SME segment, instances
of misconduct...risks relating to
siphoning of funds, promoter/ in-
vestorsexiting the company after
listing etc, it is felt that to protect
the interest of the investors and
marketasawhole, thereisaneed
toreview SMEIPO frameworkand
applicability of corporate gover-
nance provisions to SME listed
companies,” the regulator said in
adraftpaper, inviting publiccom-
ments by December 4.

In the current year, 215 SMEs
have raised arecord Rs 7,663 crore
(till ~ October) as  per
Primedatabase.com.
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Overall, the regulator has
made over 27 suggestions.

Additionally, Sebi has pro-
posed to increase the number of
minimum investors from 50 to
200,and banning SMEIPOswhich
plan to use the issue proceeds to
repay loans availed by the pro-
moter groups or related parties.
Sebi has also suggested restricting
the size of offer for sale (OFS)to 20
per cent of the total issue size of
the SMEIPO.

Limited liability partnerships
and partnership firms who have
converted intoacompany, would
have a 2 year-cooling period be-
fore it could list on the SME plat-
forms along with the existing
three year track record require-

ment. This shall apply eveninthe
case of change of promoter(s) or
new promoter(s)after the acqui-
sition of more than 50 per cent
shareholding prior tofiling of draft
offer document.

The move follows several in-
stances of diversion of issue pro-

. ceeds, booking fraudulent sales,

and inflation of revenue by circu-
lar transactions through related
parties or shell companies to cre-
ate positive sentimentsamongin-
vestors before the IPO. Sebi has
passed several orders against SME
listed on exchanges and even
halted the listing of an SME where
concerns were raised. Another
proposal is to set aside one-third
of the portion reserved for large
investors, for those investing upto
Rs 10 lakh, whereas the remain-
ing two-thirds will be for otherin-
vestors in the category, similar to
mainboard allocation. .
Sebi has also proposed to
tighten migration rules for SMEs
and allow fund-raising while re-
maining on the SME platform,
subject to higher disclosure re-
quirements such as quarterly re-
sults—similar to those mandated
for mainboard companies. FE
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