'SMESs voice concern
over tighter IPOnorms

Sebi has proposed an
overhaul of SME [PO
rulesto curb fund
diversion and
malpractices

KHUSHBOO TIVARI
Mumbai, 20 November

Of the total 199 small and medium
enterprises (SMEs) listed this year
so far, 22 had an issue size of less
than %10 crore, alimit bellow which
the Securities and Exchange Board
of India (Sebi) may no longer allow
SMEs in the listed ecosystem.

The market regulator on
Tuesday proposed an overhaul of
the rules governing the initial pub-
lic offerings (IPOs) of SMEs and cor-
porate governance norms for listed
SMEg, following concerns over ‘sys-
temic risk’ seen in the ecosystem
with instances of fund diversion
and price manipulation.

While industry players wel-
comed the review on corporate gov-
ernance and transparency, many
SME firms said the move will make
it extremely difficult for them to
raise funds and burden them with
compliance issues.

“Instead of eliminating the bad
players, Sebi has chosen to increase
the bar for all. It was the duty of the
exchanges to vet the applications
and catch any such malpractice or
fraudulent players when the draft
offer documents were. filed. The
proposed changes make it difficult
for smaller companies that want to
raise money from the public. Not
all banks are ready to lend to SMEs
for growth capital and here the
public market was very helpful,”
said Vinod Kumar, president, India
SME Forum.

The forum, which claims to
have over a hundred SMEs listed
on the exchanges, will submit its
concern on the proposals soon.

“There have been cases where
non-serious players also entered

the listed space, given this situ-
ation, some changes were expected
and needed to strengthen the eco-
system,” said Animesh Saxena,
former president of the Federation
of Indian Micro and Small &
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“If the investors lose their con-
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29 The market regulator ha.'!\also
.yproposed mandating statutory

Several players added that Sebi., auditor certificates on a half-yearly

should have taken a wider view

from SMEs at the co-creation's age
of the proposals.

The market regulator pro-
posed the changes after ulta-
tion with exchanges and merchant
bankers.

Sebi’s norms include tighter eli-
gibility conditions, higher entry
amount for investors, increasing
number of minimum allottees,
higher lock-in requirements for
promoters, and curbs on related
party transactions, among dozens
of other rules.

“Stricter compliance require-
ments would ensure there are
checks and balances in place for
detecting undesired manipula-
tions. Sebi in December 2023 made
additional surveillance measures
applicable to the SME segment to
increase surveillance on unwar-
ranted trading practices. With these

basis. If the amount raised for work-
ing capital exceeds 35 crore, a stat-
utory auditor certificate on a half-
year basis with respect to the use
of funds in working capital will be
made mandatory.

Sebi not only pointed out glar-
ing issues with nearly half a dozen
SMEs but also highlighted the
unusual rise in investor participa-
tion in the segment.

This is seen in the applicant-to-
allotted investor ratio which has
increased from 4 times in FY22 to
‘46 times in FY23, and to 245 times
in FY24. The ratio shows the
number of applications compared
to the allotments. g

On Sebi’s mandateon operating
profit of 33 crore in two of the three
financial years before the filing of
-draft documents, a few players say
it may become difficult for smaller
companies to raise capital.




