What prompted
Sebi to tighten
the IPO norms
for SMEs?

INITIAL PUBLIC OFFERINGS (IPOs) of
small and medium enterprises
(SMEs) have risen sharply in the last
couple of years. According to

PRIME Database, 215 companies
have raised 7,663 crore from the
market in 2024 till October—the
highest since the SME platforms
(BSE SME and NSE Emerge) were
launched in 2012.

But the record amount wasn’t
really the issue, especially since the
stock market has been doing
exceedingly well. What worried the
market regulator was the buildup in
froth in the segment. For example,
a company that was raising
%12 crore received bids of ¥4,769
crore—418.82 times. Further, the
retail portion was subscribed to
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e What are the proposed changes?

LASTWEEK, IT proposed a slew of
changes,includingan increase in the lot
size to ¥2 lakh,with a potential further
increase to ¥4 lakh,ahigher promoter |
lock-in of five years, a cooling period of
two years for proprietary or partnership
firms after they convert to a company,
and an increase in the number of
minimum investors from 50 to 200.
Additionally, it has proposed toban
IPOswhich plan to use the issue proceeds
torepayloans availed of by the promoter
groups orrelated parties. It hasalso
suggested restricting the size of the offer
for sale (OFS) to 20% of the total issue
size. Limited liability partnerships and

partnership firms that have converted
intoacompanywould need tohavea
two-year cooling period before it could
list on the platforms,alongwith the
existing three-year trackrecord
requirement.This shallapply even in the
case of a change of promoter(s) or new
promoter(s) after the acquisition of more
than 50% shareholding prior to the
filing of the draft offer document.
Anotherproposalis to set aside one-

third of the portion reserved forlarge

investors for those investing up to¥10
lakh,whereas the remaining two-thirds

will be for other investors in the category,

similarto mainboard allocation.
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e What actions have the exchanges taken?

TO ADDRESS THE quality of ‘
companies, NSE Emerge (the SME
platform of NSE) has tightened the
positive free cash flow (FCF) criteria.
The company/entity now needs to
have positive FCF to equity for at least

Earlier,it had imposed a price
control cap of 90% on the issue price
of SME IPOs during the pre-opening
session. This means the listing gain of
adebutant stock will not exceed the
90% mark of the issue price. This was

instead of banking on.a fewwhich gave
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