1. Eligibility norms for making an IPO 

 Net tangible assets : 3 CR. For 3 years

       Distributable profits :  3 Years      

	c)
	Net worth of at least Rs. 1 crore in three years

	d)
	The issue size should not exceed 5 times the pre-issue net worth

	e)
	If there has been a change in the company’s name, at least 50% of the revenue for preceding one year should be from the new activity denoted by the new name

Promoter's Contribution and Lock-in
In case of an IPO/FPO, the promoters have to necessarily offer at least 20% of the post issue capital


Alternative routes:

Alternative I:

Book building route : at least 50% to QIBs. and  

The minimum post-issue face value capital shall be Rs. 10 crore or 

there shall be a compulsory market-making for at least 2 years
Alternative II: 

	The “project” is appraised and participated to the extent of 15% by FIs/Scheduled Commercial Banks of which at least 10% comes from the appraiser(s).

	The minimum post-issue face value capital shall be Rs. 10 crore or there shall be a compulsory market-making for at least 2 years. In addition to satisfying the aforesaid eligibility norms, the company shall also satisfy the criteria of having at least 1000 prospective allottees in its issue.


Exemptions to certain category of entities from the eligibility norms
The following categories of entities are eligible for exemption from entry norms. 
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	A banking company including a local area bank set up under the Banking Regulation Act, 1949
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	A corresponding new bank set up under the Banking Companies Act, 1970
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	An infrastructure company
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    Whose project has been appraised by a Public Financial Institution (PFI)
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    Not less than 5% of the project cost is financed by any of the PFI

	[image: image6.png]



	Rights Issue by a listed company


Minimum Public Shareholding Requirements
Clause 40A of the BSE Listing Agreement requires at least 25% of the post issue paid up capital to be with the ‘public’ (i.e. other than promoter and promoter group).

As per rule 19(2) (b) of the Securities Contract (Regulation) Rules, a minimum of 25% of each class of security must be offered to the public for subscription. However, at least 10% can be offered if the following 3 conditions are fulfilled:
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	Minimum 2 MM securities (excluding reservations, firm allotment & promoter contribution) to be offered to the public
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	Minimum offer size – Rs. 100 crores
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	Issuance through book building with 60% QIB allocation


Continuous public shareholding since listing also needs to be maintained as per Clause 40A of the listing agreement.


Types of Offer Documents

Draft Offer Document refers to the first document filed by companies with SEBI and stock exchanges for approval, who after reviewing, communicate their observations to the Company, which the company has to incorporate in the offer document. SEBI typically requires a period of 30 days for processing a draft offer document. The draft offer document is placed by SEBI on its website for public comments for a period of 21 days.

Red herring prospectus A red herring prospectus (RHP) is a preliminary registration document that is filed with SEBI in the case of bookbuilding issue which does not have details of either price or number of shares being offered or the amount of issue. This means that in case price is not disclosed, the number of shares and the upper and lower price bands are disclosed. On the other hand, an issuer can state the issue size and the number of shares are determined later. In the case of book-built issues, it is a process of price discovery as the price cannot be determined until the bidding process is completed. Hence, such details are not shown in the Red Herring prospectus filed with ROC in terms of the provisions of the Companies Act. Only on completion of the bidding process, the details of the final price are included in the offer document. The offer document filed thereafter with ROC is called a prospectus.

Offer Document means the final prospectus in the case of a public issue/offer for sale which is filed and registered with the Registrar of Companies and the stock exchanges. An offer document covers all the relevant information required to be disclosed under various regulations and incorporates the observations of the Registrar of Companies and SEBI.

Abridged Prospectus the memorandum as prescribed in Form 2A under sub-section (3) of section 56 of the Companies Act, 1956. It contains all the salient features of a prospectus. It accompanies the application form of public issues.

Accessing draft offer documents before even the IPO/FPO is cleared by SEBI
The draft offer document/letter of offer remains posted on SEBI website for a period of 21 days from the date of filing the same to SEBI and can also be downloaded from there

Public comments/complaints on the issuer company or others connected with the issue
The objective of making an offer document public is to invite public comments. The comments should be submitted within 21 days of the filing of the draft offer document by the company with SEBI.
Any restrictions on pricing by companies? 
Since 1992, companies have been allowed to freely price their issues. SEBI does not play any role in deciding the price for issues. As such, the single prices in case of fixed price issue as well as the price band in the case of a bookbuilding issue are determined by the company. The companies are however required to give in the offer document a detailed justification of the price. The basis of issue price is disclosed in the offer document. The issuer is required to disclose in detail about the qualitative and quantitative factors justifying the issue price.

Differential Pricing
Pricing of an issue where one category is offered shares at a price different from the other category is called differential pricing

Types of Issues: Fixed Price & Bookbuilding

Fixed Price Issues
An issuer company is allowed to freely price the issue. The basis of issue price is disclosed in the offer document where the issuer discloses in detail about the qualitative and quantitative factors justifying the issue price

Price Discovery through Book building Process

Price Band
The offer document may have a floor price for the securities or a price band within which the investors can bid. The spread between the floor and the cap of the price band can not be more than 20%. In other words, it means that the cap should not be more than 120% of the floor price. The company decides the price band in consultation with the investment bankers, and typically after undertaking a pre-marketing exercise with some leading QIBs.

Minimum Number of Days for which an IPO/FPO Subscription List has to remain Open 
In the case of fixed price issues, subscription list for public issues has to remain open for at least 3 working days and not more than 10 working days.

In case of bookbuilding issues, the minimum and maximum period for which bidding has to remain open is 3 – 7 working days extendable by 3 days in case of a revision in the price band.

	Fast Track Issues 
In order to enable well established and compliant listed companies to access Indian primary market in a time effective manner through follow-on public offerings and rights issues, SEBI introduced the concept of Fast Track Issues (FTIs) in November 2007. SEBI has relaxed certain requirements of FTIs such as reducing the average market capitalization of public shareholding of the issuer to Rs. 5000 crore from Rs. 10000 crore, pegging the annualized trading turnover to free float for companies whose public shareholding is less than 15% of the issued capital. In case the clause relating to composition of Board of Directors has not been complied with in one or more quarters, it need not be deemed as non compliance, provided the company is in compliance in this regard at the time of filing the offer document with stock exchange/ ROC and adequate disclosures are made in the offer document in this respect. 



	


Bookbuilding Issues
In a book built issue, allocation to Retail Individual Investors (RIIs), Non Institutional Investors (NIIs) and Qualified Institutional Buyers (QIBs) is in the ratio of 35:15: 50 respectively. In case the book built issues are made pursuant to the requirement of mandatory allocation of 60% to QIBs in terms of Rule 19(2) (b) of SCRR, the respective figures are 30:10:60.

Definition of Retail Individual Investors (RIIs)
‘Retail individual investor’ means an investor who applies or bids for securities of or for a value of not more than Rs.1, 00,000.

Definition of Non Institutional Investors (NIIs)
All applicants, other than QIBs or individuals applying for less than Rs. 1, 00,000 are considered as NIIs. Typically, this category includes High Net Worth Individuals (HNIs) and corporate bodies.

Definition of Qualified Institutional Buyers (QIBs)
QIBs are those institutional investors who are perceived to possess expertise and the financial strength to evaluate and invest in the capital markets. A QIB is defined by SEBI as
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Anchor Investors 
Out of the portion available for allocation to Qualified Institutional Buyers, up to 30% may be allocated to Anchor Investors subject to the following: 

· Anchor Investors shall necessarily be Qualified Institutional Buyers as defined in these guidelines.

· The minimum application size by an Anchor Investor shall be Rs.10 crore.

· One-third of the Anchor Investor portion shall be reserved for domestic mutual funds.

· The bidding for Anchor Investors shall open one day before the issue opens and shall be completed on the same day.

· Allocation to Anchor Investors shall be on a discretionary basis subject to minimum number of 2 investors for allocation of upto Rs.250 crore and 5 investors for allocation of more than Rs.250 crore.

· The number of shares allocated to Anchor Investors and the price at which the allocation is made, shall be made available in public domain by the merchant banker before opening of the issue.

· If the price fixed for the public issue through book building process is higher than the price at which the allocation is made to Anchor Investors, the additional amount shall be paid by the Anchor Investors. However, if the price fixed for public issue is lower than the price at which the allocation is made to Anchor Investors, difference shall not be payable to the Anchor Investors.

· There shall be a lock-in of 30 days on the shares allotted to the Anchor Investors from the date of allotment in the public issue.

· No person related to the book running lead managers/ promoters/promoter group in the concerned public issue or the book running lead managers to the concerned public issue can apply under Anchor Investor category.

· The parameters for selection of Anchor Investors shall be clearly identified by the merchant banker and shall be available as part of records of the merchant banker for inspection by SEBI.

· The applications made by Qualified Institutional Buyers under Anchor Investor category and under Non Anchor Investor category may not be considered as multiple applications. 

Listing & Trading 
 
Number of Days for a Company to get its Securities Listed after the Issue 
The post-issue lead manager ensures that all steps for completion of the necessary formalities for listing and commencement of trading at all stock exchanges where the securities are to be listed are taken within 7 working days of finalisation of basis of allotment. 

With effect from May 1, 2010 the time between public issue closure and listing has been reduced to 12 days from existing of up to 22 days. 

	Key Intermediaries

Merchant Bankers
A Merchant Banker possessing a valid SEBI registration in accordance with the SEBI (Merchant Bankers) Regulations, 1992 is eligible to act as a Book Running Lead Manager to an issue.

In the pre-issue process, the Lead Manager (LM) takes up the due diligence of company’s operations/ management/ business plans/ legal etc. Other activities of the LM include drafting and design of Offer documents, Prospectus, statutory advertisements and memorandum containing salient features of the Prospectus. The BRLMs shall ensure compliance with stipulated requirements and completion of prescribed formalities with the Stock Exchanges, RoC and SEBI including finalisation of Prospectus and RoC filing. Appointment of other intermediaries viz., Registrar(s), Printers, Advertising Agency and Bankers to the Offer is also included in the pre-issue processes. The LM also draws up the various marketing strategies for the issue.

The post issue activities including management of escrow accounts, coordinate non-institutional allocation, intimation of allocation and dispatch of refunds to bidders etc are performed by the LM. The post Offer activities for the Offer will involve essential follow-up steps, which include the finalisation of trading and dealing of instruments and dispatch of certificates and demat of delivery of shares, with the various agencies connected with the work such as the Registrar(s) to the Offer and Bankers to the Offer and the bank handling refund business. The merchant banker shall be responsible for ensuring that these agencies fulfill their functions and enable it to discharge this responsibility through suitable agreements with the Company.

Syndicate Members 
The Book Runner(s) may appoint those intermediaries who are registered with the Board and who are permitted to carry on activity as an ‘Underwriter’ as syndicate members. The syndicate members are mainly appointed to collect and entire the bid forms in a book built issue.

Registrars
The Registrar finalizes the list of eligible allottees after deleting the invalid applications and ensures that the corporate action for crediting of shares to the demat accounts of the applicants is done and the dispatch of refund orders to those applicable are sent. The Lead manager coordinates with the Registrar to ensure follow up so that that the flow of applications from collecting bank branches, processing of the applications and other matters till the basis of allotment is finalized, dispatch security certificates and refund orders completed and securities listed.

Bankers to the Issue
Bankers to the issue, as the name suggests, carries out all the activities of ensuring that the funds are collected and transferred to the Escrow accounts. The Lead Merchant Banker shall ensure that Bankers to the Issue are appointed in all the mandatory collection centers as specified in SEBI ICDR Regulations 2009. The LM also ensures follow-up with bankers to the issue to get quick estimates of collection and advising the issuer about closure of the issue, based on the correct figures.

Some of the Bankers have joined the new ASBA process

Issue Stationery Printers
These are firms that specialize in printing of issue stationery-offer documents, abridged prospectuses and application forms, and in subsequently dispatching these to the designated points.

IPO Grading Agencies
IPO grading has been made mandatory by SEBI as an endeavor to make additional information available for the investors in order to facilitate their assessment of equity issues offered through an IPO. IPO grades are assigned by a Credit Rating Agency registered with SEBI.



	


 

	Other Aspects
  
Lock-in 
“Lock-in” indicates a freeze on the shares. SEBI ICDR Regulations 2009 have stipulated lock-in requirements on shares of promoters mainly to ensure that the promoters or main persons, who are controlling the company, shall continue to hold some minimum percentage in the company after the public issue. The requirements are detailed in Chapter III Part IV of SEBI ICDR Regulations 2009.

Promoter
The promoter has been defined as a person or persons who are in over-all control of the company, who are instrumental in the formulation of a plan or programme pursuant to which the securities are offered to the public and those named in the prospectus as promoters(s). It may be noted that a director / officer of the issuer company or person, if they are acting as such merely in their professional capacity are not be included in the definition of a promoter. 'Promoter Group' includes the promoter, an immediate relative of the promoter (i.e. any spouse of that person, or any parent, brother, sister or child of the person or of the spouse). In case promoter is a company, a subsidiary or holding company of that company; any company in which the promoter holds 10% or more of the equity capital or which holds 10% or more of the equity capital of the Promoter; any company in which a group of individuals or companies or combinations thereof who holds 20% or more of the equity capital in that company also holds 20% or more of the equity capital of the issuer company. In case the promoter is an individual, any company in which 10% or more of the share capital is held by the promoter or an immediate relative of the promoter' or a firm or HUF in which the 'Promoter' or any one or more of his immediate relative is a member; any company in which a company specified in (i) above, holds 10% or more, of the share capital; any HUF or firm in which the aggregate share of the promoter and his immediate relatives is equal to or more than 10% of the total, and all persons whose shareholding is aggregated for the purpose of disclosing in the prospectus "shareholding of the promoter group"

The details are provided in the SEBI ICDR Regulations 2009. 

Promoter's Contribution and Lock-in
In case of an IPO/FPO, the promoters have to necessarily offer at least 20% of the post issue capital. In case of public issues by listed companies, the promoters shall participate either to the extent of 20% of the proposed issue or ensure post-issue share holding to the extent of 20% of the post-issue capital.

In case of any issue of capital to the public the minimum contribution of promoters shall be locked in for a period of three years, both for an IPO/FPO and public issue by listed companies. In case of an IPO/FPO, if the promoters' contribution in the proposed issue exceeds the required minimum contribution, such excess contribution shall also be locked in for a period of one year. In addition, the entire pre-issue share capital, or paid up share capital prior to IPO/FPO, and shares issued on a firm allotment basis along with issue shall be locked-in for a period of one year from the date of allotment in public issue.



Greenshoe Option
A Green Shoe option means an option of allocating shares in excess of the shares included in the public issue and operating a post-listing price stabilizing mechanism for a period not exceeding 30 days in accordance with the provisions of Chapter III Part V of SEBI ICDR Regulations 2009, which is granted to a company to be exercised through a Stabilizing Agent. This is an arrangement wherein the issue would be over allotted to the extent of a maximum of 15% of the issue size. From an investor’s perspective, an issue with green shoe option provides more probability of getting shares and also that post listing price may show relatively more stability as compared to market.

The name comes from the fact that Green Shoe Company was the first to issue this type of option.

Safety Net
Any safety net scheme or buy-back arrangements of the shares proposed in any public issue shall be finalized by an issuer company with the lead merchant banker in advance and disclosed in the prospectus. Such buy back or safety net arrangements shall be made available only to all original resident individual allottees limited up to a maximum of 1000 shares per allottee and the offer is kept open for a period of 6 months from the last date of dispatch of securities.

Underwriting
There are two types of underwriting.

Hard Underwriting
Hard underwriting is when an underwriter agrees to buy his commitment at its earliest stage. The underwriter guarantees a fixed amount to the issuer from the issue. Thus, in case the shares are not subscribed by investors, the issue is devolved on underwriters and they have to bring in the amount by subscribing to the shares. The underwriter bears a risk which is much higher in soft underwriting.

Soft Underwriting
Soft underwriting is when an underwriter agrees to buy the shares at later stages as soon as the pricing process is complete. He then, immediately places those shares with institutional players. The risk faced by the underwriter as such is reduced to a small window of time. Also, the soft underwriter has the option to invoke a force Majeure (acts of God) clause in case there are certain factors beyond the control that can affect the underwriter’s ability to place the shares with the buyers.


Primary capital market 
Sale of securities by the company or its promoters through an IPO or an FPO or through rights issue is referred to as primary capital market. The shares are issued by the company to the investors against applications

In the secondary market transactions, an investor purchases shares from another investor



	


LIFE CYCLE OF AN IPO

1. Issuer Company - IPO Process Initialization 

1. Appoint lead manager as book runner. 

2. Appoint registrar of the issue. 

3. Appoint syndicate members.

2. Lead Manager's - Pre Issue Role - Part 1 

1. Prepare draft offer prospectus document for IPO. 

2. File draft offer prospectus with SEBI. 

3. Road shows for the IPO. 

3. SEBI – Prospectus Review 

1. SEBI review draft offer prospectus. 

2. Revert it back to Lead Manager if need clarification or changes (Step 2). 

3. SEBI approve the draft offer prospectus, the draft offer prospectus is now become Offer Prospectus.

4. Lead Manager - Pre Issue Role - Part 2 

1. Submit the Offer Prospectus to Stock Exchanges, registrar of the issue and get it approved. 

2. Decide the issue date & issue price band with the help of Issuer Company. 

3. Modify Offer Prospectus with date and price band. Document is now called Red Herring Prospectus. 

4. Red Herring Prospectus & IPO Application Forms are printed and posted to syndicate members; through which they are distributed to investors.

5. Investor – Bidding for the public issue 

1. Public Issue Open for investors bidding. 

2. Investors fill the application forms and place orders to the syndicate members (syndicate member list is published on the application form). 

3. Syndicate members provide the bidding information to BSE/NSE electronically and bidding status gets updated on BSE/NSE websites. 

4. Syndicate members send all the physically filled forms and cheques to the registrar of the issue. 

5. Investor can revise the bidding by filling a form and submitting it to Syndicate member. 

6. Syndicate members keep updating stock exchange with the latest data. 

7. Public Issue Closes for investors bidding.

6. Lead Manager – Price Fixing 

1. Based on the bids received, lead managers evaluate the final issue price. 

2. Lead managers update the 'Red Herring Prospectus' with the final issue price and send it to SEBI and Stock Exchanges.

7. Registrar - Processing IPO Applications 

1. Registrar receives all application forms & cheques from Syndicate members. 

2. They feed applicant data & additional bidding information on computer systems. 

3. Send the cheques for clearance. 

4. Find all bogus application. 

5. Finalize the pattern for share allotment based on all valid bid received. 

6. Prepare 'Basis of Allotment'. 

7. Transfer shares in the demat account of investors. 

8. Refund the remaining money though ECS or Cheques.

8. Lead manager – Stock Listing 

1. Once all allocated shares are transferred in investors dp accounts, Lead Manager with the help of Stock Exchange decides Issue Listing Date. 

2. Finally share of the issuer company gets listed in Stock Market.

	1:
	What is an IPO?

	 
	IPO or Initial Public Offer is a way for a company to raise money from investors for its future projects and get listed to Stock Exchange. Or An Initial Public Offer (IPO) is the selling of securities to the public in the primary stock market.

Company raising money through IPO is also called as company ‘going public'.  

From an investor point of view, IPO gives a chance to buy shares of a company, directly from the company at the price of their choice (In book build IPO's). Many a times there is a big difference between the price at which companies decides for its shares and the price on which investor are willing to buy share and that gives a good listing gain for shares allocated to the investor in IPO.

From a company prospective, IPO help them to identify their real value which is decided by millions of investor once their shares are listed in stock exchanges. IPO's also provide funds for their future growth or for paying their previous borrowings.

	2:
	Who decides the Price Band?

	  
	Company with help of lead managers (merchant bankers or syndicate members) decides the price or price band of an IPO.

SEBI, the regulatory authority in India or Stock Exchanges do not play any role in fixing the price of a public issue. SEBI just validate the content of the IPO prospectus.

Companies and lead managers does lots of market research and road shows before they decide the appropriate price for the IPO. Companies carry a high risk of IPO failure if they ask for higher premium. Many a time investors do not like the company or the issue price and doesn't apply for it, resulting unsubscribe or undersubscribed issue. In this case companies' either revises the issue price or suspends the IPO.

	3:
	Who decides the date of the issue?

	  
	Once ‘Draft Prospectus' of an IPO is cleared by SEBI and approved by Stock Exchanges then it's up to company going public to finalize the date and duration of an IPO. Company consult with the Lead Managers, Registrar of the issue and Stock Exchanges before decides the date.

	4:
	What is the role of registrar of an IPO?

	  
	Registrar of a public issue is a prime body in processing IPO's. They are independent financial institution registered with SEBI and stock exchanges. They are appointed by the company going public. 

Responsibility of a registrar  for an IPO is mainly involves processing of IPO applications, allocate shares to applicants based on SEBI guidelines, process refunds through ECS or cheque and transfer allocated shares to investors Demat accounts.

	5:
	What is the role of Lead Managers in an IPO?

	  
	Lead managers are independent financial institution appointed by the company going public.  Companies appoint more then one lead manager to manage big IPO's. They are known as Book Running Lead Manager and Co Book Running Lead Managers.

Their main responsibilities are to initiate the IPO processing, help company in road shows, creating draft offer document and get it approve by SEBI and stock exchanges and helping company to list shares at stock market.

	6:
	What is Follow on public offering or FPO?

	  
	Follow on public offering (FPO) is public issue of shares for already listed company.

	7:
	What is primary & secondary market?

	  
	Primary market is the market where shares are offered to investors by the issuer company to raise their capital.

Secondary market is the market where stocks are traded after they are initially offered to the investor in primary market (IPO's etc.) and get listed to stock exchange. Secondary market comprises of equity markets and the debt markets.

Secondary market is a platform to trade listed equities, while Primary market is the way for companies to enter in to secondary market.

	

	 

	8:
	What is the life cycle of an IPO prospectus?

	  
	Stage 1:  Draft Offer document
"Draft Offer document" is prepared by Issuer Company and the Book Building Lead Manager of the public issue. This document is submitted to SEBI for review. After reviewing this document either SEBI ask lead managers to make changes to it or approve it to go ahead with IPO processing.

Draft document are available on SEBI's website in the section of ‘Reports -> Public Issues: Draft Offer Documents filed with SEBI" at: 

"Draft Offer document" is usually a PDF file having information of an investor who needs to know about the public issue. It mainly contain information about the company, its business, management,  risk involve in applying to this issue, company financials and the reason why company is raising money through IPO.

Stage 2:  Offer Document
Once the ‘Draft Offer document' cleared by SEBI, it becomes "Offer Document".  Offer Document is the modified version of ‘Draft Offer document' with SEBI suggestions.

"Offer Document" is submitted to the registrar of the issue and stock exchanges where Issuer Company is willing to list.

Stage 3: Red Herring Prospectus
Once "Offer Document" gets clearance from Stock Exchanges, Issuer Company add Issue size and price of the issue to the document and make it available to the public. The issue prospectus is now called "Red Herring Prospectus".


