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Introduction

Initial public offerings (IPOs) are not a concept that is new to India, with Reliance Industries 
yoating their IPO nearl5 01 5ears ago in 97..H vowemer, during the past 91 5ears, the 
axount raised b5 issuers in India through IPOs hame increased eDponentiall5H 2uring Uscal 
5ear S190, through IPOs, issuers in India raised approDixatel5 $346,6k7 xillion, which 
increased to approDixatel5 $34S9,0q6 xillion during Uscal 5ear S1Sq,[1] dexonstrating 
growing inmestor appetite for Indian stoc’sH 3igniUcant contributors to the nuxbers include 
large global primate eJuit5 bac’ed Indian coxpanies[2] and xultinational congloxerates, 
as well as Indian proxoter bac’ed coxpaniesH 3uch increase in IPOs is also in line with the 
rexar’able growth of the Indian econox5, which omertoo’ the $nited Kingdox to becoxe 
the worldEs Ufth largest econox5 in Uscal 5ear S1S6 and surpassed Bapan in Uscal 5ear 
S1Sq to becoxe the worldEs fourth largest econox5H[3]

In India, the securities xar’ets regulator is the 3ecurities and -Dchange joard of India 
(3-jI), under whose aegis, all IPOs are underta’enH -stablished in 977S, 3-jI is authorised 
to act as a JuasiFlegislatime and JuasiFeDecutime, as well as a JuasiF/udicial, bod5H It is 
expowered to draft its own regulations, issue circulars and order directimes in its legislatime 
capacit5, conduct inmestigation and underta’e enforcexent action in its eDecutime capacit5, 
as well as pass orders in its /udicial capacit5H “rox an IPO conteDt, (9) all offer docuxents 
are metted and cleared b5 3-jI prior to IPO launch, (S) onl5 xerchant ban’s registered 
with 3-jI can lead xanage”underwrite IPOs in India and (6) sta’eholders are reJuired to 
coxpl5 with all applicable 3-jI lawsH

India has two –recognisedN[4] stoc’ eDchanges 8 the j3- and the Aational 3toc’ -Dchange 
(A3-)H -stablished in 9'.0, the j3- (forxerl5 ’nown as joxba5 3toc’ -Dchange) is XsiaTs 
Urst stoc’ eDchangeH j3-Ts popular eJuit5 indeD 8 the j3- 3-A3-G 8 is IndiaTs xost widel5 
trac’ed stoc’ xar’et benchxar’ indeDH[5] Mhe A3- is a relatimel5 newer stoc’ eDchange, 
which began operations in 977k and was the Urst eDchange in India to ixplexent electronic 
or screenFbased tradingH Its eJuit5 indeD 8 the Aift501 8 represents the yoatFweighted 
amerage of Uft5 of the largest Indian coxpanies listed on the A3-H joth stoc’ eDchanges 
also operate as Juasi legislatime bodies, who are authorised to fraxe their own b5Flaws, 
which all coxpanies listed on such eDchanges xust coxpl5 withH

In S19., India inaugurated two internation stoc’ eDchanges in the International “inancial 
3ermice Centre (I“3C), Lift Cit5, called the India IAG, a subsidiar5 of the j3- and the A3- 
I“3C, a subsidiar5 of the A3-H joth eDchanges are regulated b5 the I“3C Xuthorit5 and 
offers inmestors with a range of Unancial xar’et products such as indeD and single stoc’ 
derimatimes, coxxodit5 derimatimes, currenc5 derimatimes and debt securities, denoxinated 
in nonFIndian currenciesH It allows the Indian inmestor coxxunit5 access to the stoc’ of 
xultinational corporations, as well as offer such corporations Indian inmestorsE capital, 
without incorporating a coxpan5 in IndiaH

Year in review

2espite semeral admerse global ements, such as the crisis in the :iddle -ast, Uscal 5ear 
S1Sq has, up to the tixe of writing, been one of the xost actime periods in the histor5 
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of Indian capital xar’etsH It saw two of IndiaEs largest coxpanies prepare for their IPOs, 
the A3- •ixited and Reliance Bio, which are potentiall5 axong the largest IPOs in the 
histor5 of Indian capital xar’etsH In line with the upward tra/ector5 omer the 5ears, during 
Uscal 5ear S1Sq, approDixatel5 96k coxpanies listed on Indian stoc’ eDchanges, of 
which 7q coxpanies hame gained frox their issue price post listingH[6] Mhe nuxber of 
primate eJuit5 fund bac’ed coxpanies that were listed during the 5ear also xateriall5 
increased frox premious 5ears, with well omer one third of all xain board listings being 
Unancial sponsor bac’edH Mhis trend dexonstrates the Jualit5 of assets accessing prixar5 
xar’ets in India, trust of both Indian and foreign institutional inmestors and greater retail 
participation, whether directl5 or through xutual fundsH Coxpanies that undertoo’ IPOs 
were in engaged in software sermices, auto coxponents, capital goods, consuxer sermices, 
Unancial sermices, healthcare and pharxaceuticals and construction sectorsH Mhe capital 
goods industr5 was b5 far the xost actime in the IPO space, beneUtting frox IndiaEs rapid 
infrastructure growth, the gomernxentEs incentimes such as productionFlin’ed incentime 
schexes and growing primate inmestxents in the sectorH

Governing rules

Mhe Coxpanies Xct, S196

Mhe Coxpanies Xct, S196 (Coxpanies Xct) is the law fraxed and appromed b5 the Indian 
parliaxentH It is the gomerning law, applicable to all coxpanies in IndiaH Mhe xost relemant 
promisions of the Coxpanies Xct to issuer coxpanies proposing an IPO in India are;

Q section qS(9)(c) 8 the section allows coxpanies to access capital frox the public 
at large, sub/ect to certain conditionsW and

Q sections S6 to k9 8 sections dealing with public offers b5 coxpanies in India, 
including xatters to be stated in a prospectus, offer for sale b5 shareholders, 
liabilities  for  xisstatexent  in  a  prospectus,  procedure  for  allotxent,  etcH 
Ixportantl5, section Sk of the Coxpanies Xct delegates necessar5 powers to 3-jI 
to adxinister the process of listingH

Mhe 3-jI (Issue of Capital and 2isclosure ReJuirexents) Regulations, S19'

Mhe 3-jI (Issue of Capital and 2isclosure ReJuirexents) Regulations, S19' (IC2R) is a 
law fraxed b5 3-jI to predoxinantl5 adxinister the process of listing and fund raising 
b5 coxpanies in IndiaH Mhe IC2R contains eligibilit5 conditions applicable to coxpanies 
proposing to raise public funds and disclosure reJuirexents in offer docuxents, as well 
as the procedure for underta’ing IPOs, axong other thingsH

Mhe 3-jI (•isting Obligations and 2isclosure ReJuirexents) Regulations, 
S190

Mhe 3-jI (•isting Obligations and 2isclosure ReJuirexents) Regulations, S190 (•O2R) 
contain corporate gomernance coxpliance reJuirexents,  which are reJuired to be 
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coxplied with emen prior to Uling of the draft offer docuxents for regulator5 appromalH 
It also sets out the post listing coxpliance reJuirexents, in terxs of dissexination of 
price sensitime inforxation, disclosure of Juarterl5 Unancial results and other gomernance 
norxsH

The offering process

Mhe IPO process in India, coxxencing frox the transaction –’ic’FoffN to listing of the 
shares, spans an5where between nine xonths to a 5earH Mhe procedure is outlined briey5 
in the following orderH

9H 2ue diligence conducted b5 the legal counsels and preparation of the Unancials b5 
the issuer coxpan5 and the auditors (xore on the piece later)H

SH 2rafting of the offer docuxent, terxed the –draft red herring prospectusN (2RvP)H 
In aggregate, points 9 and S ta’es about three xonths to coxpleteH

6H “iling of the 2RvP with 3-jI and the stoc’ eDchangesH

kH IPO road shows coxxence post Uling of the 2RvPH

0H 3toc’ eDchanges and 3-jI issue interix obsermations on the 2RvP within 61 da5s 
frox its UlingH

qH Responses to such obsermations are prepared and subxitted to the regulators, with 
an underta’ing that such responses would be incorporated in the 2RvPH $suall5, the 
regulators reJuire such responses to be subxitted within semen da5s of receipt of 
the obsermationsH

.H 3-jI also issues –Unal obsermationsN on the 2RvP, which, as the naxe suggests, is 
t5picall5 the last set of obsermations issued b5 3-jI on the 2RvPH “inal obsermations 
are usuall5 issued within three xonths of Uling of the 2RvPH It xa5 ta’e longer, in 
certain circuxstancesH

'H Once the IPO road shows are near coxpletion, the xerchant ban’s Ule an –updated 
2RvPN ($F2RvP) with 3-jIH Mhe $2RvP incorporates all factual updates to the 
2RvP as well as edits suggested b5 3-jI and the stoc’ eDchanges through their 
obsermationsH Mhe tixing of the $2RvP Uling is discretionar5 on the issuer coxpan5 
8 it depends on the success of the IPO road showsH

7H 3-jI appromes the $F2RvP in less than a wee’ frox its subxissionH Mhis is 
colloJuiall5 terxed –3-jIEs Unal appromalNH

91H Mhe IPO xust be opened for subscription within a period of 9S xonths frox the date 
of receipt of 3-jIEs Unal appromalH

99H Mhe $F2RvP is then Uled with the registrar of coxpanies and is terxed the –red 
herring prospectusN (RvP)H Mhe RvP is Uled an5tixe post full coxpletion of the %Ij 
roadshowsH Mhe difference between the $F2RvP and the RvP are; (9) the $F2RvP 
does not hame the dates on which the IPO is open for subscriptionW and (S) the 
$F2RvP is not publicl5 amailable and is subxitted onl5 to 3-jI, for the purposes of 
receiming 3-jIEs Unal appromalH

9SH
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Once  the  RvP  is  Uled,  the  issuer  coxpan5  is  perxitted  to  release  of  an 
admertisexent in newspapers and other foruxs, intixating the public at large about 
the IPO price bandH

96H Mhereafter, the IPO opens for subscription and is ’ept open for three wor’ing da5sH

9kH Once the IPO closes successfull5, the RvP is conmerted into the –ProspectusN, 
a docuxent that includes the Unal price at which the successful bidders in the 
IPO would be allotted sharesH Mhe Prospectus is also Uled with the registrar of 
coxpaniesH

90H Mhe shares are listed within three wor’ing da5s frox the date of closing of the 
bidding periodH

Xll references to the terx –offer docuxentsN in this paper shall xean the 2RvP, $F2RvP, 
RvP and ProspectusH

Mhings that we do differentl5 in India

zhile IPOs in different /urisdictions hame their own nuances, there are certain concepts 
in India that are uniJue coxpared to other xatured xar’etsH 3oxe such concepts are 
discussed belowH

Concept of a –proxoterN and their identiUcation

zhile the terx –proxoterN is coxxon in laws of semeral /urisdictions, Indian laws are 
perhaps the strictest while interpreting the terx and ixposes harsh liabilities in the case 
the interpretation is done wrongH Mhree laws concurrentl5 deUne the terx, of which two are 
codiUed and one is based on practiceH Mhe codiUed laws are the Coxpanies Xct and the 
IC2RH Mhe practice is based on feedbac’ frox the A3-, which is perhaps the strictest of 
thex allH

“ortunatel5, at present, the deUnition of the terx is nearl5 identical in both the Coxpanies 
Xct and the IC2R; (9) an5 person who has been naxed as a proxoter in an offer docuxent 
or an annual return[7] Uled under the Coxpanies XctW (S) who has control omer the affairs 
of the issuer, directl5 or indirectl5, whether as a shareholder, director or otherwiseW and (6) 
in accordance with whose admice, directions or instructions the board of directors of the 
issuer are –accustoxed to actN, eDcept in the case where such person is acting xerel5 in 
a professional capacit5H

It is emident that onl5 clause (9) abome is a precise deUnition and clauses (S) and (6) 
are xore sub/ectimeH X person who has –controlN omer the affairs of an issuer was well 
understood to be an5 person who, on listing, hold S0@ or xore of the paidFup share capital 
of the issuer, whether directl5 or indirectl5H vowemer, the A3- has added a few additional 
aspects on the deUnition of –controlN, which include; (9) the proxoterEs ixxediate relatime,F
[8] who is a director or part of the senior xanagexent of the issuer, irrespectime of such 
personEs shareholding in the issuerW (S) the proxoterEs ixxediate relatime, if such relatime 
holds xore than 91@ of the issuerEs eJuit5 sharesW (6) the issuerEs founders, who is on the 
board of directors or is part of the senior xanagexent teax and has a shareholding of 
91@ or xore of the eJuit5 sharesW and (k) in case the proxoter is a bod5 corporate, the 
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proxoter of that coxpan5 and the indimidual, if an5, who ultixatel5 eDercises control of 
the corporate proxoterH

In case the IPO deal teax errs while identif5ing a proxoter, 3-jI has the right to return 
the draft docuxent, which results in signiUcant tixe and cost omerrunsH “urther, if 3-jI 
deterxines that the ultixate proxoters of the issuer has not been accuratel5 identiUed in 
the offer docuxent, it xa5 –re/ectN the offer docuxent, which in turn, disallows the issuer 
frox accessing the capital xar’ets for a 5ear or xoreH[9]

IdentiUcation of the proxoter group and eligibilit5

Mhe terx –proxoter groupN is broadl5 deUned as (9) persons who are ixxediate relatimes 
of the proxoter and (S) entities in which the proxoter or such persons, indimiduall5 or in 
aggregate, hold S1@ or xore of the paidFup capitalH $nfortunatel5, ixxediate relatimes are 
the parents, siblings, spouse and children of not onl5 the proxoter but of their spouse as 
wellH Mhis leads to situations where the proxoterEs inFlaws, who xa5 perhaps be engaged 
in coxpletel5 unrelated businesses, are brought within the issuerEs group for the purposes 
of the IPOH

“urther, an issuer xust satisf5 semeral eligibilit5 reJuirexents prior to Uling of the 2RvP 
with 3-jI, one of which is that apart frox itself, its proxoters, proxoter group, directors 
or shareholders offering their shares in IPO as part of the secondar5 coxponent, are not 
debarred frox accessing the capital xar’ets in India b5 3-jIH[10]

Mherefore, if an5 xexber of the proxoter group, which could perhaps be unrelated to the 
issuerEs business in an5 xanner, eDcept through a xarriage, is debarred frox accessing 
capital xar’ets b5 3-jI, the issuer coxpan5 is prohibited frox underta’ing an IPOH

Mhe concept of underwriting

In semeral /urisdictions, IPO underwriters purchase the shares proposed to be offered in the 
IPO frox the issuer coxpan5 and then down sell such sharesH Mherefore, the ownership of 
the shares Urst xomes to the underwriter, on their boo’s, and thereafter to IPO inmestorsH 
Mhis xethod of underwriting ensures the issuer coxpan5 receimes the funds, without 
depending on the IPOEs successH Mhe ris’ xomes to the underwriters before the IPO is open 
for subscriptionH

In India, howemer, law perxits underwriting of either the subscription shortfall or of the 
pa5xent defaultH Mhe underwriters do not subscribe to the shares in the xanner described 
in the abome paragraph but instead purchase the shares onl5 in the case there is a 
subscription shortfall or a pa5xent defaultH Mhe decision to underwrite a subscription 
shortfall xust be ta’en b5 the issuer coxpan5 and the underwriters before the IPO opens 
for subscriptionH In the case an IPO is onl5 underwritten for pa5xent default b5 successful 
bidders, the decision can be ta’en once the IPO is successfull5 closed but prior to Uling of 
the prospectusH

2isclosure of litigations
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Perhaps the gomerning law of all /urisdictions reJuires disclosure of litigations in offer 
docuxentsH Aemertheless, all things considered, the disclosure reJuirexents in India are 
stringentH Xll xaterial cimil litigations inmolming the issuer, its subsidiaries, directors and 
proxoters reJuire disclosureH Xdditionall5, all crixinal and regulator5 xatters inmolming the 
abomexentioned parties, without appl5ing a xaterialit5 threshold, need disclosureH “urther, 
all litigations inmolming coxpanies in the issuerEs group, which are not subsidiaries, that has 
the potential to xateriall5 affect the issuer coxpan5 in an5 xanner, also reJuire disclosureH

:oreomer, 3-jI and the stoc’ eDchanges conduct independent chec’s, once the offer 
docuxent is Uled with thex, on the litigations inmolming the xentioned partiesH In the ement 
an5 litigation reJuired to be disclosed is xissed, it dela5s 3-jIEs sign off on the offer 
docuxentH If the oxission is considered xaterial, 3-jI xa5 return the offer docuxent and 
see’ reUlingH

2eexed public issues

Indian law considers an issuance of shares or a series of such issuances to be a –public 
issueN if the nuxber of allottees, in aggregate, of such shares in a 5ear eDceeds S11 
personsH[11] Xll public issues in India are reJuired to be underta’en through an IPOH 
Mherefore, as a thuxb rule, an unlisted coxpan5 is prohibited frox raising capital frox 
the public at large without underta’ing an IPOH

“urther, if a coxpan5 allots shares to a person, who in turn, down sells such shares within 
a period of siD xonths frox the date of allotxent, to xore than S11 persons, then, unless 
the contrar5 is promed, it shall be assuxed that such transaction was underta’en at the 
behest of the coxpan5 and deexed to be a disguised public issueH[12]

zhile preparing for an IPO, it is incuxbent on the xerchant ban’s and the deal counsels 
to merif5 that the issuer coxpan5 has not underta’en a public issue in the past, in miolation 
of applicable lawH In the case a coxpan5 is in breach of applicable law in this regard, 3-jI 
xa5 ta’e appropriate action, including pausing the issuerEs IPO plansH Mhere hame been 
semeral instances in the recent past of such cases, which, unfortunatel5, has dented semeral 
potential issuerEs growth plansH

jusiness diligence

Xn underpinning concept in Indian IPOs is that 3-jI eDpects all statexents in an offer 
docuxent, same for xinor eDceptions, to be independentl5 meriUed b5 the xerchant ban’sH 
Mhis promes diPcult in certain situations, prixaril5 the statexents xade in the –jusinessN 
section of offer docuxentsH 2isclosures in the section is signiUcant and is t5picall5 dimided 
into an omermiew of the issuerEs business, its coxpetitime strengths, its future strategies 
and a granular detailing of their operations at largeH 2epending on the industr5, a business 
section xa5 be relatimel5 eas5 to understand and, therefore, eas5 to diligence, or it xa5 be 
highl5 technical and not intuitimel5 understandable, xa’ing the diligence that xuch xore 
diPcultH vowemer, all xerchant ban’s in India conduct a –line b5 line business diligenceN, 
which ixplies the meriUcation of emer5 statexent in the business section of the offer 
docuxent, apart frox xinor eDceptions, through appropriate docuxentar5 emidenceH Mhis 
miew is industr5Fagnostic and can xateriall5 affect the transaction tixelinesH
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2isclosures in the offer docuxents

In relation to IPOs, India follows a xore xandator5 disclosureFbased regulator5 regixe 
than a moluntar5 oneH Mhe disclosures in an offer docuxent are guided b5 the IC2R, 3-jIEs 
written directions to xerchant ban’s, as well as established practiceH Mhe following section 
discusses soxe of the ’e5 disclosures in an offer docuxent prepared for an IPO in IndiaH

“inancial inforxation

Consolidated Unancial statexents for the three xost recent 5ears, audited as per Indian 
accounting standards, is reJuired to be disclosed in the offer docuxentsH 3uch Unancial 
statexents xust undergo a process of –restatexentN prior to disclosure in the boo’H 
Restatexent is a process through which the accounting policies adopted b5 the issuer 
in the xost recent 5ear is applied consistentl5 across the premious two 5earsH “urther, the 
Unancials in an offer docuxent cannot be xore than 960 da5s or siD xonths older than the 
date of the offer docuxentH[13] If the offer docuxent is proposed to be Uled after 960 da5s 
or siD xonths frox the end of a Unancial 5ear, stub period Unancials need to be disclosed 
in the boo’, again restated and audited in the xanner xentioned abomeH

In the case the issuer coxpan5 has acJuired a –xaterialN business or coxpan5 post the 
date of the last balance sheet disclosed in the offer docuxent, the issuer coxpan5 needs 
to prepare proforxa Unancials for at least the stub period, if an5, and the last coxpleted 
Unancial 5earH Mhe terx –xaterialN indicates a contribution of omer S1@ of the acJuired 
coxpan5 or business to the remenue, proUt before taD or net worth of the issuer coxpan5 
on a consolidated basisH

jusiness, industr5 omermiew, ris’ factors and xanagexent discussion & anal5sis of 
Unancial condition and results of operations (:2&X)

Mhese sections are coxxon in offer docuxents across industriesH Mhe contour of 
disclosures is briey5 discussedH

Mhe business section describes the business underta’en b5 the issuer coxpan5, on a 
consolidated basisH Mhe section is t5picall5 dimided into the following segxentsH

Q Omermiew 8 this suxxarises the business underta’en b5 the issuer coxpan5, its 
segxents, ’ind of products or sermices offered, geographical spread and leadership 
positions, if an5H Xn5 claixed leadership positions need to be meriUed b5 an 
independent entit5, who is tas’ed with preparing an assessxent report on the 
industr5 in which the issuer operatesH

Q Coxpetitime strengths 8 a section that identiUes the strengths of the issuer 
coxpan5, which allows it to coxpete effectimel5H Coxpetitime strengths xa5 include 
Urst xomer admantage, longFterx relationship with xarJuee clients, uniJue business 
xodel, being part of the larger congloxerate, etcH

Q 3trategies 8 the business strategies that the issuer coxpan5 proposes to adopt 
going forward, such as consolidation, entr5 plans into new xar’ets or product 
segxents, etcH

Q
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2etails of the business 8 a xore granular discussion about the business, product 
categories, xanufacturing process, if applicable, installed capacities and utilisation, 
distribution xodel, sourcing plan, etcH

Mhe industr5 omermiew is prepared basis a report prepared b5 an independent organisation, 
well mersed in emaluating industries and preparing assessxent reportsH Mhe report t5picall5 
comers global and Indian industr5 siQe, in terxs of total addressable xar’et, historical 
trends, future pro/ections, ixpact of present and potential regulator5 changes, stud5 of the 
coxpetitime space, the issuer coxpan5Es position in the enmironxent, and so onH

Mhe ris’ factors discuss ris’s that are internal to the issuer coxpan5Es business, industr5 in 
which it operates, ris’s arising out of deplo5xent of IPO proceeds and eDternal ris’ factorsH 
3-jI xandates that while highlighting internal ris’s, the issuer xust gime instances where 
an applicable ement has occurred, usuall5 during the past three 5earsH

Mhe :2&X is dimided into the following sections; (9) signiUcant factors that affect the 
issuer coxpan5Es results of operations, which is an ob/ectime anal5sisW (S) a coxparison of 
the incoxe statexent and cash yows for the periods disclosed in the offer docuxent, on 
a lineFb5Fline basisW (6) anal5sis of certain balance sheet itexs, which hame the potential 
to affect results, such as contingent liabilities, promisions, etcW and (k) an5 signiUcant 
demelopxents post the last balance sheet dateH

Capital structure, histor5, xanagexent, proxoter and proxoter group, litigation and 
appromals

Mhe following sections, in aggregate, are colloJuiall5 referred to as the –nonFbusinessN 
sectionsH

Q Mhe capital structure discloses the xanner in which the issuer coxpan5 has been 
funded through eJuit5 since incorporation and at the maluation at which such 
capitalisation has occurredH It also includes details of funds infused b5 the proxoter 
in the issuer coxpan5, as well as the naxes of the ’e5 shareholdersH

Q Mhe histor5 section describes the issuer coxpan5Es corporate /ourne5, suxxarises 
eDisting shareholder agreexents, details of xergers and acJuisitions underta’en 
in the past, etcH

Q Mhe xanagexent section includes disclosures of the coxpan5Es directors, senior 
xanagexent, eDecutime pa5, as well as coxxittee constituted under the boardH 
Corporate gomernance coxpliance is detailed in the section as wellH

Q Mhe proxoter and proxoter group describes details of the issuer coxpan5Es 
proxoter, conyict of interest situations and the naxes of the proxoter group 
entitiesH

Q •itigations reJuired to be disclosed in an offer docuxent has been xentioned in the 
premious pagesH

Q 2etails of licences and appromals xaterial to the issuer coxpan5 and its xaterial 
subsidiaries are disclosed in the appromals sectionH
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Mhese apart, certain boilerplate disclosures are xandated, such as the procedure through 
which the bidding process in the IPO occurs and the allocated bas’et in the IPO for each 
’ind of inmestorsH

•ong lead itexs

“inalising the capital structure

Xt tixes, an issuer coxpan5Es stoc’ xa5 be too highl5 malued for it to be an attractime 
proposal for public shareholdersH zith the xerchant ban’erEs concurrence, the issuer 
coxpan5 returns malue to its shareholders prior to Uling of the 2RvP with 3-jI, usuall5 
through a bonus issueH 2epleting the resermes demalues the stoc’, which in turn xa’es it 
xore attractime of a bu5 for public shareholders in the IPOH Mhe planning and eDecution 
of such bonus, as well as the related corporate Ulings, is a tixeFconsuxing process and 
needs attention in case the malue per share is considered too highH

Mhird part5 consents

Xn issuer needs written consents frox all third parties naxed in the offer docuxentsH 
3uch third parties include ixportant custoxers, suppliers, partners and lendersH If such 
custoxers and suppliers are large corporations, the draft of the written consent is sub/ect 
to inter se negotiationsH jan’s lending to the issuer coxpan5 usuall5 hame their own 
protocols, which ta’es tixe to alignH

3pecial purpose audit

Mhe Coxpanies Xct reJuires emer5 coxpan5 incorporated in India to underta’e annual 
audit of their Unancial statexentsH Xn5 audit done omer and abome such reJuirexent 
is terxed a –special purpose auditNH Mherefore, if a coxpan5 underta’es an audit for a 
period that is for a Juarter or half 5ear, it is considered a special purpose auditH “urther, 
if the accounts of the issuer coxpan5 are prepared as per Indian LXXP,[14] it needs to 
be conmerted to Indian Xccounting 3tandards (Ind X3), which is a special purpose audit 
procedureH It is ixportant to note that the Unancial statexents included in offer docuxents 
cannot be older than siD xonths frox the date of such offer docuxents, which necessitate 
preparation of stub period Unancial statexents in certain circuxstancesH

Mhe IC2R also reJuires the Unancial statexents disclosed in the offer docuxent to be 
prepared as per Ind X3 b5 the statutor5 auditors of the issuer coxpan5 or an independent 
peer remiewed[15] chartered accountantH In the ement the Unancials of an issuer coxpan5 
were prepared under Indian LXXP, a special purpose audit is reJuired to be underta’en as 
per Ind X3H “urther, if the auditor is or was not peer remiewed for an5 5ear during the past 
three 5ears, a special purpose audit needs to be underta’en b5 a peer remiewed chartered 
accountantH Xn5 special purpose audit ta’es a couple of xonths to coxplete, at the mer5 
leastH

Xppointxent of independent directors on the board and coxxittees
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3-jI xandates that at least half of the board of directors of an issuer coxpan5 needs 
to coxprise independent directors, unless the chairperson is a nonFeDecutime director, in 
which case, one third of the board needs to coxprise independent directorsH Mhis condition 
needs to be satisUed prior to Uling of the 2RvPH

3-jI also xandates that semeral coxxittees, coxprising of the issuer coxpan5Es board 
xexbers, be constituted prior to Uling of the 2RvPH 3uch coxxittees xust coxprise of a 
signiUcant xa/orit5 of independent directors or at the mer5 least, one independent directorH

“inding the right independent director who is ’een to be appointed to the board of an issuer 
coxpan5 is not alwa5s eas5H Mhe process of identif5ing, shortlisting and subseJuentl5 
appointing an independent director is a longFlead itex that needs to be addressed earl5 
in the IPO processH

Xbe5ance and re/ection of the 2RvP

zhile coxpliance with all applicable laws in relation to an IPO is ixperatime, there are two 
laws in particular, the breach of which either leads to 3-jI –re/ectingN the 2RvP or ’eeping 
the docuxent in abe5anceH Keeping the docuxent in abe5ance ixplies that 3-jI will not 
issue its coxxents on the 2RvP for at least one xonth to 960 da5s, depending on the 
semerit5 of the caseH

Xbe5ance; the 3-jI (Issuing Obsermations on 2raft Offer 2ocuxents Pending Regulator5 
Xctions) Order, S1S1 (Xbe5ance Order) la5s down the circuxstances under which 3-jI 
would not issue obsermations on a 2RvP if there is an ongoing inmestigation, enJuir5, 
ad/udication, prosecution, recomer5 or other regulator5 action against the issuer coxpan5, 
its proxoters or group coxpaniesH 2epending on the nature of the regulator5 action, the 
period during which the 2RvP is ’ept in abe5ance is deterxinedH

Re/ection of the 2RvP; the 3-jI (“raxewor’ for Re/ection of 2raft Offer 2ocuxents) Order, 
S19S (Re/ection Order) la5s down the circuxstances under which 3-jI xa5 –re/ectN the 
2RvP, which ixplies that the 2RvP shall not be processed for clearance and the issuer 
coxpan5 is disallowed frox accessing the capital xar’ets for one 5ear or xoreH 3uch 
circuxstances include;

Q if the issuer coxpan5Es net worth is built through circular transactionsW

Q if the purpose for which the IPO is underta’en is magueW

Q if the issuerEs business xodel is too eDaggerated, coxpleD or xisleading and 
inmestors xa5 not be able to assess the ris’s associated with such business xodelW

Q if there is a sudden spurt in the business /ust before Uling the 2RvP and the repl5 
to clariUcations sought b5 3-jI is not deexed satisfactor5W and

Q where there eDists a litigation that is so xaterial that the issuer coxpan5Es surmimal 
is dependent on the outcoxe of such litigation, and semeral othersH

In the ement an5 of these circuxstances eDist or is deexed to eDist, the issuer coxpan5 
needs to discuss the possible solutions with the xerchant ban’s and deal counsels at 
the earliestH 3uch issues are long lead itexs and dela5s in addressing thex can result in 
signiUcant tixe and cost omerrunH
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International stoc’ eDchanges at Lift Cit5, India

Mhe Lu/arat International “inance MechFCit5 (Lift Cit5) is a special econoxic Qone in which 
India has set up an International “inancial 3ermice Center (I“3C)H X Unancial institution set 
up in the I“3C is considered a person resident outside IndiaH

Mwo stoc’ eDchanges hame been set up in the I“3C, India IAG, a subsidiar5 of the j3-, and 
the A3- I“3C, a subsidiar5 of the A3-H Xn5 coxpan5 whose shares or other securities 
are denoxinated in an5 currenc5 other than the Indian rupee is perxitted to list on these 
eDchangesH zhile there hame been a lixited nuxber of listings on such eDchanges till date, 
the eDchanges offer semeral admantages;

Q the regulations are xore –soft touchN and the regulator has not prescribed stringent 
disclosure or coxpliance reJuirexentsW

Q forx of the offer docuxents is as per the countr5 of incorporation of the listing 
coxpan5W

Q a foreign coxpan5 xa5 directl5 list its securities on such eDchanges, without haming 
the need to set up a coxpan5 in India (which is a xandator5 reJuirexent in case a 
coxpan5 wishes to list its eJuit5 shares on the j3- or the A3-)W and

Q coxpanies get access to the Indian xar’et and gains misibilit5 across /urisdictionH

Outlook and conclusions

2ue to IndiaEs stead5 econoxic growth, gomernxent support, inyow of foreign institution 
owned capital and a wellFestablished regulator5 fraxewor’, we eDpect IndiaEs IPO 
xar’et to continue the upward trendH Aot onl5 Indian coxpanies but large xultinational 
congloxerates hame listed their Indian assets in IndiaH[16] 2uring the incuxbent Unancial 
5ear, we eDpect greater xutual fund participation in IPOs, xore new age business listings 
and further growth in the nuxber of IPOs b5 coxpanies engaged in the xanufacture of 
capital goodsH

Endnotes

1  Source: Primedatabase.com.   � Back to section

2  Private equity funds such as Blackstone, General Atlantic, Warburg Pincus, Brookfield, 
Temasek, Apax and several others have successfully exited through Indian IPOs.   � 

Back to section

3  India Brand Equity Foundation.   � Back to section

4  Stock exchanges that are recognised under the Securities Contracts (Regulation) Act, 
1956. Stock exchanges that are not “recognised” under this law can’t operate in India 
as a stock exchange.   � Back to section
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5  The BSE website.   � Back to section

6  Source: The BSE Limited.   � Back to section

7  A publicly available document, which includes details such as business operations, 
shareholding pattern, financial performance, promoter and group, executive pay, etc.   � 

Back to section

8  To have the same definition of the term “promoter group”, as defined in the ICDR.   � 

Back to section

9  Refer to the SEBI General Order No. 1 of 2012 – SEBI (Framework for Rejection of 
Draft Offer Documents) Order, 2012.   � Back to section

10  Regulation 5 of the ICDR.   � Back to section

11  Section 42 of the Companies Act. There are two exceptions to this norm – allotment 
of stock options to employees and allotment to certain institutions.   � Back to section

12  Section 25 of the Companies Act.   � Back to section

13  Whether the period is six months or 135 days would depend on several factors, such 
as if the deal is marketed to the US markets, on the auditor’s internal policies, etc.   � 

Back to section

14  Indian GAAP was an accounting standard applicable to Indian companies. It has been 
phased out in a staggered manner and has been replaced by the Indian Accounting 
Standards, which is more in line with IFRS.   � Back to section

15  A peer review is a review process conducted by the Institute of Chartered Accountants 
of India. Once an audit firm is peer reviewed, it receives a certificate confirming such 
review. Such audit firms are regarded to be well established and have quality controls 
in place internally.   � Back to section

16  Recent examples include Hyundai Motors and LG Electronics, with several others in 
the pipeline, including Carlsberg Beverages.   � Back to section
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