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The study will enable the students to understand

INTRODUCTION
Public Issue of shares means the selling or marketing of shares for subscription 
by the public by issue of prospectus. For raising capital from the public by the 
issue of shares, a public company has to comply with the provisions of the 
Companies Act, the Securities Contracts (Regulation) Act, 1956 including the 
Rules made thereunder and the guidelines and instructions issued by the 
concerned Government authorities, the Stock Exchanges and SEBI etc. 
Management of a public issue involves coordination of activities and cooperation 
of a number of agencies such as managers to the issue, underwriters, brokers, 
registrar to the issue; solicitors/legal advisors, printers, publicity and advertising 
agents, financial institutions, auditors and other Government/Statutory agencies 
such as Registrar of Companies, Reserve Bank of India, SEBI etc. The whole 
process of issue of shares can be divided into two parts (i) pre-issue activities 
and (ii) post issue activities. All activities beginning with the planning of capital 
issue till the opening of the subscription list are pre-issue activities while all 
activities subsequent to the opening of the subscription list may be called post 
issue activities. Since only the demat shares are being admitted for dealings on 
the stock exchanges, hence the securities can be issued only with the purpose 
of alloting the shares in Dematerialised Form.
With the repeal of Capital Issues (Control) Act, 1947 all the guidelines, 
notifications, circulars etc. issued by the office of the Controller of Capital Issues 
have become defunct. Earlier, such companies were required to conform to the 
guidelines issued by SEBI vide its order dated 11.6.1992 called the Guidelines 
for Disclosure and Investor Protection, 1992
SEBI had issued a compendium containing consolidated Guidelines, circulars, 
instructions relating to issue of capital effective from January 27, 2000. The 
compendium titled SEBI (Disclosure and Investor Protection) Guidelines, 2000 
replaced the original Guidelines issued in June 1992 and clarifications thereof. It 
also abandons the Issue related RMB General Instruction (GI) series circulars 
and other guidelines relating to preferential issue, advertisement, book building 
etc. Certain changes have been made in the guidelines relating to entry norms, 
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ISSUE OF EQUITY SHARESI.
The important aspects of SEBI Guidelines, with reference to issue of equity 
shares are as under:
Eligibility Norms for Public Issues
As per the guidelines, an unlisted company can make an initial public offering 
(IPO) of equity shares or any security convertible at a later date into equity 
only if it has net tangible assets of atleast Rs. 3 crore in each of the 
preceeding 3 full years (of 12 months each), of which not more than 50% is 
held in monetary assets. If more than 50% of net tangible assets are held in 
monetary assets, the company should have made firm commitments to 
deploy such excess monetary assets in its business/ projects. The company 
has a track record of distributable profits in terms of Section 205 of the 
Companies Act, 1956 for atleast three out of immediately preceeding five 
years. Extraordinary items should, however not be considered for calculating 
distributable profits in terms of Section 205 of the Act. The guidelines also 
require that the company should have a net worth of atleast Rs. 1 crore in 
each of the preceding 3 full years (of 12 months each) and if the company 
has changed its name within the last one year, atleast 50% of the revenue for 
the preceding 1 full year is earned by the company from the activity 
suggested by the new name. Also, the aggregate of the proposed issue and 
all previous issues made in the same financial year in terms of size (i.e. offer 
through offer document and firm allotment and promoters contribution 
through the offer document) should not exceed five times its pre-issue net 
worth as per the audited balance sheet of the last financial year.
An unlisted company which does not satisfy the requirements specified 
above can make a offer to the public of equity or any security convertible at a 
later date into equity only through book building process. The company must 
allot 50% of the issue size to the Qualified Institutional Buyers (QIBs) 
otherwise full subscription money is to be refunded. Alternatively, the project 
should have atleast 15% participation by Financial Institutions/Scheduled 
Commercial Banks, of which atleast 10% comes from the appraiser(s). In 
addition to this, atleast 10% of the issue size shall be allotted to QIBs 
otherwise full subscription monies should be refunded. QIBs here mean 
public financial institutions, as defined in Section 4A of the Companies Act, 

lock-in-period and promoters contribution as part of the consolidation exercise in 
order to streamline the current procedures and smoothen out the aberrations in 
the IPOs market. These guidelines framed by SEBI are applicable to all public 
issues by listed and unlisted companies, all offers for sale and rights issues by 
listed companies, whose equity share capital is listed, except in case of rights 
issues where the aggregate value of securities offered does not exceed Rs. 50 
lakhs. However, in case of rights issue, where the aggregate value of securities 
offered is less than Rs. 50 lakhs, the company shall prepare the letter of offer in 
accordance with the disclosure requirements specified in these guidelines and 
file the same with SEBI for its information and for being put on SEBI website. 
Also, unless it is otherwise stated, all provisions of the guidelines also apply to 
public issues by unlisted companies and offers for sale to the public by unlisted 
companies.
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1956, scheduled commercial banks, mutual funds, foreign institutional 
investors registered with SEBI, multilateral and development financial 
institutions or venture capital funds registered with SEBI, foreign venture 
capital investors registered with SEBI, State Industrial Development 
Corporations, insurance companies registered with IRDA, provident funds 
with minimum corpus of Rs. 25 crores, pension fund with a minimum corpus 
of Rs. 25 crores and ‘Project’ as aforesaid means the object for which the 
monies proposed to be raised to cover the objects of the issue.

— Market makers undertake to offer buy and sell quotes for a minimum 
depth of 300 shares;
— Market makers undertake to ensure that the bid-ask spread (difference 
between quotations for sale and purchase) for their quotes shall not at any 
time exceed 10%;
— The inventory of the market makers on each of such stock exchanges, 
as on the date of allotment of securities, shall be at least 5% of the 
proposed issue of the company.

Further, either the minimum post-issue face value capital of the company 
should be Rs. 10 crore or there should be a compulsory market-making for at 
least 2 years from the date of listing of the shares subject to the following:

Further, it is stipulated that an unlisted public company shall not make an 
allotment pursuant to a public issue or offer for sale of equity shares or any 
security convertible into equity shares unless in addition to satisfying the 
aforesaid conditions, the prospective allottees are not less than one thousand 
(1000) in number.
The guidelines require that a public issue of equity shares or any other 
security which may be converted into/exchanged with equity shares at a later 
date, in case of a listed company, may be made provided that the aggregate 
of the proposed issue and all previous issues made in the same financial 
year, in terms of issue size, does not exceed five times its pre-issue net 
worth as per the audited balance sheet of the last financial year. The issue 
for this purpose includes offer through offer document, firm allotment and 
promoters’ contribution through the offer document.
Also, if there is a change in the name of the issuer company within the last 
one year, the revenue accounted for by the activity suggested by the new 
name should not be less than 50% of its total revenue in the preceding one 
full year period. The last one year should be reckoned from the date of filing 
of the offer document.
If the net worth after the proposed issue of equity shares or any security 
convertible at a later date into equity becomes more than five times the 
networth prior to the issue, it is also required to satisfy the criteria of Book-
building process and allot 50% of the issue size to QIBs failing which 
subscription money is required to be refunded.
Eligibility norms require credit rating from a credit rating agency registered 
with Board and its disclosure in the offer document. Where credit ratings are 
obtained from more than one credit rating agencies, all the credit rating/s, 
including the unaccepted credit ratings, should be disclosed. It also requires 
disclosure regarding all the credit ratings obtained during three years 

   SL&C Page 3   



preceding the public or rights issue or issue of debt instrument in the offer 
document. It is also required that the company should not in the list of wilful 
defaulters of RBI and the company should not be in default of payment of 
interest or repayment of principal in respect of debentures issued to the 
public, if any, for a period of more than 6 months.
Further, an issuer company can not make an allotment of non-convertible 
debt instrument pursuant to a public issue if the proposed allottees are less 
than fifty (50) in number. In such a case the company shall forthwith refund 
the entire subscription amount received. If there is a delay beyond 8 days 
after the company becomes liable to pay the amount, the company shall pay 
interest @15% p.a. to the investors.
Eligibility criteria also require the company to file a draft prospectus through 
eligible Merchant Banker with SEBI at least 30 days prior to the filing of 
prospectus with the Registrar of Companies as prescribed in the guidelines. 
If the Board specifies changes or issues observations on the draft 
Prospectus, the issuer company or the Lead Manager to the Issue is required 
to carry out such changes in the draft Prospectus or comply with the 
observations issued by the Board before filing the Prospectus with ROC. 
Further the period within which the Board may specify changes or issue 
observations, if any, on the draft Prospectus is 30 days from the date of 
receipt of the draft Prospectus by the Board. Where the Board has sought 
any clarification or additional information from the Lead Manager/s to the 
Issue, the period within which the Board may specify changes or issue 
observations, if any, on the draft Prospectus is 15 days from the date of 
receipt of satisfactory reply from the Lead Manager/s to the Issue. If the 
Board has made any reference to or sought any clarification or additional 
information from any regulator or such other agencies, the Board may specify 
changes or issue observations, if any, on the draft Prospectus after receipt of 
comments or reply from such regulator or other agencies. The Board may 
specify changes or issue observations, if any, on the draft Prospectus only 
after receipt of copy of in-principle approval from all the stock exchanges on 
which the issuer company intends to list the securities proposed to be offered 
through the Prospectus.
It also requires the company to make a statement to the effect that the 
company has made an application for listing of those securities in the Stock 
Exchanges and should not have been prohibited from accessing the capital 
market under any order or directions passed by SEBI. A listed company can 
not make an issue of security through a rights issue, where the aggregate 
value of securities, including premium if any, exceeds Rs. 50 lacs, unless the 
letter of offer is filed with the Board, through an eligible Merchant Banker in 
the prescribed manner at least 30 days prior to the filing of letter of offer with 
Designated Stock Exchange. 
The company is also required to enter into an agreement with a depository 
for dematerialisation of securities already issued or proposed to be issued to 
the public or existing shareholders and give an option to 
subscribers/shareholders/investors to receive the security certificates or hold 
securities in the dematerialised form with a depository.
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There should not be outstanding warrants or financial instruments or any 
other right which would entitle the existing promoters or shareholders any 
option to receive equity share capital after the initial public offering in case of 
unlisted company making a public issue of equity share or any security 
convertible at later date into equity shares. The guidelines also require that 
all the existing partly paid-up shares must be made fully paid or the 
subscription money be forfeited if the investor fails to pay call money within 
12 months. A company can not make a public or rights issue of securities 
unless firm arrangements of finance through verifiable means towards 75% 
of the stated means of finance, excluding the amount to be raised through 
proposed Public/Rights issue, have been made.

a banking company including a local area bank set up under Section 5(c) 
of the Banking Regulation Act, 1949 and which has received license from 
the Reserve Bank of India, or 

i.

a corresponding new bank set up under the Banking Companies 
(Acquisition and Transfer of Undertaking) Act, 1970; Banking Companies 
(Acquisition and Transfer of Undertaking) Act, 1980; State Bank of India 
Act, 1955; State Bank of India (Subsidiaries Banks) Act, 1959. 

ii.

whose project has been appraised by a Public Financial Institution 
(PFIs) or Infrastructure Development Finance Corporation (IDFC) or 
Infrastructure Leasing and Financing Service Ltd. (IL&FS), or a bank 
which was earlier a PFI, and 

a.

not less than 5% of the project cost is financed by any of the 
institutions jointly or severally irrespective of the fact whether they 
appraise the project or not, by way of loan or subscription to equity or a 
combination of both. 

b.

an infrastructure company –iii.

rights issues by a listed company. iv.

The aforesaid norms of eligibility are not applicable in the case of —

Fast Track Issues(FTIs)
Considering the need 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, it has been decided by 
SEBI to enable listed companies satisfying certain specified requirements to 
make Fast Track Issues (FTIs) Accordingly such listed companies are now 
able to proceed with follow-on public offering/rights issue by filing a copy of 
the Red Herring Prospectus (in case of book built issue)/Prospectus (in case 
of fixed price issue) registered with the Registrar of Companies or the letter 
of offer filed with Designated Stock Exchange, as the case may be, with SEBI 
and stock exchanges. Such companies are not required to file draft offer 
document with SEBI and stock exchanges.

The shares of the company have been listed on any stock exchange a.

Accordingly the provisions relating to filing of offer document are not 
applicable to public issue of securities by a listed issuer company or a rights 
issue of securities by a listed issuer company, where the aggregate value of 
such securities, including premium, if any, exceeds Rs. 50 lacs, if the 
following conditions are satisfied:
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having nationwide terminals for a period of at least three years 
immediately preceding the reference date; 
The “average market capitalisation of public shareholding” of the company 
is at least Rs. 10,000 crores for a period of one year up to the end of the 
quarter preceding the month in which the proposed issue is approved by 
the Board of Directors/shareholders of the issuer; Average market 
capitalisation of public shareholding has been defined to mean the sum of 
daily market capitalization of “public shareholding” for a period of one year 
up to the end of the quarter preceding the month in which the proposed 
issue was approved by the Board/shareholders, as the case may be, 
divided by the number of trading days. For this purpose, “public 
shareholding” shall have the same meaning as assigned to it in clause 
40A of the Listing Agreement. 

b.

The annualized trading turnover of the shares of the company during six 
calendar months immediately preceding the month of the reference date 
has been at least two per cent of the weighted average number of shares 
listed during the said six months period; 

c.

The company has redressed at least 95% of the total shareholder/investor 
grievances or complaints received till the end of the quarter immediately 
preceding the month of the reference date; 

d.

The company has complied with the listing agreement for a period of at 
least three years immediately preceding the reference date; 

e.

The impact of auditors’ qualifications, if any, on the audited accounts of 
the company in respect of the financial years for which such accounts are 
disclosed in the offer document does not exceed 5% of the net profit/loss 
after tax of the company for the respective years. 

f.

No prosecution proceedings or show cause notices issued by the Board 
are pending against the company or its promoters or whole time directors 
as on the reference date; and 

g.

The entire shareholding of the promoter group is held in dematerialised 
form as on the reference date. Reference date means in case of a public 
issue of securities by a listed company satisfying all the requirements 
specified in this clause, the date of filing of red herring prospectus (in case 
of a book built issue) or prospectus (in case of a fixed price issue) with 
ROC; andin case of a rights issue of securities by a listed company 
satisfying all the requirements specified in this clause, where the 
aggregate value of such securities, including premium, if any, exceeds Rs. 
50 lacs, the date of filing of letter of offer with Designated Stock 
Exchange. 

h.

A listed issuer company satisfying all the requirements specified in this 
clause and filing a red herring prospectus (in case of a book built issue) or 
prospectus (in case of a fixed price issue) with ROC or letter of offer with 
Designated Stock Exchange, as the case may be, shall simultaneously with 
such filing or as soon thereafter as reasonably practicable, but in any case 
not later than the opening of the issue, file a copy thereof with the Board.
Pricing
All listed companies whose equity shares are listed on a stock exchange and 
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unlisted companies eligible to make a public issue and desirous of getting its 
securities listed on a recognised stock exchange pursuant to a public issue, 
may freely price its equity shares or any securities convertible at a later date 
into equity shares.
An eligible infrastructure company is also free to price its equity shares 
subject to compliance with disclosure norms specified by SEBI from time to 
time. Banks can also freely price their initial public issues subject to prior 
approval by Reserve Bank of India. Differential pricing at a higher price than 
the net offer to the public is also permitted subject to necessary disclosures 
in the offer document as to justification for the price difference.
An unlisted company or a listed company making a public issue of equity 
shares or securities convertible at a later date into equity shares may issue 
such securities to retail individual investors and/or retail individual 
shareholders at a price lower than the price at which net offer is made to 
other categories of public, provided that the difference between the price at 
which the securities are issued to retail individual investors and/or retail 
individual shareholders and the price at which the net offer is made to other 
categories of public, is not more than 10% of the price at which securities are 
offered to other categories of public.
The issuer company can mention a price band of 20% in the offer documents 
filed with the Board and actual price can be determined at a later date before 
filing of the offer document with ROCs. In case the Board of Directors has 
been authorized to determine the offer price within a specified price band, 
such price shall be determined by a resolution to be passed by the Board of 
Directors. However, in case of listed companies, the Lead Merchant Bankers 
should ensure that, a 48 hours notice of the meeting of the Board of Directors 
for passing resolution for determination of price is given to the Designated 
Stock Exchange. In case of public issue by listed issuer company issue price 
or price band may not be disclosed in the draft prospectus filed with the 
Board. In case of a rights issue, issue price or price band may not be 
disclosed in the draft letter of offer filed with the Board. The issue price may 
be determined any time before fixation of the record date, in consultation with 
the Designated Stock Exchange. In any case, the final offer document should 
contain only one price and one set of financial projections, if any.
Par Value of Shares

if the issue price is Rs. 500/- or more, the issuer company shall have a 
discretion to fix the face value below Rs. 10/- per share subject to the 
condition that the face value shall in no case be less than Re. 1 per 
share. 

a.

if issue price is less than Rs. 500 per share, the face value shall be Rs. 
10/- per share. 

b.

In case of initial public offer by an unlisted company: i.

It may be noted that this condition is not applicable to IPO made by 

An eligible company shall be free to make public or rights issue of equity 
shares in any denomination determined by it in accordance with Sub-section 
(4) of Section 13 of the Companies Act, 1956 and in compliance with the 
following and other norms as may be specified by SEBI from time to time.
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Government company statutory authority, or corporation or any special 
purpose vehicle set up by any of them which is in intra-structure sector.
The disclosure about the face value of shares (including the statement 
about the issue price being “X” times of the face value) shall be made in 
the advertisement, offer documents and in application forms in identical 
font size as that of issue price or price band. 

ii.

Denomination of Shares
The companies which have already issued shares in the denomination of Rs. 
10/- or Rs. 100/- may change the standard denomination of the shares by 
splitting or consolidating the existing shares.

the shares shall not be issued in the denomination of decimal of a rupee; a.
the denomination of the existing shares shall not be altered to a 
denomination of decimal of a rupee; 

b.

at any given time there shall be only one denomination for the shares of 
the company; 

c.

the companies seeking to change the standard denomination may do so 
after amending the Memorandum and Articles of Association, if required; 

d.

the company shall adhere to the disclosure and accounting norms 
specified by SEBI from time to time. 

e.

The companies proposing to issue shares in any denomination or changing 
the standard denomination are required to comply with the following:

Promoters Contribution and Lock-in-Period
Promoters’ contribution in any issue shall be in accordance with the following 
provisions as on (i) the date of filing red herring prospectus (in case of a book 
built issue) or prospectus (in case of a fixed price issue) with ROC or letter of 
offer with Designated Stock Exchange, as the case may be, in case of a fast 
track issue; and (ii) the date of filing draft offer document with the Board, in 
any other case.
The promoters should contribute not less than 20% of post-issue capital, in 
case of a public issue by an unlisted company. The promoters’ shareholding 
after offer for sale shall not be less than 20% of the post issue capital. In 
case of public issues by listed companies, the promoters should participate 
either to the extent of 20% of the proposed issue or ensure post-issue 
shareholding to the extent of 20% of the post-issue capital. Promoters’ 
contribution must be brought in before the issue is made and subscription 
from each of individual forming part of the promoters contribution should not 
be less than Rs. 25,000 per application and contribution to be made by firms 
and bodies corporate other than business associates like dealers and 
distributors should not be less than Rs. 1 lakh each.

acquired for consideration other than cash and revaluation of assets or 
capitalisation of intangible assets is involved in such transaction(s); or 

i.

Where the promoters of any company making an issue of securities have 
acquired equity during the preceding three years, before filing the offer 
documents with the Board, such equity shall not be considered for 
computation of promoters contribution if it is: 

1.

The following securities are ineligible for computation of promoters’ 
contribution.
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resulting from a bonus issue, out of revaluation reserves or reserves 
without accrual of cash resources or against shares which are 
otherwise ineligible for computation of promoters’ contribution. 

ii.

In case of public issue by unlisted companies, securities which have been 
acquired by the promoters during the preceding one year, at a price lower 
than the price at which equity is being offered to public shall not be eligible 
for computation of promoters’ contribution, provided that the shares for 
which the difference between the offer price and the issue price for these 
shares is brought in by the promoters shall be considered eligible subject 
to issuer company complying with the applicable provisions of the 
Companies Act, 1956 .However this condition is not applicable to shares 
acquired by promoters inter se, if such shares had been acquired by the 
transferor promoter during the preceding one year at a price equal or 
higher than the price at which equity is being offered to public or had been 
acquired by the transferor promoter prior to the preceding one year. 
Further, unlisted Government company, statutory authority or corporation 
or any special purpose vehicle set up by any of them, which is engaged in 
infrastructure sector are exempted from this condition. 

2.

In respect of companies formed by conversion of partnership firms, where 
the partners of the erstwhile partnership firm and the promoters of the 
converted company are the same and there is no change in management, 
the shares allotted to the promoters during previous one year out of the 
funds brought in during that period shall not be considered eligible for 
computation of promoters contribution unless such shares have been 
issued at the same price at which the public offer is made. However, if the 
partners’ capital existed in the firm for a period of more than one year on a 
continuous basis, the shares allotted to promoters against such capital 
shall be considered eligible. 

3.

In cases mentioned herein above, where promoters contribution is 
ineligible, such shares acquired in pursuance to a scheme of merger or 
amalgamation approved by a High Court shall be eligible for computation 
of promoters’ contribution. 

4.

Pledged securities held by promoters shall not be eligible for computation 
of promoters’ contribution. 

5.

No securities forming part of promoters’ contribution shall consist of any 
private placement made by solicitation of subscription from unrelated 
persons either directly or through any intermediary. 

6.

The securities for which a specific written consent has not been obtained 
from the respective shareholders for inclusion of their subscription in the 
minimum promoters’ contribution subject to lock-in shall not be eligible for 
promoters’ contribution. 

7.

The entire promoters contribution including premium must be received at 
least one day prior to the issue opening date and kept in an escrow account 
with a scheduled commercial bank and should be released to the company 
only along with public issue proceeds. However, if the promoters’ contribution 
is brought before the public issue and is deployed by the company, it shall 
give the cash flow statement in the offer document disclosing the use of such 
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funds.
If the promoters’ contribution exceeds Rs. 100 crores, the promoters can 
bring in Rs. 100 crores before the opening of the issue and balance 
contribution in advance on pro rata basis before the calls are made on public.
A copy of the resolution of the Board of Directors of the company, allotting 
the shares or convertible instruments to promoters against the moneys 
received alongwith a Chartered Accountant’s certificate certifying that the 
promoters contribution has been brought in, should be filed with SEBI, before 
the opening of the issue.
The promoters contribution is subject to lock-in-period of 3 years from the 
date of commencement of commercial production or date of allotment in the 
public issue whichever is later.
Any contribution made by promoters over and above the minimum 
contribution shall be subject to a lock-in-period of 1 year in case of all the 
companies. In case of the existing listed companies, additional contribution is 
subject to lock-in-period of 1 year as per guidelines for Preferential Issue of 
Capital. Promoters’ contribution for meeting shortfall in the firm allotment 
category shall also be locked-in for a period of 1 year.
In case of issue of securities by a company listed on a stock exchange for at 
least 3 years and having a track record of dividend payment for at least 3 
immediately preceding years promoter’s contribution shall not be subject to 
lock-in-period.
The entire pre-issue share capital, other than that locked-in as minimum 
promoters’ contribution, shall be locked-in for a period of one year from the 
date of commencement of commercial production or the date of allotment in 
the public issue, whichever is later.
If the shares held by promoter(s) are lent to the Stabilizing Agent (SA) as 
prescribed, they should be exempted from the lock-in requirements specified 
above, for the period starting from the date of such lending and ending on the 
date on which they are returned to the same lender(s).
Further the securities issued on firm allotment basis shall be locked-in for a 
period of one year from the date of commencement of commercial production 
or the date of allotment in the public issue, whichever is later.

pre-issue share capital held by Venture Capital Funds and Foreign 
Venture Capital Investors registered with the Board. However, the same 
shall be locked-in as per the provisions of SEBI (Venture Capital Funds) 
Regulations, 1996 and SEBI (Foreign Venture Capital Investors) 
Regulations, 2000 and any amendments thereto. 

i.

pre-issue share capital held for a period of at least one year at the time of 
filing draft offer document with the Board and being offered to the public 
through offer for sale. However, the minimum holding requirement of pre-
issue capital will not be applicable to any offer for sale of equity shares of 
an unlisted government company, statutory authority or corporation or any 
special purpose vehicle set up by any of them, which engaged in 
infrastructure sector. 

ii.

pre-IPO shares held by employees other than promoters, which were iii.

The limits of lock-in period are not applicable to:
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issued under employee stock option or employee stock purchase scheme 
of the issuer company before the IPO. However the same is subject to the 
issuer company complying with the requirements laid down in SEBI 
(Employee Stock Option Scheme and Employee Stock Purchase 
Scheme) Guidelines, 1999. 

Shares held by promoter(s) which are locked-in, can be transferred to and 
amongst promoter/promoter group or to a new promoter or persons in control 
of the company, subject to continuation of lock-in in the hands of transferees 
for the remaining period and compliance of Securities and Exchange Board 
of India (Substantial Acquisition of Shares and Takeovers) Regulations, 
1997, as applicable.
Shares held by the person other than the promoters, prior to Initial Public 
Offering (IPO), which are locked-in as per these Guidelines, may also be 
transferred to any other person holding shares which are locked in subject to 
continuation of lock-in in the hands of transferees for the remaining period 
and compliance of Securities and Exchange Board of India (Substantial 
Acquisition of Shares and Takeovers) Regulations, 1997, as applicable.
The securities which are subject to lock-in shall carry inscription ‘non-
transferable’ along with duration of specified non-transferable period 
mentioned in the face of the security certificate. Further, the shares held by 
the promoters during lock-in-period are allowed to be pledged with the Banks 
or Financial Institutions as collateral security for loans granted by such Banks 
or Financial Institutions provided that the pledge of shares is one of the terms 
of sanction of loan.
Underwriting
Underwriting means an agreement with or without conditions to subscribe to 
the securities of a body corporate when the existing shareholders of such 
body corporate or the public do not subscribe to the securities offered to 
them.
The issuers have the option to have a public issue underwritten by the 
underwriter. In case the book-building option is availed of, underwriting shall 
be mandatory to the extent of the net offer to the public.
In respect of every underwritten issue, the lead merchant banker(s) shall 
undertake a minimum underwriting obligation of 5% of the total underwriting 
commitment or Rs.25 lacs whichever is less. The outstanding underwriting 
commitments of a merchant banker shall not exceed 20 times its networth at 
any point of time.
The Guidelines require that the Lead merchant banker shall satisfy 
themselves about the ability of the underwriters to discharge their 
underwriting obligations. He shall incorporate a statement in the offer 
document to the effect that in the opinion of he lead merchant banker, the 
underwriters' assets are adequate to meet their underwriting obligations and 
obtain Underwriters’ written consent before including their names as 
underwriters in the final offer document.
While selecting underwriters and finalising underwriting arrangements, it is 
the duty of the lead merchant bankers to ensure that the underwriters do not 
overexpose themselves so that it may become difficult to fulfil underwriting 
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commitments.The overall exposure of underwriter(s) belonging to the same 
group or management in an issue is assessed carefully by the lead Merchant 
Banker.
In respect of every underwritten issue, the lead merchant banker(s) shall 
undertake a minimum underwriting obligation of 5% of the total underwriting 
commitment or Rs.25 lacs whichever is less.
The outstanding underwriting commitments of a merchant banker should not 
exceed 20 times its networth at any point of time.
In respect of an underwritten issue, the lead merchant banker shall ensure 
that the relevant details of underwriters are included in the offer document as 
follows: 

Names and addresses of the underwriters and the amount underwritten by 
them 

a.

Declaration by board of directors of the issuer company that the 
underwriters have sufficient resources to discharge their respective 
obligations.” 

b.

“Underwriting of the issue:

In case of under subscription at an issue, the Lead Merchant Banker 
responsible for underwriting arrangements shall invoke underwriting 
obligations and ensure that the underwriters pay the amount of devolvement 
and the same shall be incorporated in the inter-se allocation of 
responsibilities accompanying the due diligence certificate submitted by the 
Lead Merchant Banker to the Board.
In case the book building option is availed of, underwriting shall be 
mandatory to the extent of the net offer to the public.
In case of Underwriting in case of Book Building Issue, on determination of 
the price, the underwriter shall enter into an underwriting agreement with the 
issuer indicating the number of securities as well as the price at which the 
underwriter shall subscribe to the securities.
The Book Runner has an option of requiring the underwriters to the net offer 
to the public to pay in advance all monies required to be paid in respect of 
their underwriting commitment.
In case the Book Runner has exercised the option of requiring the 
underwriter to the net offer to the public to pay in advance all moneys 
required to be paid in respect of their underwriting commitment by the 
eleventh day of the closure of the issue the shares allotted as per the private 
placement category shall be eligible to be listed.
The complaints with respect to non-receipt of underwriting /brokerage 
commission and non-receipt of Registrars/Lead merchant bankers fees may 
be filed with the concerned Designated Stock Exchanges.
Minimum Offer to Public
In case of a public issue by an unlisted company, at least 10% or 25% of the 
post issue capital should be offered to the public and a listed company 
making public issue should make the net offer of at least 10% or 25% of the 
issue size to the public. However this condition will not apply to Infrastructure 
company on satisfying the specified requirements and a government 
company. Statutory authority or corporation or any special purpose vehicle 
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set up by them which is engaged in infrastructure sector.
Issue to be made fully Paid-up
The calls in which subscription is proposed to be called should be structured 
in such a manner that the entire subscription money is called within 12 
months from the date of allotment unless the size of the issue is more than 
Rs. 500 crores. The subscription money shall be forfeited if the investor fails 
to pay the call money within 12 months. Where the issue size exceeds Rs. 
500 crores, it is not necessary to call the entire subscription money within 12 
months. However the company should make arrangements for monitoring of 
the use of proceeds of the issue by one of the financial institutions and copy 
of the monitoring report must be filed with SEBI by such monitoring agency in 
the format specified on half yearly basis till the completion of the project for 
the purpose of record.
Despatch of Issue Material
The lead merchant banker must ensure that for public issues offer 
documents and other issue materials are dispatched to the various stock 
exchanges, brokers, underwriters, bankers to the issue, investors 
associations, etc. in advance as agreed upon. In the case of rights issues 
also, lead merchant banker must ensure that the abridged letters of offer are 
dispatched to all shareholders at least one week before the date of opening 
of the issue. Where a specific request for letter of offer is received from any 
shareholder, the lead Merchant Banker shall ensure that the letter of offer is 
made available to such shareholder.
Issue Opening Date
The issue must open within 3 months from the date of issuance of the 
observation letter by SEBI, if any or within 3 months from 31st day from the 
date of filing of draft offer document with SEBI, if no observation letter is 
issued. However, this requirement is not applicable to a shelf prospectus or 
fast track issue.
Subscription List
Subscription list must be kept open for at least three working days and not 
more than 10 working days and operation of subscription list be disclosed in 
the prospectus. However, the issue of infrastructure company satisfying the 
eligibility requirement may be kept open for a maximum period of 21 working 
days. Also, the period of subscription list of public issue should be disclosed 
in the Prospectus. Rights issue should be kept open for at least 30 days and 
not more than 60 days. In case of Designated Financial Institution, 
subscription list for public issues is kept for minimum of at least 3 working 
days and maximum 21 working days and the same is disclosed in the offer 
documents.
Share Application Forms
Every application form distributed must be accompanied by a copy of the 
abridged prospectus. The application form may be stapled to form part of the 
Abridged prospectus or may be a perforated part of abridged prospectus. 
Enough space shall be provided in the application form to enable the 
investors to file in various details like name, address etc. The application 
forms to subscribe the shares or debentures of the company should contain 

   SL&C Page 13   



necessary instructions for the applicants to mention the application number 
on the backside of the instrument making payment of application money such 
as cheques, drafts etc. so as to avoid misuse of the payment instruments.
It is also mandatory for applicants to provide information in the application 
forms relating to Banks Account Number and the name of the bank with 
whom such account is held with a view to enable the printing the said details 
in the refund orders or for refunds through Electronic Clearing System. 
However in case of an issue of securities which is wholly required to be made 
in the dematerialized form, it would not be necessary to require bank account 
details in the application form. In such a case, the application form shall 
contain a statement that the bank account details of the applicant would be 
taken from the data provided by him to the depository. In respect of 
applications for a value of Rs. 50,000 or more, the applicant or in case of 
applications in joint names, each of the applicant mention his/her permanent 
account number/GIR number and income tax circle, ward, district or the fact 
of non-allotment of PAN/GIR number as the case may be. Applications not 
complying with the provisions are liable to be rejected.
Minimum Number of Share Applications and Application Money
The minimum application value shall be within the range of Rs. 5,000 to Rs. 
7,000. The issuer company, in consultation with the merchant banker, shall 
stipulate the minimum application size (in terms of number of shares) falling 
within the aforesaid range of minimum application value and make upfront 
disclosures in this regard, in the offer document.
Thus, the minimum application value shall be with reference to the issue 
price of the shares and not with reference to the amount payable on 
application.
For example, the issue price of shares is Rs. 500. Out of the same, Rs. 100/-
is payable on application and the balance on allotment and calls. In this 
instance, the application value of Rs. 5000-7000 shall be arrived at with 
reference to the issue price of Rs. 500/-. As such, the minimum application 
size, to be stipulated in the offer document, would range from 10 shares to 14 
shares and not 50 shares to 70 shares.
Applications can be made in multiples of the minimum size /value so 
stipulated in the offer document by the issuer and merchant banker within the 
range of Rs. 5000-7000.
The minimum application moneys to be paid by an applicant along with the 
application money shall not be less than 25% of the issue price.
In case of an offer for sale, the entire amount payable on each instrument 
shall be brought in at the time of application.
Issue of Advertisements
Advertisement includes notices, brochures, pamphlets, circulars show cards, 
catalogues, hoardings, placards, posters, insertion in newspapers, pictures, 
films, cover pages of offer documents or any other print medium radio, 
television programmes through any electronic medium.
Pre-issue advertisement
The issuer company shall soon after receiving final observations, if any, on 
the offer document from the Board, make an advertisement in an English 
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National daily with wide circulation, one Hindi National newspaper and a 
regional language newspaper with wide circulation at the place where the 
registered office of the issuer is situated, in the prescribed format, subject to 
section 66 of the Companies Act, 1956. In case of a fast track issue, the 
advertisement shall be made before the issue opening date.
Post-issue Advertisements
The post-issue Lead Merchant Banker is required ensure that in all issues, 
advertisement giving details relating to oversubscription, basis of allotment, 
number, value and percentage of applications, number, value and 
percentage of successful allottees, date of completion of despatch of refund 
orders, date of despatch of certificates and date of filing of listing application 
is released within 10 days from the date of completion of the various activities 
at least in an English National Daily with wide circulation, one Hindi National 
Paper and a Regional language daily circulated at the place where registered 
office of the issuer company is situated. Post-issue Lead Merchant Banker is 
required ensure that issuer company/advisors/brokers or any other agencies 
connected with the issue do not publish any advertisement stating that the 
issue has been oversubscribed or indicating investors’ response to the issue, 
during the period when the public issue is still open for subscription by the 
public. Advertisement stating that “the subscription to the issue has been 
closed” may be issued after the actual closure of the issue. 
Guidelines on advertisement
The Guidelines provide that an issue advertisement must be truthful, fair and 
clear and shall not contain any statement which is untrue or misleading. It 
should avoid use of technical or complex language which may not be easily 
understandable by an investor who is not well versed in legal and financial 
matters. It should contain the disclosure about the face value of shares 
(including the statement about the issue price being ‘X’ times of the face 
value). The advertisements which contain highlights relating to the issue 
must also contain the risk factors. The print size of highlights and risk factors 
should not be less than the point 7 size and contain the names of issuer 
company, address of its registered office, main lead merchant bankers and 
Registrar to an issue. However an Issue opening/closing advertisement not 
containing highlights need not contain risk factors. In case of issue of 
advertisement on television screen, the risk factors should not be scrolled on 
the screen and the advertisement should advise the viewers to refer to the 
red herring prospectus or other offer document for details. Financial data, if 
any should contain the related data for the past three years and where a 
company has not completed three years, the data be disclosed in respect of 
each completed years. No corporate advertisement except relating to 
products be issued between the dates of opening and closing of subscription 
lists and even an announcement relating to the issue being over subscribed 
or relating to closure except on closing day shall not be made. The Lead 
Managers must ensure that issuer company shall not issue any 
advertisement containing any material or such information which is not 
contained in the offer document.
No corporate advertisement of issuer company should be issued after 21 
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days of the filing of the offer document with SEBI till the closure of the issue 
unless risk factors are mentioned in it. Advertisements stating the issue to be 
fully subscribed or over subscribed be issued during the period the issue is 
open for subscription except to the effect that the issue is open or closed. 
Announcement regarding closure of issue is made only after at least 90% of 
the issue has been subscribed and certificate to the effect has been obtained 
from Registrar to an issue. It should be ensured that advisors/brokers or any 
other agency connected with the issue do not publish any advertisement 
stating that the issue has been over subscribed or indicating investors 
response to the issue, during the period when the public issue is still open for 
subscription by the public.
All the above conditions would be applicable to red herring prospectus (in 
case of a book built issue) or prospectus (in case of a fixed price issue) filed 
with RoC or letter of offer with Designated Stock Exchange, in case of fast 
track issues.
Mandatory Collection Centres
The Guidelines require a minimum number of collection centres for an issue 
of capital to be at the four metropolitan centre viz. Mumbai, Delhi, Kolkata 
and Chenai and at all such centres where the stock exchanges are located in 
the region in which the registered office of the company is situated. However 
the issuer company is free to appoint as many collection centres as it may 
deem fit in addition to the above minimum requirement.
It also requires that the Bankers to the issue should be appointed in all the 
mandatory collection centres. If the issuer has in consultation with the lead 
manager appointed authorised collection agents by way of additional facility, 
while the modalities of selection and appointment of collection agents are left 
to the discretion of the Lead Manager, it is to be ensured that the agents so 
selected are properly equipped for the purpose, both in terms of 
infrastructure and manpower requirements and the necessary disclosures 
including the names and addresses of such agents are made in the offer 
document.
The investors from places where the mandatory collection centres and 
authorised collection centres are not located, can forward their applications 
along with stockinvests to the registrars to the issue directly by Registered 
Post with Acknowledgement Due and such applications are dealt with by the 
Registrars to the Issue in the normal course.
In case of book building, the brokers so appointed accepting applications and 
application money are considered as collection centres. The company/lead 
manager would ensure that brokers having terminals are appointed in 
compliance with the requirement of mandatory collection centres. The norms 
applicable to mandatory collection centres are applicable to bidding centres 
also.
Minimum Subscription 
For Non-underwritten Public Issues
If the company does not receive the minimum subscription of 90% of the 
issued amount on the date of closure of the issue, or if the subscription level 
falls below 90% after the closure of issue on account of cheques having 
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being returned unpaid or withdrawal of applications, the company would 
refund the entire subscription amount received. If there is a delay beyond 8 
days after the company becomes liable to pay the amount, the company is 
required to pay interest as per Section 73 of the Companies Act 1956.
For Underwritten Public Issues
If the company does not receive the minimum subscription of 90% of the net 
offer to public including devolvement of Underwriters within 60 days from the 
date of closure of the issue, the company would refund the entire 
subscription amount received. If there is a delay beyond 8 days after the 
company becomes liable to pay the amount, the company is required to pay 
interest prescribed under Section 73 of the Companies Act 1956.
For Composite Issues
The Lead Merchant Banker would ensure that the requirement of "minimum 
subscription" is satisfied both jointly and severally, i.e., independently for both 
rights and public issues and if the company does not receive the minimum 
subscription in either of the issues the company would refund the entire 
subscription received. However, the requirement as to the minimum 
subscription of 90% applicable to the issues made by companies shall not 
apply to an issue made by DFI.
The requirement of minimum subscription is not applicable to offer for sale. 
The requirement is also not applicable to an eligible infrastructure company, 
provided disclosures regarding the alternate source of funding is made in the 
prospectus.
Restrictions on Further Issue of Capital
The Guidelines prohibit a company from making any further issue of capital 
by way of bonus shares, preferential allotment, rights issue or public issue or 
otherwise, during the period commencing from submission of offer document 
to SEBI on behalf of the company for public or rights issue till the securities 
referred to in the said offer document have been listed or application moneys 
have been refunded on account of non-listing or under subscription etc. if 
any, unless full disclosures regarding the total capital to be raised from such 
further issues are made in the draft offer document. However, in case of a 
fast track issue, no such further issue of capital shall be made during the 
period between filing of the red herring prospectus (in case of a book built 
issue) or prospectus (in case of a fixed price issue) with ROC or the letter of 
offer with Designated Stock Exchange and listing of the securities offered in 
the issue and/or refund of application moneys, unless full disclosures 
regarding the total capital proposed to be so raised are made in the offer 
document.
Also no company, pending conversion of fully convertible debentures or 
partly convertible debentures can make issue of any shares by way of bonus 
or rights unless similar benefit is extended to the holders of such FCDs or 
PCDs, through reservation of shares in proportion to such convertible part of 
FCDs/PCDs. The shares so reserved can be issued at the time of conversion 
of such debentures on the same terms on which the bonus or rights issue 
was made. 
Certificates Signed by the Company Secretary or Chartered 
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Accountant, in Case of Listed Companies Making Further Issue of 
Capital

all refund orders of the previous issues were despatched within the 
prescribed time and in the prescribed manner; 

a.

all security certificates were despatched to the allottees within the 
prescribed time and in the prescribed manner; 

b.

the securities were listed on the Stock Exchanges as specified in the offer 
documents. 

c.

The Lead Merchant Banker shall furnish the following certificates duly signed 
by Company Secretary or Chartered Accountants along with the draft offer 
documents that:

Proportionate Allotment

A minimum 50% of the net offer of securities to the public shall initially be 
made available for allotment to retail individual investors, as the case may 
be. 

a.

individual applicants other than retail individual investors, and i.
other investors including Corporate bodies/institutions irrespective of 
the number of shares, debentures, etc. applied for; 

ii.

The balance net offer of securities to the public shall be made available for 
allotment to: 

b.

The unsubscribed portion of the net offer to any one of the categories 
specified in (a) or (b) shall/may be made available for allotment to 
applicants in the other category, if so required. 

c.

The allotment shall be on a proportionate basis within the specified 
categories rounded off to the nearest integer subject to a minimum allotment 
being equal to the minimum application size as fixed and disclosed by the 
issuer. The proportionate allotments of securities in an issue that is 
oversubscribed should be subject to the reservation for retail individual 
investors as:

The words “a minimum of 50% of the public offer” used in (a) above mean 
that if the category of retail individual investors was to be entitled to get 70% 
of the public offer in accordance with proportionate formula, the category 
should get 70%. If the category is entitled to get only 30% of the public offer 
in accordance with the proportionate allotment formula, there should be a 
reservation of a minimum of 50% of the net public offer.

as on the record date (i.e., the date fixed for the purpose of determining 
eligible shareholders), is holding shares which, on the basis of the closing 
price of the shares as on the previous day, are worth up to Rs. 1,00,000/-; 
and 

a.

applies or bids for securities of or for a value of not more than Rs. 
1,00,000/-. 

b.

The word Retail Individual Shareholder has been defined to mean a 
shareholder of a listed company, who –

Basis of Allotment
In a public issue of securities, the Executive Director/Managing Director of 
the Designated Stock Exchange along with the post issue Lead Merchant 
Banker and the Registrars to the Issue shall be responsible to ensure that the 
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basis of allotment is finalised in a fair and proper manner in accordance with 
the guidelines. However in case of book building portion of a book built public 
issue, Chapter XI of SEBI Guidelines shall be applicable.
The drawal of lots (where required) to finalise the basis of allotment, shall be 
done in the presence of a public representative on the Governing Board of 
the Designated Stock Exchange. The basis of allotment should be signed as 
correct by the Executive Director/Managing Director of the designated stock 
exchange and the public representative (where applicable) in addition to the 
lead merchant banker responsible for post issue activities and the Registrar 
to the issue. The designated stock exchange should invite the public 
representative on a rotation basis from out of the various public 
representatives on its governing board.
The listed company would ensure 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 have been taken within 7 
working days of finalisation of basis of allotment.
Coordination with Intermediaries
The Post-issue lead merchant banker shall maintain close co-ordination with 
the Registrars to the Issue and arrange to depute its officers to the offices of 
various intermediaries at regular intervals after the closure of the issue to 
monitor the flow of applications from collecting bank branches, processing of 
the applications including those accompanied by stockinvest and other 
matters till the basis of allotment is finalised, despatch security certificates 
and refund orders completed and securities listed.
Any act of omission or commission on the part of any of the intermediaries 
noticed during such visits shall be duly reported to the Board.
Reservation
"Reservation” mean reservation on Competitive Basis wherein allotment of 
shares is made in proportion to the shares applied for by the concerned 
reserved categories. Reservation on competitive basis can be made in a 
public issue to the Employees of the company, Shareholders of the 
promoting companies in the case of a new company and shareholders of 
group companies in the case of an existing company, Indian Mutual Funds, 
Foreign Institutional Investors, including non resident Indians and overseas 
corporate bodies, Indian and Multilateral development Institutions and 
Scheduled Banks.
In a public issue (not being a composite issue) by a listed company, the 
reservation on competitive basis can be made for retail Individual 
Shareholder. Retail Individual Shareholder means a shareholder of a listed 
company who as on the record date is holding shares, which, on the basis of 
closing price of the shares as on the previous day are worth up to Rs. 
1,00,000 and applies or bids for securities of or for a value of not more than 
Rs. 1,00,000. However it has been provided that the allotment to such 
shareholders is on proportionate basis as in case of allotment in public 
category.
Reservation for Allotment on Firm/Preferential Basis
Reservation for allotment on Firm/Preferential basis out of public offer can be 
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made in respect of Indian mutual funds, Indian and Multilateral Development 
Financial Institution including scheduled banks, FIIs (including NRIs/OCBs), 
employees and shareholders of promoting companies/group companies. In 
respect of allotment of securities on a firm/preferential basis, ceiling of 10% 
exist in case of employees and shareholders. The lock-in period in respect of 
the shares issued on preferential basis pursuant to a scheme approved 
under corporate debt restructuring framework specified by Reserve Bank of 
India, shall commence from the date of allotment and shall continue for a 
period of one year and in case of allotment of partly paid-up shares, the lock-
in period shall commence from the date of allotment and continue for a 
period of one year from the date when shares become fully paid-up. Further 
the allotment of securities to employees and shareholders will be subject to 
such conditions as may be specified by the Government and regulatory 
authorities. The lead merchant banker(s) can also be included in the category 
of persons entitled to firm allotment subject to an aggregate maximum ceiling 
of 5% of the proposed issue of securities. No payment direct or indirect in the 
nature of a discount, commission, allowance or otherwise can be made by 
the body corporate or the promoters in a public issue to the persons who 
have received firm allotment in a public issue. Also, no buy back or stand by 
or similar arrangement should exist with the persons for whom securities are 
reserved for allotment on firm basis. Any firm allotment whether to promoters, 
friends, relatives, financial institutions, mutual funds, etc. in the proposed 
offering is subject to lock-in-period of 3 years from the date of allotment in 
public issue.
Due Diligence
A merchant banker holding a valid certificate of registration is required to be 
appointed to manage the issue. A Memorandum of Understanding (MOU) is 
required to be entered into between lead merchant bankers and the issuer 
company specifying their mutual rights, liabilities and obligations relating to 
the issue.
should not contain any clauses contrary to the provision of the Companies 
Act, 1956 and SEBI (Merchant Bankers) Rules and Regulations, 1992 so as 
to diminish the liabilities and obligations of the lead merchant banker or the 
issuer company. Lead manager is required to exercise due diligence. The 
standard of due diligence shall be such that merchant banker shall satisfy 
himself about all aspects of offering, veracity and adequacy of disclosure in 
offer document. Lead manager who is responsible for preparation of the offer 
documents is required to submit to SEBI draft prospectus complete in all 
respects alongwith the Due Diligence Certificate, Inter se allocation of 
Responsibilities Certificate and a copy of Memorandum of Understanding 
and the requisite fee in accordance with SEBI (Merchant Bankers) Rules and 
Regulations, 1992. In case of a fast track issue, inter se allocation of 
responsibilies is not required to be submitted. In case of a debenture issue, 
the lead merchant banker shall also furnish to the Board a due diligence 
certificate given by the debenture trustee in the prescribed format alongwith 
the draft offer document.
In case of fast track issue, the lead manager shall furnish a due diligence 
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certificate in the prescribed format along with a copy of red herring 
prospectus, prospectus or letter of offer as the case may be.

Certify that all the amendments suggested/observations made by SEBI 
have been given effect to in the prospectus, 

i.

Furnish a fresh due diligence certificate at the time of filing the prospectus 
with the Registrar of Companies, 

ii.

Furnish a fresh certificate immediately before the opening of the issue that 
no corrective action is needed, and 

iii.

Furnish a fresh and final compliance certificate before the issue is closed 
for subscription. 

iv.

In addition to the due diligence certificate to be furnished alongwith the draft 
prospectus, lead managers are also required to –

Post Issue Monitoring Report
The post-issue Lead Merchant Banker shall ensure the submission of the 
post-issue monitoring reports as per formats specified, Irrespective of the 
level of subscription. These reports shall be submitted within 3 working days 
from the due dates.
Due Dates for submitting Post issue monitoring Reports in case of Public 
Issues

3 day monitoring report in case of issue through book building route, for 
book built portion. 

a.

The due date of the report shall be 3rd day from the date of allocation in 
the book built portion or one day prior to the opening of the fixed price 
portion whichever is earlier.
3 day monitoring report in other cases, including fixed price portion of 
book built issue. 

b.

The due date for the report shall be the 3rd day from the date of closure of 
the issue.

The due date for submitting Post Issue Monitoring report in case of public 
issues by listed and unlisted companies

Final post issue monitoring report for all issues
The due date for this report shall be the 3rd day from the date of listing or 78 
days from the date of closure of the subscription of the issue, whichever is 
earlier.

3-Day Post-Issue Monitoring Reporta.
The due date for this report shall be the 3rd day from the date of closure 
of subscription of the issue.
50-Day Post-Issue Monitoring Report
The due date for this report shall be the 50th day from the date of closure 
of subscription of the issue.
The post issue lead manager is required to file a due diligence certificate 
along with final post issue monitoring report. 

b.

The due dates for submitting post issue monitoring report in case of Rights 
issues.

Allotment of Securities
The company agrees that as far as possible allotment of securities offered to 
the public shall be made within 30 days of the closure of public issue. The 
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company further agrees that it shall pay interest @15% per annum if the 
allotment letters/ refund orders have not been despatched to the applicants 
or if, in a case where the refund or portion thereof is made in electronic 
manner, the refund instructions have not been given to the clearing system in 
the disclosed manner within 30 days from the date of the closure of the issue. 
However applications received after the closure of issue. However, 
applications received after the closure of issue in fulfillment of underwriting 
obligations to meet the minimum subscription requirement, shall not be 
entitled for the said interest. In case of book-built issue allotment of shares 
are to be made within 15 days of the closure of issue.
Despatch of Letter of Allotment and Share Certificates
The Company shall take such steps as are necessary to ensure the 
completion of allotment and despatch of letters of allotment and refund 
orders to the applicants including NRIs soon after the basis of allotment has 
been approved by the stock exchanges and in any case not later than the 
statutory time limit and in the event of failure to do so pay interest to the 
applicants as provided under the Companies Act, 1956.
The lead merchant banker shall ensure that the despatch of share 
certificates/ refund orders and demat credit is completed and the allotment 
and listing documents submitted to the stock exchanges within 2 working 
days of the date of allotment.
Compliance Officer
Every company making a public issue is required to appoint a compliance 
officer and intimate the name of the compliance officer to SEBI. Compliance 
Officer shall directly liaise with SEBI with regard to compliance with various 
laws, rules regulations, and other directives issued by SEBI and investor 
complaints related matters. He is also required to co-ordinate with regulatory 
authorities in various matters and provide necessary guidance so as to 
ensure compliance internally and ensure that observations made/deficiency 
pointed out by SEBI do not recur. In terms of Clause 47 of the listing 
Agreement of Stock Exchanges, Compliance Officer shall be Company 
Secretary of the Company, who shall be responsible for ensuring the 
correctness, authenticity and comprehensiveness of the information, 
statements, reports etc. filled under corporate filing and dissemination system 
as specified in Clause 52(1)(b) of the listing agreement.
Redressal of Investors Grievances
The Guidelines make it necessary for companies to assign high priority to 
investor grievances and ensure that all preventive steps have been taken to 
minimise the number of complaints. Proper grievance monitoring and 
redressal system should be set in consultation with the lead merchant banker 
and Registrar to an issue and necessary measures to resolve the grievances 
quickly and lead merchant banker should closely associate with the post 
issue refund and allotment activities and regularly monitor investor 
grievances arising therefrom.

The company shall disclose the time normally taken by it for disposal of 1.

The offer documents shall necessarily disclose the arrangements or any 
mechanism evolved by the company for redressal of investor grievances.
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various types of investor grievances. 
Similar disclosure shall be made in regard to the listed companies under 
the same management within the meaning of Section 370(1B) of the 
Companies Act for the period of 3 years prior to the date of filing of the 
offer documents with ROC/Stock Exchange. 

2.

Powers of SEBI
Chapter XVII of SEBI guidelines empowers SEBI to issue directions to the 
persons concerned, the stock exchanges and the intermediaries.
In case of the violation of these guidelines, SEBI has been empowered to 
direct the persons concerned to refund any money collected under an issue 
to the investors with or without requisite interest as the case may be and not 
to access the capital market for a particular period. In respect of violations by 
stock exchanges, SEBI can direct the exchange concerned not to list or 
permit trading in the securities and to forfeit the security deposit by the issuer 
company. In case of violations by intermediaries, SEBI may suspend or 
cancel the certificate of registration of any intermediary who fails to exercise 
due diligence or fails to comply with the obligations entrusted under the 
guidelines or who is alleged to have updated any of these guidelines. SEBI is 
under an obligation to follow the specified procedures provided under the 
regulations dealing with such intermediaries.
Disclaimer Clause of SEBI
SEBI vide its Circular SEBI/CFD/DIL/DIP/17/2005/11/11 dated November 11, 
2005 modified the format of issue advertisement in Schedule XX-A of SEBI 
DIP Guidelines. The amendment provide for inclusion of SEBI Disclaimer 
Clause which reads as under:
“Disclaimer Clause of SEBI – SEBI only gives its observations on the offer 
documents and this does not constitute approval of either the issue or the 
offer document.”
Book Building
Book Building means a process undertaken by which a demand for the 
securities proposed to be issued by a body corporate is build up and a ‘Fair 
Price’ and ‘Quantum’ of securities to be issued is finally determined. In the 
Book Building process, the Book Runner Lead Manager (BRLM) maintains a 
‘Book’ wherein the bids placed by individual and institutional investors 
through the syndicate members, (generally merchant bankers) are recorded. 
The syndicate members enter into an underwriting agreement with BRLM 
and the BRLM in turn enters into an underwriting agreement with the 
company and in the event of syndicate members not fulfilling their 
underwriting obligations, the BRLM brings in the development.
Presently the book Building process is monitored under two schemes-75% 
Book Building Process and 100% book Building Process. An issuer company 
proposing to issue capital through book building is required to comply with 
the following requirements:
75% Book Building Process
In an issue of securities to the public through a prospectus the option for 75% 
book building shall be available to the issuer company subject to the 
following:
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The option of book-building is available to all body corporate which are 
otherwise eligible to make an issue of capital to the public. 

1.

The book-building facility is available as an alternative to, and to the 
extent of the percentage of the issue which can be reserved for firm 
allotment, as per these Guidelines. 

2.

The issuer company has an option of either reserving the securities for 
firm allotment or issuing the securities through book-building process. 

3.

The issue of securities through book-building process should be 
separately identified/indicated as 'placement portion category', in the 
prospectus and the securities available to the public are to be identified as 
'net offer to the public'. 

4.

The requirement of minimum 25% of the securities to be offered to the 
public is applicable. 

5.

In case the book-building option is availed of, underwriting is mandatory to 
the extent of the net offer to the public. 

6.

The draft prospectus containing all the information except the information 
regarding the price at which the securities are offered is required to be 
filed with SEBI. 

7.

One of the lead merchant banker to the issue is required to be nominated 
by the issuer company as a Book Runner and his name would be 
mentioned in the prospectus. The copy of the draft prospectus filed with 
the Board may be circulated by the Book Runner to the institutional buyers 
who are eligible for firm allotment and to the intermediaries eligible to act 
as underwriters inviting offers for subscribing to the securities. 

8.

The draft prospectus to be circulated shall indicate the price band within 
which the securities are being offered for subscription. 

9.

The Book Runner on receipt of the offers shall maintain a record of the 
names and number of securities ordered and the price at which the 
institutional buyer or underwriter is willing to subscribe to securities under 
the placement portion. 

10.

The underwriter(s) is required to maintain a record of the orders received 
by him for subscribing to the issue out of the placement portion. The 
underwriter(s) shall aggregate the offers so received for subscribing to the 
issue and intimate to the Book Runner the aggregate amount of the orders 
received by him. 

11.

The institutional investor shall also forward its orders, if any, to the book 
runner. 

12.

On receipt of the information, the Book Runner and the issuer company 
shall determine the price at which the securities shall be offered to the 
public. The issue price for the placement portion and offer to the public 
shall be the same. 

13.

After determination of the price of the underwriter shall enter into an 
underwriting agreement with the issuer indicating the number of securities 
as well as the price at which the underwriter shall subscribe to the 
securities. The Book Runner has an option of requiring the underwriters to 
the net offer to the public to pay in advance all monies required to be paid 
in respect of their underwriting commitment. In case the Book Runner has 

14.
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exercised the option of requiring the underwriter to the net offer to the 
public to pay in advance all moneys required to be paid in respect of their 
underwriting commitment by the eleventh day of the closure of the issue 
the shares allotted as per the private placement category shall be eligible 
to be listed. 
On determination of the issue price within two day, thereafter the 
prospectus is filed with the Registrar of Company. 

15.

The issuer company is required to open two different accounts for 
collection of application moneys, one for the private placement portion and 
the other for the public subscription. 

16.

Book Runner shall collect from the institutional buyers and the 
underwriters the application forms along with the application moneys to 
the extent of the securities proposed to be allotted to them / subscribed by 
them, one day prior to the opening of the issue to the public 

17.

Allotments for the private placement portion shall be made on the second 
day from the closure of the issue. However, to ensure that the securities 
allotted under placement portion and public portion are pari passu in all 
respects, the issuer company may have one date of allotment which shall 
be the deemed date of allotment for the issue of securities through book 
building process. 

18.

Allotment of securities under the pubic category shall be made as per the 
Guidelines and shall be eligible to be listed. 

19.

In case of undersubscription in the net offer to the public spillover to the 
extent of under subscription shall be permitted from the placement portion 
to the net offer to the public portion subject to the condition that 
preference shall be given to the individual investors. However, in case of 
under subscription in the placement portion spillover shall be permitted 
from the net offer to the public to the placement portion. 

20.

The issuer company may pay interest on the application moneys till the 
date of allotment or the deemed date of allotment provided that payment 
of interest is uniformly given to all the applicants. 

21.

The Book Runner and other intermediaries associated with the book 
building process shall maintain records of the book building process and 
SEBI has the right to inspect such records. 

22.

100% of the net offer to the public through book building process, or a.
75% of the net offer to the public through book building process and 
25% at the price determined through book building. 

b.

An issuer company may, subject to the requirements specified in this 
chapter, make an issue of securities to the public through a prospectus in 
the following manner: 

1.

‘permanent employees of the issuer company and in the case of a new 
company the permanent employees of the promoting companies'; 

a.

‘shareholders of the promoting companies in the case of a new 
company and shareholders of group companies in the case of an 

b.

Reservation or firm allotment to the extent of percentage specified in 
these Guidelines can be made only to the following categories 

2.

Offer to Public Through Book Building Process
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existing company’ either on a ‘competitive basis’ or on a ‘firm allotment 
basis’. 
persons who, on the date of filing of the draft offer document with the 
Board, have business association, as depositors, bondholders and 
subscribers to services, with the issuer making an initial public offering, 
provided that allotment to such persons shall not exceed 5% of the 
issue size. 

c.

However, no reservation can be made for the issue management team, 
syndicate members, their promoters, directors and employees and for the 
group/associate companies of issue management team and syndicate 
members and their promoters, directors and employees.
The issuer company is required to enter into an agreement with one or 
more of the Stock Exchange(s) which have the requisite system of on-line 
offer of securities. The agreement would cover inter-alia, the rights, duties, 
responsibilities and obligations of the company and stock exchange (s) 
inter se. The agreement may also provide for a dispute resolution 
mechanism between the company and the stock exchange. 

3.

The company may also apply for listing of its securities on an exchange 
other than the exchange through which it offers its securities to public 
through the on-line system.
The Lead Merchant Banker shall act as the Lead Book Runner.In case the 
issuer company appoints more than one merchant banker,the names of all 
such merchant bankers who have submitted the due diligence certificate 
to SEBI, may be mentioned on the front cover page of the prospectus. A 
disclosure to the effect that " the investors may contact any of such 
merchant bankers, for any complaint pertaining to the issue" is required to 
be made in the prospectus, after the "risk factors. 

4.

The lead book runner/issuer may designate, in any manner, the other 
Merchant Bankers if the inter-se allocation of responsibilities amongst the 
merchant bankers is disclosed in the prospectus on the page giving the 
details of the issue management team and a co-ordinator has been 
appointed amongst the lead book runners, for the purpose of co-ordination 
with SEBI. However the names of only those merchant bankers who have 
signed the inter-se allocation of responsibilities would be mentioned in the 
offer document on the page where the details of the issue management 
team is given. 

5.

The primary responsibility of building the book is of the Lead Book 
Runner. 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 Book Runner(s)/syndicate 
members shall appoint brokers of the exchange, who are registered with 
SEBI, for the purpose of accepting bids, applications and placing orders 
with the company and ensure that the brokers so appointed are financially 
capable of honouring their commitments arising out of defaults of their 
clients/investors, if any. 

6.

The brokers, so appointed accepting applications and application monies, 
are considered as ‘bidding/collection centres’. The broker/s so appointed, 

7.
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shall collect the money from his/their client for every order placed by 
him/them and in case the client/investors fails to pay for shares allocated 
as per the Guidelines, the broker shall pay such amount. The company 
shall pay to the broker/s a commission/fee for the services rendered by 
him/them. The exchange shall ensure that the broker does not levy a 
service fee on his clients/investors in lieu of his services 
The draft prospectus containing all the disclosures as laid down in 
Chapter VI except that of price and the number of securities to be offered 
to the public shall be filed by the Lead Merchant Banker with SEBI. The 
total size of the issue shall be mentioned in the draft prospectus. 

8.

The red herring prospectus shall disclose, either the floor price of the 
securities offered through it or a price band along with the range within 
which the price can move, if any. 

9.

In case of a further public issue of a class of securities which is already 
listed on a recognised stock exchange, it shall not be necessary to 
disclose the floor price or price band in the red-herring prospectus if the 
same is disclosed by way of an announcement made by the issuer or the 
merchant banker at least one day before the opening of the bid in all those 
newspapers where pre-issue advertisement was released.

a statement that the floor price or price band, as the case may be, shall 
be disclosed one before the opening of the bid; 

a.

a statement that the investors may be guided in the meantime by the 
secondary market prices; 

b.

names and editions of the newspapers where the announcement of the 
floor price or price band would be made; 

c.

names of websites (with address), journals or other media in which the 
said announcement will be made. 

d.

Where the issuer opts not to make the disclosure of the price band or floor 
price in the red-herring prospectus in terms of the foregoing proviso, the 
following shall be additionally disclosed in the red-herring prospectus:

The cap of the price band should not be more than 20% of the floor of 
the band; i.e., cap of the price band shall be less than or equal to 120% 
of the floor of the price band 

a.

The price band can be revised during the bidding period in which case 
the maximum revision on either side shall not exceed 20% i.e floor of 
price band can move up or down to the extent of 20% of floor of the 
price band disclosed in the red herring prospectus and the cap of the 
revised price band will be fixed in accordance with Clause (a) above; 

b.

Any revision in the price band shall be widely disseminated by 
informing the stock exchanges, by issuing press release and also 
indicating the change on the relevant website and the terminals of the 
syndicate members. 

c.

In case the price band is revised, the bidding period shall be extended 
for a further period of three days, subject to the total bidding period not 
exceeding thirteen days. 

d.

In case the red herring prospectus discloses the price band, the lead book 
runner shall ensure that:
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The manner in which the shortfall, if any, in the project financing, 
arising on account of lowering of price band to the extent of 20% will be 
met shall be disclosed in the red herring prospectus. It shall also be 
disclosed that the allotment shall not be made unless the financing is 
tied up. 

e.

In case of appointment of more than one Lead Merchant Banker or Book 
Runner for book building, the rights, obligations and responsibilities of 
each should be delineated. In case of an under subscription in an issue, 
the shortfall shall have to be made good by the Book Runner(s) to the 
issue and the same shall be incorporated in the inter se allocation of 
responsibility as provided in the Guidelines. 

10.

The issuer company shall circulate the application forms to the Brokers 11.
The pre-issue obligations and disclosure requirements as specified in 
Chapter V and VI respectively of these Guidelines, shall be applicable to 
issue of securities through book building unless stated otherwise in this 
Chapter. 

12.

The Book Runner(s) and the issuer company shall determine the issue 
price based on the bids received through the ‘syndicate members’. 

13.

Retail individual investors may bid at "cut off" price instead of their writing 
the specific bid prices in the bid forms. 

14.

On determination of the price, the number of securities to be offered shall 
be determined i.e. issue size divided by the price which has been 
determined. 

15.

Once the final price (cut-off price) is determined all those bidders whose 
bids have been found to be successful shall become entitle for allotment 
of securities. 

16.

No incentive, whether in cash or kind, shall be paid to the investors who 
have become entitled for allotment of securities. 

17.

The broker may collect an amount to the extent of 100% of the application 
money as margin money from the clients/investors before he places an 
order on their behalf. The margin collected from categories other than 
Qualified Institutional Buyers shall be uniform across the book 
runner(s)/syndicate members, for each such category. 

18.

The broker/syndicate member shall collect an amount of not less than ten 
percent of the application money as margin money in respect of bids 
placed by qualified institutional buyers. 

19.

Bids for securities beyond the investment limit prescribed under relevant 
laws shall not be accepted by the syndicate members/brokers from any 
category of clients/investors. 

20.

The lead book runner may reject a bid placed by a qualified institutional 
buyer for reasons to be recorded in writing provided that such rejection 
shall be made at the time of acceptance of the bid and the reasons 
therefor shall be disclosed to the bidders. Necessary disclosures in this 
regard shall also be made in the offer document. 

21.

On determination of the entitlement, the information regarding the same 
i.e. the number of securities which the investor becomes entitled shall be 
intimated immediately to the investors. 

22.
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The final prospectus containing all disclosures as per these Guidelines 
including the price and the number of securities proposed to be issued 
shall be filed with the Registrar of Companies. 

23.

Arrangement shall be made by the issuer for collection of the applications 
by appointing mandatory collection centres as per these Guidelines. 

24.

The online, real time graphical display of demand and bid prices at the 
bidding terminals, shall be made. The book running lead manager shall 
ensure the availability of adequate infrastructure for data entry of the bids 
on a real time basis. 

25.

The bidding terminals shall contain a online graphical display of demand 
and bid prices updated at periodic intervals not exceeding 30 minutes. 
The book running lead manager shall ensure the availability of adequate 
infrastructure for data entry of the bids in a timely manner. 

26.

The investors who had not participated in the bidding process or have not 
received intimation of entitlement of securities may also make an 
application. 

27.

Additional Disclosures in case of Book Building

The particulars of syndicate members, brokers, registrars, bankers to the 
issue, etc. 

i.

The following statement shall be given under the 'basis for issue price': ii.
"The issue price has been determined by the Issuer in consultation with 
the Book Runner(s), on the basis of assessment of market demand for the 
offered securities by way of Book-building."

EPS, pre-issue, for the last three years (as adjusted for changes in 
capital). 

1.

P/E pre-issue 2.
Average return on net-worth in the last three years. 3.
Net-Asset value per share based on last balance sheet. 4.
Comparison of all the accounting ratios of the issuer company as 
mentioned above with the industry average and with the accounting 
ratios of the peer group (i.e companies of comparable size in the same 
industry. (Indicate the source from which industry average and 
accounting ratios of the peer group has been taken) 

5.

The accounting ratios disclosed in the offer document shall be 
calculated after giving effect to the consequent increase of capital on 
account of compulsory conversions outstanding, as well as on the 
assumption that the options outstanding, if any, to subscribe for 
additional capital shall be exercised) 

6.

The following accounting ratios shall be given under the basis for issue 
price for each of the accounting periods for which the financial information 
is given: 

iii.

The proposed manner of allocation among respective categories of 
investors, in the event of under subscription. 

iv.

Apart from meeting the disclosure requirements as specified in these 
Guidelines, the following disclosures shall be suitably made:

Procedure for bidding
The method and process of bidding should be in compliance of the following 
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Bid shall be open for atleast three days and not more than seven working 
days, which may be extended to a maximum of ten working days in case 
the price band is revised in accordance with the guidelines 

i.

the date of opening and closing of the bidding(not less than 5 days. a.
the names and addresses of the syndicate members as well as the 
bidding terminals for accepting the bids. 

b.

the method and process of bidding. c.

The advertisement made contains the following: ii.

Bidding shall be permitted only if an electronically linked transparent 
facility is used. 

iii.

The ‘syndicate members’ shall be present at the bidding centres so that at 
least one electronically linked computer terminal at all the bidding centres 
is available for the purpose of bidding. 

iv.

The number of bidding centres, in case 75% of the net offer to the public 
is offered through the book building, process shall not be less than the 
number of mandatory collection centres as specified in these regulations. 
In case 100% of the net offer to the public is made through book building 
process, the bidding centres shall be at all the places, where the 
recognised stock exchanges are situated. The same norms as applicable 
for collection centres shall be applicable for the bidding centres also. 

v.

Individual as well as qualified institutional buyers shall place their bids only 
through the ‘brokers’ who shall have the right to vet the bids. The 
applicant shall enclose the proof of DP ID and Client ID along with the 
application, while making bid 

vi.

During the period the issue is open to the public for bidding, the applicants 
may approach the brokers of the stock exchange/s through which the 
securities are offered under on-line system, to place an order for bidding 
to the securities. 

vii.

Every broker shall accept orders from all clients/investors who place 
orders through him. The investors shall have the right to revise their bids 
provided that Qualified Institutional Buyers shall not be allowed to 
withdraw their bids after the closure of the bidding. 

viii.

There shall be a standard bidding form to ensure uniformity in bidding and 
accuracy. The bidding form shall contain information about the investor, 
the price and the number of securities that the investor wishes to bid. The 
bidding form before being issued to the bidder shall be serially numbered 
at the bidding centres and date and time stamped. The serial number may 
be system generated or stamped with an automatic numbering machine. 
The bidding form shall be issued in duplicate signed by the investor and 
countersigned by the syndicate member, with one form for the investor 
and the other for the syndicate member(s)/Book Runner(s). 

ix.

At the end of each day of the bidding period the demand shall be shown 
graphically on the terminals for information of the syndicate members as 
well as the investors. The identities of the Qualified Institutional Buyers 
making the bidding, would however not be made public. 

x.

requirements:

The stock exchanges shall display data pertaining to book built issues in a 
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uniform format, inter alia giving category wise details of bids received. The 
data pertaining to an issue shall be displayed on the site for a period of 
atleast three days after closure of bids.
Maintenance of Books and Records
A final book of demand showing the result of the allocation process shall be 
maintained by the book runner/s. The Book Runner/s and other 
intermediaries in the book building process associated shall maintain records 
of the book building prices. SEBI has the right to inspect the records, books 
and documents relating to the Book building process and such person shall 
extend full cooperation.
All references mentioned above with respect to draft prospectus shall be 
construed as having been made to ‘red herring prospectus’ in application to 
fast track issues.
Green Shoe Option Facility
An issuer company making a public offer of equity shares can avail of the 
Green Shoe Option (GSO) for stabilizing the post listing price of its shares, 
subject to the provisions stipulated in the Chapter VIII-A of SEBI (DIP) 
Guidelines, 2000 guidelines.
A company desirous of availing this option, should in the resolution of the 
general meeting authorising the public issue, seek authorisation also for the 
possibility of allotment of further shares to the ‘Stabilising Agent’ (SA) at the 
end of the stabilisation period.
The company should appoint one of the merchant bankers or book runners, 
amongst the issue management team, as the “stabilising agent” (SA), who 
will be responsible for the price stabilisation process, if required. The SA shall 
enter into an agreement with the issuer company, prior to filing of offer 
document with SEBI, clearly stating all the terms and conditions relating to 
this option including fees charged/expenses to be incurred by SA for this 
purpose.
The SA should also enter into an agreement with the promoter(s) or pre-
issue shareholders who will lend their shares under the provisions of this 
scheme, specifying the maximum number of shares that may be borrowed 
from the promoters or the shareholders, which shall not be in excess of 15% 
of the total issue size.
The details of the agreements mentioned above should be disclosed in the 
draft prospectus, the draft Red Herring prospectus, Red Herring prospectus 
and the final prospectus. The agreements should also be included as 
material documents for public inspection. The lead merchant banker or the 
Lead Book Runner, in consultation with the SA, shall determine the amount 
of shares to be over-allotted with the public issue, subject to the maximum 
number specified above.

Name of the SA. a.
The maximum number of shares (as also the percentage vis-a-vis the 
proposed issue size) proposed to be over-allotted by the company. 

b.

The draft prospectus, draft Red Herring prospectus, the Red Herring 
prospectus and the final prospectus should contain the following additional 
disclosures:
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The period, for which the company proposes to avail of the stabilisation 
mechanism. 

c.

The maximum increase in the capital of the company and the 
shareholding pattern post issue, in case the company is required to allot 
further shares to the extent of over-allotment in the issue. 

d.

The maximum amount of funds to be received by the company in case of 
further allotment and the use of these additional funds, in final document 
to be filed with ROC. 

e.

Details of the agreement/arrangement entered into by SA with the 
promoters to borrow shares from the latter which inter alia shall include 
name of the promoters, their existing shareholding, number and 
percentage of shares to be lent by them and other important terms and 
conditions including the rights and obligations of each party. 

f.

The final prospectus shall additionally disclose the exact number of shares 
to be allotted pursuant to the public issue, stating separately therein the 
number of shares to be borrowed from the promoters and over-allotted by 
the SA, and the percentage of such shares in relation to the total issue 
size. 

g.

In case of an initial public offer by a unlisted company, the promoters and 
pre-issue shareholders and in case of public issue by a listed company, the 
promoters and pre-issue shareholders holding more than 5% shares, may 
lend the shares subject to the provisions of this scheme. The SA should 
borrow shares from the promoters or the pre-issue shareholders of the issuer 
company or both, to the extent of the proposed over-allotment. However, the 
shares so referred shall be in dematerialized form only.
The allocation of these shares should be pro rata to all the applicants.
The stabilisation mechanism should be available for the period disclosed by 
the company in the prospectus, which shall not exceed 30 days from the date 
when trading permission was given by the exchange(s).
The SA should open a special account with a bank to be called the “Special 
Account for GSO proceeds of……… company” (hereinafter referred to as the 
GSO Bank Account) and a special account for securities with a depository 
participant to be called the “Special Account of GSO shares of……….. 
company” (hereinafter referred to as the GSO Demat Account).
The money received from the applicants against the over-allotment in the 
green shoe option should be kept in the GSO Bank Account, distinct from the 
issue account and shall be used for the purpose of buying shares from the 
market, during the stabilisation period.
The shares bought from the market by the SA, if any during the stabilisation 
period, should be credited to the GSO Demat Account.
The shares bought from the market and lying in the GSO Demat Account 
should be returned to the promoters immediately, in any case not later than 2 
working days after the close of the stabilisation period.
The prime responsibility of the SA should be to stabilise post listing price of 
the shares. To this end, the SA should determine the timing of buying the 
shares, the quantity to be bought, the price at which the shares are to be 
bought etc.
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On expiry of the stabilisation period, in case the SA does not buy shares to 
the extent of shares over-allotted by the company from the market, the issuer 
company shall allot shares to the extent of the shortfall in dematerialized form 
to the GSO Demat Account, within five days of the closure of the stabilisation 
period. These shares shall be returned to the promoters by the SA in lieu of 
the shares borrowed from them and the GSO Demat Account shall be closed 
thereafter. The company shall make a final listing application in respect of 
these shares to all the exchanges where the shares allotted in the public 
issue are listed. The provisions relating to preferential issues shall not be 
applicable to such allotment.
The shares returned to the promoters as above, as the case may be, shall be 
subject to the remaining lock-in-period as provided in lock-in or pre-issue 
share capital of an unlisted company.
The SA shall remit an amount equal to (further shares allotted by the issuer 
company to the GSO Demat Account) (issue price) to the issuer company 
from the GSO Bank Account. The amount left in this account, if any, after this 
remittance and deduction of expenses incurred by the SA for the stabilisation 
mechanism, shall be transferred to the investor protection fund(s) of the stock 
exchange(s) where the shares of issuer company are listed, in equal parts if 
the shares are listed in more than one exchanges. The GSO Bank Account 
shall be closed soon thereafter.
The SA should submit a report to the stock exchange(s) on a daily basis 
during the stabilisation period. The SA should also submit a final report to 
SEBI in the format specified in Schedule XXIX. (Flag B). This report shall be 
signed by the SA and the company. This report shall be accompanied with a 
depository statement for the “GSO Demat Account” for the stabilisation 
period, indicating the flow of the shares into and from the account. The report 
shall also be accompanied by an undertaking given by the SA and 
countersigned by the depository(ies) regarding confirmation of lock-in on the 
shares returned to the promoters in lieu of the shares borrowed from them for 
the purpose of the stabilisation.

— in respect of each transaction effected in the course of the stabilising 
action, the price, date and time.
— the details of the promoters from whom the shares are borrowed and 
the number of shares borrowed from each; and
— details of allotments made.

The SA shall maintain a register in respect of each issue having the green 
shoe option in which he acts as a SA. The register shall contain the following 
details of:

The register must be retained for a period of at least three years from the 
date of the end of the stabilising period.
For the aforesaid, over allotment shall mean an allotment or allocation of 
shares in excess of the size of a public issue, made by the SA out of shares 
borrowed from the promoters or the pre-issue shareholders or both, in 
pursuance of green shoe option exercised by the company in accordance 
with the provisions of the scheme.
IPO Grading
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IPO grading (initial public offering grading) is a service aimed at facilitating 
the assessment of equity issues offered to public. The grade assigned to any 
individual issue represents a relative assessment of the ‘fundamentals’ of 
that issue in relation to the universe of other listed equity securities in India. 
Such grading is assigned on a five-point point scale with a higher score 
indicating stronger fundamentals. 
IPO grading is different from an investment recommendation. Investment 
recommendations are expressed as ‘buy’, ‘hold’ or ‘sell’ and are based on a 
security specific comparison of its assessed ‘fundamentals factors’ (business 
prospects, financial position etc.) and ‘market factors’ (liquidity, demand 
supply etc.) to its price. On the other hand, IPO grading is expressed on a 
five-point scale and is a relative comparison of the assessed fundamentals of 
the graded issue to other listed equity securities in India. 
As the IPO grading does not take cognizance of the price of the security, it is 
not an investment recommendation. Rather, it is one of the inputs to the 
investor to aiding in the decision making process. 
As per SEBI (DIP) Guidelines, an unlisted company making an IPO of equity 
shares or any other security which may be converted into or exchanged with 
equity shares at a later date has to mandatory to obtain grading for such an 
IPO from one or more credit rating agencies.

the unlisted company has obtained grading for the IPO from at least one 
credit rating agency; 

i.

disclosures of all the grades obtained, along with the rationale/description 
furnished by the credit rating agency(ies) for each of the grades obtained, 
have been made in the Prospectus (in case of fixed price issue) or Red 
Herring Prospectus (in case of book built issue); and 

ii.

the expenses incurred for grading IPO have been borne by the unlisted 
company obtaining grading for IPO. 

iii.

Accordingly, no unlisted company shall make an IPO of equity shares or any 
other security which may be converted into or exchanged with equity shares 
at a later date, unless the following conditions are satisfied as on the date of 
filing of Prospectus (in case of fixed price issue) or Red Herring Prospectus 
(in case of book built issue) with ROC:

SEBI has been taking a pioneering role in investor protection by increasing 
disclosure levels by entities seeking to access equity markets for funding. 
This has caused India to be amongst one of the more transparent and 
efficient capital markets in the world. However, these disclosures demand 
fairly high levels of analytical sophistication of the reader in order to 
effectively achieve the goal of information dissemination. 
IPO grading is positioned as a service that provides ‘an independent 
assessment of fundamentals’ to aid comparative assessment that would 
prove useful as an information and investment tool for investors. Moreover, 
such a service would be particularly useful for assessing the offerings of 
companies accessing the equity markets for the first time where there is no 
track record of their market performance.
As mentioned above, the IPO grade assigned to any issue represents a 
relative assessment of the ‘fundamentals’ of that issue in relation to the 
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universe of other listed equity securities in India. This grading can be used by 
the investor as tool to make investment decision. The IPO grading will help 
the investor better appreciate the meaning of the disclosures in the issue 
documents to the extent that they affect the issue’s fundamentals. Thus, IPO 
grading is an additional investor information and investment guidance tool. 
IPO grading is optional.
Procedure for IPO grading
Credit Rating agencies (CRAs) registered with SEBI will carry out IPO 
grading. 
SEBI does not play any role in the assessment made by the grading agency. 
The grading is intended to be an independent and unbiased opinion of that 
agency. 
It is intended that IPO fundamentals would be graded on a five point scale 
from grade 5 (indicating strong fundamentals) to grade 1 (indicating poor 
fundamentals). The grade would l read as: "Rating Agency name" IPO Grade 
1 viz. CARE IPO Grade 1, CRISIL IPO Grade 1 etc.
The assigned grade would be a one time assessment done at the time of the 
IPO and meant to aid investors who are interested in investing in the IPO. 
The grade will not have any ongoing validity. 

— Seek information required for the grading from the company.
— On receipt of required information, have discussions with the 
company’s management and visit the company’s operating locations, if 
required. 
— Prepare an analytical assessment report.
— Present the analysis to a committee comprising senior executives of 
the concerned grading agency. This committee would discuss all relevant 
issues and assign a grade.
— Communicate the grade to the company along with an assessment 
report outlining the rationale for the grade assigned.

The company needs to first contact one of the grading agencies and 
mandate it for the grading exercise. The agency would then follow the 
process outlined below. 

Though this process will ideally require 2-3 weeks for completion, it may be a 
good idea for companies to initiate the grading process about 6-8 weeks 
before the targeted IPO date to provide sufficient time for any contingencies.

PROCEDURE FOR ISSUE OF SECURITIES

Issue of Shares to the PublicI.
A company proposing to raise resources by a public issue should first select 
the type of securities i.e. shares and/or debentures to be issued by it. In case 
the company has applied for financial assistance to any of the 
financial/investment institutions, the requirement of the funds to be raised 
from the public is to be decided in consultation with the said institution while 

In the light of the provisions of the Companies Act and the guidelines issued by 
Government/SEBI under the Securities Contract (Regulations) Rules, 1956 and 
SEBI Act, 1992, the procedure for issue of securities to be followed by 
companies is given below. This procedure should be read along with the 
relevant SEBI guidelines and provisions of the other Acts.

   SL&C Page 35   



Compliance with SEBI Guidelines1.
Before making any issue of capital, it is to be ensured that the proposed 
issue complies with the eligibility norms and other provisions of SEBI 
(Disclosure and Investor Protection) Guidelines, 2000.
Holding of general meeting2.
A general meeting of the shareholders (annual or extraordinary) is to be 
convened for obtaining their consent to the proposed issue of shares if the 
articles so require. In case the proposed issue requires any increase in 
authorised share capital (Section 94), alteration in capital clause of the 
Memorandum of Association (Section 16), alteration of the articles of 
association (Section 31) etc. the approvals for the same should also be 
obtained at the General Meeting.
Intimation to Stock Exchange3.
A copy of the Memorandum and Articles of Association of the company is 
to be sent to the Stock Exchanges where the shares are to be enlisted, for 
approval [Section 73(1)].
Appointment of managers to the issue4.
Company issuing shares is to appoint one or more Merchant Bankers to 
act as managers to the public issue. The company should enter into a 
memorandum of understanding with the managers to the issue and decide 
the fees payable to them. Lead Managers are free to negotiate with the 
Managements their fee for handling the issue. If more than one Merchant 
Bankers are associated with the issue, the inter-se allocation of 
responsibility of each of them, shall be disclosed in the offer document.
Appointment of various other agencies5.
The company should in consultation with the Managers to the issue, 
decide upon the appointment of the following other agencies:
(a) Registrars to the Issue; (b) Collecting bankers to the Issue; (c) 
Advisors to the Issue; (d) Underwriters to the Issue; (e) Brokers to the 
Issue; (f) Printers; (g) Advertising Agents etc.
These agencies should be registered with SEBI wherever Registration is a 
condition for handling work by any of these agencies.
Consent of the aforesaid persons should be obtained in writing for acting 
in their respective capacities for filing, with the Registrar of Companies 
alongwith the prospectus.
Drafting of prospectus6.
Next step is to draft a prospectus in accordance with Schedule II of the 
Companies Act and an abridged prospectus as required under Section 
56(3) of the Act. The prospectus should contain the disclosures as 
required by SEBI Guidelines under Chapter VI.
Approval of prospectus7.
The draft prospectus alongwith the application form for issue of shares 
should be got approved by the solicitors/legal advisors of the company to 
ensure that it contains all disclosures and information as required by 

appraising the project of the company. The decision regarding the issue of 
shares to be made at par or premium should be taken. The various steps 
involved in public issue of shares are enumerated below:
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various statutes, rules, notifications, etc. The managers to the issue 
should also verify and approve the draft prospectus. The financial 
institutions providing loan facilities generally stipulate that the prospectus 
should be got approved by them. The company should in such a case, 
forward a copy of the draft prospectus for their verification and approval as 
well. The approval of underwriters should also be taken if they so require.
A copy of the draft prospectus is also to be forwarded to the Registrar of 
Companies for its scrutiny and approval.

Check that a merchant banker holding a valid certificate of registration 
has been appointed to manage the issue and the lead merchant 
banker exercises the due diligence to satisfy himself about all the 
aspects of offering, veracity and adequacy of disclosures in the offer 
documents. 

1.

Check that a Memorandum of Understanding (MOU) has been entered 
into between lead merchant bankers and the issuer company 
specifying their mutual rights, liabilities and obligations relating to the 
issues. 

2.

Check that MOU does not contain any clause contrary to the provisions 
of the Companies Act, 1956 and SEBI (Merchant Bankers) Rules and 
Regulations, 1992 so as to diminish the liabilities and obligations of the 
lead merchant banker and issuer company. 

3.

Check that a draft prospectus complete in all respects alongwith the 
Due Diligence Certificate, inter-se allocation of Responsibilities 
Certificate and a copy of Memorandum of Understanding and the 
requisite fee in accordance with SEBI (Merchant Bankers) Rules and 
Regulation, 1992 has been submitted to SEBI at least 30 days prior to 
the filing of prospectus with Registrar of Companies. 

4.

Check that the draft of offer document involving amount upto Rs. 20 
crores has been referred to concerned regional offices of SEBI under 
the jurisdiction of which registered office of issuer company falls. 

5.

Check that a copy of the draft prospectus has been filed 
simultaneously with all the Stock Exchanges where listing is sought for 
clearance and in principle approval of stock exchange for listing of 
securities has been obtained and furnished to SEBI within 15 days of 
filing of the draft offer document with the stock exchanges. 

6.

Merchant Bankers, acting as the Lead Manager to ensure that an offer 
document contain the disclosure requirements as specified by SEBI from 
time to time for the issue of securities. Also to ensure that an offer 
document provides a true, correct and fair view of the state of affairs of the 
company which are adequate for the investors to arrive at a well informed 
investment decision. The Merchant Bankers are required to submit the 
draft of the offer document along with Due Diligence Certificate to SEBI in 
the form specified within six weeks before the issue is scheduled to open 
for subscription. Further, they are held responsible for ensuring the 
compliance with SEBI Rules, Regulations, Guidelines and requirements 
for other laws, for the time being in force. A check list containing aspects 
related to prospectus is given as under.
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Check that the lead manager has handed over not less than 10 copies 
of the draft offer document to dealing offices of SEBI, 8 copies to 
Primary Market Department, SEBI Head Office and 25 copies to the 
Stock Exchange(s) where the issue is proposed to be listed. 

7.

Ensure that the lead merchant banker has also submitted the draft offer 
document on a computer floppy to the dealing officer of SEBI and 
Primary Market Department, SEBI Head Office. Also ensure that in 
case of issues made through book building process, the merchant 
banker has submitted a printed as well as soft copy of the offer 
document incorporating the Board’s observations and also a bid cum 
application form to the Primary Market Department, SEBI head office 
atleast five days before opening of bidding.
Check that draft offer document filed with SEBI has been made public 
for a period of 15 days from the date of filing the offer document with 
SEBI. The lead managers/stock exchanges can charge an appropriate 
sum to the person requesting copy(ies) of draft prospects. 

8.

giving a list of complaints received by it, a.
a statement by it whether it is proposed to amend the draft 
prospectus or not, and 

b.

highlighting the amendments. c.

Check that after a period of 21 days from the date, draft prospectus 
was made public, the lead manager has filed with SEBI a statement: 

9.

Issued a certificate to SEBI that all the amendments suggested/ 
observations made by SEBI have been given effect to in the offer 
documents. 

a.

Furnished a ‘fresh due diligence’ certificate to SEBI at the time of 
filing of prospectus with the Registrar of Companies as per format 
specified. 

b.

Furnished a fresh certificate immediately before the opening of the 
issue that no corrective action is needed. 

c.

Furnished a fresh certificate after the issue has opened but before 
the issue is closed for subscription. 

d.

Check that the lead merchant bankers have furnished to SEBI, a due 
diligence certificate alongwith draft prospectus and has —

10.

Check that the particulars as per audited statements contained in the 
prospectus are not more than six months old from the issue opening 
date. 

11.

However, in case of a Government company auditors’ report in the 
prospectus shall not be more than six months from the date of filing the 
prospectus with the ROC or stock exchanges as the case may be. 

12.

SEBI may within 30 days from the date of submission of draft 
prospectus specify changes. Check that the changes specified by SEBI 
are duly considered by the merchant bankers before filing of the 
prospectus with ROC. 

13.

Check that the prospectus or letter of offer has been filed with ROC or 
stock exchanges. 

14.

Check that the two copies of final printed copy of the final offer 15.
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document have been sent to dealing offices of SEBI at least within 
three days of filing offer document with Registrar of Companies/Stock 
Exchange as the case may be. 
Check that lead merchant banker has also submitted one final printed 
copy of the final offer document alongwith the computer floppy 
containing the final prospectus/letter of offer to Primary Market 
Department, SEBI, Mittal Court, A Wing, Ground Floor, Nariman Point, 
Mumbai. 

16.

Check that the public issue offer documents and other issue material 
has been despatched to the various stock exchanges, brokers, 
underwriters, bankers to the issue etc. in advance as agreed upon. 

17.

Check that 20 copies of the prospectus and application form has been 
despatched in advance of the issue opening date to various Investor 
Associations. 

18.

Registration number i.
Date of Registration/Renewal of Registration ii.
Date of expiry of registration iii.
If applied for renewal, date of application iv.
Any communication from the Board prohibiting from acting as a 
merchant banker 

v.

Any inquiry/investigation being conducted by the Board. vi.

Check that the following details about themselves have been included 
by the lead merchant bankers in all the forwarding letters of offer 
document filed with any Department/office of SEBI. 

19.

Whether any promoter/director/group/associate company/entity of 
the issuer company and/or any company/entity with which any of 
the above is associated as promoter/director/partner/proprietor, 
is/was engaged in securities related business and registered with 
SEBI. 

i.

If any one or more of these persons/entities are/were registered with 
SEBI, their respective registration numbers. 

ii.

If registration has expired, reasons for non-renewal. iii.
Details of any enquiry/investigation conducted by SEBI at any time. iv.
Penalties imposed by SEBI which includes deficiency/warning letter, 
adjudication proceedings, suspension/cancellation/prohibitory order. 

v.

Outstanding fees payable to SEBI by these entities, if any. vi.

Also ensure that in the forwarding letters, the following details about 
the issuer company have been included while filing offer documents for 
public/rights issue/buy-back/takeovers: 

20.

Approval of board of directors to prospectus and other documents8.

to approve and accept consent letters received from various parties 
agencies to act in their respective capacities; 

a.

After the concerned parties/agencies have approved the draft prospectus 
and the application form, the board of directors of the company should 
approve the final draft before filing with the Registrar of Companies. The 
company should, therefore, hold the meeting of the board of directors to 
transact the following business:
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to approve and accept appointment of underwriters, brokers bankers to 
the issue registrar to the issue, solicitors and advocates to the issue, 
etc. 

b.

to accept the Auditors’ Report for inclusion in the prospectus; c.
to approve the date of opening of subscription list as also earliest and 
latest dates for closing of subscription list with the authority in favour of 
any director for earlier closing if necessary. 

d.

to approve draft prospectus/draft abridged prospectus and the draft 
share application form. 

e.

to authorise filing of the prospectus signed by all the directors or their 
constituted attorneys with the Registrar of Companies. 

f.

to authorise any officer of the company to deliver the prospectus for 
registration with the Registrar of Companies and to carry out the 
corrections, if any, at the office of the Registrar of Companies. 

g.

to approve the format of the statutory announcement. h.
Making application to Stock Exchange(s) for permission to listing9.
Before filing prospectus with the Registrar of Companies the company 
should submit an application(s) to the Stock Exchange(s) for enlistment of 
securities offered to the public by the said issue [Section 73(1)]. The fact 
that an application(s) has/have been made to the Stock Exchange(s) must 
be stated in the prospectus.
Printing and distribution of prospectus and application forms10.
After receipt of the intimation from Registrar of Companies regarding 
registration of prospectus, the company should take steps to issue the 
prospectus within 90 days of its registration with ROC [Section 64(4) of 
Companies Act]. For the purpose, the first step is to get adequate number 
of prospectuses and application forms printed. The provisions of Section 
56(3) of the Companies Act should be kept in view in this regard which 
provide that no one shall issue any form of application for shares in or 
debenture of a company unless the form is accompanied by a 
memorandum containing such salient features of a prospectus as may be 
prescribed. The Department has prescribed Form 2A as the memorandum 
containing salient features of prospectus. This means the share 
application form should be accompanied by Form 2A containing the 
abridged prospectus being attached to it along a perforated line. The 
Department of Company Affairs has issued two circulars on this bearing 
Nos. 1/92 dated 9.1.1992 and 3/92 dated 10.4.1992 and has allowed 
companies to print two application forms accompanying the abridged 
prospectus being attached to it along the perforated line bearing separate 
printed number. Two forms have been allowed to be printed alongwith one 
abridged prospectus to avoid excess printing cost involved in printing one 
application form with one abridged prospectus.
At least 2 weeks before the announcement is made in any newspaper, 
journal etc. requisite number of copies of the prospectus and application 
forms accompanied by the abridged prospectus should be distributed to 
the brokers, underwriters, merchant bankers, lead managers, bankers etc. 
to the issue.
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Pricing11.
Promoters contribution and lock-in-period12.
Underwriting13.
Mandatory Collection Centres14.
Certificate relating to promoters’ contribution15.
SEBI Guidelines require that atleast one day prior to the date of opening 
of the issue, a certificate from the Chartered Accountant to the effect that 
the promoters’ contribution in its entirety has been brought in advance 
before the public issue opens should be forwarded to it. The certificate 
should be accompanied by a list of names and addresses of friends, 
relatives and associates who have contributed to the promoters’ quota, 
along with the amount of subscription made by each of them.
Coordination with the bankers to the issue16.
The date of opening and closing of the subscription list should be 
intimated to all the collecting and controlling branches of the bank with 
whom the company has entered into an agreement for the collection of 
application forms. Further, the company should ensure that a separate 
bank account is opened for the purpose of collecting the proceeds of the 
issues as required by Section 73 of the Companies Act and furnish to the 
controlling branches the resolution passed by the Board of directors for 
opening bank account.
Minimum subscription17.
Allotment of shares18.
A return of allotment in Form No. 2 of the Companies (Central 
Government’s) General Rules and Forms, 1956 should be filed with the 
Registrar of Companies within 30 days of the date of allotment along with 
the fees as prescribed in Schedule X of the Act.

Along with Form No. 2, Form No. 3 showing particulars of contracts 
relating to shares has also to be filed, where a company allots shares 
for consideration other than cash without entering into any written 
agreement. 

i.

Form No. 4 containing the statement of the amount or rate percentage 
of the commission payable on shares together with a copy of the 
contract for payment of commission, if any, should be filed with the 
Registrar before such commission is paid. 

ii.

Filing of other Forms with Registrar of Companies19.

Refund orders20.
The refund orders for an amount exceeding Rs. 1,500 should be sent to 
the applicants by registered post only, whereas those below Rs. 1,500 can 
be sent Under Certificate of Posting (Deptt.’s Circular 1/93 dated 
16.3.1993).
Issuance of share certificates21.
As per Section 113 the company should deliver the share certificates 
within 3 months after the allotment of shares.

DEBT INSTRUMENTSII.
Companies have been issuing debt securities on private placement basis 
from time to time. In order to provide greater transparency to such issuances 
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and to protect the interest of investors in such securities. In exercise of 
powers conferred by section 11 (1) of the Securities and Exchange Board of 
India Act, 1992, read with section 10 of the Securities Contracts (Regulation) 
Act 1956, to protect the interests of investors in securities and to promote the 
development of, and to regulate the securities market, SEBI issued a circular 
dated No. SEBI/MRD/SE/AT/36/2003/30/09 dated September 30, 2003 
stipulating the conditions to be complied in respect of private placement of 
debt securities. These conditions governed three aspects, viz., issuance, 
listing and trading of privately placed debt securities. After the Circular SEBI 
issued further clarification on the subject.
Any listed company making issue of debt securities on a private placement 
basis and listed on a stock exchange is required to comply with the 
conditions laid down in the circular. The stock exchanges have been 
accordingly directed to make necessary amendments to the listing 
agreement, bye-laws, rules and regulations. The Exchanges have also been 
advised to bring the provisions of this circular to the notice of the listed 
companies/member brokers/clearing members of the Exchange and also to 
disseminate the same on the website for easy access to the investors. 
The circular provides that the company making issue of securities or listing at 
the stock exchange is required to make full disclosures (initial and continuing) 
in the manner prescribed in Schedule II of the Companies Act, 1956, SEBI 
(Disclosure and Investor Protection) Guidelines, 2000 and the Listing 
Agreement with the exchanges. However, if the privately placed debt 
securities are in standard denomination of Rs.10 Lakhs, such disclosures 
may be made only through web sites of the stock exchange where the debt 
securities are sought to be listed. The other conditions that a company is 
required to comply with are as under:

All listed companies which have any of their securities, either equity or 
debt, offered through an offer document, i.e., through a public issue 
and listed on a recognized stock exchange and also includes Public 
Sector Undertakings whose securities are listed on a recognized stock 
exchange. 

a.

Further, unlisted companies/statutory corporations/other entities, if they 
so desire, may get their privately placed debt securities listed in the 
stock exchanges, by complying with the relevant provisions of the said 
circular. 

b.

Type of Issuer companies i.

All debt securities that have been and would be issued on a private 
placement basis on or after the date of the circular, i.e., September 30, 
2003. 

a.

Those issuer companies whose outstanding debt securities were 
issued prior to September 30, 2003. However, such issuer companies 
are required to comply with the provisions of the circular before March 
31, 2004 for which transition time was provided vide press release 
dated November 25, 2003. 

b.

Prospective and existing issues ii.

Applicability 
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It was provided that if, however, the issuer companies do not comply 
with the aforesaid conditions for listing of such securities before March 
31, 2004, then such securities would remain unlisted and, would, 
therefore, not be permitted for trading in the Stock Exchange trading 
platform from April 01, 2004. 

c.

Tenor of the debt instruments
SEBI circular would not be applicable for private placement of debt securities 
having a maturity of less than 365 days.

The issuer companies shall make full disclosures (initial and continuing) in 
the manner prescribed in Schedule II of the Companies Act, 1956, 
Chapter VI of SEBI (DIP) Guidelines, 2000 and the listing agreement with 
the stock exchanges. 

a.

Such disclosures may be made through the web site of the stock 
exchanges where the debt securities are sought to be listed if the privately 
placed debt securities are issued in the standard denomination of Rs. 10 
lakhs. 

b.

The issuer companies which make frequent private placements of debt 
securities would be permitted to file an umbrella offer document on the 
lines of a “Shelf prospectus” as applicable for a public issue. 

c.

As regards financial disclosures, issuer companies which are not in a 
position, for genuine reasons, to disclose audited accounts upto a date not 
earlier than six months of the date of the offer document, in terms of 
provisions of SEBI (DIP) Guidelines, 2000 may disclose the audited 
accounts for the last financial year and unaudited accounts for the 
subsequent quarters with a limited review by a practicing Chartered 
Accountant. 

d.

It is also being clarified that the provisions other than Chapter VI of SEBI 
(DIP) Guidelines, 2000 will not be applicable for privately placed debt 
securities. 

e.

Extent of disclosures 

The company should appoint a debenture trustee registered with SEBI in 
respect of the issue of the debt securities. 

a.

The appointment of intermediaries (other than debenture trustee) for 
private placement of debt securities is not mandatory. 

b.

Since engaging the services of an intermediary (other than debenture 
trustee) is not mandatory, the appointment of such an intermediary would 
be left to the discretion of the issuer company, as it deems fit. 

c.

There is no prohibition on SEBI registered intermediaries to be associated 
with the privately placed unlisted debt securities. However, such 
intermediaries would be accountable for their activities. Further, they 
would be required to furnish periodical reports to SEBI in such format as 
specified by SEBI from time to time. 

d.

Association of intermediaries

Vetting of offer document
There is no requirement of vetting of the offer document by SEBI.
Requirement of 1% deposit with the stock exchange/s 
There is no requirement to deposit 1% of the issue size of the privately 
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placed debt securities with the stock exchanges.
Minimum subscription clause 
This clause is not applicable for privately placed debt securities.
Credit rating
The debt securities are required to carry a credit rating of not less than 
investment grade from a Credit Rating Agency registered with SEBI.
Listing
The company is required to sign a separate listing agreement with the 
exchange in respect of debt securities and comply with the conditions of 
listing.
As the separate Listing Agreement for listing the privately placed debt 
securities was being finalized at that time, SEBI advised that till such time, 
the issuance process would be allowed and the securities may be listed on 
the basis of disclosures subject to the issuer company furnishing an 
undertaking to the Stock Exchanges stating, inter-alia, that the issuer 
company shall sign the Listing Agreement as soon as the same comes into 
force.

The privately placed debt securities need not necessarily be issued in 
denomination of Rs. 10 lakhs. 

a.

The securities shall be issued and traded in demat form only . b.
However, if an investor is allotted securities of Rs.1 lakh or less, such 
securities may be issued in physical form at the option of the investor. It 
shall be disclosed by the issuer companies that such investors would not 
be able to trade in such securities through the stock exchange 
mechanism. 

c.

Denomination for issuance and market lot for trading

The trading in the privately placed debt securities would be permitted in 
standard denomination of Rs. 10 lakhs in the anonymous, order driven 
system of the stock exchanges in a separate trading segment. The 
marketable lot would be Rs. 10 lakhs. 

a.

All class of investors would be permitted to trade subject to the said 
standard denomination/marketable lot. All trades with the exception of 
spot transactions, in a listed debt security, shall be executed only on the 
trading platform of a stock exchange. 

b.

The trades executed on spot basis shall be required to be reported to the 
stock exchange/s. 

c.

Trading of securities 

Applicability of Rule 19(2) (b) 
The requirement of Rule 19(2)(b) of the Securities Contract (Regulation) 
Rules, 1957 will not be applicable to listing of privately placed debt securities 
on exchanges, provided all the above requirements are complied with.

Companies can issue debentures for any business purpose. i.
Issue of debentures by a company for acquisition of shares or for 
providing loans to any company belonging to the same group is not 

ii.

Purpose of issue1.

SEBI (Disclosure and Investor Protection) Guidelines, 2000 specifically 
provide the following in relation to Debt Instruments:
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permitted. 
Issue of fully convertible debentures providing conversion within a 
period of 18 months can be made for acquisition of shares or for 
providing loans to companies belonging to the same group. 

iii.

Issue of fully convertible debentures with a conversion period of 
more than 36 months

2.

If the FCDs are proposed to be issued having a conversion period of more 
than 36 months, the conversion is required to be made optional with ‘put’ 
and ‘call’ option.

Public/rights issue of debt instruments (whether fully convertible or not 
shall have to be compulsorily rated not less than investment grade by 
not less than two registered credit rating agencies. 

i.

The ratings, if has been obtained from more than two credit rating 
agencies, all the credit ratings including the unaccepted ratings are 
required to be disclosed. 

ii.

All the ratings so obtained whether accepted or unaccepted alongwith 
all the credit ratings obtained during the three years preceeding the 
public or rights issue of debt instrument (including convertible 
instru¬ments) are to be disclosed in the offer document. 

iii.

Fresh credit rating would be required when debentures are sought to 
be rolled over. 

iv.

Compulsory credit rating3.

Pre-determination of premium on conversion and time of conversion4.
The premium amount and time of conversion, if any, is required to be pre-
determined and stated in the prospectus.
Interest rate5.
The interest rate on debentures is freely determinable by the issuer 
company.

Either one or more debentures trustees duly registered with SEBI has 
been appointed in accordance with the provisions of the Companies 
Act, 1956. 

i.

The names of debenture trustees have been stated in the offer 
document and in all subsequent periodical communications sent to 
debentureholders and the trust deed has been executed within three 
months of the closure of the issue. 

ii.

The trustees must be vested with the requisite powers for protecting 
the interest of debentureholders including a right to appoint a nominee 
director on the Board of Compa¬ny in consultation with institutional 
debentureholders. 

iii.

Appointment of debenture trustees6.

Debenture redemption reserve
The company is required to create Debenture Redemption Reserve in 
accordance with the provisions of the Companies Act, 1956. 

7.

In case of the companies which have defaulted in payment of interest 
on debentures or redemption of debentures, distribution of dividend 
shall require approval of the debenture trustee and the lead institutions, 

i.
Distribution of dividend8.
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if any. 
In the case of existing companies, prior permission of the lead 
institution for declaring dividend exceeding 20% or as per the loan 
covenants is necessary if the company does not comply with 
institutional condition regarding interest and debt services coverage 
ratio. 

ii.

Dividends may be distributed out of profit of particular years only after 
transfer of requisite amount in DRR. Companies may distribute 
dividends out of general reserves in certain years if residual profits 
after transfer to DRR are inadequate to distribute reasonable 
dividends. 

iii.

Conversion optional9.
Where the conversion of debentures (in part or whole) is to take place at 
or after 18 months from the date of allotment but before 36 months, such 
conversion in part or whole of the debenture is required to be made 
optional at the hands of the debentureholders.
Redemption10.
The issuing company is required to redeem the debentures as per the 
offer document.

If the non-convertible portions of PCD/NCD, value of which exceeds 
Rs.50 lakhs, are to be rolled over with or without change in the interest 
rate, subject to Section 121 of the Companies Act, 1956 and subject to 
the conditions provided in the guidelines 

i.

In case the convertible portion of any instrument such as PCDs, FCDs 
etc. issued by a listed company, value of which exceeds Rs. 50 lacs or 
whose conversion price was not fixed at the time of issue, a 
compulsory option of not converting into equity capital is required to be 
given to holders of such instrument. 

ii.

Roll over must be done only in cases where the debentureholders have 
sent their positive consent and not on the basis of the non-receipt of 
their negative reply. 

iii.

Before roll over of any NCDs or non-convertible portion of the PCDs, 
fresh credit rating must be obtained within a period of six months prior 
to the due date of redemption and communicated to debentureholders 
before roll over. 

iv.

Roll over of PCD/NCD11.

Where the company desires to rollover the debentures issued by it, a 
copy of the notice of the resolution to be sent to the debentureholders 
for the purpose, through a merchant banker should be filed with SEBI 
prior to dispatching the same to the debentureholders. The notice shall 
contain disclosures with regard to credit rating, necessity for 
debentureholders resolution and such other terms which SEBI may 
specify. 

i.

Where the company desires to convert the debentures into equity 
shares, it is required to file with SEBI a copy of the letter of option to be 
sent to debentureholders with the Board, through a merchant banker, 

ii.

Requirement of letter of option 12.
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prior to dispatching the same to the debentureholders and the letter of 
option contains disclosures with regard to option for conversion, 
justification for conversion price and such other terms which SEBI may 
specify. 

Premium amount on conversion and the time of conversion is required 
to be disclosed in the offer document. 

i.

In case of PCDs/NCDs redemption amount, period of maturity, yield on 
redemption for the PCDs/NCDs are required to be indicated in the 
prospectus. 

ii.

Full information relating to the terms of offer or purchase including the 
name(s) of the party offering to purchase the Khokas i.e. non-
convertible portion of PCDs, is to be disclosed. 

iii.

The discount at which such offer is made and the effective price for the 
investor as a result of such discount is required to be disclosed in the 
offer document. 

iv.

The disclosures must also include the existing and future equity and 
long term debt ratio, servicing behaviour on existing debentures, 
payment of due interest on due dates on term loans and debentures 
and a certificate from a financial institution or bankers about their no 
objection for a second or pari passu charge being created in favour of 
the trustees to the proposed debentures issue. 

v.

Other disclosures13.

The merchant banker has along with the draft offer document should 
file with SEBI certificates from the bankers of the Company that the 
assets on which the security is to be created are free from any 
encumbrances and the necessary permissions to mortgage the assets 
have been obtained or No Objection Certificate from the Financial 
Institutions or Banks for a second or pari passu charge in cases where 
assets are encumbered. 

i.

The merchant banker shall also ensure that the security created is 
adequate to ensure 100% asset cover for the debentures. 

ii.

No Objection Certificate14.

Duties of debenture trustees15.

Obtain reports from the lead bank, regarding monitoring progress of the 
project. 

i.

Monitor utilization of funds raised in the debenture issue. ii.

in respect of utilisation of funds during the implementation period of 
projects; 

a.

in the case of debentures for working capital, certificate shall be 
obtained at the end of each accounting year; 

b.

Obtain a certificate from the company’s auditors: iii.

Not to permit Debenture issue by companies belonging to the groups 
for financing replenishing funds or acquiring share holding in other 
companies. 

iv.

The expression ‘replenishing of funds or acquiring shares in other 
companies’ means replenishment of funds or acquiring shareholding of 

The debenture trustee shall ensure compliance of the following:
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other companies in the same group. In other words, the company shall 
not issue debentures for acquisition of shares/providing loan to any 
company belonging to the same group. However, the company may 
issue equity shares for purposes of repayment of loan to or investment 
in companies belonging to the same group.
Supervise the implementation of the conditions regarding creation of 
security for the debentures and debenture redemption reserve. 

v.

Certificate from auditors16.
Trustees should obtain from the auditors, a certificate in respect of 
utilisation of funds during the implementation period of projects. In the 
case of debentures issued for working capital, certificate should be 
obtained at the end of each accounting year.

The offer document must specifically state the assets on which security 
is created and state the ranking of the charge(s). If the charge is 
second or residue charge or subordinated obligation. The offer 
document must specifically state the risks associated with subsequent 
charge. 

i.

The consent for creation of security such as pari-passu letter, consent 
of the lessor of the land in case of leasehold land etc. must be obtained 
and submitted to the debenture trustee before the opening of issue of 
debentures. 

ii.

The offer document must state the security/asset cover which is 
required to be maintained. The disclosure to the effect of basis for 
computation of the security/asset cover, the valuation methods and 
periodicity of such valuation must also be disclosed. The security/asset 
cover must be arrived at after reduction of the liabilities having a first or 
prior charge, if the debentures are secured by a second or subsequent 
charge. 

iii.

The issue proceeds must be kept in an escrow account until the 
documents for creation of security as stated in the offer document are 
executed. 

iv.

If the company proposes to create a charge for debentures of maturity 
of less than 18 months, it must be filed with ROC. Where no charge is 
to be created, the compliance of the provisions of the Companies 
(Acceptance of Deposits) Rules, 1975, must be complied with as 
unsecured debentures/bonds are treated as deposits for the purposes 
of these Rules. 

v.

The proposal to create a charge or otherwise must be disclosed in the 
prospectus alongwith its implications. 

vi.

The company is also required to file with SEBI, alongwith the draft offer 
document a certificate from the bankers that the assets on which 
security is to be created are free from any encumbrances and the 
necessary permission to mortgage the assets, has been obtained, or a 
no objection certificate has been obtained from the financial 
institu¬tions or banks for a second or pari passu charge, if the assets 
are encumbered. 

vii.

Creation of charge17.
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In case of conversion of instruments (PCDS/FCDS) having value 
exceeding Rs. 50 lakhs into equity capital where conver¬sion price 
was not fixed at the time of issue

18.

Compulsory option is given to the instrument holder of not converting it 
into equity capital. 

a.

Conversion is given effect to, only if the concerned instrument holders 
send their positive consent and not on the basis of non-receipt of their 
negative reply. 

b.

Where the issue stipulates cap price fixed beforehand and disclosed to 
the investors before issue, there is no need to give option to 
debentureholders for converting the instruments into equity capital 
within the cap price. 

c.

In case where an option is to be given to the debenture holders and if 
any debentureholder does not exercise the option to convert the 
debentures into equity at the price determined in the general meetings 
of the shareholders, the company should redeem that part of 
debentures at the price which should not be less than its face value, 
within one month from the last date by which option is to be exercised. 
This provision, however, would not apply if such redemption is to be 
made in accordance with the terms of offer originally stated. 

d.

Submission of Compliance Certificate e.
Debenture Trustee is required to submit a certificate of compliance with 
respect to above conditions to a merchant banker, who should submit it 
to SEBI within 15 days of the closure of rollover or conversion.

It is required to be ensured that —

Issue of unsecured/unsubordinated debt instruments19.
If the issue is subscribed by Qualified Institutional Buyers or other investor 
who has given positive consent for subscribing to such unsecured/sub-
ordinated debt instruments/obligations, companies can make issue of 
unsecured/subordinated debt instruments/obligations which are not public 
deposits as per the provisions of Section 58A of the Companies Act, 1956 
or such other notifications, guidelines, circular etc. issued by Reserve 
Bank of India, Department of Company Affairs or other authorities.

SEBI (Issue and Listing of Debt Securities) Regulations, 2008

— Due diligence, proper disclosures and credit rating, the key elements of 
corporate debt issuances will be ensured by SEBI mainly through due 
diligence exercise by the merchant bankers.
— Where the equity of a company is listed, and such company wishes to 
issue debt instruments (whether by way of public offering or private 

SEBI has issued regulations pertaining to issue and listing of debt securities 
which are not convertible, either in whole or in part into equity instruments. 
They provide for a rationalized disclosure requirements and a reduction of 
certain onerous obligations erstwhile attached to an issue of debt securities. 
Regulations have been aimed at reducing time and unnecessary burden of 
issuance of these securities and according flexibility to issuers to structure 
their instruments, without diluting areas of regulatory concern. The highlights 
of the Regulations are:
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placement), as large amount of company related information is already in 
public domain and material developments are available as per the equity 
listing agreement on a nearly continuous basis minimal incremental 
disclosures are sufficient.
— Where the equity of the issuer is not listed, and such a company raises 
debt capital (whether by way of public offering or private placement) 
detailed disclosures, are required.
— Offer to fifty or more persons shall require mandatory listing and 
specific disclosures in terms of the Regulations and a simplified listing 
agreement where the equity securities of such entity are listed.

SEBI (Public Offer and Listing of Securitized Debt Instruments) 
Regulations, 2008
The SCRA was amended in 2007 enabling SEBI to provide for disclosure 
based regulation for public issue of or listing of securitized debt instruments 
on the recognized stock exchanges. Accordingly, SEBI has made regulations 
in this regard.
The regulations are principle based and have been made taking into account 
the market needs, cost of the transactions, competition policy, the 
professional expertise of credit rating agencies, disclosures and obligations 
of the parties involved in the transaction.

The special purpose distinct entity (the issuer) will be a trust and 
the.trustees thereof will require registration from SEBI. The instrument 
issued by the issuer to the investor shall acknowledge the beneficial 
interest of such investor in underlying debt or receivables assigned to the 
issuer. The issuer can undertake only the activities permitted by the 
regulations. 

a.

The regulations permit securitization of both existing as well as future 
receivables. 

b.

The regulations provide flexibility in terms of pay through / pass through 
structures. 

c.

In case of public issuances listing will be mandatory. The instruments 
issued on private placement basis may also be listed subject to the 
compliance of simplified provisions of the regulations. 

d.

Regulations require strict segregation of assets of each scheme. e.

The main features of the regulations are as follows: 

RIGHTS ISSUEIII.
Rights issue as identified in the SEBI Guidelines is an issue of capital under 
Section 81(1) of the Companies Act, 1956 to be offered to the existing 
shareholders of the company through a letter of offer. A listed company 
cannot make any issue of security through a rights issue where the 
aggregate value of securities including premium, if any, exceeds Rs.50 lacs, 
unless it has filed a letter of offer with the Board, through an eligible Merchant 
Banker, atleast 21 days prior to the filing of letter of offer with Regional Stock 
Exchange (RSE). If within 21 days from the date of filing of draft letter of 
offer, the Board specifies changes, if any, in the draft letter of offer, the issuer 
or lead Merchant Banker should carry out such changes before filing the draft 
letter of offer with RSE. In case the aggregate value of the securities offered 
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is less than Rs.50 lacs, it should be ensured that a letter of offer is prepared 
in accordance with disclosure requirements of SEBI guidelines and the same 
is filed with SEBI for information and for being put on SEBI website. As in this 
case, the price or price band is not necessarily to be disclosed in the draft 
letter of offer filed with the Board, the issue price may be determined anytime 
before fixation of the record date in consultation with Designated Stock 
Exchange. The funds collected against rights issue can be utilized by the 
issuer company against rights issue only after satisfying designated stock 
exchange that minimum 90% subscription has been received. 
It should be certified that the requirements with respect to issue of securities 
in dematerialized form, partly paid up shares to be made fully paid up, firm 
arrangements of finance through verifiable means, pricing by listed 
companies, composite issue of capital at differential prices, freedom to 
determine denomination of shares, Memorandum of Understanding inter-se 
allocation of responsibilities of Merchant Bankers, Competence and 
Appointment of Intermediaries, further issue of capital etc. are complied 
mutatis mutandis, as in the case of public issue.
In a rights issue, the abridged letter of offer should be dispatched to all 
shareholders atleast one week before the date of opening of issue except 
where a specific request for letter of offer is received from any shareholder.

for non-underwritten rights issue i.
– if a minimum subscription of 90% of issue is not received, the entire 
subscription should be refunded to applicants within 42 days from the date 
of closure of the issue. A delay of more than 8 days after the specified 
time shall attract interest as given in section 73 of the Companies Act, 
1956.
for underwritten rights issue ii.
– if a minimum subscription of 90% of issue including devolvement of 
underwriters is not received, the entire subscription should be refunded to 
applicants within 42 days from the date of issue. A delay of more than 8 
days after the specified time shall attract interest as given in section 73 of 
the Companies Act, 1956.

The minimum subscription in case of rights issue should be ensured as 
under:

Withdrawal of rights issue after announcement of record date in relation to 
such issue is not permitted. If such withdrawal has been made, no application 
for listing of any securities of the company should be made for a minimum 
period of 12 months from the record date. However, for the shares resulting 
from the conversion of PCDs/FCDs/Warrants issued prior to the announcing 
of record date in relation to rights issue listing may be granted by the 
concerned stock exchanges. It should be ensured that the quantum of issue 
through a rights issue (as in case of public issue) does not exceed the 
amount specified in the prospectus/letter of offer.
Steps involved in issue of Rights Shares

Check whether the rights issue is within the authorised share capital of the 
company. If not, steps should be taken to increase the authorised share 

1.
The various steps involved for issue of rights share are enumerated below:
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capital.
In case of a listed company, notify the stock exchange concerned the date 
of Board Meeting at which the rights issue is proposed to be considered at 
least 2 days in advance of the meeting.

2.

Rights issue shall be kept open for at least 30 days and not more than 60 
days.

3.

Convene the Board meeting and place before it the proposal for rights 
issue.

4.

Quantum of issue and the proportion of rights shares.i.
Alteration of share capital, if necessary, and offering shares to persons 
other than existing holders of shares in terms of Section 81(1A).

ii.

Fixation of record date.iii.
Appointment of merchant bankers and underwriters (if necessary).iv.
Approval of draft letter of offer or authorisation of managing director/ 
company secretary to finalise the letter of offer in consultation with the 
managers to the issue, the stock exchange and SEBI. The letter of 
offer should conform to the disclosures prescribed in Form 2A under 
Section 56(3) of the Companies Act (memorandum containing the 
salient features of prospectus) also contents as specified in SEBI 
guidelines. Full justification and parameters used for issue price should 
clearly be mentioned in the letter of offer.

v.

The Board should decide on the following matters:5.

Immediately after the Board Meeting notify the concerned Stock 
Exchanges about particulars of Board’s decision.

6.

If it is proposed to offer shares to persons other than the shareholders of 
the company, a General Meeting has to be convened and a resolution is 
to be passed for the purpose in terms of Section 81(1A) of the Companies 
Act.

7.

Forward 6 sets of letter of offer to concerned Stock Exchange(s).8.
Despatch letters of offer to shareholders by registered post.9.
Check that an advertisement giving date of completion of despatch of 
letter of offer has been released in at least an English National Daily, one 
Hindi National Paper and a Regional Language Daily where registered 
office of the issuer company is situated.

10.

Check that the advertisement contains the list of centres where 
shareholders or persons entitled to rights may obtain duplicate copies of 
composite application forms in case they do not receive original 
application form alongwith the prescribed format on which application may 
be made.

11.

The applications of shareholders who apply both on plain paper and also 
in a standard form are liable to be rejected.

12.

Make arrangement with bankers for acceptance of share application 
forms.

13.

Prepare a scheme of allotment in consultation with Stock Exchange.14.
Convene Board Meeting and make allotment of shares.15.
Make an application to the Stock Exchange(s) where the company’s 
shares are listed for permission of listing of new shares.

16.
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Check that a 3 day and 50 day monitoring report has been sent to SEBI.17.
BONUS SHARESIV.
A company may, if its Articles provide, capitalize its profits by issuing fully-
paid bonus shares. The issue of bonus shares by a company is a common 
feature. When a company is prosperous and accumulates large distributable 
profits, it converts these accumulated profits into capital and divides the 
capital among the existing members in proportion to their entitlements. 
Members do not have to pay any amount for such shares. They are given 
free. The bonus shares allotted to the members do not represent taxable 
income in their hands. [Commissioner of Income Tax, Madras v. A.A.V. 
Ramchandra Chettiar (1964) 1 Mad CJ 281]. Issue of bonus shares is a bare 
machinery for capitalizing undistributed profits. The vesting of the rights in the 
bonus shares takes place when the shares are actually allotted and not from 
any earlier date.

Fund flow is not affected adversely.1.
Market value of the Company’s shares comes down to their nominal value 
by issue of bonus shares.

2.

Market value of the members’ shareholdings increases with the increase 
in number of shares in the company.

3.

Bonus shares is not an income. Hence it is not a taxable income.4.
Paid-up share capital increases with the issue of bonus shares.5.

Advantages of Issuing Bonus Shares

Pursuant to the provisions of Section 78 of the Companies Act, 1956, 
securities premium account can be used in paying up unissued shares of the 
company to be issued to its members as fully-paid bonus shares. Other free 
reserves created from out of the profits actually earned during earlier years 
like general reserve, capital redemption reserve account [Section 80(5)], 
devolvement rebate reserve etc. can be utilised by company for issue of fully 
paid bonus shares to its members.
There are no guidelines on issuing bonus shares by private or unlisted 
companies. However, SEBI has issued guidelines for Bonus Issue which are 
contained in Chapter XV of SEBI (Disclosure and Investor Protection) 
Guidelines, 2000 with regard to bonus issues by listed companies.
When a company has accumulated free reserves and is desirous of bridging 
the gap between the capital and fixed assets, it issues bonus shares to its 
equity shareholders. Such an issue would not place any fresh funds in the 
hands of the company. On the contrary, after a bonus issue it would become 
necessary for the company to earn more to effectively service the increased 
capital. The shareholder will, however, be benefitted by way of increased 
return on investment and increased number of shares in their hands.

Bonus Issue must be authorised by the articles of the company. Such a 
provision is generally there in articles of almost all the companies as they 
adopt Table A of Schedule 1 of the Act (Regulation 96).

a.

Bonus Issue must be sanctioned by shareholders in general meeting on 
recommendation of the Board of directors of the company.

b.

Guidelines issued by SEBI must be complied with.c.

The following conditions must be satisfied before issuing bonus shares:
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Authorised Capital must be increased where necessary.d.

Rights of FCD/PCD holders1.
The proposed bonus issue should not dilute the value or rights of the fully 
or partly convertible debentures.
If the conversion of FCD/PCD is pending, the reservation of shares out of 
bonus issue is to be made in proportion to the convertible part of FCD’s or 
PCD’s. The shares so reserved may be issued at the time of conversion of 
such debentures on the same terms on which the rights or bonus issues 
were made.
Out of Free Reserves2.
The bonus issue is to be made out of free reserves built out of the genuine 
profits or securities premium collected in cash only.
Revaluation Reserves3.
The reserves created by revaluation of fixed assets should not be 
capitalised. These reserves are in fact capital reserves. However, if the 
assets are subsequently sold and the profits are realised, such profits 
could be utilised for capitalisation purposes. In fact the Government has in 
the past approved issue of bonus shares out of capital reserves 
representing realised capital profits.
Although, bonus guidelines do not apply to existing private/closely held 
and unlisted companies, the Department of Company Affairs has vide its 
Circular No. 9/94 dated 6.9.1994 prohibited these Companies from issuing 
bonus shares out of the reserves created by revaluation of fixed assets.
Bonus Issue not to be in lieu of Dividend4.
Bonus issue should not be made in lieu of dividend.
Fully Paid Shares5.
If there are any partly paid-up shares, these shares should be made fully 
paid-up before the bonus issue is made.
No Default in respect of Fixed Deposits/Debentures6.
The company should not have defaulted in the payment of any interest or 
principal in respect of its fixed deposits and interest on debentures or on 
redemption of debentures.
Statutory Dues of the Employees7.
The company should not have defaulted in the payment of its statutory 
dues to the employees such as contribution to provident fund, gratuity, 
bonus, minimum wages, workmen’s compensation, retrenchment 
compensation, payments to contract labour, etc.
Implementation of Proposal within Six Months8.
The bonus issue should be made within a period of six months from the 
date of approval of the Board of directors. The company cannot reverse 
the decision once it has been taken by the Board of directors.
Provision in Articles of Association9.
The Articles of Association of the Company should provide for 
capitalisation of reserves and if not a General Body Meeting of the 
company is to be held and a special resolution making provisions in the 
Articles of Association for capitalisation should be passed.

SEBI Guidelines pertaining to Bonus Issue
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Authorised Capital10.
If consequent upon the issue of bonus shares, the subscribed and paid-up 
capital of the company exceed the authorised share capital, a General 
Meeting of the company should be held to pass necessary resolution for 
increasing the authorised capital.

Steps in Issue of Bonus Shares
A company issuing bonus shares should ensure that the issue is in 
conformity with the guidelines for bonus issue laid down by SEBI 
(Disclosures and Investor Protection) Guidelines, 2000.

Ensure that if conversion of FCDs/PCDs is pending, similar benefit has 
been extended to the holders of such FCDs/PCDs, through reservation of 
shares in proportion of such convertible part of FCDs/PCDs. The shares 
so reserved may be issued at the time of conversion(s) of such 
debentures on the same terms on which the bonus issue was made.

1.

Ensure that bonus issue has been made out of free reserves built out of 
the genuine profits or securities premium collected in cash only.

2.

Ensure that reserves created by revaluation of fixed assets are not 
capitalised.

3.

Ensure that the company has not defaulted in payment of interest or 
principal in respect of fixed deposits and interest on existing debentures or 
principal on redemption thereof or in respect of the payment of statutory 
dues of the employees such as contribution to provident fund, gratuity, 
bonus etc.

4.

Ensure that the bonus issue is not made in lieu of dividend.5.
There should be a provision in the articles of association of the company 
permitting issue of bonus shares; if not, steps should be taken to alter the 
articles suitably.

6.

The share capital as increased by the proposed bonus issue should be 
well within the authorised capital of the company; if not, necessary steps 
have to be taken to increase the authorised capital.

7.

Finalise the proposal and fix the date for the Board Meeting for 
considering the proposal and for authorising the taking up of incidental 
and attendant matters.

8.

If there are any partly paid-up shares, ensure that these are made fully 
paid-up before the bonus issue is recommended by the Board of directors.

9.

The date of the Board Meeting at which the proposal for bonus issue is 
proposed to be considered should be notified to the Stock Exchange(s) 
where the company’s shares are listed.

10.

Hold the Board Meeting and get the proposal approved by the Board.11.
The resolution to be passed at the General Meeting should also be 
approved by the Board in its meeting. The intention of the Board regarding 
the rate of dividend to be declared in the year after the bonus issue should 
be indicated in the resolution for bonus issue to be passed by members in 
general meeting.

12.

Immediately after the Board meeting intimate the Stock Exchange(s) 13.

The procedure for issue of bonus shares by a listed company is enumerated 
below:
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regarding the outcome of the Meeting.
SEBI Guidelines provide that the proposal for bonus issue must be 
implemented within six months from the date of announcement by the 
Board of directors of bonus issue. Thus, the company must make the 
bonus issue within six months from the date of the Board Meeting at which 
the announcement of the bonus issue is made. The company cannot 
change the proposal once it has been announced.

14.

Arrangements for convening the general meeting should then be made 
keeping in view the requirements of the Companies Act, with regard to 
length of notice, explanatory statement etc. Also three copies of the notice 
should be sent to the Stock Exchange(s) concerned.

15.

Hold the general meeting and get the resolution for issue of bonus shares 
passed by the members. A copy of the proceedings of the meeting is to be 
forwarded to the concerned Stock Exchange(s).

16.

In consultation with the Regional Stock Exchange fix the date for closure 
of register of members or record date and get the same approved by the 
Board of directors. Issue a general notice under Section 154 of 
Companies Act in respect of the fixation of the record date in two 
newspapers one in English language and other in the language of the 
region in which the Registered Office of the company is situated.

17.

Give 42 days notice to the Stock Exchange(s) concerned before the date 
of book closure/record date.

18.

After the record date process the transfers received and prepare a list of 
members entitled to bonus shares on the basis of the register of members 
as updated. This list of allottees is to be approved by the Board or any 
Committee thereof. The list usually serves as allotment list and on this 
basis the allotment is to be made to the eligible members.

19.

File return of allotment with the Registrar of Companies within 30 days of 
allotment (Section 75 of the Companies Act). Also intimate Stock 
Exchange(s) concerned regarding the allotments made.

20.

Ensure that the allotment is made within six months of the date on which 
the Board of directors approved the bonus issue.

21.

Get the share certificates printed, prepared and issued to the allottees as 
per the provisions of Companies (Issue of Share Certificates) Rules, 1960.

22.

Submit an application to the Stock Exchange(s) concerned for listing the 
bonus shares allotted.

23.

PREFERENTIAL ISSUE BY EXISTING LISTED COMPANIESV.
These guidelines are applicable to all issues to capital by listed companies 
whose equity share capital is listed on any stock exchange by way of equity 
shares/ FCDs/PCDs or any other financial instruments on a preferential basis 
which would be converted into or exchanged with equity shares at a later 
date to any select group of persons. The guidelines state that offer prices of 
shares issued on preferential basis should not be less than the higher of the 
average of the weekly high and low of the closing price of related shares 
quoted on the stock exchange during the six months or two weeks preceding 
the relevant date. The relevant date for the purpose means a date 30 days 
prior to the date of annual general meeting convened in terms of Section 
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81(1A) of Companies Act, 1956 to consider the proposed issue.
In case of issue of warrants on preferential basis with an option to apply and 
get shares allotted, the price of resultant shares will also be determined in the 
above manner. However the issuer may adopt relevant date as mentioned 
above or a date thirty days prior to the date on which the warrant holders 
become entitled to apply for the shares. Ten percent of price of shares to be 
issued against warrants is paid on the date of their allotment to exercise 
options for purchasing shares in lieu of warrants and this is to be adjusted 
against the price payable subsequently for acquisition of shares and if the 
option to acquire shares is not exercised, the whole of the amount so paid 
shall stand forfeited.
FCDs/PCDs shares acquired by way of conversion of warrants of other 
financial instruments issued on preferential basis to promoter/promoter group 
are subject to lock-in-period of three years from the date of their allotment. 
The company shall place a certificate, duly signed from statutory auditors of 
company in the general body meeting of the shareholders, to the effect that 
the preferential issue is in accordance with the requirements contained in 
SEBI guidelines.
A listed company cannot make any preferential issue of equity shares, FCDs, 
PCDs or any other instrument which may be converted into or exchanged 
with equity shares at a later date if the same is not in compliance with the 
conditions for continued listing.
The instruments allotted on preferential basis to the promoter/promoter group 
shall be subject to lock-in of 3 years from the date of their allotment. In any 
case, not more than 20% of the total capital of the capital including capital 
brought in by way of preferential issue, shall be subject to lock-in of 3 years 
from the date of allotment. These locked in shares/instruments can be 
transferred to and amongst promoter/ promoter group or to a new 
promoter(s) or person(s) in control of the company, subject to continuation of 
lock-in in the hands of transferee(s) for the remaining period and compliance 
of Securities and Exchange Board of India (Substantial Acquisition of Shares 
and Takeovers) Regulations, 1997, if applicable.
In case of every issue of shares/warrants/FCDs/PCDs/or other financial 
instruments having conversion option, the statutory auditors of the issuer 
company shall certify that the issue of said instruments is being made in 
accordance with the requirements contained in these guidelines and copies 
of the auditors certificate should also be laid before the meeting of the 
shareholders convened to consider the proposed issue.
In case of preferential allotment of shares to promoters, their relative, 
associates and related entities, for consideration other than cash, valuation of 
the assets in consideration for which the shares are proposed to be issued 
shall be done by an independent qualified valuer and the valuation report 
shall be submitted to the exchanges on which shares of the issuer company 
are listed.
The details of all monies utilised out of the preferential issue proceeds should 
be disclosed under an appropriate head in the balance sheet of the company 
indicating the purpose for which such monies have been utilised. The details 
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of unutilised monies shall also be disclosed under a separate head in the 
balance sheet of the company indicating the form in which such unutilised 
monies have been invested.
No listed company should make preferential issue of equity shares, warrants, 
PCDs, FCDs or any other financial instruments convertible into or exchanged 
with equity shares at a later date, to any person unless the entire 
shareholding, if any, of such person in the company is held by him in 
dematerialized form.
Where the shares, warrants, PCDs, FCDs or any other financial instruments 
convertible into or exchanged with equity shares at a later date, are issued 
on preferential basis, the entire pre preferential allotment shareholding of 
such allottees shall be under lock-in from the relevant date upto a period of 
six months from the date of preferential allotment.
If the shares, warrants, PCDs, FCDs or any other financial instruments 
convertible into or exchanged with equity shares at a later date, are issued 
on preferential basis, the shareholders who have sold their shares during the 
six months period prior to the relevant date, as applicable, shall not be 
eligible for allotment of shares on preferential basis.
Preferential allotment of shares made to FIIs should also conform with the 
Guidelines issued by the Government of India/Board/Reserve Bank of India 
in addition to SEBI Guidelines. Allotment pursuant to any resolution passed 
at a meeting of shareholders of a company granting consent for preferential 
issues shall be completed within a period of fifteen days. However, if the 
allotment is pending on account of pending of any approval of such allotment 
by any regulatory authority or Central Government, allotment shall be 
completed within 15 days from the date of such approval.

further shares allotted in pursuance to the merger and amalgamation 
scheme approved by the High Court.

i.

further shares allotted to a person/group of persons in accordance with 
provisions of rehabilitation packages approved by BIFR. However, lock-in-
period continues to apply for shares to promoters/promoter group, unless 
otherwise stated in BIFR order.

ii.

further shares allotted to All India Public Financial Institutions in 
accordance with the provisions of the loan agreements signed prior to 
August 4, 1994.

iii.

The Guidelines are not applicable in case of the following:

EMPLOYEE STOCK OPTIONSVI.
The term ‘Employee Stock Option’ (ESOP) has been defined under Sub-
section (15A) of Section 2 of the Companies Act, 1956, according to which 
‘employee stock option’ means the option given to the whole-time directors, 
officers or employees of a company, which gives such directors, officers or 
employees the benefit or right to purchase or subscribe at a future date, the 
securities offered by the company at a pre-determined price.
SEBI has issued SEBI (Employee Stock Option Scheme and Employee 
Stock Purchase Scheme) Guidelines, 1999 according to which Employee 
Stock Option Scheme means a scheme under which the company grants 
option to its employees and option means a right but not an obligation 
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granted to an employee in pursuance of ESOS to apply for shares of the 
company at a pre-determined price.
The issue of ESOPs would be subject to approval by shareholders through a 
special resolution. In cases of employee being offered more than 1% shares, 
a specific disclosure and approval would be necessary in the annual general 
meeting.
A minimum period of one year between grant of options and its vesting has 
been prescribed. After one year, the period during which the option can be 
exercised would be determined by the company.
The operation of the ESOP Scheme would have to be under the 
superintendence and direction of a Compensation Committee of the Board of 
directors in which there would be a majority of independent directors. With 
the specific approval of the shareholders, the scheme would be allowed to 
cover the employees of a subsidiary or a holding company.

the total number of shares covered by the ESOP as approved by the 
shareholders;

i.

the pricing formula;ii.
options granted, options vested, options exercised, options forfeited, 
extinguishment or modification of options, money realised by exercise of 
options, total number of options in force, employee-wise details of options 
granted to senior managerial personnel and to any other employee who 
receive a grant in any one year of options amounting to 5% or more of 
options granted during that year.

iii.

Fully diluted earning per share (EPS) computed in accordance with 
International Accounting Standards.

iv.

Directors’ report shall contain the following disclosures:

SEBI (Employee Stock Option Scheme and Employee Stock Purchase 
Scheme) Guidelines, 1999
In November 1997, SEBI constituted a Group to review the existing 
regulations relating to Employee Stock Options Plans (ESOP) and 
recommend changes thereto.
The Group submitted its report in June 1999 and has recommended 
Guidelines to be called SEBI (Employee Stock Option Scheme and 
Employee Stock Purchase Scheme) Guidelines, 1999. The Guiding 
Principles for the Group in recommending the guidelines is the important role 
that Employee Stock Options play in rewarding and motivating employees, in 
attracting and retaining the best talent, and in ensuring employee 
commitment and performance. In several knowledge based industries. India’s 
competitive strength is derived from the skills and talent of its people and 
Employee Stock Options are critical of the success of Indian companies in 
the global market place.
The Group also took note of the fact that the typical employee in India is not 
a hard-nosed investor. To bring a significant number of employees on board 
a stock option scheme, has to be sufficiently attractive to convince the 
average skeptical employee. While a liberal stock option scheme would lead 
to earning dilution for existing shareholders, it could be beneficial.
The Guidelines as made effective by SEBI since 19th June, 1999 as 
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An employee is eligible to participate in Employee Stock Option 
Scheme (ESOS) of the company. 

i.

The employee should not be a promoter or belongs to the promoter 
group.

ii.

A director who either himself or through his relative or through any 
body corporate, directly or indirectly holds more than 10% of the 
outstanding equity shares of the company can not participate as he 
is not eligible to partici¬pate in the scheme.

iii.

Eligibility to Participate1.

The disclosures, as specified in Schedule IV are required to be 
made by the company to the prospective option guarantees.

i.

The company is required to constitute a Compensation Committee 
for administration and superintendence of the scheme.

ii.

The Compensation Committee must be a Committee of the Board of 
Directors consisting of a majority of independent direc¬tors.

iii.

The quantum of option to be granted under the scheme per 
employee and in aggregate;

a.

The conditions under which option vested in employees may 
lapse in case of termination of employment for misconduct;

b.

The exercise period within which the employee should exercise 
the option and that option would lapse on failure to exercise the 
option within the exercise period; 

c.

The specified time period within which the employee shall 
exercise the vested options in the event of termination or 
resignation of an employee;

d.

The right of an employee to exercise all the options vested in him 
at one time or at various points of time within the exercise period;

e.

The number and the price of ESOS shall be adjusted in a 
manner such that total value of ESOS remains the same after 
the corporate action.

i.

For this purpose global best practices in this area including 
the procedures followed by the derivatives markets in India 
and abroad shall be considered

ii.

The vesting period and the life of the options shall be left 
unaltered as far as possible to protect the rights of option 
holders

iii.

The procedure for making a fair and reasonable adjustment to 
the number of options and to the exercise price in case of 
corporate actions such as rights issues, bonus issues, merger, 
sale of division and others. In this regard, the following actions 
should be taken into consideration by the compensation 
Committee:

f.

The Compensation Committee should formulate the detailed terms 
and conditions of the scheme including:

iv.

Compensation Committee2.

Employee Stock OptionI.
amended, are reproduced hereunder:
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The grant, vest and exercise of option in case of employees who 
are on long leave; and

g.

The procedure for cashless exercise of options.h.

Securities and Exchange Board of India (Insider Trading) 
Regulations, 1992; and

a.

Securities and Exchange Board of India (Prohibition of 
Fraudulent and Unfair Trade Practices Relating to the 
Secu¬rities Market) Regulations.

b.

Suitable policies and systems are required to be framed by the 
compensation committee to ensure that there is no violation of the 
following by any employee —

v.

the approval of shareholders of the company is required to be 
obtained by passing a special resolution in general meeting.

i.

the total number of options to be granted;a.
identification of classes of employees entitled to participate in the 
scheme;

b.

requirements of vesting and period of vesting;c.
maximum period within which the option shall be vested;d.
exercise price or pricing formula;e.
exercise period and process of exercise;f.
the appraisal process for determining the eligibility of employees 
to the scheme;

g.

maximum number of options to be issued per employee and in 
aggregate;

h.

a statement to the effect that the company shall con¬form to the 
accounting policies specified by SEBI in regard to ESOS;

i.

the method which the company uses to value its options, i.e., 
whether fair value or intrinsic value.

j.

in case the company calculates the employees compensation 
cost using the intrinsic value of the stock options, the difference 
between the employees compensation cost so computed and 
employee compensation cost that shall have been recognized, if 
it had used the fair value of the options, shall be disclosed in the 
directors report and also the impact of this difference on profits 
and on EPS of the company shall be disclosed in directors 
report; 

k.

explanatory statement to the notice and the resolution proposed to 
be passed in general meeting for scheme containing the following 
information is required to be sent:

ii.

grant of option to employees of subsidiary or holding company 
and,

a.

grant of option to identified employees, during any one year, 
equal to or exceeding 1% of the issued capital (ex¬cluding 
outstanding warrants and conversions) of the company at the 

b.

approval of shareholders by way of a sepa¬rate resolution in the 
general meeting is to be obtained by company in case of —

iii.

Shareholders’ approval3.
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time of grant of option.

the company should not vary the terms of the Scheme in any 
manner which may be detrimental to the interests of the employees.

i.

However, if such variation is not prejudicial to the inter¬ests of the 
option holders, the company is required to pass a special resolution 
in a general meeting to vary the terms of scheme. 

ii.

The provisions of clause 3(iii) as above shall apply to such variation 
of terms as they apply to the original grant of option.

iii.

the notice for passing special resolution for variation of terms of 
ESOS is required to be sent.

iv.

the notice should disclose full details of the varia¬tion, the rationale 
therefor and the details of the employees who are beneficiary of 
such variation.

v.

The companies should be given an option to reprice the options 
which are not exercised if ESOSs were rendered unattractive due to 
fall in the price of shares in the market. The Company must ensure 
that such re-pricing should not be detrimental to the interest of 
employees and approval of shareholders in General Meeting has 
been obtained for such pricing.

vi.

Variation of terms of ESOS4.

Pricing5.
The companies granting option to its employees pursuant to the 
scheme have the freedom to determine the exercise price subject to 
adherence to the accounting policies. In case the company calculates 
the employee compensation cost using the intrinsic value of the stock 
options, the difference between the employee compensation cost so 
computed and the employee compensation cost that shall have been 
recognised if it had used the fair value of the options, is required to be 
disclosed in the Director’s Report and also the impact of this difference 
on profits and on Earnings per Share of the company shall also be 
disclosed in the Director’s Report.

There should exist a minimum period of one year between the grant 
of options and vesting of option.

i.

The company has the freedom to specify the lock-in-period for the 
shares issued pursuant to exercise of option.

ii.

The employee does not have the right to receive any dividend or to 
vote or in any manner enjoys the benefits of a shareholder in 
respect of option granted to him, till shares are issued on exercise 
of option.

iii.

Lock-in-period and rights of the option-holder6.

Amount payable by the employee, if any, at the time of grant of 
option can be forfeited by the company if the option is not exercised 
by the employee within the exercise period; or

i.

The amount is required to be refunded to the employee if the option 
is not vested due to non-fulfilment of condition relating to vesting of 
option as per the Scheme.

ii.

Consequence of failure to exercise option7.
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Option granted to an employee is not transferable to any person.i.

Under the cashless system of exercise, the company may itself 
fund or permit the empanelled stock brokers to fund the payment 
of exercise price which shall be adjusted against the sale 
proceeds of some or all the shares, subject to the provi¬sions of 
the Companies Act, 1956.

b.

(a) No person other than the employee to whom the option is 
granted is entitled to exercise the option.

ii.

The option granted to the employee can not pledged, hypothecated, 
mortgaged or otherwise alienated in any other manner.

iii.

In the event of the death of employee while in employment, all the 
options granted to him till such date are vested in the legal heirs or 
nominees of the deceased employee.

iv.

In case the employee suffers a permanent incapac¬ity while in 
employment, all the option granted to him as on the date of 
permanent incapacitation, shall vest in him on that day.

v.

If an employee resigns or is terminated, all options not vested as on 
that day expire. However, the employee subject to the terms and 
conditions formulated by compensation committee, is entitled to 
retain all the vested options.

vi.

Non-transferability of option8.

Disclosure in the Directors’ Report9.

options granted;a.
the pricing formula;b.
options vested;c.
options exercised;d.
the total number of shares arising as a result of exercise of option;e.
options lapsed;f.
variation of terms of options;g.
money realised by exercise of options;h.
total number of options in force;i.

senior managerial personnel;i.
any other employee who receives a grant in any one year of 
option amounting to 5% or more of option granted during that 
year;

ii.

identified employees who were granted option, during any one 
year, equal to or exceeding 1% of the issued capital (excluding 
outstanding warrants and conver¬sions) of the company at the 
time of grant;

iii.

employee-wise details of options granted to—j.

diluted Earnings Per Share (EPS) pursuant to issue of shares on 
exercise of option calculated in accordance with International 
Accounting Standard (IAS) 33.

k.

Where the company has calculated the employee compensation l.

The Board of Directors are required to disclose either in the Direc¬tors 
Report or in the Annexure to the Director’s Report, the following details 
of the Scheme:
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cost using the intrinsic value of the stock options, the difference 
between the employee compensation cost so computed and the 
employee compensation cost that shall have been recognised if it 
had used the fair value of the options, shall be disclosed. The 
impact of this difference on profits and on EPS of the company shall 
also be disclosed.
Weighted-average exercise prices and weighted-average fair values 
of options shall be disclosed separately for options whose exercise 
price either equals or exceeds or is less than the market price of the 
stock on the grant date.

m.

risk-free interest rate,1.
expected life,2.
expected volatility,3.
expected dividends, and4.
the price of the underlying share in market at the time of option 
grant.

5.

A description of the method and significant assumptions used 
during the year to estimate the fair values of options, including the 
following weighted average information:

n.

Accounting Policies10.
The company is required to passed a resolution for the scheme 
complies with the accounting policies specified by SEBI in regard to the 
Scheme under Schedule I of SEBI (Employee Stock Option Scheme 
and Employee Stock Purchase Scheme) Guidelines, 1999. Where a 
scheme provides for graded vesting, the vesting period is required to 
be determined separately for each portion of the option and to be 
accounted for accordingly.
Certificate from Auditors11.
Board of Directors of the company are required to present before the 
shareholders at each AGM, a certificate from the auditors of the 
company that the Scheme has been implemented in conformity with 
these guidelines and in accordance with the resolution of the company 
in the general meeting.

The provisions of the Securities and Exchange Board of India 
(Disclosure and Investor Protection) Guidelines prohibiting initial 
public offering by companies having outstanding warrants and 
financial instruments are not applicable in case of outstand¬ing 
options granted to employees in pursuance of the scheme.

i.

If any option is outstanding at the time of an initial public offering by 
a company, the promoters’ contribution is calculated with reference 
to the enlarged capital which would arise on exercise of all vested 
options.

ii.

If any options granted to employees in pursuance of ESOS are 
outstanding at the time of initial public offering, the offer document 
of the company shall disclose all the information speci¬fied to be 
disclosed in Directors’ Report.

iii.

Options outstanding at Public Issue12.
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a permanent employee of the company working in India or out of 
India; or

a.

a director of the company, whether a whole time director or not;b.
an employee as defined in sub-clauses (a) or (b) of a subsidiary, 
in India or out of India, or of a holding compa¬ny of the company. 

c.

An employee eligible to participate in the scheme should be:i.

The employee should neither be a promoter nor belongs to the 
promoter group.

ii.

A director who either by himself or through his relatives or through 
any body corporate, directly or indirectly holds more than 10% of the 
outstanding equity shares of the company can not participate, as he 
is not eligible to participate in the scheme.

iii.

Eligibility to participate in the scheme1.

The Scheme should be approved by the shareholders by passing a 
special resolution in the meeting of the general body of 
shareholders.

i.

the price of the shares and also the number of shares to be 
offered to each employee;

a.

the appraisal for determining the eligibility of employee for the 
scheme;

b.

total number of shares to be granted.c.

The explanatory statement to the notice is required to be sent to the 
shareholders and it should specify the following—

ii.

The number of shares offered may be different for different 
categories of employees.

iii.

The special resolution must state that the company should conform 
to the accounting policies as specified in schedule II of SEBI 
(Employee Stock Option Scheme and Stock Purchase Scheme) 
Guidelines, 1999.

iv.

allotment of shares to employees of subsidiary or holding 
company and;

a.

allotment of shares to identified employees, during any one year, 
equal to or exceeding 1% of the issued capital (excluding 
outstanding warrants and conversions) of the company at the 
time of allotment of shares.

b.

Approval of shareholders must be obtained by way of separate 
resolution in the general meeting in case of —

v.

Shareholder Approval2.

The company has the freedom to determine price of shares to be 
issued under an ESPS, provided they comply with the accounting 
policies specified. 

i.

The shares issued under an ESPS are subject to lock-in for a 
minimum period of one year from the date of allot¬ment.

ii.

If the scheme is part of a public issue and the shares are issued to 
employees at the same price as in the public issue, the shares 

iii.

Pricing and Lock-in-Period3.

Employees Stock Purchase Scheme (ESPS)II.
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issued to employees under the scheme are not subject to any lock-
in-period.

the details of the number of shares issued in the scheme;a.
the price at which such shares are issued;b.

senior managerial personnel;i.
any other employee who is issued shares in any one year 
amounting to 5% or more shares issued during that year;

ii.

identified employees who were issued shares during any one 
year equal to or exceeding 1% of the issued capital of the 
company at the time of issuance;

iii.

employee-wise details of the shares issued to:c.

diluted Earning Per Share (EPS) pursuant to issuance of shares 
under the scheme; and

d.

consideration received against the issuance of shares.e.

The Director’s Report or Annexure thereto should contain, inter alia, 
the following disclosures:

i.

Every company passing a resolution for the scheme must comply 
with the accounting policies as specified in Schedule II to SEBI 
(Employee Stock Option Scheme and Employee Stock Purchase) 
Guidelines, 1999.

ii.

Disclosure and Accounting Policies4.

Preferential Allotment5.
Nothing in these guidelines applies to shares issued to employees in 
compliance with the Securities and Exchange Board of India 
Guidelines on Preferential Allotment.

The ESOS/ESPS is in accordance with these Guidelines.a.
In case of an ESOS the company has also filed with the 
concerned stock exchanges, before the exercise of option, a 
statement as per Schedule V and has obtained in-principle 
approval from such Stock Exchanges.

b.

As and when ESOS/ESPS are exercised the company has 
notified the concerned Stock Exchanges as per the statement as 
per Schedule VI.

c.

The shares arising pursuant to an ESOS and shares issued under 
an ESPS are required to be listed immediately upon exercise in any 
recognized stock exchange where the securities of the company are 
listed subject to compliance of the following:

i.

Ratification of the Resolution passed for issuance of ESOS or 
ESPS – Earlier resolution passed for issuance of ESOS/ESPS is 
required to be ratified by the shareholders of listed company in 
the General Meeting. The notice for ratification of earlier 
resolution include all the relevant disclosures required in terms of 

a.

The shares arising upon exercise of options issued by an unlisted 
company which are to be vested or be exercised after the company 
is listed, may be listed after the initial public offering by such 
company subject to fulfillment of the following requirements:

ii.

Listing6.
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these Guidelines.

A disclosure about the intention of the holders of shares 
allotted on exercise of option granted under ESOS or allotted 
under ESPS, to sell their shares within three months after the 
date of listing of shares in such initial public offering 
(aggregate number of shares intended to be sold by option 
holders) to be disclosed. In case of ESOS the same shall be 
disclosed regardless of whether the shares arise out of 
options exercised before or after the initial public offering.

1.

Specific disclosures about the intention of sale ESOS or 
ESPS shares within three months after the date of listing, by 
directors. Senior Managerial personnel and employees having 
ESOS or ESPS shares amounting to more than 1% of the 
issued capital (excluding outstanding warrants and 
conversions), which inter alia shall include name, designation 
and quantum of ESOS or ESPS shares and quantum they 
intended to sell within three months.

2.

A disclosure in line with the clauses 12 and 19 of these 
guidelines, regarding all the options/shares issued in last 
three years (separately for each year) and on a cumulative 
basis for all the options/shares issued prior to date of the 
prospectus.

3.

Disclosures in the offer document – Following disclosures are 
required to be made in the offer document for IPO:

b.

For listing of shares issued pursuant to ESOS or ESPS the 
company is required to make application to the Central Listing 
Authority as per SEBI (Central Listing Authority) Regulations, 2003 
and obtain the in-principle approval from Stock Exchanges where it 
proposes to list the said shares.

iii.

The existing provisions of lock-in specified in SEBI (Disclosure and 
Investor Protection) Guidelines, 2000 are not applicable on the pre-
initial public offering ESOS options/shares. ESPS options/shares 
held by employees other than promoters provided that the earlier 
resolution is ratified by the shareholders in General Meeting and 
disclosures in the prospectus for IPO is made in accordance with 
the guidelines.

iv.

The ESOP/ESPS share held by the promoters prior to Initial Public 
Offering shall be subject to lock-in as per the provisions of SEBI 
(Disclosure and Investor Protection) Guidelines, 2002.

v.

The listed companies is required to file the ESOS or ESPS 
Schemes through EDIFAR filing.

vi.

When holding company issues ESOS/ESPS to the employee of its 
subsidiary, the cost incurred by the holding company for issuing 
such options/shares is required to be disclosed in the ‘notes to 
accounts’ of the financial statements of the subsidiary company.

vii.

The company is required to appoint a registered Merchant Banker 
for the implementation of ESOS and ESPS as per these guidelines.

viii.
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ESOS/ESPS Through Trust Route7.
In case ESOS/ESPS are administered through a Trust Route, the 
ESOS/ESPS Trust would be consolidated with the company in 
accordance with the Accounting Standard (AS-21) specified by the 
Institute of Chartered Accountants of India and these Guidelines would 
be applicable to the consolidated entity.

DELISTING OF SECURITIESVII.
The Securities and Exchange Board of India (Delisting of Securities) 
Guidelines 2003 (hereinafter referred to as Delisting Guidelines, 2003) deals 
with Voluntary and Compulsory delisting. Clause 3 of Delisting Guidelines, 
2003 defines certain terms and the same are dealt with at appropriate places. 
APPLICABILITY 

voluntary delisting being sought by the promoters of a company;a.
any acquisition of shares of the company (either by a promoter or by any 
other person) or scheme or arrangement, by whatever name referred to, 
consequent to which the public shareholding falls below the minimum limit 
specified in the listing conditions or listing agreement that may result in 
delisting of securities;

b.

promoters or Acquirers of the companies who voluntarily seek to delist 
their securities from all or some of the stock exchanges;

c.

cases where a person in control of the management is seeking to 
consolidate his holdings in a company, in a manner which would result in 
the public shareholding in the company falling below the limit specified in 
the listing conditions or in the listing agreement that may have the effect of 
company being delisted;

d.

companies which may be compulsorily delisted by the stock exchanges.e.

As per Clause 4, these guidelines apply to delisting of securities of 
companies and specifically to:

Para (a) and (c) of Clause 4 as stated above seems to convey one and the 
same meaning, i.e. when the promoters of a company are seeking voluntary 
delisting. It may be noted here that these guidelines envisage that public 
shareholding is not reduced below minimum level.

when as a result of acquisition of shares of the company (either by a 
promoter or by any other person), the public shareholding falls below the 
minimum limit specified in the listing conditions or listing agreement 
resulting in delisting of securities;

i.

when as a result of, acquisition of shares of the company pursuant to any 
Scheme or arrangement, by whatever name called, the public 
shareholding falls below the minimum limit specified in the listing 
conditions or listing agreement which may result into delisting of 
securities.

ii.

Para (b) of Clause 4 as stated above provides for two situations:

In case of acquisition by promoter or any other person, SEBI (Substantial 
Acquisition of Shares and Takeovers) Regulations, 1997 (hereinafter 
referred to as Takeover Regulations) apply and accordingly while making 
Public Announcement under Takeover Regulations, promoter or acquirer 

i.
Both situations of Para (b) Clause 4 above are analyzed here under:
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may declare his intention to delist securities after acquisition. If acquisition 
under Takeover Regulations is completed and securities of the company 
continue to be listed with BSE/NSE, an exit offer under Delisting 
Guidelines, 2003 need not be made. In case, after acquisition under 
Takeover Regulations is completed, the securities of the company are to 
be delisted from all stock exchanges, including BSE & NSE, an exit offer 
under Delisting Guidelines, 2003 needs to be made.
If the scheme of merger, amalgamation or arrangement of one listed 
company with another listed company does not result into the public 
shareholding falling below the minimum limit specified in the listing 
conditions or listing agreement, Delisting Guidelines, 2003 may not be 
applicable.

ii.

Para (d) of Clause 4 states that if the person in control of the management is 
seeking to consolidate his holdings in a company in a manner which would 
result in the public shareholding in the company falling below the limit 
specified in the listing conditions or in the listing agreement, this may have 
the effect of the company being delisted.
Further, an additional ground of delisting is covered under Clause 17 of 
Delisting Guidelines, 2003, which specifies that in case of rights issue, 
allotment to the promoters or the persons in control of the management shall 
be allowed, even if they subscribe to unsubscribed portion, which may result 
in public shareholding falling below the permissible minimum level. Such 
allotment is permissible, if adequate disclosures have been made in the offer 
document, and they agree to buy out the remaining public shareholders at 
the price of rights issue or make an offer for sale to bring the public 
shareholding to the level specified in the listing conditions or listing 
agreement to remain listed.
The Delisting Guidelines, 2003 provide that there shall not be any 
compulsion for the existing company to remain listed on any stock exchange. 
In other words, it can get delisted even from the regional stock exchange.
In case the rights issue is not fully subscribed, which may result in the public 
shareholding falling below the permissible minimum level as specified in the 
listing condition or listing agreement, the promoter(s) of the company shall be 
required to delist by providing an exit opportunity in the manner specified in 
Clause 17.1 of Delisting Guidelines, 2003 or may be required to make an 
offer for sale of their holdings so that the public shareholding is raised to the 
minimum level specified in the listing agreement or in the listing conditions 
within a period of 3 months. [Clause 17.2]
The term “Rights issue” is defined in Clause 1.2.1(xxv) of SEBI (Disclosure 
and Investor Protection) Guidelines, 2000. It means an issue of capital under 
sub-section (1) of Section 81 of the Companies Act, 1956, to be offered to 
the existing shareholders of the company through a Letter of Offer.
ELIGIBILITY AND CONDITIONS FOR VOLUNTARY DELISTING 

The securities of the company have been listed for a minimum period of 3 
years on any stock exchange.

1.

A company may delist one or all of its class of securities. However, if the 2.

Eligibility Criteria for Voluntary Delisting 

   SL&C Page 69   



equity shares of a company are delisted, the fixed income securities may 
continue to remain listed on the stock exchange. [Clause 14.1 & 14.2]
It may be noted that delisting application needs to be made by promoters 
or acquirers and hence promoters or acquirers may delist one or all of its 
class of securities and the fixed income securities may continue to remain 
listed on the stock exchange.
A company, which has a convertible instrument outstanding, shall not be 
permitted to delist its equity shares, till the exercise of the conversion 
option is available. [Clause 14.3]

3.

It may be noted that delisting application needs to be made by promoters 
or acquirers and hence if the company has a convertible instrument 
outstanding, the promoters or acquirers shall not be permitted to delist its 
equity shares, till the exercise of the conversion options.
Where securities are proposed to be delisted from all the stock 
exchanges, an exit opportunity should be given to the investors for the 
purpose of which an exit price shall be determined in accordance with the 
“book building process” described in clauses 7 to 10, 13 and 14 of the 
Delisting Guidelines 2003. [Clause 5.1]

4.

Where securities continue to be listed in a stock exchange having nation 
wide trading terminals, an exit opportunity need not be given. At present, 
SEBI has recognized the Stock Exchange, Mumbai and the National 
Stock Exchange as the stock exchanges having nation wide trading 
terminals. However SEBI has reserved the right to specify other stock 
exchange(s) as having nation wide trading terminals. [Clause 5.2]

5.

Company shall not use the buy-back method to delist its securities.1.
The amount of consideration for the tendered and accepted securities 
shall be settled in cash. [Clause 8.11] The payment of consideration for 
delisting of securities shall be paid in cash by the promoter or acquirer. 
[Clause 13.1]

2.

In case of partly paid-up securities, the price determined by the book 
building process shall be applicable to the extent the call has been made 
and paid. [Clause 8.10]

3.

In the case of infrequently traded securities, the offer price and 
infrequently traded shares shall be determined in the manner explained 
under regulation 20(5) of the SEBI Takeover Regulations. [Clause 8.3]

4.

The promoter may not accept the securities at the offer price determined 
by the book building process. [Clause 9.1]

5.

When a company, which is listed on any stock exchange or stock 
exchanges other than BSE or NSE (i.e., the stock exchanges having 
nationwide trading terminals), seeks delisting, an exit offer shall be made 
to the shareholders in accordance with Delisting Guidelines, 2003. There 
shall not be any compulsion for the existing company to remain listed on 
any stock exchange merely because it is a regional stock exchange. 
[Clause 11.1 & 11.2]

6.

Before making the public announcement the promoter shall appoint 
merchant banker registered with SEBI, who is not an associate of the 

7.

Conditions for Voluntary Delisting
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promoter. [Clause 7.3]

any relative of that person within the meaning of Section 6 of the 
Companies Act, 1956;

i.

family trusts and Hindu Undivided Families.ii.

As the Guidelines not define the term ‘associate’, the definition as given in 
Takeover Regulations may be adopted. Note to Regulation 2(1)(e) of 
SEBI Takeover Regulations defines Associate as under :

Before making application for delisting, the promoters or the acquirers of 
the company shall make a public announcement. [Clause 7.1]

8.

PROCEDURE FOR VOLUNTARY DELISTING
Procedure for Voluntary Delisting from All Stock Exchnages except 
BSE or NSE
An exit opportunity need not be given in cases where securities continue to 
be listed in a stock exchange having nation wide trading terminals. For the 
purposes of Delisting Guidelines, 2003, stock exchange having nationwide 
trading terminals means the Stock Exchange, Mumbai, the National Stock 
Exchange and any other stock exchange, which may be specified by the 
Board. [Clause 4.2]. When a company, which is listed on any stock exchange 
or stock exchanges other than the stock exchanges having nationwide 
trading terminals, seeks delisting, an exit offer shall be made to the 
shareholders in accordance with Delisting Clauses, 2003. [Clause 11.1]

Obtain the prior approval of shareholders of the company by a special 
resolution passed at its general meeting.[Clause 6.1]

a.

Make a public announcement as per Clause 7.2. Public Announcement 
shall contain provision as per Schedule I & it applies to voluntary delisting. 
Only the following requirements of Schedule I to Delisting Guidelines, 
2003 apply, namely Serial Nos. 3, 7, 8, 11,12,14, 15 & 16 : 

b.

— The name of the exchange or exchanges from which the securities are 
sought to be delisted. (Sr No. 3)
— The necessity and the object of the delisting (Sr No. 7)
— A full and complete disclosure of all material facts. (Sr No. 8)

high, low and average market prices of the securities of the company 
during the preceding three years;

a.

monthly high and low prices for the six months preceding the date of 
the public announcement; and,

b.

the volume of securities traded in each month during the six months 
preceding the date of public announcement. (Sr No. 11)

c.

— Listing details and stock market data:

— Present capital structure and shareholding pattern. (Sr No. 12)
— The aggregate shareholding of the promoter group and of the directors 
of the promoters, where the promoter is a company and of persons who 
are in control of the company. (Sr No. 14)
— Name of compliance officer of the company. (Sr No. 15)
— It should be signed and dated by the promoter. (Sr No. 16)
Make an application to the stock exchange (delisting exchange), in the c.

Any promoter or acquirer desirous of delisting securities of the company 
under the provisions of Delisting Guidelines, 2003 shall: -
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form to be prescribed by each stock exchange, from where it is proposed 
to delist shares, and annex these with a copy of the special resolution 
passed at general meeting. [Clause 6.1(c)]
Comply with such other additional conditions as may be specified by the 
concerned stock exchanges from where securities are to be delisted. 

d.

Open an escrow account.e.
Company need not appoint Registrar & Share Transfer Agent. (Clause 8.7 
requirement does not apply)

f.

The paid up share capital shall not be extinguished as in the case of 
buyback of securities. [Clause 8.9].

g.

Schedule II of Delisting Guideline 2003 does not apply.h.

Any promoter or acquirer desirous of delisting securities of the company 
under the provisions of Delisting Guidelines, 2003 shall obtain the prior 
approval of shareholders of the company by a special resolution passed at 
its general meeting. [Clause 6.1]. 

a.

The promoter shall appoint a merchant banker registered with SEBI, who 
is not an associate of the promoter. (Clause 7.3) Term ‘associate’ as 
defined by way of explanation to Regulation 2(1)(e) of Takeover 
Regulations to means (a) any relative of that person within the meaning of 
section 6 of the Companies Act, 1956; and (b) family trusts and Hindu 
Undivided Families. 

b.

Any promoter of a company, who desires to delist the securities from the 
stock exchange, shall determine an exit price for the securities in 
accordance with the book building process described in Schedule II to 
Delisting Guidelines, 2003. [Clause 8.1]

c.

The offer price shall have a floor price, which will be the average of 26 
weeks traded price quoted on the stock exchange where the shares of the 
company are most frequently traded during preceding 26 weeks from the 
date of the public announcement and without any ceiling of maximum 
price. [Clause 8.2]

d.

The promoters or the acquirers of the company shall make a public 
announcement, in newspapers containing, inter alia, information specified 
in Schedule I to the Delisting Guidelines, 2003. [Clauses 7.1 & 7.2]. 
Delisting Guidelines, 2003 are silent on the area of circulation & the 
language of newspapers. 

e.

If the quantity eligible for acquiring securities at the final price offered does 
not result in public shareholding falling below required level of public 
holding for continuous listing, the company shall remain listed. [Clause 
8.8]

f.

The paid up share capital shall not be extinguished as in the case of 
buyback of securities. [Clause 8.9)]

g.

On determination of the final price pursuant to the book building, the 
promoter or the acquirer shall within a period of two working days from 
such determination: (a) make a public announcement in the newspapers 
of the final price as discovered by the book building process and whether 
or not the promoter or the acquirer has accepted the price; and, (b) 

h.

Procedure for Voluntary Delisting from all Stock Exchanges
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communicate to, exchange or exchanges from which delisting is sought to 
be made, the final price discovered and whether the promoter has 
accepted the price. [Clause 10]. 

he shall not make an application to the exchange for delisting of the 
securities; and

i.

the promoter shall ensure that the public shareholding is brought up to 
the minimum limits specified under the listing conditions within a period 
of 6 months from the date of such decision, by any of the modes 
specified below [Clauses 9.2 & 9.3]:

ii.

issue of new shares by the company in compliance with the 
provisions of the Companies Act, 1956 and the Securities and 
Exchange Board of India (Disclosure and Investor Protection) 
Guidelines, 2000;

a.

the promoter making an offer for sale of his holdings in compliance 
with the provisions of the Companies Act, 1956 and the Securities 
and Exchange Board of India (Disclosure and Investor Protection) 
Guidelines, 2000;

b.

the promoter making sale of his holdings through the secondary 
market in a transparent manner. (Clause 9.3). 

c.

the public shareholding may be increased by:iii.

In the event of the promoter not being able to raise the public 
shareholding in accordance with (iii) above, within six months, he shall 
offer for sale to the public such portion of his holdings as would 
increase the public shareholding to the minimum limits specified in the 
listing agreement or the listing conditions at the price determined by the 
Central Listing Authority. [Clause 9.4] 

iv.

Where the promoter decides not to accept the offer price so determined:i.

Make an application to the stock exchange (delisting exchange) from 
where it is proposed to delist shares. Such an application shall be in the 
form to be specified by the exchange, annexing therewith a copy of the 
special resolution passed at general meeting. [Clause 6.1(c)]

j.

Comply with such other additional conditions as may be specified by the 
concerned stock exchanges from where securities are to be delisted. 
[Clause 6.1(d)] 

k.

In the event of securities being delisted, the acquirer shall allow a further 
period of 6 months for any of the remaining shareholders to tender 
securities at the same price. [Clause 8.5]. 

l.

Where the offer for delisting results in acceptance of a fewer number of 
shares than the total shares outstanding and as a consequence the public 
shareholding does not fall below the minimum limit specified by the listing 
conditions or the listing agreement, the offer shall be considered to have 
failed and no securities shall be acquired pursuant to such offer. [Clause 
12]

1.

The stock exchange(s) shall provide the infrastructure facility for display of 
the price at the terminals of the trading members to enable the investors 
to access the price on the screen to bring transparency to the delisting 

2.

Note:
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process. [Clause 8.4]. The stock exchanges shall monitor the possibility of 
price manipulation and keep under special watch the securities for which 
announcement for delisting has been made. [Clause 8.6]
To ascertain the genuineness of physical securities if tendered and to 
avoid bad delivery, Registrar and Transfer Agent shall co-operate with the 
Clearing House/Clearing Corporation to determine the quality of the 
papers upfront. [Clause 8.7]

3.

As a good corporate governance practice, entire procedure of voluntary 
delisting should be completed within 1 year of passing of special 
resolution. Also, the price at which right issue is made should not be taken 
into account while determining the floor price.

4.

The floor price and how it was determined.1.
The dates of opening and closing of the bidding.2.
It may be noted that under Sr. No. 4 of Schedule II, the offer to buy shall 
remain open to the security holders for a minimum period of three days. 
The security holders shall have a right to revise their bids before the 
closing of the bidding.
The name of the exchange or exchanges from which the securities are 
sought to be delisted. 

3.

The names and addresses of the trading members as well as the bidding 
terminals and centres through which bids can be placed.

4.

Description of the methodology to be adopted for determination of 
acceptable price. 

5.

Period for which the offer shall be valid. 6.
The necessity and the object of the delisting. 7.
A full and complete disclosure of all material facts.8.
The proposed timetable from opening of the offer till the settlement of the 
transfers.

9.

Details of the escrow account and the amount deposited therein. 10.

High, low and average market prices of the securities of the company 
during the preceding three years;

a.

monthly high and low prices for the six months preceding the date of 
the public announcement; and,

b.

the volume of securities traded in each month during the six months 
preceding the date of public announcement.

c.

Listing details and stock market data:11.

Present capital structure and shareholding pattern. 12.
Shareholding pattern as required under Clause 35 of the listing agreement 
may be adopted.
The likely post-delisting capital structure.13.
The aggregate shareholding of the promoter group and of the directors of 
the promoters, where the promoter is a company and of persons who are 
in control of the company.

14.

Name of compliance officer of the company.15.
It shall be signed and dated by the promoter.16.

Schedule I to the Delisting Guidelines, 2003 specifies contents of Public 
Announcement as under:
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Any promoter of a company, who desires to delist from the stock 
exchange, shall determine an exit price for delisting of securities in 
accordance with the book building process described in Schedule II to 
Delisting Guidelines, 2003. [Clause 8.1]

1.

The offer price shall have a floor price, which will be the average of 26 
weeks traded price quoted on the stock exchange where the shares of 
the company are most frequently traded during preceding 26 weeks 
from the date of the public announcement and without any ceiling of 
maximum price. [Clause 8.2]

2.

In case of partly paid-up securities, the price determined by the book 
building process shall be applicable to the extent the call has been 
made and paid. [Clause 8.10]

3.

The amount of consideration for the tendered and accepted securities 
shall be settled in cash. [Clause 8.11]

4.

Determination of Exit Price in case of frequently traded securitiesA.

As and when the appropriate trigger is reached the dominant 
promoter/shareholder group of the company (the acquirer) which 
proposes to acquire shares will be required to make an open offer to 
acquire shares through this book building process.

a.

The promoter or acquirer shall appoint a merchant banker and make a 
public announcement regarding the book build process making 
appropriate disclosures (decision on floor price, methodology to be 
adopted for determination of acceptable price, period for which the 
offer shall be valid etc.).

b.

The floor price at which the acquision is proposed shall be specified but 
no ceiling price shall be specified.

c.

The promoter or acquirer shall be required to keep a deposit in an 
escrow account. The promoter shall deposit in an escrow account, 100 
per cent of the estimated amount of consideration calculated on the 
basis of the floor price indicated and the number of securities proposed 
to be acquired. For escrow account, Regulation 10 of the Securities 
and Exchange Board of India (Buyback of Securities) Regulations, 
1998 applies.

d.

The book building process shall require at least thirty centres, including 
all stock exchange centres. There shall be at least one electronically 
linked computer terminal at all bidding centres. (Schedule II, Pt.1).

e.

The entire exercise shall only be available for demat shares. For 
holders of physical certificates, the promoter or acquirer shall keep the 
offer open for a period of 15 days from the final settlement day for the 
shareholders to lodge the certificates with custodian(s) specified by the 
merchant banker. (Schedule II pt.13).

f.

The final offer price may be determined, as the price at which the 
maximum number of shares that have been offered. The acquirer may 
accept or not accept the price. If the price is accepted, the acquirer will 
be required to accept all offers upto and including the final price but 

g.

Process Flow

DETERMINATION OF EXIT PRICE
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may not have to accept higher priced offers. The same is illustrated 
below:
Offer Quantity Offer Price Remarks
50 120 Floor price
82 125
108 130 Final price (as quantity offered is 

maximum)
27 135
5 140

If final price is accepted, the promoter or acquirer will have to accept 
offers up to and including the final price i.e. 240 shares at the final price of 
Rs.130/-. (Schedule II Pt. 9 & 10).
The book building process

Investors may approach identified trading members for placing offers 
on the on-line electronic system. The format of the offer form and the 
details that it must contain shall be prescribed. (Schedule II, Pt. 6). 

a.

Security holders shall be required to deposit the shares offered with the 
trading members prior to placement of orders. Alternately, they may 
mark a pledge for the same to the trading member. The trading 
members in turn may place these securities as margin with the 
exchanges/clearing corporations. (Schedule II Pt..7). 

b.

The offers placed in the system shall have an audit trail in the form of 
confirmations, which gives broker ID details with time stamp and 
unique order number. (Schedule II, Pt.8). 

c.

At the end of the book build period, the merchant banker to the book-
building exercise shall announce in the press and to the concerned 
exchanges the final price and the acceptance (or not) of the price by 
the acquirer. (Schedule II Pt. 11) 

d.

The promoter or acquirer shall make the requisite funds available with 
the Exchange /Clearing Corporation on the final settlement day (which 
shall be three days from the end of the book build period). The trading 
members shall correspondingly make the shares available. On the 
settlement day, the funds and securities shall be paid out in a process 
akin to secondary market settlements. (Schedule II, Pt. 12). 

e.

Promoter/acquirer shall appoint trading members, for placing bids on the 
on-line electronic system.

In case of shares of the listed company, which are frequently traded, the 
pricing norms (exit price) varies under the Takeover Regulations and 
under the Delisting Guidelines, 2003.
Determination of Exit Price in case of infrequently traded securitiesB.
In the case of infrequently traded securities, the offer price shall be as per 
regulation 20(5) of the Takeover Regulations.
Regulation 20 (5) of the Takeover Regulations provides:
“Where the shares of the target company are infrequently traded, the offer 
price shall be determined by the acquirer and the merchant banker taking 
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the negotiated price under the agreement referred to in sub-regulation 
(1) of regulation 14; 

a.

the highest price paid by the acquirer or persons acting in concert with 
him for acquisitions, if any, including by way of allotment in a public or 
rights or preferential issue during the twenty six week period prior to 
the date of public announcement; 

b.

other parameters including return on net worth, book value of the 
shares of the target company, earning per share, price earning multiple 
vis-a-vis the industry average: 

c.

into account the following factors:

Provided that where considered necessary, SEBI may require valuation of 
such infrequently traded shares by an independent merchant banker 
(other than the manager to the offer) or an independent chartered 
accountant of minimum ten years’ standing or a public financial institution.

For the purpose of sub-regulation (5), shares shall be deemed to be 
infrequently traded if on the stock exchange, the annualised trading 
turnover in that share during the preceding six calendar months prior to 
the month in which the public announcement is made is less than five 
per cent (by number of shares) of the listed shares. For this purpose, 
the weighted average number of shares listed during the said six 
months period may be taken. 

i.

In case of disinvestments of a Public Sector Undertaking, the shares of 
such an undertaking shall be deemed to be infrequently traded, if on 
the stock exchange, the annualised trading turnover in the shares 
during the preceding six calendar months prior to the month, in which 
the Central Government or the State Government as the case may be 
opens the financial bid, is less than five per cent (by the number of 
shares) of the listed shares. For this purpose, the weighted average 
number of shares listed during the six months period may be taken. 

ii.

In case of shares which have been listed within six months preceding 
the public announcement, the trading turnover may be annualised with 
reference to the actual number of days for which the shares have been 
listed.” 

iii.

Explanation

The stock exchange(s) shall provide the infrastructure facility for 
display of the price at the terminals of the trading members to enable 
the investors to access the price on the screen to bring transparency to 
the delisting process. [Clause 8.4] 

1.

The stock exchanges shall monitor the possibility of price manipulation 
and keep under special watch the securities for which announcement 
for delisting has been made.[Clause 8.6] 

2.

Role of Stock Exchange(s) in Voluntary Delisting

COMPULSORY DELISTING 
Compulsory Delisting - Earlier Norms and Practice

— Non-payment of listing fees

The earlier norms allowed the stock exchanges to delist the securities in the 
following circumstances:
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— Non-compliance with listing requirements
— Non-compliance with the provisions of the listing agreement
— Non-redressal of investors’ complaints despite repeated reminders
— Unfair trading practices at the behest of the promoters / management
— Other malpractices such as fake, original or duplicate share certificates 
deliberately issued by the management
— Whereabouts of the company/or its promoter/directors not known
— Reduction in the number of public holders of securities
— Company has become sick and is unable to meet current debt 
obligations or to adequately finance operations or has not paid interest on 
debentures for the last 2-3 years or has become defunct or there are no 
employees or liquidator has been appointed, etc.

It has been perceived that stock exchanges should not resort to delisting by 
reason of non-payment of listing fees unless efforts are made for recovery of 
the fees by persuasion or force. There is a general feeling amongst the 
investors that suspension/delisting as means to punish the defaulting 
companies are not sufficient to protect their interests from the objectives of 
unscrupulous promoters. In fact, it has been considered to be harmful to 
them as both the actions adversely affect their investment in the erring 
companies.

A panel constituted by the Exchange for the purpose should take the 
decision. 

a.

Adequate and wide public notice before delisting should be given through 
newspapers and on the notice board of the Exchange. 

b.

Notice of delisting should be given to the company as well as the other 
stock exchanges where the company’s securities are listed. 

c.

Notice of termination of the Listing Agreement should be given. d.
An appeal against the decision of delisting may be made to the SEBI. e.

The procedure for delisting by stock exchange contemplated

Pratip Kar committee suggested a new mechanism for compulsory delisting 
which seeks to provide for adequate and effective intimation to be given to 
the holders of the securities, which are proposed to be delisted, including the 
right of hearing and a public notice thereof. Accordingly, necessary clauses 
were provided in SEBI (Delisting of Securities) Guidelines, 2003.

The Stock Exchanges may, in terms of the Delisting Guidelines 2003, 
delist securities of companies, (a) where trading suspended for a 
minimum period of 6 months (Clause 15.1) or (b) as per norms in 
Schedule III (Clause 15.2), which have been suspended for a minimum 
period of six months for non-compliance with the Listing Agreement. The 
manner of computing suspension period of six months is not clear, 
whether suspension shall be continuous period of six months during the 
financial year or intermittently for an aggregate period of six months. 
Keeping in view the interest of security holders, compulsory Delisting may 
be made by stock exchange if the securities remain suspended for 
continuous six months. If Suspension is for continuous six months, then 
securities may be compulsorily delisted by the concerned stock exchange 

1.
Grounds for Compulsory Delisting
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at its discretion. 
The Stock Exchanges may also delist companies as per the norms 
provided in Schedule III of Delisting Guidelines. 

2.

Use of word ‘also’ suggests that securities of a company may be 
compulsorily delisted even if the same were not suspended for six 
months. However in such cases, the concerned stock exchange shall 
follow norms specified in Schedule III to Delisting Guidelines, 2003.
The Stock Exchange shall give adequate and wide public notice through 
newspapers (including one English national daily of wide circulation) and 
through display of the notice on the notice board/ website/ trading systems 
of the Exchange. (Clause 15.3) This shall be done in case of compulsory 
delisting either because of suspension of trading for six months or as per 
norms of Schedule III. 

3.

The stock exchange shall either (a) give a show cause notice to a 
company or (b) adopt the procedure provided under Part B of Schedule III 
for delisting (Clause 15.4). This shall be done in case of compulsory 
delisting either because of suspension of trading for six months or as per 
norms of Schedule III. 

4.

The Stock Exchange shall provide a time period of 15 days within which 
representation may be made to the exchange by any person who may be 
aggrieved by the proposed delisting. (Clause 15.5) 

5.

The stock exchange may, after consideration of the representation 
received from aggrieved persons, delist the securities of such companies. 

6.

The stock exchange would ensure that adequate and wide public notice of 
the fact of the delisting is given through newspapers and on the notice 
boards/trading systems of the stock exchange and should ensure 
disclosure in all such notices of the fair value of such securities 
determined in accordance with the explanation to Clause 16.1. 

7.

Two directors/officers of the Exchange (one director to be a public 
representative) 

a.

One representative of the investors b.
One representative from the Central Government (Department of 
Company Affairs)/Regional Director/Registrar of Companies 

c.

Executive Director/Secretary of the Exchange. d.

The decision on delisting shall be taken by a panel to be constituted by 
the Exchange comprising of the following: 

A.

Due notice of delisting and intimation to the company as well as other 
Stock Exchanges where the company’s securities are listed to be 
given. 

B.

Notice of termination of the Listing Agreement to be given. C.
An appeal against the order of compulsory delisting may be made to 
SEBI. 

D.

Procedure as provided under part b of schedule III

The exchange shall provide a time period of 15 days within which any 
person who may be aggrieved by the proposed delisting may make 
representation to the exchange. (Clause 15.5) 

8.

The stock exchange may, after consideration of the representations 9.
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received from aggrieved persons, delist the securities by such companies. 
(Clause 15.6) 
The stock exchange shall ensure that adequate and wide public notice is 
given through newspapers and on the notice boards/trading systems of 
the sock exchanges. The Stock Exchanges would ensure disclosure in all 
such notices of the fair value of such securities determined in accordance 
with explanation to Clause 16.1 (Clause 15.6A). 

10.

The stock exchange shall display the name of such company on its 
website. (Clause 15.7) 

11.

Rights of Securities Holder in case of Compulsory Delisting
Where the securities of the company are delisted by an exchange, the 
promoter of the company shall be liable to compensate the security-holders 
of the company by paying them the fair value of the securities held by 
security-holders and acquiring their securities. However security holders shall 
be given an option to remain security-holders with the company (Clause 
16.1). The person appointed by the Stock Exchange out of a panel of 
experts, which shall also be selected by the Stock Exchange shall determine 
fair value, having regard to the factors mentioned in Regulation 20 of the 
Takeover Regulations (Explanation to Clause 16.1). 
Reinstatement of Delisted Securities
Reinstatement of delisted securities shall be permitted by the stock 
exchanges after cooling period of 2 years. In other words, relisting of 
securities shall be allowed only after 2 years of delisting of the securities. It 
would be based on the respective norms/criteria for listing at the time of 
making the application for listing and the Central Listing Authority will initially 
scrutinize the application. (Clause 18.1)

Public Issue of shares means the selling or marketing of shares for 
subscription by the public by issue of prospectus. 

•

Public Issue of shares are regulated by SEBI (Disclosure and Investor 
Protection) Guidelines, 2000 

•

All listed companies whose equity shares are listed on a stock exchange 
and unlisted companies eligible to make a public issue and desirous of 
getting its securities listed on a recognised stock exchange pursuant to a 
public issue, may freely price its equity shares or any securities 
convertible at a later date into equity shares. 

•

The promoters should contribute not less than 20% of post-issue capital, 
in case of a public issue by an unlisted company. 

•

Underwriting means an agreement with or without conditions to subscribe 
to the securities of a body corporate when the existing shareholders of 
such body corporate or the public do not subscribe to the securities 
offered to them. 

•

In case of a public issue by an unlisted company, at least 10% or 25% of 
the post issue capital should be offered to the public and a listed company 
making public issue should make the net offer of at least 10% or 25% of 
the issue size to the public. 

•

LESSON ROUND-UP
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A merchant banker holding a valid certificate of registration is required to 
be appointed to manage the issue. 

•

Every company making a public issue is required to appoint a compliance 
officer and intimate the name of the compliance officer to SEBI. 

•

Book Building means a process undertaken by which a demand for the 
securities proposed to be issued by a body corporate is build up and a 
‘Fair Price’ and ‘Quantum’ of securities to be issued is finally determined. 

•

An issuer company making a public offer of equity shares can avail of the 
Green Shoe Option (GSO) for stabilizing the post listing price of its shares 

•

IPO grading (initial public offering grading) is a service aimed at facilitating 
the assessment of equity issues offered to public. 

•
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