Making listing norms for start-ups easier

Removing the 25% cap on capital held by a single person post listing of shares will enable smaller public issues
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Last August, Sebi came up with re-
laxed listing regulations for compa-
nies focusing their operations on use
of technology, intellectual property
and data analytics. While the move
signaled a clear intent towards creat-
ingafavourable fund-raisingenviron-
ment for start-ups, there were certain
inherent gaps due to which the con-
ceptnever seemed to have taken off in
full measure.

It is indeed encouraging to see that
the securities regulator is open to im-
provingliquidity inthemarketandhas
now proposed further relaxations to
address some of the existing issues.
However, one canonly waittoseetheef-
fectiveness of these proposals.

A question that arises after reading
thediscussion paperisregardingqual-
ified institutional buyers (QIB). En-
larging the definition of QIBs for the
purposeof determination of eligibility
of companies is a blessing for the com-
panies as they are already reeling un-
der the pressure of a crunch of growth
capital. This move helps those compa-

nies, which have not managed to get in-
stitutional funding, but have raised
funds from NBFCs or family trusts.

On the face of it, reduction in mini-
mum holding pre-issue by institution-
al investors to 25% for all companies is
a good proposal. But what is important
toponder onis whether acompany will
really need relaxations to raise public
fundsif italready hasaccesstolargein-
vestors who hold a sizeable part of its
capital. Perhaps, Sebi should consider
lowering thisminimum limit further.

The paper has also suggested re-
movalof the25% ceilingon capital held
by a single person, post listing of
sharesof acompany. Thisislikelytofa-

ing platform as a mechanism to list for
the purpose of obtaining tax benefits.
The increase in allocation for non-
institutional investorsinapublicissue
to 50% from 25% is likely to see larger
participation in such issues and en-
large the investor base for companies.
However, for companies to start using
this platform as a capital raising medi-
um, there are some important relax-
ationsthat theregulations and the cur-
rent proposals still miss out on. One of
these is the relaxation from the mini-
mum public holding requirement of
25%, which is currently available only
to companies which opt for the listing
withoutapublicissue. Whatneedstobe

Sebi has proposed a six-month lock-in on share transfer by
all shareholders after the shares have been listed. This might
deflate the listing plans of companies using the institutional

trading platform for tax benefits

cilitatesmaller publicissues by compa-
nies. It also enables a simple listing
without a public issue by companies
with significant promoter holding, as
such a listing may be done for various
otheradvantages, particularly in cases
involving asecondary sale of sharesby
one investor to the other.

The paper has further proposed that
thereshould bealock-inonsharetrans-
ferby all categories of shareholdersfor
six months after the shares have been
listed. This restriction might be a
dampener for the listing plans for com-
panies which usetheinstitutional trad-

considered is that in many instances,
the size of public issues may not be
high enough to warrant a higher stake
dilutionand themandatory 25% public
holding requirement may play spoil-
sport in the plans of companies to use
this platform for such capital raises.

Another important consideration
for companies availing this platform
is relaxation from various disclosure
normswhich canbeatime consuming
effort for companies of this size and
nature.

The Indian government has made
great strides in the recent past to im-

prove the environment for the start-
ups. Achieving a pliable habitat for the
start-ups should not be considered as
an end in itself, but a work in progress.
To that extent, we saw government
come out with its Startup India policy
to help incubate more start ups in our
country. But the policy has its set of
questionstoresolve.

As per the policy, to get tax exemp-
tions, a company has to obtain certifi-
cation from the inter-ministerial
board. In reality, the number of appli-
cations filed are significantly higher
than the ones considered eligible for
certificationand, hence, at some stage,
the government may need to do a re-
think on the policy purely from a utili-
ty perspective. While the government
does offer a tax exemption for start-
ups up to five years, they are not ex-
empt from minimum alternate tax.
Duetothis, the effectivenessof thetax
benefits is open to debate. Further, no
relaxations from service tax are cur-
rently available.

Summing up, as India experiences
an unprecedented level of energy in
building new and potentially disrup-
tive business models, the government
as well as Sebi are indeed alive to the
need of fostering this culture of inno-
vation and entrepreneurship and are
committed to monitoring, reviewing
and initiating course correction to in-
crease the effectiveness of the policies.
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