Capital Markets

SEBI Revitalizes the Indian Rights
Issue Framework

Background

I n rights issues, listed companies raise capital by offering
existing shareholders the right to subscribe to newly
issued shares in proportion to their shareholding. In India,
there are two types of rights issues available to listed
companies based on certain eligibility conditions - fast
track and non-fast track, with the latter required to go
through a more detailed regulatory review process.

The current rights issue process takes time to complete.
During Fiscals 2022-2024, rights issues took an average

of 317 days to complete. The extended timelines for a
rights issue can pose a challenge for listed companies
requiring funds in an accelerated timeframe. Issuers
prepare a letter of offer (LOF) with detailed disclosures,
including on the promoter and promoter group, which are
subject to regulatory scrutiny. They also engage merchant
bankers (who issue a due diligence certificate) and other
intermediaries and advisors. Preferential allotments and
qualified institutions placements (QIPs) are preferred fund-
raising options as they take less time to complete, even
though both such methods require shareholder approval.
For example, a preferential issue, where companies can
issue shares to select investors, can be completed within
45 days of the date of execution of documents without the
need to prepare an offering document.

To enhance the appeal of a rights issue (which is made
available to all shareholders instead of select investors) and
reduce the time taken to complete the process, the SEBI
Board, at its meeting on September 30, 2024, overhauled
the rights issue framework for listed companies.

Key SEBI Proposals
Some of SEBI's key proposals include:

« Crunched timelines: The issue completion timeline has
been fixed at 23 working days from the date of the board
meeting approving the rights issue.

« No SEBI review and optional appointment of merchant
bankers: The draft LOF will only be filed with the stock

exchanges for in-principle approval and will not require
SEBI review. Appointing a merchant banker will be optional.

« Rationalized LOF: Currently, issuers are required to
provide detailed disclosures in the LOF. However, as a
listed entity, material information about the entity and
its business is already available in the public domain
through disclosures made by issuers in their annual
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filings and filings with the stock exchanges. Accordingly,
the requirement for detailed disclosures has been
rationalized, and the LOF will be required to only contain
incremental disclosures including the terms of the rights
issue, the objects for which funds are being raised, the
price at which shares are offered, the record date and
the entitlement ratio for shareholders. An issuer may
voluntarily disclose additional information to investors.

« Specified investors: Promoters can renounce their rights-
entitlements to specified investors, allowing companies
to raise funds from identified new investors through the
rights issue. The renouncement to select investors will
need to be disclosed through an advertisement two days
prior to the opening of the rights issue.

Conclusion

The new rights issue framework will allow timely access

to capital and allow public shareholders to participate
without significant dilution of their shareholding. Allowing
promoters to renounce their rights entitlements in favor of
select investors makes rights issues an attractive alternative
to other methods of fund-raising that may require
shareholders’ approval. The SEBI proposal streamlines the
rights issue process, significantly shortens timelines and
rationalizes compliance requirements while introducing
flexibility for companies to raise funds from select investors.
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Practice Area News

Ease of Business for Listed Entities. In September 2024, the SEBI Board approved proposals for ease of
doing business for listed entities and IPO-bound companies. For listed entities, this includes a single stock
exchange filing system and integration of periodic stock exchange filings. For IPO-bound companies,
statutory advertisements have been integrated and issuers with stock appreciation rights have been
permitted to file DRHPs, subject to certain conditions.

Ease of Business for Small and Medium REITs. In October 2024, SEBI issued a consultation paper on ease
of doing business for small and medium Real Estate Investment Trusts (SM REITs). The regulations for
REITs were amended in March 2024 to allow for SM REITs. The consultation paper includes proposals for
standardizing disclosures in scheme offer documents, the public issue process for schemes of SM REITs
and alignment of provisions applicable to SM REITs with those of REITs. Comments could be submitted
until November 13, 2024.

Inclusion of Mutual Fund Units in Insider Trading Regulations. In November 2022, the SEBI (Prohibition

of Insider Trading) Regulations, 2015 (PIT Regulations) were amended to bring units of mutual funds within
the ambit of the PIT Regulations, from a date to be notified by SEBI. The amendment introduced a separate
chapter in the PIT Regulations on trading by insiders in units of a mutual fund. By a natification in July 2024,
SEBI notified such date to be November 1, 2024.

Applicability of Advertisement Code to Research Reports. In October 2024, SEBI clarified that the
advertisement code for research analysts to be followed while issuing any advertisement will be applicable
to research reports and research recommendations of a research analyst only in circumstances where
anything contained in the research report is either expressly or impliedly in the nature of promotion of
products or services offered by a research analyst.

In the Firm

- asialaw 2024 Rankings + Asia M&A Rankings 2024

S&R Associates has been ranked as an S&R Associates has been recognized as a “Tier 1
‘Outstanding’ firm for Capital Markets in India in firm in India for M&A by Asian Legal Business in its
the asialaw 2024 rankings. Asia M&A Rankings 2024.
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