
Proposed amendments to start-up listing norms
The Securities and Exchange Board of India (SEBI) released a discussion paper on July 
29, 2016, on changes to the start-up listing norms. The regulatory framework for Institutional 
Trading Platform (ITP) was put in place vide amendments notified to SEBI (Issue of Capital 
and Disclosure Requirements) Regulations, 2009 (ICDR Regulations) on August 14, 
2015. While the regulations announced in 2015 were developed with significant industry 
consultation, there have been no listings on this platform due to concerns from the start-up 
community on some of the conditions therein, and the proposed changes seek to address 
these issues. 

The discussion paper also seeks to rename the platform as ’High-tech Start-up & other new 
business Platform’, to better reflect the type of companies that the platform seeks to attract.
Some of the key suggestions from the discussion paper are discussed below:

Shareholding by Qualified Institutional Buyers (QIBs) click here to read more 

Cap on holding in post issue capital click here to read more  

Allocation to investors click here to read more 

Discretionary allotment to institutional investors click here to read more 

Market Making click here to read more 

Lock-in of pre-issue capital click here to read more 

Minimum trading lot click here to read more 

We believe the changes proposed by the discussion paper are steps in the right direction in 
order to allow start-up companies to come to the public markets. In addition to the changes 
currently proposed, a few other matters need further consideration, including:
- Reducing the number of investors in the IPO from the current requirement of having at 

least 200 investors
- Providing relaxations in the contents of the offering document, continuing disclosures 

and compliance requirements for companies listed on the platform, including on areas 
such as periodicity of financial reporting, auditors’ reporting on internal financial controls, 
financial information to be included in the offering document, etc. 

- Defining a turnover or size based threshold for companies to migrate from this platform 
to the Main Board. This shall also be in line with other developed markets such as the 
United States of America (The JOBs Act allows relaxations for companies with a 
turnover less than USD1 Billion)

- Further reduction in the minimum trading lot to enlarge the pool of investors 
- Providing tax benefits to incentivise investors to embrace this platform. 



While these regulatory changes are welcome, the ultimate success of this platform shall 
depend on its ability to attract the right kind of investors who understand and appreciate the 
risks and rewards associated with investing in companies coming to this platform, as it will be 
a high risk – high reward platform. From the companies perspective as well, they shall need 
investors who are able to take a long-term view of their investments and deal with the 
dynamic nature of the businesses of these companies as they navigate the continuous 
changes to business model that evolves with the rest of the ecosystem and changing needs 
and preferences of their customers. While they access public capital, it must also be 
appreciated that these companies cannot be allowed to take their eyes off the strategic 
needs business and deliver to shareholder expectations driven by short-termism, which 
plagues the larger listed companies.

Time will tell whether India has been successful in creating a good listing platform for start-up 
listing that attracts sophisticated investors, provides adequate liquidity and an eco-system for 
these start-ups to thrive and become our next unicorns. In that journey, these changes 
proposed by SEBI seem to be headed in the right direction.

Do feel free to reach out to us in case you have any questions or require any clarifications.
Would also request if we can come and meet you to discuss your current plans.

Looking forward to hearing from you and continuing our association.
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Shareholding by Qualified Institutional Buyers (QIBs) Back 

Existing requirement:

Proposed changes:

The current ICDR (Issue of Capital and Disclosure Requirements)Regulations require QIBs to have a 
minimum level of holding of the pre-issue capital of the companies seeking to list on this platform:
• at least 25% of the of the pre issue capital in technology related companies under Reg. 106Y(1)(a); 

and 
• at least 50% of the pre issue capital in other companies under Reg. 106Y(1)(b) seeking to list on the 

platform.

Reduction in pre issue holding to 25%

The minimum level of prior holding has been reduced to 25% for all companies seeking to list. 
Changes to the categories of investors considered in determining the 25% pre issue holding
The discussion paper proposes to include investors other than QIB’s to assess the eligibility. The 
additions include:
1. Family Trust or systematically important NBFCs registered with Reserve Bank of India or 

intermediaries registered with SEBI, all with net-worth of more than five hundred crore rupees, as 
per the last audited financial statements

2. Category III Foreign Portfolio Investor 
3. An entity meeting all the following criteria: 

a. It is a pooled investment fund with minimum assets under management of USD 150 million 
b. It is registered with a financial sector regulator in the jurisdiction of which it is a resident 
c. It is resident of a country whose securities market regulator is a signatory to the 

International Organization of Securities Commission’s multilateral Memorandum of 
Understanding (MoU) or a signatory to bilateral MoU with SEBI 

d. It is not resident in a country identified in the public statement of Financial Action Task 
Force as: 

i. a jurisdiction having a strategic Anti-Money Laundering (AML) or combating the 
financing of terrorism deficiencies to which counter measures apply or 

ii. a jurisdiction that has not made sufficient progress in addressing the deficiencies or 
has not committed to an action plan developed with the Financial Action Task Force 
to address the deficiencies

Our view:

The reduction in the threshold allows promoters the flexibility of retaining larger percentage of 
shareholding in their ventures prior to and after the public offering rather than being forced to dilute their 
holdings to at least 50% prior to the listing. This will enable better value discovery for the promoters and 
the companies and alleviate the risk of dilution at lower pre IPO valuations. This change also aligns the 
minimum holding levels with the threshold for high technology companies which already had a 25% 
threshold and removes the anomaly for other start-ups.

Enlarging the pool of investors who will be considered in determining the eligibility is a welcome move as 
it allows a broader set of start-ups to come to the market. This change is reflective of the fact that Indian 
start-ups are not necessarily funded by QIBs alone and may have a wider range of investors. The Indian 
start-up ecosystem has evolved over the recent years and attracted large amounts of private equity and 
venture capital. Paving their way to eventual exits through the public markets is important in order to 
continue to retain and enlarge the pool of investors who seek to invest in Indian start-ups.



Existing requirement:

Cap on holding in post issue capital Back

The existing regulations stipulate that no person can individually or collectively with others hold more 
than 25% of the post issue capital

Proposed changes:

This requirement is proposed to be discontinued/removed

Our view:

The fund raising expectations and needs of start-ups are very different from those of established 
companies. The limit on post issue holding was a big deterrent for the promoters of start-ups and 
other investors to be able to explore the ITP, as it would have required significant dilution of their 
stake through the IPO. With the proposed change of doing away with the limit provides the much 
needed flexibility for promoters to limit the dilution to their shareholdings and retain sufficient 
ownership in their businesses. The continued involvement of the promoters is often seen as being 
essential and can play a vital role in nurturing the start-ups to evolve into successful businesses.

Allocation to investors Back

Existing requirement:

The existing regulations require an allocation of 75% of the net offer to institutional investors and 
25% to non-institutional investors.

Proposed changes:

The allocation is proposed to be revised as follows:
• Not less than 50% to institutional investors
• Not more than 50% to non-institutional investors.

Our view:

Start-ups have emerged as an alternate asset class with several high net worth individuals being 
interested in investing in such companies. These investors range from pure financial investors to 
professionals who are actively interested in these businesses. The changes in allocation of the net 
offer allow companies the flexibility to be able to target HNIs and other non-institutional investors. 
This is also expected to encourage a degree of vibrancy in the profile of investors in such 
companies.



Discretionary allotment to institutional investors Back

Existing requirement:

No institutional investor shall be allotted more than 10% of the issue size

Proposed changes:

The ceiling on allotment to individual institutional investor may be revised upwards from 10% to 25%

Our view:

This allows companies the flexibility in choosing the right mix of institutional investors who may be 
better aligned to the business model and growth expectations of the companies.

Market Making Back

Existing requirement:

There is no provision for market making under the current regulations.

Proposed changes:

The regulations seek to make market making compulsory for a minimum period of 3 years for issue 
size of less than INR100 crore

Our view:

The introduction of market making will help in creating the necessary ecosystem to make the start-up 
listing platform a viable one for companies to raise capital and discover their valuations. Over a 
period of time this can enable smaller issuers to target public investors.



Lock-in of pre-issue capital Back

Existing requirement:

The current regulations require the entire pre-issue capital of the shareholders to be locked-in for a 
period of 6 months from the date of allotment in case of listing pursuant to public issue or date of 
listing in case of listing without public issue. However, the lock-in is subject to certain exemptions 
provided for shares arising out of ESOPs and shares held by VCF/AIF Category I/FVCI in case of 
listing pursuant to IPO.

Proposed changes:

The lock-in of 6 months may apply uniformly to all the categories of shareholders.

Our view:

This creates a level playing field for all shareholders.

Minimum trading lot Back

Existing requirement:

The minimum trading lot stipulated under the current guidelines is Rs. 10 Lakhs

Proposed changes:

The minimum trading lot size may be lowered to INR 5 lakh

Our view:

The reduction in the size of the trading lot will enable higher trading and greater liquidity in the 
shares of companies listed on the platform.
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