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1. Public Issue through Book Building

Public Issue/ Offer through Book Building for IPO’s and follow on Public offers is a process designed to ascertain the demand for securities which are on offer at various price levels and aids in the price and demand discovery.  During the period when the books are kept open, bids are collected from the prospective investors, which have to be at or above the floor price and within the price band.  The bids can be revised before the closure and the Issue Price is derived after closure of the bids based on the demand for the securities at various price levels.  The Issue Price is announced by the issuer in consultation with the Book Running Lead Managers (BRLM) based on the electronic book.

Book Building as a concept is recognized internationally and is a well-accepted practice, although in India in the primary Market, it was introduced as a concept in the DIP Guidelines in the year 1996.  However for various reasons and the fact that it was absolutely a new concept, and for want of clarity, it had kept Issuers away till the year 1999.  In the year 1999 Hughes Software System was the first Issue, which came through Book Building route.  Part of the Issue was through Book Building route with participation from the QIB’s and High Net worth Investors (HNI).  Based on the price discovered through the Book Building route, participation was allowed for the retail investors, which was at a fixed price.  The first 100% Book Building Issue was done by Bharti Televentures in the year 2001.  Basic advantages of the Book Building process is that, the market forces discover the price and the price fixation is done based on the pre-marketing feedback received from the QIB’s.  More importantly the Issuer is in a position to list the securities in the shortest possible time.  In respect of the fixed price issue the securities are listed in about 8 week’s time.  Where as, if it is partially through Book Building route and partially through fixed price route, listing is done within 5 weeks time.  Whereas in the 100% Book Building route the listing is done within 3 weeks of the closing of books.  In addition to the above, the demand for securities from Foreign International Investors (FII), which hitherto was lacking in the primary market gained momentum due to Book Building Issues.  Moreover since there is a spill over permitted between the categories in case of under subscription there was greater flexibility to the Issuer to allocate to the other categories.  Slowly it also started gaining popularity amongst the retail investors, in view of the shorter duration of time for listing the securities.

2.  The Key Players

Key players in Book Building issues are Issuers, various categories of investors Book Running Lead Managers (BRLM’s), Stock Exchanges who are associated with the bidding process, the syndicate members who actively market the issue, the bidding centres where the bids are accepted and uploaded in the Stock Exchange Terminals, Escrow Bankers who collect the bid amount, the Registrars to the issue who process the applications, the depositories through whom the securities are uploaded for credit to the successful applicants and the Stock Exchanges where the shares are listed and traded after the allotment process is completed.

3. The Process

The investors who desire to participate in a Book Building Issues are required to fill up a bid-cum-application form and deposit the same with one of the designated bidding centres along with the margin payment.  Investor has provision to make 3 bids in each of the bid cum application form.  Technically there is no recognition for the Book Building processor for bids under the Companies Act.  However after the price is determined and the final prospectus is filed with the ROC the bid form is recognized as the application form, and is therefore called as the bid cum application form.

The bidding centre register the bid through online terminals connected to NSE or BSE and issues a transaction registration slip indicating the details of the bid registered (application number, the quantum of shares at various prices).  Normally only those bids that are registered and figuring in the NSE / BSE (Electronic) book are eligible to be considered for allotment.  After registering the bid, the bidding centres lodge the bid-cum-application forms with any one of the escrow banks along with the cheques/ DD’s issued received for the margin amount.  Retail investors have the facility to bid at “cut off price”, whereas the other investors namely the QIBs and HNI have to specify price within the price band for the bids made by them. It is important to note that cash and stock invest is not an accepted mode of remittance.  After depositing the application forms with the bank, the escrow banks process them as they do for any fixed price issue; i.e., send the cheques / DD’s for collection, assign running bank serial numbers to the applications (category wise), prepare schedules in the format prescribed by the Registrars, list out cheque returns, prepare final certificate after reconciliation of the funds collected with the schedule amount, etc.  In view of the short span of time available for processing, the escrow bankers are required to hand over all the application forms processed by them on a day-to-day basis to the Registrars.  The penultimate day and the last day will witness huge inflows of bid-cum-applications (80 to 90% of the bids).  It is observed that bankers need at least 2 to 3 clear working days to complete processing at their end. Ideally, the Registrar to the Issue should receive for processing at least 90% of the application forms within 4 days of the closure of the issue and remaining 10% in the next 1 or 2 days.  The Registrar goes through the regular processing including numbering, book making, data entry, verification, reconciliation, elimination of mismatches, technical rejections, matching with electronic book etc., before preparing the “Basis of Allotment” for the different categories.  The basis of allotment is submitted to the stock exchange for approval by the 11th or 12th day from the date of closure. In the event of over-subscription in any one or more categories then drawl of lots under the relevant categories is done in the presence of a Public Representative who is on the Governing Board of the designated Stock Exchange.

4. Red Herring Prospectus
The phrase red herring has a number of specific metaphorical meanings, all sharing a general concept. Something,  being a diversion or distraction from the original objective. These include:

· In literature, a plot device intended to distract the reader from a more important event in the plot, usually a twist ending. Most often, a red herring takes the form of a character.

· In finance, a red herring is a preliminary prospectus for a debt or equity offering that lists everything except the price and size of the offering.

The etymology of the phrase may be the practice of saving a hunted fox by dragging a smoked herring across its trail- creating a new, useless scent trial. When smoked, herring turns bright red and is quite odoriferous. The latter trait made it possible to deliberately leave a strong trail on the ground to facilitate training hounds to track a scent. Having been so trained, hounds would readily follow the scent of the fish over that of the fox, allowing their quarry to escape.  

Dictionary meaning of Red Herring indicates decoy, trick, ploy, lure, misleading diversion etc. In a Book Building issue, the price at which the shares is issued is not known. In some cases the quantity of shares on offer is also not known. To the extent that the above critical information is lacking in the offer document and therefore it is misleading and hence the word Red Herring prospectus has been coined for this offer document.    Initially the BRLM files what is known as the Draft RHP with SEBI.  This would be incomplete in many ways including the price, number of shares on offer, date of opening and closing of offer etc.  SEBI is expected to give their comments on the draft RHP within a period of 3 to 4 weeks of filing the documents (draft RHP) with them.  Thereafter after incorporating the comments received from SEBI the RHP is filed with SEBI as well as ROC.  In the case of RHP only the price band is known but the actual Issue Price is not known.  As mentioned earlier in some cases, the number of shares on offer is also not known.  After the books close, based on the demand the price fixation takes place.  This is done by the BRLM in consultation with the Issuer.  The discovered price or the Issue Price is filled up in the RHP alongwith the numbers of shares on offer, if not already mentioned, and filed with the ROC duly signed. RHP then becomes the Prospectus, which gets official recognition under the Companies Act.

5.  Green Shoe Option

The Green Shoe option is an option vested with the Issuer, which the Issuer may choose to opt for, by which there will be over allotment of shares beyond the issue size to the Investing Public.  Regulations for the Green Shoe Option are as follows:

The shareholders of the company have to pass a resolution in a General meeting to provide for the Green Shoe Option Green Shoe Option is available to the extent of 15% of the issue size for the purpose of over allotment. One of the BRLM will be appointed as the stabilizing agent (SA) for the purpose of stabilizing the price post listing. Stabilizing period shall be only for a period of 30 days from the date on which the trading commences.  The promoter or any person holding more than 5% of the Issued capital can lend shares.  The final prospectus issued should give the complete details of the over allotment made.  There should be complete and full disclosure in the offer document.

The money received against the over allotment is kept in a separate bank account (Green Shoe Bank account).  This money is utilized by the Stabilizing Agent to buy shares from the market and this stabilize the price, post listing of the shares.  The intervention of the stabilizing agent obviously will be required only when the market price goes well below the issue price.  At the end of the 30-day period the stabilizing agent takes stock of the shares purchased and the money spent in acquiring these shares.  In case no shares were purchased, since the ruling market price was much more than the issue price, the stabilizing agent will transfer the entire funds from the Bank account to the Issuer Company who in turn will allot fresh shares to the Lender to the extent of the shares originally lent by him.  If any shares have been purchased, the shares lying the Demat account will be transferred to the Lender and additional shares to the extent of the shares lent less those purchased will be allotted by the Issuer company for which necessary funds will be transferred from the bank account by the stabilizing agent to the Issuer company.  New shares allotted will be at the original issue price.  Balance lying in the bank account will be transferred to the Investors protection fund of the designated Stock Exchange.

6. Price Band
The Issuers in consultation with the Lead Managers fixes the Price Band for the issue.  The investors have to put in their bids within the price band only.  The price band in respect of an IPO is made known at least a week to 10 days prior to the opening of the Issue.  The RHP filed with the SEBI after incorporating the comments received from SEBI mentions the price band.  However, in respect of the Follow on Public Offer the regulation provides for the Issuer to announce the price band one day prior to the Issue opening.  In respect of the FPO’s since the shares are already listed there is a market price and fixation of a price band in advance will have a cascading effect on the market.  By announcing the price band a day in advance the volatility in the market is minimized if not totally eliminated.  Lower end of the price band is referred to as the Floor price and upper end of the price band is referred to as the Cap Price.    The investors can opt to bid at any of the prices (including the floor price and ceiling price) within the price band.  However, the same should be in multiples of Re.1.  The issuer in consultation with the BRLM’s can revise the price band (upward or downward) during the period the bid is open.  In case the price band is revised the bid should be kept open for a minimum of 3 days after such revision to enable the investors to react to the revision.  Further more in the event of a revision, the price band should confirm with the regulations as regards the difference of not more than 20% between the revised floor price and the cap price.

7.  Fixing the Price Band
Fixing the price band is a great challenge both to the BRLM as well as the Issuer.  Since the majority of the shares on offer are reserved for the QIBS, it is the QIBs who indirectly determine the Price Band.  Once the Issuer appoints the BRLM, the BRLM prepare a research report for his client.  This research report is a confidential document and is circulated to a wide spectrum of QIB’s both domestic and International. The BRLM will seek the comments from the QIB’s on the research report and also some indicative Price Band for the shares, which are on offer and their willingness to participate in the offer.  The feed back received is analyzed by the BRLM and in mutual consultation with the Issuer, determine the price band at which the Offer is to be made.  Apart from the above other factor, which needs to be reckoned with by the BRLM, is the performances of the Peer Group and their relative pricing in the market in case they are listed.  Apart from this PE multiples, profit earning capacity etc will also be taken into account.  While factoring the above information the BRLM and the Issuer will also take into account the following 

1.  Track record of the promoters, which includes any Issues where they have raised capital in the past from the public.

2.  Performance indicator in that particular sector 

3.  Any specific advantages enjoyed by the Issuing Company whose shares are being offered to the public.

4.  Any enhancement in the product manufactured by the Issuer.

5.  Performance of the BRLM who is handling the Issue, with reference to the issues handled by them in the past and their performance based on the post-listing price in the market.

8. Categories of Investors

Book building issues are normally open to the following categories of investors.

Qualified Institutional Bidders:  QIB’s are entities as defined 2.2.2B (v) in the DIP guidelines issued by SEBI, which is reproduced below:

QUOTE: 

“Qualified Institutional Buyer” shall mean:

a. Public financial institution as defined in section 4A of the Companies Act. 1956;

b. Scheduled commercial banks;

c. Mutual funds;

d. Foreign institutional investor registered with SEBI;

e. Multilateral and bilateral development financial institutions;

f. Venture capital funds registered with SEBI;

g. Foreign venture capital investors registered with SEBI;

h. State Industrial Development Corporations;

i. Insurance companies registered with the Insurance Regulatory and Development Authority (IRDA);

j. Provident funds with minimum corpus of Rs. 25 crores;

k. Pension funds with minimum corpus of Rs. 25 crores;

UNQUOTE:

Normally at least 50% of the Issue size is reserved to this category of investors.  As per the requirement of the Listing Agreement and the Securities Contract (Regulation) Rules 1957, 19(2)(b) at least 25% of each class of securities offered to the public should be listed on the Stock Exchange.  However this rule can be relaxed provided of course at least 10% of the total Issued Capital is listed which is further subject to the following conditions:

Minimum Public offer – 20 lakhs shares

Minimum IPO size – Rs. 100 crores

At least 60% of the shares allotted to QIBs

In respect of QIBs, at least 5% net offer to the public should be reserved for Mutual Funds.  The Mutual Funds can also participate in the balance shares, which are on offer for other QIBs.  Shares in this category will be allotted to all the investors on a proportioned basis.

Non-Institutional Bidders: Bids for value exceeding Rs. 100,000/- from Individual / HUF investors, bodies corporate, trusts (registered under the societies Act) and other eligible investors who do not come under the category of QIB are eligible to invest in the shares of the issuing entity are considered under this category.  Normally 15% of the net issue is reserved for this category. The allotment is on proportionate basis.

Retail Individual Bidders:  Individual investors and HUF firms who apply for allotment of shares with bid amount less than Rs.100, 000/- comes under this category.  A minimum of 35% of the net issue size is reserved for allotment to this category.

Employees:  SEBI guidelines provide for reservation of shares up to certain percentage of the issue size for allotment to permanent employees and working directors of the issuing entity. It is at the option of the issuer. 
The allotment is done on competitive basis. The issuer may at its discretion decide on the cap per application to ensure fair allocation to all eligible employees / directors.

Retail Shareholders of the issuing entity or associates: 

SEBI guidelines provide for reservation up to a certain percentage of the issue size for allotment to the existing retail shareholders of the issuing entity and their eligible associates.  This practice is normally adopted by existing listed entities when they come out with a Follow on Public offer.  As per the existing guidelines this offer is available only to the existing retail shareholders. The Issuer decides on a cut off date to determine the existing shareholders who will be eligible for receiving this offer.  Eligibility is determined based on the market value of the shares held by the investor not exceeding Rs. 1 lakh as on the cut off date.  In order to ensure that only eligible investors participate the bid-cum-application form is over printed with the particulars of the investors holding shares as of the cut off date.  This aspect posse’s lot of challenges to the Registrars, since the time normally available between the cut off date and Issue opening date is very limited.    This reservation is done at the option of the issuer.  This reservation is not in the nature of a “rights issue” and no firm allotment is guaranteed.  The allotment if any is done on a proportionate basis with reference to the shares applied for and not with reference to the quantum of shares held in the issuing entity or the eligible associates. 

“Net Issue” referred hereto above is arrived at by reducing the total issue size by the reservation if any for employees, shareholders etc.
9. Cut Off Price
Retail Individual bidders can bid for allotment of shares at “cut off” price.  When the Retail Investors bid at the cut off price, “he indicates his willingness to accept the shares at any price within the price band.  In which case, they need not indicate the price as a specific number.  They will be required to pay the margin amount calculated at the number of shares applied for multiplied by the ceiling price.  Those retail individual investors who have applied at cut-off price are eligible to be considered for allotment irrespective of the Issue Price finally decided through the price discovery process. Syndicate members who receive the bid-cum- application form, will submit the bids in the NSE and BSE terminal enter the number “9999” as the price at which the bids have come in.  This indicates that these bids have been at the cut off price. The other categories of investors (QIBs and non-institutional bidders) are forbidden from applying at cut-off price.  Any bid at cut off price by these investors will disqualify the bid for allotment.

10. Revision of bids
Book building process provides for revision of the “Bids” both in respect of the quantum of shares and /or the bid price to all categories of investors.  The investors can revise their bids any number of times before the closure of the issue.  However, for every revision they are required to go to the same bidding centre where the original bid / earlier revision was registered along with the transaction registration slip issued by the bidding centre.  The investors are also required to use the revision bid form printed on the last page of the application form set.  If there is an upward revision (in terms of shares and/or price), the investors are required to pay the differential amount along with the revised bid.  However, the investors desired to revise the bid lower either for the earlier quantum of shares and / or price, the excess margin money that may have been paid at the time of registering the original bid / earlier revision shall not be refunded to him by the bidding centre.  The Registrars at the time of processing will take care of the refund of the excess money paid.

11. Margin Amount
Dictionary meaning of the word “Margin” means, “a portion”.  However in respect of the Book Building Issue excepting for qualified QIBs where the margin money is to be atleast 10% of the total bid amount, in respect of all other categories, the investor has to pay 100% of the total bid value.  In a fixed price issue, the money collected along with the application is termed as application money and credited to the Issuers Public Issue account maintained with the Bank.  In respect of the Book Building Issue, the money being received from the investor is against an auction and is received along with the bid form and therefore is called the margin money and is kept in a separate Escrow account by the Escrow Banker.  Although the BRLM’s and Syndicate Members are vested with the power to decide the quantum and percentage of margin amount payable alongwith the bids, since there is very limited time at the disposal of the Issuer to call the balance money if any, payable by an Investor.  Therefore as a matter of practice, the highest value of the bid amount is called for as margin money from both the retail and non-institutional investors.  In respect of the QIBs earlier the margin money payable was zero.  Regulations have been amended wherein the QIBs have to pay atleast 10% of the highest bid value amount as margin money.

12. Escrow accounts
In the Book Building process the amount collected from the investors is against the bids submitted by them in an auction and therefore the bid amount collected is deposited with the Escrow Banker separately in an Escrow account.  Escrow Bankers normally maintains a separate account for QIBs both domestic and international as well as for other categories of investors both Retail and non-institutional investors.  In case there is reservation for employees, shareholders etc a separate Escrow account duly designated in the name of the reserved category is opened by the Escrow Bankers.  After the basis of allotment is approved by the Stock Exchanges, the Registrar carries out an exercise of identifying number of shares allotted to each of the applicant who have submitted their bids in the issue and there after quantify bank wise the amount which needs to be appropriated to the “Public Issue account” for the total number of shares allotted and the balance amount which needs to be refunded to the investors being the extra bid amount which will be transferred to a Refund Account to be operated by one or more Refund Bankers.  Amount transferred from the Escrow account is earmarked as Public Issue Account in the name of the Issuer.  It is at this juncture the bid form gets treated as an application form.  Moreover the transfer of funds to the Issuers account is a necessary pre-condition, before the Board of the company can formally meet for allotting the shares to the successful bidders.  As the word “Escrow” indicates, the money is held by the Escrow Bankers is for and on behalf of the investor. The money shall be parted to the Issuer, only after the Listing and trading permission is granted by the Stock Exchanges.  In other words the Issuer is allowed to utilize the funds only on fulfilling his obligation to the contract, by getting the shares Listed and Traded on the Stock Exchanges.

13. Price Discovery
After the bidding process is over, issuer in consultation with the Book Running Lead Manager, decides the “issue price” based on the demand generated at the various price levels.  There is no formula prescribed by SEBI.  Generally where the Issue is heavily oversubscribed at the top end of the price band, the Issue Price is invariably fixed at the Cap price.  However there has been exception in the past where the Issuer through is generosity has fixed the Issue price even less than the cap price despite the heavy over subscription from the investors.  While deciding the final Issue Price, Issuer as well as the BRLM will take into account the likely price at which the Issue will be listed and traded.  Considering the fact that success of an Issue is not only based on the market price post listing, but also on the fact that there is sufficient demand generated for the shares in the market and its liquidity.  Most of the BRLM taking this into account, generally allow little bit of juice to the investors so that there is sufficient liquidity for the shares post listing.

14. Allotment 0f credit in electronic form
Any public issue where the total value of the securities proposed to be issued including the premium, if any, exceeds Rs.10 crores in value, the allotment has to be done only in electronic form.  Therefore all the bidders should give valid depository details to enable the credit of the shares.  Based on the Beneficiary Owner (BO) particulars given by the applicants, the Registrar submits the DP ID and the client ID to the respective depositories and obtain from them the name(s) of the Beneficiary Owner(s) and other demographic details including the address, the bank particulars, pan card details etc registered by the investor with the Depository participant.  Registrar thereafter carries a validation with the name(s) captured from the application vis-à-vis the name(s) of the Beneficiary Owner provided by the Depositories. Where the name(s) do not match subject to correct data having been captured from the application will be rejected and will be treated as a technical rejection and the amount refunded to the applicant.  After Basis of Allotment is approved by the Stock Exchange the basis is applied on the database of the valid applications and the shares are thereafter uploaded for credit through the depositories to the respective successful allottees.  As per the present regulation the credit for the shares should be made to the successful bidders within 2 working days of the approval of Basis or within the overall limit of 15 days from closure whichever is earlier.  Although there is provision in the bid-cum-application form for the investors to provide his address the address is not captured from the application but is obtained from the depositories.  The address provided in the application is captured only where a communication needs to be sent to the investor either for failed credits and any documents or refund orders is returned by the postal authorities.  The offer document specifically provides for obtaining the demographic details of the investors from the depositories by the Registrars, which apart from the address also include bank particulars etc.  The refunds and/or communication for the credit of the refunds in electronic mode is sent to the address as provided by the Depositories.  It is therefore in the interest of the investing public to ensure that their address and bank particulars and also the MICR number is not only properly recorded with the Depository participant but also updated in the event of any change.

15. Pool Account
During the course of processing, before uploading the credit of shares to the successful allottees, it is a practice with the Registrars to validate the beneficiary account details given by the investors with the records available with the depositories concerned.  It is that in approximately 2% of the cases, these details are found to be either invalid or incomplete or incorrect.  In all such cases, the shares allotted, if any, are credited to a DP account opened by the Registrars in the name and style of Issuer IPO – Escrow Account to complete the allotment and listing process.  Thereafter the Registrars send individual communications to investors requesting for correct details.  They also refer such cases to the Depository Participants concerned, and the brokers who have procured the relevant applications seeking their help in obtaining the correct details of the investors concerned. As and when the applicants provide the correct BO particulars to the Registrars the Registrars carries out a validation with the depositories and thereafter transfer the shares lying in the Escrow account to the respective applicant through a off-market trade. Experience shows, that the balances in this account get substantially reduced in 2 months from the date of allotment through various efforts.  Although the balances in the account can substantially reduce within 2 months but still there are instances where the shares continue to lie in the pool account for several years.  This has been a common feature in all the IPO’s of the past and it is imperative that the Regulators takes a note of the above and finds ways and means to deal with this situation effectively. This may be prone to misuse if it remains in the escrow account for a longer period of time. In the case of any Rights Issue or bonus issue etc after the IPO it can only go to compound the problem.

16. PAN Number
As per the recent CBDT circular, investors applying for allotment of securities whose value exceeds Rs.50,000/- are required to furnish the PAN number on the application and provide proof of the same through an appropriate document enclosed to the application form.  In case, they have not been allotted the PAN number, investors are required to enclose the proof of application made for obtaining the PAN.  Investors who are not having taxable income but applying for allotment of shares more than Rs.50,000/- will have to enclose declaration in Form-60.   In the absence of the above, the application forms are required to be rejected on technical grounds.  The bids for the value exceeding Rs.50,000/- apart from the payment by cheque/DD also has to be accompanied alongwith the photocopy of the PAN card. Since several intermediaries handle the bids, it becomes extremely difficult for a Registrar to reject the application where copy the PAN card is not attached.  However since it is now mandatory for the investors to provide the photocopy of his PAN card to his Depository participant subject to the PAN number being made available by the depositories in the demographic details downloaded by them the application may be deemed as valid.  However if the PAN number is not mentioned in the application for bid in excess of Rs.50,000/- then the bids will be summarily rejected. 

17. Three way reconciliation
The reconciliation process in a book building issue is a 3 way process.  The data captured by the Registrars from the application form will have to be matched and reconciled with the data provided by the banker in the bank schedule and also with the NSE / BSE electronic book made available to the Registrars to the Issue.  For the bids to be considered as valid, it is mandatory that they have gone through the bidding process by forming part of the electronic book through bids registered through the NSE/BSE terminal. Where the bid is received by the Registrar but was not forming part of the electronic book the bid will be rejected.  While reconciling the Electronic Book the Registrars has to take care to accept only those bids which are forming apart of the Electronic Book.  However the bids forming a part of the Electronic Book, but not received by the Registrar need not be considered since the bid amount has not been realised for such bids.

Reconciliation for data captured by the Registrar and that provided by the Escrow Bankers is critical and also is one of the most tedious processes.  The Registrar has to constantly interact with the Escrow Bankers for any errors, which may have crept in, at the Banks end while preparing the bank schedule. Unless the amount collected by the bank as mentioned in the final certificate tallies with the amount captured from the application the reconciliation is incomplete and the Issuer cannot proceed with finalizing the basis.  To quickly recapitulate reconciliation process would include but may not be limited to the following:

1.  Bids not registered but application received

2.  Bids registered but application not received.

3.  The details of bids registered do not match with the details given in   

      the application form.

4.  The details given on the bank schedule not matching with the 

      Application form.

5.  The discrepancy may relate to a number shares and/or the margin 

      amount paid.

18. Technical Rejections
In a Book building issue, the normal grounds for technical rejections are detailed under the relevant paragraph in the RHP and on the bid-cum-application form and they include

1.   Amount paid doesn’t tally with the highest number of equity shares bid for

2.   Multiple applications

3.   Age of First bidder not given;

4.   Bid by minor

5.   PAN or GIR number not given if Bid is for Rs.50,000 or more;

6.   Bids for lower number of equity shares than specified for that category of investors

7.   Bids at a price less than lower end of the price band

8.   Bids at a price more than the higher end of the price band

9.   Bids at cut-off price by Non-Institutional and QIB Bidders

10. Bids for number of equity shares, which are not in multiples as prescribed.

11. In case of Bid under power of attorney or by limited companies, corporate, trust etc., relevant documents are not submitted

12. Signature of sole and / or joint bidders missing

13. Bid-cum-Application Form does not have Bidder’s depository account details

14. Bids for amounts greater than the maximum permissible amounts prescribed by the regulations.  For further details please refer to the section titled “Terms of the Offer’ of the Red Herring Prospectus.

15. Bids accompanied with Stock invest.

16. Bids by OCB’s; or

17. Bids by U S Residents or U S Persons.

18. Any other reason, which the BRLM’s, Lead Manager or the Issuer deem necessary.

An analysis of the technical rejections done for Issues handled in the past reflects that a majority of the technical rejections have been on account of the following:
1.  Multiple applications

2. Bid received from the minors

3. PAN number not provided for the bids in excess to Rs.50,000/- or more

4. Bids below the cut off price

5. Incorrect or invalid BO particulars.

6. Bids not registered in the electronic book

19. Minimum Lot size
The minimum lot size such shall be determined in such a manner that the amount payable at the floor price and cap price shall be in the range of Rs. 5000 to 7000.  Bids should be for the minimum lot size or multiples there of.  By fixing the minimum lot size, the Issuer has the flexibility to fix the number of shares, which would form the minimum lot, which should be within the amount range prescribed in the regulations.
20. Basis of allotment

 The allotment shall be made on proportionate basis to the investors.  The number of shares allotted shall not be less than minimum lot prescribed and thereafter-in multiples of one share. Where the shares available for allotment (on proportionate basis) to any category is less than the minimum lot prescribed, on the basis of drawl lots investors in that category shall be identified for allotment for minimum lot of shares.  In the event of over subscription in any particular category the successful allottees are identified based on the lucky numbers drawn at the time of the approval of the Basis by the Designated Stock Exchange.  In order to bring about randomness in the allotment process the lucky numbers are identified through “Reverse Numbering Process”. This is a process by which the original application number is reversed and then sorted in ascending order before the lucky numbers are posted in the database for identifying the successful allottees.  The concept of reverse numbering was introduced at that time to prevent misuse of the system where the applicants where putting in multiple applications in an IPO, albeit in different names. The earlier system of allotment process gave weight age to lower category applications.  The practice of reverse numbering is still continued since it is found to bring about randomness in the allotment process.

21. Payment of Refund through Electronic mode
SEBI had vide its circular no. SEBI/CFD/DIL/DIP/18/2006/20/1 dated 20th January 2006, issued to All Registered Merchant Bankers, gave recognition for the first time for various modes of payment of refunds in IPO’s through electronic mode.  This notification sought to amend the SEBI (Disclosure and Investor Protection) (DIP) guidelines 2000 for giving recognition to this payment method.  It is interesting to note, that in the said order, the Regulator has suggested 4 clear cut recognized payment mechanism for refunding the application moneys through Electronic mode.  They are 

1.  ECS   
:
Electronic Clearing Service

2.  RTGS
:
Real Time Gross Settlement

3.  NEFT

:
National Electronic Fund Transfer

4.  Direct Credit

Payment through ECS

Out of the above, the first three methods, relates to the existing prevalent practice for settlement through the clearing house of the Reserve Bank and/or its sponsored Bank handling clearing in a centre where RBI is not the clearing Bank.  RBI does clearing settlement in 15 centres where payments can be settled through ECS also.  In approximately another 40 other centres the clearing bank, could be any other bank other than RBI.  For making payment through ECS the Registrar requires the nine digits MICR number, which identifies the location of the centre, the name of the bank and the branch where it is located.  The other details required would be the bank account particulars.  This information is obtained from the Depositories while seeking the demographic details of the investors from them.  ECS as a method of payment was introduced way back in the year 1994-95 and since then have been extensively used for making payment to the investors for dividends, interests, redemption etc.  At present ECS for IPO refunds is done through 15 centres only as mentioned in the regulations.

Payment through RTGS
RTGS is of a more recent origin, which facilitates transfer of funds, especially high value amongst Institutions, Banks, Corporate clients, High Net worth clients etc.  This method of payment is extensively used for high value clearing and the credit to the recipients account is more or less instantaneous. This payment methodology is used for all payments in excess of Rs 10,00,000/-. The payment is done through the Refund banker i.e. the sponsoring bank by routing the payment through RBI clearing and by identifying the recipient bank through the Indian Financial system Code (IFSC Code).

Payment through NEFT

NEFT as a method of payment was derived out of then existing system called “Electronic Fund Transfer” (EFT).  EFT as a method of settlement had some limitations and is being phased out by RBI.  A modified version of EFT, was introduction of NEFT by RBI.  Clearing through NEFT was much faster compared to ECS with presently six clearings everyday.  According to RBI, this will in due course replace the existing of payment through ECS. RBI expects to cover more than 70,000 Bank branches in a period of say six to twelve months for settlement through NEFT.

For payments to be made through NEFT and RTGS the Indian Financial System Code (IFSC) is required.  RBI has mapped the MICR number with IFSC code and the Registrar can obtain the IFSC code provided, the MICR number of the investors Bank account is made available to them by the Depositories. It is a cause for concern that the number of rejects in respect of NEFT transactions is extremely high. It is still not popular with the Banks especially the Public Sector Banks. With the Core Banking Solutions (CBS) in place it is expected that NEFT will become more popular in the days to come.

Payment through Direct Credit
While the above three methods of payment has been and introduced by RBI, and has been accepted by SEBI as a method of payment of refunds in electronic mode, the 4th method, was a concept which was visualized, devised and developed by the market intermediaries while handling refunds in the past.  In other words the RBI did not practice Direct Credit as a method of clearing settlement. This method got recognition by RBI after discussions were held by the Registrar Association of India (RAIN) .  This in fact is an innovative idea, which was been practiced by the market intermediaries specially the Registrars to Issue, to make the refunds to a bank through a single cheque, which in turn, would be credited to the respective investors account for the amount of refund. For this purpose, a database giving details of the refund due to the investor is given to the Bank so that they can directly credit their constituents account maintained with them.

22. Miscellaneous

  a) The equity shares proposed to be issued shall rank pari passu with the existing shares in all respects including dividend, if any that may be declared and payable after the allotment of the new shares.

 b) The bid shall be open for a period of 3 to 7 working days. However, if there is a revision in price band the same shall be extended by three days from the date of revision subject to ensuring that the total period does not exceed 10 days. 

 c) The designated stock exchange shall be either NSE or BSE (an exchange with nation wide electronic terminals). d) The designated dates shall be a date after the filing of prospectus with ROC and shall be the date on which the transfer of funds from escrow to the public issue account is affected.
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