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ABSTRACT:

This comprehensive article provides a detailed exploration of the two primary methods, companies
employ to go public: traditional Initial Public Offerings (IPOs) and the more recent approach of Direct
Listings. With an in-depth analysis of both paths, the article sheds light on their respective
advantages, challenges, and considerations. Traditional IPOs involve partnering with investment
banks to underwrite new shares, facilitating substantial capital infusion, and enhancing credibility.
However, the process is characterized by high costs, potential under-pricing, and lock-up periods. On
the other hand, direct listings offer efficiency and transparency, bypassing underwriting fees and
enabling immediate liquidity for existing shareholders. Yet, they lack the capital generation of
traditional IPOs and may experience market volatility. Factors influencing the choice between these
paths include a company's capital needs, visibility goals, and employee incentives. By meticulously
weighing the pros and cons of each approach, companies can strategically decide on the path that
best aligns with their unique circumstances and objectives, marking a pivotal step in their journey
toward public markets

KEYWORDS: Securities and Exchange Commission (SEC), Initial Public Offer (IPO), Direct Listings, Issue
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INTRODUCTION traditional [IPOs offer numerous benefits,
including substantial capital infusion and
enhanced market presence, they come with
drawbacks such as high costs, the risk of under-
pricing, and restrictions on share sales through

lock-up periods.

The process of taking a private company public
through an Initial Public Offering (IPO) is a
significant event in the business world. An initial
public offering (IPO) not only grants companies
entry to the public capital markets but also
improves their prominence, credibility, and
potential for expansion. Historically, the
traditional IPO route has been the primary
method for companies to transition from
privately held entities to publicly traded
corporations. However, recent years have

Direct listings, while a relatively new concept,
have gained prominence, particularly in the
technology and innovation sectors. Unlike
traditional IPOs, direct listings involve the direct
listing of a company's existing shares on a
public exchange. This method skips the

witnessed the emergence of an alternative
approach known as direct listings.

Traditional IPOs have been the established
norm for decades. In this process, a company
collaborates with investment banks to issue
new shares to the public, thereby raising
capital. The company's financial data is
meticulously disclosed in regulatory filings,
making it available for investor scrutiny. While
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underwriting process and associated issuance
of new shares. The initial trading price is
determined by market forces, offering
transparency, and potentially mitigating the
issue of under-pricing. Immediate liquidity for
existing shareholders is a key feature of direct
listings, allowing employees and early investors
to sell shares without being subject to lock-up
periods.

Journal Home Page — https://ijlr.iledu.in/



https://ijlr.iledu.in/
https://iledu.in/

VOLUME 4 AND ISSUE 2 OF 2024

INDIAN JOURNAL OF LEGAL REVIEW [IJLR -

APIS — 3920 - 0001 (and) ISSN - 2583-2344

IF SCORE - 7.58] Published by

https://iledu.in

Institute of Legal Education

The rise of direct listings challenges the
conventional wisdom of IPOs, prompting
companies to consider the advantages and
drawbacks of both methods. Companies now
find themselves at a crossroads, evaluating
factors such as their capital requirements, the
desire for immediate liquidity, and the
importance of traditional underwriting services.
In addition, the investment community is
grappling with understanding the nuances of
direct listings, particularly the implications for
market volatility and price discovery.

This article aims to comprehensively analyse
the distinctive features, benefits, and challenges
of direct listings and traditional IPOs. By delving
into the motivations behind these two
approaches, the article provides valuable
insights for companies, investors, and
stakeholders who seek a thorough
understanding of the paths available to
companies looking to go public. Through an in-
depth  exploration of each  method's
advantages, challenges, and influencing
factors, the article assists in making informed
decisions in a dynamic and evolving landscape.
As companies continue to consider their
options for going public, this analysis offers
valuable guidance for navigating the
complexities of choosing the most suitable
path.

<> TRADITIONAL IPO’S: A PROVEN PATHWAY
A traditional Initial Public Offering (IPO) stands
as a pivotal juncture in the journey of a private
company toward becoming a publicly traded
entity. Through this well-established process, a
company opens its doors to the public by
issuing new shares for the first time, thereby
raising capital from external investors. This influx
of capital fuels expansion, innovation, and
strategic initiatives, setting the stage for
enhanced growth prospects. The IPO journey
involves intricate steps, including engagement
with investment banks, meticulous disclosures
to regulatory authorities, pricing negotiations,
investor outreach, and ultimately, the listing of
shares on a stock exchange. While traditional
IPOs offer advantages such as increased
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visibility, credibility, and the potential for
substantial capital infusion, they also come with
challenges like high costs, the risk of under-
pricing, and market volatility. In essence,
traditional IPOs provide companies with a
proven avenue to tap into public capital
markets, opening doors to new opportunities
and partnerships.

A. ADVANTAGES OF TRADITIONAL IPOS:

i Capital Influx and Expansion:. A
cornerstone of traditional Initial Public Offerings
(IPOs) lies in their potential to catalyse capital
influx and expansion for companies seeking to
go public. In Indig, the regulatory framework
governing IPOs is governed by the Securities
and Exchange Board of India (SEBI) Act’® and
the corresponding regulations, such as the
Issue of Capital and Disclosure Requirements
(ICDR) Regulations.

Under the ICDR Regulations, capital generation
is a central objective of IPOs. Companies aiming
to raise funds for expansion, acquisitions, debt
repayment, or other strategic endeavours find a
platform through IPOs to tap into public capital
markets. This process entails the issuance of
new shares, allowing investors to become
shareholders of the company in exchange for
their investment. The SEBI Act mandates that
companies provide comprehensive and
accurate disclosures in the Draft Red Herring
Prospectus (DRHP) and the Red Herring
Prospectus (RHP) to inform potential investors
about the company's financial health,
operations, risk factors, and utilization of funds.

Regulation 32 of the ICDR Regulations’®®
mandates that companies must ensure that the
funds raised through the IPO are used only for
the purposes mentioned in the offer documents
(Draft Red Herring Prospectus and Red Herring
Prospectus) and in the manner disclosed
therein. These purposes must be legitimate,

787 Securities and Exchange Board of India Act, 1992 [As amended by the
Securities Laws

(Amendment) Act, 201 4). Available  at:
sebi d hd 5

788 SEBI [Issue of Capltal and Disclosure Requlrementﬁ] Regulations, 2018
[last amended on Jan 14, 2022], Regulation 32, Page 35. Available at:
https://www.sebi.gov.in/web/?file=/sebi data/attachdocs/feb-
2022/1644906711071.pdf#page=1&zoom=page-width,-15,842
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ethical, and in line with the company's growth
strategy. This transparency ensures that
investors have a clear understanding of how
their invested capital will contribute to the
company's expansion plans. Companies are
also subject to post-IPO reporting requirements,
necessitating periodic updates on fund
utilization to maintain transparency with
shareholders and regulators.

SEBI plays a pivotal role in facilitating capital
generation and expansion through IPOs. The Act
empowers SEBI to evaluate the DRHP and RHP to
ensure that companies provide a
comprehensive picture of their business
operations, financials, management, and
prospects. The  disclosure requirements
prescribed by SEBI help investors assess the
viability of the company's expansion plans and
make informed investment decisions.

Capital generation and expansion are core
drivers of traditional IPOs, offering companies
the opportunity to raise funds from the public to
support their growth trajectory. The ICDR
Regulations and the SEBI Act work in tandem to
create a regulatory framework that emphasizes
transparency, accuracy, and investor
protection. Through meticulous disclosures,
clear fund utilization plans, and oversight by
SEBI, traditional IPOs provide a mechanism for
companies to unlock capital for strategic
expansion initiatives. As companies
contemplate going public, understanding the
interplay between capital influx, expansion, and
regulatory compliance is essential for
navigating the IPO landscape under the ICDR
and SEBI Act.

ii. Enhanced Credibility. In the realm of
Indian capital markets, the path to credibility for
companies embarking on traditional Initial
Public Offerings (IPOs) is intricately woven with
the tenets of regulatory compliance and
transparency. Under the regulatory framework
governed by the Securities and Exchange Board
of India (SEBI) Act and the Issue of Capital and
Disclosure Requirements (ICDR) Regulations,
companies navigate a journey that not only
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offers capital infusion but also serves as a
litmus test of their commitment to ethical
practices and governance.

The ICDR Regulations, particularly Regulation 32,
play a pivotal role in reinforcing the
transparency mandate. This regulation outlines
specific guidelines for the utilization of funds
raised through IPOs, ensuring that companies
adhere to their stated objectives for capital
utilization. By mandating a “Statement of
Unutilized Amount” alongside annual reports,
the regulations compel companies to provide
accountability for unutilized funds, fostering
investor trust and aligning with the broader
principle of responsible fund management.

Additionally, the comprehensive disclosure
requirements set forth by SEBI demand a
granular account of a company's financial
health, operations, and risks in the Draft Red
Herring Prospectus (DRHP) and the Red Herring
Prospectus (RHP). These documents, scrutinized
by regulatory authorities, underpin the
credibility-building process. The transparency
achieved through these disclosures
communicates a company's willingness to be
held accountable, bolstering investor
confidence and faith in the company's
commitment to regulatory adherence.

Navigating the regulatory landscape of
traditional IPOs under the aegis of SEBI and the
ICDR Regulations, companies not only
orchestrate capital generation but also shape
their reputation for credibility. By adhering to
transparency mandates, disclosure norms, and
ethical considerations, companies fortify their
standing in the market, fostering relationships
built on trust with investors, stakeholders, and
the broader business ecosystem.

Employee Engagement: In the Indian
context of traditional Initial Public Offerings
(IPOs), the engagement of employees through
equity participation holds both strategic
significance and regulatory compliance. This
dynamic is governed by a constellation of legal
frameworks, including the Companies Act, 2013,
SEBI (Employee Stock Option Scheme and

Journal Home Page — https://ijlr.iledu.in/



https://ijlr.iledu.in/
https://iledu.in/

VOLUME 4 AND ISSUE 2 OF 2024

INDIAN JOURNAL OF LEGAL REVIEW [IJLR - IF SCORE - 7.58]

APIS — 3920 - 0001 (and) ISSN - 2583-2344

Published by

https://iledu.in

Institute of Legal Education

Employee Stock Purchase Scheme) Guidelines,
1999, and the Securities and Exchange Board of
India (SEBI) Act. These regulations collectively
ensure that employees reap the benefits of the
company's public listing, fostering alignment of
interests, ownership sentiment, and a motivated
workforce.

The Companies Act, 2013, under Section
62(1)(b), confers the authority to issue shares,
including Employee Stock Options (ESOPs)7¢?,
with the approval of shareholders. Furthermore,
SEBI's Employee Stock Option Scheme and
Employee Stock Purchase Scheme Guidelines
set the tone for the administration of ESOPs. The
guidelines underscore the importance of
disclosures in the offer document, ensuring that
employees are privy to critical details
concerning the ESOPs being offered to them.
These regulations together lay the groundwork
for a transparent and legally compliant
employee equity participation program.

Moreover, Section 62(1)(c) of the Companies
Act, 20137%°, allows companies to issue shares to
employees under a scheme of employees’ stock
option subject to certain conditions. By utilizing
this provision and adhering to SEBI's guidelines,
companies can design ESOPs that resonate with
their business objectives and employee
retention strategies. The symbiotic relationship
between traditional [IPOs and employee
engagement is thus enshrined in these legal
frameworks, forging a pathway for employees
to become stakeholders in the company's
success.

B. CHALLENGES OF TRADITIONAL IPOS:

Navigating the Cost and Time Factors:
The journey from a private entity to a publicly
traded company through a traditional Initial
Public Offering (IPO) is marked by a complex
interplay of cost and time considerations. This
intricate process, regulated by legal frameworks

78 The Companies Act, 2013 Section 62(1)(b), Page 51. Available at:

https://www.mca.gov.in/Ministry/pdf/CompaniesAct2013.pdf

70 The Companies Act, 2013 Section 62(1)(c), Page 51. Available at:
https://www.mca.gov.in/Ministry/pdf/CompaniesAct2013.pdf
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such as the Securities and Exchange Board of
India (SEBI) Act and the Companies Act, 2013,
demands a delicate balance between the
expenditure incurred and the duration taken to
successfully list shares on the stock exchange.
The cost aspect of traditional IPOs s
multifaceted. = Companies must allocate
resources to various facets, including legal,
accounting, underwriting, marketing, and
compliance. Under the Companies Act, 2013,
companies are required to draft and file the
Draft Red Herring Prospectus (DRHP) and the
Red Herring Prospectus (RHP), involving legal
fees for preparation and review. The SEBI Act
plays a pivotal role in ensuring that companies
adhere to stringent disclosure norms, adding
another layer of expenses associated with
regulatory compliance.

Furthermore, underwriting fees, paid to
investment banks for their services in facilitating
the IPO process, contribute to the cost. These
fees can be substantial, depending on the size
and complexity of the offering. Marketing and
roadshows, critical for investor outreach, also
come with expenses. While these costs can be
seen as an investment in the company's future
growth, they underscore the financial
commitment required to transition to the public
domain.”

On the flip side, the time factor in traditional
IPOs can be equally demanding. The process
involves multiple stages, such as engaging with
investment banks, regulatory filings, pricing
negotiations, investor presentations, and the
actual listing on the stock exchange. The
Companies Act, 2013, mandates specific
timelines for the approval of prospectuses and
other documents by regulatory authorities.
SEBI's role in ensuring compliance with
disclosure requirements also contributes to the
time-intensive nature of the process.

1 Underwriting your Underwriter (IPO)- Author: Pedro Langa, Forbes
Councils Membert. Available at:
https:/ /www.forbes.com/sites/ forbesfinancecouncil/2023/04/20/underwriting-
yout-underwtitet-ipo/?sh=3b18ab14¢341
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i. Under-pricing Risk: Balancing
Opportunity and Caution. Under-pricing risk is
a nuanced facet of traditional Initial Public
Offerings (IPOs) that underscores the challenge
of striking the right balance between attracting
investors and preserving a company's value.
This phenomenon, influenced by market
dynamics and investor behaviour, is a focal
point in the IPO process and is of paramount
importance to both companies and investors.
Under-pricing risk can be understood through
the lens of pricing strategies, market sentiment,
and the regulatory landscape. When
companies go public through an IPO,
determining the offering price is a delicate
manoeuvre. On one hand, setting an attractive
price can stimulate investor interest, leading to
higher subscription rates and an enthusiastic
market response. On the other hand, excessive
Under-pricing can erode the company's value
and potentially lead to missed opportunities for
raising capital. Under-pricing can also have
cascading effects, affecting existing
shareholders and creating a disparity between
the initial trading price and the true value of the
company.

Market sentiment plays a pivotal role in under-
pricing risk. Companies often face pressure to
underprice their shares to ensure a successful
debut and robust aftermarket performance.
However, this strategy can introduce the risk of
leaving value on the table, effectively diluting
the potential capital that could have been
raised. Investors may take advantage of
underpriced offerings, aiming for quick gains as
prices surge in the secondary market, while the
company grapples with missed capital infusion
opportunities. The regulatory environment also
influences under-pricing dynamics. While
companies aim to entice investors with under-
pricing, regulators emphasize the importance of
accurate valuation and avoiding undue
benefits to investors at the company's expense.

ii. Lock-Up Periods: Temporal Constraints
on Share Sales: Lock-up periods represent a
crucial facet of the traditional Initial Public
Offering (IPO) landscape, exerting a significant
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influence on the trading dynamics and investor
sentiment surrounding newly listed companies.
These periods, regulated by both legal
frameworks and market conventions, place
restrictions on insiders and early investors,
preventing them from selling their shares for a
specified duration after the IPO. This
mechanism is designed to stabilize share
prices, mitigate volatility, and foster a controlled
market environment during the initial stages of
a company's public journey.

Lock-up periods are intertwined with regulatory
provisions governed by the Securities and
Exchange Board of India (SEBI) Act and the
applicable guidelines. Companies undergoing
IPOs must adhere to SEBI's stipulation that
promoters and certain  categories  of
shareholders must commit to a lock-up period
of at least three years from the date of listing.
This commitment aligns with the broader goal
of preventing large-scale insider selling
immediately after an IPO, which could
potentially lead to a swift erosion of share value.
Lock-up periods are not solely dictated by
regulatory mandates; they often encompass
agreements between the company, its
underwriters, and key insiders. These
contractual arrangements can introduce
additional  layers  of complexity and
customization to lock-up periods, tailoring them
to the unique circumstances of the company
and its stakeholders. While lock-ups are
primarily aimed at curbing short-term market
turbulence, they also reflect the commitment of
insiders to the company's long-term growth
trajectory, as they forgo the option to liquidate
their holdings during the restricted period.

The timing and structure of lock-up expirations
can impact the supply-demand dynamics,
potentially affecting the post-lock-up price
trajectory. Furthermore, the communication of
lock-up details during the IPO process can
influence investor perception, with shorter lock-
up periods potentially signalling higher
confidence in immediate growth prospects.

7

g DIRECT LISTINGS: A MODERN EVOLUTION

K2
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In the landscape of taking a company public, a
novel avenue has emerged alongside the well-
trodden path of traditional Initial Public
Offerings (IPOs). This alternative approach,
known as a direct listing, represents a departure
from the established norms and offers a unique
route for companies seeking to transition into
the public markets. Unlike traditional IPOs, where
new shares are issued and underwriters play a
central role, direct listings offer a streamlined
and distinct method for companies to make
their shares available to the public. In this
innovative paradigm, a company's existing
shares are listed directly on a stock exchange,
bypassing the process of issuing new shares
and  sidestepping the involvement of
underwriters.

Direct listings have gained traction as a
response to evolving market dynamics and the
changing preferences of companies and
investors. This approach facilitates a more rapid
entry into the public markets, often
accompanied by reduced costs and regulatory
complexities. Moreover, direct listings can
provide immediate liquidity for existing
shareholders, enabling them to participate in
the public market and trade their shares
without the constraints of lock-up periods
commonly associated with traditional IPOs.

As companies explore various paths to going
public, the direct listing option has become an
intriguing choice that holds the potential to
reshape the traditional IPO landscape. This
analysis delves into the intricacies of direct
listings, offering a comprehensive
understanding of their mechanisms,
advantages, challenges, and the considerations
that guide companies’ decisions in adopting
this modern approach to accessing the public
markets.

A. ADVANTAGES OF DIRECT LISTINGS

A Efficiency and  Cost-Effectiveness.
Direct listings are often lauded for their
efficiency and cost-saving benefits compared
to traditional IPOs. The streamlined nature of a
direct listing minimizes certain processes and
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intermediaries, resulting in a more direct and
cost-effective route to the public markets.

One of the primary cost-saving aspects of
direct listings is the elimination of underwriting
fees. In a traditional IPO, companies enlist the
services of investment banks as underwriters to
facilitate the offering of their shares to the
public. Underwriters play a crucial role in setting
the offering price, allocating shares to investors,
and ensuring regulatory compliance. However,
their services come at a significant cost, often in
the form of underwriting fees that can range
from 2% to 7% of the funds raised’®. In a direct
listing, the company bypasses the need for
underwriters  altogether, resulting in a
substantial reduction in fees and expenses
associated with underwriting services.

Traditional IPOs entail legal and marketing
expenses associated with the underwriting
process, due diligence, and regulatory
compliance. With a direct listing, companies
can often simplify and expedite certain legal
and regulatory  requirements, potentially
reducing associated legal costs. Similarly, direct
listings do not require the same level of
marketing efforts and promotional activities as
traditional IPOs, which can further reduce
expenses.

Direct listings tend to have a shorter
preparation timeline compared to traditional
IPOs. In a traditional IPO, extensive roadshows,
presentations, and negotiations with
underwriters are common, extending the time
needed for the offering. In contrast, direct
listings can proceed more swiftly due to the
absence of underwriter involvement and the
focus on existing shareholders’ ability to
immediately trade their shares. Direct listings
offer companies greater control over the pricing
and timing of their listing. Instead of negotiating
an offering price with underwriters, the
company's valuation is determined by market
forces, potentially leading to a more accurate

72 Underwriting your Underwriter (IPO)- Author: Pedro ILanga, Forbes
Councils Membert. Available at:
https:/ /www.forbes.com/sites/ forbesfinancecouncil/2023/04/20/underwriting-
your-underwriter-ipo/?sh=3b18ab14c341
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and favourable initial trading price. In addition
to benefiting the company, a direct listing can
also provide cost savings for investors. Without
the added expenses related to underwriting
fees and potentially lower offering prices due to
market-driven pricing, investors might find the
overall investment in a direct listing more
attractive.

if. Market-Driven Price Discovery: One of
the significant advantages of direct listings is
the reliance on market-driven price discovery.
Unlike traditional IPOs, where the initial offering
price is determined through negotiations
between the company and underwriters, direct
listings allow the market forces to establish the
opening price of the company's shares. This
process has several important implications:

The market-driven approach tends to result in a
more accurate and fair valuation of the
company's shares. Since the opening price is
determined based on actual supply and
demand dynamics, it is less likely to be
influenced by negotiation strategies or
underwriters’ projections. This can lead to a
better alignment between the company's
actual value and the price at which its shares
are initially traded. Under-pricing is a common
concern in traditional IPOs, where shares are
often priced conservatively to ensure investor
demand and post-IPO price appreciation. This
can lead to companies leaving money on the
table. In direct listings, the market-driven
approach can mitigate the risk of under-pricing,
as the opening price is not predetermined but
emerges from actual trading activity.

Market-driven price discovery can instil
confidence in investors, as they witness a more
organic determination of the stock's value. This
transparency can foster trust in the pricing
process and the company's commitment to
allowing the market to dictate the fair value of
its shares. The direct listing approach leverages
the collective wisdom of the market
participants to determine the stock’s price. This
can result in more efficient pricing, as the
market incorporates a wide range of
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information and perspectives into the trading
activity.

Traditional IPOs can sometimes  see
discrepancies between the offering price and
the stock's initial trading price, leading to
potential price volatility. With direct listings, the
absence of negotiated offering prices can
minimize these discrepancies, leading to a
smoother transition from private to public
markets.

The market-driven approach can attract
investors who value transparency and fair
valuation. Investors may be more inclined to
participate in a listing where the opening price
is not influenced by underwriters' interests,
increasing the potential for a balanced and
stable market debut.

In essence, market-driven price discovery in
direct listing aligns with the principles of
transparency and fairness in the financial
markets. It can lead to a more accurate
reflection of the company's value, reduce
under-pricing concerns, and foster investor
confidence in the pricing process. Companies
considering a direct listing may find this aspect
appealing, as it offers a departure from the
traditionally negotiated pricing mechanisms
associated with IPOs.

iii. Immediate Liquidity for Existing
Shareholders: In a direct listing, one of the
standout advantages is that existing
shareholders, including employees, early
investors, and company insiders, gain
immediate access to liquidity upon the
company's shares becoming publicly tradable.
This means that as soon as the shares are listed
on the stock exchange and trading begins,
these shareholders can sell their shares at
prevailing market prices. This stands in contrast
to traditional IPOs, where lock-up periods often
restrict shareholders from selling their shares for
a predetermined period, typically six months.
The availability of immediate liquidity holds
several key benéefits:
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Shareholders who have invested time, effort,
and capital into the company can swiftly realize
the value of their investments. This can be
particularly appealing to employees who have
received stock options as part of their
compensation and early investors who seek to
monetize their holdings. Providing immediate
liquidity reinforces a sense of alignment
between the company's success and the
interests of its stakeholders. When employees
and early investors can readily sell their shares,
they are more likely to feel directly connected to
the company's performance and growth
trajectory. For companies that offer employee
stock options, immediate liquidity offers
employees a valuable incentive. Employees can
see the direct impact of their efforts on the
company's stock price and have the
opportunity to cash in on their hard work
sooner, boosting motivation and engagement.
In traditional IPOs, lock-up periods can create
an overhang of shares that could potentially
flood the market when the lock-up expires,
leading to stock price volatility. Direct listings
circumvent this risk, as existing shareholders are
free to sell their shares from day one, without a
sudden influx of supply.

Immediate liquidity gives shareholders more
flexibility in managing their investments’:. They
can choose to sell all or a portion of their shares
based on market conditions, personal financial
goals, and confidence in the company's
prospects. The presence of liquid shares can
attract investors who value transparency and
the opportunity to trade freely. This can
contribute to a broader and more active
investor base, potentially leading to a more
stable and liquid stock trading environment.
However, while immediate liquidity is a
significant advantage, companies should also
consider potential downsides. For instance, if a
large number of existing shareholders decide to
sell their shares immediately, it could lead to
price volatility in the early trading days.

73 Direct Listing- Author: True Tamplin, Bsc. Available at:
https://www.financestrategists.com/wealth-management/stocks/ipo/direct-

listing/
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Balancing the desire for liquidity with the
potential impact on stock price stability is an
essential consideration.

B. CHALLENGES OF DIRECT LISTINGS

A Limited Capital Generation: In the
context of direct listings, the challenge of limited
capital generation holds particular significance
within the regulatory landscape of India. While
direct listings offer efficiency and immediate
liquidity, Indion companies considering this
route must carefully evaluate their capital
requirements and the regulatory implications of
not raising new funds through the listing
process. In India, the Securities and Exchange
Board of India (SEBI) plays a crucial role in
regulating the securities market and overseeing
public offerings. A direct listing in India, known
as a "Direct Listing of Equity Shares,” is governed
by SEBI (Issue of Capital and Disclosure
Requirements)  Regulations, 2018  (ICDR
Regulations).

One of the central aspects of the ICDR
Regulations is the requirement for companies to
meet a minimum public shareholding threshold
post-listing.  This  threshold ensures a
reasonable degree of liquidity and market float
for the company's shares. In the case of a direct
listing, where no new shares are issued, existing
shareholders’ stake contributes to the public
float. Therefore, companies need to assess
whether their existing shareholder composition
can meet the minimum public shareholding
requirements post-listing.

The challenge arises when companies seeking
to go public have significant capital needs for
expansion, acquisitions, or other strategic
initiatives. While a direct listing provides liquidity
to existing shareholders, it may not generate the
necessary funds to fuel the company's growth
plans. This challenge becomes more
pronounced in cases where the company's
existing shareholders are not inclined to sell a
substantial portion of their holdings. Companies
evaluating a direct listing in India must balance
the immediate liquidity offered by this
approach  with  their  strategic  capital
requirements. If raising new capital is a priority,
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they might need to explore other alternatives,
such as traditional IPOs or follow-on offerings
post-listing, to ensure that they can finance
their growth ambitions effectively.

if. Market Volatility and Uncertainty in
Direct Listings: In the context of direct listings,
the challenge of market volatility and
uncertainty takes on a unique dimension within
the regulatory framework of India. While direct
listings offer advantages such as cost-
effectiveness and immediate liquidity, the
absence of predetermined pricing and the
reliance on market forces to establish the initial
trading price can contribute to heightened
volatility during the early trading days. In Indiq,
this challenge is influenced by various
legislations and regulatory bodies that oversee
the securities market.

The Securities and Exchange Board of India
(SEBI) is the primary regulatory authority
responsible for regulating the securities market
in India. For traditional IPOs, SEBI plays a crucial
role in approving prospectuses, overseeing
underwriting, and ensuring compliance with
disclosure requirements. However, the
emergence of direct listings introduces a
different dynamic where market forces play a
more prominent role in determining the initial
stock price. In a direct listing scenario, the
Securities Contracts (Regulation) Act, 1956,7%4
and SEBI regulations still apply. These
regulations stipulate requirements for listing,
trading, and protecting the interests of
investors. The process of price discovery and
trading during the initial days of a direct listing
can be subject to monitoring by SEBI to prevent
excessive volatility and ensure fair market
practices.

To address the challenges of market volatility
and uncertainty in direct listings, SEBI could
potentially establish guidelines that provide
transparency and clarity regarding the trading
process during the early days post-listing.
These guidelines might include mechanisms to

79 Securities Contracts (Regulation) Act, 1956 [42 Of 1956]. Available at:
https://www.sebi.gov.in/acts/contractact.pdf
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prevent price manipulation and stabilize trading
activity. Additionally, SEBI could collaborate with
stock exchanges to implement circuit breakers
or trading halts in cases of extreme price
movements to safeguard investor interests. As
India's regulatory landscape continues to
evolve, SEBI's role in overseeing direct listings will
likely adapt to ensure a balance between
market-driven pricing and stability. Companies
considering direct listings in India should closely
monitor regulatory developments and engage
with legal experts who possess a deep
understanding of both direct listings and the
nuances of Indian securities regulations. By
navigating the regulatory challenges while
leveraging the benefits of direct listings,
companies can effectively transition into the
public markets while mitigating the potential
risks associated with market volatility and
uncertainty.

iii. Limited Marketing Opportunities: In the
realm of direct listings, the challenge of limited
marketing opportunities takes on a distinct
significance within the context of Indian
legislation and regulations. As companies
consider this alternative route to going public,
they encounter a landscape shaped by
stringent regulatory frameworks that guide the
promotion and advertisement of securities
offerings’®®. In Indiq, the Securities and Exchange
Board of India (SEBI) serves as the regulatory
authority overseeing securities markets. Under
the SEBI regulations, public offerings, including
initial public offerings (IPOs), are subject to
detailed guidelines concerning the
dissemination of information, investor
protection, and transparency. While traditional
IPOs necessitate a comprehensive disclosure
process and often involve rigorous due
diligence by underwriters, direct listings in India
must navigate a different approach.

Direct listings, which inherently lack the formal
underwriting process, could face challenges in
terms of effectively promoting and marketing
the listing to potential investors. The SEBI

75 TPO Alternatives explained: SPACs and direct listings vs IPO’s- Author:
Carlos Cervantes. Available at: https://pitchbook.com/blog/the-case-for-
taking-a-company-public-without-an-ipo
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regulations impose strict limits on advertising
and promoting securities offerings to prevent
the spread of misleading information and
ensure equal access to information for all
investors. This regulatory landscape may limit
the avenues available for companies to
generate investor awareness and excitement
surrounding their direct listing. Companies
pursuing direct listings in India must strike a
delicate balance between adhering to SEBI's
regulations and effectively communicating their
value proposition to the investing public. Given
these regulatory considerations, companies
opting for direct listings in India need to be
creative in their approach to generating
investor interest. Leveraging communication
channels that comply with SEBI's guidelines,
such as approved stock exchange platforms
and regulated information dissemination
mechanisms, becomes paramount. In the
absence of the traditional marketing efforts
associated with underwriters in direct listings,
companies may need to focus on engaging
with institutional investors, analysts, and other
stakeholders to convey their growth potential
and business strategies transparently and
within the confines of Indian securities laws. This
intricate dance between promoting the listing
and adhering to regulatory boundaries
underscores the unique challenges that Indian
companies face in  maximizing investor
awareness during the lead-up to a direct listing.

C. LEGAL AND REGULATORY FRAMEWORK IN
INDIA

In India, the regulatory framework governing
IPOs and public listings is primarily governed by
the SEBI (Securities and Exchange Board of
India) and the ICDR (Issue of Capital and
Disclosure Requirements) Regulations. SEBI, as
the apex regulatory authority, oversees the
securities market and ensures investor
protection, market integrity, and transparency.
The ICDR Regulations, framed under the SEBI
Act, provide a comprehensive framework for
companies seeking to raise capital through
public offerings.
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The ICDR Regulations prescribe detailed
guidelines for various aspects of public
offerings, including eligibility criteria, disclosure
requirements, pricing mechanisms, and
allotment procedures. They mandate the
disclosure of essential information about the
issuer's financials, operations, management,
and risks to ensure informed decision-making
by investors. The regulations also stipulate the
role of merchant bankers, underwriters, and
other intermediaries involved in the issuance
process.

SEBI's oversight extends to ensuring fairness,
preventing fraudulent practices, and
maintaining market integrity throughout the IPO
process. It reviews and approves public
offerings, monitors compliance with disclosure
norms, and acts against non-compliance or
market manipulation.

D. CHOOSING THE OPTIMAL PATH: FACTORS
AND CONSIDERATIONS

The choice between a traditional IPO and a
direct listing is a multifaceted decision that
hinges on a company's specific circumstances
and goals. Several factors play a pivotal role in
this decision-making process:

1. Capital Requirements: |f a company
aims to raise a significant amount of capital for
expansion, acquisitions, or other strategic
initiatives, an IPO could be more suitable. The
underwriting process and investor demand in
traditional IPOs can facilitate substantial capital
infusion to support growth plans.

2. Credibility and Visibility: Companies
seeking enhanced credibility and visibility often
opt for [IPOs. The structured process,
involvement of established underwriters, and
rigorous regulatory scrutiny can bolster investor
confidence, attracting a broader range of
stakeholders.

3. Existing Shareholder Demand
Companies with robust existing shareholder
demand may find direct listings attractive. This
approach allows early investors and employees
to quickly monetize their holdings, providing
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immediate liquidity and potentially aligning with
shareholder preferences.

4. Efficiency and Cost Considerations.
Direct listings offer a streamlined and cost-
effective route compared to traditional IPOs.
Avoiding underwriting fees and certain
regulatory complexities can be advantageous
for companies with limited capital needs or a
focus on cost efficiency.

In the end, the decision between an IPO and a
direct listing hinge on a company's specific
circumstances, capital requirements, growth
goals, and risk tolerance. Evaluating these
factors and aligning them with the advantages
and challenges of each method is crucial in
determining the optimal path to access the
public markets.

CONCLUSION

In a dynamic financial landscape, the decision
between a traditional IPO and a direct listing
holds profound implications for companies,
investors, and regulatory  bodies. The
comprehensive analysis provided in this article
underscores the advantages, challenges, and
regulatory considerations of both paths. As
companies navigate the complex terrain of
going public, it is imperative to understand the
intricacies of these approaches and their
alignment with the company's goals. With the
backdrop of the SEBI Act and its associated
regulations, companies can make informed
decisions that optimize their access to capital
markets, enhance visibility, and pave the way
for sustained growth in the public domain.
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