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T H E M E

Reverse Book Building: A Price Discovery 
Mechanism of De-listing of Securities in India

Indian securities market of 
late has shown a growing 
trend of de-listing of sev-

eral companies’ securities from 
the stock exchanges. The rea-
sons include the Indian pub-
lic limited companies turning 
themselves into private limited 
companies, and multinational 
companies (MNCs) convert-
ing their Indian joint ventures 
into 100 per cent subsidiaries. 
The statistics show that the 
number of such companies has 
gradually increased in the last 
few years. More than 30 com-
panies with MNC parent have 
been de-listed since 1998 and 
the trend is likely to continue 
in future. Though MNCs jus-
tify their action in terms of 

faster transfer of technology, 
easy access of capital, cen-
tralised decision making, etc., 
such process does not give 
any benefit to the investors 
and other stakeholders. The 
growing trend in the de-list-
ing of companies, in particu-
lar by the MNCs has caused 
some degree of uneasiness and 
it is seen that the market par-
ticipants and investors are not 
being adequately compensated 
for the permanent withdrawal 
of a good investment oppor-
tunity. It is being argued that 
permanent de-listing of shares 
create narrow liquid stock 
market which in turn affects 
depth and liquidity of the 

market. It results in loss of in-
vestment opportunities for the 
public, and also reduces the 
wealth of the securities market. 
Consequently, primary capital 
market is affected by such ac-
tivities. Minority sharehold-
ers’ perception is that though 
they are reluctant to accept the 
minimum price that is offered 
to them, they are ultimately 
compelled to sell their shares 
at the said price, because they 
run the risk of holding an il-
liquid investment. The way 
by which de-listing is made at 
present is thus to be reviewed 
in favour of both the investors 
as well the market. In fact, the 
investors are deprived of the 
opportunity to invest in good 

companies because of de-list-
ing.

As such, the Securities 
and Exchange Board of India 
(SEBI) has recognised “reverse 
book building” as an impor-
tant mechanism in case of de-
listing of securities for arriving 
at the exit price. In fact, SEBI 
notified de-listing guidelines 
in February 2003.

Conceptual issues on 
‘listing’ and ‘de-listing’ of 
securities

Let us examine the current 
provisions in regard to “listing” 
and “de-listing” of securities 
and the definition of the terms 
“listing” and “de-listing” in the 

The article focuses on reasons behind de-listing of securi-
ties and attempts to highlight the distinction between book 
building and reverse book building mechanism. It also ex-
plores as to how the de-listing process through ‘reverse book 
building’ works.

current regulatory framework. 
The term “listing” means the 
admission of the securities 
of a company to the trading 
privileges on a stock exchange 
or more stock exchanges with 
the principal objectives of pro-
viding a ready marketability, 
sustaining liquidity and free 
negotiability to securities, en-
suring proper supervision and 
control of dealings therein; 
and safeguarding the inter-
ests of shareholders and of the 
general investing public. Ac-
cording to Section 73 of the 
Companies Act, 1956, com-
panies seeking to offer shares 
or debentures to the public for 
subscription by the issue of a 
prospectus are compulsorily 
required to make an applica-
tion to one or more recognised 
stock exchange for permission 
for dealing in the shares or 
debentures so offered in such 
stock exchanges. For the pur-
pose of listing, a company is 
required to enter into a listing 
agreement with the stock ex-
change. Rule 19 of The Secu-
rities Contracts (Regulation) 
Rules, 1957 [SCR Rules] pre-
scribes some of the contents 
of the Listing Agreement and 
the standard format of the list-
ing agreement is contained in 
bylaws of the stock exchanges.

While “listing” has been 
defined in and is governed by 
various statutory provisions, 
regulations like the Securi-
ties Contracts (Regulation) 
Act, 1956 [SCR Act], SCR 
Rules and the Companies Act, 
1956, the main legislations 
governing offering, listing 
and trading of securities and 
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the stock exchanges are silent 
on the de-listing of securi-
ties. De-listing of securities 
has been referred to Securities 
and Exchange Board of India 
(SEBI) [De-listing of Secu-
rities] Guidelines 2003. The 
term “de-listing” of securities 
means permanent removal of 
securities of a listed company 
from a stock exchange and is, 
therefore, different from “sus-
pension” or “withdrawal” of 
admission to dealings of listed 
securities, which the stock ex-
changes can resort to for a lim-
ited period.  As a consequence 
of de-listing, the securities of 
that company would no lon-
ger be traded at that stock ex-
change subject to certain con-
dition as per SEBI (De-listing 
of Securities) Guidelines 
2003. De-listing is also differ-
ent from “buy back” of securi-
ties in which the securities of 
a company are extinguished 
with consequent reduction 
of capital of the company. In 
the case of de-listing there is 
no reduction of capital. It is 
needless to mention that in 
the case of buy back securities, 
the company itself is the ac-
quirer and hence provides the 
funds for buy back. In the case 
of de-listing, the securities are 
acquired by a person other 
than the company and who 
could be the promoter, major-
ity shareholder or a person in 
control of the management 
and the funds have to be pro-
vided by that acquirer. As the 
two processes are fundamen-
tally different, the concerns 
and safeguards for the share-
holders should also be neces-
sarily different.

There are of two types of 
de-listing of securities. To dis-
tinguish between voluntary 
de-listing and compulsory 
de-listing it can be stated that 
compulsory de-listing refers to 
permanent removal of securi-
ties of a listed company from a 
stock exchange as a penalising 

measure at the behest of the 
stock exchange for not mak-
ing submissions/comply with 
various requirements set out 
in the listing agreement with-
in the time frames prescribed. 
In voluntary de-listing, a listed 
company decides on its own to 
permanently remove its secu-
rities from a stock exchange. 

Why Does Company seeks 
de-listing of securities? 

There are several reasons 
for seeking de-listing of secu-
rities from the stock exchang-
es. These can be highlighted 
as follows: 
(i) When market conditions 

are so depressed, the ac-
quirer or promoter of a 
company can exploit  the 
opportune moment for ac-
quisition of the remaining 
securities from the share-
holders through de-listing;

(ii) In the liberalised economy, 
the regulatory framework 
relating to FDI norms per-
mits foreign companies to 
hold 100 per cent equity in 
many key sectors;

(iii) As per the regulatory 
framework of FDI norms 
foreign companies are al-
lowed to take an opportu-
nity to control entire hold-
ings which give complete 
flexibility in operational 
decisions, and preference 
of retaining listing only in 
one place, preferably in the 
home country;

(iv) Besides the flexibility in 
operational decisions, on 
account of de-listing boards 
of companies enjoy the 
sole decision making pow-
ers, greater independence 
in investment decisions, 
freedom from the regula-
tory environment, possi-
bility of easier repatriation 
of profits and tax rebates in 
the country of their origin. 
These factors however do 
not lead to good corporate 
governance.

Routes available for de-
listing of companies on 
Indian stock exchanges:

Currently, there are several 
routes available for de-listing 
of companies on the Indian 
stock exchanges:
(i) According to the provi-

sions in SEBI (De-listing 
of Securities) Guidelines, 
2003 promoters of com-
panies may upon request 
get voluntarily de-listed 
from all or some of the 
stock exchanges. In such 
cases, the companies are 
required to obtain prior 
approval of the holders of 
the securities sought to be 
de-listed by a special res-
olution at a general meet-
ing of the company and 
the holders of securities 
in the region where the 
stock exchange is located 
are given an exit oppor-
tunity. This exit opportu-
nity is to be given by the 
promoters or those who 
are in the control of the 
management to buy the 
securities offered by the 
holders;

(ii) Companies can get de-
listed from all stock ex-
changes pursuant to a 
process of acquisition of 
shares as per the provi-
sion of SEBI (Substantial 
Acquisitions of Shares 
and Takeovers) Regula-
tions, 1997;

(iii) The stock exchanges 
themselves can, under 
certain circumstances 
provided in the SEBI 
(De-listing of Securities) 
Guidelines, 2003 com-
pulsorily de-list the secu-
rities of a listed company 
subject to certain proce-
dure being followed by 
the stock exchanges;

While 
“listing” 
has been 
defined 
in and is 
governed 
by various 
statutory 
provisions, 
regulations 
like the 
Securities 
Contracts 
(Regulation) 
Act, 1956 
[SCR Act], 
SCR Rules 
and the 
Companies 
Act, 1956, 
the main 
legislations 
governing 
offering, 
listing and 
trading of 
securities 
and the 
stock 
exchanges 
are silent 
on the de-
listing of 
securities
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(iv) Mergers and amalgama-
tions, and schemes of ar-
rangements under the di-
rections of the court can 
result in de-listing, and

(v) By operation of law on 
account of directions un-
der BIFR companies can 
be de-listed.

Book building Vs Reverse 
book building process

Book building process is 
the process of securing the op-
timum price for a company’s 
share. The issuing company 
decides the price of the secu-
rity by asking investors how 
many shares and at what price 
they would be interested in an 
initial public offering (IPO) 
or divestment of a company. 
SEBI guidelines, 1995 defines 
book building as “a process 
undertaken by which a de-
mand for the securities pro-
posed to be issued by a body 
corporate is elicited and built 
up and the price for such se-
curities is assessed for the de-
termination of the quantum of 
such securities to be issued by 
means of a notice, circular, ad-
vertisement, document or in-
formation memoranda or offer 
document.” 

Book building process is a 
common practice used in most 
developed countries for mar-
keting a public offer of equity 
shares of a company. However, 
Book building acts as scientific 
as well as flexible price discov-
ery method through which 
a consensus price of IPOs 
may be determined by the is-
suer company along with the 
Book Running Lead Man-
ager (i.e. merchant banker) on 
the basis of feedback received 
from individual investors as 
well as most informed inves-
tors (who are institutional and 
corporate investors like, UTI, 
LICI, GICI, FIIs, and SFCI 
etc). The method helps to 
make a correct evaluation of 

a company’s potential and the 
price of its shares. To define, 
a merchant banker, according 
to SEBI (Merchant Bankers) 
Regulations, 1992 “is a person 
who is engaged in the business 
of issue management either by 
making arrangements regarding 
selling, buying or subscribing to 
securities as manager, consultant, 
adviser or rendering corporate 
advisory services in relation to 
such issue management”. 

Merchant bankers render 
services to meet the needs of 
trade, industry and also inves-
tors by performing as interme-
diary, consultant and a liaison. 
Merchant banking is a service 
oriented industry specialising 
in investment and financial 
decision making, assisting in 
making corporate strategies, 
assessing capital needs and 
helping in procuring the equi-
ty and debt funds for corporate 
sectors and ultimately helping 
in establishing favourable eco-
nomic environment.

The reverse book building 
is an efficient price discovery 
mechanism of de-listing of se-
curities, which is provided for 
capturing the sell orders on on-
line basis from the shareholders 
through respective BRLM. In 
the reverse book-building sce-
nario, the acquirer or promoter 
of a company offers to get back 
shares from the shareholders. It 
is a mechanism where, during 
the period for which the reverse 
book building is open, offers 
are collected at various prices, 
which are above or equal to 
the floor price from the share 
holders through trading mem-
bers appointed by the acquirer 
or promoter of a company. The 
reverse book building price 
(i.e. final price/ exist price) is 
determined by BRLM in con-
sultation with the acquirer or 
promoter of the company after 
the offer closing date in accor-
dance with the SEBI (De-list-
ing of Securities) Guidelines, 
2003.  

Exit opportunity available 
for investors in case of 
de-listing

SEBI (De-listing of Se-
curities) Guidelines, 2003 
provide an exit mechanism, 
whereby the exit price for vol-
untary de-listing of securities 
is determined by the promoter 
of the concerned company 
which desires to get de-listed, 
in accordance to book build-
ing process. The offer price 
has a floor price, which is fixed 
for de-listing of securities be-
low which no offer can be ac-
cepted. The floor price is the 
average of 26 weeks traded 
price quoted on the stock ex-
change where the shares of the 
company are most frequently 
traded preceding 26 weeks 
from the date of public an-
nouncement is made. There 
is no ceiling on the maximum 
price. In case of infrequently 
traded securities, the offer 
price calculated as per Regu-
lation 20 (5) of SEBI (Sub-
stantial Acquisition of Shares 
and Takeover) Regulations, 
1997. For this purpose, infre-
quently traded securities are 
determined in the manner as 
provided in Regulation 20 (5) 
of SEBI (Substantial Acquisi-
tion of Shares and Takeover) 
Regulations, 1997. The Com-
pany does not have to provide 
exit offer to those sharehold-
ers whose securities continues 
to be listed on the BSE / NSE 
having nationwide trading ter-
minals because shareholders 
can exit any time they decide 
to so by way of selling shares 
in NSE/BSE. 

De-listing process through 
‘reverse book building’

It is now felt that the re-
verse book-building process 
would provide the transparent 
and fair mechanism to deter-
mine an exit price for de-list-
ing of securities and would en-
sure investors’ participation in 
the whole de-listing process. 

Companies 
can get de-
listed from 
all stock 
exchanges 
pursuant to 
a process of 
acquisition 
of shares 
as per the 
provision 
of SEBI 
(Substantial 
Acquisitions 
of Shares 
and 
Takeovers) 
Regulations, 
1997
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Rational investors are sup-
posed to quote the reasonable 
premium in the book building. 
The main parties who are di-
rectly associated with de-list-
ing of securities through re-
verse book building method 
are the acquirer/ promoter of 
a company, the BRLM, the 
trading members and existing 
shareholders of the company 
(Figure-1.1).  The style of pro-
cess, which is usually followed 
in the reverse book building 
mechanism in accordance with 
the SEBI (De-listing of Secu-
rities) Guidelines, 2003 can be 
summarised below: 
(i) The book building process 

is to be made through an 
electronically linked trans-
parent facility.

(ii) The number of bidding 
centres should not be less 
than thirty, including all 
stock exchange centres and 
there must be at least one 
electronically linked com-

puter terminal at all bid-
ding centres.

(iii) 100 per cent of the estimat-
ed amount of consideration 
calculated on the basis of 
the floor price indicated 
and the number of securi-
ties required to be acquired 
should be deposited by the 
promoter in an escrow ac-
count. [Escrow account is 
the trust account established 
by a broker/ promoter / others 
under the provisions of the 
license law for the purpose 
of holding funds on behalf 
of the broker’s principal or 
some other person until the 
consummation or termina-
tion of a transaction.] The 
provisions of clause 10 of 
the SEBI (Buyback of Se-
curities) Regulations, 1998 
shall be applicable mutatis 
mutandis to such escrow 
account.

(iv) The offer to buy shall re-
main open to the security 

holders for a minimum pe-
riod of 3 days. The security 
holders shall have a right 
to revise their bids before 
the closing of the bidding.

(v) The promoter or acquir-
er shall appoint ‘trading 
members’ for placing bids 
on the on-line electronic 
system.

(vi) Investors may approach 
trading members for plac-
ing offers on the on-line 
electronic system. The 
format of the offer form 
and the details that it must 
contain shall be specified.

(vii) The security holders de-
sirous of availing the exit 
opportunity shall deposit 
the shares offered with the 
trading members prior to 
placement of orders. Al-
ternately they may mark a 
pledge for the same to the 
trading member. The trad-
ing members in turn may 
place these securities as 

Figure-1.1
De-listing process through reverse book building 
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margin with the exchang-
es/clearing corporations.

(viii) The offers placed in the 
system shall have an audit 
trail in the form of confir-
mations, which gives bro-
ker ID details with time 
stamp and unique order 
number.

(ix) The final offer price (exit 
price) shall be determined 
as the price at which the 
maximum number of shares 
has been offered. The ac-
quirer shall have the choice 
to accept the price. If the 
price is accepted then the 
acquirer shall be required 
to accept all offers up to 
and including the final 
price but may not have to 
accept higher priced offers, 
subject to provision relat-
ing to compulsory de-list-
ing of companies by stock 
exchanges.

To illustrate the above 
point, an imaginary example is 

taken as given below:
From the above illus-

tration, it is found that 
while floor price is fixed at  
Rs. 240/-, the final price (i.e. 
exit price) determined by re-
verse book building mecha-
nism is Rs. 260/- at which the 
maximum number of shares 
has been offered.  If the ac-
quirers accept final price, they 

have to accept offers up to and 
including the final price i.e. 

480 shares (i.e. 100+164+216 
shares) at the final price of Rs. 
260/-.
(x) At the end of the book 

build period, the merchant 
banker as BRLM to the 
book building exercise will 
be required to announce in 
the press and to the con-
cerned exchanges the final 
price and the acceptance 

(or not) of the 
price by the 
acquirer.
(xi) The 
acquirer shall 
make the req-
uisite funds 
a v a i l a b l e 
with the Ex-
change/clear-
ing Corpora-
tion on the 
final settle-
ment day 
(which shall 
be three days 
from the end 
of the book 
build period). 
The trading 
members shall 
correspond-
ingly make 
the shares 
available. On 
the settle-
ment day the 
funds and se-
curities shall 
be paid out in 
a process akin 
to secondary 

Offer Quantity 
(in nos.)

Offer price 
(Rs)

Remarks

100 240 Floor price is Rs. 240 as fixed 
by the company

164 250

216 260 Final price is Rs. 260  as quan-
tity offered is maximum

54 270

10 280

L
am

iy
a 

L
ok

ha
nd

w
al

a
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market settlements.
(xii) The entire exercise should 

only be made for demat 
shares. For holders of phys-
ical certificates the acquirer 
shall keep the offer open 
for a period of 15 days 
from the final settlement 
day for the shareholders to 
lodge the certificates with 
custodian(s) specified by 
the merchant banker.

NSE: Reverse book-
building system

The reverse book building 
system as a fully automated 
screen based bidding system is 
being used by National Stock 
Exchange (NSE) that allows 
offers to run in several issues 
concurrently. The system has 
the facility of defining a hier-
archy amongst the users of the 
system. The BRLM gives the 
list of trading members who 
are eligible to participate in 
the book building process to 
the exchange. Members are 
required to submit a one-time 
undertaking to the exchange. 
Eligible trading members 
have to give in the prescribed 
format details of the user IDs 
that they would like to use. 
Currently, approved trading 
members in NSE are (i) ICI-
CI Brokerage Services Lim-
ited, (ii) Karvy Stock Broking 
Limited, (iii) Master Capital 
Services Limited. Subscrib-
ers/ existing shareholders may 

approach any of the approved 
trading members for submit-
ting their offers in case of de-
listing of securities. On line 
transaction registration slip are 
generated automatically after 
entering the offers in to the 
system, which acts as proof of 
the registration of each offer. 
There are several advantages 
in reverse book building sys-
tem through the NSE, which 
offers a nation wide bidding 
facility in securities and pro-
vides a fair, efficient and trans-
parent method for collecting 
offers using latest electronic 
trading systems.  

Regulatory Framework
Securities and Exchange 

Board of India (SEBI) has is-
sued the SEBI (De-listing of 
Securities) Guidelines, 2003 
for de-listing of shares from 
stock exchanges. The objective 
of SEBI guidelines is to pro-
tect the interest of investors 
in the securities market. SEBI 
guidelines shall be applicable 
to de-listing of securities of 
companies and specifically ap-
ply to: (a) voluntary de-listing 
being sought by the promoters 
of a company; (b) any acquisi-
tion of shares of the company 
(either by a promoter or by 
any other person) or scheme 
or arrangement, by whatever 
name referred to, consequent 
to which the public sharehold-
ing falls below the minimum
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limit specified in the listing 
conditions or listing agree-
ment that may result in de-
listing of securities; (c) pro-
moters of the companies who 
voluntarily seek to de-list their 
securities from all or some of 
the stock exchanges;(d) cases 
where a person in control of 
the management is seeking to 
consolidate his holding in a 
company, in a manner which 
would result in the public 
shareholding or in the list-
ing agreement that may have 
the effect of company being 
de-listed;(e)companies which 
may be compulsorily de-list-
ed by the stock exchanges. 
These applicability norms do 
not permit the company to 
use the buy-back provision to 
de-list its securities. However, 
the main provisions of SEBI 
guidelines regarding de-list-
ing of securities are recapped 
as under:

(1) Voluntary de-listing 
of securities of a listed 
company
Ø Condition for de-listing

(i) If the securities of 
the company have 
been listed for a 
minimum period of 
3 years on any stock 
exchange, a com-
pany may de-list 
from stock exchange 
where its securities 
are listed.

(ii) An exit opportunity 
has been given to 
the investors for the 
purpose of which an 
exit price shall be 
determined in ac-
cordance with the 
“book building pro-
cess” as clarified in 
the previous part of 
the article. 

Ø Procedure for voluntary 
de-listing

Any promoter or acquirer 
desirous of de-listing securi-

ties of the company under the 
provisions of these guidelines 
shall (a) obtain the prior ap-
proval of shareholders of the 
company by a special reso-
lution passed at its general 
meeting; (b) make a public 
announcement in the manner 
provided in these guidelines;(c) 
make an application to the de-
listing exchange in the form 
specified by the exchange, an-
nexing therewith a copy of the 
special resolution passed; and 
(d) comply with such other 
additional conditions as may 
be specified by the concerned 
stock exchanges from where 
securities are to be de-listed.
Ø Public announcement for 

voluntary de-listing
Before making the public 

announcement, the promot-
er shall appoint a merchant 
banker (who is not an associ-
ate of the promoter) registered 
with the SEBI. Before mak-
ing application for de-listing, 
the promoters or the acquirers 
of the company shall make a 
public announcement. The 
public announcement shall 
contain inter-alia information. 
These are: (i) the floor price 
and how it was reached;(ii) the 
dates of opening and closing 
of the bidding;(iii) the name 
of the exchange or exchanges 
from which the securities are 
sought to be delisted;(iv) the 
names and addresses of the 
trading members as well as the 
bidding terminals and centres 
through which bids can be 
placed;(v) description of the 
methodology to be adopted 
for determination of accept-
able price;(vi) period for which 
the offer shall be valid;(vii) the 
necessity and the object of 
the de-listing; (viii) a full and 
complete disclosure of all ma-
terial facts; (ix) the proposed 
time table from opening of 
the offer till the settlement 
of the transfers;(x) details of 
the escrow account and the 
amount deposited therein;(xi) 

listing details and stock mar-
ket data:(a) high, low and 
average market prices of the 
securities of the company 
during the preceding three 
years;(b) monthly high and 
low prices for the six months 
preceding the date of the pub-
lic announcement; and (c) the 
volume of securities traded 
in each month during the six 
months preceding the date 
of public announcement;(xii) 
present capital structure and 
shareholding pattern;(xiii) the 
likely post-de-listing capital 
structure; (xiv) the aggregate 
shareholding of the promoter 
group and of the directors of 
the promoters, where the pro-
moter is a company and of 
persons who are in control of 
the company; and (xv) name 
of compliance officer of the 
company. It should be signed 
and dated by the promoter.
Ø Exit price for voluntary 

de-listing of securities
(i) Any promoter of a 

company, which de-
sires to de-list from 
the stock exchange, 
shall determine an 
exit price for de-
listing of securities 
in accordance with 
the book build-
ing process of these 
guidelines, which 
has been elaborated 
in the previous part 
of this article.

(ii) In the case of fre-
quently traded se-
curities as well as 
infrequently traded 
securities, the offer 
price / floor price 
will be determined 
in such a manner as 
also discussed in the 
previous part of this 
article.

(iii) The stock exchange-
(s) shall provide the 
infrastructure facil-
ity for display of the 
price at the termi-
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nals of the trading 
members to enable 
the investors to ac-
cess the price on 
the screen to bring 
transparency to the 
de-listing process.

(iv) In the event of secu-
rities being de-list-
ed, the acquirer shall 
allow a further peri-
od of 6 months for 
any of the remain-
ing shareholders to 
tender securities at 
the same price;

(v) The stock exchang-
es shall monitor the 
possibility of price 
manipulation and 
keep under special 
watch the securities 
for which announce-
ment for de-listing 
has been made.

(vi) To ascertain the 
genuineness of 
physical securities 
if tendered and to 
avoid the bad de-
livery, registrar and 
transfer agent shall 
co-operate with 
the clearinghouse / 
clearing corporation 
to determine the 
quality of the papers 
upfront.

(vii) If the quantity eli-
gible for acquiring 
securities at the final 
price offered does 
not result in public 
shareholding falling 
below required level 
of public holding for 
continuous listing, 
the company shall 
remain listed.

(viii) The paid up share 
capital shall not be 
extinguished as in 
the case of buyback 
of securities;

(ix) In case of partly 
paid-up securities, 
the price deter-
mined by the book 

building process 
shall be applicable 
to the extent the call 
has been made and 
paid.

(x) The amount of con-
sideration for the 
tendered and accept-
ed securities shall be 
settled in cash;

Ø Right of promoter
(i) The promoter may 

not accept the se-
curities at the offer 
price determined by 
the book building 
process.

(ii) Where the promot-
er decides not to ac-
cept the offer price 
so determined:(a) 
he shall not make an 
application to the 
exchange for de-list-
ing of the securities; 
and (b) the promoter 
shall ensure that the 
public sharehold-
ing is brought up to 
the minimum limits 
specified under the 
listing conditions 
within a period of 
6 months from the 
date of such deci-
sion, by any of the 
modes specified in 
(iii).

(iii) For the above pur-
poses, the public 
shareholding may 
be increased by any 
of the following 
means:(a) by issue 
of new shares by the 
company in compli-
ance with the provi-
sions of the Com-
panies Act, 1956 
and the SEBI (DIP) 
Guidelines;(b) by 
the promoter mak-
ing an offer for sale 
of his holdings in 
compliance with 
the provisions of 
the Companies Act, 
1956 and the SEBI 

(DIP) Guidelines;(c) 
by the promoter 
making sale of his 
holdings through 
the secondary mar-
ket in a transparent 
manner;

(iv) In the event of the 
promoter not being 
able to raise the pub-
lic shareholding in 
accordance with any 
of the modes speci-
fied in (iii) within 
six months, he shall 
offer for sale to the 
public such portion 
of his holdings as 
would bring up the 
public sharehold-
ing to the minimum 
limits specified in 
the listing agree-
ment or the listing 
conditions at the 
price determined by 
the Central Listing 
Authority.

Ø Public announcement of 
final price

On determination of the fi-
nal price pursuant to the book 
building, the promoter or the 
acquirer shall within a period 
of two working days from 
such determination:(a) make 
a public announcement in the 
newspapers of the final price as 
discovered by the book build-
ing process and whether or not 
the promoter or the acquirer 
has accepted the price; and, 
(b) communicate to, exchange 
or exchanges from which de-
listing is sought to be made, 
the final price discovered and 
whether the promoter has ac-
cepted the price.
Ø De-listing from one or 

more stock exchanges
When a company, which is 

listed on any stock exchange 
or stock exchanges other than 
the stock exchanges having 
nationwide trading terminals, 
seeks de-listing, an exit offer 
shall be made to the share-
holders in accordance with 

SEBI (De-
listing of 
Securities) 
Guidelines, 
2003 
provide 
an exit 
mechanism, 
whereby the 
exit price for 
voluntary 
de-listing of 
securities is 
determined 
by the 
promoter 
of the 
concerned 
company 
which 
desires to 
get de-
listed, in 
accordance 
to book 
building 
process
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these guidelines. There shall 
not be any compulsion for the 
existing company to remain 
listed on any stock exchange 
merely because it is a regional 
stock exchange.
Ø Minimum number of 

shares to be acquired
Where the offer for de-

listing results in acceptance 
of a fewer number of shares 
than the total shares outstand-
ing and as a consequence the 
public shareholding does not 
fall below the minimum limit 
specified by the listing condi-
tions or the listing agreement, 
the offer shall be considered 
to have failed and no securi-
ties shall be acquired pursuant 
to such offer. The promoter or 
acquirer shall make the pay-
ment of consideration for de-
listing of securities in cash.
Ø De-listing of one or all 

class of securities
Company may de-list one 

or all of its class of securities 
subject to the provisions. If 
the equity shares of a company 
are de-listed, the fixed in-
come securities may continue 
to remain listed on the stock 
exchange. A company, which 
has a convertible instrument 
outstanding, it shall not be 
permitted to de-list its equity 
shares, till the exercise of the 
conversion options.

(2) Compulsory de-listing 
of companies by stock 
exchanges
Ø Condition for de-listing

(i) The Stock Ex-
changes may de-list 
companies, which 
have been suspend-
ed for a minimum 
period of six months 
for non-compli-
ance with the listing 
agreement.

(ii) The Stock Exchang-
es may also de-list 
companies on the 
basis of the norms 
provided in Sched-
ule III of this guide-

line. These norms 
are: (a) the percent-
age of equity capital 
(floating stock) in 
the hands of public 
investors; (b) the 
minimum trading 
level of shares of a 
company on the ex-
changes; (c) finan-
cial aspect/business 
aspects;(d) track re-
cords of compliance 
of the listing agree-
ment requirements 
for the past three 
years;(e) promoters’ 
and directors’ track 
record especially 
with regard to in-
sider trading, ma-
nipulation of share 
prices; (f ) unavail-
ability of promoters 
and directors; and 
(g) sickness and in-
ability of a company 
to meet current debt 
obligations.

Ø Procedure for de-listing 
of securities by the stock 
exchanges
(i) The Stock Ex-

change shall give 
adequate and 
wide public notice 
through newspapers 
(including one Eng-
lish national daily 
of wide circulation) 
and through display 
of the notice on the 
notice board/ web-
site/ trading systems 
of the Exchange.

(ii) The stock exchange 
shall give a show 
cause notice to a 
company or adopt 
a procedure. The 
decision on de-list-
ing should be taken 
by a panel to be 
constituted by the 
exchange compris-
ing a) two directors/
officers of the ex-
change (one director 
to be a public rep-

resentative), b) one 
representative of 
the investors, c) one 
representative from 
the central govern-
ment (department 
of company affairs)/ 
regional director / 
registrar of compa-
nies, d) executive di-
rector / secretary of 
the exchange. Due 
notice of de-listing 
and intimation to 
the company as well 
as other Stock Ex-
changes where the 
company’s securi-
ties are listed should 
be given. Notice of 
termination of the 
listing agreement 
should be given. An 
appeal against the 
order of compulsory 
de-listing may be 
made to the SEBI.

(iii) The exchange shall 
provide a time peri-
od of 15 days within 
which any person 
who may be ag-
grieved by the pro-
posed de-listing may 
make representation 
to the exchange.

(iv) The stock exchange 
shall ensure that 
adequate and wide 
public notice is given 
through newspapers 
and on the notice 
boards/trading sys-
tems of the stock 
exchanges after the 
period of show cause 
is over.

(v) The stock exchange 
shall display the 
name of such com-
pany on its website.

Ø Rights of securities hold-
ers in case of compulsory 
de-listing

Where the securities of 
the company are de-listed by 
an exchange, the promoter of 
the company shall be liable to 
compensate the security-hold-
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ers of the company by paying 
them the fair value of the se-
curities held by them and ac-
quiring their securities, subject 
to their option to remain secu-
rity-holders with the company. 
Fair value shall be determined 
by the arbitrator having re-
gard to the factors mentioned 
in Regulation 20 of the SEBI 
(Substantial Acquisition of 
shares and Takeovers) Regula-
tions, 1997. The security hold-
ers may enforce their claim to 
compensation/fair value un-
der this clause through the 
arbitration mechanism of the 
exchange in the manner laid 
down in its byelaws.

Criticism on Reverse Book 
Building Method 

It should not be acceptable 
blindly with the SEBI’s guide-
lines relating to offer price /
floor price (which is calculated 
on the basis of the average of 
26 weeks traded price quoted 
on the stock exchange) for an 
open offer for de-listing in 
case of frequently traded se-
curities while the reverse book 
building method adopted for 
determination of an exit price 
for de-listing of securities also 
suffers from certain limita-
tions. Therefore, the objec-
tions and criticisms against 
de-listing procedure can be 
summed up as under:
3 Under depressed market 

conditions, the floor price 
arrived on the basis of 
SEBI prescribed principle 
does not adequately com-
pensate the shareholder 
for the permanent loss of 
investment opportunity, 
especially in a company 
whose shares are regarded 
as value investment. 

3 Though the investors 
would not have reason 
to complain that the exit 
price is unfair to them as 
they themselves arrived at 
the price through a par-

ticipative process, unlike in 
an IPO which is open to 
the general public, reverse 
book building process op-
erating in a restricted audi-
ence, raises doubts about 
the efficacy of the concept 
in a limited universe; and 
hence makes the process 
prone to manipulation.

3 Any open offer for de-
listing should indicate 
the price that the buyer is 
willing to pay. The require-
ment in case of reverse 
book building requires 
generating offers from the 
sellers (existing sharehold-
ers) who have no indication 
of the buyer’s intention, or 
the price that the buyer is 
willing to pay for the stra-
tegic value of the company. 
The only indication is the 
floor price. 

3 This asymmetry of infor-
mation places the share-
holders at a distinct disad-
vantage, which may cause 
them to peg their offer at 
a low price, particularly in 
weak markets. If the price 
quoted by the shareholders 
is low, then the offer would 
go through, but there is a 
distinct possibility that the 
investor would not have 
got as high a price as the 
buyer was willing to pay, 
which works against the 
shareholders’ interest.

3 A few shareholders who 
do not have the motivation 
to offer their shares can 
derail the process through 
manipulative bidding at 
unrealistically high prices.

3  Further, the process builds 
in conditionality as regards 
the price as well as the oc-
currence of the transaction 
itself. There is no guarantee 
that the buyer/ acquire will 
accept the book built price, 
in which case the deal falls 
through, thus depriving 
shareholders who would 

have otherwise exited at a 
reasonable offer price.

Therefore, it is question-
able that whether a reverse 
book building process will 
bring about a more efficient 
price discovery to ensure the 
investors in having a fair exit 
price. It is fact that listing and 
de-listing are commercial de-
cisions and should be based 
on business considerations. 
So long as de-listing has the 
approval of the shareholders 
and the minority shareholders 
are adequately compensated, 
there cannot be any objection 
to de-listing. Investors’ inter-
est would therefore be better 
served if the available safe-
guards in the case of de-listing 
are further strengthened and 
the exit pricing is fair, trans-
parent and not detrimental to 
the investors’ interest.

Conclusion
In the current liberalised 

environment and in a market 
driven economy, entry and 
exit into and from the market 
should be free subject to the 
regulatory framework. Arti-
ficial barriers to free exit to 
companies could ultimately 
prove to be entry barriers. It 
would be desirable therefore 
not to make any provision in 
the regulatory framework that 
may act as an exit barrier. In-
ternationally, stock exchanges 
do not impose any restric-
tion on de-listing and allow 
de-listing subject to certain 
conditions such as minimum 
notice period for the company, 
exit offers to investors, etc. 

There is no denying the fact 
that de-listing, especially of com-
panies whose shares are regarded 
as value investments by investors 
narrows the securities market, 
which in turn limits the choice 
for investors and ultimately re-
duce the liquidity as well as mo-
bility of investment. r

It is now 
felt that 
the reverse 
book-
building 
process 
would 
provide the 
transparent 
and fair 
mechanism 
to determine 
an exit price 
for de-listing 
of securities 
and would 
ensure 
investors’ 
participation 
in the whole 
de-listing 
process


