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Understanding Green Shoe Option in Public 
Offerings 

Green Shoe Option is a mechanism used by companies to provide price support to investors for shares procured by 
them in the public offering, in the event that the prices of equity shares witness a drop immediately after listing. This 
article explores the regulatory provisions in relation to the implementation of Green Shoe Option in capital market 
offerings in India, and the processes involved in implementation thereof.

1.Overview
Introduced in 2003, Green Shoe Option is an over-
allotment mechanism permitted by the Securities and 
Exchange Board of India (SEBI) for stabilising the prices 
of newly-listed shares of companies immediately after 
listing. A commonly used tool in international capital 
market transactions, Green Shoe Option is used by 
investment bankers, acting as stabilising agents, to 
provide share price support to companies for a certain 
small period after their public offering. Simply put, it is 
a price stabilisation mechanism whereby a company 
over-allots shares to investors participating in the 
issue, with a view to have the merchant banker buy 
them back from the open market after listing, in order 
to arrest any fall in the share prices below the issue 
price. This term has been derived from the name of a 
company that first implemented this mechanism in its 
public offering in 1960 – the Green Shoe Manufacturing 
Company (now Collective Brands Performance + 
Lifestyle Group, a subsidiary of Collective Brands Inc., 
USA). SEBI introduced the Green Shoe mechanism 
in Indian capital markets in 2003 vide a circular SEBI/
CFD/DIL/ DIP/Circular No. 11 dated 14th August, 2003. 
Since then, a number of companies have implemented 
the Green Shoe Option in their initial public offerings, 
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e.g. Electrosteel Integrated Ltd., Indiabulls Power Ltd., 
Housing Development & Infrastructure Ltd., etc. 

2. How Does It Work?
Regulation 45 of the SEBI (Issue of Capital and 
Disclosure Requirements) Regulations 2009 (ICDR 
Regulations) lays down the provisions regarding imple-
mentation of Green Shoe Option in public offerings.

There are three key parties involved in implementing 
this mechanism:
▪ issuer company, being the company proposing to 

undertake the public offering;
▪ stabilising agent, being one of the merchant 

bankers, who would be in charge of the stabilisation 
process; and

▪ lender-shareholder, being one of the pre-issue 
share-holders holding a significant portion of 
shares of the issuer company.

A pictorial depiction of its operation is:

During Pre-Issue Period: After obtaining 
shareholder approval for use of the Green Shoe 
mechanism in its proposed public offering, an issuer 
company needs to appoint one of its investment 
bankers as the “stabilising agent”. It shall be the key 
responsibility of the stabilising agent to conduct price 
stabilisation activities and provide share price support 

during the stabilisation period – being a period of up 
to 30 days after the issuer company receives trading 
permission from the stock exchanges for its shares.

The issuer company enters into a contract with the 
stabilising agent detailing the terms and conditions 
relating to the Green Shoe Option, including fees to 
be charged by the stabilising agent, expenses to be 
incurred towards discharging responsibilities, etc. 
The stabilising agent also enters into a contract with 
the lender-shareholder - being any of the pre-issue 
shareholders in case of an initial public offering (IPO), 
and in case of a follow-on public offering (FPO), being 
any of the pre-issue shareholders holding more than 
five per cent of the share capital – detailing key terms, 
inter alia, the maximum number of shares that may be 
borrowed for over-allotment. The stabilising agent would 
borrow from the lender-shareholders such quantity of 
the equity shares proposed to be over allotted in the 
issue, subject to a maximum of 15% of issue size.

A special escrow account would be opened with 
one of the banks, where funds from the over-allotment 

would be credited. These funds would later form the 
‘war chest’ which would be used to procure shares 
from the market during the price stabilisation period. A 
special depository account also would be opened with 
the depository in order to credit any shares that may be 
bought back during the stabilisation period. 

During Issue Period: The issuer company would 
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allot the total shares in the base case IPO to the investing 
public, along with the over-allotment component. 
Proceeds received from the shares forming part of 
the base case IPO are credited to the public issue 
account, while the proceeds from the over-allotment 
component is parked in the special escrow account 
mentioned above. The issuer company completes its 
allotment procedure and the equity shares are listed  
on the stock exchanges within the T+12 days timeline 
as prescribed by SEBI.

During Post-Issue/Price Stabilisation Period: The 
price stabilisation period can last up to a maximum of 
30 days after the issuer company receives listing and 
trading permission from the stock exchanges for its 
shares. The role of the stabilising agent commences 
when the share prices of the issuer company begin to 
fall.

In such an event, the stabilising agent (using funds 
lying in the special escrow account) procures the  
equity shares at the prevalent market prices and credits 
them to the special depository account. All shares lying 
in the special depository account are then returned to 
the lender-shareholders, thereby closing the loop. The 
stabilising agent is required to return all shares to the 
lender-shareholders within a maximum period of two 
working days from the end of the stabilisation period.

In an event where the stabilising agent is able to 
procure only a part of the over-allotted shares, these 
shares are returned to the lender-shareholders within 
the specified time. Towards bridging the gap between 
the total shares borrowed by the stabilising agent 
and the shares that have been bought back, the 
issuer company would issue such number of shares 
constituting the shortfall to the special depository 
account at issue price, which would then be returned 
by the stabilising agent to the lender-shareholders. 

Consideration for such issuance shall be met by the 
stabilising agent using funds lying in the special escrow 
account.

In an event where the share prices do not fall, there 
would be no need for the stabilising agent to conduct 
any share purchases. In this case, the issuer company 
would issue such number of shares to the special 
depository account at the issue price on consideration 
being met from the funds lying in the special escrow 
account, and these shares are returned by the 
stabilising agent to the lender-shareholders.

The issuer company would need to make a separate 
application with the exchanges to list all shares issued 
as a result of exercise of Green Shoe Option. Any 
amount remaining in the special escrow account after 
remittance of proceeds shall be transferred to the 
Investor Protection and Education Fund established by 
SEBI.

An illustration would probably explain the working of 
the Green Shoe mechanism better. 

Illustration
Consider a company planning an IPO of say, 100,000 
shares (the ‘Base Case IPO’), at a book-built price of  
R100/-, resulting in an IPO size of R100,00,000. As per 
the ICDR Regulations, the over-allotment component 
under the Green Shoe mechanism could be up to 
15% of the Base Case IPO, i.e. up to 15,000 shares, 
i.e. Green Shoe shares. Prior to the IPO, the stabilising 
agent would borrow such number of shares to the 
extent of the proposed Green Shoe shares from the 
pre-issue shareholders. These shares are then allotted 
to investors along with the Base Case IPO shares. The 
total shares issued in the IPO therefore stands at 115,000 
shares. IPO proceeds received from the investors for 
the Base Case IPO shares, i.e. R100,00,000—100,000 
shares at the rate of R100 each, are remitted to the 
Issuer Company, while the proceeds from the Green 
Shoe Shares (R15,00,000/-, being 15,000 shares x 
R100/-) are parked in a special escrow bank account, 
i.e. Green Shoe Escrow Account.

During the price stabilisation period, if the share 
price drops below R100, the stabilising agent would 
utilise the funds lying in the Green Shoe Escrow Account 
to buy these back shares from the open market. This 
gives rise to the following three situations:
a) Situation #1 - where the stabilising agent manages 

he stabilising agent also  
enters into a contract with the 
lender-shareholder - being any 
of the pre-issue shareholders in 
case of an Initial Public Offering 

(IPO), and in case of a Follow-on Public 
Offering (FPO), being any of the pre-issue 
shareholders holding more than five per cent 
of the share capital – detailing key terms, inter 
alia, the maximum number of shares that may 
be borrowed for over-allotment.

T
1078



CAPITAL MARKET

THE CHARTERED ACCOUNTANT     january     2012 95

to buyback all of the Green Shoe Shares, i.e., 
15,000 shares;

b) Situation #2 - where the stabilising agent manages 
to buyback none of the Green Shoe Shares; 

c) Situation #3 - where the stabilising agent manages 
to buyback some of the Green Shoe Shares, say 
10,000 shares. 

Let us examine each of these situations separately.
Situation #1 – where all Green Shoe Shares are 

bought back: In this situation, funds in the Green Shoe 
Escrow Account (R15,00,000, in our case) would be 
deployed by the stabilising agent towards buying up 
shares from the open market. Given that the prices 
prevalent in the market would be less than the issue 
price of  R100, the stabilising agent would have sufficient 
funds lying at his disposal to complete this operation. 

he issuer company would need to 
make a separate application with 
the exchanges to list all shares 
issued as a result of exercise of 
Green Shoe Option. Any amount 

remaining in the special escrow account after 
remittance of proceeds shall be transferred to 
the Investor Protection and Education Fund 
established by SEBI.

T

Having bought back all of the 15,000 shares, these 
shares would be temporarily held in a special depository 
account with the depository participant (Green Shoe 
Demat Account), and would then be returned back to 
the lender shareholders, within a maximum period of 
two days after the stabilisation period.

Situation #2 – where none of the Green Shoe 
Shares are bought back: This situation would arise 
in the (very unlikely) event that the share prices have 
fallen below the Issue Price, but the stabilising agent 
is unable to find any sellers in the open market, or 
in an event where the share prices continue to trade 
above the listing price, and therefore there is no need 
for the stabilising agent to indulge in price stabilisation 
activities. In either of the above-said situations, the 
stabilising agent is under a contractual obligation 
to return the 15,000 shares that had initially been 
borrowed from the lending shareholder(s). Towards 
meeting this obligation, the issuer company would 
allot 15,000 shares to the stabilising agent into the 
Green Shoe Demat Account (the consideration being 
the funds lying the Green Shoe Escrow Account), and 
these shares would then be returned by the stabilising 
agent to the lending shareholder(s), thereby squaring 
off his responsibilities.

Situation #3 – where some of the Green Shoe Shares 
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are bought back, say 10,000 shares: This situation could 
arise in an event where the share prices witness a drop 
in the initial stages of the price stabilisation period, but 
recover towards the latter stages. In this situation, the 
stabilising agent has a responsibility to return 15,000 
shares to the lending shareholder(s), whereas the 
stabilising activities have yielded only 10,000 shares. 
Similar to the instance mentioned in Situation #2 
above, the issuer company would allot the differential 
5,000 shares into the Green Shoe Demat Account to 
cover up the shortfall, and the Stabilising Agent would 
discharge his obligation to the lending shareholder(s) 
by returning the 15,000 shares that had been borrowed 
from them.

Both in Situation #2 and #3, the issuer company 
would need to apply to the exchanges for obtaining 
listing/ trading permissions for the incremental 
shares allotted by them, pursuant to the Green Shoe 
mechanism.

Any surplus lying in the Green Shoe Escrow Account 
would then be transferred to the Investor Protection 
and Education Fund established by SEBI, as required 
under Regulation 45(9) of the ICDR Regulations and 
the account shall be closed thereafter.

3. DIP Guidelines vs. ICDR Regulations - Impact on 
Green Shoe Option
Until September 2009, the regulatory framework 
governing capital market issuances in India was the 
SEBI (Disclosure and Investor Protection) Guidelines, 
2000 (DIP Guidelines). With the notification of the 
ICDR Regulations on 3rd September, 2009, several 
clauses of the DIP Guidelines were amended to reflect 
current market dynamics. While some of the provisions 
underwent a complete overhaul, some other provisions 
were only modified to provide greater clarity, removing 
redundancies, etc. 

Chapter 8A of the DIP Guidelines which dealt with 
Green Shoe Option was adopted almost in its entirety, 
except for a minor operational modification – any 
surplus fund remaining in the escrow account would 
need to be transferred to the Investor Protection and 
Education Fund, as against the Investor Protection 
Fund of the stock exchanges.

hapter 8A of the DIP Guidelines 
which dealt with Green Shoe 
Option was adopted almost in 
its entirety, except for a minor 
operational modification – any 

surplus fund remaining in the escrow account 
would need to be transferred to the Investor 
Protection and Education Fund, as against 
the Investor Protection Fund of the stock 
exchanges.

C
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4. Criticism 
Green Shoe mechanism, despite its wide usage, is  
not without its share of criticism. To begin with, the 
Green Shoe mechanism is certainly not a cure-all 
antidote for falling share prices. While the stabilising 
agent acts as a ready buyer for the shares in the post-
listing period, for a company with weak fundamentals 
or for a badly priced IPO, sustained buying alone 
would not be enough to send the share prices sky 
rocketing upwards to match the initial IPO price. 
Secondly, the prescribed period for price support is 
rather limited at 30 days. For a savvy cartel of market 
operators determined to push down the share price, 
the stabilisation period would be a minor time pocket 
to weather out before making some serious play in 
the market. Thirdly, the ICDR Regulations already 
prescribe a more robust mechanism for protection 
of the small investor – the ‘safety net arrangement’ 
mechanism covered in Regulation 44. Under the  
safety net arrangement mechanism, an issuer 
company can appoint a third party who would offer 
to purchase equity shares from original resident 
retail individual investors up to one thousand 
equity shares for a maximum period of six months 
from date of issue. The longer time frame covered 
under this mechanism, and the re-purchase 
guarantee given to the small investors definitely  
provide a greater sense of comfort to the investing 
public. However, the key impediment in adopting this 
option is finding a suitable third party who would be 
willing to offer the commitment to shareholders. 

Despite the above shortcomings, the Green Shoe 
mechanism has been widely used by issuer companies 
to provide share price support to investors in their initial 
public offerings. 

5. Reverse Green Shoe Option
A variant of the Green Shoe Option practised in 
international capital markets is the Reverse Green 
Shoe Option. Though the end result of both Green 
Shoe and Reverse Green Shoe Options is to achieve 
the price stabilisation, both mechanisms function 
differently. Under the Reverse Option, in the event that 
there is a fall in the share prices during the stabilisation 
period, the stabilising agent would procure shares 
from the open market at the depressed prices, and 
sell them back to the issuer at the (higher) issue price. 
Procurement of large blocks of shares from the open 
market while exercising Reverse Green Shoe would 
assist in stabilising the falling share prices. However, 
in light of the Company Law provisions in India that 
prohibit a company from owning its own shares, 
applicability of Reverse Green Shoe mechanism in an 
Indian context is somewhat curtailed. n


