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Reliance demerger as backdoor delisting

A delisting on this scale, in terms of value andhber of
shareholders, is scandalous

Jayanth R Varma

In the past few weeks, we have been witnessingiaugiphenomenon,
where the demerger of Reliance has led to an aféedelisting of a
significant part of the company. On January 1§ecwl trading session was
held to determine the price of the demerged Redidndustries.

It established that the demerged company was vediittie over three quarters
of the undivided company. By implication, the fmampanies that were
demerged out of Reliance Industries collectivelgoamted for about a quarter
of the value of the undivided company. Relianceubides (or rather the three
guarters that continue under that corporate un@retintinues to be a listed
company, but the four companies that were demewvgedf it are yet to be
listed. On January 18, therefore, about a quaftBetance Industries
(representing a value of over $7 billion) was eifeddy delisted.

What does the effective delisting of this quarteReliance Industries mean?
First, millions of shareholders in these companamot trade these shares.
Second, it means the corporate governance progisib@lause 49 on
independent directors and investor protection dapply to these companies.
Third, these companies are under no obligatiorrdwige the continuing
material event disclosures to the exchange thateallcompany is required to.
Suddenly, a company with a million shareholdesuisject only to the
disclosure and governance regime that appliesmora-and-pop company
with a dozen shareholders. It is possible the dgetecompanies may have
the good sense to voluntarily comply, at leastlpantith the listed company
regulations, but there is no legal obligation tosdo

A delisting on this scale, both in terms of valiel &é number of shareholders,
is absolutely scandalous. India does have stringeligting guidelines which
ensure that even when a small company with a haotiexternal
shareholders is delisted, the interests of publézeholders are fully protected.
Not only is the consent of the shareholders reduigespecial resolution, but
the promoters are also required to determine drpegie by book building and
buy out any shareholder who wants to tender afpifice. Obviously, nothing
of this kind has happened in this very large-sdalésting, that has happened
almost by default.

The problem has arisen because the o .
exchanges and the regulator have * Delisting means millions of
examined the listing of the demerged ~Shareholders of these cos
companies through the framework that ¢@n't trade their shares
governs initial public offerings (IPOs), * It also means Clause 49's



A - ) ovisions on corporate
guidelines. This is clearly a mistake. In vernance aren't
IPO, the public is being invited to put applicable
money into the company. The S_ebl « And these cos aren't
Dls_clos_ure and Investor Protection obliged to provide
GU|deI|n.es are qe_s_|gned _to ensure that continuing material event
companies can initiate this process Onlydisclosures
after a rigorous process that includes a
detailed offering memorandum or
prospectus. The situation in a demerger or detjstrnthe opposite, because
the public has already put in its money and theleggr’s priority is to ensure
the company does not slip away from the clutcheb@fisting regulations.
The IPO guidelines are designed to make it diffibml a company to list. The
delisting guidelines are designed to make it diffifor a company to delist.
The demerger is best seen from the latter perggecti

rather than the framework of the delistineg{)

The regulatory framework for demergers needs toveehauled drastically.
The offering memorandums of the demerged compahiesid form part of
the scheme of the arrangement presented to thelgllders. These must be
examined by the regulators and Sebi to decidesifitmerged companies will
be listed. If not, the demerger should be permitteld if the promoters of the
undivided company comply with the delisting guidel. Had this framework
been in place, the shares of the four demerged aoiep of Reliance would
also have traded on when-issued basis on Januagnd&hey would have
been listed and traded on January 25. The demeayagdanies, as well as the
continuing part of Reliance, would have traded ofdelivery basis from
January 18-25. Derivative contracts on some dendergmpanies would also
have started trading on January 18.

It is still not too late to set things right. Secti392(1)(b) of the Companies
Act and Section 11B of the Sebi Act give high cewmd Sebi ample powers
to ensure either a listing of the demerged comgamieompliance with
delisting guidelines.

Thewriter isa professor at the Indian Institute of Management, Ahmedabad
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