
3535

0-1

The transition from a closely held private entity to a publicly listed corporation represents 
a complex legal metamorphosis. While the financial narrative of valuation optimization, 
book-building, and capital structuring traditionally commands the forefront of the 
discourse, an Initial Public Offering (“IPO”) is ultimately governed by its underlying 
legal architecture. Upon entering the public domain, an issuer’s (and its directors’ and 
promoters’) historical liabilities, operational dependencies, and corporate governance 
frameworks are subjected to continuous, rigorous scrutiny by regulators and institutional 
investors.

As the Indian capital market ecosystem achieves unprecedented milestones 
across both the Main Board and Small and Medium Enterprise (“SME”) platforms, the 
governing regulatory framework is evolving dynamically. Recent interventions by the 
Securities and Exchange Board of India (“SEBI”) unequivocally establish that regulatory 
compliance can no longer be approached as a secondary administrative exercise; it is 
a fundamental strategic imperative. Within this paradigm, legal counsel must transcend 
traditional drafting roles to function as the strategic architects of the issuer’s public 
corporate record.

The May 2026 Market Microstructure Reforms: Mitigating Listing-Day Volatility
Historically, the SME IPO segment was characterized by substantial retail 
oversubscription and erratic listing-day price volatility. To rectify these microstructural 

anomalies, SEBI introduced a pivotal Consultation Paper on May 21, 20261, purposed to overhaul the pre-open call 
auction mechanism for IPOs and re-listed scrips.

The historical absence of rigorous price-band flexing permitted speculative capital to distort fundamental price 
discovery, frequently catalyzing artificial “upper circuits.” SEBI’s May 2026 directive systematically extends automated 
price-band flexing to the SME platform, stipulating concurrently that a pre-open session is deemed valid only upon the 
participation of at least five unique, PAN-verified buyers and sellers.

This reform recalibrates the listing-day dynamic from speculative momentum to intrinsic valuation. For advisors, this 
accentuates the criticality of the Risk Factors and Basis for Issue Price disclosures. With microstructural guardrails 
curbing artificial inflation, initial valuations must be adequately substantiated by operational disclosures. Legal teams 
are tasked with ensuring any forward-looking projections are supported by  verifiable contracts, insulating issuers from 
post-listing allegations of misrepresentation.

The 2026 Merchant Banker Overhaul: Elevating Due Diligence Standards
The synergistic dynamic between issuers, merchant bankers, and legal counsel underwent a structural transformation 
with the SEBI (Merchant Bankers) Amendment Regulations, effectively enforced by January 3, 20262, with operational 

Beyond the DRHP: Building an IPO-Ready 
Company in India’s Evolving Regulatory 

Landscape

Archana Balasubramanian
Partner

Agama Law Associates



3535

0-2

transition mandates concluding in April 2026. This architecture institutionalized a stringent two-tier classification, 
augmented capital adequacy requirements, and instituted a mandatory Liquid Net Worth criterion.

Critically, the framework enforces two pivotal operational mandates:

Regulatory Highlight: SEBI’s categorical prohibition on outsourcing core merchant banking obligations mandates 
direct accountability for lead managers regarding due diligence integrity. Furthermore, divesting merchant bankers of 
valuation prerogatives effectively neutralizes a legacy conflict of interest.

Bereft of the ability to outsource due diligence functions, merchant bankers have become increasingly circumspect. 
Consequently, the Legal Due Diligence Report has emerged as their primary instrument of compliance fortification. 
Legal counsel must proactively bridge this operational divide. By pre-emptively identifying and remediating structural 
deficiencies, counsel endows the merchant banker with the requisite assurance to underwrite the issue within this 
stringent climate.

Structural Flexibility vs. Governance Restraints: Navigating the 2026 ICDR Regime
The contemporary capital market topography offers measured operational latitude, counterbalanced by rigorous 
eligibility criteria. On April 07, 20263, SEBI granted a one-time extension for SEBI observation letters expiring between 
April 01, 2026 and September 30, 2026, extending their validity until 30 September 2026. SEBI also communicated 
to the Association of Investment Bankers of India (AIBI) through a recent SEBI advisory that issuers may increase or 
decrease the fresh issue IPO size by up to 50% of the estimated issue size without necessitating the refiling of the 
DRHP on a case-to-case basis, subject to conditions prescribed.
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This flexibility is meticulously counterweighed by stringent entry barriers. Within the SME echelon, entities must 
exhibit positive operating profit (EBITDA) in a minimum of two of the three preceding financial years, precluding 
structurally loss-making ventures from accessing public capital.

Furthermore, the Offer for Sale (“OFS”) threshold for SMEs is capped at 20% of the aggregate issue size, with 
promoters restricted from liquidating in excess of 20% of their pre-offer equity. Conjoined with prohibitions on utilizing 
IPO proceeds for retiring promoter debt, the regulatory intent is unambiguous: public equity markets are sanctioned 
exclusively for genuine growth capital.

The 18-Month Horizon: Comprehensive Corporate Rationalization
A pervasive fallacy among persons interested in IPO is the presumption that the IPO lifecycle initiates upon the formal 
engagement of merchant bankers. In reality, an optimal public transition requires comprehensive corporate and legal 
rationalization 18 to 24 months preceding the prospective filing.

During the private expansion phase, operational velocity supersedes meticulous documentation. Initial legal audits 
routinely expose structural vulnerabilities:

•	 Uncodified Commercial Engagements - Material revenue vectors predicated upon lapsed contracts or informal 
verbal understandings.

•	 Real Estate Deficiencies - Core operational assets occupied under unregistered or expired leasehold agreements.
•	 Convoluted Intellectual Property Architecture - Mission-critical trademarks registered in the personal capacities of 

promoters.
•	 Irregular Historical Capitalization - Legacy equity allotments devoid of requisite board authorizations or exhibiting 

statutory filing defaults.

While such anomalies rarely impede a private enterprise’s operational continuity, they manifest as critical 
vulnerabilities during public market due diligence. Strategic legal counsel utilizes this 18-month preparatory window to 
perfect titles, formalize commercial arrangements, and sanitize the capitalization table, ensuring the corporate record 
is pristine upon filing.

The SME Dilemma: Institutionalizing Governance Amidst Resource Constraints
A paramount challenge inherent to the listing process is the disparate operational reality of SMEs. Unlike large-cap 
corporate entities, mid-market SMEs operate under acute resource constraints. They conventionally lack in-house legal 
departments or expansive administrative infrastructure.

Legal counsel now approach this ecosystem with calibrated operational empathy. The indiscriminate imposition of 
complex, multi-tiered compliance frameworks tailored for conglomerates will invariably induce operational paralysis. 
Sophisticated legal advisory involves the bespoke design of right-sized internal controls, such as automated related-
party transaction ledgers, that integrate frictionlessly into a lean corporate framework, developing requisite institutional 
integrity without compromising entrepreneurial agility.

Pre-IPO Reorganizations and the Doctrine of “Governance Interpretability”
In the pursuit of scale, private enterprises frequently engineer convoluted networks of subsidiaries to optimize fiscal 
efficiency. Preceding a public listing, this fragmented architecture must be systematically consolidated to mitigate 



3535

0-4

Related Party Transaction (“RPT”) exposures.
Under the prevailing regulatory regime, RPT thresholds for SMEs mirror Main Board standards, designating 

transactions as material should they surpass 10% of annual consolidated turnover or ₹50 crore. To navigate this 
landscape, counsel must apply the doctrine of Public Market Governance Interpretability.

The corporate architecture must be structured to withstand forensic analysis on a standalone basis, without reliance 
upon the subjective credibility of the promoters.

Reorganization Milestone Key Legal Action Required Strategic Value to IPO

Operational Consolidation Merging revenue-generating affiliate 
entities into the primary listing 
vehicle.

Eliminates conflicts of interest and 
centralizes core revenue streams.

Contractual Formalization Substituting informal intra-group 
arrangements with definitive legal 
documentation.

Codifies operational terms, pricing 
matrices, and termination provisions 
on an arm’s length basis.

Arm’s-Length Benchmarking Calibrating residual inter-company 
transactions via independent transfer 
pricing analyses.

Mitigates RPT non-compliance risks 
and fortifies minority shareholder 
protections.

Institutionalizing Minutes Elevating board minute standards to 
document substantive deliberations.

Establishes an evidentiary record of 
the corporate rationale underpinning 
transactions.

The reconstruction of these internal frameworks necessitates surgical legal precision to forge a corporate structure 
that is impenetrable and immune to adverse regulatory inference.

The Post-Listing Horizon: Navigating Market Surveillance and Regulatory Enforcement
The legal obligations intrinsic to public status extend significantly beyond the date of listing. SEBI’s modern 
enforcement apparatus deploys automated price-band monitoring and algorithmic heuristics to identify anomalous 
market phenomena.

Upon the triggering of an inquiry, regulatory intervention is instantaneous. Corporate leadership frequently errs by 
presuming that the absence of malicious intent constitutes an adequate legal defence. Modern regulatory jurisprudence, 
however, prioritizes verifiable market impact and data integrity over subjective mens rea.

The preliminary data sets and narrative formulations submitted to regulatory exchanges within the initial 48-hour 
window are determinative. Navigating these crises demands an acute synthesis of technical market comprehension 
and strategic dispute foresight to contextualize complex data logs and construct an empirical defense.

In Sum
The Integrated Paradigm: Synergizing Transactional Strategy with Enforcement Acumen
The traditional architecture of corporate legal practice has historically maintained a dichotomy between transactional 
practitioners and dispute resolution counsel. Within an increasingly policed capital market environment, this bifurcated 
model represents a systemic vulnerability.

A transactional cohort operating devoid of empirical enforcement insights cannot adequately pre-empt how structural 
decisions will be interpreted during subsequent regulatory audits. Conversely, retaining litigation counsel solely at the 
point of crisis binds them to defend an immutable, historically flawed corporate record.

THE INTEGRATED ADVOCACY MODEL

TRANSACTIONAL STRATEGY ENFORCEMENT INSIGHT

Focus: Structural optimization, prospectus drafting, and 
capital market procedural compliance.

Focus: Regulatory jurisprudence, evidentiary vulnerabili-
ty, and litigation risk mitigation.

Optimal strategic value is generated exclusively at the intersection of these two disciplines. Every corporate restructuring 
and disclosure mechanism must be engineered with a forensic understanding of judicial evidentiary standards. For 
growth-stage enterprises navigating the contemporary Indian regulatory framework, fusing pragmatic commercial 
structuring with forward-looking enforcement intelligence transforms the corporate record into a robust defensive asset, 
ensuring the transition to the public markets is anchored upon an unassailable foundation.

1	 https://www.sebi.gov.in/reports-and-statistics/reports/may-2026/consultation-paper-on-review-of-price-discovery-mechanism-through-pre-open-
call-auction-session-for-ipo-and-re-listed-scrips_101548.html

2	 https://www.sebi.gov.in/legal/circulars/jan-2026/specification-of-the-consequential-requirements-with-respect-to-amendment-of-securities-and-ex-
change-board-of-india-merchant-bankers-regulations-1992_98831.html

3	 https://www.sebi.gov.in/legal/circulars/apr-2026/one-time-relaxation-with-respect-to-validity-of-sebi-observations_100786.html


