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INTRODUCTION- 

 

A private placement is the process of privately selling equities to pre-selected investors. During 

the procedure, the appropriate stocks are not sold on the general market and are only available to 

people who have been pre-selected based on particular criteria. Private placement deals are less 

regulated than open market transactions. 

According to Section 42 of the Companies Act 2013, a private placement is any offer or 

invitation to subscribe to or issue securities to a selected group of persons by a company (other 

than through a public offer) via a private placement offer-cum-application form that meets the 

conditions specified in Section 42 of the Companies Act, 2013. 

Section 42 of the Companies Act of 2013 says that the maximum allocation that may be made in 

a year is 200, beyond which the issue is considered public, and the firm must follow the 

procedure for a public issue. 

No prospectus is provided during a private placement. 

 

ADVANTAGES- 

Speedier process- 

Above all, a fledgling firm may remain private, avoiding the many laws and yearly disclosure 

obligations accompanying an IPO. Private placements are lightly regulated, which allows the 

firm to avoid the time and expense of registering with the SEC. 

A private placement enables the issuer to sell a more complicated instrument to accredited 

investors who understand the associated risks and benefits. 
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That means the underwriting process moves faster, and the firm receives cash sooner. If the 

issuer sells a bond, it also saves time and money on acquiring a credit rating from a bond agency. 

 

COST-EFFECTIVE 

Private placements can be a more cost-effective choice for businesses since they avoid many of 

the expensive regulatory requirements connected with public sales. This translates to cheaper 

administrative expenses and no underwriting charges. It is a financially sound decision for many 

businesses, particularly startups and small businesses. 

 

FLEXIBILITY- 

Private placements allow you to negotiate terms and conditions directly with investors. This 

enables a more personalised strategy for obtaining finance. In this case, the issuing corporation 

can tailor agreements to the individual requirements and preferences of both investors and itself. 

It promotes mutually beneficial relationships. 

 

CONFIDENTIALITY- 

Private placements enable organisations to preserve a high level of confidentiality. They are not 

compelled to make significant financial or operational information public—private placement 

safeguards sensitive data and possibly secret company tactics from rivals and the general public. 

 

LIMITED DURATION- 

Companies can use private placements to create investments that prevent the dilution of existing 

shareholders' holdings. This allows for better control over the firm and preserves existing 

management's influence in determining the company's direction and growth objectives. 

 

DISADVANTAGE- 

A More Demanding Buyer- 
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The buyer of a private placement bond expects to earn a greater interest rate than a publicly 

listed securities. Because of the increased risk of not achieving a credit rating, a private 

placement buyer may not purchase a bond unless it is secured by specified collateral. 

 

A private placement stock investor may also want a more considerable percentage of ownership 

in the company or a fixed dividend payment per share of stock. This puts additional pressure on 

the organisation to perform at a greater level, which may cause it to disregard the rigorous 

process of sustainable growth. Additionally, there may be a loss of control if private placements 

increase ownership from investors. 

 

LIMITED ACCESS TO CAPITAL- 

Private placements limit access to a select group of investors. It lowers the opportunity to raise 

significant funds. This might disadvantage businesses seeking substantial investment for 

expansion or development. 

 

REGULATORY COMPLEXITY- 

The regulatory environment for private placements is complicated and varies by country. 

Complying with these requirements can be costly and time-consuming, discouraging businesses 

from exploring this funding option. 

 

LACK OF LIQUIDITY- 

Private placements are often less liquid than public markets, where corporations may quickly 

swap shares. Investors may find it difficult to sell their holdings. It may make the investment less 

appealing to some investors and impact its valuation. 

 

REDUCED VISIBILITY AND TRANSPARENCY- 

Private placements are not subject to the same level of scrutiny and reporting as publicly listed 

corporations. This can result in less transparency, making it difficult for investors to analyse the 

company's financial health and performance appropriately. 
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Difference Between Private Placement and Public Offering 

ASPECT PRIVATE PLACEMENT PUBLIC OFFERING 

INVESTOR BASE Limited to a small number of 

investors, often institutional or 

accredited people 

 

Open to the public, resulting in a 

bigger pool of possible investors. 

 

COST Less regulatory requirements and 

administrative fees result in overall 

cheaper costs. 

 

Regulatory, administrative, and 

underwriting expenses drive up the 

cost. 

 

CONFIDENTIALITY The public cannot access 

comprehensive financial 

information; hence, there is a high 

level of anonymity. 

 

Requires the public disclosure of 

precise financial and operational 

information, which may include 

sensitive data. 

 

FLEXIBILITY IN 

TERMS 

Allows for bespoke agreements with 

investors, providing flexibility in 

terms and conditions. 

 

Market circumstances broadly define 

and determine terms, resulting in 

less flexibility. 

 

LIQUIDITY OF 

SECURITIES 

Securities are often less liquid and 

subject to resale limitations. 

 

Securities are traded on public 

exchanges, which provide more 

liquidity. 

 

DILUTION OF 

OWNERSHIP 

It can be designed to limit the 

dilution of existing shareholders' 

interests. 

 

As fresh shares are offered to the 

public, ownership often becomes 

significantly diluted. 
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INVESTOR 

RELATION 

Because of the small number of 

participants, relationships with 

investors are stronger. 

 

A more extensive base of 

stockholders might result in a more 

impersonal connection with 

investors. 

 

USE CASES Startups and smaller organisations 

frequently use this method to obtain 

funds quickly and secretly. 

 

Well-established firms use it to raise 

significant funds and increase their 

market presence. 

 

 

TYPES OF PRIVATE PLACEMENT- 

Preferential allotment- is the process of offering stocks to a specific group of firms, such as 

mutual fund companies, financial institutions, or promoters, at a set price. 

The allocation instructions are outlined in Chapter XIII of the SEBI (DIP) rules. Investors may 

also be subject to a lock-in term for securities the corporation issues. 

 

Qualified Institutional Placement: Under this type of private placement, a listed firm can only 

issue shares or other securities to institutional buyers. It is a method of encouraging listed firms 

to raise cash in the home market. Chapter XI of the SEBI (DIP) Guidelines outlines the rules 

regulating such placements. 

 

WHY DO COMPANIES GO FOR PRIVATE PLACEMENTS? 

Many benefits would make a company choose a private placement. These include a faster 

process for selling shares than an IPO, having to meet fewer regulatory requirements than an 

IPO would require, having to meet fewer regulatory obligations on an ongoing basis than being 

public would need, and the ability to retain more control of the company. 

Private placements allow business owners to raise financing without going through the lengthy, 

arduous, and time-consuming IPO process. Businesses can generate cash for expansion by 

opening their doors to pre-selected investors through private placements, allowing them to avoid 
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the regulatory hurdles that an IPO and public offering need. Though there are advantages, there 

are disadvantages, such as demanding investors desiring significant returns for the additional risk 

they take through private placements. 

 

Private Placement and Share Price 

If the firm executing the private placement is a private corporation, the offering does not 

influence the share price because there are no existing shares. 

 

With a publicly listed corporation, the proportion of equity ownership held by current 

shareholders before the private placement is eroded by the secondary issuing of more stock, 

which raises the total number of outstanding shares. The level of dilution is proportional to the 

amount of the private placement offering. 

 

For example, if a business's stock had 1 million shares outstanding before a private placement 

offering of 100,000 shares, the private placement would result in current shareholders owning 

10% less equity in the company. However, if the corporation sold an additional 1 million shares 

through the private placement, it would lower the ownership proportion of existing shareholders 

by half. 

 

Share dilution typically results in a drop in share price—at least in the short term. A private 

placement offering has a comparable effect on the share price as a stock split. 

 

The long-term impact on share price is far less definite, depending on how successfully the firm 

uses the additional capital received through the private placement. The purpose of the company's 

private placement is significant in deciding the long-term share price. If the firm were on the 

approach of collapse and used the private placement to escape bankruptcy, it would be bad news 

for the shareholders. 

 

However, suppose the rationale for the private placement was a situation where the firm 

recognised a fantastic possibility for quick development that required more finance. In that 

https://www.ijalr.in/
mailto:editorial@ijalr.in


https://www.ijalr.in/ 

© 2023 International Journal of Advanced Legal Research 

VOLUME  |ISSUE                      APRIL 2024    ISSN: 2582-7340 

 

For general queries or to submit your research for publication, kindly email us at editorial@ijalr.in  
 

 
 

case,the subsequent extra earnings earned from the company's expansion may significantly 

increase its stock price. 

However, suppose the rationale for the private placement was a situation where the firm 

recognised a fantastic possibility for quick development that required more finance. In that case, 

the subsequent extra earnings earned from the company's expansion may significantly increase 

its stock price. 

Another possible reason for conducting a private placement is if the firm cannot attract many 

institutional or individual investors. This might be the case if the firm's market sector is now 

viewed negatively or only a few analysts are covering the company. 

 

FEATURES- 

Even though acquiring shares on the open market is more convenient for investors, there are a 

few advantages to private placement programs, which we will discuss in detail below. 

Private share distribution offers several advantages, so investors look forward to receiving such 

invites. These possibilities are mainly reserved for the chosen investors, giving the firm complete 

flexibility in dealing with them. The securities' maturity periods are stretched substantially, and 

market fluctuations do not affect the interest rates applicable to these non-public issues.   
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Rules and Requirements 

Here are some of the most common rules and requirements affecting private placements: 

 

REGULATION D 

Regulation D governs private placements in the United States, allowing some private securities 

offers to be excluded from registration. The most typical exception for private placements is 

Rule 506 of Regulation D. 

 

ACCREDITED INVESTORS 

Private placements can only be offered to approved institutional investors or individuals who 

fulfil specific income or net worth standards. 

 

LIMITED DISCLOSURE- 

Companies that do private placements are not required to give the same amount of information 

as those conducting registered offers. As a result, investors may have insufficient knowledge to 

make sound investment selections. 

 

FILING REQUIREMENTS- 

Broker-dealers who offer private placements must fulfilextra FINRA and SEC criteria. This 

involves submitting offering documentation to FINRA's Corporate Financing Department within 

15 days of the selling date. 

 

DUE DILIGENCE- 

Firms must clearly understand their obligations under Regulation BI, which requires broker-

dealers to act in their customers' best interests, provide complete and transparent disclosure of 

potential conflicts of interest, and raise the standard of care when making recommendations to 

retail customers. 

 

RESTRICTION ON RESALE- 
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Securities offered in private placements are often subject to resale restrictions, which might limit 

an investor's ability to sell the securities. 

 

INVESTOR QUALIFICATION- 

To qualify for the private placement exemption, investors must have a high level of financial 

understanding or be able to bear the economic risks connected with the investment. They must 

also agree not to sell or disseminate the securities to the public. 

 

ENTITY RESTRICTIONS- 

There are limits to the number and categories of investors who can participate in private 

placements. These limits include limiting participation to authorised investors based on their 

income or net worth, setting minimum investment amounts, and establishing lock-up periods. 

 

How Does a Private Placement Work? 

Private placement transactions can take various forms, each tailored to specific circumstances. 

Apart from the Regulation D filing, companies typically adhere to a standard set of steps outlined 

below: 

 

QUANTIFY CAPITAL RAISE TARGET- 

Before launching a private placement, firms should assess their financial requirements with the 

assistance of financial specialists. This entails evaluating the amount of funding requested and 

how the cash will be distributed. Once a target has been set, the firm can solicit funds. 

 

IDENTIFY POTENTIAL INVESTORS- 

Once an organisation has determined the amount of cash to be obtained, it must identify possible 

investors, most notably institutional investors. 

 

PREPARE AN OFFER MEMORANDUM 

Once an organisation has determined the amount of cash to be obtained, it must identify possible 

investors, most notably institutional investors. 
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INVESTOR PRESENTATIONS- 

Offerings are often offered to prospective investors in closed-door meetings. The primary goal of 

these discussions is to persuade investors that the investment opportunity is secure and will 

produce positive returns. 

 

DUE DILIGENCE PHASE- 

Following the presentation, investors often conduct their due research on the idea. This entails 

analysing the offering memorandum, pro forma financial statements, and other pertinent 

financial data to assess the investment's risk and return. 

 

FINALISE CAPITAL RAISE- 

Once the list of committed investors has been compiled, the pricing and total quantity of 

securities are determined. 

 

FUNDS TRANSFER- 

The last phase in the capital-raising process is fund transfer, which occurs when committed 

investors furnish the organisation with the necessary funds. 

 

Essential Features of Private Placements 

Although purchasing shares through an open market is usually easier for investors, several 

features make private placement investments appealing to investors. 

 

PRIVACY- 

Instead of public debt and equity transactions, private placements are arranged behind closed 

doors. This allows businesses to keep their financial information private and reduces public 

disclosure obligations. 

 

CAPITAL- 
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When a company needs more cash than it can borrow from its current lenders, it commonly turns 

to private placements. These placements are generally based on cash flow lending measures and 

may be secured or unsecured, depending on the issuer's current capital structure. 

 

FLEXIBILITY- 

Private placements may be a highly successful financing option for firms that want to choose 

which securities to issue and which investors to attract. Private placements can also provide more 

structural flexibility for minor issuances than public markets, particularly for public corporations. 

 

MINIMAL REGULATION- 

Private placements are transactions that do not follow the same laws and restrictions as 

conventional public offerings, such as IPOs. Issuers selling securities in a private placement face 

fewer disclosure obligations than they do in public offerings. 

Examples of Private Placements- 

Private placement encompasses a spectrum of investment scenarios, ranging from contributions 

made by angel investors, institutional investors, and venture capitalists supporting a company's 

growth. Here are some examples of private placements: 

 When a company receives $200,000 in return for a piece of its stock, it is typically the 

outcome of a private placement geared to high-net-worth people, sometimes known as 

angel investors. 

 When a company gets $10 million in a Series A fundraising round, it is considered a 

private placement, often attracting numerous venture capital firms. 

 Another type of private placement occurs when a hedge fund raises $10 million from 

several institutional investors and quickly files Form D with the SEC within 15 days after 

closing the deal. 

Balancing Risk and Reward in Private Placement Investing 

Private placement investment is a varied and potentially profitable technique for businesses and 

investors. This technique has several benefits, including lower regulatory monitoring, cost-
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efficiency, and customisation choices, which may be incredibly tempting to firms needing cash 

and investors looking for flexible alternatives.  

As with any investing plan, balancing the possible benefits with the potential negatives is critical. 

Successful private placement investment needs careful preparation, investigation, and a thorough 

grasp of the related risks. 

 When assessing whether a private placement investment structure matches a firm's or an 

investor's aims, it is essential to engage with knowledgeable specialists and take particular 

circumstances into account. 

 

Regulation D Offerings- 

Under federal securities regulations, any offer or sale of a security must be registered with the 

SEC or qualify for an exemption. Regulation D of the Securities Act includes a variety of 

exemptions from registration requirements, allowing some corporations to offer and sell 

securities without having to register with the SEC. For further information on these exclusions, 

please refer to our Fast Answers to Regulation D Rules 504 and 506.  

Companies that meet Regulation De's standards are not required to register their securities 

offering with the SEC. Still, they must submit a "Form D" electronically to the SEC following 

the first sale of their shares. Form D is a brief notification that gives the names and addresses of 

the business's promoters, executive officers, and directors, as well as basic information about the 

offering, but provides nothing else about the firm. You can check the SEC's EDGAR database to 

see if the firm has filed a Form D. 

 

CONCLUSION- 

A private placement is an efficient and cost-effective way for a firm to obtain funds without 

becoming public. It refers to a corporation offering shares or encouraging a specified group of 

persons to subscribe to securities via a private placement offer letter. The procedure must follow 

Section 42 of the Companies Act of 2013. Private placement can be used to offer securities such 

as debentures, equity shares, and preferred shares. 

However, a corporation that chooses it cannot offer its securities using public ads or other 

marketing strategies, such as employing the media or enlisting the assistance of agents or 
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channels to inform the public about the relevant offer. Once the offer is published or marketed, it 

is no longer regarded as a private placement but rather a public one. 

The private placement offer letter shall be in form PAS-4. As provided in sub-section (1) of 

section 42, this issue of private placement offer letter is without prejudice to the provisions of 

section 26, which provides for matters to be stated in the prospectus. 
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