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introduction

The financial system consists of financial inputs, i.e., money and capital, while the real systemn
consists of goods and services. The interaction between the financial system and the real system is
~ecessary for the productive process. The financial system plays the role of intermediary between

snancial and real sectors, and savers and investors. It promotes capital formation and economic
qrowth. The government and business sectors are the major borrowers while the household and
foreign sectors are the net savers. The stock and capital markets are a part of the organised financial
«ustern in India and the functions of these include savings, mobilisation and promotion of investment

in the country.
The provisions of liquidity and trading in liquidity are the major functions of the financial system.
In addition to this, the mobilisation and channelisation of savings into productive activities are also
ons of financial system. Financial system facilitates the flow of funds from less productive to

b e "H
more productive activities through appropriate differentials in the rate of returns and other incentives.

e UL

Goldsmith has designated the various economic units into three categories:
(i) Savings-surplus units means those units whose savings are in excess of investments;

(ii) Economic units means those units whose investments exceed their savings:
(iii) Neutral Units means those units whose investments are equal to their savings.

If capital formation is to take place, the savings must be transferred from saving-surplus units to
ving deficit units, therefore, the need of institutional arrangements arises to facilitate the transfer
f resources. The various financial institutions act as the constituents of the financial system as the
tion of cash is the function of RBI, credit creation of banks and claims on money or monetary
ts are dealt in by all term lending institutions including RBI and banks. In the financial system, the
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noney and monetary assets are traded.
When the financial system grows by providing inputs to productive activity, the savings and

investments grow in the country. The financial system provides a mechanism by which savings are
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converted into investments.
The term financial system comprises of two words, i.e., finance and system. Finance refers to the

monetary resources which comprise debt and equity of the state, company or an individual. Whereas,
system refers to a set of interconnected institutions, markets, practices, agents, transactions, claims
and liabilities in an economy. Thus, financial system refers to a system of borrowing and lending of

funds to the state, companies, institutions and individuals.
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A financial system performs the following functions/norms:
1. It ' '
promotes the process of capital formation by providing a mechanism for transtormation of

savings into investments.

2. Itserves asali [
a link between savers and investors. It mobilises the savings of the scattered savers

into productive investments.
It provides an efficie i
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yment for the exchan i
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classiﬁcationft)rganisation structure of the Financial

The organisation structure of the Indian financial system comprises of
inancial institutions/Intermediaries, and Financial assets/

components, Viz., Financial markets, |

10. It helps in managing such portfolios whose risk is less and return is m
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ore by providing better

System
three interdependent

instruments cecurities. The detailed organisation structure is given below:
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Fig. 1.1

~ | Financial Markets

The important components of the organisation of financial system in India comprises of financial
markets. Business finance is concerned with the provisions of funds for investment in business enterprise.
The investor must provide the funds and it means that the investor must forego consumption and
save to provide the funds. Savers and users of funds come together in a market which can be termed
as financial market. Therefore, the activity in financial markets consists of trading in money and
monetary assets and the operation of the financial markets may be referred to as the financial system.
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2 It discovers price
when thev trade assets.
3. It provides a liquidity mechanism
4. It helps in lowering the cost of transactions.
5. It provides adequate/needed information to the buyers and sellers.

6. It caters to credit needs of various individuals, firms and institutions.

for an investor to sell financial assets.

7. It helps in achieving a balanced economic growth.

Types of Financial Markets

The financial markets can be classified into:
(i) Money Market, and
(ii) Capital/Securities Market

(i) Money Market

Money market is a market for dealing in short-term monetary assets o ' ‘
generally for less than one year. These include transactions in Eﬁterubankri{liilr:;?;;n L?Eii‘f:’:l L‘-;*:‘Dﬂl'ﬁ
ﬁ ﬁ -lﬂgiii Ear]icett ?n.d treasury bills of the government and commercial bills of the private sec‘:(uur:
TN 1?; :f;:}rt :15; ant important segment of the financial system which enables the generation
b of o . se ing temporary shortages of cash and obligations. [t also facilitates re-
cess funds for returns. RBI and other commercial banks are the major participants

of the money market. Besides them, LIC RD
5 - . ’ : ) L Glc, UT
institutions are also operating in the market. » DS, RARARD, mutucl (eSS

According to R ;
a short-term Sh:ra;:f l'iw Bank of India, the money market is “the centre for dealings, mainly of
e , IN monetary assets, it meets the short-term : : Y

provides liquidity or cash to the lenders.” equirEIENEEEE DRCTESSS e

The Indian mone :
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sector is composed of private and national: S O composition and rates of interest.

operative banks, RBI, the develo
: ! ’ pment flnan : . . . s fDl'Ei bﬂl’l 0-
India. Whereas the unorganised sector cm:;?sltlsnsmumns e the Dot Fina?t:e Hnl:'ls;ecuf

RBI is th ot th
e supreme controllable organisation of the lndi:nmn?zsylenderlf e DR SR———
€Y market.



Owverview of Indlan Financial System

Objectives of Money Market
According to M.Y. Khan, the money market has the following objectives:

1. An equilibrating mechanism for evening out short-term surpluses and deficiencies.
2. A focal point of central bank intervention for influencing liquidity in the economy.
3. A reasonable access to the users of the short-term funds to meet their requirements at a

reasonable price.

(i) Capital/Securities Market
and lending of long-term funds
| investments

The institutional arrangements which facilitate the borrowing
. known as capital market. It transforms private savings to industrial and commercia
: -government

through new capital issues and new public loans floated by the government and semi

as capital/securities market. Its main focus is on financing

bodies
The market for long-term funds is known
market is now requlated by SEBI (Securities Exchange
ent and public

of fixed investments. The capital and securities
Board of India). Mutual Funds, LIC, GIC, FII (Foreign Institutional Investors), developm :
fnancial institutions, corporates and individuals are the main participants of this market, This market

has two segments:

(a) Primary/New Issue Market: This market deals in new securities. These securities are
offered to the public for the first time. It directly provides additional funds to the corporate
sector and hence the capital formation occurs in new issue market. This is a specialist service

which is provided by various institutions at the time of any particular operation to the lenders/

borrowers of the capital funds. It does not have any organisational set-up at any particular

place. It performs three service functions, viz.;
(i) Investigation, analysis and processing of new issue proposals;

(ii) Underwriting in terms of guarantee;

(iii) Distribution of securities to the investors.

(b) Secondary/Stock Market: The secondary market deals in existing securities. It has a
physical existence, e.g., stock exchanges situated in the various parts of the country. It plays
ready made.

an indirect role in industrial financing as it provides liquidity to the investments al
It performs three main functions in the growth of capital formation:

(i) High returns to investors;
(ii) Liquidity to investors;
(iii) Continuous price formation.

Difference between Capital Market and Money Market
The main points of difference between the capital market and the money market are as follows:

Capital Market

Money Market

Points of Difference

It provides funds for short-term
investment.

It provides funds for long-term
investment.

. Term of Funds
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S Cnpo banks, business corporate

financial concerns, etc.
investment of their short-term

funds.

It provides opportunities to investment
institutions to raise capital from the
public and invest in the securities,
so as to earn and give the highest
possible return with the lowest risk.

rtunities to cnmmercial
5, non-bank

for making
su rp]us

It may have a physical location like

' ' anv physical location.
7. Physical Location It does not have any phy ke IR

It provides long-term funds in the

It provides short-term funds in the form
j form of debt and equity.

f Funds
8. Form of Fun of treasury bills, commercial bills, CDs,
MMMFs, etc.

Il. Financial Institutions/Intermediaries
It is the second constituent of the financial system. It provides institutional finance to the industry.

It is a link between savers and investors and thus helps in the institutionalisation of personal savings,
The main function of financial institutions or intermediaries is to convert direct assets or instruments
or securities issued by corporate bodies into indirect securities. These indirect securities provide better

investment alternatives to individual investors than direct or primary security, for example, units of
mutual funds, UTI, and insurance policies and bank deposits, etc.

Financial institutions are the business organisations dealing in financial resources. They facilitate
the meeting of the investors and borrowers. Financial institutions provide various services to investors

apd bc_:u_rrm!.rers, like investment opportunities, housing finance, venture capital, factoring, restructuring
druedr'sg:catmn, etc. The%; buy and sell financial instruments. However, brokers and financial insﬁtutiun;
;::; hl jent, A ::rrboker is an agent who facilitates transaction between buyer and seller of securities
e does not borrow money himself. Instead financial instituti '
| : ons b
lend it to the borrower at higher rate of interest. ORRLTDRIEE

Types of Financial Institutions

The financial institutions and intermediaries can be classified in two categories:
(1) Banking Institutions |

Reserve Bank of India (RBI) is a —
TTTN Lg. ; N apex institution whi
institutions in India. Banking Regulation Act, 1949 isﬁéﬂl:nl:iiull:;?: S o T G e

banks in India are governed. Banking institutions provide various fi
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A Organised Sector
developed and It 1s comprised of commercial banks,

The organised banking sector In lndia CRI
co-operative banks and regional rural banks

() Commercial Banks: The commercial banks collect money from the public in the form of
savings account, eurrent accounts and term deposits and with this collection, they finance the

working capital requirements of corporates. The banks have nlso started divect term lending

since the early 90s. Public sector, private sector and forelgn banks are operating in India,
The commercial banks include scheduled commercial banks and non-scheduled commercial
private sector banks and 43 foreign banks working

banks. There are 26 public sector bianks, 20
was undertaken, 14 banks were nationalised. Prior

n India. In 1969, nationalisation of banks
Bank of India were under private sector. In 1980, another six

to that, all banks, except Stale

banks were nationalised. The total number of branches of scheduled banks in 1969 were
8045, which increased to 1,09,81 1on March 3 L, 2013, It includes 261 foreign bank branches
as on March 31, 2013. The branches of non scheduled banks were 28 as on that date. There

are four non-scheduled commercial banks in India,
the short-term funds requirements of the industry and accepted

The commercial banks met
But since the introduction of economic reforms in 1990, the banks

the deposits traditionally.
‘term requirements of funds now. The private sector banks entered

are also meeting the long
in the market in 1993, when the liberalisation measures were adopted in the Indian economy

This has increased the competition in the banking sector,
Functions of Commercial Banks: The major functions of commercial banks are:

1. To convert the bank deposits in cash and cash in bank deposits.

2. To transfer the funds among individuals and/or companies.

3. To underwrite capital issues.
To provide counselling on portfolio management or investment opportunities.

4.
9. To invest funds in capital market.

6. To exchange deposits for bills of exchange, government bonds, efc,
7. To provide guarantee on behalf of its customers.

8. To provide advice on merges and acquisitions.

(ii) Co-operative Banks: Besides commercial banks, co-operative banks also exist in India.
Co-operative banks are working in rural as well as urban areas of the country. These banks

come under the purview of State Governments. State Governments have enacted their own
Co-operative Societies Acts to protect the interest of the depositors. In addition to this, certain
provisions of the Banking Regulation Act, 1949 were made applicable to these banks as well.
These banks are eligible to be granted the status of scheduled banks by RBI. As on 31st
March 2014, 57 state co-operative banks and 51 urban co-operative banks were in the list of
scheduled banks. All co-operative banks are eligible for getting registered as insured banks. As

on March 31st, 2014, there were 1,538 non-scheduled co-operative banks also.



is as follows:

Financial Market Operations
of co-operative banks

The organisation structure
Co-operative Banks
| ¢ |
f Urban or Pﬂmm
Rural Co-operative Droms ot S
Banks
| ! l
Term Credit Structure Long Term Credit Structure |
“ State Co-operative Agricultural &

- s (= srative Bﬂ“kﬁ
State Co-operafi Rural Development Banks

(apex bank in a state)
Primary Co-operative Agricultural &

- rict/Central Banks
DERICIA gerira) S Rural Development Banks

Primarvy Agricu!tural
Credit Societies

Fig. 1.2
Urban co-operative banks are required to maintain the entire 25% of statutory liquidity ratio

only in government and other approved securities. Regarding the cash reserve ratio, the same
percentage is applicable on all co-operative banks required for commercial banks. These
banks are permitted to pay %z per cent to 1 per cent interest rates on savings accounts, over

the rates prescribed for commercial banks by RBI.
In November 2004, scheduled or licensed State Cooperative Banks and licensed DCRBs

with minimum net worth of ¥ .100 crore were permitted to undertake insurance business as
corporate agent. In February 2005, this limit of net worth was reduced to ¥ 25 crore.

(iii) Regional Rural Banks: Regional Rural Banks are working in India since October 1975,
These banks have been set up under the Regional Rural Banks Act, 1976. These banks were

set up to supplement the commercial banks and co-operative banks in catering the credit
parate body corporate with perpetual succession

requirements of the rural sector. It is a se
and a common seal. These banks were set up by the State Governments and the sponsoring

commercial banks.

Regional Rural Banks were set
sections of the society. These ba

(@) Granting of loans
s and advances to s Il :
B ey i ot mall and marginal farme '
CO-Operative societies for agricultural pu 5 at}d gt o
purposes. rpOses or operations for other concerned

(b) Granting of Joa rs
ns and advances to arti al mall
_ tisans I ‘
o e ar » Small entrepreneu [\
m daged In frade, commerce o industry within tl:l)'le nnﬁfi::? gr:]ailgfrtr:lzizﬁ
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The RBI provides direct refinance assistance to RRB at a concessional rate of 3 per cent
below the bank rate. In addition to this assistance, IDBI, NABARD and SIDBI also provide

financial and managerial assistance to these banks. On the recommendation of Bhandari
Committee, the government provided T 360 crore for restructuring programme of these

banks in 1994-95. Again the government provided T 1867.65 crore for recapitalisation of
RRBs between 1994-1998. During 2001-02, NABARD granted T 38,2565 crore as medium
terms and long-term project loans. The RRBs have 17,586 branches as on March 31, 2013,

The number of RRBs is 64 as on 31st March 2013,

(iv) Foreign Banks: Foreign banks are working in India since the British rule. The BBl has
allowed the entry of foreign banks in India. Foreign equity in new Indian private sector banks

is allowed. Foreign banks were permitted to enter the Indian banking sector with a ceiling

of 49 per cent equity. Foreign banks were also permitted to enter in joint venture with local
banks in non-banking financial services in accordance with the foreign investment policy. At

present, 43 foreign banks with 293 branches are working in India. It has been stipulated that
the minimum capital requirement for a foreign bank should be US $25 million, spread over 3

branches, i.e., US $10 million for the first branch, additional US $ 10 million for the second
branch and further US $5 million for the third branch. Additional branches will be permitted

after monitoring the performance of existing branches in India.

B. Unorganised Sector
The unorganised sector consists of indigenous bankers, moneylenders or Sahukars or Seths, etc.

These people are carry out the function of banking in an unorganised manner.
(i) Indigenous Bankers: The activities of indigenous bankers are not at all requlated. These are
the individuals or the private firms which act like a bank as they receive deposits and give loans
to the public. These bankers were very active in the ancient and medieval periods. But with
the growth of banking system in India, these bankers received a setback. But these bankers
are still in operation in large numbers in the Western and Southern parts of the country. They
charge high rate of interest and are not covered under the bank rate policy of RBI. Despite

making attempts to regulate them, to restrict their operations and lately of liquidating them,
they continue to keep their hold on small borrowers. Indigenous bankers provide finance for
productive purposes directly to trade and industries. These bankers do not care the end-use
of credit. Despite stiff competition, they are surviving due to various favourable factors like
stringent conditions imposed by banks for granting credits, prompt and personalised services
by these bankers to their customers, lower operational and establishment costs, etc. There is

no certainty about the exact number of indigenous bankers operating all over India.

(ii) Moneylenders: Moneylenders are the people who give loans to small borrowers like
small farmers, artisans, agricultural labourers, factory and mine workers, etc. They depend
entirely on their own funds for the working capital. These are of three types (1) Professional
moneylenders, (2) Inherent moneylenders and (3) Non-professional moneylenders. The
methods and area of operation differ from moneylender to moneylender. Therefore, they do
not constitute a homogeneous market. Generally, their business is confined to local limits.
Although various measures have been introduced to control the activities of these lenders but

still they are operating in India.

1"
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(i) All India Development Banks: Industrial Finance Corporation of India (IFCI).
industrial Development Bank of India (IDBI), Industrial Credit and Investment Bank of
India Ltd. (ICICI), Small Industries Development Bank of India (SIDBI) and Industrial
Investment Bank of India (IIBI), etc. are the examples of this type.

(ii) State Level Development Banks: These banks provide industrial finance in a particular
state. State Financial Corporations and State Industrial Development Corporations
(SIDCs) are examples of it. In Haryana, HSIDC and HFC are working to provide finance

to the industrial sector.
(c) Investment Institutions: The investment institutions mobilise the savings of the public

to ﬁpt?'ctfically invest in the industrial securities. UTI, LIC and GIC are major investment
organisations. UTI collects funds from the public by issuing its units of various schemes and
invests that fund in the corporate securities. LIC and GIC are insurance organisations. These

argania;:rjuns also act as investment institutions since these companies invest their excess
money In corporate securities.

(3) Non-Banking Financial Entities

The Indian financial system has anothe | '
b | r part which comprises of a large number of private
:;:;i:jf?;;ﬂhwq :,nd rellahueI{y small-size intermediaries, which are engaged either in fl.md-baselﬂ
hancial services. For the purpose of division the { .
activit . » the former may be called non-banking
;:nanmal companies and the latter non-banking financial services cnmpanie!; Thi t is related to
irst type only. These are as follows: . -

|2




(i) Non-Banking Financial Companies (NBFCs): The RBI (Amendmen

(ii)

(iii)

(
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t) Act, 1997 defines
deposits under any
nner. Therefore, a

NBFC as an institution or company whose principal business is to accept
Act by established

scheme or arrangement or in any other manner, and to lend in any ma

number of loan and investment companies registered under the Companies
business houses for the purpose of making investments in group companies have become

NBFCs due to the introduction of the new definition by RBl. NBFCs are providing finance to
bridge the credit gaps in various sectors, which financial institutions are unable to fulfil. They
are catering to specialised credit requirements of certain class of borrowers. They are also
plaving a positive role in assessing depositor segments of certain classes.

Residuary Non-Banking Company (RNBCs): Residuary non-banking company (RNBEC)
is a company which receives any deposit under any scheme or arrangement, either in one

lump sum or in instalments by way of contributions or by sale of units or certificates or other
instruments or in any other manner according to the definitions contained in the NBFC (RBI)

Directions, 1977 or the Miscellaneous Non-Banking Companies (RBI) Directions, 1977.
However. it is not an insurance company or equipment leasing company or hire purchase
finance company or housing finance company or investment company or loan company or
mutual benefit financial company or a miscellaneous non-banking company.

These companies generally tap the savings by operating deposit schemes which are similar to
recurring deposit schemes of the banks. The collection is done at doorsteps of the depositors
through field staff. These companies get funds at low cost for longer terms, and deploy these
funds at relatively high vields. Many of these companies are operating with a very low capital.
There is no restriction on the quantum of deposits they can raise from the market.

Mutual Benefit Financial Companies (MBFCs): Mutual benefit financial company is
a company notified by the government under Section 620 A of the Companies Act, 1956.
These are also known as nidhis. These are operating mainly in South India, particularly in

Tamil Nadu.

The main function of these companies is to advance loans to their members for house
construction or repairs, medical expenses repayment of old debts, marriage expenses, etc.
Such loans are provided against some tangible assets like gold, jewellery, property, LIC
policies, shares of companies, etc. These companies offer saving schemes with assurance
to make credit available when required by investors. They also provide loans to individuals
who are not able to get loans from commercial banks or to whom commercial banks are not
able to reach. They give interest rates on deposits similar to that of commercial banks. These

companies are incorporated under the Companies Act and hence governed by RBI rules.
Miscellaneous Non-Banking Companies (MNBCs): MNBC is such a type of company

which carries all or any of the following types of business:

(a) Managing, conducting or supervising as a promoter, foreman or agent of any transaction
or arrangement by which the company enters into an agreement with a specified number
of subscribers that every one of them shall subscribe a certain sum of instalments over
a definite period and that everyone of such subscribers shall in his turn, as determined
by lot or by auction or by tender or in such other manner as may be provided for in the

agreement by entitled to the prize amount.
Conducting any other form of chit or Kuri which is different from the type of business

(b)
referred above. Undertaking or carrying on or engaging in or executing any other business

similar to the business referred above.
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(b) Convertible Debentures with Options: These debentures have the option to exit either
by the company or debentureholders from the terms of the issue. The coupon rate is specified

at the time of issue.
(c) Third Party Convertible Debentures: These are the debts with a warrant which entitle the

holders to subscribe to the equity of another firm at a preferential price instead of market price.
The interest rate offered is generally lower in this type of debt in comparison with the simple

debentures due to conversion option.
(d) Secured Zero Interest Partly Convertible Debentures with Detachable and

Separately Tradeable Warrants: These debentures contain zero interest but are of secured
nature. Such debentures have two parts: Part A and Part B. Part A is convertible into shares

at a fixed rate on the date of allotment. Part B is non-convertible and is redeemable at par on
the expiry of the specified period. It also contains a separately tradeable warrant which can be

converted into equity shares.
Convertible Debentures Redeemable at Premium: These debentures are issued at par

(e)
but with an option to investor to sell the debentures to the issuer &t a premium later on. They

are basically similar to convertible debentures but carry less risk.

(f) Debt Equity Swaps: These are a type of convertible debentures. These provide offers to
exchange debentures for equity. This type of instrument is quite risky for the investor because

the anticipated capital appreciation may not materialise.
(g) Zero-Coupon Convertible Notes: These debentures have a right to be converted into
shares. But on the date of conversion, they have to sacrifice accrued or unpaid interest. Zero-

coupon convertible notes are quite sensitive to changes in the interest rates.
Secured Premium Notes (SPN) with Detachable Warrants: These notes are repayable
after a look-in period. The detachable warrants are to be converted into shares within specified
period. No interest is payable during the lock-in period. No interest will be payable on SPN if
the holder sells it back to the company after the lock-in period. However, he will be entitled to
get additional interest in instalments if the redemption is made after the expiry of the firm of SPN.

The attached warrant assures the right to holder to apply and get equity shares allotted. This
right is available only if the SPN is fully paid. The conversion of detachable warrant into equity
shares will have to be done within the time limit allowed by the company.

Non-Convertible Debentures (NCD) with Detachable Equity Warrants: These

(i)
debentureholders have an option to buy a specified number of equity shares at a fixed rate on
the expiry of certain period. There is lock-in period for NCD, after which the debentureholder

can exercise his option for equity shares. If such an option is not exercised within the stipulated
period, the company will be at liberty to dispose off the unapplied portion of shares in the
market. The warrants attached to NCDs can be converted into shares only if they are fully paid.

(j) Zero Interest Fully Convertible Debentures: These debentures get automatically and
compulsorily converted into shares after the specified time period. These type of debentures
generally contain no interest. No interest will be paid during lock-in period. Fully Convertible
Debentures (FCDs) can be converted into shares if they are fully paid. If the company goes for
rights issue meanwhile, it shall only do so after the FCD holders are offered securities.

(k) _Fully Convertible Debentures (FCDs) with Interest: These debentures do not yield any
interest for a short period. After this period, the debentureholders get the option to apply for

(h)

15
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B. Issued by Financial Institutions

. | - : ve securities. These are listed as belowy:

Financial inSﬁ;mf:EB: I:E??F}E;Es iISEhLSiiTSr;EF;‘;:tZ’n these bonds li-nked to some other rateg

x H:: ti: ?:aani rate. maximum interest on term deposits, prime lending rate, yield on treasury
;I;;:ijlis~ Zté. The ﬂﬂa%ing rate is fixed in terms of margin above/below thE'.t bfer;ch;s]tark rate, |t
ensures that neither the borrower nor the lender s_uffer from chang?S in interest rates. Foy
example, the SBI’s floating rate bond issue was linked to the maximum 1nterest on term
deposits which was 10 per cent at that time. The floor rate was 12 per cent in this case,

(b) Zero-Coupon Bonds/Deep Discount Bonds: No interest is payable on ﬂ'lEfSE bonds
These bonds are sold to customers at a discounted rate. They have long maturity period
generally of 20-25 years. The return to the investor is the difterence between acquisition valye
and the redemption value. The example of it is the deep discount bonds of Sardar Sarvor

Nigam Ltd., which were issued at a price of ¥ 3600 per bond and have the redemption value
of ¥ 1,11,000 after 21 years.

(c) Easy Exit Bonds with a Floating Interest Rate: The rate of interest on these bonds is

flexible. It means it is reset every six months. Small investors have been protected under this
scheme with an option of exit up to a specified amount. But if a investor holds the bonds for
more than 18 months from the date of allotment, he gets an additional interest. Call and put
options are also available on these bonds. These bonds are targeted at the segment that is

sensitive to inflation and wants an additional safety net in the form of exit.
(d) Regular Income Bonds: These are issued f

or a specified peri i : is
generally payable half-year] Specihied period of time. The interest
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amount. Investor could also opt for a nil w

income immediately, from next month only.
call options. For example, 1DBI issued such type O

10 vears
period of these bonds is gen

N
option is available every vear. The interest steps up every year. For exam
bonds in 1997, The interest rate offered was 16 per cent, 16.25 per cent,
per cent and 17 per cent al the end of every consecutive year.

(@) Growth Bonds: These bonds generally have a redemption period of 10 years. However,
some companies provi years. For example, [FCI issued such

de put options at the end of 5or 7/
wpes of bonds in 1996. The face value of each bond was 20.000 and the maturity value
was T 1.00.000 after 10 years. If the put option investor, he gets Z 43,500

is exercised by the
after 5 vears and ¥ 60,600 after 7 years.
(h) Index Bonds: These bonds provide both the security of money invested and the potential
of appreciation in return to the investor. An index bond has two parts, a deep discount bond
Part A) and a detachable index warrant (Part B). Part A is deep discount bond whereas Part

B gives return in proportion to the increase/decrease in the BSE SENSEX.
umber of times the SENSEX has appreciated.

The face value of the bond will appreciate the n
gains. For example, [CICI issued index bond

The investors’ returns will be treated as capital
.» 1997 at a price of T 6,000. Part A was a 12 year deep discount bond of face value of T
part B in the form of index warrant at ¥ 2,000 which

29 000 (initial investment T 4,000) and
gives return in proportion to the increase/decrease in BSE SENSEX after 12 years.
(i) Capital Gain Bonds: These bonds are issued with two options maturity — 3 years (option 1)
these bonds.

and 7 vears (option II). 20% rebate in income tax is allowed on the investment in
not qualify for the rebate. IDBI, ICICI are issuing such

Investment through stock-invest will
type of bonds. These bonds are beneficial for individuals who are in high tax brackets. These
bonds are also called tax-saving bonds.

interest is stepped up every year. These

(j) Encash Bonds: These bonds have a feature that
bonds can be redeemed after 1 year and 8 months. The encashing facility is available only to
also widen the banking

the original bondholders. These bonds not only offer higher return but
fcilities to investors. Improved vield maturity results in favourable secondary market price of

the bonds.

erally 5 years. The put
ple, IFCI issued these

Liquidity Bonds: The maturity
16.5 per cent, 16.75

IV. Financial Services
the activities, benefits and satisfaction that are offered to users and

e country determines the efficiency of financial
| services are banks, financial institutions and

y them can be broadly categorised into two

Financial services means
customers. The variety of financial services in th

system. The main sectors which provide the financia
non-banking financial companies. The services provided b

parts:
A. Assets/Fund Based Services, and
B. Fee Based/Advisory Services
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in the business through discounting of commercial bills. In contrast, in other countries, bill

finance is one of the major types of finance provided by banks.

Accmidi'ng to the Indian Negotiable Instrument Act, 1881, “It is a written instrument
containing an unconditional order, signed by the maker, directing a certain person to pay d certain
sum of money only to, or to the order of, a certain person, or [0 the bearer of the instrument.”

The bank purchases the bill payable on demand from the maker and credits his account with
the amount of bill less discount. At maturity, the acceptor makes payment to the bank when
the bill is presented for payment. In case of dishonour, the customer recovers the full amount
from the maker. After the 1992 scam, RBI restricted the bill discounting services provided by
banks. Now, RBI has permitted banks to rediscount bill amongst themselves and with other

financial institutions and finance companies.
India. there is scope and need for the development of arrangement

because housing is considered as one of the basic
so large that it is almost impossible and for

(v) Housing Finance: In
for supplving loans for housing. This is

necessities of man and the capital involved is
middle and lower class to raise the required money from their own resources. Till the end

of 1980s. it remained an underdeveloped sector. But in 1988. the RBI established National
Housing Bank (NHB). It nitiated housing finance as a fund based activity. NHB is an apex
housing finance institution In India. Till now, many financial institutions and companies in
public, private and joint sectors have entered this sector. Now the competition is so stiff that
everyday we notice a new scheme launched to attract customers towards itself.

s a contract between the insurer and the insured where the
rson to pay him a certain sum of money in consideration

fied risk such as fire or compensate the beneficiaries on
document between the two is called

(vi) Insurance Services: Insurance i
insurer gives an assurance 1o the pe

of annual premium, against a speci
specified events such as accident or death. The written

policy. The insurance services are of two types:
C and GIC and its four subsidiaries were doing

(a) Life and (b) General. Until 1999, the LI
the insurance business in India. But after 1999, this sector was thrown open even for the

private sector also. In 1999, Insurance Regulatory and Development Authority (IRDA)
was also set up to monitor insurance business in India. The entrance of the private sector

in this field has increased the competition and has forced two public sector giants to offer

new attractive policies to customers.

nsactions at wholesale level are done on credit, while

the basis of cash and partly on the basis of credit.
nts for the same. The dues which arise during

the process of credit are known as trade receivables for sellers. Sometimes, sellers may
require promissory notes or trade acceptances from buyers. The sellers may make thEill‘.' own
arrangements to collect receivables or they may hand over this job of collecting receivables

to a specialised collection agency. Such an agency is known as factor.

sed financial service which provides resources to finance receivables
bles. Factoring may be on a recourse basis or without recourse
d debts is borne by the client, whereas, in without recourse

In India, SBI Commercial and Factoring Services Ltd. was
SBI Factors and Commercial

isations in the country.

(vii) Factoring: Generally, the business tra
at retail level it, takes place partly on
Sellers allow time to buyers to make payme

Thus, factoring is a fund ba
s well as the facility of collection receiva
asis. In a recourse basis, the risk of ba

yasis, the risk of credit is borne by the factor.
et up on 26th February 1991 as the first factoring company. At present,

services Ltd. and CAN Bank Factors [ td. are working as factoring organ
1¢
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Indian Money Market
Il. Organised Money Market

The Reserve Bank of India, the State Bank of Indi
foreign h.;.nlu, Discount and Finance He !

The principal centres of 1

The call money market is that part of the national money market where the day-to-day surplus
funds of banks are traded, The ma

turity of the loans made in this market varies between one day to
a fortnight. The main purpose of the

Operation of this market is to adjust the reserves of banks and
supply of funds to the market which arises out of the reserves of banis with the central banking systern.
. The situation regarding these are subject to seasonal fluctuations
The seasonal fluctuations can he

_ noticed in the volume of money m:ailam.‘:ﬂ'.-nﬂ—nuﬁteamjcaﬂ
money rates at different times of the year

Scheduled commerdial banks, non-scheduled commercial banks, foreign banks, co-operative

banks, Discount and Finance House of India (DFHI) and Securities Trading Corporation of India

(STCI) are the major parficipants in the call money market Since 1970s, LIC, GIC and UTI and term
lending institutions like IDBI, ICICY, wmmmmmmumpﬁ the laiest RB|
policy, LIC, UTI, GIC, mﬂMNﬁE&Eﬂthmﬁ:@uﬂhmﬂm&rﬁﬂahrﬂm
but not as borrowers. In April 1991, the Hmmmumdmmmm:ﬂmmhaﬁhndeﬁmuhj
h.ﬂmlﬂwdmm:hmﬁﬁﬂmmﬂahhhpmuﬂaﬁMMiwﬂﬂlﬂhmﬂMﬂlmdaﬂe
m.anduhkhhhwmaumdh‘uhmm&gshmhmhﬂmyﬂhemquhﬁMntﬁewe
a minimum size of operations of !mmmmm.MmmwmmPﬁm
permission of the RBI out only through DFFﬂ.FmrPrmuyDEal;thh}meaﬂmedmpm'ﬁcipam
in the market by RBI in 1996-97 as both borrowers and lenders, and ten mutual funds were also
allowed to participate as lenders.

,-f_';mwmuhham located in big industrial and commercial places like Mumbai, Kolkata,

D A!]mldahd and Chennal. These markets ane also located at different places where stock

i ﬂlhﬂhdﬁhhmj:ﬂumﬁnhmh India increased from ¥ 23,221 crove in
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Indlan Money Market
with RBI. RBIis moving towards pure inter-bank call money market subsequent to amendment
of SC (R} Act

The Discount Market
1. SBI DFHI Ltd.

The Discount and Finance House of India (DFHI) was set up on April 25, 1988. The main
objective of DFHI is to bring the entire financial systern consisting of various constituents within the
fold of the Indian money market. Actually, the Vaghul Committee had endorsed the recommendations

of the Banking Commission (1972) and Chore Committes (1980) regarding the setting up of a
apm:ln]i!é‘d institution to develop the money market and provide liquidity to its instruments. As a
result, the RBI with the help of public sector banks and the all-india financial institutions, set up the
DFHI as an autonomous financial intermediary. Under the Companies Act, 1956 on March 8, 1988,

DFHI became a subsidiary of SBI. From 31-03-2003, 5Bl became the major shareholder (67.01%)
of the company.
Resources of SBI DFHI
The rescurces of the SBI DFHI are as follows:

(i} It s & joint stock company and s jointly owned by the RBL public sector banks and all India
financial institutions which have contributed its paid-up capital of ¥ 200 crore in the proportion
of 5: 3 : 2. The authorised capital of the company is T 250 come.

(ii) Refinance facility of different types from the RBL
(iii) Line of credit from banks on a consortium basis of ¥ 100 core from 28 public sector banks.

Functions of SBI DFHI
The functions of SBI DFHI are as follows:
(i) It shall be MﬂMdhwmudhm‘ﬂﬂﬂ
non-banking financial institutions.
(ii) It should use surplus funds o even out the imbalances
subject to the RBI guidelines.
(i) udmummm&mﬂn-—n i men
guaranteed securtes by being ready 1 purchase o "“”"'“""’"““‘.‘?'*_= ng syshem.
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Indian Money Market
——————

Introduction

Money market refers to a market for short-term funds, short-term money and financiy) ...
which can be used as a substitute for money. It can also be termed as a mechanism or 5 Wsta—::
which the borrowers manage fo obtain short-term f1.mdls ond ﬂ1.E c.na:thms get borrowers f lr-r
maney. The instruments of money market are characterised by liquidity, minimum fransaction t
and no loss in value. Commercial banks are the leading players in the money market

Definitions

Different authors have defined the money market in different ways. These are:

1. According to Gnlh-p Crowther, “Money market is a collective name given to the varce
forms and insfitutions that deal with various grades of near money,”

: they deal i bﬁmJH: instrumen A network of markets that are grouped together becys
degree w;ﬂ:mas from -Eﬂm h_n'ue a similar function in the economy and are to et
are liquid assets: mmmm of view of holders, The instruments of the money ma
demand * g debts that mature within a short period of time or callabie

3. The Reserve India:
a5 “fhe centre m mui:w| and Working’ has described the money M
Hmwdm short-term character, in monetary assets; it meets! s
Where shortterm surpis e . P1OVIdeS liquidity or cash to the lenders. It e 1
individisals are big by, borrowers, funds at the disposal of financial and other sttt o

SPTeTnCOt o " #gain compromising institutions and individuals

4.
”'m"'ﬁ!ﬂh".ﬂ. "

m“mhhmﬁw“ﬂfmﬂm
“An importany is the

transactione egment of the financial system

COporate sagior "2 MOney such as short-term claims "

of 51“".1'“1;-

ealing in monetary assets P titution’

financial assets that are close su

mar
H}r

i
arket ¥
7. mostly of i that Part of the national money m
MK Dy e e
O o gt e Uy gt o e o
borrowers for their required money.

Indian Money Market

Thus, it may be said that money market is a system for dealing in short-term funds. Short-term
refers to the period up to one year. Commercial bills issued by the corporate sector, treasury s
jssuec by government and the transactions In inter-bank call money are all part of it. The banks,

financial institutions and the corporate sector are the players of this market who deals in money
and near money items, Still the RBI ocoupies an important and strategic position as it influences the
availability of the credit and decides the cost of the credit

Characteristics of Money Market

The money market in India has the following characteristics:
{i) It establishes the link between the RBI and other banks.
(i) It is a inter-bank market which matches the deficits and surplus of banks.
(ili) This market secures short-term requirements of banks and financial institutions,
(iv) It also provides a link between short-term and long-term capital market.

(v} Dealings in UT| bonds, PSU bonds, and bonds of government and semi-government sector
are also covered under this market.

{vi) It s a wholesale market.
{vii) The volume of the business is found to be very large.
(viil) The settlement of transactions takes place on a daily basis.
(ix) The central bank occupies a strategic position in the money market.
(x) The developed money market contributes to an effective implementation of the monetary
policy.

Objectives of the Money Market

As stated by M.Y. Khan, the money market has the following objectives:
(i} An equilibrating mechanism for balancing short-term surpluses and deficiencies,
(i} A focal point of central bank intervention for influencing liquidity in the economy; and
(iii} A reasonable access to the users of short-term funds to meet their requirements at a reasonable

price.

Pre-requisites for an Efficient Money Market
To m&thamﬂﬂmjm.moﬂmmMmﬂmﬂdnﬁth

requirements:
i i that there should be large
1. The money market should be deep and wide. Deep in the sense
number of participants, and wide in the sense that the flow of funds should not Se restricted

to the boundaries of a country only.
i be a good mix of its
2. The market instruments should be active and there should :
imﬁﬁmmﬂmmmmhﬁmmmmwﬂ

lenders and borrowers.
3. The mn!mmwhmwkiﬂmhmﬂﬁﬂ;

money market,
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Incian Money Marke

1. Commercial Banks

Commercial banks may be termed as the backbone of the money market. These banks collect
the money from the public in the form of savings account, current accounts and term deposits and
finance the working capital requirements of corporates. The commercial banks invest their funds in
discounting bills of exchange to facilitate trade and commerce by mobilising the flow of money. They
lend money through advances, allowing overdrafts in current accounts. They also lend money against

notes, hundi, elc. Call money to bill brokers and dealers in the stock exchange market
is also provided by these banks. Surplus money is invested by them in those channels where the
liquidity and profitability are optimum. In addition to commercial banks, co-operative banks, financial
companies, etc. are also forms of money market.

2. Central Bank

The central bank is the apex institution and monetary authority. It plays a vital role in the money
market. No money market can exist without central bank. The central banking functions are requlatory
in nature. It is the lender of the last resort. It also functions as controller and guardian of the money
market. During emergency, the central bank lends money to commercial banks. It raises or reduces the
money supply and credit to bring stability in the economy. It does not enter info direct fransactions.
It requiates the money market by changing bank rates and through open market operations. A major
point is that the performance of the central bank depends on the character and composition of the
money market and vice versa.

3. Acceptance Houses

The acceptance houses and the bill brokers are ancther constituent of the money market. They
work in the bill market. They function as an intermediary between lenders and borrowers, exporters
and importers in the short-term. They accept the bills of those parties (buyers) whese position is
unknown to sellers and thus facilitate the transactions between them. For this service, they charge
commission. The discounting of such bills is done by another specialised agency. That specialised
mhhmwnudhmmﬂhmm.hlmﬂa,ﬂ[mummﬂmm&hﬂu{ﬁﬂllhmhan
agency. As such, commercial banks are also functioning as accepiance houses and discount houses

in India.
4, Bill Brokers
The bill brokers are intermediaries between the lender and the borrower who discount the bills

ﬂﬂmmaﬂm%ﬂwaﬂﬂhmmmmmm
WhMWmmmBMHmmth

and bomowing of short-term. funds in the money market. These intermediaries include




1. Indigenous Bankers

Hi'im?mﬁﬂemﬁhurdgmhammmzwbh:.ﬂmhmkasm

very active in the ancient and meclieya)
bankers received a setback mﬁf"m Peviods wﬂ"'w’ﬂﬂ!ﬂﬂmnhnfbnrﬂ-dngwmmmdm.mm

Iﬂli ﬂnﬁﬁ- The REI huLnL? nz;::] ﬁa;ﬁmm of these bankers and therefore, their
There are three categories of indigenous hankers:
{a) those whose main business is banking;
(b} Hmmmmmuhmmmmmmﬂgw commission business; and
fe] those whose main business is trading and commission but do a litthe banking business too.
ﬂmmﬂm@dhdigmmusbanhmbﬂnmwmmdm.

Functions of Indigenous Bankers
- The main functions of indigenous bankers can be classified in two parts;

A. Banking Functions
- Banking functions of indigenous bankers are as follows:
L. Accepting Deposits: One of the main functions of the indigencus banker is to accepl
:f deposits. They accept deposits from the public and make payments of that after a certain
- period or on demand,
2. Lending of Money: Lending is another main function of these bankers. They give loan to
~ the public against promissory notes, receipts and by keeping land, fewellery, house, etc. as
. The rate of interest charged by them depends upon the nature of securlty provided

-




Indian Mearey Markes
Al present, various types of treasury bills are.

(i) 91-Day Treasury Bill Market: This is the oldest type of treasury bill. In India, there were two
ﬁygs of 91-day treasury bills—ordinary and ad hoc. The first type of bill, i.e., ordinary treasury
bk Tmﬂ fo the public and fo the RBI. These bills enable the central government to

cmporary requirement lor funds. The other type of 91-day treasury bill, i.e.. ad hoc
treasury _l'lil was created in favour of RBI. The issuing of ad hoc treasury bills was introduced
in India in 1937. The Government of India and RBI entered into an agreement in 1937 and
1955. It was decided in the agreement that the government shall maintain with the RBI, a cash
hlmw!uimtlua than ¥ 50 crore on Fridays and 7 4 crore an other days free of obligation
to pay interest thmmn‘and when the balance falls below these minimums, the gmrzmﬁﬂﬂt'l
account will be replenished by creating ad hocs in favour of RE] But the Government of
India and RBI entered into an agreement in 1994-95 o phase out adhocs in 3 years
following the budget speech of the then Finance Minister. The limit for ad hocs was
l'_ 5000 crore in 1994-95, 1995-96 and 1996-97. From 1997.98. the system of ad hocs was
discontinued. A gross amount of ¥ 2372.6 billion crore was raised during 2016-17 as against
¥ 1470.5 billion in the year 2015-16. The average interest rate was 5.82% in 2016-17.

(ii) 182-Day Treasury Bill Market: These bills were introduced in November 1986 to provide

more outlets for temporary surplus funds. Again, 182-day treasury bills were issued by the

Government of India, like 91-day treasury bill. This bill also provides an additional avenue to

raise financial resources by the government for its budgetary expenditure. Initially, it was sold in

the market by REI at the beginning of every month. In July 1988, they were made fortnightly.

No specific amount of funds was fixed to be raised through the auctions of these bills. This

amount depended upon the funds available with the market participants and the amount

they wish to invest in these bills. Thus, 182-day treasury bill, a new fiscal instrument. became

i an effective instrument for banks, corporate finance managers and financial institutions as it
1, STCI and other enabled them to invest their short-term funds. The bills of the minimum amount of T 1,00,000
- can be issued at discounted price. These bills can be purchased by any individual firm,
company. bank and financial institutions. The state governments and provident funds cannot
purchase these bills. Foreign commercial bills, some of Indian scheduled banks, national co-
operative development organisation, financial institufions, joint-stock companies, DFHI and
others are the usual participants of this bill. The market for these bills was narrower than the
market for 91-day bills, lssue and trading of these bills discontinued from 16th October, 1992,

However, in 1999-2000, these bills were re-introduced to enable the development of a
market for government securities. These bills were not allowed to be rediscounted with
" RBl. They were offered for sale on an auction basis. The cut-off yield was 6.05 per cent

in 2016-17. The total amount of ¥ 847.2 billion was owned by different stakeholders in
2016-17.
"‘fﬂ:m Treasury Bills: The authorities introduced 364-day treasury bills, w.e.f., April,
1992 when the 182-day treasury bills were discontinued. The first auction took place on 28th
~ April, 1992 and since then auction is made every fortnight. These bills are also not purchased
" and rediscounted by RBI. The investors show moderate to good response for it. The response
-y M from the number of bids and the amount tendered at the fime of each auction.
g e bills offer short-term investment opportunity to financial institutions like banks. The
otal amotnt of T 1416 8 billlon was owned by different stakeholders in 2016-17.

-
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Indian Money Market
Importance of Bill Market

The importance of bill market is as follows:

1. Itis a prevalent method of meeting credit needs of trade and industry,

2. They have high level of liquidity because they can be discounted any fime.

3. They are sell-liquidating in nature because they are issued for fixed time period,
4. It enables financial institutions to invest their surphus funds at suitable maturities,

5. Banks and other financial institutions can meet their short-term ligui uirements
getting these bills rediscounted. N *

Aceording to the Indian Negotlable Instruments Act, 1881, “It iz a writen Instrument
containing an unconditional order, signed by the maker, directing a certain person to pay a certain
sum of money only to, or to the order of, a certain person, or to the bearer of the instrument.”

Various types of bills of exchange are in the market. They are:

{i) Demand Bill and Usance or Time Bill: A demand bill is payable immediately at sight or
on io the drawee, A bill which contains no time for payment s also considered as
demand bill. On the other hand, usance or time bill is payable at a specified later date.

(i) Clean Bills and Documentary Bills: Documentary bills are those bills which are
accompanied by documents of title to goods, such as rallway receipts or bills of lading

(1) Inland Bills and Foreign Bills: inland bills are those bills which are 1o be drawn or made in
India and must be payable in India. These bills can be drewn upon a person residing in India
whereas, foreign bills are drawn outside India and these may be pavable in India or outside
India. These bills may be drawn on a person residing outside India or residing in India.

(iv) Hundi: Hundi is an indigenous variety of bill of exchange. Indigenous bankers used it to raise
money or to remit funds or finance inland trade. These are of two types-darshani and muddati.
Darshani bundl is very similar to modern bills of exchange. It is used for the payment of goods
originating from the place of production and passing from party to pary in different places. The
place of origin and place of destination may be quite different. Whereas, the muddati hundi
is payable after the expiry of fixed time period and is confined to local limits.

(v) Accommodation Bills and Supply Bills: An accommadation bill &s such in which the
accommodating person puts his signatures on the bill as accepior o accommaodate another
party without receiving any consideration. The supply bill is a bill drawn by the supplier or the
contracior on the government or semi-government department to get the advance amount
against the goods or material supplied to them. These bills are not mm by government
departments, But the commercial banks give advances against these bills.

3 ]H has taken the innovative steps of permitting scheduled commerdial banks to rediscount
$mmmmmm banks, LIC, UTL, GIC and ICICL This has increased the
\imber and fypes of institufions participating in this market. The bills rediscounted by commercial
1o 2 105 crore at the end of March 2003. .

Paper
T—_— mhammmmminmnmymﬂﬂmhwminmindumuy1"-?9[]
. mhmdmdmgnuhhmghlymudmmhmmmmdmﬁyﬂﬂrmms
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additional instrument to the investor. RBI has iy,
of short-term h:m#iﬁ ﬁ;ﬁﬂ provide MPBFET- These guidelines are applicable on all fing,, o
quidelines to regulate AN <deli follows:
nies, The main points of guidelines are as
i ?ﬂmmuw Tl:ﬂﬂuﬂ: Commercial paper can be issued only by that company whose
(a) tangible net worth is not less than € 4 crore.
(b) maimum permissibe bank finance (MPBF) for working capital requirements is not i,

than T 4 crore.

(c} curnent ratio is at least 1.33:1.
(d) shares of the company are listed on one or more stock exchanges.
specified credit rating of P2 are obtained from Credit Rating Information Services of |1y,
(e (CRISIL and A2 in the case of Investment Information and Credit Rating Agency of fﬂl.']::|
Limited (ICRA).
(fi borrowal account is classified under health code No.1

(i) Period: The maturity period ranges between 30 days to 1 vear. No grace period is allowg
for payment and even if the maturity date falls on a holiday, it should be paid on the previgy,
working daw.

{iil) Denomination and Minimum Investment: The issue should be for a minimum of 7 2
lakh and in multiples of T 5 lakh. Total amount proposed to be issued should be raised withi;
two weeks from the date on which the proposal taken on record by the bank. The paper ma
be issued a2 a whole on 2 single day or in parts on different dates but the maturity date of eact
paper should be the same.

(iv) Ceiling: The aggregate amount that can be raised by commercial paper by corporates is

Hlﬂdh“rﬂdmﬂhﬁmammmﬂhﬂmbm 1996,

Mode of Issue and Discount Rate: This paper should be issued in the form of usanc
m“ﬂNMWWMIWdﬁw@ﬂmnmmﬂmﬂﬂl

(vi) Issue Expenses: lssue expenses include dealer' i :

oz L e fﬁﬁ*mwhﬂsaﬂﬂﬂmﬂmﬂﬂ
_ papers can be issued through those banke
ﬂhhﬂnmmmﬁhﬁhhh i o

: . '-"l- companies and other odies
mp reqgistered te bodies
o o ek e P 1 b 1

Indian Money Market

in 2006 1o 11,30 per cent in !
: i it in 2007 and decreased
again increased in 4 range between 5.90% to 14 "’:?‘E%'ﬁ?s] EIE:T;S o0 S Ml OST

6. Certificates of Deposits

A certificate of deposit (CD) | remain in deposit
. -8} Is & document of title 1o d i
P : itors :
::;f:ﬂ]:j?; ke foor j;mmfmd period at a specified rate of tnre::sTE Thu'_{!ﬂtflshal;edsbaﬂ:-tgr instru =
" el m::i% and marketable. Bath bankers and investors are benefitted by CDs mblﬂnuhw
| @ payment prematuirely, while the investors i i
iy can sell CDs in the secondary market before

The Tamble Working Gro
recommended it for the following r::m;:a

(i) Absence of a secondary market:
(i} Administered systern of interest rates: and
(it} The danger that CDs might give rise to fictitious tranaactions.
In 1987, the Vaghul Waorking Group studied the matter again and was in its favour, provided short-

term deposits were aligned with other interest rates in the recommenda
: systemn. On the basis of the
uﬂhjmlﬂﬂrmmﬂﬂ.ﬂmﬂﬂl[m&bda%hhﬂdﬂ&hﬂﬂuﬁh&hhhﬁlﬁ

According to the RBI scheme,

ruteﬁumdwfn:eualue.urﬂhHﬂmmMmhMmhmﬂmbm

restriction on the rate of interest that be
en can be paid to a depositor. The formula for the calculation of

1982 studied it feasibility of introducing # but did not

F
1+ _=N)
100=3635

Where, D = Discounted values of the CDs. | = Effective Interest per annum. F = Face value
N = Number of Days or Months.
The RBI has modified its original scheme in 1997-98. The broad points of effective guidelines
are as follows: .
{i} The minimum denomination of CDs s T 5 lakh

(ki) The minimum size of the issue of a single depositor is 10 kakh and L
be lssued in multiples of € 5 lakh. "'-""m

(iii) The maturity period of CDs varies from 3 months o 1 year
{iv) The CDs are to be issued at a discount o face value. 1=

(v) The CDs are ransferable after a lock-in period of 30 days sher the sve. ™~
(vi) All scheduled banks other than RRBs ane eligible 1o ssue the certificates of deposis.
{vii) Term-lending institutions also can issue them but with the manurity period of 1 1o 3 years.
(vili) The CDs are subject to cash reserve ratio and SLR requirements.
(ix) The CDs cannot be bought back by lssuing institutions and they also cannat kend against
(x) The discount rate & determined by market and anyone ¢

n
g -
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the primary market in 1990 due Inclian Money Market

were highly popular instruments Ir

: tin 1993-94, there was 5 |, . |
5 im' mmm:‘mmuummnmﬂ bank fending ﬁfﬂ:ﬂem maney market cong, . %) Report to RBI: The sponsor banks/Fls/subsidiary/mutual funds have fo furnish quarteriy
mm m Mmﬁﬂtﬂtﬂﬂdﬂpﬁmr thrm!gh cnﬁ ThE wlsmndjm : 2 | Tf‘mrt '“’]EHIEI 'I-'-:Irh tlUfI“i_‘d ﬂl'lr'lu.[jl 5faTEm.EnI 'l:.lf ACCoL I‘IE, mm'm dmjh ﬂf h
1995.96 induced banks to mobilise O S tthe end of March 1995 o ¥ 21,053 cror, .- i e portiolio of the funds to the RBI. These reports should be furnished in duplicate o
crore at the - - 8§ e .
of CDs issued by banks rose from E‘miﬂ in outstanding amount of CDs and it was as ¢ 4,
June 1996. Thereafter, ﬂﬁmwf ;ﬂ*@d March 2017, there was a decline in amount of Cp),, 8. Repos and Reverse Repos

rate of CD5 ranged between 6 | Py Repo is & money market instrument which helps in collateralised short-term borrowing and

lending through sale/purchase operations in deht

dedined to € 1557.4 billion. The weighted average discount

instruments, It is an agreement between a seller
6.71% in the year 2016-17. and a buver in which securities are sold by their holder (seller} to the investor (purchaser) with an
7. Money Market Mutual Fund (MMMF) agreement to repurchase them at a predetermined rate and date whereas in a reverse repo, securities

are purchased with a simultaneous commitment to resell at a predetermined rate and date.

Repos were initially allowed only In the central government treasury bills and dated securities, but
gradually RBI allowed repo transactions in all government securities and treasury bills of all maturities,
state government securities, public sector undertakings, bonds and private corporate securities,

Report on Currency and Finance, 1999-2000 has explained the usefulness of repos in the words
that “repos help to manage liquidity conditions at the short-end of the market spectrum. Repos have
been used to provide banks, an avenue to park funds generated by capital inflows to provide a floor
to the call money market. During times of forelgn exchange volatility, repos have been used to prevent

Market Mutual {MMMF) niro-duced to enable small investors to pary, e
ﬂ:hwmn oy mohet mﬁdﬂ conduit &w:;,:g-. which they can eam the market-related yig|
l:md&mmkﬁ:rﬂimgm MMMFs was outlined by RBI in April 1991. As a follow-up, 4 .
force headed by D. Bose to work-out operating guidelines was appointed in September, 1997 1,
RBI announced detailed guidelines in this regard in April 1992 based on the recommendaticy,
the task force. In December 1995, certain modifications to the existing scheme was introduce
 view to import greater Biquidity and depth to the money market. The salient features of the sche
are as follows:

(i) Eligibility Criteria for Setting up MMMFs: Scheduled commercial banks, public fina-
nstifufions or their existing mutual funds/subsidiaries engaged in funds management »
mutual funds of private sector are eligible to set up MMMFs.

(if) Size: There are no restrictions on the minimum size of a MMME

(1) Subseribers: Individuals including NRIs are eligible to subscribe for the MMM The dividen
income would be repatriable but the principal amount of subscription would not be allow
to be repatriated abroad. During 1996-97, the MMMFs schemes were extended to corporat

The MMMFs are free to determine the minimum sizi |

Hw“ I“.m-immnmm".mm licies of a MMM
be laid down by the 'I1m-'::ll::\vlul:am'ruanclrﬁ'ﬂ.m.]!‘l.l_ﬂltl-'rh*:i

od ¥

ipmﬂaﬂveacﬁuitymlheﬁilﬂstﬂ‘h:lmﬂﬂwh‘nmﬂmnﬂﬁrmﬂm{tnﬂmfmﬁgmwmﬂ-

In continuation of the above, in Report on Currency and Binance 2001-02. it was stated that
Reserve BunhhashEMEmphashingmpanﬂnnanddwgiﬂmﬂnnnfﬂmmpnmmmﬂumd
conditions so that repos become very active in enabling smooth adjustment of lquidity in the system.
To further develop and widen the repo market, the Reserve Bank introduced regulatory safeguards
mmmdﬂxWmemnﬁwﬂmmwlﬁ.ﬁmnmdﬂmmw
Dealing System (NDS) and the Clearing Corporation of India Ltd. {CCIL) combined with placement
of prudential limits of borrowing and lending in the call/notice market for banks are also expected to
provide further boost fo this market. The phase-out process of non-banks from the callinotice money
market as also laying down of prudential restrictions on exposure limits of banks and PDs to this
mmﬂﬂmﬁ@mﬂmmthbﬁmhmmuﬂlhmm&mdhm
mmiﬂt.Themagedaih;mmmﬂwmmmﬂkﬂ{mﬁdﬂﬂ]ﬁmm!llﬂ_um
in April 2001 to T 2334.7 billion In 2016-17, The repo auctions under Bquidity

" (RBI) increased from X 5,155 crore on 31 March, 2009 to ¥ 60,98 billion in March 2017. The inierest

rate was 4.75% on April 1, 2002 which increased to/6.25% on March 31, 2017. On the

interest rate for reverse repo was 5.75%. - e Al
To examine various aspects of Repo, the RBI mlm which submitted its n i

1999, The recommendations of that group are as follows: "

e
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Financiol Market Operations instruments;
Jitv to money market tk with main market at Mut,, Growth of SBI DFHI

its netwo
for small and medium-sized iregular participag,, the following table gives a brief picture of growth of SBI DFHI's busin
] : £55.

SBI DFHI- Operating Resuits (7 in Lakhs) (2015-16)

Income

institutions:
investment avenues
() provide sofe and risk-free short-erm {7
Importance sBI DFHI Discount \
e ﬂ: ; of SBI DFHI is as follows: Interest Income 1?.?2..{.54
e inimising Liquidity Imbalances: SB! DFHI has significantly confributed in minimisip, Trading Profit 23,358.04
s nhalances in the money market. It is also providing higher liquidity to borrowip, Other Income 6,595.23
mﬂwﬂmdmmtmﬁ Pt b 319,87
(2) Too-Way Quotes: It also gives two-way regular quotes in money market Instruments which Expendituss 42596 68
mmahﬁanmﬂwmﬂﬂmm‘imﬁmam“ﬂ liquidity to the B R
i 2739996
(3) Authorised Institution for Government Securities: It is also an authorised instituto, ::n?u;aﬁw Costs 1,779.00
to undertake REPQ transactions in treasury lﬂs and other Government securities. It providgs Toeal Expenses 2.931.50
greater liquidity to all the Government securities. Profl s
(4) Deepening the Money Market: It helped in deepening the money market and increasing Net Profit After Tax 10.886 22
the turnover manifold. 121921
(5) Facility for Deploying Short-term Surpluses: It helped the banks and other financal 2P 18| Resources
instiffions fo deploy $her short-term surpluses in suitable money market instruments b The company started its operation wi S e A
e S e  order to broad base the acivity of the compang: the poer e, pial of € 100 crore. However, in
¥ 150 crore in 1989-90 and further >

mmwummmu
_ REPO to
facilty to IDBI, IRBI, IFCI, NABARD, LIC, g

without divesting their holdings, Shareholders’ Funds:

(8) Extuncion of
hl ~ Iw"w';:!ﬂnhdmdmmmm money market beyond ¢ | Share Capital
. Oemitres. m&hmmHMEmbmhamﬂﬁ"‘i Reserves and Surphus

T e Mottt sy [
the term money market, | s o b foney market. It is also contributing to develo? | Secured Loans
m“hmm uhﬂ ﬂmhmmﬂlﬂfﬁww:ﬁ Unsecured Loans
Othérs: Deferred Tax Liability




1688 ; .
surplus on March 31, 2016 amounted 1 o o e Inancial nstitutions. Moreover, the reserves and

Sl ted to ¥ 75,688 81 lakhs
4,13,175.48 applications of funds of the company are as follows: - The profit and loss Alc and sources and

60.690,72 STCI- Profit and Loss A/c
64,474.90 as on 31-03.-2017 Amount in (2 in lakhs)

Inearme

30,225.00 T
5,68,566.10 b Movdnns ficn Opmntions

13,625.28 B8y ndacest incorye o623 |
639.03 fb) Other financial services o
i 1,833.02 5,80,997 1 {c) Profit{Loss) on sale of securities
—t - . 251.00
58178705 B, Oliar Incoms
2 111, Total Revenue (I + 1)
IV. Expenses
ing good secondary market for det Emplovee benefit expenses
ted by the banks, LIC and the RBL Finance costs
e up a part ;rs:ﬁﬂ Depreciation and amartisation expenses
fed ifs equity in STCl in a gradual manne Provision against loans and advances
TN g T Y VIL. Profit before tax (V + Vi)
. VL Tox expenses
camury bils by avo08™ | ) Curet
ower and as 8l || G Prafit for the yeer (VLVID,

'l‘ﬂ' ) '—ﬂ;,.:f":i-‘.‘rl‘ql-':lu iy T,
1 ' A '
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Indion Money Market

n.:;'_mll_éﬂl 17 A]'lm'l.mt in {?ﬂiln lElh:qy (d) Long term loans and advances 90.760.33
- le:h.. zm {e) Other non-current Assots 4
b 1,20,983.11
2. Current Assets
38,000.00 {a) Curvent Investments 0.00
75,688 81 (b} Inventories 15.740.18
. . (e} Tradde Recivables 091
c) Money received against share warrants (d) Cash and Cash Equivalents 2919.79
money mm 3 {e) Short Term Loans and Advances 21130992
hﬂ"“ 1.13.688 8] |
= = {f) Other Current Assets 1318.16
Total 2,50,788.96
SL33.29 Gross Total 3.71,772.00 |
00
£79.49 [Source: Website of STCI)
104.005.82 Characteristics of Indian Money Market
The Indian money market suffers from a number of defects. the prominent of these ane as follows:
1 40.980.02 (1) Lack of Integration
. The Indian money market is not inegrated one It is divided in two sectors, ie., organised sector
The activities of both the sectors are also independent and have no impact on udw&m.mnm
11,800.14 ﬂhmydﬂimhtnaﬁbﬁihanmﬂmﬂpmﬂhtmmﬂmdhm are
1.262 98 i m—qmﬂgwﬂmuﬂulmﬁﬂhsmmﬂ“
1.54,077.44
3,71,772.07
2 223.04
13.9
26,62521
128323




Financial Market Operations

from some defects, such as, too many concessional rates of 'interest, mmparatiue.f]y low
government securities and improper lending and deposit rates fixed by the commercial b/,

(4) Absence of Organised Bill Market | -
Although the commercial banks purchase and discount both in!and and*fﬂmlgﬂ bf”{‘ 0 2 Jy,
extent. but still there is absence of organised bill market. De:spite the :nh@udﬁn an limited b oy
under its scheme of 1952 and 1970 the same scheme failed to popularise the bill marie; |
The major reasons which may be assigned for the poor dweloprqent of the bill market ar, |,
uniformity in commercial banks and the popularity of the cash credit system.

(5) Inadequate Banking Facilities
The Indian money market suffers also from inadequate banking facilities. Rural ba:]}«_ ing net,,,
in India is still underdeveloped. In India, we have a branch on an average fc_;r roughly 12000 .
Due to this drawback, a huge amount of small savings is not mobilised which needs to be ..

for its productive uses through the expansion of banking facilities.

(6) Seasonal Stringency of Funds and Fluctuations in Interest Rates

Indian money market faces seasonal stringency of funds. It is because of the reason thz: -
being an agricultural country has to face huge demand for funds during the period of October +- . -
so as to meet the increased requirement of agricultural operations. Due to the reason, the interee -
also increase. But in the slack season, the demand for funds falls down and ultimately the intere- -
also falls down. These wide fluctuations in interest rates are not favourable to developmental 2

of the country.

Measures to Reform and Strengthen the Indian Money Market

The RBI and the government have taken various measures to strengthen the Indian money mzr-:
in the recent past. Some of these are as follows:

(1) Remission of Stamp Duty

The government removed the major administrative constraint in August 1989 by remitting
stamp duty on usance bill. However, this measure has not induced use of commercial bills. '™

experts feel that government’s decision to remit the stamp duty alone cannot bring the required e
till the cash credit system is discouraged in the country,.

(2) Introduction of New Instruments

Since 1990s, a number of new money market instruments have been introduced. These e
182-day treasury bills, certificates of deposits, commercial paper, 364-day treasury bills and reP””
These instruments have given a boost to the Indian money market.

(3) Deregulation of Interest Rates

The RBI has deregulated the money market interest rates since 1989. This was another ‘:'L_:-
towards strengthening the money market. Again as per the recommendations of the Narsim"™
Committee the interest rates were deregulated in 1991, The banks and financial institutions **

!
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Primary Market

Introduction

A market for long-term funds is known as capital market. But in broader sense, it also includes
market for short-term funds. For a common person, a capital market means “the market for all the
financial instruments, short-term and long-term, as also commercial, industrial and government
paper”. It means, in a broad sense, it embraces the money market also. Because the commercial,
industrial and government papers are the constituents of money market.

Definitions

1. According to PK. Dhar, “This is not a market for capital goods, rather it is a market for raising
and advancing money capital for investment purposes.”

2 According to Francis Cherunilam, “The term capital market is used to refer to the market
for long-term loanable funds as distinct from the money market which deals in short-term
funds.”

3. According to M.Y. Khan, “It is a market for long-term funds. Its focus is on financing of fixed
i vestments in contrast to money market which is the institutional source of working capital
finance.”

4. According to V.A. Avadhani, “Capital market is a wide term used to comprise all operations
in the new issues and stock market.”
5. According to H.R. Machiraju, “The capital market is the market for long-term funds. Capital

markets discharge the important function of transfer of savings, especially of the household
sector to companies, governments and public sector bodies.”

Nature of Capital Market

The nature of capital market is as follows:

1. It consists of a number of individuals and institutions that canalise the supply and demand for
long-term capital and claims on capital.

2. It has three important components, namely, the suppliers of loanable funds, the borrowers
mdﬂmmmedmmdnlwﬂhﬂmhndmmﬂwnmhmﬁmdﬂmmmf%_
other.
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ancial Markel Uperaiions

o , tional investors and the government are the Main <
3. The individuals, corporates, institu : e _ s
of funds to the capital market. The demand for capital comes mostly from agricultyre. Inltiull,h

market were almed at enhancing the effici
trade and the government. . : also ety impact of various ref L eency, safety, integrity and ransparency of the market. The
4. It not only deals with the issue of new claims on capital, but deals in Existing r U5 Telorm measures could be se

‘ ket is the marketability of securities g claims.  capital market" ®n in the primary as well as secondary segments of the
_ The efficient working of the capital mar s e 1bility since ;
: wnu:i be reluctant to make loans if their claims are not easily disposed off. Vesty Nature of the Indian Capital Market

)portance of Capital Market The nature of the Indian capital market is as follows:
po 1. The Indian capital market consists o vl el _

The importance of capital market is as follows: 2 Thedaniesi e pritie ! | |
: p organised sector i mastly for .
1.'Ihecapi‘tahmrkﬂ'tmﬁamyusﬂﬂﬂpurpﬂseasnponlsﬂ?emplta[rﬁnurcesﬂfmegm& . of the demand for funds in the unorganised market is for productive investment, a large part

and makes them available to the enterprising investors. 3. The demand for funds comes mostly from comporate enterprises, government and semi-

2. The well-developed capital markets augment resources by attracting and lending funds or, government institutions.

ihdhiat soude. ' 4. The supply of funds comes from household savings and instifutional investars, like banks,
3. A developed market can solve the problem of paucity of funds needed for developmen ok ;:r'lr‘::g:;n;ge I:rf::t;insumnr:e comparies, finance corporations, government and international
4. A developed capital market provides ample profitable investment opportunities. b The dtas mpim- ket L wod by the of seultiplicity of isdesst solest
2. A developed capital market became a necessary infrastructure for fast industrialisation, exorbitant rates of interest and lack of uniformity in the business dealings.

tons E.ﬂwmw&mDIMEﬂmmisaimmhﬂmmbimuamthdmmh

unorganised sector i almost outside the government control.
The major ﬁmdjnmpuimnudhyacapiﬁlmmketare:
B mobiive s fineuicial T, Role of Capital Market in Industrial Growth

ETnmhwmmmhmtﬂﬁﬂupﬁmdeﬁdtinreq' | b The capital market played a crucial and vital role in the Indian industrial growth. These are:

economic growth at a faster speed. (1) ﬁmmdlﬂuhﬂmmmmm&mhhﬂﬂﬁ
3. To effectively allocate the financial sector of the economy. The existence of such an institution encourages people o invest
" = B the securities of corporate. Thus, it helps in stimulating the industrial growth and economic
IHIInElpltﬂ Market development of the country.
| (2) Mobilisation of Savings and Acceleration of Capital Formation: In the developing
mmwmmhﬁmﬁm . . countries like India, the rate of savings is much lower than it should be. This market heips in
2. The growth of Indian capital was underdeveloped and was not in the mobilisation of small savings from the various sections of the society. Thus it accelerates
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As per the syllabus, we have to discuss only the securities market
secondary market in particular,

N general and mt

The securities market is divided into (i) the gilt-edged market, and (ii) the corporate S0
miarket,

|. Gilt-edged Market or Government Securities Market

Prirnary Market

6. The government exempts the interest on these securities from income tax, subject 1o the limits
under the Income Tax At

7. Investment in these securities is exempted from wealth tax subject to the limits specified in
Wealth Tax Act.

B. Marketability of securities of state
to be limited whereas the central

marketable.
9. Government securities have a fixed maturity period.
10. RBI purchases the unsubscribe portion of the securities.

11. This market is limited to institutional investors. In December 2001, the RBI allowed individuals
also to buy government securities.

12, It is an over-the-counter market and each sale and purchase has to be negotiated separately.
13. RBI deals in these securities only through a very limited number of brokers approved by it.

14. On 26th December, 2002, the RBI proposed a system of retail trading in G-secs through SEBI
registered brokers,

the FII limit in Government Securities and Treasury
2 girl‘h']tinﬁﬁ sy Ebfmimmﬂfm $ 2.00bn. The present limit is US $30.0 b,
Forms of Central and State Government Securities
These securities are of three types:
1. Stock Certificate
2. Promissory MNote
3. Bearer Bond
&c&mﬂﬁaﬁmnﬂwpmuhrm'muﬂhmhﬂmmlﬂm

governments and semi-government organisations is found
government securities are the most liquid and are easily

' L nment securities are in the form of promissory notes.
N e in India. Most of the gover
Mml Wrpose lﬂun of Government Securities |

Participants in Gilt-edged Securities Market
 The following are the participanis in the gilt-edged securities market



AP CAN A PR e el o i 1 et
ht to retain oversubscript;
: Government has a g on y,
wmumﬂﬁg I:J-.;h :pplicaﬁcn to the office of RB:r or brsatmt:hz of SB!,L;;
t securities, the oversubscription to the agangs o m:It? s SVernme
e Stat;{ﬁign:;; securities of another State Government whose securities are still gpg, fy
can be transte

' ire of the investor.
subscription, depending upon the desire 0
p part is taken up by RBL. RBI also buys these securi,

i i bscribed, then that ik

If the issue : nﬂtn:ilgeind leaves a small portion of these securities in the market to be pa; do
ﬁﬂm 1?'12 EEEG”T:W aseis known as 'gruumillg*_ *Sﬂﬂtﬂhﬂs’ means thE'pUrﬂhaEE F]f.ﬂ.ne SECU}"]&‘;
mﬂgﬁi& Gfligﬂﬂ‘lm‘. This operation helps the investor to improve the vield on their investmey, X
RBI fixes annual quota for the switch fransactions of each bank.

: as also been started in government securities since June 2, 1992 |y th
systeT;]E ;:ﬂmsﬁ written quotations for a certain amount which is_ restricted to “Uﬁﬁej
amounts. The unsubscribed portion of the notified amount devolves on the pr“lmary-d[galm or Ry
either of which conducts the auction. Auction may be of two types, i.e., mU']tll:llE price auction ap
uniform price auction. In multiple price auction, every bidder gets allocation according to his b,
and the issuer collects a premium from all bidders quoting lower than the cut off yield. Under unifor,

point of time. In case of
to a certain percentage. One can

Primary Mark:

T I
(iii) Sale should be effecteq by banks only if they h the rities i th
ave Securities in their portfolio either in

physical form or in SGI_ account

(iv) Bank has to deduct the
Liquidity Ratio assets,

The RBl issues quidelines/instruct; .
circular issued in July 2015 has mmuﬁg:::ﬁﬂm fE’railmg of securities on various dates. The master

1. Banks are free to buy and sel| Governmen

corresponding amount f
om its investment account and Statutory

2. Banks shall not undertake ready
bank clients,

3. The retailing of Government Secyri:
: curities sh - ;
emerging out of secondary market h'ansa:hl:iibe on the basis of on going market rates/vields

4. No sale of Government Securities should be affected by banks unless they hold the ities
securi

in their portfolio either i : ! g
RBL o eifher In the form of physical scrips or in the SGL Account maintained with

price auction, competitive bids are accepted at the minimum discounted price determined at 5. Immediately on sale, the corresponding amount should be deducted by
the bank from its

‘auction, irrespective of the bid price. investment account and also from ifs SLR acsete
Trading Procedure 6. Banks should put in place adequate internal control checks/mechanism in this regard
Transactions in the gilt-edged securities are done in the following ways: 7. These transactions should be subjected to concurrent audit as per RBI's extent i i
(i) Direct sales through vouchers, and should be looked into by the auditors at the time of bank’s statutory 5m.m:lit_ -
{ii} Through securities general ledger (SGL) accounts, and Current Position
(iii) Through bank receipts. The secondary market transactions in government securities are outright fransactions and repo

::J:acﬁnns. The outright transactions in central government securities were of T 3,07.645 billion
government securities were of ¥ 12,740 billion and B o %
2016-17. n and freasury bills were of ¥ 18,840 billion in

(i) Direct Sale: Dmctsah is done by Public Debt Office of RBI. It specifies the amount of loa
aﬂﬂndqshrmhmuﬁedays,memmhadtnmakeanappﬁcaﬁun in the offic:

(ii) ﬁ?ﬂ w SGL Accounts: In this method, the transactions are recorded as book entri
sidim $ !:h h::;;m the date of fransactions. The value of transaction is also enter
! h mainiains an SGL account with RBI on account of the Cents
Government e securities. Selling banker has to fill up a prescribed SGL form and has lodgedi

Primary Dealers and Government Securities Market

Hmmmammﬂm@mmmmmmmmmuhﬁgam or functions
in memMFm&mmtmmmhﬁﬁcMMamdm
dealers was first established in the US in 1960. It was introduced in India in 1995. Some advanced

and investor base, the role of PDs in developed economies is losing

ystem has confributed to the development of a deep

]

-
N

aPD



ons , i
Fanancial Market Operdti helps in reducing concentration of ,,
: o d and thus heips Eﬂ}ﬂ'}
widely distribute x
economic power.

ong the applicants on non-discr iminﬂt”? basis.
4. The issue i allotied amons arket is avoided, thus minimising the artificia jq
5 Avtificial scarcity of shares In the m ng

prices of new flotations.

Disadvantages

The main disadvantages of this method are:
1 T}mmmpmmhastnhearﬂwpuhﬁdwm. ;
2. The company has fo incur floatation costs, like brokerage, underwriting exp enses, efc.

company inistrafi i t of printing the
. also has to incur administrative costs, like cos Prospeciys .
- Eﬂrfer documents, postage, other administration costs, bank charges, eic. ang

4. The company has fo bear legal costs, like stamp duty, registration fees, etc.
5. This mode of issuing securities is beneficial only for large issues due o these high cogts

Current Position
Current position of the issue of capital through prospectus is evident from the following table:
Table 1. New Capital Issues by Nen-Government Public Limited Cos. through Prospecty

3. The issue gets

llpt[

Table 1 (X in billion
| Security and Tupe of Issues 2015-16 2016-17
| 1. Equity Shares 87 240 116 303.6
2. Preference Shares = =

| 3. Debentures - -

— 03 271 15 293.3

{i) Convertible -

15 2933

E: b
k . _ = =
[ s = = o
m T P e e
P gl : : R R R e i o
o - = Bl 'S
| B e A e A S
4 .

il
.........

= -.-..'--.‘-.-.,-_! :,-_--—.-"'**:f-if FeTy - - -'.+ -
C2%es whe ﬂ?’;tﬁw

Primary Marke
Advantages
; 1‘29 185uIng company saves itself from hassles invelved in selling the shares
e company is saved f ‘
i U various expenses, such as advertisement, underwriting expenses,

3. The company need not issue prospectus.
Disadvantages

The issue houses sell the shares to the public at a higher

of intermediaries. The compan y does not get anything
expensive,

price and the difference goes in the pocket
@xtra. Moreover, this method s comparatively

Current Position: The current position is give in Table 2.

Table 2 (¥ in Crore)
Stock Exchange 2014-15 2015-16
BSE 12,670 7,980
NSE 16,298 11,802
Total 28,968 19,702

(Source: SEBI, HBS-2016. T.15)
C. Private Placement

The private placement means the direct sale of securities by a company to institutional investors or
the issuing houses directly acquire the securities from the issuing company at an agreed price and then
they place the securities with their investor-clients (individual and institutional). The intermediaries
play the vital role in preparing an offer memorandum and negotiating with investors.

Advantages

1. Private placement offers access to capital more quickly than the public issue.

2. The company does not incur costs relating to issue and fhus company finds economy in issue
expenses,

3. Private placement ensures confidentiality for private limited companies and dosely held
public limited companies which do not make public issue for fear of takeover. institutional

s

% Those shares in which public shows no interest can be sold through private placement.

B panies may be too small to afford a public issue. In case. they need money,

-I
e

-



Financial Markset Operations i el wers - under a bonus issue on securitiey heid;
(c) 1f the securities to the filing of draft offer document with the g, "

dummﬁmyﬂ t
further subject to the following: . ‘
sequrities are Issued tuffmmmvﬂandmampmmIn exis
i ﬂdmmdﬁﬂnmﬁ year of filing the offer document with the Bﬁd?ﬁ
profits of the issuer. aliy
(7) An lssuer making an [PO may obfain grading for such offer from one or more credit g,
mmwmwm- :
Conditions for Further Public Offer

As per regulation 27 of SEBI (Issue of Capital & Disclosures) Regulations 2009, The condjge,,
for further public offer are as follows:
(1) An Issuer may make a further public offer if it satisfies the conditions specified in clause (d) oy
(e} of sub-regulation (1) of regulation 26. If it does not satisfy those conditions, it may make a furp,
public offer if it safisfies the condifions specified in regulation 26(2).
E. Right Issue
According to Section 81 of the Companies Act, 1956, fa company wanfs to increase its subscribed

:wwm&hﬂum-ﬁhm?nm from the date of its formation
hhiiﬂm it Imh_uﬁ'a- shares at first to the existing ﬂmhnldanul:im:;

Primary Market

5. It provides an opportun|
invest in that company with which

they are well conversant
Demerits

ty 1o the existing shareholders to

This method suffers from various limitations also, These are

1. This method can be used only by those companies whose shares are already in the market

2. The issue remains limited up to existing shareholders anly
3. This concentrates the wealth and ecanomic power n few hands

Right lssue in India
The position of right issue in India is as follows:

Security and Type of Issue

1, Equity Shares 87 ]
2. Preferences Shares — =
3. Debentures — — =t =
{i) convertible = = . o
{ii) non-convertible — _— = L
4. Bonds == == = =

(Source: RBI Bulletin, Appendix Table 30, May, 2017)

SEBI Regulations 2009 for Rights Issue

These regulatiofis are as follows:
1. Record Date (Regulation 52)
(1) A listed tssuer making a right issue shall announce a record date for the purpose of determining
the shareholders eligible to apply for right shares.
(2) The issuer shall not withdraw right issue after announcement of the record date.
IF it with the right issue after the announcement of record daie, it shall not make an
6 ki the ight e afr hospocuncimentofeond de. 4 et ok 2




p— \etter of Offes, Pricing and Perlod of Subscriptiq, Primary Marke

11, Letter of offer Abridged VI. Utilisasti
54) dispatched through registered post or speeq T et It Inons Ranlitio )
{etter of offer <hall be Post 4, The issuer shall utilise funds collected th :
(1) The abridged sl i fore the issue. ey rough rights issue after the finalisation of the hasis of
The shareholders who have not received the application form may apply in writing o, i BB e
2) The okde o T . F. Bonus Shares
paper along with required ; Bonus shares are those sh " :
e ot o, Thy s, L oty oy ot e e
application form for any purpose including re even if it is received subsequeny cash dividends due to inadimil cash rﬁ Sy but it is not in a position to pay
. : i, { e . then it may issue additional equity shares to the i
(4) Where the apphicafion is made on both plain paper and application form, the applicaty, shareholders in proportion of their existing shareholding without 4:i-|aurgi:1i‘::r an? ;ayment: It mﬁz
o v be i just a book entry subject to certain rules and regulations. Total resource base of the company does not
(5) The issue price shall be decided before determining the record date which shall be dejg,,.  change due to issue of bonus shares.
i i snsultation with designated stock exchange. _ There are two ways of issuing bonus shares to the sharehaolders. These may be:
{E]hridtmstaﬁbenpmfmmhmhﬂmhramlnimumpﬂnﬂd of 15 days and |, 1. By way of making existing partly paid shares as id without chargi
. wﬂmw shareholders. h'lﬁyp'“j e ’Em!fmm
(7) The issuer shall give only one payment option out of the following: 2. By the issue of fresh fully paid bonus shares.
(a) Part payment an application. But it should not be less than 25% of issue price. SEBI Regulations 2009 for Bonus Issue
(b) Full payment on application. These are as follows:
T;::Im Il:u: Rights Issue (Regulation 55) I. Conditions for Bonus Issue (Regulation 92)
{1} issue an advertisement for rights issue disclosing the following; suhjgﬂmmmwjﬂnmnl&c.zﬂ{IJ{cJuEmnpanmma}H.awiﬂmmmm

{8} The date of completion of despach of abridged letter of offer and the application fom  shares to its shareholders, if
{b) The centres other than registered office of the issuer where the shareholders or ¥ {a) Ithauﬂmﬁsedby&eaﬁd&sn[mxjaﬂmhrhsm:ﬁhm&dmmﬁ%dm

duplicate forms, 10 receive the tights entitlements may obtain duplicate copies of ¥ o ﬂg%ﬂhﬁyiﬁ;d . ﬁfﬁm;ﬁmﬂmﬁm
(e} A statement that if sharehg . . of reserves.
| mmmmimﬂgmﬁm e right shares and they ha%® 4 it hoc not defaulted in payment of interest or principal in respect of fixed deposits or debt
:'*n A format 1o ¢ He he wwmpﬂnpﬁpﬂhrmem. securities issued by it. 1
- parficulars such as ng :f'm“ le) It has not defaulted in payment of statutory dues of the emplogees, such as contribution 1
shares held, ledger folio numbx ratio of rights issue, issue price, number of e’ provident fund, gratuity and bonus.
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o ﬂw“ (Regula 15 days from the date of approval of issyy,  runmer collects the application forms along with application money one day earlier to the opening of

b ;
b the issue to the public from the institutional buyers and the :
% SC ' : derwriters, Prop should
: W‘ sha;ehnldﬂ-'i is necessary, then the bonus issue ::Ii'h maintained by the book runner and other intermediaries imﬂ:::d in thf:u-uk busaimc;im Th:
ol E.:mm.;hte'nimmﬂngnfﬂsbuardn[djm:ium. % records can be inspected by the SEBI at any time. . '

decision to make a bonus issue is aNNounceq The book building is compulsory for companies for IPOs which do not have specified track record
of profits, These companies have also to allot 60% of offer to Qualified Institutional Buyers(QIBs}
such as, financial institutions, banks, mutual funds, etc. The SEBI introduced the modified rules

yes . cash wt, ]jquidii‘y or Wﬂﬂ-ﬂing Capita) on September 5, 1997 for book-bullding exercise. The process of book-buildi
 bonus Hﬂﬂlﬂﬁm hd il applicable to 100% of the issue size in case of issue of ﬂ[ﬂ] CIOME OF more. I e Pt e

- compX e sl stal of the company is increased and as Guidelines for the Process of Book-Buildi
" : bonus issue, the share capital of th S Sch | o ng
(i) Bocause dﬁm e its abnormally high rate of dividend and still distribute the Sameamy (1) Lead Book Runner: The issuer shall appoint one or more merchant banker(s) as book

W runner(s) and their name(s) shall be disclosed in the draft red herring prospectus. There shall
— m B - off the | I for fulfilling their cash needs. be only one lead book runner and other merchant bankers appointed, if any, shall either be
ﬁwmm ; £i Seael Shatid co-book runners or syndicate members.
(i) The sharcholder's income in future will increase because of Increased share olding, d , . :
' M i B e ies In tax brackets. since on sak of (2} Syndicate Members: The book runner(s) may appoint syndicate members.
ﬂmmmmhﬁﬂﬁﬂmdﬂm Eiha: afa male lower ﬂ'la;'j et et te (3) Underwriting: The lead book runner and co-book runners shall compulsorily underwrite
hares there may be only Capi On o the issue and the syndicate members shall sub-underwrite with the lead book runner/co-book
incomes. runners. The details of final underwriting arrangement indicating actual numbers of shares
Disadvantages underwritten shall be disclosed and printed in the Prospectus before it is registered with the
3 i Registrar of Companies,
wmmahﬂmu: (4) Agreement with the Stock Exchange: The issuer shall enter into an agreement with one
fi) The market price of the shares falls in the market due to increased supply of the sha or more of the stock exchange(s) which have the system of on-line offer of securities.
. hmmw the shareholders in the form of bonus shares sometin (5) Appointment of Stock Brokers as Bidding/Collection Centres: The book runner(s)
e ---_'Wﬂﬁ:::“mmﬂfmﬂ shares. syndicate members shall appoint stock brokers who are ml:r: Ec:; the m:ng:;wd stock
2 12 idend in decreases as the capi : to B8 and regi with the Board. They will be appot purpose of accepting
ﬁi BN Bt e company Increases due Wmﬂihmmmhmmmmmmmm

Sy inted jally ble of honouring their commitments arising out of defaults of
Jmpany increases due to issue of bonus shares. mm it
ce Band: The issuer may mention the floar price or price band in the

r s Fpegt FLLE

]

= onts not to make the dischosure of the price band or floor price in the

ol . 2 shall ako be disclosed in the red-hernng prospectus:

band, as the case may be, shall be disdosed

” -iﬁnﬁ&}mumﬂwﬁg
before the opening of the bid;

ot be more than 20% of the floor of the band.
ing the bidding period in which case the maximur



ig form and hevision P‘Pﬂlicaﬁﬂm
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'ﬂfﬂvﬂll.IEnfa't

. Ly )
Onary b,._.‘&;& .1:

e inestors hall be permited for allocation up to T 10 oy
o 4 raximim of 15 such investors shall be permitted for allocatiq,, |
o s LWEI!@M aubject to minimum allotment of T 5 cror l:?;

o I {mmnmﬁmumnfﬁmﬂhlmﬁtﬂmﬂndam-
. mﬁmm upto ¥ 250 crore and an additional 10 such in::h'
for cvary odkdifional 2 250 crore or part thereof, shall be permitted, subject to a MYy
 atmentof €5 core pr such veso
 shall be available to anchor investors for allocation/allotment. '
~ {v) One-third of the anchor invesior portion shall be reserved for domestic mutual fund
{vi] The bidding for Anchor Investors shall one day before the issue opening da

i) open Y Pening date
(vil) Ancher Investor shall pay on application the same margin which is payable by o
ME;TM balance, if any, shall be paid within two days of the das:

viii) Allocation fo Anchor Investors shall be completed on the day of bidding by Andr

- 1) lfthe price fixed 2 a result of book building is higher than the pri : |
i ; price at which the allocaly
- ._pmm ﬁ:m the Anchor Investor shall bring in the additional amar

ﬁhﬂﬁamtltufbmhhuidhgialnwﬂmnthe i e
i N pnm a‘t Ii
: hdmhm:,the excess amount shall not be refunded

= ﬂttc!mrm_ nchor Investors and the price at which the

sble in public e merchan ‘banker b

s e -

.....

Primary Market

H.egilstmr to 155!.1+_E and Share Transfer Agents or Depaository Participants, Applicants who are
qualified institutional buyers shall place their bids only through the stock brokers who shal
have the right to "-r_ei thl_é bids. The bidding terminals shall contain an online graphical display
of .:!‘m:narl'ld_ and Ih:d prices updated at periodic intervals, not exceeding thirty minutes. The
mltm]_md:wduai investors may either withdraw or revise their bids until closure of the issue.
Bidding shall be kept open for a minimum of thres days for all categories of applicants.

(12) Determination of Price: The issuer shall, in consultation with lead book runner. determine
the issue price based on the bids received. On determination of the price, the number of
specified securities 1o be offered shall be determined. Once the final price (cut-off price) Is
determined, all those bidders whose bids have been found to be successful shall be entitled for
allotment of specified securities. Retail individual investors may bid at "cut off” price instead
of their writing the specific bid price in the bid forms.

(13) Registering of Prospectus with Registrar of Companies: The final prospectus containing
all disclosures in accordance with the provisions of these requiations including the price and
the number of specified securities proposed to be issued shall be registered with the Registrar
of Companies.

(14) Manner of Allotment/Allocation: Allotment to non-institutional investors and qualified
institutional buyers other than anchor investors shall be made proportionately. The allotment
to retail individual investors shall be made as referred to in sub-regulation (1A} of regulation
50 of SEBI Regulations, 2009. In case of under subscription in any category, the under
subscribed portion in that category shall be allocated to the bidders as per disclosures made in
the red herring prospectus.

(15) Application for Listing: The issuer may apply for listing of specified securities on a stock
exchange other than the stock exchange through which it offers its specified securities to public
through the on-line system.

{16) Maintenance of Books and Records: A final book of demand showing the result of the

aﬂmﬂmwﬂzaﬂhanwnmhmdbyﬂmhudbmhm.mwmmmuﬂm
hmmmﬂmwmmmpmﬂmm&hm

vant:



H. Stock Option s 3 voluntary scheme which
[Emmﬂndwﬁm eNcey,.
Oli:"u&'.hﬂlﬁ mﬁﬂmhwmbﬂmimﬂm%t:;
partici mﬂmhﬁ“ﬂfﬂwwmﬁ' software mmﬂv':r;_:

listed on any siock exchange may offer securities

avceed 1% of the paid-up capital of the comp..,

e companies are free o devise the ESOP including the terms of payment.

" higher of he ollowing:

() Theweeky aver
" thestock exchange during the previous 6 months;

" asock mm the two weeks mtﬁng the relevant date.

D IM Ilﬁm fors shall disclose the details either in Directors Reports or in annexun

. -‘- - :-_!-! 4] ’r

following wﬁad conditions. These conditions a,_, :
A Immﬂh h}w and the part-ime directors under Eers

muﬁmmnww““ be made at a price not less than +,

weekly average of high and low of the closing prices of the related shares quoied:

 The weekly average of high and low of the closing prices of the related shares quoted -

Iﬁﬂﬁiﬂmﬁ I'l-l'lllﬂﬂﬂ for Indian software companies were announ
‘overseas working directors are o non-resident and resident permanent employees T
- companies fo offer are also eligible under the scheme. This scheme enabled &

oo “Pﬂ_mtﬂb’“:.Tﬂh international companies. The issuing comp
the scope of the scl ru_i.lﬂ‘i of its paid-up capital. On June 16, 2000, o
9pe of the scheme for isue o foreign currency convertible bonds **

1. 20% for mutual funds;

2 24% for Flls;

2 9()% for financial institutions; and
4. 10% for employees.

Advantages
The advantages of BODs are as follows:
1. It saves time and cost of the issuing company as it eliminates retailing.
9 They are cheapest and quickest source of finance for small and medium companies.
3. [t also helps the entrepreneurs who are not confident enough to raise the funds directhy.
4. The investor is also benefitted because the merchant banker would not risk his capital unless
a proper appraisal of the project has been done.
5. The gains for the merchant banker would be handsome, if he selects proper issue and prices

attractively.

J. Grey Market

The trading in security
oters of the company sel

actually ilegal.

K. Qualified Institutional Placement
It has been decided to introduce an additional mode for listed companies 1o ralse funds from
domestic market to make Indian markets more competitive and efficlent. This mode is known as

Qualified Institutions Placermnent.

(i) Issuer: A company whose equi
having nationwide trading termina
of minimum public shareholding of the listing agreement
domestic market by placing securities with Qualified Institutional Buyers (QIBs).

Sacurities which can be issued

hefore it is officially listed is popularly known as grey market. In this, the
| the shares 6 to 8 months before the actual public issue. Such sales are

..........



Shares: Under cumulative

Pﬂfﬂﬂﬂ . - f
cumslative and Nosewmtloth® 0 o/ qrers of dividend in the years .

shares Wh‘“ﬂﬂnﬂ other hand, the holders for NON-Clymg,

e has mﬁmw of dividend in next yeays u

ghares do not have any iions of the issue or in the articles of the COMpapy

be made clear in fhe ferms H‘rdmmmﬂd *lative. If nothing is stated, then these shares o, ¥
: ot

Preference Shares: If the preference shares can )
il

mmﬂnlﬂ ST after a fixed period of time, then these shares 5

On the opposite side, if the amount of pPrefere
called 25 M‘! ﬂd“'“ﬂ; chareholders in the lifetime of the company, such sh:;:

shiares is not fo be paid back to e

are called as prefer Shares: If th
e S and 5 E Shamhﬂ]dlﬁﬂ
(§##) Participating S it o port in the additional profits in addition 1o ¢,

R ey e are called as participating preference shares. In such cay
M *ﬁhﬂ hareholders will be paid at a fixed rate and then the ﬁﬂ

- gharchokders i'ﬂﬁﬁ'iamﬂt rate. If still any balance of profit remains, then the
 chareholders will get some more part of profits as dividend. The rate of the additional dividen

s determined at the fime of issuing the preference shares. But in other case, if the prefereny
sharchakders do not have any right to participate in the additional profits, such shares a:

(i) Convertible and Non-convertible Preference Shares: If the shareholders have the i
15 get thelr shares converted into equity shares after a cerfain period of time, then thes
. hﬂ#ﬁﬂmmm The period and conversion ratio must b
miade clear in the Articles of Association or under the terms of issue. On the other hand, if
?T. ot 1o be converted into equity shares, then those shares are called
. -y Preference Shares: The preference shares on whid

"ene § guaranieed, those are called as quaranteed preference shares. Th

Primary Market
(ii) Claims on Iln:ume: Preference shareholders have the preference in relation to dividend
over the equity shareholders. They get fixed rate of dividend. There is no statuto obligation

to pay dividend to non-cumulative preference shareholders. Even in the r:aﬁeryu[ income
they cannot compel the company to pay dividends. But in the case of cumulative preference
shares, it becomes obligatory to pay dividends on such shares. If the company does not have

sufficient profits in any year, then the company will pay all : _
il has sufficient profits pany will pay all such dividends in the year in which

(iil) Claims on Assets: The preferenice shareholders have prior daims on the assets of the
company in comparison of equity shares in case of liquidation. But the company does not
keep any asset as security with the preference shareholders. It means that the preference
shareholders will be paid prior to equity shareholders, if the assets remain after paving off the
debentureholders.

(iv) Controlling Power: The preference shareholders do not have any right to parficipate in
the management of the company normally because they don't have voting rights for the
appointment of directors and in other matters. But they have the right to vote under Section
87 on some specified issues which directly affect them

C. Deferred Shares

These shares are also called as founder shares. These shares are fssued fo promoters or founders
of the company for the services they provided to the company These shares are issued in small
denomination. These shares carry voting rights and therefore. the management of the company
remains in the hands of promoters. ﬁememﬂmmdﬂmtnﬂdEMHﬂm
Companies Act, 1956 has put mm:ﬁmmﬁemdmuwufmarﬁanmhi:m

CDI'HPHJI'_-.I'.
D. Sweat Equity Shares



& ity shares ﬁﬂ“ﬂhmﬂﬂé Mﬁﬁﬁﬁs:‘ﬁgig g Primary Marset
{ﬂ:ﬂ‘ miﬂﬂw gy ar a director will work i 1. The rate of voting right which the equity share capital with differential voting right shall carmy;
wddﬂ'ﬁ : o weat QUi is that an 4 o hir. The; at hjs b 2. The scale or in proportion to which the voting rights of such class or type of shares will vary;
WHW‘ It is one ﬁwﬂ:ﬁﬁ (sweat) and in another 552‘?1['&5 & 3. The shares with differential voting rights shall not exceed 26% of the share capital issued;
becat mwﬂﬁ?}mm shares are also issued with an obj D 4. The company shall not convert its equity capital with voting rights into equity share capital

Ve g with differential voting rights and the shares with differential voting rights inio equity shares
of emplovees. capital with voting rights. bty

. That a member of the company halding any equity shares with differential voting rights shall
£9n Hoited mml';:l“i";s B Beve s ki ) E:T;t:::dr::; :]:l:'luﬁ ah:lt;res,_ :IEI;I':;E Shar;:j 1’:3 same class;

. allows public shate el af 5 company lim ) e e equity with differential rights, shall enjoy all other rights to which the holder
Sertion 43 states that the share €ap S Whid is entitled except to right to vote. = =

2. Debt Securities

These securities are also known as creditorship securities. It includes debentures and bonds. The
X ) debt instrument of corporates, financial institutions and banks constitute a tiny proportion of the
dividend, voting or otherwise in accordance with suchrie  entire debt market. The predominant security in the debt market is government security. The details

[ ]

1] With diierential righs as to

" and subject to such conditions as may be prescribed. of corporate debt securities are as follows:
b) Preference Share Capital A. Debentures

. Amendments were made o the Companies Act, 1956 in 2000 regarding the issue of shares w# A debenture is a type of loan acknowledgement which is taken by the company from the public.
The debentureholders are entitled to get the interest at a specified rate on the face value of the

diflsrential rights by the campanies. Consequently, Section 88 of the Companies Act was omit
debenture. A company can issue various fypes of debentures. A debenture issued by a company is

:'l:""1 g e it :
ich Hiﬂhﬂw rights. For the issue of such shars, &
3 usualh.rh'j'l:l'befumaiaﬂaﬂﬂcate,giuenu:ﬂerﬂwﬂa!ﬂfthempany.Thmﬁadeb&nmreisawr'men

ral Government notified the Companies (Issue of shares with Differential Voting Rights Rule:
B M'mhhwwmmfmmﬂ[mdrimi&} admmuledgmmnfadebtmlmnbymemmpnnyas&mwhwedundﬁﬂw!-falc:fﬂﬁemmpan:.r.

ekt

A debenture certificate contains the terms of the repayment of the principal sum at a specified
date and the terms of payment of interest at a fixed per cent

According to Section 2{30) of the Companies Act, 2013, “Debenture includes debenture stock,
onds mwmmﬁﬂﬁﬂammm whether constituting a charge on the assets of the

company or not

i

e company has dstributzble profiss in terms of Section 205 of the Companies Actf
Tt eding the year in which it decided to issue such shares
s for the 3
e ristics or Features of Debentures
e zxmw.mhﬂﬁhmdamﬁm.MEamﬂmn
repaymer of principal sum at a specified date.
nterest on his debentures at a fixed rate, a3 mentioned in the
s macle, normally after every six months, whether the company

2
] |.I 5

s S ,hiﬁ:.&-u i
LR hoae il
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?L_i-_ i |WW al Primary Markes
Wﬂfwﬂ ; EFﬁd debentures: _ 4, Existing private/closely held or other existing unlisted companies with 3 track record of
A company may Issue {he . These debentures are those which are secypo consistent profitability, seeking disinvestment by offer to public without quf‘:arrrg fresh e:a;:a!_
} m or Mortgage Debentures: fixed charge or on all ifssets of the Cﬂmp;m_k' 5, Public issue by existing listed companies with the last 3 years of dividend paying track record.
) e ticulr asets O HHI'IHI'F In India, debentures have necessarily to be secureq 2. At par Value

In certain cases, the companies are not permitted to fix their issue prices at premium. These
companies have to issue the shares at par. They are for

o g Hﬂ. company. : 1. First public issue by existing private/closely held or other existing unlisted companies without
) w " =1 W debentures are those which are payable only 16 fhy 3 year track record of consistent profitability, and

: 1 called a floating hich :
Mﬂlﬂ_ﬂl mmdmmasﬂm&nﬁew are not give,
e treated as unsecured creditors at the ‘:nh"q

L ,,. wuﬂmﬂmﬁﬁmmm{d&dm a register of the company called, "Rege, 2. Existing private/closely held and other unlisted companies without 3 year track record of
: w . consistent profitability seeking disinvestment offer to public without issuing fresh capital
IMWM debentures are those which ::mﬂpayahle to “‘2 bearer or ha Allotment of Shares
o e a com 0es not
" ofthe deberture. These are ransferable by mere uifw pany doesnotkeeps  gppy roqulations clarify that the allocation of shares should be made under proportionate allotment
: mﬂﬁw _mddﬁmﬁ!ﬂ. 10 v method. The allotment for each category is inversely propartional to the over-subscription ratio. The
5\ Radeamebl 2, . Redeemnable debentures are those debentures which wil ; category will be made according to the number of shares applied for. The allocation will be made on

5 i ¢ Debentures: : : ;

: mhhm at the end of a specified period or by instalments during the lifefy proportionate basis and will be rounded off to the nearest multiple of 100. If the shares allocated on

ﬂhm a i natebasisManycatﬂgurymmummanﬂwmmaﬂmedmmpﬂnmmtan
3 _ble or Perpetual Debentures: Iredeemable debentures are those debentu the balance shall be first adjusted against any other category where the allotment of shares is not

e ﬂ'lﬂwbﬂﬂﬂm during its lifetime. These debentures are repays sufficient for proportionate allotment in that category. The remaining shares after adjustment will be

: ‘j’w at fhe fime of liquidation of the company. added to the category comprising of applicants applying for minimum number of shares.

a .;" : Hﬁﬂmu{ﬂm:ﬁ decl?fentl.u'es are fﬁx;ren an option to cs:mumfm Intermediaries in NIM

g ‘or preference shares at a stated exchange a certai iod. . ; : it

ok i LD ﬂnmnberﬂ[aggnciﬂand 1r.5ﬁtuﬂqmpiayamﬁmlm1emtlwpmcﬁsﬂflﬁueﬂfmm

The major intermediaries of the new issue market are as follows:

Sy .wi"’” comporate sector to device new debt instruments for raising i 1. Merchant Bankers/Lead Managers

i ial scenario, A discussion about thest® L4 i< ave known as “accepting and issuing houses™ in the England and as
“mmm*mmmmm:mmmﬂmmmmawm
ﬁwﬂmmwmmgmmmmmmmmaﬂummm

-t lending mmrmﬁmmmw.mmmw
. oo for new and old companies, etc. It is now
hgmdﬂﬂbu‘haﬁhuu:ﬁminguhu:l
This has been explained in detail in chapter

] B )




Frimary Marike

Financial Market Operations
(i) The controlling branch of the banker to an issue has to submit a daily Statemep; %
company/registrar 1o an issue, ", 5. Debenture Trustees

(i) The banker has to submit the needed information to SEBI as and when requireq oy A debenture frustee is a trustee for trust deed required before issue of debentures by a company

fiv) A banker to an issue is duty bound to inform SEBI about any RB| action taken ﬂg;,-b Eﬁl made compulsory to appoint debenture trustees to safequard the interest of debentureholders
., in the company.

regarding issue payment.
(v} A banker to an issue has to maintain books of accounts, records and dogy, Ments For protecting the interest of debentureholders, the reforms in the direction of creating debenture
afl matters: Perfa,  trustees, vesting them with more powers, eic, have been made. The requirements in respect of

debenture trustee are as follows:

1. In case of issue of debentures with maturity of more than 18 months, the issuer shall appoint
a debenture trustee.

2. The names of the debenture trustees must be stated in the offer document,

3. A trust deed shall be executed by the issuer company in favour of the debenture trustees
within & months of the dosure of the issue,

4. Trustees to the debenture issue shall be vested with the requisite powers for protecting the

4. Registrars to an Issue and Transfer Agent

The company registrarship is a hi essional service i ; ~ .
ﬂwhﬁnmmhemfmbvﬂum?siﬂw:: seavice involving minute attantoy to

(i} Maintenance of registrar of members and index of members,

{lﬂﬁemandﬂmnfd:mmﬁﬁmtes.

(v} Preparation and despatch of all dividend and interest warrants,

interest of debentureholders including a right to appoint a nominee director on the Board of
the Company in consultation with institutional debentureholders.

5. The merchant banker shall file certificates alongwith draft offer document from their bankers

(v} Despatch of nofices ,
Mhddmsma-:dmnm' annual reports and other company communication & to the SEBI that the assets on which security is to be created are free securities and the
[wi) "ﬂm'hng in preparati L necessary permissions to mortgage assets have been obtained.
every year, of statutory annual returns to be filed with the registrar of comp 6. The debenture trustee shall ensure compliance with the following: :
(i) Assisting the company (i) The lead financial insﬁh:ﬁunfimf?ﬁmen::;gsdﬁmqﬂn hg;ﬂf monitor the pmg::s nmmspa:t
secretary in comp of debentures raised for project finance/modernisation/expansion/diversifi normal
and E'E"dﬂ]t‘.e 5';3 n any EEI'IETEII rnEEi]ng In matters of volting and L l:i!'p-ltﬂ] EHFETI-&IWIE . -
Wd“mhﬂmmh (i) mmmmwmmmmmmmﬁmmﬁwmmmmm
Share Transfer 3bﬂmmmm§y. (i) mmmmmam&mmMMsm .
(i) Maintajn m“‘“mu&mma " (b) In the case of debentures for working capital. certificate shall be cbiained at the end
records of holders 52 i
0 ol = f th company o o el ey yor. iy o R
T i .
Cmnq "T i i wﬂ“ implementation of the conditions regarding
ﬁn‘“‘- .
. Category I: Thoge

b has obtained a certificate of registration from
y -_: } _.: -?-;il_ - wmm all !EIE‘ ant matters
B e e expymert
v _!jgm“hn,
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d guilty of any economic offence.

1 I‘;.n.' _‘. _l.:__.__ ; :: .nf h‘ahn
 fee of 220 lakh at the time of reg .
er he ﬁﬂm ﬂhﬂ‘!ﬂﬂ' every three vears fo, r?r,;:

A ﬂﬂﬂ'w of the Board for :unﬁﬁuing i “
TS BT "-:'r:ﬂi; -I s or tituti

[
= o |
=\ T

ﬁg‘ I o : .'_zl"l--,ﬂ 3 take adequate steps for redressal of grievances of the iNveg,
* witin 1 monh of the date f receipt ofthe complaint

4, It shall maintain capital adequacy requirements,

Eligibility

The following persons are entitied to act as debenture trustee:

(i} A scheduled commercial bank carrving on commercial activity; or

(i} A public financial institution within the meaning of Section 4-A of the Companies Act, 1%,

The debenture trustee has to perform the following duties:

(i} To ensure that mdhEMHﬂaﬂmdmbyﬂm company.

(ii} To call for periodic reports from the company.

{fi) To camy out inspection of books of accountsrecords/documents and registers and ®

conditions:

(b) Where the annual turnoyer of the stock-broker

a sum of T 5000 plus one hundned Shcses 7 1 “rore during any financial year,
mﬂmfurﬂadlﬁnan:[ajwﬂr_ mmnmmmﬂfﬂll‘m Hinmdmﬁ
Conditions of Registration

ﬁmymgishaﬁunﬂmmadhyﬂwﬂwdumhrmmhhﬂnﬁihaﬂhemhhﬁh&nﬂmm

(a) The stockbroker holds the membership of any stock

(b) He shall abide by the rules, requlations :
applicable to him. s and bye-laws of the stock exchange which are

(c) %mmeﬁmmmm@mm.hfmm approval Board
for continuing to act as such after the change. - g

(d) Flesimllpayhﬁduarqubyﬁweﬂnmdmﬂwmmﬂumﬂum

(e) Hemaﬁmkeadaquateﬂepsimmdmanldgmmdmmnﬂhmm&
the date of receipt of the complaint

(f) He shall at all times abide by the Code of Conduuct
{a) He shall at all times maintain the minimum net worth.

Fees to be paid by Sub-Brokers

Every sub-broker shall pav fees in the manner set out belows
(2) Where a sub-broker was granted certificate of registration by the Board before August 1. 2006
(i) He shall pay a sum of 10,000 rupees for the biock of 5 financial years commencing from
April 1, 2007,




| Market Uperdici= | ievances, of the investors within |

o Vi Mﬁm #h‘ﬁdﬂl "ﬁﬂ Roard informed about the numhu:n

o S T SR, hm&hﬂdw t '
ﬁdﬂﬂf&h lnints reccived from such investors.

. ﬁ:ﬂmﬂ‘ ks 1-or being a member of a stock exchange fq, aff,
O lF iﬁhm“'m.xdmumhm e .
ey mniﬂlﬂﬂtbemﬂ“"&“ net worth of two CrOte
ﬂ;ﬂﬁfm <hall be valid for a pﬂbd of three vears from the date of its ic.
certificate of registration shall pay a non-refundable fee of 1 lakh npeq, |
; ?:cﬂl Mhmgumt m"“ mﬂﬂ“ of certificate of registration. Every portfoli p,,,
shall pay a sum of T 10 lakh as registration fees at the time of the grant of certificay, ,
; ﬁl £ fiolio manager shall pay a renewal fee of T 5 lakh upon grant of repe,,

Conditions for Portfolic Managers -
(a) ﬁ_:wiﬁwmh change its status or constitutions, it shall obtain,
approval of the Board for continuing to act as such after the change.
[b) 1t shall pay the fees for registration o renewal, as the case may be, in the manner provig
these requiations.
lc} It shall take adeguate steps for redessal of grievances of the investors within one month 4.
date of the receipt of the complaint and keep the Board informed about the number,
and other parficulars of the complaints received.
id) It shall maintain capital adequacy requirements at all times during the period of the cerifo
or renewal thereof
ie) It shall shide by the regulations made under the Act in respect of the activities carried o}
as portiolio manager
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with different expe
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2. SEBI should be the only requlator of capit i

T ; Al market
3. Provisions relating to Invester Education

the SEBI At 1997 in ]'.II-']I',J_J o I:_‘_rImDHT!m:'::rPHJEI'!IWIT Fund ([EPF) shovkd be included in

4. SEBI Act should by amended te

| provvide for stahutory |
protection, market operation and Handard siting RS }

5. All [POs be insured on the prineinle of 4

3 it} T | ,
on the risk study by insurance cOmDanies parly insurance with differential premium based

6. The SC(RJA be amended 1o facilitate ¢

rporatsabon of ek
governance of stock exchanges nanges and to ensure good

Rights of Investors
Rights of investors can be divided in twe sarts

(1) Rights as a Shareholder
A shareholder of a company enioys the following righis:
1. To receive the share cerfificates on allotment ar transler in due Sme

To receive the copies of Annual Report, Balance shewt, P & L Aic and the Audiion Report
To recetve dividends in due time.
. To receive corporate benefits like nghts shares and bonus shares., e
To participate and voie in General Meetings #ither personally or through proxies
. To inspect the minutes of the General Mewtings and 10 recanes i copees theneot

7. To apply to the Company Law Board to call or divect the AGM

8. To proceed against the company by way of chvil or ceminal proceedings

9, To apply for the winding-up of the company
10. To receive the residual proceeds.

oo e N

S ae Boaed (CLE! 10 investgaie nio e affairs of the company




Financial Market L/pertiitis

Problems of New Issue Market

The main problems of the new issue market are as follows:

. issue market could not mghjj
te Mobilisation of Savings: Thi? new | _ 'Obilise
(1) ;E::::;.sauings from the public. It has mobilised less than 10% financial savings of

itic tion of capi :
household sector for investment in securities market. A Iarge T;te ]acgmi:lj requlrem%
of corporates are fulfilled by financial institutions or through pr p _

(2) Underdevelopment of Merchant Banking: The wholesale market for new ssueg |
underdeveloped in India and merchant banking is in its infant stage. Therefnrej. the new Mark
cuffers from institutional and functional gaps particularly in terms of the new issue instrumey
Adequate attention has not been given to the technical, managerial and entrepreneyy,
aspects. Therefore, it may be said that merchant banks are not playing a developmenta| y,

and SEBI has not asked the merchant bankers regarding this.

(3) Diversion of Funds: The equity capital is more risky and with a risk aversion in the ng
issue market, funds were diverted from the risky market to less risky debentures as wel x
deposits with the companies. Companies have themselves shifted away equity financing 4
debt financing in the eighties.

(4) Problems of Investors of Semi-urban and Rural Areas: The investors have to senl
application forms to centres where banks are authorised to accept them and to incur hug
amount as bank-drafts, postal charges, loss of interest and collection charges for refun
orders. All these problems would amount to considerable hardship to the probable investos
particularly of semi-urban and rural areas.

Recommendations of Committee on Fuller Capital Account Convertibility
(Tarapore Committee )

Government Securities Market

(i) Over time, it would be preferable to progressively increase the share of mark-to-marke
category.

(i) Promoting a two-way market movement would requi itti ' freely

; quire permitting participants to ITe<

““ﬂ:ﬁﬂkﬂ short-selling. C'-{Il'ﬂnﬂy. only intra-day short-selling is permitted. This would need
to be extended m‘shurt-selhng across settlement cycles; this would, however, require adequat
regulatory/supervisory safeguards.

(iii) To stimulate retail investments in gilts, either direct] lt fund®

' y or through gilt mutual funds, the gilt

M be Exempted from the dividend distribution tax, and income up to a limit from dired
investment in gilts could be exempted from tax.

(iv) In line with advanced financial markets. the introdu ‘ stered
o | ction of Separate Trading of Regi
Interest and Principal of Securities (STRIPS) in G-secs should hep:.::edited.
(v) :E.xpandmg investor base would be strengthened by allowing, inter alia, entry to non-residen’
investors, especially longer term investors like foreign central banks, endowment i,
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Secondary Market
B

Introduction

The market where the outstanding securities are traded is known as secondary market. This
market is popularly known as stock market or stock exchange. In this market, the investors can sell
and buy shares or debentures of companies. Stock markets deal in equity shares primarily, but the

debt instruments like bonds and debentures are also traded in the stock market. The growth of primary
market depends on the secondary market. It also promotes capital formation.

History of Stock Exchanges in India

The emergence of stock market can be traced back to 1830. In Bombay, business passed in the
shares of banks like the Commercial Bank, The Chartered Mercantile Bank, The Chartered Bank,
The Oriental Bank and The Old Bank of Bombay and Shares of Cotton Presses. In Calcutta, an
Englishman reported the quotations of 4%, 5% and 6% loans of East India Company as well as the
shares of The Bank of Bengal in 1836. This list was further broadened in 1839 when the Calcutta

newspaper printed the quotations of banks like Union Bank and Agra Bank. It also quoted the prices
of business ventures like the Bengal Bonded Warehouse, the Docking Company and the Stoam Tug

Company.

Between 1840 and 1850, only half a dozen brokers existed for t_he limited business. But during
the share mania of 1861-65, the number of brokers increased cnnsml:::rably. .8? 1860, th.e number
of brokers was about 60 and during the exciting period of tl-fe. American Civil War Fheu- number
increased to about 200 to 250. The end of the American Cniul War br:::-ught dlﬁlﬂumnnmenthand
many failures and the brokers decreased in number and pmspenty.'lt was in those HGUbIEE?n:;IE'hThEE
between 1868 and 1875 that brokers organised an informal assTlatmn and finally as tae;ge ;r:] UJ e
ndenture constituting the “Articles of Association of the Exchange”. On or about the ninth day ot July,

thousand eight hundred five, a few native brokers doing brokerage business
. e i B mbay an association for protecting the character,

mmdl::;lnd' m’ﬂ resol | Wdl um:n;ﬂ;mmmkgb::ksi and providing a hall or building for the use of the
o ekl SR L e on the 5th dﬂy of February, ’

o die @ oy | pnon anc '_m-- w! “.nn of the Exchange and the Stock Exchange

| g Articles of As of December, 1887. The Association is now known

A
A | .
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Fingctsl Market Cpperations L=
nwmnanmh-uic-rm-wmmhmurﬂsHﬂ"dﬂmmfﬂﬂmmnbm S
The number of members increased to 333 in 1896, 36;” ﬂ:'lbeliq_

exchanae win constituted. _
1G9 and the entrance fee was raised to T 5in 1877, T 1000 in 1896, T 2500 in ]';1 ?lﬁ.h':h,‘
i 1920, At present, there are 16 recognised stock exchanges with 9.41] gr%ﬁ ang ?Eﬁ“ (1) Maintains Active Trading: S
: ) to buy or sell 4 : are traded
Definitions market, The C:Eunhe; The basic function nfEa on stack exchanges. It enables the investors
: lending. Freque finous market Creates Wm:kmhf;m{ ma_rkﬂt is the creation of a continuous
The definitions of stock exchange are as follows: e aathe mﬂjﬁhﬂ_ﬁbﬁ. Prompt execution of &ﬂi"l‘:‘mm and facilitates cofllateral
1, As per the Stock Exchange Official Directory, “The stock marke: (2) Fixati eators of an active trading or tle gap between bids and offers,
for the purchase and sale of jties evidenci : PROVides on of Prices: Prices are d continuous market.
Or the pu ol securit encing the ownership of busi & lTIa—hE : demand and supply of ¢ determined on the basls of de
pul:r]h: or business debt. The origin of the stock market, therefore, goe !;:T ];’T%j ﬁ The traded prices aium?dmm“ depend upon investors dem:fdmf pp]y_-: {secuxtties. The
securities representing this property provided debt. The origin of the s E to the firme 1 terminals. This helps the ;uﬁ“mn 1o the public. Now one can mﬂ:I:,dﬂﬂFPhers preferences.
goes back fo the time when securities representing this property or pmu'? * Markgt " fixation of prices, i.e., "'[‘E’l‘lipulm 13:: bﬂter decisions. But there s MP“'dIEEE_ securities on
issued and made transferable from one person to another.” 'ISES 10 pay i, whereas bears bring down the prices nl:nl:-.m“ Higiad the prices “h'“"n“tuﬂi!-'me ry
2. According to Husband and Dockeray, “Securiti L (3) Ensures Safe and F e e
: L oecurities or stock exchanges are : air Dealing: The stock excha
markets which are used to facilitate rrading in securities.” S pr""“f-"TE'.l!,- ot Uﬂl‘l‘l.:‘.;_u.*j rules, F:?Euhtiuns and bye-laws. Trans t’:EE'i ensure safe and fair dh‘:l]il‘.g th
) conditions enabling the investors to get a actions are conducted under mmpzlfdg

3. According 1o Pyle, “Securi
exch . e fair
Bl i feRs ty exchanges are market places where securities fha s for institutional transactions in shares, air deal. The government has also notified guidelines
may ght and sold | hat | The
sold for either investment or speculation * Al haw i supervises the operations, fixes the different ;ﬁﬂm department of the stock exchange

4. According fo Ha Wi T
. riley Withers, "A stock exchange is somethi The monitoring department of the
securities are taken away from the shelves ot A thing like a vast warehouse o trading volume of the members exchange keeps a walch on the price movements and the
and sold . - »and takes .
catalogue which is called the official list * across the countries at o fixed m: . speculative trading, such action as is necessary to control excessive and
E-Hctmﬂimt; P N. Vars - : i4) Provides
« N hney and D, o rovides Adequate Liquidity: Stock excha
h'li?ﬂl..lah, whether incorporated o s .Hl'ﬂnl, Stock exchange means any Liquidity occupies a central place in evaluati nges provice fiquicity to the lsted companies.
controll } not constituted f y bod fal ng the efficiency of an exch
ing the business of buyi ed lor the purpose of as of a liquid market are depth, breadth and ST THEEiE
. ng, selling or dealin . . AssISing, requlase: are ab ' and resilience, Public loans and join
6. According to B K. Dhar, "By fhe to @ in securities. ool d.[t: 30 fach monmy: foom ammal invemlors hiecahe of it unequnlla:lj e
s and oth + rm stock exch e iquidity, Investors will be willing to subscri " Ity and
their : :‘:ﬂ ;i“ secuifies are bought and so Eiﬂ?c' T-'l_ mean a market where sob trade the securities. Thus, it simuhi: the ;‘:: initial fh:fk offerings only when it is easy to
7 The ;m‘thﬁ likings, " n this market owners can dispos | (5) Dissemination of Information: Stock exchanges provid .gl
rities Euﬂm t‘m interested parties thro i > : necessary information to various
ssociation, organ tion) Act, 19 pa ugh various publications, They publish the share
the ation or body of v 1956 defines a stoc .Y basis along with the volume trad PR, Al 00 i
PUIPOse of assist individuals, whether k exchange a ' . : ed. Directory of Corporate Information s useful for th
securiies.” "9, regulating and controfling s PO"1ed OF not, establishet investors” assessment regarding the corporate, Functioning of the stock exchanges e
Characteristics "3 business in buying, selling and dealrs’ % provided through handbooks, handouts and pamphlets.
The e of Stock Excha m‘l erformance Inducer: The quoted stock prices on stock exchanges reflect the performance
Nges the traded companies. This makes the corporate more concern
Lk or features of R ed with its public image and
52 place where s stock enchanges are as fo ntain good performance.
: i"“"’“ﬂmmﬂn‘“j"“ﬂmﬂ Role of Stock Exchanges
tmmdmwm o HVestors g . _ 'E rh _____f:h:mwlwmhhmiwmnhﬂmcmmgm&ﬂ
Mﬂt government o - e G n ;Thdmhhmdmrgm
: .au“ traditional emphasis was on regulation by the
N ﬁmﬂhm langes in the interest of members,
: mw _'Mkhmthmmnu{
9 o 8 follows, ‘market, it Is necessary to protect the interest of the




Finoncial Market Operations moving in thi di ’
— Inm‘mgmmmrﬂmdﬁﬂmm 81N this directigy,
to a greater emphasis on the developmental mh i ﬂTkﬂ_tmdmngﬁ The Thhlhl. Secanday Markat
of public on the Board of Directors, the establishment of the grievances “’-m‘-‘ Regulation of Stock Exchanges
exchanges and the nationwide electronic trading system are the steps in this cjirg., ﬂhq.q.
The SROs are playing self- ! Ject to self-regulation from fhair
3. Enforcement of a Code of Conduct: The g sell-regulatio, 1 ‘Since 1956, the Securities Contracts (Requlation
supervisory role of the government. The role of SROs has increased in the direp Mﬁ'\ recognition of stock exchanges through s stock ex
enforcement of a code of conduct and the rules in the regular conduct of the pyy;

af
ness ™ The SEBI (Securities and Exchan
4. As Public Service Institution: The stock exchanges are providing a yay .

aum management bodies till 1956,
| Act, 1956 administers the operation and the
change division.

. promote orderly and healthy
| ety development of the securities market and to provide ade
to the investors and therefore, growing as public service institutions. It js pmﬁdi:f *Niy geek to create an environment to facilitate rnubilis-utiunq;n E‘mmmm Wm,mﬁemﬁﬁw St
‘services, like publication of share prices, investors education and training 3 Ve, includes rules and regulations, infrastnichure and policy framewark. The requlation of stock
.ﬂﬂamﬁnfdiwm between brokers and clients, etc. ]'-"Tﬂ-gmmm can be divided in the following three parts: exchanges
I. Securities Contracts (Regulation) Act, 1956
Reasons for Transactions on Secondary Market In 1952, a draft bill on stock exchanges regulation was preparsd by the goverment and this
There are two reasons for transactions In the secondary market: Bill was referred to an expert committes

under the chairmanship of A.D. Gorwals. A Bill called
the Securities Contracts (Regulation) Bill was prepared on the same lines and was introduced in the

: Parliament in 1954. With some amendments, Securities Contracts Regquiation| Act, 1956 was passed.
believe that they have better information about a particular security than other INVestorshy,  This Act along with the Securities Contracts {Regulation) Rules of 1957 and 1996 have been the main
This information leads them to believe that the security is underpriced or OVerpriced laws regulating securities markets in India.

therefore, they wish to buy or sell the security.

Liquidity Motivated Reasons: | inuid: : Il. Securities and Exchange Board of India (SEBI)
z'm-dmymmm MH-LI A The SEBI was given a statutory status on 30th January. 1992 by an ordinance to provide for the
The Invesiors of = ﬂ‘@ ave excess money or they are facing Paucity offund  sstablishment of SEBL. A Bill to replace the ordinance was introduced n Parfiament on 3rd March,
o second - 1.e., paucity of funds will sel securities to improve e 1992 and was passed by both houses of Parliament on 1st April. 1992 The EL]:' became an Act on
ith PR 0% Bie ofhar hand, the investors with surplus cash will try to buyfe  4th April, 1992 when it received the President’s assent. Under Section 11 of the SEBI Act is provided
Securifies to eam more refurns in the future, that it shall be the duty of the Board to protect the interest of investors in securities and to promote

L. Information Motivated Reasons: The investors, who are motivated through Informatip,

e SFRI will do the following functiom:
. the development of and to regulate the securities market. The

D";:m hetween Primary and sﬂmﬂdﬂw Market 1. Regulating the business in stock exchanges and any ofher securifies markets =8

difference between pri o ing the working of stock brokers. sub-brokers, share transier
srmany and secondary market is as follows: : E:?.ﬁ:“rg E.:::Lj Eﬁanﬂﬂef:c: rm,gt deeds, registrars fo an ssue, merchant T
- Primary Market — ] underwriters, puﬂfuljv:la managers, investment advisers and such other intermadiaries who may
L WpesoiSenunitis | g market SesAGuy Mokat ) be associated with securities market in any manner. icipants, custodian of securilies.
| 2 Lozation i hes i It’s a market for existing securifes 3. Registering and regulating the working of he SPOIOmE B nl e o B may

ﬂ:m no fixed Seographical location, It is located at a fixed place. I ﬁ:mglgn institutional investors, credit rating agencls
' All companies can enjer o el specify in this regard. funds and collective investment
Primary market, the working of venture capital
set-up. | wi lm’”“‘M' a OrganIsanons.




Financial Market Operations hank or any other authority

: : rd from any el or h
11, Caling for infortiets 2 P eifuted by any Central Sate or Frovice e 'ﬁmcmd 2. Eligibliity Criterla Secondary Merfus
corporation ﬂtﬂhiﬁh.r fies which is under investigation or INGUITY ki $o6 Bl ¢ The Board shall not consider
wﬂﬂ ];IJ:fun::ﬂDﬂE and exercising s} pGWEc'; IE;:;LIS:J%E}M;;ID?SS? the c‘ﬂal the following conditions, namely: " epplication for grant of a ce tficate unless the applicant satisfies
12, Perlorming Securities Contra ; e
| Act, 1947 and the i (a) the applicant Is a company which has beer :
wmmd‘cmtg?t]by the Central Government. e 2013 anted loense under Section 8 of Companies Act,

I i tion.
fees othet E]‘].ﬂ.]ﬁﬁ 'I.'{!'T CarTving out the PUI‘pﬂSE D[ 'H'!IE SeC
IE LEWEI'!Q or ﬂ'l L

_ Conducting research for the above purpose. .
e .. from or furnishing to any agencies as may be specified by the Board, such
e Srll;:fr be considered necessary by it for the efficient discharge of its functions,

16. Performing such other functions as may be prescribed.

Functions as Developmental Role
The Board plays a dual role by adopting requlatory functions as well as playing a developng
role. Its developmental function includes
1. To deal with all matters relating to development and regulation of the securities market
2. To administer various legislations affecting securities market.,

3. Requlation of the market intermediaries, viz.,, stock exchanges, stock brokers, meny
bankers, mutual funds, etc.

4. To provide adequate investor protection.
Ill. Self-Regulatory Organisations

The spirit of self-regulation had been prevalent in the Indian securities market as well. Jull
elaborate this, we can refer 1o Section 9 of the SC(R) Act, 1956, which states the following:

! Any remgﬂsed stock exchange may, subject to the previous approval of the Central Govemn®
{ill 1991) and Securities and Exchange Board of India (since 1992), make bye-laws for the regubl®

E.I'Hj control of contracts. The powers . . M
" granted to stock exchanges are given in the heading of Prov
Rﬂa@mﬁm%mufmmmw_ et ™

"hﬂlh&.

The Seli-Regulatory Organisations Regulation came into force from 2004. These are:

(b) the applicant has, in its memorandum of : i
discharging the functions of Self-Re mml. lF:ﬁ m of members and
(c} the applicant has minimum net worth of 1 erore rupees: ety

(d) the applicant has adequate infrastructure, to enable it fo discharge its functions as a Self-

Regulatory Organisation in accordance with the provisions of the Act and these regulations:

(e} the applicant and its directors have the professional competence. mmnﬂ
general reputation of faimess and integrity to the satistaction of the Board:

(f) neither the applicant, nor any direcior of the applicant is involued in any legal proceeding
connected with the securities market, which may have an adverse impact on the interests of
the investors;

(@) neither the applicant, nor any director has at any ime in the past been convicted of any
offence invelving moral turpitude or any economic offence;

(h) the applicant has, in its employment. persons having adequate professional and other relevant
experience to the satisfaction of the Board:

i) the applicant is a fit and proper
Securities and Exchange Board of India

(i grmﬂnimrﬁﬁmtem&mappﬂmmmnﬁﬂmdmﬂh“ﬂ'

3. Grant of recognition as a Seli-Regulatory Organisation

If the Board is satisfled, after making such mumhmhﬁw--ﬂ*
obtaining such further information, if any, as it may require,

(a) thtmmwmmdw@mmh

(b) mmi-wumw._ rhihe Bome e S

recognition ans in conformity

R L




Financiel Market Operations | be published in the Official Gazey,
f made uncer EUh_mﬁnﬂLﬂ%nﬁng anything to the contrary oo
order shall, the time being in force, hEluE';:ﬂd

r?l The orde f the |as for
publication thereot, 1956), or any other ;
Act 1956 (1 of " In respect of which the scheme for COTporyy

Companies & ck exchange ian (2], shall ensure that a i‘ﬂ‘q,:q

(8) Every recognised S0k T 064 under sub-e8ee s 2t leagg gt
demusision 128D 08 i by he APl Bt S
cen - [ L
rights, either by frest ‘ﬁueiﬁgu&tﬂe securities and Exchange Board of India gy, ™

cation of the order Sub-section (7). Ty

e e daeof P
Securiti ation) (Manner of Jncr&asing and M ""i"la.tmni
public Shareholdin gnised Stock Exchanges) Regulationg an
riber, 2006, SEBI enacted the new rr.fgu]at'mns for recognised stock ey

ble to all recognised stock exchanges in respect of 'J-hkt

hall be applica
or demutualisation has been approved by the Board. The major i

es Contracts (Regul
g in Reco

On 13th Nove
India. These reguiations
scheme for corporatisation
these regulations are as follows:

1. Manner of Increasing the Public Shareholding
The recognised stock exchange has to ensure that al least 51 per cent of its equity S}Iﬂri.;ﬁ,

should be In the hands of the public. For increasing the public share, the stock exchange o

issue fresh equity shares through prospectus or in the following manner:
(a) Offer for sale of the shares held by shareholders having trading rights therein:

(b) Placement of shares held by shareholders having trading rights to such persons or ingiyy

as may be short listed by the recognised stock exchange with the approval of the boar:

ic) Issue of equity shares on private placement basis by the recognised stock exchange i

person or group of persons not being shareholders having trading rights or their as:

subject to the approval of the board; or
({d) Any combination of the above.

2.t;mnc1:t:r;rf f;q:-r Fre;hj?g:e of quufty Shares or Offer for Sale to the Pubk
shares shou issued | l ' Compané!
1956 and Guidelines or Hegdaﬁﬂn;nu‘;mpﬂt:gcts.wm g |
(b] Where any fresh issue of equity shares or offer for sale to the public is made undef &
(a) of the point 1 (Manner of Increasing the Public Shareholding), an application ©
shall be made fo the same recognised stock exchange. '
() Liting of cuity shares or other securites of a recognised stock exe
ognised stock exchan compliance Py

3. t:rhlu Placement
Jmﬂ:ﬂm'ia i L e il ot s TR

b
@L

(¢} The Board wil jssye a con

that the recognised ook ﬂ.TTﬂﬂﬂﬂn letter

ichange has Pmplianced wig,

5. Eligibility Criteria

(A) No person shall acqui
recognised stock mhaﬂgﬂﬁ::;::; hold more than
the Board for doing so, € s a fit and

(B) A person will be fit and If ‘

(i) such person has
good general
(i) such person has not incurred H:?rmwﬂmmm

5Pwﬂnnurh.m .

by the court for any offen
“H““Wﬂﬂﬂimmamm:wmw“ﬂmm,w

(&)
[’C:I Th'E pPerson nrﬂny ufhwh .
ole time directors or managing
partners have been dedared

(d) An order, restraining or
; prohibiting or debaring the
person ar any of his whale-time
the

(8} Any other order against the person
or any of his whole-time
parmhﬁnheam;nnﬂwcapuai_ mmmmwﬁmau:m
mmﬂnyamwnwmddﬂmﬁmhhdmhhm-ﬂ :
_[ﬂ - has ? Mﬁhﬂmﬁmﬁh-mﬂmm
e "-:‘m-‘--”t:.a.’.-.:}n Foly Elm o ]

S

Pt




igation chan )
1.00 . nfmﬂﬁrﬂm d'gl:mnnitm' and ensure: P—

: +o of equity shares IS made in contradiction with thegg
transfer or issue ital is held by the public COntinyg
hese regulations are complied with,

i ed under t
tions impos the Board within 15 days fromp. |
thg,

change shall submit 8 report t0
b

g with the number of shares he|d by ey
ired shares in that quarter; and i

(c) thatthe restric

The ' ck ex

i recognised SIOCK &4

a of each quarter. containing:
(a) the names of 10 largest shareholders alon
a

the shareholders who had acqu
+ the recognised stock exchange.

(b) the names of
(c) the shareholding patiern |

Procedure for Dealing at Stock Exchanges
<tock exchanges can be done only through ~d

of securities in
ng L directly. The following procedure is followed hr%

buving and selli
v allowed to transact

hrokers. Investors are not
at stock exchanges.

1. Selection of a Broker: First of all. an investor has to select a broker for dealing in setgy

The interested investor may directly or through his bank approach a broker. After
himself L;:Eth the financial position of the investor, the broker opens his account.
count with the broker, the client can

2. Placing an Order: After the opening of the ac :
arders for selling and purchasing of securities. The investor can take the help of his g
regarding the type of securities 10 be purchased and the proper time for it. After being st

is broker to purchase shares, their numba

himself about the securities, the client tells to h
the price at which the transaction should be done. If a tentative price is told to the broker
the broker will try to make purchases or sales at the nearest price offered by the client i
Gefinite price is told to the broker by the client, then he will have to stick with that prices
3. Making the Contract: The broker enters the rate and the number for buying or sl
securities in his computer and forwards it to the exchange. That rate and number is flashe.
the screens of the computers of all the brokers. If the rate matches with the rates of et
client of another broker, then the transaction is struck. Otherwise the first or second dit
to modify his rates so that the transaction could take place. Second method is that B¢%
can see the offered rates at the screen of the computer of his broker andmnbwﬂ"d

securities at that rates.
will issue a conttd

4. Contract Note: If the transaction has taken place, then the broker

to his client mentioning the details of security traded, its number and pr
5. Settlement: The securities can be in two forms, i.e., physical and de

the seftlement procedure in both is different. T

(a) dehm- cal Fo
day specified by the stock exch

(b) Dematerialised Se
dematerialiseed lorm is

such security,

(i} Before the
Pay-in
clearing house of hda:mh;m

i : Mmmh

“U} Thﬂ‘ Iﬂum receh %

Factors Influencing Prices on Stock Exchange

The factors which influence the prices of shares on stock exchange are as iollows.

1. Financial Position of the Company: The prices of the shares are influenced
pmﬁmdﬂucmmﬁudmmmh-dmb:t:
The rate of dividend also affects the mariet price of the share Higher dividends attract more
customers and thereby increase the market rates. On e other hand, if & company fails to
pay dividends or pays the dividend at lower mtes, the sharehoiders sell thesr holdings and the
prices of shares will come down.

2. Demand and Supply Position: Demand and suppiy of 2 particular share directly influences.
the rates of security at a stock exchange- If the demand s more and supply s kess. the market
rates will increase. On the other hand, if the demand is less and supply s more, the prices of

. security will decline.
' 3. mﬁﬁmmmmmmuuw
stock exchange beca .““-h“-ﬂhﬁ“lmh

h*‘“ﬂilm the prices

'."'-"i e
Tl R R .!::Eﬁ':f', '_—_:_ .
... -

dpa



(iv)

(B) Power to Make
and con

Fro'l.ridE fior:

]

fii)

(1)

()

[w)

(i)
wii)
{ix)

(x)

(i)
(i)

{xiv)

be divided | ]
Stock Exchang®” Rights: A recognised stock

Regarding E;i::nrgmd to the following matters. g
f“' :I‘ﬂ embers only in respect of any matter Placeg,

; . meeting 50 that eth member may be ,
ting rights at a”*; his share of the paid-up equity shay n;

a member 10 appoint another person as hs iy
and supplementary matters as may be m%

' bove. .
the matters specified @
gy stock exchange may make bye-laws for the .

approval of the SEBL. These bye.|g, :t

-ons on the right of

such incidental
give pffect to any
aws: Any

irol of confracts subject to priof

5 of markets and the requlation of the hours of trade

ing and closin
the opening & ical settlement of confracts and differences th

a clearing house for period

e delivery of and paymen _
:u]aﬁ;ind maintenance of such clearing house.

imission of periodical statement to the SEBI by the clearing house as s
g::b?e aflzr];;r.“?:ﬁndjcai settlement of all or any of the particulars which &
requires from time to time. |
the publication of the particulars by the clearing house of all or any of the parfiok
submitted o the SEBI as per directions issued by SEBI in this behalf.

the requiation or prohibition of blank transfers.

the number and classes of contracts in respect of which settlements shall be mad’

differences paid through the dlearing house.
e regulation or prohibition of badlas or carry over facilities.
the fixing, altering or postponing of days for settlements.

the determination and declaration of market rates, including the opening == .

nighest and lowest rates for securities,
the terms, conditions and incidents of contracts A
ﬁzm’mﬂ iﬂd’udrrgnf entering into, making performance, recession a
Lmuﬁmgﬁg' contracts between members or between a1
th . “"mﬁm;!mnmbﬂmamn who Is not A

@ regulation of taravani business i o ..,-
Urpose dmﬁ“ﬂmﬁh:mmmmw&m

¢ of securities, the passing on of delivery order andy.

(xvl) the regulation of the course of business bet e .
(xvil) the fixing of & scale S ORkaera o parties to contract in any cags ;
{xviii) the making, comparing, settling and mdm |

(xix) the emergencies in trade . -
minimum prices for Hmﬂ::[:ﬁh may rise, hﬂjﬁmhmﬁlﬂ i

(xxl) themmthnnfmehncﬂwﬂhbhuuﬂm'. ~ qit
(xxii) The limitations on the val o i el A
circumstances. mq‘mmw‘* il memboer in exc nal

(xxiil) The obligation of members to supply : e : o :
which governing body may require. such information or explanation or documents
(C) Consequences of Violation of

the bye-laws shall be void and the members Hhﬂhhnmm

punishments:
(i) Fine,
{ii} Expulsion from membership,
(i} Suspension from membership for a specified period.
(iv) Any other penalty of a like-nature not involving the payment of money.

(3) Power of Central Government to Direct to Stock Exchange Regarding Rules to be

Made or to Amend Rules: After consultation with the governing bodies of stock exchanges
generally or with the govermning body of any parficular siock exchange. if the Central
Government is of opinion that it is necessary to make or amend nules. it may direct to stock
exchanges within a period of 2 months from the date of order

If the recognised stock exchange fails to comply the orders within the specified time period. the
Central Government may make or amend rules

(4) Clearing Corporation: A recognised stock exchange may transfer the duties and functions

of a clearing house to clearing corporations with the prior approval of the SEBI. The clearing
corporation hﬂtﬂhﬂﬁhﬂd@ﬁﬂﬂpﬂﬂhﬂﬂ“dﬁhmmhh
purpose of: _
(a) the periodical settlement of ¢




o satisfy the following conditions. are g 1
b axchange If ble

(i) he has not been H'ﬁ'-'d?@d ; ﬁ;' & Emphyﬂ in any business other th,, e
(w) he is not axcept as a broker of agent not involving any personal financja| ;
securities led with his creditors unless he has paid them, full, *
(v) hehas ot been for an offence involving fraud or dlshﬂnealy; ;
ivi) he has not been m;qwﬂ"‘i:t:dd o dedlared a defaulter by any other stock
(vii) he has never gowe iously refused admission to membership unless a Period
(vii) hehas ot been PIEVOLER 1 of such rejection. In addition to the above, Sy
vear hﬂs dﬂ?&d;d’“:mm unless he satisfies the following conditions alsg: .
s a partner with, or an authorised ag. ©

is not
& less than two years as
fvif) he has worked lor0! prentice to a member; or

or authorised dlerk or remisier or ap
(ix) he agrees to work for 2 minimum period of 2 years as & pariner or represenf
—ember with another member; or
(x) he succeeds to the established business of a deceased or retiring member whog
father. uncle, brother or any other person who is 2 close relative in the opinion g
governing body.
(B) For Companies and Corporations: A company as defined in the Companies &
1956 is eligible to be elected as a member of a stock exchange if:

(i) such company is formed in compliance with the provisions of Section 332 o ;
Companies Act;
fii) amajority of the directors of such company are shareholders of such companya
also members of that stock exchange; and
(iii) the directors of such company, who are the members of stock exchange. /™
unlimited liability in such company.
A company is also eligible if:
(i) that company is formed in compliance with the provisions of Section 12 of he SEE
may be specifid by SEB, comply financial I
;’::': ::e :uemm; of company are not disqualified for being members of
it ors of the company had not held the offices of the dire
mmﬂeﬂ@mgmm: | ot

T
!

(iv) Register of

(v] Record of

security deposits

remisiers of authorised assistants.

(vi) Margin deposits book
(vii) Bank passhook

(viii) Journals

(ix) Cash Book

(i Fﬂlpﬂl‘hﬂd’ﬁm

(a) Sauda

(b) dournas,

-

ik R



aid-up shares fully paid-yp o

ssue -n made uniform at EF-‘% inESPEE. 4 of the N
'« contribution has NoOwW & s contribution for which a .
for p mote

lock-in. )

argholders for

mﬂ'sfl;r rights issue is oW mandatory.

osure of the shareholding of the pr 5
nd their background.

(vi)

(wii)

(wil)

i rities.
complied for the LJs:EI';E ﬂ: i:ucluﬂ““: The articles of ?ssﬂciaﬁnn will be aPproved )
(2) Approval of Arti n; of SCIR) Act, like, free dealing in shares, common form of

shm?:"' Ehmdudaf nh:fmttﬂ by thedfﬂmmny then it has to give an undertaking that it wij;
men :
:Sﬁ:les of association in nexi annual general meeting.

Prosp ' ld be approved prior to the i/
tus Approval: Draft prospectus Ehf}u _ 1
= suerc:ﬁnes En:paﬂy apugfnrfues should hold discussions with the stock exchange authes

hefore the finalisation of the prospectus. The conditions put by the stock exchange Mt
the part of the approval. Following should be clearly stated in the prospectus: _
[ii The name of regional stock exchange and other exchanges where it intends to el

ix)

[x)

(xi)
(xii)
(xiii)
securities. (xiv)

(i) The date of opening and closing of the subscription should also be mentioned. |
(4) Application for Listing: A public company should apply to the stock 1EJ~‘-£:hﬂf@ ':"ig
prescribed application form along with the following documents for getting its securifiss®
on a recognised stock exchange:
(i) Memorandum and Arficles of Association and, in the case of a debenture iS¢
of the trust deed. .

(xv)

II
4

wil L

(ij) Copies of all prospectuses or statements in lieu of g sy

any time,

(iif) - Copies of offer for sale o circulars or advertisements offeringany Set
or sale during the last five years,

iv)] Copies of balance sheets and audited accounts for th  fas
new companies, for such shorter period for

v A statement showing: - -
i

(a) dividends and cash bonuses, if any paid during the last.

(b) dividends or interest arrears, ifang, ¥

L

Certified coples of adreements with,

(a) managing agents and
{b) selling agents; ries and treasurers,

(a) vendors and/or promoters,

{b:l I.II'IdETWI']‘EErs and mb,wm
and
{c] brokers and sub-brokers

structure, and debenture borrowings, if any,

Particulars of shares forfeited.

Particulars of shares or debentures for which permission o deal is applied for
A list of highest ten holders of each class or kind of securities of comparny.
Particulars of shares and debentures issued:

(a) for consideration other than cash, whether in whole or part,

(b) ata premium or discount, or

(c) In pursuance of an option.
A state tmntniningparﬁcuhﬁduymunﬂhdmﬁuu:mm
mﬂddmhﬂhﬁnﬂmnﬂmhhmﬂﬂhﬂdﬂummdmm

person,

g ree: | he sIOCK exchalge L
s o

......
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%
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g
|

ﬂﬂ!‘fﬂ mgardinrg the ﬁght issUe 10 the stock

nies Adt, 19 ny should obtain the consentgjg
saries Ad, 1956,

jal resolution in general body meeting.
bers should be intimated to the stock

e month of the date of Compag

56, the compa

# LEI ﬂ |

6. The applications are acoepte
the company is Not able to ma

its own choice.
7. The letter of offer
8. The shareholders sho

are recognised stock exchanges are situaed

il centres wh :
data al cenfres, it can have the cenbm

ke such arrangements al

« weeks after the closure of the transfer bool

should be made within si
time to record their interest or exercise hey

uld be given reasonable

rights. It should not be less than four weeks.
9, The renunciation forms should be made avallable to the shareholders freely on request

10. The company should inform the siock exchange the last date fixed for submission of g
application splitrenunciation application and consolidated coupons.

11, The company should forward a specimen copy of the letter of offer and application fom
the rights issue to the stock exchange.

12. After despatching the allotment letters or sha
listing in the prescribed form.

13, After receiving the application form along with the required documents, the stock exEEE
would permit the shares to be listed for official dealing by its members.

re certificates, the company should app

Evaluation of Listing
Evaluation of listing can be studied under two heads:
(A) Merits

The Merits or benefits of listing are as follows:

1. Liquidity: The shares listed on stock lidity as
and converted into cash quickly, exchanges have high liquidity as &

2. Fair Trading: Investors are ;

assured of fair oz as the fr

)

118

guotations for listed compani
income tax and gift tax, etc. Thmﬂ‘pﬂ-,p?

world and the society. it facilitates the flow ﬂmm Hﬂm;h b:::;mhﬁm
public savingsinto the company, -Tm'--‘-‘--'- ot

8. _F|ll.:l% Bl!:l!llﬁtll to Company; C Nt . Nepsihe
including borrowing from financial institutions mh“h"ﬁll can be enjoyed by the companies

(B) Demerits

Listed companies suffer from the following demerits:
1. Stock exchanges and SEBI have imposed se II ;
Therefore, the listing of companies is subject hﬂ'ﬁhﬁ . measures on the listed companies.
2. The listed companies have to submit the ' : '
essential informations to the stock exchange.,
3. Uisted companies are required to send the annual reparts to aﬂ-ﬂurmmu nrl! e

have to convene annual general meetings. Therefore S s S
wasteful expenditure. the company has to bear the additional

4. Offer to public for purchase of its securities i expensive exercise
requisite furmemmpany'snhammhzkm:mm ' : + But, this is a pre-
Consequences of Non-Listing

If a company has not applied for listin
g on the one or more recognised stock exchange within
weeks from the date of closure of subscription list, then the following consequences follow: 2

;- Any allotment of shares or debentures shall be void.
. Application money received is to be refunded without interest ;
i i within 8 days of the closure of

.....
Lyl




’ Financial Market Operations
Rannmmandatinns of Committee on Fuller Capital Account cnnvnrtlhlllty

(Tarapore committee)

Gecuritised Debt i
should be able o avolve a concerted approach to deal with the COmple,

the High Level Committee on Corporate Bond Market.

d settlement arrangements need to be put in place and
join any of the trading and settlernent platforms they find o ke

Corporate Bond and

(i) GOI, RBI and SEBI

issues identified by

(i) Institutional trading ai

should have the freedom to
convenient.

(iii) The issuance quidelines have 10 be changed sO s to recognise the institutional character of th

market. Since issuers may
and since subscribers are mainly institutional inv

respect of instruments being placed with institution

more on the assessment of a recognised rating agency rath

disclosures as required by the public issues of equities.

(iv) Until transparent trading platforms become more popular, reliable trade reporting systen,
<hould be made mandatory. Clearing and settlement arrangements like those offered by C(y

in the case of G-secs chould be in place to ensure guaranteed settlement.
) Stamp duty at the time of bond issues as also on securitised debt should be abolished by

the state governments.
i) The Fll ceiling for investments in corporate bonds of US $1.5 billion should in future be link
to fresh issuances and the present absolute limit should be retained for the year 2006-07 a
be fixed at 15 per cent of fresh issuances between 2007-08 and 2008-09 and at 25 .
botween 2009-10 and 2010-11. The allocation by SEBI of the limits between 100 e
debt funds and other Flls should be discontinued. g

vii) Corporate bonds may be : ek _
_ permitted as eligible securities for repo ' st
strengthening of regulatory and supervisory policies. transactions subjed}

i) | e
viii] ; mﬂ:;t;? i !:Ti securitised deb? market, the tax treatment of special vehicles that floa®
pass-through tI'EEiIa'I'EjEtI::: ]t:’;s?citfi?aﬂﬁ diff?gnt. Government should provide an explict®
pass-th isation of Special Purpose Vehi i b
rough treatment granted to SEBI registered venErE ca;:te:;:ﬁiéiws} e

(viii) Securitised debt
should be recogni
(SCRA), 1956 as a cognised under the Securities Co "
: i g,y s Contract and Regulatiot
Raconsdtion CD’“::::: iibtiﬂ e limitations on Flls to invest in securities issued by
uld be on par with their investments in listed debt gecuriti®

Current Position

al investors should be simplified by %
er than on voluminous and tedjg,




.'.",'-.-----.- nt Securities

discovery: :
investors,
(i} An adequate number of end . Government Securities;
(i) ﬂmmw"”'m' cocondary market for the Government Securitie, Wi,
i for
e e

promote the secondary market government securi Bank of India
) in securities, the Reserve Bank a
ﬂnhﬂmﬂﬁhm 1995 for enlistment of Primary Dealers. The salient fmmmncﬁ’:

are:
Objectives of Primary Dealers
' primary dealers are:
?wwgihh&mﬂmhﬂwmmuﬂﬂﬂ mmhetmmdﬂtuml
vibeant. liquid and broad based.
(i) Ensuring development of underwriting and market making capabilities for QOVErnIT
securities outside the RBL
{8} Improving secondary market frading system which would contribute to price discove,

enhance liquidity and tumover and encourage voluntary holding of government securify
amongst a wider investor base.

| fiw) mmmmmmmmcm market operations.
Eligibility Conditions

Underwriting (ACU).

4. The MUC of each PD will be
amoun! of each issue is manda

mpumdtnenmﬂmlmhamﬁﬂpnmtnfmmuﬁnd
torly underwritten equally by all the PDs.

6. The auction could be either uniform price-based or multiple price-based depending upon
market conditions and other relevant factors. pe p

7. Bids will be tendered by the Pm.mminhwm,mmgbm the amount of the
underwriting commitment and underwriting commission rates.

10. Dewndingupmﬂmbﬂsmhnlmdhwmhmﬂﬁﬂuﬂwnﬂ-dntd

m@naﬁhumﬁgmmmﬂﬂﬂbﬁmﬂhmmﬂhﬁmh
PDs.

Underwriting Commission

1. All successful bidders in the ACU aucsion will be paid underwriting comsmiission on the ACU
mntmmﬁm@nnﬂuhm?ﬂ:ﬂmanﬂhhﬂjhﬂWMmdm
of the notified amount of the issue. uﬂhmﬂmﬁnmhﬂﬂmhm
average of all the accepted bids in the ACU, Others will get commission on the MUC at the
weighted average rate of the three lowest accepted bids in the ACU.

2. In the GOl securities auction, a PD should bid for an amount not less than its total underwriting
obligation. If two or more issues are flcated on the same daw, the minimum bid amount will
be applied to each issue separately

E.Mmﬂmmmﬂhmﬂmhmm&mmwﬂ
irmespective of the actual amount of devolvement, by credit to the current account of the
respective, PD at the RBI, Fort, Mumbai, on the date of issue of security.

q . :ﬂ.MFEmHEMHMhmﬁhhm
- wortfall in underwriting commitment accepted by the RBI. Devolvement of

i PDs will mke place on pro-rata bass, depending upon the amount of

1 of each PD after setting off the successful bids in the auction.

¢ "'3:"3. ‘amount of underwriting upto 100 per cent of the notified

h_. = .| "l",“!_
r B .:'-'__
e, ! E



mﬂeﬂmﬂhwmnﬁl%

1 mhwﬂmﬂfﬂiﬂmﬁﬁwtmwuﬁh RBI;

4. permission  borrouw and lend in the money market including call money market and to oy,

hﬁlmmmﬂm .

5, membershipsofelectonicdesing ading and stement e
m.mhmwmluﬂ of RBI; .

:’ " mmmmlmgﬂmmhﬁﬂhrﬂmﬂdumm:

and

8. access io open market operations by RBL
Current Status
The selected indicators of PDs are as follows:
(T In Billlons)
2016 2015
MNumber of PDe 08 08
Profit After Tax 3.455.1 6,000.]1

Il. Corporate Securities Market
- Corporate securifies market is a market where the securities issued by industrial firms are soi
and purchased. It consists of new issues market, i.e., primary market and stock exchange, i.e., the

1. The New Issues Market (Primary Market)

Primary Market
&lthaﬁﬂwmiﬁﬂhmtyhy&munﬁmshrmdm

6. SEBI, stock exchanges and - .
various rules and mgﬁﬂlﬂ:“ Companies Act establish control over this market by making

Functions of New Issue Market (NIm)
The main function of NIM are as follonuss:

fixing the price, size of the issue, fime of jssue [t r
ot fatatin 445 ' and conditions of the issue and methods

to the Esaum*t-:?iheeﬂecl that the former would subseribe to the securities affered in the event
ﬂnuwmmﬂmwmmm;MMmthqmuﬁnmd.Themwhnmh
called an undemﬂh.ﬂwmpanymﬂwmmﬁagﬂﬂwhnmundﬂwﬁmlnm
memnﬂmeimm.ﬂrﬁmmgmnmmmdﬁwmmwhmm
company and the investing public.

(3) Distribution: Sale of securities to ultimate investors is called distribution. It Is a specialised
activity which is rendered by brokers, subbrokers and dealers in securiies. They maintain
regular and direct contact with the present and prospective ulimate investors.

These three service functions are basically done to perform the following three main functions:

(i) It facilitates transfer of resources from savers to entreprensurs.

(i) It helps in raising resources for expansion and diversification activities of existing
companies.

(iii) It also helps in the conversion of existing proprietorship/partnership or private limited
companies into public limited companies.

Issue Mechanism

The various methods of new kssues are as follows:

A. Public Issue through Prospectus
This is the most common and popular method of raising capital from the general public. The

mmmmmmmmmmmmmmm
direct offer to the investing public to subscribe to the securities of the company at a given price.

ins the various information like, company’s name and address, names and addresses
me" yuditors, bankers and brokers. The date of opening and closing of subscripéion



T e [

i aesed from the following i

Private pmnﬂ“ in scement in India is Wit
ot Ta = 2015-16
2014-
— i No. of Issues Amoung
O 018 2488 252805
1. Private Sector ﬁ 183842 195) 1,842.10
(0 Biamisl = 9175 497 73795
Non-Financial 1 694,66 185 150592
I.Liﬂt w
s 1 349,84 111 1,146.75
{b) Non-Financia 26273 408397 |
| 265 440454 —_—

(Source: Handbook of Statistics, RBI, 2015-16 Table 75)

- Hmhmbtﬂmmmkﬂhrlﬂﬂtiew?eamwhm
The RBI report disciosed were able to mobilise sizeable funds from the private placemen
 depressed T condifions, con

nmmmmw Secondary Market

~ The proposal for marketing IPOs through the secondary market was accepted by SEBI in Octobe,
1999 It meane SERI allowed to use the existing infrastructure of stock exchanges for the initial publ

ol Epe

st would reduce the ime taken fo complete an IPO to two weeks. Under the syster.
e advised o ask 1o successhul allotiees to submit the n form after the basis @

. She amount payabile is paid through the broker to the clearing house. After the.
: - e e .'|.1:-'.

Primary Market
(1) An Issues can make inifial public offer. if

(a) It has net tangible asset of at least 3 crove rupees in each of the preceding 3 full years.

Out of this, more than 50 per cent should be in mon i
assets, This itions
per cent shall not apply if issue is made entirely mmm offer for Hhm =

(b) It has a minimum average pre-tax operafing profit of ¥ 15 crore mast
profitable years out of immediatel, preceding 51_-3;-5“ i

(c) Ithaﬁanelwmlhnfatleaﬂlmmpmmmhufpmm:ﬁrgﬁmm

{d) The aggregate nimmmﬂmmmmﬂumﬁmﬁ

year in terms of lssue size does not exceed 5 times its pre-lssue net worth as per audited
balance-sheet of previous year,

(e) If it has changed its name within the last one year. then at least 50 per cent of revenue

for the preceding one hﬂmhmhennmdhynhunﬂwuﬁﬂq;MHynm
namme

(2) An issuer not HtﬁyingabuwmndmnmnmymﬂnIPDHMEmademm
hulldlngpm:mandhmuundmﬂumaﬂmuhﬂﬁpuwﬂdﬁnmﬂﬂmmpﬂﬂ:
and qualified institutional buyer. He should also undertake to refund full subscription money
if he fails to make said minimum allotment to qualified insfituional buyers.

(3) An issuer may make an PO of convertibtde debt instrumenis without making a prior public
issue of its equity shares and listing thereof

(4) An issuer shall not make an allotment if the number of prospective allottess is less than 1000,

[S) The issuer shall not make an [PO if there are any outstanding convertible securities or any
other right which would entitle any person with any option to receive equity shares. The above
sub-regulation shall not apply to:

(a) a public issue made during the currency of convertible debt instruments which were
issued through an IPO and the conversion price of such convertible debt instruments was
determined and disclosed in the prospectus.

(b) outstanding options granted to emplovess pursiant an ESOP scheme framed in

accordance with accounting standands issued by ICAL

(c) Hully paid-up outstanding convertible securities which are required o be comverted on or

filing of the red herring prospectus or the prospectus.

for sale to public if such equity shares have been held by the

ties of a government company or statutory
icle set up and controlled by anyone

e B0 [y A e



- h QIPs in one financia|
i mﬂﬁm of its previous ﬁnangi:r :;:i:
ment document containi
Document: hm'l‘lii mn: ;_ﬁm filing of the placement :i.;f]:"
: b pian!d on the websites of the _Etucl-: E-xcm:t
to the effect that the pl&mment 15 meany m’lht
securities shall be determined on a basis Similay
st and shalbe subject o adjustment in case of corporate actions

g } mmmﬂm 'FESE-Gd l.ll'HiEr suh'ﬁl.]uj“

(vi) mp—m zﬁ—ﬁ Act, 1956 or any other applicable provision, will rep,,
‘H.h..mddmm&unﬂwdﬂufpmﬂmﬂﬂhe_mhAmn. There shal| b,
gap of at least six months between each placement in case of multiple placements of spec

mi sant to authority of the same shareholders’ resolution. Issuer and Merchy,
Banker shall submit documents/undertakings, if any, specified in this regard in the ljss,
agreement, for the purpose of seeking in principle approval and final permission from Sig
Exchanges for fisting of the specified securities.

iviil) lnvelvement of Merchant Banker: QIP shall be managed by a SEBI registered merchar
banker who shall exercise due diligence and furnish a due diligence certificate to Sk
Exchanges stating that the issue complies with all the relevant requirements, The merchar
banker shal fle 2 copy of the document and post issue details with SEBI within 30 days of

Primary Market

dividend at higher rates and if profits are less, then they will get dividend at lower rates or they
may not get anything. These shares cannot be redeemed during the lifetime of the company.
As per amendment made in Companies Act in 1999, the companies have now been allowed
to buy back their own shares subject to the requlations laid down by SEBI

Characteristics of Equity Shares: The characteristics of equity shares are as follows;

(a) Residual Claim on Income: Equity shareholders have a residual claim on the income of
the company. They have the claim on income only after the payment of preference dividend.
If the profits are insufficient to pay the dividends, the directors may skip the equity dividend.
Even in the case of sulficient profits, the shareholders cannot legally force the directors to pay
dividend. Board of Directors have the right to decide that how much part of the profit is to be
distnbuted as dividends and how much is to be retained in the business

(b) Residual Claim on Assets: The claim of the equity shareholders on the assets of the
company is also residual. In case of liquidation, the preference shareholders will be repaid first
after paying debts and in the last, the equity shareholders are to be paid off. [t may happen
that they even do not get anything in case of liquidation.

(c) Limited Liability: The liability of the equity shareholders is limited 1o the amount of shares
they have purchased. In case of liquidation, they have the liability to pay i the shares are partly
paid-up. If the shares are fully paid-up, they are not liable to pay anything. This provides them
a facility to enjoy ownership without unlimited liability.

(d) Pre-emptive Rights: Equity shareholders are provided with pre-emptive rights, This right
protects their interest in the company. Pre-emptive right means the right to purchase new
shares issued by the company. As per Section 81 of the Companies Act, 1956, whenever a
company proposes to increase its capital by lssue of further shares, it must offer such shares
to holders of existing equity shares in proportion of existing shareholdings, Such shares are
called as right shares and such right of shareholders is known as pre-emptive right. It protects
shareholders from dilution of their financial interest in the company,

(e) Right to Control: The equity sharehoiders have full right to control the company as owners of

hmmyemwwﬁrgdghﬁm&ﬂmﬂﬁmmmﬂsm. the company
s run by Board of Directors. But ﬂwymekmdhyﬂweq.ﬁﬁ,ﬂmﬂmﬂﬂi Hence, equity
shareholders exercise an indirect control over the working of the company.

-

B. Preference Shares:

teemable within 10 years. A fixed rate of dividend is paid on
ve any voling right. However, they get the right to vote if



M,.ﬂmwlﬂmwm"‘ﬂﬂ’l “ﬂi? brokers do not require a separate :em:;’ml
SEBI Those mercha Y anderwriting: iy i
om S with SEBL. (iv) Sub ting: If the underwriter enters |
already W’ﬂd to undertake quarantee for the issue of Mlﬂ;ﬂh an ﬂwrr_lrenl with some other underwriters
Conditions for Registration el kiiinblinn is called as sub-underwriting or part of the issue underwritten by him, then it
! hihﬂ .g‘ﬂ!‘lﬂﬂg m:ﬂ“ﬂmﬂ I S icate Unde .
e e infrastructure like adequate space and manpower, % nnT:dm mmmmgﬁlﬂﬁﬁmﬁh‘ :,mn": er of underwriters enter into an agreement
] Ph;w s underwriting oF has in employment at least Z persons g, - syndicate underwriting, the “?Wmeﬂtghlemn ﬁ:bwlna shares mm hhﬂ;:
(i) Has w e place. issuing company syndicate
in underwriting. . vi) Firm Underwriting: Wh i
of net worth specified by Stock Excha { : When an undervriter undertakes to buy or subscribe a certain
Moets capital adequacy requirement ) , nge n shares or debentures irrespective of subscript a certain number of
mhﬂiﬂ.ﬂﬂﬂ (Merchant Banker) Regulation 1992 in case of merchant banka,,,? The liability nfund:rj'-lrrﬂars inmﬂ[ ]mhwbﬂc.ﬂhﬁﬂdﬂ:m.m
hﬂnlnmtnfnbodymmﬂ'ﬂﬂ- firmn underwriting. e ting is both for shares underwritien sad
a H e |4 d,u.i .
) ?ﬂw h' m‘Hi been convicted of an involving moral turpitude or f“mﬂn 3. Banker to an lssue
G Bankers to an issue help functioning in pri AT ket :
MWHHEMMMEEHMNF&S&M regulations, o e ool s wﬂ? aﬂw:-wﬂhim
ﬁﬂUﬂhﬁhmwﬂmm&mﬂfmﬂMam applicants to whom securities could not be allotted. - ot

luﬂPﬂhwhﬂhmdmﬁaﬁnﬂmﬁﬁcﬂeaﬁhimmmml-ﬂwmkm A bank can operate as a banker to an issue only after obfaining a certificate of registration
: : of from
33 thousand and 03 hundred rupees and will pay ¥ 5 lakh every 3 years from the fil; SEBL ltmﬁdﬂsﬂupmtupeﬁeme,mmmmni&mhmﬁu;hmﬂﬂdﬂnﬂﬂ

from the date of registration. conditions for granting such certificate.
General Responsibilities of an Underwriter Conditions for Registration
The major responsibilities of an underwriter are as follows: Fm*gerﬁngthe:erﬁﬂcaMnfmgimaﬂm.meihdrEWHBhem
:Tmﬂﬂ,whmﬂmﬂmdmmﬁ. {Hmeapfﬁcmmmnmmmmmmmmh
e underwriter shall not derive any direct or i 7 processing facilities and communication facilities, etc..
' _ *hhmqmw Hﬂwkmmmtmmmh. lﬂlﬁampﬂcmtmwﬂiumummhwmnmnﬂﬂm
(i) The total underwriting obiigatio : ; gt
‘agreements. ns shall not exceed 20 times of the ““M“'ﬂﬂ" .{HIMﬂwrMnﬂwdhmmmm&mmm
= (iv) The applicant is a scheduled bank,

e o e e s i 45 days f the date f o

iy’
4

'M_WMdWHWEMthm
ﬂ._g'gmh_hmsmmuaudww

s status or constitution, it shall obtin priot

e

-
L ey,
| -




Period
5. Conditions of Certificate and ;ﬁ“d:ﬂ'ue following conditions, nanimly:
| ath the pfmrish}ﬁﬁ of the ‘a“-"t-_ ﬂppl"ﬂ;-h'lﬂ mE"'l‘hw
the ¢ shall comply W by the Board from fime o time, __

fa)

idelines, directions Of circulars 1S the Board by the applicant sha|) T

iculars
information or particw i
(b} :Tm:nasimdinﬂ in any matﬂ"“']ﬁ or particulars furnished to the Board by the ap
1al information jon, has undergone change
(c) where any maken® :cation for recognition, iy
: :on with the applica
or in connection

L
m‘iﬂﬁm‘lm |

6. Hm:: H:; ?“ﬁﬁ;:nmmn desirous of obtaining renewal of the recognition Cranyy,
(1) Any Seif-Reguiatory |

hall o the Board an application for the renewal of the certificate.
it, make ; -
(2) Such application shall be made not less than 3 months before expiry of the period of vl

of the certificate. ‘
(3) The application for renewal made shall be accompanie

d by a renewal fee of T 3 Lag

Governing Body

Al stock exchanges have their own separate 'Governing Bﬂards The governing body df
recognised stock exchange has wide governmenial and administrative powers. Ft has the pos
to make, amend and suspend the operation of the rules, bye-laws, and regulations of the s
exchange. It also has complete jurisdiction over all members and in practice it has absolute pouws

management and control.

These governing boards consist of elected members-directors, public representatives &
government'SEBl nominees. The government/SEBl has powers to nominate Presidenti ®
Vice Presidents of stock exchanges and to approve appointment of chief executive and p#
réprésentatives to the governing board. The chief executive exercises control on members inclus®
their admission, expulsion, adjudication of disputes, imposition of penalties, regulation of
investor protection, efc.

Corporatisation and Demutualisation of Stock Exchanges

Kania Committee submitied a report on corporatisation of stock exchay
" 'EEmﬂmmﬁmdﬂﬁeptadﬂwrepuﬁAurﬂumnmddd' o
Hmmmmf‘uﬂm; m'ﬂm.ﬂj
“““Wﬂﬁﬂﬂddwgadmdmﬁnm&mmw

H“"hmhm!m@mm e
o et ol i i s ping e o B

inform the fact to the Board in wﬂhﬂ %

rights of the members of a recognised ownarship and managerment R
Securities and Exchange Board of Ird:ﬁ exchangs in : “m

hpuﬁc:ﬂnn#ﬁ.nnnﬂﬁummw o3P0, el
corporatised and demutualised in accordance with fhe date. al rcogpised stock exchanges shall be

Procedure for Corporatisation and Demutualisation (Section 4
(1) All femgnlﬂdltn:kmhnngu Mmﬂnﬂﬁhmmd

(2) Dnmdﬁnfﬁeuhma.ﬂuﬁenuﬁumdﬁhvﬂﬂm making
enquiry as may be mmmwﬂdmmm?;ul.:z
it may require and if it i satisied that It would be in the intevest of the trace and also in the
public interest may approve the scheme with or without modification. )

{3} No scheme under sub-section (2) shall be approved e Securities and Exchange Board
nfhdhﬁmemddmhawmb:-mdﬁuﬂ.hhd
membership card of the members of a recognised stock exchange or payment of dividends 1o
members have been proposed out of any reserves or assess of that stiock exchange

{4) Where the scheme is approved under sub-section (2), the scheme 3o approved shall be
published immediately by—

(a} the Securities and Exchange Board of India in the Offical Gazette;
(b) the recognised stock exchange in such two daily newspapers circulating in India, 25 may
be specified by the Securities and Exchange Board of India.

(5) Where the Securiies and Exchange Board of India is satisfied that it would not be in the

interest of the trade and also in the public intrest to approve the scheme under Sub-secsion

(2) it may, by an order, reject the scheme and such crder of sejection shall be published by it

in the Official Gazette. ol
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Types of Speculators

Four types of speculators coul
=nd lame duck. These names are C

speculators. A brief description of these is as follows: |
1. Bull: Bull's are also known 2s Tejiwala. He is an operator who expects a rise in prigy .

securifies in the future. He makes purchases in anticipation of a price rise and with the infers
o sell at higher prices, He has no intentions fo fake delivery of shares as he is the spenik
He buys only for reselling and earning profits by way of difference in prices. His behaiis
matches with the behaviour of a bull that throws its victims up in the air. Here Tejiwalatex
prices up in the market by purchasing securities in bulk quantity. This type of market is kn
as bullish and optimism prevails in the market. Entry of new investors is a prominent kg
of it because of expectation of earning higher profits.
2, Bear: A bear presses ifs victims down to the ground. Likewise, the bear in the capltal m
brings down the prices of the securities. These speculators are also famous as Mandi#
They expect fhe prices to fall in the future and therefore, start selling at current prices Wt
View to repurchase them af lower rates. In this case, the pessimism prevalls in the marke:+*

prices come down as per the expectations of the bear, he earns of dit
g os ; ) profits by way ]

On the ;ﬂw hand, if the_ prices increase in the future, he has to pay the difference. He ke

2 Speculator and not the investor, therefore, he does not take the delivery of shares ,i,@

do n:xl! Jlﬂumes “inaut owning them. This is known as short selling, In c2s
PeT expectation, they may float negative rumours in the market to

The market where pn::es are falling down is known as bearish market

d be witnessed on the Indian bourses. They are bull, beay, sty

hosen from the animal world denoting the nature and workj,#

Provisions Related to Stock Exchanges

(1) Recognition of Stock Exchanges: A siock exchange, which i
under SC (R) Act and SEBI, has to meet certain mqummmmw
application, constitution, laws and bye-laws, rules and requiations, E:g;?bﬂ procedure for

aic,

(11)

vl

tlm

Grant of Recogniti Exchanges: Central Government

recognition ifit?sm;th;:d?n P e i

{a) !hat t&ﬂﬁmmmﬁdﬁemmmﬁrdﬁuﬁmmm
investors.

(b) ﬂ'la;ﬂ'mracagniﬂnnwc:rm:ibeinﬂiehumnnfﬂmhadewﬂmmﬂmputhM.
an

{c) that the stock exchange is willing to comply with the conditions which the Central
Government imposes for the purpase of carmying out the object of the Act.

Conditions: The Central Government may alsc impose certain conditions for the grant

of stock exchanges. These may be:

(a) the qualifications for membership of stock exchanges.

(b} the manner in which contracts shall be entered into and enforced as betwean
members.

[¢) the representation of the Central Government on the stock exchange by such

11111111



clients. f
mm[ﬂﬂ'“:lm g
or contract entered Into s princpajy
contracts
Inrﬂlﬂdﬁ'

M{I ddﬂl. : n':ﬂwrl to combat any emergency in trade.
“::1 disciplinary action against MEMbers.

) arbiwaton of

) the number of securities brou
previous quartar
Regulatory Fees: At per SEBI
- every stock exchange in India has
o - 2 dlf
4 recognised stock exchange having an annual turnover mentioned in column .
foliowing table shall pey the amount mentioned in the corresponding entry in column
tahle within 30 days of the condlusion of the relevant financial year.

Table 1

(Regulatory Fee on Stock Exchanges) Regulations, 2
to pay the regulatory fee to SEBI with effect from, Ji

5. No. Annual Turnover (¥ in Crore)

Amount of Fee (%)
(1) 2) e

H.

Le= than or equal & 10,000
Moee than 10,000 bt less than or equal to 1,00,000
More shan 100,000 but less than or equal 1o 5,00,000

More than 5,00,000 bt less than or equal 1o 10,00,000
Mare than 10,00.000 '

12

Listing of Securities Secondary Moarket
U.ﬂng-nlslﬁLﬂ'lﬂﬂﬂﬂl Mok exchs
h_mpurc}mandlﬂl. ﬂmﬂhﬂiﬂsmmﬂﬁ

diligence of a company to be listed. The Ising
B A e e e e

Objectives of Listing
The main objectives of listing are as follows:
1. To protect the interest of shareholders and the investors
2. To ensure proper supervision and control of dealings in securities.
3. To ensure liquidity of securities.
4. To regulate dealings in securifies.
5. To provide marketing facilities for the securities.
6. To avoid concentration of economic power in few hands.

Central Listing Authority
The listing requirernents differ from exchange to exchange SEBI has initiated steps for setiing-up
of a central listing authority which would accord approval This approval would enable all the stock
exchanges to list the securities at an early date. The Central Listing Authority (CLA) s acting as a

check on the fly by night operators who flcat public issues. Central Listing Authority has fwo primary

roles-Laying down standard listing processes and Carrying out the due-diligence of a company o be
listed. CLA has also the responsibility to update the isting norms depending upon the internal and
external environmental developments. SEBI has made Central Listing Authority Regquintions, 2008
for bringing CLA into effect. The CLA is repealed by the SEBI by issuing notifications in this regard

on 2nd January, 2007,

" _..". '




ould be at least T 10 erorg .

fying for listing: ||'
Norms: public Offer: The Minkmyyy, .
(B) LIS o Issued Copital ""’,;’i"be ¢ 10 crore for POs & ¥ 3 crore for ppn My

Exchan and on Regional E.uh.nl
on More Than ﬁ“nmmwgnmmﬂﬁmnge indudjng e,

company has 10 gﬂ IWH;
jisting on regiona’ | eting of old companies will
of Capital: The listing 0 CONtinyg y,
(iv) Cost of P.::,‘E!mmi ered for listing only if they adhere to the norm oy
Pew compa :
expenditure of public 185UES.
N . on Transfer of Shares from |

Undertaking Regarding Restriction :
fw) Quota: The auditors or practising company secretary of the company applying f
have m certify that the share certificates have been siamped and the Testricfigy,
wpars have been imposed on the transier or hypothecation of shares from e

CJLIHE

ivi] Corporate Governance Must for Listing: The new companies have to enteriy
agreement with the stock exchange regarding corporate governance, if they wisky
listed on stock exchange, All existing listing companies will also have to adhere o f:
code. otherwise they will be delisted

(viil Compulsory Provisions in Articles of Association: The Articles of Asce
of & company must have the following provisions, if it wishes to be listed on fhe#

(i)

exchange
la) that the company shall use a common form of transfer.
o) me hully paid shares will be free from all lien.
i€} that option or right to call of shares shall not be given to any person except %
anction of the company in general meeting.
@) that any amount paid-up in advance of call on an e’
y share may carry W=
shall nat entitle the holder of the share to icipate thereof in 24"
in respect h:t
subsequently dedared participa pe e
e} that there will be no forfeiture of g
i Ihr I.Mr;l um 'd LTI DL
(3) Other Conditions: I additicn
conditions also prior 1o listing: M.mm
i) ﬂwm-ﬁaﬂmﬂ[_ﬂmn: and lef .

al same time.

(ix) To nﬂﬁﬁwmmﬂwﬁ*ﬂ-ﬂ“m*

(x) Tndmeﬂwmﬁnhmhmhhhmﬂﬁ“-dm ssue of
right or bonus shares or for such other ' - |
e w: PuTposes = the wtock exchange may agree and

(xd) Tuhmdtnﬂulnnhndmmﬂmm*dmm
mufhnmmdﬂhdmﬂhm

(xii} To grant to shareholders the right of renunciation in all cases of issue of rights. privileges
and benefits and to allow them reasonable Sime for exercise of such right

Ixiit) To intimate the stock exchange any other mformanon necessany 10 enable the shareholders

to appraise the position of the company.

(xiv) That in the event of the application for lsting being granted, such listing shall be subject

to the rules and bye-laws of the exchange in force from time o me.

Listing Norms for Unlisted Companies

: - g
. " i g & b T

b ¥ the post-ssue net worlh
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) nsitive information. Unpygy
ﬁ?:‘hﬂfeﬁ: 1:;2 he following matter: ey
I ’

(jv) any major s
[‘-.-'] ama]gamﬂ.ﬁﬂm-

(vi) disposal of 1€
fil] such ofher infarmes ions of the company

¢ or operabl

officer or empl
having busin

ficies, plan

be the directon
pE':'E-I:Iﬂ

oyee of the company or a persgy,

(viii] any change in pO | .
oss or professional relationshiy Wi

Connected persons may oinfs
1o be director of the compan

pompany.
of Insider Trading

Objectives o
s aiice waing 08 beaneﬂr:l;ugh inethical purchase and sale of the company's sy,

N i C) dd 8 II ;
(i) benefit the company ol formation, and/or

withholding price sens : ; o
i) benefit the inclividual indulging in this unethical pra

Categories of Insiders

Broadly, the invesiors can be divi
directors, stock ex

ded in the following categories:
changes, merchant bankers, registrars i

1. Primary Insiders: They are ;
of the company, top executives, ayditors, banks, etc. !
9 Gecondary Insiders: These are dealers, agents, other emplovees, etc. . I
l which are having access to price sensitive infams

3 Other Insiders: These are the persons

due to their proximity with the company. 1

It has been laid down that no insider shall | ﬂ
1. deal in securities of 2 company listed on any stock exchange on the basis of any

price sensitive information either on his own behalf or on behalf of any other persadi |

2. communicate any unpublished price sensitive information to any person, except &7
in the ordinary course of business or under any law; or

3. counsel or procure any other person to deal In securities of any company on #4¥
unpublished price sensitive information,

Action by SEBI

SEBI can order for investigation and inspection of the books of
cuments of an insider, After receiving the investigation rgpurtl
ing him an opportunity for explanation, SEBI may: 2

L. initiate criminal prosecution against the insider, and/or b

Prohibition

2. give necessary directlons tn
market, and for due camplj
These may relate to:

Ak securities in
({ii) prohibiting the insider from disposi ANy particular manner,
these regulations: of

main regulations are:
1. Connected Persons: The persons falling it |
be connected persons: MMWMH

{ﬂ] an immediate Tﬂﬂﬂug of connerted %

(b) = holding company or associ
compars; or
(] an intermediary or an employee or d "'*"‘: company; or

(d] an investment company, trustes
or director thereof; or

(e) an official of a stock exchange or of clearing house or corporation: or
(f} amember of board of trustees of a mutual fund or a member of the board of directors of
the asset management company of a mutual fund or is an employes therent: or

(g} a member of the board of directors or an employes, of a public financial institution
defined in section 2 Wﬂ}dﬁmmmmﬂ:u‘ -

(h) an official or an employee of a self-regulatory organiztion recognised or authortzed by
the Board; or

{1} abanker of the company; or
(g) a concern, firm, trust, Hindu undivided family, company or association of persons
wherein a director of a company or his immediate relative or banker of the company. has
more than ten per cent of the holding or interest.
2. Communication Or Procurement Of Unpublished Price Semsitive Information:
No insider shall mmwmﬂme.mdﬁ.mﬂmmuwmmmﬂu
infurmnﬂnn.mluﬁngtnummpnnymmﬁﬂhdumhhunmm

H-hﬂmmmhmnmmwaus-ﬂ-u—mmm
shall trade mmuHmWHwnhHMlm&m.ﬂmh
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trad
petween the “"Enf fg‘he announced by the

| : mgpﬂhd ane 1€ i such financial i
entall trading o 1% 50 recults 818 FE0C i cclosure of sU results,
. Fﬂmn‘lﬂ mdﬁad Fr‘d racting i: pwelve months; | (7 dhm-hgmmtﬁ.ﬂf‘h" capital market in ﬂmn_hy rating them, This is likely 1o helps i
:dinﬂ for & Jperiod et ;r,i.:h another trading plan is already in exjge: increasing awareness ﬂﬁ Investment Opportunities:
) et mlwﬂﬂwwhr N ected or the number of securities i he newspapers and journals W PP inities
ﬂ'h"] mgsnhﬂ { wraces {0 De eff p.raii at, Of dates on which 5'-1!’1. Business Tndw d r mmm
sat out efther the value o ¢ Irade and the inte e lo énd Fortne India, ete., have m
(vl e Mgfgﬂ,ﬁamm af the . s ng-term mm'ﬂ“ wﬂhh Iﬂﬂ:ﬂh
shall be : . rket abuse ’ Def, Jth

(i) not ental tradind 8 g [:;IE of directors of every compans, Whosg gl ™ Fr?hl.m' or Lefects of Secondary Market .

s Code of Falr Disclost® o0 - otg and publish o = O The Indian Secondary Marbet s suffering from certain defucn < e

" are listed on @ stock exchemg_ﬂ-_r disclosure of unpublished pﬁcE.meW o T:““H“ﬂ : (1) Weak Management of Stock mh‘ ' —
practices and wﬂ“ﬁﬁgi to each of the principles set out in these reguiations, ity and deficient in India. The Indian stock “dmm wﬂﬁmtm -
would follow In OFET 8Ll lations in any menner their own benefit, The Executive Directar has also falled o e 2 Memberbrokers for
dilufing the provisions @ vet in India freely as he is also responsible to the governing body, o perform his regulatory functions.
Contributing to the Growth of D s ) e country Bt thom e e 23 sock xchanges i which s scater
Factors L0 buted o the growth of qecondary market In India: ik Em:ha'm' I'.hlmpr?::ﬂufm JIIF]'I in integration. Due to Mﬂm

Following factars r:an:::. el ¢ Banks and Industrial Flnnm:l]nrl!] Institutions: 7, BT securities vary considerably between
Establishment of L o t banks and industrial inancing instits

(1) government has Hﬂhtﬁ;:gg UMEI:EESWJHT JTL o, These financial mﬁﬁm"“ﬁm“’-m” (3) ;:1:;2 i:;ﬂ;g“ of Specified and .. o ok
i IEE@E-[QW o ibuted to the growth of capital market in indiia by sty and unspecified groups. This fype ;mmﬂf"mﬂm”hﬁw
deve O e establishment of industral units to a few large companies and promotes speculation in it
Rpanes also enacted various Acts and made severl i (4) lgnoring Investors' Interest: The Indian stock exchanges ase ignering the genuine i

easures: The government : - i :
2) lggimﬂw :Isfar arotection of investors. The protection of the Investors through vads of investors. Complaints made by investors remain
an the and unattended.

measures has led 0 the healthy growth of the capital market in India. (5) Domination of Financlal Institution: Indian capital market is dominated by financial

Business: The underwriting business in India has been gouy institutions and big operators. UTI, LIC, GIC, ICIC] and 3-4 big operators are the main players
o {:;&? n;m:mU.'r:1I mmige growth of financial institutions and commercial banks T in Indian stock markets. Transactions done by these institutions set the rend in the market [f

. _ AL f shams B these institutions buy the stocks, the market gets bullish and on the =
= ides quarantee to the enterprises regarding subscription o on the reverse side, the market
e e samease of NIM n ndin Soconaen bemish bacr of G K, A R

(6) Poor L :
(4) Setting up of SEBI: The Gepurities and Exchange Iquidity: The Indian stock exchanges suffer from poor liquidity. A small number af

T shed to ' stocks are traded everyday and most of the times, thin volumes can be seen at
s ok v a e stock
1988 and was given statulory recognition In 1992. The board was establl 3 Gihanae 53
environment which would facilitate mobilisation of adequate resources through the increasing due to more and more forexgn financial institutions

are investing in India.
market and its efficient allocation. (7) Less Floating Stocks: Scarcity of floating stocks in the indian stock exchanges is anather
(5) Growing Public Confidence: Thanks to the reforms initiated by the Em_h ' \

reason of their weaknesses. The shares and debentures offered for sale are a small portion of
which have increased the inferest of small investors in the stock markets. g total stock. Financial institutions do not offer the scrips they have purchased for sale. It creates.
who eartier shed away from the securities market and trusted tmdi‘tbnnnl gl :

:?mﬂimmdwmnminhmufﬂmmd debentures. The che TSRS v e e D -
miany companies rther boosted their confidence. i T e el
(6) Credit Rating Agencies: At present, 4 credit rating agencies are opere Piieors Bt LS e apiciac In L1y T 9] SERN (iepouieeion s Participasis)
F:EE“'“?‘; ﬁmmﬁmmmmm- _td.) which T
: nvestment Information and Credit Rating Agen r T e A Y
lﬁlwmiﬂﬁltmmdmhu;m] b the 30th day after the ¢ of a public issue.

Board of India (SEBI) was stgt

o
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: aht ﬂﬁﬁ:&ﬁm effect from July 2, 2001. necessity. This database mh‘ﬂ 'ﬂ s

_— 5 ave been withdrawn with effect from July 2, 2001, incorporating the global best practices e , condary mark

the Settlement Guarantee Funds (SGFs) fo | with the Indian securt and =y ‘;t.;

of
trading ® o002,

isony
11, Derivatives §oding WS &%

oo and Protecti
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: by non-full ypartial fulfilment of obligations by members. and regulation of corporate bonds market  the resp
shordalls caused by b & Steps should be taken to should provide the necessan; requiatony frameworle
immediatel; establish & sbim i k. mea h e

: . committee Report on Corporate Bongs trading in corporate bonds » system 10 capture all information related 1o
Recommendations of R.H. Patil Co 1t o the aniite st Jw d 25 close 10 ewecution ss possible, and disseminaty.

and Securitisation et
dobt in India suffers from certain shortcomings: investment cult is confined o i

siac corparate debt =mm is |esser developed as ::ﬂmpafﬂd to G-sec mETkEF small 'HH.
s igsuance of corporate papers is through privaté placements with scanty disclosures; cops
s tlement mechanism in place. Address: ®

: \ o ro have 2 structured clearing and se
debt market does not hiave 2 hri R.H. Patil gave the following
As market participants gain experience with ﬂMﬁhh“dm

above mentioned issues. 2 high-level committee headed by 5 ]

recommendations: . d sottl ;
e The stamp duty on pertly secured linduding partly secured by registered moriga|’ cw;“:li %ﬂﬂr& should be made to develop oniine crder matching pé s for
T e éehentues should be made uniform across all States and be linked fo MEES et ik el o¢ 3at-up by the stock exchanges or joindly by
the securities, with an overall cap; SERI would frame cific quidel : "_-_ '. -
o TDS nules for corporzte bonds should be similer to the ones applicable to GO mmmmwiﬂmﬂ I'I-.'_' cively be ity o ‘m-:..:u .
Securities: § exchange toa limited extent and as such would ned the speciic 2pp
o In order io Incentives comporates to raise a part of their requirements through DORTC e ® Currently, the interest rate derivatives marhat i confined 10 the over-the-counter
and cost for public issuance and the disclosure and listing requirements for ""-'-:'.:"?- ' s i 5By P P P -.;ii'
should be reduced and made simpler; . "!‘ o atton ¢ - St e :.,5.1-
® Banks should be allowed to issue bonds of maturities of over 5 years {88 : neously steps may be mken © Saly introcduce the wevised and apgroved
® A suitzble framework needs to be put in place that inc
considers support mechanisms that market-makers need fo
mmmmMm T e
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.
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5 objectives of OTCEI
———— The objectives of OTCEI are as follonys:
1. To provide quicker liquidity o investors;
NSE 2. To make available the securities at fixed
OTCEI and by e b
P 4. To simplify hmdmﬂm "‘ﬁm
5. To create the public mﬂinﬂqm“,m
6 Tumhwmhbhhw“h of "
list the e 0f making public sale of new ismes.
7. To m“”’“mmmllu _ g
Introduction exchanges and did not fulfl the minimunm requisemens h*ﬂ” the listing fees of the large:
There are 23 recognised stock exchanges in India. Setting up of OTCEI and NSE js 5 ¢ .' Features of OTCEI
step in the direction of promoting secondary market by spreading securities dealings i, every The salient features of OTCE] are as follous:
the country. Stock exchange operations started from Bombay and for a long time remaineq (1) Nationwide Trading: OTCE] has nationwic network. The
metropolitan cities only, But now these 23 exchanges are situated in different states Thus, s traded across the country through canitres in different ctigs et fted cn OTCED can b
trading is coming closer to the investors. By the setting up of OTCEI and NSE, the investors (2) Ringless Trading: The OTCE has no trading ring or hall. The desiers ae Beckiors
the country have now better access to securities market. The stock exchanges in India played 5 through a computer connected with the central OTC et
role in capital formation in the country. The stock exchanges are providing a variety of servicest (3) Compulsory Investor Registration: 4n hwhnp.“m“
. E - Z2hg - an application at any counter of the OTCEL aftgr e : -
investors and therefore. growing as public service institutions. @ b o = Oriy after guetting the INVESTOTC Card.” the
OTCEI {‘IMMMMMMih-nm_H
computers, mﬁmmnhh&liﬂﬂ_ﬂh“mmm
Over the Counter Exchange of India (OTCEl) was incorporated in October, 1990 under (5) Transfer by Counter-receipt: The invesiors have 1 submit 3 counter mesp for Tasder of
Companies Act, 1956. It became operational in 1992, It was promoted by consortium of s shares at any of the OTCE] countars. If the consolidated holding of an svestor & within the
nancial insfitutions like. IDBI. ICICI, IFCI, LIC, GIC and its subsidiaries. UTI. ete. It is a s limit of 0.5 per cent of the issued capitai of the company. then e shanes wil be automasenlly
stock exchange under the Securities Control (Regulation) Act, 1956. It was the first stock exchang transferred in his name.

(6) Exclusive Listing: Initially. the companies lssed on OTCE] were not allowed 1o e bt on
(7) Only Authorised Dealers: Oniy the deniers uthorsed and approved by OTCE con desl on &

indiz which started screen-based trading system. The companies listed on OTCE! cannot be sl

Hﬂ‘.-'.miw recognised stock exchanges in India. But those securities will enjoy the same listing 5=
a [+ ies I ; -

vailable companies listed on any other recognised stock exchange in India. (8) Tra o e go S ebal

OTCH has opened 25 renresentative offices in all major cities of the country. It enteEe = i thl - _hll m‘ l_.l—_d m.ﬂ__-n—:n

of Mﬂﬂlﬁm r,"'kl'l_]] with the Hﬂmmm of Sec |.J —_— I,:'I‘.n‘-";-"llt e s ol OTC H“#-w o ok

-: -
!

ML s EeRles
I I =

Quatation (NASDAQ) for enhanced i exc
| _ co-operation between the two exch s Comtract an Steck. etc.. (n e hasis
EEEE.,ET o reating & fully decentralised and transparent market, The OTC oo ———" Hmm#:*,,,*__m"‘“m
Providing a market for the s, forward contracss on stocks, other forms

where the deal or rade mﬁﬂmhmhm |
mmhmﬁmmmm Bl ﬂumm



Listing at OTCEI
Obligation

Listing Requirements 4.up capital of T 30 lakh and the mj
-up capi i
(3 A company should hese 2 T e issued capital or € 20 lakh woriy °m§h Market Making Inventory (5.
, i ; . :
ﬁuﬁ:ﬁ;;er s higher. Guidelines on Disclosure and Investor Protection will e oy 4. Company Fact Fije fime of pupe U5  Grageq
OTCEI issues. Operating Hi '
ltEnall ny that intends to get listed has o be sponsored by a merchant banker Mmmumﬂ istory (or) |
(b) WW} of the exchange. The sponsor of the issue must arange for market mﬂ!-la;?‘ Market Capitaisatior 1 e (o
buy and sell quotes in the securities for an initial period of 18 months. By Corporate Governance 5 croe
(c) Relaxation in Listing Norms as Compared to Other Stock Exchanges. Compliance Standards Yos
| 5. It is also desirable ™
These are: . ‘ for the “‘Pﬂﬂn have 5 "ﬁm
Companies that do not fulfil the following conditions are also eligible for listing on D-R:EL- Additional Haqufmma“h for Fi -“.«
1. 3 year dividend paying record in the last 5 years, and; For finance companies these Bmw
2, Appraisal and funding by financial institutions, will be allowed to raise funds by g Registration with RB[ ac HEFC%HI conditions g r—
U:“:EI. provided ﬂlEj..’MElIE.'bEFI e Investment Grade Hlﬂng Con :
(i} Sponsored by a Member/Sponsor g T | Continuous Profital ity hmﬁm,ml
lii} Appoint at least 2 market makers for continuous liquidity to their shares. Mak Past 3 geurs Issues
fiil) Bought out deals undertaken earlier and all future bought out deals - which may natjgl ing Inventory
the 3 year dividend record/Financial Instituion appraisal and funding criteria. Principal and Additional Market Maker i0
. Ppex cent minimum
Qualifying Norms Debt-Equity Ratio As pes R Ktver
rlrgiim Wiﬂt;ﬂw above norms, all Public Limited Companies fulfilling the following critera af G?I:H:::“' Ulﬂng Requirements for All
igible to get themselves listed on the OTCEI: - iﬂEfﬂﬁEqumymufhm
1. Company Valuation Post listing, the company (s required vl commence 3 days after the company is listed.
pany ua in favo of req bmﬂmm#l of the Amount
Net Tangible Asse i mﬂ-fﬂfwmpummmwm o e
et Tangi s (or) ¥ 1 crore (or) dep;fuﬂiﬂuﬂlmmtnbnmﬁd hnnﬁdﬂmwth#h“

" Net Inl::ume:: latest fiscal year or 2 of last 3 fiscal vears). T 0.25 crore
Minimum Total Float (shares) 11,000,000
Minimum Public Float (shares) 5,00,000
hﬁw Vahse of Pybjic Float T 250 crore
l"ﬁnrrmmﬂﬁeﬂnﬂw?uhlic 25 noy canks {otal paid
Minimum No, of Shareholders o N

3. lehuﬂ-liﬂng

T‘hnfMarhethhm
[lﬂ‘ﬂimg{m!,! ki




wmnwm'

3. Company Fact File Not Appltcabie. or
Operating History % 3.75 crore
Minimum Market Capitalisation Ves
Corporate Governancs No Defauts
Compliance Standards

Procedure for Listing OTCE! is as follows:

i t
The procedure adopted for the lising of shares @ 5
ber as a sponsor for the company s issue. The sponsor appy

Ern i

1. EE :rp;“rg';:y";n varlous aspects, such as technical, mana-gene:ll& _«Cﬂn:imelﬁa]‘. Ec::::

and financial. After appraisal, the sponsor certifies the OTCEI regarding its appraisa|,

2. The Sponscr appoints market makers

8. The sponsor determines the price of s
of OTCEL

4, The sponsor after compliance with all SEBI guidelines gets all statutory consents.

OTCEI for approval and makes the listing applicatos

5. The sponsor registers the issue with
the OTCEI as per rules and regulations.

6. The sponsor submits the notice of issue/offer.

7. After getting the approval, the allotment is made.
8. Once the allotment is over, the equity is listed and trading commences.

hares to be offered to the public, members ang dose

Application for Listing

makes the application for the listing of scrips &
with the application for listing:

1. Listing agreement;
9. Certificate from auditor that the allotment letters, counter receipts and advice-cum-en

orders have been mailed;

3. A certificate from the auditor that the allotment has been made as per the basis approvet!

OTCEL
4. Company's confirmation that all cheques for brokerage and underwriting compmission *

directly been posted to members and dealers; (
s (14

5. :nd copy of the newspaper announcemnent giving the basis of allotment aug proved %

6. A cheque/demand draft for the listing fee.
Listing Fee
The fee structure for listing s as follows:
Initial Listing Fees :
Annual Listing Fees :

-

¥ 7,500

134

After the completion of the entire process of allotment and refund, the company or the spon
t OTCEL The following documents are fo be afiace

Paid-up capital

Upto 2 3 crore

¥ 3 crore - T 10 crore

Z 10 crore - ® 20 crore
T 20 crore -~ ¥ 50 crore
¥ 50 crore - ¥ 100 crore
Above ¥ 100 crore

Obligations on the c"-""’lﬂlniu.

1. At least 4 centers each in Northesn
for collection of application Pl ,

4. The securities to be lssued
the mpany should
EU{RJMEEEIM.m;;&H;m e in conformity with the provisions of

6. In case of a change in the
management .
requisite expertise of the current manag ml OTCE has 1 be satistied regarding the
7. I the company is not interested
in the trading of certain
company has to declare it to the OTCEL portion of iy share capital, hen the

8. The company has to undertake
to process applications for ransfer of shares
its nominee or agents within 18 days from the date dmimhhmﬂ -

9. The company has to authorise
0 :
it A TCEI or any of its nominees or agents to transfer shares called

10. Listing on OTCEI is permitted only if the company necessary
: has obtained smtutory approvals
under MRTP FERA, etc, el 5

1. Publicit 10 B0 lesse of securily i 'Iht;m]!_hh_l#lnmhy OTCEL

jans. clear bank settier and the entire set of regulatory and
ooth functioning of OTCEL Market payers in fhe OTC




. = can be . netions of MeT
OTCE are uundl Hnblm sponsors while dealers cannot. The main functions

Financial Market Operations
e GOVT/SEBI
|
PLATEHE l \1
| ' ' LICENSED

\/WH

INVESTORS REGISTRARg,
(PUBLIC) TRANSFER
AGENTS

(1) Investor h e
Investors are the most important players in the market who buy and sell the shares. Acyyy
other activities are carried for investors' operations and all other players work for smooth, 'F'-.
and fault-free investors' operations. An investor can buy or sell shares through ‘INVESTOTC g
through OTCEL Investor may be an individual, company, firm, Flls, Fls, FMs or commercial bep

(1l) Issuer Companies
lssuer company means the company whose securities are bought and sold on OTCE. 3
securities of the comparies are as follows:

(1) Listed Securities: Listed securities are those which are allowed to be traded at any co:
of OTCEI and cannot be traded on any other stock exchange.

(if) Permitted Securities: Permitted securities are the securities which are listed on ¢ :

aichanges but are allowed to be traded as permitted securities on the counters of OTCE

(itl) Equity Shares of Unlisted Companies: The shares of those companies which an
listed on any exchange can now be traded on OTCEL

(iv) Initiated Debentures: Any entity holding a minimum of 2 1 lakh debentures of a parli
company can offer them for trading on OTCEI by appointing a member or 3 dealer
compulsory market maker in these debentures. These are called as initiated debentur®:

(i) Members
The functions of members and dealers are almost the same. But the status of member &y
(a) Appraisal and evaluation of proposal;

(c) Participation in bought out deals:

(d) Offer of shares to public;

() Market making;

(g) Investor Services,
Market Making

Quoting buy and sell rates for ,

specify the value, quantity and the
jollowing three fypes:

mﬁ"‘

m"“ﬁh

h!h%ih calla

Markey
et makiog  OTCE e

Members can peﬂnﬂnnnyn{ﬂmahmmmﬁm but denlers cannot perform the cc "
market making unless this function hasbeenﬂ’qmdhl\mhh
ponsce.

Norms for Members

(1) Eligibility: Only the corparate entities are eligible for membership

{El;l;wnﬂhﬂrltnh: ¥ 1 crore comprising of the minimum paid-up capital (¥ 30 lakh) phus

- n::ferws (excluding revaluation reserves, capital reserves and seciied reserves and

ue mmbml'&p.fdﬂmlm’dapmitﬂhmm siock exchange] less accumulated
losses, if any. Minimum funds committed for OTC operaions sheuld be ¥ 1 come

(3) Minimum Educational
should be Qualifications: At least 2 whole time directors of the corporate

@) Citizenship: The company should be incorporated Under Companies Act, 1556

The company shouid have the folowing infrasructure:

e office space of at least 200 3. . This buiding should either be owned
2y sl



Finarciol [aries Last=mm

Selection Procedure .
(i) Prospective members to submit an application in pmsﬂéh:i Eir::rm.
(i) Selection will be at the sole discretion of the Board of 'ElL
(IV) Dealers
Norms for Dealers
1) Individuals
" ot more than 60 years.

1.
2.

3.
4. Experi

Age: Minimum 21 years and

Net Worth Requirements: Minimum T 15 lakh excluding the value of Member
dealership/deposits with OTCEl/other stock exchanges. hig
Minimum Educational Qualification: Graduate.

ence: Minimum 2 years experience In Capital Markets/Stock Bruh!m

Management/ Investment Consultancy.

Citizenship: Indian Citizenship.

5.
(i) Corporate Entity .
1. Net Worth Requirements: 7 20 lakh excluding the value of membership/de akiy
deposits with r Stock Exchanges.

2.

Trading Infrastructure for Dealers
(i} Dealers must have the office space of at least 200

Capital: The minimum paid-up capital should be ¥ 10 lakh plus free reserves (excludiy
revaluation reserves, capital reserves and specified reserves, cost of dealership and ny
worth of other exchanges) less accumulated losses, if any.
Minimum Educational Qualifications: At least 2 whole time directors of i
corporate should be graduate.
Experience: Minimum of 2 whole time Directors should possess a minimum o
years experience in either capital market/stockbroking/portfolio managementiinvesine
consultancy.

Citizenship: The company should be incorporated under Companies Act, 1956,

sq.ft. This office space should either i

owned or on long term lease of at least 5 years.
lii) They should also have two direct telephones.

(i) They should also have telex/fax facility at the designated OTC counter.

The company should not be engaged in any fund based activity.

Dealership Selection Procedure:
(i) Prospective dealers to submit an application in the prescribed form. s
() Crita for selection at all stages will be s decided by OTCEI at ts sole disc!
decision of OTCEI in the selection process Is final. '
Functions of Dealers: '

W) Stock broking activities

(v) Sponsors

(i) [nvestor services,
(v) Participation in bought-out deals »

Thg,pﬂnmﬁmﬂwmmhmwmbw
s dealers. SPONSOShID ofscris i g yrcicwse
Process

nctions perform by & spousor o ..
1 Tﬂ' ﬂpﬁ'ﬂhﬂ' *I'II‘ MMW m‘d h .-.._ . gl
technologically and fnanciall viabi, ' * 4% it the corparys

g. To participate in huughl_mm e W- g o

8. To sponsor companies for listing and Ol
4. To appoint market makes for all i lﬁ“hh

Eligibility Norms

4. Citizenship: Company should be incorporated under Companies Act. 1956,

5. Experience: Minimum of 2 directors should possess & misimam 0
either of capital market/stock mwmm-i:m .

Selection Procedure for Sponsors

1. Prospective sponsors to submit the application in prescribed iorm.

2. The selection will be at the sole discretion of the Board of OTCE.

(V) Registrar and Custodian

Registrar and custodian are also the part and parcel of OTCEL They camy aut the Iclowtrg

i'l.lrh;ﬂn-n.:

1. To transfer shares not exceeding 0.5 per cent of squity poréolc
2. To maintain a register of members.
I‘ lﬁ e ;::J._ : i b .- s
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(Vi Central Clearing Bank

All inter-counter
clearing bank.

i functions are performed by settier:

1. Record keeping of documents generated by counters.

2. Checking of applications for splitting of sharers.

3. Keeping a record of signatures of all investors at the counters.
4. Monitoring the movement of documents.

5. Verification of signafures ofl counter receipts.

6. Checking genuineness of counter receipts.
7. Sending confirmations 10 the counters regarding receipts of counter receipts.

§. Exchange of counter receipts for shares before sending them to registrar.

(IX) Monitoring Agencies
ities of sponsors, members and the ovey

OTCEl has a committee whl :
and Government of India also keep an eye on the working ¢

wrading at OTCEL Ministry of Finance :
DTCrI;'.Ig. SEBI monitors the activities at OTCE! and frames rules and regulations for the smooth yg

proper working of the exchange.

Trading Mechanism
a5 have different trading mechanism at OTCEL Therefon

(I) For Listed Securities
Trading in listed securities starts 3 days after the listing. Trading commences with the compuliey
market maker, additional market maker and voluntary market maker offering quotes for the minimut
depth which depends on the issue price of the security. The market makers have to give quobes kot
least 10 market lots in case the issue price is T 50 and 5 market lots in other cases. Share certificalesd
listed securities are not traded on OTCEI. An investor has to first convert share certificates into courlf
receipts before trading which are tradeable documents. Following steps are followed in trading proc*

at OTCEL
1. Counter receipt is issued in lieu of share certificate.

2. A counter receipt is also Issued every time when a scrip is purchased at OTCEI countt

8. The counter fills up seller's details and obtains his signature.

4. Triple copies of counter receipts, one each for buyer, custodian and count T are | e

5. An Application Acknowledgement Slip (AAS) in triplicate s also gen
6. Al ransfe deads with elevant counter recipts and AS are sent o he @

. Wraﬁﬂﬂmmmm
ctual

8 verification of the particulars gn‘;:ﬂiﬂu_w

issued to the I%Uﬂt(;mﬂwthﬁi‘ﬂ”ﬂ A s
ller's name, then he has Iﬂ'ﬂﬂ\ Prica £ounter,

?;CSJ and a cheque. 'o submit 5 : After

9, Thgmuntﬂrlwndﬂ-.mhml o
Tegistrar

() For permitted Securities

The trading of permitted securities
stock exchanges can now be was Initiated jn

ather 1o be

{or listing of finance, investment, leasing and hige traded tinday i o103 which are fited
proval in this regard, The %MIBT[E“ -

SEBI's ap "'*E‘Miuh NMT.M*M

3. Selling and purchasing investors
Confirmation Slips (SCS) m-:hr-l:::!% Puchase

4. The counters have to e
deeds. Mﬂmﬁmm-mﬂhﬂ_ﬁ

5. All delivering brokers have to afix their rubber

Settlement System

The OTCEI has five days trading cycle at prasent. Forwasd
D’lﬂﬂmduﬁ not permit short selling in listed securities. mﬁﬂ:gmm
E:mm mmmmmmmhmmuunu.ﬂ:ﬂ;
:mﬂ;!zwdaﬂmmemmdmﬂemﬁmﬁm#u&mw
mlm?,mﬂﬁedmﬂmm&,mwmhhﬂmnﬂgTﬂ_#
P allnwedslﬂfﬂng of settlement system on the recommendation of Dove Comm.ee from the
system to T+1 system where the pay-in takes piace on the nex day and pay-cut on second dey




Financial Market Operations
i through members'dealers. Thus, th
nwnﬂnﬂﬁmmmﬂwpub]tcerﬂwrdmcﬂym . this
provides the capital to the company at an early stage and can take up speedy cmnmencﬂngnm
project.
3. Book-building
The company can also

4, Bought Out Deals
Dave Committee suggested that Bought Out Deals should be allowed as a facility of

TCEL This facility should be available to those wha do pg f.:

sale. listing and trading only on O
the criter?ug of three year dividend, financial institutional appraisal and funding. This suggestio,
The detailed scheme for off-loading shares acquired under BOD was ¢ l"ﬁ

approved and accepted. : ;
out. These companies when listed on OTCEI were to be listed only at OTCEI for minimum of 3 v

Growth Equity Market (GEM)
The Growth Equity Market (GEM) is the OTC Exchange of India's new market far Sttt

enterprises. The 'GEM’ enables businesses to seck proper valuation and see their shares
widely traded without formally listing their shares on a stock exchange mmugr} the traditional |j
mechanism. The ‘GEM’ provides a new and significant opportunity to a dynamic company for furg

growth as well as valuation of their equity.

Features of GEM
With the infroduction of the ‘GEM’, the market for trading in securities that are not listed, f
OTCEI would:

(i} provide
(ii) promote organised trading in unl
trading platform introducing grea

(iii} broad-base the existing informal market in order to make it more liquid;

(iv) provide benchmark rates for security prices;

(v) act as a preparatory ground prior to an IPO issue;
(vi) provide companies the protection of institutional investment, and at the

and the benefits of exchange rading;
(vii) encourage companies to adopt transparency and corporate governance in their dealings

issue the shares through book-building process at OTCEL

an exit route/opportunity for investments of venture capital and private equity fusd,
isted securities by bringing scattered investors on to a commen
ter level of transparency in utilised securities market;

same time the visiaili

Intermediaries
There are three key entities in the ‘GEM’ of the OTCEL:

(i) Companies
to management buy-outs and family concerns. Be it a company that is
technology sector or a iraditional manufacturing or service industry, the

such comparnies, r
By oy -

A company Wﬂﬂﬁl}gfﬂh'ademh

codure and compliance with ongoing . U neeqy,
P her OTCEY's sponsotmember or a B1 e, Th, PO advisy

l:m]- ﬂl.lﬂliﬂld Participants

A qualified participant s the investor o the
_ petworth of at least T 2.5 m.m.q;“ﬂ“ GEM

company's security. Corporates including scheg e

Benefits of OTCEI

(I} Benefits to Listed Companies
The listed companies are benefited in the following ways:
1. Shares of all unlisted companies can now be traded en OTCEL
2. The company can negotiate the issue price with sponsors.
3. The company can fix an optimum level of premium on issue with minimum rik of non-
subscription in consultation with sponsors.
4. The cost of raising funds with public issue is saved
3 The scrips of a company offering only 40 per cent of is equity for trding can be fsied o0
. This limit is 20 per cent in case of closely held securifies

The investors are
L _|_ .




has

Benefits to Stock Market Environment The |
{m;mhuﬂ“mdmmmm environment as follows: 2 Wtaﬂd mm"“""“'ﬂhmi"ﬂm o OTCE! and Nge
S ot s “Wmﬁ.f}:ﬁmﬁﬂmﬁ'w

nwide network and through its network it is spreading the stock g |

1. OTCE] has a natio
operations, Thus, it facilitates the integration of capital market in the country,

i blic. Now the seri
2. OTCEl has encouraged closely held companies to go to pu Ps of | -
companies can be listed even if only 20 per cent of capital is offered to the public, - Wﬁnmm’ th Poriable deyicgs for
3. Those mmmdmeﬂmﬂmdid not have multiple mem‘:mhlpmnmmh . g, Ithas _ :mm""“‘"'ﬁ the
in some of the large capital indices. and clearing. such as, teduction of setfemeng e ¢ =" e |
opportunity to trade _ Jematerialisation and electronic transf el et g o etement
4. It promotes savings and investment by offering easier avenues for raising capital. it has completely eli of secirities, ot Management siem
5. It facilitates dispersal of economic activities by encouraging small companies ang ik 5. il "ﬂﬂﬁtﬂﬂl any confict of interest anel =
investors. B Practioes within
_ t provides screen based -
Exit: As per SEBI order, OTCH is no longer a recognised stock exchange under the provisions 6. Itp 9 mmmmﬂam o |
SEBI Act 1992 and Securities Contracts (Requlation) Act, 1956 with effect from March 31 . m"’q“ﬂﬂ? i m”m"i:Mﬂ geographical focation degree of ransparency and
! ange operates in three market segments,
— Capital Market Segment and Futires and 0 MMMHM

National Stock Exchange (NSE) E.Hhaaaugmmteditﬁmmpﬂﬁuhmmhmm”“

funds.
The National Stock Exch as incorporated in November 1992 and became operational 9. The high level of information dissemination ;
e Pl ; il ivoskons on A Taonntlc b through online system fas heiped m imtegrating

capital market segment on 3rd November, 1994 in Mumbai. lts genesis lies in the recommendations
of the Pherwani Committee Thismdygl'uupsubmiﬁeditﬁrEpﬂnunJunE 1991 and recommende 10. The standards set by the exchange in terms of market practices producs, technology
and service have become indusiry benchmarks and me bemg meplicated by other market

somne criteria for setting up of model national stock exchange at Navi Mumbai. It also recommended
for the ‘National Market’ to be set-up by NSE. participants.
S 11. It has been able to take the stock market 1o the doomteps of the invesiors. The technalogy
Oyectives of NSE hﬁhmhammedmmunmnﬁ_nuhmnhm
The objectives of NSE are as follows: possible cost.
1. To establish a nationwide trading facility for all types of securities. urﬂaﬂlsaﬂm of NSE
E.TammmmmiacmsmaﬂmUesmrsanermemuntrymmughunﬂwWH N a5 and other
communication network. _ Eﬂhwwn mm:r| o Indivecty 1008
3. To provide a fair, efficient and transparent securities market using electronic trading SY==2 1 Sithaas AR U " hﬁﬂ—'“m
4. To enable shorter settlement cycles and book entry settlements. wuhﬁ"“"m
& To  the int f I | b il oardd | I S o m -
Features of NSE ‘ "
The features of NSE are as follows: .
1. It has been playing the role of a catalytic agent in reforming the mar



Financial Market Cperations

I Organisation of NSE |

v

Board of Directors
Chairman

.

— Managing Director and CED

__| Dy. Managing Director

| Direcior Director )
T&S -
Finance and Accounts} =1 L T&E—EEM
Legal and Secretarial } VP T&S - Derivative
Inspection  } ___1 F&O Clearing Initial Public Offering
| Risk Management || Investigation &
= 1 VP NCFM & DEAP Surveillance
Asstt VP Asstt. F&A 3
Legal VP F&A l
== =
ASVP | pt P [ st VP || At VP R
Premises || Development ||  Listing
Dat-Ex Web Membership &
International Surveillat
- =

The board deals with the broad policy issues. The day-to-day management of the exchang!
delegated to the Managing Director and Chief Executive Officer (CEQ) who is supported by ﬂtﬂ:j

professional staff. The Executive Committees which are formed under the

mostly of trading.
Capital and Present Position

Articles of Associatic®

include trading members manage the day-to-day affairs of the Exchange. The Execufive LOT i
have constituted several committees to receive regulatory inputs from the market and it is GOMEE

NSE 15 a fﬂf‘F‘l‘ﬂﬁt ﬂ_]']d ax pﬂy‘lm company. h dEpEnda Al e _. = e el

and growth. It had a net worth of ¥ 1,908.66 crore as on March 31, 2009.
in the world fo use satellite communication technology for trading, It uses

technology to energise participation from about 2 648 VSATs from nearls
the country.

On ifs recognition as a stock exchange under the Securities :

4

IS

:ﬂ]‘]‘llll‘ﬂﬂﬁﬂd operations in ﬂ'J.E

gad, it M Hﬂhhﬁ

sy 19721 Market (CM) segment in Noverpigr joaa 20t Maske

mmffgpﬂm. The exchange started providing lgﬂ.ﬂ%m W

n U 2003, During the year 2008.09, i trading in .ﬂ“‘ Eﬁq m”"m 195

ﬁﬁﬁdﬂrﬂ.ﬁ ?nﬂd 67.61% in equities and ““ﬂwﬂlm% ﬁ 693 :mﬂmml m:i
as fo OIS 9, 1I'| Smﬂ‘i .

#wﬂtﬂﬂrﬂ d Yraf i hh

~Gegment

=M
F&O 1247 i
CDS

wDM
int. Rate Futures — .

(Source: NSE Website)
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Listing of Securities
The Exchange has laid down criteria for isting of new i corpEnss p———
based issuers, companies listed on other exchanges mﬂﬁ?m hndw‘:rhh’

restructuring, etc., in conformity with the Securities Coniracs{Reguiation] Rules, 1957 and direcSions
of the Central Government and the Securities and Exchange Boand of India [SEBI.

Criteria for Listing
The criteria for listing include minimum paid-up capital, markst capitalisstion, project sppraisal,
‘_:'“‘;Pﬂ_?iﬁ‘pmmmer’sh'ackrecm‘d, Ehz'ﬂwliﬂhﬂniﬂﬁhmhmmMiM
in the Table 5.2,

ms.a.mmhmdmd-ml—ﬂ

Criteria Initial Public Offerings Companies Listed on Other
P (IPOs) Buhesess
) Paictup Equity Capital | PUEC = ¥ 10 crore MC = €59 PUEC2 T ot o oR




for IPOs _-""‘"'-..,
acionby | () Same s : / SEBI registered Mutgal e
Requirements regulatory authority in past 3 petition and no reference to BIFR, | Debt —_— Minir ' "'"""'. Mhu_
rmechanism for investor Grade
rareholding and litigation e e
record of the promoting Lsting Fees
e The Exchange dmsnmhmmyﬂmuhhmﬂ, e

' e evied in of listed ' . .-
ernment securities, state development loans and treasury b, % dannualfﬂﬂlﬁl respect securiies for ot securiios Hat of e
ed. The other categories of securities are hﬁdﬁieiﬂ‘m%h ﬂm:-iwﬂﬂ The listing fee levied by “”&“@im:m:'mmhm

fisted’ category. Amongst other requirements, privaely
ilshquuire an investment grade credit rating to be Ellj;]{::: Table 5.4. Lﬁthg Fees

In the WDM segment, all gover
;wnmgmdummBym:m
’pa“mttmdmtmde‘mmgwﬂ”ﬂd”ﬂ’”"

and corporates - (T
E;Epﬁé &ﬁiuﬁxﬁm securities on the WDM segment are presented in the Table 5.3, "'#—_l ating Fees ‘;;
Table 5.3. Listing Criteria for Companies{(WDM Segment) ﬁﬁ; 50,000 Amount
3. -3 o’
e lic las Private Placemen) Ewmupmlﬂ'ﬂnhmﬂml
{a) PSUs/Statutory ; b:;ﬂ g,m,IIII
R E1% hokdg by g 100-200 3,30,000
200-300 1
o i SIR]—— As Applicable to Corporates = o ; 1015%
(b) Statutory Above 500 6,75.000 + T 4150 for euery xidisional 5 oo or part
Corporation/Local/ above 1,000 crom
Bodies/Authorities Above 1000 crore 11,00,000 + ¥ 4,625 for every increase of ¥ 5 crore or part
~ Min, 51% holding | _ as Applicable to - As Applicable o above 1,000 crom
e PSUs Abave 2000 crore 11,25/000 + ¥ 5,025 for aver incvesse of € 5 crose abae
pading by Govt. | "0 e | Lo 3000 rore 12,00,000 + ¢ 4600 oxevery e shor L0
o Investment G
(c) Financial Institutions | Eligible Raplie mnu of Listing Conditions 3 or o o
warth of Net worth of T 50 n:tigmd ﬂpﬂu;:ﬁm'wmmﬂﬁ ﬂaﬁfll'ﬁ
Banks % 50 crore or above : + Grode . date, announcement of quarterly ’."hl \avances, verious -
Credit Rating v Appolntmaent of complisnes iviad
nfrastruciure — Irwestment Grade _ i o L.
" Companis O R TS W o S -ﬂﬂ.mﬂﬁﬂ”“m“h
Miadin Paideos Sam 5 SE N il ge ms ol ¥ m
’ capiiel of T'10 g (R, Tre . A ot and e highY ygad s et 204
Capitalisation of Pt e MM
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Initial Public Offers (IPOs), using NSE's network and software.
significant reduction i cost and time of issues. "‘&i

6. Listing companies are provided with monthly trade statistics for the securities of the t:t:n!s
listed on the Exchange.

7. NSE's website provides a link to the websit
wisitors interested in any company can visit that

es of the companies that are listed on NSg_
company's website from the NSE ,—Euh

Delisting of Companies from NSE
The securities listed on NSE can be de.listed from the exchange as per the SEBI (D :

Securities) Guidelines, 2003 in the following manner:
ter or acquirer desirous of delisting

isions of these guidelines shall obtain the prior ap
shareholders of the company by a special resolution passed in its general meeting and du:
also make a public announcement in the prescribed manner After that they should ng

an application to the delisting exchange in the form specified by the concerned exheg
from where the companies are 10 be de-listed. Any promoter of a company desirous

de-listed from the stock exchange shall also determine an exit price for delisting of secuty
in accordance with the book building process The stock exchanges shall display the delisy
price at the terminals of trading members to enable the investors to access the price oy

screen to bring transparency 10 the dellsting process.

(2) Compulsory Delisting of Companies: The stock exchanges may delist companies wi
have been suspended for a minimum period of 6 months for non-compliance with the ey
agreement. The stock exchanges have to give adequate and wide public notice theg
newspapers. The exchange should also give a show cause notice 10 the company. T
exchange shall provide a time period of 15 days within which representation may be ma
to the exchange by the aggrieved person. When the securities of the company are d-isee>
an exchange, the promoter of the company shall be liable to compensate the sec riynoRe
by paying them fair value of the securities.

Membership
Any person can become a member by complying with the prescribed eligibility criteri3 -'
exit by surrendering trading membership without any hidder/over cost. There are no muv,i e
to trading membership. L
The standards for admission of members as laid down by the Exchange tress on fa¢
structure, capital adequacy, track record, education, experience, etc. and e
effort by the exchange to ensure qunlityhmkulngmmnsbw |
the Exchange's operations, The exposure and volume of transactions that c&
trading member are linked to deposits made by him with the exch s part
requirements. ,

4. A corporate trading member should consist only of individuals .
directly hold at least 40 pumtdmmmﬂhﬁum@ who should
51 per cent in case of other companles. % tpanies and at lenst

5. The minimum prescribed qualification is graduation and 2
securities as broker, sub-broker, suthorised assistant, etc., m‘:"hmmwm of handiing

(1} minimum 2 directors in case the applicant is a corperate,
() minimum 2 partners In case of partnership firms, and
(i) the individual in case of individual or sole propelefory concerns.

WOM Segment

The eligibility criteria for Trading Membershig in the WDM segmest & )

1. The persons eligible to trading members e bodiescomors campanes, T g
subsidiaries of banks engaged mmm,ﬂmmmumﬂlﬂnﬂ
be permitted from time to time by RBUSEBL

2. The applicant must possess a + worth of ¥ 2 crore:
st possess a minimum networth of 4557 .
DAnKir ..I':-!{r --..’fﬁ I_:l|-;-::"\.': |
i ...m__.. .wrh .Hk E.E



Financial Market Operations
for Membershi T
Table 5.5. Eligibility Criteria P able 5.6. Growyy,

(g | (78 | sopnent | spmeme | %
— segment segment R —
Particulars CM and F&O CM and WDM segment CM, WD o> 88 06 m*ﬂﬂu e ——
segment segment F&O segman! orch 2015 508 segmen Total
Comsiitation | IndividualsFirma/ | Corporates Corporates Comor~| [ 2016 89 07 o 1258
Corporates (Bommee: NSE 1247 1418
Paid-up Capital {in 30 30 0 0 e WMH}___'_ 1416
A NS 100 100 50 e Iﬂﬂﬂn’
Net worth 100 the backbo
[rvestors are ne of the securities
Interest Free 110 85 i R Hsg,mﬁumemnmufﬂwh- intmum.I‘EEh-mmfu Protection of thei
Securlty Deposits " date and correct information to investors Place systems to gmaur 3 PArROUnE fo
(IF=D) H d sensi o enable them “hilire w.ﬂ
NIL thalﬂ'lﬂ“'l and price tive information reaching the o take informed adequate,
Collateral Security 25 25 : 25 | f ivestor &t the same point of time. Such pri exchange is mads » milil 8, [t ersures
Deposits (CSO! new line of business, ﬂﬂ.ﬂﬂdﬁa&hwmum 0 &l ciasses
Annual Subscription 1 1 NIL 1 Gl pwﬂgjp.ﬂnls through the network of NSE terminals all mm 5 disseminated W
Education individual trading | At least two At least two Atleasttwo . 18 W NE_E and investors, certain grievances and lssues do arise in ﬁm@. all precawionany mmh
member/ WO directors should be | directors should be | directors shoyld these issues/complaints reported to NSE, an Investor Grievanca Cal to-dasy functioning, To address
pa.fD‘IETE-"hW graduates graduates be graduates. the :nmpiﬂjﬂtﬁ- Iﬂdgﬂd hy' investors against tl?ldll'lg ke (GC) mmﬂwum ;
directors should Dealers shoud Arbitration is a speed
: alies Ve speedy and alternative dispute resolution mechanism
miﬁd 5% m ior resolving disputes between the trading members “‘dmamm ':::; axchange
also have passed certification s respect of trades done on the exchange. The arbitration mechanism is provided by the S
SEBI approved o Gevatvawg || 1 egional offices to facllitate the speedy dispute resolution mecharisn. e
certification test capltal market
for derivatives and {ha:lﬁfﬂ md@rgﬂ WT:hlIruhnﬂgn Fund
capital market module of exchanges maintain an Investor Protection Fund to make good invesior which
(basic or dealers) E‘Hﬂ out of non-settlement of obligations by the trading member, mhﬂ mnmm
module of NCFM. | m*:mdnimumudnnmamw.mmudemmmuw
Experience Two years Two years Two years Two years ¢ investor is ¥ 25 lakh per investor per defaulter
experience on experience In experience in experience in Clear|
securities market. securities market. sacurities market. securities marke ng and Settlement
Track Record The applicant/ The applicant / The applicant /par- | The aﬂrl"ﬂm" The clearing and settlement operations can be studied In the frdiowing heads:
er /director partner/director tner/director should partner/dinect () Sett
should not be should not be not be defaulter on | should not® ement Procedure
defaulter on any defaulter on any any stock exchange i The Settlement Procedure is as follows: kG
stock exchange or | stock exchange or | Of debarred by (1) Trade - . & are recorded 10 provide
debarred by SEBI. | debared by SEBL | SEBL. de W:Tﬂﬁﬂmmﬁ'r“hwmﬁnﬂh
i L A ."...r,'.:. ale [UEEs —_ o :
(Source: NSE Website) L $ — yorms of trade ke securit
Growth of Membership e Jate, but not the COURIET Sl yipants
At the end of March 2016, the exchange had 1,416 members, The growth s O,
NSE is presented in Table 5.6. .
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Financial Market O
(4) Pay-in Funds and Securities: The members bring in their funds and securities o the }

(National Securities Clearing Corporation Lid.). They make available required Hm‘“ﬂm
h

itories ed pay-in time. The
designated accounts with the depositories by the prescribed pay R
nmw.rlgen the securities available in the accounts of members to the account of NSCCL Ll.lqlml“

members with funds obligafions make available mquiﬂredﬁfund in the designated ”ﬂmﬂnt:wl"
clearing banks by the prescribed pay-in ime. The NSCCL sends electronic instruction With
clearing banks to debit member’s account to the extent of payment obligation, Tie hah
process these instructions, debit accounts of members and credit accounts of the Ml
(5) Pay-out of Funds and Securities: After processing for shortages of funds/securitigs
arranging for movement of funds from surplus banks to deficit banks through RBI clearing,
NSCCL sends electronic instructions 10 the depositories/clearing banks to release pay w:hl
securities/funds. The depositories and clearing banks debit accounts of the NSCCL ang mﬂ:
accounts of members.
(6) Risk Management: A spund risk management gystem is integral to an efficient
system. The I"'ECCL ensures that rading members ﬂb'ﬁgﬁtinr\s are commensurate with m;

net worth.

(II) Settlement Agencies

The NSCCL, with the help of clearing members, custodians, clearing banks and deposiiog

settles the trades executed on exchanges. The role of each of these entities is explained below:

(1) NSCCL: It was set up in August 1995 as a fully owned subsidiary of NSE. The NSCCLj
responsible for post-trade activities of a stock exchange. Clearing and settiement of rads
and risk management are its central functions. It clears all trades, determines obligations d
members, arranges for pay-in of funds/securities, receives funds/securities, processes fu
shortages in funds/securities, arranges for pay-out of funds/securities to members, guarants
settlenent. and collects and maintains margins/collateralbase capital/other funds. It & b
counter party to all settlement obligations of the me mbers.

(2) Clearing Members: They are responsible for settling their obligations as determined by b
NSCCL. They have to make available funds and/or securities in the designated accounts Wit
clearing bank depositories, as the case may be. to meet their obligations on the settlernent 8

(3) Custodians: Custodian s 2 clearing member but not a trading member. He settles rads
assigned to him by trading members. He is reguired to confirm whether he is going ©© seth?
particular trade or not lf it is confirmed, the NSCCL assigns that obligation to that custod®
and the custodian s required to seftle it on the settlement day.

(4) Clearing Banks: Every clearing member is required to open a dedicated clearing arec!
with one of the clearing banks. The clearing member makes funds available in the ckat
account for the pay-in and receives funds in case of a pay-out. _—

(5) Depositories: Depositories help in the settiement of the dmﬂM‘* eCurt™
mﬂndlmﬁchdngmmhmhmmﬂredmwmnminnduﬂngpml Accourn
He is required to make available the required securities in the designated ac
day. The depository runs an electronic file to transfer the securitie

custodians/clearing member to that of NSCCL. The depositories tra
pay-out day from the account of the NSCCL to those of members/c
of allocation of securities determined by NSCCL.

-
1 ey ]
]
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(6) | clearin NScey,

fessional clearing members, -l admiy
pro o8 executed for their clients m %M Category of

1§ responsibllities of the PCM woui b mmlhk'% Miembers
clearing and settlement responsibilisy !m'mhh
as only dlearing rights. rading

(i gettlement Cycles

Members pay in/pay out obligations are determined latest by T+ has 9 ether pay or i

e same day so that they can setile their obligations on T+2 day hdmbhm
out on T+2 day and the setiiement is complete In 3 days from the end of e -.

(IV) Settiement Statistics

@ During 2015-16, NSCCL settled trades for ¥ 12,52.658 and ¥ 1,352 com in F&O. This has

ushered in an era of dematerialising trading and settiement of ol delivery, 100 par
of securities were delivered in demat form in 2006-07. g =

Risk Management Measures

The Exchange has a dedicated Risk Group which locks imio aspecs reidting ¥ riSk management.
The risk containment measures in vogue are described beiow:

(1) Capital mmmmﬂmmmmdww
T B T
er stock exchanges. The deposits kept
requirements are taken as base minimum Agterming the memDeT s
E‘l:hﬁ-dnyhﬂmlim}tmﬂ'ﬂr gross exposure limit |

(2) T and » Limits: of
e S e

TR0 T 'y
e X
- -
e

oy



Financial Market Operations

Margin Requirements: NSCCL imposes stringent mnrgjn requirements as a pay
- risk containment measures on April 01, 2003, The categorisation of stocks for imp‘“’l“:-‘sﬂnﬁ

margins has the structure as given below:
(i) The stocks which have traded at least 80 per cent of the days for the previous 18 monh
i

shall constitute the Group | and Group II.

(i) Out of the scrips identified above, the scrips having mean Impact cost of less thy,
equal to 1 per cent shall be categorised under Group | and the scrips where the 3. |

m
cost is more than 1, shall be categorised under group Il Py
(iil) The remaining stocks shall be categorised under Group Il.

(iv) The impact cost shall be calculated at 15th of each month on a rolling basls considery,
the order book snapshots of the previous six months. On the calculated impact pogt b

scrip shall move from one group to another group from the 1st of the next month.

(4) Index based Circuit Filters: An index based market-wide circuit breaker system
at three stages of the index movement either way at 10 per cent, 15 per cent and 20 pg
cent. These circuit breakers bring about a co-ordinated trading halt in all equity and eq "Jh'r
derivatives markets nationwide.

(5) Settlement Guarantee Fund: A large Settlement Guarantee Fund, which stood y
¢ 4.055.18 crore at the end of March 2006, provides the cushion for any residual sk
operates like a seli-insurance mechanism where members confribute to the Fund. In the euwen
of failure of a trading member to meet settlement obligations or committing a default, the fund

i utilised to the extent required for successful completion of the settlement.

(6) Online Monitoring: NSCCL has in place an online monitoring and survelllance system
whereby exposure of the members is monitored on a real time basis. A system of alerts ha
been built in so that both the member and NSCCL are alerted as per pre-set levels when the
members approach their allowable limits. The online surveillance mechanism also generates
various alerts/reports on any price/volume movement of securities not in line with past frends
patterns.

(7) Investigation and Inspection: A minimum of 10 per cent of the active trading member
are to be inspected every year to verlfy the level of compliance with various rules, bye-la

and regulations of the exchange. The inspection randomly verifies if investor interests &%
being compromised in the conduct of business by the members. If the detailed investigated
establishes any iregular activity, then disciplinary action Is initiated against the member.

Subsidiaries of NSE

1. National Securities Clearing Corporation Ltd. (NSCCL)

The National Securities Clearing Corporation Ltd. (NSCCL), a wholly ou
NSE, was incorporated in August 1995. It was set-up to bring and sustain confide
settlernent of securities; to promote and maintain, short and consistent nent

counter-party risk guarantee, and to operate a tight risk containment m ¥
clearing operations in April 1996.

NSCCL carries out the clearing and setflement of the trades executed in tf
Derivatives segments and operates Subsidiary General Ledger (SGL) for seft 1y

¢ securities. It assumes the cq, e

It also undertakes settlement of PAMY rigk of oTcer
ﬂlﬁ;ﬂé&mnge of India. Mansactions on mmﬁ% s —_ and NEE
ﬂﬂschhﬂﬁsumﬂ“nyhm‘@ﬁnhmm %""E,hm
s brought Indian gnnndul markets in ling %W"dﬂinn O the g,
¥ ol of £.45. 008 SEC RS PrOFof 2 165 83 et . o e o

NSCCL. The Organisation hhmmﬁ'."ﬁ\vhm
National Securities Clearing Comporatis _
ﬁﬂr;mmamd in August 1995. It was the firg NS00} iy s
o 0150 the first ::Ieanngﬂr:rpnraﬁmhhmh %hhmm
Objectives | ot g,
It was set-up with the following objectives;

2

of i :
“;’:hble equity indices, for co-branding equity indices
R e E!;E- Provides a broad mﬁm"ﬂ' sectoral indices and customisad

# To bring and sustain confidence in setfiormens

# To promote and maintain, short a.n::&j@l;!.||-:"E[ﬂ:,,.:i m g
# To provide counter-party risk guarantee: and =

¢ To operate a tight risk containment system

NSCCL commenced clearing operations in April 1906

Committees

Varipus committees have been constituted to advise on aress such a5 go0d market pracices.

setlement procedures, risk containment systems, elc. These committess s mannad industry
£ : L4
professionals, trading members, exchange staff as also mhn:udutl:ﬂu

® Executive Committee (Derivatives segment)
* Risk Management Advisory Group

India Index Services & Products Ltd. (ISL)

India Index Services and Products Limited (liSL), 2 joint venture between NSE and CRISIL Ll
the Credit Rating Information Services of India Limiied), was setup/n May 1998 io provice

mnf indices and index related Hnﬁcﬁmﬂnu&tﬁi:tanﬂ markess. [t has a
ng and licensing agreement with Standard and Poar’s S & Pl

fime workd's leading provider

indix services. It maintains

cent



linked, to the S & P 500 through indﬂwtackurfund;,nm _
index in the world. Daily trading volumas of derivatives fransactions based op the g

US § 50 billion. Standard & Poor’s plays an active role in the co L
to over indices and brings its international expertise tmi

| i
any other
P 500 amount :
development and maintenance of 1SLCs

venture. With this involvement,

quall jectivity, integrity and service which are a constant smhirv:e of inslpimtinn to the in &
mlngrn;nhms mE:‘Iu ihe first fime Standard & Poor's, the world’s largest index services p mm:ll!:l[
! L]

offered its brand name and technical support to any such venture anywhere in the world,

Objectives of 11SL

[ISL pools the index
first specialised company focused
® To develop, construct and maintain indices on Indian equities and commodities tha _
Eggﬁ;l rr;arr;ﬂei performance henchmarks and are the underlying indices for deﬂuaﬁuﬂ%“
® To develop related products and services which can be used by investors for managing ﬂ’lt
exposures in the equity and commeodity markets.
@ To provide data and information on the trading activity in the Indian stock markets,
@ To provide market participants with value added research on the Indian equity and commod

market.
All the erstwhile indices of NSE and CRISIL, such as Nifty, Nifty Junior, Defty, CRISIL 500, CRisy

Midcap 200 index, eic. have been transferred fo lISL which now maintains, develops, compiles ay
disseminates the indices.
The indices of ISL are now known under the following names:

development efforts of CRISIL and NSE into a coordinated whole . Indig,
upon the index as a core product. lISL has the following ok eclivg

IISL is committed to providing to the market the samg J_ﬂ_i_'rt.

5.No. Old Name New Name
1. MNifty SEP CNX Nifty
2. Defty S&FP CNX Defty
3. CRISIL 500 Equity Index S&P CNX 500 Equity Index -
4, Nifty Junior CNX Nifty Junior |
5. CRISIL Midcap 200 CNX Midcap 200 Index
6. CRISIL PSE CNX PSE Index
7. CRISIL MNC CNX MNC Index
3. NSE. IT Ltd.

NSE. IT a 100% subsidiary of National Stock Exchange of India Limited (NSE),i
technology, arm of the largest stock exchange of the country. A leading e :
houses state-of-the-art infrastructure and skills. NSE. IT possesses the

the last six vears by running the trading and clearing infrastructure of largest

- 1
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o T
The company’ has the pald—up ﬂa]ﬁﬂ-cj %1“ A .ﬁ: mﬁ e
7 20.34 crore in the year 2015-16. T2 and 0ne huncie ang g

4. DotEx International Limited

“The data ﬂndp'gg“:nmﬂnﬂ mmﬂfh h%‘ . X
separate company tﬂﬂmﬁunﬂl&i,nl{ﬂi‘;m " ‘W Tvided th .
dedicated solely for this purpose.” The company has the n dﬁ'm‘ o ‘-
aetprofit of T 33.60 crore after tax in the year 2015.16, 49 capiel o9 com

5. NSE Strategic Investment Corporation Limited ;

NSE Strategic Investment Empumﬁgn[mﬂml i Wt t !
strategic investments in the equity shares mﬁrﬂuﬂn::&ﬁnﬁ;ud
share capital of NSICL as on March 31, 2016 & 7 825.99 crome which immmhmﬂ“
Eg‘c;:kﬁgxmmgeufhdia Limited (NSEIL). During the FY. 2015-16 NSICL eamied net profit after tax
q -ﬁmm:mpamd to net profit after tax of T 7035 crons during the FY 2014-15, NSICL
was formed with an intention to conserve resources for the group o imvest in the capital of othar
temparies in the group or outside.

8.NSE Infotech Services Limited




. The Securitles and Exchange Board of India (SEBI)
__ and Conditions of Service

B _ad other conditions of service of the Chairman and the members appointed
JOIIS® — ont shall be such as may be prescribed. However, the appointment can be

e
=

ties and Exchange p,,, = |
') e 0 e member from Office

e ent shall remove a member from office if he:

.o has been adjudicated as insolvent;

:mﬁ'id as declared by a competent court;

of an offence involving moral turpitude;

':':i-""- s bee i 1'1&5 position as to render his continuation in office detrimental to public interest.

. =t L

= = ‘-—'- R B

i’
R

-

"T"'.__'__._ of the SECL]IiﬁEE and Exc

| o

hange Eﬂam i ;

Omote the del.qnm' 4, Meeting ﬂ;ﬂﬂ meet at such times and places and shall nbsm such rules ui DTOCEd\.E’E in regard
E . of business at its meetings as may be prescribed by regulations. Decisions at the

by a majority vote of the members present.

Powers of the Board

i and powers of the board are as follows:

%Mhhng the business in stock exchanges and any other securifies markets;

J 1 and regulating the working of stockbrokers, Sllhbmkl?f‘i. share trarﬁhr agents,

'3 cs to an issue, trustees of trust deeds, registrars to an issue, merchant bankers,

riters portfolio managers, inuesﬁnentadﬁmmﬂmmmmm

4 with securities market in any manner;

& and tequlating the working of venture capital funds and collective investment
% : s including mutual funds;

' .'1.1'1'2':'._';‘:'?:-, ‘of securities, so that they can raise resourses i'."..':"l'*' and mtlng el By o

by brokers, subbrokers, merchant bankers, and obé
...... and professional.

2k

mote the development of, and regulate the EEEI.I]']MM];
vith or incidental therewith. Actually. the SEBI has been erips,
et |.:r-:='n,1='l OhjECﬁUEE of SEBI are as follows;

e Lo i |

, 50 that steady and regular flow of savings into the capital mrs

Exchangé B’

B - aiiioc and
ﬁm Securities el

ywing members.

o, .
AryAT:



-
1
"~

,' g to the primary market are concerned y,
o y maﬂun of venture capital ﬁ.lnds'_
‘only with the issue of securities, we h;

ke

ith: (1) yon
g
and |'3] rﬁ;ﬁ:ﬁﬂtﬁ:l
Iy

ve
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The Securities and Exchange Board d“m

ntures

uch agencies, as may be specifjey | ofines 'O " e Debentures:
bp it for the EmCiEntdischargi the By - g Call Option: SEBI restricts the conversion period to 36 months for fully
s may be prescribed. Of jtg o [ put 27" debentures. Conversion after 36 months is permissible only if, conversion s
thm : al with put and call option.
' il _ Conversion of Debentures: The amount of premium on conversion

m on rmined and disclosed in the prospectus.

Option: AnY conversion in part on whole of the debentures will be optional

=
o

ion
hands

Convers of the debentureholder if the conversion takes place at or after 18 months

allotment but before 36 months.

ees: The names of debenture trustees must be disclosed in the
" The trust deed should be executed within 6 months of the closure of the
pulated the obligations and responsibilities of debenture fnistees.
the procedure for inspection and a code of conduct, Debenture

+» SEBI has also laid

> it became necessary to issue certain guidelines th}rjq‘ 19 & Ny .. a0 should not be an associate of the body comporate or it has not sent the money
W companies can be confrolled. So with a viey, ¢, El‘j‘l‘ich b ik whidlu“ is not fully repaid or is not proposing to lend money to the body corporate.
e aal S nyn : o L g
tﬁé bma:::IIIEE S Etﬁchangel: Board of India has 18l ,;:ﬂ? Bt le Debentures (NCD) and Partially Convertible Debentures (PCD):
i e - mshgﬁ oy N 1 ;Eq:“f?i;ts as 1o the firstjsy hh; b mhﬂltllﬂ Redemption Reserve: If the non-convertible debentures have the
e '_:‘-"_' | ﬂa!::nim‘l‘h an a‘z 1‘ trther issues of capital b, o imaturity period of more than 18 months, then a Debenture Redemption Reserve has
fS) deBantures and bonds. thiese guicelines are applicable to a iy, | . Ttﬂr be created. DRR may be created in equal instalments or with higher amounts in the
4 remaining period, if profits permit. If the profits after the creation of DRR are not m_ifﬁm*m':t
- o distribute the dividends, the company can use the general reserve for di_sn—[buhngﬂ\z
s per SEBI guidelines, subscription list for public issues shouldlg} ~ dividends. Dividends more than 20 per cent a.:.annnt be declared by existing Eﬂnﬂ
id it should be disclosed in the prospectus. In the case of rightis ~ without the prior permission of the lead institution, if the company does not ncrmﬁym .
for more than 60 days. The announcement of the closure of'ss ~ institutional conditions regarding interest and debt service coverage ratio. DRR will be
TN . treated as a part of general reserve for consideration of bonus issue proposals and for

e
P

per cent has been subscribed. The gap between closure catesi
s and Application Money:

Ny,
2R

price fixation, Withdrawal from DRR is permissible only when 10 per cent of the amount
of debenture liability has been actually redeemed by the company.

1e minimum ioh the applicater m Mmturu of Less than 18 Months Duration: If the matunity period of debentures _
200 shz B erss orenc b 15 less than 18 months, it is not necessary to create a charge or appoint a trustee or create
~ DRR. If no charge is created, they are unsecured and are treated as deposits. ;
"h‘;? spectus of PCD/NCD: The premium amount shall be pzedehamﬁnad_ai the hm::;
bl - veribleat® s "f ersion and should be disclosed in the prospectus. Amount of redemption, period
prises of debentures whether ¢ tpan 150 ity and yield on redemption of PCD/NCD shall also be disclosed in the prospectus.

application should not be 1655

LRy ; e md
im. It is subject to applications dealing with?

relaﬁngtaﬁtemﬂnﬂﬂf"

ures for Issue of Debentures: The disclosures _ _

s should also include existing and future debt-equity
mﬂﬁ Jentures, payment of interest on due dates on
om a financial institution or bankers about their no
harge being created in the favour of trustees to the sed




The Securitles and Exchange Board of India (SEBI)

ed before rollover, fresh trugy o Lhanture
e hastates g lh'ﬁ . 0s mentioned by SEBI are deep discount bonds, debentures with warrants
L ._,,. i 1 v es. While making an issue of any new financial instrument, the issuer of
| ising of debentures should include, am : ﬂ:ﬁ disclosures regarding the terms and conditions, redemptions, security,

1 behaviou on ads‘ling dEbenh,Ires, paym;:;gﬂ?glers* ol

';' ., certificates from a financial institgj, U
ari Mm ﬂ'ﬂﬂtﬁd iﬂ fﬂUDur 'Df i‘h: "::ubanher mErqtth;T‘ L |

or relevant features of the instruments,
e g e of Commercial Paper

ﬁh ! '_I “I} 4 o1
Stees ¢, t ol ! delin™ M of the non-bank sources of working capital finance. It is a money market
e .k i paper s one it
T —— D‘%* el P entures which are capital market instruments. Corporate Borrowers, especially

i S nlike n diversify their short term borrowing by the issue of Commercial
e l'm’m be vested with requisite poy o .’_-.: an ar is especially attractive for companies with cyclical cash flows and for cash

. & right to appoint a nominee director on the |, Plotect 4. B s g periods of greater cash inflows than overdraft or cash credit since monitoring
yolders. The progress in respect of d Ebenmnard of the mit% W panie dnt The ralsing of funds through Commercial Paper is regulated by the directions of
n/diversification/normal capital expenditure i tﬂ“gs Raiseq (,, 4 | E cont af india. The issue of commercial paper is regulated by Non-banking Companies
stution. In regard to debentures issued for © Monjtyy, iy | BN arve gh Commercial Paper) Directions, 1989 which came into force on

WOrking em. by ts throu ok :
4o the monitoring. Institutional debenture hm‘;z:llidcamm *:’;; '; o of .DEF‘;':’; duled Banks have emerged as significant holders of Commercial paper. The

ers to

‘company’s auditors about the utilisation of fun . UStepg g 4990 is yet to develop. The commercial papers of a few companies are traded on the
o Py | 0 al Stock Exchange.

ares for working capital, a certificate has to be obtained at
anies belonging to the groups for replenishing fungs

e end o
Orio ay

Paper can be issued by a company whose;
1 angble net worth (paid-up capital plus free reserves) is not less then 2 4 crore:

-qﬂﬁf“?'db““d working capital limits are not less than X 4 crore;
- siod Credit Rating of P2 is obtained from CRISIL, A2 from ICRA and PR2 from CARE;

[ig) borrower health is classified under health code No.1; and
) current ratio is 1.33:1.

 debentures, has to file with SEBI certificates from its bankess
 created are free from encumbrances and the necessary IJE’mlimr
ined or a no objection certificate from the financial insttri:

e of issue of the debentures. If the company for any resn;
1 12 months from the date of issue of the debentures,apex
sbenture holders. If the security is not created even
should be called within 21 days to explain the reasni

-':"'_';.,...._ ; .
'|||'|.Iil rl_"l HT H
(R
e

'.!:E-"!:ql

Faper should be issued for a minimum period of three months and maximum of one
offect from October 1993). No grace period is allowed fnrpayrlnent and if the mah.tntydat;
_'it.fﬂmuld be paid on the previous working day. Every issue of commercial paper

2 will supervise the implementation of the cqndiﬁuns@ﬁ?
es, and regarding the Debenture Redemption Reservé.

HANALLON

aper is issued in denominatiion of 2 5 lakh. But the minimum lot or investment is

i exr iy er invest ons can be for € 5 lakh or multiples
where conversion was to be M~ yjef alue) per investor. The secondary market transactions can
a later date, SEBI has laid down ﬂlenl:r"mﬂd_:i mount proposed to be issued should be raised wﬂhm two weeks &u:lnwﬁ:r di:ke on.

s. The decision in e metfjari Mh; hich case each paper should have the same maturity date. :‘_

can be raised by commercial paper should not exceed 75 per




The Securities and Exchange Board of India (SEBI)

S Bigs and Pre-1ssue Net Worth: The entry norms for IPOs were tightened on
¥ & 2000, by requiring the IPOs size up to 5 times the pre-issue net worth would be
8 only if the company had a record of profitability and net worth as specified in the
BIOWE s, 1f the company does not have such track record or is issuing shares beyond
guic _. the pre-issue net worth, then f!'lEEr' are allowed to raise the capital only through
9% Luilding process with 60% of the issue to be allotted to qualified institutional buyers
' . Public Offer by IT, Media, Entertainment and Telecom Companies:
gy Min 'i an Technology companies were permitted on August 17, 1999 to make initial public

{ ¥
i

 of usance promissory noge "
nt to fac value as may be r.iec:ided b??ll:::hy g '
“Uing " B

'E‘Jaht e
Orne h:ﬁﬁnhih
e

_ .
Paper may be issued to any person, bank, company or ogpe, | L
jand incorporated body. Isstie o NRI can only be on non-repyg;ay e |,
eper issued to NRI should state that it is non-repatriable ang |y, . Ui
ndg

i .-. l_::i o
per i issued only through the bankers who have sanctiong
. .__--..,.:_a::.'-.__:.-;:'u-;-'. dasa M ﬁ-mﬂdng EapltaL Unth Pllbll: depﬂwr
= lH, king capital resources. There is no increase in the w:t;l?:&ﬂ"%

_ - proposing > issue commercial paper should submit the Proposal in s .
) the o t e bank which provides working capital along with the credit Eﬁme in
je bank scrutinises the application and on being satisfied that eligibility gty -

- i .d_ld%ofﬂ-mpmtequlty issue. Public offer should be of at least 2 50 crore and offer
20 lakh securities. On April 7, 2000, companies in the media, entertainment and

O o sectors can make a minimum level of public offer of 10% of post equity issue. The
dwmnﬂgmmepﬂbﬁﬂmmﬁdnﬂmhﬂﬁanfﬁ crore.

4 Wm Companies: Infrastructure companies were exempted on September 9,
@ ;1_ 998 from making a minimum public offer of 25% of its security, 5 shareholders per T 1
. ,hkli of offer and a minimum subscription of 90%.

b
am;t

.
|.-'I I_.I "' . Cmp..niﬂ

A 2

<o finance companies who have a minimum track record of 2 years of operation or registered
{king finance company by the RBI or as intermediary by the SEBI, are eligible to issue the
p,ag guidelines issue on 29th September, 1995.

iated are met, will have to privately place the issue within two o, | seuilieses
ugh the jo0d of ices of a merchant banker. The initial investor pays m;ﬁ?::i,: 1l First Issue by New Company Set up by an Existing Company
jo the account of the issuing company with the bank in writing. The worki . 2 4h G track record of consistent profitability is
T Y . ; " Car o set up by an existing company w years
RSy TR The company must advise RBI, through the bark g, mprmdydgd ﬂl:e participation of the promoting company is not less than 50% of the equity
i Ep"ﬁ_;l e s oy, . f:' »any and the issue price is made uniform to all investors.

T e X

nes for issue of shares by the companies to ensure proper discss

L:::* ses classify companies issuing share on the basis of (a) nue
n, (b) track record, and (c) nature and background of proma

_ | : of
<y jers to the issue. SEBI has the power for vetting of the prospectus to ensure adequacy
If the banks are raising fresh capital at premium then they have to satisfy the ﬂh:i

ast two years in the offer document.
tich an issue to 51% or mare, then such issue can be made
i s detumminecd by e nerabclders in  specal wsoun unde Secton 81(1)A) of

nies A t, subject to permission of the RBL/Government of India.
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,ﬁ companies without track
with 3 o record are free to price the issue.

N dhould be offered to public.
ted by the SEBI to ensure adequacy of disclosure,

y-held Companies

at par only, Ap
in the immediat

rements about the net asset value of the cop,

price.

o mitted the offer document to the SEBI.

Unlisteq

Co
El:':" F}T'Ecedinm
record. bu

the issuer and lead manager to the issye .

b the SEBI on 23-5-95. the companies were dispengeg with
& lotter of offer for vetting to obtain an acknowledgement ¢,
1 etock exchange to raise the capital on a right basis, The
M_ Y than ¥ 50 lakh on rights basis unless the

]13111‘,%

Pany as p. .

COMparis
Categuy

ey

lm&d%

l""'ﬂ"n.l'}ﬂ l:li
Per

£
1d from

- .='_-:.[:'.="_"-..'.:'_~_1-';::'J-' OO hm int Df Il'lif'lh'ﬂum subﬁtﬂphﬂn within 42 dﬂ‘_-,'ﬂ fmm e

. sl -- a t of subscription has to be refunded to the applican

-
b

fails to refund the application money within such period, then t

m ~ved period, at prescribed rates in subsection (2) and (24/d
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£ L e lm draft letter of offer to th
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o _ __..:;.';"-_.-_ : ';'.5-" = ‘_ l\._- AL 53
d certify t 1at all the
i < = -._":::"_r A ICE ,-I‘--:.'. .

-

e ; ithin 3 wee i
e the SEBLI hi ; weeks of issue. A due diligence certificate &

have been

e SEBI at least 6 weeks before
ks of the receipt of the dralta

entshould not contravene any of the provisions of the Compasi

: delines issued
legal requirements and guidell
- duly complied with

. announces its bonus issue after the approval of the Board of Directors must
8 M . Josals within a period of 6 months from the date of such approval;

T o5 after the proposed capitalisation shall be at least 40 per cent of the
s H;L
asel A HP E:Lagg profits before tax of the company for the previous 3 years should
!__ dividend on the expanded capital base of the company at 10%:;
e aT®E ™ ikies disclosed in the audited accounts which have bearing on the net
¥ ontinge Jﬂ 11;;“ into account in the calculation of the residual reserves;

. earing in the balance sheet of the company as a result of revaluation
rﬁﬂr"; zp.:}::rual of cash resources are neither capital nor taken into account in the
ﬁwaﬂ}'lﬁ_l ¢ residual reserves of 40% for the purpose of bonus issues;

e n. on of bonus in lieu of dividend is not madie;

g e 55 is not made unless the partly paid shares (if any) are made fully paid-up;

¢ y y.;lgfaultad in payment of interest or principal in respect of fixed deposits and
A }l m on existing debentures Or principal on redemption thereof, and

- s to believe that it has not defaulted in respect of the pasrmmt of

: ’H" ﬁ f Efu:;rﬁﬁfi;z?stﬁfemplnyees. such as contribution to provident fund, gratuity, etc.
e e ot for capitalisation of

e vision in the Articles of Association of the company T .

AR :_:- ﬁﬁe is no provision, the company maum_ the Articles of Association

rese :'.I;'IE a’}gsuluﬁun in this behalf in the General Body Meeting; B
- }. bt | ) = ﬂ'ﬂ ; mﬂﬂ!gd ml

e d paid-up capital of the company Is exceeded

I “mzﬁg:ﬂ::ha:;, then a special resolution should be passed by the company at its

General Body Meeting for increasing the authorised capital: | Nl

4] The company shall get a resolution passed at its General Body Iﬁem'ng > !iur mm declesed &

\ '.|.r.-:'.- olution, the mﬂnﬁgemnt‘s intention regardmg ﬂmm

d
.
el

[T s .
g ,
. -

arified through its circular, dated 11-10-93 that the firm Mﬂﬁ‘m“mmﬁ et
ihe totallssue amount. Earlier under the SC {R&m wﬂ it was made clear that a
fo issue 25 per cent of each class of securities to the PUbi- balance 19

i 1 tnreters o fir llotment o reserveiion besis. On 10 Oclebes, £S5

- clarified that firm allotment are not subject to any lockin period.
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ding gmployee Stock Options in India (ESOP)

bl gecurities are listed on any stock exchange may offer securities to its
' #-!-Elhm gsubject to the following specified conditions. These conditions are:

o L .
5 -4 (S
Jink ...-.I;.'fﬁ':.":{' .

rou! 4  inder ESOP should not exceed 5% of the paid-up capital of the company In

fors Including NRIs and OCB-MPA is 5 .,
opmental financia institutions — Mpa, is zucent.

feular dated October 11,1993 1, ¢~ “t.
NRI and OCB, DEUElanent 5

0
3 n N

Y. Pitn-, h%}l
L]
Wy,

'._‘ a g

o eannot allot securites to promoters and the part-time directors under ESOP.

L

¥ are employees of the company.
- free to devise the ESOP including the terms of payment.

| -2 -.--:r: '. '-"l ..E- - !
Sy 'F“".. er ESQ on a preferenﬁal basis can be made at a p‘ﬂCE not less than the
rees — 10 per cent limited to 200 sh e ot ¥ | F
o - 10 per cent ( shares of ¥ 1 lakh) W) B9t the following:

o 1;,;, ot wﬂﬂlﬂ? average of high and low of the closing prices of the related shares quoted on
it ;E: & exchange during the previous 6 months.

i 'ﬁiﬂ weekly average of high and low of the closing prices of the related shares quoted on
evelopment n - : ' : %’ &’mk exchange . .
| arification Xil, dated 27 -09-1995, has removed the individya Ceiling | 1 A company who s introducing ESOP ha}ﬁ to submit a certificate to the concerned stock
O e except the ceiling of 10 per cent applicable to employees EEWEIIT% ,Igjf;__ comp: that the securities have been issued as per the scheme to permanent regular

- I:ﬂ ] 5 ’ o !
T. 2 _ﬂ.mwi | ‘

ot o for a special stock option scheme for Indian software companies were announced
G ﬂﬁ,@s '["hia scheme is available to non-resident and resident permanent employees. The
m,g working directors are also eligible under the scheme. This scheme enabled the
e "hpe:ﬂlﬁ t5 offer on comparable terms with international companies. The issuing company
ﬁjawe stock options not exceeding 10% of its paid-up capital. On June 16, 2000, the
manded the scope of the scheme for issue of foreign currency convertible bonds and

. -

H
e R
TOT L

o

to 5 per cent of the issue. SEBI clarified in October Eerchant%
duled banks in their public issue within the preg 4

. sircular dated 29th September, 1995 that lead

':I'lhEd I:I'EITCE tr&!‘uﬁ

Magag, during the two weeks preceding the relevant date.

n by the SEBI permit the issuing company to make preferential ajg
mplving with the provisions of the Companies Act. As per the guidelnes iy
i *L rential allotment can be made to existing or new local pronoty
s narent companies only on the approval of shareholders holding 90 per cny
made at the market value of shares. The market price shally
e of weekly high and low of the closing prices during the precednm
weekly high and low of the closing prices during the preceding 2 wak

THA

erma Panel submitted its repot in June . 2002. On the basis of the report, the
tober, 2002 put a lock-in-period of 3 years on sweat equity shares to employees and directors.
g formula on the line of preferential allotments was also given by the SEBL.
OS/ESPS would mean the scheme under which a company grants option £ employees
ers shares to its employees as a part of public issue or .
plovees have been given flexibility of exercising their option during the exercise period

ies can offer equity shares

cise option in accordance with the ESOS. The com .
curities convertible into equity shares. The s:;imﬂe} includes American wz
it mts (Al !f:. - i n | § {m wg IW
SEpS \/ DRs) and Global Depository GEIE_ 5 S Shares

ed by SEBI in 1994, issues of capital by the listed companes ‘*‘;
| group of persons will be at market related prices. SEBI msﬂﬂ'i?
llotment to Flls, if they are registered with the SERL 103
iy mmMum holdings of all non-resident

d NRls should not exceed 30 per cent ;
B fures 5%
ck-in period for shares, warrants and et ds
b e ﬂm .m; to Flls and rnutl-l'ﬂ] Eguﬂ:ﬁs E-'Mﬂht '

s removed on March 1, 1996 for al})% was P SSSSmpany has the
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special rmliﬁgfﬁd;éint ey are) . fl ilding Process

of one year between the gra s . Meet o '« nuirities to the public through a prospectus the option for 75% book building shall
e, e o Jentof o . g ol €& smpany subject to the following:

_ ¢ book-building shall be available to all body corporate which are otherwise
gption O DO e of capital to the public.

1. building facility shall be available as an alternative to, and to the extent of the
‘ W of the issue which can be reserved for firm allotment.
e :'3':;mh__mmable to any persop, “y

.".:_ edom to specify the IDEk~in pph.ﬂn a
ARG Q

es w muer company shall haf.re an option of either reserving the securities for firm
Wﬁtﬂ!ﬁd or mortgaged. The OPliy i LE zilsz' _ont or issuing the securities tl'fm-ugh book building process.
d under ESOS during any accounting periog, " (¢ of securities through ,hf’:';z”"d*“g process shall be separately identified/indicated
ted as ano! m of employee C‘ﬂl’npensj . an:mu“t.mg -‘r'?-:-,:'f.!.-"?"f%;"-'.-.-_ e pﬂl’ﬁﬂn category , | prospectus.
- ation i the o " - H%Mﬁ available to the public shall be separately identified as ‘net offer to the
o) (el 1he =
T public’

4 ':r[hi The requirement of minimum 25% of the securities to be offered to the public shall also

- peapplicable.

}Tﬁﬂﬂﬁe ﬂ.m_bmk_huilding f}pﬁun is availed of, underwriting shall be mandatory to the extent

;” ﬂfﬂ.ﬂeﬂat offer to the public.

o prospectus containing all the information except the information regarding the price

ke hich the securities are offered shall be filed with the Board.

ey ﬁnénfﬂ]e lead merchant banker to the issue shall be nominated by the issuer company as a

""" Book Runner and his name shall be mentioned in the prospecius.

The copy of the draft prospectus filed with the Board may be circulated by the Book Runner
to the institutional buyers who are eligible for firm allotment and to the intermediaries
eligible to act as underwriters inviting offers for subscribing to the securities.

"~ (b) The draft prospectus to be circulated shall indicate the price band within which the

o - securities are being offered for subscription.

[ix} The Book Runner on receipt of the offers shall maintain a record of the names and number

urities ordered and the price at which the institutional buyer or underwriter is willing to

cribe to securities under the placement portion.

ﬁ_:._--¢ iter(s) shall maintain a record of the orders received by him for subscribing to the

é@ﬁaf the placement portion.

The underwriter shall aggregate the offers so received for subscribing to the issue and

ate to the Book Runner the aggregate amount o the orders received by him.

insttutional investor shall also forward its orders to the book runner.
¢ price for the placement portion and offer to the public shall be the same.
cating the number of securiies as well as the price at which the underwiter sha

._._. i

| ng the accounting period, of the fair value of the obtion Mploye iy

' ' for issue of securities. The first guidelines ygqayt
195 and after that these guidelines were revised from fiy, o g &y
2s based on floor price which is indicated before the D-pgﬂr'ne o
5 | .m a bid closing date. Book-building involyes firm ;:J1|gurEE
or a merchant banker. That lead merchant banker o the sy:i::
as a book runner by the issuer company. The book mnne;m
stus fo be filed with SEBI and among the instructiong| by

£ The draft prospectus should indicate the price band witin i

ners. The record of names and number of securities offeedy
'the book runner within the placement portion. The underuie
y him within the placement portion and the price forufi
5. The price is finalised by book runner and issuer com
rtion and offer to the public should be the same. The b

ng with application money one day earlier to the 0po"
utional buyers and the underwriters. Proper records shoud

ediaries involved in the book-building process

npanies for IPOs which do not have specified ETBL 0
% of offer to qualified institutional buser® 'C oy
ntroduced the modified oW 1 10 108

vook-b 4 ding has been made applica®




 Financial Market | wwo different accounts for collection of appjic,.
(xvi) The issuer company shall nt portion and the other for the public 5Ub5ﬂiptinnd_ahn
one for the private pmmlng of the issue to the public, Book Runner shaj| ollegt

| underwriters the application forms along with ¢,  "ng
uﬁﬂuﬂﬂ;llﬂi?yﬂ' ";? thﬂ: securities proposed to be allotted to therns'subscrihes ipni%;
moneys extent

(xviii) Allotments for the private placement portion shall be made on the second day fro, ;hther“ j

e Chﬁ.‘q

(xix) ::‘nﬁ Book Runner has exercised the option of requiﬁr?g :the underwriter tg th, -
to the public to pay in advance all moneys required to be lpand in respect of thejr e, ;:.fﬁ
commitment by the eleventh day of the closure F’f the issue the shares allotted 2 per 4
private placement category shall be eligible to be listed. e

(xx) In case of under subscription in the net offer to the public spill over to the extent e
subscription shall be permitted from the placement portion to the net offer to the pubjjc Dotte
subject to the condition that preference shall be given to the individual investors,

{xxi) The Book Runner and other intermediaries associated with the book building process shal
maintain records of the book building process.

{B) Offer to Public Through Book Building Process

An issuer company may, subject to the requirements, make an issue of securities to the publi

through a prospectus in the following manner:
{al 100% of the net offer to the public through book building process, or

{b) 75% of the net offer to the public through book building process and 25% at the pric
determined through book building.
Allocation/Allotment Procedure

W) In case an issuer company makes an issue of 100% of the net offer to public through 100%
book building process:

(a) not I'i"'l T 35% "?f the net offer to the public shall be available for allocation 1 el
(b) not less than 15% of the net offer to the public shall be available for allocation tgﬁ n”:j"
iﬂﬂm irwestom_ I.e., investors other than retail individual investors and Qu

A




Investor's Protection
yment or Why do the Investors Make Investment
) s of investors are as follows:
st the money to earn a good

cotld be defined as a

perce of
se price of the security. It can be Ealn::':ﬁed :fm Mni"‘m.,, recetved during

End Period Value - Beginning Period Valye + Divide
= SR
_ immﬁ:{nﬁuﬁhﬁa&ﬂ'ﬁwmmﬁa
the investment provides liquidi investment,
investments easily and Hﬂerefnmﬁmﬁ i -

] 'thlll considered
Lo the loans from banks and financial institutions against mmsmwlm :mh.

ot Inflation: SmmmEMﬁmﬂaﬁmmmeemmmgmmhh
: ﬁmnmﬂgﬂmmﬂinﬂﬂﬂﬂﬂ Growth stocks aporeciate in their values
widﬂ a protection against inflation.

nonym of the variability of return. An investment whose rate of return varies
_-1gnﬂbdhﬁfmd'5m‘k5’ Every invesior likes to reduce the risk of his investment
x combination of securities. Generally, &mnnmﬁesnihu'uimmtaﬁym
have minimurmn risks, therefore, people (investors) want to invest in these securifies.
='_hﬁmmmwellpmmﬁﬁdbyﬂhgﬂlﬁﬂwﬂﬂm&wmtmh
s are assumed to be more safe than the securities of other companies,
ﬂﬁgm the number of investors and the amount of Investment is increasing

liquid in comparison to other

oy
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mmﬂ secondary) are efficient an b;-._he" Ol
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ry markets with focus on investor protection,_ |y, ﬂ-i!
D:. N.L Mitra was also formed. A number of ﬁﬂ-.gglmrg'::

ﬁﬂl&hﬂ'ﬂﬁ in the future. It includes: indidyg b

co-operative societies, etc. If a person has na
hﬂ would be called as potential investor. A

- s of Indian investors was conducted during 1998-99. SEBI and NCAER conducted
use does not I'I‘Ii.’ll'lE' him investor. In EFEI-ETI-I.W A |

]ndiunmumtnrsdunngﬁnprﬂnemnhat 2000, hm-:nasa:p;nfz.ﬁm

' . i : a e

ﬁm :h'pu:tnr. Time and risk are the two attribus ¢ . The important ﬁnd::;I;;d MR .

Ele?#pmMufaﬂhﬂahum&ﬂhhﬂngElmw

 in equity shares or debentures or both during 2001-02.

imated 11.8 million households totalling 19 million individuals invested in units of
“1#' 2{!}1112

ebentures owing households at 9.6 million far exceeded the number of
m-alchatﬁ.ﬁmﬁm -3

¢ is a proje Mdlﬂ.lnﬂﬂmmwﬁFMMH
investor households as per 1998-99 survey, mm_m-

d therel B o e _hhmﬁmﬂmmmmw
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d to 2.3 per cent 5 Morg . _ ofinvestors regarding companies are as follows:
Uiy - o in W tsation.

gent), Western Region (33 per cent) apy
.'-:_ L ..._-_ - ﬁm mu-“hﬂld_& QTTIHEQK‘.[] ;
R TR 'ri

t of d payment of fixed deposits.

S chares In lieu of lost or misplaced shares.
st Brokers

« brokers are as follows:

note

tion
 backbone of the securities market. The “investor protecyyy,
 uariots mensures taken by government and SEBI to progey . ° ¥, B
kers, merchant bankers, ssue managers and regjsirary oy, 1 J)
an essential prerequisite for the growth of capisy) Markey T;M-qﬁ
confidenc in the w market. For hﬂm‘ting thetr condy o
o jequate w_d.t- and correct information o | o by

Mgt

561 'f analysis before investment. The Governmen, SEE-..?E-M'
:.-:_“:m l:hr:mgh rules, regulations and con i g
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of securities.
jelayed payment for selling of securities.
o '_.;;:;;‘-'—' at ﬂ"ﬂ rales highﬂ' than lhﬂ ﬂfhﬂﬁﬂﬂ' pﬁm.
St ~na for selling and purchasing of securities at higher rates.

emcattionary measures by the regulating authorities and invesson, . i M5 * benefits o the purchaser,
wl capital market, Such grievances have been inceasing in _::t d Noo-pessin of corporate

2 I_!__ mmﬂliﬂly against: S ot w the mpﬂ.“w Pnr‘l‘.lﬂlpﬂnt!

1abgt e w“ﬂgpgﬁturypurﬂclpanl&m-
on the stock exchanges. ! Dl i sending for dematerialisation of physical securities.

complaints against subbrokers, agents, merchant bankes,

: -;-_l_"ll. ;‘.ﬂ!‘_ - d unt h’y !hﬂ 'I"l.t :
‘seen. But the stock exchanges cannot entertain the compialn g

g at higher rates for dematerialisation and transactions of securities.
bk de

5: Investors make complaints malnly against subbeoe iting the account of demat.

price, quantity, defective delivery, deiaved 44 | HDMAY n iansferring the securities as per delivery instructions of the clie
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against mmwi;:jinds, antmfﬁ-dd"’r







1/10
¢ Investor's Rights and Obligations: No variation of the bligations
1 unless 75% of the shareholders present at a general meeﬁtmd; dosa In
g to any class of shares are varied at any time, the members holding
an 1/10th of shares of that class may apply to the court to have the variation

164
g 5

of Oppression and Mismanagement: Under Section 397 of the Companies
members of a company who have a complaint that the affairs of the company
. in a manner prejudicial to the public interest or In a manner oppressive
mbez, they (minimum 100 or not less than 1/10th of total numbers) can make an
1 to the Company Law Board.

jon 398, members (minimum 100 or not less than 1/10th of total numbers) may

The following Table 2 explains the nature of o
z- m -

=

~ Table2
- Investor Protection Cell

- . hhhﬁpmmdmdﬂiﬁﬂtm

| m‘:’ﬂ i.hhw Law Board and file Form Ng. 4 for eack
fixed “.wmmaﬂﬂﬂ!‘5ﬂ=-d:au.-nknfmacrn;.;h-

Accounts Officer, Deptt. of Company Affairs of the Ste - ™

&. Lompany Law Board will pass an order under Section 4
- | Act, 1934 based on the Form No, 4, e -

¢ Protection to Investors: The Companies Act and the Listing Agreement of

nﬂumgu provide certain safeguards to investors. The normal complaints against
ales and the protection available are listed below:

56 . Table 3
|| 3 Cn receipt of the order of the Company Law Board, # such ode sy Relief Provided
| IF beyed by the Tﬂy within the specified date, the affected imesn Ptuns of Complaint and
- has fo approach the Deptt. of Non-banking Supervision, RBI beis Legislative Provision Relief Provided
| Pmosecution authority under Section 45QA of RBI Act, 154 - e
: Section 73 of the Companies | Payment of inserest for the deiayed period
2 to Company Law Board and file Form No.4 for each mass Act as amended by bevond 30 days from the dosure of

v e d deposit along with a DD for ¥50/- drawn in favour of P Amendment Act of 1988, subscription list at the rate of 15%.

- Accounts Officer, Deptt. of Company Affairs of the State.
- Con .:M.MHﬂlpaﬁmuzderundHEﬁﬁunﬁm?Iﬁ“
es Act. 1956,

| Section 111 of the Companies | A time lmit of two months provided in the
Act. Act for effecting ransfer. As per the fisting
the tima limit s only one month

from the lodgment of shares.

Section of Act. Mm;ﬂ-dﬂiﬂ :
for which transfer of shares | otherwise.
can be refused.
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ooy |
i et m ;rﬂmuim i — non-receipt of share ~do -
- P ‘[u : | | P S
sl PRGN

on the transferor ang y,. P\ an Le., non-recelpt of -do-
mﬁiﬂn‘ to nnu{yh;:gm rﬁ%h
ﬂuuh:;:iuh“c And offer :I?:h
418 Of the compag,, 4

price or thethighest Market D by M
. _ preceding six months Piky '-'illrirqr:
ading. riaging ¢ SEBI (Insic r Trading) The investors have 1o gyag

* T : l‘nﬂiﬂlhg_ﬂw price and lhehTWﬂm

W
Complaint to the Company | MEH
- I:‘I

Inuestor's Proseesion

3]

af offer for rights and -do -

e mml!mﬂ'-'ninwmnt -do -

. ed 1o Demateralisation or Depository Depasitories and Custodian Cell, SEB, Mumbai,

= aied o Fresh Issue of Capital, e.g., Public | Primary Market Division, SEBI, Mumbal or
on Respective Regional Offices of SEBI.

- 1o buyback of shares. Primary Market Division, SEBI, Mumbal.
ining to Takeovers. Takeover Division, SEBI, Mumbai.

Complaint to the Gr’:wam
concerned Stock Exchange and i 5t|:£g

and Protection Fund: Section 205C of the Cnmpam;ﬂﬁl-‘? inst Stock Exchanges, Stockbrokers, Secondary Market Division, SEBI, .
! “entral Government to establish a fund to be called 'The Invesigr Edl.‘-:ai g Mumbai

Fund The Fund shall be utilised for promotion of investors' awarenes;
the interests of Investors in accordance with such rules prescribed, Fy g,
Fund, the Investors Education and Protection Fund (Awarenes g

f stors) Rules, 2001 were made. Table 5
- Nature of Grievances and Concerned Authority
Nature of Grievances Concerned Authority

: investor grievances processing mechanism. A standendied
2t all SEB offices and on the SEBI website for the convenience d
hmmﬂ are acknowledged and a reference number ls mr;md
2 taken up with the concerned companies. SEBI officers 2% e
. .'ﬁﬂhﬂ@mmm&ﬁmﬁmmmﬁmﬂmw“ ;.""“““b‘““”"“““::“ﬂ" — s
gferred to Enforcement Divisio jate action st b i nst unlisted companies. Compiaints regarding Department of Company Affalrs
S n for appropriate action ‘@mciph of annual report, AGM notice. Fixed Deposits in | concerned Registrar of Companies,

3 '__'j.h-mﬂﬁutmdndﬂimd with the exchanges. | At the Investor Information Centre of all the
wding the trades effected In the exchange against | recognised stock exchanges.
5. Complaints regarding the trades effected in the

on the status of redressal of investor grievante

istently EHI’IE up Eﬂl‘h‘plﬁ.‘l.l‘ih against cnmpﬂﬂiiﬁ-hﬁ
it still there may be occasions when investors have & gnet i
it the member brokers. They first approach the r:l:il‘m:‘f”"lfrll1

.' 1 itl ey are not satisfied with thelr respon= Tﬂi"‘

TorTnann
2 o -

ks and NBFCs, With the Reserve Bank of India.

o — . T
ority. A list of the nature of grievan® n order to mwbl“'mwmm“mwmmmmn

ol L3 o '. tmmﬂhﬂ&!‘mﬂm

the Table 4. it oy l:. two fold-one, to take up investor complaints
s | s et these investor associations in




Inuestor s Pregecsion

wmamﬂhﬂd U s

L:mmwmmm =T Which, « also be |
slatility in the prices of 1, l;:; 4 '“W;.-H:;EH Mnn 11(4) of the SEBI Act-
uriti of L
Chreyyo Yo L sting of securities;

frm'n accessing the securities market/dealing in securities;

........ Qaing; ks
in My r;;a Th F?ir];,i:nﬂlshai _____ ﬁ-mﬂmﬂﬂfﬂﬂahun of registration; and
ic 1 5 7 :
. aly -!-g.h;.h : ‘ ¢ permissible appropriate action In the circumstances or facts of the case.
.! = =

: 1 SEBI considered the recommendations made
: " ted by the “Informal Group
1 1o redress the grievances of lﬂUl:_l?.hm,: ey, primer ‘Market” and accepted most of the recommendations for the implementation,

gp- ﬂm regulations, the SEB| may, 5 estory ; n%
for ed te PROINt ong o 0 h::-hawmpulsunlymud.eﬁmm the

W located at the Spedﬂhﬂduﬁne Trtc;?al #nsﬂlct’“” The — building in respect of issu Hiﬁ Mg -
o ot ETSW'CILE{L:HH.:,BDE ; bﬂﬂh 4 esa crore or more.

. in the minimum number of mandatory collection centres in i

M:ubi a c;lﬂmn t!:rdf ﬁii??f[i{lhagttft:n[:ﬁt of e II .- .I T 10 crore to 4 metropolitan cities plus the place having the regional stock
I
2 aw retired as district judge or having specia) |"il'lw..| o
g “Eﬂ law, finance, economics, management or o -

d investor protection with minimum 10 VeATS experiny

'Lu'!'--l-.rl

nits against any intermediary/listed company or both i

B ﬁp by SEBI for bringing greater transparency and accountability to the primary
‘merchant bankers to attach the 'due diligence’ certificate to the prospectus, so that
shility extends to the investor and not only to SEBI. The due diigence certificate is issued
anager to the SEBL Thus, the lead manager holds the accountability and the regulatory
ins an overall supervisory role.

Jnﬂmab:}ue the SEBI has also taken various steps to safeguard the interest of share-
enfureholders. In case of IPO, the SEBI scrutinizes the various offer documents from
m protection and full disclosure. In the allotment procedure to make sure of
EBI also appoints its nominee apart from the nominee of the stock exchange in the

es by an issuer company/mutual fund, collective investmen
Mwﬁﬁnﬂm stipulated time.

¢ [rights/bonus issue of a listed company,
ssiies MI-'IE in securities against any intermediary s

- __1991-92 fo 2015-16, SEBI received 29.63 454 grievances from investors. Of

status of investor grievances received wved by SEBI, resolved by companies

m Elﬁ uf ﬂ}E Cﬂmpﬂﬂlé‘ﬁ ||'-"|.-Ef
> certificates or unit certificates, bons s

’lhur@rd is as follows:
f securites
mmwn of public issue © Table 6
edemption amount of debentures Bedressal of Grievances
ﬁmﬂmmﬂﬂcﬂﬁ’ﬂ'”"'ﬁ" o S5 Grievances Received Griev_nces Redressed | Gulevances
m nrhly-ha-::kaﬂerﬂfd“"’ﬂng e
Cumulative | Cumulating

ﬁ,fﬂﬂ ﬂ,’g‘l ,ﬁ ﬁ'ﬁ

e by mediatio o o 29,24,516 .
e . hng::ﬁ < g | wies | mae |

Annual Report 2015-16. p- 1181



Investor s Protection

K ..:'-'_ Y o A1 i

: ‘1"%5 'mmﬁpama shouly ;ﬂ:},. ey e adin in any grievance are the courts. In case of investor protection,
| of compars : made mml‘-‘”!su.-y“*'ﬁln: : ?:-__.1);_ to the :ﬂ:‘HUmET mm'?:ﬂ fmumls under Consumer Protection Act,
_ J L i Uinigy deficiency nﬁm ces. The complaint can be filed with District F
sfollows: For Debentures, Smple A and B s ’ B Mational Commiasion on the basis of the amoun irwiclved in e cose.
‘u= T mm?mﬂ -PFNEF'EH}_E,& ; 1 -I'" ' § @] mtaheupﬂ'm TTﬂ'“ﬂTWh]Eh Lmﬂhﬁﬂ'tgam|ntupm T mm,l‘m

. mﬂcﬂuﬂl

. ___HmmﬂmﬁnamiIMUmmemdmﬁm.
' _ ik 13 of the Act provides that every proceeding before the District
e tying 2 %0 judicial proceeding within the meaning of Sections 193 and 228 of the

1f the nt involves the amount of T 20-100 lakh, then he has to file case 2
sl and if the amount exceeds T 100 lakh, then with the National Commission,

-—f_'ﬁup.mtl Safety
—Moderate Safety 1 _

—Inadequate Safety ] o ‘aken up the concept of consumer protection more seriously and vigorously.
—High Risk and Default prone . Consumer Protection Act. 1986 was enacted to protect the consumer against the
of the producers and sellers. In India, it is the only legislation which directly pertains
~ce and seeks to redress complaints arising from it. According to Consumer Protection
Lymer Means any person who buys anygmds!mamhiemﬂnnwhﬂnhubmn

— Highest Safety 1
o or partly paid and partly promised. or under any system of deferred payment anc

—High Safety
—Adequate Safety
—Inadequate Safety and Default prone

......

a ver rge circulation. The media can be newspaper. maghee
-generally used by all the sections of the society. Press helps on e
oversial jssues but also helps in building public ™05
= democratic set-up. The sufferer can npr:_ﬂ ;
blem is highlighted through press, it Presses 5
dial measures immediately. Even on the b2 DFHE; (ot

1% catching fast. Under PIL, it is not the 850 g b’
= ic

wiay in sendi g refund amount on non-allotment of shares.
Bt of account by broker
gly tra 1sfer of shares with malafide intentions.

i of broker's cheque-

Ty or delay in delivery of shares by the broket

mﬁmmtnfw by the company.
rward the share application to the compars*



nancial Market Operations

ervices complained against is ' 2
akh and T 100 lakh and National Commission

zactors needed to make the Investor Protection Effective

making the investor protection more effective:

less than T 20 lakh; the State Commission for claims bety

en
for claims exceeding T 100 lakh. XY

The following factors are necessary for
(1) Investors’ Awareness: Although the SEBI has introduced a system fc:-_r inugstnr awarenes
and protection on its website. Still the investor awareness mechamsx:n is quite limited sine
very few persons have computers and internet facilities. To remove this dr.awback, prm.ri;im
of information regarding the status of an application and redressal of grievances shngﬁ'_x
provided at all centers where the applications are collected and media services should also %

utilised extensively. .

(2) Strict Norms for Premium Fixation: In December 1996, on the basis of Malegm
Committee recommendations, the SEBI issued guidelines for justification of premium. These
guidelines still leave scope for fixation of relatively high premiums. Therefore, it is desirable
evolve a compact formula on the lines of valuation guidelines under the Capital lssués Contrd
Act.

~ (3) Safety Nets: It is imperative to provide for safety nets at least in respect ‘?f small inﬁ
~ holding shares for at least one year. The safety net should be honoured by the issuers, IT-lﬁ.elf wil
';n bankers and underwriters under a formula normally agreed upon. This safety net !
~ resultin the fixation of realistic premium.
S . H i 2
14 Stake: It is necessary to raise the promoters’ stake in new issues ﬁﬂ.m
et 40%. This will help in the reduction of malpractices and manipulation of price>
' the Commament of Company Affairs (DEA) should step up action under STl s
¢ -ompanies Act against the fly by the The powers under
= aiid o y © night operators. pow
g, " MMMI functioning. eﬁpeaaﬂ
o= il . s W 00, sw.lon ﬁﬂm for cgmpenmﬁﬂn to investors
o . ement in the prospectus,
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| ¥ iy e
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_cleared Securities: He is a spociajic

n-cl alist in th

e list and are non-cleared securities, He myﬂﬁ:?&s OF Securities which are
i on

e rchases at lower rates and sells at highey rates offer and sells wha s

Th 'ﬂ' arbitrageur is a person who purchases d :
8¢ e same time to earn the profits by the diﬂme:; :l:mes hetwt: Cifferant
B abitr sqe depends on the common securities availabje on the different hn -
852 o of difference in prices of those stocks on those exchanges, e
o of Brokers
REB'** L of brokers may be studied under the foliowing heads:
< for Registration: A person having the following qualifications may be

ag broKers:

e -

R t!— .."__-.-;. .
e S e vous B thin iy fecent
nber of listed companies market capitalisation, may, , Y 4
roduct and number of shareholders, etc., all haye .. 2% of |,
, out of which 14 are public limited companies, 6 arp o.- P Ther,

Ror-

. -'-‘1_ - 0 ._: s _ are L ]
'. - m A mﬁans, These ERChang.ES do n;fzgin:es hm'

> persons and with the help of some persons and institutiong O g
‘stock exchanges These are: Al fheg, |

3 _- d be a citizen of India with an age of at least 21 years:
1ld not be a bankrupt;

ﬂﬂt been convicted for any fraud or dishonesty:

? ot been compounded with creditors;

- dmm These are the persons who buy, ] o,
ate of registration from SEBI is mandatory to act as a broker. SEB] ¢y i

2 of registration. It is obligatory for the person g 4 -ﬁnt be a defaulter of any stock exchange:;

:,_;..e’g-* have passed at least 12th standard examination.

n of a member of recognised stock exchange, the selection mmﬂmﬂaha
\cial status, experience and professional qualification necessary for the securities
e performance in the written test and interview in addition to the above said

erforms two functions, namely, broker and dealer

isation or Types of Brokers
e
specialisation of brokers are as follows:
ks Py |‘ =

s

is a person who executes buying and s
£ Q?ﬁﬁ constituents on commission basis. Almost &

> F i ey ~l.bl'_p:
T e |

L _._.r-

8}

_ h‘t' attached to other tT!‘-’mhmET
" 1;;—: @ lhe B rber In compensation, he chi
umber o shares which are not in tradind im;lﬂ'”
B trading units i known @ ﬂ.iﬂgfum-h'
= B e noedy persons: ThH;
B iferonce on which he buys i 00
. alls®
e fmin tocks which are o)
P ce. Thus, he Ison

TR

a
-
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TR ey
*‘L 1.-._ =4 :., CKLE mh.r - m Em
' _ *I* dm for every broker to be registered wi

¢-om indulging in malpractice and ma"ip“l“ﬁﬂn.thTﬁﬁdehE objective of the
® of conduct can be

5 Statutory Requirements: A oy
P aqulations made by the Government, SEB] and oker must abide by ajl the

e 0 ¢
PR L RS e M Whﬂl’& 'H'IE annua) !iq-l

n ,mﬂmmial year; or mmm"er of the |
Stu':]fh-n

1/100 ﬁl per cent of the turnover i,

£ LT . . E 4 EHI
re the annual turnover of the brokey eXceeds ?EIE;L:E 1
|

[T A=
i
=

ﬁ%rE gy
Ay ﬂ“ﬂnr_--
.. Vears Co .

afte w grant of initial registration to keep E}?:;;;Q ffﬂ'm b
R G 8 months of the completiop, ¢, " Ny
ich the fees has been calculated. It should be ACCOMpar:. finapg,
to the authenticity of the turnover. Panied by,

th 3 :im.m stockbroker shall pay to the Board, a fep ;

§ 1 5L “'W A -. a bim}l Gfﬁ ﬁnﬂﬂﬂial

s and Fairness: A stockbroker must maj ;
o : ntain h
B romptness and fairness in the conduct of all business, igh standards of

rity , S A stockbroker shall not indulge in manipulative, fraudulent or deceptive

< or schemes or spread rumours with a view to distort market equilibrium or
orenna galns.

; tices: A stockbroker should not involve himself in speculative business in the
\ bevond reasonable levels. He should also not create false market, either singly or
cert with others.

1se of Diligence in the Conduct of Business: A stockbroker must act with due
are and diligence in the normal conduct of his business.

the Investor
Hon of Orders of All Investors: A stockbroker should not refuse to deal with
of Registratic Stockbrokers b nvestors merely on the ground of business invoived. He must faithfully execute the
- gistration of : The procedure of registration of stockbrghe | %huy]ng and selling of securities at the best available market price. He must also
Iy inform his clients about the execution or non-execution of an order, must make
t paument in respect of securities sold and should also arrange for prompt delivery
1 s purchased by clients.
{l) lssue of Contract Note: A stockbroker should issue a contract note fo his clien's
" Without delay, for all transactions in the form specified by the stock exchange.
(i) Breach of Trust: A stockbroker should not disclose or discuss z:m detals d“mm
sstments and other information of confidential nature with any % S
bmake improper use of that information of the client which he comes
L course of his business relationship.

T A EX; e : f n
IR S e irseactions undertaken by them. The rafe, %0
Nature of Securities Transactions 2Sloly

Rate of Fee

0.0002 per cent of the price af Which the saum
are purchased or sold (¥ 2( per crore), -

nd purchase transactions in debt 0.00005 per cent of the price at whic

h the seeyss
are purchased or sold (¥ 5 per crore) T

Mﬂm A person has to apply for registration with SE¢
change ﬂ‘fWhiﬂh he is @ member. On receipt of application, the s
d it to SEBI within 30 days.
rmation, Clarification, etc.: After receipt of application from<n
/ ask the applicant to furnish clarification or further infmmaf.l
ecurities and matters to consider the application for grant of
as ‘ﬁr!g&pphcant or its principal officer in person. |
lication: After obtaining the necessary information

licant, the SEBI considers whether the stockbroker
0 .- __f_'_—j-';-! Gfa m EJ{ChaI]gE: J "{l seC ::__ _:_I_:‘ y 1

 like adequate office space, equipme’® ding advice or information to the clients with the
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Functionaries gn § Exel
ualified auditor to Jll:WEEﬁQaJ[E into the books of
M powers as that of the inspecting authority, SER ;C?unm or ﬂ'lf:! affairs of
.:. » mrﬁi&ﬁ market on I’E'-’.‘.Ei.uing the report of th:;l:pdh';ﬂmﬂ! to the
, ecting authority

o of registration may be imposed if
R ihias the provisions of the Act ules and regultions
o r;.:‘:.; not follow the code of conduct laid down by SEB.

. . -_tﬂ lve the complaint of the investor or fails to give satisfactory reply to

e ..-_-'j 2 ;

_ich any information related to his securities as required by the board

mﬂfﬂ or false information

. eybmit periodical returns as required by the board
- __orate in any inquiry conducted by the board
| Al ing activities in the market;
contract books showing details of all confracts entered into by him ywith -

the same exchange or counterfoils or duplicates of memos of confirmation sg ﬁﬁn +f the stockbroker deteriorates to such an extent that the board is of the

uplctesof contractnotes issued to cliens

: .l nts in respect of contracts entered into as principals; violates the conditions of registration;
Hi of the stockbroker is suspended by the stock exchange.
SCaalation of Registration

sty ofcancelltion may be imposed it

>+t ".'._-'; ying the scope of authority and responsibilities of

erve the above mentioned books of accounl
0 5 years. He has also to submit a copy of the audied B2







ST TEEREE ATy L

RN LALTEN T
. aye been convicted of any offence involving fraud or dishonesty

__csed at least 12th standard or equivalent examination from government

:I'! .

e o B £ hes the power o relax educatonal qualfications on mert having regard
Total | Corporate S
Brokers | Brokers

ered with SEBI

_ 1. Corporate: The partners in case of partnership firm and directors in case
& . or Bod! nust comply with the requirements contained in clauses (a) to (¢) for an

176
NA NA
1,129 836
NA
208
NA
258
NA
NA NA
NA NA
NA NA
NA N4
NA NA
466 92.6
1,139 925
NA NA _ .
23 e dafion letter in the specified form tom a stockbroker with whom he will
NA MNA

3,377 71.4

s nt of Certificate to Sub-broker

o .'_.' .:; Er. oi regiiﬂ'ﬁtm“ toa mh-hmker if hE- EEHEIIES the in‘.lcming conditions:
s in the manner provided in the regulations;

the fees re steps for grievances of the investors within 1 month of the date of
;fq;;p,ﬂm and SEBI is kept informed about the number, nature and other
el laints; . ;

; ﬂm:'::ﬁng by a stockbroker for affiliating himself in buying, selling or dealing
ﬁnd in the status and constitution, the sub-hmher sholl cotekipxior R
;d:uugg:\ue to buy, sell or deal in securities in any stock exchange.

R Bub-hroke h the stock exchanges at which the
e istration of sub-brokers throug 1 the
e ; mf;krf is required to submit the following documents with the application
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nces including one from his banker.

N long bove documents has to be ifying the eligibility criteria and
ok 'c:fnits :ha application to SEBI after hﬁma certificate of
130 of its receipt. After being satisfied itsell

ct ! ....,';,': [ tﬂﬂ.'ns‘ El'l'd Gﬂndiﬂﬂl'ﬁ- . mmm
i the endations of Chandra s'hu:mcwm
d th reglstﬂmd sub-brokers would be allowed

: '-‘l- = f a Exchange_ HE 355155
e atilgations of both should be Pecid. U
| ..5;| Sub-brokers must be registe 2

; d :
_ A BYRS he must fulfil certain conditions ' ald by Sub-br — fees in the MW
ions made from time to time. endments made in 2006, every sub-broker -

. T o 1
v

B i individuel fom ot 0" pav a sum of 2 10,001 _ﬁar&nbhdtdﬁﬁmmy‘““ ——

h



T "Unciionaries on Stock Exchange
. or misleading quotations or giye any

' the clients with a view to induce him

L

m _ o himself to earn brokerage or commige S8 in particular securities

.I L-i :.-._:_I.:_IL. T hy th.E bnurd 6 " a&

: . .l.'.l-.~ p )
10,000 for first 5 years commencing froyy, : -

n granted; and the finany e ge 10 oned in the respective sale or purchase notes. " ©! " P cent of the

b TR o | | e metits '

irst 5 vears, he shall pay a sum of ¥ 5,000 for evey, il ! pealing with Defaulting Clients: A sub. by, i

S €Quep blog £ ingly, directly or indirectly or execute an grq ust not deal or transact

| & '

i er f .
i e ts in relation to securities and is in d;::htﬁ&t :]?n has fm};lt; to
= - e mh E1"- 1 m

Clients: A sub-broker should ensure that

~d maintain the same books which are maintained by bro

: .-'. : s . IiEr_s EH{E

A no mn . :
(viii) to (xifi), flict of interest arises

# ient. In the event of conflict of i :

. and the client. In s : interest, he should inf -

and should not seek to gain a direct or indirect personal adJanTgE?E cheﬂ:a:

4 ! should not consider the clients’ interior to his gun. e

e Advice: A sub-broker should not make a recommendation to any client who

B Jected to rely thereon to acquire, dispose off or retain any securities unless he has

egrity and Falrness: © | , of integ, 11> arounds for believing that the recommendation is suitable for such a client u

mptness and fAIress h_-#_mﬂudofall el bum_nﬁs' glr&_ “the facts, if disclosed by such a client as to his own security holdings, ﬁnmﬁ
) en ~e: A sub-broker must act with due skill, care and diligence jn g, e objectives of such investment. The sub-broker should seek such information
S tasioe 3 -_whe never they feel it is appropriate to do so.

: pt and Competent Service: He should have adequately trained staff and

1ents to render fair, prompt and competent services to his clients and continuous

ce of the regulatory system.

SuUunD=L rﬂk&r
| the general investing public. A sub-broker must promptly inform his clienss 4 . . :
the execution or non-execution of an order. He should also make prompt payment in o broker can be studied under the following two heads:
of securities sold and should also arrange for prompt delivery of securities purchased 1A)° Stockbrokers
| | Lsubd 1as the following duties towards stockbrokers:
juct of Dealings: A sub-broker should cooperate in comparing the uiw
"*.-'Fn ns with his broker. He must not deliver bad delivery of securities knowingly and
vilfully. He should also cooperate with other contracting party for the prompt replacement
f documents which are declared bad by the stock exchange or the mm o
of Clients’ Interests: Hsub-bmlwrdmuﬁﬁﬂymg’;‘;m#:m
regard he should also cooperate with the stockbroker. mmm. dlients
right to dividends, bonus shares or any other such related rights hhm. |
ion with Brokers: A sub-broker should “mm S u::shw igence
ions with his broker nor should he hﬂ&mhﬁ obligations =
the settlement of transactions : g
ment between Brokers: A sub-broker should WMM mf-“ﬂm“.t

snlrness: A sub-broker must maintain high standayd

=  Orders: A sub-broker should faithfully execute the orders of clients for buying
: g :—=;.._.:.1.:'1‘=. < at the best available market price. He should be clear in his dealings

i 1

ker must issue purchase or sale documents to his clients promptly for al th
0 5 ﬂg atract notes client-wise and script-wise originally issued o
i

o i R

" g

o must
1 2 member broker mﬁﬁw stock exchange with whom 2

TN us
B 1 st not disclose or 4%

[ I":!




Functionaries o Exchange
13 0.00 -

N
43 0.10 4'; NA
41 0.10 0.10

185 0.4 A NA

4 0.00 L 4h

N
NA NA &

NA
NA MNA, NA

A NA NA
5 0.00 NA
103 02 NA
NA NA NA
23,226 54.8 19.173
NA NA

MA,
145 0.3 MNA
NA
NA

A sub-broker should not follow
: u“fair h'ﬁde

Pry

uies towards regulatory authoriies
k. AESRL m not indulge in dlﬁhﬂ-nﬂ
' m‘:’ﬂﬂamk exchange. He shoyld a]-;: T:t Sisgm%l
.-mﬂsu e o g
‘and Regulations: A sub-bro also com
tions made by the stock exchange and the SEBI. " e, Ml
'R fusal to Give Information: A sub-broker should not negle |
‘. m wﬁl returns, Wndenﬂe,, dmumentﬁ andﬂ or fEJ"::,T
Misleading Statement: A sub-broker should not make any fajg,

R - : OF Migload
on anv returns and should not neglect or fail or refuse to Submit 1}1?:;‘"%;
r. = il - = UEEd'

ZZZFEE>

o4 .4
MA
NA

2 0.00
12 0.00

42,409 100.00 35,241 100,00
(Source: SEBI HBS, 2015-16, p. 38)

T o
A

2:A sub-broker should not spread rumours or should oy indulge |
udulent or deceptive fransactions or schemes with a vjey, o dE:ﬂa:r
um or making personal gains.

! sl f:._: by '.'-1- 5 Shﬂuld not create a false market either Sil‘lgly or ]ﬂinﬂy with

nutmdulge in any such activity which is detrimental to the public

FaT L ;
Rt T

sld not indulge himself in excessive speculative transactions.

P

srice means the quoted price at which they would pay to a prospective seller. UEEet
s the price which they would charge from a prospective buyer. The.market makers’
ng on them up to a certain commitment. A market maker has to abide by bye-laws,
ns of the concerned stock exchange. He is exempted from margin requirement.

s are rewarded for their activities in two ways. The first way is through the bid-offer
stween the bid or purchase price and offer or selling P“'-‘-E} The second wwiﬁ
on (speculation). If they believe that prices will ise in thel. :ﬂarmiﬁﬂ Mﬁns:w
gs, while if they expect prices to fall, they will reduce or &

s are very narrow because of large Wh-"mﬂﬁf“a'mmi‘ ::msl. mjdﬁ
isaction cost and associated risks. These cost ?Eaﬂeﬂmﬁhyﬂm
currency traded is

-. a designated specialist in the specified securities. They miake both bid and offer at

d sub-brokers exchange wise. The table depicts thal

g through members of NSE and BSE during 201415
9 at the end of year 2015-16 as the other exchanges a5

tered Sub-brokers: Percentage Share in Tota! i e it of
— S and frequency hsactions. Transaction cost per un ; ding
~ Sub-brokers e  the frequency or turnover rate affects both cost and risks by

T~ e ital is !Emba;_tnutm
ST R e “"-hmhtiﬂ w e gears should appoint “-“‘MW
fie. The Mwﬂﬁmb&%ﬂﬂﬁfﬁﬂww

lﬁmmﬂws from the date of cont, The market maker should




Functionaries
- the bid and ask price would he 8 Hllcun: on Stock F_m-.w

, varlous facts of it, including the merits a g Pta (Chy,
ity . demerjy, .J“lnh‘“ I
@4,

em and the quote . The Cq
o the Commiltee s "JiIIW. the Ehﬂres co Mimj 2e .
e il b ot Wyt
B o b v i
m. . working out the Operag Cont
pderscored the need to keep in ming 1, . "3

ca to market risks.
e Ll - mended that all the stock exchanges should

: I : adhere to the TRCOM

Jllowec ﬂmm All shares excludi thy = o shares :apltni adequm‘:y and price bands, For oth ers. th me ons
suld be eligible for market making: 4 fhe sharey satisfyp, ipg$Ee ¢ it more attractive 1o the market makers, © exchange may mould
e BSE sensex of the Stock Exchange, Mumbiai an g, [CSMMMetMBKING

Oy e isof the following three types:

| m Making: The sponsors of the issue have to undertake the ¢ e
 aking for 2 period of 3 years from the date of public trading, It ﬁr:,ﬁhi
; market making. The sponsor bears all the risks and responsibilities associated
__oulsory market making. The discharge of the compulsory market making is the
bility of the sponsor even if the sponsor assigned the market making to some other
-+ The sponsor can withdraw from the market making function after the initial 3 years

ﬂn T 10 N0 limit on spreads

| . 10% maximum spread
d! (A0 4’ maximum spread
e 3% maximum spread

o

res where the average number of trades is more than 50;
res o ghﬂaﬁ on a daily basis is more than ¥ 10,00,000.
. i he g ﬁﬁli in operation and the net worth erosion is %m
g activity would be voluntary in nature. ly
e ke shuld provide o ey Quotes i (e shres i b, | B Theponeor .
ak - making, at regular intervals of 30 minutes with a min; b 1 if he could provide another compulsory market for the scrip. The market maker can

. ' F vhiche ser is higher, within 5 days of registration. UM depth of "". ¢ termination of his duty if the scrip sponsored has incurred cash loss for 3 years
m to make market, i.e., to give a two-way quote waylq g i ipany has become e DT e ?Dmpaﬂy.s P EIE -

- — fh that share. e by Market Making: Market making will be called voluntary if it is offered voluntarily

e exchanges would be allowed to act as market maker or. He should continue at least for 3 months from the date of commencement of
i ¢ "';ilj-.ﬁﬂﬂudvﬂly quote driven system,

Is to pro two-way quotes for more than 3 consecutive days, his

 ma ‘makers in share on an exchange.

e market maker as in the normal market.

al adequacy to be in commensurate with the Iypes IS

!_, member for making market, irfrastructure and . ik o

=~

et making. He can offer two-way quotes. But he cannot give sell quotes if he does not
the specified quantity.

Market Making: The sponsor can appoint the addifional market maker for a

s than 1 year from the date of public offering. The number of additional market

amed as Taravaniwalla. He is a person who specialises in mma g
J be more than one jobber in case of :ﬂ‘-‘ﬂ;ﬂwﬁﬂdﬂd .. dfar
ip with a small difference in price and thus they act a shares which
ket. The jobber or taravaniwalla generally specialises in those '

 he receives orders from those nthfer : the broker

 avail of lending/borrowing facilities undet the SNEE:
B i from the promoters i"? 2
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, earliest. Similarly the amount payabie should be paid immediately as

. *_EIH S du'ﬂ-

its _ 4 of Service and _mm Diligence: A portfolio co | hould

o - ) AN =~".-"- money market i|'|5v£-ru _.:;:_-:_'.: ~dards u‘fgeWicE.*exermﬂE d!.le'dﬂigence, ensure proper ;:Egt;ﬂm
_ hante are the persons or firms or COMpanies w;:* k - . igh S ent while doing portiolic investment on behalf of his clients

O ﬂ_ b a I : .

- administation of secuities or funds on behsiy thj‘ﬂﬁemd | ¢ Conflict: A portfolio consultant should avoid any conflict of interest in

it non-discretionary It | \ :

the discretionary or - ey o - disinvestment decisions. If any conflict of interest arises, then he should

R _atment to all his customers. He must disclose possible sources of conflict of

| of Portiolit W B L. 2 = <t to the clients while providing unbiased services.
| from SEBI s mandatory in order to carry o Portfolig o Provisions of Act or Unf
tion with the Provisions or Untair Competition: A portolio

~tion is not required for category I and categor Manage "
. e : Tﬂ‘mﬁ-‘ ik ntthin the h_ameiﬂfklgnsegﬁh]am Eﬂn & i not make any statement which is contrary to any act, practice or
g s oers. The SEBI is authorised to grant and renew the L_Erssmﬁtl
*iﬁ _ on or renewal fee. This Certiticate wn;ﬁca'le
wmﬂﬁbemade 3 months before the expiry of be yy

S

[
o
e
LE
=1

: competition and causes harm to the interest of other portfolic managers

i ‘o place them in a disadvantageous position in comparison of him.

| . e tial Information: A olio consultant should not
S ?.__-;.-_.;_. ble to the SEBI is 10 lakh for first 2 years angd » tg?ackirﬁﬁ b7 'wﬁd.: nt(i:aT ;f{l:::aﬁnn, of his client to Gﬂ'gr}::tlftents, which has come to his

: auon | :f,._ r shall pav a non-refundable fee of T 1 lakh with the aPDlEf i:?;:ﬂ due course of his business.

"'Imtgd Statement: He should not make any exaggerated salement o the
tten or orally about his qualification or the capability to render services.

i 4 Sts‘ps for Registration of Clients’ Securities: .He should take adequahar
. --.e registration of the transfer of the cL‘Eents securities and inr Ci'almmﬁ and
. | > - dividends, inferest payments and other rights accruing o the: cien

arv infrastructure like adequate office staff, equipment and manpoye | b =

195 L4 | C“E-llﬁ
| tract with his clients before taking up an
consultant should enter into a con The contract should contain the following:

f=s

o management on behalf of his clients.
: 4 : . B ) = rdﬁ‘_

sstment objectives and services to be proviaed; | + ~
of investment and restrictions imposed by the client with regard to investment in

i “’[ﬂﬂlm or a company,

of the contract and the provisions of the

-
= " [
; £
LI

- —
Pl ity e

" .: i« o be made to SEBI in the prescribed form. After recelving
erRI canciders all the matter relating to the portfolio activities and in particular ¢

'\'..

ed persons with experience to conduct portiolio management busines
TR ra—— connected (such as associate or subsidiary) with the applia
.,_.“- —El?}lﬁl;ll _ _;.'-.... :-I i ....- - =

s Bl

—deauacy of not less than net worth of Z 50 lakh in terms of capital pusf
e .F' # a‘ :-.':

artner or directo or principal officer has not been convicted for any ofténd

e or guilty of any economic offence; . L

early termination, if any;

' Sf settling the client’s account including the form of

na * in finance or law or accounting

........
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?._ . oo ation or parﬁcularﬂ i'UfniEhEd

yan, any security of a client Withay, Obta; 1 * _anted to him. Previously which have a bearing
ain| ficate =’

it

dhl@h-r

_h&ndlh‘g of complaints receiy L

jate action. ed fr, b ority to appoint one or more persons as the inspecting authority fo
undertake

W+ -umouﬂtﬁi records and documents of the portfolio consulta

_~oks of accounts are being maintained in the pmmihadnm ~

..'."ﬁif-tl'le SEBI Act, rules and regulations are complied wmma““ﬁi

» m ofo in the interest of securities business/investors interi;at into his affairs:

::~_' + the complaints received from the investors, other portfolj
' matter having a bearing on his activities of the mu;;rsﬂﬂm?r any

» a due notice to the consultant for the inspection. But the SER
> Lithout any prior notice to protect the interests of the i | | can also

-for each accounting period;
rt or Wﬁ for each accounting perioq.
“"ﬁ“"‘ fransaction or recommendat;
< leading to that investment decisi on which jog
jons leading to that investment decision, idicay, M 08
+ orofit and loss account and such other docume
SR S ' nts my p
) period. The books of accounts and D‘thsetrbf EEHTE ﬁ‘
0Tl =~ |

or @ minimum period of 5 years. The books of 4 gl el SE aror enes any
i R ccoun ol MO 4 and/or contrav
qualified auditor to ensure that the proper accounting r:*zsemﬁi@m i
- ]
nt has performeg ;i

Mbemhmjtted to the SEBI within 6 months of closing of
al

_ of Reglstration
tant who fails to comply with any conditions subject to which the certificate
of the provisions of the Act, rules or regulations is liable to

wed by the consultant. A certificate, that consulta _
mension of registration may be imposed on a portfolio consultant if he:
 arovisions of the SEBI Act, rules or negotiations; or

be studied under two heads: {umish any information relating to his activity as portfolio consultant as required

io ¢ _ it should furnish a report to the client within agreed pericd 1
115 COr aini 1C ﬂl&fﬂﬁOWi nag dﬂtﬂ.ilﬁ

1e of the portfolio, description, number and value of e

the aggregate value of the portfolio and the available s

s wrong o false information;

t submit periodical returns as required by SEBL

t cooperate in any enquiry conducted by it; or

ve the complaints of the investors or give a satisfactory reply to the SEBI in this

_ pulating or price rigging or cornering activities; or
Y of misconduct or improper or unbusiness-like or

‘the specified code of conduct; or
2 capital adequacy requirement; or

ng the date of transaction and details of purchases
d in respect of interest, dividend, bonus shares, 1igh conduct which is not

: -q"':'-'.:- .-;."::al =,+' ﬂ"i,E C‘.]iEﬂt; aﬂd

' snsultant and the risk relating th

the following information t0 SEBI 2

g securti®

< anduhe nghtration, or
sbligations as specified in the regulation.




Flinctionaries on Stock Exchange

iod : yde
:"-':=-3:.-::J= ich was prlmﬂl'ﬂ!f assigned the task of insur?nzag{eﬁ?mﬂlﬂ Bhopal.

h ¥ by way of premium from the public and invest it | I;H e curities,
gol e ance companies have recently been set-up asth:l mg—.:m :m :
new ....:.Impanin, These private companies are als mobilising mﬁ:;h‘le ﬁ
iy | tions or frusts of public members who wish investme .
o om their savings and invest them

nees at Mumbai, Kolkata, Delhi, Chennaj, 1

ers registered with the SEBI was 243 |, 2009.1q
a5 gnm

e

" 1e collect the money of these members f
| B assets with a view to reduce risks

g 1% 1 of financial assets with a ce risks and to maximise their incom
™ ed POT . These funds are of various types and are set-up for various P*-l:::ias an;
(I ppreciet® o classified into 3 types by objectives, such as, those for income alone, for

s " - (growth) and for both. Thus, the mutual funds play an important role in widening
B nvestment institutions wh : = apital market in the country.
R GRE pes & S5 SHtULons are depjeteq in T;;“an:iﬁ - of Mutual Fund
s Oy 1

Qf, be set-up after a certificate of registration is issued by SEBI on an applicat

= = et tlFBﬁl‘UﬂﬂﬂE means any person who, acting alone or in combination with another

m g8 ave a sound track record and general reputation of fairmess and integrity
e S < pusiness transactions. The sponsor should have an experience of at least 5 years
M 1 o o on business in financial services and its net worth should be positive in all the
iual Funds it preceding 5 years and in the immediately preceding year, its net worth should be
"4 on the capital contribution of the sponsor in the asset management company (AMC)
New | e snsor has profits after depreciation, interest and tax in 3 out of the immediately
Insurance ding 5 vears.
Companies \n existing mutual fund, such fund is in the form of a trust and the trust deed has
| i by the SEBI
Public Sector Private Secto or has contributed or contributes at least 40% of the net worth of the asset
| ssociated with mutual fund/trust should not have bee guilty of fraud or convicted
Fls Sponsored uTl nce involving moral turpitude or economic offence.
Investors

Westors— one is insurance institutions and the ﬂwﬁ.
vas nationalised in 1971 and a government Emﬂpﬁn
dia (GIC) was formed by the Central Gﬂﬂﬂmﬁth

surers who were operating in the counsy L

namely, (i) National Insurance Cnmﬁ%’um o

2 Company Ltd, (Iv) United Ind2 ;auﬂ:ﬂ;ﬂm d

e the task of mlonﬂ-ﬁﬂ“ securt®

g labl#®
0l over the a55¢% Ty









. of business in securities can be op|
ot . Fﬂ may sell the securities held bl,; it t

eVEH ies by the company. © the company in case of a buy-back
ccount having an aggregate of securities yhi
its # ce sheet date should settle its mns&:ﬁhmham worth 210 Crore or more

| | Jast € ons only through dematerialised

nt of certificate © ration is in the interest of development of S€CUfitieg e 1i0s should be registered:
Grant or Renewal of Registration " Marlgy Ve of the Fil if he is making the investments on his own behalf: and

nditions for © il  certificate of registration, subject o the followir , on account of his sub-account or in the name of the s
SE grar 3 T ub-
L visions of SEBI's Flls regulations, on behalf of the sub-account whose name has been dm‘:s;g;k&;aﬁlh;

i :fi=' g if:
or particulars submitted to it are found to be false of Misleadp
il mmﬂm information previously furnished. which has : b
s i earig

4 condifig,.

.on of Registration
"¢ eqistration may be made if the FIl:
.dule“t fransactions in securities;
oy nformation related to its transactions in securities as required by the SEBI

domest custodian and before making any investment in [ng;,
th him providing for custodial services in respect of securities.
ato an agreement with a designated bank before making any ; .
sose of operating a special non-resident rupee or foreign CUT;AE:E;ETE
permi MW before making any investments in India on behajf r;:;
stration o ‘such sub-account under SEBI Flls regulations, ;
at the application is complete in all respects, all particulars have bee
mﬂ’ﬂﬁi, the certificate would be granted within 3 months after
mished. The registration fee is US $10,000 payable within 15 days from
the SEBI. The registration is valid for 5 years.
iry and secondary markets including shares, debentures and warrants of
sted o1 1o be listed on a recognised stock exchange in India.
w domestic mutual funds including UTI whether listed or not
s uity and
f the Fll

» €nter |y

Jlse information; and
 cooperate in any enquiry conducted by the SEBI.

jon of Registration

5 | o deliberate manipulation of the prices or price rigging or comering activities

cially affecting the securities market or investors interest;

raud or criminal offence involving moral turpitude;

get the eligibility criteria as laid down in SEBI regulations;

provisions of SEBI's Insider Trading Regulation, 1992 or SEBI Prohibition of

d Unfair Trade Practices relating to Securities Market Regulation, 1995; and

ilty of repeated defaults in respect of failure to comply with any condition subject to which
2 was granted or contravenes with the provisions of SEBI Act

hdian is one who has gone out of I

own account or on account of its sub-accounts in €q
: nar 70% of the aggregate of all the investments O
- ndia for business, profit, service, employment,



_tires are sold in a recognised stock market through a member and

o |

A
e =

d at the ruling pri
Wjd a Ing price as determined on the floor of the exchange

sould WMIH'I.‘ but not ordinary ves| d:‘:::ﬁ. If i Eu
i fy

o e |
- ET 1

' ay, in such cases, allow the remittance of net sale proceeds provided:
'ﬂ 12y showing the sale price is produced: |

ed to show that the original i

nce is produc original investment was permitted

specf cally by the RBI or was covered under the general permil:iun gtant?d
e out of funds remitted from abroad in foreign exchange or out of

. “NR account of the non-resident investor; and

I'.-"
rrilal

¢ Account: The ordinary non-resident account ma, 1,
wed from abroad through banking channels. Withdyauai. PeMed |
v for the Jocal disbursements, for investmen; y, 2ls frop, th:

« certificates and for payment towards Jng - o MMey

38 Sl Ian tay : .
on insurance policies. Withdrawals for all other purposes "aes gy certificate from income-tax authorities or undertaking or certificate regarding
o he RBI. Interest income from the accounts is not exempeg g ' Mo L
' inder this type of account are non-repatriable. in i
s W Omg j s and designated branch may also permit repatriation of sale proceeds and

~unt to the extent of the original cost of investment immediately on realisation
" here the amount of capital gains tax is not immediately determinable. The
: Pl’ﬂ-':-ﬂed representing capital gain should be kept by them in a separate NRO
orina suspense account. This amount may be allowed to be credited to the

;pf - <eller or to remit it abroad on the production of necessary tax collection

.t Externz Account: The non-resident external account cap be
# in rupees, pound sterling, or dollars by fransferring funds from the E{JEEEHEd by
balance held in the account together with the interest may be purely | Iy of hi
Jthdrawals are also allowed to be made freely for local disbumemenfpa’rnmed

- ment securities. national plans/saving certificates and units of {1 E;.

e s can be credited to the non-resident external account |

on-resident external accounts may also be made by companies, partnership
1 other corporate bodies owned to the extent of at least 60% by nr:m-residen?:z}

ell ag

- The

res/BQ ndsmahenturesﬂmmnvable Property

¢t djian origin (Foreign Citizens) have been allowed to transfer their shares/debentures/

company to P10 and residents in India or to a charitable frust by way of gift if:

with the permission ot RBI;

between relatives; and

v any applicable law are duly complied within case of transfer to a charitable trust.
\nsfer of immovable property is allowed subject to the condition that the provisions

1o laws are duly complied with, such as, Foreign Confribution (Requlation) Act's

ed with and the gift tax liability, if any, is discharged.

vernment Securities, Units, efc.
f Indian ongin are permitted fo invest in government securities, national plang/
units of the UTI by remittances from abroad or out of funds in non-resident

=

@ interest o M on securities or units may be freely repatriated or credited

= ;
on of Memorandurr and Articles of Association
d the general permission to subscribe to Memorandum and Articles of
> sefting up of new projects or companies by NRIs in India. NRls
to take up shares of Indian companies for their incorporations.
rission to issue the shares to NRls up to the maximun face
ould not be engaged in any activity related to agriculture and
o file a de claration of such issue within 90 days from the date ol
‘has kept the authority to decide the repatriatibility of such investment
itures through Stock Exchange

ent in Sick Industrial Units
' are allowed to undertake revival of sick industrial units _b'g maklng bulk
er cent of the equity capital of any sick unit either by purchasing equity Ehﬂ:ﬁe
lers or in the form of subscription of new ¢quity issues of sick mmﬂ n:iﬁ :
ent. Repatriation of capital brought into India for the revival of the sick ur :ei
m period of 5 years after taking into account the future
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i in industrial manufactyr; W ney, ., nf
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> with prospectus up to 40 per cent of the ne,, & f‘“fl\uam rﬂm e
. n rights, provide ‘that such investment is made byp tal, iS5 ;;smg
" ,_"';-‘-_'-.l.-_.-. -‘@ - 1A Temi“ame h_“.le
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_ convertible debentures,
£ cailing of 10 per cent of the total paid-yy equie, -

o er cent of the total paid-up value of Eﬁﬂhpgg,?:;tifcaw nfi the company
by el eligible NRIs. “onvertible debentures
| __ﬁp?pﬁcahle to all NRIs taken together with repatriable and NoN- repatritable

e - e o seisie
rect Investme! er 30 per cent Scheme BB vad or through NREFCNR amm:t asis should be made effher by

to acquire up to 30 per cent inste

ad of 10
body resolution. This is subject to the condition that the fofa fmn];?na%

epatriation and non-repatriation basis are within an overall celling of

the total paid-up capital of the company concerned:

¢ the total paid-up value of each series of the convertible debenures issued by
mitted in general to banks in India to purchase shares/debentures on behalf of
ck exchanges.
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e d to inves up to 30 per cent in equity shares/cop,
ew private and public limited Indian companies eng:

ermited Mible de
. | finance, hire purchase, leasing, trading or o,

ged O prg nt‘l_]ma
€r Servipg, ]:5”'9

vestments in New Issues of Shares/Debentures of Indiap, o
e a-_--- nermissior hﬂﬁwEﬁ to take up or E-lest'['it]
i A : A et
ypany ﬂﬂ-ﬂpﬂﬂm bams.iSsmilm-ly. Inf:lian compa nip; ;;E;:mgsm
avertible debentures by way of new rights’bonus issues to NR[E*OCE.S TMitted
investment may be up to 100 per cent of the issued capita] ON non.

VeESHIK f
srmission is subject to the following conditions: Ot the compap,
jany is not engaged in agricultural/plantation activities and/oy real estyy,
II Ares eDenilres ﬁlﬂllki tﬂ IEﬂEiUEd frﬂ'm thE NRIS.-"DCBE b ' I::- dmntures = alEUhE{:arﬁEd Du{byanﬂﬂ‘mHtMEhemm
ad through normal banking channels or by transfer of fur di":‘”ﬂ{d | n of the capital invested and income earned thereon. Overall ceiling of 10
CNRINRO account maintained with an authorised bank or an aiihueidmﬂé t as the case may be, applies in P’;he case g m[:nxrdmse of equity shambe mﬁ
LINRINRU ac o _on non-repatriation basis also. Payment investment can
rom abroad or from the investors’ /FCNR/NRO account. The banks are also
‘the RBI to act as an authorised dealer for purchase/sale of shares/debentures
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nor any income arising therefrom whether by way of capil
herwise is eligible for repatriation out of India.
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s investi g in Indian companies on non-repatriable hﬁls can repafriate their
iment of tax). The principal investment and gains realised on disinvesiment
e to the non-repatriable.

1 Transfer of Shares/Debentures

| .- t Rupee Account with an authorised bank in India
M 2 wm mﬁﬁe debentures should file a declarat'tfm
ceipt of the investment on the prescribed form together it
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e Minist of Finance defines 3 mer.
O isiness of issue management either by s » any person whe
F ubscrib g to securities as Manager, consulta :

 service in relation o such issue managemepy» =" OF Tendering

" hanking can be fraced to ltaly in late meg;

:*.. ?:nthe UK, merchant banks came intg E:;E::le :ﬁﬁﬁ and France duri
hers was the ﬂlde_st merchant bank in Londan WhichE late 18th and carly
v century. In India, merchant banking 2ctivity was Eﬂ"”a” very prominen
. when Grindlays Bank received the license from rmally initiated into

_.nt banking division in 1972 based on the mcﬂmﬁn?l;?l:fﬁ?' State Bank
o of the commercial banks followed the SB|. They waia g:nfriﬂaﬂanﬁngf
ank o

: in 1977, Bank of Barod
‘Syndicate Bank in 197 . roda, Standard Ch
and United Bank of India, United Commercial Bank Pu“:hﬁmkﬁ and
i Rank in late 1970s and early 1980s, Development b s ke E!E

ks are known as “accepting and issuing houses” in the Fnq L paka™ 1973, followed by IFCl in 1986 and IDBI in 1991.
\meric: y. Merchant banks in other countries undertake a larggeand ond S S BEEE "
of ﬁﬂiﬁm market as well as in Cﬂ[;itﬂl market and up dﬁm]?jjer __han Bank"}g
slio management for instifutions, trusts, charities, etc. They ajs © Ciregi g OF & B :
2 existing companies, underwriting for new and old ::::amlﬁenn.E:::II njaiﬂ e of merch@ tbanking is as follows:
: Wmshmﬂd be managed by merchant bankers funﬂﬁanié,g i l] M i based activity.
t the rights issue not exceeding ¥ 50 lakh. A ervicing of any financial need of the client.
A od skill base to provide for the requirements of a client.

hant banking activities require sophistication.
B e quality of manpower as one of the criteria for renewal of merchant banking

t bankers can provide the entire gamut of services or develop niche business.
n turn to any of the activities mentioned in functions of merchant banking,

e e veos such as capital, foreign tie-ups for overseas activities and skills.

wole, “The merchant banks are different from securities dealers, rage

al mainly in new issues, while the latter deal mainly in existing securitis

>d more in broking than in banking business. They arrange funds .

al deals for their clients for a fee as ‘arrangers,” ‘brokers’ or intermediaries'

ording to V.A. Avadhani, “Merchant banks are issue houses rendering such servicg

o industrial s#s or corporate units as floatation of new ventures and new compan

and execution of new projects, consultancy and advice in technica v ant Banking
organisational fields. A number of other functions stich 2 .

" ~_ rﬂmf takeovers, acquisitions, etc., are also undertake _fj_ﬁ.f erchant banking or the role played by the merchant banking are as follows:
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issue can be public

an of the merchant banking is the issue management. e involves the

tus, offer of sale or private placements, otc. The issue management
2ct of issue through prospectus:
l for the issue from the SEBL.

chant banking which is synonymous with “"am
ue management in academic and popular paria
> entire range of financial services. The S0
sutfit, however, are subject to their inclination and resou”

--.:.. Es ‘._.-_.._-I}j_. 1-._— LT } : bankers as Epﬂﬂﬁﬂﬁ t}f 'l:.ap't

h as, determining the ©

on forms, compliance V!
are application and transf
'.‘!:E 3 plamng Df I55H ; 5‘




| able from merchant banks and funging o Merchant Boriing
yai d his technical consultant ang gt 1hmhum. For this, they work i
O] assistanc in legal documentation fior the ﬁ“m fnancial repont i

e B “’?ﬂl n'm‘,- mfﬁ

h th [juhﬂ"

ool s
. :r-' 4 --'- y ._ v and investors ﬂruugh the m:“'ﬁrn_ by
je to make the issue more attractive, ad

cial plan to meet Ihel funds Tequirements
5o :Wﬂunﬁ and monitoring their pr

“."L.:. . : l@l fu‘[ﬂ'lﬂll“ﬂ listed hl'y the hﬁnlﬁ o ﬁ.l'l.ﬂ'n[-a] =
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 offer must give all material particulars relating tq 11, Sting g

F?-l"-‘-' A e } e com, . fl
i mia ﬁ—_m'ﬂﬁ'mhﬁpﬁrand if FLITthEEl This iy
ed by the merchant bankers. Flssuey o

-jal | jon directly subscribes to the equity/preference o ' Lars IS0 3
pany it s called as peivate placement of securities. The compg.| " d B eisting companies, the merchant bankers make available the i
e : Compan “her gl of debentu rids from non-
‘body of persons like merchant banks in place of financial lnsti&ifr?sah”%r i far e s through the issue of debentures, etc. Central

Y ;._-.. L m the feasibility explorations in selected areag

e stuc s for foreign companies wishing to participate In join venbe
age which covers the advice on the nature of participation sl %25 in Iy
nt study or project counselling broadly covers the study of lhe%

of in ¢ rking capital requirements.

L g the application for credit facilities to be submitted with the financial
neao 1A TIONS fOT !ﬁfbl:ﬁ'ﬂn of EPPW'FH'LHE credit facilities.

f' 10 m documents and follow up for loan disbursements.

Ip In issuing debentures for meeting long-term working capital requirements.

ncy Finance
dural aspects of project implementation. je activity is not limited up to the boundaries of ﬁ“m :ahuhm|
of financ 3 and deciding the capital structure. due to globalisation. WTO h“hﬂni_"lp““"'” pbipesiss :
e e ot g Zﬁwdmmmujmmuﬂwmdm
et credlits from different countries. To start the joint ventures in abroad, the businessman
vid ,,a f fo corporate enterprises free of charge in order to impr syand by providing assistance in financial structuring of the projects
erprises. They also provide the service to build good image of themse! - tion and Integration
1s¢ the market value . following argitl | :
e value of its equity shares. In the ng b b ind Hw.‘mm

ernment’s economic and licensing policies
wth, present demand, future demand !

or discontir

ing need of change In their captal <™

_*"Tiw e m"hm its financial, economic and market feasiys
n of the cost of the ject
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al structure for sick units which i) '*ﬂllm,‘“%
st and sources of bringing fresh capital into buheh’ e
rs also provide the services to tackle the probier, |
ional fields. A study by the Reserve Bank shc:wel;: ti:att"f‘:hﬁlw, fi
technical planning, inefficient or indifferent manaq., > ficien

gemaent , 0 g

: ste mm responsible for dElﬂ_ﬂ_.,.l in implemen.., iy ga@t VBT
Fmﬂ the services and rectifying the defects. Bllon of D A ~ha Banking

| 0y s are played by merchant banking;

4 liaison obtaining consent of the Central and State Governmen fo e peciach
f economic, technical and financial feasibiling reports:
_for issues of securities;
n, pre-investment surveys and market shudies
-_mgfmﬂlm exchange resources,
ial management and in designing proper capital structure:
yestructuring, i.e, amalgamation, mergers, acquisition and takeovers, etc.
aid and entrepreneurial aid;
t of technical and managerial personnel
help on setting up projects in foreign countries and locating fomign markets, e

k .:” 2t between the user of the Bsset and
" ke mtmtpur:hasing &mmmaﬂmmew{mﬁhﬁumwkﬁh
ng terms of amount and tim basi
is given back to the owner of the g R
lease. Merc.hantbnnhmmlmﬂﬁﬂmw ‘W“hﬂhm

Siness rrmhﬂ

v ' ant bank relates to underwriting of new issues ang ralising of
'he SEBI had initially made underwriting compuisory foy 4 mug‘;i:; -
ional ereg

s provide service to the institutional investors also. They adyise them

: , security should they invest and how much to invest Th akg Tegend

SRSy = _ L e 850 advise g,

SImEnt ﬂﬂlm various factors into account, like objectives of tNe imvestmed

7g refurn, tax bracket applicable to the investor, capital appreciation, g 7.

‘H“ ities on behalf of their clients. Merchant bankers are servicing to domess.

ts. So the services provided differs in nature for these dlients.
pur chase of securities.

me s of Merchant Banking Regulations
2 t of tn Mpﬂﬁﬂm funds and provident fund investments and the

& .-:.-'-Ili:"Ll ; n{ in_&]_ﬂ N ¥
e the issuer a market for rﬂﬂnﬂwmﬂﬂ
ssue a market for ralstngraw.ircﬂﬂzﬂl:"'
2 i the interests invesioes.
. dnwnuf:uﬂchﬂﬂd Muﬂmhh
prof . B Rdenes

: ﬁm investments in some profitable avenues

a primary market which is falr
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g, subsidiary, interconnecizqd OF grou H"“’lﬂlﬁg
ﬁ.m been granted registration p,, 5m1mnlmm

advisers, portfo);, Manag,
1§ | 'E"'II:,'

jers who can act as underwriters, advisers and consulgay,

ly as advisers or consultants to an iSsue.
'_ e Mhlﬂulﬂﬂmw to an fssye. SER|
merchant m category | on September 5, 1997, T}, hey Lher:h'::'i‘t-hl.‘d §

MHHI. They :«:m also given an option to upgrad, ﬂ,mﬂr:l“:”“ : .f jer has to pay the following fees:

 of Merchant Bankers
: m merchant bankers are compulsorily to be registerad .
m conditions for their initial and renewal of F‘EQI.E'.‘I.’EIJI;.:': 2
S 2d minimum capital adequacy norms in terms of it Nt i
__ 5|i| & IIIHHH bea body corporate other than a non-banking finanes

cessar , "W — e tssue, including Intended retention AmountRate of fees
m&mmmﬂmﬂsﬁmﬂﬁ =7 of oversubscriptior

hﬂ!mmmpﬂenth:m:ﬂum merchant banking activiti oan o equal 10 one crore rupees. A flat charge of ten thousand rapess (¥ 10,000+
y or indirectly with the applicant. i.e., an assnmateshbsm.ar, inees. but less than or equal to | 0.1 per cent of the issus sie.

Five crore rupees (% 5,00,00,000/+) plus D025 per

m ﬂlﬂl.lkl not be involved in any litigation connected = house :.- crore rupees, but less than or
3 il y five thousand crore rupees. cent of the portion of the issue size in auwess of fiwe
- s thousand crore rupees [T 5,000,00,00,000-1
tion in finance, law or business management y five thousand crore rupees. A flat charge of fen crore rupees |¥ 10,00,00.000"}
intended retention AmountRate of fees

required at the time of fE9S

! pees. (0 25,00.000-),

s i
have not at 2 ge o wery e o 7O
{uﬂnwbmnfﬂ”"dg“wd p
e e dte o
o =7 fee of € ks ar ey B 0




\ ll sttion m in differen - the end of each BCCOUNting perind furnish copies of the af

orth (paid-up capital and free on i, inting years card. It meang documents
S aid-up Teserygs) T'h:ei. , o ecounts and other records and dmmnmwar:ﬂmmhnhmm

.

" T 5 crore
T 0.5 crore
T 0.2 crore
NIL

_| gr shall furnish half-yearly unaudited financiy
: .:.: h a view to monitor the capital adequacy of the

- Taken on Auditor’s Report

S Lnker shall take steps 1o rectify the
e the date of the auditor’s repert,
__+ of Lead Merchant Bankers

Tl
11 he managed by at least one merchant banker functioning as the lead
 intment of a lead merchant banker shall not be essential in a rights mﬁ
s with or without the right of renunciation, provided that the amount of issue of the
does not exceed T 50 lakh.
nsibility of Lead Managers
naner shall agree to manage or be associated with any issue unless his responsibilities
inly those of disclosures, allotment and refund ane clearly defined. allocated and
3 =ment specifying such responsihilities is furnished to the board at least 1 month
nina of the issue for subscription. Where there are more than 1 lead merchant bankers
g sihilities of each such lead merchant banker shall dearly be demarcated and a
uch responsibilities shall be furnished to the board at least 1 month before the

results in the
merchant banker bosed whet

deficiencies ﬂﬂﬂtﬂlﬂhﬂhﬂalﬂh’:m

anagers o an issue may be as follows:
Maximum Number of Lead Managers

Two
AR T-.h'I'EE
3o " r!“ m Five
\ ; More than five with SEBI approval

ant general obligations and responsibilities of the merchant

§ want Banker Not to Associate with a Merchant Banker Without

ot banker shall not be associated with any issue of
Is ated with the issue.

S R R

to Associat s Other than that of the
RS Sh any Busines o

d

: ‘a public financial institution, who has been 7217
- 5 5 . -'m on any business ather than that 1N 'h'el
30 prior 1o the date of notification of the SEBI Me<'/
sns under such contract et e any of s ; or ser or
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[ e lssue, draft prospactus or latier o offe e
qture Intended to be circulated 1o the i e
R mmmﬂﬁu&mmmuﬁw 'ng the shareholders: snd

o + - odifications and suggestions made by garding aboye documensy
i '-.-: SEE i |
A AL

JOSRES Siose isxiies e Fies managed or has e . with the Issue
ol ot i i .
anager ul'dlﬁnﬁltu. consultant or adviser 1o

1 2380 cia1ay
J'I'IEnt!; and ""-"ﬁli

~ LHUE“#IEHH

ies/Oblig '.'. of Lead Managers/Merchant Bankers
¢ a merchant banker has the following mnnﬂbﬂlﬂea-'nbljgaﬁqns towacd
5 the

L ehould not acquire securities of any com
tian obtained in the course of discharge of hl:ﬁ ny!;ﬂn_ﬂ"‘ THI! niwhd

as Lead Manager

. chould also refuse to accept the responsibility as lead
manager issuing
e. They should also not associate themselves with a merchant ban'll-ﬂ:ﬁnduﬁ
.I.i-! m’ﬁﬁtﬂl‘é‘

€£s.
d enter inlo a contract with the issuing company |
ho ¥ In which :
mutu mlﬁﬁm and obligations relating to such issyes i o v
s, allotment and refund in particular, e
copy of the above contract at least 1 month before the
FEOPSHCE the aoove opening of
Mliununt lead manager, they should amultanmuﬂyﬁhmﬁ

i banker has to abide by the code of conduct as given below:

dard of Integrity and Fairness
nker should maintain high standard of Integrity and faimess with the cents and
ers in the regular conduct of his business.

ng Due Diligence
- high standards of service, exercise due diligence, ensure proper care and
anduct of his business,

=

.lggmt_l minimum underwriting obligation of 5 per cent of the
hent ‘! hkh whichever is less. He has to make arrangements for
by @ merchant banker associated with that issue under intimation lo

o
o
.1' "
4T 11
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Eanﬂct of Interest and Duties
s the possible sources of conflict of dutiés and
nt and providing the services.

ertificate

¢ diligence certificate to the SEBI about verifiaton
| respect of an issue and reasonableness of the Vet
for subscription. He should certify in that documert
malerials and papers relevant o an IS¢ il 10f make any exaggerated oral or wiitleh SEEEC gy

n fully complied with; and il ity to i his
2 the investing public to make a wel ind
il o - ek ot ;_-_ went or hecome ];ﬁ'ly to




s from investors ﬂ'fhnr H-h
_ rh ﬂbﬁ'ingnnhhammmﬁawm% O 8ny other person
= g,,. interest of securities business ant banker, and
.'.__'::- b Il‘rum“ E-m
ﬂll following obligations with regard in
aation called for. WEHipeon
= 2 access 10 the premises;
for examination of booksire .
= _f | nnmrlmd Wdﬂmmmmm and
sce to the inspecting authority in connection with e Inspection

"ﬁﬂﬂ' by its own authority or it can appoint qualified mudite
HW into me@hn[mmmmmﬂ:ﬁm]

" h_& "i |' ent of securities and refund of application Mane

o inenactiol repnﬂanduftergwlnghtmanﬂppnrmmtymmh,m
: hnmdmnthunkenu take such measures as it deems it in the intencet of the

jes market.

mm“ﬂﬂ‘
ial Information

ress or any other party any confidential information about his djes
__-hhimmnfhishmmesa and

_' :lmtﬂnmm without making disclosure to the SEBI as per the
3 'l:f Directors of the client company.

m be penalised by the SEBI with suspension or cancellation of registration
# the conditions laid down while granting the certificate of registration: or

- h wﬂfﬁ n[ the SEBI Art, rulies or !'-Egulﬁﬂﬂm
ension of registration may be imposed where a merchant
of the SEBI Act, rules or requiations;

vethical or Unfair Action
t generally and particularly be part to:

hanker:

on b l:whn'.s. members of stock exchanges and other
e any other action which is unethical or unfair 1o



\_\_ate and fair disclosure to _

RS other issue lterature, T CIecive informasion abous
$ P o allotment of securities.

= ile the investor grievances promptly

nalised with hmmﬂaﬁm of registration, where.
erate manipulation or price figging or cornering
erest of the securities market or the investors’ inmigif‘”lnes Whig
 the merchant banker deteriorates to such an ey

. | all t
se as merchant banker is not in the interest of nt that Segy o

s guilty HM or is convicted of a criminal offence. o : o categorised under major defaults and attract three penalty points:
foults ding to suspension of registration provided that i, SEB{ fy.. ot ™ 1o not take up mandatory underwriting,

f ol " 1uad managers is in excess than permissible.

ases carTy on any activity s a merchant banker on and fro, e merchant bankers are in association in an issue.

B
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e
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A !

categorised under serious defaults and attract four penalty paints:
e unethically and/or violates the code of conduct.
__orate with SEBlin furnishing desired information, documents and evidence

I..:.::

nlar reaches on cumulative § points, he attracts action from SEBI in terms of
* isian of authorisation. To enable a merchant banker to take comective acton,
: .. Jints awarded in a single issue nﬁnﬂﬂﬂﬂhyammﬂmmhanhﬁm:ﬂrﬂﬂd

e _ _._ d Penalty Points R -. are
wgf;mﬂiﬂnnﬂunﬂglshmiun and contrayen ank
of whict w is suspended/cancelled. The defauits are cla_-s;

=

fivities ﬂw under general defaults and atiract one penal point
muﬁﬁpmmmlﬁw of offer from the lead manager bef

i I. Ht" s '. 3 w_

receive the interse allocation of responsibiliies of lead managers

sceive the due diligence certificate in the prescribed mannét

s are provided, the following deficiencis vl aftract negative o

sk factors in highlights

f listing in highlights.

. 1o prospectus, if stated in highlights. ing greater fhan ot
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Financial Market LEErrE

Self-Regulatory Organisations (SRO)

tuted a committee under the chairmanship of Mr. 4,
The SEBI had Cﬂ“ﬁﬂ self-requlatory organisation for merchant bankers 5{3,.5;:,{ 3‘1;‘:‘;%
MHMUE!W“ g U

les that the committee has used in recommending a framework for the SR, are meng Ny,

(i) Membership to be restricted to persons involved in merf.jhant banking ACtvitiey on
(i) The SRO owes its existence to the regulatory authority, i.e., SEBI.

(iii) No change in the basic constitution or bye-laws of the SRO can be made Witheyy

of the SEBI.
(iv) The SRO would have disciplinary powers vis-a-vis its members

— Framework to decide membership.
— Power to suspend membership through a transparent mechanism.

Given that self-regulation seeks to substitute the Government with the private sector 1.
1o set out the purpose of regulation and the basic ingredients of any regulatory systery,

Objectives

In keeping with international trends, it is believed that the public policy objectives of any -
system are generally the following:

1. Efficiency

2. Effectiveness

3. Openness and Transparency

4. Fairness and Objectivity

5. Accountability and Responsibility

6. Development of the Underline Market
7. Speedy and Effective Response to Changes in the Market Environment and Practicss

Structure of SRO
These objectives are achieved through a structure that has the following ingredient:
1. Ability to determine the rules that will quide behaviour of its members.
2. Oversight to ensure compliance with the rules.
3. Taking action through enforcement mechanisms or settlement of disputes. |
4. Adjudication mechanism in the context of non-compliance or settiement of dispute®
5. Continuous evaluation and assessment of the regulatory system.

6. Consultative mechanism and a discussion forum to promote best practices
market changes to aid the overall development of the capital markets.

Type of Self-Regulatory Model

the

ould
RO ﬂm

_ The committee discussed the various types of self-regulatory models that the 5 #
T’mi--_ o cluded voluntary, statutory, member defined, supervised and self-manage
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dit Rating

|-

«ating is a grading service to investors which helps them in reducing their risk. It provides a
age-view On the credit qua!ity or the instrument quality of a particular credit instrument issued
pesiness house. It is a technique in which relative ranking is provided to different instruments of

w on the basis of systematic analysis of the strengths and weaknesses of them. This credit
is done on the basis of analysis of financial statements, project analysis, creditworthiness

and future prospects of the concerned project/company.

Credit rating is not a recommendation to purchase or sell or hold security. Credit rating is
ﬂm-.ﬁmd to debt instruments, but rating is also made for equity shares also. Credit rating may

Afierent for different instruments of the same organisation. The credit rating reflects the issuer’'s
| weaknesses, soundness of project, quality management and composite performance,
$mugh the whole organisation is not graded. Credit rating is done on the information provided by

e ssuer and the data collected by the agency itself.

red as a science as well as an art. It may be considered as a science
o statistics with given formulas and as an art

Credit rating may be conside
Seuse it involves a systematic approach to analyse th
Seause there are too many variables which are to be judged.

Credit ratings have spread even outside the territory of the home country market to foreign

“"h capital flows have become increasingly global. Credit ratings are used as a tool in the
Wencial markets of most developed economies and several emerging market economies as well.

%ome authors have defined credit rating as follows:

. According to P. N, Varshney and D. K. Mittal, “Credit rating is a relative ranking arrived
2 by a systematic analysis of the strenghts and weaknesses of a company and debt instrument
Ssued by the company, based on financial statements, project analysis, creditworthiness

2 ﬁh:'d future prospects of the project and the company appraised at a point of time.”
?’ has quoted some definitions of credit rating as follows:
_ wmbdﬂmﬁ exclusively for the purpose of grading bonds according to their



Credit Fating

40 . k ' ﬁ the requirements of the later and
qunicipal debt rating is a current assessment of the BES  owing are the common types of cred?:- SSCUtity 10 be rated. Therefors,

" #mh make mely repayment of interesg angd : .

will fulfil his obligations towards the creditors.” hood

.J__, :_ ;,ﬂ'ﬁ ﬂ @ issuer of a debt instrumeny 1, | : , ting held on December 30, 2005 had in priniple, approved intudecion

7 ohligation 0t : pﬂbﬁ": issues by unlisted companies (viz. IPOs) by credit rating agencies

o e nee of Credit Rating ; % It was also mentioned that IPO grading would not be mandatory, It would be
e o of credit rating is as follows:

o f the issuer company.
fing becomes significant when many default prone companies are entering the ¢, r B lons

nﬂdﬂ‘u.'qnhjnm "

ton b wj

share in the business of credit rafing agencies. equity rating and

—anu making an IPO of equity shares or any other security which may be

or exchanged with equity shares at a later date may opt to cbtain grading for

from one or more credit rating agencies.

uer opts to obtain IPO grading under clause 5.68 1, it shall disclose all grades so
it including unaccepted grades, in the prospectus and abridged prospectus

jatings are very useful to investors especially when the regulatory authority take |
" resnonsibility for those who raise funds and investors are left to defend themselves,
(i} '::_"‘;s'*"; h ng agencies play a vital role in evaluating sovereign ratings.

e ter credence to financial and other representations.

' g5 greater information disclosures, better accounting standards and improved
"_{ﬁ” ation, which ultimately helps in investor protection.

ns merchant hankers, brokers, regulatory authorities, etc., in discharging their function

{ the Offer Document

¥ '-.- 3 : | dal
dieating whether PO grading has been opied for lf yes, disclosure qraces
- '_.:gmdes and mhﬁnmof&uewnmﬂ:ummdaﬂhdm

shall be
B o s o s
‘other representations. fall the grades so obtained, including o funished by the credit rating
25 an in stitutiona mm.;?;mirg dhelr i - Rl e otion of the g-ading's S0 obtained.
ties, etc.. in
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» Environment

4 i (eI of the structure and regulatory f;

sec " lation. efficiency of operations n? m:"m“mhﬂihﬂ:mm.
etc. ulatory authorities and the

Prabihy, ‘ L i
o B Capital structure, leverage, short-term and long-ter

. B ows of the company are also analysed by the credit rating mwmm
. assets quality, credit risk management, receivables to s
ot dits and risk to individual customer, ste . are mmmmmi

h'w‘m i hﬂmcmdil EI'H:I_I“&I
My

country as to its ﬂﬂhﬂmhhm

financial statements, discussions wih Buditors, e,

- : .. hhm The types of analysis l.ll‘ldlz‘n;ﬂ.,:_
T

I . Credit rating agency Hhﬂﬂhahﬁesﬁﬂnuﬁwwmﬁ sal
sany, For this, the rating agency anayses the past profit record, spread

dertaken to analyse risks involved In the operations of the menuﬂﬂﬂﬂthE“G““f““'}ﬁbaﬂdﬂﬂitﬂ.umﬂmtummpr:rﬂl

ok m ke ng tisk, operafing efficiency and the legal position, ec

, Risk: It includes competition from others, market factors, demand and

nd governmer #' Gies, @it Upp
' | advantages or disadvantages, market share, sa|

mmw
'_'::f-_i Tax Rates: The effects ot the change in tax rate and interest rate on company's

B e are also considered by the rating agency. The proportion of interest to gross

O oetion of interest payment with cash inflows are also used to examine the

e e : ﬁ.mmtm-g earnings are analysed.

2 g il lency. ;mw advantages, labour cooperation, cost efficiend .

on: The legal position reflected in the offer document, trust deed and rusie - in the credit rating process are as follows:

ocess begins at the request of the company.
stinal s tormed with professionally qualified analysts who
1 ;o i b A "-:I ‘“:h mﬂ muﬂﬁng cm

B industry in wh
v methods of depreciation, income recognition, treatment ¢ roany and i - e
ict meetings with diﬁerﬂnﬂawahalnmwmhw

are well-versed with the working

- Jkes inspections of the operations first hand.
_etc., are examined by the credit rating agency. ”

rojection of future earnings, proportion of interest to gross pro

sbility ratios, EPS, etc., are analysed to check the truthfulness of the gi ch has collected company's informaton -

consults with a back-up team wh
llity: Financial flexibility of the firm in terms of capital financind plans B B el it ritioq consisting of sericr
gh al : ethods, flexibility in planning methods is examine

sh flow as reflected in working capital managem=s



| Fresh Inputs Clarifications

1.

Request for Review

e primitive The analysis is based on i C. et Rating
e does not take audit of that information, ¢ nation provided by the ismer
',ﬁmnnﬁnnpmuided. wmthﬁhhm Quertly the rating proces

= i i

& ocies do nol give ratings 1o equity as eqy;

29 ty shareholders are supposed
.

.' ﬁmthm‘!-ni opinion and not a recommendag

a2 il on Mﬂ' EXpeT lise and hﬂnﬂtﬂ ol :

B also serve 1© misguide the investors. credit rating agencies. Therefore,
| | Tlmﬂdm“&mnhiquﬂmd
" ricRENS absence of its vested inlerest in mhmm:W'W

e

< staff, €1C:
. radit Rating Agencies
__ arant of Certificate
. oging tO commence any activity as a credit rating agency on or after the date
o ,nfﬁ-,esemgq.ulaﬁnns shall make an application to the board for the grant of
son for the purpose.
ho Was, immediately before the said date, camying on any activity as a credit

_ghall make an application 1o the board for the grant of a certificate within &
e months from such date.

-

B for the grant of a certificate under sub-regulation (1) or {2) shall be made to
\in Form A of the first <chedule and shall be accompanied by a
e =Fsapa:iﬁed iﬂpﬂﬂﬁﬂiﬂ"lﬂ Eecmdadwdtﬂembemﬁmﬂwmﬁspeﬁaﬂ

Ll

: i for the grant of
srred to sub-regulation (2] ud'ﬂiaﬂstﬂmdtﬂanamkﬁﬂm i
h‘!pﬂﬁodspe:iiied inmatmbrmq,nhﬂmiﬂmmmmrm




£

the grant of a certificate
R .":.'5-.‘ = h uncler H‘“El.l.ln“u“ 3 U
L ered as a company under the Companies Ay g1,

-4

st RIS

. _. of Association, specified rating activity as g,
WI UNe g

iy 18 isfied that the applicant is
G r-r.h- -*i lﬁbh ll]' ﬁ"lﬂ arant of & m af

on DEE " certificate in Form B.
B8 acate of registration shall be subject to the
Ev8 of the gecond schedule in the manner prm?gnm; registration fee
__uncate and Validity Period
oy ot Y o under Regulation 8 shall be subjected to following condi
a thons, :
! s of the applicant, referred to in Regulation 4 have profession cred! -ﬂ_ : mdmthﬂ guidelines, directives, circular and instructions issued by the Board
Ll the subject of credit rating.

Mﬂmmm.ﬁﬂﬂitmungaqﬂm _
; ) 'ﬂﬂilrﬂ!“ﬂmnﬂﬂadﬂanmmeﬂm:"“
‘“;1 : “Mfl’mi‘hm’twﬂﬁ to the SEHI
Infrastructure fo enable it to provide rating services in nccorg,,

: ting

r|l'|"|:l-I L

ST ‘ﬂw_ﬂmﬁnnuﬂaimessand intearity
e Bt of e bosrd gy i s R e i
. nox is promoter, nox oy dimcior of the applicant or its promote information oF particulars furnished to the Board by a credit rafing agency:
any proceeding connected with the securities market, which may have 2 - - und to be false or misleading in any material particular; or
the interests of the investors: ‘dergone change subsequently to its furnishing at the fime of the application
Soyment, persons having adequate professional and other relevar cate
on of the board: b - hall inform the Board it writing
nor any person directly or indirectly connected with the applicant has | b rafing agency :

)
gL

F ﬂdky of certificate of registration shall be three years.
sed By B ¢ Board a certificate under these requlations or i

subyer ed to 2 .m&amrﬂnnufme Act or of any rules or regulatio

ation. For the purpose of this clause, the expression “directly or indirectly conne

y person w o is an associate, subsidiary, inter-connected or group company of

all other respects is a fit and proper person for the grant of

e applicant is in the interest of investors and the securities market

: if it desires renewal of memﬂﬁmﬂgarmdhltdﬂwhnﬁimﬁﬂ
e eatin for the renewal of the certificate of regisation.
hﬁﬂmﬂhrﬁwmﬂtﬁbﬂf‘:ﬂmﬂfﬂﬁpﬂiﬂiﬂ
rificate, specified in Sub-regulation (2} of reguiation.
or renewal made under Sub-regulation (1)
byummualheasspedﬁaimmmﬂmﬂﬂ
ﬁ;i’ﬂﬂbedmltwmﬁnmemmmuhmmwh“
sh certificate under Regulation 3. t

e

a certificate;
.._.. -'_'..:I

14 ' _' m ._ in all respects or does not conform ?
el 50,000

—
26,66,700

axtend the et & 5.66,700
hoal:'ﬂ " e g agenc s referred under |

be given an oppor!™
on. from the bod

applicant shall




n to the Board R

o = for by the Board from a cred; ray

n 18 C8 1 elating to its activities, :hemdhm:ﬁ:::“'hhmd
' I_ﬂﬁmwﬁmwmemmwmn ney shall furnish sch

copies of this balance sheet and profj e :

) oo i agency shall &bice by the code of cong,, |,
L S ey O - .I 'IE

Ty
, etc. Issued by the Board

Boment W shall enter info & writien agreement with each clen & ey shall comply with such guidelines, directives, ciculars and instructions
R ol want shall indude the following provisions m.:ﬁiwu"“ credit rating. i
_—_-‘?"’W of each party hﬂﬁﬂﬂﬂ: :im nf ;uﬁms shall be d, ¥ of Accounts, Records, etc,
2 chamgec Dy _ . shall keep and maintain the following baoks of
e:-em Wnﬂ of the rating by the credit rating agency, ,, o) .. of 5 years, namely: aCcounts, records and
R Mﬂﬂﬂ credit rating agency in order to enable # _ 1 m
i maintain, a true and accurate rating of the clhi:rlfs‘ securities ;-,,;n:hﬂ ; o and loss account;
ovide _ e latte true, adequate and timely information for the purpese : R ¢ entered into with the client;
e _.'-. : .":'-“ m o *ﬂ m the Iﬂﬁﬂg mtgﬂﬂd to the Securities of 7 h f ﬂ-..E dients
reqular methods of dissemination, Irrespective of whether the rating is oy i _.b'!-'ﬂ‘: s >
ar e th each client:

 uarious securities including upgradation and down gradation (if any] of the

firviach

wigned h:ﬁfﬁm securities by any credit rating agency during
- ared by the rating committee;

-i:i::if-ﬂ'ﬂ rating committee:

i = “CETe O uﬁm
§ agree o obitain a rating from at least two different rating agencies for any iss " ing
curities whose size is equal to or exceeds, rupees one hundred crore

. .% sen in respect of the dient's securities by any other credit rating age

qed for rating and such other records as the Board may specily from

oy shall also intimate the place to the Board where such documents an

O ing | G IMHmuiﬁaﬁmtedhy]tmnﬁnumﬁ]y mion
y shall disseminate information regarding newly assigned ratl

r rating promptly through press release and websites and in the case

TR es, such information shall also be ]:H'W]dﬁd simultanedc
aElig "_-1‘,- - .-! i .. : I h d.l ﬂ'I-E I ﬂd’lﬁngﬂ'ﬁ WI'HE"'I"E ﬂ'IE s

+

ened rating, along with the symbol and
. '_-. ’ mtumyrhﬂldurse"n



offer rating services of B
eqUtY iseyes

-.-'_'.- H*#d for the hrhg-'lerm dE"'«-'E'I ok ot S

" 5 = Sy T ' b s Iht" "

s inching fhe declions vegerding changes in g oy QR 5 5 S50 R @ rating ageney,
N Y, e 3 e ablO SEBI
. shall inform the Board about new rating [ — 5tig2 by

N o ?.'_ oy st wﬂwmhﬂﬂ concerned stock .
i ¥ ' g m-ﬁlm while rating a Security
e yency shall rate & security issued by its promoter. In case promote, |

 director or employee shall not be a chairman, director or employeg of

Liy

more Persons as inspecting officers 1 urdertake inspection
records and documents of the r.u::n rafing q:nm frar u:ﬂ
i

e provisions of the Act and these regulations ar -

. laints received from investors, clients or am

market or in the interest of the invesiors,
nnt \ess than 10 days written notice to the credit rating agency befor
= jnvestigation.
< Rating Agency on Inspection or Investigation
credit rating agency whose affairs are being inspected or investigated

-_ employee to produce to the inspecting or A —
ments in s oOr his custody or control and § = Ilmgmmnhmmi e

~ relating to its rating activities as the inspecting affcer may require wiihin
¢ may be specified by the officer.

wey shall:

- officer to have reasonable access to the premises occupied by such credit
: 5

by any other person on its behall:

zecting officer reasonable facility for ﬂaminhgwbnuh,mm

¢ data in the possession of the credit rafing agendy

5 O ' documents or other materials whitl'tlmmh'miﬂ;h:mempn:dh
ot investigatior il'ith&upininnufhzimpechﬂguﬁﬂﬂ case may D2,
rj:*ﬂ'lﬂﬂ.='-t11.:'.m'rtan:n1=.f|'."c::1.'t’tt:|l-.'r'nﬂE'm;a-r.nrl:l-::m..:.u.|:|-;pi|.'.1!'luﬂllfbu:it’m!1-.s;na|:lil=ll!l:l:

:Z::‘_.- :-'. i lnlls L d
k _.__'- r - 2 mnmuﬂmﬂ
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es Issued by Certain Entities, Connected with a Promoter
g not to be Rated

R rale a security issued by an entity, which is:

ser; O

. promoter; of
its promoter, if
Chairman, Directors between credit rating agency and these enti
on Emplovees;
s Chairman. Directors, Employees on the rating committee;

g i compulsory for debt instruments. Credit rating is compulsory for fully paid-uj

[

ert sentusres with maturity or conversion period of 18 months or

| : of roll ouer debentures, After 15th March, 2001, all com;
hrough an issue of more than ¥ 100 crore to the public wi

. i the company must obtain investment grade 1@
the above, the promoter will have to bring in 20% of

e -'-- #s are to be raised. Ratings are also made compt
ntation 'M and animal rearnd firms and also

shares in spite of many “

-r:: . ’ - y .--'\. i I ﬂ'IE mn"[




_——— pankers, etc., in ?h-le dm? o ot C--u.,
B nisws regulary, containing information on e e O

Pritiney

_osor Protection
O miliar with the ratings given by the CRISIL for protecting thes
e gven its. CRISIL publishes the rating in their 'CRIS|_ WE
8 B85 nd the investors should examine these symbols with ?Egmﬂmm P
nbols The investors should keep a watch on revisions, siNcE a rafing given

M ie The Eﬂwlﬁlimnmmmmmﬂmmmwm
or GO ly, if they are borrowing through issue of debentures. Rating s

hert ‘deposits under the Mew Companies Bill, 1993,

i ation used for ratings are as follows:

| 8L A and ‘B’ are used; for preference shares, P is prefixed; for fixed depouts
s, 'F and ‘P’ are prefixed

] M R

i of suspension of the cartificate of reglstration of a credit rating nge,,
2 i SELE Y b b

' , 1 ﬁmmﬂfﬂﬂﬁhmﬂng a‘gﬂnq’_ may [1..-:. :
. Yosa

1 BIENC) .HMHM or has been convicted of an E'H.El'l{,e o
sconomic offence; or bl

5 credit rating to various parties are as follows:

5 :?.- : ‘F%-.i-r ;-.: I\.-.. - h #w Mﬁm‘
' It enables the investors to make a choice whether to invest in risky or non-risky investmen;
i} I encourages the common man to eam good returns by investing in corporate securiies

implications
Highest Safety
High Salety
Adequate Safety
Moderate Safery

Inadequate Safety

can use credit rating as a marketing tool for their securities to be issued

anies with good rating can raise funds at cheaper rates

; rating enables the new companies to enter in the capital market confidenty
> ]'_"_ ne among corporate borrowers.

redit ,. role in investor protection without any burden on 8

e . srmulation of public policy guidelines on institutional investments
h ‘F,. m

g agencies in India. These are as follows:
yrmation Services of India Ltd. (CRISIL)

7. It was set-up in January 1988 join | ral
SRR : CRISIL is the only
the f ﬂwwiﬁ]{!ﬂlﬂ- the sharpness ?

i g
m;ﬁm of opinion pieces L
O ovaeasns, poviding asistance and roinins '

FERERENREI TR RS

iy by the ICICL UTL ¥

e instruments -I'




e %
——aunched Municipal Bond Retings ol
::f': rnanch strength rating for insurance COmpanies \
d _ ERVICE, 2 retainership service for

MNC lndmr. and CRISIL Indian Business

m. Asse '_ CRIS! : Goous |
“I‘I]ﬂt“. -: = -._.- nters i UCE‘TII:E Oreament with smrdm P Tdﬂ“ﬂ-UPFH-_T
E Strong Fundamenitals hunchad a framework for rating debt ob and Poors’, New York -
| Above Average Fundameniaj, w on overseas guarantees called foreig mm e
0ng

Rlﬂt Assessment Model as a user- h'lEnd_'Ih
:";.-.; “hﬁﬂwmcnﬂl .com Software package
4 information product, viz., CRISIL Card 500, CR
~pis]L Eco View and CRISIL GOl benchmarks ISIL Debt Base, CRISIL Bord

& P MMS and S & P platts to market their products in India

JH

: ﬂ uct on ratings of real estate lopers
ey 4 . ﬁﬁmm Counci s In association with National

wets,viz., CRISIL Gilt-X (GOl Index) CRISIL AAA Comoraie Bond

Base
J pubhnulinns ~ CRISIL Alert and CRISIL Insight
-« the business of Information Products and Research Servi
i its brand INFAC. o (e} Pt LD
_is granted certificate of registration under SEBI Regulations, 1999
i alliance with National Economic Research Association
hed a web-based subscription service-CRISIL Millenkum Offer

W Fundamentals
Below Average Fundamenig),
Poor Fundamentals

|||||||

CRISIL Sean to announce new and
m Rating Scan new and current ratings and dissemina
shes Infommaton FVIDE \aTo .Elﬂd.E-tﬂl‘tEd'CHJS[Lﬂﬂlds&rwce

hﬂh h:l'nltﬂ assistance and training to Rating Agency Malaysia Berhard ang

mnmmmmmy Lid.

m and frmmwl:n-k for Rating Structure d CRISIL Fund Scan

4 mutual fund ranking service for the domestic mutual fund market

@ mh&d for conducting or-line web business named crisil.com id.. now
R |=|IaIn«:l Information Solutions Co. Lid. (CRIS-RISC)

ior the real estam sector
CHIEIL-NFLREDCD ratings initiative o HDFRC and LIC

P REC LI Frog mes

199 ﬁ‘i nndfrmuwnrkdbunk ratings

m ‘Rating Set-Debentures’ and CRISIL ‘Rating Set Fixed Deposity’
*“‘ 1200000 m'lu mited te:dby&?lﬂéﬁtm"m
hes put ﬁﬁ'dﬂﬂm,fmm shares of ¥ 10 each at a premnium of ¥ 40 pe Tousin L ra s .
- h e offer was oversubscribed I'.?:rE#T times ":T-_.;_- mhﬁ:l:m;yrﬂﬂuhal Daiasanﬂcﬁufm:hmm_iﬂtmﬂﬂwﬂﬂﬂ"

@ mark of 1000 debt instruments rated
Ban Card Service

. ,i-__?';.
i

shed grading of healthcare institutions
ed new Mmmdmmhwmmm““

g e
mnmmrﬂlmudwdupm projects, assessing C B2B exchanges
mmmwmn CRISIL ECO SCAN, CRIS
Separtment for securitisation _ unched financial news SeVES oy gy und RS
mwuﬂmﬂ Ratings Group, New York S Mistis ﬁmmmwmﬂ
m s and on liquified petoleum g0 (701" ched CRISIL Govermance and Value Cesion V0 0
. -.__.-_.-..nI hrmm".dwm_
ﬁﬂﬁuﬂmﬁhﬂw 2 ool G5!




Products Launches: India’s First Fung 1 T
mdhmmmm B s launches its “Executive Training S
t Ra Ratin " inktiat
Limited". ting lnlnm.,m = m has successfully :mmﬂgmhﬂ 2008, CRISH,
ful Collateralised Debt Obligation (CDO) tra 1 training for multinational bank tive Waining orogammey
a joint event with Standard & Poor’

4s and Challenges’, and launches joint ;m m
30

Advisory p.nrl:ners with Nordpool Co mandate
Mgl
me wer Corporation Limited (NTPC) ms&tﬂﬁ: ;Tn:mmm;:“

h;: m of working capital facilities in the Pmmpalmn i Inelly,
 Makes a0 mhﬁ- Caribbean Information and Crecis p.

the first regional rating agency In the world, ¢ menw“lﬂanmm

R ;_‘HJIﬂﬁiﬂ hﬂﬂmﬂl Commodity and Derivatives Exchq et
79€ Limj
| '.:hll hy EconoMatters: new public course Trading Gas Markets (TGM)
Eclipse Energy
mmt & Risk Management Services (CIRM) develops new software
Risk Evaluator (CORE)" to enable Corporates i comply with .;:
ey mmﬂd'ﬁnﬂi with three distinct features - a) Institutionalising of CEQ/CFD
*° fication process b) a a framewark to capture various internal controls in line with fhe
e iﬂlﬂhﬂ and (c) @ framework for measuring, monitoring and managing Enterprise

ot al Data Services of India Lid. puhlhhu the second edition of “Accounting and

- The Indian Experience’
for the National Ges Company of

. E completes and releases its first rating,

& Tobago.
mﬁnmmmwmmmmmhmmmm

Hundudlhmnhuidme
H:uunlﬁtdm#ngthsnfS&ParudCRile in sovereign analysis, econamy

and finance sectors in [ndla.
mﬂhﬂlﬂ'i of the manufacturing | | com, developed

iu “CRISIL Awards for Excellence in Mu
H s secieic g nicipal Initiatives™ v Bimed at P& O
\MFI me . ; mhmmmrﬂ. indices as benchmark standards ¢
_fund inGust
mwm equity shares of CRISIL representing 55.57% of the ::?_-:rL,T“
. g capital as on December 31, 2004, subject to a minimum acceptance |
r . lﬂltil.ﬁ?'l-uft}w{:nmpuﬂaﬁ paid up equity capital), o
CRIS i okays proposal to acquire Irevna group of companies.
me launches: the first rating assigned to a com
pa i
Debt Restructuring) package, the first trade receivable secuntlsr::lluu: .
-ever used car loan securitisation.
' s first rating mandate.
partners with Nordpool Consultants for a mandate from Na
wumud (NTPC) to set-up the first power trading

K0 e

_____ re Advisory formulates Blueprint for Infrastructure in Gujarat [BIG)
the CRISIL Alumni mﬂmnirdmme n{:ﬂﬂ-ﬂ’ i neswork for developing
Advisory's Internati Manda Adric ' .hSﬂpﬁfﬂbﬂZﬂEﬁu} at leve g CRISILs ajumn! rand
5 onal forays: te from Alrican Sl Mudummummﬂﬁngmﬂuﬂ““dw Eﬂﬂ-‘

"his populz Iniﬁzliuehmbammﬂmlwd

hﬂuﬂnunhhrhﬂ“'“"'“ Mm.ﬁ-
SIL rat h\dhlﬂ:ﬂpnolufﬂ:undbﬂﬂﬁuuf#'w

ndmmwmcmrmmmlgmlnﬂm#ﬂdﬂh
k : European Gas Markets Review (EGM), The
I.Hﬂhm.ﬁuulﬂu-'!‘ndw-ﬁ#

ﬂﬂtﬁl'.ﬂ. Launches a new publication “Accounting B Analyst

" first in India .
_?ﬂtﬁﬂméﬂucnxamkmfhﬁ;m ___ﬂmmmungth S
- bl calendar in s category eory, and the 2nd ruaner4P <t aan mammﬁfmﬂ sources and E1e8%_
ge publication category: studies of upstrear
i nin s formation webs. CRISLLE . g,y T i
o W CRSiLs et mochantems (COU% ' piess % S0 cOBD
W M fut
mwthhmlwlqpﬂﬁ'wm



_— m‘ll-ﬁrﬂ commercial Backed Securities,

I8 es Fund Management Capability for the mutyaj fiyng

L S8% L ots’ ot institUIE.
iciol M2 L“: .d a programme focusing on environment conversation throud

soamt— T |
_..__.l._.l- :.'-—""‘

=)

e A
| QI

- o

o arch launches the CRISIL Agriculture Risk Monitor .|
:' ._-':__é_ap e s .. -- w '“ as m m.m anad Fiaks I‘m?l.'-m-llﬂt,-h'
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i azptgh » fis second delivery center in Buenos Alres, Amgenting —ant :
RISII assets staff of CRISIL Marketwire to TV 1§ : B % 326,35 in the year ending on 31-12-16 2s against a net profit of T 28515
; ol CRISIL received 191 investor complaints in the year 01-01-16 to

'CRISIL transfers
[ gtitutes 2 new tearm 1o achieve greater integration with Standard &
beand franchise, market development and sales efforts O Poot
~RISIL ransiers its advisory business (CRISIL Infrastructure Advisory and CRysy
Investment & Risk Management Services) into a 100% subsidiary CRISIL Risk s,
SRISIL announces sales of shareholding in Gas Strategies Group Ltd. CRISIL lnynche
@Mw programme for corporate soclal responsibiliy, § o),
(ki P ~ERS]] -]

e e e L M

and Credit Rating Agency of India Ltd. (ICRA)

16, 1991 and launched its service on August 31, 1991, It
nformation and Credit Rating Agency of India Lid. (ICRA), ICRA
company providing investment information and credit rating

actively responded 1o the growth !lhﬂ dﬁﬂmdmw
fial surge in demand

= ting assignments inct g, &
need by mﬂgﬂm.lﬂﬂﬂhﬂmmmm“hm

I L- ry] HI new, corporate head office - the new CRISIL House, Powai
‘Mumbai, is & state-of-the-art, green building.

CRISIL SME Ratings crosses its 15,000th SME rating.

CRISIL lounches Real Estate Star Ratings

_;_.: . Loy Ay = Lywy sLga . LT 4 L '- L} “E Fﬂadiﬁhmh i.r'. '.]'lﬂ H,PCI inl.-.l:'..'.'E'.'."

Education Grading, with business schoos.

o = access to funding for SMEs; Announces 20,000th SME Rating,
RISIL Ratng ms | ting.

CRISIL Research lsunches Gold and Gilt Index. ch as:

Sl Research & Analytics receives NASSCOM Exemplary Telent Practices R i de ated debt instrumenis, SUC &

. S ing high-end analytics to giobal
i _WW & company providing high-¢ sosit Progra : poasc:
‘assigns its 10,000th Bank Loan Rating. u ' Certificates of Deposit [@n_ {ﬁwwﬂ#wﬁ.

— hﬂlﬁr citizens through ‘Pragat’, a serles of financial hllaatior

st _. “hmm [EILEWW' a book on the D-UI'I!‘.lF‘ﬂ!‘IE-"':
hon December 19.




s Service mdlﬂﬂﬁ_iaunch IBMMFHMM -
" consistency among Indian Mutual Fung Schemes %%, Denchmarking
. . Gcheme for Healthcare institutions in Ingig

= Mutual Fund Management Quality
R entered into a Shareh becring
i ent. (The tﬂmmnuﬂn?::llg:cs:pmmw
e |CRA Online Ltd ) =
- 4+ Finance Assessment/Rating Service.

Ry a Memorandum of Understanding MolJ) with Turkey's :
J s .-r Division into a separate company under the name [CRA Management
i 5 ,mbhcs:"

ment was entered into between Credit Rating & Collection,

Triple A to Triple B
FAAA to FA

s TR the degree of risk and the highest salety possible is under the rating of pay <
with & view to ensure the timely payment of interest and payments (IR tended for a further period of three years with effect from Decamber
which made rating as compulsory for all issues of debeny,
B e if they are issued to public. It was made compulsory for depos
S _. nder New Companies Bill, 1993. Now rating of corporate governance
e i*l by ICRA. ICRA has answered the various questions about the rat

-~ I “ ing of Maritime Training Institutes (MTls) in India.

" Outsourced Services Group.

auited Computer Exchange Private Limited {subsequently name changed to
'-Iﬁ ;." = Li'rl'l.rliﬂ'd]'.

. ] ed.
sn and launching of ICRA. w. ety stake in ICRA Online Limit | =
snched Invesiment Information Service and Research Publications. s o Division and transferred to ImaCS. ICRA's wholly-owned subsidiry.
8 nings Prospects and Risk Analysis) __:_-LEIIIE.
~ Launched as information service for the equity investor. S

. Launched credit assessment for small and medium scale industry.
3.99: Launch Ain services for entities involved in construction projects inchudis
project owners and the project itself.
Financial Performas Inc., a Moody's company. to Fm‘-
nagemer mnﬂtmhundcnnwiﬂng;ﬁf
d ment institutions, financial service com .

f .-

- E and
Rty Shares of ICRA Limited are listed on e Bombay Stock Exchang®
k Exchange on April 13, 2007. . m the equily
ment company India (Put.) Limited - akes additional InvestmErS

/s Investor Service and ICRA Limited o M8
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time involved to a minim
: 3 _ um while Maximising the .

Hovia and a
#ﬂ SR — mmgem Bt stment (12 months bove)
or large investors. The Disinvestment Co 15$I-ﬁn, — Highest Credit Quality
:-rula- for valuing 20 state owned enmpmﬁ e
CARE helps banks and non-banking financ ro— by
= Adequate Credit Quality
Moderate Credit Quality
n-nnln-lm that provides global capital mark ST
agency capital market in
: Fitch rates entities in 75 countries and has some | 11}%?;;:: Highly Speculative
-, w Fitch ratings provides ratings for Financial Institutions, Insura High Default Risk
* W ‘Finance. Sovereigns and Public Finance Markets Worldwide. Recenyy, 5
 midin i _w into Fitch. IBCA, Duff and Phelps and Thomson Ran, Default

. coverage and markets.

| o of Fitch Group. It is the only international rating aq . <. DEpOSILS |
: Mhm India is fully geared to extend the expertise and Lﬂn:-;?’:rlmﬁ o Highest Credit Quality
it y companies, Fitch ratings provides an opinion on the ability of an entif High Credit Quality
; e it ﬂMmﬂhﬂmu such as interest, preferred dividends or repayn R :
M These l:mrﬂ ratings apply to a variety of entities and issues, includ _ Quality
o siructured financings and corporations; debt, prefe Speculative
Mm#mmmwﬂaﬁmﬂ financial strength of insura High Default Risk
Default
Fitch
pany, the benefits of a rating from Fitch are: : _ess than 1 year)
: .whmm&ﬂmtﬂWTﬁﬁﬂgﬁﬂnbﬂthdﬂME — fﬁfﬂcﬂ!m
Hﬁmﬁwﬂt Fiich ratings and therefore, their affiliates Good Credit Quality
dealing with a familiar brand. Fair Credit Quality
mmmﬂyby enhancing an entity s pos ol
whhwhﬂ; press and in resed e i
" denote welativé
o S
5m AA (Ind) to B (Ind)). e -
pages, Cartlicae of DePES
, 1CD or PS indicates the Commer*
Fiteh Singapore a7 o aractured obIGatO"



opment banks is e cVlusnt o developing Countr -
VeEY ncial institutions of developed countrigs s % a5 compared 15
e =, institutions and may be named as finance ‘:Drllﬂr::i;:;w[?] have the

+Un the other

:f'":' " established to help in deyelop; :
" 1« have been t : pmg NeW industria) |
B fons to foster accelerated economic growth i developing mmﬁ:amng

._ - ment financing institutions are owned an, d managed e
; Wﬂnﬁ e Lentral

_1~oment Banks

i

il istics of development bank are as follows:

) Wdﬂi institution.
financial institution.
e rm and medium-term finance to business units.
deposits from the public. Hence, its functioning is different from commercial

11

Development Banks
b -

e ™=
.- _;-‘l e -

Introduction

The concept of development banking is a new concept which was used for the first 4
the post-Second World War period to refer to the institutional financial machinery built for fol
industrial growth in the country. After the Second World War, several newly liberated underdey
countries in Asia, Africa and Latin America became restless and wanted to solve their o
problems of squalor and poverty. For the rapid industrial growth of the country and to supp
basic ingredients of development like capital, knowledge and entrepreneurship, they establ
m financial institutions. In India, the emergence of development banking is a post-indepe
phenomenon.

The origin of development banking may be traced to the establishment of ‘Societe G
Pm:r ﬁvm*hn?.r I' Industry Nation ale’ in Belgium in 1822. But the notable institution was the ‘¢
Mobiliser’ of France, established in 1852, which acted as industrial financier. In 1920, Japan estab
the Industrial Bank of Japan, the Industrial Development Bank of Canada in 1944. the Fir
Corporation for Industry Lid. (FCI) and the Industrial and Commercial Finance Corporatio

& sl assistance to both public and private sector undertakings.

and small entrepreneurs and seeks balanced regional growth.

e ohiective is to promote economic development by promoting investment and
S, mioncies of the existing financing facilities in a couniy
ya i mh in filling up the deficiencies o g

n the g interest of the nation. lts aim is to serve masse

T TET 2

&l promoting the saving and investment habit in the country.

(ICFC) of England in 1945, and in 1966 the UK. Government set u ' ' e
_ ' vl : p the Industrial Reorganis .
Cmnn (IRC). These were established as modern development banks to provide term loa g p-mant Banks beyond the conventional function
“h RE S ﬂﬂ 1
tountries the task of dEUEIUmeﬁt bankﬁ gU'EEE far bey via len ding Dpemnnnﬁ.
In hﬂ&* the first development bank called the Industrial Finance Cerporation of India | inance to gualifying entrepreneurs and mobilizing resources as. The developmen®
established in 1948 8 of the country have to be turned into pgrfnﬂﬂzl:'m a: ﬁminﬂimd
. e 0 IECU""
Definition of Development Bank it objectives in a manner so as 10 serve e
. iy areas in the country are:
There precise definition g
- e e e | bk s devdop eing goods of mass consumption:
ik which combines in itself the _
iy,j‘:gﬂ?m corporation and a development corporation. A finance corporation is an inst 9D in the backward regions:
mmEEIﬁd Mﬂ? long-term capital, while a development corporation is conce M8 Up in the small sector:;
m;" s with fostering and managing specific companies as well as provi e ' 1 units.
financial support.” D.M. Mithani has observed, “A development bank may, thus, be defined ~ Y Mew entrepreneurs; and bstitution industrial !
term) fﬂhmﬂﬂﬁ MT":{ W‘Hi Wﬂ types of financial assistance (medium as well as | = ature of export promotion and import su ves also:
= | loans, underwriting, investment and guarantee operalions ol 1 certain other ob)
W al activities economic W hm: and indi istrial dElFEIUPITIEnt in paruﬂlﬂﬂ IJ ectives, ﬂlﬂl‘ﬂ are ices:
*Mation on market and other related €™
8 1 above projects in time and even 2 (i
. Btion of economic power; and . jesiioble prod "

arce resources in achieving @

=



the requirements of small scale industries in most of the countries. The

‘Financial Market Operations i‘ hinery 10 meet the fi ing of small business are of special character which can be
. S Cadi® - ng to the financing o speci can
The development banks have to adopt their lending strategy and activities towayls tealisaio, |{ 1 by institutions organised specially for this purpose.

the socio-economic objectives of the country. “It would be inconsistent with a generg

programme if the financial mechanism by which the programme must be applied i,

operating in a direction different from the priorities laid down by the government's Emnnml?;ﬂaﬁce
D'D“{"E,r

oid _ . A ble projects are not necessarily economically imDﬂl‘tant
Definiti banka v Nor

‘every economically important project-necessarily bankable. A development bank v
| : . R : ill -
WW if it devotes its limited capital exclusively to bankable projects ?E.Lﬂd"“?“" ,
purpose; at the same time, as a bank it cannot afford to ignore the financial aspect , T_EEEcnme q
' 'Oposa

and thereby run the risk of failing to preserve its capital in tact.”
ised development banks the seciors, including

Need for Establishment of Devel |
. m.llﬂint Banks '__ﬂupn'}ent banks and ED’EEiﬂ Ly e of all
various factors responsible for the organization of special finance or developmen corporati General development banks are established to assist : _PE‘CE
on i

ing. 5
: transport and manufacturing. deggjﬂpmlaﬂtbaﬂ
{u ' .;ﬁ'lcu]tul'ﬂ: power, e
Planned Emlo-r The development corporations can play an important role i

dEUE]ﬂp

e

of DE velopment Banks
L mulated a variety of development banks. The

i ¢ banks are found in respect of the sectors of their operations, ownership, the

¥ R 1. 10 mEﬂ ' . r .
&1 tEey render, their geographical coverage, the size nf units assisted and the size of
: fferent types of development banks is as follows:

-.I ":'I-I . : fd.l

" o A brief explanation © T oral
be bro divided into gen

. of Operations: Development banks mﬂyﬂﬂ e mﬁfm of operations.

é 1 for economic development has si
L

 heir operations {0 only one sector. Thus, there are *ﬂiﬁ is for public and private sectors

uﬁd:] m'dgm“m‘“mﬂm n;f iammumy. The projects of national importance Hl .. industrial and agri-::.ulmm pm.ﬁﬂ;fiﬁ;: ;?;ﬁs. which are authorized to help both the
infrastructure industries. in which n are epn*usted to these corporations. Basic » 'have come into existence. Mixed dev have gai popularity P recent years.

. e - is less and delayed, can be organized E public sector and private sector projects, na ‘ fhat am

ed oy : . be iim mﬂ]bﬂlﬁ - !"ﬂ!'t&‘

hmm these special bodi
es. Scarce financial res they I ot
| ources can thus be planned {2) Ownership: Development banks may : ., ot sector o may

to give the utmost utility i
WMMMMM he central bank of %% A majorty
government, by the € fe i
because of low rate of capital : mmntnes zuffﬁr from a chronic shortage of finance ~ the government, the central banlzef;i E[:'Sr'f'ﬁ!' it e
The gap between savings and i e iﬁ?mcmbemqﬁ[[ ;dn Y, the reduced amount of savings. [l belong to the first and second €2 foishezet forms of fnancial assistance.
recent years, Mmml vestment . up by the finance corporations. In "E:B - ial ﬁssiﬁtﬂﬂce: On
n taken the position of the individual ; ks } TUIIBE of Financia A
receded in the background. idual investors who have banks fall into three categore> i ActiVill: : o,
fined to " ?,ﬂmaﬂ underwriting ' -
A nancial resources for the development of i velopmert g m:ﬁned to loans and forms. including managerial .
underdeveloped - (i) Development banks O™ ncginal
countries. Entrepreneurs are reluctant P s providing ik
el corporations become indispensable for the (i) Development bar®s¥ the mixed 4Pe of developenent
countries. They help in the initial investigations and assumé services. g in V0 of pito to industisl CORSEEE ——
enmms are able to Pﬂ!’ﬂhﬂﬁﬂ du!y Eﬁtah]iﬁhl?d ThEl'E: is a gﬂﬂﬂ'fﬂl tﬂﬂdgth wm‘j risk o H.-#‘ w E:"M .
~ authorized t© provi bc;,- ,,fﬂﬂaprlﬁ"“ - -'-ﬂ“""" mhﬂ;m
economy Programmes: The problems of rehabilitating and () Gaugrnphl"l C"wﬁphi:z;:i financidl and
“ssumed huge proportions after World War-ll. The priva‘ depending 0P 1% [ er 10 5% ord
inability to cope with the increasing demand authorized w:tzﬂuntri" of the
of worn out plant and machinery and othe" e ifters in indid Institutions, catering o the different needs of
of special bodies was felt necess2™ ° . | ment Bl"'dngw %
- ’ havé 57 the' brealti®
" At present we MM
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L {1) Establishment: From the point of view of country’s industrial growth, need was felt to
~ esmblish 2 financial Institution with large resources which could cater to the growing credit

need of the industries as also coordinate the activities of various financial institutions. IDBI
- Was accordingly established on July 1, 1964. This development bank was started by the
) m'ﬂ“ &s 2 subsidiary of Reserve Bank of India. On February 16, 1976 it
became independent of the Reserve Bank of India. In 1995, the shares of this institution has
. #hﬂhhpﬂ; This bank can issue up to 49 per cent of its shares to the public.
| Thebank s converted into full commercial bank from Oct. 1, 2004. From May 7, 2008, the
- hame was changed from IDBI Lid. to IDBI Bank Ltd.

| ' I
W ‘“' the field mli“#mm to the private as well as public sector mdeﬂahﬂg
- | e commodity production, mining and services such as hotels and transport

A ) This bank provides loans to the industries directly:
o iy :h shares of company and underwrite the securities;
h"""’"" - obtained by the industries in the open market
'ﬂ-lulv . ﬁﬂmhhhﬁulﬁ

avlished Development Assistance Fund', This is for the benefit ! ™
e hs voan from anywhere. However, before offering any
BBk . -_ =1 Prior permission of the wmlnli

¥ . ? J_‘?-.'_'L‘--.- . ‘.'- ! -_ -_.. A 1

B ess: In 200102, the bank sanctioned foans of ¥
.;,r.-.t crore. By 2002, the bank sanctioned refinan
 Lank expanded its activities by establishing some new institutions, like
I 4 m Credit Analysis & Research Ltd.,

~ (i) Investors Services of India Ltd. It established a Commercial Bank. called
4 (ii) in 1995 and a Mutual Fund, called IDBI Mutual Fund Ltd. " W

) Evaluation: The bank has made significant contribution in the field of industrialisation and

" export-promotion. This is the biggest specialised financial institution of the country. Besides
helping big industries, development bank has also helped small scale and medium sized
industries. Industrialisation of the backward region has also been encouraged.

ﬂf-lndu strial Credit and Investment Corporation of India Ltd.

") Establishment: On the joint agreement of India, USA., and UK, Industrial Credit and
Investment Corporation was established on January 5, 1955 On the basis of ownership and
management, this is an international institution of the private sector. In 1997, Shipping Credit

and Instrument Corporation of India (SICI) has been merged with ICICL
(i) Objective: Three main objectives of corporation s Pobe |

| (i) To give loans for the devE!ﬂP“E"tw o SR and
nvestment of indigenaus and external capital in industries;
(iii) To encourage private ownership ”fmdu:zm o - -
(ii) Organisation: The corporation I8 1 iatives of the Indian, British and American investors,
" members on this Board. Besides of the Ministry of Commerce.

there is one memherinﬁﬂw;ﬂwdfzﬂwm Of its capital 70% is Indian,
(iv) Capital: In 2001, its paid-uP capital has been raised through banks, insurance

Indian
20% British and 10% .M.’ﬂ,-mw“"'
| companies, private instifutio ons 1€

- (V) Functions: Its principal & , and

A (i) To purchase né¥
liabilities:

(if) To guarantee
{lif)
i)
(v To give loar®
(vi)

(ii) To encourage i




ard areas:
ant Banking Division, has started foreign banking

ICICI Securities and Finance Co. Ltd. (ii) |oj¢

W
W*‘ ICIC] Investors Services Ltd. (v) ICIC] Banking
of  362.29 billion in 2001-02, of which loang of

i § | Foreign exchange loans of the value of ¥ 899( Crore

Corporation of India (IFCI) Ltd.
e ant: Contral Banking Enquiry Committee suggested the establishment of ap
' “ For many vears, this suggestion was not implemented. Industria|

 of India was established on July 1, 1948 under the Industrial Finance
; s were introduced in this Act in 1964, 1972 and

nn-t-m as a public limited company.

1 and short-ferm loans to the private sector, cooperative

peivate), shipping corporation, hotels, mines, etc
'I-uv-!-i—-mdwtﬁmanber Boesd of Direcors,

is : The bank gives financial assistance in the following form:

' period of 25 years;;

debentures;

plor n raised by an industry in the open market:
es of companes.
| payments for the import of capital goods;

% 10 crore divided into equal cach. It

parts of T 5000

I 19992000, the share capital of a bank amounted 10
”ﬁmw LIC, GIC and various
autho ﬂhw,h( #Hﬂm Now the capital of IFC!

-

i '-"i":':-:'i'-

2 resorts to the following sources 107

@xceed more than 10 times of

R
= iy

i) Loans from the Government of India;

3 Foreign exchange loans from world bank or other
perrnls-sinn of the government; international m

H} Deposits from general public, state governments and local bodies up to ¥ 10 crore for 2
" minimum period of 5 years;
i Selling of shares;

wil) | Progress: In 2015-16, the corporation sanctioned loans of the value of ¥ 108.95 m mé:_
" disbursed loans of the value of T 74.88 billion. e

,-;i,, Features: Some of the important features are as follows:

(i) Loans were advanced to the industries producing ferfilizers, cement, paper, wmm

(iij Maharashtra occupied the first place as regards the distribution of loans; West Bengal and
Tamil Nadu occupied the second and third place respectively;

The value of loans ranged between Z 10 lacs to ¥ 1crore. Most of the loans were of the
values of ¥ 40 to ¥ 50 lacs;

~ (iv) Loans were generally given for a period of 12 years. However, the repayment of loans
can be extended up to a period of 25 years; 2

(v} Underwriting job of the corporation has not been very satisfactory. This is because the
. capital market was not properly managed nor did people mmwh&
& (vi) The corporation established Development Reserve Fund and Management Dex

Institute. . - - .
In June 1976, it established Risk-Capital Foundation to give technical and interest free

credit assistance to new indusfries;

The corporation has established technical consultancy service

i) garding Dackward areas
criticised as follows: _ e R

g lix) Criticism: Functioning of the corporation has been ——e
() The corporation is finding it difficult to effect recovery of the loans, Sot e princ

=
well as interest amounts; R
Favouritism is noted while Mmmh-ﬂﬂ N

Its functioning is infused by some officials and Mhh k. ol
prominent industrialists are able to get loans; a

Its administration is inefficient;
mnmmmmthﬂM

lmmmmwhm

hﬂndlrwm,lahaiﬁ

r&nmmtﬂ
MHM

mmw

:i"' H—' ,IIL-I-r‘ ot |

- (iii)

3
|,.
3

(vii)

E
i I
[

(if)
()
(i)
3 | gg:l

.

-J.I .'




P a@s a corporation (IRCD) ;
. N Apri
Converted from Industrial Bt it tspald-up_capltal is T 20 crore, I AT]' 1971 the
Bank of India, It authorised ‘ction Corporation of India into Ingyei e 1984, ity
On 27th h, 199 >ed capital is fixed at T 200 crore and paid ustrial Reeq
7, it was renamed as Industrial In i3

Its principal objective is to give financial

ustri i :

B e . b:] :nrllix. It -::-I’fe-rs technical and managerial facilities 4]
$B ool v 2 nkl ad sanctioned loans of the value of 2 24.12 billi

» Only 2.52 billion were actually disbursed. ' ion by 2003.04 Outef

(b) For Small Scale Industries

(1) Small Industries Development Bank of India (SIDBI)

(1) Establishment: The Small Industries Development Corporation was established

as a wholly owned associate institution '
of Industrial D
functioning on 2nd April, 1990. !

(ii) Capital: The Autlmris:ed Capital of SIDBI is ¥ 1,000 crore. Al its paid up capital of 2 487
crore has been subscribed by Industrial Development Bank of India, Gowt. of India S

2 PNP:u, BOB, Canara Bank, NABARD, Bank of India, Central Bank of India and ofher
commercial banks and insurance companies.

(iil) Objectives: The main objective of this bank is to provide adequate financial and non-
financial aid to small scale industries. Some of the main functions of this bank are:

(i) To initiate the process of modernisation and technical upgradation of the present units;
(ii) To facilitate the marketing of the products of the small scale sector in India and abroad;

(iif) To provide special aid to labour intensive industries to enable them to provide more
employment,

assistance for the reconstructiq
B, N of sjc,

| in 1989
Bank of India. I started

(iv) To provide refinancing, factoring, leasing, and services to the small sector;

(iv) Progress: In 2015-16, the bank sanctioned loans worth T 614.83 billion and distributed loans
worth T 594.67 crore.

dustries Corporation Ltd. " - "
) lﬁ}l gmmlt:lghe National SmaF]'] Industries Corporation Ltd. was es_tablrmhed in 191;1:;2 =
: government of India. Its head-office is in Delhi and has regional/sub-office in severalP

is its financie
: id- ital of Z 7.5 crore. The NSIC augments ™=
e g::uﬁ gebggli’lifaamm;ra:g If:ra:::-ﬂ:'j'1 the Central Government, loans from nationa

£
: ed financial assistant
commercial banks and foreign credits, In addition, the NSIC has received 4 Japan.

ny an
of countries like the United States, United lingeens Bt Jnits throvd!

from ber .
Obj;tl:::ni' The main objective of NSIC is to assist small-scale industrial
" prnrnaﬁunal‘ marketing and financial activities.
Functions: The main functions of NSIC are
(v) Supply of machinery on hire-purchase basis; o e
" ase confracts from Central Government Store Purc

ining to workers and s ; Ueselopment Bank:
providing frainh NC Supervisors at Protg

ﬂpﬂﬂed at Okhla {DElhl}, Rajkmr ChEnnaj e Pt!%’ﬂp:mnwm and Traini

| ]Wement of Industrial Estates; -

'{;'j':_,-'. . 'm,tﬁbuﬁ on of scare raw-materials needed by small scale industries:
_ Helping promotion of exports of small scale industrial goods. |

) , Level Development Banks

Finance Corporation
I8 iablishment: The government of India passed State Finance Comporation Act in 1951
'-'ﬂﬁa;?tt:ﬂ view to establish state level finance corporations to cater to the long period credit needs

e anall scale industries. Punjab Government was the first to establish finance comporation.
prosently, there are 17 such corporations.

ﬂuf“misnﬂugg: The principal .nbjectiues .Df thesfle corporations is to provide long period loans

" (o the small scale and medium sized industries at the state level. These industries may be
in the form of public or private companies, cooperative societies, partnerships or individual
enterprises. These corporations provide special assistance for the growth of regional industries.

‘[]Vﬂj:-“E‘;ipi’lﬂl: According to the Act, authorized capital of the corporations is to be defined by the

" oncerned State Government, but it should not be less than 5 crore or more than T 500
crores. Shares of the corporations are purchased by the State Governments, Reserve Bank of
..hdia, Scheduled Banks, Co-operative Banks, Insurance Companies, Investment Trusts and
other inshitutions. General public also has right to buy its shares but the percentage ,rihuuld not
‘exceed 49 per cent of total capital. The corporation can increase its capital by selling bonds
and debentures. L

fiv) Organisations: The corporation is managed by the Board of Directors cﬂmpﬂ;mﬂ 15
members. One managing director is elected. Of these, 2 members are nominated by Em 55:3
‘government, 2 directors are nominated by Small Industries Ean:k and others are represen i
{rom various quarters, On the recommendation of the managing director, the state governme

- appoints the chairman of the corporation.

¥ Functions: Functions of this corporation are similar fo fhose of the IFCL
notable differences are:

ti) This state finance corporation can advance Llcnans w med
. but [FCI advances loans only to large scale industies. FECH
n Authorized capital of this corporation is less than f2t© - dividual industrial unis, b
Mk This corporation can advance 20% of the total loans 0
At iFCL does not advance any such loans. ‘
g i corporation can guarantee loans up to @ MaXIMIH
. give guarantee for a period of 25 years
153. corporation advances loans to service
I “’ﬁ‘ﬁﬁ But the IFCI does not.

'-.':’ i

" ¥®Se corporations can take loans from

But some of the

um and small scale industries,

RBI and uﬂrmﬁrmv:ia'insﬂﬁlﬁﬂrﬁtuhuym

e sick indusuial units at the state level



ey AT TR, RTINS
(vi) :‘_2 There were 17 State Finan
SFCs were of T 116.35 billion,
(vil) mm : Principal points of criticism of state finance corporations advantes
= Loans sanctioned by these corporations are distributed after t%ﬁre:
Interest rate charged by the corporations is very high. Much of delay,

iii) Sta i
(iii) - ;:bF;Eance Cplrgmahnnsthaue focused only on loans. Little investm
tures. guaranteeing the lo : nent has|
g ans has remained only a restricted :xﬁfg‘ Mag
ity,

(iv) Capital of these corporations is very low and, therefore. their loanahl
4 =) Ca

W) Lzﬂumcmthﬁnns demand' high securities for giving loans. The pogy PACIY is limjtay
es, therefore, remain unable to seek loans from these Eﬂrpmaﬁznnds Mediyy e

(Vi) These corporations have not taken any step to seek technical advice of
e
(vii) The corporations face lot of difficulties in advancing loans to small scale ir "

ce Corporations in 2013-14 These |
ans and

dustries,
(2) State Industrial Development Corporations (SIDCs) Or State Industri
Investment Corporations (SlICs) g
(i) Establishment: The State Industrial Development Co ions
‘ - rporations or State Industri "
Corporations have been established by many state governments and ﬁnm;asmﬂg;?mm
1960. At present, there are 28 SIDCs/SIICs are functioning in the country. i

(ii) Objectives: The main objective of SIDCs/SIICs is to promote industrial development of
respective state or union territory. They are promotional / financial institutions entrusted with
the task of bringing about rapid industrial development within their states.

(iii) Functions: The SIDCs/SIICs undertake a variety of functions such as granting of financial
assistance to industrial concerns in the form of direct investment, loans, guarantees for loans
and deferred payments to be made by industrial concerns, underwriting of shares issued,
provision of industrial sites and sheds and other promotional functions such as identification
of project ideas, selection and training of entrepreneurs, provision of technical assistance, ei.

(iv) Progress: At the end of March, 2002 the total financial assistance sanctioned by .ihe SIDC's
amounted to ¥ 9.24 billion and disbursements ¥ 12 50 billion. The amount sanctioned have
been increasing over the years as is clear from the fact that they amounted to 7 2178.1 croe

in 1991-92. The amount distributed was T 518 crore in 1990-91.

(B) Agricultural Development Banks

(1) All India Development Banks

iculture and Rural Development
(1) National Bank for Agricu O e 1579 0%

1 B f In
i mmittee was appmnted by the Reserve ank o : - ation
Elivgram i ict ;]Emml credit. On the recommendation of this committee, N - ched 25 2"

e and Fue I July 12 1982, It was esta
Agric Rural Development was established on July 12, oo 2
:ﬂ hﬂﬂrf:;imtufﬂ credit. This bank was nicknamed as NABARD. This 15
mportant role in agriculture and rural development.
NABARD took over the functions of the following departments

1) Agriculture Credit Depertme™

BARD)
{HA 979 fo study

of the Reserve P2

iNancial assistance sanctioned was of ¥ 490.44 billion and

.o and Credit Cell, and Leeiogamert Barin

e ,. ance and Development Corporation

B e subscribed and paid up capital of this bank

stands
gﬂUETﬁment and the Reserve Bank of India > zan::l::};giiﬂm contributed

d Organisation: NABARD i
1gnmembers. 15 to be managed by the board of director

o Experts of Rural Economy,
H#} .Twu Experts of Co-operative and Commercial Banks,
ﬂ Three Directors of Reserve Bank of India,

Directors nominated by the Government of India,

Three directors, nominated by the state government.

mﬁﬂ it is likely
e appointed
(0) fﬁncﬁnnsz Following are the main functions of NABARD:

that one Advisory Council, one Executive Council and Managing Committee
for the proper functioning of NABARD.

i Refinance of agricuitura'l credit.

i) Inspection of RRB.

[iiij Foreign help.

fiy) Institutional rural credit.

Z{v] Production credit.

{vi) Agent of government and Reserve Bank.

iﬁ]ﬁﬁﬁhmntﬂ: Following are the main achieveme
‘Rural Development:

il Resource mobilisation by NABARD.
i) Refinance.
i) Rural Infrastructure Development Fund (RIDE).
i'-“f-‘l Kisan Credit Card Scheme.
M Micro Finance Innovation.
» f’iﬂ Agriculture Development Finance Commpanies.
m The NABARD sanctioned 130604 schemes in

nts of National Bank of Agriculture and

9015-16. The rotal amount of
disbursed ¥ 480 64 billion.

Tdl c H p "

" “O-Operative Banks L BN .
ﬁkg ‘Were established according 10 the Co-operative Societies Hi 123'15 help their
- i .ﬁnaﬂﬂial assistance to the primary m—np-EIE:ﬂUE socieft
¢ *ation. Principal features of these banks are as follows:



(8) Membership and Area: Cred;
: LUredit soc
belonging to the public can becom

primary societies of a district as a
banks have limited liability.

ieties, other Co-Operatiy
€ members of these
part of them by providj

board of directors elected every ye
Vote'. Their membership differs at differe
: _ nt places, but T
10-24. To run their affairs, these banks appoint nainedg:tg;r?rlf":s;?'?’]‘ Numbey ,
(c) Functions: To give loans to the member societies ey
(i} These banks give interest free
others, interest is charged.

(ii) These banks also perform general banking functions such as
people, transfer of money, etc,

(ili) These banks help the primary societies in solving their problems.
{iv) In some states, these banks also inspect the functioning of primary societies

(v) These banks maintain a balance amongst various primary societies, D

from the societies with surplus funds and these are given in
societies which are short of funds.

(d) Capital: These banks procure capital from four sources:
(i) Share Capital,
(i) Deposits,
(iii) Reserve Fund,
(iv) Loans. . >
(e) Loans: These banks give loans to the individuals and sociefies. Loans are given to the societes
on the basis of their promissory notes. Individual loans are advanced on the basis of securities
' functioning in the couniry. In
Progress: In 2013-14, 370 central co-operative banks were i b
= that year, loans worth X 1810 billion were to be recovered by these banks. Their deposits
amounted to T 2769 billion.

(Il) State Level Development Banks
(1) Land Development Banks or State

Development Banks (SCARDB)

i * ieti Land Development Banks
i t}i:di?f E‘TIL:ET“: t{I:*iaeuEf:nners. These banks are TEI calle
wﬂmﬁ s md Humlrglevelnpment Banks. These banks were first Eslasta n
jivi yre and Ru d called Land Mortgage Banks. But its ree:j S deue]ﬂpm;
g wnd Development Bank was opened in Madra O heir e 4. The
e ml:j C;Fct!:a;il—: long term loans to the farmers against mortage
are those banks Wikt

: Banks.
are of two types . and Rural Development
tive Agriculture : Banks.
(a) Centre! f;fim Agriculture and Rural Development
(b) Primary

is the principal function of th

- e :
mary agricultural credit socie ﬂvm:eetlas.

ties, by from

to accept deposits from g,

eposits are actepteq
the form of loans to thyse

Co-operative Agriculture and Rural

Desvelopment Banks

19 SLDCs. Land development banks

are , : S give loans to the farmers or primany
e yment of land, for purchasing agricultural implements and for repaying old debs

- heir TESOUICes through share capital, deposits, loans, advances or debentuses

IR e
A |

GBS them.

Ent Bankﬁ
I'Mupm iculture and Rural D
W oo pemﬂ.,g Agric ural Development Banks
/ imary tion of these banks is restricted to one tehsil or a particular district. These offer
1'|19"!lrm - |oBns

{rpﬂl' to the farmers.
] . These banks give special type of loans against the mortgage of fixed assets. These
i'be for the repayment of old debt, the purchase of land and implements or for
rmanent improvements on land. Loans are of the duration of 20 years or

mnﬂ-hmhlp, Both the individuals as well as co-operative societies are the members of these
pa

e . The capital of these banks comes mainly through the sale of assets. Shares and
e Capital: ovide the maximum capital to these banks. These banks also keep reserve
'd"_ﬁﬂw 3 umn shares and debentures of the PLDBs are purchased by Reserve Bank

_The maxim ; : E

; rations, State Bank of India, Co-operative Banks, State Governmen
ik WM;EZT;?E;. the Central Government is directly investing in these banks. The
::::1 capital of PCARDB was ¥ 1,380 crore as on 31.03.201Z.

: ARDBs and its branches in India. During

. During 2015-16, there were 1038 PC _

i Em;sﬂwse bgn'ks advanced loans of ¥ 5,261 crore. The loans nutstand;\lg mounted to
T 1;439 crore. During 2015-16, the loans outstanding amounted to ¥ 14,421 crore.

t)Export-import Development Banks

&port-Import Bank of India
[} Establishment: The Export-Import Bank was established on lst January, 1

as EXIM Bank. -
s _ llion. of which ¥ 63,593.66
lij) Capital: The authorized capital of this bank is X 1,00,000 mﬂhﬂglngﬁﬂ million.

nis paid-up. In 2013, the reserves of the bank amounted to
i Objectives: The main objectives of it are as follows:

Wl To ensure an integrated and coordinated approach in
encountered by exporters in India;

% To pay specific attention to the exports of capital goods:
ﬂﬁ} Export projection;
hi To extend buyer's credit and lines of credit;

W To ﬁ’"”mﬁle and encourage joint ventures and exportof technical se
i I--'-i-‘“d-mmhant banking;

g82. It is known

solving the allied prdaeins

andintern ationa



Deueiopmert Banks
B ie in 1997-98 and ¥ 3.07 billion in 200

3-04. In a simil ;
4% © 1 creased from ¥ 4,516 crore in 1997.98 10 7 4,15 mﬂ?ﬁ}:azm
gt it UTI: Investment in units of the UTI offer four major benefite o _

assistance o,

(ill) Undertakin . Promog n .-vestments of the UT] are spread over wid o
g market and inv ! +Man MW the in : e range of securities some of which
development of R ;;hﬂent surveys and t echno-ecg age“lﬁnr 1) 5[11;1 fixed rate of interest and some others a variable rate of return, units provides a fair

(v) Organisati iy goods and services, Nomic g4, t of guarantee that the unit-holders will get a fair return on their units;
managing d?r:c.tnr a:s 51}3 -y of directq, i ;lnce nine-tenths {if g L:&TI Pt st g unitholder they are
TS, Wi i ily rising income, as t ‘ ‘

of the representatives of t or. The boarg 1:;*3 g, A " assured of 2 St?adt < " fmdeﬁ ori E Exp:nence o the, Ia.st o d‘_!cadﬁ -
the export community. Bl, ECGC. Com I@Corg o | Retums on units to unit- Joy exemption (up to a limit) from income tax.
(vi) Progress: The Bank began its lending operati

COng| : L
ﬁ Mergig| bank;:: ) The anits of the UTI are 2 highly liquid asset. The board of trustee of the UTI are ready
ons rom Mar
has e:xtended up to ¥ 133 crore to the export sector in uaricimh' 82 11l dune, 19
sanctioned loans worth T 725.76 billion. Out (o) - poys. In2 N,

1o purchase back the units from the unit-holders any time at prices announced in the
f this amount 7 218,22 b'lTl GIE'IEh the Bank

naﬁmﬂﬂl newspapers.
100 Werg digh — \ yrance Corporation of India
(D) Investment Institutions shurey [ pyLife INS
(1) Unit Trust of India

i) gst;h]inhment: Life Insurance Corporation of India came into existence in 1956 when the
(i) Establishment: The importance of Unit Trust

fife insurance business was nationalised. It took over the assets and liabilities of 245 insurers
engaged in the transaction of life insurance business in India. LIC has its central office in
_ in mobilizing savings of s
recognized as early as 1931 by the Indian Central Banking Enquiry Cﬂmmitt;a%:hmﬁm
. Need iy

Mumbai and 8 »onal offices, 113 divisional offices and 2048 branch offices.
setting up these trusts was stressed once again by the Shroff Committee N 1954, Unit Trust o

iil) Resources: The LIC collects huge amounts annually by way of premium from life and
endowment policy holders spread all over India. Not all claims mature at one and the same
India was set up on November 26, 1963 after parliament had passed the Unit Trust Act. The
sales of unit were started on July 1, 1964.

fime which in effect means that the LIC has considerable amount of funds on its hand which
_ﬂi) Capital: The financial resources of the UTI can be divided into two categories: (a) lniti

it cany invest profitably. |
lii) Fimancial Assistance: In 1999-2000, LIC sanctioned assistance worth ¥ 6311 crore while
capital, and (b) Unit capital. Its initial capital was T 5 crore of which reserve bank contributed
% 2.50 crore, i.e., 50 per cent (This has since been transferred fo the books of IDBI), Another

assistance disbursed was T 5611 crore. Assistance by LIC has been provided in the forms of
15 per cent each is held by the State Bank of India group and LIC, while the remaining 20

(i) term loans; (ii) underwriting and direct suhscr‘rpﬁuns_in 1#‘12 fmm of (a) equity fmd prefaﬂnci
shares (b) debentures: (iii) resources support to financial insfifutions. Of the total investmen
per cent is with other institutions and banks. Unit capital has been obtained thm;gf.gﬂ;: ;:ii
of units. During the first year itself (i.e., in 1964), the sale of units amounted to ¢ 12,

. 0f ¥ 139,032 crore made by LIC at the end of March 2000, public sector accounted for the
in 1997
Repurchases amounted to Z 41 lakhs. Unit capital of UTI rose to X 47.292 crore in 199

. ' ' _The balance went to
major share of ¥ 1,17,059 crore while private sector got T 19,268 crore :
9] ' €0-operative and joint sector. Financial assistance dishursed by LIC rose from £5.6 crore in
774
and further to ¥ 60,712 crore in 1999-2000. Total investible funds of the UTI stood at
crore as on June 30, 2000.

3 d”ﬂ“hﬁﬁﬁu& d =
and expansion of exports: and andmanageria| ags;

has a 14 member b
chief executive and full time d?::l

he Government of India, RBI. ID

ﬁ:}m o 2 413.11 billion in 2015-16. Amount sanciioned during 2015-16 was T 393.68
iion,

s .:'mﬁmE G
(iii) Objectives: “The primary objective of the UTI is to encourage anc mﬂblgzsetﬂ[sgwl“ : ﬁ.‘}m ‘éral Insurance Corporation . nalised in 1971 and a government
! ! 3 . 1 ts 50 ; 1 . : i was na
) m:nunity and channelise them into productive corporate investmen the main 0 shment: The general insurance industry tionalis

= : - Government
llowing are *empany known as General Insurance Corporation of indiawasformed by Central

: : ’ 7 The fo . S fing in
growth and diversification of the country's economy " November 1972, The erstwhile 107 Indian and foreign ISUret who were operating !

{jn'” 3 AL ¥ ‘ nmdy
of the UTL: g ings from the Jower aﬂrunﬂ' t:’_e_&:almny prior to nationalization, were grouped inio four Dpﬂﬂhr;g]wmm |
; ial instruments to mobilize sav of L1078 ) N@hﬁnﬂ 1 - India Assurance Lid. (iii) Orie surance
(i) To provide equitable financial In 4 - _tion (of the face value o ot Co; Lt‘;‘lsurance Company Ltd. (i) New .
\ : : small denomin in the =" ~“Mpany 1td, (; * Company L.
class people by selling units of 5 are ltft_"‘e oo * %%ﬂ {iv) United India Insurance

- :ﬂﬂ1 : e
(ii) T provide a financial instrument to the purchaser of units 10 ha‘nf: parts of '4’"11 Urces: All the above four subsidiaries of GIC operate all over the country .mpeﬁl'ig
iy 1o |

le in differen "N one anath, g . o

ial prosperity the country to as many peop ubsi Jther and underwriting various classes ot

industrial pre 5 nﬂuﬂ“J off es companies of GIC operate on all India basts
thie* 958

. I.-.._.ﬁmm ~ 19‘?’3“ md ﬂ
: * . 199450000 I Hetbared to 799 officss In H7C5 - <urance industry amounted to T 18,
- idends on units to their purchasers UTlin 177 come® ' e aross direct premium income of the general INSUIeR R
(iii) To pay dividen st g ANOR sanciia;;d by et 08§ " in 201516 wh“ﬂz'::;‘:t‘l;z;ium - ome amounted to ¥ 15,174 crore in that year



v BalEd
= L

- e

westment vehicle that is made up of a pool of funds collected from many investors for the
of investing in securities such as stocks, bonds, money market instruments and similar assets.
nds are operated by money managers, who invest the fund's capital and attempt o produce

i

gins and income for the fund’s investors.

tua ‘ thousands of its
utual fund is an investment company or trust that panis'ﬂw resources of
ders or unit holders and invests on behalf of these diversified securities and a cross-section
e 1o attain the objective of investors, which in turn achieve income or growth or both i.e.

urn or capital appreciation or both along with low risk.
Investors

L Pool their
money with




- Company Institute of the U S -
skshed B r wpoeives money from shareholders mi
fino 4ol service OFFTE i mmﬂwﬂﬂh?hnd&

e curnent 10 ﬂ'ﬁ*“#-'ll inimised and steady return is ensureq -
e sauings In o way Indla Funds) Regulations, 1996 defj;,,

| Exchas Board of the form of @ trust to raise money through the e
1 . “‘; ﬂ one or more schemes fﬂT il"llhﬂiﬂng n
. or o section -

Mutual Fund as. “Mutual Fund also called unit trys
inwests the fund of its subscribers in diversified securitieg
. shares in those They malke continuous offering

s -. .  daily by the market value of the securities they

-

concept and the terms ‘Investment Trust’, ‘Investment
: e in American literature. The concept
n e capital of indian capital market but not to intematicnal

: funds can be traced to Belgium where Society General
3802 as an investment company to finance investments in national
fsis. in England the Foreign and Colonial Government Trust was

' for inwesior over & large number of securities. The concept of
' of the 20th century and three investment companies
period gave an impetus to mutual funds culture in US.A.

o i
[

Based investment trust companies.

ed by the Securities and

1
—

PR SARE

e e L

in mutual funds Since then, the concept of mutual funds has

I 1964 when Unit Trust of Indla (UTI) was established in
din Beitish literature but it is considered as synonyim
| .-i' mmmmnﬂwmiamdmmthﬁ

. .-, =L he AMC MAMNEC Trustee as the [rvestment
’ o Exchange

mp .ﬂhmmnd,mwﬂﬂ“;::
':""."'.:""!".'*" Lo mm‘ﬂ“ﬁmm]

4 in Mutual Fund
B s

" _or: Sponsor Is the person who acting alone combination with another box
PO i establishes 2 mutual fund. Sponsor must t‘-ﬂl;bh::h at mm?h ﬂ“ﬂ
I sestment managed and meet the eligibility criteria prescribed under the m.
change Board of India (Mutual Funds) Regulations, 1996, The sponsor is not responsibl
* e for any loss or shortfall resulting from the operation nfﬂmmj;:ﬂ the initia

L]

|

Hion made by it towards setting up of the mutual fund.

ugt: The mutual fund is constituted as a trust in accordance with the provisions of the Indian
- sts Act, 1882 by the Sponsor. The trust deed is registered under the Indian Registration
1908, &
o Trustee: Trustee is usually a company (corporate or a Trustees (body of
= dividuals). The main responsibility of the Mﬂ]ﬁmﬁm of the :::

‘holders and inter alias ensure that the AMC functions in the interest of investors and in
accordance with the Securities and Exchange Board of India (Mutual Funds) Regulations,
1696, the provisions of the Trust Deed and the Offer Documents of the respective Schemes.
Features of both open ended as well as close ended schemes. Interval schemes have been
 permitted by the SEBI in recent year only. The scheme is open for sale or repurchase at fixed
are also traded in the stock exchange.

ipes of Mutual Funds:

fhere are a number of mutual funds to suit the needs and preference of investors. To achisve:

b g objectives of the investors mutual funds adopt different srategies and accordingly offer
ieent schemes of investment. The various mutual funds may be classified as follows:
WAccording to Ownership

eording to ownership, mutual funds in India may be cassified e

1l) Public Sector Mutual Funds: Unit Trust of
of mutual fund business in India since 1963-64.

the second fund was established in India by the

functioning successfully, it was found \onopoly
:;.:.. edium h hold sectors. Thus UTl's in




Jost all their capital in equity. Equity funds again can be of different

o that invest almost exclusively in high quality ‘blue chin' e
2 y in the new, unestablished mnh.hmﬁm&: e
—reciation. Naturally, they have high degree of risk TN

& ;'"--. Funds: Index fund replicates the portfolio of 2 particular CF cormait
fpdex, S&:P NSE. 50 index (Nify), etc. These schemes nvest 1 s seestics ot bt e parpoecd

o the common investors,

" According to Scheme of Operations

The most important classification of mutual funds is on the basis of the scheme of th S s
f‘.,.., s of mutual funds fall under this classification. According to the mjm
aifial funds could be divided into following three categories:- b
' 'ﬂll'lll Ended Scheme: Open ended scheme means a scheme of mutual funds which offers
units for sale without specifying any duration for redemption. These schemes do not have a
fived maturity and entry to the fund is always open to investors who can subscribe It at any
time. Similarly, the investors have an option to get their holdings redeemed at any time. The
funds redeem or repurchases the units/'shares at periodically announced rates are based upon
the net current assets value of the fund. Thus, opened ended funds provide better liquidity
to the investors. In the same manner, the price at which the units are offered 1o the public is

Structure (Source: AMFI)

T _'.,' ik

g to Portfolic

bl

4

Fand: For imvestons who ave more curious for returns, Income funds are floated. -also announced periodically. As an investor can directly purchase and sell units under opened
imcome. Such funds distribute periodically the funds ended schemes, these are not listed. Some of the open ended fund schemes in India are ING o

SR e T . :
by them These funds further splifted up into categories, those that stress " OptiMix Active Debt Muli - FoF Scheme, ICICI Prudential Viery Cautious Plan and
o reiat and those that aftempt to achieve the maximum income [ g "8 ERE RNt T e

ge. Obuiously the higher the expected return, the higher IR ey

T

i} Close Ended Scheme: A closed ended scheme means any schames of “Hﬁ

. : scheme Is specified. Unlike opened ended funds, the
i in the value of the underlying investments | uﬂmhn-hnnﬂﬂl” ﬂ
‘Such funds invest in growth oriented securities which @ '- or sell the '
m of producsi H-hh\gmnﬁmm&nd!ﬂﬂbg
g Houl" ent. An investor who selects such funds shou!

0 of risk. .i“'" h’ﬂ'ﬂﬁﬂtﬂﬂdw market is
e Fund: Balanced fur stock and Could be different from the net asset value.
T ".f::fﬁ-ﬁ- H w m on mm l._ uﬂd |n q_"hhm mw‘ can mh' W
S mwmnﬂﬁﬂﬁ “ eme. Some of the close ended
s other hal
L e ‘ as ﬂ,lhl
bl -".;.':" .=:_._ e o T ™ - M I_rﬂ“'




B ey : wm-hunds. These investments er,

Blre f
avaiable in the market at lower than face g

) Yecal interest will be mﬂhﬂn the face ""'!ﬂ'i.li;:
i i SRR “i bonds .ww shares, Jﬂll‘l!,l Sor
h*wm also, Bond funds may have a tie up I::rl_:
E O eenin price if the subscribers want to sell their bonds af g time
s ot nau 3 fixed amount to the company and some amount )| e
" The chaneholder is saved from the botheration of buying bonds
4 fund will pay less than the face value of bond, thus saving some

4
Y
s i il
.

e, N in a particular type of securities. The funds o,
] -..r._‘r-ﬂ.ﬁn_i‘tﬂi‘_?é*-"-"- m in a particular product firms in a pﬂrticufa!:.
R— InfoTech. Petrochemicals, etc. There are also some Special
oy - e dmce of ives hmmﬂhﬂm“-ﬁﬂyimatmw&mzﬂ

e -“.wdullm!nmd'l securities.

B Eome mutual fund broad base their investible fund borrowings from the
O — and thereby making leverage benefits available to the
nown as leveraged fund. The primary aim of leverage
on. These funds may use even borrowed funds for
" Y a peofit in the future. The cost of raising loaned funds
O shawes & the profit of the leverage fund. The leverage is used to the
wr srage funds indulge in speculative activities to earn more and
ing 1 the fund may indulge in short sales. The reduced price of
e will jenelit the fund. Some other methods may also used to ensure higher

3 I=

g These schemes offer tax rebate to the investor under specific provisions of
c ol g smment offers tax incentives for investment in specified
=55 The contribetons 10 such fund get some concession in income tax. The
861 heep the money with the fund for a certain period called lock up

83 yeass in These funds distribute the profit among the unit

@ven at the current net asset value. A large number
emes, which ensures tax benefits to the subscriber
: &ion in value of units. The amount collected by these
5 and intesest bearing securifies. The net asset value of the units
eid. Generally, income tax payers contribute in thesé

=

Palm R
L™ l.-. -

"..-.- : Mutual Fund means a schemé "-"“:
'Wih the objective of investing exclusively in maney m"':n
Iy iy dated government securities with
. vihike g and or

nds’, the money instruments
b s ol m#

i

%

®

et T
1 o

il
| s

otor Specific Funds: These are th
" ors of industries as specified in the mﬂmﬁz‘hﬁu in the securities of only
" aving consumer goods, petroleum stock, etc. The "E'I;.Iﬂ“ _ M |
e perlormance of the respective sectors, While their Mm'"’“ funds are
= risky compared (o dquI‘_!iﬂ}ed funds. Investors gl may give higher returns, they are

] d or No-load Fund: A load fund is one that

i it, That is each time one buys or sells units in the o PROCERIGE O SEAA SN S
B e e

' more important. Efficient fund may give higher returns in spite of loads.

 ANo-load fund is one that does not charge a commission for entry or exist. That s, no commission
nayable on purchase or sale of units in the jund. The advantage of a no-load fund Is that entire
xipus Is put to work.

|— According to Location

‘Mutual fund can also be classified on the basis of location from where they mobilize fund as:

i) Domestic Funds: These are the funds, which mobillze savings of people with in the country
. where investment are made. Domestic funds can further be sub-divide on the basis of scheme
of operation or portfolio. :
{il) Off Share Funds: Off share Mutual funds are those, which raise or mobilize funds in other |
countries then where investments are to be made. These funds attract foreign saving for ‘

investment in India. i

Foatures or Advantages of Mutual Funds "
A mutual fund is a special type of instifution, which acss a5 & investmant intermedinry and

ber of in such a way that Invessos
Bl s e L e e e

B - r_l.‘.“-._: __..,';l__'r!.} iR




Mutual Fiu

:Mullﬂdi All mutual funds registered with SEB]. . :
sct regulations designed to protect the interests dmﬂhh&m
 re regularly monitored by SEBL - Thaopataficms of S

1
i

e

ol st

snsidered While Investing In Mutual Funds

L investing in 2 mutual fund, an investor must identify his needs i
. mutual funds schemes he should consider the effect of m'rimm‘“ﬂ
" amant, the tie period of investment and the time period of investment and the risk factors. There
B ious types of risk factors as :

" (i) The Risk-Return Trade-off: The most imporiant relationship to undertake is the risk return '
" jrade off. Higher the risk greater the return/loss and lower the refurn/loss. Hence itis up to you

: mmtnrtudecide how much risk you mﬁhﬁuhuﬂrbﬂnﬁpﬂmﬂ
be aware of the different types of risks involved with your investment decision.

P : b it o e .
Th of mutual funds pTGWi e tax aduarlitaﬂi' under the lm m;:esﬂ:;f:cﬁi:%iummﬁaﬂi;ﬂﬁ mlﬁhﬂsﬁ mﬂ m.ﬂ H:” m‘ﬁ
. _ “dm’lﬁ'ﬂﬂ" is.alﬁﬂ 'I'EdU:'_‘E-I.‘_l when he invests in these dzedmmpanhs. This Is km“ﬂﬂﬂm&'kﬂfﬁ-

| @'ﬂﬁ]'m risk: The debt mmgm@dumwt#mwg
sis: | ""uedﬁﬁdmhmdbywmmmdﬁﬁkhmhwﬂﬂwit
e hs ] B0 900 of e CRISIL who rare companies and their paper. A AAA' rafing is considered the safest whereas a

M&mﬂlﬂpﬂnuﬁlhﬁ#ﬂ.

.I . o h;ﬂm&u#ﬁwmﬁtﬁcf large scale economies | 'D) rating is considered poor credit qualits A - - am—

s} Inflation Risk: Things you hear people 12k 10 . 1

e e e e
S Tt | e e T

r _A_--_._--. = ; de Ei_]' I;:ap = | : x ##F_ 5 “
TR W-h“mwwm“f Pﬂtﬂnhﬂ] o p:iwl ' could at the time of the inestment. This with some ivestment in equities might heip

um 25 they invest in & diversified basket of selected securities and also due 10 well-diversiied portfolio

o e kg e il s on your investment, A

R S #: : uﬁﬁ-ﬂdfﬂh h?'he B | mitigate this risk.

| The Bt 2ad monitoreo — ) . In a fros market S0P s as well as equiies. I intesest miss:

ooty The SEBI (Mutuai funds) Regulation, 1996 which have replaced “‘; e '
=l u—ﬁm - Mﬁh investors, impart a greater degree

Managesment: Mutusl funds provide the services of experienced “fw’”,ﬂ

% By & dedicated investment research team that analyses the scheme.
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gments. T ¢ mutual fund s that Investment made in its schemes ¢

b * e ml-_w ml'ﬂlh]l'ﬂ an hl'ﬂkmg?,‘ d‘?lﬂ-'l_.?, E::
e mm fund in India is required to ensure liquidity,
I : "'ﬂi"éﬁ*’ - M can w the mutual fund to repurchase units ay
'IE'.',-.,-r':-"ﬁ: e o (NAV). In case of dose ended schemes, units can ensily be solded |

- Net
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invest in large mn‘rbﬂ' of mmpanies and are managed
.M— A small investor, on the other hand., may not

.h e ﬂ

unds have large investible funds at their disposal and thus

investment plans to its subscribers such as regular

flexdble
| dividend reinvestment plans, etc. Thus, an investor
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mhm_
'lﬂnﬂmhmnﬂthnnmﬂ.l Shad el I;

ual fund shall appoint trustees in accordance with e . I_I-.. -
s lo b :flwﬂed as a trustee unless: mhmmﬂ
" (a) heis a person of abilty, integrity and standing: and
’F" has not been found guilty of moral turpitude; and -
{(c) has not been convicted of any economic offence or volation of L '
.';-'a." has furnished particulars as specified in Form C. —— ]
(e) No asset management company and no director (including independent directar), c

or employee of an asset management company shall be T
trustee of any mutual fund. eligible to be appointed as &

i thet sponsors will not be able to use the corpus of funds
L aohnes sponsor 8 any person who, acting alone o |
s o S— jishes a mutual fund. In other word, a mutual fung
e -..:'::i',é;_:;_;;__._a LE '-:‘ﬁ_wi SBI mutual fund sponsorad hly State
oub | ors have to comply with following regulation laig

(i No person who is appointed as a trustee of 2 mutual fund shall be i
as a frustee of any other mutual fund: ww ]

(g) Two-thirds of the trustees shall be independent persons and shall not be associated with
the sponsors or be associated with them in any manner whatsoever :

has io file and application for registration of a mutual fund
e anolication fee of T 5,00,000. The sponsor must furnish ~(h) In case a company is appointed as a trustee then iis directons can act as trustees of any

IT"" x may be required by the board. .‘ other trust provided that the object of the trust is not m conflict with the object of the
ssor may be granted a certificate of registration provided the mutual fund. :
e e _ . ey, = ~ (C) Rights and Obligations of the Trustees (Regulation 18) .
) cund wack recc .ﬂp_ﬁ:maﬁmputahmuffalmeasandmtegmymaﬂ H” A mmmmﬂ‘-“mh k-

paciions for bot fess than O years. : into an investment management g l —
jsting muual fund. such fund is in the form of a trust and the frust @ ,T:#mm n‘ m,.ana! ment agreement shall contain suth ih. DR,
- Y e investmen m
by the Board, ﬂ}efnﬂhschedulﬂﬁﬂdm“"#--“ | purpose -

pributed atleast 40% of the net worth of AMC . B ket

r 1h@‘f: the ars who will act as trustee for the mutual Fund.

anage a1 " erate the scheme of such funds.

o keep custody of the securities or gold
| e et - e mkitiiol fund and grant

' A
snsor after it pavs i&eulfﬁ'-mrum
e i p Lﬁlhﬂﬁﬂmnd

financial yea!




_ at an asset management company has been
ensare B9 g securities transactions with brokers ap,g “ﬁmt in
e company has not given

= management any
ensis Im#“mwnfmﬂﬂﬂmalﬁ of ﬁET;:e:
vantages = " manner detrimental to interest of the unit holders,
4o the transactions entered into by the asset man
g . Hwﬂﬂﬂw scheme, A%emen;
oo dhat the asset management company has been managj
e - iy of other activities and have taken adequate str::t:
e e are not being compromised with those of any other scheme or of gipg,
. Hihmdhnﬂmhﬂgament company are in
on of these regulations.
shall be accountable for and be the custodian of the funds and property of
e smes and shall hold the same in trust or the benefit of the unit holders
he tustees shall tahe steps to ensure that the fransactions of the mutual fund are in
* accandance with th provisions of the rust deed.
tustoe shall be responsible for the calculation of any income due to be paid to the
‘of any income received in the mutual fund for the holders of the
: % in ac nce with there regulations and the trust deed.
s shall quanterly review all fransaction carried out between the mutual funds
it & and its associates.
iy review the net worth of the asset management company
, ensure that the asset management company make up the
+1 0 b segulation (1) of regulation 21 .
fodically review all service contracts such as custody arrangemen's

E
3 -
B | o

and satis _“‘liltmdlnunt'nctsmmcmndinw

* that theve & 1 conflict of interest between the manne”
 the asset management company and the interest of ¥

R Mﬂmﬂlmﬂﬂlﬂuﬂmalﬂm:m -
"+ «amort on the activities of mutual fund, N
H:ﬂrﬁﬁ:lﬁ stating that the trustees have satisfied themsel
te to the effect that the asset = L
. stee shall exercise due diligence as under:
" (i) The trustee shall be discerning i the appointment of the directors on board of AMC.
" Trustee shall review the desirability of continuance of the AMC if subs Fantail
wﬁamnththuﬂMmﬂ-Mh-ﬂg
e that the trust property is properly protected, held and
" E;mﬂ;yﬂﬂmmw:mm&lﬂm _.
(iv) The trustee shall ensure that allservioe providers are holding appropriate registrRlicns
hﬂmmebnmﬂmmmedmgﬂmym

d -
{v) The trustees shall arrange for test =
(vi) Trustees shall :mediately report to board of any special development the mutual
fund

~ (B) Specific Due Diligence

(i) Obtain internal audit repm'ﬁﬂ”ﬂ'-*""' e

ﬂp‘pﬂintﬂdhythem ﬂmﬁ“_hﬂ'
(i) Obtain compliance S
(iii) Hold meetings of Tustee
(iv) Mujntainmwﬁﬁdﬂ’lw
of meeting.




B sition s managemment of AMC
j',l: of Asset Management Company (g,
.' "‘I‘,T

=
PPl e

A

L6 S — professional experience i financ
g AN S o fed nd ot found guilty of moral turi o,
p i ;ﬂm o affEnc ‘or violation of any securities laws. )

e AMC has not been working for any AMC or mutual f

dofthe " ration has been suspended or cancelled at m:nﬁﬂ:

oo __dﬁmwﬂmﬁftypermntdiremum.whnamma,
are] of direcit mmw&hﬁ'ﬂsﬁm" or any of its subsidiaries

MC is not a trustee of any mutual fund.
any has a networth of not less than rupees ten arores,

; = under SEBI regulation shall with in a period
e date of nofification of these regulations increases its networth to

msidering an application with reference to the matter specified in
t approval to the AMC.

ons 1o be complied with Regulation 22:
\tncler sub-eguation (2) of regulation 21 shall be subject to the following
C shall not held the office of the director in another asset M3t

Epend mtag;lhﬁﬂnil}nfmgulaﬂunﬂlﬂﬂd
eMment LOMp of which such person is a director, has

(64)

(6B)

(7)

AMC

'+ Company and its Obligation (Regulation 25):

mmmm&mmmmmnm“
n{hmdawrﬁningmwﬂmhuumh-hw

and the trust deed.
mﬂdmﬂmudmhihwmuuﬂh

.‘Mw other persons engaged in same business.

be responsible for the acts of commissions or omissions by its employees

shall
A L\HMN:EMM whose services huwham;:mwdbyﬂuﬂﬂ

AMC shall
Ttnm:stﬂﬂnttherequmtafﬁﬂcw Mﬂuﬁ.ﬁﬁl'ﬂm

provided that such termination shall
“ccepted and termination of assignment and

the asset management -.

submlttnﬂumwmidﬂym‘mhﬂﬂnﬂ

position oF office.

company shall ensur® ",
requlations and the quidelines of €

that the investments made bi: :: ;‘:‘d
and shall also be ib

fund. il
The fund managers in
objectives of the scherme 2

shall deal In
P;;M:mwuﬁaw“”
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PURSER g with their interest in other compay,q,

i b .‘

g — . F

e direcie ﬂhﬂm*iﬂlhﬂﬁ“ﬂdmm.&“
i mCUTINES = curities at the end of each financial yeq,
pol aopis™ who has been found guily of any
R ion of securities low.
-‘whippmﬂlxﬁ..

- wlﬂﬁapﬂﬁnnwhnhasm
o the business of custodian of securities under the
o of securities) Regulation. 1996,

. safie heep of securities. He performs following

dividends) accruing to the dient in respect of

3 K -
" e o

-t '#uhﬂdwaﬂm mutual fund. The

R

—_—

_‘ | fund may be evaluated by an investor on the following parameters in the long run.

I W’:’ of dividend plus capital appreciation a refurn can be calculated as follows:

( Inmlll Ratio: Income ratio indicates the eaming potential of

_ of Mutual Fund Schemes
. broadly two aspects on the basis of which any schemes of mutual fund r

Jative Aspect
cannot speculate and earn profits by sale or purchase of mutual fund units in the §

e
& -
-y Criy 1 T -

iation in the value of Investments: A mutual fund that ensures higher otz
ts is likely to be considered by the investors Return inchudes any

T ]

Capital appreciation + Dividend - ‘

Met value in the beginning ‘qi

NAV at the end - NAV at the beginning} + Dividend -
Net value in the beginning

-
can calculate as follows: ,




- wﬁ.l ( Regulation 30)

oM  in respect of every scheme shall be in conformity with the Adwertisement
oo in Appendix B and shall be submitted to the Board within 7 deys from the
" S

i eament for each scheme shall disclose investment objective of each scheme.
g staements (R
Ik '._:'-'.i-_'_ p— [ﬂ.ﬂd ,u,d\fﬂrhﬂm
'r  hich are incorrect o1 ..

ose Ended schemes ( Regulation 32)
scheme shall be listed in a recognised stock exchange within six months from

egulation 31)
ent materials shall not be misleading or contain any staternent

f ﬂ Cl

' _ﬁmﬂhm o
 Thus qualitative aspects mostly focused on the of servi fay SO% .
*‘:ﬂ#-ﬂd Iu:-d-nt Scheme may rﬂ!ﬁn out to ﬁiﬁiﬁﬁjﬁ:&:m after ‘r j the subscription:
iy Wﬂh“ﬂhﬁwmwmm indifferent attitude of the sponsor fﬁ:,i;hf aided that listing of close ended scheme shall not be mandatory:
> | iha said scheme provide for periodic repurchase facility to all the unit holders with restriction,
* fany, on the extent of such repurchase; or
special classes of persons like

-
| s | schem des fi th
, . [ the said e provides for montniy income or caters 1o
(A) Procedure for Launching of Schemes u;;ﬂdhm women, children, windows or physically handicapped or any special class of
ersans providing for repurchase of units at regular in . of

1 Ne
-_; r e h_.ll;:hr i:::ﬂ management company unless such scheme is
X u:_‘ 1-1_: h:: " : document has been filed with the Board. [l |4l fhe details of such repurchase
r rastusl document of each scheme pay filing fees of |l ilithe sald scheme opens for repurchase

facility are clearly disclosed in the offer document; or
wthﬁmbddmmu'd“MH’lidnﬂﬂd

(B) Disclosures in the Offer Document '
ermm are : ¢ lithe said scheme Is a capital protection orlented scheme.
o make informed investment deck ﬂ:dﬂiquate in order to enable the investors e
- Proposed to be made by the scheme in the listed g the disclosure on maximum investiments fRepurchase of Close Ended Sc hemes (Regulation 33)
) 'i_'h Board may in the interest of invest securities of the group companies of sponsor * Urits of a close ended scheme, other than those of an equity linked savings scheme, launched
-““ill*mm the asset management company to carry S o H‘afh: the commencement of the Securities 8 Exchange Board of India (Mutual | unds)
31 0 mccnhon e spmen by e oo e o {Amendment) Regulations, 2009 shall not be pefore the end of matuty perod
M Board in the offer documents within 21 workind 5 ke scheme
oo o gulton 32 may becpen o

-. _’:" of close ended schemes rdurri:d to in the if the ;mn and minimum

ity redemption at fixed predetermin intervals redemption been
.-'F'Ndﬁmpﬂonuftheuniumdﬂﬂpﬂmdm*u o

¢ . edin the offer document. anded scheme:

M o cose endied scheme may be converts and the period of such

o
_

the sseet
management company may issue the offer document




" units (Regulation 27)
ot Unts (0o wise restite or prohibite under th scheme, shall b fres

B s i e Wl ik pecioc of any Equity
H’Mﬁﬂﬂlﬂm 1 linked sy o grtificate Un
shall & e 3 R o it 62y act of parties o by operation of law,
B : ”mﬂﬂ in the offer dunmwm_] IS der, in @ close ended :;-heme mn a recognised stock exchange, who desires |
B e st v ol b s e s chme: o Gt i old units n dematerialse?
*ﬁ‘#ﬂiﬂmhﬂi of subscription it may retain: provid 24 t company shall, on production of instruments of wransfer together wit
L e Eins the oversubscription referred to me? that where e 8% it certificates, register the transfer and return the unit certificate to the transfese
the applicants sepiving up o five thousand units shall be given ful allotmer = (0}, ail IS hiry days from the date of such production: Provided that i the units are with &
~ the ovensubscription mentioned in ciause (b). Subject to B il :uchun’tt“’mhe““”ﬂembhm“m'dmmmmu'ﬁumﬂh“:m e
@ The  fand and asset management company shall be liable to refund the app ¥ nge Board of india (Depositories and Participants) Regulations, 1996.
i . catian s
i) Hehe mutual fund fails 1o recaive the minimum subscription amount ref agarante@c Returns {Rﬂﬂ“l“l‘““ 38)
{a) of subvegueton (1). erred 1o in clayse |;_"'-_"': - teed returns shall be provided in 2 scheme,
) 1f the moneys received from the applicants for units are in excess of subscrip « such returns are fully quaranteed by the sponsor of the asset management company;
on as B e 4 staternent indicating the name of the person who will guarantse the return, is mads

nebermed 1o in ciause (b) of sub-regulation (1).

" (8 Any amount refundable under sub-regulation (2) shall be refund
el ed within a period
from the date of closure of subscription list, by Registered ﬁn-ﬂnib; h ﬂﬂ:

{¢) The manner in which the guara

ntaei&mbemzthubﬂnmtedmmiaﬁndnmnﬂ

:" <8 d “AC. Payee” to the applicants.
'{u ! . hmi;:mh m"'"‘ﬂ’ the period specified in subregulation (3| sital Protection Oriented Schemes (Regulation 38A)
e per pay inferest to the applicants at a rate of orotection oriented scheme may be launched, subject to the following:
credit rating agen<y trom the viewpoint of the

4 _ h . I
on the axpiry of five working days from the date of closure of the units of the scheme are rated hS" a mgi!lﬂliﬂ I'I'"ﬂﬂ therein
pﬂ:‘tﬂtﬁﬂnufdﬂm' i .

» . ability of its portfolio structure 10 attain
I'tluhune is close ended; and
nts as may be specified by the Board in this

or
Statement of Accounts (Regulation 36)
".i?} is compliance with such other requireme

. ﬂ-—-.-—q?mb h.mwm'_“ whose applications has been
specifying the number of units allofted

& 3000 &= possile
 con of the & "':;:IH than five -.ﬂrung days from the date of [N
gompany shall imue the unit certiicates applicant so Jesires, the asset management 18 Winding U
| e—— e applcant within six weels of the rece o [ -ME;?iﬁ;EluuMwmﬁmdmm in the scheme on the
! o bphcant i & cowe ended scheme whose application 'mmmaunmumnummmmnhﬂupﬂﬂhlwﬂum
:f“ _,_ - n-:; accounts or 1o ;mmiﬁiﬂﬁjﬂi 2 Ache (4) of regulation 2. the amount due to the unit
w.'*‘“‘“‘m-ﬂ ru “hh-‘. to such applicant, a statement of accounts RN * of a mutual fund may be wound up, after repaving

vkttt T o later applicant or issue units in dematerialised form . es the scheme

. % working days from the date of closure of th initial A i“:ﬂhuppuningdanymmﬂ+hnwﬂhm
S pﬂtl_ﬁﬂﬂjﬁl’m

':'H‘l In .l.-.: .:I'Ix“m_ ; e w cent uf ﬂ- “ni...w dlw

d scherme e o 3 g% U7 in dematerialised form to o unit h _
o hokde” #ock exchange within mwﬂ"dﬂﬂwalw ~ be wound up; or
o e o ) fthe Board so directs in the ineres
e tenth day of month, detallind all ™4 o8 scheme is to be wound up
of succeeding osing the circumstances leading '



rinancial ivarxket Uperations

) In two daily newspapers having circulat
v dmd-ﬂngﬁtlu place where the mutual fund is formed

0) Effect of Winding Up (Regulation 40)
( l.?)n and from the d.t.guf l:l publication of notice the trustee or the asset management comp,
as the can may be, shall: |

(a) Cease to carry on any business activities in respect of the scheme so wound up;

(b) Cease to create or cancel units in the scheme;

(¢) Cease to issue or redeem units in the scheme.

(P) Procedure and Manner of Winding Up (Regulation 41)

(1) The trustee shall call a meeting of the unit-holders to approve by simple majority of th
unitholders present and voting at the meeting resolution for authorising the trustees or ap
other person to take steps for winding up of the scheme provided that a meeting of the ung
holders shall not be necessary if the scheme is wound up at the end of maturity period of th

scheme.
(2) (a) The trustee or the person authorised under sub-regulation (1) shall dispose of the a
to the assets of the scheme concerned in the best interest of the unit-holders of tha
scheme.

{b) The proceeds of sale realised under clause (a), shall be first utilised towards discharge
of such liabilities as are due and payable under scheme and after making appropriate
provision for meeting the expenses connected with such winding up, the balance shal
be paid fo the unit-holders in proportion to their respective interest in the assets of the
scheme as on the date when the decision for winding up was taken.

(3) Onthe mpletko*n of the winding up, the trustee shall forward to the Board and the unitholders
a report on the winding up containing particulars such as circumstances leading to the winding
4p, the steps taken for the disposal of the fund before winding up, expenses of the fund for

-m“ﬂh" j;:ﬂmmm‘ available for distribution to the unit-holders an d a certificate from the

(4) The provisions of these regulations in respect of disclosures of half-yearly reports and annual

reports shall continue to be applicable unit winding up is completed or the scheme ceas® 0

Winding up of the Scheme (Regulation 42)
After the receipt of the report under sub-regulation (3) of regulation 41, if the Board is ﬂﬂgﬁ;‘g
have been complied with, the scheme shall €2

Delisting of Units (Regulation 42 A)

The units of a mutual fund scheme shall age I
mmwmﬂm"myb«m:b:‘;?d R from a recognised stock &



