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Basics of Capital Market

Indian Financial Market, has been one of the
oldest across the globe and is definitely the
fastest growing and best among other financial .
markets of the emerging economies. | INTRODUCTION TO FINANCIAL MARKETS

Suitad for readers with no background in finance

Indian Financial market is one of the well-
developed markets in the world. '

Founded in 1875 in Bombay, after almost eight decades, BSE became the first
Stock Exchange to be recognized by the Indian Government on 31st August, 1957
underthe SCRA, 1957 and switched to electronic trading system in 1995.

BSE is the world’s 7th largest Stock Exchange with an overall market capitalization
above USS$2.8 trillion.
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o It facilitates globalized and channelization of savings into the most
productive uses.

¢ It helps in determining the price of the securities, on the basis of their
demand and supply in the market.

o It provides liquidity to tradable assets, by facilitating the exchange, as
the investors can readily sell their securities and convert assets into
cash. :

e It reduces cost by providing valuable information, regarding the
securities traded in the financial market.

e It facilitates exchange of assets without physical delivery.

Money Market is a segment of the financial market where borrowing and
lending of short-term funds take placehaving a maturity of one day to one
year.

In India, this market is regulated by both RBI (the Reserve bank of India)
and SEBI (the Securities and Exchange Board of India).

The market consists of negotiable instruments havingecharacteristies of
liquidity (quick conversion into money), minimum transaction costs and no
loss in value such as treasury bills, commercial papers, certificate of
deposit, ete.

Capital Market is a part of the financial system that isconcerned with the
industrial securities market, government securities markets, and long-
term loan market.

A market that serves the medium & long-term liquidityneeds of borrowers
& lenders.

This market is also referred to as the barometer of the Economy.

It deals with instruments like shares, stocks, debentures and bonds.
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The major objectives of capital market are:

To mobilize resources for investments.

To facilitate buying and selling of securities.

To facilitate the process of efficient price discovery.

To facilitate settlement of transactions in aceordance with the
predetermined time schedules.

YV V VY

Securities Market is a place where companies
can raise funds by issuing securities such as
equity shares, debt securities, derivatives,
mutual funds, ete. to the investors (publie) and
also is a place where investors can buy or sell
various securities (shares, bonds, ete.)

FUNCTIONS OF SECURITIES MARKET

Securities Market -~

v is a link between investment & savings

mobilises &5lobalized5 savings

provides Liquidity to investors

is a market place for purchase and sale of securities.

AR

Securities market has two inter-dependent & inseparable segments
which are as follows-

Primary Market:

The primary market deals with the issue of new instruments by the corporate
sector such as equity shares, preference shares and debt instruments.

Central and State Governments, various public sector undertakings (PSUs),
statutory and other authorities such as state electricity boards and port trusts
also issue bonds/debt instruments.

STUDY CIRCLE 82868 81716 | 77383 05533




|

Page |6

The primary market in which public izzue of zecurities i made through a
prospectus is a retail market and there is no physical location.
It is alzo known acs Initial Public Offer (1PO) Market.

The secondary market or stock excHange is a market for trading and
cettlement of securities that have already been iczued.

The secondary market providez a trading place for the securitiez already
izzued, to be bought and sold. It also provides liquidity to the initial buyers in
the primary market to re-offer the securities to any interested buyer at any
price, if mutually accepted. ‘

It is also known as Further Public Offer Market (FPO).

through initial Pubglc Offer (IPO)

Basls for comparison - Pﬂmarg Marker Secondary Market
Meaning The market plucé for Issuing fresh | The market place for trading atready
secunties i issued securities
Objectives Toralse funds | _ Capital Appreciation
Scope Includes Issuance of new securlties | Includes the further trading of

securities already offered to the pubtic

Another name

New Issue market { IPQ Market

After Issue market / FPO Market

Purchasing of securities

Investors can plirchase securitles
directly from the Company

Purchase and sale of securities Is done
by the Investors among themselves

Financing

Primary morket prévldes funds to new
and otd companies for thelr expansion
and diversification-

it does not pi'owde fundlng' to
companies

Parties to transactions

Company and Investors

Investors among themselves

Major Intermediaries

Underwriters

Brokers

becomes the capital of the compahy

Price Price as given In the offer document / | Price fluctuates le. depends on
red herring prospectus _ demand and supply forces
Utllisation of fund Fund gained from primary market | Fund recelved from secondary market

becomes income of investors
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REGULATORY FRAMEWORK FOR SECURITIES MARKET

Regulatory Framework for
| Securities Market in India

T
- l . [ 1
| Securities —
The SEBI Act, Contracts o The Companies
Depositories
1992 | {Regulation) Act, 1996 Act, 2013
Act 1956 .
— -
| to protect to regl;llatcr ‘ to main;ain z;nd 1o set out the Code of
| vest'ors and transact!qns n trans ir [} . Conduct for Corporate
evelop and securlhesr ‘ ownership o e 1) AElEeram (o e i,
regul.a'te e En Gemire! de"‘,a.‘ allotment and transfer of
securities over stock | securities securities and discloures to
: markets EXciiaiges ' be made in public issue

Qualified Institutional Buvers

Qualified Institutional Buyers (QIBs) are investment institutions who buy the
shares of a company on a large scale. QIBs are those institutional investors
who are generally perceived to possess expertise and the financial proficiency
to evaluate and to invest in the Capital Markets.

According to Regulation 2(1)(ss) of Securities and Exchange Board of India
(Issue of Capital and Disclosure Requirements) Regulations, 2018,

Quatlified Institutional Buyer comprises of —

a) a mutual fund, venture capital fund, Alternative Investment Fundand
foreign venture capital investorregistered with SEBI

b) foreign portfolio investor other than individuals, corporate bodies and
family offices;

e) a public financial institution;

d) a scheduled commercial bank;

e) a multilateral and bhilateral development financial institution;
f) a state industrial development corporation;
g) an insurance company registered with the Insurance Regulatory and

Development Authority;
h) a provident fund with minimum corpus of twenty-five crore rupees;
i) a pension fund with minimum corpus of twenty-five crore rupees;
J) National Investment Fund set up by the Government of India;
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k) Insurance funds set up and managed by army, navy or air foree of the
Union of India;

)} Insurance funds set up and managed by the Department of Posts,
India;

m)  Systemically important non-banking financial companies.

Foreign Portfolio Investor

Foreign Portfolio Investor (FPI) means a foreign resident who wishes to invest
in India with prior registration with SEB! under the SEBI (Foreign Portfolio
Investors) Regulations, 2014 (FPI Regulations).

In other words, an FPI is a person who satisfies the prescribed eligibility
criteria and has been registered under the FPj Regulations. '

Category | FPIs include:

a) Government and Government related investors such as central banks,
sovereign wealth funds, international or multilateral organizations or
agencies including entities controlled or at least 75% directly or indirectly
owned by such Government and Government related investor(s);

b) Pension funds and university funds;

¢) Appropriately regulated entities ﬁuch as insurance or reinsurance entities,
banks, asset management companies, investment managers, investment
advisors, portfolioc managers, broker dealers and swap dealers;

d) Entities from the Financial Actioﬁ Task Force member countries, or from
any country specified by the Central Government by an order or by way of an
agreement or tredty with other sovereign Governments, which are—

l.appropriatelyregulated E ; funds;
ll. Unregulated funds whose investment manager is appropriately regulated
and registered as a Category | foreign portfolio investor.However, the
investment manager undertakes the responsibility of all the acts of
eommission or omission of such unregulated fund;

. University related endowments of such universities that have been in
existence for more than five years.
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D) An entity

(A) whose investment manager is from the Financial Action Task Force
member country andsuch an investment manager is registered as a
Category | foreign portfolio investor; or

(B) which is atleast seventy-five per cent owned, directly or indirectly by
another entity, eligible under sub-clause(ii), (iii) and (iv) of clause (a) of
this regulation and such an eligible entity is from a Financial ActionTask
Force member country. However, such an investment manager or
eligible entity undertakes the

responsibility of all the acts of commission or omission of the applicant’s
seekingregistration under thissub-clause.

Category Il FPIs include all the investors not eligible under Category | foreign
portfolio investors such as — :

% appropriately regulated funds not eligible as Category-I foreign portfolio
investor;

endowments and foundations;
charitable organisations '
corporate bodies;

family offices;

individuals;

appropriately regulated entities investing on behalf of their client, as per
conditions specified by the Board from time to time;

Unregulated funds in the form of limited partnership and trusts.

9, ) 9, 9 2 )
0.0 0‘0 0’0 0.‘ 0.0_ 0.0

9,
o®

L)

Alternative Investment Funds

According to SEBI (AIF) Regulations, 2012, “Alternative Investment Fund”
means any fund established or incorporated in India in the form of a trust or a
company or a limited liability partnership or a body corporate which —

a) is a privately pooled investment vehicle which collects funds from
investors, whether Indian or foreign, for investing it in accordance with
a defined investment policy for the benefit of its investors; and

b) is not covered under the SEBI (Mutual Funds) Regulations, 1996, SEBI

(Collective Investment Schemes) Regulations, 1999 or any other
regulations of SEBI to regulate fund management activities.
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However, the following shall not be considered as Alternative Investment Fund
for the purpose of these regulations; -

. Family trusts

ESOP Trusts

. Employee welfare trusts or gratuity trusts

iv. Holding companies

V. Other special purpose vehicles

Vvi. Funds managed by globalized company or reconstruction company
i. Any such pool of funds

-
"~ eme  emy
.

Categories of AIF:SEBI has classified three categories of AlIF: -

Category | Category N Category Il

Funds that jnvest in Funds that do wot fall in  Funds that empiloy
start-up or early stage Categories ! and Il of AIF diverse or complex
ventures or social and those that do wot trading strategies anrd
ventures or Small undertake leverage or wmay employ leverage
Medium Enterprises or borrowing other than to including through
infrastructure or other wmeet the permitted day investment in listed or
sectors which the to day operational unlisted derivatives, for
govermment or requirement meluding eg. Hedge Funds. SEBI
regulators consider as Private Equity Funds or has allowed the Category
socially or economically Debt Funds. il of AIFs to participate
desirable which include in the commodity
VCF, SME Furnds and . derivatives market.

such other AlFs as

specified i regulations.

Venture Capital

1

"Venture Capital Fund” means an Alterncative Investment Fund which invests
primarily in unlisted securities of start-ups, emerging or early-stage venture
capital undertakings mainly involved in new produets, new services,
technology or intellectual property right based activities or a new business
model and shall include an angel fund.
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Private Equity

Private equity is a type of equity (finance) and one of the asset classes who
takes securities and debt in operating companies that are not publicly traded
oh a stock exchange.

Private equity is essentially a way to invest in some assets that isn’t publicly
traded, or to invest in a publicly traded asset with the intention of taking it
private.

Capital for private equity is raised from retail and institutional investors, and
can be used to fund new technologies, expand working capital within an
owned company, make acquisitions, or to strengthen a balance sheet.

Private equity investments can be divided into the following categories:

a) Leveraged buyout (LBO):

A leveraged buyout is a financial transaction in which a company is
purchased with a combination of equity and debt, such that the
company’s cash flow is the collateral used to secure and repay the
borrowed money.

This refers to a strategy of making equity investments as part of a
transaction

in which a company, business unit or business assets is acquired from
thecurrent shareholderstypically with the use of financial leverage.

b) Venture Capital:
VC is financing that investors provide to start-up companies and small
businesses that are believed to have long-term growth potential.
It is a broad sub-category of private equity that refers to equity
investments made,typically in less mature companies, for the launch,
early development, orexpansion of a business.

¢c) Growth Capital:

This refers to equity investments, mostly minority investments, in the
companies thatare looking for capital to expand or restructure
operations, enter new markets or finance a majoracquisition without a
change of control of the business.
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Angdel Fund

Angel fund refers to money pool created by high networth individuals or
companies (generally known asAngel Investor), for investing in start up
business.

Angel fund is defined in SEBI (Alternate InvestmentFunds) (amendment)
Regulations, 2013 as a sub-category of Venture Capital Fund under category -
AlFthat raises funds from dangel investors and invests in accordance with
regulations specified by SEBI.

An angel investor or angel (also known as a business angel, informal investor,
angel funder, private investor, or seed investor) is an affluent individual who
provides capital for a business start-up, usually in exchange for convertible
debt or ownership equity.

Anchor Investors

e Anchor investor means a Qualified Institutional Buyer (QIB) who makes
an application for a value of at leastl0 crore rupees in a public issue on
the main board made through the book building process or makes
anapplication for a value of atleast ~ 2 crore for a public issue on the
SME exchange made in accordance withChapter I1X of the SEBI (ICDR)
Regulations, 2018.

¢  Minimum of 2 and maximum of 15 such investors shall be permitted for
allocation above "2 crore and upto ' 25 erore, subject to minimum
allotment of "1 crore per such investor.

e In case of allocation above "25 crore; a minimum of 5 such investors and
a maximum of 15 such investors for allocation upto 25 crore and an
additional 10 such investors for every additional "25 crore or part
thereof, shall be permitted, subject to a4 minimum allotment of "1 crore
per such investor.

¢ The bidding for anchor investors shall open one day before the issue
opening date allocation to Anchor Investors shall be completed on the
same day.

o Shares allotted to the Anchor Investor shall be locked- in for 30 days
from the date of allotment in the public issue.

*  Upto 60% of the portion available for allocation to QIB shall be available
toanchor investor(s) for allocation and one-third of the anchor investor
portion shall be reserved for domestic mutual funds.
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High Net Worth Individuals

HNIs or high net worth individuals is a class of individuals who are
distinguished from other retail segment based on their net wealth, assets and
investible surplus.

Individuals with over ~ 2 crore investible surplus may be considered to be HNIs
while those with investible wealth in the range of ~ 25 lac - ~ 2 erore may be
deemed as Emerging HNIs.

In USA context, HNIs means those individuals who have assets in excess of
UsS$1 million, which includes investable and liquid financial assets and
excludes personal assets, real estate and collectibles.

With regard to IPO, if an individual applies in an IPO in excess of Rs. 2 lakhs,
such individual shall fall under the HNI category and other investors (under Rs.
2 lakhs), shall be considered das a retail investor.

Pension Fund means a fund established by an employer to facilitate and
organize the investment of employees’ retirement funds which is contributed
by the employer and employees.Pension funds are commonly run by some sort
of financial intermediary for the company and its employees like National
Pension Scheme (NPS) is managed by UTIAMC although some larger
corporations operate their pension funds in-house.

Legislations

There are three defining Acts for pensions in India:

1. Penzions under the EPF & MP Act 1952:These include the Employees,
Provident Fund, Employees, Pension Scheme, and Employees, Deposit
Linked Insurance Scheme.

2. Penszions under the Coal mines PF & MP Act 1948:These include Coal

mines provident fund, Coal inines pension scheme & Coal mines linked
insurance scheme.
3. dratuity under the Payment of gratuity Act, 1972: There are other

provident funds in India like Assam Tea Plantations PF, J&K PF, and
Seamens PF ete.
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Equity shares

According to Section 43 of Companies Act, 2013 ““equity share capital”’, with
reference to any company limited by shares, means all share capital which is
not preference share capital. It furtherprovides for equity share capital (i) with
voting rights, or (ii) with differential rights.

RIGHTS OF EQUITY SHAREHOLDERS

a) right to participate in, and ta be sufficiently informed of, decisions
concerning fundamental corporate changes,

b) opportunity to participate effectively and vote in general shareholder
meetings,

c) Being informed of the rules, including voting procedures that govern
general shareholder meetings;

d) opportunity to ask questions to the board of directors, to place items on
the agenda of general meetings,and to propose resolutions, subject to
reasonable limitations,

e) Effective shareholder participation in key corporate governance
decisions, such as the nomination andelection of members of board of
directors,

f) exercise of ownership rights by all shareholders, including institutional
investors, ‘

g) adequate mechanism to address the grievances of the shareholders.

Shares with Differential voting RigHt:

Shares with differential voting rights (“DVR”) refer to equity shares holding
differential rights as to dividend and/ or voting.Section 43(2) of the Companies
Act 2013 read with Companies (Share Capital &Debenture) Rules, 2013 provides
that companies ecan issue equity shares with differential rights subject to the
following conditions including:

s Articles of association of the ecompany must authorize the issue;

e The voting power in respect of shares with differential rights of the
Company shall not exceed 74% oftotal voting power inecluding voting
power in respect of equity shares with differential rights issued atany
point of time;

o Approval of shareholders by passing ordinary resolution in General
Meeting;

e The Company should not have defaulted in:

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 15

a) filing annual returns and financial statements for the last three
years;

b) repayment of matured deposits or declared dividend;

¢) redemption of its preference shares/debentures which are due for
redemption;

d) repayment of term loan taken from any public financial
institution or state level financial institutionor from a scheduled
bank that has become due and payable;

e) statutory dues of the employees of the company.

Preference Shares

Preference shares are that part of a company’s share capital which carry a
preferential right to:

a) dividend at a fixed rate or amount; and
b) repayment of capital in case of winding-up of the company
Note:No company shall issue preference shares which are irredeemable.

Debentures

Section 2(30) of the Companies Act, 2013 defines debentures. “Debenture”
includes debenture stock, bonds or any other instrument of a company
evidencing a debt, whether constituting a charge on the assets of the
company or not.

The important features of a debenture are:

1) It is issued by a company as a certificate of indebtedness.

2) It usually indicates the date of redemption and also provides for the
repayment of principal and payment of interest at specified date or
dates.

3) In case of secured debentures, it creates a charge on the undertaking or
the assets of the company.

4) Debentures holders do not have any voting rights.

5) Company shall pay interest, irrespective of profits.
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¢ Fully Convertible Debentures (FCDz):

These are converted into equity shares of the company with or without
premium as per the terms of the issue, on the expiry of specified period
or periods. !

e Non Convertible Debentures (NCDs):

These debentures do not carry the option of conversion intoequity shares
and are therefore redeemed on the expiry of the specified period or
periods. :

These may consist of two kinds namely-convertible and non-eonvertible.
The convertible portion is to be converted into equity shares at the
expiry of specifiedperiod.

However, the non-convertible portion is redeemed at the expiry of the
stipulated period.

» Optionally Fully Convertible Debenture (OFCD)

The Optionally Fully Convertible Debenture is a kind of debenture which
can be converted into shares at theexpiry of a certain period at a
predetermined price, if the debt holder (investor) wishes to do so.

Bonds

Bonds are the debt security where an issuer is bound to pay a specifie rate of
interest agreed ds per the terms of payment and repay principal amount at a
later time. :

a) Bond has a fixed face value, which is the amount to be returned to the
investor upon maturity.

b) Fixed maturity date, which ean range from a few days to 20-30 years or
even more.

¢e) All bonds repay the principal amount after the maturity date.

d) Provides regular payment of interest, semi-annually or annually.
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e) Interest is calculated as a certain percentage of the face value khown as
a ‘eoupon payment’.

f) Generally considered as less risky investment as compared to equity.

@) It helps to diversify and grow investor’s money.

I These are the bonds issued either directly by Government of india or M
| by the Public Sector Undertakings (PSU’s) in India. These bonds are
Government Bonds secured as they are backed up with security from Government. These
1 are generally offered with low rate of interest compared to other types
of bonds.
S T | 7

These are the bonds issued by the private corporate companies. Indian
C Bo corporates Issue secured or non.seCUTed bonds. preve_r care to .be
ROALE: Boryls taken to consider the credit rating given by Credit Rating Agencies

befare investing in these bonds.
= ¢

These bonds are issued by banks or any financial Institution. The
financial market is well regulated and the majority of the bond markets
are from this segment.

Banks and other financial
institutions bonds

In India, the tax saving bonds are issued by the Government of India
for providing benefit to investors in the form of tax savings. Along with
getting normal interest, the bond holder would also get tax benefit. In
b g bonds india, all these bonds are listed in National Stock Exchange and
Bombay Stock Exchange in Indla, hence they can be easily liquidated
oy Rl | __and sold in the open market. i

Foreign Currency Convertible bonds (FCCBS)

‘Foreigh Currency Convertible Bond’ (FCCB) means a bond issued by an Indian
company expressed in foreign Currency, and the principal and interest in
respect of which is payable in foreign currency.

The FCCBs are unsecured instruments which carry a fixed rate of interest and
an option for conversion into a fixed number of equity shares of the issuer
company.

In simple words, we can say that it is like a hybrid instrument having features
of between bond and stock. " |

FCCBs shall be denominated in any freely convertible Foreign Currency.
However, it must be kept in mind that FCCB, issue proceeds need to conform
to ECB end use requirements.

25% of the FCCB proceeds can be used for general corporate restructuring.

STUDY CIRCLE

82868 81716 | 77383 05533




Page | 18

The FCEB is
of another company. Foreign Currency
Exchangeable Bond (FCEB) means -

a) A bond expressed in foreign currency.

b) The principal and the interest in respect of which is payable in foreign
currency. j e '

¢) Issued by an issuing company, being an Indian company.

d) Subscribed by a person resident outside India. '

e) Exchangeable into equity shares of another company, being offered
company which is an Indiahn c'ompany. Either wholly or partly or on the
basis of any equity related warrants attached to debt instruments.

Example:There are two group companies i.e. ABC Ltd. and XYZ Ltd. under the
same promoter group. ABC Ltd. is a listed company and issues Foreign
Currency Exchangeable Bonds (FCEBs) to the hon-resident investors. FCEBs
will be exchangeable into shares of company XYZ Ltd.

Indian Depository Receipts

According to Section 2(48) of the Companies Act, 2013 “Indian Depository
Receipt” means any instrument in the form of a depository receipt created by
a domestic depository in India and authorized by a company incorporated
outside India making an issue of such depository receipts.

An IDR is an instrument denominated in Indian Rupee in the form of a
depository receipt created by a domestic depository against the underlying
equity of issuing company to enable foreign companies to raise funds from
Indian Securities Markets

Standard Chartered PLC is only company to offer IDR in the Indian market.

A derivative is a financial instrument that derives its value from an underlying
aszet. This underlying asset can be stocks, bonds, eurrency, commeodities,
metals and even intangible, assets like stock indices.
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Derivative includes: -

a) a seeurity derived from a debt instrument, share, loan, whether secured
or unsecured, risk instrument or contract for differences or any other
form of seeurity;

b) a contract which derives its value from the prices, or index of prices, of
underlying securities;

¢) commodity derivatives; and

d) such other instruments as may be declared by the Central Government

to be derivatives.

Real Estate Investment Trusts (‘REITs’)

A real estate investment trust (“REIT”) is a collective investment scheme that
owns, operates or finances income- producing real estate.

REITs are similar to mutual funds and shares and they provide income by way
of:

a) Dividend to its shareholders.
b) Capital Appreciation as REIT stocks are listed in BSE and NSE.

Benefits of REITs include:

> Direct investment in real estate property is very capital intensive.

> Investing through REITs will eliminate dealing with builders, thereby
avoiding potential exposure to big builders.

REITs stocks are listed in stock market, hence details will be available
oh public domatin.

REITs generates income in form of dividend.

Dividend earned by the investors of REIT will be tax free.

Capital appreciation can be phenomenal.

VVVYVY V¥V

Investment in REITS easier than investment in Real Estate properties.
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ucture Investment Trusts (‘InviTs”)

Infras

Considering the importance of infrastructure sector with an aim to provide a
suitable platform for financing / refinancing infrastructure projects the
Government introduced a new investment vehicle named Infrastructure
Investment Trusts (‘InviTs’).

The primary objective of InvITs is to'promote the infrastructure sector of India
by encouraging more individuals to invest in it.
An InviT is established as a trust and is registered with the SEBI.
Typically, infrastructure investment trust SEBI comprises 4 elements, namely
a) Trusztece:They are required to be registered with SEBI as debenture
trustees. Also, they dre required to invést at least 80% into infra-assets
that generate steady revenue, 1

b) sponzorTypically, a body corporate, LLP, promoter or a company with a
net worth of at least * 100 crore classifies as a sponsor. Further, they
must hold at least 15% of the total InviTs with a minimum lock-in
period of 3 years or as notified by any regulatory requirement.

¢) Investment manager: As a body corporate of LLP, an investment
manager supervises all the operational activities surrounding InviTs.

d) Project manaager: The authority is mostly responsible for executing
projects. However, in the case of PPP projects, it serves as an entity that
also supervises ancillary responsibilities.

uments

| Debt Instrui

|¢"-?

Securi

Securitized debt instruments are financial securities that are created by
securitizing individual loans (debt).

Securitization is a financial process that involves issuing securities that are
backed by assets, most commonly debt. The assets are transformed into
securities, and the process is called securitization.

Securitized debt instruments come with various advantages over conventional
forms of investing and are more valuable to a portfolio.

One of the most common types of securitized debt is mortgage-backed
securities.
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Municipal Bonds

Municipal bonds are also referred to as ‘muni bonds’. The urban local
government and agencies issue these bonds. Municeipal bonds are issued when
a government body wantsto raise funds for projects such as infra-related,
roads, airports, railway stations, schools, and so on.

Municipality should meet the following eligibility criteria to issue municipal
bonds in India:

» The municipality must not have a negative net worth in each of the
three previous years.

» The municipality must have no default in the repayment of debt
securities and loans availed from the banks or non-banking financial
companies in the last year.

> The municipality, promoter and directors must not be enlisted in the
willful defaulters publizhed by the Reserve Bank of India (RBI).
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Stock exchange is a market place for buying n:;
and selling of securities and ensuring liquidity = LIGI< Exchianas=

to them in the interest of the investors.

The stock exchanges are virtually the nerve
center of the capital market and reflect the
health of the country’s economy asla whole. !

The Securities Contracts (Regulation) Act, 1956,
has defined Stock Exchange as: ‘

a) any body of individuals, whether incorporated or not, constituted before
corporatization and demutualization under Sections 4A and 4B, or

b) a body corporate incorporateél under the Companies Act, 2013 whether
under a scheme of corporatization and demutualization or otherwise,
for the purpose of assisting, regulating or econtrolling the business of
buying, selling or dealing in s?curities.

|

e E a

s Acts az a continuous market for securities: Investors can invest in any
securities, but in case of any risk, they can exit from that security and
freshly re-enter into whichever security they feel as secure.
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e Mobilizes zavinas: Most of the public cannot invest the bulk amount in
securities, so they invest in indirect ways such as mutual funds and
investment trusts, and these are mobilized by stock exchanges.

o Enables healthy speculation: Stock exchange encourages businessmen
and provides healthy speculation opportunities to speculate and gain
profits from fluectuations in stock prices.

* Protect investorz: Stock exchange ensures the protection of the funds of
investors by allowing only genuine companies to be listed in the stock
exchange.

o Exercise vigilance/control on companies: Every company listed on an
exchange must produce their annual reports and an audited balance
sheet to the stock exchange. Such reports being available in public
domain promotes transparency.

» Attractc foreign capital: Foreign Institutional Investors (Fli) are likely to

invest in developing economy as the rate of returns will be high in
developing economies due to growth opportunities.

° tock exchanges enzure Safety of Capital and Fair Dealing:The
transactions made in the stock exchange are made available to the
public under well-defined rules and regulations abided by laws.

¢ In the Indian securities market various products are trading like equity
shares, warrants, debenture, ete.
The trading in the securities of the company takes place in globalized
form in India.

¢ Dematerialization is the process by which physical certificates of an
investor are converted to an equivalent number of securities in
electronic form and credited to the investor’s account with his
Depository Participant (DP).
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s Currently for equity shares the scttlement cycle is (T+2 days) (T means
trading day/Transaction day). Any shares which are traded on the
Exchange are required to be settled by the clearing corporation of the
exchange on 2 working day.

* Regulation 40 of the SEBI (Listing Obligations and Disclosure
Requirements) Regulations, 2015 stipulates that except in case of
transmission or transposition of securities, requests for effecting
transfer of securities shall not be processed unless the securities are held
in the dematerialized form with a depository.

% Listed Securities — The seecurities of companies, which have signed the
listing agreement with a stock exchange, are traded as “Listed
Securities” in that exchange. '

& Permitted Securities — To facilitate the market participants to trade in
securities of such eompanies, which are dactively traded at other stock
exchanges in India but are not listed on an exchange, trading in such
securities is facilitated as “permitted securities” provided they meet the
relevant norms specified by the stock exchange.

a) Market Intermediaries

Intermediaries are service providers and are an integral part of any financial
system. The Market Regulator, i.e., SEBI regulates various intermediaries in
the primary and secondary markets through its regulations for these
respective intermediaries.

SEBI has defined the role of each of the intermediary, the eligibility criteria for
granting registration, their functions and responsibilities and the code of
conduct to which they are bound.
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b) Stock Exchanges

Stock Exchanges offer a trading platform for buyers and sellers to carry out
transaction in issued securities. Trading occurs on the stock exchanges like
NSE, BSE through electronic trading terminals.

¢) Depositories

Depositories dre institutions that hold securities (like shares, debentures,

bonds, government securities, mutual fund units) of investors in eleetronie
form.

Technology, Trust & Reach

Currently there are C 3
two Depositorias e i —I g NSDL
wperating in India J ;
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d) Depository Participant

A Depository Participant (DP) is an agent of the depository through which it
interfaces with the investors and provides depository services.

With the approval of SEBI Depository Participants are appointed by the
depository. Investors ean open a demat account with a registered Depository
Participant.

Demat account is essential as:

“ No stocks can be bought or sold without a demat account
< Direet investment cannot be made without a demat account
% Mandated by SEBI for transactions of listed company securities.

e) Trading Members/Stock brakers & Sub-brokers

» Trading members or Stock Brokers are registered members of a Stock
Exchange, who assist the investors in buying/selling of securities. All
seconddry market transactions on stock are eonducted through
registered brokers of the stock exchange.

Trading members can be individuals (sole proprietor), Partnership
Firms or Corporate bodies, who are permitted to become members of
recognized stock exchanges. '

» A sub-broker is an entity who is not a member of Stock Exchange but
who acts on behalf of a trading member or Stock Broker as an agent
for assisting the investors in buying, selling or dealing in securities all
the way through such trading member or Stock Broker with whom he
is eonnected.

> Brokers receive a commission for their services, which is called as
brokerage. Maximum brokerage chargeable to customers is fixed by
individual stock exchanges.
1

f) Custodians

A Custodian is a body that is charged with the accountability of holding funds
and securities of its large clients, characteristically institutions such as banks,
insurance companies, and foreign portfolio investors.

A custodian also settles transactions in these securities and keeps record of
corporate dactions on behalf of its clients and aidsz in:
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® Maintaining a client’s securities and funds account

e Collecting the benefits or rights aceruing to the client in respect of
securities held

e Keeping the client informed of the actions taken or to be taken on their
portfolios.

g) Clearing Corporation

Clearing Corporations play a vital role in protecting the interest of investors in
the securities market. Clearing agencies ensure that members on the Stock
Exchange meet their obligations to deliver funds or securities.

These agencies act as a legal counter party to all trades and guarantee
settlement of alltransactions on the Stock Exchanges. It can be a part of an
exchange or a separate entity.

h) Merchant bankers

Merchant bankers are bodies registered with SEBI and act as issue managers,
investment bankers or lead managers. Investors were enabled through
depository participants to hold and transact in securities in the dematerialized
form. They are single point econtact for issuers during a new issue of securities.

An Exchange traded fund (ETF) is a security that tracks an index, commodity,
bonds, or a basket of assets like an index fund and is traded in the securities
market. In simple words, ETFs are funds that track indexes such as Sensex,
Nifty, ete.

When any investor buy shares/ units of an ETF, he buys shares/ units of a
portfolio that tracks the performance of the index. ETFs just reflect the
performance of the index they track.

Unlike regular mutual funds, ETFs trade like a common stock on the stock
exchange and the price of an ETF changes as per the trading in the market
takes place.

The trading value of an ETF depends on the net asset value of the underlying
stock that it represents. ETFs, generally, have higher daily liquidity and lower
fees than mutual fund schemes.
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A derivative is a financial instrument that derives its value from an underlying
asset. This underlying asset can be stocks, bonds, currency, commodities,
metals and even intangible, assets like stock indices.

Currency derivatives:

Currency derivatives are financial contracts between the buyer and seller
involving the exchange of two currencies at a future date, and at a stipulated
rate. Currency Derivative delng IS similar to Stock Futures and Options
trading.

However, the underlying asset are currency pairs (such as USDINR or EURINR)
instead of Stocks. Currency Options: and Currency Futures trading is done in
the Foreign Exchange markets.

1
Benefits of eurrency derivatives include:

¢ Offers diversification to investments

* Hedging opportunities to importers & exporters, for their future payables
and receivables

» Gives trading opportunities because of volatility in currency

e Provides transparent rates to traders as it is exchange-traded.

Commodity Derivatives:
Commodity is a physical good attributable to, a natural resource that is
tradable and supplied without substantial differentiation by the general
public. Commodities trade in physical (spot) markets and in futures and
forward markets.

Spot markets involve the physical transfer of goods between buyers and
sellers; prices in these markets reflect current (or very near term) supply and
demand conditions.

Future refers to a future contract which means an exchange traded forward
contract to buy or sell a predetermined quantity of an asset on a
predetermined future date at a predetermined price.
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There are two positions that one can take in a future contract:

1) Long Position — This is when a futures contract is purchased and the
buyer agrees to receive deliveryof the underlying asset.

-Short Position — This is when a futures contract is sold and the seller
agrees to make delivery of the underlying asset.

Currency Futures:

A currency future, also known as FX future, is a futures contract to exchange
onecurrency for another at aspecified date in the future at a price (exchange
rate) that is fixed on the purchase date. Generally, the price ofa future
contract is in terms of INR per unit of other currency e.g. Us Dollars.

Currency Derivatives are available on four currency pairs viz. US Dollars (USD),
Euro (EUR), Great Britain Pound (GBP) and Japanese Yen (JPY).

Options Contract give its holder the right, but not the obligation, to take or
make delivery on or before a specified date at a stated price. But this option is
given to only one party in the transaction while the other party has an
obligation to take or make delivery.

Option contracts are classified into two types on the basis of which party has
the option:

o Call option— A call option is with the buyer and gives the holder a right
to take delivery. :

e Put option—- The put option is with the seller and gives the right to take
delivery.

Option Contracts are classified into two types on the basis of time at which
the option can be exercised:—

e European Option- European style options are those contacts where the
option can be exercised onlyon the expiration date. Options traded on
Indian stock exchanges are of European Style.

e American Option— American style options are those contacts where the
option can be exercised on orbefore the expiration date.
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Example

Rajesh purchases 1 lot of Infosys Technologies MAY 3000 Put and pays a
premium of ~ 250. This contract allows Rajesh to sell 100 shares of Infosys at *
3000 per share at any time between the current date and the end of May.

In order to avail this privilege, all Rajesh has to do is pay a premium of
25,000 (" 250 a

share for 100 shares).

The buyer of a put has purchased a rlght to sell. The owner of a put option has
the right to sell.

Rights Entitlement (RE) is the rights issued by the company to the existing
shareholders to subscribe to the new shares / other securities that the
shareholder of a company is eligible to apply for under the rights offer.

Res is offered to shareholders based.on a ratio of existing equity shares held as
on the record date.

Eligible Equity Shareholder can:

o apply for their Rightz Equity Share.. to the full extent of their Rights
Entitlements; or v

+ apply for their Rights Equity Shares to the full extent of their Rights
Entitlements and apply for additional Rights Equity Shares; or

» apply for their Rights Equity Shares to the extent of a part of their
Rights Entitlements (without'renouncing the other part); or

s apply for Rights Equity Shares to the extent of a part of their Rights
Entitlements and renounce a part / rest of their Rights Entitlements; or

s renounce their Rights Entitlements in full.

Note: Rights Entitlements (Res) which are neéither subscribed nor renounced
on or before the Issue Closing Date shall lapsé and shall be extinguished after
the Issue Closing Date. :

Renunciation of Rightz Entitlements

a) On Market Renuneciation— The Investors meay renounce the Rights
Entitlements, credited to their respective demat accounts by
trading/selling them on the secondary market platform.
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b) Off Market Renunciation - The Investors may renounce the Rights
Entitlements, credited to their respective demat accounts by way of an
off-market transfer through a depository participant.

ErADINGBLATFORM INJINDIA

(pr—— 1}
Trading
" Platforms
h—?
1 1  §
[ 3 3 1
SME Innovators Social Stock
Main Board It Growth oaah C
il Platform Platform Exchange
- 'l o
1 1 . L
1 1 B A
BSE Main NSE Main BSE SME NSE Emerae
Board Board Exchange g

Main Board

An applicant who desires to list its securities with NSE or BSE must fulfill the
pre-requisites as defined by respective stock exchange. An Issuer has to take
vdrious steps prior to making an application for listing its securities on the
stock exchange.

The various steps to be taken include:

® In-prinicipal approval of draft prospectus
® Submission of Application

® [PO registration

Debt — Public lssue

All Non-Convertible Debentures (NCDs) issued through Initial Public Offer gets
listed on the Capital Market segment of the Exchange. Every security in the
trading system is given a symbol with series representative of the security.

STUDY CIRCLE 82868 81716 | 77383 05533




Paze |32

he market leader 2mongst the SME platform

in India. BSE SME Platform o ¢ eritrepreneur and investor frizndly
snviraoniment, which enables the llstmg of SMEs from the unorganized sector
scattered throughout India, into a regulated and organized sector.

Redquirements of Listing «t BSE SME Platform

o The COmpany shall be wg:*peraf:rd under the Companies Ack, 2013,

‘2 peid wp copival of the company (face value) shall »ot b
mora thar ~ 23 erores.

e Positive Net worth ;

o Nev Tﬂ“g*ﬁ?’e Azset: should be Rs 1.5 Crore,

e Itis mandatory for a company to have a websiie,

e It is mandatory for the company to ‘= iteite trading in demot sesurities
and enter into an agreement with both the depositories.

® There should net 2e ary crangs in the gromoters of the comsary in
preceding one year from date of filing the application to BSE for listing
under SME segment )

e The campany or the parinership/proprietorship/LLP Firm or the firin
which have been converted into the company should have conibivned
ceord of at least 2 years,
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[T S

NSE’s SME platform “EMERGE”, offers emerging businesses a new and viable
option for raising equity capital from a diversified set of investors in an
efficient manner. These companies have the potential to unlock value and
emerge on a bigger stage.

At the same time, this platform will provide investors with exciting
opportunities to invest in promising SME’s / technology Startups.

Requirements of Listing at NSE Emerging SME Platform

Marmet

Innvators’ Growth Platform

“Innovators growth platform” means the trading platform for listing and
trading of specified securities of issuers that comply with the eligibility
criteria specified in regulation 283 of SEBI (ICDR), 2018.

Company with intensive use of technology, information technology,
intellectual property, data analytics, bio- technology or nano-technology in
their businesses. | .
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As on the with the Board,
, should
have beenheld by:

¢ Qualified Institutional Buyers.

s  Family trust with net-worth of more than INR 500 Cr as per the last
audited financial statements.! ’

¢ Accredited Investors (Al)

e Category lll Foreign Portfolio tnvestor

e An entity meeting all the following criteria:

a) It is a pooled investment fund with minimum assets under management
of 150 million UsD. :

b) It is registered with a fmanclal sector regulator in the jurisdiction of
which it is a resident.

c) It is resident of a country whose securities market regulator is a
sighatory to the International Organization of Securities Commission’s
Multilateral Memorandum of Understanding (Appendix A Signatories) or
a sighatory to Bilateral Memodrandum of Understanding with the Board.

d) It is not resident in a4 country identified in the public statement of
Financial Action Task Force.

Social Stock Exchange 'f

Social Stock Exchange” means a separate segment of a recognized stock
exchange having nationwide trading terminals permitted to register Not for
Profit Organizations and / or list the securities issued by Not-for-Profit
Organizations in acecordance with provisions of these regulations.

The provisions of Social Stock Exchange as mentioned in Chapter X-A of SEBI
(ICDR) Regulations, 2018 shall apply to the following:

a)A Not-for-Profit Organizationl seeking to only get registered with a
Social Stoek Exchange;

b) A Not-for-Profit Organization seeking to get registered and raise funds
through a Social Stock Exchange;

C) a For Profit Social Enterprise seeking to be identified as a Social
Enterprise.

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 35

a) a Not-for-Profit Organization or a For Profit Social Enterprise, to be
identified

as a Social Enterprise, shall establish primacy of its social intent.

b) In order to establish the primacy of its social intent, such Social
Enterprise shall meet the following eligibility criteria: -

¢ the Social Enterprise shall be indulged in any of the identified
social activities.

* the Social Enterprise shall target underserved or less privileged
population segments or regions recording lower performance in
the development priorities of central or state governments;

* the Social Enterprise shall have at least 67% of its activities,
qualifying as eligible activities to the target population, to be
established through one or more of the following:

. at least 67% of the immediately preceding 3-year average of
revenues eomes from providing eligible activities to
members of the target population;

Il. at least 67% of the immediately preceding 3-year average of
expenditure has been incurred for providing eligible
activities to members of the target population;

lll. members of the target population to whom the eligible
activities have been provided constitute at least 67% of the
immediately preceding 3-year average of the total customer
base and/or total number of beneficiaries.

i
¢) Corporate foundations, political or religious organizations or activities,
professional or trade associations, infrastructure and housing
companies, except affardable housing, shall not be eligible to be
identified as a Social Enterprise.

MARGINS
| i

* An advance payment of a portion of the value of a stock transaction.
The amount of credit a broker or lender extends to a customer for stock
purchase.

e “Initial margin” in this context means the minimum amount, ealculated
as a percentage of the transaction value, to be placed by the client, with
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the broker, before the actual purchase. The broker may advance the
balance amount to meet full settlement obligations.

*  “Maintenance margin” means the minimum amount, calculated as a
percentage of market value of the securities, calculated with respect to
last trading day’s closing price, to be maintained by client with the

broker.
Book Closure and Record Date

Book closure is the periodic closure of the Register of Members and Transfer
Books of the company, to take a record of the shareholders to determine their
entitlement to dividends or to bonus or right shares or any other rights
pertaining to shares. :

Record date is the date on which the records of a company are closed for the
purpose of determining the stock holders to whom dividends, proxy rights ete.
are to be sent.

Section 91 of the Companies Act, 2013 4 company may close the register of
members fora maximum of 45 days in a year and for not more than 30 days at
any one time subject to giving of previous notice.

As per SEBI (LODR) Regulations, 2015 the ecompanies are required to give 7
working days adveance notice of book closure or record date to stock exchange
where the securities of the companies are listed. '

BLOCK DEAL

The Exchanges have introduced new block wilhdow mechanism for the block
trades from January 01, 2018.

o Session Timings:

a) Morning Block Deal Window: This window shall operate between
08:45 AM to 09:00 AM.

b) Afternoon Block Deal Window: This window shall operate between
02:05 PM to 2:20 PM.

o In the block deal the minimum order size for execution of trades in the
Block deal window shall be 10 Crore.

e The orders placed shall be within *1% of the applicable reference price in
the respective windows as stated above.
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® The stock exchanges disseminate the information on block deals such as
the name of the serip, name of the client, quantity of shares
bought/sold, traded price, etec to the general public on the same day,
after the market hours.

BULK DEAL

Bulk deal is a trade, where total quantity bought or sold is more than 0.5% of
the number of equity shares of a listed company.

Bulk deal can be transacted by the normal trading window provided by brokers
throughout the trading hours in a day.

The stock broker, who facilitates the trade, is required to reveal to the stock
exchange about the bulk deals on a daily basis.

STOCK MARKET INDEX

A stock market index is created by selecting a group of stocks that are
representative of the whole market or a specified sector or segment of the
market.

Stock market indexes are useful for a variety of reasons. Some of them are:

e They provide a historical comparison of returns on money invested in the
stock market against other forms of investments such as gold or debt.

® They can be used as a standard against which to compare the
performance of an equity fund.

e Itis a lead indicator of the performance of the overall economy or a
sector of the economy.

e Stock indexes reflect highly up to date information.

® Modern financial applications such as Index Funds, Index Futures, Index

Options play an important role in financial investments and risk
management. F
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BASIS OF SENSEX

Sensitive Index or Sensex is the stock market index indicator for the BSE. It is
also sometimes referred to as BSE S&P Sensex. !

The calculation of Sensex is done by a Free-Float method.The level of Sensex is
a direct indication of the performance of 30 stocks in the market. The free-
float method takes into account the proportion of the shares that can be
readily traded in the market.

Steps to caleculate Sensex:

® The market capitalization is taken into acecount. This is done by
multiplying.all the shares issued by the company with the price of its
stock.

® BSE determines a Free-Float factor that is a multiple of the market
capitalization of the company. This helps in determining the Free-Float
market capitalization based gn the details submitted by the company.

® Ratio and Proportion are used based on the base index of 100. This helps
to determine the Sensex.

BASICS OF INVESTING — A GUIDANCE TO BUDDING INVESTORS

o [ 1t means that an investor may

experience losses due to factors affectingthe overall performance of
financial markets and general economy of the country.

e _: Unsystematic risk can be described as the

uncertainty attached with a particularcompany or industry.

° _: Inflation risk is also called as purchasing power risk. It is
defined as the chance that thecash flows from an investment would lose
their value in future because of a decline in its purchasingpower due to
inflation.

° _ Liquidity risk arises when an investment can’t be bought
or sold quickly enough.
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° _ It refers to the risk that a business of a company might
be affected or may stop itsoperations due to any unfavorable

operational, market or financial situation.

° _: Volatility risk arises as the Companies’ stock prices may

fluctuate over time.

° _: It refers to the potential risk of loss from fluectuating
foreign exchange rates that an investormay face when he has invested
in foreign currency or made foreign eurrency-traded investments.

® Bank account. (

¢ Trading account or broking account with a SEBI registered stock broker
of a recognized Stock Exchange. This account is used to buy and sell
securities on the Stock Exchanges.
To open a trading account, you have to fill account opening form and
submit the signed Know Your Client (KYC) documents.

®* Demat account provides the facility of holding of securities in
dematerialized form. The demat account can be opened with depository
participant (DP) of any of the Depositories.

i

CLEARING CORPORATION

® for clearing and settlement of all trades executed on Stock Exchange
and deposit and collateral management and risk management functions;

® to bring and sustain confidence in clearing and settlement of securities;
® to promote and maintain, short and consistent settlement cycles;
® to provide counter-party risk guarantee; and

® to operate a tight risk containment system.

Every clearing corporation shall, for the purpose of transfer of the duties and
functions of a clearing house to a.clearing corporation, make bye-laws and
submit the same to the SEBI for its approval.
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Market surveillance plays a vital role in ensuring market integrity which is the

core objective of regulators.

Market integrity is achieved through combination of surveillance, inspection,
investigation and enforecement of relevant laws and rules.

Market Surveillance is broadly categorised in 2 parts viz, Preventive

Surveillance and Post trade Surveillance.

A) Preventive Surveillance -

1
{

e Stringent On boarding nerms for LT‘r«;u:!ir:g_,w\."leml::ve:r-s- Stringent net

worth, back ground, viability ete. ¢hecks while on boarding

Trading Members. !

o Index circuit filterz- It brings coordinated trading halt in all
equity and equity derivative markets at 3 stages of the index
movement, either way viz., at 10%, 15% and 20% based on

previous day closing index value.

STUDY CIRCLE
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e Trade Execution Range- Orders are matched and trades take place
only if the trade price is within the reference price and execution
range.

¢ Order value Limitation- Maximum Order Value limit allowed per
order.

» Cancel on logout - All outstanding orders are cancelled, if the
enabled user logs out.

o Kill switeh - All outstanding orders of that trading member are
cancelled if trading member executes kill switch.

* Risk reduction mode - Limits beyond which orders level risk
management shall be initiated instead of trade level.

B) Post trade surveillance —

* End of day alert— Alerts generated using statistical tools. The tool
highlights stocks which have behaved abnormally form its past
behaviour.

e Pattern recognition model — Models designed using high end tools
and trading patterns which itself identifies suspects involving in
unfair trading practice. &

o Transzaction alerts for member - As part of surveillance obligation
of members the alerts are downloaded to members under 14
different heads. , '

RISK MANAGEMENT IN SECONDARY MARKET

The key risk management measures initiated by SEBI include-

o Categorization of securities into groups 1, 2 and 3 for imposition of
margins based on their liquidity and volatility.

* VAR (value at risk) based margining sttem.

» Specification of mark to Market margins.
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Specification of Intra-day tra.fling limits and Ciross Exposure Limits.
Real time monitoring of the Intra-day trading limits and Gross Exposure
Limits by the Stock Exchanges.

Specification of time limits of payment of margins.
Collection of margins on upfront basis.
Index based madrket wide circuit breakers.
*  Automatic de-activation of trading terminals in case of breach of
exposure limits.

Additional margins have also been specified to address the balance 1%
cases.

Collection of margins from institutional clients on T+1 basis.

IMPACT OF VARIOUS POLICIES ON STOCK MARKETS

The Federal Reserve System is the central bank of the United States. It
performs five general functions to promote the effective operation of the
U.S. economy and, more generally, the public interest.

The Federal Reserve:

conducts the nation’s monetadry policy to promote maximum
employment, stable prices, and moderate long term interest rates in the
Uu.s. economy; '

* promotes the stability of the financial system and seeks to minimize and
contain systemic risks through active monitoring and engagement in
the U.s. and abroad;

promotes the safety and soundness of individual financial institutions
and monitors their impaecet on the financial system as a whole;

fosters payment and settlement system safety and efficienecy through
services to the banking industry and the U.S. government that facilitate
Uu.s. dollar transactions and payments; and

promotes consumer protection and community development through
consumer-focused supervision and examination, research and analysis of
emerging consumer issues.
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How change in US Fed rate can impact India?

The Fed Funds Rate is the interest rate at which the top US banks borrow
overnight money from eommon reserves.

If the Fed is increasing the interest rates, lending rates for companies and
retail borrowers will go up and vice versa.

In the globalised world, markets are connected. An increase in Fed rates will
be negative in general for the US stock market and if it leads to another round
of sell-offs, it will also have ripple effects on the Indian market.

2) Credit Policy of RBI

The Reserve Bank of India has a credit policy which aims at pursuing higher
growth with price stability.

The term monetary policy is also known as RBI’s credit policy or money
management poliey.

The credit policy aims at increasing finance for the agriculture and
industrial activities. When credit policy is implemented, the role of other
commercial banks is very important.

The significance of the monetary policy is to attain the following
objectives.

e Rapid Economic growth:it is an important objective as it can play a
decisive role in the economic growth of country. It influences the
interest rates and thus has an impact on the investment.

e Exchange Rate Stability:Another important objective is maintaining
the exchange rate of the homecurrency with respect to foreign
currencies. If there is volatility in the exchange rate, then the
internationalcommunity loses confidence in the economy.

e Price Stability: The monetary policy is also supposed to keep the
inflation of the country in check. Anyeconomy ecan suffer both
inflation and deflation both of which are harmful to the economy.

e Balance of Payments (BOP) Equilibrium:Another key objective is to
maintain the BOP equilibriumwhich most of the developing
economies don’t tend to have. The BOP has two aspects which are
‘BOPsurplus’ and ‘BOP deficit’. I
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e Neutrality of Money: RBI’s policy should regulate the supply of
money. It is possible that ﬁihe changein money supply causes
disequilibrium and the monetary policy should neutralize it.

A) Bank Rate:is the rate at which RBI discount bills for commercial banks.
This banking system involves commercial and Co-operative Banks,
Industrial Development Bank of india, iFC, EXIM Bank and other
approved financial institutions.

Increase in Bank Rate means tightening of RBI’s Monetary Policy.

B) Repo Rate:The rate at which the Commercial Banks borrow money from
RBIl. Reduction in Repo Rate helps the Commercial Banks to get money
at a cheaper rate and an Increase in Repo Rate discourages the
Commercial Banks to get money as the rate increases and becomes
expensive. ' "

C) Cach Heszerve Ratio (CRE):Cash reserve ratio is the amount which the
commercial banks have to maintain as cash deposit with the Reserve
Bank of India. RBl may increase the CRR if it thinks that there is large
amount of money supply in the economy.

D) Statutory Liguidity Ratio (SLR): Statutory Liquidity Ratio is the amount
which commercial banks have to keep it with itself. So, SLR is the
amount of money which banks have to keep in its custody at all times.

E) Reverze Repo Rate (RRR): is the rate at which the RBI borrows money
from the Commercial Banks. An inerease in the reverse repo rate will
decrease the money supply and vice-versa, other things remaining
constant.
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3) Inflation Index

An inflation index is an economic tool used to measure the rate of inflation
in an economy. There are several different ways to measure inflation,
leading to more than one inflation index with different economists and
investors preferring one method to another, sometimes strongly.

Inflation Indices

In India, Consumer Price index (CPl) and Wholesale Price Index (WPI) are
two major indices for measuring inflation.

Wholesale Price Index (WPI) is computed by the Office of the Economic Adviser
in Ministry of Commerce & Industry, Government of India.

It was earlier released on weekly basis currently, it is released monthly.

Iltems

There are total 676 items in WPI and inflation is computed taking 5482 price
quotations. These items aredivided into three broad categories viz. (1) Primary
Articles (2) Fuel & power and (3) Manufactured Products.

Consumer Price Indices (CPI) reledsed at naﬁonal level are:

® CPI for Industrial wWorkers (IW)
® CPI for Agricultural Labourers (AL)/ Rural Labourers (RL)
® CPI (Rural/Urban/Combined).

While the first two are compiled and released by the Labour Bureau in the
Ministry of Labour and Employment, the third by the Central Statistics Office
(CSO0) in the Ministry of Statistics and Programme Implementation.

Number of items

The number of items in CPl basket include 448 in rural and 460 in urban. Thus,
it makes it clear that CPI basket is broader than WPI basket. The items in CPI
are divided into 6 main groups. !
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WPI

Primary use of WPI is to have .
inflationary trend in the economy as
: a whole. ’

WPI is based on wholesale prices for
primary articles, administered prices
for fuel items and ex-faetory prices
for manufactured products.

Prices for WPI are collected on
voluntary basis.

WPI covers all goods inclu'ding
intermediate goods transacted:in the
economy.

WPI! weights primarily based on
national accounts and enterprise
survey data.

CPI

CPI is used for adjusting income and
expenditure streams for changes in
the cost of living.

CPI is based on retail prices, which
include all distribution ecosts and
taxes.

_price data for CPl are collected by
investigdtors by visiting markets.

CPIl covers only consumer goods and
consumer services.

CPl weights are derived from
consumer expenditure survey data.
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Act, 1956

Introduction

® The Act extends to the whole of India.

® |t was enacted by Parliament to prevent undecirable transactions in
securities by regulating the business of decling therein, and by providing
for certain other matters connected therewith.

® Securities Contracts (Regulation) Act, 1956 was enacted with an
intention to prevent undesirable transaction and regulate the working
of the Stock Market.

An Act to prevent undesirable transactions in securities by regulating the

business of dedling therein, by providing for certain other matters connected
therewith.

The objeet of this bill is to provide for the regulation of stock exchanges, and
of transactions in securities dealt in on them with a view to preventing
undesirable speculation in them.
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Section 28 provides that the provisibns of SCRA chall not apply to —

a) The Government, the Reserve Bank of India, any local authority or any
corporation set up by a special law.

b) any convertible bond or share warrant or any option or right, in so far as
it entitles the person in whose favour any of the foregoing has been
issued.

c) the Central Government, in the interest of trade and commerce or the
economic development of the country.

W OFCDs (Optionally Fully Convertible Debentures) issued by Sahara’s
were convertible bonds falling within seope of Section 28(1)(b) of SCR Act?

The Apex Court held that even though the OFCDs were claimed to be in hybrid
nature that shall not mean that they are not securities as explained under the
SEBI, Companies Act and SCRA (Securities Contract Regulation Act). Even
though there has been no such definite definition of the word hybrid
instruments under section 2(h) of the SCRA, the hybrid instruments will fall

within the ambit of securities. /

KEY DEFINITIONS

Securities include:

¢ Shares, seripts, stocks, bonds, debentures, debenture stock or other
marketablesecurities of a like nature in or of any incorporated company
or body corporate.

e Derivative and Security Receipt.

* units or any other instrument issued by any Collective Investment
Scheme

¢ Units or any other instrument issued by any collective investment
scheme.

* Units or any such instrument issued to investors under any mutual fund
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scheme.

¢ Government securities.

e Such other instruments as may be declared by Central Government to be
securities.

¢ Rights or interests in securities.

Spot delivery contract means a cop*:ract which provides for -

a) actual delivery of securities and the payment of a price therefore either
on the same day as the date of the contract or on the next day.
the actual period taken for the dispateh of the securities or the
remittance of money therefor through the post being excluded from the
computation of the period aforesaid if the parties to the contract do not
reside in the same town or locality;

b) transfer of the securities by the depository from the account of a
beneficial owner to the account of another beneficial owner when such
securities are dealt with by a depository.

Stock Exchange means -

a) any body of individuals, whether incorporated or not, constituted before
corporatization and demutualization

b) a body corporate incorporated under the Companies Act, 2013 whether
under a scheme of corporatization and demutualization or otherwise,

for the purpose of assisting, regulating or controlling the business of buying,
selling or dealing in securities.

Recognised Stock Exchange means a stock exchange which is for the time
being recognised by the Central Government.
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Government security means a security created and issued whether before or
after the commencement of this Act, by the Central Government or a State
Government for the purpose of raising a public loan and having one of the
forms specified in clause (2) of section 2 of the Public Debt Act, 1944.

RECOGNITION OF srogg_ggguﬂﬂgg

. >

( Section 3 Section 4 ' Section § j
| Appiication for recognition of Grant of recognition of stock Withdrawal of recognition
L stock exchanges |exchanges )

-

\

Any stock exchange that wants to be recognised for the purposes of this Act
must submit an application in the prescribed manner to the Central
Government.

Every application shall contain such particulars as may be prescribed, and also
a copy of the rules relating in general to the constitution of the stock
exchange and in particular to: '

a) Following Basic things:

¢ Constitution.

* The governing body of such stock exchange.
¢ Powers of management. ¢

* The manner of transacting the business.

b) The powers and duties of the office bearers of the stock exchange.

¢) Details regarding admission of various eclass of members and details of
qualification and any other relevant matter.

d) The procedure for the registration of partnerships as members of the
stock exchanges.
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SEBI may grant recognition to the stock exchange if it is satisfied after
making such inquiry that:

* The rules and bye-laws of a stock exchange applying for registration are
I as per the prescribed conditions of investor protection;
o The stock exchange is willing to comply with any other conditions; and
e It would be in the interest of the trade and also in the public interest to
grant recognition to the stock exchange.

Any stock exchange newly registered with SEBI shall be published in Official
Gazette of India as well as the state along with the address of the principal
office. And the date of recognition of stock exchange will be that of the date
of publication in the Official Gazette.

SEBI ean withdraw the recognition if & in the following way: -

* If it is in public notice

= Serve a notice to stock exchange and also.

* Give them an opportunity of being heard before declaring it in the
official gazette

* However, if any contract has been entered beforehand, it will continue
to be valid even after withdrawal of recognition.

POWERS CONFERRED UNDER SCRA

| POWERS
CONFERRED
| UNDER SCRA

Powers of Powers Powers of
Central of SEBI Stock Exchange
Government
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POWERS orl€ENTRAL GOWERNMENT

| Tocail for periodical returns or direct enquiries to be made |
[Section 6] |

- To direct rules or make rules (Section 8]

To Supersede governing body of a recognised Stock
Exchanges [Section 11]

To Suspend Business of Recognised Stock Exchange
[Sectiori 12]

To prohibit contracts in certain cases [Section 16]

QO
|9
(+}]
i
o]
“—
(@]
0N
-
a
3
=]
o

1
To gralnl' Immunity [Section 23-0] }

L] Tl delegate [Section 29A] \

Submit periodical returns relating to its affairs to SEBI.

s Maintain books of accounts for 5 years as SEBI has the right to inspect
them(Also applicable to its members)

e Submit a copy of its annual report to the Central Government and to
SEBI.

e CG can issue rules in general for every stock exchange or for a particular
stockexchange too.

¢ Such rules must be brought into effect wcthm effect from 2 months.

(T A1 vEvais o yarobA 7 it Eataf & cangblzed SEoRIE S il
* In case the Central Government is of opinion that the governing body of
any recognized Stock exchange should be superseded, then, the Central
Government may:
a) Give them a notice listing the reasons for doing so;
b) Give an opportunity to the governing body to be heard in the matter;
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¢) Declare the governing body of such stock exchange to be superseded;

d) Appoint any person or persons to exercise and perform all the powers
and duties of the governing body; and

e) Appoint one of such persons to be the chairman and another to be the
vice- chairman thereof.

» The order will get effective only after publication in Official Gazette.

e The members of the governing body shall cease to hold office from the
date of notification.

e The person or persons appointed may exercise and perform all the
powers and duties of the governing body which has been superseded.

¢ The property of the recognised stock shall vest in such appointed
person(s).

* CG can suo moto suspend a stock exchange for 7 days by serving a
nhotice. This must only be done if the situation demands it and there is
ho alternative available.

* The period can be extended in public interest.
¢« Central Government can issue direction to any

a) Stock exchange; or

b) Clearing Corporation;

¢) Person or class of persons associated with the securities market;

d) eompany whose securities are listed or proposed to be listed in a
recognised stock exchange.

* Central Government ecan prohibit certlain types of contracts related to
securities to prevent undesirable speculation in a particular State or
area. The prohibition can be imposed by notification in the Official
Gazette.

* CG can impose such prohibition only if it is of opinion that it is
necessary to do so. All contracts entered in contravention of the
provisions after the date of the notification issued thereunder shall be
illegal.
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* The Central Goverhment may, on recommendation by the SEBI that any
person, who is alleged to have violated ‘any of the provisions of this Act .
or the rules or the regulations made thereunder, has made a full and
true disclosure in respect of a‘lleged violation, grant to such person
immunity from prosecution for any offence also from the imposition of
any penalty under this Act with respect to the alleged violation.

o , ho such immunity shall be granted by the Central Government
in cases where the proceedings for the prosecution for any such offence
have beén instituted. ' ' ‘

s CG has power to make rules for the purpose of earrying out the objects
of thisAct. The rules so formed shall be notified in the Official Gazette.

* the Central Government may, by order publiched in the Official Gazette,
direct that the powers (excep*: the powkr under section 30) exercisable
by it under any provision of this Act shall be exercisable alsc by the
Securities and Exchange Board of India or the Reserve Bank of India.

Recognized Stock Exchange May méke rules or amend any existing rules in
order to restrict the Voting Rights of members. The rules may be related to
following matters: -

e Only members shall have the voting right in respect of any matter
placed beforestock exchange at any meeting.

o Each member shall be entitled to only one vote, irrespective of paid-up
sharecapital.

o  Members shall not have a right to appoint a proxy.

e Matters that are required to give shape to the above three matters.
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Any recognised stock exchange may, subject to the previous approval of SEBI,
make bye-laws for the regulation and econtrol of contracts.

Contravention of bye-laws by members will attract one or more of the
following punishments: -

m Fine.
m Expulsion from membership.
m Suspension from membership for a specified period.

m Any other penalty of a like nature not involving the payment of money.

"To make or amend Bye-laws of [
Recognised Stock Exchanges
[Section 10]

To Issue directions || Power to adjudicate To make Regulations
[Section 12A] | [Section23-1] | [Section 31}

Securities Exchange Board of India (SEBI) has power to make or amend bye-
laws of a recognized Stock Exchange. Following are the requisites to use this
power: -

= SEBI can use this power suo moto or on a request made by governing
body of stock exchange. _

* [t can exercise such power if it ic satisfied after consultation with the
governing body of the stock exchange that it is necessary.

= Such bye-laws should be published in the Official Gazette.

= It will be effective from the date of publication in Official Gazette.

r |t will take effect as if the bye-laws are made by the recognised stock
exchange.

| * The making or the amendment or revicion of any bye-laws shall in all

cases be

* subject to the condition of previous publication.
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= If governing body has any objection towards amendment of any bye-
laws they can file an appeal within 2 months to SEBI and after getting
an opportunity of being heard and SEBI may reverse it.

If after making or causing to be ma:de an inq&iry, the

a) in the interest of investors,

b) to prevent the affairs that is being conducted in a manner detrimental
to the interests of investors or securities market;

¢) to secure the proper management of any stock exchange or clearing
corporation or agency or person

i

= to any stock exchange or cledaring corporation or agency or person
associated with the securities market; or

= to any company whose securities are listed or proposed to be listed in

darecognised stock exchange,as may be appropriate in the interests of
investors in securities and thé securities market. :

SEBI may, by notification in the Official Gazette, make regulations consistent
with the provisions of this Act and the rules made thereunder to carry out the
purposes of this Act. ‘

SEBI may appoint an officer equivalent to Division Chief of SEBI for holding an
inquiry in the prescribed manner after giving any person concerned a
reasonable opportunity of being heard for the purpose of imposing any
penalty. v

While carrying out such inspection the adjudicating officer shall have
following powers: -

= To summon and enforece the attendance of any person or documents
relevant to the subject matter.
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* He may impose such penalty as he thinks fit in acecordance with the
provisions of this Act. While imposing such penalty the adjudicating
officer shall eonsider the following factors: -

a) The amount of gain or unfair advantage made.
b) The amount of loss caused to an investor or group of investor.
¢) The repetitive nature of the default.

Public lssue

» Section 17A provides that no securities shall be offered to the public or
listed on any recognized stock exchar"lge unless the issuer fulfils such
eligibility criteria and eomplies with such other requirements as may be
specified by regulations made by the Securities and Exchange Board of
India.

* Every issuer intending to offer the certificates or instruments to the
public shall make an application, before issuing the offer document to
the public, to one or more recognized stock exchanges for permissionto
be listed on the stock exchange.

e Where the permission applied for listing has not been granted by the
recoghized stock exchanges the issuer shall forthwith repay all moneys,
if any, received from applicants within eight days after the expiry of the
eighth day, liable to repaythat money with interest at the rate of fifteen
per cent per annum.

Listing of Securities

Section 21 of the Act provides that where securities are listed on
theapplication of any person in any recognised stock exchange, such person
shall comply with the conditions of the SEBI (Listing Obligations and
Disclosure Requirements) Regulations.
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RIGHT OF APPEAL

a al to oV t against refusal of st
e anges to list it blic companies

Where a recognized stock exchange refuses to list the securities of any public
company the company or scheme shall be make an application to the CG: -

e If Reason for Refusal is received by the Company Within 15 days of
receipt of order of refusal

e If Reason for Refusal is not received by the Company Within 15 days of
expiry of time specified in Section 40 of the Companies Act, 2013

Extension of 1 month can be granted by central govt if cause of delay is
sufficiently explained.

On receipt of application CG should give an opportunity of being heard to the
Stock Exchange thereafter CG can pass any of the following order: -

=~ Vary the order
- Set aside the order

- Confirm the order i

i o eal to Securities A llate Tribunal (S . l to
ities ubl | ies by Stock exchanges

Where a recognised stock exchange, aecting in pursuance of any power given to
it by its bye-laws, refuses to list the securities of any company, the company
shall be make an application to SAT: -

e If Reazon for Refusal is received by the Company Within 15 days of
receipt of order of refusal

¢ If Reason for Refusal is not received by the Company Within 15 days of
expiry of time specified in Section 40 of the Companies Act, 2013

Extension of 1 month can be granted by SAT if cause of delay is
sufficiently explained.
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On receipt of application SAT should give an opportunity of being heard to
theStock Exchange thereafter SAT can pass any of the following order:-

- Vary the order

- Set aside the order

—; Confirm the order

SAT shall deal with the appeal as early as possible and within 6 months.

The Stock Exchange shall act in accordance with the orders of the Securities
Appellate Tribunal.

Appeal to Supreme Court

® An aggrieved party can file an appeadl to the Supreme Court against the
order of SAT within 60 days of receipt of order of SAT.

e Extension of 60 days can be granted by the Supreme Court if sufficient
reason is explained.

o Appeal to Supreme Court can be filed only on a question of law.

¢ RSE fails or neglects to furnish
periodical returns to SEBI.

* RSE fails or neglects to make
or amendits rules or bye-laws

as directed bySEBI Minimum: RS. 5 Lakh
Maximum RS. 25 CR

¢ Fails to comply direction of
SEBI

» Failure to comply with

provisions oflisting/ delisting
eonditions
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¢ Penalty for excess :
dematerialization or delivery of
unlisted securities.

* Any person fails to furnish
anyinformation, documents, -
books, returns or fails to

maincdin bogissof docount Minimum: RS. 1 Lakh for each day

e Failure by any person to enter during which such failure

into anagreement with clients _contmues
Maximum RS.1 CR
¢ Failure to redress investor
grievances

¢ Penalty for failure to segregate
securities or moneys of eclient

Minimum: RS. 1 Lakh
e Penalty for contravention were ~ Maximum RS.1 CR
no *
separate penalty is imposed

e dany person, against whom any proceedings have been initiated or may
be initiatedmay file an application in writing to SEBI proposing for
settlement of theproceedings initiated or to be initiated for the alleged
defaults.

o The SEBI may, after taking into consideration the nature, gravity and
impact of defaults, agree to the proposal for settlement, on payment of
such sum by the defaulter or on such other terims as may be determined
by theSEBI.

e All settlement amounts, excluding the disgorgement amount and legal
costs, realised under this Act shall be credited to the Consolidated Fund
of India.
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If any person contravenes or attempts to Imprisonment: Maximum 10
contravene or abets the contravention of the years, or

provisions of this Act or of any rules or Fine: Maximum RS. 25 Crove

regulations or bye-laws made thereunder, for or Both

which no punishment is provided elsewhere.

If any person fails to pay the penalty imposed Imprisonment: Minimum 1
by the adjudicating officer or fails to comply month & Maximum 10 years,
with any of his directions or orders. or

Fine: Maximum RS. 25 Crore
or Both

The Government promulgated the Securities Contracts (Regulation) Rules,
1957 for carrying into effect the objects of the Securities Contracts
(Regulation) Act.

These rules provide among other things, for the-

* Procedure to be followed for recognition of stock exchanges.

e Submission of periodical returns and annual reports by RSE

¢ Inquiry into the affairs of stock exchanges and their members
* Requirements for listing of securities on a RSE.

A public company desirous of getting its securities listed on a recognised stock
exchange, shall apply for the purpose to the stock exchange and forward along
with its application the following documents and particulars:

a) Memorandum and articles of dssociation and, in the case of a debenture
issue, a copy of the trust deed.

b) Copies of all prospectuses or statements in lieu of prospectuses issued by
the company at any time. l
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C) Copies of offers for sale and circulars or advertisements offering any
securities for subseription or sale during the last five years.

d) Copies of balance sheets and audited accounts for the last five years, or
in the case of new companies, for such shorter period for which
accounts have been made up. '

e) A statement showing -

¢ dividends and cash bonuses, if any, paid during the last ten years
(or such shorter period as the company has been in existence,
whether as a private or public company),

¢ dividends or interest in arrears, if any.

f) Certified copies of agreements or other documents relating to

arrangements with or between -
e vendors and/or promoters,
e underwriters and sub-underwriters,
¢ brokers and sub-brokers.

g) Certified copy of every letter, report, balance sheet, valuation contract,
court order or other document, part of which is reproduced or referred
to in any prospectus, offer for sale, circular or advertisement offering
securities for subscription or sale, during the last five years.

h) A statement containing particuldrs of any commission, brokerage,
discount or other special terims including an option for the issue of any
kind of the securities granted to any person.

The minimum offer and allotment to public in terms of an offer document
shall be-

At least 25% of each class or kind of
equity shares or debenture convertible
into equity shares issued by the
company.

Up to RS. 1600 Crore

At least such percentage of each class
or kind of equity shares or debentures
convertible into equity shares issued

by the company which is equivalent to |
the value of RS. 400 Crore. |
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At least 10% of each class or kind of

Above RS. 4000 Crore up to RS. 1 lakh equity shares or debentures
crore convertible into equity shares issued
by the company.

|

| at least such percentage of each class
or kind of equity shares or debentures
convertible into equity shares issued
by the company equivalent to the

Above RS.1 lakh crore value of 5000 crore rupees

and
at least 5% of each such class or kind
of equity shares or debenture
convertible into equity shares issued

' by the company,

However, the company referred to in sub-clause (ii) or sub-clause (iii), shall
increase its public shareholding to at least 25% within a period of three years
from the date of listing of the securities.

The company referred to in this sub-clause (iv) shall increase its public
shareholding to at least ten per cent within a period of two years and at least
twenty-five per cent. within a period of five years, from the date of listing of
the securities.

an application for listing shall be necessary in respect of the following: -

a) all new issues of any class or kind of securities of a company to be
offered to the public;

b) all further issues of any class or kind of securities of a company if such
class or kind of securities of the company are already listed on a
recognised stock exchange.

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 64

!
A Recognized Stock Exchange may suspend or withdraw admissions to dealing

insecurities of a company.

n for Withdrawal

® Bredach/Non-compliance of conditions

® Any other reason, to be recorded in writing

Before such suspension/withdrawal company should be given a reasonable
opportunity of being heard and show cause notice.

If the period of suspehsion exceeds 3 months company may prefer an appeal to
SAT.

SAT after giving opportunity of being heard can set aside, confirm or vary the
decision of Stock Exchange.

The order of SAT shall be a binding on Stock Exchange.
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CHAPTER - 4

Securities and Exchange board of
India

INTRODUCTION

e SEBI is a body corporate having perpetual succession.

¢ It a common seal with power to acquire, hold and dispose of property.
* Such property can be movable and immovable.

® |t can contract, sue and be sued in its own name.

® |Its Head Office is at Mumbai and is empowered to establish its offices at
other places in India.

e SEBI presently has offices also in Ahmedabad, Jaipur, Kolkata,
Guwahati, Bhubaneswar, New Delhi, Chennai and Bengaluru.

V F SEBI

OBJECTIVES OF
SEBI

To protect the interests of
investors in securities

COMPOSITION OF SEBI

The promote the
development of Securities
Market

]

To regulate the securities
market and for matters
connected therewith or

incidental thereto
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—— Chairman

Two members from amongst the officials of
the Ministry of the Central Government
dealing with finance and administration

of the Companies Act, 2013

One member from amongst the officiais of the
Reserve bank

Five other members of whom at teast three shall
—— be the whole ime members, to be appointed by
l the Central Government

Composition of the SEBI
I

FUNCTIONS AND POWERS OF THE SEBI

|

It is the duty of SEBI to take such measures for the protection of the interest
of the investors and promoting the deve(opment of the securities market.
These measures include:

® Registering and regulating thk work of the Intermediaries;

® Regulating the Business in Stock Exchanges and any other securities
market;

® Registering and Regulating the work ofl the Depositories, Participants,
Files and Credit Rating Agencies;

® Registering and Regulating the work of the Venture Capital Funds and
Collective Investment Schemes;

® Prohibiting the Unfair and Fraudulent Trade Practices;

® Prohibiting the Insider Trading in Securities;
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® Regulating Substantial Acquisition of Shares and Takeover of
Companies;

® calling for any required Information, undertaking Inspections and
conducting Inquiries and Audits of the Stock Exchanges;

® Levying Fees and other charges for carrying out the purposes of this
section;

® Conducting Research for above purposes;

® Performing any other function as may be prescribed.

SEBI may take measures to undertake inspection of any book, or register, or
other document or record of any lizted public company or a public company
which intends to get its securities listed on any recognised stock exchange
where SEBI has reasonable grounds to believe that such company has been
indulging in insider trading or fraudulent and unfair trade practices relating to
securities market.

® The discovery and production of books of accounts and other documents;

® Summoning and enforecing the attendance of persons and examining
them on oath;

® Inspection of books, registers and other related instruments of
intermediaries;

® Issuing commissions for the examination of the witnesses or documents.
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The SEBI! may, for the protection of investors by general or special order: -

® Prohibit any company from issuing prospectus, any offer document, or
advertisement soliciting money from the public for the issue of
securities.

® specify, the conditions subject to which the prospectus, such offer
document or advertisement, if not prohibited, may be issued.

@ The SEBI has the power to pro_‘hib’it any company from issuing any offer
documentin the interest of the inhvestors. If SEBI is satisfied after
making inquiries that it isnecessary.

® |n the interest of the investorE:
a) To prevent the activities of any intermediary;
b) To secure proper management of such intermediary.

® 1t may issue such directions, as may be necessary to:
a) Any person or class of persons;
b) To any company for the matters relating to issue of capital, transfer
ofsecurities, ete. i

® if SEBI has reasonable grounds to believe that:

a) any matter connected with the securities market is being dealt with
in such a way that it is detrimental to the interest of investors, it
may direct an investigation;

b) Any intermediary or any person associated with the securities market
hasviolated any of the provisions of this Act or the rules or the
regulations.

® [t is the duty of any authorized person of the company and every
intermediary to produce necessary documents before the investigating
authority.

® The investigating authority has the right to keep any books, registers,
other documents and records for 6 months in his custody.
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® If, in the opinion of the Board, any person has violated or is likely to
violateany of the provisions, rules or regulations of the Act, it may pass
an orderrequiring such person to cease and desist from committing such
action.

PROHIBITION OF MANIPULATIVE AND DECEPTIVE DEVICES, INSIDER TRADING
ETC. '

A person shall not directly or indirectly:

a) use or employ, in connection with the issue, any manipulative or
deceptive device or contrivance in contravention of the provisions of this
Act or the rules or the regulations made thereunder;

b) employ any device, scheme or artifice to defraud in connection with
issue or dealing in securities which are listed or proposed to be listed on
a recoghized stock exchange;

¢) engage in any act, practice, course of business which operates or would
operate ds fraud or deceitupon any person,

d) engage in insider trading;

e) deal in securities while in possession of material or hon-public
information or communicate such material or non-publiec information to
any other person '

PENALTIES

Section Punishment

STUDY CIRCLE 82868 81716 | 77383 05533




Failure to furnish
information, return, etc

enter into agreement
with elients.

Failure to redress
investors’ grievances.

:C.ertain defaults in case
of mutual funds.

Failure to observe rules
and regulations by an
asset management
ecompany.

In case investment
adviser and research
analyst fails to comply
with the regulations
made by the SEBI or
directions issued by the
SEBI.

in case of AIF, INVIT,
REIT

fails to comply with the
regulations made by the
SEBI.

Default in case of stock
brokers.
If any stoeck broker-

STUDY CIRCLE

' Failure by any person to |

15A

158

15C

15D

15€E

15EB

15EA

15F

[ Default/Failure
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Penalty of at least 1
lakh rupees but may
extend
to 1 lakh rupees per day
during which such
failure
continues,
subjeect to a maximum
of 1 crore rupees.

Penalty of at least 1
lakh rupees but may
extend

to 1 lakh rupees per day
during which such
failure

continues, subject to a
maximum of 1 crore
rupees

or 3 times the amount
of gains whichever is
higher.

® Penalty of at least 1
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® fails to issue
contract notes in
the manner i
specified by the ‘
stock exchange of '
which such broker !
is a member.

® fails to deliver
any security or
fails to
make payment of
the amount due
to
the investor

e charges an
amount of
brokerage
which is in excess
of the brokerage

Offence related to
Insider Trading

Non-diselosure of
dcquisition of shares
and takeovers.

Fraudulent and unfair
trade practices.

156G

15H

1S5HA
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lakh rupees but
which may extend
to 1 crore rupees for
which the econtract
note issued.

® Penalty of at least 1
lakh rupees but
may
extend to 1 lakh |
rupees per day |
during which such
failure continues,
subject to a
maximum of 1 crore
rupees.

® penalty of at least 1
lakh rupees but
which
may extend to five
times the amount
of
brokerage charged
in excess whichever
is higher.

Penalty of at least 10
lakh rupees but which
may

extend to 25 crore
rupees or 3 times the

' amount

of profits made out of
insider trading,
whichever is higher.

Penalty of at least 10
lakh rupees but which
may extend to 25 crore
rupees or 3 times the
amount of profits made
out of such failure,
whichever is higher.

Penalty of at least 5

' lakh rupees but which

may
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extend to 25 crore
rupees or 3 times the
amount

of profits made out of
such failure, whichever
is

higher.

Adjudicating Power

SEBI shall appoint any officer not below the rank of a Division Chief of SEBI to
be an adjudicating officer for holding an inquiry in the preseribed manner after
giving any person concerned a reasonable opportunity of being heard for the
purpose of imposing any penalty.

While carrying out such inspection Fhe adjudicating officer shall have

followingpowers: -

® To summon and enforce the attendance of any person who may have
some evidence documents relevant to the subject matter.

® He may impose such penalty 4s he thinks fit in accordance with the
provisionsof this Act. ;

While imposing such penalty the adjudicating officer shall consider the
followingfactors: -

> The amount of gain or unfair advlantage made.
> The amount of loss caused to an investor or group of investor.
> The repetitive nature of the default.

A) Filing of an application in writing to the SEBI proposing for settlement
of proceeding initiated or to be initiated for the alleged defaults.

B) SEBI may consider for settlements of defaults after taking into
consideration the nature, gravity and impact of defaults

C) Procedure of settlement proceedings shall be eonducted in aceordance
with the procedure specified in the regulations made under this Act.

D) No appeal shall be madeagainst any order passed by the SEBI or
adjudicating officer as the case may be.

E) settlement amounts shall be credited to the Consolidated Fund of India
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The Central Guverniment is empowered o estakiizh by notifications one or
more Appellate Tribunals, to be known as the Securities Appellate

Tribunals.Securities Appellate Tribunal will a2capt cone
wrder.

iz agmi
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SAT consists of the following:
* One Presiding Officer and

e such number of Judicial and Technical Members as the Central
Government may determine.

'

The Presiding Officer may transfer d Judicial Member or a Technical Member of
the Securities Appellate Tribunal from one Behch to another Bench.

e Any person aggrieved by the Jecision of the recognised stock exchange
or adjudicating officer or any order of SEBlI may appeal to SAT within 45
daysof receiving the order.

* SAT may grant extended time if satisfied.

On receipt of application SAT should give an opportunity of being heard to the
parties thereafter SAT can pass any of the following order: -

@) Vary the order
b) Set aside the order
¢) Confirm the order

Note:SAT shall deal with the appeal as expeditiously as possible and within 6
months.

e Any person aggrieved by any decision or order of the SAT may file an
appeal to the Supreme Court within 60 days from the date of
communication of the decision or order of the SAT

o Appeal can be on any question of fact or law arising out of such order.

¢ Extension of 60 days can be granted if sufficient cause for delay is
explained.

e SAT not bound by the procedure laid down by the Code of Civil
Procedure, 1908

¢ It shall be guided by the principles of natural justice
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e It will be bound by provisions of this Act and of any rules
* The provisions of the Limitations Act, 1963 shall apply to an appeal
made to Securities Appellate Tribunal.

The Securities Appellate Tribunals shall have the zame powers as are vested in
a Civil Court under the Code of Civil Procedure, 1908, while trying a suit, in
respect of the following matters, namely: -

e Summoning and enforeing the attendance of any person and examining
himon oath; .

* Requiring the discovery and production of documents;

* Receiving evidence on affidavits;

* Issuing commissions for the examination of witnesses or documents;

* Reviewing its decisions;

* Dismissing an application for default or deciding it ex parte

e Setting aside any order of dismissal of any application for default or any
orderpassed by it ex parte;

* Any other matter which may be prescribed.

Note: No civil court has jurisdietion to entertain any suit or proceeding in
respectof any matter which is taken up by SAT.

OFFENCES

Establishment of Special Court

The Central Government may establish Special Courts for the purpose
ofproviding speedy trial of offences under this Act;
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Composition:

A Special Court shall consist of a single judge who shall be appointedby the

Central Government with the concurrence of the Chief Justice of the

HighCourt within whose jurisdiction the judge to be appointed is working.
1

Qualification:

He should be Sessions Judge or an Additional Sessions Judge.

Triakle Offences:
All offences punishable under this Act are triable at SpecialCourts.

Every person who, at the time when

the offence was committed, was in
charge of, and was resptmsible to, the

Shall be deemed to be guiity of the
offence.

Howev&r, any such person shall not be

comparny for the conduct of the

liable to any punishment provided in
business. '

this Act, if he proves that the offerce
was commitied without his krnowledge
or that he exercised all due diligence
to prevent the commission of such

offence.

Offence has been committed with the

consant or

Deemed to be guilty of that offence.
connjvance of, or is

attributable to any gross negligence on

the part of any director, manager,
secretary or other officer of the

company.

i

mnlaoint
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SCORES (SEBI Complaints Redress System) is an online platform designed to
help investors to lodge their complaints, pertaining to securities market,
online with SEBI against listed companies and SEBI registered intermediaries.

All complaints received by SEBI against listed companies and SEBI registered
intermediaries are dealt through SCORES.

The salient features of SCORES are:

@ Centralized database of investor complaints

® Online movement of complaints to the concerned listed company or SEBI
registered intermediary

® Online upload of Action Taken Reports (ATRs) by the concerned listed
company or SEBI registered intermediary

® Online viewing by investors of actions taken on the complaint and its
current status

©® SCORES is web enabled and provides online access 24 x7

® Complaints and reminders thereon can be lodged online at the above
website at anytime from anywhere

® complaint registration humber to the complainant for future reference
and tracking :

® The complaint forwarded online to the entity concerned for its redressal.

Direct Complaint

® The complainant may use SCORES to submit the complaint or grievance
directly to the listed companies / intermediaries / Mlls for resolution.

® Such a complaint is called a “Direct Complaint” and shall be redressed
by the entity within 30 days without any intervention of SEBI.

Process for lodging online complaint on SCORE by investor
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To enhance ease, speed and accuraéy in the redressal of grievance, the
complaint shall be lodged on SCOREIS within 1 year from the date of cause of
action, where - ' '

a) the complainant has approached the listed company or registered
intermediary / Mll, as the ecase may be, for redressal of the complaint
andl . :

b) The concerned listed company or registered intermediary/ Mil has
rejected the complaint or, o :

¢) The complainant has not received any communication from the
concerned listed company or the registered intermediary / Mil or,

d) The complainant is not satisfied with the reply received or the redressal
action taken by the concerned listed company or an intermediary / Mll.

SEBI reserves its right to reject a complaint lodged on SCORES, if the date of
cause of action is more than one-year-old.

~ti ‘Review’

To enhance investor satisfaction on complaint redressal, a one-time ‘Review’
option is also available under SCORES wherein a complainant, if not satisfied
with the extent of redressal of grievance by the concerned listed company/
intermediary/ Mll, opts for review within 15 days from the date of closure of
the complaint on SCORES.
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Thereafter, the complaint shall be escalated to the supervising official of the
dealing officer of SEBI.

es of complaints shal be dea 0
The following types of complaints shall not be dealt through SCORES:
9 Complaints against companies which are unlisted/delisted and

companies on Dissemination Board of Stock Exchanges (except
complaints on valuation of securities).

@ Complaints relating to cases pending in a court or subject matter of
quasi-judicial proceedings, ete.

@ Complaints falling under the purview of other regulatory bodies such as
RBI, IRDAI, CCl or complaints fallingunder the purview of other
ministries.

¢ Complaints against a company under resolution under therelevant
provisions of the Insolvency and Bankruptecy Code, 2016 (IBC).

@ Complaints against the companies where the nhame of company is struck
off from Register of Companies(RoC) or a vanishing company as
published by MCA.

¢ Liquidated Companies or companies under liquidation.

Timelines for handling of complaints and actions in ease of non-compliances

Sr. No. Activity No of calendar days

1 Complalnt handUng:

Q. Complaint received in SCORES by the listed company T
b. Response to be obtained from Listed Company Within T+30
c. If no response recelved, alert to Listed Company In the form of reminder Ti131

for non-redressat of complaint
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d. Response to be obtained from Listed Company Within T+60
P Actlon In case of non-compllances
a. Notlce to Listed company intimating the flne @ Rs. 1000/ per day, T+61

per complaint to be levied for not resolving the complaints within 60 days

b. Notlce to Promoters for non-resolution of complaints and nonpayment T176
of fine to the stock exchange

C. Freezing of promolers shareholdings (i.e. entire shareholding of the Ti86
promoters in listed company as well as all other securities held in the
demat account of the promoters) in demat account

d. Stock exchanges may take any other actions, as deemed appropriate

a. Once Stock exchange has exhausted ail options and if number of pending
compleints exceed 20 or the volue involved is more than Rs. 10 lokhs, the
Exchange to forward the details of such Lisled companies to SEBI for Iurther
action, if any.

'

® SCORES is a platform designea to help investors to lodge their
complaints online with SEBI . '

@ In its efforts to improve the ease of doing business, SEBI launched a
Mobile Applicationfor the convenience of investors to lodge their
grievances in SEBI Complaints Redress System (SCORES).

® The Mobile App will encourage investors to lodge their complaints on
SCORES rather than sending letters to SEBI in physical mode.

@ After mandatory registration on the App, for each grievance lodged,
ihvestors will get an acknowledgement via SMS and e-mail on their
registered mobile numbers and e-mail ID respectively.

@ The Mobile App “SEBI SCORES” is available on both i0S and Android
platforms.
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In the interests of better regulation of and orderly development of the
Securities market, SEBI has issued SEBI (Informal Guidance) Scheme 2003.

The following persons may make a request for informal Guidance under the
scheme: ‘

a) any intermediary registered with the SEBI.

b) any listed company. ,

c) any company which intends to get any of its securities listed and
which has filed either a listing application with any stock exchange
or a draft offer document with the SEBI or the Central Listing
authority.

d) any mutual fund trustee company or asset management company.

e) any acquirer or prospective acquirer under the SEB Takeover
Regulation. :

The informal guidance may be sought for dﬁd given in two forms:

® MNo-action letters: The SEBI indicates that the Department would or
would not recommend any action under any Act, Rules, Regulations,
Guidelines, Circulars or other legal provisions administered by SEBI to

the Board if the proposed transaction is consummated.

® |nterpretive letters: The SEBI provides an interpretation of a specific
provision of any Act, Rules, Regulations, Guidelines, Circulars or other
legal provision being administered by the SEBI in the context of a
proposed transaction in securities or a specifie factual situation.

The SEBI may dispose off the request as earily as possible and in any case not
later than 60 days after the receipt of the request.

a) those which are general and those wl'\iich do not completely and
sufficiently describe the factual situation;

b) those which involve hypothetical situations;

¢) those requests in which the requestor has no direet or proximate
interest; ‘ !

d) where the applicable legal provisions are not cited;
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e) where a no-action or interpretive letter has already been issued by that
or any other Department on d substantially similar question .

f) those cases in which investigation, enquiry or other enforcement action
has already been initiated;

g) those cases where connected issues are pending before any Tribunal or
Court and on issues which are subjudice; and

h) those cases where policy concerns require that the Department does not
respond. .

Where a , the fee, if any, paid by the
requestor shall be :
/- towards processing charges.

¢ Any{ under this
scheme may

i from the date of the

Department’s response. '

The request shall include a statement of the basis for confidential
treatment. i

If the
until the expiration of
the specified period.
If it
, the requestor will be so advised and such

person may

: , In which ease the fee, if any, paid by him
would be refunded to him. '

In case a request has been withdrawn under clause (¢), no response will
be given and the letter or written communication will remain with the
SEBI but will not be made available to the public.

If the letter or written communication is not withdrawn, it shall be
available to the public together with any written staff response.
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Laws governing to Depositories
and Depository Participants

® Depositories are institutions that hold
securities of investors in dematerialized /
electronic form and provide demat services to
the investors through their Depository
Participants (DP).

® There are two depositories in our country namely, National Securities
Depository Limited (NSDL) and Central Depository Services (India)
Limited (CcDsL).

® Under each Depository, there are registered Depository Participants
(DPs), which provide various services to the investors like opening and
maintdining of a Demat account, dematerialization of shares, ete.

® A depository is an organization which holds securities (like shares,
debentures, bonds, government securities, mutual fund units etec.) of
investors in electronic form at the request of the investors.

® In the depository system, share certificates belonging to the investors
dre to be dematerialized and their names are required to be entered in
the records of depository as beneficial owners.

® The beneficial owner continues to enjoy all the rights and benefits and is
subject to all the liabilities in respect of the securities held by a
depository.
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® A depository cannot act as a depository unless it obtains a certificate of
commencement of business from the SEBI.

Role of Depository and its Functibns

® Dematerialisation i.e., converting physical certificates to electronic form

9 Rematerialisation i.e., conversion of securities in demat form into
physical certificates

® Facilitating repurchase / redemption of units of mutual funds

® Electronic settlement of trades in stock exchanges

® pledging/hypothecation of dematerialised securities against loan
®  Electronic credit of securities allotted in public issues, rights issue

& Other facilities viz. holding debt instruments in the same account,
availing stoek lending/borrowing facility, ete.

Benefits of Depository System

® Elimination of bad deliveries.
® Elimination of all risks associated with the physical certificates.

® It facilitates the immediate transfer and registration of the securities.

'

It facilitates faster disbursement of non-cash corporate benefits like
rights,bonus, ete.

® It reduces the brokerage for trading in dematerialized securities.

® Elimination of paper work and recording of transactions like transfer of
shares.

® Elimination of problems related to change of the address of investor,
transmission, ete.

® Elimination of problems related to selling securities on behalf of minor.
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Difference between Depository an us ia

Depository

It is responsible for
"safe keeping" of
seeurities but also
transfers beneficial
ownership to the real
owner.

There is a separate Act
i.e. !
Depositories Act, 1996,
apart from SEBI
(Depositories and

DEPOSITORY PARTICIPANT (DP)

Participant) Reg., 1996.
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Custodian

It. is responsible for
vsafe keeping" of
securities but does not
transfer beneficial
ownership to the real
owner.

There is no separate Act
and it is regulated by
SEBI (Custodian of
Securities) Reg., 1996.

» A depository interfaces with the investors through its agents called

Depository Participants (DPs).

e Depository Participant (DP) is the representative (agent) of the investor
in the depository system providing the link between the Company and

investor through the Depository.

e Public financial institutions, scheduled commercial banks, foreign banks
operating in India with the approval of the Reserve Bank of India, state
financial corporations, custodians, stock-brokers, clearing corporations
/ clearing houses, NBFCs and registrar to an issue or share transfer
agent complying with the requirements preseribed by SEBI can be

registered as DP.
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Transmission requests/nemination
Acts as an Agent of Depository

Customer Interface of Depository

Functions like Securities Bank
Account opening
Characteristics of a DP
Faclltates dematerialisattion/rematerialisation
Instant transfer on pay-out

Enables off market transfers

Settles trades In electronic segment

Pledge/enforcement of pledge etc.

ISSUER

@ Vissuer" means any entity such as a corporate/State or Central
Governmentorganizations issuing securities which can be held by
depository in electronic form

® FUNCTIONS OF ISSUER

Dematerialisation

Confirmation of Beneficiary Holdings
Functions of Issuer Corporate Actions — Rights, Bonus, etc.
Reconciliation of Depository Holdings

Rematerialisation

ERIALISATIO

® Dematerialization is a process by which the physical share certificates of
aninvestor are taken back by the company and an equivalent number of
securitiesare credited in his demat account in electronic form at the
request of theinvestor.

® An investor will have to first open a Demat account with a Depository
throughthe Depository Participant.
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PROCEDURE FOR DEMATE SATIO

Dematarialisation

. - < . FOSTO tgres DRI
Investar opeis Reguaest Form (DRI _,ln\'t‘f £ ‘.!“( =0 —
b = < . ;. Yide and certificataes witly
account with P for ruygmistaered shares Dy

i Filis J

1 shaare

D se is vertiha S 1 " A 1
| s \.’\Ix]\.d\l;](lli-’ ":: s e Purpository intimates DE intimates the
l Repistrar /lssucr Repisirarflssuer Depository
_ =

| Reypiswuarssuer 1

ks » A .
confivms dermat o ' “P']'”t-”\(-): -V,‘,':,f“l'\
Depository investor a/fo

REMATERIALISATION

Rematerialisation is the process of converting securities held in electronic
form in a demat account back in physical certificate form.

For the purpose of rematerialisation, the client has to submit the
rematerialisationrequest to the DP with whom he has an account.

Procedure for Rematerialisation
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INTERNATIONAL SECURITIES IDENTIFICATION NUMBER (ISIN)

* The ISIN standard is uzed worldwide to identify specific securities and
assighed to securities to facilitate clearing and settlement procedures.

s AnISIN is a 12-digit alphanumeric code that uniquely identifies a
specific security. -

o [tis issued by the National Numbering Agency, present in each
respective country.

* It is structured in a way thatiit includes the country code where the
headquarters of the issuing company dre present, the specific security
identification number, and a check digit.

ELECTRONIC CREDIT IN NEW ISSUES

* Sometimes a company or issuer directly issues new issue in
dematerialised form. W '
e Following is the procedure for the same.
(a) Investor opens account with DP;
(b) Submits application; ;
(¢) Registrar upholds list of allottee's to Depository;
(d) Depository credits allottee's account with DP

DEMAT ACCOUNT OPENING PROCESS

Demat Account Opening Process

. 7» Rights & Obligation document
» Client Master Report
» Delivery Instruction slips Booklet

Application + KYC form T

DpP — > Account activation

KYC

» PAN

# Proof of Address

» Cancelled Cheque

» In person Verification

KRA/Central KYC
Registration Agency
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DEPOSITORIES ACT, 1996

* It acts as a legal basis for establishment of depositories;

* Dematerialisation of securities in the depositories mode becomes
possible;

*  Making the securities fungible;

* Making the shares, debentures and any interest thereon of a public
limitedcompany freely transferable; '

¢ Exempting all transfers of shares from the stamp duty.

Section 3 of the Depository Act, stipulates that no depository shall act as a
depository unless it obtains a certificate of commencement of business from

the SEBI in such form as may be specified by the SEBI (Depositories and
Participants) Regulations, 2018.

'
!

Any company or other institution to be eligible to provide depository services
must:

* has a net worth of not less than rupees one hundred crores.

¢ be formed and registered as a company under the Companies Act, 2013.
¢ be registered with SEBI as a depository under SEBI Act, 1992.

¢ has framed bye-laws with the previous approval of SEBI.

¢ has one or more participants to render depository services on its behalf.

e has adequate systems and safeguards to prevent manipulation of
records and transactions to thesatisfaction of SEBI.

o complies with Depositories Act, 1996 and SEBI (Depositories and
Participants) Regulations, 2018.

® meets eligibility criteria in terms of constitution, network, ete.
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: |
Ri and Obligati of Deposi Participants, Issuers and b ia
owners

1 .

® A depository shall enter into an agreement with one or more
participants as its agent in suéch form as may be specified by the bye-
laws.

® Any person, through a participant, may enter into an agreement, in
such form as may be specified by the bye- laws, with any depository for
availing its services. ' :

* Any person who has entered into an agreement through a participant
shall surrender the certificate of security, for which he seeks to avail the
services of a depository, to the issuer and it enter the name of the
person in its records, as thebeneficial owner.

© Every depository shall, on receipt of intimation from a participant,
register the transfer of security in the name of the transferee.

Eligible securities required to be in Depository mode:

“ It is not necessary for all the eligible securities to be in the depository
mode. i

© In the scheme of the Depositories legislation, the investor has been given
supremacy. ' '

© The investor also possesses the choice of holding the physical securities.

©® |n ease of fresh issue of securities where all securities issued have to be
indematerialised form the investor will also have the freedom to switeh
from depository mode to non-depository mode and vice versa.

Fungibility
® Fungibility means interchangeable or exchangeability.

® All cecurities held in depository shall be fungible i.e. all certificates of
the samesecurity shall become interchangeable in the sense that
investor loses the right to obtain the exact certificate he surrenders at
the time of entry into depository.

® |t is like withdrawing money from the bank without bothering about the
distinctive humbers of the currencies.

STUDY CIRCLE 82868 81716 | 77383 05533




Page |91

® In short, if a security or commodity is fungible if it i perfectly
interchangeable with any other of the same type and class securities or
commodities.

® Most financial securities are fungible a share in a particular company is
exactlythe same as another share in the same company.

® Fungibility is the property of a good or a commodity whose individual
units are capable of mutual substitution.

Registered Owners

e A depository should be deemed to be the registered owner in the
depository'ssystem who will transfer and hold security on behalf of a
beneficial owner.

¢ The depository as a registered owner should not have any voting rights
or anyother rights in respect of securities held by it.

e Every depository is required to maintain a register of beneficial owner.

e Every depository shall furnish to the issuer information about the
transfer ofsecurities in the name of beneficial owners.

Beneficial Owner

e The Investor is not the registered owner but the beneficial owner in
depositorysystem.

¢ The beneficial owner is entitled to all the rights and benefits.

¢ He is subject to all the liabilities in respect of his securities held by a
depository.

® A beneficial owner may with the previous approval of the depository
create a pledge or hypothecation or any other encumbrance in respect of
a security owned by him through a depository.

POWERS OF THE SEBI

The powers of SEBI are same as prescribed under the SEBI Act, 1992 (chapter-
4).
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PENALTIES

' Shall be liable to a penalty which shall not be
* Contravention where no seperate penalty has been ™ |ass than one lakh rupees but which may

provided /" extend to one crore Rupees.

.
" 4

* Failure to Furnish informabon/return etc.
e Failure to enter in to agreement
» Failure to redress investor's grievances

e Delay in demat or issue of certificate of
securities

e failure to reconcile records

¢ Failure to comply with the directions issued |
by SEBI

f

Shall be liable to a penalty which shall not be
less than one lakh rupees but which may
extend to one lakh rupees for each day
during which such failure continues subject
to a maximum of one crore rupees.

! shall be liable to penalty which shall not be

less than five crore rupees hut which may be

s Failure to conduct business in a fair manner d extend to twenty five crore rupees or three

74 times the amount of gains made out of such
failure, whichever is higher.

icatio
The adjudication procedure as mentioned under Sections 19H to 19J of the

Depositories Act, 1996 is same as the adjudication procedure prescribed under
SEBI Act, 1992 (chapter - 4).
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Offences

If any person contravenes or attempts to Imprisonment: Maximum 10
contravene or abets the contravention of the years, or

provisions of this Act or of any rules or o .\ Rs. 25 Crove,

regulations or bye-laws made thereunder, for or Both

which no punishment is provided elsewhere

If any person fails to pay the penalty imposed Imprisonment: Minjimum 1
by the adjudicating officer or fails to comply month & Maximum 10 years,

with any of his directions or orders or

Fine: Maximum Rs. 25 Crore,

or

Both

Contravention by companies

Every person. who, at the time when  Shall be deemed to be guilty of the
the offence was committed, was in  offence.

charge of, and was responsible to, the However, any such person shall not be
comyrarg| oKl [thie] coniaet] ofi the liable to any punishment provided in
this Act, if he proves that the offence

was committed without his knowledge

business

or that he exercised all due diligence to

prevent the commission of such offence.

Offence has been committed with the Deemed to be guilty of that offence.
consent or connivance of, or s
attributable to any gross negligence
on the part of any director, manager,
secretary or other officer of the

compang
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SEBI (DEPOSITORIES AND PARTICIPANTS) REGULATIONS, 2018

1
® The registration of the depository, its participant and the custodian are
mandatory with SEBI; i

® Requisite fees must also be paid to SEBI in respect of the registration;
® The proper agreement must be entered into by all the parties;

® Drafts of these agreements are to be included in the bye-laws and to be
approved by SEBI.

Records to be maintained by negosito:g & Depository Participant

Every depository is required to maintain following records & documents which
are as follows: - '

¢ Records of securities dematerialised; ,

*» The names of the transferor, transferee, and the dates of the transfer of
securities;

e Aregister and index of benefitial owner;

¢ The details of holding of securities of the beneficial owner at the end of
each day;

s Records of approvals, notices, entries;

o Details of participants; :

e Details of securities declared to be eligible for dematerialisation.

The Participants have to maintain the following Documents for a period of 5
years: -

o Records of all transactions entered into;

o Detadils of the securities dematerialised;

¢ Records of instructions received from beneficial owners;
e Records of approvals, notices, entries.

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 95

AUDIT UNDER SEBI (DEPOSITORIES AND PARTICIPANTS) REGULATIONS, 2018

® Every issuer shall submit audit report on a quarterly basis to the
concerned stock exchanges audited by a practicing Company Secretary
or a qualified Chartered Accountant or a practicing Cost Accountant.

® The audit report is required to give the updated status of the register of
members of the issuer and confirm that securities have been
dematerialized as per requests within 21 days from the date of receipt of
requests by the issue. ‘

® Any difference in the records maintained by the issuer shall be reported
to thedepositories and stock exchanges.

® The two Depository service providers in India, viz., National Securities
Depository Ltd. (NSDL) and Central Depository Services (India) Limited
(cDsL) have allowed Company Secretaries in whole-time practice to
undertake internal audit of the operations of Depository Participants
(DPs).

® Every Depository Participant shall ensure that an internal audit in
respect of the operations of the Depository is conducted at intervals of
not more than six months by a qualified Chartered Accountant or a
Company Secretary holding a Certificate of Practice and a copy of the
internal audit report shall be furnished to the Depository.

® Every Depository Participant shall ensure that an internal audit shall be
conducted in respect of the participant's operations relating to CDS by a
qualified Chartered Accountant in accordance with the provisions of the
Chartered Accountants Act, 1949 or by a Company Secretary in practice
in accordance with the provisions of the Company Secretaries Act, 1980,
at such intervals as may be specified by CDS from time to time. A copy
of Internal Audit report shall be furnished to CDSL.
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® The process of Demat Account opening, control and verification of
Delivery Instructions slips is subject to concurrent audit.

® Dpepository Participants have been advised to appoint a firm of qualified
Chartered Accountant(s) or Company Secretary (ies) holding a certificate
of practice for conducting the concurrent audit.

® However, the participants in case they so desire, may entrust the
concurrent audit to their internal Auditors.

® concurrent audit includes following areas:
a) Account opening, ‘

b) Delivery Instruction Slip (DIS) book issuance,

¢) Execution of DIS,

d) Power of Attorney miodifications,

e) Account closure requests initiated by Participant,

f) Investor grievances received by Participant,

g) Providing Transaction Statements to ¢ledring members (process level)

h) Pledge & Hypotheeation,

i) Margin Pledge / Re-Pledge].

J) Online account closure by client,

SERiisIEvEERS @eYBerIRESILIENCE FRAMEWORK FORISTOCK
BROKERS.EPOSITORYEQRTICIPANTS

Cyber security framework includes measures, tools and processes that are
intended to prevent cyber-attacks and improve cyber resilience.

The Frameworks inter-alia prescribes the following:
Depository Participants

e are mandated to conduct comprehensive cyber audit at least once in a
financial year.

s shall submit with Stock Exchange/Depository a declaration from the
MD/ CEO / Partners/ Proprietors certifying compliance with all SEBI
Circulars and advisories related to Cyber security from time to time,
along with the Cyber auditreport.
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shall identify and classify critical assets based on their sensitivity and
criticality for business operations, services and data management.
shall maintain up-to-date inventory of its hardware and systems,
softwadre and information assets (internal and external), details of its
network resources, connections to its network and data flows.

o shall carry out periodic Vulnerability Assessment and Penetration Tests
(VAPT) which inter-alia include critical assets and infrastructure
components in order todetect security vulnerabilities in the IT
environment and in-depth evaluation of the security posture of the
system through simulations of actual attacks on its systems and
networks.

Brokers / Depository Participants shall conduct VAPT at least once in a
financial year.

A) Right to Legal Reprezentation: Any person aggrieved (the appellant) may
either appear in person or authorise one or more chartered accountants
or company secretaries (PCS) or cost accountants or legal practitioners
or any of its officers to present his or its case before the Securities
Appellate Tribunal (SAT).

B) Internal Audit of DP's: The 2 Depository services providers in Indiaq,
National Securities Depository Ltd. (NSDL) and Central Depository
Services (India) Limited(CDSL) have allowed Company Secretaries in
whole-time practice to undertake internal audit of the operations of
Depository Participants (DPs).

C) Concurrent Audit of DP's: PCS can carry out eoncurrent audit of
depository participants.

D) Reconciliation of Share Capital Audit: Company Secretary is authorised
toissue quarterly certificate on reconciliation of share certificate.
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Securities Market Intermediaries

o  Capital Market Intermediaries are an important link between investor,
issuer Company and the regulator.
e |n other words, we cannot imagine any transaction in the capital
: market without Capital Market Iintermediaries.

e They simply connect an investor with the user of funds in pursuance of
SEBlregulations.
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Merchant Banker

‘Merchant banker’ means any person engaged in the business of issue
mandgement either by making arrangements regarding selling buying or
subscribing to securitiesor acting as manager/ consultant/advisor or rendering
corporate advisory services inrelation to such issue management.

Net worth Requirement - Not less than RS. 5 crores.

Role and Responsibilities: -

® Managing of public issue of securities

® Underwriting connected with the aforesaid public issue management
business

® Managing/Advising on international offerings of debt/ equity i.e. GDR,
ADR, bonds and other instruments

® Private placement of securities
@ Stock broking

® Advisory services for projects

® Syndication of rupee term loans

® International financial advisory services.

GENERAL OBLIGATIONS AND RESPONSIBILITIES

® Every merchant banker shall abide by the Code of Conduct.

® No merchant banker, shall carry on any business other than that in the
securities market.

® Every merchant banker shall keep and maintain the books of account,
records and documents.

® Every merchant banker shall furnish to the SEB! half- yearly unaudited
financial results.

¢ The merchant banker shall preserve the books of account and other
records and documents for a minimum period of five years.

b
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Redistrars and Share Transfer Adents

D ot adwraw 4 Awn leemgioi
Kedgisirar to dn Issue !

means the person appointed by a body corporate or any person or group of
persons to carry on the following ac’ﬁ:’ivities on its or his or their behalf:

a) collecting application for investor in respect of an issue;
b) keeping a proper record of applications and monies received from
investors or paid to the seller of the securities

¢) assisting body corporate or person or group of persons

1
Pre-issue Activities

Sending instructions to Banks for reporting of collection figures and
collection ofapplications:

Providing Practical inputs to the Lead Manager and Printers regarding
the design of the Bid cum-Application form.

“  Facilitate and establish information flow system between clients, Banks
and Managers to the issue.

Liaisoning with Regulatory Authorities such as SEBI & Stock Exchanges.

Share Transfer Agent

means:

a) any perzon who on behalf of any body corporate, maintains the records
of holders of securities issued by such body corporate and deals with all
matters connectedwith the transfer and redemption of its securities;

b) the department or division, by whatever name called, of a body
corporate performing the activities as share transfer agents if at any
time the total number of holders of its securities issued exceed one lakh.

Activities during the lssue

® Collection and reporting of daily Collection figures.
® Collection of Data and Forms from Banks.

& Liasioning with clients and Intermediaries to the Issue.
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Post Issue Activities

® Data capturing & validation
® Reconciliation

® Provide Allotment Alternatives in consultation with Client/ Merchant
Banker and Stock Exchanges

® Facilitating Listing

® Uploading of data to the Depositories for crediting of securities
electronically

® Dispatch of Refund orders/ éhare Certificates / Credit Advise

Bankers to an issue

medns a scheduled bank or such other banking company as may be specified
by the SEBI from time to time, earrying on all or any of the following
activities:

a) Acceptance of application and application monies;
b) Acceptance of allotment or call monies;

¢) Refund of application monies;

d) Payment of dividend or interest warrants.

GENERAL OBLIGATIONS AND RESPONSIBILITIES

® Every banker to an issue shall maintain books of acecount, records and
the documents. '

® Every banker to an issue shall furnish the information to the SEBI when
required.

® Every banker to an issue shall enter into an agreement with the body
corporate for whom it is acting as banker to an issue.

@ Every banker to an issue shall inform the SEBI forthwith if any
disciplinary action is taken by the Reserve Bank against the banker to
an issue only in relation to issue payirent work.

® Every banker to an issue shéll abide by the code of conduct.
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Debenture Trustees .

“Debenture Trustee” means a

!
Not less than 10 crores

. -
Duties of the debenture trustees are: -

« Call for periodical reports from the company, i.e., issuer of debentures.

* Take possession of trust property in aceordance with the provisions of
the trustdeed.

* Enforece security in the interest of the debenture holders.

«  Ensure that the property charged to the debenture is available and
adequate at all times to discharge the interest and principal amount
payable in respect of the debentures.and such property is free from any
other encumbrances.

e Exercise due diligence to ensure complihnce by the company with the
provisions of the Companies Act and the listing agreement or the trust
deed. :

« To take appropriate measures for protecting interest of the debenture
holders in case of any breach comes to notice.

* To ascertain that the debentures have been converted or redeemed as
per law.

*  Appoint a nominee director on the board of the company, if required.

TORErs

"Stock broker"

A stock broker pldys an important role in the secondary market helping both
the seller and the buyer of the securities to enter into a transaction.

When executing an order, the stoek, broker may on behalf of his client buy or
sell securities from his own account i.e., as principal acts, as an agent.

GENERAL OBLIGATIONS AND RESPOMSIBILITIES

Every Stock Broker shall keep and maintain the proper books of
account, records and documents.

Every stock broker shall preserve the books of account and other records
maintained for a minimum period of five years.
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@ Every Stock Broker acting as an underwriter shall not derive any direct
or indirect benefit from underwriting the issue.

@ Every stock broker shall appoint a compliance officer who shall be
responsible for monitoring the compliance.

Portfolic managers

e "Portfolic manager” means a body corporate, which pursuant to a
contract with a client, advises or directs or undertakes on behalf of the
client the management or administration of a portfolio of securities or
goods or funds of the client, as the ecase may be:

Provided that the Portfolio Manager may deal in goods received in
delivery against physical settlement of commodity derivatives.

¢ A portfolioc manager plays an important role in deciding the best
investment plan for an individual as per his income, age as well as
ability to undertake risks. |

s A portfolio manager is responsible for making an individual aware of
thevarious investment tools available in the market and benefits
associated witheach plan.

e A portfolio manager is responsible for desighing customized investment
solutions for the clients according to their financial needs.

¢ Net worth not less than 5 erores.

Custodians

® A custodian is a person who carries on the business of providing
custodial services to the client.

® The custodian keeps the custody of the securities of the client.

® The custodian also provides incidental services such as maintaining the
accountsof securities of the client, collecting the benefits or rights
accruing to the client in respect of securities.

e Every custodian should have adequate facilities, sufficient capital and
financial strength to manage the ¢ustodial services.

e Net worth Minimum 50 crores.

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 104

Roles and Responsibilities:

e Administrate and protect the assets of the elients.

® Open a separate custody acecount and deposit acecount in the name of
eachelient. : '

® Record assets.

1

® Conduct registration of securities.

e Custodial services refer to the safeguarding of securities of a eclient. The
activities relating to custodial services involve collecting the rights
benefiting the client in respect of securities, maintaining the securities'
account of the client, informing the clients about the actions taken or
to be taken, and maintaining records of the services.

Investment Advisers

® “lnvestment Adviser”
to clients or
other persons or group of persons and ineludes any person who holds out
himself as an investment adviser, by whatever hame called.

® However,

, which is
widely available to the public shall
for the purpose of these regulations.
® |nvestment advisers who are [ shall have a net worth of
not less than * 50 lakh ‘
¢ lnvestment advisers who are r s shall have net tangible assets of

value not less than ~ 5 lakh.

® An investment adviser shall act in a fiduciary capacity towards its
clients and shall disclose all conflicts of interests as and when they
arise. :

® Investment advisers serve as facilitators, making sure that all clients
have many opportunities to express their financial concerns and issues.

® Basically, Investment advisers give advice and provide services related to
theinvestment management process.
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Research An ts

“Research analyst” means a person who is primarily responsible for, -

® preparation or publication of the content of the research report; or
prep 4 4
® providing research report; or
® making ‘buy/ sell/ hold’ recommendation; or
® giving price target; or
® offering an opinion concerning public offer,
with respect to securities that are listed or to be listed in a stock exchange.

In case of a Body corporate or limited liability partnership firm —net worth not
less than 25 Lakh.

In case of individual or partnershiﬁ firm = net tangible assets of value not less
than " 1 Lakh.

Credit Rating Agencies

“Credit rating agency” means a body corporate which is engaged in, or
proposes to be engaged in, the business of rating of securities that are listed
or proposed to be listed on a stock exchange recognized by the SEBI.

Net worth — Minimum ~ 25 crores

GENERAL OBLIGATIONS

® Every credit rating agency shall abide by the Code of Conduct.

® Every credit rating agency shall enter into a written agreement with
each client whose securities it proposes to rate.

® Every credit rating agency shall, during the lifetime of securities rated
by it continuously monitor the rating of such securities.

® Every credit rating agency shall disclose Rating Definitions and
Rationatle.

® Every credit rating agency shall comply with such guidelines, directives,
circuldars and instructions as may be issued by the SEBI from time to
time.
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Depository

® As per section 2(e) of Depository Act, 1996 “Depository” means a
company formed and 'registeré'd under the Companies Act, 2013, and
which has been granted a certificate of registration under sub-section
(1A) of section12 of the Securities andExchange Board oflndia Act, 1992.

® Dpepositories are institutions that hold securities of investors in
'~ dematerialized / electronic form and provide demat services to the
investors through their Depository Participants (DP).

® There are two depositories in our country namely, National Securities

Depository Limited (NSDL) and Central Depository Services (India)
Limited (CDSL).

® NET WORTH - not less than ~ 100 crores

ository Participa P

® ADPisan agent of the depositdry through which it interfaces with the
investor and provides depository services.

® They are the intermediaries between the depository and the investors.

® They execute pledge requests and off market transfers and on market
transfer request of the investors who hold shares in demat form.

® |n case of a non-banking finance company — net worth of not less than ~
50fifty lakhs.

® |n case of a registrar to an issue or share transfer agent - minimum net
worth of * 10 crores.

Foreign Portfolio Investor

Foreign Portfolio Investor means a person who buy, sell or otherwise deal in
securities as a foreign portfolio investor by obtdining a certificate granted by a
designated depository participant oh behalf of the SEBI.

GENERAL OGLIGATIONS ANDRESPONSIBILITIES
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* A foreign portfolio investor shall, at all times, abide by the code of
conduct;

«  comply with the provisions of these regulations, as far as they may
apply, cireulars issued thereunder and any other terms and conditions
specified by the SEBI from time to time;

¢ as and when required by the SEBI or any other Government agency in
India, submit any information, record or documents in relation to its
activities as aforeign portfolio investor;

* obtain a Permanent Account Number from the Income Tax Department

* provide any additional information or documents;

* ensure that securities held by foreign: portfolio investors are free from all
encumbrances.

INTERNAL AUDIT OF INTERMEDIARIES BY COMPANY SECRETARY IN
PRACTICE

e Efficient internal control systems and processes are basis key for good
governance.

® In the context of Capital Markets, capital markets intermediaries are an
important constituent of overall governance framework.

® Being an important link between regulators, investors and issuers, they
dare expected to ensure that their internal controls are so efficient that
ensureeffective investor service at all times and provide regulators
comfort as to thecompliance of regulatory prescription.

® In this direction, SEBI has authorized practicing Company Secretaries to
undertake internal audit of various capital market intermediaries.
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International Financial Services
Centers Authority (IFSCA)

ATIO F VicC
CENTRE e vt l|_ =
IFSC is a jurisdiction with high IFS C
Concentrdtion of financia[ institution: Such INTERMATIONAL FINANCLAL SERVICE CENTRE

as Banks, Stock Markets & related entities,
Insurance firms, Fund Managers, FinTech
firms, ete., which offer specialized financial
services to non-residents and residents, in an environment thdt promotes
financial innovation and facilitates eross border transactions.

IFSC has been designed as a special international financial jurisdiction by
virtue of Foreign Exchange Management Act, 2002 (“FEMA”). Under this, the
units in IFSC enjoy the benefits of a non-resident under exchange control
provisions. )

IFSCs have assumed prominence in the financial services ecosystem primarily
because of three reasons-

A) they have contributed enormously to the growth of international
financial transactions,
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financial globalization, and

economic growth of host countries.

Taxes and Duties Benefits for Units in

IFSC

a) 100% tax
exemption for 10
consecutive years
out of 15 years.

b) IFSC Unit has the
flexibility toselect
ahy 10 years out
of 15years plock

c) MAT / AMT‘@ 9%
of book
profitsapplies to
Company / others

lncome-tax, setup as a unit
iNIFSC — MAThot
applicable -
tocompanies
inlFSC opting for
new tax regime.

d) Dividend paid to
shareholdersof
company in
IFSCto be taxed in
thehands of
thesharehdlder.

The major tax benefits in an IFSC are summatrized below: -

a)

b)
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B) these Centre’s have played a pivotal role in accelerating the pace of

C) these Centre’s have played an invaluable role in accelerating the socio-

Benefits for Investors

Interest income
paid to non-
residentson:

e Monies lent to
IFSC units not
taxable

e Lonhg Term
Bonds
andRupee
Denominated
Bonds listed on
IFSC exchanges
taxable at
lower
rate of 4%.

Transfer of

specified

securities*
listedon IFSC

exchanges by a

non-residentnot

treated as
transfer - Gains
aceruingthereon
not chargeable to

_ L tax in India.
Goo-ds and ‘ a) a) No GST ' No GST on transactions |
Services Tax ' onservices — earried out in IFSC |
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(GST) ® peeeived by unit in exChdngeS.
IFSC; '

® provided to IFSC /
SEZunits,
Offshore clients.

b) GST applicable on
servicesprovided
to Domestic Tariff

Area.
{
State Subsidies — Lease Exemption from
rental, PF Securities Transaction
contribution, electricity Tax,
Other taxes : charges. Commodity Transaction

Tax, stamp duty in
respect of transactions
carried out on IFSC
exchanges.

duties

India had been heavily relying on overseas financial centres for the
purchase of international financial services.

Therefore, GIFT-IFSC was set up to transform India from being an
importer of international financial services to becoming self-sufficient

as well as an exporter of international financial services.

Thus, the vision was of “onshoring the offshore international financial
services”.

® |ndia’s economic arowth trajectory:

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 111

Services offered in an IFSC, including Banking, Asset Management,
Insurance and Capital Markets attraet huge amounts of global capital
inflows, such inflows can be channelized for the social economic
development of Iindia as well as to meet the Sustainable Development
Goals - 2030.

Therefore, the development of an IFSC was an imperative step in India’s
economie growth trajectory.

INTERNATIONAL FINANCIAL SERVICES

CENTRES AUTHORITY
|
| }

1 | IFSCA has been established as a unified finandal regulator by the Government of
| India under the IFSCA Act, 2019

The Authority is mandated to develop and regulate Financial Institutions, Financial |

2 Services and Finandal Products in the International Finandal Services Centre (IFSC)
- in India o '
S— - e — S .
3 To develop and regulate IFSC’s in India, IFSCA has been vested with powers of four |

sectoral regulators namely - RBI, SEBI, IRDAI & PFRDA |

EEE N (s ction 12 of IFSCA Act, 2019)

» Section 12 (1) of IFSCA Act, empowers the Authority to develop and
regulate the financial products, financial services and financial
institutions in an IFSC, by such measures as it deems fit.

» Section 12 (2) empowers the Authority to regulate those financial
products, financial services and financial institutions in an IFSC:
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a) which are permitted to operate in IFSC before the commencement of
IFSCA Act, by any regulator; and
b) those which are notified by Central Government from time to time.

» IFSCA to recommend to the Central
Government to notify other financial products, services and institutions
in an IFSC.

Financial Products

defines “Financial product” as

a) Securities; !

b) Contracts of insurance; 1

¢) Deposits; !

d) Credit arrangements;

e) Foreign currency contracts other than contracts to exchange one
currency for another that are'to be settled immediately; and

f) Any other product or instrument that may be notified by the Central
Government from time to time.

» E} - V) v gt 1 3 | 21 3= s T omd _-,_' Pt I T o ee =
rihaneial Froducts hotiriea by the Central governiment.

Aircraft lease including operating and financial lease

bullion spot delivery contract;

bullion depository receipt with underlying bullion;

ship leasing including operating lease, and hybrid of operating and
financial lease :

!

Financial Services
defines “Financial service” as

a) Buying, selling, or subscribing to a financial product or agreeing to do
s0; : !

b) Acceptance of deposits; '

¢) Safeguarding and administering assets econsisting of financial products,
belonging to another person, or agreeing to do so;

d) Effecting contracts of insurance;

e) Offering, managing or agreeing to manage assets consisting of financial
products belonging to another person;
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f) Exercising any right associated with a financial produect or financial
service;

g) Establishing or operating an investment scheme;

h) Maintaining or transferring records of ownership of a financial product;

i) Underwriting the issuance or subscription of a financial product;

j) Providing information about a person’s financial standing or
creditworthiness;

k) Any other service that may be notified by the Central Government from
time to time

1
New Finanecial Services notified by the Central government:

1

a) Global in-House Centres (GIC) as financial service to provide services
relating to financial products and financial services

b) Trading in bullion depository receipts with underlying bullion in relation
to bullion spot delivery contracts;

c) Courses offered in Financial Management, Fin-Tech, Science,
Technology, Engineering and Mathematics by foreign universities or
foreign institutions in IFSC., [

Listing of securities

A) The IFSCA (Issuance and Listing of Sef.urities) Regulations, 2021 enables
thefollowing types of listing: '

® an initial public offer of specified securities by an unlisted issuer;

a follow-on public offer of specified securities by a listed issuer;

Listing of specified securities by a start-up company or a SME;

Secondary listing;

An initial public offer of specified securities by a SPAC;
® Listing of depository receipts; ‘
® Listing of debt securities (including SMART City bonds); and

® |isting of ESG focused debt securities.

B) The following entities would be eligible for listing of securities on the
recognised stock exchanges in IFSC: |

® A company incorporated in an IFSC;
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® A company incorporated in India; and

® A company incorporated in a foréign jurisdietion.

C) Further, in respect of | . ,
on the recognised sto¢k exchanges in IFSC:

® any supranational, mulj:ilateral’ or statutory organisation/
institution/agency provided such organization/institution/agency
is permitted to issue securities as per its constitution; and

® any municipality or any Statutory Body or Board or corporation,
Authority, Trust or Agency established or notified by any Central
or State Act or any Special Purpose Vehicle notified by the State
Government or Central Government including for the purpose of
raising fund by the issuer to develop SMART city;

® An entity whose securities are irrevocably guaranteed by a
Sovereign (India or a Foreign Jurisdiction).

Listing of specified securities through IPO (including Offer for Sale)

The salient features for raising of capital through IPOs on a recognised stock
exchange in IFSC are as follows:

An issuer shall be eligible to make an initial public offer only if:

a) the issuer has an average pre-tax profit, based on consolidated audited
adccounts, of at least USD1 million during the preceding three financial
years; or

b) the issuer has an operating revenue of at least USD 20 million in the
preceding financial year; or

¢) any other eligibility criteria that may be prescribed by IFSCA

The issue size shall not be less than USD 15 million or any other amount as
may be specified by IFSCAfrom time to time.

Minimum subseription:

The minimum number of subscriberz should be 200 and at least 75% of the
offer size should besubseribed for the offer to be successful.
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Lock-up:

The pre-issue shareholding shall be locked-up for a period of 180 days from the
date of allotment in theinitial public offer.

Listing of Start-up and Small and Medium Sized Enterprise (SME)
Companies

The salient features for the frameWorh for listing of start-up and SME
companies are as follows:

Direet Listing:

The start-ups and SMEs are alzo permitted to list on the recognised stock
exchanges inlFSC without public offer. This would encourage start-ups
(including Fintech companies) to list in IFSC and would be a step towards
developing IFSC as a hub for Fintech companies.

Offer size in eaze of publie offer:

Not less than USD 2 million or any other amount as may be specified by IFSCA
from time to time. '

Minimum subseription:

The minimum number of subszeribers chould be 50 and at least 75% of the offer
size zhould be subscribed for the offer to be successful.

The start-up fulfilling the following criteria shall be eligible to list on the
recognised stock exchanges in IFSC:

a) Less than 10 years from the date of incorporation;

b) The turnover of the company for any of the financial years since
incorporation should not have exceeded USD 20 million.

¢) The company is working towards innovation, development or
improvement of products or processes or services, or it is a secalable
business model with a high potential of employment generation or

wealth creation. : r’ =

I
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Listing of SPAC
The salient features of the framework for listing of SPACs are as follows: |
Offer size:

Not less than USD 50 million or any other amount as may be specified by the
Authority from time to time. 4
Further, the sponsor shadll hold at least 20% of the post issue paid up capital.

Minimum application size: '

The minimum application size in an initial public offer of SPAC shall be USD
250,000.

Minimum subszseription:

At least 75% of the offer size. |

SPAC specific obligations: )

Requirements have alsc been prescribed with respect to maintenance of
escrow account, eligible investments pending utilisation, acquisition timeline
of 3 years extendable upto 1 year, right of dissenting shareholders, liquidation
provisions, ete.

The following categories of debt :ec:uritiesv(in‘cluding ESG focused Bonds,
SMART City bonds) zhall be eligible for listing on recognised stock exchanges in
IFSC:

a) Debt securities issued by issuers incorporated in IFSC;
b) Debt seecurities issued by issuers incorporated in India or foreign
jurisdietion in any currency other than INR;
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¢) Masala Bonds;
d) Any other debt securities as permitted by relevant authority from time
to time.

SEcIliFSE) quipeLINEsIE0TE

Eligibility and shareholding

A) Eligibility and shareholding limit for stock exchanges and clearing
corporation desirous of operating in IFSC:

Any Indian recognised stock exchange or clearing corporation or any stock
recognised exchange or clearing corporation of a foreign jurisdiction may
form a subsidiary to provide the services of stock exchange in IFSC wherein
at least fifty-one per cent. of paid-up equity share capital shall be held by
such stock exchange and the remaining share capital shall be held by the
following:

@ any other stock exchange,
% a clearing ecorporation

® a depository,

@ a banking company,

an insurance company,

® commodity derivatives exchange, whether Indian or of foreign
jurisdiction, and

“ a public financial institution of Indian jurisdiction.

However, any one of the dforesaid entities may acquire or hold, either directly
or indirectly, either individually or together with persons acting in concert, up
to fifteen per cent of the paid-up equity share capital of such stock exchange.

operating tn IFSC:

B) Eligibility and shareholding limit for foreign depositories desirous of

® Any regulated depository of a foreign jurisdiction shall form a subsidiary
to provide the depository services in IFSC where at least fifty-one per
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cent'of paid-up capital is held by such aepository or recognised stock
exchange or clearing corporation, whether Indian or of foreign
jurisdiction.

® Any Indian registered depository may set up a branch — IFSC Depository
Services (IDS) at IFSC. The interested depositories shall be required to
obtain prior approval of the Board for setting up an IDS.

The stock exchanges operating in IFSC may permit dealing in following types
of securities and products in such securities in any currency other than Indian
rupee, with a specified trading lot size on their trading platform subject to
prior approval of the SEBI:

]
1

® Equity shares of a company incorporated outside India;
® pepository receipt(s);
=]

Debt securities issued by eligible issuers;

Currency and interest rate derivatives; :
® Index based derivatives;
® commeodity Derivatives;

® such other securities as may be specified by the Board.
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INTRODUCTION

Primary Market provides an opportunity to issuers of securities, Government
as well as corporates, to raise financial resources to meet their requirements
of investment and/or discharge their obligations. SEEI has issued SEB! (lssue of
Capital and Disclosure Requirements) Regulations ['ICDR Regulations’] for
regulation several types of issue.

Types of Issues

Further

Pubilic
Offer
Imitial
Public
OHer
/
A
Types of
Quahtiad tssues
Institgienal

Placement

Freforentas
Issue

Bonus
Issue

Rights
iisue of
Securities

Private
Placemeant
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® Initial Public Offer: It means an offer of specified securities by an
unllsted issuer to the public for subscription and includes an offer for
sale of specified securities to the public by any existing holder of such
securities in an unlisted issuer.

® Further Public Offer (FPO):It is an offer of specified securities by a
listed issuer company to the public for subscription. In other words,
another issue to the public other than its existing shareholders or to a
select group of persons by the listed persons is referred to as a Further
Public offer.

- - - . .\ - L3 LY 4 . »
® Rights Issue: Rights issue of securities is an issue of specified securities
by a company to its existing shareholders as on a record date in a
predetermined ratio.

® Preferential Allotment: It refers to an issue, where a listed issuer
issues shares or converttble securttles, to a select group of persons on a
private placement basis it lé called a preferentwll allotment.

® Qualified Institutional T)Edrﬂm“rf (QIP): It refers to an issue by a
listed entity to only qualified institutional buyers in accordance of
Chapter VI of the SEBI (ICDR) Reguldtwhs, 2018.

® Bonus Issue:Bonus issue of shares means additional shares issued by
the Company to its existing shareholders to reward for their royalty and
is an opportunity to enhance the shareholders wealth.

MEANIN

® praft Offer Documents

“Draft Offer document” means the offer document in draft stage. The draft
offer documents are filed with the SEBI, at least 30 days prior to the filing
of the Offer Document with ROC/Stock Exchanges. The SEBI may specify
changes, if any, in the Draft Offer Document and the Issuer or the Lead
Merchant banker shall carry out such

changes in the draft offer document before filing the Offer document with
ROC/SEs.

“Offer document” means Prospectus in case of a public issue or offer for
sale and Letter of Offer in case of a right issue, which is filed with Registrar
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of Companies (ROC) and Stock Exchanges. An offer document covers all the
relevant information to help an investor to make his/ her investment
decision.

1
3
¥ 1
i

® Red Herring Prospectus (RHP)

“Red Herring Prospectus” is a prospectus, which does not have details of
either price or number of zhares being offéred, or the amount of iszue. This
means that in case price is not d!isclased, the number of shares and the
upper and lower price bands are disclosed.

J[REGULATION 3]

!
1

Initial public offer by an Preferential issue by a Bonus issue by a
unlisted issuer | listed issuer listed issuer

| |
( Rights issue by a listed )

issuer; where the aggregate Listing on the innovators
value of the issue is

Rs. S0 crore or more growth platform through an
- - l s ICDR Regulations issue or without an issue

 “—

3 apply to T

Further public offer by a

listed issuer Initial public offer by a small
= and medium enterprise
| ¢ J
s —— r l
Qu;:':li?ﬂ'g;:':;h:ns lintial public offer of Indian Rights issue of Indian
depository receipts depository receipts
listed issuer e L - L . - § )
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Entities not eligible to make an initial public offer [Regulation 5(1) &
(2)]

(a) If the Issuer, any af its promoters, promoter group, selling shareholders are
debarred from accessing the capltal market by the SEBI,

(b) i any of the promoters or directors of the issuer is a promoter or a director of
any otharcompany.

(c) If the issuer or any of its promaters or directors |s a willful defaulter or a
fraudulent borrower.

— (d} Iif any of the promoters or directors of the issuer is a fugitive offender.

ENTITIES NOT ELIGIBLE TO MAKE AN IPO
|
|

(&) If there are any outstanding convertibie securities or any other right which
would entitled any person with any option to recaive equity shares of the issuer.

Note: The restrictions under (a) and (b) above shall not apply to the persons
or entities mentioned therein, who were debarred in the past by the SEBI and
the period of debarment is already over as on the date of filing of the draft
offer document with the SEBI.

i lity ulati
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Eligibility requirements for an initidl public offer [Regulation 6(1) & 6(2)]

An issuer shall be eligible to make an IPO only if issuer has:

a) net tangible assets of atleast 3 crores in each of the preceding three fuil
years of (12 months each) which rnot more than 50% iz heid in monetary

Sseto.

However, if more than 50% of the net tangible assets are held in
monetary assets, the issuer has utilized or made firm commitments to
utilize such excess monetary assets in its business or project. This limit
of 50% shall not apply in ecase of IPO is made entirely through an offer
for sale.

b) the issuer has an average operating profit of at least 15 croresduring the
three preceding 3 years, with operating profit in edach of the
threepreceding years.

¢) the issuer has a networth of atleast 1 crore in each of the preceding
three full years

d) In case the issuer has changed its name within the last one year, atleast
50% of the revenue for the preceding one full year has been edrned by it
from the activityindicated by the new name.

Entities not eligible to make a FPO[reguiation 102]

An issuer shall not be eligible to make a FPO of specified securities:

(b) If any of the

(a) If the issuer, any promaters or
of its promoters, _dlrectqrs of the Te) If the tastier o (d) I any of the
promoter group or issuer is a promoter p
) . " _ any of its promoters promoters or

directors, selling or a directar of any . ; !

or directors is a directors of the
shareholders are other company : : : i

o willful defaulter or a issuer is a fugitive
debarred from which is debarred
) ) ] frauduient borrower offender
accessing the capital from accessing
market capital market by the
SEBI
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Note:The restrictions under (a) and (b) above shall not apply to the persons or
entities mentioned therein, who were debarred in the past by the SEBI and the
period of debarment is already over as on the date of filing of the draft offer
document with the SEBI.

Eligibility requirements for FPO[Regulation 103]

An issuer shall be eligible to make a further public offer, if it has not changed
its name in the last one-year period immediately preceding the date of filing
the relevant offer document.

However, changed its name in the last one year period immediately preceding
the date of filing at least 50% of the revenue for the preceding one full year
has been earned by it from the activity indicated by its new name.

ase the Eligibility conditions are not met-

An issuer not satisfying the above-mentioned conditions shall be eligible to
make an initial public offer and further public offer only if the issue is made
through the book-building process and the issuer undertakes to allot at least
75% of the net offer to qualified institutional buyers (QIBs) and to refund the
full subseription money . if it fails to do so.

General Conditions for IPO & FPO

¢ it has made an application to one or more stock exchanges to seek an
in-principle approval for listing of its specified securities on such stock
exchanges and has chosen one of them as the designated stock
exchange; ,

e it has entered into an agree’ment with a depository for dematerialisation
of the specified securities dlready issued and proposed to be issued;

e all its specified securities held by the promoters are in dematerialised
form prior to filing of the offer document;

o all its existing partly paid-up equity shares have either been fully paid-
up or have been forfeited;

e it has made firm arrangements of finance through verifiable means
towards 75% of the stated means of finance for a specific project
proposed to be funded from the issue ‘proceeds, excluding the amount to
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1
be raised through the proposed public issue or through existing
identifiable internal acecruals.
¢ The amount for general corpoirate purposes, as mentioned in objeets of
the issue in the draft offer dogument ahd the offer document shall not
exceed 25% of the amount being raised by the issuer.

OFS is Sale of specified securities to the public by any existing holders of such
securities: o iy : : A .

¢ shares must be fully paid-up .

e In case of IPO by way of OFS, the equity shares proposed to be sold are
required to be held by the sellers for at least 1 year prior to the filing of
draft offer document with SEBI.

Non — applicability

The aforesaid requirement of 1 year does not apply to OFS of specified
securities: (
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e Of a government company or statutory authority or corporation or any
SPV set up or controlled by any of them, which is engaged in
infrastructure sector; or

® Acquired pursuant to any scheme of compromise/arrangement approved
by a High Court, in lieu of business and invested capital which had been
in existence for a period of more than one year prior to such approval; or

¢ Issued under a bonus issue on securities held for a period of at least one
year prior to the filing of draft offer document with SEBI, such bonus
securities being issued out of free reserves and share premium existing
in the books at the end of the previous financial year.

Issue of Warrants

An issuer shall be eligible to issue warrants in a further publie offer subject to
the following conditions:

® the from the
date of their allotment in thepublic issue;

® a attached to it;

® the of exercise price of the warrants
shall be

amount based on the exercise price shall also be

However, in case the exercise price of warrants is based on a formula,
25% consideration amount basedon the cap price of the price band
determined for the linked equity shares or convertible securities shallbe
received upfront;

® in case the to take equity
shares against any of thewarrants held by the warrant holder,
, ,such
consideration made in respect of such warrants shall be forfeited by the
issuer.
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PROMOTERS’ CONTRIBUTION

I Regulation 14]

@ The promoters of the issuer shall hold at least 20% of the post-issue

capital.
!

% However, in case the post-issue shareholding of the promoters is lez:=
than 20%., alternative investment funds or foreign venture capital
investors or scheduled commercial banks or public financial institutions
or insurance companies registered with IRDA may contribute to meet
the shortfall in minimum contribution as specified for the promoters,
subject to a maximum of ten percent of the post-issue capital without
being identified as promoter(s).

® The requirement of minimum promoters’ contribution shall not apply in
case an issuer does not have any identifiable promoter.

B (Regulation 113]
® The promoters shall contribute in the public issue as follows:

a) either to the extent of 20% of the proposed issue size or to the
extent of 20% of the post-issue capital;

b) in case of a composite issue (i.e., further public offer cum rights
issue), either to the extent of 20% of the proposed issue size or to
the extent of 20% of the post-issue capital excluding the rights

issue component.
!

® Fror FPO the requirement of minimum: promoters’ contribution shall not
apply in case of: '

a) An issuer which does not have any identifiable promoter;

b) where the equity shares of the issuer are frequently traded on a
stock exchange for a period of at least three years immediately
preceding the reference date, and:

c) the issuer has redressed at least ninety five per cent of the
complaints received from the investors till the end of the quarter
immediately preceding the month of the reference date,
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d) the issuer has been in compliance with the SEBI (Listing
Obligations and Disclosure Requirements) Regulations, 2015 for a
minimum period of three yedrs immediately preceding the
reference date.

For Securities Held by Promoters[Regulations 16 & 115]

In a public issue, the specified securities held by promoters shall be locked-in
for the period stipulated hereunder:

The promoters contribution including contribution made by AlFs or FVCls or scheduled
commercial banks or PFls or insurance companies registered with IRDA, shall be
locked-in for a period of 18 months from the date allotment in the IPO/FPO. However,
lock-in period shall be 3 years in case the majority of the issue proceeds excluding the
portion of offer for sale is proposed to be utilized for capital expenditure.

Promoters
Contribution

~\
Promoters’ holding Promoters' holdingin excess of minimum promoters' contribution shall be locked-in for

in excess of a period of 6 months from the date of allotment in the initial public offer. However, tock-
minimum promoters’ | in period shall be 1yearin case the majority of the issue proceeds excluding the portion
contribution " of offer for sale is proposed to be utilized for capital expenditure.

N SRequity shares shall be under lock-in until conversion into equity shares having voting
rights same as that of ordinary shares or shall be locked-in for a period specified above,
whichever is later. In case of FPO, the SR equity shares shall be under lock-in until their
conversion to equity shares having voting rights same as that of ordinary shares,
J providedthey are in compliance with the other provisions of these regulations.

In case of
SR Equity Shares

Securities held by persons other than Prometers(Regulation 17]

The entire pre-issue share capital, held by persons other than the promoters,
shall be locked-in for a period of 6 months from the date of allotment in the
initial publie offer.
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The provisions of this regulation shall not apply, in case of:

* Equity shares allotted to employees under employee stock option or
employee stock purchdse scheme prior to initial public offer, if the issuer
has made full disclosures with respect to such option.

o Equity shares held by an employee stock option trust or transferred to
the employees by an employee stock option trust pursuant to exercise of
options by the employees,

¢ Equity shares held by a venture capital fund or AlF of category | & ll or a
FVCI and such equity shares :Call be locked-in for a period of at least 6
months from the date of purchase by the venture eapital or AIF or FVCI.

* The issuer shall appoint one or more merchant bankers, which are
registered with the SEBI, as lead manager(s) to the issue.

¢ The issuer shall, in consultation with the lead manager(s), appoint other
intermediaries which are registered with the SEBI.

* The issuer shall, in case of an:issue made through the book building
process, appoint syndicate member and in the case of any other issue,
appoint bankers to issue. .

» The issuer shall appoint a registrar to the issue, registered with the SEBI
which has connectivity with all the depositories.

* The issuer shall appoint a compliance officer who shall be responsible for
monitoring the complianceof the seecurities laws and for redressal of
investors’ grievances.

Disclosures and Filing of Offer Ddcuments

# The draft offer document and.offer document shall contain all material
disclosures which are true and adequate to enable the applicants to
take an informed investment decision.

® Prior to making an IPO/FPO, the iszuer shall file 3 copies of the draft
offer document with the concerned regional office of the SEBI under the
jurisdiction of which the registered office of the issuer company is
located.
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® The SEBI may specify changes or issue observations, if any, on the draft
offer document within 30 days.

® The issuer shall also file the draft offer document with the stock
exchange where the specified securities are proposed to be listed.

* If the SEBI specifies any changes or issues observations on the draft offer
document, the issuer and lead manager shall carry out such changes in
the draft offer document and shall submit to the SEBI an updated draft
offer document complying with the observations issued by SEBI and
before filing the offerdocuments with the Registrar of Companies.

® The draft offer document filed with the SEBI shall be made public for
comments for a period of at least 21 days from the date of filing, by
hosting it on the websites of the SEBI, stock exchange and lead manager
associated with the issue. !

® The issuer shall within 2 days of filing the draft offer document with the
SEBI, make a public announcement in one English national daily
newspaper, one Hindi national daily newspaper and one regional
language newspaper with wide circulation at the place where the
registered office of the issuer is situated inviting the public to provide
their comments to the SEBI.

® Copy of the offer documents shall also be filed with the SEBI and the
stock exchange through the leadmanager promptly after filing the offer
documents with Registrar of Companies.

Issuance Conditions and Procedure

® ASBA:

The issuer shall accept bids using only the ASBA facility in the manner
specified by the Board.ASBA means an application for subseribing to a public
issue or rights issue, along with an authorization to self-certified syndicate
bank to block the application money in a bank aceount.

® PO grading:

The issuer may obtain grading for its initial public offer from one or more
credit ratingagencies registered with the Board.
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® Underwriting:

If the issuer making an IPO/FPO, other than through the book building process,
desiresto have the issue underwritten, it shall appoint merchant bankers or
stock brokers, registered with theSEBI, to act as underwriters.

However, if the issuer makes a public issue through the book buildingprocess,
the issue shall be underwritten by lead manager(s) and syndicate member(s).

® Monitoring agency:

If the issue size exceeds ~ 100 crore rupees, the issuer shall make arrangements
for the use of proceeds of the issue to be monitored by a credit rating agency
registered with theSEBI.

® Pre-issue advertisement:

The issuer shall, after filing the red herring prospectus (in case of a bookbuilt
issue) or prospectus (in case of fixed price issue) with the Registrar of
Companies, make a pre-issue advertisement in one English national daily
newspaper, Hindi national dailynewspaper and one regional language
newspaper with wide circulation at theplace where the registered office of the
issuer is situated.

® Opening of the issue:

A public issue may be opened within 12 months from the date of issuance of
theobservations by the SEBI.

® Minimum subscription:

The minimum subscription to be received in the issue shall be at least 90%
ofthe offer through the offer document.

In the event of non-receipt of minimum subscription, all applicationmonies
received shall be refunded to the applicants forthwith, but not later than 4
days from the closureof the issue.

® Period of subscription:

An IPO/FPO shall be kept open for at least 3 working days and not more
than10 working days.
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® Minimum application value:

The minimum sum payable on application per specified security shall beat
least 25% of the issue price.

® Post-issue Advertisements:

The lead manager shall ensure that an advertisement giving detailsrelating to
all post — issue information is released within 10 days from the date of
completion of the various activities in at least one Englishnational daily
newspaper, one Hindi national daily newspaper and one regional language
daily newspaper with wide circulation at the place where registered officeof
the issuer is situated.

® Release of subscription money:

The lead manager shall confirm to the bankers to the issue by wayof copies of
listing and trading approvals that all forma!lities in connection with the issue
have beencompleted and that the banker is free to release the money to the
issuer or release the money forrefund in case of failure of the issue.

FAST TRACK FPO[REGULATION 155]

An Issuer Company need not file the draft offer document with SEBI and
obtain observations from SEBI, if it satisfies the following conditions for
making a further public offer through fast-track route: -

A) Listing

Equity shares of the issuer have been listed on any stock exchange for a
period of atleast three years immediately preceding the reference date.

B) Demat form

Entire shareholding of the promoter group of the issuer is held in
dematerialised formon the reference date.

C) Market Capitalisation

Average market capitalisation of public shareholding of the issuer is at
least "1000crores in case of public.
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D) Trading Turnover

Annualized trading turnover of the equity shares of the izsuer during
6calendarsmonths immediately éreceding the month of the reference date
has been at least2% of the weiglﬂ;nted average number of equity shares
listed.

However, if the public shareholding is less than fifteen per cent of its
issuedequity capital, the annualised trading turnover of its equity shares
has been at least2% of the weighted averdge number of equity shares
available as free float duringsuch six months’ period.

E) Delivery based trading

Annualized delivery-based trading turnover of the equity shares during six
calendar months immediately preceding the month of the reference date
has been at least 10% of the annualised trading turnover of the equity
shares during such six months period.

™ o5 1 fets . ‘el cERI (1 OADRY Do tbirses SN1E
F) Compliance with SEBI (LOPDR) Regulations, 2015

The issuer has been in compliance with the equity listing agreement or SEBI
(LODR)Regulations, 2015, as applicable, for a period of at least three years .
immediatelypreceding the refere"nce date. .

However, if the issuer has not complied with the provisions relating to
composition of boardof directors, for any quarter during the last three
years immediately preceding thereference date, but is compliant with such
provisions at the time of filing of RHP,and adequate disclosures are made in
the RHP about such non-compliances it shall be deemed ascompliance with
the condition.

G) Investor Complaints

Issuer has redressed at least 95% of the complaints received from the
investors till the end of the quarter immediately preceding the month of
the reference date. :

H) No Show- cause notices

No show-cause notices, excluding proceedings for imposition of penalty,
have beenissued by the Board and pending against the issuer or its
promoters or whole timedirectors as on the reference date.
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1) Disciplinary measures

Equity shares of the issuer have not been suspended from trading as a
disciplinarymeasure during last three years immediately preceding the
reference date.

J) Conflict of interest

There shall be no conflict of interest betwween the lead merchant banker(s)
and the issuer or its group or associate company in accordance with
applicable regulations.

RIGHTS ISSUE

o “Rights issue” means an offer of specified securities by a listed issuer to
the shareholders of the issuer as on the record date fixed for the said
purpose.

e The shareholders who are offered may or may not subseribe to the same.
They may subscribe partly or fully the offer.

e They have a power to renounce the shares offered to any other person
who need not be an existing shareholder of the company.

® An issuer offering specified securities of aggregate value of fifty crore
rupees or more, through a rights issue shall satisfy the conditions of
Chapter Ill of SEBI (ICDR) Regulations, 2018 at the time of filing the
draft letter of offer with the SEBI and also at the time of filing the final
letter of offer with the stock exchanges.
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BRSO eI ARSI REENEEHE . - o o1

{a)if the issuer, any of its promoters, promoter group or directors
of the issuer are debarred from accessing the capital market by the
SEBI

(b) if any of the promoters or directors of the issuer is a promoter
or director of any other company which is debarred from accessing
the capital market by the SEBI

{c) if any of its promoters or directors is a fugitive econamic offender

PREFERENTIAL ISSUE

“Preferential issue” means an issue of specified securities by a listed issuer to
any select person or group of persons on a private placement basis in
accordance with Chapter V of these regulations.

It does not include an offer of specified securities made through employee
stock option scheme, employee stodk purchase scheme or an issue of sweat
equity chares or depository receiptsiissued in.a country outside India or foreign
securities.

B[ Regulation 159]

an issuer shall not be eligible to make preferential issue if:
: w
a) any of its promoters / directors is a fugitive economic offender;

b) if it has cutstanding dues to SEBI, stock exchange(s) or the depositories

¢) a person shall not be eligible to subscribe to securities of an issuer
whose specified securities are. listed on stock exchange(s) under
preferential allotment, if such person has: sold / transferred any equity
shares of the issuer during 90 trading days preceding the relevant date.

d) where any person belonging to promoter(s) or the promoter group has
previously subscribed to warrants of an issuer but has failed to exercise
the warrants, the promoter(s) and promoter group shall be incligible for
issue of specified securities of such issuer on preferential basis for a
period of one year from:
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o the date of expiry of the tenure of the warrants due to non-
exercise of the option to convert; or
* the date of cancellation of the warrants, as the case may be.

SO SO prefeveREIINEENE =0 |ation 160]

@ All equity shares allotted by way of preferential issue shall be made fully
paid up at the time of the allotment.

® A special resolution has been passed by its shareholders.

® All equity shares held by the proposed allottees in the issuer are in
dematerialised form before an application seeking in-principle approval
is made by the issuer to the stock exchange(s) where its equity shares
are listed.

® The issuer is in compliance with the econditions for continuous listing of
equity shares as specified in the listing agreement with the stock
exchange where the equity shares of ':the issuer are listed and SEBI
(LODR) Regulations, 2015.

® The issuer has obtained the Permanent Account Numbers (PAN) of the
proposed allottees, except those allottees which may be exempt from
specifying their PAN for transacting ih the securities market by the SEBI
before an application seeking in-principle approval is made by the issuer
to the stock exchange(s).

QUALIFIED INSTITUTIONS PLACEMEI NT

“Qualified institutions placement” means issue of eligible securities by a listed
issuer to qualified institutional buyers on a private placement basis and
includes an offer for sale of specified securities by the promoters and/ or
promoter group on a private placement basis, in terms of these regulations.

EiAEHETS SR aRY .- 177

a) a special resolution approvmg the QIP has been passed by its
shareholders,

Provided that no shareholders' resolution will be required in case
the qualified institutions placement is through an offer for sale by
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promoters or promoter group for compliance with minimum public
shareholding requirements.

allotment pursuant to the special resolution
shall be completed within a pertod of 365 days from the date of
passing of the resolution.

b) the , which are
oh a stock exchange for a prior to the
date of lssuance of nottce to its shareholders for convening the
meeting ' ‘

where an iésuer, being a transferee company in a
scheme of compromise, arrangement and amalgamation
sanctioned by a High Court or. approved by a Tribunal or the
Central Government under sections 230 to 234 of the Companies
Act, 2013, whichever is applicable makes qualified’ institutions
placement, the period fdr which the equity shares of the same class
of the transferor company were listed on a stock exchange having
nation-wide trading terminals shall als¢ be considered for the
purpose of computation of the period of one year

this clause shall not be applicable to an
issuer proposing to undertake qualified institutional placement for
complying with the minimum publie shareholding requirements

c) An issuer shall be eligible to make a qualified institutions
placement if any of its promoters or directors is. not a fugitive
economic offender.

d) All
where the equity
shares of the issuer are listed.

e) The

made pursuant to one or more special
resolutions.
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INITIAL PUBLIC OFFER OF INDIAN DEPOSITORY RECEIPTS

ENGBEYICOREEIHE - o |=tion 153]

i . Issuing company is listed in its home country for at least three
immediately preceding years;

J Issuer is not prohibited to issue securities by any regulatory body;
Eligibility i ) 1.

s Issuer has a track record of compliance with the securities market
regulations in its home country;

° Any of its promoters or directors is not a fugitive economic offender.

(‘Home Country’ means the country where the issuer is incorporated or listed)

J issue size shall not be less than Rs.50 crore;

. at any given time, there shall be only one denomination of IDRs of the
Issuer;

Conditions ’ issuer shall ensure that the underlying equity shares against which IDRs

are issued have been or will be listed in its home country before listing of
IDRs in stock exchange(s);

ks issuer shall ensure that the underlying shares of IDRs shall rank pari
passu with the existing shares of the same class.

INITIAL PUBLIC OFFER BY SMALL AND MEDIUM ENTERPRISES

o if post issue paid-up capital is <= Rs.10 erores - list only on SME

o if post issue paid-up capital is >Rs.10 crores but up to Rs.25 crores —
option to list either on SME or on MAIN board.

e SEBI does not issue any observation on the offer document

¢ The lead manager shall submit a due-diligence certificate to SEBI

e (PO chall be 100% underwritten. The lead manager shall underwrite at
least 15% compulsory market making for a minimum period of 3 years
from the date of listing

*  Minimum application size in IPO & Trading lot shall be 1 lakh rupees

* May migrate to main board if SR is passed through postal ballot.
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In ease of an issuer formed out of merger or a division of an existing
company, the track record of the resulting issuer shall be considered only if
the requirements regarding fmancldl statements ds specified above are
complied with.

a) if the issuer, any of its promoters, promoter group or directors or selling
shareholders are debarred from accessing the capital market by the SEBI

b) if any of the promoters or directors of the issuer is a promoter or
director of any other company which is debarred from accessing the
capital market by the SEBI

c) if the issuer or any of its promoters or directors is a willful defaulter or a
fraudulent borrower

d) if any of its promoters or directors is a fugitive economic offender

INNOVATORS GROWTH PLATFORM'

“Innovators growth platform”
that comply with the eligibility
criteria specified in regulation 283 ?'f SEBI (ICDR) Regulations, 2018.

¢ Aimed to list startups which are intensive in the use of technology,
information technology, intellectual property, data analyties, bio-
technology, nano-technology to provide products, services or business
platform.

s At least 25% of pre-issue capl‘ta! is held by QIBs, IGP investors any other
class of investors as specified by SEBI for at least a 1 year

e Listing is allowed with or without IPO. SEBI will issue observations in
both the cases

o The minimum offer size shall be 10 erore rupees in case of IPO

e  Minimum application size shdll be 2 lakh rupees and in multiples thereof

¢ Number of allottees in the IPO shall be 50

¢  Minimum trading lot shall be 2 lakh rupees and multiples
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BONUS ISSUE

When an issuer makes an izzue of chares to its exizting shareholders without
anyconsideration based on the number of shares already held by them as on a
record date itis called a bonus issue.

The shares are issued out of the Company’s free reserve or share premium
dccount in a particular ratio to the number of securities held on a record date.

SRR SREBERUENERE 0. < o1 293]

Subject to the provisions of the Companies Act, 2013 or any other applicable
law, a listed icsuer chall be eligible to izsue bonuz shares to its members if:

itis authorised by its articles of association for issue of bonus shares, capitalisation of reserves, etc,

| If there is nc such provisian In the articles of association, the issuer shali pass a resolution at its
general bady meeting making provisions in the articles of associations for capitalisation of
reserve

it has not defaulted in payment of interest or principal in respect of fixed deposits or debt
securities issued by it

it has not defaulted in respect of the payment of statutory dues of the employees such as
contribubion to provident fund, gratuity and bonus

any cutstanding partly paid shares on the date of the aliotment of the bonus shares, are
made fully paid-up

any of its premoters or directors is not a fugitive economic offender

SRS ANBRUEEEUE -o. - i 25+

@ An issuer shall make a bonus issue of equity shares only if it has made
reservation of equity chares of the same class in favour of the holders of
outstanding compulzorily convertible debt instruments if any, in
proportion to the convertible part thereof.
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The equity shares so

,shall be issued to the holder
of suich convertible debt instruments or warrants at the time of
conversionof such convertible debt instruments, optionally convertible -
instruments, warrants. 1

Y A bonus issue
and built out of the
genuine profits or securities premium collected in cash and ,
reservescreated by revaluation of fixed ‘assets shall not be capitalised for
this purpose. ;

Bontus shares shall

If an. issuer has. issued SR equity shares to its promoters or founders, any
bonus issue on the SR equityshares shall carry the same ratio of voting
rights compared to ordinary shares and the SR equity sharesissued in a
bonus issue shall also be converted to equity shares having voting rights
same as that ofordinary equity shares along with existing SR equity
shares.

An issuer, announcing a bonus issue after approval by its board of
directors and not requiring shareholders’ approval for capitalisation of
profits or reserves for making the bonus issue, shall implement the
bonus issue within fifteen da):ls from the date of approval of the issue by

its board of direetors. |

Where the issuer is required to seek shareholders’ approval for
capitalisation of profits or reserves for making the bonus issue, the
bonus issue shall be implemented within two months from the date of
the meeting of its board of directors wherein the decision to announce
the bonus issue was taken subject to shareholders’ approval.

]

A bonus issue,
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©

Share Based Employee

Benefits and Sweat Equity

>,
/
SEBI (SHARE BASED EMPLOYEE BENEFITS AND SWEAT EQUITY)
REGULATIONS, 2021
Applicability
i | i |
Employee Stock Ere s S‘to;kl_ £l Retirement
Opt9on Schemes Purchase Appreciation Employee Benefit Schemes
Schemes Rights Schemes |  |Benefits Schiemes o

The provisions of these regulations shall apply to any company whose shares
are listed on a recognised stock in India and who seeks to issue sweat equity
shares or has a scheme: -

|
i
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— {ill) satisfying, directly or indirecily, any one of the
following conditions:

(1F) invelving dealing Inor
subscriblng to or
purchasing securities of
the company, directly or
Indirectly; and

(i) for direct
ar indirect
benefit of
employees;

(a) the scheme is set up by the company or any other |
coimpany in its group;

(b) the scheme is funded or guaranteed by the company or
S any other company in (ts group;

(e) the scheme Is controlled or managed by the company

] or any other company in its group. )
_ > y,

e

!
wieal edu

a) an employee as designated by the company, who is exelusively working
in India or outside India;

b) a director of the company, whether a whole-time director or not,
including a nonexeeutive director who is not a promoter or member of
the promoter group, but excluding an independent director;

¢) an employee as defined in sub-clauses (i) or (ii), of a group company
including subsidiary or its associate company, in India or outside India,
or of a holding company of the company,

|

(1

but does not include —

a) an employee who is a promoter or a person belonging to the promoter
group;

b) a director who, either himself or through his relative or through any
body corporate, directly or inairectly, holds more than ten per cent of
the outstanding equity shares of the company.
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A company may implement a scheme(s) either-

Drect
Route

o Options to buy shares

y o Exercise of optrons
(_ S S o ) - -

€ issue of shares

Grant of Loan For Payment of
Subscnption money

— >

E xercise of oplions

(.

~ 16 @ ~
Repayment of Loan ~, Transter of Shares i""""‘“” —
Company € Direct Issue of Shares Employee

- —>

o Issue of options
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1) If the scheme is to be implemented through a trust, the same has to be
decided upfront at the time of taking approval of the shareholders for
setting up the scheme(s). .

However, if prevailing circumstances so warrant, the company may :
change the mode of implementation of the scheme subject to the
condition that a fresh approvéal of the shareholders by a special
resolution is obtained prior to implementing such a change and that
such a change is not prejudicial to the interests of the employees.
Further provided that, if the scheme(s) involves secondary acquisition or
gift or both, then it shall be mandatory for the company to implement
such scheme(s) through a trukt(s).

A company may implement several schemes ds permitted under these
regulations through a single trust

d mdintadin : S

e proper books of acc'ounl:;

e records and documents:

for each such scheme so as to explain its transactions and to disclose
at any point of time the fihancial position of edach scheme and in
particular give a true and fair view of the state of affairs of each
scheme.

3) The trust deed and any modifications thereto shall be mandatorily filed
with the recognised stock exchange(s) in India where the shares of the
company are listed. :

4) , in cases
where such person - : ’

* is a director, key managertal personnel or promoter of the
company or its group company including its holding, subsidiary or
associate company or any relative of such director, key
managerial personnel or promoter;

 beneficially holds ten percent or more of the paid-up share capital
or the voting rights of the company

, where individual(s) or “one person company” as defined
under the Companies Act, 2013 is appointed as trustee(s), there shall
be a minimum of two such trustees, and in case a corporate entity is
appointed as a trustee, then it may be the sole trustee. f
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5) The trustees of a trust, which is governed under these regulations, shall
not vote in respect of the shares held by such trust, so as to avoid any
misuse arising out of exercising such voting rights.

6) The trustee should ensure that the requisite approval from the
shareholders has been obtained by the company in order to enable the
trust to implement the scheme(s) and undertake secondary acquisition
for the purposes of the scheme(s). .

7) The trust shall not deal in derivatives and shall undertake only delivery-
based tranczactions for the purposes of secondary acquisition as
permitted by these regulations.

8) Subject to the requirements of the Companies Act, 2013 the company
may lendmonies to the trust on appropriate terms and conditions to
acquire the shares either through new issue or secondary acquisition, for
the purpose of implementation of the scheme(s).

9) For the purpose of disclosures to the recognised stock exchange, the
shareholding of the trust shall be shown as “non-promoter and non-
public” shareholding.

Note - The shares held by the trust shall not form part of the public
shareholding which needs te be maintained at a minimum of twenty five
per cent as prescribed under the Securities Contracts (Regulation) Rules,
1957.

10) Secondary acquisition in a financial year by the trust shall
not exceed two per cent of the paid up equity capital of the company as
at the end of the previous financial year.

11) The total number of shares under secondary acquisition held
by the trust shall at no point of time exceed the below mentioned limits
ds a percentage of the paid up equity capital of the company as at the
end of the financial year immediately prior to the year in which the
shareholders’ approval is obtained for such secondary acquisition:
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SL Particulars Limit
No.
A For the schemes enumerated in Part A, Part B or Part C of Chapter lll of these 5%
requlations
B For the schemes enumerated in Part D, or Part E of Chapter lll of these 2%
regulations
C For all thé schemes in aggregate ) 5%
I
12) The trust shall be required to hold the shares acquired

through secondary acquisition for a minimum period of six months
except where they are required to be transferred in the circumstances
enumerated in these regulations, whether off-market or on the platform
of recognised stock exchange.

1

13) ; The trust shall be permitted to undertake off—market transfer
of shares only under the following c(rcumstances -

a) transfer to the employees pursuant to scheme(s);

b) while participating in an open offer under the Securities and
Exchange Board of India (Substantial Acquisition of Shares and
Takeovers) Regulations, 2011 or while participating in a buy-back,
delisting or any other exit offered by the company generally to its
shareholders.

14) The trust shall not become a mechanism for trading in shares
and hence shall not sell the shares in secondary market except under
the following circumstances:

a) to enable the employee to fund the payment of the exercise price, the
amount necessary to meet his/her tax obligations and other related
expenses pursuant to exercise of options granted under the ESOS;

b) on vesting or exercise, as the case may be, of SAR under the scheme
covered by Part C of Chapter (Il of these regulations;
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¢) participation in buy-back or open offers or delisting offers or any
other exit offered by the company generally to its shareholders, if
required;

d) for repaying the loan, if the unappropriated inventory of shares held
by the trust is not appropriated within the timeline as provided
above;

e) winding up of the scheme(s); and

f) based on approval granted by the Board to an applicant, for the
reasons recorded in writi‘ng in respect of the schemes covered by Part
A or Part B or Part C of Chapter lil of these regulations, upon
payment of a non-refundable fee of rupees one lakh to the Board
along with the application by way of direct credit in the bank
account through NEFT/RTGS/IMPS lor any other mode allowed by the
Reserve Bank of India. :

An employee shall be eligible to participate in the schemes of the company as
determined by the compensation committee.

1) A company shall constitute a compensation committee for
administration and superintendence of the schemes.

2) Where the scheme is being implemented through a trust the
compensation committee shall delegate the administration of such
scheme(s) to the trust.

3) The compensation committee shall be a committee of such members of
the Board of Directors of the company as provided under regulation 19 of
the SEBI (LODR)

Regulations, 2015.

However, a company may also opt to:designate its nomination and
remuneration committee as the compensation committee for the
purposes of these regulations.
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4) The compensation committee shall, inter alia, formulate the detailed
terms and conditions of theschemes.

5) The compensation committee shall frame suitable policies and
procedures to ensure that there isno violation of securities laws by the
trust, the company and its employees.

Hegquirament for Shareholgers |

1

® secondary acquisition for imﬁlementﬁtich of the schemes. Such approval
shall mention the percentage of secondary acquisition that could be
undertaken;

® secondary acquisition by the trust in case the share capital expands due
to capital expansion undertaken by the company including preferential
allotment of shares or qualified institutions placement, to maintain the
five percent cap as prescribed. in these regulatlons of such increased
capital of the company;

® Grant of option, SAR, shares or other benefits, as the case may be, to
employees of subsidiary or holding company;

® grant of option, SAR, shares or benefits, to identified employees, during
any one year, equal to or exceeding one per cent. of the issued capital

STUDY CIRCLE 82868 81716 | 77383 05533




Page |151

(excluding outstanding warrants and conversions) of the company at
the time of grant of option, SAR, shdres or incentive.

® A company may by special resolution of its shareholders vary the terms
of the schemes offered if such schemes is not yet exercised by the
employees and variation is not prejudicial to the interests of the
employees. '

® A company shall be entitled to vary the terms of the schemes to meet
any regulatory requirementwithout seeking shareholders’ approval by
special resolution.

® The Shareholders’ Approvalshall apply to such variationof terms as they
apply to the original grant of option, SAR, shares or other benefits.

® The notice for passing a special resolution for variation of terms of the
schemes shall disclose fulldetails of the variation, the rationale therefor,
and the details of the employees who are beneficiaries ofsuch variation.

® A company may reprice the options, SAR or shares,which are not
exercised,whether or not they have been vested, if the schemes were
rendered unattractive due to fall in the price of the shares in the stock
market. ‘

In case of winding up of the schemes being implemented by a company, the
excess monies or shares remaining with the trust after meeting all the
obligations, if any, shall be utilised for repayment of loan or by way of
distribution to employees or subject to approval of the shareholders, be
transferred to another scheme under these regulations, as recommended by
the compensation committee.
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® Option, SAR or dany other benefit granted to an employee under the
regulations shall not be transferable to any person.

® 1o perzon, other than the employee to whom the option, SAR or other
benefit is granted,shall be cntitied to the benefit arising out of such
option, SAR or other benefit.

® The option, SAR, or any other benefit granted to the employee shall not
be pledged, hypothecated, mortgaged or otherwise alienated in any other
manner.

® |n the cvent of death of the employee while in employment, all the
options, SAR or any other benefitgranted under a scheme to him/her till
his/her death shall vest, with effect frolm the date of his/herdeath, in the
legal heirs or nominees of the deceased employee, as the ease may be.

® |n case the employee =uffers a permanent incapacity while in
employment, all the options, SAR or anyother benefit granted to him/her
under a scheme as on the date of permanent incapacitation, zhall veztin
him/her on that day.

® |n the event of rezignation or termination of an employee, all the
options, SAR or any other benefitwhich are granted and yet not vested
as on that day, =shall expire.

in case of the existing shares are uste‘qy:l, following conditions need to be fulfitied :-

Scheme s In compliance
with these regulations

A statement spectfied by the
SEBI In this regard, Is filed and
the company has obtained an
In-principie approval from the
stock exchanges

As and when an exercise Is
made, the company notifies
the concerned stock exchange
as per the statement as
specified by the SEBI In this
regard
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In the case of every company which has passed a resolution for the scheme(s)
under these regulations, the Board of Directors shall at each annual general
meeting place before the shareholders a certificate from the secretarial
auditors of the company that the scheme(s) has been implemented in
accordance with these regulations.

means a scheme under which a company grants employee stock options to
employees directly or through a trust.

' sAn ESOS shali contain the details of the manner in which the scheme will be
Administration and lmplerm:ntgd and opemmd ESBS shall nu! be nﬁemd I.mless !he dhdmns as
Implementation | [ ' : made by t mpany. D ciive ophio
Pricing { v
Vesting Period { *]
Rights of the option holder { :
Rights of the option holder {
»The amount paid by the employee, if any, at the time of grant, vesting or exercise of
optian, -
Consequence of fallure to » may be forfeited by the company if the option is not exercised by the employee
exercise option ‘within the exercise perfodior = -
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means a scheme under which a company offers shares to employees, as part of
public iszue or otherwise, or through a trust where the trust may undertake
secondary acquisition for the purposes of the scheme.

Administration and Implementatior Pricing and Lock-In

© An ESPS scheme shall contain the details of the manner in which the
scheme will be implemented and operated.

® A company may determine the price of shares to be issued under an
ESPS, provided they conform to the provisions of acecounting policies
under this regulation.

® Shares issued under an ESPS shall be locked-in for a minimum period of
one year from the date of allotment.

e If ESPS is part of a public issue and the:shares are issued to employees at
the same price as in the public issue, the shares issued to employees
pursuant to ESPS shall not be subject to lock-in.

Stock Appreciation Rights Schenle (SAR Scheme)

means a scheme under which a company grants SAR to employees.

Administration and

iinplementation Vest_'mg Rights of the SAR holder

ASAR scheme shall contain
the details of the manner in
which the scheme will be
implemented and operated.

A company shall have the
freedom to implement cash
settled or equity settled SAR
scheme. However, for the
purpose of these
regulations, reference to
SAR  shall mean equity
settled SARs only.

No SAR shall be offered
unless the disclosures, as
specified by SEBI in this
regard, are made by the
company to the prospective
SAR prantees.

There shall be a minimum
vesting period of one year in
case of SAR scheme,

The employee shall nat have
right to receive dividend or
1o vote or in any manner
enjoy the benefits of a
shareholder in respect of
SAR granted to him/her.

General Employee Benefits Scherhe (GEBS)
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means any scheme of a company framed in accordance with these regulations,
dealing in shares of the company or the shares of its listed holding company,
for the purpose of employee welfare including healthecare benefits, hospital
care or benefits, or such other benefit as specified by such company.

vdminiztration and Impelementation
AAMINISTration dnd Iimppiemencation

1) GEBS shall contain the details of the scheme and the manner in which
the scheme shall be implemented and operated.

2) The shares of the company or shares of its listed holding company shall
not exceed ten per cent of the book value or market value or fair value
of the total assets of the scheme, whichever is lower, as appearing in its
latest balance sheet for the purposes of GEBS.

3) The secretarial auditor of the company shall certify the above mentioned
point (2) compliance at the time of adoption of such balance sheet by
the company.

!

Retirement benefit scheme (RBS)

means a scheme of a company framed in accordance with these regulations,
dealing in shares of the company or the shares of its listed holding company,
for providing retirement benefits to the employees subject to compliance with
existing rules and regulations as applicable under laws relevant to retirement
benefits in Iindia. :

Administration and Implementation

RBS may be implemented by a company subject to compliance with
these regulations and provisions of any other law in forece in relation to
retirement benefits.
The RBS shall contain the details of the benefits under the scheme and
J the manner in which the scheme shall be implemented and operated.
The shares of the company or shares of its listed holding company shall
not exceed ten per cent of the book value or market value or fair value
of the total assets of the scheme, whichever is lower.
The secretarial auditor of the company shall certify compliance with
above mentioned point (3) at the time of adoption of such balance sheet
by the company. '
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ISSUE OF SWEAT EQUITY BY A LISTED COMPANY ~ CHAPTER IV OF SEBI
B BENE SWEAT EQUI S
2021

Sweat equity shares are such equity shares, which are issued by a Company to
its directors or employees at a discount or for consideration, other than cash,
for providing their know-how or making available rights in the nature of
intellectual property rights or value additions, by whatever name called.

The provisions contained in this chapter shall not apply to an unlisted
company.

However, an unlisted companyecoming out with initial public offer and seeking
listing of its securities on the recoghized stock exchange,pursuant to issue of
sweat equity shares, is required to comply with the SEBI (ICDR) Regulations,
2018.

The term ‘employee’ means,

a) an employee of the company working in India or abroad; or
b) a director of the company whether a whole time director or not

o A company shall not issue sweat equity shares for more than 15% of the
existing paid up equity share capital in a year.
However, the issuance of sweat equity shares in the company shall not
exceed 25% of the paid up equity share capital of the company at any
time.
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e a company listed on IGP shall be permitted to issue not more than 15%
of the paid up equity share capital in a financial year subject to overall
limit not exceeding 50% of the paid up equity share capital of the
company, up to 10 years from the date of its incorporation or
registration.

® For the purposes of passing a special resolution, the explanatory
statement to be annexed to the notice for the general meeting

® The issue of sweat equity shares to employees who belong to promoter
or promoter group shall be approved by way of a resolution passed by a
simple majority of the shareholders in general meeting.
However, for passing such a resolution, voting through postal ballot
and/or e-voting shall also be adopted.
Further, provided that the promoters/promoter group shall not
parttctpate in such resolution.

* Each issue of sweat equity shares shall be voted by a separate
resolution.

® The resolution for issue of sweat equity shares shall be valid for a period
of not more than twelve months from the date of passing of the
resolution.

The price of sweat equity shares shall be determined in accordance with the
pricing requirements stipulated for a preferential issue to a person other than
a qualified institutional buyer under the SEBI (ICDR) Regulations, 2018.

¢ The valuation of the know-how or intellectual property rights or value
addition shall be carried out by a merchant banker.

® The merchant banker may consult such experts and valuers, as it may
deem fit, having regard to the nature of the industry and the nature of
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the valuation of know-how or intellectual property rights or value
addition.

o The merchant banker shall obtain a certificate from an independent
chartered accountant certifyi‘hg that the valuation of the know-how or
intellectual property rights or value addition is in accordance with the
relevant accounting standards

In the general meeting subsequent to the issue of sweat equity shares, the
Board of Directors shall place before the shareholders, a certificate from the
secretarial auditor of the company that the issue of sweat equity shares has
been made in accordance with these regulations.

Where the sweat equity shares are issued for a non-cash consideration, such
non-cash consideration shall be treated in the following manner in the books
of account of the company: - ‘

where the non-cash consideration takes the form of a depreciable or amortizable
asset, it shall be carried to the balance sheet of the company in accordance with
the relevant accounting stari_darcls; or

where the above clause is not applicable, it shall be expensed as provided in the

relevant accounting standarfls.

The amount of sweat equity shares issued shall be treated as part of

managerial remuneration if the follbwing conditions are fulfilled:

« the sweat equity shares are issued to any director or manager; and

» the sweat equity shares are issued for hon-cash consideration, which
does not take the form of an asset which can be carried to the balance
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sheet of the company in accordance with the relevant accounting
standards.

The sweat equity shares shall be locked in for such period of time as specified
in relation to a preferential issue under the SEBI (ICDR) Regulations, 2018.

The sweat equity shares issued by a listed company shall be eligible for listing
subject to their issuance being in aceordance with these regulations.

The company shall ensure that —

a) the explanatory statement to the notice for general meeting contains
the disclosures specified.

b) the secretarial auditor’s certificate is placed in the general meeting of
theshareholders.

c) the company, within seven days of the issue of sweat equity shares,
sends a statement to the recognized stock exchange, disclosing:

* number of sweat equity shares issued;

+ price at which the sweat equity shares are issued;

o  total amount received towards sweat equity shares;

+ details of the persons to whom sweat equity shares have been
issued;

* the consequent changes in the capital structure and the
shareholding pattern before and after the issue of sweat equity
shares.
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CHAPTER - 10

Issue and Listing of
Non-Convertible Securities

The new NCS Regulations provides for issuance and/or listing of the following
securities

a) Debt securities;

b) Non-Convertible redeemable preference shares;

¢) Perpetual debt instruments or Perpetual Non-cumulative preference
d) Commercial Paper.

B[REGULATION 3]

Issuance and listing of
dobt socurities and
non-convertible
redeemable
prefarence shares by
an issuer by way of
public Issuance

SEB) {Issue and Listing
of Non-Convertible
Securities)
Reguiations, 2021

- - Y e
tisting of commercial . h Issuance and listing of

paper issued by an non-convertible

issuer in comphance uf;“'mi‘:‘v:::vi:::af
lr:::::d‘:; =::d;::‘:r:'. placement basis which
Bank of India are proposed to be
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Applicability of this chapter(Regulation 4)

This chapter shall apply to the issuance and listing of:

a) debt securities and non-convertible redeemable preference shares by an
issuer by way of public issuance;
b) non-convertible securities by an issuer on private placement basis.

Eligible issuers(rRegulation 5)

1) The issuer shall not make an issue of.non-convertible securities if as on
the date of filing of draft offer document or offer document:

“ The issuer, any of its promoters, promoter group or directors are
debarred from accessing the securities market or dealing in
securities by the SEBI;

® Any of the promoters or directors of the issuer is a promoter or
director of another company which is debarred from accessing the
securities market or dealing in securities by the SEBI;

“ The issuer or any of its promoters or directors is a wilful defaulter;

® Any of the promoters or whole-time directors of the issuer is a
promoter or whole-time director of another company which is a
wilful defaulter; i

@ Any of its promoters or directors is a fugitive economic offender;
or

® Any fine or penalties levied by the SEBI/Stock Exchanges is
pending to be peaid by the issuer at the time of filing the offer
document.

® the issuer is in default of payment of interest or repayment of
principalamount in respect of non-convertible securities, if any,
for a period of more than six months.
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a) Restrictions mentioned at (b) and (d) above shall not be applicable in
case of a person who was appointed as a director only by virtue of
homination by a debenture trustee in other company.

b) Restrictions mentioned in (a) and (b) above shall not be applicable if the
period of debarment is over as on date of filing of the draft offer

. document with the SEBI.

¢) Restrictions mentioned at (¢) and (d) shall not be applicable in case of
private placement of non- convertible securities.

in-principle approval

The issuer shall
of its non-convertible securities
from the stock exchange(s) where such securities are proposed to be listed and

Depositorie

The issuer shall enter into an arrangement with a depository for
dematerialization of the non-convertible securities.

Deb_enture Trustee

The issuer shall appoint a debenture trustee in case of an issue of debt
securities.

Registrar to the Issuel

The issuer shall appoint a Registrar to the Issue, registered with the SEBI,
which has established connectivity with all the depositories.

if the issuer itself is a Registrar to the lssue, it shall not appoint
itself as aRegistrar to the Issue.

the lead manager shall not act as a Registrar to the
Issue in which is also handling the post-issue responsibilities.
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Credit rating(Regulation 10)

The issuer shall obtain credit rating from at least one credit rating agency,
which shall be disclosed in the offer document.

However, where the credit ratings are obtained from more than one credit
rating agency for the issue, all the ratings, including the unaccepted ratings,
shall be disclosed in the offer document.

Creation of Recovery Expense Fund(Regulation 11)

The issuer shall create a recovery expense fund with the designated stock
exchange, by depositing such amount and in such form and manner as may be
specified in the regulations.

Electronic Issuances(Regulation.12)

An issuer proposing to izzue non-convertible securities through the on-line
system of the stock exchange and depositories shall comply with the relevant
applicable requirements as may be specified in the regulations.

Regulatory fees(Regulation 13)

In case of public issue of debt securities and/or non-convertible redeemable
preference shares, the issuer shall while filing a draft offer document with the
stock exchange forward a soft copy of the draft offer document to SEBI for its
records along with regulatory fees.

In case of non -convertible securities izsued on a private placement bazsiz, the
designated stock exchange shall collect a regulatory fee.

Right to recall or redeem prior to maturity(Regulation 15)

An issuer making issuance of non-convertible securities shall:

a) have the right to recall such securities prior to the maturity date (eall
option);

b) shall have a right to provide such right of redemption of debt securities
prior to the maturity date (fut option) to all the investors or only to
retail investors.
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Such right to recall non-convertible securities or redeem debt securities prior
to the maturity date shall beexerctsed and detailed disclosure in this regard
shall be made in offerdocument mctudmg date from which such right is
exercisable, period of exercise (which shall not be less thanthree working days)
and redemption amount (including the premium or discount at which such
redemption shalltake place).

In case of partial exercise of such right of the issue by the issuer, it shall be
done on proportionate basis only.

No such right shall be exercisable before the expiry of one year from the date
of issue of such non-convertible securities.

Issuer shall send notice to all the eligible holders of such non-
convertiblesecurities and debenture trustee at least twenty-one days before
the date from which such right is exercisable.

Debenture Redemption Reserve/ Cagital Redemption Reserve(Regulation 16)

The issuer shall create a debenture redemption reserve or capital redemption
reserve.

International Securities ldentification Number(Regulation 17)

An issuer issuing non-convertible securities shall comply with the conditions
relating to the issue of International Securities ldentification Number, as may
be specified by the SEBI from time to time.

Trust Deed(Regulation 18)

The issuer and the debenture trustee shall execute the trust deed if fails to
execute the deed pay interest of at least 2 percent per annum or such other
rate, as specified by the SEBI to the holder of debt securities, over and above
the agreed coupon rate, till the execution of the trust deed.

Such trust deed shall consist of two parts:

a) Part A containing statutory/standard information pertaining to the debt
issue.
b) Part B containing details specific to the particular debt issue.
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The trust deed shall not contain any clause which has the effect of:

a) Limiting or extinguishing the obligations and liabilities of the debenture
trustees or the issuer in relation to any rights or interests of the holders
of the debt securities.

b) Limiting or restricting or waiving the provisions of the Act, these
regulations and circulars or guidelines issued by the SEBI.

¢) Indemnifying the debenture trustees or the issuer for loss or damage
caused by their act of negligence or commission or omission.

Listing Agreement(Regulation 19)

Every issuer desirous of listing its non-convertible securities on a recognised
stock exchadnge shall execute an agreement with such stock exchange.

Continuous Listing Conditions(Regulation 20)

All the issuers of non-convertible securities which are listed on stock exchange
shall ecomply with the listing regulations and/or such other conditions and
disclosure requirements.

Trading of Non-Convertible Securities(Regulation 21)

The trades in non-convertible securities listed on stock exchange shall be
cleared and settled through clearing corporation of stock exchange

In case of trades of non-convertible securities which have been traded over the
counter, such trades shall be reported on any one of the reporting platforms of
d recognized stock exchange having a nation-wide trading terminal or such
other platform.

Distribution of Dividend in case of defau!t in payment of interest or
redemption of debt securities(Regulation 22)

Where the issuer has defaulted in payment of interest or redemption of debt
securities or in ecreation of security in aeccordance with the terms of the offer
d'ocument, any distribution of dividend shall require approval of the debenture
trustee.
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Obligations of the Issuer( |
. LU i .
The issuer shall treat all dpplicants to an issue of nhon-convertible

securities in a fair and equitable manner.
r 1
The issuer shall not employ any device, scheme, or artifice to defraud in

connection with issue or subscription or distribution of non-convertible
securities which are listed or proposed to be listed on the recognized
stock exchange.

The issuer shall apply for Securities and Exchange Board of India
Complaints Redress System (SCORES) authentication and shall use the
same for all issuance of non- convertible securities.

In case of & public issue, the i'53uer shall provide all required
information/ documents to the lead managers for conducting the due
dtllgence

The issuer shall ensure that the secured debt securities dre secured by
100% security cover or higher security cover sufficient to discharge the
principal amount and the interest thereon at all times for the issued
debt securities.

Obligations of Debenture Trustee

The debenture trustee shall be vested with the requisite powers for
protecting the interest of holders of debt securities including a right to
appoint a nominee director on the Board of the issuer in consultation
with holders of such debt securities.

The debenture trustees shall supervise the implementation of the
conditions regarding creation of security for the debt securities, creation
of recovery expense fund and debenture redemption reserve.

The debenture trustee shall monitor the security cover in relation to
secured debt securities. .
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Conditions for public issue:

“ The issuer shall appoint one or more merchant bankers registered with
the SEBI, aslead manager to the issue.

Where the issue is managed by more than one lead manager, the rights,
obligationsand responsibilities, relating to disclosures, allotment, refund
and underwriting obligations, if any, of each leadmanager shall be
predetermined and disclosed in the draft offer document and the offer
document. ’ |

® Where there is only one lead managelt' it shall not be an associate of the
issuer in case the lead manager is an associate, it shall disclose itself as
an associate of the issuer and its role shall be limited to marketing of
the issue. '

The issuers shall not make a public issue of debt securities and non-
convertible redeemable preference shares for providing loan to or
acquisition of shares of any entity who is part of the promoter group or
group companies.

Filing of draft offer document

Issuer shall not make a public issue unless a draft offer document has
been filed with all the stock exchanges on which such securities are
proposed to be listed, through the lead manager.

The draft offer document filed with the stock exchange shall be made
public by posting the same on the website of the stock exchange for
seeking public comments for a period of 7 working days from the date of
filing the draft offer document with stock exchange.

© The draft offer document shall also be displayed on the website of the
issuer and the lead manager.

“ The lead manager shall ensure that the draft offer document clearly
specifies the who shall be a Compliance officer (company seeretary) of
the issuer.
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“ The lead manager shall ensurfe that all comments received on the draft
offer document are suitably addressed prior to the filing of the offer
document with the Registrar of Companies.

The lead manager shall, prior to filing of the offer document with the
Registrar of Companies, furnish to the SEBI a due diligence certificate in
the format as per the regulations.

izelo s in th

The offer document

of the debt securities and
non-convertible redeemablepreference shares to take an informed investment
decision and shall not omit/ include any material fact.

Mode of Disclozure of the offer document:

The offer document shall be

or any other
format as maybe specified by the SEBI.

Advertizsements for P issu

The issuer shall
. where the registered office of
the issuer is situated, on or before 1::he issue opening date.

P iti incenti

Any person connected with the issue

in any manner, whether in cash or kind or services or
otherwise except for fees
or commission for services rendered. in relation to the issue.

Abridged Prospectus and application forms:

The issuer and lead manager shall ensure that every application form and the
abridged prospectus is in the format as specified by the SEBI and the abridged
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prospectus shallnot contain matters which are extraneous to the contents of
the offer document.

ri i ery and book building:

The issuer may determine the price and/or coupon of debt securities and non-
convertible redeemable preference shares in consultation with the lead
manager.

The issue of debt securities and non-convertible redeemable preference shares
may be at fixed price and fixed coupon or the issuer may determine the
demand.

Minimum subseription:

Minimum subscription for a public issue shall not be less than 75% of the base
issue sizeor as may be specified by the SEBI.

In the event of non-receipt of minimum subscription, all blocked application
money shall be unblocked forthwith, but not later than & working days from
the date of closure of the issue.

1 ent ecurities and pa t of interest:

The issuer shall ensure that in case of listing of debt securities and non-
convertible redeemable preference shares issued to public, allotment of
securities offered to publieshall be made in specified time.

Not allotted and/or application monies are not unblocked within the period
stipulated, the issuer shall undertake to pay interest at the rate of 15% per
annum to the investors.

Underwriting:

A public issue of debt securities and non-convertible redeemable preference
shares may be underwritten by eligible intermediaries, either in full or part.
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ue Diligence D re

The debenture trustee shall, at the time of fil;fing the draft offer document with
the stock exchange and prior to opéning of the public issue of debt securities,
furnish to the SEBI and stock exchange, a due diligence certificate.

i ation:

Where the issuer has disclosed the intention to seek listing of debt securities
and non-convertible redeemable préference shares issued on private placement
basis, the issuer shall forward thelisting application along with the disclosures
to the stock exchange within such days from the date of closure of the issue.

Allotment of securities:

The issuer shall ensure allotment of deb't'secqrities and non-convertible
redeemablepreference shares issuedfon a private placement basis and credit to
the dematerialised account of the investor.

An issuer may issue perpetual debt instruments, perpetual non-cumulative
preferenceshares and instruments of similar nature in complianee with the
guidelines issued by the Reserve Bank of India and/or any other relevant laws
applicable to them. '

* Issuers desirous of listing of commercial paper shall comply with the
conditions ds may be specified by the SEEI from time to time.

¢ The designated stock exchange =hall collect a regulatory fee from an
issuer of commercial paper at the time of their listing.

¢ The issuer shall apply for Securities and Exchange Board of india
Complaints Redress System (SCORES) authentication in the format
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specified by the Board and shall use the same for issuance and listing of
commercial paper.

® A Company Secretary is a vital link between the company and its Board
of Directors, shareholders, government and regulatory authorities and
all other stakeholders.

* A Company Secretary can play an important role in fulfilling the role as
a governdnce professional for companies with listed debt securities.

e The Company Secretary monitors, manages the information updates and
conducts regular assessment to ensure that company remains abreast of
the regulatory standards.
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CHAPTER - 11

Listing Obligations and Disclosure
Requirements

P BlLI

These regulations shall apply to a listed entity which has listed any of the
following designated securities on recognised stock exchange(s):

‘Non-convertible

. Specified securities
listed on main board
or SME Ex¢| ar

oB TION F LISTE TITIE
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Common obligations (Applicable for ail isted entities)

— = = = = - —— = =—
Cbligations of Listed entity which has listed its Specified Securities and non-convergble

debt securities J

~

Oblgatians of Listed eatily which bas listed sts Non- Convertible Securitics

=
Obligations of Listed ensity which haz listad its Specified Securities znd either Non-
Canvertible Debt Securities or Non-Convertible Redeemable Prefarance Shares or
both

Dbligations of Listed eatity which has listed its iadian depository recniots

Obligations ot Listed ertity which has listed its securitised dabt instruments

Ny Ny N N N R

4 2

— Obligations of Listed entity which has listed its Security Receipis
. J

r B

—1 bligations of Listed entity which has listed its units issued by mutual funds

\ v

COMMON OBLIGATIONS OF LISTED ENTITIES

Compliance officer and his/her obligations:

A listed company shall appoint a qualified ?ompanySecretary as the
Compliance officer who shall be responcible for:

a) Ensuring conformity with the requlatory provisions applicable to
the listed entity in letter andspirit;
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b) Co-ordination and reporting to Board, recognised stock
exchange(s) and depositories;

e) Ensuring correct procedures are followed and reports are filed;

d) Monitoring email address of grievance redressal division.

Whether a director of a listed company who Is a qualfled company secretary can be appointed as a
compliance offlcer in the same Usted company?

As per Reg. 6(1) of SEBI (LODR} Regulations, 2015, o compliance officer shall be a qualified company
secrelary. There is no restriclion prescribed under these regulalions which prohibits the director of the listed
company to act as a compliance officer of the.listed entity.

Share-transter agent:

The listed entity shall appoint a share transfer agent or mange the share
transferfacility in house. v_ i

Co-gperation with intermediaries registered with the SEBI:

Wherever applicable the listed entity shall co-operate with and submit correct
and adequate information to the intermediaries registered with theSEBI! such
as credit rating agencies, registrar to an issue and share transfer agent ete.

Preservation of documents:

The listed entity shall have a policy for preservation of documents,approved by
its board of directors, classifying them in at least two categories as follows-
® documents whose preservation shall be permanent in nature;

® documents with preservation period of not less than eight years after
completion of the relevanttransaetions.

® However, the listed entity may keep documents in electronic mode.

Filing of information:
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The listed entity shall file the reports, statements, documents, filings and
anyother information with the recognised stock exchange(s) on the electronic
platform as specified by theSEBI or the recognised stock exchange(s).

Scheme of Arrangement:

The listed entity shall ensure that any scheme of arrangement /amalgamation/
merger /reconstruction /reduction of capital etec. to be presented to any Court
or Tribunal does notin any way violate, override or limit the provisions of
securities laws orrequirements of the stockexchange(s).

Payment of dividend or interest or redemption or repayment:

The listed entity shall use any of the electronic mode of payment facility
approved by the Reserve Bank of India, in the manner specified in Schedule I,
for the payment of dividends, interest, redemption or repayment amounts.

Grievance Redressal Mechanism:

The listed entity shall ensure that adequate steps are taken for expeditious
redressal of investor complaints. The listed entity shall ensure that it is
registered on the SCORES platform or such other electronic platform or system
of the SEBI as shall be mandated from time to time.

Fees and other charges to be paid to the recognized stock exchange(s):

The listed entity shall pay all such fees or cimrges, as applicable, to the
recognised stock exchange(s), in the manner specified by the SEBI or the
recognised stock exchange(s).

STUDY CIRCLE 82868 81716 | 77383 05533



Page |176

Board of
Directors and

CCommittees

Policies and
Procedures

Vision l Mission Regulatory

Corporate
Governance

Strategy

g o Organisational
and .
Objectives Hierarchy

\' Manltorng and

® Board of Directors shall have optimum combination of executive and
non-executive directors with at least one-woman director and not less
than fifty per cent. of the board of directors shall comprise of non-
executive directors.

® However, the Board of directors of the top 1000 listed entities shall have
at least one independent woman director by April 1, 2020.

® The composition of board of directors are as follows: -

Atleast S0% of Non
Executive Directors

— Atleast One Women

= ) .
2
@ {f Chairperson {s Non- 2% le_ast 1/3rd of the Board
o 1 ST of directors shnll comprise
E‘ Bxax = of Indepentant directors
g —
L] at least 50% of the Board of
— :: C_hal‘rr:l;snol:;:; directors shall comprise of
: 2ozl ] Independent directors
{f Chairperson is Non-
Executive Director and, at least 50% of the Board of
_ “—- ‘proinoter of the listed’ — directors shall comprise of
entity or Is related 1o any Indegendent directors
prometer !

e =1 -

© Where the listed company has outstanding SR equity shares, atleast half
of the board of directors shall comprise of independent directors.
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The board of directors of the top 2000 listed entities shall comprise of not less
than six directors.

The Board shall meet at least four times a year, with a maximum time gap of
one hundred and twenty days between any two meetings.

No listed entity shall appoint a person or continue the directorship of any
person as a non-executive director who has attained the age of 75 years
unless a special resolution is passed to that effect.

The listed entity shall ensure that approvaliof shareholders for appointment of
a person on the Board of Directors or as a manager is taken at the next
general meeting or within a time period of three months from the date of
appointment, whichever is earlier.

The quorum for every meeting of the board of directors shall be one-third of
its total strength or three directors, whichever is higher, including at least one
independent director.
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Autjit -:.'cmmi!te_e
(Regulotion 18}

_ - Nomination and
Risk Managoment, — °

Commitioe - Co mmiﬁeé—_ Remunération =

-~ b 4 — Comimeroe =
(Reguiation 22} (Regulation ¥8]

3 S,
stakeholders Relationship -
Committes [Regulation
Iy

Audit Committee [REGULATION 18]

Composition

o The committee shall comprise of at least three directors.

o At least Two- thirds of the mémbers of audit committee shall be
independent directors.

® In case of a listed entity having cutstanding SR equity shares, the audit
committeeshall only comprise of independent directors.

e All members of audit committee shall be financially literate and at least
one member shall have accounting or related financial management
expertise.

Chairperson

e The chairperson shall be an independent director.

® The Chairperson shall be present at Annual general meeting to answer
shareholderqueries.

Meetings

¢ The committee shall meet at least four times in a year and not more
than one hundred and twenty days shall elapse between two meetings.

Quorum
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® The quorum for audit committee meeting shall either be two members
or one third of the members of the audit committee, whichever is
greater, with at least twoindependent directors.

Role of Committee

®* The role of the audit committee and the information to be reviewed by
the auditcommittee shall be as specified in Part C of Schedule II.

ination & Rem rati (& i [REGULATION 19]
Composition

e The committee shall comprise of at least three directors.
¢ All directors ofthe committeeshall be non-executivedirectors,
¢ At least two-thirds of thedirectors shallbe independentdirectors.

Chairperson

® The Chairperson shall be an independent director.
Provided that the chairperson of the listed entity, whether executive or
nhon- executive, may be appointed as a member of the Committee and
shall not chair such Committee.

® The Chairperson may be present at the annual general meeting, to
answer theshareholders’ queries.
However, it shall be up to the chairpérson to decide who shall answer
the queries.

Meetings

® The committee shall meet at least once in a year.

Quorum

* The quorum for a meeting of the nomination and remuneration
committee shallbe either two members or one third of the members of
the committee, whicheveris greater, including at least one independent
director in attendance.

Role of Committee
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® The role of the nomination arJd remunerdtion committee shall be as
specifiedas in Part D of the Schedule Il.

S rs R i ip C i [REGULATION 20]

Composition

® The committeeshall compriseof atleast threedirectors.

® The committeeshall haveat least oneindependentdirector.

® |n case of a listedentity havingoutstanding SRequity shares, atleast two

thirds ofthe StakeholdersRelationshipCommitteeshall compriseof
independentdirectors. g

Chalirperzson

® The chairperson of this committee zhall be a non-executive director.

“ The Chairperson of the Stakeholders Relationship Committee zhall be

present at the annual general meetings to answer queries of the security
holders.

Meetings

® The committee shall meet at 'least once in a year.

Role of Committee

¢ The role of the Stakeholders ﬁeldtionship Committee shall be as specified
as in Part D of the Schedule lIl.

Composition

® The Risk Management Committee shall have minimum

threememberswith majorityof thembeingmembers ofthe boardof
directors,including atleast oneindependentdirector.
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® In case of alisted entityhavingoutstandingSR equityshares, atleast
twothirds ofthe

RiskManagementCommitteeshallcompriseindependentdirectors.
Chairperson

® The Chairperson of the Risk management committee shall be a member
of the board of directors and senior executives of the listed entity may
be membersof the committee.

Meetings
* The committee shall meet at least twice in a year.

Quorum

¢ The quorum for a meeting of the Risk Management Committee shall be
either twomembers or one third of the members of the committee,
whichever is higher, including at least one member of the board of
directors in attendance.

* The meetings of the risk management committee shall be conducted in
such amanner that on a continuous basis not more thanone hundredand
eightydays shallelapsebetweenany twoconsecutivemeetings.

Role of Commitiee

® The board of directors shall define the role and responsibility of the Risk
Management Committee and may delegate monitoring and reviewing of
the riskmanagement plan to thecommitteeand suchotherfunctions asit
may deemfit (suchfunction shallspecificallycover cybersecurity).

® The role andresponsibilities of ‘
theRiskManagementCommitteeshallmandatorilyinclude
theperformanceof functionsspecifiedin Part D ofSchedule Ii.
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A person shall riot be a director in more than seven lizted entities with
effect from April 1, 2020. However, a person shall not zerve as an
independent director in more than zeven listed entities.

&  Any person whoe iz szerving as o whole-time director / mandaging director
in any listed entity shall serve as an independent director in not mere
than three listed entitiaz.

& A director shall not be a4 member in more than ten committees or act as
chairperzon ef more than five commitiees deross all listed entities in
which he / she is a director which shall be determined as follows:

a) the limit of the committees on which a director may serve in all
public limited companies, whether listed or not, shall be included and
all other ecompanies including private limited companies, foreign
companies, high value debt listed entities and companies under
Section 8 of the Companies Act, 2013 shall be excluded;

b) for the purpose of determination of limit, chairpersonship and
membership of the audit committee and the Stakeholders’
Relationship Committee alone shall be econsidered.
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Related Pa

As per Regulation 2(1) (zb) “related party” means a related party as defined
under sub section (76) of section 2 of the Companies Act, 2013 or under the
applicable accounting standards.

Deemed related party

a) any person or entity forming a part of the promoter or promoter group
of the listed entity;

b) any person or any entity, holding equity shares of 20% or more; or 10%
or more, with effect from April 1, 2023; in the listed entity either
directly or on a beneficial interest basis at any time, during the
immediately preceding financial year, shall be deemed to be a related

party.

However, this definition shall not be applicable for the units issued by mutual
funds which are listed on a recognised stock exchange(s).

Related Party Transactions(Regulation 23)

As per Regulation 2(1)(z¢), related party transaction means a transaction
involving a transfer of resources, services or obligations between:

a) a listed entity or any of its subsidiaries and a related party of the listed
entity or anyof its subsidiaries or !

b) a listed entity or any of its subsidiaries and any other person or entity
the purpose and effect of which is to benefit a related party of the listed
entity or any of itssubsidiaries, regardless of whether a price is charged
and a “transaction” with a related party shall be construed toinclude a
single transaction or a group of transactions in a contract:

Following shall not be a related party transaction:

(2

a) the issue of specified securities on a preferential basis, subject to
compliance of the requirements under the SEBI (Issue of Capital and
Disclosure Requirements) Regulations, 2018;

b) the following corporate actions by the listed entity which are uniformly
applicable to all shareholders in proportion to their shareholding:

e payment of dividend; t
e subdivision or consolidation of securities;
* issuance of securities by way of a rights issue or a4 bonus issue;
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* buy-back of securities.

I
¢) acceptance of fixed deposits by banks/NBFC at the terms uniformly
applicable to all shareholders subject to disclosure of the same along
with related party transactions every 6 months to the stock exchange.

ﬁ transaction with a related party sham ) (With effect from July 01, 2019 a transactio;\
be considered material if the involving payments made to a related party
transactions) to be entered into with respect to brand usage or royalty shall be

considered material if the transaction(s) to be
entered into individually or taken together with
previous transactions during a financial ‘ ’ previous transactions during a financial year,
year, exceeds rupees one thousand exceed five percent of the annual consolidated
turnover of the listed entity as per the last
audited financial statements of the listed

entity.
last audited financial statements of the _ \_ =iy

individually or taken together with

crore or 10 % of the annual consolidated

turnover of the listed entity as per the

listed entity, whichever is lower,

\ e

All related party transactions and subsequent material modifications shall
require prior approval of the audit committee of the listed entity.

However, only those members of the audit committee, who are independent
directors, shall approve related party transactions.

Omnibusz Approval:

Audit committee may grant omnibus approval for related party transactions
proposed to
be entered into by the listed entity subject to the following conditions: -

a) the audit committee shall lay down the criteria for granting the
omnibus approval in line with the policyon related party transactions of
the listed entity and such approval shall be applicable in respect
oftransactions which are repetitive in nature;
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b) the audit committee shall satisfy itself regarding the need for such
omnibus approval and that suchapproval is in the interest of the listed
entity;

¢) the omnibus approval shall specify:

I. the name(s) of the related party, nature of transaction, period of
transaction, maximum number: oftransactions that shall be
enteredinto;

ll. the indicative base price / current contracted price and the
formula for variation in the price if any;
.  such other conditions as the audit committee may deem fit.

However, where the details arenot available, audit committee may
grant omnibus approval for such transactions subject to their
valuenot exceeding rupees one crore per transaction.

: )

d) the audit committee shall review, at least on a quarterly basis, the
details of related party transactionsentered into by the listed entity
pursuant to each of the omnibus approvals given.

e) Such omnibus approvals shdll be valid for a period not exceeding one
year and shall require freshapprovals after the expiry of one year.

All material related party transactions and subsequent material modifications
as defined by the audit committee shall require prior approval of the
shareholders through resolution and no related party shall vote to approve
such resolutions whether the entity is a related party to the particular
transaction or not.

The approval of Audit committee and shareholders shall not be required in the
following cases:

a) transactions entered into between two government companies;

b) transactions entered into between a holding company and its wholly
owned subsidiary whose daccounts are consolidated and placed before the
shareholders at the general meeting for approval;

¢) transactions entered into between two wholly-owned subsidiaries of the
listed holding company, whose accounts are consolidated and placed
before the shareholders at the general meeting for approval.
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egulation 24]

® “Material Subsidiary” shall mean a subsidiary, whose income or net
worthexceeds 20% of the con.é;.olidated income or net worth respectively,
of the listed entity and its subsidiaries in theimmediately preceding
accounting year. : '

® At least one independent director on the board of directors of the listed
entity shall be a director on theboard of.directors of an unlisted material
subsidiary, whether incorpordted in india or not.

® The audit committee of the listed entity shall review the financial
statements, in particular, theinvestments made by the unlisted
subsidiary. - !

fpn !

% The minutes of the meetings of the board of directors of the unlisted
subsidiary shall be placed at the meeting of the board of directors of the
listed entity. :

® The management of the unlisted subsididry shall periodically bring to
the notice of the board of dirgctors of the listed entity, a statement of
all significant transactions and arrangements entered into by the
unlisted subsidiary.

B(Regulation 24A]

©  Every listed entity and its ma;terial unlisted subsidiaries incorporated in
India shall undertake secretarial audit and shall annex a secretarial
audit report given by a company secretary in practice with the annual
report of the listed entity.

@ Every listed entity shall ..ubrmt a secretarial compliance report in such
form as specified, to stock exchanges, within sixty dayz from end of
each financial year.

As per Regulation 15(2) of the SEBI (LODR) Regulations, 2015 the compliance
with the corpordate governance provisions as specified in Regulations 17 to 27
and clauses (b) to (i) and Regulation 46(2) and para C, D and E of Schedule V
shall not apply, in respect of following —
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Exchange.

1) A listed entity having: -

PRIOR INTIMATIONS|[REGULATION 29]
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a) paid up equity share capital not exceeding rupees 10 crore;
b) net worth not exceeding rupees 25 crore, as on the last day of the
previous financial year.

Provided that onece the above regulations become applicable to a
listed entity, they shall continue to remain applicable till such time
the equity share capital or the networth of such entity reduces and
remains below the specified threshold for a period of three
consecutive financial years.

2) A listed entity which has listed its specified securities on the SME

The listed entity is required to give prior intimation to stock exchange about
the meeting of the board of directors in which any of the following proposals is
due to be considered to ensure a complete transparency and to maintain the
volatility of the market price of the shares of the Company.

viz. quarterly, hatf
yearly, or annual,
as the case may be.

At least 5 Clear Days In At least 2 Working Days In advance At least 11 Working Days in
advance advance
® financlal results | @ proposal for buyback of securltles; ® any alteration In the form

® proposal for voluntary delisting;

® fund ralsing by way of FPO, rights
Issue, ADR/GDR/FCCB, QIP, debt Issue,
preferential issue or any other method
and for determination of Issue price;

@ declaration/ recommendation of
dvidend, issue of convertible securities
Inctuding convertible debentures;

® declaration of bonus securities.

or nature of any of its listed
securities or In the rights
or privileges of the holders
thereof,;

® any alteration In the date
on which, the Interest on
debentures or bonds, or
the redemption amount of
redecmable shares or of
debentures or bonds, shall
be payable.
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DISCLOSURE OF EVENTS OR INFORMATION[REGULATION 30]

The Disclosers have been
broadly divided into two
‘categories

s I -
1 |
|" ™ ( ™
The event that have to be The event that should by the
necessarily disclosed withoug listed enitty upon application
applying any guldelines for of the guidelines for
materiality materiality
L8 -~ - >

l - |

: Event specified in Para B of

. . Part A of Schedule 1l such as
Events sPecuﬁed in Para A of Commencement of
Part A of Schedule Ill such ag ial
amiagamation/merger/deme commeic
: production/change in the
rger/restructruing

general character or nature
of business

® The tisted entity shall frame a policy for determination of materiality,
based on criteria duly approved by its board of directors, which shall be
disclosed on its website. '

“ The board of directors of the listed entity shall authorize one or more
KMP | :
for the purpose of determining materiality making disclosures to stock
exchange and dislcosed the contact detalls of such personnel to the
stock exchange and as well as on the listed entity’s website.

® The listed entity shall first diselose to stock exchange of all events or

information not later than 24 hours from the occurrence of event or
information. :

Outcome of Meetings of the board of directors

(to be disclosed to the Exchange within 30 minutes of the closure of the
meeting)

® dividends and/or cash bonuses recommended or declared or the decision

to pass any dividend and the date on which dividend shall be
paid/dispatched

@ any cancellation of dividend with reasons thereof;
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@ the decision on buyback of securities;
@ the decision with respect to fund raising proposed to be undertaken;

@ increase in capital by issue of bonus shares through capitalization
including the date on which such bonus shares shall be
credited/dispatched;

® reissue of forfeited shares or securities, or the issue of shares or
securities held in reserve for future issue

@ short particulars of any other alterations of capital, including calls;

@ financial results;

@ decision on voluntary delisting by the listed entity from stock
exchange(s).

B[ REGULATION 36]

The listed entity shall send the annual report to the shareholders not less than
21 days before the annual general meeting in the following manner:

a) Soft copies of full annual report to all those shareholders who have
registered their email address either with the listed entity or with any
depository;

b) Hard copy of statement containing the salient features of all the
documents, to those shareholders who have not so registered,;

c) Hard copies of full annual reports to those shareholders, who request for
the same. -

[REGULATION 44]

e The top 100 listed entities by market capitalization, determined as on
March 31st of every financial year, shall hold their annual general
meetings within a period of five months from the date of closing of the
financial year.

* The top 100 listed entities shall provide one-way live webeast of the
proceedings of the annual general meetings.

¢ The listed entity shall provide the facility of remote e-voting to its

shareholders and submit to the stock exchange, within 2 working days
of conclusion of its General Meeting, details regarding the voting results
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SPECIFIEPSECURITIES
e One Time Compliances
e Quarterly Compliances
o Half yearly Compliances
e Yearly Compliances
e Event based Compliances

One-time Compliances

'Regulation | i ] Particulars
6(1) A listed entity shall appoint a Company Secretary as the Comptiance Officer
' 7 The listed entity shall appoint a share transfer agent or manage the share transfer facility in house.

However, In the case of In-house share transfer facility, as and when the total number of holders
of secutrities of the listed entity exceeds one lakh, the Usted entity shall either register with the

SEBI as a Category Il share transfer agent or appoint Registrar to an issue and share transfer
agent registered with the SEBI

9 The listed entity shall have a policy for preservation of documents, approved by its Board of
Directors

Quarterly Compliances

Investor The listed entity shall file with
complaints the recognized stock
Statement exchange, a statement giving

the number of investor

B complatyte within 21 days
L33 ® pending at the from end of
beginning of the quarter quarter

® those received during
the quarter,

® disposed of during the
|

I
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2762)

31(1)(b)

32(1)

32(6)

33(3)

Quarterly
Compliance
report

Shareholding
pattern

Statement of
deviation(s) or
Variation(s)

Monitoring
Agency
Report

Financial
results

{

|

1

‘quarter

t

® those remaining
unresolved at the end of
‘the quarter
The litted entity shall submit
a quarterly compliance report
on corporate governance in
the format as specified by
SEBI from time
to time to the recognized
stock exchange(s).

The héted enttty shall submit
to the stock exchange(s) a
staterent showing holding of
securities and shareho!dlng
pattei*n separately for each
class of securities, in the
forma‘t speccﬁed by SEBI from
time to time.

The listed entity shall submit
to the stock exchange a
statement of deviation or
variation (for public issue,
rights issue, preferential issue
ete.)

Where the listed entity has
appointed a monitoring
agency to monitor utilisation
of proceeds of a public or
rights issue, the listed

entlty shatll submlt to the
stock exchange(s) any
comments or report received
from the monitoring agency.

The listed entity shall submit
quarterly and year-to-date
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within 21 days
from the end of
each quarter.

within 21 days
from the end of
each quarter.

Quarterly Basis
till such time
the issue
proceeds have
been fully
utilizedor the
purpose for
which these
proceeds
wereraised has
been achieved.

within 45 days
from the end of
edch quarter.

within 45 days
of end of each
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standalone financial results quarter, other
tothe stock exchange. than

the last quarter.
In ease the listed entity has
subsidiaries, the listed entity
shall also submit consolidated
finanecial results.

| Advertisements Financial results, along-with within 48 hours

in Newspapers the modified opinion(s) or of
. reservation(s)', if any, conelusion of
47 expressed the meeting of
by the auditor. board of
directors.

Half Yearly Compliances

Regilation Title Particular Time Limit
23(9) Related Party The listed entity shall submit to the stock | The listed entity is required
disclosures exchange, disclosures of related party | to publish the same on its

transactions in the lformat os specitied by | website
the SEBI from time to time

33(3) Statement of The listed entity shall also submit os parl | Hall-yearly basis
Assets and of its standalone or consolidated financial
Liabilities/ results for the hoif year a statement of
Cashflow assets and liobllities and o statement of

cash flows by way of a note

Yearly Compliances
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Event based Compliances
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REGULA 'PLICABLE ON TO TOP 1000 AND TO LISTED E

® Board of directors shall have & icast cne v

® With effect from January 1, 2022, cintities shall undertake Directors and
Officers insurance (‘D and O insurance’) for all their independant
directors of such quantum and for such risks as may be determined by
its board of directors.

® The provisions of Risk Mancgement Committes shall be applicabie to top
1000 listed entities.

® The top 1000 listed entities shall formulate o Jividend dictribution policy
which shall be disclesed on the website of the listed entity and a web-
link shall also be provided in their annual reports.

® The board of directors shall comprise of not less than six directors.

® The quorum for every meeting of the board of directors shall be one-
third of its total strength or three directors, whichever ishigher,
including at least one independent director.

Vi B

STUDY CIRCLE 82868 81716 | 77383 05533




' Page | 198

LIABILITY OF A LISTED ENTITY_EO_,IQ _C_ON_'[RLAVE_NTION

The listed entity or any other perzon thereof who contravenes any of the
provisions of these SEBI (LODR) regulations, shall, in addition to liability for
action in terms of the securities laws, be liable for the following actions by the
respective stock exchange(s), in the_ manner specified in circulars or guidelines
issued by the SEBI:

a) imposition of finec

b) suspension of trading

c) freezing of promoter/promoter group holding of designated securities, as
may be applicable, in coordination with depositories;

d) any other action as may be specified by the SEBI from time to time.
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ROLE OF COMPANY SECRETARY

® A listed entity shall appoint a Qualified Company Secretary ds the
Compliance Officer.

® The compliance officer of the listed entity shall be responsible for —

a) ensuring conformity with the regulatory provisions applicable to the
listed entity in letter and spirit.

b) co-ordination with and reporting to SEBI, recognised stock
exchange(s) and depositories with respect to compliance with rules,
regulations and other directives of these authorities.

C) ensuring that the correct procedures have been followed that would
result in the correctness, authenticity and comprehensiveness of the
information, statements and reports filed by the listed entity.

d) monitoring email address of grievance redressal division as
designated by the listed entity for the purpose of registering
complaints by investors. ;

® The listed entity shall submit a compliance certificate to the exchange,
duly signed by both the compliance officer of the listed entity and the
authorised representative of the share transfer agent, wherever
applicable, within one month of end of each half of the financial year,
certifying that all activities in relation to both physical and electronic
share transfer facility are maintained either in houseor by Registrar to
an issue and share transfer agent registered with SEBI.

The following are the recognition to Company Secretary under the SEBI Listing
Regulations, 2015: -
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a)

EFtITICALE T'E

Certification to the effect that all transfers have been completed within
the stipulated time.

SEBI listing regulations authorizes Company Seeretary in Practice to
issue certificate regarding compliance of conditions of Corporate
Governance. . : : !

c) Secretarial Audit and Secretarial Compliance Report:

Every listed entity and its material unlisted subsidiaries incorporated in
India shall undertake secretarial audit and shall annex a secretarial
audit report given by a company secretary in practice, in such form as
specified, with the annual report of the listed entity.

d) Certification regarding Directbr’s Disqualification:
A certificate from a Company Secretary in Practice that none of the
directors on the board of the company have been debarred or
disqualified from being appointed or continuing as Directors of
Companies by the Board/ Ministry of Corporate Affairs or any such
Statutory Authority.
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overs — Concept

» Takeover is dn arrangement whereby one company acquires control over
danother company, usually by purchasing all or a majority of its shares,
voting rights, or control.

» Ordinarily, a larger company takes over a smaller company.

> But in a reverse takeover, a smaller company acquires eontrol over a
larger company.

> SEBI (Substantial Acquisition of Shares and Takeovers) Regulations, 2011
aims at protecting interest of the investors in securities of a listed
company providing amongst others, an opportunity for the public
shareholders to exit where there is a substantial acquisition of shares or
voting rights or control over a listed company.

“Acquirer” means any person who, directly or indirectly, acquires or agrees to
acquire whether by himself, or through, or with persons acting in concert with
him, shares or voting rights in, or control over a target company.
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“Acquisition” means, directly or indirectly, acquiring or agreeing to acquire
shares or voting rights in, or control over, a target company.

Cointiu]

“Control” includes the right to appoint majority of the directors or to control
the management or poliecy decisions exercisable by a person or persons acting
individually or in concert, directly or indirectly, including by virtue of their
shareholding or management rights or shareholders agreements or voting
agreements or in any othermanner.

However, a director or officer of a target company shall not be considered to
be in control over such target company, merely by virtue of holding such
position.

Enterprise value means the value caleulated as madrket capitalization of a
company plus debt, minority interest and preferred shares, minus total cash
and cash equivalents.

Enterprise Value= Market capilalizationt Debl+ Minorlty Interest ' Prelerred Shares - Total Cash and Cash
Equivalents

“Frequently traded shares” means shares of a target company, in which the
traded turnover on any stock exchange during the 12 calendar months
preceding the calendar month in which the public announcement is required to
be made under these regulations, is at least 10% of the total number of shares
of such class of the target company.

However, where the share capital of a particular class of shares of the target
company is not identical throughout such period, the weighted average
number of total shares ofsuch class of the target company shall represent the
total humber of shares.
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“Person dcting in concert” may be classified in two categories as follows:

Oepending on commaon objective ar
= purpose

PAC

~_ Deemed PAC as per sub-regulation

(2)

“Persons acting in concert” means,

persons who, with a common objective or purpose of acquisition of shares or
voting rights in, or exercisingecontrol over a target company, pursuant to an
agreement or understanding, formal or informal, directly or indirectly co-
operate for acquisition of shares or voting rights in, or exercise of control over
the target company.

Deemed to be persons acting in concert:

a company, its holding ecompany, subsidiary company and any company
under the same management or control;

a company, its directors, and any person entrusted with the
management of the company;

directors of companies referred to in item (i) and (ii) of this sub-clause
and associates of such directors;

promoters and members of the promoter group;

immediate relatives;

a mutual fund, its sponsor, trustees, trustee company, and asset
management company; '

a collective investment scheme and its collective investment
management company, trustees and trustee company

a venture capital fund and its sponsor, trustees, trustee company and
asset management company

an alternate investment fund and its sponsor, trustees, trustee company
and manager |

a merchant banker and its client, who is an acquirer

a portfolio manager and its client, who is an acquirer;

banks, financial advisors and stock brokers of the acquirer, or of any
company which is a holding‘ company or subsidiary of the acquirer, and
where the acquirer is an individual, of the immediate relative of such
individual.
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However, this shall not apply'to a bank whose sole role is that of
providing normal commercial-banking services or activities in relation to
an open offer underthese regulations;

an investment company or fund and any person who has an interest in -
such investment company or fund as a'shareholder or unitholder having
not less than 10 per cent of the paid-up capital of the investment
company or unit capital of the fund, and any other investment company
or fund in which such person or his associate holds not less than 10 per
cent of the paid-up capital of thatinvestment company or unit capital of
that.fund. However, this shall not be applicable to holding of units of
mutual funds registered with the SEBI.

These regulations shall
, In or econtrol over Target Company.

The Regulations therefore,

Direct acquisition of shares / voting rights
Indirect acquisition of shares / voting rights
Control

Further, it may be triggered by Acqﬂlirer alone OR along with Person acting in
concert.

of
shares or voting rights in, or control over a company listed without making a
public issue, on the Innovators Growth platform of a recognized stock
exchange.
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l I

l SHAREHOLDING ]

| |

Within 25%, no From exceeding 25% to 75% Only
need to make 5% in a financial year can be
open offer acquired without making open

Initial thresheold of 25% 75% of listed
of listed company company

An acquirer, along with Persons acting in concert (PAC), if any, who intends to
dcquire shares which along with his existing shareholding would entitle him to
exercise 25% or more voting rights, can acquire such additional shares only
after making a Public Announcement (PA) to acquire minimum twenty six
percent shares of then Target Company from the shareholders through an
Open Offer.

For example —

Mr. A is presently holding 1% in Ram Enterprises Limited, a listed entity and
he further desires to acquire the shares as tabulated below:

Case Pre Holding Proposed Acquisition Post Holding Applicability of SEBI
Tokeover Regulation, 2011

1 1% 26% LO27% Open ofter required

2 1% 23% 24% Open offer NOT
required

An acquirer who holds 25% or more but less than maximum permissible non-
public shareholding of the Target Company, can acquire such additional shares
as would entitle him to exercise more than 5% of the voting rights in any
financial year ending March 31 only after making a Public Announcement to
dcquire minimum 26% shares of Target Company from the shareholders
through an Open Offer. '
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Name Per Holding Creeping Acqulsition Post Holding Applicability of SEBI
: Takeover Regulation, 2011

A 26% 3% 29% Open offer NOT
requlred
B 26% 6% 32% Open Offer required

SEBI Takeover Regulations, 2011 provides certain trigger events wherein the
Acquirer is required to give OpenOffer to the shareholders of the Target
Company to provide them exit opportunity. However, it also allows
theAequirer to make voluntary offer as well.

Open offer
Mandatory Offer —}— Valuntory Offer (Reg. 6)
r - ]
Acquisition of Shares Acquisition of Control Indirect acquisition of
{Reg. 3) {Reg. 4) shares of Control (Reg. 5}
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The regulations provide that whenever an acquirer acquires the shares in
excess of the threshold limit (i.e., 25%), then the acquirer is required to make
a public announcement of offer to the shareholders of the Target Company.
The acquirer to give an open offer to the shareholders of Target Company on
the acquisition of shares or voting rights entitling the acquirer along with the
persons acting in concert with him to exercise 25% or more voting rights in
the Target Company. :

Further, any acquirer who holds shares between 25%-75%, together with PAC
ean acquire further 5% shares as creeping acqmsutwn without giving an Open
Offer to the shareholders of the Target Company up to a maximum of 75%.

ol

The quantum of acquisition of additional voting rights shall be caleculated

after considering the following: -
|
» No Netting off allowed: - . t

For the purpose of determining the quantum of acquisition of additional
voting rights, the gross acquisitions without considering the disposal of
shares or dilution of vating rights owing to fresh issue of shares by the
target company shall be taken into account.

f f

s Inecremental voting rights in caze of fresh izsue: -

In the case of acquisition of by way of issue of new shares by the target
company, the difference between the pre-allotment and the post-
allotment percentage voting rights shall be regarded as the quantum of
additional acquisition.

Acquisition of shares by any person, such that the individual shareholding of
such person acquiring shares exceed the stipulated thresholds, shall also be
attracting the obligation to make an open offer for acquiring shares of the
target company irrespective of where there is a change in the aggregate
shareholding with persons action in eoncert.

This entire Régulation shall not apply to acquisition of shdares or voting rights
of a company by the promoters or shareholders in control, in terms of the
provisions of Schedule XX of the SEBI (Issue of Capital and Disclosure
Requirements) Regulations, 2018."
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Regulation |4)

if any aecquirer acquires, directly or indirectly, control over the Target
Company irrespective of the fact wﬂlether there has been any acquisition of
shares or not, then he has to give public announcement to acquire shares from
shareholders of the Target Company.

iy -

j(Regulation 5)

Indirect acquisition as the acquisition of shares, voting rights or control over
anyother company which would endble the acquirer of shares, voting rights or
control to exercise such percentage of voting rights, which would otherwise
have triggered an open offer process over which would enable the acquirer to
exercise control over a company.

Certain indirect acquisitions are regarded as ‘deemed direct acquisitions’ if
such indireet acquisition satisfy the following conditions such as:

proportionate NAV of the target proportionate sales lurnover of proportionate market cap. of
company as % of the censolidated the target company as % of the the target company as % of the
NAV of the entity or business consolidated sales turnover of the enterprise value of the entity or
being acquired entity or business being acqulred buslness being ucquired

exceeds 80 % e?«:eeds 80 % exceeds 80 %

Voluntary Offer(regulation 6)

Voluntary Open Offer means the Opén Offer given by the acquirer voluntarily
without triggering the mandatory Open Offer obligations as envisaged under
the regulations.

Voluntary Offers are an important rneans for substantial shareholders to
consolidate their stake and therefore recognized the need to introduce a
specific framework for such Open Offers.

Threshold limits and conditions for making the Voluntary Open Offer which are
detailed below: -
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e Eligibility prior holding of at least 25% Shares:

1,..,.

To be eligible for making a Voluntary Open Offer, the regulations
mandate the prior holding of at least 25% stake in the Target Company
by the Acquirer along with the PACs.

o Acquicsition of shares prior to the Voluntary Open Offer:

The Acquirer shall become ineligible to make a Voluntary Open Offer if
during the preceding 52 weeks, the Acquirer or PACs with him has
dequired shares of the Target Company without attracting the
obligation to make a Public Announcement of an Open Offer.

o Shareholding of the Acquirer and PACs post completion of Open Offer:

Post completion of the Open Offer, the shareholding of the Acquirer
along with PACs shall not exceed the maximum permissible non-public
shareholding.

e Prohibition on the acquizition of shares during the Offer Period:

SEBI Takeover Regulations, 2011 prohibit the acquirer who has made a
Voluntary Open Offer from further acquiring the shares during the Offer
Period otherwise than under the Open Offer.

e Restriction of the acquisition of sharez after completion of open offer

An acquirer and persons acting in concert with him, who have made a
public announcement under, this regulation to acquire shares of a target
company shall not be entitled to acquire any shares of the target
company for a period of six months after completion of the open offer
except pursuant to another voluntary open offer.

e  Wilful Defaulter

No person who is a wilful defaulter shall make a public announcement
of an open offer for acquiring shares or enter into any transaction that
would attract the obligation to make a public announcement of an open
offer for acquiring shares under these regulations.
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OFFER SIZE

The minimum offer size for an open offer ks as under:

Opan offer when triggered _Minimum open offer stz
Direct acquisition under Reguiotion 3 & 4 or 26% of the total shares of the Target Company as on the
Indirect acquisition under Regulation S 10th working day from the closure of the tendering period.
Voluntary under Regulation 6 10% of the voting rights in the Target Company of the

company. The post offer shareholding of the Acquirer
and PACs in such case shall not exceed the maximum
permissible non-public shareholding.

Appeintment of Marchant 8anker prior to Public Announcement (PA)

The Public Announcement of an open offer shall be sent to all the stock exthanges on which
the shares of the target company are listed

E 2
Opening of Escrow Account - 2 working days prior to the date of the detailed public statement
towards security for performance of his obligations undar these regulations
“—':'_
Detailed Public Statement — within 5 working days from the date of public announcemant

- .

v
Filing of Draft Lett=r of Offer with SEB] and send a copy to Target Company and Stock
Emhmges within & thng.dnxs from detailed p_uhl[c statement

Dispatch Letter of Offer - Within 7 working days of receiving comments from SEBI

—— y'_ e ———
Upward revision of Offer price, if any by Atquirer - prior to the commencement of the last 1
working day before the commencemant of the tandeflng period

:’ -

v

Recommendation of Committee of Indepandent Directors 1o be published -at least 2 working
_ days before the commencament of the tendgring period

A 4
Tendering Period : Commencement - shall start not later than 12 working days from date of
receipt of comments from the Board and 10 ramain open for 10 working days
2
Tendering Period to be closed after 10 working days
=
Payment of consideration - within 10 werking days from the last date of the tendering period

R

Post Offar Advertissment ~ within S working days from closure of offer period
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The acquirer should do the following disclosures to the target company and
concerned stock exchanges which such target company is listed: —

EVENT BASED DISCLOSURES

Regulation Triggering Point To and by whom Time Period

29(1) Acquisition of 5% or To the Target within 2 working
more shares or Company and Stock days of:
votingrights - Exchange by the a) Receipt of
Acquirer intimation of
allotment of
shares; or
b) Acquisition of
shares or
voting rights.

Acquirer already To the Target Within 2 working
holding 5% or more Company and Stock days of such

shares or voting Exchange by the acquisition/disposal
rights Acquirer/Seller

Onaequisition/disposal

of 2% or more shares
orvoting rights.

DISCLOSURES OF ENCUMBERED SHARES

= = e C A= Wi & R (PR I AT = L
rﬂagulaﬂon]lmwlu  rigger .;._]__:.| e Period r Made o
| | ‘ make ok i i ‘ ’ ' , & .
i _ S » S I = . ==
Regulation | Promoter | Promoter + PAC creating | Within 7 working | Every Stock
31(1) I encumbrance on the shares of the | days from the | exchange  where
target company. creation or | the shares.
invocation or retease
| of encumbrance as
the case may be.

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 212

i

Regulation | Promoler | Invocatlion of such encumbrance or | Within 7 working | Every Slock

31(2) release of such engumbrances of | days from | exchange  where
the shares of the target company. : | the cregtion | the shares.
or invocation

p ¢ |or release of
| - | encumbrance as

1 the case may be.

Regulation | Promoter | Promoter + PAC shhll declare on | Within 7 working | Every Stock
31(4) a yearly basis that -he. along with | days from the | exchange  where
persons acting in concert, has not | financial year | the. shares are
made any encumbrgnce, directly or | ending 31st March | listed and the Audit
indirectly. other tharl those already | every year. Committee of the
disclosed during the financial year. Target Company.
EXEMPTIONS '

& Regulation 10 of the SEBI Takeover Regulaticinz, 2011 provides the
Acquirer automatic exemptions from the applicability of making Open
Offer to the shareholders of the Target Company in respect of certain
acquisitions subject to the compliance of certain conditions specified
therein.

- e

tlown 11 of BB Takeosver Reguiaticns, 2011 provides the
provisions whereby the acquirer can apply to SEBI for availing the
exemption from the Open Offer obligations and the Target Company can
apply for relaxation from striet compliance with any procedural
requirement relating to Open Offer as provided under Chapters Il and IV
of the regulations.

& Furithier Reg

Exemptians

|

Automatic Exemptions Exernosions by SEBE
{Reputation 10} (Regulation 11)
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Automatic Exemptions [

The following acquisitions

a) acquisition of shares by any shareholder of a target company, upto his
) entitlement, pursuant to a rights issue

b) acquisition of shares by any shareholder of a target company, beyond his
entitlement, pursuantto a rights issue

¢) increase in voting rights in a target company of any shareholder
pursuant to buy-back of shares

d) acquisition of shares in a target company by any person in exchange for
shares of another target company tendered pursuant to an open offer
for aequiring shares under these regulations

e) acquisition of shares in a target company from state-level financial
institutions or their subsidiaries or companies promoted by them, by
promoters of the target company pursuant to an agreement between
such transferors and such promoter

f) acquisition of shares in a target company from a venture capital fund or
Category | Alternative Investment Fund or a foreign venture capital
investor registered with the SEBI, by promoters of the target company
pursuant to an agreement between such venture capital fund or
category | Alternative Investment Fund or foreign venture capital
investor and such promoters. ;

However, certain exemptions require PRIOR disclosures / intimation to stock
exchanges as tabulated below: - !

Regulation 10(1): 1

a) acquisition pursuant to inter se transfer of shares amongstqualifying
1 persons, being, —

i
\

immediate relatives;

» persons named as promoters in the shareholdingpattern filed by
the target company in terms of the listingregulations or as the
case may be, the listing agreementor these regulations for not
less than three years prior tothe proposed acquisition;

a company, its subsidiaries, its holding company,
othersubsidiaries of such — holding company, persons
holdingnot less than fifty per cent of the equity shares of
suchcompany, other companies in which such persons holdnot
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less than fifty per cent of the equity shares, andtheir
subsidiaries subject toicontrol over such qualifyingpersons
being exclusively held by the same persons;

persons acting in concert for not less than three yearsprior to
the proposed acquisition, and disclosed as suchpursuant to
filings under the listing regulations or as thecase may be, the
listing agreement;

shareholders of a target company who have been personsacting
in concert for a period:of not less than three yearsprior to the
proposed acquisition and are disclosed assuch pursuant to fi
under the listing regulations or as thecase may be, the listing
agreement, and any companyin which the entire equity share
capital is owned by suchshareholders in the same proportion as
their holdings inthe target company without any differential

dcquisition of shares in a tardet company from state-levelfinancial
institutions or their subsidiaries or companies promotedby them, by
promoters of the target company pursuant to anagreement between
such transferors and such promoter;

acquisition of shares in a target company from a venture capitalfund or
Category | Alternative Investment Fund or a foreignventure capital
inhvestor registered with the SEBI, by promotersof the target company
pursuant to an agreement between suchventure capital fund or category
| Alternative Investment Fundor foreign venture capital investor and
such promoters.
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Exemption by SEBIRegulation 11

On an application being made by the acquirer in writing giving the details of
the proposed decquisition and grounds on which the exemption is sought along
with duly sworn affidavit, SEBlI may grant exemption to the dcquirer from the

Open Offer obligations subject to the compliance with such conditions as it
deems fit.

However, it is to be noted that the Acquirer is not exempted from making
other compliances related to the disclosure requirements.
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CHAPTER - 13

INTRODUCTION

With an intention of bringing the Insider Trading practices with parity to the
global scenario and to fill the loopholes in the existing regulations SEBI
introduced the new SEBI (Prohibition of insider Trading) Regulations, 2015
which replaced and repealed the SEBI (Prohibition of Insider Trading)
Regulations, 1992.

i

“Insider” means any person who is:

a) a connected person; or

b) in possession of or having access to unpublished price sensitive
information.

“Trading” means and includes subseribing, buying, selling, dealing, or agreeing
to subscribe, buy, sell, deal in any securities, and “trade” shall be eonstrued
accordingly.
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Connected person means:

a) any person who is or has during six months prior to the concerned Act
has been
associated with a company, directly or indirectly’

b) in any capacity (including by reason of frequent communication with its
officers or
by being in any contractual, fiduciary or employment relation); or

¢) is a director, officer or an employee of the company or holds any
position including a professional or business relationship between
himself and the company, whether temporary or permanent; or

that allows such person, directly or indirectly, acecess to unpublished price-
sensitive information or reasonably expected to allow such access.

“Person is deemed to be a connected person” unless the contrary is
established, if such person is -

a) an immediate relative of connected person(s)

b) a holding company or associate compeany or subsidiary company

¢) an intermediary as specified in Section 12 of the SEBI Act or an employee
or director thereof ‘

d) an investment company, trustee company, asset management company
or an employee or director thereof

e) an official of a stock exchange or of elearing house or corporation

f) a member 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 employee thereof

g) a member of the board of directors or an employee, of a public financial
institution as defined in Section 2(72) of the Companies Act, 2013

h) an official or an employee of a self-regulatory organization recognised
or authorized by the SEBI |

i) a banker of the company

Jj) 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 percent of the holding or
interest.

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 218

“Unpublished price sensitive information” means any information, relating to
a company or its seeurities, directly or indirectly, that iz not generally
available which upon becoming generally available, is likely to materially
affect the price of the securities and shall, ordinarily including but not
restricted to, information re’lo‘ltihg to the following: -

a) Financial results il

b) Dividends; ’

¢) Change in capital structure;

d) Mergers, de-mergers, acquisitions, delisting, disposals and elxpansion of
. business and such other trangactions; '

e) Changes in key managerial pérsonnel

RESTRICTION ON COM_MuNlCATl¢N OR PROCUREMENT OF UNPUBLISHED
PRICE SENSITIVE INFORMATION (UPSI)(REGULATION 3)

B(Regulation 3 [1])

No insider shall communicate, provide, or allow access to any UPSI relating to
a company or securities listed or proposed to be listed, to any person including
other insiders cxcept where sueh communication is in furtherance of .
legitimate purposes, performance of duties or discharge of legal obligations.

No person shall procure from or cause the communication by any insider of
unpublished price sensitive information, relating to a company or securities
listed or proposed to be listed, except in furtherance of legitimate purposes,
performance of duties or discharge of legal obligations.

ERERPEIONE Rcoulation 3(35]

an unpublished price sensitive information may be communicated, provided,
allowed access to or procured, in connection with a transaction that would: -

a) entail an obligation to make an open offer under the takeover
regulations where the board of directors of the listed company is of

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 219

informed opinion that sharing of such information is in the best
interests of the ecompany

b) not attract the obligation to make an open offer under the takeover
regulations but where the board of directors of the listed company is of
informed opinion that sharing of such information isin the best interests
of the company and the information that constitute UPSI is
disseminated to be made generally available at least two trading days
prior to theproposed transaction being effected in such form as the
board of directors may determine to beadequate and fair to cover all
relevant and material facts.

shE: [Régulation 3(4)]

The board of directors shall require the parties to execute agreements to
contract confidentiality and non-disclosure obligations on the part of such
parties and such parties shall keep informeation so received confidential,
except for the purpose of sub-regulation (3), and shall not otherwise trade in
securities of the company when in possession of unpublished price sensitive
information.

— \ 5 . : [Regulatin 3(5)(6) -

® The Board of Directors or head(s) of the organisation of every person
required to handle UPSI shall ensure that a structured digital database
is maintained internally with adequate internal controls and checks
such as time stamping and audit trails to ensure non-tampering of the
database containing the nature of UPSI and the names of such persons
who have shared the information alohg with the Permanent Account
Number or any other identifier authorized by law where Permanent
Account Number is not available.

® The board of directors or head(s) of the organisation of every person
required to handle UPSI shall ensure that the structured digital database
is preserved for aperiod of not less thlan eight years and in the event of
receipt of any information regarding any investigation or enforcement
proceedings, shall be preserved till the completion of such proceedings.

TRADING WHEN IN POSSESSION OF UNPUBLISHED PRICE SENSITIVE
INFORMATION (UPSI): PERMISSION & LIMITATIONfRegulation 4]
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an insider shall not trade in securities, which are listed or proposed to be listed

on stock exchange, when in possession of unpublished price sensitive
information, 1

Except in the following situations: |

Promoters possessing UPSI can trade in securities if all the following
conditionsare satisfied: —

They have acquired such price sensitive information without
breaching regulation 3.

Both parties had made a conscious and informed trade decision.
1

Au Al

A non-individual insider like Banks/Depositories of the company ete. ean
trade insecurities if ALL the following conditions are satisfied:
!
The individual possessing such UPSI is different from individual
taking decision of trading.
The individual who took decision of trading did not had any Upsi
at the time of decision making.
Appropriate and adequate arrangements were in place to ensure
. that theseregulations are not violated

Trading is permitted if the trades were pursuant to a trading plan set up
in acecordance with regulation 5.

TRADING PLAN(

If an Insider wants to trade in securities of a company of which he possesses

UPSI he is required to submit trading plan in advance to the compliance officer
for his approval.
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a) Such trading plan on approval by the compliance officer will also be
disclosedto the stock exchanges, where the securlties of the company
are listed.

b) Trading plan shall be for a minimum period of 12 months.

¢) No overlapping of plan with the existing plan submitted by Insider.

d) It shall contain the following details: —

|
|

e Value of trades to be affected or the number of securities to be
trade.

e Nature of the trade
o Intervals of date or dates on which such trades shall be affected.

e) Trading shall commence only after the expiry of 6 months from the
publicdisclosure of plan.

f) Trading shall close 20 days before the closure of the financial period till
the2nd trading day after the disclosure of such financial results.

Example: If the financial period is 1st quarter (April to June) then the trading

will be closed from twentieth trading day before 30 June to the second trading
day after the disclosure of fmancua( results for first quarter (result is declared
in BM as per LODR).

g) The trading plan once approved by the Compliance Officer shall be
irrevocable and the insider shal! mandatorily have to implement the

plan.
DISCLOSURES © DING BY INSIDERS - General Disclosure
o Specific form for dizclozure: Reg. 6(1):Every public disclosure shall be

made ina specified form.

e Disclosure by any perszon: Req. 6(2) Th'e disclosures to be made by any
person shall include those relatmg to trading by such person's
immediate relatives, and by any other person for whom such person
takes trading decisions.
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o Dizelosure ineludes derivativel: Req. 6(2):The disclosures of trading in
securities shall also include trading in derivatives of securities and the
traded value of the derivatives shall be taken into account.

e Maintenance of Record: Req. 6(4):The diselosures made shall be

maintained by the company, for a minimum period of 5 years, in the
specified form.

DISCLOSURE ON INTEREST BY CERTAIN PERSON(Regulation 7)

Regulation 7, covering initial, continual disclosures and disclosures by
connected persons are given below: -

Who What When
Promoter/member Initlal disclosure | Within 7 days from the date of their appointment/becoming
of Promoler Group promoter or member of promoter Group
Continual the number of such securities acquired or disposed of within two
Disclosure trading days of such transaction if the value of the securities
traded, whetherin one transaction or g series of transactions over
any calendar quarter, aggregates to a traded value in excess of
ten lakh rupees or such other value as may be specified
Director Inltlat disctosure | Within 7 days from the date of thelr appointment

Continual
Disclosure

the number of such securities acquired or disposed of within two
trading days of such transaction if the value of the securities
traded, whether In one transactlon or a series of transactions over
any calendar quarter, aggregates to a traded value in excess of
ten lakh rupees or such other value as may be specified

Key Managerial
personnet

initial disclosure

Within 7 days from lhe date af their appointment

Continuat
Disclosure
{as Designated
Perseon)

the number of such securitles acqulred or disposed of within two
trading days of such transaction if the value of the securilies
traded, whetherin one transaction or a series of transactions over
any catendar quarter, aggregates to a traded value in excess of
len lakh rupees or such other value as may be specitied

Designated Person

Continual
Disclosure

the number of such securities acquired or disposed of within two
trading days of such transaction If the value of the securities
traded, whether in one transaction or a series of transactions over
any talendar quarter, aggregates to a traded value in excess of
ten lakh rupees or such other value as may be specified
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Other Conhecled Any company whose securities are listed on a stock exchange may, at its discretion

persons require any other connected person or class of connected persons to make
disclosures of holdings and trading in securities of the company In such form and
at such frequency as may be determined by the company in order lo monilor
compliance with these regulations.

Companty Company to notify to the exchange within 2 trading days of receipt of disclostre.

Brief process flow of submission to the SEBI[Regulation 7 (B)]

Anlaformant shall submit The farmat and manner of If the Informant does not
Qriginal Information in the Form shall be as set out submit the Form through a
Voluntary Information in Schedule D and ﬁ)]ay be legal representative SEBI may
Disclosure Form to the I submitted by a legal — require the Infarmant to

appear in person to ascertain
his/her identity & veracity of
the information

Office of Informant representative of the
Protection of the SEBI Informant

!

The Informant while submitting If expunging the information
the Voluntary Information is nat possible the Informant
Disclosure Form shall expunge may identify such
the information in the Form —_— information /document that
which could reasonably be he believes could reasonably
expected to reveal his/her be expected to reveal his/her
identity identity

INFORMANT INCENTIVES AND REWARDS

SEBI (Prohibition of Insider Trading (Third Amendment) Regulations, 2019
Incentive and reward for the informants who submits to the SEBI a Voluntary
Information Disclosure relating to any alleged violation of insider trading laws
that has oceurred, in ocecurring or has a reasonable belief that it is about to
oceur.
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ODES OF FAIR DISCLOSURE AND CONDUCT

‘ Codes Prescribed ‘

!

Codes of Fair disclosure ) '+ Cede of conduct - Minimum
{Punciples of Fair disclusire _ standards for code of conduct
prescribed) prescribad

Code of Fair Disclosure

The board of directors of every company, whose securities are listed on a
stock ; '

exchange, shall formulate and publish on its official website, a code of
practices and procedures for fair disclosure of unpublished price sensitive
information that it would follow in order to adhere to each of the
principles set out in Schedule A to these regulations, without diluting
the provisions of these regulations in any manner.

Every such code of practices and procedures for fair disclosure of
unpublished price sensitive information and every amendment thereto
shall be promptly intimated to the stock exchanges where the securities
are listed.

Some important contents of this Code are:

Uniform & universal dissemination of UPSI to avoid selective
disclosure. ! !

Designhation of a senior officer as a chief investor relations officer
to deal with dissemination of information & disclosure of UPSI
Appropriate & fair response to queries on new reports & requests
forverification of market rumors by regulatory authority
Ensuring that information shared with analysts & research
personnel is hotUpPsI.
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Code of Conduct(

The board of directors of every listed company and market intermediary
shall formulate a code of conduct to regulate, monitor and report
trading by its employees and other connected persons towards achieving
compliance withthese regulations, adopting the minimum standards set
out in Schedule B tothese regulations, without diluting the provisions of
these regulations in anymanner. (

Every other person who is required to handle unpublished price sensitive
information in the course of business operations shall formulate a code
of conduect to regulate, monitor and report trading by employees and
other connected persons towards achieving ecompliance with these
regulations, adopting the minimum standards set out in Schedule B to
these regulations,without diluting the provisions of these regulations in
any manner.

Every listed company, market intermediary and other persons
formulating acode of conduct shall identify and designate a compliance
officer to administerthe code of conduct and other requirements under
these regulations.

Some important contents of this Code are:

All information shall be handled within the organization on a
need-to-knowbasis

The BOD shall, in consultation with the Compliance Officer,
specify thedesignated persons to be covered by such code

A notional trading window shall be used as an instrument of
monitoringtrading by designated persons. Trading window shall be
closed designatedpersons is expected to be in possession of UPSI
Compliance officer shall determine timing for re-opening of the
tradingwindow, which shall not be less than 48 hrs. when the
information becomes publically available

Designated persons shall be subject to pre-clearance by
compliance officer

Code of conduct shall stipulateisuch formats as the BOD deems fit
for making applications for pre-clearance ete.

PENALTY PROVISIONS FOR VIOLATIONS OF THE REGULATIONS
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Penalty for insider trading under section 156G of the SEBI Act, 1992

If any insider who, —

1
= either on his own behalf cr on behalf of any other person, deals in
securities of a body corporate listed on any stock exchange on the basis
of any unpublished price sensitive' information; or

s communicates any unpublished! price sensitive information to any
person, with or without his req‘pest for such information except as
required in the ordinary course of business or under any law; or

|

e counsels, or procures for any other person to deal in any securities of any.

shall be liable to a penaity which shall not be less than ten lakh rupees but

which may extend to twenty-five crore rupees or three times the amount of
profits made out of insider trading, whichever is higher.

Penalty for incider trading under Section 24 of SEBI| Act:

Section 24 of SEBI Act, 1992 ]

/1

¥ apy person contraveres or attempts ’ Il ary person fails to gay the oénalty |

Lo contravene or abets the imposed by the adjudicating officer or
coniravention of the provisians of this ‘ 1512, SEB? or fadds to camply with: any
Act ar of gny riflgs or regulatians made | direetinngs 07 orduers
i thire under — = =
— P —— . ——

( He shall be punishieble with imoprisonment for o A He shall be pinishoble with imprisonment for a term

terns whick may extend to ten years, or with fine, which shail rigt be less thao soe month but which may
which may extend te tweatyfive crore rupees of

\ withhoth /
NPT e e o el L e

axtend fo ten yeors, ar with fine, which may.extend to

e : |
nwenr-fve crare rispees or with both ' )

ROLE OF COMPANY SECRETARY FOR INSIDER TRADING COMPLIANCES
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The following obligations east upon the Company Secretary with regard to
Compliances of Insider trading regulations: -

a) Compliances with Inzider Trading Regulations:

Ensure compliance of SEBI (Prohibition of Insider Trading) Regulations,
2015 including maintenance of various registers/records/documents.

b) Framing of Code of Conduct:

CS shall frame a code of fair disclosure and conduct in line with the
model code as specified under the insider trading regulations and get it
approved by the board of directors of the company.

¢) Place before SEBI:

CS should place before SEBI the "minimum standards for Code of
Conduct” to regulate, monitor and report trading by insiders as
enumerated in the Schedule B of the regulations.

d) One time Diselosures:

CS should receive initial disclosure from every Promoter, KMP and
director or every person on appointment as KMP or director or becoming
a Promoter, about their shareholding within:

* 30 days from the effect of insider regulations,

e 7 days of such appointment or becoming a promoter

e) Continual Disclosures:

CS should receive from every Promoter, employee anddirector, continual
disclosures of the number of securities acquired or disposed of,if the
value of the securities traded, exceeds Rs. 10 lakh in any calendar
quarterwithin 2 trading days of:

* Receipt of the disclosure, or

* From becoming aware of such information.

f) No Trading Period:
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CS should ensure that no trading shall happen between20th day prior to
closure of financial period and 2nd trading day after disclosureof
financial results. ; '

Asmsmisoms izl ~lf Yemdiwva Ol 2w
g) ADPTOVEaL Of f_r aaing rian.:

Approve the trading plan and after the approval ofthe trading plan, as
compliance officer shall notify the plan to the stock exchangeson which
the securities are listed.

h) Maintain the records:

Maintain the records of all the declarations given by thedirectors/
designated employees/partners for a minimum period of 3 years.

i) Monitoring of Trades:

Monitor of trades and the implementation of the codeof conduct under
the overall supervision of the Board of Directors of the listedecompany.
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CHAPTER — 14

%

Prohibition of Fraudulent and Unfair Trade Practices relating
toSecurities Market

o)

INTRODUCTION

The SEBI (Prohibition of Fraudulent and Unfair Trade Practices in relation to
the Securities Market) Regulations, 2003 enable SEBI to investigate into cases
of market manipulation and fraudulent and unfair trade practices.

These regulations empower SEBI to investigate into violations committed by
any person, including an investor, issuer or an intermediary associated with
the securities market. ‘

Important Definitions

Decaling in Securities includes:

a) an act of buying, selling or subscribing pursuant to any issue of any
security or agreeing to buy, sell or subscribe to any issue of any seecurity
or otherwise transdcting in any way in any security by any persons
including as principal, agent, or intermediary referred to in section 12 of
the SEBI Act;

b) such acts which may be knowingly designed to influence the decision of
investors in securities; and

¢) any act of providing assistance to carry out the aforementioned acts.
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“Fraud” includes any act, expression, omission or concealment committed
whether in a deceitful manner or not by a person or by any other person with
his connivance or by his agent while dealing in securities in order to induce
another person or his agent to deal in securities, whether or not there is any
wrongful gain or avoidance of any loss, and shall alse include —

4

Misrepresentation .. Concealment of material facts or truth
Suggesﬁon - o Of facts which are not true
Active Concealment -~ ‘ By a person wh; kn;v:s_the f_acts .
Promise . L Without intention of performing it
Representation " I _ Made in a reckiess &_careless manner B
Omission o Which law specifically declares fracdulent
Deceptive Behavior i i_ ) El;p;ix';pe;;f; i_nfo.rmed_consent, full participation
FG'SG Statement = \Without reasoEble ground of being true Pkl
Misinformation . ' : : Affecting the market price of securities

Exceptions to ‘Fraud’

‘Fraud’ states that nothing contaim;ad in the clause shall apply to any general
comments made in good faith in regard to-

a) the economie poliey of the government
b) the economic situation of the country
¢) trends in the securities market or

d) any other matter of a like nature

whether such comments are made in public or in private.
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8 Regulation 3]

No person shall directly or indirectly - |

a) buy, sell or otherwise deal in securities in a fraudulent manner

b) use or employ, in connection with issue, purchase or sale of any security
listed or proposed to be listed in a recognized stock exchange, any
manipulative or deceptive device or contrivance in contravention of the
provisions of the SEBI Act or the rules or the regulations made there
under :

¢) employ any device, scheme or artifice to defraud in connection with
dealing in or issue of securities which are listed or proposed to be listed
oh a recognized stock exchange; '

d) engage in any act, practice, course of business which operates or would
operate as fraud or deceit upon any person in econnection with any
dealing in or issue of securities which are listed or proposed to be listed
on d recoghnized stock exchange in eontravention of the provisions of the
SEBI Act or the rulesand the regulations made there under.

j[Regulation

]

a) no person shall indulge in a fraudulent or an unfair trade practice in
securities.

b) Further, any dealing in securities shall be deemed to be a manipulative,
fraudulent or an unfair trade practice if it involves any of the following:

¢ knowingly indulging in an act which creates false or misleading
appearance of trading in the securities market;

® dealing in a security hot intem'lred to effect transfer of beneficial
ownership but intended to operate only as a device to inflate,
depress or cause fluctuations in the price of such seeurity for
wrongful gain or aveidance of loss;

® inducing any person to subscribe to an issue of the securities for
fraudulently securing the minimum subscription to such issue of
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! , f
securities, by advancing or agreeing to advance any money to any

other person or through any other means;

inducing any person for dealing in any securities for artificially
inflating, depressing, maintaining or causing fluctuation in the
price of securities through any means including by paying, offering
or agreeing to pay or offer any money or money’s worth, directly
or indirectly, to any person;

any act or omission ambunting to manipulation of the price of a
security including, influencing or manipulating the reference price
or bench mark price of any securities;

fraudulent inducement of any person by a market participant to
deal in securities with the objective of enhancing his brokerage or
commission or income; .

an intermediary predating or otherwise falsifying records
including contraet notes, client instructions, balance of securities
statement, client account statements;

Knowingly planting false or misleading news which may induce
sale or purchase of securities;

Where the SEBI, the Chairman, the ;member' or the Executive Director
(hereinafter referred to as “appointingauthority”) hds reasonable ground to
believe that— ' '

a) the transactions in securities are being dealt with in a manner
detrimental to the investors or thesecurities market in violation of these
regulations;

b) any intermediary or any person a:socmted with the securities market
has violated any of the provisions of the Act or the rules or the
regulations,

it may, at any time by order in writing, direct any person specified in the order
to investigate the affairs of such intermediary or persons associated with the
securitiesmarket or any other person and to report thereon to the SEBI in the
manner provided in section 11C of the SEBI Act.
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Powers of iinvestigating AUEHOIEY o .«\~+ion ¢

Without prejudice to the powers conferred under the SEBI Act, the
Investigating Authority shall have the following powers for the conduct of
investigation, namely: —

® to call for information or records from any person.

® to undertake inspection of any book, or register, or other document or
record of any listed public company or a public company which intends
to get its securities listed on any recognized stock exchange where the
Investigating Authority has reasonable grounds to believe that such
company has been conducting its activities in violation of these
regulations.

® to require any intermediary or any person associated with securities
market in any manner to furnish such information to, or produce such
books, or registers, or other documents, or record before him or any
person authorized by him in this behalf.

® to keep in his custody any books, registers, other documents dnd record
produced for a maximum period of six months.

® to examine orally and to record the statement of the person concerned
or any director, partner, member or employee of such person and to take
notes of such oral examination to be used as evidence against such
person. : '

® to call for information and record from any person including any bank or
any other authority or board or corporation established or constituted
by or under any Central, State or Provincial Act in respect of any
transaction in securities which are under investigation

® every search or seizure made under this regulation shall be carried out
in accordance with the provisions of the Code of Criminal Procedure,
!
1973 relating to searches or seizures made under that Code.

)

DUEESIEaSGRERARENER - - o 5

1) It shall be the duty of every person in' respect of whom an investigation
has been ordered and every manager, managing director, officer and
other employee of the company and every intermediary-
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a) to produce to the Investigating Authority or any person authorized by
him such books, decountsand other documents and record in his
custody or control and to furnish such statements andinformation

b) to appear before the Investigating Authority personally when required
to do so by him to answer any question which is put to him by the
Investigating Authority. b

'

a) allow the Investigating Authority or any person authorized by him in
this behalf to have access tothe premises occupied by such person at

- all reasonable times for the purpose of investigation;

b) extend to the Investigating Authcriéy or any person authorized by
him in this behalf reasonablefacilities for examining any books,
accounts and other documents in his eustody or control

¢) provide to such Investigating Authority or any person authorized by
him in this behalf any suchbooks, accounts and records which, in the
opinion of the Investigating Authority, are relevant tothe
investigation. " '

The Investigating Authority shall, on complefion of investigation, after taking
into account all relevant faets, submit a report to the appointing authority.

However, the Investigating Authority may submit an interim report pending
completion of investigations if he considers ne¢essary in the interest of
investors and the securitiesmarket or as directed by the appointing authority.

SEBI may, by an order, for reasons to be recorded in writing, in the interests of
investors and securities market,

a) suspend the trading of the security found to be or prima facie found to
be involved in fraudulent and unfair trade practice in a recognized stock
exchange;
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b) restrain persons from accessing the securities market and prohibit any
person associated with securities market to buy, sell or deal in
securities;

¢) suspend any office-bearer of any stock exchange or self-regulatory
organization from holding such position;

d) impound and retain the proceeds or securities in respect of any
transaction which is in violation or prima facie in violation of these
regulations;

e) direct an intermediary or any person associated with the securities
market in any manner not to dispose of or alienate an asset forming
part of a fraudulent and unfair transaction;

f) require the person concerned to call upon any of its officers, other
employees or representatives to refrain from dealing in securities in any
particular manner;

g) prohibit the person concerned from disposing of any of the securities
acquired in contravention of these regulations;

h) direct the person concerned to dispose of any such securities acquired in
contravention of these regulations

Any final order passed under sub-regulation (1) shall be put on the website of
the SEBI. ‘ |

[F\'eguldtion

11A] |

A summons or notice issued by the SEBI shall be served on the person through
any of the following modes, namely: -

a) by delivering or tendering it to that person or his duly authorised agent;

b) by sending it to the person by fax or electronic mail or electronic instant
messaging services along with electronic mail or by courier or speed post
or registered post:

l[Regulation 12]

The SEBI may, without prejudice to any daction under the securities laws or
directions or circulars issued thereunder, by an order, for reasons to be
recorded in writing, in the interests of investors and securities market take
the following action against an intermediary:

a) issue a warning or censure;
b) suspend the registration of the intermediary; or
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¢) cancel of the registration of the intermediary.
However, no final order of suspension or cancellation of an intermediary for
violation of these regulations shall be passed unless the procedure specified in

the regulations applicable to such intermediary under the SEBI
[(Intermediaries) Regulations, 2008] is complied with.
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Delisting of Equity Shares

The term “delisting” of securities means removal of securities of a listed
company from a stock exchange. As a consequence of delisting, the securities
of that company would no longer be traded at that stock exchange.

Delisting of securities can be done either by company voluntarily or by the
stock exchange, compulsorily.

| ; Dalisting
:
i
Voluntary ] Compislsory
By
\akentare delistng feory . o : Co ay
doluntary delisting from Valuntary delisting from few ‘ S.na‘ll LL{MDDO}
s the exchanges exchangss but rafains listed {wiether listed at any of the
on at least ene stock exchange Exchanges}

having nationwide terminals

Exit No a2xit opportunity N bidding, but swit

opportunity is there
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APPLICABILITY

These regulations

from all or any of the
recognized stock exchanges where such shares are listed.

NON-APPLICABILITY

securities listed and traded on the innovators growth platform of a
recoghised stock exchange, without making a public issue;

any delisting of equity shares of a listed entity made pursuant to a

resolution plan approved under section 31 of the Insolvency Code, if such

plan, =~

a) provides for delisting of such share; or

b) provides an exit opportumty to the extstmg public shareholders at a
specified price.

which shall not be less than the price, by whatever
name called, at which a promoter or any entity belonging to the promoter
group or any other shareholder, dlrectly or mdlrectly, is provided an exit
opportunity.

DITIONS DELIST

neither any company shall apply for nor any
recognised stock exchange shall peﬂmlt delisting of equity shares of a
company-
Pursuant to buy-back of equity shares by the company

Pursuant to preferential allotment made by the company

% Unless a period of 3 years has elapsed since the listing of that equity
shares

¥ Instruments which are convertible into the same class of equity shares
that dare sought to be delisted are outstanding.
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@ No acquirer shall directly or indirectly employ the funds of the company
to finance an exit opportunity or an acquisition of shares made
pursuant to delisting provided under this regulation.

An acquirer shall not propose delisting of equity shares of a company, if
the acquirer had sold equity shares of the company during the a period
of six months prior to the date of the initial public announcement.

® No acquirer shall, directly or indirectly-
a) Employ any device, scheme or artifice to defraud any shareholder or
other person; or :
b) Engage in any transaction or practice that operates as a fraud or
deceit upon any shareholder or other person; or
¢) Engage in any act or practice that is fraudulent, deceptive or
manipulative in connection with any delisting of equity shares

VOLUNTARY DELISTING

“Voluntary Delisting” means the delisting of equity shares of a company
voluntarily on an application made by the company under Chapter Il of these
regulations.

In voluntary delisting, the promoters of the listed company decides on their
own to permanently remove its securities from a stock excheange.

Voluntary listing done in two ways: -

NO EXIT
OPPORTUNITY IS

REQUIRED EXIT OPPORTUNITY
IS REQUIRED
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A company may delist its equity shares from one or more of the recognised
stock exchanges on which it is listed without providing an exit opportunity to
the public shareholders, if after the proposed delisting, the equity shares
remain listed on any recognised stock exchange that has nationwide trading
terminals.

Any company desirous of delisting its equity shares where no exit opportunity
is required shall: - , |

a) Obtain the prior approval of its board of directors.

b) Make and application to the relevant recognized stock exchange for
delisting of its equity shares

¢) Issue a public notice of the proposed delisting in at least one English
national newspaper, one Hindi national newspaper with wide circulation
and one vernacular newspaper of the region where stock exchange is
situated. '

|

e The names of the recognized stock exchanges from where the
equity shares of the company are intended to be delisted.

¢« The reasons for such delisting.

¢ The fact of continuation of listing of equity shares on recognized
stock exchange having nationwide trading terminals.

d) Disclose the fact of delisting in its first annual report post delisting
e) An application for delisting shall be disposed of by the recognised stock

exchange within a period not exceeding thirty working days from the
date of receipt of such application that is complete in all respects.
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Regulation 7 provides that the equity shares of a ecompany may be delisted
from all the recoghised stock exchanges having nationwide trading terminals
on which they are listed, after an exit opportunity has been provided by the
acquirer to all the public shareholders holding the equity shares sought to be
delisted, in accordance with Chapter IV of these regulations.

a) Initial public announcement

On the date when the acquirer decides to voluntarily delist the equity
shares of the company, it shall make aninitial public announcement to
all the stock exchanges on which the shares of the company are listed
and thestock exchanges shall forthwith disseminate the same to the
publie.

A copy of the initial public announcement shall also be sent to the
company at its registered office not later thanone working day from the
date of the initial public announcement.

b) Appointment of the manager to the offer

Prior to making an initial public announcement, the acquirer shall
appoint a merchant banker registered with the SEBI as the Manager to
the offer. The Manager to the offer shall not be an associate of the
acquirer.

c) Approval by the board of Directors
The company shall obtain the approval of its Board of Directors in

respect of the proposal, not later than 21 days from the date of the
initial public announcement.

The Board of Directors of the company, before considering the proposal
of dellstmg, shall appoint a Peer Revtewer Company Secretary for
carryingout due-diligence.
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The Company Secretary shall earry out the due-diligence and submit a
report to the Board of Directors of the company certifying that the
buyinhg, selling and dealing in.the equity shares of the company carried
out by the acquirer or its related entities and the top 25 shareholders is
in compliance with the applicable prowscons of securities laws including
these regulations. 5 ; ’

The company shall obtain the approval of the shareholders through a
special resolution, not later than 45 days from the date of obtaining the
approval of Board of Directors.

The special resolution shall be passed through postal ballot and / or e-
voting as per the applicable provisions of the Companies Act, 2013 and
the rules made thereunder. :

The company shall make an application to the recognized stock
exchange for in-principle approval for delistingaccompanied by an audit
report and due diligence report prepared by the company seeretary
within 15 days from the date of passing special resolution.

The stock exchange shall dispose of the application within 15 (fifteen)
days of receipt of such application.

The acquirer/ promoter shall open an interest-bearing escrow account
with a scheduled commercial bank and deposit therein an amount
equivalent to 25% of the total consideration, caleculated on the basis of
the number of equity shares outstanding with the public shareholders
multiplied with the floor price or indicative price (the price offered by
the acquirer/ promoter, which is higher than the floor price) within 7
working days of obtaining shareholders dpproval.

For the purposes of opening an escrow aécount, the acquirer/ promoter
shall enter into a tripartite agreement with the bank and the manager
to the offer.
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The acquirer shall, within one working day from the date of receipt of
in-principle approval for delisting of equity shares from the recognised
stock exchange, make a detailed public announcement in at least one
English national newspaper with wide circulation, one Hindi national
newspaper with wide circulation in their allindia editions and one
verhacular newspaper of the region where the relevant recognised stock
exchange is located.

The acquirer shall dispatch the letter of offer to the public shareholders
not later than two working days from the date of the detailed public
annhouncement made.

A copy of the letter of offer shall also be made available on the websites
of the company and the Manager to the offer for the benefit of the

public shareholders.

Bidding mechanizsm

The bidding period shall start not later than 7 working days from the
date of the detailed public announcement and shall remain open for 5
working days.

The Manager to the offer shall ensure that the outcome of the reverse
book building process is announced within two hours of the closure of
the bidding period.

m

Publie announeen

A public announcement shall be made in the same newspapers in which
the DPA was made regardmg the success or failure of the reverse book
building process along with the discovered price accepted by the
dcquirer/ promoter, in case of success of the process within 2 working
days of closing of bidding period.
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The discovered price shall be determined through the reverse book
building process and the Manager to the offer shall disclose the same in
the detailed public announcement and the letter of offer.

Minimurm number of equity zhares to be acquired

A delisting process shall be deemed successful if the post-offer
shareholding of the acquirer/ promoter, along with the shares
tendered/offered by public shareholders decepted as eligible bids at the
discovered price or the counter-offer price, as the case may be, reaches
90% (ninety percent) of the total issued shares excluding the following:

shares which are held by a custodian and against which depository
receipts have been issue¢d overseas.

shares held by a Trust set up for implementing an Employee
Benefit scheme

shares held by inactive shareholders such as vanishing companies
and struck off companies, shares transferred to the Investor
Education and Protection Fund’s account.

ytion to acecept or raject the discovered price. or counter off
The acquirer shall be bound to accept the equity shares tendered or
offered in the delisting offer, if the discovered price determined through
the reverse book building process is equal to the floor price or the
indicative price or if discovered price is'higher than the floor price but
less than the indicative price.

In case the discovered price is not acceptable to the acquirer, a counter
offer may be made by the acquirer to the public shareholders within two
working days of the closure of bidding period.
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n) Failure of offer

if the minimurm number of shares
are not tendered, offeraed

The delisting offer shallbe
considered to have failed ™\

g if the price discovered through
> the reverse book building process
is rejected by the acquirer

Where the delisting offer fails-
*» The expenses relating to the offer for delisting shall be borne by
the acquirer.
e The acquirer, whose delisting offer has failed, shall not make
another delisting offer until the expiry of six months.

o) Payment upon sueccess of the offer

Payment upon the success of the offer in the following manner -

o if the discovered price is equal to the floor price or indicative price
the payment shall be made through the secondary market
settlement mechanism

o if the discovered price is higher than floor price or indicative price
the payment shall be made within five working days from the date
of the public announcement.

The acquirer shall be liable to pay interest at the rate of ten percent
per annum to all the shareholders if the price payable is not paid to
all the shareholders within the time specified thereunder.

Within 5 working days from the date of making the payment to the
public shareholders, the acquirer shall make the final application for
delisting to the relevant recognised stock exchange in the Form specified
by such stock exchange from time to time.
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The remaining public shareholders, whose shares were either not
dccepted or were not tendered at all during the bidding period, shall
have a right to tender their equity shares for a minimum period of 1
year from the date of delisting. . '

After delisting of equity shares from all the recognized stock exchanges
having nationwide trading terminals, the company shall be required to
compulsorily cancel all the outstanding depository receipts issued
overseas and change them into the underlying equity shares in the home
jurisdiction after termination of the depository receipts program(s),
within 1 year of such delisting.

COMPULSORY DELISTING

Compulsory delisting refers to permanent removal of securities of a listed
company from a stock exchange as a penalizing measure at the behest of the
stock exchange for not making subfniésions/éomgply with various requirements
set out in the Listing agreement _wii':l_ni_n the time frames prescribed.

Lonstitution or Pane

The decision regarding compulsory ajlelisting shall be taken by a panel to be
constituted by the recognized stock exchange ¢onsisting of —

a) Two Directors of the recognized stock exchange (one of whom shall be a
public representative);

b) One representative of an investor associdtion recognised by the SEBI;

¢) One representative of the Ministry of Corporate Affairs or Registrar of
Companies; and : :

d) The Executive Director or Secretary of the recognized stock exchange.

Publie notice before delisting order

Before pdssing an order, the recognised stock exchange shall give a notice in
at least one English national newspaper, one Hindi national newspaper and
one vernacular newspaper of the region where the relevant recognised stock
exchange is located, of theproposed delisting, giving a time period of not less
than fifteen working days within which representations, if any, may be made
to the recognised stock exchange by any person aggrieved by the proposed
delisting and shall also display such notice on its trading systems and website.
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Delisting Order by the Recognised Stock Exchange

The recognised stock exchange shall, while passing any order of compulsory
delisting, consider the representation, if any, made by the company and also
any representation received in response to the notice.

Public notice after Delisting Order

Where the recognized stock exchange passes the delisting order, it shall, -

a) forthwith publish a notice in one English, one Hindi national newspaper
and one vernacular newspaper of the region where the relevant
recognised stock exchange is located.

b) inform all other stock exchanges where the equity shares of the
company are listed, about such delisting; and

c) upload a copy of the said order on its website.

Rights of public shareholders in case of compulsory delisting

Where the equity shares of a company are compulsorily delisted by a
recoghised stock exchange, the recognised stock exchange shall appoint an
independent valuer who shall determine the fair value of the delisted equity
shares.

CONSEQUENCES OF COMPULSORY DELISTING

Where a company has been compulsorily delisted, the company, its whole-
time directors, persons responsible for ensuring compliance with the securities
laws, its promoters and the companies which are promoted by any of them
shall not directly or indirectly dccess the securities market or seek listing of
any equity shares or act as an intermediary in the securities market for a
period of 10 years from the date of such delisting.
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(" R
The recognised stock exchange shall take into account the grounds prescribed in the rules

| made under the Securities Contracts (Regulation) Act, 1956 while compulsorily delisting the

equity shares of the company. )

~
The recognised stock exchange shall take all reasonable steps to trace the promoters of

1 a company whose equity shares are proposed to be delisted.

J

. i B
(Re recoghised stock exchange shall consider the nature and extent of the alleged
] noncompliance by the company and the number and percentage of public shareholders
L._Who may be affected by such non-compliance. 3

e )\
The recognised stock exchange shall take reasonable efforts to verlfy the status of compliance
] with the provisions of the Companies Act, 2013 and the rules and regulations made

L!hereunder, by the company with the office of the concerned Registrar of Companies.

~
rT‘ne names of the companies whose equity shares are proposed ta be delisted and their
—1 promoters shall be displayed in a separate section on the website of the recognised stock
L exchange. If delisted, the names shall be shifted to anath#ér separate section on the website.

(The recognised stock exchange shall in appropriate cases file prosecutions under n\zlevantN
provisions of the Securities Contracts {Regulation} Act, 1956 or any other law for the time
being in force against identifiable promoters and directors of the company for the alleg ed
\_non-tompliances. J

—

The recognised stock exchange shall, in appropriate cases, under the applicable pr'ovisl(:msﬁ
of the Companies Act, 2013, file a petition for winding up the company or make a request
to the Registrar of Companies to strike off the name of the company from the register.

S S
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Delistin equi hares of small Companies

N 2 ) - - ~
f . [ the number of equity shares of [
the company has a paid up
; . the company traded on each such
capitat not exceeding 10 , y
recognised stack exchange during
crore rupees and net worth
) the 12 calendar months
not exceeding 25 crore - i -
immediately preceding the date
rupees as on the last date of ; )
oy . of board meeting held for
preceding financial year : ) ;
consideration of the proposal of
delisting, is less than 10% of the
total number of shares of the
company | )

the company has not been
suspended by any of the
k recognised stock exchanges
| having nationwide trading
terminals for any
non-compliance in the
preceding one year

a) dacquirer appoints a Manager to the offer and decides an exit price after
consultation.

b) the exit price offered to the public shareholders shall not be less than
the floor price.

¢) the dcquirer writes individually to all the public shareholders of the
company informing them of its intention to get the equity shares
delisted, the exit price together with the justification therefor and
seeking their consent for the proposal for delisting;

d) the public shareholders holding 90% or more of the public shareholding
give their consent in writing to the proposal for delisting, and consent
either to sell their equity shares at the price offered by the acquirer or
to continue to hold the equity shares even if they are delisted

e) the acquirer completes the process of inviting the positive consent and
finalisation of the proposal for delisting of equity shares within 75
working days of the first communication made.

f) the acquirer makes payment of consideration in cdsh within 15 working
days.

d) The relevant recognised stock exchange may delist such equity shares

upon satisfying itself of compliance with this regulation.
|
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Delisting of Equity Shares of Companies Listed on Innovators drowth
Platform after making an Initial|Public Offer

A company whose equity shares are listed and traded on the innovators
growth platform pursuant to an initial public offer may be delisted from the
innovators growth platform, if: - ' '

§

a) such delisting is approved by the Board of Directors of the company;

b) such delisting is approved by the shareholders of the company by a
special resolution passed through postal ballot or e-voting, after
disclosure of all material facts in the explanatory statement sent to the
shareholders in'relation to such resolution. ‘

. !

¢) delisting price is based on a floor price determined in terms:of
regulation 8 of Takeover Reguilations, dnd an additional delisting
premium justified by the acquirer; '

d) the post offer shareholding of the acquirer along with the persons acting
in concert with it, taken together with the shares tendered reaches 75%
of the total issued shares of that class and at least 50% shares of the
publiec shareholders as on date of the board meeting are tendered and
accepted; , |

e) the recognised stock exchang'b, on which its shares are listed, approves

. of such delisting. -

PROVISIONS PERTAINING TO DELISTING UNDER THE SECURITIES
CONTRACT (REGULATION)ACT, 1956

A recognized stock exchange may, without prejudice to any other action that
may be taken under the Act or under any other law for the time being in force,
delist any securities listed thereon on any of the following grounds in
dccordance with the regulations made by the SEBI, hamely: —

a) the company has incurred losses during the preceding three consecutive
years and it has negative networth;
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b) trading in the securities of the company has remained suspended for a
period of more than six months;

c) the securities of the company have remained infrequently traded during
the preceding three years;

d) the company or any of its promoters or any of its director has been
convicted for failure to comply with any of the provisions of the Act or
the SEBI Act, 1992 or the Depositories Act, 1996 or rules, regulations,
agreements made thereunder, as the case may be and awarded a
penalty of not less than rupees one crore or imprisonment of not less
than three years; i

e) the addresses of the company or any of its promoter or any of its
directors, are not known or false addresses have been furnished or the
company has changed its registered office in contravention of the
provisions of the Companies Act, 2013; or

f) shareholding of the company held by the public has come below the
minimum level applicable to the company as per the SEBI (LODR)
Regulations, 2015 and
the company has failed to raise publtc holding to the required level
within the time specified.

However, no securities shall be delisted unlless the company concerned has
been given a reasonable opportunity of being heard.

A listed company or an aggrieved jnvestor may file an appeal before the
Securities Appellate Tribunal against the decision of the recognised stock
exchange delisting the securities within 15 days from the date of the decision
of the recognised stock exchange aelisting ;the securities.

However, the Securities Appellate Tribunal may, if it is satisfied that the
company was prevented by sufficient cause from filing the appeal within the
said period, allow it to be filed within a further period not exceeding one
month.
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If a company or any person fails to comply with the delisting conditions or
grounds or commits a bredch thereof, it or he shall be liable to a penalty

which shall not be less than five lakh rupees but which may extend to twenty-
five crore rupees.
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CHAPTER - 16

INTRODUCTION

e Buy-back of share mecdns purchase of its own shares by the company.

* In short, buy-back is a process when a company makes an offer to buy-
backits own issued shares.

s It is one of the tools which is adopted by the Company for capital
restructuring.

OBJECTIVES OF BUY-BACK

To strategically increase promoters’ shareholding subject to compliance with SEBI (SAST)
Regulations, 2011;

To improve earnings per share;

To improve return on capital, return on net worth and to enhance the long-term shareholder
value;

To enhance consolidation of stake in the company;
To prevent unwelcome takeover bids;
To return surplus cash to shareholder and allow profitable deployment of cash surplus;
To achieve optimum capital structure;
To support share price during periods of sluggish market conditions;

To service the equity more efficient; and

To provide an addlitional exit route to shareholders when shares are under valued or are
thinly traded.

CEEECITTTCR
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PROVISIONS OF THE COMPANIES ACT, 2013

, 4 company done buy-
back of shares or other specified securities out of -

a) its free reserves; _ o
b) the securities premium account;
¢) the proceeds of the issue of any shares or other specified securities:

, ho buy-back of any kind of shares or other specified securities shall
be made out of the proceeds ofan earlier issue of the same kind of shares or
same kind of other specified securities.

Conditions for Buy~Back

® The buy-back is
® Buy back must be

But if the
of the company then the
not required to pass any special resolution.
® The buy-back is
of the company.
¢ The ratio of the owed by the

company after buy-back is and
its free reserves.

® All the shares or other specified securities for buy-back are fully paid-

up. _

® Every buy-back shall be from the
date of passing of the special resolution or Board Resolution as the case
may be. :

® The notice of the meeting at which the special resolution is proposed to
be passed shall be accompanied by an explanatory statement.

@ A company shall not make any offer of buy-back within a period of one
year reckoned from the date of expiry of buy-back period of the
preceding offer of buy-back, if any.

® A company shall not allow buy-back of its shares unless the
consequentreduction of its share capitalis effected.
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® A company shall not buy-back its shares or other specified securities so
as to delist its shares or other specified securities from the stock
exchange.

METHODS OF BUY-BACK

A company may buy-back its shares or other specified securities by any one of
the following methods:

fram the existing sharehalders or
other specified securities holders
on a proporticnrate basis through

the tend = g !
Bessndenais - d Bock-building Process

from the apen market through et

Methods of Buy-back

NOTE - No offer of buy-back for 15% or more of the paid up capital and
free reserves of the company, shall be made from the open market.

PROHIBITIONS FOR BUY-BACK

The Company shall not directly or indirectly purchase its own shadres or other
specified securities:

a) through any subsidiary company including its own subsidiary companies

b) through any investment company or group of investment companies;

¢) if a default is made by the company in the repayment of deposits
accepted, interest payment thereon, redemption of debentures or
preference shares or payment of dividend to any shareholder, or
repayment of any term loan or interestpayable thereon to any financial
institution or banking company. ‘
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NOTE = The buy-back is not prohibited, if the default is remedied and a period
of three yedrs has lapsed after such default cedsed to subsist.

AUTHORISATION FOR BUY-BACK

e The company shall not authorize for any buy-back whether by way of
tender offer or from open market or odd lot unless:

No special resolution is
required where the buy-
back Is 10% or less of the

A special resolution is total paid-up equity
Authorisation for required to passed ot a capital and free reseryes
Buyback in the Articles of general meeting of the ‘of the company and such
the Company, company for such buy-back has been
authorisation. autherised by the board

of directors by means of
a resolution passed at its
mesting.

® In case of Special Resolution, a copy of the resolution passed at the
general meeting shall be filed,with SEBEl and the stock exchanges where.
the shares or other specified securities of the company are listed, within
seven days from the date of piassing of the resolution.

e In case of only Board Resolution, a copy of Bodrd Resclution passed in
the meeting of the Board of Directors, shall file with SEBI and the stock
exchanges, where the shares or other specified securities of the company
are listed, within two working days of the date of the passing of the

resolution. ,

® The company shall, after expiry of the buy-back period, file with the
Registrar of Companies and SEBI, a return eontaining such particulars
relating to the buy-back within thirty days of such expiry.

® No insider shall deal in shares or other specified securities of the
company on the basis of unpublished price sensitive information relating
to buy-back of shares or other specified securities of the company.

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 257

An explanatory statement as per Schedule 1l Part A should be annexed
to the notice containing following details: -

® Date of the Board meeting at which the proposal for buy-back was
approved

~ ® Necessity for the buy-back;'

® Maximum amount required under the buy-back and its percentage of
the total paid up capital and free reserves;

® Maximum price at which the shares or other specified securities are
proposed be bought back

® Maximum number of securitics that the company proposes to buy-back;
® Method to be adopted for buy-back

® Details regarding:

a) the aggregate shareholding of the promoter or of the director of
promoter (in case the promoter is another company)

b) details regarding aggregate number of shares or securities purchased
by (a) from 6 months prior to date of BOD meeting where buyback
was approved until the date of notice of AGM;

e) the maximum and minimum price at which purchases and sales
referred to in (b) above were made along with the relevant dates

® |ntention of the promoters and persons in control of the eompany to
tender shares or other specified securities for buy-back indicating the
number of shares or other speciﬁed securities, details of acquisition with
dates and price

® A confirmation that there are no defaults subsisting in repayment of
deposits, redemption of debentures or preference shares or repayment of
term loans to any financial institutions or banks;

® A confirmation that the Board of Directors has made a full enquiry into
the affairs and prospects of the company and that they have formed the
opinion: ‘

a) that immediately following the date on which the General Meeting or
the meeting of the Board of Directors is convened there will be no
grounds on which the company could be found unable to pay its
debts;

b) as regards its prospects for the year immediately following that date
having regard to their intentions with respect to the management of
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the company’s business during that year and to the amount and
character of the financial resources which will in their view be
available to the company during that year, the company will be able
to meet its liabilities as and when they fall due and will not be
rendered insolvent within a period of one year from that date

¢) in forming their opinion for the above purposes, the directors shall
take into dccount the liabilities as if the company were being wound
up under the provisions ofithe Companies Act, 1956 or Companies
Act, 2013

a) they have inquired.into thé company’s state of affairs;

b) the amount of the permissible capital payment for the securities in
question is in their view properly determined

¢) the Board of Directors have formed the opinion as specified in clause
(x) on reasonable grounds and that the company will not, having
regard to its state of affai!"s, will not be rendered insolvent within a
period of one year from that date,

BUY-BACK THROUGH TENDER OFFER

A company may
oh a proportionate basis.
, fifteen percent of the number of securities which the company

proposes to buy-back or number of securities entitled as per their
shareholding, whichever is higher, shall be reserved for small shareholders.

“ The Company shall make a pdblic announcement within 2 working days
from the date of resolution (SR/BR) in Newspaper one English National
Daily, one Hindi National Daily, and a regional language daily all with
wide circulation at the place where the Registered office.

A copy of the public announcement shall also be submitted to SEBI
simultaneously through a merchant banker.
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The company shall within 5 working days of the public announcement
file with SEBI a draft-letter of offer, and a declaration of solveney and
prescribed fees as specified.

SEBI may provide its comments on the draft letter of offer within seven
working days of the receipt of the draft letter of offer. Letter of Offer
shall be dispatch to

the shareholders after making changes suggested by SEBI, if any.

The Company will announce a record date for the purpose of the security
holders who are eligible to participate in the proposed buy-back offer.

i | odd-c £ Tl
a letter of offel

The letter of offer along with the tender form shall be dispatched to the
security holders within 5 working days from the receipt of
communication of comments from SEBI.

Letter of offer may be dispatched in electronic mode as well. If a
shareholder to whom electronic letter of offer is served demands
physical copy, the same shall be provided.

If case an eligible public shareholder does not receive the tender offer/off
form, even though he can participate in the buy-back off and tender
shares.

® An unregistered shareholder can also participate in buy back by
submitting executed transfer deed along with letter of offer.

i
~

ZPening of Escrow Account.
e M e N e e N by

¢ The Company should on or before the opening of the offer, deposit in an
escrow dccount the following sum of money: -

If the consideration payable is upto 100 Crore: 25% of the
consideration payable;

If the consideration payable exceeds Rs. 100 Crores: 25% upto Rs.
100 Crores and 10% thereafter.

) >
1

The offer shall open within 5 working days from dispatch of letter. The offer
for buy back shall remain openfor, a period of 10 working days.
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- - - 4= ™ e o on b i B " | (4 7~~~ B b
NiNng o afpecildadl 5Bane Account:

Immediately after closing the offer Total Consideration (together with the
money kept in escrow account) should be deposited in a special bank account.

Closure and Payment to Securities Holders

The company shall complete the verifications of offers received and make
payment of consideration within 7 working days of the closure of the offer.

bt sisieolainn sads mE el - ;i " -_— e P lmmiieem it inl sl ba iy
Extinguishiment of Certificate and other Closure Complianeces

The company shall extinguish and physically destroy the security certificates
so bought back in the presence of a Registrar to issue or the Merchant Banker
and the Statutory Auditor:

¢ Within 15 days of the date of acceptance of the shares or other specified
securities.

AND

e  Within 7 days of the last date of completion of buy-back.

Fifieate o the SER
ICALE TO LNE o201

The company shall furnish a certific;'ate to the SEBI within 7 days
extinguishment and destruction of the certificates, certifying compliance as
specified above, and duly certified and verified by:

a) Registrar and whenever there is no registrar, by the merchant banker;

b) Two directors of the company, one of whom shall be a managing
director, where there is one; and

¢) the statutory auditor of the company

ODD LOT K

The provisions mentioned above from existing security holders shall be as it is
applicable in odd lot buy back.

: 0dd lot is where the lots of securities of a listed company is
smaller than the marketable lots as may be specified by the stock exchange.
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BUY-BACK FROM THE OPEN MARKET

The company may buy-back of shares or other specified securities from the
Open Market may be in any of the following methods:

The company shall ensure that at least 50% of the amount earmarked for buy-
back, as specified in the resolution of the board of directors or the special
resolution, as the case may be, is utilized for buying-back shares or other
specified securities.

The buy-back of securities should not be from the promoters or persons in
control of the company.

e The Special resolution/Board Reso(utién, should specify the maximum
price at which the buyback will be made.

e The company should appoint a merchant banker.

e The public announcement shall be made within 2 working days from the
date of passing resolution.

Simultaneously file a copy with SEBI and also updated in the website of
the Company.

o The company shall, before opening of the offer, create an escrow
account and shall deposit 25% of the amount earmarked for the buy-
back in such escrow account.
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: Where part of the esefow acecount is in the form of a
bank guarantee, the company shall deposit with a scheduled commercial
bank, in cash, a sum of at least 2.5 per cent of the total amount kept
for buyback. :

= The period of offer must open within 7 days of public announcement and
close within 6 months from opening of offer.
he buy-back should be made only on stock exchanges
having Nationwide Trading Terminal facility and only through the order
matching mechanism. , ' .

e The company shall submit the information regarding the shares or other
specified securities bought back, to the stock exchange on a daily basis.

Simultaneously this should be updated on the official website of the
company. ! '

¢ Separate window for buyback: in physical form on stock exchange

a) A separate window shall be created by the stock exchange, which
shall remain open during the buy-back period.

b) Verification of the identity proof and address proof needs to be
undertaken in case of physical form buy back through stock
exchange.

¢) The price at which the shdres will be bought back shall be the volume
weighted average price of the shares or other specified securities
bought back, other than in the physical form, during the calendar
week in which such shares or other specified securities were received
by the broker.

: In ease no shares or other specified securities were
bought backin the normal market during calendar week, the preceding
week when the company has last bought back the shares or other
specified securities may be considered.

* The company shall extinguish and physically destroy the security
certificates so bought back in the presence of a Registrar to issue or the
Merchant Banker and the Statutory Auditor on or before 15th day of the
succeeding month.
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¢ Further, the company shall ensure that all the securities bought-back
are extinguished within 7 days of the last date of completion of
buyback.

Important Point: If the securities are in dematerialized form, it shall be

extinguished and destroyed in the manner specified under SEBI
(Depositories andParticipants) Regulations, 1996, and the bye-laws
framed thereunder.

* The Special Resolution/Board Resolution, should specify the maximum
price at which the buy-back will be made.

i

e The company should appoint a merchant banker.

* The deposit in the escrow account should be made before the date of the
public announcement. ;
Important Point: The amount to be deposited in the esecrow account
should bedetermined with reference to the maximum price as specified
in the public announcement.

* The public announcement shall be made at least 7 working days prior to
the commencement of Buy-Back. The Public announcement shall also
contain the detailed methodology of the book building process.

e A copy of the public announcement must be filed with SEBI within 2
days of the announcement. ,

« Bidding:

a) The book-building process should be made through an electronically
linked transparent facility.

b) There should be at least 30 bidding centres & there should be at least
one electronically linked computer terminal at all the bidding
centres.

|
e The offer for buy-back should be kept open to the security-holders as
follows: - Minimum: 15 days Maximum: 30 days
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¢ The company and merchant banker will determine the price at the end
of offer period.

e The company shall complete the verifications of offers received and
make payment of consideration within 7 working days of the closure of
the offer.

e The company shall extinguish and physically destroy the security
certificates so bought back in the presence of a Registrar to issue or the
Merchant Banker and
the Statutory Auditor:

Within 15 days of the date of acceptance of the shares or other specified
securities.

Within 7 days of the last date of completion of buy-back.

OBLIGATION OF COMPANY

a) The letter of offer, the public announcement of the offer or any other
advertisement, circular, brochure, publicity material
and does not contain any misleading
information.

b) The directors of the company
contained in such documents.

¢) The Company

is made under these
Regulations.

d) The Company shall

e) The Company after the draft
letter of offer is filed with the SEBI or public announcement of the offer
to buy-back is made.

f) Tire promoter or the person shall
, ineluding inter-se

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 265

transfer of shares among the promoters during the period "from the
date of passing the resolution till the closing of the offer.

g) The Company shall not raise further eapital for a period of one year from
the closure of buy-back offer, except in discharge of its subsisting
obligations.

h) The Company should nominate a compliance officer and investors service
centre for compliance with the buy-back regulations and to redress the
grievances of the
investors.

i) The particulars of the said security certificates extinguished and
destroyed should be furnished by the company to the stock exchanges
where the securities of the company are listed, within 7 days of
extinguishment and destruction of the certificates.

J) The company should issue, within two days of the completion of buy-
back, a public advertisement in a national daily, inter alia, disclosing
the following: :

¢ humber of securities bought;

o price at which the securities were bought;

o total amount invested in the buy-back;

¢ details of the security-holders from whom securities exceeding
one per cent of the total securities were bought-back;

o The consequent changes in the capital structure and the
shareholding pattern after and:before the buy-back.

OBLIGATION OF MERCHANT BANKER

® The company is able to implement the offer;
® The provision relating to escrow deccount has been made;

® Firm arrangements for monies for payment to fulfil the obligations
under the offer are in place;

® The public announcement of buy-back is made and the letter of offer
has been filed in terms of the Regulations;

® The merchant banker should furnish to SEBI, a due diligence certificate
which should accompany the draft letter of offer;
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@ The merchant banker should ensure that the contents of the public
announcement of offer as well as the letter of offer are true, fair and
adequate and quoting the source wherever necessary.

® The merchant banker should ensure compliance of Seetion 68 and
Section 70 of the Companies Act, 2013 and any other applicable laws or
rules in this regard
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Mutual Funds

INTRODUCTION

e  Mutual fund is a process of pooling resources from the investors and
investing funds in securities.

* The process of pooling the resources together and. issuing units to the
investors and then investing funds in securities is khown as the scheme
of "Mutual Funds"

» In other words, it works like a trust which pools the savings of investors
and invests these in capital and money market instruments.

o  Mutual funds offer good investment opportunities to the investors. Like
all investments, they also carry certain risks.

MUTUAL FUND OF CYCLE

e

Investors .
{Pool in their Fund Manager
maoney) {Investin Securities)
Retums Securities
{Passed back to {Generates return}

thvestors)

ey
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STRUCTURE OF A MUTUAL FUND

Mutual Fund Structure

Sponsor(s)

l

i Asset
Custadian 4 pus it —PP Management
[Managed by Trustees] Company

A

.

Regist(}ar & /

Tran§fer -
© Agent

Mutual fund must consist of five important entities:

1) Sponsor- Sponsor is the princi.pal body, who brings the capital as per the
guideline issued by SEBI to start a mutudl fund.

2) Trust & Trustee- Trust is created by sponsor and trustees are appointed
to manage the operations of a trust. The trustees’ job is to ensure that
all the funds are managed as per the defined objective and investors’
interest is protected.

3) Aszet Management Company (AMC)- The Trustee appoints AMC to
manage the funds of the investors and, in return, get the fee to manage

the fund.

4) - Custeodian job is to the safekeeping of the investors’ fund
and securities and to ensure that it would be used for intended purpose
only.

5) Regiztrar and Transfer Agent (ETA) - RTAs job is to manage the backend

operation of the mutual fund and managing investors’ transaction
request and other related services.
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CLASSIFICATION OF MUTUAL FUNDS

e It is a mutual fund scheme where investors invest and redeem their
investment throughout the year.

» |t gives flexibility to an investor to purchase and redeem the units of
mutual funds at any time at a fixed NAV during the life time of funds.

e Example: Unit Trust of India's US 64 Scheme and State Bank of India
Mutual Fund's SBI Magnum Mutual Fund

* Key features of such scheme are liquidity and its free entry and exit
from the fund.

e Itis a never-ending fund and can be used it as systematic investment
platform.

¢ The listing of open-ended mutual fund is not required and the corpus of
thisfund is flexible and always varies.

¢ Itis a fund which opens for limited period for subscription.
* The investors can invest directly in the fund at the time of initial offer.

» After initial offer, an investor can buy units of this type of mutual funds
from tire market like equity shares of any company.

* The listing of Close-ended mutual funds is mandatory on the recognized
stock exchanges (i.e. BSE & NSE or others).

¢ Example: ICICI Prudential Fusion Fund - Growth, Principal PNB Long
Term Fund 3-year Series Il - Growth, Reliance Fixed Horizon Fund - V 3

Yrs Plan — Dividend |

¢ In other words, a close-ended scheme has fixed corpus and stipulated
maturity period ranging between 2 and 5 years.
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Open Ended ‘ Close Ended

® Can be purchased on any transaction day | ® Can be purchased onty during NFO

® Can be redeemed on any transaction day [Except @ Can be redeemed only at maturity
when units are locked-In In the case of Equity-Linked
Savings Scheme (ELSS) funds]

¢ High tquidity ( ® low on liquidity

MUTUAL FUND SCHEMES BASED ON INVESTMENT OBJECTIVE

There are other types of mutual funds also to meet the investment needs of
several groups of investors. Some of them include the following: -

a) lncome Oriented Schemes:

The fund primarily offers fixed income to investors.Naturally enough,
themain securities in which investments dre made by such funds are the
fixed income yielding ones likebonds, corporate debentures,Government
securities and money market'instmments, etc.

b) Growth Oriented Schemes:

These funds offer growth potentlalltles associated with investment in
capitalmarket namely:
- high source of income by way of dividend and

o rapid ecapital apprecmtlon, bothfrom holding of good quality
scrips.

These funds, with a view to satisfying the growth needs of
investors,primarily concentrate on the low risk and high yielding
spectrum of equity sérips of the corporate sector.

¢) Hybrid Schemes:

These funds cater to both the investment needs of the prospective
investorsnamelyfixed income as well as growth orientation. Therefore,
investment targets of these mutual funds arejudicious mix of both the
fixed income securities like bonds and debentures and also sound
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equityscrips.in fact, these funds utilise the concept of balanced
investment management.
These funds are,thus, also khown as “balanced funds”.

Ll abs amemarile’ bt die
d) High growth Schemes:

As the nomenclature depicts, these funds primarily invest in high risk
andhigh return volatile securities in the market and induce the investors
with a high degree of capitalappreciation.

e) Capital Protection Oriented Scheme:

It is a scheme which endeavours to protects the capital investedin the
mutual fund through suitable orientation of is portfolio structure.
l

f) Tax Saving Schemes:

These schemes offer tax rebates to the investors under tax laws as
prescribedfrom time to time. This is made possible because the
Government offers tax incentive for investment inspecified avenues.
For example, Equity Linked Saving Schemes (ELSS) and pensions
schemes.

g) :

This eategory includes index schemes that attempt to replicate the
performance ofparticular {ndex such as the BSE, Sensex or the NSE-50 or
industry specificschemes (which invest inspecific industries) or sectoral
schemes (which invest exclusively in segment such as ‘A’ Group or
initialpublic offering).

Index fund schemes are ideal for investors who are satisfied with a
return approximatelyequal to that of an index. Sectoral fund schemes
are ideal forinvestors who have already decided toinvest in particular
sector or segment.

h) Real Estate Funds:

These are close ended mutual funds which invest predominantly in real
estate andproperties.

i) :

Such funds invest in securities of foreign companies with RBl permission.
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i),

Such funds, also knhown as borrowed funds, increase the size and value
of portfolioand offer benefits to members from out of the excess of gains
over cost of borrowed funds. They tendto indulge in speculative trading
and risky investments.

k) Hedge Funds:

They employ their funds for speculative trading, i.e. for buying shares
whose prices arelikely to rise and for selling shares whose prlces are
likely to fall.

0

They invest only in units of other mutual funds. Such funds do not
operate at present inindia.

They invest in companies engaged in scientific and technological
research suchas birth control, anti-pollution, oceanography ete.

n) Exchange Trade Funds (ETFz)
are a new variety of mutual funds that first introduced in 1993. ETFs
aresometimes described as mere “tax efficient” than traditional equity
mutual funds, since in recent years,some large ETFs have made smaller
distribution of realized and tdxable capital gains than most
mutualfunds.

0) Money Market Mutual '.'-"5.4:.;:'.'::"

These funds invest in short- term debt securities in the money
marketlike certificates of deposits, commercial papers, government
treasury bills ete. Owing to their large size,the funds normally get a
higher yield on such short terminvestments than an individual investor.

p) Infrastructure Debt Fund:

They invest primarily in the debt securities or securitized debt
investment ofinfrastructure companies.
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KEY PLAYERS IN MUTUAL FUND

There are five principal constituents and three market intermediaries in the
formation and functioning of mutual fund:

Key Players

of MF I
"\__-[ )
K 1
3 market 5 principal
intermediaries constituents
— —
f 1 1 I T T T 1
Asset |
‘. Transfer ! | |
| custadian At Depository Sponsor | Manggemeant| Trustee Unit Halders Muzizal Fund
21
i } gel Company | |

® A sponsor is an influential investor who creates demand for a security
because of their positive outlook on it.

® The sponsor brings in capital and creates a mutual fund trust and sets
up the AMC.

o The sponsor makes an application for registration of the mutual fund
and contributes at least 40% of the net worth of the AMC.

Asset Management Company

® An asset management company (AMC) is a company that invests its
clients’ pooled funds into securities that match declared financial
objectives.

® Asset management companies provide investors with more
diversification and investing options.

® AMCs manage mutual funds, hedge funds and pension plans, these
companies earn income by charging service fees or commissions to their
clients.
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® A trustee is a person or firm that holds and administers property or
assets for the benefit of a third party.

® A trustee may be appointed for a wide variety of purposes, such as in
case of bankruptey, for a charity, for a trust fund or for ecertain types of
retirement plans or pensions.,

® A unitholder is an investor who owns the units issued by a trust, like a
real estate investment trust or a master limited partnership (MLP).

¢ The securities issued by trusts/MF are called units, and investors in units
are called unitholders.

i
'

® The unit in turn reflect share of the investor in the Net Assets of the
fund.

!

® A mutual fund established under the Indian Trust Act to raise money
through, the sale of units to the public for investing in the capital
market

¢ The funds thus collected as per the directions of asset management
company for invested. ’

® The mutual fund has to be SEBI registered.

!
® A custodian is a pérson who carries on the business of providing
custodial services to the client.
® The custodian keeps the custody of the securities of the client.

@ The custodian also provides incidental services such as maintaining the
accounts of securities of the c¢lient, collecting the benefits or rights
deccruing to the client in respect of securities.

® A transfer agent is a person who has been granted a Certificate of
Registration to conduet the business of transfer agent under the SEBI
(Registrars to an Issue and Share Transfer Agents) Regulations, 1993.
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® Transfer agents’ services include issue and redemption of mutual fund
units, preparation of transfer documents and maintenance of updated
investiment records.

Depository

* A depository facilitates the smooth flow of trading and ensure the
investor's about their investment in securities.

Systematic Investment Plan (SIP) in Mutual Fund

e Systematic Investment Plan (SIP) is an investment plan (methodology)
offered by Mutual Funds wherein one could invest a fixed amount in a
mutual fund scheme periodically, at fixed intervals - say once a month,
instead of making a lump-sum investment.

o The SIP instalment amount could be as little as Rs.500 per month.

e SIP is similar to a recurring deposit where you deposit a small /fixed
damount every month.

e SIP has been gaining popularity among Indian MF investors, as it helps
in investing in a disciplined manner.

o To illustrate, a small amount of 1000 invested every month at an
interest rate of 8% for 25 years would give 9.57 Lakh. That means
investment of just ~ 3 Lakh would have grown three times over.

NET ASSET VALUE

¢ Mutual funds raise money by selling their shares to public and
redeeming them at current net asset value.

o Net asset value is the value of the assets of each unit of the scheme.

s Thus, if the NAV is more than the face value of, there is an appreciation
for the investment. "

e If the NAV is less than the face value, it indicates depreciation of the
investment.

¢ Every mutual fund shall compute the NAV of each scheme by dividing
the net asset of the scheme by the number of units of that scheme
outstanding on thedate of valuation and publish the same at least in
two daily newspapers at intervals not exceeding one week.

* However, the net asset value of any scheme for special target segment
or any monthly scheme which are not mandatorily required to be listed
in the stock exchange may publish the NAV at monthly or quarterly

' intervals as permittedby SEBI.
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* The Net Asset Value (NAV) of a mutual fund is the price at which units
of a mutual fund are bought or sold. It is the market value of the fund
after deducting its liabilities.

Nzt Agset of the Scheme

Net Assel Value = . :
Numbier of unils oulstanding

Net Asset of the Scheme = Market value of investments + Receivables+ ather acarued income+ ather gasats —
Accruad Expenses- Other Payables- Other Lighilities

Net Asset value (NAV) — Cut-off Timeline

Type of Scheme [ Trahsaction type Cut-off
! timings
Liquid Funds & I Subscripﬁon (including Switch-in from other schemes) | 1:30 p.m.
Overnight Funds Redemption (including Switch-in from other schemes) | 3:00 p.m.
All other schemes Subscription (including S_wllch-ln from other schemes) /3:00 p.m.
(other than Liquld Funds / 3 i j
Overmight Funds) Redempl;ion (including Switch-in from other schemes} | 3:00 p.m.

EXPENSE RATIO

Expense Ratio is the annucai fee charged by the mutual fund scheme to
mandge money on your behalf.

It covers the fund manager'z fee along with other expenses required to run the
fund administration. It includes the following: —

¢ Fees paid to service providers like trustees, Registrar & Transfer
Agents,Custodian, Auditor, etk.

¢ Asset management expenses -

* Commissions paid to distributors

e Other selling expenses including advertising expenses

* Expenses on investor communication, aceount
statements, dividend/redemption cheques/ warrants

e Listing fees and Depository fees

e Service tax
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The lower the Expense Ratio the higher the NAV.

Front End & Back End Load

* A front-end load is a commission or sales charge applied at the time of
the initial purchase of units of mutual fund.

* A back-end load is a fee (sales charge or load) that investors ray when
selling mutual fund shares.

> Expenses Ratio = (Expenses x 100) / (NAV1 + NAVO) / 2
; |

> Where, NAV1 ='NAV at Year End
NAVO = NAV at beginning of Year

» Purchase Price OR Public oﬁ;‘er Price = NAV / (1 - front end load) |

. | 4 - = |

}h > Redemption Price = NAV / (1 + back end lb'ad)lf'— LEm ot R
" 1l

9

31 - o . - (bl ] i ————T ST

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 278

1 bhads

y expressed

EEMYY FRgsivas

¥ 4] AT B - T

Holding period return is the (ol g
as a percentage.

portfolic of dzrete aver & perisd of tivne, generall

Holding period return is calculated on the basis of total returns from the asset
or portfolio i.e., income plus changes in value. It is particularly useful for
comparing returns between investments held for different periods of time.

Income + (end of period value- original voluej x 100
Originat Value

!

STUDY CIRCLE 82868 81716 | 77383 05533




Page | 279

ADVANTAGES OF MUTUAL FUNDS

A) Professional Management: Investors avail the services of experienced
and skilled professionals who are backed by a dedicated investment
resedarch team which analyses the performance and prospects of
companies dnd selects suitable investments to achieve the objectives of
the scheme. :

B) Diverzification: Mutual funds invest ih a number of companies across a
broad cross-section of industries and sectors. This diversification reduces
the risk because seldom do all stocks decline at the same time and in
the same proportion.

C) Convenient Administration: Investing in a mutual fund reduces paper
work and helps investors to. avoid many problems. Mutual funds save
investors time and make investing easy and convenient.

D) Return Potential: Over a medium to long term, Mutual funds have the
potential to provide a higher return as they invest in a diversified basket
of selected securities.

E) Low Costs: Mutual funds are a relatively less expensive way to invest
compared to directly investing in the:capital markets because the
benefits of seale in brokerage, custodial and other fees translate into
lower costs for investors.

F) Transparency: Investors get regular information on the value of their
investment in addition to disclosure on the specific investments made by
scheme, the proportion invested in each class of assets and the fund
manager’s investment strategy and outlook.

DISADVANTAGES OF MUTUAL FUND

e Excessive diversification of portfolio, losing focus on the securities of the
key segments.

® Too much concentration on blue-chip securities which are high priced
and which do not offer more than average return.

¢ Necessity to effect high turnover through liquidation of portfolio
resulting in large paymentsiof brokerage and commission.

® Poor planning of investment returns.
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® Un-researched forecast on ineome, proi‘its and Government policies.
® Fund managers being unaccountable for poor results.

® Failure to identify clearly the risk of the scheme as distinct from risk of
the market. !

® Under performance in comparison to peers.
i

D IN

For the purpose of grant of a pertififate of registration, the applicant has to
fulfill the following, namely: ~

+« The sponsor should have a sound track record and general reputation of
fairness and integrity in all his business transactions.

« The applicant is a fit and proper person.

e In the case of an existing mutuadl fund, such fund is in the form of a
trust and the trust deed has been approved by the Board.
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» The sponsor has contributed or contributes at least 40% to the net
worth of the asset management company.
However, any person who holds 40% or more of the net worth of an
asset management company shall be deemed to be a sponsor.

» The sponsor or any of its directors or the principal officer to be employed
by the mutual fund should not have been guilty of fraud or has not been
convicted of an offence in‘vo;lving moral turpitude or has not been found
guilty of any economic offence.

o Appointment of trustees to act as trustees for the mutual fund in
daccordance with the provisions of the regulations.

+  Appointment of asset management company to manage the mutual fund
and operate the scheme of such funds.

Norms for Shareholding & governance in Mutual Funds

No sponsor of a mutual fund, its associate or group company including the
asset management company of the fund, through the schemes of the mutual
fund or otherwise, individually or collectively, directly or indirectly, have -

a) 10% or more of the share-holding or voting rights in the asset
management company or the trustee company of any other mutual
fund; or

b) representation on the board of the asset management company or the
trustee compdny of any other mutual fund.

Any shareholder holding 10% or more of the share-holding or voting rights in
the asset management company or the trustee company of a mutual fund,
shall not have, directly or indirectly, -

a) 10% or more of the share-holding or voting rights in the asset
management company or the trustee company of any other mutual
fund; or

b) representation on the board of the asset management company or the
trustee company of any other mutual fund.
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Disquali ion being Appointed as Truste

¢« A mutual fund shall appoint trustees in daccordance with these
regulations. A person shall not be eligible to be appointed as a trustee
unless: —
l
a) he is a person of ability, integrity and standing;
b) has not been found guilty of moral turpitude;
¢) has not been convicted of any econonic offence or violation of any
securities laws; : '
d) has furnished particulars ds specified in Form C.

* No asset management company.and no director (including independent
director), officer or employee of an asset management company shall be
eligible to be appointed-as a trustee of any mutual fund. '

* No person who is appointed as a trustee of a mutual fund shall be
eligible to be appointed as a trustee of any other mutual fund.
! :
e  Two-thirds of the trustees shall be inde:pendent persons and shall not be
associated with the sponsors or be associated with them in any manner
whatsoever.

e In case a company is appointed as a trustee then its directors can act as
trustees of any other trust prbvided ttht the object of the trust is not in
conflict with the object of the mutual fund.

Appointment of an Asset Managemént Company

® The sponsor or, if so authorised by the trust deed, the trustee, shall
appoint an dsset management company, which has been approved by
the SEBI.

® The appointment of an asset management company can be terminated
by majority of the trustees or by seventy-five per cent of the unitholders
of the scheme.
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® Any change in the appointment of the asset management company shall
be subject to prior approval of the SEBI and the unitholders.

Appointment of Custodian

® The mutual fund shall appoint a Custodian to carry out the custodial
services for the schemes of the fund and sent intimation of the same to
the Board within fifteen days of the appointment of the Custodian.

® However, in case of a gold exchange traded fund scheme, the assets of
the scheme being gold or gold related instruments may be kept in the
custody of a eustodian reglstered wuth the SEBI.

® However, in case of a silver exchange traded fund secheme, the assets of
the scheme being silver or silver related instruments and in case of a
real estate mutual fund scheme may be kept in the custody of a
custodian registered with the SEBI.

® No scheme shall be launched by the asset management company unless
such scheme is approved by the trustees and a copy of the offer
document has been filed with the SEBI.

’ . l .
® The offer documents shall contain adequate disclosures to enable the
investors to make informed decisions.

® The mutual fund, which intends to list units of its scheme on the
recoghnised stock exchange(s), shall obtain ‘in-principle’ approval from
recognised stock exchange(s) |

® Every mutual fund desirous of listing units of its schemes on a
recoghised stock exchange shall execute an agreement with such stock

exchange. |

® The listing of close-ended schemes is mandatory and these should be
listed on a recognised stock exchange

® No scheme other than equity-linked saving scheme can be opened for
subsecription for more than 15 days.

® In the case of over-subscription, all applicants applying up to 5,000
uhits must be given full allotment subject to over subscription.
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® The AMC is required to refund the application money if minimum
subsecription is not received, and also the excess over subscription within
five working days of closure of subscription.

® The schemes shall not invest more than 10% of its NAV in debt
instruments issued by d single issuer which are rated not below
investment grade by a Credit Rating Agency. ;
However, such limit can be increased to 12% of its NAV with prior
approval of Board of Trustee and Board.of Directors of AMC.

® A mutual fund scheme shall not invest in.unlisted debt instruments
including commercial papers,:except Government Securities and other
money market instruments.
However, Mutual Fund Schemes may invest in unlisted non- convertible
debentures up to a maximum of 10% of the debt portfolio of the scheme.

® Mutual fund shall not own more than 10% of company’s paid - up
capital carrying voting rights.

® The transfer of investments from one scheme to dnother shall be done
only at the prevailing market price & the securities so transferred shall
be in conformity with the inv'est_ment objective of the scheme

® A scheme may invest in another scheme under the same asset
management company or any other mutual fund without charging any
fees. ;
the aggregate inter-scheme investments made by all schemes:
shall not exceed 5% of the NAV of the mutual fund.

® The buy and sell by all the mutual funds shall be made on the basis of

the deliveries.

|
® All securities shall be purchase or transferred in the name of the mutual

fund scheme.

a) any unlisted security of an Associate or Group Company of the
Sponsor;
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b) any security issued by way of private placement by an associate or
group company of the sponsor;

¢) the listed securities of group companies of the sponsor which is in
excess of 25 per cent of the net Assets.

® No mutual fund shall make any investment in the funds of fund scheme.

® No mutual fund shall invest more than 10% of its NAV in the equity
shares or equity related instruments of any company.

® The schemes should not be organized, operated and managed in the
interest of sponsors or the directors of AMC or special class of unit
holders;

® |t shall ensure the adequate dissemination of adequate, fair, accurate
and timely information of all the stake holders;

® The excessive concentration of business with the broking firm or
associates should be avoided;

® The scheme - wise segregation of bank accounts and securities aceounts
must be ensured;

® The investment should be made in aceordance with the investment
objectives stated on the offer documents;

® |t must not use any unethical means ‘to sell, market or induce any
investor to buy their schemes;

® The high standards of integrity and fairness in all the dealings should be
maintained by the trustees and AMCs;

® The AMCs shall not make any exaggerated statements.

® Advertisement shall be accurate, true, fair, clear, complete,
unambiguous and concise.
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® Advertisement shall not contain statement which are false, misleading,
biased or deceptive, based on assumptions and shall not contain any
testimonials or any ranking based on any criteria.

® No celebrities shall form part of advertisement.

® No advertisement shall directly or indirectly discredit other
advertisements or make unfair comparisons.

@ Advertisements shall be accompanied by a standard warning in legible
fonts which states “Mutual fund investments are subject to market
risks, read all schemes related document carefully.”

% In audio visual media based auvertisemlents, the standard warning in
visual and acecompanying voice over reiteration shall be audible in a
clear and understandable manner.

The provisions of chapter IX of the SEBI LODR Regulations, 2015 applies to the
asset management company managing the mutual fund scheme whose units
are listed on the recognised stock exchange(s).

The listed entity shall submit such information and documents, which are
required to be disseminated on the listed entity’s website in terms of SEBI
(Mutual Funds) Regulations, 1996 and directions issued thereunder, to the
recognized stock exchange for dissemination.
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CHAPTER — 18

Collective Investment Schemes

e A collective investment scheme is a trust based scheme that comprises a
pool of assets that is managed by a collective investment scheme
manager and is governed by the Collective Investment Schemes
Regulations given by SEBI.

e The sums of money that are exchanged on the Stock Exchange and in
the money markets make them too pricy for most people.

e With a CIS, the money or funds from a group of investors are pooled or
collected together to form a CIS portfolio.

* A collective investment scheme is a scheme that comprises a pool of
assets that is managed by a collective investment scheme manager and
is governed by the Collective Investment Schemes Regulations given by
SEBI.

® The investor holds a portion of the scheme known as Units of CIS.

o Investors do not have day-to-day control over the management and
operation of such scheme or arrangement.
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a) the contributions are pooled and utilized for the purposes of the scheme
or arrangement; : f

b) the contributions are made to such scheme by the investors with a view
to receive profits, income, produce or property, whether movable or
immovable;

¢) the property, contribution or investment forming part of scheme, is
managed on behalf of the investors;

d) the investors do not have day-to-day control over the management of
the scheme. !

The following shall not be Cellective Investiment Scheme (CIS):

made or offered by a co-operative society or a society
under which deposits are accépted by non-banking financial companies
being a eontract of insurance!to which the lhsurance Act, 1938, applies;

providing for any Scheme, Pension Scheme or the Insurance Scheme
framed under the Employees Provident Fund and Miscellaneous
Provisions Act, 1952; :

® under which deposits are accepted under section 74 of the Companies
Act, 2013;

® under which deposits are accepted by a company declared as a Nidhi or
a mutual benefit society under section 406 of the Companies Act, 2013;

falling within the meaning of-Chit business

under which contributions made are in the nature of subscription to a
mutual fund;

® such other scheme or arrangement which the Central Government may,
in consultation with SEBI, notify, shall not be a collective investment
scheme.
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Definition of Collective Investment Management Company

"Collective Investment Management Company mean a company incorporated
under the Companies Act, 2013 and registered with SEBI under these
regulations, whose object is to organize, operate and manage a collective
investment."

Certificate of Registration to cdarry on CIS business

No person other than a Collective Investment Management Company which
has obtained a certificate under the regulations should ecarry on or sponsor or
launch a collective investment scheme.

olleective Investment Scheme Property

0D

“Collective investment scheme prci:perty" includes:

* Subscription of money or money's worth (including bank deposits) to the
collective investment scheme;

¢ Property dcquired, directly or indirectly, with, or with the proceeds of,
subscription of money; or

* Income arising, directly or indirectly from, subseription money or
property above.

Restriction on Business Activities

H I
Collective Investment Management Company should not:

undertake any activity other than that of managing the scheme;
dct as a trustee of any scheme;

launch any scheme for the purpose of investing in securities;
Invest in any schemes floated by it.

However, it has been provided that a CIMC may invest in its own scheme, if it
makes a disclosure of its intention to invest in the offer document of the
scheme, and does not charge any fees on its investment in that scheme.
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bliaations of Colleetive Investment Manadement Company

Every Collective Investment Managément Company should:

* be responsible for managing funds or properties of scheme on behalf of
the unitholders;

e exercise due diligence and care in managmg assets and funds of the
scheme;
|
e also be responsible for the acts of commlsswns and omissions by its
employeesor the persons whose services have been availed by it;

» appoint registrar arid share transfer agents and should also abide by
their respective Code of Conducts as specified by SEBI;

* give monthly receipts for all monies: redeived and report of receipts &
payments to SEBI;

¢ hold a meeting of Board of Directors to consider the affairs of scheme,
at least twice in every 3 months and also ensure that its officers or
employees do not make improper use of their position or information to
gain an advantage for themselves or for any other person or to cause
detriment to the scheme;

* obtain adequate insurance against the properties of the schemes and

comply with such guidelines, directives, ¢ireculars and instruetions as
may be issued by SEBI.

Penal Provisions

If, a registered collective investmenit management company violates certain
provisions of the regulations, then following will be the consequences: —

« Suspension/cancellation of certificate.

e SEBI may initiate criminal prosecution in the interests of the securities
market and the investors passing of following directions such as:

s requiring the person concerned not to collect any money from investor
or to launch any scheme;
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e prohibiting the person concerned from disposing of any of the properties
of the scheme acquired in violation of the Regulations;

* requiring the person concerned to dispose off the assets of the scheme in
a manner as may be specified in the directions;

* requiring the person concerned to refund any money or the assets to the
concerned investors along with the requisite interest or otherwise,

collected under the scheme;

* Prohibiting the person concerned from operating in the capital market
or from accessing the capital market for a specified period.

ROLE OF COMPANY SECRETARY.

The Company Secretary shall ensure that the money mobilization carried out
by the company will not trigger the parameters of CIS Regulations.
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