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1 INTRODUCTION TO
STRATEGIC MANAGEMENT

MEAMING, PROCESS, PHASES, IMPORTANCE & LIMITATIONS OF STRATEGIC
MANAGEMENT

_61. Dehne mﬂ le. mer
Ans.: Siralegic Managemenl is a discipline that deals with long-term develop-
menl of an organization with a dear-cut vision ahoul organizalional purpose,
scope ol activilies and objeclives.

Definitions of Sirategic Managemeni:

Chandler - “Deiermination of the basic long-ierm goals and objectives of an
enterprise and adoplion of course ol action and allocation of resources neces-
sary b carry oul Lhese goals.™

Glueck - “That sel of decisions and actions which lead 10 the development of
an elfective stralegy or stralegies o help achieve corporate objectives.”

Palne and Naumes - “Sirategic management invelves the decision making
and the activities in an organization which — (1) have wider ramilications,
(2) have a long lime perspective, and (3) use critical resounces lowarnds perceived
opportunitics or threals in a changing environmenl.”

Hambrickand Chen- “Siralegic management is the lormulationand implemen-
lation of the major goals and iniliatives laken by a company’s lop management
on behall of owners, based on consideration ol resources and an assessment of
the internal and external environments in which the organization competes.”

2. What do you undersiand by Strategic Management Process? Also
discuss four phases of Sirategic Management Process.
Oor

Preseni a diagrammatic representation of componenis of Strategic
Managemeni Process.
Ans.: Siralegic Managemeni Process: 11 is (the process by which the managers
are able io make a choice of a sel of simiegies for the orpanization that will
emable it 1o accomplish improved pedormance.

1.3

BNV



TAXMANKS

1.4 PART 1 : STRATHGIC MANAG EMENT

Stmlegic managemen! is nol a stalic bul continuous process as il involves
continuous appraisal of the micro and macro enviroament surrounding the
organization and choeosing between allernatives Lhal meel the objectives and
therealier re-assessmaent of such siralegy. Fouar Phases of Strategic Manage-
ment Process: The simtegic management consists of dilferent phases, which
are sequential in nature. There are [our indispensable phases ol every stralegic
management process. In diverse companies Lthese phases may have aliered no-
menclatures and dillerent sequences, pevertheless, Lhe Tundamental substance
remains samie. The four phases can be listod as below,

Comp is of Strategic Mamagement Process

g I T i O I

(1) Environmental Scanning: The Boand of Directors and the top manage.
menl will have 1w review the current performance. To review, Lhe organi-
ralion will kave w scan the internal cavironmenl [or the strengiths and
weaknesses and Lhe external environment lor opporiunilics and threals,
The internal and external scan helps in selecting the siralegic faclors.
These have o be reviewed and redelined in relation wo Lhe mission and
abjectives. All the organizations have missions (hat define the sipnilicance
ol their existencoe
There are various lechnigues which may be used inenvironment scinning
namely:

+ SWOT Analysis
+ PESTEL Analysis
* Indusiry Analysis

(2) Strategy Formulation: Sirategy formulation is the process of deciding
abowil the best course of action [or accomplishing organizational objec-
tives and therelore, ataining organivational purpose. Aller conducting
environment scanning, managers formulale corporale, business and
Tunclional strategics.

(3) Strategy Implementatton: Simwegy implemeniation implies putting the
chosen stralegy into action. Strategy implementation includes designing
the organization’s structure, distributing resources, developing decision
making process, and managing the human resources.

(4) Stralegy Evaluaiion: 1t & the linal siep ol siralegy management process.
Thie key stralegy evalual ion activities are appraising internal and exiernal
lactors that are the rool of present stralegics, measuring performance,
and laking remedial or cormective actions. Evaluation ascertains thal
organizalional stratepy as well & its implementation is in line with the
orpanizalional ohjectives.

CHL 1 - INTRODUCTION TO STRATEGIC MANAGEMENT 1.5

These componenits ane sieps thal ane camied in sequential order, while creating
a new strategic management plan. Prosenl businesses Lhal have already creat-
cd a stralegic manapement plan will revert Lo these steps as per Lhe siluation’s
requirement, 5o as to make essential changes.

03, “Each organization musi build {is competitive advaniage keepingin
mind the business warfare. This can be done by [ollowing the process
of strategle management.” Consldering (his statement, explatn major
‘benefits of strateglc management.  [Now. 2021 {5 .ln:h'jl
Ans. .E..'nh::rg:muat:rm has 1o build iis mmpclllimadran:agc:wcr the comped-
itors in Lthe business warfare in order lo win. This can be done only by [ollowing
the process of stralegic managemenl. Stralepic Management is very imporiant
for the survival and growth ol business organizations in dynamic business
environmenl. Olher major benelils of simtegic management are as (ol lows:

# Stralegic management helps organizations o be more proactive rather
than reactive indealingwithis futere. IUacil iaes owork within vagaries
of environment and remains adaptable with the wrbulence or unceriain
future. Therefore, they are able o control their own destiny in a betler
Wiy

+ It provides belter puidance o entire organization on the crucial point -
whal il is Urving 1o do. Ao provides [rameworks for all major business
decistons of an enlerprise such as on businesses, products, markels,
organizational structures, elc,

# I [acilitates to prepare the organizaiion o lace the luture and acl as
pathfinder o various business opportunities. Organizations are able 1o
identily the available opporiunities and identily ways and means as how
o reach them.

# I serves as acorporate defence mechanism against misiakes znd pitfalls,
1L helps organications wavoid costly mistakes in product markel choices
or investmenis.

+ Over o period of lime strategic management helps organizlion Lo evalve
certain core competencies and competilive advantages Lhal assist in Lhe
fight lor survival and growth,

Immunization, vacclnation,
olher health and hyglene Issues. 1L 15 a nol-for-profit organtzatton,
working in coordination with hospitals, medical suppori centers and
local administration.
You are asked to take over the organtzation and manage 1t tn a better
way. Identify whether the concept of siralegic management is relevant
in this connection? And Il o, whal baste activittes yvou would perform
In order to manage It ently [May 2022 (5 Marks)]
Ans.: The concepl of stralepic management process is cdllectively being used
by a number of nol-for-profit or charilable orpanizations. While ‘Good Health'
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may baversoes] and elariladd, o ddstence, stll i his w EeNerale o -HI.IL;".‘M
use them wisely 10 achicve organizational objectives. Orpanization neods to be
managed strategically, irmespective whether they have profit motive. The strategic
managemenl al "Good Heallh' should essentially cover:
& Anabvring and inlerpreting the sirategic inbent in lerms of vision, mission
anid ehjoctives
# Generaiing requined resources bn lerms ol linance and manpower (vol-
unieers, paid emplovees).

* Undenaking SWOT anulvsis [rom time o time

& Seqling poals in the area of downtnodden 1t can be in werms ol geograph
ical coverage and number of downtrodden.

® Analvring the desined future pesition with the fust snd present situastion,
mﬂnmh-wn—.‘hmwmﬂh
? Give arg in suprport of your answer
Ans.: 1t s true that the presence of sirmitegic managemeni cannot counter oll

Tvimabraeneaes amad ahase s sehiove sisaess for an orgmnieatbon. Thisis on eccomeet of
comphes muliiple forces acting on business organ | zatbon and limiting iis success.

These limitalions are on accomnt of Fllowing faciors:

() Envirenment is highly complex and tarbabent: 1 is difliosl s pniker-
stand e complex eovironment and exactly plopalng bow 0wl shape-up
in future. The organizational cstimate about its future shape may awlully
go wrong and jeopardize all strategic plans

i) Strategic managemeni is a time-consuming process: Organizations
spend a ot of time in preparing, communicating the serategies that may
impede daily operations and negatively impact the maudine business

dc) Strategic managemeni ks a costly process: Sirntegic management adds
a lot of expenses lo an onganization - particularly (o small and medium
nrgan iFalons. F,\rn'n sirmicgic pl.:nm'r\ mood 0 be pngapod, efforts ane
made lor analysis of exiernal and internal environments dovise stralegies
amd properly imgplemoent

i} Competition is unprediciable: In o compeaive soenaris, where all
orginlsstions are vlng o move strastegically, B Iy ditleull 16 cesrly
culimale U compelilive respormes 1o Lhe stralogios

U6, Swagalam was o chain of holels. The business was good until the
whole nation was impacied by COVID-19 pandemic in carly 2022,
The management soon understood that pandemic had seriously
the hotel sector and average revenue-per-avaliable rmsm fell by
aearly 207 amd they expecied this decllne lo coniinue due 1o ravel bans
and lewr scen in ibe sociely.

CH. | : INTRODUCTION TO STRATEGIC MANAGEMENT 1.7

Pandemic required 14-day compulsory quaraniine for the alfected
Individuals and hospllals were short of rooms,
Management lound a small opportunity as they had sufficlenl rooms,
stafl and could follow required health and salety standards. They dectded
to do service iransformation by letiing some of thelr nniis to hosplials
io be iranslormed lnio covid-care unlis & rest of the unlis were reated
o Individuals as a guaraniine facility.
{a) Name the stralegic level of management al which such decisions
are made.
ib) The above scenario depicts one of the Umiiaitons of sirategic
management. Mscuss which Hmitation of strategic managemeni
is depicted here,
{c) Here the dectston taken by Lhe management was reactive. IMscuss
the benefit of proactive approach over reactive approach.
[Nov. 2023 (1 + 2 + 2 = 5 Marks)]

Ans.:

(i) The strategic level of management al which decisions like transfonming
herel wnits into COVID-care unils and quarantine facilitics are made is
al the "Corporate Level.” This level of management is responsible for
making decisions Lhat affect the overall direction and scope of the entine
organizalion.

(i) Thegiven scenario highlightsa limitation of sirlegic management known
as highly complex and turbulent envinnment. Due o this, there oxist
environmental uaceriainly and unprediciability of the external faclors
that alfect an organization. In this case, the COVID-19 pandemic created
ahighly uncertainand unpredictable business environment for Swagatam
Holels. The pandemic signilicanily impacied the hoiel sector, causing a
rapid decline in revenue and necessilating a strategic shill w adapl o
the changing circumsiances.

{4} A proactive approach involves anticipating and addressing issues belore
they become critical, while a reactive approach responds 10 problems
alior they have occurred. In the scenario, the decision (o transform hotel
unils imto COVID-care unils and quarantine [acilities was reactive, driven
by the unexpecied impact of the pandemic.

'07. A Company Secreiary has stepped into varlous cruclal roles such as '

Key Managerial Persoanel, Compllance Olficer, lniernal Andiior, GST
Prolessional, Registered Valuer, Insolvency Professtonal, Adviser (o
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thereby playing a pivetal role in ensuring best governance practlces of
the corporate world. Flocidate.

Ans_: A loi has changed since the passage ol the Companies Aci, 2013, A Com-
pany Secrelary has siepped into various crucial roles such as Key Managerial
Personnel (KMP), Compliance oflicer, Internal Awditer, GST Professional,
Registered Valuer, Insolvency Prolessional, Adviser 1o the Board of Directors,
Corporale Planner and Stmlegic Manager eic., thereby playing a pivoial mile
in ensuring best governance praclices of the corporate workd

In order v ensure that every activity of the business organization is conducted
in the interesis of the stakcholders, fe. sharcholders, employees, suppliers,
povernmenl agencies eic., it s cssential that a Company Secretary work as a
strategist and not as a simple knowledge worker.

Comnpany Secretary is required wooniemplaie the fulure changes in Uhe political,
economic, social, technological and legal environment and its impact on the
industry as well ax the company per se. Further, the job ol a company secrearny
is a halancing act, meaning that on the one hand he needs 1o Lake care of almosi
all the aspects of corporate affairs, L.e. acling as a mediator between the board
and the sharcholders, communicating with the outside world on vardous corpo-
rale Bsucs, conducting of mectings and proper mainienance of iis reconds ele.
On the other hand, he necds (e take care of & bigger bul extremely important
aspect, in absence of which, it may exert a debilitating impact on the business,
Le. Corporate Governance. AL limes, while performing his duties, he may find
himscdl a1 a crossroad ora dilemma, where he necds o choose between Lhe two,
Lo what is gond for the company and whai is ethically correct.

Due i higher degree ol association with business mallers, now a company
secretany’s plalier is full of various lasks. For instance, they interact with the fop
managemeni on a conlinuous basis W apprise them of the latest developmenis
laking place in Lhe capital markets, corporate laws, securities laws and their
impact on the organization and alse communicating wilth different external
agencies and regulatory authorities, thereby enlarging their role in the organi-
ralion. Further, a Company Sccretary has (o toke care of the [ollowing critical
[acets of the business, Le. Risk management, assessing the sustainahility of an
organization, coniribution towands corpomile vision and mission, assessmeni
of the magnilsde of business competition, guiding the company on the path
ol corporale social responsibility ctc. have enhanced the signilicance of a
company secretary manifold,

Thus, il i clear thal the mole of a Company Secretary encompasses almos)
all the functions which a top management official needs o perform and in view
of this, strategic managemenlt is of parmmount significance for a8 company
SeCTElary.

CIL 1 - INTRODUCTION TO STRATEGIC MANAGEMENT 1.9

8. “A Company Secrelary In today's era while discharging his pro-

wmmmmmuynﬁﬂ:hmm

tntegral components of strategic management” - Evaluate the statement

by discussing the role of Company Secretary in siraleglc managemeni.
or

What are the functions and importance of stralegic management for

professionals Hke Company Secretaries?

Ans.: The rofe of a Company Secrelary encompasses almost all the Tunctions

which a iop manapemeni ollicial needs wo perform and in view ol this, strategic
management is of puramount significance for a company secretary.

The ensuing paragraph makes an atiempl 0 comprehend how a company sec-

relary is alsoa part and parcel of stralegic management.

A company secretary in loday's erm while discharging his or her professional

obligalions has (o perform several key roles which are also inlegral componenis

ol simiegic management. A briel discussion on some of the roles is as follows:
(1) Advisory: As an advisor o the Board Members, the Company Secrelary

must build a pood relationship with them provide impariial or unbiased
advice which is in the best interest of the company.

He is required o oller nocessary assistance (o the Chairman with all de-
velopmenl processes including board cvaluation, induction and training.
This involves implemeniation of a dporous plan for the assessment of

the perfformance of Directors and taking requisile measures based on the
review report,

Furither, the Company Secretary should take the lead in developing tai-
lored induction plans for new direciors and devising a tmining plan for
individual direciors and the Board.

Although these asks are ullimately the responsibility of the Chairman,
Lthe Company Secretary can add value by [ullilling, or procurning the Tul-
filment of, these best praclice governance reguinements on behall of the
chairman.

(2) Communication with Stakeholders: The Company Secretary is a dis-

tinclive interface between the Boand and management and as such they
acl as an imporiant link between the Board and the business. Through
ellective communication they can coach management o understanding
the expectations of, and value broughi by the Boand,
The Company Secrclary also has an imporand role in communicating
wilh external stakeholders, such as investors, and i ofien the first point
ol contact lor queries. The company secrelary should work closely with
the chairman and the Board o ensure thal elfective shareholder relations
are mainained.

PNV Y L
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1.10 PART | : STRATEGIC MAMAGEMENT

(3) Flawless Disclosure & Reporting: In recenl years there has boen in-
creased emphasis in the quality of corporaie povernance reporiing and
calls lor increased tansparency. The company seoretary usually has re-
sponsibility lor drafling the povernance section of the company's annual
repon and ensuring that all repons are made available o sharcholdors
according Lo Lhe relevant regulatory or lsting reguiremenis.

{4) Managemeni of Doard Meelngs and Commiiices: A Company
Secrelary plays a leading role in good governance by helping the Board
anud its commitiees [unclion effectively and in accordance with Lheir lerms
ol reference and best practice. Providing suppor goes beyond scheduling
mectings o proaclively managing the agenda and ensuring the presen-
tation of high guality up-to-date information in advance of meclings.
This should enable direclors 1o contribute [ully in board discussions
and debale and 1o enhance the capability of the Boand Tor pood decision
making. Following meetings, the Company Secretary should pursue and
manage follow up aclions and report on mallers arising.

(5) Complances: A business has 1o adhere o various laws and regulations

[ailing which may invile various legal hassles, A Company Sccrelary is
required Lo ensure compliance with various laws and repulations and for
doing s he shoubd be conversant with the laws as well as the amendmenis
thal take place,
A Company Secrelary has o ensure compliance ol various like
Companics Act; SEBI Act, Securitics Contracts (Repulation ) Act and rules
and repulations made thereunder; Forcign Exchange Mamagement Act;
Comnsumer Proleclion Act; Deposilories Acl: Environment & Pollution
Control Laws; Labour & Indusinal Laws ele

(6) Represeniatlon: A Company Sccrelary has o represenl belore various
tribunals and couns in onder 10 present the legal ssue of the company.
In India, a Company Secrelary appears belore Lhe legal bodies like -

= National Company Law Tribunal (NCLT)
- National Company Law Appellaie Tribunal (MCLAT)
= Compelition Commission of India (CC1)
= Registrar of Companices (ROC)
= Tax Tribunals.
(%. Whai compeiencies are required for Company Secretary to become
elfective player of stralegic management?
Ans.: To be an elfective plaver of strategic management, a Company Scorelary
needs 1o embrace the lollowing come compelencies:
« Thorough knowiedpe of the company’s business.

# Sound knowledge of lavws relating o company, capital markets, industry
refated elc.

CHL 1 : INTRODUCTION TO STRATEGIC MANAGEMENT 1.11

+ Communicalion and prolessional skills, legal skills, management skills
and IT skills.

Sensilive lowards thoughts and leelings of boand dircctors and the CEO.
Updated knowledge of legal eavironment, [inancial cnvironment & busi-
ness envimnment.

Sound knowledpe of corporale povernance.

Ability to work and achicve a consensus within multidisci plinary seltings.
Flexibility, creativeness townrds business ol Lhe company.,

Remaining calm under pressure and not Insing sight of perspeclive.

MEANING, BENEATS & LIMITATIONS OF STRATEGIC PLANNING

010. What do you understand by the term ‘Siralegic Planning’?
or

Write a shori nole on: Sirategic Plannlng Cycle
Ans.: As per Allison & Kave, "Surategic Planning is an organizalion’s process
of delining its stratepy, or direction, and making decisions on allocating its
resnunoes 0 pursue Lhis strategy. 11 may also exiend 1o contml mechanismes for
puiding the implementation of Lhe sirategy.”

In 1960, the concepl of Strulegic planning gained prominent in simlegic man-
agemenl in corporale sector and il has maintained ils imponance in contem-
powrary Limes too. [ lollows a cvele that is inlerpreted below:
Sirategic Planming Cyvcle: Although, sirategic planning process miay be unigue
as per the specilic reguirements of any organization, vet the Strategic Planming
process is modeled in cyvcle shown above contains the sieps most commonly
Folkrwed by most of the organirstions:

# Deliberating mission of the organization.

+ Developing poals based on chosen mission.

» Examining internal covironment (Stremngths & Weaknesses).

* Examine cxternal environment (Opportionities £ Threats).

+ Summarize lindings of SWOT Analysis.

#+ Formubale linal strtepy based on SWOT,
Stratepic planning is an ierative process: it may begin with one mission and
end with another, depending on the outcomes of Lthe process.
Q11. What are the benelits and Bmitatlons of Strategic Planalag?

Ans.: Benelits of Stralegic Planatng: Siralepic planning can help yvour orga-
niration in a number of criticnl ways:

L
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(a) Improved results and confidence: A proper plan may positively influ-
ence organizational performance and can coniribule o a greater sense
of purpose, progress and accouniabilily among its leam.

{b) Focus: Good strategic planning lorces future thinking and can refocus
and re-energize a disorientated organization.

(¢) Problem solving: Stralegic planning locuses on an organizalion’s most
critical problems, choices and opportunities.

{d) Teamwork: Sirategic planning provides anexcellent opporiunity o build
a sense of leamwork, lo promote learning, and o bulld commitment
across Lhe organization.

{e) Communication: All siakeholders have an inlerest in knowing Lhe diree-
tion in which organizalion is heading and also how their contribution
will fit in overall plan.

(N Greater control: Stralegic planning can prowide an onganization greater
conlrol the ervironment in which il operates.

Limitations of Strategic Planning:

{f) Cosis can outwelgh beneflts: Stralepic planning can consume a lot
of time and money, This can be wastoful il the strategic planning is nol
successul.

(i) Dewel t of Poor pl Faulty sssumplions about the [uture, poor
assessment of an organiztion’s capabilitics, poor group dynamics and
information overload can lead 1o the development of poor plans.

(1) Implemenlation: Il not implemented properdy, whole planning exercise
will go [utile. Disillusionment, cynicism and feclings of powerlessness
often resull il people have contributed enerpy for development of a plan
which is nol implemented.

012, Strateglc planning is an imporiant consiliventi of sirategic
management. In the Hght of the same explatn the meaning of strategic
planning. Also outline the characteristics of strategic planning.
[ May 2023 (5 Marks)]

Ans.: Strategic plans are made by the senior management for the entire orga-
nization aller taking into account the organization strength and weaknesses in
the light of opportunities and Lhreats in the external cavironmenl. They involve
acquisition and allocation of resources for the atminment of organizational
objeclives.
Strategic planning deals with one or more of three key questions:

-+ What are we doing?

-+ For whom do we do i?

& How Lo improve and excel?
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Characteristics of stratepic planning: Following are the chamcieristics of
stralegic planning:

- Sirategic planning shapes the organization and its resources.

= Sirategic planning assesses ihe impact ol environmenial variables.

- Strategic planning lakes a holistic view ol the organization.

- Strategic planning develops overall objectives and stralogics.

= Simtegic planning is concerned with the long-term success of the

organizalion.
= Sirtegic planning is 8 senior management responsibility,

ROLE OF BOARD OF DIRECTORS IN STRATEGIC DEQSION

013, Explain the role of Board of Mreclors in decistons related 1o
-q-dnllu’s Corporale Soclal Responsibility.

Ans.: Role of Board of Mreclors In making Sirategic Declsion: The instilu-
Liown ol board of directors was based on the premise that a group of trustworthy
and respeciable people should Inok after the interests of the arpe number of
sharcholders who are nol directly involved in the management of the company.,
The position of Lthe board of directors is that of wrust as the board is entrusted
with the responsibility o act in the best interests of the company.

The contribution of board of directors of companies is critical lor ensuring
appropriale directions with regard 10 leadership, vision, stratepy, policies,
monitoring, supervision, accountability o sharcholders and other stakeholders,
amd 1o achieving greater levels of performance on a sustainoed basis as well as
adherence o Lhe best praclices of corporale governance.

An eflective boand delines the company's purpose and then seis a strategy Lo
deliver it, shapes its cullure and the way il conducts Lthe business. It seis the
main Lrends and [aclors affecting the long-lerm success and fulure viability of
Lhe company — [or example technological change or environmental impacts —
and how these and the company's principal risks and uncertainties have been
addressed.

The board should have sound understanding of how value is created over time,
kev strategics and business models wwards a sustainable fulure. This & not
limited o value that is found in the linancial statements. An understanding ol
how value for intangible sources is developed, managed and sustained.

For example, a highly trained worklorce, intellectual property or brand recogni-
Lion — {5 increasingly relevant lo an understanding ol the company's performance
and the impact of its aclivity. These are imporiant considerations [or hoands
when selling corporale siralegy.

Boards have a responsibility for the health of the company and need 1o lake a
long-term view. This is in contrast 1o the privcitics of some investors, not all of
whom will be aligned with the pursuil of success over the long-term.
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An elfective board will manage the conflict between short-ieom interesis and the
long-term impacts of il docisions; it will assess sharcholder and siakeholder in-
tleresis Irom Lhe perspectiveol Lhe long-lerm sustainable success ol Lhe company.
The board’s role is W provide entreprencurial leadership of the company within
a Iramework of prudent and elTective controls which enables risk o be assessisd
and managed. An elfective board develops and promotes its collective vision
of the company's purpose, its cullure, its values and the behaviour it wishes 1o
promole in conducting ils business. The role of Board in particular includes:

+ Providing direction for managemeni.

+ Demonstrate ethical leadership, displaying and promoting the behaviour
through which a company wishes o conduct its business Consislent with
the culiure and values it has delined lor the organizalion.

# Createa performance culture that drives value creation wilhoul exposing
the company o excessive risk of value destruction

+ Make well-informed and hiph-quality decisions based on a clear line of
sight into the business.

# Create the right framework [or helping directors meel their statutory
dues under the Companies Act, 2013 andior other relevant stalulory amd
repulalony regimes.

+ Being accountable, particularly o those that provide the company’s
capital; and Think carclully aboul ils governance arrangements and
embraces evaluation of their cflectiveness.,

Q14 “Strateplc decistons are difTerent innature than all other decistons.”
In the lght of this statement explain major dimensions of sirategic

decisions. [May 2021 (5 Marks}]
or

Care Lid. has dectded Lo acquire Trust Lid. Discuss Lhe major dimensions

of sirategic decisions. [Nov. 2023 (5 Marks)]

Ans.: Strategic decisions are dilferent in nature than all other operational
decisions. The dimensions of sirategic decisions are nol similar to that of other
decisions which are laken al various levels of the organization during day-lo-
day working.

Following major dimensions of strategic decisions make them different than
operational decisions:

1. Strategic decisions require top-management decistons. Siralegic
decisions involve thinking in wiality of the orpanizalions and there is
also a lod of risk involved in that.

2. Strategic decisions involve the allecation of large amounts of company
resources — linancial, technical, human elc.

3. Stralegic decisions are likely Lo have a signlficant impact on the long-
term prosperity of the lirm.
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4. Strategic decisions are future ordented .

5. Siralegic decisions usually have major multilunciional or mulii-business
CONSEQUENOEs,

6. Strategic decisions necessitate consideration of factors in the lirm's ox-
ternal envimoment,

CORPORATE SOCIAL RESPONSIBILITY

15 Wrile a short nole on: Corporale Soclal Respoasibility (CSR).

Or
CSRisaconceptwhereby companies not onlytoconsider thetr profitabiiity
amd growth, but also interests of soclety and the environment by taking
responsibility lor the impact of thetr activities on the soclety, environment
:-!mtl wﬂ:h thq operate. I.'.'l.'phh. )

ﬁm ' [‘.nrpnute Snd-l Ruponﬂh!mr(csll] CSR ni undu.rslmd m hl. |h|.
way by which lirms inlegrate social, environmental and economic concems into
their values, cullure, decision making, stmlegy and operations in a lransparent
and acoountable manner and Lhereby establish betler practices within the Tinm,
creale wealth and improve society.

According 10 the World Business Council Tor Sustainable Development, 1999, ¢
“Corporale Social Responsibility is Lhe continuing commitment by business 1o -

behave cthically and contribule to the cconomic development while improv-
ing the quality of life of the workforce and their lamilies as well & ol the local
community and the society al large.”
CSR is a concept wherehy companies not only to consider their profitability and
erowih, but also interests ol society and the environment by taking responsibility
lor the impact of their activilies on the sociely, environment and communilics
in which they operale,
CSR aims to fullil expectations that society has [rom business and il is viewed
as a comprehensive sel of social policies, practices and proprams that are in-
tegrated throughowt the business operations. The concepl of CSR has evolved
over the vears and it is pow used as a sirategy and a business opporiunity o
earn stakcholders poodwill.
Essentially, Corporate Social Responsibility is an inter-disciplinary subject in
rature and encompasses in its fold:
1. Social, economic, ethical and moral responsibility of companies and
MENAPETS,
2. Compliance with legal and voluntary requirements for business and
professional practice.
3. Challenges posed by needs of the coonomy and socially disadvaniaged
Erops,
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4. Management of corpomic responsibility activities.

5. Proper implementation of the projecis taken up by the company so thal
the benelil poes 1o people in need.

e
Strategy?

Ans.: CSR is an important business stralegy because, wherever possible, con-
sumers winnl o buy products lrom companics Lhey brust; supplicrs wanl Lo
lorm business parinerships with companies they can rely on; emplovees wani
1o work for companics they respect; and NGOs, increasingly, wanl 1o work
logether with companies secking leasible solulions and innovalions in arcas
Of COMIMAN CONCer.

CSR is a4 ool in the hands of corporales o enhance the markel penctration of
iheir products, enhance its relation with stakeholders. CSR activities carried
ol by the enlerprises affects all the stakeholders, thus making pood business
sense, Lhe reason being contribution o Lhe botlom line.

Q17. As a Company Secretary ol Hsled entlty, discuss the benefits of
Corporaie Social Responsibiliiy

Ans.: Corporale Social Responsibility (CSR) is a concepl wherehy companics
nol only o consider their profitability and growth, bul also inleresis of socicty
and the ervironmeni by taking responsibility for the impact of their activities
on the society, eavironment and communities in which they operate.
Benelits of Soclal Responsibility: Some of points highlighting the
benclits ol CSR are given below:

(&) Favourable public image: CSR creales a lavourable public image,
which altracts customers. Repulation or brand equity of the products ol
acompany which understands and demonstrates ils social responsibilitics
is very high. Customers trust the products ol such a company and are
willing 1o pay a promium on ils producis. Organivations thal perflorm
well with regard 1o CSR can build reputation, while those that perform
poory can damage brand and company valee when exposed. Brand
equity, is founded on values such as Lrust, credibility, reliability, quality
and consisiency.

(b)) Social involvement: CSR builds up a posilive image encouraging social
imvolvement of emplovees, which in turn develops a sense of lovally 1o-
wards Lhe organizalion, helping in creating a dedicated workforce prowd
ol ils company.

() Greater freedom and flexibility tn decision-making: The Company’s
social involvement discourages excessive regulalion orinterverdion from
the Governmenl or stalutory bodies, and hence gives preater lneodom and
Mexibility in decision-making.
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{d) Improvemeni in iniernal activitles: A proper CSR Policy improves
the intemnal activities ol the organization which have an impact on the
external environment, since Lhe sociely s an inler-dependent system.

{e) Balance belween ihe anthorily and respoasibility: A business orga-
niration has a preat deal ol power and moncy, entrusied upon i by Lhe
socicty and should be accompanied by an equal amount of responsibiliny.
In sther words, there should be a balance between the authority and
responsibility.

() Encourages co-operatlve altlinde: The almosphere of social respon-
SIVOMeSS encourages co-operalive attitude between groups ol companics.
Onecompany can advise or solve social problems that oltherorganizations
could not sobve.

(g) Better relatonship with employees: Companics can betler address the
grievances of ils employees and creale employment opporiunities [or the
uncmploved.

(k) Betler Indicatior for Investors: Financial instilulions are increasingly
incorporating social and environmental criteria inlo their assessment
ol projecis. When making decisions aboul where 1o place their money,
investors are looking lor indicalors ol effective CSR managoment.

'Q18. Discuss briefly various factors that influence Corporate Social
'Respoastbility (CSR).

Ans.: Faclors Inflluencing CSH: Many lactors and inflluences, including the
lellowing, have led 1o increasing attention being devoted 1o CSR:

# Globaliration - coupled with locus on cross-border trade, mullinational
enterprises and global supply chains — i increasingly raising CSR con-
cerns related 1o human resource managemenl practices, environmental
protection, and health and salely, among olher things,

+ Governments and interpovernmental bodies, such as the United Nations,
the Orpunisation for Ecomomic Cooperation and Development (OECD) and
the International Labour Organization (ILO) have developed compacts,
declamtions, guidelines, principles and other instruments thal oulline
social norms lor acceplable conduct.

& Advances in communications icchnology, such as the Internet, cellular
phones and personal digital assistants, pre making il casior o rack cor-
porale activitics and disseminate information abowt them.

# Non-povernmental organizations pow regularly draw atiention through
their websiles 1o business. practices they view as problematic.

# Consumers and investors are showing increasing inlerest in supporiing
responsible business practices and environmenlal ssues.

# Numerous serious and high-profile breaches of corporale ethics have
contributed 1o clevated public mistrust ol corporalions and highlighued
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the need for improved corporate governance, IFRIMSPArency, acoounl-
ahility and ethical standards. However, being ethical and being socially
responsible in making posiiive measurable cantribation 1o sociely may
ool ba same,

# Citizens in many countries are making it clear that corporations shoulkd
mel standards of social and environmental care, no matler whene ithey
operaie.

# There is increasing awaneness ol the limits of government legislative and
repulaiory inbtistives o ollectively capiore wll the issues thal corporaie
social resporsibility addresses.

+* Businesses are recognizing thal adopting an effective approach 1w CSR
can roduce risk of basiness dismuptions, open wr aew opporta ies, snd
enhanee birund and company reputation.

#» Ethical persons shall be attracted 1w join the company.

* Effective CSR will depond on the mitdset of excontives of the corpomis
who are oking up CSR indtiatives.

+ CSH also dopends on the implementing agencies with regard (o Lheir
seriousness, Integrity, honesty and atlilude,

019, Define ‘Corporale Social Responsibility' as per Rule 2( ) of the
Companies (Corporate Social Responsibility Policy) Rules, 2014,

or
Referring to the Camparies Act, 201 3 re ‘Corporate
mumm.nmmm 4 ot qualify as
CSR? [Dec. 2016 (4 Marks)]

Ans.: Corporate Soclal Responsibility (CSR) [Rule 2{ d)): Comporate Social
Responsihility (CSR ) means activities undertaken by o Compamy |n pursaance
ol s statutory obligation kid down in section 135 in acoondance with the pro-
visinns contained in these rules.

Activities not cluded In CSR: Corporale Social Responsibility shall not
include lollowing:

(1) Activities undertaken in pursuance of normal course of husiness of the
connpary, However, any company cogaged in neseach am development
aictivity of pew vaccine, drugs and medical devices in their normal course
ol Dusiness may underake neseanch wml development activity of mew
vacvine, drugs ad micdical devices related 1o COVID-19 Jor linancial
vears 2020-21, 2021-22, 2022-23 subject 1o the conditions thal -

(@) Such research and development activities shall be carried out in
enllaboration withany of the nsiitutes ororganirations moentioned
in lvem (s ) ol Schedule VIT to ihe Aci

(B Details of such activity shall be disclosed separicly in the Annusl
report on CSR inchaded in the Bosnd's Ropart
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(i) Any activity underiaken by Lhe company outside India excepl for Lraining
ol Indian sports personnel representing any State or Union Llerrilory at
national level or India al international level.

(i) Contribution of any amount directly or indirectly 1o any political pary
umder section 182,

{iv) Activilies benelilting emplovees of the company as deflined in section
2(k) of the Code on Wages, 2019,

{¥) Activities supported by Lhe companies on sponsorship basis [or deriving
marketing henelils lor ils products or services.

{wih Activitics carried oul for [ullilment of any olher slalulory obligations
under any law in lorce in India.

020, From the following information in respect of two companies
wiz. ZYX Lid. and CBA Private Lid., compuie the amount the companies
(CSRY: :

Financtal | Z¥X Lid. Net Profii(Loss) CBA Private Lid. Net
Year % in Crore) Profit/{l.oss) (% in Crore)
20142015 Not incorporated (4
211 5-2016 & )
2016-2007 18 (3
[Fume 2017 {4 Marks)]

Ans.: Amount required to be spenl on CSR [Section 13%(5)): The Board of
every company o which CSR provisions are applicable shall ensure that the
company spends, in every linancial year, at keast 2% of the average nel profits
of the company made during the 3 immediately preceding (inancial vears, or
where the company has noi completed the period of 3 financial years since ils
incorporation, during such immoedialely preceding linancial vears in parsusanes
of its CSR Policy.

Explanation: Nel Profil shall nol include such sums as may be prescribed, and
shall be calculated in accordance with the provisions of section 198,

Calculation ol Average Nel Profil:

6,00,00,00 + 18,00,00,00
2

XYZ Lud. = =% 12,00,00,000
— 4,00, 00,000 - 1,00,00,000 + 6,00 00,000
3
Amount required to be speal on CSR Activities:
XYZ Lid. = 12,00,00,00 Crore x 2% =T 24,00,000
CBA Privaie Lid. =% 33 33 333 x 2% = ¥ 66,667

CBA Privale Lid. = =T33,33,333
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Q21. RS Limited has ncurred T 5,00,000 for the fulfilment of Labour

Law, Land Acquisition Aci and Food Safety & Siandards Act In the

month of May, 2018. The company has accounied for this 7 5,00,000
Soclal

as Corporale (CSR) expendiiure. Explaining the
Companies Act, 201 3discusswhetherthe company
accounted for the amonnt in CSR. |Tueme 2018 (4 Marks))

Ans.: As per Section 133(3) ol the Companics Act, 2013, CSR Commitice is
required Lo formudate and recommend 1o the Board, CSR Policy which shall
indicate the activities 1 be undertaken by the company in arcas or subject,
specilied in Schedule VIL

Schodule W1 specilies various aclivitics which may be included by companics
in their Corporate Social Responsibility Policies.

The Board of directors every company to which CSR provisions are applicable
shall ensure that the activities as are included in CSR Policy are undertaken
by the company.

Amoant spent for Labour Law, Land Acquisition Act and Food Salety & Stan-
dards Act are noi included in Schedule VIl and hence amounts spend for it
cannol be accounted as CSR expendiiure by the RS Limited.

022, Any cxpenditure Incurred for the benehit ol the soclety will be
constdered as expenditure in pursuance of corporale soclal responsi-
bility policy. Comment. [Dec. 2018 (3 Marks)]
Ans.: As per Section 1353(3) of the Companics Act, 2013, CSR Commillce is
required 1o formulate and recommend (o Lthe Board, CSR Policy which shall
indicate the aciivities 1o be underiaken by the company in arcas or subject,
specilied in Schedule VI

Schedule VI specilies various activities which may be included by companios
in their Corporate Social Responsibility Policies.
The Board of directons every company 1o which CSR provisions are applicable
shall easure that the activities as are included in CSR Policy are underiaken
by the company.
The expenditure incummed for the benclit of socicty shall be considered as
expendilure in pursuance o Section 135 of Companics Act, 2013, only il the
conmipany spends such amount on various activities specilicd in Schedule ¥II
and included under CSR. Policy of the Company.

(23, Warner Lid. 1s an Indian company with a nel profit of 4 Crore,
# 7 Crore, T & Crore and T 7 Crore respectively in the last four years. Net
profit for each of last four vears including dividend of 2 1 Crore received
[rom WE Lid. which is an Indtan company. IMscuss whether Warner Lid.
s required to spend on CSR activities? If yes, how much it shonld spend?
If no, stale the reasons for it [Dec. 2019 (4 Marks)]

Ans.: Companies to which CSR provisions are applicable [Section 135(1)]:
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CSR pmwisions are applicable (o companies which fulfils any one of the Tollow-
ing criteria during the immediately preceding linancial yvear:

+ Ned worlh - ¥ 500 Crore or more

* Turnower —% 1 000 Crore or more.

# MNet prolil - 5 Crore or more.
Amounl required to be spent on CSR [Sectlon 135(3): The Board ol every
company Lo which CSR provisions arc applicable shall ensure that the compa-
ny spends, in every (inancial vear, al least 2% of the averape nel profits of the
company made during the 3 immedintely preceding linancial vears, or where
the company has nol completed the period of 3 linancial yeuars since ils incor-
poration, during such immediately preceding linancial years in pursuance of
its CSR Policy.
Explanarion: Net Profit shall nol include such sums as may be prescribed, and
shall be calculated in accordance with the provisions of seclion 198,
As per Rule 20k) of the Companics (CSR Policy) Rules, 2014, Nel Profil means
the net profit of a company as per its financial stalement prepared in accor.
dance with the applicable provisions ol the AcL. Net Profit shall not include ihe
lolkrwing:

(i) Any profil arising [rom any overseas branch or branches ol the company,

whether operaled as a separale company or otherwise.
(i) Any dividend received from other companies in lndia, which are covered
under and complying with the provisions ol Section 135 of the AcL

It is assumed that WB Lid. is covered under section 135 of the Companics Act,
2013 and dividend received by Warner Lid. [rom WEB Lid. will be excluded while
calculating net prolit lor the purpose of CSR provisions.
Thus, net prolit of last three years ol Warner Lid. lor the purpose of CSR
provisions aller excluding dividend of 1 Crore will be 6 Crore, 5 Crore and
T 6 Crore.

6,00,00,000 + 5,00,00,000 + 6 00,00,000
3

Amount requined (o be spent on CSR Activities by Wamoer Lid, = T 5,66,66,667
x 2% =T 11,3333

024, DEF Traders Lid. Is Incorporaled as a small company. State with
reference 1o the relevant legal provisions whether 1t 15 required Lo
sei up a Corporate Soclal Responsibility Commitiee?

Bhec. 2020 (3 Marks))
Ans.: Companies lo wihich CSR provisions are applicable [ Section 135(1)]:
CSR prowisions are applicable w0 companics which Tullils any one of the
lollowing criteria during the immedialely preceding linancial year:

Average Nel Profit = =T 5,66,66,667
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+ MNel worth - F 500 Crore or mone
+ Turnover — T 1,000 Crore or more.
# Nel prolil -2 5 Crore or more.
Small Company [Section 2{ 85)]: Small company moans a privile company -
i) Patd-upshare capital of which does not exceed # 4 Crore or such higher
amounl as may be prescribed which shall nol be more than 7 10 Crore
and
(i) Turmover of which as por it lest profit and loss account does nol excecd
¥ 40 Crore or such higher amount as may be prescribed which shall not
be more than T 100 Crore.
Wothing in this delinition shall spply to: | This mears followime comparnies cannot
be small companies |
{a) Holding or a subsidiary company
(b) Company registened w's 8
(e} Company or body corpomle governed by any Special Act,

DEF Traders Lid. is a small company. It does nol meet the crileria specilicd
in section 135 of the Companies Act, 2003 and hence DEF Traders Lid. is nol
reguired 1o constilule CSR Commillec.

025, Board of Direciors of Charliy Lid. wanls (o understand [rom vou

applicability of the provisions relating to CSR to companies including
requirements o consiitute CSR Commitice. Inform the Board.

S o o il
Ans.: Companies to which CSR provislons are ble [ Section 135(1)]:
CSR provisions arc applicable o companics which Tullils any oac of the Tollow-
ing crileria during Lhe immedialely preceding linancial year:

+ Ned worth - 2 500 Crore or more

# Turmower =T 1,000 Crore or more.

+ Net profit = 5 Crome or mone.

CSR Committee: Every company o whom CSR provisions are applicable shall
constilule a CSR Commitlce of the Boand,

Composttion of CSR Committes: CSRE Commillee shall consist of 2 or mone
directors, oul of which at least 1| direcior shall be an independent director.
However, unlisted public company and private company which s not required
s appoint an independent direcuor, CSR Committee shall consist of 2 or more
direciomn.

Applicability of CSR provisions toforelgn branch office/project office: As per
Rule 3(1) of the Companies (CSR Policy) Rules, 2014, every company including
iis holding or subsidiary, and a foreign company delined under section 2(42)
ol the Act having ils branch ollice or project oflice in India, which Tullils the
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criteria specilied in section 135(1) of the Act shall comply with the provisions
ol section 135 of the Act and CSR Rules.

Role and responsibilities of the CSR Committee [Section 135(3)]: Following
shall be the responsibilitics of the CSR Commillee:

{g) Toformulale and recommend 1o the Board, CSR Policy which shall indi-
cale the activities 1o be undertaken by the company in arcas or subject,
specilied in Schedule VIL

(b)) To recommend the amount of expendilure o be incurred on CSR
activities,

e} To monitor CSR Policy of the company [rom Lime 1o lime.

026, XYZ Lid. Is carrying oul a project nnder lis CSR inlilatives. Some
of lis employees are working in this project. The company wanis o
monetize and account il under the head of 'CSR expenditure’? Advice
the company. |Dec. 2021 (3 Marks)]
Ans.: As por MCA General Circular, the coniributionand involvementof emplovees
in CSR activitics of the company will no doubl penerate interest/pride in CSR
winrk and promote translormation from Corporale Social Responsibility as an
obligation, 1o Socially Responsible Corpomate in all aspects of their lunclioning,
Companies therelore, should be encouraged 1o invodve their employees in CSR
activilios. However, monelizalion of such services ol emplovees would not be
counted lowards CSR expendilure.

027. Mind-Game Lid., i a subsidiary company of Mind-Guru Lid.
Mind-Game atiracts ihe provisions of section 135 of the Companies Act,
2013 and it has minimum average obligation to spend Corporate Social
Responsibility (CSR) amount of ¥ 15 Crore during each of the preceding
5 vears. In ihis connection, Board of direciors needs your expert views
on the following matters:

(1) What 1s the meaning of “Impact assessment”?

(#1) Whether impacl assessment 1s required (o be underiaken by all

the companies?

_ {#tf) Who can conduct impact assessmenl?  |June 2022 (5
Ans.:

(1) lmpact Assessment: The impact assessmen! is exercise o assess Lhe so-

cial impact of a particular projecl Impact assessment intends Lo cvaluate
“social relurn on invesimeni”.

Impact assessmenl is Lhe exercise of laking a retroactive view on Lhe CSR
Activities completed by the entity.

Impact sssessmend is seemingly another siep 1o encourape companics
0 take considercd decisions belore deploving CSR amounts and assess
the impacts of their invesiments to caplure the impact being pencrated
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by them, This shall mol only serve as leadback lor companies 1o plan and
betier allocate vesources, but shall also deepen the impact of CSE.

() Who are required to underiake Impact Asscssment: Since impact
asscssmcenl is cosl-intensive and time consuming, the iden is to obligate
only cenain classes of compames which have large amounits of spending
and have completed their bige CSR projects,

Accordingly, as per Rule 8(3) ol the Companics (CSE Pollcy) Rules, 2014,
every company huving average CSR obligation of T 10 Crore or more in
pursumnee of section 135(5) of the Acy, in the 3 immediately preceding
linancial vears, shall underiake impact assessmenl, through an indepen-
dem agency, ol their CSR progects having outkiyvs of T 1 Crore or more,
and which have been completcd not less than one vear beliere anderiaking
the impact study.

Tho impact axsessment reports shull be placed belore the Bownd and shall
be anncxcd o the annual ropoe) on CSR

A Company underiaking impact assessmenl may book the expendilure
towards CSR for that linonclial vear. which shall not exceed 2% ol ithe
ol CSR oxpenditure for that linancial vear or ¥ 50 lakh, wiichever &
gy

(i) The impact assessmeni shall be conducied by an independent agency.

Mlml,fl.d ﬂ!ﬂ-nh*hdnhm I.Hiill:em
nies Act, 2003 as per the audited nancial stslements was as under:

Year 2021-2022 = Nel Profit 8 Crore
Year 20202021  :  Nel Profit ¥5 Crore
Year 2019-2020 : Net Profi ¥ 4 Crore

The profit for the financial year 2021-2022 included the profit of 7 1
Crure from (s foreign subsidiary company and 7 1 Crore from an Indian
company covered under section 135 of the Compandes Act, 2013, as
dividend. Comment on the amount, if any, lable to be spent on Corporate
Soclal Respousibility (CSH) activities by the company.
lﬂﬂ'— H.Z! i3 Hd'.lll

Ans.: Cmpﬂuluﬂkhtﬁlpmﬂﬂmm:ppmuﬁm 135{1))
CSR provisions are applicable 1o companics which Tullils any one ol Uhie follow-
ing criferia during the immediately preceding linancinl vear:

& Net worth —8 300 Crore or more

& Turnover - T | 000 Crore of mare.

# Mol pralit = T 5 Crore or mone
Amount required to be spent on CSR [Section 135(5)): The Boand of every
company 1o which CSR poovicions are applicaible chall ensure ihal (he compa-
ny spesdds, la every lnancial vear, al least 2% ol the average net profiis of the
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company made during the 3 immediately preceding linancial years, or where
the company has not completed the period of 3 linancial years since ils incor-
poration, during such immedialely preceding linancial years in parsuance of
its CSR Policy.
Explanation: Nel Profil shall nol include such sums as may be prescribed, and
shall be calculated in accordance with the provisions of section 198,
As per Rule 2(k) ol the Companics (CSR Policy) Rules, 2004, Net Profil means
the net profit of a company as per its financial stalement prepared in acoor-
dance with Lhe applicable provisions of Lhe Act. Net Profil shall not include the
lollowing:
) Any profil arising from any oversess branch or branches of the company,
whether operaled as a separale company or olherwise.
{ii) Anydividend received Trom other companies in India, which are covered
under and complying with the provisions ol section 135 of the AcL

Calculation of net profit for the purpose of CSR provisions:

Nclpu-nﬁlm:giwq 8,0, 00 DOk Emm{m Jm_ﬂnmn
() Profitansing from any everscas branch | tI_UO,W,[_IJD} - -

—— — -

(= ![hw.'lmu.lru:uu:tl.rrutntllmq:.uuu {lm,m,m}
in Indis, which arc covered onder and

complying with the provisions of section

135

4

6,00,00.000 | 5,00,00,000  4,00,00,000

6,00,00,000 + 5,00,00,000 + 4,00,00,000
Average Nel Profil = ——— . =

Amount required (o be spent on CSR by Lthe company = 5,00,00,000 x 2% =
T 10,00,000.

029. Case Study:

Supreme Groupol Industries(SGI) hasinvested indiverse profects which
impact the Hves of people in many ways and create value by helping in
overall and holistic development of communities actoss muliiple peog-
raphles. Through lis various Inlifatives, the proup endeavours o play a
pivotal role in serving communities and projects which address the hasic
soclelal requirements. SGI has been iavolved 1o varfous Soclal Respon-
sibiltly inltatives over last many years. These elforts have substantially
tmproved the standard of Hving of the people through health care, edu-
catlon, Hvellbood and commuanity development Initlatives, making thelr

=% 5,00,00,000
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Hﬂdnﬂﬁmﬂlﬁdmmmmm&ﬂohm
Ing reglons beyond SGI1's business locations. The key philosophy of all
CSR inftiatives of SGI Is puided by three core commitments of Soclal

ResponsibiHly Infilatives:
(a) § - SCALE
(b)) I - IMPACT
(c) 8 - SUSTAINABILITY

For the hiscal vear 2025, SG1 secks to strotegically consolidate the com-
pany's CSR Infilaiives to locus on discrete soclal problems, all atmed at
enabling Hves, Wving and livellhoods of marginalized communities. SGI
has kdeatilied the following focus arcas:

+ Community Infrastructure & Environment
+ Community Health care
+ Education and Skills enhancement

With the endeavour to restructure its CSR initiatives, the Roard of SGI
In Iis recent board meeling, approved the following proposals:

(1) Formationol Ce SoclalR sibility & Governance (CSRG)
commitlee (o inalize the CSH policy 1o Hghi of the Group's CSR
plans (or the fiscal year 2025.

(2} Appolniment of amanagement consuliant, to provide professional
help to the CSRG committes on the factors nfluenctng Lhe pro-
posed CSR inltiatives of the group.

(3) Appoinimeni of a Practicing Company Secreiary, io advice on ihe
role of board of direciors with regards to the CSR related activities.

Mrs. Meena, an executive director, who was a qualified management
graduate from a premier management Institute, shared the emerging
slgnlficance of corporate governance with the Board members during
the board meeting. All the directors were eager (o assess iis applica-
bility to the SGI group ta lHght of the new CSR inftiatives proposed by
the Board. Mr. Pratyush, the company secretary who was present at the
board meeting, also enlightened the board on Lthe emerging concept of
corporale povernance. Roard asked Mr. Pratvush to table in the next
Board meefing the objectives of corporale governance and ihe role of
company secrelary la Hghi of corporale governance framework.

Nexi day morning, Mr. Pratyush came to his office and brieled his icam
on Lhe expectations of Lhe board [rem Lhe corporate secrelarial team and
asked them tocompdle a note for the board on the objectives of corporate
governance and the role of company secretary In the corporate gover-
nance. To ald them with the preparation of the nole, be recaplinlaied his
team on the recent developmenis of corporale governance framework.
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Mmlhelmumﬂmdhﬂenbnuwemﬂy:

{a) Assume yoursell as a Chalrperson ol the CSRG commitiee and pre-
pare a reporl addressed Lo Lhe Board explaining the Meaning and
Benelits of Corporate Soctal Responsibility, The report should also
Inchude a section on the factors Influencing Board's CSR initiative
based on the Inpuis recelved from the management consullant.

(b)) Assume yoursell as the Practicing Company Secreiary appointed
by the Board and provide a write-up to Lhe Board on their role in
CSHrelated activitiesof the company, tn light of the recent case law
pertaining to Board’s complance responsibility of implementing
and reporiing.

{c) Assume yourself as a young qualified Company Secreiary in the
corporate secretarial icam led by Mr. Pratyush and complle a noie
Lo the Board based oa Mr. Pratyush’s briefing on:

(i} Dbjectives ol corporuie povernance.
(i) Role of Company Secretary in the impl ation of cory
rate governance framework 1n SGI group.
Hune 2024 (5454 5= 15 m.i]

Ans.:

(@) Repori on Meaning & Benefils of Corporaie Social Responsibility

Tor

Board of Dircctons

Supreme Group of Indusinies (SG1)

Corporate Social Responsibliiy (CSR): CSR ix undersioond 1o be the way by
which firms inteprile social, environmental and cconomic concenns into their
values, cullure, decision making, strategy and operations in a transparent and
socounlable manner and thereby establish belter praclices within the firm,
create wealth and improve sociely.

According to the World Business Council for Susiaimble Development, 1999,
“Corporale Social Responsibility is the continuing commitment by business (o
hehave ethically and contribule 1o the economic development while improv-
ing the quality of life of the workforee and their [amilies as well &s ol Lthe local
community and the society al large.”

CSR is a concepl wherehy companies not only toconsider their profitability and
growth, bul also inlerests ol society and the envirmonmenL by Laking responsibility
for the impact of their activitics on Lthe society, environment and communitics
in which they operale,

CSR aims io [ulfil expectations that society has [rom business and il is viewed
as a comprehensive sel of social policies, practices and programs Lhal are in-
legrated throughout the business operations. The concepl of CSR has evolved
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over the years and it is now used as a siralegy and a business opportunity 1o
carn stakehobders goodwill.
Essentially, Corporate Social Responsibility is an interdisciplinary subject in
nature and encompasses in its fold:
1. Social, economic, cthical and moral responsibility of companics and
[ H T HTI T
2. Compliance with legal and voluntary requirements for business and
professional practice.
3. Challenges posed by needs of the economy and socinlly disadvaniaged
gruups.
4. Management of corporate responsibility activities,
3. Proper implementation of the projects laken up by the company so that
the benefit poes 1o people in need.
Benefits of Corporate Social Responsibility: Some ol poinis highlighting the
benefils of CSR are given below:

{a) Favourable public image: CSR creates a favourable public image,
which attmcls customers. Repulation or brand equity of the products of
a company which understands and demonsirates its social responsibilities
is very high. Customers Lrust the products of such a company and ane
willing 1o pay a premium on its products. Organizations that perform
well with regard 10 CSR can build reputation, while those that perform
poordy can damage brand and company value when exposed. Brand
equity, is founded on values such as trust, credibility, reliability, quality
and consislency.

(b)) Social involvemenl: CSR builds up a positive image cncouraging social
involvement of employees, which in turn develops a sense of loyally 1o-
warnds the organtzation, helping in creating a dedicated worklorce proud
ol its company.

(c) Greater reedom and Hexibility in deciston-making: The Company's
social involvement discourages excessive regulalion orintervention from
the Governmoenl or statutory bodies, and hence gives greater [reedom and
Nexibility in decision-making.

(d) Improvemeni ia internal activitles: A proper CSR Policy improves
the iniernal activities of Lthe organization which have an impact on the
external environment, since the socicly is an inler-dependent systom.

() Balance between the authority and responsibiliiy: A business orga-
nizalion has a greal deal of power and money, enlrusted upon it by the
society and should be accompanicd by an cqual amount of responsibilily.
In other words, there should be a balance between Lhe authority and
responsibility.

() Encourages co-operative attltude: The atmosphere ol social respon-
SIVONCSS cnoourages co-operalive allilude botween groups of companics,
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Onecompany can advise orsolve social pmblems that other organizations
could not solve.

(2) Better relationship with employees: Companics can beller address the
gricvances of ils emplovees and create employment opporiunitios [or the
uncmploved.

(k) Betler Indicator for Investors: Financial instilutions are increasingly
incorporaling social and environmental crileria into their assessment
ol projects. When making decisions aboutl where o place their money,
investors are looking lor indicators of effective CSR mamgement.

| {(Chairman CSRG Commilles)
(b) Report on Role of Board of Mrectors In CSR related activities of

Company

Ti

Board of Dircctors

Supremie Group of Industrics (SG1)

Raole of Board of IMrectors in CSR related acuvitdes: CSR is 4 Board-driven
process, The responsibilities of the Board of a CSR-eligible company, inrer alia,
include the lollowing approve the CSR policy:

(1) Disclose contenis of such policy in ils report and also place it on the
conmpany’s woebsile, il any.

{2) Ensure that the activilies included in the CSR policy are underiaken by
the company.

(3} Ensurc Lthal the company spends, in every financial year, at least lwo per
cent of the average net profits of the company made during the three
immediately preceding inancial years.

{4) Satisly ilsell regarding the utilization of the disbursed CSR Tunds.

{53 Il the company [ails 1o spend al leasi two per cent of the average nel
profils of the company, Lhe Board shall, in its report made under section
134(3 o), specily the reasons for not spending Lhe amount and (ransfer
the unspent CSR amount &s por provisions of section 135(5) & (6) of the
Companics Act, 2013,

(&) Alier such annual action plan based on reasonable justification as per
recommendalion of CSR commitlec.

Apart from the above, the Board of Directons of the Company also lakes decision
on Lhe following imporant mallers relaled 1o CSR:

{@) Matters relating 1o monitoring lor all projects - ongoing or otherwise,
(b) Administrative Overheads
e} Seiting ofl cxcess amount
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(d) Transfer of Capilal Assol

e} CSR Reponing

() Impact Assessmenl Repon

(g} Disclosure on Website elc.
Receni case laws periaining o Board's compliance responsibility of
Implemeniing and reporting:
In re. Chevrinad Eavth Movers (P, ) Lid. CA NO. J096/CR2018 NCLT Chennal

Facts of the Case: The Company was in its initial stage of implementing it
CSR policies. The company and its directnrs iled o disclose the details abow
the policy developed and implementation by Lhe company on corporale social
responsibility initatives taken during Lhe vears 20014-201 5, in the repons of the
Boand of its Directors. The Direciors ol the applicant company were of the view
that the disclosure required 10 be made under the law was nol mandatory. The
company conlended thal ollence in guestion was not intentional and inadver-
lently missed oul 1o give the required disclosures under the said section in the
Board's Reporl periaining (o the Anancial year ended 31.3.2015. Further, it was
ol prejudicial o interest of sharcholders or creditors. They also filed Form
GNL-1 hefore Depuly Repistrar of Companics. Deputy Replistrar Torwarded
repori stating that it was first offence by applicants and no prosecution was
pending against applicanis.

Decision: The Honourable court held that the Company and its Officers are in
defauli have violaled the provisions of scction 134(3Ko) read with seclion 135
ol the Companics Act, 2013, which s punishable under section 134(8) of the
Companics Act, 201 3. The said olfence is not inientional and i is nol prejudicial
{0 the interest of the sharcholders or the crodilors.

The provisions of section 1 34(8) of the Companics Act, 2013, provide that the
Company shall be punishable with hne which shall nol be less than F 50,000
but which exiend o € 25,00,000, and every officer of the company who is in
defaul shall be punishable with imprisoament for a term which may exiend (o
3 years or with fine which shall not be less than 50,000 butl which may cxtend
o 5 00,000 or with both. [This provision was amended vide Notification
daied 28ih September, 2020 by the Companites (Amendment) Aci, 2020.]
The applicani has pleaded for Laking lenient vicew on the ground thal it was
Lhe first olfence, which has been confirmed by the concerned ROC. Therelore,
the Application of the Company and its Officers in default is to be allowed and
Lhe ollfence is o be compounded in exércise ol the powers conlermed under
section 441, by imposing a ine under section 1 34(8), 1o the lune of T 1,50,000
ie. T 530,000 on cach the Company, and its two Officers.

Date ..

M. Pratvush
{Practicing Company Secretary)
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(c) Objectives of Corporate Governance: Corporale Governance is aimed
at creating an orpanization which maximizes the wealth of sharcholders. 1t
envisages an organization in which emphasis is kid on [ullilling the social
responsibilitics wwards the siakeholders in addition 1w the carning of profits.
The objective ol Corporale Governance is o ensure Lhe [ollowing:

* Propery constiluled Board capable of wking independent and objective
decisions.

# Board s independent in terms ol Non-Executive and Independent
Directors.

+ Board adopts trunsparent procedures and practices.

+ Board has an elfective machinery 1o serve the concerns of the
Stakehobders.

+ Board 1o monitor the functioning of the Management Team.

Properly constituled Board capable of taking independent and objective
decisions,

Board is independent in terms of Non-Executive and Independent
Dircclors.

Board adopis transparent procedures and praclices.

Boand has an ellective machineny o serve Lhe concerns of Lhe Stakeholders,
Board 1o monitor Lhe lunctioning of Lhe Management Team.

Board remains in ellective control of the aflairs of the Company.
Roleofl Company Secretary in Corporate Governance: Corporaic governance
ollers a comprehensive, inlerdisciplinary approach (o the management and con-
Lroll off companics. Corporale professionals of oday and lomorrow must imbibe
in themselves Lhe evolving principles of pood corporale povernance across the
globe on a continual basis. Therelore, Corporate Governance has emerged asan
imponant academic discipline in its own right, bringing together conlributions
Iromaccounting, finance, law and managemenl. Excelleace can be bellered only
througrh continuous study, research and academic and professional interaction
of ithe highesi guality in the theory and practice of pood corporale povernance.
The corporaie world especially looks upon Company Secrelaries (o provide
the impelus, guidance and direclion lor achieving world-class corporale pover-
nance. Company Secretaries are the primany sounce of advice on the conduct of
hussiness. This can take into its fold everything from legal advice on conflicts of
interest, through accounting advice, W the development of stralegy/corporale
compliance and advice on sustainability aspecis.

# Company Sccrelary acls as a vilal link between the company and ils
Board ol Directors, sharcholders and other stakeholders and regulalory
aulhorilics.

& Company Secretary plays a key role inensuring thal the Board procedures
are followed and regularly reviewed.

*

*

* * +
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+ Company Secrelary priwides the Board wilh guidance as (o its duties,
responsibilitics and powers under various laws, rules and regulations.

+ Company Secretary acls as a compliance oflicer as well as an in-house
legal counsel Lo advise the Board and the [unctional depariments of the
company on various corporale, business, coonomic and tax bws.

+ Company Secrotary is an important member of the corporale manape-
menl leam and acts as conscience keeper of the company.

+ The company sccrelary being an imporiant human capital of the man-
apement of the business organizalion should pat all the eflons W ensune
ihat through his roles the corporate povernance prevails and the business
is able 1o attain astral heighis,

Howaver, 1o be an effective plaver of stimtegic management, a Company Socre-
lary needs o embrace the following core compelencios:
i) Possessing a thorouph knoswlodge of the company’s business.
(i} Sound knowledpe ol laws relaling o company, capital markets, indusiry
rebated o
(iff) Must have strong Communication and Professional Skills: Legal Skills;
Management Skills and IT Skills

(7} Bring intuitive and sensiiive o the thowpghis and feelings of boand direc-
towrs and the CED.

030, Write a short note on - Objectives of Corporate Governance.
Ans.: Objectives of Corporate Governance: Corpomic Governance is aimed
al crealing an organization which maximizes the wealth ol sharcholders. It
envisages an orpanization in which emphasis is laid on fullilling the social
responsibilitics towards the stakcholders in addition 1o the caming of profits,
The objective of Corporate Governance is o ensure the following:
+ Properly constUluted Board capable ol waking independent and objective
decisions.
+ Board s independent in terms of Non-Executive and Independent
Directors.
+ Hoard adopis transparent procedures and practices.
+ Board has an effective machinery o serve Lhe concerns of the Stake-
helders,
+ Board o monitor the functioning of the Management Team

+ Properly constiluied Boand capable of laking independent and objective
devisions.
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Board is independent in lerms of Non-Execulive and Indepondent
Direcbions.

# Board adopis imnsparent procedures and practices.

# Board has an effective machinery loserve Lhe concerns of Lhe Stakeholders.
# Board Lo monitor the lunctioning of the Management Team.

# Board remains in elTfective control of the alfairs of the Company.

031, Brielly discuss ihe role ol Company Secrelary
Governance. Also discuss Lo core compelencies thal Company Secrelary
should have sothat he can be aneffective playerof sirategicmanagement.

Ans.: Corporale povernance of lers a comprehensive, inlerdisciplinary approach
1o the managemoent and contmol of companies. Comporate professionals of inday
and lomorrow must imbibe in themselves the evolving principles of good cor-
porale governance across Lhe globe on a continual basis. Therefore, Corporate
Governance has emerged as an imporiant academic discipline in its own right,
hringing logether contributions [rom accounting, linance, law and manage-
menl Excellence can be bettered only through continuous study, research and
academic and prolessional interaction of the highest quality in the theory and
practice of good corporale governance.

The corporate world especially looks upon Company Secreiaries (o provide
the impetus, guidance and direction for achieving world-class corpomie gover-
nance. Company Secretaries are Lhe primary source of advice on the conduct of
husiness. This can take into its fold everything [rom legal advice on conflicts of
interest, through acoounting advice, 1o the development of stralegy/oorporale
compliance and advice on sustainability aspecis.

+ Company Sccrotary acls as a vital link between the company and s
Board of Directors, sharcholders and other sinkeholders and regulatory
authorities.

# Company Secretary playsa key role inensuring that the Board procedures
are followed and repulady reviewed.

* Company Secrelary prwides the Board with guidance as Lo its dulies,
responsibilitics and powers under various laws, rules and regulations.

# Company Secrelary acts as a compliance ollicer as well as an in-house
legal counsel (o advise the Board and the lunclional depanments of the
company on various corporate, business, cconomic and tax bws,

« Company Secrolary is an imporianl member of Lhe corporale manage-
meni leam and acts as conscience keeper ol the company.,

# The company sccrelary being an important human capital of the man-
agement of Lthe business organization should put all the efforts 1o cnsure
that through his roles the corporale povernance provails and the business
is able o atlain asiral heighis,

*
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However, 1o be an effective plaver of stmalegic management, a Company Socre-
lary needs o embrace the following core compelencies:

(i) Possessing a thorough knowledpe of the company's business.

(i} Sound knowledge ol Biws relating 1o company, capital markes, industry
related et

(iif) Must have strong Communication and Professional Skills: Legal Skills;
Management Skills and IT Skills

{iv) Being intuitive and sensitive o the thoupghis and leelings of board direc-
toms and the CEO.

2 ANALYZING EXTERNAL &
INTERNAL ENVIRONMENT

Qt ‘Ilhtﬂnymlm umm
or

“Business environment is ageregate of all conditions, evenis and influ-
ences that surround and affect the business”. Explain.
Ans.: Business Enviroament: According o Keith Davis, “Business environmaent
is aggregate of all conditions, evenis and inlluences thal surround and alfect
Lhie husiness”.

Bavard 0. Wheeler delines business environment as “the total of all the things,
exlernal to a business [inm, which alfect the organization and its operations”.

As per Arthur M. Weimer, "Business enwvironment encompasses the climale or
sel ol conditions- cconomic, soctal, political, or instilutional- in which business
is conducted”.

Therelore, business environment may be delined as:
“The sum total of all individuals, instilutions and other [orces thal are oulside

Lhe contml of a business enterprise bul the business still depends upon them as
thev alfect the overall perlormance and sustainability of the business.”

The lorees which compose the business environmenl &re is supplicrs, compeli-
1ors, consumers, government, bankers, customoens, economic conditions, market
conditions, investors, lechaologies, political parties, international institulions
and multiple other Instilutions working extemally of a business conslilule its
business environment, These forces influence the business even Lthough they
are oulside the business boundaries,

For example, changes in income tax rate by the povernmeni while announcing
the budget may make Lhe customers reduce their consumption expendilure and
reduce guantity of products purchased cardier [rom the company. Due Lo this
macm level change, the business will need 1o re-work with its pricing policy 1o
adapt lo the lax rate change. Here, even thoeugh the business had no participation
in initiating the tax rate change, still had o adapt 1o this change by re-working
its pricing policy 1o maintain lis previous profits.

1
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In short, business decisions are influenced by, broadly, two sets of faclors, vie.,
lirm related lactors (iernal Environmient) and external inflleoence (Extermal
Environment ).

2. Enumerate the importance of Eavironmental Stody.

Ans.: Importance of Environmental Study: Benefits of studyving business
envirmonment anc as follows:

+ Development of strategics, long-term policies and objeclives ol Lhe lirm.
+ Development of action plans o deal with changes in cnvironment.

+ To lorecast the consequences of socio-cconomic changes sl Lhe natinnal
and global levels on the company's stabilily.

+ Analysis of compatitor's strategies and formulation of effectual counter
MWCASLNeS.

# To keep the business dynamic and up-to-daie,

03. Discuss briefly characterstics of Business Environment.
Ans.: Characteristics of Business Environment: Various characieristics of

Business Environment are as follows:

(1) Dynamic: The environmen! keeps on changing as the changes ocour.
Freguently the environment changes, more frequently it will impact the
business.

{2) Impact: Environment gives direct and sometimes indirect effect on the
working of the business.

{3) Two [actors: Environment mainky consists of bawo bypes of Taciors namely
internal and external environmental factors.

{4) Integral pari of business: Wilhoul the support of cither internal or
exiermal forces, the business can'l run of operale.

(3) Impact on business decislons: Due o cnvironmenl, business can Lake
proaclive or reaclive decisions in ils operation 1o make operation mone
benelicial.

(6} Mulil-dimenstonal: This it always considers both aspects of a lorce Le.,
its positive as well as negative impacts.

04, Wrile a shori nole on: Business Envirooment.

or
Make diagrammatic presentation of varfous components of business
environment.

Ans.: Business Environmeni: Business Environmeni may be delined as - "The
sum todal of all individuals, institutions and other lorces that are owtside the
control of a business enterprise bul the business still depends upon them as
they affect the overall perlormance and sustainability of the business.”

CHL 2: ANALYZING EXTERNAL & INTERNAL ENVIRONMENT 23

The various components of business eavinonment ane -
i) External Environment
() Internal Environment
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05. Wrile a shori nole on: External Micro Environment
o

“Micro environment Includes those plavers whose declsions and actions
have a direct bearing on the company.” Explaining this statement you
mmﬂmmm consiituents of micro eavironment.

Ans.: The micro environment consists of [actors in the company’s immediate
environmenl. Micro environment includes those players whose decisions and
actions have a direct bearing on the company. Production and sale of poods
are the two important aspects of modern business, The various constituents of
micm environmenl are as under:

(a) Suppliers: These supply of resources (linances, raw materials, fuel, power
and olther lactors of production) and pave the way [or smooth conduct of
e business. Firms should keep themselves updated abowl the policies of
supplicrs as rise in Lhe cosl ol inputs will influence theirsales volume and
profitability. The scarcity of inpuls also has a bearing on the production
schedules. For smooth production and sales, the business should have
maore than one supplier in their list 1o have an unhampered production
schedules,

(b)) Customers: The people who buy and use products and services ol busi-
ness and are an imporiant part of external microenvironment. A business
may have diverse customers such as houscholds, producers, retailers,
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Government and loreign buvers un its porifolio. Since sules of & product
or service is oritical [or o fioms survival and growth, [ is necessary (o
keep the customers salisfiod.

{c) Markeilng lotermedlares: In lirm's extormal micro environmend, mar-
keting imermedianes play an essential role of selling and distributing its
prowducts o the final customers. They are Uhe physical distribution lioms
(runsport firm), service agencics {imedin firms), linencial intermecdiurios
(hanks, insurmnee companies) eic thal assist o pooducon, marketing
amd insurance ol the poocks aoainst hoss of thell, lre «ic. Business has (o
maintain heslihy relalions with them (o carry their activities smooihly
ANl ihese Baciors are larpely contrallable by the lirms bl they aperaie in
ihe Larger macm convimonmmenl hevond iheir contmol.

(d) Competitors: Dillerent firms inan indusiry compete with coch oiher for
sale off Lhetr producis. This competition may be on ihe basis of pricing of
ihieir procucix amd alsa pon-price compeiition throwh competitive ml-
vertising such as sponsoring some events o promote the sabe of different
varietics and modeds ol their prodscts. They constantlyv watch competiton
policies and adpest their policies W gain costomer confidence,

() Public: Public is an imporam loece o extormal micro enviromameni.

Public, acoording un Plillp Ketler, "is any gooup thal has an actual wr
pruential inwresi in or impact on e company < ahility io achieve s
objective.”
A public i any proap vthat bes an actesl or poteaiiol inbeoess inoor impact
un an organization’s ahility 1o achieve s inerest. Environmentalists,
miedia proups, wemen's associations, consumer prowsction groups, kecal
groups, citizens associallon are some imporant csamples of publics
which have an imporiani bearing on the business decisions of Lhe liom.
Companics observe the hehaviows of these groups b moke Tunctional
policies.

06, Because ol the unconirollable nature of macro forces, a flrm has 1o
adjust fisell to harness the opportunities thrown by such maero forces
mmm Mht&%yﬂﬂmhm

Ans.: Apnrl !'mm mnm wrl'.'lnu'nm-m hunmraa. Ilmu alﬂr COTI BCITSS SO
ot bier enlermal environmental foroes which are besond their conirl and operide
al macm hevel. Beeawse of the uncontrdlable nature of such macons lorees, 2
lirm haes 1o ad st or adapt itsell o hamess the opponunitios ihrown by such
lovrces and mitEate Lhe threats. These [clors are
(a) Feonomic Exvironmenl: Eoonomic enviromimoenl incudes all those
foarcass which huve an economic impact on business, Accordingly, Lolal
eounamic eririmment consists of agriculiere, industral production. in-
Trastrciune, and planning, basic connomic philvsophy, stages of conmomic
development, irade cvcles, national income, per capitis income, savings,
money supphy, price feved, Tscal and monetany policies and populstion
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The economic environmenl has definilely an impact on aclivilies of
business enlerprises. In the capitalist cconomics, the cconomic decisions
concerning investment, production and sale are driven by profit motives.
While insocialist cconomies, such decisions are taken by the public seclor
and driven by social wellare motive rather than profit maximization. Ina
mixed cconomy, public and privale seclors have a co-existence and they
may individually or jointly own the factors of production,

() Polittcal-legal Envirenment: The political- legal environment includes
the activitics of three political instilutions, namely, legislalure, cxecu-
tive and judiciary which usually play a useflul role in shaping, growth, a
stable and dynamic political-legal environment is very imporiant. Legal
environmeni is also sipnificant lor functioning of the business as various
laws are in force Lo regulate the operations of the business enterprises,

() Technological Eavironment: As iechnology is changing a1, businesssmen
should keep a close ook on those (echnological changes lor ils adapla-
tion in Lheir business activities. Nol adopting Lechnological changes and
imitating inuwation s nol possible as lechnical threats [rom exiernal
environment have 1o be converted into opportunities and gainfully em-
ploved in business operations.

{d) Global or Iaternational Environment: The Global eavimnment or
border less wordd’ plays an important role in shaping business aclivily.
Wilh the liberalization and globallaation of (he Indian cconomy in 1991,
there have heensignificant coonpomic and political changes and increasing
rode Tor the private socior 1o play since then The global business snvi-
ronment is radically alfecied by ihe principles and agreements of World
Trade Orpanizton (WTO) as il keeps a watch and regulales the husiness
iransacied in the international environmeni.

(#) Socto-cultural Environmeni: The social envimnment consists of the
social values: concem lorsocial problems like protection of envimoomeni
amainst pollution, providing employmemt opporiunities, health care Tor
the aped and old clc.; consumerism (indulping in [air wrade practices)
0 salisly human wanls. The cullural envimnment represents values
and beliels, norms and ethics of the society. The buyving habils, buving
capacilles, lastes, prelerences and many other laciors are dependent on
the cultural environmeni.

() Demographic Enviroameni: The demographic environmem includes
the gender mtin, sive and growth of population, life expectancy of the
people. rural-urban distribulion of poepulation, the echnological skills and
educational levels, lanpusige skills of Labour lorce. All Lhese demographic
features have an important bearing on the functioning of business lirms.
For example, huge populated couniries such as ndian and China can
adopi labouriniensive technologies than capiial inlensive ones 1o give
employment o its lnbour force. Similardy, the population ol kids will
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decide product mnge and space or such products to be offered in 3 mall
while planning logistics.

(g) Natural Eavironment: The natural environment is the ultimate source
ol many inpuls such as rew materials and enerpy, which lirms use in their
productive activity. The natural environment which includes peograph-
ical and ccological factors such as mineralks and oil eserves, waler and
Torest resovrces, weather and climatic conditions and port [acilities are
all highly signiflicant lor various business aclivities.

The natural environmeni also affects the demand Tor poods. Forexample,
places with ot lemperalures will have high demand for air conditioners,
Areas which are highly polluted will have morescope ol selling air-puriliers,

(k) Ecological Environment: Though natural resources such as air, waler
and solar energy can be replenished, yel, business organizations are pol-
luting these resources by dumping chemical indusirial wasios in water
amd alfecting the ovone layer. The environment damage W water, carth
and air caused by industrial activity of mankind is harmiul lor future
generalions,

Business enterprises should understand (heir social responsibility and
use these resources meliculously, Legiskative measures are also broughl
in by the Government (Pollution Control Board) o protect the natural

COVINmmenL.
07. Mstinction between: Micro Environment & Macro Eavironment
Amns.:

Meaning | The microemvironment consists. | The covinnment which is not specific |
ol the faciors in the company’s | (oa particular firm bui has the ability |
immedite environmeni that [ 1o influence the working of all the |
affects the performance and | business groups is known as macm |
working of the company. | emvironment. 1

Elements | Elementsof microcnvironmend | Elemenis of micro covironment are |

are Consumers, compelitors, l demographic environment, ecoenomic |
rmarket supplicrs. marke! inter- [ emvironment, political-legml covimn- |
mediares. menl, socin-cultural environment, |

| technological environment, global
o Kt it A S |
MNature The clements of micro envimn: | The dements of macro envimnment |
ment are specilic o paricular | anegoncral environment and allfect the |
busitess nmd mllects iCs working | working of all lirms in the indusiry.
art icrm bhasis. |

Coniralla- envirunmicnilal cloers ar ; Macro cnvironmental lactoms arc gen- |
eility more controllable than micrs | crally mone snconbrollable Uhan mions |
cnvirsnmienial [euors, | eovirommendt [actors. |
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[ _Volntn | MloNekosment | WeorEmbmameet
Inflvence | Mico environment has direct | Macro environmeent has indinect milo-

influcnce on the husiness. ence on lhe business.

08, Mscuss varlous internal environmental factors which are control-
lable because the firm can change or modify these factors (o improve
s efficiency.

environmenl. These consist of linancial, physical, haman and techaological
resources. The faclors in internal environment of business are o a cerlain exlent
controllable because the firm can change or modify these factors o improve ils
ellicicncy. However, the lirm may nol be able o transform all the lactors. The
various internal laclors are:

(1) Value System: The value sysiem ol an organization means Lhe ethical
helicls that puide the organizaton in achieving ils missionand objectives.
The value syslem ol a business organization also delermines its behaviour
towands ils emplovees, cusiomens and society al large. The value system
ol a business organization makes an important contribulion Lo ils success
and its prestipe in the world of business.

{4} Misston and objectives: The business domain of the company, direction
ol development, business philosophy, business policy etc. are puided by
the mission and objectives of the company. The objective of all lirms =
assumisd 1o be maximization of prolit Mission s defined as the overall
purpose or reason [or ils existence which puides and influences its busi-
ness decision and economic activilies.

(i) Organtzation Struciure: The organizational siruciure, the composition
ol the board of direclors, the professionalism of management elc. are
important factors inflluencing business decisions. An cllicient working ol
a business organiration requires Lhal the organizaiion struciure should
be conducive for guick decision- making. The board of direciors s the
highest decision-making body in a business organivation. For eflicient
and transparent working of the board of direciors in India it has been
sugpesied that the number of independent directors be increased.

{iv) Corporale Culture: Corporale culiure and sivle ol lunci:oning of lop
managers is important factor for determining the internal eavironment
ol a company. Corporate culiure is an imporiant lacior [or delermining
the intemnal environment ol any company. In a closed and threalening
type of corporale cullure the business decisions are laken by top level
manmagers while the middle level and lower level managers have no say
in business decision making. This leads 1o lack of trust and conflidence
among subordinate oflicials of the company. Inan open and participaling
culture, business decisions are taken by the lower-level managers and
top management has a high degree of conlidence in the subordinates.
Free commuanication between the top level management and lower level
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managers is the rule in this open and participatory tvpe of corpomate
culture,

{v) Quality of buman resources: Qualily of emplovees that is ol human
resources ol a liem s an importanl [acilor of inlemal envirenment of @
lirm. The characterisiics ol the buman resources like skill, guality, capa-
bitities, attitude and commitment of its emplovees ele. could contribute
o the streagih and weaknesses of an orpanization. It & dillicult for the
1op managemend o deal directly with all the emplovees of the business
firm. Therelore, for eflicient management of human resounces, employees
are divided into dilferent groups. The manager may pay little atention
1o the technical details of the job done by a group and encourage group
cooperation in the inlerests of a company.

(v} Labour Unlons: Labour unions collectively bargains with the managers
[or hetler wages and bellerworking conditions of Lhe dillerent calepories
ol workers eic, For the smooth working of a business lirm, pood relations
between management and labowr unions are reguired.

(wii) Physical resources and technological capabilities: Physical rosources
such as plant and equipment and lechaological capabilities ol a lirm
determine iis compelitive strength which is an imporiant [aclor [or
determining its clficiency and unil cost ol production. Research and
development capabilities of 2 company determine its ability o introduce
inmuvations which enhances productivity ol workers.

PORTER"S FIVE FORCE MODEL

Q9. Mscus briefly five competitive orces in an indusiry as identified by

Michael Porter.
or
Explatn briefly the competitive forces In an industry as identified by
Michael Porter. [May 2018 (5 Marks)]
or

According to Michael Porter, what are the Ove competitive forces that
exist within industry? INov. 2023 (5 Marks)]
Ans.: The Porter’s Five Forces ool is a simple bul powerlul ool o evaluate the
power of business. This is uselul as it helps (o undersiand both the strength
ol current compelilive position and the strength of the position moving into,
Five forces moded of Michael Poner is widely used ool for svsiematically diag-
nosing Lhe significant compelilive pressures in the markel and assessing their
sirengih and imponance. The model holds Lthat the siate of competition in an
industry is a composile o competitive pressures operating in live arcas ol the
overall market. These five forces ane:
(1) Threat of new entrants: New entranis are always a power ul sournce of
competition. The new capacity and product rmange they bring in throw up
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new compelitive pressure. A lirm's profitability lends 1o be higher when
olher lirms are Mocked Irom entering the indusiry. New enlmnls can
reduce industry prolilability because they add new production capacily
leading 10 increase supply of the product even at a lower price and can
substantially erode existing lirm's markel share position. To discourape
new enbrants, existing finms can Lry o raise barriers o enlry.

(2) Rargaining power ol customers: This is another force that inllucnces
the competitive condition of the industry. This force will become heavier
depending on Lhe possibilities of the buvers forming proups or cariels,
Maostly, this is a phenomenon seen in industrial producis. Quite ofien,
users of industrial products come Logether formally or informally and
exen pressure on the producer. The bargaiming power ol Lhe buyers
influences nol only the prices that the producer can change bt also in-
Nuences in many cases, costs and investiments of the producer because
powerful buvers uswlly bargain for better services which involve cosis
and investmeni on the part of the producer.

(3) Bargaining power of suppliers: OQuile ollen supplicrs, oo, @xercise
congidemble barpaining power over companies. The mome specialired
the ollering from the supplier, preater is his cloul. IT the supplicrs are
also limited in number they stand a still betier chance o exhibit their
hargaining power, The bargaining power of supplicrs determines the cost
ol mw materials and other inpuls ol the industry and thenelore, industry
attractivencss and profitability.

{4) Rivalry among current plavers: 11 reflers 1o the number and strength of
competitons in Lhe industry. How does the guality of their products and
services compare with the company? Where rivalry is inlense, compa-
nies can atimcl customers wilh agpressive price culs and high-impact
marketing campaigns. On the other hand, where competitive rivalry is
minimel, and the product s dillerentiated, there will be high monopoly
and sieady profits for the company.

(%) Threais from substiinies: This [orce is especially threatening when
buvers can casily and substilule products with attmctive prices or bot-
ter gquality and when buyers can switch [rom one product or service Lo
another with lite cost.

Substilule products are a latent sowrce of competition in an industry. In
many cases they become a major constituent of competition. Substilule
products ollering a price advanlage or perlormance improvement 1o the
consumer can drastically alter the competitive character of an industry
and they can bring it about all of a sudden.

The collective strength of these five competitive forces determines the scope

Loy earn atbractive profits. The sirengih ol the forces may vary Trom indusiry o
imdustry.
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Attructive industiry - high profits Unatirsctive industry - low profits
High bamier o entry Lo barmier o entry
Weak supplicrs hargaining power Strong supplicrs bargaining power
Few substiiute products or services. Many substituic producis or scrvices

010. Which steps are required to be followed to implement the Porter’s

Ans.: Folloawing sleps are 1o be follvwed 1o implement the Porter's Model:

Step 1 - Gather the information on each of the five forces:  Gather informa-
tion aboul industry and 1o check il against cach of the factors (such as “number
ol competitors in the indusiry®) inflluencing the force. Various lactors that are
reguitred (o be indentilicd are given below:

‘Threat ol new entry:

# Access io suppliers and distinbutors

+ Amouni of capilal required

# Reialiation by cxisting com- ® Economics of scake
panics

# legal barmers (palents, copy- * Sunk costs
rights, cic.)

# Brand reputaion # Government ngulation

& Produet differentistion

# Number of supplicrs # Maicrals scarcily
# Supphers' sire # Cosi of swiiching 10 aliernative
malcrials

#  Abilily to find substiuic malcrials # Thrcat of ntcgrating forwand
Buyer Power:

+ Number ol buyers # Buyers cost of switching supplicrs

* Sure of buyers + Prce sensilivity

# Sire ol cach order # Threat of integrating backward
Threal of substitutes

* Number of substitucs

# Performance of subsiitules

# Cosi ol changing
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Rivalry among existing competitors

* hhmi:rnl'wm-ﬁnn
# Cost ol keaving an industry

¢ Compelitors sime

# Cuswomer loyaly

# Threal of horisontal inlegration
# Lewel of adverising cxpense
Step 2 — Analyze the results and display them on a dlagram:  Aller gather-
ing all the information, one should analyze it and determine how each lorce is
allecting an indusiry. For example, il there are many companics of oqual siee
operaling in the slow growth industry, it means that rivalry between existing
companics is strong. One should also node that five lorces aflect different in-
dustries differently so one cannol use the same results of analysis for similar
indusirics.

Step 3 - Formulate strategies based on Lhe conclusions: Al Lhis siage, man-
agers should lormulaie lirm's sirategics wing Lhe resulis of the analysis as per
siep 2. Forexample, il it is hard 1o achieve economices of scale in the market, the
company should pursue cost keadership strategy. Product development simlegy
should be used il the current market growth is slow and the marcket is salurated.
Although, Porter's five forces is a valuable tool fo analyze indusiry’s structure
and to formudate firm’s sirategy, it has iis miaions and reguires supplementary
analysis o be done, such as SWOT, PEST or Value Chain amalyvsis,

.Qtl. Discuss Porter's Model for world famous multinational fast food
chain - Pizza Tat.

Ans.: Pizza Hut is world [amous multinational fast food chain. It is an Ameri-
can restaurant chain with more than 6,000 Pizza Hul restavrants in the Uniled
States, and more than 5,600 store localions in 94 other countrics and lerritories
around the world. 1L offers a range of dilferent sivies of pizza along with oth-
er dishes such as salads, pasias, bullalo wings/potalo rings, breadsticks, and
garlic breads. It entered India in 1996, with is lirst branch in Bangalore and
expanding all over therealier, crealing a larpe customer base for iiscll. The live
force model for Pizza Hut may be drawn as under:

Threal of new entrants:

# Enlry inlo the Piea Chain business is mol casy. Pieza chains suller
from blows due 1o increased ingredient prices, slim margins and sl
conmpelition.

# An already oxisling chain like Pizza Hul has an advanlage over the new
compelitor in terms of technology, resources and experience.

+ Relationships with the supplier matlers a lol in the pizza indusiry. This
helps o keep the cost of production low in order 10 increase profilability.

# In such an industry, cuslomer lovally is a powerlul faclor and Piza
chains have hordes of loval customers who swear by their pirras.
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Threat of substitules:

+ Apart Irom pizzerias, there are other substitutes avaikable in the Fast food
segment like KFC, Burger, Taco Bell, Subwayand oven [amily restavrants
elc.

# Thequickly growing demands [orthe packed food and ready-to-cal instant
Fosod items including [rosen piesas are absorbing a ot of customens Trom
plrva chains as a whole.

# There are other substilules also available o picca market suchas the local
super markets who nol only provide Irozen pizzas bul also sell ready-to-
bake pirzas and often large size pizza which is a major sethack.

Bargaining power of customers:

+ Fasl [ood consumers are large in number and most of them rely on few
oplions,

+ Individual cusiomers are unlikely w0 purchase a larpe amount ol pireas,
hence individual customers do nod allect overall sales.

# Duick Service Restaurants are in high demand especially in malls, col-
leges, ollice areas ¢lc. Consequently, pizzas arequile inelastic (o the price
Nuctuations with this section of people.

Rargaining power of supplicrs:

+ There is a huge diversified supply chain available for its ingredienis and
raw maicrials,

+ Raw malerial is perishable and can't be siored lor kong.

+ Supplicrs don't lind themselves in a strong bargaining posilion as Lhe
core ingredient for this food industry is widely available (lMour, cheese,
sauce elc.)

4 Labowur is also abundant and cheap for this labour intensive industry.

# Suppliers wend o keep long Lerm relationshipswith the purchasers thereby
making il easier lor the purchasers 1o nepoliate on lower prices.

Intensity of competitive rivalry:

# Slill competition among [asi [ood chains such as Domine's, McDomald's,
KFC, Subway clc.

# Ficrce price discounting. coupons, [ast home deliveries and special cus-
tomer offers have intensilied the compelition while also culling down
margins.

+ Apart [rom this established competition, there is compelition [rom local

pizzerias thal provide a ot of innovative oplions, [ast deliver i lesser
charpe.

CH 2 ANALYZING EXTERNAL & INTERNAL ENVIRONMENT 2.13

012. "Understanding the compelitive landscape s to bulld
upon a competitive advantage”,. Explalin. [May 2021 (5 Marks)]

or

Mr. LMN has established a successful venture in the textiles sector In
Maharashira. [lis enierprise specialtzesin craliing unigue and high-gual-
ity home furnishings, which have garnered significani markei presence.
However, there was a sales dip in the previons vear. Seeking professional
advice, Mr. LMN coasulied a straleglc management experl who sug-
gesled his first course of action should be to grasp the dyvnamics of the

competitive landscape.
in order 1o comprehend the competttive landscape, what steps should
Mr. LMN follow? [Nov. 2023 (5 Marks)]

Ans.: Competitive landscape is a business analysis which identilies competilors,
cilher direct or indirect. Compelitive landscape is about identilving and undor-
standing the competitors and at the same time, it permits the comprehension
ol their vision, mission, core values, niche market, strengihs and weaknesses.
An in-deplh investigation and analysis of a lirm's competition allows il Lo assess
the competitors’ strengihs and weaknesses in the markeiplace and helps it o
choose and implement ellective strategios Lhal will improve ils competitive
advanlage.

Sileps 1o understand the competitive landscape for building compoetitive ad-
vanlage mre:

{7} Identify competitors: The [irst step wundersiand the competitive land-
scape is 1o identily the competitors in Lhe lirm's indusiry and have sctual
data aboul their respective market share.

(i) Understand competliors: Once Lhe compelitors have been identilicd,
the stralegist can use markel rescarch report, interned, newspapers, social
media, industry repons, and variows other sources (0 understand the
products and services olfered by them in dilferent markels.

(#if) Determine streagths of competitors: What are the strengths of the
competitons? What do they do well? Do they olfer greatl products? Do
they uiilize marketing in a way Lhal comparatively reaches oul 1o mone
consumers?® Why do customers give them their business?

(fv) Determine weaknesses of competitors: Weaknesses (and strengths)
can be identificd by going thmugh consumer reports and reviews ap-
pearing in varicus media. Aller all, consumers are often willing Lo give
heir opinions, especially when the products or services ane either greal
O VOTY POOr,

{#) Pul all information logether: Al this stage, the sirategist should put
ingeiher all information about competiiors and draw inference about
what they are nol olfering and whai the lirm can do 1o [ill in the gaps.
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The sirategist can also know the areas which need 1o be strengthen by

the lirm.
Q13. What are the [actors which determine the nature of rivalry in an
Indusiry? |Nov. 2021 (5 Marks))

Ans.: The intensity of rivalry in an industry is a signilicant determinant of an
industry's aliractiveness and profitability. The intensity of rivalry can influcnce
Lhe costs of suppliers, distribution, and of altracting customers and thus, can
directly affect the profitability. "The more inteasive the rivalry, the less altrac-
live is the industny”. Rivalry among compelitons lends (o be culthroal and an
induslry's profitability is low when:

(&) Anindustry has noclear leader. Therelore, continuous war lor leadership.

(B) Competitins in Lhe indusiry are Aumenoas.

{c) Competitors operate with high lixed costs. Thus, aiming for betler Retum
on Investment with more lieroe laclics.

{d) Compelitors face high exil barriers, and therefore, continue Lo light Tor
market share.

e} Competitors have little opportunity 1o dilTerentiate their offerings.
) The industry faces show or diminished prowth,

Q14. “The hﬁumﬂm determines an industry's al-
tractiveness and profitability.” Discuss. | May 2022 (5 Marks)]
Ans.: Quile ollen, suppliers oo, exercise considerable barpaining power over
purchasing companics. The more specialized the offering [rom the supplicr,
preater may he ils choul. Further, when the suppliers are limited in number,

they may openly exhibil their bargaining power.
The bargaining power of suppliers determines Lhe cost ol raw materials and
other inputs of the industry, and therelfore, an industry's allmctiveness and
profitability.
Supplicrs can inflluence the prolitability of an industry in a number of ways,
Suppliers can command bargaining poawer over a lirm when:
)  Their products are crucial 1o the buyer and substilules are not avallable
(i) They can ensure high swilching cosis,
(i) They are more concentraled than their buyers. Less supplicrs, mone
buyers.

015, Buyers ol an Industry’s producls or services can somellmes exerl
considerable pressure on the company. In the Hght of the five forces as
propagated by Michael Porter explain this force. Also stale as lo when
Uhis leverage 1s evident. 1May 2023 (5 Marks)]
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Ans.: Bargaining Power of Buyers: This is another force that influences the
competitive condition of an industry. This force becomes heavier depending on
the possibility of buvers forming groups or carels. Mostly, Lhis is a phenome-
non seen in industrial products. Quite often, users of industrial products come
tepether formally or even informally and exert pressure on the producer. The
bargaining power of the buvers inlluences not only the prices that Lhe producer
can charge but also influences costs and investments of the pmducer. This is
hecause poweriul buyers usually bargain lor beller services which involves more
investment on the part of the producer.
Buyers of an industry’s products or services can somelimes exerl considerable
pressure on existing lirms Lo secure lower prices or beller services. This leverape
is particularly evident when;
{a) Buvers have [ull knowledge of Lhe source(s) of products and their sub-
slilutes. This, challenging the price being charped by producers.
(B) They spend a lol of money on Lthe industry's products Le. they are big
buvers. Thus, in a position 1o demand [avourable terms of contract.
() The indusitry's product is nol perceived as critical o the buyer's needs and
buyers are more concentriled than liems supplving the product. They
can casily switch to the substilules available.
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Ans.: Business Pollcy: Business Policy delines the scope or spheres within
which decisions can be taken by the subordinales in an organizalion. 1L per-
mils Lthe lower level managemeni Lo deal with the problems and issues without
consulting top level management every time lor decisions, Business policies
are the puidelines developed by an organizalion o povern ils actions. They
define the limiis within which decisions must be made. Business policy also
deals with acquisition of resources with which onganizational goals can be
achieved. Business policy is the study of the roles and responsibilities of wp
level management, Lhe signilicant issues alfecting onganizational success and
the decisions allecting organization in long-run.

Features of Business Policy: An ellective business policy must have [ollowing
leatures —

(1) Specilic: Every policy must have a basic leature of being specilic/delinite.
Il it is unceriain, then its implementation will become dillicull

(2) Clear: Policy musi be unambiguous and as clear as possible in order io
guide the subordinaies effectively. 1t should avoid lrequeni use of jarpons
and connotations 1o create any chaos.

(3) Rellable & Uniform: Policy must be uniform and reliable enough io be
elTicienlly lollowed by the subordinates,

(4) Appropriate: Policy should be appropriale lo represent theorganizalional
pols,

{3) Simple: A policy should be simple and easily undemsiood by each and
every person in the organizalion. For example, “No smoking within 100
feer of welding operations desipnated by the paimted vellow floor lnes.*

{6) Inclusive/Comprehenstve: Inorder Lo have a wide scope, a policy must
be comprehensive.

{7) Flexible: Policy should be Dexible in application. 1t should be wide in
scope soas Lo ensure hal the lne managers use them in repetitive/moutine
SCONATIOS,

EN |
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(8) Stable: Policy should be stable 50 as 1o avoid the scope of any indecisive-
ness and uncertainty in minds of those who look into it for guidance. For
example, “Cell phones are not permeitted in the conference room.”

02, Mscunss the importance of Business Policy.

Ans._: Good and proper business policy is the key lor success of business. Poli-

cies ofler preat advaniages 1o the management il they are siated with clarity, It

raises the confidence of the line managers. They make the decisions within a

given boundary. The managers act withoul the need lor consulting the senior

manapers every lime which minimizes the need lor close supervision. 1L also
builds the confidence ol the managers.

The imponance of business policies are discussed as follows:

{1} Control: Policy lacilitates elfective control on the working of the orga-
nixation. It indirecily controls the managers at differem levels without
directly intedering in their routine working.

{2) Effective Communicatlon: Generally policies are writicn and well
dralied statements. Hence there is nol a remole chance of conlusion or
miscommunicalion. By selling policies the managemoent ensures thal
decisions made will be consistent and in the best interest of the organi-
ration. Clearly laid down policies try o eliminale personal hunch and
bixsmess.

(3) Clarity: Policies clarilv the viewpnint ol management for the purpose of
running particular sclivity/aclivitics.

(4) Motivation: Policy enables the line managers (o be sell reliant. They take
the decision on their own in the conlined border of the policy. This raises
their confidence and motivates them. A well drafied policy provides a
pallern within which delegation of authority is possible.

(35) Policy Review: Regular review of policy is must o sée 1o it thal the
existing policies are relevant in the given siluation. Il required policy
may be modilied or aliered depending on as per business environment.
Review ol policy ai regular intervals provides a method of anticipating
funure conditions and sitations and helps 10 resolve how to deal with
them.

(6) Economical and Efficient: Policy enables the management 1o carmy oul
ils operations elfectively and efliciently. It enhances the working of Lhe
organizalion.

{7) Co-ordination of Efforis: Policies ensure co-ordination of elforts and
activities al different levels in the organization. Activitics and duties ane
assigned insuch a way thatall activities in the organization are integrated
elTectively. Policy coordinates with individual elforis.

(8) High Morale: A well cralied policy can mise the overall monile of an
enlerprise. Policy enables the managers 1o understand the intention of
the managemeni.
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FRAMEWORK OF STRATEGH HAGEMEN

03, Elaborate framework of Strategic Management.
Ans.: Stralepic Managemenl is the process of lormulating, implementing, and
evaluating cross functinnal decisions that enahle an organization 1o achiove
its whjectives. The stralegic management model entails siralegy assessment,
lormulation/planning, execulion and evaluation. Il asks the basicquestions like —
- Where are we now?
= Where do we wani Lo po?
= How do we pet thene?

The Stralegic Managemen! Framework has multiple phases which are discussed
helow:

(1) Business Assessmeni: Every Strategic Management Framework siaris
with assessment of business, Thisis the phase of pathering data and infor-
malion o undersiand the needs of the business, the company's stralegic
direction, and the initiatives thal will assist in growih and expansion. I
is the phase o evaluate the internal and external factors influencing the
business. The internal analysis looks al organizational struclure, inter-

nal processes and core compelencies of Lthe emplovecs. 11 also reviews |
emploves inleracton with each other and the management layer. The
external analysis belps (o identify industry and socic-cconomic [aclors

that impact the competitive position ol the business. Analytical wools,
such as SWOT Analvsis, are helplul during this phase.

(2) Siralegy Formulatton: Based on the resulis of the analysis, the business
can then lormulate a stralegy. Strategy Formulation is the phase of decid-
ing the best course of action lor accomplishing the business's objectives
and purpase. This is the stage lo develop a vision and mission, long term
objectives, penerale aliernative strategies and choose which sirategics Lo
ParsLE,

(3) Translale sirategy Lo action: To lranslate siralegy inlo action siralegic
planning is required. 1t is the process of conventing the simlegies into
an inlegrated plan of action that can be implemenied. 1 also involves
crealing a sirategic plian which summarizes Lhe Lime-phased oulpuis and
drivers.

(4) Stralegy Executlon: Stralegy exceution (implementation) is the phase
ol pulting the stralegy inlo action. 1L includes desipning orpanization’s
structlure, distributing resources, selling policies, developing decision
making process, and manaping humin resources.

The bottom line is thal there is nol one prescriplion that fits all. Businesses
have to create and adapt a siralegic management process Lhal works best [or
them and those ihat they serve.
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(4. A Vislon Statement Is a company’s road map, indicating both what
the company wanis to become and puldine transformational initiatives
by setiing a delined direction for the company's growth. Explain.
Ans.: Your vision statement is where you wanl youwr business 1o reach at. It is
vouur [uture dream lor vour business. 1L s youroplimum version of vour business
or where you can visualize being posilioned in 3, 5 or 7 yoars limae.

m#m Statements:
+ DMsney - “To make people happy®.
# 1CSI—"To bea global leader in promaoting sood corporaie governance”.
+ Google - "To arganize the world's information and make it universally
accessible and vselul”,
+ Instagram - "Caplure and Share the World's Momenis”,
Vision serves the purpose of stating what an organization wishes 1o achieve
in the long run. I articulates the position thai the orpanization would like io
occupy in uture. The vision s aboul ooking [orward and aboul formalizing
where you, and the husiness, are poing. 1t is & fulure aspiration thai leads o
an inspiration of being the best in ane's business sphere. 1L creates a common
identity and a shared sense ol purpose.
A vision stalement i a company's rogd map, indicating both what the company
wanls o become and guiding transformational initiatives by seiting a delined
direction lor the company’s growth. Vision stalemenis undergo minimal revisions
during the life of a business, unlike operational goals which may be updated
oW vear-1o-year.
Fealures:
(1) Inspiring: |\ metivates emplovees and is something thal employees view
as desirable
(2) Clear: It delines a prime goal.
(3) Future-oriented: 11 describes where Lthe company IS poing from the
curmenl level
(4) Stable: I oflers a long-term perspective and s unlikely 1o be impacted
by markel or lechnology changes.
(5) Concise: 1l should be casy o remember and repeal
(6) Time hordzon: It delines a tme horizon within which the company’s
di<ires (o achieve its long lerm goals.
{7) Challenging: 11 should nol be something thal can be casily met and
discarded.
(8} Abstract: 1i is gencral cnough o cocompass all of the organization’s
interests and stralegic direclion
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Purpose:
Vision statemenis may [l the [ollowing lunctions for a company:

* L serves as foundations [or a broader strategic plan.

+ Il molivales existing employees and also allracis potential employees
by clearly categorizing the company’s poals and attracting like-minded
individuals.

+ It locus company clfors and [acilitate the creation of core compelencies
by directing the company Lo only [ocus on stralegic opporiunities thal
advance the company's vision,

+ |t helps companies differentiaie from competitors. For example, profil is
a comman business poul, and vision stalements typically describe how
a company will become profitable rather than list profit directly as the
long-lerm vision.

05, “A Mission Statement is an enduring statement of purpose that dis-

linguishes one business from other similar firms. A mission statement
tdentilles Lthe scope of a irm’s operations in product and market lerms,”
Mscuss.

or

Whal is a Mission Statemeni? State the polnts that may be consldered
while wriling a Mission Stalement of a company?

Ans.: Where your vision is your ullimale goal, vour mission is how vou will gel
there. Your mission cxplaing why your business exisis.

A mission statement delines Lhe basic reason for Lhe existence of thal organizalion.

The mission stalement should define its customoers, products or services, mar-
kets, wehnology, philosophy and sell-concepl

Following questions 1o be considered while proparing lor a mission stalement:
1. What is the basic purpose of your organization?
2. Whal is unigque aboul your organization?
3. What is likely 1o be dillerent aboul your business live vears down the
lime?
4. Whao are, and who should be, your core cuslomers?
5. Whait are, and what should be, your principal economic concerns?
6. What are the basic belicls, values and philosophical priorities of your

lirm?
Elements of Mission Statement
# Clearly Articulaied
+ Relevant
+ Wrillen in a posilive lone

@I NYHEYL



TAXMANNE

1.6 PART | : STRATEGIC MANAGEMENT

+ Unigue

+ Enduring

# Adapied 1o the Tarpel Audicnce.,
Mission statement reflects the corporate philosophy, identity, character, and
image of an organization.
A mission stalemen! is a shorl statement of an organization’s purpose, idenli-
Iving the goal of ils operations: whal kind of product or service it provides, its
primary customers of market, and ils peographical region ol operation.
1t communicates primarily (o the people who make up the organization - iis
members or emplovees - piving them a shared understanding ol the organiza-
Lion's intended direction.

6, IMstinguish between: Vislon & Mission

Ans.:
Poinis Vision | Mission

Meaning | A Vision Stalcrment describes | A Mpsion S 1ol 1} F
the desired future position of | business, its ohpectives and s apprn-.h
ﬂumpmy mr:.-:h mmpﬂjm

Answer It answers the q'uﬂtmn,:!lwwwﬂlm question, “What do we do?
Where dowe aim o be™ | What makes us difforent?”

‘What it A Vision Statement mﬂlﬁilﬂnmn&mmlldhmu:hcfunda-

tells whal the omganization wants | moental perpose of the organization,

b b,

Time hori- | [i concentrates on the future. | Il concentrates on the preseni.
zom

It &5 & seuree of inspiration. | 1L informs you of the desired level of per-

‘What is

does | formance. _

Why It describes u future identity. | It provides a path 1o realive the vision in
lime with ils valses

Fxamples | State Bank of India  State Bank of India

Be the bank ol chowe for a | Commitied o prnading simiple, responsive
transforming Inda. | and mnonative financial solutons

To creale connomix: opportu- | To conneci the world's professionals 1o
nity for cvery moember of the | muoke them mone productive and succeadul
glhal worklome.

Ll
Google Google
To provide access o the | To organive ihe workd's informaton and
workds miormaiion i one | make it umversally acoesstble and uselul.

click.
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YARIOUS STRATEGIES

07. What are the three main levels of management in any orpanization?
Ang.: An organization is divided inlo several lunclions and depariments that
work together io bring a particular product or service 1o the market. There are
Lhiree main levels of management: corporale, business, and functional.

(1) Corporate Level: Corporale level of management consists of the Chiel
Excculive Oficer (CED), other senior executives, Lhe board of direclors,
and corporale stall. The mole of corporate-level managers s Wwoversee the
development of strategics for the whole organization. This role includes
defining mission and goals of the organization, delermining whal busi-
nesses iLshould be in, allocating resourcesamong Lthe different businesses,
Iormulating and implementing sirategices that span individual businesses,
and providing leadership lor the orpanization.

(2) Business Level: Business level peneral managers are concemned with
slrlegics thal are specilic o a particular business. The stmiegic role of
these managers i Lo ranslate the peneral statements of direction and
intent that come from the corporate level ino concrete strategies for
individual businesses,

(3) Funcilonal Level: Functional level managers are responsible for the

specilic business lunclions or operations (human resources, purchasing, |

product development, customer service, and so on) Ll constitule a
company or one of iis divisions. Thus, a lunclional manager's sphere of
responsihility is generally conlined (o one onganizalional aclivily,

08. Wrile a shorl note on: Corporale Strategy

Ans.: Corporate level of management consists of the Chiel Executive Olficer
(CED), other senior execulives, the board of directors, and corpormie siall. The
role of corporate-devel managers is o oversee the development ol stralegies for
the whole onganization. This rde includes defining the mission and goals of the
organization, determining whal businesses il should be in, allocaling resounces
among Lhe dilferent businesses, lormulating and implementing strategics that
span individual businesses, and providing leadership lor the organization.

Corporale strategy helps an organization 1o achieve and suslain success. Il is

basically concerned with the choice of businesses, products and markets. 11 is
ofien correlated with the growth of (the lirm.

Corporale strlegy in the lirst place ensures the growth of the lirm and its
correct alipnment with the enwironmenl. Corporaie siraiegies are concerned
with the broad and long-lerm questions of whal businesses Lhe organizalion
i% in or wanis 1o be in, and whal il wants Lo do wilh those businesses, They
sl the overall direction the onmnization will follow. 1| serves as the design for
lilling ihe stralegic planning gap. ILabko helps 1o build the relevant competitive
advaniapes. A right (it between the erganization and ils external environment

BNV
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is the primary contribution of corporale strategy. Basically the purpose of cor-
poraie simiegy is o hamess the opporiunities available in the environment and
countering the threats embedded therein. Wilh the help ol corporate siralegy,
organizalions maich their unique capabilities with the external environment
so as to achicve its vision and mission.
9. What is the role of Corporate Leve | Managersin Strateglc management?
or

ABC Limited 15 In a wide range of businesses which inchude apparels,
lifestyle products, lorniture, real estste and electrical producis. The
company Is looking to hire a sultable Chief Executive Offtcer. Consider
]mlﬂlhlmmhmw You have been assigned
the iask to entisi the activities Involved with the role of the Chiel Execu.
tive Officer. Name the strategic level thal this role belongs o und enlist
the activities assoctated with it
Ans.: There we three main kevels of management in o typical organization:
Corporate. Business, and Funcional.

It giveems case, the role of Chiief’ Executive (fficer pertains o Corparate Livel
The corporate level of managemeni consists of the Chiel Executive Officer
{CEOQ), other sonior executives, the board ol direciors, and corporate swll,
These individuals ecoupy the apex of decishon making within the organization
andl brsdly have lollowing mles

. Oversee the developmem of strategies for the whole organization.

. Delining the mission and poals of the organization,

Determining what businesses it should be in

Allocating resources among the differeni businesses.
Formulating and implementing strategies that span individual businesses,
. Prowiding leadership [or the organizalion.

. Provide a link between the people who oversee the strategic development
ol o flirm and those who own QL

10, Write a short note on: Business Level Strategy

Ans.: Business Stratepy is the siralepy [ramed by the business manngers Lo
strengthen the overall performance of the enterprise. The strategic robe of (hese
managers is (o translate the peneml statements of direction and intent thu
conmie [rom the corporate level into concrete strategies for individua] businesses.
Business-level strategy focuses on how 1o attain and satisfy costomers, oller
gonds and services that moeet their needs, and increase operating profits. To do
this, business-kwvel stralegy locuses on pusitoning Hisell agalnsi competilons
and staying up Lo date on markel trends and lechnology chanpes.

e T P
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Economist Michacl Porer theorizes thal there ane two main tvpes of business
stralegy: cosl leadership and dillerentiation.

A business can also inlegrale these lwo siralegics.

Cost Leadership: Costleadershipis the lactic ol winning over customers through
agpressive pricing and making profils thmugh high effliciency. For example, a
car manulaciuring company like Kia that prices its vehicles on the lower end
of the price specirum is employving a cost leadership stralegy.
DMiTerentiation: A company Lhal dilferentiales adds unigque fealures or services
that commeand a higher selling price. A car company lke Teska thal oflers pre-
mium electric vehicles is using dilfercatiation o create a competitive advan-
Lage in the marked. Although cost leadership and difTerentiation may seem like
opposite ends ol the specirum, many businesses use aspecis ol both siralegics.
For example, Tovota offers a hvbrid electric vehicle that offers unigue [eatures
but maintains a modest price poinl.

Qil.mmmmlmm.
or
How Business Level Strategfes differ with Corporale Level Strategles?

Ans.: Following are the main points of distincuon between Business Stralegy
& Corporale Siralegy:

Corporate Strategy deals with en- | ﬂm:lnm"immdmkmlh particular

tire busmess onnration husiness unil or division,

Maximization of busincss growth | Compeling successlully in the mar-

and profitability. | ketplace.

Corporate Strabegy usescxinmentod | Btmm'ﬁ&ml.:g_vhuan introvericd
approach, which links the business | approach e it i concerned with the

Meaning | Husincss Strategy is [ramed by the | Comporzic Stralcgy is stated in the
business managers lo strengihen | mission statement, which cxplains
m-:'ndl performance of the enter- | the type of busmess and ultimate goal

1 | ool the frm.

Created hnrp-cm &ua'u:mr 5 crcaied by | Business Stralegy iscreated by maddle

by texp heved management. | level management.

Nature Eurpural.n. Sirabgy is docisive and | Business Strabopy is ovoculive and

ative. | poverming.

Term {:lln'lrl'nl.l. Sl.raiqgr s |.|)q; lerm aimrl:u Sl.ml.q;_l s shor lerm strai-

Major Expansion, Stbility and Retrench- 'Cnsl Leadership, Focus and Dhiller-

strafe- menl. enliibon.

mies

Deals

with

Focus

Ap-

proach

wuh it l:tmm‘nmt:nl :mrrrnl m‘hmﬂf l1'|t.' mnanlmtm
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i}!tlﬂnhl_ﬂmk-ﬁmhlhlmﬂmm
0a beachmarking the “besi-da-tndusiry”?
Ans.: A linancing stralegy is inlcgral 1o an organization's siralegic plan. I sels
oul how (he onraniztion plans o linance its overall operations 1o meel lis
ohjeclives now and in lutune.

A limancing siralegy summanzes targews, and the actions Lo be taken over 3 1o
5 year period (o achieve the largets. talso clearly stales key policies which will
guide thoase sclions.

Financial metrics have long been the standard for assessing firm's perfor-
mance. Finuncial poals and metrics are established hased on benchmearking
the “besi-in-mdusiry” and inclede:

{1) Free Cash Flow: Free cash fow can be a iremendously uselul measare
for understanding the true profitability of a business. s harder o
manipulale and il can el a much beller story of 3 company than more
commaonly used metrics like net income.

Free cash Mlow is a measure of the firm's linancial soundness. Tt shows
how elTiciently linancial resources are being utilized o penerate addition-
al cash for fulure invesimenis. 1 represenis the net cash available after
deducting the investments and working capital increases from operaling
cash Mlow. Companies should wiilize this metric when they anticipate
subsianiial capital expendilures in the near luture.

{2) Economide Value-Added: The New York based [inancial advisory Stern
Stewart & Co. postulaicd a concepl ol economic value added. Economic
value added measures the excess returns over cost of capiral. EVA measures
whether the operating profit is sufficient enough lo cover cost of capital.
I a company's EVA is negative it is destmving sharcholders wealth even
though it may be reporting positive and growing EPS or relurn on cap-
ital employved. Companies sel coonomic value-added poals 1o ellectively
assess Lheir businesses’ value contribulions and Improve the resource
allcation process.

(3) Asset Management: This calls for the elfective management of current
assels and curnent liabilities and ihe enhanced management of s working
capital and cash conversion cycle. Companics must ulilize (his practice
when their operating performance [alls behind indusiry benchmarks.

(4) Flnancing Decislons & Capiial Stroctare: Capilal siructure refers o
the mix of a lirm's capialization and includes long term sources of Tumis
such as debeniures, preference share capilal, equily share capilal and
retained camings. Capital structure is “the make-up of a firm's capitaliva-
tion”, The decisions regarding the forms ol linnncing, their reguire ments
and their relative propordons in lodal capitalization are Known as capital

structure docisions, In arriving st and accomplishing Lhis poal, one must
ke extreme care and prudence keeping in mind factors under which the

company has o operale as also cenain guiding principles of lnancing
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Accordingly, he should choose a patiern of capital which minimires cost
of capital and maximizes the owners relum.

(5) Profitability Ratlos: Profitability rmtios are used 1o measure the profit-
ahility or the operational clficiency ol the lirm Lo see Lhe linal resulis of
business operations. These ratios are measurcol Lheoperational elTiciency
of a firm. Profitability ratios also indicaic inelficient arcas thal reguine
corrective aclions by management. They measure profit relationships
wilh sales, lotal asscts, and nel worth. Companics must sed prolitability
ralio goals when they need to operate more effectively and pursue im-
provements in Lhoir value-chain activities.

(6) Growth Indices: Growih indices evaluaie sales and markel share growih
and determine Lhe acceplable trade -olT of prowt hwith respect 1o reductions
in cash MNows, profit margins and relums on investment. Growth usually
drains cash and reserve borrowing lunds, and somelimes, aperessiveassel
management is equired to ensure sullicient cash and limited bormowing.
Companics must sel prowth index poals when growth rates have lagged
behind the indusiry norms or when they have high operating leverage.

(7) Risk Asscssment and Management: A lirm must address its key un-
certainties by identilving, measuring, and controlling ils existing risks
in corporate povernance and regulatory compliance, the likelihood of
their occurrence, and their cconomic impacl Then, a process must be
implemenied o miligate Lhe causes and ellects of those risks. Companics
must make these assessments when they anticipale greater uncenainly
in their business or when there is a need Lo enhance their risk cullure,

(8) Tax Optimization: Many funclional arcas and business unils nead 1o
manage the level ol wx lability underaken in conducting business and
o undersiand thal mitigating risk also reduces expeciled laxes. Morcover,
new iniliatives, acquisitions, and product development projects must be
weighed against their tax implications and net aller-tax contribution o
the firm's value. In general, perfformance must, whenever possible, be
measured on an alter-tax basis. Glohal companies must adopt this mea-
sure when operating in different tax environments, where they are able
1o lake advantage of inconsisiencies in Lax regulations.

13, Whal are the key decisfons (hat [alls within the scope of lAnancial
sirategy?

Ans.: A linancing strategy is integral 1o an organization's strategic plan. It sets
oul how the organiztion plans o finance its overall operations 0 meel ils
ohjectives now and in fulure.

As a part of linancial stmlegy every organization has to ake following three
Ivpes of decisions.

(a) Investment Decisfons: Invesiment decisions relate (o the carelul solec-
tion of viable and profitable invesiment proposals, allocation of Tunds
i the investment proposals with a view Lo oblain nel present value ol
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the luture earmiges ol the company and o maximize s value. Every
bhusiness srganization has to carefully analvee the differen allematives
of investrment, determination of investment levels in differont assets Le.
Fixed assets and current asseis.

() Finance Decislons: The third and lasi funclion ol lmance iocludes
dividond docisions, In fund mising decisions, be shimild koop in view
Ue coml ool Tunds Trom various sources, determinalion o debi-couity
mix, ithe advantages and disadvantages of debi component in the capital
mix, Impact of taxotion and deprecialion in maximizzation of earmnings
per share o the equity hobders, consideration ol oontrol and linancial
strandn on the liom in determining level ol gearing, impaot ol interexi and
inflation rates on the lirm etc.

(e} Dividend Declsions: The dividend decisions of o linance manager ane
mainly concerned with Lhe decisbons relating Lo the distr | but ool eamings
of the commprany minongg s equity baolders sed the smournts o be petsioed
by ihe coampany.

The main wim ol all three decisions is profil masimibzsiion ansd wealll maxi-
miiration of sharcholders. The imvesiment, linance and dividend decisions ane
imterrelated to each other and | herelone, thi: company while taking any decision,
shwesuiled consbder the impact Fom oll the thiee angles simultaneously,

014, What do you understand by Markcting Strategy?
Ansc A marketing stralepy s busimes's overull game plan loe resachiog people
and twming them into customers of the product or service that the business
prowides, The marketing strategy of a company contains (he company’s value
propesition, key marketing moessages, nformation on the target customer and
wiher high level chements.
The marketing strategy informs the marketing plan, which iz 3 document that
lays out the types and timing of marketing activities.
The Sirmtegic Markoting answers three “Ws:

1. Which markets to compete in?

2 Whal s the basls of the lirm's compolitive?

3. When o compote?

015, Interms of marke! position, Mrms may be clossifed as market lead-
wrs, markel challengers, market lollowers or murket nichers. Explain.
Ans: In tornes of market posiiion, Tirms may be Clasiliod as markel loadem,
ket challengers, market lollowers or market nichers,

(1) Market Leader: A markel lader 15 a company that has the largest
miarket share in an industry and which can ose s dommance o allect
the compet ifive landscape and dinsclion ihe market lakes, The loader
may or may nol be respecied by other firms, bt other firm has o ac-
knowledge lis dominaoce. Other lrms can challenge, Tolbow or avoid the
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markel leader. In India, well-known markel feaders are Marnuli Suzuki
in cars, Hero Honda in two-wheelers, Hindustan Unilever in consumer
packages poods, Coca-Cola in soll-drink, McDonald’s in [ast food, LIC in
lile-insurance, and so (orih. The goal of a market beader is 1o reinforce
their prominent position through the wse of branding 10 develop and
maintain their corporate image and o restrict the competitonr’s brand.
Markel leaders may adopl unconventional or unexpecied approaches (o
building growih and their tactical responses are likely o include:
+ Product prolileration

Diversilication

Multi-branding

Erccting barriers 1o entry

Corporale acquisilions.

(2) Markel Challenger: Markel challengers are known as runner-up lirms.
They occupy second, third and lower ranks in an industry, Bajaj Aulo
in two-wheelers, Taia Motors and Hyundai in cars, Reliance Petro and
Essar Oils in reflineries, Procler and Gamble in consumer packaged
poods, Vodalone in cellular service providers ele., are some of the market
challenpors in India. Markot challengers are capahbile 1o atiack the leader
and other competiton. Sometimes, capable challengers can overiake the
leader, woo. Their markel posture is penerally olTemnsive because they have
less 10 lose and more to gain by taking risks. They will compete ‘neck 1o
neck” with the market leader in an effort 1o grab their market share. Their
overall strategy s 1o gain markel share through product, packaging and
service innovations,

{3) Markel Follower: Followers are penerally follows the policy of wail and
watch. They rarely invest in their own funds in R&D and sit and relax
o walch markel leaders (o bring oul novel and innovative products and
allerwards adopt a “me-woo” approach. Their strategy is 1o maintain their
markel position by preserving existing customer hase. They siralegy is
1o maintain steady profits by controlling costs.

(4) Market Nicher: The markel nicher occupics a small niche in the market
in order 1o avoid ‘neck 1o neck” competition. Their objective is 1o build
strong Les with the existing customer base and develop strong loyally
with them. Their strategy is 1o develop and build the smaller sepment and
prolect it. Tactically, nichers are likely 1o improve the product or service
olfering, leverapge cross-selling opportunities, offer valee for money and
build relationships through supenior afler sales service, service qualily
and other relaled value adding activities.

A key aspect ol marketing stralegy is 1o keep marketing consisient with a com-
pany's overarching mission stalement. Stralepics oflen specify how (o adjust
the marketing mix: lirms can use tools such as Marketing Mix Modeling 1o help
them decide how Lo allocale scance resources, as well as how Lo allocate funds
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acmss a portlolio of brands, In addition, fioms can conduct analyses of per-
lormance, customer analvsis, compotitor analysis, and larpet market analysis.

16, How enirants Into market are classified by the Lieberman and
Montgomery?
Ans.: According o Licberman and Monigomery, every enlrant into a market
whether il is new or nol is classilied under ‘Markel Pioncer’, ‘Close Follower’
or “Late follower':
Markel Ploneers: Markel Pioneers are known (o olten open a new markel 1o
consumers based on major innovalion. They emphasize these product devel-
opments, and in a significant amount ol cases, studies have shown that carly
catranis or phoncers  into a market have serlous market-share sdvantages
shove all those who enter later. Pioneers have the (insi-mover advantage and in
order 10 have this advaniage, business's must ensure they have primary sourc.
es: Technological Leadership, Preempuion of Assels or Buyver Switching Cosis.
# Technological Leadership means gaining an advantage through either
Rescarch & Development or the “learning curve”. This lets a business

use the rescarch and development stage as a key point of selling due 1o
primary research of a sew or developed product.

+ Proemption of Assets can help gain an advaniage through acquining scarce
assels within a ceriain market, allowing the lirst-mover (o be able 1o have
controd of existing asscis rather than Uhose thisk are ercaled through new
technology. Thusallowing pre-existing information Lo be used and a lower
risk when first entering a new market.

Being a first entrant, il is easy o avoid higher switching cosis comparned 1o
larer eatrunts. For example, those who enter later would have 1o invest mone
expenditure inorder o encourage customers away from carly enbranis. However,
while Marki Pioneers may have the “highest probability of enpaging in product
development and lower swilching costs, 1o have the lirst-mover sdvantage, itcan
et more expensive due o product innovation being mone costly than product
imitation. 1 has been found that while Pioneers in both consumer poods and
industrial markels have gained “significant sales advantages” they incur langer
disadvaniages cost-wisc.

Close Followers: Il there is an upside potential and the ability o have a stable
markel share, many businesses would start o [ollow in Lhe [ootsie ps of pioncers.
These are more commonly known as Close Followers. These entrants into the
markel can aba be seen as challengers 1o the Market Pioneers and the Laie Fol-
lowers. This is because carly [ollowers are more than likely 1o invest a signilicant
amount in Product Rescarch and Development than laier enlrants. By doing
this, it allows businesses 1o lind weaknessos in the products produced before,
thus leading 1o improvements and expansion on the aforementioned product.
Therelore, it could also lead weustomer preference, which is essential in market
success, Due to the mature of carly followers and the research lime being laler
than Markel Pioncers, dilferent development strategies are used as opposed 1o
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those who entered the market in the beginning, and the same is applied 10 those
who are Late Followers in the marker. By having a different strategy, it allows
the lollowers Lo create their own unigue selling point and perhaps tanget a dil-
lerent audience in comparison to that of the Market Pioneers. Early following
into a market can often be encouraged by an eslablished business's prodect that
is "threatened or has industry-specilic supporting assets”™.

Late Followers: Those who Tollow aller the Close Followers are known as the
Late Enlranis. While being a Lale Enlrant can seem very daunting, there are
some perks 1o being a lalccomer. For cxample, Late Entrants have the abilily
v bearn [rom those who are already in the markel or have previously enlered.
Late Followers have the advantage ol learning from their eardy competilors and
improving the benelils or reducing the total costs. This allows them (o create a
strategy thal could essentially mean gaining market shane and most importanily,
siaying in the markeL In addition io this, markets evolve, leading 1o consumers
wanling improvements and advancemenis on products. Late Followers have
the advantzpe of calching the shills in customer neads and wants wowards the
products. When bearing in mind customer preflerence, customer value has a
significant infNuence. Customer valee means Laking into account Lhe investment
of customers as well a5 the brand or product. I is created through the *percep-
linns of benelits™ and the "total cost of ownership™. On the olher hand, i the
needs and wants ol consumens have only slighily altered, Late Followers could
have a cost advantage over early enlrants due (o the use ol product imitation.
However, il a business il swilching markets, this could take the cost advaniage
away due Lo the expense of chanping markets [or the business. Late Eniey inlo
a markel does nol necessarily mean there 18 a disadvaniape when il comes o
markel share, it depends on how the marketing mix is adopted and the perfor-
mance of the business. Il the markeling mix is not used correctly  despile the
entrant me Lhe business will gain Litde 1o no advantages, polentially missing
oul on a significant opporunity.

17, Kamakshi is the Marketing Manager at a software company. She
s responsible for developing and Implementing marketing straiegies
for the company’s products. Kamakshi leads a team of marketing pro-
fessionals and works closely with the product development and sales
teams Lo ensure Lhal the company's products are effectively promoted in
Lhe markel. She also analyses markel trends and customer [ecdback Lo
refline the marketing strategles. Which level is she working ai? IMscuss
ithe roles and responsibifities of this level in organization.

une 2024 (5 Marks)]

Ans.:

Functional Level: Funclional loevel manapers are responsible for the specific
husiness functions or operations (human resources, purchasing, product
development, customer service, and so on) thal constilule a company or one of
its divisions. Thus, a lunctional manager’s sphere of responsibility is generally
confined to one organizational activity.
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Functional sirategy, as is sugpested by the title, relstes 1o o single lunctional
operation and the activitics involvad therein. Decisions ot this level within the
organization are often described as actical. Such decisions are guided amd
constrained by some overall simtegic considerations.

Functional siralegy deals with relatively restricted plan providing objectives
lr specific lunction, allecation of resources amaong different operations within
that functional area and co-andination between them Tor oplimal contribution
o the achicvement of the SBU and corporate-level objectives.

Bebow the funclional level sirmiegy, there may be operations level siralegics as
each lunclion may be divided into several sub-lunctions. For example, mar-
keting simiegy, a funclional straiegy, can be sub-divided inio promotion, sales,
distribution, pricing sirategies wilh cach sub-Tunclion simiegy coniributing 1o
lunctional siralegy.
Kamakshi is working as Marketing Manager and is responsible [or developing
and implementing markelng stralegics which is lunclional stratcgy and hence
shi is working [or Functional Level Stralepy.
Role and responsibilities ol Fuactional Level Strategy:

# Funcliovnal Siralegy assists in the overall business strategy, by providing

information concerning the management of business activities.
# Funclional S explains the way in which functional managers
should work, 50 as lo schicve betler resulis,

Functivnal Stralepy states what is 1o be done, how is 1o be done and when is Lo
be done at the [unciional level, which uluimately acts as a puide to the lunciional
stafl and io do so, strategics are (o be divided into achicvable plans and policies
which work in tandem with cach owher.
Functional level managers are responsible for the specific business functions
or opertions (human resources, purchasing, product development, customer
service, and so on) thal conslitute a company or one of its divisions. Thus,
a lunctional manager's sphere of responsibility is gencrally confined to one
orpanizational activily.

Q1E. How you will implement the Human Resource Strategy?
Ans.: While implementing the human resource siralegy one has (o nm:dl.-r
ihe lollowing aspocis:

(1) Assessing the corrent R capacity: This includes aking stock of the
skills of the existing human resources of the organization o have a clear
understanding of the currend skill set of the company. This will help in
Ioreensting future HR requirements.

{2) Forecasting HR reguiremeais: This siep includes projecting whal the
HR needs for the luture will be based on the strategic goals of the onga-
nizmtion and sssessment of vl skill se of existing human resources.
Some questions o ask during this siage include:
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+ The positions 10 be filled in the fulure period.
+ The number of stall will be required o meel the sirategic poals of
the organization.

+ Ellect ol exiernal environmental lorces in gelling new human
FeSOUITES,

(3) Gap Analysis: In Lhis stage, one will make a comparison belween exisling
and desired position of the organization in lerms of sirategic. During
this phase you should also review your currenl HR practices and il these
reguire any amendmenis.

(4) Developing HR siralegles Lo suppori siralegles of the organtzation:
Some of the HR strategies which may be adopled (o atlain the organiza-
tional goals are as follows:

{a) Resiructuring Strategles: Thisincludes reducing siall, regrouping
tasks 1o creale well-designed jobs, and reorganizing work groups
o perform more efliciently.

(b} Training & Development Sirategles: This includes providing
the curreal stall with training and development opporienilics 1o
encompass new roles in Lthe organdization.

(¢} Recruliment : This incluedes recruiting new hires that
already have the skills the organiztion will need in the Tulure.

{d) Outsourcing Strategles: This includes outreaching o external
individuzls or organizations 1o complele certain tasks.

() Collaboration Strategles: This includes collaborating with other
organizalions w learn (rom how others do things, allow emiplovees
o gain skills and knowledge not previoushy available in their own
organizalion.

(f) Retention Strategy: Every arcaof the employer-cmplovee relation-
ship in your organization deserves your atteotion. Embrace these
ke stralegics (o improve your organization's emplovee reieniion
and boost employee satisfaction.

(g} Mentorship Programs: Pairing a new emplovee with a mentor
is a greal for retention. New lcam members can learn from the
experionee of & senior.

(h) Employee Compensation: The orpanizmtion should offer com-
petitive compensation packages which include salaries, bonuses,
paid time off, health benelits, relirement plans and all the other
porks. Recognilion and rewands systems - Every person wants (o
feel appreciated Tor whal they do. When they go the exta mile,
Lhey should be recopnized . Some companies sel up rewards sysiems
thal incentivize greal ideas and innovation,

() Work-lile balance: A healthy work-lile balance is essen-
tial. Companics should give a serious thought for offering
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tebecommuiting or Thexible schoedules 1o improve work-lile balance
for their employees.

() Communication & Feedback: Lines of communication should bo
kept open for ensuring emplovee retention, Their ideas, questions
and concerns must be welcomied.

(k) Dealing with chamge: 11 the onganisation is going through o merg-

er, lavolls or vther big changes, the employvees must be laken inlo
conlidence belorchand o maintain their trusi

(N Fostering Teamwork: When people work together, they can

wchieve more than they would have individually. Foster o culture

ol collaboration by clarifving 1eam objectives, business goals and

roless, and encournging cveryone te contribule ideas and solutions.

() Team Celebration: Colcbrute major milestones for individuals aod

for the team. Whether the team just linished that huge quarterly

project under budgel or an emploves broughtl home a new baby,

sichee the chance 1o colebraic Inp:lh:r wiilh a shared meal or pEronp
EXCUrshon.

019, Write a short note on: Production Strategy.

Ans.: The productionfoperations strategy is related 1o the production system,
operational planning and control and logistics management. [t affects the na-
ture ol productservice, the markets 10 be served, and the nanner in which the
markets are W be served. All these collectively influence the operations system
structure and ohjeclives which are used 10 determine the operations plans
and policies. Thus, a sirategy of expansion through related diversification, for
inswance, will allect what products are offered o which market and how these
markets ane sorved. The operations system structure, which s concerned with
the manulaciuring/service and supply/delivery sysiem, and operalions system
objectives, which are related 10 customer service and resource ulilization, both
determine what operutions, plans and policies are set.

The different types of production strategies are grouped, listed ond explained
uinder lollowing thmee cilegories:

[ Business Struteghes | Competitive Priorities. | Competitive Advantages |
» Dillerenthsibon # Price or Comt & Flenilihe Rospmomse
Strabgy Shrwbepy Sirsilagy
# Uowt Leadorship & Ouality Siraiogy & Low Cost Straiegy
Stralcgy o Dulbvry Straiopy
- :‘m‘“" ’ * Product Mix
Saeprrcnitaihom Sie
Stratogy ey
# Sorveor Stralopy
# Eco Fricndly
Progducis
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Q20. DMscuss varfous Lvpes of produciion siraiepies are prouped under
business sirategles.

Ans.: Dilferent lvpes of production stralegics thal are grouped, listed and ex-
pained under business sirategics are as [ollows:

{a) MiTerentiation Strategy: Under a dilferentiation strategy, the company
tries 1o be different and unigue from ils competitors. 10 may olTer betler
qualily, quantity, pricing, appearance, and alier sales-service, when com-
pared to its competitors. 1L may ollfer more features and [acilities in its
produci. 1t may be more [lexible while dealing with its customers. 1L may
also offer quick and hetier delivery of ils products. So, there are many
warvs, in which a company can remain dillferent [rom its competilors. 1T
it mainiains Lhis unigueness and dilference in s product quality and
cusiomer service, then it can charge higher prices.

(b) Cost Leadership Sirategy: Undera cost leadership stralegy, Lhe company
tries lo reduce its cost of production. This is done by producing poods
on a very huge scale. By doing so, Lhe company will get the benelits of
economics of large scale. Higher the scale ol production, lwer will be
the cosl of production. This is because per unil cosl of raw malerials,
labour, advertising, sales promaotion, R & D, etc. will decrease.

(c) Market Segmentation Strategy: In markel segmentation siralegy, the
counpany divides the markel according to the type of cestomers it has 1o
locus and targel. I sells dilferent products and services todilTerent types
ol customers. To achieve this goal, it produces and sells poods and ser-
vices as per the needs of the customers. Therelore, markel scpmentation
stralegy is alsocalled Focus Stralegy. Example, many delergenl companics
oller different variants of deterpents with different price brackeis.

021. Discuss various (ypes of production strategies thal are grouped
under competitive priorities.

Ans.: Dillerent production strategies that are grouped, listed and explained
under competitive priorities are as [ollows:

(1) Price or Cost Strategy: Under price or cost stralegy, the company sells
its product at a very low price. This strategy is used when Lhe produects
are homogeneous (samcel in nature. That is, when the customers cannol
distinguish the company’s product from the competitors” producis. In this
case, the company will lix a low price. So, the customers will purchase
the company’s product and nol the competitors” prodocts.

{2) Qualily Strategy: Under quality stralegy, Lhe company produces and sells
high-guality goods and services. The prices ol such poods and services are
naturally very high, However, this strmtegy attracts those customers whao
prefer wp gquality products and are ready (0 pay necessary appropriale
prices. The company must pay special attention 1o the design of Hs prod-
ucts. I must upgrade pmoduct design and add new product (eatures (o
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a1y Vhe covrent needs and demands of iis customens. Products which
are designed hadly will naturally fail in the market. To gain success in
the market, the company must smartly invest (o make quality innovative
products (hal are bree Troim uny deliacts,

13) Dellvery Strategy: Under delivery strategy . ihe company delivers ils prod-
et and services bo thelr custiomers as carly as possible that oo within
o lised time period. The company gives top pricrity lo fast delivery of
products and providing quickest accessibility of services. Speed delivery
ol products and lastest accessibility of services removes the problem of
suarcity and unpocessary delays in e kel Doelivery siralegy s used
ax g selling wactic to fight cul-throal competition.

f14) Product Mis wr Flesibility Strategy: Under Product Mis Strstegy, the
cunmpany prosheces and solls a prodoct mic A product mis s a groap of
products, which are sold by the same company. Here, the company doss
not depend only on one prisduct Toe its survival and growih, 1| uses a
proeduct min bocsuse ioffers many sdvantages o the company, Howewr,
ol v Largse coripanics with huge production capacity can use Lhis stralegy.

(5} Scrvice Strategy: Under Scorvice Straicgy, the company uses o sorvioe
tov attract the custormens, 1 gives quicker and better aller-sales service. It
ghves wrvand the chinck, e, 24.bour custommer service. 1 may render thisc
service dinoctly via the company or theough the notwork of call contres.
Service s regquined for both consymer goads as well as industrial poods.

{6) Eco-friendly Strategy: Under conefriendly strstogy, Vhe comipany prodisces
and sclls envitoamenifriondly producis also called as Groen Products.
For example. producing and selling lkead-free petrol 1o reduce pollution,
mianulaciuring mercury-lree telovision panchs, cle., are some prasd steps
I priserve natisie. This is o new tvpe of production srategy. 11 is used o
rediuce pollution and prootect the binaphere. Companics mav also rocyele
certain malerials like plastic, metals and papers. The properly reevcled
products wre later used [or monulscturing new products and in packoging.
Companics use bindegradable packing maierial to reduce the problem of
waste disposal. Recveling reduces continuous demand cyvele of natural
resources and hence sumewhal minimize the exploitation ol coviron-
mient. The company informs the public about their environment -friendly
manufaciuring approach through advertisemenis.

of service that the right materials are avallable at the right place at the
right tlme, of right quality and a1 the right cost. Briefly discuss the type
of stralegy your company is deallng with.

Ans.: Logistics Strategy Managoment of logistics is a process which intograices
the Mo of masterials intio, through and ol of an erganation o schicve o level
ol service that the right materiabs are svailsble at the right place @1 the night
thme, of right cquality and at the right cost. For o basiness organization oflective
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logistics strategy will involve raising and finding solutions 1o the questions ne-
lating o raw material, manulacluring locations, products, imnsporiation and
deployment ol inventory. Improvement in bogistics can resull in saving in cost
of doing business.
When a company creates a bogisiics sirategy, il is delining the service levels
al which its logistics systems are highly effective. A company may develop a
number of logistics strategios for specillic product lines, specilic counlries or
specilic customers o address dilferent caleporical requirements.
Supply chain management helps in logistics and enables a company 1o have
constant contact with its distribu tion team, which could consistof Lrucks, Lrains,
or any other mode of transporiation. Given the changes ihat affect logistics
operalions such as emerging lechnologics and indusiry initialives, developing
and wusing a formal logistics stralegy is very important. For a business énter-
prise, eflective logistic strtegy will involve raising and finding solutions (o the
lollowing questions:

+ Which sources of mw materials and componenls are availahle?
How many manulacturing locations are there?
Whal products are being made al cach manulacturing location?
Whal modes of trensponation should be used for warious produces?
What is the nature of distribution [acililies?
What is the nature of materials handling equipment possessed? s it ideal?
What is the method for deploying inventory in the logistics notwork?
Should the business lirm own the irmnsport vehicles?

Improvement in logistics can resulls in savings in cost ol doing business. These
savings can also reveal in the profits of the company. Some examples of how
logistics can help a business ane as [ollows:

* R

# Cioxl savings
# Reduced invenlory
* Improved delivery Llime
® Cusiomer satislaction
+ Compelitive advaniage
023, What are the elements of Logistics Stralegy Plan?
or

Logisiics strategy plan is an important part of formulation of siralegy’.
‘What are the major clements dw Man?
Ans.: The Logistics Strategy plan is developed within following cighl elemenis:
(1) Customer Service Policy: The approprizie level of service for custom-
ers, by product proup or markel segment; considering: order lullillment
requirements, enquiry and invesligation capability and the available
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salisly the currenl needs and demands of its customers. Products which
are designed badly will naturally [ail in the markel. To gain success in
the market, the company must smartly invesd 1o make qualily ianovative
products that ane free from any defects.

(3) Deltvery Strategy: Under delivery stralegy, Lhe company deliversits prod-
uet and services (o their customers as carly as possible that 1oo within
a flixed time period. The company gives lop prionily 1o [ast delivery of
products and providing quickesi accessibility of services. Spoed delivery
ol products and fasiest accessibility of services removes (the problem of
scarcity and unnocessary delays in the markel. Delivery strmitegy is used
ax a selling wetic w light cut-throal competition.

(4) Product Mix or Flexibility Strategy: Under Product Mix Stralegy, the
company produces and sells a prodoct mix. A product mix is a group ol
products, which are sold by the same company. Here, the company docs
not depend only on one product Tor its survival and growth, 1t uses a
product mix because il offers many advaniages 1o the company. However,
only large companics with huge production capacily can use Lhis sirategy.

(5) Service Stralegy: Undor Service Stratcgy, the company uscs a service
o attract the customers. 1L gives guicker and beller aller-sales service. 1L
gives around Lhe clock, Le. 24-hour customer service, Il may render this
service directly via the company or through the network of call contres.
Service is required lor both consumer goods as well as industrial poods.

(6) Fco-friendly Strategy: Undercco-lricndly stralegy, the company produces
and sells environmeni-lrendly products also called as Green Products.
For example, producing and selling lead-free petrol 0 reduce pollution,
manufaciuring mercury-lree lelevision paneks, cic., are some pood steps
Lo preserve nalure. This is a new type of production stralegy. 1L is used 1o
reduce pollution and proiect the biosphere. Companies may also recvele
certain malerials like plastic, metals and papers. The properdy recyvcled
products are bater used for manulacluring new productsand in packaging.
Companics use biodepradable packing material lo reduce the problem of
wasle disposal. Recycling reduces continuous demand cyele of nalural
resources and hence somewhal minimize the exploilation of caviron-
menl. The company informs the public aboul their envirenment-friendly
manufacluring approach through adverlisements,

022, Management of your company is the process of integrating the Fow
of materials into, through and out of an organization o achieve a level

of service thai ihe right materials are avatlable ai the right place al ihe
right time, of right quality and at the right cost. Briefly discuss the type
of strategy your company Is dealing with.

Ans.: Loglstics Strategy: Managemoenl of logistics isa process which inteprates
the Mow of materials into, through and oul of an organization Lo achieve a level
ol service thal the right malerials are available al the right place al the right
Lime, of righl guality and at Lhe right cosl. For a business organization oflective
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Ingistics strategy will involve rising and finding solutions to the questions re-
lating o raw mailerial, manulaciuring locations, products, tmnsportation and
deployment ol invenlory. Improvement (o bogistics can resull in saving in cosl
of doing business.
When a company creatles a logistics stralegy, it is delining the service levels
al which its logistics systems are highly effective. A company may develop a
number of logistics stralegies for specilic product lines, specilic countries or
specilic customers o address dilferenl cateporical requirements.
Supply chain management helps in logistics and cnables a company w0 have
constan! contact with its distribution team, which could consist of rucks, Lrains,
or any other mode of tmnsporiation, Given the changes that alfect logistics
operations such as emerging lechnobopies and industry initiatives, developing
and using a formal lopistics strmlegy is very important. For a business enler-
prise, elfective logistic stratepy will involve raising and Gnding solutions o the
lollowing questions:

+ Which sources of raw malerials and componenis are available?
How many manulaciuring localions are there?
Whal products are being made sl each manulacturing localion?
What modes of trensporiation should be used for various products?
What i the nature of distribution facilites?
What is the nature of materials handling equipment posscssed? Is it ideal?
What is the method Ffor deploying inveniory in the logistics notwork?
+ Should ihe business firm own the tansport vehicles?

Improvement in logistics can resulis in savings in cost ol doing business. These
savings can also reveal in the profits of the company, Some examples of how
logistics can help a business are as lollows:

LR I B

+ Cosl savings

Reduced inveniony
Improved delivery Lime
Customer salisfaction
Compelitive advaniage

023, What are the clemenis of Logistics Siralegy Plan?
or
siralegy plan is an iImportant part of formulation of stralegy’.
Whai are the major elements of Sirategic Plan?

Ans.: The Logistics Stralegy plan is developed within following eighi elemenis:
(1) Customer Service Policy: The appropriaie level of service [or custom-
ers, by product group or markel segment; considering: order lullillment
requirements, enquiry and investipation capability and the available

* * 2+ 9
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information. The cuslomer service policy informs the nodes and links
of the supply network.

(2) lnventory Location Policy: Cemtmlived or decentmalived inventorny;
whether o dilTferentiate Facilities by fast and slow moving stock; location
ol sikes; use ol specilic lechnologics and lavouts; company-owned or
contracied [acilities.

(3) Invenlory Policy: Form and lunction ol invenlory by location; the appro-
priate amount of stock 1o bold for various groups of invenory; planning
struciure thal links outbound and inhound materials.

(4) Cost Plan: Trade-oll analysis between cost and service level requirements;
cosl of Logistics operations.

(3) Transport and distribution (Supply Network Hoks) policy: Allecied
by whether enterprise imports or expors and the size and structere of
conurbaticns being served. This incorporates transport modes, delivery
pallern and stemage lcation considerations, based on Lthe lime aken for
daliverics.

(6) IT & Communications capability: Technologics (including software) that

will be internally developed:; buy planning and scheduling applications
Irom single supplier or obtain "best of breed” applications.

{7) Logistics Organtzation Structure: Functlion or Dow based; allocation
ol responsibilities; managed or sell manaped Lleams.,

{B) Loglstlcs Targels & Metrics: Measures of perlformance and achicvement
Larpels; operalions improvements process and managemenl

024, Whalt are Lhe issues Lo- be resolved by a business enlerprise (o have
an effective logistic stralegy? [May 2021 {5 Marks)]
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025. ‘ALBELA’ Foods and ‘JusiBE' Foods are competing
chaln of restaurants in India. ALBELA' s are known [or thetr innovalive
approach, which has resulied in good revenues. On the other hand,
JustBE 18 slow In responding Lo covironmental change. The Infilal siages
of Covid-19 pandemic and the ensuring strict lockdown had an adverse
tmpact on both the companies. Realizing Its severity and future conse-
quences. ALBELA, lfoods immediately chalked oul its post lockdowna
strategles, which include Inttiatives ltke:

(a) Contactless dinning

(F) New category of foods in the menn for boosting tmmunity

() Improving safety measures and hyglene standards

{d) latroducing enline lood dellvery app
Seelng the positive buez around these measures taken by ALBELA Food,
JusiBE Foods also thinks (o introduce Lthese measures.

(1) Identify the strategic approach taken by ‘ALRELA’ Foods and
‘JusiBE’ Foods,

{#i) Discuss Lhese straleglc approach.

(i) Which strateglc approach is better and why?
[May 2021 (1 + 3 + 1 = 5 Marks)]

Ans.:
i) "ALBELA’ loods is proactive in ils approach. On the other hand, ‘JusiBE'
Tonds is reactive in ils approach.

{if) Proactive stmlegy s planned stralepy. While continuing with the pre-
viessly initialed business approaches thal are working well, the newly

NNV YL

launched manaperial iniliatives aim Lo strengthen the company’s overall
position and performance. These ane oulcomes ol management s analvsis
and strategic thinking aboul the company’s siluation and ils conclusions
aboul the positioning ol the company in Lthe marketplace. 1T done well,
it helps the company (o clfectively compete for buver patronage.

Reaclive siralegy is an adaplive reaction o changing circumsiances. 1L is
nol alweays possible lor a company Lo lully anlicipate or plan lor chang-

Ans.: Managemen| of logistics s a process which integrates the HNow ol supplics
into, through and oul of an organization 1o achieve a level of service which en-
sures Lhal the right materials are available al the right place, at the right time,
of the right quality and at the righl cosL

For a business enlerprise, cllective logistic strategy will involve raising and
linding solutions Lo the [ollowing questions:

= Which sources of raw materials and componenis are available?

= How many manulaciuring localions are Lthore?

- What products are being made al cach manulaciuring location?

- What modes of transponiation should be used lor various products?

- What is the nature of distribulion [acilities?

- Whal is the nature of malerials handling equipment possessed? Is it ideal?
- Whal is the method [or deploving inventory in Lhe logislics nelwork?

= Should the business lirm own Lhe transport vehicles or hire?

s in Lhe market. There is also a need lo adapl siralegy as new learning
emerge aboul which picces of stralegy are working well and whicharen’l
By iiscll also, the management may hil upon new ideas lor improving
the current stralegy,

(i) In reference o Lhe given case, proactive siralegy seems 1o be betler be-
cause ALBELA [oods had been able (o ulilize available opportunilics,
reduce adverse impact, enhance the demand for product and is also ahle
oy avandl the lirst mover advaniape.
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026, What Is cost leadership siralepy? Under whal clrcumsiances an
organizalion can galn competitive advaniages from cost leadership
strategy? Is there any risk in pursuing cost leadership strategy?

Nov. 2022 (5 %LI__
Ans.: Cosl leadership simtegy emphasizes producing standardized producis
al a very low per-unit cost for consumers who are price-sensitive. It frequently
resulis from productivily increases and aggressive pursuil of cost reduction
throughout the development, pmduction, marketing, and distribulion processes,
It allows a firm (o earn higher profits than its competilons.

The circumstances in which an organization can gain compelitive advantages
[roim cost leadership stralegy are:
+ When the markel is composed of many price-sensitive buyers,
# When there are fow ways o achiove product dilferentiation.
# When buyers do nol care much about differences Trom brand 1o brand.
# When there are a large number of buvers with significant bargaining
puwer.
The basic idea is 10 under price competitors and thereby gain moarket share
driving some of the competitors out of the markeL
Some risks of pursuing cosl leadership ane as follows:

* Compelilors may imilale the strategy, therelore driving overall industry
prolits down.

# Technological breakithroughs in the indusioy may make the stralegy inef-
fective; or that buyer interests may swing o other dillerentiating features
besides price.

027. “Managemenl at all levels develops stralegles™ . Explain the different
strategies formulated at different levels of management.

[May 2023 (5 Marks/)]
Ans.: Al dillerent levels of management, various stralegios are [ormulated o
align with organizational poals and chjectives which are as lollows:

{1) Corporate Level Strategles: Al the highest lovel of managemenit, corpo-
rule level strategies are developed. These stratepices ocus on Lthe overall
direction and scope of the entire organiration. Major corporate-level
simlegies include Stabilily simlegics, Growth stralegics, Retrenchment
strategies and Combination siralegics.

(2) Business Level Strategles: Business level stmtegics are developed by
middle-level management and focus on individual business unils or divi-
sions within the organization. These stralegics aim W achieve compelitive
advantage within specilic markets. Commaon business-level strategics
include Cost Leadership, Differentiation and Focus stralegics.
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(3) Functional Level Strategies: Functional-level sirategies are formulaied
by kwer-level management or depariment heoads responsible Tor specilic
Tunctional areas, such as marketing, linance, operations, or human re-
sources. Thesestrategies alipn with business-level sirategies and focus on
achieving luncticnal objec lives. These strategies include Markeling sirale-
gies, Financial stralegies, Operations siratogics, Rescarch & Development
strategy and Human Resource siralegies.

In conclusion, management al all levels develops stralegics thal align with the
organiration’s goals. Corporate level sirategies determine the overall direction,
business level sirategies focus on competitive advaniage within specific markets,
antd funcrional level strategies aim fo achieve functional objectives in support of
the broader strategies.

m&kwnmmwu-m—m
pany. Currently, the company is facing various IR challenges. Disha’

role lovolves implementing elfective human resource wnn-
tegles to address HR challenges and ensure the success of the company.
Enumerate any five prominent areas where Disha can play a strategic
role. INov. 2023 (5 Marks) ]
Ans.: Disha, the Human Resource Manager in a Telecom company, plays a
pivotal strategic role in addressing HR challenpes and [ostering the company's
success. Key arcas where Disha contribules stmiepically include:

(1) Providing purposciul direction: The human resource manager leads

people and the organization wwards the desined direction involving
peaple. He can ensure harmony belween organizalional objectives and
individual objectives.

(2} Crealing a compeiitive advaniage: In the present business environ-
menl, mainlaining a compelilive position or gains cilher by cosl leader-
ship ordilferentiation is an important objectiveof any business. Having a
highly committed and competent workfonoe is very imporiant lorgetling
a competitively advantageous position.

(3) Facilitation of change: The human resource manager will be more
concerned aboul furthering the orpanization nol just maintaining il
He can devede more lime (o promole aceeplance of change rather than
maintaining the stalus quo.

(4) Managing workforce diversity: In a modern organizalion, manage-
ment of a diverse workforce is a great challenge. Workforce diversity can
be obhserved in terms of male and female, young and old, educated and
uneducaled, unskilled and professional cmplovee and so on. Molivalion,
maintaining mocale and commilment are some of the key tasks thal a
HE manager can perform.,

(3) Empowerment of human resources: Empowermenl means aulho-
riring evor member of an orpanization w lake up hiwher own destiny
realizing his/her [ull potential. Empowerment invelves giving more power
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1o those wha, al presenl, have lillle control over what they do and little
ahility Lo inflluence the decisions being made around them.
(6) Bullding core competency: The human resource manager has an im-
portanl role o play in developing the cone compelency ol the lirm. A
CONe Compelenoe is a unique strenglh ol an organization which may not
e shared by others. Organization of business amund core compaence
implics leveraging the limited resources ol a firm.,
(7) Development of works ethics and calture: As changing work ethics re-
quires increasing emphasis on individuals, jobs will have 1o be redesigned
1o provide challenge. A vibrant work cullure will have to be developed in
the erganizations 10 create an atmosphere of trust among people and 1o
encournge crealive ideas by Lhe people.
In these stralegic mles, Disha contributes 1o the organimtional success by
aligning human resource practices with the overall objectives of the elecom
company, ensuring resilience and competitiveness in Lhe industry.

lordeveloping siraiepy. Belore we candevelop sirategies for the [uiure, however,
we nocd 10 understand the present. Silustional analysis is the procoss we use
1o gain understanding and insight into our present siluation.

A siluation analysis or environmental analvsis is an essential component of
strategy formulation. Such analysis is conducied periodically 1o keep the strai-
opies up 1o date.
A complete situation analysis [ocuses on four arcas Lo

# The problem [its severity and ifs causes]

+ The people |poteniial siakeholders)

# The broad context [in wihich the problem prevails |

* Faclors [facilitating behavior change |

A situational analvsis takes into account the internal and external environment
of anentity ororganiztion and clearly identilies is own capabilities, customers,
petential customers, competitons and Lhe business eavironment and the impact
they are poing to have on the entity or organization,

Need of sttuation analysts: While lormulating a business plan, a siluation
analysis paves the way lor stmilegy development by identilication ol prioritics
by bringing oul a clear, detailed and realistic picture of the -

# Opportunitics
+ Resources
* Challenpes
# Barricrs
The quality of the Situation Analysis will affect the success of whole plan.

4.1
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Suitability of Situation Analysis: A small, well knilted and locused team
[rovm dilferent lunctional areas of the organization should conduct the silua-
tion analysis. Throughout the data collecton process, weam members should
also consider about engagement of concerned stakeholders including opinion
leaders, service providers, policy makers, pariners, and poteatial beneliciarics
Lo reap maximum outpul. 10 may be done by conducting in-depth inlervicws,
Iocus group discussions, community dialogues, small group meetings, tasklforce
enpagements or participatory stakeholder workshops.

Timing of conducting sttuation analysis: A siluation analvsis should be con-
ducted al the beginning ol any progmm orproject bul before developing a strategy.

02.SWOT msnmﬂuﬂ by organtzations [or evelving strategic
mﬁrlh . Explain.

Am.. The cumpnmnn ol Strengths, Weaknosses, Dppnrlunmnﬁ & Thrml.i i

normally relerred o as SWOT Analysis,

Originaled by Albert S Humphrey in the 1960, SWOT Analysis is as useful

now as il was then. SWOT analysis is a ool used by organications for evolv-
ing stralegic oplions for the Tuture. The term SWOT refers o the analysis of

strengths, weaknesses, opportunitics and threals. Strengths and weaknesses

are identilied in the internal environment, whereias opportunilics and threats

are located in the extemnal environment.

Streagih: Sirenglh is an inherenl capability of the organization which il can

use (o gain stralepic advantage over its competilors,

Weakness: A weakness is an inherent limitation or constraint of the organiza-

tion which creates sirategic disadvantage 1o il

Opporiunliy: An opporiunity is a [avourable condition in the organization’s

environmenl which enables it 1o strengihen its position.

Threat: A threat is an unfavourable condition in the organization's covironment

which causes a risk for, or damage (o, the organization’s position.

There are [our components Lo this analysis. Strenpihs and weaknesses are oficn

internal 1o your organization, while opportunities and threats enerally relate o

external factors. For this reason the SWOT Analysis is sometimes called Inter-

nal-External Analyvsis and the SWOT Matrix is somelimes called an 1E Matrix.

All four components cover certain basic quesiions thal need o be answered.

These arc as follows:

Sirengihs (A) Weaknesses (Bh
Potential resource strengths & | Potentisl resounce weakneses &
Opportunities (C) Threais (D)
Potential company's Posential extemal threats io
OPPOTILTeS company's well-being
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Importance of SWOT Analysis: It helps managers (o crall a business mod-
¢l thal will allow a company Lo gain 8 competilive advanlage in ils indusiey.
Competitive advantage leads 1o incressed profitability and this maximises a
company’s chances of surviving in the (asi-changing. compelitive environment.
Key reasons Tor SWOT analysis are —

+ Il provides a logical lramework.

# |l presents a comparative accounl.

+ I puides the straiepist in stralepy identilication.

mm-mﬁmmh:thlm. when it dl}ﬂhhu'

role ln constructing a very Mwmm multiple

states. Since then, 1t is coniribuiing in many toihe couniry’s srowih

story. anihlnuhqlphhluu:ﬂ-:l*h the key projects taken

up by the ceatral government. Suggest few Opportunities and Threats

that the company sl [hﬁw. m: {.!Hlfh}]
Ans.: Faced with a constantly changing environment, cach hlﬁlnﬂss unil poeds
iy develop a marketing information sysiem o irack rends and developments,
which can be calegorized as an opporiunily or a threal. The company has Lo
review its strength and weakness in the backpround of environment's opportu-
nitics and threal, Le., an organization’s SWOT analysis.

STU is looking at playing an active role in the key projecis laken up by the con.

rad povernment. Following are the polential opportunitics and threats w STU: -

Potential Opportundiies lor STU:

+ Alliancoes orjoint ventures with central government that expand the STU's
markel coverage or boost ils compelitive capability.

+ Possibililics of working on the [ulure projects of central government,

+ Serving additional cusiomer groups or expanding into new geographic
markets,

+ Ulilizing existing company skills or lechnological know-how 1o enter new
projects.

+ Openings o take market share away Irom rivals.

+ Openings o cxploil emerging new lechnologies.

+ Integrating forward or backward,

Poteatial Threats for STU:

+ Dueio COVID-19 pandemic, companics may [ace the lockdown siluation.

# Economic laclons such as recession elc.

# Likely entry of polenl new compolilors.

+ Technological chanpes/innovalions in construclion equipment.

+ Cosily new repulalony requirements.
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® Growing bargaining power ol suppliers.
+ Vulnerability 1o industry driving lorces.

04, What is the purpose of SWOT Analysis? Why Is Il necessary o do

a SWOT analysis before selecting a particular strategy for a business
organization? |Jume 2024 (5 Marks)]

Ans.:

The comparison of Strenglhs, Weaknesses, Opportunitics & Thrests is nonmallv
referred 1o as SWOT Analysis.

Originaled by Albert § Humphrey in the 19605, SWOT Analvsis is s usclul
now as it was then. SWOT analysis is a tool used by organizations for evoly-
ing strategic oplions lor the Tulure. The term SWOT relers o the analysis ol
strengths, weaknesses, opportunilics and thrests. Strengths and weaknesses
are identified in the internal envirenment, whereas opportunities and threats
are located in the external environment.

Streagih: Sirengih is an inherent capahility of the organization which il can
use Lo gain siralegic advaniage over its competilors.

Weakness: A weakness is an inherent limitation or consirainl of the organica.
Lion which creates sirategic disadvanuage Lo il

Opportunity: An opporiunily is a favourable condition in the organization’s
emvironment which enables it 1o sirengihen s position.

Threai: A threal is an unfavourable condition in the organization's cavironment
which causes a risk for, or damage Lo, the onganization’s posilon.

Every managoer is entrusted with the responsibility of sctting-up onpanization
mission and poals and creating a strategic plan that will guide the company
o achieve ils poals. For doing this, managers make use a variety of iools and
methids 1o make a basis [or decision making that includes SWOT and TOWS
analysis, which are two closely related brainslorming exercises.

SWOT is o tool for strategic analysis of any organization, which takes inio ac-
count examination of te company’s internal as well as its external environment.
It consists in recognition of key assets and weaknesses of the company and
marching them o exploil Tuture opporienities uad combating threats. SWOT
is quite helplul in formulating a compoany's stralegy (Jeserys, 2000).

STRATEGIC ANALYSIS - TOWS

03, Brielly discuss “TOWS Mairix Model' developed by the American
international business professor Helnz Weihrich,

o

“The TOWS Malrix 1 a tool for generaling strategic optionsicholces.” Do
vou agree with this stalement? How il can help a siralegist in decision
making?
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Ans.: The TOWS Malrix is derived from the SWOT Analysis model, which stands
for the internal Strengths and Weak nesses ol an organization and the exiernal
Opporiunitics and Threats thal the business is conlrnted with

The acroavm TOWS is a varianl of this and was developed by the American
international business prolessor Helne Wethrich.

The TOWS Mairix is aimed al developing siralegic options from an external-in-
lernal analysis and 5 a practical wol, particularly in the liclds ol business
administralion and markcting.

Whereas SWOT Analysis starls with an inlernal analysis, the TOWS Mairix
staris with an external environment analysis: Lhe threats and opponunities are
exnmined Firsi.

The TOWS Matrix is iool lorgeneraling sirmalegic oplions. Through TOWS maltrix
four distinel alternative kinds ol strategic choices can be ideatified.

(1) S0 - Maxi-Maxi [Aggressive Strategy] (Strategies that use strengths fo
maxirize opportunities):

S0 is a position that any liom would like o achicve. The strengths can
be wsed 1o capitalize or build upon exisling or cmerging opporiunilics.
Such lirms can ake lead [rom Lheir strengihs and wtilize the resounces
o build up the competitive advantape.

Therefore, maxi-maxi refers o an organization, within which the svnergy
effect is present and opporiunitics are dominating in the environment. 1t
consisls instrong expansion and development, wilh maximum application
of streagihs and available opporiunitics.

(2) 5T - Maxi-Minl [Conservaiive Strategy] (Srrategies that wse strengths
1o mrimirnize threais): ST is a position in which a lirm strives 1o minimize
existing or cmerging Lhreats through its sirengths.

(3) WO - Minl-Maxi |Compelitive Strategy): (Srrateples thal mimimizes
weakness by taking advaniape of opporiunities): The fiom necds o over-

cone internal weaknesses and make allempls o exploil opporiunilios
Loy maximum.

{4) WT - Mini-Mind [Defensive Stralegy|: (Strategies thar minimizes weak-
ness and avold threatsk WT is a position that any lem will bry 1o avoid. A
firm Facing cxternal threats and internal weaknesses may have o strepple
for its survival. WT strilegy is a stratlegy which & pursued 1o minimize
or overcome weaknesses and as [ar as possible, cope with existing or
emerging threals,
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Internal Elements

o ixntiomal o dabicorsal

Sirengths Weaknosses

i nities (and % i .
‘5 10 maximize opportunitics | | weakness by taking advantage

Emvironmen- sT WT

W Msi-Misi Mini-Mini
[Strategics that use strengths | (Straitegics that minimizes
Lo minimiee thrvats | weakness and avoid thrvats)

By using TOWS Mairix, a strategist can look intellipently at how he can best
lake advantage of the opportuniiies open o him, ai the same lime that he can
minimize the impact of weaknesses and protect himsell against threats. Used
alierdetailed analysis of threats, opporiunities, sirengthand weaknesses, it helps
the sirslegist 1o consider how 0 use the extermal environmenl Lo his strategic
advantage, and so he can dentify some of the strategic options available w him.

Froum that siamalpoint, an organication geis o clear piciure of its environment
and the opporiunity o think about strategy and what direction the company
will go in. Next the company’s strenpihs and weaknesses are considered; what
it's pood wl inlernally and what B Aol 50 good.

The exiernal analvsis is linked o the analvsis and the resulting TOWS Mairix
can help an organization to make decisions betler, seize opportunitics and
profect ilsell beller against thress

Benelll & Importance: The TOWS Mutrix helps businesses 1o jdentily their
stmlegie oplions. An organization peis the opporunity 1o make the most ol
its sirengths and get around jis internal weaknesses and learn 1o deal with
them properly. Externally, an organization bearns to carelully kook For market
opportunities and recognize possibilities. And they learn how 1o control and
overcome polendial threats.

The TOWS Muairix can also help with brainstorming and developing grest
fieas (o generate effective marketing stratepies and tactics, Funthermare, the
model goes hevond merely finding out the sirengihs and weaknesses within an
orgnnition aod what opperiunities and |hreats (hore are in s environment.
It lorves organizalions W really (hink aboul how they can improve themselves,
hivw they can guard against threats and hecome more aware of their expertise
and potential shorcomings,
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The incremental benelit of the TOWS matrix lies in svsiematically identilving
relationships between these factors and selectling strategies on their basis. Thus
TOWS mairix has a wider scope when compared 1o SWOT analysis. TOWS
analvsis is an action ol whereas SWOT analvsis is a planning ool

06. Apply TOWS Matrix Model for world famous Apple Inc.,

Ans.: TOWS Malrix is an analylical tool that helps build over vour strengihs and
make the best use of available opportunilics while also minimizing the threats.

TOWS Matrix of Apple: Apple is the maker ol 1-phone, I-Pad and Mac book
and is known for innovation and premium quality products. 1L has a strong
brand image and is a market keader across several product categories. 1L means
high profil marging on its products which are highly popular. The premism
quality of its products is the reason that Apple enjovs high custome s lovaiiy.
However, the [alling demand of PC's and Laptops has led 1o a decline in the
markets share ol Apple.
Strengths:

= Market leader in a mnge of products and services

= Highly strong brand image

- Finaneial strength

- Innovalive and highly sophisticated supply chain

- High profit margins

= Larpe and loval cusiomer base
Weaknesses:

- Products nod priced competitively

- Narmow product rmange compared 1o the rivals

- Products and services incompatible with the other brands
Opportunities:

- Increasing demand for the mobile padgels and technology

= Product diversilication

= Make compaiible products
Threais:

= Increased compeltition

- Rising cosis of input and manulaciuring

- Jobs' demise o major loss

- YKV
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APPLE TOWS MATRIX
Sirengihs Weaknesses
Opporiunitics S0 Wi
= Uer sireogths o capitaline |« Dvercome weaknesses 1o
un available opporunilcs capuialite on opportunlcs.
= Usebrand image wdiversify | - Attract msddle class custom-
and develop partnerdhip with ers by reducing price.
sather bandie - [Fimd new cusiomersegmenls
and intmduce new products
tailored for them.
Threats ST WT
= Usc sirengths o aveid Reduce weaknesses lo avoid
thrests.
<« Control cost to heat | - Exploilexstingsupply chain
i capabilitics. to redhuce costs,
- Focus on caliumal change. = Introduce competitively
prced producis,

PROJECT MANAGEMENT — PERT & CPM

7. Mscuss in detall “Project Evaluation & Review Techalque (PERT)™
::'ﬂillnl tool nsed in project management along with lis advaniases
disadvaniages.
Ans.: The Project Evaluation & Review Technigue (PERT) is a statlstical Lool
used in project management, which was designed 1o anabvee and reprosent the
Lasks involved in completing a given project. T was lirst developed by the United
Stales Navy in the 19505,
Project managemeni can be undersiood as a syst Lic way of planning, sched-
uling, execuling, monilonng, controlling the dillerent aspecis of the project, so
as (o attain the poal made a1 the time of project formulation. PERT and CPM
are Lthe two network based project management techniques, which exhibit the
Mew and sequence of the activities and evenis. Project Evaluation and Review
Technigues (PERT) are appropriate for the projecis where time needed o com-
plete different activities are nol known.
PERT wis developed primarily 1o simplily the panning and scheduling ol larpe
and complex projecis. fma PERT diagram, the main building block is the eversi,
with connaections o its known predecessor evenis and sSuCcessor events.

Advaniages ol PERT:

+ PERT chart explicitly defines and makes visible dependencies belween
the work breakdown structure clements.

-+ PERT facilitales idenlilication of Lhe critical path and makes this visible.
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+ PERT lacilitaies identification of earty stan, lale start, and slack for each
activity.

+ PERT provides for potentially reduced project duration due to betler
understanding of dependencies leading o improved overapping ol ac-
Livities and Lasks where [easible.

# The large amouni of project dala can be organized and presented in
dizgram [or use in decision making.

# PERT can prowide a probability ol completing belore a given lime.

+ Provides management a wol [or [orecasting the impact of schedule
changes.

# A considerable amount of dala may be presenied in a precise manner,

+ The task relationships are presenied graphically for casier evaluation.

# The network will highlight arcas that reguire atention ol higher prionily
1o the kev jobs withoul ignoring the lower priority tasks.

Msadvanlages of PERT:

# There can be potentially hundreds or thowsainds ol activitics and individual
dependency refalionships.

# PERT is nol casily scalable [or smaller projects.

+ The network charts Lend 1o be large and unwieldy, requiring several pages
1o print and requiring specially-sived papoer.

# Uncertainly aboul the estimate of time and resources due 1o being based
o assumplions.

IMstingulsh between: PERT & CPM

Robes: | s ...

Meaning PERT s & prgoct mansgoment | CPM is a nalmlmi m-llmqwnf
echnigue, used o manage uncers | project management Lol manages
uuﬂ aciivilies of & pﬂ.l’.\.L w:ll:h-l'mnj uumn ola pn.-_|n.L

‘What is it? PF.Ilanchnmmﬂl'phnnmxand C‘PH ma mhﬁ [ -rrrmml oo

conirl of time. and time
Orientation | PERT is cvent oriented. | CPM is activity onenied.

Ulsa PERT = used in rescarch and de- | CI'Ml»wiHymxlmmmmn
volopment progect, basically for | projocts.
non-repetiiive type projects, |

Uncerininiy | In PERT netwark unceriuinly is | In CPM network no allswance
considerod. B made [or uncenaintics in the

| duration of time.

Duration of | In PERT duration of sctivitics arc | In CPM duration of setivity is

activithes | ol s sccuraie and defimiie. culimabod with a [wir degroe of

ACCUTECY.
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Activitics InPERTactvibesare not differen- | In CPM actvitics are differenti-
tinled ax Critical and Non-critical | ated s Crtical and Non-critical
activities sivilios

| Madel Prohahilistic Model Deterministic Maodel

Focus Pertis hasically a tool for planning | In COPM both time and cost can be

controlled duning planning.

Estimaies Thioe time estimusics - {f ) Oplimis- | Single Gme cslimaie
tic e (@) Most likely time (i)

Pessimistic Lime

Crushing Crushing vonceplis nol applicable | Crushing concept s applicable

| concepl lor PERT. Tor CPML

PORTFOLIO AMALYSIS

9. Write a short nole on: Portfolio Analvsis

Ans.: Strategic portfolio analysis involves identilication and evaluation of all
products or service groups of fered by company on the markel (so called product
mix) and proparing specilic sirategies [or every proup according o iis relative
markel share and aciual or projecied sales growth rale. I can be also used 1o
make strategic decision aboul straleghc business uniis.

Portlolio analysis in strategic management allows answering koy questions how
1o shape the present and [ulure business porilolio (ol prodect or services) in
order to reduce the risk of functioning in a changing enwironmen! and increase
the effecis of the implemented strategy.

Thus, Portfolioanalysis can be delined as a setol lechniques that help siralegists
in laking stralegic decisions with regard o individual products or businesses
in a lirm's portiolio. It is primarily used lor compelitive analysis and corporale
siralegic planning in multi-prodect and mulli-business finms.

010, Discuss briefly the BCG Matrix developed by the Boston Consulting
Group { BCG) which &s used for the evaluation of orsantzation’s product
portfolio in marketing and sales planning.
Ans.: The BCG Mairix was developed by the Bosion Consulting Group ( BCG)
and is used lor the evalualion of the organization’s product portfolio in mar-
keting and sales planning. BCG analysis is mainly used for Multi-Category/
Mulii-Product companies. All categories and products logether are said 1o be
the part of & Business porifolio. Il aims o svaluaie cach goods and services of
the business in two dimensions:
+ Markel growth
+ Markei share
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The BCG growth-share malrix is the simplest way (o poriray a corporalion’s
portlolio of investmenis. Growih share matrix also known Tor its cow and dog
metaphors is populardy wsed for resource allocation in a diversilied company.
Using the BCG approach, a company classilics its dilferenl businesses on a
Iwo-dimensional growth share matrix. In the motrix:
+ The vertical axis represents marke! prowth mile and provides a measune
ol market allracliveness.

+ The horivontal axis reprosenis relative markel share and serves as a
measure of company strength in the marckel

Using the matrix, organizations can identify four different tvpes of producis
or SBU as Follows:

1% |7
| |

Stars: Stars are products or SBUs (Stralegic Business Units) thal arc growing
rapidly. They also need heavy investmend w maintain their position and linance
their rapid growth polential. They represent best opportunities lor expansion.
Cash Cows: Cash Cows are low-growth, high markel share businesses or prod-
ucis. They generate cash and have low costs. They are established, successiul,
and necd less investmenl 1o maintain their market share, In long run when the
growth rate slows down, stars become cash cows.

Question Marks: Question Marks, sometimes called problem children or wild-
cats, are low market share business 1n high-growth markets . They reguire a
lod ol cash o hold their share. They need heavy investimenis wilth low poleniial
(v generale cash. Question marks if lell unatiended are capable of becoming
cash traps. Since growth rale is high, increasing il should be relatively casier.
It & [or business organkzalions o lwm them siars and then Lo cash cows when
the growth rate reduces.

Dogs: Dogs are low-growih, low-share businesses and products. They may
gencrale enough cash o maintain themselves, bul do not have much luture,
Somelimes Lhey may need cash wo survive. Dogs should be minimired by means
of divestmeni or liguidation.
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Strategies based on the BOG Matrix: Allera firm, has classified its products
or SBU, it must determine what role cach will play in the Tulure. The four
stralegics Lhat can be pursued are:

1. Bulld: Here the objective i Lo increase markel share, even by [orgoing
shor lerm carnings in favowr of building astrong lutwee with large markel
shane.

2. Hold: Here the objective is 1o preserve marked share.

3, Harvest: Here the objective is 1o increase shor-term cash [ow repandless
ol long-term eflect

4. DMvest: Here the objective is (o sell or liguidate the business because
resources can be better used elsewhere.

The growilh-share malrix has done much lo help stralegic planning; however,
there are some problems and limitations with the wechnbgue.

BCG malrix can be dillicult, lime-consuming, and costly 1o implement. Man-
agement may find it dilficult w defline $BUs and measure marked share and
growih. It alsn focuses onclassifying curmeni businesses but provide litile advice
Tor Tutwre planning. They can lead the company o placing oo much emphasis
on markel-share growih or growth through entry into altractive new markets,
This can cause unwise expansion inlo hot, new, risky venlures or divesting
cslablished units too quickly.

The BCG matrix is uselul for classilication of products, SBUs, or businesses,
and for selecting appropriale strategies lor cach type as Follows:

{a} Build with the aim for long-term growth and strong future,

(b} Hold or preserve the existing market share.

(e} Harvest or maximize shor-lerm cash Nows,

(d) Divest, sellorliguidaleand ensure betior utilization of resources clsewhere,
Thus, BCG malrix is a powerful tool for stratlegic planning analysis and choice.

011. What are the steps involved in BCG Matrix?

Ans.: The BCG matrix can be usclul to companies il applied using the following
general slops,

Step | - Choose the Unit: Strtegic Business Units, individual brands, product
lines or the lirm as a whole are all areas that can be analyeed using the BCG
matrix. The chosen unil drives the entire analysis and key delinitions. The
marked, industry, competitors and position will all be based on the chosen unil.
Siep 2 - Dellne the Market: Following Lhe cholce of the unil or arca 1o be
analvzed, the most imporiant stage for the resi of the mairix is the definition of
the markel. An incormectly defined market will lead 10 an incorrect classilication
of the unil. & Mercedes-Benr analveed in a passenger vehicle markey will be a
dog with a small markel share, However, analveed within a luxury car markel,
it will be a cash cow,
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Step 3 - Calculate Relative Market Share: Al this siage, the relative market
share for the chosen unil necds o be calculatsd. This can be done in lerms o
revenues of marker share. The formula used here us a division of the selected
brand’s markel share or revenues by the market share or revenues of the bigpest
competitor in the industey. The resull in plotted on the x-axis.

Step 4 - Caleulate Markel Growth Rate: Online industry reports can be used
o lind the rate of growth lor the indwstey. I this is nol possible, then il can be
estimaited by looking at the average revenue growth of the leading [irms in the
indusiry. This measurement i 3 percentage and is plotied on the y-axis.

Step 5 - Draw Circles on the Mairix: Once all the measures are calcukated,
they can be put in the matrix. This can be done by drawing a circle for cach
brand within a wnit, or all the brands in a company. The sive of each circle
should correspond o business revenue pencraled by Lhe brand.

Ans.: Notwilthsianding the lact that the BCG mairix is applied by many busi-
nesses, (L has also been criticized on the following grounds:

+ BCG matrix classifics businesses as low and high, bul generally busi-
nesses can be medium alse. Thus, the true nature of business may nol
be reflected.

+ Markel is not clearly deflined in this model.

+ High morket share docs nol always leads 1o high prolits. There are high
costs also involved with high market share.

# The market share ol the matrix does not guaraniee profitability.

# The BCG maltrix does nol consider decreasing markels enough; Cash
Cows could disappear withoul reason.

+ Markel growth is trealed as a given, whereas a business could give the
markel an incentive.

+ Both axcs have been assigned the same value. In practice, this value can
depend on Lhe siralegy.

# The coherence as regands content botween products and product groups
is Mol incorporated.

* The BCG malrix doces nol show what the competition is doing.

# The BCG matrix may oversimplify Lthe assessments of the facts.

ANSOFF GROWTH MATRIX

013, What Is the Ansoll Growth Matrix proposed by Igor Ansof[?

Ans.: The Ansolls product markel growth matrix (proposed by Igor Ansoll)
is o uselul wol that helps businesses decide their product and marketl growth
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stratepy, Wilh the use of this matrix a business can pet a fair idea about how s
growth depends upon it markels in now or existing products in both new and
exisling markets. Companics should always be looking o the luture. One wselul
dovice for identifving prowth opporiunities for the luture is the productmarked
expansion grid The productmarket growth malrix is a portfolio-planning ool
lor identilving growth opporiunitics for the company.

Existing Kew
Products Products
Product Development

1 —

—_— *

1 (umcomn)

Option | [Market Penetration]: Markel penetration reflers wa growth stmiepy
where the business locuses on selling existing products ino existing markeis.
It is achicved by making more sales (o present customers withoul changing
products in any major way. Penclralion mighl require greater spending on
advertising or personal solling.

Overcoming compelilion in a malure markel regquines an agpressive promo-
Linnal campaign, supporied by a pricing strategy designed 1o make the marikel
unatiractive for competitors. Penetration is also done by elfor on increasing
usage by exisling customers.

Option 2 [Market Development]: Markel development refers 1o a growih
strategy where the business secks Lo sell its existing products into new markels,
ILis a strategy [or company prowth by identifving and developing new markets
lor curmrent company products. This strategy may be achioved through new
peopraphical markets, new product dimensions or packaging, new distribulion
channels or dilferent pricing policies 1o aitract different cuslomers or create
new markel scgments.

Option 3 [Product Development): Product development relers o a growth
siralegy where business aims (o introduce new producis inlo existing markets,
It is a strategy (or company growth by ollering modilied or new products 10
current markels. This stmiegy may reguire Lhe development of new compoten-
cies and reguires Lhe business to develop modified producis which can appeal
Loy existing markels.
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Option 4 [IMversificadon]: Diversification refers 1o a prowth strategy wherns
a business markets new products in new markeis. 1L is a strategy by starting up
of acquiring businesses outside the company’s currenl products and markels.
This stralegy is risky because it does nod rely on either the company's successiul
product or ils position in established markets. Typically the business is moving
into markets in which il has litte or no expericnce.

As markel conditions change overtime, a company may shilt product-market
growth strategics. For example, when its present market is fully ssturated a
company may have no choice olher than o pursue new market

014, Explain the “ADI. Matrix”. Matrix, a Portlolio Managemeni tech-
nigue Lhat ts based on the Product Life Cycle (PLC) which 1s developed
Ans.: The ADL Malrix or Arthur D Little Strategic Condition Matnix isa Portfo-
li Management technigue that is based on the Product Life Cvele (PLC). It is
developed in the 1980°% by Arthur D, Little, Inc. (ADL), one of the best-known
corsulting firms, intended 1o help a company manage its collection of product
businesses as a portlolio.

Like other portolio planning malrices, the ADL malrix reprosents a company's
various businesses in a 2-dimensional matrix. 1 i & streclured melhodology
lor consideration of strategics which are dependent on the life cvcle of the in-
dusiry. The ADL approach uses the dimensions ol environment sssessment and
business — sireagith assessment Le. Competitive Position and [ ndusiry Maturiy.
The cnvironment assessmend is an identilication of the industrys life cvele and
Lhe business strengih asscssmenl s a calegorizalion of the company’s SBUS
into one of five compelitive positions, these [ive competitive positions by [our
life cycle stapes. The combination between the dimensions vields 5 (compatitive
positions) by 4 (life cycle stapes) matrix. The posilioning in the matrix identifies
a pencral stralegy.

The ADL Mairix is often associaled with strategic planning at business unil
level. However it works equally well when applied 1o product lines, or al the
level of an individual product,
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Indusitry Life Cycle Stage
Fmbryonic Crowth = Matore Aging
Dominant | All out push for | Hold posi- Huold position. Hold posi-
sharc. 1RO, Grow with in- Lo
Strong Atlernpt o im- | Auempt o Hald posatican. Hold posi-
prove predlion. | mprowe po- | Crow with in- | 00 or hee-
All oui [lj!ih b mileor. durstry. wesl.
share. Push for
e — _‘]“m - —— —
Favorable | Scleciveorall | Atiempt o Custodml or Harvest or
oul push for mpToYe po- | malnicmance. phase oul
share. withon, Find niche and | withdrvaal.
Seloctively Push [or allempl bo im-
allempl 1o Im- share. prove it
prove share,
Tenable | Sclectively pesh | Find niche | Find niche and | Phased oot
fowr povsiison. and proloct hang on, or withdrawal
iL phased out with- | or ahandon.
- - :
Weak Up or out Turnaround |  Tormaround, Ahandon
orabandon | orphancd oul
withdrawal

Competitive Positton: Company's competilive position is determined by stra-
legic aclions and compelilor’s stmlegies. Quality and strength of competitive
position are indicalors of company's strength. The ADL malrix CAlegoriies every
sepment of company according 1o its position which can be dominant, strong,
lavorable, tenable or weak.

(1) Dominant: This isacomparatively rarc and typically shon-lived. In many
cases is either monopoly or a strong and protecied technology leadership,

(2) Strong: Markel share is strong and siable, repardiess of competitors, The
firm has a considerable degree of lreedom over its choice of stralegies and
is olien able o act without ils markel position being unduly threalened
by its competitons.

{3) Favorable: Company has sirong edge in certain limilted segpmenis of iis
competitive strengihs. Strength ol the prodect and peographical advan-
tages are laken inlo consideration al this stage and need 1o be constantly
protecied.

(4} Tenable: Position inoverall market is small or niche, either geographical
or delined by product. Competilors are geiling stronger.

(5) Weak: Continuous lnss of markel share, Business line is oo small 1o
mainlain profitability.
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Industry Maturlty: Indusiry maturity could almost be renamed into “Industry
lifie cwele™. OF course nol ondy industrics should be considered here bul alsa
sepments. There are [our calepories ol indusuy malurity: embryonic, growth,
maatisre and aging.

1. Embryonic: The introductionstage, characterized by rapid market growth,
very little competition, new technology, high investment and high prices.

2. Growth: The markel continues 1o strengthen, sales increase, [ew (if any)
compelitors exist, and company reaps rewands lorbringing a new product
o markel.

3. Mature: The markel is stable, there is a well-established customer base,
market share i stable, there are lots of competitors, and cnengy is pul
toward dilTerentiating [rom compelitons.

4. Aglng: Demand decreases, companics starl abandoning the market, the
light for markel share among remaining compelilons pels Lo cxpensive,
and companics begin leaving or consolidating until the market is demise,

Positioning into one of the lour calegorics is a very sophisticaled procedure
and depends on many factors.
Four steps in creating ADL Mairix:

(i) Determining the SBUs of the company (sirmilegic sepmentation done by
clearly defined procedures)

(i) ldentilving phases of indusirial maturity [or cach SBU (Lhis should be
done lor each business in all SBU's)

(iif) Determine SBU's competitive position {company’s compeliliveness in
specilic, narrow delined industry)

(i) Plotling sizes and positions of SBU'S on ADL Malrix.

015, Explatn a nine cell portfolio matrix tool which is used for screening
large portfolio of Strategic Business Units (SBU) of the General Electric
Company.

;ﬂ.: In consulting engagement with General Electric Company in the 1970
McKinsey & Company developed a nine cell portfolio matrix as a ool [or screen-
inp GE's larpe porifolio of Sirlepic Business Uniis (SBU )L This business screen
became known as GEMcKinsey Malrix which is shown below:
Busincss Unit Strength
Modi 1
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This model is also known as Business Planning Matrix, GE Nine-Cell Matrix
and GE Model. The strategic planning approach in this model has been inspired
[rowm Lrallic conurol lights. The lights that are used al crossings W manage leallic
are: green lor po, amber or yellow for caution, and red for stop.

This model uses two [actors while laking stralegic decisions:
- Business Strenpth and
- Marko Altractivenoss.

Thie vertical axis indicates market aliractiveness and the horizon Ll axis shows
the business strength in the industry.

Industry Attractiveness: The industry altractiveness is measured by a number
ol [actors like -

+ Sive of the market

Markel growth rate

Indusiry profitability

Compelitive inlensily

Availability of Technology

Pricing trends

Overall risk ol retumns in the industry

Opporiunity for differentiation of products and services
Demand variability

Sepmentalion

Distribulion structure {e.g. direct marketing, retail, wholesale) etc.

Rusiness Streagth: Business sirength is measured by considering the tvpical
drivers like -

+ Market shame

Market share growth mie
Prolil mangin
Distribution elliciency

LI N B B B N

Brand image

Ability 1o compete on price and quality
Customer lovally

Production capacily

Technological capability

Relative cost position

Management calibre cte.

LI I I I O I O
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IT & prosduct Halls in this colour section, the hakines i al m}vhn.uq;u.lua
position. To reap the benefits, the siriepic decision can be o cxpand, 1o
invest and grow,

IT & st Falls in this colour section, i noods caution and managerial
du.hsum s udlnl for mukmb Lhe :.Lml.q_n chioes.

ra I!ml.hl:l falks in this colour section, |:mllmwultylmd4.olumml.hm
werttld make things dilficuli fororganiaions. Insuch cases, the appropriaie
| siralepy shmld b rr:tn:lu_hnu:m_ :Imm-:nlurilmuj.uim

11115 madel is similar o Ii‘nﬂCﬂgrm\rI]l share mairix. However, there n.md.lﬂ'nr
ences. Firstly, markel allractiveness replaces markel growth as IJ'u. dimension ol
industry altractiveness, and includes a broader range of lactors other than jusi
ithe market growth rate. Secondly, competitive sirength replaces market share
as Lhe dimension by which the competitive position ol cach SBU is assessed.

STRATEGIC BUSINESS LINIT

16, A Chennal based Fast Moving Consumer Goods{ FMCG) major CDE
Lid. recently announced

officershall

Lo-day operaiions and business unli siralegy Lo Lthe concerned managers.

Ideatify the organization structure thal CDE Lid. has planned Lo imple-

meni. Mscuss any four atiributes and the benefits the firm may derive

by ustng this organization structure. [Nov. 2021 (5 Marks)]
Ans.: CDE Lid has planned ro implement Stratesic Business Unil (SBU) stracture.
Very larpe organizalions, particularly those running inlo several products, or
operaling at distant peographical locations Lthat are extremely diverse in terms
ol environmenial laciors, can be beiler managed by creating siralegic business
unils. SBU struciure becomes imperalive in an organization with increase in
number, siee and diversity,
Attributes and benelits of Strateglc Bustness Undt (SBU) structure:  Altri-
butes of Strategic Business Unil (SBU) and the benefits a lirm may derive by
using the SBU Structure are as ollows:

+ A scienlilic method of grouping the businesses of a Mulli — Business
Corporation which helps the [irm in stralegic planning.

+ An improvemenl over the lerritorial grouping ol businesses and strategic
planning based on territorial units.

+ Stralegic planning lor SBU is distinct Irom rest of businesses. Producis/

businesses within SBU roceive same strategic planning Lreatment and
priorilios.
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+ Each SBU will have its own distinct sel of competitors and its own distinct
sLrulogy.

+ The CEO of SBU will be responsible lor strategic planning and its profit
performance.

+ Productsibusinesses that are related from the stand point of function are
assembled topether as a distinel SBU.

+ Unrelated productsibusinesses in any group ane separated into sepamle
SBLL

+ Grouping the businesses on SBU lines helps in stmilegic planning by
removing the vagueness and conlusion

+ Each SBU is a separate business and will be distinct [rom one ancther
on the basis of mission, objeclives cle.

Q17. Wrlte short nole on: Stralegic Business Unil (SBU)
| Naw, 2022 {5 Marks))
Ans.: Strategic Business Unit (SBU) is a part of a large business orpanizalion
that is treated separately for strategic management purposes, 1 is separale part
of large business serving product mackets with readily identifiable competitors.
It is created by adding ancdher level of manapement in a divisional struclure

alter the divisions have been prowped under a divisional top management au-
thority based on the common stmlegic inlenests,
Very large organizalions, particularly those running into several products, or
operaling al distant geographical locations that are extremely diverse in lerms
of environmental [aclors, can be better managed by crealing stralegic business
unils. SBU structure becomes imperative in an organization with increase in
number, size and diversity,
Characteristics of SBU: Most important characteristics of Strategic Business
Unils are:
1. It is a single business or a collection of related businesses which offer
scope for independent planning and which might feasibly standalone
[rom the rest of the organization.
2. It has s own set of competitons.
3. 1t has a manager who has responsibility lor simlegic planning and profit
performance, and who has control of profit-inflluencing [aclors.
Benefits of SBU:
(@) Establishing co-ordination between divisions having common strialegic
interesl.
(b} Facilitale stralegic management and control.
(e} Determine accountability at the level of distinel business wnils.
{d) Allow strategic planning o be done at the most relevant level within the
Lostal enlerprise.
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) Make the lask of strategic review by lop execulives more objective and
mare elfective.

) Help 1o allocate resources o areas with betier opponunitics.

Thus, an SBU structure wilh its sel ol advaniages would be most suitable for
the company with the given diverse businesses having separate idemifiable
competitons, bul a cormmaon organizational poal.

GLUECK & JAUCH — GEMERIC STRATEGIC ALTERMATIVE

018, Polnl oul stralegic alternatives Lhal can be adopled by an organd-
zatton to attaln 1ts objectives as indicated by "Glueck & Jauch - Generic
Alternative”.

Ans.: Aww;ar;am Glueck and Jauch there are [our generic ways in which stra-
Logic allernatives can be considered. These are stability, expansion, relrenchment
and combinations.

(1) Siability Siralegles: Onc of the imporant goals of a business eolerprise
is stability 1o salcpuard iis existing interests and sirengihs, o pursue well
established and lested objectives, o continue in Lhe chosen business path,
oy mavintain operational elliciency on a sustained basis, 1o consolidale

the commanding position already reached, and Lo oplimize relurns on |

the resources commilled in the business.

(2) Expansion Siralegy: Expansion stralepgy i implemented by redelining

the business by adding the scope of business substantially increasing the
elTorts of the current business. Expansion is a promising and popular
strategy that ends 0 be oguated wilth dynamism, vigor, promisc and
success. IUis ollen characierized by significant reformulation of goals and
directions, majorinitiatives and moves involving investments, exploration
and omslaughl inlo new products, new technology and new markels, in-
novalivedecsions and action programmes and spon. Expansion includes
diversifying. acquiring and merging businesses.

(3) Retrenchment Strategy: A business organization can redeline ils busi-
ness by divesting a major product lineor market. Retrenchment orretreat
becomes necessary or expedient for coping with particulady hostile and
adverse silualions in the environmeni and when any other siralegy is
likely W besuicidal. In business parance also, retreal is nol abways a bad
proposition o save Lhe enterprise’s vilal interesis, lominimize the adverse
environmenlal eflects, oreven 1o regroup and recoup the resources belore
a fresh assaull and ascent on (he prowth ladder is kunched.

(4) Combination Stability, ex pansion or reirenchment stralegices
are mol mulually exclusive. 11 is possible 1o adopl a mix 1o sull panicular
siluations, An enterprise may seck stabilily in some arcas of activily, cx-
pansion in some and relrenchment in the others. Retrenchment of ailing
products followed v siability and capped by expansion insome siluations
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may he thought of. For some organizations, s strategy by diversilication
andior acquisition may call for a retrenchment in some obsolete product
lines, production lacilitics and plant localons.

BI!D“WWSMM—'&‘IM
(no frills), “Differentiation” (creating unlgquely desirable products and
services) and W(m-mmnumm

Ans.: The Imsr.'. purpose of [ollowing a peneric stralegy is 10 gain compelilive
advantage so a8 W ensure long-time survival and prowth. According o Poner,
stralegics allow orpanirations (o gaincompetitive advaniage from threedifTerent
bases i.c. onst leadership, dilferentizition and locus. These bases are discussed
o
(1) Cosl Leadershlp: Cost leadership emphasizes producing slandardized
products at a very low per unil cost for consumers who are price-sensilive.
I Mrequently resulls from productivity increases and agpressive pursuil
ol cost reduction throughout the development, production, markeling,
and distribution processes. 1L allows a firm 1o carn higher profils than
ils compelitors.
Example; Car manufaciurers Manuli’ and "Tata Motors" work on reducing
their costs 1o sell thedr cars in popular sepment al allmctive prices.
(2) Dilferentiation: Dilforentiation isa stralepy aimed al prodoecing products
and services considercd unigque industry wide and directed al consumens
who are relatively price-insensitive. It concerns with distinguishing a
producUservice Imvm Lthat of its competitons through unique design fea-
tures, technological leadership, unigue wes of products and attributes
like quality, environmental impact and cuslomer service.
Example: Samsung brings out mobile phone called Mole 9 with distiney
[eatures.
(3) Focus: Focus means producing products and services that Tullil the spe-
cific necds of small groups of consumers. 1 involves selecting or locusing
a market or customer segment in which Lo operate.
Example: Nesile KilKat tarpeting on teenagers and voung adulls. Johnson
& Johnson having host of products such as cream, shampoo, brushes [or
babies.

020, Michael E. Porier has sugrested three generic sitalegles.
Brielly explain:
(1) Rasic objective to follow a generic strategy.
(1) identify the tvpe of strategy used In the lollowing examples:
(1) Bell Compuler has declded Lo rely exclusively on direcl
marketing.
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(11) “Our basic siralegy was Lo charge a price so low thal micro-
compuler makers couldnt do the software internally for that
cheaply.”

(1) 'DNTV, a TV Channel has identified a profitable audience
niche in the electronic media, It has Forther exploited that
niche through the addition of new channels ke "DNTV
Profil and ‘Image’. [Jeme 2024 {2 + 3 = 5 Marks) ]|

Ans.:
Rasic objective to follow a penerle Strategy: The basic purpose of [ollowing

a gencric siralegy is o gain competitive advaniage so as o ensure long-lime
survival and prowth. According 1o Porter, stralegies allow organizalions Lo gain
compotitive advantage from three dilferent bases Lo cosl leadership siralegy,
dilferentiation stralegy and focus stralepy. These bases are discussed below:

(1) Cost Leadership: Cosl leadership emphasizes producing standandized
products ol a very low per unil cost for consumers who are price-sensilive.
It Trequently resulls Trom productivily increases and aggressive pursuil
of cost reduction throughout the dovelopment, production, marketing,
and distribulion processes. I allows a firm o cam higher profits than
ils competitons.

{2} Milereniiatioa: Dilferentialion is astralegy aimed al producing products
and services considered unigue industry wide and directed 3l consumens
who are relatively price-insensitive. It concerns with distinguishing a

productservice [rom that of its competitors through unigue design lea-
tures, lechnological leadership, unigue wses of producis and aliribules
likie quality, envircnmental impact and cuslomer service.

{3) Focus: Focus means producing products and services thal Tullil the spe-
cific needs of small groups of consumers. 1L involves selecting or (ecusing
a markel or customer segment in which o operate.

ldentification of tvpes of sirategy tnvalved:

) Bell Compuier has decided o rely exclusively on direct marketing
= Differentiation.

(i) "Our basic stralegy was 1o change a price so low (hal microcompuler
makers couldn’t do the solivare internally for that cheaply” - Cost
Leadership

(i} DNTV', a TV Channel has identificd a profitable audicnce niche in the
electronic media I has [urther exploited that niche through the addition
ol new channeds like "NDTV' Prolit and ‘Image’ - Focus Siralegy.
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PORTE"S — COST LEADERSHIP, DIFFERENTIATION, COST FOCUS & DIFFERENTIATION
FOCUS STRATEGIES

01. Elaborate Cosi | eadership Sirategy which is one of the three generic

siralegies as per Michacl Porier.
Ans.: Under a cosl leadership strlegy, the company tries 1o reduce its cost of
production. This is done by producing goods on a very huge scale. By doing so,
Lhe company will et the benelits of economies ol large scale. Higher Lhe scale
of production, lower will be the cost of production. This is because per unil cost
of raw malerials, labour, advertising, sales promotion, R & D, elc. will decrease.
This siratepy also involves the lirm winning markel share by appealing 10
cosl-conscious o price-sensilive customers. This is achieved by having the
lowest prices in the Girped market sepment, or al least the lowest price (o value
ratio (price comparced 10 whal customers receive), To suecceed at offering the
lowest price while siill achioving profitability and a high returm on investment,
ithe lirm must be able 1w operale al a lower cost Lthan its rivals.

There are three main ways Lo achieve Lthis:

1. The first appmach is achieving higher asset utilization, In manulac-
turing, it will involve production of high volumes of oulpul. These
approaches mean lixed costs are spread over a larper number of units of
the pmduct or service, resulting in a lower unil cosl, i.e. the firm hopes
1o take advantage of cconomics of scale and expericnce curve effects.

2. The second dimension s achicving low direct and indirect operating
cosis. This is achieved by ollering high volumes of standardized prod-
ucts, ollfering basic no-frills products and limiting customization and
personalization of service.

3. The third dimension iscontrol over the value chain including all lunctional
groups (linance, supply/procurement, marketing, inventory, inlormaltion
technology etc.) o ensure bow cosis. Walman is known lor squecring ils
suppliers o price its prodects reasonably low.

31
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Example: Amazon is an excellent illustration of a cost leadership stmlepy. Even
though their profit margin & so Liny, economies of scale allow them o remain
prolitable. They draw sizable cromads of customers by selling Lhings [or less money.

2. Mscuss pros and cons of the Cost Leadership Straiegy.
Ans.: Pros of using Cosi Leadership Siralegy: There are several poiential
henefits o using a cost leadership sirategy.

(1) Low cosis enable low prices. To cul manulacluring costs, cost leaders
concentrale their effonis on making production processes more efflicient.
Thoey may cul prices while still lwming a profit becawse o their cheap
cosls,

(2) Cost leaders are more able (o withstand price wars: Cosl leaders are
well-cquipped 10 cutl expenses, which can put the brakes on competi-
tiveness. Il they cannot be certain they will succeed, higher-priced com-
petitons ane less likely o wanl o actively compete with cost leaders.

(3) Increased market share: Cusiomers (hal are sensitive Lo pricing lend
10 [avour businesses who sell products al the lowest prices.

Consof using Cost Leadership Strategy: Using a cost leadership stmlepy can
have several downsides. Consider the polential drawbacks (o cost leadership.

(1) Risky Approach: Cosl leaders must continually come up with Iresh strml-
egivs, Compelitors ane likely 1o copy an ellicient cost-culling stralegy as
soivn % il is discovered by a corporation. Cost leaders risk sullering big
Iosses il Lthey are unable 1o maintain constant cost reduction.

(2) Mculi (o maintaln perceplioas of quallity: When the markeling
approach is hased on providing Lhe most alTordable products, i becomes
challenging 1o maintain the perceplion of guality, Cosl leaders need
s ligure oul how Lo provide alTordable poods and services while also
uphelding a sirong reputation and fosiering brand lovaliy.

(3) Dependent on a high volome of sales: Cost leaders inevitably operale
wilh thin prolit mangins. This means they have o maintain a high volume
ol sales 1o be successiul,

(4} Cosi leaders may be slow to adapt 10 markel changes: When vour
husiness level stralegy is centercd amund onst reduction, it can be chal-
leaging o keep up wilth consumer Lrends and Lasies.

(3. DiTerentiation is deemed Lo be successhul when acompany Is able to
fetcha premium price forlis products or services, has increased revenue
per unil, or is able to retata loyalty of Its customers. Explain.

Ans_: Adilferentiation sirategy isappropriaie where the iangel custnmer segment
is nol price-sensitive, the markel is competitive or saturated, customers have
very specilic necds which are possibly under-served, and the lirm has unigue
resources and capahilities which enable i1 1o satisfy these necds in ways that
are dilficull 10 copy.
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Differentiation is doemed o be successful when a company is able 1o feich
a premium price lor s products or services, has increased revenue per unit,
or i% able Lo retain lovally ol s customers. Dilferentiation drives profitability
when the added price of the product outweighs the added cxpense Lo acquine
the product or service,

Ii can be achieved by excellent brand manapement which creales unigqueness in
the image of the productservice even when the actual product is the identical 1o
compelitors. Adopling Lhis strategy, Apple could brand ils i-phoncs, compulers
and i-pads; Mercedes-Beny C-Class could soll ils cars a8 most expensive ones,
Calié Colfee Day could dilferentiate its colfee, and Nike could brand sports cloth.
ing and shoes, Fashion brands and maultinational companics have o depend
greatly on this strategy. However, this is miod an apl siralegy as i is nob suilable
Tor smaller companices bul lor big hrands,

Pros of using Differentlation Strategy

1. Lower Price Compettion: Companics [requently engage in pricing wars
wilh rivals. Bul organization can competewith its rivals by dillerentialing
the product or service. Even il competilor's costs are cheaper, thoy will
struggle W compele if the guality of our product is unsurpassed.

2. Unmalched Products and Services: Wo can make our product distinclive
by using culling-edpe marketing and promolicn wechnigues and make
our products stand oul Trom the competiltion

3. Greater Profli Margins: Company can increase Lhe price ol goods by
differentiating the ollerings, 1Lwill increase in repeil business aller prod-
urt becomes sticky with tarpet markel. This would imply that company
can gencrale mone mancy even wilh Tower sales.

4. Brand Lovaliy: The product carves oul a special position in the consum-
er's mind il we dilferentizw the product with other ones.

Consof Differentlation Sirategy: While discussing the dilferentiation striegy
advaniapes and disadvantages, we musi list these disadvaniages (hal organics-
Lions must walch oul [or:

1. Increased Cost: There is an undeniable increased cost component every
time a company considers ulilizing a dilferentialed marketing stralepy.
There will always be an additional expense when you produce differcont
iterations of the same kind of product. Because ol Lhis, several businesses
lind it challenging Lo dilferenbiale their producis.

2. Inconsistency: Companics wilh significantly distinct olfers Treguently
sullier from poor communication. 11 crucial 1o have umbrella commu-
nication, like culling-edge wehnology and innovative leadership in the
case of Apple Inc., even though they deal with many arcus and niches,
Lo et over Lhis disadvantage of the dilferentiation sirategy.

3. Affordability: The promium price of products refllecis the inlnsic
cost ol dilferentiated markoting striegy. Such products [requently face
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compelition from imilations of their own brand. Although such products
don’t have trouble sustaining their pricing point with proper packaging,
design, and communication.

4. Canniballzation: Whilc a lew goods would have sulficed, businesses
Trequently produce wo many dilferentiated olferings. This can resultl in
brand cannibalization. 10's critical 1o produce a small number of differ-
entialed ilems in order Lo counteract Lhis drvwback of the dilTferentiation
sLratopy.

MWI:I: 18 Focus Strategy? Also dhcumﬂl'm Strategy.

Ans.: The IULI.I’_H strategy is alko known as ‘niche’ siralegy. This is so because,
companies adopting locus strategices locus on niche markets and, by et hold of
the dvnamics of such niche markel and unique requirements of ils cusiomers,
Based on such understanding, they develop exclusively limv-cost products par-
ticularty [or such miche markel. Due w this, a strong brand lovalty is developed
with ils customers making it dilficull for competilors 1o enter, Such a strlegy
is ollen used by small lirmscompanics.

Further, such companics may cither use a “oost focus” ora ‘differcntiation focus”,
While cost locus makes the lirm the lowest cost producer in such niche or seg-
meni, diMerentiation foecus creates compelitive advantage through dilTerentiation
within the niche or segment.

Example: Rolls Rovee is a prime illustration of this tactic. These vehicles are
pricey and made o the specifications of the user. No other automaker follows
this podicy. Coca-Cola introd uced diet coke and coke zer Lo appeal 10 consumers
wiho are health-conscious.

Ways io achleve Focus:

+ Choosing a particular niche, ofien avoided by cost leaders and
dilferentiators.

# Excel in calering to the specilic niche.

+ High-clliciency generation o serve those niche.

* Crealing new ways [or the value chain management.
Types ol a Focus Strategy: Thore are two types of foous strategy, a bricl aboul
cach is us follows:

{1} Focused Low-Cosl Strategy: Companics choose [or this approach when
they lirst join the markel. I indicates than the business provides & unigue
product with additional advaniages 1o Lhe clicnis al a low cosl. Yel, this
does nol imply ihat established businesses cannot or should not adopt
Lhis tisctic; businesses of all sirpes could do so. The best stralegy [or new
businesses o enter Lhe markel and engage in indirect compelition is this
one. Some businesses choose to join the market with their pmducts and
services al low costs in order to gain market share. They would lind il
challeaging o carry oul this plan over Lhe long haul.
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(2) Focused Differentiation Strategy: Il is alorm ol siralegy approach that,
a% ils name sugpests, focuses on developing a product that is wnigue Fora
certain client markel proup. Whien a business adopts the dilTerentiation
strategy approach, il concentrates on reducing the sive of the largeted
clienl segment by prowiding unigue and personalized fealures in the
product. A famastic illustration of the locused dilferenliation strategic
siralegy in action s Breezves Resorl. The hospitality company [ullils the
noeds of couples and business pariners by providing them with a quicet,
child-Iree atmosphere. Partners and couples would adore 10 visil this
location and lake advaniage of Lheir services.

Q5. Inspite of high commodity taflatton, shortage of components and
the threal of third wave of COVID-19 pandemic in India, manufacior-
ers of packaged poods, home applHances and consumer elecironics
are expecting the business to grow by 12 (o 25 percent In the coming
months, Afterone-and-a-half vearsof disruption, ATE NOW
confident aboul managing Lthelr Inveatories better, keeplag thelr supply
channelswell-stocked and preparing themselves o mindmaltze | he lmpact
of any COVID related restrictions even as they gear up for the festive
season, which usually accounts lor 25 Lo 35 per cent of Lhelr vearly sales,

The homeappliancessectorcould be anexample, Aftera dismal April-Tune
quarter in the year 2021; producers of atr conditioners, refrigerators and
washing machines are expecting thelr business o grow by 15-20 percent
in the months (o come. All the companies operating in the secior have
geared up (o grab the opportunities available in the market.

A leading company in the home appliances domain, XXP India, 1= plan-
alng lo launch varlous innovative product designs and offer loyalty
programmes Lo lure consumers.,

With reference to Michael Porfer’'s generic sirategles, 1dealify
which strategy XXP Indla has planner for? Explain how Lhis stral-
egy will be advaniageous (o the company to remaln profitable?
Niov. 2021 (5 Marks}]
Ans.: According o Michacel Poner, sirstegies allow organizations Lo gain com-
pelitive advantape from three dilferent bases: Cost Leadership, Dilleronliation
& Focus. Porter called these base peneric siralegics.

XXP India Lid. has planned lor Dilferentiation Stralegy. The company is plan-
meing Lo launch various inpovalive product designs and ofTer lovally programmes
ley hure customers.

DilTerentiation sirategy shoulkd be pursucd only aller a carclul siudy of buyers'
needs and preferences 1o determine the feasihility ol incorporating one or mone
dilfereatiating fealures into awnigue product that features the desired atiributes,
A suciesslul dilferentiation strategy allows a lirm wo charpe a higher price lor is
product and o gain customer lovilly, because consumiers may become strongly
atlached 1o the differentiated leatures.
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Advantages of Ifferentiation Stralegy: A dillerentialion stralegy may help
an arpanizalion o remain profitable even with rivalry, new enlrants, supplicrs
power, substilule products, and buyers” power.,

1. Rivalry: Brand lovally acls as a safepuand against competitons. [ means
thal cusiomers will be less seasilive Lo price increases, as long as the lirm
can salisly the needs ol its customers,

2. Buayers: They do not negotiate lor price as they pet special leatunes, and
they have lewer oplions in the marked.

1. Suppliers: Because dillerenliators charpe a premium price, they can
alford 1o absorh higher costs of supplies as the customens are willing 1o
pay exira Loo.

4. Entranis: Innovative leatures are an expensive offer. So, new entranis
gencrally avoid these leatures because il is tough [or them o provide the
same product with special Teatures al a comparable price.

5. Substtiules: Substitule products can’l replace dillferentiated products
which have high brand value and enjoy customer lovally.

6. Quick N Sturdy Inc., a multinational company, is undergoing feasi-

ences and spectal requirements. The product 1s nol a standard one and
as such the target market 15 also narrow. Company knows that demand
for the product is large enough to be profitable [or the company, bul
smallenough to be lznored by olher major industry plavers. The company
wants to position Hsell in the niche market with the prime constderation
o offer unique features In the product for the target market.

hﬁmmﬂeﬁhmm-wdh
Michael Porter. Also state the advaniages and disadvaniages of
stralegy. [H-r.m11+2+2 Sllrhjj

Ans.: Quick N Sturdy Inc. has adopied Focused Differentiation Suategy which is
one of the Michael Porers Genenic strategics. A Tocused dilTerentiation stralegy
requires offering unique features that fullil the demands of 3 narmow market.
Some lirms wsing a locused dillerenliation stmiecgy concentrate their elforis on
a panicular sabkss channel, such as selling over Lthe internel oaly. Others larget
particular demographic groups. Finms thar compele based on unigueness and
targei @ narrow market are following a focused differentiation strategy.

Advantages of Focused Siratepy:
1. Premium prices can be charged by the organizations [or their focused
produclservices.

2. Due Lo the tremendous experiise in the poods and services thal the

organizations following locus stralegy offer, rivals and new entmants may
Tind it difficult 10 compete.
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Disadvaniages of Focused Stralegy:

1. The lirms lacking in distinctive compelencies may nol be able o pursue
focus stralegy.

2. Due ter Lhe Hmited demand of product/services, costs are high, which can
cause problems.

3. In the long run, the niche could disappear or be taken over by larger
compelitors by acquiring the same distinclive compelencies.

.i.nl.'-

| Meaning | Strategy formulation means crafi- | Stmlcy implemeniation refors 1o
ingt a combinatzon of strategies and | the exocution of the opted strategy
prcking out the best one Lo schiowe | Le, 1l convers the chosen siradcgy
the mganirmiunnk glnh and ob- | oo sction, Tor the realizstion of
||.‘|.lt\.'|5. and therchy meaching ihe | onganiotbnal posls and ehjecives.
vision of Ih:umm'umum i |

'I'-'m.n! Ilfmmnnﬂm Tllruimmeﬂh:hnq |

| Process Itis mnu'i\' an intcllectual p'm-i s ].'l'lma.nh' an nprn[mal

 — o, oo, |
Skills re- II. mqum:s concepiual inru.'iil: | It requincs motivation and leader-
;qnirﬂl and analytical skills. | ship skills. j
Whsd 6 re- Itmmmmmnmu-. It reguires co-ondinalon amdong
| quires cxcculives al Lhe top level the cxccutives al the middle and
08. An elfective implementation of stralegy In an orpantzation needs
‘multiple supporting factors. Comment. = ——

Ans.: The development and selection ui'slr.aleglm Lis pl.h!"i.‘l.ll. inan mg;mml.um
is considered easier and less lime consuming than implementing these strate-
gics once they have been chosen, An elfective implementation of stralepy inan
organization necds multiple supponting [aciors. Some ol these factors include
the lollowing:

(1) Action Planniag: For successiul strategy implementation onpanizalions
must develop a detailed action plan Le. chronological lists of action steps
(tactics) which add the necessary detail 1o stralegies and assign respon-
sibility lor accomplishing these actions. They should also set a due dale
and estimate the resources reguired Lo accomplish each of their action
sleps. Thus, they transiate their broad stmlegy stalement into a number
ol specilic work assignments.
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(2) Organizational Structure: To implement sirbegy successlully siralegisis
should also give due attention towards organizational siruciure and see
whether the current structure is appropriate lor their intended strategy
as different structures suit the implementation of different strategios,

(3) Human Resource Factors: Human Resource faciors plays imporiant
e in successlul implementation of stralegics in an organization. The
consideration of human resources requines the managemeni 1o think
about the organization’s communicalion needs,

{(4) Annual Business Plan: Forsuccessiul simbepy implemeniationomnzanics-
Lo miust pay ducalienlion on theirannual business plan. Implementation
of strategy without annual business plan may result in failure of stralegy,

{5) Moniioring and Control: Monitring and conumalling the plan covers a
lis1 ol options. Those options include changing the schedule, changing
the action sieps, changing the strategy or changing the ohjective.

Developing an elfective strategic plan is only hall the battle, Geiting it imple-
mented is the olher hall = completing the taclics o accomplish the simtegios
and objectives within Lhe plan. Moniloring the implementation ol stirategic plan
i% justificd on the following prounds:
# It helps w assure the organization clfors conlorm o the plan.
+ 1 enables the organization o ensure that the resulls schieved cormespond
s ohjectives.
# Furiher monitoring allows lor cormective aclion.
+ Since monitoring is pan of contrml process, it encourages improved
performance.

+ Moniloring provides the cssential link belween the wriilen plan and the
day-ti-day operation ol the business.

9. Siate the important issues that an organizaifon is confronted tn
_process of sirategy implemeniation.

Ans.: An organization is confronted with a number of issues in the process of
stralegy implemeniation. Some of the impornant issucs are discussed as follows:

(1) Project implemeniation: Project is a highly specilic program for which
time schedule and specific cause are determined in advance. Pmojects
create all necessary conditions and lacilitics required lor the strategy
implementation, the discipline of project management.

(2) Procedural Implementation: Stategy implemenialion also reguires
excculing the strategy based on the rules, regulations and procedures
formulated by the Government. Though many procedures are simplificd
with the libermlization, privatization, and glohalizalion of the Indian
economy, certain procedures are still applicable in the process of strale-
gic implementation such as, licensing requirements, Foreign Exchange
Marsgement Act requirements, collaboration procedures. impon and

CH. 5 : COMPETITIVE POSITIONING 3.9

exporl requirements, incealives and benelils, roquirements of Labour
Laws and other Legislalions.

(3) Organizational Structure & Strategles: Orpanizational structure is a
means [or achicving organization mission and objectives. Thus, il is an
important source of sirategic implementation. Organtrational struciure
refers o the method of allocating duties and responsibilitics o individuals,
and the ways these individuals are prouped together inlo units, depar-
ments and divisions. Companies form struclures for their organications
based on their stiralegies.

(4) Resource Allocatlon: Resource allocation involves Lthe process of allo-
cating orpanizational respurces 1o various divisions, depanments and
stralogic business unils, I deals with the procurement, commitment and
linancing physical and human resources required Lo sccomplish strategic
tasks for the achievement of organimtional ohjectives.

(5) Fuaciloaal Policles: Funclional policics describe Tunctional puidelines
0 operating managers so thal coordination across [unctional units can
take place. Once the stralegy of the companics is decided, modification
in funclional policies may become necessary Lo meel the demands of the
new business.

(6) Communication Strategy: Communicalion stralegy covering the mis-
sion, objectives, markel scope, technology and all the issues refated o

implementation, (o different levels in the organiyation is very important
for its success. This is becawse simiepy is implemented through people
whio oughl Lo be clear about their roles which they have o play in relation
10 each other.

(7} Leadership: Appropriaic leadership is necessary lor developing eflective
structure and systems for the success of sirategy. Leadership is the key
lactor for developing and maintaining right culiure and climale in the
ofEanization.

(B) Challenges 1o Change: The stralegy implementation process generally
involves a chanpge. The change can be minor or major. The process of
change may cover in reezing, moving and refrecving.

(9) Pre-implemeniation Evaluation Siralegy: Belore the implemeniationol
the strategry, il is advisable (o po for a linal scrutiny so as o avoid Failue
due 1o weaknesses in the analysis, il any and o ensure that the siratepy
decided For the organization is oplimum.

010."Siralegy formulation are intertwined
and linked with cach other.” Elucidate this statement with suitable
arguments. [May 2022 (5 Marks)]

Ans.: Simlegy formulation and simicgy implemeniation are inleriwined and
linked wilh cach other. Two yvpes ol linkages exist between these two phases

ol siralepic managemenl
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The lorward linkages deal with the impact of strategy formulation on strtegy
implemeniation while the backward linkages are concerned with the impact
i the opposite direction.

Forward Linkages: The dilferent clements instrategy formulation starting with
objective seiting through environmental and organizational appraisal, siralegic
alternatives and choice o Lhe strategic plan determine the course Lhal an organi-
satien adopts for itsell. With the formulation of new stmitegies, or reformubation
ol exisling strategies, many changes have 1o be allected within the organization.
For instance, the organizational structure has (o undergoe a change in the light
ol the requirements of the modilied or new strategy, The stvle of leadership
has 1o be adapted 1w the needs of the modilied or new strategies. In this way,
the lormulation of sirategies has lorward linkages wilh their implementalion.
Backward Linkspes: Just as implementation is determined by the formula-
tion of strategies, the formulalion process i also aflected by factors related
wilh implementation. While dealing with strategic choice, remember Lhai pasi
stralegic actions alse determine the choice of stralegy. Orpanizations end Lo
adopt those strategies which can be implemented with the help ol the present
structure of resources combined with some additional efforis. Such incremental
changes, over a period of Lime, lake the onganization from where it is o wheno
it wishes Lo be.

It i iy be noted thal while siratepy formulation is primarily an entreprencurial
actlivity, based on strategic decision-making, the implementation of siralegy is
mainly an administrative task based on strategic a5 well s operational deci-
sion-making.

011 You are a consullant advising a small manulaciuring compan
barking on a digtial iransformation journey. Iiec-nr‘lm

A small company which s embarking on a digital transformation journey may
adopt best praciices for managing changes which are discussed bebow:

Best practices for Managing changes: The basic problem in managing change is
Loy overcome people resstance successlully. Problems of overcoming resistance
o change can be managed in the following wavs:

{a) Educatlon and Communaication: | misinlormation and lack ol informaa-
lion creale barriers 1o managing change, edecation and communicalion
might be appropriate. I roquires an almosphere of mutual rust and
conlidence and respect belween managers and cmplovees.

(B) Participation: Panticipation helps 1o give people inorganizational change
a leeling ol imporiance. 1L creates the [eelings among the emplovees thai
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the decision is their own. They realize that the change process is a musL
Those people who ane direcily alfecied by the change should be given
opporiunily o participate in that change belore the bnal decisions are
reached.

() Oblalnlng commiiment: Commitment olake part in changed programme
can be obtained in private from each individual, However, peiting a person
oy commil himsell in private 1o a changed programme may vield fower
resulis than il he voluntarily and publicly gives his commilment o an
idea of change.

(d) Leadership: A lranslormational leader can use personal reasons [or
change withoul amusing resistance. An effective leader tries io change
the psychological needs ol his [ollowens.

(#) Traintng and Psychological Counselling: Manapement can chanpe
the basic values of the people by tmining and psychological counselling.
People should be educaied o become Tamiliar with change, ils process,
and working. They must be taughl new skills, helped 1o change attiludes
and indoctrinated in new relationships.

() Coerclon or Edict: Cocrcion or edicl is the imposition of change or the
issuing of directives aboul change. 1is the explicit use ol power, Cosrcion
i Lhe least successful siyle of managing change excepl in a stale of crisis
or conlusion.

Qll.‘lilththsmﬂ ufSIl'lleﬂc ln-hﬂp?lhhleﬂ,h-
the Functions and importance of a Strategic Leader.
Or
“Strategic Leadership isthe ability to influence others lovoluntar iy make
decisions thal enhance the prospects for the organization’s long-lerm
success while maintaining long-term Ananclal stability™ - in support of
this statement discuss the functions and importance of a strategic leader.
Ans.: Siraleglc Leadership: Stralegic leadership refers o a manaper's polential
1o articulale the strtegic vision [or the organization, and (o motivate, guide and
influence his subordinates (o attain the ohjectives of thal vision,
Stralegic leadership can also be delined as ulilizing stralegy in the manage-
ment of employees. I is the ability o influcnce organizational members and
o acoomplish organisational change. Stralegic leaders generale organizational
struciure, assign resources and communicale stralegic vision.
Stralegic leaders have o work in an uncertain environmoent on varous sirategic
1ssues,
Purposes of Stralegic Leadershlp: The main purpose of stralegic leadership
i strategic productivity. Another aim of simegic leadership is w0 generate an
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enwvironmen! in which emplovees malch the organization’s needs in context of
their individual job.

Strategic lesders instill confidence to the emplovees in an organization 1o
lolkoow their own ideas, ver, moving in the direction of organization’s overall
goals. Strategic leaders make betier wse of reward and incentive system for
encouraging produciive and quality emplovees. Funciional siraiegic leadership
is aboul creativity, resourcelulness, and proparing to assist an individual in
realizing his objectives and poals.

Functions & Imporiance of Strategle Leader: Following are the nine key
siralepic leadership roles and briel meaning ol cach:

1. Navigator: Clearty and quickly works through the complexity of key issues,
problems and oppornunities w alfect actions (eg., leverape opporiunitics
and resolve issues),

2. Sirategist: Develops a long-range course of action or sel of goaks woalign
with the orpaniation’s vision.

3. Entreprencur: Identiflies and exploiis opporlunities for new products,
sorvices and markets.

4. Mobilizer: Proaclively builds and aligns stakeholders, capabilities, amd
resourees forgetting Lhings done quickly and achicving complex objectives,

8. Talenl Advocale: Allracis, develops, and retains talenl lo ensure that
people wilh the right skills and molivations o meel business needs are
in the right place al the right lime.

6. Captivator: Builds passion and commitment toward 8 common poal,

7. Global Thinker: Integrates inlormation from all sources (o develop a
wellinformed, diverse perspective that can be used (o oplimiae organi-
#utional performance.

B. Change Driver: Creates an environment that embraces change; makes
change happen - even if the change is radical - and helps others o accept
new ideas.

9. Enlerprise Guardian: Ensurcs sharcholder value creation (hrough cou-
rigenus decision-making thal supports cnterprise or unil-wide interesis.

013, What do you undersiand by Siraiegic Leadership? Also discuss
“various [orms of Strategic Leadership.

Ans.: Strtegic leadership is a type of leadership in which the leador persuades
Tollowers o support a broad vision [or the success of Lthe business. Since il
priorilides the preatest sustainability imitiatives, stralegic leadership is now
signilicant to the majority ol lirms. You may manage a company mone SUccess-
Tully if wou are aware of the dilferent approaches (o show stralegic leadership,
In this piece, we examine examples of strategic leadership and pinpoint the
competencies thal are pertinent 1o this iype ol leadership.
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It takes strategic leadership 1o identily your orpanization’s strenglhs so you
can sel yoursell oul from the competition. 1L necessilales a more imaginative
stralegy than only looking lor simple answers. Fulure organizational growth is
highly dependent on leadership.

Types of Sirategic Leadership: There are lollowing three well defined types
of sirmtegic leadership:

(a) Transactional Leadership: The transactional lcaders make certain Lhal
evervone is aware of the expeciations (or the procedures and resulls.
They strike a balance botweon sirategic management and leadership by
gauging cmplovee perlormance and inspiring Lhem wodo better. For good
perlormance, they emplov incentives like increased pay, promotions, and
bonuses. Bul Lhey may also discipline poor performance by cutling pay or
climinating jobs. A leadership technigue like this might provide resulis,
bt nod always Lhe best ones.

(b)) Translormational Leadership: Trunslormational leaders integrale
leadership and strategy, and they use Lheir vision w direct Lhe employees’
activilicsand hehaviours. Thevalfect both the organivation and the people
within it to change. Such a leadership actic entails persuading people 1o
change. The organizalion’s advaniage is the main poal of this innovative
simtegy. The transformative leader builds the leam's confidence while
helping them rocognize roles and scl goals. Stralegic leadership of this
kind encourages aclion and is adaptable. Translormational leaders can
motivale people 1o change to improve their ci cumsiances.

{c) Charlsmatic Leadership: Charismatic leaders work their charm 1o
persuade others. Charismatic leaders have the drive and passion o get
theirwork done. While charismatic leadors share quite a fow similarities
with lransformational leaders, the Tocus of Ltheir work is a change in the
status quo and nol necessarily a change in the organizalion.

014. You have been appoinied as a Chiel Fxecutive 0fficer (CED) in a
company which is [acing many difficulties in proper exccution of lis
m&lﬂ-ﬂtﬂ-ﬂﬂm“ play in pushing
l‘winni strategy execution.
Ans.: A Chiel Executive Olficer (CEO) has many dilferent leadership noles (o
play: visionary, chiel entreprencur and strategist, chiel administrator, cullume
hauilder, resource acquirer and allocator, capabilities builder, process integrator,
crisis solver, spokesperson, negoliator, motivator, arbivator, policy maker, policy
enforcer, and head cheereader. Manapers have live leadership roles 1o play in
pushing for pood stralegy exccution:
1. Slayingontopolwhal is happening. closely monitoring propress, working
through issues and obstacles.
2. Promotingaculiure that mobilives and encrpires onganizational members
1o exocute sirategy and perform at a high level.
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3. Keeping the organization responsive io changing conditions, aleri for
new opporiunitics and remain ahead of rivals in developing competitively
valuable compelencies and capabilitics.

4. Ethical leadership and insisting thal the orpanization conduct its allairs
like a model corporate citizen.

5. Pushing correclive aclions o improve strategy ciecution and overall
stralegic perlormance.

015, Ramesh and Suresh own software development filrms ACS Lid.
and BDS Lid. Ramesh and Suresh piich their business in tnlernational
murkeis and win international coniracis. Ramesh has Ofty soliware
engineers in his team. Suresh, on the other hand, leads a team of foriy
soltware englneers. Every project has a specific and fived timeline.
Individual projecis are assigned to project heads by Ramesh and Suresh.
Hamesh adheres 1o strict rules and procedures. He met with the project
heads (o get an npdate bot exchanged fdeas occasfonally. He sel a weekly
targei of forly hours io complete the assigned goal or task. The group
that mel the deadline and completed the task recelved 10% bonus. The
group Lhat was unable to meet the deadline was penalized. The group
Ibﬂﬂnﬂﬂmthdudlu ne-llui nwdm'mﬂm

Ramesh established routines to maxiodze his team elflclency. Suresh,
on the other hand, used positive relnforcement to maximize his team
efficlency.

{a) Identify ihe leadership siyle employed by Ramesh and Suresh.

{B) What are the conditonsfsttuations Lhat make such leadership stvles

more appropriate?

() Msecuss the characteristics of the leadership styles.

[Nov. 2023 {5 Marks))

Ans.:

(i) Ramesh adopled transactional leadership sivie, while Suresh adopled
translormational leadership siyie,

(i) Transactional leadership sivle can be appropriate in setled and siatic

envirpnmenl, in growing or malure indusiries and in organizations that
are performing well.
Translormational leadership sivie may be appropriaie in lurbulent envi-
ronment, in industries al the very start or end of their lile cycles, in poorly
perlurming organizations when there is o aced 10 inspire a company Lo
embrace major changes.
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(iif) Transactional leadership style uses the authority of its oflice 1o exchange
rewards such as pay, statlus symbaols etc. Transactional keaders prefer a
more [ormalized approach o motivation, selting clear poals wilth explicit
rewards orpenalties lorachicvement and noa-achievement. Transactlional
leaders focus mainly 1o build on existing cullure and enhance current
praclices.

016, Which six esseatial skills are required for sirategic leadership as
mwmm‘!

Ans.: According 1o Harvard Business Review, stralegic leadership compelencics
include six essentinl skills:

1. Anticipale: Collect information [rom a wide range ol sources both inside

and oulside vour company’s industry or function o predict compelitors'
maves and reaclions Lo new initiatives or products.

2. Challenge: View and relmme a problem [rom multiple angles (o under-
stand its undorying causes,

3. Inlerpret: Exhibil curiosity and openness when lesting several working

hypotheses and involve others belore coming Lo any conclusions.

4. Declde: Weigh long-term investments [orgrowth withshor -lerm pressure
fisr resulls, as well as the risks and trade-ofls for customens and olher
stakeholders, when making decisions.

5. Align: Examine stakeholders’ incentives and wlerance for change and
identily conflicting inieresis.

6. Learn: Convey stories of success and failure to advocaie learning. Course-
correct decisions alier they have been made if there is refuling evidence.

OIT.Ymhwbmwd-hd;ilhnme

(SBU) of a large multlproduct company. Fxplain the leadership roles,
you have Lo play as a Manager ln pushing for pood stralegy execution.
|May 2023 {5 Marks)]

Ans: A head of the Stralegic Business Unil (SBU) has many dillerent leadership
moles 1o play: visionary, chiel entreprencur and strategist. chiel administmator,
culture builder, resource acquirer and allocator, capahilities builder, process
inlegralor, crisis solver, spokesperson, negolialor, molivalor, arbitralor, policy
maker, policy enforcer, and head cheerdeader. Managers have live leadership
roles Lo play in pushing for pood stmlegy execulion:
1. Stayingon topol what s happening, closely moniloning progress, working
thmough issues and ohslacles.
2. Promoting acullure thal mobilizes and enerpizes organizational members
1o execule siralegy and perform at a high level.
3. Keeping the organization responsive (o changing conditions, alen for
new opporiunilies and remain ahead of rivals in developing competitively
viluable compelencies and capabilities.
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4. Ethical leadership and insisting that the organization conduct its allairs
like a model corporate citizen.

5. Pushing corrective actions o improve siralegy execution and overall
strategic performance.

018, Aashna Kedia has beea recently appolated as Lhe head ol a stralegic

business ool of & large multiproduct company. Advise Mrs. Kedla aboul

the leadership role to be played by her in the execution of strategy.
uerre 2024 (5 Marks}]

Ans.:

Stralegic leadership is a type ol leadership in which the leader persuades lollow-
ers 1o suppoert a broad vision for the success of the business. Since il prioritizes
the preatest sustainabilily iniliatives, siralegic leadership is now signilicant o
ihe majority of firms. You may manage a company mone successiully il vou are
aware of the different approaches 1o show strategic leadership.

Manapers have five leadership roles (o play in pushing [or pood siralegy execulion:

1. Slaving on wopol whal s kappening, closely moniloring progress, working
through issues and ohslacles.

2. Promoting a culture that mobilizes and energives organizational members
0 exccule strategy and perform al a high level.

3. Keeping Lthe orpantaalion responsive o changing conditions, alert Tor
newopporiunitics and remain abead of rivals indeveloping competitively
valuable competencies and capabilities.

4. Exercising cihical leadershipand insisting thai the organization conduct
its afTairs like a model corporate citizen.

5. Pushing corrective actions 1o improve strlegy execulion and overall
strmtegic performance.

E-BUSINESS STRATEGIC Fi EWOR|

019. Write a short nole on: E-business Strategy

Ans.: An o-business strategy is a long-term plan lor implementing the appro-
priale digital technology 1o enable a lirm (o manage all of its pariners, both
internally through the intranel and outside through cuslomers, suppliers, and
olther pariners. To pul il another way, an c-business plan is o detailed strategy
for implementing ellective digitization so thal a company may perform all of
its computerived interactions with all stakeholders < both intermally via the web
and glohally via clienis, veadors, and other collaboratons.

This wactic is not just applicable o online businesses. Any business thal transacis
valine needs o have an e-business sirategy. 1 outlines all the shor-term and
long-term goals thal demand carclul planning and experntise.
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Creating a Twiller account and a business hlog are iwo examples of good social
muodia e-business stratepy models. The blog is meant o provide readers with
heslpiul inlormation abowt the poods and services the business provides. Twitter
is used Lo share this [resh information with fnllowers and engage with peninent
organizations and people.

E-businessStrategic Framework: The e-business strategic framework add resses
three broad seis of questions. These are:

1. Where do we (as a company) wanl to compeie?

2. What type of value do we wanl 1o creale?

3. How should we sel up and orpanize our company 1o deliver the desined
value?

Uﬂ. Financial Techoology (Finiech) is used to describe new tech that
secks tolmprove and anliomaie the delivery and use of Anancial servces.
Ans.: Fintech, the word, is a combination of “Financial Technology™,

Finlech is used o describe new lech thal seeks 1o impmve and aulomale the
delivery and use of linancial services. Al its core, Finlech is wlilized (0 help
companies, business owners and consumers beller manage their TNinancial

operations, processes, and lives by utilizing specialived soltware and alporithms

thal are used on compulers and, increasingly, sman phones.

Some of the most active areas of fintech innovation include or revolve amund

the lollowing arcas:
+ Crypio currency and digilal cash.

+ Block-chain technology, including Ethercum, & Distributed Ledger
Technology (DLT) that maimain reconds on a network of computers, but
has no central ledpor.

+ Smarl contmcts, which ulilize computer programs (oflen atilizing the

block-chain) o aulomatically execule contracts belween buvers and
sellers.

+ Open banking, a concepl that leans on the block chain and posits Uhst
Lhird-panties shoubd have access 1o hank data 1o bulkd applications that
creale a connecled network of linancial institutions and third party pro-
viders. An example is the all-in-one money management Lool Mint

#* Insuriech, which secks o use techoology (o simplily and sircamline the
insurance indosury.

+ Repiech, which secks w help linancial service linms meet industry com-
pliance rules, especially those covering Anti-Money Laundering and Know
Your Customer protocols which light Traud.

+ Robo-advisors, such as Bellermend, ulilize algorithms o aulomale
invesiment advice o lower ils cosl and increase accessibility.
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+ Unbanked/underbanked, services thal seek 1o serve disadvaniaged or
kw-income individuals who are ignored or underserved by Lraditional
banks or mainstream linancial services companics.

#+ Cyber securily, given Lhe prodiferation ol cybercrime and the decent-
ralized storape ol data, cyber security and lintech are intertwined.

6 MANAGING MULTI-BUSINESS FIRM
& ANALYZING STRATEGIC EDGE

BUSINESS PROCESS RE-ENGINEERING (BPR)

ai:...._.dnm..___.. = —_——
Whal are the sieps involved in BPR?

or

Dixcuss varioussieps Involved in Business Process Re-enginecring (RPR)
while implementing in an organtration. | May 2021 {5 Marks)]
or

“The approach to BPR begins with defining the scope and objectives of

the re-englacering project.” With reference to this statement explain

briely the steps for Implementing BPR. [Nov. 2023 (5 Marksj]
or

What istherational behind Business Process Re-engincering ( RPR)? What
sieps would you recommend Lo implement BPR in an organization?
Ans.: Business Process Re-engloeering: Business process re-engineering is
the actof recreating a core business process wilh the goal of improving product
oulpul, quality or reducing cosis

Typically, it involves the analysis ol company worklows, linding processes Lhat
aresub-parorineTicient and figuring oul ways to get rid of them orchange them,
Business Process Re-engineering (BPR ) is an approach 1o unusual improvement
in operating elfectiveness through the redesipning of critical husiness processes
and supporting business systems. 1L looks at the minule details of the process,
such as why the work is done, who does i, whene is it done and when it is done.
BPR refers wo the analysis and redesipn of work{lows and processes both within
the organization and between the orpanization and the external entities like
suppliers, distributors, and service providers.

The oricntation of redesigning cfforts is basically radical. In other words, it
is a il deconstruction and rethinking of business process in ils enlirety,
unconstrained by its existing structure and patlern. 1is objeclive s o oblain

6.1
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quanium jump in precess performance in terms of Lime, cost, oulpul, quality,
and responsivencss 1o cuslomens.

Steps in Business Process Re-engineering: Following sieps are involved in
Business Process Re-ongtineering —

(1) Determining objectives and Framework: Objectives are the desired end
resulls of the redesign process which the management and oreanizalion
attempis o achieve. This will provide the reguired locus, direction, and
malivation lor the redesign process.

(2) identify customers and determine their needs: The designers have o
understand customers - their profile, their sieps in acquiring, using and
Act disposing a product. The purpose is o redesign business process Lhat
clearly provides added value 1o the customer.

(3) Study the existing process: The exisling processes will provide an im-
poriant base [or the redesigners. The purpose is o gain an undersianding
of the ‘what’, and ‘why’ of the targeted process. However, some companics
o throuph the re-engineering process with clean perspective withouwl
laying cmphasis on Lthe past processes.

(4) Formulaie a process plan: The informalion gained through
the carlier steps is vranslated into an keal redesign process. Customer
focused redesign concepis are identified and formulated. In this crucial
step allernative processes are considered and the opltimum is selected.

(5) Implement the redestgn: 11 is easicr (o formulale new process than o
implement them. Implementation of the redesigned process and applica-
tion of sther knowledpe gained [nom the previows sieps is a key w achiove
dramaiic improvements. 1L s the joint responsibility of the designers and

management o operationalise the new process,
02. What arc the objectives of Business Process Re-cogineering (BPR)?
Ans.: Following are the objectives for entitics 1o opl for BPR:

+ Boosl eflectiveness and produce higher quality products for end
customer,

Improve efliciency in the production processes.
Cost saving in Lhe long run.

Prowiding more meaninglul work 10 employees.

To be more adapiable and lexible towands [ulure changes.

Enable pew business growih and expansion.

03, Wrile a short note on: Typology of Bustness Process Re-englneering
(BPR)

Ans.: Earl provides a four-strand typology of BPR projects which can be applied
across any organization irmespective of what business it is involved in. These are:

L A B
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{a) Core Processes: Core processes are central Lo business lunclioning
and represent the primary value chain aclivities which relate directly 1o
exiernal customers. Examples being order [ullilment processes.

(B) Support Processes: Suppor processes are back ofTice processes which
reinforce the core processes. These are iypically secondary value-chain
activities and relate more o inlernal customers. Typical cxample being
information technology, financial systems and human resources systems.

(c) Business Network Processes: Business nelwork processes are the
processes which extend beyond the boundaries of the organization into
olher organirations such as suppliers and cusiomers.

{d) Managemenl Proc those processes through which lirms plan,
organize and control resources. Examples include stralegy development,
direction setting, and managing Lhe organizalion.

4. What do you undersiand by term ‘Beachmarking'? Also state three
major types of benchmarking were identified by Tuominen and Bogan
and English?

Ans.: Benchmarking is an approach of seiting goals and messuring productivily
of lirms based on best industry practices or against the products, services and

practices of ils compelilors or other acknowledped leaders in the industry, I

deweloped oul of need 1w have information against which perfformance can be
measured. Benchmarking helps businesses in improving performance by learn-
ing lrom the best pmactices and the processes by which they are achieved. Thus,
benchmarking isa process ol conlinuous improvement in search for competitive
advanlape. Firms can use benpchmarking practices o achieve improvements in
diverse range of management functions like product development, customer
services, human resounces management, eic,

Three major types of henchmarking were identified by Tuominen and Bogan
and English:

(1) Strateglc Benchmarking: Manapers use Lhis tvpe of benchmarking 1o
identify the best way o compete in the markel. During the process, the
companics ideniily the winning strategics {(uswally oulside their own
industry) thal successful companics use and apply them o their own
stralegic process, I is also common 1o compare the stralegic poals in
order W spol new stralegic choices,

(2) Performance Benchmarking: 11 is concerned with comparing yourcom-
pany’s products and services. According o Bogan & English the tool mainly
[ocuses on product and service quality, lealures, price, speed, reliability,
design and customer satisfaction, bul il can measure anything that has
Lhe measurable metrics, including processes. Performance benchmarking
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determines how strong our products and services ae compared (o our
conmpelilion.

(3) Process Beachmarking: 11 requires (o look al other companies Lhal
engage in similar activities and 1o identify the best praciices thal can be

Ans.: The benchmarking wheel mondel was lirst brought out inanaricle “Bench-
marking for Quality”. This is a Mve slage process that was created by analyzing
applicd 10 your own processes in order o improve them. Process bench-

more than 20 other models.
marking is a separaie tvpe of benchmarking, but il usually derives from
perlormance benchmarking. This is because companies lirst ideniily ithe il 5
weak compeling points of their producis or services and then focus on
the key processes 1o eliminate Uhose weaknesses. I
For example, an organizalion using perlormance comparison identilies .I
thal their product "X is superior in features, manufacturing quality and \ J
design, but have more price than competitor's product Y. Then the com-
pany determines, which processes add the most Lo The cost ol the product
amd seck how 1o improve them by looking al similar, bal less cost heavy
processes in other companics.

3. What are the various steps Involved In Benchmarking Process?
Ans.: Various steps in Benchmarking Process are as undes:

1. Plan: Clearly define whal you wani o compare and assign metrics io il
2. Find: Identily benchmarking partners or saurces of information.
3. Collect: Choose the methods and pather the data lor the metnics defined.

TAKMANNS

(1) ldentifving need [or benchmarking: This siep will deline the objec-
tives of the banchmarking exercise. Il will also involve selecling the
type ol benchmarking. Organizations identily realistic opporunitios for
improvements.

(2) Clearly undersianding cxisiing declslons processes: The siep will
involve compiling information and data on performance.

(3) Identily best processes: Within the selectod lramework besit processies
are identilicd. These may be wilhin the same organization or exiemal to
thom.

(4) Comparisen of own process and performance wilh olhers:
Benchmarking process also involves comparison of performance of the
organizalion with perdformance of other onganization. Any devislion
between Lthe two is analveed 1o make further improvemenis.

(5) Prepare a report and implement the sieps necessary (o close the
gap: A report on benchmarking initiatives containing
recommendations is prepancd. Such a report also conlains the action
plans lor implementation,

(6) Evaluation: Business organizations evaluate the results of the bench-
marking process in tenms of improvemenis vis-a-vis objoctives and other
criberia sel lor the purpose. 11 also periodically evaluates and resel the
benchmarks in the light of chanpes in the conditions thal impact ihe
performance.

4, Analyze: Compare Lhe metrics w ientily the gap in performance between
your company and the benchmarking pariner. Provide the resulis and
recommendations.

5. Improve: Implement the chanpes (o your own products, services, poo-

cosses Oor stralegy,

O7. Make a list of sdvantages and disadvanisges of benchmarking.

Ans.: Advaniages of benchmarking:

Easy 1o understand and use.
Il done propedy, s & kow cost sctivity thal offers huge pains.
Brings innovalive ideas 1o Lhe company.

Provides wilh insight of how other companies organiee their operations
and processes.

* *

*

Increases The awarcness of oosts and level of perdormance compared 1o
rivals.

& Facililmies cooperation botween teams, units and divisions.

Msadvantages of benchmarking:

Reguires identilication of a benchmarking pariner.

Sometimes impossible 1o assipgn a Melric L Measure i Process.
Might necd 10 hire 3 consullam,

The initial cosis could be hupe.

Mamagers ollen resist the changes.

* 4+ * 2
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mmMﬂm-mlmmmuﬂu
areas of Aviation, Healthcare, Fast Moving Consumer Goods, Home
applances and Electronic goods. Processes, Technology and Marketing
capabilitics are differcat for cach business. IHowever, cach business op-
erales among a group of rivals that produce competing products.
Inorder o get ahead of com petition and to contrdbute for sustatoed com-
pelitive advantages, company intends Lo improve customer services and
ummmWMWthmtmu
analyze ils products, hollissepments.

other relevant tnformation avallable In public domatn for each of s
business operations.,
diverse range of practicesand processes
leaders 1a the lndustry, measures Iis own productivily and identily the
gaps. Instead of [ollowing bricks-and-mortar practices, company will be
selting goals to be achleved for Improvement in His product, processes
and services, based on best practices belng lollowed by the companies
on a regular basis,
Identily the strategic tool Lo be used by Paramount group of companies.
Also explain in briel the common elements involved in using this tool,
= [hm!ﬂa-#-illlfkﬂl
.hm.. Paramount group of companies have used BENCHMARKING as a strategic
ool
Benchmarking is an approsch of seiting poals and measuring productivity of
lirms based on best industry practices or against the products, services and
practices of it competitors or other acknowledped leaders in the indusiry, Thus,
benchmarking is a process of conlinueus improvement in search for competitive
advantage. Firms can use benchmarking practices to achieve improvements in
diverse mnge of management funclions like product development, customer
services, human resources management, cic.
Some of the common elemenis of benchmarking process are as undoer:

(1) ldentifving need for benchmarking: This siep will define the ohjec-
tives of the benchmarking exercise. It will also involve selecting the
tvpe of benchmarking. Organizations identily realistic opporiunities for
improvemenis.

{2} Clearly understanding cxisting declslons processes: The siep will
involve compiling infermation and data on pedormance.

{3) Identify best processes: Within the selecied [ramework best processes
are identilicd. These may be within the same organization or cxlernal o
them,

(4) Comparison of owa process and performance with others:
Benchmarking process also involves comparison ol performance of ihe
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organizalion with performance of other orpanization. Any devialion
between the two is analyvaed Lo make furher improvemenis.

(5) Prepare a report and implement the steps necessary to close the
performance gap: A reporl on benchmarking initialives conlaining
recommendations is preparcd. Such a report alse conlains the action
plans for implementation.

(6) Evalualion: Business organizations eviluale the resulis ol Lthe bench-
marking process in lerms of improvements vis-a-vis objectives and olher
criteria set for the purpose. 1L also periodically evaluates and reset the
benchmarks in the Light of changes in the conditions thal impact the
performance.

TOTAL QUALITY MANAGERMENT (TQM)

9. Explain the concept of “Tolal Ouality Management (TOM)” and Its
Mu.. '.iul:cmm ol any organizalion depends on offering gualily producis al
compelitive prices. All over the world, il is being realized thal quality control

e ensured through inspection and test alone. Every department and individual
has a contribulion to make in achicvement of quality.

Qualily can be the most signilican! [aclor in determining the long-rnin success
or [ailure of any orgeniration. High quality of products can give a competitive

edge 1o an organization. On Lhe other hand good guality gencraies satislied cus-
lomers who reward the organization with continued patronage and lavourable
word of mouth advertising.

TOM owes ils penesis 1o post war research ol American management consu lianis
like Dr. Joseph Juran and W. Fdwards Deming who introduced statistical
conln lechnigues to the Japanese during Japan's rebuilding period.

In view ol globalization ol markets, Governments have begun 1o realize that
guality is cxsential o international irade and Lthe national cconomy, public pur-
chasing authorilics have been instructed o buy poods thal conlinm Uhe quality
standands, Some lime back, the European Economic Community collectively
established a common set of quality standards known as 150 9000, While 150
SO00-150 9003 serics is a relerence for exiernal quallly assurance, 150 9004
is for internal quality management. Taken logether these standands aim al
achieving TOM.

Important principles of TOM: Tolal Quality Managemenl is an approach thal
organizations use to improve their internal processes and increase customer
salislaction. When properly implemenied, it can lead 1o decreased cosis related
o corrective or preventative maintenance, beller overall performance, and an
increased number of satisfied and loval customers.

However, TOM is nol something thal happens ovemnighl. While ihere are a
number of measures that help omanizalions guickly start 10 implement a

PN YHXYE




TAXMANNS

6.8 PART | - STRATEAGC MANAGEMUNT

guality managemen! system, there are some underdying philosophies that the
company musi integrote throughout overy departmaent of the company and at
every level of management

Therelore, whatever resources an organization use, it should remember these
seven important principles of Tolal Qualily Management as a foundaiton for
all their activities.

(1) Quality can and must be managed: The [irst step in the TOM process
ix 1o realize there is a problem and that it can be controlled. Many com-
priies belicve that their operathons are oo large (o ellectively mansge
the level ol gquality, which is rendered untrue by TOM.

(2) Processes, not people, are the problem: If a process causes problems
thien 1he sodution is nol i hiring new emplovees or givieg them a ot of
rsiming sessions. The solulion i thal the processes are o be correcled
lirst and then train the people on these new procedures,

(3) Don'l treal symploms, look for the oore: To fully reach vour poteniial,
a solustion fur the prohblem b o be foamd, For example, il an onganko-

ton's shipping depaniment is lagping behind, thea it could be because
of the holdups in manufaciuring, Therofore go for the source 1o correct
the probicm
(4) Every employee is responsible for quality: Everyone in the company,
Frosm the wowkers on the line to the upper management, must realize that
they huve an important parct W play in ensaring high levels of quality in
their products and services. Evervone has a customer to delight, and they
masi all step up and take responsibility for them
(3) Quality must be measurable: A guality management syvstem is only
effective when vou can quantily the resulis. You need 10 see how the
process s implemenied and if (i s having the desired cllfect. This will
help yoou st your poals for the future and ersure that every depanment
s working towsirds the same resalt
i6) Omality tmprovemenis must be continwous: Total Quality Manzgemeni
is mol something that can be done once and then forgotien. [s not a
managemen “phase” that will end alles a problem hes been corrected,
Real improvemenis must occur freguenily and continually in order io
imorease customer sarisfaction and lovalry
(7)) Quality 1s & loag-term iavestment: Qualily Makagement 5 aol @ quick
fie. TOM ix a long-term imvestment, and it is designed 10 help one find
lormg- Lewm Suwoess
O10. What are the Charscteristics fur must practical bnplementations
of Total Quality Management (TOM)?
Ans.: The must practical lnplementalions of Tou! Quality Migugermenl involve
the Bl ing meesl widely principhes:
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(1) Total involvement of employees: The most (undamental characteristic of
TOM is lotal employee involvernent. Oaly empowered and valiant conplay-
ces who can Lake a stand for theirwork and understand the mechanism of
operations of their onranization nperates as 2 whole can achieve desined
level of performance by improving their efliciency. Further, employee
involvement can also be atlained by adopling a cullure of conlinuous
improvemen! and team empowermenl.

{2) Customer Focus: TOM views end customers as Lhe sole measure of qual-
itv and success. Any cflon, including emplovee training, infrastruciure
upgrades, soflware investments, or product releases, is worthiwhile only
if it aims al beneliting customers.

{3) Continunal Improvement: Orpanizalions who practice TOM befieve that
mecrely maintaining the same kevel ol quality and customer satisfaclion
is not enough o oulperform competition. Rather, lop management has
the responsibility for promotion of cullure of innovation and creativity
oy customers’ expeclations and maintain compelilivencess.

(4) Process approach: It callsfor breaking all processes inlo a series of sleps,
be it inlernal or external. The miicnale of Lhis is thal cach soch siep can
be analyzed, measured and improved upon o attain desired resulls.

(5) System Approach to Management: All inler-related processes should
be managed as a system o ensure that improvement cfforts are focused
on ‘key’ processes and integrated 1o achieove the desired resulis.

(6) Fact-based dectstons: TOM roguines orpanizations 1o collect data 1o

improve decision-making, reach agreements on key business directions
and make predictions based on historical daia.

(7} Leadershipistrategy defindtlon: A strategic plan should be developed
o achicve organization’s vision, objectives and goals with ‘guality” as a
key component. Leadership is a key attnibute as i establishes the direc-
lion of the organization. TOM advocates that leaders creale an enabling
emvironmenl for achieving business ohjectives.

(8) Mutnally benefictal relationship with suppliers: An organizalion
depends on ils supplicrs and this relationship should be strengthened o
ensure Lhat a mutually benclicial relationship is sustained.

'O11. Six Slgma Is a delined and bustness methodology 1o in-
crease customer satlsfaction and by sireamlining operations,
Improving gualily and ciminaling defects (o every organtzallon-wide
process. [Mscuss.,

Or
Whal s meant by Six Sigma? Rrielly explatn, |Jeme 2024 (5 Marks)]
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Ans.: Six Sigma is a defined and disciplined business methodology 1o increase
customoer salisfaction and profitability by streamlining operations, improving
guality and eliminating defects n every organization-wide process.

Six Slpma is:

(1) A Business Sirategy: Using Six Sigma Methodology, a business can
stratogire ils plan of action and drive revenue increase, cost reduction
and process improvements in all paris of the organization.

(2) A Vislon: Six Sigma Melhodology helps the Senior Manapement creale
a vision W provide delect [ree, positive environment W Lhe organizalion.

(3) A Beachmark: Six Sipma Methodology helps in improving process
melrics. Oace the improved process metrics achieve stability; we can use
Six Sigma methodology again 1o improve the newly stabilized process
melrics, For example: The Cyvole Time of Pizza Delivery is improved from
&0 minules w45 minules in a Pizza Delivery process by using Six Sigma
methodology. Once Lthe Pizza Delivery process stabilizes al 45 minutes,
we could carmy out another Six Sigma project o improve its cycle time
Irom 45 minules 1o 30 minules. Thus, il is a benchmark

(4) A Goal: Using Six Sipma methodology, onganizalions can keep a stringen|
poail [or themselves and work towands achieving them during the course
of the vear. Righl use of the methodology ollen leads these organizalions
o achieve these poals.

(5) A Statistical Measure: Six Sipma isa datadriven methodology. Statistical
Analysis is used 1o identily rool-causes of the problem. Additonally, Six
Sigma methodology calculates the process performance using its own
unil knovwn as Sigma unil.

(6) A Robust Methodology: Six Sigma is the only methodology available
in the market 1oday which is a documenied methodology lor problem
solving. Il used in the righl manner, Six Sigma improvements are bul-
let-prood and they give high vielding retums.

Il
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EQUITY SHARE CAPITAL

Q1. Board of direciors ol Progressive Limited decides Lo Issoe equily
shares of a company with differential voling rights. Examining the pro-
vision of Companies Act, 2013, State the conditions to be compled with
the company in this regard. [Dec. 2016 (8 Marks)]
or

Swadha Lid. is a well-established company which wanis io issue equiiy
shares with differential votlog rights in the near future. In this regard,
explain the relaled provisionsiconditions of Companies (Share Capital
and Debentures) Rules, 2014, |Jume 2024 (5 Marks))
Ans.:

Shares with differential dghts [Section 43(a)(#i)]: Shares with dilTerential
rights means shares issued with dilTferential rights as o dividend, voilng or
otherwise in accordance wilh section 430 i) of Lhe Companies Acl, 2013.

Provisions ol the Companies ( Share Capital & Debenlures) Rules, 2014 relaling
{0 shares with dillerential righis are discussed below.
Conditlons [or issalng shares with diflerential righis [Rule $(1}]: No com-
pany limited by shares shall issue equity shares with differential righis as 1o
dividond, voting or otherwise, unless it complies with the following conditions:
(1) Authorization from ADA: The article ol association authorizes the issue
ol shares with dilTferential rights.

(2) Resolution: The issue of shares is authorized by an ordinary resolution
passed al a general mecting of the sharcholders. However, incase of listed
company issue of such shares shall be approved by sharcholders through
postal ballot.

(3) Limll on vollng power: Voling power in respect of shares with dilleren-
tial rights of the company shall not exceed 74% of total voling power
including voling power in respect ol equity shares with differential rights
issued al any point of Lime.

7.3
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(4) Track record of distributable profits: The Company having consisient
track record of distributable profits for the last 3 years.

(5) No default in inancial statements & annual returns: The Company
has nol defaulied in fling financial sialements and annual returns Tor
3 hnancial vears immediaiely preceding the inancial vear in which it is
decided 1o issue such shares.

(6) No subststing delaull in centain matters: The company has no subsisi-
ing default in following:

(@) Payment of a declared dividend 1o its equity shareholders.
(b)) Repayment ol ils malured deposits.

{c) Redemption ol its prelerence shares or debenlures thal are due
for redemplion.

(ah Payment of interest on deposits or debentures,
(e} Payment of preference dividend.
{7} No defaulis in respect of dividend, term loans eic.: The company has
nol defaulied in lollowing:

{a) Dividend on preference shares,

(b)) Repayment ol any term boan from a public financial institution or
Staie level inancial institution or scheduled bank that has become
repavable or interest pavable thereon.

{ch Dues with respect (o sialulory payments relating to its emplovees
1o any authorily.

() In crediting the amount in Investor Education & Protection Fund
1o the Central Government.

However, 2 company may issue equity shares with dilferential righis
upon expiry of 5 years [rom the end of the linancial Year in which such
default wis made good.

(B} No penalty under certaln laws: The company has nol been penalized
by Court or Tribunal during the last 3 vears of any olfence under Lhe
following kaws:

(a) RBI Act, 1934

(k) SEBI Act, 1992

{c) Securitics Contracts Regulation Act, 1956

(d} Foreign Exchange Managemenl Acl, 1999

{e) Anyolherspecial Act, underwhichsech companies being regulated
by sectoral regulators.

'02. Which of the followiag companies Is eliglble (o issuc shares with
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Type of Nature of defanl Whether Articles of As-
company sociation of the compa-
ny authorized 1o issue
shares with DVR?
ALid.-Unlisted  Company has made delault Yes
COMmpany in filng anoual return for
the financial years 2018-
19 & 2019-20. Defanli was
made good during the -
nanclal vear 2020-21.
B Pyt Lid. et No
utne 2022 (3 Marks)]

Ans.: Scction 43akii) of the Companies Act, 2013 read with Rule 4 of
Companics (Share Capilal & Debentures) Rules, 2004 provides thal company
limited by shares shall issue equity shares with dilferential rights il anicle of
associalion authorizes the issue of shares with dillerential rights.

Company cannol issuc shares with differential rights il company has defaulied
in filing linancial statements and annual returns for 3 linancial years immedi-
ately preceding the linancial vear in which it is decided o issue such shares.
In light of the above provisions:

(1) A Ltd. can issue shares with differential riphts as the company has made
default during financial years 2018-19 & 2019-20 only in respect of filing
annual return, which was made good during Lthe linancial year 2020-
21. Aricles ol Associalion of A Lid. also authorize 1o issue shares wilth
dilferential righis,

(2} B PvL. Lid. cannol issue shares with dillerential rights unless it aller its

Anticles of Association in such a manner so a8 o aulthorize it 0 ssue
shares with dilferential rights.

PREFERENCE SHARE CAPITAL
03, Preference share are cumulative unless expressly staled Lo be non-
cumulative. Comment. |Jueme 20017 (5 Marks)]

Ans.: Dividends on preference shares, like equity shares, can be paid only oul
ol prolils.

With regard 1o the payment of dividends, preference shares may be cumulative
or non-cumulative.
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A cumulalive preference share confers a righl on ils holder 1o claim lixed
dividend of the past and the current year and oul of Tuture profits. The dividend
keeps on accumulating wniil it is fully paid.

The non-cemulative preleronce share pives right Lo ils holder o a lixed amouni
or a lixed percentage of dividends oul of the profits of each vear. [ no profits ane
available in any year, the sharcholders get nothing, nor can they claim, unpaid
dividend in any subsequent year.

Prelerence shares are cumulalive unless expressly siated 1o be non-cumulative,

demption ol preference shares?
| Sfueme 2001 (6 Marks) ], |June 2015 (5 Marks)|
Ans.: Issue & Redemption ol Preference Shares [Section 55]:
(1} Wrredeemable preference sharescannot betssoed: Nocompany limited
by shares shall issue any preference shares which are irredeemable.
(2) Perlod for which preference shares can be Issued: ITauthorized by is
articles, a company limited by shares may issue preference shares which
are liable (o be redeemed within a period nol exceeding 20 vears lrom
the date of their isswe subject o prescribed conditions.

However, acompany may issue preference shares fora period cxceeding 20
wears [or infrstructure projects, subjoct o the redemption of prescribed
percentage of sharces on an annual basis al he oplion ol such prelerential
sharcholders.

As per Rule 10 ol the Companices { Share Capital & Debentures) Rules, 2014,
a company engaged in the selting-up and dealing with ol infrastructural
projects may issue preference shares for a period exceeding 20 vears butl
not exceeding 30 years, subject 1o the redemption of a minimam 10% of
such prelerence sharcs per vear [rom (he 215t vear enwards or carlier,
on proporionale hasis, al the opticn of the preference sharcholders. The
term “infrastructure projects” means Lhe infrastrocture projects specificd
in Schedule V1.

{3) Source of funds for redempiion: Preference shares shall be redecmed:

(g} Oulof the profils of the company which would otherwise be avail-
able for dividend.

(b)Y Oul of the proceeds of a lresh issue ol shares.

(&) Partly oul the profits of the company and parily oul of the proceeds
of a lrosh issue of shares,
(4) Paid-up valve of redempiton: Preference shares shall be redeemed only
il they are fully paid-up.

(5) Capital Redempiion Reserve Account: Where preference shares ane
proposed 1o be redeemed out of the profits a sum equal 1o the nominal
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amounl of the shares should be transferred 10 the Capital Redemplion
Reserve Accounl
Capilal Redemplion Reserve Accounl may be applied for issue of [ully
paid-up bonus shares.

(6) Premium on redemption of preference shares:

(i} Incase ol prescribed class of companies whose linancial statement
required tocomply with the prescribed accounting standands under
section 133, the premium, il any, pavable on redemplion shall be
prowided for out of the profils of the company, belore the shares
are redeemed.

(i} In a oiher cases, the premium payvable on redemption shall be
provided for:

{a@) Oul of the profits of the company.

{F) Dul of the company’s securilies premium account, belore
such shares are redeemed.

{e) Parily oul Lhe profiis ol the company and parily oul ol se-
curilies promium account.

(7) Redemption of prefercace shares by issue of lurther redeemable
preference shares: Where a company is nolin a position 1o redeem any
preflerence shares or to pay dividend, iFany, on such shares in accondance
with the lerms ol issue (such shares referred as wnredeemed preference
shares), it may, with the consent of the holders of 3/4th in value of such
preference shares and with the approval of the Tribunal on a petition
made by it in this behall, issue lurther redecmable prelerence shares
equal 1o the amount due, including the dividend (hereon, in respect of

the unredeemed preforonce shares, and on the issue of such lurber re-
deemable preference shares, the unredeemed prelerence shares shall be

deemed Lo have been redeemed.

While giving approval, the Tribunal shall order the redemplion Torthwith
ol preference shares held by such persons who have not consented o the
issue of lurther redeemable prelerence shares,

Explaraniorn: The issue of Turther redeemable preference shares or re-
demption of preference shares shall not be deemed (0 be an increase or
a reduction, in the share capital of the company.

5. Whether equily shares already Issued can be coaverted inlo redeem-
able prelerence shares? [Dee, 2012 (4 Marks)]
Ans.: There is nol specilic provision in the Companies Act, 2013 reparding con-
version ol equily shares into redeemable preflerence shares. However, it was held
thal where the equity shares are 1o be converied into redeemable preference
shares it was necessary o adopt the process of reduction of capital ws 66 of the
Companics Acl, 201 3. | Re. Chowgule & Co. (P} Lid | St fames Conrt Esiates {id. |
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06. la 0o clrcumsIANCes & company can lesue redeemable preference
‘shares with a redemption period of 20 years. 1Jume 2005 (5 Marks)]

Ans.: As por Section 55 ol the Companics Act, 2013, a company limiled by shares
shall nol issue preference shares which are irredecmable.

A company limiled by shares may issue preference shares which are liable 1o
be redecmed within a period 20 vears [rom the date of issue.

As per Rule 10 of the Companics (Share Capital & Debenlures) Rules, 2004, a
company engaged in the seiting up and dealing wilh of infrastructual projects
may issue preference shares lora period exceeding 20 vears but nol excecding 30
years, subject 1o the redemption of & minimem ten percent of such preference
shares per vear Irom the 215t vear onwards or earlier, on proporiionaie basis,
al the option of the preference sharcholders. The term “infrastructure projects”
mezins the infrastruciure projects specilied in Schedule V1.

Thus, it is imcorrect fo say that in Bo circuMsianees @ company can issae redeem-
able preferevice shares with a redemption period of 20 years.

O7. Mstinzuish beiween: Preference Share Caplial & Equity

Share Caplial
Dec. 2015 (4 Marks))

Ans.: Following are the main points of distinction between preference share
capilal & equity share capital:

Dividend Preference shares are entitled 1o | Ratcol dvidend oncquityshanes
a lixed rate of dividend. & recommended by the board

of dircciors in s neport o the
sharchaolders, which = approved
th- ﬂuahmhﬂrl.ﬂnd}n:ﬁﬂ“

Preferencein | Dividend on 1he preference Dn’ldc'ndnnemllvshimﬂinald

dividend shares = paid in preference o nrﬂ:'aﬁ-c-:r_wd'mdwnk'ml
. e | B, e )

Preferencein | Incascolwinding-up, preference In case of wm-dmn—up. v;‘quli:.'

winding-up sharcholders pet prelorenccover | share holders gt payment of
cquity sharchalders with regard | capital afier the paymend of cap-
i !l-:_pnyn_hcnl -n.ll.‘.:pil.ll. .“'"l 5 pt{:-n:ﬂucmnrnhul:hn

Cumulativeness | Dividend on pmfcrrncl' share | Dividend on cquily shares s not
may be cumulatie. curmulative.

Votimg righis Voting rights of prelerence | An equity shancholder can wole
sharcholders are restricied. As | on all matiers affecting the
per seetion 47(2), a preference | company.
sharcholder can volc unh’ in
Folbowing cases:

(@) When hisspocial rightsas
a preference sharcholder
arc being varied. |
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Preflerence Share Capital

Eguity Share Capital

B) Any resolution lor the
winding-upoltheoompa-

v fior Lhe nopansmen i or
reduction of i egquity or
preference share capital.

&) Mpreference divddend has
st been paid fora perosd

ol 2 years or more.

1!

No boous shansleight shans
ore psued o preference share
hebders

!

be redecmed within a period 20
wears [rom the date of issue.

Prefercoce shares arc Fuhle w |

A CIMTIpAny may PR rigl'll.l.
shares or bonus shares o the
company’s exisling oquily share-
holders.

E;ily A ———
doemiod except under & scheme
involving reduction of capiial or
buy-back of its ovwe shares

08X, Distinguish between: Debentures & Shares  [June 2000 (5 Marks)],

[Dec. 2014 (4 Marks)]

Ans.: Following are the main pointsol distinclion between debentures & shares:

Shares

Debentun: holders are ll'll;‘ eredi-
tors of the company.

Sharcholders are the owners of
the company

Debenurne holders have movoting
Debweniure inderest is paid sl & pro-
determincd fixed rale.

|;:|.1;|:rr.1l. tm dt.'l'n.'nl.um ix the

charge againsi profils.

There are different kinds of de-
beniures, such as ScourodUnse-
curcd_ Redeemabbeflrredecmabie,
Regwsiered/Bearer, Convertible!
Nun-cmw;'nlhl-r e

In the umquml s halance sheet,
debentunss arc shown under head
“Non-Current Liabilities™.

| Theroarconly twokinds ofshares

Dividend on cquity shares is paid
al a variable rate.

Dividends arc appropriation of
pruslils

- equily shares amd profercnce
shares.

In the company’s halsnes alu:L.-
shares are shown wnder head
“Sharcholders Funds”.

m[ i‘lli’igi}‘ iy

Diebeniures can be comverted ini

Shares il bz i ried inis

shares as per the erms of s of
dehenture,

deheniures in any cincumsiances.
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Debenunes cannot be forfeited | Shares can be forfeited [or

fm’mm-pl_trm‘nl ol call ITHITRCYN. nom=payrmeni of allotmeni and
wall moncys.

Liquidation | At the time of quidation, deben- | A the tme of iguidation share-

ture holders are prid-nifbefore the | holders are paid at Last, alier payang

sharehobdors. debhenture holders, croditors, ol

9. Write a shorl nole on: Types of Debentures

or
Distinguish between: Naked Debentures & Secured Debentures
[Dec. 2000 (3 Marks)]

or
Mstinguish between: Perpetual Debentures & Bearer Debenlures
I Dee. 2009 (3 Marks)]

or
Faplaln the term ‘Naked Debentures'. [Jume 2012 (2 Marks)]

Ans.: Various tvpes of debeniures are as follows:

(1) Naked or Unsecured Debentures: Debentures of Lthis kind do not carry
any charge on the assets of the company, The holders of such debentures
do ot therefore have the right o attsch particular property by way of
security as to repayment of principal or interest and thus called as naked
or unsecured debeniures,

(2) Secured Debeniures: Debentures thal are secured by a charge ol the
whele orpan of the assels of the company are called morigage debentures
or secured debentures. Alier creating charge on debentures, a charpe is
reguired o be registered with ROC within 30 days of creation.

(3) Redeemable Debentures: Debentures thal are redecmable on expiry of
ceriain period are called redeemable debentures.

(4) Perpetualirredecmable Debentures: I the debentures wre issucd sub-
ject o redemption on the happening of specilied events which may nol
happen foran indelinile perind, &g, winding-up, theyare called perpetual/
irredecmable debentures.

(5) Bearer Debentures: Such debeniures are payable 1o bearer and are
transferable by mere delivery. The name of the debenture holder is not
registered in the books of the company, bul the holder is entitled 1o claim
interes| and principal as and when due. A bona fide transleree lor value
is nol aflfected by the defect in the title of the transferor,

(&) Registered Debeniures: Such debentures are pavable 1o the registered
holders whose name appears on the debenture centilicate and is rogis-
tered on the companies register of debenture holders maintained o per
Section 88 of the Companics Act, 2013,
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sions and Rules, state the conditions to be satisfled before the company
gocs for such Issue of debentures. Will vour answer be dilferent in case
such fssue ol debentures is by a Governmen! company where the Central
Government has given a guaraniee? |Dwc. 2007 (4 Marks)]
Ans.: As per Section 71 of the Companics Act, 2013, a company may issuc
secured debentures subject to prescribed lerms and conditions.
Rule 18 of the Companics (Share Capilal & Debentures) Rules, 2014 makes Lhe
lollowing provisions in this regard.
The company shall mot issue secured debentures, unless it complies with the
lollowing conditions, namely:
(1) Period for which debentures can be Issued: An issuc of secured deben-
lures may be made, provided the date of its redemption shall nol exceed
10 years from the dale of issuc.

However, lollowing classes ol companics may issue seoured debentures
[foor & period exceeding 10 vears bul not exceeding 30 years:

{i} Companics engaged in selling up of infrmstruciune projects.
(i) Infrastruciure Finance Companics.
(i} Infrastrocture Debl Fund Non-Banking Financial companics.
{iv) Companics permilled by a Ministry or Depariment of the Central
Government or by RBI1 or by the NHB or by any other stalulory
aulhority o issue debentures for a perind exceoding 10 years.

(2) Creation of charge: Such an issue of debentunes shall be secured by the
crealion of a charge on the properties or assels of the company or ils
subsidiarics or ils holding company or il assocales companics, having
a value which is sullicient lor the due repavment of the amount of de-
bentures and interest thereon.

(3) Appolntment of debenture trustee: Lhe company shall appoinl a de-
henture trustee belore the ssue ol prospecius or letier of offer for sub-
scription of its debentures and nol Jater than 60 days alter the allotment
of the debentures, execule a debeniure Lrust deed 1o protect the inlerest
of the debenture holders.

{4} Properiy on which charge shall be created: The sccurity lor the de-
bentures by way ol a charge or morigage shall be created in Gavour of
Lthe debenture Lrustee on -

(i} Any specilic movable property of the company or its holding com-
pany or subsidiarics or associale companies or olherwise,

(i} Any specific immovable properly wherever siluale, or any inlerest
therein.
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In case of a non-banking linancial company, the charge or morigage may
be created on any menvable propeny.

In case ol any issue of debenlures by 3 Governmen! company which is
Tully secured by the guaraniee given by the Central Government or one
or more State Governmenlt or by both, the reguirement lor creation ol
charge shall not apply.

In case of any loan laken by a subsidiary company [rom any bank or
financial institution the charge or mongape may also be created on the
properiics or assets of the holding company.
Considering above provisions, answer 1o given case is as [ollows:
(i) KAJ Lid. may issue of secured debentures subject (o compliance
of above stated provisions,
G INEANLid. is Government Company and il issues debentures whene

the Central Government has given a guamniee it necd nol comply
with the requirement for creation of ¢

m;.mmwﬂd preference shares & Redemp-

|eerne 2018 (4 Marks)]
Ans.: F::Iqu.ang are Lthe main poinis of distinction between Redemption of
shares & Redemption ol debentures:

Redemption of Preference Redemption of debentures
Shares
Redempiion of preference shares | Redemption of debeniures

s payment o owner of the com- | amount o yment of kan as
pany. debenture hol who are ored-
ill:lll ol the l:lxnr.'ﬂny

No company lmited by shan:-: Companies can fsue redeemable
shall |manr::rcfcl‘|:‘m:ham as well as iredeemable deben-
which anc ||ru'k|:!n.'lh||.- ) I-IJTI!L

Prelerence shares are lable ln Redeemahle debenlures are

be redeemed within a period nod | reguined w be redeemed within
excocding 20 vears from the daie | penod specilficd noflfer document
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Redempiion of Preflerence
Shares

Redempiion of debentures

Preleronce shuecs shll be ro-
decmed:

{a) Out of the profits of the
company which would

Debenturns can be redoomed oul
il Debenivre Rodempiion Rescrve

| which is created oul of profiis of

the company which would oth-

ol their issue.
However, a company engaged |
in the setting-up and dealing |
with of infrastnctural projecis |
may isue profencnce shares For |
a period excoeding 20 vears b |
0 the redemption of a mmmmum |
10%:alsuch preferenee shanes per |
woar [rom the 2181 yeur onwands |
orcarler, on proporuonaie basis,
al the oplion of ithe prefercnce |
shancholders.

| while irredeemable debentures

wre nedoemsed only al the time of
liguidation ol the company.

otherwise be availible for | STWise be sailable for dividend.
dividemd
{B) Dut of the prcccds of a
Fresh s of shanes.
(e} Partbyou the profusolthe |
company and parily out
nrl.h: prnl:\nclk ol Fil rmnl'l
ml.l. [I
Mmm[mcdumammb—; For the purpase of redemption
pemsid 0 he redeemed oul of the | of debentures the company s re-
profiisasum ogual toilhe nominal | guired o comply wilh crcation of
amount of the shares should be | Debenture Redemption Reserve.
translerred 1o the Capital Re-
demption Reserve Acoount

(M2, A public company may lssue secured trredeemable debentures,
Comment. |Dec. 2018 (5 Marks)]
Ans.: Perpetualirredeemable Debentures: Il the debentures are issoed
subject o redemplion on the happening of specilied evenls which may not
happen lor an indefinite perind, &g winding.up, they are called perpetualf
irredeemable debenlures,

As per Rule 18(1)a) of the Companics (Share Capital & Debentures) Rules,
2014, an issue of secured debentures may be made, provided Lhe daie of ils
redemplion shall not exceed 10 vears (om the date of ssue.

However, lollowing classes ol companics may issue secared debentures for a
period excecding 10 vears bul nol exceeding 30 vears:

{i) Companics cngaged in selling up ol inlmastruciure projects.

(i) Infrasiruciure Finance Companics.
(iif) Infrastructure Debt Fund Non-Banking Financial companics,

(v} Companics permitted by a Ministry or Depaniment of the Central
Government or by RBI or by the NHB or by any other statutory authority
by issue debentures Tor a poriod exceoding 10 years,

Thus, alier the commencement of the Companies Act, 2013, no company either
public or private can issue perpetual or irredeemable debenlures.
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013, What do you undersiand by the term “Band'? Also siate various

.lnl.. A bond is o debt msln.lmt-nl in which an mvn-ilrrr loans lﬂ(l.'l'}' FT—

Lity (typically corporate or government) which borrows the Tunds For a defined
period of ume at a variable or lixed inlerest rae.

Bonds are used by companies, municipalities, slales and sovercign govern-
menis Lo ralse money 1o linance a varicly of projects and activities. Owners ol
bonds are debi holders, or creditors, of the issuer,

Based on Lhe maturily pertod, bonds are referned 1o :as bills or shon- term bonds
and long-lerm bonds, Bonds have a lixed face value, which is the amount to
be returned L the investor upon maturity of the bond. During this period, the
investors receive a regular pavment of interest, semi-annually or annually, which
is calculated as a certain percentage of the face value and known as a ‘coupon
pavment.” There are various types of bonds issued in India like:

Government Bonds: These are the bonds issued either dircctly by Governmont
of India or by the Public Sector Units (PSU's) in India. These bonds are secured
as Lhey are backed up with security lrom Governmenl. These are gencrally of-
lered with low rate of interost companed (o other (vpes of bonds

Corporate Bonds: These are the bomds issued by Lhe privaie secior corporaie.
Indian corporates have issued secured as well as non-secured bonds. eg. 1IFL
bands issued in Sep-2012 were unsecured bonds whercas Shriram city union
bond issue in Sep-2012 jisell was a secured bond issue. They penerally oller
high interest rates than Governmeni Bonds.

Banks & Floancial Instiiutions Boads: These bonds are issued by hanks or
any linancial instilution. The lirancial markel iswell regulaied and the magority
of the bond markets are from this segment. However, the investor is expeciod
Ly take care and (o consider the credil rating given by Credit Rating Agencies
before investing in these bonds. In case of poor credil rating, betler o stay
away [rom such bonds.

Tax Saving Boads: In India, the Tax Saving Bondsane issued by the Government
of India for providing benefil o investors in the form of iax savings. Along with
gelting normal interest, the bond holder would also get ax benefic

All these bonds are lisied on NSE and BSE, hence can be easily liguidated and
sold in the open marker.

014, Inthe recent past, a listed housing linance company lssued MASALA
RONDS for a sum of # 3,000 Crore. Explain the term MASALA BONDS.
Is there any advantage of MASALA BONDS over NORMAL BONDS?
[June 2019 (5 Marks)]
Ans.: Masala Bonds are rupee denominated bormowings by Indian companies
in the overseas markets. This is different [rom ihe other overseas borrowings

CH. 7 : SOURCES OF CORPORATE FUNDING 7.15

in the sense that the in the sther borrowings, the currency is normally dollar,
oo, yon elc.

The Masala Bonds were reckoned under both corporate debt and external com-
mercial borrowings [or Forcign Portfolio investmend.

The RBI recently amended the Regulations and currently treats Masala Bonds
under the ECB calepory only, where a bomower just needs o seek the RBIS
approval to sell those securities. The main advantage of ssuing Masala Bonds
is that the company does nol have (o worry aboul the deprociation in the rupes
in compariscn (o the other currencies. This is normally a big worry [or cor-
porales while raising money in Lhe overseas markets. I the rupes weakens al
the time of the redemption of the bonds, the company will have 1o pay mone
rupees Lo repay Lhe dollans. This is a big advantage, as many companics which
had rmised Foreign Currency Convertible Bonds in 2007 lound themselves in
a preal difficulty as the rupee had depreciated very sharply during the global
linancial crisis. In order o compensale the risk of currency depreciation, the
buyer of the Masala Bond will get a higher coupon rate and therelore carns a
higher vield. Many public and private companies are in the Iray 10 issue Masala
Bonds as the companics can have access (o more funds ai 2 marginally higher
cost of linancing.

LOAN AGAINST SECURITIES & PROPERTIES

015, Advaniages and disadvanlages ol laking loans agalnst shares by
_promolers ina Hsted company. [Dec. 2020 (5 Marks)]
Ans.: Generally, wherever the promoler decides wo set up another venlure, lunds
are required as promaoler’s contribution,
Advantages ol taking loans agains| shares by promolers ina Hsted company:

i} Fundscan be raised casily because the shares have liguidity and are casily
saleabie valuation is determined based on markel price. Alter hair cul!
margin boan against equity is granied by Banks, NBFCs or olher enlilics,

(i) Larpe lunds can be rased.

(#ii) Shares are pledged in [avouwr of lender but voling rights remain with the

PIOMOLET,

{iv) Promoter can make repayment based on the availability of Tunds.
DMsadvaniages of taking loans agalnst shares by promoters In a Usted
company:

(@) Il the markel price of the share poes down, the margin has 1o be main-
lained. The shortlall is o be met by cither additional pledge of shares,
or by making repavment of loan o the cxtent of shotfall.

(i) In case the promoler 8 nol able o fullil has commitment, the lender

has a right 1o scll the shares Lo the extent of shori fall as per terms and

BNV Y-



—TAXMANN S

7.16 PART Il - CORPORATE FINANCE

conditions of agreement. Such large scale sale may resull inio further
divwnirend in the stock market, thus creating further shortfall.

(i) This silualion does pol leave any room soemelimes wilh the promoler and
the conlidence of its sharcholders goes down.

i) Multiplicr impacis worsen the situation.

(¥} The promoler has o disclose details of pledge of its equily and all charpes,
A higher percentage of pledge may resull inlo confidence shake of the
inweslors.

16, Wrile a short note on: Securitized Debt Instroments

Ans.: Securitized debl instruments has been defined 1o mean any certificawe
or instrument (by whatever name called), issued (o an investor by any issuer
heing a special purpose distinct entity which possesses any debt or receivable,
including mongage debl, assigned 1o such eatity, and acknowledging benelicial
interest of such investor in such debl or receivable, including morigage debd,
a% the case may be.

Sccuritized debl instruments are repulaled by the SRFAESI Act, 2002, SEBI
(Izsue and Listing of Securitived Debt Instrumenis & Securily Receipis)
Regulalions, 2008,

Q17. Write a short note on: Elistbility for making public offer of securi-
zed debt instiruments

Ans.: A person cannol make a public offer of securitized debl instrumenis or
seck listing for such securitized debt instrumenis unless —

fa) 1L is conslituled as a special purpose distinel enlity.

(by All its trustees are regisiered with the SEBI under the SEBI (Issue
and Listing of Securilized Debl Instruments and Securily Receipls)
Regulations, 2008,

) It complics with all the applicable provisions of these regulations and
Lhe SEBI Act.

The requirement of oblaining registration is nol applicable lor the [ollowing
porsons, who may act &5 trustees of special purpose distinct entities:

(a) Anv person regisiered as a debenture trusiee with SEBL

(b} Any person registered as a securilivalion company or @ reconsLruclion
company with the RBI under the SRFAES] Act, 2002,

{c) The Nalional Housing Bank cstablished by the National Housing Bank
Act, 1987,

{d) The Nationul Bank [or Agricullure and Rural Development established
by the National Bank lor Apriculture and Rural Development Act, 1981,
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{e) Any scheduled commercial bank other than a regional rural bank.
(f) Anv public financial Instiluton as defined under clawse (72) ol section
2 of the Companics Act, 2013,
(g) Any olher person as may be specilicd by SEBL
However, these persons and special purpose distinct entities of which they are
trustees are required Lo comply with all the other provisions of (he SEBI (Pub-
lic Offer and Listing of Securitived Debt Instrumenits and Security Receipis)
Regulations, 2008,
An applicant secking registration 1o act as a trustee shall:
{a) have a nel worth of not less than # 2 Crore;
(b) have in iis employment, a minimum of two persons who, between them,
harve al leasit 5 years

18, What are the conditions for listing of Security Recelpis?
Ans.: An issuer may Hisl ils security receipls on a recognized siock exchange
subject 1o the following conditions:

(@) Security receipts have been issued on a privale placement basis.

() Issuer has ssued such security receipts incompliance with the applicable
laws,

() Olfer or invitation W subscribe Lo security receipts shall be made 1w such
numberol persons nol exceeding 200 orsuchother number, ina linancial
year, as may be prescribed from Lime o lime,

() Security receipts proposed (o be listed are in dematerialioed form.

{e) Disclosures as provided in Repulation 38E of SEBI {Issue and Listing of
Securitived Debt Instruments and Securily Receipts) Regulations, 2008
have been made in the oller document.

) Minimum allotment made to the qualificd buyers is £ 10 lakh.

() Security receipts have been valued prior 1o listing.

However, such valualion shall not be more than three months old Trom
the date of lsting and shall be done by an independent valuer.

(k) Security receipts have been rated by a credil rating agency registered
with SEBI. However, such rating shall nod be more than three months
old from the daie of listing,

The issuer shall comply with the conditions of listing of such securily receipls
as specilied in SEBI Lisling Regulations, 2015,

Q19 Securilization is a lechnlgue used lo convert illiquid assetsiclalms
into tradable securities. Explain the process along with examples of
assels thal can be securitized. [Dec. 2023 (5 Marks))

Ans.: Securilization & a lechnigque used o convert illiguid assels/claims in 1o
iradable securilics. Securilization is the transfoermation of linancial assels inlo
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securities. Securitization is wsed by linancial entities 1o mise lunding other than
what is available via the traditional methods of on-halance-sheet funding. Inather
waords, Securitization Is the process of pooling and repackaging of homogenous
illiguid lnancial assets into marketable securithes thal can be sold o investors,
The prowess leads (o the creation of financial instruments that reprosent owner-
ship interest in, or are secured by a segrogated income producing asset ar pool
ol aissets, The pool of assels collateralines securities. These assets are generally
secured by persomal or real propenty (e g aubomobiles, real estale, or equipment
loans}, but in some cases ane unsecured (e.g. oredil cord debt, consumer loans),

Sicps in a securitization: There are Towr siops in a8 secarliietion:

i) Special Purpose Distinet Entity (SPDE) is ereated io hold tile to assets
umlerhying securilies,

{#f) The orginalor or bobder of assets sells the assels (existing o luiure)
the SPDE

(6] The SPDE wiih the help of an invesimend banker, issues securitios which
are iistribmiled (o invieslom,

(v} The SPDE pays the originaior for the asseis with the proceeds from the

sale of securilies.
Few examples of asseis thal can be securilized:
. Resideniial morigage loans
. Commercial e | [T EN
. Bank loans (o businesses
. Commercial debi
. Student loans (Generally in US)
. Creditcard dehi

Anrtomnbile loans eie

= B WA B W o=

8 RAISING OF FUNDS FROM EQUITY
& PROCEDURAL ASPECTS — PUBLIC

ISSUE OF SECURITIES — BASIC CONCEPTS

Q1. Write anote on: Vartous methods of ratsing funds by a company from

primary markel |Dec. 2013 {4 Marks)]
or
Discuss brieflly following methods of raising funds from the primary
capltal market:
(1) Public Issue
(2) Right Issue
(3) Preflerential Allotment
i4) Privale Macement
(5) Qualified Institutional Placement (
e 2012 (5 x 3 = 15 Marks)]
or
What do you undersiand by Qualified Instiiuilons Placemeni (QIP)?

Liune 2013 (5 Marks)]
Ans.: Public Issue of shares means Lhe selling or marketing of shares lor sub-
scripticn by the public by Bsue of prospecius. For raising capital from the public
by the issue of shares, a public company has (o comply with the provisions of
the Companies Act, 2013, the SCR Act, 1956 including the Rules & Regulalions
made there under and the guidclines and instructions issucd by Lhe concerned
Giwernment Authorities, Stock Exchanges and SEBI clc.

A company can raise lunds from the primary market through dilferent methods
as given bolow:

(1) Public Issue: When company issues securilies o new investors [or be-
coming part of sharcholders family of the issuer it is called a public issue.
Public issue can be [urther classilied into following two calegories:

{a) Inittal Public Offer (IFO): When an unlisted company makes
sithera Iresh issue of securities or offers 15 existing securitics for
sale or both lor the lirst time to the public, it is called an 1PO.

&1
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(b) Further Public Offer (FPO)or Follow on offer: When an already
listed company makes either a fresh issue of securities o the public
or an offer lor sale 1o the public, it s called a FPO.

(2) Right Isswe: When an issue of securitics is made by an issucr o ils ox-
isting sharcholders it is called a rights issue.

(3) Bonus Issue: When the company issue securilies Lo ils existing share-
holders without any consideration il is called a bonus issue. Such shares
are issued penerally by capitalixing the company’s profit & loss account,
free reserve or securitics promium sccount.

(4) Private Placemeat: When an issuer makes an issue of securilies o a
select group of persons it i called private placement. However, issue of
securitics by way of private placement cannol be made 1o more than 49
persons. Privale placement of securilies can be of lollowing three (vpes:

{a) Prelereatal Allotment: When a listed issuer issues shares or
convertible securities, 10 a select proup of persons it is called a
preferential allotment.

(b) Qualified Institutions Placement (QIP): When a listed issuer
issues oquily shares or securities convertible in o equity shares Lo
selecied Qualilied Institutions Buvers (QIBs) it is callod Qualified
Institutions Placement,

() Instliutional Placemeni Programume (IPP): When a listed ssuer
makes @ further public offer of equity shares, or offer Tor sale of
shares by promoter 10 QIBs, PP can only be used 1o raise minimum
public sharcholding requircments o 25%.

2. “A Company can raise [unds from the primary market through dif-
ferent methods, different types of issues and by means of offer document

and red herring prospectus.” Enumerate. [fune 2018 (6 Marks)]
or

Explain the term ‘red-herring prospecius’ associated with public offering

of equity shares. e 2013 (4 Marks)]

Ans.: Varfous methods of ratsing funds from primary market: Please refer
to answer of Question No. 1,

Offer Docoment: Olfer document means a prospectus, red-hemming prospectus
or shell prospectus and information memorandum in lerms of Section 31 of the
Companics Act, 2013 in case of a public issue. In case of a righls issue, loller
ol oller’ is oller documeni.

An ofler document covers all the relevant informalion o help an invesior o
make his invesiment decision.

Red-herring prospecius: Red herring prospecius means a prospectus which
does nol include complele particulars of the guamtem or price of the securities
ollered.
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Provisions of red-herring prospectus are applicable 1o all companies excopt
those are covered under shell prospecius. The provision is mainly applicable
lor book building.

A company proposing Lo issuc a red-herring prospecius shall Gile it with the
ROC al least 3 days prior o the opening of the subscripUion list and the ofTer.
A red-herring prospecius shall carry the same oblipations as are applicable 1o
a prospecius and any variation between the red-herring prospecius and a pro-
specius shall be highlighied as variations in the prospecius,

03. What is Book Bullding? What 1s differeace between ‘Flxed Price
Process’ & ‘Hook Bullding Process'? ure 2010 (5 Marks)]
or

Briefly explain the term ‘Book Bullding’ related to public issue.

[fume 2011 (2 Marks)], [ Dec. 2011 (5 Marks)]

or

Rook-bullding process of price of a public issue {s preferred
in case of Tnitial Public (ffer (IP0) while Axed price process is used for
Furiher Public Offer (FI'O). Commeni.

|Dec. 2013 (4 Marks)], | Dec. 2015 (4 Marks)]
Ans.: In lixed price process the ssue price known in advance o Lthe investors
while in book building process Lhe issue price s nol known in advance 1o the
investors as only price band is olfered,
‘Fixed price process’ and ‘hook-building process’ are pricing mechanisms in Lhe
issuc of shares in public Bsue.
Book building means a process undertaken (o elicit demand and 1o assess price
Tor determination of the guamtum or value of specilied sccuritics or Indian De-
posilory Receipts (IDR). Book Building is basically a process used in 1PO Tor
eflicient price discovery, 1L is a mechanism where, during the period Tor which
the IPO is open, bhids are collected Trom investors &t various prices, which ane
above or egual lo the Door price. The oller price is determined alier the bid
closing date.
Following are the main points of dilference belween lixed price process & book
huilding process:

Poinis ﬂ-d ﬁhﬁn_ L
Meaning In Fm:d price procosa the e Inhmkbuthllm_t pn.u.'l_"u the issue price
price known in advance o the | is nol known inadvanee to the invesions.
invesiors. l'.)nh' price hand is olfered

Dernund Dcnuuu!l:ruuuummdﬁ:ﬂxl Demand for (he securities offered can |

s known only alier the chsure | be krovan everyday as the book s buill
| of the msue.
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| Paints Fixed Price Process | Book Building Process Bid| Mid | No.of Invesi, Demand (No.of | Cumulative Demand
Payment Parml.'nl = madc at the tme of | Payment is made only aficr allocation. ? Price : shares)
suln'nplxm wherein relund = | ] q_'lﬂ 10 4 00, D0 26,000,000
ghven allor ellovation; 10| 52 5 | 850000 34,50,000
Docu- In Froed price process the com- h‘l book building the company has 1o a ol e - - ]
pany issac prospecius insusc red herring pe g The tal bids from Bidders 1 1o 5 ensure all 15,000,000 shares will be a.ul_d
- (7,00,000 + 350,000 + 140,000 + 110,000 + 2.00,000). The cul-oll price is
Concept | This = old and traditional con- | This L'!mpl 3 :.tmnaﬁ.lm.hr new Lo thercfore Bid 5 price = ¥ 575.
. tridian Sccurity Market, |
Bidders 1 105 gel allotments al thal price. Bidders 6 1o 10 don'l gel an alloiment
Q4. ABC Ltd., a public compuny, has come with public issue of 15,00,000 because their bids are below the cut-off price.
equity shares Lhrough book bullding process. The price band ts ¥ 300 — On allotment, the extra amount paid will be refunded 10 the investor. Since
T 604, the cut-ofl price is ¥ 373, the bidder number one who applied 7,00,000 shares
Following table shows demand of securitiesat various price levels. What will be allotied shares al cut-oll price ai T 40,25 00,000 (7,00,000 = ¥ 575). The
should be the cut-off price as per book buillding mechanism? balance ¥ 1,75,00,000 (700,000 x £ 25) will be refunded to the invesior. Bidders
Hid Pri Mo of | D 1{No. of s} 2 1o 4 will gel the relund accordingty.
- - A DEFINITIONS & APPLICABILITY
0 4,00,000
515 15 2,00,000 03. Wrile shori nole on: Qualified Instliutional Buyers (Q1Bs)
545 4 4,00,000 [Dec. 2012 (4 Marks)]
560 s 1,00,000 Ans.: OIBs are investment instilutions who buy Lthe shares ol a company on
75 5 2,00,000 a larpe scale. Qualilied Instilutional Buyers are those Instilulional inveslons
who are generally perceived 1o possess expertise and the financial proficiency
SRS 3 1,710,000 Lo evaluale and Lo invest in the Capital Markets.
it 2 e OQualified Institutional Invesiors [ Regulation 2(1)( zd): Oualificd Institutional
595 3 3,50,000 Investors comprises of -
600 1 7,00,000 (1) Mutual Fund, Venture Capital Fund, Allernative Investment Fund &
[._m.l {5 mﬂ Foreign Venlure Capilal Investor registered with the SERIL
Ans.: Arrange the dara given in problem jfrom k@k price bid" to Tow price bid" as {2) Category-1 & Calegory-11 Foreign Porifolio Investor registened with the
showm below. SEBIL
Bid Rid N of Insenices Demand (No. of Comulntive Demand (3} Public Financial Instilution.
Price shares) (4) Scheduled Commercial Bank.
! am ! | 7,00,000 7,00,000 (5) Multilateral and bilateral development financial institulion,
2 5| 3 350,000 10,50,000 (&) State industrial development corporation.
3| sw | 3 i 140,000 _11.50,000 (7) Insurnnce Company registered with the IRDA.
: :‘:‘: ! : ! ;::m :lﬁ'ﬁ (8) Provident Fund with minimum corpus of # 25 Crore.
et — + SEm (9) Pension Fund with minimum corpus of ¥ 25 Crore.
: | 2 t o s (10) Mativnal Investment Fund.
24 = | 2 o =t (anI u I:E:d,mm umd naged b ir force of the
1 nsurance Funds sel-up ek ¥ army, navy or air lonce ol U
L _5_3‘_5 ] 15 4 Z_,.E};ll__l_:l _II,IJU{!?U o Union of India
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(12) Insurance Funds set-up and managed by the Depariment of Posts, India,
{13) Systemically Important NBFC.

Thius, owly above swated institetional buver are QIB and not other bestiturional
bryers.

06, Write a note on: Draft Offer Docoment |Dec. 20013 (4 Marks)]

Ans.: Dralt Offer Document | Regulation 201 K ) )z Drali ollerdocument means
the drafi offer document filed with the SEBI in relation Lo a public issue under
the SEBI {ICDR) Regulations, 2018,

Drali Olfer document means Lhe offor document in drall stage.

+ The dralt oller documents are liled with SEBI, at least 30 days prior o
the filing of the Offer Document with ROC or designated siock exchange,
+ SEBI may specily changes in the Drali Olfer Document and the Issuer
or the Lead Merchant Banker shall carry oul such changes in the drafi
offer document before fliling the Offer Document with ROC or designaied
stock exchange.
# The Drall Ofler document is available on the SEBI wobsile for public
commients [or a period of 21 davs from the lling of it with SEBL
Drafit Offer Document to be made public: The draltolfer document Diled with
SEBI shall be made public [or commenis lor a period of 21 days from the daie
of [iling with SEBI by hosting it on the websites of the SEBI, recognized stock
exchanges and merchant bankers associaled with the ssue.
After a period of 21 days, the Lead Merchant Bankers shall file with SEBI a
statement giving information of Lhe commenits received during thal period and
(hie consequential chanpes 1o be made in the drali olfer documeni.

m.mnmmmummmwm
[Dec. 2022 (5 Marks)]
Ans.: .'m:lmr Investor: Anchor investor means a qualilied institutional buyoer
who makes an application for a value of ot least 7 10 Crore in a public issue on
the main board made through the book building process in accordance with
these repulations or makes an application for a value of ai least # 2 Crore (or
an issue made by Small & Medium Enlerprises (SME).
Allocation toanchoriavestorson Matn Board: Allocation o Anchor Investors
on Main Board shall subject to the following:

(1) For first £ 10 Crove: Maximum 2 anchor investors shall be permitted
Tor allocation,

(2) For above ¥ 10 Crore and upto ¥ 250 Crore: Minimum 2 and maximum
15 anchor invesiors shall be permiited For allocation subject (o minimum
alloiment of ¥ 5 Crore per anchor invesior.

{3) For above ? 250 Crore: Minimum of 5 such investors and a maximum
ol 15 such investors for allocation up Lo ¥ 2530 Crore and an additonal 10
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such investors lor every additional ¥ 250 Crore or pan thereol, shall be

permilted, subject toa minimum allotment ol T 5 Crone per such investor.
Allocation to anchor investors on SME Exchange: Allocation 1o Anchor
Investors on SME Exchange shall subject o the following:

(a) For first ¥ 2 Crore: Maximum 2 anchor invesiors shall be permitied for
allocation.

{b) For above ¥ 2 Crore and up to ¥ 25 Crore: Minimum 2 and maximum
15 anchor investors shall be permitled for allocation subject Lo minimum
alloiment of ¥ 1 Crore per anchor investor,

{c) For above ! 25 Crore: Minimum of 5 such invesiors and a maximum
ol 13 such investors for allocation up to ¥ 25 Crore and an additional 10
such investors [or every additional ¥ 25 Crore or pan thereol, shall be
permitied, subject toa minimum allotment of T 1 Crore per such imvestor.

ELIGIBILITY REQUIREMENTS OF IPO ON MAIN BOARD [4 TO £]

(8. What are the eligibilliv aorms for pablic issue by an ualisted com-
pany? s 2010 (4 Marks)]
or
SEBI has provided aliernative cligibiliiy norms [or the public issues of
securittes. Commenl. |Dec. 2012 (4 Marks)]
Ans.: Eligtbiity requirements [or an inttal public ofTer: [Regpulation (1)]:
An issuer shall be eligible 1o make an Initial Public Offer (1PO) only il it meels

all the following conditions:

(1) Asseis Criteria: The issuer has nel langible assets of at least ¥ 3 Crore,

calculated on a restated and consolidaied basis, in each of the preceding
three Tull vears (of 12 months cach), ol which nol more than 50% are
held in monelary assels.
Howewer, il more than 50% of the nel langible assets arc held in mon-
elary assels, the issuer has utilized or made lirm commitments o utilize
such oxcess monelary assels inils business or project. The limil of 50% on
monelary assets shall nol be applicable in case the 1PO & made entirecly
through an Olfer [or Sale (OFS).

(2) Profil Criterla: The issuer has an averape operating profit of al least
£ 15 Crore, calculaled on a reslated and consolidated basis, dunng the
preceding 3 vears (of 12 months each), with operating profil in cach of
these preceding 3 vears.

(3) Net-worth Criteria: The issuer has a nel worth of al least ¥ 1 Crore in
each of the preceding 3 Tull years (of twelve months cach), calculated on
a restated and consolidated basis,

{4) Name Critera: IT the issuer has changed iis name wilhin Lhe lasi 1 year,
al least 50% ol the revenue. calculaied on a restated and consolidaled
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basis, for the preceding one lull vear has been camed by il lrom the

activity indicated by its new name
Alternative dorms [ Regulation 6{2)|: Anissucr not satisfyingabove conditions
shall be cligible 1 make PO only if the issue is made through the book-build-
Ing process and the issuer undertakes 1o allot at least 79% of the net offer
i Qualified Institutional Buyers (QIB) and 1o refund the full subscription
money il il Tails 1 do so

Q9. What do vou understand by Initial Public Offer (IP0)? State the el-
Igibility requirements for an Initlal Public Offer under Regulation 6(1)
of SEBI (ICDR) Regulations, 2018.

Ans.:

Initial Public OMer (IPO): Initial Public Ofer means an olfer of specifed
sevurithes by an unlisted ssuer 1o the public Toe subscription and which Includes
fresh ssuance of shares by the company or includes an Offer for Sale (OFS) of
specificd seeuritios 1o the public by any existing bolder of such securities in an
unbisted issuer. Inoeder to gualily as an Initial public oller, the olfer ol securities
miust be by an unlisted issuer company and such an issue shall be made to the
public and noi o the existing sharcholders of the unlisied issoer company or
tir selectod growup of investors.

Eligibility requirements for an initial public offer: [Regulation 6(1)]: An
issuser shall e eligible 1o make an Initial Public Offer (1PO) only if it mects alf
the following condiimorns

(1) Assets Criteria: The issucr has net tangible assets of at least © 3 Crore,

calculated on a restated and consolidated basis, in each of the preceding
three [ull years (of 12 months esch), of which not more than 50% are
held in monetary asseis.
Hovwever, i mwwre than 50% of the net tangible assets ane held in mon-
elary assels, Uhe issuer has uliled or made lm commitments w ulilise
such excess monetary assets in its business or project, The limii of 30¢% on
monelary assets shall nol be applicable in case the IPO is made entinely
through an Oller lor Sale (OFS).

(2) Profit Crlterda: The issuer has an average operaling profit of ai least
£ 15 Crore, calculated on a restated and consolidated basis, during ihe
preveding 3 years (of 12 months cach), with operating profit in cach of
these preceding 3 vears.

(2} Net-worth Criteria: The issuer has a net worth of al least 1 Crore in
eaich ol the preceding 3 Tull years (ol twelve months cach), caleulated on
a restated amd consolidated basis

(4) Name Criteria: Il the issucr has changod its name within the last | year,
al least 50% of the revenue, caloulated on a restaled and consolidated
basix, Tor the preveding one full year has been earned by it Trom Uhe ac-
tivity Indicated by its new namse.

|Frrne 2024 (5 Marks))
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Alternative Norms|Regulation 6{2) ] Anissuer nol satisfvingabove conditions
shall be eligible 1o make IPD only il the issve is made through the book-buaild-
ing process and the issuer undertakes w allot at least 75% of the nel ofler
0 Qualified lastitutional Buyers (0IB) and 1o refund the Tull subscription
money il it fails o do so.

010, RP Lid. is planning Lo Issue an IPO ia 2019 for which a draft offer

docament is proposed (o be [Med inSeplember, 2019. The following data
15 avaflable regarding the company:
(% In Crore)
2015-2016 2016-20017 2017-2018
Net Tangible Assets 5.00 B.00 7.0
Monctary Assels 1.00 3.00 3.0
Net Worth 3.00 4.000 5000

(i) Advice the company whether ihey can proceed wiih the 1PO.
(i) Will your answer be dilfereat Il value of monclary assels is 7 4
Crore in 2016-20077
(#1) How will you deal with the situation, Il company has monetary
assels of 7 5 Crore in the year 201720187  [Dec. 2020 (5 Marks)|

Ans.:

(i) Regulation 6 of the SEBI (ICDR) Repulations, 2018 deals with the eligi-
bility requirement of an IPO.
The provisions pertaining to Net Tangible Assels, Monetary Assels and
Met worth are as under:
() The issuer has nel Langible assets of ot least T 3 Croce on a restated
and consolidated hasis, in cach of the preceding three Tull vears of
(12 months each) of which nol more than 50% is held in monetary
assels.
(b} The issuer has a nel worth of at least ¥ 1 Crore in each of the pre-
ceding three Tull yoars, calculated on a restated and consolidated
basis.

In the given case, RP Lid. has net tangible assets of al least T 3 Crore
in 3 years and Net worlh ol al least £ 1 Crone. Monelary assels are also
within the threshold limit of 30% in each vear, thereby satisfving all the
conditions. Therclore, RP Lid. can proceed with Lhe [PO.
(i) A company can proceed for IPO, il value of monctary assels is up o 50%
of the Net Tangible Asscls. In case monclary assels is ¥ 4 Crore in 2016-
2017 Le. 50% ol Net Tangible AsseL Hence, RP Lid can still proceed Tor
PO,
As per SEBI regulation, il more than 50% of the net tangible assets are held in
manelany assets, Lhe issuer has utilized or made (inm commi tment watilize such

K VIAYL



TAXMAN NS

BB PART W COYRPOBATE FINANCL

basis, lur the preceding vne (ull vear has been camed by it from the

activity indicated hy iis new oname.
Alternative Norms|[Regulation6(2) ) An is<uer not salisfying ahbie conditinns
shall he eligible 1o make 1PO only if the issue s made through the book-build-
Ing process and (the issuer undenakes 1o allol at least T5% of the net offer
1o Dualified Instliutions] Bovers (O1B) and to refond (he Tull subscription
memiey i1 il fails b dio so
4. What do vou understand by Inltial Public Offor (IPO)? State the el-
Igibility requirements for an Dnitial Public Offer under Regulation (1)
of SERI (ICDR) Regulations, 2018, |Fame 2024 (5 Marks]
Aps:
Initial Public (NTer (IPOX Initial Public Ofler means an offer ol spoecified
securithes by an unlisiod ssuer o ibe public lor subscription and which includes
[resh isssmnce of shans by the company or incldes an Offer Tfor Sale (OFS) of
specified sscurities W the public by any existiog holder of such securities inan
urlisted issuer. Inorder to gualilyvas an Initial public ol fer, te oller of securitles
must be by an ymnlisted issuor company and such an issue shall be moade to the
public and nol (o the existing sharcholders of the unlisied issuer ocompany or
s selectad group of nvesiors.

Eligihility requircments for an inftial offer: [Regulation &{ 1)} An
issuer shall be cligible o make an Initial Public OfFcr (EPO) anly iF I8 mects all
thi fofiforwimg ocmdisions:

(1) Assets Criteria: The issocr has act wangible asseis of at leass ¢ 3 Crore,
caloulated on a restated and consolidatod hasis, in each of the preceding
three full vears (of 12 mesnths cach), of which oot more than 30%: are
held n monetary assels
Hamcver, if masre than 504 of the net tangible assets arc held in mon-
elary as=ets, Lhe Bsuer has utilized or made firm comimitments wo utiliae
such excess monetary assets in its business or project. The limit of 306 on
manelary assets shall nol be applicable in case the IPO is made entirely
through an Ofer lor Sale (OFS)

(2) Profit Criteria: The issuer hos an average operating profil of al leasy
£ 15 Crore, calculaled on a restaled and consalidaled hasis, during ihe
preceding 3 vears (of 12 moniths ench), wilh apevating probil in each ol
these preceding 3 vears,

(3) Net-worth Criteria: The issuer has a net worth of al least # 1 Crore in
each of the preveding 3 Iull vears (ol pwelve months each), caleulsted on
u rostuled and consolidaned basks

(4) Name Criteria: | ithe issuer has changed its name within (he lust | year,
ul least 30% of ihe revenue, calculated on g restisled wnd comsolidaied
hasis, lowr the preceding une lull vear has boen carned by it Trom L ac-
ivity indicaied by ils new name.
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Alternative Norms| Regulation 6(2)]: Anissuer nol satisfving above conditions
shall be cligible 10 make 1P only il the issue is made through the book-butld-
ing process and Lthe issuer underiakes o allol at least 7% of the net oller
o Oualified Institutional Buyers (QIR) and o refund the [ull subscription

maoney il il [ails 1o do so.

010, RP Lid. Is planning (o Issue an IPO 1a 2019 for which a drafi oller
document 1% proposed 1o be [iled in Seplember, 2019, The following dala

s avallable regarding the company:
{? in Crore)
2015-2016 62007 2017-2018
Net Tangible Assets 5.00 800 7.00
Monclary Asscis 100 100 .00
Nei Worth 300 4.00 5.00

(1) Advice the company whether they can proceed with the 1PO.
() will your answer be different i value of monetary assels Is © 4
Crove in 2016-200 72

(1) How will you deal with the sttuation, If company has moaelary
assels of 5 Crore in the year 20017-20182  [Dec. 2020 (5 Marks)]

Ans.:

(i) Regulation 6 of the SEBI (ICDR) Repulations, 2018 deals with the eligi-

bility reguirement of an 1PO.
The provisions pertaining Lo Net Tangible Assels, Monelary Assels and

Net worth are as under:

{a} The issuer has nel tangible assels of at leasi ® 3 Crore on a restaled
and consolidated basis, in each ol the preceding three Tull vears of
(12 months each) of which not more than 50% is held in monetary

nssels.

(b} The issuer has a nel worth ol al least # | Crore in each of the pre-
ceding three [ull years, caleulaled on a restated and consolidawed
basis.

In the given case, RP Lid. has nel langible assets of al least * 3 Crore
in 3 vears and Net worth of at least 2 1 Crore. Monelary assels are also
within the threshold limil of 50% in cach vear, therchy satisfving all the
conditions. Therelore, RP Lid, can proceed with the TPO.

(i) A company can proceed for IPO, il value of monotary assets is up o 50%
of the Nel Tangible Asscis. In case monelary assets is ¥ 4 Croce in 2016-
2017 Le. 50% of Ned Tangible Assel Hence, RP Lid. can still proceed [or
IPD,

As per SEBI regulation, il more than 505% of the net langible assets are held in
manckary assels, the issuer has ulilized or made liom commilment o ulilizesuch

N YWV



~TAXMANKE

E.10 PART Il : CORPORATE FINAMCE

excess monelary assels in its business or project, Therefore, il monclary assels
are ¥ 5 Crore in 20017-2018, the company should have made lirm commilment
o ulilize such excess monclary assels in ils business or project, otherwise Lhe
company will have to adopt roule given in Regulation 6(2).

011, Ulira-Information Services Limiied, provides IT and ITES services.
The Board ol Directors of the Company wani Lo go for Infiial Public OfTer
(1IPO) Lo ralse [unds for expansion of the Company. During the previous
vear, the Company started a new line of business of providing acronauti-
cal designs (o an Australian entity and accordingly changed its name lo

Dec. 2021 (5 Marks)]
Ans.: As per Regulation 6(1) of the SEBI (ICDR) Regulations, 2018, an issuer
shall be cligible 1o make an PO only il in case the issuer has changed its name
within Lhe last one vear, at beast 50% ol the revenue calculaled on a restated and
consolidated hasis, [or the preceding one [ull year has been earned by it [rom
the activity indicated by the new name.

Hence, based on the above it can be concluded that as the Company has changed
its naume in Lhe provious vear, il would be eligible for an 1PO, il al least 50% ol
the revenue caléulaled on a restated and comnsolidaled basis, for Lhe preceding
one (ull vear has been earned from iis acronaulical designing business.
Regulation 6(2) provides thal an issuer nol satislying above conditions shall
be eligible 1o make 1PO only il the issue is made through the book-building
process and the issuer undertakes 1o allot st least 75% of the net ofler 1w Quali-
Hed Instlintional Buyers (QIB) and 1o reflund the Tull subscription money il
it lails to do so.

Thercelore, Ulira Aero Technologry Services Limited may also opt for this route
il the conditions specilied in Regulation 6(1) are not satisfied

012 Warrant cannol be issued along with publc issue or right issue of
specifled securities. Comment. [Dec. 2007 (5 Marks)]

Oor

The Board of Drectors of Minto Limited wanted (o sel up a new pro-
duction plant at Manesar. In the RBoard Mecting where the boudgets were
belng discussed, one IMrector suggesied that lunds can be ralsed by 1s-
sulng warranis (o [und the new project. As a Company Secretary, advise
the Board of Direciors, whether the Company can issue warranis.

[Dec. 2021 (5 Marks}]
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Ans.: Warranis are securities thai give the holder the righs, but mor the obligation,
to brey a certain number of securities (nsually the issuer's comtmon stock Le. equity
shares) ai a certain price before a certain time.

Occasionally, companies offer warrants for direct sale or give them 1o employvees
as incentive, bui the vasi majority of warranis are “attached” o newly issued
bonds or stock.

Issue of warranis |[Regulation 13): An issuer shall be cligible 1o issuc warranis
in an inilial public oller subject 1o the following;
(@) Tenure of such warrants: The tenure of such warrants shall not exceed
18 months from the date of their allotment in the initial public offer

(b) No. of warrants: A specilied security may have one or more warranis
attached 1o it

(c) Price & Constderation: The price or [ormula for determination of exer-
cise price of the warrants shall be determined uplront and disclosed in
the ollfer document and al least 25% of the consideration amount based
on Lhe exercise price shall also be received uplroni. However, in case
the exercise price of warrants is based on a formula, 25% consideration
amount based on the cap price of the price band determined for the linked
equity shares or convertible securities shall be received uplronl

{d) Forfelture of warrant: In casc Lhe warrant holder does nol exercise the
oplion Lo Lake cquily shares againstany of the warranis held by the warrant
holder, within three months from the date of payment of consideration,
such consideration made in respect of such wamanis shall be forfeiwed
by the issuer.

Similar provisions are also applicable for issue of warranis in right issue. [Regu-
lation 67]

Accordingly, Minto Lid. can issue warranis afier complying with the aforemen-
thoned conditions.

013, Prime Lid. issued some warrants which allowed the holders 1o
purchase, with one warranl, one cquity share at ¥ 18.275 per share. The
equily share was gquoled al 7 25 per share and the warrani was selling
al ¥ 9.50. In this case, you are required Lo compule —
{f) The minlmum price of warrant and
(#i) The warrant premium
Ans.: Value of warmant is calculaied as follows:
[ Condition I Minimum value of warmant
I Current market price > Exercise price | (Currend markel price — Exercise price) = N
Warrant has no walue

[June 2016 (4 Marks)]

I Current marked price < Exercise price
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Thus,
Value of warranl = 25 - 1B.275=6.725

Warranl premium =950 - 6.725 = 2.775
014, ABC Company Lid. had issued 2000 equity shares of ¢ 80 eachwith
atiachable warrant on 201h June, 2018, The warrant can be exchanged
in equily in the proportion of 1:1. 5, a sharcholder who was alloited
200 equily shares with altachable warrant on 20th June, 2018 wanls (o
know Lhe warranl premium (f the marke! value of warrant s ¢ 18 and
exercise price Is T 70,

(1) Calenlate the warrant premium for 5.

{#) What are the condittons of eligibility of ABC Company Lid o issue
‘Warrant?
{1if) When ABC Company can [orfell the warrani?
Dec. 2021 (2 + 2 + 1 = 5 Marks))

Ans.:
() Value of warranl & warranl premdum: Value of warrani is caloulated
as follows:
| Curront markel prive » Excreseprice | (Current macket price — Excrcise price)
=N

Warrani has no value

| Curmentmarket [l'-l.'i! :F_n:'rr.im:pr-lx
Tﬁ.m-l. c TEin Es e
Value of warranl = 80 - 70 = 10
Warranl promium = [BE- 10=8

(i) Eligibility condition lor issuance of warrant: Piease refer 1o answer of
Question No. I3,

{#if) Forfefiure of warrant: Please refer 1o answer of Question No. 11

PROMOTERS CONTRIBUTION

15 What 15 the lock-in period for promuier’s conirbution?
Dec. 2011 (4 Marks)]

or
Write short note on: Lock-In period [Dec. 2011 (4 Marks})
or
Explain the term Tock-in pertod’ assoctated with public olfering of equity
shares. [Fune 2013 (4 Marks))

Ans.: Lock-in means promoiers or other .'ip&.‘.l'E!ﬂ' persons canmot sale the shares
o others during prescribed period. The idea is that promoter showuld have stake in
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the compary, Moresver, they are not expected 1o make profit by selling the shares
which earlier they had.

Lock-Adn of specified securfties held by the promoter's { in case of IPO)
|Regulation 16): The specilied securities held by Lthe promoters shall not be
translerable (“locked-in™) for the periods as stipulaied hercunder:

(1) Lock-ia [or mintmum promoler's contrfbation: Minimum promoler’s
contribution including contribution made by allernative investment funds
or forcign venture capital investors or scheduled commercial banks or
public linancial institutions or insumance companics registered wilh IRDA,
shall be locked-in for a period of 18 months [rom the date of allotmend
in 1PO.

However, in case Lhe majority of the issue proceeds excluding the portion
of oiffer for sale s proposed 1o be wlilized for capital expenditure, then
the lock-in period shall be 3 years [rom ihe date of allotment in IPO.

(2) Lock-in for excess promoter’'s coniribution: Promoiers holding in
excess of minimum promoter’s contribution shall be locked-in for a pe-
riod of & months [rom Lthe date ol allotment in the initial public ofler.
However, in case Lhe majorily of the issue proceeds excluding the portion
ol olTer forsale s proposed o be utilized for caplial expenditure | Lthen

the lock-in period shall be 1 year from the date of allotment in the initial

public ofler.

(3) Lock-in for SR equiiy shares: The SR equity shares shall be under
lock-in until conversion into equity shares having voling rights same as
that of ordinary shares o shall be locked-in [or a period specilied above,
whichever is later.

Lock-la ol specilled securities held by the promolers ( in case of FPO)
|Regulation 115): The specilied securilies held by Lhe promelers shall not be
vmnslerable (“locked-in™) [or the periods as stipulated hercundor:

(1) Lock-in for miatmum promoter’s contribution: Minimum promoters
contribution including contribution made by aliernative investment [unds,
or [oreign veniure capilal investors, as applicable, shall be locked-in [or
a perind of 18 months (rom the daie of alloiment of the FPO.

However, in case Lhe majorily of the issue proceeds excluding the portion
ol oller for sale is proposad 1o be ulilized [or capital expendilure, then
the lock-in period shall be 3 years from the date of alloiment in IPO.

(2) Lock-in for excess promoter’s contribution: Promolers holding in ex-
coss of minimum promoters’ contribution shall be bcked-in fora period
ol 6 months.

However, in case Lhe majorily of the issue proceeds excluding the portion
ol olfer for sale is proposad w be wiilized Tor capital expendiiure, then
the lock-in period shall be 1 year [rom the daie ol allolment in 1PO.
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(3) Lockdn for SR equity shares: The SR equily shares shall be under
lock-in wniil their conversion 1o equily shares having voling righis same
as Lhat of ordinary shares.

Q16 Write short note: Mintmum Promolers Contribulion
|fnree 2012 (4 Marks)], | Dec. 2012 {4 Marks)]

Ans.: Prownioters minst have some reasonable covribution in the company. If they

have no stake in the company, they are less likely 1o be less careful.

Mintmum Promoters Contribution [ Regulation 14

(1} The promolers ol Lhe issuer shall hold al least 20% of the posi-issue

capital.
In case the posi-issee sharcholding ol the promoters is less than 209,
aliernative investment funds or foreign venlure capital invesiors or
scheduled commercial banks or public linancial instilutions or insurance
companics registered wilth IRDA may contribuie w meel the shortfall
in minimum contribution as specified lor the promoters, subject o a
maximum of 10% of the post-issue capital without being identilied as
promuoier.

The requirement of minimum promoters’ contribution shall not apply in
case an ssuer docs not have any identiliable promoter.

{2) The minimum promoter’s contribution shall be as follows:

(a) The promoters shall contribule 209, eilber by way ol equily
shares, including SR equity shares held or by way of subscription
Lo comvertible securities. IT the price of Lthe equity shares allotiled
pursuznl o conversion is nol pre-determined and not disclosed
in the olfor document, the promoters shall contribute only by
way of subscription o the convertible securitics being issued in
Lhe public issue and shall undenake in writing o subscribe W the
equily shares pursuant o conversion of such securilics.

{h) Incaseolany issucol convertiblesecurities whichare conventibleor
exchangeable on dilferenl dates and il the promolens’ contribution
is by way ol equity shares (conversion price being pro-determined),
such contribution shall nol be al a price lower than Lhe weighted
average price of the equily share capital arising owt of conversion
of such securilies.

{c) In case of an initial public offer of convertible debl instruments
without a prior public issue of equity shares, the promoters shall
bring in a conlribulion of al least 20¢0% of ithe project cost in Lhe
form of equily shares, subject (o contribuling al least 20% of the
issue size from their own [unds in the form of equity shares, Il the
project is o be implemented instages, the promoters” contribution
shall ke wilh respect (o bolal eguily panicipation Lill the respective
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slage vis-a-vis Lhe debl mised or proposed 10 be mised throuph the
public issue.

(3) The promoters shall satisly the requirements of minimum contribation
al least one day prior o the date of opening of the issue.

{4} In case the promoiers have 1o suhscribe o equity shares or convertible
securitios iwards minimum promalers conbribution, Lhe amount of pro-
moters contribution shall be kepi in an escrow account wilth a scheduled
commmercial bank, which shall be released 10 the &suer along with the
release of the ssue proceeds.

Whore the promolers coniribution has already been hrought in and wiilized,
ithe issuer shall give the cash Dow siatement disclosing ihe wuse of such lunds in
the oller document Where Lthe minimum promolers conlribulion is more than
# 100 Crove and 1PO is [or par by paid shares, the promoters shall bring inat least
F 100 Crowre belore the date of opening of the isswe and the remaining amouant
may be broughl on a pro raia basis belore Lhe calls ane made w the public.

017, Critically examine: Promoters conir bution o be brousht in before

public issne opens. [Mec. 2008 (4 Marks)]
or

Explaln mindmum coniribuilon Lo be broughi ln belore public

Issue open under regulation 14(3) & (4L [Dec. 2021 {5 Marks)]

Ans.: As per Regulation 14(3) of the SEBI (ICDR) Regulations, 2018, the pro-
moters shall satisly the requirements of minimom contribution al least one day
prior o the date of opening ol the issue.

As per Regulation 1404), in case the promolers have 1o subscribe o eguily shares
orconvertible securitios lowands minimum promoterscontribulion, the amaount
of promolers contribution shall be kept in an escrow account with a scheduled
commercial bank, which shall be released w the issuer along with the release
of the issue procecds.

Where the promoiers contribution has already been brought in and wiilived,
the issuer shall give the cash Mow stalement disclosing the use of such Tunds in
the offer document. Where Lhe minimum promolers coalribulion is more than
100 Crowe and 1PO is [or partly paid shares, Lthe promoters shall bring inal least
2100 Crore belore the date of opening of the issue and the remaining amount
may be hrought on a pro rata basis before Lhe calls are made 1o the public.

Q18 After the Initial Public Offer, the equily capital of promoters group
holding in a isted company Is ¢ 160 Crore. The post issue equity capiial
af the company is ¥ 600 Crore. The promoters group holding inclhudes
{acquired during previous year):
{f) ¥ 20 Crore equity capital allotied in consideration of transfer of
Techaical knowhow by the promolers.
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(1) 1 10 Crore equity caplial pledged with bank.

Whether the promoters group is satisfying minimum promoters contri.
bution reguilremeni as per SEBI regulations?
[Dee. 2010 {5 lhrhjl_

Ans.: As per Regulation 14 of the SEBIICDR ) Regulations, 2018, the promolers
of the issuer shall bold at least 205 of the posi-issue capital.

Since posl issue capilal of the company is ¥ 600 Crore, Lhe promiolers shall hold
# 120 Crore equity share capilal of 1he company. | #600 Crore x 20% =¥ 120 Crore |
As per Regulation 15, Tor the computation of minimum promater’s contribulion,
the lollowing specilied securities shall not be cligible:

{a} Securities acguired during the preceding 3 vears, il Lhese are acquired for
consideration other than cash and revaluation of assels or capitalization
of intangible assels is involved in such transaction.

(b} Securitics pledped wilh any creditor.

Thus, ¥ 20 Crore equily capital allotied in consideration of transler ol iechni-
cal knowhow and # 10 Crore equity capital pledged with bank is incligible for
minimum promoler’s contribution.

Eligible promoters contribution = ¥ 160 Crore - ¥ 20 Crone - £ 10 Crome = $ 140
Cirore.

Shon fall = # 140 Crore =7 110 Crore = ¥ 30 Crore,

019. As per Regulations 16 and 115 of the SEBI (ICDR) certaln number
of pre-dssue securitles of promoters Is nol ransferrable for a cerlaln
period of time. By referring to the above regulations, state the mintmuam
lock-in period in following cases:
i) If ihe majoriiy of the 1ssue proceeds invested in purchase of plani
and machinery.

(1) Promoter's holding 40% of post-issue capltal.

Ans.: Lock:in of specified securities held by the promoters [Regnlations
1641) & 115 of the SERI (ICDR) Regulations, 2018]:

The specilied securitics held by the promoters shall not be transierable for the
periods as stipulaled below:

(@) Minimum promoler’s comtribution including contribution made by alior-
native investmend lunds or loreign venture capital investors or scheduled
commercial banks or public linancial instilulions or insurance companies
registered with IRDA, shall be locked-in [ora period of 18 months from
the date of allotment in the initial public offer.

However, in case Lthe majority of the issue proceeds excluding the portion
ol oller for sale is proposed 1o be wiilized For capital expenditure, then

by

CHL & : RAISING OF FUNDS FROM EQUITY & PROCEDURAL ASPECTS BT

ihe lnck-in period shall be 3 vears from the daie of allotment in the initial
public offer.
(b} Promoter's holding in excess of minimum promoler’s contribution shall

be locked-in or a period of & months [rom the date of allotment in the
imitial public ofler.

However, in case Lhe majority of the issue procecds excluding the portion of
oller lor sale is proposed 1o be utilized lor capilal expenditure, then the lock-
in period shall be 1 vear from Lhe daie of allolment in the initial public ofler.

Explanarion: “Capital Expendilure” shall include civil work, miscellaneous lined
assols, purchase of land, building and plant and machinery, eic.

Considening above provisions, answer Lo given case is as follows:

() Il the majority of the Bsue proceeds invested in purchase of plant and
machinery Lhen the lock-in period shall be 3 vears [rom Lhe date of al-
Intment in the inilial public olTor.

(i) W promoter's holding s 40% ol posi-issue capital, excess of minimum
promoler’s contribution [Le. 200 (40% - 20 %] shall be locked-in fora
poriod of & months [rom the date ol alloiment in the initial public offer.
In case the majority of issue proceeds excluding the portion of ofler [or
sale are proposed 10 be ulilized for capital expenditure, then the lock-in
poriod shall be 1 year from the date of allotment in the initial public offer.

DISCLOSURES & ALING OF OFFER DOCUMENTS

Q20. Stale the disclosures required (o be made In the “dralt ofler doc-
ument” and “offer document™ pursuant to Regulation 24 of the SEBRI
Mwml

Ans.: Disclosures in the draft offer document and offer documeni [Regun-
lation 24]:

(1) The drmii ofler document and offer document shall contain all material
disclisures which are true and adeguate Lo enable the applicants 1o lake
an informed investmienl decsion

(2) The red-herring prospecius, and prospecius shall contain: (@) discliswres
specilied in the Companies Act, 201 3and; (b} disclosures specilied in Pan
A of Schedule VL

(3) The lead manager shall exercisedue dilipence and salisfy Uhemscelves aboul
all aspects of the issue including the veracity and adequacy of disclosare
in the draft offer document and the offer document.

(4) The lead manager shall call upon the issuer, its promoters and its direc-
lors o in case ol an olfer for sale, also the selling sharcholders, o Tullil
heir obligations as disclosed by them in the drall oller document and
the offer document and as required in terms of these repulations,
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(5) The lead manager shall coswre thai the information contained in U ded)
offer document and affer document and the particulars as per restated
audited financial statements in the offer document are not more than &
months old from the lssue opening date

021 5eate the compliance required to be made formaking available “Draft
Offer Document” and “Offer Document™ to be availahle to the public,
Ans.: Drafi olfer document and offer document to be available 1o the
public [Regulation 26];

(1) The: dult oler document liled with the SERI shall be maode public lor
comments, if any, or a period of al least 21 one davs [rom the date of
filing, by hosting iton (he websites of the issuer, the SEBIL stick cxchangies
whesre specilied securities ane proposed o be listed and lead manajgens
asstcialed with the bsue

(2) The issuer shall, within two days of filing the drall olfer docament with
the SEBI, make o public announcement in one English aational daily
newspaper with wide circulation, one Hindi pational daily newspaper
with wide circulation and one regional language newspaper with wide
wireulation al the place whore e registered allce sl the e s shuatod,
disclosing the fact of Mling of the drall offer decument with the SEBI and
inviting the public (o provide their commenis o the SEBL, the issuer or
the lead managers in rospect of the dischsures made in the deafil offer
document.

(3) The lead manager shall, alter expiry ol stipulated period, file with the
SEHI, details of the comments reccived by them or the issuer from the
public, on the dralt offer document, during that period and the conse-
gquential changes, il any, that are required 1o be made in the drall ofler
document.

{4) The issuer and the lead manager shall ensure thai the oller decumenis
are hosted on the webslies o required under these regulations and
its contents are the same as the versions as filed with the Registrar of
Companies, SEBT and the siock exchanpes, as applicable.

(5) The lead manager and the stock exchanges shall provide coples of the
offer document 1o the public as and when requested and may charge a
reasonable sum for providing a copy ol the same.

Q22. Technopoly Ltd., an unlisted public company, having a paid-up eq-
w“wm mimaqu:;
Tio projroses to

shares to less than T 10 pﬂllmrnl:‘ulhh lelrnﬁrd
equity shares premium. Whether it Is possible company o
mm.;-dnwl-m«ru-m 7 107 Dased on the above
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[acts, youare required to state the mintmum ssue price, with reference
to the provisions of SEBI (I1ssue of Caplial & Disclosure Requiremenis)
Regulations, 2018, [Dec. 2018 (4 Marks|]
Ans.: Par value means lace value of shares, 11 is the value per unil of shares
disclosed in memomndum of the company.
Face value of equity shares |Regulation 27): Norms relating 1o Tace value’
are as follows:

{a) Face value can be below 2 10, However, face value should be in mulliple
of Rupce ie. T2, 7 3, T 5 elc. Face value should not be in decimal of a
rupee.

(b} Face value and statemenl aboul the ssue price being “X" time of the
Face value should be included in offer document and application [orm
in identical size as Lhal of Esue or price band.

Thus, Technopoly Lid. can reduce the denomtination of eguity shares less than
¥ 10 per share.

023, Write a short note on: Price and Price Band

Hume 2007 (4 Marks)]

o
Explain the term ‘Price Band’ associated with public offering of equity
shares. |uere 2013 (4 Marks)]

Ans.: Price: There is no restriction on the price al which shares can be issued.
The pricing can be decided by the issuer and Lead Merchant Banker. They can
charge any price which they feel market can bear, bul justilication [or price is
required (o be given in oller documeni.

Price band: 'Price Band' is a value-setting method in which a seller indicates
an upper and lower cost range, between which buyers are able (o place bids.
The price bands Moor and cap provides guidance to the buyers. This type of
auction pricing lechnigue is olien used wilth IPOs,

Regulation 29 of the SEB] (ICDR) Repulations, 2018 provides that the issuer
may mention a "price’ or a ‘price band” in the olfer document (in case of a lived
price issue) and a Moor price or a price band in the red herring prospecius (in
case of a book buill issuc) and determine the price al a later date before liling
the prospecius with the ROC.

However, the prospecius filed with the ROC shall contain only one price or the
specific coupon rate, as the case may be.

The cap on the price hand, and the coupon rale in case of convertible debl in-
struments, shall be less than orequal io 1 20% of the Door price . | Foretample,
price band of ¢ 100 % 120 is allowed but mor £ 100 - % 121]

However, the cap ol the price band shall be ai leasi 105% ol the Door price.
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What are the conditions lald down under Lhe SEBI investor protection
regulations with regard to differential pricing of securities?

[Dec. 2012 {4 Marks))

or
Explain the following ierm ‘Differential Pricing’ associaied with
offering of equity shares. |Fuame 2013 (4 Marks)]
i

A company cannol ofler shares al different prices to differenl sets of
people tn a particular public issue. Comment.
[Dec. 2013 (4 Marks)], [Dec. 2015 (5 Marks)]
or

Can a company issue shares ai differential price in a public issue? i
¥es, io whom and under what circomstances the shares can be Issoed
at differential price? Dec. 2016 (4 Marks)]
.Mu Issne Price: Thorc is no restriction on Lhe pncﬂ at u‘hwh shares can he
issued. The pricing can be decided by the issuer and Lead Merchant Banker.
They can charge any price which they leel market can bear, bul justilication
for price is required (o be given in offer document.
When a specilic catepory is ollercd shares at a price dilferent than the other
categorices, il is called as differential pricing.
Differential Pricing | Regulation 30]: The issuer may olfer its specilied secu-
rities at different prices, subject 1o the following:

(@) Retail individual investors or retail individual shareholders or emplovess
entitled for reservalion may be offered specilied securities al a price nol
leswer than by more than 10% ol the price al which net ofler is made o
olher categories of applicants, excluding anchor investors.

(B) In case of & book buill xswe, the price of Lhe speciliod securities offercd
o the anchor investors shall not be lower than the price olfered 1o other
applicants.

() Incase the issuer opis [or the aliernate method of book bullding process,
the issuer may ofler the specified securitics Lo ils emplovecs al a price
nol bower than by more than 109% of the Moo price.

As per Repulation 128, in case of Further Public Offer which is pan of a com-
posile issue, Lhe price of specilied securities ollfered in public issue may be
dilferent from the price offered in righis issue and justilication [or such price
dilfercnce shall be given in the offer documen).

Discount, il any, shall be expressed in rupee lerms in the ofler documeni.

025. Wrile a short note on: Price and Price Band
ane 2017 (4 Marks)]
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or

Explain the term ‘Price Band” assoctated with public offering of equity
shares. une 2013 (4 Marks)]
Ans.: Price: Thore is no rostriction on the price at which shares can be issued.
The pricing can be decided by the issuer and Lead Merchant Banker. They can
charge any price which they feel market can bear, bul justification lor price is
required to be given in offer document.

Price band: "Price Band' is a value-setiing method in which a seller indicates
an upper and lower cost range, between which buyers are able 1o place bids.
The price band’s Moor and cap provides guidance Lo the buvers. This Lype of
auclion pricing echnigue is often used with 1POs.

Regulation 29 of Lthe SEB] (ICDR) Regulations, 2018 provides that the ssuer
may mention a ‘price’ or a ‘price band' in the offer document (in case of a lixed
price issue) and a Mloor price or a price band in the red herring prospecius {in
case of a book built issue) and determine the price al a later date belore Tiling
Lhe prospecius wilh the ROC.

However, the prospecius filed with the ROC shall cortain only one price or the
specific coupon rate, as the case may be.

The cap on the price band, and the coupon rale in case of convertible debl in-

struments, shall he less than or equal (o 1 20% of the loor price . | Forexample

price band of ¥ 100 - T 120 is allowed but not ¥ 100 - ¥ 127]
However, the cap ol the price band shall be a least 105% of the Door price.

026, A company is planaing for Inltial Public Offer of s equiiy shares. It
has decided dilferential pricing for Retall Individual Investors (RI1) and
OIBs and Noa-Institulional Investors { Nlls). The proposed price for RIL
15 ¢ 250 and for Q1B and NIl is £ 300, Examine the validity of proposal
of the company in lHght of SERI regulations. What will be your answer if
company Is proposing ¢ 280 Lo anchor lavestors ln book bullding lssue?
Explatn. ~ lidec. 2019 (4 Marks]|, | June 2022 {5 Marks}]
Ans.: I:Ill]'etmlnl Pm:l.ng [Regulation 30]: Please refer to answer of Question
No. 23,
Considering above provisions, answer Lo given case is as lollows:
# Price ollored 1o Qualilied Instilulional Buver (D1B) and Non-Instilulional
Imvestors (NIL) is ¥ 300. Thus, company can oller lower price o retail
individuzl investors (RID) by 1086 Le. ¥ 270, 1L cannol ofler price al # 250,

Price of Lhe securities ollered 1o the anchor investors shall nol be lower than the
price oflered 1o other applicanis. As other applicants (OB and FII are offered
price of ¥ 300, the company cannod offler price of ¥ 280 1o anchor invesiomes,
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]MBHHJ {2 Marks)]
Ans.: Issue-related ldvn'ﬂlemmlllltmhﬂm 43!:

(1) Subject to the provisions of the Companies Act, 2013, the issuer shall,
afier liling the red herring prospectus (i case of @ book beeils issne) or
prospecius (in case of fived price issue) with ROC, make a pre-issuc adver-
tiscmend in one Enplish national daily newspaper with wide circulation,
Hindi natinnal daily newspaper with wide circulalion and one regional
lanpuage newspaper with wide circulation at the place where the rogis-
tered olfice of the issuer is sitluated.

(2) The pre-issue sdvertisement shall be in the formal and shall contain the
disclosures specified in Par A of Schedule X. However, the disclosures
in relation 0 price band or loor price and linancial mtios contained
therein shall only be applicable where the issuer opis 1o announce the
price band or oo price along with Lhe pre-issue advertisemenl pursuant
1o Regulation 29(4).

(3) The ssuer may release advertisements [or issuc opening and issue closing,
which shall be in the formals specified in Parts B and C ol Schedule X.

(4) During the period the issue & open [or subscription, no advertisement
shall be refoased giving an impression that the issue has been fully sub-
scribed or oversubscribed or indicating invesiors response Lo the issue.

28, Wrlie a shorl nole on: Perfod of subscripiton
1 Dec. 20111 (4 Marks)]

i
Explatn the term* 1 of subscription”
of equily shares.
Ans.: Perlod of subscription [Regulation 46]:

(1) An initial public offer shall be kept open [or a1 loast 3 workdng days and
nod more than 10 working days.

(2) Incase of a revision in the price band, the issuer shall extend the bidding
{issue) period disclosed in the red herring prospectus, for a minimum
period of 3 working days.

(3} In case of force majewre, banking strike or similar circumstances, the
issuer may, [or reasons o be reconded in wriling, extend the bidding
period disclosed in the red herring prospectus (i case of a book buift
ssue) or the issue period disclosed in the prospectus (in case of a fixed
price issue), lor a minimum period of 3 working days.

dwith public offering
\June 2013 (4 Marks)]
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029. Nischal Flnance Lid. Doaled IPO for 10 Crore equily shares. Due
1o impending war like sttuation. Secondary market started falling due
to weak market senttment. As a resull IPO was subscribed only to the
extent of 30% on the closure date ( Le. 20006/2023).

The Company has refunded the application money on 28.6.2023, Rased
on the SEBI regulation, Is company action of reflunding applicatioa
noney is justil - - [.Ih: 2013 fSh'hj]‘
Am Minlmum Subucﬂpl‘.l.nn. ::l Lhc SI:BI IIEDR] Regulations, 2018, Lhe
minimum subscription 1o be received in a issue shall be at least 90% of Lhe
ofler through the oller document, excepl in case of an oller for sale of specilied
securilies:
In the evenl of non-receipt of minimum subscription, all application monics
received shall be refunded o the applicants [orthwith, but nol later than 4
days [rom the closure of the issue.
Perlod of subscription [Regulation 46]:

{13 An initial public oller shall be kept open Tor at least 3 working days and
ot more than 10 working days.

{2} Incase of a revision in the price band, the issuer shall extend the bidding
(issued period disclosed in the red heering prospectus, [or a minimum
period of 3 working days subject 1o the provisions of clawse (1).

(3) In case ol force mafewre, banking sirike or similar circumsiances, the
issucr may, for reasons w be recorded in writing, extend the bidding
(issue) period disclosed in the red herring prospectus (in case of @ book
breili issuee) or Lhe bsue period disclosed in the prospecius (in case of a
fixed price issie), lor a minimum period of 3 workdng days | subject o
the provisions of clause (1)

As per [acts piven In case, due o impending war like siluation Yorce miajetre),
IPO was subscribed only 1o Lhe extent of 80% on the closure date Le. 20.6.2023
and hence availing the relaxation under Regulation 46(3) as stated above, the
issued period can be exiended by 3 working days Lee up (o 2332023 (asswoming
that v voral peviod of subscriprion is nor exceeding 10 working davs),
Thus, the new closure date will be 23.3.2023 and as per Repulation 45 the com-
pany must refund application money on or before 27.6.2023 il issue does ool
achicve minimum subscription. However, the company has relunded money
on 28.6.2023 and hence action of refunding application money by Lhe company
i5 nol justiliabie.

ST T — .

Or

Explain the concept of ASBA I an IPO. e 2012 (5 Marks)]
Ans.: ASBA: ASBA stands [or Application Supporied by Blocked Amount which
means an applicatson lor subscribing 1o a public Bsue or righls issue, along

 [Dec. 2011 (4 Marks)]
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with an authorization to sell-certificd syndicale bank 1o block the applicalion
maney in a bank accounl Under ASBA process instead of moving the applica-
Lion money [rom Uhe bank account of applicant inan IPO Lo an cScrow acoount,
samie is block in applicant’s own bank account and il he receives shares in PO
same is released o the issuer company.

As per Repulations 33 & 132 of the SEBI (ICDR) Repulations, 2018, the issuer
shall accept bids using only the ASBA lacility in the manner specilicd by the SEBL

Benelits of ASHA:

+ The invesior necd not pay the application money by chegue miher block
his bank account to the exient of the application money, thus coniinue
o carn interest on application money.

* The invesior does nol have 10 bother aboul relunds, as in ASBA only zn
amouni proportionate o the securities allowed is laken [rom the bank
accounl when his application is selected lor allkiment afier ihe basis of
allotment is finalised.

# The application form is simpler.

# The investor deals with the known intermoediary Le. his own hank.

# No loss ol inlerest, since the application amount is nol debited 1o the
savings acoount on applicalion.

# Since the amount is available in the account, il s considercd for calou-
laticn of Lthe Average Quanerly Balance (AQB)L

# Customer can revise or withdraw the bid before the end of the ssue in
the prescribed lormal wilh the bank.

UPI as a substifute of ASBA: SEBI vide its circular dated Movember 1, 2018
has introduvced UP in a phased manner ax an allernale option Tor retail inves-
lors as a substilute of ASBA to invest in an 1PO starting from January 01, 2019

The objective was o eventually cul the time consumiad in listing ol the compa-
ny post closure of 1PO (T day) from & working days (i.e. Listing on T 4 6) in 3
working days (ie listing on T & 3).

Thereafter, w.el. July 01, 2019, pavment through UPI mechanism was made
mandatory [or retail inveswors in an IPO. After implemeniation of Phase T of
said SEBI Circular the listing ol company will happen within 3 working days
from the date of closure of 1PO (Le. on T + 3).

SEBI has vide its circulsr relerence number SEBUYHO/CFIVDIL M CIR/P 2020413
dated January 22, 2020 has made it mandatory than Application for a rights
issue shall be made only through ASBA Facility,

Am.:?munrmonﬂhhfwhnﬂmhlhlmﬁlt: Ina public issue of securitios,
the Executive or Managing Director of the Designated Stock Exchanpe along
with ihe post issue Lead Merchant Banker and the Regisirars 1o the 1ssue shall

CH. 8 : RAISING OF FUNDS FROM EDUITY & PROCEDURAL ASPECTS B.23

be responsible Lo ensure that the basis of alloiment is linalised in a fair and
proger manner in accordance with the SEBI (ICDR) Regulations, 2018,

Allotment procedure and basis of allotment [ Regulation 49]:

(1) The issuer shall not make an allotment pursuant 1o a public issue il Lhe
number of prospective alloliees is less than 1,000,

(2) Theissuershall not makeany allotment in excess of the specified securities
ollered through the olfer document except in case of oversubscriplion
lor the purpose of rounding ofl 1o make alloiment, in consuliation with
the desipnaled swock exchange. However, in case of oversubscription, an
alloiment of not more than 1% of the net offer to public may he made
lor the purpose of making allotment in minimum bots.

(3} The allotment of specified securities w applicanis other than 1o the rotail
individual invesiors, nen-institutional investons and anchor investors shall
be on a proponionaie basis within the respective investor calepories and
the numberof securities allotied shall be rounded ofl 1w Lthe nearest integer,
subject 1o minimum allotment being equal 1o the minimum application
sive as determined and disclosed in the olfer document. The value of
specilied securities alloted 10 any person, excepl in case ol employees,
shall nol exceed ¥ 2 lakh (or retail investors or up Lo ¥ 5 lakh [or eligible
employoes.

(4) The allotment of specilied securities 1o cach retail individual investor
shall mol be less than the minimum bid lot, subject 1o the availability of
shares in retail individual investor category, and Lhe remaining available
shares, il any, shall be allotied on a proportionale hasis,

{5) Theallotment of specilied securitieslo cach non-instilutional investorshail
ned be less than the minimum application sive, subject to Lthe availability
ol shares in non-instilutional investors" calepory, and Lhe remaining shares,
il any, shall be allotted on a proportionate basis in accordance with the
conditions specilicd in this regard in Schedule X101 of these regulations,

(6) The authorized emplovees of the desipnated siock exchanpe, along with
the lead manager and registrans o the issue, shall ensune that the hasis
ol alloirment is flinalized in a fair and proper manner in accordance with

the procedure as specilied in Pan A ol Schedule XIV.

032, What do you mean by ‘reservation on basis"* Who are
the persoaseligible in case ol {ssue made through book bullding process?
e 2015 (5 Marks)]

Ans.: Reservallon on a competitive basis [Regulation 33(1)]: The issuer
may make reservalions on a competilive basis oul of the issue size excluding
promolers contribution in favour of the lollowing catepories ol persons:
(@) Emplovees
(b) Sharcholders (other than promoters and prometer proupdollisted subsid-
jaries or listed promoter companics. However, the issuer shall nol make
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any reservalion [or the lead managers, regisirar, syndicale members,
their promoters, directors and emplovees and for the group or associale
companies of the lead managers, registrar and svodicale members and
their promoters, direciors and emplovees,

Condittons for reservattons on competitive basts | Regulatfon 33(2)): The

reservalions on @ competitive basis shall be subject 1o following condi tions:

{a} The aggregate of reservations lor emplovees shall nol exceed 5% of the

posi-issuecapital of the ssuer and the value of allotment 10 any emplovee
shall vt exceed T 2 lakh.

However, in the evend of under-subscriplion in the emploves resenvation
portivn, the unsubscribed portion may be allotted on a proponionale
basis, [or a value in excess of T 2 lakh, subject wo the woial allolment Lo
an employee nol exceeding ¥ 5 lakh.

b)Y Reservalion for shareholders shall not exceed 10% of the issue size.

() No Turther application lor subscriplion in the net offer can be made by
persons (excepl an emplovee and retall individual shareholder) in lavour
of whom rescrvation on a competitive basis is made.

(d) Any unsubscribed portbon inany reserved category may be added 1o any
olher reserved catepory and the unsubscribed portion, if any, afier such
inter-se adjustments among Lthe reserved catepories shall be added 1o the
net olfer calepory.

) In case of under-subscription in the nel offer category, spill-over o the
extent of under-subscriglion shall be permitied [rom Lhe reserved category
i the net offor.

An applicant in any reserved category may make an application for any number
ol specilied securilics, butl not exceeding the reserved portion for thal category,
033, XYZ Lid. Is proposing to make a public issue of 400 Crore equity
shares through the book bullding mechanlsm where 50% of the Issue slze
15 required to be allotted to Qualified Institutional Buyers. Delermine
the following:
() The quantum available for allocation to anchor Investors.
(1) The quantum reserved for domestic mutual funds in the anchor
investor portion, 1l any.
(i) The amount, 11 any, required to be brought in by the anchor loves-
tors glven:
(@) The price al which allocallon Is made Lo anchor lnvestors is
# 855 per share.

{B) The price Mxed as a result of book bulldingls 7 858 pershare.
|Dee. 2017 5 Marks))
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Ans.: As per Regulation 32(1) of the SEBI (ICDR) Regulations, 2018, il an issua
is made through the book building process under reguliation &(1), the allocation
in the net offer category shall be as Tollows:

- Mod less than 35% (o retall individual Investors;

- Nod less than 15% (o non-4dnstitutional investors:

= Nol more than 50% (o qualifled institutional buyers, 5% of which shall

he allocated (o Mutaal Funds.

The unsubscribed portion in cither of the calegories specilied in clause (@) or
() may be allocated 1o applicants in any olher calegory.
In addition (o 3% allocation available in terms of clause (c), mutual funds shall
e eligible for allocation under the balance available Tor Qualified Instilutional
Buyors.
Provisions of the Schedule X111z

#* Up o 60% of the portion available for allocation lo qualified instilutional
buvers shall be available for allocationf@allotment to the anchor investors,

# 1/3rd of the anchorinvestor portion shall be reserved for domestic mulual
Tunds.

# The anchor investors shall pay on application the same margin which is
payable by other catepories of investors and the balance, il any, shall be
paid wiLthin tweo days of the date of closure of the issue.

# I the price lixed os a result of book building i hipher than the price at
which Lhe allocation is made v the anchor investors, the anchor invesions
shall pay the additional amounl. However, if the price lixed as a resull
ol ook building is lower than the price at which the allocation s made
Loy L anchor inveslors, Lthe excess amount shall not be refunded o the
anchor investors and the anchor invesior shall be allolted the securilics
al the same price al which the allocation was made 1o il

+ Margin Money: The enlire application money shall be pavable as marngin
maney by all the applicants, Pavment accompaniod with any revision of
bid, shall be adjusied against the payment made al the Lime of the original
bid o the previously revised bid.

Keeping in view above provisions, answer (o piven problem is as follows:
It assumed that an ssue 5 made through the book building process under
Regulation &4 )

Allocation iy DIBs = 400 Crore x 50% = 200 Crure,
Allocation 1o anchor invesions = 200 Crore x 60% = 120 Crore,
Allocation o domestic mulual lunds = 120 Crore x 113 = 40 Crore

Amount L required o be broughl in by the anchor investor (assurtiing full
armowind {5 pavable and allocarion is made as stated above) = 120 Crore x 855 =
¥ 1,02,600 Crore.
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Since the price lined as a resull of book building is higher than the price at which
allocation s made loanchor investor, hence the anchor invesior shall be requined
o bring in the additional amount Le. T 3 per eguity share allocated. [ 858 - 855]

Additional amounl ¥ 858 = 120 Crore x ¥ 3 =¥ 360 Crore.

034, What do vou understand by Application Supporied by Blocking
Amount { ASBA)? Howdoes 1l workin Indtial Public Offer{1P0)? Describe.
Vune 2018 (5 Marks)]
Ans.: ASBA: ASBA siands lor Application Supporied by Blocked Amouni which
means an application for subscribing 1o a public ssue or rights ssue, along
with an authorization w sell-centified syndicale bank 1o block the application
maney in & bank account. Under ASBA process insticad of moving ihe applica-
tinn money from the bank account of applicant inan IPO 1o an cscrow accownl,
same is block in applicant’s own bank accounl and il he receives shares in PO
sume is released w the issuer company.
ASRBA Process: In ASBA investor submils an application physically or electron-
ically 10 the bank with whom the bank account (o be blocked is maintained.
Such bank is called “Sell Cerified Syndicaie Bank™ (SCSB). The bank then
blocks the application money on Lthe hasis of an authorization.

The applicalion money remains bocked till linalisation of the basis of allotment
or Ll withdrmwnlTailure of the isswe.

Thereafier, the application daia uploaded by the bank in the clecironic bidding
syslem Lhrough a web enabled interface provided by the Siock Exchanges.
Once the hasis of finalized allolment, the Registrar (o the lssue sends roguest
1o the bank [or unblocking the acoounis and 1o transler the requisile amount
1o the issuer's acoounl.

In case of withdrmwal or [ailure of the issue, the amount shall be enblocked
by the bank on receipl of information [rom the pre-issuc merchant bankers.

35, Shaurya Lid. acompany dealtng with glass molding and peripherals
has plans to go public and ralse 7 1,000 Crore. They appolnl CFO finan-
clal Services as Lhelr lead managers. The company’s direclors having no
knowledge of rales and regulations argue with the lead managers thai
40% of shares are to be allotted to public, 40% to QIBs, 10% to JINI cli-
enls and balance o be laken by underwriters. As a Company Secrelary,
explain (o the directors the Regulattons 40 and 136 of underwriling.
[Dec. 2010 (5 Marks)]
Ans.: Regulations 40 & 136 ol the SEBI (ICDR) Repulations, 2018 deals with
provisions relating (o underwriting in “initial public oller” & “lurther public
oller” respectively:
Underwriting [Regulations 40 & 136]:

Condition il issuer makes initial public offer other than through ithe book
building process:
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(1) Il the ssuer making IPOVFPO, ouler than through the book building pro.

cess, desires o have the issue underwrillen o cover under-subscription
in the ssue, L shall, prior w the liling of the prospectus, enler into an
underwriling apreement with the merchant bankers or stock brokers
registered with the SEBI 10 acl as underwriters, indicating thercin the
maximum number of specilied securities they shall subscribe 1o, either
by themselves or by procuring subscription, ai a predeiermined price
which shall nol be less than the issuc price, and shall disclose the [act of
such underwriling agreement in Lhe prospecius.

(2) The issuer making IPO/FPO, other than through the book butlding process,

shall, prior wo the filing of the prospecius, enter into an underwriting
apreement wilh the merchant bankers or siock brokers registened wiith the
SEBI o act as underwriters, indicating therein the number of specified
socuritics Lhey shall subscribe 1 on account of rejection ol applicalions,
either by themselves or by procuring subscription, 4l a predelermined
price which shall not be less than the issue price, and shall disclose the
Tact of such underwriling agreement in the prospeclus.

{33 Il the issuer makes a public issue through the book building process:

fa) The issue shall be underwrillen by lead managers and syndicale
members, However, sl least 75% ol the not offer proposed 10 be
compulsorily alloited 1o QIBs for the purpose of compliance of
the eligibility conditions specified in Regulation 6(2) shall not be
underwritien.

() the issuer shall, prios 1o the liling of the prospecius, enter into an
underwriting agreement with the lead manage(s) and syndicale
member(s), indicating therein the number of specilied securities
they shall subscribe 1o on account of rejection ol bids, cither by
themselves or by procuring subscription, al a price which shall
nol be less than the issue price, and shall disclose the fact of such
underwriting agreement in the prospecius.

{c) Il the issuer desires o have the ssue underwritlen 1o ocover un-
der-subscription in Lthe issue, it shall, prior w the liling of the red
herring prospecius, enter inio an underwriting agreement with the
lead manager(s) and syndicale member(s) 1o acl as underwrilers,
indicating therein the maximum number of specilicd securities
they shall subscribe (o, cither by themselves or by procuring sub-
scription, al a price which shall pol be loss than the issue price,
and shall disclose the Tact of such underwriting agreement in the
red herring prospecius.

{d) Il the syndicale members fail 1w Tulfil their underwriting obliga-
tions, the lead managers shall Tullil the underwriting obligalions.

() The lead manugeers and syndicale members shall not subscribe o
the issue in any manner excepl for lullilling thedr underwriting
obligations.
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Y In case of every underwritlen issue, the lead managers shall un-
deriake minimum underwriting obligations as specilied in SEBI
{Merchani Bankers) Regulations, 1992,

{2) Where Lhe issue is required 1o be underwrilten, the underwriling
obligations should be al leastto Lhe extentol minimum subscriptbon.

036, Hope Lid, makes an issue worth ¢ 125 Crore (o the public, out
of which # 20 Crore was for sale by existing sharcholders. Explain the
provisions regarding the uillization of procecds and siale whelher any
exceplion Is avallable. |Dec. 2020 {5 Marks))
Ans.: Monlloring Agency [Regulation 41 The role of Moniloring Agency is
1o irack the end use of procecds ol 1PO.

(1) 1l the isswe size, excluding the sive of olfer [orsale by selling shareholders,
exceeds ¢ 100 Crore, ihe ssuer shall make armangemenis for the use ol
proceeds of the issue 1o be monitored by credil raling agency regisiered
wilh SERI. However, this provision shall wet apply 1o an issue of specified
securities made by a bank or public financial instfution or an insurance
COTTERITY.

(2) The monitoring apency shall submil its report (o the ssuer in the on a
quartery hasis, Ll 100% of (the proceeds of the issue, have been ulilized.

{3) The board of direciors and the management of the ssver shall provide
their commenis on the lindings of the moniloring agency.

(4) The msuer shall, within 45 days from the end of cach guaner, publicly
disseminate Lhe repont ol the moniloring agency by uploading the same
on jis websile as well as submilling the same 1o the stock exchange on
which ils cquily shares are lisied.

In the given case, the ssue exceeds ¥ 100 Crore Le. excluding # 20 Crore by
selling sharcholdors and hence, a moniloring agency should be appointed 1o
track the issue proceeds. Further the monitoring apency shall submit its report
10 the issuer in the specilied formal on a quarterly basis, Ul at least 95% of
the proceeds of the issue excluding the proceeds mised for general corporate
purposes, have boen ulilised.

The Board of Direclors and the management of the issues shall provide their
comments on Lhe lindings of the monitoring agency.

The issuer shall, within 43 davs [rom the end of the cach quarter, publichy
disseminale the report of the moniloring agency by uploading the same on
its website as well as submitting the same w0 Lthe stock exchanges on which iis
equity shares are listed.

037, X Lid. wants to issue 1,000 shares through a book buoilt offerwithin
a Price Band of ¥ 130 io ¥ 150. Rids are recelved as follows:

Sl No. Bid Price No. of Shares Total Demand
1 T 150 200 200
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SLNo. Hid Price No. of Shares Total Demand
2 T 140 300 500
3 7 138 500 1,000
4 130 1,000 2,000

(a) Whiat s the cul off price in this ofler? Can the company declde the
cut ofl al a lower price al which the issne s subscribed? Can the
company allot the shares to the retail investors at a price that is
al & discount to the cul ofl price?

(b) What would be the allocalion patlern, presuming the company
[ulfils ihe eligibilily crileria regarding nel langlble asseis, average
operaling profii, nel worlh elc.?

(c) What would be allocation patiern, il the company docs aol meel
ihe criteria as mentloned above 1o guestion No. ( b) as above

lune 2022 (5 4 5 4 5 = 15 Marks}]

Ans.: Keeping in view provisions of Lthe SEBI (ICDR) Regulations, 2018, answer
v given case is as follows:

{a) Arrange the data given in problem [rom ‘high price bid’ (o “low price bid*

a5 shown below,

| Bid | Bid Price | Demaad (No. of shares) | Cumulative Demand
1 150 | 200 200
2 140 500 500

3 | 1 | 1,000 1 1,700

4 | 1o | 2,000 | 1.700

The total bids from Bidders | o 3 ensure all 1,000 shares will be sold
(200 + 500 = 300 (out of 1,000 shares). The cul-ofl price is therelore Bid
3 price = T 138

Bidders 1 to 2 will gel lull alloiment of 200 sharcs and 500 sharces
respectively.

Bidder 3 three will get proporiionate alloimeni of 300 shares oul 1,000
share applicd by him.

On allotment, the extra amount paid will be relunded 10 the investor.
Since the cut-ofl price is ¥ 138, the Bidder 1| who applied 200 shares will
e allotted shares al cul-ofl price at # 27,600 (200 x ¥ 138). The balance
¥ 2,400 (200 x ¥ 12) will he refunded 0 the investor, Ridders 2 will get
the relund accordingly.

The company may decide the cul-ofl price al a price lower Lthan Lhe price
al which the issue & subscribed Tor the benelitof the investors. Book built
issue may also have a clawse which allows allotment 1o retail invesiors al
a price, which is al a discount 1o the cut ofl price, which cannol, however
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exceed 109 of the price al which shares are allotted o the olher catepory
of invesiors.
As per Regulation 320 1) of the SEBLUICDR ) Regulations, 2008, il an dsue
is made through the book building process under Regulsiion &1, the
allocation in the net olfer category shall be as lollows:

» Mol less thon 35% (o retatl Individual Investors;

- Mol less than 15% 0 non-nstiiutional Iavestors;

= Mo moe Lhan 30% wqualified insttutional boyers, 5% of which
shall be allocatod o Mutual Funds.

The unsabscribed portion in sther of the ceones specilicd in claose
(@) or {h) may be allocated 10 applicants in any other catepory.
In addition 10 5% allocation available in lerms of clawse (e), mutual funds
shall be cligible for allocation under the balance availablo for Qualilied
Instilutbonal Buyers.
As per Regulation 32(2) of the SEBT(ICDR ) Repulations, 2018, il an issue
is made through the book building process under Regulation 602), the
albocation in the net offer category shall be as Follows:

- Mol mort than 109 1o retatl individual investors

= Mol maoee than 15% 1o aon-dnstlinliosal nvesiors

- Mol bess than 75% o qualified Instiiutional buyers, 5% of which
shall be allocated 10 Mutual Faads.

The unsubscribed portion in cither ol the catepories specilied in clawsés ) or
{B) may be allocated o applicants io the other category.
In addition 1o 3% allocalion available in lenms of clause (c), mutual Tunds shall
be eligible for allocation under the balance availshle for Qualified lnstitutional
Buyers in accordance with the conditions specified in this regard in Schedule
xm

Invesiors calegory, Il an lssue Is made through book-bullding process?

(h

=

-

e

prowisions in relation o “allocation in the net offer™
{1} Manlssue smade through e book bulldog process under Regulatlon
&(1): The allocaiion in the aet olfer category shall be s follows:
(@) Mot less than 35% 1o retall individoal invesiors
() Mol less than 15% Lo non-lnstiiutional tovestors

le) Nol more than 50% o qualified Institutional buyers, 5% ol which
shuall be ailocated wo Muotual Fuods.
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The unsubscribed portion in cither of the caleporics specilied in clauses
(@) v {b) may be allocaied 1o applicanis in any other @iepory.
In addition to 5% allocation available in lerms of clause (), mu sl [unds
shall be cligible for allcation under the balance nvailable for Qualilicd
Instiuiional Buyirs.

(2) lanissuels moade the boak bulldinge process under
&(2): The allocation in the net offer category shall be as follows:

= Mot more than 10% 1o retal individusl investiors
= Mol more Lhan 15% (0 noo-Instilalional inveslors

= Mol lesz than 7%% (o qualilled tnstitational bayers, 5% of which
shall be affocated o Muiual Funds.
The unsubscribed portion in cither of the calegorics specified in clauses
(@) vr (b} may be allocated 1o applicants in the other calegory,
In addilion in 5% allocation available in lerms of clause (c), mutual funds
shall he eligible for allocation under the balance available G Qualiliod
Institutional Buvers in acoordance with the conditions specilicd in this
mogard in Schedule X111
(3) Allocaton lo Anchor Investors: [n an issue made through the book
huilding process. the issuer may allocale up o 6049 ol (he portion avail-
ahle lor allocation w Qualilied Instilutional Buyers (o Anchor Investons
(4) Allocation in non-institaiional lovestors category: Inan ssue made
throwpeh book building prscess, the allscation in the non-instiluliooal
inweslors categry shiall be as fnflows:
(@) 13rd of the portion available w non-instiiutional inviestors shall
be reserved Tor applicants with application siec ol more than ¢ 2
lakh and up (o ¥ 10 kakh.

by 230d ol the portion avallable o non-institutiomn) investors shall

be reserved Tor applicants wilth application sive ol more than £ 10
lakh

However, the unsubscribed portion in either of the sub-cawporics (@ or
(b, may be allocated 1w applicants in the other sub-cotegory of non-in-
stilutional investoms.

039, 1s there any mechanism for montiortog of use of proceeds ratsed

throngh public lsswe? Explain briefly. |Dec. 2022 (4 Marks)|

Ans.: Mondloring Agency | Regulation 411 The role of Moniloring Agency &
o traick the end use of procesds of 1PO

(13 Wiheissuesive, excluding the size ol aller lorsale by selling shareholders,

exceeds ¥ 100 Crore, the issuer shall make armngements for the wse of

procecds ol the issue to be moaiiored by credil riting apency regisicred

with SEBL However, this proviston shall not apply to an issue of speciiled
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securities made by a bank or public financial institution or an insurance
ORIy,
(2) The monitoring apency shall submil ils report (o the ssuer in the on a
quarerly hasis, Ll 100% of the proceeds ol the issue, have been utilized.
(3) The board of directors and the management of the issuer shall provide
Lheir comments on Lhe lindings of the monitoring agency.

{4) The issuer shall, within 45 days from the end of each quarter, publicly
disseminate the repont of the monitoring agency by uploading the same
on its websile as well as submilting the same 1o the slock exchange on
which ils equity shares are listed.

040. Whai do you understand by the term ASBA? Is i mandatory for
Investor to submil applicatton for “Right Issue”™ through ASBA?

|Jume 2023 (5 Marks))
Am Application Supporied by Blocked Amount (ASBA): ASBA stands [or
“Application Supported by Blocked Amown” which 5 a mechanism wherehy
an application is made [or subscribing 10 a public issue or rights Esue, along
with an aulhorization 1o sell-centificd svadicate bank 1o block the application
meney in a bank account. Under ASBA process instead of moving the applica-
tion money from the bank account of applicant in an IPO 10 an oscrow account,
same is Mocked in applicant’s own bank account and il the shares are allotied
1o him in 1PO, same is released o Lhe ssuer company.
The concepl ol ASBA was introduced by SEBI through Lhe SEBI{Issue of Capital
and Disclosure Reguirements) Regulations, 2009 (now SEBI (1ssue ol Capital
and Disclosure Requirements) Regulations, 2018). The advantage is that uniil
the money mowes out of the invesior's account, the investor conlinues 1o cam
interest, which was pot the case cadier since the money used 1o move oul of
the investor's account (o that of the issuer,
SEBI vide its circular dated January 22, 2020 made it mandatory Lhat Applica-
tion for a rights issuc shall be made using ASBA facility,

Qa1 MMM|mmﬂMMhm 2014
and soughi listing of BSE and NSE. Soon, thereafier, the promoters
of the company started contemplating a change in the Objecis Clause
mentioned in the prospectus. To give effect (o the same the company
convened an extraordinary general meeting of sharcholders in Novem-
ber 2015, Thoush the resolution was passed by the company there were
nevertheless, the dissenting sharcholders too. The promoters decide to
provide an exii opportuaily Lo Lhe disseniing sharcholders. In the Hghi
of the above, answer Uhe Following quesifons:

{f) Is this act of the promolers Justified? Highlight the relevant regu-

latory legal [ramework for the same?
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{#1) Who are the dissenling shareholders?

(#if) Enumerate the conditions required to be complied with to give
effect o this recourse which was avatled by the promotlers.
[Dee. 2007 (6 Marks))

or

Define “Dissenting sharcholders™. Whal are the conditfons for applica-
bility of Exit oflers by dissenting shareholders according to SEBI (1ssue
of Caplial & DMsclosure Requiremenis) Regulations, 20182

[Dec. 2018 (4 MH

Ans.: As D(‘fSﬂl.lI)ﬂ I}I:aJ of the Companics Arl. IﬂH A COmpany which has

raised money from public thmough prospecius and siill has any wnutilized

amount oul of the money so raised, shall not change its objects for which it
raised the money through prospecius unless a special resolution is passed by
the company and —

(i) The details in respect of such resolution shall also be published in the
newspapers (one in English and one in vermacalar language) which is in
circulation al the place where Lhe registered olfice of Lhe company i sit-
ualed and shall also be placed on the website of the company, indicating
the justilication lor such change.

(i} The dissenting sharcholders shall be given an opportunity to exir by the

promeders and shareholders having conirol in accordance with regularions
o be specified by the SERI

As per Section 27 of the Companies Act, 2013 a company shall not, al any lime,
vary the terms of a contract relerred win the prospecius orobjects for which the
prospecius was ssued, excepl subject o Lhe approvil of, or excepl subject o an
suthority given by the company in peneral meeling by way of special resolution,
The details, a5 may be prescribed, of the notice in respect of such resolulion (o
sharcholders, shall also be published in the newspapers (one in English and one
in vernaciclar language) in the City where the registered office of the company is
siluated indicating clearly the justilication [or such varialion. Such company
shall nol use any amount mised by il through prospecius for buving, trading
or oltherwise dealing in equily shares of any other listed company.

The dissenting sharcholders being those sharcholders who have not agreed (o
the proposal 1o vary the lerms of contracis or objects referred 1o in the prospec-
lus, shall be given an exit offer by promoiers or controlling shareholders at such
exii price, and in such manner and conditions as may be specified by the SERI
by making regularions in this behalf.

Post-listing exit opportunity for dissenting shareholders | Regulation 59
The promoters, or sharcholders in control of an issuer, shall provide an exit
oller o dissenling sharcholders as provided [or in the Companices Act, 2013, in
case of change in objects or vaniation in Lhe terms of contract related o objects
relerred o in the oller document as per conditions and manner is provided in

NNV
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Schedule XX, However, the oxit offer shall not apply where there are acither
any identifiable promoters nor any sharcholders in conbrol of the issuer,
Provisions of Schedule XX of the SEBI (ICDR) Regulations, 2018 are
discussed below:

Dissenting Sharcholders: Disseniing sharcholders means those sharcholders
wha have voled against the resolution [or change in objocts o varistion in lerms
ol a comlract relating Lo objects, relerred o in Lhe oller document of the issuer.
Frequenlly traded shares: Frequenily traded shares shall have the same mean-
ing as assigned 1o i in the SEBI (SAST) Repulations, 2001,

Conditfons for exit ofler: The promoler or the sharcholders in control, as the
case may be, shall make an exit offer 1o the dissenting sharcholders in following
CAROS:

(@) Il the proposal [or change in objects or variation in lerms ol a coniract,
referred 1o in the offer document is dissented by al least 105 of the
sharcholders who viled in the peneral meeling.

(B) 1T the amount 1o be wlilized lor the objects for which the offer document
was issucd is less than 75% of the amount raised (including the amouwnt
carmarked for gencral corporale purposes as disclosed in the olfer
document),

Eligibiltity of shareholders for availing the exii offer: Only those dissenting
sharcholders of the issuer who are holding shares a5 on the relevant date shall
be eligible 1o avail the exit olfer.

Manner of providing exit to dissenting shareholders:

+ MNolice proposing Lthe passing ol special resclulion Tor changing the ob-
jects of the issue and varying the terms of contract relating o objects,
referred Lo in the offer document, shall also contain information aboul
the provision for an exil ofler o the dissenling sharcholders.

# A stalement w the effect that the promolersharcholders in control shall
provide anexilopporiunity o Lhe dissenting sharcholders shall be included
in the explanatory statement (o the notice [or passing special resolution,

+ Aler passing of the special resolution, the issuer shall submil the voling
resulls (o the stock exchange, in terms of the provisions of the SEBI
(LODR) Regulations, 2015.

# The issuershall also submil Lhe list ol dissentingshiurcholders, as certifiod
by its compliance ollicer, o the stock exchanpes.

# The pmmaolerfsharcholders in control, as the case may be, shall appoini
a merchant banker and linalize the exil offer price in accordance with
these repulations.

# The issuer shall intimaie the siock exchange aboul the exit offer o dis-
senling sharcholders and the price al which such ofller is being piven.
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+ The slock exchanpe shall, on receipl of such intimation, disscminate the
same Lhe public within 1 working day.

+ Toensure security for performance of theirobligations, the promoler or
sharcholders in conbrol, as the case may be, shall create an esemw account
which may be inlercsi-bearing and deposil Lhe aggregale consideralion
in the escrow account 8t least 2 working davs prior 1o opening of the
tendering period.

+ The tendering perind shall sian oot later than 7 working days from the
passing of the special resolution and shall remain open for 10 working
davs.

# Thedissenting sharcholders who have lendered their shares in acceplance
ol the exil offer shall have the oplion to withdraw such acceplance Lill
the daic of closure of the iendering period.

+ The promolersharehobders in control, as the case may be, shall Laciliae
tendering of shares by the sharcholders and selilement of the same through
the siock exchange mechanism as speciflied by SEBI [or the purpose of
Lakeover, buy-back and delisting.

# The promolersharcholders in control, as the case may be, shall, within
a period of 10 working days [rom the lasi date of the wendering period,
make payment of the considermlion (o the disseating sharcholders who
hawe accepled the exit offer,

+ Within a perind of 2 working davs from the pavment of the consideration,

the issuer shall furnish 10 the stock exchange, disclosures giving details
ol agpregaie number of shares lendered, accepled, payment of the con-
sideration and Lthe posi-oller sharchokling pattem ol the issuer and a
report by the lead manager that the payment has been duly made 1o all
the dissenting sharcholders whose shares have been accepled in the exit
ofler.
Offer nol to exceed maximum permissible non-public sharcholding: In
the event the shares accepled in the exit offer it has 10 be ensurcd Lhat public
sharcholding does not fall below the minimum permissible public sharcholding
under the Securities Contracts (Regulation) Rules, 1957,

42, Mis Highspeed Lid. manufacturing a car components for leading
car manufaciurer. 1is public {ssue of ¢ 500 Crore was fully subscribed.
The public issue money oughl lo be ntlired for setup an assembly-line
for the existing business, Oul of * 3080 Crore, the company speal T 400
Crore [or assembly-line. The management consultant, hired for Business

ihe company, advise on Lhe opinton of managemen! consultanl by refer-

ring provisions of SEBI Regulations. |ueme 2009 (4 Marks)]
Ans.: As per Section 13(8) of (the Companics Acl, 2013, a company which has
raised money from public thmough prospectus and still has any unutilized
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amount oul of the money so mised, shall nol change its objecis Tor which it
raised the money through prospecius unless a special resolution is passed by
the company and -

(i} The details in respect ol such resolution shall also be published in the
newspapers (one in English and one in vernacular lanpuage) which is
in circulalion al the place where the regisiered oflice of the company is
silualed and shall also be placed on the website of the company, indicating
the justification for such change.

{ii} The dissenting sharcholders shall be given an opporiunity to exii by the

promoters and shareholders having control in accordance with regulations
1o be specified by the SEBI

The dissenting sharcholders being those sharcholders who have not agreed 1o

the proposal Lo vary the lerms of contracts orobjects referred toin Lhe prospec-

(us, shall be given an exit offer by promoters or conmrolling shareholders ar such

exti price, and in such manner and conditions as may be specified by the SERI

by making regularions in this behalf.

Condittons for exit offer: The promoler or the sharcholders in control, as the

case may be, shall make an exit oller 1o the dissenting sharcholders in following

[ L L

{a) Il the proposal for change in ohjects or variation in lerms of a condract,
reflerred o in the offer document is dissented by at least 10% of the
sharcholders who voled in Lthe peneral mecting.

(B) 11 the amount to be wtilized Tor the objects Tor which the offer document
was issuod is less than 75% of the amount raised (including the amount
carmarked for general corporate purposes a8 disclosed in the offer
document),

As per lacts piven in case, Highspeed Lud. made a public issue of 2 500 Crore. Oul
of ¥ 500 Crome, T 400 Crore (B0% ol issue amount ) was ulilized by the company
lor set-up an assembly line lor existing business. The company intends use re-
maining money lor investing in selup of "bike components manulactun ng unil’.
Thus, il the object clawse of company docs nol cover ‘investment in selup of
bike componenls manulacturing unil’, the company mus! pass special resolu-
tion a5 requined by Section 13(8) of the Companies Act, 2013, However, no exil
opporiunity & required 1o be piven as per the SEBI (ICDR) Regulations, 2018
becanse the amount o be utilized Tor the objects for which the oller document
was issucd is more than 75% of the amount mised.

043, Karuna Lid. made an Inttlal Public Offer (IPO) of equity shares in
March, 2020 and was granted listing on stock exchange, Soon, therealler,
the promoters of the company staried contemplating a change tn the
objecis clanse mentioned in the offer document. To give effect 1o the
same, Lhe company convened an exiraordinary gencral meetlng of share-
halders in April 2020. Though the requisite resolution was passed by the
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; e T T e e e T e
The promoters decided (o provide an exit opporiunity io the dissenting
sharcholders. In the Hght of the above, answer the followlng

(i) Who are the dissenting shareholders?

(i) What 15 the cllgibllily of sharcholders for avalling the exil offer?

(i) Foumerate the conditions required to be compled with to give
elfect 1o this recourse which was avalled by Lhe promolers.
() low Lhe exii offer price will be determined?

Ans.: Flasss refer to answer of Question No. 41.

44, Mono Aulo Limited ralsed ? 100 Crore through an IPO with man-
ulacturing of cars as one of (is main objects, However due 1o economic
downturn, the Company wants to change itz objects lo designing and
supply of spare paris. Some of the sharcholders have voled agalasi this
resolution forchange inobjects. Can the Company glve such share holders
an option to exit. If so, what should be the exii price to be offered?
[Dec. 2021 (3 Marks)]

Ans.: Post-lsting exit opportunity for dissenting shareholders [Regulation
59 The promolerns, or sharehobders in controed of an issuer, shall provide an exil
oller 1o dissenting sharchodders as provided [or in the Companics Acl, 2013, in
case of chanpe in objects or variation in the terms of contmct related 10 objects
reflerred o in the ofler document as per conditions and manner is provided in
Schedule XX. However, the exit olfer shall not apply where there are aeither
any identiliable promoters nor any sharcholders in contmol of the issuer,
Provistons of Schedule XX ol the SEB (ICDR) Regulations, 2018 are
discussed below:
Dissenting Shareholders: Dissenling shareholders means those sharcholders
who have voled against ihe resolution for change in ohjects or variation in terms
of a contract relating Lo objects, relerred o in the olTer documeni of the issuer.
Frequently traded shares: Frequenily imded shares shall have the same mean-
ing as assigned Lo il in the SEBI (SAST) Regulations, 2011.
Conditions for extt offer: The promoter or the sharcholders in control, s the
case may be, shall make an exit offer 1o the dissenting sharcholders in following
cases:

{a) Il the proposal lor change in objects or variation in lerms of a contract,
referred 1o in the ofler document is dissented by al least 10% of the
sharcholders who voled in Lhe general mecling.

(b1 Il the amounlt 1o be ulilized lor the objects for which the oller document

was issued is loss than 75% ol the amount raised (including the amount
carmarked for general corpormte purposes as disclosed in the ofler

document).
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Exii Price: The “Exii Price’ payable i the dissenting sharcholders shall be the
highest of the following:

{2} Volume-weightod averpe price paid or payable loracguisitions, whether
by the promoters or by any person acting in concert with them, during
the 52 weeks immediately preceding the relevant date.

() Highest price paid or payable [or any acquisition, whelther by the pro-
meoter of by any person acting in concert with them, during the 26 weeks
immediately proceding the relevant date.

) Volume-weighied average markel price ol such shares lor a penod of 60
trading davs immediatcly preceding the relevant date a5 iraded on 1he
stock exchanpe where the maximum volume of trading in the shares of
the issuer are reconded during such peried, provided such shares are
Irequently traded.

() Where the shares are not [requently iraded. the price determined by the
promateror shanchoklers having control and the lead manaperiaking inlo
accouni valuation parnmeiers including book walue, comparable trading
multiples, and such other parameters as are customary [or valeation of
shares of such issuers,

ﬂﬁﬂ.'ﬂﬂ entitles are not eligible 10 make a rights tesue nader the
SEBI{ICDR) Regulations, 20182 =
Ans.: Entltles noi eligible to make a righis issue [Regulation 61 An issucr
shall not be eligible (0 make a rights issue of specified securities in fflowing
s
(a) Il the mswer, any of il promolers, promoter group or directors o the
issuer are debarred from accessing the capital market by the SEBIL
(&) I any ol the promolers or directors of Lhe ssuer §s o promoler or direc-
o ol any other company which is debarred [rom accessing the capilal
market by the SERIL
() IF any ol ils promoters or directors is 3 lugitive economic offender,
Explanarion: The restrictbons under (@) and (5 above will not apply 1o the per-
sons oF entilics mentioned thercin who were debarred in the past by the SEBI
and the period of debarmeni is already over as on the date of liling of the drafi
letter of offer with the SEBI.

46, ABC Lid. is considering a righi tssue by issulng one share againsi
two shares to raise funds to finance a new project requiring ¥ 4.5 Crore.
The Floatatlon cost will be 10% of funds ratsed. The Company currently
has 18 Lakh shares oulstanding and the current price of tsshare ks 7 100,
The subscription price has been fixed a1 ¥ 50 per share,

Caleulated the value of a right. |Dec. 2020 {5 Marks))
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Ans.:
Markel value of 2 shares already held by a sharcholder (2 x 100) 200
{+) Price required 1o be paid for acquiring one more share 50
Tolal price ol 3 shares 250

250

Average price of one share afler right issue = . 8333
Market Value - Average Price = Value of right
100 - B3.33 = 16.67
An alternative formula is:

Right shares
e e % (Cum rights price — New is rice)
Toal shares after right issue G R

» (100 - 50) = 16.67

47, Sunlight Solar Lid. decides (o 1ssue six righit shares [or everveleven

shares held. The rght shares are priced at ¥ 561 each and the present E
eum-right price of the company’s share traded In the NSIJBSE1s T785.
Average Floating Cost of each right share §s ¢ 10. Calculale the falr value
of the right. une 2022 (5 Marks)] #
Ans.:

Mearkel value of 11 shares already held by a sharcholder (11 x 785) | 8635
{+) Price required o be paid Tor acquiring six more share (6 x 561) | 3306
Tolal price ol 3 shams 12,001 |

12,001

Average price of one share afler right issue = =T05.94

Market Value - Average Price = Value of right
THS - 705,94 = 79.06

Am alternative formula is:

Righit shares ) -

ol afier right tmus % (Cum righis price — New Issue price)

% ® (T85 - 561) = 79.06
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(48, SEBI 1ssued a circular recently for sireamlining the process of

“Rights 1ssve”. Explain the need of this ¢ircular and the changes made

thereln for the process of Rights Issue, [Dec. 2022 (5 Marks)]
Ans.: SEBI circular streamlining the process of Right Issue: SEBI has
streamlined the rights issue process and provided that Lhe trading in Right Enli-
Uements (REs) on the secondary market platfoerm of stock exchanges commence
along wilh the opening of the right ssue and has to be closed al least 3 working
days (carlier requirement of four days) prior o the closure of the righis issue,
SEBI received representation brom the market that in case there ane trading hol-
idays between the last date of REs trading dale and issue closure, the provision
of the minimum gap of 4 days may meod always ensure that there are adoguale
days [or settlement, as minimam 2 working davs are required [or the seltement

of REs traded on last day of REs trading window. RE= traded on the exchanpe
platform have T + 2 mlling seltlement,

'mmmu-mm,mm—h-m
components. One of the directors of the company 1s a fugltive offender.
The company wanls to bring Further Public Offer (FP0O). You belng the
Company Se¢crelary of the company, advise whether the company can
Issue FPO. State the general conditions and Lhe eligibility requirements
for FPO under the relevant SERT Regulations.
Ans.: As per Regulation 102 of the SEBI (ICDR) Regulation, 2018, an issuer
shall pot be eligible 1o make Turther public offer il any of itls promolers or
directors is a [ugitive economic olfender. Thus, Turnkey Lid. is not eligible 1o
make luriher public ofler.
Eligibility requirements [or Further Public Offer (FPO) |Regulation 103 ):
(1) An issuer shall be eligible 10 make FPO, il il has not changed ils name
in the last one year period immediately preceding the daie of filing the
relevanit ofler document.
However, il an issuer has changed its name in the last one year period
immediately preceding the date of liling the relevant ol [er documeni, such
an isseer shall make FPO il at least 304% of the revenue for the preceding
one [ull year has been ecarned by it lrom the activity indicaled by ils new
name.
(2) An issuer nol salislying the above condition, shall make FPO only il the
issue is made through the book building process and the ssuerundenakes
o albot at least 75% of the net offer, 1o OIBs and to reflund full subscription
moacy il it [ails to make the said minimum alloiment 1o QIBs.
General conditions [Regulation 104]:
(1) An issuer making FPO shall ensure lollowing:
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(a) 1 has made an application 1o one or mome stock exchanges (o seck
anin-principleapproval for listing of its speciliod securitios on such
stock exchanges and has chosen one of them as the designated
stock exchange, in terms of Schedule XIX.

(b)Y It has entered into an agreement with a depository Tor demateri-
alization of specilied securities already issued and proposed 10 be
issued.

(ch All its existing partly paid-up equity shares have cither been Tully
paid-up or have been fodeited.

() 1has made lirm arrengementsof linance through verifiable means
towards 75% of Lhe stated means of linance for Lthe specilic proj-
ol proposed o be [unded Trom the issue proceeds, excluding the
amounl to be raised through the proposed public issuc or through
existing idontiliable internal accruals,

(2) The amount for gencral corporale purposes, as mentioned in ohjects of
the issue in the drall offer document and the offer document, shall not
exoeed 25% ol the amounl being raised by Lhe issuer.

(3) The amounl For:
(i) peneral corporale purposes, and

(i1} such objects where the issuer company has not identified acqui-
silion/investment targel, as mentioned in objccts of the ssue in
the dralt olTer document and the ofler document, shall nol exceed
35% of the amount being raised by the issuer.

The amount raised lor such objocts where Lhe Bsuer company has nol identi-
lied acguisitin or invesiment larpel, as menlioned in objecis of the issue in
the dralt offer document and the offer document, shall not excoed 25% of the
amount being mised by the issuer.

However, such limits shall not apply il the proposed acquisition or siralegic
investmeni object has been identilicd and switable specific disclosures about
such acquisitions or investments and made in the drall olfer document and the
offer document al the time of filing of olfer documents.

050. Whether fast irack lssue can be proceeded just Hke an IO or, are
any olher conditions to [ast irack issue? Explain. [ Dec. 2015 (8 Marks) |

o
Define: Fast Track Issue | Dec. 2016 {3 Marks)]
i
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or

‘Whal are the eligibility conditions for making a Fast Track Issue (FTT)?

uarse 2013 (5 Marks)]

or

Explain the eligibiliiy conditions for the Fast Track Follow-on Public

Offer (FPD). une 2022 (5 Marks)]
or

Jupiter Lid. Got lis equiiy shares listed on 15t April, 2020 and the man-
agement of the company wishes to issue further shares and ralse capiial
through Fast Track in the Financial Year 2022-2023. Can the company
{ssue shares through Fast Track FPO?

Explain the eligibility criteria and conditions for issulng shares under
Fast Track FPO process. |Dec. 2022 (5 Marks)]
Ans.: Making public issue is very lime consuming and costly allair. The com-
pany has o make lol of compliance under Lthe SEBI Regulations. To overcomse
this dillicully, SEBI has provided Fast Track Route Lo already listed companics

whao are coming wilh public issue and righls issues.

The fast-lrack roule is an allemalive 1o access public lunds by way ol further
capital offerings. The Facility of Fast Track Rou e is avaikible o well established
and compliant lisied companies,

Elgibility conditions for ‘Fast Track Furiher Public ler’ [Regulation 155 )
Sub-regulations (1), (2), (3), (4), (5) and (9) ol Regulation 123 [L.e. provisions
relating to filing of the drafi offer document and offer documenis] shall nol
apply il the issuer satisflies the following conditions for making a further public
oller through the [ast track route:

{1} Minlmum listing pedod: Equily shares of the isuer have been listed
on any stock exchange lor a period of al least three years immediziely
preceding the relerence daie.

{2) Shareholding of promoier group is in dematerialized form: Entire
sharcholding of the promoter group of the issuor is held in dematerialized
Torm on the relerence date,

(3) Market Capitalization: Average market capitalivation of public share-
holding of the issuor is al least ¥ 1,000 Crore in case of public isswe.

(4) Annualized trading turnover: Annualived trading lurnover of the equity
shares of the issuer during 6 calendar months immediately preceding the
monlh of the relerence date has beenat least 2% ol the weighted average
numberof cquily shares listed during such 6 months period. However, lor
issuers, whose public sharcholding is less than 15% of ils bsued equily
capital, the annualized trading lurnover of is cguily shares has been al
least 24 of the weighled averape number of equity shares available as
free float during such & months period. | Free fToat shares is not defined in
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the SEBI (ICDR) Regularions, 2018. Generally it means poriion of shares
of cornpany that are held by public invesiors ]

(5) Annualized delivery-based trading turnover: Annualized delivery-based
tradding turnover of the equily shares during 6 calendar months imme-
diately preceding the month of the reference dale has been al least 10%
ol the annualized trading turnover of the equity shares during such 6
months period.

(6) Compliance with Hsting agreement: The Issuer has been in compliance
with Lhe equity listing agreement or the SERTLODR) Regulations, 2015,
as applicable, for a period of at least 3 years immediately preceding the
reference date. However, if the issuer has nol complied with the provi-
sions of the listing agroement or the SERI (LODR) Repulations, 2015,
relating 1w composition of board of directors, Tor any quarier during the
last 3 years immediately preceding the relerence date, bul is complant
with such provisions at the lime of liling of red-horring prospectus, and
adequale disclosures are made in the red-herring prospecius about such
non-compliances during the 3 vears immediately preceding the reference
dale, il shall be deemed as compliance with the condition. Imposition
of only monclary lines by stock exchanges on the issuer shall not be a
ground lor ineligibility [or undenaking issuances under this regulation.

{7) Grievances Redressed: Issuer has redressed al least 95% of the com- |
plaints received Irom the investors tll the end of the quarter immediately -

preceding the month of the reference date.

(B) No pending prosecution: No show-cawse nolices, cxcluding proceedings
for imposition of penalty, have heen issued by the SEBI and pending
against the ssuer or its promolers or whole Llime directors as on the
reference date.

In cases where against the issuer or ils promolers or whole time dircclors,
(i) show-<cause notice has been issued by the SEBI or Lthe Adjudicating
Oflicer, in a proceeding Tor imposition of penaliy; or
(i} prosecution proceedings have been initiated by the SERT;
necessany disclosures in respect of such actions along with i potential
adverse impact on the issuer shall be made in the offer document.

(9) Violatton of securitles laws: 1[ihe issueror the promoteror the promoier
group or the director of the issuer has seitled any alleged violations of
securitics laws throwgh the setilement mechanism of the SEBI in the past
three vears immediztely preceding the relerence date, then the disclosurne
ol such compliance of the seltlement order, shall be made in the offer
document.

(10) No suspension of trading of equity shares: Equity shares of the issuer
have not been suspended From trading as a disciplinary measure during
last 3 vears immediately preceding the relerence date,
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{11} No confHct of 1aterest: There shall be no conflict of interest between
the lead manager and the isseer or ils group companies in accordance
with the applicable regulations.

(12) Awvdit Qualiflcations: For audit qualifications, if any, in respect of any
ol the linancial vears lor which accounts are disclosed in the ofler docu-
menl, the issuer shall provide the restaled linancial statements adjusting
for the impact of the sudit qualifications.

Furiher, (or the qualilications wherein impact on the financials cannot
be ascertained, the same shall be disclosed appropriaiely in the ofler
documenL

051, Preferential {ssue is noi for reiall iovesiors. Commenti.

[Dec. 2012 (4 Marks)]
Ans.: Prelerential issue means issuance of equily shares (o promoler group or
selocted investors. 11 covers allotment of convertible debentures or any other
limancial instruments thatl could be converted inlo equity shares al a later date.
The investors could be institutional investors, private cguity invesions, high
net-worth individuals, or companics.
Prelerential issuc is one of the kev sources of lunding for companics. One of the
higgest advaniages of a preferential ssue is that the company can mise money
guickly and cheaply compared with other means of rising moncy, say 1PO or
issue of shares on a righls basis.
Prelerential issues and private placement is only for selected class ol invesiors
and not for the retail investors. 1L is like a wholesale markel, where institutions
wilh linancial clout are allowed 10 panicipale.

Q&LMMMH'MMHMH g listed
companles, [Dec. 2011 (5 Marks)]

or

Mscuss briefly the SERI Regulations for preferential issue of shares by
listed companies. [Dec. 2012 (5 Marks)]
Ans.: Prefmhl Tssue [llewlatlunnzi IHIMH' Preferential issuc means an
issue of specilicd securitics by a lisied issuer 1o any select persona or group of
persons on a private placement basis and docs not Incloude an oller ol spec-
ilied securitics made through emplovee slock oplion scheme, emplovee stock
purchase schome or an issue of sweal cquity shares or depositlony receipls issued

in a country oulside India or [oreign securities.

To whom prefereatial issue cannol be made [ Regulaiton 159]: Prelerential
issue of specilicd securities shall nol be made w any person who has sold or
transferred any eguity shares of the issuer during the 90 trading days preceding
the relevant date:
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Conditlons for preferential issue [Regulation 160]: A listed issuer making
a profereatial issue of specilied securities shall easure thal:

{a) All equity shares allotted by way ol preferential issue shall be made [ully
paid-up al the time of the allotment.

ib) A special resolulion has been passed by its sharcholders.

() All equily shares held by (he proposed alloliees in the issuer are in de-
maierialized form belore an application seeking in-principle approval
is made by the issuer o the stock exchanges where its eguily shares are
listed.

(d) The ssuer is in compliance with the conditions lor conlinuous listing of
eiuity shares as specilied in Lhe listing agreement with the stock exchanpe
where the equily shares of the issuer ane lisied and the SERI (LODR)
Repulations, 2015, and any circular or nadiflication issued by the SEBI
thereunder.

The issuer has obtained the Permanent Account Numbers ol the proposed
alloitees, excepl Lhose allotiees which may be exempt [rom specilving
their Permanent Account Number for imnsacting in Lhe securitics market
by the SEBL

i) The issuer has made an application seeking in-principle approval 1o
the stock exchanges, where its oquily shares are listed, on the same day
when the notice has been senl in respect of the peneral meeting sceking
sharcholders” approval by way of special resolution.

1053 Atshwarya Lid. proposes to make preferential issue of 10,00,000
equily shares io eligible Invesiors. Traded turnover of equity shares of

the Alshwarya Lid. on recopnlzed stock exchange during 240 (rading

days preceding the relevant date is 14% of the total sumber of shares.

Following share price data is made available to you by the company:
{#) Closing price 1n the market on the relevant date: © 340

(i) 90 trading days volume welghied average price of the related eqg-
ulty shares guoled on Lhe recognlzed stock exchange preceding
the relevani dale: ¥ 354
{1ty 10 trading days volume welghled average prices of the relaied
equity shares guoted on a recognized stock exchange preceding
the relevant date: ¥ 350,
You are required answer the followtng:
{a) Staie the minimum price ai which prefereniial 1ssue of equity
shares can be made by the company.
(b) The Articles of Assoctation of Lhe Alshwarva Lid. provide for a
method of determination which results in a floor price of # 375,

Can the same shall be considered as ihe foor price for ihe prel-
crenilal issue? [Dec. 2013 {5 Marks}]

e
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Ans.: Traded Wwmover of equity shares of the Aishwanva Lid. on recopnized

stock exchange during 240 wrading days proceding the relevant date is more

than 10% ol the oial number of shares and equily shares of the Aishwarya Lid.

are [requently traded shares.

As per Regulation 164 of the SEBI(ICDR) Regulation, 2008, the price ol equity

shares which have been lisied on a recognized stock exchange for a period ol

90 trading days or more, Lhe price of the equily shares wo be allotted pursuant

1o the prelerential issue shall be nol less than Frigher of the following:

(1) 90 trading days volume weighted average price of the related equity
shares guoled on the recognived swock exchange preceding the relevant
dale: ¥ 354
(2) 10 trading days volume weighied average prices of the related equity

shares guoled on a recognived stock exchange preceding the relevant
date: 350

Thus, price equity shares in prefereniial issue should not be less than # 354

per share.

If the Articles of Association of the issuer provide for @ method of determination

which results in a [Toor price higher thar ihat determined under these reprlations,

then the same shall be considered as the fToor price for equity shares o be alloued

pursuari 1o the preferemiial issue. Thus in such case Aishwarve Lid. can make

preferential issue ar a price of ¥ 375,

mmmm‘“www
1&; 2019 _f.! lh'hﬂ_

Privale Placement | Preferential Allotment

When an msuer makes an issuc of | When alisied tssucr issocs shares

socurilios io a sclocl Erwip IIF[“ | or comvertible scourilics, o a s

sons iL is culled privaie placement. | lect group of persons it is called
| a preferential allotment

Private Placement s poverncd | Preferendial Alledmeni is govermned

by seclion 42 of the Companics | by section 62( 1 J{e) of ihe Cormpae-

Act, 2013, nics A, 2013

Prvate plicement offer ketter i | Nosuch offer document is issied

senl o ihe investors for inviting | Lo invesions.

them b subscribe lir shares.

of In private plwement, application | In preferential allotment in money

moncy can be rooeived through | s reccived in cash or kind,

chisguwes, demand drali or any other

In private placement, the applica- | Mo such account s required in

Losn moncy is kopl inthe separale | case of proferenitisl alloimeoni

bank account of a scheduled com-

meercial hank.

i

F

LR

|

i
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Authorization | Privaie placerment must be sutho- | Nosuch authorzaton is rogquined
from articles | rvcd by the aricles of assocmtion | in case of preforenti allotment
ol thie cormpany. |

055, What do vouunderstand by Qualified Institutions Placement (Q1P)?
|Jume 2013 (5 Marks)]
Ans.: Qualified Institutions Placement [Repulaton 201)()): Qualilicd
Institutions Placement means issue of cligible securities by a lisied issuer o
gualilied institulional buvers on a privale placement basis and includes an oller
lor sale of specified securitics by the promolers Or promaLer group on a private
placement hasis, in terms of the SEBI (ICDR) Repulations, 2013,
Elizibifity Conditions | Regulatton 1 T2{1 )] Alsted issuer may make aqualilied
imstitutions placement of cligible securitics if it satisfics lollowing conditions:
{a) Speclal Resolation: A special resolution approving Q1P has been passed
by its sharcholders, and the special resolution shall, among odher relevant
maliers, specify that the allotment is proposed 10 be made through quali-
lied institutions placement and the relevant date relerred wo in Regulation
171k
Allotment pursuant o the special resolution shall be completed within
a period of 363 dayvs from the date of passing of the resolution.

Mo sharcholders resolution will be required in case QIP is through an oller
for zale by promolers or promoler group for compliance with minimum
public sharcholding requirements specified in the Securities Conlracts
(Repulation) Rules, 1957,

(k) Equity share of samc class are alrcady Hsted on stock exchange:
The eguily shares of the same class, which are proposed o be allotied
throupgh OFP or pursuant o conversion or exchanpe of eligible socurities
olfered through Q1P, have been lisied on a stock exchange or a period of
al least one vear prior o the date of issuance ol notice Lo its sharcholders
for convening the meeting 1o pass the special resolution.

{¢) Persons related Lo Tugltive ex lc oflcase I make QIF: An
issuer shall be eligible (o make QIP if any of ils promolers or direclors
i not a fugitive economic offender.

Listingof sharesissued throngh Q1 Pon stock exchange | Regulation 172(2)):
Al eligible securitios issued through OIP shall be listed on the recognized stock
exchange where the equily shares of the ssuer are listed.

Time gap between two QIP [Regulation 172(3)]: The issuer shall not make
any subscquent QIP unlil the expiry of two weeks [rom Lhe dale of Lhe priorgual-
ified institutions placement made pursuant o one or more special resolutions.
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ISSUE OF SECURITIES BY SMES

056. What do you understand by SME FExchange? State the provisions
of the SEBI (ICDR) Regulations, 2018 relating Lo 1ssue of securiiies by
Small & Medium Enterprises (SMEs).

Ans.: SME Exchange | Regulation 2( 1 W ddd) |: SME Exchange meansa lrading
platform of a recopnized stock exchange having nationwide trading terminals
permitted by the Board (o list the specified securities issued in accordance with
Chapter 1X [Regulations 228 o 281] and includes a stock exchanpe pranied
recopnition lor this purpose bul does nol include the Main Board:
SME nol eligible 1o make IPO [Regulation 228]: SME shall not be cligible
1o make an initial public offer:

{@) Il the issuer, any of ils promolers, promoter group or direcons or selling
sharcholders are debarred lrom acoessing the capital markel by the SEBI.

(b)Y Il any of the promolers or dircclors ol the issuer is a promoler or direc-
lor ol any other company which is debarred [rom accessing Lhe capital
market by the SERL

fch I the issuer or any of its promolers or directors is a willul defaulier.

{d) Il any of its promolers o directors is a [ugilive economic olTender.

Eligibility requirements for aninitial public offer by SME | Regulation 229]:

(@) An issucrshall be cligible 1o make an indtial public offer only il its post-is-
sue paid-up capital is less than or equal (o # 10 Crore.

(B) An issuer, whose post issue [ace value capital is more than # 10 Crore
and up 1o ¥ 25 Crore, may also issue specified securities.

(e} An issuer may make an initial public offer, il il satisfies track record and/
orothereligibility conditions of the SME Exchange on which thespecilicd
securities are proposed 1o be listed.

General Conditions [Regulation 230]: The SME making an initial public
offer shall ensure thal:

(@) It has made an application Lo one or more SME exchanges [or listing of
its specilied securitics on such SME exchanges and has chosen one ol
ihem as the designaied siock exchange.

() I has entercd into an agreement wilh a depositony for dematerialization
ol ils specified securities already issucd and proposed o be issued.

e) All 15 existing partly paid-up equity shares have eilher been [ully paid-up
or [oreited.

(dy All specilied securities held by the promolers @re in the dematerialized
form.,

) 1 has made lirm armnpements of linance through veril@ble means wwands
75% of the stated means of linance for the pmject proposed 1o be Tunded
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[rom the issue proceeds, excluding the amount 10 be mised through the
proposed public oller or through existing identifiable internal accruals.

The amount for general corporate purposes, as mentioned inobjects of the ssue
i the dralil olfer document and the oller document shall nol exceed 25% ol Lhe
amount being raised by the issuer.

057, POR Lid. 15 lisied on SME platform. The company has excellent
performance in terms of turaover and profit during last lew vears. 1t is
interesied in migraiing o the Main Board. Prepare a note on the same.
|Jeeme 2021 {5 Marks}]
Ans.: Option Lo migration lo maln board [Regulation 277): An issuer, whose
specilied securities are lisied on SME Exchanpe and whose post-issue [ace value
capital is more than # 10 Croce and up to # 25 Crore, may migrate its specilied
securitics 1o the main board of the siock exchanges il ils shareholders approve
such a migration by passing a special resolution through posial ballol wo this
elfect and il such issuer (ulfils the eligibility criteria for listing laid down by
the Main Board.

However, the special resolution shall be acted wpon il and only il the voles cast
by sharcholders other than promoters in favour of the proposal amount Lo at
least o Limies Lthe number of voles cast by sharcholders other than promaoter
shareholders against the proposal,

Compulsory migration (o maln board | Regulatlon 2800 2) | Whoere Lhe post-is-
sue lace value capital of an issuer listed on SME exchange is likely (o increase
hevond ¥ 25 Crore by virtue ol any lurher issue of capital by the issuer by way
of rights issue, preferential issue, bonus issue, oic. the issuer shall migraie ils
specilied securities listed on SME Exchange 1o the Main Boand and scek listing
of the specillied securilies proposed 1o be issued on the Main Boand subject 1o
the Tullilment of Lthe cligibility criteria [or listing of specilicd securilics laid
down by the Main Board.

However, no lurther issue of capital by the isswer shall be made unliess —

fa) The sharcholders of the issuer have approved the migration by passing a
special resolulion through postal ballod wherein Lthe voles casl by share-
hedders other than promoeters in Bavoar of the proposal amound 1o al least
two times the number of voles cast by shareholders other than promoter
sharcholders apainsi Lthe proposal.

{B) The issuer has oblained an in-principle approval from the Main Board
[ listing of its entire spociliod securitics on iL

INNOYATORS GROWTH PLATFORM

058, Startup companies have now come up with an Initlal Pablic olfer
with relaxation of many conditions applicable for Ind tial Public (ffer. In
this context, briefly, explatn about the “Institutional Trading Platform
(ITP)" and eligibility for listing. | Dec. 2018 (4 Marks)]
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Or
Explain the eligibtlity criteria for Usting on lanovalors Listing Growth
platform. |Dec. 2019 (5 Marks)]

Ans.: Innovators Growth Platlorm' means the trading platform for listing and
trawling of specilicd securilies of issuers that comply with the eligibility criteria
specilied in regulation 283

' Substitiied by the SEBI {ICDR) (Second Amendment) Repulations, 2019. Prior
ter its sshstitution, it read as “Institutional Trading Platform” means the irading
platform for lsting and trading of specified securities of issuers that comply with
the specified elipibility eriteria.
Eligibility [Regulaiion 283} Following entities are eligible [or listing on In-
novators Growih Platform:
{1} Anissuerwhich is intensive in the useol wehnology, information technolo-
gy, intellectual propenty, data analylics, bio-lechnology or nano-lechnology
1o prowide products, services or business platforms with substantial value
addition shall be cligible for listing on Lthe innovalors growth platfonm,
provided that as on the date ol liling ol drall information document
or dralt offer document with the SEBI, as the case may be, 25% of the
pre-issue capiial of the Issuer Company [or al least a period of 2 years,
should have been held by:
1. Qualilied Institutional Buyers
11. Family trust with net-worth of more than ¥ 500 Crore, as per the
Inst audited linancial statements.
1L Accredited Investors [or the purpose of Innovalors Growih Pladfonm.
V. Following regulated enlities:
{a) Catepory-111 Forvign Portiolio Investor.
{b) An entity meeting all the following crileria:
(i) 1Lis a pooled investment fund with minimum assets
under management of $150 milllon.
(i} It is registened with a linancial secitor regulaior in
the jurisdiction of which it is a residentL
(##) 1t is resident of a country whose securities markel
regulator is a sipnatory Lo the International Orga-
nization ol Securilics Commission’s Multilaleral
Memormandum of Undemsimnding (Appendix A Sig-
nalorics) or o signatory o Bilateral Memorandum
of Undersianding with the SEBL.
{iv) Itis not resident in a country identilied in the public
stalement of Financial Action Task Force as:
» a jurisdiction having a siralegic Anti-Moncy
Laundering or Combaling Lthe Financing ol
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Terrorism deliciencies (o which counter mea-
sures apply; or

+ a jurisdiction that has pot made sullicient
progress in addressing the deliciencies or has
nol commitled toan action plandeveloped with
the Financial Action Task Force to address the
deliciencies.

Explanation:

(a) Fodlowing entilles shall be eligible lo be considered as accerediled
investors for the purpose of innovalors growth platform:

() Any individual with wsal pross income of ¢ 30 lakh annually
and who has minimum liquid net worth of ¥ 5 Crore.
{if) Any body corporale wilth net worlh of ¥ 25 Crore.

(b)) Nolmore Lhan 10% ol Lhe pre-issue capital may be held by Acoredited
Invesiors.

{c) For the purpose of accreditation: The personsicorporale bodies
who wish 1o gel acoreditation for the purpose of innovabors growih
platform, shall approach the stock exchanges or deposilories and
Tollow the procedures prescribed by the Board and / or such stock
exchange or depository for the purpose of accreditation as an
Accredited Investor, from time 1o time.

(2) An tssuer shall be eligible for listing on the institutional trading platform
il none of the promoters or directors of the issuer company is a lugitive
coonomic olfender.

59, Can an entity, pursue Bsting of its speclAed securities without mak-
ing a public issue? Give the exemptions, Ifany.  |June 2009 (3 Marks)]
Ans.: Listlng without a public issue [Regulation 284]:

(1) Anissuer secking listing ol itsspocilied securities without making a public
olfer, shall file a drali inlormation document along with the necessary
documents with the SEBI in accordance with these regulations along
with the fee as specified in Schedule 1 of these regulations.

(2) Draltinformation decument shall contain disclosuresas specified in Part
A ol Schedule VL

Initial Public Offer on Main Board shall nol be applicable:
) Allotment
(i} Issue opening or closing
{itf) Advertisements
{iv) Underwriting

(3} The regulations relating 1o the following as stated under the Chapier of
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(v) Regulalion 5(2)
(wi) Pricing
{wii) Dispaich of issue malerial
(viii) Other such provisions related 1o offer of specified socurities o the
public.
{4) The issuershall obtainan in-principle approval lrom the stock exchanges
on which il proposes Lo gel ils specilied securities listed.
(5} The issuer shall list ils specilied securitios on the recognized siock ox-
change within 30 days:
{a) From the dale of issuance of observations by the SEBIL or

(b} From the expiry of the period stipulated in Repulation 25(4), il the
SEBI has nol issued any such observalions.

060, Neel Blo Tech Limiled whose spectiled securiiles are traded on the
“Innovators Growth Platform” (IGP) pursuant (o an inftial Public Ofer
(1PD) would lke to exii from IGP. Fxplain in brief the conditions under
which the company can exit from the “Innovators Growth Platform”™ as
per SEBI (ICDR) ( Second Amendment) Regulations, 2021,

Wne 2022 (5 Marks)]

Ans.: Regulation 2904 which deals with “Exit of issuers whose securities are
listed and trading on the Innovators Growth Mlatform purseant toan initial public
offer” has been omitled by SEBI (ICDR)} (Amendment) Regulstions, 2022 w.ed.
14.1.2022. Hence, Question is nol relevant for Dec. 2022 and onward cxams.

061, Give answer with reasons with reference (o SEBI regulalfons on
minimum application stze for listing in SME and Innovators Growth
Mﬂ_ I]Hl‘.mflﬂfhﬂ

Ans.: Minimum application size for listing in SME and Innovators Growth
Platform is as under:

SME Plaiform
Innovalors Growth Platform

21 lakh
¥ 2 lakh

This is kept higher than a regular non SME issuc so that very small investors
do nol invest in the primary markels in these issues,

SOCIAL STOOK EXCHANGE

062, SEBI has recenily Introduced the concepl of Soctal Stock Exchange

hmuﬂl(mm 2018. In this conneciion, yonare
required to answer the following

{i) Whal do you undersiand by Social Siock Exchange?
() Who can access 1o Soclal Stock Exchange?
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(#) Who Is required to coasiliule Soclal Stock Exchange Governlng
Councdl?

(iv) Whatare the requirementsrelaling loregisiration [or Not [or Profit
Organizaifon?

(¥) How Social Enterprise may ratse flunds onaSocial Stock Exchange?
Ans.: Soclal Stock Fxchange [Regulation 292A(§)): Social Stock Exchanpe
means a separale segment of a recognided stock exchange having nationwide
irading lerminals permitied o register Nod lor Profit Organizations and list the
securitios issued by Not for Prolil Organizations in accordance with provisions
ol SEBI (ICDR) Regulations, 2018,

Access toSoclal Siock Exchange | Regulation 292CE A Social Stock Exchanpe
shall be accessible 1o instlutional investors, non-imstlutional investors and
refail investors.

Social Stock Exchange Goveralag Councll | Regulation 292D Every Social
Stock Exchange shall constitule a Social Stock Exchange Governing Council 1o
have an oversight on s functicning,

The composition and lerms of reference for such Governing Council shall be
specified by the SEBI from time Lo Lime.

Requirements relating to reglstration for a Not for Profit Organization
[Regulaiion 292F]:

(1) A Nt Tor Pmofit Organiration shall mandatorily seck registration with
a Social Sk Exchange belore it rises funds through a Social Stock
Exchanpe. However, a Nol for Profit Organizalion may choose Lo register
on a Social Stock Exchange and nol raise funds through it

(2) The minkmum requirements lor registration ol a Mot lor ProlilOrganiration
on a Social Stock Exchange shall be specilied by (he SEBI from time (o
lime.

(3) The Social Stock Exchange may specily the eligibility requirements for
registration of a Nol lor Prolil Organization in addition o the minimum
requirements specilicd by Lthe SEBIL.

Fund ralsing by Social Enterprises [Regulation 292G]: A Social Enlerprise
may raise lunds through following means:

(@) A Nollor Profit Organization may raise funds on a Social Stock Exchange
throwgh:

(i) Bsuance of Zero Coupon Zemo Principal Instruments to cligible
Investors.
(i} Donations through Mulual Fund schemes as specified by the SEBL

(i) Any other means as specilied by the SEBI [mom time 1o lime,
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(B) A For Profil Social Enterprise may mise funds through:

i} Issuzsince ol eguity shares on Lhe main board, SME platlorm or in-
novators growth platform or equity shares issucd (o an Allernative
Investment Fund including Social Impact Fund.

(i} Issuance of debi securities.

(iif) Any oiher means as specified by the SEBI [rom time 1o lime.
Explanation: Securities issucd by For Prolil Social Enterprises shall be listed
and traded under the applicable sepment of the stock exchange with an identi-
lier stating that the scrip is that of a For Profit Social Enterprise and such For
PrufiiL Social Enterprises shall mect the eligibility criteria for the main board,
SME Platlorm or innovators growih platform, as applicable, in addition to the
othor applicable criteria.

063, What are the eligibility conditions for being ideatified as “Soclal
Enlerprises” under Chapler X of SEBI (Issue of Capltal & Disclosure
Requirements) Regulations, 20182 ume 2023 (5 Marks)]

Ans.: Eligibility conditions for being identifled as Soclal Enterprise | Regu-

laifon 292E;

(1) A Nt [or Profit Organization or a For Prolil Social Enlerprise, o be
identified as a Social Enlerprise, shall establish primacy ol ils social
intenl.

(2} Inorder ioestablish the primacy ol itssocial intent, such Social Enierprise
shall meet the lollowing oligibility criterin:

(@) The Social Enterprise shall be indulged in a1 leasi one of the fol-
lowing activities:

Eradicating hunger, poverly, malnutrition and incguality.

- Promoting health care incleding mental healthcare, sanila-

tion and making available safe drinking water.

Promoting education, emplovability and livelihoods,

Promoting gender eguality, empowermenl of women and

LGBTOIA+ communities.

- Ensuring ¢environmenlal sustainability, addressing climale
change including mitigation and adapiation, lorest and
wildlife conservation.

- Protection ol national heritage, ar and culiure.

- Training o promole rural sports, nalionally recogniced
sports, Paralvmpic sports and Olympic sports.

- Supporting incubators ol Social Enterprises.
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Supporting other platforms that strengthen Lthe non-profil

coosysiem in lundraising and capacily building.

- Promaoting livelihoods for rural and urban poor including
enhancing income ol small and marginal farmiers and work-
ors in the non-farm seclor.

- Slum area development, alfordable houwsing and other in-
Lerventions o build sustainable and resilient cities.

- Disaster management, including reliel, rehabilitation and
reconsiruciion activities.

- Promotion of linancial inclusion.

- Facilitating access o land and propeny asscts for disadvan-
Laged communities.

- Bridging Lhe digital divide in intermel and mobile phone

access, addressing issues of misinformation and dala

protectiion.

Promoting wellare ol migranis and displaced persons.

- Any othor prea as identified by the SEBI or Government of
India from time 1o time.

{B) The Social Enterprise shall targel undermserved or less privileged
populalion scgments or regions recording lower perflormance in
the development priorities of central or stale governmenis.

{c) The Social Enterprise shall kave at least 67% of ils activities, quali-

fving as eligible activities (o the tarpet population, o be established
through one or more of Lhe following:

(i) Al least 67% of the immediately preceding 3-vear average of
revenues comes [rom providing eligible activities to members
ol the targel population.

(i#) AL least 67% of the immediately preceding 3-year average of
expenditure has been incurred For providing cligible activities
o members of the tarpet population,

({ii) Members of the tarpet population (o whom the cligible
aclivities have been provided constitute at least 67% ol the
immediately preceding 3-vearavernge of the tlal customer
base andior total number ol bencliciaries.

{3) Corporate foundations, political or religious organizations or activilies,
prolessional or lrade associations, inlrasiroeciure and housing companics,
excepl alfordable housing, shall aot be eligible (o be identilied as a Social
Enlerprise.
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064, Ammc-eui.m' m-plﬂed 11ts Inttial Public Offer
{IP0). List oul the documents (o be submitied on T + 2 days for Hsting
nﬂﬂ.'l. mmrsmn
Ans.: lldn[ﬂnﬁlﬂnﬂslnbcﬂbﬂﬂﬂndon[Ti-]d.l}'ﬂfm‘Iutlngdlm
are as under:

# All due dilipence cenificates liled with SEBI by Merchant banker.

+ Obsenalion Letter issued by SEBI pursuant 1o filing of dmafl offer
document.

# Lisl of authorized signatories along with their specimen signatures.

+ Conlirmation from Lead Managers thal devolvement nolices have been
senl Lo underwrilers {applicable il the issue has devolved).

# Cerlilicale from the BRLMIs) that the issuc has received minimum
subscription as spocilied under Regulation 45(1) of the SEBI (ICDR)
Repulations, 2008,

# Confirmation lrom the company regarding the email 1D for Invesior
Grievances as per Regulation 46 of the SEBI (LODR) Regulations, 2015.

#* Copics of all advertisements published in connection wilth the issue up
T+ 1 siage.

# Conlirmation [rom the company slating that they have oblained authenati-
calion for SCORES [rom SEBI as per Regulation 13 of the SEBI (LODR)
Repulations, 2015,

065, A Usted company, Nishan Hitech Lid. issucd 10 lnkh equity shares

al a price of 7150 per share. The company provided Green shoe oplion
for stabilizing the posi lisiing price of the shares. On the day of lsting

of shares, the news of irade war between the two developed couniries

Nashes and the price of shares ol company fall to 2110, Declde how many
shares can be purchased by the stabilizing agent to control the price?

State the provislons for balance money lying in the special account for

green shoe oplion. [Dec. 2018 {5 Marks)]
Ans.:

As per Green Shoe concepl as contained in SEBI (ICDR) Regulalion, 2018, the
stabilizing agenl has 1o enler an agreement with the promolers or pre-issue
sharcholders or both Tor borrowing specilied securities from Lhem, specilying
therein the maximum number of specificd sccurities thal may be borrowed Tor
the purpose of alloiment or allocation of specified securilics in excess ol the
issue sive, which shall not be in excess of 15% of the Issue sire
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As per Facls given in case, Lhe Nishan Hitech Lid. issucd 10 lakh shares.
Stabilizing agent will bomow 15% o issued shanes e 1.5 lakh shares,
In public issue total 11.5 lakh shares will be allotted w public.

Tolal proceeds received in TPO = F1,725 lakh (11.5 lakh shares x 150)
Qut of lotal proceeds of 31,725 lakh -

(a) Amount of 21,500 lakh (10 lakh shares »x 150) will be remitted 1o the
Nishan Hitech Lid.

(b Amount received (rom the Green Shoe Shares € 225 lakh (1.5 lakh shares

w 150) will be parked in a special cscrow bank acoounl i.e. Green Shoe
Escrow Accodunil.

Price has been fallen 1o 2110, Thus, out of the money in Escrow Account the

stabilizing agenl will star 1o buy shares at 7110 or above so thal price increases

or slabilizes.

(Here simple principle of economics will apply as Stabilizing Agent starts to buy

shares demand increases and thus i will lead 1o increase price or at least it will

stop falling share price)

Fromm the promoters stabilizing agend has borrowed 1.5 lakh shares and hence

stabilizing apent can buy up 1.5 lakh shares only.

Any monies [eft in the special bank account after remimance of momnies (o the issuer |
and dednction of expenses incurred by the stabilizing agemt for the siabilization

process shall be transferred 1o the “Tnvestor Protection & Fducation Fund' estab-
lished by the SERI and the special bank account shall be closed soon thereafier.

066, Raman Lid. issued 50 Lakh equitysharesat apriceol £ 200 per share.
The company provided Green Shoe Option for stabllizing the post listing
price ol the shares, The Issue was oversubsceribed and 1t was dectded that
stablltring agent would borrowmaximum number of shares permiited by
SEBI{ICDR) Regulaitions. Due to rise in price during Green Shoe Opiion
period, only 5 Lakh shares could be boughi back ai the price of 7 180.
You are required to:
(1) Calculate the number of shares that the stablizing agenl needs to
borrow in this case at the me of alloiment and explain ihe same
with relevani provisions.

(i) Explain the responsibility of Issuer Company in the above case
with respect to shortfall while exercising Green Shoe Oplion.

(##i) State the amount to be transferred (o Investor Protection &
Education Fund. IDec. 2020 (5 Marks)}
Ans.:
As per Green Shoe concepl as contained in the SEBI (ICDR) Regulation, 2018,
ihe stabilizing agent has 1o enler an agreement with the promolers or pro-issue
sharcholders or both [or borrowing specified securilies [rom them, specilying

SANYWXVE




TANMANKE

.60 PART Il : CORPORATE FINANCE

therein the maximum number of specified securities thal may he borrowed lor
the purpose of allotment or allocation of specified securities in excess ol the
issue size, which shall not be in excess of 15% ol the 1ssue size .
As per [acls given in case, the Raman Lid. issucd 50,00,000 sharcs.
Siahilizing agent will bormmow 15% of issued shares Le. 7,50,000 shares,
In public issue total 57,350,000 shanes will be allotted 1o public.
Total procecds received in IPO = 7 1,15,00,00,000 (57,50,000 sharces x 200)
Oul of total proceeds of ¥ 1,15,00,00,000 -

(@) Amount of 2 1,00,00,00,000 (50,00,000 shares x 2000 will be remitied o

the Raman Lid.

() Amount received [rom the Green Shoe Shares £15,00,00,000 (7,50,000
shares = 2000 will be parked in a special eserow bank acoount Le. Groen

Shoe Escrow Accounl.
Any matics left in the Escrow Account alter remittance of monies 1o the issuer
and deduction of expenses incurred by the stabilizing agent lor the stabilization
pmcess shall be transferred o the “Investor Protection & Education Fund' os-
Lablished by the SEBI and the Escrow Account shall be closed soon therealier.

Q67. Good Luck Flnance Lid., a listed company Issued 20 lakh equity
shares of 7 180 each. The Company provided Green Shoe Option and Nis-
han was nominated as Stabliizing Agenl. On the date of listing, Corona
Virus threal spread across the globe.
Conscquently post listing, the share price of the company fall to #1350,
From the above:
(1) Compule ithe quaniom of shares thal can be boughi by Nishan.
(if) State the provisions for balance of shares Iving In the special
account for Green Shoe Oplion. _[.M 2021 (5 lluis,ll_
Ans.:
As per Green Shoe concepl as contained in the SEBI (ICDR) Regulation, 2018,
the stabilizing apent has to enler an agreement with Lthe promolers or pro-issue
sharcholders or both lor borrowing specitied securilies from them, specifving
therein the maximum number ol specified securities thal may be borrowed for
the purpose of allotment or allocation of specified securities in cacess of the
issuc sie, which shall not be in excess of 15% ol the Issue size .
As por facts given in case, the Good Luck Lid. issued 20 lakh shares,
Stahilizing agent will bormmow 15% of issued shares ie. 3 lakh shares,
In public issue todal 23 lakh shares will be allotied 1o public.
Tostal procecds received in PO = 7 4,140 lakh (23 lakh shares = 180)
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Out of total proceeds of ¥ 4,140 lakh -

(@) Amount of ¥ 3,600 lakh (20 lakh shares = 180) will be remitted o the
Good Luck Lid,

(b) Amount received from Lhe Green Shoce Shares 2 540 lakh (3 lakh shares
» 180} will be parked in a special escrow bank account Le. Groen Shoe
Escron Accounl.

Price has been [allen 1o 2 150, Thus, oul of the money in Escrow Accounl the
stabilizing agenl will start 1o buy shares al T 150 or above so thal price increases
o stabilives.

(Here simple principle of econontics will apply as Stabilizing Agent starls (o buy
shares demand increases and thus it will lead to increase price or at least i will
stop falling share price}

From the promoters stabilizing agent has borrowed 3 lakh shares and hence
stabilizing apenl can buv up 3 lakh shares only,

(68, PRAKS Lid. is planning for an IPO of 2,00,000 shares, al a book-

budlt price of ? 100 each resulting bn an IO stze of ¢ 2,00,00,000. As per
the ICDR Regulations, Lthe over-allotment component under the Green
Shoe mechanism could be up to 15% of the IPO. Prior to the 1PO, the

slabiltzing agenl would borrow such number of shares Lo the extent of
the proposed Green Shoe shares [rom (he pre-issue shareholders. These
shares are then allotied to investors along with the 1O shares. The total

shares issued in the IMO therefore stands at 2,30,000 shares. IO pro-

ceeds recetved from the investors [or the 1PO shares, Le, T 2,00,00,000
belng 2,00,000 shares at the rate of # 100 each, are remitied to the Issner
Company, while the procecds from the Green Shoe Shares are parked in

a speclal escrow bank accouni, e Green Shoe Escrow Account. During
the price stabilization period, If the share price drops below 7 100, the
stabilizing agent would utifize the funds Iying in the Green Shoe Escrow

Account 1o buy these back shares from the open marked, This gives rise

to the following three sttuations, examine all stiuations given belowwith

reference to the role of stabilizing agent.

(@) Where the stabllizing agent manages (o buy-back all of the Green
Shoc Shares, e, 30,000 shares.

(b)) Where the stabllizing agent manages lo buy-back none of the Green
Shoe Shares.

{e) Where the stablltzing agent manages io buy-back some of the Green
| Shoc Shares, say 20,000 shares. [urie 2024 (5 + 5 + 5 = 15 Marks)]
Ans.:
As per Green Shoe concepl as contained in the SEBI (ICDR) Regulation, 2018,
Lhe stabilizing apent has 1o enler an agreement with Lthe promoters or pre-issue
sharcholders or both [or borrowing specified securities from them, specifying
Lherein the maximum oumber of specibed securitics thal may be borrowed Tor
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the purpose of allotment or allocation of specified securitics in oxcess of the
issue sive, which shall not be in excess of 15% ol the 1ssue slze .

As per facis given in case, the PRAKS Lid. issued 2,00,000 shares,
Stabilizing agent will bormow 15% of isswed shares L2, 30,000 shares.
In public issue total 2,30 000 shares will be allotied w public.

Total procecds received in 1PO « ¥ 2 30,00,000 {2,30,000 shares x 100)
Oul of 1otal proceeds of ¥ 2,30,00,000 —

(@) Amount of ¥ 2,00,00,000 (2,00,000 shares = 100} will be remitied 1o the
PRAKS Lid.
(b) Amunt received from the Green Shoe Shares £ 30,00,000 (30,000 shares

* 100} will be parked in a special escrow bank acoount 2. Green Shoe
Excrow Acoounl.

Situation 1: Where the Stabiliziag Agenl manages Lo buy-back all of the
Green Shoe Shares, ie. 30,000 shares: In this situation, lunds in the Green
Shoe Escrow Account (T 2,00,00,000, in this case) would be deploved by the
stahilizing agent tlowands buving shares [rom the open markel. Given that the
prices provalent in the markel would be less than the issue price of T 100, the
stabilizing agentl would have sulficient funds lving at his disposal w complele
this operalion,

Having bought back all of Lhe 30,000 shares, these shares woubd be lemporarily
heeld in a special depositony account wilth the depository participant (Green Shoe
Demal Aceount), and would then be returned back o the lender shareholders,
within a maximum period of two dayvs aller the stabilization period.
Sltuation 2: Where the Stabilizing Agent manages (o buy-back none of the
Green Shoe Shares: This situation would arise in the (very unlikely) event that
the share prices have [allen below the Issue Price, bul the stabilizing agent is
unmable 1o find any sellers in the open markel, or in an evenl where the share
prices continue Lo Lrade above the listing price, and therelore there is no neosd
lor the stabilizing apent 0 indulge in price stabilization activilics,

In cither ol the above-said siluations, the stabilizing agent is undera conbraciual
obligation o returmn the 30,000 shares that had initially been borrowed [rom
the lending sharcholders. Towards mecting this ohligation, the issucr company
winld allod 30,000 shares Lo Lhe stabiliding apenl into the Green Shoe Demat
Accounl (Lhe consideration being the lunds lving the Green Shoe Escrow Ac-
count), and these shares would then be returned by the stabilizing apent 1o the
lending sharcholders, thereby squaring ofl his res ponsibilities.

Simation 3: Where the Stabilizing Apent manages (o buy-hack some of
the Green Shoe Shares, say 10,000 shares: This siluation could arise in an
evenl where Lhe share prices wilness a drop in the initial stages ol the price
stabilization period, bul recover lowands Lhe laller stapes.
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In this siluation, the stabilizing apent hasa responsibility 1o return 30,000 shares
1o the lending sharcholders, whercas the stabilizing aclivities have vielded only
2,000 shares.

Similar 1o Lthe instance menlioned in Situalion 2 above, Lhe Ssucr company
wild allot the dilferential 10,000 shares into the Green Shoe Dematl Account
1o cover up the shonfall, and the siabilizing apent would discharge his obliga-
Lo o Lhe leading sharcholders by reluming the 30,000 shares that had been
borrowed [rom them.

Both in Situations 2 and 3, the issuer company would need 10 apply 1o the
exchanges for obtaining listingrading permissions [or the incremental shares
aflotted by them, pursuant 1o the Green Shoe mechanism.

Any monies lell in the special bank account alter remiltance of monics o the
issuer and deduction of expenses incurred by the stabilizing apenl for the sia-
hilization process shall be translerred 10 the "Investor Protection & Education
Fund’ established by the SEBI and the special bank account shall be closed
soon Lherealler.

MISCELLANEQUS TOPICS RELATING TO PUBLIC ISSUE

069, Mscuss varfons factors to be consldered by the management of a

company [or a successful Road Show while preparing for marketing of

an IPO. |Jurie 2024 (5 Marks))
Ans.:

Al road shows, pencrally series of information preseatations are organized
in sclected citics around the world with analysts and potential institutional
invesiors. It is, in [act, a conference by the Bsuer with the prospective inves-
tors. Road show is arranged by the lead manager by sending invilation to all
prospeclive inveslors.

Management necds o prepare [or proposed Road shows and Investor Meels
in advance. Adequale representation ol promolers & key manaserial person
should be available [or various meets, Road shows etc. Ofien there is a need 1o
undergo training lor the representatives of Lhe Company aboul their conduct &
behaviour during these road shows. 1PO bound Companices prepare a 'Corporaie
Film® which includes briel aboul the Company, iis past and also lake inveslors
throdsgh the present sel up, practices lollowed by the Company, overview of pro-
posed expansion, briel information of management, financials ol the Company
including various financial ratios & parameters and basis of 1PO price. Besides
this a shori and concise Press Note aboul the Company and s 1PO is required
10 be released Tor publications.

The Road show pencrally comprises of a press meet and mecting wilth Brokers
and Investors/Analysts. Press Conlerence is aimed al giving information 1o the
press [or publication in their papersfnewspapers for dissemination of informa-
tion o the invesiors whereas ‘Brokers, Invesioms/Analysis Meel aims al piving
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detailed information to the markel paricipanis aboul the Company enabling
them o understand the details and ke it further W the ultimate investons.
Many a limes 1PO bownd Companies also organive sile/plant visit lor the market
parlicipanis enabling them o lake a view of manulaciuring lacilitics and other
administrative set up of the Company. Managemenis are required 1o lake inlo
consideration all the above [actors while preparing lor marketing of an IPO.

9 REAL ESTATE INVESTMENT TRUSTS

FEATURES & BEMEFITS OF REITs

Q1. Write shorl nole on: Benefils of REITs
or

An investor can invest in real estaie wil howt baying any physical property

by way of investment tn Real Fstate Investment Trusts (RETTs).

IEITIH_!I_HIM - _._’mefiﬂd:_,[.tl
Ans.: REIT - Meandng: REIT is an acronym [or Real Estale Investment Trusl
REITs refer o companics that operate, own or linance incomoe-producing real

[Dec. 2022 (3 Marks)]

estale properties. REITs are modeled on the lines of mutual funds, whersin vou -
can invest in a parl of real estate rather than the entire properly, which may be |

unalfordable lor retail invesiors.
BeacHis of Investing In REITs: Following are some kev bonelits ol investling
in REITs:

{1} Less Capiial Intensive: Direct investment in real estale properly is very
capital intensive. Bul each share of REITs will be comparatively more
alfordable. 11 does nol reguine larpe capital outllows.

{2) Mversification: REITs allow vou o diversily your investment portlolio
throuph exposure 1o Real Estate withoul the hassles related 10 owning
and managing commercial property. This diversilication allows you o
g0 beyond Lhe usual asset classes ol Equity, Debl & Gold as part of your
overall Asset Allocation Stralegy.

(3) Small Inftfal Investment: Onc ol the key problems associaled with making
Real Estaie invesimenis is Lhe large tickel sive especially in the case of
commercial properties. REITs require a much smaller initial invesiment
o provide similar porifolio diversilication benelils.

(4) Transparency: REITs arc listed in stock market; hence details will be
availuble on public domain.

1
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(5) Professional Management: Properties owned by a REIT ane managed
professionally. This easures smoolh operations and with no cllforl on
vour part lowards managing Commercial Real Estale.

{6) Regular Income Generatfon: REITs gencrale income [rom rental col-
lections and are required o mandatorily distribute 0% ol income o
investors as dividends and interest pavments. In this way, REITs provide
regular income Lo investors.

(7} Tax Free: Dividend earned by the investors of REIT will be tax ree.
(B) Fasi Caplial Appreclation: Capilal apprecialion can be phenomenal.
{9) Easy (o buy: Investmend in REITS casier than investment in Real Estale
properties.
2. 51ate the sallent [eatures of the SERI(Real Estale Investmeni Trusts)
Repulations, 2014,
Ans.:

{1} Governing Code: SEBI (Real Estale lavestiment Trusis) Regulations,
2014,

(2) Legal Structure: Trust sel-up under Lhe Indizn Trusis Acl, 1882,

(3) Parties to the REITs: Sponsor Group, Inducted Sponsor, Manuger and
Truslee.

(4) Maximum aumber of sponsors & Unll holding obligations:

# Each sponsor shall hold or propose 1o hold minimum 5% ol units
ol REITs on post-inilial offer basis.

#+ Collectively Lo hold minimum of 15% ol the tolal unils of the REIT
for a perbod of al least 3 years [rom the dale of Listing of such uniis
pursuant (o initial offer on a post issue basis.

# Any holding of the sponsors and sponsor groups cxceeding the
minimum holding, shall be held for a period of ai leasi one vear
Irom the date of lsting of such unils.

{5) EHgibility for Trustee: Trusice has 1o be regisiered under the SEBI
(Dobenture Trustee) Regulations, 1993 and shall not be an sssociate of
SponsorManagser.

{6) Lisilng requirement: Listing is mandatory for unils,

(7} Investment conditions: Al least 80% of the value of the REIT asscls
necds o be invested in completed and revenue penerating properties.

(8) Other Permissible Investments: Not more than 205 of value of the
REIT asscls can be invesled in:

(i} Developmental pmpertics,

CH. 9 REAL ESTATE INVESTMENT TRUSTS 9.3

(i} Listed or unlisted debt of companiesbody corpomte in real estale
SeClor.

(i) Morigage backed secorities.

liv) Equily shares ol companies which are listed on a recopnived slock
exchanpe in India which derive nol less than 75% of their operating
income from Real Estale aclivity as per the audiled accounts of
previous linancial vear.

(v) Governmenl securities.

{wi) Unutilized FSI ol a project,

(vii) TDR acquired lor the purpose of Utilization.
(vt} Money market instruments or Cash eguivalenis.

{9} Valuation of assets: Full valuation on a yearly basis and updating the
same on a hall vearly basis and declare NAV within 15 davs [rom (he dale
ol such valuationfupdating.

(10) Msiribution of Income: Al least 90% ol the net distributable income
afier tax of the REITHolden shall be distributed as dividend (o the unit
holders al least on hall-yearly basis and shall be made nol later than 15
days.

(11) Mode of Investment In properties: Dircculy or throwgh SPVs holding at
least 80¢% of their asseis directly in such properiies and shall not invest
inother SPVs. The REIT shall hold controlling interest and not less than
50% of the oquily share capital of the Special Purpose Vehicke.

(12) Initial offer restrictions: Minimum offer sive should be at least ¥ 250
Crore.

(13) Minimum Subscription Amount and uait slze: Under both the initial
olTer and ollow-on offer, rights ssue, OIP, minimum subscriplion size
[osr wnits of REITS shall be in range of © 10,000 1o ¥ 15,000

The units offered (o the public in initial oller shall nol be less than 25% ol the

number of units of the REIT on posi-issue basis. Can ofler less Uhan 25% subject

o ceriain conditions Trading lol shall be one unil,

(14) Borrowings and Deferred Payments: The apgregale consolidated bor-
rowings and deferred payments of the REIT shall never exceed 49% of
the value of the REIT asseis. In case such borrowingsidelermed payments
exceed 25%, approval [rom unit holders and credil rating shall be required.

(15) Value ol Assets: Value of Assels by REIT shall be al least ¥ 300 Crore.

(16) Minimum Unti holders: Minimum number of unit holders other than
spomsors, its related pariios and ils associales forming part of public shall
b al least 200,
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Q3. Explatn the term REIT. State the major difference between REIT
and Mutual Funds. June 2023 (5 Marks)]

Points REITs | Mutual Funds

AREIT is a corporation, trust, or | Mulval fends are professionally
mmnnﬂuﬂmubmﬂvml mnnqg:dpuiu]mualmhm
real estaic through properiics or | imvest in avariciyol vehickes, such
marigages. They trade on astock | as siock and bonds.
exchange and are bought and sold |

like: stocks |

A larpe amount ol Tunds 1o be | Mutual funds require small
shelled out il one wish o imvest | amounts ia be invesied.
j wnrval esate.

Diversification | | An Investorean invest nrij'malm— Mutual fu nds, h:rwmr allow
sabe related siocks through REITs. | vou 1o diversi by your portiobo by
| Imvesling In varous socions.

The SEBI{Real Estate Investment | The SEBI (Mutual Funds) Reg-
Trusts) Regulations, 2014 applics | ulations, 1996 applics o Mulual

o0 REIT=. | Funds.

4. Explain the meaning of ‘Special Purpose Vehicle” as mentioned in
mm{mmw )mnm

Ans.: Speclal Purpose Vehicle [Regulatton 2(10zs)k Special Purpose
Vehicle or SPV means any company or LLP:
() In which either the REIT or the Holdco holds or proposes 1o hold aol
less than 50% of Lhe equity share capital or inleresl.
(4} Which holds nol less than B0% of ils assels dircetly in propertics and
does not invest in other special purpose vehicles
(i) Which is nol cagaged in any activity other than holding and developing
property and any other activity incidental tosuch holding or development.

mmﬁ-mmww&mm&epﬂk
tssue of RETTs and InviTs [Dec. 2019 (3 Marks)]

or

Explain gpuidelines issued by SEBI on participation by the sirategic in-
vestors in IaviTs and REITs vide its circular dated 18th Jamuary, 2018,
[Dec. 2020 (5 Marks)]
Oor

CHL 9 - REAL ESTATE INVESTMENT TRUSTS 9.5

Explain the meaning of ‘Strategic Invesior’ as meationed o the SEBI
{Real Esiate Invesiment Trusis) Regulaifons, 2014,
|Dec. 2021 (5 Marks)]

Or

Explain in briel abowl Strategic Investor and participation by the Sira-
tegle Investor in the public Issues of REITs, |Dec. 2023 (5 Marks))
Ans.: Strategic Investor |Regulatton 2(1M b)) Stralegic Inveslor means
[ollowing entitics who invest, either jointly or severally, not less than 5% of the
iotal offer size of the REIT or such amount as may be speciflied by the SEBI,
subject 1o the compliance with the applicable provisions of the FEMA and the
Rules or Repulations or Guidelines made thereunder -
) Infrastruciure linance company registered with RBI as NBFC.
(i) Scheduled Commercial Bank.
(i) Multilsteral andfor hilateral development flinancial instilution.
{iv) Systemically imporiant NBFC registered with RBIL
(¥} Forcign porilolio inveslor.
{wi} Insurance company registered with TRDA,
(wii) Mulual fund.
Pariicipation by siraiegic investors in public issue of REITs: SEB] vide
its circular dated 18th January, 2018 issued puidelines on panticipation by the
siralegic investors in InviTs and REITs. This circular secks o give clarilications
on Lhe participation by Lthe strategic investors’ in the public issue of the REITs
and the InviTs,

Holding Requirements

Issue price of units &

utilization of funds - J

Holding by siraiegic in-
veslors

-Minimum 5%

Price al which units are |

olfered o the stralegic
imveslors must ool be lois

than the price determined |

Units subscribed by sira-
tegic mveslors pursaant
o the wnil subscription |
agrectent will be locked- |

Maximum I5% in the puhlic issue. in for a period of 180 days |
Holding by public (other | 1y must he cnsured that the | from the date of listing |n
thanstrategicinvestorsd | b ription amount iskept | Public ssuc,
sponsors i the separale sccounluntil

-Minmum 25%. the public Esue s opened.
Holding by sponsaor:

~Minimum 5%.

~Maimum 709
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REGISTRATION OF REAL ESTATE INVESTMENT TRUSTS

(6. What Is a Real Estate Investment Trust (REIT)? What are the eligl-
bility crileria for granting a certificate to an applicant to act as REIT as
per Lhe SEBI ( Real Estate Investment Trusts) Regulations, 2016 in this
regard? 1Dec. 2016 (8 Marks))

Oor

“No person shall acl as a Real Estate Investmeni Trusi (REIT), ualess it
15 registered with SEBI under the REIT . Slructure a REIT
with due consideration io eligibiltiy and basic condiiions (o be fulfilled
under SERI (REIT) Regulations, 2014, Hune 2022 (5 lehg]_
Ans.: REIT - Mcandag: REIT is an acroenvm [or Real Estale Investment Trust.
REITs refer o companies thal operate, own or linance income-prodocing real
eslale properiies.
REIT or Real Estale lnvesimenl Trust shall mean a brust registered as such
under the SEBI (Real Estate Investment Trusis) Regulations, 201 6. | Regulation
21 )(zm)]
Eligibility: In a REIT struciure, the following parties are involved:
» REIT Applicant {Trust which holds the underlying properiics)
* Sponsor (like a promoter in case of a listed company )
#+ Trusiee of the REIT
+ Mamager (A company or an LLP which manages assels and invesimenis
ol the REIT and underiakes opermitional activities of the REIT)
Elgibiltty Criteria | Regulation 4] For the purpose of prant ol certilicale 1o
the trust, SEBI shall consider all matiers relevant to the activities as Real Estale
Invesiment TrusL
The SEBI shall consider the following, namely -

() Regisirationunder Regisirailon Act, 1908: Theapplicani is the sponsor
on behall of trust and the instrument of brust is in the form of a deed duly
registered in India under the provisions of Lthe Registralion Act, 1908,

{b) Objective of REIT and responsibilities of Trustee: The irusi deed hos
ils main objective as underlaking activity of REIT and includes respon-
sibilities of the Trusiee.

(c) Destgnailed persons are separale entitles: Persons have been designat-
ed as sponsors), manager and trustee and all such persons are separale
enlities.

{d) Eligibility criteria for sponsor:

{{) Ezchsponsorshall hold or propose 1o hold nod less than 5% of the
number of unils of the REIT on post-initial offer basis.
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(if) Each sponsor and sponsor proup shall be clearty identified in
application of registration and in offer documenvplacement
memorandum. However, [or cach sponsor group nol less Lhan one
person shall be identificd as a sponsor,

Onaly [ollowing entilics may be considered as sponsor group:

1. A person or enlily who is directly or indirectly holding an
interest or sharcholding in any of Lhe assels or SPYs or
Holdens proposcd (o be transferred (o the REIT.

2. A person or entity who is directly or indirectly holding units
of the REIT on posi-issuc hasis.

3. A person or enlily whose experience is being utilived by the
sponsor for meeting with the eligibility conditions requined
under Regulation 4(2)d)(ii).

(iif} The sponsoris), on a collective basts, have anet worth of nol less
than ¥ 100 Crore. However, each spoaser has a nel worth of no
less Lhan 25 Crore.

{iv) The sponsoror its associale(s) has nol less than 5 yvears experience
indevelopment of real estate or [und management in the real estate
industry. However, where the sponsor is a developer, al least twao
projects of the sponsor have been complotod.

{e) Elztbiliiy criteria for Manager:
(i} The manager has a net worth of nol less than * 10 Crore il the
manager is a body corporate or a company or nel tangible assels
ol value nol less than ¥ 10 Crore in case Lthe manager is LLP.

(i) The manager or ils associale has nol less than 3 years experience
in lund management oradvisony services or property managemenl
in real estate industry or in development of real estate.

{iii) The manapger has not less than two key personnel who each have
nol less Lhan 5 years experience in fund management or advisory
services of property management in the real estale indusiey or in
development ol real estale.

(v} The manager has nol less than hall, of its dircciors in the case of
a company or of members of the poverning Boand in case of an
LLP, as independent and nol directors or members of the poverning
Board of the manager of another REIT.

{v) The manager has entered into an investment management agroe.
menl with the trusiee which provides Tor the responsibilities of
Lhe manager.

(N Eligibility criteria for trustee:

i} The trusiee is registered with the SEBI under the SEBI ( Debenture
Trustees) Regulations, 1993 and is nol an smsociale of the sponsons)
OF MARATCT.
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(i} The trusiee has such wherewithal with respect 1o inlrastructure,
personnel, cic. io ihe satisfaction of the SEBI and in accordance
wilh circulars or guidelines as may be specilicd by the SEBIL

(£) Unlt holders: No unil holder of the RETT cajovs superior voling or any
other rights over another unit holder and there are no multiple classes
of uniis ol REIT.

However, subordinale units may be isswed oaly o the sponsors and lis
associales, where such subordinale unils shall carmy only inferior voling
or any olther rights compared o other units,

Unil holders holding not less than 10% of the wial outstanding units of
the REIT, cither individually or collectively, shall be entithed w nominaie
one direclor on the board of directors of the Manager, in the manner
specilied by the SEBIL

The director so nominated shall recuse Irom voLng on any ransaction

in which such nominee director or associate of such nominee director or
the unit holder who nominated such nominee director or the associale

ol such unil holder is a pany.

Any unil holder holding nol less than 1 0% of the total oulstanding units of
the REIT shall comply with the Stewardship Code specilied in Schedule
IX.

(h) Disclosure of actviiles of REIT: Applicant shall clearly describe al
the time ol application for registration, delails pertaining (o proposed
activitics of the REIT.

1) Fit and proper person criterda: The REIT and parties 1o the REIT are
fit and proper persons based on the criterin as specilied in Schedule 11
ol the SEBI {Intermediaries) Regulstions, 2008.

i) Rejection of previous application: The SEBI shall lake into consider-
atbon the fact the whelher any previous application [or grant of certilicate
by the REIT or the partics o the REIT or their directors/members of
poverning board has been rejected by it

(k) Disciplinary action: The SERI shall take into consideration whothorany
disciplinary action has been taken by the SEBI or any other regulatory
authorily against the REIT or the partics 1o Lthe REIT or their direclors/
members of governing board under any Act or the repulations or circulars
or guidelines made thercunder.

RIGHTS AND RESPOMSIBILITIES OF PARTIES TO THE REIT, VALUER & AUDITOR

07. State any eight rights and responsibilities of trustee (o the REIT as
contained under the SEBI (Real Estate lnvestment Trust) Repulations,
2014,
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Ans.: Rights and responsibilities of irusiee [Regulation 9]:

(1) The trustee shall hold the REIT asscis in Lrust [or the benefit of the wnit
holders in accordance with the brust deed and these regulations.

(2) The Trustee shall enter inlo an investimenl management agreemenl with
the manager on behalfl of the REIT.

{3) The trusice shall oversee activities of the manager in the interest of the
unil holders, ensure thal the manager complics with Regulation 10 and
shall shiain compliance certilicate Irom the manager in Lhe [orm as may
b specilicd on a guarierly basis.

(4) The trusice shall ensure that the manager complics with Lhe reporting and
disclosires reguirements in these repulations and in case of any delay or
discrepancy, require the manager io rectilly the same on an urgent basis.

(5) Thetrusiceshall review the transactions carmied oul belween Lhe manager
and ils associales and where the manager has advised thal there may bea
conflict ol interest, shall obwinconlirmation from a practicing chanered
accouniant or a valuer, as applicable, that such transaction s on arm'’s
lengih hasis.

(6) The trustee shall periodically review the status of unil holders” complainis
and their redressal undertaken by the managor.,

(7) Thetrusice shall make distributions insccondance with Regulation 18(16)
and ensure thal the manager makes timely declaration of disiributions
Loy Lhet unit holders,

() The trustee may require the manager Lo sel up such systems and submit
such repons to the trustees, as may be necessary for effective moniloring
ol the performance and lunctioning of the REIT.

{9) The trusice shall ensure that subscriplion amount is kepl in a separale
bank account in namc of the REIT and is only wtilized [or adjusiment
againsl allotment of unils or relund of money Lo the applicanis Lill the
Lime such units are listod.

(10) The trusice shall ensure that the remunceration of the valuer is not linked
o or hased on the value of the asset being valued.

(11} The trusiee shall ensure (hal the manager convenes meelings of the unil
holders in accordance with these regulations and oversee the voling by
unil hoelders and declare outcome of Lhe viding.

{12) The trusice may lake up with the SEBI or wilh the designoted siock
exchange, any mailer which has been approved in an annual meeling or
special meeting, il the matter requires such action.

(13) In case of any change in manager due (o removal or olherwise —

(a) Priow 1o such change, the trustee shall obain approval [rom wnit
holders in accordance with Repulation 22 and approval [rom the
SERI.
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(B) The trusiee shall appoint the new manager wilhin throe months
[rom the date of wermination of Lhe carlicr investment management
agrecment.

{c) The provious managershall continue loact as such al Lthe diserotion
of Lrusiee Ul such Ume as new manmager is appoinied.

{d) The trusiee shall ensure that the new manager shall stand substi-
Luted as a party in all the documents Lo which the earlier manager
Was A party.

) The trusice shall ensure that the carier manager conlinues Lo be
liahle forall its acis of omissions and commissions notwil hstanding
such lermination.

(14) The trustee shall obtain prior approval from the unit holders in acoor-
dance wilth regulation 22 and [rom the SEBI in case ol change in control
ol the manager.

{15) The wrustee of the REIT shall be substituled shall nol invest in wnils of
the REIT in which it is designaled as the trusiee.

(16) The trusice shall ensure that the activity of the REIT i being operated in
accordance wilh the prowvisions ol Lhe trusl desd, these regulations, Lhe
olfer document and if any discrepancy is noticed, shall inform the same
i the SEBI immodiately in writing.

(17) The trustee shall provide 1o Lhe SEBI and to the designated stock exchanpe
such information as may be soughl by the SEBI or by the designated
stock exchange periaining (o the activity of the REIT.

{18) The trusiee shall immediately inform o the SEBI in case any act which
is detrimental o the interest of the unit holders is noled.

8. Who is the sponsor of a Real Estale Investment Trust? Whal are the

mmmuhmdwhumhm
[Dec. 2007 (7 Marks)]

Ans.: Spm-w [Regulaiion 2(1 K i)]: Sponsor means any person who sel-up
the REIT and designated as such al the time of application made o the SEBI
and shall include an inducied sponsor,

Sponsor Group [Regulation 201 ) 21 Sponsor Group includes:
(i} The sponsor(s).
(i} In case the sponsor is a body corporate:
{a} Entities or persons which are controlled by such body corporale.
(b} Enlitics or persons who conlrol such body corporale.

{c} Entities or persons which are controlled by persons as relerred in
clause (b).
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(iif) In case sponsor s an individual:
{ad An immediate relative of such individual (Le. any spouse ol that
person, or any parenl, brother, sister or child of the person or of
Lhe spaostise).
(k) Entities or persons which are controlled by such individual.

Provisions relating to holding of unlis by sponsors and sponsor groups
[Regulation 11(3)]:

The sponsors and sponsor groups shall collectively hold not less than -

) 15% of the wtal units of the REIT, for 3 years [rom the date of listing
of units in the initial offer. However, any holding by the sponsors and
sponsor groups exceeding 15% shall be held for a period ol notl less than
one vear [rom the date of listing ol uniis issued in Lhe initial ofer.

{it} 3% ol the wnal units ol the REIT, [rom the beginning of 4th vear and
Lill the end of Sth vear [rom Lthe date of listing of the units issucd in the
initial oller.

(i) 3% of the wial units of the REIT, lrom the beginning of 6th vear amd Ll
the end ol 10th vear from (he daie of listing of (he units issued in the
initial offor.

() 2% of the total unils of the REIT, rom the beginning of 1 1th year and
till the end of 20th year from the date of listing of the units issucd in the
initial offer.

{w) 1% of the 1otal units of the REIT, after completion ol the 200h year from

the date of lsting of units issued in the initial offer.

The maximum value ol the units (o be held by Lhe sponsors and sponsor groups
lor compliance with clauses (i) o (v) shall nol excecd ® 500 Crore or such olther
value as may be decided by the SEBI from time to time and such valuation shall
be based on the latest available nel assel value of Lhe REIT.
An assessment of compliance of requirements under clauses (i) 10 (v) shall he
done at the lime ol each fresh issuance of wunits and at the beginning of chanpe
in threshold of the percentage for minimum unit holding reguirement.
For REITs that have already issued wnits pursuant to an initial ofler as on the
date of coming into cflect of the SEBI (Real Estale Invesiment Trusts) (Second
Amendment) Regulations, 2023, the provisions contained in clauses () 1o (v)
shall be applicable only for the additional units issued by the REIT afier such
date and the units that are locked in al the lime of initial offer shall continue
1o be locked in il the completion of 3 vears from the date ol lsting of unils in
such initial offer.

Lock-in of unfts [Regulation 11(3A)): The units reguired 1o be held shall be
locked in and shall not be encumbered, Any encumbmance created on units held
1o comply with the minimum unil holding requirement applicable belore Lhe
date of coming into effect of the SEBI (Real Estale Investment Trusts) (Second
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Amendment) Regulations, 2023, may continue il the encumbrance exisl on
such date.

09. Regulation 11of the SEBI(Real Estate Investment Trust) Regulations,

‘.‘l“t:mlilﬂmnndmusﬂﬂmudmm and sponsor groups [Regu-

(1) Set-upol the REIT and appotal trustee [ Regulation 11(1)}: The spon-
sors and sponsor groups shall set up the REIT and appoint the trustee of
the REIT.

(2) Transler of eatire sharcholding of the s and sy group

to REIT [Regulation 11(2)): The s-putrm and spummr proups shall
transler or undeniake to transfer, subject 1o a binding agreement and ad-
equate disclosures in Lhe initial offer document, their entine sharcholding
or interest and rights in the Holdeo andior SPV o entire ownership of
Lhe real estaie assels (o the REIT prior wo allotment of units ol the REIT
oy Lhe applicanis.
However, Lhis provision shall not apply 1o the extent of any mandatory
halding of sharcs orinterest and rights in the Holdco andfor SPV by the
sponsors and sponsor groups s required ander any Act or regulations or
circulars or guidelines of povernment or regulatony authority as specilicd
from lime fo Lime.

(3) holding of uniis by sponsors and sponsor groups | Regulation 11{3)]:
The sponsors and sponsor groups shall collectively hold not less than —

iy 15% ol the total wnils of the REIT, lor 3 years from ihe date of
listing of units in the initial offer. However, any holding by the
sponsors and sponsor proups exceeding 15% shall be hold for a
period ol nol less than one year [rom the date ol listing of units
isswed in the initial olfer.

() 5% of the wial wnits of the REIT, [rom the beginning of 4th year
and Lill the end of 5th year Irom the dale ol lisling of the units
issued in the initial offer.

(i) 3% of the wial unils of the REIT, from the beginning of 6th year
and Gl the end of 10th year from Lhe date ol listing of the unils
issued in the initial olfer.

{ivd 2% of the total units of the REIT, from the beginning ol 1 1th year
and Lll the end of 20th yeur [rom the daie of listing ol the uniis
issued in the initial olfer,

(¥} 1% ol the ital units of the REIT, aller completion ol the 200h vear
from the date of listing of units ssued in the initial olfer.

The maximum value of the units 1o be held by the sponsors and sponsor
proups [or compliance with clauses (i) 1o (v) shall not exceed ¥ 500 Crom

CH. 9: REAL ESTATE INVESTMENT TRUSTS 9.13

or such other value as may be decided by the SEBI from time o lime
and such valuation shall be hased on the latest available net asset value
ol the REIT.

An assessmenl of complinnce ol requirements under clouses (i) o (v)
shall be done al the ume of cach [resh issuance of units and al the begin-
ning of change in threshold of the percentage for minimum wunit holding
reguinement.

For REITs that have already issued units pursuant to an initial offer as
on the date of coming inlo effect of the SERI (Real Estaie Invesiment
Trusis){Second Amendment) Repulations, 2023, the provisions conlalned
in clauses (i) 1o (v) shall be applicable only lor the additional wnits issued
by the REIT aller such date and the units that are lecked in at the time
ol initial offer shall continue to be locked in Gl Lhe completion of 3 years
Irom the date of Hsting ol unils in such initial olier.

(4) Lock-in of units | Regulation 11{3A)J: The units reguired 1o be held
shall be locked in and shall not be encumbered. Any encumbmnce creal-
ed on unils held 1w comply with the minimum unit holding requirement
applicable belore the daie of coming into effect of the SEBI (Real Estate
Investment Truss ) {(Second Amendment ) Regulations, 2023, may continue
il the encumbrance exist on such date.

ISSUE & LISTING OF UNITS REIT

010, State the provisions relating to ‘inftial offer’ of its units and ‘subse.
quent ssue’ of uniis by the REIT as contalned In the SERI {Real Estale
Invesimeni Trust) Regulations, 2014,
Ans.: Provisions relating wo initial oflfer of it units and subsequent ssoe ol unis
by the REIT are contained in Repulation 14(1) 1o (3) of the SEBI (Real Estate
Invesiment Trust) Regulations, 2014
Inttial offer by way of public issue [Regulation 14(1)): A REIT shall make
an initial offer of its units by way of public issue only.
Condittons for making fnitial offer [Regulation 142)]: No initial offer of
units by the REIT shall be made unbess -

(@) Registration: REIT is registered with the SEBIL

(b) Value of assets: Value of the REIT assets & nol less than # 500 Crore,

() Minimum wall holders: Minimum number of unit holders other Lthan
sponsors, ils related partics and s associates forming pan of public shall
b ot loss than 200,

(d) Maximum subscription from any tnvestor: Maximum subsc ription [rom
any investor olher than sponsors, its related parties and ils associates
shall poi be more than 25% of Lhe lotsl unil capital.

{e) Offer slze: Olfer size is not less than ¥ 250 Crore.
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Minimum Public Sharcholding [Regulation 14(21A)): The requirement of
ownership ol assets and size ol REIT may be complicd alany pointof time belore
allotment of units in accordance with offer documentplacement memorandum
subject o a hinding agreement with Lhe relevant pantics thal such requirements
shiall be fullilled prior to such allotment of units and, a declamtion 1o the SEBI
and 1o Lhe designated stock exchanges Lo that elfect and adequate disclosures
in this regard in the offer documenl.

For REIT raising [lunds through an initial offer, the unils proposed to be ollered
1o the public through such initial ofler —

(a) Shall be nol less than 25% ol the wial of the oulstanding unils of the
REIT and the units being offered by way of the offer documen, il the post
issue capilal of the REIT calculated al offer price is less ¥ 1,600 Crore,

(b) Shall be of the value of at least ¥ 400 Crore, if the post issue capital of
the REIT calculated at ofler price is equal 1o or more than 7 1,600 Crone
and less than © 4,000 Crore.

) Shall be not less than 10% of the total of the culstanding unils of the
REIT and the units being olfered by way of the offer document, il the
post issue capitil of the REIT calculated at olfer price is egual 1o or mone
than ¥ 4,000 Crore.

Any unils offered (o sponsor or the manager or their relaled parties or their
associales shall ned be counted lowards wnils offered 1o the public.

Any listed REIT which has public holding below 25%, such REIT shall increase
its public holding 1o at Jeast 25%, within a period of 3 years [rom Lthe date of
listing pursuant o initial ofTer.

Subsequent issue of units by the REIT [Regulation 14(2)]: Any subsequent
isswce of units by Lthe REIT may be by way ol [ollow-on oller, prelerential allod-
menl, qualilied instilutional placemen, riphts issue, bonus issue, ofler lor sale
or any other mechanism and in the manner as may be specified by the SEBI.

Summary of provisions relating to issue by REIT:

Imstial edfer of wmis Omily by Public lssuc
Further olfer of units ﬂ'_v any moeans 1Puhb|. |s|aounl'R|ghL |unm|" oic. )
Minimum value of assets |7 300 Crore

Menmmum umit holders 200

Minimum offer size for |7 250 Crome
Initial issuc of unils Rl i

Minimum Publx: Han‘u M[—-w

7 — e
holding . —
Al least 25% of the tolal ol the
o oalstanding unitsol the REIT
7 1,600 Crone and more but | Al leasi T 400 Crone

h..ﬂ_ﬂ.lh.l.llll_f 4,000 Crome
7 4,000 Crore and more

Less than T 1,600 Crore

At lcast 10% of the total of the

outstanding units
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Q11. State the provistons relating (o ‘subscriptions’ and ‘allotment of
unfis” & ‘refund of application money” as contalned in the SEBI (Real
Estate Investment Trust ) Regulations, 201 4, Also state how much amount
~can be be uﬂ Iyllﬂ'rl’ugmuﬂm

Ans.: Rx.*lmnnl prowisions are contained in Regulation 14012) o (22) which are
discussed below:

Eligibiliiy for subscription and allotmeni: The REIT may invite lor subscrip-
Lions and allol unils 1o any person, whether resident o Toreipn. However, in
case ol loreign investors, such investment shall be subject 1o puidelines as may
e specifiod by RBI and the government [rom time Lo lime.

Application to accompany by abridged version of offer document: The ap-
plication lor subscriplion shall be acocompanied by a stalement containing the
abridged version of the olfer document, detailing the risk factors and summary
of the terms ol issue.

Minlmum amount: The minimum subscription amount [rom
any investor in initial and follow-on offer shall [zl in the range of # 10,000 1o
% 15,000,

Subscription perfod: Initial olfer and follow-on offer shall not be open for
subscription for a period of more than 30 days.

Proportionate allotment in case of over-subscriptions: In case ol over-sub-
scriplions, the REIT shall allot units to the applicants on a proportionale basis
rounded ofl w the nearest integer subject Lo minimum subscriplion amount
per subscriber as specilied.

Time Hmil for allotment of uniis and refund application money: The REIT
shall allod units or refund application money, as the case may be, within twelve
waorking days [rom Lhe dale of closing of the issue,

Issue in dematerialized form: The REIT shall issue units only in dematerial-
iwed Torm o all the applicanis.

Price discovery: The price of REIT units issued by way of public issue shall be
determined through the book building process or any oither process in acoor-
dance with the circulars or puidelines issued by Lthe SEBI and in the manner
as may be specilied by the SEBI.

Relund of application moaey: The REIT shall relund money -

{a) Toallapplicantsincase it fails io collect subscriplion amount of exceeding
9% of the fresh issue size as specilied in the olTer document.

(B Toapplicants to the extent of oversubscriplion in case the money received
is in excess ol the extent of over-subscription as specilied in the offer
document.

Right o relain such over subscriplion cannol exceod 25% ol the issue
sire,
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The offer document shall contain adequate disclosures lowands Lhe
ulilization of such oversubscriplion proceeds, il any, and such proceeds
retained on account of oversubseripton shall nol be utilized wwards
peneral purposes,

() Tor all applicants in case Lhe number ol subscribers 1o the initial offer
Iorming pan of the public is less than 200,

Interesi on delay: Il the manager [ails Lo allol, or list the unils, or refund the
maney wilhin the specified time, then the manager shall pay interest (o the unit
hodders al 15% poa, Lill such allotmenulisting/relund and such inlerest shall
it be recovered in the [orm of fees or any other lorm pavable o the manager
by the REIT.

Amouanl for general purposes: The amount [or gencral purposes, as menLioned
inobjects of the issuc in the drall offer document filed with the SEBI, shall not
excoed 10% of the amount raised by the REIT by issuance of units.

012.Discuss briefly provislonsrelating to listing and trading ofuniis of the
REIT as per the SEBI (Real Estate Investment Trust) Regulations, 2014,

Ans.: Listing and trading of unlls [Regulation 16]:

(1) Ttme Hmit for Hsting of tnttdal offer: Alier the initial offer it shall be
mandatory for all units of REITs ww be listed on a recognized stock ex-
change having nationwide trading lerminals withina period ol 12 working
days from the date of closure of the offer,

(2) Listing shall be as per Hsting agreement: The listing of the unils of
the REIT shall be in accordance with the listing agreement entered into
between the REIT and Lhe designaled stock exchange.

(3) Procedure in case permission of Hsting Is nol granted: In the event of
non-receipl of listing permission [rom the stock exchange o withdrawal
ol Observation Letler issued by the SEBI, wherover applicable, the units
shall not he eligible for listing and the REIT shall be liable to refund the
subscription monics, il any, 1 Lhe respective allivibees immoedintely along
with interest al the rate of 15% poa. from the date of alloiment.

(4) Trading, clearance and seitlement of unlis of REIT: The units of the
REIT listed in recognired stock exchanges shall be traded, cleared and
sellled in accordance wilh the bye-laws of concemed stock exchanges
and such condilions as mav be specified by the SEBLL

(5) Trading lot: Trading lol (or the purpose of tmding of unils of the REIT

shall consist of one unit

(6) When units of REIT can be redeemed: The REIT shall redeem unils
only by way of i buyv-back or at the time of delisting of unils.

(7) Units of REIT remains listed unless delisted: The units of REIT shall
be remain listed on the designated stock exchange unless delisted under
regulation 17.
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(8) Delistingofuniizif thereis breachinconditionsrelating tominimum
public holding: The minimum public holding lor the units of the listed
REIT shall be in accordance with Repulation 14(2A), [aillng which action
may be laken as may be specified by the SEBI and by the desipnated slock
exchange including delisting of wnils under Regulation 17.

However, in case of breach of the conditions, the trustee may provide a
period of & months 1o the manager ly rectily the same, friling which the
manapger shall apply for delisting under Regulation 17.

(9) Perlod of holding of units acquired prior Lo indtial offer: Anv person
olher than the sponsors holding units of the REIT prior o initial offer
shall hold the units Tor a period of not less than 1 vear from the date of
listing of the enits subject 1o circulars or puidelines as may be specilicd
by Lthe SEBL

{10) Dbservance of guidelines or circulars specified by SERI and desig-
nated stock exchanges: The SEBI and designated siock exchanges may
specilv any olher requirements periaining (o listing and trading of units
of the REIT by issuance of guidelines or circulars.

013, Asa Practicing Company Secretary advise as to provisions relating
todelisting of undis of REIT as specified in the SEBI (Real Estate Invesi-

menl Trust) Regulations, 2014.

Ans.: Delisting of units [Resulation 17§

(1) The manager shall apply for delisting of wnils of the REIT o the SEBI]
and the designated stock exchanges in following cases —

{a) Il the public holding Falls bolow the specilied limil under sub-reg-
ulation (71 of regulation 16.

(B) Il there are no projects of assels remaining wnder the REIT [or a
period exceeding & monlhs and REIT does nol propose Lo invest
in any project in fulure. However, the period may be extended by
Turther & months, with the approval ol unil holdersas per Repulation
22,

() The SEBI or the designated stock exchanges require such delisting
lor violation of the listing agreement or Lthese repulations or SEBI
Act, 1992,

{d} The sponsors or lrustee requests such delisting and such reguest
has been approved by unit holders in accordance with Repulation
22(6).

(e} I unit holders apply for such delisting in accondance with Regula-
Lion 22,

) The SEBI or the desipnaled stock exchanges require such delisling
lor violation ol the listing agreement, these regulalions or SEBI
Act, 1992 or in the interest ol the unit holders.
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(2) The SEBI and the designated stock exchanges may consider such appli-
cation [or approval or rejeclion as may be appropriate in the interest of
the unit holders.

{3) The SEBI, insicad ol requiring delisting ol the units, il it decms fil, may
provide addivional me o the REIT or parties 1o the REIT 1o comply
with repulations.

(4) The SEBI may reject the application lor delisting and 1ake any other

action, as il deems [it, for violation of the listing agreement under these
regulations or the SEBI Acl, 1992,

(53 The procedure for delisting of units of REIT including provision of exil
option o the unil holders shall be in accordance with the listing agree-
ment and in accordance with procedure as may be specilied by the SEBI
and by the desipnaled stock exchanges from Lime o time,

{6) The SEB1 may reguire the REIT w wind-up and sell iis assets in order
1o redeem units of the unit holders for the purpose of delisting of units
and the SERI may (hrowugh circulams or guidelines specily the manner ol
such winding up or sale.

{7V Aler delisting of its unils, the REIT shall surrendor s centilicate of rog-
istration to the SEBI and shall no longer undernake activity of a REIT.
However, the REIT and parties to the REIT shall continue 1o be liable
o all their acts of omissions and commissions with respect W activities
of the REIT nolwithsianding such surrender.

INVESTMENT CONDITIONS, RELATED PARTY TRANSACTIONS, BORROWING &
YALUATION OF ASSETS

014, Mindspace Business Parks, a registered Real Estate Investment
Trusi reguires your oplolon on followlng aspect under the SERI (Real
Estate lnvesiment Trust) Regnlations, 2014:

1) lnvestment 1o vacant land and agricultural land.

(fi) Investment In morigage backed securities.

(i) Conditions forinvestmentincompleted and rentincome generating

propertles.

_l#v) Invesimenl in units of other REITs.

Ans.: Considering provisions of the SEBI {Real Estate Investment Trust) Rep-
ulations, 2004, answer o given case is as lollows:

(i) As per Regulation 18(2), the REIT shall nol invest in vacant land or
agricultural land or mongages other than morigage ked securitics.
Thus, Mindspace Business Parks canmol make investment in vacant land
or agriculiural land.
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(i) As per Regulation 18(2), the REIT shall not invest in vacant land or agri-
culiwral lnad or morgapes other than morigage backed securities. Thus,
Mindspace Business Parks can make invesimeni in morigage backed
securities.

{itf) As per Regulation 18(4), nol less than 809 of value ol the REIT assets shall
be invested in completed and rent andior income generating propenics
subject o the following -

(a) 1l the investment has been made through Holdeo/SPVY, whether by
way of equity or debl or equily linked insiruments or partnership
interest, only the portion of direct invesiments in properties by
such Holdoo/SPVs shall be considered under this repulation and
the remaining portion shall be included under regulation 18(5).
Il amy project is implemented in stages, the parl of the project
which is completed and rent andior income generating shall be
considered under this regulation and the remaining portion includ-
ing any contipuous land as specified under proviso o Repulation
14(2) shall be included under Repulation 14(5ha).
(iv) As per Repulation 18(12), REIT shall nol invest in units of other REITs.
Thus, Mindspace Business Parks cannol make investment in wnils of
olher REITs.

D15, Discuss brielly provislons relating 1o valuailon of asseis of REIT
under Lhe SEBI (Real Estale Investment Trust) Regulations, 2014,

Ans.: Valuallon ol asseis |Hegulation 21

(1} The viluer shall siot be an associate of the sponsor or Mamager oF lrustee
and shall have nol less than live years of experience in valuation of real
eslale,

(2) Full valuation includes a detailed valuation of all asseis by the valuer
including physical inspection of cvery properiy by the valuer.

{3} Full valuation report shall include the mandatory minimum disclosures
as apecilied in Schedule V 1o the regulations.

(4) A [ull valuation shall be conducied by the valuer al least once in every
linancial year. Such lull valuation shall be conducied a1 the end ol the
linancial year ending March 31st within 3 monihs [rom the end of such
yoar.

(5) A hall yearky valuation of the REIT asseis shall be conducted by the val-
uer for the hall-year ending on Seplember 30 [or incorporating any key
changes in the previous 6 months and such hall yearly valuation repor
shall be prepared within 45 days [rom Lthe date of end of such hall year.

{a6) Valualion reporis received by Lhe manaper shall be submitied 1o the
designated stock exchange and wnil holders within [ifleen days from the
receipt of such valuation reporis.

(b
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{7} Prior o any issue of unils 10 the public and any olher issue of uniis, the
valuer shall undenake [ull valuation of all the REIT assets and include
a summary of Lthe report in the olfer documenl. Such valualion report
shall not be more than & months old al the lime of such offor,
This provision shall not apply in cases where [ull valuation has been
undernaken not more than 6 months prior 1o such issue and no material
changes have occurred thercalier.

(8} For any transaction of purchase or sale of propenics, whether directly
or Lhrough HoldeowSPVs -

(@) Il the transaction is a related pany transaction, the valuation shall
be in accordance with Regulation 19.

(b} IT the transaction is nol a related party transaction -
(1) A Tull valuation of the specific property shall be underaken
by the valuer.
(i) Approval of the unit holders shall beobtained inaccordance
wilh Repulation 22 in following cases:
(1) In case of a purchase transaction, il the properiy is

proposed 1o be purchased al a value greater than 110%
ol the value of the property as assessed by Lhe valuer.

(2) Incase ol asale iransaction, il the property is proposed
v b sl al a value less than 90% of the value of the
properiy as asessed by Lhe valuer,
(9) No valuer shall undertake valuation of Lhe same propeny for more Lhan
4 years conseculively: Provided thal the valuer may be reappoinied alier
a period of not less than 2 vears [rom the date it ceases 1o be the valuer
ol Lthe REIT.

(10) In case of any material development thal may have an impacl on the
valuation ol the REIT assets, then manager shall require the valuer o
undertake [ull valuation of the property under consideration within nol
more than two months from the date of such event and disclose the same
o the Lrustoe, investors and Lhe Designated Stock Exchanges within 15
days ol such valuation.

{11} The valuer shall nod value any assets in which il has cither been involved
with the acquisition or disposal within the last twelve months other Lhan
such cases whore valuer was engaged by the REIT for such acquisition
of disposal.

016. A Real Estate Investmenl Trust (REIT) s having 7 600 Crore assels
1o 1is portfolto. The assel mixes are as under:

(i) Completed project : 7 300 Crore

{#i) Property on rent : 7 100 Crore
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(i) Governmenl securiiles: 7 150 Crore

{fv) Money market instrument : T 50 Crore
iy referring the SERI regulations, advise the company on the asset mix
and suggest any changes, il required. [Dec. 2023 {4 Marks)]
Ans.: As per Regulation 18(4) of the (Real Estale Investment Trusis) Regula-
Lions, 2014, not less than 80% ol value of the REIT asseis shall be invesied in
compleled and rent and/or income peneraling properiies.
As per Repulation 18(5), nol more than 20% of value of the REIT assets shall
he invesied in assels olher than as provided in Regulation 18(4) and such olher
investment shall only be in-

(a) Properties, whether directly or through a company or LLP, which are:

{i} Under-construction propertics which shall be held by the REIT for
nol bess than 3 vears aller completion.

(i) Under-comstruction propertics which are a part of the existing
income generaling properiies owned by the REIT which shall be
held by the REIT lor not less than 3 years aller completion,

(i) Compleied and not rent generaling propertics which shall be held
by the REIT lor nol less than 3 years [rom date of purchase.

(B Listed or unlisted debi of companies or body corporate in real estale
sector. However, this shall not include any investment made in deba of
the Holdco andfor SPVs.

{c) Morigage backed securities.

(d) Equityshares of companics which are listed ona reoognized stock exchange
in India which derive nol less than 75% ol their operating income lrom
real estate aclivity as per Lhe audiled acoounts of the previous linancial
VOar.

) Unlisted eguity shares of companies which derive not less than 75% ol
theiroperating inoome from real estate &ctivity as per the audiled accounis
of the previous linancial year. However, the investmenis, made through
unlisted cquity shares ol a company, in under construction propertics and/
or compleled and pot rent generaling properties, shall be in compliance
with dause g).

) Governmenl securilios.

() Unutilized F51 of a project where il has already made investment

() TDR acquired Tor the purpose of utilization with respect 1o a prmject
where il has already made investmenl

{i) Money markel instruments or cash eguivaleals.

As per [acls given in case -
A Real Estate Invesiment Trust (REIT) has ¥ 600 Crore assels in ils porilolio.
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REIT assets that shall be invested ss per Regulation 18(4)
T 600 Crore x B0 = T 480 Crore
Actual imvestment under Uhis category is T 400 Crore (T 300 Crore 4 T 100 Crore),

Hence, Invesiment criteria under Regulation 18(4) is not lullilled. There is
shorifall of investiment of £ 80 Crore,

REIT assets that shall be invested as per Regulation 18(5)
T 600 Crore x 20% =T 120 Crore

Actual nvesiment under this calegory is T 200 Crore (T 150 Crore « T 50 Crorc),
Henoe, Investment criteria under Regulation 18(5)is not [ullilled. There is excess
investmeni of T 80 Crore.

Suggestion: Real Estate Investment Trust (RETT) should reduce jits imvesiment
under Regulation 18(5) by ¥ 80 Crore and il should make additional investment
s specilied in Regulation 18(4),

RIGHTS OF UNIT HOLDERS, GEMERAL OBLIGATIONS, DISCLOSURES L REFORTING
Q17. IFL is registered REIT with SEBIL. It requires your advice on fol-
lowing matters:

{a) How resolution of unit holders shall be passed?

(F) Mode of voting.

() Notice period of meeling of unil holders.

id) Vote consideration of related party and their assoclates

(e} Wha is respansible Tor conducting of mecting of the unit holders?

Ans,: As per Regulation 22(2) of the SERI {Real Estate Investment Trust) Regu-
latioas, 2014, with respect 1o any matter requiring approval of the unit holders
{a) A resalution shall be considered as passed whan the voles casi by unil
hoslders, soenlithed and voling, in favour of the resolutbon excesd o certain
percentage, as specified in this regulation, of the voles cast against.
iB) The voting may also be done by postal ballo or clectronic mode.
() A notice of not less than 21 davs cither in writing or through electronic
maode shall be provided 1o the unit holders.
id) Voling by any porson who is a related party in such transaction as well as
associates of such persons shall nol be considerad on the specilic issue.
e} Manager shall be responsible for all the activities pertaining toconducting
of mecting of the unii holders, subject 1o overseeing by the trustee.
In respect of issues pertaining (o the manager such as change in manager in-
cluding removal of the manager or change in conirol of the manager, Trusiee
shall convene and hamdle all activities pertaining 1o conduct of The meclings
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In respect of issues pertaining 10 the trustee such as change in the trustoe, the
trusiee shall not be involved in any manner in the conduct of the meeling.

Q1. State the provisions of the SERI (Real Estale Invesiment Truost)
Regulations, 2014 relating to annual meetiag of unit holders.
Ans.: As per Regulation 22{3) of the SEBI (Real Estate Invesiment Trust) Reg-
ulations, 2014, an annual meeling of all unit holders shall be held not less than
once a vear within 120 days [rom the end ol linancial yvear and the time between
iwo meetings shall nol exceed 15 monihs.
As por Regulation 22(4), with respect to the annual meeting of unit holders any
information that is required 1o be disclosed w the unit holders and any isswe
that, inthe ordinary course of business, may requinc approval of the unil holders
may be laken up in the meeting including -
(i) Latest annual accounis and pedformance of the REIT,
(i) Approval of auditor and fees of such auditor, as may be required.

(i) Latest valuation reporis.

(iv) Appointmenit of valuer, as may be reguined.
W) Any other issue including special Bsues as specilied under Repulation
22(6).
For any issue laken up in annual mecting which require approval from the unit

holders, votes cast in favour of the resolution shall be more than the voles cast
against the resolution.

OBLIGATIONS OF MANAGER

019, Siate the provistons as applicable to Manger to the REIT in respect
following matter as provided tn the SERI (Real Estate Invesimen! Trust)
Repulations, 2014:

(1) Composition of board of directors.

(2) Quorum for meeting of the Board of Mrectors.

(3) Review of compliance reports.

{4} Minimum information required to be placed before the Board of
Direclors.

(5) Person responstble for providing compliance certificate to the
Board of Direclors.
Ans.: Considering provisions of Regulation 26B of the SEBI (Real Estale In-
vestment Trust) Regulations, 2004, advice o Manger Lo Lhe REIT is as [ollows:
(1) Composition of board of directors: The Board of Directors of the
Manager shall comprise ol nol less Lhan six directors and have nol less
than one woman independent director.
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(2} Ouorum (or meeting of the Board of Directors: The quonum lor every
meeting of the Board of Direciors of the Manager shall be 1/30d of is
skl strenglh or 3 directors, whichever (s higher, including al least one
independent direcion.

The participation of the directors by video conlerencing or by other au-
dio-visual means shall be counled for the purpose of guorum and shall
be recorded by the Manager.

(3) Review of compliance reports: The Boand of Directons of the Manaper
shall roview compliance repors every gquarier pertining o all lows
applicable 1o the REIT as well as sieps taken Lo rectify insiances ol
no-compliances.

{4} Minimuminformationrequired iobe placed belore Boand of Direciors:
The minimum informalion as specified in Par A of Schedule VI shall
be placed belore the Board of Directors of the Manager,

{5) Person responsible for providing compliance certificate: The
Compliance Oflicer, Chicl Executive Oficer and the Chicl Financial Oilicer
shall provide the compliance certificate o the Board of Direciors of the
Manager as specilied in Pan B of Schedule VI along with supponting
evidence Lthereol,

wilh respect (o following mallers:
(1) Vigll Mechantsm
{#1) Secretarial Compliance Report
(1) Dmarierly Complance Repori on Corporale governance
Ans.: Vigll Mechanism [Regulation 26C):
(1) The Manager shall formulaie a vigil mechanism, including a whisile
blower policy [or direclors and emplovees lo report genuine concerns.

(2) The vigil mechanism shall provide (or adequate safepuands apgainst vic-
timization of Dircclor or emplovee or any other person who avail the
mechanism and also provide lor direct aceess (o the chalrperson of Lhe
audii commitiee in appropriale or exceplional cases.

(3) An independent service provider may be cagaged by Lthe Manager lor
providing oroperating the vigil mechanism who shall report 10 Lhe awdit
CoMmamitise.

(4) Theaudit commillee shall review Lhe lunctioning of the vigil mechanism,
Secrelarial Compllance Report | Regulation 261):
(1) The Manager shall submil a secrelarial compliance repont given by a
practicing company secretary (o the stock exchanges, in such form as
specilied, within 60 days [rom end of cach linancial year.

CH. 9 REAL ESTATE INVESTMENT TRUSTS 9.25

{2) The secretarial compliance repori shall be annexed wilh the annual
report of the REIT.

Quarterly Compliance Repori on Corporate governance | Regulation 265]:
(1) The Manager shall submil a quarierly compliance repor on povernance
in the formal as may be specified by the SEBI, 1o the recognired stock
exchange within 21 duys [mm the end of cach quarier.
(2) The report on povernance shall be sipned either by the complirnee oflicer
or the chiel executive ollicer of the Manager.

Gricvance Redressal Mechanism [Reguolation 2617):

(1) The Manager shall redress inveslor grievances prompily bul nol laier
than 21 calendar days from the date of receipl of Lhe prievance and in a
manner as may be specilicd by the SEBL

{2) The SEBI may also recognive a body corporate for handling and mon-
iocing the process of gricvance roedressal within such time and in such
manner as may be specificd.

INSPECTION & PROCEDURE FOR ACTION IN CASE OF DEFALAT

021. Discuss briefly provisions relating to inspection of REIT, parties
to the RFIT and other assoclate persons under the SERI (Real Ustate

Investment Trust) Regulations, 2014

Ans.: Right of SEBI o Inspect |Regulatton 2T The SEBI may suo miofu
or upon receipl of information or complatnl appoint one O MONe PErSONS as
inspecting olficers o underiake inspection ol the books of accounts, reconds
and documents relating w activity of the REIT or Holdoo or SPVs or partics 1o
the REIT lor any of the following reasons —

(@) To ensure that the books of account, records and documents are being
maintained by the REIT o parties o the REIT in the manner specilied
in these regulations.

(b Toinspect into complainis received fmm unit holders, clienis orany other
person, on any matler having a bearing on the aclivities of the REIT.

(e} To ascertain whether the provisions of the Acl and Lhese regulations ane
being complicd with by the REIT and parties 1o the REIT,

{dh To inspect swo moin inlo the alfairs of the REIT, in the interest of the
securilics markel or in the interest of invesiors.

Notice before inspeciion | Regulation 28]

{1} Belore ordering an inspection under regulation 27, the SEBI shall give
e bess than 10 davs notice o the trustee of the REIT,

{2) Where Lthe SEBI is salislied thal in the interest of Lhe invesiors no such
nedice should be given, il may, by an order in wriling, direct thal the
inspection of the affairs of the REIT be iaken up without such notice.
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{3) During thecourse of an inspection, the REIT against whom the inspection
is being carried oul and parics o the REIT shall be bound io dischanee
their obligations.

Obligation of REIT, parties (o the REIT and any olher assoclale persons
on Inspection | Resulation 29):

(1) 1t shall be the duty of every REIT in respect of whom an inspeclion has
been ordered under the regulation 27, parties to the REIT and any other
associale person who is in possession of relevant information pertaining
oy conduct and alTairs of such REIT, including represeatative of REIT, if
any, Lo produce o the inspecting oflicer such books, accounts and olher
documents in his custody orcontrod and [umnish himwith such statements
and information as the inspecting oflicer may reguire [or the purposes
ol inspection.

(2) v shall be the duty of every REIT, partics o the REIT and any other as-
sociale person who is in possession of relevanl information pertaining
o conduct and alfairs of the REIT (o give lo the Inspecting Ollicer all
such assistance and 1o extend all such co-operation as may be required in
connection with the inspection and 1o lumish such information as may
be soughi by the inspecting olficer in connection with the inspection.

(3} The inspecting ollicer shall, for the purposes of inspection, have power
o cxamine on oath and record the stalement of any emplovees and
direcioms of the REIT or parties to the REIT or Holdoo or SPVs or any
person responsible for or connected with the activities of REIT or any
other associated person having relevan! information periaining o such
REIT.

(4) The inspecting ollicer shall, lor the purposes of inspection, have power
o obiain authenticaied copies of documenis, books, accoants of REIT,
from any person having contml or custody of such documents, books or
BCCOUNLL.

Submission of repori o SEBI [Regulation 30): The inspecting olficer shadl,
as soon a5 possible, on completion ol the inspection submil an inspection re-
port ko the SEBI. However, il directed 1o do so by the SEBI, he may submil an
inlerim repont.
Communication of findings etc. tothe REIT [ Regulation 31 ) The SEBI may
aller consideration of the inspection report and afier giving reasonable oppor-
lunity of hearing o the REITs or pariies Lo the REIT or ils representalives or
any such person, issue suchdirections as it deems it in the interesi of securities
market or the investors in the natore of -

(@)} Reguiring the REIT wodelist its units from thedesignated stock exchanges
and surreoder its corilicale of registralion.

(b} Requiring the REIT (o sell ils assels.
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() Requiring the REIT or partics to the REIT 1o take such action as may bhe
in the interest of the investors.

{d) Prohibiting the REIT or parties to the REIT from operating in the capital
market or fmm accessing the capital market [or a specilied period.
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FEATURES & IMPORTANCE OF INVITS

01. What do you understand by Infrastructure Invesiment Trusis? Also
state the important elements of Infrastructure lnvesiment Trusis?

o
Mscuss the role of key stakeholders {n InwIT Strocture?

Ans.: Considering the imponance of inlmastruclune sectorwith anaim o provide
a suitable platform [or linancingfrelinancing infrastructure projects and allow
the invesiors Lo participale in the growth story of infrastreciere, the Govern-
meni introduced a new investment vehicle named Infrastruciure Investment
Trusts (InvITs) in 2014,

Objectives of InvITs: The primary objective of InvITs is to promole the infra- -

structuresectorol India by encouraging more individuals to investin L Typically,
such a wol is designed 1o pool moaey from several investors Lo be invested in
income-generating assels, The cash Mow thus generated is distribuled among
investors as dividend income.

Registration: An InvIT is establizhed as @ trust and is repistered with the SEBIL
Imporiant elemenisof laviTs: Infrastreciure investment rust comprises lour
elements:

(1) Trustee: They are required 1o be registered with SEBI as debenture
trusiees. Also, they are required o invest al least 80% inlo inlr assels
that genemie steady revenue.

(2) Spoasor: Typically, a body corporate, LLP, promoler or a company with
a net worth of at least ¥ 100 Crore classilics as a sponsor. Further, they
miust hold at least 15% of the total InvITs with a minimuem lock-in period
ol 3 years oras notilied by any regulatory requirement. When il comes o
a public-private parinership or PPP projocts, sponsors serve as a Spocial
Purpose Viehicle (SPY).

(3) Investment Manager: As a body corporale of LLP, an investmenl man-
aper supervises all the operational activities surrounding InviTs.

101
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{4) Project Manager: The aulbority is moslly responsible lor execuling
projects, However, in the case of PPP projects, |1 sorves as an entity that
alsn supervises ancillary responsibilities.

2. Amn investor can invest in infrastructure projecis to earn o small
poriion of the income as relurn. Explain InvITs and s beneflis.

Ans: InvlT = Meaning: An Infrastructure Investment Trust (InviT's) s Colleciive
Invesiment Scheme similar to o mutul Tond, which cnalbles direct investment
o mwnery Frovm indlividual and institutional investons in inlmstruciure projecis
1o carmn o small portion of the income as return.

Tnd Ts wark like mutual funds or Real Estale Investment Trusts (REITs) in fea-
teres. IowITs can be treated as the modilied version of REITs designed Lo sult
the specilic circumstances of the infrastrcture soctor, The purposa of InvlTs
i o emenurage and provide addibonal Bnancing lor investmenl in the inlra-
structure sector in India. 1t alms o provide stable long term cash Nows 1o s
uarnil holders: sulied for long eom capital such as Pensdon Funds and Losurance
Commpanics. Il Ts suppeort diversileation of ownership of infrastirociore assets
such as power rnnsmission, roads, poris, rencwable projects eic,
Henefts/advantages of Investing in InviTs: Infrastructure Investment Trusis
(Il Ts) haawve emctpod as an allrsciive vestfen] avemoe, providing invesbors
wilh an opporiunity o participale in India’s infrastructone growth story, InviTs
offer a range of henelits that make them compelling investment oplions [or
individuals and institutions alike. Following are the key benelils of investing
i Do TTse
{1} Stable Income Sireams InviTs are desipned 1o peneraie siable and
predictable income streams for investors, The infrastructure assets hobd
by InviTs, such as oll roads, power wansmission lines, or renewable
energy projects, often generate consistent cash Mows through long-term
comlrmets o regulstory mechanivrs, This stabiilioy in income can prowvide
investors with a reliable source of relums over Lime,
{2) Portiolio Diversilication: Tnvesting in IovITs allows lor portfolio di-
versilicatbon. Infrastrsciune asscts have bow correlabion wiith truditioms]
st Classers like oguitios and bonds, making Invl T an elfoctive way 1o
diversily investmeni portfolios. By including InvlTs, investors can reduce
thedr iwerall pocilolio risk aml potentially enhance risk-odjusied retums.
{3) Professional Management: IeviTx are managed by profossional invest-
menl ||num1tw|mpau-nr|;uﬂhr i el st bure Dnvesimenis, Those
managers aclively monitor and manage the assets, ensuring ellicient
operations, maintenance, and capiial deployment. Invesiors can benelit
o the knowdodge spd experience of these prolessionals, allowing them
1o access high-gquality infrastructure assets and specialized management
capabiliiies.
{4} Porenilal Capital Appreciation: Apan [rom stable invome, T ITs oller
the potential for capiial appreciation. As infrastroctone progects ma e snd
gonorate income, the value of the underlying assets may approciale ever
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lime. This can lead (o an increase in the unit price of the InvIT, providing
investors with capital gains in addition 1o regular income distr butions.

(3) Transparency & Governance: InviTs are regulated by the SEBI and are
suhbject o siringent disclosure requirements and corporale govermance
standards. This ensures a higher level of trransparency and acoountability
forinvesiors. Repular reporiing, audits, and adherence 1o regulaiory nonms
contribute (o the investor's conflidence in the operations and linancial
performance of the InvIT.

(6) Access to Infrastructure Assets: Investing in InvITs provides individuals
and retail investors with access 1o larpe-scale infrastructure asseis that
were traditionally available only (o instilutional invesiors or povernment
entitivs. Thisdemocratization of infrastructure investmen s allows smallor
invesiors o participate in the growth potential of the sector and benelit
Irom the income pencrated by these assets.

(T} Potential for Infllation Hedging: Infrmstruciure sssets, such as ol
roads and power lransmission lines, often have revenue streams linked
o inflation or price escalation clauses, This leature can provide a natural
hedge against inflation as the income generated by these assels lends 1o
increase with inlkation, helping investors preserve Lheir purchasing power
over the long lenm.

Muoreover, Lhe lansparency, povernance, and regulaiony oversight associated with

In¥ITs enhance investor confidence in these investment instruments. As India °

conlinues Lo invest in its infrastruciune development, InvITs provide o unigue
opporiunity for invesiors o participale in the growth and income potential of
the sector, However, il is important lor investors o conduct thonough rescanch,
assess risks, and roview the specilic chamcteristics of each IovlT belore mak-
ing investment decisions. By harnessing Lthe benefils of InvITs, investors can
pirentially enhance their portfolio returns and contribute o the development
of the nation's critical infmstruciure,

03, Distinguish berween: REITs and InviTs

Meamimg | A REIT is a corporation, trust, or | An Infrastructure Iavestment Trust

assciation thal invests dirccily in | IllwlT!} & Collective |nmlrm-'n1
roil exiale thiough proporiies or ilar o a 1 Fund,
morigases. They lrade on stock | uﬁuhcaahh—.udmi invesiment ol
exchange and are bought and sold | money from individual and insti-
Sl Jisakion | creuicors o St i
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[LIE
Puinis REITs 1 I iTs
| progects 10 carn @ wmall portion of
| ilee e @ ot
Grewth | The powih prospecis of REITs rely | Thetr growih prospect depends
prompect | on the redevelpment e scopaisition | sy on the sicocess of sogpikilen
ol st new Constiaciion, ol | mnal crsneesssi of axsct
Income | REITs ioml o prosiike s sosdy sy | The seabiling of imoome for I Ts
Stahlity | of income mesily bovmise thelr ine | doponsds muinly on thosc Fscions that
wome vickling properthes come with | tend 1o affoct the capacity of uage
entrrmivg ronbsl coniioobs. | mmal mho the scalability of wrills
| Henoe, in mosl cases, Income s
quilc umCCTLAGS.
Rm-n.mr?rl.lﬂ'mlaln."nmn'e- The Inlrastreciine soctisr is i
nilstosrvipeditical riske REITs tenad b | e react o ropuilstory policios and
brshud preuspacriies e ure clther beasod | prslitical imtorforenoe, Thus, purking
anr wrsrnond 4w @ [rochsobil easis. | lumbs o inlrastrsciuey fowasiman
| lrusis adben !'H_‘I_l.l.t_rlﬂ_l\:.

i

Q4. Discuss briefly Parties and Intermedlaries lnvolved ln an InvIT.

Ans.: Trustee: An independent debenture trusiee registered with SEBI and
nespronsible lor holding the InvIT asscis in tast lor, amd lor the beoelil o, e
unil hodders of the InwdT.

Sponsor: Typlcally, a body corporaie, LLP, promoler or & company with o net
worih o, wi beast € 100 Crore classilies as 2 spomsor. When il ocomes 1o s pub-
lic-prvaie partnership projecis, spomors serveas Spocial Purpose Yehicle (SFV)
Investmeni “.le‘. An g Fesly corpersie or LLP, an investmenl momager
supervises all the operaibonal activities and day o day sctivitios of ihe Invl T,
Project Manager: Projoct Manager is responsible lor the exccution of an infrs-
structore project and achieving project milestones in aconrdance with project
dugumenis v conoessiun agrecimcnt

Compliance OfMicer: Compliance Ollicer s vesponsible fur the compliance
related to Il T.

Lead Member: It means Loatll momber of the Concessionaire 3PV for PRP
profects as delined in the project documents.

Costodign: Custisdian means s person registerod under the SEBI (Custodian
ol Sevurities) Reguliations, 1996,

Merchant Banker: Merchant Banker kooks alter the entive process of issue of
units

Auditor: Auditor conducts ihe audii of scoounis of IavT.

Valwer: Vaheer pndortakes valuation of the asscts

SPV: Special Purpeese Vehicle (5PV) is a Company or LLP who hobils ool o
Uhan 80% ol its mseels divectly in properties and in shich TondT o ihe holding
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company holds or proposes o hodd not less than 50% of Equity share capital or
inlerest. Also, any Company or LLP which is nol cngaged in any activity other
Lhan holding and developing property and any olher aclivity incidental wo such
holding or development.

Unii helders: Unii holders are the one who holds units of the InviT.

DEFIMITIONS
(5. What do youn understand by “completed and revenue
ect” underthe SERE

20147

Ans.: Completed and revenue genacraling project [Regulation 201K 0]:
Completed and revenue generaling project means an infrastruclure project,
which prior o the date of ils acguisition by, or transfer o, the InvIT, satislies
the lollowing conditions —

() The infrastructure pooject has achieved the commercial operations date
as delined under the relevanl project agreement including concession
apgreement, power purchase agreement or any other agreement of a
similar nalure enlered into in refation w the operation of the project or
in any agreement entered into wilh the lenders.

{if) The infrastruciure project has received all the requisite approvals and ¢

certificalions lor commencing operalions.

(i) The inlrasiruciure project has been penerting revenae [rom operations

for a period of not less than one year.

N. ﬂ:ﬂ.ﬂ- the meaning of “Special Purpose Vehicle” as mentioned in
SERI {1nfrastructure Investment Trusts) Regulations, 2014,
.Im.:ﬁuchll‘m‘pm Vehicle [Regulation 2(1 X zv)]: "SPV” or “special purpose

vehicle™ means any company or LLP -

(i} In which cither the InvIiT or the Holdoo holds or proposes 1o hold con-
trolling interest and not less than 51% of te equity share capital or inter-
esL However, in case of PPP projects where such acquiring or holding is
disallowed by government or regulatory provisions under Lhe concession
agreemenl or such olher agreement, this clawse shall nol apply and shall
be subject o provisions under proviso Lo Regulation 12(3).

(i) Which holds not less than 90% of ils assets directly in infrastrecture
projects and does nod invest in other SPVs.

(iif) Which is nol cagaged in any olher activity other than activilies pernaining
i and incidental 1o the underdving infrastruciure projects.

7. Explaln the meantng of "Siraleglc Investor’ as mentioned tn Lhe SEBI
Investment Trusts) Regulations, 2014,

Ans.: Strategic Investor [Regulation 2(1M zzadl: Stmalegic Invesior means

lollowing eotities who invest, cither joinily or severally, ol less 51% of the total
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olfersize ol the InvIT or amount specified by the SEBI, subject 1o Lhe complinnee
with the applicable provisions, of the Forcign Exchange Management Act, 1999
and the Rules or Regulations or Guidelines made thercundor —

) An infrastructure finance company registered with RBI as NBFC,
(7 Schoduled Commercial Bank.

(i) Muliibneralbilateral development linancial instilution.

{iv) Sestemically important NBFC registered with RBI.

(¥ Forcign peartlolio invesioms.

{v1) Insurnnce cowmpany regisiered with the TRDA

(vil) Muiual fund.

Iﬂeﬂh Mmmwm)mmu.
Ans.: Reglsiration of infrastruciure invesiment (rusts [Regulation 3):

(1) No person shall act as an IndIT undess it has oblained a conilicate of
registraiion lrom the SEBI.

(2) An application lor grant of cenificale of registration as InviT shall be
made by the sponsor on behall of the rust in Form A a8 specilied in the
Schodule 1| and shall be aconmpanicd by 8 nonorelundable application
foe as specifiod in Schedule 1L

(3) The SERI may, in order in protect the interests of investors, appoint any
person o take charge of records, documents of the trust and for this pur-
pomsee, glso determine the terms and conditons of such an sppoinbmaent.

(41 The SEBI shall take inla account requirements as specilied in these reg-
ulations for the purpose of considering grant of regisiration.
Eligibility Criteria [Regulation 4): For the purpose of the grant of cortificaie
i @ trusi, the SEBI shall consider all maters relevani (o the activities as an
InvIT. The SEBI shall consider the following, mandatory requirements -

{a) Registration aonder Reglstration Act, 1908: The applicand is the spon-
sur o behall of the vrust and the instrument of trust is in the form of
a doed duly registered in India under the provisions of the Regisiration
Act, 1908,

(b)) Objective of lovIT and responsibilliies of Trustee: The trust deed has
s main objective as undenaking activity of InvIT and includes respon-
sibilities of the rusiec.
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(¢) Designated personsare separate entities: Persons have been desipnaled
as sponsors, investmenl manager and rustee and all such persons are
scparale enlitics.

(d) Fligibility criteria for sponsor:

(i) Each sponsor and sponsor group shall be cleardy identilied in the
application of registrution (o the SEBI and in the offer document/
placement memorandum, as applicable. However, [or cach sponsor
group nol less Lhan one person shall be identified as a sponsor,
Only lollowing entities may be considered sponsor group:

(@) A person or enlily whe is directly or indirectly holding an
interest or sharcholding in any ol Lhe assels or SPVs or
Holdeods) proposed 1o be transferred 1o the InviT.

(b)Y A person orenlity who is directly or indirectly holding units
of the InvIT on post-issue basis.
{c) A person or enlity whose experience is being utilized by the
sponsor for meeting with the eligibility conditions required
under Regulation 4 2.
(i} Each sponsor has -

1. Nel worth of nol kess (than £ 100 Crore if it is a body corpo-
rale or a Company.

2. Nettangible asseis of value not less than # 100 Crore in case
il is LLP.

(i) Whether the sponsor or ils associale has a sound track record in
development ol infrastructure or fund management in the infira-
slruclure seclor.

Explanation: "Sound track record’” means experience of al least 5 years
and where Lhe sponsor is a developer, at least two projects of Lhe sponsor
have been completed,

{e) Elgibility criteria lor lovestment Manager:

{i} The investmen! manager has a nel worth of nol less than ¥ 10
Crore il the invesiment manager is a body corporaie or a company
or nel langible assets of value nol less than # 10 Crore in case the
investment manager is a limited linbility pannorship.

(if) The investment manager has not less than 5 years of experience
in lund management or sdvisory services or development in the
infrastructure sector or Lhe combined experience ol the directors!
parinersiemplovecsol the investment manager in fund management
or advisory services or development in the infrastructure sector is
nod bess than 30 vears.
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Forcomputing the combined experience, only the experienceol the
direciors/pariners'cmplovees with more Lhan 5 years ol caperience
in fund management or advisory services or development in Lhe
infrastructure sector shall be considened.

(ff) The investment manager hasnol less than twocmplovees who have

al least 5 yvears experience each, in lund management or advisory
services or development in the inflmstruclure soclor,

{iv) The investment manager has nod less than one employee who has
al leaist 5 vears expericnce in the relevant sub-sectors in which the
IovIT has invested or proposes b invest

(v} The investment manager has not less than halll of its direclors in
case of a company or members of the governing board in case of
LLPas independent and not directors or members of the poverning
bourd of an Investment Manager of another InvIT.

(i) The investment manager has an office in India Irom where the
operations pertaining Lo the InviT is proposed 1o be conducted,

{wii} The invesimen! manager has enlered inlo an investimenl manage-
ment agreement with the trustee which provides for the responsi-
bilities of the investment manager in accordance with Repulation
10,

) Project Manager: The project manager has been identilied and shall be
appoeinted in lerms of the project implementation/management agree-
menl. The project implementation agreementUmanapement agreemenl
shall be submitted aloag with the dralt oller document or the placement
memiorandum.

(£) Eltgibility criterla for Trustee:

(i} The trustee is rogistered the under SEBI (Debenture Trustoes)
Repulations, 1993 and is nol an associale of the sponsors or in-
veslmenl manager.

() The trustee has such wherewithal with respect (o inlrastructure,
personnel, elc. o the satisfaction of the SEBI and in accordance
wilh circulars or puidelines as may be specilied by the SEBI.

(h) Unit holders: No unit holder of the InvIT enjovs superior voling or any
other rights over another unil holder and there shall not be multiple
classes of units of InvlTs. However, subordinale units may be isswed only
10 the sponsors and ils associates, where such subordinate units shall
carry enly inferior voling or any other righls compared 1o other units,
Unil holders holding nod less than 10% of (he tolal outstanding unils of
the InvIT, cither individually or collectively, shall be entitled 1o nominale
one direclor on the board of directors ol the Investment Manager, in Lhe
manner as may be specilied by the SEBI.
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The direcior so nominaled shall recuse from voling on any lreansaclion
where such nomince director or associate of such nominee director or
the unit holder who nominated such nominee direclor or ssociate of
such unit holder is a party.

Any unil holder holding not less than 10% of Uhe towal outstanding units
ol the InvIT shall comply with Stewardship Code specified in Schedule
VIIL

(i) Dsclosure of activities of REIT: The applicant has cleary described a1
the time of registration, details perlaining o proposed activilies ol the
I T:

() FiL and proper person eriteria: The InviT and partics o the InvIT are
it and proper persons based on the crileria as specilied in Schedule 11
ol the SEBI (Inlermediaries) Regulations, 2008,

(k) Rejection of previous applicatton: The SEBI shall ake inlo consider-

ation the (act the whether any previous application forgrant of centificale
by the InvIT or the parties o the InviT or their direclors/members of

governing board has been rejected by il

() Disciplaary action: Whether any disciplinary action has beon taken
by the SEBI or any other regulatory aulhorily against the InviT or Lhe
partics (o the InvlT or their direciors/members of poverning board under
any Acl or lhe regulstions or circulars or puidelines made thercunder,

RIGHTS AND RESPOMSIBILITIES OF PARTIES TO THE loviT, VALUER & AUDITOR

uv-nu-uu-mmnmmum to the InvIT as
contained under Lhe SEBI (Infrastructure Investment Trusis) Regula-
thons, 2014,

Ans.: Rights & Responsibilittes of Trustee: Repulation 2(1) 1o (22) makes
provisions for rights and responsibilities of Trustee to InvIT. Some of them are
discussed below:

{1} The trustee shall hold the InvIT assets in the name of the InviT for the
benelit of the unit holders in accordance with the trust deed and these
regulations,

(2) The trusiee shall eater nlo an invesiment management agreement with
the invesimeni manager on behall of the InviT.

(3) The trustee shall oversee activities ol the invesiment manager in the in-
lerest of the unit holders, ensure thal the investmen! manager complies
with Regulation 10 and shall obtain compliance certilicate from the in-
vestment manager, in the form as may be specificd, on a guanerly basis.

{4) The trusice shall oversee activities of the project manaper with respoct
oy compliance with these regulations and the project implementalion
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agrecment/project management agreement and shall oblain compliance
cerlilicate from the Project manager, in the form as may be specified, on
a quarierly basis.

(53 The trusice shall ensure thal the invesimenl manager complics wilth
reporiing and disclosures requirements in acoordance with these regu-
lations and in case of any delay or discrepancy, require the investiment
manager o reclily the same on an urpent basis.

{6) The trustee shall review the iransactions camried oul between the invest-
menl manager and its associales and where the invesiment manager has
advised that there may be a conllict of interest, shall oblain conlirmation
Irom Praciicing Chariered Accouniant or valuer, as applicable, that such
transaction i on arm's length basis.

(7} Thetrustee shall periodically review the status of unit holders” complainis
and their redressal undertaken by the invesiment managoer.

(%) Thetrustee shall make distributions and ensure that investment manager
makes timely declaration of distributions (o the unit holders,

(9) The trusiee may roquire the investment manager Lo sel up such syslems
and procedures and submil such reports Lo the ruslecs, as may be nec-
essary lor elfective monitoring of the functioning of the lnviT.

{10} The trustee shall casure that subscription amount is kepl in a separate
bank account in pame of the InwlT and s only utilized Tor adjustment
against allotment of units or relund of money 1o the applicants Lill the
time such units are listed,

(11} The trustee shall ensure that the remuneration of the valuer is nol be
linked 1o or based on the value of the asscis being valued.

(12} The trustee shall ensure that the investment manager convenes meetings
ol the unil holders in accordance with these regulations and oversce the
voling by unil holders.

{13) The trusice shall ensure that the invesimeni manager convenes mectings
ol unit holders nol less than once every vear and the period between such
meetings shall not exceed fificen months.

(14) The trustee may lake up with the SEBI or with the desiprated stock
exchange, as may be applicable, any matier which has been approved in
any mecting of unit holders, il the matler requires such action.

010, What are the responsibiliifes of Trusice to the InvIT in case of any
change in Invesiment Manager due (o removal or otherwise under the
SEBRI (Infrasiructure Investment Trusis) Regulations, 20147

Ans.: Responsibilittes of Trustee to the InvIT In case of change in
Investment Manager | Regulation 1 1(15) |z Incascol anychanpe in invesiment
manager due o romoval or otherwise -
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(@) Prior 1o such change, the trustee shall obiain approval from wnit bolders
and lrom the SEBL.

(b) The trustee shall appoint the new investment manager within 3 months
from the date ol termination of the cadier invesiment management
aprecment

() The previous investmenl manager shall continuee wo act as such at the dis-
cretion of rustee L such time as new invesiment manager is appointed.

{d) The trusiee shall ensure that the aew investment manager shall stand
subsiituted as a pariy in all the documents towhich the carierinvesiment
manager was a parny.

te) The trusice shall ensure that the carlier invesiment manaper continues 1o
be liable forall its acts of omissions and commissions nolwithstanding
such lermination,

01 1. Discuss brielly provisions relating Lo respoasibility of Invesiment

Manager in relation Lo appolaiment or reappolntment of Auditor of the

_InviTunderthe SERI (Infrastructure Invesiment Trusis) Regulations, 2014
Ans.: Appointment of Auditorol the InvIT [ Repulation 10(6) ) Theinvesument
manager of the InvIT shall appoint an individual or a lirm as the auditor, who
shall hold olTice [rom the date of conclusion of the annual mecting in which the
auditor has been appointed Ll the date of conclusion of Lhe 6Lh annual meeting
of the unil holders in aconrdance with the procedure for selection of auditors,
a8 may be specilicd by the SEBI.
Responsibility of Investment Manager in relation (o appoloiment or reap-
polniment of Auditor [Regulation 1{6A)]: The invesiment manager of the
In¥IT shall nol appoinl or re-appoint —

{2} An individual as the auditor for more than one lerm of 5 conseculive
¥CArs.

(B) An awdil lirm as the audivor [or more than 2 lerms ol 5 comseculive years.

The individual audilor who has compleled the term under clawse (a) shall not
be eligible for reappointment as the auditor in the same InvIT for a period ol 5
viears [rom the date of completion of the lerm.

The awdit lirm that has completed its lerm under clavse (b)), shall not be eligible
for reappoiniment as the auditor in the same LovIT for a period of 5 vears from
the date of completion of s lerm,

ﬂllthWhrﬂlﬂmhMM
Trust (InvIT)? Also state the responsibilities of project manager under
the SERI (Infrastructure lnvestmeni Trusts) Regulations, 2014,

Ans.: Project Manager | Regulatioa 201 N zp) ) Project Manager meins & com-
pany or LLP ora body corporale designated as the project manager by the InvIT,
responsible forachioving execulion'management of the project as specifiod under
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repulation 11 and in case of PPP projects, shall mean the entity responsible lor
such execution and achievement of project milestones in acoordance with the
concession agreement or any olher relevant project documenl,

Responsi bilities of Project Manager [Regulation 11]:

(1} The project manager shall underiake operations and management of the
InvIT asscis including making arrangements [or the appropriale mainle-
nance, as may be applicable, cither directly or through Lhe appointment
and supervision ol appropriale agents and as required under any project
agreoment including a concession agreement in Lhe case of a PPP project.

(20 1f the InvIT invests in under construction projects, the project manager
shall -

(g} Underiake the operations and management of the projects, cither
directly or through appropriate agenis.

(B) Oversee the progress of development, approval status and olther
aspecis of the project uplo its completion, in case ol appointment
of agents for the purpose of cxecution.

(3) The project manager shall discharge all obligations in respect of achieving
Limely completion of the projeclimplementation agreement/inlrastructune
pmject, wherever applicable, implementation, operation, mainicnance
and management of such inffastruciure project in lerms ol the project
management agroemenl.

013, Whai are the provisions with respeci to collective holding of unlis
by the sponsors and sponsor groups tn the InviT?

Ans_: Collective holding of units by the sponsors and sponsor groups for
3 years from the date of Hsting of units in the initial offer [Regulation
12(3A)]: The sponsors and sponsor groups shall, at all times, collectively hold
i less than 15% ol the wodal outstanding units of the laviT, for 3 years from
the date of listing of unils in the initial offer, subjoect o the [ollowing:

(@) Sponsors and sponsorgmupswould be responsible focall acts, omissions,
representalions and covenants of the InviT related 10 the lormation of
InwIT or sale or transfer of assetsHoldeoSPY Lo Lhe InvIT.

() The InvIT or the trustee of the InvIT shall also have recourse against the
sponsors and sponsor groups Tor any breach in this regand.

(e} Project manager of the InvIT shall be the sponsor or an associate of
the sponsor and shall conlinee 1o acl in such capacity Tor a period of
minimum 3 vears [rom the date of listing of InvIT unils unless suitable
replacement is appoinied by Lhe unit holders through the Trustee,

The condition as specilied inclause (c)shall not be applicable where Lhe sponsors
and sponsor groups together hold not less than 25% of the otal outstanding
unils of the InvIT aller initial oller of units, at all times, during a period of st
3 wears [rom Lhe daie of the lisiing ol units ssued in iniial offer.

CHL. 10 INFRASTRUCTURE INVESTMENT TRUSTS 10.13

Any holding by sponsor and sponsor group exceeding the 15% or 25%,
a% Lhe case may be, shall be held for a period of not less than oae year
[rovm the dale ol listing of unils issued in inital oller.

In case of PPP projects where the InviT is investing in infrastreciure
asseis through SPVs, in case such acquiring or holding is disallowed by
povernment or under any provisions of the concession agreement or any
other such agreement -

(i} The sponsor may continue 1o maintain such holding al the SPY
level
(i) The consolidated value of all such holdings at the SPV lovel and
the value ol the units of 1nwIT held by the sponsor shall nol be less
than the value of 15% ol the total units of the InviT alter initial
issue of unils on & posl-issue basis.
(i) Such uniis of the InviT and shares or inlerest in the SPY shall be

held lor a period of nod less than 3 years from the dale of the lisling
of units of the 1aviT.

{iv) In case such holding of sponsor in the SPV resulis in the InvIT
nol having conbrolling inlerest and notl having more than 51%
sharcholding or inlerest in the SPV, the sponsor shall enter into a

hinding agreement with the IaviT 1o ensure thal decisions aken

by the sponsor including voling with respect 1o the SPY are in °
compliance wilth these regulations and nol against the inlerost

of the InvITs or the unit holders and shall be subject 1 funther
guidelines as may be specilied by the SEBIL
Collective holding of uniis by the sponsors and sponsor groups rom 4th
year to 20th year [Regulation 12{3A)]: The sponsors and sponsor groups shall
collectively hold nod less than -
(i) 5% of the (otal outstanding units of the InviT, from the beginning of 4tk
year and till the end of Sth year From the date of listing of the units isseed
in the initial offer.

(i) 3% of the total oulstanding units of the InviT, [rom the beginning of 6Lh
vear and (il the end of 10th vear from the date of listing of the unils
msued in the initial offer.

(i) 2% ol the otal outstanding units of Lthe InvIT, [rom the beginning of 111h
vear and Gl the end of 20th vear from the date of listing of the unils
imsued in the initial ofTer.

(iv) 1% of the wtal outsianding wnits of the Inwd T, afler the completion of the
20th year [rom the daie of listing of units issued in the initial ofTer.

The maximum value of unils 1o be held by sponsors and sponsor proups [or
compliance wilth clawses (i) 1o (fv) shall nol exceed ¥ 500 Crore or such other
value as may be decided by the SEBI [rom time 1o time and such valuation shall
b bawsed o the latest available net asset value of the of the InvIT.
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An assestient ol complianee ol reguirements unde? Clasos (1) b Gy shall be
done a1 the time of cach freth lssuance of units and a1 the heginning of chanee
in threshold of the percentage for minimum uait holding requirement.

For InvlTs that have alioady baed anits purssant 1o an initial affer as on ithe
date of comdng into elfect of the SEBI (Infrastracture Investment Trusts) (Sec-
and Amcendment ) Regulitions, 2023 the prodsions contained in Regulation
12030 & (3A) shuall be applicatie only for the adclitional unibs issucd by the Loy [T
alter such date and the units that are locked in a1 the tme of inital ofler shall
conatioue 1o Bee bocked i vl the completion of 3 vears from the dose of Hsong
aal wmsdin in ssch indiia) oller

Lock-in of units [Regulation 133) | The units required to be beld in termms ol
Regubsibon 1200) & (3A) shall be boebed-in and shall mol be encumbensd
hsseier, any encumbrance coenlod on units boebd v comply swith the minimum
il hodding reguircement applicakile Incloams the date o cosnimg inda ellewt ol
the SERI I nfeastrscture Dimaesiment Troesds )i Socond & mencdrscn ) Reptbalboats,
2023, mav continue il the cocumbranoe exisi on such dule

W14 What are the rights and responsibilities of the auditor onder 1the
SFRI (Infrastructure Investment Trosts) Regulations, 28147

Ans: Rights and responsibililics of the suditor |Regtilstlon 13(2)]: The
mudinoe <hall comply with the ollowing conditkons al all tines -

(@) Al Report; The aulitor shall oot mudit of ihe accounia ol ihe
LiwIT and drall Uve awdit report based on accounts examiaed by him and
altar taking i accoun ! the relevan t aceoun g and audiling standarnds,
specilied by the SEBL

1) True and Falr vlew: The auditor shall, 10 (he bext of his information and
knowledge, ensure that the accouniy and financial tatemonts give a irue
and fair view of ihe sale of the alfaiis of the T IT, insluding podin o
b anad cash Do Tor thie period mid othoer specilied mattems

i¢) Right of access of books of accomnts: The audilor dhall have s rigin ol
access i all fimes o the bonks of accounts and wigehers Pertaining
activities of the InviT,

o) Bight 1o obtaln Indormation and explanation: [he audiine shall have
& riphi Lo rogquire saich iolormation and explananion portaining W sctive
it ol the I IT as he may Cconskder nocossary or the performance o
his duiics ms suditor brom the cmflovess o LavIT or Holdeo o portios
ten the Lo T oo Hobiloo o SPV oo any sithe T peman in peescssdion o such
Il vl ion

ed Lisnited review ol the andit incase of consolldation: The auditor shall
underiake a limited review of the sl of all the entities. or companios
whose accounis are (o be comsolbdiaiod with the scoounis of the [ovT
w por the applicable ldian Acomunting Stancands (lnd AS) aid any

CHL 10 - INFRASTRUCTURE INVESTMENT TRUSTS 10,15
addendum therelo as defined in Rule 201)a) of the Companies (Indian
Accounting Standards) Rules, 2015, in a manner specified by the SEBL

15, What are the different rightsof the unit holders in an Infrastructure
Investment Trust? une 2023 (3 Marks)]

Ans.: Right of Uait holders in InviTs:

# Right w receive returns through cash distributions made by the brust.

+ Rights 1o vole on matters perlaining (o acquisition of new assels or
bormwing.

+ Right to vole on related party malters.

+ Right o voteon maters such as appoiniment or change ol the Investment
Manager,

+ Righl 1o vole on induction of a Sponsor, wilh the opportunity 1o exil for
dissenting volers,

+ Right 1o vole on exil of Sponsor.

+ Right to receive periodic disclosures like anneal repor, valuation report,
quaneryvsemi-annual flinancials elc.

OFFER & LISTING OF UMITS OF INVIT

016, Bharat Infrastructure lavestment, arepistered InviITwith SEBI pro-
poses Lo raise funds by making infittal offer of 1ts uaits. In this connection
you are required to siate Lthe provisions relating to followlng matlers:
(1) Value of assets
{#i) Offer stze
(##) Mintmum offer and allotment to public
Ans.: Inftlal olfer ol unlis by an InvIT | Regulation 14{1)]: No initial olfer of
unils by an InvIT shall be made unless -
(@) The InvIT is regisiered with the SEBI.
(b Value of InvIT assets is nol less than ¥ 5300 Crore.
{c) Offer sive is not less than ¥ 250 Crore,
The requirement of ownership of assets under clavse (b)) and oller sive under
clause (c) may be complied al any point of time before allotment of unils in
accordance with olTer document/placement memorandum subject, toa binding
agrecmenl with the relevant parties Lhat such the requirements shall be [ulfilled
prior 1o such allotment and a declaration to the SEBRI and 10 the designaied
stock exchanges o Lthat effect, where applicable and adeguate disclosures in
this regard in the ofler document or placement memorandam.
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Mintmum offer and allotment lo public | Regulation 14(1A)]: The minimum
olfer and allotment w public through an offor documeny'placement memaoman-
uem shall be -

(2} Al least 25% of the tolal oulstanding units of Lthe lavIT, if the post issue
capital ol the InvIT calculated at olfer price is less Lhan ¥ 1,600 Crore.

(B OF the value of ot leasi ¥ 400 Crore, if the post issue capital of the InvIT
calculaled at oller price is egual Lo or more than # 1,600 Crore and less
than ¥ 4,000 Crore,

fe) Al least 10% of the lotal oulstanding units ol the levIT, if the post issue
capital of the InvIT calculated at offer price is equal to or more than
F 4 DM Crowe,
Any unils offered o sponsor or Lhe invesiment manager or the project manager
or their related partios or their associates shall not be counted owards units
ollered 1o the public.

Any listed InvIT which has public bolding below 259 an account of clauses (B)
and (¢ )above, such InviTshall increase its public holding 1o al least 25%, within
a period of 3 vears [mm the date of listing pursuznl o inilial offer,

(17. Whai are the conditions applicable to InvIT for raisiag funds by
wﬂmw
Ans.: Conditions applicable to 1n%1T for ratsing fands by way ol private
placement | Regulation 14(2)]:

{a) The InwIT may raise funds by way ol private placement through a place-
ment memorandusm

(B) Funds by way of privaie placement shall be mised from institutional in-
vestors and bedy corporate only, whether Indian or loreign. However, in
case of foreign investors, such invesiment shall be subject 1o guidelines
as may be spocilied by RBI and the government from lime (o time.,

fc) Minimum invesiment from any investor shall be ¥ 1 Crore. Il such an
privately placed InvIT invesis or propases 1o invest nol less than 80% of
the value of the laviT assets, in completed and revenue generaling assels,
the minimium inveiment from an investor shall be ¥ 25 Crore.

() Such lTunds can be raised from nol less than 5 and nol mone Lhan | 000
investors, Maximum sehscription from any investor other Lhan sponsors,
ils relaled partics and its associates, ininitial oller shail nol be more than
25% of the Lival unit capital.

&) The InviIT shall file o placement memormndum with the SEB1 along with
the Tee as spoecilied in Schodule 10, ot least 5 days prior W opening of
ihe issue. However, sach opening ol the issuc shall pol be al a date laler
than 3 months from the receipt of in-principle appeoval Tor listing, from
exchanges.

CIL 10 : INFRASTRUCTURE INVESTMINT TRUSTS J LA

i The InvIT shall lile the final placemeni memomndum wilh the SEB)
wilhin a period of 10 working days from the dawe of listing of the unis
ssued Lherein.

Q18 Explain the circomstances under which an lnvestment Manager of
an Infrastrociure Invesimenl Trosi (IavlT) can apply o SERI and the
desiganted Stock Fxchange for dellsting of s ualts,
|ec. 2019 fiﬁtﬂ]
Ans.: Dellsting of untis and winding-up of the loviT [Regulatioa 17]:
{1} The investment manager shall apply for delisting of units of the InvIT 1o
Lhe SEBI and the diesignated stock exchanges in lollowing cases —
(@) W the public holding Falls below the specilied limiv. [ Specified limii
iv 25%)
(B) W the number of unil holders of the IovIT Talls bolow spocified
limiL | Spectiled limit is 5 aunil holder for privaie placermeni and 20
it holder for public issue|
fed Il there are no projocts or assels remaining under Lhe 1ol T lor a
perind exceading 6 months and [nvIT does nol propose Lo invest
in any project in lulure, Nowever, the period may be exiended by
Turther & monihs, with the approval of wnit holders.

() I the SEBI or the desipnaied siock exchanges require such delis.

ting [or violalion of the listing agreement or these repulations or
the SEBI Act, |992

fed Il the vrustee and investment manager requesis such delisting and
such request has been approsed by unil holders. However, exil
shall be prowided 1o disseniing unit holders.

{0 1 umit holders apply [or delisting in accordance with Repulation
22

{g) Il the SEBI or the designated sinck exchanges requine such delisi-
ing in the interest of the unit holders. However, il clawse (a) or (B)
is breached, the trusiee may provide a period of & monihs o the
investment manager Lo rectily the same, Failing which shall apply
for such delisting. In case of PPP projecis, such delisting shall he
suhject 1o relevant clauses in the concession agreement.

{2) The SEBIand the desipnated stock exchange may consider such applica-
Lion lor delisting for approval or rejection as may be appropriale in the
intere< of the unit bokders,

(3) The SEBI may, instead of delisting ol the units, il it deems fil, provide
additional lime o the InvIT or parties o Lhe InvIT o comply wilh
Regulation 1701).
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{4) The SEBI may roject the application for delisting and 1ake any other Protection & Education Fund' constituied by the SEBI. However, amouni
action, a% il deems fil, under the regulations or the Act for violation of iransfermed 1o Investor Protection & Education lund shall not bear any
Lhe listing agreement or Lhe regulations or Lhe Aol inderest.

(5) The procedure [or delisting of unils of 1aviT including provision of cxil {g) The unclaimed or unpaid amount of a person Ll has been translerred o
option o the unit holders shall be in accordance with Lhe listing agree- Lhe Investor Protection and Education Fund may be claimed in manner
meni and in accondance wilh procedure as may be specified by the SEBI specilied by the SEBI.

W5 s pmsee s ot e ok PO e e TRt o SO S e S

T isbing o s unels, il s surrender s certihicale of neg- InwIT under the SEBI (Infrastructure Investment
istration Lo the SEBI and shall no longer underiake activity of an InvIT. 2014, FIME SACHION.

{70 The ImflTa_n:! partics o the !n\:IT .'iha_ll oontinue o he_lf_al_‘rle for all their Ans.: Related Party Transactions [Regulation 19]:

acts of omissions and commissions with respect 1o activities ol the InvIT ) ke P
swithstandi ender of registration 1o the SEBL Related purty trusmactioosshallbe onun arms-leagth basts: "
frotw S ———-— e pary transaclions shall be on an arms-length basis in accordance with
INVES \ oD i RELATED PARTY TRANSACTIONS. BORROWING L rebevant accounting Slﬂ.ﬂdﬂﬂlﬁ, in the best interest of the unit holders,
ALUATION OF ASSETS : consistenl with the stralegy and investment objectives of the InvIT,
(2) Msclosure of related party iransactions: All relaled pany trmansaclions
019. Enumerale the rules for disiribution of cash Dows by InvIT. ol an InvIT shall he disclosed -

[ fume 2021 (5 Marks)] {a) In the offer document or placement memorandum with respect Lo
Ans.: Rules for distribution of cash flows by 1aviT [ Regulation 18(6)): Wilh any such transactions catered into prior i the offior of wnils and

respect bo distribulions made by the InvIT and the Holdon or SPV - any such proposed transaclions subsequent e the offer.

{a) Not less than 90% of net distributable cash Hows of the SPV shall be (¥) To ihe designuted sinck exchanges sad unit holders poriodically
distributed o the InvIT/Holdeo in proportion of its holding in the SPV 8 ORI NI AT S himn mpuintinn
subject o applicable provisions in Companics Acl, 201 3or LLP Acl, 2008, (3) Cases In which approval of unii holders Is required: In case of fol-

(B} Not less than 90% of nct distributable cash flows of the 1nvIT shall be SEUNE THVMIME TNSTY NOCE IS WAL SO ST WA DR Rt

olfer, approval [rom the unit holders shall be obiained prior 1o enlering

distributed 1o the unil holders.
. ! -y g into any subsoquent transaction -

) With regand to disiribution of net distributable cash llows by ihe Holdco

10 the InvIT, Lhe following shall be complied: fa) Tokal value of all the related m"illml;'mmmuif;?mﬁ;

(i) With respect io the cash llows received by the Holdeo Irom under- f&ﬁ'ﬂﬂﬂﬂ?& ufi:w_-sm;ms Inlo _.;L.._ur:it,_ia
E’;ﬁ:ﬂpzzhhnuh?&r’:"n:#“h Mews received by the Hokdeo shall excecds 5% of the value of Lhe InvIT assels.

i b) Value of the lunds borrowed [ dated parties, in a linancial

(i) With respect o the cash Mows generated by the Holdoo on s o year, exceeds 5% of the lotal u_::::idr;lm h‘:::.\.\-‘::.l::::uw In:IT

own, nol less than %0% ol such net distributable cash [lows shall Holdeo and the SPVs, L

be distribuled by the Holdoo 1o the InvIT. @ i i e

(el Such distributions shall be declarsd and made not less than onee every ErmacHca: Trinkaciion Balvwoci: two o o oF the il with s
6 months in every financial year in case of publicly offercd InvITs and common investmenl manager or sponsor, shall be deemed 1o be related
not less than once every year in case of privately placed 1nvITs and shall party transactions Tor each of the lnvITs. This provision shall also apply
be made not later than fifteen days from the dale of such declaration. il the investmen! managers or sponsors of Lthe InviTs are dilferent entities

) Subject clause (d), such distribution shall be in the manner as mentioned bt are associales,
in Uhe olfer document or placement memorandum. (5) Disclosure (o designated stock exchanges of detatls of fees or com-

{3 Any amount remaining unclaimed or unpaid oul of the distributions de- misstons received by related party: With respect 1o any related party

clared by InvIT in terms of clause (d ), shall be transferred (o the ' Invesior iransaction, delails ol any [ees or commissions received or 1o be received
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bysuch related pany shall be adequately disclosed 1o the designated siock
eachanpes.

(6) Disclosure n offer document or placement memorandum If related
party has inlerest in competdng business: Where any of the related
paritics have an inlerest in a business which competes or is likely 1o
compete, cither directly or indirectly, with the activities of the InvIT, the
[ollowing details shall be disclosed in the olfer document or placement
memorandum -

{a) Details of such business including an explanation as 1o how such
business shall compele with the IaviT.

(5 Adeclamtion that the related party shall perform its duly in relation
o the IaviT independent of its related business;

() Declartion as 1o whether any acquisition of such business by the
InvIT is inlended and il so, details ol the same thereol.

(7} Power of SEBI to specily additfonal guldelines: The SEBI may spe-
cily additional puidelines with respect o related party ransaclions, as
il decms fil,

T oo D
menis” of an 1oviT under the SERI {Infrastruciure Invesimenl Trusis)
.lg.gglﬂim_:..!ll-i.__ e

Ans.: Borrowlngs and deflerred payments [Regulation 20]:

(1) An InvIT, whose units are lisied on a recognived siock exchange, may
issue debl securitics in Lhe manner specilicd by the SEBL However, debl
securilies shall be listed on recognized stock exchange.

(2) The aperegaie consolidated borrowings and delerred paymenis of the
InvIT, Holdco and the SPVs, net of cash and cash equivalents shall not
excoed T0% ol the value of InvIT assels.

Explanarion I: Investment by InvITs in overnight mutual lunds, charac-
lerized by their investments in overnight securities, having malurily ol
one day, shall be considered as cash and cash equivalent.

FExplanarion 2: The amount of cash and cash equivalent shall be excluded
[rom ithe value of the assets of the InvIT.

{33 11 the aggrepgate consalidated borrowings and deferred payments of the
InvIT, Holdoo and the SPVs, net of cash and cash equivalenis exceed 25%
ol the value of the 1nvIT assets, for any luriher borrowing -

(@) Up o 49%, an InviT shall -
(i) Obtain credit rting from a credil miing agency registered
wilh the SEBI and
(i) Scck approval of unil holders.

CH. 10: INFRASTRUCTURE INVESTMENT TRUSTS 1021

(B) Above 49%, an InvIT shall -

(i) Obtaina credil rating of "AAA™ or eguivalent [or its consoli-
daled borrowing and the proposed bormowing, from a credil
rating agency regisierod with the SEBIL.

(i} Utilize the funds only for acquisilion or development of
infrastruciure projects.

(i} Have a track recond of at least six disiributions, in lerms of
Regulation 18(6), on a conlinuous basis, post listing, in the
vears preceding the financial vear in which the enhanced
homrowings are proposed o be made,

{iv) Obiain the approval of unil holkders.
(42 1 specified conditions are breached on account of market movements of
the price of the underyving assels or securiiies, the investiment manager

shall inform the same 1o the tnestee and ensure that the conditions ane
sulisficd within & months of such breach.

RIGHTS OF UMIT HOLDERS, GENERAL OBLIGATIONS, DISCLOSURES & REPORTING

Ans.: Right of Unii holders ln InvITs:
# Right 1o receive returns through cash distributions made by the trust
+ Rights 10 vole on mallers penaining 1o acquisition of new assels or
bormowing.
#+ Righi to vole on related party maticrs.

# Right 1o voreon matters such as appoiniment or change of the Invesument
Manaper.

+ Right w voie on induction of a Sponsor, wilh the opporiunily (o exil for
dissenling voloms.

* Right 1o vode on exil of Sponsor.
# Right to receive periodic disclosures like annual report, valuation repor,
quanerysemiannual linancials elc,

023, Which type of information relating to the operation or performance
of the InvIT shall disclosed by the investment manager (o Lthe designated

stock

Ans.: As per Repulation 2306) of the SEBI (Infrastructure Invesimenl Trusis)
Regulations, 2004, the investment managershall disclose o thedesignated siock
exchanges any information having bearing on Lhe operstion or performance
of the InvIT as well as price sensitive information which includes bul is ool
restricied o the following —
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(a) Acquisilion or disposal of any projects, directly or through Holdeo or
SPV, value of which excecds 5% of value of the InvIT assels.

(b} Additional bormowing, at level of Holdoo or SPV or the InviT, exceeding
15% ol the value of the InvIT asseis.

ic) Additional issue of units by the InvIT,

(d) Details of any credit rating oblained by Lhe InvIT and any change in such
rating.

ted Any ssue which reguines approval ol the unil holders.

" Any legal procecdings which may have sipnilicanl bearing on the Tunc-
tioning of the InvIT.

() Notices and resulis of mectings ol unit bolders.

(h) Any instance of non-compliance with the regubstions including any breach
ol specilicd limits.

(i) Any maierial issue thal in the opinion of the invesimenl manager or
trusice needs to be disclosed 1o the unit holders.

024, Which type ol record pertalning (o the activities of the InvIT shall be
maintained by the Investmenl Manager under the SERI (Iafrastructure
Investment Trusis) Regulations, 200147
Or
Explatn the provisions relating to matntenance of records by an tnvest-
ment manager pertaining to the activity of the InvIT.
[Dec. 2020 (5 Marks)]

or

Explain the provision relating (o maiatenance of records by an invest-
menl manager under Lhe SERI Infrastructure Investment Trusts (InvITs)
Repulations. |June 2024 (5 Marks)]
Ans.: Malnlenance of records by the Invesimenl Manager [Regulation
26(1)): The investment manager shall maintain records pertainimg loLhe activity
ol the InvIT, wherever applicable, including -
{a) All invesiments or divesiments of the InvIT and documents supporting
ihe same including rationale lor such invesiments or divesimenis.
(b Agreements entercd into by the laviT or on behall of the InvIT.
() Documents relating wappoiniment ol persons as specilied in Regulation
15}
(d) Insurance policies Tor infrastruciure assels.

e} Invesiment managemen! agrecmenl.

) Documents penaining 1o issue and listing of units including placement
memorandum, drali and linal offer document, in-principle approval by

CH. 10 : INFRASTRUCTURE INVESTMENT TRUSTS 10.23

designated stock exchanges, listing agreement with the designated stock
exchanpes, details of subscriptions, allotment of units, clc.

(g} Distributions declared and made 1o the unit holders.

(A1) Disclosures and perindical reporting made (o the rusiee, SEBI. unit
holders and the designated stock exchanges including annual reports,
hall vearly reports, ele.

i) Valuation reports including methodology of valuation.
{j) Books of accounts and linancial statemenis.
(k) Audit reports.

() Reports relating o activities of the InvIT placed belore the board of di-
rectors of the invesiment manager.

{m) Unit holders” gricvances and sctions laken thereon including copies of
correspondences made with the unil holder and the SEBI, il any.
{n) Any other material documenis.
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Investment Funds) Regulations, 2012:

() 1nvestable unds
i#) Social impact fund
(i) Social venture
{iv) Veniure capital fund
h.: Investable Funds | Regulation 2(1)(p)]: Investable [unds means mrpus

ol the scheme of Allernative Investment Fund net of expenditure for adminis-
Lration and management of Lhe Tund estimated for the teaure of the Tund.

Explanation: The expression "lenune” means Lhe duration of schemie lrom the
dane of lirst close Gl last date of the lerm as specilied in the Tund documents.
Soclal Impact Fund |Regulatton 200 M b)) Social impact [und means an
Aliemative Investment Fund which invesis primarily in securities, uniis or
partnership interest of social venlures or securitics of social enterprises and
which satislics the social pedormance norms laid down by the [und.
Social Veniture [Regulation 201 W a)]: Social Venlure means a trusl, socicly or
company or venlure capital underlaking or limited liability parinership formed
with the purpose of promoling social wellare or solving social problems or
prowiding social benefits and includes -
i) Public charitable trusts regisiered with Charity Commissioner.
(i) Socicties registered lor charilable purposes or for promotion of science,
literature, or line arts.

(i) Company registered under section 8 ol the Companics Act, 2003,

{iv) Micm linance inslitulions.
Venture capital fund [Regulation 2(1M z)): Venture capilal fund means
Allermative Investmenl Fund which invests primarily in unlisied securities of
starl-ups, emerging or carly-stage venture capilal undenakings mainly involved

11.1
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in now products, new services, lechnolopy or intelleciual propenty right based
activilies or @ new business model, I includes an angel Tund.

2. Wrile shorl aole on: Accredited lnveslor & Large YValue Accredited

R _ |Dec. 2022 (3 Marks))
Ans.: Accredited Investor | Regulation 201 M abd): Accredited investor means
any person who is pranted a cenificate of accredilation by an accreditation
agency who -

) In case of an individual, Hindu Undivided Family, family truslt or soke
proprictomship has:
A. Annual income of a1 least ¥ 2 Crore or

B. Ned worth of al least £ 7.50 Crore, oul ol which nol less than £3.75
Crore is in the fToem of linancial assels or

C. Annual income of al least T 1 Crore and minimum nel worth ol
¥ 5 Crore, oul of which nod less than ¥ 2.50 Crore is in the form of
linancial asseis.

(i) In case of & body corporale, has net worth of at least § 50 Crome,

(i) In case of a trust other than (amily trest, has net worth of ol least 50
Crore.

(i) In case of a partnership firm set-up under the Indian Pannership Act,
1932, cach partner independenlly meels the cligibility crileria for
accreditabion.

Deemed o be an accredited lavesior: Following shall deemed 1o be an acore-
dited investor and may not be required 1o oblain a centificate of acered iation -

+ Central Governmoen! and State Governmoenls

+ Developmenial agencies set-up under the aegis of Central Government
or Stale Governmenls

Funds set-up by Central Government or Stale Governmenls
Qualilicd institutional buvers

Category-1 Foreign Portfolio lnvestors

Sovercign wealth [unds and mullibieral agencies

Any other entity specified by the SERL

Large value [und for accrediled investors |Regulatton 2(1Mp)k Lange
vadue fund for accredited invesions” means an Aliernative Investment Fund or
schome of an Allemative Investment Fund in which each investor (other than
the Manager, Sponsor, emplovees or directors of Lthe Allernative Investment
Fund or emplovees or directors of Lthe Manager is an acorediled investor and
invosis nol less than ¥ 70 Crore,

3. Write a short note on: Alternative Investment

* 2 % + #

Fund '
Wne 2013 (4 Marks)]

CH 11 : RAISING OF FUNDS - PRIVATE FUNINNG 11.3

Ans.: Alternative Investiment Fund | Regulation 2(1)(b)]: Allernative Invest-
ment Fund means any Tund established in the Torm ol a Lrust or & company or
a LLP or a body conporale.
It is & privately pooled investment vehicle that collects Tunds [rom investors
lor investing il In scoordance with a delined invesiment policy Tor the benelit
ol ils investons,
Funds covered under the SEBI (Mutual Funds) Regulations, 1996, SEBI (Col-
lective Investment Schemes) Repulations, 1999 orany olher regulations of the
SEBI cannol be traded Allernative Investment Fund.
Following shall nol be considered as Allermative Invesiment Fund -
{1} Family trusts set-up for benelit of ‘relatives’ as defined under the
Companics Act, 2003,
(i) ESOP Trusis scl-up under the SEBI (Share Based Emplovee Beneliis)
Regulations, 2021 or as permitted under the Companies Act, 2013,
(i) Emplovee wellare lrusts or pratuity trusts sel-up [or the benefit of
employees.
(i) Holding companies as delined under section 2(46) of the Companies Act,
2013.
(v} Otherspecial pumpesevehicles nol established by fund managers, including
socuritization trusts, regulated under a specilic repulatory Immework.
(vi) Funds managed by securitizalion company or reconsiruclion company
which is registered with the RBI under section 3 of the SRFAES] Act,
2002.
{wii) Any such pool ol lunds which is directly regulated by any other regulator
i Idia.

REGISTRATION £ CATEGORIES OF ALTERMATIVE INVESTMENT FUNDS

(4. Mscuss brielly the varlous calegories of Allernative Investment Fund
(AIF). [Dec. 2013 (5 Marks]]
or
SEBI has classilled Aliernative lnvestment Fund (ALF) tnto three broad

categories f.e. Calegory-l, Category-11 and Category-II1. DMscuss key fea-
Fume 2018 (5 Marks)]

or

‘Which categories of Aliernaiive Invesiment Funds (AIF) are available
for the investors to make tnvestment? Explain.  [Dec. 2022 (5 Marks)]

Ans.: Calegories of Aliernative lovesiment Fuad |Regulatlon 343 Alier-
native Investment Funds shall seek registration in one of the catepories men-
liowned below:

BENFITYYE




TARMANKE

1.4 PART 1l : CORPORATE FINAMCE

Category-1 Alternative Investment Fund: 11 invests in star-up or carfy slape
venlures or social venlures or SMES or infrastructure or other seclors oF ar-
eas which the government or regulalors consider as socially or economically
desirable and shall include venlure capital lunds, SME Funds, social impact
lunds, infrastructure Tunds, special situation Tunds and such other Allernative
Invesiment Funds as may be specilied.

Calegory-1T Alt ve Invest i Fund: 11 does oot fall in Calegory-1 and
Category-111 and which does nol undenake leverage or borrowing other than
1o meet dav-o-day operational requirements.

Calegory-111 Aliernative Investment Famd: 1L cmployvs diverse or complex
trading strategics and may employ leverage including through investment in
listed or unlisted derivalives.

Specified Alternative Ilnvestment Fund: Specilicd Allernalive Invesimenl
Fund under Regulation 19,

Q5. List down elgibility criteria for getting registered with the SERI as
Allernative Investment Funds. IDee. 2014 {5 Marks))
Ans.: Eligibilty Crileria [Regulation 4] For the purpose ol the prant of
certilicate w an applicant, the SEBI shall consider the lollowing conditions

lor cligibility —

(@) The memorandum of associdtion in case of a company; or the Trust Deed
in case ol a Trust; or the Partnership deed in case of LLP permits it o
carry on Lhe activity of an Allernalive Investment Fund.

(&) The applicant is prohibited by its memomndum and articles of associa-
tion or brust deed or partnership deed from making an invitalion Lo the
public 1o subscribe 1o ils securilies.

(e} Incase the applicant is & Trust, the instrument of brust is in the form ol a
deed and has been duly registered under the priwisions of the Registration
Act, 1908,

{el) In case the applicant is LLP, the parinership is duly incorporated and
the partnership deed has been duly liled with the Registrar under the
provisions of the LLP Act, 2008.

@) Incasc the applicant is a body corporate, il is sel up or established under
ithe laws of the Cenbral or State Logislature and is permitled o carry on
the activitics of an Allernative Invesiment Fund.

() The applicant, Sponsor and Manager are [it and proper persons based
on the criteria specilied in Schedule 11 of the SEBI (Intermedianies)
Repulations, 2008

(g} The key investment team ol the Manager of Allernative Investmenl Fund
has -

(i) Al least one key personnel with relevant cenlilication as may be
specifiod by the SEBIL
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(i) Atleast one key personnel with prolessional qualilication in linance,
acoountancy, business management, COMIMCRee, cconomics, capilal
markel or banking [rom & university oF an institution recognized
by the Cenlral Government or any Stale Government or a loreign
university, or CFA charler [rom the CFA institule or any other
qualilication as may be specilied by Lthe SEBIL.

(h) The Manager or Sponsor has the necessary inflmastructune and manpower
1o elfectively discharge its activities.

i) The applicant has clearly described at the lime of registration the invest-
menl shjective, the larpeled investors, proposed corpus, invesiment style
or strategy and proposed tenure of the fund or scheme.

(N Whethertheapplicant orany entity established by the Sponsoror Manager
has carlier been refused registration by the SEBIL

Q6. “An Alternative Investment Fund which has been granied regisira-

mﬂamumm“ihmw
lo regisiration, excepl with the approval of the SEBI”. Epumerale (he

of SERL |Fune 2019 (5 Marks))

Ans.: As per Regubation Ti2) of the SEBI (Allernative Investmient Funds) Regula-
tinas, 2012, “An Aliernative Investment Fund which has been granted registration
under a particular catepory cannot change iis catepory subsequent o registration,
except with the approval of the SEBIL®
In this regard the SEBI has issued circular CIR/TMDVDF/1 22013 dated August
7, 201 3 which provides [ollowing conditions for change in catepory subseguent
o registration.

(1) Only AlFs who have nol made any invesimenis under Lhe calegory in
which they were registered earier shall be allowed 1o make application
for change in catepory.

(2} Any AIF pmposing 1o change ils calepory shall make an applicalion in
SEBI [or the same along wilh application [ces of ¥ 1 lakh. The application
shall include the updated Form A, other updated supporting documents,
il any and rationale {or the proposed change. Registration [oes shall not
apply for such applications.

(3) I the AIF has received commilmentsraised funds prior 1o application lor
change in category, the AIF shall be required 1o send letiersfenails 1o all
its investors providing them Lhe oplion lo withdraw their commitments!
funds raised wilhoul any penaltics/charpes. Any lees collecied from
investors secking o withdrmw commitments/funds shall be returned 1o
them. Parial withdrawal may be allowed subject 1o compliance with the
minimum investment amounl required under the AIF Repulations.

(4) The AIF shall not make any investmenis other than in liguid lunds/banks
deposits unlil approval lor change in calegory is pranled by SEBL.
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(5) On approval of the request Irom SEBI, the AIF shall send a copy of the
revised placement memorandum and other relevant information o all
s invesiors.

ENT CONDITIONS, LISTIMG & RESTRICTIONS

Q7. Invesimeni in all categories of Aliernative Invesiment Funds shall
be subject o certaln condiilons. Commeni. |Fraree 20017 (5 Marks)]
or

Dollar LLC from Singapore wanis Lo lnvest in an ALF fund (n Lodls and

have approached yon o undersiand how Investment in AIF works in
Inclia? Can they fnvest in an ATF in India? [Dec. 2013 (5 Marks)]

.l.m Invesimeni Siralegy [Regulation 9): All Aliemative Invesiment Fu.uuh
shall stale investment strategy, invesiment purpose and its investment meth-
odology in ils placemenl memorandum (o the invesiors,

Any matersal alleration o the fund stralegy shall be made with the consent
of al least 2/3rd ol unil hobders by value of their investment in the Allernative
Iavestment Fund,

Tavestment in Allernative Investiment Fond [Regulation 10 Invesiment
in all catepories of Allernative Investment Furds shall be subject w fillowing
condilions:

(a) Who can tavest: The Allernative Investment Fund may raise lunds [rom
any investor whether Indian, foreipn or non-resident Indians by way ol
issue of units.

A social impact fund or schemes of social impact und may also issue
social unils.

(h) Issue of wolis in dematerialized form: The Alernative Investment
Fund shall issue units in demalerialized [orm subject 1o Lhe conditions
specilied by Lhe SEBL.

{c) Corpus: Each scheme of the Allernative Invesiment Fund shall have
corpus of at least 2 20 Crore. Each scheme of the social impact Tund shall
have a corpus of al least ¥ 5 Crore.

{d) Minimum lovestment for lavestor: The Aliernative lnvesiment Fund
shall nodt accepl from an investor, an investment of value less than § 1
Crore.

In case of investors who are emplovees or directors of the Allernative
Investment Fund or employees or directors ol the Mamager, the minimum
value ol investment shall be ¥ 25 lakh.

This clause shall nol apply (o an accredited investor,
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In case of a social impaci fund which invesis only in securities of not for
profil organizations registered or lisved on a social siock exchange, the
minimum value of investment by an individual investor shiall be ¢ 2 lakh.

{e) lnvesiment of Manager and Spoasor: The Manager or Sponsor shall
have a continuing interest in the Allernative Investment Fund of mod less
than 2.5% of the corpus or # 5 Crore, whichever is fower, in the form of
invesimeni in the Aliernative Investmenl Fund and such interesi shall
nol be Lhrough the waiver ol management lees.

For Calegory-111 Allermative Investmenl Fund, the conlinuing inlerest
shall be nod less than 5% of the corpus or $ 10 Crore, witichever (s lower.

() Disclosure of iwesiment by Manager and Sponsor: The Manaper or
Sponasor shall disclose their investment in the Alicrnative Investmeni
Fund Io ihe investors of the Allermative Invesimeni Fund.

(g) Maximum investors: No scheme of the Allernative Investment Fumd
shall have morme than 1000 imvestors. However, the prvisions of the
Companies Act, 2013 shall apply 10 the Aliernative Investmeni Fund, il
it is formisd as a companmy.

(k) Funds can be collected by way of privaic placemeni: The Allcrnative
Investment Fond shall not solicitor colbect Tunds excepl by way ol privae
placement.

Thus, Dollar L.LE, Singapore can irvest in an AIF in India subject o compliance
of above stated provisions.

08, Allcrnative Investmeat Fund shall ragse fuads through private place-
meni by issue of Placement Memorandum. In relation to thls statement
stale thetnlormationreguired o becontatned in Placement Memorand mm.

m_ﬂmmmtunmmiun[ﬁnmﬂd!m ] Ij}- Ml.n.nmlllrcl;lvmhmnlr:'uﬂ:l
shall raise funds through privale placement by issue of informaticn memoran-
dum or placement memorandum, by whalever name called.

Such information or placement memomandum shall contain all material infor-
mation ghout the Allernative Investment Fund.

Information or placement memorandum shall contain following information:
Informuation as o Manager

Backprownd of key investment Leam of the Manager

Tarpelod invesiioes

Fees and all other expenses proposed o be changed

Tenure of the Allernative Investment Fund or scheme

Conditions or limits on redomplion

Invesiment stralegy

L B R R

Risk manasement wools and parameiers emploved
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+ Koy service providers

Terms ol relerence of the committee constituled Tor approving Lthe deci-
sions of the Alternative Investment Fund

Conllict of interest and procedures o identify and address them
Disciplinary history

The terms and conditions on which the Managerolfers invesimenl services
Alfiliations with other inlermediaries

Manner of winding-up of the Allernative Invesiment Fund or the scheme
Such other information as mav be necessary for the investor o ke an
ml::;mud decision on whether (o invest in the Allernative Investment
Fund.

Q9. Write ashort note on: Listing of Alternative Investment Fund & Units

Ans: Listing [Regulation 14:
(1) Units ol close cnded Allernative Investment Fund may be lisled on siock
exchange subject 1o a minimum tradable lot of ¥ 1 Crore.

{2) Listing of Aliernative Investment Fund units shall be permitied only afler
Tinal chose of the [und or scheme.

Prohibltion of Listing [Regulation 190 Unils of angel lunds shall pol be
listed on any recognized stock exchangpe.

Q10. SEBI has issued guldelnes [or overseas investment by Allernative
Investment Funds (AlFs)Venture Capiial Funds (VCEs) vide its Clren-
lar No. SEBLHo/AFD-1/PolWCIR/PI2022/108 daled August 17, 2022, In
relerence Lo above reflerred circular, in which overseas entities, an AIF/
VCF may nol lovest? |Sure 2023 (5 Marks))
Ans.: As per the asked circular, AIFSVCFs shall not invest in an overseas inveslee
company, which is incorporated in a country identified in the public statement
of Financial Action Task Force (FATF) as:
(a) A jurisdiction having a stralegic Anli-Money Laundering or Combating
the Financing of Terrorism deficiencics o which counter measurces apply,
(b) A jurisdiclion thal has not made sullicient progress in addressing the
deficiencies or has nol commilted to an action plan developed with FATF
oy abdress the deliciencies.

Q11. Explatn the conditions o become an Angle Investor under the SEBI
(Veniure Caplial Fund) Regulations, 1996. [Dec. 2020 (5 Marks)]

Ans.: Angel Fund [Regulation 19A01)): Angel [und means a sub-category of
Venture Capital Fund under Category-1 Aliermative Investment Fund that rises

+*

* 2 b,
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lunds from angel investors and invests in accordance with the provisions of
Chapier-111 of the AIF Regulations.
Angel Investor [Regulation 19A(2)]: Anpel investor means any porson who
proposes Lo invest in an angel lund and salislies one of the following conditions -
(@) An individual investor who has net langible assets of at least # 2 Crore
excluding value ol his principal residence, and:
(i) Who has early stage invesimonl oxpericnce or
(i) Whe has experience as a serial enirepreneur or
(i) Who is a senlor management professional with al least 10 years
ol expericnce.
Explamation: 'Early stage invesument experience’ shall mean prior experi-
ence ininvesting instan-upor emerging or cary-stage venlures and ‘scrial
entreprencur’ shall mean a person who has promoted or co-promoted
more than one start-up venlure.
(B} A bady corporate wilh a nel worth of at least ¥ 10 Crore.
{ch An Allernative Invesimenl Fund registered under these regulations or

Venture Capilal Fund registered under the SEBI (Venture Capilal Funds)
Repulations, 1996.

12, Whether tnvestments by Angel Funds are restricted by any specilic
guldclines? Mscuss, |neme 2027 (5 Marks)]
Ans.: Investment by Angel Funds | Regulation 19
(1) Angel funds shall invest in startups:
(g} Whichare nol promoled or sponsored by or related toan industrial
group whose group lurnover exceods # 300 Crore.
Explanation |- “Industrial Group™ shall include a group of body
corporates with the same promolers/promoler group, & parenl
company and ils subsidiarics, a group ol body corporales in which
the same person/group ol persons exercise control, and a proup
ol body corporales comprised of associates/subsidiarics/holding
companics. Explanation I “Group Turnover” shall mean combined
toal revenue of the industrial group.
(B Which arc nol companies with family connection with any of the
angel investors who ane investing in the company.
(2) Invesiment by an angel [und in any venlure capilal undertaking shall not
e less than ¥ 25 lakh and shall not exceed ¥ 10 Crore.

{3) Investment by an angel fund in the venture capital undertaking shall be
lncked-in for a period of one vear,

(4) Angel lunds shall nol invest in associales.
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(5) Angel funds shall not invest more than 25% of the wal investmenis undor
all iis schemes inone venture capilal undenaking. The compliance 1o this
provision shall be ensurcd by the Angel Fund al the end of its wenure.

(6} An angel fund may also invest in the securitics of companies incorpo-
rated oulside India subject 1o such conditions or puidelines that may be
slipulated or issued by the RB1 and the SEBI [rom lime o Lime.

013, Ron wanis to invest in Angel Fuads. Explatn how an invesimeni can
be made in an Angel Fund and in which type of underiakings an Angel
Fund can Invest. Can unldis of Angel Funds be lsted on a stock exchange?
IDec. 2021 (5 Marks)]
Ans.: Angel Fund |Regulation 19A01}): Angd lund means a sub-category of
Venture Capilal Fund under Category-1 Allernative Invesiment Fund thal raises
lunds [rom angel invesiors and invesis in accordance with the provisions of
Chapler-111 of the AIF Regulations.
Angel Investor [Regulation 19A(2)]: Angel investor means any person whao
proposes Lo invest in an ange] fund and satislics one ol the lolkwing conditions -

() An individual investor who has net tangible asseils of ol least © 2 Crore

excluding value of his principal residence, and:
{1} Who has carly stage investiment cxpericnoe or
(i) Whar has expericnce as a serial entreprencur or
(i) Who s a senior management professional with at leasi 10 years
ol experience.

Explanarion: ‘Early stage investment experience’ shall mean prior experi-
ence ininvesting instar-upor emerging or cardy-stage venlures and serial
entreprencur” shall mean a person who has promoled or co-promoted
more than one starl-up venlune,

(b)Y A body corporate with a nel worth of at least 2 10 Crore.

(e} An Aliernatiive Tnvestment Fund registered under these repulations or
Venture Capital Fund registered under Uhe SEBI (Venture Capilal Funds)
Repulations, 199,

Invesiment in angel [unds [Regulaiion 19D ]:

(1) Angel Tunds shall oaly raise Tunds by way of issue ol unils Lo angel
INVESLors.

{2) An angel fund shall have a corpus of at least T 5 Crone.

(3) Angel lunds shall accept, up to a maximum period of 5 years, an invest-
ment ol not less than # 25 lakh lrom an angel invesior.

(4) Angel lund shall mise lunds through private placement by issue of infor-
mation memorandum or placement memorandum, by whatever name
called. The provisions ol the Companies Act, 201 3 shall apply to the Angel
Fund, il it is formed as a company.
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Thavefore, Bon may invest in Anpgel Fund if qualifies for investmenr as siated above.
Investment by Angel Funds [ Regulation 19E]:

(1) Angcl lunds shall invest in startups:

{a) Whichuare nol promoled or sponsored by or related 1o an industrial
group whose group Lurnover exceeds 300 Crore.

(b) Which are nol companics with [amily connection with any ol the
angel investors who are investing in the company.

(2} Invesiment by an anged fund in any venture capilal undertaking shall not
be less than # 25 lakh and shall not exceed £ 10 Crore.

(3) Investment by an angel [und in ihe venlure capital uadenaking shall be
locked-in for a period of one year,

(4) Angel funds shall not invest in associales.

{5) Angel lunds shall not invest more than 25% of the total invesimenis under
allits sehemes inone venlure capilal undenaking. The compliance to this
provision shall be ensured by the Angel Fund at the end ol its 1enure.

{6) An angel lund may also invest in the securitics of companics incorpo-
raled outside India subject Lo such conditions or puidelines thal may be
stipulated or issucd by the RBI and the SEBI from time o lime,

Prohibitton of Listiag [Regulation 19H): Unils of angel lunds shall nol be
listed on any recognized stock exchange,

014. What are the conditions to become an Angel Investor under the

SEBI (Venture Capital Fund) Regulations, 19962
e 2024 (5 Marks))

Ans.:

Angel Fund [Regulation 19A{1)]: Angel lund means a sub-calepory of Ven-
lure Capital Fund under Catepory-1 Alternative Investment Fund thal raises
(unds from angel investors and invesis in accordance with the provisions of
Chapter 111 of the AIF Regulations.

Angel Investor [Regulation 19A(2)]: Angel investor means any person who
proposes Lo invest in an angel fund and satishies one of the lollowing conditions -
{ad An individual investor who has net langible assels of al least #2 Crore
excluding value of his principal residence, and:
(i) Who has early stage invesiment cxpericnce or

(i} Who has expericnce as a serial enlreprencur or

(i) Who is a senior management professional with at least 10 years
ol expericnce.

Explanation.— "Early siage invesimenl experience’ shall mean prior
experience in investing in stan-up or emerging or carly-stage venlures
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and “serial entrepreneur’ shall mean a person who has promoted or
co-promoled moce than one slar-up veniure.

(b} A body corporate wilth a nel worth of al least # 10 Crore.
{c) An Alternative lnvesiment Fund regisiered under these regulations or

Venture Capital Fund regisiered under the SEBI (Venlure Capilal Funds)
Repulalions, 19%6.

SPECIAL SITUATION FUNDS

015, Defllne Special Sliualton Fund. What are the conditions of an in-
vestmen! by special sttuation fund? [Dec. 2023 (5 Marks)]
or

Write a short nole on: Investment by special stiuation lunds

Ans.: Speclal Sftuation Pund [ltrg-nlhlim 19-1{3)}}: Special Situation Fund
means a Category-1 Allermative Investment Fund thal invests in special siluation
assols in accordance with its invesiment objectives and may act as a resolution
applicant under the Insolvency & Bankruptoy Code, 2016,

Invesiment by special situation funds [Regulation 19M]:

(1) Special siluation lupds shall invest only in special siluation assots and
may acl as a resolution applicant under the Insolvency & Bankruplcy
Code, 2016, However, Uhe specinl siluation lund shall nol invest in—

(i) lis associales,

{ii} Units of any other AIF other than the uniis of a special situation
Tund.

(i) Units of special situation [unds managed or sponsored by its man-
ager, sponsor o associales ol ils manager or sponsor,

(2) Any investment by a special situation lund in the stressed oan acquined
under clause 58 ol the Muster Direction - RBEH  Transler of Loan Exposures)
Dircclions, 2021 as amended Trom lime 1o lime shall be subject o lock-
in perind as may be specificd by the SEBI. In this conlext, SEBI vide its
Circular has specified the following:

(@) Each scheme ol S5F shall have a conpus of al least # 100 Crore.

(b) S5F shall accept an investment of value not less than € 10 Crore
from an investor. In case of an accredited investor, the SSF shall
accepl an investmenl of value Aol less than ¥ 5 Crore. Further, in
case of invesiors who are employees or directors of Lhe SSF or
employees or directors of the manager of the S5F, the minimum
value of investmenl shall be ¥ 25 lakh.

SSF inlending 1o act a5 a resolution applicant under the Insolvency
& Bankrupicy Code, 2006 shall ensure compliance with the elipi-
bility requirement provided thereunder.

(e
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Q6. The provisions relating Lo Special Stluation Fund (S5F) has been
notilled by vide SERI (Alternalive Invesiment Fonds) (Amend-
menl) Regulations, 2022, Fxplain the above referred provision in view
of requirement with regard 1o minlmum corpus funds for cach scheme
of S5F and mintmum lavestment reguired by dilfereat tvpes of investors
of S5F, [Dec. 2022 {5 Marks}]
Ans.: Special Situatton Fund [Regulation 19-13)): Special Situation Fund
means a Calegory-1 Allernative Invesiment Fund that invests inspecial siluation
assels in accordance with ils invesiment objectives and may acl as a resolution
applicant under Lhe Insolvency & Bankrupley Code, 2016,
Invesiment In speclal slivation Munds [Regulaiion 19L):
{1) Each scheme of a special situation fund shall have a corpus as may he
spocilied by Lhe SEBIL.
(2} The special sitvation fund shall accept [mom an investor, an investment
ol such value a5 may be specilied by the SEBILL

{3) The special siluation fund shall nol accepl investments from any other
Aliernaiive Invesiment Fund other than a special siluation Tund.

017, Deline special situation Mund. How investment in spectal stiuation
fund i= made as per SERI (AIF) Regulations, 201 2 as amended?
B [Dec. 2022 (5 Marks)]
Ans.: Relevant provisions of the SEBI {Allernative Investment Funds) Regula-
Litwns, 2012 are as [ollows:
Special Stiuation Fund [Regulation 19-1): Special situation (und means a
Catepory-1 Allernative Investiment Fund thal invests in special siluation assels
in accordance with s investment objectives and may act as a resolution appli-
canl under the Insolvency & Bankruplcy Code, 2016,
Investment In special situation Munds | Regulation 191

(1) Ench scheme of a special siwation lund shall have a corpus as may be
specilied by the SEBL

(2) The special situation Ffund shall accept [mm an investor, an investmentl
ol such value as may be specilicd by the SEBIL

(3) The special situation Tund shall nol accepl investments from any other
Alternative Investment Fund other than a special siluation Tund.

Invesiment by special ivation funds | Regulation 19M |:

(1) Special situstion funds shall invest only in special siluation assels and
may acl as a resolution applicant under the Insolvency & Bankrupley
Code, 2016,

However, the special siluation Tund shall not invest in,
= lis associnles; or
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= The unils of any other Allernative Investiment Fund olher than the
units of a special siluation lund: or

- Unils ol special siluation lunds managed or sponsored by its man-
ager, sponsor o associales of s MERAFET OF SPOnsor.

{2} Any investment by a special situation fund in the stressed lnan acquined
underclase 58 of the Master Direction - RBI (Transfer of Loan Exposures)
Directions, 2021 as amended [rom time to time shall be subject o lock-in
period as may be specified by the SEBI.

018, Explain the provisions relating to “Special Situation Fund™ notificd
InSEBL{Allernative Invesiment FundsH Amendment ) Regulations, 2022,
e 2024 (5 Marks))

Ans.:
Special Situation Fund [ Regulation 19-1(3)]: Special Siluation Fund meansa
Category-1 Aliernative Invesiment Fund ihal invests in special silualion assets in
accordance with its investment objectives and may acl as a resolulion applicant
under the Insolvency & Bankruptcy Code, 2016,
Registration of special sltuation lunds | Regulation 19K): An applicant may
apply lor registration as a special situation lund in accondance with the provi-
sions of Chapter 11 of the Regulations.
Investment in special situation fonds [Regulation 191):
(1) Each scheme of a special situation lund shall have a corpus as may be
specilicd by the SEBIL
(2) The special siluation lund shall accopt rom an investor, an investment
of such value as may be specified by Lhe SEBL

(3) The special siluation fund shall nol accepl investments from any other

Aliermative Investmeni Fund other than a special siluation lumd.
Investment by special slination fonds [Regulation 19M]:

(1) Special siluation funds shall invest only in special siluation assets and
may acl as a resolution applicant under the Insolvency & Bankruplcy
Cuole, 2016, However, the special situstion [und shall nod invest in -

i) s associales,
(i) Units of any other AIF other than the units of a special sitluation
Tund.

(i} Units of special situation lunds manaped or sponsered by ils man-
aper, sponsor or associates of ils manager or sponsor.

{2) Any investment by a special siluation [und in the stressed loan ac-
quired under clause 58 of the Masier Direclion = RBI {Transfer ol Loan
Exposures) Directions, 2021 as amended lrom lme o lime shall be
subject o bock-in period as may be specilicd by Lhe SEBI. In this conlext,
SEBI vide its Circular has specilied the following:
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{a) Each scheme of SSF shall have a oorpus of at least 100 Crore,

(b) SSF shall accepl an investment of value nol less than 2 10 Crorne
[rom an investor, In case of an accrediled investor, the SSF shall
accepl an investmenl of value nol less than ¥ 5 Crore. Further, in
case ol invesiors who are employvees or directors ol the SS5F or
employees or directors of the manager of the S5F, the minimum
value ol investment shall be ¥25 lakh.

{c) SSFintending loact as a resolution applicant under Lhe Insolvency
& Bankruplcy Code, 2016 shall ensure complinnce with the eligi-
bility requirement provided thercunder.

GEMERAL OBLIGATIONS, RESPONSIBILITIES £ TRANSPARENCY

019, All Aliernative Investment Funds shall ensure iransparency and
disclosure of information (o investors. Commenl.
|Dec. 2018 (5 Marks)]
Ans.: Transpareacy [Regulatfon 22]: All Alternative Invesiment Funds shall
ensure iransparency and disclosure of information o investors on the lollowing:
{a) Financial, risk manapement, operational, portfolio, and transectional
information regarding fund investmenis shall be disclosed periodically
o the invesiors.
(b} Any lees aseribed Lo the Manager or Sponsor; and any [ees charged Lo the
Alternative Investment Fund or any invesiee company by an associate of
the Manager or Sponsor shall be disclosed periodically o the investors,

(c) Any inquiricsilegal actions by legal or regulatory bodics in any jurisdic-
lion, as and when occuned.

{d) Any material liabilily arising during the Allernative Investment Fund's
lenure shall be disclosed, as and when ocourmed.

te) Any breach of a provision of the placemen! memorandum or agreement
made with the invesilor or any olher lund documents, il any, os and when

oceurred.

) Change in control of the Sponsor or Manager or [nvestee Company.

(g} Aliernative Investment Fund shall provide at least on an annual basis,
within 180days [rom the yearend, repons wo investors including following
information:-

A Financial information of investee companics.
B. Maicrial risks and how they are managed which may include:
(1) Concentralion risk al fund level
(i) Foreign exchange risk al fund level.
(i) Leverape risk al fund and investee company levels.
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(iv) Realization risk (i.e. change in exit environment) at fund
and inveslee company levels.

(v) Stratepy risk (i.c. chanpe in or divergence [rom business
slralegy) al investes company level.

(v} Reputation risk al inveslee company level,

{wif) Extra-linancial risks, including envimnmental, social and
corporate povernance risks, i lund and investee company
level.

(fr} Catcgory 111 Alternative Investment Fund shall provide quarterly reports
o imvestors in respect of clause (g) within 60 days of end of the guaner,

(i} Any significant change in the key investment team shall be inlimated o
all investors;

(i) Allernative Invesiment Funds shall provide, when required by the SEBI,
information lor sysiemic risk purposes (including the identilication,
analysis and mitigation of systemic risks).

020. The Alternative Investmeni Fund shall carry out valuation of is
{nvesiments as specifled by the SERI and has to provide Lo iis investors,
a descripiton of lis valuaiion procedure and of the methodology [or
valuing assets. Explain the relevani provisions of the AIF Regulation io
support this statement.

Ans.: Valuation [Regulatton 23]

(1) The Alicrnative Investment Fund (AIF) shall carry oul valuation ol s
investments in the manner specified by the Board [rom lime to time and
provide Lo ils investors, a description of its valuation procedure and of
the methodology Tor valuing assels.

(2) Category-1 and Calegory-11 AIF shall underiake valuation of their in-
vestments, al least once in every 6 months, by an independent valuer
appointed by the Allernative Investment Fund. However, such period may
be enhanced 1o one year on approval of al least 75% of the investors by
value of their investment in the Allernative Investment Fund.

{3} Category-111 AIF shall ensure that calculation of the NAV is independent
from the lund management lunction of the Allernative Investmenl Fund
and such NAV shall be disclosed (o the investors al intervals nol longer
than a quarier for close ended Funds and at intervals not longer than
a month for open ended [unds. For the purpose of calculation of NAV,
Category-111 AIF shall undenake valuation ol their investment in unlisted
securitics and listed debt securitios by an independent valuoer.

(4) The Manager shall ensure thal the AIF appoints an independent valuer
who satislies the criteria specified by the SEBI [rom Lime o time.
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(5) The Manager and the KMP of the Manager shall ensure that the inde-
pendent valuer compules and carries oul valuation of the investmenis
of the scheme of Lhe AIF in manner specilied by the SEBIL.

(6) The Manager shall be responsible for true and ir valuation of the in-
vestmenits of the scheme of the AIF.

In case the established policies and procedures of valvation do not re-
sull in [air and appropriale valuation, the Manager shall deviate Trom
the established policies and procedures in onder (o value Lhe assels or
securities al a fair value and document the rationale for such deviation.

Such deviation and ils rationale shall be reporied Lo the trustee or the
trustee company or the Boand of Direciors or desipnated pariners of the
AIF and invesiors of the AIF.

'ml.mnﬂml note on: Malntenance of Records by ATF

Ans.: Mailntenance of Records [Regulation 27} The Manager or Sponsor
shall be required o maintain following records describing:

(@) Assets under the schemefTund.

(b Valuation policies and praclices.

{c) Invesiment sirategics.

{d) Particulars of invesiors and their contribution.
() Rationale lor investments made,

Above reconds shall be maintained for a period of 5 vears afier the winding-up
of the Tund.

MISCELLANEOUS TOPICS

022. Write a shorl nole on: Complance Test Report (CTR)
Ans.: Compliance Test Report (CTR):

-+ Asper SEBI Circular, at end of financial vear, the manager of an AIF shall
prepare a compliance test repor on compliancewith AlF Regulations and
circulars issued thercunder in the format as specilied in the Annexure.

# The CTR shall be submitted within 30 days from the end of the Tlinancial
year —

(i} To the trustee and sponsor, in case the AIF is a trusL

(i) To the sponsor, in case of AIF sei-up in the form other than a trust.

+ In case ol any observations/commenis on the CTR, the lrusieefsponsor
shall inlimale the same Lo the manager within 30 days from Lhe receipt
of the CTR. Within 15 days [rom the date of receipt of such observations
comments, the manager shall make necessary changes in the CTR, as
may be reguired, and submit its reply (0 the trustee/sponsor,
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+ |n case any violation of AIF Regulalions or circulars issucd thercunder
is ohserved by the trusteefsponsor, the same shall be intimated 1o SEBI]
as so0 as possible.

023, Mscuss brieflly Operational, Prudential & Reporting Norms for
applicable for Alternative Investment Funds (ATFs).

Ans.: Risk Management and Compliance:

+ All Calegory-111 AlFs which employ leverage shall have a comprehensive
risk management [ramework supporied by an independent risk manage-
ment lunction and have a strong and independent compliance function,
appropriate to the size, complexity and risk profile of the fund.

# AlsoCalogory-111 AIFs are required (o mainiainappropriate rocords of the
tradesitransactions performed and such information should be available
1y SEBI, whenever sougthil and provide (ull disclosure and transparency
about conflicts ol intorest and how they manapge them from Lime to Ltime
Ly investors in accordance with the AIF Regulations.

+ Such conflicts shall be disclosed (o the invesiors in the placement mem-
orandum and by separate correspondences as and when such conllicts
may arise.

+ Such information shall also be disclosed 1o SEBI as and when requined
by SEBL

Submission of reports o SEBI: Category-1 and Category-11 AIFs and the Cul-
epory-111 AIFs which do not undertake leverage shall submil report 1o SEBI on
a quarterly basis and Calegory-111 AlFs which undertake leverage shall submit
a report 1o SEBI on a monthly basis in Lhe formal as specificd by SEBL
Redempiion Norms: These norms shall apply 10 open ended Catepory-111 AIFs
lor all their existing and new schemes. The Manager of such AIFs shall casure
adeguate and sullicient degree of ligquidity of the schemeTund in order Lo allow
it, in general, to meel redemption obligations and other liahilities, The Manager
shall establish, implement and maintain an appropriate liguidity management
policy and process o ensure Lhat the liguidity ol the various underlying assels
is consistent with the overall liquidity profile of the lund/scheme while making
any investment

Prudential Requirements: All Calegorv-Ill AlFs which underiake leverage,
whether through invesiment in derivatives or by borrowing or by any other
moeans shall comply with the prodential requiremenis.

Fowr the purpose of arriving at keverage undertaken by an AIF, leverage shall be
cablculated as the ratio of the exposure o Lthe Nel Asset Value of Lthe AIF.
Leverage shall be calculated as under:

Tostal exposure [Longs + Shorts (afier olfsetling as permitied)]

Love -
i Mot Assit Value (NAV)
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The keverage of a Category-111 AIF shall nol exceed 2 times of the NAY ol the
T that is o say il an AIF's NAV is ¥ 100 Crore, ils exposure {Loags + shoris)
aller ollsclling positions as permilled shall nol excesd ? 200 Crore.

PRIVATE EQUITY & VENTURE CAPITAL

24, Write a short note on: Veniure Caplial Funds
[Jume 2011 (2 Marks)]

or
“Veniure capiial fund invesi in all iype of securites”. Comment.
[Dec. 2011 (3 Marks)]

or
Explain: “Venlure capital funds invest in all type of securitles™.

Ans.: Venlure Capital is money prowided by professionals who invest alongside
investment, in young, rapidly growing companics Lhal have the potential 1o
develop inlo economic powerhouses.

A lirm enpaped in providing venlure capilal and relaled service is referred (o

a venlure capitalist, Venture Capital lioms are penerally private parinership,

or closely held privale companics, funded by privale pension Tunds. Venlare
Capilal is also relerred as Risk Capltal.

Venlure Caplialisis:
- Finance new and rapidly prowing companics,
= Purchases equily shares
= Assist in Lthe development of new products or services
» Add value 1o Lhe enterprise through active parlicipation in management.
Venture Capltalisis invesi fn:
= First generation businesses promoted by lirst generation enlrepreneurs,
= Untried products and untested products and technobogy.
- High risk projects Uhat have high risk bul il successlul have enonmous
rewands.
Siages of Venlure Capltal Financing: Venture capital lirms linance both carly

and later stape investlments 1o mainiain a balance between risk and prolitability
Venlure capital lirms usually recognize the following two main stages when the
investment could be made in a venture namely:

A. Early Stage Financing
i} Seed Capital & Rescarch and Development Projecis.
(i) Slariups
(i) Second Round Finance
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B. Later Stage Flnancing
(i} Development Capital
(i) Expansion Finance

(ifi) Buy Ouls
(iv) Replacement Capital
v) Turn Around
025. Write a short note on: Private equity [unds  [Dec. 2012 (3 Marks)|
Oor
Explaln the calegories of Privale Eqully
|Dec. 2019 (3 Marks))
or
‘What are the different types of Private Equity Investments?
uarie 2023 (3 Marks)]

Ans.: Privale equity is a type of equity (linance) and one of the asset classes
that are not publicly traded on a stock exchanpe. Privale equily is cssentially a
way o invest in some assets which is nol publicly traded, or o invest in a pub-
licky iraded asset with the inlention of taking it private. Unlike siocks, mulual
lunds, and bonds, private equity lunds wsually invest in more illiguid assets,
Le. companies. By purchasing companics, Lhe [irms pain access Lo those assels
and revenue sources of the company, which can lead 1o very high relurns on
investments. Anolher lealure of private squity transactions is Lheir extensive wse
ol debt in the Torm of high-yicld bonds. By wsing debl 1o linance acquisilions,
privale cquily lirms can substantally increase their linancial relurns.
Privale equilty consists of investors and funds that make invesimenis directly
into privale companics or conduct buyouls of public companies thal resull
in a delisting ol public equity. Capilal for private equily is misced from retail
and institutional investors, and can be used o fend new technologices, expand
worki g capital within an owned company, make acquisitions, or 1o strengthen
a halance sheet. The major of private equily consists of institutional inveslors
and accredited invesiors who can commil larpe sums of money for long periods
of tme.
Privale equily investmenis oflen demand long holding periods o allow [or a
lurnaround of a distressed company or a liguidity event such as IPOor sale o a
public company, Generally, the private equity fund mise money [rom invesions
like Angel investors, Instilutions with diversified investment porifolio like -
pension Tunds, insurance companies, banks, Tunds of funds ete.
Types of Privale Equity: Private equily investmenis can be divided into the
lolkowing calegories:
{a) Leveraged Buyoul (LBO): This refers o a stralegy of making cquily
investments as part of a transaction in which a company, business wnit
or business assels is acquired [rom the current sharcholders tvpically
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with the use of financial leverage. The companics involved in these type
ol transactions that are typically more mature and gencrale operating
cash [lows.

(b)) Venlure Caplial: Venlure Capital is money provided by prolessionals
who invest alongside investment, in young, rapidly prowing companics
that have the potential 1o develop into economic powerhouses. A [irm
engaged in providing venlure capital and related service is relferred o a
venlure capilalist. Venlure Capital lirms are generally privaie pariner-
ship, or closely held privale companices, [unded by private pension funds.
Venture Capital is also relerred as Risk Caplial,

(c) Growth Caplial: This relers (o equily invesiments, mostly minority
investments, in the companies that are looking for capital to expand or
resiruclure operalions, cnler new markets or [inance a major acquisilion
without a chanpge of control of the business.

026, Privale equity fund is an uaregisiered invesiment vehicle in which

Investor's pool money (o invest. Explain the concept of private equity

fund and distinguish 1t rom hedge fund. |June 2015 (5 Marks)]
Ans.: A privale oguily lund, like a hedge Tund, is an unregisiered investmenit
vehicle inwhich investors pool money Lo invest Privale equily [unds concentrale
their invesiments in unregistered (and typically illiquid) securitics, Like hedpe
funds, private cquity funds also rely on the exemption from registration of the
olTer and sale of their securities. The investors in private eguity funds and hedge
lunds (vpically include high net worth individuals and families, pension lunds,
endowments, hanks and insurance companics. Privaie equity funds, however,
dilfer from hedge Tunds in terms ol the manner in which contribution o the

invesiment pool s made by the invesiors.

Privale equily investors typically commil Lo invest a cerlain amount of moncy
with the fund over the life of the Tund, and make Lheir contributions in response
1o “capital calls” from the [und'’s general partner, Privale equity funds are long
Lerm investmenis, provide for liguidation al the end of the term specilied in the
Tund’s governing documents and offer Litde, il any, opporiunities [or investors

1o redeem Lheir investments. A private equily fund may distribule cash 1o ils
invesiors when il sells its porifolio investmenl, or it may distribute the securilics
of a portfolio company.
027. Define briefly the following in contexi of Indian equily private
funding:
{1} Aliernative Invesimen! Fund
{2) Infrastructure Fund
{2) Soclal Venture Fund
(4) Sponsor
{5) Venlure Capital Fund

[Dec. 2020 (5 Marks)]
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1. Alternative imvesiment frnd : means any [und established or incomporated
in India in the form of a trust or 2 company or a limiled liability pariner-
ship or a body corpomie which:

i} isa privalcly pooled investment vehicle which collects funds from
investors, whether Indian or foreign, [or investing il inaccordance
:"31 a defined invesiment policy for the benelit of il inveslors;

(i} is nol covered under the SEBI (Mulual Funds) Repulations, 1996,
SEBI (Collective Investment Schemes) Regulations, 1999 or
any (dher regulations of the SEBI o regulate [und management
activities.

2. Infrastractyre Fund : meansan Allernative Investment Fund which invests
primarily in enlisted sccurities or partnership interest or listed debt or
securitized debl instruments of investee companies or special purpose
vehicles engaged in or formed lor the purpose of operating, developing,
or holding infrastruciure projecis.

Infrastruciure shall be as defined by GO [rom lime Lo Limie.

3. Social Venmure Fund ; means an aliernative investment [und which invests
primarily in socurities or units of social ventures and which satisfies
social performance norms laid down by the Jund and whose investors
may agree Lo receive restricted or muled relums.

4. Spomsor @ méans any person o persons who scl up the Allermative
Invesiment Fund and includes promoter in case of 3 company and dos-
ignated pariner in case of a limited liabilily parinership

5. “Vewture Capital Fund” : means an Alternative Investmenl Fund which
invests primarily in unlisied securities of slarl-ups, emerping or car-
Iv-stape venlure capital undenakings mainly involved in new products,
new services, lechnology or intellectual property right based activities or
a new business model and shall include an angel lund as defined under
Chapter 111-A of the SEBI (AIF) Regulations, 2012,

028, Venture capltal firms, (inance both early and later stage investmenis
to mainiain a halance between risk and profitability. Explain early stage
Ninancing. IDec. 2021 (5 Marks)]
Ans.: Early Stages Flnancing:

(a) Seed Capiial and R & D Projecis: Venlure capitalists arne more ofien
interestod in prwiding seed finance i.c., making provision of very small
amounls for linance needed 10 commence & business. Rescarch and
Development activities are reguired 1o be undertaken belore a product
i o be launched. External finance is often required by Lthe entreprencur
during the development ol the product. The linancial risk increases
progressively as Lthe rescarch phase moves inlo the development phase,
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where a sample of the product is lested belore it is linally commercial-
iwed. Venlure capitalistsMirmsTunds are alwavs ready 1o underiake risks
and make investments in such R & D projects promising higher relurms
in future,

(B) Startups: The riskiest aspect of venture capital is the launch of a new
husiness after the Research and Development activilies are over. Al this
slage, the entreprencur and his products or services are still not tried and
tested keeping in view the various market [orces. The linance required
usually falls short of own resounces. Sian-ups may include new industrics!
businesses set up by the expericnoed persons in the arca in which they
have knowledge, specialization and proficiency. Others may resull [rom
the research bodics or large corporations, where a venture capitalist joins
with an indusirially experienced or corporate pariner.

{c) Second Round Flnancing: 1l relers o the stage when product has al-
ready been launched in the markel but has nol carned enough profits 1o
altract now investors. Additional funds are needed at this siape 1o meet
Lhe prowing needs ol business. Veniure Capital Instilutions provide lanper
funds ai ihis stage than at other carly siage financing in the form of debi.
The time scale of invesiment is usually three W seven vears,

'029. Discuss the concepls “Seed Tunding” and “Private Equily”.
[Dec. 2021 {5 Marks)]

Ans.: Seed FPunding: Sced [unding, taken from the word “seed”™ is the capital -

necded Lo startexpand your business. 1L olten comes [rom the company found-
ers’ personal assels, from [riends and family or other investors, The amount
of money is usually relatively small because the business is still in the idea or
conceplual stage.

This type ol funding is often oblained in exchange lor an equily stake in Lhe
enterprise, although with less formal contractual overhead than standard equity
[imancing.

Lenders olten view seed capital as a risky invesiment by Lhe promoters of a new
venture, which represents a meaninglul and langible commitment on their part
Loy making the business a success.

This would be a type of Venlure Capital Funding and hence covered under the
provisions of Angel Funding in the AIF Repulations.

Q30. Mstinguish between: Seed Funding and Start-up Flnanclog
rene 2022 (5 Marks})]
Ans.: Seed Punding: Please see the Answer of earlier Question
Siartup Flnancing: The riskiest aspect of venlure capilal is the launch of a new
business alter the Research and Developmend aclivities are over. Al Lhis stage,
the entreprencur and his products or services are still not tried and resied in
he markel forces. The linance required wsually Falls shor of own resounces.
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Start-ups may include now indusiries’businesses sel-up by the experienced
persons in Lhe aren in which they have knowledge, specialization and proficien-
cy. Others may resull [rom the research bodies or large corporations, where
a venlure capilalist joins wilh an industry experienced or corporate partner.
031, ¥xplain the different stages of “Venture Capital Financing”.
| e 2022 (3 Marks)]
Ans.: Stages of Venlure Capltal Financing: Venlure capital firms finance
both carly and later slage investmenis o maintain a balance between risk and
prolitability Venture capital liems usually recopnize the [ollowing two main
stages when the investment could be made in a venture namely:

A. Early Stage Financing
{i} Seed Capilal & Rescarch and Development Projects.
{ii} Starups
(iff} Second Round Finance
B. Laler Stage Flnancing
{i} Development Capital
(i) Expansion Finance
(i) Buy Ouls
{iv) Replacement Capiial
(¥} Turn Around

FOREIGN VENTURE CAPITAL INVESTOR

032 Deline - Foreten Venture Caplial Investor as per the SEBI ( Foretgn
Venture Caplial Investor) Regulations, 2000. Also state the provisions
and procedure for registration of Forelgn Venture Capital Investors.
Ans.: Forelgn Venture Capltal Investor [Regulation 201 X g)1: Foreign venture
capilal investor means an investor incorporated and establishod outside India,
is registered and proposes lo make investment under Lthe SEBI {Foreign Venlure
Capilal Invesior) Repulations, 2000,
Eligibility Criteria | Regulation 4 ) For the purpose of the grant of a cenilicate
I an applicant as Forcign Venlure Capital Investor, the SEBI shall consider
lellomwing conditions:
(@) The applicanis track recond, professional competence, linancial sound-
ness, expericnce, penenl reputation of feimess and integrity,
(b)Y Whether the applicant has been granted necessary approval by the RBI
for making investments in India.

(c) Whether the applicant is an investmonl company, investment trust,
investment parinership, pension Tund, mutual fund, endowment Tund,
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university fund, charitable institution or any other entity incorporated
outside India.

(d} Whether the applicant is an assel management company, investmeni
manager or inveslmenl management company o any olther invesimend
vehicle incorporated outside India

) Whether the applicant is authorized 10 invest in venlure capital fund
oF canmy on activity as Foreign Venlure Capilal Investor or Allernative
Investment Fund.

() Whether the applicant is regulated by an appropriate foreign regulatlory
authorilty or is an income wx payer; or submits a certificate rom s
banker of its or ils promoter’s lrack record wheee the applicant & neither
a regulaled entily nor an income Lax payer.

{g) The applicant has nol been relused a cenificale by the SEBL

(i) Whether the applicant is a [it and proper pemson,

Criteria for fit and proper person |Regulation 4AFE For the purposes of
delermining whether an applicant or the [oreign venture capilal investor is a
lit and proper person the SEBI may take into account the criteria specilied in
Schedule 11 of SEBI (Intermediaries) Regulations, 2008,

Furnishing olinformation, clariAcation | RegulationS | The SEBI may roguine
Lhe applicant to lurnish such Turther informetion as il may consider necessany.
Constderation of application [Regulatlon 6): An application which is nol
complete in all respects shall be rejected by the SEBI:

However, belore rejecling any such application, the applicant shall be given an
opporiumity Lo remove, wilhin 30 days ol the date of receipt ol communicalbon,
the objections indicated by the SEBL

The SEBI may, on being satisfied that it is necessary o exiend the period spec-
ificd abowve may extend such perind nol beyond 90 days.

Procedure for grani e [Regulation T): I the SEBI is salislicd
that the applicant is eligible for the grant of cenificate, it shall send intimation
Lo the applicant.

On receipl of intimaticn, the applicant shall pay to the SEBI specilied regis-
Lration fee.

The SEBI shall on receipt of the registration lee grant a cortilicate of registra-
Lo in Form B.

Conditlons of ceriificaie [Regulaiton &B]: The cenilicaie granied o foreign
venlure capital investor under repulation 7 shall be inter alia, subject o the
follvwing conditions:

(@) It shall abide by the provisions of the Act, and these regulalions.

(B) 1ishall appoint adomestic custodian for purpose of custody of securilies.
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() It shall enter into armangement with a designated bank for the purpose
of operating a special non-resident rupee or foreign currency account,

() I shall lonhwith inform the SEBI inwriling if any information or panic-
ulars previously submitled o the SEBI are [ound Lo be [alse or misleading
in any material particular or il there 8 any change in the information
already submitted.

033, Explain: Venture Capital Undertaking [Dec. 2008 {3 Marks)]
Ans.: Venture Caplial Undertaking: As per Regulation 201)(m) of the SEBI
(Foreign Venlure Capital Investor) Repulations, 2000, Venture Capilal Undeor-
laking means a domestic company:

i} Which is not listed on a recopnized stock exchange in India at the Lime
of making investmenl; and

(i) Which is enpaged in the business for providing services, production or
manulacture of anicle or Lhings.

Following activilics or sectors are nol Venture Capilal Underaking:

(1) NBFCs, other than Core Invesiment Companies (CICs) in the infrastnuc-
Lure secior, Assel Finance Companies (AFCs), and Infmstructure Finance
Companics (IFCs) registered wilth RBL

(2) Gold lnancing.
(3) Activitics nol permilied under industrial policy of Government of India.

(4) Any other activity which may be specilied by the SEBI in consullation
with Government of India from lime 1o lime.

034, The Investment criteria for a forelgn venture caplial investor, Com-

menl. |Hune 2017 (5 Marks)]
or

‘What are the invesiment conditfons for a Forelgn Venture Capltal Inves-

tors (FVCI)? |Dec. 2023 (3 Marks)]

Ans.: lnvesiment Criteria for Forelgn Venlure Capital Investor: As per Reg-
ulation 11 of the SEB! (Foreign Venlure Capital Invesior) Repulations, 2000,
all invesiments o be made by [oreign venture capital investors shall be suhject
o the following conditions:

{@) It shall disclose 1o the SEBI ils invesimoeni sirategy.

(BY It can invest its total funds committed in one venlure capital fund or
aliernative invesiment fund.

{ch It shall make investmenis as coumeraied below:

(i} AL least 66.67% ol the investible [unds shall be invesied in unlist-
od equity shares or equity linked instruments of venture capital
underiaking or investee company as defined in Regulation 2{1Ko)
ol the SEBI {Alternative Investment Funds) Regulation, 2012,
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(i) Mot more than 33,33% of the investible funds may be invested by
waty of:
(A} Subscription wo initial public offer of venture capial undor-
Laking or investee company as deflined in Regulation 2(1)
(o) of the SEBI (Allernative Investment Funds) Regulation,
2012 whose shares are propaosed (o be listed.

(B} Debt or debl instrument of venture capilal undenaking or
investee company as delined in Regulation 2(1)0) of the
SEBI (Aliernative Investment Funds) Regulation, 2012 in
which the loreign venlure capital investor has already made
an investment by way of egquity.
(C) Preferential allotment of equity shares of a listed company
saibject (o lock in period of one vear,
Explanarion: A linancially weak company means acompany, which
has at the end of the previous linancial vear accumulaled losses,
which has resulted in erosion of more Lhan 30% bt less Lhan 100%:
ol its net worth as al the beginning of the previous linancial vear.
{d) 1t shall disclose the duration of life cvele of the Tund.

() Special purpose vehicles which are created for the purpose of Bicilitating
or promoling investment in accordance wilh these Repgulalions.

Fxplanation: The investmen| conditions and restrictions stipulated in

Repgulation 11c ) shall be achieved by the Foreign Venture Capital Investor
by the end of i life cvele.

()35, What are the obligations of forelgn venture capilal Investor?
[Dec. 2010 (4 Marks)]
Ans.: Following are Lhe peneral obligations and responsibilities of Foreign
Venture Capital Tnvestor:
Malntenance of books and records [ Regulations 12
(1) Every Foreign Venture Capital Investor shall maintain for a period of

# vears, books of accounis, records and documents which shall give a
trwe and [air picture of the state of alfairs of the Foreign Venlure Capilal
Investor.

{2) Every Forcign Venture Capital Investor shall intimale o the SEBI, in
wriling, the place where the books, records and documents are being
maintained,

Power Lo call for Information [Regulation 13]:

{1} The SEBI may alany time call lorany information [rom a Forcign Venlure
Capital Inveslor with respect o any maller relating o s aclivily as a
Foreipn Venlure Capital Investor,

{2} Where any information is called [or by Lhe SEBI il shall be [urnished
within specified lime,
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General Obligations and Responsibilities [Regulation 14]:

(1) Forcign Venlure Capital Investor or a global cusiodian acting on behall
ol the forcign venture capital investor shall enler into an apreement with
the domestic cusiodinn o act a8 a custodian of securitics for Forcign
Venture Capilal Investor.

(2} Foreipn Venlure Capital Investor shall ensure that domestic oustodian
takes sieps lor —

{a) Monitoring of investment ol Forvign Venlure Capilal lnvesilors in

Imddiz.

(b} Furnishing ol periodic reports 1o the SEBL

{¢) Furnishing such information as may be called Tor by the SEBI,
Appointmeni of designated bank [ Regulaiion 15): Foreipn Veniure Capital
Investor shall appoint a branch of a bank approved by RBI as designated bank
e opening of [orcign currency denominaled accounts or special non-resident
rupee accounl.

12 _ RAISING OF F:r:é — NON-FUND

BONUS PROYISIONS — COMPAMNIES ACT, 2013

1. What do you understand by ‘bonus shares’ and whal are ihe advan-
tage of issutng bonus shares? [Hune 2006 (4 Marks)]
Ans.: A company may, il ils Articles provide, capitalize its prolils by issuing
lully-paid bonus shares. When a company is prosperous and accumulales larpe
distribulable profits, i coaverts Lhese accumulaled profits intocapilal and divides
the capital among the existing members in propornidon 1o their enlitlements.

Members do nol have o pay any amounl for such shares.
The bonus shares allotied 1o the members do ml represent taxable income in
their hands. (CIT, Madras v A.A.V. Ramchandra Cheitiar]
Advantages of Issuing bonus shares:
(1) Fund Mow is not allected adversely.
{2} Markct value ol the Company's shares comes down 1o their nominal value
by issuce of bonus shares.
{3} Market value of sharcholdings of the members increases with increase
in number of shares in the company.

(4) Bonus share is nol an income. Hence, il is nol a taxable income.
(5) Paid-up share capital increases wilh the issue of bonus shares.
02. Distinguish between bonus shares and right shares.
SR i ANyl

Im.-:wl:';;lttm'inu arn-lhc--n'min points of distinclion between bonus shares &
righl shares:
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Poinis Ronus Shares j Right Shares
Rumm "il'lil-l'i‘ﬁ are :Gharn- Nwrd “'hcn COMPAnY issues funbcr
by a company free of cost o ils | shares 0 existing sharcholder in
mlmgnhmh:ﬂrlrﬂ.imnm ralis ol their hﬂumg such mswe
basis oul of roe neserve. i= known s rlghl s

In case of honus issue there isno Innu:'ﬂln.uhl.lmwlhﬂvmcﬂ
cash Mow. ht[lrswu;|l-u_-J_-m-nrmu.ng.I

Consideration | Company docs nol receive any Cnmmnv receives consideration
consideration in case of bonus | as shares arc ssued against cash
L0

Agthorization | Bonus issue s made on the | Incase ol nght ssucauthonzaton
reoommendsition of the Board | [orm members through ordinary
and auithommton fmm pencral | or spocial resshalion s neccssary
meeeting of the company.

Market value | Issuc of honus shares docs not | Right 1sue of shanes affects the
affect the market valoe of the | market vabue of the company.

I 15 poverned by Section 3ol the | 11 is poverned by Seciion 62 of the
Companies Act, 2013, | Compemnics Act, 2013

03, Referring to the provisions of the Companies Acl, 2013 state that
conditions required 1o be fulfilled before a company can Issue bonns
shares Lo the sharcholders of the company. |Fueme 2015 flllnhj]

Ans.: Issue of bonus shares [Section 63(1)): A company may issue ully paid-
up bonus shares Lo ils members oul ol

(@) Free reserves
(b Securilics premium
{e) Capital redemplion reserve

However, revaluation reserve created by the rovaluation of assets cannol be
used for the bonus issue.

Conditions forissue of bonus shares[Section 63(2)]: A company shall comply
with lollowing additional condition for bonus shares:

(1) Bonus issue is authorized by its anicles,

(2) Bonus sue is made on the recommendation of the Board and authori-
#ation (rom general mecting of the company.

{3) Company has nol defaulied in payment of inlerest or principal in respect
ol lixed deposils or debl securilies issued by il

{4} Company has not delaulied in payment of statutory dees of the emplovees
like PF comiribution, pratuity and bonus.

{5) Bonus issue can be made only on [ully paid-up shares.
{6) Company also has 1o comply with other prescribed conditions.
{7) Bonus shares shall nol be issued in licw ol dividend.

Section
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The company which has once announced the decision of its Board recommend-
ing a bonus ixsue, shall nol subsequently withdraw the same. [Rule 14 of the
Companics (Share Capilal & Debenlures) Rules, 2014

D‘.AI:II“ malniaining power mhmm
:llmmmmmmmummd T 450(FV
of T 10 per share) on 15th January, 2008. Anilcipate a huge reluras on
Lhe share price, the 1ssue was subscribed 27.5 imes and a huge response
received to the company’s IPO. The company al the time of Bsting only
owned a land for 1ts six power projects which were to be developed for
generation of eleciricliy, and there was no revenue income at Lhe time
of listtng. (n 15th February, 2008 the company Hsted 115 shares bul due

to the stock markel meltdown, the stock fell to ¥ 320 per share, l.e. a
discount of ¢ 130 from fis issue price ol * 450. Facing huge eriticlsm

from iis inventors, the company decided 1o issue bonus shares in the
ratio of 3 shares for 5 shares held. A public interest Iitigation was fled
challenging the issuance of bonus shares withoul any revenue lncome.
The case was rejected and dismissed. Discuss the meriis of the case and
lbnllemﬂﬂnllfa’h‘udmm | Dec. 2009(5 Marks) ]
Ans.: cmdlunﬂlurlﬂmen{hunmﬂum]beﬂlmﬁ!ﬂ}r A company shall
comply with following additional condition for bonus shares:

(1) Bonus issue is aulhorlaed by lis anicdes.
{2) Bonus issue is made on the recommendation of the Board and suthori-
zation [rom general meeting of the company.
{3) Company has aol defaulied in payvment of inlerest or principal in respect
ol lxed deposits or debl securilies issucd by L
(4) Company has notdelaulied in payment of statutory dues of the emplovecs
like PF contribution, gratuity and bonus.
{5) Bonus issue can be made only on Tully paid-up shares.
(6) Company also has 1o comply with olther prescribod conditions.
(7) Bonus shares shall not be ssued in licw of dividend.
Thie company which has once announced the decision of its Board recommend-
ing a bonus issue, shall nol subsequently withdaw the same. [Rule 14 of the
Companices (Share Capital & Debenlures) Rules, 2014
As per the facis given case, the company has complied with all conditions required
to be satisfied and hence the court was correct in awardivng the jfiudgment in favour
of the company.

(5. The Board of Mreciorsof Aakash Lid., alisied company, infis meettng
held on 1si April, 2021 announced a proposal for issue of bonus shares
Lo all equity shareholders of the company in the ratio of 1:1. On 151 May,
2021, the direciors al anoi her meeting passed a resolution io reverse the
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proposalof bonus tssue announced oo 15t April, 202 1. Discuss the validity
of the resolutions. [ Somee 2012 (4 Marks)], | Dec. 2021 {3 Marks)]
Ans.: As per Rule 14 of the Companies (Shares Capital & Debenlures) Rule,
2014, the company which has once announced the decision of iis Boand recom-
mending a bonus issue, shall not subsequenily withdraw the same.

Thus, a resolution passed by the director 1o reverse the bonus issue announced
is not walid. The Board of direciors of Aakash Lid. must issue bonus shares (o
the sharcholders.

BONUS PROVISIONS — SEBI REGULATIONS

mmmmmmw—umsmm
Dlﬂliﬂhul Msclosure Requiremenis) Regulations, 2015,

Ans.: Follwing are the provisions pertaining 1o bonus issue under the SEBI
{LODR) Regulations, 2015:

(a) Prior lntimation io stock exchange: As per Regulation 29, the listed
enlity shall give prior intimation (o stock exchange aboul the meeting
ol the Board of Directors in which the proposal for declamtion of bonus
securilies i due Lo be considered. The said intimation is required 1o be
given al least 2 working davs in advance, excluding the date of the inti-
mation and dale of the meeting.

(b) Record Date: As per Repulation 42, the listed entity shall intimaie the
record date for ssue of bonus shares (o all the stock exchange where il
is listed or where stock derivatives are available on the stock of the list-
ed eatity or where lisied entity’s stock Torm pan ol an index on which
derivatives are available.

() Msclosure of evenis or information: As per Regulation 30, the lisied
entity shall disclose 1o the Stock Exchange, within 30 minutes of the
closure of Lthe mecting, held 1o consider the increase in capital by issue
of bonus shares through capitalization including the date on which such
bonus shares shall be creditedidispatched.

07, Mscuss the varous condittons to be complicd with for the issue of
Ronus Shares under the SEBI (ICDR) Regulations, 2018,

|Jeme 2000 (10 Marks)), | June 2014 {6 Marks))
Ans.: Condiiions for boaus issue: As per Regulation 293 of the SEBL(ICDR)
Regulations, 2018, subject to the provisions of the Companics Act, 2013 or any
othor applicable law, a lisied ssuer shall be cigible 1o issue bonus shares 1o
its members il:

(@) I is authorized by ils aricles of association lor issuc of bonus shares,
capitalization ol reserves, etc. However, if there is no such provision in
the anides ol association, the issuer shall pass a resolution al jis general
body mecting making provisions in Lhe anticles ol associations lor capi-
talization of reserve.
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() 1t has not delaulied in payment of interest or principal in respect of lixed
deposits or debl securilics issued by il

(e) It has nod defaulied in respect of the payment of statulory dues of the
emplovees such as conlribulion o provident Tund, pratwity and bonws.

{d) Any oulstanding parily paid shares on the date of the allotment of the
bonus shares, are made Tully paid-up.

e} Any ol ils promoters or direciors is not a lugilive economic olTender.

08. Financial data of Natural Energy Lid. as on 31st March, 2018 are
as under:
{1} Authorised Share Caplial : ¥ 700 Crore
{#f) Pald-up Capital : ¥ 300 Crore
{#if) Free Reserves : © 800 Crore
The company has pending convertible debealure of ® 150 Crore, due for

conversion In Anancial year 2018-2019, The company proposes (o issue
bonus shares in the ratio of 1:1 after conversion of debeniure. You being
acompany sccrelary, advise on Lhe procedure o be lollowed by reflerming
SEBI regulations. |Jeme 2019 (7 Marks))
Ans.: Conditions [or a bonus issue: As per Regulation 293 of the SEBI (ICDR)
Regulations, 2018, Subject 1o the provisions ol the Companics Act, 2013 or any
other applicable law, a listed issuer shall be cligible (o ssuc bonus shares 1o
its members il
(@) It is authorized by ils anicles of association [or issue of bonus shares,
capitalization of reserves, elc. However, il there is no such provision in
the articles of associalion, the issuer shall pass a resolution al i genecal
body meeting making provisions in the anicles of associations for capi-
talization of reserve.

(B) 1t has nol defaulted in payment of interest or principal in respect of Tixed
deposiis or debi securitics isswed by il

{e) It has not defaulied in respect of the pavment of sialulory dues of the
employees such as contribulion to provident Tund, pratuity and bonwes.

(d) Any oulstanding partly paid shares on the date of the alloiment of the
bonus shares, are made Tully paid-up.

) Any of its promoters or directors is nol a lugitive economic olTender.
Calculation of post bomus fssue pald-up capiial:

Paid-up Capital [ %300 Crore
Addition in share capital due conversion ol debentures | ¥ 150 Crore

¥ 450 Crore
Addition in share capital due 10 bonus (Ratio of 1:1) | 450 Crore
Pmd-up_ca_pllal alter bonus issue 900 Crore |
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Paid-up capital afler bonus issue will be # 900 Crore, which is more than present
authorized capilal of ¥ 900 Crore and hence authorised capital will have o be
increased by ¥ 200 Crore.

PROCEDURE & DOCUMENTATION RELATING TO BOMNUS ISSUE

9. Make a list of documenis required for granting in-principle approval
for listing under Regulation 28(1) of the SERI{ Listing Obligations & Dis-
closure Requirements) Regulaltons, 2015 for the companies proposing
bonus issue.,

Ans.: Following documenis are required for granting In-principle approval [oe
listing under Regulation 28(1) of the SEBI (LODR) Regulations, 2015 for the
companics proposing bonus issue:

1. Centilied copy of the resolution passed by the Board of Direclors of the
Company approving Lhe bonus issuc.

2. Ceriilied true copyof the notice convening the AGM/EGM of sharcholders
along with the explaneaitory statement annexed theretowhere the proposal
for issuc is o be pul for approval.

3. Cortilied copy ol the resolution passed by the sharcholders at the AGMYS
EGM approving Lhe Bonus issuc; andéor Increase in Lhe authorized share
capital, if applicable.

4. Centilicate [rom Statulory Aud ilorsPCAPCS conlirming Lhat the proposed
bonus issue is being made in accordance with provisions of the SEBI
(ICDR) Regulations, 2018,

5. Statement of tolal bonus entitlement as per Lhe cxisting capital, bonus
shares Lo be allotied and shares kepl in abeyance, il any 1o be given by

6. Cerlilied true copy of the amended copy of the Memorndum and Articles
of Associalion ol the Company. In case the Memorandum and Articles of
Association is nol amended, conlirmation from the company reganding
the same,

7. Confirmation by the Managing Direclor/Company Secrotary.

%. Processing lec.

9. Copy of the latest audited annual report.

10. Name & Designation of the Contact Person of the Company. Telephone
Nos. (landline & mobile) Email address.

010, Prepare a c beck st [or 1ssue of bonus shares to the shareholders of

yourcompany keepingin view the varfous applicable legal requirements,
Ans.: Belore issuance of Bonus Shares, [ollowings polnis musi be ensured:
I. Check, il there is a provision in the articles permilting issue of bonus
shares by capitalization ol reserves, etc. Il there is no such provision, alier

10.

1.

12
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the articles 1o permil the issuance of bonus shares by passing a resolution
al peneral meeling of the company making provisions in the arlicles for
capitalivation ol reserve.

. Check and ensure thal the expanded capital aller the issue is within the

authorized share capital of the company. Otherwise, complete the pro-
cecdings by increasing the Authorized Capital suitabby.

. Check that it has received approval [rom the siock exchange [or listing.
. Check that there is no delault in pavment of interest or principal in re-

spect ol: (i) lixed deposits or () debt securities issued by company.

. Check and ensure thal there is no delault in respect ol the pavment of

statutory dues of the emplovess such as contribution o provident Tund,
gratuity, honus etc.

. In case the share capilal of the company consisis of any parily paid-up

shares, o make it fully paid-up before issue of bonus shares.

. Ensure that none of the direclors or promolers of the company is a lu-

gitive economic oflender.

. Ensure Lhat the Bonus issue is made oul of lree reserve buill oul of the

genuine profits or share premium collected in cash only.

. Ensure that reserves created by revaluation of fixed assets are nol capi-

talized and that bonus shares are not issued in lieu of dividend,

Ensure Lhai in case the company makes a bonus issue of equity shares il
it has ouistanding fully or partly convertible debl instrumenis at the Lime
ol making the bonus issuc, the company has made reservation ol equily
shares of Lhe same class in favour of the holders of such outstanding
convertibledebl instruments in proportion to the convertible part thereol.

Ensure that the Company musl implement the bonus issue wilhin 15 days
from the date of approval of the issue by Board of Directors il the com-
pany announcing a bonus issue aller the approval of Board ol Direclors
and does not require sharcholders” approval Tor capitalization of profils
or reserves for making the bonus issue.

Ensure that the bonus issue must be implemented within 2 mont hs from
the date of the meeting of Board of Directors wherein the decision o
announce the bonws issue was Llaken subject 1o sharcholders’ approval i
e company is required o seck sharcholders” approval for capitalicalion
ol profils or reserves [or making the bonius issuc.
Once Lhe decision 1o make a bonus issee is announced, the issue cannot
be withdrawn.

011.A27 Pharma Limiied proposes i odssue bonussharestolissharchold.
ers In the ratlo of 2:5. As a Company Secrelary of the company, prepare

a briel report for board of directors of your company as to procedure Lo
be adopted lor issue of bonus shares.
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Discuss briefly the sieps involved in the lssue of boous shares by a listed
COMmpany. |Srame 2081 (7 Marks))
or
Success Lid., alisted companywith an aut horized, tissued and subscribed
capiial of ¥ 35 Crore comprising of 3.5 Crore equitly shares of 7 10 each
and pald up capital of ? 34 Crore dectded Lo Issue bonus shares in the
ratio of 2:5. As a Company Secrelary coumerate the steps tnvolved in
such an {ssue. [fume 2047 {8 Marks}]

Ans.: Procedure/Steps for issue of bonus shares:

1. Send Notice of Board Meeting at least before 7 days belore the daie of
Board Meeling

2_ 1n the case of lisied entity, inform the Stock Exchange at least 2 working
days prior to the date of Board Mecting of the proposal 1o consider the
Bonus Issue.

3. Convene 8 Boand Mecting to consider the issue of hbonus shares and lor
taking necessary steps in Lhal regard, including lixing the date of closure
of books and Lo [ix up the date, lime, place and agenda for holding a
General Mecting 1o pass an Ondinary Resolution, ora Special Resolution,
il the Articles so reguire, 1o issue bonus shares.

4. Submil the oulcome of Board Mecting (o the stock exchanpe within 30
minules of the conclusion of the Board Meeting.

5. Issue a nolice of General Meeling 1o Lhe sharcholders, Direclors and
Auditors at least 21 clear davs belore the date of General Meeting.

6. Conduct a general meeling to consider and pass necessary resolulion
{specialiondinary).

7. File form MGT-14 (il special resolution passed) for alieration of aricles
wilhin 30 days.

&. Permission of RBI il any required under the FEMA Act, 1999 should be
obtained Lo allol bonus shares 1o Non-Residenl Indians il such issue does
nol [all under aulomalic roule.

9_ Obwin necessary listing and trading approval frem the siock exchange.

10, Hold a Board Mecting and complete proceeding regarding allotment of
the bonus shares in the proportion and in the manner a8 mentioned in
the resolution, and as approved by Lhe Stock Exchange.

11. File the return of allotment with the ROC in Form PAS-3 aller payving Lhe
requisile lee within 30 days ol the allotment of shares.

12. Submil an application Lo the Stock Exchange concerned [or listing the
honus shares allotied.
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13. Obtain necessary approval from the NSDL and CDSL for issuing shares
in demat mode,

14. In case of physical, issuc the share certilicates within 60 days [mom the
dabe of issue.

012 Jal Lid. aanounced lssue of bonus shares in the ratio of 1:3 ( Le
one share for every ihree shares held). Al preseni the [ace value share
I5 ¥ 10, current market price is ¥ 621. In addition, il announced split of
shares by reducing the [ace value from ? 10 to 2. Calculate the share
price if all other things remaln constant. What would have been the sii-
nation if split would have been done before the issue of bonus shares?

[Dec. 2015 (5 Marks)]

Ans.: Calculation of share price after issue of bonns shares (without splitk:
Existing shares x Market value Ixé2]
Existingsharcs + BonusShares 3+ 1

The company desires Lo splil the shares from # 10 1o T 2 per share Le. one share
will be converied into 5 shares.

Calewlation of share price after issue of bovus & splin:

=463.75

Ko ol shares aller split = (Existing shares + bonus shares) = Split ratio
Mo ol shares altersplil = (33 1) =5

wo of shares alter split = 20

4"‘;“ —9315

If split would have been done before the issue of bovus shares:
Ko, ol shares alier split = Existing shares x Splil ratio

Moo shares afier spliL=3x 5

Moy of shares after split = 15

62! 3
Markel price aller split = 1: — = 124.2

Calculation of share price afier split & issue of bornus shares:

Existing shares x Mal‘il.‘l value 15 x 124.2

- = 9315
Existing shares + Bonus Shares 1545
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Q13 Wrile a short nole on: Employees Stock Optlon Scheme (ES0S)
Wumne 2011 {4 Marks)), liune 2013 (3 Marks)],
[Dec. 2015 (4 Marks)1, [ June 2016 (4 Marks)]
Ans.: "Employvee stock oplion scheme or ESOS” means a scheme under which
a company grants emplovee “stock option’ directly or throuegh a trusi.
It is the oplion given 1o emplovees of a company, which gives such employees
the benefit or right 10 purchase or subscribe at a future date, the securities
olfered by the company al a predelermined price.
Example: X Lid. pranis its emploves a right 1o subscribe 1,000 shares at ¥ 50
when ils market price is T 140, Emplovee can exercise such right alier 2 years.
Il alier two years price of the share is # 180, the employee will exercise the op-
Lion and can lake 1,000 shares al ¥ 50. Assume Lhai there is no lock-in period
and emplovee decides to sell the shares immediately. Tolal benelit 1o emploves
is ¥ 1,30,000 [(180 - 50 x 1,000].
Il alier two years price of shares is § 40 Lthen employee will nol exercise the
oplion as he will loss his money. Thus, ESOS is ‘oplion’ bul nol ‘obligation’.

'Q14. Write a shori aole on:

Employees Stock Purchase Scheme (ESPS)

[Dec. 2012 (4 Marks)], [Dec. 2018 (4 Marks)}
.ln:.. “Employec siock plllthm'ﬂ:l’l!iml]’ ESPS™ means uaichr.'ml.-url:l.or wl'lldl
a company oflers shares 1o emplovees, as parl of public issue or olherwise, or
throuph a trust where the trust may undertake secondary acquisition [or the
purposes of the scheme,

In simple words, under the Emplovees Stock Purchase Scheme | ESPS | emplovees
are given an option to purchase shares on the spot at a discounted price.
Imporiant provisions relating 1o ESPS are summarized below:

+ The company’s are lree o determine the price of shares o be issued under
an ESPS.

+ Shares issued under an ESPS shall be locked-in [or a minimum period
of one vear from the date of alloiment.

+ Il ESPS is pan of a public issue and Lhe shares are issued 10 emplovees
al Lhe same price a5 in the public issue, Lhe shares issued (o emplovees
pursuant 1o ESPS shall not be subjoct 1o lock-ine

D15, Mstingulsh belween: Emplovees Slock Opllon Scheme & Emplovees
Stock Purchase Scheme |Dec. 2012 (4 Marks))
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Ans.: Following are the main poinis ol difference between ESOS & ESPS:
Points Employees Stock Option Employees Stock Purchase
Scheme Scheme
Meaning “Employes siock option scheme | Employecstock purchase scheme
or ES05" means a scheme under | or ESPS mecans a scheme under
whichacompany grantsemphioves | which acompany ollers shevres o
stock option” direotly or throwggh | employoss, a5 part of publee ssec
B e | or otherwise, or throwgh & brost
where the trust may underizke
secondary acquisition Tor the
purposes of the scheme.
Purchase of Under I'.S{IStmpluvﬁsamgm:n LlﬂL-rl:Sl’Stmpim%m gven
shares anoplion io purchase shares ala | an option 0 purchase shares on
kierdateie. afier vesting period. | the spot w a discounted price.
The cm'npangr ma.y specily the | Shares issucd under an ESPS
lock-in period for the shares ssucd | shall be locked-in lora minimum
pursaEant io mﬁ'ruc'nfrmlxm period of | year from the date of
| alletment.
ESOS has e be approved sep- | Shanes under ESPS can be issued
arately by the company in gen- | as a pant of a public issuc.
eral ing by passing special
resobulion. Il cannot be part uI'Jr

p-ubl::: issne

Vestingperiod  Minimum \wlmg mnnd for | No v mrru :!rnnd! for ESPS as
F.Scﬁnnncjlsr ﬁl\wc:umiﬁn\:ﬂmlh:srn{
Compensation A company has 1o constitle | There is mmchn:q’ulrrmcm for
Compensation Committes forad- | ESPS.

mmuhzltm & !m;'m'ml.nn:]wu:
ol'lhr ER'JS

016, Option 1o participale tn ES0S s lnlnpﬂluraﬂmud'lh
company. Comment. IDec. 2013 (4 Marks)]
Ans.: As per the SEBI (Share Based Emplovee Benelits & Sweat Equity) Regu-
lations, 2021 employees which get covered as per Repulation 2010 are eligible
oy participate in the scheme.
Employee [Regulation 21} 1]: Employvee means -
(i) A permanent employee of the company who has been working in India
or oulside India or
(i) A director of the company, whether a whaole time dircctor or not. but
excluding an independent direclor or
(i} An emplover as deflined in clause () or (i) of a subsidiary, in India or
outside India, or of a holding company of the company but does mod
include —
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(@) An emplovee who is a promoler or a person belonging 1o the pro-
molor Eroup or
(b)Y A director who cither himsell or through his relative or through
any body corporate, direclly or indirectly, holds more than 10%
of the oulstanding eguity shares of the company.
Thuus, it is correct to say that the option o participate in ESOPYESPS is nol open
for all emplovees of the contpary.

Q17. What is employee stock option plan? Explain the importance of

such plans in the modern time. [Pec. 2017 (5 Marks)]
or
In a growing company, ESOPs are being used Lo retain lalent, Discuss,
{Dec. 2020) {3 Marks) |

Ans.: Emplovee Stock Option Plan (ESOP) or Emplovee Stock Oplion Scheme
{ESOS) is a plan or scheme under which the company grants employee stock
options. Employee stock option is a contract thal gives the employees of the
enterprise the right, bul nol the obligation, [or a specilied period of Lime o
purchase or subscribe the shares of the company at a [ixed or delerminablde
price which is generally lower than the prevailing market price of its shares,

The imporiance of these plans lics in Lhe lollowing advantapes which accrue 1o
bath the company and the employees:
+ Siock oplions provide an opporiunily (o emplovees (o participale and
contribule in the growth of the company.

+ Slock option creates long lerm wealth in the hands of the emplovees.

# They are imporiant means Lo atiract, retain and motivaie the best avail-
ahle Lalent [or the company.

+ It creates a common sense of ownership between the company and s
employees.

018, Explain the Stock Apprectation Rights Scheme (SARS).

[Dec. 2018 (5 Marks))
Ans.: Stock Appreciation Rights (SARs) are addilional compensation given o
emplovees that are based on any increases in the price of company stock over
a predetermined period of lime. Emplovees benelit when Lhe stock price rises,
and are unalfocted when Lthe siock price declines. SARs can improve upon the
stock oplion concepl, since Lhere is no reguirement for emplovees o pay [or Lthe
exercise price ol the stock. The payvouls under 3 SARs plan are usually in cash,
though the plan can be reconligured (o allow for payments in stock.
Example: An emplovee is granted 1,000 SARs, which cover any apprecialion
in the stock’s markel price over Lhe next 3 yoars. Suppose currenal price is ¥ 225
per share,
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Il al the end of 3 years, the stock price rises 1o § 250 per share. Consequently,
the employee receives a payment of ¥ 25,000 (1,000 SARs = ¥ 25 price increase
per share).

Allernatively, emplovee can be ollered 100 shares [or appreciation in price of
stock. (25,000 = 25)

0149, “SERI Share Based Emplovee Benellls Regulations shall apply (o
any company, whether listed or notl on any recognized stock exchanges
in India and has a scheme”™. Comment on the stalement. Mscuss the
scheme or purpose ol the resulation. [Dec. 2021 (4 Marks])
Ans.: An unlisied company issuing emplovee suock oplions has o comply with
the provisions of the Rule 12 of the Companics (Share Capital & Debentures)
Rules, 2014,

As per Repulation 103) of the SEBI (Share Based Emplovee Benelils & Sweal
Equity) Regulations, 2021, the provisions of the regulations shall apply 1o listed
company and hias a Share Based Emplovee Benelit Scheme.

Purpose of the Regulations: A company always wanis 1o relain the wop tal-
enl in the company Lhose working for the Tulure success of the organization.
Further, the human capital or the work force is always the vital component of
a business organization and those execulives who possess the polential 1o lake
Lthe organizaticn to newer heighl need o be remunerated suitably, One of the
key nia-financial remuneration or incentive may be issued 1o the emplovee in
form of Employee Siock Oplion.

Taking into account the wider perspective of emploves benelit scheme in India
as well as overseas and with the intent 1o align the provisions of the cxtant
repulations with the Companies Act, 2013, SEBI has nolificd the SEBI (Share
Based Emplovec Benelils & Sweal Equily) Regulations, 2021,

e e e —

order o retaln lalented human resources and Lo recognize Lthe ellforts
of employees of these eatities (n the group, MineGame Group decided
to prant cash based SARs linked to the share of MineGame Group (o the
employees of jolnl venlure. You are required toconlirm as to whether the
scheme falls under the SEBI (Share Based Emplovee Beneflls & Sweal
Equity) Regulations, 2021. [Hrne 2022 (5 Marks}]
Ans.: Stock Appreciation Right: Stock appreciation righl means a right given
1o a SAR granioe entitling him lo receive appreciation for a specilicd number
of shares ol the company where the settlement of such appreciation may be
made by way ol cash payment or shares ol Lthe company.
Coverage ol SAR: As per Regulation 1(3), the provisions of the SEBI (Share
Based Emplovee Benellis & Sweal Equity) Regulations, 2021 shall apply io
Siock Apprecialion Rights Schemes (SARS),
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Towhich types of companies the provisions of regulations applies: As per
Regulation 1(4), the provisions of these regulations shall apply o listed com-
pany and has a scheme:
(1) For direct or indirect benelit of emplovees.
(2) lnvolving dealing in or subscribing to or purchasing securilics of the
company, directly or indirectly.
{3} Satisfying, directly or indirectly, any one of the following conditions:
(a) The scheme is set up by the company or any edher company in ils
o,
(b} The scheme is lunded or guaranieed by the company or any other
company in ils group.
(e} Thescheme is controlled or managed by the company or any other
company in ils group.

The Regulation 204 ¥e) of the said Repulations defines “Associate Company”™
as [ollow:

“Associatle Company” shall have the same meaning as defined under Section
2(8) ol the Companies Acl, 2013.

Furiher, as per Section 2(6) of the Companies Acl, 2013, the term Associale
Companies includes Joint Ventures. 1L is therefore noted that the provisions ol
Lhe Regulations shall apply 1o those companics whose shares are listed on any
recognized stock exchanges in India and has a schome, which is sl up, funded,
or guaranieed and controlled or managed by the company orany olher company
im its proup for direcl or indirect benefil of the emplovees.

However, in the given case ol MineGame Group, the proposed scheme is being
selup by MineGame Group and though the said scheme s Tor the benelil of
the employees of joint vealure bul linked (o the share of MineGame Group and
nodl 1o listed company MincGame Lid. Thus the said scheme does nol come
under the ambit of the SEB] (Share Based Emplovee Benelits & Sweal Equily)
Regulations, 2021.

Q21. Josh Lid. a Lisied Company in the process of implementing SERI
(Share Based Employee Renelits) (SHER) for its employees:
(i) Can Mr. Louis an emplovee working ouiside India avall the benefit
of the scheme?
(#) Can Mr. Ayaan, CEO and a member of the Promoter Group apply
for the benefit of the scheme?
(#f) Can Mr. Sunder, a director in the Subsidiary Company of Josh
Lid. and holding 25% shares in Josh Limited apply for scheme?
|Dee. 2023 (3 Marks))
Ans.: A company may granl Share Based Emplovee Benelils Lo its emplovees.
As per Regulation 201 i) of the SEBI (Share Based Emplovee Benelils & Sweal
Equity) Regulations, 2021, emplovee means —

CH. 12 : RAISING OF FUNDS - NON-FUND BASED 12.15

i} A permancnt employee of the company wha has been working in India
of oulside Indiaor
(i) A dircctor of the company, whether a whole lime direclor or not bul
excluding an independent direcior or
(i} An emplovee of a subsidiary, in India or outside India, or of a holding
company ol the company but does moi inclide —
{a) An employee who is a promoler or a person belonging (o the pro-
moler group or
(B} A direcior who either himsell or through his relative or thmough
any body corporate, direcily or indirectly, holds more than 10%
of the outstanding equily shares of the company.
Considering above provisions and definition of ‘'employes’ as piven SEBI (Share
Based Employee Benelits & Sweat Equity) Regulations, 2021, answer 1o given
case i as under:
) Mr. Louis, who is working oulside India can avail benefit of the scheme
il he is permanent emplovee of the company.,

(i) Mr. Avaan, CEO and a member of the Promoter Group cannol apply for
benelit of the schemie.

(iif} Mr. Sunder, a direclor in the Subsidiary Company of Josh Lid. who is ¢

holding more than 10% shares cannol apply Tor the scheme,

D22, How Lhe varlous share based emplovees benelll schemes can be

Differenttaie between “Direct Route for ESOP” and “Trusi Route for
ESOr. |Jrme 2021 (4 Marks))
Ans.: Implementation of schemes [Regulation 3(1)): A company may im-

plement share based employees bencfil schemes cither:

(@) directly or

(b) by sctling up an imevocable trust.
However, il the scheme is 1o be implemented through a trust the same has 1o be
decided uplront al the time ol taking approval of the sharcholders [or selling
up the schemes:
IT the scheme involves secondary acquisilion or gilLor both, then il is mandatory
lisr Lhe company Lo implement such schemes Lhrough a Urusl
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Commitice & Company granis kan bo the Lrust for |
*+ Company decides thecligibility subscribing sharcs. |
eritenia of scheme. ® Company issuc fresh shanes io the brsd |
# Aler vesting porsod employoes and oplions o the ermployoes. |
an excrcise Lhe oplion. & Emphk = =
Emplivvees cxercise the oplions

» qufmlimﬁ;1mp # Trusi iransfers the shares (o the om- |
I oy pmplciycen. plovees wpan receipl ol exercise price. |

# Trusi ropays the loan io the company.

mmmmu-&:m-ﬁhmmm
Hsted on NSIL The C ment Employee Stock

Scheme (ES0S) [nrhthﬂ. ESOP Plan will hww
a trust in accordance with the SERI (Share Rased Emplovee Bencflls &
Sweal Equity) Regulations, 2021. The company s willing toissue shares
under ESOP scheme Lo one of s whole ime direclor, Irfan.

Irfan holds 12% of the outstanding equity shares of the company. In view
of the above [acts, answer Lhe [ollowing questions:

(i) Can the company Issue shares (o lis director, Irffan nader ESOP
scheme?

{#f) Prepare a brdel aote on the process of implemeatation of ESOP
~ scheme through Trusi route. | Dec. 2020 (4 Marks)]
Ans.: Delinition of employee as given in SEB1 (Share Based Employee Benefits
& Sweal Equity) Regulations, 2021 does med cover a directorwho cither himscell
or through his relative or through any body corporate, directly or indirecily,
hodds more than 10% of the outstanding equity shares of Lhe company.

In the piven case, Infan holds more than 10% of stake in Tango Trading Lid. Hence,
R is not eligible 1o participaie in the ESOS.
Process of implementation of ESOS through Trost Route:
(@) The company creales an Emploves Wellare Trust specilically for the
purpose of running the ESOS.
(b Company grants loan o the trust for subscribing ils shares.
{c) Company issues [resh shares (o the trust and option 1o emplovees.
d) Where the employees decide o exercise the oplion o acquire the shares,
Lrust lransfers Lthe shares in the name of the emplovees.
) Trust repays the loan wo the company [rom the proceeds on sale of shares
o employvee.
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024. Yale 1s a nominee director on the Board of a Bsted company. On
the proposal of ESOP in the Board meeting, he objected aboul his ex-
clusion [rom this scheme. State the prior conditions to be fulflled for
a nominee direcior under the SEBI regulations for ESOP cligibility.

. IDec. 2019 (5 Marks)]
Ans.: As por Regulation 2010 of the SEBI (Share Basod Emplovee Benelits &
Sweal Equity) Regulations, 2021, employee includes a director of the company,
whether a whole time director or nol bul excluding an independent director,
Regulation 4 provides thal an employvee shall be digible 1o participate in the
schemes of the company as determined by the compensation committee,
Eligibility of Nominee IMrecior: Where emplovee is a director nominated by
an instilulion as its representative on the board of directors of the company -

i) Theconlractoragrecment cntered into between Uhie instilution nominatling
its employee as the director of a company, and the direcior so appoinied
shall, inter alia, specily Lthe following:

{a) Whether the grants by the company under itls schomes can be
accepied by the said employee in his capacity as director of the
COMPANY.

(B} That grant il made Lo the dircclor, shall nol be renounced in lavour
of the nominating instilulion.

{€) The conditions subject o which lees, commissions, other incen-
tives, e, can be accepled by the director from the company.

() The institution nominating ils emploves as a director of a company shall
file a copy of the contract or agreement wilh the said company, which
shall, in turn lile the copy with all the stock exchanges on which ils shares
are lisied.

The director so appointed shall lurnish a copy of the contract or agreement ol
Lhe Tirst board mecting of the company atlended by him alter his nomination.
Thus, Yale, a nominee director, is eligible Tor share based employes benelits
schemes as he comes within the delinition ol "emploves asdelined in Regulation
2(IMf). However, he can participale in share based employee benelits schemes
subject to fulfilment of conditions stipulated in Regulation 4.

025. Honest Lid. implemented Employee Stock Option Scheme Lo re-
taln the best talent in the company. Aller one yvear of implementation
of the scheme, the company destres to increase the vesting period from
2 year to 3 year. Is it possible for the company (o vary the terms and

conditlon of the option alter Implementation of the scheme under SEBL
{Share Based Employee Beneflis & Sweat Fquity) Regulations, 20212
[Dec. 2019 (5 Marks)]

Ans.: Regulation 7 of the SEBI (Share Based Emplovee Benelits & Sweal Eg-
uity) Regulations, 2021 provides that the company shall not vary the lerms of
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the schemes in any manner, which may be detrimental 1o the interesis of the
emplovecs.

The company may by special resolution in a general mecting vary the lerms of
the schemes offered pursuant 1o an earlier resolution of the general body but
e yel exercised by Lhe emplovee provided such variation is nol prejudicial 1o
the interesis of the employees,

Thus, company cannol make variation in ESOS by way of increasing vesiing
period from 2 vears to 3 vears

026, The shares Issued after the Initial Public Offcring (TPO) of an un-
listed company, oul of opilons or SAR granted under any scheme prior
(o Ais M0 1o 1is employees shall be listed immediately on exercise npon
the options in all the recognized stock exchanges. However, the shares
of the Company are already Hsted subject to compliance with the SEBRI
(1ssue of Capital and Disclosure Requiremenis) Regulations, 2018, You
are required to explaln the compliances and conditions for the same.
[Hseve 2022 (4 Marks)]
Ans.: Regulation 10 of the SEBI (Share Based Emplover Benelits & Swoat
Equity) Regulations, 2021 makes [ollowing provisions [or listing ol shares
under any Share Based Emplovee Benelits Scheme:
In case new issuc of shares is made under any scheme, shares so issued shall be
listed immoediately in any recopnized stock exchange where Lhe existing shares
are listed. Such listing is subject 1o the Tollowing conditions:
(2} Scheme is in compliance with these regulations.
() A statement as specilied by SEBI is [iled and the company has obtained
an in-principle approval [rom the slock exchanges.
{c) As and when an exercise is made, Lhe company notilies the concerned
stock exchange as per the statement as specified by SEBI in this regard.
Compliances and condiilons | Regulatlon 12]:
(1) No company shall make any fresh prant which involves allmoent or
transler of shares o its emplovees under any schemes formulaled prior
1o its 1PO and prior (o the listing of its equity shares (Pre-1PO scheme)
unless:
(i) Such Pre-IPO scheme is in conformily with these regulations.

(i) Such Pre-1P0O scheme is ratilied by its sharcholders subsequent 1o
the IPO.

(2) Nochangeshall be made in the lerms of Oplions/SharesSAR issoed under
stch Pre-1PO schemes, whether by re-pricing, change in vesting period or
malurily or otherwise unless prior approval of the sharcholders is taken
Tor such a change, excepl lor any adjusiments for corporale actions made
in accordance with these regulations.
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(3} For listing of shares issued pursuant 1o ESOS, ESPS or SAR, Lhe compa-
ny shall obaain the in-principle approval of the stock exchanges where it
proposcs Lo list the said shares.

(4) When holding company issues Oplion, Share, SAR or benelils o the
emplovee ol s subsidiary, the cost incurred by the bolding company
for issuing such option, share, SAR or beneliis shall be disclosed in the
‘noles 1o accounts’ of the financial statements of the subsidiary company.

Il the subsidiary reimburses the cost incurred by the holding company,
both subsidiary as well as the holding company shall disclose Lhe payment
or receipl in the 'notes Lo acoounts’ o Lheir linancial statements.

{5) The company shall appoint a registered Merchant Banker for the imple-
mentation of schemes il the stage of oblaining in-principle approval
from the siock exchanges,

027. Write a short note on: Accounting policies for emplovees share
based bencllis.

Ans.: Regulation 15 of the SEBI (Share Based Employee Benelils & Sweal
Equity) Regulations, 2021 provides that any company implementing any ol the
share based schemes shall Tollow the requirements including the disclosure re-
quiremenis of the Accounting Standards prescribed by the Central Government
in terms of section 133 of the Companics Act, 2013 including any 'Guidance
Note on Accounting [or Emplovee Share-Based Paymients” issued in that regard
Trowms ime 1o time,

0Q28. A listed company has granied Employee Stock Options of 1000
shares under the scheme to Niral. He Is In oced ol lunds. Therclore
againsi the morigage oplions, he took the loan [rom Quick Finance Lid.,
a NBFC. Is the action of employvee is legally valid as per Regulation 9 of
SEBI Regulations 20212 [Dec. 2023 (3 Marks)]

Ans.: Option cannod be pledged, hypothecated, ete.: As por Rule 1208) of

the Companices (Share Capilal & Debentures) Rules, 2014, the oplion granied
Lo emplovees shall nol be pledged, hypothecated, morigaged or oltherwise en-
cumbered or alienated in any other manner,

The Oplion, SAR, or any other benelit granted 1w the employee shall nol be
pledped, hypothecated, mongaged or otherwise alienated in any other manner.
Regulation® ol the SEBI (Share Based Emploves Benelis & Sweal Equity) Reg-
ulations, 2021 also prowides that the Oplion, SAR, or any other benelil graniod
Lo the emplover shall not be pledged, hypothecated, morigaged or olherwise
alienated in any olher manner.

Thus, Miraj o whom a listed company has pranted "Employee Stock Options’
cannol be pledged, hypothecaled, morigaged or otherwise alicnated and hence
he cannot take loan from NBFC against such Emploves Stock Oplions.
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AOMISTRATION F vAROUS Scies
ellls & Sweal Equity) Regulations, 2021, answer Lhe lollowing:
(i) Is any pricing norms are applicable for ESOS?
(#1) Whal 1= minimum vesting period for ESOS?
(#f) Whether shares issued pursuant to ESO0S are subject to lock-in
period?
(fv) Whetheremployee hasrighl torecetve dividend Inrespectofloption
granied to htm?

or

Explain the provisions ol pricing, vesting period and consegquence
of fallure o exercise Emplovee Siock Option Scheme (ES0S).

1Dec. 2021 (4 Marks)]
Ans.: Admintstration and tmplementation of ES0S [Regulaltton 16 The
ESOS shall contain the details of the manner in which the scheme will be im-
plemented and operated.
No ES0S shall be offered unless the disclosures, as specilied by SEBI are made
by the company to Lthe prospective oplion granices.
Pricing of exercise price in FS08 Scheme [Regulation 17]: The company
granting oplion o s emplovees pursuant o ESOS will have the [reedom o
determine the exercise price subject 1o conforming (o the accounting policies.
Vesting Perlod & Lock-in under ESOS Scheme | Regulation 18):

(1) There shall be a minimum vesting period of 1 year in case of ES0S,
However, incase where oplions are granted by a company under an ESOS
in lieu of opticns held by a person under an ESOS in another company
which has merged or amalgamaled with that company, the pericd during
which the oplions granied by the transferor company were held by him
shall be adjusicd againsi the minimum vesting period for transleres
COMPaANy.

(2) The Company may specily the lock-in period lor the shares issued pur-
suani o excrcise of option,

Rights of the option holder [Regulation 19): The emplovee shall not have
right io receive any dividend or 1o vole or in any manner enjoy Lhe benelits ol
a sharcholder in respect ol option granted w him, Ll shares are ssued upon
exercise ol oplion.

Consequence of [allure Lo exerclse oplion [Hegulation 20): The amount
pavable by the employee al the lme of grant of option —

() May be forfeiled by Lhe company il the oplion is nol exercised by the
employee within the exercise period.
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(b)Y May be refunded 1o the employee il the oplions are pot vested due 1o
non-fullilment of conditions relating W vesting of oplion as per the ESOS.

030, Your Board of directors is coniemplating (o (ake-up the agenda to
lssue ES0S i next meeting. Being a Company Secretary, advice your
Roard of directors about brief procedure for issuing of securities under
SEBI Emplovees Stock Option Scheme (ESOS) by a Bsted Company.
|Juerie 2019 {5 Marks))
Ans.: Procedure [or Issulng ESOP by a Listed Company:

(1) Hold a Board Meeting o consider and approve ESOP and Tormation of
Compensation Commillee.

{2) Compensation Commilice shall plan dralt the scheme ol ESOP.

{(3) Hold Board Meeting to adopt the linal scheme, appoint the Merchant
bhanker and approve the nolice of the General meeting [or sharcholders
approval.

{4) Hold General Mecting for approval of sharcholdors.

{(3) Make an application 1o the stock exchange for oblaining in-principle
approval of the stock exchange.

(6) Issue of letier of grant of option o the eligible employees along with the
letter of acceptance of oplion.

(7 On receipt of letler of acceplance of option along with uplmont payment

(il any), lrom the employvee issue the oplion cerilicates.

(&) Aflier expiry of vesting period, nol less Lhan one vear the oplions shall vest
in the employee. Al that time, the Company shall issue a letter ol vesting
along with the leter of exercise ol oplions.

(9) Receive letter of exercise from the employecs.

{10} Hold a Board Mecling al the suitable interval during Lhe excrcise perind
for allotment of shares on oplions éxercised by Lthe oplion grantee.

{11} Dispalch of letter of allotment along with Lhe share certilicales or crodit
Lhe shares so allotied with the Deposilorics.

{12) Make an application Lo the Stock exchange lor listing of the shares so
allotied.

03 1. Mscuss the rules relating to pricing and lock-in under Employees
Stock Purchase Scheme (ESPS) including exception if any, thereof,
L [Fune 2021 (3 Marks)]
Ans.: Priciag and lock-in under Employee Stock Purchase Scheme (ESPS)
[Regulation 22]:
Priciag: A company may determine the price of shares (o be issucd under ESPS,
subject Lo conforming W the accounting policies.
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Lock-in: Shares issued under an ESPS shall be lncked-in (ora minimum period
of one year from Lthe date of alloiment.
Exceptions to lock-in:

(@) In case where shares are allotied by a company wnder ESPS in lieu ol
shares acquired by Lhe employee under ESPS in another company which
has merged oramalgamated with the first mentioned company, Uhe lock-in
period already underpone in respect of shares of the transleror company
shall be adjusted against the lock-in period one vear stated above.

(3 In the evenl of death or permanent incapacity of an employvee, Lthe ne-
quirement of Inck-in shall not be applicable from the date of death or
poermanenl incapacity.

() I ESPS is part of a public issue and the shares are issued o employvees
al the same price as in the public issue, the shares issued o employees
pursuant o ESPS shall nol be subject o any lock-in.

UNIT I
SINERT EQUITY SHARES

PROVISIONS OF THE COMPANIES ACT, 2013 RELATING TO SWEAT EQUNTY SHARES

032, Wrlle a shorl note on: Sweal equily shares  [Jure 2014 (5 Marks))
o

An Indian company is planning to issue sweai equity shares of a class

ol shares already ssued. Explain the meaning of sweal equily shares

and advise the company regarding Lthe conditions Lo be fullilled tolssue

sweal equity? [Dec. 2014 (6 Marks))]

or
Explain the provisions of the Companies Act, 2013 [or issue of Sweal
Eguity Shares. To what exient ihe Sweal Equity Shares can be issued (o
an Independent Dreclor? [Frme 2019 (5 Marks)]
Ans.: Sweat Equity Shares |Section 2(88)): Sweal equily shares means equily
shares issued by a company 1o ils direclors or employees al a discount or Tor
consideration, other Lthan cash [or providing know-how or making available
rights im the nature of intelleclual property rights or value additions, by what-
ever name called.
Issue of sweal equity shares [Sectlon 34): A company can issue sweal cquily
shares, of aclass of shares already issued, il Uhe followi ng cond itions are satisficd:
(@) The ssue has been aulhorized by a special resolatlon passed by Lhe
company in the general mecting.
(B) Such special resolution should cleady specily:
- Number of shanes
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- Current markel price
- Consideration and

- Classes ol directors or emplovees wo whorm such eguily shares are

10 be issued.

() Atleast Pyear should have clapsed from the disie on which the company wis
eftitied-to-commencebusiness. |Delfeted by the Companies (Amendient)
Act, 2017)

(d) A company whose shares are listed on a recopnized stock exchange is-
suing sweal equily shares should comply with the SERT (Share Rased
Employee Benellis & Sweal Equity) Regulations, 2021 .

&) A company whose shares are nol so listed should comply with the
Companies (Share Caplial & Debentures) Rules, 2014 .

The rights, limilations, restriclions and provisions as are [or the time being
applicable o equily shares shall be applicable W the sweal cquity shares issued
and the holders of sweal equity shares shall rank pari passu (on an equal footing)
with other equity sharcholders. [Section 54(2)]

Regisierof Sweal Equity Shares [Rule 8(14)): The company shall maintaina
Register ol Sweal Equity Shares in Form SH-2 and shall lorthwith enter therein
the particulars of issue of sweal equily shares.

The Register of Sweal Equity Shares shall be maintained at the registered office
of the company or such other place as the Board may decide.

The entries in the register shall be authenticated by the Company Secretary of
ithe company or by any olher person authorized by the Board Tor Uhe purpose.

Independern directors are not entitled for swear equiry shares.

033, Answer wilh reference Lo the Companies (Share Caplial & Deben-
tures) Rules, 2014:

(i) ABC Lud., a leading soliware development company is having
onistanding pald-up equity share capiial of # 20 Crore as on 31si
March, 2021. On 20th April, 2021, it has issued sweal equity shares
of 7 2 Crore Lo the eligible employees. To control the high attrition
rale, il is planning to allot further sweat equliy sharesof # 2 Crore
during the vear. Is it permissible nnder the law?

(#f) Can a company allol sweat cquily shares 1o an employes working
outside India, who has been deputed ouiside India for last three
years?

(i) Himanshu, the non-executive director, approached the
for allotment of sweal equity shares. Whether he is cligible?

{fv) Whetherthe companyis free to fix the price of sweal equity shares?
[Dec. 2022 (7 Marks)]
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Ans.: Considering the provisions of the Companies(Share Capital & Debentures)

Rules, 2014, answer Lo given case is as [ollows:

i} As per Rule &(4), the company shall not issue sweal equily shares for
more than 15% of the existing pald-up equity share capital in a year
or shuares of the issue value of ¥ 5 Crore, whichever is higher. However,
the issuance of sweal equily shares in Lhe Cl)ﬂ'l.l'ﬂl‘l\‘ shall nod exceed 25%
of the patd-up equity capital of the Company al any time,

The paid-up share capital of ABC Lid. is ? 20 Crore. Thus, il can issuc
swieal equily shares of ¥ 3 Crore during the year, [# 20 Crone x 15%]
Since it had already isswe sweal equily shares ol ¥ 2 Crore, Lhe company
can issuc further sweal oguily shares ol 1 Crore only.

(i) Asper Rule 8(1), sweal cquily shares can be issue 1o permancenl emplovee
ol the company who has been working in India or oulside India Thus,
sweal equily shares can be issued 1o employvee who has been depuled
oulside India for the last three vears il he is permanent emplovee of the
COMmpiany.

(i} As per Rube 8(1), sweal equily shares can be issued 1o director who may
be whole lime or part time Le. exoculive or non-exccualive.

Thus, Sweal cquity shares can be ssued o Himanshu, non-execulive
director of the company.

(iv) As per Rule 8(6), the sweal cquity shames to be issued shall be valued at
a price determined by a registored valuer as the fair price giving justifi-
cation [or such valuation.

As per Repulation 32 of the SERI (Share Based Emplovee Benelils & Swoal
Equity) Regulations, 2021, the price of sweat eguily shares shall be determined
in accordance with Lhe pricing requirements stipulated for a preferential issue
0 a person olher than a qualified institutional buver under the SEBI (ICDR)
Regulations, 2018,

ISSUE OF SWEAT EQUITY BY LISTED COMPANY

34, Write a short nole on: Sweal equily shares
Hume 2014 (5 Marks}], [ Dec. 2007 {3 Marks)]
or

An Indlan company s planning Lo Issue sweal equily shares of a class
of shares already issned. Explain the meaning of sweat equity shares
and advise the company regarding the conditions Lo be fullilled toissue
sweal equity? 1Dec. 2014 (6 Marks)]
Ans.: Sweal Equily Shares [Section 2(88)]: Sweal cquily shares means squily
shares sued by a company W (s directors or employees al a discount or for
comsideration, other than cash for providing know-how or making available

rights in the nature of intelleciual property righis or value additions, by what-
ever name called.
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Issue of sweat equity shares [Section 54): A company can issuc sweal oquily

shares, ol aclas of shares already issued, il Lhe followi ng conditions are satislied:

(@) The issue has been authorized by a special resolution passed by the
company in Lthe gencral mecling.

(b) Such special resolution should cleady specily:

- Number of sharcs

- Currenl markel price

- Consideration and

- Classes of directors or emplovees (o whom such equity shares are
i be issued.

(c) Atleastiyearshould have clapsed from thedate onwhich the companywas
emtitled wrcommence business. |[Deleted by the Companies {(Amendmen:)
Act, 2017)

{dh A company whose shares are listed on a recognired stock exchange issu-
ing sweal equity shares should comply with the SEBI {1ssue of Sweal
Equity) Repulations, 2002 .

) A company whose shares are not 8o listed should comply with the
Companies (Share Capital & Debentures) Rules, 2014

The rights, limilations, restrictions and provisions as are lor the time being
applicable to equity shares shall be applicable to the sweat equity shares issued
and the holders of sweal equity shares shall rank pari passu (on an equal footing)
wilh other cguily shareholders. [Section 54(2)]

Register of Sweal Equity Shares [Rule B(14)]: The company shall maintaina
Regizter ol Sweat Equity Shares in Form SH-3 and shall lorthwith enler therein
the particulars of issue of sweal cquity shares,

The Register of Sweal Equily Shares shall be maintained at the regisiered office
ol the company or such other place as the Boand may decide.

The entries in the register shall be authenticated by the Company Secretary of
the company or by any other person authorized by the Board [or Lhe purpose,

'mmm“mmum-ruﬂuum
hasis. |Dec. 2000 (4 Marks)|
Ans.: Following are the main points of distinclion between sweal cquily & issue

of capital on prefereniial basis:
Poinis Sweat Equity Shares

Issue of capital on

preferential hasis

Meaning | Sweal oquily shanes mean equily shares | A proferenial issue s an ssue
| issued by a company Lo its employees or | of shares or of comvertible se-
| dreciors at adiscountor forconsideration, | curitics by isted companes (o
| utherthancash for providings know- ht!wurl ascloct group ol porsons under

irmhngumuhhi.— nghlml.hcmuun: j
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Swweat Fyuity Shares

Issuve of capital on

insued

of intclociual properly nghl:. or valwe | Scction 8] which is rI::lIl'ln.'n
| alll.'ﬁl.lntu. h\r wtu.l.nl:l‘ namic L.lﬂu:[

To whom | | Fﬂuummydlamﬁimmndhnwhqm M!ml'ﬂwl.ﬁd TESUC 15 ) ISR
w diToctons.

l‘lE'IL‘l e BOFS pubiu_ B

_Ju:iv.'k“m'mpuﬁrrmm

How is- | m:uquuvsl'mmau issued at adiscount | A prefercniial issue is al paror
sued | or lor consideration, other than cash.

al promim,

Q36. Mstingulsh between: Sweal Equity Shares & Emplovees Stock
Option Scheme (ES0S)

une 2015 (4 Marks)]

Ans.: Following are the main poinis ol distinction beiween sweal equily shares

& ESOS:

Paoints

Sweat Foguity Shares

Employees Stock Option
Scheme (ESDS)

Meaning

Sweal cquity sharcs means oquity |
sharex issued by a company 1o |
ils dirocions or melnym al o)

discounl or for consideration, |
olher than cash for providing
know-how or making availahle
rightsin the natare of micllectual
property nightsorwalucadditions,
by uhnlmrr_-rmu!.hl_

Issuc of sweal equily shares & |
regulnied by Section 53 of the |

Companics Act, 2013 and (he |
SERI (Share Based Emplovee |
Benclits & Sweal Equity) Rege- |
latons, 2021 and the Companics -

Employeesinck option means the
oplinn given o the whole-time
dircciom, olficors or l.m;'rlnyn:l.
ol a company, which gres such
directors, officers or emplovess
the benelit or right o purchase
or subscrbe at o luture dale, the
securities olfered by thecompany
| .nl a [rEhrhl.l:rnrmui |'rl:|.

Imu:' of sharcs under cmpi'm;\c
stock option plan = regulaied by
Suction 2(37) af the Companics
Act, 2013 and the SEBI (Share
Based Employes Benefits & Sweal
Equity) Regulaiions, 2021.

(Share Capital & Dchentures) |

Rulcs, 2014,

Su..atuqu:lyslurmtanhcmul
al dscounicd price or free for |
know-how and services o the |
CEETI P

The consideration can he p:lnl'_r
cush and partly IPRshvaluc ad- |
dition or fully non-cush comsid- |
cralbmn.

S‘Il:'at cw:l.y shares arc mmnly
intenided o be issascd o build up

eqquity for direciors of employveoes |
with technical capability but with |

meager [mancial esources.

Emplovee stock oplons can be
sswed with comversion right at a
pre determined price. The Bssuc
pricecan be less thaen the ntrinsic
t’lllh. ol Uiz shuires.

The consideration has 1o be paid
| n cash,

Employee stock options can be
wsed for mulliple purposes - ax
a lalenl retenlion bool, as an
INCenlive, as 8 remuncration

| mechanism.
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Paints Sweat Eguity Shares Employces Stock Option
Scheme (ESOS)
Lock-In-Peri- | Sweal lx.pily shares. have come | The LTy shall have the froe-
e pubsory lock-in-period of 3 years, | dom o spocily the lock-in period
[or il shanes ssued pursoant Lo
| b OO

037. Towhom sweal equily shares may be issued the SEBI (Share Based
Employee Benellls & Sweal Equity) Regulations, 20212

Ans.: Sweal equily shares may be Issued lo employees & promoler [Reg-

ulatton 30F A company whose equity shares are lisied on a recognized stock

exchange may issue sweal equity shares in accordance with Section 54 of the

Companices Act, 2013 Lo its employees [or their providing know-how or making

available rights in the nature of intelleciual property rights or value additions,

by whalever name called.

Emplovee means —

() A permancnl employee of the company working in India or abroad.

(i} A Director of the company whether a whele time director or nol,

038, Stale the provislons relating Lo passing of special resolution for
Issue of sweal equity shares under the SEBI (Share Based Employee
Benefits & Sweal Equity) Regulations, 2021.
Ans.: Speclal Resolution | Regulatlon 32

(@) Forthe purposes of passing a special resolution, the explanatony stalement
oy be annexed o the notice for Lthe peneral meeting pursuant io Secton
102 of the Companics Act, 2013 shall conlain disclosures as specilied in
the Schedule - 11.

(b} The issue of sweal equily shares (0 employees who belong (o promoler
or promoler group shall be approved by way of a resolulion passed by a
simple majority of the sharcholders in general meeling.

() For passing such a resolution, voting through postal ballot or e-voling as
specilicd under the Companies (Management & Adminisimation) Rules,
2014 shall akso be adopled.

(d) The promoders or promoter proupshall nol participate insuch resolution.

e} Each issue of sweal oguily shares shall be voled by a separate resolution.

) The resolution for issue of sweal equity shares shall be valid lor a period
ol nol more than 12 moaths [rom the dale of passing ol the resolution.

Aumthors Note: Section 54 of the Companies Act, 2013 provides that swent sguity shares
special resolition m ﬁmﬂnﬂiﬁdl&m

that sweat equaty shares can be tssted to promoters by passing

Regrabations, 2021 provides
resalution of simple majoriity of the sharcholders m Geveral Meeting winch s doubiful
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Even otherwise, special resolicion w/s 62 of the Companies Act, 201 3 will also be requined
as right issue is mot being made. Hence, in the opinion of author isaue of sweat squity
sh':hmm special resofution. o o
039, Due lo growing numbers of startups in India, one of the leading
istedstariup that mayleave
the company to get higher pay package. The CEO desires (o ssue Sweai
Equity Shares to the employees o retain them. You being a Company
Secretary advise the management aboul pricing of the shares under the
SEBI (Share Hased Emplovee Benellis & Sweal Equity) Regulaiions,
2021. [Hurve 2022 (4 Marks)]
Ans.: Pricing of sweal equity shares |Regulation 33 The price of sweal
equity shares shall be delermined in accordance with the pricing requirements
stipulated For a preferential issue 1o a person olher than a gualified instilutional
buyer under the SEBI (ICDR) Regulalions, 2018,
Pricing of Frequently Traded Shares [Regulation 164]): Price of shares in
preferential issue s determined as follows:
(1) Il iheequily shares have been listed on a recognlzed siock exchange
for a perlod of 90 trading days or more: The price of the equity shares
e be allotted purswand o the prefercntial issuc shall be nol less than
higher of the following:

(a) 90 trading days volume weighted average price of the related
equily shares quobed on the recopnized stock exchange preceding
the relevant dale; or

(b)) 10 trading days volume weighted average prices of the related
equily shares guoted on a recognized siock exchanpge preceding
the relevant date.

(2) If the equity shares of the issner have been Hsted on a recognized
stock exchange for a perlod of less than 90 irading days: The price
of the eguity shares W be allobied pursuant lo the preflerential issuc shall
be mot less than higher of the following:

{a) The price at which equity shares were issucd by the issuer in s
initial public oller or the value per share armived at in a scheme ol
compromise, arrangement and amalgamation under sections 230
1o 234 the Companies Acl, 2013, as applicable, pursuani bo which
the equity shares ol the Bsuer were listed, as ihe case may be.

{B) The average of Lhe volume weighled average prices of the related
equily shares quoded on the recognized stock exchange during Lhe
period the equily shares have been listed preceding the relevant
date.

(e} Theaverageof the 10 trading days volume weighted average prices
of the related equity shares gquoled on a recognived siock exchange
during the ? weeks preceding ihe relevant date.
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(3) Where the price of the equily shares is determined in Clause (2), such
price shall be recomputed by the ssuer on completion of 90 trading days
[rom the date of listing as specilicd above in Clawse (1).

Il such recomputed price is higher than the price paid on alloiment, Lthe
dilference shall be paid by the alloiiees (o the issuer.

However, if the Articles of Association of the issuer provide for a miethod
of determination which resulis in a floor price Figher than that determined
under these regulations, then the same shall be considered as the floor price
Jor equity shares to be allotied pursuwani to the preferential issue.

(4) A preferential issue of specified securities to qualified institutlonal

buyers, nol exceeding Ove In number: 1L shall be made al a price not
less than the 10 trading days volume weighted average prices ol the re-
Iated equity shares quoted on a recognived siock exchange preceding the
relevant date,
However, if the Arnticles of Association of the ssuer provide for a method
ol determination which resulis ina Door price higher than that determined
wnder these regulations, then the same shall be considered as the Moor
price lor cquily shares Lo be allotted pursuant to the prefercnbial issue.

Mo allotment shall be made, cither direcily or indirectly, wo any gualilied

institutional buyer who is a promoler or any person related o the pmo-

molers of the issuer.
A qualified institutional buyer who does nol hold any shares in the issu-
er and who has acquired righis in the capacity of a lender shall not be
deemed 10 be a person related o the promolers.
Explanation: A qualificd institulional buver who has any of the following
rights shall be deemed o be a person related o the promolers of the
ISSUer
(a) Rights under sharcholders agreement or voling agrecment entered
into with promolers oF prvmoler group;
(b) Veto rights; or
{c) Right 10 appoinl any nominee direcior on the boand of the issuer.
(5) Freqguently traded shares: 1t means the shares of the issuer, in which
the traded lwrmover on any recogniced stock exchange during the 240
irading days preceding the relevant date is al least 10% of the total
aumber of shares of such class of shares ol the issuer.
I the share capital of a particular class of shares of Lhe Bsuer is nol iden-
tical throughouwt such period, theweighted averapge numberof iwial shares
ol such class of the issuer shall represent the wial number of shares.
Pricing of Infrequentiy Traded Shares [Regulation 163 Where the shares
ol an isswer are nol freqguently raded, the price delermined by the issuer shall
lake indo gocount Lhe valuation parameters including book value, comparable

BNV



TALMANKS

12.30 PART 1l : CORPORATE FINAMCE

irading multiples, and such other parameles as are customary For valuation
ol shares of such companies.

The ssuer shall submil @ certilicate staling thal Lhe issuer is in compliance of
this regulation, obtained lrom an independent registered valuer o the stock
exchanpe where Lthe equily shares of Lhe issaer are listed.

040, Portable Marketing Lid., a listed company on stock exchange, having
padd-up capital * 500 Crore conststing of 50 Crore equily share of * 10
each. The Board of directors ol company has recommended Issulag of
swieil equily shares to lis promolers/direclors and emplovees as & par
af thetr recognition for valuable contribution to the growth of compa-
ny. The board meeting was held on 1si March, 2020 and exiraordinary
meneral mecting was held on 27th March, 2020 for approving the issue
of sweat equity shares. The detalls of closing market price avallable on
stock exchange are given below:

averagepriceol therelatedeqully | preceding 26th February, ¢ 530
2020

10 trading days volume welghted | Preceding 315t January, 2020 7 380
average pricesol therelatedequl- | preceding 261h Vebruary, ¢ 375
2020

Clostng price of equily share ol | Oa 271h March, 2020 578

Relerring (o (be provistons of Compantes Act, 2013 and SEBI Regula-
tions, answer Lhe following:
() What are Lhe conditions o be [ullilled for tssue of sweal eguity
shares?

(1) Can sweal equily shares be lssued Lo promolers? If yes, what are
the conditions to be fulfilled?

(1) Wha is the relevant date ln above case?
(#fv) What shoald be the mintmum price al which sweat equity shares
shoudd be lssued? |eme 2021 (8 Marks))
or

A listed NIIFC hus been granted Heence to ron s small Ainsnce bank by
ihe Reserve Bank of Iodia under recenlly announced policy to lmprove
the Moanctal tnclusion of the country. Durfng the last three years, the
attrition raie for top level management emplovees was nol oo high As,
RBI has granted Boeaces Lo many small banks, itherefore, the promolers
of the Bank feels that atiritton rate will be high tn coming period. The
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being compliance olficer of the Bank, advise (he Board aboul pricing of
the Sweat liguity shares. VJnumwe 2019 (4 Marks /]
Ans.:

(1} Conditions for issue of sweal eqully shares [Secilon 34 A company
can issue sweal equity shares, of 8 class of shares already issued, il the
Following conditions are satisfied:

(a) The issue has been authorized by a special resolution passed by
the company in the general mecting.
(b)Y Such special resolution should clearty specify:
# Mumber ol shares
& Curreni markel price
* Consideralion and
.

Classes ol direcions oremplovees towhom such equity shares
ore b be issued

() Atleast-i-year shoulkd- have clapsed from-the-dae on which the
cemmpany was crdithed lo-commenee business. | Deleted be the
Cowprarties (Amendment) Act, 200 7]

(dy Acompany whoseshanes ore fisted on a recopnized stock exchange
issuing sweal sguity shares should comply wilth Lhe SEBI (Issue
of Sweal Equily) Regulations, 2002
e} A company whose shares are nol so listed should comply with the
Companies (Share Caplial & Debeniures) Rules, 2014
(1) 1ssue of Sweal Equity Shares (o Promoders: The ssoc ol sweal equily
shares 1o emplovees who belong o promoter or promoler group shall
be approved by way of a resolution passed by o simple majordiy of the
sharcholders in pencral mecling. The promolors o promoler growp shall
nol participale in such resolulion.

(i) Relevant date: The price of sweal cquity shares shall be determined in
accordance with |he pricing requirements stipulated [ora preferential
ssue 1o a person olherihan aqualilicd instivtional buver under the SERI
{ICDR) Regulations, 2018, As per Repulation 161 of the SEBI (ICDR)
Regubitions, 2008, "Relevant date” lor this purpose means the date 30
days prior (o the dale on which the mesting of sharcholders is held 10
coasider the proposed preferential issue.

{iv) Mintmum price lor issue of sweal equity shares: As per (acts given
in case, the meeting of the General Body of the sharcholders is held on
27ih March 2020; hence relevant dale is 26th February, 2020.

As por Regulation 164 of Lthe SEBI (ICDR) Regulation, 2008, the price ol
ciquity shiares which have been listed on a recognived stock exchange for
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a period of 90 trading days or more, the price of the equily shares (o be
albotied pursuant w the preferential issue shall be not less than hipher
of the following:

(i} 90 ading days volume weighled average price ol the rdlaled equily
shares quoted on Lthe recognized stock exchange preceding the
relevant date: T 550

i) 10 rading days volume weighied average prices ol the related
equity shares quoted on a recognived stock exchange preceding
the relevant date: ¥ 575
Thus, minimum price al which sweal equity shares should be issued is
T 575.

D41 7 Lid. has tssued Sweal Equily Shares [or anon-cash consideratioa.

Whal are the possible accounting treatments in the books of Z Lid.?
[Fueme 2009 (4 Marks)]

or
“The accouniing ireatment of an 1ssue of sweal eqully shares is dilferent
than the public offer of shares.” Elocldate briefly. Is there any require-
meni of Auditor's certificate after issue of sweal equity shares? When
such shares are (reated as part of managerial remuneration?
[Dec. 2021 (7 Marks)]
or

Under what circumstances the amount of sweat equily shares lssued
shall be treated as part of managerial remuneration for the purpose of
Section 197 of the Compantes Act, 20137 _
Ans.: Accounting Treatment [Regulation 35) Whoere the sweal equity shares
are issued for a non-cash eration, such non-cash consideration shall
be treated in the [ollowing manner in the books of account of the company:
{a) Where non-cash constderation takes [orm of a depreciable or amor-
tzable asset: 1L shall be carrfed to the balance sheet of the company in
accordance with the relevant accounting standards,
(b) Where clanse (a) 15 nol applicable: 1L shall be expensed as provided in
the relevanl accounting standards.
In simple words, considerarion against which sweat equity shares are issued is
wither treated as asset or will be debited to profit & loss account as exprmses.
Placing ol auditor’s certificate before AGM | Regulation 36]: In the gencral
meeling subsequent 1o Lhe issue of sweal equily shares, Lthe Board of Dircclors
shall place before the sharcholders, a cortificate Irem the secrelarial anditor
ol the company that the issue ol sweal equity shares has been made in accor-
dance with these repulations and in accordance with the resolution passed by
the company authorizing the ssue of such sweal equity shanes.
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Celling on managerial remuneration [Regulation 37]: Amount of sweal eg-
wity shares issued shall be ireated as part of Managerial Remuneration for the
purpose of Sections 196, 197 and other applicable provisions ol the Companics
Act, 2003, il the following conditions are Tullilled:
) Sweal equity shares are issued 1o any direcior or manager; and
(i) Sweal cquily shares are issued for non-cash consideration, which does
nod lake the form of an assel which can be carried 1o the balance sheet
ol the company in accordance with the relevant accounling standards,

Mmmthmlnhmﬁrmﬂmw
shares? Explain the lock-in-period with regard Lo sweal equily shares.
wlnth:rnutqilylhnu may be lssued to the non-whole Hme di-
|Jume 2023 (5 Marks)]

Am..(:mdlliun.i lorissve of sweal equity shares: A company cian issue sweal
equity shares, of a class of shares already issued, il the lollowing conditions
are salisfied:

{a) The Esue has been authorized by a special resolution passed by the

company in the general mecting.
(b} Such special resolution should cleardy spocify:

+ Mumber of shares
# Current markel price
# Consideralion and

# Classes of directors or employees 1o whom such equily shares are
Loy b e

e} Atteast | yoarshondkd have clapsed from thedaie onwhich theormpany was
entithed 1 commoenve business. [Deleted by the Companies {Amendment)
Act, 2007)

{d) A company whose shares are listed on a recognized siock exchange is-
suing sweal cquily shares should comply with Lthe SEBI {Share Based
Employee Beneflis & Sweal Equity) Regulations, 2021

@) A company whose shares are nol so lisied should comply with the
Companies (Share Capital & Debentures) Rules, 2014

Lock-in of sweal equity shares |Regulation 38]: The sweal equily shares shall
be locked in for such period of Llime as specilied in relation 1o a preferential
issuc under the SEBI (ICDR) Regulations, 2018, as amended [rom Lime o time.
The provisions of the SEBI (ICDR) Repulations, 2018 in respect of public issue
in werms of lock-in and computalion of promaolers conlribution shall apply il a
company makes a public issue aller it has issued sweal equity shares.

The SEBI (ICDR) Regulations, 201 8 specifies period of 3 vears as lock-in for sweat
equity shares.
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Sweal equity shares may be issued to employees & promoter [Regulat
30 A company whose equity shares are listed on a recognized stock exchanpe
may issue sweal eguily shares in accordance with Section 54 ol the Companies
Act, 2013 o ils emplovees Tor their providing know-how or making available
rights in the nature of intellectusl property rights or value additions, by whiat-
evier name called.

Emplevee means -
i) A permancnl emplovee of the company working in India or abroad,
(i) A Director of the company whether a whole time director or nol

Hence, Sweal Equity shires can be issuced 1o a direcior of the company whether
a whole Lime director or noL

'm;mmdﬂmmmmammumm .
sweat equity shares to Ganesh, an employec belonging 1o the promoter’s
eroup. Ganesh also participated in the Shareholders’ resolution [or allot-
ment of sweat equily shares. By referring the relevant SERI Regulations,
answer the followings

() Can Ganesh partictpate in the resolution (Give reason)?

(i) Brielly explain the provistons [or issulng of sweal equily shares
under SEBI (Share Based Employee Renefils & Sweal Equily)
Regulalions, 2021,

(i) mmwmmmmuwﬂ

{m m: ﬁm’l

Ans.: l’.‘nm»rdcnnf the provisions of the SEBI (Share Based Fn‘mlmw Bcﬂc-ms
& Sweal Equity) Regulations, 2021, answoer Lo given case is as follows:

(1) Participation of Ganesh in resolution: As per Repulation 32, the pro-
meers or promoler group shall nod participale in special resolution o be
passed [or ssuing sweat cquily sharesand thus Gancsh cannol participale
in resolulion,

(i) Provistons relating Lo 1ssue of sweal equily shares:
Employee [Regulation 29): Employee means -
# Apermanent emplovee of the company working in India or abroad,
+ A Director of the company whether a while lime direclor or nol.
Issue ol sweal equily shares loemplovees | Regulation 30 ): A company
whose equity shares ane listed on @ recognized stock exchange may issuce
sweal equily shavres in accordance with Section 54 of the Companics Act,
201 3 and these regulalions wils cmplovees [or Ltheir providing know-how

or making available righis in the nalure of intelleciual propeny rights or
value additions, by whatever name called.
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Maximum quanium of sweat equity shares [Regulation 31

+ A company shall nol issue sweal equity shanes for more than 15%
of the existing pald-up equity share capital in a vear. Howover,
Lhe ssuance of sweil oquity shares in Lhe company shall nol exceed
25% of the pald-up equity share caplial of the compaany al any
Ltime,

+ Acompany listed on Innovalors Growth Platform shall be permilied
o issue not more than 15% of the patd-up equity share captial
in a linancial vear subject o overall limit nol excoeding 50% of
the paid-up cquity share capital of the company, up o 10 years

from the date of it incorporation or registration.

Special Resolution [Regulation 32):

{2} For the purposes of passing a special resolution, Lhe explanatory
statement 1o be annexed Lo the notice for the peneral meeling

pursuznl 1o Section 102 of the Companics Act, 2013 shall conlain
disclosures as specified in Lhe Schedule - 11,

(B) The issue of sweal equily shares Lo emplovees who belong Lo pro-
muser or promoler group shall be approved by way of a resolution
passed by a sitmple majority of the sharcholders in general mecling.

{c) Forpassing such aresolution, veling through postal ballod or e-voling
asspecilied under the Companics (Management & Admingstration)
Rules, 2014 shall also be adopled,

{d) The promolers or promoter group shall nol partcipate in such
resolulion.

le) Each ssue ol sweal equliy shares shall be voled by a separate
resolution,
{0 The resolution lor issee of sweat equity shares shall be valid for

a period of not more than 12 moaths from the date of passing of
the resolution.

(##1) Exemption from enforcement of the regulations in special cases:

+ SEBI may suo moin or on an application made by a company, lor
reasons recorded in writing, grant relaxation from strict compli-
ance wilhany of these regulations subject o such conditions as Lhe
SEBI deems (it to impose in Uhe interests of invesiors in seourities
and the securities markel.

+ A company making an applicatien, shall pay a non-relundable fee
of # 1 lakh by way of dirccl credit in the specilied bank account of
the SEBI through NEFT/RTGS/IMPS or any other mode allowed
by Lhe RBL
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(44, Harish is an Independent direclor of a Usted company. In the Board
Meeting, an agenda for formulation of policy lor Sweat Equity Shares has
been discussed. Harish objected on a clause, which made him ineligible
for avallng Sweal Equily Shares.

Is Harish eligible for the sweat equity shares?

Will your answer be different, 1f 1t was for an Employee Stock Oplion
Scheme? [Dec. 2023 {5 Marks]]
Ans.: Employee: As per Regulation 29 of the SEBI (Share Based Emplovee

Benelils & Sweal Equity) Regulations, 2021, employee moans -
i) A permanent emploves of the company working in India or abroad.
(i) A Director ol the company whether a whole time director or noL
As per Explanation 1o Rule 8(1) the Companics (Share Capital & Debentures)
Rules, 2014, Employee means —
(a) A permanent employee ol the company who has been working in India
or tulside Tndia.
(b A direcior of Lhe company, whether a whole Llime director or nolL
{c) An emplovee or a direcior of a subsidiary, in India or oulside India, or
of a holding company of the company.
Sweal equily shares can be issued to director who may be whole Lime or pant
Lime Le. execulive or non-execulive. His holding in equity shares of the com-
pany is irrelevant. Hence, Sweal equity shares can be issued o a direcior of
the company.

Interms of the provisions of the SEBI (Share Based Emplovee Benelils & Swoat
Equity) Regulations, 2021 and the Companies Act, 201 3, independent directors
are ol eatitled 1w ESOS.

GEMERAL DBLIGATIONS & MISCELLANEOUS TOPICS

45, Elucidaie obligaiions of ihe Company under ihe SERI(Share Based
Employee Benellis & Sweal Fguily) Regulations, 2021.

Ans.: Obligations of the Company [Regulation 41: The Company shall
ensure Lhat -

{1} Theexplanaiory siatement to the notice for general meeting shall contain
dischsures as are specilied under section 54(1)b) and Regulation 5(1).

(2) The Auditor's certificale as required under Regulation 10 shall be placed
in the general meeting of sharchobders.

{3) The company shall within 7 days ol the issue of sweal equily, issue or
send siatement 1o Lhe exchanpe, disclosing:
{a) Number of sweal equity shares.
{h) Price al which the sweal cquily shares are issued.
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{c) Total amounl invesicd in sweal equity shares,

(d) Details of the persons w whom sweal equity shares ane issoed.

(e} The consequent changes in the capital sireciure and the share-
holding pattemn alier and before Lhe issues of sweal equity.

(46, The Hsted entlty shall frame policy for determination of maleriality
and criteria for determination of materiality of evenisfAnlormation. Fou-
merate in briel with reference to the SEBIL (LODR) Regulaifons, 2015,

Ans.: The listed entity shall [rame policy [or determination of materiality and
crileria for delermination ol materiality of cvenls/information.
Policy lor determinaiion of materialiiy:
# Policy is based on criteria specificd under Regulation (406 of SEB1
{LODR) Regulations, 2015,
» Policy is duly approved by ils Board ol Dircclors.
# Policy shall be disclosed on its website,
Criteria for determination of materiality of eventsAnformation:
# The omission ol an event or information, which is likely w result in dis-
conlinuity or alteration ol event or information already available publicly.
# The omission of an event or information is likely w resalt in significant
market reaction il the said omission came (o light at a later date.
# Ancventinlormalion may be Lreated as being material il in the opinion of
the Boand of Directors of listed entity, the eventinformation is considened
malerial.

47. What are the pre-lssue formalities under Regpulation 28(1) of the
SERI (Listing Oblizattons and Msclosure Reguirements), Hegulations,
20135 for ESPS/ESOSISARS/GERS/RRBS [fune 2024 (5 Marks)]

Ans.:

Pre-lssue Formalifies:

Checklist = Prior In-principle under Regulation 28(1) of the SEBI (Listing Ob-

ligations and Disclosure Reguirements), Regulations, 2015 [or ESPSESDS/

SARS/GEBSRBS:

1. Certilied copy of Stock OplonSiock Purchase Scheme/Stock Approcialion
Righis Scheme/General Emplovee Benefits SchemeRetirement Benefil
Schemes, corlified by the Company Secrelary.

2. Cerlified copy ol statemenl o be filed with Lhe Stock Exchange as requined
under Regulation 10(b) ol the SEBRI (Share Based Employee Benchis &
Sweal Equily) Regulations, 2021.
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10.

1L
1L
13

14.
15

16,

Certified true copy of the notice ol AGM/EGM lor approving Lthe Schome!
for amending the SchemeTor approving granis under Regulation 6 ol the
SEBI (Share Based Emplovee Bencfils and Sweal Equily) Regulations,
2021, certified by the Company Secrelary,

Certilied true copy of special resolution along with the explanalory siate-
ment passed by the sharcholders of the Company approving/amending
the Scheme.

Certificate of Secretarial Auditors on compliance with SEBI (Share Based
Emplovee Benefils and Sweal Equity) Regulations, 2021,

Centificate of Merchant Banker on complinnce with SEBI (Share Based
Employee Benefils & Sweal Equily) Repulations, 2021,

. List of Promedens as defined under the SEBI (Share Based Emplovee

Benefits & Swest Equity) Regulations, 2021.

. Details of employee (wherever applicable) -
(@) Who have been granted oplionsfissued shares in excess ol 5% of

option/shares issued in one year.
(B Whao have been granted oplions/issued shares equal loor exceeding

1%, of issucd capital during any one year,

Copy of lalest Annual Repon,

Specimen copy of Share certibcate (where shares are ssued in physical

form).

Confirmation [rom the Company.

Underakings asx required by SERIL.

Reconcilialion statement,

Certified true copy of irrevocable trust decod.

Cortified true copy of Disclosure document (applicable only lor ESOS

and SARS).

Processing [ees.

1 3 AN OVERVIEW ON LISTING & ISSURANCE
OF SECURITIES IN INTERNATIONAL
FINANCIAL SERVICES CENTRE

1. Enumerate the applicability for issuance and listing of securiiles
under the IFSCA (Issnance & Listing of Securiiies) Regulations, 2021.
Ans.: Eligibility Criteria: IFSCA (Issuance & Listing of Securities) Regulations,
202 | makes lollowing provisions in relation w “cligibilicy for issuance securities™
As per Requlation 10, an issuer shall be eligible 1o make an inilial public offer
only il one of the following conditions is mel:
{a) The issuer has operating revenue of al least USE 20 Milllon in the
preceding linancial vear.
(b) The ssuer has an averape pre-tax profit, based on consolidated audited
accounls, of al leasi US$ 1 MilHon during the preceding three Tlinancial
YEArs,
() Any other eligibility criteria that may be specified by IFSCA.
As per Regulation 11, the issuer shall have commenced business at least 3 years
prior o Lhe dale of liling of prospeclus.
Eligibility for isting securities: An issuer shall be clipible wo list is socurities
under these regulations in IFSC il all lollowing conditions are Tullilled:
{a) The ssuer is duly incorporatled or established according 10 the relevant
laws of its place of incorporation or establishmentL

() The Bsuer is operaling in conformily with ils constitulion.
{c) The listing of securitics in IFSC is in accordance with Lhe applicable laws
ol the jurisdiction ol incorporation

Ineligibility for Hsting securities: Anissucrshall not beeligible to list securities
under these regulations il the issuer or any of ils promaolors, promoler group,
controlling sharcholders or directors or selling sharcholders is -

{a) Debarred [rom accessing Lthe capital marker
(B) A willul defaulier,
fc) A lupitive economic offender.

13.1
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(2. Whai are the categories of debt securiiles which are elisible for
Hsting on a recognized stock exchange In an IFSC?

Ans.: Eligible Debl Securities: Following caleponies ol debl securities are
cligible for listing on a recognired siock exchanpe:

- Debi securities issued by an issuer incorporated in IFSC.

- Debl securilics issucd by an issuer incorporaled in India or a Forcign
Jurisdiction in any currency other Lhan INR.

- Debi securitices issucd by a supranational, multilateral or stalutory or-
ganisation/ instilution/agency.

- Debi securilics issucd by any municipality or any stalulory body or boand
or corporation, authority, trust or agency established or notilied by any
Ceniral or Stale Act or any special purpose vehicle notilied by the State
Government or Central Government including for the purpose of raising
[und by the issuer W develop inlrastruciure or SMART cilv.

-+ Debi securitios inrevocably puaranieed by a Sovercign (India or a Foreign
Jurisdiction).

- Masala bonds.

- Any other debl securities as may be permilled by IFSCA from time 1o
Lime.

03, What are the eligibility criteria and minimum subscription reguire-
ment foran issuerto make tnftial public offerin terms of IFSCA (Issuance
and Listing of Securities) Regulations, 20217 [Tune 2024 (5 Marks)]
Ans.: Eligibility Criteria: IFSCA (Issuance & Listing of Sccuritics) Regulations,
202 1 makes following provisions in relation o “eligibility for ssuance securities™
As per Repulation 10, an issuer shall be eligible o make an initial public offer
only il one of the Tollowing conditions is met:
{a) The issuer has operating reveaue of al least US§ 20 Millon in the
preceding linancial vear.
{b) The issuer has an average pre-lax profil, based on consofidated audited
accounis, of at least USS 1 MilHon during the preceding three linancial
VCATS,
() Any other eligibility criteria thal may be specified by IFSCA.
As per Regulation 11, the issuer shall have commenced business al least 3 vears
prior o the daie of filing ol prospecius.
Minimum Subscription: For the offer 1o be successlul, the lollowing conditions
shall be satisfied:
(2} The minimum subscription received in the issee shall be sl least seven-
Iy-five percent of the issue sice.
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(B) The minimum numbeorof subscribers shall be 200 or a5 may be specificd
by the Aulhority.

4. An Issuer may make [ollow-on public offer through the lasi-track
roule under the IFSCA (Issuance & Listing of Securities) Regulations,
2021, Emﬂnﬂuﬂﬂu—mmm

Ans.: Fast Track Follow-on Public Offer
An issuer may make [ollow-on public ofler through the [asi-track route, if the
conditions mentioned below are fullilled:
i) Issuer has lisied his equily shares on a recognized stock exchange [or a
period of al least 18 months,
(&) Issuer is in compliance with all the regulatory reguiremenis specilicd by
IFSCA and the recopnived stock exchange in the preceding 3 yoars.
{if) No show-cause nodice has been issucd by IFSCA and pending against

the ssuer or its promolers or contmolling sharcholdors or wholodime
direclors,

() There is no adverse opinion, disclaimer of opinion, qualified opinion
by the auditors on the linancial statemenis of the issuer, or any of the
imsuer's subsidiarics or associaled companies (having a material impact
on the issuer's consolidaied accounts), in the preceding 3 vears.

(v} There has not been any disclosure refating o ioregularities in the issuer, |

having a material impact on the issuer, by any director, key managerial
personnel or compliance ollicer.
Note: If the issuer’s securilies are listed for a period of less than three years
then the date of listing for the purpose of clauses (b) and (d) above, shall be
considered [rom Lhe date of listing.

m. Am working towards lnnovation and development
ul'wud-:llhll:-nﬂ turnover during the yvear more than USS 20 Mil-
lHon. As per the requirement, the siari-up company has filed the offer
document within a perfod of 10 vears [rom the date of s Incorpora-
iton. Is ithe start-up company eligible to list iis specified securiiies on
a recognized stock exchange in terms of IFSCA (Issuance & Listing of
Securities) Regulations, 20217
Ans.: Various provisions ol the IFSCA ( Issuance & Listing of Securities) Regula-
Liens, 2021 relating Lo listing ol Stanup & SME Companices are discussed below:
Eligibility crileria for startup: A stariup company shall be cligible 1o lisi its
spetilied securities on a recognized stock exchange, with or withoul making a
public offer, il it meets the following criteria:

(@) The olfer document of the company should be liled within a period ol

ten vears from the dale of incorporation/registration.

@ NVIHEYL



TAXMANNS

13.4 PART Il: CORPORATE FINANCE

() The annual lwmover of the company for any of the linancial years since
incorporation/registration should nol have exceeded USE 20 Million.
e} Thocompany isworking iwwands innovation, development orimprovement
ol products or processes oF services, or il is a scalable business model
with a high potential of employment generation or wealth crealion.
Eligibilliy SME: A small and medium ealerprise company shall be eligible wlist
its specilicd securities on a recopnized stock exchange, with or withoul making
a public offer, il the annual turnover ol the company for any of the linancial
yeurs since incorporalion/ registration should not have exceeded USS 50 Million.
In-principleapproval fromrecognized stock exchange: The Company shall file
anapplicalion with the recognized stock exchange seeking in-principle approval,
Where the application is made 10 more than one recognived siock exchange,
the issuer shall choose one of them as the designated stock exchange.

The stock exchange shall grant an in-principle approval or reject the applica-
Lion for the in-principle approval within thirty days from the date of receipt of
complete informalion from the issuer.
Listing withoul public oller:
(1) The company shall lile the information document along with fec as may
be specilied by IFSCA
(2) The lead manager shall submit a due diligence contiflicate along with the
information document.

{3} The issuer shall simullanecowsly file the inflormation document with the
recognized stock exchange.
Listing with publc offer: The provisions relating o oller lor sale, liling ol ofler
document, olfer Liming, initial disclosures in the ofler documenl, pricing, ofler
period, underwriting, alloiment, listing, posi-issue repor, other responsibilitics
of lead manager and prohibition on payment of incentives provided Tor Initial
Public Offers shall mugatis metandis apply W initial public oller by a start-up
or SME company.
Issue stre: The issuc shall be of size USE 2 Million or more bul less than USE
15 Million, or any other amounl as may be specified by IFSCA.
The issucr may make reservalions on a competilive basis oul ol the issuc sl
im Favour of the following categories of persons and the same shall be suitably
disclosed in the offer document:
- Employees
- Directlors
- Sharcholders (other than promoters and promoter proup) of listed sub-
sidiaries or listed promoter companies.
The reservations shall not exceed 20% of the issue sire.
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Mintmum subscription: For the offer io be successiul, the [ollowing conditions
shall be satisficd:
(@) The minimum subscription received in the issue shall be 31 loast seven-
ty-Tive percent of the ofer size.
(b} The minimum number of subscribers shall be 50 or as may be satisfied
by the Authority.

Q6. Whal Is Special Purpose Acquisition Company (SPAC)? Brielly explaln
the Regulatory Framework [or Listing ol SPACs in IFSC.

Ans.: Speclal Purpose Acquisition Company [SPPAC): Mceansa company which
does nol have any operating business and has been formed with the primary
ohjective to affect a business combinalion, SPAC is a company which does not
have any operating business and has been formed with the primary objective
1o alfect a business combination.

The SPACs have wilnessed a surge in recent vears in some of the jurisdictions
(particularly USA} and are seen as an aliernative o traditional 1POs for many
companics Lo mise Tunds.

The IFSCA has specified the repulatory framework [or listing of SPACs based
on global hest practices. The Authority's listing framework gives scope lor inno-
valion and at the same time have the necessary checks and balances to protect
the interests of investors. The [mmework on SPACs is aimed at faciliating the
star-up ccosystem by prwiding access o global capital,

Eligibility Criteria:

{@) A SPAC incorporated in IFSC, India or foreign jurisdiction is eligible 1o
list its specilicd securitics in IFSC.

() A SPAC issucr shall be cligible 1o raise capilal through IPO ol specilicd
securilies on Lhe recopnized siock exchanges in IFSC, only if:

- The targe business combination has nol been identilicd prior Lo
the IPO.

= The SPAC has the provisions [or redemption and liguidation in
line with the Listing Rogulations.

i) A sponsor of the SPAC issuer shall have a good irmack recond in SPAC
transactions or business combinations or fund managementor merchani
banking activitics, and Lhe siime shall be disclosed in the ofler document.

Initial Disclosures in Offer Document: The oller document shall contain all
material disclosures which are true, correct and adegquale Lo cnable the inveslors
Lo Lake an informed invesiment decision.
Issue slze:

(@) The issue shall be of sine not less than US § 50 Million.

() Thesponsors shall hold at least [ifleen per cenland nol morne than twenly
per cent of the post issue paid up capital. The sponsors shall also have
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apgregale subscriplion (all securities) in lerms of amount in the SPAC
company prior Lo or simultancouws o the 1PO, amounting Lo al least 2.5%
ol the ssue size or US $ 10 Million, whichever is lower.

Underwriting for SPAC IPO:

{g) May be underwritien and in such case adequale disclosure regarding
underwriling arranpemenis shall be disclosed in the ofler document.

(B} Al least Gilty per cent of the underwriling commission shall be delerred
unlil successlul completion of the business combination and shall be
deposited in the escrow accounl.

() In case of liguidition, the underwriter shall waive Lheir rights on the
delerred commission deposited in the escrow accounl

Application stze and allotment reguiremenis:

{2} Minimum applil,—.lli(m size: US § 100,000,

(B} For the offer io be successful, ai least sevenivdive per cenl of the issue
size shall be subscribed and the minimum number of subscribers shall
be at least 50.

() No single applicalion shall be allotied more than 109% of the post issuse
capital and the allotment o invesiors shall be on proportionale basis or
discretionary hasis, as disclosed in Lhe offer document.

{d) The minimum number of subscribers shall be 30 or as may be specilied
by the Authority.

Protection (o invesiors of SPAC 1O through escrow accouni:

{a) The SPAC issuer shall ensure that the entire procecds of the 1PO are
kepl in an interest-bearing escrow account controlled by an independent
custodian until consummation of the SPAC’s business combination,

(B The escrow funds shall be invested only in instruments disclosed in the
olferdocument and shall include only short-lerm investment grade liguid
inslruments.

{c) The interest and other income derived from the amount placed in the
escrow accounl may be withdrawn by the SPAC issuer [or the following
P POses:

- Pavmenl of taxes.

- General working capilal expenses, subjoct 1o prior approval by way
of specinl resolution of the sharcholders other than sponsors.

UNIT
INDIAN FUND BRASED

1. Write a shori noie on: Trading of governmeni securiiies
or
Write a short note on: Negotiated Dealing System

Ans.: Negotiated Deallng System (NDS): Nepolisied Dealing Systom is an
electronic platform [or [acilitating dealing in Government Securities and Moncy
Marketl Instrumenis. NDS facilitales clectronic submission of bidsfapplication by
members lor primarny issuance of Government Securities by RBI throupgh auction
and [oatation. It will provide an interface o the Securities Scillement Svslem.
Tradingof Government Securities: Governmen | securilies ane iraded on Siock
exchanges through Negotialed Dealing Sysiem using members of BSENSE
and these trades are requined 10 be reporied Lo the exchange. The bulk ol the
corporale bonds, being privately placed, were, however, not lisied on the siock
exchanges and the trond is changing now. Most of the debt securities which
are privaicly placed are now listed cither on bolh the exchanges or on one ol
the exchange. Two Deposilorics, NSDL and CDSL maintain records of holding
ol securities in a dematerialized form. Records of holding of Governmenl se-
curilics [or wholesale dealers like Banks/Primary Dealers and other flinancial
instilutions are maintained by the RBI.
(2. Mscuss briefly road map for lisiing of debt securities by newly in-
corporated entity.
Ans.: The major change brought oul in the NCS Regulations is that oven 3 nowly
incorporated entity, other than RETT/AIT, is allowed 10 raised Tunds throwgh
the issuance ol corporale bonds and Lap the listed space of bond market pro-
vided it fulfills the following conditions:
# Issuance of debl securilies is made only on a privale placement basis.
# Such issuance is made on the Electronic Book Provider (EBP) platform
irrespective of the issue sive.
# Such issue may be subscribed by only Qualified Instilutional Buyers.
14.1
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Earlier, one had Lo be in exislence (or o period ol al leasi 3 vears o lap the
bond markel This will enable Special Purpose Vehicles created for specilic
Inlrastructure purposes/NBFCs/listed REMTsAisted InviTs and other companies
who propose lo |ist debl seourities purely on privale placement basis bul who
dov ot have a three-vear existence history, U list their debt securitios issued
on private placement basis, while, all other reguirements under the NCS Reg-
ulations and operating stipulations of the EBP mechanism shall continue (o
apply 1o such ssuers

Convertible Debentures (NCD) )

m.: Nu-l'-l-ClmL'crliblc Mun& (NCD) is hasically fixed-income socurity
where the issuer assures o pay a lixed interest rale on the principal amount
10 (he imvestin:

NCD cam'l be converted into cguity shares of the issuing company, a8 the name
sugpests, “non-convertible™. Il has a specified maturity period, alier which the
invesior can redesm the principal amount amd the scoumulated interost,

On the contrary, Market Linked Debentunes ane structured products linked to
the performance of Lthe murketd index or assed, like commoditics, currencies
ard stiscks. MLDs return on invesuments is not lixed bocause it s linked e the
underlving assel's performance. So, the retams on MLDs arc higher than NCDs
when the market performs well but can be pegutive or wem when the market
isn'L performing well.

4. Write a short note on: Tyvpes of Debeniures

or
Mstingmish between: Naked Debentures & Secored Debentures
[Dec. 2000 (3 Marks))
or
Distingulsh between: Perpetugl Debentures & Bearer Debentures
[Dwe, 20009 (3 Marks)]
o
;E#Mum'ulhlm-u_'; [Jeme 2012 (2 Marks))

Ans.: Virious types ol debentunes are o8 Tollows:

(1) Naked or Unsecured Debentures: Debenturces of this kind do nol carmy
any charpe oo the assets of the company. The bholders of such debeniures
iy mosl Lherefore Bavee Uhe right bo atiach partcular propeny by way of
security as io repaymeni of principal or interest and thus called as noked
or unsecured debentures.

(2} Secured Debenturess Dehonibures thal are seoursd by a charpe of the
whole or part of Lhe assets of the company are called mongage debentures
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or secured debenlures. After crealing charge on debentures, a charpe is
reguired Lo be registered with ROC within 30 days ol creation.

(3) Redecmable Debentures: Debentures that are redeemable on expiry of
certain period are called redecmable debenlures.

(4) Perpetualfrredeemable Debentures: 11 the debentures ar issued sub-
ject o redemption on the happening of specified events which may nol
happen foran indclinite period, e.g. winding-up, they are called perpetual/
irmedoemable debentures.

(5) Bearer Debeniures: Such debentures are payable (o bearer and ane
transferable by mere delivery, The name of the debenture holder is not
registered in the books of the company, bul the holder is entithed 1o claim
interest and principal as and when due. A bona fide transleree [or value
= nol affected by the delect in the titke of the transferor,

(6) Regisiered Debentures: Such debentures are pavable 1o the registercd
holders whose name appears on Lhe debenlure cenlificate and is rogis-
lered on the companies rogister of debenture holders maintained as per
Section BB of the Companies Act, 2013,

Q5. Msttnguish between: Perpeiual Debentures & Bearer Debeniures
|Fueme 2011 (2 Marks)]
Ans.: Perpetual Debentures: Il thedebentures are issucd subject o redemplion
on the happening ol specified events which may nel happen for an indefinite
period, c.g. winding-up, they are called perpetual debentlures.
Bearer Debentures: Such debentures are payable 1o bearer and are transfor-
ahle by mere delivery. The name of the debenture holder is not registered in the
haowks, of the company, bul the holder is entitled 1o claim interest and principal
a5 and when due. A bona fide transleree for value s not affecied by the defect

in the titke of the translenor.

ruﬁ.muuuumm [ Feeree 2011 fiﬂlﬂ}_!'
Ans.: Debt sceurity represents borrowed Tunds thal must be repaid. In other
words, debd securitics are inlerest-paving Bonds, Noles, Bills, or Money Market
Instruments thal are issued by govermmenis or corporalions.

Some debl securilies pay a [ixed rale ol interest over a [ixed Ume period in
exchange for Lhe use of the principal. In that case, that principal, or par value,
is repaid al maturity.

Some are pass-lhrough securilies, with principal and interest repaid over the
lerm of the loan. Still other issues are sold at discount, with interest included
in the amount paid al malucity.

Example of debl securities includes:
+ Debentures
+ Bonds
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# Noles
#+ Cerlificsaies of Deposil (CD)
# Commercial Paper (CP)
# Treasury hills
+ Mornigape-hacked bonds
07, Fxplain the financial instrament: Naked debenture

Ans_: Naked or Unsecured Debentures: Debentures of this kind do nol carry
any charpe on Lthe asseis of the company. The holders ol such debeniures do
nod therefore have the right 1o attach particular propeny by way of securiiy
as to repayment of principal or interest and (hus called as naked or unsecured
debenlunes.

08, Mstnguish between: Fully Convertible Debentures & Partly Con-
yertible Debentures e 2015 (3 Marks))

Ans.: Following are the main points of distinciions between fully and parly
convertible debeniures:

Points Panily Convertible Deben- lmmm—
Tures

Meaning ‘When only pan of debenbure is | When [ull value of debentune is
comveried mincquity shanes they | comveried imo cquity shares Dhey
are known as parily comverithle | are known as fully converiible
debentuns=. debentures.,

Suitability Beliersuibed forosmpanics with | Better suited lor companies with-
estahlished rack record. oul establshed imck rocord
Capital base Relatively lower cquity capitalon | Higher equity capial on conver-

conversion of debeniures. spon of debeniures:

Flexibility im | Favourahle debi copuity ratin. Highly favourable debt oquity
| Fatin

Classification | Convertible portion i'hﬁ‘iﬁfﬁ-mwltﬂmi&fm&'ﬂﬂuﬂ!
For debl-equity | ax ‘equity’ and non-coavertible | compulation,

ratio purtion as ‘debi’. 1

Mot so popular with myesiors. | Highly popular with imvesiors,

Servicingoleg- | Relatively lesser burden of eg- | Higher burden of servicing of

ity uity scrwﬂnn | equity.
Q9. A public company may boue secured rredeemable debentures.
Comment. [ec. 2018 (5 Marks))

Ans.: Perpetualirredeemable Debeatures: 1] the debentures are ssued subject
oy redemption on the happening of specilied events which may nol happen lor
an indefinile period, eg winding-up, they are called perpetualfirredeemable
debeniunes.
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As per Rule 18(1)ia) of the Companics (Share Capital & Debentures) Rules,
2014, an issue of secured debentures may be made, provided the date of s
redemplion shall mot cxceed 10 years [rom the date of issue.

However, lollowing classes of companies may issue secured debentures for a
period excecding 10 vears bul nol exceeding 30 years:
(i) Companics engaged in selting up of inflasinucture projecis.
(i) Infrastructure Finance Companics.
(i) Infrastructure Debl Fund Mon-Banking Financial companics.
{lv) Companics permitled by 1 Minisiry or Depariment of the Central
Gowvernment or by REI or by ihe NHE or by anv other statuiony authority
10 issue debemures for a period excoeding 10 voars.

Thus, after the commencement of Lhe Companics Act, 2013, no company cither
puhlic or privaie can issue perpelual or irredeemable debeniures.

010, Wrile short notes on: Optlonally Fully Convertible Debenture

[Dee. 2009 {3 Marks)]
Ans.: The Oplionally Fully Convertible Debeniure is o kind of debenture which
can be converted into shares al the expiry of acerlain period al a predediermined
price, il the debl holder (investor) wishes 1o do so. The “securities” as defined
under seclivn 2081)) of the Companics Acl, 2003 meoans sccurilics s deflined
i section 2(0) ol the Securitics ConLracts (Repulation) Act, 1956, and includes
hybrids,
Hence, alier analysing the above delinitions ol "OFCD", “hybrid”™ and “securi-
ties" it could be rightly concluded thai an OFCD being a hybrid security (alls
under the delinition ol “securitics” as delined under section 20k) of Sceurilios
Conltracl (Regulation) Act, 1956 and under secuion 2(81) of the Companics Act,
2013 as it inherils the characieristics of debentures initially and also that of the
sharex ol a later stage il the option o convert the securitios inuo shares heing
exercised by the security holder.

01 1. What are | he varlous risks assoctated wilh Bond Investment? Explain.
Ans.: Rigk is an inherent pan of investing. Generally, investors must lake greater
risks Lo achieve grester relurms. The main risks of investing in bonds include

() Interest Rate Risk: Rising interest rates are a key risk lor bond investors,
Generally, rising interest rates will nesult in Galling bond prices, rellecting
the ability of investors 1o obiain an atimactive mie of inlerest o Lheir
muoney dlsewhere.

(b) Credit Risk: This is the risk thal an issucr will be upable 1o make inlerest
or principal payments when they are due, and therefore delai.
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{c) Inflation Risk: Infkation reduces the purchasing power ol a hond's [ulure
coupons and principal. As bonds tend not 1o offer extraordinarily high
returns, Lthey are paniculbarly vulnerable when inflation rises.

(d) Relovesimenl Risk: When interest rates are declining, investons may
have o reinvest Lheir coupon income and their principal al maiurily at
lower prevailing mtes.

(e} Liguidity Risk: This is the risk (that investor may have dilTiculty in linding
a buyer when they want to sell and may be forced to sell at a significant
discount o market value.

D12 What do you understand by “Online Bond Platform Provider™?

Ans.: SEBI on November 14, 2022, noltilied the circular, Repistration and reg-
ulatory [ramework lor Online Bond Platform Providers (OBPP) for repulating
online bond trading platlforms.

Online Bond Platform Provider (OBPP): Online Bond Platform Provider
means any person operaling or providing an online bond platform and “online
bond platform™ means any electronic system, other than a recopgnived stock
exchange or an e¢lectronic book provider platform, on which the debl securities
which are listed or proposad Lo be listed, are ollered and lransacted.

Framework [or Online Bond Platform Provider: A framework has been pre-
seribed lor entities operating/desirous of operating as OBPPs under Regulation
S1A of the SEB] {Issue & Lisling of Non-Convertible Securitics) Regulations,
2021 [NCS Regulations):
(@) Such entity shall be a company incorporated in India and register itsell
as a stock broker in the debt segment of the Siock Exchange.
(&) An entity acting as an OBPP on or prioe o this provision coming into
force, shall cease w ofler products or services or securities on ils OBP
olher than the following:

- Listed debd securities.
« Dehtsecuritios proposed to be listed through a public olfering. Such

DBPP shall divest itsell of oflerings of other products or services
or securities.

013, What are the requirements while making application by any entity
destrous of operating an Oaline Bond Platform as per SERI Clreular
nolified [or regisiration and regulatory [ramework for Oaline Bond
Platform Providers?
Ans.: SEBI on November 14, 2022, nobilicd the circular, ‘Registration and reg-
ulatory mmework for Online Bond Platform Providers ('OBPP) for regulatling
online bond trading platforms. Vide this circular il has been prescribed that
any entity operating or desirous ol operating an Online Bond Platlorm (OBP)
(entity’) shall, aller oblaining registralion as a stock broker in the debt segment
of Stock Exchange, apply 10 a recogniced stock exchange 1o acl as an Online
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Bond Platform Provider (OBPP) as specilied under NCS Regulations. In s
application, the entity shall ensure that the [ollowing requiremenis are met and
conlirmat lons/underakings are provided:
# The entlity has appointed a Company Secrelary as a compliance ollicer.
+ The entity has appoinied al least two qualificd key managerial personnel
with experience of al least 3 vears in Lhe securities markel
« The entity has oblained SEBI Complaints Redress System (SCORES)
authentication and has pul in place a well-delined mechanism o address
pricvances Lhal may ariseor likely anise while canying oul OBPoperalions.
# The enlily owns, operales and maintains robust lechnology infrasinuc-
flure with a high degree of reliability, availability, scalability and security
in respect of its syslems, data and network, appropriate 1o support s
operations and manage the associabed risks.
# Theentity shall ensure complinnoe with Lhe minimum disclosure require-
menis as specified by SEBI.
+ The enlity undertakes 1o ensure that ils adventisements shall be in ocon-
lormity with the Adventisement Code.
# Theentity undertakes 1o Lake steps for redress of grievances of Lhe investors
within 30 diays [rmm the date of the receipt of the complaini, and disclose

the number, nature and other particulars ol the complainis received, il

any, in such form as specilied by the Siock Exchange.

+ Entity has a comprehensive risk manapement [ramework covering all
aspects of ils operations and shall cnsure thal risks associated with ils
operations are idealilied properly and managed prudenily.

# Theentity underakes to establish appropriate salepuards and procedures
o deal with exigencies like suspension or cessation of trading in debi
securitics, cancellation ol orders or tmansactions by the invesiors and

scllers, mallunclions or ermoneous use of jls syslems by investors and
sollers, or other unfloreseen situstions.

+ The entity underiakes 1o identify and disclose on ils OBP, all instances ol
conflict of interest, il any, arising from ils transactions or dealings with
relaied parties.

# The entilty underakes 1o maintain all data relating 1o ils activities in
an casily retrievable media and conlidentiality and security of all data
relating 1o ils activilics and strictly conlrod access 1o such dala

+ The entity shall, in addition i the information reguired (o be submitied
under various SEBI regulations, submil such information as may be
required by Lthe Stock Exchange in relation 1o their operations.

Q14. Wrile a short nole on: Benefits of ERP Mechanism
Ans.: Beneflisol TRP Mechanlsm: Electronic Book Provider Mechanism olTors
a lot of benelits 1o variows stakeholders, including the [ollowing:
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+ Transpareni process for price discovery through anonymous bidding.

+ Dissemination of bidding daia on anonvmous basis 1o the market which
is absent il now,

* Facility wo do muliiple bidding at dilferent vielkds.

& Instilutional investors can also participale on behall ol armanpers’
sub-arrangers.

+ Allotmenl dala 1o be made available on Lthe websile of the EBP websile
which would bring requined trmansparency in the secondary markel of
such privale placemenis.

EBP has helped indeveloping an institulional markel forcorporate bonds wherein
all DIBs (ie. which are institutional investors) can participaie alier one-lime
registralion, therefone gives an equal access 1o participation on all ssuances o
all such institutional participanis. Furiher, details of proposed issuances (by any
issuer) isdisclosed belore the stan of bidding, in order to enable them 1o enable
participanis 1o choose their investments oplions in advance. Further, bidding
and allotment is done in a wransparcnl manner and appropriate disclosures viz
markel price, amount cic, are available 1o all investors alter successful closure
ol the bid. This has resulted in not only reduction in cost bul also limelines for
both investons and isswers.

015, Wrile short note on: Request for Quote (RFQ) Platform

Ans.: Reguest lor Quole (RFD) is an clectronic pladlonm o enable sophisticaled,
multi-laieral negotiations (o take place on a ceniralized online trading platform
with straight through processing ol clearing and seitlement 1o complete a trade.
Request lor Quolte (RFQ) is a platorm for inleraction amongst the market par-
tlicipants who wish 1o nopotiale transactions amongst themselvos,

This platiorm is a participani-to-participant model where an initiator may
reguest other participants for a quole in corpormte bonds, sccuritized debl in-
strumenis, muanicipal debl securilies, Government securities, State development
Ioans, Treasury hills, Commercial papers and Certilicates of deposit or any olher
securily as specilied by Exchange From time to lime.

This platform elfectively avlomates or provides an electronic form of transact-
ing in OTC deals.

The RFQ platfonm shall provide users a range of options o scek a guote and
o respond Lo a quote, while keeping an audil tail of all the inleraclions ie.
guoled yvield, mutually agrecd price, deal terms ele. This may bring pre-trade
transparency lor over-the-counter transactions in eligible securilies,

016, In February 2020, pursuant (o approvals from SERI, both NSE and
BSE launched Requesi for Quote (RFQ) Maitform. In this connection,
you are required to explain the following:

(#) Rasic features of the REFQ Platform
() Securitles eligible for belng traded on the RFQ Platform
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(i) Mandatory trades on RF(Q Platform
{iv) Permiiting Stock Brokers on RFQ Platform

Ans.: In February 2020, pursuant lo approvals [rom SEBI, both Mational Stock
Exchange of India Limiled and BSE Limited launched RFO plaiforms, as an
extension ol their existing trade execution and setilement platforms, o bring
in transparency in “Over the Counter” deals which were negotiated bilaterally.
RFQ plaiform has been developed by BSE and NSE which acts as a single
interface or price givers as well as price takers in the corporate bond marcke
from a diverse range of clienis which will act as a catalyst o betier price dis-
cowery. RFD using roquest for guole protocol shall provide participants a range
of oplions 1o seck a quole and o respond 1o a guole, while keeping an awdit
trail of all interactions ie. guoted yvield, mutually agreed price, deal lerms ele.
A participan! may request other participants for a quote for eligible securitios,
Ever since ils introduction, it has seen traction from market plavers,

(7} Basic features of the RFQ platform:

- RFO Platlormisasystemor inlerface lorinviting and giving quoles
on an clectronic platform.

A pariicipanl who seeks gquoies is lermed as an Initiator and a

paricipant who acis'responds 1o Lhe guole requesis of the Initiator

is lermed as a Responder.

securilics.
- The Initiator has the option o place quotes by dischosing its nume
or anonymously.
= The gquote can be pliced W an identiflied countorparty {i.c. ‘One
o One’ (0TO) mode) or Lo all the participants (e 'One to Many'
(OTM) made).
= The platform provides the panticipants a range ol oplions Lo seck
a quote and to respond 0 a guote, while keeping an audil trail of
all inleractions i.c. quoted yield, mulually aproed price, deal ierms
el
« The quotes will be bilaterally negotialed between the counterpar-
ties, based on specilicd paramelers. The acceplance of a quole by
a participant will be considered a5 mulual agreecment batween the
partics for the given deal.
(i) Securities eligible for belng traded on the REQ platform
+ Non-converlible securilics
# Sccurilized Debl Instruments
# Municipal Debl Securities
+ Commercial Paper

A participant may request other participants for a quote foceligible
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# Cerlificate of Deposit

+ Governmeni Securilles

# Siate development Loans

# Treasury Bills

& Any other instrumeni, as may be specified by Siock Exchanges in
consuliation with SEBL

(1) Mandatory trades on RFQ platform: In February 2020, the RFO plat-
form was introduced as a “pariicipant-based” model wherein all regulat-
ed entities, listed body corporates, institutional investors and all India
financial institutions were eligible 1w register, access and transact. To
enhance liguidity on the RFQ platforms of the siock exchanpes, SEBI
has, inler alia, mandaied registered Mutual Funds, AlFs and Portlolio
Management Services, 1o underiake a specilied percentage of their Lotal
secondary markel tmades in Corporale Bonds through RFQ platform
ol stock exchanges. IRDAI has also prescribed similar stipulations for
Insurers.

(iv) Permiiting Stock Brokers on RFQ platform: SEBI hus allowed siock
brokers regisiered under the debt scgment of the Swock Exchange 1o
placefseck bids on Lhe RFQ platform on behall of clients, in addition 1o
the existing oplion of placing bids in a proprictary capacily.

The RFQ model will provide market participants with betier price discovery
and make information available near real-time o all the participants, This is
capected o lead w more ransparency, centralization and pooling ol investor
interest and hopefully, a more elficient and liguid markel.

017. Wrlie short note on: Characieristics of Bond

Wec. 2027 (3 Markel

Ans.: Characteristics of Bond are given below:
#+ Bond has fixed face value, which is the amount 10 be returned 1o the
investor upon malurity.

#+ Fixed maturity date, which can rmange from a lew days (o 20-30 years or
CVEN M.

-+ All bonds repay the principal amount alier the maiurity date.

Provides regular payment of interest, semi-annually or annually.

# Interest is calculated as a cerlain percentage of the [ace value known as
a ‘coupon payment’.

& Generally considered as less risky invesiment as compared Lo equity.

# It helps o diversily and grow investor’s moncy,

018, Mscuss the measures laken by Government and Regulalors o de-
velop a vibrant Corporale Bond Markel In India. | Dec. 2009 (5 Marks)]

*
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Ans.: A vibrani capital markel, both equily and bond, has 1o play an increas-
ingly pivotal role wo facilitate fund mobilization for sustaining India’s projecied
weonomic growth momentum. The role of corporate bond market becomes cven
more imporiant now, given Lhe stress on the banking sector.

Keeping in view Lhe larger complementary role Lhatl corporate bonds have 1o
plav alongside bank credit for financing economic aclivities, several policy
measures have been wken by the Government and the Regulators o develop a
vibrant corporale bond market

Some imporiani measures include:

+ Framework [or allowing banks w provide Partial Credit Enhancement
[or enhancing croditworthiness of corporate bonds.

#+ Information Reposilories developed by Exchanges and Deposilorics 1o
provide consolidatled information on primary isseance and secondary
market irades in corporatle bonds.

# Electronic Book Building mechanism for providing enhanced transpar-
ency In ssuance of debl securities on privale placement basis.

# Enhanced siandards for Credil Rating Agencies for limely monitoring of
crodil quality ol bonds.

# Specilicalions related w Inlernotional Securities Identilication Number
{ISINs) lor debl securities o encourage liguidity and reduce ragmenta-
tion of issues,

#+ Tri-Parly Repo trading on Exchanges (o enhance liquidity and price dis-
covery in corporale bonds.

& Time laken lor listing of public issue of bonds reduced [rom 12 days Lo
& days.

+ Doing away wilh the reguirement of 1% security deposil lor public issue
ol debt socurilies,

019. Discuss the obligations and duties of the Flectronic Book Provider
in relation 1o issuance of debi securities. |Jume 2022 {3 Marks))
Ans.: Recognized stock exchange and depository are identiliod 1o act as Elec-
tronic Book Provider (EBP).

In order o sireamline the procedures lor isssance of debl securilies on private
placement basis and enhance transparency o disoover prices, SEBI has laid
down a lramewnrk [or issuance of debt securitics on privale placement hasis
through an electronic book mechanism. The obligations and dutics of Lthe EBP:

# EBP shall ensure that all details regarding issuance are updated on web-
sile of the EBP.

+ EBPsshall iogetherensure thal Lhe operational procedure is standardized
across all EBP platforms and ihe details of such operational procedure
are disclosed on their website.
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+ Where an issuer has disclosed estimated cul-off vicld/mnpge to the EBP,
the EBP shall ensure its electronic awdil trail and secrecy.

+ All EBPs shall ensure coordination amongst themselves and also with
deposilories so as Lo ensure Lhat the cooling ofl period lor issuers and
debarment period lor invesiors s adhered Lo,

+ EBP shall ensure that bidding is done.

# The EBP shall be responsible for accurale, timely and secured bidding
process of Lthe electronic bid by the bidders.

#+ The EBP shall be responsible for addressing investor gricvances ansing
[rom bidding process.

# ERP shall ensure that the pay-in of lunds towards allotment of securi-
ties, placed through EBP platform, is done through clearing corporation
mechanism.

GREEN DEET SECURITIES
020, Write a short note on: Dos and don'ts on Greenwashing

Ans.: While there are no universally accepled taxonomies on greenwashing, the
generally accepled definition of ‘Greeawashing' is, ‘making false, misleading,
unsubstaniialed, or otherwise incomplele claims aboul the sustainabilily of a
product, service, or business operation”.

As part of its green bond Iramework, SEBI has also released a list ol "Dos and
don’ts on Greeawashing', vide circular dated February 3, 2023, SEBI is one of
the few regulators o issue such a list and it is expected 1o act as a sirong deler-
rent to Lhe deceplive practlice.

To address the concerns of markel participants, reganding greenwashing, an
issuer of green debl securities shall enswre the Tollowing Lo aveid ils occurrence:
i) While mising funds for transition towarnds a greener pathway, il shall con-
tnuously monilor o check whether Lhe path underiaken wwards more
sustainable form of operations & resulting in reduction of the adverse
envirnnmenial impact and contributing towands susiainable coonomy,

as envisaged in the oller document.

(i) It shall not wiilize funds mised through green bonds for purposes that
would nol [all under the delinition of "green debl security” under the NCS
Repulathons.

(iif) Incaseany such instances mentioned in (i) above come to light regarding
the green debi securilies already issucd, it shall disclose the same (o the
investors and, il required, by majority of debenture holders, undenake
early redomplion of such debl securities.

It shall not use misleading labels, hide tmde-ofls or cherry pick data
from rescarch o highlight green practices while obscuring others that
are unfavourable in this behall.

(i

-
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{v) It shall mainiain highest standands associaled with issue of groen deby
securily while adhering 1o the rating assignoed Lo il
{wi) It shall quantify the negative externalitios associated with wiilization of
the lunds raised through preen debl security.
{wii) 1t shall noi make unirue claims giving [alse impression of cerification
by a thind-pariy entity.
021, On 20th May, 2017 SEBI came oul with a circular stating the dis-
closure requirements for issuance and Hsting of Green Debl Securitles
in India. Explain the Inftial Msclosure Requirements in this context.
[Dec. 2020 (5 Marks)]
Ans.: An issuerdesirous of ssuing preen debt socuritios shall make the following
additivnal disclosures in theoller document for public ssuesiprivate placements:

1. A statement on enviroamental susiainability objectives of the issue of
green debl securilies.

2. Bricl details of decision-making process followed/proposed for deter-
mining Lthe eligibility ol projects and assets, [or which the proceeds ance
being raised through issuance of preen debl securities, such as:

(@) Provess [ollowedio be [ollowed for determining how the projects

and assels fit within the cligible green projects caleporics asdefined |

under Regulation 2(1 }(g) of NCS Regulations.

(b)Y The crileria making the projects and asseis eligible for using the

green debt securities proceeds.

{ch Detailsof xonomics, green standardsorcenilications both Indian
amd global, il any relerenced and the alignment of projects with
said taxonomics, related cligibility criteria, and exclusion crileria,
il applicable.

() Details of the alignment of the objective of Lthe issue with the
India’s Inlended Nationally Determined Contributions in case of
the proceeds mised thouph issuance of trransition bonds.

Dewails of the system/procedures to be emploved for iracking the deploy-

ment of the proceeds of the issue.

4. Details of the projects and assel or areas where the issuer, proposes o
ulilize the proceeds of the ssue of green debi securities, incduding lowards
relinancing of exisling preen project and asseis, il any.

5. Details of an indicative estimale of distribution of proceeds mised thouwph
issuance of green debl security between linancing and relinancing ol
project and asset; il applicable.

Details of the intended wypes of lemporary placement of the unallocated
and unutilized net procesds from Lhe issue of green debit securities.

b

-
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7. Details related 0 the percoived social and environmental risks and
proposcd miligation plan associaied with the projecis proposed w be
linanced/relinanced Lthrough the proceeds [rom the issue of green debt
securities,

B, The issuer shall appoint an independent third pany reviewenicerifier,
[or reviewing/cenlilving the processes including project evalualion and
seloction crileria, project cateporics eligible Tor linancing by proen debt
securities, elc.

The said requirement of appointing a thind parly reviewericonifier is applicable
on a ‘comply or explain’ basis lor a period of 2 vears,

"Comply or cxpluin’ [or the purpose of Lhe above, shall mean Uhal the ssuer shall
cndeaviur o comply with the provisiens and achieve [ull compliance by two
vears Imm the date of ssuance of the circular. In case the entity is not able o
achieve lull compliance with the provisions Lill such lime, the issuershall, inis
annual report, explain Lhe reasons for such noncompliance/pantial compliance
and the sieps initiated (o achieve (ull compliance.

022, Whai do you understand by Green Debl Securities? Fxplain.
1 Fume 20218 (5 Marks)]

or
What are the different calegories of projects which can be execuled with
the lunds ratsed (hrough Issue of Green Debi Securlitles?
[Dec. 2022 (5 Marks]]
Ans.: Green Debi Securliy: As per Regulation 201 Mg) of ihe SEBI (lssue &
Listing of Non-Convertible Securities) Regulations, 2021, Green Debi Security
means a debt security sued lor masing lunds subject 1o the condilions as may

be specified by the SEBI from timde to lime, to be utilized for pmjecisfassets
lalling under any of the Tollowing categorios:

(1} Renewable and sustainable encrry including wind, bio-cnergy, other
sources of enerpgy which use clean lechnology.

{2) Clemin transporiation including mass‘public transporiation.

(3} Climaicchanpe adaplation including eflors 1o make inf@Rstruciure more
resilicnt Lo impacts of climate change and information support systems
such w8 climate observation and carly warning sysiems.

(4) Energy cllicicncy including elficicnt and green buildings.

(5) Susiainable wasie managemeni including recveling, wasie o energy,
eflicient disposal of wastage.

(6) Sustainable land use including sustinable [oresiry and agricullure,
afforosiation.

{(7) Bindiversily conservation.
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(8) Pollution prevention and control (including reduction of mir emissions,
grecnhouse gis conlrol, soll remedialion, wasle prevenlion, wasie re-
duction, waste recycling and energy ellicient or emission ellicient wasle
1o cnerpy ) and sectnrs menlioned under the India Cooling Action Plan
launched by the Ministry ol Emvironment, Forest & Climate Change.

(9) Circular economy adapled products, produciion technologies and prio-
cosses (such as the design and introduection of reusable, recvelable and
refurbished materials, components and products, circular wols and
sorvices) andior ceo efficient products.

{10} Blae boads which comprise of lunds rased lor sustainable waler man-
apement including clean waler and water recyeling, and susiainable
marilime sector including sustainahle shipping, sustainable lishing, Tully
traceable sustainable sealood, occan energy and oocan mapping.

(11} Yellowbonds which compriscol lunds mised forsolar energy genemtion
and the upsiream industries and downstream industrics associated with
i

{12) Transttion bonds which comprise ol [unds raiscd lor ransitioning o
a more susiainable form of opertions, in line with India’s Intended
Mationally Delermined Conlributions.

(13) Any olher catepory, as may be specilied by (he SEBI [rom time (o lime.

Issnance ol green debt securites |Regulation 26): An isseer desimous of

issuing and listing of green debt securities shall comply with the conditions as
muay be specified by the SEBL

023, Explain the obligalions of ssuer of Green Debt Securitics,

Ans.: Obligations ol Issuer of Green Debl Securitles: An issuer of Green
Debl Sccurilies shall:

(1) Maintain a decision-making process which il uses o determine the
continuing cligibility of the projects and assets. This includes, withoui

limitation a stalement on the envirnmental objectives of the Green Debi
Securitics and o process o delermine whether the projecis and assets

meed Lhe digibility reguiremenis.
(2) Ensure that all projecis and asseis lunded by the proceeds of Green Debt
Securibies, mest the documented objectives ol Green Debl Securilies.
(3) Utilize the proceads only Tor the stated purpose, as disclosed in Uhe offer
document.
An issuer of Green Debl Securities or any agent appointed by the issuer, il fol-
lows any plobally accepled standandis) [or the issuance ol Green Debl Securni-
ties including measurement of the environmenial impact, identilication of the
projecis and sssels, uliliation of procesds, eic., shall disclose the same in the
oller document/disclosure document and in continuous disclosures.
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024, What do you understand by Municipal Debi Securities? How Mu-
nicipal Bonds are becoming a good aliernative source of Anance (o fund
profects undertaken by Municipal Corporations,
Ans.: Municipal Delbt Securtties: Municipal debl securitics shall mean non-con-
vertible debt securilies which create or acknowledge indebledness, and include
debenture, bonds and such other securities of an issuer and “Municipality” shall
mewn an institulion of sell-povernmemt constituted under Article 2430 of the
Constitution of India.
Municipal Bonds as source ol lnance: Municipal bonds are a pood alicrnative
source of linance to lund projects underaken by Municipal Corporalions. In
India, the Municipal Debt market is in a nascent stape. SEBI is (aking sleps 10
increase awarencss Lhrough such events. Since 2017, twelve isswes of Municipal
Bonds have been made by len Municipal Corporations in the country, raising
almosi ¥ 2,000 Crome.
The Tunds raised have been used Tor various developmental projects like liguid
wasle management pmjecis, waler supply projecis, leriiary sewage treatment
plants, residential projects ele.
Unless otherwise provided in ILDMS Regulations, an issuer making an ofler
of municipal debl securities shall satisly the conditions of the Regulations
as on Lhe date of liling of the drafi oller document or preliminary placement
memorandum with SEBI and also as on the date of liling the olfer document or
placement memorandum with SEBI or upon registering the offer document or
placement memorandum with the Registrar of Companies, as the case may be.
ILDMS Roegulations, inter afia, deals with:

+ Eligibility requirement for public issue of municipal debi securities.

+ Listing requirements for both public issues and private placement

# Conditions for trading of debl securilies.

+ Obligations of inlermediaries and issucrs olc,
An issuer under ILMDS may issue a green debl security il it falls within the
definition ol “green debl security”, as per Regulation 201 g of the SERI (Issue
& Listing ol Non-Convertible Securities) Regulations, 2021 [ NCS Regulalions].
Such issuer, shall, in addition 1o the reguirements prescribed under the ILMDS
Regulations and circulars issued thercunder, comply with the provisions lor
‘green debl security’, as specificd under the NCS Regulations and circulars
s thereunder.

25 Wrile a short note on: Information Database for Municipal Bond.

Ans.: Al a SEBI outreach programme on Municipal Bonds and Municipal
Finance in January 2023, an Inlormation Database including a repository of
information pertaining to Municipal Bonds was launched on the SERI wobsite.
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The database is inlended notl meroly 1o serve a5 a guide bul also 1o creale
awarcness aboul municipal debi securities. The Information database can also
be accessed by way ol a Quick Response Code (QR Code) that is provided in
the press release.

The information dalabase conlains a wide range of information such as:

* Stalistics and repubaions, circulars, puidance note and Freguently Asked
Duestions issued by SEBI in respect ol Municipal Debt Securitices.

# Checklists for pre-listing requiremenis and sample letiers and centificates
from various inlermedianies 1o be obtained by an lssuer who plans 1o ap
the Municipal Bond Markel

+ Templaies lor agreemenis belween various stakeholders.

+ Indicative Due Dilipence Questionnaire for Merchant Bankers.

This Information database is cxpected o be uselul 1o many stakeholders including
Lhe Municipal Corporations, Stock Exchanges Credil Rating Agencics, Merchant
Bankers, Debenture Trustees, Lawyers, NGOs and Instilutional investors.

SEBI (ISSUE & LISTING OF MOM-COMVERTIBLE SECURITIES) REGULATIONS,
2021 [NCS REGULATIONS]

026, Discuss brielly the rules and regulations relating o redemption
and roll-over of debi securiites. [Dec. 2002 (5 Marks)]
Ans.: Roll-over of debt securitles: Regulation 39 ol the SEBI (1ssue & Listing
of Non-Convertible Securitics) Rogulations, 2021, makes following provisions

in relation o rollover of debl securities:

(1) The ssuershall redoem the debd socuritios interms of the olfer document.

(2) Where the issuer inlends o roll-over debl securilics of a particular
International Securities Identilication Number, it shall do so only upon
giving 15 days notice lor the proposed roll over.

{3} The roll-over shall be approved by a majority of holders holding not less
than W4ih invalue through posial ballotor e-voling of such debt securitics
in a duly convened meeting as per the oller documen.

(4} The notice shall contain disclosures with regand 1o mtionale [or roll-over
and al beast one credit rating, which shall be obiained [rom a credil rating
apency within & months prior o the due date of redemption.

(5) The issuer shall, prior 1o sending the notice 1o holders of debl securities,
lile a copy of the notice and proposed resolution with the siock exchanpe
where such debl securitics are lisied, [or dissemination ol the same Lo
public on s websitle.

(6] The existing trust deod may be continued il it provides for such conting-
alion or the same may be amended or fresh wrust deed mav be executed
al the time of such mll over.
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{7} The issuershall on completion of the moll over, intimate thesiock exchange
aboul the roll-over of the debi securities.

{8) The issuer shall create and maintain adequaie security in respect of such
debl securilies (o be rolled over.

(9) The issuer shall redeem the debl securities of all such holders, who have

not given their positive consent Tor the mllover.
Q27. “The Company Secrelary shall ensure that the regulatory provistons
contained la the NCS Regulattons are complied with by the ssuer Com-
pany”. State the obligations of tssuer in relation to private placements
of listed non tibic riitles.

Ans.: In particular, for private placemenis ol listed Non-convertible Securitics,
Lthe Company Sccrelary shall ensure that the regulalory provisions conlained
i the NCS Regulations are complied with by the Issuer Company. The major
provisions are brielly enemerated below.

The Issuer shall:

+ Make anapplication wwone or more stock exchange and oblain an in-prin-
ciple approval [or listing of its Non-converiible Securitics.

# Complywith the conditions relating 1o the isue ol International Securities
Identilication Number.

# Enter imtoan armagement with a depositony for dematerialivation of the
Non-~convertible Securitics.

# Appoinl a Debenture Trustee and enter into a Debenture Trust Deed.

+ Appoinl a Registrar to the Issue.

-+ Obtain acredit rating from at least one Credil Rating Agency, and disclose
the same in the offer document.

+ Create a recovery expense fund by depositing an amount equal Lo 0.01%
ol the ssue sive subject o maximum ol # 25 lakh per issuer.

+ Pay regulatory lees o SEBI through the stock exchange.

+ Make all pavmenls on working days.

# Follow the actual day count convention for calculationof interestidividend
paymenis.

#+ Create “Debenture Redemplion Reserve” [DRR ] or “Capital Redemplion
Reserve” [CRR] in accordance with the relovanl provisions of the
Companics Act, 2013,

# Createand mainlain security, incase of secured non-convertible securitios.

+ Comply with the guidelines lor Security and Covenant Monitoring’ using
Distributed Ledger Technology (DLT).

+ Ensure compliances with reference 1o Electronic Book Provider (EBP)
Mechanism in case the issue is on privaie placement and is of the sire ol

1 50 Crore or more.
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Furiher, the Company Secretary shall ensure that the Issuer satisfics the eligibil-
ity conditions viz. none of the promoters o directors ol Lthe company are willul
defaulers, lugitive economic offender, have been debarred or disgualilied from
being appoinied or continuing as direciors of companices.

The Company Secretary also ensures Lhal the listed entities comply wilh the
requirements prescribed [or large conporaies

28, Your promoters wani loissue Non-Convertible Redeemable Prefor.

ence Shares (NCRPS) and wish to list the same on a Recopnized Stock

Exchange. With respect Lo Lthe proposed Issue explaln the call oplloa

and pul option avallable to them of the right to recall or redeem prior

to maturity pursuant to the SERI {Issue and Listing of Non-Convertible
‘Securitles) Regulations, 2021,  lDec. 2023 (5 Marks)]
Ans.: Right to recall or redeem wﬁnrlumutm‘lly[ﬂzgnhﬂun 15 of the
SEBRI (I1ssue and Listing of Non-Coaveriible Securities) Regulalions 2021 ]
({a) Call OpHon: An issucr making issuwince of non-convertible securities
shall have the right 1o recall such securilies prior Lo Lthe malurity date

from all the investors or only from retail investors, which is known as
call oplion.

(b) Pt Option: An issuer making issuance of pon-convenible securities
shall have a right 1o provide right of redemption of debl securilies prior
Loy the maturily date o all the investors or only Lo retail investors, which
is known as pul oplion.
Manner ol exercising option: Such right o recall non-convertible securi Lics or
redeem debt securitics prior Lo the maturity date shall be exercised inaccondance
with the terms of issue and detailed disclosure in this rogard shall be made in
ollfer document including date [rom which such right is exercisable, period of
exercise (which shall nol be less Lhan 3 working days) and redemplion amount
{including the premium or discount s which such redemption shall ke place).
For which type of securltles such can be exercised: The issuer or
investor may exercise such right with respect Lo all the non-convertible socuritios
issued or held by them respectively or with respect o a part of the non-converi-
ible securitics so issued or held.
Pariial exerdse of righi: In case of partial exercise of such right in accordance
with the terms of Lhe issue by Lhe issuer, it shall be done on proporiionaic basis
only,
When such right can be exercised: No such right shall be cxercisable belone
the expiry of 1 year [rom the date of issue of such non-convertible securities.
Natice to holders of non-convertible securities: The issuershall send a notice
regarding recall or redemption of nop-convertible securitios, prior o malurity,
Lo all the cligible holders ol such securities and the debenlure Lrustec{s), al leasy
21 days before the date [rom which such right is exercisable and the notice o
the eligible holders shall be sent in the lollowing manner:
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(7} Soft copy of such notice shall be sent Lo the eligible holders who have
registered their email address either with the listed eatilty or with any
depositony.

(i) Hard copy of the notice shall be senl w Lhe eligible holders who have not
regisiered Lheir email address either with the listed entity or with any
depositony.

Copy of notice to siock exchange: The issuer shall simultancmsly provide a

copy of such nolice 1o the stock exchange where the non-convertible securities
ol the Bsuer are listed, lor dissemination on ils websile,

Interest on delay: Issucrshall pay interest at the rate of 15% p.a. for the period
of delay, if any.

Compliances (o be made: Afier the complotion of the exercise of such right,
ithe issuer shall -

{a) Submil a report 1o the siock exchange(s) where the non-converiible
securilics are listed Tor public dissemination reganding the details of
non-convertible securitles redeemed during the exercise pertod and delails
ol redemption thereol

(B) Inform the debemture rustee regarding the debl securities redeemed
during the exercise period and dotails of redemption thereal,

{c) Inlorm the depositories lor extinguishing the non-convertible securities
that have hoen redeemed.

Explanarion: “Retail Investor” shall mean the holderof non-convertible securities
having the aggregaie [ace value ol more than ¥ 2 lakh.

029, Directors of IRB Infra Limited wants to use the balance In Deposit
Repayment Reserve Account for writlng ofl discount on Issue of deben-
tures and for payment of dividend to equity shareholders. Examine the
wvalldity of the proposal glven by the directors of the company in the Hght
of the Companies Acl, 2013,

Ans.: As por Section 74(5) of the Companics Act, 2013, the Deposil Repayment
Reserve Accounl shall not be used by the company [or any purpose other than
repayment of deposits.

Thus,_ IRB Infra Limited cannol use the balance in Deposil Repayment Reserve

Account for wriling off discounl on issue of debentures or for payvment of div-
idend 1o equity sharcholders.

030, Relaxo Limited received non-interest bearing securlty deposit from
Mr. Suraj Kamal, employee of the company of 2 1,50,000. Salary ol Mr.
Suraj Kamalt is ¥ 10,000 p.m. whether security deposit recetved by the
Relaxo Limiied be ircated as ‘Deposit’ as per Companies (Acceplance
of Deposits) Rules, 20142
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Ans.: Deposil does nol include any amount received from an employee of the
company nol caceeding his annual saliary under a contract of employment with
the company in the nature of non-inlerest bearing securily deposiv [Rule 2(1)
{chxd]

Annual Salary ol Mr. Suraj Kamal = ¥ 10,000 x 12 = ¥ 1,20,0040.

Since, the non-inlerest bearing securily deposil received Trom M. Suraj Kamal
exceeds his annual salary, il amounts 1o 'Depasil”.

031. Trident Limited hasaccepled 5 lakhas advance towards the supply

qualification made by tnternal auditor in his report is justified?

Ans.: Deposil does nol include any amount received in the course of, or [or the
purpases of, the business of the company as an advance [or the supply of poods
provided that such advance is approprialed against supply of poods within a pe-
rioed of 365 days [rom the dale of acceptance of such advance. [ Rube 201 e Mxif)]
Trident Limited had supplicd poods within 8 months [rom the acceplance of
advance and hence it cannol be treated as ‘Deposil’, The Company has not de-
laulted in provisions relating wo acceptance of deposil and hence remark passed
by internal auditor is nol cormecl.

032, Patd-up share caplial, Iree reserve and securities premium balance
of XYZ Ltd. 1s ¥ 63 Crore, ¥ 40 Crore and * 25 Crore respectively. IMrectors
of the company are planndng Lo recelve short term deposti which will be
repayable aller 4 months, Examiniag the provisions of the Companies
Act, 2013 and the Rules made thereunder, advice whether XYZ Lid. can
accept deposiis which are repayable before 6 months from the date of
acceptance. Il ves, calculate the maximum amount of deposit that com-
pany can accepl.

Ans.: No company shall accept deposit which is repavable within a period of

less than 6 months from the date of accoplance. [Rule 301))

However, a company may, for the purpose of meeting any of its shori-term re-

quirements of [unds, accept deposits for repaymenl carlier than 6 months from

the date of deposit. Such deposils shall not exceed 10% of the aggregate of paid-
up share capital, free reserve and securities premium account of the company.

Thus, XYZ Lid. can accepl deposil [or 4 months up o 7 13 Crore. [T 65 Crore
+ 740 Crore + ¥ 25 Crore = 10%]

033, As per audited balance sheet of Don Ltd. as al 31st March, 2023,
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7 in Crore
Equity Share Capital 60,00
Reserves & surplus:
Profil & Loss Afc 6.50
General Reserves 13.00
Securities Preminm 20,00

As al 31s1 March, 2023 Deposits [rom members are 1 B Crore.

Compuie the imiis up io which Doa Lid. can accepl [uriher deposlis
[rom members,

Can Doa Lid. accept deposiit from public?

If it is private company, how moch further deposit can be accepted from
the members?
Ans.: Net worth of Don Lid. = ¥ 60 Crome + 6.5 Crore + ¥ 13 Crore + ¥ 20 Croro
= 1995 Crore
Since, nel worth of Don Lid. is not mone Lhan # 100 Crore, il is not Eligible Com-
pany and hence it can accepl deposil [rom members only and not [rom public.
The company can accepl deposil [rom ils members up 1o 35% of Lhe aggregale
ol the paid-up share capital, Iree reserves and scecurilics premium account.
| Rule 3(3)]

Maximum deposits Lhat can be accepied = 2 995 Crore x 35% = 34825 Crore.
Further deposils thal can be accepled = ¥ 34,825 Crore - ¥ 8 Crore = ¥ 26,825
Crore,

34, As per Lhe andited balance sheet of Dowell Lid. as at 31st March,
2024, the details of share capilial and reserves and surplus are as under.

t in Crore
Equity Share Capiial (W04
Reserves & Surplis:
Profit & Loss Aic 62.75
General Reserves 12.00
Securities Preminm 25.00
Break-up of unsecored loans as at 31si March, 2024 in given below:
Deposiis [rom public 13.00
Deposits from sharcholders 3.62

Compuie the Hmiis up to which Dowell Lid. can accepi further deposiis

Ans.: Dowell Lid. is Eligible Company as ils net worth is more than 2 100 Crore,
[Rule 2{1¥e)] Thus, the company can accepl deposil as per Lhe limits spociliod
in Rule 3{4).
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Following are the limits for acceptance of deposits for Eligible Company:

(1) Deposii from members: Deposiis up Lo 10% ol the ageregaie of the paid-
up share capital, [ree reserves and securilies premium account of Lthe
COMTPAny.

(2) Deposits from public: Deposils up 0 25% ol agpregale of the paid-

up share capital, [ree reserves and securities promium account of the

company.

| Particulars | i Crore |
| Equity Share Capital 100.00

| Proli & Loss Account | 62.75

General Reserves 12.00 |
Sl;i'lll’;t;c‘l [rrmrium |

o i .._.._.I
Calculation of acceplance ol deposil [rom members and [rom public: ¢
in Crore

Limit up i which Dowcll Lid can accepl | |

depaosits

[10% from shurcholders & 255 fom poblic| || 9075 90375 |

ol T 399 75 Crosre] .

(-} Existing deposits as at 31st March, 2024 (3.62) (1.3.00) |
| Further depusits that can be acoepied. | 36355 BO3TS |

Tolal amownd of furiher deposits thal can be accepled by the company = 36,355
Crore + 86,9375 Crone = 123.925 Crore.

(35, Jewel Lid. needs lands for running 1is business operations. Mr.
Sona one of the shareholders of Jewel Limited 1s ready to provide Loan
to Jewel Lid. The Board 1s skeptical on avalling loan [rom a sharcholder.
Ome of the Mrectors of the Company Is of the view that such loan will
be treated as a deposit.

What is considered as deposit pursuani to the provisions of the Com-
panies Act, 2013 and Rules made therennder. Can the company accept
deposit from 1ts member?

Do you agree with the view of the Director? [Dec. 2023 (3 Marks)]
Ans.: Acceptance of deposit from members: As per Section 73(2) of the

Companics Act, 2013, a company may accepl deposits from iis members on
such terms and coaditions, including the provision ol security, il any, or [or
repayment of such deposits with inlerest, 35 may be apreed upon between the
company and its members.
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Acceplance of deposil is subject Lo the passing of o resolution in gencral mecting
and subject to such rules a8 may be prescriboed in consulwiion with the RBL
Private Company & Public Company [ witich is nor Fligible Company | can accept
depasil rom members only and not Irom public.

Public Compamy which comes under definition of “Eligible Com pany’ can accept
deposit from members as well from pablic. [Section 73(2) read with Section 76]
As per Rule 2010e) of the Companics (Accepiance of Deposils) Rules, 2014,
“Deposil” includes any receipl of money by way ol deposil or loan or in any
olher form, by a company. However, as per said delinition of ‘deposit’ cenain
amount received by the company cannol be treated as deposil, known as ‘ox-
emplicd deposit’.

Il 3 company receive loan from form sharcholder then it amounts 1o ‘doposit’
within the meaning of Rule 2{1)c) of the Companies {Acceplance of Deposils)
Rules, 2014,

In view ol above, Jewel Lid. can accepl loan from Mr. Sona, a sharcholder sub-
Jeet to compliance of all provisions thal are applicable o relating 1o acceptance
ol deposit

Following aspecis:

(i) Constitution of Commitices of the Board
{ti) ¥t and Proper Criteria

Ans.: Corporaie Governance norms for NBFCs are as follows:
Constitution of Commitiees of the Board:

(@) Audit Commitlee:

All applicable NBFCs shall constitute an Audil Commillee, con-

sisling of nol less than 3 members of its Board of Directors.

Commillee constiluled by NBFC as required under section 177 of

the Companices Act, 2013 shall be the Audil Commitice.,

Audil Commitiee shall have the same powers, [unctions and dulies

as laid down in Section 177 of the Companies Act, 2013

The Audit Comamilics must ensure that an Information Svsiem

Audil of the inlornal svsiems and processes is conducted al least

e in Iwo vears Lo assess operational risks [aced by the NBFCs.

(b)) Nomination Committee: All applicable NBFCs shall lorm Nominalion
Commitiee W ensure 'Tit and proper’ stalus of proposedfexisting dirsclors.
The Commiitee shall have the same powers, lunclions and duties as kaid
down in Section 178 of the Companics Act, 2013,

v
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(c) Risk Managemen! Commitiee: To manape the integrated risk, all
Applicable NBFCs shall [orm a Risk Management Commiltoe, besides
the Asset Liability Managemenl Comimittee.

Fii and Proper Criteria: All Applicable NBFCs shall -

+ Ensure thal a policy is pul in place with the apprwal of the Board of
Directors for ascortaining Lhe [it and proper criteria ol the directors al
the Lime of appointment, and on a continuing basis.

» Obwainadeclaration and undenaking lmom the direcwors giving additional
information on the direclors. The declaration and undenaking shall be
on the lines specilied by RBI.

# Obtain a Deed of Covenant sipned by the direcloms

# Furnish 1o the RBI a quanerdy stalement on change of direclors, and a
certificate Irom the Managing Director of Lhe NBFC that “Tit and proper
criteria” in selection of the directors has been Followed.

The sttement must reach the Regional Office of the RBI within 15 days of
ihe close of the respective guaner. The stalement submitied by NBFCs [or the
quarior ending March 31, should be conlilied by ihe audiiomns.

However, the Bank, il it deems it and in public interesl, reserves the right to
examine the Nt and proper eriteria of direclors ol any non-banking linancial
company irrespeclive of the assot size of such non-banking linancial company.
Rotation of partners of the Statutory Auditors Audit Firm: All Applicable
NBFCs shall rotsle the parinedss of the Charered Acoountani lirm conducting
the audit, every three years o thal same pariner does not conduct audit of the
company conlinuously for more than a period of three years. However, the
pariner so rolaled will be eligible for conducting the sudil of the NBFC afier
an interval of three vears, il the NBFC, so decides. NBFCs shall incorporale
appropriale lenms in the letter of appointment of the lirm of auditors and en-
sure its compliznce,

037. Whai doyou mean by Non-Ranking Financtal Company? Enumeraie
the powers of Reserve Bank of Indta vested tn the RB1 Act for resulaling
and supervising the Non- Banking Floancal companies,

|Dec. 2018 (4 Marks)]

Ans.:
(1) Meaning of NBFC: Non-banking [inancial company means -

(a) A linancinl institution which is a company.

k) A non-banking institution which is a company and which has as
its principal business the receiving of deposits, under any scheme
or arrangemenl or in any olher manner, or lending in any manner.

{c) Such other non-banking institulion or class of such instilutions, as
Lhe RBI may, wilth Lhe previous approval of the Cenlral Government
and by notilication in the Oflicial Gazelie, specify.
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(2) Registration with RBI: In terms of Section 45-1A, all Non-Banking
Financial Companics have 1o be mandatorily registered with the RBIL

(3) Regulatory Framework: The Reserve Bank of India (RBI1) is entrusted
with the responsibilily of regulating and supervising the Non-Banking
Financial Companics by virtue of powers vesied in Chapler 111-B of the
Reserve Bank of India Act, 1934,

(4) Objectives: The regulalory and supervisory objective is:

# To ensure healthy growih of the linancial companics;

# To ensure thal these companies [unclion as a part of Lhe linancial
system within the policy Iremework, in such a manner that their
existence and lunclioning do nod lead (o systemic aberrations.

{5) Survelllance & Supervision by RBI: The gquality ol surveillance and
supervision exercised by the RBIover the NBFCs is sustained by keeping
pace with the developments that take place in non-hanking sector of the
linancial system.

(6) Powers of RBI: The Reserve Bank has been piven the powers under
the RBI Act, 1934 1o regisior, lny down policy, issue direclions, inspect,
regulale, supervise and exercise surveillance over NBFCs.

(7) Peaal action by RIBL:

+ The REI can penalize NBFCs lor violating the provisions of the
REI Act, 1934 or the directions or orders issucd by RBI under the
AcL

# Following penal action can be taken by the RBL:

« Cancellation of the Cerilicate of Registration issued 1o ihe
NBFC.
- Prohibiling the NBFC [rom accepling deposits and alicnating
Lheir asseis.
- Filing a winding-up petition.
D38, Stale the requircments for reglstration of Non-Banking Flnance
Company with Reserve Bank of India under the Reserve Bank of India
[Dec. 2019 (4 Marks)]

Act, 1924,
Ans.:
{a) Regisirailon ol NBFC: In lerms of Section 45-1A, all Non-Banking
Financial Companics have Lo be mandatorily repisiercd with the RBI

(5) Requirement of regisiration: Mo NBFC shall commence or carry on
the business of a non-banking linancial inslitution withoul -
{{) Oblaining a cenilicate of registration
(i) Naving the nel owned fund of T 25 lakh or such other amouwnt,
nol exceeding ¢ 100 Crore, as the RBI may specily.
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The RBI may notify dilferent amounts of nel owned fund [or different
categories of non-banking flinancial companics.

Every NBFC shall make an application [or regisiration 1o the RBI in
prescribed lorm.

{c) Conditlons for regisiration of NBFC: The RBI, for the purposce of
considering the application for registralion, may reguire (o be satisfiod
by an inspection of the books ol NBFC or otherwise that the lollowing
conditions are Tullilled:

* Ability of the NBFC o pay deposiiors: The MBFC is or shall be
in a position o pay its present or fulure depositors in (ull as and
when their claims accrue.

+ Affairs of the NBFC: Allairs of the NBFC are not being or ane not
likely 1o be conducted in a manner detrimoenial o the interest of
its present o [uture depositons.

# Characier of the management: General characler ol the man-
agement or Lhe proposed management of the NBFC shall not be
prejudicial 1o the public interest or the interests of its depositons.

# Caplial struciure: The NBFC has adequale capital structure and
CAMNING MOSPeCLs.

# Public interest: Public inlercst shall be served by the grant of |
cerlificate of registration o the NBFC o commence or o cirmy

on the business of India.

+ Monctary stability & economic growth: The grant of centificale
ol registration shall aot be prejudicial 1o the operation and consol-
idation of the linancial sector consisienl with monctary stability,
and economic growlh considering such other relevant [aciors
which the RBI may specily.

#+ Other condilons: Any other condition, Tullilment of which in
the epinion of the RBI, shall be necessary 1o ensure that the com-
mencemienl of or carrving on of the business in India by NBFC
shall new be projudicial (o the public interest or in the interests of
the depositors.

(d) Certificate of reglstration: The RBI may, aller being satislied (thal the
specilied conditions are fulfilled, grant a conilicate of registration subjoect
1o such condilions which il may consider [iL 1o impose.

039, Mstineulsh belween: Banks and Non-Banking Financlal Companies
or

NBFCs lend and make iavesiments and heace thetr activities are akin

to that of banks; however, there are a few differences between them.

Explain. IDec. 2022 (4 Marks)]
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Ans.: Following are the main points of distinction berwoen Banks and Non-Bank-
ing Financial Companices:

Poinis Banks | Noa-Banking Financisl Compasics

I

Bank i= a RBI authe- | NBFC = a v engaged in the b

rized Mnancial instiio- | of loans and sdvanees, seguisition of shanes,

taon thal sims ol pro- | stocks, bonds, debeniunes and soeuriioes sssed

viding bankingservices | by Governmenl or lool suthorily or other

1 the peneral public. | marketable seourities of a like natwre, keasing,
hire-purchase, imurance business and chit

| husiness.

Banks canscoepticrms | NBFCs can accepl only term deposit but mot
deposits as well as de- | demand deposits,

mand deposits, !

Payment & | Bunks lorm partof the | NBFCs do not form part of the pavment and
seltlement | payment and settle- | seltlement system.

menl sysiem.

!

chegues drawn on -
sl

system

Chegue

Credit cre- | Banks arc termed | NBRCs cannot be lermed as ercators of credil |
ation

Transaction

SETVICTS

as creators of crodit
thmugh money mulii-
plicr actmvaly.

Banks provides a va- | NBFCs do not [acilitale ransaciion services.
ricty of transaction

ETVICES.

Reserve ra- | Hanks are roguired o | NBFCs ane not requined bs muasintain reserve
tios maintain rescrveratios | atos with RBL

with RRI |

Deposit in- | Banks can the avail | NBFCs cannol ke nsurance on amount de-
SUTANCE the [acility of laking | posited by public.

INSUrANCE 0 amouni

deposiied by publhc.

40, Rakesh is inierested 1o form a Non-Banking Flnancial Company
{NBEC) for carrving business of providing micro finance in ihe rural
areas in the name of 'SABKO Loan Company Lid.". Advice him about

Ans.: Belore applying lor NBFC License, the tvpe and catepory ol NBFC lcense
musl [irst be delermined. Following are the calegories of NBFC Companics:
(1) Asset Finance {AFC): An Assel Finance CoOmpany i< a company
which is a linancial inslilution carrying on as ils principal business the
linancing ol physical assets such as avtomobiles, lraciors, lthe machines,
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generator sois, earth moving and material handling equipments, moving
on own power and peneral purpose indusirial machines.

(2) Investment Company: An Invesiment Company is any company which
i= a lnancial instilulion carrying on as ils principal business the acqui-
sitbon ol securitbes (sharesbondsfolher linancial securities).

(3) Loan Company: Loan Company is any company which is a linancial
institulion carmying on as ils principal business Lhe providing of linance
whether by making loans or advances or otherwise lor any activiiy other
than its own bul docs nod include an Assel Finance Company.,

(4) Infrastructure Flnance Company: Inlmsiruciure Finance Company
is a non banking linance company Lhal deploys al least 75% of its Lolal
asseds in infrastructure loans, has a minimuom Net Owned Funds of 2 300
Crmome, maintains a minimum credil mting of “A” or eguivalent with a
Capital 1o Risk Assel Ratio ol 15%.

(5) Systemically Important Core Investmen! Company: Sveiomically
Imporant Core lnvesiment Company is an NBFC with an asscl sive of
over ¥ 100 Crore, accepts public lunds, and is involved in the business
or acquisition of shares and securities subject (o the fullillment certain
condilions.

(6) Infrastrocture Debt Fund: Infrastructure Debl Fund is a company rog-
istered as NBFC 1o facilitate the Mow ol long Lerm debt into infrastruclure
projecis. Infrsiruciure Debl Funds mise resources through issue of

Rupee or Dollar denominated bonds of minimum 5 vear maturity, Only
Infrastructure Finance Companics can sponsor such companics.

(7} NBFC — Micro Flnance Institution: Micro Fi_'ﬁanue Institution is a
non-deposil laking NBFC thal is enpaged in micro linance aclivities.
{8) NRFC Factor: NBFC Faclor is a non deposil Laking NBFC engaped in
the principal business of [acioring.
Lonking into the features of various NBFCs, Non-Banking Financial Company
= Micro Finance Institution (NBFC-MFI) will suil Mr. Rakesh as he is inconpo-
raling NBC lor carrving business of providing micro linance in the rural arcas.
(41. Bhaskar Is presenily ranning a business of Mnance. He has planoed
to promote an Infrastructure Finance Company along with his friends.
He secks your advice Lo know whether (L 15 a Non-Banking Flnance
Company requiring Reserve Bank of India's regisiration and criteria to
be salisfled by such Company. Also clarily on how Nel owned Fund is
calcnlated.  [Dec. 2019 {5 Marks)]
or

Define the term ‘Net Owned Fund',

[Dec. 2020 (4 Marks)]
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Ans.: Infrastructure Finance Company: IFC isa non-hanking linance company
mins non-deposit laking NBFC that Tulfills the following criteria:

(@) Which deplovs at least 75% of its toial assels in infrastreciure loans
(b Minimum MNet Owned Funds of # 300 Crore
() Minimum credit rating ol "A’ or equivalenit

{d) CRAR of 15% (with a minimum Ticr-l capital ol 10%). [CRAR means
capital to risk weighied assets ratio)

Nel Owned Fond [Explanation to Sectlon 45-IA of RBI Act, 1934]: Mol
Owned Fund means:

{a) Theaggregate of the paid-up oquily capital and [ree reserves as disclosed
in the latest balance-sheet of the company aller deducting:

- Accumulated balance of loss

- Delerred revenue expenditure

= Other intangible assets

(b} Further reduced by the amounts representing:
{i} Investmenis of such company in shares ol

= Its subsidiaries
= Companies in the same group
- All other non-hanking linancial companices.

{if) Book value of debentures, bonds, oulstanding kans and advances
(inchsding hire-purchase and lease linance) made 1o, and deposils
wilh:

- Subsidiaries ol such company
- Companics in Lhe same group, Lo the extent such book value
cxceeds 109 of (a) above.
Registration with RBI: I terms of Section 45-1A, all Non-Banking Financial
Companies have w be mandatorily registered with the RBL

042, Stale with reasons whether the [ollowing Companies reguire reg-
istration as NBFC with Rescrve Bank of India, If not who s regulating
authority for these Companies:

() Infrastruciure Debl Fund Company

(i) Assel Finance Company

(1) Merchant Banking Companies
Ans.:

(1) Infrasiruciure Debl Fund Company: 1l 5 a company regbslercd as

MBFC Lo facilitate the fow of long-lerm debt inlo infrastruciune projects,
Infrastruciure Debt Funds raise resources through issee of Rupee or

[Hune 2021 (3 Marks)]
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Dollar denominated bonds of minimum 5 vear malurity.
Such Company requires registration as NBFC with REI.

(1) Assel Flnance Company: An Assel Finance Company is a company
which is a linancial instilulion carrving on as ils principal business of
the financing of physical assels such as automobiles, tImclors, lathe ma-
chines, penerator sets, carth moving and material handling equipments,
maving on own power and pencral purpose industrial machines.

Such Company requires registration as NBFC with RRJ.

(17} Merchant Banking Companies: Regulaled by Securities & Exchanpe
Board of India. Law which repulaies the activities of the Merchant Bank
in Indiaare SEBIAcL, 1992 and the SEBI (Menchant Bankers) Regulations
1992,

Such Company is not required 1o be repisiered as NBFC with BRI,

on the basis of thelr activiiles? [Dec. 2021 {4 Marks)]

Ans.: Classes of NBFCs on the basis of their activities are given bebow:

Classcs of NBFCs | Activity
Asset Finance Company Financing of physical assets including automobiles,
tractoms and pencrators,
l.aa.n Lumpam' lerﬁmnl‘ loan rmanwc

Trvesiment & Credit Cumpmy hmu'n:nl ar.l:! |'Ir|m1n|:| of lnance.

Irvestment Cnmpan:r kwﬁnm ol securitics for rurpmrnl'r.:'l.llng

Infrastructure Finance - Company | Provision of infmstructure loans.
';uu.-rmml}y lm[l:rl:lll Caone In- “nkm nvesi menils a.m:l hnnslnmuup nhm:p;lnu_
vesbmicnt | Eum[:uny

Infrastructure Debt Fand Com- | Facilitation of Now of long-lerm debl into mfra-
pany SIuCluTe prjects.

| Miscro Finance Company
Facior Eutnp:ny

Credit o economically disadvantaged groups. |
Muin;liun nfnﬂ.ﬁublcnurtnlnu]itghm:g:ilm
dn.:u:u.unl_v interest of e rn.ul\'abk:smadmmnl_

Casrmpiny

-MGmnnmﬁmmr Morizage guamnice husiness.

Accounl Aggregaior Company | Collecling and prowiding information aboul o cus-
(NBFC-AA) wvmier s [inancial assets ina consolidated, organioeed
and retricvable manner to the cusiomer or others

| s specificad by the cuslower.
Peer o Pecr Lending Company | Providing an online plaiform o bring lenders and

| borrowers logether o help mobilize funds.

SNYHEVI



TAXMANND-

14.32 PART Il : CORPORATE FINANCE

BANK FINANCE — FUMD BASED FACILITIES & NOM FUND BASED FACILITIES

044, Explain briefly two Anance facility available in Indian corrency for
She expacters
Ans.: A linance facility for the exporters, available in Indian currency in the
lolkwwing two lorms:

{1} Pre-shipment/Packing Credit: A shor-lerm advance/doan given Lo an
exporier [or procuring, processing, manulaciuringpacking poods prior 1o
shipping such goods. Such export credit can be piven lor working capital
purposesalso, Banksareal liberty indecide the leporol such lnans (which
are usually up 1o threesix months or in exceplional cases nine months)
depending upon individual cases. These loans are given al concessional
interest mabes. I these loans are nod adjusied by submission of export
documents within 360 davs, banks will charpe normal rate of interest on
such loansfadvances inslead ol concessional rales. Pre-shipmen | advances
are 1o be repaid oul of linance made available al Post-shipment stage or
from eligible resources of the exporting customer as per RBI directions.

(2) Post-shipmeni Credii: This is again a shori-lerm advancedoan given o
an exporier alter shipment of poods to the date of realization of proceeds
of exported goods. Such credit facility granted w an exporter has w be
repaid oul of the proceeds of poods exported or [rom cligible resources
ol the exporier as permitied by RBI directions. The period of such ad-
vanceAoan will be as speciliod by Forcign Exchanpe Dealers Association
ol India (FEDAI.

45, Stale the securities thal are considered as approved securities for
obtaining “Loan againsi Securitles”. Also Staic the leatures of Loan
Ans.: Under “Loan against Securilies”, loan is advanced 10 a customer against
pledge of securitics or simply pul loan apainst insurance policy, mutual lunds,
NSC and other securities. The list of approved securilics against which LAS can
e advanced varies [rom bank 10 bank, bul primarily the following are consid-
ered Lo be approved securities against which LAS could be given.
& Non-Converiible Debeniures
Mulual Fund Unils
MNABARD Bonds
Dematerialized Shares
Mational Saving Cerilicates/Kissan Vikas Paira (Accepted only in Demat
[orm)
# Insurance Policies.
Bv pledping the securitics held by the bormower, a loan against Securities is
provided by a bank or a linancial instilution as an overdrali [acility. The value

* o »
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of the overdralt limit that is advanced is determined on the basis of the secu-
rities that are pledged. The rate of inlerest s calculaled only on the amownt
withdrawn and only [or the period ol utilization.

The advantageous part of pledging your securities is one thal the bormower is
ahle o gel sicady cash casily al the Ume ol need and secondly the borrower necd
not be devoid of Lthe benelils as a shareholder. This means thal the borrower
enjovs Lhe rightx of receiving dividends and bonuses along with gaining from
ithe price movemenis in the shares. This [acility is ideal 1o mect short- term
linancial needs and the interest rales are lesser than that ina personal loan.
Fealures of Loan agalnsl Securilies:

1. Secured Loan: Loan against securities is a secured loan ax the bonds,
shares, debentures or muiual funds owned by the bormower are kept as
collateral security when this Inan is advanced.

2. Tenure: The lenure of loan against securilics is gencrally one vear.

3. Rate of Interest: Generally, interest rates al which loan against securities
is advanced varies from 12% — 15% per annum.

4. Processlag Fees: Banks and Financial institulions usually charpe ap-
proximately 2% as processing [ees.

5. Loan Amouni: The lsan amount for which the borrower may be eligible
depends upon the type of security thal is being oflered. For example, in

case equily shares are oflerad then the amount thal is eligible would be

50% of the value of such shares,
6. Prepayment Charges: There are penerally no propayment charges.

046. Write a short note on: Bills Finance [Dec. 2012 (3 Marks)]
or

Distinguish between the following: Bills Finance & Project Finance
Ans.: Bills Finance and Project Finance are two different methods of financing.

Riils Finance: Bills [inance is short lerm and sell liguidating linance in nature.
The bills can be classilicd as Demand Bills and Usance Bills. Demand Bill is
purchased and Usance bill is discounted by the banks. The credils available (o
the seller against the bills drawn under Letier of Credit cither on sight drafi
or usance drafi are called bills negotiated by the banks. The advaniage of bills
limance is thal Lhe seller of poods (borrower) gels immediate money [rom Uhe
bank for the gonods sold by him irrespective of whether it is a purchase, discount
or aegoliation by the bank. The ‘Demand Bills” can be documentary or clean.
Usaially banks acceplonly documentary bills for purchase. However, clean bills
[rom pood pariies also purchased by the banks.

The "Documentary Bills’ may be drawn by a Seller of Goods  Drawer’) on DVP
(Delivery against pavment ) or DA (Delivery against Acceplance) lerms, In cise
of DiP terms the documenis of title 1o poods are delivered 1o the buyer of the
goods (drawee) against pavment of bill amounl. In case of D/A bills, the doc-
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umenls (o the title of poods are 1o be delivered 1o (he dawee (Buyer) against
accoplanceol billks. These types of bills are called "Usance Bills 'which means bills
are maturing on 4 lutere date and pavment will be made on due date. In case of
‘Usance Bills' hills become clean alter it is delivered (o drawee on acceplance.
Therclore banks Lake inlo consideration the credit worthiness nol only of the
borrower but also of (he dawee.

Project Finance: Ii is the long-lerm linancing ol infrastruciure and industrial
projects based upon the projected cash Mlows of the project. l..l-:uahh' a project
I'imnt.mg:ilruﬂum involves a number of equily investons, known as ‘sponsors’,

a ‘syndicate’ of banks or other lending institutions that provide loans to the
operation. Thev are most commaonly loans which are secured by the project
assels and paid entirely from project cash Mow, rather than from the gencral
assels or creditworthiness of the project sponsors.

The linancing is typically secured by all of the project assets, including the
revenue-producing contracts. Project lenders are given a lien on all of these
assets and are able (o assume control of a project il the project company has
difficultics complying with the loan lerms,

Generally, a special purpose enlity is crealed lor cach project, thereby shield-
ing other assots owned by a project sponsor Trom the detrimental offects of a
project failure,

As a spocial purpose entity, the project company has no assets edher than the
project. Capital contribution commilments by the owners of the projecl company
are snmelimes necessary 1o ensure thatl the project is linancially sound or 1o
assure the lenders of the sponsors’ commitment. Project linance is often more
complicated than allernative linancing methods. Traditionally, project linancing
has been most commonly used in the infastruciure industry.

047, State the puidelines issued by R { Reserve Bank of lndia) for large
borrowers under the cash credit facility. [Dec. 2020 (5 Marks)]

Ans.: In respect of bormowers having approgate fund based working capital
limit of ¥ 1,500 Million gnd above from the banking system, a minimum level
of ‘loan compoaent’ of 40¢% shall be elfective Irom April 1, 2019, Accordingly,
[or such borrowers, the outstanding loan component’ (Working Capital Loan)
must be equal Lo al least 0% of the sanclioned Tund hased working capital
limil, including ad hoc limits and TODs. Hence, lor such borrowers, drawings
up Lo 40 percent of the wotal fund based working capital limits shall only be
allowed from the Toan component’. Drawings in excess of the minimum ‘Toan
component’ threshold may be allowed in the form of cash credit [acility. The
bilurcation of the working capital limit into loan and cash credit components
shall be effected alter excluding the import credit limits and bills limit forinland
sales from Lthe working capital limit,

Q48. Differeatiate between: Ilire Purchase & Ilypothecation
Dec. 2020 (5 Marks))
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Ans.: Hire Purchase: HP imnsaclions ane very similar (o leasing transactions.
Like Leasing Finance, in Hire Purchase, the ownership of the vehicle continues
Lo remain with the Leasing Company Lill the apreement period emds. However,
al the end of the stipulated period, the hirer (lessee) has oplions either to relum
the assel 1o leasing company while lerminating Lthe agreement or purchase the
assel upon erms sel oul in the hire-purchase agreement.

Under Hire Purchase the linancing entily may get the benelit of depreciation
as well as ownership of the assel linanced. Also, banks cannol lake advaniage
of Hire Purchase Arrangement, as ownership aspect of the asset will resull in
viodating permitled line of activity under the banking license granied by RBI
Hypothecation: Belore SARFAESI Act, 2002, it was not defline legally in India.
Ii is a charpe on any movable assel ol a borrower for which bank has exiended
its linance. I is an equitable charge on the asseis in [avour of the linancing
hank where the asset s owned by the borrower as well as possession is with
him on behall of the bank. Il a borrower [ails to repay the linance extended lor
the mowvable asset the bank can repossess Lhe asset with the consent of the bor-
rower. Il Lthe borrower surrenders the asset 1o the bank, bank has a legal right
o sell the asset withoul the inlervention of the court and adjust the proceeds
towards the loan dues. Under SARFAESI Act bank also has gol the right 1o sell
the movable asset of a defaulied borrower wilthoul the intervention of a count
subject o following mules laid down in this regand.

049, Wrile a note on: Rupee Deemed Export Credit

[Dec. 2020 (3 Marks)]
Ans.: Rupee Deemed Export Credit: A deemed export imnsaction is one in
which goods are supplicd 1o a project in India itsell which are lunded by Inter-
nationalMultikieral agencies or where poods are supplied 1o unils in SEZs or
loreign shipping companics calling on Indian ports, supply of poods 1o foreign
Lourists ete., such that the proceeds of such poods supplicd will be paid in foreign
currencies. Such lransaclions are lrealed as prima [acie export lransactions and
enjoy incentives and other concessions given 1o normal export Lransactions.
Pre-shipment and Post-shipment credit [acilitics granted 10 Rupee Decmed
Expor Credit imnsactions ane similar 1o financecredil extended under Rupes
Exporl credil Pre-shipmenit as well as Post-shipmeni as described herein, How-
ever in deemoed export ransaclions Lhe date of supply 1o the projecisSEZ units/
foreign tourists is taken as date of exporl. Also the value of the transaction will
be hased on Free on Rails (FOR) basis instead of usual Froe on Board (FORB)
basis, usually associaled with export Lransactions.

050. Mstinguizh between: Overdrall & Cash Credil Accounl

|Jume 2021 (5 Marks))
Ans.: Overdrali: Overdralis is the most common way of availing credit [acilitics
[rom the bank. Overdrall means allowing the customer 10 dmw cheques over
and above credit halance in the accounl. Bank overdrall is line of credil that
overs Lhe transaction il the Bank Account balance drops below zero. Overdrall is
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normally allowed Lo Current Account cuslomersand in exceplional cases Savings
bank account holders are also allowed 1o overdraw Lheir account. High rate of
interest is charped ondaily debit batance of overdrali accounit as these are clean
advances ie. hanks do nol have any securilies 1o sell back il these facilities ane
ol repaid. There are two ypes of overdmlt accounts as provalent in Banks ie.
{f}) Temporary overdrali or cleanoverdrall and (i ) Secured overdrall. Temporary
ovendrafis are allowed purely on personal credit worthiness of the cusiomer
concerned and il is availed by the customer Lo meel some urgenl commilmenis
o rare occasions. Allowing a customer Lo draw against his chegues senl in
clearing - known a5 “against clearing” also [alls under this cilegory. Secured
overdrall is allowed up o a certain limil against some tangible security like
bank deposits, LIC policies, National Saving Certilicates shares and other sim-
ikar assers. Secured overdrall is most popular wilth lraders as lesser operaling
cosl, simple application and documeni lormalities are involved in this facility.

Cash Credit Accouni: A cash credit facility is a shor-term linance boa bormower
company, having lenure of up Lo one year which can be renewed for (urther
period by the bank on the basis of pmjected sales and satisfaclony operation in
the account during the period ol linance. Cash credit facility is extended in two
forms viz. Open Cash Credit and Kev Cash Credil. Open Cash credit account
is 2 running account just like a current account where the borrower is allowed
o mainlain debit bakinee in the account up Lo a sanctioned limil or drawing
power whichever is lower.

The Cash Credit [acility i olfered 1o borrowers normally cither against plodpe
{Key Cash Credil) or hypothecation ol siocks of mw materials, semi - linished
ponds and [inished poods and Book Debis (Receivables). This type of limil is
olTered mainly to traders whao lind it dilTicult o maintlain stock register and sub-
mitting perindic stock statements. In the case ol Key Cash Credit, the bormower
lodges the siocks in his godown and the key of the podown will be handed over
1o the bank. By this process, the goods lodged in the godown are pledged 1o
Lhe bank and the bank will allow the customer 1o draw Tunds against the value
ol the prods less margin. This is known as Drawing Power. The pledped ponds
are allowed 10 be removed by the borrower on remitting inlo his CC account
the amouni cquivaleal to value ol the goods. The bank would release Turther
lunds (o the borrower within Lhe Drawing Power (DP)sanctioned limil on bor-
rmwer deposiling (pledge) more steck in the godown. Therelore, such facility
is called Key Cash Credit Cash Credil limits are also sanctioned 1o a borrower
against securily ol term deposils, LIC policies, Mational Saving Cerlilicales or
Gold Jewels,

051, Mstinguish between: Buyer's Credit & Suppler’s Credit
|Jueme 2021 (5 Marks)]

Or

In reference (o Lhe Import Finance, explatn the difference between the
term “Ruyer’s Credit”™ and “Supplier's Credit™.  [June 2023 (5 Marks))
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Ans.:

Buyers Credit | Suppliers credit

Buver'scredit refers toboans for paymentol Supplicr's credil relates o the credit for
Import= imio India armanged by theimporier | imports o India extended by the over-
from overseas bank or financial institution. | scas sapplicr.

Imports should beas permissible underihe | In this case oo, impons should be per-

extant Forcign Trade Policy ol the Director | missible under the extant Forcign Trade

General of Forcign Tracde (DGFT) ‘I'ﬂhnl'l}wl'iGFT.

For the overscas exporier, il is convericd | The imporicr pays an agreed amount of

o a Cash transaction. down paymenit and the balance amounts
are paid in instalments over a defermed
:u:'rn:l

bmorlltra:lllwmplmutdhﬂranum Since the lacilityis prowided by the supphicr

bank the intcrest rates may boslightly high. | itslf, imenost rics are comparatively low. |

Qn Explain the different purposes [or which bank guaraniees are Is-
une 2023 (3 Marks)]

Ans.: Some of Lhe purposes [or which Bank Guarantecs are issucd are:

() Tos secure any claims by the buyer on the seller arising from defaull in

dddivery or perlormance of the lerms ol the contract (e.g. construclion, -

assembly, execution),

(i) Due performance of a specilic contracl underiaken by a cuslomer in

favour of Government hodies/Others. For example supply of materials,

Construction of Roads, Buildings Dams, Civil Work, elc.
(£} Due performance of an equipment/project aller completion [ora specilic
perind due 1o possible defects appearing alter delivery during warraniy
period of the equipment’s.
Execution of Long Term Infrastructure Projecis such as Scapors,
Airports, Road Construction, Bridpes, Sanitation and Sewerage Projects,
Telecommunication Services, Construction of Educational Institutions
and Hospitals, Generation/Transmission/Distribution ol Power, elc.
053, Explatn Fund Based and Noa-Fund Based Credit Facilities.

[Dec. 2023 (2 Marks)]

Ans.: Fund Based & Non-Fund Based Credit Facilitles: Bank's finance their
customers nol enly in the form of loans, but through other types of credit [acil-
ities also. The other types ol bank linance are @ilor made W suil the needs of
customers. The loans and advances whereinimmediate low of funds is available
Lo borrowers, are called funds based [acility.
In non-fund based facilities like ssuance of letier of puaraniee, letier of credit
ete., banks gel income in the form of lee for making available the Tacility and
there is no immediate outlow of funds from bank.

(i
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Some of the credil facilitics which are different om loans are describod
hercunder.

Overdrafi Letter of Credit

Cash Credit Sand by Letter of Credit
| Bulls Finance Hank Guaranice

Hire Punchase Finanee Suppliors Creeit

Expor Gt

054, Anil is a retired from the Ceniral Government Job in 2023. He is
planning totnvest ¢ 10 lakhin Fixed deposii and 2 25 lakhinmutoal fends
schemes. As these are the retirement fund, he is very cantions aboui ihe
safety of investment. Is there any scheme of the Govt. for protection cover
agalnsi losses In case of [allure of bankfAssel Managemenl Company?
|Dec. 2023 (3 Marks)]

Ans.: Deposit Insurance: Like any olher insurance policy, il is a prolection
cover against losses accruing 1o bank deposits if a bank fails financially and has
o ey Lo pay ils depositors and has o go in for liquidation.

In India, the Deposil Insurance and Credil Guaraniee Corporation (DICGC),
a subsidiary of the RBI was sel up under an Act of the Pardiament for the pur-
pose of insurance of deposits and puarantecing of credit fucilities. The DICGC
insures all deposiis such as savings, fixed, current, recurring deposits except
certain specilied types of deposils,
Each depositor in a bank s insured up o a maximum of € 3,00 000 [or both

principal and interest amount held by him in the same right and same capacity
as on Lhe date of liguidation/cancellation of hank’s licence or the date on which

Lhe scheme of amalgamation/merger/neconsiruction comes into lorce.

Thus, il Arun invest T 10 kakh in lixed deposit he will pet deposil insurnce
protection for € 5,00,000 (for boih principal and interest) only.
Investments thal Arun plans 1o make in Mutual Funds are subject (o market risk.

DISCOUI G, FORFA G, FACTORING & WORKING CAPITAL FINANCE
035, Wrile a nole on: Types of factoring. g—mrsmhjj
or

(1) Noo-Recourse/Full [acloring: Under this lype ol Tactoring the bank lakes
all the risk and bear all the loss in case of debis bocoming bad debis,

{2) Recourse Factoring: Under this type of facloring the bank purchases
the receivables on Lthe condilion Lthal any loss arising oul or bad debis
will be borne by the company which has taken [actoring.
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(3) Maturity Factoring: Under this tvpe of factoring hank docs nol give any
advance o the company rather bank collects il from customens and pays
1o the company cither on the date of collection from the cusLomers or on
a puaranteed payment dale,

(4) Advance Facloring: Under advance factoring arrangement Lthe [actor
provides an advance againsi the uncollected and non-due receivables o
the firm.

(5) Undisclosed Factortng: Under this tvpe of [acioring, the customeris nol
informed of the facloring armapement. The lirm may collect dues [rom
the customer on s own or insbruct Lo make remil once al some olher
address,

(6) Involce Mscounting: Under this ype of lactoring the bank provide an
advance o the company against the accounl receivables and in tumn
charpes interest rate from the company [or the payment which bank has
given Lo Lhe company.

e E il

Ans.: Generally bill of exchange and other nepoliable instruments are dis-
counted with bank. Bul due 1o such discounting hank may face a problem of
liguidity hence banks or linancial instilutions discounts the bill discounted
in other banks or linancial instilution or with central bank which is called as
rediscounting of bill.

Banks can rediscount the bills with the RBI and other approved institulions
like LIC, GIC, UTI, ICICI, IFCI, DFHI etc.

As per RBI's puidelines regarding bill discounting by the commercial banks
should not rediscount the bill discounted by NBFC as the RBI has provided
enough rediscounting [acilities Lo the banks, they can get the bill rediscountoed
Irom other banks.

Establishment of IMscount & Flnance House of India (DFHT) is a landmark
step in this direction.

DFHI aims lo impart liguidity o commercial bills, which have already been
discounted by commercial banks or FL. For this purpose, il announces ils bid
and rediscount rales on a lorinightly hasis.

057. Mscuss the steps involved tn the process of factoring.

[ Dec. 2013 (5 Marks)]

or
Write a short nole on: Mechanics of factoring.  [June 2005 (5 Marks)],
nme 2007 (5 Marks)]

Ans.: The steps involved in facloring operalions arc:
1. Customer (huyer) places the order o the dient (seller).
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{seller) fixes the limil.

3. Client delivers the poods and instructs the customer 1o make payment o
the factor,

4. Faclor sends Lhe involce copy o Lhe clienl.

5. Factor makes the prepayment of invoice o the client.

&. Factlor follows up with the customer.

7. Customer makes the pavment 10 Lhe [actor.

#. Factor alier deducting its [ees and olher charpes pays the batance amouni

to the client.
058, Distinguish between: Bill Mscounting & Factoring.
[Huene 2019 {5 Marks)]
Ans.: Follvwing are the main points of dillerence between lactoring & bill
discounting:
m_?dﬂl F-il!u_' Bill Discounting ]
Masning | Fucloring i an armoge | Genonlly hill olo hingesnd ither ncgetib)

Types

micnt Lo have debtscolloct-
od by a third party entity
for a fee. It is outsourcing
ol recenvables 1o the [ac-
Loringg COMmpany.

Under facioring agree-
ment, the lactor under-
lakes the responsihility
ufu)l'ln_ungdamu hills.

F'lﬂnnnl can he cither
with recourse or without
l'u.ilul‘hl_

Apart from collecting
chents hill a facior may
olfer olther services ke
linancing and managing
lhu: mmﬂ:ltul uLInrnL

‘Under & bill dm:-unhng i.lﬂnpmnml. the

Bill d duu:umml I ihmr-w!lll TECOUNSe.

imstruments are discountod with hank. But due
v sasch discounting hank may [aoe 8 problem
of Diquidity henoe banks o linancial instiu-
tions discounis the bill discounicd in other
hanks or [nancial institution or with contral
bank "I‘III.‘I'I = :.llﬂx'm ths:ullhhng d"bl-lL

drawer undertakes the responsibibity of col-
becting the bills and remiiling the proceeds
Lew ths ﬁrnun.t:gq;n-n'

The linance house élimmnlimi bills and docs

nol olfer any non-fnancial services.

mmk:h—ﬂwﬂ_hhwd’m
In the Hghi of this statemend, explain the meaning and advantage of

e 2015 (3 Marks)]

Ans.: Facloring is an armangement o have debis collecied by a thind party entily
[or a lee.
Advaniages of Faclorag: Facioring is becoming popular all over the world

on acoount of various services offered by the institutions engaged in it Faclors
renderservices ranging fmom bill discounting facilitiesolferod by the commercial

CIL. 14 : RAISING OF FUNDS FROM DEHT & PROCEDURAL ASPECTS  14.41
hanks o total lakeover of administmtion of credit sales including mainlenance
of sales ledger, collection of acoounts receivables, credit control, protection
[rowm bad debis, provision of [inance and readering ol advisory services 1o Lheir
clienis. Thus, [actoring isa wol of receivables management emploved 10 reloase
ithe lunds Lied wp in credit exiended 1o customens and 1o solve problems relating
Ly collection, delays and defaults of the receivables.

A lirm thal enters into lactoring agreement is benelited in a number of wavs,
some of the imporiant benelits are outlined below:

The lactor provides specialised services with regand o sales lodgeradministration
and credit controd and relieves the client [rom bolheration of debt collection
He can concentrale on the other major arcas of his business and improve his
ellicicncy.

+ The advance paymenis made by the factor (o the client in respect of the
bills purchased increase his liquid resources, He is ablo o moet his liabil-
ities as and when they arise thus improving his credil standing position
before suppliers, lenders and bankers. The facior's assumption of credil
risk relieves him from the lension of bad debt losses, The clienl can lake
sleps 1o reduce his reserve Tor bad debas.

# Il prowidos Mexibility 10 the company 1o decide aboul extending better
Lermes Lo their cusiomers,

+ The company ilsell is in a betler posilion Lo meel ils commilments mone
prompily due o improved cash [ows.

+ Enables the company o meel seasonal demands for cash whenever
resguired.

# Beller purchase planning is possible. Availability of cash helps the com-
pany Lo avail cash discounts on its purchases.

# As il is an ofl balance sheet linance, thus it does nol allect the linancial
struciure. This would help in boosting the elliciency ratios such as return
on assel elc.

+ Saves Lhe mamspement Lime and effont in collecting the receivables and
in sales ledper managemeni.

+ Where credit information s also provided by the factor, it helps Lhe com-
pany lo avoid bad debis.

+ Itensures betler management of receivables as [actor lirm is specialised
agency for the same.

060, Distinguish between: Forfalting & Fxport Factoring

[Dec. 2015 (5 Marks)], [ Dec. 2017 (4 Marks}]
Ans.: Following are the main points of dilforence botween loraiting & export
Factoring:
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[oimte T Webies [

Meaning | Fordaiting 1= a means of linancing used | Expont [acworing = an arrange-
hyexporiers thal cnables themioreceve | ment io have cxport debis
cush immedisiely by selling their medi- | collocied by a thind pariy onidiy
um-lerm receivables st a discount, snd | for o fec.

eliminate nsk by mah'ng the sube with-

oul rocourse, meaning the exporicr has

i fiahility regarding possible defaul by

the impsricr on paymg the rltmﬁ!ﬂ::n.

Types Fordaiting & abways wiihool reoourse. l‘;.l[‘.hn faciowring can be cither
with reoourse or without re-
I.l..'lr!(‘

Services Fn'ﬂmunpnpumflmmmgamnmmL I-::.rnrl facioring is finance

aq:rncrnmtandmayah—-
| ther service e cliond i fem ol
;mlminixlrnﬁun and colleciion

| nmel s om.
Fimance | A forlaiter discount the eniire value | In export [acionng the facior
oof Ball, | Minances botwoeen 75%-85% and

retains a factor reserve which is
| paid alier msluriiy.

D61, Distinguish between: Letter of Credil & Bank Guarantee
[Frame 2000 (5 Marks))

Ans.:Letterof Credit: Aletierol credit, sometimes referred toas adocumentary
creddit, acts as a promissory nole [rom a bank. Il represents an obligation uken
on by a bank 1o make a payvment once cerain criteria are met. Once these lerms
are completed and confirmed, the bank will transfer the lunds. The leter of
credit ensures the payment will be made as long as the services are performed.
Bank Guaraniee: Bank guaraniecs are pan of non-lund based credit lacilities
provided by the bank o the cusiomers, Bank issue bank puaranice on bohall
ol his clienl as a commilment (o thind party assuring him o honouwr the claim
against Lhe guaranies in the event of the non- perlormance by the bank's customer.
A Bank Guaraniee is a legal conlract which can be imposed by law. The banker
as guaranior assunes Lhe third pany (beneliciary) 1o pay him & cenain sum of
money on behall of his cusiomer, in case the customer fails o [ulfill his commii-
ment o the beneliciary. While letters of credit are used mostly in inlernational
Lrade agrecments, bank puaranices are oflen used in real estale conlracts and
infrasirecture projects.

Both bank puaraniees and leiters of credit work 1o reduce linancial risk.
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062, Y Lid, an Indian Company opened trrevocable letter of credit [or
& Million Swedish Kroner tn favour of Z Lid. for tmport of two pulsed
rectifiers. Z Ltd. the Swedish Company shipped oaly one pulsed rectifi-
‘er but involced for iwo pulsed rectifiers. Bill ol Lading also stated that
the packing conlains iwo pulsed rectlllers. Based on the docamenits the
Indian Bank remitted the amount to the Banker of Z Lid, and deblied
the account of ¥ Lid. ¥ Lid. wanis to hold the Indian Ranker responsible
for wrong payment against Lthe short shipment. Will Y Lid. succeed? Glve
your assessment with reasons. |Jume 2000 (5 Marks)]
Amns.: Indian Company will not succeed, since the loreipn letier of credit (LC) is
subject o Unilorm Customs & Praclices lor Documentary Credil (UCPDC &00)
as per Lhe puidelines of International Chamber of Commerce (FCC). According
o which LC is nol payment against goods but only payment against documents,
As lar as the Bank is concerned, the documenis as called for in the LC have
been presenied by the seller and there is no internecine discrepancy among Lhe
documents. Because of Lhis he will nol be held liable for short shipment of the
goods, physically.
063, Explain the conditions under which a bank can grant non-funded
[acilities to customers. (ool avalllag factlity [rom any bank In India)
[Dec. 2019 (3 Marks)]
Ans.: Banks can prani non-lunded facilities including parial credil enhancement
o customers, not availing fund based Tacility from any bank in India under
lollowing condilions:

1. Banks are o ensure that the borrower has not availed any fund based
Facility Irom any bank operating in India. AL the time of granbing non-lund-
ed [acilities, bank 1o obtain declaration [rom the customer about the
non-funded credit facilities already enjoved by them rom other banks.

2. Banksare to undertake similar credil appraisal as for lund based Facililies.

3. Credit information relating to such [acility shall be mandawrily be Tur-
nished (o the Credil Information Companics.

64, Explatn briefly the documenis handled under Letter of Credit.
[Dec. 2020 (3 Marks)]

Ans.: Documenis handed under lotter of credit -
) Bill ol exchange
(i) Commercial invoice
(i) Transporl document
(i) Bill of lading
) Insurance Policv/Certilicate
{wi) Certificate of origin
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065, Distnguish between: Letier of Credit and Bank Guaraniee Limii.
Vune 2021 (5 Marks)]

Ans.: Leiler of Credit Limii: Letter of Credit (LC) s a method ol settlement
of payvment of a tmde tmnsaction and is widely used 1o linance purchase of
raw malerial, machinery cle. It contains a wrillen underiaking by the bank on
behall of the purchaser 0 the seller o make payment of a stated amount on
presentation of stipulaled documents and Tulfilment o all the terms and condi-
tions incorporaled therein. Letters of credit thus offers both parties 1o a trade
Lransaction a degree of security. The seller can look forwand 1o the issuing bank
[or pavment instead of relving on Uhe ability and willingness of (he buyer o pay.
Bank Cuarantee Limil: Appraisal of proposals for Bank puaraniees is done
with same diligence as in the case of [und-based limits. Whenever an applica-
tion for the issue of hank puaraniee is received, Bank cxamine & satisly the
lollvwing aspecis:

{) The need of the bank puaranice & whether it is related (o the applicant’s

normal radebusiness.

() Whether the requirement is one time o on the regular basis,
{c) The nalure of hank puaranice e, flinancial or performance.

() Applicant’s [inancial strengihicapacily 10 meet Lhe liabilityiobligation
under the bank puarantee in case of invocation,
fe) Past record of the applicant in respect of bank guarantees issued carlier,

e.g., instances of imvocation of bank puamnices, the reasons thereol, the
customer’s response o the inwocalion, clc.

) Present outstanding on account of bank guaraniees already issued.
{2} Margin
(h) Collateral security offered.

66, Whether "Letter of Credit’ (LC) and ‘Letter of Guaraniee” (LG) are
one and same. Do you agree? If not, st omt the potats of differences
between them. [Dec. 2021 (5 Marks)]

Ans.: Bank puaraniee and a levier of oredil are similar in many ways but they are
iwo dilferent things. Letters of credil ensure a transaction procecds as planned,
while bank puaranices reduce Lhe loss il the ransacltion docesn'l po as planned.
Therefore, the Letierol Credit (LC) and Letter ol Guaraniee (LG) are nol one and
same. There are some dilferences between the LC and LG which are as under:
Letter of Credit (LC): A letter of credit is a document (mm a bank that guar-
aniees paymenl. A Letier of Credit is issued by a bank al the request of s
customer (importer/buyer) in lavouwr of Lhe bencliciary (exponernseller). 1Lis an
undenakingfcommitment by the bank, advisingfinforming the beneliciary Lthat
the documents under a letter of credil would be honoured, il the beneliciany
{exporier) submils all the required documents as per the lerms and conditions
of the letter of credil
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#* A letier of credit, sometimes referred (o as a documentary credil, acts as
a promissary nole fmom a bank.

+ Il represents an obligation laken on by 2 bank 1o make 5 pavmen! once
cerlain crileria are mel Once these Lerms are compleled and conlirmed,
Lhe bank will transfer the [unds w the beneliciany.

+ The letter of credit easures the payment will be made as long as the ser-
vices are performed.

+ Letlers of crodil are especially imporant in inlernational trade due o
the distance involved and polentially dillering laws in the countries of
the husinesses involved. In these transactions, it is nol alwavs possible
for the panties 1o meel in person.

#+ The bank issuing the letierof credit holds payment on hehall of the buyver
until it receives conlirmation Lhat the poods in the trmnsaction have been
shipped.

+ Lettersol croditwre used mostly ininternational irndeagreements, whereas
bank puaraniees are olten used in real estale contracts and infrastructure
projecis.

Letter of CGuaraniee (LG) [Bank Guaranices): Bank puaranices are part of
non-fund kased credit facilities provided by the bank to the customers, Bank
issue bank pusrantee on behall of his cliont a8 a commitment o third pary
assuring herrhim o honour the claim against Lhe puaraniee in the event ol the

non- performance by the bank’s customer. A Bank Guaraniee is a legal contract °

which can be imposed by law. The banker as puarmnior assures the thind party
(beneliciary) Lo pay him a certain sum of money on behall of his customer, in
case the customer [ails 1o [ulfil his commitment 1o the beneliciary.

# Bank puaraniees represent a more signilicant contrsciual obligation Tor
banks than letters of credit do.

+ A bank puaranice, like a letter of credil, puaraniees a sum of money Lo
a beneficiary; however, unlike a letter of credit, the sum is only paid il
the opposing party does not Tullil the stipuliled oblipations ender the
conlract. This can be used w essentially insure a buyer or seller [rom
Inss ordamage due 10 nonperformance by the other parly ina coniract.

+ Bank guaranlecs insure both partics in a contraciual agreement [rom
credil risk. For instance, a construction company and its cement supplier
may enler inko a now conbmcl o build o mall,

+ Boih parties may have (o issue bank guaranices io prove their financial
siance and capability. In a case where the supplier [ails wo deliver cement
wilhin a specilicd time, Lhe consiruclion company would notily Uhe bank,
which then pays the company Lhe amount specilied in the bank puaranice.
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ame 2022 (5 Marks)]

Ams.: Red Clanse Letier of Credit: Red clause letler of credit s an advance
payment letter of credil, Under the red clawse letter of credit, the issuing bank
will make an advance paymont o the exporter e the seller before the seller
ships the poads Lo the iImporier Le. buyer. This is usually done o provide aid o
the seller in the form of working capital o purchase raw material, processing
and packaging ol poods, elc. The advance payment will be done against docu-
mentary requirement under the red clause leterof credit. Generally, documenis
required are wrilten undenaking and receipis.

Green Clause Letter of Credit: Green clawse letter of credil is an extension of
the red clavse letter of eredil, as il provides the advance ol nol only Uhe purchase
of raw materials, processing and packaging of goods, but it also takes into ac-
counl pre-shipment warchousing al the porl of origin and insurance expenses,

In usual cases, the advance under this letter of credit is pranted only afler the
purchased goods are stored in bonded warchouses, This ivpe of letter of crodit
is usually used in ransactions relaled o commodity markel such as wheal,
rice, gold, elc.

068, Distinguish beiween: Financlal Rank Guaraniee & Performance

Bank Guaranice. ure 2022 (5 Marks)]
Ans.: Flaanclal Bank Guarantee: A linancial puamniee assures repayment
of money. The banker issues pugrantee in vour of a povernment department
apainst caulion deposil or carnest money o be deposited by bank’s clienl. AL
the request ol his customer, in licw of caulion depositearnest money, Lhe banker
issues a guaraniee in favour of the government departmeni.
This tvpe of puaraniee helps the bank’s customer Lo bid for the contract withowt
depositing aclual moncy. In case, Lhe contractor docs nol lake up the awarded
conlracl, then the government depariment would invoke Lhe puarantee and
claim the money Irom the bank.
Performance Bank Guarantee: A perflormance guaraniee provides an assur-
ance of compensation in the event of inadequate or delaved performance on a
contracl Performance Guaraniees are issuod by banks on behall of theirclionts.
In performance puaraniee, Lhe bank issucs on behall of his clicol w assure the
third party 1o complele some work on lime or a5 per the tenms of the contract
between the partios. IT the work is not comploted as per the terms of the con-
tract, then the thind party can request the bank o invoke Lthe bank puarantes
and make payment lor defaull

Perlormance Bank Guarantecs are ssucd puaraniceing due performance of
conlracl or obligation of the borrower under the contracl. In the event of
non-performance of obligation in lerms of the contract, the bank assumes
monciary lability up 1o the amount specilied in the Guatraniee

_of the debentures.
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069, Explain the difference between Fund based and Non-Fund based
credii facilities. |Dec. 2022 {5 Marks)|
Ans.: [MTerence beiween Fund Based & Non-Fund Based credii Facilittes:
In Fund based credil facility, there is cash owtllow right from the initial stage.
The examples of Tunded facility are term loan, cash credil and bill purchased
or bill discounting.

When a lerm loan is dishursed, cash credil facility is sanciioned or a bill is pur-
chased or discounied cash llow lakes place. The income carned by the banks
when they exiend funded facilities 1o the borrowers, is accounted under incomie
head interest (in case ol 1erm loans and cash credits) and discount (in case of
bill discounting [acility).

In Non-lund based facility, initially thore is no cash outllow, later on there may
o may ol be cash outllow. The examples of noa-fun based Tacility are Bank
Guaranices (BGs) including deferred payment guaranitecs and Letler of Credit
{LCs). When BG or LC is issued, there is no cash oul Mow, However, laller on
il the puarantoe is invoked by the beneliciary, the bank will have to make the
pavmenl under the puaraniee al limes even il there is no balance in the account
of customer.

Simikarly, when bills nepotiated under LE are due lor payment the bank may

have 1o honour the same at times by creating forced boan in the account of the

buyer on whose behall Letter of Credil is issued. The income camed by hanks

while ssuing bank puarantees or LCs is accounied under the income head ©

“commission”. Non-Fund based credil Facilities 1o non-bormowers of the bank.

UNIT I
PRACTICAL PROBLEMS

Problem No. 1]

Blue Line Shoe Company Is conlemplaiing a debeniure issue on the
Tollowing terms:

Face value : 1,000
Terms to maturity 1 Tycars
Coupon rafe of fnterest

Yeari-2 : 10%: p.a.
Year3d -4 : 12% pa.
Year5-7 : 1% pa.

The corrent market rale of interest on stmilar debentures 1s 15% p.a.
The company proposes (o price the issue s0 as to yield a (compounded)
return of 16% p.a. to the Investiors. The debentures would be redecmoed
al a premium of 12% at the end ol 7 years. Compule the malurily price
VJwme 2018 {4 Marks)|
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Ans.:
1 1 2 Imaerest 100 1.6053 16053
3 i 4 Inierest 120 1.193 14318
5w 7 Inserest 150 1.2403 186.05
T Redemplion 1,120 03538 306,26
Value of debeniune RRH
Problem No. 2]

Aruna Siecl Lid, issued Bonds with the lollowlng Lerms:
Issue price of the Rond: ¥ 1000

Coupon rate: 3%

Maturdly: 5 vears

Convertible into equity shares @ # 500 per share

Ivan had purchased 20 bonds. At the time of maturity, the market price
of the equity shares was T 400,

‘What are the options avallable to Ivan on the maturity daie and which
option he should prefer? _ une 2021 (5 Marks)]

Anl Optlon I: To lake Iimcm!'mrl_r;dr.'r_n;l.imlﬂ' debentures on malurity date
and o purchase cguily shares al markel price al the tme of malurity:
Malurily price = 20 bonds x 1,000 = 20,000
No. ol equity shares thal can be purchased from the markel = 20,000 = 400 =
50 eguily shares
Option II: To convert the bonds into equity share:
No. ol shares alter conversion = 10000500 x 20 = 40 equity shares
Option 1 is betier as inveslor is gelling more equily shares.
Problem No. 3]
Suppose B. Co. Lid. issues bonds with following terms:
issue price of Boad 7 2000
Coupon rate 2% with maturiiy pertod of 2 years
Convertlble Ialo equity shares @ ¢ 100 per share

Y has subscribed for 5 boads and made an iavestment of ¥ 10,000. On
maturity daie, Invesiorwill have anoption loelther clalm full redemption
amount or convert Lhe Bonds into equity @ 3 100 per share. The guoled
share price on maturity date is ¥ 150, If he goes for conversion how many
shares Y will gei? Will it be [alr enough il he opts for redemption value?
Calculate which option is best suliable to ¥? | Dee. 2021 (5 Marks)]
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Ans.: Option I: If Mr. Y opts for redemption:
As Mr. Y invesied ¥ 10,000 the same amount he will et on redemplion.

Option I1: If Mr. ¥ opis for conversion of bonds in equily shares:

10,000

pLLY)

Market value of converied shares = 100 shares x 7 150 = ¥ 15,000
Conclusion: Oplion 11 will be better for Mr. Y,
Note: In both oprions vhe investor will pet interest and hence it will not be consid-
ered 1o decide whether bovds shoald be redoermed or converted imio shares.
‘Problem No. 4]

You are required (o compuie Maximom Permissible Bank Borrowings
(MPRR) under three methods of Tandon Commitice Norms
o M Lid. from lollowing dala and how you will present 1 Lo the Board:

Mo of shares = = 100 shares

Fxisting Currenl Assels Amount in 7 Amount in ¥
Raw Malerials LR

Work In progress B0,000

Flalshed Goods 3,60, 000

Recetvables 2,00, (04)

Oiher current assels 40,000 14, 80,000
Exisiing Current Liabilities

Crediiors for purchase 4,00, 000

Other current Babilitles 2,00, 000

Bank borrowlngs 8,00,000 14,00,000
Core currend assels are ¥ 3,850,000 feeme 2019 (5 Marks)]

Ans.: Maximum permissible bank borrowlng as per 1st, 2nd & 3rd method
of Tandon Commitiee Norms:

Method 1: 75% of (Current Assets - Current Liabilities)
= 73% x (14,80,000 - 6,00,000)
= 6,60.000
Method 2: = 75% of Currenl Assels - Currend Liabilities
= (75% » 1480 000) - & 00,000
= 510,000
Method 22 = 75% of (Current Asseis — Core Currenl Asseis) — Currenl
Liabilities

= 75% x (14,50 000 — 3,80,000) - 6,00,000
= 2,25,000
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Review:
Maximum Bank Borrowings &, 60 000 5. 100000 235 000
Actual Bank Bormowings H,00,000 8,00, 000 B0, (0
| Excess Bank Bormwings 1.40.000 290000 | 575,000

Under all the 3 methods, the excess bank bormowings can be converled in ln-

long term debt

Om the basis of lollowing Information, calculate the limit for Letter of
Credit (1.C) forthe Anancial year 2019-2020 of M/s Madhukar Enterprises:
() Esttmated Raw Matertal purchase for the FY 2019- T 172.64

200 Crore
(if} Estimaied purchase under Letier of Credii for FY £ 69.41
2019-2020(L.C) Crore
(#{) Leadiime Le. time [rom orderplacement toshipment 10 Days
(i)  Transii Time 20 Days
(v) Credit (Usance) Perfod avallable 3 Months
i R — ___Dec. 2019 (S Marks))
Ans.:
Naw,
A Annus| Consamprion of Raw Materiasl (RM)w be purchased 7 6941 Crore
. junder Letierof Credit (L) -
| B ﬂvcrug!' m:nlh!_\' fmn‘hn:«: of Raw Maierial [W.“”]] T 5,78 Crone
; C Lead time Le. time from onder placement Lo shipment 10 days
| D | Transii Time 20 days |
E Credit {Usance) Period available 3 months
[ F | Total Pried [C + D+ 1) # months |
| 7€ | Reguircment of LC [# x F] [5.78 = 4] ie LC limit nocom- 23.14 Crome |
| | mcnded
Problem No. 6]
Following data relates lo Mis ARC Pvi. Lid.:
Amount Amount
(¥ in lakh) (¥ in lakh)
Creditor for purchases 200 Raw Material ERT
Oiher Currenl Llabil- 100 Work In process 40
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Finished Goods 180
Recetvables 110
Other current Assets 30

Calculate the Madmum Permissible Bank Finance (MPBF) as per ihe
Tandon Committee Recommendations ustng the norm of a current ratio
of 133, _ B IDec. 2019 (5 Marks)]
Ans.: Todal Current Assels = 380 « 40 + 180 4 110 4+ 30 = 740

Total Current Liabilities = 200 + 100 = 300

To maintain the minimum current ratio of 133, Second method of lending as
sugpesied by Tandon Committee would be used wherein maximum lnancing
by bank can be up 1o 759% ol currenl assels.

Maximum permissible bank borrowing as per 2nd method of Tandon
Commitice Norms:
Meihod 2: - 75% of Curreni Assels - Currend Linhilities
(75% x 740) - 300

= 255
With this sdditional bormowing the Current Liabilities shall become 555 lakh
(300 + 255) and the new Current Ratlo shall become 133 (740/555).

Balance Sheet of X company as at 31si March, 2018 and lis stalement

of changes in financial position for the vear ending on 315t March, 2019
are presented below:

Balance Sheet as at 21st March, 2018

Liabilities 1 Assels 3
Common Slock 6,000 | Land 9,800
Reserve 6,560 Fquipment 12,200
Preferential Siock 2,500  Accumulated Depreciation | (2,000)
Long lerm Ronds 7,000  Invealory 2,370
Amount Payable 2,140 | Amount Recetvable 1,300
Cash 530
24,200 24,200
Statement of changes in Financial Presentation [or the vear ended on
31st March, 2019.
Sources T | Uses ¥
Net Income 1,200 Paid Cash Dividend 260

BNYIXYE
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Sources | Uses ?
Deprectation 600 Repatd Prelerential Stock 2,500
Loss on sale of land (80} | Retired Bond Payable 1,400
Issued Stock 4,000 Purchased Equipment 3,000
Sold land 1,880  Increasein Worklng Caplial 340
7,600 7,600

Calculate the working capital as oa 3151 March, 2019.
|Dec. 2020 (5 Marks)]

.!.m Total Current Assels = 2,370 + 1,300 = 530 = 4, zl:l:l

Total Current Liabilities = 2,140

Working caplial as on 31st March, 2018:

Current Assels — Currenl Liabilities = 4,200 - 2,140 = 2,060

Working caplial as on 315l March, 2019:

Working Capital as on 31st March, 2018 + Increase in Working Capital
2 050 4 340 = 2,400

leﬂulh.ﬁl
Following data perialns to XYZ Lid.:

L
Projected Sales 20,000,000
Creditors 3,00,000
Bank Borrowlngs 3,30,000
Currenl Assels T,40,000

Assess the Working Capital requirement of XYZ Lid. using the method

Ans.: Not Working Capital = Current Assels - Current Liabilitics ie. Bank Bor-
rowings & Crodilons

Net Working Capital = 7,40,000 - 630,000 = 1,10,000
Minimum Working Capital required = 20,00,000 x 25% = 5,00,000.

Margin/Minimum Borrower's conlribution (5% of projected sales) = 20,00,000
® 3% = 1,00,000

Margin or Nel Working Capital whichever is higher o be deducted Trom 25%
of Sales.

5,00,000 — 1, 10,000 = 3,590,000

S0, maximum permissible linance as per Nayak Commitlees recommendation
im the case under consideration shall be 3,90.000.
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Problem No. 9]

O the basts of following information, calculale the operating cycle of
Raksha Goods Limfled:

Particulars Asal April 1, 2019 As at March 31, 2020
Inventory (¥) 4,00, 004} 3,580,000
Accounls recetvable(?) 18,00,000 22,50,000

The sales and cost of goods sold for the year ended March 31, 2020 are

£2,65,00,000 and T 1,55,00,000 respectively. IDec. 2021 (5 Marks)]

Ans.: laventlory Conversion Perlod:

Average lnvenlory 3 90,000
et 3f RED z - 3
Costof is wold 1.55,00,000 % 365 = 9. 18 say 9 duys
Accounis recelvable Perlod:
Average Accounis receivable 20,25,000
365 = ~ 365 = 2789 say 28 d
Sales ¥ 2.65,00000 s

Operating Cycle = 9 days + 28 davs = 37 days

I"mlﬂe-ﬂn.ll!

Alphameier Technologles Limited has oulstanding guaraniees ol ¢ 92
Crore as on March 31, 2019. During the year, Company had given new
guaranices of ¥ B Crore (o the Telecom Depariment for aew telephone
Haes. The Income lax assessment proceedings [or the Assessmenl Year
(AY) 2014-2015 have concluded and the Department has released bank
guarantees of ¥ 21 Crore which the company had provided earlier. The
Department has demanded an additional guarantee of T 2 Crore lowands
the interest for the AY 2015-2016, for which the Company had provided
guarantes of ¥ 14 Crove in previous years. Compuie the bank gpuaranice
Hmits as on March 31, 2020, [Dec. 2021 (5 Marks)]

B NNVIXYL

Ans.: Computation of Rank puaranice Umits as on March 31, 2020

A {hil.-uandmn Bank Lua.ﬁnl-:\eaa- on 31st Man.h N!U 792 Crone |

B Bank pusraniees ilN.JwJ.I.IIb udd:tllnul puaranbse issued t Iﬂtm-_!

dunm_.-liu pu':mlﬁ![lan‘fl(.nm.} |

C Mguar.mmnll.dmm] durings the year rzlcn.n-;

D | Bank Guaranice Limits as on 31st March 2020 7Bl Cror: |

[A+B-C] |
Notes:

# 92 Crore have been considered as the opening bank puaraniees oul-
sianding as on April 1, 2009,
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+ Additions during the year include ¥ 8 Crore and ¥ 2 Crone bank Guarantee
provided wwards the interest with the income-tax depanment.
+ ¥ 14 Crore have not been considered separately, as it was provided during
the earlier vears and s included in the opening puaraniees as on April
01, 2019
Problem No. 11]
Somaskanda Priniers Limited approached Support Bank, lor working

Ans.: As per Nayak Committee, bank credit Tor working capilal purposes [or
borrowers requiring fund-based limits up 1o ¥ 5 Crore lor Small Scale Indus-
Iries borrowers and 7 2 Crore in case of other borrowers, may be assessed al
minimum ol 25% ol the projecied annual wrmover of which should be provid-
ed by the borrower (Le. minimam mangin ol 5% ol the anneal lurnover o be
provided by the borrower) and balance 4/5th (e 20% of the annual wmover)
can be extended by way of working capital linance.

The projecied wrnover or output value may be interpreied as projecied gross
sales which will include excise duly also.

Since the hank linance is only intended (o support the need-hased requirement
ol a borrower, il the available Net Working Capital (net long-term surplus lunds)
is more than 5% of the turnover Lhe former should be reckoned Tor assessing
the extent of hank finance

Computation of Working Caplial:

Prujecied Sales lurnover = T 1,85 00,000

Working Capital Limil = ¥ 1,85,00,000 x 25% = ¥ 46,25,000
Permissible Bank Finance =¥ 46,25,000 - ¥ 925,000 = § 37,00,000
Minimum money [rom borrower = 2 1 85,000,000 = 5% = 9,25,000

Problem No. 12]

Gulab Lid. is a newly Incorporaied company and I would Hke to purchase

raw materials from domestic sources as well as from other countries

under Letter of Credit (1.C). On the basis of following information, cal-

culate limit for LC for the Financial Year 2021-2022:

(i) Fstimated Raw Material purchase for FY 2021-2022 240 Crore

(i) Estimaied purchase under Letier of Credit (LC) for ¢ 216 Crore
FY 2021-2022 (90%)

(tify Of which impori of Raw Malerial under Letter of ¢ 6480 Crore
Credit (30%)
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_ Domestic 1 Month
- Import 2 Month
- Domestic 1 Month
— Import 2 Month
(v} Credit (Usance )Period avallable = Domestic 1 Month
— Import & Month

. . |June 2022 (5 Marks))
Ans.: Calculation of Inland & Forelgn Letter of Credit Lindit of Gulab Lid.

[or the Financial Year 2021-2022:
Estimated Raw Mailerial purchase for FY 2021-2022 ¥ 240 Crore

Estimated purchase under Letter of Credit (LC) for FY 2021- 2 216 Crore
2022 (90%%)

(#v) Lead Time

(v} Transit Time

A __LCE___H:]
A | Anpual Raw Material Pmrt'nmr-lh'nuu‘.h 715020 Crore | 7 64.80 Crore
TCTLC |
B . Monthly Consumption. Lz 1260 lrrwrr 7540 Cnsrr]
C | Lead Time (Time [mom order placement e | I Monith 2 Munih |
| shipmeni) | | |
] Transit Time | Mesnih 2 Maonih
E_| Crodit (Usance) Period available | I Month] 4 Momh|
F | Total Period 3Month| 8 Month |

G _:|£iimilIh‘quimdﬁnrl""c'lﬁl‘l-mﬂlﬂxI'-']: ?!?ﬂﬂﬂnm‘: rHZDCr:ch!
Problem No. 13]
Moon Lid. makes an application for Bank Guaranies Limil for the Fi-
nanclal Year 2021-2022 with lollowing dala o POR Bank Lid. :

(i) Duistanding Rank Guarantee as per last Aodited : 795 lakh

Balance Sheet
{#i) Bank Guaraniec required for the Financlal Year : 7 115 lakh
2021-2022
(i#i) Estimated maturity or Cancellation during the : ¢ 65 lakh
period
Compute the Rank Guarantee limit of Moon Lid. for the Flnancial Year

Ans.: Computation of Bank Guarantee Hmil of Mooa Lid for Flnancial
Year 2021-22

S NYHEVI
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[t ] £
Oum;mdmn Fhu'li Guaranice as per Last Al-u!:lnd HBalance %:M ‘J"T Lakh

| | (+) Bank Giuaranice required :l-urmg the perioed F | H lakh
f ) Fstimated maunily or cancellation during the period 65 lakh
lltqum ment of I-hnk C.uardnln I _|-_1-5 Ial:l_'u

Problem No. 14]

Following is the extract from the Balance Sheet of M/s YBL. Lid. As on
315t March, 2022

WI.H_IIH: Amionind Caarrent Asseis Asmrcamd (T
i i Lakch) - hﬂi}
{1} Bank M) (1) Inwniores 650
Bosrramangms
(2) Trade Payablcs 2y (1) Financial Assets
{3) Other current 180 (f) Investmenis
Linbifitices
() Trmde Wooetwibles 75
(#if) Cash & Cash 125
Espuivalents
{iv) Bank Ralance oth- 150
er than (i) above
{v) Other Financial 50
Assets

YBL Limited had bank borrowlngs of 7 820 Lakh which inclades bills
discounted with the bank. 1i wishes to avall loan for iis working capiial
and approaches your bank for Anancing. Which mainiaining the min-
{imum current ratio of 1.33. Calculate the Maximum Permissible Bank
Finance (MPBF) as per methodology suggesied by Tondon Commiiles.
Should the bank sanction the loan request or nol?

e, 2022 (5 Marks))
Ans.: Total Current Asscls = 650 + 250 + 75 & 125 & 150 « 350 = 1,600
Tolal Current Liabilities = 200 + 180 = 330
To maintain the minimum currenl ralio of 1.33, Second method of lending as
suggested by Tandon Committee would be used wherein maximum financing
by bank can be up 1 75% of current assels.

Maximum permissible bank borrowing as per 2nd method of Tandon
Commiiiee Norms:
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[Method 2: |- | 75% of Cusrent Assels -~ Current Liabilitics
| = {75% x 1,600) - 380
|= T80 |
Since YBL Lid. has already availed Maximum Permissible Bank Finance and
hence have reached the minimum current matio of 1.33:1 via borrowings of
¥ A20 Lakh, the Bank Manager should nol sanclion the loan request of YBL Lid,
Problem No, 15] B
The projected Financial information of Mis, Ranstwala is as given below:
Projecied Annual Sales T 6,50,000
Percenlage of nel profll on sales 25%:

Average credit Period allowed to debtors 10 weeks
Average credit Perfod allowed by creditors 4 weeks
Average stock holding in terms ol sales requirement B wecks
0n the basis of above information, calculate the following:
{#) Current Railo and
: (ﬂ]WﬂhngClpﬁll [.!'.\'F. 2022 (5 Marks)]
Ans.: Calculation ol cost of sales:
o |
Pm]umi llnmmf el 50,000
| (-} Net profit tlﬁ- on cost means 16,6667% on sales Le. 1iSth) (1,62 5000 |
[ Cot o sl 437,500 |
‘ihlmnl showing working capital estimation:
I Num- [ Cﬂwﬂm 1 f]
] { |
| Siock 8 wocks | (4,;131;,(532] 75,000
Debiors (on sales) 10 wecks | (am‘mnx I;E}} 1.25.000
i W] 200000
Current Linbilitics: | |
4
| Creditors. Swecks | (s87.500x 5 37,500
[ [ @] 37500
Wosrking Capital (A) - (B) [ 162,500 |

NIV
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Problem No. 16]

ABRC Limited is a trading company. Its annual turnover is ¥ 4,000 lakh
oul of which 2 2,800 lakh is oa credil. Its average collection period is 90
days and presently 11 recetvable collection cost is ¥ 35 lakh p.a.

The company necds immediale unds to Mnance iis prowih projects and
it has an option (o take shori-ierm loans ai fnteresi rate of 18% p.a. Re-
cently, one of the Factoring company visited the Chief Executive of ABC
Limiled and offered him o provide the lactoring services on recourse
basis. As per lerms ol facloring arrangement, [acloring company will
provide for an advance payment of 80% (maintaining factor reserve of
20¢% Lo provide for disputes and deductions relating to the bills assigned)
of the value of [aciored receivable and for guaranieed payment alter 90
days from the date of purchasing the receivables. The advance will carry
arale of interest of 12% p.a. In additton Lo interest, [actoring company
will charge lactoring commission @ 2.5% ol Lhe value of [actored recely-
able. Both the interest and commission shall be collected by factoring
company on uplront basis.

You are the Company secrelary of ABC Limited and you have been re-
quesied to prepare a report contalning the following aspects.

(a) What is the net annual cost of fuading through factoring of receiv-
ables assuming 360 days in a year?

(F) Whether it is appropriate to choose the factoring of recetvable in
comparison (o short term bank loan?

{c) Whethervouradvice would be changed if the clanse of ‘on recourse
basis' is negotialed ‘onnon-recourse basis’ keeplog the other terms
of agreement wilth [acloring company as same. The experience
Indicates that bad debt losses on sales are 2% of sales,

Ffune 2023 (5 + 5 4+ 5 = I5 Marks)]

Ans.: Calcnlaﬂm Driluﬂle Rﬁ:eiw;hlu.

i Sl s oot Peiod
360
o0 :
2 R % 160 = 700 lakh
Computation of nel amount pald to the firm:
Particulars i § _ Timlakh |
Awmg: Recenables T00
[ ) Reserve: (TN x 20¥6) (140)
[ J Faw-r Ln::mmﬁhmn (700 x 2.5%) ] (17.5
1| 5425 |
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[m ] | tinlekh
| a0

| (=} Interest on advance [54&112\)(5&]] (16.275)
'NL:: amount paid w the lirm il | ’ilﬁ.ll'il

Emnplll.llju-n of nel cosi n[fu:tm‘l.ugfinnunl hasis):

| Pasticulars [ ] 7 in Inkh
| Costs: | .
Factoning commission [1?—'-’3( ::%]J | 70
o | { |
Interest charges [|6_2?5>< _‘::"]] =2
* 4 1
_ | ) 135.1
. = |
Savings: | | |
R.l:r.rn::hlc uaﬂn.lmn ool | i5
- Nt cust o firm (A) — (B) | 100.1 |
Effective cost of factoring = — 29— x 100 =25.33%

521.5
Compulation of nel cost of bank proposal {annual basis):

@ NYIWXYL

| Interest charpes | (700 x 80% x 18%) 1008 |
' Recenvable collostion cosi i5|

= 4 {
| Nﬂ cust nf h:l.ni |'rrn-pnaal L lh-e rn'n 1358 |

.lnalysl.s: It ks heller o L] with Emlnrnu- pnnml
I [acioring Is nog-recourse basis:

Net cost of lactoring (annual basis) = 135.1

Met cost of bank proposal (annual basis) = 100.8
In this case it is betler o po with bank proposal.
Problem No. 17]

A bond with a [ace value ol 100 is paving an annual coupon ol 12 per
cent and trading tn the markets for 109,50 per bond. What Is the effective

l..-#”'imm W 202 !-5 J]
Mu.: [Jure 2023 (5 Marks
Ellective Yield = Inlerest it

Markel Price



TAXMANN S

14.60 PART Il - CORPORATE FINANCE

12
109.50
= 10.96%

« 100

Problem Neo. 18]

From the latest CMA data of Vancouver Lid., the projecied Agures are
as under:

— Sales = # 10 Crore
— Tolal currenl assels = # 7 Crore
— Currenl labilities = T 3 Crore

You are required to calculale the working capltal requirement under
turnover method and maximum permissible banking [nance method
(Method ). |Dec. 2023 (5 Marks))
Ans.: Turnover Method (Nayak Commiitee): Under this method, bank credit
lorworking capital purposes for bommowers may be assessed al minimum of 25%
of the projected annual lumover of which should be provided by the bormower
{i.e. minimum margin ol 5% ol the annual ternover o be provided by the bor-
rower) and balance 4/5th (Le. 20% of the annual turpover) can be extended by
way ol working capital linance.

Small Scale Industries Borrowers:

210 Crore x 25% = T 2.5 Crore

1/51h o be prowvided by the borrower = ¥ 2.5 Crore x 175 = £ 0.5 Crore

4/51h 10 be exiended by way of working capilal linance = 7 2.5 Crome x 435 =
T 2 Crure

Oiher Borrowers:

¥ 10 Crore x 25% = ¥ 2.5 Crore (limited o ¥ 2 Crore)

1/5th 1o be prowvided by Lthe borrower =2 2 Crore % 155 = 704 Crore

4/51h 1o be extended by way of working capital finance = 22 Crore x 45 =T 1.6
Crome

Maximum Permissible Banking Finance Method { Tandon Commiiiee - 1st
Method )

[75% of (Current Assels — Current Liabilities))]

75%: of (T 7 Crore = ¥ 3 Crore) = ¥ 3 Crone

Problem No. 19]

XYZ Facioring Lid. has agreed to finance recelvable of IFK Lid. on a
term of advances B ol Lhe recelvables with 10% p.a. lnterest and 2%
commisston as lactoring. Based on the below tnformation, Mod the net
amouni to be remitted by XYZ Factoring Lid.
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— Average collection period = 60 days
— Saving in adminisiralion cosl = ¥ 1,00,000
— Bad debis = Nil.
Assume 365 days o a vear [or calculation purpose.
|Dec. 2023 (5 Marks)]
Ans.: Computalion of Average Recelvables:

i gl o Joredil Period 60
Crodit Salos x 360 = 1,00, 00, 000 x 163 1643 836
Compulation of nel amount pald (o the Arm:

et : 2 'l
Average Recoivables IIE:A-J.MIE-J
{-) Reserve (16,43 836 = I06:) (3,28,767) |
(-} Factor Commission (16,43 B3 = 29¢) (32 476) |
12.82,193 |
1
(-} Interest on advance [12.52.”3)'2]051-33?5} (21,077 ‘
Netamount paidio thefom | 1261.116 |

Problem No. 20]

Calculate the amount of fund based and non-fund based credit factlities
avalled by Yamuna Lid. from Bank from the following details:

Sr. No. Credit Facilities provided by Bank 1 in Lakh
I. Standby Leiter of Credil 2.50
-5 Clean Overdrall 9.80
3. Rank Guarantee 12.50
4. Car Loan 60.95
5 Letter of Credit 22.50
6. Key Cash Credit 35.50
7. Post Shipmenl Packing Credit B340
B. Supplicrs Credit 30.50

Total Credii Facilities 254.65
[Dec. 2023 (3 Marks)]

Ans.: Computation of fund based and non-fund based credit facilities
avalled by Yamuna Lid. from RBank:

BN YIWXYL
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(a) Fund Based Credit Facilities ( immediaie owifTow of funds from the

barnk):
Particulars | vialakh]
Ck'an Overdmali 1 980
' Key Cash Credit | 1550
Car Loan a5
IP‘:H Shipment Packing Credit {Export Credit) ! 8040
i - - - - | - I“‘-‘Gq
(b} Non-Fund Based Credit Facilitles ( No immediaie outfTow of funds
from ihe bank):
Particulars | tinlskh
Siandby Letier of Crodit | _2_5[]
| Bank Guaranice l 1250
Letter of Credit | 1250
Supphers Credil | 30.50
| | 3750
Problem No, 21]

Balance sheet of GKJ Lid. for the year ended 3151 March, 2024 is glven
below:

Liabilitles Amound Assels Amyount

(* lakh) (¥ lakh)

Equity Shares 710 each 200 Flxed Assets 500

Retalned Earnings 200 Raw Malerials 150

11% Debentures 300 WLP. o

Public Deposits (Short- 100 Finished goods 30
Lerm})

Trade Creditors &0 Debiors 125

Eills Pavable 1040 | Cash/Bank 55

9RO 980

Calculate Lhe amount of maximum permissible bank inance under three
methods as per Tandon Commitlee lending norms. The otal core current
‘assels are assumed (o be 30 lakh, [June 2024 (5 Marks]]
Ans.:
Current Assets = 480 Lakh
Current Lizhilitios = 180 Lakh

Public deposiis are excluded from current Habilities as it does not belovg 1o oper-
ating fiabilities and assuming thar having maturity period of more than one vear.
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Maximum permissible bank borrowing as per varions method of lending
under the Tandon Commiilee Norms:

Meihod 1:

75% ol (Current Asscets - Currenl Liabilitics)
= T3% x (480 - 180)
= 225 Lakh

Meihod 2: = 75% ol Curreni Assels — Current Liabilities
= (79% x 4R0) - 180 ]
= 180 Lakh
Meibhod 3: = [75% of (Currenl Assels — Core Currenl Assets)] — Currenl
Liabilitics
= [75% x (480 - 30)] - 150
= 1575 Lakh
Curreni ratio under varions met hods:
) 960 960
Mithod §: Current Ratio = _lf-l_ﬂ-:-a-.ia- = -i‘_!;j =1.19
Method 2: Currenl Ratio = i = .960 = 1.33
360 & 360 720
960 960
Method 3 Current Ratio = —ua:_ 3]5— = _é-]f:'r = 1.42
ﬁﬂﬂm!ﬁ.ﬂ]
From the following Information of Ganpatl Lid., you are required to
calculate:
(i) Net operating cycle period.
(1) Number of operating cyveles in a year.,
Particulars ()
Raw material Inventory consumed during the year 6,100,000
Average stock of raw material 50,000
Average cost of production 5,00, 004
Average work-ln-progress lavealory 30,000
Cost of goods sold during the year B,00,000
Average finished poods siock held 40,0040
Average collection period [rom deblors 45 days
Average credil period avalled 30 days
No. of days tn a year 360 davs
Vume 2024 (5 Marks)]

B NTWKY
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Ans.:
Raw Maierial Conversion Perdod:
_Awkawﬂﬂnialﬁmck x 360 days = U}M " = 30duys
Raw Materinl Consurmed during 6,00,000
Lhe veur
WIP Conversion Period:
Average Siock of WIP 350 s 30,000 _—
Annwal Cost of Production © 500,000 =
Finished Goods Conversion Period
Average Stock of Fimshed Goods 40 000
- = 360 days = - x360 = 18days
Cost of Goods Sold during the year 1.00,000
Average Collection Period { Given) 45 days
Creditors Payment Period { Given) 30 daws
Operating Cycle = (30 = 21.6 + 18 + 45 - 30) = 84.6 days say 85 davs
Problem No. 23]
Galaxy company and il would lke o purchase
rawmaterials from domestic romothercountriesunder

Letier of Credit (LC). On the basis of the lollowing information, calcu-
late the limit for Letter of Credit (1.C) for the Flnancial Year 2024-2025:

{1} | Estimated Raw Material purchase for FY 2024-25 | ¥ 480 Crore
(#1) | Fstimated purchase under Letter of Credit (L.C) | 7432 Crore
for FY 2024-25 (90%)
(i1} | Of which import of Raw Material under Letter of | 7 129,60 Crore
Credit (30%)
{iv) | Lead Time:
Domesiic 1.5 months
Impaort 2.5 months
(¥} | Transit Thme:
Domesiic 1.5 months
Import 2.5 months
{vi) | Credit (Usance) Perlod avallable:
Domesiic 2 months
Import 5 months

Hune 2024 (5 Marks)]
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Ans.:
Calculatton of Inland & Foreign Letter of Credil Limit of Galaxy Lid. for
the Flaanclal Year 2024-2025:

Estimaled Raw Malerial purchase for FY 2024-2025

Estimatled purchase under Letier of Credil (LC) lor FY
2024-2025 (90%)

TAB0 Crowe
1432 Crore

| Particulars | inlandLC | ForeignlLC
A | Annual Riny Maiermsl Procurement throogh | 730240 Crome | 7 120060 Crore
i 1LCALC
B | Maonthly Consumption 250 Cmre | 71080 Crore
C | Lead Time (Time from order placement o 1.5 Month 2.5 Month
i shipment)
D | Trami Time 1.5 Month 25 Month
E | Crodit (Usance) Poriod available 2 Month 5 Manth
F i Total Period 5 Month 10 Month
G I. LC limit R.l:‘:.'.‘lill.ll for FY Z'I}I*I-Zﬂlq.m x F] | 7 126 Crone | 7 108 Crore
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Ans.: International Finance Corporatlon{(IFC): The IFCu-auu-rurg;uw::mn
of the Word Bank and member of the Word Bank Group is the larpest global
development institution focused exclusively on the private sector in developing
countries. The Bank Group has sel two goals for the woidd to achicve by 2030:

1. End Extreme Poverly,
2. Promoie shared prosperily in every country.

The IFC is an international lrancial institulon thal olfers invesiment, advisory, =
and asse-management Services 1o encourage private-sector dovelopment in ©

developing countries.
IFC was [ounded in 1956 ona bold idea thal - the private sector has the polential
1o translorm developing countries, Since then IFC has expanded its horizons in
more Lhan 100 countries, colning Lhe lerm “emernging markels™ and pioncering
new markets such as sustainable bonds. Misston of IFC: The mission of IFC is
advance economic development by encouraging the growt h of privale enterprise
in developing countrics.
How IFC helps couniries to develop thelr private sectors: The IFC helps the
countries 1o develop their privale seclors in a varicty of ways:
* Investing in companics Lhrough loans, equity investments, debl socurilics
and gusrantees.,
+ Mohilizing capital lrom other londers and investors through loan paric-
ipations, paralle]l loans and other means.
# Advising businesses and povernmenis Lo encourage privale invesimoent
and improve the invesiment climaie.
Since 2009, the IFC has focused on a sel ol development poals that iis proj-
ecis are expecied 1o largel. s poals are 1o increase sustainable agricullure
opporiunities, prove healthcare and education, increase access (o financing

15.1
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for microlinance and business clients, advance infrastruciure, help small busi-
nesses grow revenues, and invest in climate health.

2. Brielly discuss the lunding Insirumenis used by the Iniernatlonal
Finance Corporaiion (IFCH?
Ans.: Under lunding program, 1FC issues bonds in a variety of markets, lormats,
and currencies — including global benchmarks bonds, green and social bonds,
wridashi noles, private placements, and discount noles. In addition, TFC issucs
local-currency bonds to developdomesiic capital marke s and facilitate local-cur-
rency lending. A briel on some of the funding instruments are discussed below:
(@) Benchmark & Global Bonds: 1FC issues various Benchmerk and Global
Bonds such as U.S. Dollar Benchmark Bonds, USD SOFR Floaling Rate
Motes Bonds, Australian Dollar Public Bonds, British Pound Stecling
Public Bonds, Mew Zealand Dollar Public Bonds etc.
(b) Discount Notes: IFC’s Discount Nole Program was launched in June
2009 and prowides an additional Tunding and liquidity management
ool for IFC 1o support our rade linance and supply chain initiatives,
and to cxpand Lhe availability of shorl-lerm local currency linance. Our
discount notes offer a high quality, short-lerm investment opporianily
in U.S. dollar and Chinese renminbi.

{¢) Green Boads: IFC is one of Lhe world s larpest linanciers of climale-sman
projects [for developing countries. 1FC was also one of Lhe carlicst issuers
of green bonds, launching a Green Bond Program in 2000 10 help catalvee
the market and unlock investment for private sector projects thal suppori
rencwable encrgy and encrgy ellicicncy.

(d) Impact Noles: IFC is one ol the word's kargest linanciers of climale-smart
projects [or developing countrics. Since 2005, when we staned (o track
climale-smart components of our investments and advisory services, 1FC
has prowided more than $28 billion in long-term linancing and mised
over $22.3 billion in core mobilization through partnerships with inves-
tors. IFC was also one of the carliest issuers of green bonds, launching
a Green Bond Program in 2010 o help caalyze the market and unlock
investment for privale seclor projecis thal support rencwable enerpy and
encrgy elliciency.

{#) MTNs & Structured Noles: [FC aims lomaintain Lhe position asan active
and lNexible issuer of plain vanilla and structured noles. Our structured
notes oller investons a vield pickup and can accommaodate invesior needs.
IFC currently allows:

- Imterest rate linked, foreign exchange linked, equity index linked,
coommisdity linked, Floaling Rate Notes (FRNs), Bermudan and
European callable, and hybrid mowes.

» Minimum size of $3 million equivalent with maturitics maging
[rom one to 30 years. IFC has an aclive buyback program, serving
as a liquidity backsiop lor IFC's issuances
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) Social Bonds: FC's Social Bond Program, kaunched in 2017, offers bond
inveslors an opportenily o allocate investments o the achievement of
certain SDGs withoutl any additional credit risk than that of 1FC a8 a tni-
ple-A rated issuer, Pceeds from the bonds go towards linancing select
projects [rom IFC's Banking on Women and Inclusive Business progrms,
which benelit under-served populations in cmerging markets including
women and low-income communilies with limited access o essential
services such as basic infrastructure, linance elc. IFC is a frequent issuer
ol social bonds in public and privale markels, in various currencies and
lenors. The Social Bond Program aligns with the Social Bond Principles
published by the Inlernational Capilal Markel Association (ICMA)L

Q3. The International Finance Corporation (IFC) is an international
Mnancial Instfiuiion that offers Invesiment, advisory and assel-manage-
menl services Lo encourage privale seclor development 1n developing
couniries.” Explain the functions of IFC, |Dec. 2021 (3 Marks)]
Ans.: lnternational Finance Corporatfon (IFC): The IFC is a sisler ongani-
ration of the World Bank and member of the World Bank Group is the karpest
global development institution focused exclusively on the privale seclor in
developing countries.

Functions of IFC:

# I provides a wide mnge of investment and advisory services that help
businesses and enlreprencurs in the developing word meet the challenges
they face in the marketplace.

# lLolTers innovative linancial products o private seclor projects in devel-
oping counltrics. These include loans lor IFCs own account (akso called
A-doans), equity linancing, quasi-cquity linancing, syndicated loans (or
B-loans), risk management products, and pariial credit puaraniees. IFC
olten provides funding o linancial intermed mries that on-lend 1o clients,
especially small and medium enlerprises.

# I also provides advisory services that help build businesses. Much of
IFC's advisory work is conducted by facilities managed by IFC bul fundod
through panneships with donor Governmenis and other multilateral
institutions. Other sources of lunding include donor country trust funds
and IFC’s own resources.

# It can provide a mix of linancing and advisory services thal is taibored
1o meel the needs of cach project. However, the bulk of the funding, as
wiell as leadership and manapgement responsibility, lies wilh privale sector
owners and investors,

4. MMscuss brielly Loans and other Debt Instruments olfered by the
Aslan Development Bank (ADR)Y?
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Ans.: ADB offers hand currency nans, both senior and subordinated, as woll as
mezranine linancing. ADB also offer local currency loans in selective markets
O A case o case basis, Interest rates and olher erms vary, depending on a
company's or project’s needs and risks.

Rates: In pricing its loans, ADB considers prevailing markel rates in Lhe relevant
country and sector, factoring in country and transaction risks. ADB provides
Mesating rate loans al a spread above the Secured Overnight Financing Rale
{SOFR) o Euro interbank rate, depending on the currency. 1t also ofTers lixed-
rate oans at the lixed-rate swap equivalent of Noating-rate loans.

Fees: Markel-based fees are charged. Tvpically, on loating-rale loans, ADB
charpes a once only [ront-end lee as well 35 an ongoing commitment fee on the
undishbursed balance. ADB also charpe a fee o cover uplront costs associatod
with due diligence. Project sponsors or clients will reimburse out-of-pocket ox-
penses, such as trvel and extemal advisony services (Le. legal counsel, lechnical
consultants, and environmental and insurance advisors, il any),

Security: ADB will seck security appropriate for the loan and type of linancing.
035, Aslan Developmeni Bank (ADB) may tnvest direcily in an enterprise.

Ans.: ADB may invest direcily in an enterprise. 11 offers financing through eq-
wily investments, including direct equity investments in Lhe form of common
shares, preferred stock, or convertibles. Equily investments in enlerprises,
especially linancial instilutions, occur belore an initial public olfering. ADB
does nol seck a controlling interest inan investee company, and will nol assume
any management responsibilities. ILwill, however, typically wish 1o reserve the
right Lo appoint a nominee or an observer o Lhe board of dircctors of each ol
its investee companies and o selected board commitlees, and will exercise
virling rights as a sharcholder. 1L will maintain regular conlact with company
management and require periodic repons on the progress of capital projects,
operaling performance, linancial condition of the enlerprise, and coonomic
value added. ADB also requires reports on spocilic indicators lor development
oulpuls and outcomes, and monitors contineed compliance is cnvironmental
and social safeguands.

Once Lheobjective ol ils investmeni has been achieved, ADB will divesl s shares
al a lair markel price. Facilitaling this divestment may require Lhe evenlual
listing of the shares of the investee enlerprises onone or more stock exchanges,
conducting a trade sale or cnlering inlo a suitable buvback agreement.

In gencral, ADB prefers o sell shares o the nationals of the host country o
broaden local ownership and lurther develop local capital markels. When dis-
posing of its shares, ADB will endeavor 1o consull with ils major investment
pariners and give due considemation 1o their views, withoutl being precluded
[rivm disposing of ils investments al ils sole discretion.
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ADB may also invest in a privale equily fund, up 1o certain exposure limits,
ADB will reserve the right Lo appoint a nominee Lo the advisory board ol the
Jund. It will maintain Irequent contact with the Tund manager and requine de-
tailed quarierly reporis on the fund manager's investment, monitoring, value
addition, and, eventually, divestiment progress. With the same [requency, ADB
will closely monitor lnancial performance as measured by nel assel value. ADB
makes long-term commitments of capital (o privale equily funds, in keeping
with the lonp-lerm life cycle ol such investmenis, and ordinarily stavs investod
as a sharcholder or limited partner through the life of the fund.

6. Brielly discuss [ollowing aspecis of Flnancing and Investment by
Aslan Development Banks:

(i) Guaraniecs

(i) Loan Syndication

(#i) Blended Finance

Ans.: Guaraniees: ADB extends gpuaraniees lore eligible projects which enable
linancing partners W ransfer certain risks that they cannol casily absorb or
manage on their own (0 ADB. Guaranices can be provided when ADB has a
direct or indirect participation in a project or relaled sector, through a loan,
equily investiment or lechnical assislance.
Loan Syndicatlon: ADB pariners wilth commercial banks, impact investors,
instilutional investors, and developmeni linance institutions o provide debl
[or projects through B loan, complementary linancing scheme, and parallel
loan struclures,
Blended Finance: Blended concessional finance is the combination of conces-
sional linance [rom donors or thind partics, with the normal account linance
ol Development Finance lnstilulions {(DF1s) andfor commercial linance from
olher investors, used o develop private seclor markets, address Susiainable
Development Goals, and mohilize privale resources,
ADB is a member of the DFI Working Group on Blended Concessional Finance
lor Privaic Seclor Projects, which promotes besl praclice according 1o live
principles:
() Rationale for using blended concessional linance,

(i) Crowding-in and minimum concessionality.

{iff) Commercial sustainability.

{iv) Reinforcing markets.

) Promeding high standards.

Q7. “Achieving a prosperous, Inchisive, resilicnt and sustatnable Asiaand
the pacific, while sustainlag s ¢Torts 10 eradicale extreme poveriy™—
Jusiily the misslon of Asta Development Bank In vour own words.

IDec. 2010 (3 Marks)]
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Ans.: The Asian Developmenl Bank (ADB) was conceived in the cary 1960s as
a linancial institution that would be Asian in character and foster economic
growlh and co-operalion in one ol the poorest regions in the world.

The Asian Development Bank is commiited o achieving a prosperous, inclu-
sive, resilient, and susialnable Asia and the Pacilic, while sustaining is cflons
i eradicatle extreme poveriy. I assisis ils members and pariners by providing
loans, technical assistance, grants, and equity invesimenis 1o promole social
and economic developmentL.
Asian Developmeni Bank in parinershipwith member povernmenis, independent
specialists and other linancial instilulions s locused on delivering projects in
developing member countries that creaie economic and developmenis impact.
As 4 multilbueral development linance institution, Asian Development Bank
- Loans
- Technical Assistance
- Granis
Asian Developmeni Bank maximizes the development impact of its assistance by:
# Facilitating policy dialogues
# Providing advisory services

+ Mobhilizing linancial resources through co-linancing operations that top
ollicial, commercial, and export crodil sources.

8. Wrile a short nole on: IMF Resources

Ans.: IMF Resources: |MF [unds come lrom lollowing three sources:

(1) Member quotas: Quotas are the IMF's main source of linancing. Each
member of the IMF is assigned a guola, based broadly on its relative
position in the world economy. The IMF regularly reviews quidas (o as-
sess Lheir adequacy overall and their distribution among members. The
1&ih review by IMF is expecied to conclude by mid- December 2023, The
previous review concluded in February 2020 withoul a quots increase.
The last increase in quotas, 1o SDR 477 billion (USE 637 billion), was
agroed to under the 14th Review, which concluded in December 2000 and
ook elfect in January 2016. AL present, India has quota of 2.75% (with
13,114.4 Millions of Special Drawing Righis) of wolal guota al IMF with
2.63% of voling ripghts.

(2) New Arrangemenis to Bormow: The Mew Armangements (o Borrow {NAB)
constilutes a second line of defense, Through the NAB, certain member
counbrics and institutions stand ready W lend additional resources o
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addross challenpes 1o Lhe international monctary syslem. NAB aclivalion
requires support [rom 85% ol participants eligible 1o vole.

(3) Bilateral Borrowing Agreements: Bilaleral Borrowing Agreemenis
servie as a third line of defense alier quotas and the NAB. Since the onsel
ol the global linancial crisis, Lhe IMF has entered inlo several rounds of
Bilateral Bormowing Agreements (BBAs) to meed ils members' financing
needs. Activation of the agreemenis requires support of B5% of creditors

eligible 1o vole.
09, Mstingulsh between: Aslan Development Bank & International Mon-
etary Fund |June 2019 (5 Marks)]

Ans.: Astan Development Bank: Asian Development Bank (ADB) assists ils
member and pariners, by providing loans, lechnical assislance, growth and
other cquily invesbmenis Lo promole social and cconomic development ADB is
composcd of 67 members 48 ol which are [rom Lhe Asia and the Pacilic region.
The ADB is commitied toachicving a prosperous, inclusive, resilient, and sustain-
ahle Asiaand the Pacilic, while sustaining itselTorts o ecradicale cxtreme poverty.
It assists jls membors and pariners by providing loans, 1echnical assistance,
granis, and equily invesiments Lo promole social and economic development.
Iniernational Monetary Fand (IMF): The IMF's primary purpose is to ensum
the stability of the inlernalional monclary svsiem - the system ol exchange
rales and international paymenis thal enables countries (and their citizens) o
transact with cach oiher. The Funds mandate was updated in 2012 1o include
all macroeconomic and linancial seclor ssucs that bear on global siability.

Q10. International Monclary Fund (IMF) plays a vital role in the global

trics, working (o foster global monetary cooperation, secure [inancial stability,
[acilitate international trade, promote high employment and sustainable eoo-
nomic growilh and reduce poverty sround the world. Created in 1945, the IMF is
governed by and accountable 1o the 189 countrics that make up its near-global
membership.

The IMF's primary purpose is wo ensure Uhe siabilivy of the international monetary
system, the system of exchange rates and international pavmenis thal enables
countries (and Lhoir citizons) o transact with each other, The Funds mandaie
wias updated in 2012 w inclede all macrocconomic and linancial seclor issucs
that bear on global stability.

The IMF assists countries hil by crises by providing them linancial support o

creale breathing room as they implement adjusiment policies 1o reslore eco-
nomic stability and growth. The IMF's [undamental mission is w ensure the
stability ol the international monctary system which it does so in three ways:
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#) Keeping track of the global economy and the economics of member
counbrics.

(i) Lending 1w countrics with balance of payments difficullios.
(iif) Giving practical help o members,
It also provides precaulionary linancing 10 help prevent and insure againsi

crises. The IMFs lending toolkil is continuously refined 1o meet countries’
changing needs.

©11. What are the five consiiiuent Instliutlons uader World Bank?

Ans.: World Bank is an inlernational organization alfilialed with the Uniled
Nations (UN) and designed to linance projects that enhance the cconomic devel-
opment of member stales. Headguanered in Washinglon, D.C., the bank is the
largest source of financial assistance o developing countrics. 1 also provides
technical assislance and policy advice and supervises -on behall of international
creditors - Lhe implementation ol Irce-markel reforms.
Together with the International Monctary Fund (IMF) and the World Trade Or-
ganization, it plays a central rode in oversecing cconomic policy and relorming
public institutions in developing countrics and delining the plobal macro-con-
newmic aponda.
Five Constituent Instituwiions uwnder World Bank: The World Bank Group
comprises [ollowing live constituent institutions that share a commilment
o reducing poverly, increasing shared prosperily, and promoling sustainable
grovwih and developmeni.

1. International Bank for Reconstruction and Development (IBRD) - 1L

provides loans at markel mies of inlerest o middle-income developing
couniries and creditworthy lower-incomo countries.

2. InternationalDevelopment Assoclation (IDA)- 11 provides inlerest-free
long-lerm loans, technical assistance, and policy advice 1o low-income
developing countries in arcas such as health, education, and rural
developmient.

1. Internatonal Finance Corporation(IFC)— IL s operating in partnership
wilh private invesiors, provides lnans and loan puaranices and equity
linancing 1o business undenakings in developing couniries,

4. Multilateral Investment Guarantee Agency (MIGA) - Loan puaranices
and insurance o foreipn inveslors against loss caused by non-commercial
risks in developing countries are provided by the MIGA.

5. Iniernailonal Cenire [or Settlement of Invesimeni IMspuies (ICSID)
— It is responsible for the settlement by conciliation or arbitration of in-

vesiment disputes between forcign investors and their host developing
coinlries,
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012, Write a short nole on: Prioritles of World Bank Group

Ans.: Priorties of World Bank Group: Prioritics of World Bank Group imnter
alia covers Lhe Tollowing:

A. Chimate Change: Climale change, poverty, and incqualily are the delin-
ing issues ol our age. The World Bank Group s the bigpest multilateral
lunder of climale invesimenis in developing countries and inlend o go
Turther in helping countries reduce poverty and rise 1w the challenges of
climale change.

B. Food Security: The Workd Bank Group works with parners wo build food
syslems that can feed evervone, everywhere, every day by improving [ood
securily, promoting ‘nulrition-sensitive agriculiuere’ and improving food
saloty, The Bank is a leading linancier of food syslems.

C. Human Capital Profect (HCP): Human capital consistsof the knowledpe,
skills, and healih that people invest in and accumulate throughout their
lives, enabling them w realize their polential as produclive members ol
sociely. Investing in people through nutrition, health care, quality edu-
cation, jobs and skills helps develop human capital, and this is the key
1o ending extreme poverty and creating more inclusive socicties.

The Human Capital Project is a plobal offort 10 accelerale more and
better investments in people for grealer equity and economic growlh. As

ol Oclober 2022, 86 countries al all income lovels are working with the -

World Bank Group on sirategic approaches (o translorm their human
capilal putcomes.
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Q1. Wrile a short nole on: Ixternal Commercial Borrowings

|Dec. 2010 (4 Marks)]
Ans.: External Commercial Borrowings: Exiernal Commercial Borrowings
(ECEs) are commercial loans raised by ellgible restdent entitdes [rom rec-
ognized non-resident entities.

ECE should conform (o parsamelers such as minimum maturity, permilted and
non-permillod end-uses, maximum all-in-cost ceiling, efc. The parametersapply
in wrality and not on a standalone basis.

Advantagesolexternal commercial borrowings: Following are Lthe advaniages
ol external commencial bormowings:

+ ECBs provide opporiunity Lo borrow large volume of lunds.

+ Funds are available for relatively bong term for 3 (o 10 vears.

+ Interest rale on ECB is lower compared 1o domestic lunds which reduces
the cost of the lunds.

+ ECBs in lorm of loreign currencies ¢nable the corporate o make [ast
imports.

+ Corporale can raise ECBs from inlernationally recognized sources such
as banks, export credil agencies, international capilal markels eic.

Types of external commercial borrowings: ECB Framework enables per-
milled resident enlitics Lo borrow [rom recognized non-resident entitios in the
Tolbowing lorms:

I. Loans incleding bank loans

2. Floating rate noles'honds, lixed rale noles/bonds, debentures (olher Lthan
Tully and compulsorily convertible instrumenis)

3. Trade credits bevond 3 vears

4. Financial Lease

16.1

BN YIXYL



TAXMANKS-

16.2 FART Il: CORPORATE FINANCE

5. Foreign Currency Convertible Bonds (FCCBs)
6. Foreign Currency Exchangeable Bonds (FCEBs)
7. Plain vanilla Rupee Denominated Bonds ssued overseas

02, Mscuss the [ramework [or ralsing External Commercial Borrowlags
{ECHs) by Startups under the automatic roule.

Ans.: ECB Facility for Startups: AD Calegory-1 banks are permitted 1o alkow
Stanups 1o raise ECB underthe automatic route as perthe following framework:

(1) Elgibility: An entity recognized as Stariup by the Central Governmeni
as on date of mising ECB.

(2) Maturity: Minimum average maturily period will be 3 vears.

{3) Recopnized lender: Lenderinvesior shall be a resident ol a FATF com-
pliant couniry. However, loreign branchesisubsidiarios of Indian banks
and overseas enlity in which Indian enlity has made overseas direct
investment as per the extant Overseas Direct Investment Policy will nod
be considered as recognized lenders under this Tramework.

{4) Forms: The bormowing can be in form of loans or noa-convertible, op-
Lionally convertible or partially convertible preflerence shares,

{5) Currency: The borrowing should be denominated inany frecly convertible
currency or in Indian Rupecs (INR) or a combination (hereofl. In case of
bormwing in INR, the non-resident lender, should mobilire INR thmugh
swaps/ oulright sale underiaken throwigh an AD Calegory-1 bank in lndia.

(6) Amount: The bormwing por Stanup will be limited 10 USSE 3 Million or
cquivalent per linancial vear cither in INR or any converlible forcign
currency or a combinalion of both,

(7} All-ln-cost: All-in-cosi shall be mulually agreed between the borrower
and the lender.

(8) End use: For any cxpendilure in conneclion with the business ol the
howrrower.

{9) Conversion into equily: Conversion intooguity is [reely permilled subject
i Regulalions applicable Tor foncign investment in Starups.

(10} Security: The choice of security 1w be provided Lo the lender is lelt 1o Lhe
bormowing entity. Security can be in (he nature of movable, immovable,
intangible assets (includ ing patents, intellectunl property righis), linancial
securities, cle. and shall comply with [oreipn direct invesimenUToreign
portiolio investmentor any olher norms applicable for forcign lenders/
entities holding such securities. Further, issuanceol corporateor personal
guaraniee is allowed, Guaraniee issued by a non-resident(s) is allowed
only il such parties gualily as lender under ECB lor Stariups. However,
issuance of guarantee, standby letler of credil, letier of undenaking or
letter of comfont by Indian banks, all India Financial Institutions and
NBFCs is nod permilbed.
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(11) Hedging: The overseas lender, in case of INR denominated ECB, will be
eligible 1w hedge its INR exposure through permitted derivative products
with AD Calepory-1 banks in India. The lender can also access Lthe do-
mestic market Lthrough branches! subsidiarics of Indian banks abroad or
branches of foreign bank with Indian presence on a back 1o back basis.

Note: Stariups raising ECB in foreign currency, whether having natural
hedpe or nodt, are exposed W currency risk due 0 exchange mie move-
meenis and hence are advised Lo ensure Lhal they have an appropriale risk
manapement policy (o manage potential risk arising oul of ECBs.

(12) Conversion rale: In case ol borrowing in INR, the loreign currency - INR
comversion will be at Lthe market raie as on the daie of agreement.

(13) other Provistons: Other provisions like parking of ECB proceeds, report-
ing armngements, powers delegaled (o AD banks, bormowing by entities
under investigation, conversion of ECB inlo equity will be as included
in the ECB [ramework. However, provisions on leverage ratio and ECB
Liability — Equity Ratio will not be applicable. Further, the Stari-ups as
defined above as well as other starl-ups which do nol comply wilh the
aloresaid definition bul are eligible 1o receive FDI, can also raise ECB
under the general ECB rouleflramewnrk.

03, MMscuss in brief Standard Operating Procedure (o be lollowed by
AD Category-1 banks in case of uniraceable entities who are
found Lo be In contraveation of reportlng provislens for ECHs.

Ans.: Standanrd Procedure {(S0P) for Untraceable Entlities: SOP
has 1o be followed by designated AD Catepory-1 banks in case of untraceable
enlitics who are found 1o be in contravention of reporting provisions [or ECBs
by [ailing Lo submit prescribed returms under the ECB Immework, cither phys-
ically or clecironically, Tor past cighl quariers or more.

Any borrower who has mised ECB will be treated as ‘wniraceable entity”, il
entityfacditorsdireciors/promoters of entity are nol reachable/responsive’
reply in negalive over emailllettersiphone lor a period of nol less than two
quarters with documented communication/ reminders numbering 6 or moro
and it Tullills both ol the kllowing condilions:

A. Entity nol found to be operative ai the registered office address as per
records available with the AD Bank or nol lound 1o be operative during
the visit by Lhe oflicials of the AD Bank or any other agencies authocized
by the AD bank for the purpose.

B. Entitics have nol submited Statutory Auditor's Centificate for last pwo
VCArS OF MO,
Action: Following actions areto be undenaken in respect of untraceable entities:

{2) File Revised Form ECB, if required, and last Form ECB 2 Relurn wilhoul
certilication [rom company with "UNTRACEABLE ENTITY writlen in
hold on op. The outstanding amount will be treated as writien-ofl from
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external debt liability of the country bul may be retained by the lender
in its books for recovery through judiciall non-judicial means.

{b) No [resh ECB application by the entity should be examined/processed
by Lthe AD bank.

(c) Directorate of Enforcement should be informed whenever any enlity is
designated "Untraceable Entily’.

{d) No inward remitlance or debl servicing will be permilied under awio
rmile.

4. XYZ Lid. has avalled External Commercial Borrowings of USS 100
milllon. For the project in India 1l needs US$ 80 Milllon. The Board of
Directors of ihe company desires to nse remaining US$ 20 Million for
Anvestment In Stock Market fn India. Declde.
Ans.: RBI has prescribed negative list for wuse of proceeds of ECB. Procoeds
received oul of ECB canmnod be wlilived for investment in Capital MarkeuSiock
Markel. Hence, XYZ Lid. cannol invest US3 20 Million in Stock Market.

5. What is parking of Exiernal Commercial Borrowings{ ECB
e 2011 (5 Marks)]

o
The External Commerclal Borrowlngs (ECH) proceeds can be parked
abroad. Explain. [Dec. 2021 {3 Marks)]
or
Explain in briel manaer of parking of ECB proceeds abroad & domesii-
cally. Hume 2022 (3 Marks))

Ans.: ECB proceeds are permitted wo be parked abroad as well as domestically
in the manner given below:

Parking of ECB procecds abroad: ECB procecds meant only for fureign cur-
rency expendilurne can be parked abroad pending utilization. Till utiliztion,
these funds can be invested in the following liquid assets -

+ Deposits or Centificale ol Depositorother products offered by banks raled

nol less than AA(-) by Standard and Poon/Filch IBCA or Aa3 by Moody's,

+ Tressury bills and other monetary instruments of one vear maturity

having minimum rating as indicuied above,

+ Deposils with overseas branchessubsidiaries ol Indian banks abroad.
Parking ol ECB proceeds domestically: ECBE procecds meant [or Rupee ex-
penditure should be repatrialed immediately Tor credit 1o their Rupee accounts
with AD Category-1 banks in India. ECB borrowers are also allowed 1o park ECB
procecds in lerm deposits with AD Category-1 banks in India [or a maximum
period of 12 months. These werm deposits should be kept in unencumbered
position.
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6. Describe the end use of external commerclal borrowings under the
approval route. |fume 2014 (5 Marks))
Amns.: The negalive list, lor which the ECB proceeds cannol be wtilized, would

include the following:
) Real estate sctivities
(i) Investmenl in capilal market
(i) Equity investment
iv) Working capilal purposes
v} General corporale purposes
(vi} Repavment of Rupee loans
{vii) On-lending to entitics for the above activitics

(ECH allowed o be used): Resirictions mentioned in clauses (d),
(.r] () & (g} are not applicable in lollowing cases:

Categoary

Minimum Average
- - H-J_H;rhhll

:a}_ FCR mised from I'mﬂim{wlrrhrlldﬂﬁ'rmﬂmwﬁgmal | 5 vears
purpnscs, g:ncrll curporalo [mr[.nn:q'rl:rrppaynlcnl.rf
Rupor bans

(b} ECB raised for:
- Working capilal or general corporate parposes
= On-lending by NBFCs for working cipiial purpeoses or

) _g;::m:rnl corporale purposcs | )

i} ECB raised lor: | 7 vears

- Repayment of Rapoc loans availed domestically for
capital ex iure
= i Im:!mglw MNBFCs for the samc parposc

(e} ECB ramsed for
- Repayment of Ropee loans availed demestically for |

purposcs olher than capital expenditure |

e ——————— i ——— -

len

10 years

= Ondending by NBFCs for the same porposc |

Q7. Whether conversion of ‘Exiernal Commerdial Borrowing' tnto eguity
i5 permissible? Lume 2019 (4 Marks)]

or
Stale the condittons pertalolng o converslon of External Commerclal
mmtmﬂm |Dec. 2020 (5 Marks)]

lm Cm'erﬂm n[ I'_Cll into equity: Ennvun.mn of ECB, including those
which are malured bul uapaid, into cquily is permilled subject o the following
condilions:
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(@) The activity ol the bormowing company is covered under (he aulomatic
rumile for Foreign Direcl lavestmend or Governmenl approval is received,
wherever applicable, Tor Forcign equitly participation as per exiant Forcign
Direct Investment policy.

() The conversion, which should be with the lender’s consent and withoul
any additional cosi, should not resull in contmvention of eligibility and
bresch of applicable sector cap on Lhe foreign equily holding under FDI
policy.

() Applicable pricing guidclines [or shares are complied with

{d) In case of partial or full conversion of ECB into equity, the reporting 1o
Lhe RBI will be a8 under:

- For partial conversion, the converied portion is 1o be reported in
Form FC-GPR prescribed lor reponting of FDI lows, while moathly
reporting Lo DSIM in Form ECB-2 Relurn will be with suitable
remarks, viz. “ECB partially converted 1o equity”.

- For lull conversion, the enlire portien s 1o be reported in Form
FC-GPR, while reporting 10 DSIM in Form ECB-2 Roturn shoubd
be done with remarks *ECB lully converted Lo equity”. Subsequent
liling of Form ECB-2 Relum is nol roguired.

= For conversion ol ECB inle cquily in phases, reporting through
Form FC-GPR and Form ECB-2 Relurn will also be in phases.

) Il the bormower concernaed has availed of other credit facilities from the
Indian banking sysiem, including loreign branches/subsidiaries of Indian
banks, the applicable prudential guidelines issued by the Department of
Banking Regulation of RBI, including puidelines on restructuring are
complicd with.

(N Consent of other lenders, il any, w the same borrower is available or at
least inlormalion regarding conversions is exchanged with other lenders
ol the hormower,

Exchange rale [or conversion of ECB dues inlo equily: For conversion ol
ECR dues into equily, the exchange rmte provailing on the dale of the agreement
between the parics concerned Tor such conversion or any lesser mie can be
applicd with a2 mutual agreement with the ECB lender. 1L may be noted that the
lair vahue of the equity shares 10 be ssued shall be worked oul with reference
1o the date of conversion only.

08, Ixplain the procedure for raising external commercial borrowings
under approval route of RBI by the borrower. [Dec. 2020 (4 Marks))
or

What is the procedure of raising external commerclal borrowings?
Explain. [Dec. 2021 (4 Marks)]
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Ans.: Procedure for mising external commercial bormowings under Automatic
Roule and Approval Roule is as [ollows:

For Auiomatic Roule cases:

+ All ECB can be rased under Lhe aulomatic roule il they conlorm o Lhe
parameters prescribed under this frmmework.

+ Enlitics desirous o mise ECB under Lhe aulomatic roule may approach
an AD Category-1 bank with their proposal along with duly filled in Form
ECB.

For Approval Roule cases:

+ The bormowers may appmoach the RBI with an application in Form ECB
for examination through their AD Calegory-1 bank.

+ Such cases shall be considered keeping in view the overall guidelines,
macre-cconomic siluation and merils of Lhe specilic proposals,

+ ECB proposals received above contain threshold limit would be placed
before the Empowered Commillee sel up by the RBL

# The Empowered Committee will have external as well as internal members
and the RBI will take a Mlinal decision in the cases laking inlo account
recommendation ol the Empowered Commitlee.

09, Outline the reporting reguirements under External Commercial
Borrowing (ECH) reporting framework. [ec. 2021 (5 Marks)]

Ans.: Borrowings under ECB Framework are subject to following reporiing re-
guirements apart from any o herspecilic reporiing required under the iramework:
(a) Loan Registration Number (LRN): Any draw-down in respectol an ECB
should happen only aficr obtaining the LRN lrom the Reserve Bank. To
oblain the LRN, borrowers are reguired o submil duly centilied Form
ECB, which also contains terms and conditions of the ECB, in duplicale
o thedesignaled AD Calegory | bank. In lumn, the AD Category-1 bank will
fosrward one copy o the Reserve Bank of India. Copices of loan agreement

[esr raising ECB are nol reguired Lo be submitled Lo the Reserve Bank.

(b)) Changes In terms and conditions of ECB: Changes in ECB paramelors
in consonance with Lthe ECB norms, including reduced repayment by
matual agroement between the lender and bormower, should be repored
i3 the RBI through revised Form ECB al the cadiest, in any case nol laler
than 7 days [rom the changes elfected. While submilting revised Form
ECR the chanpes shiwbd bespecilically mentioned inthe communication.

(¢) Monthly Reporting of actual iransactions: The bormowers are regquined
o report aclual ECB Iransactions through Form ECB 2 Return through
the AD Catepgory-1 bank on monthly basis =0 as o reach DSIM within
seven working days [rom Lhe close ol month o which il relates. Changes,
il any, in ECB paramelers should also be incorporated in Form ECB 2
Return.,
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(d) Late Submission Fee for delay in reporting: Any bormower, who is
otherwise in compliance of ECB puidelines, can regularize the delay in
reporiing ol drawdown ol ECB procecds belore oblaining LRN or delay
in submission of Form ECB-2 returns, by payment of lale submission
fees in accordance wilth Masier Direclion- Reporling under FEMA, 1999,

Qli. Who are recognized lenders tn External Commercial llumnh:
Framework? |Juirie 2022 (4 Marks})]
Ans.: Following are the Recognized Lenders under the ECB Framework:

@ Lender should be resident of Financial Action Task Force (FATF) or
Internatlonal of Securltles Commission's (IOSC0)
compliant country, including on transier of ECB.

# Multilateral and Regional Financial Institutions where India is a member
country will also be considered as recopnized lenders.

# Individuals as lenders can only be permitted il they are forcign equity
holders or [or subscription o bondsidebentures listed abmad.

#+ Forcign branches/subsidiarics ol Indian banks are permiiled as recognioed
lenders only for Foreign Currency ECB (excepr FOCHs and FCERs).

# Foreipn branchessubsidiaries of Indizn banks, subjoct o applicable pru-
dential norms, can partici pale asarmnpersfundenwriters/market-makers/
traders lor Rupee Denominated Bonds issusd overseas. However, undor-
wriling by foreign binnchestsubsidiaries of Indian banks for issuances
by Indian banks will not be allowed.

011. How hedging is regulated under External Commercial
framework? [Fune 2022 (4 Marks)]

Ans.: Hedglag Provisions:

# Theentities raising ECB are required to Tollow the guidelines for hedging
issued, by the concerned sectoral or prudential regulator in respect of
lorcign curroncy cxposure.

#+ Infrastruciure space companies shall have a Board approved risk man-
agement policy. Further, such companies are required 1o mandatorily
hedge 70% ol their ECB exposure in case the averape malurily of the
ECB is less than 5 vears. The designated AD Category-1 bank shall verify
that 70 hedging requirement is complied with during the currency ol
Lthe ECB and report the position Lo RBI through Form ECB 2.

Dperatlonal aspects with respect Lo hedglog: Following operational aspecis
wilh respect 1o hedging should be enswred:
{a) Coverage through lnanclal hedge: The ECB borrower will be required
Lo cover Lthe principal as well as the coupon through linancial hedges.
The financial hedge for all exposures on account of ECB should stan
Irom the time of cach such exposure (Le. the day the lability is created
in the books of the borrower).
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(b) Tenor & Rollover: A minimum tenor of one year for the financial hedpe
wiould be required with periodic rollover, duly ensuring thai the exposure
on accounl of ECB is nol unhedged al any point during the currency ol
the ECB.

(c) Natural Hedge: Natural hedge, in licu of linancial hedge, will be con-
sidered only (o the extent of offselling projected cash owsirevenues in
malching currency, nel of all other projected oulllows. For this purpose,
an ECB may be considered naturally hedged il the olfsclling exposure
has the maiunl,\-fcash Mow within the same accounling vear. Any olher
armangemenisisinuciures, where rovenues ame indexed Lo loreign currency
will nol be considered as a natural hedge.

{d) Eligibility of hedging by overseas lnveslors: Overseas inveslors ane
eligible w hedge their exposure in Rupee through permitted dervative
products with AD Catepory-1 banks in India.

The investors can also access the domestic markel through branches!
subsidiaries of Indian banks abroad or branches of foreipn banks with
Indian presence on a back 1o back basis.

T T T ——
for Euro Issue. IDec. 2010 (10 Marks)]
or
“(Mferingcircularisamimrorthroughwhich investorscan

access vilal information of the company in order (o form their investment
sirategles.” Explain the statement and list out the contents included in
the offering circnlar. [Jume 2016 (5 Marks)]
Ans.: Offering Ctreular: Offering Circular is a mirror through which the pro-
spective investors can access vital information regarding the company in order
1o form their investment suralegics.
It is o be prepared very carelully giving true and comiplele information regarding
the linancial strength of the company, its past performance, past and envisaged
research and business promotion activities, track recond of promolers and the
company, hility to trade the securilies on Euro capital markel.
The Ollering Circular should be very comprehensive (0 take care ol overall
interesis of the prospective invesior.
Contents ol Offering Circular: Olfering Circular [or Euro-issucollering shoukd
typically cover the [ollowing contenis:
+ Backpround ol the company and ils promoters including date of incorpo-
ration and objects, past perdformance, production, sales and distribution
network, uture plans, ele.
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+ Capital struciure of the company-cxisting, proposed and consolidaled.

+ Deplovmenit of issue procesds.

# Financial data indicating track record of consistenl prolitability of the
COMPEnNY.

+ Group invesimenis and their performance including subsidiaries, joint
venlure in India and abroad.

+ lovesiment consideralions.

# Descriplion ol shares.

« Terms and conditions of plobal depository receipl and any olher insiru-
ment ssued along with it.

+ Economic and repulatory policies of the Government of India.

+ Details of Indian securities markel indicaling siock exchange, listing
requirements, loreign investments in Indian sccurilios.

+ Markel price of securilics.

+ Dividend and capitalization.

# Sccurities regulations and exchange control.

+ Tax aspects indicating analysis of tax consequences under Indian law of
acquisition, membership and sale of shares, treatment ol capilal gains
Lax, ele.

+ Slatus of approvals roquired 1o be oblained from Governmenl of India.

+ Summary ol significani diflerences in Indizn GAAP, UK GAAP and US
GAAP and expert's opinion.

+ Repon of stalulony audilor,

+ Subscription and sale.

+ Tramsler restriclions in respect ol instriments.

# Legal malters ele.

+ Other general information nol forming parl of any of the above,

A copy of the Offering Circular is required Lo be senl Lo the Registrar of Com-
panies, SEBI and the Indian Siock Exchanges for record purposes,

013, Write notes on: Subscription Agreement [Dec. 2000 {4 Marks)]
Ans: One of the imporiant principle imponant document in the process of
issue of Depasitory Reccipts is "Subscriplion Agreement”.

Subscription Agreement: Subscription Agreement prowides that Lead Man.
agers and other managers agree, severally and nol jointly, with the company,
subject o the satisfaction of certain conditions, 1o subscribe for GDRs al the
olfering price set forih.

It may provide that obligations of managers are subject Lo cenain conditions
precedent.
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Subscriplion agreement may also provide Lhal for ceriain period Irom the daie
of the issuance of GDR Lhe issuing company will not -

(@) Authorize the issuance of, or otherwise issue or publicly announce any
inlenlion Lo issue.

(b) Iszue offer, accept subscription for, sell, contract 10 sell or otherwise
dispase oll, whether within or oulside India.

i) Deposil into any depository receipt facility, any securities of the company
of the same class as the GDRs or the shares or any securities in the com-
pany convertible or exchangeable for securities in the company of the
same class as the GDRs or the shares or olher instruments representing
interests in sccurities in the company ol the same class as the GDRs or
the shares.

Subscriptionagreement also provides, anoption Lo be exercisable withincertain
period alier the date ol ofler clreular, 1o the lead manager and olher manapers

o purchase up o a cenlain prescribed number of additional GDRs solely 1o
cover owver-allotments, il any,

014, List the approvals required for resources mobilization by acompany
in the International eaplial market. e 2001 (T Marks))
or

What are the approvals required for lssuance of Global Depository Re-
celpis (GDRs)? [Dec. 2012 (5 Marks)]

or
Stales the procedure lald oul for issnance of ADRSAGDRs.
[Dec. 2019 (5 Marks)]

Ans.: The issue of ADR/GDRs requires the approval of a Board of Dircclors,
sharcholders, “In principle and Final™ approval of Ministry ol Finance, approval
of Reserve Bank of India, In-principle consent of Swock Exchange Tor listing of
underlying shares and In-principle consent of Financial inslitutions,

{a) Approval ol Board of Mrectors: A mecting of Board of Direclors is

requined 1o be held lorapproving Lthe proposal (o raise money [mom Eum
Capital market. A board resolution is 1o be passed w approve Lhe rising
of finance by issue of GDR/FCCBs.

The resolution should indicate thervin specilic purposes Tor which
Tunds are required, quanium of the issee, country in which issue is 1o
b launched, time of the issue cic. A directonSub-Commitlee of Board
ol Direclors is also 1o be authorized Tor secking Government approval
in connection with Euro issue and signing agreements with depository,
orpanizing road shows lor lixation of price of GDRs. The Board meeling
shall also decide and approve Lhe notice of Extraordinary penerml meeling
ol sharcholders al which special resolution s 1o be considered.
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(b) Approval of Shareholders: Proposal for making Euro issuc, as pro-
posed by Board of Directors requires approval of sharcholders. A special
resolution under Scection 62 of the Companics Act, 2013 is required Lo
be passed al a duly convened peneral meeling of Lthe sharcholders of the
COMPRNY,

(c) Approval of Ministry of Finance — In Principle and Final: ADR/GDR
has been browght under the automatic route and therefore the reguirement
of oblaining approval of Ministry of Finance, Department of Economic
AlTairs has been dispersed with.

Further, private placement of ADR/GDR will also nol require prior ap-
proval provided the issue is managed by investment banker.

(d) In-Principle Consent of Stock Exchanges for Listing of Underlving
Shares: The issuing company has 1o make a request 1o the domeslic
stock exchange for in-principle consent Tor listing of underlying shares
which shall be lving in the custody of domestic custodian. These shares,
when released by Lhe custodian aller cancellation of GDR, are traded on
Indian stock exchanges like any other equily shares,

(e) In-Principle Consent of Financial Institutfons: Where lerm loans
have been obtained by Lthe company Trom the linancial institutions, the
apreement relating o the loan contains a stipulation that the consent of
the linancial instiution has o be oblained. The company must oblain
in-principle consent on the broad terms of the proposed issue.

015. Wrile noles on: Road show in Furo issues  [Dec. 2017 (4 Marks)]
Oor

Road shows are In fact, a conference by Lhe issuer company with the
potentialfuture/prospective tnvestors. Elucidate.

[Dec. 2013 (5 Marks)]
Ans.: Road shiws represent meelings of issuers, analysis and polential invesiors.,

Details aboul the company are presented in Lthe road shows and such delails
usually include the following information aboul the company making the issue:

= History

- Organizational slructure

- Principal objects

- Business lines

Position of the company in Indian and inlernational market
Pasl performance ol Lhe company

Fulure plans of the company

= Competition - domestic as well as forcign

= Financial results and operaling perlormance
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- Valuation of shares

= Review ol Indian stock market and sconomic siluations.
Thus al road shows, series of inlormation presentations are organized insclected
cilies around Lhe world with analysis and polential institutional investors. I s,
in fact, a conference by the issuer with the prospective investons,
Road show is armanged by Lhe lead manager by sending invitation 1o all pro-
speclive invesiors.
During road shows, the investors give indication of their willinpness 1o buy a
particular quantity al particular lerms. Their willingness s booked as orders
by the marketing [orce of lead manager and co-lesd manager. This process s
known as book building,

016, Explain briefly: Two-way Fungibiliiy Scheme.

[Dec. 2074 (3 Marks)]
Ans.: (One way funglbility: Here investors could cancel their deposilony receipt
and recover the proceeds by selling Lhe undedving shares in the Indian markot;
DRs once redeemaed could not be converted into shares.
Two way fungibility: It means Lhat the shares so released can be reconveried
by the company into DRs lor purchase by Lhe overseas investors. 1L implics that
the re-issuance of DRs would be permitled to the exient of DRs that have been
redeemed and underying shares are sold in domestic markel.
A limited two-way Fungibility scheme has been put in place by Lhe Government
ol India [or ADRs/GDRs. Under this Scheme, a stock broker in India, rogistered
with SEBI, can purchase shares of an Indian company [rom the market for con-
version into ADRS/GDRS based on instruclions recelved [rom overseas investors,
Re-issuance of ADR<'GDRs would be permilted o the exient of ADRs/GDRs
which have been redeemed into underying shares and sold in the Indian markeL

Q17 Indian companies are allowed Lo ralse Equity Capltal in the Inter-
national Markel through the tssue of ADR/GDR/FCCRFCER. Brielly,
discuss the regulatory framework of ADR & GDR in India,

Hiirie 2018 (5 Marks)]
Ans.: Issue of ADR/IGDR/FCCB/FCER is repulated by the Tollowing regulations
in India:

# Forvign Currency Converlible Bonds and Ordinary Shares (Through
Depository Reccipt Mechanism) Scheme, 1993

Companics Act, 2013 and Rules thereunder.

FEMA Acl, 199 and Rules & Regulations made thercunder
Deposilory Receipls Scheme, 2014

Nolilications/Circulars issucd by Ministry of Finance (MoF), GOL.
Consolidated FDI Policy

L B
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+ RBI Repulations/Circulars
+ SEBI (LODR) Regulaiions, 2015

018, Discuss the different modes of Euro Issue detall.
[mme 2009 (3 Marks )}
Ang.: Eurn issue means modes of mising funds by an Indisn company oulside
India in foreign currency. There are dillerent masdes of Euns issue which is as
Tasblowars:
. Depository Receipis
(o) American Depositury Receipls
= Existing shares
- Fresh shares
(B} Global Depository Receipis
= From Eum markel
- From US merket
2. Furcign Currency Convertible Bondi/Forcign Currency  Exchangeahle
Bonuls.
019, Speed Information Lid. would lke (o issoe US § 750 Million Global
Depository Recelpts (GDRs) for seiting up clood computing services.
Managing Direcior of the company requests yvou os a Company Secre-
tary to prepare a checklist for the Issue of Deposliory Recelpis. Prepare
a checklist considering conditions to be fulfilled by a company as per
the provisions of the Companies (Issuc of Global Depostiory Recelpis)
Rules, 2014,  Mume 2022 (5 Marks)]
Ans: Following prowvisions uf Ihu.- Companies (lssue of Global Deposiiony Re-
cerpis) Rules, 2004 are requiteed 10 be complicd by the Speed Informalbon Lid
i issue Global Depository Reoeipis:
Ellgibiltty to issue depository recelpts [Rule 3): A company may issue depos-
itory receipts provided it is eligible o do so inerms of the Scheme and relevant
provisions of the Forcign Exchenge Management Rules and Regulations.
Conditions lor issue of deposilory receipts [Rule 41 Following oonditions
s e Fulfilled by a company lor Bsue ol deposilory meceipls:

(@) The Board of Directoms of the company inlending (o issee deposilory
receipts shall puss o resoletion auihorizing the company o do so,

(b) The company <hall ke prior approval ol ils shareholders by a special
risolution o be passed al a genceral meoting. However, a special resolu-
tion passad wnder section 62 of Companies Act, 2003 for ssar of shanes
undheriving the depository receipts, shall he deemced o be o special reso-
lution fur the purpose of section 41 of Companics Act, 2013 as well.
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() The depository receipts shall be issued by an overseas depository bank
appoinled by the company and the underlying shares shall be kept in the
custody of a domestic custodian bank.

{d) Thecompany shall ensure that all the applicable provisions of the Schieme
and the rules or regulations or pukdclines issued by Lhe Reserve Bank of
India are complicd with before and afler the issue of deposilony receipls,

) The company shall appoinl a merchant banker or a praclicing chanered
accounianl or 3 practicing cosl accounlanl or 3 praclicing company
soecretary o oversee all the compliances relating o issue of deposilony
receipls and the compliance report taken rom such merchant banker
or praclicing chariered accountiani or praclicing oosl accountant or
practicing company secrelary, as the case may be, shall be placed at the
meeting of the Board of Direciors of the company or ol the commililee
ol the Board of direciors authorized by the Board in this regand 1o be
held immediately alier closure of all formalities of the issue ol depository
roceipls.

However, thal the commillee of the Board of directors refermed 1o above shall
have al least one independent director in case the company is reguired o have
independent directors,

020, Explain the differences between abbreviations “ADR" and “GIDER".
ume 2023 {5 Marks)]

Ans.: Tvpically, companies in India issue securities in the form of depository
recoipts (DR) vie. American Depository Receipis (ADR), Global Depository Re-
ceipis (GDR)ele. Bolth ADRs and GDRs are equity based instrumenis. “American
Deposilory Receipt {ADR)™ means a securily issued by a bank or a depository in
United Staies of America (USA) against underying rupee shares ol a company
incorporaled in India.

“Global Depository Receipt (GDR)” means a security issued by a bank or a
depository oulside India (other than the Uniled States ol America) against un-
derlying rupee shares of a company incorporaled in India (E.p. DRS issued on
the Luxembourg Stock Exchanpge). The dilferonce between American Depositony
Receipts (ADR) and Global Depository Receipts (GDR) is thal ADRs are US §
depominated and traded only in US while GDRs are traded in various places
such as London Slock Exchange.

021. FCCR and ECR are different modes for ralsing loreign capital.
[Dec. 2011 (3 Marks)]

Ans.: Following are the main points of dilference between ECB and FCCR:

“NYHXYE



TAXMANNE

16.16

PART I- CORPORATE FINANCE

cn

i

ECB refer in commercial loans
in Lthe form of bank loans, socuri-
Lied instruments, buver’s credit,
supplicrs credil availed of Trom
non-resident lenders witha mini-
i overnge malurily of 3 vears,
ECB is bormowing and & thus
purcly debt (inance.

ECBs are 1o he availed as lu-rlhx'
relevant puideline, nolilication
and circulamns issued by the RBI
[irusmy Liree Lo Lirmee,

FCCR mean a bond issucd by an
Inciancormpany expressed in for-
cign currency, and the principal
and interest in respect of which
is pavable in forcign curmency.

FCCB is hybrid instrument. I
is issued a5 bond but later it is
converted in lncq.uly

Fffhmmulmdlnh'm
in accordance with the schome
iz, Issue of Forcign Cunmency

Comvertible Bonds and Ondinary
Shares (Throuph Depasitary Re-
— e . mtptMc'clnnlsm}&h&m 1993,
Since ECB Is m:wirm"lmn il | FCCBs can be listed in stock

cannol be listed o all in stock | exchange alior their conversion
cxchange. inlo shares.

Listing

022. Distinguish between: FCCB & FCER IDec. 2015 (2 Marks)]

Ans.: FOCBs are issued by a company o non-residents giving them the oplon
10 conven them imo shares of the same company at a prodelermined price. On
the other hand, FCCBs are issuced by Lhe iavestment or hodding company of a
group o non-residents which are exchangeable for the shares of the specilied
proup company al a predetermined price.

The key dillerence, therelore, is while FOCB involves just one company, FCEB
involves at least iwo companics — (he bonds are usually of the parent company
while the shares offered are of the opernting company which muest be a listed
COMMpHY.

mmmmmmmmum

Hght the advantages of FCEBs over FCCls.  [Dec. 2014 (6 Marks)]
.lm...l:'.n.rmgn ['.urmnct Em_hnn.gmh-lu Bonds (F’EEE‘}“HS delined mcl;.;.tl.'sli'-_
lollowing:

+ A hond expressed in forcign currency.

+ The principal and the interest of which is pavable in loreign currency,

+ The issuer of the bond is an Indian company,

+ The bonds are subscribed by a person resident ouiside India

# Thoe bonds are exchangeable into equity shares ol another company which
i also called the oflered company.
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Forcign Currency Convertible Bond (FCCB) means a bond issued by an Indian
company éxprossed in foreign currency, and the principal and interest in respect
ol which is payable in [oreign currency.

The launch of the FCEB scheme allords a unigue opportuaily for Indian pro-
moters o unlock value in group companies. FCEBs are another armow in the
quiver ol Indian promolers (o mise money overseas (o fund their new projects
and acquisitions, bolh Indisn and global, by leveraging a part theirsharcholding
im listed group emtities.

FCER involves three partles: The ssuer company, Offered Company (0C)
and an investior.

Under this option, an ssuer company may issue FCEBs in forcign currency, and
these FCEBs are convertible into shares of another company (offered company)
that forms part of the same promoter group as Lthe issuer company.

Thus, FCEBs are cxchangeable into shares of olfercd company. They have an
inherent advaniage that it does ool result in dilution of sharcholding at the
olTered company level.

024. Whai do you mean by Forelgn Currency Converiible Doads
{FUCHs)? State the benellis of FOCHS to lavestors and the lssuer.
|Dec. 2016 (5 Marks)]
Amns.: Foreign Currency Convertible Bond (FCCB) means a bond issucd by an
Indian company expressed in (oreign curmency, and the principal and interest
in respect of which is payable in loreipn currency.
Peculiarities of FCCR:
« FCCRB is hybrid instrument. I is issued as bond bul later il is converted
into shares,
+ FCCB carry & lixed e of interest until bond is converted into shares.
#+ FCCB can be secured as well as unsecursd. Mostly the FOCB issued by
the Indizn Companies ane unsecummd.
# FCCBs are denominated forclgn curmency.

# Inicrost s payable in foreign currency.

+ Redemplion price is pavable in [oreign currency (il oplion ol conversion
is nol exercised).
Benefits of FCCR o the Issuer company:
+ FCCB generally has low mie of inlerest as comparned 1o pune debil insine-
menl, Thus, il reduces the debi linancing cost.
+ FOCB docs nol reguire credil mting.

# FOCB saves risks ol immediaie eguity dilution as in the case ol public
shans.

+ FCCB can be raised within a month while pure debt Lakes a longer period
o raise,
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Benefits of FCCR to investors:
+ FCCB has advaniage of both equity and debl.

+ FCCB gives the investor much ol the upside of invesiment in eqguily, and
the debl portion protects the downside,

+ Assurcd return on bond in the lorm of lixed inlerest payments.

+ Ability 1o take advantage of price appreciation in the stock by means of
warranis attached w the bonds, which are activated when price of a stock
reaches a cenain poinl

+ Signilicant Yield o Maturity (YTM) is puarantesd al malurity.

& Lowoer Llax liability as compared 1o pure debt instruments due 1o lower
interesl rae.

(25. Whal do you mean by Forelen Cuwrrency Exchangeable Boads
(FCER)? Explain the priciag norms for issuing of FCER under the

Ans.: Forcign Currency Exchangeable Bonds (FCEB) as delined includes the
lolborwing:

# A bond expressed in [oreign currency.

The principal and the interest of which is payable in [oreign currency.
The issuer of the bond is an Indian company.

The bonds are subscribed by a person resident outside India.

The bonds are exchangeable into equity shares of another company which
is alzo called the oflered company.

Pricing ol Forelgn Currency Exchangeable Boads (FCEBs): Al the time of
issuance of FCEB Lhe exchange price ol the offered listed eguity shares shall
ot be less than the higher of the two:

f} The average ol Lhe weekly high and low of the closing prices of the shares
ol the ofTered company quoted on the stock exchange during the 8 months,

(i) the average of weekly high and low of the closing prices ol the shares
ol the offered company quoles on a stock exchanpe during the 2 weeks
preceding the relevant date.

026, Whichdocumenis are required forgranting approval under the SEBRIL

* * 4+

Ans.: Documents required for granting approval under Repulation 28(1) of the
SERI (Listing Obligaiions and Disclosure Reguirements), Regulations, 2015,
lor companies proposing Lo come out with issue of GDRs/ADRSFCCBs:
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(1) Centified true copy of the resolution passed by the Board of Directors of
ihe Company approving the issue ol the GDRYADRs/FCCBs.

(2) Copy of the mdice senl 1o the shareholders of the company.

(3) Centilied true copy of the resolution passed by the sharcholders of the
Company in Lhe general body meeting approving the issuc of the GDRs/
ADRs/FCCBs.

(4} Dral offering circular for issue of the GDRs/ADRFCCRs.

(5) Conlirmation by the Manapging Direclor and/or Company Secrelary as
per prescribed format by Exchange.

{8} Processing [ee.

Note: All pages of the documentsiderails provided shovld be serially rumbered,
stamped and cestified by the authorized signatory of the company.

027. Whichdocuments are required for listing approval for equity shares
underlylng GDRS/ADRs or equity shares allotied upon conversion of
FCCBs tssued by the Compantes?

Ans.: Posl-Issuc Formallties: Documents required Tor listing approval [or

equity shares underdying GDRADRSAr cquity shares allotled upon conmversion

of FCCBs issued by the Companies:

. Letwer of Application (Le. by Listed companies applving lor listing of
further issue) duly completed. In case of conversion of FCCBs only post
allotment distribution schedule is requined 1o submitted.

2. Bricl particular of the new securilies issued as per proscribed Tormal,

3. Cerilied lrue copy ol the Board resolution in which the equity shares
wore allotied,

4. List of allotices and the number of eguily shares allotied. In case of
GDRs/ADRs, Lhe list of GDR/ADR holders and the numberol GDRs/ADRs
alloed.

5. Sharcholding Patlern as per the format prescribed under Repulation
31 of the SEBI (LODR), Regulations, 2015 giving delails pre and post
alkoimenl.

6. Processing Fee| Processing fee is nol payable on the lirst conversion, where
the coompany has paid the same al the time of oblaining prior approval
under Regulation 28(1) of the SEBI (LODR), Regulations, 20135, In case
prior approval oblained afier 1/472017, the aforesaid Processing Fees is
nod applicable. |

7. Additional Annual Listing Fee, il applicable, on enhanced capital.

&. Confirmation by the Managing Direclor'Company Secrelary as per en-
closed lormai by Exchange.

9. Certilied true copy of letier isswed by the overseas Stock Exchange prant-
ing listing/ trading permission Lo the GDRSADRS/FCCBs.

SN YIXY L



AXMANNE

16.20 PART Il: CORPORATE FINANCE

10. Certified true copy of the resolution in which the Board of the company
or Lthe Committee of Directors of the company decided o open Lhe pro-
posed issue of GDRYADRSFCCBS.

11 Auditor’s Certificate conlirming the Moor price [or the proposed Bsue
and receipt of Tunds against Lhe said issue.

12. A copy of the linal olfering circular (printed copy as well as pdf lile on
CD), duly certified by the Managing DirccionCompany Sccrelany.

13, Detailed valuation report with relaled workingsfcalculations on Lhe basis
ol which company proposes (o acguire the lorelgn company.

Node: Documents @i 5r. Nos. 9 io 13 are reguired to be subwitted only ai the time
of filing the first application in respect of any offer document.

All papes of the documenisiderails provided showld be sevially numbered, stamped
and certified by the authorized sipnatory of the company.

ROLE OF INTERMEDIARIES IN FUND
RAISING

iz

INTERMEDIARY

Q1. Define the lerm ‘Intermediary’ as per the SEBI (Intermediarics)
Regulations, 2008,

Mn_'l.ninrm:au_n[lwguhllnn 2011 2)): Intermodiary means a person men-
tioned in Section 11(2)(b) & (ba) and Section 12011 & (1A) ol the SEBI Act,
1992 and includes:

(@) An Assel Management Company as per the SEBI (Mutual Funds)
Regulations, 1996,

(b} A Clearing Member of a clearing corporation or clearing house.
(c) Foreign Portlolio Investors.

{d) A Trading Member of a derivative scgment or currency derivatives sog-
ment of a siock exchange.

Intermedlary docs not include:
(i) Forcign Venture Capital Tnvesior
(i) Mutual Fund
(¢} Collective Investment Scheme
(iv) Venlure Capital Fund.

As per Section 11(2)b) & (ba) and Section 12(1) & (1A) of the SEBI Act, 1992,
Tollowing are inlermediaries:

= Stock brokers & Sub-brokers
- Share Transier Apents

- Bankers looan [ssue

Trusiees of trust deeds

= Regisirars (o an Issue
Merchant Bankers

- Underwrilers

- Porifolio Managers

17.1
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= Investment Advisers

- Depository

- Depository Panicipant

» Custodian of securilies

- Foreign Instiluticnal Investor

= Credit Rating Agency
- Dther intermediaries associated with securilies markels as SEBI may
mokify.

2. Investment Adviser provides guldance aboul Anancial obgations and
investmenl. Comment on Lhis stalement and state the role of investment
advisers in capiial markel. June 2015 (5 Marks)]

Ans.: Iniroduction: An investment adviser is an individual or a lirm that is in
the business of giving advice aboul securities wo dients. For instance, individu-
als or lirms (hal receive remuneration for giving advice on investing in stocks,
bonds, mutual funds, or exchanpe traded [unds are invesiment advisers. Some
investment advisers manape portfolios of securilies.

Registration: In lerms of the SEBI (Investment Advisers) Repulations, 2013, a
person cannol acl 85 an investment adviser unless he has oblained a centificate
of registration [mom the SEBI unless specilically exempted.

Invesimeni Advice: Invesimenl advice means advice relating 1o investing in,
purchasing, selling or otherwise dealing in securitics or invesiment products,
adviceon investment portfolio conlaining securities orinvestment products,
whether writlen, oral or through any other means of communication [or the
benefit of the client and shall include linancial planning.
However, investmenl advice given Lhiough newspaper, magazines, any electron-
ic or hroadceasting or lelecommunications medium, which is widely available
10 the puhblic shall not be considered as invesiment advice for the purpose of
these regulations.
Investment Adviser: Invesiment adviser means any person, who for consid-
crallon, is engaged in the business of providing investment advice 1o clienis
or other persons of group of persons and includes any person who holds oul
himgself as an investment adviser, by whatever name called.
Net worth:
- Non-ndividuals: Mol less than 2 50 lakh.

- Individuals: Mot less than T 5 lakh

Q3. What are the general obligations and responsiblliiies of Investment
adviser under the SEBI (Investment Advisers) Regulations, 20037
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Ans.: General obligations and responsibilities [ Regulation 15):

(1} Fiduciary iy: An invesiment adviser shall act in a lduciary ca-
pacity lowards ils clients and shall disclose all conflicts of intoresis as
and when they arise.

(2) Remuneration: Aninvesimenl advisershall not receive any consideralion
by way of remunerstion or compensation or in any olher [oem [rom any
person other than the client being advised, in respect of the underlying
products or securitics for which advice is provided.

(3) Arms-length relatlonships An invesiment adviser shall mainiain an
arms-length relationship between its activities as an invesiment adviser
and other activities.

(4) Segregation of other activities: An invesiment adviser which is also
engaged in activities other than investment advisory services shall onsure
that its invesiment advisory services are clearly segregated Irom all lis
olher activities, in Lhe manner as prescribed hereunder.

(5) Meclosure of conflict of tnterest: An investment adviser shall ensure
thal in case of any conllict of interest of the investment advisory activities
with other activities, such conllict of interest shall be disclosed (o the
clienl

(6) Secrecy of conlideatial informatlon: An invesiment adviser shall pot
divulge any conlidential information aboul its cient, which has come
0 ils knowledpe, withoul taking prior permission of its clients, except
whetre such disclosures are required 1o be made in compliance with any
law for the lime being in lorce.

(7) Not to enter into transactions on lis own account: An invesimoent
advisor shall nol enter into lransactions on its own account which is
conlrany Lo its advice given o clients for a period of 15 davs (rom the
day of such advice. However, during the period of such 15 days, il the
invesiment adviser is of the opinion thal the situation has changed, then
it may enter into such a iransaction on its own account aller giving such
revised assessment (o the client al least 24 hours in advance of enlering
into such Lransaction.

(8) KYC procedure: An invesimeni advisor shall follow Know Your Client
procedure as specilicd by the Board [rom Lime Lo tme.

(9) Code of Conduct: Aninvestment adviser shall abide by Code ol Conduct
as specilied in Third Schedule.

{10) Not to act on lis own account: An invesiment adviser shall nol act on
its own account, knowingly 1o sell securities or investment products o
or purchase securilies or investment product [rom a clienl.

{11) Change in conirol: Incase of change in control of the investment adviser,
prior approval [rom the SEBI shall be taken.
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(12) Information & Reports to SERE Invesiment advisers shall lumish o
the SEBI information and repons as may be specified by the SEBI from
Lime Lo lime.

{13) Compliance with certilication & qualilication: 11 shall be the responsi-
bility of the Investmenl adviser Lo ensure compliance wilh the centification
and qualilication requirements al all limes,

04. Whether ‘insurance ageat” or ‘insurance broker’ is exempted from
oblaining regisiration under the SERI (Investment Advisers) Regpula-
tons, 20132
Ans.: lnsurance Agenisor lnsurnce Brokers regisieroed with IRDA who provide
advice in various insurance products across manulaciurers shall be regulaied
by IRDA only,

Ilsuch Insurance Agenis or Insurance Brokers expand their activities o include
investment advice on other linancial pmducts, then they may be rogistoned and
repgulated under Lthe SEBI (Invesiment Advisers) Regulations, 2013 Tor such
other linancial products other than insurance products.

3. Whether a person acting ln multiple capacitles such as Insurance
agenl, penslon advisor, mutual fund distributor, etc. is exempted from
oil.ﬂ;;:ﬂnﬂmmlhm[ﬂmmm

Ans.: A person acling in muliiple capacities such as insurance agenl, pension
advisor, mulual fund distributor, etc. and expand his scope of activities 1o in-
clude invesiment advice on other financial products or engaged in the financial
planning of the clicnts, then he may be registered and regulaled under the SEBI
{(Investment Advisers) Repulations, 2013 lor advising on such other linancial
products or linancial planning of the clients,

06. Which entitles are exempted from registration under the SERI (In-
vestmenl Advisers) Regulailons, 20137 Brielly
|Jsame 2024 (5 Marks)]

Ans.: The [ollowing ealitics have been inler alia provided exemplions [rom
registration under the SEBI 1A Repulations:

(@) Any person who gives gencral comments in good Faith in regard 1o rends
in the linancial or securities market or the coonomic situation wheresuch
commenis do not specily any particular securilios or investment product.

() Entitics which are providing advice/incidental advice 1o their primary
activity and arc regulated by the respective regulaionsell-regulatory body!
instilute. These include -

(i} Insurance agenl or insurmnce broker

(if) Any pension advisor
(it} Any distribulor ol mutual Tunds
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(iv) Any advocale, solicitor or law firm
(v) Any member of Institute of Chariered Accountanis of India,
Institute of Company Secretarics of India, Institute of Cost and
Works Accountanis ol India, Actuarial Society of India or any other
professional body
(v} Anystock broker, portfolio manager or merchant banker registered
under respective SEBI Regulations, who provides any investment
advice 1o ils clients incidenial (o their primary activity. However,
such intermediaries shall comply with the general obligations and
responsibilities as specilied in Chapter 11 of these repulations.
(wi) Any Tund manager of a mulual fund, alicmative investmient Tund
or anv other inlermediary, by whalever name called.
() Any porson who provides investment sdvice exclusively 1o clionts basod
oul of India (except Non-Resident Indian or Person ol Indian Origin).

07. Dealing In unregulated products by SEBI registered Investment
Advisers. Comment.

Ans.: SEBI ook note thal some registered Investment Advisers are engaged
in unregulated activity by prowviding platform for buying/ selling/ dealing in
unregulated products including digital pold.

Hence SEBI ssucd a caution on October 21, 2021, siating that undortaking
such unregulated activity including dealing (e, advisory, distribution and ex-
cculion/ implemeniation services) in digital pold by Invesiment Advisers is not
in accordance with the provisions of Section 12011 of the SEBI Acl, 1992 read
with Lthe SEBI (Investment Advisers) Repulations, 2013,

Invesiment Advisers were advised Lo relmin Imm underiaking such unregulated
activities. SERI has said that dealing in any unrepulsied activity by Investment
Advisers may entail action as deemed appropriaie under ithe SEBL Act, 1992
and regulations framed thereunder.

8. Whal are the key parameters of the Tnvestmen! Advise Service?
Ans.:

A. Risk Profiling: Investment adviser shall ensure thal it oblains from the
client, such information as is necessary for the purpose of giving invest-
ment advice, including the lollowing:

+ Age

* lnvesiment objectives including tme Tor which they wish Lo stay
invested, the purposes of the investmeni

+ Income details

# Exisling invesimenisfasscls
+ Risk appetiteiolerance

+ Liabilitv/bormowing details
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Investment adviser has a process [or assessing the risk a client is willing
and able to take, including assessing a client’s capacily forabsorbing loss,
identilying whether client is umwilling or unable w accept the risk of boss
of capital and appropriately interpreting client responses o questions
and not allribuling inappropriate weight to cerlain answoers.
Sultability: Investment adviser shall ensure that —

+ All invesiments on which investment advice is provided is appro-
priate o the risk profile of the Client,
+ |1 has a documented process [or selecting investments based on
clicat’s investment objectives and linancial siluation.
+ Il understands the nature and risks of products or assels selecled
for clients.
#+ |1 has a reasonable basis [or belicving thal a recommendation or
transaction entered into:
= Meets the client's invesimenl objectives.
= Issuch that the clienl is able w bear any related investment
risks consistent with ils investment objectives and risk
lolerance.

= Is such that the clicnl has the necessary experience and
knowledpe o understand the risks involved in the transaction.
Whenever a recommendation is given to a client to purchase of a partic-
ular complex linancial product, such recommendation or advice is based
upin a reasonable assessmenl that the structure and risk reward prolile
ol linancial product is consistenl with client’s experience, knowledge,
investment objectives, risk appetite and capacity for absorbing loss,
Institutionalcorporale clients are treated as sophisticaled investors and
may nol require risk profiling. However, if advice relates 1o invesiment
in derivatives, complex structured products, ele. risk profiling mav be
requined.

C. Msclosure to clents: An invesiment adviser shall:

# Disclose to a prospective client, all material information ahoul
itsell including ils business, disciplinary history, the werms and
conditions on which it offers advisory services, alliliations with
other intermed iries and such other information as is necessary in
Lake an informed decision on whether or not Lo avail ils services.

# Disclose 1o the client its holding or position, il any, in the linancial
products or securitics which are subject mailer of advice.

# Disclose 1o the cliont any actual or potential conflicts of intorest
arising [rom any conneclion Lo or association with any issver of
products/ securitkes, including any material information or [acts
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thal mighlt compromise ils ohjectivity or independence in the
carrying on of investment advisory services.

# disclose all material lacts relating Lo the key featunes of the products
or securilies, particularly, performance track record.

« draw the client's atention (o the wamings, disclaimers in docu-
ments, advertising materials relating o an investment product
which it is recommending Lo the client.

09. Explala briefly the role of the following in capital market.

[Dec. 2012 (2 x 2 = 4 Marks)]

Ans.:
(1) Merchant Bankers: Merchant Banker means any person engaged in Lthe
business of issue managemenl. Merchant Bankers are pencrally engaged
i Following activities:
# Making amangements regarding selling buying or subscribing Lo
securilies.
# Acting as managericomnsuliantadvisor.
& Rendering corporale advisory services,
Merchant bankers are the key intermediary between the company and
issue of capital,

(#f) Bankers (o an issue: The Bankers 1o an issue are engaged in activities
such as acceplance of applications along with application money from
investors in respect il issues of capital and refund of application money.
Only ‘Schoduled Bank' can acl as ‘Banker o an lssuc’,

Bankers o Lthe issue carry out all the activities of ensuring thal the [unds
are collected and translerred o the Escrow Accounlts,

010. “Merchant bankers are the key Intermediary beiween the company

and issue of capiial.” Comment. |Sreme 2016 (5 Marks)]
Ans.: Merchani Banker - Meaning: Morchant Banker means any person en-
gaged in the business of issue management.
Need ol Merchant Banker: Making public issue of shares is a highlvspecialized
jobwhich involves tremendous and lime bound work. Organizations underiaking
this lask are called as Merchant Bankers. Most of Lhe leading banks and financial
institutions have lormed "Merchani Banking Division” specializiag in this work.
They have o register with SEBI and hence called Registered Merchani Bankers.
SEBI has litthe control over the companics making public issuc as they are not
regisiercd with SEBI and SEBI does nol have many legal powers 1o conlrol
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them. Hence, SEBI casts all responsibility on Merchant Bankers in respect of
public isswe. Merchant Bankers are also known as Lead Managors.
Merchant bankers are the key intermediary between the company and issue
ol capital.
Who can be a merchant banker: Only body corporaite is allowed 10 function
a% merchant bankers.
Activities of Merchant Bankers: SERI has advised thal merchant bankors
shall undenake only those aclivities which relate 1o securitics markel. These
aclivilies are
+ Managing of public issue ol securilies.
# Underwriling connected with the aforesaid public issue managemoent
business.
+ Managing/Advising on inlernational offerings of debtoquily ie. GDR,
ADR, bonds and other instruments.
& Privale placemoent of securitics,

*

Primary or salellile dealership of povernment securitics.

Corporale advisory services related w securities markel including take-
overs, acguisition and disinvestmen.

+ Siock broking.

# Advisory services for projects.

*

*

Syndication of rupee lerm loans,
+ Inernational financial advisory services.

Regulatory Framework: Activities ol ‘Merchan! Bankers' are regulated by the
SEBI Act, 1992 and the SEBI (Merchanl Bankers) Regulations, 1992,
Capllal adequacy requirement: The Merchant Banker shall have a net worth
ol nol less than # 5 Crore,

Q11. A merchant banker or the Investment banker plays a pivotal role
1n any public 1ssue. Discuss,

Ans.: A merchant banker or the investmeni banker plays a pivolal role in any
public issuwe. A merchant banker has w be registered with SEBL. In an 1PO,
particularly ina book buill IPO, Merchani bankers are known as Book Running
Lead Managers (BRLMs).

A Merchant Banker manages Lhe entine IPOSFFPO/Right Issue rom beginning to
end, right [rom petting the prospecius liled and approved by SEBI 1o determin.
ing the price range o making the selling and markel plan [or the TPD as well as
post listing support is all handled by the merchant bankers. A merchant banker
is the nodal conlact point [or everything pertaining 1o the issue.

Thie past track record and credibility of the merchant bankers matters 3 lol since
most investors tead Lo invest in 1POs based on Lhe reputation of merchant bank-
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ers. SERI has stipulated that the same also be disclosed in the offer documeni as
will as in the advenisement. lnvestors normally prefer merchant bankers with
a strong pedigree, whio have handled many [POs successlully in the past as well
as those merchanl bankers whose 1POs have generally done well post listing.

Q12. Mscuss briefly general obligations and responstbilities of the mer-
umwumw mlm

Anl -rmuwmmmumdm merchant banker: Fol-
lowing are the general obligations and responsibilitics of the merchanl banker
as per Regulations 13 10 28B ol the SEB1 (Merchant Bankers) Regulations, 1992:

+ Every merchanl banker shall abide by the Code ol Conduct as specilied
in Schedule T

+ Moerchanl banker nol o associate with any business other than that of
he securities markel

+ Every merchanl banker shall keep and maintain books ol scoount, reconds
and documents namely copy of halance sheel, prolit and loss account,
auditor’s report elc, and shall preserve the books of account and other
records and documents maintained [or a minimom period of 5 vears.

+ Every merchanl banker shall lurnish 1o the SEBI hall-veary unaudited
linancial results when roguired by the SEBI wilh a view lo monilor Lhe
capilal adequacy of the merchant hanker.

+ Every merchant banker scling as an underwriter shall enler into an
agreement wilh each body corporale on whose behall il is acling as an
underwriler.

+ A merchamt banker acting as an underwriter shall nod derive any direct or
indirect benelit from underwriting the issue other than the commission
of brokerage pavable under the agreement for underwriting enlered with
client.

+ A merchant banker shall disclose b the SEBI his responsibilities, change
in the information or panticulars previously lurnished, names of Lhe body
corporale whose issues he has managed or has been associaled with.

+ The merchanl banker shall submil a periodic repont in such manner as
may bhe specified by the SEBI from lime Lo limc.

013, Distinguish between: Merchanl Banker & Porilolio Manager
oere 2010 (3 Marks)]

Ans.: Following are the main points of difference between merchant banker &
portlolio manager:
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Merchant Banker

Merchant Banker means any
porson crgngpd in the husiness
o Essue managemend

‘Merchant Bankers are repulaied
by the SEBI (Merchani Bankers)
nul.-!;uhl.im_n_ !';‘9_2‘.

Merchant Bankers maosily acts
as primary capital marke! nler-
Merchant Bankers actson behall
of wsucr company.

Merchant Bankers most of the
work is o comply with the SEBI
Act, 1992 and Regulations madc
there under.

The capital adogquacy reguire-
menl for Merchant Bankermsa not
wosrth ol ekt less than? 5 Crore,

of their clieni Le. mvestors.

Portiolio Manager
Portfols manager means any
pcfv:lnwi'x'purmamuu.mlltl
or arrangemenl wilth the cdsent,
ailvises or directs or undertakes
on behall of the dicnt the man-
agemenl or admimstrabion of a
portiohool secuniiesorthe funds
ol the clients,

Poriiolo Manapers are regulaied
by the SEBI {Portlohio Manager)
Regudatinns, 2020.

Portinbio Managers are secondary
capital markel miermediary.

Partiolio Managersacison behall
Portolio Managers has to han- |
die the portiols of his client
and iry io increase markel value
by huying, holding and selling
ﬁ;:ra;-u"ml adequacy reguire-
ment for porifohe manager s
a net worth of not less than 7 5

Crore,

014, Wrile a short nole on: Portfolio
[Dec. 2010 (3 Marks)] & [June 2018 (4 Marks)]

O

Wrile short noles on: Role of Portfollo Manager  [Dec. 2019 (3 Marks))

or

‘What do you mean by discretionary portfolio manager? How portfolio

manager plavs a plvolal role in declding the best Investiment plan for an

individual? |Dec. 2021 (5 Marks))
Ans.: Meaning of Portfelio: The term portlolio means a baskel or combina-
Lion of securilies. Thus, il a person invests in more than securily, be is creating
portlolio.
Meaning of Portfollo Manager: Porifolio manager means any person who
pursuant o contract or armngement with the clienl, advises or direcls or un-
dertakes on behall of the client the management or administration of a portfolio
ol securities or the Tunds of the clients as the case may be.

CH. I7: ROLE OF INTERMEDIARIES I[N FUNID RAISING 17.11

There are two types of portfolio managers:

(1) Dscretfonary Portfolio Manager: Discretionary portfolio manager is
one who exercises any degree of discrelion as to the investment or man-
apgemenl of the portlolio of the securities or the Tunds of the clicnl

(2) Non-discretionary Portfollo Manager: Non-discrelionary portlolio
manager manages Lhe Tunds with the discretion of clienl

Net worth requirement: The Portiolio Manaper shall have a net worth ol not
less than T 5 Crore.

Regulatory Framework: Activilics of ‘Portlolio Managers' are regulated by Lhe
SEBI Act, 1992 and the SEBI (Portfolio Manapers) Regulations, 2020,

Role of Portfollo Manager:

+ A porllodio manager plays important role in deciding the best investmenlt
plan lor an individual as per his income, age and ability 10 underake
risks.

# A portfolio manager makes aware his clicnt reparding various invesiment.
tools available in the market and benefis associaled with cach plan.

+ Alier investment, portfolio manager alsoadvise his clicnt whether vo biodd
ithe security or sell as per the movement in stock markel.

+ A portfolio manager is responsible for designing customized invesiment

solutions [or the clients according Lo their linancial needs.

015, DMscuss brieflv Investmeni Rules for Portfolio Manager [or invesi-
ment of client's funds.

Ans.: Investment rules [or Portfollo Manager for investment of clients
Fands:

I. The porifolio manager shall, belore laking up an assignment of manage-
ment of lunds and portfolio on behall of a client, enter inlo an agreement
in writing with such clicnt that clearly deflines the inter se relationship
and sets oul their muiual rights, liabilities and obligations relating Lo
management of portlolio,

2. The money or securities accepled by Lhe portlolio manager shall nol be
invosted or managed by the portfolin manager excepl in terms of the
agreement beiween the portfolio manager and the clienL

3. The portfolio manager may make investmenis in the securities of its
related parties or ils associales only alier oblaining the prior consent of
e client in such manner as may be specilied by the SEBL

4. Under Discretionary Portlolio Managemenl Service (DPMS), Portlolio
Managers shall invest [unds ol his clients in the securities lisicd or trad-
ed on a recognized stock exchange, money markel instruments, unils off
Mutusl Funds through direct plan and other securities as specificd by
SEBI [rom Lime o Lime.
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5. Under Non-Discrelionary Portfolio Management Service (NDPMS),
Portlolio Managors may invest up Lo 25% of the Assels Under Manage-
ment (AUM) ol a client in enlisted securities, in addition Lo the securitics
permitted [or discrelionary portfolio management.

6. "Unlisied securities™ for investment by Portlolio Managers shall include
unils of Aliernative Invesiment Funds (AlFs), Real Eslale Invesiment
Trusts (REITs), Infrastructure Investment Trusis (InviTs), debl securi-
Lies, shares, warrants, eic. which are not listed on any recognized siock
exchanpes in India.

Howewer, [unds of clients availing discretionary PMS cannol be invest-
ed in unlisted bonds, which are iraded over the counter but setiled and
repored o the Siock Exchanges.

7. A Porilolio manaper shall also ensure thal an existing clienl of Non-
Discretionary PMS, who has already invested in cerlain unlisted securities,
does nol subscribe Lo righis issue of such unlisied securitics, which may
resull in breach of the 25% limil. An aclive breach due 1o invesior action,
subsequent 1o corporale actions like subscription o rights issue, which
resulls in breach of 25% limit applicable 1o Non-Discrelionary porifolios,
shall be considered as non-compliance. However, a passive breach due Lo
corporale actions like bonus with respect o value of unlisted socurities
will ol be considered as non-compliance.

&. The portfolio manager is required (o accept minimum ¥ 50 lakh or secu-
ritics having a minimum worth of T 50 lakh lrom the client.

9. Clients of Portlolio Managers on-boarded before January 21, 2020 shall,
in case of any lop-up, comply with the requirement of new minimum
investment amount and top up their acoounts o minimum # 50 lakh.

10. Theclienl may withdaw panial amounis from his porifolio, inaccordance
with the terms of the agreement between the client and the Pontlolio
Manager, However, the value of invesiment in the porifolio aller such
withdrawal shall not be less than the applicable minimum investment
amounl.

11, A client need nol top up his account il the portfolio valee [alls below

the minimum investment amount as provided in the SEBI (Pornilolio
Managers) Regulations, 2020 as a resull of valuation of portfolio.

Q16. Which types of reporis are required 1o provided by the Porifolio
Manager as per Lhe agreement with his clHeais?
Ans.: Reporis provided the Porifolio Manager:

The porifolio manager shall [umish periodically a report 1o the clical, as per
the agreement, bul nol exceeding a period of 3 months and such repor shall
contain the lollowing details, mmely:
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(a) The composition and the value of the porlolio, description of securities
and goods, number of securities, value of each security held in the port-
loslior, unils of goods, value of goods, cash balance and aggregale value
ol the portfolio as on the date of repor,

(b) Transactions underiaken during Lhe period of report including date of
transaction and details of purchases and sales.

(c) Beneficial interest received during thal period in the form of inleresty,
dividend, bonus shares, rights shares, elc.

(d) Expenses incurred in managing Lhe portfolio of the clienL.

{e) Details of risk foreseen by the portfolio manager and the risk relating 1o
the securities recommended by the portiolio manager for investment or
disinvesimenl.

) Defauli in pavment of coupons or any other default in payments in the
underlying debt security and downgrading to defaull mating by the mling
apencies, il any.

(g} Details of commission paid o distributors for the particular client.

017. Discuss briefly general obligations and responsibilities of the port-
Tolio manager under the SEBI (Portfollo Managers) Regulations, 2020,
Ans.: General respoasibilities of a porifolio manager:
(1) Every pontfolio manager shall abide by the Code of Conduct.
{2) The discretionary porifolio manager shall indi\ridun!!v and independent-

Iy manage the lunds of cach client in with the needs of the
client, in a manner which does not partake character of a Mulual Fund,

whereas the non-discrelionary portiolio manager shall manage the lunds
in accordance with the directions of the client.

(3) The portolio manaper shall act in a liduciary capacity with regard 1o the
client’s funds,

(4) The portfolio manager shall sepregaie each client’s holding in securiiies
in separale accounls,

(5) The portfolio manaper shall keep the funds of all clients in a separale
accouni to be maintained by it in a Scheduled Commencial Bank.

(&) The portfolio manager shall transact in securities within the limitaton
placed by the clicmt himsell with regard 1o dealing in securitios under
the provisions of the Reserve Bank of India Act, 1934,

(7)) The portlolio manaper shall not derive any direct or indirect benelit oul
of the client's funds or securities.

{8) The portlolic manager shall not borrow funds or securitics on behall of
the client.

(9) The portfolio manager shall not lend securities hold on behall of the
clicnts 1o a third person except as provided under these regulations.
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(10) The portfolio manager shall ensure proper and timely handling of com-
plaints [rom his clients and ake appropriate action immediately.

(11) The porilodio manager shall ensure thal any person or enlity involved in
the distribution of its services is carrying oul the distribution activities
in compliance with these regulations.

ROLE OF COMPANY SECRETARY

018, Wriie a shori note on: Imporiance of Company Secreiary o a com-
pany desirous of getting listed

Ans.: Company Secretary ol a to-be lisied entity as well as a listed entity that
proposes & [urther public ofler (FPD) or a rights issue is pivelal in as much
that there are a kol ol 1asks including co-ordination with various repulators,
intermediaries [or the success of the 1PO.

Under regulation s of the SEBL{LODR) Regulations, 2015, acompany Secrelary
has o be appoinied as the compliance officer of a listed entity. Hence, when a
company decides Lo go foran IPO, the lirstslep s loappointa Company Secrelary.
A Company Secreiany has (o ensure that activities involved while performing the
e of Investmenl Adviser, Merchant Banker and Portlfolic Manager are com-
plicd with and are in accordance with Lhe respective imermediaries regulations.

18

PROJECT EVALUATION

Q1. What do you mean by Project Evaluation? What are [actors which
affect the cost of a Project?

Ans.: Project evalualion is a systemalic and objective assessment of an ongo-
ing or completed project. The aim is o determine the relevance and level of
achicvemnenl of project objectives, development effectivencss, elliciency, impact
and sustainability.

Evaluations also feed lessons learned into the decision-making process ol the
project stakeholders, including donors and national partners Evaluation assesses
how well planning and managing for lulure impact is being done during the
project cycle. Because projects are collaborative ofloris, pariners have co-re-
sponsibilily lor achieving oulcomes and, ultimately, impact.

Factors alTecting the cost ol project: Costestimation in project managementis |

the process of [orecasting the linancial and other resources needed o complete
a project within a deflined scope. Cost estimation accounts for each and every
element required lor the project like materials, labor, construction equipments,
design of the project, Wme overrun ctc. and calculales a total amount Lhal de-
termines a pmiject’s budged (rom the beginning till end. Various cost incunmed
in a construction project is placed below-

- Malerial cost

= Impact ol abor wape on project cost

- Impact ol method of construction on project cost

= Impact of variation orders on project cost
Impact of delay on cost overrun in project cost
Nalure of construction sile
Mature of structure
Project guality
Repulator and insurance requirements
Size of the project

18.1
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Q2. Explain the project appratsal through Techateal, Legal and Flnanctal
leasibility study.

Ans.: Projecl appraisal s an imporianl intelleclual and svslematic exercise
carried oul by the Financial Institulions/Banks 1o consider Uhe:

+ Credit worthiness of Lthe proposal.

# Crilically analyre various assumptions made in the project report with
respect o the cost and profitabilivy.

# Other [uctors allecting the viability of the project such as plant capacity,
lncationof the business unil, proximily lo raw malerials, manpower, power
and other utilities covered under both external and internal economies
ol scale,

Project report also serves as a benchmark for evaluating and moniloring the
project during the implementation period. Based on the information fumished
in the project report and considering the varous external Factors, appraisal is
done toascertain leasibilitv/iviability of Lhe project. The lender penerally satisfies
on the following key parameters belore giving sanction for project lunding:
(@) Management Appralsal: Whelher promoters can manage the Project
successfully and infuse the reguired equity capital into the project.
(b) Technical Appraisal: Whether the necessary resources are available for
the manulaciuring of products.
(c) Marketing Appraisal: Whether products can be sold in the market and

can surmount the competition.

(d) Financial Appraisal: Whether a pmoject can make profil (0 meel the
linancial obligations withoul any defaulL

() Social Benefli Appraisal: Whetheritis in line withsocicial expeciations,
To access the above key parameters, Fls/Banks locus on the Tollowing crucial
aspocls:
- Promoter’s backpround, expericnee and their managenial skills.
- Technology adopled and its suitability Lo the local enviroament.
« Availability of raw materials and other resources,

Scope of marked for the product.

= Cost strecture and expected profits in light of the cost structure.

Imipact of the project on the sociely in terms of emplovment generation,
use of local resources and environmental impact, cle.

Impaci on loreign exchange reserves of the country due 1o expont of the
linished products and/or import of raw malerials.

- Compliance of the Government policies and regulations.

«» Acceptability of the risk level with relerence 1o political, social, cconomic,
lechoological and legal cavironment.

CHL 18 : PROJECT EVALUATION 18.3

- Greenficld/Brown ficld/ESG impacl and consequent Tax holidays
implicalions.
The dowailed appraisal of all the above [aciors will help lenders 10 asceniain the
risk involved in the project and shall help in lorming opinion whether o exiend
Lhe linancial support or 1o decline.
(3, Elaborate the concept of risk assessment and it gation. Also, define
the role of credit sk management in Project Finance?

Ans.: A risk is gencrally delined as an claboration of unforiunale consequences
of certain events. Risk can be managed properly il il is assessed and identilied
timely. So the Risk management relers o the problems thal may ocour which
are only in lerm of probability, at the same tme in the acteal tme of ocour-
rence there can be a number of other events happening which are unknown
bt predicable penerally.
In the Projects, risk usually refers (o the factors that may hamper Lhe objective
of the project regarding Lime, cost and quality. Risk Identilication thal can be
laced is imponant for the contracior o gel alert and prepare in advance lor
the unceriainties that arises,
Risk Level = Risk Probability x Risk Impact
Risk Types/Aliribules in Project Managemeni:

- General, dynamic or stalic Risk

- Internal or external risks

- Financial risk

- Time risk

- Physical risk
Personnel risk
Design and technical risk

- Contraciual risk

« Political and regulation risk

= Balcty risk

- Economic risk

- Legal risk and managerial risk
Majorly Risk analysis, also known as risk assessment, begins rom the identi-
Iying the risk belore the project is carriod oul. 1L is very imponant to dentily
all polential harxards in & project well in advance. The whole process of Risk

Management can be undersiood from the lollowing images, which are very
clearly explaining what and How of the Risk.

Credit risk management: Credil risk management relers (o measuring and
mitigating the risks associated with the amount given as loan (o the projects
and preparing the organization o cope up with this risk.
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Managing Credil Risk helps lending authorities 1o understand the credit worihi-
ness il Lhe borrowers, therchy helping them decide whether or nol Lo approve
thedr loan applications.
Cerlala spectlic siralegles 1o manage credil rsks may lnclude:

= Elficient dala aggregalion

— Apt credil-scoring model

— Realistic credil limits

= Streamlined on boarding of cusiomers

= Clear contracis

— Advanced avtomaled sysiems.

(4. How 1o prepare a Detalled Project Report (DPR)?
Ans.: A Projeci Report is a wrillen document relating 1o any invesiment con-
taining the data on the basis of which the project has been appraised and [ound
leasible. The information on cconomic, technical, linancial, managerial and
production aspects of the Project are shown as the pan of Project Report.
The concept of Detailed Project Reports (DPRS) is quile demanding which are
Lhe outpuls of planning and design phase of o projecl. DPR is a very detailed
and claborate plan for a project indicating overall pogramme, different roles
and responsibilitics, activities and resources required [or the project. 11 can be
called a Blucprint of the project plan.

Things lo conslder while writing DPR: An ideal DPR should be clear, concise,
accurate and well organized with clear section hbeadings. 11 must be casy [or the
audicnce 1o understand. Presenlation of the [acts and ligures reporl wriling is
quile crucial.

Formalling, revising and prool reading is very imponant process [or good report
wriling Lhal must be well focused.
A detailed project report must include the following information:

# Bricl information aboul the project.

# Expericnce and skills of the people involved in the promaotion ol the
project.
Details and practical resulis of the industrial concerns of the promolers
ol the project.
Project linance and sources of linancing.

Government approvals,
Raw malerial rogquirement.

Details of the reguisite securities o be given (o various llnancial
organizalions.

* @
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+ Other imporiant details of the proffered project idea include informaltion
aboul management leams for the project, details about Lthe building, plant,
machinery, ele.

' 05. Distinguish between: Technical aspectsof project appraisal & Finan-
clal aspects of project appraisal

Ans.: Following are the main poinis of dilference between technical & linancial
aspects ol project appraisal:

Points Technical of proj Fi ial l;pnl_hd

i A

Meaming | Techmical feasibility implics tiomean | The primary aim of financial analysis

the adequacy of the proposcd plant | is o delermine whether the pmject

and cquipment o produsce the prosd- | satislies the imesiment eriterm of

wol wilhin the presceribod normes. gencrating soccplable levd ol prol-
itability.

M While i tochinical Vi | Firenciduapecinol projectingodpcd

| sibility of the project, the Tllowing | with reference 1o lollowing:

inpuis covered in the project shoolkd * NPV

he taken into consideration:

¢ Awibshility ol landond site | T m&kﬁ:“hﬁﬁ"} ey

¢ Awailability of other inputs| 4 jayernal Ratcof Retem (IRR)
like wader, powor, transpaort, B 3
communication e ilities. * Scasitivily Analysis

* Awilability of sorvicing fa-| % Scenario Analysis
cilities Tike machine shops, * Rixk Analysis

clociric repair shop, cle.

# Coping-with anti-polluiion
bw.

#* Awailability of work loroc |
as per regquired skill and
armngements proposed For |
truining-in-plant and outsade.

* Aailability of reguired aw |
malerial as per quantity and |

quality,

6. Social cost-benefli analvsis is a sysiematic and cohesive method Lo
survey all the impacts cansed by a project. Comment.
or
Write a shorl note on: Soctal cost-benelll analysis
[Dec. 2002 {4 Marks)), |Feane 2005 (5 Marks))]

Anas.: In Social Cost-Benefit Analysis, a project (s analyvzed from the point of view
of the benefit it will penerate for the society as a whole,
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Social cosl-benefil analysis is a systematic and cohesive method Lo survey all
Lhe impacls caused by a projecl. I comprises maol just the linancial effects but
all the social effects, like pollution, salewy, markel, legul aspects, ele. The main
aim of a social cost benelit analysis is 1o allach a price 10 as many offocts as
possible inorder o uniformby weigh the abovementioned heterogencous ellocis.
As a resull, these prices refllect the value a society attaches to the caused ellects,
enabling the decision maker 1o form a statement about the net social wellane
ellects of a project.

Major advaniages of a social cosl-benclit analvsis are Lthat il enables investors (o
systematically and cohesively comparedillerent project allernatives. Hence, these
allernatives will nol just be compared intrinsically, bul will also be sel against
the “null alter-native hypothesis™, This hypothesis describes “the most likely”

scenario development in case a pmjoct will not be executed. Put differently, in-
vestments ona smaller scale will be included in the null aliernative hypothesis in

order o make a realistic comparison in a situation without “huge” investmenis.
The social cost-benelil analvsis calculates the direct (primary), indirect (sec-
ondary} and external effects:

{a) Direct elfects are Lhe costs and benelils that can be directly linked to Lhe
ownersfusers ol the project properties (2.2., the users and the owner ol a
building or highway),

(b)) Indirect elfecis are the costs and benefits thal are passed on o the pro-
ducers and consumers outside (he markel with which the project is in-
volved (e.g_, the owner of a bakery ncarby the new building, or a business
coamepany located near the newly planned highway).

{c) External effects are the costs and benelils that cannol be passed on 1o
anv existing markets because they relate 1o ssues like the eavironment
(noise, emission ol CO2, elc.), salety (imlfic, external security)and nalune
(hiodiversity, dehydrmtion, etc.).

The resulls of a social cost-benelil analysis an:

1. An integrated way of comparing the different effects: All relevam
cosis and benelits of the different project implementations are identified
and monetized as [or as possible. Eflects that cannol be monelized are
deseribed and guantilied as much as possible.

2. Allention [or the disidbution of cosis and beacliis: The benefits
of a project do nol always gel 1o the groups bearing the costs. A social
cosl-benelil analysis gives insight in who bears the costs and who derives
the benelits.

1. Comparison of the project alternatives: A social cost-benelit analysis
is a good method 1o show the differences between project aliematives
and provides information 1o make a well informed decision.

4. Preseniation of the nncerialniles and risks: A social cosit-benefit anal.
vsis has several methods (o leke cconomic risks and uncerlainlics into
accounl. The policy decision should be based on calculated risk.
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'[ﬂ What are Lhe steps Laken by [inancial instliullons while appraising
the project? |fume 2003 (10 Marks)), |Dec. 2016 (4 Marks)|
Ans.: Project Report submilted by a corporale unil o a linancial instlution
for prant of linancial {acilities is properly appraised by a tcam of expen drawn
from dilferent disciplines,
The project appraisal is done as a “business risk” and, therefore, elfons are made
o cormmoborte the data submitied by a company with authentic sources, Each
project is appraised on ils own merils and [exibility is observed while applyving
the norms of ratio analvsis, lunds Mow analvsis, [inancial indicators, echnical
norms ele. The basic objective during appraisal remains the pmject and its
Tulure in the Torm of successful implementation and eilicient operation so as
o contribute o national economy. Il a project remains successiul, the money

lend by linancial institulions is returned safely. The growth of the project is the
best security for the financial institutions than the physical and lepal security.
No doubt this security forms an imporiant pan in the enlire transaction for
lending and borrowing for ithe project.
Viewing from the above angle, project appraisal, in gencral, by the linancial
institutions seck to consider inter alia the lollowing aspects:
+ The project prolile, its reliability and project report.
# The promoler’s capacity and compelence
* Viahility Tests:
- Technical Aspects
- Financial Aspecis
- Econmomiic Aspocls
- Social Aspects
- Environment, Encrgy Management and Economical Aspects
- Drpanizalion and Managemenl Aspects
- Commercial Aspocls
- Marketing Aspecis

08, Rricfly discuss the Anancial aspects of project

Ans.: Financial Appraisal of a project is most important for a banker. The pri-
mary aim of linancial analysis is 10 determine whether the project satisfies the
invesiment criteria of generating acceplable level of profitability. The project
should be able to service thedebt and ensure expected retumsio the invesior, The
imporiant aspects which are examined while conducting linancial appraisal are
investment outkyy, means of [inancing, projected linancial statements, viability
and profitability, break-even point analysis, sensitivity analysis and risk analbysis.
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Cash [low siatement is the basis (or [inancial analvsis. In the initinl period thome
is a negalive cash Now because of invesiment in capital asscis, bul alier the
project takes off, the cash Oow becomes positive due 1o the increased income.
Invesimeni is pencrally required in Lhe initial vears, which is a cash oulllow [or
the project In the operational phase, there is inllow [rom the business, which
resalis in positive cash [low Gl the project is wound up. In the last year, the
inllow is higher due to the residual value adding o Lhe cash inllow.

The period fmm start of the project 1l its winding up & known as project lile
and will vary [rom project o projecl
Measures of flnancial viability:

(@) NPV: Financial viability is measured by net present value, benefil cost
mtio, intemal mie of relurn and debl service covernge mitios. A pmiject is
considered viable il the NPV is positive al a given discount rate. When bwo
or miare mulually exclusive projects are being appraised, Lhe project with
the highest NPV should be selectod. Among the discounted techniquos,
NPV is considered the most imporiant parameter for assessing viability.

(b} Benefit Cost Ratto (BCRWProfitability Index: BCR is the mitio of dis-
counbed value of benofit and discount value of cosi. The project is viable
when BCR is one or more Lhan one and is unviable when it is less than
one.,

(¢) Internal Raie of Return (IRR): IRR represenis the returns internally
peneraled by the pmoject. This is also the mie which makes the nel present
value egual 1o xem. The projoct s considered viable if the IRR is more
than the acceptable raie for the entreprencur which could be the oppor-
Lunity cost lor his Tunds.

(d) Seansiiivily Analysis: Projecls are sensitive o Nucluation in values ol
critical variables like costs of inpuis and prices of oulputs. Il is impori-
ant i examine how sensitive is the project 1o llucluations in the values
ol these variables because the basic assumplions laken lor projections
ol halance sheet, cash low statements for future vears have an element
ol uncertainty. Dilferent projects may, however, pel allected dilferently
from chanpes in the assumplion of cost and relem iloms. Sensitivity
analvsis helps us in linding oul that how sensilive is the project o Lthese
Nuctuations. Seasitivity analysis involves identiflication of crucial vari-
able relating 1o costs and returns, specification of allernative values of
the crucial variables and re-computation of Lhe NPV and IRR by using
the aliernative values, A project, which is highly sensitive 1o even small
Nuctualions in cost and price, is a risky project lor linancing,

() Scenarlo Analysis: Sensitivity analvsis takes care of only one or wo
variable which is ai times inadequate. This limiution is panially over-
comé by what is known as scenario analysis, where scenario of cenain
prices, cost and olher variables are oreated and (he linancial paramelers
are compuied.
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(f) Risk Analysis: Undoer risk anatvsis probabilistic anatvsis is done by iden-
tilication of key risk variables, linding out values of cach risk variahle,
assigning probabilities lor cach value o each of the risk variables, using
these values for risk analysis and linding oul the probability of negative
outcome of the project L. what is the probability that the NPV ol the
project will be negalive. The risk analyvsis adds valuable information 1o
the project analvsis and il i an imporiant (ool in Chis respect bul o lake
up investment or not depends on the risk taking capacity of the entrepre-
aewr which will vary [rom person o person. Therelore, il is judemental
in mature.

09, Write a short note on: Techalcal aspects of project appratsal

[Jume 2004 (5 Marks)], |fune 2010 {5 Marks)]
Ang.: While making project appraisal, the technical leasibility of the pmject also
needs 1o be taken into consideration. In Lthe simplest sense, lechnical feasibility
implics to mean the sdequacy of the proposed plant and equipment W produce
ihe product within the prescribed norms. As regands know-how, it denotes the
availability or otherwise ol a fund of knowledge 1o run the proposed planis and
maschinery.
It should be ensured whether that know-how is available with the entreprencur
or is o be procured [rom elsewhere. In the latier cose, armangement made Lo
procure il should be clearly checked up. 1l project requires any collaboralion,
then, the terms and conditions of the collaboration should also be spell oul
cimprehensively and carelully.
In case of foreign technical collaboration, one needs 0 be aware of the legal
provisions in force [rom Llime o time specilying the list of products for which
only such collaboration is allowed under specilic terms and conditions. The
entreprencur, therelore, conlemplating lor loreipn collaboration should check
these legal prowisions with reference 1w their projects.
While assessing the technical feasibility of the project, the lollowing inpuls
covered in Lhe project should also be taken into consideration:

* Avwailability of land and sile.

+ Aailability of other inputs like waier, power. transport, communicalion
[acilitics.

+ Availability of servicing (acilities like machine shops, elecinic repair shop,
ole.

#* Coping-with anti-pollution law.

+ Awailability of work [orce as per required skill and arrangements proposed
[or training-in-plani and oulside.

# Availability ol required raw material as per gquantity and quality.
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'mmmmmummwmd
Investment which may vield the highest return or maximized (n-
vesimeni for obtaining the highest growth of the projeci. Comment.

Anl Project planning aims at choosing the minimum qu:mlum ol invesiment
which may yield the highest return or maximized investment for oblaining the
highest growth of the project

Pruject planning delines the project activities and end products thal will be
performed and describes how the aclivities will be accomplished. The purpose
of project planning is lo define each major lask, estimale the time and resources
reguired, and provide a lramework [or management review and control.

The project planning activities and poals include delining:
1. The specilic work (o be perdormed and goals that define and bind the
project,
2. Estimales o be documented lor planning, tracking, and contrelling the
project,
3. Commitmenis ihat are planned, documenied, and agreed 1o by allecied
FrOUps,
4. Project allernatives, assumplions, and consiraints.
The planning process includes sieps o estimate Lhe sizeol Lhe project, estimale
the technical scope of the effort, estimaie the respurces required 1o complete the
project, produce aschedule, identilv and assess risks, and negotiale commitments.
Repetition of these steps is necossary 10 esiablish the project plan. Typically,
several iterations of the planning process are pedormed before a plan is aciu-
ally completed.

Q11. Write a short nole on: Economic Rate of Return (ERR)
[Fune 2007 (5 Marks))

Ans.: In Social cost benelit analysis the linancial viability of the project is ex-
aminced al the revised rate and assessed the same with relerence 1o economic
justilication of the projecl. The appropriale measure for this aspect is Lhe eco-
minmic rate of return for the project which will eguate the presenl value of cap-
ital expenditure o net cash (lows over the life of the project. The rate of relum
should be acceptable which accommodates Lhe rale of infllation por annum.

Thus, economic Rale of Return is a rale of discount which equales the real
cconomic cosl of project outlay (o its sconomic benelits during the life of the
project
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Problem No, 1]

Rex of Mumbat intends (o sel-up a plani iovolving a cost ouilay of 20
lakh. After vigorons persuasion, the bankers agree to finance the project
and allow a moratorium period of 3 vears, Le., repayment will start from
the end of third year with the condition that the loan as such will be
squared up by Rex in three equal yearly instalments along with interest
@ 6% per annum. You are required lo find out the amount of the yearly
mmmm&mmumuwﬂhm

.‘.-- C.lkmll‘l.'lnn of yearly Instalment & Inlerest:

]__ | Instabment | Principal ] Interest @ 6% L Balance
] - - 20,00,000
1 - | - 120,000 21,.20,000
. 2 =t = | Ly AL
| 3 £.40,703 7.05.8M 134,832 1541329
| 4 B A0 T03 TAE223 42 480 7,93, 106
5 RIS L 1106 L SV -
Instalment = B TR 8.40,703
Annuily factor of 6% lor 3 years 2.673
Problem No. 2]
Aalia Lid. has iwo alternaiive under consideration.

mlwﬂuﬁh;rufi 160,000 and Project-B nceds ¥ 1,80,000.
Both are estimated to provide a cash Mow for 5 years; Project-A: 7 45,000

per vear and Project-B: © 55,000 per vear.

The cost of caplial s 10%. Show which project is preflerable from the

Ans.: Calculation of net present value:

o CFAT PV Faclor Present \I’..llur..
mecl A Pmpcl-ﬂ 10%: ij.'c!-.t Pm]ecl B
1953 45000  SR000 3791 1,70,395  2,19,87%
{-) Initial investment (1,60,000) (1,80,000)
Nel Present Value (NPV) 10,595 39,878

Analysis: Since, NPV of Project-B is higher, it should be selected.
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010, Project planning atms al choosine the minlmum guanium of
investmen! which may vield the highest return or maximized in-
vestment for obiaining the highest growth of the project. Comment.

Ans.: Project planning aims al choosing the minimum-.l;;;i-l;'l. n[:n_vm;n'rn;
which may yield the highest return or maximized investment for oblaining the
highest growih of the project.
Project planning delines ihe project activities and end products thal will be
performed and describes how the activities will be accomplished. The purpose
ol project planning is to define cach major sk, estimale the Lime and resources
reguired, and provide a Immework [or management review and control.
The project planning activities and poals include delining:

1. The specific work o be performed and poalks that define and bind the
praject.
Estimales 1o be documented [or planning, tracking, and controlling the
project.

3. Commitments that are planned, documented, and agreed o by alfocted

Proups.

4, Project allernatives, assumptions, and constrainis.
The planning process includes steps o estimate the siee of the priject, estimate
the technical scope of the effort, estimate the resources required to complete the
project, produce aschedule, identily and assess risks, and nepotiate commilmonis.
Repetition of these steps is nocessary 1o eslablish the pmject plan. Typically,
several iterations of the planning process are perfformed before a plan is aclu-
ally completed.

011. Write a shorl nole on: Economic Rale of Return (ERR)

[Hune 2007 (5 Marks)]
Ans.: In Social cost benelit analyvsis the linancial viability ol the project is ex-
amined al the rovised mte and assessed the same with relerence 1o economic
Jjustilication ol the projecl. The appropriale measure [or this aspect is the cco-
nowmic rate ol return for the project which will eguale the present value of cap-
ital expendilure 1o nel cash lows over the lile of the project. The rate of relum
should be acceptable which accommodates the mie of inflation per annum.

L

Thus, economic Rale of Relum is a rale of discounl which equates the real
economic cosl of project oullay o ils economic benelils during the lile of the
projeci
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Problem No. 1]

Rex of Mumbai iniends (o set-up a plant tnvolving a cost outlay of ¢ 20
lakh. Afier vigorous persuasion, the bankers agree to finance the project

and allow a moratorium perfod of 3 years, ie., repayment will siart from
the end of third yvear with the condition thal the loan as such will be

squared up by Rex in three equal vearly instalments along with interest

@ 6% per annum. You are required to find out the amount of the yearly

mm.-mu mmmhpﬂmwﬂhm

Ana.: Calculniion of yoarly tnatalment & Inlorest:

[ Yeur | Instalment | Principal | Inieresi@6% | Balance
0 r - - 20,00,000
1 : - 5 - 120,000 21,20,000
| 2 e e o [ L/ 2247200
3 £,40,703 05871 | 134832 154139
4 B.40 703 TAB223 G2 480 7,93, 106
L5 | seoq | 70310 | a@sm7 -
Instalment = B SREEN 8.40,703
Annuily ity factor of E.% fur 3 }'mr!. 2673
Problem No. 2]
Aalia Lid. has two alternative under consideration.

mlqﬂimﬂilﬂmﬂmlﬂf 1,80,000.
Both are estimated to provide a cash Mow for 5 years; Project-A: ¥ 45,000

per vear and Project-B: 7 58 000 per vear.

The cost of caplial is 10%. Show which project s preferable from the
view polnl of nel present value?

Ans.: Calculation of nel present value:

i CFAT PY Faclor Present Value
Fm]c'l:l A Fmpcl-B 10%: Fm;pch.l ijc'cl B
T3S -ﬁtﬂﬁ 1?1 000 3791 1 '.i'ﬂ 595 ? 19 BT8R
{-) Initial investment (1,60,0000  (1,80,000)
Nel Present Value (NPV) 10,595 39,878

Analysis: Since, NPY of Project-B is higher, it should be selected.

NIV



—TAXMANKS

18.12 PAET I - CORPORATE FINANCE

Aniron ore company is considering investing n a new processing facility.
The company exiracts ore [rom an opea pll mioe. During a vear, 1,00,000
tons of ore is extracted. If the output from the extraction process s sold
immediately upon removal of dirt, rocks and other impuritics, a price
of © 1,000 per ton of ore can be obladned.

The company has estimated that s extraction costs amount io 70% of
the net realizable value ol the ore.

As an alternative to selling all the ore at ¥ 1,000 per ton, it is possible to
process [urther 25% ol the oulpul. The additonal cash cost of further
processing would be ¢ 100 per ton. The processed ore would vield 8095
final output and can be sold at ¥ 1,350 per ton.

Foradditional processing the company would have o Install

costing 7 100 lakh. The equipment is expected (o have a useful lfe of
5 years with no salvage value. The company follows the stralght line
method of deprectation.

Addittonal working capital requirement is estimaled al 7 10 lakh. The
company’s cul-off rate [or such lnvestmenis I8 15%. Assume corporale
tax rate 30% (including surcharge and education cess).

Should the company tnsiall the equipment for furiher processing of the
fron ore?

Ans.: Calculation nflil;l‘l:h;i:weﬂmem:

Equipment cost 1, 06, 063, (R
| Addivonal working capilal requirement 10,100,000
| Met initial investment 1, 10,00,000
Processed final oulpul = 1,00,000 lons « 25% x B0%. = 20,000
Additional price per unit = 1,350 - 1,000 = 350
Calcalation of cash inflow:
[ 1ncremental revenue (20,000 x 3500 70,000,000
; (-} Comst ol processing (25 000 x 100) (25,00,000)
| {-) Depreciation on equipment (1,00,00,000/5) (20,040, (00 )
|EBIT | 25,00,000
[ () Tax @ 30% | (7,50,000)
PAT 17,550,000
| (+) Depreciation | 20,00,000
| CFAT | 37,50,000

CH. 18 : PROJECT EVALUATION 18.13
Calculation of NPV:
 Year | CFAT | PVFactoris® | PV
T3 37,50,000 3352 1,25,70,000
|
| 5 | *10,00,000 | 0.497 |4,97,000
Todal present value 1,30,67 000
|
(-} Initial investment Itl.lﬂ.nﬂ.fﬂﬂl

1

Net Presenl Value (NPV) | 20,67,000 |
Analysls: Since, NPV is posilive it is advised 1o invest in new processing lacility.
Madhur Lid. is evaluailog a project for which the iniilal invesiment re-
quired is 1 50 lakh 1o be mel by inlernally generated funds of 10 lakh,
from a rights isspe of ? 15 lakh and the rest from a term loan @ 12% per
annum. Rights issue will involve Motation cost of 5% and the term loan
processing will cost 1%. Corporale lax rale Is 40%. The risk-Iree rale
of interest is 6.5%, markel return is 15% and the relevant assel beta for
the tovestment is estimated to be 1.5, Net operating cash inflows afier
Lax [rom the project are:

Year-1 ;715 lakh
Year—2 : ¥ 35 lakh
Year-3 : 215 lakh
Besides these cash infllows, residual value of 7 5 lakh (aect of laxes) Is
also expected al the end of third vear. Should the project be Laken up?
Ans.: Calculation of cost of caplial:
K, =R 4B (R, -R)
=654+ 1.53(15-6.5)
= 192%%
Caleslaiton of present vabie of cash inflow of project:
Year I CEAT \ PV Factor o ‘
19.25%
1 15,00,000 0.8 12,58,500 |
2 35,00,000 0.703 24 60,500
3 ‘ 20,00 000 0.590 11,80,000 |
Total present valus _ | 4% 99,000 :
(-} Imitial investment (50,00,000) |
Mel Present Value (NPV) {1,01,000) |

Initial invesiment reguired = 50,00,000
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Internally generated funds = 10,00,000
Right issue = 15,00,000
12% Term loan = 25,00,000
The lerm loan processing cost i 1%, Hence, loan amount 1o be mised -
25.00,000
" Teo
Rights issue has Notation costol 5% Hence, amount (o be raised by right issue—

15.00,000
= Ta A ® 100 = 15,758,947
Calculation of adjusted NI'V:

Base NPV (1,01,000)
Flotation cost of right issue (15,78,947 - 15,00,000) (78.947)
Processing cost of lerm boan (25,25,253 — 25,00,000) (25,253}

Tax benelit on inlerest on lerm loan (25,25, 253 x 12% x 40% 291,152
» 2.402)
Adjusied NPV 85,952

Analysis: Since, adjusted NPV is posilive, il is suggested (o lake the project.

x 100 = 25,25,253




